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also failed to absorb the growing population displaced in the agricultural sector. Most disappointing is the
performance of the government owned corporations which have imposed heavy financial burden on
government resources.

Another major problem Nepal has been facing is the continuous deterioration in the environment.
Past development policies and programs did not pay adequate attention to address the environmental issues.
Indeed, some of the aid financed projects contributed to the degradation of the environment in a twofold
manner. Firstly, major road and hydro projects did not include the environmental component. Some of the
projects have caused serious environmental damage in terms of erosion and the degradation of the upstream
land unit. The second adverse effect is the use of roads for illegal clearing and smuggling of timber. Until
the last days of the panchayat system, illegal timber trade was one of the highly criticized corruption issues
in Nepal. Higher growth rates in population is one of the causes of the environmental degradation, but the
failure of aid generated benefits to trickle down to the rural population is also another major cause. Any
supplementary cash incomes could have put less pressure on forest resource and marginal lands.

The use of aid is also growing in social service sector such as education, health, drinking water etc.
But the growing dependence on aid for sectors such as education, health and drinking water has not been
effective in eradicating poverty and illiteracy from the country. Over the years, there is positive change in
life expectancy, decline in mortality rates, and drop in the rate of illiteracy as compared with the pre-
panchayat period. But these declining indicators are still highest as compared with other developing
counties. There are serious gaps between children and women on the one hand and men on the other
regarding mortality, under nutrition and health status.

Three major reasons can be pointed out to the inefficiency of aid in generating conditions for self-
sustaining economy. Firstly, political and institutional factors have been responsible for the lack of
satisfactory progress in aid performance. After the dissolution of the democratically elected government by
King Mahendra in December 1960, the main purpose of those who worked for the partyless panchayati
regime was to retain the system and thus fulfill their own interests. Many vested interest groups who joined
the system saw foreign aid as a means of making money and holding political power. There was what the
Minister of Finance of the interim government said, the "aid mentality” in government where the leaders
felt proud in asking for more aid and leading the country towards greater aid-dependence as & resuit of
increasing aid inflows and/or in the productive capacity of the economy30. The panchayat system became a
means for exploiting the treasury for personal gains.. Millions of national funds were misused by ministers,
members of the Rastriya panchayat and Panchayat Policy and Evaluation Committee, high officers of
constitutional bodies, secretaries and special class officers. The misuses of funds ranged from direct
withdrawal of money, facilities of foreign exchange and tariff rebate. In a report prepared by the Ministry of
Finance of the Interim government it is reported that, "gross misuse has resulted in the name of political
mobilization, while massive malpractices and "commission-cracy" have been involved in the utilization of
foreign assistance. Malpractices in the selection of contractors and other similar cases have led to delays in
the operation, as well as increased spending of development projects, which could then cause technical
difficulties leading to losses for the country” 31, Aid helped achieve this goal as the representatives of the
donor countries who resided in Nepal had to gain favorable response from the Nepali government. No less
important was their interests in Nepal as this would mean secure jobs and higher income, higher status and
higher savings.

Secondly, aid created false expectations and sapped local initiatives. The implementation of various
rural development projects in the late 1970s and early 1980s made the use of aid known, even among the
rural population, Later in the late 1980s, the members of the National Panchayat were provided with some
fund for local development which was grossly misused. All of these created a very bad impression in the
minds of the rural population, It is a popular belief among the rural population that development project
means funds which is largely shared among the rural elites, government officials and educated people. It has
become extremely difficult to mobilize the rural population for voluntary work for community development
Not only did the easy aid money distort the thinking of the rural population, and substituted for voluntary
or for honest work, but people did not care much about the sustainability of the project. after the aid was
terminated. Most of the projects have failed to deliver benefits for even a short period of time. once project
cycle was over. In many parts of the country, the aid- created community development projects have either
disappeared or have become abandoned due to lack of interest on the part of the local people.
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And finally, aid promoted the interests of the elites. It is stated that " in fact the influx of such (in
this case US assistance) outside resources into those countries where economic control is concentrated in the
hands of a few bolsters the local, national and international elites whose stranglehold over land and other
productive resources generates poverty and hunger in the first place. Instead of helping, we hurt the

dispossessed majority” 32, This is also the case of Nepal. As mentioned earlier aid is an instrument to
protect the interest of elites in both donor and recipient countries. In donor countries, there are lobby groups
and organizations with strong cultural, political and economic interests in recipient countries. Since Nepal
has been one of the countries that is more agreeable to accepting aid conditionalities as compared with India
and where aid activities are more transparent, there is no dearth of people and institutions in donor countries
who would like to undertake some aid activitics. Besides, monetary interests, most of the aid workers and
institutions have other interests as well,

The important question now is can Nepal sustain economically without foreign aid ? If the answer
is no, then what can Nepal do to increase aid effectiveness ?. So far as the need for aid is concerned, the
Nepali Congress government the members of which were critical of the growing dependence on aid are
seeking greater financial resources for implementing the government's development policies, Interestingly,
aid financed on average about 57 percent of the development expenditures between 1990-1991 and 1991-
1992, Foreign aid is expected to finance about 69 percent of the total development expenditures in the fiscal
year 1992-1993, Similarly, the eighth five year plan {1992-1997) has a target of raising Rs. 74 billion to
finance the development expenditures of Rs, 114 billion.

This means that Nepal's reliance on foreign aid is not going to be reduced in the foreseeable future.
The current economic situation is such that even the created capacities can not be operated without further
aid. The provision for maintenance cost for certain aid financed project (such as roads) is massive, which
will only cause shortage of resources for the new government. But so far as the question of aid effectiveness
is measured in terms of growth of output, savings and investment, distribution of national income is as
important as growth, The government must set a timne frame after which the dependence on aid should be
gradually reduced.

Nepal must avoid the trend to look for aid for every project, program, and sector, The challenges
that are faced by both donors and Nepal are, what are the most desirable development activities that should
receive priority in aid financing; how to economically and effectively absorb the allocated amount of aid;
and how to sustain (both financially and environmentally) the aid financed development activities. The new
government must address adequately the environmental issues at the early stage of formulating road building
and hamessing of water resource projects.

The answer {0 the first question is that it is about time that government makes proper project
reviews with respect to the utility and sustainability of the projects. This will provide us with some ideas
as 1o why certain types of projects/programs failed 7 As stated earlier, democracy in Nepal has added one
strong variable in development. This means sustaining democracy will be the first and foremost priority of
the government and the people. It must be emphasized that there is a two way relationships between
democracy and development if democracy fosters development, development sustains democracy. But both
democracy and development are meaningless if we exclude the majority of the population. The government
should encourage local leadership to mobilize people and resources and identify the development activities
that could be launched on their own initiative. This can be done by delegating the planning tasks at the
district level and by upgrading their knowledge and skill base. The government should examine how much
of the local development initiative could be supported domestically, Only after assessing the three aspects of
the development aid should the government ask for external aid, Foreign aid may not support every such
activity but may complement by creating necessary linkage projects such as road, communication,
institution building, mini hydro projects and any such industrial projects that have the scope of sustaining
over time both financiallty and environmentally,

Lack of absorptive capacity of the economy is one of the serious problems related to aid. In a
general sense, absorptive capacity is defined in terms of capacity of an economy to move and expand on a
self-sustaining basis. But the capacity to use the given resources productively is constrained by
technological, administrative and institutional factors. Nepal's ability to implement and carry out projects
and maintain interlinkages with one another has been limited. This is also evident in the commitment and
disbursement gaps in aid allocations ( the average aid utilization has been about 42 percent between 1976
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and 1989), The absorptive capacity will remain a major challenge in the years ahead as large percentage of
development expenditure is committed to rural development, Another factor is the decentralized approach to
local development. Efforts should be made to enhance the technical and administrative skills of local
development. It is also necessary that projects/programs are such that that utilize locally available resources
and factor inputs. In designing the project, the social aspects of projects must be conceived, i.e., the social
environment, the social structure of the population, local political milieu etc.

Sustaining development activities is a major challenge not only with respect to aid but with the
use of all scarce resources. Aid funded projects and programs should be financially as well as
environmentally sustainable. In designing projects and programs that need to be financed through external
resources, the government should prioritize those projects and programs that will in the medium or long
term should generate some revenues. And as the thrust of the new government's development policy is rural
development, the government can identify investments, in other words, projects/programs at four levels,
village, district, regional and national. Development activities mainly the socio-economic overhead type of
investment at the village level such as roads, rural hydre, telecommunication, irrigation, postal services etc,
which have the scope of generating some tariffs through pricing mechanisms should be identified for
external aid financing, The government, the Iocal and the central, should invest in education, health, rural
industrial development, banking and finance, drinking water and other social activities. These two-tier type
investment activities should be interlinked by way of identifying their internal and external linkages,
Similarly, districts within a development region should be linked by way of transport and communication,
and electrification. This is essential for the economy of scale as well as creating backward and forward
linkages. The capital intensive and socio-economic overheads types of investment should be prioritized for
aid financing, Past govemment did not consider environmental consequences of the large scale projects
financed through aid. It must be realized that Nepal has reached a critical point in terms of degradation of the
environment. Projects and programs that have disastrous environmental consequences should be discarded
even if they have high financial benefits and are preferred by the donor agencies. The government should
minimize the adverse effects of aid visibility because in the past aid has created high as well as unrealistic
expectations among the people. Maximum participation of the people from the early stage on and
mobilization of local efforts and resources could help minimize the aid generated hopes.
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Environmental Considerations in Economic Development:
An Agenda for Biodiversity Conservation in the Asia-Pacific Region

Hemanta R. Mishra

INTRODUCTION

Political wags credit former President George Bush with making "biodiversity" the buzz word of
the ninetics. When the President of the United States refused to sign the Convention on Conservation of
Biological Diversity, at the United Nations Conference on Environment and Development in Rio de Janeiro
in June 1992, he caught the interest of 9000 journalists and thereby ensured maximum publicity
throughout the world for the debate over biodiversity. The United States was the only nation in the
industrial world to dismiss the international treaty, a covenant signed by more than 153 countries.

The United Nations Conference on Environment and Development popularly known as
UNCED,{or the Earth Summit) was an unprecedented event in the history of mankind. The 35,000
participants that gathered to address the health of the planet included kings, presidents and prime ministers;
and those twelve days of Summit meetings intensified global interest in biodiversity conservation.

It is paradoxical that only five years previously, the term biological diversity (biodiversity) was
omitted from the U.N's own Commission on the Environment and Development, the Brunidland Report
(WCED 1987). In contrast, Agenda 21, the outcome of the Earth Summit, emphasizes the necessity to
conserve biodiversity in order to sustain economic growth.

Since the Summit in Rio, biodiversity conservation has enlivened the forums of academic and
development agencies. Topics that stimulate discussion are the number and distribution of species, gene
pools and genetic diversity, ecosystems and habitats, and "ex-situ" and "in-situ" conservation practices.
But, few seem to realize that the constraints that caused the United States to reject the Biodiversity
Convention are a political reality. A reality that is based not on biology but politics; and in this case, an
example where ecologists failed to rebut the fears of economists and the biomedical industry, Such a
dynarnic is not restricted to the United States; it is common in the Asia-Pacific region and elsewhere. In
the real world, the threats to biodiversity arise not from lack of ecological data, but from failure to grasp the
social, cultural, economical, political and bureaucratic constraints that undermine nature conservation
programs (Mishra 1982; McNeely and Pitt 1985; Wemrner and others 1987, Machlis 1992).

Genes, Spices and Ecosystems

Biodiversity encompasses all of the assorted plants, animals and micro-organisms—and their
vibrant ecological systems. It generally is categorized at three distinct levels: genes, species and ecosystems
(McNeely and others 1990). Genetic diversity refers to the total genetic information in the genes of
individual species. Species diversity alludes to the assortment of living organisms. Ecosystem diversity
integrates the vast mosaic of habitats and biotic communities with the ecological processes.

The statistics on species diversity is, at best, vague (May 1992). Estimates of the number of
species range from 2 million to 100 million, of which 1.5 million have names and only a few of those
have been uséd for economic returns (Reid, 1991), Furthermore, it is estimated that 5 to 10 percent of the
earth's species have become extinct every decade in this century (Reid and Miller 1989).

Ecology, Economics and Ethics
The rationale for conserving biodiversity to benefit humankind is described extensively in print
(Ehrlich and Ehrlich 1981; Wilson 1988; Hoyt 1988; Myers 1988; Reid and Miller 1989; Mittermeier and

Werner 1990; Reid 1991; Braatz ;and others 1992), Direct economic benefits stem from the use of
biological resources for food, medicines, industrial raw materials and tourism (Ehtlich and Wilson 1991;
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McNeely 1988; de Beer and McDermott 1989; Brandon 1993). Indirect services 1o humanity include
keeping the air and water clean, recycling nutrients, and creating soils (Braatz and others 1992; Ehrlich and
Wilson 1991; McNeely 1988). Protection of wild relatives of plants and animals, mostly located in
developing countries, is considered critical to pharmaceutical and agro-based industries and to ensuring
global food supplies o industrial countries (Abramovitz 1991).

Protected areas such as national parks and wildlife reserves have a long history in South and South
East Asia. In 252 BC, Emperor Ashoka of India promulgated the first legal provisions for the protection of
forests, fish and wild animals. This practice of establishing sites as sanctuaries for biodiversity
conservation or even for exclusive hunting reserves has continued to the modern days (Gadgil 1989).

The first nature reserve in Indonesia was established in 648 AD, by a decree of the King of
Srivijaya. Babar the first Mogul Emperor of India hunted rhinos in a special reserve in the flood plains of
the Punjab, Nepal's Royal Chitwan National Park was first established as a "Shikar" (hunting) reserve, like
the Ujung Kulon in Java and the Ranthanbore in India.

Most of the domestication of plants and animals was pioneered here in the Asia Pacific region. The
region was enriched with many ancient cities, irrigation schemes and farming techniques—some of which
are used even today, A few national parks and protected areas surround ruins of these ancient civilizations;
Ranthambore in India, Wilpattu in Sri Lanka, and Angkor Wat in Cambodia are three prominent examples
(TUCN 1993). New archaeological and religious sites are being discovered in most biodiversity reserves, for
instance, in Nepal's Royal Chitwan National Park,

Civilizations have come and gone; thousands of local cultures have evolved and devised methods to
manage their resources and bring sustainable benefits to the community, Examples of traditional
conservation measures include the sacred forests in India, the community forest protection measures of the
Sherpas in Nepal, and hunting rituals in Burma, Thailand and Indonesia; and common throughout the region
is a belief in the mythical relationship between humans and plants and animals (McNeely and Wachtel
1991).

The Socio-Economic Scene

The region is the home of the largest segment of the poorest people on earth, More than 50
percent of the human race dwell in Asia, yet it contains only 13 percent of the land. Population growth is
the highest on earth, with 60 million people added annually. Consequently, 67 percent of the natural
habitat has been lost as the human population has doubled over the past thirty vears (Braatz and others
1992; TUCN 1993). Yet, the economic growth in the region—particularly in China, Indonesia, Malaysia
and Thailand—has been phenomenal.

Goodland (1991) provided a compelling justification for biodiversity conservation on ethical and
aesthetic grounds, He points out that many species of plants and animals are an integral part of the human
culture and inspire spiritual development in humanity; an observation aptly applicable to the Asian scene.
Here, the demarcation where nature ends and human activities begin is blurred, at best, and is only a
perception of time.

THE ASIA-PACIFIC REGION
Bio-geographical Resources

The Asia-Pacific region is marked by an ecological panorama unparalleled elsewhere on earth, It
encompasses both the deepest sea and the highest mountains in the world, and within its ranges are-the
second largest rain forest completed on earth and more than half of the world's coral reefs. It spans three of

the eight biological provinces on earth (Udvardy 1975), stretching from Pakistan to Kiribati. This includes
China, which straddles two realms, the Palearctic and the Indo-Malayan. Four countries in the region—
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China, India, Indonesia and Malaysia—are among the group of twelve "megadiversity’ countries, with 60
percent of the world's species (Mittermeier and Werner 1990).

The islands of Indonesia, dispersed across the Indo-Malayan and the Oceanic realms, have more
species of plants, and birds than the whole of Africa. Thousands of species are endemic not only to the
region’s large countries, China and India, but are also reported for the small kingdoms of Nepal and Bhutan
(Braatz and others 1992). The water bodies of both the Indian and the Pacific Oceans have the world's
largest varieties of aquatic species, a vital source of food for humans. In addition, the coastal areas provide
economic returns through burgeoning tourist trades.

People, Parks and Culture: A Historical Overview

People and nature have coexisted in the Asia-Pacific regions for ages. Humans have occupied the
region for hundreds of thousands of years, often playing an important role in modifying ecosystems-—many
that are considered "natural’ habitats today.

The local economies that were once self contained have become a part of the global marketpiace.
Governments have exploited natural resources to pay for development costs; and new roads, infrastructure
and settlements have opened up remote areas to human intrusion. Currently, it is estimated that economical
gains have not been adequate to compensate for the ecological costs. Local people not only have lost their
cultural heritage but also autonomy over their own natural resources. For example, in Thailand commercial
fisheries have all but wiped out the traditional techniques that were sustainable; and in the Philippines,
Indonesia and India, logging threatens the land from erosion and other adverse impacts.

As resources diminish, conflicts brew between local people and central governments; between
modern land use concepts and traditional forms of land and resource use; and between ecologists and
developers. In some cases this has triggered violence and bloodshed. In Assam, India, the Bodos have
killed a dozen government staff; they claim rights to their ancestral domain and believe it has been exploited
by the unilateral decisions of the central government (Dang 1991)). Similarly, the indigenous people of
Mt, Apo in the Philippines have taken a blood oath against a project to tap geothermal energy. These
conflicts not only threaten the fabric of society but also endanger the resource base needed to sustain
economic development,

CURRENT STATUS OF CONSERVATION
Ecology, Economics and Politics

Armchair ecologists often amplify the size and shape of protected areas, numbers and distribution
of species to optimize Biodiversity conservation. Yet, the systems in Asia grew in an ad hoc fashion, with
a focus on remote areas They were built on hunting or forest reserves created by the local rulers or colonial
administrators. They were the result of canny compromises between various interest groups, with
economics and politics being paramount factors. Some, such as the Annapurna Conservation Area in
Nepal, were created for maximizing economic growth from sustainable tourism. Most of the protected areas
were created by negotiations between bureaucrats, politicians and wildlife lobbyists in capital cities and
rarely at the rural community level (Mishra and others 1992). Thus, as the system for creating these parks
neither consulted nor involved the indigenous communities, it has, inherently, induced conflicts between
biodiversity conservation and human needs.

Conflicts of Conservation
Conflicts in biodiversity conservation stem from failures to understand the various human
perspectives. They sprout from lack of attempts to make biodiversity conservation economically

sustainable, socially acceptable and politically patatable—at the same time friction surface from three key
areas.

27




Conflicts with traditional land use practices

In North America less than 5 percent of the population produces enough food to feed the whole
country and have enough surplus left over to export. Here, intensive agriculture has left uncultivated large
tracts of land that are uneconomical for farming; here, people don't depend upon forest for fuel and fodder.
The picture is very different in Asia where two thirds of the people carve out their living from more than 75
percent of the land, and use wood for cooking and the forests for feeding the cattle.

Land use planners often suggest that marginal fand unsuitable for human use be designated as sites
for biodiversity conservation. This concept would wipe out most of the prime biodiversity sites,
particularly in the rain forests. In Asia the scarcity of land and the economic realities mean that most
pristine natural area could be used for farming or livestock development. The notion of setting aside land
for saving wild species of flora and fauna, then, inherently invites conflicts with indigenous communities
who have traditionally used forests for exploitation of forest produce, for hunting and grazing, and even for
shifting cultivation.

Conflicts over loss of crops, livestock and human life

More than a decade ago, Talbot (1979) pointed out that as conservation efforts become successful,
they often conflict with human interests. His predications proved correct in a few Asian national parks that
have been successful in reviving the population of many species. The increase in population of wildlife has
resulted in loss of crops, livestock and even human life. In Nepal's Royal Chitwan National Park, 30
percent of tiger kills are domestic cattle, and crop loss to ungulates is 60-90 percent of the total harvest
{Mishra and others 1992; Milton and Binney 1980; Jnawali 1989). In the last decade more than a dozen
people were killed by tigers, and every year from two to four people are gored by rhinoceroses in Nepal
(Mishra and others 1992). There are accounts of loss of human life and elephant damage to agriculture in
Indiz, Indonesia and Malaysia {Santiapillai and Jackson 1990; Seidensticker 1990},

People are not natural enemies of wildlife. Human killing, therefore, is an exceptional aspect of
animal behavior; but it is the ultimate expression of conflict between humans and wildlife, and it triggers
an emotional and psychological outburst against any fauna preservation programs.

Conflicts arising from legai provisions

Successful conservation programs need strong support from national legislation. These
regulations, however, often impose restrictive practices on rural communities that are not accustomed to
iaws that obstruct their way of life. The communities resent laws that impose penalties on free movement
in protected areas, and restrictions on hunting and fishing or collection of forest produce. Legislative
measures designed on inteliectual or aesthetic values of biodiverstiy conservation are meaningless o the
poar and hungry rural communities. The community views these laws as one more hardship imposed by
the central government and strive to overcome them as part of their struggle for survival, Trying not to get
canght while breaking the law outright or scheming to get around biodiversity laws through confrontation
or bribery is a nataral recourse for many indigenous people (Mishra 1982),

PRACTICAL PROCEDURES FOR PRESERVING BIODIVERSITY

A strategy paper on the conservation of biodiversity in the Asia-Pacific region (Braatz and others
1692) was developed by the Technical department of the World Bank Asia Region. It emphasizes the
necessity for (a) strengthening national parks and protected areas; (b) mesting the needs of the local people
by integrating conservation and development; (c) resources than men and thus have an intrinsic interest in
ensuring a steady supply of these resources. Yet, women are rarely entrusted with biodiversity conservation
works. The strategy paper emphasizes that one of the key elements of snccessful biodiversity conservation
programs is 1o involve women.
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Policy improvement

Many countries in the Asia-Pacific region have policies that provide incentives for natural resource
use that are in conflict with biodiversity conservation. There are examples of policies in Myanmar,
Thailand, Indonesia and the Philippines that promote exports, human resettlement and insecure land tenure
systems—at a high cost to biodiversity. Similarly, many current forestry policies regard forests as a source
of timber only, and ignore their role in providing clean air and clear water and in conserving soil and
moisture.

While forestry and agriculture provide clear examples of rational policies that have adverse impacts
on biodiversity, there are examples in other sectors. The construction of the East-West Highway through
the national forest in Nepal encouraged a large influx of illegal squatters, causing massive forest destruction.
Drives to increase fish exports in Thailand have resulted in over-fishing. Restrictions on the importation of
petroleum products have forced people in central Myanmar to substitute wood for kerosene (Braatz and
others 1992). Thus, designating sites for protected areas alone will not be sufficient unless the biodiversity
conservation program is integrated with the national economic development policies.

Mohilizing financial resources

The existing levels of government expenditures are inadequate to support the needed biodiversity
conservation programs, Most governments in Asia spend less than 0.1 percent of their national budgets for
biodiversity conservation in protected areas. International contributions through programs such as the
Global Environment Facility and inputs from other bilateral and multilateral agencies provide additional
funding.

Eco-tourism and nature tourism- or tourism

The travel trade is the world's largest industry, generating US$1.1 trillion and accounting for over
65 percent of the global GNP (Brandon 1993). The ecological spectrum the in the Asia-Pacific region that
ranges from world's highest mountains to its deepest seas, provides ideal sites for nature tourism. Eco-
tourism worldwide is expected to generate US$260 billion by 1996, of which Asia's share could amount to
a third. Tourist spending in Khao Yai national park in Thailand amounted to between US$3.8 million and
$7.8 million per year in the 1980s. This is three to seven fold higher than the amount (US$$100,000 -
$150,000) the Thai government spends on management. Nepal's Royal Chitwan and Sagarmatha (Mt.
Everest), India's Bharatpur and Kanha, and Indonesia's Ujon Kulong National Parks provide other sites that
are popular tourist destinations.

The Park entry fees or user fees collected from tourists can be used for funding biodiversity
conservation activities. Nepal's Annapurna Conservation Area Project (ACAP) clearly demonstrates that
protected area can be managed by NGOs and without any burden to the national treasury, ACAP generates
most of its funds by imposing a user fec (US$3 per person); and unlike the park entrance fees of
government-run national parks, the levy does not end up in the government treasury but flows directly to
the congervation area.

Debt-for-nature swap

The debt-for-nature swap is an innovate method of fund raising, in which a conservation
organization in an industrial country purchases, at a discount, debt of a developing country. The funds are
then redeemed in Iocal currency for exclusive use in conservation activities. About US$100 million have
been generated by this scheme in Latin America. It is doubtful if such scheme will work in Asia; most
countries have good monetary management and there is no market for discounted debt. The only exception
has been the Philippines, where the World Wildlife Fund agreed to acquire US$2 million of the country’s
foreign debt.
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Trust funds and endowments

Trust funds and endowments provide a long-term and sustainable source of funds for biodiversity
activities. With assurance of funds, biodiversity program managers can increase the efficiency of their
programs through training and recruitment of adequate staff (Wells 1991). USAID provided startup funds of
USS$ 500,000 for a trust fund in Sri Lanka, A trust fund has been established in Bhutan, using funds from
the Global Environment Facility. Trust funds are ideal to ensure fiscal sustainability for small developing
countries like Bhutan, Cambodia, Laos, Nepal and Sri Lanka.

DISCUSSION AND CONCLUSIONS

Veterans of the conservation movement in Asia recognize that poverty, population growth and
apathy are the main adversaries to conservation efforts-in the Asia-Pacific region. In addition, the disparate
interest of economic development, human needs, political goals, and bureaucratic inefficiency further
dissipate conservation efforts. A clarion call to action is indeed urgently needed, but it must ring clear
enough to marshall all of these scattered energy and enlist them in the campaign. This cannot he achieved
by promoting actions that disregard economic growth, but by actions that build economic growth solidly at
a level that the biological resources will sustain, The widespread ecological degradation and destruction in
Africa provides a harrowing reminder of what happens when economic development is attempted while
ignoring the limits of nature, This is the premise of the Earth Summit in Rio that culminated in the
signing of the unprecedented treaty on biodiversity conservation. But, the goals of the treaty cannot be
achieved by governments alone, whose resources are limited and where every sector clamors for preferential
treatment. Asian governments must welcome NGOs and the private sector, and view them not as
competitors but as partners in sustainable development.

Six decades ago, Aldo Leopold (1933) stressed the need to understand the relationship between wild
species and human interests, within the context of ecosystem interdependency, Though he focused on game
conservation in the United States, the outcome of the Earth Summit in Rio indicates that his ideas are
universally applicable.

The biodiversity strategy paper for the Asia-Pacific region addressed such issues. The paper urges
the adoption of a strategy that moves beyond shori-term projects that concentrate on single species or sites,
and prescribes practical measures for mobilizing resources and producing model long-term programs. It
points out further that emphasis should be given to promoting a symbiotic relationship between economic
development and conservation of biological resources, and to bringing about policy changes.
the themes of the strategy paper and the Earth Summit convention must be translated into action, however,
if their prescriptions are to result in renewed health for the rich biological resources on which any economic
development in the Asia-Pacific region will depend—now and in the future
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Government and Trade in Nepal:
With Special Reference to Apparels

Ashok R. Pandey

Trade as Vehicle for Economic Development:

"I'he role of international trade in economic development cannot be overemphasized for a country
like Nepal. Nepal's domestic market is small by any standard of comparison largely due to the small
population, low disposable income and market fragmentation arising from an undeveloped physical and
business infrastructure. The difficult terrain underserved by roads and other forms of transportation
seriousty impedes the flow of goods from one part of the country to the other. In addition, the mechanisms
for effective distribution of goods and services through channels of distribution such as wholesalers and
retailers are in a primitive stage.

In many respects some of the conditions prevailing in Nepal today are no different than those in
many East Asian countries during the carly stages of development. These East Asian economies of
Singapore, Hong Kong, Korea and Taiwan despite similar shortcomings effectively utilized international
trade to de facto enhance the size of their markets and production which in turn catapulted their economies
1o prosperity.

This article analyzes the policies of His Majesty's Government of Nepal ( HMG ) in the area of
trade. Trade requiring active Government involvement in Nepal is a recent phenomenon. Before the
decade of the 1980's the mainstay of exports out of Nepal to the Western world was jute and jute goods, but
with the coliapse of the international market for jute, the 1980's witnessed the rapid growth in exports of two
items namely apparel and Tibetan rugs.

The trend towards trade diversification both in products and destination for exports witnessed in
the 1980's can be expected to continue in the foreseeable future. Geographical diversification of trade in
apparels and Tibetan rugs in particular is to be expected sinice these are areas which require labour intensive
techniques and the low wages in Nepal should certainly assist in this endeavour.

Expansion of trade using cheap labour is not unique to Nepal. It is a characteristic pursued by all
developing countries. In the early stage of development even the highly successful Pacific Rim countries
like Hong Kong, Korea and Taiwan essentially followed strategies for growth utilizing the availability of

" cheap labour.

Government Policy and Trade:

World trade is getting increasingly complex and unlike the 1980's when artificial barriers such as
quotas diverted production to countries that otherwise might not have been competitive, the 1990's after
the Uruguay Round will perhaps witness a grudgingly more open environment. As a result Government
will need to be more active in formulating and implementing policies that impact trade positively rather than
proceeding with archaic policies that do not address the concerns of the real world,

The barriers to free trade for many items impose increasing burdens on national governments in
order to police the flow of trade. This is specially true for items like apparels where the internal
administration of national quotas compels the Government to assume an active role. In many cases in Nepal
the Government has however either been too active in direct intervention in trade or has accepted a more
passive stance even in areas calling for active participation. When the marketplace is left on its own with
little govemment involvement unhealthy distortions can develop requiring some intervention to smooth the
fiow of trade. This is particularly true in items and products that are governed by guotas.
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The formulation of realistic policies is not a simple task if approached judiciousiy and requires the
bureaucracy to fully comprehend the nitty gritty of the marketplace. Governments should not simplify this
stupendous task with universal applications of one set of rules and regulations to every sector of trade.
Rules and regulations that are introduced should in all respects recognize the inherent differences that exist
between the various sectors of trade. Each sector may require different sets of regulations and bureaucracy
would do well to recognize this differentiation, For example the requirements of the Tibetan rug trade
would be vastly different from the apparel trade because the latter is governed by guotas. In addition the
success of Tibetan rugs is in large part the result of weaving skills that are unique to Nepal and the
competitive environment is vastly different from those for apparels.

Government policy in Nepal in general has not been responsive to the requirements of business
in the areas of trade. The Government promulgates rules and regulations without involvement of the private
sector and the repercussions of such actions are never analyzed. Some representation from organizations
like the Garment Association or the Carpet Association exists to help Government formulate policies but
their inputs are frequently ignored in most deliberations. The people formulating pelicies are least
knowledgeable about the business itself and policies formulated as a result are often divorced from reality.

Rather than state in general terms, this paper analyzes Government policy in Nepal with specificity
in the context of apparel exports. The paper scrutinizes individual Government policies and examines each
policy to determine its impact on trade. It then moves further to determine what changes might be
recommended so that export sectors in future can face policies that address their most pressing concerns.
The appare] industry has been selected for the following reasons:

- It is a big export industry in Nepal being the second largest export industry after Tibetan rugs.

- It is an industry where rapid changes are taking place in the global market place both in the
consuming countries and the producing countries.

- It is a highly complicated field with wide complexities. Range of possibilities are enormous in
terms of fabric, designs, prints and sizes of apparels made.

- The global industry is intensely competitive as the skills can be easily learned, technology of
production is widely available, and raw material can be purchased from many sources.

If sound policies that address the changiﬁg"requirements of the apparet trade can be formulated,
and if the mechanisms necessary for such formulations can be established then it is conceivable that sound
policies for other sectors can also be established commensurate with the requirements of the individual
sectors.

The apparel trade in Nepal is essentially healthy at this stage with exports increasing annually by
25 %. This healthy growth has a tendency to mask some underlying problems that are emerging to the
forefront. Unless these problems are addressed today at the national level the probiems of the entire sector
would be magnified and manufacturers would be exposed 1o an inordinate amount of risk in future.

Worldwide Scenario in the Apparel Trade:

World apparel trade is largely dictated by QUOTAS. The presence or absence of quotas fora
country determines how guickly trade expands in apparels. Quotas limit the physical quantity of exports
and is usually applied by category ( see Appendix 1). Bach category of goods is given a national restraint
Jevel which cannot be exceeded under any circumstance. The quota policy of the recipient countries does
not limit the value of exports in any way but sets numerical limits which are rigidly enforced without
exception. Once numerical limits are reached in particular categories under quota, the only recourse
availabie to enhance the value of exports is through quality enhancement which results in higher prices per
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unit of goods exported,

Important developments are progressing on all aspects of the market, in the import market of the
United States, among the apparel exporting nations themselves and within the market of the individual
exporting nations as well:

In the import market of the USA the following developments are progressing rapidly:

- Retailers are now beginning to order closer to the sefling season and faster response is a pressing
imperative.

- Financial squeeze on retailers is passed further down the line to producers in the form of lower
prices.

- Wholesalers which are the largest group defined as " buyers " have become increasingly cost
conscious and are exploring alternative sources of production to meet cost objectives. As a group
these buyers are moving out of Hong Kong, Taiwan, Korea and Singapore except for those buyers
who specialize in higher quality apparels.

On the production side of the equation there are even more radical changes occurring in the
developing world.

- The four tigers namely Hong Kong, Korea, Taiwan, and Singapore are getting increasingly priced
out and are moving to high quality production, and are also competing on the basis of rapid
response. They are also beneficiaries of large quota allotments,

- New sources of production are emerging in Africa and Central America so there is no dearth of
low wage countries,

- These developments are leaving countries like Nepal competing with other low wage countries
rather than competing with producers in the high wage countries.

- Accessories and fabric are beginning to move between countries more readily and countries with
liberal import policies are benefitting the most from this trend.

- ~ Within the exporting countries themselves, individual factories are beginning to specialize in
specific categories of production in an effort to reduce costs and improve quality.

Nepal as a producing country cannot be oblivious to these emerging trends and must be vigilant
in these developments since Nepal is not a low cost producer even in the South Asian Region.
Bangladesh and India are more competitive than Nepal.

Nepalese producers incur heavy expenses in importing fabric and accessories, and being
landlocked the increased cost of transporting finished goods adds to the burden. In addition most of the
workers in Nepal are from India and demand higher wages for work in Nepal. Moreover the " stop and
start” nature of our orders necessitates inefficient production methods ¢ Batch Process ) which are more
expensive than those employed in Bangladesh ( Assembly Line ),

Based on the above discussion it should be noted that there is a need to plan for contingencies
specially in view of cost pressures faced by buyers. It is imperative to incorporate policies that assist
garment producers to move to the assembly line system to reduce production costs. In addition, it is
Tecessary to encourage new buyers to come into the country to initiate production of items that are produced
regularly throughout the year which would help in moving to an assembly line system. Training of local
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workers specially women who may be better suited to this work would gradually but ine\;itably remove the
" premium wages " of Indian workers and make Nepal more competitive. Finally, the use of consolidators
for shipping finished goods would assist in providing better rates for shipment of finished goods out of
Nepal.

Industry Structure in Nepal:

Nepal's apparel industry was started as a quota haven for the Indian apparel trade when quotas were
imposed on India by the US Government. It continues to function as an extension of the apparel industry
in India. This phenomenon is not unique in anyway as the appare] industry in Bangladesh was started by
Koreans for the same reason and Chinese businessmen from Hong Kong propelled the phenomenal growth
in China.

When Koreans came to Bangladesh or HK Chinese went 1o China, both these countries were facing
quota shortages in a wide range of categories. The net result was the quota havens started producing in huge
quantities items that were facing guota problems in Korea and HK respectively. Because India had fewer
items under quotas and fewer items of production for exports, Nepal's production is limited in scope
compared to those of Bangladesh or China,

The overwhelming presence of Indian businessmen in the apparel trade in Nepal has had its
advantages and disadvantages. The Indian businessmen established Nepal in the appare] map of the world.
Without their initiation Nepal may not have been able to break into the trade as guickly as it did. However,
their overwhelming presence has created quota difficulties as Nepal is viewed as an integral part of the
Indian apparel trade by the US Government which has often viewed quota allocations 1o Nepal as de facto
quota allocation to India and quotas have been imposed at very low levels even when compared to countries
like Bangladesh and Sri Lanka,

Nepal's apparel production facilities are small by comparison with those of India and Bangladesh,
In 1992 there were approximately 90 production units in Nepal. Unless these units go into production of
non - quota items there is lttle hope for survival of these smaller units. Unfortunately the only channel of
distribution by and large is through Indian agents of US firms. These agents are inclined to place orders in
India before they place them in Nepal. For this reason it is unlikely that a sizable quantity of non - quota
production will be available in Nepal unless new channels of distribution are opened through buyers directly
in the USA.

On the buyers side however the scenario is opposite to what we witnessed with the producers. Two
or three buyers provide a big chunk of the orders specially in the worldwide quota shortage areas of 340
(men's shirt ) and 347/348 ( men & women's trouser & shorts). The manufacturers are allocated the quotas
but since their ability to produce and export are totally dependent in procuring orders from these small group
of buyers, it is the buyers that have effective control of the quotas.
These buyers bring in the trims and accessories and the fabric from their sources in India and get the
production completed in Nepal. Some effort has been made by afew of the more enterprising business
people to source fabric, and procure orders directly from US buyers but this effort is still minuscule by
compatison. The inability to source fabric as per buyer requirement increases the dependence of these
manufacturers on these Indian sources for orders.

The limited channel of distribution coupled with the inability to source fabric and accessories and
the resulting lack of knowledge of market conditions in the USA has Ieft entrepreneurs with a myopic
perspective on the appare] business. The manufacturers are reluctant to commit funds for investment for
fear that business may dry up any time. As a result even basic equipment that is widely utilized in
Bangladesh is not available in Nepal.

The presence of a limited number of buyers makes the whole operation inherently risky, Many
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