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While some cooperation among the member state®ARE
— South Asian Association for Regional Cooperatiernas taken
place since 1980, structured economic cooperategai only in
December 1995, with the implementation of the SAARC
Preferential Trading Agreement. However, intra-SAARade did
not accelerate reflecting limited interregional téac mobility.
Despite this situation, the member states haveesgpd a desire
for higher levels of economic cooperation, as state the
declaration of the twelfth SAARC Summit, held afafeabad in
January 2004, regarding SAFTA and South Asian Egono
Union (SAEU). The SAARC Group of Eminent Persons (GEP)
Report of 1997/98, pp.20-21, has in turn provided a road map for
economic integration: a South Asian Free Trade Aee&outh
Asian Customs Union in 2015, and an SAEU by 202Mil&V
explicit preconditions for each stage of integnatltave not been
specified, the broad road map and milestones hegr buggested.
It is hoped that closer economic integration andS#&EU will
accelerate economic growth, promote the welfar&aith Asian
citizens, and improve their quality of life.

The solidarity reflected in the above statementsigworthy.
However, the reality is very different. There igimnal turbulence,
largely reflected in the hostility between the tlmogest members
of SAARC, India and Pakistan. This situation hasdkered the
process of economic integration and weakened thigicpb
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commitment toward regional integration. While thiesence of
political unity delays movement towards an SAEU, lobks
important to point out that the basic driving foroé political
commitment is also yet seriously lacking for suchksiced
integration in SAARC. However, there is no denythg fact that
the existence of SAARC has certainly provided apootunity for
the policy makers, administrators, and experts &etmegularly
and hold informal talks on important bilateral aegional issues.
The practice of Cricket Diplomacy and backdoor-gipacy
among the political leaders on various SAARC forurage helped
containing many difficult situations in the regiand considerably
contributed to the beginning of a confidence-buiddiprocess in
the region. Additionally, the ratification of SAAREreferential
Trading Arrangement SAPTA by all SAARC members in
December 1995 and their decision to create a SAKRE Trade
Area (SAFTA) at Islamabad in January 2004 have gteé
guarded optimism about the relevance of SAARC ionmmting
future regional economic cooperation in the region.

For regional security, peace and prosperity wi# thember
states help regional integration take firm roots@ e countries
of South Asia ready to face the*2dentury’s new challenges? Will
the economic interests drive South Asian countogsard greater
cooperation? If so, what is the potential for thevgh of regional
economic cooperation in South Asia? Given the desad mutual
hostility and distrust, to what extent South Astantries are able
to achieve economic interdependence under changiobal
scenario in post-9/11 era? The answer to thesdignesequires a
thorough understanding of the domestic politicatl @tonomic
dynamics of South Asian countries.

SAARC'’s success is likely to bring enormous ecormmand
security benefits to Bhutan and the Maldives, twe smallest
South Asian countries. It is, therefore, not swipg that these two
countries have shown, and continue to show, a gieat of
interest in the growth of regional cooperation outh Asia. In this
section, | will briefly discuss the political anda@omic interests
and concerns of the other five South Asian cousmtaad their
effects on the prospects of the growth of regicwperation in
South Asia.
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Bhutan

Situated on the southeastern slope of the Hima|®8fastan is
bordered on the north and east by Tibet and orsaéh and west
and east by India. After China invaded Tibet, Bhus&rengthened
its ties and contact with India in an effort to mvdibet’s fate.
New roads and other connections to India begandats isolation.
In the 1960s Bhutan also undertook social modetiniza
abolishing slavery and the caste system, emancgpatomen, and
enacting land reform. In 1985, Bhutan made itst fitiplomatic
links with non-Asian countries.

One of the world’s smallest and least developedntas,
Bhutan’s economy is based on agriculture and foresthich
provide the main livelihood for 90% of the poputatiand account
for about 40% of its GDP. Agriculture consists kyg of
subsistence farming and animal husbandry. Ruggedntams
dominate the terrain and make the building of roadd other
infrastructure difficult and expensive. The econoimsy closely
aligned with India’s through strong trade and mangetinks. The
industrial sector is technologically backward, witlest production
of the cottage industry type. Most development goty, such as
road construction, rely on Indian migrant labourhuBan’s
hydropower potential and its attraction for towgisare key
resources. The Bhutanese Government has made sogregs in
expanding the nation’s productive base and impgpvaocial
welfare. Model education, social, and environmaongmmmes in
Bhutan are underway with support from multilatetal/elopment
organizations. Detailed controls and uncertaingiedi in areas like
industrial licensing, trade, labour, and financatooie to hamper
foreign investment. GDP: purchasing power parit$2-1 billion
(1999 est.)

Bangladesh

With a population of more than 115 million out ohmh 65
percent live below the poverty line, limited nafurasources,
proneness to frequent floods and cyclones, absolait:
dependency, limited industrial, scientific and teclogical
development, and more than 13 percent of its exparhings
going to debt service, Bangladesh’'s capacity toecwth the
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nation-building process is severely limited. Aftes independence
in 1971, a strong bilateral economic and politcabperation with
India and a generous flow of foreign aid provided hecessary
support for Bangladesh’s economic development. &dn, the
flow of foreign aid dried up and, more importantipe Indo-
Bangladesh relations deteriorated after the agssdB®l of
President Mujibur Rahman in 1975. Among the issuleish most
adversely affect Bangladesh’s cordial relationshigh India in the
post-1975 period are the conflicts over the shaohthe Ganges
water; the flow of refugees across the border tharmas a result of
the tribal insurgency in the Chittagong Hill Tractand the
migration of thousands of Bangladeshi citizens egdr into the
Indian states of West Bengal and Assam. The palitiealities of
India and Bangladesh in the post-1990 period hawaelemthe
leaders of these two countries less accommodaBuecessive
weak governments with narrow political base and littoaal
nature in India since 1980 and the growing poptyaf nationalist
and fundamentalist coalitions such as the Hindur&hea Janata
Party have contributed to a lack of willingness amahe ruling
Congress party leaders to take a bolder policyatnrte on these
politically sensitive issues. On the other hand #xistence of
guasi-democracy in Bangladesh in the post-199@@aifers only
limited opportunities for the leaders to take awjdbor innovative
approach to resolve the bilateral problems withand

Except for India, Bangladesh has no outstandinguties with
any SAARC country. Bangladesh’s political and ecuoiw
relations with Pakistan have improved after a bdisfuption from
1971 to 1975. Throughout the 1980s, Pakistan adeduifor
almost 60 percent of Bangladesh’s exports to Sésth. There is
still more scope to improve Bangladesh’s exportakistan in
such items as tea, newsprint, jute goods, and deatn turn,
Bangladesh can import, at a competitive price fRakistan, such
items as textiles, cement, light engineering goaaschinery, and
railway rolling stock. The visit of Bangladesh PenMinister
Khaleda Zia to Pakistan in April 1995 and her cakdind high-
level political talks with Pakistani Prime Minist8&enazir Bhutto
made the prospects of revival of trade cooperdigtween the two
countries possible. Once the political bottleneaksr the issue of
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the repatriation of Pakistani nationals from Badgkh are
resolved, trade cooperation between the two castdan be
restored soon because it is relatively easy foretiteepreneurs of
both Pakistan and Bangladesh, who were either wedolin

interregional trade or had been located in thedwauantries prior to
1971, to renew and re-establish their contacts.

The most important concern for Bangladesh is torawe
political and economic cooperation with PakistaakiBtan has the
capability to provide security and meet Bangladeshéed for
manufactured goods, such as chemicals, light eagimg goods,
capital goods, coal, gas and limestone. At the dame, Pakistan
can increase its imports substantially in suchsaesaurea, sponge
iron, semi-processed leather, and newsprint fromgBalesh to
reduce the latter's trade deficit with Pakistan.siBes, both
Pakistan and Bangladesh can agree to set up jeintures to
improve the latter's export base and the mutuaaciy of the two
countries. But a lack of political will between tleaders of these
two countries has restricted the trade on mutuadiyeficial items
and prevented the setting up of industries withig?aki capital
and technology in Bangladesh. Given the curremidtief a limited
flow of Overseas Development Assistance (ODA) totBaAsian
countries in the face of competition from countriesEastern
Europe and the Central Asian republics, Bangladesimited
structural abilities, and the hesitation of the WdBank and the
International Monetary Fund to provide continuousiyicessional
loans, Bangladesh’'s need to improve economic catipar with
Pakistan and other countries in South Asia hasas®d in recent
years. Pakistan has shown considerable interestxpanding
economic cooperation with Bangladesh. But given the
apprehensions and political sensitivity of Bangtde about
domination by Pakistan, closer economic cooperatiwith
Pakistan may be more feasible under SAARC programese

Maldives

With 100% Muslim population, Maldives comprises wpoof
atolls in the Indian Ocean, south-southwest of dndduring the
1980s tourism became one of the most important lagtest
growth sectors of its economy. In 1994, tourism]dees largest
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industry, accounted for about 18% of GDP and mbam t60% of
the Maldives’ foreign exchange receipts. Fishingaissecond
leading growth sector. Over 90% of government taxenue
comes from import duties and tourism-related tax@&he

Maldivian Government initiated an economic refornegramme
in 1989 initially by lifting import quotas and ogeg some exports
to the private sector. Subsequently, it liberalizedulations to
allow more foreign investment. Agriculture and miawturing

continue to play a minor role in her economy, camsed by the
limited availability of cultivable land and the stege of domestic
labour. Most staple foods must be imported. In 198dustry,

which consisted mainly of garment production, boatding, and

handicrafts, accounted for about 15% of GDP. Majgrediments
to growth include excessive bureaucracy, corrupdiat drugs.

Nepal

It is because of Nepal's cordial bilateral relasibips that
South Asian countries unanimously agreed to seSAARC’s
permanent secretariat in Kathmandu. Two major clamations
guide Nepal’s deep interest in the growth of reglatooperation
in South Asia: (1) the desire to promote the cousitsecurity
through multilateral diplomacy; and (2) the desice promote
balanced interdependence as opposed to an absi@pendence
on Indial Landlocked between India and China, Nepal has been
dependent on India for its security and economicetigpment
since the signing of the Indo-Nepal Treaty of Pemu@ Friendship
in July 1950. Nepal's thousand-mile border withé&fils critical to
India’s security interest vis-a-vis China. Thereforindia has
always tried to maintain a close strategic relaiop with her.
However, India’s overwhelming influence in the pickl and
economic life of Nepal has produced tensions irir thdateral
relations. There are three major irritants in théolNepal bilateral
relations. First, the security provision of the @96reaty of Peace
and Friendship obligated the governments of Nepdl ladia to
consult with each other in devising effective caunteasures to
meet a security threat to either of the countrieerging out of

1 See Baral Lok Raj, “Nepal's Relations with Souftsian Countries,” in
Kanesalingam, (ed.Rolitical Dimensions, p.104.
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foreign aggression. The treaty also stipulated tta two
governments must inform each other of any serioigsidn or
misunderstanding with any neighbouring country theay be
likely to adversely affect the friendly ties betwedéndia and
Nepal? The Nepalese ruling elites under the monarchieginme
have long resented this provision of the treatyabse it essentially
restricted the autonomy of Nepal in conductingfateign policy
and provided scope for Indian domination. Consetijyehepal
occasionally attempted to use the China card toemaway from
the Indian sphere of influence. The most seriouINepalese
dispute occurred when Nepal allowed China to bthiel Lhasa-
Kathmandu road after the Sino-Indian conflict in629 India
considered this move as Nepal's acquiescence tonaGhoverall
military strategy in South Asia, which was a sesidhreat to
India’s security interest. Consequently, throughtigt 1960s and
the 1970s, Indo-Nepal relations remained at a lol &he second
major irritant in Indo-Nepalese relations is rethtéo the
declaration of Nepal as a zone of peace and Indé&gtance to
endorse this proposal. Nepal's peace zone plaeaslg a strategy
to distance itself from India in defence and sdgumatters. Third,
both India and Nepal accuse each other of exptpitire open
Indo-Nepal border. Nepal argues that the open botues
encouraged Indian migration into Nepal and the gig of
Indian goods to the detriment of Nepal's economlye TGurung
Commission report of 1983 found that of the totamigrants in
Nepal's Terai region, more than 97 percent camen fhodia. The
report alleged that the total control of Terai’'snooercial and
industrial sectors by the Indian immigrants andrthmelulgence in
capital flight and tax evasion adversely affectezp@l’'s economy.
Accordingly, the report suggested that Indian atieeioforeigners
should not be allowed to work in Nepal without wqukrmits®
Such accusation of demographic invasion by Indaatsly drew
strong condemnation from New Delhi. Although théies been
significant improvement in the Indo-Nepal relationsthe post-

2 See Leo Rose\epal: Srategy for Survival (Berkeley: University of California
Press, 1971), pp.129-37 and 239-40.

3 See “Government of Nepal, National CommissionPapulation, Task Force on
Migration, Internal and International Migration imNepal: Summary and
Recommendations”, Kathmandu, August 1983, Mimedugdpp.17.
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1990 period, these issues need immediate attentiofurther
improve the two countries’ bilateral relations.

With one of the world’s lowest per capita incomé$90 and
GDP growth of about 4 percent over the past decabtipal
desperately needs economic development. Nepal bastrang
industrial sector and its export base is quiteavariThe country is
critically dependent on foreign assistance forntports, including
oil, petroleum, cement, and coal. More than 700,8@palese are
employed in India in addition to some 20,000 Gurkdraned
personnel in the Indian arnfyNepal’s India-centric economy has
also occasionally produced tension in the Indo-Ndpkateral
relationship. In 1989, when India cancelled theptypf essential
commodities to Nepal as a result of serious digagent between
the two countries over the trade and transit isstlies limited
nature of Nepal's economic autonomy was exposegaNes,
therefore, eager to diversify its trade and inaeaade links with
other South Asian countries in order to reducelépendence on
India. Recently, Nepal also has faced reduced OD#A a
concessional loans from the World Bank. Foreignedtir
investment (FDI) in Nepal is insignificant. In sueh situation,
Nepal's interest can be best served by maintaitiveg existing
bilateral economic relations with India and, at theme time,
working for promoting regional interdependence auth Asia.

Sri Lanka

Sri Lanka shared the initial enthusiasm with Badgkn and
Nepal for the establishment of SAARC. Sri Lankaisheisiasm for
SAARC reflected the anxiety that usually exist¢hia small state-
large state relationship. In fact, since its indefnce in 1948, Sri
Lanka has always shown keen interest in joininghwsuch
international or regional organizations as the émiNations, the
Colombo Plan, the Non-Aligned Movement (NAM), an&RAN.
Sri Lanka’s interest was shaped by the thinking thembership in
a regional or international organization would pdevsome scope
for developing a collectivity of small states argoabout larger
neighbours. While other countries in South Asiaehawntiguous
neighbours besides India, Sri Lanka has only ladié&s neighbour

4 See W. Howard WrigginSputh Asian Regional Politics, pp.130 and 151.
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to the north and on all other sides there is tligaim Ocean. Such a
geographic reality, coupled with India’s overwhatgly superior

size, population, natural resources, and militagonomic, and

technological power, generates a great deal o Sri Lanka.

Not surprisingly, Sri Lanka’s attitude toward SAARf@s always

been, and will likely continue to be, determinedtbg degree of
cordiality in the Indo-Sri Lankan bilateral relatghip.

Basically, there are two main problems betweenalratid Sri
Lanka: (1) Sri Lanka’s denial of citizenship toaage number of
Tamils and their repatriation to India despite ldiger's protest of
discrimination; and (2) the spill-over effect ofi &anka’s Tamil
ethnic conflict since 1983 and the impact of théidnfactor in Sri
Lanka’s domestic problem. The last factor appeanset the most
serious one. From 1986 to 1990, Indo-Sri Lankatiela suffered
the most because of the active Indian interveniiorthe Sri
Lankan civil war. Not surprisingly, Sri Lanka’'s pmse to the
growth of SAARC during this period was unenthustadiowever,
with India showing support toward the Sri Lankarvgmment’s
efforts to achieve peace in the island, the Indd-8nkan bilateral
relationship has improved substantially in the g®#80 period.
Since Sri Lanka has no major bilateral dispute$ wther states of
South Asia, the improved Indo-Sri Lankan relatiopstas revived
the latter’s enthusiasm for SAARC.

Sri Lanka is mainly an agricultural country. Theaegtcrop is
rice in which the country is almost self-sufficiefiea, rubber and
coconut are also important agricultural crops, wita being a
major foreign exchange earner. In addition, otheops of
importance are cocoa and spices such as cinnanaodamom,
nutmeg, pepper and cloves. Fruit and vegetabldssento both
tropical and temperate regions, grow well in Smka Sri Lanka
is also a major exporter of precious and semi-precistones.
Within the last few years remittances from Sri Lam& employed
abroad have contributed a large share towardsgiorekchange.
The last three decades have seen tourism emerge iasportant
industry. There has also been a rapid growth in ufsturing
industries, which offer a wide range of export goaslich as
petroleum products, leather goods, ready-made gdasmand
electronic equipment.
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In South Asia, Sri Lanka has the second highestcpeita
income ($600), and it enjoyed a robust 7 percenP @wth until
the outbreak of the civil war in 1983. While Srifka has always
maintained a dynamic economic linkage with extrgioeal
countries, its interregional trade has never bewapressive. It
defies all economic logic that Sri Lanka importgdway coaches
from Romania when better quality coaches are availat a much
cheaper price in the Indian state of Madras, onshart distance
away. Similarly, in cement and shipbuilding, Srinka can stand
to gain by trading with Pakistan and India rattmemnt South Korea.
Recently, Sri Lanka’'s exports to the developed toes have
declined because of the adverse terms of tradeirardase in
protectionism in the United States, Japan, and &edEurope.
With the protracted civil war Sri Lanka has alsoetvelosing
foreign direct investment. It is not surprising ttlsence 1992 Sri
Lanka has consistently advocated improving intéoreg trade
through the framework of SAARC.

India

India’s size, population, and strategic locatiorvegiit a
prominent voice in international affairs, and it®wing industrial
base, military strength, and scientific and tecAhaapacity endow
it with added weight. It collaborates closely wither developing
countries on issues from trade to environmentategtmn. The
end of the Cold War dramatically affected Indianefgn policy.
India remains a leader of the developing world @nel Non-
Aligned Movement (NAM), and hosted the NAM HeadsStéte
Summit in 1997. India is now also seeking to sttleeg its
political and commercial ties with the United Statdapan, the
European Union, Iran, China, and the AssociationSofitheast
Asian Nations. India is an active member of the S&A Except
for the Maldives and Bhutan, India has bilaterapdtes with all
her neighbours. However, with the establishmena afemocratic
government in Nepal and withdrawal of India’s péasping
forces from Sri Lanka in 1990, India’s bilateralateons with these
two countries have improved considerably. But lrsdielations
with Bangladesh have not improved despite the wéisol of the
Tin Bigha controversy. The disputes over Chakmaugeé
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problems and the Farakka issue on the sharingeoGtinges water
continue to adversely affect Indo-Bangladesh refesti

The most crucial and serious problem that dividestls Asia
is the Indo-Pakistan conflict. Since independetice,relationship
between India and Pakistan has shown a uniquerpattelualism:
while the official relations are based on a zerosuentality and
the classic “security dilemm@,brdinary people across the border
continue to recall past contacts with nostalgia anel eager to
maintain a close relationship with each othelowever, over the
years the official mistrust has dominated Indo-Biaki relations.
Since independence, the two countries have folgbetwars, two
of which were over Kashmir 1948 and 1965 and onetlan
Bangladesh issue in 1971. Much of the Indo-Pakistanilicts can
be attributed to the following factors: (1) struetuimbalances
between the two countries; (2) India’s desire tointa@n a
hierarchical regional order and Pakistan’s oppositd this design
as well as its effort to achieve parity with Indi@ough building up
military and economic power; (3) divergent politisgstems as for
most of its history Pakistan has been ruled byrtilgary while
India has been a functioning democracy since inugece; (4)
Pakistan’s emphasis on Islam as the basis of #te at opposed to
India’s secularism; and (5) scapegoating and blgrttie external
enemy, often the neighbour by the ruling elites lodia and
Pakistan in order to ensure their political survieamd vested
interests.

Two aspects of India’s foreign policy based onritdional
interest are often misunderstood by its South Aseighbours and
especially by Pakistan. First, India is concerndabua its
autonomous status in the region. Autonomy for Indguires that
the whole South Asian region be free of outsid&uarices. Thus,
India has always opposed outside intervention &sran South
Asian affairs. Second, contrary to her neighboyr&rception,

5 See S. Ghosh Partl@Zgoperation and Conflict in South Asia (New Delhi: Manohar
Publications, 1989), pp.73-95.

6 See Buzan Barry and Gowher RizZSauth Asian Insecurity and the Great Powers,
Houndsmill and London: Macmillan Press, 1986, fo8;useful discussions of the
security dilemma in the South Asian context.

7 See Ramesh Thakur, “India After Nonalignmerfigreign Affairs, Vol.71, No.2,
1992, pp.168-69.
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India has a vital interest in the territorial intdyg sovereignty, and
independence of all South Asian countries. Indipeets that
South Asian countries should also respect Indiaxtyuand
territorial integrity. Thus, it is not surprising see that the Indian
policy makers seek the status quo and considersfakias the
irredentist power in the Kashmir dispute.

During the cold war era, external military and emmic
support from USA and USS.R. was one of the imporfactors
that made the ruling elites of India and Pakistass Iwilling to
accommodate each other. The end of the cold warde® new
opportunities and challenges for India to re-exantier regional
policy options. The continuing improvements of IAdS relations
as noticed by growing economic and security codpmerdetween
these two countries may change the perceptioneolitian policy
makers about the role of the United States in &ggon. With the
cooperation of the United States, it now appeassipte to create
a South Asian regional security structure in wHiafia can play a
greater role in maintaining regional stability andder? It is
possible that the Indian policy makers, more canftdof their
responsibility in maintaining South Asian stabilitjay seek to
sort out their differences with the neighbours hydertaking
regional negotiations. After the disintegrationttoé Soviet Union,
China considered South Asia of less strategic aondes a result,
China might not be as worried about India as antlo the Soviet
Union as of now the United States of America after1990s. This
new post-cold war development will certainly haeei@us impact
on Pak-Sino-Indian relations, which has been shgwie drastic
policy shifts in the region since 9/11. Besidesjn@ls generally
low profile on the nuclear non-proliferation issure South Asia
and her open support after 1990 for bilateral negohs between
India and Pakistan on the Kashmir issue may leaal ¢hange in
Indian perception of any Sino-Pakistani design r@gjaindia and
might persuade India to be more flexible towarchiggghbours on
regional issues.

Does Post-9/11 change in Indian policy mean thdtalmvill
be more inclined to play a much greater role arie tholder

8 See Mohammed Ayoob, “Dateline India: The DeepgrCrisis,” Foreign Policy,
No.85, Winter 1991-92, p.184.



Econo-Palitical Dynamics of SAARC Countries 87

initiatives in order to make SAARC more effectivedavisible?

Indian policy makers are aware of the fact that laolgl initiatives

or a greater role by India in SAARC will strengthBouth Asian

neighbours perception of Indian hegemonism and ether
jeopardize prospects for further regional cooperatOn the other
hand, India’s lack of initiatives may be interpektas lack of
sincerity for SAARC. As India’s support is crucialr the growth

of SAARC, India needs to take moderate policy atities with

respect to SAARC activities and pursue accommodatiglomacy

more vigorously to inspire confidence in her neigins.

Adoption of such a policy by India is more likelp ihe
changing economic and political environment at kbt regional
and global levels in the post-cold war era. Thdierathinking of
New Delhi that India is unlikely to get any subgianbenefits
from any SAARC economic arrangements appears tthaeging.
India’s policy makers have now realized that inisndia’s interest
to promote interregional trade. The success ofalsdeconomic
liberalization will largely depend upon her abilitp increase
exports to new markets both in the developed anckldping
countries. Until recently, India has achieved om@gtricted access
to the markets of Japan, North America, and Wediemope due
to these countries protectionist policies and vegi&inds of non-
tariff barriers against Indian products. Additidgal with the
collapse of the Soviet Union and the gradual inccapon of
Eastern Europe into the Western European econonmés has
lost two of her privileged market links. Recentlyndia’s
association with ASEAN, active interest in joinitige Asia-Pacific
Economic Cooperation, and Indian Ocean-rim economic
cooperation are indicative of her desire to exparatket links.
However, although India will continue to explorerkets in other
regions, she can no longer ignore her own baseouthSAsia
where she enjoys a comparative advantage in alreusty
economic sector. Not surprisingly, India has regerghown
renewed interest in promoting interregional tratieough the
framework of SAPTA’

9 For a discussion, see Gowher Rifgyth Asia in a Changing International Order
(New Delhi: Sage Publications), pp.159-62.
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At the political level, Indian policy makers are tnonly
concerned with the loss of the Soviet Union aslbn laut are also
sensitive to the declining relevance of the NorgAéd Movement
and a gradual slipping of leadership from India’andls to
Indonesia in G-15 meetings. Doubtless, India’s &omi of a
global leadership role has received a setback bgseth
developments. Indian leaders know well that theamoperation
of SAARC will provide them the opportunity to conge the
world about their ability to pull South Asian cotias together. By
demonstrating such leadership in SAARC they canehtp
recapture some of India’s lost prestige in theriragonal arena.
Moreover, to the extent that Indian political leexdperceive that
the existence of SAARC can ensure the status quiouth Asia
leading to political stability in the region anddre improvements
of India’s bilateral relations with its neighboumsje would expect
a validation and strengthening of New Delhi’'s cortmant to
SAARC. Indeed, India’s decision not to react negayi to
Pakistan’s reference to the contentious issue @fdgmolition of
the Babri Mosque in Ayodhya at the Seventh SAARM®iit in
Dhaka and the Kashmir issue at the Eighth SAARC r8iinm
New Delhi and Gujrat Kand in Twelfth SAARC Summit i
Islamabad indicates India’'s growing interest in ioagl
cooperation in South Asia.

Pakistan

In addition to India, Pakistan’s initiatives andtiee role is
also imperative for the growth of regionalism inuBo Asia.
Unfortunately, while Pakistan has shown great esitam and
taken many initiatives for the growth of the Econo@ooperation
Organization (ECO) it has shown only a modest e#ein the
growth of SAARC. The bilateral dispute with Indiaamly on
Kashmir and the perception that the strengthenfnfgAARC will
lead to the consolidation of India’s dominanceha tegion appear
to be the main reasons for Pakistan’s lack of esiffsun for the
growth of SAARC. It is important to note that extdpr India,
Pakistan has cordial relations with all South Asiaontries.

Since independence, Pakistan’s regional policy reaslved
around two objectives: (1) liberation of Kashmir poove the
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validity of the Two-Nation Theory, and (2) to ackeebalance of
power vis-a-vis India. In order to accomplish these objectives,
Pakistan has always sought its nuclear and idezdbgiower to
challenge India’s predominance in South Asia. Dgitire cold war
era, Pakistan became a member of two United Sspi@ssored
security pacts, the South-East Asian Treaty Orgaioz (SEATO)
and Central Treaty Organization (CENTO) to ensuraeAcan
support in case of any military confrontation witidia. From
1950 to 1970, despite two wars on Kashmir Pakigtaa largely
successful in offsetting India’s ambition of predoance in the
region. However, the emergence of Bangladesh asdependent
state in 1971, largely with India’s interventionhanged the
structural dynamics of power in South Asia. Firt,affected
Pakistan’s structural strength, and second, it niadebasis of its
ideological creation questionable in South Asiarlitigs. But
Pakistan was not prepared to give up its objectiidter 1971,
Pakistan became increasingly dependent on the$3alés, China,
and the United States for military and economicpsup and
vigorously pursued its Kashmir liberation policylt#ough the
Simla Agreement of 1972 created an opportunity doth India
and Pakistan to resolve their disputes on Kashrmdia
subsequently violated the stipulation of the agrsmand UN
resolutions on the issue. Kashmir, doubtlessly,aiamthe major
bone of contention between Pakistan and India. 4dnlg is
resolved Pakistan’s participation in the growth d#gional
cooperation in South Asia is likely to remain ligut

The end of the cold war offered new challenges dore-
evaluation of Indo-Pakistan foreign policies. Sitioe 1990s, India
received more support from Washington as a re$atshift in the
policy of the United States toward South Asia. Watldecline in
American interest and support, Pakistan looked tdwhe Gulf
States and Central Asia for both economic and thplec support.
But the ongoing US led War on Terrorism and Irag dhe
strategic support of Pakistan as Non—-NATO ally t& Wwill
inevitably decide Pakistan’s options at least fams time to come.
Besides, India, Pakistan’s efforts to cope with gveblems of
Kashmir, econo-political stability, rising ethniordlicts and drug
trafficking are not likely to succeed without mutusincere
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cooperation for regional as well as internationaagqe and
prosperity.

Like India, Pakistan also needs new markets foexgsorts.
But so far, Pakistan has achieved only limited ssceo the
markets of Japan, North America, and Western Eubgpause of
these countries’ protectionist policies. As a resBhkistan has
taken initiatives to form, in February 1992, the oBomic
Cooperation Organization (ECO), to boost its expartd improve
intra-regional trade with the Central Asian repodlilts members
are: Pakistan, Iran, Turkey, and the newly indepahdCentral
Asian republics of Azerbaijan, Kazakhstan, Turkrstam,
Uzbekistan, Tajikistan, and Kirghiztan. The primanyjective of
this organization is to facilitate trade and otheconomic
cooperation among the member countries. But Pakssedforts to
seek new markets in the Central Asian republics likedy to
achieve limited success, given the competitionhef developed
countries to capture these markets. In meetingnérexls of the
Central Asian republics Pakistan’s capital and tetbgy are no
match to what Western Europe, the United StatgmnJeand even
Russia have to offer. Growing recession in the @alintries has
put further limitation on Pakistan’s exports to shemarkets.
Consequently, Pakistan can no longer ignore SostamAmarkets,
where, next to India, she enjoys some comparativargtage.

Besides increasing exports, Pakistan has to reiisidridget
deficits to GDP ratio from the current 8-10 percemtge to the 4-5
percent range in order to succeed in its liberabma efforts.
Substantial reduction in defence expenditure amdloeation of
scarce resources in the development sectors aregpisites to
accomplish this objective. Additionally, Pakistanllwhave to
compete with India and other South Asian countesswell as
Eastern Europe and the former Soviet Union to cttodficial
development assistance (ODA) and private investmdiite
Pakistani policy makers are well aware of the fdtat an
environment of regional confrontation will only dethe investors,
which will be detrimental to Pakistan’s interestivéh these
circumstances, Pakistan’s interest will be betterved by the
growth of regional cooperation in South Asia.
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Table 1. Characteristics of SAARC Member States

Country Area GDP Population |GDP per capita [HDI

(sg. mile)  (USD mill.) |(mill.) 2001 ((PPP, USD) 200QValue

2000

Bangladesh 56,977 47,106 140.37 1,602 0.478
Bhutan 18,150 482* 2.09* 1,412 0.494
India 1,222,243 | 456,970 1,017.54 2,358 0.577
Maldives 11¢ 561* 0.28 4,48¢ 0.74:
Nepa 53,827 5,497 23.59 1,327 0.490
Pakistan 307,374 61,638 144.97 1,928 0.499
Sri Lanke 25,33: 6,30¢ 19.1( 3,53( 0.741
SAARC 1,684,014 | 578,559 1,347.94

Source: Human Development Index (HDI) from Uniteatibins, Human
Development Report 2002: New York.

Economic Indicators and Implications of SAARC

There is no doubt that regional economic integratias been
a roaring success in many parts of the world. Thefean Union
is perhaps the most striking example. On the omel harough a
gradual process of convergence in virtually allrexuic spheres,
and the lifting of barriers on the movement of goadd services,
the countries of Europe have been able to, ovee,tigenerate
greater economic success than would have beenbpmésid each
nation crafted its own economic policy in isolatiddn the other
hand, by providing elites within each country aketan stability,
the process of integration contributed to the pseceof
marginalization of conflicts that had endured oeenturies. In
sum, the process of integration helped create paaderosperity.
Less effectively, but as significantly, regional oeromic
organizations in southeast Asia, Latin America Bliodth America
have been effective in promoting intra-regionati&aand external
competitiveness. However, SAARC has been a disaihlré. It
has little to show by way of success, especiallytr@economic
front. Intra-SAARC trade is pathetic, at less tfapercent, and
prospects for the future remain bleak. In 1997e@rnent persons
group set up by SAARC heads of government recompttrach
ambitious plan to put economic integration on & fieck, and put
forward a time line to achieve a free trade aretheregion. The
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leaders of SAARC countries have not even considédredeport
seriously, although there is some prospect of imdgediscussed at
Kathmandu. Clearly, there are two reasons forl#uk of progress.
The India-Pakistan conflict has acted as the biggesile.

The volume of legal interregional trade in SouthaAsas been
quite insignificant, resulting in a limited intefpendence among
South Asian countries. From 1980 to 1994, inteoegl trade
among SAARC countries, as compared to their waddd, has
remained low and stagnant at little over 3 percBuoting 1980-
1994, interregional exports of the SAARC countiieselation to
their global exports showed a declining trend fralmout 5 percent
in 1980 to less than 4 percent in 1994. During same period,
interregional imports hardly exceeded 3.5 percdnthe global
imports of South Asian countries.

From 1980-1994, except for the Maldives and Nepiad
interregional imports and exports of all SAARC ctigs have
remained very low. Although the interregional imgorof
Bangladesh and Sri Lanka have shown some improvgrtiesir
legal exports to the region have declined duririg geriod. The
extremely low level of interregional imports ance texports of
India and Pakistan during this period indicate Hitthe these two
relatively developed economies in South Asia dependthe
region’s markets.

Those SAARC countries which have the necessaryrexue,
expertise, technology, and capital to invest ant wge joint
ventures in the region can be appropriately scdlagn to local
conditions and may be less demanding of scarcetatapnd
foreign exchange resources. Despite this factimath investment
has taken place in the region because of politoaflicts and a
general suspicion of India’s intentions.

Table 2. Regional Trade Patterns

Country Intra — SAARC Openness | Trade
Bangladesh 7.8% 31.78%
Bhutan

India 2.5% 21.26%
Maldives 80.28%
Nepal 31.3% 44.46%
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Pakistan 2.5% 31.41%
Sri Lanka 6.4% 73.01%
SAARC 3.8% 25.89%

Source: World BankWorld Development Indicators 2002
(Washington, DC, 2002).

In brief, the interregional investment and tradeoag) South
Asian countries is quite modest, and has remaiteghant over
the years. Consequently, the interdependence antbege
countries is quite limited. Four factors can be timered here to
explain the limited interregional trade among Souisian
countries. First, most of South Asian countriesingpeprimary
producers, tend to export similar items and thuapeete with each
other. Second, South Asian countries, with the ptxae of Sri
Lanka, have a high rate of tariff and non-tarifirexs, which is
the most important constraining factor for the exgan of
interregional trade. Third, lack of adequate tramspand
information links among South Asian countries posesious
problems for the expansion of interregional trdélaally, political
differences and a lack of willingness to create deéra
complementarities among the leaders of South As@umtries
contribute to the current low level of interregibtrade.

The above constraining factors notwithstandingcsigetrade
complementarities can be created in order to fogpezater
interregional trade in South Asia. The CommitteeStndies for
Cooperation in Development in South Asia (CSCD) idastified
as many as 110 items for interregional exports Bl items for
interregional imports in South Asia. However, preimg prospects
for immediate intra-SAARC trade expansion exissuch products
as tea and coffee, cotton and textiles, naturalbeyb light
engineering goods, iron and steel, medical equipmen
pharmaceuticals, and agro-chemicdls.

SAARC Water Resources

The enormous water resources of the Himalayas affgreat
potential for the growth of regional interdependen8ince the

10 See W.R.H. Pererderspective for the Development of Himalayan Resources
(Colombo: Marga Institute, 1984), pp.22-26.
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Himalayan rivers flow through Bangladesh, Bhutardid, Nepal
and Pakistan, close cooperation is necessary athesg countries
to harness the Himalayan water resources for flmegtention and
management of water flow, development of an inlaasgigation
system, developing ecological watersheds and retfien
programmes, and controlling river pollution. lteistimated that the
Himalayan rivers flowing through Nepal have a hymraer
potential of 83,000 megawatts, while in India, Badgsh and
Pakistan the estimated hydropower potential is &ba000
megawatts, 1,772 megawatts, and 21,000 megawatieatevely.
It is encouraging to note that in Bhutan, anotheuntry of
enormous hydropower potential, the Chukha hydroeteproject
was recently completed with India’s assistance.id&ss Bhutan
and India, the project has the potential to benBanhgladesh,
Nepal, and Pakistan. Similarly, through cooperabetween India,
Nepal, Pakistan and Bangladesh, it is possible éveldp
hydropower projects that will provide a great relie the energy
crisis in this region.

There are other compelling economic reasons toesidggat it
is in the interest of South Asian countries to poteninterregional
trade and economic cooperation. Direct trade irh quoducts as
steel and aluminium, textile machinery, chemicaldoicts, and dry
fruits currently being diverted through third coues will benefit
both India and Pakistan quite substantially in terof price,
quality, and timé? Besides, many goods being imported at high
cost from other countries can be made availableimthe regional
trade. The SAARC countries may prove more ableaige sheir
hard-earned foreign currencies through mutual trade

The recent economic reforms in Pakistan and Indikh w
doubtlessly, provide these two countries an oppdstu to
diversify their exports and make manufacturing picdd more
competitive. But the success of their economicréibeation will
essentially depend upon their ability to find newarkets both in
the developed and developing countries. Two devedops in the
international environment make the prospects oftlsolsian

11 Report on the Sudy on Regional Economic Cooperation among SAARC countries
by the Federation of Indian Chambers of Commerce and Industry (FICCI) and the
Ingtitute of Economic Growth (New Delhi: 1995).
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exports to new market less promising. First, theldveconomy
experienced weak growth in the 1990s and the niaglustrialized
countries grew more slowly than in the 1980s. Thusyill be
difficult for South Asian countries to expand exgsorapidly.
Second, with the formation of regional economic ckloand
growing protectionism in both the developed and etteping
regions, South Asian countries may find it diffictd gain access
to these markets.

Recent developments in the world politics afterl%hd in the
aftermath of the US led War on Terrorism have e@gettadverse
impacts on the global as well as South Asian ecae®nilhe
immediate impact has been on trade. The tradedraredchanging
with recent global and regional developments. Tead is likely
to continue. The longer-term impact is likely to dre the official
development assistance (ODA) to South Asia. As somagor
studies have indicated, the former Soviet Union d&uastern
Europe are likely to receive a major share of ObgxT the donor
countries in the coming years. Additional demarms@DA will
come from the poorer republics of the former Souaton in the
near future. Given the slower economic growth ine th
industrialized countries compared to past perfoceaand tighter
supplies of such funds from the traditional dontiese additional
demands certainly contributed to a reduction of O@ASouth
Asia in the 1990s. Besides, the expectation of Isoldsian
countries for an increase in foreign direct investinmay not
materialize until they are able to create a stpbldical climate in
the region.

Thus, both the international climate and domestieds press
for expanding regional cooperation in South Asia.isl often
argued that if South Asian countries are able trease their
interregional trade from the current level of 3qest to 6 or 7
percent over a decade, set up some regional j@ntuves, and
share the available technology in the region, thes# be
considerable improvement in the region’s interdelesice and
economy. Gradually, the policy makers of South Astauntries
seem to realize this. The ratification of SAFTA & SAARC
members is a beginning in the direction of pronwiimerregional
interdependence.
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Implications in Cooperation

Any realistic assessment of the prospects for ttoavidy of
economic cooperation and interdependence in Souia Awust
have to address several of the following issues fifst issue
pertains to the role of the state in promoting @agl cooperation
in South Asia. Given limited political contacts amditual security
concerns arising out of a typical security comfféx South Asia,
as the primary security concerns are so deeplytiiteed that one
nation’s security in South Asia cannot be considiexpart from
other. The heart of this complex is an acute rvaktween India
and Pakistan. Other less powerful states, such awylBdesh,
Bhutan, Nepal, Maldives and Sri Lanka are bound ittte
complex for geographical reasons.

A state-directed approach to economic cooperasobeiter
suited to this region. South Asian states may beakwand
imperfect, but certainly not irrelevant in initiatj or guiding
regional cooperation policies and promoting ecomomi
interdependence in the region. Given the limitedettgoment of
trans-national market forces in South Asia, anyspeat of the
growth of regional economic cooperation driven agolely by the
market forces appears bleak. Besides, if regioranemic
cooperation is left to market forces alone, it vabtdke decades.
Therefore, conscious efforts at the political levelnd
demonstration of political will by South Asian lead are
absolutely necessary for the growth of regional neaaic
cooperation in South Asia.

The second issue concerns the development of amptay
economic interdependence in South Asia. Three gomerit
attention here. (1) Given the extensive heteroggneilevels of
economic development of South Asian countries haw they
proceed to achieve economic interdependence? ¢lesnke
approach should be gradual and based on the ecoruapability
of each state. In this context, the recent approaxh
operationalizing SAFTA appears promising. India,inge the

12 See Barry BuzarReople, Sates, and Fear: The National Security Problem in
International Relations (Chapel Hill: University of North Carolina Press983),
p.106.



Econo-Palitical Dynamics of SAARC Countries 97

largest economy in the region, has agreed to odfiefif reduction

on the import of 106 items from South Asian regiBakistan has
offered tariff reduction on 35 items, Sri Lanka 8h items, the
Maldives 17, Nepal 14, Bangladesh 12, and BhutaFh@. list of

items is expected to be expanded in due courdeeamnarket space
in each country increases and political confidegoevs among
South Asian countries. (2) Regional cooperatiorughaot replace,
but only complement the existing bilateral traded a@conomic

transactions between South Asian countries. (3) ghmwving

interest in operationalizing SAFTA as a preludéh creation of a
South Asian Free Trade Area should not obscurétpertance of
the extra-regional and global economic cooperati@t most of
South Asian countries are currently engaged in. iRstance, it
would be detrimental to the economic interest dfiftan, India,

and Sri Lanka if they do not seek access to th&etsuin Central
Asia, Southeast Asia, the Gulf region, and the OE®@Dntries.

The key to the development of a pragmatic strategincrease
economic interdependence among South Asian cosntseto

promote interregional trade by lowering tariffs atit declining

from extra-regional and global economic relations.

Third, setting pompous goals for interregional &r&llikely to
be counterproductive. Instead, over the next tefifteen years,
SAARC countries should pursue modest trade objestand seek
joint development projects of modest scale. In tostext, the
SAARC countries should negotiate with the Unitedtidtes
Development Programme (UNDP) and Asian DevelopnBartk
(ADB) for the development of joint projects. Sonmnavative
approaches such as the ADB’s vision of growth gies merit
serious attention. Development of joint projectthwhe assistance
of ADB in smaller states can create new opportesitand help
establishing linkages with other regions. If pramgseconomic
opportunities exist, with respective governmentsuport
extensive economic cooperation will be possibleother states of
the SAARC countries.

Fourth, conservation of the natural resource bdsauld
constitute an integral part of any economic develept strategy.
For decades, South Asian countries have suffered fthe
degradation of the natural resource base and emagotal
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pollution because of their overuse and often misifste natural
resources. Efficient use of the natural resourceseband
environmental conservation should be given utmasirity by

South Asian countries to meet their growing needsnergy and
to alleviate the health risks to their populatioBiven the
integrated environment of South Asia it is esséfiathe SAARC

countries to collectively think of strategies fonveonmental
conservation. This will require policy coordinatioat the
governmental as well as grassroots levels. Passafje
environmental legislation and its strict enforcemelissemination
of a wide range of environmental education, analvement of
women in environmental protection programmes canagong

way toward the conservation of the environmentantB Asia.

Finally, it is necessary to provide financial suggo regional
projects in South Asia through South Asian DevelepmFund
(SDF) in addition to the existing multilateral itgtions such as
the ADB and the World Bank. Besides undertakingdaregional
infrastructure and environmental programmes, SDi¥ foaus on
poverty-alleviation  programmes, provide lending ta
comprehensive human resources development prografimaece
joint ventures, support interregional and extraeegl trade by
arranging finance for export credit and commoditgbgization,
and support the existing regional institutions. dReses for the
SDF may come from contributions of SAARC counti@sswell as
from external sources. The SAARC countries can yaels the
United States, Japan, Germany, OPEC countrie®\ahg@ic group,
and other donor countries to contribute some péagenof their
ODA to the SDF. Needless to say, a successful SiDbsvable to
provide the much-needed economic support to rebiprgects
and thereby strengthen interdependence among SAsian
countries. Fundamental changes in global economiteroare
taking place. The pace at which these changesakimegtplace is
also increasing. The impact of these changes isefaching and
shall affect every aspect of human life in eversneo of the world.
International Trade shall also undergo change. & taatriers are
being removed. Subsidies are likely to be phaset Imira-
regional economies are developing whereby intrdetraill grow.
From global trade point of view, national boundsrshall become
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more absorbent. The centres of gravity of certabonemic
activities will shift from developed nations to a@deping nations.
With the removal of trade barriers and overall depment of
global economy, the volume of two-way trade may vsho
significant increase. Developing nations, insteddremaining
agricultural and industrial raw material providingconomies
would strive to develop industrially. Developing tblarge
economies like China and India would not only pdagrucial role
in their own economic development but would alsmyparger role
in International Trade particularly in agricultussnd traditional
industrial sector. Geo-economic interests in aamregwill play
greater role in trade. This would result in shargignore goods
and services by the neighbouring countries thart wiveas in the
past. This would lead to emergence of regionalfegienal
economic powers, which would influence the flowgafods and
services in the intra and inter region/sub-regi@ompetition and
cooperation will co-exist. There will be continuagrouping of
trade blocks on the one hand and under currentooftariff
barriers on the other. Complexities will grow buw will the
opportunities. The influence of SAARC in the regibeconomy
would extend to the whole South East Asia and mayMddle
East and East Africa. Keeping in view the rapidndes taking
place in the world SAARC must rise up to cope thallenges of
21% Century.

SAFTA and Ahead

SAARC is well reputed for limited achievements oorec
issues. The fact that South Asia Free Trade AredF{3)
agreement was signed at thd"AARC Summit in January 2004
is in itself an achievement. SAFTA was long overdbe turbulent
South Asian Regional politics having often delaitsedinalization.

Whether regional trade is the best available optanSouth
Asia has been a subject of debate since the mi@sl®ritics of
promoting regional trade in South Asia via prefeeehave argued
that South Asia would be better off focusing ordéravith the rest
of the world, in particular, EU and USA A recenpoet released
by the World Bank (2003) argues: ‘Because manyfsam the
region are very high, especially in India and Badgkh, there are
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large potential trade diversion costs for the regie a whole if the
various preferential trade agreements were evdbpetceriously
implemented. The consequent reduction in economéfave

would show up principally in reduced customs reweand terms-
of-trade losses. It is unlikely that benefits thgbuincreased
competition; economies of scale, or improved opegatfficiency

of import competing firms would outweigh these @lkeconomic

costs. There are much larger gains for increaset twith the rest
of the world (ROW), especially trade with the dexedd countries
and with more advanced developing countries in IS&atst Asia,
including China. This is because South Asian coesithave a
comparative advantage in relations to ROW in similaostly

labour intensive products, and the volume of trade the

economic benefits from trading these products antbegiselves
are limited by comparison.

On the other hand, the exact intra-regional tradestimated
between 8-10 percent. Although studies have shtxanthere are
limited complementarities in the SAARC region, stargued that
this was as also the case in ASEAN during the nide$, and that
dormant complementarities in the region could begorated by
intra-regional investment and FDI. They also argle cost of
non-cooperation to be quite high. The debate isfrfan settled.
Irrespective of the debate, there is a generakbéhat regional
cooperation in South Asia should not be viewed dnbm the
trade perspective, and that there are many gaoms fegionalism
in other areas.

The past decade has seen the emergence of a nuhber
regional trading blocs in different parts of therldoand data
shows that nearly 60 percent of world trade is mowducted on
preferential basis. The countries that are not paw trade bloc
face the risk of discrimination for their exportsidaloss of
competitiveness. Thus in the light of global trend®spective of
the pros and cons of the academic debate, South &8 been
pushed to adopt regional economic integration. Bto1g intra-
regional trade in SAARC, is a part of a large paekaf economic
cooperation and SAFTA may prove a part and partebauth
Asian Economic Cooperation.
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However, the movement to SAFTA is taking place m a
environment where: (a) the precursor to SAFTA,, itke four
rounds of SAPTA have failed to show concrete rasili) several
bilateral FTAs are well entrenched in South Asieating system,
and (c) South Asian tariffs are already coming dawnler the
World Bank / IMF structural adjustment programmeifiee third
factor in effect is automatically reducing the erehtial margins.
Moreover, there are a number of shortcomings. Fhisws that
most of the research work that was done by the SBARNk
tanks has not been fed in effectively to the SAAGZial process.

To some, given this situation, not much can be ebtgaefrom
SAFTA. The initial euphoria that comes with thegsimg of the
SAFTA agreement will soon taper away. The realiéied the geo-
politics of the region will once again determinee tipace of
negotiation in SAFTA. By that times, the bilatefalrAs would
have delivered most of the result for the smalleut8 Asian
countries and SAFTA will prove an agreement matolypromote
India-Pakistan trade.

Post-9/11 Developments and SAARC

In the aftermath of the 9/11 attacks, a paradigmsdiift in the
global agenda has resulted in the primacy of tloeirgy agenda
influencing the shaping of economic decisions. $ukjugation of
economics to security issues as was seen duringCthe War
period, has both reversed the existing trends oh@wmic growth,
as well a set new trends into motion. The changgh,their future
implications may affect the regional economic iméigns.

In the aftermath of 9/11, slower world growth, redd
international private investment flows, and researcbeing
diverted from development assistance to other ipigsr were
considered as the prime issue that would mostylikalpact on
poverty reduction agendas — one of the hottest |dpueent
issues being addressed by the global developmehtfiaancial
institutions. The poverty reduction agenda has adlye been
affected drastically, as far as the first two fastare concerned.

Meanwhile, new approaches have emerged in thenstarof
9/11, which see a positive linkage between povanty terrorism.
According to this view, terrorism breeds on theugrds of poverty.
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It was stressed at the UN Development Summit attBtosy in
March 2002, when Mike Moore, the Director GenefdlTO
described poverty as the greatest single threa¢dce, democracy,
human rights and environment’, even though theigaibijackers
of the 9/11 attacks were from privileged backgrain®ther
multilateral institutes like the IMF, World Bank énhe UN have
equally shared these views. The UN Secretary GeKefaAnnan
stated at the same conference, ‘we live in onedyeorbt two, No
one in this world can feel comfortable, or safejlegso many are
suffering and deprived:® President Bush reiterated the similar
view saying, ‘we fight poverty because hope is aswer to
terrorism’*

Currently, as regards important development in ISAgia,
the regional and international community’s focuisthe process
of rapprochement between Pakistan and India. Aftéeadlock of
more than ten months, and massive military deploys@long
India-Pakistan border, from December 2001 to Oct@®®2, the
tense situation was finally defused by December228@fier the
withdrawal of massive military deployments alonglilzPakistan
border. The process of rapprochement towards thealzation
of relations between India and Pakistan began inl 2003, when
former Indian Prime Minister Vajpayee during hisesph in
Srinagar extended the ‘*hand of friendship’ towdpd&istan. Since
then, moving cautiously, both India and Pakistagktsteps to
improve relations between the two countries, sighttaough the
appointment of High Commissioners; exchange of opess;
resumption of New Delhi-Lahore bus service (resunreduly
2003 after a break of one and half years); ceasafong the Line
of Control (LoC)-(declared by Pakistan in Novemb2003);
ceasefire along Actual Ground Position Line (AGRbL)Siachen
(declared by India in November 2003); and resunmptibair links
and over flights (in January 2004, before the TikeBAARC
Summit).

However, it was after the successful SAARC Sumraltihn
Islamabad in January 2004, including the informatetngs

13 Thelnternational Herald Tribune, May 8, 2002.

14 1bid., President Bush’'s Address at the UN Summit oraéimg for Development,
March, 2002.
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between the two Prime Ministers of Pakistan andaladd also the
meeting between Prime Minister Vajpayee and Praside
Musharraf, held on January 6, 2004, that both sig®ed to
resume the composite dialogue process. In the iatement,
issued at the end of the President Musharraf-Priviieister
Vajpayee meeting, both leaders emphasized thatstosstive
dialogue would promote progress towards the compotgactive
of peace, security and economic development forpeoples and
for future generations’.

With the change of government in India in May 208er the
Lok Sabha elections, there were concerns regatdimgontinuity
of the peace process between India and PakistaMayrii4, 2004,
while congratulating Ms. Sonia Gandhi, leader oh@ess (1), on
winning elections Mr. Boucher, US State Departrrsgakesman,
commented on the future prospects of the Indiad®aki peace
process and said that Washington would keep engimgyghe two
countries to settle their differences through djale. While talking
to reporters in Beijing, senior official of the @kse Foreign
Ministry, Liu Jianchao said * We hope both Pakistamd India
would maintain the momentum of improving their telas.’
Speaking at the Pakistan Institute of InternatioAdlairs in
Karachi, on May 13, 2004, the Ambassador and Heath®
European Commission in Pakistan, Mr. llka Usitakferring to
the dialogue process said, ‘We very much hope ttiatsurprise
results announced today after elections in Indialdaot derail
the process® Secretary of State, Colin Powell, in an interview
published on May 28, 2004, expressed the hope “that new
government in India would continue with framework meace
process between India and Pakistéht’was in this context that
during the initial days, after coming to power obr@ress (I)-led
government in India, there were concerns in Pakjstad at the
regional and international levels, regarding thaticwity of the
composite dialogue process between India and Rakistowever,
in view of Pakistan’s support for the continuatiointhe dialogue
process and also the international community’s eomand focus
on the dialogue process, that the Congress govermexpressed

15 TheHindu, May 27, 2004.
16 TheWashington Post, May 28, 2004.
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its willingness to carry forward the agreed dialegurocess. Mr.
Natwar Singh, during his first news conference ewN\Delhi, on
June 1, 2004, in an attempt to reverse his eanfiage said, “The
future of Indo-Pak relationship no longer lies imetpast. We
cannot forget the past but neither we can be peisohthe past®’
He also announced the new dates for the talks cteauCBMs
and the foreign secretary levels talks. Therefafter some
rescheduling of dates, which was understandablethasnew
government needed time, the Congress governmeiitextidhe
policy of continuing dialogue with Pakistan. Thesfiphase of the
composite dialogue process was completed in AuZGA.

There has been some progress as regards peoptejitep
contact and the level of diplomatic relations betwethe two
countries, such as decisions to liberalize visdifiaon both sides,
release of civilian prisoners, restoring of theesgth of High
Commissions in each country, and establishing olihe between
the Foreign Secretaries of the two countries. Rerfirst time, in
July 2004, group of Pakistani scouts visited Sranag participate
in the SAARC integration camp held in Gulmarge,rrfe@nagar.

Both sides have expressed support for continuiagithlogue
process, however, as regard the specific issuegebatIndia and
Pakistan, keeping in view their respective nationgrests, still
there is no substantial change in the official pass. Therefore,
progress in the case of issues such as, Jammu astui, and
Siachen, Wullar Barrage, Sir Creek, are preserdtysnbstantive,
though the dialogue process would and must contiHasvever,
the important point to note is that both sides haxpressed
satisfaction over the developments during the pitsise and their
resolve to continue the process as well. PakistBaieign Office
spokesman, Masood Khan, on August 12, 2004, said,d matter
of satisfaction that in accordance with the agrestedule between
the two countries all the eight agenda items haenlrovered in
the composite dialogué® On August 14, 2004, in a speech on the
eve of India’s Independence day, Indian Presidem.JA Abdul
Kalam, said, ‘1 note with satisfaction of our conting efforts

17 TheTimesof India, June 2, 2004.
18 Dawn, August 13, 2004.
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towards good neighbourly relations, particularlye teustained
progress of the peace process between India arist&tak’

Conclusion

Given the low level of mutual trust, serious eftedf the
ethnic and religious conflicts and the magnitude bofteral
disputes in South Asia, it may be unrealistic tdidve that any
substantial growth of regional cooperation is passin the near
future without easing political tensions. To theest that political
tensions remain unresolved, SAARC is likely to eigrece only a
stop-and-go pattern of growth in which limited pragic
cooperation on specific techno-economic issues beyossible
over a period of time. Like the post-1990s peribére appears to
be some realization among South Asian leadersthigafuture of
SAARC, like any other regional grouping, lies imcentrating on
economic cooperation in specific areas. The SAAR@dérs
renewed emphasis on increasing interregional ti@dSAARC
summit meetings and the recent ratifications toraeeSAFTA in
future are evidence of their growing willingness émhance
regional economic cooperation in South Asia. BuwvIsoon and to
what extent they are going to achieve success rsmanclear.
Political and security problems, vested politicalerests, hostile
public images and history, weak democratic ingthg and policy
making impede development of the SAARC. An integpat
sustainable regional cooperation may be evolvedoutiir
resolution of all outstanding issues in an amicabl@y and
democratisation of societies to establish strongd ayood
governance.

Pakistan’s strategic importance is undeniable, iartie current
US led War on Terrorism it has a critical role as exemplar of
moderate Islam. India has also to realize that SBARs remained
stunted for the last 20 years as an associatiee\an states. Member
countries other than Pakistan and India feel tHe&FSC is largely an
arena for the two contending Asian states and tbblgms of others
find small expression and lesser attention thevehSlespair should
not be there in the small countries of the SAARIia and Pakistan
are now nuclear-armed powers and hence a war ¢gdabior them

19 TheHindu, August 17, 2004.
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and the region as a whole. Even without the nuadliaension the
world now finds war abhorrent. Major states nowkseeonomic
power. The issue now is whether politics can beasgpd from
economics in South Asia and economic cooperatioabled to
flourish, keeping political disputes on the sidefinlt can be possible
but it will be too bumpy a ride and one will nevenow when
economics will become captive to political wrangl&sich stop-go
arrangement is not good for steady economic cotipaerdt is for
India and Pakistan to take the lead in that dioecand make other
members feel more at home in the SAARC forum. “lo8auth Asia
has no other option but to strive for regional cmagpion, mutual
peace and comprehensive security otherwise it wball to either
learn to swim together or be prepared to sink togeftor being a
nuclear flash-point®® “A country cannot change its neighbours” is a
high change in Indian regional policy marked by pégjee?* If India
and Pakistan accept this reality the future of SEARgion may
flourish.

20 Imtiaz Alam, “Foreign Policy in a Changing W%l The News, August, 26, 2003.
21  12th SAARC Summit, Islamabad, January 4-6, 2004



