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Economic Cooperation in South Asia

Executive Summary

The issue of economic cooperation among the countries of South Asia has
been the subject of widespread attention and interest. Contemporary
developments in world economics has pointed towards the increasing
regionalisation of world trade and increased trade within regional trade blocks.
The growing perception has been that countries which do not belong to any trade
block, are likely to be the losers. This, coupled with the success stories of major
regional trade blocks worldwide, prompted the South Asian economies to think in
terms of forging closer ties through economic linkages and establish a regional
economic grouping.

South Asia, home to a population of 1.28 billion, accounts for almost 22% of
the world’s population, but only 1.8% of the world's GDP, and about 1% of world
trade. It has been among the less rapidly growing regions of the world accounting
for about 40% of the total world population living in poverty. The reason in part
could be attributed to the inward looking policies pursued by the governments in
these economies, the overt dominance of the state in almost all spheres of
economic activity, and the singular lack of emphasis on human and social
development. The 1990s saw a change in the economic front, with all countries in
the region embarking on comprehensive programmes of stabilisation and
structural reforms — the cornerstone of such efforts being the liberalisation of
trade and industrial regimes.

The idea of regional cooperation in South Asia was first mooted in 1980,
following consultations among the countries of the region. SAARC was formed in
1985 in response to the growing needs of the neighbouring South Asian nations to
evolve into a Regional Trading Arrangement (RTA). SAARC paved the way for
SAPTA (South Asian Preferential Trading Arrangement), which became
operational in 1995. The objective of formalisation of SAPTA has been to enhance
economic cooperation among the member states of South Asia through trade
enhancement.

Trade among SAARC countries, has however, lingered at around a mere 4%.
However, it must be acknowledged that after the initiation of SAARC, intra
regional trade has exhibited an increasing trend. Before the formation of SAARC,
intra regional trade had not only been insignificant, but was declining over time.
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The current status of intra SAARC trade linkages, and the limited impact of
the SAPTA process of trade negotiations on trade expansion in the region, leads
one to probe into the factors impeding intra regional trade enhancement. Given
that the constraints to trade could be effectively minimised, is the potential for
trade among these neighboring states large enough to justify the efforts being
undertaken for enhancing trade linkages? The answer to this could be provided by
the high incidence of unofficial trade in the region which is an indicator of the
enormous potential that exists for furthering trade flows between these countries.
While official trade has been modest, illegal trade has boomed. Hefty profits are
being made from contraband trade that circumvents high trade barriers among
South Asian countries, and complex customs and transit procedures.

There is the common fear shared by India’s neighbours that the benefits of
intra regional trade expansion are likely to be distributed in favour of the former,
with India having a trade surplus with every country of the region. All further
attempts at trade liberalisation is expected to widen that surplus. This very fact
has led to serious misgivings on the part of smaller states about India, and
accordingly, a propensity for them to contend suggestions put forward by India at
the successive rounds of SAARC trade negotiations.

In view of the delays in negotiations regarding the reduction and elimination
of tariff and non tariff barriers under the SAPTA rounds, it is being increasingly
realised that agreements on investments and joint ventures would be easier to
reach and these would help to act as effective confidence building measures
among the SAARC member states. The potential of intra regional investments
appear to be enormous given the disparities between the economies of the region
in terms of technological capabilities and enterprise development. The private
sector has an important role in this context. Business collaborations both at the
government and private levels at present do not reap the potential of this region
fully.

Review of the region’s comparative advantages, latent strengths and core
competencies point to a few crucial areas where fruitful investment linkages
through collaborative ventures could be forged. Some of these areas are:
infrastructure development (energy, roads, ports, railway projects) mineral based
industries, plantation crop based industries, natural resource based industries, IT
and software, project & management consultancy, tourism, healthcare, bio-
technology, education and human resource development. The financial
implications of these projects are substantial. In order that these projects fructify
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into concrete business opportunities, private sector financing, including foreign
assistance is imperative. ODA loans have an important role in this context.

In view of the slow pace of progress under SAARC, an alternative growth
quadrangle initiative comprising of the countries of Nepal, Bhutan, Bangladesh,
and the North Eastern states of India, has also been advocated to hasten the
process of economic integration. The quadrangle is seen as a practical solution to
this sub-region’s socio-economic problems which could also effectively bypass the
issue of Indo Pakistan political tensions.

The new global order dictates that economic survival and prosperity of any
nation crucially hinges on its ability to successfully integrate with other
economies. The compulsions and prospects for enhancing regional cooperation in
South Asia are tremendous. There are obvious obstacles and political imbroglios.
Nevertheless, it is high time that governments as well as people of the region
realise that economic cooperation is the only option available, which could
eventually lead to the building of a more prosperous and socio-politically cohesive
South Asian region.

288



Economic Cooperation in South Asia

1 Introduction

The issue of regional integration in South Asia assumed primacy in the wake
of contemporary international developments. A predominant aspect of the
emerging economic order has been a proliferation of regional economic groupings
and trade blocks. It has been perceived that economic complementarities between
geographically contiguous regions can be exploited by projects and policies so as to
lead to efficient utilisation of resources, improvements in international
competitiveness and sustainable growth. The potential gains from an effective
regional grouping are many. Proponents of regional economic cooperation would
stress that such cooperation would make possible welfare gains associated with
trade liberalisation, and through access to economies of scale, enable
establishment of industries which would otherwise not be feasible.

The South Asian economies propelled by the changing international
environment and the success stories of NAFTA and EU in the West, and ASEAN
closer home, realised albeit a little late that meaningful economic cooperation may
be the only option ahead to ensure a greater say in international outcomes as well
as create conditions for overall growth.

This Report focuses on the core issue of regional economic cooperation among
the major South Asian nations viz. Bangladesh, India, Nepal, Pakistan and Sri
Lanka, through trade and investment linkages. Bhutan and Maldives have not
been included in the study. For convenience of analysis, the Report is divided into
the following sections. To dwell on the linkages between the economies, it would
be worthwhile to pursue in brief, the existing economic profile of South Asia in
general. Section 2 gives a brief economic profile of South Asia. Section 3 discusses
the issue of economic cooperation between these economies within the perspective
of South Asian Association for Regional Cooperation (SAARC) and South Asian
Preferential Trading Arrangement (SAPTA), focussing on intra regional trade
linkages. Section 4 dwells briefly on why trade is an important instrument of
growth in the region and the aspect of informal trade. Section 5 focuses on India’s
role in SAARC. Section 6 looks at cooperation in the region through investment
linkages and joint ventures. Prospects and potentials of new investments and
collaborative ventures are discussed at length in Section 7. A brief review of ODA
loans in South Asia, and their feasibility for assisting intra regional projects in the
SAARC region, is analysed in Section 8. Section 9, highlights the emerging
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concept of the South Asian Growth Quadrangle, and the initiation of SASEC
(South Asian Sub Regional Economic Cooperation). Finally, Section 10 concludes.

2 South Asia — A Brief Economic Profile

South Asia, home to a population of 1.28 billion, accounts for almost 22% of
the world’s population, but only 1.8% of the world's GDP, and about 1% of world
trade. Per capita incomes on an average in the region, do not exceed $400
Pakistan Institute of Development Economics (PIDE), 2000. It has been among
the less rapidly growing regions of the world such that about 40% of the world’s
poor live in this region. The picture is undeniably, dismal.

The South Asian economies differ rather significantly in size. India accounts
for more than three fourth of the region's GDP. Pakistan and Bangladesh are
medium sized economies followed by Sri Lanka and Nepal. While agriculture has
been the predominant sector, South Asia has also been characterised by the early
development of the services sector, and not as in East Asia, by industry and
manufacturing. In the mid 1990s, industry contributed to more than 40% of value
added in East Asia, but only to a quarter in South Asia (World Bank, 1997). In
particular, manufacturing constituted only 10-20% of GDP in all South Asian
countries. The low outward orientation in South Asia, confined the growth of the
industrial sector to satisfy domestic demand. Moreover, regulation of the
industrial sector and an inflexible labour market prevented faster growth and
creation of employment opportunities in industry. At the same time, services,
particularly in commerce, tourism and the informal sector, absorbed unskilled
labour in agriculture and migration from rural to urban areas.

Until the late 1980s, the region was one of the least internationally
integrated with a low trade to GDP ratio. It has also not been a favoured
destination for foreign capital. The reason in part could be the long standing
import substituting policies and restrictions on trade and industrial regimes,
pursued by the governments of this region and the overt dominance of the state in
almost all spheres of economic decision making. There was also a singular lack of
emphasis on human and social development. Compared to other developing
regions, in particular, East Asia, South Asia in the 1960s and 70s had lower GNP
per capita, poor social indicators, and low rates of savings. Yet the region
maintained macroeconomic stability and avoided runaway inflation. GDP growth
accelerated in the 1980s due to steps taken towards domestic and external
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liberalisation; a declining population growth, a rise in savings and adoption of
expansionary fiscal policies .

The 1990s saw a significant change. In response to fiscal and external
imbalances inherited from the expansionary policies of the previous decade, all
countries in the region embarked on comprehensive programmes of stabilisation
and structural reforms. Reforms in this sphere have been multifaceted, ranging
from reduction in tariff barriers, removal of quantitative restrictions, dismantling
of industrial licensing, to liberalization of investment regimes and decontrol in
foreign exchange markets. The avowed aim of introducing these measures has
been to create a more conducive and investor friendly economic environment, to
boost both trade and investment flows into the respective economies. Table 2.1
shows the growth rate in GDP for South Asia as a whole vis a vis other regions,
for the period 1991-1999. In the aftermath of its crisis in 1991, India has
performed the most impressively among all countries in South Asia. Recovery was
not only rapid, but reached unprecedented heights of 7 percent and above in 1995
and 1996. The reform programme implemented, has raised India’s base capacity
for growth to 7 percent. Pakistan’s growth rate has varied widely from 1.9 percent
in 1993 to 5.1 percent in 1995, and to 3.3 percent in 1998, reflecting a poor record
of implementation of reforms. A major recovery took place in Sri Lanka in the
early 1990s, coinciding with the second wave of reforms, with growth rates
reaching 6.9 percent in 1993. Though this faded somewhat in the following years,
the rate again shot up to 6.4 percent in 1997 (Table 2.2).

Table 2.1 GDP Growth Rate
(Annual %)

1991 1992 1993 1994 1995 1996 1997 1998
\World 1.2 1.7 1.4 3.0 2.7 3.7 3.6 1.7
High income 0.9 1.7 0.9 2.8 2.4 3.4 3.3 1.9
Low & middle income 2.3 1.6 3.2 3.7 4.1 4.9 4.8 1.2
South Asia 15 5.7 45 7.0 7.3 6.7 4.6 5.6
East Asia & Pacific 8.4 8.9 9.0 9.8 9.3 7.9 6.1 -1.0
Europe & Central Asia -6.1 -9.3 -4.3 -7.6 0.3 1.0 3.2 0.1
Middle East & North Africa 7.2 3.7 1.1 2.4 1.9 4.2 25 3.7
Latin America & Caribbean 4.4 3.3 4.1 5.2 1.1 3.7 5.1 2.1
Sub-Saharan Africa 0.5 -1.3 0.8 2.2 4.1 4.8 3.4 2.1

Source: World Economic Indicators 2000, World Bank
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Table 2.2 GDP Growth Rate of South Asian Countries
(Annual %)

1991 1992 1993 1994 1995 1996 1997 1998
Bangladesh 3.28 4.98 4.56 3.83 5.53 4.98 5.28 5.10
India 0.42 5.42 4.95 7.91 8.03 7.25 4.98 6.08
Nepal 6.37 4.11 3.85 8.22 3.47 5.33 5.05 2.34
Pakistan 5.45 7.83 191 3.90 5.12 5.01 1.23 3.30
Sri Lanka 4.60 4.30 6.90 5.60 5.50 3.80 6.40 4.70

Source: World Development Indicators 2000,World Bank.

Countries that are highly integrated in the world economy tend to exhibit a
high trade to GDP ratio — the so called “openness ratio”. A quick observation of
trade to GDP ratios for the individual South Asian countries show that there has
been a steady increase in this ratio for individual South Asian countries (Table
2.3). For instance, in the case of India this ratio has moved up from 17.7% in 1991
to 24.7% in 1998. For Bangladesh, the ratio increased from 19.3 percent in 1991,
to 32.6 percent in 1998. The major exception was Sri Lanka, which had a long
history of liberalisation since 1977. It had ratios rising from 67.6 percent in 1991
to 78.3 percent in 1998.

Table 2.3 Trade to GDP of South Asian Countries

(% of GDP)
1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998
Bangladesh 10.33 | 2053 | 23.25 | 23.09 | 2816 | 30.05| 3104 | 32.65
India 17.70 | 1953 | 2126 | 2252 | 2497 | 2450 | 2481 | 2478
Nepal 3490 | 4230 | 4571 | 5546 | 5883 | 58.01 | 64.04 | 57.53
Pakistan 3048 | 4050 | 41.01 | 37.15| 37.05| 39.80 | 3839 | 36.04
Sri Lanka 67.60 | 7279 | 7715 | 7943 | 8164 | 7879 | 80.14 | 78.37

Source:World Development Indicators 2000,World Bank.

Trade liberalisation has been an important component of the structural
reform programme undertaken by the South Asian countries. In the early 1990s,
South Asian tariff and non tariff barriers were among the highest in the world.
This has been progressively reduced over the years as part of trade liberalisation
in general, and compliance with WTO specifications in particular. For instance, in
Bangladesh, tariff rates have fallen from an average of 58 percent in 1992-93 to 22
percent in 1999-2000. Bangladesh has also progressively eliminated quantitative
restrictions on imports and curtailed the number of banned or restricted items.
The import weighted tariff for India has fallen from 87 percent in 1991, to 20.3
percent in 1997-98. The maximum tariff is at 35 percent (though for a few
products it exceeds this limit). Quantitative restrictions in India have been
removed on all items from April 1, 2001. The unweighted average tariff in Nepal
declined by almost 50 percent from 15.4 percent in 1981-82 to 8.2 percent in 1994-
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95. The basic customs tariff rates range from 0 to 40 percent, where as a few items
such as passenger vehicles, fire arms, liquor and tobacco, are subject to higher
tariff rates. The maximum tariff for Pakistan came down from 225 percent in
1986-87 to 70 percent in 1994-95 and to 35 percent in 1997-98. It is expected to go
down to 30 percent in 2001. Sri Lanka was the first to liberalise its trade regime
in South Asia. There are three rates of tariffs of 10, 20 and 35 percent. The
unweighted average tariff is around 20 percent. (PIDE, 2000)

3 Economic Cooperation in South Asia and SAARC

The idea of regional cooperation in South Asia was first mooted in 1980,
following consultations among the countries of the region. Foreign Secretaries of
the seven South Asian countries viz. Bangladesh, Bhutan, India, Maldives, Nepal,
Pakistan and Sri Lanka, met for the first time in Colombo in 1981. Eventually,
SAARC was formed in 1985 in response to the growing needs of the neighbouring
South Asian nations to evolve into a Regional Trading Arrangement (RTA).
SAARC paved the way for SAPTA which became operational in 1995. The
objective of formalisation of SAPTA has been to enhance economic cooperation
among the member states of SAARC through trade enhancement. The obvious
questions which arise in this context are: Has intra regional trade indeed been
fostered under the aegis of SAPTA? And, how far and to what extent has SAPTA
been instrumental in promoting regional cohesion through the enhancement of
trade linkages?

Increased regional integration is generally accompanied by growing intra
regional trade. Further, an increase in intra RTA share is taken as a verification
of the effect of regionalisation on trade flows. Intra regional trade in other regions
has been significant — intra EU trade accounting for almost two thirds of their
world trade in terms of both imports and exports; in case of NAFTA, the share is
almost half; in the cases of ASEAN and Mercado Comun del Sur (MERCOSUR),
these figures have been near a quarter. The trade among SAARC countries on the
other hand, has lingered at lower than 5 percent (Shome, 2001). Tables 3.1 and 3.2
below show the trend in SAARC exports and imports, both within the region and
outside, for the period 1991-1999.
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Table 3.1 SAARC : Exports

(US$ Million)

Year SAARC Exports % Of Total Exports Growth Rate (%)

Intra Extra Total Intra Extra Intra Extra Total
1991 1012 27340 28352 3.6 96.4
1992 1236 29450 30686 4.0 96.0 22.1 7.7 8.2
1993 1187 31311 32498 3.7 96.3 -4.0 6.3 5.9
1994 1427 36360 37787 3.8 96.2 -20.2 16.1 16.3
1995 2008 43833 45841 4.4 95.6 40.7 20.6 21.3
1996 2111 47370 49481 4.3 95.7 51 8.1 7.9
1997 1992 48565 50557 3.9 96.1 -5.6 2.5 2.2
1998 2847 51113 53960 5.3 94.7 42.9 5.2 6.7
1999 2664 54347 57011 4.7 95.3 -6.4 6.3 5.7

Source: Direction of Trade Statistics (DOTS) Yearbook, International Monetary Fund, 1998,2000.

Table 3.2 SAARC : Imports

(US$ Million)

Year SAARC Imports % Of Total Imports Growth Rate (%)

Intra Extra Total Intra Extra Intra Extra Total
1991 899 34185 35084 2.6 97.4
1992 1246 39228 40474 3.1 96.9 38.6 14.8 15.4
1993 1260 38198 39458 3.2 96.8 11 -2.6 -2.5
1994 1298 42766 44064 2.9 97.1 18.9 12.0 12.2
1995 2224 56093 58317 3.8 96.2 48.5 31.2 31.7
1996 2507 58731 61238 4.1 95.9 12.7 4.7 5.0
1997 2366 62482 64848 3.6 96.4 -5.6 6.4 5.9
1998 3062 64017 67079 4.6 95.4 29.4 25 3.4
1999 3149 68484 71633 4.4 95.6 2.8 7.0 6.8

Source: Direction of Trade Statistics (DOTS) Yearbook, International Monetary Fund, 1998,2000.

Three aspects of intra regional trade in SAARC are worth underscoring.
First, the low proportion of intra regional trade vis a vis total trade. Second, the
shares of intra regional trade in imports and exports are quite different .Third,
the shares of each country in intra regional imports and exports vary significantly
across different countries. While Bangladesh, Nepal and Sri Lanka met 15.3, 31.7
and 12.3 % of their imports requirements from the region, Pakistan and India met
only 1.9 and 0.9% respectively of their requirements from the region in 1999
(Table 3.3).

294



Table 3.3 Share of Intra-Regional Imports in Total Imports

(%)
Year Bangladesh India Nepal Pakistan Sri Lanka
1991 7.5 0.5 13.8 1.4 6.9
1992 10.1 0.8 17.4 15 11.9
1993 11.9 0.5 17.2 1.6 10.1
1994 12.8 0.5 18.4 1.6 10.6
1995 17.7 0.5 17.5 15 11.1
1996 16.3 0.5 28.6 24 12.6
1997 13.0 0.5 27.1 2.0 11.0
1998 15.3 1.2 31.7 24 12.0
1999 15.3 0.9 31.7 1.9 12.3
Source: Direction of Trade Statistics (DOTS) Yearbook, International Monetary Fund,

With respect to exports to the region, the share of Bangladesh has decreased
from 4.7 percent in 1991 to 1.9 percent in 1999. India has seen a rise in its share
from 1.8 percent in 1991 to 5.1 percent in 1999. Since 1996, there has however
been a significant rise in share of exports to the region in the case of Nepal. (Table

3.4).

1998,2000.

Table 3.4 Shares of Intra-Regional Exports in Total Exports

(%)

Year Bangladesh India Nepal Pakistan Sri Lanka
1991 4.7 1.8 7.9 3.3 2.6
1992 2.2 3.8 13.1 4.9 2.0
1993 2.4 4.0 4.7 3.2 2.2
1994 2.3 4.1 3.9 3.3 2.4
1995 2.7 5.0 8.7 3.1 2.3
1996 1.8 4.9 13.0 2.5 2.3
1997 2.3 4.4 25.4 2.6 2.6
1998 2.7 5.6 36.5 4.9 2.4
1999 1.9 5.1 29.5 3.6 2.8

Source: Direction of Trade Statistics (DOTS) Yearbook, International Monetary Fund,
1998,2000.

Further, observation of data relating to direction of trade flows reveals that
the bulk of the exports from the SAARC countries is directed to developed
countries. Developed countries still constitute favoured destinations for SAARC
countries’ exports. In terms of a source wise examination of imports also, the
dependence of SAARC member countries on developed countries continue to be
high. To the extent that there has occurred an increase in the share of developing
countries, it is mainly accounted for by countries in Asia other than SAARC

member states.
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These figures indicate in no uncertain terms that efforts at intra SAARC
trade expansion have not yielded the desired results. This naturally leads one to
question the efficacy of trade negotiations and their outcomes under the SAPTA
Rounds — a process which had generated widespread optimism at the time of its
inception. Under the framework of SAPTA, initial negotiations are conducted
bilaterally under offer and request lists from member countries. The request lists
are scrutinised by the concession offering country, and conceded partly or fully
after ascertaining the probable implications of such concessions on import
competing domestic industries. Once the products are conceded, the concessions
are multilateralised and become available to all other member states, unless
concessjons offered have been designed only for least developed countries in
SAARC®. The First Round of exchange of preferences under SAPTA (1995) were
indeed minimal. Tariff concessions on around 200 products at HS 6 digit level of
trade classification resulted in an intra regional trade liberalisation which
affected only an estimated 6% of traded goods. India’s preferential imports under
the first round amounted to about US $12 million, more than half of which came
from Bangladesh, while India received concessions of roughly $40 million, mainly
from Sri Lanka. The Second Round (1996) was somewhat more comprehensive in
coverage and included more than 2000 products for tariff concessions as well as
aimed at removal of certain non tariff barriers. The Third Round of preferential
trade negotiations under SAPTA concluded in November 1998 in Kathmandu with
a total of 3456 tariff lines covered under concessional tariffs. More than half the
concessions (on 1917 items) in this round were offered by India. Negotiation for
the Fourth Round was initiated subsequently. However, due to political exigencies,
the Eleventh SAARC Summit scheduled to be held in Kathmandu in November
1999, has been postponed indefinitely — following the hardening of bilateral trade
relations between India and Pakistan — the two largest member states of SAARC.

The current status of intra SAARC trade linkages, and the limited impact of
the SAPTA process of trade negotiations on trade expansion in the region, leads
one to probe into the factors impeding intra regional trade enhancement. Studies
attempting to focus on this issue have in general pointed towards the similarity in
export baskets of the SAARC states, existence of restrictive as well as
discriminatory trade barriers, inadequacy of export finance, poor infrastructure
and transport links, and non adherence to quality norms as serious obstacles to
expansion of regional trade.

! Least Developed Countries under SAARC include Bangladesh, Maldives, Nepal and Bhutan.
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It has been emphasised that similarities in trade structure, together with
absence of comparative advantage in capital intensive and high value added
products i.e the products normally imported by countries in the region, act as
structural constraints impeding intra regional trade.

South Asian countries are deficient in capital and lack well diversified
industrial bases. With the exception of India, and to some extent Pakistan, these
resource constraints have prevented South Asian countries to undertake
investments in high value added exportable products and have rendered these
countries dependent on the developed countries for their supply of capital goods
and technology. The regional exports largely consist of raw materials and
traditional products like textiles and garments, and some of these countries are
direct competitors in the world export market for these products. On the other
hand, import requirements of the region mainly consist of capital goods and high
tech products. In addition, the limited capacity to generate exportable surplus and
lack of communication links among the SAARC member states have also
undermined efforts to foster robust trade within the region.

The initial optimism generated by SAPTA has ebbed somewhat, giving way
to scepticism, with the trade negotiation episodes not being able to make any
significant impact on intra regional trade promotion. It is being increasingly
realised that tariff concessions alone will not be able to deliver results in an
environment where other structural constraints continue to prevail. Moreover, it
is generally being perceived that tariff concessions under the SAPTA regime are
mostly offered on items that are of little export interest to member countries. The
stringency of the SAPTA rules of origin also prevent member countries from
taking advantage of the tariff concessions offered under the regime. SAPTA could
be more effective in promoting intra regional trade provided its coverage is
broadened to include products that are of export interest to the member countries.
The issue relating to the SAPTA rules of origin need to be addressed as well,
taking into account both its positive and negative implications. A relaxed set of
rules of origin may perhaps facilitate trade in so far as some countries in the
region are concerned, who are extremely dependent on imports due to limited
domestic supply of intermediate and capital goods, as well as lack of natural
resources, and are unable to meet the local content requirements of the current
rules of origin system, as envisaged under SAPTA (RIS, 1998 /99)

Past trends indicate that intra regional trade under SAARC has been

confined to a narrow range of products. There is therefore, an urgent need to
broaden the product composition of intra regional trade in the South Asian region.
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Studies focusing on this issue show that there exists scope for intra regional trade
in the following products:

Meat and Fish Products

Fruits and Vegetables

Rice

Sugar

Coffee, Tea and Spices

Animal Feed

Tobacco

Oilseeds

Synthetic Rubber

Cotton

Jute and Textile Fibres

Stone, Sand and Gravel

Iron and Basic Metal Ores and Concentrates
Crude Vegetable Materials

Residual Petroleum Products
Vegetable Qil

Chemicals

Medicinal and Pharmaceutical Products
Fertilisers

Insectisides and Herbisides

Leather and Leather Manufactures
Rubber Articles and Tyres

Textile Yarn and Fabrics

Floor Coverings

Lime. Cement and Fabricated Construction Materials
Pottery

Pearls and Precious Stones

Iron and Steel Products

Hand or Machine Tools

Household Equipment of Base Metal
Electric Power Machinery and Parts
Cycles and Motor Cycles

Clothing and Footwear

Instruments for Medical Sciences

Another major part of the problem in implementing the agenda under

SAPTA, stems from the near perennial issue of Indo Pakistan political tensions.
This has been one of the most politicised, contentious and sensitive issues which

298



has dominated the realm of South Asian politics and inter state relations. In fact
one of the most serious misgivings about SAARC developing into a vehicle of
purposeful and effective cooperation is generated to a large extent by this factor.
Economics in this case clearly follows and is bonded to politics. A wishful thought
nevertheless is — is it impossible to create conditions such that the issues of
economic cooperation may be detached from current political conflicts in the
broader interest to succeed as a regional economic grouping? Can conditions of
trust and cooperation be created in some manner, which can overcome the
political unwillingness to cooperate in the joint regional interest?

SAPTA was expected to eventually lead to SAFTA (South Asian Free Trade
Area). Initially, SAFTA was expected to be implemented by 2001. However, the
Tenth SAARC Summit, based on the recommendations of the GEP (Group of
Eminent Persons) has postponed the implementation of SAFTA. This was
inevitable, and to an extent desirable, as the lack of infrastructure, not to mention
the necessary mindset and political environment for the graduation of SAPTA to
SAFTA is as yet absent in South Asia. A Free Trade Area implies dismantling of
customs barriers, which means all SAARC countries will have to agree to a
common import policy, either formally or informally, at some point of time. It is
increasingly apparent that unless countries of a region enjoy some degree of
political harmony, they cannot possibly agree to concessions like surrendering
their sovereignty over their import policy.

4 Is Trade an Important Issue of Development in the Region?

The low volumes of intra regional trade in SAARC, and the limited impact of
the SAPTA process of trade negotiations on trade expansion in the region, have
raised some obvious doubts regarding the importance of trade as an instrument
for promoting economic co-operation in South Asia. However, it needs to be
emphasised that despite the current low volumes, there is significant potential for
trade in the region which needs to be harnessed effectively. The low volumes and
present stalemate under SAARC need not divert attention away from the fact that
promotion of intra regional trade would indeed be meaningful.

That co-operation in trade would be vital for promoting regional co-operation
under the aegis of SAARC, was realised during the formative years itself. In 1987,
the representatives of the National Planning Organisations of the SAARC
member states recommended that there was an urgent need to pool resources for
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long term economic cooperation. Recognising asymmetries in the development
levels and the fact that the share of SAARC in world trade was relatively small,
the meeting recommended that analytical studies need to be carried out in the
first instance to facilitate identification of priority areas for economic co-operation.
A study was commissioned on “Trade, Manufactures and Services (TMS)” in the
South Asian region. The TMS study which was completed in 1991, considered
economic co-operation among the SAARC countries as an inevitable imperative for
promoting all round development. In May 1991, the Council of Ministers at their
Ninth session at Male endorsed the study and established a high level Committee
on Economic Co-operation (CEC) comprising Commerce / Trade Secretaries of the
SAARC member states. The CEC was mandated to formulate and oversee
implementation of specific measures, policies and programmes within the SAARC
framework to strengthen and enhance intra regional co-operation in the fields of
trade and economic relations. With the creation of CEC, regional economic co-
operation was formally institutionalised. Over the years, the CEC emerged as the
most important single group within SAARC which looked at economic and trade
issues. Eventually, SAPTA was formalised in December 1995, which was a formal
reflection of the desire of the SAARC countries to promote and sustain mutual
trade and economic co-operation within the SAARC region through exchange of
concessions.

The analysis has already focussed on the SAPTA Rounds of negotiations. The
Tenth SAARC Summit (Colombo, 1998) had decided that to accelerate progress in
the next round of SAPTA negotiations, deeper tariff concessions should be
extended to products which are being actively traded or are likely to be traded
among members; discriminatory practises and non tariff barriers should be
simultaneously removed on items in respect of which tariff concessions are
granted or have been granted earlier; and measures to remove structural
impediments should also be taken in order to move speedily towards the goal of
SAFTA. The Fourth Round of negotiations however had to be suspended due to
political exigencies. Several measures aimed at trade promotion within the region
were endorsed in the SAPTA framework. It was also decided (1999) to reduce the
domestic content requirement under the SAPTA Rules of Origin to enable the
smaller and Least Developed Countries within SAARC to benefit equitably from
trade liberalisation.

Therefore, that trade would be an effective engine of growth in the region,
was realised only too well even in the nascent stages of formation of SAARC.
There exists in fact, a large untapped trade potential in the region, which is yet to
be realised. Imports from within the region than from outside, would be far most
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cost effective. For instance, it has been estimated that Pakistan could save
considerable foreign exchange by reducing its dependence on imports of products
like soya meal (which it imports from US under PL 480) and tea from the rest of
the world, and import the same from India, at comparatively lower costs
(Mukherjee, 2000).

An attempt has also been made to identify products with high trade potential
in the region, which till now have not entered the export/ import basket in a
substantial way. These products have been listed in the previous section.
Broadening the product composition to include commodities with high export/
import potentials may well result in enhanced trade volumes.

In effect, the potential for trade among these neighbouring states is
sufficiently large to justify the continuous efforts being undertaken for enhancing
trade linkages. The high incidence of unofficial trade in the region is an indicator
of the enormous potential that exists for furthering trade flows between these
countries.

4.1 Informal Trade

It is of considerable interest to note that while official trade in the region has
been modest, illegal trade has boomed. Hefty profits are being made from
contraband trade that circumvents high trade barriers among South Asian
countries, and complex customs and transit procedures. A survey of unofficial
trade between India and Bangladesh determine that the volume and direction of
unrecorded cross border trade mirrored the pattern of official trade. lllegal
imports from India to Bangladesh (mainly fruits, vegetables, spices,
pharmaceuticals, cattle) was almost equal to the volume of legal imports. (World
Bank, 1997) Estimates point out that illegal trade between India and Pakistan is
almost two to four times the value of that of official trade between the two
countries. A similar pattern might be observed in the case of unofficial trade
between India and Nepal (Taneja and Pohit, 2000). The losses incurred on account
of this parallel trade is enormous and the figures are not recorded in the national
accounts

In this context it would be important to understand the elements underlying
the vitality of informal trading arrangements as they may provide valuable clues
towards policies to rejuvenate SAARC trade, as well as identify bottlenecks of the
formal trading arrangements within SAARC. To the extent that informal trade is
taking place due to high tariffs and non tariff barriers in the region, it is
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reasonable to expect such trade to shift to legal channels with the removal of trade
barriers. However, free trade agreements (FTA) require rules of origin to ensure
that goods from third countries, passing through another member country of the
FTA, meet the domestic content requirement, before arriving at the final market
for consumption, to benefit from duty free entry. Such rules of origin can be
complex, which make informal trade an attractive option. Illegal trade could also
take place due to domestic policy distortions. For instance, a trader has the
incentive to siphon off subsidised items from the public distribution system to the
neighbouring countries if such commodities face higher prices across the border.
For instance, studies (Taneja and Pohit, 2000) reveal that there is evidence of
leakage of PDS goods from India to Bangladesh. A large proportion of ggods
traded from India to Bangladesh are procured from different states in India®. In
the case of informal trade between India and Nepal, there is evidence of a
significant amount of trade in third country goods. In case of Pakistan, the
supplies from India, particularly that of machinery for textiles and tanneries and
spares thereof, are routed through Dubai, Hong Kong or Singapore, as this route
appears economical in view of the high tariff rates.

Another impediment to formal trade is high transaction costs. Transaction
costs in formal trading arises due to several factors including multiplicity of rules
and regulation, stringent but inefficient implementation processes, infrastructure
bottlenecks in transportation and communication, absence of information
transparency, bureaucratic approach and rent seeking activity by officials at
various stages. Inadequate transport system, which has been in existence between
India and Bangladesh, has led to high transportation cost. With respect to transit
modalities it has been identified that port congestion, excessive documentation,
delays, slow movement of goods, transshipment — all lead to higher costs®.

Given the huge volume of unofficial trade in this region, it would be prudent
at this stage to evolve a concrete strategy on a priority basis to minimise its
incidence and divert it to official channels. Needless to say, the transacting
environment of formal trade needs improvement. In addition to trade
liberalisation which aims at tariff reduction and lowering of non—tariff barriers,
this would involve taking immediate steps to ease infrastructural constraints,

2 Chaudhari (1995)in his study has pointed out that the PDS outlets in the border districts of West
Bengal get their supplies from the PDS in excess of their local needs .These commodities are then
exported informally into Bangladesh.

% Trucks have to wait often in the border for 8-10 days before documents are endorsed and checked
at the customs. The transit authorities at Petrapole-Bongaon border point remain closed three days
in a week resulting in no trade on these three days. Corruption is rampant at all checkpoints in
border areas.
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transport bottlenecks, procedural delays, and strict measures at the enforcement
levels. With the lowering of transaction costs and the onset of a more liberalised
trade regime, it is expected that a sizeable fraction of unofficial trade will flow
through the formal route. This will indeed boost intra regional trade within
SAARC.

5 India’s Role in SAARC

A largely debated and contentious issue relates to the role of India in SAARC.
There is the common fear shared by India’s neighbours that the benefits of intra
regional trade expansion are likely to be distributed in favour of the former, with
India having a trade surplus with every country of the region.

An analysis of the trends in Indo Bangladesh trade since the early 80s reveal
a gradual increase in trade flows over the years, particularly in that of India’s
exports to Bangladesh. This has led India to enjoy a persistent trade surplus with
its neighbour, which has become for obvious reasons, a sensitive issue with
Bangladesh. The share of Bangladesh in India’s trade however, is abysmally small.
A similar trend is visible for India’s bilateral trade with Nepal. Nepal’'s imports
from India have been substantially higher than its exports to India, which has
resulted in an ever increasing trade surplus in favour of India. For the last two
years however, there has been a reversal in this trend with Nepal recording a
trade surplus. This is mainly on account of the increased import of vegetable oil
and acrylic fibre from Nepal. Bilateral trade between India and Pakistan picked
up only in the year 1988-89, with the increase in the list of approved imports from
India. An analysis in trends of trade since 1991, show an increasing trend in
India’s exports with the exception of the year 1998-99, when there was an
unusually large surge of imports from Pakistan. India's trade balance with
Pakistan recorded a deficit till 1992-93, turned surplus for the next five
consecutive years, registered a deficit in 1998-99, and again recorded a surplus in
1999-2000. Likewise, in the case of Sri Lanka, India constitutes its most
important trading partner and source of imports in the SAARC region. There has
been an acceleration in India’s exports to Sri Lanka, specially after 1990-91. But
this was a one way process. Sri Lanka’'s exports to India, though they too showed
an initial increase, failed to keep pace, resulting in trade surplus for India in
successive years. India’s bilateral trade with these countries is shown in Appendix
Table 1.
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With India recording consistent balance of trade surpluses with its smaller
neighbours in SAARC, there is the growing perception among these countries that
all further attempts at trade liberalisation can only widen this surplus. This has
given rise to resentments as persistence of trade deficits vis a vis India, is usually
construed as benefiting only the latter. This has also led to serious misgivings on
the part of the smaller states about India, and accordingly, a propensity for them
to contend suggestions put forward by the latter at the successive rounds of trade
negotiations at SAPTA.

The pre-eminence of India in the South Asian power configuration given its
central location, size, state of economic development is something about which
neither India nor its South Asian neighbours can do anything but accept. The
trade imbalance issue, for all practical purposes, need to be viewed in a pragmatic
manner. Lower imports into India from its neighbours, may not be so much of a
problem in terms of inadequate import demand, but a manifestation of the low
export supply capabilities of the smaller countries. India’'s exports to the these
countries likewise, could be viewed in terms of acting as a catalyst to their
developmental efforts. India’s exports in effect cater to the needs of producers and
exporters in Bangladesh, Nepal and Sri Lanka to a large extent. These countries
in their present stages of development, stand to gain immensely from trade with
India. It would be futile at this stage to impede the process of trade expansion
with India on the grounds of trade imbalance. Trade imbalance could be reduced
over time with the build up of suitable export capabilities. Viewing the issue with
a negative connotation at this stage, would limit the prospects of intensive trade
integration within the region. It may be of interest to note in this context the
trade relationship that US shares with many developing countries. For most of
these countries US is the single largest trade partner. But the same does not hold
good for US. US has in effect, very little to import from these countries. A similar
relationship may be envisaged in the case of India’s trade relations with the
SAARC member states.

It would be worth emphasising that by not cooperating on a regional basis,
countries tend to lose out on account of untapped expanded markets, additional
production and investment space, and less than optimal use of natural, capital,
technological and labour resources. Further, the countries would be deprived of
the advantages of economies of scale, scope and specialisation, if they fail to
cooperate among themselves in production and trade.

For India, relations with its smaller neighbours may often have to be guided
by the principle of non reciprocity in favour of the latter. The offer of non
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reciprocal concessions in economic relations is based on the principle that a
country of the size of India, by virtue of its geographical setting in South Asia, and
its state of economic development relative to that of the other countries in the
region, is eminently suited to offer concessions that have a minor effect on its own
economy, but a significant impact on the smaller economies. For India, furthering
of future trade relations with its neighbours, may be viewed in this context.

6 Investment Links & Joint Ventures

Trade expansion in the SAARC region, through trade liberalisation alone,
would not be possible unless certain investment facilitation mechanism for
investment flows is also evolved. As the recent global trends reveal, trade flows
are often envisaged as a corollary of investment flows. Trade—investment nexus is
of crucial importance in this region particularly because production and export
capabilities of many of the members are limited. The need of the hour is to
encourage trade —creating joint ventures. In this context it would be worth
reiterating that the Ninth SAARC Summit held in Male in May 1997, had also
agreed that SAARC efforts to enhance trade and economic cooperation in the
region, should be strengthened through the adoption of measures promoting
SAARC joint ventures. The gains from encouraging intra SAARC joint ventures
would be twofold. It would not only enhance intra SAARC trade, but also extra
SAARC exports. It is through this route that the contentious issue of regional
trade imbalance, specifically that of the neighbouring SAARC countries with India,
can effectively be tackled.

Albeit at a slow pace, some amount of intra regional investments have
actually taken place within the region. India has been the chief initiator in this
process. With the liberalisation of policies since 1991, investments made by Indian
companies in overseas joint ventures and subsidiaries, has grown. A significant
proportion of these investments have also been directed towards neighbouring
SAARC countries. Appendix Table 2 lists Indian joint ventures with the
neighbouring SAARC countries since 1995.

India has adopted a preferential policy towards investment in SAARC
countries. Initially, a fast track channel for processing of investment proposals
had been created to expedite projects. This route has later been further liberalised.
The ceiling for investments has progressively been increased over the years and
now under the automatic route, stands at US$75 million for SAARC countries
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other than Nepal, Bhutan and Pakistan (RBI Circular No.32 dated. April 28,
2001). For rupee investment in Nepal and Bhutan, the investment ceiling under
the automatic route has now been pegged at Rs. 350 crores in a financial year as
against last year’s limit of Rs.120 crores in a block of 3 years. Furthermore,
companies in the information technology, pharmaceuticals and bio-technology
sectors will be eligible to utilise the automatic approval route up to an aggregate
limit of $100 million.

The majority of the Indian investments in Sri Lanka is in the service sector.
Indian firms have an important high visibility presence in the top end hotel sector.
In manufacturing most of investment has been directed to wearing apparel and
the food and beverages sector. Most Indian joint ventures in manufacturing are
import substituting but a few are export oriented which effectively use Sri Lanka
as an export platform to supply markets in North America and Europe
(Jayasuriya, Weerakoon, 2001).

India has an array of joint ventures in Nepal in diverse areas like hotels,
mineral exploration, mining, textiles, dry battery, brewery, banking, electronics,
transport and tourism among others.

India has the potential to invest in wide ranging fields in Bangladesh, most
of which has remained untapped so far. Though a Joint Economic Council was
immediately formed after the liberalisation of Bangladesh, it did not bring the
expected benefits. However a few eminent business houses have ventured into the
country mainly in the area of manufacturing of cement and agro chemicals. Indian
firms are also engaged in trading and market research activity (Mukherjee, 2001).

Given the existing policy framework for foreign investment in Pakistan, the
obvious question is, how far has this been conducive towards facilitating Indian
joint ventures in Pakistan, or the creation of Indo Pakistan joint ventures?
Needless to say, joint ventures between these two countries would go a long way
in strengthening economic ties and add a milestone to the future realm of
cooperation within SAARC. First, joint ventures in Pakistan to manufacture goods
that are currently imported from third states to Pakistan, would enable Pakistan
to reduce imports, conserve foreign exchange reserves, and limit its merchandise
trade deficit. Second, joint ventures could be undertaken to manufacture goods for
exports. The main advantage of linking ventures is that, it facilitates
interweaving of production processes in India and Pakistan, thereby enhancing
structural integration of the Indian and Pakistani economies. With the passage of
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time, these linkages may help to develop long term stakes, which may become too
costly to sever for the sake of political reasons (Mukherjee, 2001)

The overall potential for intra regional investments appear to be
enormous .The importance of the private sector in facilitating investment linkages
cannot be underscored. Business collaborations at present do not reap the
potential of this region fully. One of the mechanisms for facilitating freer flow of
investment in the SAARC region could be the establishment of the SAARC
Investment Area, similar to the ASEAN Investment Area, or the MERCOSUR
Investment Promotion Schemes. The SAARC investment Area could help to
generate intra regional investment flows and at the same time might help in
attracting foreign direct investment (FDI) from outside the region. The FDI could
flow into the SAARC region to take advantage of the growing and liberalised
market opportunities. In addition, the SAARC Investment Area could enable the
smaller SAARC member countries to take advantage of the credit ratings of the
stronger nations. Given the variation of labour costs across sectors and countries,
the SAARC investment area would encourage the business community of the
SAARC region and also the investment community of the rest of the world to
explore the possibilities of finding optimum locations for their investment
activities in different countries of the region (RIS, 1998/99).

Trade complementarities could well be developed within the region if the
regional countries are able to achieve vertical specialisation through production
sharing arrangements. Vertical specialisation would not only allow the regional
trading partners to strengthen their trade ties, but also enable them to reap
economies of scale by concentrating on a specific production process in the value
addition chain. For this purpose, evolving production agreements on a regional
basis in a specific sector would be essential. Several sectors like textiles and
clothing, leather, rubber and electronics could qualify for these production
integration schemes. This would eventually lead to each member country
specialising in a particular spectrum of the value addition chain and emerging a
niche player in that particular segment.

In addition, it is also possible to conceive of export marketing alliances
among the South Asian countries. For example, all the five countries under review,
compete in the international market for textile yarn, fabrics and clothing.
Similarly, Bangladesh, India and Sri Lanka are competitors in the world tea
market. In this scenario, it would be in the interest of the South Asian countries
to forge alliances for the joint marketing of their competing export products. On
the one hand this would promote mutual economic cooperation in the region, and
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on the other, allow regional exporters to collectively reap the benefits of improved
export opportunities.

7 New and Feasible Areas of Investment

The above analysis would point to the immense possibilities which exist for
forging mutually beneficial collaborative ventures among the SAARC member
states. It is obvious that public as well as private initiatives have not yet explored
the options available in this area, fully. Governments in the respective countries
have on the one hand been constrained by resource crunch, bureaucratic
impediments, political bias, and on the other, with the drive towards a market
oriented economy, the onus of taking the lead in this direction has come to rest
with the private sector. In fact private sector business alliances guided by norms
of profitability and commercial viability would have a much better chance of
succeeding, and would be able to side step issues of political discord, which has by
far been the most disquieting factor of the SAARC venture.

A review of the region’s comparative advantages, latent strengths and core
competencies point to several key areas where fruitful investment linkages could
take place. A core area is infrastructure development, where collaborative
ventures in the fields of energy, roads, ports and transport, would be extremely
desirable.

7.1 Hydro Power

The North Eastern States of India, Nepal and Bhutan offer considerable
potential for hydro power generation, which is one of the best available options for
meeting the energy requirements of the area, both in terms of cost effectiveness
and environmental safety. Moving in this direction opens up numerous other
benefits like navigation, flood control and irrigation benefits in addition to
producing electricity. For facilitating cooperation in the hydro energy sector,

e A regional consortium of the member countries could be set up. This will help
in attracting regional investment partners.

e An umbrella agreement should be reached by the member units spelling out
the procedural and legal aspects of cooperation in this field.

o A regional power grid system should be created to facilitate the transmission
of power from one part of the region to another. (Baral, Lama, Sharma, 1999)
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7.2 Oil, Gas and Coal

Optimal utilisation of gas reserves in the region should be accorded highest
priority both as a project and as a major objective. Abundant supply of gas in
Bangladesh lends it a natural advantage. Cross border gas trade is a highly
promising option for Bangladesh. Surplus gas available in Bangladesh could be
used to set up gas based power plants in Bangladesh or to supply power
requirements in India. This could be done by either piping the gas or locating
power plants in Bangladesh for transporting power, provided suitable pricing for
the gas and the power can be established., which assures mutual benefits. A
possibility of a gas pipeline linking Iran’s massive gas reserves to India via
Pakistan was also being explored. Pakistan would earn transit fees for Iranian
gas supplied to India and also be able to purchase gas from the pipeline itself.

Sponge iron plants, and mini steel plants using natural gas could also be set
up as joint ventures in addition to fertiliser industries, polymer processing plants
and plants manufacturing urea. A large polymer processing unit could yield value
added products for packaging, automobile, construction, industrial and household
sectors. Joint ventures in gas exploration and petrochemicals could also emerge as
viable future projects. Similarly, coal based industries offer tremendous
opportunities in ventures such as captive power plants, coke producing units,
desulphurisation plants, thermal projects, and chemical industries.

7.3 Transport

Studies (Mehrotra, 1999) have attempted to identify road and railway
networks which could use Bangladesh as a transit route to connect the north
eastern states of India with the rest of the country, as well as provide access to
Nepal and Bhutan through Bangladesh. This would ease transport bottlenecks as
well as induce freer movement of freight and cargo, and passengers.

The following projects have been identified which would ensure better
connectivity as well as remove transport bottlenecks which thwart trade.

o For the Indian states of Assam, Sikkim and Arunachal Pradesh, and Nepal
and Bhutan, the route from Titulia, Rangpur, Nagarsarai, Bonpara, Jenaidah,
Jessore and Mongla port in Bangladesh, provide an ideal and convenient road
access ultimately to the Bay of Bengal.

¢ Another important route should be that connecting the state of West Bengal
through Benapole, Jessore, Narail, Dhaka, Sarail, Tamabil to the north
eastern states of India,.
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e The single line rail route on the Indian side via, Sealdah, Ranaghat, Bongaon
could be strengthened to accommodate traffic flowing through the Bangladesh
railway.

e A rail cum road route via Calcutta- Bongaon-Ranacha-Darshana-Hardinge
bridge-Sirajgunj—Jamalpur—Sherpur-Tura (Meghalaya in India) could be
feasible.

e West Bengal could be connected through Rajshahi — Sirajgunj and from there
to Tura via the route mentioned above.

e Joining Shillong to Tamabil in Bangladesh through an upgraded road will
open the lower Assam and Meghalaya traffic upto Chittagong through the
meter gauge rail link from Silhat-Akhaura-Comilla-Feni in Bangladesh.

e Joining Agartala in Tripura to Akhaura in Bangladesh should be given top
priority as this will enable Mizoram, Tripura and other north eastern parts to
be linked to the international port in Chittagong in Bangladesh.

e The possibilities for restoring passenger train services between India and
Bangladesh, could be explored.

e Dhubri in Assam should be developed as an important riverine port with
extensive warehousing facilities, berthing, night navigation and pilotage. This
will enable Dhubri to develop as a gateway for the to and fro and in transit
cargo traffic between Assam, Bangladesh and West Bengal.

A regional Transport Council could be set up to undertake technical
coordination of project planning at the macro level and mobilise finances for sub
regional projects.

7.4 Mineral Based Industries

Mini steel plants could be set up in Nepal, Bangladesh and Sri Lanka with
Indian collaboration in terms of technical know how, managerial and financial
resources. A number of metal producing industries like rolling mills, wire nets,
cutlery producing units can also be set up as joint ventures.

Limestone based industries can also be a major source of sustainable
cooperation. There is ample scope for joint ventures for the manufacturing of soda
ash, caustic soda, and precipitated/activated calcium carbonate. In the ceramic
based industries, there are prospects for cooperation to produce ceramic
whiteware like porcelain, crockery and decorative items, along with ceramic
flooring, tiles and sanitaryware. The scope of expanding the capacity and
improving the quality of the ceramic industry in the countries of Bangladesh,
Nepal, Bhutan in collaboration with India, need to be looked into in greater detail.
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In addition, considerable scope exists for setting up of cement and aluminium
plants both in Bangladesh and Nepal (Lama, 1999)

7.5 Plantation Crop Based Industries

7.5.1 Tea

South Asia is one of the richest regions in the world in terms of traditional
plantation crops like tea and jute. Lucrative opportunities exist in for joint
collaboration in the tea business which would be beneficial to all countries in the
region. India, Nepal, Bangladesh and Sri Lanka can work together in the tea
blending business. India can also import cheaper varieties of tea from the
neighbouring countries to blend with its own tea for meeting domestic
consumption requirements. With the share of value added tea (packets, bags,
instant tea) showing an increasing trend in total tea exports, there exists
considerable opportunities for seeking joint ventures in these areas. Besides,
developing new auction centres for South Asian tea for instance in Karachi, would
go a long way in diverting Pakistan’'s import of tea® from outside the region, as
well as create a distinct market niche for Indian producers. India could also lend
its expertise in the areas of tea production, yield, management and technology for
better plantation in adjoining Nepal, Bhutan and Bangladesh..

7.5.2 Jute

Private capital with technological support can move in from India for setting
up modern jute manufacturing plants in Bangladesh in the areas of spinning and
blending or in the production of new uses such as paper, geo textiles etc. In the
state of Assam in India, there is significant scope for new value added items in
jute like soft luggage, bags, cards, rugs, as also jute based timber substitutes.

7.5.3 Cotton Textiles

The South Asian region has traditionally been a major cotton growing area,
and a lead exporter of raw cotton, cotton products, textiles and garments in the
international markets. In fact, this is one of the most prospective and promising
areas for investment in the region. As already noted, possibilities of vertical
integration in textile industry should be explored within the region to augment

4 Kenya has gradually emerged the largest source of Pakistan’s imports of tea despite South Asia
being both the largest and geographically the nearest possible tea producer for Pakistan.
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extra SAARC exports. The phasing out of the Multi Fiber Arrangement (MFA)
under WTO is also likely to pose new challenges and would lead to enormous
benefits for the textiles and garments sector in these countries. There will emerge
increased scope for joint ventures in value added production and exports in this
sector, which should be explored to the full.

7.6 Leather

In the case of leather also, opportunities exist for vertical integration of the
industry, which would enable each country of the region to specialise in a
particular stage of the production process. The countries of the region could pool
together resources of the existing training institutes and develop a network for
undertaking research and development, horizontal and vertical technological
upgradation, and regional training, designing and marketing. India with its
strong network of training institutions like the CLRI (Central Leather Research
Institute), FDDI, (Footwear Design Development Institute), NIFT (National
Institute of Fashion Technology) among others, could take the lead initiative in
this field. The Board of Investment in Bangladesh, and the Foreign investment
Promotion Board in Nepal has identified several investment ventures in this
sector like, leather finishing, leather goods and footwear, leather chemical related
ventures, technology for tanning and finished goods among others.

7.7 Forest Resources

The vast and varied forest resources and the rich bio diversity of the South
Asian region holds immense possibilities for investments in forest based
industries. These include commercial plantation and production of medicinal and
aromatic plants and using them as raw material for medicines, pharmaceutical
products, cosmetics, herbal teas, and natural health products. Private
entrepreneurs can undertake an integrated scheme of production and processing
of herbs for export. A study on the possible application of biotechnology to develop
industries in the region is also a prerequisite.

The present exploitation of marine resources in the region also do not reap
the potentials fully. The entire deep sea resources remain largely unutilised. An
inter governmental joint venture should be launched to acquire technology for
developing deep sea fishing. There is also tremendous scope for cooperation in
riverine fisheries, reservoir fisheries, paddy cum fish culture, seed production, fish
food manufacture, processing, canning and fish preservation, shrimp farming, and
development of refrigerated transportation facilities.
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7.8 Tourism

The South Asian region probably comprises of some of the most beautiful and
attractive tourist destinations in Asia. It is a picture of contrasts - bordered by the
entire Himalayan mountain range in the north, dense mangrove forests and sea
beeches in the south and diverse architectural and cultural heritage. However, the
tourist potentials of the region have not been marketed well. Tourism could in fact
emerge as a prime revenue earner if a coordinated strategy is adopted to exploit
the potential of this sector fully. The private sector has a meaningful role to play
towards this end.

A sub regional tourism body for marketing, product development and
programming should be set up. Unified package programmes which offer a tour
touching the main tourist sites, across the region, could be developed to attract
foreign as well as domestic tourists. Regional tourism centres need to be
established within and outside the region to promote and market the destinations.
Joint ventures would be an attractive option in this context. Further,
establishment of appropriate air transport networks within the SAARC region is
also a prerequisite for promotion of tourism in the area. In order to allow, more
flow of tourists from within the region, better connection between various
destinations needs to be developed. In determining the routes, not political or
prestigious consideration but the demand for such connection (market) should be
the deciding factor. If the airlines of the region could come together and determine
the way by which their own existing fleets could be used in a more optimal way,
this would contribute to the development of tourism. Allowing more competition in
regional aviation market would bring the cost of air travel down and support the
development of intra-regional tourism.

7.9 Health Care

Health care is fast emerging as a dynamic sector in India, poised for
enormous growth in the coming years. There is a regular flow of patients coming
to India for treatment from the adjoining SAARC countries (in addition to other
developed and developing countries) the reasons being, the availability of a wide
range of treatment at affordable costs in India, and availability of world class
medicare in various disciplines. The cost advantage vis a vis developed countries,
proximity and the comparative quality advantage vis a vis the other SAARC
member states has led to this growing trend (Rahman, 2000)
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India’s relative strengths in this area, in terms of the quality of professional
skills, infrastructure, technology lend it a natural advantage. Setting up of joint
venture medical establishments in the SAARC countries using India’s expertise in
this area would certainly be a feasible option and one which should be explored
right away. Studies (George, 1996) have also put forward several suggestions for
the development of export oriented health care industry in India, including-

e Creation of a Healthcare Development Promotion Council which would
undertake promotional activities to attract patients from other countries,
specially the SAARC region,

e Health Maintenance Organisation Managed Care, with the primary
objective of accessibility to reasonable quality of care at affordable costs.

e Encouraging foreign collaboration and technology transfer.

In order to contain the massive outward movement of health service seekers
from the neighbouring SAARC countries to India, these countries will obviously
need to substantially enhance and improve the quality of treatment available
domestically. Promotion of joint venture projects with Indian counterparts would
be an attractive and feasible solution, in addition to public and private sector
efforts in this direction.

7.10 IT and Software

India is rapidly emerging as a InfoTech superpower, and could well assist in
catering to the IT and software requirements of its neighbouring countries. The
solutions to information technology problems facing the SAARC countries cannot
be imported from abroad on a long term basis, but need to be developed locally.
The only solution is to develop IT software indigenously for local application.
¢ It would be worthwhile to explore the possibilities of setting up venture capital

funds in India with the objective of assisting small scale software firms in the
sub continent. These funds can provide assistance to start up ventures in the
countries of Bangladesh, Nepal and Pakistan.

e A SAARC Network consisting of a common network structure is needed in the
region. Steps should be taken immediately to set up the network. Similarly, a
high-speed fiber optic information network backbone should be established for
the region as well as a SAARC satellite system.

e IT education in SAARC countries should be strengthened through the
development of human resources, infrastructure facilities, exchange of
expertise between educational/research institutes. NIIT, TCS, TATA Infotech,
Infosys, Aptech from the Indian IT sector may be approached for possible joint
ventures.
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e A SAARC Information Technology Council (STIC) should be set up among the
member states for promotion of IT based activities in the region.

e Centres like, Software Exports Training Centre / Centre for Software Training
and Management / Software Development Centre could be established as
nodal centres for the SAARC region as a whole.

e Pakistan also has the potential to become an important software exporting and
training centre. India can become a role model, and both the countries could
co-operate and collaborate to tap the large global market for software.

7.11 Biotechnology

A promising area, which holds immense possibilities for cooperation in the
SAARC region, is the field of biotechnology. The SAARC Technical Committee on
Science & Technology has already agreed to the concept proposal on "SAARC
Biotechnology Council”. This may act as a common forum for scientists and policy
makers in the region to discuss issues relating to biotechnology policy in
particular and bioresource policy in general. The proposed council can undertake
some activities on a priority basis. These include exchange of expertise on
biodiversity conservation and maintenance of germplasm banks, networking of
the national gene banks, cataloguing of genetic resources stored and available in
different SAARC countries to facilitate their exchange. The areas also include,
plant tissue culture, preparation of inventory of medicinal and aromatic plants in
the region, plant biotechnology including therapeutic products, vaccines and
diagnostics for human and animals, aqua-culture and human resource
development in biotechnology. Cooperation among the SAARC states in the areas
of biotechnology and genetic engineering would open up new vistas and needs to
be pursued in earnest.

7.12 Human Resource Development

In terms of the changing patterns of industry, and with the growing
emphasis on the services sector, there is an urgent need for development in the
area of human resources in the SAARC region. There has been an obvious lack of
emphasis in this direction. Policy makers and planners in the region did not
accord due priority to this sector in the initial stages of development. However,
onus of policy has shifted in recent years and there has been the growing
realisation that improvements in this sector is imperative if at all the effects of
growth are to be transmitted throughout the economy. Neglect of this aspect,
would lead to lopsided economic growth at best.
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It has also been realised that cooperative endeavours can facilitate human
resource development in SAARC. Studies (Baral, Lama, Sharma, 1999) have
pointed towards the feasibility of establishing a Centre for Excellence in Human
Resource Development for rendering social services including education and
health in the region. With the development of new industries, the region would
also need a pool of human resources, both technical and skilled. While on the one
hand it would be useful to prepare projections of these requirements, on the other,
it would necessitate cooperation and networking among the available expertise
and institutions in the region. This would create and be utilised as a resource pool
for the development of the region.

8 ODA Loans for Development and the Future Role
8.1 ODA Loans for Development

To reiterate, the prospects for cooperation among the SAARC nations
through joint venture collaborations, is enormous. As outlined, the region stands
to gain immensely from such collaborative ventures with several new and hither
to untapped areas where investment linkages need to be forged to reap optimum
benefits. A core area is undoubtedly, creation of new infrastructure facilities in the
crucial fields of energy, roads, ports and transport. Development in the region has
been considerably constrained due to the paucity of infrastructure. The
overwhelming constraint is of course, the availability of necessary funds and
finances for these multifarious projects. In order that the projects fructify into
business realities, private sector financing, including foreign assistance is
imperative. Harping on self sufficiency, is certainly not a feasible option in this
case, if South Asia hopes to generate overall economic growth in the long run.
Japan’s economic assistance to South Asia essentially, needs to be viewed in this
context.

Japan has been at the forefront of donors, extending financial assistance for
economic development in South Asia. Japan’'s foreign assistance in the form of
ODA loans was first provided to India as early as in 1958. By the 1980s, Japan
emerged as a top bilateral donor to the countries of South Asia. The 1990s,
witnessed important changes in the parameters of the region with the resolution
of the Cold War, which allowed both Japan and South Asia, a room for much more
flexible political manoeuvrability in their international relations. The economic
liberalisation taking place in India and her neighbouring countries, have also
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started to offer the international community including Japan, a wide range of
possibilities of economic interactions.

Japan in fact has already shown its interest for extending cooperation for
activities in SAARC. In 1993, a Japan SAARC Special Fund was established to
promote cooperation among SAARC countries, as well as the region’s relationship
with Japan. Japan has been contributing about US $500 thousand every year,
which has been used for various expert level workshops and other activities.
Japan is in fact the first country outside SAARC, to contribute to its activities
( Hirabayashi, 1999).

There has been a new beginning in Japan’s external economic policies with
the October 1, 1999 merger of the Export Import Bank Of Japan and the Overseas
Economic Cooperation Fund, to form the Japan Bank For International Co
operation (JBIC). This new financial institution is now responsible for
implementing Japan’s external economic policies and managing overseas
economic cooperation. JBIC has continued to provide ODA loans to assist social
and economic infrastructure development essential for economic development in
developing countries, primarily in Asia. The objective of these loans is to assist
developing countries in their self-help efforts to develop social and economic
infrastructures and stabilize their economies through provision of concessionary
finance with a long-term repayment period and low interest rate. JBIC's ODA
loans have helped create infrastructure such as roads and power related facilities,
improved institutions for higher education and urban water supply systems. All
these have contributed substantially towards sustainable economic growth, which
in effect has contributed to reducing poverty.

A quick review of Japan’s ODA assistance (JBIC Annual Report 2000, 2001,
and ODA Loan Report, 2000) to the individual countries of South Asia reveal the
following:

Bangladesh: Till the end of fiscal 1999, JBIC provided 65 ODA loan commitments
for a cumulative total of Yen533.3 billion. The commitments were comprised of
commodity loans, mining, electrical power and gas, and transportation. JBIC
provided an ODA loan cofinanced with the World Bank and the Asian
Development Bank for the Jamuna Multipurpose Bridge Project (committed in
1994 and completed in 1998). Till the end of 1999, the power and gas sector has
received an assistance of Yen 80.2 billion for a total of 15 projects. The Northern
Rural Infrastructure Development Project has received an assistance of Yen 6.6
billion. A Yen 8.3 billion ODA loan agreement has been concluded in the current
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fiscal to aid the Rupsa Construction project, which is one among the several
bridge construction projects underway in Bangladesh to facilitate transportation.

India: ODA loan commitments to India have been growing steadily since 1990.
India has infact been one of the major recipients of Japanese ODA. As of March
2000, a total of 143 loan agreements have been signed with a commitment of Yen
1642 billion. Most of the ODA to India has been concentrated in infrastructure
sectors like power, transportation, irrigation, ports etc. In recent years however,
Japan is also exhibiting keen interest in assisting projects in sectors like
environment and health. Accordingly, loan agreements have also been signed for
environmental conservation, marine pollution, urban sanitation, and small sector
development.

Due to economic measures announced by the Government of Japan in the
wake of India’s nuclear tests in May 1998, there was a freeze on loan provision for
new projects in India. Projects that are already in progress were however, exempt
from this measure. In fiscal 2000, two ODA loan commitments aggregating Yen
18926 million were made to assist some ongoing projects in India. One new loan
was committed for the Bakreshwar Thermal Power Station Unit 3 Extension
Project (I1) in 1998, which is an extension of the ongoing Bakreshwar Thermal
Power Project in the State of West Bengal. A Yen 6732 million ODA loan
agreement was concluded to assist the Delhi Mass Rapid Transport System
Project (I1) which is in progress and will construct a 52 km track for a mass
transit system in Delhi, extending a total of 198 km. consisting of a subway, an
elevated railway and a ground railway. A further Yen 12194 million ODA loan
was committed to assist the Simhadri Thermal Power Station Project (I11) in the
State of Andhra Pradesh. The sectoral distribution of commitments to India under
the ODA loans, are summarised in Appendix Table 3.

Nepal: ODA loan commitments to Nepal are mainly in the area of hydroelectric
power generation projects. Since 1975, loans were provided for the Kulekhani
Hydroelectric Project. In fiscal 1996, ODA loan was extended for the Kali Gandaki
Hydroelectric Project.

In order to facilitate water supply to the urban areas, in particular, to
Kathmandu, a ODA loan commitment to the tune of Yen 5494 million was made
in the current fiscal to assist the Melanch Water Supply Project, which includes a
water treatment plant, an intake, a sluice and other facilities that are necessary
to take water from the Melanch river in the north eastern edge of the valley, and
divert it to Kathmandu city.

318



Pakistan: As of the end of fiscal 1999, the cumulative ODA loan commitments for
Pakistan numbered 68, for a total of Yen 644.7 billion. In the road sector, ODA
loans were extended for five projects. In the railway sector eight ODA loans were
extended for projects such as the New Locomotives Production Project and the
Diesel Electric Locomotives Rehabilitation Project. Loans were provided for 14
projects in the power sector including the Ghazi Barotha Hydropower Project,
Rural Electrification Project and the Secondary Transmission Lines and Grid
Stations Project.. However, ODA loans to Pakistan have been frozen as part of the
economic measures taken by the Japanese government in response to the nuclear
tests conducted by the country in 1998.

Sri Lanka: Cumulative ODA loan commitments to Sri Lanka, till end of fiscal
1999, numbered 81, amounting to Yen 484.9 billion. The loans were provided
mainly for infrastructure development in a wide range of sectors including power,
transportation (roads, airports, ports, railways), telecommunications, irrigation,
urban environment and water supply systems..

JBIC concluded a Yen 4838 million ODA loan agreement to assist the Small
And Micro Industries Leader and Entrepreneur Promotion Project (I1). The
purpose of this project is to supply low interest loans to small, and micro
enterprises in Sri Lanka. Further, a Yen 1508 million ODA loan agreement was
concluded to aid the Project for the Improvement of National Blood Transfusion
Services, which was conceived as a major step towards upgrading the level of
health services in Sri Lanka.

Appendix Table 4 lists projects for the individual countries in South Asia,
which have received ODA loans for the period 1990-2001.

8.2 Future Role of ODA

In view of the long history of ODA loan assistance to individual South Asian
countries for aiding their developmental efforts, it would be worthwhile to reflect
on the future role of ODA in this region. ODA loans have definitely gone a long
way towards aiding developmental efforts in South Asia, where paucity of funds
have been a major limiting factor constraining projects. Recent years have seen
Japanese ODA broaden its regional and sectoral scope. In South Asia, its main
focus has been infrastructure, including roads and transportation projects, power
and gas, agricultural and rural development, and poverty alleviation programmes.
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In the immediate future, much of the relevance of aid in these areas is likely
to continue, and the relevance of ODA for projects in these areas can hardly be
underscored. However, the specific needs of individual countries in South Asia will
differ, depending on their levels of development and accordingly, ODA loans have
to be fine tuned to suit the needs of individual recipients. The needs of recipient
countries need to be adequately comprehended while implementing ODA, and
based on this, assistance has to be focussed on areas of importance and priority.
The programmes for individual countries will also differ based on their respective
development agenda and policy. For instance in Bangladesh, aid is essential for
agriculture, rural development and productivity improvement, improvement of
social areas including basic living standards and health care. If aid is to
contribute directly to the alleviation of poverty, a heightened emphasis on social
sector development will be vital. Poverty alleviation is a challenge that spans
many fields. As such, it demands a cross sectoral and comprehensive approach.
ODA needs of India would differ with heightened emphasis on infrastructure for
industry. ODA backed infrastructure projects can be expected to retain their value
for some time to come.

A more broad based public participation would help assess needs of recipient
countries better. Enlisting the expertise and resources of local government offices
would offer significant benefits. This would allow for provision of aid that is more
fine tuned to the needs of recipients.

Development needs have evolved significantly over time and in tandem with
the changes in international settings. Regionalism and the forces for regional co
operation and consolidation have been gaining strength in recent times. These
trends demand an approach that takes into account the cross border region wise
effectiveness of aid projects. Specifically, for South Asia, it would be extremely
relevant to expect that this assistance may well be extended to promote intra
regional projects, with significant cross border implications. The future
development of the region hinges crucially on strengthening and enhancing
economic co operation and integration. Intra regional ventures in infrastructure
areas including energy, roads, ports and transport, some of which have been
highlighted in a previous section, may indeed not take off for paucity of funds.
ODA loans have a vital part to play in furthering these projects which would be of
immense benefit to the SAARC region as a whole. The time is indeed ripe to take
stock of feasible projects, their projected cost estimates and commercial viability,
the long term gains to the region as a whole, and explore the possibilities of
receiving ODA assistance for the same. The immediate prerequisite would be to
form a high level Task Force comprising of senior policy makers from the SAARC
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member states, along with representatives from JBIC, to work on the modalities
for working along these lines.

9 South Asian Growth Quadrangle and SASEC
9.1 South Asian Growth Quadrangle

The relative slowness in the promotion and implementation of regional
investment projects within the framework of SAARC, and the remarkable success
achieved by relatively smaller but compact regions in the growth triangles of
South East and East Asia prompted some of the South Asian countries to think in
terms of an alternative regional hub. The success of growth triangles consisting of
the Johor State of Malaysia, Singapore and the Riau islands of Indonesia (JSRGT),
the South China Growth Triangle, comprising of Hong Kong, the Guandong, and
Fujian provinces of China and Taiwan, reinforced this decision. It was felt that
this type of cooperation would be both geographically meaningful and
economically viable and beneficial. This change in approach towards a newer form
of cooperation within the SAARC region was reflected at the meeting of the
SAARC Council of Ministers in New Delhi in May 1996, when they for the first
time endorsed the idea of forming a growth triangle comprising the north eastern
part of India, Bangladesh, Nepal and Bhutan. Specifically, it would be termed as
the South Asian Growth Quadrangle (SAGQ) (Dubey, Baral and Sobhan, 1999)

It was decided that the entire initiative would be outside SAARC, and
development projects undertaken would be from six sectors viz. multimodal
transport and communication, energy, trade and investment facilitation, tourism,
optimum use of natural resource endowments and environment. The SAGQ is in
fact seen as a practical solution to the sub region’s socio economic problems which
does not force the participants to change their macroeconomic policies and
institutional approach to wider issues of governance. Operating within this
framework was also seen as an effective way of bypassing the issue of Indo
Pakistan political tensions which was one of the major hindrances impeding
progress within SAARC.

The proposed SAGQ region does not aim at market integration per se. It
rather emphasises project based cooperation in the diverse areas covered by it. It
will involve cooperation for development at a more local and disaggregated level
among the partners which are at different stages of socio economic development
and have diverse socio political set ups. The differentials in the levels of economic
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development themselves constitute complementarities which will provide a very
solid basis for cooperation. The SAGQ will aim at integration of the local
economies for efficient utilisation of manpower, infrastructure, trade opportunities
and economic resource endowments. In due course, the expected economic
restructuring and greater specialisation in production and human resource
development will lead to a higher level of economic activity through the virtuous
circle of regional cooperation and will allow the sub region to acquire a
competitive edge in the world market. The region is also seen as a gateway to the
fast growing and dynamic markets of East and South East Asia, and Australasia.

In effect, there are several compelling attractions which make the proposed
region ideal for the promotion of sub regional cooperation. Geographical proximity
and contiguity by themselves provide ample advantages for cooperation. Another
distinct advantage is the similarity of culture, traditions, lifestyles and attitudes
of the people inhabiting this region.

The proposed growth quadrangle is as yet in a conceptual stage and
significant developments for furthering cooperation has not really taken place so
far. One of the critical factors that hinders growth in the region is the poor level of
infrastructural facilities. This is directly a result of paucity of resources for
development. In the operating growth triangles of East and South East Asia
mentioned above, massive investment for building up of infrastructure preceded
the experiment in the growth triangle. Riau in JSRGT benefited immensely from
public and private sector investment from Singapore and Indonesia. Due attention
was paid to the development of roads, airports, port facilities, water and electricity,
supported by the Indonesian government. Similar investments were made in the
Johor state by the Malaysian government. The formation of the South China
Growth Triangle was preceded by the development of the four special economic
zones, which cover the area of the growth triangle. The first phase of the
development of these zones (1980-85) saw the laying of policy foundations and the
building of infrastructure. The growth triangle came into being only after these
facilities were built and provided. Ostensibly, China was able to find resources for
investment in infrastructure in South China mainly because of the agricultural
surpluses generated by the agricultural reforms between 1978 and 1982. The case
of the proposed growth quadrangle in South Asia, however, differs significantly.
Although existance of a well planned and an efficient infrastructure base would
automatically draw domestic and private foreign capital into the region, in this
case, with the inability of the partner countries in their present stage of
development to mobilise resources on their own for creating of enabling
infrastructure facilities, it is private and foreign capital which has to take the lead
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initiative for investments in infrastructure, and act as a conduit for facilitating
these projects. In fact infrastructure projects in roads, ports, transport, energy
offer a wide spectrum of gainful investment opportunities for private sector
participation. It is expected that availability of vast opportunities in the
infrastructure area will draw private investors to this field.

9.2 SASEC (South Asian Sub Regional Economic Co operation)

SASEC (South Asian Sub Regional Economic Co operation) is a new
development plan mooted by the Asian Development Bank (ADB) to promote sub
regional economic co operation among the four countries which constitute the
SAGQ. Under the aegis of ADB, projects with cross border implications in
transport, energy, tourism, environment and related sectors are being examined
for transforming the region from a low growth, high poverty sub region to a high
growth, low poverty sub region.

An investment programme for the sub region would include an economic
corridor around the Bay of Bengal, linking ports from Chittagang to Dhaka and
Mongla in Bangladesh, to Calcutta and Haldia in West Bengal, India. It would
also include a transport grid of east-west railroads and highways linking the
north eastern Indian hill states with West Bengal in India, through Bangladesh,
as well as north-south transport corridors linking Nepal, Bhutan, and the hill
states of eastern India to ports on the Bay of Bengal. This grid would be connected
to the rest of India at Calcutta through India's super highways joining Delhi,
Mumbai, Chennai and Calcutta. Similar grids could be developed for power, hydro
carbons and telecommunications.

Sub regional cooperation under this framework will be targeted towards five
priority sectors:
e Transportation
e Energy and power
e Tourism
e Environment
e Trade, Investment and Private Sector Cooperation

It has been perceived that the sub region has all the ingredients which could
lead to rapid economic growth. The essential requirement is necessarily, large and
co ordinated investments across a wide front, to tap this potential. It has been
conceived that private entrepreneurs could emerge as the key instrument for
transformation, specially in undertaking infrastructure projects. However, co
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ordination would also be required among the governments of these neighbouring
states to create an enabling environment for the private sector. Moreover, many of
these planned infrastructure projects are cross border projects which would
require co ordination across national boundaries. Governments will accordingly,
need to take the lead in identifying, planning and mobilising funds for such mega
investment projects.

Therefore, SASEC can best be described as a project driven approach
initiated by ADB for SAGQ, that involves coordination among participating
governments in identifying priority projects for investment, and the creation of a
strong enabling environment for private-public partnership.

The first private sector forum on South Asia Sub Regional Cooperation was
held in November 2000, in Calcutta. Its objective was to serve as a private sector
advocacy platform for economic cooperation in the sub region. An inception
meeting of Country Advisers to identify and prioritise sub regional projects was
held in March 2001, at ADB, Manila.

It has been suggested that the basic mechanism for trade facilitation, in the
region should look at:

e Public-private sector partnership for:

= Simplification of cross-border trade documentation

= Rationalisation of border checkpoint operations

= Common vehicle registration and insurance procedures for
seamless movement of goods and people

= Linking and improvement of banking and insurance
arrangements across borders

= Improvement of border checkpoint infrastructure, warehousing,
parking, banking, communications.

The coordination mechanism for investment promotion in the region
should likewise aim at:

¢ Networking among SAGQ investment promotion agencies and joint
research on investment opportunities.

e Dissemination of information on sub regional investment project
opportunities

e Provision of actionable inputs to policy makers for rationalising
investment policy framework.
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e Formation of a SAGQ Business Council which would serve as a focal
point for channelling private sector views on facilitating trade and
investments.

It has been decided to prioritise initially on projects with strong private
sector interests and minimum gestation lags, to build and develop confidence in
the cooperation process. Success of SASEC will ultimately depend on how well key
cross border sensitivities are addressed in selection and implementation of
investment projects, as well as the joint initiatives of the participants.

The difference between SAARC and SASEC is apparent. SAARC emerged as
a result of the increasing need felt by the countries of South Asia to constitute
themselves into a Regional Trading Arrangement. It was perceived by the
neighbouring South Asian nations that meaningful economic co operation was
perhaps the only option ahead to ensure a greater say in international outcomes,
as well as create conditions for overall growth within the region. The progress of
the SAPTA rounds no doubt was instrumental in forcing the pace of intra regional
trade to some extent. However, further progress and future negotiations have
been severely constrained due to political factors.

It was this slowness in the promotion and implementation of regional
investment projects within the framework of SAARC, as also the continuous
feature of political tensions, which ultimately led to the conceptualisation of the
SAGQ region, as discussed earlier, and the recent ADB initiative of SASEC.
SASEC is primarily a project driven approach. It is being felt that economic co
operation has a better chance of succeeding in this framework with its onus on
private sector participation, which effectively bypasses the constraints which have
emerged under the framework of SAARC.

10 Conclusion

The Report has attempted to address the core issue of economic cooperation
in South Asia through trade and investment linkages. The issue of cooperation
among countries of South Asia has been the subject of widespread attention and
interest, not only in South Asia, but in international fora as well. South Asia,
while being one of the less rapidly growing regions of the world, characterised by
widespread poverty, low human development indicators, and low levels of growth,
has also been at the centre of constant inter state frictions, upheavals and
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political turmoils. Economic cooperation through trade and investment links was
seen in this context, as an effective way of forging relations, which would also act
as a potent confidence building measure among these nations.

In this context, the evolution, formalisation and survival of SAARC was seen
as a landmark achievement in the history of cooperation in South Asia. The
graduation of SAARC to SAPTA in 1995, went a step further in attaining objective
of moving towards greater cooperation in trade. After the initiation of SAARC,
intra regional trade exhibited an increasing trend — however, the proportion of
intra regional trade in total trade continued to be low. The process of trade
negotiations under the SAPTA Rounds, failed to deliver the desired results.

Investment links, it is being perceived, would be far easier to forge, under
the circumstances, and would help to act as effective confidence building measures
among the SAARC members. Therefore, greater attention needs to be directed
towards this end. The potential and prospects of intra regional investments are
enormous, given the natural resource base of these countries, and their latent
comparative strengths. The need is to focus on core areas, and translate these
potentials into meaningful business ventures. A crucial area is infrastructure
development, which merits priority attention. With constraints in public resources,
and the paradigm shift towards market driven economies, the onus of
development has come to rest more with the private sector. The role of foreign
assistance and funding also assumes critical importance, in this context. ODA
loans could play an important part in shaping the intra regional investment
projects of tomorrow.

In view of the halting progress of SAARC, a new concept in the form of a
South Asian Growth Quadrangle has also been envisaged which by effectively
bypassing the issue of Indo Pakistan political tensions, would help to hasten the
process of regional integration and capitalise on neighbourhood synergies in the
region comprising of the north eastern states of India, the countries of Bangladesh,
Nepal, and Bhutan. The recent ADB initiative of SASEC with its onus on private
public partnership and project driven approach for the SAGQ countries, has been
a further step forward.

Be it SAARC, or the alternative growth quadrangle, India is destined to play
a central role in the process of regional integration. By virtue of its diversified
production base, larger exportable surplus, and its state of economic development
relative to its neighbours, India is in a better position to open up its economy,
extend concessions, and take the lead in forging investment alliances.
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Maintaining harmonious relations with its smaller neighbours may be the only
available option to India, in a world increasingly dominated by regional blocks.
For the smaller states, economic cooperation may be the only solution and
imperative for survival.

The new global order dictates that economic survival and prosperity of any
nation crucially hinges on its ability to successfully integrate with other
economies. The compulsions and prospects for regional integration in South Asia
are tremendous. There are obvious obstacles and political imbroglios.
Nevertheless, it is high time that governments as well as people of the region
realise that economic cooperation is the only option available, which could
eventually lead to the building of a more prosperous and socio politically cohesive
region.
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