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EXECUTIVE SUMMARY 
Context 

Nepal became a member of the World Trade Organization (WTO) in 2004 intending to integrate 

with the global trading system improving her international trade, particularly, exports. It was 

expected that Nepal could improve its access to the global market; in particular, the Special and 

Differential Treatment (SDT) granted to Least Developed Countries (LDCs) could be utilized in 

its favor to leverage benefits from international trade. Political instability, capacity constraints in 

the supply side due to poor performance of the manufacturing sector and inability to secure 

technical assistance were identified as major reasons as to why Nepal could not significantly gain 

from the membership. The country has become relatively stable politically, yet the trade deficit 

has enlarged as never before indicating that Nepal needs to reassess its trade policies in the 

backdrop of changing global trade order and Nepal's trade performance.  

 

Objective and Methods 

This study revisits the issues in the multilateral trading system (MTS) with a focus on the 

relevancy of the SDT provisions in the changed context of the global economy. This relevancy is 

evaluated by analyzing the impact of SDT provisions in promoting the export potential of LDCs 

in South Asia including Nepal. The analysis is both descriptive and empirical. Further, the study 

also analyzes the possible implications to Nepal after LDC graduation. While doing so, this study 

reviews the cases of Bangladesh, Bhutan, Lao People's Democratic Republic (Laos), Maldives, 

and Myanmar to understand how LDC graduation may affect their trade. Finally, the study 

recommends future strategies so that Nepal can benefit from SDT measures and LDC graduation, 

and then propose agendas for the upcoming Ministerial Conference (MC-12). 

 

Findings 

This study highlights the following pertinent issues on MTS.  First, the wider coverage of the 

WTO regime that requires the integration of market principles with non-market values (examples 

are environmental and public health concern) has undermined the national priorities of the 

member countries limiting their scope to devise and implement more flexible policies and 

programs. Second, economic nationalism has limited the scope of free trade under the MTS. This 

has incentivized the WTO member countries, whether developed or not, to protect their domestic 

industries and businesses in the larger interest of their own countries. Third, the proliferation of 

regional and unilateral trading agreements has made the multilateral engagements less attractive 

because of the inclusion of the more realistic and legally binding assurances in the former. Hence 

the demand for policy reforms shifted away from the sort of disciplines that the WTO was set up 

to negotiate. Fourth, the green room politics have overshadowed the interest of small member 

countries. Although WTO decision-making rests on a consensus of all the member countries, in 

practice the decision is made by few powerful nations having access to the green room thus 

diluting the interests of many other developing countries. Finally, the dispute settlement system, 

at present, is dysfunctional because of the failure to appoint new members in the appellate body 
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(AB). In the absence of full members in AB, apprehension about the system to lose its 

predictability and impairing the future rule-making efforts in the WTO looms large.  

Concerning the impact of SDT provisions on exports, the study finds that Nepal has not been 

able to utilize the SDT provisions as expected. Although Nepal’s trade policies are highly 

liberalized confirming its consistency with the WTO multilateral trading rules, the utilization of 

the preferential market access is low due to the stringent rules such as Rules of Origin (ROO) 

and the provisions of negative list, limited capacity- both technical and production- to 

participate, negotiate, and compete in the international market. Nepal’s inadequate efforts at the 

industry and policy level to adjust to the foreseen problem in the situation without quota, 

overdependence on the US market and hence inability to diversify its market and product 

weakened the comparative advantage of RMG in the post-ATC period. Besides, poor 

investment-friendly environment including rigid labor law, poor infrastructures, power shortages, 

and weaker export support policies are also the impending factors to realize the targeted benefits 

from SDT. The study also questions the relevancy of the SDT provisions particularly in terms of 

the continued inability of developing countries to reciprocate liberalization of trade policies, 

inappropriate SDT policies, stringent ROO requirements, high non-tariff barriers, and changing 

trade environment.  

In the context of trade implications after graduation, this report finds that Nepal would not face 

severe impacts that could threaten macroeconomic stability or the socio-economic development 

process of the country due to loss of LDC-specific measures after graduation. However, impacts 

on policy flexibility such as the export incentive, subsidy, access to concessional financing, and 

technical support is anticipated. This accordingly calls for policy re-orientation and adopting 

sector-specific mitigating measures in the changed scenario.  

  

Recommendations 

Nepal’s Position on WTO Reform and strategies 

Nepal should lobby for the following in WTO to benefit from the MTS: the implementation and 

monitoring of existing SDT provisions; targeted and concrete technical assistance; SDT 

negotiations in accordance with the Doha ministerial declaration; obligations commensurate with 

the level of development and economic capacity; appointment of AB members in the dispute 

settlement body; wider and inclusive green room participation; gradual elimination of the 

Agreement Measurement of Support (AMS) entitlement of developed country members; 

transparent process in subsidy, ant-dumping and countervailing duty provisions; classify the 

status of the member countries within the developing countries and treat accordingly; advocate 

or initiate forming of a group of countries recently graduated or graduating in a near future to 

promote common interests;  and institutionalize the mechanism and rules on cross border e-

commerce facilitation, electronic signature, electronic authentication, and online consumer 

protection.  

 

Strategies to benefit from SDT provisions 
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It is recommended that reforming of ROO criteria by revising the value content requirement, 

relaxing the procedural complexities of ROO verification, and revisiting the trade and industrial 

policy may help Nepal to improve utilization of SDT provisions. Revision of tariff structure, 

provision of credit, subsidy on interest and exports, and reform in productivity-enhancing labor 

laws also help expand the industrial base. Focusing on high-value products and services, 

improving connectivity by investing in infrastructure, investment in technical education, 

improving quality of governance, digitalizing the custom procedures, and developing of 

economic early warning system also have a long-term impact on export performance.  

 

Strategies to benefit from LDC graduation 

To benefit from LDC graduation, Nepal should identify and invest in the products that can avail 

lower or zero duty even after the graduation, such as, hand-knotted carpet. The government of 

Nepal could provide an incentive to specialize in such products. The 'Yak wool' initiatives, 

organic coffee could be other examples. It is also important to participate in the regional value 

chain for its manufacturing activities, especially in the garment sector. Nepali firms could work 

with Indian or Bangladeshi firms to provide some specific inputs instead of supplying fully 

furnished products. Likewise, Nepal can initiate dialogue with other partners for capacity-

building activities. Examples include dialogue with United Nations Conference on Trade and 

Development (UNCTAD) etc. for possible trade-related capacity measures. Similarly, it should 

also initiate dialogue with other countries that are graduating in the region to form a recently 

graduated country group for the continuation of some preferential measures. It seems better that 

the LDCs should also negotiate for time and space to align their trade policies and to formulate 

negotiating strategies for requirements such as ROO.  

 

Agenda for upcoming Ministerial Conference (MC-12) 

• Reiterate the application/implementation of previous commitments: Nepal along with the 

other LDCs should reiterate the application of important commitments made in the Doha 

Development Round and also follow up on decisions made in earlier MCs. In particular, 

the focus should be on duty-free-quota-free (DFQF) market access in developed and 

developing countries concerning the negotiations made for non-agricultural market access; 

less strict ROO criterion; services market access for LDCs’; slashing non-tariff barriers etc. 

Also, Nepal should push for its e-commerce agenda raised in MC-11 given that Nepal has 

seen a change in the last decade in the use of information and communication technology 

that has created new growth opportunities for businesses such as retailers, mobile 

operators, and payment service provider.   

 

• Push forward the agricultural issues: It is evident that Nepal’s agriculture sector is losing 

its competitiveness continuously, however, these products have higher backward and 

forward linkages. This scenario demands additional domestic supports in the form of 

subsidies, export incentives, finance, and guaranteed fixed price or minimum support price 

(MSP) for these products to ensure that farmers would get a minimum profit and more than 
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that the agriculture sector would get a kind of attraction to be flourished. Also, arranging 

public stock holding which includes purchasing, stockpiling, and distribution of food by 

the government in times of necessity is needed. This will not only make the country 

sustainable in agriculture, in the long run, we would also know what quality of the foods 

are consumed by our people and gradually we can link our agriculture with industry and 

tourism in many respects to contribute to our national output by a much higher rate of 

value-added.   

 

• Issues on e-commerce:  Given the status of digital penetration and quality of digital 

services, Nepal will not be in a position to completely free e-commerce. Particularly, 

Micro, Small, and Medium Enterprises (MSMEs) will not be able to compete with 

countries with deeper internet penetration and quality services that can gain better access 

to international markets, and hence, Nepal should demand some domestic policy space on 

this issue.  

• Issue on the self-declaring development status criteria: Given the growing heterogeneity 

among the members, the practice of self-declaring development status has become 

irrelevant.  Many advanced countries are enjoying disproportionately huge benefits using 

the criteria. This has impeded the genuine developing countries to realize trade benefits 

and also inhibited the WTO’s negotiation culture. In this context, the criterion on self- 

declaring the development status should be re-assed and re-grouping of the developing 

economies is required. 

• Response to COVID-19: It is also important to discuss the current crisis due to COVID-

19, its immediate and long-run impact on trade performance, and its likely effect on the 

possibility of graduation by 2024. It may be the case that Nepal may not be able to fulfill 

the per capita income criterion required for LDC graduation. There is also a possibility 

that Nepal will lose on other criteria in the next few years. This is because the economy is 

likely to weaken in coming years have implications not only on per capita income but 

also on building human assets and reducing economic vulnerability. Hence, the cost of 

non-performance in the post-graduation period is going to be high.  Nepal along with 

other LDCs should also use this opportunity to negotiate for a special support package to 

enhance and in some cases revive their trade potential.  The role of the global trading 

system is going to be more important to protect the interest of the LDCs. This historical 

crisis calls for concerted efforts of all the stakeholders globally and may also need to 

think about changing the rule of the game. 
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Chapter 1: Introduction 
 

1.1 Need of the Study 

Nepal became a member of the World Trade Organization (WTO) in 2004 intending to integrate 

the economy into the global trading system. It was expected that Nepal could improve its access 

to the global market; in particular, the Special and Differential Treatment (SDT) granted to Least 

Developed Countries (LDCs) could be utilized in its favor to leverage benefits from international 

trade. The United Nations Conference on Trade and Development report on “A Trade Marshall 

Plan for LDCs” depicts a very rosy picture of what LDCs could gain by using the provision of 

duty-free and quota-free (DFQF) market access to the developed countries. It was estimated that 

the welfare gains of US$8 billion and an annual increment of US$6.4 billion worth of LDC 

exports would be realized by using the DFQF treatment (Puri, 2011). More than a decade and a 

half have passed since Nepal’s membership to WTO, there is a need to reassess Nepal's 

performance in international trade against its perceived benefits from WTO accession.  In the 

beginning years after the accession, political instability, supply-side constraints, and inability to 

obtain technical assistance were cited as major impediments for the reasons why Nepal could not 

gain much from WTO accession (Pandey, Adhikari, & Waglé, 2014). The country has become 

relatively stable politically, yet the trade deficit has enlarged as never before indicating that 

Nepal needs to reassess its trade policies in the backdrop of changing global trade order and 

Nepal's trade performance.  

There are now growing concerns about the relevance of the rule-based MTS in particular to 

improve the export performance of LDCs. The LDCs joined WTO with the prime expectation to 

increase economic growth by improving its export performance. The SDT, a special provision 

under the MTS, granted to LDCs is considered crucial in this regard.  Among other things, 

preferential access to the market in developed countries where LDCs can enjoy DFQF treatment 

on a range of specified products is important. However, the trade and growth statistics of LDCs 

so far are not encouraging. The share of LDCs’ trade in global trade is relatively constant since 

2008 (less than 1 percent) while their export-to-GDP ratio (25 percent) is significantly lower than 

that of the developing countries (35 percent) since 2011 (UNCTAD, 2018).  On the other hand, 

the trade deficit has widened and economic growth has slowed down in LDCs since 2012, even 

after factoring in the impressive performance by fuel-exporting LDCs (UNCTAD, 2015).  This 

calls for revisiting the emerging issues in MTS, analyze whether the SDT provisions have any 

impact on improving the export potential of LDCs, and identify external and internal constraints 

that may have impeded the utilization of SDT in its true spirit.  

Many LDCs have either graduated or are in the process of graduating to middle-income country 

status. Nepal is scheduled to graduate in 2024. This graduation is expected to have significant 

trade implications for LDCs. This is because they will lose the special treatment after graduation. 

On the other hand, there are specific benefits that the LDCs will gain after graduation.  In this 

context, it might be important to categorically identify the implications of LDC graduation to 

Nepal, how the implication differ vis-à-vis the graduation of other LDCs, and how Nepal can 

prepare towards smooth and sustainable graduation.   
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During the 11th WTO Ministerial Conference (MC-11) at Buenos Aires, Nepal reiterated the 

need to address the existing gaps inherent in the physical, digital, and regulatory regimes to 

promote inclusiveness and reduce the historic inequities among the members.  Accordingly, 

Nepal also declared Mode 4 under the General Agreements on Trade in Services (GATS) as the 

priority sector.1However, the challenge posed by the global trading system which has remained 

largely volatile, and also that Nepal is going to graduate to a middle-income status by 2024 

makes it imperative to revisit the trade preferences and privileges granted to Nepal, evaluate their 

relevance and revise them as required. This study is an initiative to revisit the trade rules with a 

particular focus on SDT and recommend the ways how Nepal’s agenda and position as an LDC 

can be articulated in WTO MC-12.  

1.2 Objective of the Study 

The major objectives of the study are to prepare Nepal’s position on WTO reform and agenda for 

MC-12. The study will have the following other objectives:  

• To identify the emerging issues in MTS.  

• To review the provisions of SDT and its relevancy in the changed context of the global 

economy. 

• To analyze the impact of SDT measures in the Nepali export.  

• To identify the areas of possible reforms to be taken in WTO from the perspective of 

LDC, particularly a country going to graduate soon from LDC. 

• To identify policies and programs to be taken for the proper utilization of facilities as a 

WTO member given changing global trade order and Nepal's graduation from the LDC 

context 

• To identify possible agenda of Nepal for upcoming MC-12 meeting 

1.3 Method of the Study 

This study is mostly based on secondary information. To cross-validate the findings from the 

desk review and explore the opinions of the experts, a Key Informant Interview (KII) is 

conducted. Primarily, this study adopts the following methods: 

i. Desk Review: To find emerging issues and trends in MTS a comprehensive desk review 

is conducted. The position papers and notes forwarded by the member countries 

regarding WTO reforms, provisions of SDT, and emerging debates on their relevancy are 

explored through a desk review.  

ii. Country-Specific Case Studies: About five country-specific cases are conducted. The 

case studies highlight the issues/challenges the countries are going to face and potential 

strategies to mitigate the risk after graduation. The case studies help to make a 

comparative study being focused on trade policy especially on export promotion 

incentives before and after LDC graduation.  

 
1 Mode 4 refers to the movement of natural persons through which services can be supplied internationally. It covers 

natural persons who are either service suppliers or who work for a service supplier and who are present in another 

WTO member county to supply a service.  
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iii. Key Informant Interview (KII): This study conducts 10 KIIs which includes the 5 experts 

each from academia, private sector, government officials, and exporters from Nepal. KIIs 

help to cross-validate the findings from the desk review and also help to explore the 

existing/emerging challenges that the MTS is facing, the relevancy of SDT in the 

changed context of the global economy. The KIIs also help to identify the policies and 

programs for better utilization of the facilities as a WTO member and likely impact on 

Nepalese trade exports after graduation from LDC. 

 

1.4 Limitations of the Study 

This report scopes the possible policy implication in trade after Nepal graduates from LDC. 

However, several questions demand further empirical investigations. Therefore, this report 

should be taken more as scoping paper. This is also plausible given the resources, time and 

finances, allocated for the study. 
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Chapter 2: Emerging issues in MTS with special reference to SDT 

and Nepal's priorities 

2.1 Overview of Multilateral Trading System 

Following the end of World War II in 1945, the General Agreement on Tariffs and Trade 

(GATT) was introduced to promote global trade through non-discrimination and reciprocity 

principles, which still determine international trade relations. The non-discrimination and 

reciprocity initially contributed substantially to the reduction of trade barriers on manufactured 

goods among the core industrialized countries–North America, the European Union, and Japan in 

the initial periods. 

Since the Uruguay Round, two major changes in the MTS have been observed. The first is that 

the wider coverage of trade negotiations and the second is the growing but influential 

participation of the emerging developing countries in trade negotiations. Many developing 

countries have modernized their economies through industrialization and have influenced the 

global economy to a different degree.  Due to such structural changes in the global trade regime, 

reciprocity lost some of its relevance and clarity as a guiding principle. The growing influence of 

the developing countries in the global trade sought a special status in the multilateral trading 

arrangements claiming that the industrial countries should reduce their trade barriers to the 

developing countries in line with the principle of non-discrimination, but without reciprocity by 

the developing countries. The industrialized countries then introduced the Generalized System of 

Preferences (GSP), SDT clause into GATT. 

When the WTO was created in 1995 as the successor to GATT, it continued the move towards 

free trade that was started under GATT. The WTO extended its coverage in new areas such as 

agriculture and trade in services, intellectual property rights. The General Agreement on Trade in 

Services, Trade-Related Intellectual Property (TRIPS) are the more prominent agreements that 

are extended under WTO. 

Also, the WTO includes environmental and labor standards of the products including the labor 

rights and human rights issues under trade negotiations. Such widening coverage under WTO has 

brought various issues in the multilateral trading scene. Over the period, the structure of global 

trade has changed remarkably. The number of players in the multilateral trading regime has 

increased, the dominance in the global trade has not been limited to a few players. The 

developing countries have increasing share and voices in the MTS.  

Given the widening coverage and the changing structure of the global trade under WTO, various 

new issues have emerged. The proliferation of regional trading agreements (RTA), thriving 

bilateral trading arrangements, growing nationalism in trade, new or growing e-commerce, 

environmental and other issues on trade are more promising among them. Further, the stalemate 

of the Doha Round, the lengthy and indecisive decision-making under WTO has given rise to the 

question of the existence of WTO itself.   
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2.2 Emerging Issues in Multilateral Trading System  

2.2.1 The Boundaries to the WTO Regime 

The scope/coverage of WTO has been made too much wider limiting its smooth functioning. It 

covers merchandise trade to service, TRIPS to labor standard and rights, environmental concern 

to government procurement. While trying to integrate the market principles with non-market 

values, WTO is said to lose its priorities that have created unnecessarily high pressure on the 

domestic priorities and preferences of the member countries. Most of the developing countries 

have continuously been showing their dissatisfaction with the WTO’s concern of free trade with 

the issues related to public health, labor, and environmental issues to intellectual property rights.  

Such limitless wider coverage impinges on national priority making the member countries 

comprise in the national interest which has been a prominent issue under the WTO trading 

system in recent days (Gstöhl, 2010). Due to its wider coverage, it has given limited scope for 

the member country to devise and implement more flexible policies and programs.  Given the 

differences in the edge of the competitive strength of each economy, such a comprehensive and 

more or less blanket approach does not fit equally for each member. This has been one of the 

prominent issues of the WTO. 

2.2.2 Economic Nationalism 

In recent days economic nationalism has been a priority and growing among the countries. Along 

with the rise of strong economic nationalism, there is growing skepticism about the future of 

multilateral trade agreements. It is quite natural that people expect their government will take 

measures to protect their well-being. There is a huge political cost for the leaders if they are 

reluctant to protect and promote local industries and business. The rise of Trump in the USA, 

Brexit in the UK, Modi in India, and even in Nepal political leadership is established with the 

advocacy in the issues of strong economic nationalism. Economic nationalism is mostly reflected 

by additional protections/incentives to the domestic industries and business directly or indirectly 

by both developed and developing countries which is often seen as a contravention of fair trade 

and WTO principles.  

The accession of Trump as the US president with ‘America First’ slogan, espoused economic 

nationalism which upholds the principle that the trade is a zero-sum game in which gain in trade 

by one nation must be accompanied by a corresponding loss by another. ‘America First’ policy 

of Trump is a clear revival of the policies of economic nationalism, presents a significant 

challenge to the existing global trading system. President Trump’s platform included pushing 

back against the MTS and the GATT/WTO, renegotiating North Atlantic Free Trade Area 

(NAFTA), withdrawing from the Trans-Pacific Partnership (TPP), and the trade war between the 

USA and China. By advocating an ‘American First’ approach, President Trump is rejecting the 

economic logic of the GATT/WTO and is proclaiming that in the future the US will win at the 

expense of other nations, if necessary. The adoption of an approach that is so fundamentally at 

odds with the underlying logic of the GATT/WTO by the world’s most powerful trading nation 

poses a threat to the entire foundations of the MTS. In addition, the rise of nationalist movements 

in Europe and Brexit cases are also buttressing economic nationalism posing more challenges to 

the MTS under WTO (Sheldon, McGuire, & Chow, 2018).  
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2.2.3 Regional and Unilateral Trade Agreements 

The proliferation of Regional Trading Agreements (RTAs) has been another major issue of the 

multilateral trading regime under WTO. The RTAs have been a part of the trade and from around 

1990, they played a very different role as the number of agreements skyrocketed. By January 

2020, there are almost 700 RTAs out of which more than 300 are active. As all of these involved 

in promoting trade and investment similar to WTO, the rise of regionalism probably made it 

harder to conclude the Uruguay Round. Concluding the Doha Round would probably be easier if, 

when it comes to trade liberalization, the WTO was the ‘only game in town’ (Baldwin, 2016) .  

Many of these new regional trade agreements were ‘deep’ meaning they went beyond tariff-

cutting and included legally binding assurances aimed at making signatories more business-

friendly to trade and investment flows from other signatories (Lawrence, 1996) . The boom in 

the investment treaties and deep provisions under RTAs did not create a direct competitor to the 

WTO but they provide revealed-preference evidence that many WTO members were looking for 

disciplines that went far beyond the shallow disciplines included in WTO talks. In other words, 

the demand for policy reforms shifted away from the sort of disciplines that the WTO was set up 

to negotiate.  

A different challenge came from unilateral tariff-cutting by developing nations. The rise of off-

shoring opened a new pathway to industrialization. The old strategy for international trade, the 

import-substitution path meant building a supply chain at home to demoralize the import or to 

become competitive abroad was largely based on high tariffs. Due to WTO’s trade guidelines, 

the import-substitution was almost replaced by export promotion strategies. The new off-

shoring-led path involved joining an international production network to become competitive, 

and then industrializing by expanding the quantity and range of tasks performed ( Baldwin, 

2012). In this new development model, tariffs hinder rather than help industrialization, so 

developing-nation tariffs started to fall rapidly independently of WTO talks. To maintain 

flexibility, the developed nations did not bind the tariffs in the WTO even when they lowered 

them on a nondiscriminatory basis. Because two-way tariff cutting had been the main fuel for the 

political economy juggernaut of trade liberalization, this unilateralism made multilateral talks 

less attractive to many developed members whose exporters saw their sales to developed nations 

boom even as Doha Round staggered from failure to failure (Baldwin, 2016). 

2.2.4 Green room politics and the WTO’s crisis of representation 

The Green Room refers to the ‘small group’ meeting usually summoned by the Director-General 

of WTO  and designed to agreements on a particular aspect of multilateral trade negotiation 

(MTN) which will be the basis for consensus among the larger members. Since WTO decision-

making rests on consensus among the entire membership, the green room process has come to 

play an important role in the trade negotiations. Like the GATT, the WTO conducts negotiations 

among its members based on consensus. While each member has equal voting rights, in practice 

voting rarely takes place in the WTO. Although it does not define consensus explicitly, it is 

regarded in diplomatic practice as ‘the absence of dissent,’ which presumably represents an 

agreement that is weaker than unanimity (Jones, 2009).    

This model of decision-making is based on the experience that, once the number of active 

participants in a debate reaches 25–30, progress becomes increasingly difficult. The United 
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States of America (USA) and European Union (EU) are always present, and until the Doha round 

joined by their ‘quad’ partners, Japan and Canada. Depending on the issue and the scope of 

national interests involved, the Director-General also invites other developed and developing 

countries. Green room talks are designed to facilitate discussions among the select group that 

will lead to a convergence of views and eventually to drafts on critical negotiating issues that 

would form the basis for consensus among all WTO members. Thus, even though the green 

room meeting is an informal arrangement, the deliberations have a quasi-official character, 

which is designed to present a viable agreement to the general WTO membership for approval.  

Access to the green room for every member is important in allowing a country’s interests to 

influence the negotiations. However, given the limited seats in the green room, only the big or 

powerful nations have access.  Those who have access to the green room can presumably achieve 

a more favorable outcome on the negotiating zone of agreement.  Jawara & Kwa (2004) and 

Sharma (2003) argue the green room as a tool for rich-country bullying and dominance over poor 

countries.    

WTO negotiations initiatives are generally followed by large and powerful countries. In this 

regard, the emergence of new players as China, India, and Brazil, along with some other 

developing countries, with a rapidly increased role in global trade, has weakened the system’s 

ability to generate consensus. To the extent that power-based bargaining determines the process 

of forming a consensus in the WTO, Steinberg (2002)  has described the system as ‘organized 

hypocrisy.’ In the course of the Doha Round of MTN, the green room process has come under 

critical scrutiny for various reasons. Some observers charge that it is undemocratic, and should 

be eliminated. Others question its usefulness as trade negotiations have become more complex 

(Jones, 2009).   

2.2.5 The Appellate Body Crisis and Dispute Settlement System 

For almost two and half decades, WTO has played an instrumental role in mediating disputes on 

international trade through the dispute settlement system. However, at present, the dispute 

settlement system is in a stark crisis with only one member left in the AB due to the US blocking 

of new appointments. This has made the appeals process of the WTO dysfunctional, given that a 

minimum of three AB members is needed to consider an appeal of a panel report. While the 

continued operation of these WTO mechanisms, the main fear is that without the AB, the WTO 

dispute settlement system will lose much of its predictability, and may eventually collapse. This 

in turn has potentially serious consequences for future rule-making efforts in the WTO, as the 

value of negotiated outcomes depends on the ability of signatories to enforce (Fiorini & 

Hoekman, 2019).  

However, the current crisis freezes the dispute resolution mechanism and directly threatens the 

existence of the WTO. This has also raised broader questions regarding the relevance of the 

multilateral system and the spirit of international economic cooperation. Recent domestic and 

international developments have resulted in what many are calling the end of multilateralism. 

The Doha round of trade negotiations has been pending for 14 years; the outcomes of the G20 

and G7 summits have been muted at best, and the US’ disengagement with global politics is 

evinced from its withdrawal from the Paris Agreement and its criticism of the United Nations. 

The tradition of a group of countries coming together to debate, discuss, disagree and finally 

arrive at a robust solution for global problems has been steadily disappearing. Extraordinary 

https://www.weforum.org/agenda/2018/07/is-this-the-end-of-multilateralism/
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focus on protectionism, nationalism, and sovereignty has resulted in poorly planned unilateral 

decisions — a trend that does not bode well for smaller states, middle powers, and emerging 

countries, like India. 

To resolve its trade differences, Washington has initiated negotiations with China and India to 

arrive at bilateral deals. It is hypothesized that this is what may come to replace the WTO, i.e. a 

combination of bilateral deals, power, and unenforceable norms. The US, EU, and China will 

emerge as the biggest power centers, and other nations may have to enter into asymmetric trade 

deals with them, thereby splintering the trading system into three blocks. This will result in a 

highly fragmented and uneven trading regime, which could exponentially increase transaction 

costs in today’s interconnected world. In such a scenario, international law will be undermined 

since trade dispute resolution will be influenced by power asymmetries, leading to uncertainty in 

trade rules and regulations. 

2.3 WTO and Broad Lobbying Groups 

The global trade architecture is not as of 1995 when WTO was formally established. The 

structure of the trade has changed. The players are increasing; the benefit from global trade is 

unevenly distributed. In light of vast changes in development and increasing heterogeneity 

among members of WTO, the voices to reform WTO are equally raised by both developed and 

developing countries including LDCs. Following this backdrop, the USA, European Union, 

Japan including other developed countries have more or less similar say on the issues of WTO 

reform. They believe that the practice of members' self-declaring development status at the WTO 

has severely damaged the organization’s negotiating arm by inhibiting the ability to differentiate 

among self-declared developing members. This practice also allows extremely advanced 

economies to claim the benefits and rights to flexibilities which are designed to protect and 

promote genuinely developing and least developed countries. They have re-iterated time and 

again to re-assess the criteria for SDT and the scope of dispute settlement body (DSB) in the 

changing global trade scenario.  While China, India, South Africa, Brazil, and Venezuela 

including other developing and LDCs are still in a similar position to support existing SDT 

provisions with further easing out to the developing economies. They are recurrently raising the 

voices to unfairness in the rules of agriculture due to the Aggregate Measurement of Support 

(AMS), complexity in connecting global value chains by micro, small, and medium-sized 

enterprises (MSMEs) due to limited access to information and high cost of trade financing and 

problems to meet other standards as per the provisions under WTO. 

2.4 Nepal's Position in WTO and Priorities 

Nepal has been actively engaged in the MTS under the WTO since its accession in 2004 as the 

first LDC member.  Nepal participates in the WTO as an LDC member and has accomplished 

various responsibilities on behalf of LDCs including chair of the LDC group in 2013 and 2014, 

the chair of the Experts' Committee of LDCs under the climate change convention, and currently 

Nepal is working as a focal point on Trade Facilitation within LDCs group. In addition to these, 

Nepal is taking part in various development activities for LDCs, including Aid for Trade (AfT) 

initiatives.  

https://bruegel.org/2019/04/life-after-the-multilateral-trading-system/
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Nepal is a strong believer in and supporter of a rule-based, transparent, and non-discriminatory 

MTS. It is of the view that international support mechanisms like Aid for Trade should leverage 

their efforts with other donor partners to strengthen the technical, regulatory, institutional, and 

infrastructural capacities of LDCs. Nepal is also in the process of implementing the various 

measures from the Trade Facilitation Agreement (TFA ). Nepal has already notified Categories 

A, B, C as per the agreement to the WTO for the implementation of TFA.  Nepal ratified the 

TFA on 24 January 2017 and the protocol amending the TRIPS agreement on 11 March 2016. It 

accords at least MFN treatment to all its trading partners including non-WTO members. As of 

August 2018, it had not been involved in any cases under the WTO dispute settlement 

mechanism (World Trade Organization, 2018). 

Though Nepal is a strong supporter of the WTO, the global economy has witnessed twists and 

turns in MTS. It has been almost two decades since the Doha Development round but there is 

almost no progress on negotiations in the various issues of the round. New issues like e-

commerce have not been timely addressed. The dispute settlement mechanism is paralyzed; 

unilateral agreements inconsistent with WTO rules as well as abuse of the trade remedy 

measures under WTO provision are increasing in numbers. In recent years, there has been a 

growing trend of unilateralism and protectionism which has seriously challenged the existence of 

the WTO.   

All the developed and developing member countries including LDCs are time and again raising 

their voices to reform the existing mechanism of the WTO to make it more functional and 

acceptable by all. Each of them has its stand and position regarding the reforms. Nepal, being an 

LDC member and graduating to developing status in near future, should have its agenda on this.  

Broadly Nepal’s position on the WTO reform should be to protect the core values of MTS, 

promote inclusiveness and safeguard the development interest of the LDCs and developing 

members and the wider participation in the Green Room/decision making and resolve the urgent 

issue of dispute settlement body.  Given this context and the issues discussed in 2.2, Nepal 

should have the following priorities/ position to make necessary reform of the WTO to tackle the 

current crises and respond to the need of the time to safeguard the MTS. 

• To enhance the implementation and monitoring of existing SDT provisions, 

particularly the implementation of DFQF treatment and the preferential treatment to 

services and service Suppliers of the LDCs,  

• To provide more targeted and concrete technical assistance to ensure the integration of 

LDCs and developing countries into the MTS and global value chains, 

• To advance the negotiations on SDT provisions following the Doha Ministerial 

Declaration,  

• To encourage developing members to actively assume obligations commensurate with 

their level of development and economic capability, 
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• To lobbying the appointment process of AB members without delay to fill the 

vacancies  to ensure the effective functioning of the dispute settlement mechanism, 

• To ensure wider participation and common consensus-based negotiations/decision 

making through reform on the Green Room representation, 

• To advocate for the gradual elimination of the Aggregate Measurement of Support 

(AMS) entitlements of developed members to create level playing field agricultural trade, 

• To improve the transparency and due process of subsidy, anti-dumping and 

countervailing duty,  

• To classify the status of the member countries within the developing group and treat 

accordingly because the high-income countries are abusing incentives given for 

developing members, 

• To advocate or initiate to form a group of countries that are graduating in near future or 

recently graduated to extends the transition period and incentives, and 

• To institutionalize the mechanism and rules on cross border e-commerce facilitation, 

electronic signature, electronic authentication, and online consumer protection  
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Chapter 3: Has SDT promoted the export of Nepal? 

3.1 Concept 

Special and Differential Treatment (SDT) is an important feature of the WTO regime where 

developing countries has preferential access to the markets in developed countries under a Most-

Favored-Nation (MFN) Treatment of the General Agreement on Tariffs and Trade (GATT) and 

also that they can seek more time to adhere to the agreements made in the GATT and that too 

with a fewer set of obligations.  Principally, the expectation was to temporarily protect infant 

industries so that they diversify their industrial base and strengthen the scale of economies 

obtained through preferential access to the larger markets. In sum, SDT envisioned increasing 

the share of economic growth of developing countries, and especially LDCs by improving their 

trading prospects.  

SDT is construed as a political right acquired by developing countries where they have 

privileged access to the market in developed countries; have a right to restrict imports to a degree 

greater than developed countries; are allowed additional freedom to subside exports, and have 

flexibility in the application of certain WTO rules or postponement of the application of rules. 

Exercising SDT as a political right alone, however, tends to weaken the bargaining power of 

developing countries. This is because they have a leeway to limit their commitment to the system 

where in essence they are expected to have ‘fewer’ minimum obligations. Consequently, the 

trading experiences of many developing and LDCs concerning these provisions and in particular 

the nonreciprocal preferences such as GSPs have not been exciting.2 To improve the 

effectiveness of SDT provisions, it was therefore recognized that the specific needs of 

developing countries need to be understood and some even argued in favor of the application of 

implicit threshold approach to SDT where some identifying measurable criteria would define the 

access to SDT on a provision specific basis.  

Whatever the provisions and the problems/constraints therein, the ultimate measure of the 

effectiveness of SDT is whether the provision assisted developing countries and the least 

developed countries improve their export performance and ultimately the economic growth. As 

Ornelas (2016) put it, SDT is a necessary but not sufficient condition for sustained growth in the 

exports of developing countries, and that economic growth is not possible without sustainable 

growth in exports.  

3.2. Review of Empirical Evidence 

The key question this chapter intends to answer is whether the SDT provisions cause to increase 

the trade performance, particularly, the export performance in Nepal. An attempt to deduce some 

conclusions is made by reviewing the literature available both at national and international 

levels. Although there is no direct evidence available about the trade effects of SDT, the 

 
2 Studies document that the utilization rates of preference margins are usually lower or declining due to the lack of 

convergence of schemes and greater trade restrictions (Keck & Low, 2004). One such restriction is in the form of 

Rules of origin (ROO) requirements that would limit the preferential access if the value added of the country of 

origin to the export items is below certain threshold/percentage. 
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literature investigating the trade effect of WTO membership will also be useful to establish the 

association between trade and SDT principles. This is because the WTO membership came with 

few strings attached until the Uruguay round which was later changed during the UR; the 

membership then required significant liberalization from entrants. This change would provide 

indirect evidence of the trade effects of SDT which can be inferred by comparing the WTO trade 

effects before and after the change in accession requirements (Ornelas, 2016).  Since Nepal 

became a member of WTO in the post-UR period, the same should be true in its case.   

Rose (2004) is the very first empirical contribution that looks into the effect of membership in 

the GATT/WTO on the trade flows of member countries. Using Ordinary Least Square (OLS) 

gravity model, Rose (2004) finds that the WTO/GATT accession has in essence either no role or 

adverse role in improving trade among its members. The specific results that may be interesting 

are:  

a) If both the countries engaged in bilateral trade are members of WTO/GATT, bilateral 

trade does not increase to a degree very different from the pair of countries that are not 

members. 

b) If one of the two countries is a WTO/GATT member (and the other is not), it does not 

affect bilateral trade.  

c) When two WTO/GATT member non- industrialized countries are only considered, the 

results are similar as in (a) above and similar to (b) above when one of the two countries 

is a WTO/GATT member.  

One problem with Rose (2004) study as pointed out by Subramanian & Wei (2007) is that it does 

not consider the asymmetry between developing and developed countries in particular the 

experience that these ‘set’ of economies have with various rounds of multilateral liberalization. 

Unsurprisingly, Subramanian & Wei (2007) find a positive and significant effect of WTO/GATT 

after factoring in those differences.  However, the impact was uneven supporting the theoretical 

models/prediction of the GATT/WTO which suggests that the impact largely depends upon how 

actively individual countries participate in reciprocal trade negotiations, what countries they 

choose to negotiate, and what products the negotiation covers. This also explains why 

industrialized countries have been able to gain more from bilateral trade than others. Notably, the 

study finds that the trade between industrial and developing countries is lower than the trade 

between industrial countries even though these countries are GATT/WTO members. In 

particular, they show that the imports of industrial countries from developing countries are about 

40 percent lower than the imports from other industrial countries. This suggests that developing 

countries face export constraints and do not in particular benefit from GATT/WTO. One 

argument put forward is the unwillingness of the industrialized countries to cut tariffs on the 

imports from developing countries since the latter do not or are not expected to reciprocate the 

same. However, the study finds that industrial countries’ imports more from developing country 

members than the developing country non-members suggesting some efforts made towards 

liberalization by members than non-members.  

A study by Tang & Wei (2009) further substantiates the findings by Subramanian & Wei (2007) 

in that the developing countries which accessed WTO after the UR under the stricter accession 

rules experienced high growth and investment. This implies that these countries not only 

liberalized trade but also implemented market-oriented reforms. One of the main reasons for this 
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improvement, as they argued is due to the strong commitment on the part of developing countries 

irrespective of whether their governance is weak. Liu & Ornelas (2014) provide additional 

support towards the importance of commitments in trade agreements but argue that the 

agreements based on SDT are less effective to fulfill that role.  

Now, let us analyze the effects of GSP, one of the main provisions under SDT, on trade flows. 

Rose (2004) controls for whether a country is a GSP beneficiary (of a country with which it 

trades) in his gravity model and finds that this has a large, positive, and significant effect on 

bilateral trade. Other studies by Tomz, Goldstein, & Rivers (2007), Chang & Lee (2011), and 

Subramanian & Wei (2007) also exhibit their results on similar lines as Rose's (2004). However, 

when Subramanian & Wei (2007) disaggregate their results by sectors, they find that the effect of 

GSP is unstable. In particular, they find that GSP works better only in sectors that are more 

liberalized; effects are negative for the sectors with little liberalization. Herz & Wagner (2011) 

find that GSP boosts short-run exports while decreases long-run exports from developing 

countries. In another study by Eicher & Henn (2011), they find negative and significant effects. 

In sum, it can be said that the empirical studies so far have not been able to affirm one particular 

direction of the relationship between GSP as well as other nonreciprocal preferences and their 

trade effects. Hence, further research is important to determine the sensitivity of these results. 

Ornelas (2016) suggests that future research should be able to disaggregate their analyses in 

terms of the product coverage, depth of tariff cuts, safeguards, and rules of origin so that 

meaningful evidence can be provided to this end.  

3.3. Assessment of the impact of SDT on the performance of Nepalese Exports 

3.3.1. Comparison of Export performance 

In this sub-section, we provide a snapshot of the export performance of Nepal and also compare 

them with other LDCs in South Asia so that an indicative answer to the question of whether 

Nepal was able to improve its export potential from WTO accession and in particular from SDT 

can be understood. This comparison is worthwhile because we can gauge the export performance 

of comparable South Asian economies with heterogeneous accession status. For example, 

Bangladesh joined WTO early in 1995, Nepal joined about a decade later in 2004, and 

Afghanistan joined only lately in 2016. It may be further interesting to compare these economies 

with Bhutan which has not yet joined WTO.  
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Figure 3-1 Volume of Exports 1994/95-2018/19 (in constant terms) 

 

Source: Ministry of Finance (Various Years) 

Figure 3.1 shows the total volume of exports has been increasing over the years since Fiscal Year 

1994/95. One important explanation for the growth in periods after 1994/95 is the liberalization 

policies that Nepal introduced in 1985-86 being effectual in the years after the restoration of 

multi-party democracy in 1990. This led to the increase in private investment, de-nationalization 

of state-owned enterprises, deregulation, and gradual opening up to international trade(Raut, 

2012; K. Sharma, 2001). Figure 3-2 shows that although the volume of exports has been 

increasing, the growth has been uneven and even negative at times.  

 

Figure 3-2 Annual growth Rate of exports (percentage change) 

 

Source: Ministry of Finance (Various Years) 
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Nepal became a member of the WTO in 2004. Besides, Nepal is also a member of other 

important regional and trans-regional initiatives such as SAARC Preferential Trading 

Arrangement (SAPTA)/SAARC Free Trade Area (SAFTA) and Bay of Bengal Initiative for 

Multi-Sectoral Technical and Economic Cooperation (BIMSTEC). Since Nepal became a 

member to these regional initiatives in 1995 and 2004 respectively, it is not clear whether the 

increase in the volume of exports was induced by the utilization of preferential treatment granted 

by the multilateral (WTO) or the regional trading arrangements (SAPTA and BIMSTEC). This 

also poses a difficulty in empirically testing the effects of WTO-specific SDT provisions on 

export performance since this requires a challenging task of disentangling those effects from 

other similar provisions granted by regional and bilateral trade agreements. But one can get a 

sense from Nepalese export statistics disaggregated by the destination that Nepal may not have 

benefitted much from the SDT provisions of WTO. This is because of the following reasons. 

First, Nepalese exports are largely explained by the exports to India and thereby guided either by 

SAFTA or bilateral trade agreements. Second, Nepal’s other major trade partners such as the US 

and EU, where Nepal is expected to largely benefit from SDT provisions granted to LDCs by 

WTO, the share of exports have either unchanged or have declined due to various reasons 

explained in subsequent sections. In 2015, only 6 percent of Nepalese exports to the US utilized 

preference while it was 92 percent in the EU market.  3 

To get a comprehensive sense of the export performance of any economy, it is also important to 

visualize how well it is doing in terms of imports. 

Figure 3-3: Import to Export Ratio of Nepal (1994/95-2017/18) 

 

 

Source: Ministry of Finance (Various Years) 

 
3 United Nations (2018). Ex-ante impact assessment of likely consequences of graduation of Nepal from the least 

developed country category. Committee for Development Policy 20th Plenary session. 

https://www.un.org/development/desa/dpad/wp-content/uploads/sites/45/CDP-PL-2018-5c.pdf. 
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Figure 3.1 summarizes the export performance of Nepal since the year 1994/95. The volume of 

the imports has always been larger than the volume of exports implying a trade deficit. During a 

decade before WTO accession, the import-export ratio was declining for most of the periods 

suggesting that the growth in exports was higher than the growth in imports. Immediately after 

being a member of WTO, it faced a huge setback in its export performance. The growth in 

exports was much slower than the growth in imports. The volume of imports was higher 

approximately by 2.5 times between 2003/04 and 2005/06, increased by more than 6 times 

between 2009/10 and 2014/15, and by more than 10 times between 2015/16 and 2017/18.  

World trade volume has no matter been growing but the share of trade of LDCs has remained 

persistently lower. For example, the share of merchandize exports of least developed countries in 

2018 was only about 2 percent of the total exports of developing economies and less than 1 

percent of world exports.4 This has led to the increase in trade deficit particularly of non-fuel 

mineral exporter LDCs.  Bangladesh is the only LDC in South Asia that has been doing well 

particularly in merchandize exports of ready-made garments.5This together with the strong 

performance of Bangladesh and Nepal as ICT exporters and Cambodia and Myanmar as tourist 

destinations have improved the export performance of Asian LDCs in the last decade.  

Table 3.1 shows the distinct variation in export performances of South Asian LDCs both across 

WTO member countries and between countries with and without membership. Nepal’s 

performance worsened after WTO accession. While the ratio of exports of goods and services to 

GDP was 22 in 2000, it almost halved in the years 2010 and 2018. Although exports of both 

goods and services declined, exports of goods declined more than the export of services. It is 

noteworthy, however, that the ratio of export of services in the year 2018 has improved and is 

comparable with the year 2000. This is due to its growth in exports of ICT-enabled services 

along with improved performance in travel and tourism and the export of labour services.  

Table 3-1: Export performance of South Asian LDCs 

South Asian 

LDCs 

Year of WTO 

accession 

Ratio of exports of 

goods and commercial 

services to GDP 

Ratio of exports of 

goods to GDP 

Ratio of exports of 

commercial services6 to 

GDP 

2000 2010 2018 2000 2010 2018 2000 2010 2018 

Bangladesh 1995 14 16.8 14.6 14 15.7 13.5 1 0.9 1 

Nepal 2004 22 9.3 10.2 14 5.6 4 7 3.6 6.2 

Afghanistan 2016  16.1 7.2  2.8 4.7  13.4 2.5 

Bhutan No accession 31 41.1 29.7 27 36.4 22.7 5 4.7 7 

Source: World Trade Statistical Review, WTO (Various Years) 

 
4 LDCs' trade share in the global market is declining because of the trade war between the US and China, Brexit, 

collapse of the multilateral trade negotiations under the World Trade Organization, and global economic slowdown. 
5 Afghanistan, Bangladesh, Bhutan and Nepal are the LDCs in South Asia. Amongst LDCs, Angola, Bangladesh and 

Myanmar are among the leading merchandise exporters while Tanzania, Cambodia and Ethiopia are among the 

leading exporters of commercial services. 
6 Commercial service exports are total service exports minus exports of government services not included elsewhere.  
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Export performances were comparable between Nepal and Bangladesh in 2000 while it diverged 

in the years thereafter. Nepal’s ratio of exports to GDP was 9.3 and 10.2 while it was 16.8 and 

14.6 for Bangladesh in the years 2010 and 2018 respectively. Bangladesh’s success in exports 

primarily hinges on its exports of readymade garments which have been able to reap the benefits 

of scale economies owing to larger garment firms-especially compared to those in India. In the 

service sector, however, Nepal’s performance has been invariably larger. This comparison 

between Nepal and Afghanistan may not be symmetric in terms of the latter’s experience in the 

world trade regime as well as its political situation. It is noteworthy that Afghanistan opened to 

world trade only after the collapse of the Taliban Government in 2001 and then went on to 

become a WTO member in 2016. Moreover, the country has been persistently marred with 

severe drought and has remained highly politically unstable usually with high-security risks for 

the last few decades.  Bhutan is the only LDC in South Asia that decided not to join WTO for 

now. Nepal’s export performance is very weak in merchandise exports when compared to 

Bhutan. Bhutan has been performing very well which is comparable with the export performance 

of other larger economies. This is due to its high export potential primarily of hydroelectricity, 

railway products, cardamom, gypsum, timber, craft goods, cement, fruit, and precious stones.  

3.3.2. Diversification of Products and Destinations 

Nepal has been able to diversify its destination countries and product to a limited extent in the 

last two decades. But the problem is that it has not been able to increase the volume of exports to 

these newly identified destinations and also the value-addition of the product being diversified 

remains low. This has thus squeezed the gain from these diversifications.  

India is still the largest trade partner of Nepal followed by the European Union (EU), United 

States (US), and others. Table 3.2 shows that India alone accounts for more than 50 percent of 

Nepal’s exports while the share of EU and US is less than 15 percent each in recent periods.  

Table 3-2: Direction of merchandise exports in 2003, 2011 and 2017 (%) 

Countries/Regions 2003 2011 2017 

India 52.4 67.7 56.7 

Other Asian Countries 3.3 8.1 5.7 

European Union 9.6 12 13.3 

United States 29.1 7.7 11.2 

China 3.4 - 3 

Turkey - - 6.4 

Other countries 2.2 4.4 3.8 

Total value of Exports US$652.7 million US$907.6 million US$740.7 million 

Source: United Nations Statistics Division, Comtrade database (See: https://comtrade.un.org/) 

From Table 3.1, we can deduce three important observations. One, Nepal’s total exports have not 

been able to increase significantly between 2003 and 2017. If the export statistics is compared 

between 2011 and 2017, export performance has actually worsened. Two, while exports with EU 

have increased marginally during the periods under consideration, exports to US have decreased 

https://comtrade.un.org/
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significantly. Three, there are no significant exports with countries/regions other than India, the 

US, and the EU. We now further elaborate on these three observations in succeeding paragraphs.  

 

 

Figure 3-3: Composition of merchandise exports in 2003, 2011 and 2017 (%) 

   

Source: United Nations Statistics Division, Comtrade database (See: https://comtrade.un.org/) 

The first observation about its deteriorating export performance suggests that Nepal’s 

merchandise industrial/export base is narrow. Figure 3.3 suggests that Nepal has not been able to 

expand its export base of manufacturing goods. Between 2003 and 2011, the share of 

manufacturing goods in total exports was 74 percent while it decreased to 68 percent in 2017. 

Although the share of agricultural goods has increased, this has not much role to play to improve 

export performance due to its low-value addition. Table 3.3 makes item-wise decomposition of 

exports from Nepal.  

Table 3-3: Item-wise composition of merchandise exports in 2003, 2011 and 2017 (%) 

Sector Export items 2003 2011 2017 

Agriculture  Food 20.6 18.6 26.1 

Other 

agricultural 

items 

1.1 3.2 3.8 

Mining Mining 4.3 4.3 1.8 

Manufactures  Iron and Steel 5.0 15.5 6.6 

Chemicals 6.8 5.5 6.1 

Other semi-

manufacturing 

items 

5.6 4.1 4.5 

21.70
%

4.30%

74.00
%

2003

Agriculture Mining

Manufacturing

21.90
%

4.30%

73.80
%

2011

Agriculture Mining

Manufacturing

29.90
%

1.80
%

68.30
%

2017

Agriculture

Mining

Manufacturing

https://comtrade.un.org/
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Machinery and 

Transport 

 1.0 1.1 

Textiles 16.4 32.1 33.7 

Clothing 34.6 10.6 11.0 

Other consumer 

goods 

5.7 5.0 5.3 

Total value of 

Exports 

 US$652.7 

million 

US$907.6 

million 

US$740.7 

million 

Source: United Nations Statistics Division, Comtrade database (See: https://comtrade.un.org/) 

Table 3.3 shows that in 2003, clothing used to be a major export item while its share in total 

exports falls drastically over the years. Once a booming export industry in Nepal, the 

clothing/garment industry is now struggling to survive after phasing out of Multi-Fiber 

Arrangement (MFA) in 2004 and implementation of the Agreement on Textile and Clothing 

(ATC).7Besides, increasing labour cost, raw material, and cost of transportation have further 

added to the woes by making it less competitive in the global market. Textile has replaced 

clothing to become the largest export item in 2011 and 2017. However, in terms of export 

diversification, Nepal’s performance is weak. As compared to the items exported in 2003, Nepal 

additionally exported some machinery and transport items in 2011 and 2017 whose share is 

about 1 percent in the total value of exports.  

The second observation about the declining share of exports to the US is very much due to the 

abolition of MFA granted by the US. Nepal used to enjoy a quota on its RMG to the US before 

MFA which increased its exports to the US. As mentioned earlier, Nepal’s RMG exports 

suffered due to their high cost while RMG exports from neighboring countries like China, India, 

and Bangladesh are still thriving due to their cheaper labor cost. 8 

The third observation is non-significant exports with countries and regions other than India, the 

US, and European Union. While the value of exports to “other countries” has increased 

marginally over time suggesting some diversification in destination countries, this has remained 

 
7 Multi-Fiber Arrangement exempted textile and clothing from GATT disciplines so that the developed countries 

could impose quota on imports of textiles and garment on bilateral basis. Although agreement on Textile and 

Clothing allow unrestricted access to global trade, Nepal lost its competitiveness due to its high cost, less conducive 

labour regulations and poor marketing networks (World Bank & Federation of Nepalese Chambers of Commerce 

and Industry, 2003).  
8 US has again opened its market for 66 products to enjoy preferential trade benefits until 2025 under its Nepal 

Trade Preference Programme considering Nepal’s weakening economy particularly after the 2015 earthquake. US 

has allowed duty free tariff benefits to certain types of carpets, bags, headgear, shawls, scarves, leather and travel 

goods. However, the capacity to meet the requirements of the US market has actually worsened.  More than 85 

percent of the garment factories are now closed not only due to the abolition of MFA (or phasing out of quota), but 

also due to poor industrial environment, power shortage, labour issues, conflict and high borrowing cost. Moreover, 

Nepal needs to fulfill the ROO criterion which requires the value addition of at least 35 percent to enjoy this facility. 

In addition, the Nepali garments are more expensive due to high labour and transportation cost. These problems 

creates doubt that Nepal can fully utilize this facility by the deadline of 2025. In order to revive this sector, it is 

important that the Government create conducive environment by providing immediate export incentives, creating 

friendly labour regulations, subsidizing on bank loans and uninterrupted power supplies.  

 

https://comtrade.un.org/
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at less than 5 percent of the total value of exports.  This means that Nepal could not take 

advantage by increasing the value of exports to the newly identified destination countries.   

3.4. Are then SDT provisions still relevant? 

As mentioned earlier, the rationale for SDT provisions is that the developing countries can 

develop and diversify the industrial base of their infant industries by providing temporary 

protection and preferential access to larger markets. SDT provisions allow developing countries 

to adopt fewer commitments in multilateral trade negotiations and enjoy non-reciprocal 

preferences such as GSP which allows them to preferential market access in developed countries 

(Box 3.1). In this sub-section, we analyze whether these provisions are still relevant for 

developing countries to help them attain higher and sustained economic growth.  

Box 3.1: Provisions of SDT 

 

 

 

 

Source: WTO webpage (See: 

https://www.wto.org/english/tratop_e/devel_e/dev_special_differential_provisions_e.htm) 

Limited ability of developing countries to reciprocate liberalization of trade policies  

SDT has induced variation in trade policy across various WTO member countries as against the 

principles of harmonizing trade policies. For example, there is a wide heterogeneity both in 

bound tariffs and applied tariffs across WTO members. Usually, they are higher in developing 

countries than in developed countries (See Figure 3-4). Likewise, developing countries face 

higher duties in the world market particularly in the sectors of their comparative advantage such 

as agriculture and clothing than many other sectors (See Figure 3-5).  

Figure 3-4: Average Bound and Actual Tariffs by WTO members (2013)

 

Source: WTO, Trade and Tariffs 2014 

(https://www.wto.org/english/thewto_e/20y_e/wto_20_brochure_e.pdf)   

1. Longer time period for implementing Agreements and commitments; 

2. Measures to increase trading opportunities for developing countries; 

3. Provisions requiring all WTO members to safeguard the trade 

interests of developing countries; 

4. Support to help developing countries build the capacity to carry out 

WTO work, handle disputes and implement technical standards; and 

5. Provisions related to least-developed country. 

 

https://www.wto.org/english/tratop_e/devel_e/dev_special_differential_provisions_e.htm
https://www.wto.org/english/thewto_e/20y_e/wto_20_brochure_e.pdf
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Harmonization of trade policies requires that developing countries further liberalize their trade 

policies by strictly following the rules of accession as required during the UR of multilateral 

negotiations. However, developing countries were not able to reciprocate by liberalizing their 

trade policies while developed countries were able to provide tariff concessions to all member 

countries and could also negotiate for market access. This has limited the expansion of exports of 

developing countries. The increased tariff has the effect of raising domestic prices that reduces 

the profitability of export supply and hence lowers export volume (Edwards & Lawrence, 2008; 

Mostashari, 2011; Tokarick, 2007). There is also historical consensus among countries that 

import tariffs and quotas lowers the demand for foreign exchange which leads to the appreciation 

of the currency and hence a severe tax on exports of both traditional and emerging industrial 

goods. This has also an effect of deteriorating export competitiveness in goods where duties have 

been applied on imported intermediate goods (Dornbusch, 1992). Hence, the inability of 

developing countries to liberalize their trade policies has rendered SDT provision ineffective.   

Figure 3-5: Applied and bound tariffs for selected WTO members, 2018 

 

Source: World Tariff Profiles 2018 (https://unctad.org/en/PublicationsLibrary/wto2018_en.pdf) 

 

SDT policies biased against developing countries 

It seems that SDT provisions are largely defined by the developed countries and hence they 

become unpredictable at the helm of these and other donor countries. This discourages investors 

to make long-term investments in the manufacturing sector in developing countries. This is also 

one of the reasons why the private sector in LDCs including Nepal are involved more in trading 

than manufacturing enterprises. There is also a general understanding at least by now that the 

developed countries have allowed limited access to their markets in the sectors from which 

developing countries have a comparative advantage or can benefit from. The DFQF market 

access in developed countries often excludes agricultural goods, textiles, or footwear where 

LDCs are relatively competitive. It is also ironic that the developing countries would lose 
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preferential access from ‘graduation’ i.e. if they export beyond a certain threshold. Hence, the 

design of several features under GSP has weaknesses that restrain the prospects of developing 

countries to attain high and sustained economic growth through the promotion of exports.  

Empirical Evidence suggests moving away from SDT disciplines 

From the literature review section 3.2 above, there is a clear and common message for 

developing countries to move away from SDT principles. This is despite that most of these 

studies are posed with some empirical challenges in disentangling the effects of SDT from other 

contemporaneous policies. Nepal also implemented several other contemporaneous export-

oriented reforms and faced major political change and natural disaster after its accession to 

WTO. Besides, other various factors such as institutional capacity, trade-related infrastructure, 

and the competitiveness of the private sector have also played an important role in determining 

export performance. Although these issues may not completely allow us to generalize the 

findings of these empirical studies in the context of Nepal, studies available in Nepal so far also 

broadly suggest that SDT provisions have played a less effective role in promoting exports.  

SDT provisions in the changing global environment 

There are several emerging trade issues: first, there is now a change in the composition and 

destination of exports which requires a new environment for negotiation. For example, there are 

now several emerging economies that have replaced or are in the process of replacing traditional 

export destinations from LDCs. Two, the emergence of FTAs, regional agreements, etc. have 

downplayed the interest of LDCs and the erosion of their preferences. Third, some of the major 

trade powers are losing interest in the WTO regime due to their changing political mood away 

from globalization. Fourth, many LDCs are now in the process of graduation. This also implies 

the relevancy of SDT provisions. For example, many SDT provisions will be no longer 

applicable or will have limited applicability. In the chapter that follows, we will further elaborate 

on the possible implications that graduation will have on LDCs. 

3.5. An empirical analysis of the effect of WTO provisions on export performance 

The descriptive analysis indicates that Nepal’s entrance into the WTO as a member of this 

organization has not contributed to boosting the export performance. We perform an indicative 

test to confirm the same by utilizing a standard econometric model where we utilize the standard 

procedures to conduct time series analysis. The relevant results are presented in Table A1 and 

Table A2 in the appendix.  

We use time-series data for the period covering 1980 to 2018 depending upon the availability of 

the variables included in the econometric model.  We use the data from the World Bank database 

and exploit the following econometric model.  

𝐿𝐸𝑋𝑃𝑂𝑅𝑇𝑡 = 𝛼 + 𝛽1𝑊𝑇𝑂𝑡 + 𝛽2𝐿𝐺𝐶𝐹𝑡 + 𝛽3𝐸𝐷𝑈𝑡 + 𝛽4𝐿𝑊𝐴𝑃𝑂𝑃𝑡 + 𝛽5𝐿𝐹𝐷𝐼𝑡
+ 𝛽6𝐿𝐺𝐷𝑃𝑃𝐶𝑡 + 𝜖𝑡 …………… . (1) 

Where, our dependent variable is the total amount of exports in the natural log form 

(LEXPORT), the independent variables are dummy for the year of WTO accession to represent 
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the utilization of WTO provisions (𝑊𝑇𝑂𝑡); log of gross capital formation  to represent the 

overall capital’s role on export performance (𝐿𝐺𝐶𝐹𝑡), education proxy is the gross secondary 

enrolment in the country (𝐸𝐷𝑈𝑡), the working-age population in the natural log form to 

represent the stock of labour force (𝐿𝑊𝐴𝑃𝑂𝑃𝑡), net foreign assets/investment in the natural log 

form to represent the capital as well policy reform context (𝐿𝐹𝐷𝐼𝑡), and per capita gross 

domestic product in the natural log to represent the infrastructure development (𝐿𝐺𝐷𝑃𝑃𝐶𝑡). 
Also in the equation (1), 𝛼 is a constant term, 𝛽1… . . 𝛽6 are the coefficients of the variables of 

the model, 𝜖 is the error term, t refers to the period from the year 1980 to 2018. Based on the 

literature, we expect 𝛽1… . . 𝛽6 to be positive.  

At first, we test the structural break in the model as our data cover a reasonably long period. The 

results for the structural break are presented in Table A1 in the appendix and the results show 

that the model does not pass through the structural break. Then, we run a test to check whether 

the variables considered in equation (1) are stationary.  The results for the same are presented in 

Table A2, from which we find 𝐿𝑊𝐴𝑃𝑂𝑃𝑡  as I (1) and the rest of the variables as I (0). This 

suggests that the Autoregressive Distributed Lag (ARDL) approach of cointegration is the 

appropriate model. Table A3 in the appendix presents the results for bivariate regression, i.e., 

LEXPORT is regressed only with WTO dummy. The results are not statistically significant, 

however, have a positive sign. Then, we further want to make a comprehensive analysis 

augmenting the model including the variables as in the model. The results for ARDL 

cointegration are presented in Table A4 (long-run coefficients) and Table A5 (ECM-short run 

coefficients) in the appendix. In sum, we find a negative impact of WTO entrance on the export 

performance of Nepal as shown in column (1) of Table A4. This result is consistent with the 

descriptive results we find in previous sub-sections of this chapter.  The results from all the 

columns of the same tables suggest that on average, being a WTO member, Nepal’s export 

performance has declined by about a half percentage holding other variables in the model 

constant. We replace the WTO variable with MFA and the results are presented in column (2) of 

the same table. These results suggest that Nepal’s export performance was boosted by about a 

half percent annually because of MFA provision. At present, Nepal’s exports are generally 

determined by the number of the working-age population, education, and foreign direct 

investment. 

The ECM results in Table A5 in the appendix suggest that gross capital formation may have a 

positive impact on export performance in the short run. The economy adjusted at a faster pace if 

any disequilibrium in the economy occurs which is shown by the negative sign of   ECM (-1) 

which is also statistically significant.  

The high value of R-square shows that the overall goodness of fit of the model is high. The 

diagnostic test results show that the model passes the tests for serial correlation, functional form, 

normality, and heteroscedasticity. Further, the stability test results (CUSUM and CUSUMSQ) 

plotted against the critical bounds of a 5 percent level of significance are within the range, 

indicating that the model is structurally stable (Figures A1 and Figure A2 in the Appendix, only 

selected are presented here). 
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3.6. Reasons for low utilization of SDT provisions 

Several reasons constrain the ability of Nepal to utilize SDT Provisions. A few of them are 

discussed below:  

Stringent requirements for preferential access 

Preferential market access is one of the important SDT provisions that assist developing 

countries to integrate meaningfully into the global trading system. However, the cost of fulfilling 

the requirements for access such as ROO does not allow developing countries to realize full 

benefits from availing such access. 

Non-tariff barriers pose a bigger problem 

There are now bigger issues for LDCs than tariff protection posed by developed and emerging 

countries such as by providing domestic support (e.g., agricultural and export subsidies), 

requirements relating to standards, and application of antidumping and countervailing duties. 

This means non-tariff barriers imposed by developed and emerging countries are now a rising 

issue in the MTS.  

The increasing cost of the trade 

Nepal’s landlockedness has created a significant barrier to trade. Likewise, both the quality and 

quantity of infrastructure required for improving trade capacity are problematic. For example, 

while the existing industrial estates are facing an existential crisis, the building of special 

economic zones (SEZ) in provinces has experienced delays due to obvious reasons.  Moreover, 

the one set up in Bhairahawa is facing problems to attract investors. These along with the 

increase in the cost of inputs and shortage of human resources to work in industries have 

significantly added to the cost of doing business. Nepal is considered the costly place to start a 

business in terms of procedure, time, and cost when compared with South Asia as well as in 

OECD high-income countries (World Bank, 2020) 

Less integration to value chains 

Many developing countries including Nepal have been able to participate in the regional and 

global value chains only to a limited extent. It is important to participate in the value chain as it 

helps improve productivity, income, employment, attract investment, economic diversification, 

and knowledge creation among others. Arenas (2016)suggests that Nepal can improve its export 

performance by integrating into regional and global value chains. The quality of most of the 

agricultural products prioritized by the National Trade integration Strategy (NTIS, 2015) is 

average. By trading in intermediary products, Nepal can realize higher quality and quantity of 

exports, and diversification of destination. To create an enabling environment, Nepal has to relax 

restrictive policies on FDI, reduce tariffs on key raw materials and intermediate products, 

develop linkages for Nepalese firms into value chains in northern Indian states bordering Nepal, 

strengthening national infrastructure and services, reposition export products on high-quality 

volume segments. Basnett & Pandey (2014) assert ineffective industrial policy, high cost of 

transport and energy, inadequate provision of public goods, low level of investment, and 
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coordination failure as domestic constraints while poor regional integration, high non-tariff 

barriers, and inefficient transit trade as external constrain to participate in the value chain.  

Limited capacity  

Capacity constraints-both technical and production to participate negotiate and compete are also 

major constraints to SDT utilization in Nepal.  Export performance depends on the strength of 

both the supply and demand-side factors. The SDT provisions have a limited focus on the supply 

side factors that have the potential to strengthen the export from developing countries (Paudel, 

2014b). The country-specific considerations have to be made in this regard. For example, easy 

technology transfer, facilitation to establish multinational companies, investment in indigenous 

technologies, compulsory investment quota, etc. may be pushed forward in this regard.  

Similarly, countries like Nepal with certain types of geographic barriers should ask for specific 

SDT provision to this The geographic barriers, such as landlockedness in the case of Nepal and 

similar countries, lower the export performance as it creates an additional barrier to trade making 

export uncompetitive and imports expenses (Carrere & Grigoriou, 2008; Paudel, 2014a). 

Therefore, landlocked LDCs like Nepal should initiate special quota or subsidies on the 

manufacturing sector’s energies, transportation privilege, credit incentives, or similar other 

issues to improve the doing business environment. 

 

Chapter 4: LDC Graduation and Possible Implications to Nepal 

4.1 LDC Graduation and Possible Implications 

4.1.1 General Implications 

Given the number of countries that are in the process of graduating or have already graduated 

from LDC status in recent years, the interest in examining implications for the macroeconomic 

environment of a country including trade is increasing. Between, 2000-2020, a total of 17 

countries have graduated or are in the process of graduation (scheduled to graduate by 2024) 

from their LDC status (Table 4.1). Since a large number of countries are graduating once, there 

is growing concerns from both graduating countries and the rest of the world, especially donors 

and 'the north where LDC's major export market is concentrated,' for possible macroeconomic 

implications and appropriate policies to mitigate the adverse effects, if any, from such 

graduation. Elliot (2019)  notes that the implications to LDC will come primarily from the loss of 

preferential markets especially from the EU and UK.  

Countries with their LDC status have been benefiting from several groups as well as the 

country's special support measures. These can be broadly classified as (i) technical cooperation 

to improve countries’ capacity to widen their development efforts; (ii) financial assistance at 

appropriate terms (long term, grace period, and concessional rates of interest); and (iii) 

international trade measures and regional cooperation to allow for the expansion of production 

base in the countries given their limited domestic markets (SAWTEE, 2015). 
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Table 4-1: LDC graduation Status  

Graduated Recommended for 

Graduation 

Eligible for Graduation 

Graduated 

Botswana (1994) 

Cape Verde (2007) 

Maldives (2011) 

Samoa (2014) 

Equatorial Guinea (2017) 

Graduating 

Vanutau (2020) 

Angola (2021) 

Bhutan (2023) 

Sao Tame and Principe 

(2024) 

Solomon Islands (2024) 

Eligible but Graduation 

Deferred 

Nepal 

Timor-Leste 

Kiribati 

Tuvalu 

Meet Criteria for first time in 

2018 

Bangladesh 

Laos 

Myanmar 

Source: LDC Portal, United Nations, 2020 

Several possible implications have been identified from the graduation status. According to UN 

(2020), a country may be affected by four possible channels though the country-specific 

implications may vary depending, especially on, the nature and composition of trade, 

commitments made during the WTO accession, development financing, and increased 

contributions to the UN systems. Accordingly, country-specific policy measures are needed to 

address the changed context. 

The first channel that would affect a particular country from graduation will be on preferential 

market access. The main market offers a set of LDC-specific measures like DFQF market access 

to the goods exported from LDCs. The country, after graduation, may not avail such facilities 

and they may face an imposition of tariffs for the goods exported. Second, there have been 

supports to LDCs, both for LDC group as well as country-specific measures, during the 

accession to WTO. Third, many LDCs have access to concessional financing in varieties of 

sections including that of aid for trade. LDCs have been enjoying both grant assistance as well as 

access to concessional loans from several donor countries/agencies. The countries, after 

graduation, will have to borrow the fund at prevailing market rates in many stances. This will 

have implications for their socio-economic development of the nations. Fourth, the LDCs 

benefits from discounts and contributions to the budgets of the UN. While budgetary 

contributions mainly depend upon the income status of the particular countries, a country may 

see increased contribution if they passed a particular threshold of income.  

It is however important to point out that how far LDCs have been able to benefit from the 

provisions made for them before assessing the possible implications to these economies. In an 

event, if they have not been able to reap the benefits from such provisions, there is less likely that 

countries would bear a greater loss from the gradation. On the contrary, if they have been 

enjoying the benefits, there would be greater loss from graduation and accordingly need an 

adjustment of large quantum both in their policies and in mitigating the possible implications to 

their economy. With a fact that different countries have different socio-economic and 

macroeconomic composition, the potential impacts would be country-specific and so is the 

necessity of country-specific measures to mitigate the impacts.  
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4.1.2 Implication to Trade 

Among the various possible implications, the effect on trade seems important in both magnitude 

of effect and extent of policy measures to be adjusted from graduating countries. The countries 

need to revisit their trade policies especially to address the effect arising out of imposition of 

duties and quotas which otherwise they are enjoying from the LDC status.  

The immediate benefit that a LDC could avail from their LDC status is the ‘SDT' status in their 

trade. The SDT provisions can be classified broadly into five main categories: (i) increased 

market access; (ii) safeguarding the interests of LDCs; (iii) increased flexibility within the rules 

and disciplines governing trade measures; (iv) longer transitional periods; and (v) technical 

assistance (UN, 2020).  

Needless to mention that, except for few selected countries, LDCs, in general, have not been able 

to get benefits from such provisions (Page & Kleen, 2004; UNCTAD, 2016). There are two 

major problems to these accounts. First, while the broader framework has been in favor of LDCs, 

some specific stringent rules restrict them from enjoying the greater benefits. The provisions of 

negative lists, rules of origins provisions have restricted to LDCs from accessing the markets. 

Second, their capacities to participate and compete in the international market have been limited. 

They often do not have capacities- both technical and production –that enable them to benefit 

from greater market access. The supply-side constraints, production mode, less integration to 

value chains have often resulted in limited integration to the world market. Table 4.2 describes 

possible benefits and adverse effects in international trade due to graduation from their LDC 

criterion.  

Table 4-2: Possible benefits and effects from LDC graduation in trade 

Benefits Costs 

Improved Country Image Loss of Preferential markets 

Higher Credit Rating and increased flow of FDI WTO provisions (binding 

constraints to cut tariffs and reduce 

subsidies ) 

Socio-Psychological Impacts Adherence to intellectual property 

rights 

 Access to Aid for Trade and 

Concessional Financing 

Source: Various Documents of UN 

4.2 Country-Specific Cases 

As discussed in section 4.1, several countries are underway from LDC graduation. Table 4.3 

reports some of the economic indicators of the selected countries which are scheduled to 

graduate between 2021 and 2024. The Maldives, which graduated in 2011, is also taken as a case 

study to see how graduation has impacted its trade. Table 4.1 shows that the economic indicators 

greatly vary across the selected countries. For example, Bhutan has the highest per capita income 

among LDCs in the South Asian region and has the highest export G/S as a percentage of GDP. 

Bangladesh has a moderate level of GNI per capita income as well as moderate export of G/S as 
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a percentage of GDP. On the contrary, Nepal has the lowest per capita GNI and lower export –

GDP ratio. The comparative figures, in general, show that Nepal has performed poor in income 

dimension as well as increasing the export in the past.  

Table 4-3: Macroeconomic Indicators of the selected countries 

Country Size of GDP 

(in USD 

Billion) 

Population GNI Per 

Capita 

 (USD) 

Export 

G/S 

 (% of 

GDP) 

ODA  

(% of 

GNI) 

FDI  

(% of 

GDP) 

Bangladesh 274.02 161356039 1750 14.8 1.1 1.1 

Bhutan 2.44 754394 2950 30.8 4.5 0.1 

Lao PDR 17.95 7061507 2450 33.2 3.3 7.4 

Myanmar 71.21 53708395 1310 20.0 2.4 1.8 

Nepal 29.04 28087871 970 8.9 5.0 0.2 

Maldives  5.32 515696 9280 69.1  10.10 

Source: World Bank, 2020 

Due to the varying economic conditions, the country differs in meeting the criterion for 

graduation from the LDC status (Table 4.4). Bangladesh and Myanmar have performed well in 

all criteria for graduation.  These are only the countries to meet all three criteria for LDC 

graduation in the CPD triennial review of 2018. All other countries who are eligible for 

graduation have met GNI per capita along with either HAI or EVI criteria. On the contrary, 

Nepal is only the country that has meet HAI and EVI criteria but has not met the GNI criterion. 

With the fact that the country's economic indicators vary and so for the eligibility criterion, the 

impact will be felt unevenly across the countries. The consensus is that countries that have been 

able to benefit from LDC-specific measures will have a higher impact than those who performed 

poorly in taking benefits from such provisions. The impact will also depend on the structure of 

their economy, the extent of export performance, dependence on external financing among 

others. The following sub-sections documents the case of selected countries and list the possible 

mitigating strategies they are likely to follow after their graduation.  

Table 4-4: Status during 2018 triennial review of CPD 

Country HAI Index 

(>66.0) 

EVI 

(<32.0) 

GNI 

(>1229 USD) 

Bangladesh 73.2 25.2 1274 

Bhutan 72.9 36.3 2401 

Lao PDR 72.8 33.7 1996 

Myanmar 68.5 31.7 1255 

Nepal 71.2 28.4 745 

Maldives 

Graduated* (2011) 

91.6 50.6 9200 

Threshold 66.0 or more 32.0 or less 1230 or more 

Source: LDC Portal, UN 
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Bangladesh 

Bangladesh met all of the three criteria in Committee for Development Policy (CDP) triennial 

review of CDP for the first time in 2018. Given the progress of Bangladesh especially on HAI 

and GNI per capita over the years, it is highly likely that the country will meet the criterion for 

graduation in the second subsequent review in 2021. The CDP then recommends the country for 

graduation and the country is expected to officially graduate from LDC in 2024. The 

Government of Bangladesh has accepted the LDC graduation by 2024 and is set to prepare 

transition strategies to mitigate the adverse effects on the economy after graduation 

(https://www.ldcgraduation-bd.com/). 

Bangladesh is one among few countries which have immensely benefited from the trade-related 

provisions made for the LDCs (Rahman, 2014). The country has benefited from preferential 

tariffs and rules of origin especially in accessing European Union (EU) (EU, 2018a, 2018b). 

Exports of the countries are primarily concentrated in European countries (59 %), the United 

States (17 %), and other countries mainly Canada (3 %), Japan (3 %), China (3 %), and Australia 

(2 %). Bangladesh will consequently lose the DFQF access and simplified rules of origin notably 

to the EU, USA, Japan, Canada, and Australia. 

Bangladesh's current trade with the EU is governed by everything but Arms (EBA) provisions. 

Bangladesh will be entitled to a transition period of three years from graduation (2024) 

indicating that Bangladesh will enjoy EBA benefits up to 2027. After that, the country's trade 

with the EU will be governed based on the General System of Preferences (GSP). Under current 

provisions of GSP, Bangladesh export will face tariff rates between 6.4 % and 9.6 % with most 

of its export items facing a tariff rate of 9.6 % (EU, 2018).  Bangladesh would further have to 

ensure the 50 percent value addition rule as opposed to the current 30 percent for LDCs. Since 

Bangladesh depends on the import of raw materials for its exports, the sectors like Garments 

have to go through a massive transformation to comply with the 50 % value addition rule. The 

impacts on the US market are expected to be minimal. Bangladesh currently has been trading 

with the US under standard GSP as the country was suspended from the provision of LDC-

specific GSP in 2013 once it failed to meet the US criterion for Worker's Rights and Safety. The 

major items of export from Bangladesh to the US namely clothing, footwear, and leather does 

not fall under the LDC specific GSP. The trade with Canada, Japan, and Australia is no different 

than in the USA.  

Because of relatively large impacts from graduation, Bangladesh is recommended to take several 

initiatives such as upgrading technology and increasing competitiveness, product diversification, 

harnessing the changing structure of global trade (such as service sectors and value chain), 

greater engagement with regional partners, and initiatives, among others9.  

Bhutan 

Bhutan met two of three criterions namely GNI per capita and Human Assets Index (HAI) for the 

first time in 2015. The country continued to remain eligible in the second review of CPD in 2018 

 
9 Rahman, M., and Bari, E., 2018. Pathways to Bangladesh’s sustainable LDC graduation: Prospects, challenges and 

strategies. In: D. Bhattacharya, ed. Bangladesh’s Graduation from the Least Developed Countries Group: Pitfalls 

and Promises. London: Routledge. (Forthcoming) 

https://www.ldcgraduation-bd.com/
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which recommended the country to graduate from LDC status in 2021. The government of 

Bhutan, however, requested the UN to differ its graduation status by 2023 when the national plan 

of Bhutan concludes that envisions Bhutan as a developing country in 2024.   

At its 2015 triennial review of the list of LDCs, the Committee for Development Policy (CDP) 

considered Bhutan eligible for graduation from the LDC category for the first time, as it met the 

income and human assets index criteria, while remaining vulnerable (see the box).1 Based on the 

2015 triennial review outcome, the Committee requested the Department of Economic and 

Social Affairs (DESA) to prepare an ex‐ante impact assessment of the likely consequences of 

graduation for Bhutan.2 The impact assessment is undertaken as an input to the triennial review 

in 2018 in conjunction with, and as a supplement to, the report on Bhutan’s vulnerability profile 

which is prepared by the UNCTAD. 

Bhutan is expected to have no or little impact on its export. Bhutan's major export destination has 

been India ( 93 %), Bangladesh (4 %), and Nepal (0.38%), and trade with these countries is 

governed by bilateral and regional trade agreements rather than preferential treatment provisions 

for LDCs. 

The export of electricity which accounts for nearly 30 % of its total export earnings will be left 

unaffected as this commodity is solely exported to India. Other export items to India include 

cardamom, cement, silicon, ferro‐alloy products. Since Bhutan and India have bilateral trade 

agreements on Trade, Commerce, and Transit, the export to India will remain unaffected 

regardless of Bhutan’s LDC status. Likewise, Bangladesh remains its second-largest export 

market. Bhutan's major export to Bangladesh includes Cardamom, dolomite and gypsum. Since 

they face zero tariffs under the bilateral agreement, it will not have any impacts due to the 

graduation. Bhutan's third major destination is Nepal where Bhutan exports primarily Gypsum to 

Nepal in addition to the small quantum of dairy and vegetable-related products. The major export 

faces an average tariff rate of 5 % MFN tariff. Since the MFN tariff is applied to Bhutan's export 

to Nepal, Bhutan will not face an increase in the tariffs from Nepal leaving Bhutan's export to 

Nepal unaffected.  

Though minimal, it is expected to have impacts on certain sectors in accessing the markets like 

the EU, Japan, and Thailand as significant tariff increases would occur in these markets. Since 

Bhutan is not a member of WTO, there are not bound or MFN tariffs for Bhutan which 

accordingly entails imposition of MFN tariffs to export from Bhutan. Bhutan's export basket to 

these countries includes dairy products, vegetables, and fruits, and the imposition of the higher 

tariff could pose a significant threat to export. However, it is also important to consider that 

Bhutan's total export to these markets has been below 10 percent so overall macroeconomic 

imbalance is of low possibility yet some sector-specific impacts can be expected.  

The impacts on Aid on Trade, technical supports, and access to development finance will also 

see minimal impacts after graduation. India accounts major share of its development aids which 

will not be affected by LDC graduation status as this has been governed by a bilateral agreement 

with India. The other donors include Japan, World Bank, and ADB who have different criteria 

for their grant assistance. A report by the UN showed that there are less likely to change in such 

provisions for Bhutan after its graduation (CPD, 2018). The newer projects may see an increase 

in the interest rate yet this would not be substantial to have major macroeconomic impacts. The 
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country however may lose some LDC-specific support measures, for example, Enhanced 

integrated framework (EIF) or access to funds such as UNCDF or climate funds. However, given 

the current volume of support, it is unlikely that Bhutan faces severe problems with these. 

Despite the minimal impacts on Bhutan's economy, the government of Bhutan has requested the 

UN to shift its graduation date to 2024 (instead of the earlier schedule of 2021) which will allow 

Bhutan to better prepare for the smooth transition.  

Myanmar  

Myanmar, along with Bangladesh, was the country to meet all three criteria for LDC graduation. 

The first triennial review of 2018 found Myanmar eligible for the LDC graduation and 

subsequent review of 2021 may consider the formal recommendation to UN general Council for 

LDC graduation. The first triennial review found that country has met all three criteria for 

graduation- GNI per capita ($ 1255), HAI (68.5), and EVI (31.7) for the first time in 2018.  

In terms of destination, Myanmar's trade composition reveals that a significant share of export 

(about 84 %) is to Asian countries especially ASEAN countries followed by the EU (11 %) and 

North America (2 %). The remaining exports are to Latin America, Africa, and Australia. 

Likewise, in terms of products, the mineral items constitute about one fourth ( 23 %) of total 

export followed by clothing, accessories & footwear (22 %), ores, slag and ash (6 %), coppers (5 

%), vegetables (3 %), gems and precious metals (3 %), fish and cereals (2 %) among others. The 

country has also witnessed a significant flow of FDI especially from 2011. The country also 

taking several market-oriented liberalization policies that enable the economy to grow at a 

sustained rate after 2011.  

Given its high concentration of trade within ASEAN, it is less likely that Myanmar could face a 

significant setback in the trade for several reasons. First, the major trades are guided by the 

ASEAN trade agreements. Second, the many FDI inflow to Myanmar is from the regional 

economies intended to complement the regional value/supply chain. No major set-back is 

therefore expected unless the global player in the region like China and Vietnam faces a serious 

challenge. Third, Myanmar's export is also guided by natural minerals and gems which have the 

inelastic demand in one hand and faces zero MFN tariffs for most of the natural products. 

Myanmar has also been known for some niche products.   

Myanmar is taking many initiations to mitigate the effects. On the institutional front, they have 

set up an LDC graduation committee led by the vice-president in 2016 followed by 12 points 

economic policy in 2016. They have also established a development assistance coordinator unit 

in 2016 which looks for strategic actions to accessing concessional financing. They have also set 

up a new Ministry of Investment and Foreign Economic Relations in 2018 aimed to work solely 

to attract the FDI and multi-national companies. They have already initiated special economic 

zones to gain a competitive advantage to compensate for the possible loss due to lack of access 

to preferential market access. The country is deeply engaging its activities in the regional value 

chain through the promotion of special economic zones and attracting regional FDI. The country 

is also working on promoting its niche products. 
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Lao PDR 

Lao People's Democratic Republic (Lao PDR) fulfilled two of three eligibility criteria in 2018. 

The country met the GNI per capita ($ 1996) and HAI index (72.8) but the country is marginally 

above the EVI criterion (33.7). If the current trend continued, it is forecasted that the country 

could meet GNI per capita only (i.e double the threshold of 2460 USD) in 2021 making the 

country eligible for LDC graduation irrespective of the other two criteria.  The country's 8th 

Socioeconomic development plan (2016-2020) explicitly takes into account of country's 

aspiration for LDC graduation by 2021. 

The implication after LDC graduation in the trade front is expected to have an impact on certain 

selected sectors. The country's major trading partners are Thailand, China, and Vietnam. The 

current trade to these countries is, however, not governed by the LDC-specific preferences. 

Therefore no major setback is expected. The sectors that could see impacts are garments, coffee, 

other agriculture, and livestock products, timber, and electricity. The garments which used to 

constitute 40 % of total export earnings during the 2000s (due to MFA) have sharply declined to 

8 % in 2017. However, the garments industries in Lao PDR are already beginning to be part of 

value chains in the region (for example Vietnam and China) which could not be hard hit by the 

loss of preferential markets unless the global player like Vietnam and China losses the market 

share substantially. The garment industries, therefore, are specializing in niche activities. Also, 

there is sufficient time for improvement in technologies to make them globally competitive. 

Among other products of its main export, Coffee and other agriculture and livestock products, 

electricity and timer have been the source of major export earnings. Coffee has been a niche 

product with price inelastic demand. So is the case of timber. Only a few countries in the world 

do export the timer so there is the unlikely potential threat of substitution. Other agriculture 

products and electricity are large exported to neighboring countries under ASEAN rules and 

provisions. Accordingly, no major setback is expected. The country is also expected to have no 

major impacts on concessional financing and capacity-related activities.  

Because of impacts, the fifth Human Development Report of Lao PDR recommends that the 

country need to work on creating a competitive advantage in high-value-yield nice products in 

both the manufacturing and agriculture sector. This calls for longer-term reforms measures to 

increase labor productivity, ensuring financing inclusion for small and medium-sized enterprises 

(SMEs), promoting economic diversification, and build capacity to job-relevant technical 

skills10. The Lao PDR government has implemented a range of macro policies targeting the 

diversification and transformation of the structure of the economy along with creating an 

enabling environment for FDI and businesses11.  

Maldives  

Maldives is only the LDC country in the South Asia region to graduate in 2011. Maldives met 

the (then) criterion of HAI and Income Per capita ($ 1983) for the first time in 1997 and 2000.  

 
10 Graduation from Least Developed Country Status Graduation from Least Developed Country Status Lao PDR 

2017 National Human Development Report Lao PDR, 2017. 
11 https://unctad.org/en/pages/newsdetails.aspx?OriginalVersionID=2216&Sitemap_x0020_Taxonomy=Africa,%20LDCs,%20LLDCs%20and%20Special%20Programmes; 

https://unctad.org/en/pages/newsdetails.aspx?OriginalVersionID=2216&Sitemap_x0020_Taxonomy=Africa,%20LDCs,%20LLDCs%20and%20Special%20Programmes;
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The CDP recommended the Maldives for graduation in 2003, and United Nations also endorsed 

the recommendation in 2004, and the Maldives was scheduled to graduate officially in 2007. 

However, following a devastating Tsunami in 2004, the country's graduation was deferred for 

another three years which scheduled the Maldives to officially graduate in 2011. By the time the 

Maldives officially graduates from LDC status, it has a GNI per capita income of $ 5473-almost 

five times as much as the income required for the graduation threshold. The HAI was 92, far 

above the graduating threshold of 66, though its EVI has been far above than graduating 

threshold and has not made any significant improvement over the years.  

When the country was preparing for the graduation, it has concern over i) possible loss of fish 

export (especially on loss of preferential market access for tuna exports) and ii) erosion of 

concessionary external financing. The key market for the export of fisheries was the European 

Union which could in effect impose a tariff after its graduation. The country was utilizing (99 %) 

of its duty-free quota-free scheme in EU markets. After three years of the smooth transition 

period, the country lost its preferential market access to the EU (for export of fish especially 

Tuna) in 2014. Further, Maldives also lost access to GSP in the EU due to its high per capita 

income (achieving upper middle-income status) from 2015. Despite these, the Maldives could 

not experience a significant drop in its export. It saw a nominal decline in export to the EU 

largely because the tariff preference was low. With the inelastic nature of demand and branding 

of fishing, it could restrict a dramatic fall in its exports. The country has been able to present the 

Maldives fish as a niche premium product through marine stewardship council certification. 

Also, it has been able to diversify its export of fish to Thailand and the United States. United 

States provides duty-free access to the import of fish-irrespective country's LDC status. The 

country could not face a dramatic fall in concessional financing as the country was already on the 

higher ladder (high middle-income status by the world bank) by the time it graduated.  

For Maldive’s smooth graduation, especially given its vulnerability status, the Government of 

Maldives took several initiatives. The government called for the Donor forum in 2010 where it 

communicated the possible disruption in its development progress. Following this, travel support 

for additional three years by the UN, EIF's support for an additional three years, EU's provision 

of DFQF access to its market was provided. The country also took the trade diversification 

strategy for its main exports. It started branding the Maldives fish and also diversify the 

destination where it could get zero tariffs (for example USA) and link in the regional value chain 

(for example export to Thailand).  

Based on the country-specific analysis, Table 4.5 summarizes the extent of impacts and 

mitigating measures. The varying level of impacts across the countries shows three notable 

features. First, countries that have trade concentration within the region have a low level of 

impact. The bilateral and regional trade agreements and initiatives have played role in 

minimizing the loss from a fall in exports though they may not necessarily absorb export 

potential. Second, the countries with product diversification (though there are no significant 

variations in destinations) in their export baskets are expected to have a minimal loss. And third, 

countries participating in regional value chains are going to have fewer impacts. In terms of 

mitigating measures, product diversification, participate in GSP+, attempts to gain exports from 

regional trade agreements, attracting FDI and participate in the global value chain, increasing 

productivity and leveraging competitiveness, and engagements/dialogue with development 

partners have been key strategies to mitigate the impact and ensure a smooth transition.  
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Table 4-5 Summary of Impacts 

Country  Major export 

destination  

Extent of 

Impact  

Mitigating Measures  

Bangladesh  EU (59%), USA (17 

%), Canada (3 %), 

Japan (3 %), China (3 

%)  

High  -Attempt to participate in GSP+ 

-Support to improve technology to 

ensure ROO criterion 

-Engaged in greater consultation with 

stakeholders  

Bhutan  India (93 %) 

Bangladesh (4 %), 

Nepal (0.38) %  

Low   -aiming to get benefit from bilateral 

treaties 

-Shift graduation date to 2024 (2021 

scheduled earlier) 

Lao PDR  China (36.12%), 

Thailand (31.29 %), 

Vietnam (17.22 %), 

India (2 %) 

Low  -investment to raise labor productivity, 

attraction of FDI 

-identifying high value yielded niche 

products 

Myanmar  ASEAN (84 %), EU 

(11 %), North America 

(2 %)  

Medium 

to Low  

 -Set of technical committee  

-Working on attraction of higher FDI 

Establishments of special economic 

zones  

Maldives  

(Graduated 

2011)  

EU ( 99%) for fish 

exports  

Medium   -Destination diversification (USA and 

Thailand) 

-Participated in regional value chain 

 -Development of (Tuna) fish branding 

Engagement with other stakeholders 

Source: Based on Sources cited above in the discussion 

 

4.3 Case of Nepal 

4.3.1 Nepal's LDC graduation Path 

Nepal was listed as LDC in 1971 along with several countries in the world. With the inclusion of 

Bangladesh in 1975 and Bhutan in 1973, Nepal is one among the LDCs in South Asia along with 

Afghanistan, Bangladesh, and Bhutan. Nepal met two of three criterions namely HAI and EVI 

during the Committee for Development Policy (CDP) review in 2015 by the council of UN. The 

CDP review recommended for review and consideration of Nepal for possible graduation in 

2018. However, the government of Nepal requested to defer the LDC graduation status by 2021 

and it is likely that the CDP review committee considers and recommends Nepal from LDC 

graduation in 2021. With a grace period of 3 years that the UN council generally offers, Nepal is 

expected to have LDC graduated country by 2024 along with two of the South Asian countries- 

Bangladesh and Bhutan.  
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It is important to note that Nepal's graduation criterion is different from those of eligible SA 

countries. Nepal still does not have met the GNI per capita criterion while meeting the other two 

while Bhutan and Bangladesh have met GNI along with the other two criteria. This is important 

for the sustainability of the progress that Nepal entitled her for graduation. Since the other two 

criteria are closely related to the income dimension, Nepal may fall back to poor performance in 

the human asset and vulnerability index if Nepal does not make substantial progress in the 

income dimension. It is also important to note that Nepal has been able to achieve moderate 

economic growth during the last four fiscal years (6 % plus), it is likely that Nepal would be 

close to passing the GNI  per capita criterion by 2024- by the time Nepal officially declared as 

the LDC graduating country.  

Table 4-6: Nepal’s Position for LDC Graduation 

Indicators Threshold for 

inclusion 

2015a 2018 Remarks 

Economic 

Vulnerability 

Index 

36 or below 26.1 28.4  

Human Assets 

Index 

66 or above 68.7 71.2  

GNI Income $1230 or above 659 745  

Source: Department of Economic and Social Affairs, United Nations 

4.3.2 Possible Implications from LDC Graduation 

The first question that needs to be addressed before evaluating the possible risks and costs from 

LDC graduation is "how far and to what extent Nepal has been able to benefit from LDC 

status?". Chapter 3 documented that Nepal has not been able to reap the benefits especially in 

promoting exports. Indeed, there are only a few selected countries (for example Bangladesh, 

Laos) that have immensely benefited from their status of LDC. The general argument, therefore, 

is that the magnitude and extent of the impact will be less on those countries which have not 

been able to benefit from LDC status. However, export is one dimension of the impacts. There 

are implications for other avenues, for example, aid for trade and access to concessional 

financial, obligations towards property rights, implications to import revenue, subsidy policies 

among others. The sub-section below provides an ex-ante assessment of possible impacts on the 

trade after Nepal graduates from the LDC status.  

4.3.2.1 Implication to Export 

Two facts distinguish Nepal's export position from other similar least developing countries in the 

region and the globe. First, Nepal has historically performed poorly in promoting exports. The 

export to GDP ratio has largely been below 10 percent - episode of 1996-2001 being the 

exception where merchandise export –GDP ratio reached to as high as 16 %. This case is 

different from, for example, Bangladesh where the export GDP ratio has been around 15 % in 

recent years. Second, Nepal historically has trade concentration with India. Though it is 

declining in recent years, it still accounts for 57 % of total merchandise trade (TEPC, 2018). A 

related fact with this is that Nepal has not been able to diversify its export baskets implying 
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Nepal's export market is limited to selected destinations and products. Some implications to 

major export markets are discussed below. 

India 

India remains Nepal's largest export market. The Indo-Nepal trade is governed by three 

documents namely Bilateral Trade Agreements, South Asian Preferential Trade Agreement 

(SAPTA), South Asia Free Trade Area (SAFTA), Bay of Bengal Initiative for Multi-Sectoral 

Technical and Economic Cooperation (BIMSTEC), and Bangladesh, Bhutan, India, and Nepal 

(BBIN). Of these, bilateral trade provisions (with the recent update of treaty in 2009) account the 

most of the trade with India. The trade treaty of 2009 allows duty-free access of 16 primary 

products to India (and vice versa). For manufactured products, the treaty offers duty-free access 

to manufactured goods that uses raw materials from Nepal or India or both whiles requires 30 

percent value addition rules for the remaining products. In particular, the duty-free access to the 

Indian market requires a value addition of 30 percent, and the manufacturing process should 

ensure the change in the classification at the four-digit level of Harmonized Commodities 

Description and Coding System. Besides, a tariff quota was imposed on the four items (vegetable 

ghee, acrylic yarn, copper products, and zinc oxide) on which duty-free access was allowed only 

up to the specific limit and MFN tariff is applicable beyond the tariff. SAFTA agreement 

replaces the SAPTA provisions and the provision of SAFA is to offer a zero duty market access 

to the products other than provided in the sensitive list. Nepal's top export to India is not on the 

sensitive list of India. 

The current export basket of Nepal to India is dominated by the primary products and some of 

the manufacturing items. The major items of export are coffee, tea and species, preparation of 

vegetables, textile related products, and iron and still products. Even in the case of a quota 

imposed by India, Nepal has not been able to fully utilize the quota. For example, the unutilized 

quota was 23 percent for acrylic yarn and 12 percent for copper products (ICIERR, 2018). In 

terms of the overall composition, 90 % of Nepal's current export follows the bilateral trade 

provisions and remaining 10 percent are guided by regional treaties partially attracting the LDC 

specific measures.  Therefore, if the current trade pattern remains for few years, no significant 

impact can be expected in the India Market.  

European Union  

The impacts, after LDC graduation, however, will be felt more from the markets in the EU once 

the graduation becomes effective. The recent trade with the EU is about 13 % of total 

merchandise trade in the EU. Nepal has access to DFQF market access to EU under special 

arrangements for LDCs (Everything but Arms). UN (2018) impact assessment report showed 

that 92 percent of total trade with EUI has been under the EU's preferential scheme. This would 

mean that Nepal could potentially lose this market after LDC graduation.  

With the anticipation that Nepal would be officially graduated from 2024, Nepal may no longer 

avail of such status. However, the EU had a provision for a "smooth transition" provision under 

everything but Arms (EBA) scheme that would allow Nepal to avail same facilities for additional 

three years after graduation. Therefore, Nepal would enjoy the same facilities for the next 7 

years.  
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After Nepal's grace period (by 2027), however, Nepal would face a GSP regulation and Nepal 

would face higher tariffs and quotas. Given Nepal's most the exports to the EU are garments, 

Nepal could face a 9.6 percent tariffs in the EU under current GSP provisions. Moreover, Nepal 

would have to comply with a stricter rules of origin to benefit from GSP than it is required now 

as an LDC. LDC countries may follow the single transformation rule for garment exports under 

LDC status which will be changed to double transformation rule to non-LDCs.  

Nepal can apply for EU's special arrangements for sustainable development and good 

governance referred to as GSP + provisions which grant duty-free access to 66 percent of EU 

tariff lines. However, this would depend upon, Nepal's negation with the EU and compliance 

with rules under GSP+. For this, Nepal should diversify its export items to avail such facilities 

and also has to meet the conventions on human rights, labor rights, environmental protection, 

and good governance aspects.  

USA  

No immediate impacts will be faced on the US market. The US has again opened its market for 

66 products to enjoy preferential trade benefits until 2025 under its Nepal Trade Preference 

Program considering Nepal’s weakening economy, particularly after the 2015 earthquake. The 

US has allowed duty-free tariff benefits to certain types of carpets, bags, headgear, shawls, 

scarves, leather, and travel goods. However, the current export basket of Nepal has not fully 

utilized preferential access provisions. UN (2018) showed that only 6 percent of Nepali export 

entered to UIS market was under the GSP-LDC scheme.  The major export of carpet to the USA 

is already subject to MFN tariffs ranging between zero (hand-knotted) to 4.5 percent (machine 

knotted). If Nepal's export basked continues to prevail, such products would continue to face the 

MFN tariffs. However, some sector-specific impacts could be anticipated. 

Bangladesh  

Given the current structure of Nepal's export to Bangladesh, no impact would be felt. Nepal's 

current export includes lentils. The lentils face zero MFN tariffs so a major setback is expected.  

Turkey 

Nepal's major export to Turkey has been yarn and vegetables of which the yarn component has 

significant dominance. The yarn would face an increase in tariff from zero percent to 5.5 percent 

depending on the products. The majority of the products will face either 3.4 GSP rates or 4 

percent MFN rates. While these rates will certainly erode the competitive advantage but will not 

have major impacts. The logic is that Nepal's other competitors for the same products (for 

example Bangladesh) will also face similar increments in tariffs after graduation.  

 

4.3.2.2 Implication to export subsidy 

The LDCs are exempted from the prohibitions on the export subsidies under the agreement on 

agriculture and agreement on Subsidies and countervailing measures. Article 3 of the Agreement 

on Subsidy and Countervailing measures prohibits two types of subsidies namely 'export 
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subsidies' and 'local content subsidies'. Annex 1 of the agreement offers several examples such as 

direct subsidies to a firm or an industry contingent upon export performance, currency retention 

schemes which involve bonuses on exports, internal transport and freight charges on export 

shipments, and exemption of social welfare fund or taxes. Nepal, in principle, would no longer 

be eligible to provide subsidies on exports. Following the strict provisions for rules of origin, 

Nepal has to work on the other sectors to comply with the provisions. This will have implications 

for subsidies in selected sectors.  

The Government of Nepal has started the cash incentive scheme for exports through the budget 

announcement from the fiscal year 2010/11. Since the inception only 1 % of the eligible export 

values have been claimed (Table 4.4). Whether subsidies have promoted the export or not is 

subject to empirical question, the claimed figures against the eligible value of the incentive are 

not substantial. If the current trend prevails, there will not be a huge loss from the removal of 

export subsidies. 

Table 4-7: Export Cash incentives distributed to Eligible Products (2012 - 2018) 

Year 
Total Available 

Budget 

Total value of Exports 

of Eligible Product 

Export Cash 

Incentive 

Distributed 

% of Incentive 

Distributed 

A B C D E = % (D/C) 

2012 240,000,000 19,718,703,695 102,869,295 0.5% 

2013 300,000,000 22,784,912,282 180,758,831 0.8% 

2014 300,000,000 25,892,839,950 378,253,647 1.5% 

2015 300,000,000 23,300,901,094 199,880,540 0.9% 

2016 625,254,720 27,057,140,147 289,758,830 1.1% 

2017 334,915,140 26,822,579,862 211,381,672 0.8% 

2018 300,000,000 28,711,653,881 344,248,481 1.2% 

Total 2,400,169,860 174,288,730,911 1,707,151,296 1.0% 

Source: CEDECON (2020), A Study on Export Cash Incentive  

4.3.2.3 Implication for concessional financing  

Nepal has access to concessional financing due to its LDC status. Table 4.5 compiles some of the 

information about access to finance. The interest rate charged to Nepal ranges between 0-2 

percent while it ranges between 0.5- 3 percent with service charge and commitment charges 

included. This seems the relatively low cost of borrowing and Nepal could potentially lose 

access to concessional financing. 

Table 4-8: Features of Borrowing by Government of Nepal 

Name of 

Provider 

Type of 

Loan 

Maturity 

Period 

(Years) 

Grace 

Period 

(Years) 

Interest 

rate 

(%) 

Service 

Charge/Commitment 

Charge 

(%) 

ADB Project 32 8 1  

ADB Program 24 8 1.5  
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ADB Emergency 40 10 1   

The World 

Bank Group 

All 40 10 0 0.75+ (0-0.5%) 

IMF All 10 5.5 0  

IFAD All 10 10 0 0.75 % per annum 

OPEC for ID All 15 5 1  1 % 

Kuwait Fund All 26 6 2  0.5 % + 0.5 % per annum 

Chinese Exim 

Bank 

All 20 5 1.75 0.5 % + 0.5 % per annum 

Indian LOC All 20 5 1.75 0.25 + 0.50 

Japanese Loan All 40 10 0.01 +0.2 for extension of 

disbursement period 

Korean Govt. All 30 10 0.5 0.1 per annum 

Source: Compiled from various source, Ministry of Finance, 2019 

 Few things are important to take into account. Nepal's dependence on grants component of 

development assistance is gradually declining over the years. According to the Ministry of 

Finance Development Cooperation Report 2018/19, of total ODA disbursed in FY 3018/19, 60 

percent was loan followed by 27 % grants and 13 % technical assistance.  Second, different 

lenders have different criteria for providing the loan. For example, the World Bank Group and 

ADB considers GNI income threshold to access the concessional financing. This would mean 

that impact would not be felt once and immediately Nepal graduates from its LDC status.  Third, 

the trade-related foreign loan and grant component account for significantly low share. For 

reference, the ODA figures for the Ministry of Industry, Commerce, and Supplies account less 

than 1 % of the official ODA. Fourth, there is a number of projects aimed at enterprise 

development and trade facilitation that fall under the different ministries. Therefore, the impact 

could be felt indirectly with the higher cost of accessing funding rather than directly through the 

Ministry of Industry, Commerce, and Supplies. Some of the possible implications in particular to 

the trade sector can be listed as: 

• Nepal would no longer enjoy the LDC-specific mechanisms for technical or financial 

support. 

• After a smooth transition period of five years, Nepal would not have access to Enhanced 

Integrated Framework (EIF). EIF supports the LDCs in particular to increase their 

participation in international trade. 

• There will be implications for Least Developed Countries Fund (LDCF) for the climate 

change financing.  

• Nepal after smooth transition of five years would no longer enjoy the access to LDC 

technology bank. However, it is so far unclear how far Nepal has been benefiting from 

this.  



40 

 

• Access to funds such as UNCDF might be limited.  

• Allowance and travel support to staffs participating in UN and WTO meetings might be 

limited.  

4.4 Nepal's Challenges and Options in Changed Context  

While Nepal's graduation without a significant achievement in income dimension (as measured 

by GNI per capita) has a question for sustainable graduation, the recent outbreak of COVID-19 

has an added challenge for Nepal in its path to graduation. The medium-run growth forecast 

suggests that Nepal would not bounce back to its recent growth trajectory12. Further, a setback in 

foreign currency earnings will deteriorate the GNI per capita growth. In sum, Nepal would not 

see notable progress in GNI per capita criterion in the short to medium run. Accordingly, it will 

pose a challenge to sustain the progress Nepal has made especially in the HAI indicator. It is 

worth to note here that migration (both domestic and foreign employment) and remittance has 

been a key driver for notable progress in poverty reduction and human development in the last 

two decades13. With the present crisis, there are risks for reversal of the progress. Nepal needs to 

set the agenda and priorities taking into account these added challenges.  

A recent note released by CDP states that it is going to undertake the triennial review during 22-

26 February 2021, and it will use the usual LDC criteria based on the data of 2019 to assess the 

progress for both graduating and scheduled to graduate countries14. Since the data of 2019 does 

not take into account of current COVID-19 crisis, and Nepal has made progress in all criteria 

compared to scores generated during the 2018 triennial review; Nepal would continue to meet its 

eligibility criterion for the third time in a row. It can be expected that CDP will recommend 

Nepal for possible graduation to the UN general council. 

However, as discussed above, there are notable and distinguishable features of Nepal compared 

to its graduating peer. First, Nepal's possible graduation is based on the progress in the non-

economic dimension. Nepal's GNI per capita is far below (nearly half) of those graduating along 

with Nepal. Second, Nepal has poor performance in export (Nepal has the lowest export GDP 

ratio compared to graduating countries) and still has a higher dependence on the agriculture 

sector. Third, notable progress in poverty reduction and human development index during the 

last two decades is explained, mainly, by the remittances making the progress vulnerable subject 

to external shocks such as the present COVID-19 crisis. Fourth, COVID-19 has affected all 

sectors making the progress on HAI and EVI more vulnerable. The health sector is already under 

stress, and the maternal mortality and immunization rate have already started suffering. Though 

Nepal's primary school enrollment is almost universal, secondary school enrollment is expected 

to witness a major setback because of falling remittances, employment, and income.  

Against this backdrop, Nepal has a few options that she can explore. The COVID-19 situation 

will be clearer in the coming months and there would be a better understanding of the extent of 

 
12 https://www.worldbank.org/en/publication/global-economic-prospects. 
13 https://www.npc.gov.np/images/category/15th_Plan_Final1.pdf 
14https://www.un.org/development/desa/dpad/wp-content/uploads/sites/45/CDP-Covid-graduation-

statement.pdf?fbclid=IwAR2pg8AMe2HZQjUckzbOnqeQFDAlKWuvZzxmvHuwO-3TSUdndmCJCT4KrOk 

https://www.worldbank.org/en/publication/global-economic-prospects
https://www.npc.gov.np/images/category/15th_Plan_Final1.pdf
https://www.un.org/development/desa/dpad/wp-content/uploads/sites/45/CDP-Covid-graduation-statement.pdf?fbclid=IwAR2pg8AMe2HZQjUckzbOnqeQFDAlKWuvZzxmvHuwO-3TSUdndmCJCT4KrOk
https://www.un.org/development/desa/dpad/wp-content/uploads/sites/45/CDP-Covid-graduation-statement.pdf?fbclid=IwAR2pg8AMe2HZQjUckzbOnqeQFDAlKWuvZzxmvHuwO-3TSUdndmCJCT4KrOk
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impacts on LDC graduation indicators before the triennial review takes place in early 2021. If 

Nepal could see a major setback on the indicators, Nepal could potentially look for deferring its 

graduation date. The CDP has also taken note of country-specific assessments because of 

COVID-19 that would guide their recommendations for graduation. Indeed, countries that have 

performed well in the GNI dimension such as Bangladesh have also initiated discussion for 

possible postponement of graduation date15. However, this option requires a wider discussion 

particularly among the National Planning Commission and Ministry of Finance, and more so it 

requires a 'political decision'. This would provide a longer time frame for adjusting its trade 

policies and ensuring a smooth transition. Second, given common problems that Nepal along 

with graduating peers is facing, Nepal could work for framing allay with countries that are on the 

process of graduation. This will ensure a better representation of voices of graduating LDCs at 

WTO. And, this group of countries can lobby for availing LDC-specific facilities for a longer 

time or may opt for the special provisions. This seems rational in the context that there are wide 

variations in socio-economic and trade-related indicators among 'developing countries' groups.  

  

 
15 https://www.thedailystar.net/opinion/news/should-bangladesh-defer-ldc-graduation-1902922 

https://www.thedailystar.net/opinion/news/should-bangladesh-defer-ldc-graduation-1902922
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Chapter 5: Conclusion and Way Forward 
5.1. Conclusion  

This study is an attempt to assess the issues in the multilateral trading system (MTS) with a focus 

on the relevancy of the SDT provisions in the changed perspectives of global trade and players. 

It documents the relevancy of SDT provisions for LDCs like Nepal and assesses the impact of 

such provisions in promoting the export of Nepal. Further, the study analyzes the possible 

implication to Nepal after LDC graduation and offers recommendations to ensure a smooth 

transition. In doing so, this study also reviews the cases of Bangladesh, Bhutan, Maldives, Laos, 

and Myanmar to understand how LDC graduation may affect their trade potential, and lists the 

policy measures adopted by these countries to mitigate the adverse impact after graduation. 

The study highlights the following pertinent issues on MTS.  First, the wider coverage of the 

WTO regime that requires the integration of market principles with non-market values (examples 

are environmental and public health concern) has undermined the national priorities of the 

member countries limiting their scope to devise and implement more flexible policies and 

programs. Second, economic nationalism has limited the very scope of free trade under the MTS. 

This has incentivized the WTO member countries, whether developed or not, to protect their 

domestic industries and businesses in the larger interest of their own countries. Third, the 

proliferation of regional and unilateral trading agreements has made the multilateral 

engagements less attractive because of the inclusion of the more realistic and legally binding 

assurances in the former. Hence the demand for policy reforms shifted away from the sort of 

disciplines that the WTO was set up to negotiate. Fourth, the green room politics have 

overshadowed the interest of small member countries. Although WTO decision-making rests on 

the consensus of all the member countries, in practice the decision is made by few powerful 

nations having access to the green room thus diluting the interests of many other developing 

countries. Finally, the dispute settlement system, at present, is dysfunctional because of the 

failure to appoint new members in the AB. In the absence of full members in AB, apprehension 

about the system to lose its predictability and impairing the future rule-making efforts in the 

WTO looms large.  

Concerning the impact of SDT provisions on exports, the study finds that Nepal has not been 

able to utilize the SDT provisions as expected. Although Nepal’s trade policies are highly 

liberalized confirming its consistency with the WTO multilateral trading rules, the utilization of 

the preferential market access is low due to the stringent rules such as ROO and the provisions of 

negative list, limited capacity- both technical and production- to participate, negotiate, and 

compete in the international market. Nepal’s inadequate efforts at the industry and policy level to 

adjust to the foreseen problem in the situation without quota, overdependence on the US market, 

and hence inability to diversify its market and product weakened the comparative advantage of 

RMG in the post-ATC period. Also, a poor investment-friendly environment including rigid 

labor law, poor infrastructures, power shortages, and weaker export support policies are the 

impending factors to realize the targeted benefits from SDT. The study also questions the 

relevancy of the SDT provisions particularly in terms of the continued inability of developing 

countries to reciprocate liberalization of trade policies, inappropriate SDT policies, stringent 

ROO requirements, high non-tariff barriers, and changing trade environment.  
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This study also highlights additional challenges in the context of LDC graduation with particular 

reference to trade. Nepal met two of three criteria of LDC graduation for the second consecutive 

time in 2018, and the triennial review of CPD in 2021 will likely recommend Nepal for its 

graduation. With the usual three years period to be taken by the UN, Nepal will officially 

graduate from LDC in 2024. This calls for preparations to begin at home to mitigate the adverse 

effects of and maximize the opportunities from graduation. This report finds that Nepal would 

not face severe impacts that could threaten macroeconomic stability or the socio-economic 

development process of the country due to the loss of LDC-specific measures after graduation. 

However, impacts on policy flexibility such as the export incentive, subsidy, access to 

concessional financing, and technical support are anticipated. This accordingly calls for policy 

re-orientation and adopting sector-specific mitigating measures in the changed scenario.  

5.2. Recommendations and Way Forward 

5.2.1. Nepal’s Position and Priorities in the WTO reform  

Given the changing global trade architect, Nepal should advocate the following in the WTO 

community to maximize the benefits from MTS.  

i. To implement and monitor the existing SDT provisions, particularly the implementation 

of DFQF, and the preferential treatment to services and service suppliers of the LDCs,  

ii. To provide targeted and concrete technical assistance to ensure the integration of LDCs 

and developing countries into the MTS and global value chains, 

iii. To reinforce the implementation of SDT provisions following the Doha Ministerial 

Declaration,  

iv. To encourage members to fulfill their obligations commensurate with the level of 

development and economic capability, 

v. To lobby the process of appointment of AB members without delay to ensure the 

effective functioning of the dispute settlement mechanism, 

vi. To ensure wider participation and common consensus-based negotiations/decision 

making through reform on the Green Room representation, 

vii. To advocate for the gradual elimination of the Aggregate Measurement of Support 

(AMS) entitlements of developed members to create a level playing field  in agricultural 

trade, 

viii. To improve the transparency and due process of subsidy, anti-dumping and 

countervailing duty,  

ix. To re-classify the status of the member countries in the context of highly varying socio-

economic indicators especially within developing countries group, 
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x. To form a group of graduating or recently graduated countries to voice the need for 

special provisions for a smooth transition.  

xi. To institutionalize the mechanism and rules on cross-border e-commerce facilitation, 

electronic signature, electronic authentication, and online consumer protection.  

5.2.2. Strategies to benefit from SDT provisions 

5.2.2.1. Reform ROO criteria: There is a need to investigate the reasons why fulfilling the ROO 

criterion is problematic and hence costly for LDCs like Nepal. Some studies have suggested 

revising the value content requirement and adopting a more flexible approach to encourage 

exports from LDCs like Nepal. There is also a need to relax the procedural complexities 

associated with ROO verification and revisit the trade and industrial policy to incentivize 

exporters by revising tariff structure, providing credit, institutional and other supports.  

5.2.2.2. Improve manufacturing base by producing high-value products and services: This is 

possible only through policies (industrial policy, investment policy, etc.) that creates an 

environment conducive for private sectors to invest in the production of manufacturing goods 

with substantial forward and backward linkages such as iron, steel, machinery, and transport, etc.  

Similarly, ICT-related services have a higher demand in the international market.  

5.2.2.3. Improve connectivity: Improving connectivity with the trading countries is important for 

Nepal to cut down its transportation cost. This requires huge investment in infrastructure that can 

exert substantial leverage in terms of trade competitiveness enabling Nepal to trade with new 

destination countries and diversify on its product lines.  

5.2.2.4. Investment in Technical education: Investing in technical and vocational education 

improves the quality of the labor force. This has the effect of enhancing productivity.  

5.2.2.5. Transformation to digital trade: It is now high time that LDCs including Nepal invest 

heavily on e-trade in the areas of ICT infrastructure and services, payment solutions, logistic and 

trade facilitation, development of necessary e-commerce skills and, related legal and regulatory 

frameworks. For example, digitalizing the custom procedure will be instrumental for trade 

facilitation. This will have multiple advantages such as avoiding long procedural delays, 

reducing transaction cost and revenue leakage, creation of the database. 16 This will thus help 

gain trade competitiveness and enhance growth potential. 

5.2.2.6. Improve the quality of Governance: According to Transparency International, Nepal is 

one of the lowest-ranked countries in terms of governance and public affairs.  Quality of 

governance is important to build up the confidence of investors because this ensures the 

enforcement of the contracts.  

5.2.2.7. Economic shocks and epidemics: Developing countries need to be aware of the economic 

shocks/crisis and epidemics and their possible effects on international trade. Such crisis entails 

 
16Although the Department of Customs has been implementing the Custom Reform and Modernization Action Plan 

(CRM) since 2003, the progress is below expectations. One of the strategies of the CRM is to develop management 

information database and transform customs process to e-customs. 
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huge economic costs and can hurt society as a whole. In this regard, the development of an 

economic early warning system may help LDCs to forecast unwanted events, adapt mitigating 

measures to reduce the negative impact of the shock, and adopt resilience in international trade.  

5.2.2.8. Rethinking in the context of changing global environment: There are now emerging 

countries that can be a new destination of exports for poor and developing countries. They have 

an increasing demand for consumer, agricultural goods, and industrial inputs. It is therefore 

important to think about the ways to avail preferential access to the market of these countries and 

make SDT provisions more relevant to the changing requirements of the global economy.  

5.2.2.9. Need for rigorous research and development: Isolating the effect of SDT on export-led 

growth is challenging since policies oriented towards the promotion of exports are implemented 

together with many other reform programs. This explains why reliable studies that provide 

understanding about the effects of SDT are rare and conclusions have to be inferred from the 

effects of “aggregates policies” implemented along with other contemporaneous political and 

natural shocks. In this regard, rigorous researches are required that can help estimate the 

provision-specific SDT effects on export performance. 

5.2.3. Strategies to benefit from LDC Graduation  

5.2.3.1. Identifying niche products: Nepal should work on finding 'niche' products which in 

general have zero duty even after graduation. Hand knitted carpet is one such product. An 

incentive mechanism could be placed to specialize in such products. The 'Yak wool' initiatives, 

organic coffee could offer other examples.  

 

5.2.3.2. Participate in the regional value chain: Nepal should participate in the regional value 

chain for its manufacturing activities especially in the garment sector. Nepali firms could work 

with firms in India or Bangladesh.  

 

5.2.3.3. Initiate dialogue: Nepal should initiate dialog with other partners for possible trade-

related capacity measures. Similarly, it should also initiate dialogue with other countries that 

have recently graduated or are graduating to lobby for the continuation of preferential measures.  

 

5.2.3.5. Get maximum benefits from Bilateral and Regional agreements/initiatives: Nepal has 

important bilateral treaties notably with India and China where Nepal has room for an added 

export potential. Nepal should further explore the export potentials based on provisions of 

regional initiatives like SAFTA, BIMSTEC, and BBIN.   

 

5.2.4. Agenda for upcoming Ministerial Conference (MC-12) 

5.2.4.1 Reiterate the application/implementation of previous commitments: Nepal along with other 

LDCs should reiterate the application of important commitments made in the Doha Development 

Round and also follow up on decisions made in earlier MCs. In particular, the focus should be on 

DFQF market access in developed and developing countries for the negotiations made for non-

agricultural market access; less strict ROO criterion; services market access for LDCs’; slashing 
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non-tariff barriers, etc. Also, Nepal should push for its e-commerce agenda raised in MC-11 given 

that Nepal has seen a change in the last decade in the use of information and communication 

technology that has created new growth opportunities for businesses such as retailers, mobile 

operators, and payment service provider.   

 

• 5.2.4.2 Push forward the agricultural issues: It is evident that Nepal’s agriculture sector is 

losing its competitiveness continuously. This scenario demands additional domestic 

supports in the form of subsidies, export incentives, finance, and guaranteed fixed price or 

minimum support price (MSP) to ensure that farmers would get a minimum profit. This 

also includes public stock holding which includes purchasing, stockpiling, and distribution 

of food by the government in times of necessity. Also, arranging public stock holding 

which includes purchasing, stockpiling, and distribution of food by the government in 

times of necessity is needed. This will not only make the country sustainable in agriculture 

in the long run, but we would also know what quality of foods are consumed by our people 

and gradually we can link our agriculture with industry and tourism in many respects to 

contribute to our national output by the much higher rate of value-added. It will ultimately 

contribute to improving the exports and lowering the imports.  

 

 

5.2.4.3 Issues on e-commerce:  Given the status of digital penetration and quality of digital 

services, Nepal will not be in a position to completely free e-commerce. Particularly, Micro, Small, 

and Medium Enterprises (MSMEs) will not be able to compete with countries with deeper internet 

penetration and quality services that can gain better access to international markets, and hence, 

Nepal should demand some domestic policy space on this issue.  

 

5.2.4.4 Issue on the self-declaring development status criteria: Given the growing heterogeneity 

among the members, the practice of self-declaring development status has become irrelevant.  

Many advanced countries are enjoying disproportionately huge benefits using the criteria. This 

has impeded the genuine developing countries to realize trade benefits and also inhibited the 

WTO’s negotiation culture. In this context, the criterion on self-declaring the development status 

should be re-assed and re-grouping of the developing economies is required. 

5.2.4.5 Response to COVID-19: It is also important to discuss the current crisis due to COVID-

19, its immediate and long-run impact on trade performance, and its likely effect on the 

possibility of graduation by 2024. It may be the case that Nepal may not be able to fulfill the per 

capita income criterion required for LDC graduation. There is also a possibility that Nepal will 

lose on another criterion in the next few years. This is because the economy is likely to weaken 

in coming years have implications not only on per capita income but also on building human 

assets and reducing economic vulnerability. Hence, the cost of non-performance in the post-

graduation period is going to be high.  Nepal along with other LDCs should also use this 

opportunity to negotiate for a special support package to enhance and in some cases revive their 

trade potential.  The role of the global trading system is going to be more important to protect the 

interest of the LDCs. This historical crisis calls for a concerted effort of all the stakeholders 

globally and may also need to think about changing the rule of the game. 
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Appendix  

Table A1: Structural Break Analysis, Gregory-Hansen Cointegration Test 

 
ADF  Zt Za 

Statistics 
Break 

Year Statistics 
Break 

Year Statistics Break Year 

Intercept Shift -4.68 1993 -4.74 1993 -28.43 1993 

Intercept Shift with trend -5.03 1993 -5.10 1993 -31.28 1993 

Intercept shift with slope -5.60 1995 -5.06 1995 -30.50 1995 

 
      

Critical value @5% 
-5.56, -5.83 and -6.41 

-5.56, -5.83 and -

6.41 
-59.40, -65.44 and -78.52 

Note: 1) ***,  ** and * indicates the variables are significant at 1%, 5 % and 10% level of significance.  

2) The results detect no structural breaks in any year as none of the statistics are statistically significant.  

The last row shows critical value @ 5% is to be read for intercept shift, intercept shift with trend 

and intercept shift with slope for the respective tests. 
 
 

Table A2: Unit root test results of the variables 

Unit root test at level Test with constant Test with constant & trend 

Variable DF ADF PP DF ADF PP 

LEXPORT 0.432 -1.101 -1.171 -1.861 -1.943 -1.943 

LGCF 1.435 1.115 1.115 -1.169 -1.120 -1.120 

SECSE 1.674 -0.184 -0.184 -1.437 -1.922 -1.922 

LWAPOP 0.989 -2.310 -2.310 -3.788** -3.817** -3.817** 

LGDPPC 0.823 1.609 1.609 -1.162 -0.651 -0.651 

LFDI 0.017 -0.866 -0.866 -2.152 -2.888 -2.888 

Critical value @ 5%  -1.950 -2.943 -2.943 -3.190 -3.536 -3.537 

       

Unit root test at difference             

 Test with constant Test with constant & trend 

Variable DF ADF PP DF ADF PP 

LWAPOP    -1.415 -0.647 -0.647 

Critical value @ 5%    -3.191 -3.548 -3.540 

Note: 1) ***,  ** and * indicates the variables are significant at 1%, 5 % and 10% level of significance.  

2) The results detect the variable LWAPOP is I(1) and rest of the variables as I (0).  The last row shows 

critical value @ 5%.    
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Table A3: ARDL (2 0) model long run coefficients Results for bivariate model 

Dependent variable: exports-log (LEXPORT) (1) 

WTO entrance-dummy (WTO) 1.195 

  (0.904) 

Number of observations 37 

Root MSE 0.13 

Log likelihood 25.98 

R-squared 0.04 

Note: ***, ** and * indicate that the statistics are significant at 1%, 5% and 10% level of 

significance. The figures in the parenthesis are the standard error.  

 

 

 

 

 

Table A4: ARDL (2 0 2 2 2 2) model long run coefficients Results       

Dependent variable: exports-log (LEXPORT) (1) (2) (3) (4) (5) 

WTO entrance-dummy (WTO) -0.442**  -0.463** -0.294 -0.512*** 
 (0.214)  (0.203) (0.187) (0.173) 

      

Multifiber arrangement-dummy (MFA)  0.436***    

  (0.157)    

      

Gross capital formation-log (LGCF) -0.037 0.413 -0.602**   

 (0.722) (0.650) (0.283)   

      

Secondary school enrolment-log (EDU) 0.020 0.013 0.028* 0.024*  

 (0.020) (0.017) (0.015) (0.013)  
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Working aged populations-log (LWAPOP) 2.986*** 2.486*** 3.235*** 2.657*** 3.145*** 
 (0.584) (0.426) (0.452) (0.485) (0.401) 

      

Foreign direct investment-log (LFDI) 0.211*** 0.216*** 0.230*** 0.176*** 0.212*** 
 (0.074) (0.063) (0.073) (0.064) (0.076) 

      

Per capita GDP-log (LGDPPC) -0.644 -1.058  -0.652* -0.123 

  (0.790) (0.669)   (0.340) (0.207) 

Number of observations 37 37 37 37 37 

Root MSE 0.11 0.10 0.10 0.11 0.11 

Log likelihood 44.32 46.47 42.87 41.68 39.63 

R-squared 0.64 0.68 0.62 0.59 0.54 

Note: ***, ** and * indicate that the statistics are significant at 1%, 5% and 10% level of significance. The 

figures in the parenthesis are the standard error. 

 

Table A5: ARDL (2 0 2 2 2 2) model, ECM Results 
  

Dependent variable: ∆Exports-log 

(∆LEXPORT) 
(1) (2) (3) (4) (5) 

LEXPORT (-1) 0.175 0.189 0.160 0.220 0.205 
 (0.231) (0.216) (0.205) (0.218) (0.199) 

      

LGCF (-1) 0.312 -0.062 0.633**   

 (0.424) (0.404) (0.291)   

      

LGCF (-2) 0.391 0.123 0.459*   

 (0.286) (0.266) (0.227)   

      

LWAPOP (-1) -7.155 -6.108 -12.620 -12.170 -12.103 
 (10.265) (9.651) (8.103) (7.662) (7.286) 

      

LWAPOP (-2) -7.055 -6.568 -1.558 3.828 9.969 
 (13.686) (12.374) (11.633) (11.018) (9.313) 

      

EDU (-1) -0.009 -0.006 -0.014 -0.011  

 (0.012) (0.011) (0.009) (0.009)  

      

EDU (-2) -0.006 -0.004 -0.009 -0.008  

 (0.010) (0.009) (0.009) (0.008)  

      

LFDI (-1) -0.060 -0.145  -0.065 -0.063 0.004 
 (0.074) (0.071) (0.063) (0.065) (0.047) 

      

LFDI (-2) -0.067 -0.053  -0.074 -0.008  -0.009 
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 (0.058) (0.055) (0.050) (0.008) (0.041) 

      

LGDPPC (-1) 0.421 0.813  0.807 0.322 
 (0.581) (0.561)  (0.507) (0.361) 

      

LGDPPC (-2) -0.176 0.030  0.180 -0.206 
 (0.491) (0.462)  (0.401) (0.309) 

      

ECM (-1) -0.798*** -0.88*** -0.753*** -0.794*** -0.62*** 

  (0.240) (0.234) (0.207) (0.238) (0.198) 

Note: ***, ** and * indicate that the statistics are significant at 1%, 5% and 10% level of significance. The 

figures in the parenthesis are the standard error.  

 

 

 

Figure A1 

 

 
 
 
Figure A2 
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