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By Irene Yuan Sun
Big Change:

Vietnam seems to be the consensus pick for winner of the U.S.-China trade war, as

The end of Five-Year Plans: All you need to know

Chinese and other manufacturers shift production to the cheaper Southeast Asian nation.
If there’s a loser, at least in terms of missed opportunities, it may be the countries of South
Asia.
To understand why, remember that the trade war has only accelerated an important trend a decade in the making. Faced with rising
costs, Chinese manufacturers must decide whether to invest in labor-saving automation technologies or to relocate. Those choosing the
latter present an enormous opportunity for less-developed countries, as Chinese companies can help spark industrialization and muchneeded economic transformation in their new homes.
There may not be another such chance this generation. The only proven pathway to long-lasting, broad-based prosperity has been to
build a manufacturing sector linked to global value chains, which raises productivity levels and creates knock-on jobs across the whole
economy. This was how most rich nations, not to mention China itself, lifted themselves out of poverty.
Yet the evidence suggests that South Asian countries are lagging behind in attracting manufacturing investment. It’s not just Vietnam
that’s racing ahead. African countries, too, are making manufacturing a top priority. Ethiopia alone has opened nearly a dozen industrial
parks in recent years and set up a world-class government agency to attract foreign investment. The World Bank has lauded subSaharan Africa as the region with the highest number of reforms each year since 2012.
By contrast, in terms of foreign direct investment as a percentage of GDP, South Asia lags both the global average for least-developed
countries and sub-Saharan Africa. While South Asia’s total GDP is more than 70% greater than Africa’s, the continent received threeand-a-half times the investment from China that South Asia received in 2012, the most recent year for which the United Nations has
published bilateral FDI statistics. In the last five years, the American Enterprise Institute’s China Global Investment Tracker has recorded
13 large Chinese investment deals in Africa and only nine in South Asia.
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Bangladesh is a striking illustration of the problem. The country needs to create 2 million jobs per year at home just to keep up with its
growing population. Yet, despite a world-class garments manufacturing sector, it seems unable to cut red tape and enact the reforms
needed to attract investment to diversify beyond apparel. In the past few years, Bangladesh has fallen to 176 out of 190 countries in the
global Ease of Doing Business country rankings. DBL Group, a Bangladeshi company, is investing in a new apparel manufacturing
facility that will generate 4,000 jobs -- in Ethiopia.
The fantasy, most common in India, that a country might somehow “leapfrog” from a rural, agriculture-heavy economy straight to a
services-based economy is just that: a fantasy. South Asia can’t afford to lose this chance to grow its manufacturing sector.
Attracting manufacturing investments will require, first and foremost, that governments in the region acknowledge the competition is
passing them by. India, for example, must abandon its overconfidence that investors will come simply for its large population. Pakistan
needs to stop relying on its government-to-government friendship with China. Chinese state financing of infrastructure won’t
automatically lead to manufacturing investment, most of which is dominated by private Chinese companies motivated by competitive
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forces, not government diktats.
Secondly, South Asian countries need to undertake a concerted, whole-of-government push to boost investment levels. Specifically, they
need to create the conditions manufacturers need to thrive, from steady power supplies to efficient port operations and customs
clearance.
Moreover, they need to understand the specifics of these businesses. Factories have unique requirements depending on what they
make. For example, cloth and clothing factories, despite their seeming similarities, have extremely different requirements: The former is
capital-intensive, with huge amounts of power-hungry machinery churning out bolts of cloth, whereas the latter is labor-intensive and
features rows of workers cutting and sewing.
Countries need to analyze which manufacturing sub-sectors they are best positioned for, meet the requirements those manufacturers
have in order to set up shop, and target the regions of China (and elsewhere in the world) where those types of manufacturers are to be
found.
The good news is that all of these measures are eminently feasible. And in many cases, the first steps are already being taken, such as
with the construction of Bangladesh’s first deep sea port at Matarbari. The bad news is that unless South Asia moves faster, others may
have already seized the opportunity to industrialise.
(This column does not necessarily reflect the opinion of economictimes.com, Bloomberg LP and its owners)
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