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Abstract 
The study focuses on India‘s role in economic cooperation 

in South Asia. It explores:  what role India has played in 

conclusion of different trading arrangements in the region; 

and how far India has dispelled the economic concerns of 

smaller regional countries (SRCs). India played leading role 

in conclusion of SAPTA and SAFTA as well as bilateral 

trade arrangements with Bhutan, Bangladesh, Maldives, 

Nepal and Sri Lanka. The agreements with Nepal and Sri 

Lanka encountered difficulties after showing initial 

successes. SRCs including Bangladesh and Pakistan face 

obstacles in enhancing their exports to India. New Delhi has 

so far not taken enough measures to address the concerns of 

the SRCs. The prevailing tariffs, non-tariff and para-tariff 

barriers impede access to Indian market for regional 

products. The resultant widening trade imbalances strain 

relations between India and SRCs and also impede the 

development of overall regional cooperation process in 

South Asia.   
 

Key Words:  Agreement, Barriers, India, Liberalization, Pakistan, 

Regional, South Asia, Trade.  

 

Introduction 

 
rade liberalization has been a controversial discourse in South Asia. 

Scholars, economic experts and leaders of South Asian states have 

generally remained divided on the issue. The academia, business 

community and ruling elites of the smaller regional countries (SRCs), 

except Sri Lanka, have mostly opposed the idea of trade liberalization 

whereas others, mostly from India, have been its strong advocates. One 

                                                 

 The author works as an Assistant Professor at the Department of Politics & 

International Relations, International Islamic University, Islamabad. 

T 

IPRI Journal XV, no. 2 (Summer 2015): 70-94 



Manzoor Ahmad         71 

 
reason for these contrary views is the Indian economy‘s size which while it 

frightens the SRCs with New Delhi‘s economic domination gives India the 

confidence to stress for market integration in South Asia.   

New Delhi proposed trade liberalization under the framework of 

South Asian Association for Regional Cooperation (SAARC) when its own 

market was closed to foreign goods. India suggested it as early as 1981 in 

the first preparatory meeting of the foreign secretaries of South Asian 

countries, held in Colombo.
1
 But the idea could not get the support of other 

states.  

The SRCs opposed trade liberalization on account of their continuing 

bilateral disputes with an economy as large as India‘s which they fear for its 

domination under the huge trade imbalances and India‘s practice of giving 

subsidies to its business class. Moreover, they have also found it hard to get 

access for their products to Indian market due to the prevailing tariffs, non-

tarrif barriers (NTBs) and para-tariff barriers (PTBs) as well as New Delhi‘s 

past policies of import substitution industrialization (ISI) and self-reliance.
2
  

Nevertheless, South Asian states have concluded a number of bilateral free 

trade agreements (FTAs) and regional trade arrangements (RTAs) since the 

1990s. India‘s role in the conclusion of these agreements and in dispelling 

economic fears and concerns of the SRCs is worth exploring which this 

paper undertakes to find the state and prospects of market integration in 

South Asia. 

The paper is divided into four sections. The first section provides a 

brief overview of the regional trade profile of South Asian states. The 

second section describes the trade liberalization process with particular 

reference to India‘s role in taking initiatives to conclude regional, sub-

regional and bilateral trade arrangements. The third section discusses the 

economic concerns of the SRCs in respect of the prevailing barriers their 

exports encounter in the Indian market and New Delhi‘s response to them. 

It also touches upon some of New Delhi‘s policies and decisions that 

undermine the growth of SRCs‘ exports to India as well as the trade 

liberalization process in South Asia. The fourth section concludes the paper.  

                                                 
1
 SAARC Secretariat, From SARC to SAARC: Milestones in the Evolution of 

Regional Cooperation in South Asia (1980–88), vol. I, (Katmandu, SAARC 

Secretariat, 1988), 1.  
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Regional Trade Profile of South Asian States 

The share of South Asian regional trade in global trade was about 18 per 

cent in 1948.
3
 Later on, it shrank to and remained at around 4 per cent. No 

significant changes have been observed in this trade pattern even after the 

creation of the South Asian Association of Regional Countries (SAARC). 

When it was launched in 1985, regional trade had a very small share in total 

world trade, i.e. just 5 per cent which shrank to 2.42 per cent in 1990. 

However from that low it resurged to its peak 6 per cent in 2004
4
  declining 

to 4 per cent by 2010. This decline, however, is more a consequence of 

increased trade of South Asian states with the rest of the world than the 

result of any decrease in trade among regional countries.
5
  

The share of regional trade in total trade of SAARC members varied 

significantly. For instance, it stood at 50 per cent in case of Nepal and 17 

per cent each in case of Maldives and Sri Lanka. In respect of Bangladesh, 

Pakistan and India this figure remained 11, 6, and 3 per cent, respectively. 

Nepal relies heavily on India for its foreign trade – 35 per cent of its 

imports come from and 44 per cent of its exports go to India. There is also a 

large volume of unofficial or illegal trade among SAARC states – 30 per 

cent of Indo–Sri Lankan trade, 103 per cent of Indo–Nepal trade, and 138 

per cent of Indo–Bangladesh trade is informal
6
 which shows the vast 

potential regional trade has in South Asia. The SAARC Chamber of 

Commerce and Industries (SCCI) in its 2011 session in Sri Lanka noted that 

                                                 
3
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DC: The World Bank, 2010), 54.  
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Trading Arrangements,‖ South Asian Journal, 11 (Jan. – Mar., 2006), 43.  
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6
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there was an annual regional trade potential of US$ 65 billion in South Asia 

which could not be realized mainly due to lack of interconnectivity.
7
  

There are several economic factors that have impeded growth of 

regional trade in South Asia. SAARC members do not have complementary 

economies, they are rather competitive. Only India‘s economy is diverse 

because of its size. The exports of SRCs are ―highly concentrated‖ mainly 

comprising primary goods and labour-intensive products. Textiles constitute 

the major part of their exports while they mainly import capital-intensive 

goods and petroleum products. Regional states pursued policies of self-

sufficiency and import substitution industrialization (ISI) till late 1980s to 

develop local industries which resulted in inefficiency, corruption, rent 

seeking and growth of illegal trade among regional states.
8
 Trade barriers 

also paved the way for illegal trade in South Asia. There are different 

estimates of prevailing illegal trade in the region, more specifically between 

India and the SRCs. In 2004, it was estimated to be US$ 3 billion as 

compared to formal trade worth US$ 1641 million.
9
 As reported, the 

volume of official and non-official trade between India and Bangladesh was 

approximately the same, while informal trade equaled about one-third of 

formal trade between India and Sri Lanka, and it was more than ten times of 

the estimated US$2 billion worth official trade between India and 

Pakistan.
10

   

The growth of regional trade was also impeded by several tariff 

barriers, NTBs and PTBs, including discriminatory treatment by members 

against each other‘s products; lack of information, sustained dialogue and 

adequate transport facilities; travel and tourism barriers; poor banking 

relations; lack of finance and credit; complex and lengthy procedures; trade 

imbalances, absence of exportable surplus, high cost of production, threat of 

India‘s dominance, lack of credibility in regional capabilities, lack of 

                                                 
7
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Working Paper, WP/12/56. International Monetary Fund, 2012, 15. 
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quality control and skilled manpower constraints, etc.
11

 Meanwhile, the cost 

of cross-border trade has also been very high in South Asia. For instance, 

trucks have to wait for about 4–5 days to cross a main border point 

(Petrapole–Benapole) between Bangladesh and India. Some 200 signatures 

are required in Nepal for trade with India and 140 signatures in India to 

trade with Nepal.
12

 Removal of these trade barriers and regularization of 

illegal trade across the borders can help all SAARC members, particularly 

the SRCs in generating the much needed revenues as well as providing 

goods to consumers at much lower prices.  

 

Trade Liberalization in South Asia: SAPTA and SAFTA 

The SAARC members moved towards trade liberalization with the signing 

of the South Asian Preferential Trade Arrangement (SAPTA) in 1993 which 

became effective in 1995. Under SAPTA, they had completed four rounds 

of negotiations on tariff reductions by 2004 which covered 5000 items.
13

  

SAPTA could not significantly increase regional trade because it covered 

only a small fraction of the total goods traded by SAARC members. World 

Bank report 2004 estimated that SAPTA covered only 8.4 per cent of tariff 

lines for the goods imported from non-LDCs and 6.2 per cent from LDCs.
14

  

Meanwhile, SAARC members started negotiations to conclude a South 

Asian Free Trade Arrangement (SAFTA) by 2001. But the tension between 

India and Pakistan after nuclear detonations in 1998, the Kargil war, change 

of government in Pakistan in 1999 and a terrorist attack on Indian 

parliament in 2001 delayed the process and they could sign SAFTA only in 

2004 amid various doubts about its success.
15

  

SAFTA adopted a different approach to boost regional trade. Instead 

of the positive list that was adopted in SAPTA, it provided for a negative 

list approach. It meant that members would phase out tariffs on all imports 

from their partners except those put under the negative list. Under the 

                                                 
11
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Kelegama, and Ghani, eds. Promoting Economic Cooperation, 74.  
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agreement, it was provided that non-LDCs members would cut tariffs to 20 

per cent within the first two years and then to 0–5 per cent range within the 

next five years. LDCs members would cut import tariffs to 30 per cent in 

the first two years and then 0–5 per cent in the next eight years period.
16

 Sri 

Lanka and India maintained relatively larger negative lists as compared to 

Pakistan‘s liberal policy towards LDCs. Pakistan included only 17 per cent 

of its imports in its negative list compared to India and Sri Lanka‘s 38.4 per 

cent and 51.7 per cent respectively. However, Pakistan had ―the largest 

number of items in the sensitive list of non-LDC members.‖ It also decided 

to maintain a positive list approach in its trade with India. This decision on 

the part of Pakistan caused some disputation with regard to implementation 

of SAFTA which otherwise progressed as per timeframe given in the 

agreement. Later on, India unilaterally cut short its negative list by 

eliminating another 264 items being imported from LDCs even before the 

scheduled four-year period specified for revision of sensitive list.
17

 

SAFTA was criticized on various grounds, such as Rules of Origin 

(ROOs), and exclusion of trade in services and investment. The critics 

observed that SAFTA did not require any ―explicit commitment‖ from its 

members to address NTBs which continued to impede free trade in South 

Asia. It included only an understanding on the part of members to continue 

negotiations on NTBs. There were two types of NTBs: those that were 

needed to be eliminated; and those to be harmonized. The former included 

quotas, customs surcharges, monopolistic measures such as state controlled 

agencies‘ exclusive import rights, etc. The latter included ―measures 

relating to technical standards, plant and animal health, and environmental 

protection and safety,‖ etc.
18

  

 

Bilateral, Sub-regional and Alternative Regional Trading Arrangements 

India played a crucial role in concluding bilateral FTAs and alternative 

RTAs. The SAARC members had already taken initiatives for trade 

liberalization with the signing of SAPTA in 1993 and charting out a road 

map to move towards SAFTA in 1996. As such, there was no apparent 

rationale for signing the bilateral FTAs in South Asia. But New Delhi was 

not satisfied with the pace and scope of trade liberalization under SAPTA 
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which covered limited products of India‘s interest. The progress on SAPTA 

was slow while the future of SAFTA was uncertain. The process had come 

to a deadlock due to changing geo-political situation in South Asia in 1998–

99. It prompted New Delhi to look at ―bilateralism with greater interest.‖
19

  

India initiated several bilateral, sub-regional and alternative regional 

initiatives. It concluded some trade agreements with all SRCs except 

Pakistan. These included: a trade agreement with Maldives in 1981; FTA 

with Nepal in 1991 (renewed in 1996, renegotiated in 2002, and again 

renewed in 2007 and 2009); FTA with Bhutan in 1995 (renegotiated in 

2006); FTA with Sri Lanka in 1998 (also initiated talks on Comprehensive 

Economic Partnership Agreement (CEPA) in 2004), and a trade agreement 

with Bangladesh in 2006 in addition to discussing an FTA which could not 

materialize.
20

 In its bid to pace up trade liberalization in the region, India 

also joined the initiative to form sub-regional groupings such as South 

Asian Growth Quadrangle (SAGQ) and the Kunming Initiative, both 

comprising Bangladesh, Nepal, Bhutan, and parts of India. The latter also 

included the Yunan province of China, and northern Myanmar.
21

 India also 

strived to form another sub-regional grouping that would include the 

Maldives, Sri Lanka and South India.
22

 Opposition parties in Nepal and 

Bangladesh had criticized their governments on their decision to join the 

sub-regional groupings, which they believed were part of a conspiracy to 

undermine SAFTA and ―sideline SAARC.‖
23

  

In 1997, India strived to broaden its agenda of cooperation outside 

South Asia and took initiatives for alternative RTAs. It actively pursued 

formation of Indian Ocean Rim–Association for Regional Cooperation 

(IOR–ARC) and the Bay of Bengal Initiative for Multi-Sectoral Technical 

                                                 
19
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and Economic Cooperation (BIMSTEC)

24
 That also included a free trade 

agreement (BIMSTEC-FTA). India, Bangladesh and Sri Lanka, are also 

members of the Asia Pacific Trade Agreement (APTA) whose members 

were also negotiating an FTA. Meanwhile, India also signed bilateral FTAs 

with ASEAN, Korea and Singapore.
25

   

In fact, SAFTA was signed when members were already lowering 

tariffs either under bilateral FTAs or IMF/World Bank reform programmes. 

Particularly, in the presence of India‘s bilateral FTAs with other regional 

states, SAFTA looked like an agreement between India and Pakistan. In 

combination, various FTAs and alternative RTAs were ―paving the way for 

an eventual approximation to free trade in the region.‖
26

 Nonetheless, this 

overlapping network of different trade agreements, which included India 

and the SRCs besides some extra-regional states, could boost regional trade 

quite significantly.  

 

India’s Behaviour Towards Removal of Trade Barriers  

The trade liberalization process in South Asia apparently has had positive 

effects in the region as it has helped increase regional trade. For instance, 

Indian exports to SRCs increased manifold during 2002 to 2006, as these 

went up more than two times to Maldives, three times to Bangladesh and in 

case of Nepal and Sri Lanka even higher. Similarly, Indian imports from 

these states also increased significantly.
27

 The process continued throughout 

the coming years but this increased trade among SAARC members could 

not bring any significant change or increase in the share of regional trade to 

their overall trade. It never went beyond 6 per cent and varied significantly 

for different states. In 2007, India‘s regional trade accounted for only 2.7 

per cent of its overall trade which was the lowest among all SAARC 

members. It stood at 6.6 per cent for Pakistan, 9.4 per cent for Bangladesh, 

                                                 
24

 Sumit Ganguly, ―India in 1997: Another Year of Turmoil,‖ Asian Survey, 38:2 

(Feb., 1998), 129; Bhabani Sen Gupta, ―India in the Twenty-First Century,‖ 

International Affairs, 73: 2 (Apr., 1997), 307–9; Sujata Jhamb, ―India‘s Regional 

Trading Arrangements,‖ South Asian Journal, 11 (Jan. – Mar., 2006), 44–6. 
25

 Harun, ―Regional Cooperation in South Asia,‖ 286; Weerakoon, ―SAFTA: 
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26

 Weerakoon, ―SAFTA: Current Status and Prospects,‖ 80–4.  
27
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12.2 per cent for Maldives, 18.9 per cent for Sri Lanka and highest 60.5 

percent for Nepal.
28

  

The process of trade liberalization in South Asia faced several 

challenges particularly due to India‘s protectionist policies. The SRCs 

continued to face barriers against their exports to India and in efforts to 

correct their trade imbalances which further widened due to trade expansion 

in South Asia. New Delhi continued to pressurize the SRCs for further trade 

liberalization including areas of services and investment opportunities etc. 

But it hardly took the demands of smaller states seriously to remove the 

various barriers impeding their access into the Indian market. This 

behaviour on the part of New Delhi undermined the process of trade 

liberalization and economic integration in South Asia. The Indian attitude 

towards economic concerns of the smaller states is dealt with in detail in the 

following pages.   

 

Bangladesh  

Surrounded by India on three sides, Bangladesh may be called an India-

locked country heavily reliant on New Delhi for its land merchandize. 

Dhaka had strived to build close economic ties with India soon after it came 

into being in 1971 but their trade relations have seen many ups and downs. 

Since the early 1990s, both states strived to promote bilateral trade. In 2006, 

they signed a trade agreement and also discussed an FTA but progress on 

that got stuck due to differences on several issues.
29

  

Expert opinion in Dhaka blames India for not fulfilling its obligations 

under the bilateral agreements and accuse it of ―trade terrorism.‖
30

 During 

the period from 1991 to 1996 Indo-Bangladesh formal trade increased five 

times with major increase in Indian exports to Bangladesh which reached a 

total of US $1.1 billion. If smuggled Indian goods were included, this figure 

could go up over US $2 billion per year. It had increased Dhaka‘s economic 

dependence on India in several respects. Its enhanced imports were not 

                                                 
28

 Rajeev Jain and J. B. Singh, Trade Pattern in SAARC Countries: Emerging 

Trends and Issues. Reserve Bank of India Occasional Papers, 2009 Winter, 30 

(3), 82–3, http://www.rbi.org.in/scripts/bs_viewcontent.aspx?Id=2255  
29

 ―India-Bangla FTA can increase bilateral trade by over 100%,‖  Economic Times, 

December 17, 2012, http://articles.economictimes.indiatimes.com/2012-12-
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30
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matched by its exports to India. Rather, they dropped from 16.6 per cent in 

1986 to 6.6 percent in 1996. In the same period, their trade gap widened 

from Tk.1.5 billion to Tk.42 billion.
31

 In order to minimize its trade deficit, 

Dhaka had been asking India since the early 1990s to unilaterally remove 

the barriers to its exports, and to place Bangladesh at par with Bhutan and 

Nepal in the matter of access to the Indian market. Dhaka was not in a 

position to reciprocate due to its small economic base and its huge trade 

deficit with India whose products – both legally and illegally – already 

dominated the Bangladeshi market India remained adamant.
32

  

Dhaka continued to face India‘s high tariffs, NTBs and PTBs. For 

instance, during fiscal 2000-01 its exports to India stood at $62 million 

against imports worth $1.2 billion.
33

 In 2006, Dhaka imported products 

worth $2231 million against its exports of $147 million
34

—a 15 fold 

disproportion. Economic experts described it as India‘s failure ―to honour 

its commitment‖ to give zero tariff facility to selected Bangladeshi 

products. The officials and businessmen in Bangladesh were also concerned 

about smuggling from India. Dhaka believed that India would not budge 

until it got ―something in exchange.‖ Indian concessions could have helped 

decrease the trade imbalance and removed the ―strong resentment‖ against 

India in Bangladesh. But India was apathetic to the economic problems of 

Bangladesh as could be seen when it imposed anti-dumping laws on 

imports of automobile batteries from Bangladesh.
35

 Bangladesh had 

exported automobile batteries and parts worth $0.38 million in 1999–2000. 

But Indian battery manufacturers had their government impose anti-

dumping laws against this small import item of   Bangladesh. New Delhi 

also refused to allow a Bangladeshi cargo handling firm to open its service 

in India by distorting the relevant law.
36

 Despite the huge trade deficit 

Dhaka continued to faced several PTBs and NTBs against its exports to 

India. Dhaka complained of discrimination as New Delhi had given 

unilateral duty-free access to goods produced in Bhutan and Nepal but 

Bangladesh which could provide several agro-processed items to 

                                                 
31
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32

 Ibid, 18.  
33
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34
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35

 Zahid, 2002.  
36
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northeastern Indian states adjacent to it was being blocked by imposition of 

a surcharge and additional customs duty on these items by India. Moreover, 

several NTBs also denied Bangladeshi exports an access to these states.
37

 

Bangladesh was so perturbed on its trade imbalance with India that it 

refused participation in Myanmar-Bangladesh-India gas pipeline project, 

until India took certain remedial measures.
38

  

The bilateral relations between India and Bangladesh have 

considerably improved since Hasina Wajed came into power in 2009. 

However, trade ties between the two countries are still a matter of concern 

in Dhaka. New Delhi has accepted Dhaka‘s old demand and granted 

Bangladeshi products duty–free and quota–free access to Indian market but 

the prevailing NTBs pose a major hindrance to them. Resultantly, Dhaka 

has not been able to significantly increase its exports to India and reduce the 

trade imbalance between the two states. According to a recent report, 

Bangladesh currently faces an annual deficit of $5 billion in its trade with 

New Delhi as its imports from India stand at $5.5 billion against its exports 

of around $450 million.
39

 In fiscal 2013–4, Bangladeshi exports to India 

dropped by 19 per cent from the previous fiscal level. This decline has been 

attributed to the present NTBs and the depreciation of Indian currency 

against the Bengali Taka.
40

 The NTBs affect 49 out of 50 products of 

Bangladesh. Dhaka has urged India to cut NTBs and PTBs to help bridge 

trade imbalance and remove a major cause of friction in their bilateral 

relations.
41
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Nepal 

Nepal is another India-locked country which depends almost entirely on the 

big neighbour for trade and transit facilities. These issues are the main 

irritants in their bilateral relations. India signed a bilateral FTA with Nepal 

in 1991 and subsequently renewed/revised it in 1996. Later on, India forced 

Kathmandu to renegotiate the FTA in 2002. Both states renewed the same 

in 2007 and then again in 2009.
42

   

Indo–Nepal FTA of 1996, valid for a period of 5 years and extendable 

for another 5 years, was reportedly a ―liberal‖ one. It had provided for 

duty–free and quota–free access to Nepalese manufactured goods, except 

those under sensitive list, without any condition related to ROOs.
43

 

Previously, the duty–free and quota–free access facility was restricted to 

goods with at least 50 per cent raw material of Nepalese or Nepalese–Indian 

origin or Nepalese labour content. In the 1996 treaty, India also agreed to 

give Nepalese goods a ―national treatment‖ in terms of additional duty. The 

treaty provided large investment opportunities to India and other SAARC 

states and thus, also attracted Indian investors in joint projects in Nepal. 

Resultantly, Foreign Direct Investment (FDI) inflow to Nepal increased 

significantly and reached $132 million in 1999. Meanwhile, Nepalese 

exports, particularly bulk export of a few products to India, increased 

considerably.
44

 Albeit despite this growth in Nepalese exports, the trade 

balance remained heavily in India‘s favour.. For instance, Nepal imported 

goods worth rupees 47 billion from India and exported to it products worth 

only rupees 27 billion facing a resultant trade deficit of 20 billion rupees 

during 2000–2001. An economic observer Upreti commented that trade 

imbalance continued to mar improvement in their bilateral relations.
45
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The boom in their bilateral trade particularly Kathmandu‘s exports to 

India was short-lived. In December 2001, India raised the issue of anti-

dumping and extended the treaty only for three months on the plea that third 

country products were flooding into Indian market through Nepal. 

Katmandu suspected that New Delhi was retreating from the treaty on the 

pressure of strong Indian business lobbies who did not want free inflow of 

Nepalese goods.
46

 In March 2002, India forced Nepal to amend the treaty 

and incorporate ROOs and norms of value addition. The revised treaty 

included several conditions – strict ROOs, imposition of quota on four 

major Nepalese export items, hard safeguard rules and requirement of 

criteria for ROOs on annual basis – that deprived Katmandu of the 

preferences it was enjoying in the Indian market. These provisions targeted 

Nepal‘s main export items as well as ―potential exportable goods.‖ The 

ROOs were said to have been used ―as a means of disguised protection.‖ On 

the other hand no ROOs impeded Indian products from entering the 

Nepalese market.
47

   

This revision of the treaty in 2002 resulted not only in ―a degree of 

retrogression‖ in Nepalese trade with India but also adversely affected the 

efforts to diversify Nepalese economy.
48

 Nepalese exports to India had 

tripled between 1997 and 2001 jumping from 9 billion Nepalese rupees 

(NR) to NR.28 billion. However, the growth rate in exports was severely 

undermined in the next five years and went up only to NR.42 billion in 

2007. Next year it declined to NR.39 billion. This slow growth in exports to 

New Delhi was attributed to several factors, including the prevailing NTBs 

and loss of preferences to Nepalese goods in Indian market.
49

 Besides 

erecting quantitative barriers, India also occasionally unilaterally banned 

import of certain Nepalese items, such as garlic, on one pretext or the other. 

Several Nepalese exports including agricultural and forest products, 

readymade garments (RMGs) and pharmaceuticals, faced NTBs in the 

Indian market. Besides, PTBs such as imposition of special additional duty 

on Ready Made Garments (RMGs) in 2009 and countervailing duty on 

some items also restricted Nepalese exports to India. The revised treaty of 
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2009 stipulates that both states would ―undertake measures‖ to eliminate or 

reduce NTBs, PTBs and other barriers to bilateral trade but it does not 

provide any mechanism or ―binding commitment‖ to definitely abolish such 

barriers.
50

   

Nepalese trade with India has been ―characterized by a persistent and 

widening deficit.‖ Currently about two–thirds of Nepalese trade is 

―concentrated‖ in India. The ratio of Nepalese exports to and its imports 

from India has declined continually over the period, i.e. from 72.8 per cent 

in 1975–6 to 15.1 per cent in 1995–6. It resurged to 47.6 per cent in 2000–1 

and again went down to 13.8 per cent in 2012–3.
51

 Dhakal noted the 

inconsistency and fluctuations in the growth rate of Nepalese exports to 

India between 1998–8 to 2007–8 but India‘s exports to Nepal increased 

consistently which further widened the trade imbalance between the two. It 

also increased Nepalese economic dependence on India as two–thirds of the 

former‘s trade (both imports and exports) took place with New Delhi and 

only one–third of it with the rest of the world. In 1998–9 Nepal had only 

one–third of its trade with India and two–thirds of it with the rest of the 

world. In a decade, the trend has completely reversed. It widened the 

mutual trade imbalance which is a major cause of concern in Katmandu and 

also one of the main irritants in Indo–Nepalese relations.
52

   

 

Sri Lanka 

In the context of slow progress on trade liberalization under SAARC and 

growing economic links between India and Sri Lanka since the early 1990s, 

both states had decided to sign a bilateral FTA in 1998. The Indo-Sri 

Lanka–FTA (ISL–FTA) became effective in March 2000, which increased 

their bilateral trade, particularly Colombo‘s exports to India and flow of 

FDI to Sri Lanka. Foreign investors viewed it as a window for increasing 

sale of their products to the Indian market.
53

 The overall effect of the ISL-

FTA had shown gains for Sri Lanka. Initially its exports to India increased 
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significantly due to concessions given by New Delhi. Sri Lankan exports to 

India jumped up from $46 million in 1999 to $515 million in 2007, which 

were 6.6 per cent of its total exports. The trade balance having a 14.3 to 1 

ratio in 1998 in India‘s favour shrank to 4 to 1. By then, Colombo‘s exports 

to India also included processed goods such as refined copper, wires, 

rubber, margarine, vegetable oil and fats, antibiotics, ceramics, and 

furniture, etc. In 2006, Sri Lanka‘s 75 per cent of exports received 

preferential treatment as compared to 22 per cent in 2001. India‘s 

investment in Sri Lanka also increased significantly. The cumulative value 

of India‘s FDI rose from $ 2.5 million or 1.3 per cent of total FDI, in 1998 

to $ 191.2 million in 2005, i.e. 8.3 percent of total FDI in Sri Lanka. As 

such, India became the fifth largest investor in the country. It appears that 

the ISL-FTA substantially deepened their economic ties and India became 

Sri Lanka‘s largest source of imports and third largest destination of 

exports.
54

 Due to these successes, Sri Lanka wanted to ―deepen and 

broaden‖ the cooperation and thus, started negotiations with India in 2004 

to sign CEPA in order to include trade in services and investment.
55

   

The process underwent a setback after 2005. In spite of apparent 

gains for Sri Lanka, a detailed and ―disaggregated‖ scrutiny of bilateral 

trade had shown that the real picture was ―less encouraging.‖ Since 2006, 

some of Sri Lankan major exports faced difficulties in getting access to 

Indian market. Initially, Sri Lanka‘s exports to India were mainly 

dominated by vanaspati (vegetable oil) and copper. In 2006, India imposed 

quotas on vanaspati imports from Sri Lanka. Resultantly, Sri Lankan 

exports of vanaspati to India declined. Following a rise next year, India 

decided to remove MFN tariffs on vanaspati imports due to which Sri 

Lankan vanaspati exporters lost their preferential status as well as 

competitiveness in the Indian market. Meanwhile, India changed the 

invoicing method due to the complaints of under–invoicing. It hurt Sri 

Lankan copper exports which fell from $145 million in 2005 to $27 million 

by 2007.
56

 The copper and vanaspati had a share of 50 per cent in Sri 

Lanka‘s total exports to India. However, India removed the MFN status for 

Lankan vanaspati exports and changed the rules for imports of copper 

which now stated that its ―imports should conform to prices stipulated by 
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the London Metal Exchange.‖ These measures resulted in sharp decline in 

Sri Lankan exports to India as well as overall volume of trade with India.
57

  

Under the ISL-FTA, Sri Lanka‘s traditional export goods such as tea 

and garments were not given enough access to Indian market. India had 

included garments in its negative list ―except for a 50 per cent margin of 

preference for 8 million pieces.‖ Out of it, 6 million were required to use 

Indian fabrics. An observer Mel noted: ―The sourcing requirement ensured 

that Sri Lankan garment exports to India were not competitive relative to 

domestic producers and, as a result, there was less than one per cent quota 

utilization.‖ However, in 2007, India agreed to allow 3 million garment 

pieces duty free import from Sri Lanka without sourcing requirement. In 

2008, this figure was further raised to 6 million garment pieces and extra 2 

million pieces with 70 per cent margin. However, the required 

administrative procedures to implement the decision were not finalized.
58

 

Under ISL-FTA, 53 per cent of Sri Lankan exports, including tea and 

garments, were placed under Tariff Rate Quotas (TRQs) due to which Sri 

Lankan exporters could not get enough access to Indian market. Therefore, 

they had reservations over trade agreement with India.
59

  

Sri Lankan exports also faced several NTBs such as India‘s complex 

rules related to entry of foreign goods at airports and seaports, etc. Indian 

provincial taxes also restricted Sri Lankan exports to India.
60

 Sri Lankan tea 

exporters continued to face hardships in getting access to Indian market due 

to port restrictions and ROOs. In 2007, port restrictions were relaxed but no 

change in RROs was made. Sri Lankan exporters had concerns on 

prevalence of PTBs, particularly tariffs imposed by provincial governments 

in India which undermined potential export competitiveness of 
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neighbouring countries. For instance, foreign producers are charged two 

times higher provincial sales tax than those on local ones in Tamil Nadu. It 

deprives Sri Lankan exporters of their competitiveness there which they 

enjoy because of less transportation cost due to geographical proximity with 

Tamil Nadu.
61

 Occasionally, India also imposed quota restrictions on its 

pepper imports from Sri Lanka on the plea that imported pepper had 

adversely affected its prices in Kerala. It led to decline in Sri Lankan pepper 

exports to India. As such, India‘s protectionist measures resulted in decline 

in Sri Lankan exports to India.
62

  

Several studies have shown that Sri Lankan exports to India had 

witnessed a sharp decline after 2005.
63

 In 2005, Sri Lankan exports to India 

had reached an all time high volume of $568 million which later on dropped 

to $328 million in 2009. The year 2009 also witnessed a dramatic decrease 

in India‘s exports to Sri Lanka, i.e. $1724 million from $2838 million in 

2008.
64

 Sri Lanka‘s imports from and exports to India steadily rose to $3640 

million and $567 million, respectively, by 2012.
65

  

Indian measures provoked economic nationalism in Sri Lanka which 

severely undermined the process of deeper economic cooperation between 

the two countries. Sri Lanka was the only state among SRCs that wanted 

trade liberalization under SAARC framework from the onset. It had taken 

the lead in signing bilateral FTA with India and even started negotiations to 

conclude CEPA in 2004. But due to growing concerns among its business 

community over trade links with India, Sri Lanka refused to sign CEPA 
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which both states had earlier agreed to conclude in 2008.

66
 The opposition 

to CEPA is yet very strong in Sri Lanka.
67

 India‘s policies aimed at 

appeasing its domestic constituency and powerful business lobbies and 

resultant protectionist measures have apparently shaken the confidence of 

Sri Lankan people including its business community and political leaders. It 

ultimately impeded the trade expansion and undermined the process of 

deepening economic cooperation and integration between the two states.  

 Pakistan: Indo–Pakistan trade relations faced various challenges due 

to several reasons since 1947. In the immediate post independence era, 

about 56 per cent of Pakistan‘s exports and 32 per cent of imports were 

India oriented. The ―battle of rupee‖ and two wars between them severely 

undermined this bilateral trade.
68

 In 1980s, both states took steps to revive 

trade
69

 
 
which further improved in 1990s but its volume was still small. 

During 1995–2005, the annual volume of Indo–Pak trade remained less 

than $1 billion and both countries did not fall in each other‘s lists of top ten 

trading partners. Pakistan‘s average share in Indian trade was less than one 

per cent while India‘s share in Pakistan‘s trade remained at less than two 

per cent.
70

 However, their bilateral trade has risen ten times in ten years 

since 2000. In 2011, the annual volume of official trade was about $2.7 

billion and it could jump to $10–15 billion in a few years. There also 

existed illegal trade sized about two fold of the formal trade between the 
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two states. Illegal trade was mainly one-sided, i.e. Indian goods being 

smuggled into Pakistan.
 

A recent report claimed that unofficial trade 

between India and Pakistan stood at about $10 billion which could be 

regularized.
71 

 

Pakistan has been reluctant to promote trade with India due to 

political and economic reasons. Pakistan wanted progress on its political 

disputes with India, particularly the Kashmir issue, parallel to trade 

liberalization, as well as ―a level playing field‖ in the wake of prevailing 

huge trade imbalance with India.
72

 Some elements in Pakistan have been 

fearful of Indian economic domination which could transform into political 

dominance. A section of business groups in Pakistan and right wing 

political parties argued that Pakistani industries particularly those related to 

automobiles, pharmaceuticals, light engineering and steel would be 

adversely affected due to trade liberalization with India.
73

  

A parallel narrative, however, also existed which was initially weak 

but gradually became strong and vocal. It supported the idea of free trade 

with India and demanded the government to grant Most Favoured Nation 

(MFN) status to New Delhi. It argued that refusal to liberalize trade with 

India was inconsistent to Pakistan‘s policy of supporting a free trade regime 

in the world.
74

 In the recent past, a broad consensus among mainstream 

political parties and major business groups supported by some media 

organizations and intellectuals in favour of trade liberalization with India 

has evolved in Pakistan. The process started in the mid 1990s and got 

impetus after 2004. The changing economic and ―geo-political 

configurations‖ such as increased US interest to promote economic 

integration in South Asia, Pakistan‘s continued balance of payment problem 

and need to boost foreign investment helped build this consensus. Thus, 
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Pakistan‘s main political parties and leaders including those from Azad 

Kashmir favoured increased trade links with India.
75

  

In the last quarter of 2011, the government of Pakistan made the 

surprise announcement of substantially liberalizing trade with India. It 

announced to grant New Delhi the MFN status, shift trade with it from the 

positive list – containing 1958 items – to negative list, effective from 2012, 

and allow import of more than 7000 Indian products.
76

 The decision was 

motivated by different domestic strategic, political, and economic 

considerations.
77

 Later in 2012, both countries also signed comparatively a 

liberal visa regime particularly for business communities of the two states.
78

  

Different political parties, business groups and political leaders 

reacted differently to the government announcement to give India the MFN 

status. A few business groups, several leaders of opposition parties and 

religious circles opposed the decision.
79

 Thousands of people in different 
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parts of the country including AJK protested against the decision.
80

 

However, Pakistani business community had ―overwhelmingly commended 

the decision.‖ Due to its strong support in its favour, no mainstream 

political party was in a position to seriously oppose it. However, they 

wanted reciprocal measures from India, particularly the removal of NTBs to 

Pakistani exports.
81

  

Pakistani political parties, business groups and the government alike 

have serious concerns over the prevailing NTBs, PTBs, prejudices and 

Pakistan-phobia which have impeded Pakistani exports to India. New Delhi 

had given Pakistan the MFN status in 1996 and Islamabad has yet not 

reciprocated it. Still Indo-Pakistan trade is heavily in India‘s favour. For 

instance, during 2009–10 bilateral trade was of the order of about US$ 1.4 

billion. Indian exports stood at $1.2 billion against its imports worth $268 

million.
82

 In 2010, bilateral trade remained at about $1.7 billion which 

included Indian exports worth $1.45 billion against its imports of $275 

million.
83

 Pakistan‘s imports from India stood at over $ 2 billion during the 

year 2010–11, $ 1.5 billion during 2011–12 and $ 2.06 billion during 2012–

13. During the same financial years, Pakistani exports to India were worth $ 

332 million, $397 million and $542 million, respectively, showing a huge 

trade imbalance in favour of India.
84

 This huge trade imbalance, claimed 

Jawad, a former Chairman of Pakistan‘s Export Promotion Bureau, was due 

to prevailing PTBs, NTBs, prejudices and ―Pakistan-phobia‖ in India.
85

 It is 

feared in Pakistan that unless India removes these barriers, trade 

liberalization with India would aggravate bilateral trade imbalance. For 

instance, Humayun Akhtar Khan, a former Commerce Minister, had warned 

that opening Pakistani market to Indian goods, and giving it the MFN 
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status, without any agreement on removal of NTBs and PTBs by New Delhi 

could severely hurt Pakistani industries.
86

  

Pakistan had identified 27 NTBs which had impeded Pakistani 

exports to India. Pakistani exporters face several NTBs in India including: 

delay in custom clearance; dispute over pricing of Pakistani goods to 

determine duties; strict application of Indian standardization laws; 

imposition of composite tariffs on textile exports. Some of the NTBs are 

related to several rigid rules such as sanitary requirements for fisheries, 

livestock and agricultural products, quality certifications for cement and 

other products, and regulatory certificates which gave ―bureaucracy with 

the leverage to discriminate between products and countries.‖
87 

Due to delay 

in clearance, which sometimes takes 8–9 months, export prices of Pakistani 

goods substantially increase and make them less competitive in the Indian 

market.
88

   

India‘s attitude towards removal of NTBs and PTBs has not been 

positive. For instance, the Federation of Indian Chambers of Commerce and 

Industries (FICCI) claimed that after getting MFN status from India, it was 

Pakistan‘s responsibility to increase its exports. However, Pakistani 

officials and exporters believed that several NTBs, PTBs and tariff barriers 

(latter for the agricultural products) deny Pakistani products access to 

Indian market.
89

 The leaders of several industries pointed out that India was 

protecting its agricultural sector and Pakistani exporters had to pay 37 per 

cent tariff instead of 13 per cent – a standard tariff in India.
90

 Pakistan has 

raised the issue of NTBs with New Delhi which, in response, had asked to 

highlight ―Pakistan-specific‖ NTBs.
91

 In principle these regulations are 

applicable to all countries, but Pakistani exporters complained that they 

were often subjected to ―arbitrary discrimination based on the regulatory 

structure.‖ Allegedly, Indian officials deliberately hold up clearing 

Pakistani products and its railway delays their deliveries. The high 
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transaction costs including strict visa regulations, complex tariff and duty 

structures, and customs clearance, etc. prevented Pakistani businessmen 

from making investment in sales and marketing of their products in India.
92

  

The Pakistani government believed that trade liberalization with India 

should be paralleled with removal of NTBs by New Delhi.
93

 In 2011, 

Pakistan‘s Secretary Commerce had claimed that government would not 

move forward on trade liberalization with India without ensuring protection 

of domestic industries and acquiring a ―level playing field for its exporters.‖ 

To this end, Islamabad had proposed India three agreements. These were 

related to the Customs Cooperation, Grievances Agreements to address 

consumer protection, and Mutual Recognition Agreement for 

standardization of quality standards.
94

 Both countries had signed these 

agreements in Islamabad in September 2012.
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The progress on giving India the MFN status by Pakistan is stuck due 

to lack of consensus at home, pause in foreign secretaries‘ talks and border 

skirmishes between the two states.
96

 In order to avoid domestic opposition 

to the MFN issue, the Nawaz government has decided to grant India Non-

Discriminatory Market Access (NDMA) status on reciprocal basis. In 

response, Islamabad wants India to address its economic concerns 

particularly those related to "market access‖ including tariffs, NTBs and 

PTBs. Thus, the future prospects of Indo–Pak trade relations will largely 

depend on Indian behaviour particularly with regard to its policy either to 

remove or retain various barriers to Pakistani exports in its market.
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Conclusion 

India was very enthusiastic towards market expansion and trade 

liberalization even before the official launching of SAARC. However, the 

SRCs were apprehensive of it due to India‘s economic dominance, their 

weak economic and industrial infrastructures and prevailing barriers to their 

exports to India. However, India kept on pressing them for the move and 

played a leading role in signing of SAPTA and SAFTA. It also took the 

lead to conclude bilateral, sub-regional and alternative RTAs with and 

without some of the regional states. It showed magnanimity in its bilateral 

FTAs with SRCs, such as Nepal and Sri Lanka. Initially, these FTAs 

boosted India‘s bilateral trade with them. Particularly, Nepalese and Sri 

Lankan exports to India increased quite significantly which also helped 

increased inflow of FDI to these countries. However, this period of 

economic successes for both Nepal and Sri Lanka was short lived. Sooner 

Indian government bowed before the powerful domestic business lobbies 

and took protectionist measures depriving both these countries of their 

preferential status into Indian market. In 2002, New Delhi forced Nepal to 

revise the comparatively ―liberal‖ trade agreement of 1996 and included 

stringent conditions that undermined the growth of Nepalese exports to 

India. It also adversely affected the inflow of FDI to Nepal and efforts to 

diversify its small economy. The initial success of ISL-FTA had 

encouraged Colombo to deepen its economic ties with New Delhi and to 

start negotiation on CEPA in 2004. However, the restrictive measures 

which New Delhi took after 2005 deprived Sri Lanka of its advantageous 

position in the Indian market. It severely damaged the growth of Sri Lankan 

exports to India as well as their bilateral trade which underwent a regression 

before recovering slightly. Most importantly, it destroyed the confidence of 

Sri Lankan businessmen and political leadership who are now reluctant to 

advance economic cooperation with India. The rise of economic 

nationalism in Colombo in response to Indian protectionist measures halted 

progress on CEPA which they were expected to sign in 2008. As yet, 

opposition to CEPA is strong in Sri Lanka. Both Nepal and Sri Lanka as 

well as Bangladesh and Pakistan also face various barriers that impede 

growth of their exports to Indian market. These barriers range from tariffs 

(in case of agricultural products) to several kinds of PTBs, and NTBs. All 

SRCs have serious concerns over prevalence of these barriers and resultant 

trade imbalances with India which increase their economic vulnerability 
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against the giant neighbour. They kept on demanding New Delhi to remove 

all sorts of barriers to their exports, and also to take remedial measures to 

correct the huge trade imbalances. India has so far not taken substantive 

measures to address the economic concerns of the SRCs.  This behaviour on 

the part of India not only adversely affects trade liberalization and market 

expansion in South Asia but also occasionally strains New Delhi‘s bilateral 

political relations with the SRCs. This environment impedes regional 

cooperation in several fields among SAARC countries. In order to make 

South Asian regionalism successful and realize the goal of deeper economic 

cooperation in South Asia, India being the core and most resourceful state 

in the region, needs to look beyond narrow national interests and petty 

domestic political considerations. It has to show some large-heartedness in 

order to address the economic concerns of the SRCs. It needs to take 

concrete steps to give more access to the products of SRCs and bridge the 

existing trade imbalances with them. Meanwhile, the SRCs also need to 

increase their competitiveness and economic diversification in order to get 

more market access in the region and beyond. 

 

 


