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EXECUTIVE SUMMARY

According to IMF’s World Economic Outlook (April 2017), global growth and output
is projected to rise from 3.1% in 2016 to 3.5% in 2017; and 3.6% in 2018, though
binding structural impediments are confirming to hold back a stronger recovery. The
empirical studies carried out during 1990s till to date confirm a close relationship
between trade and economic growth; though this relationship is greatly affected by the
levels of economic development. In recent studies the linkages between trade
structure, free trade agreements/regional trade agreements and economic growth have
been clearly established among 66 countries by using dynamic panel estimation for
the data for the period 1991-2004. Trade structure variables show strong evidence of
positive growth. Further, the study also reveals that FDI/trade is a relevant trade

structure variable in explaining growth'. The study analyses the existing and ongoing

Table 1: IORA Snapshot:1990-2016

Year Populationasa | GDPasa Imports as | Exports as | FDI Inflows | FDI Trade
% of World % of a % of a % of asa % of Outflows as | Openness of
Population World World World World FDI | a % of IORA (% of
GDP Imports Exports Inflows World FDI | GDP)
Outflows
1990 26.5 5.6 7.8 7.7 14.6 4.8 43.0
1997 29.0 6.4 9.5 9.4 12.3 5.2 54.0
2000 29.5 5.5 8.3 9.5 3.7 1.1 64.0
2005 29.2 6.6 9.4 9.9 54 -1.0 67.0
2008 29.3 7.5 10.5 13.9 10.8 5.6 73.0
2009 29.4 16.0 10.8 11.2 11.8 7.6 29.0
2010 30.3 9.3 11.5 11.9 16.0 7.2 59.0
2014 30.3 9.1 11.8 12.0 21.7 9.1 64.0
2016 30.9 8.7 11.2 11.4 14.4 43 55.0

dialogues on bilateral trade and investment related agreements in IORA in reference
to economic growth, socio-economic and demographic conditions, trade performance,

trade flows, and FDI flows in IORA.

The GDP growth rates in IORA have been more than average global growth rates
during the period 1997-2007. There has been robust growth in GDP, exports, imports
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and FDIs despite disparities at sub regional level. After the global financial crisis, the
growth of GDP, trade and investment has been subdued. The following snapshot in

IORA reveals its dynamic character as revealed by Table 1 and Figure 1.

Figure 1: Population, GDP, exports, imports, FDIs inflow and FDIs outflow and
trade openness in IORA

80.0
70.0 — Population as a % of World
Population
60.0 == GDP as a % of World GDP
50.0
== |mports as a % of World
40.0 7 Imports
30.0 Exports as a % of World
- Exports
A
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100 - FDI Inflows
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0.0 T T G T T T T 1 World FDI Outflows
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-10.0

! Chan-Hyun Sohu and Hongshik lee, trade structure, FTA and economic growth, Review of
Development Economics 143, page 683-698, 2010

The study was mandated by the Committee of Senior Officials (CSO) in its meeting held in
Mauritius in 28-29 May 2015. The Chair in Indian Ocean Studies in collaboration with the
Secretariat of IORA was given the responsibility of preparing Trade and Investment related
agreements matrix for [IORA. According to the terms and conditions (TOR) duly approved by
the Member States of IORA, the study constructed trade and investment flows matrix for
Member States as well as IORA as a whole. The trade performance of Member States of
IORA in terms of export growth, export shares, import growth, import shares, composition of
exports and imports, export concentration indices, export diversification indices, structure of
exports, structure of imports, as well as calculation of net-foreign capital flows, has been
analyzed for the period 1990 —2016.

The study consists of eight chapters. The first chapter deals with an overview of IORA in a
global perspective. In this chapter we have analyzed real GDP, balance of current and
consumer price indices for the Member States of IORA, including Dialogue Partners for the
period 1998 — 2021 including the projections.

The second chapter entitled ‘Demographic, Economic and Environmental aspects of

Sustainable Development in [ORA’, analyses the demographic, economic, environmental and
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sustainability indicators of IORA Member Countries with a view to ascertain the fact that the
development levels of IORA are different, and whether there seems to be an emerging
“convergence trend” among these economies of diverse nature of the IOR.

Chapter three deals with trade performance of IORA countries in terms of trade openness
index of IORA as a whole as well as individual countries for the period 1990 — 2016 as well
as shifting trade patterns along with the analysis of volumes of exports and imports as well as
terms of trade. The diversification of exports and concentration of exports indices have also
been analyzed.

Chapter four presents an overview of All Products; Agriculture products and non-agriculture
products tariff structures of IORA Member Countries for the years 2007 — 2015. It also
provides the tariff structures of dialogue partners as well as tariff and imports on some of
selected products of IORA countries for the year 2015. The existing non-tariff barriers
(NTBs) are discussed in tables 4.8, 4.9 and 4.10.

Chapter five deals with bilateral trade and investment related agreements in IORA. We
developed 21x21 matrices of existing PTAs/RTAs/BITs/IIAs/GPS/Duty Free Tariff
Preference Scheme for LDCs. The Chapter further analyses the nature of regional trade
agreements or preferential trade agreements in terms of north-south agreements and south-
south agreements. The Chapter also analyses the factors responsible for inadequate or in
some cases absence of any bilateral regional trade agreements among the Member States of
IORA.

Chapter six deals with Trade Flows in IORA Member States and Dialogue Partners: 1990 to
2014. The chapter has been divided into five sections. Section I deals with export flows in
IORA for the period 1990-2014 whereas import flows have been analyzed for the same period
in Section II. Section III analyzed the regional Hirschman-Herfindahl index (HHI) since
1976-2016. The exports shares of each IORA countries have been graphically shown in
Section I'V. Section V discusses the main conclusions emerging from the analysis

Chapter seven deals with Foreign Direct Investment Flows (FDI) in IORA Countries: 1990 to
2016. This chapter has been divided into seven sections. Section I deal with the concept and
trends of FDI in the world economy whereas the review of the existing literature on FDIs has
been done in section II. Section III analyses trends and patterns of FDI inflows in IORA.
Section IV analyses 21x21 matrix of FDI in IORA countries since 2001-2012. Section V has
been developed to investment facilitation and promotion policies. In Section VI, we discuss
the case studies of Mauritius, South Africa and Tanzania. The conclusions of the analysis are
presented in Section VIII of the chapter.

The main recommendations and policy implication emerging out of the study are presented in

Chapter eight.

!
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KEY OUTCOMES

10.

11.

12.

The real GDP of advanced economies struggled during 2010, 2011 and 2012; and the same
trend continued in 2013, 2014 and 2015 though slow recovery is visible, yet economies are
likely to achieve pre-global crisis levels of their GDP growth. The project real GDP growth in
some of the Member countries of IORA during 016 — 2020 maybe 5.5% in Indonesia; 5.0% in
Malaysia; 2.6% in Singapore; 3.6% in Thailand and 7.3% in India. This likely to generate
more employment, industrialisation; faster and more inclusive growth in IORA.

The real GDP growth in IORA since 2009 has been a mixed one- some countries like
Indonesia, India, Bangladesh, Mozambique, Malaysia, Sri Lanka and Tanzania having high
growth rates more than 5% during the period 2009-2015. These high growth rates need to be
interpreted with caution. Generally speaking, the prediction of growth has been volatile and
weak in line with global trends.

The trends in the balance of current account have been strongly positive in countries:
Singapore, UAE, Oman, Iran, Thailand, Malaysia, and Bangladesh while strongly negatives in
countries: Mozambique, Seychelles, Comoros, Tanzania, Madagascar, Mauritius, and Kenya.
The negative trends in current account balance of India, Australia, Indonesia, and Yemen have
been in line with the standard limits accepted internationally by the trade experts, less than 5%
of their GDP. The same pattern is repeated in Dialogue partners of IORA.

The trends in consumer prices have been in line with more or less with dialogue partners like
USA, Germany, UK and France in countries like Australia, Singapore, Malaysia, Thailand,
UAE and Comoros. Though the percentage change in consumer prices has been higher than
Japan, USA, Germany and France, yet it remained between 3.3% to 2.2% limit which is an
excellent performance in keeping the inflation under control.

As revealed by table 1.2, the structural transformation has taken place in all the IORA
countries during 1995-2016 proving the Collin-Clark Hypothesis of economic transformation.
But, this trend needs to be interpreted carefully for evolving the policy frames for each
country in IORA in accordance to their level of economic development.

Thus, the behavior of IORA countries in terms of real GDP growth rates, current account
balances and consumer prices as well as in terms of structural transformation in IORA
economies may be termed as more than satisfactory in global perspective; but the global
patterns in world's output, trade and investment are likely to impact the IORA economy in
future, particularly when growth is too fragile and too slow.

The study reveals that the share of IORA’s exports to their world’s exports during 1990-2014
varied from 19% to 26%. It was 19% in 1990 which increased to 25% in 1995 which declined
to 23% in 2000; and again rose to 26% in 2010 which fell to 19% in 2014. The fluctuations in
IORA’s total share of exports in world’s exports suggest the vulnerability of IORA’s exports
to the global environment. It rose from 19% to 26% in 2010 and then again fell to 19% due to
slow growth of world’s GDP as well as weak growth in advanced and developing economies.
Greater trade integration could support export diversification as well as economic
diversification — especially in Gulf and African Member States of IORA where intra- regional
trade flows remain low.

Trade Investment and technology facilitation mechanism needs to be created in IORA to
bolster productivity flows of South-South trade, investment and technology transfer in
addition to the application of science, technology and innovation to development including the
acceleration of industrialisation in Africa.

The study reveals that trade and investment issues need to be given priority along with
Economic Cooperation issues. The study fully endorses the views of second meeting of the
working Group of Indian Ocean Rim initiative (IORI) held in Port Louis, Mauritius, 14-16
May, 1996.

Over the last twenty years North-South pattern of trade has changed to South-South pattern of
trade at global level. The creation of the IORA was viewed naturally as a possibility for the
IOR countries to have access to new markets in neighbouring countries. Even after 20 years
the “market access” within IORA is not fully exploited.

The complex issues of having a common external Tariff (CET); reduction of tariff and non-
tariff barriers have been postponed in 1996/1997 due to then existing international trading or
regional arrangements. Now, the time seems to be appropriate to consider the possibility of

s T
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13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

initiating the process of regional trade agreement or Comprehensive Economic Partnership
Agreement in [ORA.

Country Specific Analysis (CSA) reveals that Australia, Singapore, UAE and Mauritius have
already achieved SDG 6 Water and Sanitation during the period 1990-2015. The water
management approach of Singapore may be replicated by other Member States of IORA to
increase the water supply domestically. Six other countries of IORA: India, Indonesia,
Malaysia, Seychelles, Sri Lanka and Thailand are likely to achieve 100% access to improved
water source in near future. Its percentage was between 86% and 89% in 2015 in Bangladesh,
Oman and Comoros. The problem is very serious for Kenya, Somalia, Yemen, Madagascar,
Mozambique and Tanzania where it was in the range of 35% to 57% in 2015.

The Electricity Consumption and Economic growth are closely related, therefore, it needs to
be increased. Member States need to diversify energy supply and increase the share of
renewable energy sources. Cooperation in renewable energy is recommended among the
IORA Member States.

The study reveals that in some of the countries in IORA Gender Equality as measured by
Gender Parity Index, is in favour of women, whereas in others it is approaching to one. Only
in a few countries it is in favour of men. This is only in terms of primary and secondary
enrolment in schools/colleges.

The labour-force distribution seems to be evenly distributed in major sectors of the economys;
but special efforts need to be made in six LDCs of IORA in reducing their dependence on
agriculture sector as revealed by the analysis during 1990-2014. This may help in achieving
the eradication of poverty in these countries by 2030.

The total foreign exchange reserves of IORA stands at number two in the world as on April
2016. In the list of first 25 countries in terms of high foreign exchange reserves, 5 countries
are from IORA: India (8"); Singapore (10"); Indonesia (21%"); Malaysia (23"%); and Iran (25'").
China had first position in the world with US $ billion 3305.44; followed by Japan with USD
billion 1262.50 (as on March/April 2016).

The real GDP compound Annual growth rate (as revealed by table 2.9) for IORA has been 5%
during the period 2000-2014. The picture is quite different at micro-level. In most of the
countries in IORA, the real GDP compound annual growth rate has declined during (2010-
2014) which had serious implications for their trade performance in terms of volume and
value.

The Gross saving ratios have not been good in IORA countries during 1990-2014, except
some countries. Savings as percentage of GDP need to be increased in future to boost the
domestic investment in their economies.

The study reveals that Money and Quasi Money (M2) as a percentage of GDP has been
moderate during the period and sub-periods. The analysis of consumer price index of IORA
countries (2010 = 100) reveals that the consumer prices have been rising but moderately
except some countries.

The study reveals that IORA’s Exports have been adversely affected by the global financial
crisis (2008). Trade-facilitation measures need to be introduced and implemented across all
the countries of IORA to boost their exports.

The compound Annual Growth rate (CAGR) of IORA’s imports has been 14% during the
period 2000-2008; which drastically fell to 3% during 2008-2013.

The analysis of sustainability indices reveals that IORA must focus on “knowledge-sharing”
and on the idea that knowledge must inform action — knowledge of what has and has not
worked for sustainable development in the past 20 years. IORA may promote “sustainable
culture” in the region in the future.

The study reveals that IORA’s total exports have shown a rising trend from 1997-2003. The
exports were on their peak in 2004. Thereafter, the exports fell in 2005 and start rising till
2008 but declined in the year 2009. This may be due to the impact of global recession.
Thereafter, total exports of IORA countries have shown a rising trend but again declined in
2015.

Similarly, IORA’s total imports have shown a rising trend for the period 1997- 2009. But the
imports declined to low level in the year 2009. After 2009, imports started rising but again
declined in 2015.

Trade openness index of IORA has shown a rising trend for the period 1990-2000. But for the
year 2000-2003 the trade openness index have shown a declining tendency. The value of
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index is found to be very high i.e. 84.27. After 2004, the trade openness index has witnessed a
declining trend.

The share of manufactured goods as well as the proportion of high value and differential
products has increased in IORA’s export basket as compared to agricultural products in terms
of both exports and imports.

Tradable sectors in the region include the traditional as well as the knowledge-economy
sectors. Considering the complementary endowments of the region in the post-recovery phase,
there exist enough potential for regional cooperation in trade, investment and other areas of
importance to the region.

The study has identified the extent of competitiveness of each of the member countries in
specific processed food sectors and also their demand patterns. The member countries have
options to cooperate with other competitive members in promoting specific process food
sectors in their economies.

There is a great disparity within the IORA member states in terms of “Binding Coverage” of
tariffs and it varies from 13.3 to 100. In some member states it is very close to 100; whereas in
case of others it is low. Further, non-tariff barriers (NTBs) including Sanitary and Phyto-
sanitary (SPS) and technical barriers to trade (TBT) as shown in tables 4.8, 4.9 and 4.10. This
implies that the issue of non-tariff barriers in IORA maybe analysed by the group of experts
which will enhance the competitiveness of agriculture in IOR region.

As on 13" June 2017 WTO has notified 445 RTAs out of which 279 RTAs are in force.
Further, the WTO has not notified the list 74 RTAs, when the list is modified the total RTAs
in force would be 353.

Table 5.1 reveals the number of bilateral and plurilateral RTAs in IORA as on June 2017.
There are 121 RTAs approximately. Out of which 82 RTAs are the part of the already existing
plurilateral RTAs in IORA such as ASEAN, SAARC, COMESA, EAC, SADC and GCC. The
number of bilateral RTAs is 28; and ongoing dialogues on RTAs are 11. This reveals the
overlapping nature of RTAs in IORA. It may be pointed out that the high intra-regional trade
in IORA, to some extent may be due to these plurilateral overlapping RTAs.

Table 5.2 shows the GSP, GSTP and Duty Free LDC specific agreements in member state of
IORA. These are 102 in total; out of which 72 comes under GSTP; whereas 22 are covered
under GSP provided by Australia and 8 comes under LDCs specific arrangements provided by
India and Thailand.

Table 5.4 shows the number of IORAs BITS and TIPS in force. There number is 74 among
member states of [ORA whereas the total number of IORA’s countries in the world is 700 out
of the total 2959 BITS, which is 23.70% of the total world BITS. The percentage of BITS
among the member states is only 10.5 % of the total. The total number of BITS and TIPS is
shown in table 5.

Table 5.5 shows the trading arrangements of IORA countries with dialogue partners. Their
number is 36 including RTAs/FTAs/BITS.

The study also reveals that most of the RTAs in IORA are among South-South countries;
instead of North-South countries. It is recommended that a study may be undertaken for
assessing their contributions to enhancing trade and investment flows as well as increasing
intra-industry trade in IORA.

The trade flows (Exports and Imports) as revealed from table 6.1 to 6.21 shows that these
have increased among the member states of IORA; but the performance of individual
countries in IORA during the last 22 years have been diverse and fluctuating from time to
time. Most of IORA member states major share of trade flows are with dialogue partners even
today; but, these trade flows are increasingly concentrated among IORA countries. The
exports shares of Australia, India, Mauritius, Singapore and Thailand have been rising in
IORA countries having a stable trend. Some countries like Oman, Comoros, Tanzania and
Mozambique have been showing uncertain behaviour in their exports towards IORA.

The study reveals that the share of IORA’s inward FDI flows was 8.7% in world’s total
inward FDI flows in 1997 which fell to 2.4% in 1999 and then rose to 11.4% in 2004 and
declined to a low level of 4.2% in 2005 and it rose to 16.32% in 2014 and declined to 10.9%
in 2016. The study also analyses the behaviour of FDIs in IORA at sub regional level as well
as different period of time to have a better understanding of the movements of FDI in IORA.
There exist vast differences at individual country level as well as at sub regional level. This
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implies that there have been wide fluctuations in the FDI inflows in IORA which needs to be
analysed.

The net FDI inflows have been positive during the period under study. The CAGR was
15.48% for the period 1997-2016 which marginally declined to 15.11% during the sub period
1997-2007; nut, rose to 18.17% during the period 2008-2016

The weak investment flows as shown in Appendix(Tables ) suggest towards the numerous
initiatives aimed at stimulating investment, both foreign and domestic, exist at national sub-
national and international levels that may attempt to affect the risk — return ratio for investors.
It may be achieved through public-private partnership by providing guarantees or by offering
certain protection. Ground level barriers such as lack of transparency; (on legal and
administrative requirements faced by investors, lack of efficiency in the operating
environment and other factors causing high costs of doing business may be removed. This will
certainly provide real boost to both cross border and domestic investment. Investment
facilitation and trade-facilitation go hand in hand together as 80%of trade is driven by the
international production networks dependent on investments from multinational firms.
Investment facilitation covers a wide range of areas, all with the ultimate focus to attract
investment, allowing investment to flow efficiently, and for host countries to benefit
effectively.
Transparency, investor services, simplicity and efficiency of procedures, coordination and
cooperation, and capacity building are among its most important principles. It covers all stages
of investment, from the pre-establishment phase (such as facilitating regulatory feasibility
studies), through investment installation, services throughout the life span of an investment
project.
National Investment Policy review with an objective to create favourable investment
conditions should be undertaken constantly focusing on investment liberalisation, promotion
and facilitation measures. According to UNCTAD’s Investment Policy Monitor No 15 March
2016, Australia, India, Indonesia, Kenya and South Africa have taken new initiatives to attract
foreign direct investment in major sectors/industries.
An investment policy framework for sustainable development may consist of the following to
promote accessibility and transparency in the formulation of investment policies and
regulations as well as procedures relevant and useful to investors:

Provide clear and up to date information on the investment regime

Adopt a centralised registry of laws and regulations and make them available

electronically

Establish a simple Window or special enquiry point for all enquiries concerning

investment policies and applications to invest

Maintain a mechanism to provide timely and relevant notice of changes in procedures,

applicable standards, technical, regulations and conformance requirements.

Make widely available screening guidelines and clear definitions of criteria for assessing

investment proposals

Publicise outcomes of periodic reviews of the investment regime

IORA Investment Promotion Awards to honour investment promotion agencies to spur

sustainable foreign direct investment projects; and women in business awards may be

instituted

(viii) A high level Conference on Investment and Enterprise development; international

(ix)

investment agreements; and a development and gender dialogue may be organised in
medium term to unlock the investment potential in Indian Ocean Region.

In developing countries, the sum of direct and indirect exports by SME’s represents on
average 10 % of total manufacture exports. It may be even less in some of IORA
countries. Policy Makers should focus on cooperation and coordination and Trade
negotiations should include SME’s related provisions in the upcoming trade agreements.
The effort should be focus on SME internationalisation more complimentary with one

another in IORA.




Policy recommendations of the study

. Promote economic and trade diversification by ensuring stable exchange rate
with levels of investment and total demand. There is a need to have
appropriate and supportive fiscal policies in order to create stable and
expansionary economic conditions which are conductive to economic
diversification.

. IORA’s countries need to develop the capabilities of sophisticated and
technology driven production activities to promote learning environment and
enhance public research and development in educational and training
institutions.

. Need to frame policies for financial and fiscal regulations along with
adequate finance for structural transformation in IORA. Further, financial
adequacy is inevitable for structural transformation leading to effective
industrialization in IORA; therefore “finance led globalization” along with
export led growth in the required strategy/policy.

. It is high time that IORA should initiate Trade Policy Review of all of its
countries after every four years to have the better understanding of the
contemporary trade policies needed for sustainable development in the
region.

. The study reveals that most of the IORA countries are using HS 2007
whereas the advanced countries are applying HS 2017 which is reflective of
introducing latest environmental and social issues related with fisheries,
fertilizers, agriculture machinery and forestry products. It is recommended
that JORA should focus on standardization of products leading better
harmonization through corporation among the member states. This may lead
to enhancement in intra-regional trade. Therefore, this study recommends a
mechanism to strengthen corporation and consultation among the IORA
countries to resolve standard related issues.

. The study reveals that most of the regional trade agreements (RTAs) in
IORA are plurilateral as well as bilateral in nature and these are more among
South-South countries and some are among North-South countries also.
Further, most of the countries in IORA are member of the plurilateral
regional trade agreements such as ASEAN, COMESA, EAC, SADC,
SAARC and GCC. The Tripartite Free Trade Area is likely to be concluded
by the end of December 2017 consisting of SADC, COMESA and EAC.
This shows that IORA is characterized with the overlapping nature of
existing RTAs/FTAs.
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This overlapping nature of existing plurilateral regional economic groupings
maybe one of the factors responsible for high intra-regional trade (IRT) in
IORA. The study observes in conformity with other earlier studies that trade
complementarities are high in some countries and low in some other
countries of IORA. This makes an interesting issue to be analyzed by the
scholars in future. Therefore, the study recommends the formation of
committee of trade experts of IORA to look into all the issues related with
trade and investment.

This study reveals that the principal of “Open Regionalism” on which IORA
was established in March 1997 seems to have worked. But, IORA still lacks
economic and trade diversifications; volatility in economic growth, trade and
investment; low research and development (R&D); lack of skilled human
capital; lack of standardization and harmonization of products; uneven and
inadequate trade and investment flows as well as challenges to achieve
SDGs by 2030; and effective industrialization - all are still the major issues
to be addressed in future. This study recommends that evolving an
appropriate “Trade and Investment Facilitation Mechanism” in IORA. This
may help to achieve its trade and investment potentials in the long run.

The study reveals that the existing levels of tariff barriers on all products,
agriculture and non-agriculture products in IORA are diverse and varied.
There are several non-tariff barriers which are being imposed by the member
states of IORA. The study recommends that an expert group maybe setup to
undertake a study of existing non-tariff barriers in IORA.

The study also recommends the formation of IORA-21, a Lobbying group at
WTO to have a decisive say to carry forward the agenda on agricultural
reforms and their implementations as per their regional aspirations.

The linkages between trade logistics and trade facilitation and on the other
the 2030 agenda and its goal are manifold and multidimensional which
includes trade logistics, all relevant issues related with transport and trade
facilitation, maritime transport and climate change, conservation and
sustainable use of oceans and customs automations including human and
institutional development.

The enhanced cooperation at all levels and among all relevant stake holders,
including in key priority areas such as data collection and dissemination,
policy and regulatory frameworks, uniform infrastructure standards, customs
documentations, research and investment are important to the realization of
optimum level of trade and investment facilitation as well as achieving the
SDGs in IORA member states.
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Mobilizing finance including from new sources is essential. In addition to
this leveraging local initiatives, monitoring and good practice sharing,
agreeing on performance metrics and strengthening statistical capabilities in
particular in LDCs, SIDs and developing countries should be pursued and
promoted.

It is relevant to point out here that implementation of many of the trade
facilitation measures may be effective tools towards specific targets under
agenda 2030; therefore, we need to focus on trade facilitation measures
leading to the implementation and operationalization of SDGs.

The study reveals that IORA should focus on 17 Sustainable Development
Goals and 169 targets in order to balance all the three dimensions of
sustainable development which is of the objective of IORA: provide a
shared vision and shaped collective action in support of an economically
viable, socially inclusive and environmentally friendly development path.
The future strategy of development in Indian Ocean region may focus on
operationalization and achievement of the Sustainable Development Goals
by 2030.




The conclusion

The study undertaken on the presumption that economic growth, trade structure and
regional trade agreements/ free trade agreements are closely interlinked. The study
reveals that there has been significant growth in exports, imports and FDIs in IORA
over the last 22 years; but, stylized facts are missing. The study reveals that there is
overlapping of RTAs in IORA; and most of the countries are a part of one or the other
Plurilateral RTAs in the region. This seems to have contributed to the growth intra-
regional trade in the region but to its optimum potential.

There seems to be wide differences and fluctuations in trade and investment flows at
country level as well as at sub regional level.

The study has made 10 recommendations for revitalizing trade and investment flows
in IORA. The study recommends the need for evolving a “Trade and Investment
Mechanism” in IORA in order to promote inclusive growth and sustainable
development in the region.
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INTRODUCTION

The Indian Ocean is the world's third largest ocean. It carries half of the world's
container ships, one third of the world's bulk cargo traffic and two thirds of the
world's oil shipments. It is a lifeline of international trade and transport. The region is

woven together by trade routes and commands control of major sea-lanes.

The Indian Ocean Rim is a region comprised of the states whose shores are washed by
the waters of the Indian Ocean. The region is home to about two billion people. It is a
region of much cultural diversity and richness - in languages, religions, traditions, arts
and cuisines. The countries of the Indian Ocean Rim vary considerably in terms of
their areas, populations and levels of economic development. They may also be
divided into a number of sub-regions (Australasia, Southeast Asia, South Asia, West
Asia and Eastern & Southern Africa), each with their own regional groupings (such as

ASEAN, SAARC, GCC and COMESA, SADC, to name a few).

Despite such diversity and differences, these countries are bound together by the
Indian Ocean. For many centuries, explorers, pilgrims, fishermen, traders and
merchants have traversed the Indian Ocean, establishing networks of communication

and developing the economic and cultural interconnectedness of the region.

After the Second World War, the decolonization process ended British hegemony in
the Indian Ocean. Superpower rivalry in the region escalated, due to the strategic
importance of the area. These common historical and geo-political experiences
engendered a sense of shared identity among the states of the region. This, in turn,
rekindled an awareness of the centuries-old littoral economic, social and cultural

community that exists all along the shores of the Indian Ocean.

As Nelson Mandela put it (during a visit to India in 1995): "The natural urge of the
facts of history and geography should broaden itself to include the concept of an
Indian Ocean Rim for socio-economic co-operation and other peaceful endeavors.
Recent changes in the international system demand that the countries of the Indian

Ocean become a single platform."

This is the sentiment and rationale that underpinned the Indian Ocean Rim Initiative
in March 1995, and the creation of the Indian Ocean Rim Association (then known as

the Indian Ocean Rim Association for Regional Co-operation) two years later, in
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March 1997. Today, IORA is a dynamic organization of 21 Member States and 7
Dialogue Partners, with an ever-growing momentum for mutually beneficial regional

cooperation.
OBJECTIVES OF THE STUDY:-

The aim of the study is to provide data and analysis on bilateral and regional trade and
investment related agreement, arrangements and ongoing dialogues between member
states and to make recommendations on ways and means to, improve the process to
regional economic integration. The study will become a common resource for all
IORA member states and report the IORA committee of senior officials who
according to the IORA's charter, may formulate and implement-projects for economic
cooperation, related to trade facilitation and liberalization and promotion of foreign
investment. It was envisaged that the study will therefore, include the following

objectives:
1. To provide snapshots of IORA member economics.
2. Areview of trade and investment flow with in IOR region.

3. Descriptions of existing and on-going regional trade assuagements and dialogues

within and outside IORA.

4. Assessments of recent international trade policy developments and the possible

implications for trade and investment with in Indian Ocean region.

5. Measures already initiated by member states to address existing barriers to trade

and investment.
6. Measures needed to reduce/eliminate barriers to trade and investment.

7. The identification and descriptions of existing barriers to trade and investment

flows in the IOR region.

8. The contribution of dialogue painters in promoting trade and investment in the
region.
9. The identification of possible cooperation measures to promote trade and

investment in the region.

10. Conclusion and recommendations for further actions to enhance trade and

investment



METHODOLOGY:-

The method of analysis has been mainly “Descriptive Analytic”. We have
applied simple and multiple regression analysis for annual absolute time series data
from 1990 to 2016. However, in addition to this, other relevant econometrics

techniques have also been applied.
() TREND ANALYSIS:-
The trend analysis has been carried out by using the regression equation:-
Y=bo+bi1t+U

That is, to regress the dependent variable ‘Y’ on time itself, where time is
measured chronologically. Such a model is called appropriately, the linear trend
model and the time variable, ‘t’ is known as the trend time variable. If the slope
coefficient in the preceding model is positive, there is an upward trend in Y, whereas

if it 1s negative, there is a downward trend in Y.

(ii) GROWTH ANALYSIS:-

In order to calculate the growth rate the following regression equation has

been used:-

Ye=Yo(1 +r)t 1)

Yo = the beginning value of Y
Y.=Y’s value at time t
r = the compound rate of growth of Y

Taking the natural log of above equation (1) on both sides we obtain:-

InYi=InYo+tIn(1+r) 2)
Let, bo =1In Yo 3
bi=In(1+1) )]

Therefore, the equation (2) can be written as:-
InYit=bo+bi1t 5
Now, If we add the error term U to above equation (5), we obtain:-
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InYc=bo+bi1t+U (6)

The above model is like any other linear regression model in that parameters bo and b,
are linear. The only difference is that the dependent variable is the logarithm of Y and
the independent variable or explanatory variable is ‘time’, which will take values of
1,2,3 etc. The above model is also called a semi-log model because only one variable
(in this case the dependent variable) appears in Logarithmic form. In a semi-log
model the slope co-efficient measures the proportional or relative change in Y for a
given absolute change in the explanatory variable. If we multiply this relative change
by 100, we obtain the percentage change or the growth rate also called instantaneous

growth rate.
INSTANTANEOUS VERSUS COMPOUND GROWTH RATE:-
We know from the equation (4) that
b1 =In (1+1)
Therefore, Antilog (b1) = (1+71)
r = (Antilog by — 1)

And since r is the compound rate of growth, once we have obtained b; (the slope
coefficient) we can easily estimate the compound rate of growth of Y by using the

following formula:-
Compound Rate of Growth = (Antilog b1—1). 100

The instantaneous growth rate measures the growth rate at a point in time whereas

compound growth rate measures the growth rate over a period of time.
(iii) LOG LINEAR MODEL:-

In order to calculate the elasticity of the slope coefficient, we have used the log linear

model:-
Yi=A XM (1)
The above equation can be written as:-
In Yi =In A +b: In Xi 2)
Where, In = natural log, that is, logarithm to base e (where, e = 2.718 approx).

LetIn A =bg



Now equation (2) can be written as :-
In Yi=bo+ b1 In Xi + Ui 3)
For estimating purpose, the equation can be written as:-
In Yi=bo+ b1 In Xi + Ui

This a linear regression model, for the parameters bo and by enter the model linearly.
This model is also linear in the logarithms of the variables Y and X, because of this
linearity, the model like equation (3) are called double-log (because both variables are

in log form) or log- linear (because of linearity in the logs of the variables) models.

One attractive feature of double log or log linear, model that has made it popular in
empirical work is that the slope coefficient b; measures the elasticity of Y with
respect to X, that is, the percentage changes in Y for a given (small) percentage
change in X. The model further assumes that the elasticity coefficient between Y and
X remains constant through-out; hence the alternative model’s name is constant

elasticity model.
(ivy DUMMY VARIABLE APPROACH:-

When we use a regression model involving time series data, it may happen that there
is a structural change in the relationship between dependent and independent
variables. Sometimes the structural change may be due to external force i.e. economic
recession. Structural stability test has been performed to verify whether there has been
any structural change in IORA’s foreign trade and economic growth or not between
Pre (1997 to 2007) and Post (2008 to 2016) economic Recession period. We have
therefore, included dummy variable in the regression equation both in intercept and

slope form. The equation can be written as:-
Y=bo+biD+b2t+b3(D.t)+U 1)

Where,

Y = Dependent variable

t = Independent variable

D = Dummy variable

D =1 (For Post- Recession i.e. for the observations beginning in 2008)



D = 0 (Otherwise i.e., for Pre-Recession Period or for the observations through 1997)
(Implication of regression equation (1), assuming E (U) = 0, we obtain :-)
E (Y/D=0,t) =bo+ b2t 2)
E (Y/ D=1, t) = bo+ b1+ bat + bst
= (bo+ b1) + (b2+ b3) t 3

Which are respectively the mean functions for the pre-reform and post-reform period.
Thus, from the single regression (1), we can obtain the two sub periods regression

easily, again showing the flexibility of dummy variable technique.

Regression Equation for

Pre- Recession Period bo + b2t
(1997 to 2007)
Regression Equation for

8 ' qanatt (bo+ b1) + (b2+b3) t

Post-Recession Period:-

(2008 to 2016)

In the regression equation (1) by is the differential intercept and b3 is the differential
slope coefficient, indicating by how much the slope coefficient of the post-reform
period differs from the slope coefficient of the pre-reform period. The introduction of
Dummy Variable (D) in the additive form enabled us to distinguish between the
intercepts of two periods and the introduction of Dummy variable (D) in the
interactive or multiplicative form (D Multiplied by the explanatory variable) enables
us to differentiate between the slope coefficients of the two periods i.e. pre-reform
period and post-reform period. The statistical significance of differential intercept b

and differential slope coefficient bs indicates structural changes.
(v.) TRADE OPENNESS INDEX:-

Trade openness index of 21 countries under IORA has been calculated by using

the following formula:-

Export N Import}

Trad Index:
rade openness Index [ GDP GDP



(vi) Regional Hirschmann Index

To understand the export concentration of IORA countries we are using Regional
Hirschmann index. The Hirschmann index is a measure of the geographical
concentration of exports. It tells us the degree to which a region or country’s exports
are dispersed across different destinations. High concentration levels are sometimes
interpreted as an indication of vulnerability to economic changes in a small number of
export markets. The regional Hirschmann index is defined as the square root of the
sum across destinations of the squared export shares for the region under study to all

destinations. Its value fall between O to

1 and higher values indicate that exports are concentrated on fewer markets. This can

be defined in mathematical form as follow

HHI = ;'IZ (Es?‘fsd /sz J

Where s is the set of source countries under study, d is the set of destinations, w is the

2

set of countries in the world, and X is the bilateral flow of exports from the source to
the destination. We want to sum over all destinations, so the sets d and w contain the
same elements. The data on exports flow of IORA member states and dialogue
partners have been sourced from the International Monetary Fund (IMF) Direction of
Trade statistics. The Regional Hirschman has been calculated for 21 member states of
IORA and 7 dialogue partners. The Regional Hirschmann Index for each member of
IORA is concerned with IORA countries. Countries except IORA have been taken in
rest of the world (ROW). This calculation illustrates the problem with aggregation
bias because the rest of world is a single share and this type of aggregation will push
the calculated Hirschmann index up. Unavailability of data for some countries and
years is another limitation of this index. The Hirschmann index is very useful and
popular index in international trade implications and sometimes it called the
Hirschmann-Herfindahl index (HHI). For clear visibility of this index we are using

tables and bar diagrams here.
(vii) Sectoral Hirschmann

The sectoral Hirschmann index is a measure of the sectoral concentration of a
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region’s exports. It tells us the degree to which a region or country’s exports are
dispersed across different economic activities. High concentration levels are
sometimes interpreted as an indication of vulnerability to economic changes in a small
number of product markets. Over time, decreases in the index may be used to indicate
broadening of the export base. An alternative measure is the export diversification
index. The sectoral Hirschmann index is defined as the square root of the sum of the

squared shares of exports of each industry in total exports for the region under study.

—
X.

SECTORAL HHI = 'Z(M]
d‘J i ll" Esdxd

Where s is the country of interest, d is the set of all countries in the world, 1 is the
sectors of interest, x is the commodity export flow and X is the total export flow. Each
of the bracketed terms is the share of good i in the exports of country s. Its values fall
between O and 1. Higher values indicate that exports are concentrated in fewer

sectors. The Hirschmann index is subject to an aggregation bias.
(viii) Export Diversification

The export diversification index is another measure of the sectoral concentration of a
region’s exports. It tells us the degree to which a region or country’s exports are
dispersed across different economic activities. Unlike the Hirschmann index, it
normalizes the export diversification pattern by comparing it to the world average.
The sum of the absolute value of the difference between the export category shares of

the country under study and the world

as a whole, divided by two.

(Z |Ed fed wd Xiwd 3
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Where s is the country of interest, d and w are the set of all countries in the world, i is
the sector of interest, x is the commodity export flow and X is the total export flow.
Its Values range from O to 1. A value of zero indicates that the export pattern exactly

matches the world average. Higher values indicate greater dependence on a small

number of products.



(ix) The Export Share

Another index of export dispersion is export share index. The export share tells us
how important a particular export partner is in terms of the overall export profile of an
economy. Changes in the export share over time may indicate that the economies in
question are becoming more integrated. In the case of intra-regional export shares,
increases in the value over time are sometimes interpreted as an indicator of the
significance of a regional trading bloc if one exists, or as a measure of potential if one
is proposed. The latter assumes that groups with high shares are in some sense
‘natural’ trading partners. The export share is the percentage of exports from the
region under study (the source) to the region of interest (the destination) in the total

exports of the source region. It can be defined as follow:

YoaX
Export Share Index = =229 ;19

E =W XS'L"J

Where s is the set of countries in the source, d is the set of countries in the destination,
w is the set of countries in the world, and X is the bilateral total export flow. The
numerator is thus exports from the source to the destination, the denominator total
exports from the source. Its value falls between 0 to 100 per cent, with higher values
indicating greater importance of selected trading partner. Here we are calculating

Intra-Regional Export Shares for IORA.
(x) Import Share

The import share tells us how important a particular trade partner is in terms of the
overall import profile of an economy. Changes in the import share over time may
indicate that the economies in question are becoming more integrated. In the case of
intra-regional import shares, increases in the value over time are sometimes
interpreted as an indicator of the significance of a regional trading bloc if one exists,
or as a measure of potential if one is proposed. The import share is the percentage of
imports from the region of interest (the source) to the region under study (the

destination) in the total imports of the destination.

Eau:il'l"'jsd
IMPORT SHARE INDEX = ———— =100
X de
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Where s is the set of countries in the source, d is the set of countries in the destination,



w is the set of countries in the world, and M is the bilateral import flow. The
numerator is thus imports from the source to the destination, the denominator total

imports to the destination.

On the basis of these two index, exports share matrix and import share matrix of
IORA to IORA have been made on different point of time. Although export share
index has been calculated using time series data of IORA countries and dialogue

partners.
(xi) Inward FDI Share Index

Like import share index, matrix of inward FDI flows share from IORA to IORA have
been calculated. These matrix have been made with the help of Inward FDI Share

index as follows:-

Fsd
Inward FDI Share index =

= 100
wd

Where Fq is total inward FDI flow from country s to d and Fwd is total FDI inward
flow from world to country d. It ranges from O to 100. Zero indicates no inwards DFI
flow from s to d and hundred shows all inwards FDI flow from s to d. The

unavailability of data is a big problem. So NA indicates unavailability of data.
(xii) Sources of Data:-

This study depends upon secondary data only. However, collecting the necessary
information together benefits greatly the various key sources such as:- International
Financial Statistics Yearbook (various issues), Handbook of Statistics on Indian
economy (various issues), International Yearbook of Trade and Statistics, , World
Development Report, World Development Indicator (various issues), , World
Investment Report, World Investment Directory, SIA Bulletin, SIA Newsletter
(various issues), UN Com Trade Statistics (various issues), UNCTAD Statistical

Yearbook (various issues).

The United Nations Commodity Trade Statistics Database (UN Com Trade) which
contains detailed Exports statistics reported by statistical authorities of close to 200
countries or areas has been used. It contains annual data from 1962 to the most recent

year. This database is continuously updated. Whenever trade data are received from
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national authorities, they are standardized by the UN Statistics Division and then

added to UN trade.

Limitations of Data: The data will be used with good knowledge of its limitations

which are as follows:

1. The values of the reported detailed commodity data do not necessarily sum to
the total trade value for a given country dataset. In some cases, trade data not
reported for a specific 6-digit HS code may be included in the 2-digit HS code.
Similar situations could occur for other commodity classifications. Detailed
data after January 1, 2006 and published in HS will sum up to the respective
totals due to the introduction of adjustment items with commodity code 9999
and 999999.

2. Countries (or areas) do not necessarily report their trade statistics for each and
every year.

3. Data may not be available for all commodity classification and especially most
recent commodity classification.

In IORA, different countries have been using Harmonized Commodity Description
and Coding System (HS) such as the HS 2014, HS 2007, HS 2002, HS 2012, HS
2013, and HS 2005. The HS system was introduced by World Custom Organization
(WCO) which came into force in 1988.

Countries Harmonized Countries Harmonized
system system
Australia 2012 2017 Seychelles
Bangladesh 2007 Singapore 2012 2017(mid2018)
Comoros 2012 2017 Somalia
India 2012 2017 South Africa 2012 2017
Indonesia 2012 2017 Sri Lanka 2012 2017
Kenya 2012 Tanzania 2012 2017
Madagascar 2012 Thailand 2012 2017
Mauritius 2012 2017 UAE 2012 2017
Malaysia Yemen 2012




Mozambique 2012

Oman 2012 2017(o1.01.18)

Source: World Custom Organization 20 September 2017. 98 contracting parties have implemented the
HS 2017 and 14 are expected to implement soon, by total to 112.

Different countries have different HS codes for example: 4-digit, 2-digit or 6-digit
Harmonized system 2007; SITC code such as 333, 971, 667, 2709, 7108, 7102, etc.

On January first, 2017 customs administrations around the world shifted to the 2017
version the Harmonized Commodity Description and Coding System (HS).
Amendments in HS 2017 have affected the classification of around 15% of goods
traded in the world. HS 32017 contains a total of 53896; largest number since the HS
was introduced. The HS 1996 contained 5113 sub headings which increased to 5224
sub headings in HS 2002; and the fell to HS 5052 in 2007 and increased further to
5205 in HS 2012. Compared to HS 2012, it (HS 2017) includes 263 sets of
amendments. These amendments have been introduced to address environmental and
social issues. The largest set of changes was proposed by United Nations’ Food and
Agriculture Organization (FAO). These include fishery, fertilizer, agriculture,
machinery and forestry products. Thus, the adoption of the latest Harmonized System
for reporting the data to the UN Com Trade does reflect the levels of technical,

environmental and social development in a country.

(xiii) Limitation of the Study

They study is open to all limitation of the ordinary least square (OLS) _ method,

which are discussed in any standard book of econometrics.
(xiv) Chapter Plan of the Study

The present study has been divided into eight chapters, the brief analysis of which is

as follows:
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Chapter I: AN OVERVIEW OF IORA IN GLOBAL PERSPECTIVE

This chapter makes an overview of the global economy and chapter has been divided
into three sections. Section I discusses the global patterns in relation to world output,
advanced economies market and developing economies. Section II analyses the
performance of individual IORA countries in terms of major economic indicators; real
GDP growth, current account balance and consumer prices. Section III discusses

conclusions and policy recommendations.

Chapter II: Demographic, Economic and Environmental Aspects of Sustainable

Development in IORA

This chapter has been divided into four sections. Section I deals with demographic
indicators whereas in Section II the economic indicators have been analyzed. In
Section III we analyzed the environmental indicators in reference to sustainable
development goals (SDGs) to be achieved ibn 2030. The major conclusions and

policy recommendation are presented in Section IV of the chapter.
Chapter III: Trade Performance in IORA Member States: 1990-2015

This chapter has been divided into eight sections. In Section I, we have analyzed the
trends in IORA countries exports from 1997-2015 by estimating a regression equation
using Dummy variable, whereas the trend in imports are analyzed in Section II.
Section III deals with the structure with the structure if IORA’s exports from 1995-
2014 in terms of SITC applied by UNCTAD; Section IV has been devised to the
structure of imports in the IORA countries with a view to get an insight of the shifts in
exports and imports to derive policy implications. The section V analyses the
structure of imports within IORA countries. The Section VI analyses the IORA’s
terms of trade for the period 1990-2015. Section VII, we have analyzed the
merchandised trade, product concentration and diversification indices for the period

1995-2014. The conclusions of the study are discussed in Section VIII of the chapter.

Chapter IV: Tariff Profile of IORA Member States and Dialogue Partners: 1995
to 2016

This chapter has been divided into four sections. Section I deals with concepts related
with tariffs in reference to WTO’s decisions related with agriculture and the tariff

profile of IORA member states as well as dialogue partners; whereas tariff profiles of
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agricultural and non-agricultural tariffs have been discussed in Section II. Section III
deals with tariff and imports of some selected products of IORA’s countries in 2015
as well as non-barriers in IORA countries and in the dialogue partners. The

conclusions of the chapter are presented in Section IV.

Chapter V: Bilateral Trading Arrangements in IORA Member States: 1997 to
2017

This chapter has been divided into four sections. Section I deals with the global trends
in regional trade agreements (RTAs); then evolution rationale for RTAs/FTAs n along
with WTO’s policy innovation and integration for the implementation of the 2030
agenda for LDCs. Section II discusses Bilateral Trade Agreements, Preferential Trade
Agreements and Bilateral investment treaties in IORA’s member states. In Section 111,
we have analyzed 21x21 matrices of IORA’s Regional Trade Agreements, GSP,
GSTP and duty free LDCs. Specific agreements of BITs and Regional Trade
Assessments with dialogue partners. The critical evaluation of RTAs/Bits and mega
regional trade agreements have been done in Section III. Section IV deals with the

conclusions and policy implications.

Chapter VI: Trade Flows in IORA Member States and Dialogue Partners: 1990
to 2014

This chapter has been divided into five sections. Section I deals with export flows in
IORA for the period 1990-2014 whereas import flows have been analyzed for the
same period in Section II. Section III analyzed the regional Hirschman-Herfindahl
index (HHI) since 1976-2016. The exports shares of each IORA countries have been
graphically shown in Section IV. Section V discusses the main conclusions emerging

from the analysis.

Chapter VII: Foreign Direct Investment Flows (FDI) in IORA Countries: 1990
to 2016

This chapter has been divided into seven sections. Section I deal with the concept and
trends of FDI in the world economy whereas the review of the existing literature on
FDI has been done in section II. Section III analyses trends and patterns of FDI
inflows in IORA. Section IV analyses 21x21 matrix of FDI in IORA countries since

2001-2012. Section V has been developed to investment facilitation and promotion
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policies. In Section VI, we discuss the case studies of Mauritius, South Africa and

Tanzania. The conclusions of the analysis are presented in Section VIII of the chapter.
Chapter VIII: Conclusions and Policy Recommendations

This chapter discusses the main conclusions and policy recommendations emerging

from the study.
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CHAPTER I: AN OVERVIEW OF IORA IN GLOBAL PERSPECTIVE

In this chapter, we are making an overview of the economies of Member States of
IORA for the period 1998-2015, including projections for the years 2016, 2017 and
2021. This has carried in terms of annual percentage change of world output; the
output of advanced economies, Emerging market and Developing economies and

various regional groups.

What has been the performance of IORA Countries since the 1990s to 2015 in
comparison to the performance of the global economy since 1990s; particularly after
the global financial crisis of 2007-2008, which has dramatically and significantly
changed GDP growth; trade patterns; investment flows and trading arrangements
across the globe. The first section of the chapter discusses the global patterns in
relation to world output, advanced economies, emerging market and developing
economies as indicated in Table 1.2. In the second section, we discuss the
performance of individual countries of IORA in terms of three major indicators: real

GDP growth, current account balance, and consumer prices.

In the third section of the chapter, we discuss some of the major policy

recommendations emerging from the analysis of the data.
Section I: World Economy in Pre-IORA, and Post IORA

The primary objective of the present section is to pace the evolution of World
Economy in Pre-IORA, and Post IORA periods in terms of world output net capital
inflows and trade flows for advanced economies, developing economies and regional
groups. Here, we also discuss the Energy Transition in an area of low fossil fuel
prices as one of the main objectives of IORA is to achieve sustainable development

through transition towards renewable energy.
Pre-IORA Overview of World Economy:

The World Economy's output increased at annual growth rate of 1.7% and 2.3%
during 1992 and 1993, and of industrial countries at a rate of 1.5 and 1.3 percentage
during the same period. The growth in the US was high at 2.3% and 3.1% in 1992
and 1993. The developing economies grew at a rate of 5.90% and 6.1% respectively.
The growth in Africa was very slow at 0.2 to and 1.0 8.0%; and at 8.20% and 8.5% in
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Asia during 1992 and 1993. Countries in Transition i.e. Central and Eastern Europe,
excluding central Asia, registered significantly high negative growth rates, i.e. 15.5%
- 11.7% in 1992 and 1993. The world trade volume, industrial countries import
volume and developing countries import volume registered 4.7%; 4.0%; 4.3%;1.8%
and 11.2%; 9.3% growth respectively during 1992 and 1993 consumer prices were
alarmingly high in emerging economies in compression of industrial countries where

consumer prices were only 3.3 and 2.90% in 1992 and 1993.

According to IMF's World Economic Outlook October 1994, The Recovery of world
growth and trade became more firmly established during the first half of 1994.
Continental Western Europe and Japan now began to emerge from some of the
deepest recessions in half a country. At the same time, upswings have gained
momentum in the United Kingdom, Canada, and Australia, while in the United States
a high level of capacity utilization has already been restored. A particularly positive
aspect of the World Economic Situation remains the rapid expansion in many Asian

and some Latin American developing countries.

Figure 1.1: World Indicators (in Present)
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Overall, world output is prospected to expand by 3 percentage points in 1994 and by
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3.5 percentage points with large margins of economic slack in many countries; there
seems to be a little immediate risk of a generalized pier up in inflation. To curb the
danger of an intensification of inflationary pressures pre-emptive increases in policy-
related interest rates have already been undertaken as shown in Figure 1.1, world
indicators. Further adjustments of monetary conditions may be needed of economic

achieve is stronger than currently anticipated. The policies initiated were consistent

for rapid expansion during the period.

The broadening and strengthening of the recovery across the industrial world markets
in reflected by the Figure 1.2 Industrial countries: Saving Private Investment, and real
long — terms percentage rates. A critical policy requirement was needed to deal with
one large fiscal imbalances that had persisted for more than a decade in many
industrial countries and that had used to sharp in erases in the levels of public debt in
terms of total debt, from 40 percent of across economic product (GDP) in 1972

of almost 70 percent of GDP at the time in the industrial countries and the average

Figure 1.2: Industrial countries: Saving Private Investment, and real long —
terms percentage rates
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ratio of net debt to GDP had approximately doubled the 1980s fiscal deficits generally

diminished, but the degree of consolidation was in sufficient to companionate for the
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decline in private sector sawing since the late 1970s. The continued fiscal in balances
appeared to have contributed in a significant was to high levels of world seal interest
rates experienced during the past decade and total declining trend in the share of

private investment in GDP as shown in Figure 1.2.

The growth in the developing countries is expected to average 5.5 percentages in
1994-95, close to the rate of expansion in 1992-93. Here the most successful countries
are those that have created a stable macroeconomic environment encouraged domestic
saving, and implemented structural reforms that increase efficiency. There had bear
dramatic rise of private capital flows since 1989 in many developing countries due to
extent; the merge in capital inflows could be attributed to the weakness of activity in
industrial countries but the most decisive factor had generally been the economic
policies pursued by the developing countries themselves. The beneficiary countries
had productive investment opportunities and strong undertaking fundamentals and
escarping and sound financial markets. Some of these developing economics
implemented far-reaching structural reforms, an appropriate mix of lax fiscal policies
and fight monetary policies that boosted capital in House because of with short- term
interest rules, followed by strong growth rates or where growth was expected to be
strengthened because of the pursuant of appropriate macroeconomic, trade and
exchange rate policies. Even then the inflows have been often complicated enormous
risk management because of possible risks of overheating and real exchange rate

appreciation.

Most of the developing countries, however, have managed to inflows much better
than in are 1970, when capital inflows took the form of increasing Foreign in
datedness. China, India, Argentina, Chile, Columbia, and Peru performed well in
achieving robust growth whereas conditions in Sub-Saharan Africa remained
unsatisfactory. It is under such "Mixed conditions" fast and slow growth of the world
Economy in 1995, the initiative for IOR-ARC was launched in March 1995 in

Mauritius.
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Figure 1.3: Developing countries: Net Capital Flows
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Global Growth has been projected at 2.6 percentage in 2001, 0.6 percentage point
lower than expected in May 2001 World Economic Outlook. The output in advanced
countries was 3.0 and 3.4 percentage in 1999 and 2000, whereas it was 3.9 and 5.8
percentage in developing economies. The growth rates of output were higher in
Developing Asia: 6.1 and 6.8 percentage in 1999 and 2000. The countries in
transition also performed well by having 3.6 and 6.3 as compared to Western-
Hemisphere where output growth was merely 0.2 and 4.2 percentage in 1999 and

2000.

World Trade Volume (goods and services grew at 5.3 and 12.4 percentage during the
same period. The developing economic growth in trade volume was 16.6 percentages
in 2000, higher than world trade volume. Consumer prices grew at 6.8 percentages
much higher than advanced economies in 1999 and 2000. The global slowdown since
early 2000 has been driven by a reassessment of corporate profitability and the

associated adjustment in equity prices and the control in energy prices.

The emerging market economies: net capital flows during 1993-2002 were positive

for most of the years from 1993-2001 as overall reserves increased.

The performance of IORA Member States i.e. Australia, Singapore, India, Indonesia,

Malaysia, Thailand, etc. in terms of real GDP, consumer prices, and unemployment
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was more than satisfactory from 1999-2002. The momentum and resilience of the
global economy in 2005 continued to exceed the expectations, despite higher oil
prices and natural disasters. The behavior of real GDP, consumer prices, and current
account balance was exceedingly well in India, Bangladesh, Indonesia, Australia,

Thailand, Singapore, Malaysia during 2004-2007.

The same momentum also continued in the other Member States of IORA during the
period; but in most of the countries like Comoros, Kenya, Madagascar, Mauritius,
Seychelles and South Africa, real GDP growth rate has been lower than the average
annual growth rate of 5.3 for Sub-Saharan Africa the period 1998-2007. The average
annual growth rate of GDP in Iran, Oman, UAE, and Yemen has been 5.2%, 2.4%,
5.7% and 4.3% during 1998-2007; whereas the growth rates of GDP have been
varying in between 2.7 percentage to 7.1 percentage for the Asian Members of IORA
during the same period*. According to IMF’s World Economic Outlook (April 2016),
growth in the United States has weakened with a stylish transition from public to
private demand. In Europe, spillovers from the financial and economic woes in the
euro area's periphery have intensified. Elsewhere, growth is more robust, but the loss
in U.S and Euro zone momentum will weight on prospects. The recovery of the
Commonwealth of Independent States (CIS) is being helped in part by high
commodity prices out of its recession inflicted by the March Great East Japan
earthquake and tsunami. In emerging Asia, activity is still robust, despite the supply-
chain disruptions caused by the Japanese earthquake; South America also shows
strong growth but the Caribbean and Central America less. In Sub-Saharan Africa
(SSA), many economies are gaining momentum. In the Middle East and North Africa
(MENA), social unrest has hurt growth in some economies, but solid oil prices have

boosted in the region’s oil exporters.

The Figure 1.4 Output Gaps and Inflation have been adopted from IMF’s World
Economic Outlook, September 2011. Even after three years of crisis, the global
economy continues to be challenged with intermitted volatility.  Economic
performance has become more bipolar in nature, with anemic growth in economies
with large pre-crisis imbalance and Corus activity in many others. Figure 1.4 reveals
output gaps and inflation in advanced and emerging economies in Europe, Asia,

Commonwealth of Independent States (CIS), Sub-Saharan Africa, Middle East and
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North Africa (MENA)

Figure 1.4: Output Gaps and Inflation
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*For details, please see Table 1.2and Table 1.2 (a) for [IORA Countries and Dialogue
Partners, Real GDP (annual percentage change): 1998-2021.

**International Monetary Fund, World Economic Outlook, September 2011.

Advanced Economies (out of which five are IORA’s Dialogue Partners) struggled
hard during the period 2010-2012 in terms of Real GDP, current account balance, and
unemployment. Only Germany had a deficit in the current account balance, and the

others had a deficit in current account balance during the same period.

Asia’s track record during the crisis and the recovery has been enviable. Growth
remains strong, although it is moderating with emerging capacity constraints and

weaker external demand. Asia continues to be a Bright Spot in the world Economy.
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Figure 1.5: Three Major Net Capital Inflow Slowdown Episodes (Percentage of
GDP)
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Financial development and liberalization along with fiscal savings and raising the
contribution of household consumption (for example, China) and Investment for
Indonesia, Malaysia, and India; Japan need to follow the accommodative monetary
policy. Australia’s performance during 2010-12 has been good, except to control
inflation. Similarly, the performance in Africa has been “mixed” one — good in case
of some countries like Mauritius, Kenya, Tanzania, etc. inferior of real GDP, but most
of the IORA Member States have not performed well in terms of consumer prices as
well as current account balance from 1998-2015. The real GDP growth rates are
likely to improve in projections for 2016, 2017 and 2021 for India, Indonesia,
Bangladesh, Sri Lanka, Tanzania, Mozambique, Madagascar, and Mauritius. The
discussion of regional growth, patterns since the forming of economic linkages
between Asia and African Member-States of IORA through policy initiatives may be

mutually beneficial to all.
The Energy Transition in an era of Low Fossil Fuel Prices:

After examining the regional outlook in terms of GDP growth rates inflation and
current account balance (CAB); now let us, in brief, discuss the energy transition in an

era of fossil fuel prices, which is very significant for sustainable development.
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After the success of the United Nations’ 2015 Climate Change Conference (COP21);
nearly all countries around the globe have now firmly committed to reducing the
greenhouse gas emissions through the Intended Nationally Determined Contributions
(INDCs). The post-COP 21 agenda now focuses on the implementation of these
INDCs. At the heart of that implementation is the moving away from using fossil
fuels (petroleum products, natural gas, and coal) and towards clean energies to power

the global economy.

Oil prices have dropped by more than 70 percentages since June 2014 and are
expected to remain low for a long time owing to a variety of factors (see Arezki and
Obstfeld 2015). Natural gas and coal prices are also declining and look to be long-
lived. The coal prices are low due to oversupply and scaling down of demand
because of environmental consensus and slower economic activity, especially from
China, which burns half of the world’s coal. The share of oil in global primary energy
consumption has declined rapidly from 50 percentages in 1970 to about 30

percentages today.

Figure 1.6: World Energy Intensity
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Adopted from IMF’s World Economic Outlook, April 2016, the above figure
indicates oil and coal intensities to global GDP (at 2005 USD of GDP), since 1980. It

shows that more coal per unit of global GDP is now burned relatively too early 2000.
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This may be termed as “Coal Energy Intensity”. The oil intensity is declining.

The share of coal now reached 30% of global energy, consumption, has been
increasing due to rising demand from China and India since 2000. According to IEA
(2015), the share of oil and coal are expected to drop from 36% and 19%, respectively
in 2013 to 26% and 12% respectively, in 2040.

Natural gas is the cleanest energy source among fossil fuels in terms of carbon
dioxide emissions; oil is second, and coal is the dirtiest source, especially when used
by older, low efficient plants. In fact, global carbon intensity permit of energy has
increased since the beginning of the 1990s, owing to the rising consumption of coal,
particularly in Asia. To overcome the global warming, emerging economies should

focus more on clean technologies, and use natural gas instead of coal.

Figure 1.7: World Energy Consumption Share by Fuel Type (Percent)
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Adopted from IMF’s World Economic Outlook, April 2016

As a consequence of Research and Development (R&D) efforts to promote clean
energy and energy efficiency since the 1970s; the trends in energy consumptions is
towards renewable energy use. The share of the energy in global primary energy
consumption, according to IEA, will increase from 14 percentages in 2013 to 19

percentage in 2040, in the light of expected energy policy changes.
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The current low fossil fuel price environment will certainly delay the energy transition
as it will discourage the expenditure in R&D and a few countries are committed to
reducing coal-powered generation. Large economies tend to be the biggest emitters
of greenhouse gasses as shown in Table 1.SF.3, the Global share of Greenhouse Gas
Emissions by country. The biggest emitters of Greenhouse Gas (GHG) are China
(28.8), United States (15.9), followed by India (5.8), Russia (4.8), Japan (3.8) and
Germany (2.4). Table 1.SF.4 shows Greenhouse Gas Emissions Target Reduction,
Paris Agreement, and December 2015 as agreed by US, EU, Japan, Canada, China,
India and South Africa.

Table 1.1a: Global Share of Greenhouse Gas Emissions by Country (C02
emissions from fuel combustion, 2013)

CO/G0P PPP
{kilograms of CO; per
Share GO /Population current international GDP per capita
Country {of ghobal) ({tons of CO, per capita) dollas) {cumrent PPF)
China 28.0 6.650 0.55 12,106
United States 1509 16.18 031 52,980
iz 5.8 1490 028 5418
Russia 4.8 10.72 043 25,033
Japan 38 970 027 36,223
Germany 24 042 021 43,887
Korea 1.8 1130 0.34 33,089
Canada 1.7 15.25 0,35 43,033
ran 16 6.70 D42 16,067
Saudi Arabia 1.5 16.30 031 52,803

Todal share (top 10 countries) B7.3
Sources: international Energy Agency; World Bank, World Development Indicators, and IMF staff calculations.
Notbe: G0y = carbon dioxide; PPP = purchasing power parity.

Table 1.1b: Greenhouse Gas Emissions Target Reductions, Paris Agreement,

December 2015

Country Target Reductions
United States! Between 26 percent and 28 percent below 2005 levels by 2025
European Union! 40 percent below 1900 levels by 2030
Japan' 26 percent below 2013 levels by 2030
Canada’ 30 percent below 2005 lovels by 2030
China' 60 percent to 65 percent below 2005 levels by 2030 (GO, emissions intensity)
India? 33 percent to 35 percent below 2005 levels by 2030 (CO0, emissions intensity)
Russia' 25 percent to 30 percent below 1900 levels by 2030
Bragil! 37 percent below national baseline scenario by 2025
South Africa® Between 308 and 614 million tons of CO, emissions by 2025 and 2030

Sourcs: Admiraal and others 2015,

Mote: By Novemiber 29, 20135, 184 parties {includng the European Union) had submétted their intended Mafionally Determined Contrioutions JMNDCs)
in preparztion for the adoplion of the Paris Agreement in December 2015,

* Unconditional INDG-

= Conditanal INDG

In view of the above, the developing countries, SIDS and LDCS may be provided and
to facilitate the clean technology imports necessary to facilitate the energy transition
as to lead to sustainable development for this, the efforts to raise climate finance of

$100 billion a year by 2020 is necessary. These transformations will be a source of
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jobs and cleaner and more sustainable growth. The low-interest rates in the world
economy will certainly help in promoting investments needed for infrastructural

spending both to support demand and to spare potential future growth.
Section II: Global and IORA Economic Outlook: 1997-2021

In this section, an attempt has made to analyses the performance of World Economy,
Regional groups and the IORA Member States and Dialogue Partners in terms of
three main indicators for the period 1998-2015 with the projections for the years

2016, 2017 and 2021.
World, Regional and IORA Economic Outlook: 1997-2021

In this part of the chapter, we discuss the performance of IORA Member-States in
term of GDP growth rates; current account balance and consumer prices since 1997-
when IORA was established. Table 1.2, a summary of World Output explains the
trends in World Regions Output growth, including some of IORA dialogue partners.
The average of world’s output was 4.2% during the period 1998-2007; thereafter, it
falls to 3.1% in 2015 after the global financial crisis in 2008 and fell to -0.1%s in
2009. The world output will grow at the rate of 3.2, 3.5 and 3.9% in 2016, 2017 and
2021 respectively- still below the average output growth at the global level has
serious implications in terms of trade and investment flows, sectorial shifts as well as

the achievement of SDGs and global environmental issues.

The output growth in advanced economies has been even slower than the growth in
world production. The average output growth was 2.8% in 1998, 2007 which fall to -
3.4% in 2009, and rose to 3.1% in 2010; the average annual growth rated has been
1.8%, 2.0%, and 1.8% for the years 2016, 2017 and 2021.

The output growth in U.S has been 3% during 1998-2007 which fell to -0.3 and -2.8
during the years 2008 and 2009. The average annual growth rate has been 2.1%
during the period 2010-2016, the projected growth rates have been 2.4%, 2.5%, and
2.0% for the years 2016, 2017 and 2021.

The average annual output growth has been 2.4% during 1998-2007, which fell to
0.5% in 2008 and further to -4.5% in 2009, thereafter average annual output growth in
Euro Area has been 1.2% during 2010-2016, and the projected growth has been 1.5%,

1.6% and 1.9 in 2021. The low and even negative growth rates within Euro Area has
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serious trade, and investment flows for Mauritius, Madagascar, Mozambique, Kenya,
Tanzania, as most of their trade is with Euro area. The trade-elasticity- especially the
import elasticity of this region will be very low in future, restricting the opportunities

to exports to this area by these countries of IORA.

We now take the growth performance of some of the important Regional groups,
directly relevant to IORA. The emerging and developing Asia is the brightest spot for
promoting trade and investment linkages within IORA. The average annual output
growth has been 7.6% in 2008 and further rose to 9.6%s in 2010. The average annual
growth during 2010-2016 has been 7.2%s, and the projected growth rates for the
region are 6.4%, 6.3% and 6.4% for the years 2016, 2017 and 2021.

The growth in the Middle East and North Africa region has been 5.3% during the
period 1998-2007, which fell to 1.5%s in 2009, and thereafter, the average annual
growth rate has been 3.4%s for the period 2010-2016. The projected growth rates are
2.9%, 3.3% and 3.6% for the year 2016, 2017 and 2021.

The average annual output growth has risen to 6%s in 2008 and fell to 4.3%s in 2012.
The average annual growth rate for the period 2010-2016 has been 4.6%s, and the
projected output growth rates have been 3.0 %, 4.0% and 5.0% for 2016, 2017 and
2021 respectively.

Real GDP growth in IORA: 1998-2021

After discussing the developments at global and regional level from 1998-2015; and
projections for the years 2016, 2017 and 2021; let us now analyze the performance of
individual Member States of IORA one by one. IORA comprises of Emerging and
Developing Asia, Middle-East and North Africa, and sub-Saharan Africa. Australia
had an average annual growth rate of 3.6% during 1998-2007 which fell to 1.8% in
2009 and then it fell to 2.5% in 2015. The average annual growth rate has been 2.5%
during 2010-2016; the projected growth rates are 2.5%, 3.0% and 2.8% for the years
2016, 2017 and 2021

India had an average annual growth rate of 7.1% during 1998-2007 which rose to
10.3% in 2010. The average growth rate has been 7.3% for the period 2010-16. The
projected growth rate has been 7.5% and 7.8% for the years 2016, 2017 and 2021.

Malaysia had an average annual growth rate of 4.2% during 1998-2007 which fell to -
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1.5% in 2009. The average annual growth rate has been 5.4% during 2010-2016;
whereas the projected growth rates are 4.4%, 4.8% and 5.0% for the years 2016, 2017
and 2021.

Sri Lanka had an average annual growth rate of 4.3% during the period 1998-2007
which rose to 9.1% in 2012. The average annual growth of GDP has been 6.2%
during the 2010-2016 periods. The projected growth rates are 5.0% for the year 2016,
2017 and 2021.

Thailand had average arrival growth rate of 3.8% during 1998-2007, which fell to -0.7
in 2009. The average annual growth rate for the period 2015-2016 has been 3.5%;
whereas the projected growth rates are: 3.0%, 3.2%, and 3.0% for the year 2016, 2017
and 2021.

Yemen had an average annual growth rate of 4.3% in 1998-2007, which became
significantly negative during 2011, 2014 and 2015. The average annual growth rate
has been -3.6% during the 2010-2016 periods. The projected growth rates are 0.74,
11.9% and 3.5% for 2016, 2017 and 2021.

Comoros had an average annual growth rate of 2.0% during 1998-2007. The average
annual growth rate for the period 2010-2016 has been 2.2%. The projected growth
rates are 2.2%, 3.3%, and 4.0% for the year 2016, 2017 and 2021.

Kenya had an average annual growth rate of 3.6% during the period 1998-2007 which
rose to 8.0% in 2010. The average annual growth rate for the period 2010-2016 has
been 5.9%. The projected growth rates are 6.0%, 6.1% and 6.5% for the year 2016,
2017 and 2021.

Madagascar had an average annual growth rate of 3.7% during 1998-2007, which fell
to -4.7% in 2009. The average annual growth rate has been 2.5% during 2010-2016.
The projected growth rates are 4.1%; 4.5% and 5.0% for the years 2016, 2017 and
2021.

Mauritius had an average annual growth rate of 4.4% during 1998-2007 which rose to
5.5% in 2008. The average annual growth rate has been 3.6% during 2010-2016. The
projected growth rates are 3.8%, 3.9% and 4.0% for the years 2016, 2017 and 2021.

Mozambique had an average annual growth rate of 8.4% during 1998-2007. The
average annual growth rate for 2016-2016 has been 6.8%. The projected growth rates
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are 6.0%, 6.8% and 38.9% for the years 2016, 2017 and 2021.

Seychelles had an average annual growth rate of 2.6% during 1998-2007 which rose
to 6.2% in 2014. The average annual growth rate has been 4.8% during 2010-2016.
The projected growth rates are 3.3%, 3.5% and 3.3% for the years 2016, 2017 and
2021.

South Africa had an average annual growth rate of 3.7% during 1998-2007 which fell
to -1.5% in 2014. The average annual growth rate has been 2.0% during 2010-2016.
The projected growth rates are 0.6%, 1.2% and 2.4% for the years 2016, 2017 and
2021.

South Africa had an average growth rate of 3.7% during 1998-2007, which fell to -
1.5% in 2009. The average annual growth rates for the period 2010-2016 have been
2.0%. The projected growth rates are 0.6%, 1.2% and 2.4% for the years 2016, 2017
and 2021.

Tanzania had an average annual growth rate of 5.9% for the period 1998-2007, which
rose to 7.9% in 2011. The average annual growth rate has been 6.8% during 2010-
2016. The projected growth rates are 6.9%, 6.8% and 6.5% for the years 2016, 2017,
and 2021.

Figure 1.8 shows the patterns of GDP growth rates of IORA countries during the

period under study.
IORA Dialogue Partners’ Annual growth rates: 1998-2021

Dialogue Partners average annual growth rates have been in between 1.0% to 9.9%
for the period 1998-2007 which became negative in the year 2009; except China and
Egypt. The average annual growth rates of Dialogue Partners varied from 1.0% to
8.02% during 2010-2016. Projected growth rates are varying between -0.1 and 6.0%
for the years 2016, 2017, and 2021. The table 1:3 (a) reveals the details about the
movements in their real growth rates during the period under study. Figure 1.7 reveals
the patterns of GDP growth rate of IORA's dialogue partners during the period under
study.

The analysis reveals that growth patterns have been in line with the trends of the
emerging economies in Asia, Middle East, and Sub-Saharan Africa for most of the

Member countries of IORA, except Iran, Yemen, and South Africa. The emerging
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trends in real GDP growth rates during the period 1998-2021; including the projection
for the years 2016, 2017 and 2021 suggest that trade and investment flow within the
IORA Member States are likely to increase in future if conducive and relevant
measures of Trade and Investment Facilitation. The time has come to evolve a
mechanism for the increase in trade and investment flows through consensus within

IORA.
Structural changes in IORA countries’ Gross Domestic Product: 1955-2016

Table 1.2 reveals the share of economic activities in GDP of IORA Countries from
1995-2016. Structural transformation of the economies is recently gaining importance
in economic literature; after a long gap. In IORA the hypothesis of structural
transformation stated by Collin Clark (1940s) seems to have fully proved. The share
of agriculture has declined in relation to industry and Service over the last twenty one

years.

In Australia the share of agriculture was 3% in GDP in 1995 which remained the
same throughout the period. The share of Industry was 28% in 1995 which declined to
24% in 2016. The share of services in GDP was 67% in 1995 which rose to 71% in
2004; and declined to 68% in 2009; but again rose to 73% in 2016. That shows that

service sector plays a prominent role in Australia’s economy.

Bangladesh also followed the pattern of declining share of agriculture vis-a-vis
industry and services. The share of agriculture in Bangladesh’s economy was 26% in
1995 which fell to 21% in 2004; and continuously declined to 15% in 2016. The share
of industry was 28% in 1995 which fell to 25% in 2005 and again rose to 29% in
2016. The share of services was 49% in 1995 which rose to 56% in 2005; and then
fell to 53% in 2009; and again rose to 56% in 2016.

India’s share of agriculture in GDP was 27% in 1995 which fell to 23% in 2005 and
further fell to 17% in 2016. The share of Industry in GDP was 32% in 1995 which
rose to 34% in 2005; and fell to 29% in 2016. The share of services was 40% in 1995
which rose to 52% in 2000; and then fell to 47% in 2005, and rose to 55% in 20009.

The share of service sector was 54% in 2016.

Indonesia’s share of agriculture was 17% in 1995 which fell to 13% in 2005; and

marginally rose to 14% in 2009; and again fell to 13% in 2016. The share of industry
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was 41% in 1995 which rose to 47% in 2005 and 2009; and then fell to 39% in 2016.
The share of service sector was 40% in 1995 which rose to 53% in 2004 and then fell
to 44% in 2016.

Iran’s share of agriculture in GDP was 12% in 1995 which rose to 21% in 2004 and
fell to 6% in 2005 and then rose to 11% in 2016. It has declined from 12% in 1995 to
11% in 2016. It has declined from 12% in 1995 to 11% in 2016, with conformity to
the hypothesis. The share of industry in GDP was 38% in 1995 which fell to 27% in
2004 and rose to 47% in 2005 and then fell to 24% in 2016. The share of service
sector was 48% in 1995 which fell to 46% in 2005; and rose to 55% in 2016.

Kenya’s share of agriculture in GDP was 31% in 1994 which fell to 27% in 2005 and
again rose to 36% in 2016. The share of industry was 16% in 1995 which rose to 2%
in 2009 and fell to 19% in 2016. The share of services was 52% in 1995 which rose to
54% in 2005 and fell to 45% in 2016.

Madagascar’s share of agriculture in GDP was 26%in 1995 which rose to 28% in
2005 and fell to 24% in 2016. The share of Industry was 9% in 1995 which rose to
16% in 2005 and further to 19% in 1995 2016. The share of service sector was 64% in
1995 which fell to 56% in 2005 and rose to 59% in 2009 and again fell to 56% in
2016.

Malaysia’s share of agriculture in GDP was 12% in 1995, which fell to 8% in 2000
and fell to 6% in 2005; and was also 6% in 2016. The share of industry was 41% in
1995 which fell to 38% in 2009 and further fell to 36% in 2016. The share of service
sector was 45% in 1995 which rose to 55% in 2005 and further to 58% in 2016.

Mauritius share of Agriculture was 10% in 1995 which fell to 6% in 2005; and further
to 4% in 2016. The share of industry GDP in 1995 was 32% which fell to 28% in
2005; and further fell to 22% in 2016. The share of service sector was 57% in 1995
which rose to 66% in 2005 and further to 75% in 2016.

Mozambique’s share of agriculture in GDP was 33% in 1995 which fell to 26% in
2005 and was 25% in 2016 in 2016. The share of Industry was 14% in 1995 which
rose to 21% in 2005 and further rose to 24% in 2009 and then fell to 22% in 2016.
The share of services was 51% in 1995 which rose to 54% in 2005 and was 54% in
2016.
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Oman’s share of agriculture was 2% in 2016; the share of industry was 48% and the

service sectors share was 50% in 2016.

Seychelles’s share of agriculture was 40% in 1995 which fell to 30% in 2016. The
share of industry was 25% in 1995 which fell to 20% in 2005 and further to 14% in
2016. The share of services was 33% in 1995 which fell to 76% in 2005 and again
rose to 83% in 2016.

Singapore’s share of agriculture in GDP was 0% 1995 and it was 0% 2016. The share
of industry was 33% in 1995 which fell to 32% in 2005 and then to 26% in 2016. The

share of service sector was 65% in 1995 which rose to 74% in 2016.

South Africa’s share of agriculture in GDP was 3% in 1995 which rose to 4% in 2004
and fell to 2% in 2016. The share of industry was 38% in 1995 which fell to 30% in
2005 and rose to 31% in 2009, then again fell to 29% in 2016. The share of services
was 61% in 1995 which continuously rose to 69% in 2016.

Sri Lanka’s share of agriculture was 23% in 1995 which fell to 12% in 2005; and rose
to 14% in 2009 and again fell to 3% in 2016. The share of industry was 26% in 1995
which rose to 30% in 2005; and fell to 28% in 2009; and again rose to 30% in 2016.
The share of service was 50% in 1995 which rose to 58% in 2005; and further rose to
62% in 2016.

Tanzania’s share of agriculture was 47% in 1995; which fell to 45% in 2004 and
again fell to 3% in 2005 rose to 45% in 2009 and again fell to 31% in 2016. The share
of industry was 14% in 1995 which rose to 21% in 2005 and further to 27% in 2016.
The share of service was 38% in 1995 which fell to 37% in 2009 and then rose to 42%
in 2016.

Thailand’s share of agriculture in GDP was 9% in 1995 which rose to 10% in 2004
and again fell to 9% in 2005 and then rose to 12% in 2009; and fell to 8% in 2016.
The share of industry was 37% in 1995 which rose to 39% in 2005; and further rose to
44% in 2009; and again fell to 36% in 2016. The share of service was 53% in 1995
which fell to 52% in 2005 and further to 44% in 2009; again rose to 56% in 2016.

The UAE’S share of industry in GDP was 45% in 1995 which rose to 61% in 2009.
The share of service sector was 46% in 1995 which fell to 39% in 2000; and further
fell to 38% in 2009. The share of agricultural GDP was 2% in 2009.
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Yemen’s share of agriculture was 23% in 1995 which fell to 15% in 2004 and further
to 10% in 2016. The share of industry was 29% in 1995 which rose to 47% in 2005;
and further to 48% in 2016. The share of service was 45% in 2004 which fell to 42%
in 2005 and was at 42% in 2016.

The analysis reveals that overall trends in structural changes are in conformity with
global trends- the share of agriculture declining; industry having both declining as
well as increasing share in GDP overtime. The share of services in GDP in IORA has
been rising over the period. In some of the countries of IORA; agriculture still
occupies more than 25-35% of their GDP. Similarly in case of industry the share
varies 30-48% of their GDP. The share of services varies from 42-83% of their GDP.

These trends have significant policy implications.
IORA Countries’ Balance of Current Account: 1998-2021

Table 1.5 analyses the movements in Balance of current account as a percentage of
GDP of IORA Countries for the period 2008-20135; including the projections for the
years 2016, 2017 and 2021.

Australia’s current account balance as a percentage of GDP was -0.5% in 2008,
indicating a deficit in the CAB, which fell to -3.0% in 2011 and further rose to -4.6 in
2015. The current account balance is expected to be:-3.6%, -3.05% and -3.2% for the
years 2016, 2017 and 2021. The average annual current balance of Australia has been

-2.8% of GDP during the period 2008-2015.

Bangladesh’s current account balance (CAB) was in surplus in 2008. If (CAB) was
1.2% of GDP which rose to 2.4% in 2009 and became negative (-0.1) in 2014 which
further rose to -1.1% in 2015. This is expected to be -2.1% of GDP in 2021. The

average annual current balance has been 0.4% during the period 2008-2015.

Comoros had a negative current balance (-18.7) in 2008 which fell to -10.2% in 2015.
The current account balance is projected to be -15.2%, -15.7% and -12.4% for the
years 2016, 2017 and 2021. The average annual current balance has been -13.5% for
the period 2002-2015. Throughout the period, it has been significantly high and
needs to be corrected. It is one of the serious problems of Comoros and needs to be

tackled by adopting an appropriate policy-frame.

Singapore had a very high positive current account balance since 2008-2015. In
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2008, the current account balance was 14.4% of GDP, which rose to 23.7% in 2010
and fell to 19.7% in 2015. The average annual current balance (CAB) has been
13.6%, 20.5% and 18.0% for the years 2016, 2017 and 2021.

India has -2.3% of their current account balance in 2008 which rose to -4.8% in 2012
and fell to -1.3% in 2015. The average annual current account as a percentage of
GDP has been -2.6 for the period 2008-2015. The projected current account balance
will be -1.5, -2.1 and -2.6% for the years 2016, 2017 and 2021.

Indonesia’s current account balance was 1.8% in 2009, which became -2.1% in 2015.
The projected current account balance is -2.6% and -3.0% for the years’ 2016, 2017
and 2021. The average annual current account balance has been -1.2% during the

period 2008-2015.

Malaysia’s current account balance has always been positive throughout the period
like Singapore. The current account balance was 16.5% in 2008 which fell to 2.9% in
2015. The average annual current account balance has been 8.5% during the period
2008-2015. The projected current account balance is 2.3%, 1.9% and 1.6% for the
years 2016, 2017 and 2021.

Sri Lanka’s current account balance was -9.5% in 2008 which fell to -2.0% in 2015.
The average annual current account balance has been -4.4% during the period 2008-
2015. The projected current account balance is -0.8, -1.4% and -2.9% for years 2016,
2017 and 2021.

Thailand’s current account balance was 0.3% (surplus) in 2008 which rose to 7.3% in
2009 and further rose to 8.8% in 2015. The average annual current account balance
has been 2.9% for the year 2008-2015. The projected current account balance is
8.0%, 5.7% and 1.4% for the years’ 2016, 2017 and 2021.

Iran’s current account balance was 5.8% in 2008 which rose to 10.5 in 2011 and fell
to 0.4% in 2015. The average annual current balance has been 4.9% for the period
2008-15. The projected current account balance is -0.8%, 0.0% and 1.2% for the
years’ 2016, 2017 and 2021.

Oman’s current account balance has been 8.5% of GDP in 2008 which rose to 13.2%
in 2011, and became negative (-12.6%) in 2015). The average annual current account

balance has been 4.9% for the period 2008-2015. The projected current account
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balance is: -25.1%, -19.6%, and -8.5% for the years 2016, 2017 and 2021.

UAE’s current account balance has been 7.1% in 2008 which rose to 21.3% in 2012
and then fell to 3.9% in 2015. The average annual current account balance has been
10.5% during the period 2008-2015. The projected current account balance is -1.0%,
0.1% and 0.7% for the years 2016, 2017 and 2021.

Kenya’s current account balance has been -5.5% in 2008 which rose to -10.4% in
2014. The average annual current account balance has been -7.6% during the period
2008-2015. The projected current account balance is -8.3%, -6.9% and -6.9% for the
years 2016, 2017 and 2021.

Madagascar’s current account balance has been -20.6% in 2008 which fell to -2.2% in
2015. The average annual current account balance has been -9.2% during the period
2008-2015. The projections are -3.0%, -4.4% and -6.4% for the years 2016, 2017 and
2021.

Mauritius’s current account balance has been -10.1% in 2008 which rose to -13.8% in
2011. The average annual current account balance has been -8.2% during the period
2008-2015. The projections are: -4.5%, -4.6% and -4.9% for the years 2016, 2017
and 2021.

Mozambique had a deficit in the current account balance (-9.9%) in 2008 which rose
to exceptional heights of -44.7% in 2012; and then fell to -41.3% in 2015. The
average annual current account balance has been -27.7% during the period 2008-
2015. The projections are: -43.0%, -70.3%, and 89.2% for the years 2016, 2017 and
2021.

Seychelles’ current account balance has been -19.1% in 2008 which rose to -22.2% in
2014. The average annual current account balance has been -18.2% during the period
2008-2015. The projections are: -13.3%, -12.9% and -10.9% for the years 2016, 2017

and 2021. Figure 1.8 reveals the current account balance during the period.
IORA Dialogue Partners’ Current Account Balance: 1998-2021

Dialogue Partners’ current account balance has been both positive as well as negative
since 2008 to 2021 as indicated in Table 1.5a. Out of seven Dialogue Partners’ three
have been maintaining a positive balance of payments since 2008, Germany, Japan

and China. The US had a current account balance -4.7% in 2008. The average annual
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current account balance of US has been -2.9% during the period 2008-2015. The
projections for the US are: -2.9%, -3.3%, and -3.9% for the years 2016, 2017 and
2021.

Germany’s current account balance has been 5.6% in 2008 which rose to 8.5 in 2015.
The average annual current account balance has been 6.5% during the period 2008-

2015. The projections are: 8.4%, 8.0% and 6.9% for the years 2016, 2017 and 2021.

France’s current account balance has been -0.9% in 2008 which rose to -1.2 in 2012.
The average annual current account balance has been -9.2% during the period 2008-
2015. The projections are: -7.7%, -7.4% and -6.8% for the years 2016, 2017 and
2021.

Japan’s current account balance has been 2.9% in 2008 and rose to 4.0% in 2010.
The average annual current account balance has been 2.2% for the period 2008-2015.

The projections are: 3.8%, 3.7% and 3.7% for the years 2016, 2017 and 2021.

United Kingdom’s current account balance has been -3.6% in 2008 which rose to -5.1
in 2014. The average annual current account balance has been -3.5% during the
period 2008-2015. The projections are: -4.3%, -4.0% and -3.5% for the years 2016,
2017 and 2021.

China’s current account balance has been 9.2% in 2008 which fell to 2.7 in 2015. The
average annual current account balance has been 3.5% during the period 2008-2015.

The projections are: 2.6%, 2.1% and 0.5% for the years 2016, 2017 and 2021.

Egypt’s current account balance has been 0.5% in 2008 which rose to -3.7 in 2012.
The average annual current account balance has been -2.0% during the period 2008-
2015. The projections are: -5.3%, -5.3% and -3.1% for the years 2016, 2017 and

2021. The patterns of current account balance oil revealed by Figure 1.8
IORA Countries Consumer Prices: 1998-2021

Table 1.6 explains the behavior of consumer prices among the IORA Countries and
Dialogue Partners during the period 1998-2017, including the projections for the year
2016 and 2017.

Australia’s economy has been able to tackle the movement in consumer prices well
during the whole period under study, except the year 2008 when the annual

percentage change was the highest (4.3%). The average annual change has been 2.8%
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during the period 1998-2007; which fell to 1.5% in 2015. The projections are: 2.1%,
2.4% and 2.5% for the years 2016, 2017 and 2021. The average annual change for
2008-2015 has been 2.5%.

Singapore had 6.6% increases in consumer prices in 2008 which fell to -0.5% in 2015.
The average annual change has been 0.7% for the period 1998-2007. The projected
annual charges are: 0.2%, 1.3% and 1.9% for the years 2016, 2017 and 2021. The
average annual change for 2008-2015 has been 2.8%.

Bangladesh had 8.9% increase in consumer prices in 2008 which rose to 11.5% in
2011. The average annual change has been 5.7% for the period 1998-2007. The
projections are: 6.7%, 6.9% and 5.7% for the years 2016, 2017 and 2021. The
average annual change for 2008-2015 has been -7.7%.

India had an increase 9.8% in consumer prices in 2008 which fell to 6.4% in 2015.
The average annual change has been 6.0% for the period 2008-2015. The projections
are: 4.3%, 4.5% and 4.0% for the years 2016, 2017 and 2021. The average annual
change for 2008-2015 has been 6.0%.

Indonesia had an increase of 9.8% in consumer prices in 2008; which fell to 6.4% in
2015. The average annual change for the period 2008-2015 has been 6.0%, whereas
the projections are: 4.3%, 4.5% and 4.0% for the years 2016, 2017 and 2021.

Oman had an increase of 12.6% in consumer prices in 2008; which fell to 0.2% in
2015. The average annual change for the period 1998-2007 has been 1.0% which rose
to 3.5% during the period 2008-2015. The projected changes are: 0.3%, 2.8% and
2.7% for the years 2016, 2017 and 2021.

UAE had an increase of 12.3% in consumer prices in 2008; which fell to 4.1% in
2015. The average annual change for the period 1998-2007 has been 4.5% which fell
to 2.9% during the period 2008-2015. The projected changes are: 3.2%, 2.7% and
3.5% for the years 2016, 2017 and 2021.

Yemen had an increase of 19.0% in consumer prices in 2008; which rose to 30.0% in
2015. The average annual change for the period 1998-2007 has been 10.6% which
rose to 14.1%during the period 2008-2015. The projected changes are: 27.5%, 24.0%
and 9.5% for the years 2016, 2017 and 2021.

Comoros had an increase of 4.8% in consumer prices in 2008; which fell to 2.0% in
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2015. The average annual change for the period 1998-2007 has been 3.6% which
marginally fell to 3.3% during the period 2008-2015. The projected changes are:
2.2%, 2.2% and 2.2% for the years 2016, 2017 and 2021.

Kenya had an increase of 15.1% in consumer prices in 2008; which fell to 6.6% in
2015. The average annual change for the period 1998-2007 has been 5.9% which
significantly rose to 9.0% during the period 2008-2015. The projected changes are:
6.6%, 6.3% and 6.0% for the years 2016, 2017 and 2021.

Madagascar had an increase of 9.3% in consumer prices in 2008; which fell to 7.4%
in 2015. The average annual change for the period 1998-2007 has been 10.0%,
whereas the average annual change has been 7.7% during the period 2008-2015. The
projected changes are: 7.2%, 7.0% and 5.5% for the years 2016, 2017 and 2021.

Mauritius had an increase of 9.7% in consumer prices in 2008; which fell to 1.3% in
2015.the average annual change has been 6.1% during the period 1998-2007. The
average annual change for the period 2008-2015 has been 6.1%. The projected
changes are: 1.5%, 2.1% and 2.6% for the years 2016, 2017 and 2021.

Mozambique had an increase to 10.3% in consumer prices in 2008; which rose to
12.7% 1in 2010 and further fell to 2.4% in 2015. The average annual change for the
period 1998-2007 has been 9.6%. The average annual change has been 5.9% during
2008-2015. The projected changes are: 6.0%, 5.6% and 5.6% for the years 2016,
2017 and 2021.

Seychelles had an increase of 37.0% in consumer prices in 2008; which rose to 12.7%
in 2008and further fell to 4.0% in 2015. The average annual change for the period
1998-2007 has been 3.2%. The average annual change has been 10.7% during 2008-
2015. The projected changes are: 2.2%, 2.6% and 3.0% for the years 2016, 2017 and
2021.

South Africa had an increase of 11.5% in 2008 which fell to 5.7% in 2012 and then
fell to 5.7% in 2015. The average annual change for the period 1998-2007 was 5.4%.
The average annual change rose to 6.2% during 2008-2015. The projected changes
are: 6.5%, 6.3% and 5.6% for the years 2016, 2017 and 2021.

Tanzania had an increase of 10.3% in 2008 which rose to 16.0% in 2012 and then fell
to 5.6% in 2015. The average annual change for the period 1998-2007 has been
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6.3%. The average annual change rose to 9.7% during 2008-2015. The projected
changes are: 6.1%, 5.1% and 5.1% for the years 2016, 2017 and 2021. The patterns of
consumer prices are shown of Figure 1.9 for all the IORA countries. The detailed
analysis of Tanzania economy in terms of major economic indicators has been shown

in Appendix A. (Put all Tanzania data)
IORA Dialogue Partners Consumer Prices: 1998-2021

The USA had an increase of 3.8% in 2008 which fell to 0.1% in 2015. The average
annual change during the period 1998-2007 has been 2.6%. The average annual
change fell to 1.6% during 2008-2015. The projected changes are: 0.5%, 1.4% and
2.0% for the years 2016, 2017 and 2021.

France had an increase of 3.2% in 2008 which fell to 0.1% in 2015. The average
annual change during the period 1998-2007 has been 1.7%. The average annual
change fell to 1.4% during 2008-2015. The projected changes are: 0.4%, 1.1% and
1.7% for the years 2016, 2017 and 2021.

Japan had an increase of 1.4% in 2008 which fell to 0.8% in 2015. The average
annual change during the period 1998-2007 has been -0.2%. The average annual
change fell to 0.3% during 2008-2015. The projected changes are: -0.2%, 1.4% and
2.0% for the years 2016, 2017 and 2021.

U.K had an increase of 3.6% in 2008 which fell to 0.1% in 2015. The average annual
change during the period 1998-2007 has been 1.6% which rose to 2.5% during 2008-
2015. The projected changes are: 0.8%, 1.9% and 2.0% for the years 2016, 2017 and
2021.

China had an increase of 5.9% in 2008 which fell to 1.4% in 2015. The average
annual change during the period 1998-2007 has been 1.1% which rose to 10.9%
during 2008-2015. The projected changes are: 9.6%, 9.5% and 7.5% for the years
2016, 2017 and 2021. The detailed analysis of consumer prices of all the dialogue
partners of IORA has been shown in Table 1.6a. Figure 1.9 shows consumer prices
Pattern of IORA's Dialogue partners during the period under study. Table 1.4 shows
the structural changes that have taken place in IORA countries since 1995-2016 in

terms of sectoral distribution of the gross domestic product (GDP).
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Section III: Conclusions and Policy Recommendations

The analysis reveals that global recover continues but as an ever slowing and
increasingly fragile pace. Table 1.2 indicates that the growth at the world level,
advanced economies; the US, EURO area, and Japan, .etc. Growth was broadly in line
weaker in some countries and strong in others. More generally, geo-political tensions
have been overweighing on global growth. Global industrial production, particularly
of capital goods, remained subdued throughout 2015. This weakness is consistent

with depressed investment worldwide — particularly in energy and mining.

Headline inflation in advanced economies in 2015 at 0.3% on average was the lowest
since the global financial crisis due to a sharp decline in commodity prices. There has
been slowing down in global investment and trade. Trade growth in 2015 at world
level; advanced economies and emerging market and developing economies and
selected commodity export less. The usual decline in oil prices was impacting capital

expenditure and also raising the external borrowing costs.
In the above background, the following conclusions emerge:

1.  The real GDP of advanced economies including the US, Euro area, Japan, UK
and other advanced economies struggled during 2010, 2011 and 2012 and the
same trend continued in 2013, 2014 and 2015 through slow recovery is visible,

yet economies are likely to achieve pre-global crisis levels of their GDP growth.

2. The low fossil fuel prices may lead the global economy towards renewable
energy; facilitate the clean technology imports necessary for energy transition
but for that optimum, carbon-prices need to be negotiated between advanced and
developing/emerging economies. A global carbon tax would be the most

efficient way to reduce emissions.

3. The real GDP growth in IORA since 2009 has been a mixed one- some countries
like Indonesia, India, Bangladesh, Mozambique, Malaysia, Sri Lanka and
Tanzania having high growth rates more than 5% during the period 2009-2015.
These high growth rates need to be interpreted with caution. Generally
speaking, the prediction of growth has been volatile and weak in line with global

trends.

4. The trends in the balance of current account have been strongly positive in
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countries: Singapore, UAE, Oman, Iran, Thailand, Malaysia, and Bangladesh
while strongly negatives in countries: Mozambique, Seychelles, Comoros,
Tanzania, Madagascar, Mauritius, and Kenya. The negative trends in current
account balance of India, Australia, Indonesia, and Yemen have been in line with
the standard limits accepted internationally by the trade experts, less than 5% of

their GDP. The same pattern is repeated in Dialogue partners of [ORA.

The trends in consumer prices have been in line with more or less with dialogue
partners like USA, Germany, UK and France in countries like Australia,
Singapore, Malaysia, Thailand, UAE and Comoros. Though the percentage
change in consumer prices has been higher than Japan, USA, Germany and
France, yet it remained between 3.3% to 2.2% limit which is an excellent
performance in keeping the inflation under control. But in countries: Iran,
Yemen, Seychelles, Kenya and Tanzania it was varying from 20.3% to 9%
during 2008-2015. In countries like Mauritius, South Africa, Indonesia, Sri
Lanka, Bangladesh, and Indian, it remained from 4.1% to 8.6% during the same

period.

As revealed by Table 1.3, the structural transformation has taken place in all the
IORA countries during 1995-2016 proving the Collin-Clark Hypothesis of
economic transformation. But, this trend needs to be interpreted carefully for
evolving the policy frames for each country in IORA in accordance to their level
of economic development. The policy makers should undertake such initiatives

that lead to optimization of country resources in diversifying their economies.

Thus, the behavior of IORA countries in terms of real GDP growth rates, current
account balances and consumer prices as well as in terms of structural
transformation in IORA economies may be termed as more than satisfactory in
global perspective; but the global patterns in world's output, trade and
investment are likely to impact the IORA economy in future, particularly when

growth is too fragile and too slow.
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Table 1.2: Summary of World Output Average Annual Percent Change

Country/Region 1998-2007 2008 2009 2010 2011 2012 2013 2014 2015|Projected 2016|Projected 2017 |Projected 2021
World 4.2 3 -0.1 5.4 4.2 3.5 3.3 3.4 3.1 3.2 35 3.9
Advanced Economies 2.8 0.2 -3.4 3.1 1.7 1.2 1.2 1.8 1.9 1.9 2 1.8
United States 3 -0.3 -2.8 2.5 1.6 2.2 15 2.4 2.4 2.4 2.5 2
Euro Area 2.4 05 -4.5 2.1 1.6 -0.9 -0.3 0.9 1.6 15 1.6 15
Japan 1 -1 -55 4.7 -0.6 1.7 14 0 0.5 05 -0.1 0.7
Other Advanced Economies 3.6 1.1 -2 4.5 3 1.9 2.3 2.8 1.9 2 2.3 2.4
Emerging Market and Develo 5.8 5.8 3 74 6.3 5.3 49 46 4 4.1 4.6 5.1
Regional Groups

Commonwealth of Independe] 6.2 5.3 -0.4 4.6 48 3.5 2.1 1.1 -2.8 -1.1 1.3 2.4
Emerging and Developing As 7.6 7.2 75 9.6 7.8 6.9 6.9 6.8 6.6 6.4 6.3 6.4
Emerging and Developing Eu 4.2 3.1 -3 4.7 54 1.2 2.8 2.8 3.5 3.5 3.3 3.3
Latin America and the Caribb 3.1 39 -1.2 6.1 49 3.2 3 1.3 -0.1 -0.5 1.5 2.8
Middle East and North Africa 5.3 48 1.5 5.2 4.6 5.1 2.1 2.6 2.3 2.9 3.3 3.6
Sub-Saharan Africa 5.3 6 4 6.6 5 4.3 5.2 5.1 3.4 3 4 5
Memorandum

European Union 2.7 0.7 -4.3 2 1.8 -0.4 0.3 14 2 18 1.9 1.8
Low Income Developed Com 6.1 59 59 7.1 5.3 5.2 6.1 6.1 45 47 55 5.8
Memorandum - Median Growth Rate

Advanced Economies 3.5 0.8 -3.8 2.3 2 1.1 11 2.2 1.6 1.8 2.2 2.1
Emerging Market and Develo 46 5 1.7 45 45 41 4 3.7 3 3.2 3.5 4
Low-income Developing Cou 4.7 5.6 3.9 6.2 5.8 5.2 54 5.3 4 44 4.8 54
Vale of World Output

At Market Exchange Rate 40.305 63.258 59.921 65.571 72.681 74.186 75.905 77.825 73.171 73.994 71.779 96.387
At Puchasing Power Parity 58.506 83.014 83.351 88.83 94.337 99.089|  109.143]  109.143] 113524 118.17 123.973 155,752
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Table 1.3: Shares of Economic Activities in GDP of IORA Countries (1995-2016)

Agriculture | Industry | Service | Agriculture | Industry | Service | Agriculture | Industry | Service | Agriculture | Industry | Service | Agriculture | Industry | Service | Agriculture | Industry | Service
Country/Year 1995 1995 | 1995 2000 2000 | 2000 2004 2004 | 2004 2005 2005 | 2005 2009 2009 | 2009 2016 2016 | 2016
Australia 3 28 67 3 26 69 3 26 71 3 27 70 3 29 68 3 24 73
Bangladesh 26 28 49 23 23 52 21 27 53 20 25 56 19 29 53 15 29 56
Comoros - - - - - - - - - - - - - 11]- - - -
India 27 32 40 23 31 52 21 27 53 20 34 47 17 28 55 17 29 54
Indonesia 17 41 41 15 45 38 21 27 53 13 47 40 14 47 39 13 39 44
Iran, Islamic
Rep. 12 38 48 9 40 50 21 27 53 6 47 46 10 44 45 11 24 55
Kenya 31 16 52 32 16 50 16 19 65 27 19 54 28 20 52 36 19 45
Madagascar 26 9 64 29 14 56 29 16 55 28 16 56 24 18 59 24 19 56
Malaysia 12 41 45 8 48 43 10 48 42 46 45 55 36 38 28 56 36 56
Mauritius 10 32 57 7 30 62| - - 64 6 28 66 | - - - 4 22 75
Mozambique 33 14 51 23 23 53 26 31 43 26 21 54 29 24 47 25 22 54
Oman - - - - - - - - - - - - - - - 2 48 50
Seychelles 25 83 35 82| - - - 20 76| - - - 14 83
Singapore 33 65 0 34 65 0 35 65 0 32 68 0 26 74 0 26 74
Somalia - - - - - - - - - - - - - - - - - -
South Africa 3 38 61 3 31 64 4 31 65 3 30 67 3 31 66 2 29 69
Sri Lanka 23 26 50 19 27 52 17 25 58 12 30 58 14 28 58 8 30 62
Tanzania 47 14 38 33 19 47 45 16 39 30 21 49 45 17 37 31 27 42
Thailand 9 37 53 8 36 54 10 44 46 9 39 52 12 44 44 8 36 56
United Arab
Emirates - 45 46 | - 48 39| - - - - - - 2 61 38| - - -
Yemen 23 29| - 15 45| - 15 40 45 12 47 42 - - - 10 48 42
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Table 1.4: IORA Countries Real GDP (Annual Percentage Change) — 1998-2017

Projected 2016

Country/Region 1998-2007 2008 2009 2010 2011 2012 2013 2014 2015 Projected 2017 |Projected 2021 201504  [206Q4  |2017Q4  [Average

Australia 36 26 18 23 27 35 2 26 25 25 3 28 3 23 32 25
Singapore 5.5 18 -0.6 15.2 6.2 37 47 33 2 18 2 28 17 18 22 52
Bangladesh 5.7 55 53 6 6.5 6.3 6 6.3 6.4 6.6 6.9 6.5 6.3
India 1.1 39 85 103 6.6 56 6.6 1. 73 15 1.5 18 13
Indonesia 27 74 47 6.4 6.2 6 5.6 5 48 49 53 6 55
Malaysia 42 48 -15 15 53 5.5 47 6 5 44 48 5 54
Sri Lanka 43 b 35 8 84 9.1 34 45 52 5 5 5 6.2
Thailand 38 17 -0.7 15 08 7.2 27 08 28 3 3 3 35
Emerging and Developing Asia 16 72 15 9.6 18 6.9 6.9 6.8 6.6 6.4 6.3 6.4 72
Iran 5. 09 23 6.6 37 -6.6 -19 43 0 4 3.7 41 14
Oman 24 8.2 6.1 48 41 58 47 29 41 18 17 21 4
UAE 5.7 32 5.2 16 49 12 43 46 39 24 26 34 41
Yemen 43 36 39 1.7 127 24 48 .2 -28.1 0.7 119 35 -36
Middle and North Africa 53 48 15 49 45 5 23 28 25 3.1 35 38 37
Comoros 2 1 18 21 22 3 35 2 1 22 33 4 22
Kenya 36 0.2 33 84 6.1 46 5.7 53 56 6 6.1 6.5 59
Madagascar 37 72 4.7 03 15 3 23 33 3 41 45 5 25
Mauritius 44 55 3 41 29 32 32 36 34 38 39 4 36
Mozambique 84 6.9 64 6.7 1.1 712 71 14 6.3 b 6.8 389 6.8
Seychelles 26 21 11 59 54 37 5 6.2 44 33 35 33 48
South Africa 3.7 32 -15 3 32 22 22 15 13 0.6 12 24 2
Tanzania 59 56 54 6.4 19 51 13 7 7 6.9 6.8 6.5 6.8
Sub-Saharan Africa 53 b 4 6.6 5 43 5.2 5.1 34 3 4 5 47
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Table 1.4a: IORA’s Dialogue Partners Real GDP (Annual Percent Change) 1998-2021

Countries ~ 1998-2007 2008 2009 2010 2011 2012 2013 2014 2015|Projected 201Projected 201Projected 203201504 {2016 Q4 |2017 Q4
USA 33 -03 -2.8 25 16 22 15 24 24 24 25 2 2 26 24
Germany 17 08 -5.6 39 37 0.6 04 16 15 15 16 12 13 16 16
France 24 0.2 -29 2 21 0.2 0.7 0.2 11 11 13 19 14 13 1
Japan 1 -1 -55 47 0.5 17 14 0 0.5 05 0.1 0.7 08 11 -0.8
UK 3 -0.5 -4.2 15 2 1.2 2.2 29 22 19 2.2 21 19 2 22
China 99 9.6 9.2 106 9.5 1.7 1.1 13 6.9 6.5 6.2 6

Egypt 5.1 7.2 4.7 5.1 18 22 21 2.2 42 33 43 5
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Table 1.5: IORA Countries’ Balance of Current Account: 2008-2021

Table 1.3 IORA Countries: Balance of Current Account: 2008-2021

Countries 2008 2009 2010 2011 2012 2013 2014 2015|Projected 2016 |Projected 2017 |Projected 2021
Australia -5 -4.7 -3.6 -3 -4.3 -3.4 -3 -4.6 -3.6 -3.5 -3.2
Bangladesh 1.2 2.4 0.4 -1 0.7 1.2 -0.1 -1.1 -1.3 -1.5 -2.1
Comoros -18.7 -15.4 -5.8 -14 -17.6 -15.9 -10.7 -10.2 -15.2 -15.7 -12.4
Singapore 14.4 16.8 23.7 22 17.2 17.9 17.4 19.7 21.2 20.5 18
India -2.3 -2.8 -2.8 -4.3 -4.8 -1.7 -1.3 -1.3 -1.5 -2.1 -2.6
Indonesia 0 1.8 0.7 0.2 -2.7 -3.2 -3.1 -2.1 -2.6 -2.8 -3
Malaysia 16.5 15 10.1 10.9 5.2 2.5 4.2 3.9 2.3 1.9 1.6
Sri Lanka -9.5 -0.5 -2.2 -7.8 -6.7 -3.8 -2.7 -2 -0.8 -1.4 -2.9
Thailand 0.3 7.3 2.9 2.4 -0.4 -1.2 3.8 8.8 8 5.7 1.4
Iran 5.8 2.4 5.9 10.5 4.1 7 3.8 0.4 -0.8 0 1.2
Oman 8.5 -1.1 8.9 13.2 10.3 6.6 6 -12.6 -25.1 -19.6 -8.5
UAE 7.1 3.1 2.5 14.7 21.3 18.4 13.7 3.9 1 0.1 -0.7
Yemen -4.6 -10.1 -3.4 -3 -1.7 -3.1 -1.7 -5.6 -7 -4.8 -5.2
Kenya -5.5 -4.6 -5.9 -9.1 -8.4 -8.9 -10.4 -8.2 -8.3 -6.9 -6.9
Madagascar -20.6 -21.1 -9.7 -6.9 -6.9 -5.9 -0.3 -2.2 -3 -4.4 -6.4
Mauritius -10.1 -7.4 -10.3 -13.8 -7.3 -6.3 -5.6 -5.1 -4.5 -4.6 -4.9
Mozambique -9.9 -10.9 -16.1 -25.3 -44.7 -39.1 -34.4 -41.3 -43 -70.3 -89.2
Seychelles -19.1 -14.8 -19.1 -22.6 -21.3 -12.3 -22.2 -14.2 -13.3 -12.9 -10.9
South Africa -5.5 -2.7 -2.5 -2.2 -5 -5.8 -5.4 -4.4 -4.4 -4.9 -4
Tanzania -7.8 -7.6 -7.7 -10.8 -11.6 -10.6 -9.5 -8.7 -7.7 -7.4 -6.8
Somalia
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Table 1.5a: IORA’s Dialogue Partners: Balance On Current Accounts: 2008-2021

Table 1.3(a): IORA's Dialogue Parners:

Balance on Current Accounts: 2008-2021

Countries 2008 2009 2010 2011 2012 2013 2014 2015|Projected 2016 |Projected 2017 |Projected 2021
USA -4.7 -2.7 -3 -3 -2.8 -2.3 -2.2 -2.7 -2.9 -3.3 -3.9
Germany 5.6 5.7 5.6 6.1 7 6.8 7.3 8.5 8.4 8 6.9
France -0.9 -0.8 -0.8 -1 -1.2 -0.8 -0.9 -0.1 0.6 0.3 0
Japan 2.9 2.9 4 2.2 1 0.8 0.5 3.3 3.8 3.7 3.7
UK -3.6 -3 -2.8 -1.7 -3.3 -4.5 -5.1 -4.3 -4.3 -4 -3.5
China 9.2 4.8 4 1.8 2.5 1.6 2.1 2.7 2.6 2.1 0.5
Egypt 0.5 -2.2 1.9 -2.5 -3.7 -2.2 -0.8 -3.7 -5.3 -5.3 -3.1
Table 1.6: IORA Countries Annual Change in Consumer Prices 1998 - 2017
Table 1.4: IORA Countries Annual Change in Consumer Prices 1998-2017
Country/Region [1998-2007 2008 2009 2010 2011 2012 2013 2014 2015|Projected 2016 |Projected 2017 |Projected 2021 [2015Q4 (2016 Q4 [2017 Q4
Australia 2.8 4.7 1.8 2.9 3.3 17 2.5 2.5 15 2.1 2.4 2.5 1.7 2.5 2.2
Singapore 0.7 6.6 0.6 2.8 5.2 4.6 2.4 1 0.5 0.2 13 1.9 -0.7 13 1.9
Bangladesh 5.7 8.9 4.9 9.4 115 6.2 7.5 7 6.4 6.7 6.9 5.7 6.5 7 7
India 5.2 9.2 10.6 9.5 9.5 9.9 9.4 5.9 4.9 5.3 5.3 4.9 5.4 5.1 5.4
Indonesia 14.1 9.8 5 5.1 5.3 4 6.4 6.4 6.4 4.3 4.5 4 3.4 45 4.4
Malaysia 2.4 5.4 0.6 1.7 3.2 17 2.1 3.1 2.1 3.1 2.9 3 2.7 3.1 2.9
Sri Lanka 9.8 22.4 3.5 6.2 6.7 7.5 6.9 3.3 0.9 3.4 4.5 5 2.8 4.1 5
Thailand 2.8 5.5 -0.9 3.3 3.8 3 2.2 1.9 0.9 0.2 2 2.5 -0.9 1.6 1.8
Iran 14.9 25.3 10.7 12.4 21.2 30.8 34.7 15.6 12 8.9 8.2 5 9.4 9 7.5
Oman 1 12.6 3.5 3.3 4 2.9 1.2 1 0.2 0.3 2.8 2.7 0.2 0.3 2.8
UAE 4.5 123 16 0.9 0.9 0.7 11 2.3 4.1 3.2 2.7 35 3.6 3.2 2.7
Yemen 10.6 19 3.7 11.2 19.5 9.9 11 8.2 30 27.5 24 9.5 20 32 21
Comoros 3.6 4.8 4.8 3.9 2.2 5.9 1.6 13 2 2.2 2.2 2.2 3.4 2.2 2.2
Kenya 5.9 15.1 10.6 43 14 9.4 5.7 6.9 6.6 6.3 6 5 8 5.8 5.5
Madagascar 10 9.3 9 9.2 9.5 5.7 5.8 6.1 7.4 7.2 7 5.5 7.6 7.1 7
Mauritius 6.1 9.7 2.5 2.9 6.5 3.9 3.5 3.2 13 15 2.1 2.6 13 2 2.2
Mozambigue 9.6 10.3 3.3 12.7 10.4 2.1 4.2 2.3 2.4 6 5.6 5.6 11.1 5.6 5.6
Seychelles 3.2 37 318 2.4 2.6 7.1 4.3 1.4 4 2.2 2.6 3 3.2 2.8 3.1
South Africa 5.4 11.5 7.1 43 5 5.7 5.8 6.1 4.6 6.5 6.3 5.6 4.9 6.9 5.8
Tanzania 6.3 10.3 12.1 7.2 12.7 16 7.9 6.1 5.6 6.1 5.1 5.1 6.8 5.4 5
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Table: 1.6a: IORA Dialogue Partners Consumer Prices

Table 1.4 (a): IORA Dialogue Partners Consumer Prices

Countries 1998-2007 2008 2009 2010 2011 2012 2013 2014 2015|Projected 2016 |Projected 2017 [Projected 2021 |2015 Q4 2016 Q4 2017 Q4

USA 2.6 3.8 -0.3 1.6 3.1 2.1 1.5 1.6 0.1 0.8 1.5 1.9 0.6 0.9 1.8
Germany 1.5 2.8 0.2 1.1 2.5 2.1 1.6 0.8 0.1 0.5 1.4 2 0.3 1.2 1.5
France 1.7 3.2 0.1 1.7 2.3 2.2 1 0.6 0.1 0.4 1.1 1.7 0.3 1.1 1.3
Japan -0.2 1.4 -1.3 -0.7 -0.3 0 0.4 2.7 0.8 -0.2 1.2 1.2 0.3 -0.2 1.6
UK 1.6 3.6 2.2 0.3 4.5 2.8 2.6 1.5 0.1 0.8 1.9 2 0.1 1.3 1.9
China 1.1 5.9 -0.7 33 5.4 2.6 2.6 2 1.4 1.8 2 3 1.6 1.8 2
Egypt 5.1 11.7 16.2 11.7 11.1 8.6 6.9 10.1 11 9.6 9.5 7.2 11.4 10.2 10.4
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Figure 1.8: Annual Percentage Change in GDP in IORA Countries
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Figure 1.9: Annual Percentage of Current Account Balance of IORA Countries
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Figure 1.10: Annual Changes in Consumer Prices of IORA countries
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CHAPTER 11

DEMOGRAPHIC, ECONOMIC
AND ENVIRONMENTAL ASPECTS
OF SUSTAINABLE DEVELOPMENT

IN IORA
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CHAPTER II: DEMOGRAPHIC, ECONOMIC AND ENVIRONMENTAL
ASPECTS OF SUSTAINABLE DEVELOPMENT IN IORA

The basic objective of IORA is to promote balanced and sustainable development in
all the member states. Over the past few decades and particularly after the social
summit in Copenhagen, development practice increasingly has paid more attention to
the underlying causes of poverty and social exclusion including demographic and
environmental factors. While economic growth is important to sustained poverty
reduction, institutional and social changes are also essential to the development
processes and the inclusion of poor people (World Bank 2001, 2005). One of the
preconditions of sustainable development is the equitable distribution of public goods
and resources across the countries of the world. It is being increasingly accepted; the
markets are influenced by social-cultural values, such as transparency, accountability,

and efficiency.

IORA is a diverse group of countries, having different levels of development, which
acts as a constraint in an undertaking, and implementing effective forms of regional
economic cooperation. The Country Social Analysis (CSA) approach, combined with
the analytical framework could have been the best way to ascertain the fact that the
gaps in development stages are ‘converging’ or ‘diverging’ since the establishment of

IORA in 21 Member States.

However, due to time constraint, we are analyzing the demographic, economic and
environmental indicators within IORA since 1990-2014 with a view to analyze the
quality of economic growth in the Indian Ocean Region. The Chapter has been
divided into four sections. Section-I deals with demographic indicators (6); whereas
in Section-1I, the economic indicators have been analyzed (II). In section-III, we
analyze the environmental indicators in reference to Sustainable Development Goals
(SDGs) to be achieved by 2030. The major conclusions and policy implications are

presented in Section-IV of the chapter.
Section I: Demographic Indicators

Population dynamics play an important role in Sustainable Development of an
economy population growth, population aging, and decline, as well as migration and
urbanization; affect virtually all development objectives that are on top of national

and global development agendas. These affect consumption, production,
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employment, income distribution, poverty and social protections, including pensions.
They also complicate our efforts to ensure universal access to health, education,
housing, sanitation, water, food and energy. Population growth, although places
increasing pressures on planet’s resources — water, forests, land and the earth’s
atmosphere — contributing to climate change and challenging environmental
sustainability. The population dynamics do not only affect critical development
goals; they are themselves greatly affected by social, economic and environmental

changes.

Not only this, but the population dynamics also provides important opportunities for
more sustainable development. To promote Sustainable Development through
population dynamics, the countries should work to expand people’s choices,
resourcefulness, creativity and resilience by adopting equitable and non-
discriminatory policies which enhance individual capabilities and human development
at the household level — at both origin and destination — and can also contribute to
local and national development, by promoting resilience in the face of economic and

environmental risks and shocks.

The global economic growth remains modest at 2.4% in 2016; and at 2.7% in 2017.
While growth rates between mature and emerging markets have rapidly converged,
significant variation between regions remains (see Chapter I). The growth patterns

seem to be slow, uncertain and risky during 2016 and 2017.

In such a fluctuating and risky global economic growth environment, let us analyze

the major demographic characteristics of IORA Countries.

Table 2.1 shows improved Water Source, Rural (% of rural population with access) of

IORA Countries from 1990-2015.

In Australia, Singapore (2012), UAE and Mauritius (since 2010), 100% rural
population has access to improve water source and therefore have already achieved
SGDIS water and sanitation during 1990-2015. Here it is important to cite the water-
management approach of Singapore. Currently, Singapore needs to 430 million
gallons of water per day which is expected to be more than double by 2060. Half of
the current requirements are filled with imported water from Malaysia. The
government of Singapore is increasing domestic supply of water by constructing new

desalination plants during 2016-2019.
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In other six countries of IORA: India, Indonesia, Malaysia, Seychelles, Sri Lanka and
Thailand the percentage of rural population with access to improved water source
significantly increased to 96% in 2015 as indicated in the table, whereas in

Bangladesh, Oman and Comoros it increased to 86% and 89% respectively in 2015.

Kenya, Madagascar, Mozambique, Tanzania was in the range of 35% to 57% in 2015.
In these countries, the improved water source access in rural areas is a great
challenge, and it must be on the national priorities of these countries. In South Africa,
improved water source access is 81% in 2015 whereas it was only 66% in 1990. The
compound Annual growth rate was 1.4% in 1997-2000, which fell to 0.8% in 2010-
2015, implying the need for more emphasis to make it 100% by the year 2030.

The case for Somalia and Yemen is very serious as the CAGR has turned negative in
these countries. Yemen is one of the most water-stressed countries in the world. In
fact, some hydrology experts warn that it could be the first modern country to run out
of the usable water, and this could occur within a decade. In the long run,
mismanagement and unrestricted use of Yemen’s water resources have the potential

to cause great casualties in the country.

In Somalia, as data reveals, access to clean drinking water in many arid parts of
Somalia is a major challenge of the Red Cross (ICRC) is doing a commendable work
in Somalia. The efforts of ICRC need to be supplemented by IORA countries by
providing financial assistance in enhancing the water supply in rural areas at an

affordable price.

In the case of United Republic of Tanzania, the percentage of improved water source
access to rural population has been struck to 46% since 2010 and its CAGIR has been
0.1% in 2000-2015, while it has been 0.0% during 2010-2015. This is a serious signal
to the fulfillment of its future requirements of an improved water resource. Water is
critical to a country’s development. Tanzania has been blessed, both on the surface
and below ground, with three times more renewable water resources than Kenya and
37% more than Uganda. Despite the vast amount of fresh water available, many
Tanzanians are still faced with water shortages due to insufficient capacity to access
and store. Tanzania needs a comprehensive Action Plan to improve access to the
water source to rural as well as urban population. Maintenance of existing systems
and the development of New Delivery Mechanisms, partnerships with private

operators and communities are also required.
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In South Africa, the water resources need to be evenly distributed by providing
efficient water infrastructure in rural settlements, 74% of all rural people are entirely
dependent on ground water (i.e. local wells and pumps). A Large portion of South
Africa’s GDP is directly dependent upon the water: Agriculture, energy, production
and industry including mining. The National Water Act (1998) need to be
implemented effectively to regulate the South African Water supplies to complete
mission 2017’s solutions which is in two parts: (i) to find ways to physically get water
to people who need it; (ii) to find an available source from which water can be given.
South Africa will face serious water problems if steps are not taken to increase
country’s efficiency of water-use or ability to distribute water to its people. The
mission 2017 can be replicated to several other countries around the globe that are
suffering from similar or related issues with an improved water source and its even

distribution to the people.

As revealed by Compound Annual Growth Rate (CAGR) in table 2.1, Bangladesh,
Indonesia, Kenya, Mozambique and Sri Lanka put more emphasis in their budgets to
have improved water source access in rural areas during 1997-2015. The CAGRs in
these countries have been in between 1.0% to 2.5%, whereas it has been negative in

case of Somalia and Yemen.

Table 2.2 shows improved sanitation facilities (% of the population with access) of

IORA Countries.

In Australia and Singapore improved sanitation facilities are available to 100%
people. No one lags behind. These two countries of IORA have already achieved
SDG #6 in 1990 and 2000 respectively. In Bangladesh, improved sanitation facilities
were 34% in 1990 which rose to 51% in 2005 and further to 57% in 2011. In 2015,
61% people have access to improved sanitation facilities. The CAGR during 2010-
2015 was 1.7% whereas it was 3.1% in 1990-97. To achieve SDG #6, Bangladesh
has to make concerted and serious efforts; otherwise, the country may not be able to

achieve this goal by 2030.

Table 2.3 shows access to Electricity (% of the population) in IORA Countries from
1990-2012.

Literature review on the relationship between economic growth and electricity

consumption since 1978-2014 suggests in most of the cases unidirectional as well as
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bidirectional causality between economic growth and electricity consumption by
using unit Root Test as well as co integration analysis. An empirical study by Yilmat
Bayar (April 2014), “Electricity Consumption and Economic Growth in Emerging
Economies” reveals that electricity consumption had a positive impact on economic
growth, and there was bi-directional causality between economic growth and
electricity consumption. The study included five Member States of IORA: Indonesia,
India, Malaysia, Thailand and South Africa and two dialogue partners i.e. China and
Egypt. The study concludes that “the bi-directional causality between economic
growth and electricity consumption supported the feedback hypothesis for all the
emerging countries (20). The study suggests that economic growth and electricity
consumption affects each other. This implies that increases in economic growth raised
electricity consumption increases economic growth. Therefore, emerging countries
should also diversify their energy supply and increase the share of renewable energy

resources in energy consumption by considering their high dependence on electricity.

In Kenya, the access to electricity was 10.9% in 1990, which rose to 14.5% in 2000,
and another 23% in 2012. One of the important reasons for such a low consumption is
high costs of electricity for domestic and other consumption. Recently in a bid to
boost electrification nationwide Kenya moved to cut the electricity connection fees by
50% while low-income customers will be able to pay the connection fee off in
installments added to their monthly bill. The revisions are expected to see a
significant increase in the number of households connected to the national grid. As a
consequence of these efforts, electrification rates are expected to rise to 70% by 2017.
Other efforts include adding over 5000 MW of electricity-generating capacities,
increasing the number of renewable projects, and reducing tariffs for end users. The
cost of connection is very high in Kenya, ranging from $200 USD to $800 or even
more. These cost burdens need to be reduced significantly in order to increase access

to electricity to the people.

In Madagascar, the access to electricity was only 9.2% in 1990, which rose to 11.4%
in 2000, and further to 15.4%in 2012, which is very low. The lack of adequate
accesses to Madagascar constraints the delivery of basic social services as well as
making it difficult to do business, which negatively affects the country’s investment

climate. The access to electricity is low countrywide by any standards. The electricity
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consumption is 46 KWH per capita whereas it is 52 KWH per capita in Ethiopia and
92 KWH per capita in Tanzania. The electricity sector suffers from high losses and
frequent power outages. Besides, JIRAMA, the state-run electricity utility, is under
operational and fundamental stress. The World Bank in March 2016 approved the
International Development Association