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Foreword

Motivated by the need for a sustainable platform for the exchange of
knowledge, experiences and ideas among stakeholders to make the re-
gional integration process in South Asia deliver substantial results on
the ground, a group of think tanks in South Asia came together to orga-
nize the 1st South Asia Economic Summit (SAES) in 2008. Giving conti-
nuity to the forum, the 3rd SAES was held on 17-19 December 2010 in
Kathmandu. The core theme of the 3rd SAES was “Regional economic
integration, climate change and food security agenda for the Decade
2011-2020". It was organized by South Asia Watch on Trade, Economics
and Environment (SAWTEE) and South Asia Centre for Policy Studies
(SACEPS) in partnership with the Asian Development Bank, the Com-
monwealth Secretariat, Oxfam Novib, the United Nations Development
Programme and the United Nations Economic and Social Commission
for Asia and the Pacific, and in collaboration with Centre for Policy Dia-
logue, Dhaka; Institute of Policy Studies of Sri Lanka, Colombo; and Re-
search and Information System for Developing Countries, New Delhi.

The Summit covered a wide range of trade, socio-economic and cli-
mate change issues that are critical to enhancing and deepening region-
al cooperation in South Asia, including emerging economic outlook and
policy challenges for South Asian economies; enhancing merchandise
trade in South Asia; regional cooperation on climate change; services
trade liberalization in South Asia; trade and climate change issues for
South Asia; South Asian action plan on energy cooperation; food securi-
ty agenda for South Asia; integration issues for South Asian least-devel-
oped countries; trade facilitation and integration in South Asia; labour
migration issues for South Asia; and role of people’s representatives, the
private sector and other civil society actors and agencies in strengthen-
ing regional cooperation. It was participated by policymakers, represen-
tatives of governments, political parties, the business community, inter-
national and intergovernmental organizations, development partners,
civil society, academia and the media from all member countries of the
South Asian Association for Regional Cooperation (SAARC).

This book is an outcome of the papers presented and the delibera-
tions in the 3rd SAES. Due to various unforeseen glitches, the volume
could not be published soon after the Summit as scheduled. However,
we believe that the ideas generated in the Summit, which had the par-
ticipation of a cross-section of stakeholders, have much to inform the re-



gional integration process in South Asia. While readers may find some
of the facts and figures slightly dated because the articles were written
in late 2010 or early 2011 and may also note that some important de-
velopments in the region have overtaken some of the points made in
a few of them, we feel that the central ideas and arguments continue
to remain relevant. Hence we have come up with this publication for
wider dissemination of those ideas and arguments. Marking the silver
jubilee of SAARC, the 16th SAARC Summit held in Thimphu, Bhutan in
April 2010 saw leaders of the region acknowledging that progress had
been extremely slow in almost all areas of regional cooperation in the
25 years of the body’s existence. They pledged to make SAARC “truly
action oriented”. We hope that this volume will contribute towards that
end.

We would like to express our sincere gratitude to all the partners
for generously sponsoring the 3rd SAES. Thanks are also due to the col-
laborators for their continuous support. We would like to thank the in-
dividual authors and the editors for their contributions to the volume,
and to all the participants of the 3rd SAES for making it a success.

wa;-A-jF%‘-J;_j_.

Posh Raj Pandey, Ph.D.
Executive Chairman
SAWTEE
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Introduction

Saman Kelegama, Ratnakar Adhikari,
Puspa Sharma and Paras Kharel

The South Asian Association for Regional Cooperation (SAARC) has
completed 27 years of its existence. Two of the objectives behind the
establishment of SAARC are the acceleration of economic growth, so-
cial progress and cultural development in the region; and the promo-
tion of active cooperation and mutual assistance in the economic, social,
technical and scientific fields. The cooperation element was built-in to
facilitate economic growth, social progress and the like in the region. In
this context, a number of frameworks have been put in place by SAARC
to support economic growth in individual countries via strengthening
economic integration in the region.

The signing of the SAARC Preferential Trading Arrangement (SAP-
TA) in 1993 was a major first step forward in the direction of economic
integration in South Asia. The realization of the need to move to higher
levels of economic cooperation resulted in the signing of a Framework
Agreement on South Asian Free Trade Area (SAFTA) in 2004, which
became operational in 2006. At the 16th SAARC Summit held in Thim-
phu in April 2010, SAARC leaders signed the SAARC Agreement on
Trade in Services (SATIS). The negotiation on regional services trade
liberalization, based on the Agreement, has already commenced and
very soon the “offer” and “request” list of all South Asian countries will
be known to stakeholders.
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Introduction

Although frameworks are in place to facilitate economic integration
in the region, the results achieved in SAARC are far from satisfactory.
For instance, intra-regional merchandise trade, which is one of the most
important indicators of the depth of regional economic cooperation,
still hovers at around 5 percent of the total merchandise trade of South
Asian countries. The liberalization of trade in services has been on the
SAARC agenda since 2005, but progress on this is very slow.

Regional economic integration has, therefore, remained a challenge
in South Asia compared to many other regional groupings. Numerous
studies have attempted to highlight the reasons for the slow movement
of economic integration, but new issues keep emerging and have fur-
ther complicated the process. Of late, climate change has emerged as a
serious threat to all countries of South Asia and it is going to add to the
already precarious conditions of people, mostly the poor and vulner-
able, living in the region for a number of reasons. It is going to have se-
vere implications for the region’s biodiversity on which mostly the poor
and women depend for their survival. It is also going to adversely affect
other areas of the economies. It has been predicted that climate change
is going to worsen agriculture production and productivity in South
Asia in such proportions that the region is going to face the greatest
yield decline in almost all crops, thereby aggravating food insecurity.

These issues have a direct bearing on the livelihoods of a vast major-
ity of people, mostly the poor and vulnerable farmers who constitute a
majority of the region’s population. Consequently, they could retard the
minimal progress achieved in poverty reduction in the region. Such is-
sues have to be taken into consideration when formulating the econom-
ic integration agenda for South Asia. Moreover, it is pertinent to have a
new and fresh look at the challenges of regional economic integration in
the South Asia region. This book attempts to highlight the challenges for
regional economic integration in South Asia by examining the current
shortcomings and future challenges.

The book is divided into six parts. Part 1 (Chapter 2) highlights the
problems and opportunities of regional economic integration. Part 2
(Chapters 3-5) focuses on the impediments to goods and services lib-
eralization while Part 3 (Chapters 6-8) examines the issues with regard
to regional connectivity and trade facilitation. Part 4 (Chapters 9-10)
analyses the financial inflows to South Asia in the form of remittances at
a time of global turbulence and finances required for more effective in-
tegration of least-developed country (LDC) members of SAARC into the
regional economic cooperation framework. Part 5 (Chapters 11-12) then
discusses the role of the civil society and the private sector in expediting
regional economic integration, and finally, Part 6 (Chapters 13-14) ex-
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amines environmental goods and challenges related to climate change
in the region.

In Chapter 2, titled “Changing face: The trials and fortunes of re-
gional cooperation in South Asia”, Saman Kelegama provides an assess-
ment of the performance of SAARC and its efforts to promote regional
cooperation in South Asia. By initially identifying how SAARC has
not lived up to its expectations thus far, the author sets the tone for the
chapter as he proceeds to identify how a potential still remains for the
member states of the region to use regional initiatives under the pur-
view of SAARC to their advantage and, accordingly, overcome their in-
dividual deficiencies that deter the achievement of their developmental
goals. The author notes, however, that such a reality is conditional upon
the ability or willingness of policy makers to recognize the obstacles that
have hampered their efforts in the past, and learn from such mistakes
to provide the necessary impetus that has thus far been lacking within
the efforts of SAARC.

After recognizing the benefits of regional integration that are yet to
be enjoyed within the South Asia region, the author proceeds to iden-
tify the obstacles that have hindered SAARC from achieving the desired
transformation aspired within the Group of Eminent Persons (GEP) re-
port. While an array of obstacles has been identified, each of which has
hindered the efforts to achieve the desired level of regional cooperation,
they can be collectively categorized as arising due to three overarching
set-backs. First, there are obstacles that have arisen due to the geopoliti-
cal tensions present in the region, which has meant that there has been
a lack of political commitment towards regional objectives. Second, ob-
stacles have arisen due to the lack of domestic infrastructure within the
region necessary to stimulate and support intra-regional trade flows.
The third set-back is the lack of adequate channels being institutional-
ized to engage stakeholders (regional business and academic communi-
ties) other than government, within the decision-making processes of
SAARC. SAARC processes tend to suffer from only being informed by
the voices and positions of national governments, which themselves op-
erate based on their own agenda.

The author notes that this is easier said than done and that the mag-
nitude of reform required could initially benefit from an acceptance of
the environment which it faces and the need, therefore, to adapt to the
prevailing reality. He further argues that if such an acceptance can be
achieved, the capacity of SAARC to fulfil its aspirations outlined in the
GEP report is strengthened due to the evolving nature of the region,
which is reflected foremost in the change in attitude of India towards
regional cooperation, due largely to its fear of China’s increasing pres-
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ence within the region. Although an array of opportunities (such as
spill-over effects generated from India becoming a services hub) exists
to revitalize the regional cooperation movement, the author notes that it
is essential for the region to incorporate commitments that its member
states can satisfy and accommodate.

Chapter 3 is on “Pruning India’s sensitive list under SAFTA”, by
Nisha Taneja, Saon Ray, Neetika Kaushal and Devjit Roy Chowdhury.
The inability of SAFTA and its predecessor to enhance the levels of in-
tra-regional trade in South Asia is a predicament that has continually
challenged the efforts of regional policy makers. When one assesses the
root cause of this problem, a contributing factor that has been noted is
the effect of the sensitive lists maintained by the member states, and
how they act as a stumbling block to intra-regional trade.

Although there is a rationale behind the need to use sensitive lists in
a preferential or free trade agreement, the reality is that the manner in
selecting the items that are included in these lists by countries such as In-
dia has undermined the capacity of the trading arrangement to achieve
its purported effectiveness. In accordance with the overarching purpose
of sensitive lists and the asymmetric responsibility to liberalize imports
that is expected of a dominant economy within a region, the chapter
argues for the need to prune the size of India’s sensitive lists to a level
that reflects strictly the inclusion of items that are justifiable on grounds
of food security, revenue purposes and infant industry protection.

To support this argument, the chapter presents and applies a five-
step policy tool based on a revealed comparative advantage approach
to illustrate how the items included in India’s sensitive lists under the
India-Sri Lanka Free Trade Agreement for Sri Lanka and SAFTA for
Bangladesh and Pakistan can be limited to items in which India is not
competitive as well as items that are crucial for food security and rev-
enue purposes. Interestingly, the findings from the application of this
policy tool to India’s sensitive lists for Sri Lanka, Bangladesh and Paki-
stan indicate a drastic reduction in the number of items, and hence the
possibility to undertake an asymmetric responsibility by India in liber-
alizing imports. (The editors note that at the 17th SAARC Summit in the
Maldives, India reduced its sensitive list for all SAARC LDCs, retaining
only 25 items).

In Chapter 4, titled “Non-tariff barriers in South Asia: Nature, impli-
cations and measures to address the challenges”, Mustafizur Rahman
argues that the sustained application of an excessive level of non-tariff
barriers (NTBs) by the member states of SAFTA remains as a key factor
contributing to the inability of the regional trade agreement to boost
intra-regional trade in South Asia. While an array of arguments ex-
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ists to support the necessity of NTBs under environmental, health and
safety grounds, the adoption of such measures on a discretionary basis
by countries within the region has become a common occurrence and,
therefore, a pitfall that impedes the ability to achieve trade expansion
for participating member states through SAFTA. By highlighting the
findings from a survey of NTBs reported by SAARC member states to
the Committee of Experts, the author reports that the NTBs most im-
posed in trade among SAARC countries relate to sanitary and phyto-
sanitary measures and technical barriers to trade, quotas, anti-dumping
measures, licence requirements, countervailing duties, documentation
procedures and SAFTA certification.

In addition to such NTBs, factors such as the lack of physical, in-
dustrial and communication infrastructures are also found to create ad-
ditional NTBs that restrict trade, as these factors are found to have a
negative effect on market access and trade flows. By encompassing the
experiences of other similar regional arrangements in dealing with such
NTBs, the author notes that the region can learn from such experiences
and thereby effectively resolve the current NTB-related issues, which
are undermining the objectives of SAFTA. To this end, he concludes
by suggesting a broad range of policy and institutional initiatives that
fall under the purview of trade facilitating measures which must be un-
dertaken at the regional level, if the excessive application of NTBs by
member countries is to be overcome.

In Chapter 5, “Services trade in South Asia: Contours of liberaliza-
tion and modalities in SAFTA”, Rajan Sudesh Ratna begins by provid-
ing an illustrative account of the liberalization experience related to
trade in services, currently planned in South Asia under the purview
of SAARC. The author then highlights the importance of the sector to
the region, although he recognizes that the goal of achieving greater re-
gional prosperity and development through deeper regional integration
is dependent upon the ability of the member states to make a concerted
effort to liberalize trade in services. Although a cautionary note is also
provided regarding the necessary prerequisites and modalities through
which the liberalization of trade in services can be effectively achieved,
the author proceeds to acknowledge and praise the current efforts in the
region that have led to the signing of SATIS by SAARC member states.
The regional approach to liberalizing trade in services has furthermore
been considered a viable alternative to the multilateral approach as it
allows member states to minimize the risks that could arise under the
multilateral approach.

This being said, there are numerous unique challenges in the region
which have to be managed if SATIS is to effectively deliver the liberal-
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ization of trade in services and facilitate the overall vision of building a
South Asian community. In this regard, the findings of some key studies
conducted on the topic of liberalizing intra-regional trade in services
illustrate how these challenges could be alleviated if policy makers are
willing to adhere to such recommendations, as those findings illustrate
the scope that exists within the region to facilitate trade creation via
deeper regional integration.

Chapter 6 is on “ Air services liberalization in South Asia” by Anush-
ka Wijesinha. After establishing the dynamic nature of the relationship
between air connectivity and regional economic integration, the author
shows the need to address the lack of air connectivity within the region
by identifying factors that are inhibiting air connectivity in South Asia.
Accordingly, he suggests policy measures that could lead to greater air
connectivity, which simultaneously also facilitates greater economic in-
tegration in the region.

After identifying the positive gains that are achievable for the wider
economy through the liberalization of the air services sector, the author
initiates his analysis of the factors that currently inhibit air connectiv-
ity in the region. In so doing, he recognizes the limitations that arise
through Air Services Agreements (ASAs) themselves, which are imple-
mented to provide the regulatory framework for the sector globally.
The author notes that South Asian ASAs in particular are even more
restrictive than average ASAs that operate globally, which themselves
are known to be relatively restrictive.

The author then proceeds to identify a further set of factors inhib-
iting air connectivity in the region that extend beyond the hampering
effect of the pertinent ASAs in the region. A primary factor that the
author deduces from his consultations with industry stakeholders is
how a lack of commercial viability to increase air connectivity within
the region due to low level of demand for flights, except for the case
of India, affects trade in air services. A host of technical factors such
as code sharing issues, operational costs, visa bottlenecks, geographic
issues and route-specific issues has further been identified as contribut-
ing towards the current low level of intra-regional air connectivity. To
mitigate the specific challenge posed by code-sharing restrictions, the
liberalization of restrictions on code sharing in ASAs has been identified
as a viable policy option. This would allow the region to overcome the
current impediment caused by the reluctance of certain national airlines
(Sri Lankan Airlines) to enter into arrangements with other national air-
lines (Biman Bangladesh Airlines and Nepal Airlines) for certain routes
on the grounds that their quality and safety records are not up to the
mark.
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According to the author, the achievement of air connectivity through
the liberalization of the sector will be met with a set of supplementary
challenges (the entry of low-cost carriers, infrastructural inadequacies
and undue political interference in the processes) that are likely to mani-
fest as more progress is achieved. In light of such challenges, he advo-
cates the need to stay on track and not be deterred by such develop-
ments as he emphasizes how the liberalization of air services can spur a
virtuous cycle of increased dynamism that can facilitate the attainment
of overarching regional goals which encompass national interests as
well. In recognition of the lack of experience within the region, he pro-
vides a word of advice by stipulating how the region can learn from the
phased manner in which air services liberalization has been achieved in
other regional arrangements such as the Association of Southeast Asian
Nations (ASEAN) and the European Union (EU).

In Chapter 7, titled “Improving transport connectivity in South
Asia”, M. Rahmatullah suggests that the fragmented nature of the trans-
port network (system) and the high logistical costs in South Asia (13
percent to 14 percent of the commodity value) compared to that in the
United States (8 percent of the commodity value) are significant draw-
backs that have impinged upon other advancements made to increase
intra-regional trade. Thus, improving intra-regional trade flows will
be dependent on improving overland transport connectivity among
SAARC countries. The chapter calls for the need to prioritize projects
that target transport connectivity shortcomings within the region to fa-
cilitate trade and investment.

In respect of the steps taken to ensure transport connectivity in the
region, the chapter recognizes the two regional projects initiated by
the United Nations Economic and Social Commission for Asia and the
Pacific—the Asian Highway (AH) and the Trans Asian Railway (TAR)
—as pioneering efforts in the region. The contributions made by the
SAARC Regional Multi-modal Transport Study (SRMTS) and the Joint
Communiqué between Bangladesh and India, in particular, are identi-
fied as fundamental steps that have been taken in the right direction
to achieve a long-lasting cooperation in transport connectivity in the
northeastern sub-region of South Asia.

The author takes the transport fragmentation in Northeast India as
a case study to illustrate his arguments and proposes the policy frame-
work required to improve connectivity. He shows that the necessary
steps that need to be undertaken for the key agreements in the Joint
Communiqué to materialize indicate how transport connectivity within
the region is a multi-faceted phenomenon. It not only requires a collec-
tive (regional) mindset but also supporting measures such as transit
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agreements to ensure that additional human made trade costs do not
arise.

The author categorizes the benefits of cooperation to achieve trans-
port connectivity under i) benefits accrued to users (e.g., transport ef-
ficiency in terms of time and costs, productivity gains, dynamic benefits
such as employment creation and poverty reduction); and ii) benefits
accrued to transit facility providers (e.g., transport charges, port charg-
es, border crossing charges, toll charges, transit fee earnings). These
benefits provide the necessary incentives for national governments
within the region to honour their commitments, prioritize projects and
take necessary actions to address the outstanding problems. The author
concludes by highlighting how the natural resources sector in Northeast
India could be tapped into, thereby leading to trade creation.

Chapter 8 is on “Role of government regulations in trade facilitation:
Case of Nepal”, by Pushpa Raj Rajkarnikar. The author initially postu-
lates the importance of trade facilitation within the overall processes of
trade reform by depicting how trade facilitation enhances trade com-
petitiveness through the reduction of transaction costs that are incurred
in international trade transactions. Referring to transaction costs, the au-
thor notes that such costs, which can be classified as direct (administra-
tive, transportation, communication) and indirect (opportunity costs),
arise within international trading procedures and act as a debilitating
factor on the ability to perform international trading activities effective-
ly and efficiently. To understand where these transaction costs arise, the
author incorporates the International Trade Transaction Model devel-
oped by the United Nations Centre for Trade Facilitation and Electronic
Business to illustrate the various procedures that are recognized as con-
stituting an international trade transaction. In this regard, the author
recognizes that government regulations have an ability of influencing
either positively or negatively i) commercial procedures; ii) transport
procedures; iii) regulatory procedures; and iv) finance procedures.

Therefore, the goals of trade facilitation are innately related to the
act of reducing the inhibiting effects that are created by the direct and
indirect costs. These costs exist within the varying procedures that col-
lectively constitute an international trade transaction. What the author
postulates, therefore, is that an array of government regulations can be
found to influence those procedures. These regulations generate undue
trading costs which hinder the potential ability of enhancing trading
levels if they are not properly implemented to stimulate the free trade
agenda. These areas of government regulations can be listed as i) trade
control regulation; ii) customs regulation; iii) technical regulation; iv)
product-specific regulation; and v) sectoral regulation. By undertaking
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a case study of Nepal, the author illustrates the shortcomings that exist
in the current efforts made by the Government of Nepal.

Although the policy initiatives undertaken (such as customs reform,
transport connectivity reforms, use of information and communication
technology to facilitate knowledge dissemination for all stakeholders
involved in trading activities) by the Government of Nepal to improve
the state of trade facilitation within the country correspond with the
recommendations noted in the chapter, the tangible gains achieved in
this regard have been negligible, if not non-existent. This predicament is
explained by the negligible improvement in the days to export and im-
port, and limited improvement in the cost of export and import, despite
the measures having been “supposedly” implemented.

In Chapter 9, titled “The financial crisis in the Gulf and its impact
on South Asian migration and remittances”, S. Irudaya Rajan and D.
Narayana begin by postulating what a number of large-scale migration
surveys conducted after the global financial crisis of 2008 had antici-
pated. There was fear of a large-scale retrenchment of expatriate labour-
ers originating from South Asia in the Gulf region and a significant loss
of inward remittances to South Asia. To consider the validity of such
claims, the authors investigate three main areas of interest which can
be summarized as: i) how has the crisis affected the demand for South
Asian migrant workers in the Gulf countries?; ii) what strategies did
the emigrants adopt to cope with their situation at their place of work
(country of destination) and what is the likely impact of the crisis on
the home country in terms of decline in remittances, if any?; and iii)
did countries in South Asia see large-scale return emigration and find
a decline in the outflow of emigrant labour to Gulf countries as well as
inward remittances from them?

Using the findings of two surveys, the authors come out with a con-
trary conclusion as the overall loss of jobs for South Asian emigrants
owing to the crisis is estimated at less than 5 percent. Therefore, a sig-
nificant reduction in the demand for South Asian migrant workers ow-
ing to the crisis is not established. A segment of the emigrant workforce
from South Asia who did lose their jobs, however, chose to remain in the
Gulf countries and find further employment opportunities, may be even
at a lower wage rate. Hence, the fact that they would accept any job at
a lower wage and send home some remittance to repay their loans was
a contingency strategy that they adopted to manage the implications of
the crisis. The fact that 178,000 South Asian emigrants decided to remain
in the Gulf out of the total 264,000 South Asian emigrants who lost their
jobs indicates that South Asian countries did not experience large-scale
return emigration. As a matter of fact, approximately 9.5 million South
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Asian emigrants continued to reside in the Gulf region even after the
2008 crisis.

The authors, however, observe that there were other factors at play
which prevented remittances to South Asia from declining. They are: i)
the debts incurred in the migration process obliged them to stay; ii) the
anticipated large-scale return emigration did not happen; iii) the initial
drop in the outflow of emigrants did not significantly impact the stock
of South Asian emigrants in the Gulf; iv) the appreciation of the US dol-
lar vis-a-vis South Asian currencies; v) the continuous rise in oil prices
generating more income in the Gulf; and vi) the reverse migration of the
crisis-led return emigrants back to the Gulf.

Chapter 10 is on “LDC Integration Fund in South Asia” by Ratna-
kar Adhikari. When commenting on the performance of SAFTA, the
regional economic cooperation arrangement (RECA) of South Asia,
numerous academics tend to focus on the ineffectiveness of the RECA
by illustrating how the arrangement has failed to boost intra-regional
trade since its inception. If one considers this as a surface-level problem,
the analysis undertaken by Adhikari in this chapter can be considered
as dwelling on the root causes of the problem. He recognizes how the
overarching problem lies in the inability of the RECA to facilitate an
equitable benefit-sharing arrangement, as LDCs are finding themselves
and their trading interests marginalized within the regional context. Al-
though the author does give recognition to the fact that there could be
natural asymmetries in the benefits attainable for member states of any
RECA, he argues that without taking measures to ensure that benefits
can be equitably shared by all the participating member states, the sus-
tainability of the RECA cannot be ensured.

The author shows how South Asian LDCs are excessively dependent
on regional trade in terms of both exports and imports. The problem is
primarily occurring due to their export interests being marginalized at
the regional level. He notes that this is a problem of severe magnitude as
the increasing dependence of LDCs on regional trade for their imports
is causing their trade deficits to widen vis-a-vis their regional trading
partners as they are unable to increase their exports to the region. By
recognizing the existence of a sense of asymmetry in the distribution of
benefits between the LDCs and developing countries of the region, he
argues that there is need for regional policy makers to take measures to
correct this asymmetry. This would help the LDCs of the region to real-
ize their development potential and thereby also determine the sustain-
ability of SAFTA in future.

The author highlights how other more successful RECAs such as the
EU, the Southern Cone Common Market (Mercosur) and the ASEAN
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Free Trade Area have been guided by the philosophical underpinning
of “regional public good.” This concept views regional economic co-
operation as a regional public good and thereby ensures that the ben-
efits accrued are shared more or less equitably by all the participating
members. In this context, the author calls for the rebirth of the proposal
developed by the Coalition for Action on South Asian Cooperation that
had made a plea for the “creation of a reasonably large sized fund”
for the development of LDCs’ infrastructure, human resources, export
production and diversification of export capacity, and calls upon South
Asian policy makers to create an LDC Integration Fund. That would
help SAARC LDCs enhance their capacity to better integrate themselves
into the regional trade mainstream.

In Chapter 11, “Roles of peoples’ representatives and non-state ac-
tors in strengthening regional cooperation”, Nihal Rodrigo argues that
the current inability to overcome the diminishing returns of the regional
integration efforts under the purview of SAARC is linked to the under-
lying lack of commitment to the regional agenda and the absence of ini-
tiatives at the domestic level to achieve regional objectives. The author
goes on to state that the ability of the region to achieve its desired goals
in the future is, therefore, dependent on the degree to which the region-
al initiatives undertaken can effectively secure the constructive engage-
ment of the people in the region. This consequently also ensures a great-
er level of commitment being achieved towards the regional objectives
themselves. In this regard, the author underscores the need for regional
cooperation efforts to take into consideration the multiple interests and
perspectives of various stakeholders — corporate sector representatives,
professional organizations, academic groups and civil societies — that
can benefit from or are affected by the regional initiatives.

The author, however, recognizes that the importance of this notion
is beginning to surface within the deliberations that take place under the
officially recognized bodies of SAARC. The draft Charter of Democracy,
for example, that is awaiting adoption/ratification, is considered a sig-
nal of how there is an increasing acceptance of the value of facilitating
broad-based participation of the people in the governance processes.
Regional economic cooperation initiatives are found to receive a greater
level of commitment at the domestic level due to the sense of owner-
ship and responsibility that arises from increased involvement of local
stakeholders in the regional processes. Similarly, the engagement of all
peoples is found to mitigate the various other debilitating effects on re-
gional cooperation.

With hindsight, the author’s argument or prescription is certainly
supportable as the greater engagement of the people being secured
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within the regional processes could have meant, for example, the miti-
gation of numerous deadlocks that prevent the attainment of regional
cooperation in a more efficient and effective manner. One such point of
reference would be the prolonging of the implementation of SAFTA,
which was significantly influenced by the breakdown of political rela-
tions between the two major economies of the region—India and Paki-
stan. This being said, the importance of his findings as a policy prescrip-
tion cannot be understated as the regional cooperation process in South
Asia stands to derive significant benefits from the suggested greater
engagement of people.

Chapter 12 is on “Private sector in South Asia: Stumbling blocks or
building blocks to regional integration?” by Anura Ekanayake. Even
though the importance of increasing intra-regional trade through re-
gional economic integration has become increasingly apparent over
the years, efforts that have been made to achieve such an outcome in
the region have continuously been marred by a range of factors. These
include such issues as tariff barriers, NTBs, high trade costs and geo-
political tensions which work against the agenda of regional economic
integration. To understand why policy makers are unable to overcome
such factors even when a vast body of evidence exists in support of
the potential gains that are achievable through trade liberalization, the
author questions if the problems arise due to the role played by the pri-
vate sector and their influence on the negotiating positions of national
governments in trade policy negotiations.

The author initiates his analysis by noting how trade liberalization,
through regional economic integration, entails a set of costs to certain
sectors of the economy as liberalization proceeds to restructure and
alter the dynamics of markets (creating winners and losers). The lack
of protection and increased competition tends to flush out uncompeti-
tive firms within certain sectors. He notes that the resistance to trade
liberalization, particularly from import-competing sectors, is a natural
phenomenon that arises as the parties that stand to lose from trade liber-
alization are likely to invest more heavily in lobbying efforts as a means
of preserving their interests. This being said, the author notes that it
would be a misconception to consider the role of the private sector as
being limited to only voicing the concerns of parties that stand to lose
from trade liberalization.

In this regard, he recognizes the importance of firms that stand to
gain from liberalization mobilizing to counterbalance the conservative
pressures of import-competing industries. Such an initiative would help
in communicating to the wider economy the benefits that are attainable
for the overall economy in the long run which may not be as visible
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in the short run when compared to the costs that arise through trade
liberalization.

Accordingly, he postulates that the actions/behaviour of the private
sector in South Asia embody stumbling blocks if they hinder the promo-
tion of regionalism, and building blocks if they facilitate such efforts. He
cites the signing of the Indo-Lanka Comprehensive Economic Partner-
ship Agreement being prevented due to the protests by some sections of
the business community. The author indicates that the current actions/
behaviour of the Sri Lankan private sector can be perceived as hin-
dering the achievement of greater regional economic integration and,
therefore, constituting a stumbling block. The arguments presented by
this sector, according to the author, have been based on a high degree
of misinformation, misinterpretation and baseless speculation. He con-
cludes, however, by identifying how trade chambers can play a role in
making the private sector a building block instead of a stumbling block
to regional economic integration efforts. In this regard, the author notes
that it is necessary for trade chambers to take a national interest-based
position but also try to mitigate any adverse effects on or adjustment
costs of specific sectors or firms.

In Chapter 13, titled “Trade and climate change: South Asian agenda
at the UNFCCC and the WTO”, Nitya Nanda begins by outlining the
severity of climate change and its implications for the prevailing social,
economic and environmental conditions across all regions of the world
as debated among academics and policy makers alike. The author then
goes on to discuss the context of South Asia where the ramifications of
climate change have been further heightened due to the dependence of
local communities on climate-sensitive sectors such as agriculture and
fisheries for their livelihoods. The centrality of such sectors to the export
baskets of South Asian countries makes it urgent to take measures to
overcome the impacts of climate change, not least because the region’s
macroeconomic and trade performance are clearly dependent upon its
ability to sustain growth of such sectors.

Although there is a clear convergence of opinion between developed
and developing countries on the need to respond to the global prob-
lem, achieving an agreement on the nature of the required approach to
combat climate change at the multilateral level has surprisingly proven
cumbersome. By illustrating the contrasting positions of developed and
developing countries at the United Nations Framework Convention on
Climate Change and the World Trade Organization (WTO), the author
stresses the need for both groups of countries to understand each other’s
underlying interests and accompanying expectations, if progress is to be
achieved at the multilateral level. The author supports this argument by
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illustrating how the relative importance of climate change mitigation
and adaptation varies across the two groups. Accordingly, any measure
that is adopted to address climate change mitigation per se would fail in
achieving commitments from developing countries as it fails to address
their developmental interests which are represented by way of climate
change adaptation considerations.

Chapter 14 is on “WTO negotiations on environmental goods and
services: South Asia’s interests” by Fahmida Khatun. The importance of
the topic to South Asia is highlighted by the numerous issues faced by
the region as well as the fact that a large proportion of the communities
in the region depend on the prevailing conditions of the environment
for their livelihoods.

The inadequacy of the efforts made to address such concerns has,
however, meant that there is continuous pressure exerted at the level
of the multilateral trading regime to provide further leeway for envi-
ronmental considerations. This is evidenced within the ongoing Doha
Round of trade talks. Paragraph 31(iii) of the Doha Ministerial Declara-
tion specifically asserts the need to conduct negotiations on “reduction
or, as appropriate, elimination of tariff and non-tariff barriers to envi-
ronmental goods and services”.

For South Asian policy makers, their ability to continuously reap
the benefits of trade liberalization and thereby increase trade volumes
would be dependent on the extent to which the Doha Round encom-
passes their trading interests associated with the liberalization of the
environmental goods and services (EGS) sector. The author recognizes
that it is important for South Asia to examine the implications of the ne-
gotiations currently at the WTO as they must ensure that the outcomes
of the Doha Development Round facilitate the addressing of both their
trading and environmental concerns. Accordingly, the chapter attempts
to bring to attention some of the specific issues that arise with respect
to negotiations on EGS in South Asia and how they may be resolved by
making recommendations for negotiating positions.

The author recognizes that the specific issues which arise for South
Asia due to the liberalization of trade in environmental services (ES)
relate to how there could be detrimental side-effects on regional ob-
jectives, such as the elimination of poverty and facilitation of human
development. If policy makers are able to negate all these potentially
detrimental issues that may arise due to the liberalization of trade in ES,
the author supports the need for the continued involvement of South
Asian policy makers in multilateral trade negotiations. This is due to
the fact that liberalization of trade in ES at the multilateral level pro-
vides the countries in the region the potential to export, for example,
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the expertise that they have accumulated regarding the management
of environment-related natural disasters. These include environment-
related professional services in the form of studies, assessments and
consultancies.
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Changing face: The trials
and fortunes of regional
cooperation in South Asia

Saman Kelegama

1. Introduction

The proliferation over the last few decades of organizations to promote
regional cooperation reflects a global society which is acutely aware of,
and has come to embrace, its growing interconnectedness. The formal
establishment of the South Asian Association for Regional Cooperation
(SAARC) in 1985 represents one instance of this. As set out in the orga-
nization’s charter, the primary objective of SAARC is to utilize coopera-
tion among its member states as a springboard for achieving cohesive
development in the economic, cultural and socio-political lives of their
citizens. Nevertheless, despite enormous potential for facilitating such
development in a region populated by over 40 percent of the world’s
poor, SAARC's effectiveness has been limited and its successes far too
few. In acknowledgement of such failings, a Group of Eminent Persons
(GEP) Report was commissioned by the organization for consideration
at its 1998 summit in Colombo. The Report points to SAARC’s inad-
equate role in fostering regional cooperation, and then goes on to ar-
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ticulate a vision of change, detailing the steps that must be taken in or-
der to transform the organization into the fulcrum of a truly integrated
and self-sustaining regional society. This article considers the obstacles,
which, until now, have hindered SAARC from achieving such a trans-
formation. It then discusses a number of new opportunities, which, if
appropriately exploited, could provide a means for SAARC to close the
gap between the GEP vision of an effective and productive organization
for regional cooperation, and its far less desirable reality.

2. The case for regional integration

Despite persistently high levels of poverty, the South Asia region has
enjoyed steady economic growth in recent years, notably spurred by a
robust Indian economy. A gradual movement away from primary prod-
uct dependence to a concentration on manufacturing and services has
enabled these states to reposition themselves favourably in the arena
of international trade (Muni 2010, 42). As an indicator, the share of ag-
riculture in South Asian gross domestic product (GDP) fell from ap-
proximately 40 percent in the 1970s to under 20 percent in 2006 (RIS
2008, 18). Nevertheless, these economies’ success in this regard has been
somewhat constrained by such factors as lack of infrastructure, insuf-
ficient investment in private enterprise and skill shortages in the labour
force. Regional cooperation is, ideally, a means of overcoming such ob-
stacles to growth. Accordingly, various intra-regional infrastructure de-
velopment projects, the establishment of a Common Investment Area,
and the sharing of resources at many levels have all been proposed at
SAARC summits and meetings over the years. In the context of trade,
increased regionalism would allow these economies to improve their
competitiveness, increase the export of services and add value to tradi-
tional exports. Particularly at the current juncture, in the aftermath of a
global recession that has profoundly impacted many developed econo-
mies which are the customary recipients of a large proportion of South
Asian exports, cooperation and trade within the region seem increas-
ingly important. Given that South Asia is inhabited by approximately 24
percent of the global population, the potential benefits to be reaped are
extensive and thus, the burden of responsibility to be borne by SAARC
is immense.

This is, in fact, the very conclusion arrived at by the GEP in its semi-
nal Report on SAARC. The Report, aptly titled SAARC Vision Beyond
the Year 2000, “attempts to define a long-range vision for SAARC...
including a SAARC agenda for 2000 and beyond” (GEP 1999, 23). In
the context of trade, the Report calls for the implementation of a South
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Asian Free Trade Area (SAFTA)', the elimination of tariff barriers over
an eight-year period, and the removal of all non-tariff barriers (NTBs)
to trade. Inspired by the successes of the European Union (EU), the GEP
Report further recommends the creation of a similarly integrated South
Asian Economic Union (SAEU) by 2020, preceded by the establishment
of a Customs Union by 2015. The Report advises the adoption of the fol-
lowing measures as first steps towards the achievement of the SAEU: i)
the creation of a Single Market for South Asia, involving an integration
of transportation, energy, telecommunications and other services; and
ii) the espousal of a common competition policy for all states in the re-
gion. Nevertheless, given prevailing geopolitical tensions in the region,
as well as the fact that the establishment of SAFTA was already well
behind schedule, the achievement of these goals by the specified dead-
lines seems difficult. The ideas of a Common Investment Area, a South
Asian Development Bank (SADB), a reshaping of SAARC's institutional
structure and the signing of a Social Charter also feature in the Report,
among other recommendations for regional cooperation in terms of in-
frastructure, trade in goods and services, investment and finance, and
macroeconomic policy.

The bulk of such recommendations have not, however, come to frui-
tion. Indeed, despite its influence, the GEP Report in its entirety has not
been fully endorsed by SAARC (Behera 2009, 37). Many of the ideas
contained in the Report have been the subject of discussions at subse-
quent SAARC summits (examples are the notion of a common currency
for South Asia and a “Schengen”-style visa for the region), and research
committees have been appointed to consider the viability of some of
these options (such as the establishment of the SADB and the creation
of a common stock exchange), but few have grown beyond these early
stages. In fact, SAARC's persistent inability to convert ideas into sub-
stantive action has long been a point of censure for critics of the orga-
nization.? The reasons for such a failing are both geopolitical and struc-
tural in nature, and will be discussed later in this article. First, however,
let us consider the scope of its achievements to date.

3. SAARC successes

It must be noted that while SAARC’s practical successes have been few,
several are worthy of acknowledgement. The commissioning of the
GEP Report is certainly one of them. The formation of a Network of
Researchers on Global Financial and Economic Issues to aid SAARC in
dealing with macroeconomic concerns is another notable development.
Arguably, the most significant of the organization’s achievements to
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date is the establishment of SAFTA in 2006, although after many de-
lays. The SAFTA Agreement calls for goods trade liberalization in the
region through the reduction of trade barriers. It envisions the removal
of all regional tariffs by 2016 by South Asia’s least-developed countries
(LDCs) — Afghanistan, Bangladesh, Bhutan, the Maldives® and Nepal —
and three years earlier by developing countries of the region. Such an
agreement is clearly an important step in the direction of fostering re-
gional trade opportunities. The foregone benefits from regional trade
in the absence of an agreement of this nature are considerable: in 2006,
potential intra-regional trade was estimated to be approximately US$40
billion, compared to actual trade of US$10.5 billion (RIS 2008, 63). As
previously noted, such potential gains are of particular significance in
the current global economic climate. Nevertheless, such regional trade
agreements are desirable not only as a means of encouraging intra-re-
gional trade flows but also in enabling states to reorganize their econo-
mies in a manner that derives the maximum possible advantage from
specialization and economies of scale, following the example of the EU
(RIS 2008, 59-60).

A large proportion of this array of potential benefits remains to be
enjoyed, however, due to a number of factors which have inhibited
SAFTA'’s efficacy. To begin with, the lengthy administrative delays in-
volved in setting up the agreement mean that SAFTA is significantly
behind schedule in its activities. The GEP Report advised that SAFTA
be created in 2000, with all of its primary objectives to be completed by
2010. The current projected timeline lags substantially behind this. Sec-
ondly, member countries maintain lengthy sensitive lists for regional
trade —a state of affairs which the agreement fails to preclude. A 2006
study shows, for instance, that 42 percent of Sri Lankan and 58.5 per-
cent of Indian exports to SAARC countries feature on sensitive lists, a
fact which severely debilitates the practical workings of the agreement
(Weerakoon and Thennakoon 2006). In fact, the existence of parallel
trade agreements which offer more favourable trade terms —such as the
free trade agreement (FTA) between India and Sri Lanka, and India’s
FTAs with Southeast and East Asian nations—impacts negatively on
states” commitment to meeting SAFTA’s targets and, indeed, calls into
question its usefulness in the sphere of regional trade.*

Another problem is the continued existence of non-tariff and para-
tariff barriers to trade. The GEP Report calls for the removal of all such
barriers by 2009 by LDCs and by 2007 by non-LDCs. Despite this, how-
ever, SAFTA makes no provision for such removal, and NTBs such as
quotas, import licensing requirements, anti-dumping measures, and
above all, regulatory barriers, continue to limit trade opportunities in
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the region. Finally, the fact that SAFTA covers only trade in goods,
and not in services, means that the agreement is lamentably parochial
in nature. However, the signing of the SAARC Agreement on Trade in
Services (SATIS) in 2010 is a positive development in the direction of
expanding the scope of the FTA, although much depends on the level
of market opening that will actually take place when member states’
schedules of commitments are negotiated.

A criticism frequently made of SAARC is that it has, in the past,
lacked a clear sense of direction in its efforts at regional integration.
Thus, the SAARC Social Charter was created in an attempt to redress
this issue. Like SAFTA, the implementation of the Charter suffered from
long delays, but might be considered another stride, however small, in
the right direction for SAARC. The Charter was finally signed in 2004
at the 12th SAARC Summit in Islamabad, and it outlines a regional
plan of action for the organization, setting general targets in the areas
of poverty alleviation, population stabilization, the empowerment of
women and protection of children, the promotion of health and nutri-
tion, and youth mobilization. The Social Charter is frequently lauded
for its inclusive nature: its development involved input not only from
the governments of SAARC member states, but also from civil society
organizations, which were permitted to voice their own opinions con-
cerning the important challenges that SAARC should aim to address in
the future. Nevertheless, insufficient attention has been paid by SAARC
to the monitoring of the Charter’s targets, as Lama (2007, 26) observes.
This may be attributed partly to a lack of resources on the part of the
SAARC Secretariat and a lack of commitment on the part of its indi-
vidual member states. Furthermore, the targets outlined in the Charter
are broad, and a need remains for more specific, numerical targets to be
agreed upon, adopted and worked towards if the Charter is to have any
practical value.

Two other initiatives that SAARC can count among its partial suc-
cesses in recent years are the establishment of the SAARC Energy Cen-
tre in Islamabad in 2006 and the South Asian University in New Delhi,
which opened for admissions in 2010. The GEP Report emphasizes,
among other things, the importance to South Asia of energy coopera-
tion. The uneven spread of energy resources throughout the region,
with oil, coal and natural gas reserves in India, as well as natural gas
reserves in Pakistan and Bangladesh, means that the region as a whole
would benefit greatly from cooperative energy policies. The SAARC
Energy Centre is charged with the tasks of developing existing energy
resources, promoting conservation and energy efficiency, and working
towards the development of alternative and renewable energy sources.
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Given the invariably high costs incurred by such endeavours, the pool-
ing of regional resources in order to fund energy development projects
is important. It remains to be judged, however, whether the Energy
Centre is able to achieve, in practice, the aims set out for it on paper.

The South Asian University is still housed at a temporary campus
location in New Delhi, with the construction of its permanent home
due to begin in South Delhi in 2012. Funded by the Indian government,
and with all SAARC members expected to contribute towards its opera-
tional costs, the university has the potential to achieve some measure of
the cross-border flows of skills that regional cooperation is envisaged to
generate. Furthermore, in providing students with a regionally recog-
nized qualification, the South Asian University goes some way towards
achieving the equivalence of qualification that is a desirable characteris-
tic of education in a truly integrated region.

Nevertheless, such limited successes remain overshadowed by a his-
tory of inaction and inefficacy, and some critics contend that the number
of SAARC’s achievements is markedly disproportionate to the length
of the organization’s existence.> While the reasons for such a state of af-
fairs are multiform, it may be considered that the cloud of geopolitical
tension and mistrust that SAARC has laboured under — virtually since
its inception — bears a significant proportion of the blame in this respect.
The long-prevailing atmosphere of suspicion and animosity that charac-
terizes Indo-Pak relations is particularly important here.

4. The burden of inter-state hostilities

Disputes over Kashmir between India and Pakistan, resulting in a num-
ber of armed conflicts and highly strained relations between the two
countries, have existed since the collapse of British colonialism in the
sub-continental region. Attempts to heal the political breach —such as
the establishment of the Delhi-Lahore bus service in 1999 in the wake
of nuclear tests carried out by both nations, and the Indo-Pak ceasefire
agreement of 2003 —occurred at critical moments in the history of the
conflict to cool hostilities. Nevertheless, such events as the attack on the
Indian Parliament in 2001 and the 2008 terrorist attacks in Mumbai have
led to a resurgence of political mistrust between the two nations. The
prolonged existence of such a fraught relationship between SAARC’s
largest and most powerful member states has been a significant spoke in
the wheel of progress for the organization. The Kargil War of 1999 —the
last of the formal Indo-Pak wars and the only one to occur after the
formation of SAARC —has particularly impeded efforts at regional in-
tegration.
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One of the greatest resultant losses to SAARC was Pakistan’s refusal
to grant India most-favoured-nation (MFN) status until the 17th SAARC
Summit in the Maldives in 2011, thereby preventing an accrual of ben-
efits to the region from the largest potential segment of trade within
South Asia. A 2006 ADB study estimates the value of potential Indo-Pak
trade at up to US$10 billion (ADB 2006, 13). Notably, however, a study
in 2008 concludes that trade gains for both India and Pakistan from Ban-
gladesh are larger even than gains from trade with each other (ADB and
UNCTAD 2008, xix). Even in this respect, however, opportunities have
been limited by political mistrust: India maintained a ban on investment
in Bangladesh until 2007 as a result of tensions over India’s construction
of the Farakka Dam as well as border security concerns. The limited
flow of investment from Pakistan to India, and the latter’s ban on invest-
ment in the opposite direction, have also hindered SAARC's attempts
to redirect foreign direct investment (FDI) flows out of South Asia to
regional destinations. Nevertheless, China, one of the states granted
“observer” status by SAARC, is gradually increasing its presence in the
region, with significant FDI outflows to Pakistan, Bangladesh, Nepal
and Sri Lanka. Notably, following the 2007 Pakistan-China FTA, Chi-
nese investment in Pakistan has increased, with 6.5 percent of Pakistan’s
2008 FDI attributed to China (Sahoo 2010). This growing challenge lays
pressure on India to defend its regional dominance, and could lead to
more open investment and trade policies in the future.

In addition to characterizing Indo-Pak relations, an atmosphere of
mutual suspicion has also doggedly marked India’s dealings with other
SAARC member states since the organization’s establishment. In the
absence of SAARC, South Asian states would need to engage bilater-
ally with the regional giant, India, in a manner that—given the clear
economic asymmetries involved —would place the former parties in a
highly disadvantageous bargaining position. Therefore, it is certainly
in their interest to use SAARC as a means of levelling the diplomatic
playing field. Similarly, such a balancing of power would ideally enable
India to engage with its neighbours in a setting that posits it favourably,
not as an evil overlord bent on achieving its own will but as a fellow
member state striving for regional benefits. Nevertheless, a distinct fis-
sure exists between idealism and reality in this instance. Most member
states have historically viewed India’s participation in SAARC with
mistrust, suspecting it of using the organization as an indirect means
of exerting control over its neighbours and increasing the scope of its
regional dominance. Conversely, India has harboured reservations
about SAARC in the past, believing it to be a tool of suppression for the
other members in banding together against India. In fact, virtually all
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its members have displayed a wary attitude towards SAARC, particu-
larly during its early years of existence. This is, perhaps, an unfortunate
repercussion of relatively recent emergence of most South Asian coun-
tries from under the control of British imperialism. The independent
nation-states in South Asia are generally young and still evolving. Con-
sequently, they guard their sovereignty jealously, and often view the
actions of supra-national entities as attempts to usurp their sovereignty.
Therefore, most countries have hesitated to accept the powers of organi-
zations such as SAARC, and continue to regard them with suspicion.®

5. Member commitment, history and
the infrastructure gap: Missing links

Partly as a result of this historical state of affairs, SAARC has suffered
from a lack of commitment on the part of its members, a fact that has
rendered problematic the formation of policy and the initiation of in-
tra-regional projects. Consequently, many of the decisions passed by
SAARC have been more for the sake of outward display than actual use-
fulness.” Furthermore, often, even when members have accepted certain
SAARC protocols, practical implementation—left largely in the hands
of individual states —has not necessarily followed. An example of this
is states” failure to substantially reduce their sensitive lists (although
notably India has reduced its sensitive lists for LDCs significantly) and
remove NTBs under SAFTA, and SAARC's inability to impel any action
in this respect. Although agreements may be reached at SAARC sum-
mits concerning the importance of addressing certain pressing issues,
such as poverty and food security in the present context, enthusiasm
typically wanes in the aftermath of the summit, and SAARC has little in-
stitutional power or ability to sustain its momentum until the next sum-
mit. Other factors which impact unfavourably upon states” commitment
to SAARC are the existence of alternative bilateral agreements between
members (as previously discussed), as well as states” membership of
parallel organizations such as the World Trade Organization (WTO).
Unless SAARC is able to provide clear incentives for its members to pre-
fer SAARC initiatives over any of these external options, it is unlikely
to be able to inspire the degree of commitment that is required, at the
national level, to make SAARC an effective actor in regional affairs.
Conversely, it may be argued that bilateral trade agreements of this
nature could become an impetus for, rather than a hindrance to, region-
alism and, as such, should not necessarily be discouraged (Kelegama
2001, 37). Yet, this is only true if the bulk of such agreements exist be-
tween regional states. In reality, however, many of these FTAs are for
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the purpose of stimulating trade between a South Asian state and a non-
regional partner. Examples are the FTA between China and Pakistan,
the Association of Southeast Asian Nations (ASEAN)-India Free Trade
Area (AIFTA) and the EU-India FTA (which is under consideration).
These clearly run counter to SAARC’s aim of redirecting trade flows to
regional destinations. Nevertheless, despite its importance as a first step
towards regional integration, intra-regional trade has proved difficult to
stimulate and, indeed, such difficulties have long occupied the attention
of SAARC, though to little productive purpose. Key among the reasons
for such a state of affairs to persist is a single factor, namely history.

As a consequence of their shared colonial past, the majority of South
Asian states have historically directed their exports towards the mar-
kets of their former colonizers and the latter’s neighbours. They also are
accustomed to viewing each other as competitors in trade, rather than
as potential trade partners, given their exports of similar products. The
weight of such a history, and the manner in which it has shaped the di-
rection of South Asian trade policy, has certainly hindered SAARC, par-
ticularly during its earlier years. Nevertheless, a 2008 ADB-UNCTAD
report suggests that the existence of competition between South Asian
states is more a matter of perception than a true barrier to trade. The
report points out that these countries can achieve complementarities
through specialization in different stages of production, or by working
towards product differentiation (ADB and UNCTAD 2008, 37). Further,
it observes that, in the context of trade in services, various regional
states have comparative advantages in different sectors, thereby open-
ing potential pathways to regional trade (ibid., 96). Examples of such
comparative advantages are transport services for Pakistan and Sri Lan-
ka, travel services for the Maldives and Nepal and financial services for
Bangladesh.

Nevertheless, states” ability to take advantage of the benefits of trade
in services has been limited to a certain extent by a lack of domestic in-
frastructure. The 2008 South Asia Development and Cooperation Report
notes, for instance, the troubling fact of a growing disparity between
infrastructure levels in developed and developing nations (RIS 2008).
In recent years, a majority of South Asian countries have experienced
rapid economic growth, as well as inherent structural transformations
within their economies as they expand from, initially, an almost exclu-
sive concentration on agriculture products to include the development
of services and knowledge production. The consequently widening in-
frastructure gap in these economies is, therefore, an issue that needs
to be addressed.® Thus, projects to integrate transportation, energy and
labour markets, as proposed in the GEP Report, would clearly benefit
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the region. Nevertheless, while SAARC bears a significant portion of the
responsibility for improving regional infrastructure, the lack of such in-
frastructure equally hinders its effectiveness. SAARC suffers, therefore,
from something of a vicious circle in this regard. Accordingly, the im-
petus for escaping this depends largely on the individual commitment
of its member states, which, as previously discussed, has been notably
lacking in the past.

6. Civil society: The need for alternative SAARC channels

Another factor which might be viewed as limiting SAARC’s effective-
ness is an inadequate involvement of regional business and academic
communities in the organization’s decision-making processes. SAARC
is, by nature of its construction, an organization for cooperation among
state actors. Thus, the voices heard at SAARC meetings, and the opin-
ions, concerns and ideas expressed there, are largely those of govern-
ment officials. Yet, in maintaining such insularity, the organization be-
comes undesirably parochial in nature. It fails to benefit from a range
of alternative sources of knowledge and expertise, as well as a more
nuanced view of challenges and new ideas concerning the ways in
which these challenges might be addressed. Indeed, given its purpose
of achieving integration, it is somewhat ironic that one of SAARC’s
greatest problems has been its inability to achieve an integrated involve-
ment of civil society with official government channels in its processes
of policymaking and project implementation. One of the reasons that
the SAARC Social Charter has been met with approval from critics is,
in fact, its implicit acknowledgement that there are important contribu-
tions to be made to SAARC from non-governmental sources. Yet the
involvement of civil society in the creation of the Social Charter is only
a single step in a journey of many towards an integrated institutional
structure for SAARC.

Behera (2009) identifies three schools of thought concerning the man-
ner in which civil society could be brought into engagement with offi-
cial government channels in SAARC processes: i) by intervention from
the top down; ii) by intervention from the bottom up; and iii) through
the creation of knowledge. For this purpose, we consider the existence
of three parallel “tracks” or channels of involvement in SAARC. Track
I is the official channel of inter-governmental decision-making. Tracks
IT and III represent the involvement of civil society. Track I, the “top-
down” approach, consists of a form of “shadow diplomacy”, involving
retired policy makers, scholars and other individuals who have ready
access to and established relationships with members of Track I. This
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group ideally serves to bridge the divide between the government and
the domestic intelligentsia. Track III, the “bottom-up” approach, in-
volves “non-governmental organizations, peoples” organizations, activ-
ist groups and networks that explicitly function apart from or beyond
governments” (Behera 2009, 17). While the latter group likely has little
or no direct access to government channels, its involvement is intended
to broaden the scope of SAARC participation by stimulating public in-
terest and thereby encouraging governments to take decisive actions
within the SAARC framework.

Knowledge creation within these channels is also an important as-
pect of their contribution to Track I dialogues. Research bodies such
as the South Asia Centre for Policy Studies (SACEPS), the South Asia
Network of Economic Research Institutes (SANEI) and the Coalition for
Action on South Asian Cooperation (CASAC) aim to infuse Track I pro-
cesses with a more holistic and nuanced understanding of regional mat-
ters. Ideally, the formation of such regional networks outside the central
sphere of policy makers would facilitate the continuance of discussion
and interests concerning SAARC affairs between official summits. Fur-
thermore, the dissemination of information through regional journals,
magazines and other publications ensures that the wider South Asian
community remains cognizant of emerging challenges and opportuni-
ties for regional integration, as well as of SAARC’s current initiatives in
this respect.

Nonetheless, the full benefits of these alternative channels of SAARC
participation remain to be enjoyed, largely due to lacunae of communi-
cation with Track I. The lack of an inherent structural connection be-
tween governmental and non-governmental SAARC participants means
that the information sets under which each operates are mutually exclu-
sive (Behera 2009, 34). This inevitably creates a cloud of suspicion and,
sometimes, hostility that casts a shadow upon interactions between the
two parties. Governments are, therefore, less likely to accept the views
and policy advices that emerge from Track II and, particularly, Track
III. Furthermore, due to the highly personalized nature of prevailing
interactions with Track I, it is often the case that the body of information
passed from Tracks I and III to Track I is not truly representative of the
civil community in its entirety but, rather, is peculiar to certain factions
that have preferential access to governments.

In fact, just as decision-making within official government channels
is rendered problematic by the existence of conflicting views among
domestic political parties, communication among Tracks I, II and III
is somewhat garbled by the diverse, fractured and sometimes partisan
nature of civil society. The prevalence of populist propaganda and in-
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feasible suggestions among certain groups robs the entire channel of
much of its credibility, and requires a sifting of information from these
sources on the part of Track I, which is time-consuming and expends
resources wastefully. Thus, the lack of coordination and collaboration
among these groups hinders the creation of useful and coherent policy
advice by Tracks II and III, as well as Track I's ability to give credence
to, and absorb, such information.

This issue of communication and coordination is one which equally
characterizes the institutional structure of SAARC itself. The highly
bureaucratic chain of decision-making generates frequent delays in the
formulation of policy as well as in its implementation. In fact, the wan-
ing of members” enthusiasm between summits, which has posed such
a problem to SAARC initiatives in the past, may partly be attributed
to this. Another related concern is that the individual roles of entities
within the broader SAARC structure are not clearly defined.” The inac-
tivity of SAARC’s Regional Centres may, for instance, be explained in
this manner. Such a situation is highly detrimental to the organization’s
effectiveness, as it inevitably dissolves any sense of accountability. In
the absence of a clear-cut chain of accountability, any progress must be
drawn with difficulty from a well of apathy and torpor.

7. Changing face

The portrait of SAARC’s past is, therefore, a somewhat disconsolate
image. Nevertheless, it does not follow that its future should be paint-
ed in a similar hue. Rather, changes in geopolitical attitudes and the
emergence of important new opportunities within the region provide
SAARGC, at the current juncture, with the necessary tools for an insti-
tutional transformation. Critical among these changes is the fact that
India’s attitude towards SAARC has begun to adopt a more positive
tone. For instance, it expanded duty-free access to its domestic market
for products from SAARC LDCs as well as contributed US$100 million
to the SAARC Development Fund, over and above its subscription for
projects on social development.’’ India’s emergence in the present con-
text as a global power is undeniable. In terms of population and recent
GDP growth rates, its statistics are impressive. Furthermore, it currently
holds a two-year non-permanent seat in the UN Security Council, and
is campaigning strongly to be given a permanent seat there. Thus, its
involvement in SAARC is of tremendous importance to the organiza-
tion’s success.

Moreover, as previously discussed, the promotion of trade in ser-
vices is a crucial issue in South Asia, and one which SAARC has con-
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tinually attempted to facilitate. India’s fashioning of itself as a services
hub, engaging in the fields of bio-information, drug testing, pharma-
ceutical research, engineering design and financial analysis, could have
profound spill-over effects for the region and, therefore, is a highly de-
sirable development. Exports of information technology services from
India, for instance, soared from US$4 billion in 2000 to US$40.4 billion
in 2008 (RIS 2008, 39-41). In view of this, the importance of using India’s
lead as a springboard for establishing South Asia as a regional infor-
mation and communications technology hub has featured strongly in
SAARC discussions of late (RIS 2008, 39).

Furthermore, several issues have emerged in recent years that are
regional, and often global in scope — difficult or even impossible to con-
trol at the national level. Consequently, the need for deeper regional
integration in order to combat these challenges provides SAARC and
its member states with a fresh impetus for collaborative action. Chief
among these are an increasing awareness of the threat posed by climate
change, concerns about food security in the light of steadily rising global
food prices and issues regarding regional migration and the steady in-
flux of internally displaced persons in South Asia. Accordingly, SAARC
has made a certain amount of progress towards an integrated response
in this respect. For instance, a common SAARC position was adopted on
regional climate issues —such as coastal erosion and the melting of the
Himalayan glaciers —at the 2009 United Nations climate summit in Co-
penhagen. Member states have also established the SAARC Food Bank,
which is awaiting operationalization. They have also recently agreed to
establish a SAARC Seed Bank.

Nevertheless, far more effort is required by SAARC if it is to take full
advantage of the fresh opportunities afforded to it at the present junc-
ture. In particular, a progressive transformation of the organization —in
terms of its structure and the manner in which it approaches the task
of achieving regional integration—is greatly to be desired. This section,
therefore, considers the ways in which SAARC could attempt to over-
come the obstacles that have impeded its progress in the past.

As previously discussed, an issue that has relentlessly beleaguered
SAARC from the very outset is that of a geopolitical climate character-
ized by mutual tension, mistrust and jealously guarded state sovereign-
ty. Within such a realm of neorealist politics, the effective functioning
of any organization of multiple states is likely always to be obstructed.
Therefore, an important step for SAARC is perhaps to acknowledge that
such political realities are unlikely to change in the near future. Conse-
quently, instead of viewing them as an obstacle to be fought against and
thereby overcome, SAARC must find ways of working with them, ide-
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ally even using them to its advantage wherever possible. This would re-
quire, however, subtle and skilled diplomacy on SAARC's part, through
the efforts of individuals who understand the nuances of South Asian
politics. For example, the area of infrastructure building is one that mer-
its SAARC’s particular attention. This is because the costs of infrastruc-
ture development projects are often too high to be borne by a single
government (particularly in a region comprised of developing nations
and LDCs); therefore, cooperation in this regard is highly desirable.

Nevertheless, region-wide infrastructure development projects have
proven difficult to implement, largely as a result of political challenges to
the process and difficulty of coordination. Consequently, the pursuance
of smaller-scale bilateral deals could be an alternative, and more fea-
sible, means of working towards the same goal." Furthermore, if peace
talks resume between India and Pakistan in earnest, this would provide
SAARC with ample opportunity to attempt a deeper involvement of
these two nations in SAARC activity. In pursuance of the same goal of
turning regional politics to its advantage, another desirable change is
for SAARC to develop its relationships with other organizations, par-
ticularly regional ones such as ASEAN and the EU,* from which it can
glean support, guidance and, most importantly in this instance, a better
standing in the arena of regional power politics.

In addition to improving its skills at playing the game of neorealist
politics, SAARC must also consider an overhaul of its organizational
structure. The lack of clearly defined roles for individual SAARC en-
tities, as well as the garbled and clogged lines of communication and
authority are, as previously observed, a severe impediment to SAARC
activity. Although the establishment of the SAARC Social Charter has
gone some way towards remedying this situation, much more work
needs to be done by the organization in this respect. Having acknowl-
edged the importance of involving civil society in SAARC processes,
one of the organization’s key tasks now is to improve the flow of inter-
actions between Tracks I, IT and III. SAARC could, for instance, greatly
reduce the inherent segregation of official and non-official spheres of
dialogue by encouraging Track I officials to participate in Track II and
Track III dialogues and to pursue sabbatical work in these alternative
tracks. Similarly, greater credence could be ascribed to Tracks II and III
by frequently including representatives from these channels in selected
Track I dialogues. The extensive participation of all tracks in events such
as the SAARC Business Leaders Conclave and the South Asia Business
Summit should also be promoted, as these represent arenas in which
government officials can interact with members of the other tracks free-
ly and on fairly even footing.
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Within the organization, moreover, the roles of Regional Centres
and other SAARC entities need to be defined in more specific terms than
those outlined in the SAARC Social Charter. Realistic deadlines must be
set for these entities to achieve feasible goals, and a monitoring system
needs to be implemented to ensure that they remain on track for meet-
ing them. An example is the SAARC Food Bank, an important project
in light of food security concerns, whose operationalization should be
given a strict deadline by SAARC. In this manner, by setting targets
for, and successfully completing, a series of projects (regardless of their
size or scope), SAARC can begin to change its reputation of inactivity
and inefficacy, thereby improving its standing in the eyes of its member
states. For this purpose of building confidence, it is perhaps advisable
for SAARC to focus its attention on “soft” projects, as well as those char-
acterized by high visibility. The founding of the SAARC University is a
good example of a success story in this respect. The creation of a channel
for SAARC citizens and a green channel for SAFTA goods at regional
airports are other options in a similar vein. SAARC could also work to-
wards the promotion of greater regional air connectivity and the devel-
opment of regional tourism. The latter, in addition to bearing relatively
few political challenges, is important because of the notable spill-over
benefits that an improved tourism sector would afford economies, both
domestically and regionally. In this way, by redirecting its energies into
less controversial areas of integration, SAARC can begin to establish it-
self as a credible presence within the South Asia region.

Having consolidated its approach to achieving these central aims,
SAARC could then seek to improve its efficacy by a range of other means.
Given the centrality of trade to regional integration, measures should be
taken to improve the functioning of SAFTA. Significant among these are
the shortening of sensitive lists, the removal of NTBs to regional trade
and the extension of SAFTA to include trade in services, as previously
considered. Furthermore, an allocation of resources for the purpose of
hiring consultant experts for SAARC projects is also desirable, as this
would prevent resources being wasted on initiatives that ultimately fail
to be realized.”

8. Conclusion

Despite its past failings, therefore, SAARC retains the potential to radi-
cally impact the process of regional integration in South Asia. In order
to fulfil that potential, however, it must successfully utilize such avail-
able tools as the GEP Report, the input of civil society, the advantages
wrought by a changing politico-economic climate and its own historical
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experience to refashion its approach and begin to accumulate a portfolio
of successes. Time will tell if, in this way, SAARC is able —in the coming
years — to significantly contribute to the synthesized development of its
regional community.

Notes

SAFTA has come into operation since July 2006.

2 See, for instance, Muni (2010, 1-3).

The Maldives has graduated from LDC status with effect from 1 January
2011.

*  This issue is discussed in SACEPS (2008, 8).

> See, for instance, Muni (2010, 1-2).

¢ For a discussion of this, see Behera (2009, 30).

7 See Behera (2009, 29).

8 For a discussion of this, see RIS (2008, 22).

®  See SACEPS (2008, 46).

10" See SAARC Secretariat (N.d.) for details on the funding mechanism and
sources of the SAARC Development Fund.

This is suggested in SACEPS (2008, 62), particularly with regard to improv-
ing the regional energy grid.

12 The importance of this is considered in SACEPS (2008, 50).

SAARC’s shortcomings in this respect are briefly considered in SACEPS
(2008, 67).
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Pruning India’s sensitive
lists under SAFTA
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1. Introduction

In the last two decades, member countries of the South Asian Associ-
ation for Regional Cooperation (SAARC) have made a number of at-
tempts to enhance intra-regional trade. Seven of the SAARC member
states’ — Bangladesh, Bhutan, India, the Maldives, Nepal, Pakistan and
Sri Lanka—initiated region-wide trade integration efforts under the
SAARC Preferential Trading Arrangement (SAPTA) in 1995. Following
SAPTA, the Agreement on South Asian Free Trade Area (SAFTA) en-
tered into force in 2006, envisaging a duty-free area by 2016. However,
the success achieved under this agreement has been quite limited as
intra-SAARC trade continues to be around 5 percent of total trade of
all member countries. It has often been debated that one of the reasons
for the ineffectiveness of SAFTA is the large sensitive lists maintained
by its member countries (Pitigala 2005; Baysan, Panagariya and Pitigala
2006; Taneja and Sawhney 2007). These lists consist of items which are
not offered concessional tariffs. The rationale for any sensitive list in a
preferential or free trade agreement is to provide preliminary protection
to sectors considered unfit for competition for a variety of reasons. For a
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free trade agreement to be effective, such protection should be extended
only for a definite period of time so as to provide the initial adjustment
time to the domestic import-competing sector. Weerakoon (2010) and
Weerakoon and Thennakoon (2006) point out that 53 percent of the total
intra-regional import trade was excluded from the tariff liberalization
programme (TLP). India restricted up to 52 percent (by value) of its total
imports from SAFTA members under the sensitive list category.

According to the TLP under SAFTA, member countries are required
to review their sensitive lists with a view to reducing the number of
items in the lists every four years or earlier, as established by the SAFTA
Ministerial Council (SMC), but there is no formal or binding commit-
ment. Hence, reduction of sensitive lists is a voluntary decision of each
member country.

Keeping in view that India is the largest economy among SAFTA
member countries, it should, on its part, take asymmetric responsibility
to liberalize imports by pruning its own sensitive lists with respect to
other South Asian countries. In that context, the objective of this study
is to examine the commodities currently in the sensitive lists of India,
and to offer an approach and economic rationale to policy makers for
pruning these lists.

Member countries have adopted a variety of criteria to prepare their
sensitive lists. One such criterion is to provide protection to vulnerable
sectors such as nascent industries (infant industry argument), small-
scale manufacturers (socio-economic argument) and agriculture pro-
ducers (food security concerns). However, it has been observed that of-
ten, during the process of stakeholder consultation, sectors with strong
domestic lobbies seeking protection get included in the lists. Sensitive
lists, particularly in the case of India, have come to be dominated largely
by such sectors.

Several considerations have to be taken into account while pruning
the sensitive lists. First, they often include products that cannot be sup-
plied by partner countries; their inclusion in the list is, therefore, mean-
ingless. Most of the items reserved for exclusive manufacturing by small
industries have been there to enable firms to become more competitive.
However, India’s sensitive lists under SAFTA continue to have several
such items which can be removed. Since there is a justification for in-
cluding agriculture items for food security concerns, and tobacco and
alcohol for revenue purposes, these should be retained in the lists. The
remaining products need careful examination to ensure that only those
vulnerable to competition stay and the others are eliminated.

We have also used the concept of Revealed Comparative Advantage
(RCA)? to assess the competitiveness of India and the partner country
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in each of these remaining items. Products in which the partner country
is competitive in the international market are suggested for retention in
the sensitive lists for a specific period. These products, however, should
be eventually removed from the lists in a phased manner.

India has maintained two sensitive lists under SAFTA —one for
least-developed countries (LDCs), which is applicable to Afghanistan,
Bangladesh, Bhutan, the Maldives and Nepal, and another for non-
LDCs (NLDCs), which is applicable to Pakistan and Sri Lanka. In ad-
dition, India has bilateral free trade agreements (BFTAs) with Nepal,
Bhutan and Sri Lanka, and maintains separate sensitive lists under each
of these BFTAs. Negotiations regarding the sensitive lists applicable to
these countries will be carried out under the respective BFTA. The raison
d’étre for a BFTA is that it should be more liberal than a regional FTA.
Hence, sensitive lists under the bilateral agreements that India has with
some SAARC members should be smaller than those maintained under
SAFTA. This implies that items that appear in the bilateral sensitive lists
but not in the regional sensitive lists should be eliminated.

India’s operational sensitive list for Sri Lanka is the one under the
India-Sri Lanka Free Trade Agreement (ISFTA). Therefore, Pakistan is
the only country to which the NLDC list is applicable. Among the LDCs
in SAARC, India has an FTA with Nepal and Bhutan with a very small
sensitive list in the case of the former® and none in the latter. Afghani-
stan and the Maldives are very small economies and though the LDC
list is applicable to them, they export only a few commodities. Thus, the
focus of this article is on pruning the sensitive lists for Sri Lanka under
the ISFTA, and for Bangladesh and Pakistan under SAFTA.

2. Sensitive lists under SAFTA and BFTAs

India has made a number of attempts to prune its sensitive lists over
time but these changes do not get reflected in the notified sensitive lists
either under the BFTAs or under SAFTA. The most important form of
concession offered by India to Bangladesh has been the grant of duty-
free access to readymade garments up to a limit of eight million piec-
es per year. Since this concession takes the form of a tariff rate quota
(TRQ), it does not get included in the notified sensitive lists. Hence, the
operational sensitive lists are different from the notified ones and have
to be reconstructed by excluding the items on which concessions have
been granted.

In July 2006, when SAFTA became operational, India maintained
743 items for LDCs and 868 items for NLDCs in its sensitive lists.* Over
a span of four years, India has repeatedly made attempts to reduce the
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items in the sensitive lists as a part of the TLP. In October 2008, a further
reduction was made for LDCs from 743 items to 480 items.’

The sensitive list under ISFTA, signed in 2000, consists of 431 items.
In 2008, India allowed duty-free import of 216 garment items up to a
limit of eight million pieces per year to Sri Lanka, thereby reducing the
operational sensitive list to 215 items.® Of the total 215 items, 86 items
do not feature in the SAFTA list of 868 items applicable to the NLDCs,
and therefore, should be removed because the ISFTA is a binding agree-
ment and should be more liberal than the regional agreement. This is
discussed in greater detail later.

Although India does not have a BFTA with Bangladesh, in April
2008, it offered zero duty concession on imports of 164 textile items
from Bangladesh up to eight million pieces per year.” In October 2008,
it extended that concession to all LDCs. There is an overlap of 25 items
in these two notifications. In addition, two items (HS 040900 and HS
040590) are repeated in the list. Adjusting for concessions and discrep-
ancies, the operational sensitive list for Bangladesh consists of 331 items
only as against 480 items in the LDC list at the HS 6-digit level.

Pakistan is the only country to which the SAFTA NLDC sensitive list
consisting of 868 items (Table 3.1) is applicable. Moreover, further data
analysis shows that the number of items included in the list is rather 910
(Table 3.2), and not 868.

Table 3.1: HS classification of items in the NLDC sensitive list

S No. of items in notified % share in notified
HS classification level e . ol .
sensitive list sensitive list
4-digit code 15 17
6-digit code 386 44.5
8-digit code 467 53.8
Total 868 100

Source: Authors’ calculation.

In 2006, the original sensitive list for Sri Lanka under the ISFTA con-
tained 92 percent of plastics and rubber, and textile and related products.
With concessions being granted to several products in the latter catego-
ry, the former accounted for 47 percent of the products in the operation-
al sensitive list. Unlike Sri Lanka, Bangladesh received concessions from
India in almost all categories (under concessions offered to LDCs and
under bilateral concessions). Sectors where substantial reductions were
made included textile and textile-related products, rubber and plastic
products, and machinery and electrical equipment. Vegetable products
were the largest number of items featuring in the operational sensitive
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list, accounting for 46 percent of the total items on the list. Since India
did not offer any concessions to NLDCs, the sensitive list for Pakistan
has remained the same. Textiles and related products alone account for
37 percent of this list—a category in which India has offered concessions
to Sri Lanka and Bangladesh.

It is evident from the above that India has offered maximum conces-
sions to Sri Lanka and Bangladesh in textile and textile-related products.
Therefore, this article has examined RCAs of these countries in these
items to assess whether India has already offered concessions in items
in which it is vulnerable. If India has offered concessions in vulnerable
sectors, which is a sign of its willingness to face competition in these
sectors, it needs to eliminate other items from its sensitive lists in which
it is competitive. In 2007, textile and textile-related products accounted
for 81 percent and 45 percent of Bangladesh’s and Sri Lanka’s exports,
respectively. Therefore, by offering concessions in these items, India has
taken a significant step to meet its asymmetric responsibility towards its
smaller trading partners in the South Asia region.

3. Methodology

The objective of this article is to find out if there is scope for India to
eliminate more items from its sensitive lists. In so doing, the methodol-
ogy adopted by the study is discussed below.

The elimination exercise excluded items that are important for food
security and revenue purposes. Therefore, these items were first identi-
fied. The Food Security Bill of India identifies wheat, rice and coarse
cereals such as barley, rye, oat and maize as items that are important
for food security. In the sensitive lists maintained by India, at the six-
digit level, there are eight items pertaining to food security (Table 3.3).
Similarly, there are 25 items pertaining to alcohol (HS Chapter 22) and
tobacco (HS Chapter 24) (Table 3.4)%, which are important from the rev-
enue point of view. Excluding these items, the sensitive lists under con-
sideration is reduced to 199 for Sri Lanka, 298 for Bangladesh and 877
for Pakistan.

Table 3.3: Items sensitive to food security

Sensitive list No. of items
ISFTA 0
SAFTA LDC 8
SAFTA NLDC 8

Source: Authors’ calculation.
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Table 3.4: Cigarette, tobacco and alcohol

Sensitive list No. of items
ISFTA 16
SAFTA LDC 25
SAFTA NLDC 25

Source: Authors’ calculation.

Next, the anomalies between bilateral and regional sensitive lists are
identified so that sensitive lists under BFTAs are smaller than that un-
der SAFTA. There are also several items on the sensitive list that have
not been exported by the exporting countries and can, therefore, be re-
moved from the sensitive list.

Earlier, India used to maintain an exhaustive list of items reserved
for exclusive manufacturing by the small-scale sector. Over time and
under the liberalization regime, it has trimmed the list to include only
22 items (Table 3.5). However, India’s sensitive lists continue to contain
many of the items which were earlier reserved but have now been re-
moved from the reserved list. These items are identified and removed
from the sensitive lists. The remaining items are then classified on the
basis of RCAs of the exporting country and India to arrive at the pruned
sensitive list.

Since RCA is central to the pruning exercise, it is important to ex-
plain why this index has been selected as an indicator of competitive-
ness. Kathuria (1997) points out that competitiveness can be measured
by the extent of successful export performance. Export performance can
be measured by export propensity, export market shares or price-based
measures like nominal protection coefficients, effective rates of protec-
tion and domestic resource costs. It is common in the literature to mea-
sure comparative advantage with the help of the RCA index. Accord-
ing to Siggel (2007), RCA index measures competitiveness rather than
comparative advantage, since cost measured in terms of market prices
reflects competitive advantage rather than comparative advantage,
which requires equilibrium prices. Dornbusch et al. (1977) first pointed
out the necessity of the use of equilibrium prices in the measurement
of costs. The use of RCA, hence, captures competitiveness of a coun-
try’s export products vis-a-vis each other in the international market.
This is very much in line with the Ricardian concept of comparative
advantage which proposes that by producing the good in which it is
relatively efficient (relative not to the other country but relative to the
other goods), and importing the other good, each country stands to gain
(Ricardo [1817] 2002). The concept of RCA can also be used by pairing
the RCAs for products of an exporting country with the correspond-
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Table 3.5: List of 22 items reserved for exclusive manufacturing by the small-
scale sector

Product code Product code it

(NIC) (HS 2007)

202501 200190 Pickles and chutneys

205101 190590 Bread

21100102 151491 Mustard oil (except solvent extracted)

21100104 150810 Ground nut oil (except solvent extracted)

276001 giggggi Zigggg’ Wooden furniture and fixtures

285002 482020 Exercise books and registers

30391201 391723 pPVC pipe.s including conduits up to
110mm diameter

30393501 391740 E;;t:gglsl [f)o;i?/ Ci frlnpeiz :‘ldudlng conduits

305301 340600 Wax candles

314201 340119 Laundry soap

317001 360500 Safety matches

318401 360410 Fire works

319902 330741 Agarbattis

321701 701810 Glass bangles

340101 940310, 940320 Steel almirah

341004 761010 Rolling shutters

34200602 940310, 940320 Steel chairs (All types)

34200702 940310, 940320 Steel tables (All other types)

342099 940310, 940320 Steel furniture (All other types)

343302 830110 Padlocks

345207 932393 Stainless steel utensils

345202 761519 Domestic utensils (Aluminium)

Source: Authors’ calculation.

ing RCAs of another country. This provides an approach for classifying
pairs of items for any two exporting countries on the basis of their com-
petitiveness. This can also serve as a rationale for identifying items that
are most vulnerable to competition.

In this study, the RCA for each item on India’s sensitive list has been
paired with the corresponding RCAs for these items in Bangladesh, Sri
Lanka and Pakistan. This procedure has been used to classify the pairs
of items on the sensitive lists on the basis of their competitiveness.

The overall exercise of pruning the sensitive lists was carried out in
several steps as explained below.

Step 1 involved identifying and eliminating those items in the IS-
FTA sensitive list which do not appear in the SAFTA sensitive list. This
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would ensure that the bilateral sensitive list is smaller than the regional
sensitive list.

Step 2 required identification of those items on India’s sensitive lists
that have not been exported by the exporting country (Bangladesh, Pak-
istan and Sri Lanka) for three consecutive years (2005, 2006 and 2007).
Items that have not been supplied by these countries to the rest of the
world are unlikely to be exported to India in the near future and will not
pose any threat to Indian industry. Such items are therefore eliminated
from the sensitive lists.

Step 3 involved identifying and eliminating those items that have
been de-reserved. Hussain (1997) contains a list consisting of 1,025 such
items. On the basis of the HS codes provided in the report, the items
were identified in the sensitive lists and eliminated.

Step 4 involved categorizing the remaining items on the sensitive
lists on the basis of RCAs of the exporting country and India. Items in
which India was seen to be competitive and those in which neither India
nor the partner country was competitive were eliminated. The remain-
ing items in which India was seen to be not competitive in the interna-
tional market but the partner country was seen to be competitive were
retained. The study computed RCA for each commodity on India’s sen-
sitive list and paired it with RCA of the exporting country in the same
item. Computing RCA for a pair of countries, i.e., India with each of the
exporting country, the following four categories were generated:

Category I: IRCA>1,ERCA<1

Category II. IRCA >1, ERCA >1

Category III: IRCA <1, ERCA <1

Category IV: IRCA <1, ERCA>1

Here, IRCA denotes India’s RCA and ERCA denotes the exporting
country’s RCA. Category I comprises items in which India is competi-
tive but the exporting country is not. Such items should be removed
from the sensitive list as the importing country is well-equipped to face
competition in the international market and hence, can face competition
in the domestic market too. Category Il indicates a situation where both
India and the exporting country are competitive. These items can also
be removed from the sensitive list since India is already competing with
the exporting country in the international market. Category III compris-
es items where neither India nor the exporting country is competitive.
Category IV comprises items in which the exporting country is competi-
tive but India is not. Such items can be retained in the sensitive list.

Step 5 involved adding items important on food security and rev-
enue grounds to the pruned list to obtain the recommended sensitive
list.
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While the contribution of the study lies in the pairing of RCAs be-
tween India and the exporting country to identify competitive items in
each country, the concept itself has certain limitations even though it has
strong theoretical underpinnings. One problem is that the specification
of the concept is usually in terms of pre-trade relative prices whereas
the data used is generated by trade flows in post-trade equilibria (Vol-
rath 1991). While this problem cannot be overcome, the fact that there
are gaps between the inferred and true comparative advantage needs
to be kept in mind while drawing policy inferences. The other problem
arises due to aggregation where the commodity becomes composite and
describes an industry or a sector. The present study tries to address this
problem to some extent by computing RCA at the six-digit level.

Another limitation of the study is that it relies only on RCAs to as-
sess competitiveness. It does not take into account unit values of the
exporting country in relation to other competitors, and productivity di-
mensions related to the domestic industry.

4. Results
4.1 Sri Lanka

The operational sensitive list for Sri Lanka consists of 215 items, but after
excluding items considered sensitive in terms of food security and reve-
nue purposes, the elimination exercise was carried out on the remaining
199 items. It was also examined whether duty-free concessions granted
to 216 apparel items were those in which India was vulnerable. This
exercise was carried out by computing RCAs of both countries in these
items and classifying them in the four categories mentioned above.

A step-wise elimination of items in the sensitive list is outlined below.

Step 1: Out of the 199 items under consideration for elimination, 38
are not on the SAFTA sensitive list.” Therefore, these items should be
eliminated from the bilateral sensitive list. This leaves 161 items for fur-
ther pruning.

Step 2: Of the 161 items, 17 items were not exported at all by Sri Lan-
ka to the world in 2005, 2006 and 2007, which indicates that Sri Lanka
does not have the capability to supply these items. Hence, these items
can be eliminated from the ISFTA sensitive list, which leaves 144 items
remaining.

Step 3: Of the 144 items, there are 65 items which were earlier re-
served for exclusive manufacturing by the small-scale sector but have
now been de-reserved. After eliminating these items, the number of
items that remain on the sensitive list is 79.
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Step 4: For these 79 items, RCAs are computed for India and Sri Lan-
ka. Each such pair is classified into four categories based on whether the
value of the RCA is greater than or less than unity. The number of items
in Category I (India competitive), Category II (India and Sri Lanka both
competitive) and Category III (neither India nor Sri Lanka competitive)
are 26, 13 and 47 respectively. As discussed earlier, items in these three
categories can be eliminated from the sensitive list; thus leaving only
nine items on the ISFTA sensitive list.

Regarding the 216 apparel items that are granted duty free access
to India, RCAs of both countries were computed, based on which they
were classified into the four categories. It was found that 22 fall in Cat-
egory I (India competitive), 107 in Category II (both India and Sri Lanka
competitive), 27 in Category III (neither India nor Sri Lanka competi-
tive) and 60 in Category IV (Sri Lanka competitive). A large number of
items falling in Category IV shows that India has opened up its market
to Sri Lanka’s apparel even in the most critical category.

4.2 Bangladesh

Step 1: Out of 298 items in the sensitive list for Bangladesh (exclud-
ing 33 items important from food security and revenue perspectives),
158 items were not exported by Bangladesh to the world in 2005, 2006
and 2007. Hence, these items were eliminated from the list, thereby
leaving 140 items.

Step 2: Of the 140 items, there were 25 items that belonged to the ear-
lier list reserved for small-scale manufacturing. Eliminating these, 115
items remained in the sensitive list for further examination.

Step 3: RCAs of both India and Bangladesh in these remaining 115
items were then computed and the items were classified into the four
categories. It was found that only eight items belonged to Category IV
(Bangladesh competitive).

RCAs of India and Bangladesh in the 146 apparel items in which
India granted duty-free access to Bangladesh showed that 49 fell in
Category IV (Bangladesh competitive). As in the case of Sri Lanka, this
shows that India has provided non-reciprocal and asymmetric facilities
to Bangladesh.

4.3 Pakistan

Step 1: Of the 877 items (excluding those important for food security
and revenue-sensitive ones), 125 were not exported at all by Pakistan to
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the world in the three years between 2005 and 2007 and can, therefore,
be eliminated. This leaves 752 items in the sensitive list.

Step 2: Of the 752 items, 274 items were reserved for the small-scale
sector which have now been de-reserved and hence these items should
be removed. This leaves 478 items in India’s sensitive list for Pakistan.

Step 3: These 478 items are categorized into the four categories on the
basis of RCAs of the two countries in these products. It was found that
84 items belonged to Category I (India competitive), 109 to Category
II (both India and Pakistan competitive) and 218 to Category III (nei-
ther India nor Pakistan competitive). The remaining 67 items belonged
to Category IV, which means India is likely to face competition from
Pakistan in these items in the international market and are, therefore, a
possible threat to India.

4.4 Elimination summary and pruned sensitive lists

Table 3.6 provides a summary of the elimination processes carried out
in the case of all three countries and the pruned sensitive lists.

Table 3.6: Elimination summary and pruned sensitive lists

Category Sri Lanka Bangladesh Pakistan
Step 1 Iten}s in bilateral sgr}siti\./e list but 38 ) )
not in SAFTA sensitive list
Step2  Zero export items 17 158 125
Step3  De-reserved items 65 25 274
RCA categories:
Category I: IRCA >1; ERCA <1 26 27 84
Step4  Category II: IRCA > 1; ERCA > 1 13 13 109
Category III: IRCA <1; ERCA <1 31 67 218
Category IV:IRCA <1; ERCA>1 9 8 67
Pruned sensitive list 9 8 67

Note: Items sensitive to food security and with revenue considerations have been excluded here.
Source: Authors’ calculations.

Sector-wise distribution of the pruned sensitive lists is provided in
Table 3.7. For Sri Lanka, seven out of nine items are plastic and rub-
ber products, while for Bangladesh, eight items are distributed over five
sectors. In the case of Pakistan, 75 percent of the items are vegetable and
textile products. After adding items sensitive to food security and with
revenue implications (tobacco and alcohol) to the pruned sensitive lists,
we get the recommended sensitive lists for India (Table 3.8).
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Table 3.7: Sector-wise distribution of items in pruned sensitive list

S.N. Description Sri Lanka Bangladesh Pakistan
1 Live animals 1 2
2 Vegetable products 1 3 11
3 Animal/Vegetable fats and oils 1

4 Prepared foodstuffs 2 1
5 Mineral products 2
6 Chemical and allied industries 1
7 Plastics and rubber 7

8 Wood and articles of wood 1

9 Paper products 1

10 Textiles and textile articles 47
11 Footwear, headgear, walking sticks, etc. 1
12 Base metals and articles of base metals

Pruned sensitive list items 9 8 67

Source: Authors’ calculations.
Table 3.8: Recommended sensitive list

Sri Lanka  Bangladesh Pakistan

Pruned sensitive list 9 8 67
Food security items, tobacco and alcohol 16* 33 33
Recommended sensitive list 25 41 100

* There are only alcohol and no tobacco and food security items in the operational sensitive list
under ISFTA.
Source: Authors’ calculations.

It may be pointed out that since India has not offered any conces-
sions to Pakistan, the sensitive list is the largest for Pakistan, with tex-
tiles and related products having the largest share. These are items in
which India has given substantial concessions to Sri Lanka and Bangla-
desh. Hence, India can give concessions to Pakistan also in the textile
and related products category. Now that Pakistan has given most-fa-
voured-nation (MFN) status to India, it should reciprocate by pruning
its sensitive list for Pakistan.

5. Conclusion

This article provides a policy tool to prune India’s sensitive lists for Sri
Lanka, Bangladesh and Pakistan. The exercise to eliminate items from
the sensitive lists started by identifying items that are included in the
ISFTA sensitive list but not in the SAFTA sensitive list; items that can-
not be supplied by the exporting countries to the world; items that have
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been removed from the list of products reserved for exclusive manufac-
turing by the small-scale industry in India; and items in which India is
competitive and those in which neither India nor the exporting country
is competitive. It is seen from this exercise that India can maintain much
shorter sensitive lists for Sri Lanka and Pakistan than it currently does,
although it now provides duty-free access to all the products from Ban-
gladesh except for 25 items (such as alcohol and tobacco) by virtue of
the latter being an LDC.

Even those items that would be retained on the sensitive lists for
Pakistan and Sri Lanka in particular are those in which India is not
competitive. Hence, retaining them on the sensitive list for long would
encourage inefficiency. Therefore, it is imperative to retain these items
in the list only for a definite period of time (three to five years) during
which India’s domestic producers make themselves able to face external
competition.

Notes

1 Currently, there are eight members in the SAARC after Afghanistan became
its newest member in 2008.

2 The RCA index is the ratio of the share of a given product in a country’s ex-
ports to the product’s share in world exports (Balassa 1965). RCA is comput-
ed using the formula RCAij=(Xij/ XI)/ (Xwj/XW), where Xij represents coun-
try i’s export of commodity j, Xwj represents world exports of commodity j,
XI represents the total exports of country I, and XW represents total world
exports. The RCA index has been computed by averaging item-wise RCA for
each of the years 2005, 2006 and 2007. An RCA index value of greater than
unity implies that the country is competitive in exporting that product.

> Under the India-Nepal FTA signed in 1996, India has maintained a list com-
prising only three items, namely alcoholic liquors, cigarettes and tobacco,
and perfumes and cosmetics of non-Contracting Party origin.

% Central Board of Excise and Customs (CBEC) Notification No. 67/2006 dated
30 June 2006.

®  CBEC Notification No. 107/2008 dated 6 October 2008.

¢ CBEC Notification No. 52/2008 dated 22 April 2008; on sourcing of fabric
from India up to a limit of 3 million pieces.

7 CBEC Notification No. 51/2008 dated 21 April 2008.

8 The original and the operational sensitive lists for Sri Lanka do not contain
any alcohol and related products.

9 As referred to earlier, 86 items in the ISFTA were not included in the SAF-
TA sensitive list. Of these, 48 belonged to the textile sector. 46 textile items
were removed from the ISFTA sensitive list under a TRQ in 2008 through the
CBEC Notification No. 52/2008, leaving 40 items in the ISFTA sensitive list.
This list included two items that were not in the list of TRQ items. Adjusting
for these two items, there are 38 items which are in the ISFTA sensitive list
but not in the SAFTA sensitive list.
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Non-tariff barriers in South Asia:
Nature, implications and
measures to address the challenges

Mustafizur Rahman

1. Introduction

In recent times, non-tariff barriers (NTBs) have tended to gain growing
attention of both businesses and policy makers against the backdrop
of a secular decline in tariff barriers arising from trade liberalization
policies pursued by most developing countries. Exporters increasingly
complain about the NTBs that they have to face in importing countries
when doing business.

The reasons for the existence and proliferation of NTBs are varied
and diverse. It is true that oftentimes NTBs are put in place for protec-
tionist purposes; however, NTB-imposing countries cite a host of argu-
ments as to why such barriers are in place and are necessary. According-
ly, the defensive interests and offensive interests in the context of NTBs
tend to vary depending on the nature of the interest of the exporting/
importing countries.
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It is to be noted that NTBs constrain not only bilateral trade flows;
they have emerged as a stumbling block to trade cooperation in the con-
text of many regional trade agreements (RTAs) as well. It is a matter of
record that in many RTAs, set up in the first place to enhance intra-re-
gional trade flows, the emergence of various NTBs has undermined and
defeated the very objectives of the RTAs. The South Asian Association
for Regional Cooperation (SAARC) has not been an exception in this
regard. Indeed, it is precisely because of this that policy makers in the
SAARC region have been giving increasing attention to this issue.

Although SAARC was established in 1985, the first institutional ar-
rangement for stimulating intra-regional trade was put into motion only
in 1993 when the SAARC Preferential Trading Arrangement (SAPTA)
got off the ground. Between 1993 and 2005, four rounds of SAPTA nego-
tiations were held in all, with each successive round having an increas-
ingly large number of goods being accorded preferential tariff treatment
by member countries. The margin of preferences was also gradually
raised.! However, SAPTA did not deal with NTB issues in a compre-
hensive manner.

SAPTA was succeeded by the Agreement on South Asian Free Trade
Area (SAFTA). The SAFTA Agreement, which came into operation in
2006, envisaged to bring down the existing tariff barriers in accordance
with a tariff liberalization programme (TLP) agreed by the member
countries (Table 4.1). The TLP included three schedules: i) a positive list;
ii) a sensitive list; and iii) a residual list. Article 7 of the SAFTA Agree-
ment took a two-track approach: one for developing-country members,
and the other for least-developed-country (LDC) members. Duties on
tariff lines belonging to the positive list were set at zero from the date
of implementation of the SAFTA Agreement. However, a large number
of tariff lines belonging to the sensitive lists continued to be traded at
the existing most-favoured-nation (MFN) tariff rates. The sensitive lists
were to be reviewed periodically (every four years).? Duties on items
belonging to the residual list were to be reduced to between 0 and 5
percent by 2013 by developing-country members and by 2016 by LDC
members.?

It should, however, be noted that in recent years, both developing
countries and LDCs in SAARC have reduced their respective tariffs, pri-
marily through various trade liberalization reforms. MFN tariff rates
which used to be, on average, in the range of 50-60 percent during the
early 1990s had in fact come down to 15-20 percent in recent years.
Thus, the preferential margins enjoyed by members under the TLP of
the SAFTA Agreement are set to provide a declining dividend. Never-
theless, the fact of the matter is that a large number of items continue to
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remain in the respective sensitive lists of SAARC, undermining both the
spirit and the efficacy of SAFTA (Table 4.2).*

Table 4.1: Tariff liberalization programme (TLP) under SAFTA

Existing Tariff rates Year to be

Phases Countries . proposed
tariff rates under SAFTA completed

India, Pakistan o o

First phase and Sri Lanka 20% and above 20% max 2008
SAFTA LDCs 30% and above 30% max 2008
India, Pakistan 20% or below  0-5% 2013

Second . 9 o

hase Sri Lanka 20% or below  0-5% 2014
. SAFTA LDCs 30% or below  0-5% 2016

Source: SAARC Secretariat (2006).

Table 4.2: Sensitive lists of SAFTA countries

Number of tariff lines in sensitive list
Afghanistan 1,072
Bangladesh 1,233 (for LDCs) and 1,241 (for non-LDCs)

Bhutan 150

India 480 (for LDCs) and 868 (for non-LDCs)
Maldives 681

Nepal 1,257 (for LDCs) and 1,295 (for non-LDCs)
Pakistan 1,169

Sri Lanka 1,042

Source: Author’s compilation.

Despite four rounds of tariff liberalization under SAPTA and tar-
iff liberalization under SAFTA, the share of intra-regional trade in the
global trade of SAARC countries remains fairly low. A little less than
5 percent of the global trade of SAARC countries is with one another
(Table 4.3), compared to 61.7 percent for the European Union (EU), 45.6
percent for the North American Free Trade Agreement (NAFTA) and
23.7 percent for the Association of Southeast Asian Nations (ASEAN).
Although the relative shares of trade of individual SAARC countries
vary significantly across countries, the fact remains that except for Af-
ghanistan, Bhutan and Nepal, intra-regional export is rather low for all
other SAARC members. On the other hand, imports are more widely
distributed. Intra-regional exports and imports of the region’s domi-
nant economy, India, are dismally low (4.5 percent and 0.6 percent of its
global exports and imports, respectively).?
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Table 4.3: Intra-SAARC trade as percentage of global trade of SAARC countries

1985 1990 1995 2000 2005 2008
Export 4.89 3.45 452 456 6.60 6.29
Import 211 218 3.94 4.26 4.70 3.94
Total trade  3.04 2.70 4.20 4.39 5.47 4.81

Source: Computed from International Monetary Fund’s Direction of Trade Statistics, various

years.

It is often argued that one of the major reasons for this low level of
intra-regional trade lies in the presence of a plethora of NTBs that limit
the potential benefits and opportunities emerging from the free trade
accord. NTBs are perceived to be not only limiting the scope of realizing
the benefits of duty-free market access; they also severely constrain the
promotion of intra-regional trade in general. It is true that the SAFTA
Agreement has some provisions for reducing NTBs, facilitating cus-
toms cooperation and trade facilitation. However, not much progress
has been made in this context so far. There is, thus, a need to conduct an
in-depth investigation into what the various NTBs to trade in the South
Asia region are, how these affect intra-regional trade, how these could
be addressed, and what institutional mechanisms may be put in place to
resolve the attendant disputes.

This article documents the various NTBs in place in South Asia and
identifies modalities to address these, based on cross-country and cross-
regional experiences. Section 2 examines the various concepts and ty-
pology of NTBs;® Section 3 identifies the nature of the various NTBs
in place in South Asia; Section 4 discusses cross-country experiences in
addressing NTBs; Section 5 documents how NTBs are being addressed
within the SAFTA architecture and the lessons that can be drawn from
the experience of other regions; Section 6 provides policy recommenda-
tions to address N'TBs in the context of SAARC; and Section 7 concludes
the article.

2. NTBs: Concept and typology

2.1 Definition of NTBs and their classification

While a tariff is a tax imposed on foreign goods and services as these
enter a country through customs points, NTBs are non-tax measures
which exporters often have to encounter both at the border and behind

the border when goods and services are imported by foreign buyers.
Such measures could provide some advantage to domestic suppliers
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(by raising their real effective rate of protection) or suppliers from other
countries for which such measures are not exercised. Some of the NTBs
tend to have relatively unimportant trade effects, e.g., packaging and
labelling requirements can impede trade flows, but perhaps not sig-
nificantly. On the other hand, NTBs such as quotas, voluntary export
restraints, and other non-automatic import authorizations and variable
import levies would have much more significant effects on market entry
as well as price competitiveness.

The broadest definition of NTBs includes any measure other than a
tariff that distorts trade (Linkins 2002). Tariff barriers are easy to mea-
sure since these are quantifiable. In contrast, NTBs are often grey and
come in various shapes, sizes and forms. NTBs tend to lack concrete fea-
tures and are often devoid of precise data and information and involve
a lot of areas that are subject to interpretative ambiguities.

The United Nations Conference on Trade and Development
(UNCTAD) provides a comprehensive list of NTBs which are classified
according to the typology of trade control measures. These fall under
five broad categories:
= Price control measures: Administrative pricing (minimum import pric-

es, administrative pricing); voluntary export price restraint (variable

levies, variable components, compensatory elements, flexible im-

port fees, variable charges); anti-dumping measures (anti-dumping

investigations, duties, price undertakings).

= Finance measures: Advance payment requirements (advance import
deposit, cash margin requirement, advance payment of customs du-
ties, refundable deposits for sensitive product categories); multiple
exchange rates; restrictive official foreign exchange allocation (pro-
hibition of foreign exchange allocation, bank authorization, transfer
delays, queuing).

s Quantitative control measures:

- Non-automatic licensing (licence with no specific ex ante criteria,

licence for selected purchasers;

- Licence for specified use, licence linked with local production
(purchase of local goods, local content requirement, barter or
counter trade); licence combined with or replaced by special im-
port authorization;

- Authorization for sensitive product categories, licence for politi-
cal reasons;

- Quotas: Global quotas (unallocated, allocated to exporting coun-
tries), bilateral, seasonal, linked with export performance, linked
with purchase of local goods, quotas for sensitive product cat-
egories, for political reasons; prohibitions: total, seasonal, tem-
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porary prohibition, suspension of issuance of licences, import
diversification, prohibition for political reasons (embargo);

- Export restraint arrangements: Voluntary export restraint (VER)
arrangements, multi-fibre arrangement (MFA); quota agreement,
consultation agreement, administrative co-operation agreement,
etc.;

- Enterprise-specific restrictions: Selective approval of importers,
enterprise-specific quota.

= Monopolistic measures: Single channel for import (state trading ad-
ministration, sole importing agency), compulsory national services
(compulsory national insurance, transport);

u  Technical regulations: Requirements for product characteristics,
marking, labelling, packaging, testing, inspection and quarantine,
information, requirement to pass through specified customs, etc.,
pre-shipment inspection (PSI), special customs formalities, return
obligation.

The above discussion would indicate that NTBs are of fairly diverse
nature and many NTBs operate in grey areas and are subject to interpre-
tation. For example, PSI is mandatory in many countries, at times, for
values exceeding a certain fixed amount. But exporters may consider
this to be an NTB particularly when the export consignment is of small
value, and in view of the additional costs that are to be incurred. It is
also difficult to separate measures introduced with protectionist intent
from measures originating from genuine concerns. The complex nature
of NTBs makes these difficult to address, and their resolution often in-
volve prolonged negotiations and arbitration processes.

2.2 Use of NTBs in international trade

As trade flows have increased, so have NTBs, but the structure has
changed. If in the past licensing requirements, VERs, multiple exchange
rates, price control and monopolistic measure were more prevalent, cur-
rently, various types of standards (including private standards), certi-
fication and technical requirements have emerged as more prominent
types of NTBs.

NTBs increasingly include regulations referring to technical require-
ments, either directly or by referring to or incorporating the content of
a (mandatory or voluntary) standard, technical specification or code of
practice, with a view to protecting human or animal life or health (sani-
tary regulation), protecting plant health (phytosanitary regulation), pro-
tecting the environment and wildlife, ensuring human safety, ensuring
national security, and preventing deceptive and unfair practices. In the
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EU, the focus of regulations in recent times has been primarily on envi-
ronment, health and safety. Recently, however, there have been tenden-
cies by governments to regulate information technology and telecom-
munications products in terms of certain features, such as privacy and
security.

NTBs often give rise to disputes of various types. It has been seen
that control measures such as those in the area of sanitary and phyto-
sanitary (SPS) measures, meant to protect humans, animals and plants,
have often exceeded multilaterally accepted norms. Often, what is ac-
cepted by one country is not accepted by others. Technical barriers to
trade (TBT) have often constrained trade flows, when standards, regu-
lations and assessment systems intended to ensure safety were not ap-
plied uniformly. Experience shows that, often, duplication of testing
procedures is required although this does not add value to the product
but adds to the cost of compliance and undermines competitiveness.

Regulators in developed countries apply stringent rules on food
quality, packaging and labelling. For example, exports of poultry prod-
ucts are particularly affected by sanitary regulations that encompass
rules pertaining to equipment and methods used in the processing
and packaging of the products. Obtaining approval often proves to be
a lengthy process that involves substantial documentation and tedious
bureaucratic procedures.

When perceived as protectionist measures, NTBs often get to be
challenged in appropriate forums. When developed countries are mem-
bers of an RTA, the dispute settlement mechanism of the RTA are put
into effect whenever an aggrieved party lodges a complaint. In some
instances, the Dispute Settlement Mechanism (DSM) of the World Trade
Organization (WTO) has been put into effect when it was perceived to
be a better route to resolve an NTB-related conflict.

According to UNCTAD, over the last 10 years, there has been a
seven-fold increase in government-mandated testing and certification
requirements with increasing costs that have to be borne by exporters,
who have to comply with the various technical regulations and stan-
dards-related requirements. The issue has been debated to such an ex-
tent that a special working group has been created in the WTO to deal
with NTBs. This working group has identified a wide variety of NTBs
based on discussions with and submissions of WTO member countries.

Table 4.4 provides an idea about the prevalence of NTBs in ASEAN,
whose RTA far surpasses that of SAARC in performance. It reveals that
NTBs come in various forms. Table 4.5 provides data on the tariff lines
affected by various NTBs. The information provided in these tables is
quite revealing.
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Table 4.4: NTBs reported in ASEAN (as of 2007)

Country No. of NTBs Typology of NTBs

Import licensing, permits, technical measures (SPS),
non-automatic licensing, prohibitions

Technical measures (SPS), tariff rate quotas (TRQ),
non-automatic licensing, import licensing, prohibitions

Cambodia 99

Thailand 134

Prohibitions, import licensing, internal taxes and

Vietnam 464 charges, labelling requirement, technical regulations

Import licensing, approved permit, registration certifi-

Malaysia 1017 cates, certificate of approval, technical measures (SPS)

Source: ASEAN Secretariat.

It is interesting to note from Table 4.5 that in ASEAN the overwhelm-
ing majority of NTBs are related to customs surcharges (70 percent).
NTB-imposing countries tend to argue that such measures are necessary
on the ground of revenue concerns and providing safeguards to domes-
tic producers (often, ostensibly, necessitated by safeguards and incen-
tives in place in exporting countries). However, these are not generally
expressed explicitly. One would have expected trade barriers to come
down with the deepening of trade liberalization. However, this has not
happened. What is also interesting to note is that NTBs in the form of
SPS and TBT do not figure in a significant manner in ASEAN. This is the
case mainly because SPS- and TBT-related NTBs were largely resolved
through agreements pertaining to mutual recognition of standards and
certification. This should be seen as a matter of heightened interest to
SAARC members. One could infer that a mechanism such as the one in
ASEAN could play an important role in reducing the number of NTBs
in South Asia.

Table 4.5: Most prevalent NTBs in ASEAN

Number (and percent)

Types of NTBs of tariff lines affected
Customs surcharges 2,683 (69.42)
Additional charges 126 (3.26)

Single channel for imports 65 (1.68)

State trading administration 10 (0.26)

Technical measures 568 (14.70)

Product characteristic requirements 407 (10.53)

Marketing requirements 3 (0.08)

Technical regulations 3 (0.08)

Total 3,865 (100.00)

Source: ASEAN Secretariat (2005).
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The upshot of the above discussion is that when the issue of NTBs in
the context of South Asia is considered, it will be well-advised to keep
in mind that NTBs are a widely prevalent phenomenon in global trade
and there is hardly any opportunity or scope to wish them away. Cross-
country experiences indicate that the best way to go about to addressing
the attendant issues is to build up capacities to ensure compliance, and
put in place appropriate institutions to resolve the conflicts. In connec-
tion with this, it will be relevant to first examine the NTBs in South Asia
with a view to identifying the nature of the NTBs and sectors which are
most affected by these NTBs.

3. NTBs in South Asia
3.1 NTBs constraining intra-SAARC trade

If the UNCTAD definition of NTBs is considered, the menu of NTBs
that apply to intra-SAARC trade would be quite an extensive one. A
review of relevant sources indicates that all the four major trading part-
ners in SAARC (India, Pakistan, Bangladesh and Sri Lanka) have a large
number of NTBs in place. While individual members tend to consider
most of their own NTBs to be genuine and WTO-compliant, they tend
to consider NTBs imposed by trading partners to be trade restrictive,
arguing that such NTBs have been put in place with a view to protecting
the interests of domestic producers against imports. This diversity of
approaches results in frequent disputes in the context of intra-regional
trade in South Asia.

Though the SAFTA Agreement requires members to notify the
Committee of Experts (CoE) of any NTBs and para-tariff measures, the
CoE can only recommend their removal; these recommendations do not
entail a binding commitment on the part of the party against which the
complaint was submitted in the first place.

A survey of NTBs reported by SAARC member countries to the CoE
shows that NTBs that are most frequently imposed on trade among
SAARC countries relate to SPS and TBT, quotas, anti-dumping mea-
sures, licence requirements, and countervailing measures. Documenta-
tion procedures and SAFTA certification for rules of origin (RoO) are also
considered NTBs by some exporters. Computerization of trade transac-
tions (cargo declaration, licensing, and duty payments) has opened up
the need for new standards [e.g., Automated System for Customs Data
(ASYCUDA)] and compatibility across regional systems. Those who fail
to comply with the related requirements tend to perceive those require-
ments also as barriers.
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A wide range of NTBs, albeit WTO-consistent, are in place in In-
dia. These include TRQs on a number of tariff lines at the Harmonized
Commodity Description and Coding System (HS) 8-digit level, import
restrictions and licensing, and restrictions in the form of entry through
particular ports. Under the India-Sri Lanka Free Trade Agreement, for
example, tea and garment exports from Sri Lanka to India can only be
cleared through specified ports. In Bangladesh, there is a significant ap-
plication of para-tariffs (e.g., surcharges and supplementary duties)—
estimates are that 38 percent of the average protection is due to para-tar-
iffs. Bangladesh continues to maintain quantitative restrictions on eggs,
poultry and salt, for which the government has obtained waivers from
the WTO. Sri Lanka bans import of tea and spices on the grounds that
low-quality imports, if mixed with Sri Lankan products, would reduce
the quality of exports and thus affect their marketability.

As can be seen from Table 4.6, information collated by the Asian
Development Bank and UNCTAD (ADB and UNCTAD 2008) shows
that 86.3 percent of NTBs in the region relate to SPS, TBT and related
measures. Thus, the overwhelming majority of NTBs are indeed in areas
where compliance with SPS and TBT are major requirements. If such
measures are on an MFN basis, non-discriminatory and equally appli-
cable for all imports, and if these relate to compliance with relevant na-
tional laws, one would be hesitant to call them protectionist measures. It
is when these are applied on a discretionary basis and the required stan-
dards are more stringent than national laws that these could perhaps be
considered as NTBs in the strictest sense of the term.

Table 4.6: Percentage share of NTBs in all NTBs by SAARC countries

Non-tariff barriers Share
SPS, TBT, and other related measures 86.3
Tariff quota 9.8
Anti-dumping measures 7.4
Licence requirement 5%
Countervailing measures 1.2

Note: Percentage shares exceed 100 percent since number of cases varies.
Source: ADB and UNCTAD (2008).

A careful review of the various NTBs faced by exporters in South
Asia shows that the manifold and diversified NTBs that apply to trade
among SAARC countries could be categorized according to the broad
areas of: i) on the border NTBs (e.g., surcharges); and ii) behind-the-bor-
der NTBs (violation of national treatment, in various forms). Broadly,
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these may be grouped into seven clusters: i) NTBs related to SPS mea-
sures; ii) NTBs related to customs regulations; iii) NTBs related to TBT
and environmental measures; iv) quantitative restrictions, including
ban; v) border-crossing barriers; vi) labelling requirements; vii) RoO;
and viii) visa requirement.

3.2 NTBs identified by NAMA Working Group

In the context of the ongoing non-agriculture market access (NAMA)
negotiations at the WTO, a special working group was set up to look
into NTBs. The NAMA Working Group identified the following NTBs
for Bangladesh, India, Pakistan and Sri Lanka.

Bangladesh
= Customs surcharges in the form of supplementary taxes.
= Health, religious, environmental and balance of payments pur-
poses.
= Quantitative restrictions.
= Import through state trading enterprises (salt).
= Restricted port of entry.

India

= Tariff rate quotas.
Import through state trading enterprises.
Health and sanitary regulations (quarantine fees).
Restricted port of entry and inland customs port.
Anti-dumping and countervailing duties.
Customs valuation.

Pakistan
= Ban on imports from India of products not on the positive list of
771 items (corresponding to about 1,500 8-digit HS tariff lines).
= Local content required in the auto industry.

Sri Lanka
= Import ban (tea and certain spices).
= Import monopoly (wheat).
= Health and sanitary regulations.

Imports of particular items face additional duties (other than customs

duties) in various SAARC countries in the form of customs surcharges
(supplementary taxes), additional charges (lending fee, insurance fee),
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pre-shipment fees and special additional duties (SADs). Restrictive fi-
nancial measures in the form of a bank guarantee, for import values
exceeding a certain amount, are also in place in many countries. In
many countries, monopolistic measures are in place in the form of re-
quirement to take the service of national institutions such as national
insurance companies and modes of transport owned nationally such as
national flag carriers.

3.3 Connectivity barriers as NTBs

Lack of physical, industrial and communication infrastructure in the
region has also contributed to restrict trade. This could also be termed
NTBs in the context of its broad definition. Kabir (2007) provides a sum-
mary of the key barriers to trade in this context.

Air and maritime port facilities in South Asia are less competitive
compared to those in East Asia, leading to cost escalation. While it takes
two hours to clear a vessel in Singapore and Laem Chabang, Thailand, it
takes 2-3 days in Chittagong. At Delhi airport, average cargo dwell time
is 2.5 days. Some estimates have been made with regard to the magni-
tude of the NTBs in the form of lack of connectivity and infrastructure.
For example, World Bank (2003) estimates savings arising from switch-
ing to rail transport (from road) along the Kolkata-Kathmandu corridor
at 22-33 percent of total road cost.

Disparity in infrastructure facilities among South Asian countries
has been on the rise in recent years. Additionally, progress in informa-
tion technology is also considered to be as important as development of
the needed physical infrastructure. This is crucial for customs and stan-
dards harmonization among the countries of the region. This is lacking
in South Asia, leading to disputes regarding interpretation of customs
rules and procedures.

Lack of border infrastructure and traffic planning is a major con-
straint to deepening trade relations in SAARC. Most border crossings
among South Asian countries are not designed to handle the volume of
traffic that currently passes through them. This results in severe traffic
congestion and delays in handling shipments.

Land ports at border-crossing points have emerged as major stum-
bling blocks from the perspective of the need for providing seamless
and multi-modal movement of goods across borders. Since goods are
required to be transshipped, precious time is wasted at the borders.
About 90 percent of the trade between India and Bangladesh is carried
out through 17 land ports. These land ports do not have adequate stor-
age facilities; oftentimes, goods have to be off-loaded on no-man’s land
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and are not allowed to be brought to warehouses (e.g., Indian goods
exported to Bangladesh). Due to increased trade volumes, storage dwell
time has been on the rise at the ports where storage capacity tends to be
highly inadequate. At the Petrapole-Benapole border, it takes more time
to unload vehicles at the land ports compared to the physical clearance
time. All these factors undermine competitiveness and add to cost.

In some of the land ports, there is also lack of adequate human re-
sources to deal with customs clearance work. Often, the officer is not
appropriately trained, and has to send documents to the head office for
the opinion of the appropriate authority. This causes inordinate delay.
When goods are exported under preferential treatment, delays hap-
pen because customs officials at the border point do not have a good
knowledge about tariff classification and are not adequately equipped
to certify the authenticity of the certificates of origin for compliance with
the relevant RoO. Many of the land customs offices at the border lack
testing and laboratory facilities and have to send samples to relevant
institutions which are situated far away. This is a common phenomenon
faced by Bangladeshi exporters of cement and fruit juice to the North-
east Indian markets. Absence of appropriate banking facilities (dealing
with letters of credit opened for trade) also delays trade transaction and
discourages trade.

Traders’ practices also often create bottlenecks for customs authori-
ties at border points. Importers often do not submit required clearance
documents at customs points on time. Since a significant time is required
to collect the formidable array of supporting documents, importers use
godowns as storage facilities for the period they require to deal with
the financial and documentation work involved. This is also often the
case because storage charges tend to be relatively low. There is a need to
raise awareness among business people with regard to the need to have
the required paperwork ready when dealing with the customs.

A lack of cross-border transport agreements also creates problems
for movement of goods when trade takes among SAARC countries.
Due to the lack of through-transport movement, there are formidable
transport inefficiencies at the interface. SAARC countries have about
3.8 million km of road network which account for about 10 percent
of world road network; the railway networks are spread over 77,000
km. However, because of a lack of bilateral and multilateral road and
rail transport agreements, a seamless movement of goods, and road/
rail vehicles and wagons across borders is not possible. This is true for
movement between Bangladesh and India, and India and Pakistan. Ma-
jor obstacles here include absence of protocols, lack of standardization
of technologies, operation and maintenance practices, incompatibility
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of rolling stock, load restrictions on bridges, differences in rail gauges,
braking system and couplings.

At present, there are also restrictions on movements of goods from
Nepal and Bhutan through India to Bangladesh that are destined for
third countries. Although South Asia has 25 major ports and one of the
largest water systems in the world, lack of capacities, and absence of
comprehensive protocols hinder cross-border movement of goods. This
lack of trade facilitation is a major NTB (in the broad sense of the defini-
tion) that limits the scope of intra-regional trade and results in costly
transshipment.

In recent times, discussions have been initiated, at the bilateral level,
to address some of the attendant issues. Existing protocols are being
reviewed to explore the possibility of greater transport cooperation
among Bangladesh, Nepal, Bhutan and India.” Some experts have ar-
gued that establishing a SAARC rail network will be the best way to
move forward at this point of time. Addressing the issues related to
transport facilitation to stimulate trade among SAARC countries will
require comprehensive negotiations among the member countries to
identify win-win options. Only this could lead to successfully address-
ing this particular variant of NTBs.

The Joint Communiqué resulting from the visit of Bangladeshi Prime
Minister to India is now being followed up with several initiatives in a
number of areas to foster greater sub-regional connectivity among Ban-
gladesh, Bhutan, Nepal and India. These are to cover rail, road and wa-
terways as well as multi-modal transport protocols.®

3.4 Rules of origin

The general criterion of SAFTA RoO is change of tariff heading (CTH)
plus 40 percent value addition for non-LDCs and CTH plus 30 percent
value addition for LDCs. There are also product-specific rules for 191
items on which the general criterion does not apply. Under regional
cumulation rules of SAFTA, applicable rules relate to the provision of
value addition criterion only. In this case, the regional value addition is
50 percent, of which 20 percent has to be in the final exporting country.
As SAFTA moves forward, the RoO will need to be further revised and
made more trade friendly to stimulate intra-regional trade.

3.5 Possible barriers to services trade

With the signing of the SAARC Agreement on Trade in Services (SATIS),
the services sector has also come within the ambit of a regional arrange-
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ment. Experiences with services trade agreements tend to show that
barriers to services trade could be in many forms: exporters could face
restrictions in the form of limit on the total value of services transaction,
the number of services operations, the number of natural persons to be
employed for the supply of a particular service, measures which force
a service supplier to supply a service through a particular legal entity,
and limits on foreign investment in particular sectors. Also, in connec-
tion with the schedule of specific commitments, there could be barriers
by way of terms, limitations and conditions of market access, conditions
and qualifications with regard to national treatment, undertakings relat-
ing to additional commitments, the time frame for the implementation
of such commitments, and the date of entry into force of such commit-
ments. Any future framework of dispute settlement will need to keep
these possible areas of diversity of interests in perspective.

4. Global experience in addressing NTBs

A majority of RTAs have developed mechanisms to deal with NTBs.
They have developed mechanisms for assessment of equivalence of
qualification, licensing, and other related documents with a view to im-
proving market access. The EU, NAFTA and the Trans-Tasman Mutual
Recognition Agreement (TTMRA) (between Australia and New Zea-
land) are some examples. A large number of RTAs have signed mutual
recognition agreements (MRAs) whereby certification and laboratory
tests as well as the standards of one member country are accepted at
border points by other members. Such mutually beneficial arrangements
were found to be a good modality to address concerns of RTA member
countries with regard to compliance with SPS and TBT requirements.

ASEAN, for example, has signed an agreement on the general
framework of a process by which NTBs would be addressed, and subse-
quently eliminated. The process involves: i) verification of information
on NTBs; ii) prioritization of products/NTBs; iii) developing specific
work programmes; and iv) obtaining a mandate from the ASEAN Eco-
nomic Ministers to implement the work programme.

Member countries verify the list of NTBs and products that are af-
fected by the NTBs, which is compiled by the ASEAN Secretariat. Sev-
eral criteria have been considered by the Interim Technical Working
Group with a view to identifying which products/measures have to be
dealt with first. These criteria are to be used individually or in combina-
tion with each other in order to set priorities. These criteria, in order of
importance, are: i) the number of private sector complaints; ii) differ-
ence between domestic and world prices; and iii) trade value.
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The first criterion would rely on the private sector’s or exporters’
complaints since they are the ones who are in a better position to tell
how various measures existing in the country of destination act as a
trade barrier. The second criterion relates to the price divergence be-
tween domestic and global prices. The price gap provides an indica-
tion as to the value of trade which is affected and helps to come to a
reasonable understanding on to what extent prices would come down
in importing countries if such barriers are not there. However, finding
appropriate price data to make this type of comparison has not been
easy. The third criterion prioritizes those NTB-affected products which
are traded most widely (both within and outside the region). The fact
that the ASEAN Secretariat has this information certainly helps.

However, it is not easy to prove whether NTBs present in a sector
hamper trade or not. If the amount of trade in a particular item is sig-
nificant, this may indicate that the NTB is not an important hindrance to
trade; on the other hand, if that is not the case, the NTB could be identi-
fied as a major constraint. The criteria may not be mutually exclusive
and could also be used jointly. Indeed, where all three criteria converge,
this should give a robust indicator of the degree to which NTBs exist in
that product or sector and appropriate actions may be initiated depend-
ing on this. At present, ASEAN is in the process of doing this.

4.1 NAFTA dispute settlement mechanism

The NAFTA Secretariat deals with complaints regarding NTBs under
Chapter 19 and Chapter 20 of NAFTA. Chapter 19 provides for a system
of bi-national panel review of decisions by a party authority on anti-
dumping and countervailing duty matters. Article 1903 provides that a
party may request that amendments to the other party’s anti-dumping
or countervailing duties be referred to a bi-national panel for a declara-
tory opinion on whether the amendment is consistent with the General
Agreement on Tariffs and Trade (GATT) and NAFTA. Bi-national pan-
els comprise five independent experts.

In Chapter 20, the process is “applicable to all disputes regarding
the interpretation of application of the NAFTA” and “intended to re-
solve disputes by agreement, if at all possible”. The process begins with
government-to-government consultations, which can then proceed to a
meeting of the ministerial-level Free Trade Commission, and finally to
the creation of a five-member arbitration panel. Panel rules are designed
to result in final panel decisions within 315 days of the date of a request
for a panel. Within this period, strict deadlines have been established re-
lating to the selection of panel members, filing of briefs and reply briefs
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and the setting of the date for oral argument. In the event of failure to
comply with the decisions of a bi-national panel on statutory amend-
ments, the complaining state is free to adopt comparable legislation or
equivalent executive action to the violating amendments, or even with-
draw from NAFTA.

Chapter 20 also provides for scientific review boards which may be
selected by a panel in consultation with the disputing Party, to provide
a written report on any factual issues concerning environmental, health,
safety or other scientific matters to assist panels in rendering their deci-
sions. Moreover, a third party that believes it has a substantial interest
in a disputed matter is entitled to join consultations or a proceeding as a
complaining party on written notice.

4.2 NAMA dispute settlement proposal (NAMA 11)

Pointing to the several limitations in the existing WTO mechanisms
related to resolution of trade disputes, in 2006, a group of developing
countries put forward a proposal for the resolution of NTBs through
a facilitative mechanism. Referred to as the NAMA dispute settlement
proposal (NAMA 11), it stipulates that the WTO’s DSM “which works
on the principles of an adversarial process, is expensive, and the time
of up to 2 years taken for an enforceable decision, often frustrates the
exporter’s need for a timely solution”.? Also, particularly for develop-
ing countries, the dispute settlement process is costly. Therefore, the
proposal calls for the establishment of a “NTB Resolution Mechanism”,
which would be guided by the principle of “good faith” and concilia-
tory negotiations wherein every member would make a concerted effort
to resolve the NTB at hand, under the guidance of a mutually agreed
“facilitator”.

According to the proposal, a solution mutually acceptable to the
parties concerned and which is consistent with the covered agreements
is to be preferred. In the absence of a mutually agreed solution, the first
objective of the dispute settlement mechanism is usually to secure with-
drawal of the measures concerned if these are found to be inconsistent
with the provisions of any of the covered agreements. One of the most
important aspects of the proposal is that the recommendations on pos-
sible solutions that the facilitator would provide within 60 days would
be non-binding. It would be mandatory for the parties concerned to par-
ticipate in the NTB resolution procedure, but implementing the recom-
mended solutions would not be mandatory. The proposal also mentions
that during consultations, members should give special attention to the
particular problems and interests of developing-country members.
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4.3 EU dispute settlement proposal

The EU currently follows the WTO’s DSM to deal with NTBs. How-
ever, like the NAMA 11 group of developing countries, it also points to
the limitations that the existing WTO mechanism has in addressing dis-
putes. Therefore, according to the EU Trade Commission, the following
recommendations have been made to strengthen the process:

= Introduction of a system of more permanent panelists.

= Clarification of the dispute settlement understanding provisions on

implementation. This covers notably:

- The sequencing issue (the steps which need to be taken, and
their order, before determining that the losing party has not
complied correctly with the dispute settlement body recom-
mendations and reacting accordingly).

- Thearbitration procedure on the level of suspending concessions.

- The establishment of a procedure to lift suspension of conces-
sions once a losing party has implemented changes.

= Improvement of the provisions on trade compensation to make
them a more attractive option before suspending the concessions,
and speeding up the process whenever this is feasible and justified.

= Greater transparency to secure continued public support and confi-
dence in the WTO system, while preserving its inter-governmental
character.

5. Dispute settlement mechanism in SAFTA and its efficacy
5.1 SAFTA CoE

The SAFTA CoE, with government officials of SAARC countries as its
members, is the body that embodies the dispute settlement mechanism
under SAFTA. It has been entrusted with dealing with non-tariff re-
lated issues and complaints involving SAARC countries.® Currently,
the CoE deals with notifications and responses with regard to NTBs.
To begin with, contracting states notify the SAARC Secretariat about
all non-tariff and para-tariff measures to their trade on an annual basis.
The measures are then reviewed by the CoE, established under Article
10, in its regular meetings to examine their compatibility with relevant
WTO provisions. The CoE then recommends elimination of the measure
or implementation of the measure in the least trade-restrictive manner
in order to facilitate intra-SAARC trade. Four sub-group meetings on
NTBs have taken place, and most notifications and complaints are being
dealt through bilateral negotiations.
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In view of the importance of the issue, high-level meetings, both at
ministerial and summit levels, have put an emphasis on a coordinated
and structured response to address non-tariff and para-tariff measures
that impede and discourage intra-SAARC trade. The sub-group on non-
tariff measures, which was constituted at the first meeting of the CoE
in April 2006, asked all member countries to notify the CoE about the
non-tariff measures they were facing while exporting to SAARC partner
countries. Member countries, in response, notified non-tariff measures
faced by their exporters in their intra-regional trade. The sub-group, in its
fourth meeting, categorized the notifications under six broad headings:
i) SPS measures; ii) technical barriers to trade; iii) para-tariff measures;
iv) trade facilitation measures relating to infrastructure, procedures,
transparency, standards and testing; v) customs rules and procedures;
and vi) others. It was decided that individual SAARC member countries
would examine all notifications addressed to them by their respective
partner countries to decide as to whether those met the basic principles
of the WTO relating to non-discrimination and national treatment and
whether their application had been made in a trade-friendly manner.
It was decided that subsequent meetings of the CoE would review the
responses to the notifications and identify the way forward.

Table 4.7 provides a specimen of the types of NTB-related queries
and requests by SAARC countries and the related responses by partner
countries. Each of the three countries, Bangladesh, Pakistan and India,
submitted a detailed list of NTBs that, according to these countries, their
respective exporters were facing in the markets of the other two partner
countries, at and beyond the border. A close examination of the submis-
sions and the respective responses indicate that NTBs have been inter-
preted by member countries from the perspective of a rather broad defi-
nition of barriers to trade. Relevant documents reveal some interesting
patterns. A careful examination of the responses also indicate that all
member countries have tried to justify their respective measures on the
ground that such measures did not violate national treatment and non-
discrimination principles of the WTO and that these originated from ad-
missible concerns such as health-hygiene and other justified concerns.

A review of the country submissions shows that the NTBs they
face mainly relate to: i) market access difficulties faced on account of
requirements relating to SPS/TBT, certification, labelling, registration,
laboratory testing and standardization in place in partner countries; ii)
difficulties faced in partner countries due to infrastructural constraints
that impede cross-border movement of goods from exporting countries
(lack of infrastructure; low handling capacity; lack of warehouse facili-
ties, etc.); iii) imposition of para-tariffs, surcharges, cess, VAT, sales tax,
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Table 4.7: NTB-related notifications submitted to the
Committee of Experts: Complaints and responses
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Complaints by India

Ban on import
(poultry-related products)

Same name registration
of drug in a developed
country (drugs)

15% value added tax
(VAT) (all goods)

Allowed through
land route only (yarn)

L/C requirement
(all products)

Radioactivity test
(directly consumable stuff)

Non-payment of
irrevocable L/Cs by
various banks (all exports)

Complaints by India

All products in the positive list

Anti-dumping duty has been
levied on import of phthalic
anhydride from India

In many cases, Pakistani

banks do not accept L/Cs
issued by Indian banks

Pakistan Standards and

Quality Control Authority (PSQ-
CA) is currently maintaining
15,000 standards

Response from Bangladesh

To protect human and animal health. In

view of the recent partial spread of Avian
Influenza, Bangladesh needs to continue such
measures.

Registration and Free Sale Certificate (FSC)
duly signed in original by the Health Author-
ity of the country of origin and at least one
FSC from a developed country.

15% VAT is also imposed on domestic prod-
ucts. Therefore, imposition of VAT should not
be treated as para-tariff.

This measure is not applicable for a specific
country. The provision has been relaxed

for yarn imported under back-to-back L/C
through land customs.

Bangladesh Bank feels that this instruction is
necessary to ensure entry of imported materi-
als/goods into the country against paid mon-
ey and this has not been applied as an NTB.
All imports of food items require radioactiv-
ity test report. However, radioactivity test
requirement has been relaxed for SAARC
countries.

The issue is being addressed by a joint group
on the banking sector.

Response from Pakistan

Bilateral trade between both the countries is
to be viewed in the context of political rela-
tions since independence. The positive list has
increased from 42 to over 1,800 tariff lines. 302
new tariff lines were added to the list.

The measure is in line with the WTO Agree-
ment on Anti-dumping to protect the local
industry.

This issue is under consideration in bilateral
dialogue. Understanding has been reached to
open bank branches across borders with India.
PSQCA developed/adopted 4,900 standards
in accordance with ISO guide 21 and they

are also in line with CODEX Alimentarius
Guidelines.
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Cotton is allowed to be

imported only through

port and not by rail/road
Inadequate handling

capacity at Lahore Land

Customs Station (Lahore LCS)
Commercial invoice and packing
list must be accompanied with the
consignment

Complaints by Bangladesh
Licence from Bureau of Indian
Standards (BIS) for cement, gela-
tin, condensed milk, electrical
appliances, mineral water, steel
products, leather products, x-ray
equipments, dry-cell battery, ther-
mometer, helmet and gas cylinder

Requirement of laboratory
testing (all products)

Detailed product information
(all pre-packaged goods)

Special labelling of country
of origin (jute bags/sacks)

Certificate of non-halogenated
hydrocarbon (jute products)

Pre-shipment certificate about
presence of no hazardous dyes
(textiles and textile products)

Requirement of import
licence (mostly consumer goods)

Source: SAARC Secretariat.

The quarantine arrangement in other ports is
inadequate.

Lahore LCS is in the process of upgrading its
infrastructure facilities to handle increasing
volumes of trade.

This measure is necessary to safeguard gov-
ernment revenue and streamline clearance of
goods.

Response from India

The following steps have been taken: i) the
number of items for which certification is
needed has been reduced from 109 to 68, ii)
marking fees for BIS licence has been reduced
for SAARC countries, and iii) processing
charge for SAARC countries has been abol-
ished.

100 percent checks are done on only 14 high-
risk food items.

These are statutory requirements under the
Consumer Protection Act.

The rationale is that the country of origin of
the product is to be mentioned because if

there is any irregularity in the quality of the
imported item, the source could be tracked.

Domestic producers face the same stipulation.

The provisions are also in effect for domestic
industries.

Requirement of import licences are under
exception clauses of Article XX and Article
XXI of the GATT.

and other duties beyond MFN tariffs; iv) requirements of licences and
permits from importing countries; v) anti-dumping and countervailing
measures; vi) interpretation of rules of origin; and vii) lack of adequate
L/C facilities and necessary financial intermediation.

What is perhaps not surprising is that while as a reporting (export-
ing) country, members have given generous interpretation of the NTB-
related difficulties faced in trading with (importing) partners, in submit-
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ting their own responses, the same partners have attempted to justify
similar types of NTBs they themselves have put in place. The respond-
ing countries have tended to argue that their own NTBs should not be
interpreted as such because: i) SPS/TBT and other related complaints
should not be perceived as NTBs since these have been put in place to
ensure compliance with relevant national standards, rules and regula-
tions; ii) measures perceived as NTBs are MEN in nature, and are not
directed at specific countries; iii) these measures are WTO-compatible;
iv) some of the measures relate to security concerns; v) the complain-
ing country has also imposed similar barriers; and vi) lack of domestic
capacity to develop necessary infrastructure has led to infrastructure-
related constraints in importing countries. In only a few cases did the
partner country, in response, mention that it had taken steps to address
particular complaints (building of infrastructure) or that relevant au-
thorities (often central banks) have been asked to provide clarification
as regards a particular complaint. Thus, in spite of the best efforts of
the CoE, much remains to be done in resolving the outstanding NTB-
related issues.

Indeed, it is understood that at the fifth meeting of the CoE, it was
pointed out that submissions of responses and counter-responses may
not be the most helpful way to resolve NTB-related disputes. Rather,
efforts should be made to list NTBs which are trade restrictive as per
the relevant WTO provisions. The sub-group of the CoE was asked to
clarify whether the notified NTBs fall into any of the following catego-
ries: i) SPS; ii) TBT; iii) para-tariff measures; iv) trade facilitation mea-
sures relating to infrastructure, procedures, transparency standards and
testing; v) customs rules and procedures; and vi) others. Based on the
categorization, the idea was to identify barriers that were WTO-compat-
ible and those that were not, and then propose measures to address the
attendant concerns.

While member countries could go on arguing whether trade mea-
sures that they were facing were NTBs or not, and whether those were
WTO-inconsistent, the fact of the matter is that intra-regional trade
flows among SAARC countries continue to be significantly constrained
because of the “real” or “perceived” NTBs. The task is to take concrete
initiatives to address the concerns, in a positive manner, through con-
structive engagements at various levels. As would appear from the
above discussion, initiatives will need to be taken in four broad areas:
i) institutional initiatives such as signing of MRAs; ii) harmonization of
customs policies and procedures; iii) capacity building in compliance-
related areas; and iv) improving trade facilitation at border points.

Developing MRAs is also critical in the area of trade in services in
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view of SATIS. Of particular relevance in this context will be trade in
services with regard to Mode 4 (movement of natural persons). Absence
of any institutional modality for recognition of qualifications, skills and
experiences is one of the most common barriers affecting Mode 4 (Chan-
da 2005). This either denies market access altogether to foreign services
providers or induces such suppliers to perform at a capacity that is be-
low their respective levels of qualifications (academic or otherwise).
These problems will need to be dealt with within the context of SATIS.

6. Policy initiatives to address NTBs

NTBs severely restrained the potential opportunities of trade expansion
among SAARC countries and the related issues have often been politi-
cized in a manner that have severely undermined the overall spirit of
cooperation among member countries. As the discussion above would
indicate, in spite of efforts at various levels to deal with the related is-
sues, much more needs to be done by way of concrete measures. This
is not to deny that some positive movements did take place within the
SAARC institutional framework. However, the need of the hour is to
build on the progress made thus far, and move forward at a faster pace.
What follows is a discussion of a number of steps and initiatives that
are required to address the concerns, based on the review of issues un-
dertaken in the preceding sections and also taking cognizance of cross-
country experiences in dealing with NTBs.

6.1 General principles

SAARC members should work towards some guiding principles with
regard to NTBs. In general, the principle should be that NTBs that have
not been notified to the WTO, and hence are unlikely to be admissible if
contested in the WTO Dispute Settlement Body, should not be imposed
on intra-SAARC trade. If a new NTB is to be introduced, if at all, mem-
ber countries should be given prior notification for examination and
preparation. The principle of MFN and national treatment should be
guaranteed in all intra-SAARC trade transactions. An agreement may
be made to have the value of all imported products ascertained on the
basis of the Agreement on Customs Valuation of the WTO.

6.2 Strengthening SPS/TBT-related capacities

A majority of NTBs relate to certification, testing and SPS/TBT compli-
ance. Two practical measures that can be taken to resolve this, which
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have also been floated during SAARC meetings at various levels, are to:
i) strengthen national capacities in relevant areas through capacity build-
ing of standardization institutions; and ii) put in place MRAs whereby
certificates issued by standardization/accreditation institutions of one
country will be accepted by those of another country. Indeed, India
made an offer in the fourth meeting of the SAFTA sub-group on NTBs
to assist LDCs to develop the required capacities in the areas of stan-
dards, and technical and human resources. These are to be provided
on the basis of specific requests from member states. India has already
started to provide some technical assistance for the strengthening of the
Bangladesh Standardization and Technical Institute.

The decision to establish the SAARC Regional Standardization Or-
ganization (SARSO) in Dhaka is also a step in the right direction. SARSO
is expected to provide assistance in areas of national capacity building
in standardization related areas. SARSO could play an important role
in the evolution of common standards related to various SPS/TBT, cer-
tification and testing-related areas, and could facilitate the signing of
MRAs among SAARC countries.

6.3 Designing an appropriate dispute settlement mechanism

A workable dispute settlement mechanism is important to resolve con-
flicts relating to NTBs among SAARC members. As was mentioned
earlier, the CoE has served as the dispute settlement authority under
SAFTA till now. While the CoE has been trying to address NTB-related
disputes and issues as best as it can, the fact remains that it is an ad hoc
body, which is able to meet only periodically and does not have the re-
quired institutional and human resources to follow up on its decisions.
In view of this, there is a need for a more institutionalized approach to
deal with NTB issues in SAARC. The experiences of other RTAs such
as ASEAN, NAFTA and the EU may be studied thoroughly to come
up with an acceptable structure for SAARC in this context. The SAARC
Secretariat could take the lead in this respect by i) introducing a sys-
tem of permanent panelists; ii) putting in place a transparent system
of arbitration; and iii) introducing appropriate procedures for lodging
complaints and getting remedies.

6.4 Establishment of accreditation agencies
In order to ensure that certificates issued by the relevant agencies in

one country are accepted by another country, appropriate accreditation
institutions will need to be developed. These agencies will be required
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to have the necessary competence in relevant areas. These could play an
important role in resolving many of the compliance-related concerns.
Governments should provide incentives so that such accreditation in-
stitutions are set up in the private sector. In a good move, a SAARC
Arbitration Council has been set up for which nominations have been
submitted by member countries for the Governing Board. Some of the
administrative and financial matters have been addressed and the prog-
ress was reported in the first meeting of the Council held in January
2009.

What is now required is to ensure that the Council has the required
capacity and logistical support to deal with disputes as and when need-
ed. Indeed, the Council could serve as a clearing house of disputes. It
could help keep trade flows moving by guaranteeing that trade will not
be disrupted till the Council gives a verdict on the dispute being arbi-
trated by it. An effective Arbitration Council could play an important
role in resolving NTBs such as anti-dumping duties and countervailing
duties. If the Council is vested with appropriate authority and capac-
ity, it could rule whether a specific NTB is WTO-compatible or not. The
Council could also suggest ways to keep the damage to the aggrieved
parties to the minimum.

6.5 Works of the SAARC Standards Coordination Board

Since varying standards in SAARC countries are one of the major rea-
sons for disputes to arise in the first place, it is welcome that the SAARC
has constituted a Standards Coordination Board. The Board has already
met several times and finalized the statutes and by-laws of SARSO. The
Board has also identified an initial list of products for which work has
commenced with regard to harmonization of standards among coun-
tries of the region.” The important task at hand is to build the infrastruc-
ture of SARSO as speedily as possible and to ensure that the logistics
and human resource requirements are speedily met. SARSO may be
entrusted with the task of harmonization of standards encompassing all
tradable goods in SAARC.

6.6 Improving customs cooperation

A frequent reason behind the disputes that hinder cross-border move-
ment of goods arises from bottlenecks at customs points. Often, disputes
arise because of difference in the interpretation of tariff lines and wheth-
er a particular product belongs to a particular tariff line. Exporting-
country officials tend to be keen on putting items under tariff lines that
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have zero or lower tariff, or enjoy preferential treatment under SAFTA.
Importing-country officials, on the other hand, are often interested to
put them under tariff lines with MFN duties, particularly when there
is an interpretational ambiguity as to which tariff line the item actually
belongs to.

There have been some initiatives aimed at customs cooperation
among SAARC countries. A SAARC Agreement on Mutual Adminis-
trative Assistance in Customs Matters was finalized by the sub-group
on customs cooperation.”> The focus of attention here should be on ca-
pacity building, harmonization of tariff lines at the 8-digit level among
member countries, fast-tracking customs clearance procedures, and
facilitating the movement of consignments traded under SAFTA. The
task at hand is to address the entire spectrum of bottlenecks. In this con-
text, speedy completion of the harmonization and computerization of
customs clearance processes and procedures at border points and ports
should be given priority so that disputes at customs points, particularly
at land customs points, can be reduced. It is to be noted here that four
of the 17 land customs points in Bangladesh are now operating under
private sector management contracts. There is a need for public-private
partnership initiatives if these land customs points are to be equipped
with appropriate capacities.

6.7 Dealing with para-tariffs

The practice of some SAARC countries to determine assessable values
of imported items by fixing certain percentage of abatement on retail
sales, or on the basis of a pre-fixed tariff value, often gives rise to dis-
putes among member countries. In countries with a federal structure,
such as India, disputes sometimes arise because exports which enter the
border at zero-tariff are subjected to state-level taxes.”® While, per se,
such “para-tariffs” can hardly be contested,’ member countries could
think of coming to an agreement with regard to not imposing any para-
tariffs /surcharges on intra-regional trade flows.

6.8 Signing MRAs

An effective way to resolve disputes with regard to SPS/TBT/stan-
dards is to go for: i) signing of MRAs with regard to certification, tech-
nical regulations, laboratory testing, etc.;'”> and ii) putting in place the
required capacities in this respect. As was noted, India has offered to
provide technical assistance in building and strengthening the capacity
of SAARC LDCs in compliance-related areas. However, given the im-
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portance of the issue, and the need to take urgent initiatives in this area,
member countries (particularly LDCs) should seek support from other
prospective donors in the form of aid for trade, among others, from the
European Commission, which has extensive trade-related capacity-
building support programmes in place for low-income countries.

6.9 Addressing infrastructure-related trade facilitation bottlenecks

The most oft-mentioned NTBs relate to the lack of trade facilitation at
border points, and the bottlenecks come in various shapes. The issue
of addressing the “soft ones” (customs valuation, tariff harmonization,
computerization, etc.) has been mentioned earlier. However, what hin-
ders cross-border movement of goods, to a large extent, is the absence
of physical infrastructure at border points. Some of these relate to con-
scious policy choices (e.g., when a country does not allow unloading
of imports at its warehouses, which then has to be done on no-man’s
land) or by default (when appropriate facilities such as testing labora-
tories and warehouses are not there). While ensuring seamless move-
ment through regional connectivity and multi-modal transport facility
is the long-term solution, from the short- to medium-term perspective,
there is an urgent need to build the necessary border infrastructure to
facilitate cross-border movement of goods. Coordination among part-
ner countries in terms of development of infrastructure facilities is also
critical to addressing this issue.'®

6.10 Services trade and NTBs

An emerging area of dispute, particularly with respect to services trade,
relates to the issue of determining equivalence of academic degrees.
Approaches to mutual recognition and coverage of MRAs could vary
significantly. Two basic approaches have been suggested as the basis for
mutual recognition. The so-called vertical approach proposes that rec-
ognition be provided on a profession-by-profession basis through the
harmonization or coordination among the parties to an MRA with re-
gard to education and training being required by each profession (har-
monization-based approach) (Zarrilli 2005). The horizontal approach,
on the other hand, allows for mutual recognition to be provided without
prior harmonization of curricula and training requirements, on the basis
of a broad equivalence of qualifications (equivalence-based approach).
While the vertical approach normally leads to unconditional market
access, Zarrilli (2005) argues that the process is a long and laborious
one and usually requires significant time and effort. The horizontal ap-
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proach, on the other hand, leads to much faster and concrete results.
It is this attribute that has led more and more countries to rely on the
latter as the basis for their MRAs. South Asian countries would be well
advised to follow the horizontal approach. A proposal in this vein has
been submitted by India and is under consideration by the CoE.

Any progress on the issue of recognition will require initiatives to
be taken simultaneously at three levels (Chanda 2005). The first is to im-
prove the framework for MRAs. The second is to address, more broadly,
the entire concept of recognition, such as the assessment of competence
and determination of equivalence. The third is to address the operational
difficulties facing the South Asian countries in negotiating MRAs, given
the well-known institutional, technical and financial constraints, and the
difficulties to deal with Mode 4 issues that fall outside the purview of
the majority of MRAs. The most common method to achieve recognition
has been through bilateral agreements. Article VII of the General Agree-
ment on Trade in Services of the WTO recognizes this as permissible.
There are significant differences among SAARC countries in the areas of
education and examination standards, experience requirements, regula-
tory procedures and other related matters. All these make an agreement
in the area of mutual recognition, on a multilateral basis, rather difficult.
In this regard, it has been suggested that bilateral negotiations would be
more effective to deal with key issues of mutual interest.

7. Conclusion

In the preceding sections, an attempt was made to situate the discussion
on NTBs in South Asia in the context of cross-country experiences. A
number of recommendations based on best practices available with var-
ious RTAs have also been put forward. There is now a growing recog-
nition among SAARC member countries that NTBs not only constrain
trade expansion within the region but also add tensions to bilateral re-
lations that go beyond trade and commercial aspects and interests. It
is, thus, critically important that SAARC members start to apply their
collective wisdom to address the attendant issues, taking a long-term
view.

This calls for policy initiatives on a number of fronts. First, in many
RTAs, some categories of NTBs, particularly those related to SPS and
TBT, and health and hygiene concerns, were successfully dealt with by
strengthening capacities and putting in place appropriate institutional
mechanisms. SAARC member countries should deal with these NTBs in
a similar fashion by strengthening domestic capacities of member coun-
tries to ensure compliance in the aforesaid areas and by signing MRAs.
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Second, there is a need to put in place a mechanism in the SAARC
Secretariat for arbitration of NTB-related disputes which would have
transparent procedures for selection of panelists, submission of com-
plaints, appeal, remedy and sanctions. Third, many NTBs arise from
ambiguities with regard to customs procedures and lack of customs
harmonization, and also because of various para-tariffs and surcharg-
es in place. The best solution, as has been found in many RTAs, is a
move towards graduation to a customs union. While this can be seen as
a medium-term solution, individual SAARC member countries, in the
meantime, could address such “perceived NTBs” by gradually moving
towards a unified customs code that does away with most para-tariffs
and surcharges.

Fourth, investment in trade facilitation has emerged as a key fac-
tor in addressing NTBs in South Asia. Indeed, initiatives in the form
of development of infrastructure both at and behind the border, better
connectivity, and putting in place the required protocols, have emerged
as the most effective means to deal with many of the NTBs in the South
Asian context. If SAARC member countries are to succeed in enhancing
intra-regional trade and cooperation, they will need to get on with the
aforesaid tasks on an urgent basis.

This article draws substantially on a report prepared earlier on the same
theme for the Commonwealth Secretariat, London. Permission of the Common-
wealth Secretariat is gratefully acknowledged in this context; however, the au-
thor alone remains responsible for the content of the report. The author would
like to express his deep appreciation to Mr. Shouro Dasgupta, Research Intern,
Centre for Policy Dialogue, Dhaka, for his valuable support in undertaking
background research for this study.

Notes

1 This was mainly done through a positive list approach where particular sec-
tors/items were identified for preferential treatment, with the preference
margin ranging from 10 percent to 100 percent of the most-favoured-nation
duties.

2 Members were to have two negative lists: one for LDCs (shorter) and another

for developing country members (with additional items). However, not all

countries have come up with two lists.

Originally, the three developing country members were India, Pakistan and

Sri Lanka and the five LDC members were Bangladesh, Nepal, Bhutan and

the Maldives, which were joined subsequently by Afghanistan. However, in

January 2011, the Maldives graduated from the LDC status.

* It may be noted here that, in a welcome move, India, the dominant trading
partner in SAARC, has offered to accelerate the reduction of its sensitive list
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through periodic reviews. India has taken out 264 items from its sensitive list,
which now stands at 480 items. Additionally, India has also allowed tariff
rate quota (TRQ) for 164 items (8 million pieces of apparels) to Bangladesh on
an autonomous basis. It is also to be noted that in the recent past India agreed
to take out an additional 47 items from its sensitive list.

It is to be reckoned that a significant volume of trade in SAARC is conducted
through informal channels. While recent data on informal trade are not avail-
able, studies conducted in the mid-1990s put the ratio of formal trade to in-
formal trade at 1:1.2.

It may be noted here that trade flows among India, Pakistan, Bangladesh and
Sri Lanka account for about 95 percent of intra-South Asia trade of SAARC
members.

For example, under a bilateral water protocol signed between Bangladesh
and India, Bangladesh allows India to transport goods by waterways up to
certain ports in Bangladesh. At present, talks have been initiated between
these countries with regard to access of Nepal and Bhutan to global markets
through India and allowing India limited connectivity to its northeastern
states by extending the remit of the current protocol. During the January 2010
visit of Bangladesh’s Prime Minister to India, an agreement was reached to
allow India to use Bangladeshi ports of Khulna and Chittagong and allow
Nepal and Bhutan to access Bangladeshi ports through India.

The Government of Bangladesh has set up a core group with five sub-com-
mittees to study the relevant issues and come up with proposals with regard
to possible i) transit routes; ii) transit traffic; iii) stocktaking of key issues; iv)
legal issues; and v) economic analysis and transit fees.

For details on NAMA 11, refer to the WTO document TN/MA/W/68/
Add.1, available at www.wto.org

The CoE was constituted as per Article 10 of the SAFTA agreement. The CoE
is mandated to review all NTBs and to recommend elimination of such mea-
sures or implementation of such measures in the least trade-restrictive man-
ner to facilitate intra-SAARC trade.

These include cement, sugar, biscuits, skimmed milk power, vegetables, tex-
tile fabrics, jute, etc.

This was done during the 13th SAARC Summit in Dhaka in November 2005.
The Agreement has been ratified by all countries.

For example, in India there are state taxes as well as cess (education cess at 4
percent) and other taxes.

Member countries (in this case, for example, India) argue that items coming
from other states, when they enter the particular state, have to pay similar
duties.

Indeed, India has offered, and Bangladesh has accepted, the signing of frame-
work agreement on mutual recognition.

This is important in view of the fact that in the past it has been seen that
countries have developed border facilities, particularly land ports, along one
border point, while in the other country land port facilities were developed
in another border point. Bangladesh and India are good examples of such
type of coordination.
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Services trade in South Asia:

Contours of liberalization
and modalities in SAFTA
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1. Introduction

The present world economy is dominated by the services sector. Ac-
cording to the United Nations Conference on Trade and Development
(UNCTAD), during 1990 to 2005, the share of services in the gross do-
mestic product (GDP) of developed countries increased from 65 percent
to 72 percent. During the same period, developing countries saw the
contribution of services to GDP increase from 45 percent to 52 percent.
Over the last few years, many countries in the world have liberalized
their economies to integrate into the world market. This has been on
account of their Uruguay Round Commitments in the World Trade Or-
ganization (WTO) in the 1990s and their active participation in regional
trade agreements (RTAs) in the 2000s. In that course, the services sector
has become very important for their long-term development strategies.

RTAs are proliferating rapidly in the present global trading system.
Currently, nearly every country in the world is a member of one or more
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RTAs. According to the WTO's estimate, the total number of RTAs, in-
cluding both notified or otherwise, were more than 300 in 2005, and
trade between RTA partners was estimated by the World Bank (2005) to
be around 40 percent of total world trade.

Every major RTA has a services dimension. Inclusion of services in
RTAs gained momentum after its inclusion in the North American Free
Trade Area (NAFTA) in 1994 and thereafter Mexico’s agreements in ser-
vices (based on the NAFTA model) with Latin American countries. In
the Asia-Pacific region, Australia and New Zealand signed a Closer Eco-
nomic Relations Trade Agreement in 1986 that included services trade.
Similarly, in 1997, the Association of Southeast Asian Nations (ASEAN)
Framework Agreement on Services was signed. Now there are several
RTAs among developing countries which have included services in the
agreements.

2. General Agreement on Trade in Services:
History and framework

Before 1995, there were no multilateral disciplines or rules for trade in
services. This was mainly due to the lack of knowledge about services
trade as well as the fact that while national statistical agencies captured
data on goods trade, detailed trade statistics on services trade were
never captured. In the late 1970s, private sector groups engaged in the
services sector in the United Kingdom (UK) and the United States (US)
started lobbying with their governments for a more level playing field
in accessing foreign markets.

There was reluctance, initially, on an agreement to begin negotia-
tions on services trade under the Uruguay Round. But after rounds of
discussions, it was finally agreed that services trade would be a part
of the negotiations. These early initiatives by services firms ultimately
resulted in the inclusion of international services transactions in the
Uruguay Round by putting in place the General Agreement on Trade in
Services (GATS) under the WTO.!

At the heart of GATS is a commitment (stated in the preamble) to
“securing an overall balance of rights and obligations”. Central to that
balance is the recognition that members have the right to regulate the
supply of services within their territories as long as the measures used
are administered in a reasonable, objective and impartial manner and
are not trade-distorting in their impact. Additionally, members are given
the right to define and pursue their own national policy and economic
development objectives as long as those objectives do not interfere with
the multilateral obligations they have undertaken.
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Depending on the territorial presence of the supplier and the con-
sumer at the time of the transaction, GATS covers four Modes of ser-
vices delivery (Box 5.1).

Box 5.1: The four modes of supply of services

Mode 1: Cross-border supply

Service crosses the border, independent of the supplier or the consumer. Exam-
ples include services provided through telecommunications or postal infrastruc-
ture, consultancy or market research, tele-medicine, distance education, etc.

Mode 2: Consumption abroad

Consumer crosses the border and consumes the service in another country.
Examples include hotel or restaurant services for non-residents, training pro-
grammes for foreign students and health services provided to non-residents.
Movement of a consumer’s property (e.g., sending a ship or other equipment
abroad for repair) is also covered by this Mode.

Mode 3: Commercial presence

Supplier of the service is a locally established affiliate, subsidiary or representa-
tive office of a non-resident service supplier, which may employ local personnel,
be incorporated under local laws, etc. While the actual service provision is by a
“resident”, the investor is of foreign origin. Examples include local offices of mul-
tinational services firms and offices for infrastructure projects.

Mode 4: Movement of natural persons

Supplier of the service moves to another country on a temporary basis and re-
mains a non-resident. Examples include independent services suppliers (e.g.,
individual consultants, health workers) or employees of a services supplier of
foreign origin.

SOUI‘CEC WWW.Wf0.0]’g
3. Classification of services

GATS covers all commercially traded services in any sector except those
supplied in the exercise of governmental authority. It includes services
whether or not they are supplied on a commercial basis or in the pres-
ence or absence of domestic competition. For purposes of discussion
and scheduling, the WTO Secretariat has divided services into the fol-
lowing 12 sectors:

Business (including professional and computer services);
Communications;

Construction and engineering;

Distribution;

Education;

Environment;
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Finance (including insurance and banking);
Health;

Tourism and travel;

Recreation, cultural and sporting services;
Transportation services; and

s Other services not included elsewhere.

These 12 sectors are further divided into 155 sub-sectors. GATS ad-
dresses both the service and the service supplier. For the initial agree-
ment, the scope of GATS is wide; however, there are some areas which
are not yet covered and can impact service providers. These relate to
immigration rules that mostly apply to temporary entry, fiscal policy
and taxation measures, exchange rate management, etc.

4. Difference in trade in goods and trade in services

Market structure for services trade differs from that for goods trade. Un-
like goods trade, trade in services is slightly more complex. While trade
in goods takes place on tangible items, the same does not happen in
the case of services. In some cases, services trade is embodied in goods
trade (e.g., music or video on CD or DVD, software programme on CD
or DVD, etc.). Historically, a number of services have been provided for
the public good by the government, e.g., transportation, telecommuni-
cations, postal services, banking, insurance and reinsurance, health care,
education, etc. Many services provided by the private sector are heavily
regulated, often at the sub-federal level. Therefore, constraints to ser-
vices trade were due as much to domestic regulatory environments as
to trade policies. For a number of service providers (particularly in the
professional services sector), it was easier to export services than it was
to provide those services in other parts of their own country owing to
regulatory restrictions.

As trade negotiators became more familiar with services trade is-
sues, it was apparent that some key principles that had guided the liber-
alization of goods trade were applicable also to services, e.g., transpar-
ency, most-favoured-nation (MEN) treatment, non-discrimination and
national treatment. However, they also noted some differences. First,
they realized that even if non-discrimination were practised, there could
still be structural barriers to market access (e.g., limits on the number of
suppliers allowed). Therefore, they needed to introduce the market ac-
cess principle into any agreement on services. Second, one of the basic
mechanisms for liberalizing goods trade was the negotiation of sched-
ules for reducing tariffs. While reductions in non-tariff barriers were
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also important, tariff concessions were central to trade agreements. But
for services trade, the reverse was true. The primary constraints to be
negotiated for the liberalization of services trade were non-tariff barri-
ers, which did not apply equally to all modes of supply.

5. Economic importance of services for South Asia

With an average growth rate of over 8 percent per annum sustained
over the past five years, South Asia has emerged as one of the most dy-
namic regions in the world. The services sector has played an important
part in this dynamism as is evident from the sector’s contribution to
over a half of South Asia’s GDP and a third of its employment. In terms
of contribution to GDP, the services sector has overtaken industries and
agriculture, which used to be the major contributors, in almost all coun-
tries of South Asia (Figure 5.1).

With the exception of Afghanistan and Bhutan, the share of services
in GDP of all SAARC members is more than 50 percent. However, in
terms of its contribution to total trade, it still lags behind other sectors
in most of the countries in the region. It is only India, and some of the
countries where tourism is a vital economic sector, that services trade
has also contributed immensely to total trade.

Figure 5.1: Contribution of agriculture, industry and services
to GDP in South Asian countries (2009*)
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*2008 for Afghanistan and Maldives.
Source: www.wto.org
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India’s exports are driven by other commercial services, which, in
2008, accounted for 77 percent of the total commercial services exports.
Over recent years, India has become a leading business process out-
sourcing destination (WTO 2011). One of the reasons for the changing
composition of trade in services emanates from the fact that liberaliza-
tion of trade in services is increasingly taking place in many SAARC
countries. Sectors such as higher education, health, and banking and
insurance, which were mainly under state monopolies in most of these
countries, are gradually being liberalized. Increased tradability of ser-
vices due to technological advancement is also an important factor in
increasing the trade volumes of the region.

Several studies have pointed out the benefits that SAARC members
can reap from the liberalization of services. ADB and UNCTAD (2008)
have found that trade liberalizing policies with respect to services in
SAARC members provide a more favourable environment for regional
integration in services compared with that for goods.

6. Services in SAARC: A chronology

The importance of services, especially tourism, in the SAARC region
was recognized in the 10th SAARC Summit held in Colombo on 29-31
July 1998. The 13th SAARC Summit held in Dhaka on 12-13 November
2005 recognized the potential of trade in services and decided to con-
duct a study to see how services could be integrated into the SAFTA
process. The First Meeting of the SAFTA Ministerial Council that took
place in Dhaka on 20 April 2006 approved the course of action includ-
ing a completion of study on services in a time-bound manner. Subse-
quently, the Second Meeting of the SAFTA Ministerial Council held in
Kathmandu on 26 February 2007 approved the recommendations of the
SAFTA Committee of Experts and directed the SAARC Secretariat to
ensure that the study on trade in services should be WTO-compliant,
and WTO-plus.

Subsequently, the 14th SAARC Summit held in New Delhi on 3—4
April 2007 agreed to the vision of a South Asian community, where there
was smooth flow of goods, services, peoples, technologies, knowledge,
capital, culture and ideas in the region. The SAARC leaders stressed
that to realize its full potential, SAFTA should integrate trade in ser-
vices. Consequently, they called for the finalization of an agreement in
services trade at the earliest.

The Third Meeting of the SAFTA Committee of Experts held in New
Delhi on 1-2 March 2008 took note of the revised regional study con-
ducted by the Research and Information System for Developing Coun-
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tries (RIS), New Delhi. Subsequently, the Third Meeting of the SAFTA
Ministerial Council held in New Delhi on 3 March 2008 considered
the Study on Potential of Trade in Services under SAFTA, including
the recommendations of the Third Meeting of the SAFTA Committee
of Experts, and recommended that RIS be requested to draft a SAARC
Framework Agreement on Trade in Services (SAFAS) by 30 June 2008.
It also decided to constitute an Expert Group by 30 June 2008 to com-
mence negotiation on the Framework Agreement on Trade in Services.

The 15th SAARC Summit held in Colombo on 2-3 August 2008 ex-
pressed satisfaction on the conclusion of the Study on Trade in Services
and welcomed the decision of the SAFTA Ministerial Council to com-
mence negotiation on the Framework Agreement on Trade in Services.
Towards achieving further economic integration, they also directed that
the Draft Agreement on Investment Promotion and Protection be final-
ized early and the SAARC Arbitration Council be operationalized.

7. Important studies on services in SAARC

Several studies have argued in favour of including services within the
ambit of SAFTA. Panchamukhi (1988) has suggested that SAARC mem-
bers are more homogeneous than those of ASEAN, and therefore, it
would be plausible to have SAFTA cover services trade. Chanda (2005)
has argued that South Asia’s trade interests in the services sector are
driven by its factor endowments, with export interests in the area of
labour-intensive and human resource-based services, and import inter-
ests in the area of capital- and technology-intensive services. Ratna and
Sidhu (2007) and Ratna (2011) have recommended that SAFTA must
swiftly move towards deeper integration that characterizes most recent-
ly emerging RTAs by incorporating services, adopting a blueprint for a
SAARC Investment Area and enacting agreements/ protocols for trade
and investment facilitation. Banga (2009) has found that South Asian
countries have a competitive edge in different categories of services.

The following section discusses a few other studies and publica-
tions that are important regarding their coverage of services trade in
SAARC.

7.1 Study on potential for trade in services under SAFTA
In view of the decision of the SAARC Summit in 2007, a Study on Po-
tential for Trade in Services under SAFTA Agreement was launched

within the framework of the SAARC Network of Researchers on Global
Financial and Economic Issues with RIS, New Delhi, as the Coordina-
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tor. Country studies were to be prepared by designated national focal

points with the support of the Asian Development Bank (ADB). The

terms of reference for the study, as finalized by the inception workshop,

were as follows:

= Importance of the services sector in SAARC economies, and trade
and sectoral composition; regulatory regimes and patterns of liber-
alization autonomously as well as under GATS commitments.

= Logic and imperatives of regional cooperation on trade in services
under SAARC, including complementarities, and a review of ongo-
ing attempts for liberalization at bilateral levels.

= Potential for services trade expansion in the SAARC region, includ-
ing identification of select sectors of high importance and implica-
tions of trade liberalization.

= Identification of intra-SAARC barriers and constraints on services
trade, including domestic regulations in selected sectors.

= Recommendations on the approaches for a possible framework for

a GATS-consistent and GATS-plus intra-regional arrangement for

trade in services, and suggestions on devising policy-instruments to

address the prevailing barriers and constraints, including possibili-
ties of evolving mutual recognition arrangements (MRAs), exchange
of experiences and liberalization of trade.

The study summarized the importance of the services sector in the
SAARC economies and examined the potential of trade in services in
the region in view of their complementarities. It also looked into the
potential of mutual trade in select services sectors. It examined the pat-
terns of services trade liberalization undertaken by SAARC countries
unilaterally and under their GATS commitments, and highlighted the
regulations that could act as barriers. It also discussed the relevance of
services trade liberalization in terms of the benefits and costs that such
liberalization would entail, and listed some sectors of high-priority as
identified by the country studies. Some of those high priority sectors
included tourism, transport, information technology (IT), IT-enabled
services and telecom, energy, education, health, and financial services.

The study proposed to follow a positive list approach to enable pro-
gressive, sequential liberalization, and provide special and differential
treatment to LDCs as recognized in SAFTA. It recommended that the
South Asian countries need to take steps to specialize in those services
sectors in which they have the potential to expand in the domestic mar-
ket as well as build their export capacity. Integration of services markets
in the SAARC region may also assist countries in specializing in certain
services sectors and strengthening the competitiveness of their services
industry.
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Finally, the study recommended that the most relevant approach
to include services under SAFTA is to move ahead with SAFAS as an
adjunct to SAFTA. SAFAS could provide a framework for all SAARC
members to mutually benefit from services trade liberalization in a pro-
gressive manner, keeping in view the development policy objectives of
all member countries. It also outlined the institutional mechanisms and
implementation arrangements for such an agreement.

7.2 Quantification of benefits from economic cooperation in South Asia

This was a study jointly undertaken by the ADB and UNCTAD in 2008.
The major objective of the study was to provide an in-depth assessment
of the changes induced by SAFTA on South Asian countries individu-
ally and on the South Asia region as a whole. Among other things, the
study has identified sectoral and modal comparative advantages in
services trade of each member country and has determined the extent
to which complementarities exist. The study also conducted a detailed
analysis for the identified services sectors —health and related services,
higher education, construction and related services, travel and tourism
related services, and telecommunication services—and the possibility
of MRAs.

The study has argued that given the faster growth in services in al-
most all South Asian countries, they have an opportunity to reap more
benefits of liberalization by including services in SAFTA. Education
and health, being part of the social infrastructure, and construction and
telecommunications, being part of basic infrastructure, are fundamen-
tal to the overall growth of South Asian economies. While the state of
development of these sectors is certainly at different stages in mem-
ber countries, in view of the existing complementarities, the study has
strongly argued that SAFTA member countries urgently need to expand
the scope of SAFTA by including at least these identified five services
sectors. It has also pointed out that these countries ought to make wider
and deeper commitments than under the GATS. Further, the study has
observed that South Asian countries have a competitive edge in differ-
ent categories of services. In transport services, Pakistan and Sri Lanka
have competitive advantage, while India has a competitive advantage
in construction services, computer and information services and other
commercial services. The Maldives and Nepal are more competitive in
travel services while Bangladesh has a higher competitive edge in finan-
cial services. It has concluded that construction, education, tourism and
health services hold special significance both from export and import
interests.
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7.3 Trade in services in South Asia

This book, which is a compilation of different papers and is edited by
Kelegama (2009), has identified the impediments to services trade in
South Asia and dealt comprehensively with issues ranging from eco-
nomic cooperation, both at the governmental and private sector levels,
to the need for collaboration at the political level. It has done so by ex-
amining the political economy factors in the region. An important con-
tribution of the volume is that it has given the private sector’s perspec-
tives regarding regional integration and the role of services in South
Asia.

The fact that South Asia will immensely benefit from regional coop-
eration is well recognized at all levels; however, this volume has delved
into the many policy and institutional constraints that have contributed
to the present state to make South Asia one of the least integrated re-
gions of the world. The volume has also warned that liberalization of
services in South Asia without proper regulatory mechanisms in place
can be costly and has to be avoided.

8. SAARC Agreement on Trade in Services

During the 16th SAARC Summit held in Thimphu, Bhutan in April
2010, SAARC leaders signed the SAARC Agreement on Trade in Servic-
es (SATIS). The objectives of SATIS are to promote and enhance trade in
services among SAARC members in a mutually beneficial and equitable
manner by establishing a framework for liberalizing and promoting ser-
vices trade within the region in accordance with Article V of GATS.

The Agreement provides that negotiations for schedules of specific
commitments shall take place keeping in view national policy objectives,
and the level of development and the size of economies of members,
both overall and in individual sectors. It further states that the Agree-
ment shall progressively cover liberalization of services trade with
broad-based and deeper coverage of the majority of services sectors/
sub-sectors with a view to fulfilling the objectives of Article V of GATS,
and thata positive list approach for liberalizing the services sectors will
be followed. It also provides that the negotiations for specific commit-
ments for progressive liberalization would be based on a “request and
offer” approach.

SATIS is mostly based on the structure of GATS. As in the case of
GATS, services related to government procurement are out of the pur-
view of SATIS. Similarly, provisions relating to safeguard action, re-
strictions to safeguard balance of payments, and general and security
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exceptions also form part of this Agreement. SATIS does not apply to
subsidies or grants, or to any conditions attached to the receipt or con-
tinued receipt of such subsidies or grants, whether or not such subsidies
or grants are offered exclusively to domestic services, service consumers
or service suppliers. It also provides for having recognition agreements
and identified areas of cooperation, including development of regula-
tory capacity, among others. Special and differential treatment for the
LDC members has also been built in the Agreement.

9. Future road map

Despite the commitments made at various levels, including at a number
of SAARC Summits to include services in SAFTA, the signing of SATIS
took a long time. SAARC members should realize that liberalization of
services under SATIS has to be done in a time-bound manner.

It is encouraging to note that negotiations on schedules of specific
commitments under SATIS have already started; now they should con-
tinue uninterrupted. The commitments should be additional to what
the members have committed under GATS or else there will be no
meaning of regional integration. Since several studies have identified
the strength(s) of each South Asian country in specific services sectors,
members should take note of these studies and liberalize the sectors of
their interests. Members should also cooperate in building the capacity
of other members in the sectors in which they are less competitive.

Although the “positive list” and “request and offer” approaches
have several limitations, most of the SAARC members are familiar with
the process due to their exposure to the process under GATS in the
WTO. Hence, the same approach can be followed under SATIS. This
would also enable SAARC members to successfully negotiate the com-
mitments within the agreed time frame.

10. Challenges ahead

Deepening integration among SAARC members by including services
in SAFTA is much desirable for regional prosperity and development;
however, the path to such integration is not easy. Despite the existence
of complementarities in several services sectors, there are a number of
issues that need to be addressed as conflicting and varied interests in
some other sectors may impede this effort.

In the process of liberalizing services, each country will be required
to make commitments to liberalize their sectors in different Modes.
However, the preparedness of members, especially the LDCs, to iden-
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tify their offensive and defensive interests under SATIS is lacking. They
have also not fully understood the implications of committing liberal-
ization in services. Another challenge that SAARC members would face
relate to their commitments under GATS and the need to commit even
more under SATIS. For those members that have already committed
to the maximum extent possible to liberalize their services sectors un-
der GATS, it might be a challenge to liberalize more under SATIS. And
without doing so, there will not be any meaningful liberalization and
effective preferential market access.

SAARC members are at various stages of economic development.
Therefore, their level of ambition must be realistic. At the same time, it
is equally important that effective domestic regulations are put in place.
An effective but simple regulatory regime is an essential prerequisite for
services liberalization. Unfortunately, very little work has been done in
this area. How individual members address this issue will be important
for their long-term developmental goals.

One of the historical features of SAFTA has been constant interrup-
tions in the progress of liberalization for regional welfare and devel-
opment. Most of the time, national interests or bilateral relations have
prevailed over the regional vision or goal. Unlike trade in goods, most
of the benefits in services trade will not come with a bilateral trade fo-
cus. Countries need to follow a fast-track approach to conclude MRAs
for facilitating services trade.

Given the nature of geographical boundary and porous borders, any
liberalization in Mode 4 will have to be pragmatic and affordable. In
recent times, many security issues have been raised worldwide on the
movement of natural persons, which is applicable in the case of SAARC
also. It is likely and understandable that smaller economies in the region
may demand market access in Mode 4 and the bigger economies may
demand market access in Mode 3. Resolving such complex issues on the
negotiating table is going to be a difficult task.

One major challenge that SAARC members will be facing relate to
lack of detailed and reliable services trade data. No member has detailed
disaggregated data and hence no impact assessment—whether ex ante
or ex post—can be conducted. Therefore, a larger question that looms
ahead is how members would take trade remedial actions if domestic
industry would be hurt due to preferential market access.

11. Conclusion

Liberalization of services under SATIS is going to have both positive
and negative impacts. While countries can reap the benefits of services
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liberalization in sectors of their comparative advantage, they would
also have to face competition in sectors in which others are competi-
tive. However, given the historical background of South Asia, there is
a strong case for the inclusion of services in SAFTA. Since most coun-
tries participating in SATIS are smaller in size, there could be quick
benefits of liberalization. At the same time, the real or perceived risks
of services liberalization would be checked and verified quickly in the
regional context. The risks are much less than if the members have to
take equivalent commitments at the WTO —with a much larger number
of countries. Nevertheless, it should be noted that the smaller countries
would need the support of larger countries to overcome their supply
constraints apart from gaining market access for their exports.

Services trade is also linked to foreign direct investment. Hence, ser-
vices liberalization will offer significant investment opportunities in the
region. Given the fact that the services sector is growing faster than ag-
riculture and manufacturing in the region, it is essential that the ongo-
ing regional integration process encompasses the sector. In view of the
comparative advantage that this region has in the services sector, it is
expected that the integration of services in SAFTA will provide further
momentum for growth and will help sustain that.

Note
! The Uruguay Round was a historic series of trade negotiations covering not
only further liberalization of goods trade but also the establishment of frame-
works for liberalizing trade in services, investment measures and trade-relat-
ed intellectual property rights. When the Round was launched in Punta del
Este (Uruguay) in September 1986, it was assumed that the outcome would
be a broadening of the framework of the existing General Agreement on
Tariffs and Trade (GATT). The Round concluded in Marrakesh (Morocco)
in April 1994, with the formation of the World Trade Organization (WTO)
which covered the revised General Agreement on Tariffs and Trade (GATT)
1994 that covered trade in goods, the General Agreement on Trade in Ser-
vices (GATS) and the Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPS).
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1. Background

The mutual interdependence between regional economic integration
and transport connectivity is clear. Transport connectivity is necessary
for increased exchange of goods and people-to-people connections,
which would, in turn, stimulate investments and business transactions.
At the same time, transport linkages will not materialize in a substantial
manner unless there is a certain degree of regional integration. There-
fore, these two factors are interdependent and mutually reinforcing. It
has long been recognized that South Asia is one of the least economi-
cally integrated regions in the world, with intra-regional trade stagnat-
ing at around 5 percent of the region’s global trade. At the same time,
transport connectivity in the region is also weak, characterized by a lack
of direct capital-to-capital connectivity in many cases.! Accordingly,
in order to travel between these cities, it is necessary to transit in the
Middle East (usually Dubai or Doha) or Southeast Asia (Singapore or
Thailand), increasing both cost and time of travel. These limitations in
intra-regional connectivity undermine the potential for interaction of
traders and investors to engage in business transactions.
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In this context, it is important to identify the factors that contribute to
limiting connectivity, particularly air connectivity, in the region. Global
air services are among the most restricted and regulated sectors of in-
ternational exchange. This is influenced by the fact that the beneficiaries
of liberalization are numerous and fragmented, and receive relatively
small marginal benefits, while the losers are large, usually politically
influential industries such as entrenched domestic airline monopolies.
International air services have long been governed by a complex matrix
of Bilateral Air Services Agreements (BASAs), which specify limitations
on air traffic rights, number of airlines allowed to operate, methods on
setting capacity on a route, and tariffs and destinations that can be oper-
ated on flights between two countries. Air Services Agreements (ASAs)
are notoriously opaque, with many provisions not being available for
public consumption due to confidentiality clauses.

In recent years, as a result of bilateral negotiations, ASAs have be-
come more flexible and liberal on the global scale, but in South Asia
they still remain relatively restrictive. Countries in the Organisation for
Economic Co-operation and Development (OECD) have made substan-
tial headway over the last two decades in liberalizing market access and
ownership. A few examples in that regard are the pioneering United
States (US) domestic deregulation of 1978, the Australia-New Zealand
Single Aviation Market Arrangement of 1996, and the European Single
Aviation Market completed in 1997. Moreover, in the last two decades,
over 85 “open skies” BASAs providing full market access without re-
strictions on designation, traffic rights, capacity, frequency, tariffs or
code sharing have been completed by around 70 countries (Findlay and
Goldstein 2004).

Although the current level of air transport activity in South Asia is
only a fraction of what exists in other regions, for example in Southeast
Asia, there are strong prospects for future growth. Hence, the key objec-
tive of this article is to identify the factors which inhibit air connectivity
in South Asia, and to suggest policy measures that could lead to greater
air connectivity.

2. Economic benefits of air services liberalization

The economic impact of the aviation sector, in general, is strong and
pervasive. It contributes about US$700 billion to the global tourism in-
dustry and to the logistics industry. The industry also has a catalytic
economic impact as improved aviation connectivity can contribute to
higher national productivity by enhancing access to markets, enhanc-
ing communications and interactions between and within firms, and
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providing access to a larger labour/talent pool (Tretheway 2010). In a
panel regression study covering 48 countries over nine years, Trethe-
way (2010) finds that a 10 percent increase in aviation connectivity? per
US$1 billion of gross domestic product (GDP) increases labour produc-
tivity by 0.07 percent.?

Recent history has shown that the economic benefits of liberalized
regional air services agreements are substantial and compelling. It is
no coincidence that the most developed economic regions in the world
enjoy liberal air services markets. Nations have long since recognized
that BASAs stifle regional progress, and steadily push for those agree-
ments to be replaced by liberal multilateral agreements. The US was the
first to initiate liberalization of air travel, closely followed by the Euro-
pean Union (EU). In 1997, the Association of Southeast Asian Nations
(ASEAN), inspired by successes in the US and the EU, took significant
steps to liberalize regional air travel (Tham 2008).

It may be argued that the rapid worldwide growth in air traffic
over the last few decades is due to the removal of air services restric-
tions within economic regions. Accelerated development of air services
(through the removal of restrictions) was prompted by the growing
development in global and regional production networks and the ad-
vent of Just-in-Time (JIT) logistics (Tham 2008). These networks and
processes required strong support services, such as air travel. Further,
the growth in tourism and trade in newly industrialized and emerging
markets necessitated speedy civil transport services. Regarding the dif-
ferent benefits that relaxation of air services regulations could bring to
South Asia, three key areas are identified and discussed below.

2.1 Creation of aviation industry jobs

As stated previously, liberalization of air services stimulates growth,
which subsequently creates more jobs in the industry. This, in turn, will
have a catalytic effect on the economy as a whole (discussed later). The
expansionary effect of liberalization (of air services) is best illustrated
through a graphical presentation by Button and Drexler (adapted by
Grancay 2009). In his illustration, Grancay compares the effects of liber-
alization on supply and demand within the air services market, both at
present, and in the future.

According to Balaz and Williams (2006), within the EU, the overall
number of employees in civil aviation increased from 435,000 to 489,700
after liberalization in the period 1988 to 1996. Liberalization, which cre-
ates increased air services, results in the creation of new airlines, branch
offices and airports. The new jobs created necessarily include flight
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crews, administrative staff and ground handling staff. For example,
the easing of the restrictive Bermuda II agreement between the United
Kingdom (UK) and the US resulted in the creation of just over 25,000
jobs in the US and the UK by 2004 (InterVISTAS 2006 cited in Grancay
2009).

In the long-term, liberalization will have a catalytic effect (discussed
below), creating more trade and jobs, which results in economies of
scale. These economies of scale will create a new price at the predicted
equilibrium point. This phenomenon can also be illustrated as a chain
as presented in Figure 6.1.

Figure 6.1: Impact chain of aviation liberalization

New and

Liberalization =» bette.:r air >
services

Economic Job

growth growth

Source: InterVISTAS (2006) cited in Grancay (2009).
2.2 Trade and economic growth

Removal of air services restrictions opens up new destinations and cre-
ates more frequencies and better flight connections, which result in new
markets for international businesses (Grancay 2009). Piermartini and
Rousova (2008) have found that trade development is positively cor-
related with increase in international air passenger transport. They state
that passenger transport is important for trade because travel is neces-
sary to set up and maintain long distance business relationships. Relax-
ation of restrictions and falling costs encourage travel, which expedite
business negotiations and stimulates investment and commercial trans-
actions in the long run. Ease of travel also encourages greater people-
to-people connectivity, which has indirect implications for stimulating
regional cooperation and commerce. All these factors are of particular
significance in the SAARC region.

Additionally, more comprehensive and cost-efficient air connectiv-
ity complements and catalyses global and regional value chain develop-
ment. Global value chains have transformed international production
fragmentation worldwide, and firms are increasingly adopting new
strategies of vertical integration and vertical specialization. Better air
services connectivity intra-regionally, as well as between this region
and others, would help South Asian firms better integrate into “global
production networks”.
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Also, large multinational corporations treat proximity to airports as
an important criterion in deciding where to invest (Grancay 2009). They
also consider flight routes and flight costs to and from a particular ter-
ritory before making their investment decisions. Hence, by increasing
flight frequencies and giving consumers greater choice in flight routes
and travel packages, liberalization of air travel will encourage multina-
tional firms to invest in the region.

However, the benefits should not only be looked at from an invest-
ment point of view. Air transport also enables businesses achieve higher
efficiency through exploiting economies of scale (Grancay 2009). Devel-
opments in air travel help strengthen destination networks, which in
turn facilitate JIT processes, resulting in diminished warehousing costs.
Further, ease of travel allows for freer transfer of human resource across
the region and provides companies access to the best human resource.

Finally, liberalization of air services paves way for changes in mar-
ket structures (Grancay 2009). Producers and buyers get access to for-
eign markets; transport becomes more cost-efficient and administrative
processing is minimized, thus changing market dynamics and increas-
ing competition.

2.3 Tourism

Tourism is an economic driver for many developing regions, and South
Asia is no exception. Tourism makes a significant contribution to the
South Asian GDP, and is one of the top foreign exchange earners for
the smaller nations in the region. The industry is entirely dependent on
the discretionary spending of travellers, and, therefore, ease of travel
will factor heavily in the traveller’s decision on whether to patronize
a particular tourist destination. This relationship between tourism and
development of air services was recognized and established by Piermar-
tini and Rousova (2008) using a gravity type model. They believe the
development of air services is essential for the tourism sector, especially
for remote locations.

South Asia would also benefit by promoting tourism in a regional
manner, drawing on the vast diversity of attractions in the region, en-
abling the promotion of a unique product with several complementary
facades. However, to make such options a reality, it is essential that
travel within the region can occur in a simple, timely and cost-effective
manner. This is far from reality today. It should be noted that tourism
was a key reason why ASEAN nations included air services as an area
for development in the Action Plan for Transport and Communication
in1997.
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3. Background to air services regulations

Given the technical nature of the subject, it would be useful at this stage
to provide a background of the nature of regulation of the global air
services industry.
Civil aviation services for passenger and goods transport have al-
ways constituted a sui generis market, possibly with the exception of the
pioneering days when entry to global air services was essentially unre-
stricted. Some core characteristics distinguish the civil aviation market
from the others, and they include*:
= Dominance of state-ownership of airlines, except in the US and the
UK.
= High degree of immunity from competition laws, partly on grounds
of national security and national pride.
= Rigid controls on market entry, capacity and tariffs regarding size of
investment needed and the presence of network externalities.

= Existence of an international regime with specific international orga-
nizations and institutions.

= High degree of vertical integration, with de jure or de facto control
and ownership links between physical infrastructure and air and
ground-handling services.

As mentioned in the introduction, global air services are regulated
by a mesh of BASAs between individual countries. These ASAs detail
regulatory provisions governing a number of issues (Table 6.1).

Among the most important of these regulations is the grant of rights.
There are various degrees of rights which determine the openness of the
ASA in question (Box 6.1).

The grant of 1st freedom right through 4th freedom right are stan-
dard in any ASA, but the extent of provision of rights from the 5th free-
dom and beyond is what influences the extent of liberalization in an
ASA.

4. Air services agreements in South Asia

This article specifically looks at the status of air connectivity among
five major economies in the SAARC region, namely, India, Pakistan,
Sri Lanka, Bangladesh and Nepal. We begin with an assessment of the
restrictiveness of the ASAs that operate within this region using an in-
dex created by the WTO. Based on the Quantitative Air Services Agree-
ments Review (QUASAR), the WTO secretariat has developed a scoring
system that rates the openness of different ASAs in the world. The scor-
ing structure of this Air Services Liberalization Index (ALI) selects key
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Table 6.1: Features of ASAs that restrict air services

Restriction

Grant of rights

Capacity

Tariff approval

Witholding

Designation

Cooperative
agreements
Exchange of
statistics

Description

Defines the rights of carriers to provide air services between

two countries, such as 5th freedom right (transport of freight/
passengers of two countries by an airline of a third country, with
the flight originating/terminating in the home country of the
airline); 7th freedom right (allows an airline to carry passengers
between two countries with no connection to the airline’s home
country); and cabotage (allows an airline to carry passengers
within a country with origin/termination in the home country of
the airline).

Refers to restrictions on volume of traffic, frequency of service
and aircraft types. Pre-determination requires that capacity is
agreed prior to the commencement of service; Bermuda I regime
gives limited right to the airlines to set their capacities without a
prior governmental approval and free determination leaves the
capacity determination out of regulatory control.

Regulates the regime of price determination. Ranges from dual
approval, whereby both parties have to approve the tariff before
this can be applied, to free pricing, when prices are not subject to
the approval by any party.

Defines restrictions on the ownership of the foreign airline oper-
ating in the country with whom the agreement stands. The most
restrictive of these requires the airline to be the flag carrier of the
partner country. More liberal regimes include community of in-
terests (where country can designate airlines) and principal place
of business removes the requirement for substantial ownership.
Defines the number of points between which airlines can operate
between the two countries in question.

Regulates the freedom of airlines to enter into code-sharing and
alliance formation.

Requirement of airlines to disclose statistics to governments
enabling the latter to monitor changes in traffic and other areas.
This is, in general, perceived as a restrictive feature.

Source: Author’s compilation.

features of BASAs that affect air traffic and gives scores according to the
degree of liberalization of each feature, i.e., designation, withholding?,
tariffs, capacity, traffic rights, absence of exchange of statistics, allow-
ance of cooperative arrangements (e.g., dual approval of tariffs, a very
restrictive provision, is attributed zero points, whereas free pricing, the
most liberal of the tariff provisions, is given eight points). The ALI has
four different rating schemes, each providing a different weight to a
particular feature of restrictiveness that may be particularly influential
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Box 6.1: Air freedom rights

I / | | \ |

Home Country I Country A I Country B

1st freedom right: The right of an airline of one country to fly over the territory of
another country without landing.

I / | | \ |

Home Country I Country A I Country B I

2nd freedom right: The right of an airline of one country to land in another coun-
try for non-traffic reasons, such as maintenance or refuelling, while en route to
another country.

I | \ |

Home Country I Country A I

3rd freedom right: The right of an airline to carry freight and passengers from the
home country (country of registry) to another country.

e |

Home Country ' Country A

4th freedom right: The right of an airline to carry freight and passengers to the
home country from another country.

I | | \ I

Home Country I Country A I Country B

5th freedom right: The right of an airline of one country to carry freight and pas-
sengers between two countries outside of its own country, with origin/destina-
tion in its home country.

I / | | \ |

Country A " Home Country I Country B I

6th freedom right: The right of an airline of one country to carry freight and pas-
sengers between two countries on two routes via its home country (combination
of 3rd and 4th freedoms).

I | y's | >\ |

Home Country I Country A I Country B

7th freedom right: The right of an airline to operate stand-alone services entirely
outside the territory of its home country, to carry freight and passengers between
two foreign countries (on a route with no connection in its home country).

I | \/—\ |

Home Country I Country A I

8th freedom right or Cabotage: The right of an airline to carry freight and pas-
sengers between two points within the territory of a foreign country (on a route
with origin/ destination in its home country).

Source: Second Review of the Air Transport Annex, www.wto.org
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depending on the nature of an ASA. The first scheme is a standard ALI,
the second provides additional weight to the provision of the 5th free-
dom right, the third gives additional weight to ownership (withhold-
ing) and the fourth gives extra weight to the designation clause. We
use this to generate ALI ratings for the ASAs that operate in South Asia
(Table 6.2), for which data are available.

Table 6.2: Air services liberalization indices of South Asian BASAs

Bilateral ASA ALI Standard ALI5+ ALIO+  ALID+ Type
Sri Lanka-Pakistan 8 135 6.5 7 i
Sri Lanka-India 6 12 5 515 c
Bangladesh-India 10 155 8.5 13 e
Bangladesh-Nepal 6 12 5 515 c
Pakistan-Nepal 6 12 5 5.5 c

Notes: i = incomplete data; ¢ = 3rd, 4th and 5th freedom rights, double approval of tariffs, single
designation, substantial ownership and effective control, pre-determination of capacity; e = 3rd,
4th and 5th freedom rights, double approval of tariffs, multiple designation, substantial ownership
and effective control, pre-determination of capacity.

Source: WTO Air Services Liberalization Analytical Tool, www.wto.org

The maximum ALI score that is possible is 50, and this applies to all
four different scoring schemes in the above table. From this perspective,
it appears that South Asian ASAs are very restrictive, with the highest
ALI (standard) being 10. However, as mentioned earlier, most ASAs
that operate globally remain somewhat restrictive, and therefore, one
finds that even the most liberal of the ASAs do not score very high (Ta-
ble 6.3).

Table 6.3: Weighted Air Services Liberalization Index (WALI) of
high-traffic BASAs

ASAs concerned WALI
Top 67 ASAs 16.6
Top 100 ASAs 16.1
Top 200 ASAs 15.4

All QUASAR ASAs (1970)  14.0

Source: www.wto.org

Nonetheless, it is clear that South Asian ASAs are even more restric-
tive than average ASAs that operate globally. South Asian countries are
relatively more liberal in terms of BASAs with third parties than within
the region (Table 6.4).
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Table 6.4: ASAs between South Asian and select extra-regional countries®

Country Singapore Japan UK
St 5+ O+ D+ St 5+ O+ D+ St 5+ O+ D+
Sri Lanka 14 19 12 165 10 155 85 13 14 12 12 165

India 10 155 85 13 12 17 10 145 10 155 85 13
Pakistan 14 19 12 165 - - - - 14 12 12 165
Nepal 17 215 145 155 10 155 85 13 8 7 7 11

Bangladesh 10 155 85 9 6 12 5 55 = = = =

Source: WTO Air Services Liberalization Analytical Tool, www.wto.org

Thus, the restrictiveness of BASAs in South Asia could potentially
be an important determinant of limited connectivity in the region. We
now examine the extent to which the region is connected by air.

5. Extent of air connectivity in South Asia

Currently, there are three routes that are considered “commercial
routes” in South Asia (more than double daily flights). They are Colom-
bo-Chennai, Delhi-Kathmandu and Dhaka-Kolkata. Mumbai-Kath-
mandu and Mumbai-Dhaka are considered “well-serviced routes” with
double daily flights. Three other routes, Dhaka-Karachi, Dhaka-Delhi
and Dhaka-Kathmandu, are considered “adequately serviced routes”
with more than 10 flights a week. Figure 6.2 shows all the existing air
connectivity within the region.

It is evident that India is the most connected country in the region
while Pakistan is the least connected. There is no direct flight between
Sri Lanka and Nepal; therefore, air travel between the two countries
takes place via Delhi, Bangkok, Singapore, or the Middle East. In a re-
cent development, the Sri Lankan budget carrier, Mihin Airlines, has
started a Colombo-Dhaka direct flight, which flies three times a week.

As Table 6.5 illustrates, the extent of country-to-country air con-
nectivity in South Asia is disappointing. The situation is even worse if
capital-to-capital connectivity is considered. For example, Colombo is
not connected directly to Kathmandu or Islamabad; and Kathmandu
and Islamabad are also not directly connected.

It needs to be seen whether such poor air connectivity in South Asia
is a result of excessive regulations or whether other factors are at work.
To supplement the quantitative findings pertaining to the restrictive-
ness of ASAs with qualitative research, we collected perspectives of rep-
resentatives of airlines operating in the region, and of aviation officials.
The next section discusses the findings of this exercise.
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Figure 6.2: Air connectivity in South Asia

¥
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Source: South Asian airlines” websites.

Route

Colombo-Chennai
Colombo-Bangalore
Colombo-Delhi
Colombo-Karachi
Colombo-Mumbai
Colombo-Tiruchirapalli
Colombo-Trivandrum
Colombo-Varanasi
Delhi-Dhaka
Delhi-Kathmandu
Dhaka-Karachi
Dhaka-Kathmandu
Dhaka-Kolkata
Karachi-Kathmandu
Karachi-Delhi
Karachi-Mumbai
Kolkata-Kathmandu
Lahore-Delhi
Mumbai-Dhaka
Mumbai-Kathmandu
Varanasi-Kathmandu

Table 6.5: Connectivity in South Asia (flights per week)

India Pakistan
India - 6 120
Pakistan 6 - 3
Sri Lanka 120 3 -
Bangladesh 58 10 3
Nepal 78 2 0

Source: South Asian Airlines” websites

6. Stakeholders’ views

Sri Lanka

Bangladesh
53

10

3

12

Frequency
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52
7

7/8
2/3
7/8
8/9
2/5/8
6

1

Nepal
78

12

Interviews were conducted with key airlines and governments in the
region, which included Sri Lankan Airlines, Jet Air, Kingfisher Airlines,
Civil Aviation Authority of Sri Lanka and the Ministry of Tourism and
Civil Aviation in Nepal. It was not possible to interview representatives
of Pakistan International Airways and Bangladeshi Airlines. A summa-
ry of the findings of these interviews is presented below.
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6.1 Commercial viability

A unanimous perception of stakeholders was that air services in South
Asia were not commercially viable. It is because the region remains rela-
tively poor with low per capita incomes, and so the demand for air trav-
el in most countries other than India is sub-optimal. This is particularly
true for intra-regional travel. The demand for flights for tourism and
commercial purposes within the region is very low. Such low demand
for flights is one factor that makes more frequent scheduled flights be-
tween these countries less commercially viable.

Sri Lankan industry players noted that India has moved forward a
little in granting more rights (on capacity) to metro airports, and grant-
ing even more rights to operate into secondary airports. They noted that
commercial potential is limited in these secondary airports, and so open-
ing up more capacity rights to metro airports will be key to expanding
air services to India. An example cited by one of the interviewees was
that instead of offering more capacity on the Colombo-Mumbai route,
which is seeing greater traffic potential, India offered more capacity on
a new Colombo-Pune route as an alternative. This is of little use as pas-
senger traffic to Mumbai would not prefer travelling to Pune as a con-
necting destination instead. However, it is important to bear in mind
that commercial viability (as determined by demand for air travel) influ-
ences, and is also influenced by, economic integration, which is low in
the region at present.

6.2 Code sharing

Stakeholders noted that there are certain aspects of regulation that
could provide a marginal boost to intra-regional connectivity, and code
sharing is one such factor. Civil aviation regulatory bodies in the region
place restrictions on code sharing in some cases. Stakeholders who were
interviewed stated that both Pakistan and Bangladesh do not allow code
sharing between two third-party airlines, and expect all agreements to
take place with their national carriers. One of the interviewees was of
the opinion that one of the biggest barriers to travel from Sri Lanka to
Bangladesh is the restriction on code sharing. He pointed out that only
10-15 passengers per flight travel from Sri Lanka to India with the in-
tention of disembarking in Bangladesh. Therefore, allowing Sri Lanka
to share code with a third-party airline will reduce costs and inconve-
nience to passengers.

At present, divergence in quality and safety records deter certain
airlines from code sharing with other national carriers in the region.



Regional Economic Integration
Challenges for South Asia during turbulent times

For example, Sri Lankan Airlines is reluctant to share code with Ban-
gladesh’s Biman Airways and Nepal Airlines. However, Sri Lankan
Airlines, for instance, could access the Bangladeshi market via a code
sharing arrangement with a third-party airline that flies from, say, In-
dia to Bangladesh. At present, most BASAs place restrictions on code
sharing, for instance, by allowing code sharing only with the national
carrier of that country, and not allowing code sharing with a third-party
airline.” By completely liberalizing restrictions on code sharing in ASAs,
or at least allowing unrestricted code sharing on a priority basis on key
routes where code sharing could have a positive impact, it would be
possible to create more convenient routes connecting passengers travel-
ling within South Asia. Such liberalization will result in greater compe-
tition for national carriers, especially on commercially lucrative routes.

6.3 Operational costs

Another factor that could affect the commercial viability of routes is the
magnitude of operational costs. The commercial viability of a route is
contingent on the potential revenue and the cost of operating the route.
Therefore, a reduction in the latter could, to an extent, mitigate short-
falls in the former. In South Asia, high operational costs are prevalent in
many cases in ground handling, airport charges and a number of other
expenses. Some of these could be addressed by policy changes such as
revisiting monopoly rights accorded to ground handling, for example,
in the case of Sri Lankan Airlines in Sri Lanka. In other cases, it is impor-
tant to continuously emphasize enhancing ground handling efficiency
and other airport operations across the region.

Low-cost carriers are particularly conscious of high operating costs
at airports, especially high airport taxes/charges, as their profit margins
over budget air ticket prices are slim. Recently, Malaysia-based AirAsia
has remarked that airport taxes in certain Indian airports are crippling,
noting that as much as half of the ticket price (on an average US$100
fare) goes towards paying airport taxes (Aviation Week 2011). Newer
airports have tended to be particularly hawkish in charging high taxes.
For example, the new Hyderabad Airport has begun charging a “user
development fee”, a move that may prompt other new airports or new
terminals to follow suit.

6.4 Visa bottlenecks

Another problem identified by stakeholders is that in some cases, im-
migration laws and visa processes undermine smoother connectivity.
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It was pointed out that the process of obtaining double-entry transit
visa to India is cumbersome and this makes it difficult for passengers to
transit via India while travelling through the region. The visa regime is
relatively more liberal between India and Sri Lanka. This is one reason
for the existence of a relatively better air connectivity between the two
countries that has led to the spurring of tourism, thereby creating much
required commercial demand for air connectivity within the region.

Given the present limitations in economic integration and interac-
tion within South Asia (other than on a bilateral basis with India), busi-
ness visitors alone will not be sufficient to generate sufficient air traffic
within the region. Therefore, increasing intra-regional tourism will play
a central role, and flexible visa regimes are an important determinant
of this.

6.5 Geographic issues

Another prohibitive factor for greater regional air connectivity is the
geography of the region. One interviewee illustrated the difficulties in
navigating through the mountainous terrain surrounding the Kathman-
du airport and the requirement of a non-automated “visual landing”.
He pointed out that airlines have to set aside additional funds to pay
for specialist pilots who are licensed to land in mountainous terrain,
particularly when visibility is sub-optimal (a frequent occurrence at
Kathmandu airport due to geographical reasons) and after dark. It was
noted that only one international airline operates a night flight owing to
the requirement of specially trained pilots in landing at night at Kath-
mandu airport.

6.6 Route-specific issues

Interviewees also pointed out factors influencing the lack of flights be-
tween certain specific routes. They are discussed below.

Colombo-Kathmandu: As far as Kathmandu is concerned, the geo-
graphic positioning of the airport makes night flights challenging. Sri
Lankan Airlines” representatives indicated that their entire schedule
will need to be altered to accommodate this destination point.

Colombo-Dhaka: Since Bangladesh does not allow code sharing with
third party airlines, and Sri Lankan Airlines is not willing to share codes
with Biman, this route seems unviable.

It was also pointed out that with regard to routes such as Colombo
-Kathmandu and Colombo-Dhaka, even if 5th freedom rights are
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granted by neighbouring countries, air travel in these routes must be
economically viable to utilize those rights. Commercial viability would
require at least 100 passengers on a given flight to make the route fea-
sible, which is not the case regarding these routes.

India-Pakistan: Being the two largest economies in the region, there
is undoubtedly potential commercial viability in this route. However,
the interviewees opined that the political relations between the two
countries have compromised negotiations between airlines of the two
countries. The negative spill-over of political tension has undermined
connectivity between these two countries.

6.7 Challenges from liberalization

Stakeholders” perceptions were also taken on the key challenges that
might result from a more liberal environment in civil aviation regula-
tions in South Asia. Their responses are briefly discussed below.

6.7.1 Low-cost carriers

Deregulation will lower entry costs for low-cost carriers (LCCs) which
will threaten national full service carriers (FSCs) in terms of commercial
viability. Existing LCCs too will thrive and expand in an open aviation
market. However, rather than creating a new market through low pric-
ing, LCCs will tend to infiltrate and erode the target market of FSCs. The
end result is that new benchmark pricing would be created below the
breakeven point of FSCs (at least in some routes).

However, while LCCs are always a challenge, LCCs and FSCs could
thrive side-by-side as in other regions. The need for FSCs will not cease
to exist just because of a greater advent of LCCs. The moot point will be
the distribution of gains and losses between countries in such a liberal-
ized environment. It is likely that inefficient airlines, which could be
national carriers in certain countries, would lose out to LCCs or even
more competitive FSCs in a liberal environment. There will obviously
be stringent opposition to liberalization through which such outcomes
manifest. Measures to alleviate such distributional effects will need to
be taken at the highest political levels, balancing overarching regional
benefits against short-run national costs. Of course, the ultimate objec-
tive would be to enhance efficiency of all airlines in the region in order
to meet the demands of a more competitive environment. However, it
would be a mistake to wait for this to happen prior to embarking on
steps to enhance liberalization in the region.
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6.7.2 Infrastructure

While capacity is not significantly affected by shortfalls in infrastructure
at present, both in terms of airport capacity and airlines capacity, these
problems need to be remedied in the long run in order to accommodate
potential increased traffic in a liberalized environment.

Tretheway (2010) shows that in several countries, investment in air-
port infrastructure (along with investment in airlines capacity) provides
strong rates of return, by increasing connectivity and contributing to
increases in national GDP (Table 6.6).

6.7.3 Political economy factors

As noted in an earlier section, the beneficiaries of air services liberaliza-
tion are numerous and fragmented, and receive relatively small mar-
ginal benefits, while the losers are large, usually politically influential
industries such as entrenched domestic airline monopolies. Therefore,
deregulation poses inherent political economy challenges. For example,
deregulation of airline-related services at Sri Lanka’s main international
airport, currently held in monopoly by the fully state-owned national
flag carrier, is not considered an option.® Much of the losses of the air-
line’s direct operations have been more than offset by the monopoly
profits earned from its ground handling and catering services provided
to all airlines.

7. Policy road map for South Asia

The case for greater liberalization of air services in South Asia is strong.
South Asian policy makers and stakeholders examining the issue need to
take note of the substantial evidence from other research studies which
demonstrate the economic benefits of air services liberalization in the
region. They include reduced fares and some employment creation in
the short run, and catalytic growth of direct and indirect employment,
and enhanced trade, in the longer run.

While some efforts are made to formulate a more liberal South Asian
air services connectivity framework, other related issues, for instance,
introducing more competition in national air transport and support ser-
vices markets and addressing infrastructure constraints, need to be si-
multaneously addressed. A SAARC-led collaborative programme could
give the necessary impetus for South Asian countries to begin address-
ing these issues. It would be useful if such a programme is informed
by an examination of other regions’ efforts at tackling similar issues.
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Sector stakeholders need to be made aware of the process and measures
adopted by these regions.

The section below outlines some key steps in enhancing the com-
mercial viability of air services in the region; suggests some measures
for a broader liberalization of air services under a phased approach;
provides, as a case study, a brief overview of the India-Sri Lanka bilat-
eral effort to liberalize air services; and highlights the emphasis placed
on connectivity within the SAARC agenda which provides the impetus
to move aggressively towards air services liberalization in the region.

7.1 Enhancing commercial viability

Some policy-related measures could help enhance the viability of cer-

tain routes. These include:

= Enabling code sharing with third-party airlines.

= Reducing operational costs in the region, for example, through lib-
eralizing ground handling by breaking monopolies and introducing
competition in some cases.

= Granting 5th freedom rights on certain routes, which will also be
important to consider the “quality” of liberalization. For example, if
5th freedom rights are granted by a country, there is a need to ensure
that allocated landing times are of a commercially viable nature.

= Simplifying visa processes.

= Investing in airlines to enhance competitiveness, for which encour-
aging greater foreign equity in national airlines could be an option.

These measures need to be supplemented by greater overall invest-
ment in airline-related infrastructure, particularly airport capacity and
airline strength. To catalyse such infrastructure development, South
Asian countries would need to place more emphasis on involvement of
the private sector. India has already strongly embraced this, and is the
forerunner in promoting public-private partnerships (PPPs) in airport
development in the region.’

While these would address some of the key infrastructure bottle-
necks, a significant driver of increased connectivity would be greater
demand for travel within the region, and this would require greater re-
gional integration in general, on fronts such as commerce, tourism and
people-to-people transactions. The case of Indo-Lanka air services liber-
alization set out later in this section highlights the central role played by
the relaxation of visa regulations by Sri Lanka in spurring demand for
flights between the two countries.

In the current environment of limited demand for flights, it appears
that the regulatory environment of the BASAs is not the only significant
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inhibitory factor. However, assuming that demand increases in the long
run as economic integration and tourism increase, regulatory factors will
pose greater constraints. Additionally, it must be borne in mind that as
regional air services connectivity is further liberalized, this would have
dynamic effects, which may, in turn, cause certain routes that are cur-
rently commercially unviable to become viable. For instance, a current
commercially unviable route connecting two South Asian capitals, as
identified in earlier sections of this article, may become viable due to the
granting of 5th freedom rights in a country. Sri Lanka’s own experience
of the initial attempts to move towards open skies via unilateral liberal-
ization of air services with India highlights the positive spill-over effects
of such liberalization —increased tourist arrivals and greater people-to-
people connections, which stimulate investment and commerce.

7.2 Measures towards greater liberalization: A phased approach

It will be necessary for SAARC to move towards greater air services lib-
eralization in a phased manner as was done by ASEAN and the EU. The
ASEAN region, for instance, began by enabling foreign equity participa-
tion in domestic airlines, which would help airlines face increased com-
petition in times of downturn. The relatively easy and less contentious
measures such as easing capacity controls and tariff restrictions could
be implemented first before moving on to more complicated areas. Such
a staggered approach to liberalization will give airlines in the region
time to adjust in terms of costs entailed in the process. The key challenge
for policy makers in the region will be to balance regional interest with
national interests of countries whose carriers are likely to struggle to
survive in an increasingly competitive environment.

The following steps in liberalizing BASAs in South Asia could be
taken as a tentative road map for air services liberalization in South Asia
in the longer term.

Easing restrictions on withholding: Allowing foreign investment in air-
lines can enhance the quality and magnitude of services. This is also
important for enabling code sharing and ensuring an increase in flights
since the current airline capacity in many South Asian countries is lim-
ited, and for countries like Nepal, even viable routes cannot be serviced
due to a lack of aircraft.

Easing restrictions on designation (double designation) and capacity (Ber-
muda I): It is important to reduce limits on the number of destinations
that airlines are allowed to fly into and also the number of passengers
permitted. This will benefit the smaller countries in the region since they
can tap into the Indian market better in the same way as Sri Lanka was
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able to enter the Indian market as a result of increased flights allowed
into Indian cities.!’ Such a venture into the Indian market can help air-
lines in the region increase their profitability, which would facilitate a
move to the rest of the region in the longer term.

It is also essential to fully liberalize capacity (free determination) for
3rd and 4th freedom rights for capital-to-capital flights in the region;
allow multiple designations (i.e., multiple destination points); liberalize
tariff and extend 5th freedom right across the region.

While the exact nature of the steps to be taken could change accord-
ing to circumstances, the road map presented here is a starting point
for further liberalization of air services in South Asia. It is important
to see this initial road map as a precursor to a much more ambitious
and proactive liberalization plan by SAARC, possibly even adopting the
ASEAN plan, with suitable adaptations to suit SAARC's context.

8. India-Sri Lanka bilateral air services liberalization experience

Liberalization of air services between India and Sri Lanka began from
2000. According to the Joint Study Group Report on India-Sri Lanka
Comprehensive Economic Partnership Programme, “between 2000 and
2003 the number of Indian destinations to which Sri Lankan Airlines
flies increased from 5 to 8, the number of flights from 29 to 44 per week
and the number of seats from around 8,000 to nearly 9,500, representing
a significant increase in capacity.” In 2003, it was agreed between the
two countries to eliminate the requirement of commercial agreements
between the designated airlines of the two countries for asymmetrical
operation. By around 2005, Sri Lanka had the most flights into India for
any international carrier and was soon operating 110 flights a week be-
fore the global economic crisis reduced the demand for travel.

Sri Lankan Airlines” venture into the Indian market helped it stay
afloat after a debilitating terrorist attack on Sri Lanka’s international air-
port in 2001 that resulted in reduction in travel to and from Sri Lanka. A
key factor that influenced the increase in flights between the two coun-
tries was the extension of visa on arrival by Sri Lanka to Indian visitors
(which was later extended to 73 countries worldwide). This facilitated
travel to a great extent and resulted in increased demand for Indian visi-
tors to Sri Lanka. Unsurprisingly, India soon became Sri Lanka’s leading
source of tourism. At the same time, movement of Sri Lankans to India
was also increasing for educational, medical and business activities. The
fact that the two countries had a very visible and effective bilateral FTA
helped spur business travel between the two countries as bilateral trade
and investment grew exponentially. At the same time, increase in capac-
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ity allowance enabled Sri Lankan Airlines to position itself as a gateway
to and from India, connecting India with Southeast Asia. After Sri Lank-
an Airlines got direct flight access to numerous Indian cities, people,
who did not necessarily want to fly directly to the popular metros such
as Delhi and Mumbai because of various problems, got the option to
fly to cities of their choice. Liberalization of regulations also enabled Sri
Lankan Airlines to design its strategy in a more flexible manner, keep-
ing in mind long-term commercial viability.

The case of India and Sri Lanka shows that for air services to increase,
there needs to be both a viable market for air services (and this was cre-
ated by the relaxation of visa requirements and the increase in economic
interaction and exchange between the two countries) and relaxation of
the stringent BASA. The problem among many South Asian countries is
that, other than in terms of bilateral relations with India, economic and
tourism integration between them is still at a nascent stage. If one were
to pin point the driver of increased air service operations between India
and Sri Lanka, the relaxation of visa regulations by Sri Lanka would be
a key candidate, with tourism being an important determinant. This is
further illustrated by the fact that it was only in November 2010 that
many Indian airlines began operations on the Colombo-Delhi route as
demand increased following the end of war in Sri Lanka.

9. Conclusion

This article examined the nature of air services connectivity in South
Asia and found that regulatory issues, as per the BASAs that operate
within the region, are fairly restrictive, but there are several other re-
lated issues that have caused the region to be characterized by limited
air connectivity. According to stakeholders, the limited number of eco-
nomically viable routes poses a key challenge to profitably expanding
air connectivity in the region.

With a forecast of stronger growth of passenger aviation and air
cargo in Asia in general, and in South Asia in particular, it is important
for South Asia to critically evaluate the various elements affecting the
growth of its civil aviation industry. The nature of BASAs, the level of
competition and contestability in domestic airport services markets, the
level of investment in and competitiveness of airlines, and the level of
supporting infrastructure need to be investigated and anomalies and
barriers addressed on a SAARC-wide, collaborative basis.

South Asian policy makers need to note the significant interdepen-
dence between regional economic integration and transport connec-
tivity. A significant driver of increased connectivity would be greater
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demand for travel within the region, and this would require greater re-
gional integration in general, on fronts such as commerce, tourism and
people-to-people transactions. In the longer run, South Asia needs to
embark on a more ambitious framework of liberalization on a regional
basis since restrictive air services regulations between countries stifle air
travel, trade, business interactions, and tourism, and in turn, economic
growth and job creation.

Better and freer air services can spur a virtuous circle of increased
dynamism in South Asia in terms of air transport markets, reduced fares,
higher passenger flows within the region, and increased air cargo, all of
which would complement the broader effort to improve multi-modal
intra-regional connectivity in the SAARC region. It will also help lower
transaction costs of doing business in the region, catalyse intra-regional
trade, boost South Asian exports in global production networks, and
enhance trade and tourism.

Research for this article was undertaken for an ADB-SACEPS study on “Lib-
eralization of Air Services in South Asia”. Contributing authors to a previous
version of this article include Deshal De Mel and Jithendra Seneviratne of the
Institute of Policy Studies of Sri Lanka, Colombo.

Notes

1 As a matter of fact, most capitals in the region are not connected to more
than three capitals of other South Asian countries by direct flights. Although
Figure 6.2 provides connectivity map for five countries in the region, based
on available information, it does not include Kabul (Afghanistan) and Male
(the Maldives), which are least connected to regional capitals. However, Paro
(Bhutan), which too is not included in the figure, is connected to three capi-
tals, namely, Dhaka, Kathmandu and New Delhi.

2 As per the aviation connectivity index supplied by the International Air
Transport Association.

3 An example cited in this study is the case of Poland where the connectiv-
ity index increased by 27 percent with flights to the United Kingdom (UK)
increasing from 58 per week to 250 (seats increasing from 7,000 to 40,000),
which resulted in a cumulative increase in productivity of 0.19 percent, val-
ued at approximately US$600 million. The UK too saw a rise in productivity,
with the corresponding figure at US$45 million.

4 Adapted from Findlay and Goldstein (2004).

> The term “withholding clause” is used by the International Civil Aviation
Organization, but this clause is often referred to as “designation” or, more
frequently, “ownership” clause, given that the “standard” requirement is
that, to be designated by a Contracting State to utilize the rights granted in
an ASA, an airline has to be “substantially owned and effectively controlled”
by the nationals of that Contracting State.

¢ Singapore, Japan and the UK are selected since data for these countries” ASAs
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with almost all the selected South Asian countries were available.

Of the Indian carriers, Sri Lankan Airlines shares code only with the national
flag carrier, Air India.

At a discussion in March 2011 on Sri Lanka’s civil aviation sector, respond-
ing to a question on the need to deregulate airline-related services to infuse
competition and thereby reduce operating costs, the state-owned airports
company (Airport and Aviation Services Limited) stated that “allowing a
second ground handler is not seen as possible at this point”.

Several Indian airports have been developed under the PPP model since the
Indian authorities opened the sector to private investment over 5 years ago,
e.g., development of existing airports at Delhi and Mumbai, building “green-
field” airports in Hyderabad and Bangalore, and calls for investment for pro-
posed second airports in Chennai and Navi Mumbai.

However, an important paralle]l measure was extension of visa on arrival in
Sri Lanka.

10
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Improving transport
connectivity in South Asia

M. Rahmatullah

1. Introduction

Surface transport network in South Asia continues to remain fragment-
ed despite the existence of basic infrastructure and facilities. Due to lack
of integration of the transport system, logistic costs in South Asia are
very high and range between 13 percent and 14 percent of the commod-
ity value compared to 8 percent in the United States (US). Intra-regional
trade among members of the South Asian Association for Regional Co-
operation (SAARC) has been around 5 percent for several years, which
is much less compared to other regional groupings in the world. Had
overland transport connectivity among SAARC countries been im-
proved, intra-regional trade could have been enhanced.

At present, for bilateral trade between India and Bangladesh, Bangla-
desh and Nepal, and Bhutan and Bangladesh, goods are transshipped
at the border between trucks. Freight trains are not allowed to move
across borders. For example, in the case of freight trains between India
and Bangladesh, rail wagons are pulled by Indian locomotives up to
Bangladesh’s border and Bangladesh Railway locomotives pull these to
their destinations within Bangladesh.
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Before 1947, goods from Northeast India used to pass through ter-
ritories which now lie in Bangladesh. These territories were part of East
Pakistan after India was divided into two countries in 1947. However,
rail and inland water transport (IWT) transit traffic movement across
these territories continued until the war between India and Pakistan in
1965, and was suspended thereafter. After East Pakistan seceded from
West Pakistan (now Pakistan) in 1971 to form Bangladesh, transit only
by IWT was restored, but restrictions on movement of transit traffic by
road and rail continued. Currently, there is only limited bus transport
movement between India and Bangladesh.

Northeast India is virtually a landlocked territory, and traffic from
Northeast India is required to travel 1,400 km-1,650 km to reach the port
in Kolkata, which is the only port available to it. If Bangladesh would
allow transit through its territory, goods from Northeast India would
have to travel only 450 km-700 km to reach the Kolkata port.

Consequences of poor connectivity in South Asia are huge. Current-
ly, a 20 ft. container takes at least 30 days to move between New Delhi
and Dhaka through the maritime route (via Mumbai and Singapore/
Colombo to Chittagong and then by rail to Dhaka), which costs around
US$2,500. Direct rail connectivity between the two cities could reduce
the time to 4-5 days and the cost to around US$850.

One of the earliest initiatives to establish regional connectivity in
South Asia was taken by the United Nations Economic and Social Com-
mission for Asia and the Pacific (UNESCAP) through two regional
projects initiated in 1959 and 1960, respectively. Similarly, the SAARC
Regional Multi-modal Transport Study, completed in 2006, was another
major initiative to strengthen regional connectivity in South Asia. How-
ever, a real breakthrough in this regard occurred with the signing of the
Joint Communiqué by India and Bangladesh on 12 January 2010 follow-
ing a historic India-Bangladesh Summit in New Delhi. The Joint Com-
muniqué set the tone to achieve a long-lasting cooperation in transport
connectivity in the northeastern sub-region of South Asia.

This article critically reviews the various initiatives taken to ensure
transport connectivity in the region and identifies issues that need to be
addressed urgently to achieve concrete results on the ground.

2. Past initiatives to address connectivity
2.1 The UNESCAP initiative

UNESCAP undertook pioneering efforts to establish regional connectiv-
ity in South Asia through two of its famous projects — the Asian High-
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way (AH) and the Trans Asian Railway (TAR)—initiated in 1959 and
1960, respectively. The AH Agreement has already been signed by 28
countries out of 32 which would be crisscrossed by the proposed high-
way, and entered into force on 4 July 2005. AH1 and AH2 are the two
major routes which connect Southeast Asia and South Asia with Europe
(Map 7.1).

Map 7.1: Asian Highway

The TAR network has also been identified. The Southern corridor
from Indonesia via India to Turkey, which is of direct interest to South
Asia, covers a length of 35,200 km. Five gauges are involved in this net-
work, and there are still several missing links, such as Thailand-Myan-
mar, Myanmar-Yunan Province of China, Myanmar-India, Pakistan-
Iran, etc. (Map 7.2).

Map 7.2: Trans-Asian Railway
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In order to operationalize the TAR network, a separate agreement
needs to be signed by the countries concerned, spelling out various de-
tails, which is yet to take place.

2.2 SAARC initiatives

The 12th SAARC Summit held in Islamabad in 2004 decided to strength-
en transport, transit and communications links among South Asian
countries. This was followed by a SAARC Regional Multi-modal Trans-
port Study (SRMTS), which was completed in June 2006. SRMTS iden-
tified 10 road corridors, 5 rail corridors, 2 IWT corridors, 10 maritime
gateways and 16 aviation gateways for regional transport connectiv-
ity. The 14th SAARC Summit held in 2007 in New Delhi approved the
recommendations provided by SRMTS and urged Transport Ministers
to oversee their implementation. The Summit also decided to extend
SRMTS to include Afghanistan and directed the Inter-Governmental
Group on Transport to identify and develop sub-regional and regional
projects based on the prioritized recommendations of SRMTS.

At the 14th SAARC Summit, some sub-regional projects were also
proposed by Bhutan, India and Sri Lanka, and their implementation
was reviewed by a meeting of Transport Ministers held in Colombo in
July 2009. Progress to that end, so far, has been marginal except that
a transport agreement has been put in place. The Transport Ministers’
Meeting also agreed to run a demonstration container train from Paki-
stan to Bangladesh through India and Nepal, which is still to be pursued
by the SAARC Secretariat. Lately, a SAARC expert group has been set
up which is reviewing the drafts of the Motor Vehicle Agreement and
the Railway Agreement for finalization.

3. Arecent initiative: India-Bangladesh Joint Communiqué

During Bangladesh’s Prime Minister Sheikh Hasina’s visit to India in

January 2010, the two countries signed a Joint Communiqué covering

several issues of bilateral as well as regional importance. Regarding

transport connectivity, the Joint Communiqué included the following;:

= Making available Mongla and Chittagong Sea Ports for use by Ne-
pal, Bhutan and India.

= Making available Rohanpur/Singabad-Katihar-Raxaul-Birgunj
broad gauge rail link for Nepal’s third-country trade through Mon-
gla Sea Port, and for bilateral trade between Bangladesh and Nepal.

= Constructing Akhaura-Agartala rail link.

= Designating Ashuganj as a new port of call and a transshipment port
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for Indian transit traffic by IWT and then for onward movement to

Tripura by road transport.
= Allowing goods between India and Bangladesh to be carried in con-

tainers through rail and water transport routes.

The Joint Communiqué, if implemented fully, will strengthen Ban-
gladesh’s connectivity with India, Bhutan and Nepal. India will also
stand to gain considerably in terms of cost and time savings. Ban-
gladesh could trade in transport services and earn foreign exchange
through transport charges in the form of rail charges, port charges, road
transport charges and water transport charges, depending on the routes
being used. Bangladesh should be able to earn transit fees as well (a part
of the cost savings that Indian transit traffic would be gaining, besides
huge time savings).

Besides easing trade between Nepal and Bangladesh, Bhutan and
Bangladesh, and Northeast India and mainland India, such transport
connectivity would also provide an opportunity to Bangladesh to es-
tablish itself as the “transport hub” of the sub-region. Similarly, provid-
ing port facilities to neighbouring countries is also expected to increase
patronage for Bangladesh’s Deep Sea Port Project at Sonadia (south
of Chittagong). Bangladesh has already invited India and the Yunnan
Province of China (having capital at Kunming) to use the Deep Sea Port
and join hands in its development. Meanwhile, Myanmar has also in-
dicated its willingness to establish, through: its territory, a road link be-
tween Kunming and Chittagong.

4. Implementation of the Joint Communiqué

Bangladesh’s roads have been designed for 8.2 ton axle load and are only
two-lane wide. Hence, these roads can be used only in a limited way,
mainly to carry high-value commodities. Most goods have to be carried
mostly by rail and IWT. Therefore, to facilitate movement of road traffic
across Bangladesh and access to the sea ports, a thorough assessment
was made of the various initiatives undertaken and investments needed
to implement each of the decisions included in the Joint Communiqué.
Some of the major findings of the assessment are discussed below.

4.1 Maximizing the use of Mongla and Chittagong Ports
According to the assessment made by the Government of Bangladesh
(GOB), Mongla and Chittagong Ports currently have around 80 percent

and 40 percent spare capacity. Therefore, to utilize the spare capacities,
some investments have already been planned to modernize these ports.
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GOB has already decided to operate the New Mooring Container Ter-

minal through the private sector on a lease holding basis.
Furthermore, to facilitate efficient use of the Chittagong Port, major

projects that need to be implemented include:

= Recommissioning of Kulaura—Shahbazpur—Mahissasan (39 km),
plus a transshipment facility near Shahbazpur, to be financed
through GOB’s own resources.

= Construction of Akhaura—Agartala rail link (approx. 10 km), to be
financed through an Indian grant outside the US$1 billion line of
credit (LOC).

= Construction of three major sections along the Dhaka—Chittagong
route as double tracks, to be financed by the World Bank, the Asian
Development Bank (ADB) and the Japan International Cooperation
Agency.!

= Construction of second Bhairab Rail Bridge and second Titas Rail
Bridge, to be financed out of the US$1 billion LOC to be provided by
India.

= Construction of an inland container depot (ICD) at Dhirasram near
Tongi, to be financed by the World Bank.

= Construction of a second rail bridge on Jamuna river, for which the
ADB has already committed funds for a feasibility study.

= Strengthening of several rail sections, modernization of signalling
and acquisition of rolling stock, to be financed through a number of
sources.

4.2 Improving road transport

Since major roads in Bangladesh are only two-lane and they also
suffer from structural weaknesses, loaded Indian trucks are not al-
lowed to use Bangladesh’s roads. Therefore, to facilitate movement
of both national and regional road traffic, a number of road sec-
tions, including Brahmanbaria—Mainamati, Sutarkandi—-Sylhet and
Benapole-Jessore-Khulna need upgradation.

Temporarily, and as an immediate solution, Bangladesh’s road
transporters could provide transshipment facilities from one border
to another border across Bangladesh to carry some of the Indian high-
value commodities. Alternatively, a Joint Venture Trucking Company
could be set up by Bangladesh’s road transporters with shareholders
in India, Nepal and Bhutan, with double registration (e.g., vehicles
registered both in Bangladesh and India) for the company’s multi-axle
vehicles (truck trailers, covered vans, etc.). Double registration will al-
low these vehicles to pick up containers from inside India, Nepal and
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Bhutan and move across Bangladesh to deliver goods to destinations
without any transshipment at the border. Such a system could reduce
transportation costs appreciably. However, to set up such a company
and ensure its smooth operationalization, strong political support of the
governments of all four countries would be essential.

4.3 Operationalizing the Rohanpur—Katihar-Birgunj rail link

Currently, movement of goods between Nepal and Bangladeshisallowed
only through the Kakarvitta (Nepal)—Phulbari (India)-Banglabandha
(Bangladesh) route. The Joint Communiqué signed between India
and Bangladesh has stated that the Rohanpur (Bangladesh)-Katihar
(India)-Birgunj (Nepal) rail link will be made available to Nepal for its
third-country trade via Mongla Port. This is an attractive alternative for
Nepal; however, this route will face tough competition from the exist-
ing Birgunj—Kolkata rail route since it is shorter (around 700 km) com-
pared to the new route, which is 900 km (Map 7.3). Nevertheless, the
new route can still be competitive if the dwell time in Mongla Port can
be kept as low as possible, and transshipment facilities for containers at
the Khulna Railway Station and the 44 km truck-trailer service between
the Khulna Railway Station and Mongla Port are made efficient. Still,
once the Khulna—Mong]a rail link and the bridge on Rupsa River are
built, there could be a drastic change in the situation.

Since Kolkata Port is already facing congestion and siltation prob-
lems, Mongla Port has a fair chance of surviving the competition, pro-
vided that the port operations are modernized, adequate infrastructure
facilities are ensured and port charges are kept comparatively lower.
To this end, Mongla Port has initiated several projects to enhance its
efficiency. It is being modernized through installation of modern con-
tainer handling equipment, undertaking dredging to increase draft of
the main channel, introducing night navigation and dredging of outer
bar. A major part of these investments is being financed by the GOB
through its own resources.

4.4 Constructing the Akhaura—Agartala rail link

At present, Northeast India’s connectivity with Bangladesh by railway is
only through Shahbazpur/Mahissasan. A new link, Akhaura—Agartala
(around 10 km), is going to be built soon through an Indian grant out-
side the US$1 billion LOC. The alignment has been finalized by the
India-Bangladesh Joint Technical Group, and the recommendation has
been submitted to the respective governments for approval. Once ap-
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Map 7.3: Rohanpur-Katihar-Birgunj rail link

proved, a feasibility study will be undertaken and tenders called for
construction.

The Akhaura—-Agartala metre-gauge link will become a direct com-
petitor to the existing Kulaura—Shahbazpur/Mahissasan link (Map
7.4).

Map 7.4: Rail link between Northeast India and Bangladesh
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