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Abstract

In the era of the globalising world, there are naw increasing number of multilateral agreementshi
political, economic as well as in the socio-cultiaeena. The South Asian Free Trade Agreement ()T
one such attempt at ensuring the development oStheh Asian sub-region. This agreement was a ctiree
measure after the failure of the erstwhile SouthaAsPreferential Trade Agreement (SAPTA). Has this
agreement ensured the development of this regioma a&gole? Are bilateral ties predominant over such
multilateral attempts? What are the challengesdfdne SAFTA in its smooth functioning? The paperkset®
answer such questions by using a historical petisgeand a explorative method. Apart from examinthg
agreement from various theoretical perspectivés,phper also delineates some of the benefits ¢fT3¥along
with the challenges faced by it. Comparing varicaholarly critics, the paper also compiles somethef
drawbacks of the agreement which is quite usefunfithe policy perspective. In the internationalipzal
realm, where globalisation can no longer be termed ‘new’ development, this paper reveals somthef
complexities in dealing with such trends.

Introduction

Trade is the exchange of goods and services, aathational Trade is the trade between countriesoiding

to the proponents of globalisation, this type afitr leads to a world economy. It is then that #maahd, supply
and the prices impact and in turn is also impadtedjlobal events. Liberals believe that Internaiotrade
allows countries to use their resources (labowhrtelogy, capital) more efficiently, because diéietr countries
are endowed with different natural resources amsgtasand some countries may be able to produceatine
good more efficiently (specialisation), and therefeell it more cheaply than other countries. Rosé countries
that cannot produce the same goods efficientlyy tan obtain it by trading. Thus, internationaldganot only
increases but also allows countries to participatglobal economy, encouraging foreign direct irirent
(FDI). Thus economies can grow more efficiently dmetome competitive economies. Economists further
believe that this has a triggering effect raisimgpioyment levels and growth in the gross domesticipct. One
disadvantage of international trade (as put forth Dependency theorists) is that countries that are
technologically and/or economically far behind otfen-called advanced] countries and lack specititia in
their tradable goods, as is the case with a langeber of developing countries, they are naturalbadvantaged

in international trade with the advanced countriRasgional trade amongst such countries within @rebelps

in substantially reducing or eliminating this digadtage. Such a trade (regional trade) is nornthflyresult of
suitableRegional Trade Agreementsand this instead leads to the development ofdttheregional economy,
leading to an inclusive development of the partitimy countries with a region.

The purpose of Regional Trade Agreements (RTAssgucturing and rationalising industries to preeno
trade on a more efficient basis so as to explatetonomies of scalgthin a region. Regionalism also helps to
protect internal markets by putting a common exktariff. They also promote political cooperaticamd
provide balanced and equitable benefits to coubeonging to small and less developed regions.

The idea of RTAs had come into being in North AmayiLatin America and other regions. When this
happened the region of South Asia appeared todmlgmarginalised in the world economy, as theas as yet
no such trade agreement in this region. This red®auth Asia) included countries of India, Pakistan
Bangladesh, Nepal, Bhutan and the Maldives, andsthie of Afghanistan was later added to the regjon
2007).

In December 1985, the governments of these cosn{e&cept Afghanistan, which joined South Asia
region much later, in 2007) came together to formaasociation called th8outh Asian Association of
Regional Cooperation(SAARC). Its aim was to ensure cooperation thatitdidvelp in promoting economic and
social progress, cultural development, friendshig eooperation within the region. Over the yedrsre was a
realisation that the political conflicts in the i@y were preventing the member states from co-dipera
economically and thus prevented the developmethefegion as a whole. After the Sixth SAARC sumimit
Sri Lanka (1991), an Inter-Governmental Group wetsup to prepare an agreement to establish a Fmidm
Preferential Trade Arrangement (SAPTA). The framdwagreement on SAPTA was approved in 1993 and
implemented in December 1995.
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SAPTA, a preferential trading arrangement, aimpratnoting and sustaining mutual trade and economic
cooperation by exchange of concession within thetliSésia region. Four rounds of trade negotiatiomse
concluded under SAPTA by 2002, where after the SBAgduntries signed the next trade agreement, the
framework agreement on South Asian Free Trade Are2004, and the South Asian Free Trade Agreement
(SAFTA) finally came into effect at the beginninfj2®06.

SAFTA includes far reaching trade and investmdntrklisation measures and a simplification of many
procedures for businesses to remove various impadsrand enable expansion of intra regional trBde.all
along it has been a roller-coaster journey forRlegion and the SAARC countries, as they have hbs@mgtto
iron out differences between them on different fspmnd cooperate for the development of the regioidst
trust, mistrust and differences.

Free Trade versus Protectionism
There are contrasting views about the level of mdrihat must be placed for international trade, tipposing
ends of which are known &see trade andprotectionism.

In free trade there are no restrictions on trade, and tradevalla laissez-faire approach. The demand and
supply operating at a global level ensure efficjeimcproduction and nothing special needs to beedoreither
promote or protect trade, as market forces autaalititake care of that. That is, benefits accrummatically
in free trade, resulting from efficient markets.

Protectionism, in contrast, is based on the belief that regutatibinternational trade is important to ensure
that the market functions properly. It is beliewbdt market inefficiencies might hamper the besedit cross-
country trade, unless suitably guided by laws agré@ments. This ‘protectionism’ can exist in maosnds, but
the common forms are things like controlled tariftpiotas, and subsidies, which attempt to corrket t
inefficiency, if any, in the regional (or global)anket.

Liberalising protectionist regimes

At the end of the Second World War, most of thetB@sian nations due to a significant protectiosesttiment
resorted to an inward oriented economy by mearsnpbrt Substitution Industrialisation (ISI). ISinged to
limit trade, especially intra-regional trade.

While intra-regional trade was not a new concdp, $outh Asian economies nevertheless were neleto t
ideas of regionalism and regionalisation. But theeee several factors which when combined poinbechtds a
poor viability for short-term free trade agreemetg therefore this model actually discouragedetradpecially
intra-region trade, in South Asia. It may be ndfeat most South Asian countries maintained anexybrt bias,
a thrust towards public sector, and a controlledape sector.

A notice at the pre-1990 tariff rates of India, Btdn and Bangladesh are demonstrative of thigast only
post-1990 that the South Asian economies beganmpep. In spite of this, South Asia continues éogbregion
marked by close economies next only to the sotistizges. It was only gradually that these econstégan to
liberalise themselves. The reason was, as theseomies grew and econommmplementarities began to
develop (albeit slowly), the South Asian countreand that SAFTA can offer substantial potential foeir
progress.

Financial Sector Liberalisation
South Asia failed to open its economy and attragtsaubstantial degree of foreign investment. ThédMas are
an exception in this regard, as it has attractédtantial degree of FDI in its tourism sector.

But despite all attempts there has not been enttgdrregion trade in South Asia. As a share in GDP
relative intra-regional trade in South Asia was agsi the lowest in the world, as may be seen fiman t

Tablel below where figures for the year 2004 has beeseptted.
Table 1: Intra-Regional Trade as % GDP (2004)

REGION INTRA-REGIONAL TRADE (AS % OF GDP, IN 2004)
East Asia and Pacific 26.5%
Europe and Central Asia 15.3%
Latin America 6.4%
Sub-Saharan Africa 5.3%
Middle East and North Africa 3.5%
South Asia 0.8%

(Source: The World Bank Report, 2005: 43)

There are many reasons for low intra-regional tiad8outh Asia. First, there has been in the pdsiva
scope of mutual trade as there were less complemiges. However, the most important reason(s)ldok of
intra-regional trade in the region has been pensigirotectionism, long-standing conflicts amongstcountries
of the region, and transportation constraints. Tduk of supply capabilities by the smaller econanias
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opposed to huge import demands) has also beersa@nréar import demands.

These however cannot be the only reason becauselihe been twice the amount of informal trade than
formal ones. However, the level of intra-regioralde is increasing due to the growth in the ecomsrof the
SAARC countries, and interestingly, intra-regiotratle has doubled during the period 2003 to 2006.

Terms of SAPTA

In December 1991, the Sixth Summit held in Colonalpproved the establishment of an Inter-Governmental
Group (IGG) to formulate an agreement to estaldisBAARC Preferential Trading Arrangement (SAPTA) by
1997. Given the consensus within SAARC, the Agregma SAPTA was signed on 11 April 1993 and entered
into force on 7 December 1995, well in advancehefdate stipulated by the Colombo Summit. The Agerda
reflected the desire of the member states to preraotl sustain mutual trade and economic cooperafitim

the SAARC region through the exchange of concession

The basic principles underlying SAPTA are:

a. Overall reciprocity and mutuality of advantagesasao benefit equitably all Contracting Statesingk
into account their respective level of economic anttlistrial development, the pattern of their exédr
trade, and trade and tariff policies and systems;

b. Negotiation of tariff reform step by step, improvadd extended in successive stages through periodic
reviews;

c. Recognition of the special needs of the Least pear Contracting States and agreement on concrete
preferential measures in their favour; and

d. Inclusion of all products, manufactures and comniesliin their raw, semi-processed and processed
forms.

A Positive list approach was followed by SAFTA. Acding to this approach each of the member states

specified which commodity would be traded underlitheral tariffs.

Four rounds of trade negotiations have been coadlusthder SAPTA. At the conclusion of the first rdun
of talks, about 200 articles were covered. After second round the list increased to 1,200. Thoeeased to
2,700 commodities by the end of the third rountgaly, about 5,000 commaodities were resolved byeheé of
the fourth round. Each Round contributed to aneénmntal trend in the product coverage and the deapef
tariff concessions over previous Rounds (SAARC \iteps

How and why did SAPTA fail?

SAPTA appeared to be very ambitious with its oliyecbf increasing trade. Some problems (as enuerat
below) however emerged which proved SAPTA to betially unworkable (Weerakoon, 2001).

First, while countries were generous with their concessithe actual trade coverage of those preferemass
very low.

Second, in many cases the limit of the tariff cuts offergutler the preferential agreement were limited.

Third, many of the goods offered under the concessione wet amongst the import interests of the South
Asian countries, and were thus of no use.

Fourth, many of the countries had still stuck on to thpeatectionist policies.

Fifth (and finally), domestic crises and tense relatiwase amongst the other reasons for the failuRARTA.

WTO rules regarding RTAs
World Trade Organisation has specified certaindsaas for Regional Trade Agreements (RTAs). We rieed
understand its basic principles in order to spewsifiether SAFTA adheres to the WTO standards.

There are three basic claus&sst, the member countries must have substantial amoluitade. The
article must provide for mutual/reciprocal tradencessionsSecond a fixed period of time must be specified
for attaining the given concessioffird , the attainment of trade liberalisation must nlatce barriers towards
third parties, higher than those existing befoeeftirmation of the RTA.

There is also an enabling clause added as a sah @Xxception. The enabling clause authorisessin it
paragraph 2(c) that WTO developing members canrtiémen the MFN (Most Favoured Nation) clause while
concluding treaties between themselves, or atiamafor global level containing mutual concessiondower
or zero tariffs, and non-tariff barriers subject¥@ O guidelines.

The enabling clause is only an option for develgmiauntries.

Rise of the Concept of SAFTA
SAFTA was first initiated and adopted by the SAAR@mber states in January 2004. The key areasifif tar
liberalisation were discussed on schedule by Jgr2@06. It was meant that SAFTA would be implemdrityg
July 2006. This was agreed to in the Islamabadadaiidn.

A negative list approach was adopted this time. pher arrangement of the positive list had proved
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time consuming and impractical. The negative liell ¢he sensitive list approach would make the fdatian
easier.

According to the schedule, the agreement would Uiy implemented amongst the non-LDC (Least
Developed Countries) member states by 2013 anthéot DC member states by 2016. The LDC membersstate
were given a greater time to reduce tariff barrigrse non-LDC member states were given a periddofyears
to reduce the tariff barriers to 20 percent andlaofour years to reduce the tariffs to the raofy@-5 percent.
The LDC member states were given a time of thregsyto reduce their tariffs down to 30 percent andther
eight years to reduce them further to 0-5 percent.

As we may thus observe, the WTO clause of givifiged time period to liberalise tariffs was wellreted
to. Moreover, the enabling clause regarding theilfiity for Less Developed Countries was also givdue
consideration.

A Dispute Settlement Mechanism was also laid irc@laAny of the member countries could bring their
economic disputes to the forum. The forum wouldlesé¢he dispute and give its judgment latest by 839s.
The concerned party (or parties) would have to eelteethe judgment latest by 90 days.

Goals of SAFTA

If we see theoretically, the lines on which SAFTAsabuilt is based on the idea of profits gainedr®ans of
complex interdependence. The idea of complex interdependence is a neadibeonception, first put forth by
Keohane and Nye.

There is an inherent belief in the neo-liberal @pion, that states and their fortunes are ineadbtic tied
together. Their idea was to show how internatiopalitics is transformed by means of interdependence
According to the theorists, in today’s scenario,tlzs transactions are increasing, military depeciésnare
reducing but still remain important (Keohane andeN$997). The theorists also differentiated betwieder-
dependence and dependence to show the role plgygoer in international politics.

Secondly, with the advent of SAFTA, there is a puobty of working upon theconfidence building
measures. Greater economic co-operation would lead to tegsEnacy of the military policy as a tool (as
contended by Keohane and Nye). There are chanaeshil existing political conflicts would take acksseat
given the economic interdependence of the counthieshe case of South Asia, India has had cosfligith
many of the South Asian countries, mainly PakisEme creation of SAFTA intended to lighten the diots
given the greater number of transactions.

Myth of free trade — presence of the sensitive list

It was, however, understood that some items shoailexcluded from increased competition, even froenltess
Developed Countries. Such items were placed urfteBdnsitive List of items. Initially it was decided that
under the Tariff Liberalisation Programme, a libexpproach would be adopted and the sensitiveviigtld be
limited to 10 percent of the tariff lines. The firecision, however, was to retain a sensitivedis20 percent of
the tariff lines for the non-LDC member states, aniist of similar approximation for the LDC memlstates
(Weerakoon and Thennakoon, 2006).

Under such circumstance, the trade coverage ofsitantder sensitive list may be fairly high. Unlike
ASEAN Free Trade Agreement, there is no provisioiSAFTA to bring down the list of items coveredthe
sensitive list. The only provision provided by SAXTE a ‘review’ of the sensitive list every fourams ‘with the
view of reducing the list’. In fact, the existingldieral FTAs have much lower limits of sensitiistd than
SAFTA.

SAFTA had begun with a limited approach to libesialg trade than had been anticipated. This carebe s
by the fact that 53 percent of the import trade agst the South Asian countries by value in 2004 been
excluded from the SAFTA liberalisations.

In spite of the large negative list, Pakistan haslugled only 17 percent of its import from SAARC
countries from the tariff liberalisation process.dontrast, India and Sri Lanka have restrictedual38% and
52% of their total imports from SAARC countries imgans of the sensitive list. The LDC states hastricted
about 65-75 percent of their imports.

The imbalances in the trade of SAFTA are very cl@alarge proportion of the items in the export li§
the SAARC countries, fall in the negative list dher SAARC countries. Pakistan, for instance, mayeh
restricted only 17 percent of imports, but 34% tefa@xports fall into the negative lists of IndiadaRakistan.
Same goes for the export list of India and Sri laankhe LDC member states of SAFTA have receivetebet
treatment in this regard. The percentage of expade restricted by negative lists of other SAFTAmbers is
substantially lower than in the case of other n@CLmember states.

Case of India and Pakistan
One of the brighter sides of SAFTA is to see tingid and Pakistan have been quite liberal towaadh ether.



International Journal of African and Asian Studies www.iiste.org
ISSN 2409-6938 An International Peer-reviewaardal ii-l_,i,l
Vol.40, 2017 NS'E

Only 14.5 percent of Pakistan’s current importsnfrindia are subject to its negative list, while tinelian
negative list excludes a similar share of 16.4 @atrof Pakistan’s exports to India.

Converting Kashmir Valley into a Free Trade Ecormatne has proved to be a bridge between the two
countries rather than a ‘bone of contention’. kree that New Delhi and Islamabad have gone a $bsprcin
this regard as a means of confidence building nreas(TNNThe Times of India, 7 April 2007).

Impediments to the success of SAFTA
One of the primary impediments to the successfagmss of SAFTA is the set of nuclear tests peréarnim
India in 1998.

A time period of ten years has been stipulated B¥fTA to get down the tariffs. Given the level of
conflicts within the region, this time period iottong to ensure the practicability of agreememm@ared to all
other Free Trade Agreements, the one provided ByT®As the longest and thus the most impractical.

SAFTA has had a very narrow coverage. Differentntoes have put a wide range of commodities under
the purview of negative or sensitive list. Arourl® percent of India’s exports are subject to #esiive list.
The proportions of other countries include 22 petrder Bangladesh, 57.6 percent for Maldives, 4@edcent
for Nepal, 34 percent for Pakistan and 47 peroenSfi Lanka. This does not support the proposatdgional
integration, of course.

Non-tariff barriers and para-tariff measures hagerbset up by most of the SAARC states. Theseebarri
nullify the effect of Tariff Liberation Programm@&hough it has been stated that these barriers wbald
subsequently removed, no time frame has been smbddad there been a time frame, of say 3 yeas® othen
it would have induced immediate action on the pdrthe SAARC states (The United States Agency for
International Development, 2005).

SAFTA has a Dispute Settlement Mechanism (DSM),ibdbes not follow the best practices. It is time
bound, but the time period specified is so long thay lengthen the execution of any decision ang eeen
render any practical decision ineffective. Therengirocess in SAFTA can take up 330 days as compgar290
days taken up by ASEAN and 310 days taken up by NWAH he time period for compliance in SAFTA is 90
days, while for NAFTA and ASEAN is 30 days. Thisluees the effectiveness of DSM as a speedy method t
redress economic disputes.

Trade facilitation in the SAARC countries does notpliment tariff liberalisation. The transits arery
slow. There is no Single Window for SAARC tradifidie delay in transit often leads to perishable gdmeing
reduced in quality on the way. Moreover, all thesantries have different standards of health, emrent and
safety rules. This prevents the chances of a commarket within the region. There are also differstaindards
for testing, import inspections, product certifioatand systems certification.

A major drawback as regards the success of SAFT&tha low supply capabilities of the LDCs. Many of
the countries lacked capital. The measures in SAELe not ample to induce greater investmentsar_ibCs.
Investments would have strengthened their suppbaloidities and thus promoted intra-regional traéiiter the
India-Sri Lanka FTA, Indian investments in Sri Laniacreased and thus facilitated India-Sri Lanlalédr If
such measures would have been in the SAFTA prassio would have surely increased intra-regioradé.

Another concern is whether the bilateral trade egpents between various SAARC countries would
undermine the importance of SAFTA. The coexisteoicéhese bilateral trade agreements along with SAFT
raises the issue as to whether the former shoulehdmeporated within the latter or not. In caseao€onflict
between the two, which one is to be accepted? Nejwal FTA there is no negative list, which wouldlpably
not be accepted by any of the other SAARC members.

If bilateral agreements and SAFTA coexist, therréhgould be the problem of what the economists call
the ‘spaghetti bowl!’ of overlapping trade agreermemitich can cause a lot of confusions.

The rise of BIMSTEC which involves five of the SABRountries, may also pose a problem in the neardu

Does SAFTA have a potential of an Economic Union?

There is tremendous scope for the liberalisatiothefservice sector amongst the SAARC countries. Néw
Delhi Summit in 2007 stressed on the liberalisatiotrade for the services and called for the fs&tlon of an
Agreement for the Service sector in the near future

Analysis in terms of schools of thought
Realist contention
The economic-realists believe that all nation-statee self-interested and opportunists. They fuitledieve that
all associations and agreements can be viewedergests defined in terms of ‘power’. It is in thisntext that
SAFTA has often been viewed (Jones, 1992).

India is geographically and economically the mastverful country in this region. There is thus a ddt
suspicion regarding the hegemonic role played lgyalin the region. Given that India is the mostaleped
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country in the region, other countries in SouthaAaie skeptical that their markets might be floobgdndian
goods.

The economic realists do not accept the fact thmtagreement can be equally beneficial to all thenties
in the region.

Marxist view
The Marxists are against the concept of free masket free trade. They believe in the success dafedo
economies where the working class is protected ftmrcompetition and exploitation of the free marke

For agreements like SAFTA, the Marxists believe ihat all there are any benefits reaped by mezns
comparative advantages and low cost of producttompuld be reaped only by the capitalist classic8ithe
labour availability is high in the South Asian ctrigs, the market forces of demand and supply waquiti
down their wages. They will always continue to beler-paid. The cycle of poverty would continue, dine
poor would always remain poor.

Marxist scholars further argue that while FDI wouldiuce investment and new firms, the traditional
industries have chances of being competed outeofrthrket. This would add to the problem of joblessnin
the South Asian regions. Only big businessmen ariinas the middle class would reap the benefitsrofs-
border free trade.

Conclusion

We may thus conclude that SAFTA was a fine atteloypthe South Asian countries to establish a Fresldr
Area. It was a more practical arrangement as cosdptr the previous attempts of SAARC and SAPTA. The
shift from the positive list approach to the negatlist was a pragmatic one. The setting up of apbte
Settlement Mechanism also was a good developmeé&irtgtanto account the fact that there are a nundfer
political clashes which impinge upon the econoricsade.

The project of SAFTA, is however slow in progreBke lethargy in progress is mainly due to the $tmad
drawbacks of the agreement itself which has a tepholes. Moreover the time provided for implemegtihe
agreement is too long. This puts a question os¢hi@usness of the project.

There is a lot of suspicion in the air regarding tlegemonic role played by India, economically ehre
most powerful country in the region. While Indiagsite satisfied with the project, other countrége worried
that their markets may be soon flooded by Indiardpcts. There are other scholars who are skeptgalrding
the very idea of free trade and its implicationtio@ marginalised sections of the society.

If we consider the success of SAFTA vis-a-vis otfere Trade Agreements, the performance of SAFTA is
quite poor indeed. Locating the data of intra-regidrade and benefits reaped from FTAs, SAFTA shquite
slow progress mostly because of the larger timmdralack of complementarities of trade, less piows for
revisions and many other reasons. Intra-regioaaletin South Asia is amongst the lowest as comparether
regions.

There is however a lot of scope, especially if onasiders the idea of free trade in the servicéosec
Proposals regarding this had been accepted in@Aeummit of SAARC held in Bhutan. Facilitating trad
means of common standards is also a means of iimgrahe efficiency of SAFTA. Lack of continuous
revisions was also an issue which is in the wagrofjress. While the time period of revisions offtathas not
been specified in the SAFTA charter, yet the nexnd of revisions is said to be held in November220

After the successful experience of NAFTA and ASERNA, SAFTA is thus underway to a successful
integration.
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