—I | Sort

Graduatiol(}v/

and Beyon

edition
" COMMEMORATIVE ISSUE -

L




Nepal Economic Forum (NEF)is a
not-for-profit organization aiming to

be Nepal's premier private sector-led
economic policy and research institution.
We are an impact-driven economic

and development think tank that

seeks to redefine Nepal's development
discourse by analyzing, facilitating and
disseminating contemporary issues on
society and the economy.

Please write to info@
nepaleconomicforum.org, if you have
guestions or comments with respect to
the document.

Issue b0
September 2022

Published by Nepal Economic Forum,
August 2022

© 2022 Nepal Economic Forum

Nepal Economic Forum
P.0. Box 7025, Krishna Galli,
Lalitpur 3, Nepal

www.nepaleconomicforum.org

Design & Layout:

CnC is a specialized creative collective
working in the nexus of technology,
design and arts. CnC strives to

explore fresh avenues of technology

to conceptualize and create new-age
solutions designed specially for different
businesses. Our digital products range
from but are not limited to custom
Ecommerce portals, Travel CMS, to New
Desks. We are equipped with the best
technical resources to deliver customized
digital products your business is looking
for. We can accelerate your digital
transformation, by devising, designing
and developing innovative solutions for
today's modern enterprise.

CnC

www.curvesncolors.com

Executive Board

Members

Alpa B. Shakya,
CEO at Go Nepal

Chandni Singh,

Private Sector Development Advisor
at Foreign, Commonwealth and
Development Office (FCDO)

Shayasta Tuladhar,

Senior Manager, Technical Knowledge
Management and Donor Outreach,
Asia at Helen Keller Intl

Sudip Bhaju,

Private Sector Specialist at beed
Management Pvt. Ltd.

Sujeev Shakya,
CEO at beed Management Pvt. Ltd.

Advisory Board
Members

Arnico Panday,

Senior Research Fellow at Institute for
Integrated Development Studies (1I1DS)

Kul Chandra Gautam,

Former Deputy Executive Director,
UNICEF

Mahendra Krishna Shrestha,

Chairman of Himalayan General
Insurance

Prativa Pandey,

CEO of Catalyst Technology and Herveda
Botanicals

Shraddha Gautam,
Consultant at United Nations ESCAP

Sneh Rajbhandari,

Communications Director at
Curves n'Colors

Disclaimer:

Senior Fellows

Amish Raj Mulmi,

Author of All Roads Lead North: Nepal's
Turn to China

Apekshya Shah,

Assistant Professor in the Department of
International Relations and Diplomacy at
Tribhuvan University

NEF Technical Lead for Nepal and the
World

Ashraya Dixit,

Global Equity Analyst, Promethos Capital
NEF Technical Lead for Center for Digital
Transformation

Diva Shrestha,

University Counsellor, St. George's School
NEF Technical Lead for Global Nepali
Network

Mark Perrin,
Visiting Advisor at ICIMOD

NEF Technical Lead for Himalayan
Circular Economy Forum

Senior
Distinguished
Fellows

Bibhakar Shakya,

Principal Economist at Economic Policy
for Energy, Resource Management, and
the Environment

Giuseppe Savino,

Development Partnership Advisor at
The Louis Berger Group

Suman Basnet,

Team Leader, Nepal Renewable Energy
Programme

NEF Technical Lead for Renewable
Energy Center

Reproduction is authorised provided the source is acknowledged.

The views and opinions expressed in the article/publication are those of the
author{s)and do not necessarily reflect the official opinion of Nepal Economic
Forum. Neither the organisation nor any person acting on their behalf may be held
responsible for the use which may be made of the information contained therein.



Contributors

Aarya Rijal,

Fellow at Nepal Economic Forum

Ashish Gupta,

Aspiring beed at beed Management

Migena Satyal,

Intern at Nepal Economic Forum

Nasala Maharjan,
beed at beed Management

Sakshee Singh,

Consultant at Nepal Economic
Forum

Saurya Rawal,
Intern at Nepal Economic Forum

Sneha Shrestha,
Aspiring beed at beed Management

Sugam Nanda Bajracharya,
beed at beed Management

Special Section: Authors

Arnaud Cauchois,

Country Director, Nepal Resident
Mission, Asian Development Bank
(ADB)

Bishnu Raj Upreti,
Executive Chairman,
Policy Research Institute (PRI)

Benjamin Zeithlyn,

Social Development Advisor,
British Embassy Kathmandu

Dr. Arjun Kumar Karki,

Global Coordinator, Least Developed
Countries Watch (LDCW)

Faris Hadad-Zervos,

Country Director for the Maldives,
Nepal, and Sri Lanka, The World Bank

Heidi Tavakoli,

Deputy Development Director, British
Embassy Kathmandu

Hernaikh Singh,

Deputy Director at the Institute of
South Asian Studies (ISAS),
National University of Singapore

Jason Seuc,

Director at Economic Growth Office,
USAID Nepal

Kul Chandra Gautam,
Former Executive Director of UNICEF

Advisory Board Member at Nepal
Economic Forum

Mohan Das Manandhar,
Chairperson, Niti Foundation

Mustafizur Rahman,

Distinguished Fellow at the Centre for
Policy Dialogue (CPD)

Paras Kharel,

Executive Director, South Asia
Watch on Trade, Economics and
Environment (SAWTEE)

Prativa Pandey,

Founder and CEQ. Catalyst,
Technology Pvt. Ltd.
Advisory Board Member at NEF

Pippa Bird,

Development Director,
British Embassy Kathmandu

Ratnakar Adhikari,

Executive Director of Enhanced
Integrated Framework, World Trade
Organization (WTO)

Suman Basnet,

Team Leader, Nepal Renewable
Energy Programme (NREP)

Senior Distinguished Fellow, Nepal
Economic Forum

Syed Munir Khasru,

Chairman, Institute for Policy,
Advocacy and Governance (IPAG)

Teresa Daban Sanchez,
IMF Resident Representative to Nepal

The Nefport 50 edition will focus on
what LDC graduation will mean for
Nepal, providing a macroeconomic
overview of the progress made thus
far and the potential impact it will
have on the economy. The publication
also probe into lessons learned from
other graduating LDCs and propose
newer thinking that extends beyond
graduation, to include matters of
inclusive and green growth.

This issue of nefport takes into
account news updates from May 16,
2022 to August 15, 2022.

The USD conversion rate for this
issue 126.09 to a dollar, the quarterly
average for this issue.

The special section of the Nefport 50
has been conceptualized and curated
by Shraddha Gautam, Advisory Board
Member at Nepal Economic Forum.
The report has been edited by
Sakshee Singh, Consultant at Nepal
Economic Forum.



Special




Special Section

Contents

Overview of Nepal's LDC Graduation ..., 78
LDC 1dentification Criteria .....uueeee et 78
Nepal journey towards Graduation .......cccccceeieeiiiiiiiiiiiieee 82
Understanding LDC Graduation for Nepal ......................... 85
Centrality of International Support Measures for Graduating LDCs

by Ratnakar AdNTKAIT ....oovveeeee e 86
The Public Policy Paradox by Bishnu Raj Upreti.......ccccvvveeiiiiiiiii. 88
Views from the Region ... 91
Lessons from Bangladesh: The rise of South Asia’s

Third Largest to Stardom by Syed Munir KNasru .....cooeeeeeeiiiiiiiiiiiiiieeieeeeeeees 92
Bangladesh's Upcoming LDC Graduation: Coping with

Anticipated Challenges by Mustafizur Rahman .......ccccccvvveviiiiiiiniiiin. 94
Beyond Graduation: Leveraging the Potential of

Regional Cooperation by Hernaikh Singh ... 98
Nepal's Graduation Challenges and Way Forward by Arjun Kumar Karki......... 100
Perspectives from the Development Partners............. 103
Perspectives on Nepal's LDC graduation: Building Capacity and

Productivity by Arnaud CauChois .......oovvviiiiiiiieieeeiceeeee e 104
Nepali Economy in Transition by Faris Hadad-Zervos..........ccveeeeeeieeeeiiiinnnnns 106
What Does LDC Graduation Mean for Official Development Assistance?

By Benjamin Zeithlyn, Heidi Tavakoli and Pippa Bird........ccccceveeeieiiinn. 108
The Graduation Roadmap - Building Nepal's Trade Capacity and

External Competitiveness by JaSON SEUC .....uuuuiiiiiiiieeeiiiiiiiiiee e 110
Nepal and the International Monetary Fund: The Extended Credit Facility

by Teresa Daban SANCREZ . ...coeeeieieiii e 112
Prospects of Graduation ..., 115
Prospective Plan for Transformed Nepal: Making Vision 2030 a Reality

by Mohan Bas Mananahar ... e 116
Resource Mabilization Issues for Sustainable LDC Graduation

DY Paras KNArel ..oooooiieee e 118
Impact of Graduation on Nepal's Pharmaceutical Industry

DY Prativa Pandey......cooooiiiii 120
Achieving Graduation with Effective Energy Planning in Nepal

DY SUMAN BaSNET oo 124
Beyond Graduation ... 127
Making Progress on Sustainable Development by Kul Chandra Gautam.......... 128
Special SECtioN ENANOTES ..oiiiieiiiee e 138

NEFPORT ISSUE 50 - SEPT 2022




Views from
the Region



By Mustafizur Rahman

Distinguished Fellow at the
Centre for Policy Dialogue (CPD)

66

Bangladesh has been
among the very few
LDCs which was able
to take significant
advantage of the
international support
measures (ISMs) that
have been put in place
to favour the LDCs.
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‘JOCKING NEPAL'S ECONOMIC ANALYSIS

Bangladesh’s Upcoming
LDC Graduation: Coping
with Anticipated
Challenges

Context and Backdrop

With the adoption of the UN General Assembly resolution of 24 November
2021, Bangladesh, alongwith Nepaland Lao People’s Democratic Republic,
has been set on track to graduate from the LDCs in 2026. Another LDC in
South Asia, Bhutan, is scheduled to graduate even earlier, in 2023. For
Bangladesh, without a doubt, graduation is an important milestone in its
post-independence development journey; after five decades as an LDC,
it will be leaving the group and embarking on a new lap of a journey in
the third decade of the 21st century. Among the 16 LDCs which are slated
for graduation, Bangladesh is the only one that has been eligible in terms
of all three graduation criteria. This reflects the impressive success
of the Bangladesh economy in fulfilling the various socio-economic
indicators captured in the three LDC graduation criteria. Bangladesh
has been among the very few LDCs which was able to take significant
advantage of the International Support Measures (ISMs) that have been
put in place to favour the LDCs. Consequently, addressing the losses of
these ISMs emerging from graduation is also relatively more challenging
for Bangladesh. The task before the country is to build on its formidable
strengths to be able to move towards sustainable graduation.

The Challenges of Graduation

There are several considerations that all graduating LDCs ought to take
into cognizance. It needs to be recognized that the graduation criteria
do not capture many of the underlying structural weaknesses afflicting
the LDCs - weak industrial base, low skill endowment, low productivity
of capital and labour, low penetration of digital economy, and 4IR along
with many others. As is the case, Bangladesh and the other graduating
LDCs are to make this transition under the long shadow of the pandemic
which has exacerbated the already existing vulnerabilities. It is important
to note, that the graduation criteria are fixed as average numbers which
conceal a large degree of inequalities across the various indicators of
graduation. The challenge here is two-fold - to make graduation both
sustainable and inclusive. It will also be pertinent to recall here that the
thresholds for two of the three graduation criteria - Human Assets Index
(HAI) and Environmental Vulnerability Index (EVI) - were fixed at 66 and
above and 32 and below, respectively, in 2012. Indeed, this is a major
reason why so many LDCs have become eligible to graduate in one go
(previously the thresholds for these two indices were moving numbers).

As may be noted, there are 189 special and differential treatment (S&DT)
provisions in the 16 Key WTO agreements for developing countries and
LDCs, 25 of these are LDC-specific. The benefits accruing from the LDC-
specific S&DT provisions will no longer be available to an LDC once it
graduates from the group.

The challenges facing Bangladesh given the upcoming LDC graduation
are manifold. The loss of ISMs will have implications for Bangladesh
concerning both the domestic policy space and the global policy space. -
inareas of compliance requirements asregards various WTO Agreements
and disciplines (more stringent), policy flexibility (less policy space



requiring reforms), market access (significant preference
erosion), and dealings with international partners (less
based on non-reciprocity and more based on reciprocity).

For Bangladesh, the loss of ISMs will be most acutely
felt in the form of loss of preferential market access for
its products under the various GSP schemes notified
to the WTO. As is well-known, more than four-fifths of
Bangladesh’s export earnings come from readymade
garments (RMG). Given that the most favoured nation
(MFN)tariffs tend to be high on textiles and garments(e.qg.,
MFN tariffs on garments items are about 12.0% in the EU),
loss of preferential market access will have a significant
impact on the export competitiveness of Bangladesh's
RMG products. According to estimates carried out by the
WTO Secretariat, of the likely reduction in exports because
of the loss of preferential market access, for all graduating
LDCs, the share of Bangladesh’s potential export loss alone
could account for about 90%.

Bangladesh has been able to take prominent advantage
of the Trade-Related Aspects of Intellectual Property
Rights (TRIPS) waiver for pharmaceuticals - the country
has a strong pharmaceutical industry. It has benefitted
from flexibilities enjoyed by LDCs regarding subsidies, and
trade and tariff policies. It has also reaped benefits from
the financial support and aid for trade earmarked for the
LDCs. These LDC-specific ISMs will no longer be available
upon graduation.

For Bangladesh, an additional challenge is associated with
its middle-income graduation - the country has made the
transitionfromlowincome tolowermiddle-income country
status, according to the World Bank criteria, in 2015. This
will entail the rising cost of borrowing underpinned by a
shift from predominantly concessional loans to mostly
non-concessional borrowings.

As was noted, the dice have been cast, and now is the time
to take the necessary preparations to enable Bangladesh
to graduate out of the LDC group with momentum and
make graduation sustainable.

Addressing the Challenges of LDC Graduation

As far as Bangladesh is concerned, there is a growing
recognition that LDC graduation whilst opening new
opportunities will also entail formidable challenges for the
country.

Bangladesh is expecting that its credit rating will
improve due to graduation, which will help the country’s
position when the country proposed to raise funds from
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Bangladesh will need to
make adequate preparations
to access the potential of
emerging opportunities in
the global market, more
particularly, in the markets
of neighbourhood regions.
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international financial markets. The country is also hoping
that the new image and branding, as a non-LDC developing
country will help attract more FDI to the country.

The Government of Bangladesh(GoB)has taken many steps
in anticipation of graduation. The 8th Five-Year Plan(2021-
2025) has been designed to cater to the needs of smooth
graduation and graduation with momentum. A high-level
committee has been set up under the aegis of the Prime
Minister's Office to devise appropriate strategies to meet
the demands of a sustainable LDC graduation. Seven sub-
committees have been set up under this aegis along with
major stakeholders. These have been tasked to put forward
recommendations. However, the key challenge here is to
be able to take concrete stepstorealize the plans, policies,
and strategies.

Bangladesh will need to make adequate preparations
to access the potential of emerging opportunities in
the global market, more particularly, in the markets
of neighbourhood regions. Traditionally, Bangladesh's
trade relations, particularly exports, have been primarily
focused on North American and the EU markets. Regional
markets of South Asia, East Asia, and ASEAN account for
only about 12% of the country’s export. The development
of value chains and production networks with countries in
the region will be crucial going forward, both for product
diversification and market diversification. For this to
happen, Bangladesh will need to put in place logistics and
trade facilitation measures, establish a single window at
the border, ensure harmonization and standardization
of customs systems, procedures, and interoperability of
systems and sign mutual recognition agreements. The
technology embeddedness of its exports will need to be
raised.
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Indeed, Bangladesh will need to make a crucial transition
from preferential market access-driven competitiveness
to skills and productivity-driven competitiveness. For
this, triangulation of investment, transport, and trade
connectivity will be the key.

Bangladesh will have to bear the brunt of the rising cost
of borrowings, arising from the middle-income transition
at a time when the country will have to go for increasing
amounts of debt to meet the demands of investingin public
infrastructure and sustainable graduation. Middle-income
graduation will call for more effective use of foreign funds
and appropriate selection of projects, by ensuring good
value for money, so that the rates of return on investment
remain high.

It may be recalled that a proposal was floated at the WTO by
the LDCs for a transition period which would have allowed
the LDCs to enjoy the LDC-specific ISMs following their
graduation, for a specific period. This was proposed as a
support measure toward sustainable graduation. Indeed,
the LDCs have been calling for a new set of ISMs in support
of the graduating LDCs. However, regrettably, this proposal
failed to get the necessary traction at the recently held
12th WTO Ministerial Conference (June 2022) in Geneva.
Nonetheless, graduating LDCs will need to pursue this
agenda in all earnest. Bangladesh, as a leading LDC, must
be proactively engaged in this effort, particularly in the
run-up to the WTO-MC13 which is to be held in about two
years. As may be recalled, the EU has indicated that it
will extend the LDC-specific GSP scheme (the everything
but arms initiative - EBA) for an additional 3 years beyond
the graduation timeline. Graduating LOCs should explore
whether other developed and developing countries are
agreeable to supporting the graduating LDCs through
this type of extension of timelines for preferential market
access schemes.

DOCKING NEPAL'S ECONOMIC ANALYSIS

There is a heightened need to strengthen domestic
institutional capacities to deal with the stringent
compliance requirements following graduation in labour,
gender, environment, human rights, and governance-
related areas. Such demands are set to rise when
Bangladesh graduates fromanon-LDC developing country.

Bangladesh will need to strengthen its negotiating
capacities since as part of its graduation strategy it will
need to start discussions to sign free trade agreements
(FTAs) and comprehensive economic partnership
agreements (CEPAs) with neighbouring countries and
regional groupings. Negotiations will require evidence-
based, rigorous research to identify the offensive and
defensive interests of Bangladesh and prepare the offer
lists and request lists for preferential treatment. Capacity
building in relevant areas will be critically important -
since, as is said, in such discussions countries do not get
what they deserve but what they negotiate.

Concluding Remarks

Bangladesh's LOC graduation is widely seen in the country
as a recognition of its impressive achievements over the
years in terms of key socio-economic indicators. In going
forward, the country will have to undertake the necessary
homework to prepare for sustainable graduation. Three
identities will need to inform Bangladesh's actions and
initiatives in this backdrop - (i) as an LDC, by making the
best use of the ISMs that will continue to be available
till the graduation timeline; (ii) as a graduating LDC, by
pursuing the cause of a time-bound new set of ISMs for
countries which are slated for graduation; and (iii) as a
future (non-LDC) developing country, by undertaking the
necessary preparations because of the journey that lie
ahead following graduation out of the group of LDCs.






