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Execut ive Sum m ary:

The expansion of regional econom ic cooperat ion was one of the m ajor

developm ents in the world polit ical econom y after the Second World 

War. Factors that  thrust  count r ies closer were both econom ic and 

polit ical but  econom ic factors prevailed;  the classic exam ple was the 

EU and ASEAN where econom ic dim ension have brought  long t im e foes 

in the sam e dais. The present  internat ional econom ic situat ion

character ized by stagnant  growth, recessionary condit ions, and 

protect ionist  tendencies in the developed count r ies has seriously 

underpinned the econom ic growth in developing count r ies.1 The 

worsening term s of t rade, acute balance of paym ent  cr isis and debt  

burden on developing count r ies have further cr ippled the potent ial 

econom ic growth of these count r ies. Therefore current  world econom ic 

condit ions call for a greater econom ic cooperat ion am ong the 

developing count r ies. Around 330 agreem ents are not ified in World 

Trade Organizat ion (WTO) . Apart  from  Mongolia, all WTO m em bers are 

involved in one or m ore regional t rade agreem ents.2 Unsuccessful 

WTO talks in Cancun increased a world-wide t rend towards regional 

cooperat ion and integrat ion, such as EU, NAFTA, CAFTA, MERCOSUR, 

ASEAN, SAARC etc. 

                                                
1 Kanhiya Lal Chawla, Econom ic Cooperat ion am ong developing count r ies with special reference to 

SAARC:  Jaipur, RSBA Publishers, 1991. p.1.

2 WTO website, ht tp: / / www.wto.org/ english/ thewto_e/ what is_e/ t if_e/ bey1_e.htm
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The latest  report  by the World Bank, ent it led Global Econom ic 

Prospects:  Managing the Next  Wave of Globalizat ion predicts that  in 

the next  25 years the growth in the global econom y will be powered by 

the developing count r ies, whose share in global output  will increase 

from  about  one- fifth of the global econom y to nearly one- third. I t  

m eans that  som e of the key dr ivers in the global econom y will be 

China and som e of the count r ies from  South Asia. There are today six 

developing count r ies which have populat ions greater than 100 m illion 

and GDP of m ore than $100 billion. By 2030, there will be 10 count r ies 

that  would have reached the twin 100s threshold, and four of them  will 

be from  the vicinity of South Asia. I n addit ion to I ndia and China, who

have already reached that  level, Pakistan and Bangladesh are also 

likely to be part  of this dynam ic group.3

I ncreased part icipat ion in global t rade was an im portant  determ inant  

of econom ic growth of the catch-up econom ies. This is one reason why 

South Asia has lagged and has not  been a catch-up econom y. Could 

the decision of the 2004 SAARC sum m it  change South Asia’s econom ic 

st ructure and m ove towards econom ic union? Can South Asia becom e 

a m ajor player in the global econom ic and t rading system ? The 

                                                
3 The third decade of Saarc:  by Sridhar K. Khat r i.  Volum e 2, I ssue 4, May 2007, Monthly Forum , Daily 

Stare. ht tp: / / thedailystar.net / forum / 2007/ m ay/ saarc.htm
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following report  aim s to com e across the answer of the above issue 

regarding SAFTA.

I nt roduct ion:

The crum ple of the WTO negot iat ions in late July 2006 augm ents the

significance in regional t rading arrangem ents in South Asia. The first  

step in this direct ion cam e in 1995 when SAPTA signed. SAFTA was a 

parallel init iat ive to the m ult ilateral t rade liberalizat ion com m itm ents of 

SAARC4 m em ber count r ies which signed in 2004 with the aim  of 

reducing tar iffs for interregional t rade am ong the SAARC m em bers.5

There have been st rong argum ents for the creat ion of regional 

econom ic integrat ion in South Asia which generate significant  

interregional t rade and welfare gains for the South Asian count r ies. 

However, cr it ics have pointed out  that  the potent ial benefits from  the

SAFTA and other regional t rading arrangem ents in South Asia are lit t le 

because there are lim ited com plem entarit ies in the region;  m ajor 

t rading partners of the individual South Asian count r ies are located in 

                                                
4 The South Asian Associat ion for Regional Cooperat ion (SAARC)  was established when its Charter was 

form ally adopted on Decem ber 8, 1985 by the Heads of State or Government  of Bangladesh, Bhutan, 

I ndia, Maldives, Nepal, Pakistan and Sri Lanka. SAARC provides a plat form for the peoples of South Asia to 

work together in a spir it  of fr iendship, t rust and understanding. I t  aims to accelerate the process of 

econom ic and social developm ent  in Mem ber States. ht tp: / / www.saarc-sec.org/ m ain.php

5 Welfare Effects of South Asian Free Trade Area (SAFTA)  Regional Trading Arrangem ents (RTAs)  in South 

Asia:  I m plicat ions for the Bangladesh Econom y. Selim Raihan and M. A. Razzaque January 2007 Paper 

prepared for the UNDP Regional Cent re Colom bo.
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the West , and RTAs in South Asia will lead to substant ial t rade 

diversion than t rade creat ion and it  m ay work as a stum bling block to 

m ult ilateral t rade liberalizat ion.6

Recent ly South Asia has been the second fastest  growing region in the 

world. Having m ore than 22 per cent  of the world's populat ion liv ing 

on only 3.8 per cent of the total land area of the world, it  is hom e for 

m ore than half a billion poor people, or 40 per cent  of world's poor.7

I ts shares of world GNP and purchasing power are very sm all (around 

2 per cent  and 7 per cent , respect ively) . I ts share in total world t rade 

is even sm aller, only about  one percent .8 But  from  1981 and 2001

there had been a m arked im provem ent ;  the proport ion of the ext rem e 

poor has gone down from  52 percent  to 31 percent . Although this is 

not  as significant  as it  is in East  Asia, where the propor t ion plum m eted 

from  58 percent  to 15 percent , it  was nevertheless a significant  

achievem ent  for the region.9

I n 1997 SAARC leaders had agreed to launch the SAFTA by 2001. The 

five-year delay was caused by deter iorat ing relat ions between I ndia 

                                                
6 I bid

7 I MF, The World Econom ic Outlook -  2005, I nternat ional Monetary Fund, Washington, D.C., April 2005, 

Table 1.7, P. 33.

8 Bandara and McGillivray, 1998 and Panagariya, 1999 for an overview of t rade reform s in the region.

9 Supra 3
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and Pakistan after nuclear tests by the two count r ies in May 1998, the 

m ilitary takeover in Pakistan in October 1999, and the near-war in 

2001 and 2002 when m ore than a m illion soldiers m assed along the 

I ndia–Pakistan border. Tensions began ease by April 2004 when Atal 

Bihari Vajpayee, then prim e m inister of I ndia, pledged to work toward 

creat ing a peaceful South Asian region. The m ove to create SAFTA, 

therefore, represents a m ajor developm ent  in the region. Properly 

im plem ented, SAFTA could br ing both econom ic developm ent  and 

peace to the region. 

1 . Mot ivat ions for  the form at ion of RTAs:

1 .1  Toning dow n polit ical r ivalry:

Most  of the RTAs catch European integrat ion as the tem plate for

regional integrat ion, lit t le realizing the uniqueness with which Europe

was (and is st ill)  blessed. Europe’s overr iding object ive, which was

brilliant ly achieved, was polit ical and m ilitary:  to use econom ic

integrat ion to overcom e the histor ic anim osit ies of its chief 

protagonists and thus render future wars im possible.10 I ndeed, the 

pream ble to the 1951 t reaty establishing the European Coal and Steel 

Com m unity, out of which EU grew, states its aim  as follows:  “To 

                                                
10 Bergsten, Fred (2000a), the New Asian Challenge, Working Paper 00-4, March, I nst itute for 

I nternat ional Econom ics, Washington, D.C.
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create, by establishing an econom ic com m unity, the basis for broader 

and deeper com m unity am ong peoples long divided by bloody 

conflicts.” 11

Econom ic com pulsion in the region m ay eventually help to br ing down 

the polit ical barr iers, part icular ly between I ndia and Pakistan, in South 

Asia. The best  exam ples are I ndia and China, where the two count r ies 

after fight ing a war in 1962, have, without  resolving their  terr itor ial 

differences, engaged each other since the late 1980s. As a result , 

bilateral t rade has boom ed from  less than $200 m illion in the early 

1990s to nearly $20 billion in 2005.12 China is set  to overtake the EU 

and the US as I ndia's largest  t rading partner within a few years. And, 

despite som e polit ical and terr itor ial differences, both count r ies agreed 

to set  up a "st rategic partnership"  in April 2005, which has led to 

frequent  high- level visits by leaders to each others' capitals. I f two 

r ivals such as I ndia and China can put  their  terr itor ial differences aside 

to achieve m ajor econom ic gains, it  is also possible for I ndia and 

Pakistan to find ways and m eans beneficial econom ically, without  

sacrificing their  stands on polit ical and terr itor ial issues. The im portant  

thing is for Pakistan to overcom e its fear that  open t rading 

arrangem ents with I ndia, bilaterally or m ult ilaterally, will not  lead to 

                                                
11World Bank (2000) , Trade Blocs, Oxford University Press, Oxford.

12 Supra 3
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I ndian products swam ping its m arket  at  the cost  of its own indust r ies. 

For its part , I ndia needs to be confident  of its growing econom ic power 

to be able to devise ways to placate the Pakistani fears, both real and 

im agined.

1 .2  Bargaining pow er:

“United we stand” , as the saying goes, and by joining hands together

weak count r ies can becom e st ronger. Caribbean Com m unity and 

Com m on Market  (CARI COM), the alliance of sm aller Caribbean island 

states, is an except ion am ong the developing count r ies groupings in as 

m uch as it  negot iates in m ost  of the internat ional fora, including the 

WTO, in a unified m anner. CARI COM is not  only focused on achieving 

regional integrat ion – rather its object ive is com m on act ion. For 

exam ple, they have taken the lead in form ulat ing and art iculat ing the 

posit ion of the Afr ican, Caribbean, and Pacific (ACP) count r ies group in 

negot iat ing the Lom e Convent ion.13 South Asia can shadow CARI COM 

and act  as united m anner to the world fora.

1 .3  Econom ic m ot ives:

The econom ic effects of regional agreem ents are of two m ain types.

The first  are rem oval of t rade barr iers and m ove toward integrat ion in 

                                                
13 Supra 11
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a regional m arket . This allows firm s to benefit  from  greater scale and 

at t ract  Foreign Direct  I nvestm ent  (FDI ) . The second source of 

econom ic change is “ t rade and locat ion”  effects.

I ndia is now the world's fourth largest  econom ic power, and m any 

expect  it  to surpass Japan to becom e the third largest  very soon. The 

ent repreneurs, especially in the I T sector, are the catalyst  in I ndia's 

econom ic m iracle, and have m anaged to fuel growth through the 

service sector and dom est ic consum pt ion. I ndia has m anaged to 

m aintain an average of 7.5 percent  growth rate for the past  five years, 

despite archaic labour laws and "bureaucrat ic high m odernism ." I ndia 

is not  alone in register ing a posit ive growth t rend in the region, 

Bangladesh, Pakistan and Sri Lanka GDP has also shown a posit ive 

growth of around 7 percent . Roberto Zagha did a study in 2005 which 

lists as "growth successes" those count r ies with a faster per capita 

GDP growth rate than the US in the 1990’s, and a 1980’s growth rate 

of at  least  1 percent . His list  contains one Lat in Am erican count ry 

(Chile) , a couple of sm all Afr ican count r ies (Botswana, Lesotho) , no 

Eastern European or Cent ral Asian count ry, but  six of the eight  South 

Asian count r ies.14

                                                
14 Supra 3
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The cont r ibut ion of I ndia (and one can add also China)  as an engine of 

growth for South Asia will be substant ial, since it  accounts for ( in 

2005)  about  80 percent  of South Asia's GDP, t rade, and regional 

growth. I n South Asia, I ndia's developm ent  into a regional hub would 

at t ract  m ore foreign direct  investm ents into I ndia and from  I ndia to 

other South Asian count r ies, which would boost  econom ic growth in 

the whole region. As the latest  ADB report  states:  " I ndia is not  only 

crucial for the success of regional t rade cooperat ion in South Asia;  it  

could also t ransform  the developm ent  and growth pat tern of the ent ire 

region."15

2 . REGI ONALI SM: BUI LDI NG BLOCK OR STUMBLI NG BLOCK?

At  the turn of the 20th Century both globalism  and regionalism  are

coexist ing in the global t rading system . During the 1990’s, it  was 

widely assum ed that building com plem entary between regional and 

m ult ilateral inst itut ions was the only way to grapple with the 

com plexit ies of the fast  changing global econom ic and t rade realit ies.

As per Larry Sum m ers, any “ ism ”  (bilateralism , regionalism  and 

m ult ilateralism )  is good as long as its ult im ate object ive is t rade 

liberalizat ion. 16 Bergsten argue, “Regional arrangem ents prom ote 

                                                
15 ibid

16 Winters, L. Alan (1996) , “Regionalism  versus Mult ilateralism ” , paper prepared for a CEPR Conference 

on Regional I ntegrat ion, La Coruna, Spain, April 26-27, 1996.
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freer t rade and m ult ilateralism  in at  least  two senses:  that  t rade 

creat ion has generally exceeded t rade diversion, and that  the RTAs 

cont r ibute to both internal and internat ional dynam ics that  enhance 

rather than reduce the prospects for global liberalizat ion.”  Winter

states17,  “Regionalism , by allowing st ronger  internalizat ion of the gains 

from  t rade de- rest r ict ion, seem s likely to be able to facilitate freer 

t rade in highly rest r ict ive circum stances or sector.”

3 .1  W TO PROVI SI ONS FOR PTAS/ RTAS:

PTAs are the agreem ents between two or m ore count r ies in which 

tar iffs im posed on goods produced in the m em ber count r ies are lower 

than on goods produced outside. This term  differs from  the m ost  

favored nat ion (MFN)  t rade liberalizat ion clause which m eans each 

count ry lowers its t rade barr iers for all the t rading partners regardless 

of the t rade policies of other count r ies. Custom s unions (CUs)  are also 

PTAs in which all m em bers adopt  a com m on external tar iff st ructure.18

Since RTAs represent  a fundam ental departure from  the core WTO 

principles, it  has provided its m em bers a large degree of flexibilit y in 

enter ing RTAs. They m ay join agreem ents by m eet ing the 

requirem ents of the GATT Art icle XXI V covering the inform at ion of 

                                                
17 Winters Alan L. (1996) , Regionalism  vs. Mult ilateralism , World Bank, Novem ber 1996, Washington, 

D.C.

18 The Process of Econom ic I ntegrat ion in South Asia I nternat ional Finance Division, Research 

Departm ent. April 27, 2005



U0621399

14

custom s unions and free t rade areas in m erchandise t rade;  the 

General Agreem ent on Trade in Services (GATS)  Art icle V on 

agreem ents in services;  or the Enabling Clause of dealing w ith t rade in 

goods between developing count r ies.19

4 . Econom ic Developm ent : Trends and Com parat ive Stat ist ics:

I n 2002, the South Asian region’s est im ated populat ion was 1.4 billion 

and its com bined gross dom est ic product  was $640 billion, m easured 

at  m arket  exchange rates, or $3.4 t r illion in term s of purchasing power 

parity (PPP) 20.  This is a relat ively poor region with average per capita 

incom e of only $467 in convent ional term s and of $3,560 in PPP 

term s.21 By way of com parison, China in 2002 had a populat ion of 

1.280 billion, while it ’s GDP in both convent ional and PPP term s were

considerably $1.234 t r illion and $5.792 t r illion, respect ively. I ts GDP 

per capita, est im ated at  $960 at  m arket  exchange rates, was m ore 

than twice as high as that  of South Asia.22

                                                
19 ibid.

20 I t  is the m ethod of using the long- run equilibr ium exchange rate of two currencies to equalize the 

currencies' purchasing power. I t  is based on the law of one price, the idea that, in an efficient  m arket , 

ident ical goods m ust  have only one price. I t  is the m ethod of using the long-run equilibr ium  exchange rate

of two currencies to equalize the currencies' purchasing power. I t  is based on the law of one price, the 

idea that, in an efficient  m arket , ident ical goods m ust  have only one price. 

ht tp: / / en.wikipedia.org/ wiki/ Purchasing_power_parity

21 SOURCE:  World Development  I ndicators 2004, the World Bank Group.

22 Potent ial of the South Asian Free Trade Area, Shahid Javed Burki the Senior Econom ic Advisor to 

USAI D’s Bureau of Asia and the Near East  (USAI D/ ANE)   U.S. Agency for I nternat ional Developm ent  

(USAI D) . ht tp: / / www.lafollet te.wisc.edu/ publicat ions/ workshops/ 2003-2004/ pa869/ 2004-SAFTA.pdf.
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South Asian int raregional t rade volum e is current ly around $4–6 billion 

per year23.  I ndia’s dom inance in regional t rade is very m uch apparent ;  

there is no clear secondary com pet itor. Between 1992 and 2002 

I ndia’s exports go up to the region from  $710 m illion to $2.8 billion. 

By cont rast , it s im ports were quite low:  $166 m illion in 1992 and $531 

m illion in 2002.24 While less than 1 percent  of I ndia’s total im ports 

cam e from  South Asia, and 4 to 5 percent  of its exports went  to the 

region. Throughout  the 1990’s, Bangladesh was the second largest  

cont r ibutor to t rade within South Asia. Data and est im ates for 2002, 

however, indicate that  Sri Lanka likely surpassed Bangladesh. 

Pakistan’s econom y is the region’s second largest , but  its annual 

cont r ibut ions to int raregional t rade declined between 1998 and 2002.25

The global product ion system  now encom passes a num ber of East  

Asian count r ies other than those in the developed world. South Asia, in 

cont rast , did less well.  Although the region’s GDP growth in 1980–

2000 and the share of exports in output  increased. Non-oil export  

shares of the East  Asia and Pacific region increased from  18 percent  in 

                                                
23 Malik, Nadeem . 2004. “New Dawn for South Asian Trade,”  Asia Tim es Online, January 13.

Available at ht tp: / / www.at im es.com / at im es/ South_Asia/ FA13Df04.htm l, accessed May 13, 2004.

24 I m pacts of the South Asia Free Trade Agreem ent , Elizabeth Krueger Rossana Cecilia Bastos Pintom 

Policy Analysis Workshop, Public Affairs 869 Spring 2004. La Follet te School of Public Affairs University of 

Wisconsin–Madison.

25 ibid
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1980, to 34 percent  in 2000. The corresponding shares for the South 

Asia region were 8 and 14 percent , respect ively.26

Robin Cook27,  form er Foreign Minister of Britain, said of the signing of 

the European Const itut ion, “Pause for a while to contem plate the 

rem arkable t ransform at ion of European polit ics which m ade this event  

possible. Most  of the count r ies sit t ing together in the sam e council 

cham ber have been at  war with each other in liv ing m em ory and in the 

century that  preceded it .”  But  progress toward increasing econom ic 

and polit ical associat ion am ong the count r ies of Europe was not  always 

easy:  “ [ T] heir appeal to past  m illennium  bet rays what  dr ives their  

resistance to European integrat ion—a m isplaced nostalgia for the 

outdated world of free standing nat ions. I t  is an era that  has vanished. 

We are all interdependent  now”  overview of econom ic developm ent  in 

the South Asian region underscores Robin Cook’s point :  a great  deal of 

histor ical baggage has to be cast  off before count r ies in the region can 

begin to work together.

5 . Historical Context  for  Regional I ntegrat ion:

                                                
26 Supra 22

27 Cook, Robin. 2004. A Strong Europe—or Bush’s Feral US Capitalism . The Guardian, October 29.
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Under colonial rule this region was known as the I ndian sub cont inent . 

According to histor ian Niall Ferguson, “1783 fam ine killed m ore than a 

fifth of the populat ion of the I ndia;  this was followed by severe 

scarcit ies in 1791, 1801, and 1805” 28.  Blue- r ibbon Royal Fam ine 

Com m issions were established to devise a long- term  solut ion to 

persistent  food scarcit ies. Brit ish planners saw that  the vast  t racts of 

virgin land in Punjab and Sindh could be cult ivated by irr igat ing them  

with water from  the I ndus r iver system . The st rategy worked and 

within a few decades, Punjab and Sindh were producing surplus food 

grains. But  this surplus had to be t ransported to the northeast , 

especially the heavily populated province of Bengal. To do this, the 

Brit ish invested heavily in t ransport  infrast ructure, a system  of roads 

linked with the fabled Grand Trunk Road that  linked Kabul with 

Calcut ta, railways, and the port  of Karachi. These investm ents form ed 

the basis for close econom ic integrat ion of the Brit ish I ndian Em pire 

and are now parts of the independent  states of Bangladesh, I ndia, and 

Pakistan. 

Moreover water dispute surfaced in the early 1950’s and alm ost  

brought  I ndia and Pakistan to war.29 I ntense internat ional diplom acy 

                                                
28 Ferguson, Niall. 2003. Empire:  How Britain Made the Modern World, London:  Allen Lane.

29 I nternat ional Rivers linking project by I ndia, elucidat ion from  internat ional water law:  anticipated 

potent ial environm ent threats on Bangladesh. By A. S. M Shahriar kabir, South Asian journal, 2007 March.
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and the involvem ent  of a consort ium  led by the World Bank salvaged 

the situat ion.30 Furtherm ore after part it ion in 1947 from  Brit ish rule,

Pakistan refused to follow other count r ies of the “Ster ling Area” 31 in 

devaluing its currency with respect  to the U.S. dollar;  I ndia, in return, 

refused to recognize the new exchange rate of 144 of its rupees to 100 

Pakistani rupees and halted all t rade with its neighbor. Pakistan, 

starved of m ost  m anufactured goods of daily consum pt ion launched a 

program  of indust r ializat ion to achieve a m easure of self-sufficiency.

Had this t rade war not  occurred, Pakistan would not  have 

indust r ialized as rapidly as it  did and would not  have forsaken its 

com parat ive advantage in agriculture.32

All count r ies in the region pursued im port -subst itut ion approaches to 

econom ic developm ent  for nearly 40 years and t rade am ong the 

count r ies fell from  about  19 percent  of total t rade in 1948, to about  4 

percent  by the end of the 1950s, and to 2 percent  by 196733.  The 

share of int raregional t rade in total t rade began to increase only after 

the count r ies abandoned im port  subst itut ion in favor of general t rade 

                                                
30 For a detailed account  of the developm ent  of the dispute and its ult im ate resolut ion see Aloys Mitchell,  

The I ndus River, Yale University Press (1969) .

31 The Sterling Area was m ade up of the count r ies of Brit ish colonies that had linked their  currencies to 

the “ster ling”  or the Brit ish pound. The Sterling Area is roughly equivalent today’s Com m onwealth.

32 Shahid Javed Burki, Pakistan:  A Nat ion in the Making, West  view Press (1980) .

33 World Bank. 2004d. Trade Policies in South Asia:  An Overview, 2004. Report   # 29949. Washington, 

D.C.
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liberalizat ion. St ill,  this increase is insignificant  com pared to t rade 

am ong count r ies in other regions.34

The econom ic policies adopted by all count r ies in the region are 

another legacy. Jawaharlal Nehru, I ndia’s first  pr im e m inister brought  

socialist  econom ic m anagem ent  to his count ry and launched the 

“ license raj ” 35.  Over three decades this system  left  I ndian econom y

untouched.36 The Licence Raj  is considered to have been dism ant led in 

1990, when a m acroeconom ic cr isis forced I ndia to usher in econom ic 

reform s. The governm ent  of I ndia finally init iated liberalizat ion under 

the Prim e Ministership of PV Narasim ha Rao, which resulted in 

substant ial growth in the I ndian econom y, which cont inues today. The 

efforts of the current  Prim e Minister and ex Finance Minister 

Manm ohan Singh of PV Narasim ha Rao ware eventually recognized.

                                                
34 I bid. I nt raregional t rade accounted for 67 percent of the total for the European Union;  62 percent  of 

NAFTA;  and 26 percent  for mem bers of ASEAN.

35 I ndia had a highly developed bureaucrat ic system  before part it ion and they ran an elaborate system of 

rat ioning and price cont rols to prevent  pr ice gouging. The architect  of the system  of Licence Raj  was 

Jawaharlal Nehru, I ndia's first  Prim e Minister. I nspired by the econom y in the Soviet  Union, he was 

determ ined to im plem ent the m odel in I ndia. The Licence Raj  was a result  of I ndia's decision to have a 

planned econom y, where all aspects of the econom y are cont rolled by the state and licences were given to 

a select  few. The Licence Raj  was a result  of I ndia's decision to have a planned econom y, where all 

aspects of the econom y are cont rolled by the state and licences were given to a select  few. 

ht tp: / / en.wikipedia.org/ wiki/ Licence_Raj

36 An excellent  descript ion of the license raj  and the dam age it  did to the I ndian econom y is in Gurcharan 

Das, I ndia Unbound. New Delhi:  Penguin (2003) .
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For a decade and half, Pakistan followed a different  route, encouraging 

the pr ivate sector to help m eet  the enorm ous shortages of consum er 

goods created by the 1948 t rade war with I ndia. While encouraging 

pr ivate ent repreneurship, the state was generous in building a high 

wall of protect ion around it .  I t  also established state-owned financial 

inst itut ions to provide the pr ivate sector cheap and long- term  capital. 

And, for a t im e, Pakistan operated a dual exchange rate system  that  

gave r ich incent ives to those who set  up im port -subst itut ing indust r ies 

while punishing those who wanted to sell their  products in the 

internat ional m arket . I n the two-year period between 1972 and 1974 

Zulfikar Ali Bhut to, an avowed socialist , took Pakistan in a sharply 

different  direct ion. He undertook a program  of extensive 

nat ionalizat ion of pr ivate assets soon after assum ing office and took 

cont rol of 31 large-scale indust r ies, vir tually all financial inst itut ions, 

all large-scale t rading com panies and eventually even sm all agro-

product ion enterprises. By the m iddle of the 1970’s, the gr ip of the 

Pakistani state on the econom y was as t ight  as the hold of the state in 

I ndia.37

                                                
37 South Asian free t rade area, opportunit ies and challenges:  U.S. Agency for I nternat ional Developm ent  

USAI D, 2004.
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Muj ibur Rahm an, the first  President  of Bangladesh nat ionalized all 

indust r ies and brought  bureaucrat ic socialism . Thus, by about  the m id-

1970s, South Asia had closed itself off to the outside world. 

I n 1980 the late President  of Bangladesh Ziaur Rahm an first  proposed 

regional cooperat ion in South Asia.38 Several factors influenced 

President  Ziaur Rahm an’s thinking about  establishing regional 

organizat ion in South Asia39.  The sm aller count r ies of the region 

(Nepal, Bhutan, Maldives and Sri Lanka)  prom pt ly accepted the 

proposal of regional cooperat ion however I ndia and Pakistan were 

skept ical init ially. I ndian policy m akers apprehension that  regional 

organizat ion m ight  prove an opportunity for the sm all neighbours to 

regionalize all bilateral issues and to join with each other to ‘gang up’ 

                                                
38 Kishore C Dash, The Polit ical econom y of Regional Cooperat ion in South Asia, Pacific Affairs, (Vol. 69, 

No.2, sum mer 1996) , p.186.

39 First ly change in the polit ical leadership in the South Asian count r ies and dem onst rat ion of 

accom m odat ive diplom acy by the new leaders;  secondly Ziaur Rahm an’s need for I ndian support  to 

legit im ise his coup d’etat  regim e;  thirdly, an acute balance of paym ent cr isis of alm ost  all the South Asian 

count r ies, which was further aggravated by the second oil cr isis in 1979;  fourthly failure of the North-

South dialogues and increasing protect ionism  by the developed countr ies;  fifthly publicat ion of an 

ext rem ely useful background report  by the Com m ittee on Studies for Cooperat ion in Developm ent  in 

South Asia (CSCD) , ident ifying m any feasible areas of cooperat ion;  sixthly assurance of econom ic 

assistance of m ult ilateral cooperat ive projects on sharing water resources of Ganges and Brahm aput ra by 

the United States President Jim m y Carter and Brit ish Prim e Minister Jam es Callaghan during their  visit  to 

South Asia in 1978 and seventh the soviet  m ilitary intervent ion in Afghanistan in late Decem ber 1979 

result ing in rapid deter iorat ion of the South Asian security situation (S D Muni and Anuradha Muni, 

Regional Cooperat ion in South Asia (New Delhi:  Nat ional Publishing House, 1984) , pp. 29-31)
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against  I ndia.40 Pakistan also feared that  it  m ight  be an I ndian 

st rategy to organize other South Asian count r ies against  Pakistan and 

ensure a regional m arket  for I ndian products, thereby consolidat ing 

and further st rengthening I ndia’s econom ic dom inance in the region.41

Nevertheless SAARC was finally established in 1985 com prising 

Bangladesh, Bhutan, I ndia, Maldives, Nepal, Pakistan and Sri Lanka.42

Form er President  Bill Clinton described South Asia as the m ost  

dangerous place on earth on the eve of two em erging antagonist ic 

nuclear powers.43

Fortunately, this has begun to change. Larger count r ies in the region 

are now reasonably open to internat ional t rade. I n 2000, Sri Lanka 

was the m ost  open, with t rade- to-GDP rat io of 77 percent 44.  The 

corresponding rat io for Nepal was 44 percent ;  for Bangladesh and 

Pakistan, 33 percent ;  and for I ndia 19 percent45.  I ndia’s greater 

openness was prom pted by the foreign exchange cr isis in 1991 and 

                                                
40 Dash, The Polit ical economy of Regional Cooperat ion in South Asia, p. 187.

41 W. Howard Wiggins with F. Gregory Gause, I I I ,  Terrence P. Lyonss, and Evelyn Colbert , Dynam ics of 

Regional Polit ics:  Four System s on the I ndian Ocean Rim  (New York:  Colum bia University Press, 1992) , 

p.132;  Thomas Perry Thornton, ‘Regional Organisat ion in Conflict  Managem ent ’, The Journals of the 

Am erican Academy of Polit ical and Social Science, Vol. 518 (Novem ber, 1991) , p. 136.

42 First  Declarat ions of the South Asian Associat ion of Regional Cooperat ion:  7-8 Decem ber 1985, Dhaka, 

Bangladesh. http: / / www.saarc-sec.org/

43 Maleeha Lodhi, ‘Viewpoint :  Security Challenges in South Asia’ The Non-proliferat ion Review, Sum m er 

2001, p. 118.

44 ADB, Asian Developm ent  Outlook -  2004, Asian Development Bank, Manila, April 28, 2004, P. 32.

45 I bid.
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the prodding of the I MF, which had developed a new approach,

subsum ed by m ost  com m entators under the term  “ the Washington 

Consensus.” 46

According to Joseph St iglitz, “ the Washington Consensus policies were 

designed to respond to the very real problem s in Lat in Am erica, and 

m ade considerable sense…When t rade liberalizat ion—the lowering of 

tar iffs and elim inat ion of other protect ionist  m easures—is done the 

r ight  way and at  the r ight  pace, so that  new jobs are created as 

inefficient  jobs are dest royed, there can be significant  efficiency 

gains” 47.  Unlike som e Lat in Am erica count r ies, South Asian count r ies 

did not  rush to im plem ent  these policies. I n the 1950’s t rade opt im ists 

were export  pessim ists and did not  ant icipate that  Korea’s exports 

would grow four t im es as fast  as world t rade during the next  thir ty 

years48.  I n 1970, Korea’s t rade- to-GDP rat io was 0.32;  it  increased to 

0.66 in 1988. For Malaysia, another m iracle econom y, the rat io in the 

sam e period increased from  0.89 to 1.0949.  The East  Asian econom ic 

                                                
46  The Washington consensus is a phrase init ially coined in 1987-88 by John William son to describe a 

relat ively specific set  of ten econom ic policy prescript ions that  he considered to const itute a “standard”  

reform  package promoted for cr isis-  wracked countr ies by Washington-based inst itut ions such as the I MF, 

WB and U.S. t reasury Departm ent . http: / / en.wikipedia.org/ wiki/ Washington_Consensus

47 St iglitz, Joseph. 2003. Globalizat ion and I ts Discontents. Norton:  New York.2003, p145.

48 I bid.

49 ibid.
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m iracle had a profound im pact  on the thinking of policym akers in 

South Asia. 

According to a recent  World Bank study50 Pakistan and Sri Lanka are 

now the least  protected m arkets in the region with average custom s 

duty of 18.8 percent  for Pakistan;  Bangladesh is the region’s m ost  

protected econom y with a total protect ion rate of 26.5 percent . The 

total value of regional t rade increased rapidly in the late 1980s and 

m ost  of 1990s but  not  the share of regional t rade in totals t rade. The 

United States was the m ajor im porter of South Asian goods and 

com m odit ies;  it  accounted for 36 percent  of Bangladesh’s total 

exports, 29 percent  of Pakistan’s, and 21 percent  of I ndia’s. There was 

a different  pat tern for the points of or igin for South Asian im ports. For 

both Bangladesh and Pakistan, the single m ost  im portant  source of 

im ports is China. For I ndia, the United States is the largest  single 

supplier.51

I t  would appear from  the st ructure of South Asian t rade that  the 

“gravity m odel” 52 has not  worked for the region. Am ong the three 

approaches to increasing t rade am ong count r ies, purists prefer 

unilateral act ion not  cont ingent  on the grant ing of reciprocity by 

                                                
50 World Bank. 2004b. Global Econom ic Prospects:  Trade, Regionalism  and Developm ent . Washington 

D.C.

51 Supra 37

52 The gravity model of t rade predicts bilateral t rade flows based on the econom ic sizes of (often using 

GDP m easurem ents)  and distance between two units. The m odel was first  used by Jan Tinbergen in 1962. 

www.wilkipedia.org
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t rading partners.53 The second-best  approach is to conduct  

negot iat ions on rem oving barr iers to cross-border t rade in the context  

of m ult ilateral discussions. According to this line of thinking, the least  

sat isfactory approach is to start  with regional integrat ion as the first  

step in easing const raints on global t rade. I f SAFTA succeeds in its 

aim s, the econom ic and t rading system  that  existed in Brit ish I ndia 

could very well be restored. But  it  was polit ics that  severed these 

links;  it  will take polit ics to restore them .54

6 . Regional Econom ic I ntegrat ion At tem pts:

Com pared to other regional blocs, the perform ance of SAARC is 

gloom y. Steps towards form al econom ic cooperat ion were m ade with 

the signing of the SAPTA in 1993. SAPTA did not  achieve m uch either 

in term s of increasing int ra- regional t rade in South Asia. I nt ra-SAARC 

t rade, as a percentage of South Asia’s world t rade, increased from  

2.42%  ($1.59 billion)  in 1990 to 4.56%  ($6.53 billion) in 2001 and 

m arginally im proved to 4.7%  by 2003. This slight  increase has been 

m ost ly at t r ibuted to rapid liberalizat ion under bilateral t rade 

agreem ents and WTO regim es, rather than to SAPTA. The failure of

SAPTA is also reflected in the skewed pat tern of t rade in the region, 

                                                
53 The econom ist  Jagdish Bhagwat i is one of the m ost  art iculate exponents of this v iew. For his approach 

to internat ional t rade see his recent , I n Defense of Globalizat ion, New York:  Oxford, 2004.

54 Supra 37
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since I ndia has not  fully integrated into the region. But  for the first  

t im e I ndia is pushing SAFTA which was m ooted in 2002, and 

culm inated into an agreem ent  in January 2004 and expected to com e 

into force from  January 1, 2006 upon com plet ion of all form alit ies.55

BI MSTEC 56covers a populat ion of approxim ately 1.3 billion and 

com bined GDP of about  $1.3 t r illion. Broad sectors for cooperat ion

ident ified at  the First  Sum m it  level m eet ing held in July 2004 covered 

t rade and investm ent , technology, tourism , t ransport  and 

com m unicat ion, energy, and fisheries. For I ndia, BI MSTEC resolves the 

problem  of slow m ovem ent  in South Asian cooperat ion by elim inat ing 

Pakistan and including Myanm ar and Thailand. I n 2004, BI MSTEC 

m em ber count r ies agreed to establish the BI MSTEC Free Trade Area

Fram ework Agreem ent  for a free t rade area in goods, services and 

investm ents. 

There are also sub- regional and bilateral init iat ives aim ed at  

liberalizing t rade am ong SAARC count r ies and prom ot ing t rade and 

investm ent  facilitat ion efforts. Am ong the im portant  sub- regional 

                                                
55 South Asian Regional Trade Agreem ents:  Perspect ives, I ssues and Opt ions, Jayanta Roy. Principal

Advisor, Confederat ion of I ndian I ndust ry, I ndia June 20, 2005.

56 This agreem ent  includes Bangladesh, I ndia, Sri Lanka, Thailand, Myanm ar, Bhutan and Thailand. 

www.bim stec.org
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init iat ives are Bangladesh-Bhutan- I ndia-Nepal Growth Quadrangle 

I nit iat ive (BBI N-GQ)  and Bangladesh- I ndia-Sri Lanka –Thailand 

Econom ic Cooperat ion (BI ST-EC) .57

7 . Trade Facilitat ion:

Trade facilitat ion includes port  reform , m odernizat ion, st ream lining 

regulatory requirem ents and harm onizing standards, as well as 

custom s regim es, expanding the use of inform at ion technology to 

lower t rade t ransact ions costs.58 Security is also an im portant  part  of 

t rade facilitat ion in m odern com m erce. The I nternat ional Marit im e 

Organizat ion ( I MO)  developed the I nternat ional Ship and Port  Security 

Code ( I SPS)  which was adopted by m ore than 100 count r ies, and went  

into effect  on 1 July, 2004. On July 31, 2004, WTO m em bers reached 

consensus to launch negot iat ions on t rade facilitat ion. The negot iat ions 

will focus specifically on three art icles59 of GATT.60

                                                
57 Research and I nform at ion System  for the Non-Aligned and Other Developing Countr ies (RI S)  (2004) . 

South Asia Development  and Cooperat ion Report  2004. New Delhi, I ndia. 

58 World Bank (2004a) . Global Econom ic Prospects – Realizing the Developm ent  Prom ise of the Doha 

Agenda 2004. Washington, D.C.:  World Bank. 

59 This includes Art icle V ( freedom  of t ransit )  which relates to condit ions in which the t ransit  of goods is 

free from  barr iers to t ransport  and discr im inat ion am ong suppliers, firm s, and t raders. GATT Art icle VI I I  

( fees and form alit ies on im ports and exports)  addresses custom s clearance procedures and a com m itm ent 

of non-discr im inat ion and t ransparency in fees and rules applied to goods crossing borders. GATT Art icle X 

(publicat ion and adm inistrat ion of t rade regulat ions) includes com m itm ents to assist  in ensuring t im ely 

publicat ion of regulat ions on im ports, including fees, customs valuat ion procedures, and other rules. I t  

also includes obligat ions to m aintain t ransparent  adm inist rat ive procedures for disputes in custom s.
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7 .1  Measuring the I m pact  of Trade Facilitat ion:

Walkenhorst  and Yasui 61(2003)  point  out  that  the degree of potent ial 

benefits of t rade facilitat ion varies across count r ies, sectors, and types 

of t raders.62 A study by APEC (1999)  finds that  “ shock”  reduct ion in 

t rade costs from  t rade facilitat ion efforts vary from  1 percent  of im port  

pr ices for indust r ial count r ies and the newly indust r ializing count r ies of 

Korea, Chinese Taipei and Singapore, to 2 percent  for other developing 

count r ies.63 The study est im ates that  effects of APEC t rade 

liberalizat ion and facilitat ion would increase the volum e of APEC 

m erchandise exports in 1996 by 3.3 percent .

Maskus, Wilson, and Otsuki64 evaluated that  the gains to t rade 

facilitat ion related to harm onized regulat ions and standards. According 

                                                                                                                                                
60 Trade Facilitat ion and Regional I ntegrat ion in South Asia:  Accelerat ing the Gains to Trade with Capacity 

Building, The World Bank/  I nternat ional Monetary Fund, 2004 Annual Meet ings, Program  of Sem inars, 

October 1, 2004, Washington, D.C. 

61 Walkenhorst , Peter and Tadashi Yasui (2003) . “Quant itat ive Assessm ent  of the Benefits of Trade 

Facilitat ion.”  TD/ TC/ WP2003(31) / FI NAL. (13 November) . Paris:  OECD. 

ht tp: / / www.olis.oecd.org/ olis/ 2003doc.nsf/ 43bb6130e5e86e5fc12569fa005d004c/ ec8dd2cee8fca29ac125

6ddd0055e57b/ $FI LE/ JT00153655.PDF  

62 For instance, the authors m ent ion that t rade t ransact ion costs (TTCs)  range from  1-15 percent  of 

t raded goods depending on country’s pre- t rade facilitat ion condit ion. Furtherm ore, border costs for agro-

food products are 50 percent  higher than those for m anufactur ing products, and that TTCs for sm all 

m edium  enterprises are 50 percent  higher than those for big enterprises. 

63 A Review of Cross-border Mergers and Acquisit ions in APEC, by Chunlai Chen and Christopher Findlay. 

www.blackwell-synergy.com / doi/ pdf/ 10.1046/ j .1467-8411.2003.00129.x

64 Maskus, Keith E., John S. Wilson and Tsunehiro Otsuki (2001) . “An Em pir ical Fram ework for Analyzing 

Technical Regulat ions and Trade,”  in Quant ifying the im pact of technical barr iers to t rade:  Can it  be done? 

Keith Maskus and John S. Wilson eds., University of Michigan Press, 2001. 
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to Moenius65 bilaterally shared standards raise t rade volum e, and 

therefore, harm onizat ion of standards prom otes t rades. Baier and 

Bergst rand66  find that  8-9 percent  of the average growth in real 

bilateral t rade flows am ong 16 OECD count r ies increased because of 

t ransport -cost  reduct ions. UNCTAD shown that  1 percent  reduct ion in 

the cost  of m arit im e and air  t ransport  services could increase Asian 

GDP by som e US $3.3 billion, 1 percent  im provem ent  in wholesale and 

retail t rade services would lead to an addit ional gain of US$3.6 

billion.67 Hum m els concluded that  each day saved in shipping t im e in 

part  due to a faster custom s clearance is worth 0.5 percent  reduct ion 

of tar iff.68 The Aust ralian Departm ent  of Foreign Affairs and Trade and 

Chinese Minist ry of Foreign Trade and Econom ic Cooperat ion (2001)  

suggested that  m oving to elect ronic docum entat ion for t rade would 

result  in a cost  savings of som e “1.5 to 15 percent  of the landed cost  

of an im ported item .” 69 I f a sim ple average of a 3 percent  reduct ion in 

landed costs were applied to int ra-Asia-Pacific Econom ic Cooperat ion 

                                                
65 Moenius, Johannes (2004) . “ I nform at ion versus Product  Adaptat ion:  The Role of Standards in Trade.” 

Kellogg School of Managem ent  Northwestern University. 

66 Baier, S.L. and J.H. Bergst rand (2001) . “The Growth of World Trade:  Tariffs, Transport  Costs, and 

I ncom e Sim ilar ity.”  Journal of I nternat ional Econom ics, February 53(1) :  1-27.

67 United Nat ions Conference on Trade and Developm ent  (2001) . E-Com m erce and Developm ent  Report. 

UNCTAD:  Geneva. 

68 Hum m els, David L. (2001) . “Tim e as a Trade Barr ier.”  (m im eo) . Departm ent  of Econom ics. Purdue 

University, Lafayet te, I nd. ht tp: / / www.eiit .org/ ConfI nfo/ 2000Papers/ hum m els.pdf 

69 www.yearbook.org.cn/ english/ yearbook_view/ 1999/ 1999contents.htm
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(APEC)  m erchandise t rade, the gross savings from  elect ronic 

docum entat ion could be US$60 billion.70

Wilson, Mann, and Otsuki found that  enhanced capacity in global t rade 

facilitat ion would increase world t rade of m anufactur ing goods by 

approxim ately $377 billion dollars – an increase of about  9.7 

percent .71 They found that  the im provem ent  in custom s environm ent  

results in about  $107 billion (0.8 percent )  gain. The gain from  the 

im provem ent  in regulatory environm ent  is $83 billion. The largest  gain 

com es from  im provem ents in services sector infrast ructure and e-

business usage ($154 billion or 4.0 percent ) . 

7 .2  Overview  the Condit ions in South Asia:

Art icle 3 of SAFTA included plans to integrate t ransport  system s and 

harm onize standards in the region. I ndia has specifically indicated 

interest  in providing the “m ain technical support  and other t rade 

facilitat ion steps in the field of harm onizat ion of custom s procedures 

and standards for products of t rade interest  to the region” 72.  Som e 

experts expect  the SAFTA to be “a step towards bet ter physical, 

indust r ial and com m unicat ion infrast ructure developm ent  in the 

                                                
70 Supra 55.

71 Wilson, John S., Catherine Mann, and Tsunehiro Otsuki (2004)  “Assessing the Potential Benefit  of 

Trade Facilitat ion:  A Global Perspect ive”  World Bank Working Paper 3224.

72 Hindu Business Line, May 11, 2000.
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region” 73.  I n order to highlight  condit ions in South Asia it  is useful to 

com pare the region’s perform ance. 

(1)  Port  I nfrast ructure and Efficiency 

Air and m arit im e ports in South Asia are generally considered less 

com pet it ive than those in East  Asia. I t  takes only a couple of hours at  

the port  of Singapore or Laem  Chaband in Thailand to clear a vessel

Whereas 2 to 3 days in chit tagong ports in Bangladesh.74  30-35 days

need for goods shipped via container from  U.S. to Pakistan. At  

Jawaharlal Nehru port  in I ndia about  75 percent  of calls are direct , for 

exam ple, averages $20,000 for a call by a 4000 TEU ship. Cargo dwell 

t im e at  the Dehli airport  averages 2.5 days where the norm  is 12 

hours.75 At  Nhava Sheva port  in I ndia, exporters are “est im ated to lose 

around Rs 800 core a m onth because of delayed shipm ents.” 76 Due to 

congest ion an exporter had to send his consignm ent  by air , which cost  

“40 per cent  of the value of the product ” 77.  Regional seaports do not  

operate on a fixed day-of- the-week schedule which can cause delays 

                                                
73 Nayar, Lola (2004) . “SAFTA a Step Forward for Regional Developm ent :  Experts.”  South Asia Monitor. 

(August  5) . 

74 I bid.

75 Roy, Jayanta (2004)  “Consequences and Benefits of I m plem ent ing a Mult ilateral Approach to Trade 

Facilitat ion,” :  World Bank Sem inar, Dakar.

76 August  6, 2004, Business Standard, I ndia.

77 Business Standard (2004) . “Nhava Sheva Port in Jam .”  Business Standard. (August 6) . Mum bai. 

ht tp: / / www.businessstandard.com / com m on/ storypage.php?hpFlag= Y&chklogin= N&autono= 163402&leftn

m = lm nu2&lselect= 0&left indx= 2
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and uncertainty. Subram anian and Arnold78 highlighted the problem  of 

excessive delays in m oving cargo through the ports of Calcut ta and 

Chit tagong in Bangladesh and the associated im pact  on t rade. 

(2)  Land Transportat ion 

The lack of cross border t ransit  points and road connect ions across the 

region are significant  hindrances to int ra- regional t rade.79 Goods 

m oving between I ndia and Pakistan are often t ransshipped through a 

third count ry. Lack of integrated t ransport  networks in the region 

clearly raised cargo shipping costs. This is a cr it ical problem  

part icular ly for landlocked count r ies, including Afghanistan, Bhutan, 

and Nepal. I n addit ion, labor st r ikes cause delayed in t ransit  and 

congest ion in land t ransport  networks. I nland roads are a m ajor m eans 

of m oving goods across South Asia and I ndia has “an extensive 3.3 

m illion km  road network m aking it  one of the largest  in the world” 80.  A 

num ber of road corr idors in the region were not  m aintained and are of 

lim ited capacity.81 This m akes it  expensive to m ove com m odit ies 

across long distances with count r ies im posing load lim its. For exam ple, 

in I ndia the percentage of paved roads at  56 percent  is lower that  than 

                                                
78 Subram anian, Um a and John Arnold (2001) . “Forging Subregional Links in Transportat ion and Logist ics 

in South Asia.”  (January) . Washington, D.C.:  World Bank. 

79 World Bank (2004b) . “Trade and Regional Cooperat ion between Afghanistan and I ts Neighbours.”  

Report  No. 26769. (February 18) . Washington, D.C.

80 Supra 60

81 Supra 66
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in count r ies of East  Asia which averages 88 percent . The average 

t ransport  costs on the Kolkata-Pet rapole route between Bangladesh 

and I ndia is Rs 2543 which is about  40 percent  higher than other 

highways82.  A carpet  m anufacture in Kathnabdu reported that  because 

of the poor quality of the local roads, it  m ust  “ repair one of its vehicles 

every week and spends NRs 100,000 a year on m aintenance"83.  Other 

rest r ict ions are based in licensing rest r ict ions, for exam ple foreign 

t rucks are not  perm it ted to enter Bangladesh. 

I ndia railway network has m oved to elect r ify t racks and convert  from  

m eter gauge to broad gauge to harm onize its system  infrast ructure.84

Freight  accounts for 41%  of t raffic units on I ndia’s railway system , 

however, 76%  of t raffic on China’s.85 The railways in I ndia and 

Bangladesh suffer from  “over-staffing, poor m aintenance, and old 

rolling stock” 86.  

(3)  Border Crossings and Custom s 

                                                
82 Das and Pohit , 2004.

83 Biggs, Tyler et  al. (2000) . “Pilot  I nvestm ent  Clim ate Assessment :  The Business Environm ent  and 

Manufactur ing Perform ance in Nepal.”  World Bank Regional Program  for Enterprise Developm ent  and 

Federat ion of Nepalese Cham bers of Com m erce and I ndustry. 

84 United Nat ions Econom ic and Social Com m ission in Asia and the Pacific (UNESCAP)  (2001) . “ Part  Five:  

Logist ics, Transport  Facilitat ion and Mult im odal Transport .”  Review of Developm ents in Transport  and 

Com m unicat ions in the ESCAP Region 1996-2001 Asia and the Pacific. New York:  United Nat ions. 

ht tp: / / www.unescap.org/ tctd/ pubs/ review2001toc.htm

85 Supra 64

86 ibid
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Som e border crossings do not  have custom s facilit ies87.  Problem s arise 

when custom s clearance centers are located far away from  border 

crossing. For instance, the sanitary and phytosanitary test ing 

laboratory in Calcut ta is located one thousand kilom eters from  the 

custom s facilit y at  Birgunj , Nepal. Exporters have to pay addit ional 

fees for vehicle detent ion charges for weeks while wait ing for test  

results88.  

Poor m anagem ent  at  custom s is another issue. At  the I ndia-

Bangladesh border a consignm ent  needs at  least  22 docum entat ions, 

m ore than 55 signatures, and m inim um  116 copies for the final 

approval89.  Furtherm ore, the region uses different  product  

classificat ion system s for com m odit ies:  the Standard I nternat ional 

Trade Classificat ion is used by Pakistan and the Harm onizat ion System  

(HS)  by other count r ies90.  There are other adm inist rat ive problem s 

with custom s that  includes lim itat ions on staff working hours, lack of 

uniform ly applied im port  duty rates, etc. I ndia launched a 

m odernizat ion project  in custom s which includes leveraging Elect ronic 

Data I nterchange (EDI )  technology, which allowed exchanging 

                                                
87 ibid

88 Karm acharya, Binod K.(2002) . “Facilitat ing Trade in SASEC Region in the Perspect ive of Recent 

Developm ents:  A Case Study of I ndia and Nepal.”  Paper presented for Asian Developm ent  Bank:  South 

Asia Business Forum  (SABF), South Asia Sub- regional Econom ic Cooperat ion (SASEC) , 12-13 August 

2002, New Delhi, I ndia. 

89 Supra 60

90 Supra 22
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docum ents and form s elect ronically, to st ream line clearances. With 

assistance from  the World Bank, Pakistan started reform s in the 

Cent ral Board of Revenue including custom s offices and is expected to 

have a revenue increase by Rs.65 billion of in the fiscal year 2004-591.  

Pakistan also int roduced elect ronic filing system  at  Port  Qasim .92 I n 

Bangladesh, the steps required for im port  and export  clearance of 

fiber, fabric, and garm ents have been reduced by 75 percent93.  

Afghanistan is working on custom s m odernizat ion in a new $31 m illion 

World Bank project . Nepal is current ly undertaking reform s under a 

Three Year Custom s Reform  and Modernizat ion Act ion Plan. The

reform s resulted in a revenue increase by Rs.900 m illion in the first  six 

m onths of 2004 from  the same period in the previous year94.  

South Asia can learn from  experiences in East  Asia, like Philippines’ 

m odernizat ion of custom s. I t  was reported that  custom s clearance 

involved 10 separate docum ents in m ult iple copies, with over 90 steps, 

and m ore than 40 signatures.95 I m plem ent ing the ASYCUDA96 system 

                                                
91 Rizvi, Sham im  Ahm ed (2004) . “Reform s in the CBR.” Pakistan Econom ist . (June 7-13) . I slam abad. 

92 World Bank (2004a) . Global Econom ic Prospects – Realizing the Developm ent  Prom ise of the Doha 

Agenda 2004. Washington, D.C.:  World Bank. 

93 I bid

94 Gorkhapat ra Daily (2004) . “Reform  in Custom s Boosts Revenue.”  Gorkhapatra Daily. January 24. 

ht tp: / / www.gorkhapatra.org.np/ pageloader.php?file= 2004/ 01/ 26/ topstor ies/ m ain3 

95  World Bank (2001) . “E Governm ent:  Philippine Customs Reform .” (January 3) . 

ht tp: / / www1.worldbank.org/ publicsector/ egov/ philippinecustom scs.htm  
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can reduce paper t ransact ions. Another exam ple is the custom s 

adm inist rat ion reform  in China in October 2003 at  Shanghai port  to 

reduce congest ion and accelerate t rade.97

(4)  I nform at ion Technology and Services Sector I nfrast ructure 

Progress in inform at ion technology is as im portant  as developm ent  of 

physical infrast ructure. Biggs exam ine that  in Nepal phone lines 

usually did not  work well outside of the cit ies and Services did not  

available all day, and when available, voice quality is often poor.98  

Asia Pacific Econom ic Cooperat ion (APEC) 99 has targeted achieving 

paperless t rading am ong all m em ber count r ies by 2010. This is being 

advanced by com puterizing custom  procedures through United Nat ions 

Rules for Elect ronic Data I nterchange for Adm inist rat ion Com m erce 

and Transport  (UN/ EDI FACT)  and reducing the num ber of docum ents 

required for sea, air  and land t ransport . Vietnam  m arked a new 

progress in the process of m odernizat ion, sim plificat ion and 

                                                                                                                                                
96 The Autom ated System for Custom s Data (ASYCUDA) has been a m ajor dr iving force in the 

developm ent  of custom s procedures and for foreign t rade procedures. ASYCUDA has directed program s 

that are reform ing the custom s clearance process developed by UNCTAD.

97 Shanghai WTO Affairs Consultat ion Center (2003) :  “Chapter Seven Pudong’s Econom ic and Social 

developm ent  After China’s Accession to the WTO.”  

ht tp: / / www.sccwto.net : 7001/ wto/ english/ shanghai2003_8.htm  

98 Biggs, Tyler et  al. (2000) . “Pilot  I nvestm ent  Clim ate Assessment :  The Business Environm ent  and 

Manufactur ing Perform ance in Nepal.”  World Bank Regional Program  for Enterprise Developm ent  and 

Federat ion of Nepalese Cham bers of Com m erce and I ndustry. 

99 www.apec.org
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harm onizat ion of custom s procedures.100 The overall savings from  this 

paperless t rading init iat ive is expected to be “between 1.5 to 15 per 

cent  of the landed cost  of an im ported item .” 101 World Bank Trade and 

Transport  Facilitat ion in Southeast  Europe (TTFSE) 102 project  on 

custom s and border reform  could also be considered as one m odel of 

reform  for South Asia.103

7 .3  Peace and econom ic integrat ion: an analysis:

The spontaneous I ndo-Pakistan tensions have put  a dam per on any 

kind of act ivit ies to increase the pace of econom ic integrat ion and 

bring about  peace in the region. But  the "com posite dialogue" between 

I ndia and Pakistan over the past  two years has led to the opening of 

bus and railway services, and dialogue over st rategic issues on 

Siachen, Sir  Creek and the future of divided Kashm ir considered key 

areas of cooperat ion m ore openly than before. 

                                                
100 Asia Pacific Econom ic Co-operat ion (APEC)  (2003) . “Vietnam  I ndividual Act ion Plan:  Custom s 

Procedures.”  ht tp: / / www.apec- iap.org 

101 Aust ralian Departm ent of Foreign Affairs and Trade and Chinese Minist ry of Foreign Trade and 

Econom ic Cooperat ion (2001) . “Paperless Trading:  Benefits to APEC.”  Com m onwealth of Aust ralia. 

www.dfat .gov.au/ publicat ions/ paperless/ paperless_t rading.pdf. 

102 www.t t fse.org

103 The Trade and Transport  Facilitat ion in Southeast  Europe Program  init iated in 2000 by the nat ional 

governm ents in Southeast  Europe, the World Bank, and the United States in collaborat ion with the 

European Union. The project  is aim ed at  reducing t ransport  costs, elim inat ing corrupt ion, and providing 

European Union-com pat ible custom s standards, and som e progress have been m ade. For details, see 

ht tp: / / www.seerecon.org/ t t fse/ . 
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History shows that  regional econom ic integrat ion can be successful 

only if the count r ies concerned establish a com m onality of polit ical

purpose. France and Germ any who fought  three wars between 1871 

and 1945 was able to thaw differences through EEC. The Cold War 

gave western European nat ions another urgent  reason to bind 

econom ically together to gain st rategic st rength. The sam e pat tern is 

evident  in the ASEAN, which was form ed as a polit ical grouping to 

oppose threat  of Com m unist  expansion from  Vietnam  and China.

I t  is a com m on phenom enon in internat ional relat ions that  a sm all 

neighbour had to live under fear when its large neighbour has 

‘expansionist ’ policy and there are unresolved and com plicat ing factors 

in their  relat ions. This is part icular ly t rue in the case of South Asia as 

I ndia cont inuously showed her hegem ony towards her sm all 

neighbours rather than being regarded as ‘Big Brother’. Bhutan and 

Nepal are cont inuously liv ing under this threat  of becom ing next  

Sikkim 104.  To create a sense of ‘easiness’ am ong her neighbour, the

form er I ndian Prim e Minister I  K Guj ral adopted a doct r ine called 

‘Guj ral Doct r ine’105 as a tool of conflict  m anagem ent  in the region.106

                                                
104 Sikkim  used to be a sm all state in North eastern part of I ndia, which was ceded into it  by force.

105 The Guj ral Doct r ine is a set  of five pr inciples to guide the conduct  of foreign relat ions with I ndia’s 

im m ediate neighbours These principles are:  first , with neighbours like Bangladesh, Bhutan,Maldives, Nepal 

and Sri Lanka, I ndia does not ask for reciprocity, but  gives and accom modates what  it  can in good faith 

and t rust ;  second, no South Asian count ry should allow its terr itory to be used against  the interest  of 

another count ry of the region;  third, no count ry should interfere in the internal affairs of another;  fourth, 
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But  in reality growing polit ical st r ife and bureaucrat ic obstacles 

indicates that  non- tar iff barr iers in the form  of polit ical disputes, 

bureaucrat ic delays and interference by the intelligence agencies have 

been obst ruct ing t rade between I ndia and Pakistan. There are growing 

concern that  regionalism  in South Asia m ight  end up as Pandora’s box 

if concerned efforts are not  m ade beyond the turm oil of polit ical 

exigencies. 

SAARC m em bers will have to agree on a com m on im port  policy, either 

form ally or inform ally and no count ry will retain sovereignty over the 

im port  policy. However, it  felt  that  unless count r ies of a region enjoy

considerable polit ical harm ony, they cannot  possibly agree on 

concessions like surrendering sovereignty over their  im port  policy. This 

is part icular ly t rue in South Asia where I ndian econom y dom inated

overall regional outcom es.107 So, although econom ic cooperat ion and 

even integrat ion is very desirable in South Asia there is a call for

creat ing a polit ically harm onious subcont inent , which is an ext rem ely 

form idable task.

                                                                                                                                                
all South Asian count r ies m ust  respect  each other’s terr itor ial integrity and sovereignty;  and, finally, they 

should set t le all their  disputes through peaceful bilateral negot iat ions.

106 Padm a Murthy, The Guj ral Doct r ine and Beyond, St rategic Analysis;  A m onthly Journal of the I DSA, 

July 1999 (Vol. XXI I I  No. 4) .

107 Ghanshyam N. Singh (ed) , The Econom y of the SAARC Nat ions, (New Delhi:  Anm ol Publicat ions, 

1993) .
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After 2006 so m any things changed and now South Asia begins to 

think im m ense about  itself as a region. The proposal to set  up a South 

Asian University is the best  exam ple, since it  would require nothing 

short  of $1 billion to do so.108 The business com m unity is thinking 

even further ahead of the governm ents in the region. I n ant icipat ion of 

SAFTA, the TATA group of I ndia has already proposed a $3 billion 

investm ent  in Bangladesh in gas-based fert ilizer, power and steel 

plants. The reconst ituted I ndependent  South Asia Com m ission on 

Poverty Alleviat ion ( I SCAPA)  has adopted a m ore reasonable approach 

by suggest ing a 24-point  approach for halving poverty in South Asia 

by 2010, as opposed to MDG of the UNDP that  requires South Asia to 

do so by 2015.109 After years of discussion, and, to som e extent , a 

large degree of negligence, the South Asian Developm ent  Fund is also 

m aking som e headway, with assets am ount ing to around 

$300,000,000.110 South Asia receives around $32 billion annually in 

rem it tances, by export ing labour to the Gulf region and the East  and 

Southeast  Asian count r ies.111 I n Pakistan, rem it tance increased four-

fold, from  just  over $1 billion in 2001 to over $4 billion in 2003;  in 

Bangladesh, it  increased from  $1.9 to $3.3 billion;  in I ndia, it  

                                                
108 Supra 3

109  ibid 

110  ibid

111 World Bank's Global Econom ic Prospect  report  for 2006.
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increased from  $12 to $21.7 billion, and Nepal receives $1.5 billion.112

From  12 June I ndia Bangladesh railway service will be restored, 

though bus services exist  between the count r ies from  1996. 

8 . Necessary condit ions for  a  successful PTA:

Econom ic t rade theory indicates a num ber of cr iter ia likely to increase 

the probabilit y that  a FTAs will result  in welfare gains and econom ic 

growth. Key cr iter ia include the following seven113:

1. Geographical proxim ity. 

2. High pre-FTAs tar iffs. 

3. High int raregional t rade levels. 

4. Trade com plem entarit ies. 

5. Low polit ical tensions. 

6. Stream lined m arket  access for goods produced. 

7. Low non- tar iff barr iers (NTB) .114

8 .1  South Asian posit ion:

Proxim ity has not  worked in South Asia;  int raregional t rade is an 

insignificant  com ponent  of total t rade. This “ inverse”  regionalism  is not

necessarily the result  of polit ical problem s between I ndia and 

                                                
112  Supra 3

113 How desirable is the South Asian free t rade area? A quant itat ive assessm ent:  Jayat illeke S Bandara 

and Wusheng Yu, NJF Sem inar No. 325, August  17-18, 2001, Helsinki.

114 Supra 78
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Pakistan115. I n the three large count r ies in the region (Bangladesh, 

I ndia and Pakistan) , tar iffs is st ill higher than Southeast  Asian 

count r ies116.  

Because of illegal across-border t rade int ra- regional t rade in South 

Asia is insignificant . The share of int ra- regional t rade in South Asia’s 

total t rade declined from  3.5 per cent  to 2.4 between 1970 and 1990, 

it  showed a m oderate r ise from  2.4 per cent  in 1990 to 4.6 in 1999.117

The other im portant  t rend is I ndia’s growing t rade surplus with other 

SAARC count r ies. The share of I ndia's exports to the region increased 

from  3.9 per cent  in 1970 to 5.5 per cent  in 1999;  its im port  share 

from  the region declined from  1.4 per cent  to 0.9 per cent  during the 

sam e period.118 This will also be a m ajor concern for other m em ber 

count r ies and certainly is not  a good sign of prom ot ing overall int ra-

regional t rade in South Asia.119

                                                
115 Lahir i, S. (1998)  "Cont roversy:  Regionalism  Versus Mult ilater lism ", The Econom ic Journal, Vol 108, 

1126-1127.

116 Panagariya, A. (1999)  Trade Lberalisat ion in South Asia:  Recent  Liberalisat ion and Future Agenda, 

The World Econom y, Vol. 22, No. 3, pp.353-378.

117 Zim ba, Lyonpo Yeshey, A South Asian Panoram a for the Twenty-First  Century, in 'South Asian 

Survey', Sage. Publicat ion, New Delhi, Vol. 9.

118 I bid.
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Despite som e lim itat ions, t rade com plem entarity indices developed by 

Drysdale120 can be used to check the existence of t rade 

com plem entarity in South Asia. There was a lack of st rong t rade 

com plem entarity in the bilateral t rade st ructures of South Asia. This 

point  is supported by an early study of Aggarwal and Pandey121 (1992) 

and a recent  study of Sam aratunga122 (1999) .

South Asian count r ies are producing and t rading sim ilar com m odit ies. 

To ident ify different  count ry’s com pet it iveness am ong different  

com m odity groups, the Export  Revealed Com parat ive Advantage 

indices (XRCA)  have been est im ated by two recent  studies for 

com m odit ies at  the three-digit  level using recent  UN t rade data123.  The 

results of the above two studies indicate that  count r ies in South Asia 

have an alm ost  ident ical pat tern of com parat ive advantage in a 

relat ively narrow band of com m odit ies and that  these count r ies do not  

have com parat ive advantages in a wide range of capital goods and 

advanced m anufactured products. 

                                                
120 Drysdale, P. D. (1969)  “Japan and Aust ralia:  The Prospect  for Closer Econom ic I ntegrat ion” , Econom ic 

Papers, Vol. 30, pp. 12-28.

121 Aggarawal, M. and Pandey, P. (1992)  "Prospects of Trade Expansion in the SAARC Region", The 

Developing Econom ies, Vol. 30, No. 1, pp.

122 Sam aratunga, R. H. S. (1999)  Essays in Trade Policy and Econom ic I ntegrat ion with Special Reference 

to South Asia, Unpublished PhD Thesis, La Trobe University, Melbourne

123 ibid.
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9 . I NTERNATI ONAL TRADE FACI LI TATI ON I NDI CATORS:

I nternat ional com parisons of econom ic and com m ercial condit ions 

from  the World Econom ic Forum ’s Global Com pet it iveness Report  

2004-2005 (GCR)124 provides detailed figures for 104 count r ies, four of 

them  SAFTA m em bers—I ndia, Pakistan, Bangladesh, and Sri Lanka. 

The GCR’s figures give not  only a sense of the range of condit ions 

am ong SAFTA count r ies, but  also how these count r ies com pare with 

the rest  of the world. 

9 .1  Hidden Trade Barr iers:

The GCR125 survey asked respondents to rank hidden t rade barr iers on 

a scale of 1 to 7, with 1 im portant  and 7 not  im portant . The SAFTA 

count r ies’ ranks are as follows in 2006:

i. Global Com pet it iveness I ndex rankings:

Count ry point Rank 

I ndia 4.44 43

Sri Lanka 3.87 79

Pakistan 3.66 91

Bangladesh 3.46 99

ii. Country hidden t rade barr iers I ndex Rank:126

                                                
124 World Econom ic Forum . 2002. Global Com pet it iveness Report . Geneva. 

www.us.oup.com / us/ pdf/ reports/ gcrexecutivesum m ary.pdf

www.weforum .org/ en/ init iat ives/ gcp/ Global% 20Com pet it iveness% 20Report / index.htm

125 ht tp: / / www.weforum .org/ en/ init iat ives/ gcp/ Global% 20Compet it iveness% 20Report / index.htm
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Sri Lanka 4.9 35

I ndia 4.7 42

Pakistan 3.8 75

Bangladesh 3.8 76 

I ndia’s and Sri Lanka’s scores reflect  views on the extent  of hidden 

t rade barr iers that  are slight ly bet ter than the global m ean, while 

Pakistan and Bangladesh fall below the m ean.

iii. Business I m pact  of Custom s Procedures1 2 7

Count ry I ndex Rank

Sri Lanka 3.9 54

I ndia 3.6 68

Pakistan 2.9 92

Bangladesh 2.8 96

The South Asian count r ies score below the global m ean, indicat ing 

negat ive im pacts on business from  custom s operat ions. Custom s in 

Pakistan and Bangladesh have am ong the st rongest  negat ive im pacts 

on business in the world.

iv. Efficiency of Custom  Procedures:

Count ry I ndex Rank128

Sri Lanka 3.4 54

                                                                                                                                                
126 Global Com pet it iveness Report  2004-2005 (GCR)

127 ibid

128 ibid
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I ndia 3.4 55

Pakistan 2.5 88

Bangladesh 2.2 100

The highest  score was 6.7 and the lowest  1.8;  the standard was 3.7. 

Once again, Sri Lanka and I ndia are just  slight ly below the global 

m ean while Pakistan and Bangladesh are near the bot tom  of global 

rankings. 

v. Business I m pact  of Rules on Foreign Direct  I nvestm ent :

Count ry I ndex Rank129

I ndia 5.1 28

Pakistan 5.0 33

Sri Lanka 5.0 36

Bangladesh 4.8 53

The highest  score was 6.4 and the worst , 2.8;  the m ean was 4.8. All 

South Asian count r ies scored at  or above the global m ean in this area, 

reflect ing the efforts of the past  decade to reform  the environm ent  for 

foreign investm ent . I ndia, Pakistan, and Sri Lanka are in the top third 

of all count r ies.

vi. I nfrast ructure Quality Overall:

Count ry I ndex Rank130

I ndia 2.7 63

                                                
129 ibid

130 ibid
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Pakistan 2.8 77

Sri Lanka 2.7 79

Bangladesh 2.4 99

The best  score was 6.8 and the worst , 1.5;  the m ean was 4.0. I n this 

case, all four count r ies score well below the global m ean, reflect ing the 

substant ial shortcom ings in the general quality of infrast ructure 

throughout  the region. 

vii. Port  I nfrast ructure:

Count ry I ndex Rank131

Sri Lanka 3.5 60

I ndia 3.3 65

Bangladesh 2.5 86

Pakistan 2.4 88

The highest  score was 6.8 and the worst , 1.5;  the m ean was 4.0. The 

below average scores for port  infrast ructure are consistent  with the 

negat ive findings for infrast ructure generally. The quality of port  

services determ ines a great  deal of t rade t ransact ion costs because all 

the count r ies in the region depend prim arily on sea t ransport  for 

foreign t rade.132

1 0 . Review  of selected studies:

                                                
131 ibid.

132 Facilitat ing Regional Trade under SAFTA, Jam es W. Robertson
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Jayaram an133 exam ined that  gains from  a South Asian PTA would be 

insignificant  for sm all nat ions. Rahm an concluded that  sm all count r ies 

like Nepal and SriLanka would lose welfare as a result  of the custom  

union. DeRosa and Govindan134 suggest  that  welfare gains m ay 

increase significant ly as a result  of m uch broader t rade liberalizat ion

with other parts of the world. Srinivasan and Canonero135 recom m end

that  the unilateral t rade liberalizat ion would yield m uch m ore gains for 

the region com pared to gains from  preferent ial t rade liberalizat ion. 

Sm all econom ies in the region gain m uch m ore from  preferent ial t rade 

liberalizat ion than larger econom ies. Pigato136 used the global CGE 

m odel137 and found that  SAPTA would create som e welfare gains for its 

m em ber count r ies. However, unilateral t rade liberalizat ion would 

create larger gains for the region. The creat ion of SAFTA “would be 

highly desirable”  and “econom ic gains would be significant , especially 

for the sm aller count r ies and reduce polit ical and border tension in the 

region” . 

                                                
133 Jayaram an, T. K. (1978)  Econom ic Cooperat ion in the I ndian Sub-continent -  A Custom s Union 

Approach, Orient  Longm an, New Delhi.

134 DeRosa, D.A. and K. Govindan (1996)  “Agriculture, Trade, and Regionalism  in South Asia” , Journal of 

Asian Econom ics, Vol. 7. No.2, pp.293-316

135 Srinivasan, T.N. and G. Canonero (1993)  “Preferent ial Agreem ents in South Asia:  Theory, Em pir ics 

and Policy” , Yale Growth Centre, Yale University (m im eographed)  (as cited in Pigato, et  al, 1997) .

136 Pigato, M., Farah, C., I takura, K., Jun, K., Mart in, W., Murrell,  K. and T.G. Srinivasan (1997)  South 

Asia’s I ntegrat ion into the World Economy, World Bank, Washington, D.C.

137 Hertel, T.W. (ed)  (1997)  Global Trade Analysis:  Modeling and Applicat ions. Cam bridge University 

Press. 



U0621399

49

I n cont rast  to the above studies som e observers have a m uch m ore 

negat ive view on SAFTA. Panagariya138 rejects the idea that  form ing 

SAFTA is beneficial for the region and argues that  “ it  is in the region’s 

interest  to push ahead with its non-discr im inatory liberalizat ion rather 

than prom ote t rade preferences” . Panagariya139 points out  that  this is 

a m isguided argum ent  and SAFTA is “ likely to becom e a binding 

const raint  on t rue, nondiscr im inatory liberalizat ion” . He uses exam ples 

of Mexico and Brazil j oining the Southern Am erican Com m on Market  

(MERCOSUR)  and states that  these two count r ies have reviewed in this 

sect ion have cont r ibuted valuable inputs to the debate on the 

desirabilit y of SAFTA. 

Three different  viewpoints on SAFTA can be sum m arized as follows:

(a)  Opt im ist ic View:  This group believes that  the SAFTA would be 

"highly desirable"  and econom ic gains would be significant , especially 

for sm all econom ies in the region. South Asian polit icians and m any 

bureaucrats hold this view. 

                                                
138 Panagariya, A. (2000) . "Preferent ial Trade Liberalizat ion:  The Tradit ional Theory and New 

Developm ent" , Journal of Econom ic Literature, XXXVI I I  (2) :  287-331.

139 Panagariya, A. (1999)  Trade Lberalisat ion in South Asia:  Recent  Liberalisat ion and Future Agenda, 

The World Econom y, Vol. 22, No. 3, pp.353-378.
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(b)  Pessim ist ic View :  This group believes that  the SAFTA is "highly 

undesirable"  and it  will lead to t rade diversion and slow down of 

unilateral t rade liberalizat ion.

(c)  Moderate or I nterm ediate View:  This group believes that  potent ial 

gains from  SAFTA, though less than those from  unilateral 

liberalizat ion, are significant  for sm all count r ies in the region and 

preferent ial t rade liberalizat ion is good as part  of a coordinated 

liberalizat ion in count r ies in the region, and it  will lead to unilateral 

t rade liberalizat ion.

1 1 . SAFTA:

The SAFTA agreem ent  covers tar iff reduct ions, rules of or igin, 

safeguards, inst itut ional st ructures, and dispute set t lem ent . I t  also 

calls for the adopt ion of various t rade facilitat ion m easures. The SAFTA 

tar iff reduct ion program  st ipulates average weighted tar iffs of no m ore 

than 20 percent  by the region’s m ore developed econom ies—I ndia, 

Pakistan, and Sri Lanka—within two years of the ent ry into force of the 

agreem ent . Within five years after the com plet ion of the first  phase, 

I ndia and Pakistan will adjust  their  tar iffs to the 0 to 5 percent  range. 

The region’s least  developed count r ies (LDC)  Bangladesh, Bhutan, 

Maldives, and Nepal are required to have average weighted tar iffs of 

no m ore than 30 percent  within two years, but  would be allowed 

longer periods for the second downward adjustm ent :  Sri Lanka in six 
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years and Bangladesh, Bhutan, Maldives and Nepal in eight  years. 

I ndia, Pakistan, and Sri Lanka will reduce their  tar iffs to the agreed 

low levels on im ports from  other count r ies no later than January 1, 

2009. The agreem ent  also calls for elim inat ing quant itat ive rest r ict ions 

for products on the tar iff liberalizat ion list .

While m em ber states have been allowed to develop lists of sensit ive 

item s that  would not  be subjected fully to the st ipulated tar iff cuts, the 

num ber of products to be included in the count ry lists would be subject  

to review every four years. A Minister ial Council will be the highest  

decision-m aking authority while a Com m it tee of Experts (COE)  will 

m onitor im plem entat ion of the agreem ent  and resolve disputes. The 

COE will report  to the m inisters every six m onths on the progress of 

the agreem ent . The agreem ent  is to be fully im plem ented by 2015.140

1 1 .1  TRADE FACI LI TATI ON PROVI SI ONS I N  THE SAFTA

TREATY:

SAFTA seeks to change the em phasis of SAARC econom ic regional 

cooperat ion from  a policy of sustenance141 to act ively enhancing142 it . 

SAFTA’s am bit ions extend to increasing the scope of the South Asian 

                                                
140 Details are from  the SAARC Minister ial Declarat ion, January 2004. 

141 Art icle 2(1)  SAPTA

142 Art icle 2 of SAFTA
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regional t rade dialogue to include issues of com pet it ion143;  t rade and 

t ransport 144 facilitat ion through progressive harm onizat ion of 

legislat ion145;  banking procedures146;  m acroeconom ic consultat ions147;  

com m unicat ions148;  foreign exchange regulat ions149;  and im m igrat ion 

(current ly SAFTA is only concerned with the facilitat ion of business 

visas) .150 SAFTA also int roduces a specific Trade Liberalizat ion 

Program m e151 that  phases down tar iffs and elim inates quant itat ive 

rest r ict ions in consonance with the obligat ions im posed by the WTO152.  

Art icle 20 of SAFTA also provides for a detailed dispute set t lem ent  

m echanism  under the auspices of a Council of Experts analogous to 

the Dispute Set t lem ent  Body (DSB)  of the WTO. SAFTA m em ber 

count r ies agreed concerning t rade facilitat ion in Art icle 3 of the SAFTA 

agreem ent .

1 1 .2  Draw back of the Treaty:

A m ajor drawback of the Treaty is the long t im e period that  it  

envisages for establishing the Free Trade Area. Going by the past  

                                                
143 Art  3(1)  (b)  & 8( j )

144  Art  8(g)  & (k)

145  Art  3(2) (e)  & 8(a) - (e)

146  Art  8( f) , Art icle 8( j )  specifically m ent ions venture capital as being an issue for liberalizat ion.

147 Art  8( i)

148 Art  8(k)

149 Art  8( l)

150 Art  8(m )

151 Art  7

152 Art  7(5)
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experience, the process can be derailed by any adverse developm ent  

in the polit ical relat ionship between the count r ies of the region.

Moreover, the long SAFTA process envisaged in the Treaty is likely to 

be overtaken by events at  both bilateral and m ult ilateral levels. Series 

of bilateral free t rade agreem ents will m ake the SAFTA process 

redundant  and sam e outcom e can be expected because of the 

expected lowering of tar iffs by further t rade liberalizat ion through 

negot iat ions under the WTO.

Another m ajor deficiency and elem ent  of uncertainty in the SAFTA 

Agreem ent  is the “sensit ive”  or negat ive lists of products. No datelines 

have been fixed for  concluding the negot iat ions on these item s. I t  does 

not  subscribe categorically to the phasing out  of the sensit ive list . The 

Agreem ent  only provides t hat  the sensit ive list  “ shall be reviewed after 

every 4 years - - -  with a view to reducing the num ber of item s” . 

Moreover if the list  is too long, it  will lim it  the scope of free t rade and 

det ract  from  the provision of Art icle XXI V of GATT (1994)  that  a free 

t rade area should cover “substant ially all t rade” . 

SAFTA Treaty does not  include provisions for the liberalizat ion of t rade 

in Services which is a m ajor lacuna. Services have becom e an 

im portant  dr iver of the econom ies of SAARC count r ies account ing for 

nearly 50 percent  of the GDP of m ost  of these count r ies. I t  also leaves 
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out  liberalizat ion of investm ent  in the region. I t  is a severe 

shortcom ing because it  is not  possible to take full advantage of the 

enlargem ent  of the m arket  brought  about  by t rade liberalizat ion, 

without  freer m ovem ent  of capital. 

The SAFTA Treaty contains no specific provisions for deeper 

integrat ion. The m easures for deeper integrat ion m ay com e within the 

scope of its Art icle 8, under the t it le “Addit ional Measures” . However, 

this Art icle is couched in very general term s and im plies no

com m itm ents on the part  of the m em ber states to pursue any of the 

special m easures listed under this Art icle and set  up a m echanism  for 

pursuing the addit ional m easures.

1 1 .3  SAARC FI NANCE:

The 24th Session of the SAARC Council of Ministers held in I slam abad 

during January 2-3, 2004 recom m ended SAARC FI NANCE to exam ine 

the concept  of a South Asian Developm ent  Bank (SADB)  and to study 

and m ake recom m endat ions on early and eventual realizat ion of a 

South Asian Econom ic Union (SAEU) .153

1 1 .4  Measure Econom ic Benefits from  SAFTA:

                                                
153 SAPTA, SAFTA and Beyond, Hem  Prasad Neupane
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 “A consensus has em erged am ong researchers that  RTAs are t rade 

creat ing” 154.  For instance, the share of NAFTA t rade am ong the 

signatories’ total t rade increased from  less than 35 percent  in the late 

1980s to alm ost  50 percent  in 1999. Over the sam e period, the share 

of t rade between m em bers of MERCOSUR, com pared to the part ies’ 

total t rade, doubled from  10 to 20 percent . I n South Asia, if tar iffs 

rem ain high on im ports from  outside the region than SAFTA would 

divert  total t rade. FDI  has played a very im portant  role in successful 

RTAs. South Asia needs m ore resources for investm ent  than it  can 

m obilize dom est ically. The corporate sector in South Asia has 

rem ained unaffected by developm ents in the global product ion system . 

According to a review of the changes in indust r ial processes by Alan 

Winters155,  product ion chains and finer division of the product ion 

processes across count r ies, including developing count r ies, allows 

producers to exploit  potent ial gains from  (1)  local increasing returns to 

scale in the product ion of interm ediate inputs, (2)  regional differences 

in factor costs for different  com ponents of the product ion process, (3)  

increasing com pet it ion ar ising from  widening m arket , and (4)  

technology t ransfer from  developed count r ies em bedded in 

                                                
154 Ghosh, S. and S. Yam raik. Are Regional Trading Arrangem ents Trade Creat ing? An Analysis of 

Ext rem e Bounds Analysis:  Journal of I nternat ional Econom ics, 63, 369-95.

155 Winters, L. Alan. 2004. Trade Liberalizat ion and Econom ic Perform ance:  An Overview. The Econom ic 

Journal, 114 (February) , pp. F4-F.
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interm ediate inputs and backward linkages through exports.156 I n m ost  

cases t rade integrat ion has allowed developing count r ies to specialize 

in their  product ion system s. 

1 1 .5  SAFTA’s Future:

RTAs often follow rather than determ ine changes in regional t rading 

pat terns. This does not  augur well for South Asia since relat ively lit t le 

t rade exists am ong the count r ies of the region. One can argue, 

however, that  the region’s focus on developed m arkets resulted from  

polit ical problem s that  m arred relat ions between I ndia and Pakistan. I f 

the recent  easing of tensions between the two count r ies gains 

m om entum , som e t rading pat terns m ay change in favor of 

int raregional t rade. The conclusion of free t rade arrangem ents 

between Sri Lanka and I ndia and Sri Lanka and Pakistan m ight  have 

created a sense of dynam ism  that  would m ove the ent ire region 

towards an RTA.

When im plem ented in highly rest r ict ive econom ic and t rading 

environm ent , RTAs are usually inconsequent ial. SAPTA did not  succeed 

because the South Asian count r ies had highly protect ive t rade 

regim es. This has changed;  external tar iffs on t rade and other t rade-

                                                
156 ibid.
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rest r ict ing pract ices have been reduced considerably in all count r ies of 

the region157.

Minim ize excluded products expand the scope for posit ive net  benefits 

through com pet it ion and t rade creat ion. The tem ptat ion to use lists of 

sensit ive item s is not  as great  when overall tar iffs are low. According 

to one review of South Asia’s experience with regional arrangem ents, 

the 1993 SAPTA “was st illborn, given high levels of protect ion, a lack 

of m eaningful concessions, dom est ic polit ical problem s, host ilit y 

between I ndia and Pakistan, I ndia’s ban on im ports of all consum er 

goods and I ndia’s cont rol over m ajor pr im ary goods” 158.

Services br ing m ore benefits to regional econom ies. I ndia now has a 

highly developed inform at ion technology sector that  could benefit  

other populous count r ies, such as Bangladesh and Pakistan, which also 

have a large num ber of well-educated and well- t rained people. At  the 

sam e t im e, Pakistan has m ade advances in com m ercial banking from  

which the regional banking indust ry could benefit .  I ndia, with a m uch 

larger pool of savings than other count r ies in the region and with a 

m ore developed capital m arket , could help fill the region’s savings and 

investm ent  gap.

                                                
157 World Bank. 2004c. South Asia Free Trade Area:  Prom ise and Pit falls of Preferent ial Trade 

Arrangem ents. Washington D.C.

158 Baysan, T. 2004. South Asia:  Lessons and the Way Forward. Mim eo. Washington:  World Bank.
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Trade facilitat ion m easures are cr it ical for reducing the cost  of t rade. 

While the SAFTA declarat ion incorporates these m easures, they have 

to be interpreted m uch m ore broadly than seem s to be the inclinat ion 

am ong t rade officials working on the m odalit ies of the arrangem ent .

A SI X- POI NT FOR SAFTA:

1. Establish st rong polit ical support . I t  is necessary to establish 

st rong polit ical support  to ensure the im petus needed to reach the 

goals of the SAFTA agreem ent . 

2. Establish a regional t rade facilitat ion council. A t rade 

facilitat ion council should be charged with providing an annual report  

to senior polit ical leaders, perhaps at  an annual sum m it , that  presents 

the current  agenda and describes progress. 

3. Establish nat ional t rade facilitat ion w orking groups. 

Recognizing that  each m em ber count ry faces different  challenges in 

m aking changes and m eet ing standards, each count ry should establish 

standing nat ional working groups for t rade facilitat ion. These working 

groups should also invite substant ial part icipat ion by the pr ivate sector 

and t rade experts and have access to the technical assistance 

necessary to assum e their responsibilit ies. 

4. Establish a regional custom s com m it tee. A com m it tee 

com prising of the heads of custom s agencies in each SAFTA count ry 
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should be established to work with the t rade facilitat ion council and 

should be represented on the council.  

5. Undertake a regional com m unicat ions program . A regional 

com m unicat ions program  should be undertaken to im prove public 

understanding of the im portance of aggressively pursuing m easures to 

reduce the costs of t rade. I m provem ents in internat ional rankings, 

such as the GCR, should be publicized.

6. Establish response m echanism s. Public sector m echanism s 

should be put  in place to respond rapidly to pr ivate sector reports of 

m easurable t rade t ransact ion costs or delays. Typical bureaucrat ic 

responses to such shortcom ings are not  effect ive. 

Conclusion:

Brit ish I ndia was divided on two nat ion theory159.  On the foundat ion of 

religious convict ion I ndia and Pakistan created. Sri Lanka faces civil 

war from  the last  three decades which is ham m ered by the cast  

system . Unt il and unless the people of south Asia heart ily believe and 

dream  about  south Asian union nothing can be achieved. The religious 

part it ion in 1947 st ill is a gigant ic weapon against  any sort  of union. I t  

                                                
159 The Two-Nat ion Theory was the basis for the Part it ion of I ndia in 1947. I t  stated that Muslim s and 

Hindus were two separate nat ions by every definit ion, and therefore Muslim s should have an autonomous 

hom eland in the Muslim  m ajority areas of Brit ish I ndia for the safeguard of their  polit ical, cultural and 

social r ights, within or without  a United I ndia. ht tp: / / en.wikipedia.org/ wiki/ Two-Nat ion_Theory.
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is we the people of South Asia who need to change our out look about  

econom ic enrichm ent  rather than religious fantasy and drive our 

nat ional leader for greater unificat ion. World Bank (WB)  count ry 

director Xian Zhu argues that  although som e of the sam e phenom ena 

are present  to som e degree in South Asia, there has nevertheless been 

a turn for the bet ter in the region due to a num ber of except ional 

factors.160

                                                
160 ht tp: / / thedailystar.net / 2007/ 05/ 16/ d70516011410.htm
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