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Regional Integration
in the Asia-Pacific:
Views From the South

Titos Escueta

Aglobal trend these past few decades has been the integration of national
economies into regional blocs. This regional integration is characterized by
nation states coming together to talk about opening up their markets and
bringing about favorable trading arrangements among themselves, logically
ending in a globalized free market. Of course, there is a counter theoretical
trend that would contend that this regionalization actually runs against the
grain of a grand globalization project as defined by Western economic
interests, It argues that these smaller regional arrangements serve to weaken
homogenization into the global market by diversifying the stage while gaining
leverage as significant economic blocs in a mulii-centered global economy.
As a “localization” effort, questions arise whether these trading blocs actually
provide an alternative to globalization by “leveling the playing field” for
previously “insignificant” areas such as the Borneo-Indonesia-Malaysia East
Asian Growth Area (BIMP-EAGA). In a nutshell, however, both these schools
of thought limited themselves to two things: the state and the market. Several
questions remain intriguing. Especially in the Asia Pacific region,
geographical home to the now highly criticized “miracle economies,” where
there is a proliferation of both types of efforts.

What of the pecople? As can be gathered by its very nature, this
mainstream framework leaves out a most important and integral component;
people. The mainstream mega-projects such as the ASEAN Free Trade Area
(AFTA) and the Asia Pacific Economic Cooperation (APEC), as well as
smaller regional economic integration projects like the proliferating growth
triangle initiatives, have their basis on the “trickle-down” effect.
Unfortunately, the trickle-down concept has been much debunked in
development circles, both in theory and reality. More importantly the question
is how to make people relevant to development and vice versa. Ideally,
development can only be called such if it has its roots in the participation of
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its constituents from the planning, to the implementation, to the monitoring
stages. As participatory initiatives, all of these mainstream efforts are severely
wanting,

What of “development models?” Critiquing anything requires not only
pointing out flaws but also giving solid and viable alternatives. There is an
overflow of critiques of niega-regional integration projects such as APEC
and AFTA, but a dearth in the development of alternatives to such. Questions
such as how these regionalization/localization initiatives can actually
challenge, instead of support economic globalization, of looking at areas
with common natural affinities (like the Mekong region for example) towards
integration and how they can serve as models for transhorder cooperation
and development, should receive as much, if not more attention than critiquing
mainstream inifiatives. Of course, a discussion of development alternatives
will not be complete without mentioning the equally prolific and diverse
experiences and experiments that will fall under neither the regionalization
or globalization agenda. Those “micro” efforts at efficient local level planning
for genuinely sustainable communities, organic livelihoods, as well as
alternative trading relationships between peoples and not states, to mention
a few.

It was with the goal of trying to lay the ground for some answers to
these questions that ARENA, together with some partner groups, decided to
initiate a series of studies to look more closely at mainstream regional
integration efforts and how they affect people on the ground and what lessons
may be learned from these experiences.

As early as March 1995, ARENA has been actively trying to get a
research study on regional integration efforts in the region. However, it was
only in August 1996 that the project got underway as a collaborative effort
between ARENA, the Institute for Popular Democracy (TPD) in Manila, Focus
on the Global South (Focus) in Bangkok, and the Transnational Institute
(TNI) in the Netherlands. Four major components were identified and each
component was to be coordinated by a responsible group. The components
and division of responsibility were:

Component 1: Regionalism from Above and Below — ARENA
Component 2: Asian Audit in Democracy and Authoritarianism — Focus
Component 3: Making a New Political Culiure in the Asia-Pacific -~ IPD and,

Component 4: Democratization and Europe’s Agenda in Asia — TNI



Escueta, Regional Integration in the Asia Pacific

With regard to ARENA’s component, the broad objectives were to:

* Critically examine regional integration of economies in the Asia-Pacific region
with respect to its historical background and socio-economic, political, and
cultural contexts

* Determine the impact of trade and investment liberalization on the region's
poor and disadvantaged populations

*Study the formation of civil alliances outside the state-market nexus as
alternatives to regional integration of elite-driven market economies and
critically analyze them, and

*Propose alternative paradigms of regional integration from below in terms
of people’s alliances.

Towards meeting these objectives, researches were commissioned to
several groups working intensively on the issues of concern. Focus on the
Global South was responsible for three studies: one on Economic Integration
in ASEAN countries with a special focus on AFTA and APEC, another on
Growth Triangles and Sub-Regional economic zones, and the last on NGO-
PO initiatives at engaging and providing alternatives to these mainstream
economic efforts. Bobbet Corral from the Asian NGO Coalition (ANGQOC)
was tasked with doing a full-blown research on the Mekong Subregion and
Mohiuddin Ahmad, from the Community Development Library (CDL) in
Bangladesh, was to head the team who would do the study on regional
cooperation in South Asia, lending a critical eye on SAARC-SAPTA
initiatives.

The culmination of these research studies was a workshop that was
held in Hong Kong in June 1998. “Regional Integration Efforts in the
Mainstream: People at the Center” was aimed at bringing together the
individual papers and try to weave them into a common framework. The
audience was composed of about 20 participants from regional NGQOs based
Hong Kong, as well as some representatives of groups from India, Japan and
the Philippines, provided valuable feedback that was also to be integrated
into the final manuscripts.

This venue also served as an opportunity to bring together people to
discuss possible efforts at furthering the results of the research. The most
interesting spin off would be the Civil Society Alliances project that would
look into peoples ailiances at regional integration as compared to this effort
that looks at mainstream efforts. These people-to-people alliances would
also not be limited to economic integration efforts as the previous project
was. [t would also not limit itself to peoples responses to issues brought
forth by the mainstream economic regional integration models (APEC, AFTA,

5



Asian Exchange

etc) but it will also look at what issues peoples groups are actively allying
with each other to promote/denounce. It is hoped that a study into the
dynamics of this people-to-people process will help to better alliance work
as well as approach issues with a more grassroots/regional perspective. In
fact, this second phase has been integrated into ARENA’S next three-year
plan.

The second phase of the programme draws from the initial inputs from
NGO-PO initiatives and alternatives and looks more closely at regional
integration efforts from the people. These people-to-people alliances have
even predated the mainstream mega-economic projects and address various
issues of sustainability and equity.

This issue of Asian Exchange, the first volume in the series, features
Focus’ paper on economic integration in the ASEAN and the paper on
SAARC-SAPTA. The first paper looks at ASEAN initiatives at integration
in the light of several factors and actors, such as the financial crisis and the
China “threat,” and how these have to be integrated into any equation aiming
to bring together the different countries and interests of the region. Their
effects have been diverse, in some instances widening opportunities for
cooperation, while severely limiting them in others. The SAARC-SAPTA
paper takes a historical look into the rocky attempts at regional cooperation
and tries to tie these efforts with the regions “givens:” the arms (recently
nuclear) race, nationalistic fervor and inherent distrust among neighbors,
abject poverty and inequality both between and within countries. Ahmad
argues further that the present frameworks leave much to be desired in terms
of how their benefits translate into the lives of the commonfolk.

In terms of framework, the preceding research has limited itself to two
concepts: economics and state projects. However, the research project can
be seen as a first step toward looking at how people can respond, and more
importantly initiate, a re-definition of integration and alliance work,
development models and peoples’ roles in determining their viability. The
work remains long and incomplete, but exciting and potentially fruitful at
the same time.



Economic Integration
in the ASEAN:
In Need of Another Miracle

Focus on the
Global South

Nineteen—ninety—seven was a significant year for the Association
of Southeast Asian Nations (ASEAN). The year marked the group’s
30" year, capping a string of political and strategic achievements. Three
new members — Vietnam, Myanmar, L aos — were brought in. Cambodia waits
in the sidelines, making the vision of an ASEAN-10 very close to reality.

But what really captured the world’s attention was the crisis that rocked
the region beginning the third quarter of the year. The sudden slip of the
Thai baht triggered a domino effect among the other ASEAN currencies,
with the Malaysian ringgit, Indonesian rupiah, and the Philippine peso
tumbling in close succession. This brought to fore questions not only confined
to the health of the ASEAN financial system, but more significantly on the
sustainability of the phenomenal economic growth in the region.

The crisis, which required a quick response, in a way put to test the
ASEAN as aregional grouping. On the surface the ASEAN response appeared
quick enough, particularly the adoption of a proposed Asian Fund intended
to provide a stand-by facility for the region. The mechanics and the funding
for the facility, however, are far from clear. In reality many of the ASEAN
countries looked to the traditional sources of financial assistance for help:
the IMF stringing together finance packages. Only Malaysia put up a brave
front. -

Still, the financial crisis seems to have widened existing, if not opened
new, routes for ASEAN economic integration. Before, the principal route

Focus on the Global South is a program of development policy research and practice
connected with Chulalongkorn University in Thailand.
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being taken was through trade via the ASEAN Free Trade Area (AFTA).
This is the subject of this paper’s review. What is the future of ASEAN
integration through trade, and how have new developments affected this?

The Long, Tedious Push
Toward Economic Cooperation

ASEAN has a gross domestic product of US$632 billion, and is home
to 481 million people. Half its GDP value is accounted for by exports. The
region is particularly prominent at this time given its ambition of establishing
a free trade area by 2003 or possibly earlier by the turn of the century.

Seen within the context of Asia’s growth rally since the 1980s -- first
with the so-called newly industrializing economies (NIEs) of South Korea,
Hongkong and Singapore; then with the fast industrializing Southeast Asian
countries of Thailand and Malaysia; and most recently, with the promising
development i the so-called Southeast Asian transition economies (SEATEs)
of Vietnam, Myanmar, Laos and Cambodia — ASEAN place in economic
history is nothing short of phenomenal. Yet, even with the impressive
economic growth in its midst, the ASEAN was slow in realizing an integration
beyond the customary strategic solidarity concerns for which it came to be
known.

For twenty-five years until 1992, the ASEAN concentrated its energies
on political and security issues. While attempts to introduce economic
integration schemes into the ASEAN were made, these attempts have only
managed to court resounding disinterest,

In 1977 the Preferential Trading Arrangement (PTA) was launched. It
sought to establish preferential trade among ASEAN members on a voluntary,
product-by-product basis. Even as the PTA was upgraded to apply an across-
the-board approach in 1980, the PTA performed poorly covering a mere two
percent of intra-ASEAN trade in 1980 to five percent in 1986. The steep 50
percent ASEAN content requirement was widely blamed for the failure of
the PTA. The real reason, of course, was the long exclusion lists maintained
by the members. As much as 63 percent (in the case of Thailand) of product
lines, most of which heavily traded within the region, was excluded from
the arrangement.*

Also in 1980, the ASEAN Industrial Projects (AIP) was launched. The
initial dream of assigning large-scale capital intensive projects for
development by different countries dissolved into oblivion with only two
projects materializing.?
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Focus, Economic Integration in the ASEAN

The following year, the ASEAN Industrial Complementation (AIC)
and Brand-to-Brand Complementation {BBC) schemes were introduced, with
the aim of distributing the different stages of production among members.
The first AIC project involved the production of automotive parts and
components. In 1983, it turned out that AIC/BBC was fated to be just another
flash-in-the-pan scheme, having been dealt its biggest blow when Malaysia
announced that it will produce its own car.? In the early 1990s, the scheme
was refined to include the BBC and non-automotive products. The
participation of Japan, whose MNCs found the scheme compatible with their
own investment plans, accounted for the limited success of the AIC and the
BBC:*

The last scheme to be introduced in the 1980s was the ASEAN Industrial
Joint Ventures (ALIV). Few projects materialized under ALTV, mainly because
it did not limit coverage to production activities but accommodated resource
pooling and market sharing as well. Still, potential players found the 40
percent national equity requirement too restrictive. The scheme managed to
produce one project that enjoyed the participation of five ASEAN countries
— the Nestle ASEAN Industrial Joint Venture Project, involving food
processing. The project was a showcase of how bureaucratic red tape (in all
five participating countries, no less) and tedious non-tariff trade barriers
(import documentation procedures and other administrative requirements)
delayed the approval process and hampered effective exchange among the
countries.’

By early 1990s, most of the developed world started serious work
towards economic integration. Deriving impetus from threats of eroding
competitiveness and Asia’s economic intrusion, two big developments would
emerge. First was the expansion of the European Union (EU) and the
formation of the Single European Market (SEM). By 1994, Mexico joined
the United States and Canada in the North American Free Trade Area
{(NAFTA). Two main motivations were noted in these developments: (1) to
enhance the fast eroding competitiveness viz. Asia; and (2} to work out ways
to open up the Asian market. While the EU was drowned in the internal
dynamics of the SEM, the height of the Northern campaign to open up Asia
progressed with the United States at the helm via the supposedly voluntary
and non-binding Asia Pacific Economic Cooperation (APEC).

Thailand’s former Prime Minister Anand Panyarachun proposed the
establishment of an ASEAN Free Trade Area (AFTA) as early as 1991, With
the exception of Indonesia and the Philippines, ASEAN members were
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enthusiastic about the proposal. Partly in reaction to the growing regionalism
in the North, the ASEAN in its Fourth Summit in January 1992 in Singapore
agreed to establish the ASEAN Free Trade Area (AFTA).

AFTA was to be the most comprehensive and most ambitious economic
cooperation scheme in the ASEAN thus far. Unlike the PTA, the AFTA is
implemented on a sectoral basis at the Harmonized System (HS) 6-digit
level. Details of the agreement were worked out in 1992, and AFTA was to
become effective in January 1993. But hesitation from and jockeying by
some members resulted in an original scheme that was so complicated that
AFTA had to be re-launched in late 1993 to fan interest.® Only in November
1993 was the initial Products List released by the ASEAN Secretariat. Tariff
reduction (covering one-fourth of the tariff lines or about 10,000 out of the
initial 41,000) became effective only in January 1994.7

Encouraged by the modest gains in AFTA, the group decided to
accelerate AFTA during its Fifth Summit in December 1995 in Bangkok.
The 1995 Bangkok Summit accelerated AFTA from the original 15 years to
ten years. Tariff rates for AFTA qualified products are expected to go down
to 0-5 percent by the year 2000 and ultimately to 0 by the year 2003, The
real test of AFTA was the inclusion of unprocessed agricultural products
(UAPs). Members agreed in Bangkok to complete the phase-in of UAPs by
2003. Starting 1996, more than half of the UAPs originally excluded from
the scheme were brought into AFTA.

AFTA Inside-Out

The Common Effective Preferential Tariff (CEPT) Scheme is the main
instrument of AFTA. It is a cooperative agreement among the ASEAN
members to reduce intra-regional tariffs and remove non-tariff barriers over
a ten-year period, ending in the year 2003 (for the original members), 2006
for Vietnam, and 2008 for Laos and Myanmar. All manufactured products,
including capital goods, processed and unprocessed agricultural products,
are covered by the CEPT Scheme.

The AFTA Council is responsible for implementing and monitoring
the CEPT Agreement. To monitor AFTA matters, each member country has
an AFTA Unit, while the ASEAN Secretariat serves as the AFTA Coordinating
Agency.
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Inclusion (IL), Temporary Exclusion (TEL) and
General Exception Lists (GEL)

All products subject to the CEPT Scheme are in the Inclusion List. To
be included in the scheme, the foilowing conditions must be met:

the product must be included in the IL of the exporting and importing
countries and must have tariif rates of 20 percent or below;

it has to follow a programme of tariff reduction approved by the
AFTA Council;

it must have an ASEAN (individual or cumulative) content of at
least 40 percent.

Products under the Scheme follow two general schedules of tariff
reduction as follows:

Normal Track where products with tariff rates above 20 percent shall
have their tariffs reduced to 20 percent by 01 January 1998, and to 0-5 percent
by 01 January 2003. Products with tariff rates at or below 20 percent will
have their tariffs reduced to 0-5 percent by 01 January 2000.

Fast Track where products with tariff rates above 20 percent shall
have their tariffs reduced to 0-5 percent by 01 January 2000, and those with
tariff rates at or below 20 percent will have their rates to 0-5 percent by 01
January 1998. There are 15 products in the fast track schedule: vegetable
0ils, cement, chemicals, pharmaceuticals, fertilizers, plastics, rubber products,
leather products, pulp, textiles, ceramics and glass, gems/jewelry, copper
cathodes, electronics, and wooden/rattan furniture.

The TEL contains products temporarily excluded from the CEPT for a
limited period. The 26" ASEAN Economic Ministers Meeting agreed in
September 1994 that all products in the TEL will be phased into the CEPT
in equal installments beginning 01 January 1996 until 01 January 2000.
Following the principle of reciprocity, members with products in the TEL
are disqualified from enjoying CEPT concessions for that product.

General exceptions include iterns not subject to the CEPT Scheme due
to “reasons either of national security, the protection of public morals, the
protection of human, animal or plant life and health, and the protection of
articles of artistic, historical or archaeological value.”™

In 1997 more than 42,000 tariff lines representing 91 percent of total
are included.in the CEPT scheme at an average tariff rate of 6.38 percent.
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Thailand has the most number of tariff lines included in the CEPT (98.42%)
but gives the highest average tariff rate (13.1%). Vietnam has the shortest
inclusion list (53.24%) but gives generous concessions in average tariff rates
(4.58% or second lowest average next to Malaysia and excluding Singapore
and Brunei). Less than eight percent of tariff lines are temporarily excluded,
consisting mostly of manufactured products. Vietnam has the longest TEL
for manufactures (1,143 lines or 40.65%) and Malaysia has the longest TEL
for unprocessed agricultural products (154 lines or 1.66%). (See Tables 1
and 2.)

Unprocessed Agricultural Products (UAP)

All unprocessed agricultural products are included in the CEPT scheme
under three lists: Immediate Inclusion List, Temporary Exclusion List, and
Sensitive List (consisting of Sensitive and Highly Sensitive Lists).

UAPs in the Imnmediate Inclusion List were transferred to either the
normal or fast track by 01 Jannary 1996. One-thousand-three-hundred-fifty-
eight (1,358) tariff lines representing 68 percent of UAP are immediately
included. These products will have 0-5 percent tariff by 2003.”

UAPs in the TEL shall be transferred to the IL in equal installments to
be completed by 2003. The target is to include roughly 88 percent of UAP in
AFTA by the year 2003, with the remaining 12 percent subject to
commitments better than those made by the members to the World Trade
Organization (WTQ).1°

UAPs in the Sensitive List and Highly Sensitive List are treated
differently from the normal tariff reduction schedule. The Ninth AFTA
Council in Singapore m April 1996 agreed that the beginning year for phasing
in products in the sensitive list will be 2001 and possibly until 2003. A special
arrangement is being prepared whereby phase in of products will be
completed by 2010 and will incorporate higher (than 5%) ending tariffs and
with safeguards. However, the tariff reduction commitment under the special
arrangement must be better than those made to the WTO.

During the 18" ASEAN Economic Ministers’ Meeting in September
1996, members agreed to complete the phasing in of UAPs — including rice
and sugar for Indonesia, rice for the Philippines, and tobacco and tobacco
products for Malaysia — by 2010.

12
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Table 1

1997 CEPT Products List

. . General
inclusion List Temporary Exclusion List Sensitive List Exception
MP 1/ UAP 2/
Count . :
i #L?;]a; iff #L Tariff # Tarift # Tariff # Tariff TOTAL
nes ines i i ;
% o, Lines % Lines % Lines o

Brunei 6,060 93.19 220 3.38 14 0.22 209 3.21 6,503
Indonesia 6,440 88.71 697 960 55 0.76 23 0.32 45 062 7,260
Malaysia 8,580 92.33 362 390 154 1,66 137 1.47 &0 065 9,293
Philippines 4,949 85.71 668 11.87 100 173 29 0.50 28 048 5,774
Singapore 5,730 97.81 128 219 5,858
Thailand 8,996 98.42 M 1.21 7 008 26 0.28 9,140
Vietnam 1,497 53.24 1,143 40.65 26 0.92 148 519 2,812
ASEAN-7 42,252 90.59 3,201 6.86 309 0.66 236 0.51 642 1.38 46,640

Source: ASEAN Secretariat

1/ manufactured products

2/ unprocessed agricultural products

NVHSY 2U) Ul UoneI8alu] d1uouody ‘Sndo.
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Table 2
Average CEPT Rates for the 1997 Package

Brunei 158 158 121 116 080 087 087 0384

Indonesia 905 853 7.05 582 492 461 420 372
Malaysia 462 404 341 3.01 258 241 227 187
Philippines 922 920 77t 679 545 496 468 372
Singapore 000 0.00 000 0.00 000 000 000 0.00

Thailand 14.41 13.10 10.46 9:65 729 727 583 463
Vietnam 471 458 337 334 283 241 215 121
ASEAN 686 6.38 519 463 369 353 311 255

Source: ASEAN Secretariat

By the 11" AFTA Council Meeting in Kuala Lumpur on 15 October
1997, most of the elements of the special arrangement for sensitive UAPs
bave been finalized. Members, however, have yet to agree on beginning tariff
rates for sensitive products or the tariff reduction schedule. Two options for
beginning rates were discussed: applied rates (current rates) or WTO tariff
bindings (highest allowable tariffs). Some members are of the view that the
beginning rates should reflect current market access, hence, applied rates
should be used. Others, however, contend that applied rates may not reflect
current market access due to the presence of quantitative restrictions (QRs).
They argue that since under the WTO members should convert all QRs into
their tariff equivalents, the WTO bindings should be used. The matter was
referred to the Senior Economic Officials for resolution, and remains
unresolved as yet,!!

Of the Highly Sensitive UAPs, rice is the most important and the most
problematic. The Philippines has reaffirmoed that it would phase-in rice into
the CEPT Scheme beginning 01 January 2005 and ending on 01 January
2010 once the necessary legislation is in place. Philippines and Indonesia
said that it would be very difficult to set an ending rate for highly sensitive
products (rice) at this stage. Only Malaysia has confirmed that the ending
rate for rice would be 20 percent.'?
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Focus, Economic Integration in the ASEAN

The Vision of AFTA:
Economic Integration via
Increasing Attractiveness for Trade, Production
and Investments

In less than five years AFTA managed to evolve, at least in principle,
from a lackluster scheme to a seemingly aggressive trade liberalization tool
in the region. Given the fast-tracking of AFTA, several questions arise: Is it
ASEAN’s aim to eventually achieve maximum regional self-sufficiency via
AFTA, ie., does it envision the shrinking of trade coming from non-members?
How does ASEAN (through AFTA) plan to bring in the elements missing
but necessary for regional development, €.g., some raw materials, technology,
upper-end manpower, and power and financial infrastructure? How far has
AFTA gone and how much has it contributed to regional economic
integration?

While trade is the major focus of AFTA, analysts have noted that AFTA’s
importance goes beyond increasing intra-ASEAN trade. In fact, there is
question on how much can be achieved in terms of growth in intra-ASEAN
trade given the outward orientation of all the members.

In the first issue of the AFTA Reader in 1993, the ASEAN Secretariat
proclaimed that the “ultimate objective of AFTA is to increase ASEAN’s
competitive edge as a production base geared for the world market.””* That
is, AFTA’s aim is not so much to expand intra-ASEAN trade but to make it
an attractive area for trade and investment.

It is almost an implicit agreement among observers that one should not
look at intra-regional trade to look for ASEAN strength, lest he face certain
disappointment. Rather, the magic lies in using preferential trading
arrangements to lure investors into the region, produce and frade from there,
and eventually generate immense economic benefits for ASEAN. As one
study puts it, “liberalization within the region would expand markets and
induce better utilization of resources, creating incentives for new
investments”, and that the major motivation “lies in the opportunities provided
for the relocation of production processes among countries in the region”.
According to optimistic views, the rules of origin strategy of AFTA ensures
that efficiency-seeking investments will tap Indonesia’s, Thailand’s and the
Philippines’ cheap labor, and Malaysia’s and Singapore’s human and physical
capital stock."
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In short, if official pronouncements are to be believed, ASEAN’s key
objective is to “boost regionally based industries by providing them with a
unified market...while using foreign multinationals to upgrade regional
industrial capacity, principally through the transfer of technology.”16

The proof of the pudding is in the eating, or so the saying goes. How
far ASEAN has gone in terms of economic integration via AFTA can be
assessed using several indicators. Following are some of them:

There must be significant growth in ASEAN exports to the rest of the
world. This is the first test of regional competitiveness for ASEAN: its
capacity to penetrate the world market with its exports in the context of
increasing global competition.

There must be significant growth in intra-ASEAN trade. While it is
argued that AFTA’s objective is primarily outward-oriented, no doubt an
increasing intra-regional trade is crucial in making such objective happen.
An increasing intra-ASEAN trade indicates a growing production integration
that makes use of comparative advantages in the region in the use of raw
materials. It also points to increasing production specialization, again based
on comparative advantages and technology competence. These should augur
well for the vision of a globally competitive ASEAN region. A growing
intra-ASEAN trade also indicates that there is regional import-substitution
going on.

There must be an appreciable shift in foreign direct investment towards
the region. This indicates that foreign capital recognizes the locational
advantages that AFTA facilitates, i.e., the scale efficiencies offered by the
access to ASEAN member countries as well as the comparative advantages
of ASEAN countries that may be integrated in production.

There must be increasing intra-regional capital mobility. Intra-regional
capital movements indicate that capital is seeking comparative advantages
in the region and that ASEAN capital is actually looking at the region as an
integrated whole.

The increasing integration should give rise to new regional airangements
on technical cooperation — sharing technology, developing new markets,
upgrading product standards, etc. This should follow from increased
production complementation and from the evolving perspective that the
ASEAN is an integrated whole rather than fierce comnpetitors.

16
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Focus, Economic Integration in the ASEAN

Too Much Competition?

Total ASEAN trade values in 1993 amounted to $429 billion, growing
by 20 percent each year to reach $620 billion in 1995. Intra-ASEAN trade
more than doubled between 1993 and 1995, surpassing an already impressive
43 percent growth in overall ASEAN trade.V”

No doubt AFTA had a lot to do with the increase in intra- ASEAN trade.
Trade of commodities covered by AFTA (Common Effective Preferential
Tariff trade) accounted for 80 percent of intra-ASEAN trade from 1993 to
1995. CEPT trade grew by 65 percent from $34 billion in 1993 to $56 billion
in 1995, almost fifty percent more than the growth (44%) registered by non-
CEPT trade for the same period."

Notwithstanding the growing trade statistics, there is a big question
whether the ASEAN has achieved greater economic integration via AFTA.
Intra-ASEAN trade is still smalil relative to overall trade, both in absolute
and growth terms, to be the major focus of members. The relative importance
of intra-ASEAN to total ASEAN trade has remained fairly stable in the
vicinity of 20 percent despite AFTA.

During the first year of AFTA’s implementation total intra-ASEAN
trade registered a 30 percent growth. This growth was unsustained, however,
falling to only 18 percent between 1994 and 1995. The same trend was
noticeable in CEPT trade. CEPT trade surged in the first year (39% growth
in 1993-94) but leveled at less than 19 percent the following year. In contrast,
non-CEPT trade grew much faster at 15 percent in 1993-94 and 25 percent
in 1994-95.

Another quirk that intra-ASEAN trade has to resolve is the high
concentration of trade activities on a single member. The largest bilateral
intra-ASEAN flows all involve Singapore, capturing on average three-fifths
of exports and nearly half of imports in 1995. (See Table 3.) Singapore derives
its importance from its strategic location as a trans-shipment point, and as a
locus of re-export trade. In 1994 alone, Singapore retained only 61 percent
of its imports of manufactured goods. Four-fifths of its manufactured goods
exports consisted of re-exports.'® This means that the growth in intra-ASEAN
trade was brought abut more by the export-orientation of individual ASEAN
members, with Singapore as transshipment point, and has less to do with
production or consumption integration in the regton.
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Table 3
Intra~-ASEAN Trade Flows
In Percent, 1995

81

“Malaysia -

Brunei 1.3 0.1 15 0.0 0.1 0.6 4.5 0.8 0.6 3.2 1.6 0.9
Indonesia 4.9 9.1 5.7 215 75 7.5 6.0 12.7
Malaysia 23.6 359 16.7 233 68.9 71.3 14.4 36.2 30.9 41.7
Philippines 10.7 39 34 3.5 5.9 4.1 38 6.5 6.0 4.5
Singapore 53.2 36.8 75.6 72.0 4.7 396 73.6 46.6 - 61.0 48.8
Thailand 11.3 234 14.6 15.4 35.8 15.0 20.8 23.8 20.6 19.4

Source: Based on IMF, Direction of Trade Statistics Yearbook, 1996.

* Figures for Indonesia are for 1992 and 1694. - @ AR ~ ;
** Details may not add up due to rounding. S \ . é QA
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S Y

‘neale[d e yoeal 14 VIV UM [pmols apen ‘seacrdut open NyHS V-enut
Jo 9ouerodwn SAIIR[AI Q1 SSA[UN 1By} ST “9sIMO? Jo ‘woneordwr ayJ,

23uBoXy UBISY




-

Focus, Economic Integration in the ASEAN

Bringing in new markets, specifically those contributed by the new mermbers
Vietnam, Laos, and Myanmar, partly answers the issue. However, the 121
million people-strong market the new entrants provide cannot compensate
for the lack of strategic focus on intra-ASEAN trade.

Exira-ASEAN trade constitutes four-fifths of total ASEAN trade. Taken
as a whole, ASEAN sells 40 percent of its exports to three traditional partners
— Japan, the United States, and the European Union. These three destinations
have a relatively more prominent role in the ASEAN-4 exports, accounting
for an average of 60 percent in 1994. The US and the EU make up for the
relative decline in importance of Japan (17% in 1985 vs. 149% in 1994, on
average) as an export destination for the ASEAN?, (See Table 4.)

To outsiders, ASEAN’s outward focus may seem surprising in view of
the members’ proximity to each other and their long history of political
partnership. But economic exigencies dictate that ASEAN members
internalize the limits to markets. That is, they have to recognize that their
flercest competitors are their closest neighbors. If one gets a bigger share of
an export market, it is inevitably at the expense of another member.

With the exception of Brunei and Singapore, ASEAN economies
produce virtually the same goods for export to virtually the same markets.
And as the new and less developed members progress, they achieve
competitiveness in products traditionally produced by the more established
ASEAN economies. Hence, Vietnam emerges as an alternative source of
food and light manufactures, banking mainly on competitiveness brought
about by lower wages. This gives rise to steeper competition as new members
develop and gain competitiveness in traditional exports faster than established
ones can shift to higher-value products.

Without secure market niches, ASEAN members become internal and
external competitors. This makes it difficult for even the most pioneering
initiatives that strive for production and market sharing (as in the case of the
various pre-AFFTA economic cooperation schemes), for instance, to take off.
Cooperation and resource pooling in this way has the effect of shrinking the
market for any participating member. The potential gain of one becomes the
potential loss of another. Slowing down the process of integration, then, is a
natural reaction of members which get bigger shares of the market.

Alithough none of the ASEAN heads of state can be seen or heard saying

things critical of another, not a few economic bureaucrats are dismayed by
the slow progress of AFTA. The slow pace of integration in the ASEAN
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Table 4
Direction of Exports
(Traditional Export Destinations)
1985 and 1994 Percent Share

Cambodia 7.0 35 0.6 0.4 13.2 10.6
Indonesia 46,2 30.9 21.7 16.9 6.0 15.4
Lao, PDR 6.6 8.0 27 24 0.5 15.6
Malaysia 24.6 11.9 128 212 13.6 12.6
Myanmar 8.4 7.3 0.8 7.0 8.4 59

Philippines 19.0 15.0 35.9 38.5 13.8 16.4
Singapore 9.4 7.0 21.2 18.8 10.1 125
Thailand 13.4 17.2 19.7 212 17.8 13.5
Vistnam 17.4 27.3 0.0 1.1 8.2 19.9
ASEAN (Ave.) 16.9 14.2 128  14.2 10.0 13.6
ASEAN-4* 25.8 18.8 225 245 12.8 14.5
China 22.3 17.8 8.5 17.7 7.8 1.4

SOURCE: Asian Development Outlook, 1996 and 1997
* Includes Malaysia, Thailand, Indonesia and the Philippines.

economy, despite rhetoric from the political leadership, does not go unnoticed
at the ministry or department level. According to a ranking official at
Thailand’s Ministry of Commerce, “some countries are too short-term
oriented. There is not enough economic cooperation spirit.”?! An economist
working in the same ministry has even harsher words: “ASEAN is working
too little. They talk a Jot, but there is little action.??

The common focus of tirade are Malaysia and Indonesia who are
perceived to be too protectionist relative to the other ASEAN members.
Cooperation in the automobile industry has been particularly problematic
because of the two countries. Another sticky sector is petrochemicals, with
Indonesia backtracking on its commitment to lower tariffs based on its
submission in the last quarter of 1997 (for tariff schedule until 2003).
Indonesia’s move, however, never made it to the papers, the ASEAN having
decided to manage the controversy internally.” Again, although there was
much frustration about the incident, nobody really acted surprised. Indonesia
has always has been the reluctant one, responsible for much of the delay in
the establishment of AFTA. However, it could not be ignored because of its
big market that was roughly equivalent to half the market accounted for by
the six original members. ASEAN had to wait until Indonesia was ready.
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What Indonesia’s move did was to highlight ASEAN’s expertise in
managing conflicts, and some more. In the October 1997 Meeting of ASEAN
Economic Ministers in Kuala Lumpur, a proposal (from the Philippines) on
an AFTA Notification Procedure was taken. The procedure requires that a
member country taking any action contrary to ASEAN economic agreements
and/or disadvantageous to other member countries notify the group 60 days
prior to the implementation of the action to give the others time to comment.
The Protocol for the procedure will be finalized in April 1998.%

The Indonesia case also underscored the sorry fact that the ASEAN
has no streamlined dispute settlement body. Nor does it have a mechanism
to review relevant national policies affecting trade and investments.
Complaints on AFTA matters are supposed to be settled bilaterally. Otherwise
it is brought up to the attention of the AFTA Council, and if still unresolved,
to the Economic Ministers — obviously a very tedious process. In November
1993 during the First Informal Summit in Jakarta, the Protocol on Dispute
Settlement Mechanism was signed, introducing little improvement over
previous dispute settlement practice.

Different Strokes

Different internal constituencies account for much of the conflict
between national policies and regional economic cooperation. Sticky issues
on automobiles, petrochemicals and some agricultural products are almost
always connected with pressure from monopolists at home.

Moreover, unique to the ASEAN is a diplomacy that puts great value
in shunning open criticism. Thus, it would seem that some heads of state
speak louder, and more harshly against foreigners, than others. While none
of the other heads of state would openly criticize, they are nonetheless at
liberty to say things that completely contradict what the others say. Hence,
Mahathir could be his vicious best attacking foreign currency speculators
and calling for stringent controls on portfolio flows in one forum, and Ramos
his usual pro-market advocate in another, yet neither of them would propose
to discuss the conflict between them.

More noticeable is the absence so far of a unified economic vision for
the ASEAN. At one extreme is Malaysia, which intimates that ASEAN does
not “intend to be a trading bloc. We would like to come together if there are
common problems but we would want members to have independence in
policy. We don’t aspire for exclusiveness.” Of course, the bigger and perhaps
the truer reason for pronouncements like this is the intnnsic jealousy among
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members. Being fierce competitors, ASEAN cannot flourish without the
added push, for instance, from Japan, Korea and Taiwan.

At the other extreme is the Philippines which believes that the best
thing to do is to go global, and skip regional integration altogether. The
Philippine position is to “push ASEAN to unilaterally eliminate all
preferential tariff treatment by the turn of the century irrespective of
reciprocity.”?

Still, certain sectors of national bureaucracies have strong commitment
to AFTA. There is increasing awareness of the significant role AFTA should
play, and how much faster it should go, if it were to be meaningful in the
face of the other trading arrangements like the World Trade Organization
and the Asia Pacific Economic Cooperation. “To be meaningful, the ASEAN
via AFTA must run faster than the others. If APEC decides to fast-track,
AFTA should go faster. If APEC decides to give, AFTA should give more.

227

There is danger, however, that the intensity of commitment translates
" into non-transparency. Economic authorities are inclined to propose
aggressive policies that would break entrenched interests. But because certain
politicians are known to cuddle rich lobbyists and rent-seekers, it is far casier
to issue an order based on technical rigor rather than on negotiated stance.
As one ranking MFA official of Thailand say: “Decision has to be policy
led, top down. Consultations have been mostly ineffective because other
officials advocate own department interests. Some are very conservative.”?
At the losing end of this course, unfortunately, are small producers (mainly
in agriculture) whose initial endowments beg for more proactive intervention
which, again unfortunately, are overshadowed by moves to liberalize in the
name of ‘competitiveness’.
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No Thanks to AFTA?

For sure the ASEAN has been one of the fastest growing regions in the
world, perhaps the fastest at the onset of the 1990s. Throughout the eighties
ASEAN irailed behind the world average in terms of GDP growth, 4.8 percent
versus 5.13 percent. Even as the bigger economies in the ASEAN (minus
Singapore which had its growth rally a decade earlier) began the takeoff to
high growth in the mid-1980s, it was in the first half of the 1990s that the
ASEAN really showed exceptional growth as a region. The relative poor
performance of the Philippines, which registered growth way below the world
average, was more than offset by the pull factor of the SEATESs’ rapid growth.
The best performer was Malaysia, foliowed closely by Singapore and
Thailand. ASEAN grew more than twice as fast as the world average, seven
percent versus 3.2 percent, in the period between 1991 and 1995.% (See
Table 5.)

An even more impressive achievement was the rapid industrialization
of the ASEAN, second only to the feat achieved by the N1IEs in the 1970s
and early 1980s. From 1970 to 1995, industry share to GDP increased 44
percent (or almost 13 percentage points) from 29.1 percent to 41.8 percent
on average in the ASEAN-4. The share of agriculture for the same period
was halved from 31.1 percent to 15.6 percent. (See Table 5.)

Industrial expansion has been stimulated by the trade creating
investments that came mostly from Japan and recently the NIEs. The shift in
production radically transformed the trade structure of the ASEAN. In the
1970s, ASEAN exports were dominated by primary commodities: rice for
Thailand, rubber and tin for Malaysia, and rubber and petroleum for
Indonesia. Manufactures now account for at least 40 percent of merchandise
exports.”® In twenty years, the share of ASEAN export of manufactures grew
16 times bigger, from 0.2 percent to 3.4 percent from 1973 to 1994. (See
Table 6.)

ASEAN exports in general grew rapidly, with value more than doubling
from US$75 billion to US$191 billion between 1989 and 1995. In the same
period ASEAN export share registered an average annual growth rate of
seven percent to reach 3.8 percent of world exports in 1995, and representing
on average more than half of the ASEAN’s GDP.?! (See Charts I and 2.)

All of these, however, started to happen before AFTA, and more
precisely, despite the failed attempts of the ASEAN at regional economic
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Table 5

Sectoral Share of GDP

1970, 1980 and 1995

Indonesia
Lao, PDR
Malaysia
Myanmar
Philippines
Singapore
Thailand
Vietham
Average
ASEAN-4*

China

35.0

49.5
28.2
22

30.2

29.0
3141

42.2

244

22.9
47.9
235
1.1

20.2
42.7
26.1
228

25.6

15.9
56.5
13.9
46.1
215
0.2

109
33.9
249
15.6

18.9

28.0

358
12.0
33.7
364
25.7

27.2
29.1

44.6

41.3

471
12.3
40.5
38.8
30.1
26.3
322
36.9

51.7

422
18.9

153
355
42.7
422
27.7
34.0
41.8

53.0

37.0

41.3
385
38.1
61.4
44.1

43.8
39.7

13.2

34.3

39.0
39.8
36.0
60.0
49.7
31.0
1.7
40.3

227

41.9
24.6
52

38.6
43.0
57.1
46.9
38.4
41.2
42.7

28.1

6.0

8.6
0.1
1.0
6.5
7.9
71

4.8
5.0

10.4

7.7
6.4

5.9
2.2
8.4
8.4
8.2
7.0
6.7

11.8

SOURCE: Asian Developrment Qutlook, 1996 and 1997.

* Includes Indonesia, Malaysia, Philippines and Thailand.
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Focus, Economic Integration in the ASEAN

AFTA then has had but marginal impact in stimulating regional export
performance. It has been successful, though, in demonstrating the increasing
pressure for export competition among the members.

800

Chart 1
Share of ASEAN and China
to World Exports, 1989-1995
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SOURCE: Based on IMF, Direction of Trade Stalistics Yearbook, 1986.
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25



Asian Exchange

Table 6
Share of ASEAN Exports
(Manufactures and Total Merchandise)
to World Exports
1963, 1973, 1983, 1993, 1994 and 1995
(In Percent)

Singapore 0.4 0.5 1.0 2.2 286 2.3 24
Mailaysia 0.1 0.1 0.3 1.2 1.6 14 1.5
Thailand 0.0 0.1 0.2 1.0 1.1 1.1 1.1
Indonesia 0.0 0.0 0.1 0.7 0.7 1.0 0.9
Philippines 0.0 0.0 0.0 0.0 0.0 0.3 0.3
ASEAN 0.5 0.7 1.6 5.1 6.0 6.1 6.2
ASEAN-4* 0.1 0.2 0.6 29 34 3.8 3.8
China 0.0 0.6 1.2 2.8 33 29 3.0

SQURCE: WTO Secretariat, International Trade, Trends and Statistics, 1995;
WTO Information and Media Relations Division, Press Release, 22 March 1996.

While it is yet early to say with certainty whether the ace ASEAN is
banking on, i.e., deepening economic integration by increasing the region’s
attractiveness for trade and investments, has already lost its promise, one
cannot ignore the disturbing signs. Nothing could be more telling than the
dwindling inflow of foreign direct investments (FDIs), the element largely
responsible for the high growth achieved by the ASEAN for a decade now.

With the exception of the Philippines, ASEAN has been a favorite
destination for FDIs, particularly since the mid-1980s. FDIs to the ASEAN-
4 amounted to a total of US$15 billion in 1983-1989 and grew almost
threefold to US$41 billion in 1990-1994. The biggest FD] shares have been
captured by Malaysia and Thailand, sharing between them 71 percent of
total flows to the ASEAN-4. (See Table 7.)

Starting 1989, however, FDI inflows have grown slower. The more
decisive shift came in 1992, when all but one country in the ASEAN-4
experienced lower FDI growth rates from the year ago levels. Thailand was
the sole exception, but only on account of the sharp decrease (18%]) in inflows
in 1991. The Philippines” share was cut by more than half. In 1993, the
average growth of FDI inflows to the ASEAN-4 was a mere two percent,
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FDI Flows to ASEAN and China, 1983 to 1994

Table 7

{in Miilion US $)

1983 1984 1985 1986 1987 1988 1989 1990 1991 1892 1993 1994 83-89 90-94
Indonesia 282 222 310 258 385 576 682 1093 1482 1777 2004 2109 2725 8465
Malaysia 1261 798 695 489 423 719 1668 2332 3688 5183 5006 4348 6053 20867
Philippines 105 9 12 127 307 936 563 530 544 228 763 1126 2059 3191
Thailand 350 401 163 263 352 1105 1775 2444 2014 2116 1726 640 4409 8940
ASEAN-4 2008 1430 1180 1137 1467 3336 4688 6399 8038 9304 9499 8223 15246 41463
China 636 1258 1659 1875 2314 3194 3363 3487 4366 11156 27515 33787 14329 80311

{Percent Change)

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 83-89 90-94 83-94
Indonesia -24% 40% -17% 49% 50% 18% 60% 36% 20% 13% 5% 19% 27% 23%
Malaysia -37% -13% -30% -13% 0% 132% 40% 71% 30% -3% -13% 18% 25% 21%
Philippines 81% 33% 958% 142% 205% ~40% -6% 3% -58% 235% 48% 201% 44% 130%
Thailand 15% -59% 61% 3% 214% 61% 38% -18% 5% -18% -63% 54% -M1% 24%
ASEANA4 -25% -17% 4% 29% 127% 41% 36% 26% 16% 2% -13% 25% 13% 19%
China 98% 32% 13% 23% 38% 6% 3% 25% 156% 147% 23% 35% 71% 51%

e

SOURCE: Asian Development Outlook 1996 and 1997, Min Tang and James Villafterte,
Capital Flows fo Asian and Pacific Countries: Recent Trends and Future Prospects (Manita: ADB, 1995)
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and even decreased by 13 percent in 1994. The biggest slack was experienced
by erstwhile favorites Malaysia and Thailand, both ticking negative growth
rates for two consecutive years in 1993 and 1994. (See Table 7.)

Japan and the NIEs are the most important investors in the ASEAN,
accounting for an average of 70 percent of total inflows in 1990. (They are
most important to Thailand, bringing in four-fifths of 1990 inflows.) Japan’s
importance as an investor to the ASEAN has somewhat diminished starting
mid-1980s, with average share decreasing from 31 percent in 1986 to 26
percent in 1990. The NIEs replaced Japan in the ASEAN FDI landscape,
with inflows for the same period tripling from 15 percent to 44 percent on
average. (See Table 8.)

The pattern of ASEAN investment has been well documented, and
followed the so-called ‘flying geese’ model. Japanese firms facing rising
production costs at home relocated many of its operations outside the country,
initially in Taiwan, Korea, Hong Kong and Singapore, and much later in the
ASEAN. Taiwan, Korea, Hong Kong and Singapore became NIEs and
became investors themseives, turning to their immediate neighbors when
costs at home started to rise. So came about the focus on the ASEAN,
prompting the development of Malaysia and Thailand into the second
generation NIEs. But even before the rest of the ASEAN can fully develop,
it has slipped in the investors’ list of competitive countries. Suddenly
everybody starts looking at Asia’s economies in transition {China, Vietnam,
Laos, Myanmar and Cambodia) for new locations and sources of cheaper
inputs.

The outcome have been decreasing shares of Japan and the NIEs in
total FDI inflows to the ASEAN. Japan’s share dropped 16 percent from an
average of 26 percent in 1990 to 20 percent in 1993. The drop was sharper
for inflows from the NIEs, from 44 percent to 29 percent for the same period,
or a decrease of 34 percent. (See Table 8.) Seen against a backdrop of
decreasing overall inflows, both in value and growth terms, the trend should
be cause for concern for the ASEAN.

Even ASEAN members themselves do not invest much in the region,
at least not in the ASEAN-4. (Singapore is an exception; it is counted with
the NIEs in the calculation of FDI flows.) Intra-ASEAN flows find their
way mainly to the new members and their immediate neighbors. Ior instance,
Thailand is the largest foreign investor in Laos, while its investment in Yunnan
province alone already hit one billion US dollars,” In 1996, Vietnam received
39 percent of all intra~ASEAN investment flows (not including inflows from
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Singapore). The biggest intra-ASEAN investor is Malaysia, accounting for
49 percent of total flows (excluding flows from Singapore). Even small
investor countries like the Philippines and Indonesia channel their FDIs to
Vietnarn, 98 percent and 69 percent of totals respectively in 1996.%

FDI Flows to ASEAN and China, By Source

Table 8

1986, 1988, 1990 and 1992/93

us Japan NIEs ASEAN* Others

UssM % UssMm % UssM % ussM % %
Malaysia
1986 7 3.3 23 11.1 48 237 61.0
1988 986 12.6 214 27.9 271 35.3 24.2
1990 69 3 657 285 1100 47.3 21.2
1993 28 264 27.2 4.3 14.1
Thailand
1986 41 7 251 43.2 91 15.7 341
1988 673 10.8 3063 49 1709 27.4 12.8
1990 1091 7.7 2706 19.2 3794 62.2 10.9
1993 18.6 22.3 28.8 30.3
Indonesia
1986 128 16 325 40.6 84 10.5 32,9
1988 731 16.6 256 5.8 1530 347 42.9
1990 153 1.7 2241 25.6 2598 27.7 45
1993 5.5 10.3 324 0.5 51.3
Philippines
1986 22 28.7 22 28.5 3 10.2 326
1988 153 32.3 95 20.2 140 29.7 17.8
1990 59 6.2 308 318 384 39.9 221
China
1986 326 14.5 263 1.7 1342 £9.8 14
1988 236 7.4 515 16.1 2123 66.5 10
1990 284 8.4 356 10.5 2162 63.7 17.4
1992 4.6 6.6 71.3 1 16.5

SOURCE: Narhari Rao, “Intra-Asian Trade: Trends and Prospecis”, in Kiichiro Fukasaku (ed.),
Regional Co-operation and Integration in Asia (France:OECD, 1995); Min Tang and James
Villafuerte, Capital Flows to Asian and Pacific Developing Countries: Recent Trends and

Future Prospects (Manila: ADB, 1995}

* No breakdown available for 1986, 1988 and 1990.
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The SEATESs: Blessing in Disguise?

After Vietnam, which joined the ASEAN in 1995, it was Laos and
Myanmar’s turn to join the group in 1997. Both countries will participate in
the CEPT Scheme beginning 1998 and complete their commitments by 2008.
Laos’ initial submission to the CEPT covers 533 or 15 percent of tariff hines.
(See Table 9.) Nearly half (45%) of these lines are in the machinery and
electrical appliances sector, and 20 percent in the optical, precision and
musical instruments sector.

Myanmar’s initial inclusion list contains 2,356 or 43 percent of tariff
lines. (See Table 9.) Twenty percent of these are in the Base Metal and Metal
articles and 14 percent are in the machinery and electrical appliances sectors.
Although not yet a member, Cambodia offers 47 percent or 3,149 tariff lines
for inclusion in the CEPT beginning 1998.

Table 9
1998 CEPT Package

Brunei 6,060 220 14 236 6,530
Indonesia 6,597 - BE3 23 45 7,258
Malaysia 8,690 406 137 60 9,293
Philippines _ 5,099 589 58 28 5,774
Singapore 5,738 120 5,858
Thailand 9,033 74 7 26 9,140
Vietnam 1,497 1,127 23 165 2,812
Laos 533 2,820 95 102 3,551
Myanmar 2,356 2,987 21 108 5,472
Sub-Total 45,603 8,816 379 890 55,688

% of totaf
tariff lines 81.89% 15.83% 0.68% 1.60%  100.00%

SOURCE: ASEAN Secrefariat
*For the Inclusion List, information only reflects submissions up to 10 October 1997.
** For the Temporary Exclusion List, information only reflects submissions up to 14 QOctober 1997,
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There are fears that the entrance of new members could slow down
AFTA. The new members are given a longer time to adjust to AFTA targets.
The optimism that everything else shall proceed according to schedule is
somewhat dashed by the prospect of new members further complicating the
negotiation process, and diluting the economic deepening that has so far
managed to elude the ASEAN. As the Thai economist earlier mentioned
say, the attitude that ASEAN should take should follow thus: “Lock after
yourselves first, then look after them.”

Yet to others, this is precisely what the ASEAN is trying to do. The
entry of Vietnam, Laos and Myanmar into the ASEAN was no accident. The
added political strength the new members bring in is enough incentive for
the group. With expansion, the ASEAN gains much leverage and bargaining
strength viz. its dialogue partners and other forums. This was first tested
when ASEAN pushed for the membership of Vietnam in APEC. As for the
SEATES, the main benefit in joining the ASEAN is “the new image, which
is extremely critical at the present stage of their development.”®

Beyond the political, which is undoubtedly the biggest motivation for
the group, the benefits from the economic pull factor of the SEATEs’ fast
growth is not lost to the ASEAN. The new members provide markets and
investment opportunities, which countries like Malaysia and Thailand already
started to explore. And as the new members liberalize trade via AFTA, more
incentives are created for ASEAN investors. The SEATEs also offer vast
energy potential, something that fast growing ASEAN economies would not
want to miss out on.

Meanwhile, some concerns become even more urgent. Uncertain
conditions in Myanmar may produce political tensions that could siphon
ASEAN energies away from its economic agenda and back to politics. While
ASEAN reached the peak of pragmatism when it chose to downplay the
implication of accepting a member with a declared socialist system, it remains
a question whether Vietnam is “politically and economically prepared o
accept freer trade and the more fluid movement of people that (ASEAN)
membership now entails.*

The transition to market economy has not been easy for the SEATE:s,
and much of the constraints are passed on to new investors. The optimism
about the vast economic potential of the SEATEs is tempered by the huge
infrastruciture backlog in these countries and lower levels of human resources.
Moreover, even with sweeping market reforms, the major focus of the
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SEATEs has been the attraction of foreign investments rather than the
improvement of domestic resource mobilization, resulting in wide resource
gap and high interest rates. An added insecurity for investors is the lack of
the necessary legal framework compatible with the SEATES’ liberalization
effort.

The biggest concern yet pertains to the development strategy ASEAN
seems to be following. The ‘flying geese’ model has had its time. In the case
of the ASEAN, there is serious question on how far expansion can proceed
and how much it can contribute to sustaining growth in the region. The
Philippines and Indonesia have themselves severe infrastructure bottlenecks,
and almost.stagnant productivity records. While the new members may
provide a respite for the small footloose capital in the region, it is only a
matter of time before the real hard issues re-surface.

The China Factor

For more than a decade now, China has registered growth rates
comparable, if not more impressive, than those registered by the ASEAN. It
has also opened its markets and expanded production in a pace unprecedented
all over Asia.

Chinese production grew more rapidly than ASEAN’s, 10 percent versus
five percent in the 1980s, and 12 percent versus seven percent in the first
half of the 1990s. (See Table 5.)

China has been encroaching on ASEAN’s traditional markets, with
Chinese exports to these markets growing by 20 percent (from 39% in 1984
to 47% in 1994) in ten years. (See Table 4.) And the trend is expected to
continue because, as economists observe, “there is unlikely to be any large
complementarity between China and Asean-Indochina for some time, and
they will remain competitors.”*’

More significantly, while China gets bigger shares in world exports
than any of the ASEAN-4 countries, it has consistently registered lower in
terms of exports as a percent of GDP. (See Charts I and 2.) This underscores
how much room in terms of export growth China can work on.

China has also been emerging as an important market for the ASEAN,
both for its exports and as source of imports. ASEAN trade with China has
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grown more rapidly than intra-ASEAN trade. In 1995, for instance, ASEAN
trade with China grew by 21 percent from the 1994 levels compared with 18
percent growth in intra-ASEAN trade. During the same period, China’s export
to the ASEAN grew by 26 percent. The rate by which China increases in
imporiance as an ASEAN market surpasses even overall ASEAN (rade and
ASEAN trade with the US (16%) and Japan (20%).”® China was even more
important than the Philippines and Indonesia as a trade partner for Malaysia,
Thailand and Singapore; and more important than Malaysia for Indonesia
and the Philippines. (See Table 10.)

Another immediate threat is the illegal border trade with China. Some
government officials may try to dismiss the issue, arguing that border trade
(smuggling) has been there for years and that it is a two-way process after
all. But it cannot be denied that local producers are feeling the pinch. In
Northern Thailand, farmers have to face stiff competition from cheaper fruits
(lychee and longan) from China. This resulted in a local protest sometime in
1996 which, though small, managed to make it to the papers. The flow of
smuggled goods from South China reaches down to Southern Thailand, a
case for concern especially for products as sensitive as garlic,*

At the moment, none of the ASEAN members would say publicly that
China is perceived as an cconomic threat. Economic officials generally
welcome China’s role. They acknowledge that China takes a big chunk of
the ASEAN market, but stress that China is also a big market for the ASEAN.
They also take comfort from the fact that China takes on the low end of the
market. But what has been avoided so far is that aside from being such a big
economy (in terms of market size, labor and activity), China is not looking
at any particular niche in the market. It produces everything it can from the
lowliest toothpick to consumer durables that have been the traditional niche
of many ASEAN economies (Malaysia and Thailand, particularly). The
emergence of China has also eroded much of the competitive edge of ASEAN
labor markets.

As a result, China has been able attract sizeable FDI flows. In 1983-
89, the ASEAN-4 atiracted one billion US dollars more FDIs than did China.
But in 1990-94, China got twice as much FDIs than the ASEAN-4, US$80
billion versus US$41 billion. China’s FDI growth rates were 71 percent in
1983-89 and 51 percent in 1990-94, while the ASEAN-4 had to contend
themselves with much lower growth rates of 13 percent and 19 percent for
the same periods. (See Table 7.)
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Relative Importance of
Intra-ASEAN and Trade with China

Table 10

As Percent of Total Trade, 1992 and 1995

2] indonesia | - Malaysia- |  Philippines | | Singapore’s [ Thailand
1992 1095 . | 892" 1895 .| 1992 1935 Sl 1ee2 - 1ees
indonesia* | Exp. | 01 0.1 14 2.1 05 1.0 9.8 a8 | 10 1.0 128 91 4.1 37
mp. | 00 00 19 22 0.2 02 6.1 23 13 1.5 9.5 62 | 28 40
Malaysia | Exp. | 04 04 12 13 12 0.9 234 203 | a7 3.9 205 270 | 19 27
mp. | 00 00 16 06 0.6 157 124 | 25 256 204 172 | 24 22
Philippines| Exp. 0.0 0.0 0.4 0.7 1.3 2.1 26 5.2 1.0 4.5 5.3 12.5 12 1.3
imp. | 06 0.1 12 22 28 23 3.8 40 | o9 15 0.4 104 | 13 26
Singapore | Exp. | 10 12 125 192 | 13 16 62 5.8 20 208 | 18 23
mp. | 04 02 147 155 | 04 09 3.7 5.2 192 217 | 31 32
Thailand | Exp. | 04 0.1 09 14 26 27 0.5 0.7 87 14.0 127 190 |12 29
imp. | o5 04 07 09 3.9 4.4 03 08 7.3 5.6 128 121 | 3.0 28
Average | Exp. | 03 0.4 08 14 45 65 09 1.1 11 M | 30 3.8 163 191 | 2.0 26
mp. | 03 o 12 16 58 6.1 0.4 06 8.2 6.1 2.4 27 143 135 | 2.5 2.0
% Change
(1992-95) | Exp. | 15.9% 36.0% 46.6% 20.0% 0.2% 27.7% 17.3% 26.5%
mp. | -55.3% 33.4% 47% §6.7% -26.1% 28.6% -5.6% 17.5%

Source: Based on IMF, Direction of Trade Slatistics Yearbook, 1996
* Figures for Indonesia are for 1992 and 1994.
** Detalls may not add up due 1o rounding.
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Policy analysts in the ASEAN have started to take notice of China,
because it is an economic threat not only in terms of FDI diversion but also
in terms of luring away local investors from ASEAN countries. It has been
reported, for instance, that “some of the smaller, more mobile, firms already
established in Indonesia were considering shifting their operations to China.
740 Indeed, the loss of the ASEAN-4 had clearly been the advantage of China.
By 1992, 78 percent of total FDI flows to China came from Japan and the
NIEs, with the NIEs getting the bigger share of 71 percent, explaining the
decline in flows to the ASEAN-4.* (See Table 8.)

China is also seen as crucial in regional peace and security. Observers
from Malaysia note that China is “unpredictable because it will likely run
into political difficulties as it attempts economic liberalization”, which could
be met with repression and resuit in growing tension with its neighbors.#

The Currency Crisis

In July 2, the Thai baht lost 20 percent of its value after the Thai
government announced that it would float the baht. This signaled the
downward spiral of the Thai baht and marked the inevitable economic
slowdown that rubbed off on the neighboring ASEAN currencies and
economies. The gravity of the crisis was rendered even more ominous when
the International Monetary Fund put together a US$20 billion rescue package
for Thailand in August.

For a long while, the crisis was waiting to happen. Since the 1980s, the
ASEAN-4 have been running huge current account deficits, with wider gaps
experienced in times of faster growth. The savings-investments gap is also
wide. (See Table 11.) It was obvious that foreign moneys in large part financed
the investment needs of the ASEAN. Yet a sizeable amount of investments
were not necessarily hedged or secure from a scenario of massive currency
devaluation. ASEAN embarked on an import binge never seen before, and
cultivated massive interest in speculative ventures like property development.

Mostly, portfolio and therefore volatile capital financed the high
importation and domestic borrowings in the ASEAN, When capital started
its exodus, there was a drastic shift in the supply of foreign exchange. In
addition, uncertainty now plays an important role and is responsible for large
exchange rate movements. The effects of the crisis are quite pronounced:
economic slowdown, unemployment and increased pressure on ASEAN trade.
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Table 11
Telltale Signs of Vulnerability?

1980s -+ 1991-9

Indonesia -3.2 -2.3 -3.5 29.7 337 324 36.0
Malaysia -2.9 -5.2 -8.6 30.0 34.9 40.6 37.2
Philippines -3.5 -4.1 2.7 20.6 228 222 14.7
Thailand -3.9 -8.5 -8.2 295 41.1 43.6 34.2
Average

ASEAN-4 34 - 4.5 -5.8 27.5 33.1 34.7 30.5
Singapore -2.2 10.8 17.7 41.2 353 33.1 55.6
Cambodia -5.5 -6.3 21.5 8.3

Lao PDR -16.2 -12.5 -13.3

Myanmar -3.9 -1.0 14.6 13.4 14.3

China -0.6 1.7 0.2 39.5 422

SQURCES of Basic Data: IMF, international Financial Stafistics, 1987, ADB, Asian
Development Qutlook, 1996 and 1997.

Triggering Deeper Integration

The intense competition from China* and the problems brought about
by the currency turmoil present threats and opportunities to ASEAN economniic
integration.

On the side of the threats, the China factor and the currency turmoil
could unleash a new round of intense competition for existing markets among
the affected ASEAN countries. With the affected ASEAN countries facing a
slowdown in domestic demand, the tendency is for these countries to try to
export their way out of a recession. The competition for existing markets
would naturally intensify, which could transform the problem into a zero-
sum game for the affected countries.

We can also expect the same level of competition in attracting the re-
entry of foreign capital. Now, the tendency of each of the affected countries
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is to try to disengage from the regional motion by trying to differentiate
itself from the rest.

But however each country tries to start recovery alone, the following
realities should compel ASEAN to look to cooperation as a reasonable option:

Foreign capital looks at ASEAN as a region. While it may distinguish
among countries based on differences in economic fundamentals, the fact is
individual country flows generally followed the regional flow. Capital entry
was brought about initially by regional growth, and the pullout came when
confidence in the region started to wane. The country distinction has only
been one of degree.

Given this, an appreciable re-entry of foreign capital may require no
less than a regional recovery both in terms of restarting growth and showing
better fundamentals. This is especially so since a considerable amount of
foreign investments actually responded to opportunities the region offered —
bullish stock markets and expanding consumer demand — rather than as a
base for exports outside the ASEAN region.

As each affected country face a depressed domestic demand, they should
realize the importance of the region in expanding effective demand. The
affected countries could help each other out of the slump. The taking in of
the SEATEs should also provide short term and strategic gains. In the short
term the SEATEs augment effective demand. Strategically, ASEAN can help
them develop and eventually contribute to a stronger ASEAN with a bigger
market and more integrated economy.* The idea is for the SEATEs to be
integrated more with the ASEAN than with China.

External assistance in the form of bailout packages put together by the
IMF is proving painful and unpopular in the home countries. There is also
increasing sentiment that external assistance has by far failed to reverse the
conditions of the availing countries. Also, Japan, a traditional source of
outside help, is having problems of its own. This could compel the atfected
countries to look harder for ASEAN solutions to the problem.

Taking the Steps: AFTA-Pluas
Making Growth in Intra-ASEAN Trade a Distinct Objective. One clear

way of helping each other out of a slowdown, or even a recession, is to target
a sizeable growth in intra-ASEAN trade. ASEAN offers a sizeable market
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that could compensate for the depressed domestic demand. Better still if the
proposal to trade in their own currencies instead of the dollar is pursued.
This will lessen the dependence on the US dollars and ease the pressure on
ASEAN currencies even as it stimulates production. The Philippines and
Malaysia have expressed openness to the idea.®

Trading in the ASEAN currencies could be done by agreeing to an
ASEAN basket of goods from which the value of the different ASEAN
currencies shall be based. Another possibility is the simpler, albeit perhaps
more temporary method suggested by the Philippine Government. The
Philippines suggested the creation of an ASEAN Currency Board that will
serve as the clearing and settlement mechamism. ASEAN members will be
required to contribute their local currencies (in amounts equivalent to one
year of intra-ASEAN exporis) to the Board, which the Board will re-lend to
the importing countries.*

Industrial Cooperation. Industrial cooperation has never been given a
chance to really flourish in the ASEAN. Instead ASEAN has cultivated closer
ties with Japan in this area. But with the rapid shift in locational advantages
in the whole of Asia, and with Japan nursing its own troubles, ASEAN should
search for ways to give its industries an added boost.

On 01 November 1996 the ASEAN Industrial Cooperation Scheme
{AICO) became effective. The newest economic integration scheme that came
out of the ASEAN has traces of the defunct AIC and AIJV. AICO offers
ASEAN-based companies opportunity to benefit from economies of scale
through resource pooling and industrial complementation. It is a vast
improvement from the AIC and the AITV because it offers more flexibility
and incentives to AICO participants.

An AICO arrangement is established when at least two companies from
two ASEAN countries agree to cooperate in the manufacture and marketing
of a product. Upon approval of tlie arrangement, the AICO product
immediately enjoys preferential tariff treatment of 0-5 percent. The same
rate is applied to intermediate products or raw materials used for the
production of an AICO intermediate product or final product.*’

AICO enjoyed the support of ASEAN economic authorities. However,
the scheme suffers the same problems encountered by earlier similar schemes:
politics and bureaucratic red tape. The 29" ASEAN Economic Ministers
Meeting in Kuala Lumpur in October 1997 noted with concern that one year
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after AICO came into effect, not a single project was approved under the
scheme,

Deciston making in the ASEAN is done by consensus and the process
for AICO is the same. AICO was supposed to benefit from the flexibility
afforded by the provision that only the countries involved need to agree on
the project. The ASEAN 6-X (now ASEAN 9-X) formula was “in fact
invented as a way of allowing certain projects to survive in the wake of a
failed consensus.”® However, even this proves to be difficult for the ASEAN.

Another thing going against AICO is time. By 01 January 2000, 85
percent to 90 percent of all CEPT tariff lines will be brought down to 0-5
percent. The ASEAN only has two years left to take advantage of AICO.
Procastination will have the effect of rendering AICO unnecessary.

Maucroeconomic Coordination. To the extent that foreign capital looks
at ASEAN as a region, the ASEAN should look at coordinating some of its
macroeconomic policies. This may be difficult given ASEAN’s long history
of non-intervention in individual members’ affairs but they could start by
outlining a set of non-binding norms on certain macroeconomic targets such
as inflation, interest rates, fiscal deficits and current account balance. The
objective is to show a concerted eifort to regain regional stability.

Aside from non-binding norms, the regional currency turmoil did open
possibilities for concrete initiatives of cooperation. One initiative that received
support among member countries was the creation of an ASEAN stand-by
facility to be financed by contributions from member countries. The
development of mechanisms for funding and use of such fund should be
pushed.®

Other Measures. For its own benefit the ASEAN has to fast-track the
implementation of long-delayed measures designed to facilitate increased
trade within the region. This includes the ASEAN Agreement on Customs
that provides for the harmonization of tariff nomenclature, customs valuation
and customs procedures. There should also be more effort in streamlining
the customs procedures for CEPT trade and the elimination of customs
surcharges for AFTA. The elimination of these non-tariff barriers also
provides trade expanding potential.
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The ASEAN already agreed to the establishment of the ASEAN
Investment Area which aims to extend national treatment to ASEAN investors
by 2010, and approved the agreement on Trade in Services whose purpose is
to have free flow of services within the ASEAN by 2020. These are bold
moves, and require changes in national legislation. The signing of official
Protocols will provide a legal cover for the initiatives, but none has been
signed so far.

The multilateral system is moving forward towards the free flow of
goods and services. ASEAN should be able to beat the WTO to the draw if it
still hopes for its vision of regional economic integration to happen.
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A Thorny Path:
Regional Cooperation
in South Asia

Mohiuddin
Ahmad

Background and Context

South Asia forms nearly a single, uninterrupted mass of land connecting
the deserts of West Asia and the rich fertile soil of the Near East, and the
lower part of the mountains of Central Asia with the Pacific region of the
continent -- the South East and the Far East. It is a huge land mass of about
4.5 million km? with large river basins, undulated plains, intricate water
networks, of almost same topograply and climate and home of some one-
fifth of world’s population. Richness in natural resources and abject poverty
exist side by side.

In the human development index, the countries of South Asia occupy
almost the same positions. Widespread illiteracy, low status of women, child
malnutrition, low wages, poor health services, heavy incidence of external
debt, unfinished agrarian reforms, fallout of structural adjustment programs,
high military spending, discrimination against ethnic and religious minorities,
communal tension, migration - all these are but some of the problems facing
the region.

" There are also very noticeable differences between the countries of
South Asia. There are great differences in terms of size of territory,
population, and natural resources endowment. There is also a wide variety
of ethnc groupings in the region. Development of civic politics and of popular
movement for democracy and justice also vary from country to country.
These differences rule out any standard prescription of development for all
the countries of South Asia. In particular, differences in economic strength
remains a forbidding factor towards regional integration.

Yet, the similarities override the differences. These similarities demand
that a regional perspective be adopted for people’s general welfare. There is
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a growing awareness that, by defining South Asia regionally, geographically,
economically and ecologically, the countries and the peoples of this region
belong to one entity and can have meaningful dialogue with other parts of
the world as a regional bloc.

The similarities between the countries in the region raises the
significance of commonalities with regard to some of the most pressing issues.
Governments are becoming increasingly coercive in some respects, reflecting
crises in governance. Civil rights issues are thus gaining importance in the
people’s agenda. The tenets of aid regimes are causing economic dislocations
resulting in the destruction of grass-roots communities, more inroads for
trans-national capital, shrinkage in employment opportunities, decline in the
standard of living of the working masses, withdrawal of state support from
the vulnerable sectors, and the lifting of controls on monopolies. Repressive
policies to coerce the people to accept these changes are also being introduced.

Corruption is rampant throughout the region. Centralization of power
resulting in the marginalization of autonomous voices of people can be found
in all the countries. Coercive methods are being used everywhere. The state
regulates social life substantially. The result is lesser responsibilities for the
state but more power to excercise control. Again, throughout the region,
nationalist ideologies are being used by the regimes to strengthen their
existence and, thereby, add legitimacy to their positions. Thus governments
talk less of the region and more of their respective nations against other
nations of South Asia.This nationalism serves as a smoke-screen for vicious
bilateralism.'

Again, because of a shared past, problems of communal violence, ethnic
unrest, language conflicts and eviction across State boundaries have become
regional problems. The issues of migration, sharing of water, harnessing of
energy, combating fundamentalism, protecting minority rights, and such other
concerns have to be tackled both bilateraily and multilaterally, in other words
regionally. There is the imperative of sharing knowledge, skill, resources
and abilities, even if at a gradual pace, in the context of adverse terms of
trade with the global North.

In this age, when knowledge itself is an important component of power,
such sharing of knowledge at a primary level is important. Therefore, whether
for intra-regional trade or for support to economic activities, solidarity with
democratic activism and upholding cornmonalties, the sharing of information
and knowledge becomes crucial at all levels. Sharing is the first step towards
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forming an agenda for regional integration in South Asia from a people’s
perspective.

Yet, can one rely on the governments of South Asia to steer this process
of sharing? In one context, these states have bronght misery, fed on rivalries,
nurtured chauvinism and jingoism, supported mutual conservatism, uniformly
looted natural resonrces and abrogated to theinselves all powers while selling
their own dignity to the masters abroad. The existing power structure stands
in direct opposition to all the popular movements, forces and formations and
the various empowering attempts of the people. The elites and the ruling
oligarchy in South Asia do not have faith in the destiny of their own region.
They look to the Northern powers for succor, in as much as these powers
today consider South Asia a hopeless region, marginalized and damned,
possibly forever.?

People’s planning thus implies the need to oppose reactionary forces
everywhere in South Asia, cnticize the existing power structures, undertake
plans and programs toward an alternative paradigm. This process has started
in the countries of South Asia sporadically within the limit of national
boundaries. In all these countries, the people are struggling for
empowerment, livelihood and dignity. The task is to bring out regional
imperatives in this process, and integrate regional dimensions into all future-
building activities. It is a moral urge upon the peoples of South Asia to
realize the identity of South Asia, as well as to reflect their inherent plurality.

Regional Cooperation

While South Asia is considered to be the poorest region of the world
according to conventional yardsticks (see Figure 1). Given this, regional
cooperation is becoming an imperative in many respects. It possibly denotes
extended interaction in the backdrop of imnplicit and explicit rivalry. The
legacy of the past is a contributing factor, as well as a deterrent, to integration
at the regional level.

Regional cooperation is increasingly becoming a doctrine used by
political ideologists and practitioners. It has been discussed and analyzed
by theorists with different perspectives. One dominant viewpoint is to
rationalize the concept of cooperation that involves conflict resolution and
increased human welfare. This is well-elaborated in the following
paragraphs.’
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Figure 1
Per CapitaGNP in Different Regions
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(a) Leadership

Leadership plays a vital role in disseminating an ideclogy of regional
cooperation, blending elements of nationalistic ideologies with those of
internationalism. As the American and Eurcpean regional cooperative models
demonstrate, the possibility of a dissolution of regional groups is graduaily
minimized as the leaders acquire experience in negotiating thorny issues
and difficult problems confronting member states. Besides sharing certain
political and economic values, leaders have tried and often succeeded in
identifying common interests (given a common ideclogical framework).
Motivated by the positive results of cooperation, leaders of member states
more often seek to achieve negotiated settlements of conflicts, utilizing basic
techniques of conflict resolution.

(b) Shared perception

Regional cooperation between nations with a history of violent conflicts
does not happen overnight. The establishment of a system of regional
cooperation is could only be the culmination of a long and arduous process
of negotiation between leaders of prospective member countries. This process
can be accelerated by shared perception of mutual interests by leaders within
an ideology emulating the virtues of cooperative endeavors on a regionai
basis.
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(c) Sub-regional cooperation

In order to achieve the goals of regional well-being, both political
ideologies and Jeadership have to be broad-based, recognizing sub-regional
efforts of cooperation. For example, the BENELUX community confinues
to exist long after the European Economic Community (EEC) had reached
maturity as a regional cooperative venture. For two reasons, the continuation
and possible growth of sub-regional entities need to be encouraged. One is
the logistical advantage of problem solving that immediate neighbors within
the region 1nay enjoy through a sub-regional cooperation scheme. The other
is a common desire on the part of small countries to ensure autonomy
nationally through sub-regional alignments in case of possible attempts by
large and powerful countries to dominate the small countries of the regional

group.
(d) Interaction on economic and political bases

Regional interaction between and among nations on economic and
political bases seems to help maximize their resources, developing trade
and commerce not only between member states but more significantly
between the regional group and the outside world. Joint economic ventures
between member countries may some day bring rich dividends to the
participants. Such cooperation also removes the basis for unhealthy
competition among member states over international trade and the
development of untapped resources.

(e) Economic cooperation

Economic cooperation on a regional basis can reduce economic
disparities between member countries. This is the chief attraction for Spain
and Portugal, two of the most economically backward countries of Europe,
to join the European Community (EC). Mutually acceptable transfer of
technology and the infusion of economic inputs can very quickly lead to a
significant reduction of disparities between the richest and the poorest
countries of the region having corresponding political ramifications with
regard to intra-regional migration and sub-regional stability. Given the
scenario of successful regional cooperation in South Asia in which the
exchange of economic information and technology is encouraged, there will
be no need to fence people in or out of borders.
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{f) Communication

Experience of American and Asian countries have demonstrated that
the main prerequisite of successful regional cooperation is to open channels
of communication between member countries, preventing and screening
negative feedback on the people and problems involved in the movement.
This openness tends to contribute to mutual understanding of regional leaders
and elites about different ideologies, national interests and perceptions of
national threats.It could , for example, pave the way for better relations
between India and Pakistan, India and Bangladesh or Pakistan and
Bangladesh. A system of ideals or ideology underscoring the needs and
benefits of shared perceptions of mutual problems and interests can open
channels of regional communication.

{g) Stable and relaxed environment

Regional cooperation has often led to the relaxation of regional tension,
particularly when the tension was brought on by superpowers in their efforts
to manipulate countries of the region to increase their respective sphere of
influence. Studies have suggested that regional cooperation helps
depolarization. In the international power game, a depolarized region usually
has less difficulty in defining regional problems and finding solutionsfor
them. A stable and relaxed environment is often conducive to create ventures,
that is, develop new economic and political infrastructures such as a common
council to oversee joint economic activities and a regional parliament where
common problems facing the member states can be brought out in the open
and discussed.

(h) End of arms race

Successful regional cooperation can end a regional arms race, causing
a significant reduction on military expenditures. The resulting stability can
bring about the growth of institutions in which responsive and responsible
leadership can emerge. Perhaps, more than anything else, an ideology of
regional cooperation can conceivably lead to the end of a regional arms race
and usher in a stable and prosperous era for South Asian countries.

(i) Ideology of cooperation

An increased interaction between regional leaders will give them
valuable problem-solving experience on an international level which they
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can apply to solve complex national and sub-regional problems. A jointly
developed and mutually cceptable ideology of regional cooperation can give
local leaders the opportunity and challenge to transcend parochialism and to
mature as regional and world leaders.

Formation of SAARC

While the CACM, LAFTA, EEC, CMEA, ASEAN, COMECON and
other such sub-regional groups have proved that regional cooperation can be
an instrument of economic development and international understanding,
South Asia remains without any concrete form of regional cooperation.

The idea of regional cooperation is not new, however. The SAARC
concept was first initiated by the military ruler of Bangladesh Ziaur Rahman
in 1980 in a letter to King Birendra of Nepal.* Almost identical letters were
hand carried by special envoys to heads of State/Government of Bhutan,
India, Maldives, Pakistan and Sri Lanka.

The notion of a regional forum gained momentum through a series of
consultations at the official level. In April 1981, the first meeting of the
Foreign Secretaries of seven South Asian countries, Bangladesh, Bhutan,
India, Maldives, Nepal, Pakistan and Sti lanka, was held in Colombo. Tt set
the stage for further dialogue by planning a course of action for regional
cooperation.

The Declaration of the South Asian Association of Regional
Cooperation (SAARC) with eight important objectives was signed in August
1983 in a meeting of South Asian Foreign Ministers in New Delhi. It
identified possible areas of cooperation. The objectives of SAARC were
formulated as follows:*

(2) to promote the welfare of the people and to improve their quality
of life;

(b) to accelerate economic growth, social progress and cultural
development;

(c) to promote active collaboration and mutual assistance in the
economic, social, cultural, technical and scientific fields;

(d) to strengthen cooperation among themselves in international
forums and with other developing countries;
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(e) to promote and strengthen collective self-reliance among the
countries;

(f) to strengthen cooperation with other developing countries;

g) to contribute to mutual trust, understanding and appreciation of
one another’s problems; and,

(h) to cooperate with international and regional organizations.

Intra-regional cooperation was the key word in all formulations. The
precept of cooperation has three guiding principles. These are:

{a) Such cooperation shall be based on respect for the principles of
sovereign equality, territorial integrity, political independence, non-
interference in internal affairs of other states and mutual benefit.

(b) Such cooperation shall not be a substitute for bilateral and
multilateral cooperation but shail complement them.

(c) Such cooperation shall not be inconsistent with bilateral and
multilateral obligations.®

Within the broad parameters of the above objectives, an Integrated
Program of Action (IPA) was adopted in agreed areas of cooperation. Among
these are telecommunication, meteorology, transport, shipping, tourism,
agriculture research, joint ventures, market promotion, scientific and
technological cooperaticn, education and cultural cooperation. A few more
areas like combating terrorism and drug trafficking, environmental protection,
women in development, promotion of sports, food security and prevention
of child labor, have also been agreed upon by the member countries.

The first ever summit of the heads of governments of the seven South
Asian countries was held in Dhaka in December 1985. The summit formally
launched the South Asian Association for Regional Cooperation (SAARC)
offering the promise of a new era of understanding and cooperation among
the seven countries of the region. The salient features of the charter of
SAARC adopted on 8 December 1985 at Dhaka are contained in articles I to
X. The basic principles and commitments of the South Asian leaders were
enunciated in the preamble of the Charter (see text box).’
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The summit meetings which take place once a year are the most
significant events in the evolutionary process of SAARC. They provide
South Asian leaders an opportunity to establish personal contacts and to
exchange views on all matters of mutual concern and interest and also to pay
attention to the nature, scope and direction of cooperation among the countries
of the region. However, efforts in the field of economic cooperation have
not been enough so far, :
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Trade Regime

The scope for cooperation among countries in South Asia has been the
subject of deliberation for quite some time. It has been discussed in 2 number
of forums that trading relations have to be augmented as a measure for
expanding cooperation. Such cooperation would naturally depend on the
move for institutionalizing efforts among the partners. Trading could
naturally beset on a sound footing and that as a precursor to other institutional
arrangements.

Those who know the background of economic realities in the region
will point out that textile mills were set up in Bombay on the premise of
assured supply of cotton from Punjab in the early decades of the century.
The same process continued for the jute mills in Calcutta which obtained
raw jute from what is now Bangladesh.

Over the past half century, the linkage between the farm-level growers
of fibre and the factory-level manufacturers of different jute and cotton
products have suffered from international strains, often caused by of political
reasons. The same political factors may also continue in the future. But
economic realities in the countries of the region are quite different and
collaborative efforts are needed to augment economic growth.

It is believed that increased economic cooperation among the South
Asian countries could help to soften considerably the rigor of harsh
adjustment measures imposed by a hostile international economic
environment. There are, however, conflicting observations with respect to
the possible scope of economic cooperation. There are proponents of
collective self-reliance for South Asia. One prevailing view is that there are
immense opportunities for expansion of trade based on known
complementarities in structures of production and demand pattern, for
cooperation in the upgrade of technology and harmonization of investment
plans among developing countries. Collective self-reliance can be an
important instrument for a collective regeneration of the economies. The
time is now opportune for a positive forward move to exploit the vast potentiat
offered by collective self-reliance.

It may be mentioned that all the countries in South Asia have undergone
the process of so-called “policy reforms.” In many respects, these countries
belong to similar macro-economic regimes. However, some are late by a
few years, some are at a more consolidated stage and some have caught up
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at an accelerated pace. The situation of selected countries has been summarily
presented in Table 1.

Although the formation of regional trade negotiation among SAARC
nations originated in the First Summit in Dhaka in 19835, the initial trend in
terms of cooperation for collective self-reliance, and mutual trust and
understanding among the members were not encouraging. Multilateral trade
liberalization prograrns in the region before the formation of SAARC, such
as the Bangkok Agreement, have not worked out on account of differences in
approach, interpretation and perception among the member countries.®

It is too early to infer how far intra-regional trade would grow or which
members would benefit from intra-regional frade linkages. Small countries
are skeptical when it comes to dealing with the big countries within the
region. There is a strong case for India in particular to integrate a regional
trade policy into its total economic policy framework.’

The prospect of SAARC becoming a reality and a major factor in the
development of different countries depends crucially on how India prepares
to take its economic role in South Asia. As in other countries in the region,
India’s policy of trade expansion within South Asia has never been a specific
objective. On the contrary, it has been continuously influenced by the need
to develop domestic industry, either through import substitution or export
promotion for meeting deficits in balance of payments and without giving
much heed to regional economic cooperation. Thus the countries in South
Asia have been basically competitive rather than complementary to each
other in promoting intra-SAARC (trade as well as economic cooperation
within the region. They have been largely dependent on the industrially
developed countries as markets for their products. The attitude of the latter
has not been helpful in getting the real price of their product.’® As a result,
intra-regional trade has not tended to grow optimally even after the formation
of regional trade negotiation in 19835.
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Table 1
Policy Reforms in South Asia

Reform area Bangladesh L India 7 Nepal T Pakistan l;Sri Lanka
1. Macroeconomic and Sector Relorms
A, Fiscal VAT introduced | Personat VAT being Coverage of VAT introduced
Reforms and in July 1991, income introduced in general sales tax | in 1994,
Public taxation: phased manner. | expanded.
Resource Personal income | maximum Defence levy of
Management | tax reduced in marginal rate Octroi to be Provinces 3% introduced
1993-94, reduced to abolished., initiating in 1992,
40%; Measures 1
A number of surcharge Introduced 3- implement Introduced
procedural aboloshed; year tolling agriculre S-year rolling
changes in ADP | exemption plan. income tax, plan in the
implementation limit raised. 1980s.
irtroduced
including the 3- Excise duties
vear rolling being
plan. simplified to
resemple a
VAT system.
Tax
administration
being
modernized.
Oerroi being
slowly
abolished.
b. Financial Significant Gradual Open masket Open market Several financial
Sector deregulation of deregulation of | operations have | operations have | instimtions
interest rates. interest rates been introduced, | been introduced. | privatized.
and reduction
Role of directed | of allocated Four new Of the five state- | Since 1991,
credit declined credit private banks owned banks, foreign banks
and NCBs given | priority established. two have been aliowed to
greater freedom. | sectors. privatized and establish
Several new two others are branches outside
Securities Prudential non-bank earmarked for Colombo.
Exchange accounting and | financial prvatization.
Commission capital instimutions (such Securities
established in adequancy as leasing and Caurcil
1993. narms finance strengthened.
introduced. companics)
Loan established, Credit
provisioning Private sector Information
system banks being Nepal Stack Bureau
introduced. allowed to Exchange established.
expand and established.
Several new new private Stock Exchange
private and banks are opened to
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Level and
structure of tariff

Reform area Bangladesh India Nepal Pakistan Sri Lanka
foreign banks being foreign itvestors
allowed. established, beginning 1990.
NCBs have been | Securilies
partially Exchange
recapitalized. Board of India

with regulatory
One and
development prosecuting
financial powers
institution established.
(Bangladesh
Shilpa Rin A regulatory
Sangstha} has framework for
initiated insurance
commercial sector being,
transactions. finalized as a

prelude to
One bank liberalizalion,
(Rupali Bank) to
be privatized National Stock
soon. Exchange

established.

C. Trade Systern of exporl | Except for a 75% of foreign System of export | The import
incentives small list of exchange incentives licensing system
deepentd by negative items, | eamnings can be strengthened liberalized. Only
introducing import sold at market- through 11 reserved
bonded licensing determined concessional items require
warehouses, virtuaily rates, tariff treatment license.
duty drawback abolished. of imported
schemes, and System of export | inputs and Foreign
back-to-back Quantilative incentives being | freight subsidy. exchange
letters of credit. | restrictions developed. surrender systein

replaced by Import licensing | lifted in March
Tax exemption tariffs. Import ficensing | system 1993.
on import of systemn abolished | liberalized by
capital Tariffs reduced | for most raw reducing Import
machinery for in stages. materials and negative list, surcharge
100% expor- Maximum rate | imported inputs. abolished in
oriented reduced from Tariffs reduced 1991,
industries. 400% in 1950- | Tariffs reduced in stages, from

91i065% in in stages. 225% in 1988 to | Since 1991,
Quantitative 1994 and 50% | Presentrangeis | 70% in 1994, import tariffs
restrictions on in 1995, and from 5-100% regrouped into a
imports average duty and B sub-rates. new four-band
liberalized from about structure and
considerably: 50%t027% rates reduced
192 to 112 items | during the progressively
in 1993. same period, since 1997.
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Reform area Bangladesh India Nepal Pakistan Sri Lanka
rates improved,

D. Exchange | Dual exchange Exchange rate | Exchange rate of | Exchange rate of | Exchange rate of

Raie rate system of the rupee is | (he rupee is the rupee is the rupee is
abolished in basically basically market- | basically market- | basically market-
1992. market- determined. determined. determined.

determined.

The taka is Rupee is freely Rupee is frecly Rupee is freely
freely Rupee is freely | convertable for convertable for convertable for

converable for convertable for [ current account current account current account
current account current account | transactions. transactions transactions.
transaction transactions. (since July
1994).
1. Macrocconomic Reforms
E. Significant de- Slow: massive | Distribution of Slow: Awami Privatized
Agriculure regulation of subsies for agriculmural Tractor Scheme | management of
Sector and inputs have water, inputs introguced. tea plantations.
Land Issues occurred, electricity and tiberalized,
fartilizers. Farm
Subsidics have development
becn eliminated. package
introduced to
Some actions CICOUTAEE CTop
taken in Jand diversification.
reform during
the mid-1980s,
. Industrial Industeial Industrial Industrial Board of New liberal
Policy and licensing system | licenses licenses Investment guidelines for
Public abolished. abolished for abolished forall | established to foreign
Enterprise all except those | except those in reduce the investment
Significanty in defence, defence, health multiplicity of announced in
liberalized health and and Institutions 1991.
foreign environment. envirooment. involved in
investinent invesoment Third investment
repulations. Restrictions on | Significandy decisions., promotion zone
expansion of liberalized established in
Incentive large business foreign Significantly 1951,
scheme houses investment liberalized
upgraded. abolished. regulations: foreign Over 30 state-
100% ownership | invesoment for owned
Institutional Significantly permitted in power cnterprises have
reforms liberalized medium and peneration. been privatized.
including foreign large-scale
restructaring ard | investment Industries and New
privatization regulations: "one window" privatization
have been slow. | approvals for established. policy approved
upto 51% in February
foreign equity Privatization Act | 1994,
participation is | is in place and Restrucuring
avtomatic several policies have
(January industries been slow.
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1993).

Five-year tax
holiday for
private
investors in
power
generation,
port, airlines
and telecom,

A new policy
announced in
1921, but
institutional
reforns
including
restructuring
and
privatization of
public
enterprises has
been slow.

including airline
industry have
been privatized.
Restructing
policies have
been slow.

G. Public
Adminisiratio
n

Slow: varicus
studies and
reports prepared
but little action,

Slow

Slow: Scveral
thousand civil
servants
retrenched.

Slow

Serious efforts
being made to
reduce size of
bureaucracy.

H. Labour
Market

Slow

Slow:
Industrial
Disputes Act
and Companies
Act are being
revised,

National
Renewal Fund
for raining and
redeploying
workers
established.

Slow

Slow

Slow
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Intra-regional trade in proportion to South Asia’s total trade is quite
low (see Figure 2). Any country producing consumer or intermediate goods
thinks of market opportunities in far off countries in Europe or the USA
rather than the neighboring countries. Technical expertise in the
neighborhood is ignored and is instead taken from some advanced country
at a higher cost. Capital movement for investment in joint ventures among
the South Asian countries are still subject to many constraints. Despite vast
potentials, horizontal and vertical integration of economic activities in South
Asia has not taken place. This is clear from the disparities that exist in the
growth rates and the absence of complementarities in the production and
trade pattern among the economies of the region.

Figure 2
Trade in South Asia
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According to Direction of Trade Statistics 1995 of the IMF, the most

important destinations for these economies in 1994 were as follows:

Bangladesh: USA (34.4%), UK (9.1%), Germany (6.0%), ftaly {6.0%},
France (6.0%};

India: USA (19.8%), Japan (7.4%), Germany {7.1%), UK (7.1%), Hong
Kong (5.6%);

Nepal: Germany {42.5%), USA (33.6%), India {4.6%), Switzerland (4.0%);

Pakistan: USA (15.0%), Hong Kong (7.7%), UK (7.7%), Germany {7.4%),
Japan (7.3%);

Sri Lanka: USA (74.4%), Germany {8.0%), UK (7.8%), Belgium-
Luxembourg (5.9%), Japan (5.1%).
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IMEF statistics on the direction of trade also shows that intra-regional
trade among the South Asian countries is very low, around 3-4% of their
total trade. Thisis shown in tables 16-27 in the Appendix.

India and Pakistan have been exporting more in comparison to importing
from other countries of the region. With the exception of these two countries,
all other countries of the region are having trade deficits in the context of
intra-regional trade of South Asia.

Economic Integration: A Theoretical Exercise

‘What is the prospect of regional economic cooperation in general and
intra-regional trade in particular? A UNDP/APDC project entitled
“Econometric Modelling of Trade in South Asian Countries” was conceived
with the objective of enhancing planning capacity and skill in South Asian
countries through the use of a ‘linked’ econometric model. The purpose was
to analyze the economic interdependence of the region and the impact of
alternative trade regimes on the national and regional economies. Countries
participating in the project were Bangladesh, India, Nepal, Pakistan and Sri
Lanka for the South Asian Chapter.!

The project was planned for the period 1987-90. The econometric
modelling technique was used to identify the ‘links’ between the five national
economies to:

- 1.) Develop/upgrade country level macro-econometric models and link
them into a regional econometric model for South Asia;

2.) Examine trade and related policies with the aid of the model; and,

3.) Provide policy-planners, makers and analysts with alternative
choice sets for the national and regional economies.

The scope for trade expansion within South Asia has been explored for
quite some time by the SAARC as one of the critical areas of regional
cooperation. Even though there is a consensus that trade can play a decisive
role in accelerating growth, the issues in intra-regional trade can be numerous,
contentious and complex, particularly among countries with a political past
that contains tragedies, bitterness and turmoil.
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South Asian countries have pursued trade policies with implied bias
against imports from within the region and exports to neighbors that the
obvious consequence has been very low trade links amongst them. There is
a view that acceleration in the growth of South Asian economies as a result
of economic cooperation will lead to an increase in the demand for imports
of all countries within the region. On the other hand, there is widespread
skepticism about the feasibility of expansion of intra-regional trade and
greater economic cooperation largely because of the region’srather checkered
past. Inappropriate policies and their inept implementation have confounded
the problems further.'?

Against the above background, the need for a rigorous, in-depth analysis
of inter-country linkages highlighting the impacts of economic policies of
member countries on each other and gains from mutually beneficial trade is
almost seif-defined. Towards this end, a pioneering work using econometric
techniques was carried out in the early 1980s by the Pakistan Institute of
Development Economics (PIDE). The Committee on Studies for Cooperation
in Development (CSCD) in South Asia recommended further work along
this line in 1985. The PIDE published the results of the modelling exercise
in its journal, the Pakistan Development Review, in 1987. A regional link
model was thought appropriate because it would provide a basis for an
analysis of interdependencies and the extent to which harmonization of
domestic and trade policies was feasible. The global model, developed by
the Wharton School, University of Pennsylvania, USA, does not provide for
an analysis of explicit regional linkages within blocs such as SAARC. The
present work was therefore conceptualized to fill this void and capture intra-
SAARC linkages precisely. It was assumed that the participating countries
would be better harnessed in coordinating their policies pursuant to the
validation and calibration of the model.

A model is an abstract representation of perceived reality which brings
out what is relevant to a particular question and is free to ignore all other
questions or inquiries. Econometric models are usually articulated in terms
of well-defined functional relationships and estimation of the parameters
that govern them. Therefore, they lend to easy mathematical formulations.
There is nothing sacrosanct about a model and not too much therefore should
be read into or from the results of any modelling exercise.

Linking the five country models through a trade sub-system was
considered appropriate as a basis for an analysis of the interdependence of
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the countries. It was assumed that the countries of the region would observe
and better comprehend the advantages to be derived from better coordination
of trade and other relevant policies. For the purpose of linking, each country
model was reduced to a 19-equation stylized system, incorporating three
distinct parts or sub-sets, viz., (a) demand/expenditure, (b) foreign trade,
and (c) monetary bloc. The link contains a simultancous run of these
equations for all the five countries, with a trade bloc providing the link.

The ultimate test of any econometric model is whether it is capable of
predicting future events with reasonable accuracy. To this end, some of the
forecasts of major macroeconomic variables of the countries of South Asia
region have been presented. These forecasts show that, in terms of growth
prospects, Pakistan and Nepal are expected to grow at an average rate of
more than 6.0 per cent per annum until the year 2000. The Indian GNP is
expected to grow at an average rate of 4.9 per cent, while Bangladesh and
Sri Lanka are expected to perform relatively poorly. Their GDPs are projected
to grow at an average rate of 3.2 and 3.4 per cent per annum respectively
over the forecast period.

It is thus clear that by themselves and with regional trade as small as it
is now, the national economies will not be able to achieve growth rates very
different from the ones they have had in the past. The question is: is it
possible to accelerate sectoral growth by greater economic collaboration,
including harmonization of trade and domestic policies?

It was to answer such a question that the SAARC Link Model was
simulated, with a view to analyzing the impact of various economic policies
on the key endogenous variables included in the model. To this end, several
simulation experiments were performed. A set of fiscal, monetary, trade
and other policies have been examined for each country in terms of their
impact on the macro variables of that country and those of other SAARC
member countries.

Some of the relevant results are brought together in Table 2 and Table
3 in a more revealing form. In general, the budgetary (fiscal) policy appears
to stimulate the economy more s than the monetary policy in every country
of the region - a typically Keynesian result. Even more significant, public
sector investment has had a greater stimulating effect on the economy than
public consumption and disposable income, with the exception of Pakistan
and Sri Lanka. On the other hand, monetary policy has been relatively
ineffective in stimulating the economies of the South Asian region. This is

60



Ahmad, A Thorny Path

consistent with the fact that large segments of the economies of the region
are still non-monetized and can only have narrow limits of operability.
Furthermore, the money markets of these countries are still thin and less
developed and there is ample evidence of repressed and shallow finance.

A particularlt interesting aspect of the simulation results pertains to
trade policy. Results show that if a country in the region were allowed to
increase her exports to other countries in the region, this would not only
increase economic activity in the concerned country, but also benefit other
countries of the region in termsan increase intheir GDPs/GNPs. On the
other hand, the results of the study show that if the regional trade deficit for
each country is brought down to zero (for example, Pakistan’s imports from
each country of the region set as equal to her exports to these countries),
such a policy measure would not necessarily stimulate economic activity in
Pakistan or in other countries of the region. This is understandable because,
depending on the initial values of the exports and imports of each country,
an uncompromising insistence on a bilateral balancing of trade is likely to
reduce total regional trade below what it would be if only a multilateral
balancing were sought.

An increase in foreign economic assistance is found to be generally
growth raising. But in the case of India, foreign direct investment turned out
to be a substitute for private investment, Hence an increase in foreign direct
investment would not only reduce private investment, total imports and the
GNP of India, but also reduce the GDPs/GNPs of other countries of the
region. In the case of Bangladesh, if the share of Project Aid in total aid
were increased, the GDP, public investment and total imports of Bangladesh
would increase considerably. The other countries of the region would also
benefit from this policy measure.

All these show that there are some real possibilities of economic
cooperation or, more accurately, economic integration in the region. This
collaborative/supportive effort should have an expansionary effect both on
the national GNPs and on their regional trade ratios. For instance, as Table 2
and Table 3 show, a suitable budgetary policy has a positive effect on both
the GDPs/GNPs of the member countries and on regional trade. Another
interesting example is the case of regional trade being expanded. The impact,
with one exception, is an acceleration in the growth rate of GDP and at the
same time expanded regional trade. Similarly, an increase in foreign
borrowing would not only raise the growth rate of GDP/GNP in the region,
but would also lead to an expansion of regional trade, except for India.
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These results are crucial, pointing to the fact that the really untapped
potentiality of the region is an increase in the level of economic activity in
each country of the region through collaborative action. Expanded regional
trade would follow in the long run. This is a task which the countries of the
South Asian region can accomplish better together, rather than singly.

Table 2
Effects of Various Shocks on GDP/GNP

Budgetary”

Pakistan + + + + ¥
India + + + + +
Bangladesh + + + + +.
Sri Lanka . + + + + ?
Nepal + + + + +
Monetary®

Pakistan - - - - .
India - - - ~ -
Bangladesh ? ? ? ? ?
Sri Lanka 7 - ? - 7
Nepal + + + + +
Bilateral tradet

Pakistan + + + - +
India + + + - +
Bangladesh + - + + +
Sri Lanka + + + + +
Nepal + + + + +
Regional trade?

Pakistan - + - - +
India - - + + +
Bangladesh + - + - +
Sri Lanka + - + - +
Nepal

Others

Pakistan* + + - " . .
India** - - - - -
Bingladesh*** + + + + +
Sri Lanka* + * + + +
Nepal* + + + + +

Notes: ) Increase in public investment; b} Increase in bank credit; c) Increase in bilateral lrade; d) Regional trade equal to zero
* Increase in foreign borowing :
** Increase in foreign direct invesiment
*+* [rceease in ratio of project aid to total aid
? Nepligible impact
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Effects of Various Shocks on Regional Trade

Table 3

Type of shock Regional trade {(exports of)

Pakistan India Bangladesh Sri Lanka Nepal
Budgetary®
Pakistan + + +
India + + + +
Bangladesh + + + +
Sri Lanka + + +
Nepal +
Monetary®
Pakistan - - R
India - - - -
Bangladesh ? ? ? ?
Sri Lanka - - -
Nepal +
Bilateral trade®
Pakistan + + -
India + + - +
Bangladesh + - + +
Sri Lanka + + +
Nepal +
Regional trade®
Pakistan + - -
India - + + +
Bangladesh + - - +
Sri Lanka + - +
Nepal
Others
Pakistan* + + +
India** - - - -
Bangladesh*** + + + +
Sri Lanka* + + +
Nepal* +

Notes: a) Increase in public investment; ) Increase in bank eredit; ¢} Increase in bilateral irade; d) Regional rade equal to zero
* Ingrease in foreiga borrowing

** Increase in foreign direct investment
*** Increase in ratio of project aid to total aid
? Negligible impact
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SAPTA

The Sixth SAARC Summit in Colombo in 1991 decided to establish a
SAARC Preferential Trading Arrangement (SAPTA) which laid the
foundation for cooperation in the vital area of trade. SAPTA was finalized
by the Committee on Economic Cooperation (CEC) based on a draft prepared
by the Inter-Governmental Group (IGG) on Trade Liberalization. The Foreign
Ministers of all the SAARC member countries signed the Agreement on 11
April 1993 during the Seventh SAARC Summit in Dhaka. The Contracting
States seem to have reached agrecment on some comimon principles as
embodied in the Preamble of the Agreement.’

The member states of the South Asian region agreed to the principles
of SAPTA as follows:

(a) SAPTA shall be based and applied on the principles of overall
reciprocity and mutuality of advantages in such a way as to benefit equitably
all Contracting States, taking into account their respective levels of economic
and industrial development, the pattern of their external trade, trade and
tariff policies and systems.

(b) SAPTA shall be negotiated step by step, improved and extended
in successive stages with periodic reviews.’ ‘

{c) SAPTA shall include all products, manufactures and commeodities,
in their raw, semi-processed and processed forms.

(d) SAPTA includes special and favorable treatment to least developed
countries (Bangladesh, Bhutan, Maldives and Nepal) which includes
allowance of favorable percentage points, application of relaxed rules of
origin, favorable terms of technical assistance, duty-free access, deeper tariff
preferences, removal of non-tariff and para-tariff barriers, negotiation of long-
term contracts to support sustainable exports and provision of special facilities
with regard to shipping and identification, preparation and establishment of
industrial and agricultural projects, training facilities and support to export
marketing, etc., possibly linked to corporate financing and buy back
arrangement,'*

The SAPTA also provides for certain additional measures. These
include the adoption of trade facilitation and other measures to support and
complement SAPTA to mutual benefit. It has a provision of technical
assistance and cooperatjon arrangements designed to assist least developed
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countries within the region in expanding their trade with other Contracting
States and in taking advantage of the potential benefits of SAPTA.

The SAPTA provides an umbrella framework of rules providing for
step-by-step liberalization of intra-regional trade and envisages periodic
rounds of trade negotiations for exchange of trade concessions. SAPTA
also contains provisions giving special and favorable treatment to the least
developed members of the region. Provisions for safeguard action and balance
of payments measures are also incorporated in the agreement to protect the
interest of member states during critical economic circumstances, The first
consolidated schedules of concessions to be agreed upon under the Agreement
have been finalized and approved, thus completing the first phase of trade
negotiations among the member countries. The parallel process of ratifying
the Agreement has been completed and the Agreement came into effect on
7 December 1995,

A total of 226 items were covered by concessions exchanged by SAPTA
members in 1993. Among these, 100 items were targeted exclusively in
favor of least developed countries. The maximum number of concessions
was made by India, nearly half of the total number of items, with 62 items
offered in favor of least developed countries. All the other SAPTA members
together offered concessions with respect to120 items, of which 38 were in
favor of those countries. Under SAPTA, tariff concessions are expressed as
a percentage of MFN (most favored nation) rates, they must bring down
their preferential rates accordingly so as to maintain the margin of preference.

The list of concessions offered by Pakistan is drawn from the same list
of 578 products which the country permits to be imported from India. As is
well known, Pakistan does not maintain MEN status in trade relations with
India. SAPTA, however, stipulates the MFN principle, which implies that
any concession given by one member to another has to be extended
unconditionally to all other members (except those preferences extended to
least developed countries). In order to meet both conditions, Pakistan chose
to offer concessions in respect of mainly those products listed for import
from India.

In 1994, trade covered by SAPTA amounted to $72.5 million, or only
about 6 per cent of intra-regional trade. This proportion would be even less
if accounts of common products covered by concessions offered under other
arrangements were taken into account.
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In 1996, the SAPTA members undertook a second round of trade
negotiations. These negotiations, which were completed in December 1996,
have resulted in a significantly larger number of concessions under two
modalities: bilateral exchanges of tariff concessions among member countries
of SAARC, and concessions applicable to all member countries.

In a meeting held in December 1996 in Kathmandu, more than 1500
items were added to the original list of 226 items agreed at the first round of
SAPTA. In the Ninth SAARC Summit held in Male in May 1997, the full-
scale implementation of SAPTA by year 2001 was agreed upon.

In the bilateral exchanges, which in total affect 1972 HS tariff lines,
the largest number of concessions were made by India to Bangladesh (513),
followed by India to Pakistan (375), Pakistan to India (230) and Bangladesh
to India (204). Most overall concessions are equivalent to 10 per cent of
existing MEN rates, whereas those for the least developed countries are 15
per cent or more. All concessions were to enter into force by 1 March 1997
at the latest.®

It is too early to assess the impact of the second round of SAARC
intra-regional trade talks. The fact that it has shown little progress to date
has been attributed to the product-by-product approach being used, which is
cumbersome to negotiate. Nevertheless, progress is being made and the
governments have agreed that the ultimate aim is to permit duty free trade in
all tradable products and to convert SAPTA into a South Asian Free Trade
Area by the next decade.

A regional trading bloc is said to be particularly helpful to countries in
those regions where consumer markets are limited and which should, in
theory, favor the country which has a comparative advantage over others.
But it can also trigger off strained relations, particularly between poor
countries producing similar products. Ultimately SAPTA will have to decide
which country will produce what and how much. But as most countries are
anxious today to break into the hi-tech up-market which has large global
demand, this may turn into yet another stumbling block to achieving regional
cooperation in trade.

For the member countries who have been able to come this far in pursuit
of concerted actionthis program can be seen as positive. But small countries
of the region may still be harboring doubts with regard to India which, as the
largest country, can easily use its position of dominance to maintain present
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trade imbalances. For example, given the nature of trade crossing horders,
particularly along the Indian horder, regional trade may not work in favor of
a country like Bangladesh.

The governments of the SAARC countries firmly believe that regional
trade needs a boost. Of course, tariff reductions always seem attractive to
the importing nations. But it should aiso be remembered that they contribute
little to a country’s export potential. Governments shouid be aware that the
limited nature of the people’s purchasing power has the effect of restricting
inter-state distribution of goods. This remains the biggest threat to the
common well-being of the people of the region.

SAFTA

The notion of the South Asian Free Trade Area (SAFTA) opens the
door of trade. The seven countries have exchanged limited lists of goods on
which they will offer some duty cut. In this regime, every country retaing
sovereignty over its tariff and non-tariff regime. There is no need to harmonize
of different couniries. But a free trade area implies that all customs barriers
will be removed, so that countries surrender sovereignty to a harmonized
import regime.

A number of economists both within and outside the region have
expressed apprehensions about journeying from SAPTA to SAFTA. These
apprehensions are based on their perceptions about economic and political
constraints facing the member countries of SAARC region. The historical
experience relating to regional economic cooperation in many parts of the
world shows that preferential trading arrangements among a group of nations
generally become the first step towards the establishment of free trade areas
which subsequently lead to higher levels of economic cooperation. In the
light of this experience, it is expected that SAPTA would also pave the way
for the creation of SAFTA.

It may be pertinent to mention here that there are some economic and
political constraints that the member countries may face in the formation of
a free trade area. It is often argued that the nations with large differences in
terms of size, population, levels of development and natural resource
endowment find it difficult to come together to establish a free trade area,
particularly becaunse the smaller countries are expected to share the burden
of adjustments to a greater extent than the bigger nations. However, the
experience of regional trading blocs shows that such apprehensions are not
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always valid. It may be worthwhile to quote the example of the EU where a
small country like Luxembourg with a population of just 392,000, enjoys
perhaps more sovereignty than in the earlier times because of its equal status
in the trading bloc with all other big member countries.

Differences in size and income levels do not matter if there is a
perception of common economic interest. In fact, two important parameters
in this regard are:

(a) Every member state should be accepted and treated as a full member
of the free trade area with the same rights and obligations as all other members
regardless of its geographical size, population, GNP, etc.; and’

(b) Representatives of small nations should have the same decision-
making and voting rights as those from the big nations.

Optimists argue that small beginnings can lead to great events in due
course.

The SAARC Foreign Ministers’ Conference in New Delhi held in early
December 1996 declared that the South Asian Free Trade Area (SAFTA)
will be a reality by the year 2000. It is a lofty goal full of complexities. On
one hand, trade, both among countries outside the region and at the inter-
regional level, has been going through rapid changes. The latest impetus to
such development was the Singapore meeting of the WTO which made a
22-point Declaration.

On the other hand, there continue to be serious concerns which may be
understood from the point of view of a particular country possessing a ‘weak’
economy. To be more particular for example, what would SAFTA have to
offer to countries like Bangladesh? The trade circle is happy with its
prospects. But the industrial sector is perceptibly skeptical. Caught in uneven
competition with imported products, most of the industries are in a moribund
state, !

The Bangladesh government seems to have been caught in two
economic pulls, one is the emerging global market in the twenty first century
and the other is the regional trade within the framework of SAPTA, SAFTA
and the Development Quadrangle among Bangladesh, Bhutan, India and
Nepal. Bangladesh is visibly taking some crucial steps on, or almost rushing
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towards, SAFTA and the Development Quadrangle. There is a need for
thorough cost-benefit analysis of these before they could be persuaded. For
example, Bangladesh’s trade with India may be analyzed which may have
some lessons for all concerned.

Bangladesh has three levels of rade with India. Official trade, unofficial
cross-border trade at ground level including smuggling, and the invisible
services from India like Bangladesh’s demand for education, health and other
services. Unless a careful study is done on this latter item, one would not be
on a sure ground to present any figure of trade balance on these items. There
is hardly any Indian demand for similar services from Bangladesh. Tt goes
without saying that it is a unidirectional flow. The huge trade deficit with
India is manifested in official trade statistics (see table 28 in the Appendix).
But actual deficit in respect of total transactions including invisible services
would be much more.

Taking an annual average over the period, Bangladesh’s annual imports
from India are about 17 times higher than its exports to India. The pattern of
trade deficits has become chronic. However, among the SAARC countries,
India’s share of exports to Bangladesh, or Bangladesh’s imports from India,
has increased from 55% in 1987-88 to 83% in 1995-95. Given the type and
limited number of goods that Bangladesh offers to India, one does not see
much prospects of increasing the number of items in the near future.

In a recent World Bank study, it has been shown that the total value of
smuggled export to India comes to about US$ 106 million, whereas the value
of smuggled imports from India comes to US$ 525 million.”” Among the
imports, livestock, poultry, fish and related products come to about 40%,
live animals (cattle) to about 34.2%, processed food and tobacco to 18.1%,
textiles to 1.1%, sugar to 5.6% and other consumer goods to 13.2%.

On the other hand, the main items of exports from Bangladesh are:
copper, brass and other metals (58 per cent), fish (33 per cent), synthetic
textiles (4.3 per cent) and electronics and spare parts (4.8 per cent). The
latter are Bangladeshi items smuggled to India.

By and large, the total deficit in both the official and the cross-border
trade of Bangladesh with india comes to about US$ 1 billion per year. Can
a country live with such a situation for long? Realizing this miserable situation
of trade balance, Bangladesh leaders and protagonists of SAPTA and SAFTA
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have appealed to the government of India for opening the market for
Bangladesh’s products by reducing tariffs. In the first round of negotiation
on SAPTA, India granted tariff concessions to Bangladesh on 106 items
from an existing level of 44 per cent to 21 per cent. In the second round,
which is very recent, India has granted another tariff concession on 513
items.

In spite of concessionary tariffs, Bangladesh exports have not increased
significantly. Although nominal tariffs have been reduced, there are many
non-tariff barriers and direct measures like regulations and VAT. Another
difficulty is that an item will qualify for export to India under SAPTA if it
has at least 40 per cent of domestic input. This is very difficult to satisfy as
Bangladesh is largely dependent on imported raw materials.

The request of Bangladesh to India now, therefore, is to reduce this
local input content from 40 per cent to 30 per cent. One has to wait and see
whether India accepts this proposal and, if it does, then what effect it will
have on Bangladesh’s exports.

Over the last few years from 1992 to 1996, Bangladesh has drastically
reduced its tariffs leading to an unweighted average tariff rate of about 25
per cent, while India has come down to only 41 per cent. On the other hand,
India’s import-weighted average rate has come down to 19 per cent, but the
corresponding Bangladesh’s rate has come down to 21 per cent, marginally
higher. If analyzed carefully, it is found that import-weighted average tariff
rate is not very meaningful if non-tariff barriers are high which is what prevails
in India. Bangladesh providesmore favorable tariff environment for trade.!®

It is interesting to see that these non-tariff barriers are providing
incentives to Bangladesh’s smuggled exports. Instead of crossing the hurdles
of tariff, regulation, VAT and other things, a trader would rather have the
Bangladeshi goods cheaply across the border by paying a small bribe to the
border police. Bangladesh doesnot have many non-tariff barriers on goods
like live animals and processed food.This is the governments lost revenue,
but the consumers are getting benefits. There is an asymmetry here which
needs further exploration.

It would be very difficult for Bangladesh to find a profitable export
market in India. A dominant perception is that it should continue to take
advantage of export markets abroad. Tts exports to the world as a whole has
increased by 38.4% over last ten years (1984/85-1994/95), but its total exports
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to SAARC countries has declined from 9.7% to 2.4% in the corresponding
period. On the other hand, its exports to North America, Europe, East Asia
and the Middle East has grown by 87.5%, 67.6%, 27.5% and 6.1%
respectively in the same period. It would not be good for Bangladesh to try
to divert its export trade to South Asia withdrawing from the world market,
because the total of trade diverting and trade creation effect will be far less
than Bangladesh is now enjoying in this world market since South Asia is a
slow-growing and non-tariff barrier-ridden region.

Some analysts say that Bangladesh should stay with SAPTA as far as it
has gone and should not waste its energy and effort in promoting SAFTA.
Bangladesh has to import cotton yarn and fabrics from India for its export
items and pay for whatever deficits it incurs by hard currencies. As long as
its export industries can exploit cheap labor and raw materials, and can
efficiently produce quality goods, it will have no problem in finding markets
abroad. It should look for its future to the outside world than to South Asia.

Conclusion

SAARC has certain special features. First, its activities are largely
confined tothe holding of seminars, workshops and short training courses,
and exchange of information in specific fields. Secondly, core areas such as
trade, industry, finance and labor which provide the basic rationale for similar
organizations elsewhere are yet to be mainstream activities of SAARC.

In these circumstances, it is sometimes felt that the SAARC activities
are being spread too thinly over a large nurnber of what are seen as marginal
issues without any impact on the basic socio-economic problems of South
Asia.”

Frustrations and disappointments are high. This has been reflected in
the following editorial comment of a Dhaka weekly:

There is a proverb which states, “things can never be so bad that it
can’t get worse.” This will however prove to be cold comfort to millions
who because of bad neighbor policies are rushing into insecurity and disasters
right across the map of South Asia. And one wonders if that would be the
precise prescription the people , now almost torn apart by the claws of
impoverishment and hopelessness, would need. It would almost seem that
the deeper the people sink into the mire of misery and need more meaningful
cooperation, the more arms fly with greater anger at each other.
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Politicians and policy makers of South Asia should now start reading
the recordbooks of their performance and match them with their own pious
pronouncements. The gap should remind them of the space between what
should be and what was the promised land of the regional body.

If all these sound unreasonably pessimistic, the reason is the
uncharitable fear that the ruling elite are not taking SAARC as seriously as
it deserves to be taken.

One can read very little real benefit reaped from the sowing of hostile
seeds in any country. The encouragement of terrorist activities in different
countries, the ruinous extraction of commonly shared natural resources,
military interventions, and the cheering on of communal forces may in the
short run benefit some politicians. But how much can any country claim for
itself in the long-haul audit? If facts were any evidence, the dislike of each
other has made all worse off despite the fact that they still merrily go on
doing exactly that.>

The people do want friendship and peace if only because they ultimately
get translated into prosperity. But some people find prosperity in the opposite
and it is these people who decide. The question is how to turn the balance
upside down, or would this be mere wishfu] thinking?

While the need for regional co-operation in South Asia becomes ever
more urgent, and the recognition of this fact grows at the people’s level, the
States of South Asia continue to persist in their anachronistic conflicts and
animosities. The SAARC has not yet been successful in bringing about any
meaningful co-operation between seven States of South Asia, and has so far
not been able to address the real concerns and aspirations of the people of
the region.

In the recently held Male Summit of SAARC in May 1997, the leaders
of India and Pakistan agreed to mend their disputes. A political understanding
of dorts is considered a prerequisite for cooperation and collective action.
This could not be achieved in the SAARC process. Besides, rapprochement
at the government level may bring only temporary results. A more enduring
process requiresparticipation of the people for their common benefits.
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Although there are a number of sporadic attempts to conceptualize
regional cooperation from a more ‘humane’ standpoint, these could not
transcend beyond national boundaries. In recent years, a few initiatives have
been observed to facilitate trans-border interaction of activists representing
various popular movements and social formations. People’s Plan for
Twentyfirst Century (PP21) is one such initiative.

Within the framework of the PP21, several consultations took place to
form a broader alliance of social activists and popular movements. One
outcome of this process was the People’s SAARC. The founding consultation
entitled “Towards People’s SAARC,” took place in Kathmandu in May 1994,
An attempt was made to define a commeon perspective. This was followed
by a more rigorous consultation on “People’s SAARC” in New Delhi in July
1995. The participants of the New Delhi consultation tried to sharpen their
perspective into a sort of Declaration which reflects common concerns of
the people of the region and their wishes (see text box).”

Declaration of the People’s SAARC
Preamble

We, the representatives of people’s movements, mass organizations, citizens’ groups
and concerned individuals, affirm yet again the urgent need for regional co-operation. The
process fowards a people’s SAARC had been going on for the past few years., The last
meeting was held in Kathmandu in May 1994, and adopted the Kathmandu Declaration
expressing the concerns of the people. We endorse the Kathmandu Declaration and express
our disappointment with the fact that practically no steps have been taken to address the
concerns, and realize the objectives expressed in that Declaration.

Indeed, if anything, our States have in the mean time further relinquished their
responsibility to {heir people, and become even more co-opted by the process of
recolonization that is presently underway. The interests of intematicnal financial institutions,
the IMF and the World Bank, and trans-national corporations, have become ever more
entrenched. The result has been that unprecedented levels of poverty, inequality and
social and ecological disruption now hold sway over the Scuthern counfries in general,
and South Asia in particuiar.

Responding to the urgency of the need for pooling our resources to meet the challenge
posed to the people of South Asia by this hostile inter- and intra-national order, there has
been a spurt of people’s initiatives in recent years. South Asia Initfative of PP 21, Pakistan-
india People's Forum for Peace and Democracy, Bangladesh-West Bengal Peopie’s
Dialogue and India-Bhutan People’s Dialogue are only some examples. We welcome and
endorse all these initiatives and seek to build up their efiorts.

The Pecple’s SAARC affirms the need for an alternate agenda that wilt address the
concems and aspirations of our people, rather than those of a microscopic elite. Such an
agenda must reflect the struggle for empowerment, livelihood and dignity of the South
Asian People as a whole {issued in New Delhi on 24 July 1995 by the Coordination
Committee of the People’s SAARC).
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Participants from across the region identified fourteen areas of concern
and vowed to work together for their autonomy. This attempt may be viewed
as a sort of reaction to the official agenda of the SAARC. Neither the official
SAARC, nor its member governments are yet ready, physically and
conceptually, to accommodate many of these concerns in their agenda.
Although they do not rule out the long term popssibility of a radical change
in the politicsof the South Asian Statespersonified by their ruling elites, they
convey genuine apprchensions of the people. These are as follows:

1. At present there exist in South Asia severe restrictions on the
movement of people and information. These restrictions must end. As a
first step, all States in South Asia must ensure that the people of South Asia
are granted visa-on-arrival facility.

2. Violent means of resolving inter-State conflict must be
renounced. Growing nuclearization and militarization in the region poses
the greatest threat to the security of the South Asian people. We demand
that our States commit themselves to a nuclear-free South Asia, and must
denuclearize immediately. Steps towards radical demilitarization must also
be taken now, and scarce and precious resources presently wasted on so-
called defense expenditure be redirected towards social development.

3. Inter-State relations must be based on respect and equality, and
all unequal treaties should be annulled. Above all, States must respect each
others’ sovereignty. Miliary intervention and espionage operations on each
others’ territories are the most glaring violation of this sovereignty. Also, the
principle of sovereignty cannot be used to legitimize the violation of human
rights.

4. South Asia used to be a region known for its unity in diversity.
In the colonial and post-colonial period, however, there has been an
unprecedented increase in communal and ethnicity-based politics. Such
trends of inter-community strife, tension and conflict must be reversed, and
State repression of ethnic and religious minorities must stop.

5. The South Asian region constitutes an integrated eco-system.
The management of natural resources which the States of South Asia share
must be a co-operative effort. The eco-system and the livelihood of
communities tied to it must not be disrupted by unilateral intervention by
any State. In this context, we call for a moratorium on all State-sponsored
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projects that cause displacement of people and degradation of the
environment.

6. Patriarchal structures existing at present in the region must be
dismantled, and all forms of discrimination and exploitation of women must
end. Women must be recognized as equal partners in the life and development
of saciety.

7. The rights of indigenous and tribal people must be recognized
sacrosanct, and all forms of discimination and forcible assimilation of their
communities must stop.

8. Bonded and slave labor, the trafficking in women and children
and the repression of workers’ movements are some of the most dehumanizing
practices that now exist in the region. All such exploitative practices must
end.

0. Even those States of the region that have democratic structures
in place can hardly claim to be truly representative and democratic. All
States must commit themselves to democratic decentralization. The
criminalization of politics that has badly damaged representative democracy
in the region must end.

10. The States of South Asia must resist encroachment by internationat
and regional economic powers, financial institutions and trans-national
corporations, and protect the interests of the people against these neo-colonial
powers. To counter these powers, trade barriers and discriminatory trade
policies must be removed to facilitate the creation of a South Asian common
market.

11. The people’s rights to self-determination must be recognized as
inviolable.

i2. The convention and agreements on land-locked countries must be
implemented, and transit routes opened up.

13. The South Asian States must show their commitment to the
Universal Declaration of Human Rights, and a joint people’s tribunal for

adjudication of human rights violations must be set up.

14. The SAARC Charter must be revised to allow the discussion of the
bilateral issuesand reflect the aspirations of the people.
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The SAARC completed 11 years of existence in December 1996. The
formation of SAARC is seen as a manifestation of aspiration of the peoples
of South Asia, to cooperate with each other in search of solutions to their
common problems. South Asia is considered as the poorest region of the
world. Poverty alleviation has now become the priority agenda across the
region, at least in words. There are areas where concerted actions are needed
to overcome problems. “People first” should be the comnmon slogan.

While the dominant perception of regional cooperation is limited to
mainly enhancement of trade and mobility of capital, free flow of labor and
information is also considered a priority from another point of view. “One
region, one pecople” may sound a utopia under existing circumstances. But
the countries are already set in motion in the era of ‘globalization’. This
‘globalization’ is capital-dictated, fragmentary and contorted. This needs to
be fixed in a proper and humane perspective. A People’s SAARC is a dream.
It has to be translated into a reality through collective action and wisdom of
the South Asian people.

Postscript

The political and diplomatic fabric of the region got a tempestuous jolt
when India conducted an underground nuclear test at Pokhran, not far from
the border of Pakistan, on 11 May 1998. Pakistan retaliated by exploding in
the desert of Baluchistan on 28 May. As soon as the news of nuclear tests
broke out, there was spontanecous jubilation from people of different walks
of life from both countries. This is indicative of how the minds of the common
people have been framed by the state-sponsored media and other forces of
chauvinism,.

The forces of peace and harmony across the border were caught by
surprise. There were risks in instantaneaously expressing a different opinicn
that goes against the "popular mood", as proponents of an anti-nuclear stance
would have been branded as agents of the enemy country.

In India, the Marxist Communist Party was the lone exception among
the major political parties which condemned nuclear tests. In one protest
march in Delhi in the first week following the nuclear test, fifty odd NGOs
and groups could mobilize not more than three hundred and fifty participants.
After the Pakistani test, many came to their senses. Similarly in Pakistan,
there are commoners who also started questioning, thinking that nobody is
going to win in this race. But no major political party with representation in
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the parliament has condemned the tests yet. The government of Pakistan
also declared a "state of emergency” and suspended relevant clauses in the
constitution regarding the exercise of fundamental human rights.

On 2 June 1998, representatives of the Pakistan-India People's Forum
for Peace and Democracy (PIPFPI}) were prevented from holding a press
conference in Karachi and were savagely assaulted by activists from Shabab-
e-Milli (commonly known as a front organization of Jamaat-i-Islami, a
muslim fundamentalist political party). The PIPFPD wanted to express its
concern over the Indian and Pakistani nuclear tests. At the same time, a
group of Indian scientists, expressing their concern over the emerging South
Asian nuclear arms race, were attacked by activists of the Rashtriya
Swayamsevak Sangh (widely known as a front organization of RSS, a hindu
fundamentalist party) in Bangalore.

Both the countries did not sign the CTBT, though others in the region
did. The major argument of India for not signing CTBT is that she is for
total disarmament and that nuclear capability should not be monopolized by
a few. India is very much critical of the "double standard” played by the
USA and its allies. Pakistan's case is simple: if India signs CTBT, we will
also sign.

In a series of meetings held in Karachi and attended by representatives
of several political parties and citizens' groups, an attempt has been made to
formulate an "alternative opinion." A Committee was formed to chalk out a
programme to mobilize public opinion against the nuclearisation of the sub-
continent. It was named the Action Committee Against Arms Race
(ACAAR). In a statement, the participants expressed that all kinds of arms
race be they conventional or nuclear, are immoral as they not only rob the
people of their right to health, education, housing, employment and other
basic needs, but put their and future generations' existence as human beings
in peril. The Committee took stock of the new situation and expressed its
concern about a South Asian nuclear race between two under-developed
countries whose people are these days fighting street battles for drinking
water and electricity, leave alone schools, hospitals, roads, housing and jobs.
Among the signatories were representatives from PNP, PILER, Progressive
Writers Association, Tehrik-e-Ishteklal, Social Democratic Movement,
Pakistan Workers Confederation, Jeaye Sindh Mahaz, Railway Mehnatkash
Unien and Tehrik-e-Niswan. Exerpts of the statement are as follows:
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The nuclear tests carried out by the BJP-led government in India had exposed
the true designs of that fascist, religious fundamentalist party of the upper castes.
The BJP which had polled hardly 30% of the votes cast in the recent Indian general
elections had no mandate from the people of India to indulge in such a criminal
exercise which has taken the India-Pakistan cold war and arms race to a new stage
of nuclearisation of the subcontinent with all its alarming consequences. Similarly, in
the 1997 elections, the paople of Pakistan had not given the Pakistan Muslim League
or Nawaz Sharif any mandate to conduct nuclear tests or make nuclear weapons.

We do not wish to quote figures because they are too frightening to look at.
The worst victims of this war-mongering, arrogant and competitive nationalism
(fraudulently rationalized in the name of "security"} are ordinary people. The social
and economic costs of development, foregone thanks to military posturing, have
already proved onerous. For all the official bluster about pursuing "national greatness,
" India and Pakistan both feature, by all accepted indices, at the bottom of the human
development ladder.

As for Pakistan (which is also applicable to india) an economically stable
Pakistan with strong democratic institutions and without nuclear bombs will be many
times more secure than an economically shattered Pakistan with a few nuclear
weapons in its arsenal but with a population robbed of their basic human rights to a
decent existence. This is a lesson one should have learnt from the fate of the mighty
Soviet Union which collapsed and disappeared, not because it had no nuclear weapons
and delivery systems but in spite of having so many of them. The Soviet economy fell
victim to the armaments race, the nuclear race and crashed under its weight, and
with it went the Soviet State.

The already entrenched international Nuclear Club has already demonstrated
its inability to stop any country from going nuclear. If the countries of this exclusive
club are sincere about every country signing what they call the Comprehensive Test
Ban Treaty (CTBT} and Non-Proliferation Treaty (NPT), they should set an example
by starting to dismantle their own nuclear arsenals first.

in the face of the ongoing jingoistic rhetoric of the nuclear lobbies of the two
countries, followed by the suspension of people's fundamental rights under a state of
emergency in Pakistan, there is an urgent need to take a bold initiative towards
developing a people's peace movement in the subcontinent, and also globally, that
aims at peopie-to-people reconciliation and maximal economic, political and social
progress for all the peoples of South Asia through close regional cooperation. To
promote peace is the most urgent task of all the people of goadwill and liberal outlook.
1t is high time the peoples of South Asia took a bold initiative and forced their
governments to publicly announce the renunciation of nuclear tests and production of
nuclear weapons and missiles.

The response of SAARC leaders other than India and Pakistan was too
cautious and protective. There were statements from spokesperson of
respective governments that "we" are for peace and they (India or Pakistan)
may have genuine security concemns. There was no condemnation. The
SAARC summit meeting scheduled to be held on 11-12 July have been
postponed until the end of July.

Where there is a war cry by the war-mongers, sensible people for peace,

progress and grass-roots democracy also cry for a different world. This has
been formulated in emotion-packed words by poet Sahir Ludhianwi:

78



Ahmad, A Thorny Path

Dear Civilized Peoplg

Be this blood ours or theirs
Humanity is bloodied

Be this war in East or west
A peaceful earth is bloodied.

Whether the bombs fall on homes or borders
The spirit of construction is wounded
Whether it is our fields that burn or theirs
Life is wrecked by starvation.

It matters not that tanks advance or retreat
The womb of the earth becomes barren

Be it a celebration of victory or loss' lament
The living must mourn the corpses.

That is why, o civilized people
It is better that war remains postponed

In your homes, and in ours
It is better that lamps continue to flicker.
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Appendix
Chronology of Events
268 B.C. Murya emperor Ashoka’s accession to the throne who

subsequently established a vast empire that included most
parts of the South Asia region as we know today.

1498 Portuguese sailor Vasco da Gama landed in Calicut in

the west coast of India.

23 June 1757 British East India Company established political

authority in a part of the South Asia Region defeating
the local ruler in the Battle of Plassey.

2 August 1858 The British Parliament passed an Act for the Better

Government of India under which state power in India
was transferred to the British Crown and the colonial
administration placed under the direct control of the
British Parliament and government.
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14-15 August 1947

1948
1966

16 December 1971

1977-80

May 1980

25 November 1980

21-24 April 1981

2-5 November 1981

28-30 March 1983

1-3 August 1983

7-8 December 1985

India was partitioned and Pakistan was created. India
and Pakistan became independent.

Sri Lanka gained independence from Britain.
Maldives gained independence from Britain.

Bangladesh emerged as an independent state from
Pakistan following a bloody war.

President Ziaur Rahman of Bangladesh discussed the
idea with regional leaders.

Zia wrote letters to regional leaders urging institutional
arrangement.

Bangladesh circulates a Working Paper suggesting
among other things a “step by step” strategy culminating
in a summit conference.

Coiombo Meeting of Foreign Secretaries. Wide
differences were noticed among countries, particularly
between India and Pakistan over institutional set-up. It
was agreed that no “bilateral” or “contentious™ issues
would be discussed. Five Study groups with coordinators
were appointed: (1) Agriculture (Bangladesh), (2) Rural
development (Sri Lanka), {3) Telecommunications
(Pakistan), (4) Meteorology {India) and (5) Health and
Population (Nepal).

Kathmandu Meeting of Foreign Secretaries.
Recommendations of Study Groups were endorsed.
Study Groups converted into Working Groups with the
system of a rotating chair. Three additional studies were
initiated: (Transport (Maldives), (Postal Services
(Bhutan) and Scientific and Technical Cooperation
(Pakistan).

Dhaka Meeting of Foreign Secretaries. Integrated
Program of Action was approved.

New Delhi Foreign Ministers’ Conference. South Asian
Regional Cooperation (SARC) declaration was adopted.

Summit meeting at Dhaka. South Asian Association for
Regional Cooperation (SAARC) was formally launched.
The Summit decided in favor of a Council of Ministers

da8§ tariat.
and a Secretaria 81
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16 February 1987

2-4 November 1987

12 August 1988

21 December 1991

10-11 April 1993

February 1994

7 December 1995

12-13 May 1997

52

SAARC Secretariat inaugurated in Kathmandu. The post
of the Secretary General was to rotate every two years
among SAARC members in the Roman alphabetical
order. Accordingly, the first Secretary General was
nominated from Bangladesh.

Third SAARC Summit at Kathmandu. The leaders
forged a regional convention on suppression of terrorism,
agreed to set up a regional food security reserve and
decided to commission a study on the causes and
consequences of natural disasters and the preservation
of the environment. In response to the Afghan application
for membership, the Summit directed the Standing
Committee to draw up the criteria for membership.

The regional food security reserve came into force at the
meeting of Fifth SAARC Council of Ministers in
Kathmandu. Any member country could draw from the
reserve of 220,900 tonnes in case of deficit.

Sixth SAARC Summit in Colombo. Initiative was taken
to establish South Asian Preferential Trading
Arrangement (SAPTA) for increasing intra-regional
trade.

Seventh SAARC Summit in Dhaka. Agreement on
SAPTA was signed by Foreign Ministers to implement
SAPTA by 1997.

SAARC Chamber of Commerce and Industry was
inaugurated in Dhaka. '

SAARC member countries ratified the SAPTA Agree-
ment and it came into force two years ahead of the time
schedule envisaged earlier.

Ninth SAARC Summit in Male. Agreement on full-scale
implementation of SAPTA by year 2001.
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Table 1
Basic Statistics
Country/ Population Area  Density GNP GNP Annual  External
region (million) 900 km perkm® million $ per capita growth  debt as
rate % % of
(1985-94) GNP
Bangladesh [15.6 144 781 26,975 233 2.0 63
Bhutan 0.7 47 15 253 400 44
India 913.6 3,288 278 278,739 310 2.9 34
Nepal 214 141 158 4,174 200 23 56
Pakistan 126.3 796 220 55,565 440 1.3 57
Maldives 0.2 - 820 234 950 1.7
Sri Lanka 18.1 66 114 11,634 640 2.9 68
Total 1,195 4,482 267 377,574 316 42
World 5,601 133,478 42 4,470 0.9
SA as % of
world 21.4 34 7.1
Reference period: 1994

Source: World Development Report 1996

Table 2
Estimates of Population
Cf:g?;;yl fr?xli)l‘llilflgon Annual compound growth rate (%)
1995 2020 | 1960-1970 1970-19801980-1%201990-20002000-20102010-2020
Bangladesh 120.4 1852 |26 28 2.1 272 1.9 L3
Bhutan 1.6 2.9 1.8 2.0 22 1.8 23 2.1
India 935.7 1,327.1) 2.3 2.2 2.1 1.9 1.5 1.1
Maldives 0.3 0.5 2.0 2.2 2.1 2.1 1.8 1.5
Nepal 21.9 37.7 2.0 2.6 2.6 2.6 2.3 1.9
Pakistan 130.7 2619 |28 2.6 3.6 2.9 2.6 22
Sri Lanka 184 24.0 24 1.7 1.5 1.3 1.1 1.0
Total 1,2200 1,839.3
ESCAP 3,507.8 4,709.9] 2.2 2.0 1.8 1.5 20 22
World 5,639.0 7,888.0} 2.0 1.9 1.7 1.5 L4 1.2
SAas %
of ESCAP 35 39
SAas %
of world 22 23

Source: ESCAP
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Table 3
Future Population

Bangladesh 263 24 2010
Bhutan 6 39 2035
India 1,888 22 2010
Maldives 1 44 2035
Nepal 65 335 2030
Pakistan 400 3.6 2030
Sri Lanka 29 1.7 2000
South Asia 2,652 2.4 2035
Asia 6,543 2.1 2050
World 11,473 2.2 2055

Source: World Bank, World Population Projections 1994-95

Table 4
Growth Rate of Population and Labor Force

*Conntry/

Cdeeesdf 199094 19
Bangladesh 118 1.7 ‘ 59 2.7 — .65 .16
India 914 1.8 394 2.1 64 16
Nepal 21 2.5 10 2.5 94 o]
Pakistan 126 2.9 49 3.3 52 19
Sri Lanka 18 1.3 7 2.0 48 21
South Asia 1,220 1.9 525 2.3 64 16
World 5601 1.5 2667 1.7 49 20

Scurce: World Development Report 1996
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Table 5
Comparison of Various Human Development Indicators

Indicator Reference period  Bangladesh  Pakistan India Sri Lanka Nepal
HDI ranking 1996 143 134 135 89 151
% adult literacy 1993 37 36 51 90 26
% enrolment ratio for all levels 1990 32 24 50 68 41
Life expectancy 1993 56 62 61 72 54
Real GDP/capita US$ 1993 1,290 2,160 1,240 3,030 1,000
% population in labor force 1992 49 35 43 40 47
% share of female earned income 1993 23 19 25 33 32
% population, access to health services 1985-95 45 55 85 93
% population with access to sanitation 1990-95 34 33 29 ot 21
% population with access to safe water 1990-95 97 79 81 53 46
% people in absolute poverty
Urban 1990 56 20 38 15 19
Rural 1990 51 3 49 36 43

Source: UNDP, Human Development in Bangladesh, A Pro-Poor Agenda, 1996
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Table 6
Distribution of Income or Consumption

 Percentage share of income:-or consumption © .

" Lowest - Lowest

Cfiem e 20%
Bangladesh 1992 28.3 4.1 9.4 379 237
India 1992 33.8 3.7 8.5 42.6 284
Nepal 1984/85 . 30.1 4.0 9.1 39.5 25.0
Pakistan 1991 31.2 34 8.4 39.7 252
Sri Lanka 1990 30.1 3.8 8.9 39.3 252

Source: World Development Report 1996

Table 7
Sectoral Distribution of GDP

‘Country/ I AR
Cregion " "Distribution of GDP (%) 1994 -

i astry. . '.(Mamifac,'turing) k: tal .

Bangladesh 30 18 10 52 100
India 30 28 18 42 100
Nepal 44 21 9 35 100
Pakistan 23 25 18 50 100
Sri Lanka 24 25 16 51 100
South Asia 29 26 15 43 100

Note: Share of manufacturing has been shown separately as well as within ‘industry’.
Source: World Development Report 1996
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Table 8

Forecast of Growth and Inflation
Country GDP growth Inflation rate

1995 1996  1996-2000 1995 1996 1996-2000

{estimate) (forecast) {estimate) (forecast)
Bangladesh 5.1 6.0 7.0 5.8 4.7 53
India 6.6 6.6 7.0 10.0 7.0 5.6
Nepal 29 6.1 6.0 1.6 8.5
Pakistan 4.4 6.1 6.7 130 10.8 8.9
Sri Lanka 5.5 3.6 5.7 1.7 9.6 9.7
Table 9

Exports and Imports of Merchandise (million US$)

Country/
region Exports Imports GDhP Share of trade in GDP
1980 1994 1980 1994 1980 1994 1980 1994
Bangladesh | 793 2,661 2,600 4,701 12950 26,164 26.20 28.14
India 8,590 25,000 | 14,900  26.846 172321 293,606 13.63 17.66
Nepal 80 363 342 1,176 1946 4,048 21.69 38.02
Pakistan 2,620 7,370 5,350 8.890 23690 52,011 33.64 31.26
Sri Lanka | 1,070 3,210 2,040 4,780 4024 11,712 77.29 68.22
Total 15,133 40,598 |27,212 48,387 216911 389,535 19.52 22,84
World 2003,736 4326,096] 2007,961 4391660 | 10759,322 25223,462 | 37.29 34.56
SAas

% of world

0.76 0.94 1.36 1.10

2.02 1.54

Source: World Development Report 1996
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Table 10

Exports and Imports of Goods as Percentage of GDP

Bangladesh

Bhutan 10.8 22.3 28.6 40.6 41.5 42.5
India 4.7 4.6 7.6 7.8 6.9 8.7
Maldives 21.7 33.1 22.3 79.5 77.0 93.7
Nepal 4.7 5.5 8.8 17.7 18.7 257
Pakistan 9.9 11.6 144 20.2 18.3 1.1
Sri Lanka 23.3 21.0 26.3 38.5 309 37.6
Source: ESCAP
Table 11

Rate of Change of Valnes of Exports
and Imports of Goods (%)

Bangladesh
Bhutan
India
Maldives
Nepal
Pakistan
Sri Lanka

Developing
economics of the
ESCAP region

World

6.8
23
4.5
23.0
20.2
1.2
9.5

3.9

76
41.7
10.6
20.0
6.0
13.3
2.0

13.7
9.3

16.3
0.4
11.8
3.5

9.6
16.1

14.6
6.8

1.7
10.8
0.9
17.8
3.5
24

5.8
9.3
6.2
203
79
4.4
3.8

13.5
9.4

11.0
33
9.9
15.8
15.8
8.8
15.1

i5.0
6.5

Source: ESCAP
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Changing Export Structure

Table 12

Country Share of primary commeodities including fuels in total exports (%)
1980 1985 1990 1993
Bangladesh 28.6 36.7 20.7 14.1
India 39.2 44.1 28.5 25.3
Maldives 89.5 67.3 72.6 83.0
Nepal 63.2 51.2 23.6 15.1
Pakistan 45.1 30.4 209 17.0
Sri Lanka 81.9 72.4 41.6 18.0
Source: ESCAP
Table 13
Inter-Subregional Merchandise
Trade Flow Matrix, 1995, Million US$
From To
South Total
ASEAN SAARC ECO Pacific East Asia- Total
Forum Asia Pacific exports
ASEAN 68470 6847 2431 397 48415 182054 311489
(22.0) (2.2} (0.8) 0.1 (15.5) (58.4) (100)
SAARC 2728 2020 905 5 3945 13218 45739
6.0) (4.4) 2.0 0.0) (8.6) (28.9) (100)
ECO 1703 1241 2525 1 3682 12584 56293
{3.0) (2.2) 4.5) (0.01) (6.5) (22.4) (100)
South Pacific
Forum 218 9 1 12 357 2540 3494
(6.2) (0.3) (0.03) (0.34) {10.2) (2.1 (100)
East Asta 50676 6692 3826 99 163473 305240 559325
9.1y (1.2) 0.7 (0.03) (29.2) (54.9) (100)

Figures in parentheses show percentages

Source: ESCAP
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Table 14
Trends in Intra-regional Trade in SAARC Region
(million US$)
1980 1,264 38,009 3.33
1985 985 43,358 2.27
1950 1,587 65,490 242
1991 1,908 63,435 3.01
1992 2,475 71,159 3.48
1993 2,440 71,852 340
1994 2,818 83,110 3.39
Source: Direction of Trade Statistics, IMF
Table 15
Share of Intra-regional Trade in Total Trade
totalexpnrts S |

1980 4.96 2.48 3.33
1985 3.61 1.57 2.27
1990 3.16 1.90 242
1991 3.57 2.55 3.01
1992 4.03 3.06 348
1993 3.67 3.17 3.40
1994 3.73 3.33 351

Source: Direction of Trade Statistics, IMF
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Table 16
Bangladesh’s Trade with SAARC

Member Countries (%)

Year Bhutan India Maldives  Nepal  Pakistan S.Lanka SAARC World
Exports

1980 1.01 0.37 0.06 7 0.61 9.05 100
1985 2.96 0.51 4.15 0.02 7.65 100
1990 1.32 0.42 1.38 0.48 3.59 100
1994 0.11 0.96 0.37 0.7 0.19 233 100
Imports

1980 245 0.04 1.34 0.18 401 100
1985 23 1.31 031 391 100
1990 0.19 4.65 0.05 1.91 0.22 7.03 100
1994 0.06 9.92 2.67 0.16 12,82 100
Total Trade

1980 2.12 0.09 0.04 2.65 0.28 5.18 100
1985 2.48 0.14 2.08 0.23 4.92 100
1990 0.13 3.0 0.17 1.75 0.3 595 100
1994 0.08 6.74 0.13 1.97 0.11 9.03 100

Source: Direction of Trade Statistics
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Table 17

India’s Trade with SAARC Member Countries (%)

080 | 126 0.04 13 0o 12 364 100
1985 0.57 0.01 079 014 069 221 100
1990 1.67 0.03 022 024 057 273 100
1994 2.11 0.07 038 027 13 412 100
Imports R

1980 0.08 0.14 051 022 095 100
1985 0.04 0.04 100

1990 0.06 006  0.19 0.00 04 100
1994 0.11 0.01 007 02 012 051 100
A S

“Trade

1980 0.51 0.01 05 034 057 193 100
1985 0.2 028  0.05 027 082 100
1990 0.75 0.01 013 021 0.3 14 100
1994 1.08 001 0.04 022 023 069 226 100

Source: Direction of Trade Statistics
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Table 18

Maldive’s Trade with SAARC

Member Countries (%)

Year Bangladesh Bhatan India Nepal Pakistan S.Lanka SAARC World
Exports

1980 21.52 21.52 100
1985 17.23 17.23 100
1990 13.46 13.46 100
1994 25 25 100
Imports

1980 15.92 1 6.47 23.38 100
1985 0.14 0.57 0.43 8.09 9.22 100
1990 2.9 0.72 7.25 10.87 100
1994 3.6 0.45 6.31 10.36 100
Total Trade

1980 11.43 0.71 10.71 22.86 100
1985 0.11 0.42 0.32 10.39 11.24 100
1950 2.1 0.53 8.95 11.58 100
1994 2,96 0.37 9.63 12.96 100

Source: Direction of Trade Statistics
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Table 19
Nepal’s Trade with SAARC Member Countries (%)

1980 142 30.06 5.7 0.16 37.34 100
1985 28.94 1.33 2.95 3321 100
1990 6.48 6.94 100
1954 0.46 4.6 4.6 100
1980 0.23 47.55 0.18 47.97 100
1985 1.96 30.19 0.03 32.18 100
1890 1.77 9.51 022 11.5 100
1954 1.83 16.67 0.67 1817 100

1980
1585
1990
1594

0.5
133
1.35

1.16

43.63
29.78
8.53

12.24

1.42
0.45
0.15

0.42

0.04
0.95

45.58
32.51
10.03

13.82

100
100
100
100

Source: Direction of Trade Statistics
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Pakistan’s Trade with SAARC
Member Countries (%)

Table 20

Year Bangladesh Bhutar India Maldives Nepal  S.Lanka SAARC World
Exports

1980 2.09 27 0.01 0.02 1.48 6.3 1060
1985 2.36 1.37 0.01 1.54 5.29 100
1990 1.84 0.88 0.02 0.02 1.24 3.99 100
1994 1.62 .01 0.63 0.01 0.04 0.95 3.27 100
Imports

1980 1.42 0.07 0.01 0.07 0.75 2.32 100
1985 0.77 0.26 0.03 0.52 1.59 100
19990 0.51 0.62 0.5 1.64 100
1994 0.27 0.01 0.81 0.47 1.56 100
Total 'h‘adﬁ

1980 1.64 0.94 0.01 0.06 0.99 3.63 100
1985 1.28 0.61 0.02 0.84 2.76 100
1990 1.09 0.73 0.01 0.01 0.82 2.65 100
1994 0.88 0.01 0.73 0.01 0.02 0.69 2.34 100

Source: Direction of Trade Statistics
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Table 21
Sri Lanka’s Trade with SAARC
Member Countries (%)

1930 0.38 33 0.12 3.29 7.09 100
1985 1.15 049 041 0.01 2,16 421 100
1990 0.53 106 037 1.69 1.64 100
1994 0.24 087 039 1.14 264 100
1936 [ 015 a7 05 00 14T 685 100
1985 0.01 4.08 1.45 0.24 1.85 7.62 100
1990 0.34 448 023 1.93 6.98 100
1994 0.1 738 026 1.52 9.26 100
“TotalTrade | | N g

1980 0.23 127 o4 ‘7.03' 100
1985 0.47 2.61 1.02 0.15 1.97 6.23 100
1990 0.42 305 029 1.83 5.58 100
1994 0.15 4.8 0.31 1.37 6.63 100

Source: Direction of Trade Statistics
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Member Countries (million US$)

Table 22
Bangladesh’s Trade with SAARC

Year Bhutan India Maldives Nepal Pakistan S.Lanka SAARC World
Exports

1980 8.0 29 0.5 553 4.8 71.5 790.2

1985 29.6 0.1 5.1 41.35 02 76.5 998.8

1990 220 7.0 23.0 18.0 70.0 1672.0

1994 3.0 26.0 10.0 19.0 5.0 63.0 2699.0
Imports

1980 64.0 1.0 34.9 4.7 104.6 2610.6

1985 61.9 353 8.3 105.5 2697.1

1990 7.0 170.0 2.0 70.0 8.0 257.0 3656.0
1994 3.0 486.0 131.0 8.0 628.0 4900.0
Total Trade

1980 720 29 1.5 90.2 9.5 176.1 3400.8

1985 91.5 0.1 5.1 76.8 8.5 182.0 3695.9

1990 7.0 192.0 9.0 93.0 26.0 327.0 5328.0
1994 6.0 512.0 10.0 1500 13.0 691.0 7599.0

Source: Direction of Trade Statistics
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Table 23
India’s Trade with SAARC
Member Countries (million US$)

1980 106.0 3.0 950 2.0 101.0 3070 8441.0

1985 56.0 1.0 78.0 14.0 68.0 217.0 98220
1990 297.0 5.0 400 430 102.0 487.0 17813.0
1994 509.0 18.0 91.0 64.0 313.0 995.0 24150.0

1980 12.0 21.0 760 32.0 141.0 14822.0

1985 7.0 7.0 17600.0

1990 15.0 15.0 45.0 22.0 97.0 23990.0

1594 29.0 3.0 17.0 51.0 30.0 130.0 25529.0
“Totat Trade ,

1980 118.0 3.0 116.0 78.0 133.0 448.0 23263.0

1985 56.0 1.0 78.0 14.0 75.0 224.0 27422.0

1990 312.0 5.0 55.0 88.0 124.0 584.0 41803.0
1994 538.0 3.0 18.0 108.0 1150 343.0 11250 49679.0

Source; Direction of Trade Statistics

98



Ahmad, A Thorny Path

Maldive’s Trade with SAARC
Member Countries (million US$)

Table 24

Year Bangladesh Bhutan India Nepal Pakistan S.Lanka SAARC World
Exports

1980 1.7 1.7 7.9

1985 4.1 4.1 23.8

1950 7.0 7.0 52.0

1994 12.0 12.0 48.0
Imports

1980 32 02 13 4.7 20.1

1985 0.1 0.4 03 5.7 6.5 70.5
1990 4.0 1.0 10.0 15.0 138.0

1994 3.0 1.0 14.0 23.0 2220

Total Trade

1980 32 0.2 3.0 6.4 28.0

1985 0.1 04 03 9.8 10.6 94.3
1990 4.0 1.0 17.0 22,0 190.0

1994 8.0 1.0 26.0 35.0 270.0

Source: Direction of Trade Statistics
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Table 25
Nepal’s Trade with SAARC
Member Couutries (million USS$)

1980 0.9 19.0 36 0.1 23.6 63.2

1985 39.3 1.2 4.0 45.1 135.8
1990 1.0 14.0 15.0 216.0
1994 16.0 16.0 348.0

1980 0.5 104.0 0.4 104.9 218.7

1985 5.6 86.3 0.1 92.0 285.9
1990 8.0 43.0 1.0 52.0 452.0
1994 11.0 100.0 4.0 115.0 600.0

1980 1.4 123.0 4.0 128.5 281.9
1985 5.6 125.6 13 1371 4217
1990 9.0 57.0 1.0 67.0 668.0
1994 11.0 116.0 4.0 131.0 943.0

Source: Direction of Trade Statistics
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Table 26
Pakistan’s Trade with SAARC
Member Countries (million US$)

Year Bangladesh Bhutan India Maldives Nepal S.Lanka SAARC World
Exports

1980 54.7 707 03 0.4 38.8 164.9 2617.9
1985 64.6 375 03 0.1 423 144.8 27384
1990 103.0 490 1.0 1.0 69.0 223.0 5587.0
1994 119.0 1.0 46.0 1.0 3.0 70.0 240.0 7332.0
Imports

1980 759 3.9 0.5 4.0 40.0 124.3 5349.5
1985 45.5 155 0.1 2.0 30.5 93.6 5888.6
1990 38.0 46.0 37.0 121.0 7383.0
1964 24.0 1.0 72.0 1.0 42.0 139.0 8884.0
Tota} Trade

1980 130.6 746 0.8 4.4 78.8 289.2 79674
1985 110.1 53.0 04 21 72.8 238.4 8627.0
1990 141.0 95.0 1.0 1.0 106.0 344.0 12970.0
1994 143.0 2.0 118.0 1.0 40 112.0 379.0 16216.0

Source: Direction of Trade Statistics
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, Table 27
Sri Lanka’s Trade with SAARC
Member Countries (million US$)

1980 4.0 43 1.2 34.2 73.7 103%.1

1985 14.5 6.2 5.2 0.1 273 53.3 1264.9
1990 10.0 200 7.0 320 69.0 1895.0
1894 8.0 29.0 130 ) 38.0 88.0 3332.0

1980 3.0 967 119 0.4 29.9

1985 0.2 4.7 265 4.4 33.8 13%.6 1831.8
1990 90 118.0 6.0 51.0 184.0 2636.0
1994 5.0 374.0 13.0 77.0 469.0 5066.0
Total Trade | oo e IR
1980 7:0 ' — 13.1.0 13.1 4 0.4 64‘.1‘ ‘ 215-.6‘ 3067.8
1985 14.7 806 317 - 4.5 61,1 192.9 3096.7
1990 15.0 138.0 13.0 83.0 253.0 4531.0
1994 13.0 i 403.0 26.0 115.0 557.0 8398.0

Source: Direction of Trade Statistics

Table 28
Bangladesh’s Official Trade
with India (million US$)

Year C : Ei:pnrf o : I_m_pqrt_ R A _B_;.ﬂam:e L

" 1987-88 9.0 88.3 793
1988-89 92 105.4 96.2
1989-90 202 146.5 -126.3
1990-91 | 24.5 1828 -158.3
1991-92 : 7.7 231.8 2241
1992-93 7.6 344.5 3369
1993-94 21.5 416.0 .394.5
1994-95 28.7 ' 690.1 -661.4

Source: Bangladesh Bank
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ARENA's goal is to build and sustain a community of concerned Asian
scholars, intellectuals, and activists that will spearhead a process of
social awakening and thereby contribute to the people's struggle for
a new, just, and more humane social order.




