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In today’s competitive environment, international trade plays an important role in the
economic development of a country. It leads to a permanent increase in the country’s
income because of improvement resource reallocation. In the last two decades,
particularly late 1980’s and early 1990’s, the countries liberalized their trade as a part of
economic reforms adopted by them and facilitated by the WTO policies. The expansion
of international trade propelled by the progressive trade liberalization, has enabled the
countries to achieve a higher rate of economic growth. In recent years, it has been seen
that the world trade grew faster than world output, enabling the overall growth of the
world economy. In 1995-96, 3.5 percent growth in world GDP was supported by 8.9
percent in world trade. Similarly in the year 2001, 3.6 percent growth in world’s GDP
was supported by 12.4 percent growth in the world trade.

Both classical & neo- classical economists such as, Adam Smith, Ricardo,
Emery’s etc, have strongly advocated free trade for countries to enhance economic
growth. The WTO has placed substantial obligations on countries to liberalize trade &
trade policy regimes, to increase its pace of economic development. The success of Japan,
Hong-Kong, South Korea, Singapore have demonstrated the importance of free trade
policies. In the emerging world trade order, one of the recent developments has been the
growth of Bilateral/ Regional Trading Arrangements (RTA”S). These RTA’s are
initiatives to liberalize trade among a group of member countries and plays a significant
role in the growth of international trade. Moreover, these RTA’s are compatible to the
WTO provisions, under the belief that they would facilitate trade liberalization at the
multilateral level. Thus, for India to boost trade in the coming years not only regional
integration among the SAARC countries is relevant, but also RTA’s with BIMSTEC,
ASEAN & APEC will be of great relevance.

In this paper an attempt has been made to study the growth & role of regional
trading arrangements in the world and to understand the present status of SAFTA. Also,
to identify the India’s potential areas of cooperation in trade & investment among
SAARC countries particularly after signing of SAFTA.

GROWTH & ROLE OF REGIONAL TRADING ARRANGEMENTS (RTA’S):

The most significant developments in the world over have been the formation of new and
strengthening of the existing trade blocs. At present, around 240 such regional trading
arrangements are currently in force and the number is likely to go up to 300 in the next
couple of years. It may be mentioned that the formation of RTA’s, is not repugnant to the
provisions of GATT/WTO. Article XXIV of the GATT and the “ Enabling Clause”—Part
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IV of GATT, and in some instances Article XXV, “ Waivers”, in fact paved the way for
the formation of such RTA’s.

The regional trading arrangements are an engine of economic growth rather than
promoting trade among the member countries. The regional economies integrate with
each other to make their national economies stronger by relaxing different kinds of
barriers to trade; to achieve the larger economies of scale in production and attain
specialization; to take full advantages of their commonalities as regional partners for
achieving higher levels of economic growth; to overcome the small size of their markets;
and to utilize the available resources.

Various eminent researchers such as, Bhagwati, Krugman, Naya, etc, have in their
studies highlighted the role of RTA’s in promoting trade and economic growth among the
member countries by exploiting the potential of efficiency seeking restructuring of the
industry to take advantage on a regional basis. Table I, reflects certain major selective
Intra-regional trading arrangements existing in the world.

Table-I

Selective Regional and Intra Regional Trading Arrangements

Arrangement No. of
members

Current Members

European Union (EU) 15+10 UK, France, Germany, Belgium, Netherlands,
Luxembourg, Spain, Portugal, Austria, Sweden,
Denmark, Finland, Ireland, Iceland, Bulgaria,
Czech-Republic, Estonia, Hungary, Batavia,
Lithuania, Poland, Romania, Slovenia, Slovak
Republic.

Australia, New Zealand
closer relations Trade
Arrangements (CER)

2 Australia, New Zealand

North American Free
Trade Area (NAFTA)

3 United States, Canada, Mexico

ASEAN 10 Malaysia, Thailand, Singapore, Philippines,
India, Brunei, Darussalam, Myanmar, Vietnam,
Cambodia

ASEAN Free Trade
Area

ASEAN
plus 3

ASEAN plus China, Japan, South Korea

Mercado Common del
Sur (MERCOSUR)

4 Brazil, Argentina, Uruguay, Paraguay

Andean Pact 5 Peru, Venezuela, Bolivia, Colombia, Ecuador
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Common Market for
eastern and Southern
Africa

23 Angola, Burundi, Comoros, Osibouti, Eritrea,
Ethiopia, Kenya, Lesotho, Madagascar, Malawi,
Mauritius, Mozambique, Namibia, Rausauda,
Seychelles, Somalia, Sudan, Swaziland,
Tanzania, Zaire, Zambia, Zimbabwe

Asia Pacific Economic
Cooperation (APEC)

21 Malaysia, Thailand, Singapore, Philippines,
Indonesia, Brunei, USA, Canada, Australia, New
Zealand, Japan, China, Mexico, South Korea,
Hong Kong, Papua New Guinea, Chile, Peru,
Russia, Chinese Taipei, Vietnam

South Asian Association
forRegional Cooperation
(SAARC)

7 Bangladesh, Bhutan, India, Maldives, Nepal,
Pakistan, Sri Lanka

Source: Business Guide to Uruguay Round (1995), International Trade and
Commonwealth Center UNCTAD/WTO Secretariat, p.79

It can be observed from the Table I, that there is hardly any region in the world in
which bilateral and integration arrangements are not found or not actively in prospect. It
can be seen that the developed countries account for the bulk of RTA’s, also these
countries are also expanding to integrate select countries. For instance, EU has on May 1st,
2004 accepted ten Eastern European countries such as, Bulgaria, Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, Romania, Slovenia and Slovak Republic as full
candidates for accession. The EU, NAFTA, MERCOSUR and ASEAN are the excellent
examples of regional groupings. These four trade blocs, the world’s largest, accounted for
more than 60 percent of world trade in the last two decades. Table II, shows the intra-
regional trade of EU, NAFTA, SAARC and ASEAN during the period 1980 to 2002.

Table-II

Intra- Regional Exports of Selected Regional Groupings
(As percentage of total exports)

Region/Year 1980 1990 2000 2002
ASEAN 17.2% 18.9% 21.5% 23.9%
SAARC - 2.36% 3.47% 4.5%
EU 60.9% 61.8% 62.5% 65.9%
NAFTA 33.6% 41.4% 54.9% 60.1%

Source: IMF, Direction of Trade Statistics Year book, 1981, 1991, 2001.
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It is evident from Table III, that the intra-regional trade of EU, NAFTA as %age
of total exports accounts for more than 60%, where as in case of ASEAN and SAARC
the intra regional trade is increasing.

The effect of these regional trading arrangements has been that nearly half of the
world trade is conducted on a preferential basis rather on an MFN basis. Exports of non-
members countries are discriminated against and these trade preferences have already
resulted in a diversion of trade away from developing countries such as in South Asia. In
the case of textiles and clothing exports, most important item of exports of S. Asian
countries, Mexican exports of clothing have grown at the rate of 27% and 15% in1998
and 1999. Similarly, exports of clothing from Bulgaria, Poland, Romania, and Turkey to
the European Union in 1998 have grown at 26percent, 14 percent, 11 percent, and 23
percent respectively. Besides, diverting the patterns of trade in favor of partners in RTA’s
and discriminating against third countries, RTA’s also tend to distort investment patterns.

The RTA’s preferences granted to the member countries also eroded the GSP
preferences given to the developing countries and have effected their share in the world
exports (Table III).

Table-III

Region-wise Share in Global Exports in Percentage

1980 1985 1985 1995 2001 2002 2003
Industrial

Countries
65.01 67.01 71.37 67.77 63.15 63.10 62.39

Developing

Countries
34.99 32.08 28.63 32.23 36.85 36.81 37.61

Africa 4.93 3.47 2.44 1.81 1.91 1.94 1.89
Asia 8.18 10.91 13.06 18.09 19.8 19.3 20.03

S. Asia 0.68 0.76 0.8 0.9 0.99 1.03 1.08
E. Asia 6.58 8.7 10.45 14.28 14.86 18.28 18.95
China 0.93 1.45 1.81 2.91 3.95 4.34 5.11
W.

Hemisphere
5.46 5.48 4.07 4.37 5.58 5.59 5.37

Source: RIS based on IMF, International Financial Statistics, Yearbook, Various Issues
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Table -III, indicates that the share of developing countries in overall world
exports have increased marginally between 1980 and 2002 from nearly 35 percent in
1980 to37.6 percent in 2002. Moreover, a closer look at the shares would bring out that
this increase in the share of developing countries is largely on account rising share of
East African countries in particular, China. The rest of the sub-regions in developing
world have actually lost their shares or barely managed to sustain them. Africa and Latin
America have lost their shares of world exports.

A ROAD MAP FROM SAARC TO SAFTA

In this section an attempt has been made to study the growth and present status of
SAARC. It is evident that considering the uncertain future of the developing countries
under the WTO regime, countries have started developing regional economic integration
as a means of strengthening their international competitiveness as an engine of economic
growth.. In Asia the Japanese raised the slogan of cooperation among the Asian countries
as early as 1940’s, “Asia for Asians”, but it was not free from imperialistic motivations.
A close analysis of various conferences on early attempts of regionalism in Asia,
confirms that there was lack of clarity and precision about the region that was to be
evolved into a viable grouping for common purposes. The idea of regional cooperation in
South Asia was first mooted in November 1980. After consultation the foreign secretaries
of the seven nations met for the first time in Colombo in 1981. The foreign ministers at
the first meeting in New Delhi in August 1983 adopted a declaration on SAARC and
formally launched the IPA. The Heads of the State Governments at their first SAARC
summit held in Dhaka on 7-8 December 1985, adopted a charter establishing the SAARC.
The main objective of the Association was to accelerate the process of economic
development among the member states, through collective action in the agreed areas of
cooperation.

The member countries together account for nearly account for one-third of the
world’s population, among the most impoverished and ranked amongst the lowest in the
indices of Human Development in the community of nations. But let alone the ambitious
task of tackling poverty in the region jointly, the member countries have yet to arrive at
an agreement for meaningful economic cooperation with one another.

In the initial years the emphasis of the SAARC was not on core economic areas
like trade, investment, etc. The initiative for establishment of preferential trading
arrangement, SAPTA was initiated in early 1990’s and started its operation in1995, with
the aim of enhancing regional trade and economic cooperation. In the last couple of years,
regional trade among SAARC countries has increased significantly from $ 1.59b in 1990
to over $6.54 b in 2001. As, a percentage of S. Asia’s world trade, it has recorded an
upward trend from 2.42 percent in1990 to 4.56 percent in 2001. However, the jump is
due to simultaneous processes of trade liberalization under WTO, Bilateral Trade and
SAPTA.
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Under SAPTA, a total of 5550 tariff lines have been earmarked for concessional
tariffs by all the countries and value addition norm have been reduced from 50 to 40
percent and from 40 to 30 percent for least developed countries. Of the 5550 tariff lines,
2927 tariff lines concessions have been given by India. But it had been observed that the
commodity-by- commodity negotiations under SAFTA were proving highly laborious
and time consuming and had hardly any impact on the intra-regional trade among the
member countries.

After missing the deadlines to bring into fruition in the SAFTA agreement twice,
the SAARC member countries realized that openness to trade and investment among
themselves would alone be the sure-fire-route to step development ladder and make a
durable dent on poverty and backwardness. The signing of the SAFTA Agreement at
Islamabad Summit, on Jan 6, 2004 could be regarded as a landmark in the evolution of
SAARC. The signing of SAFTA trade among member countries would double after
every five years from the current level of $6b. It is extremely important that SAARC
members take this declaration seriously and have a bold vision for regional integration
modeled on EU and abolish trade and travel restrictions, launch a common currency and
elect a super-national parliament.

The SAARC members need to realize that trading synergies are the need of the
day especially, considering the uncertain future being signatories of WTO. The member
countries have to further strengthen ties with other countries in this region, in favor of the
‘S’ in SAARC being changed from South to “Southern” to include Afghanistan,
Myanmar and Iraq for more meaningful regional economic groupings.

POTENTIAL AREAS OF COOPERATION AMONG SAARC COUNTRIES &
INDIA’S TRADE PROSPECTS
In this section an attempt has been made to identify the India’s trade and investment
prospective and areas of cooperation among the SAARC countries. Although there have
been many trade reforms and member countries of SAARC liberalized trade in the recent
years, but the proportion of intra-trade is still quite insignificant, barely less than 5
percent.

Various experts are of the opinion that prospects for increasing intra-regional
trade among SAARC countries is enormous. The signing of SAFTA by the member
countries may help in evolving a horizontal specialization across the region, to enable the
most optimal utilization of their synergies of their member countries for their mutual
advantages are:

 Sri- Lanka may emerge as a hub for rubber industries, tea, automotives and
bicycle tyres & industrial rubber products;

 Bangladesh, for jute products, leather products, cement, textiles, & energy
intensive industries;
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 Bhutan, to focus on forest and mineral based industries, horticulture and
vegetables;

 Nepal as is known for river basins focus on generating power & hydropower
projects;

 Maldives, to specialize on marine products & tourism;
 Pakistan to focus on textiles, leather, sports goods, oil meals, species, fruits, nuts

and cashew nuts, surgical instruments & natural gas.
 India to specialize on tea, textiles, IT, technology and manufacturing of a wide

range of electrical, power generation, transmission and distribution, switchgears.

Thus, it indicates that the top areas of cooperation among the member countries of
SAARC to enable the optimal utilization of their resources includes, Textiles, Rubber,
Jute, Tea, Natural Gas, Energy and Power. This would enable the member countries to
strengthen its competitiveness in international market.

In order to further strengthen the cooperation among SAARC region, there is a need
of industrial restructuring based on cooperative approach and Joint Ventures can play a
significant role. Joint Ventures provide scope for transfer of technology and can help the
recipient countries to specialize in particular processes or manufacture of parts to produce
finished goods. This would help countries to achieve vertical integration and to increase
the volume of intra-regional trade at the level of intermediate goods within an industry.
India has a large and diversified base, which also provides a lot of opportunities for
setting up Indian Joint Ventures in the other member countries of SAARC as under:

 Bangladesh: IT, Education Sector, Tea, Cement &Tourism.
 Bhutan: IT, Floriculture, Energy, Medicines and Tea.
 Maldives: Education Sector, Fisheries, and Tourism.
 Nepal: IT, Education Sector, Sericulture, Leather, and Tourism.
 Pakistan: IT, Cotton Industries, Food Processing Industries, Floriculture &

Horticulture.
 Sri-Lanka: IT, Tea, Coconut and Coir Industries, Fisheries, Pharmaceuticals &

Textiles.

Thus, it can be observed that there is huge potential of cooperation among the
member countries of SAARC and in particular for India to enter into Joint Ventures in
diversified areas.

PROBLEMS & SUGGESTIONS FOR PROMOTING INTRA-TRADE AMONG

SAARC COUNTRIES

The SAARC members must realize that trading synergies is the need of the day,
especially true considering the uncertain future of the WTO. It has been observed that
more economic activity among SAARC nations has been emphasized over the last few
summits. However, little progress has been made due to the prevailing political situation,
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mistrust among the member countries. There are certain problems due to which intra-
regional trade among the member countries have not increased. Some of these are:

 The absence of information about business conditions and opportunities
existing among the SAARC countries.

 Inadequate marketing strategies to make a dent in the target area.
 Tariff and Non Tariff barriers in the conduct of external trade.
 Restrictions in granting of Visas to citizens of the member countries.
 Inadequate infrastructure for trade and economic cooperation in related areas

such as, Transport, Communication and Port Facilities.
 Lack of trust among member countries.

In a momentous move seven South Asian nations struck a historic agreement on Jan.

6,2004 to establish Free Trade Area in the region to promote economic cooperation by

eliminating trade barriers. Moreover, in order to overcome the task of tackling poverty in

the region jointly, the member countries have to promote trade among them. For

promoting trade among the SAARC countries some of the suggestions are:

 To have a sound information database of member countries,

 To develop an integrated marketing strategy for various products,

 To review its regulatory policies and gradually dismantling the barriers to

trade,

 To have economic cooperation in the building of infrastructure such as,

Transport, Communication etc,

 To build trust among member countries by granting visas to its citizens

 To enter into Joint venture in the areas of Textiles, IT, Tourism, Tea, etc.

CONCLUSION

The SAARC countries should learn a lesson from various developed countries and strive

to remove all trade barriers to enhance intra-regional trade. The biggest surprises of the

post- World War II period has been that historic economies, such as, Japan, The US,

France and Germany have not had the remotest threat of war since 1945. Why should

they? Today, Japan can buy anything and that too on very easy terms, so why fight for it?
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Similarly, why should the Japanese fight the US and lose all profitable markets?

Similarly France and Germany, linked intimately through marketing and the EU, are now

each other’s largest trading partners.

The closed countries such as India, Pakistan, build huge armies and waste money

on arms and troops; open countries such as Japan, Germany, France, spend money on

new machines and tools to crank, Barbie dolls and consumer electronics. Their bright

young people figure out how to run the machines, not how to fire the latest missile, for

some reasons they not only get rich faster but also lose interest in military adventures.

Japan, the peculiar superpower without super guns, confounds everyone simply because

no one has ever seen a major world power that got that way by selling you to death, not

shooting to death.

In order to increase intra-regional trade among the SAARC countries, the efforts

are required in support of expanding trade & investment flows at the level of private

enterprises, because the entrepreneurs can play an important role in building trust and

facilitates trade flows between the trading partners. What SAARC requires is one or two

regional projects to break the mindsets of apprehension and gain some institutional

credibility. Therefore, the biggest challenge is to make the mainstream SAARC process a

dynamic exercise with a multiplicity stakeholders and institutions.
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