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Towards a Free Trade Area in South Asia: Charting a
Feasible Course for Trade Liberalization with

Reference to India’s Role

Indra Nath Mukherji*

Abstract: Four rounds of exchange of trade concessions have taken place under
the South Asian Preferential Trading Arrangement (SAPTA). Initiated since
December 1995, negotiations under SAPTA have been based on Positive List
approach. A large number of products have however been offered concessions
exclusively to Least Developed Countries (LDCs). India has offered the largest
number of concessions, particularly favouring LDCs with tariff preferences ranging
from 50-100 percent. This paper examines the impact of tariff concessions on
India’s preferential trade in the first three rounds of SAPTA negotiations in relation
to its total bilateral trade with Bangladesh, Maldives, Pakistan and Sri Lanka
covering the period 1996-97 to 2002-03. The hypothesis is that tariff cuts are
expected to induce faster growth in India’s preferential trade in relation to its
bilateral trade. The study reveals that owing to lack of proper targeting, low
preferential margins, non-concern with a variety of non-tariff barriers, and the
emergence of more ambitious Indo-Lanka Free Trade Agreement, the performance
of India’s preferential trade under SAPTA has been lackluster. However, there are
a few hopeful pointers. There has been relatively better targeting of trade
preferences between India and Pakistan leading to increasing share in India’s
preferential trade in recent years for products exchanged preferences in the Second
Round. Bangladesh has been the main beneficiary of India’s offer of duty-free
access to least developed countries on selected products under the Third Round
and their immediate positive response in terms of increasing shares in India’s
preferential imports is just beginning to be observed. The paper suggests a few
modalities to meet the required prerequisites for a smooth transition from SAPTA
to SAFTA. Experience from the operation of SAPTA suggests that mere tinkering
with modest preferential margins, maintaining unduly long phase-out period to
attain the goal of a free trade area without concern for deeper forms of integration
such as removal of non-tariff barriers, investment cooperation and improvement
in trade facilitation measures could make SAFTA largely irrelevant.

1. Introduction
Preferential trading is one of the mildest forms of an integrative arrangement.
Under the arrangement, the Contracting States (CS) offer a preferential margin
with respect to trade barriers in relation to their MFN rates. CS having disparate
levels of development as well as trade regimes, find this an acceptable instrument
for initiating regional trade liberalisation. Such an arrangement nevertheless
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provides the building blocks towards accelerated regional trade liberalisation
culminating in a free trade area within a defined time frame. Under a free trade
area the CS eliminate all trade restrictions on their mutual trade, while
maintaining restrictions in their trade with non- CS at a level they deem
appropriate. When all CS decide on a common external tariff, then the
arrangement translates itself in a more cohesive customs union. The most
comprehensive integrative arrangement arises in the nature of a common market
when all CS agree not only to allow free movement of goods and services, but
all the factors of production including capital and labour. The Agreement on
South Asian Preferential Trading Arrangement (SAPTA), which has been made
operational since December 7th, 1995 thus, symbolises the beginnings of the
very first stage of an integrative arrangement among the member countries of
SAARC. The Agreement on South Asian Free Trade Area (SAFTA) signed at the
Twelfth SAARC Summit held in Islamabad from 4-6 January 2004 symbolises
the second stage of regional integration.

The idea of regional co-operation in South Asia was first mooted in May
1980. Following consultations amongst the countries of the region, Foreign
Secretaries of the seven South Asian Countries (SACs), viz. Bangladesh, Bhutan,
India, Maldives, Nepal, Pakistan and Sri Lanka met for the first time in Colombo
in April 1981. This was followed, a few months later, by the meeting of the
Committee of the Whole, which identified five broad areas of regional co-
operation. The Foreign Ministers, at their first meeting in New Delhi in August
1983, formally launched the Integrated Program of Action (IPA) through the
adoption of a Declaration on South Asian Regional Co-operation (SARC). At
the first summit held in Dhaka on 7-8th December 1985, the Charter was adopted
establishing the organization of South Asian Association for Regional Co-
operation (SAARC).

The reconstituted IPA presently called South Asian Integrated Programme
of Action (SIPA) covers seven agreed areas of co-operation. The first attempt
towards moving into core areas of trade and economic co-operation was the
commissioning by the SAARC Secretariat, a Regional Study on Trade,
Manufactures and Services.  The study was completed in 1991 outlining a
number of recommendations for promoting regional co-operation in the core
economic areas. The Council of Ministers at its Ninth Session in Male in July
1991 endorsed the study and decided to set up a high level Committee on
Economic Co-operation (CEC).

At the Colombo Summit in December 1991, the Heads of State or
Government of SAARC approved the establishment of the Inter-Governmental

Group (IGG) to seek agreement on an institutional framework under which
specific measures for trade liberalisation among SAARC Member States could
be advanced. The IGG met twice to evolve a Draft Agreement on SAARC
Preferential Trading Arrangement (SAPTA).

The CEC at its third meeting in New Delhi in November 1991 recommended
that the Draft Agreement on SAPTA, with a few modifications, be approved by
the Council of Ministers at its next Twelfth Session in Dhaka. Subsequently,
the Council of Ministers signed the Framework Agreement on SAPTA in Dhaka
on 11th April 1993. The signing of SAPTA was a landmark achievement of the
Seventh SAARC Summit held in Dhaka. The New Delhi Summit held from 2-4th

May 1995, formally approved the proposals for preferential trade worked out
by the IGG and later endorsed by the SAARC Foreign Ministers. With all the
member countries having ratified the Agreement, the same came into force on
December 7th, 1995- the date which marks the end of the first decade of SAARC’s
existence.

In view of the very modest or symbolic nature of regional trade liberalisation
achieved in the First Round, the CS were looking forward to more far reaching
trade liberalisation in course of the Second Round. At the end of two-day meeting
of SAARC Commerce Ministers held from 7-8th January 1996 a joint
communiqué reiterated a commitment to accelerate the SAPTA process and to
the realization of the South Asian Free Trade Area (SAFTA) as the goal preferably
by the year 2000 but not later than 2005.

With a view to launching the Second Round, the IGG met in Colombo
during 14-15th March 1996 and subsequently between 7-8th September in
Islamabad. The IGG met for the third time between 25-26th October, 1996 in
New Delhi to finalize the National Schedule of Concessions (NSC) under the
Second Round which was placed before a meeting of CEC to be held between
28-29th October, 1996. The NSC for the Second Round was concluded at the
fourth meeting of the Inter-Governmental Group (IGG) held in Katmandu from
29-30th November 1996. It was decided that all necessary procedures would be
completed so that the Schedules as finalized during the Second Round enter
into force by March 1st, 1997. In a significant development, at the Ninth SAARC
Summit held in Male from 12-14th May 1997, the Heads of State or Government,
decided to accelerate the pace of transition of SAPTA to SAFTA latest by the
year 2001.

Between February and June 1997 all SAPTA CS issued customs notifications
giving effect to tariff concessions negotiated during the Second Round.
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The Council of Ministers at its nineteenth session (Male, 10-11th May 1997)
welcomed the start of the Third Round of Trade Negotiations under SAPTA and
agreed that the process of liberalization of regional trade should be accelerated. It
directed the IGG on trade liberalization to conduct negotiations on sectoral and
across-the-board basis. It urged the removal of non-tariff and other barriers.
Accordingly, the Third Round of Negotiations under SAPTA was initiated in
SAARC Secretariat, Katmandu from 29-31st July 1997 and concluded in November
1998. Negotiations for the Fourth Round were scheduled to be concluded in
September 1999. However the Meeting of the Inter-governmental Group to finalize
the SAPTA Third Round in Male in July 1999 could not be concluded.

The First Meeting of Inter-Governmental Group on Trade Liberalization to
initiate Fourth Round of SAPTA took place in SAARC Secretariat from March
27-28, 2002.

According to the latest information available1 India issued its customs
notification (No. 105/990) for the Third Round on 10 August 1999. All other
SAARC CS were required to issue the same by October 1999.

A summary of customs notifications issued by CS of SAPTA is presented in
Table 1 below:

Table 1: Customs Notifications Issued by SAARC Member States

Rounds Issuing countries Date of issue

First All SAARC CS 7-12-1995
Second Bangladesh 26- 02- 1997

Bhutan 04- 02-1997
India 01-03-1997
Maldives 01-03-1997
Nepal 31-03-1997
Pakistan 13-06-1997
Sri Lanka 17-06-1997

Third India 10-08-1999
Other Contracting States By 31-10-1999

The operationalisation of SAPTA in December 1995 and the subsequent
three rounds of negotiations entailing tariff liberalization have been the major
developments in regional trade liberalization. A modest beginning was made
in the First Round when 226 products were conceded at the HS 6-digit level.
The number of products offered concessions accelerated to 1868 and 3456

items during the Second and Third Rounds, making a total of 5550 items of
which 3449 items were exclusively for Least Developed Countries (LDCs), viz.
Bangladesh, Bhutan, Maldives and Nepal. The largest number of concessions
was offered by India, being 2927 products of which as many as 2450 products
were in favor of LDCs.2 The details of the tariff concessions offered by all CS
has been presented in Table 2.

The tariff concessions offered has varied in depth from 5-100 per cent. The
tariff cuts offered by India have been the deepest, varying from 25-100 per cent
for LDCs and 10-90 per cent for all countries. The other countries offered much
milder tariff cuts ranging from 7.5-10-15-20 per cent for all countries (except
Sri Lanka, which offered cuts up to 75 per cent). The details of tariff cuts offered
by CS has been presented in Table 3.

Ever since the conclusion of Third Round of negotiations, Bangladesh
had been seeking from India duty-free imports on a number of items of export
interest to it. As a result of bilateral negotiations India agreed to offer Bangladesh
duty-free imports in respect of 40 tariff lines with effect from 20 August 2002
(customs notification No. 85/2002) and on another 39 items with effect from 22
May 2003 (customs notification No.82/2003). These concessions were deepened
by incorporating them on products already negotiated under Third Round of
SAPTA negotiations as applicable to all LDCs.

During the Tenth SAARC Summit at Colombo in 1998, encouraged by the
progress made by SAPTA negotiations, SAARC leaders decided to set up a
Committee of Experts to draft a Treaty on South Asian Free Trade Area (SAFTA).
The Treaty was expected to lay down legally binding schedules for freeing
trade among the SAARC countries and to provide a predictable and transparent
time path for achieving a free trade area in the South Asian region. However
with growing political tensions in the region, this has not been achieved until
the Islamabad Summit.

As noted above, a landmark  development in the process of trade
liberalization in the region was noted in the Twelfth SAARC Summit held in
Islamabad from 4-6 January 2004. Among other measures, an Agreement on
South Asian Free Trade Area (SAFTA) was finally signed. The Agreement
superceded the SAPTA Agreement of 1993. However notwithstanding the
supercession of SAPTA by this Agreement, the National Schedule Concessions
exchanged under SAPTA framework would remain available to the CS until
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completion of the Trade Liberalization Programme. The Agreement will come
into force on 1st January 2006 upon completion of formalities, including
ratification by all CS and issuance of a notification thereof by the SAARC
Secretariat. In the meanwhile a number of other issues will also need to be
sorted out, viz., the determination by each CS of a Sensitive List of products
that would not be subject to trade liberalization, modalities for revenue
compensation to LDCs undergoing trade liberalization, determination of rules
of origin, and finally, the modalities for providing assistance to LDCs and for
phasing out of non-tariff barriers.

SAFTA Agreement will pursue a Trade Liberalization Programme following
a schedule of tariff reductions. The non-LDCs are expected to bring down their
tariffs to between 0-5% in seven years whereas the LDCs are required to do the
same in ten years.

2.  Methodology
As noted above SAPTA has been operationalised in phases since December
1995. It is now time to take stock of its impact on expansion of intra regional
trade. Such an exercise is possible when the data is available electronically.
The researcher had access to such data from the Director General of Commercial
Intelligence and Statistics (DGCI & S), Kolkata and the Ministry of Commerce
website (www.dgft.delhi.nic.in). The data was obtained at 8- digit level of
aggregation under the Harmonized System (HS). This is the highest level of
disaggregation available from the Indian source. The concessions exchanged
by the SAPTA Contracting States (CS) was generally at 6- digit level of
aggregation. With effect from the Third Round, concessions were sometimes
also exchanged at a much higher level of aggregation as under Chapters (2-
digit HS classification). Products at 8- digit level of aggregation are hence
subsets of those aggregated under 6- digit, 4- digit or 2- digit levels. Hence all
products under the 6- digit, 4- digit or 2- digit levels were aggregated to conform
to 8-digit classification in respect of which concessions were exchanged. The
objective of such a disaggregated study is to examine the effect of trade
liberalization as minutely as possible.

The objective of this exercise is to ascertain as to whether India’s offer of
concessions on negotiated products has resulted in an increase in its imports of
sub products relative to its overall bilateral imports. In case of India’s offer to
Least Developed Countries (LDC’s), imported products are sought to be
identified only in terms of those offered exclusively to LDC’s. However in
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7respect of products offered concessions to all countries, the PI both from LDCs
as well as non-LDCs are identified. To obtain a macro perspective the values of
all concessional products are summed up and the share of this aggregated
value is looked at as a percentage share of India’s total bilateral imports from
that country. The period of analysis is initiated from 1996-97, roughly the year
from which exchange of concessions was initiated to the year 2002-03, the last
year of data availability at the time of analysis. In case the rate of increase in
preferential imports is more rapid than total bilateral imports in general, positive
impact consequent to tariff reductions may be subsumed.

A similar procedure was followed in assessing as to whether trade
concessions offered by other CS to India stimulated the latter country to export
more to the former. The rising value share of products conceded concessions
by other CS in favor of India could be considered to be a reflection of the
positive impact on India’s exports. Accordingly a rising percentage share of
such concessional exports in relation to total bilateral exports to CS would be
reflected. In this context only those products offered concessions by other CS
to all countries are taken into consideration. In this context it may be important
to take note that when one CS offers concession to the other bilaterally, these
concessions becomes available to all other CS (unless the concessions have
been advanced exclusively in favor of the LDC’s.). Similarly when a CS offers
concession on any product exclusively to an LDC, the same becomes available
to all other LDCs.

It is worth noting here that currently India has bilateral free trade
agreement with Bhutan and a partial free trade agreement with Nepal.3 As
such no concessions have been exchanged by India with Nepal and Bhutan
under SAPTA. Hence the present study does not attempt to analyze the
impact of tariff preferences on India’s imports from or exports to these two
countries and their import share in India’s total bilateral imports.4 Thus
this study is confined to India’s preferential trade with four South Asian
Countries (heretofore S- 4)

3.  India’s Bilateral Trade with S-4
India’s trade with S-4 is presented in Table 4. The table clearly reveals India’s
positive trade balance with S-4. It will be seen that India has been having trade
surplus with all S-4 countries (with the exception of Pakistan in 1998-99).
Besides this surplus trade has been also increasing over time as may be seen
from the export-import ratio.
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4. India’s Preferential Trade with S-4
India’s preferential trade (henceforth PT) with S-4 countries has been presented
in Table 5. The table reveals that as in case of India’s overall trade with S-4,
India has generally a positive preferential trade balance with all S-4 countries
(with the exception of Bangladesh during 1997-98 to 2000-01). However the
preferential trade balance is not as much skewed in India’s favour as in case of
its overall trade with S-4. However preferential trade imbalance is more marked
in case of its transactions with Sri Lanka and Maldives than it is in case of other
S-4 countries. Since India had offered the largest number of concessions,
particularly to LDCs in the Third Round beginning August 1999, one should
have expected its preferential imports (henceforth PI) to go up since this year.
However we do not see this in the data obtained. Similarly India started receiving
concessions since the second and third rounds. However the data obtained does
not show any marked increase in its preferential exports (henceforth PE) to S-4
countries since the beginning of the new millennium (except in case of its PE to
Pakistan and Sri Lanka during the year 2002-03.

5.  India’s Preferential Trade with S-4 as Share in Bilateral Trade
A more appropriate assessment is to examine the share of India’s PT in the
overall bilateral trade with S-4 countries. The presumption is that trade flows in
concessional products are expected to grow faster that overall bilateral trade.

5.1 Preferential Imports
Figure 1 presents India’s PI as percent of total bilateral imports and data source..
It will be observed that while India’s PI share from Bangladesh increased up to
1998-99, it stated declining since then in spite of India’s substantial increase in
the number of products offered concessions to the latter as a LDC. In case of
Maldives while the share increased up to 2001-02, it declined in the next year.
In case of Pakistan the trend is clearly one of declining share till 1998-99 but an
increasing fluctuating share since then. It is notable that even though India’s PI
from Pakistan declined in value terms in the last year of this study; in terms
import share the trend is an increasing one. India’s PI from Sri Lanka has been
both marginal as well as static. The reason for stagnation in India’s PI from Sri
Lanka could possibly be the result of Indo Lanka Free Trade Agreement (ILFTA)
in operation since March 2000.

5.2  Preferential Exports
Figure 2 presents India’s PE as percent of its bilateral exports to S-4 countries
and the data source.  It will be seen that except for Pakistan, India’s PE to S-4 has
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been quite marginal in relation to the country’s total bilateral exports. The
trend in the export shares reveals lack of buoyancy. Only a marginal increase in
export share is visible in case of India’s PE to Bangladesh. In case of Maldives
the export share is both marginal as well as static. In case of Pakistan we notice
an increasing share up to 1998-99, a declining one between 1998-1999 to
2000-01 and a mildly increasing share since then. In case of Sri Lanka the share
is a declining one. This could again be the consequence of ILFTA.

6. India’s Preferential Imports Disaggregated by Rounds
As we are aware, trade liberalization under SAPTA has been at different points
of time under different rounds of negotiations. Hence it is essential to
disaggregate the trade flows under different rounds so as to assess more closely
the impact of trade liberalization. This section attempts to do this.

6.1  Preferential Imports
India’s PI from Bangladesh as percent of total imports disaggregated by rounds
is presented in Figure 3. It will be seen that India’s PI under SAPTA Round 1 and
Round 2 (henceforth SR-1 and SR-2) was either nil or negligible. Most of
India’s PI were in SR-3. Hence the trend in PI share has been by and large the
same as seen under aggregated analysis (Figure 1) India’s PI from Maldives by
Rounds has been presented in Figure 4. It will be seen that India’s PI from
Maldives were limited to only products offered under SR-3. Thus the impact
can be expected only from 1999-2000. We notice an increase in the share of PI
from 2000-01 to 2001-02 but it declined sharply the next year.

India’s PI from Pakistan under different Rounds has been presented in Figure
5. It will be observed that India’s PI from Pakistan began only from SR-2 and SR-
3. While the products offered under SR-2 does not show any increasing trend, we
notice an increasing trend for products offered concessions under SR-3.

Figure 1: India's Preferential Imports  from S-4. 
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Figure 2: India's Preferential Exports to S- 4 Countries 
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Figure 3: India's Preferential Import from Bangladesh
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India’s PI from Sri Lanka by Rounds has been illustrated in Figure 6. It will
seen that India’s PI from Sri Lanka were only in respect of products offered
concessions under S-2 and SR-3. Apart from being very modest shares, no definite
trend is visible. This again reflects the loss of relevance of SAPTA in the context
of ILFTA.

6.2  Preferential Exports
India’s PE to Bangladesh as percent of its total bilateral exports to that country
has been shown in Figure 7.

India’s PE to Bangladesh is observed in all the three rounds of SAPTA
negotiations. India’s major PE to Bangladesh was in respect of products offered
concessions under SR-2. The share of PE under SR-1 was quite modest and
declining since 1999-2000. The share of PE of products offered concessions

Figure 4: India's Preferential Imports from Maldives
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Figure 5: India's Preferential Import from Pakistan 
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Figure 6: India's Preferential Imports from Sri Lanka 
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Figure 7: India's Preferential Exports to Bangladesh
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Figure 8: India's Preferential Export to Maldives .
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under SR-2 declined up to 1998-99, but its share increased steadily up to 2001-
02, dipping marginally in 2002-03. However this share was considerably higher
than in 1998-99. It will be noticed that only 4.6 percent of India’s bilateral
exports to Bangladesh liberalized in 2002-03.

A much smaller share of India’s PE to Maldives has been liberalized, being
less than one percent in 2002-03. India’s exports to Maldives was liberalized in
all the three rounds of which the share of products liberalized was highest under
SR-1 as may be seen in  Figure 8.

A very modest share of India’s bilateral exports to Pakistan was liberalized
under SR-1 and SR-3 as may be seen in Figure 9.  Most of the liberalized
exports were conceded concessions under SR-2. The overall share of liberalized
exports of India to Pakistan was around 30 percent during the last three years of
this study. This share increased between 1998-97 to 1998-99, then declined
between 1998-99 to 2000-01. Since then a mildly increasing share is observed.

India’s overall PE to Sri Lanka under the three rounds shows a declining
trend as may be seen in Figure 10. India exported products offered concessions
in all the three rounds, with not much difference in the shares exported under
them. No more than 7 percent of India’s exports to Sri Lanka had been liberalized
during 2002-03. As in case of exports, SAPTA does not appear to be India’s
preferred route for PE to Sri lanka.

7.  Macro Impact Assessment Disaggregeted by Sectors
In this section we examine the share of preferential trade in total bilateral trade
in terms of sectors, which is in terms of various Sections of the Harmonized
System (henceforth HS) of classification. There are 21 Sections and 99 Chapters
of the HS classification. We examine here the share of each Section in total
bilateral imports / exports. This gives us an idea of the structure of preferential

Figure 9: India's Preferential Export to Pakistan 
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Figure 10: India's Preferential Export to Sri Lanka
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trade and its change over the study period. A definition of the various Sections
(indicating the constituent Chapters) is presented in Annex 1

7.1.  Preferential Imports
India’s PI in terms of different Sections from Bangladesh has been presented in
Table 6 and illustrated in Figures 11(a), (b). It will be seen that textile and
textile articles (S-XI) constituted the largest share in India’s bilateral imports
from Bangladesh. Compared to the period 1996-97 to 1997-98, their average
import shares were higher in the subsequent years.  In 2002-03 this group
constituted nearly 95 percent of India’s PI from Bangladesh.  The next most
important product group was live animals and animal products (S-I) whose
share has been declining over the years (the most perceptible decline being in
2002-03).  The import shares of other product groups were very modest.  However
some products which showed higher average import shares in the last three
years of the study as compared to the first four years were products of chemical
and allied industries (S-VI), raw hides and skins (S-VIII), textile and textile
articles   (S-XI), articles of stone, plaster cement etc. (S-XIII) and miscellaneous
manufactured articles (S-XX).  Figures 11(a) and 11(b) reflect the composition
of India’s PE during the years 1996-97 and 2002-03 respectively.  Overall we
notice greater import concentration on textiles even though some new sectors
seem to have emerged.

India’s PI from Maldives is presented in Table 7 and Figures 12(a), (b).  It
will be observed that India’s import structure is very narrow being concentrated
in live animal and animal products (S-I), base metals and articles of base metals
(S-XV) and textile and textile articles (S-XI).  These three product groups
accounted for about 68 percent of India’s total PI from Maldives during 2001-
02 and 2002-03 respectively.  In none of the product groups an increase in the
share in India’s bilateral imports may be observed.  In fact, the import shares of
base metals declined from 2000-01 to 2002-03.  However compared to almost
negligible imports during the first three years (except for live animals), the
average imports were generally higher in the last three years for nearly all
product groups reflecting some import diversification.

India’s PI from Pakistan in terms of sectors is presented in Table 8. The data
reveals that India’s major PI in 2002-03 were products of chemical and allied
industries (S-VI), mineral products (S-V), and vegetable products (S-II).  These
together accounted for over 99 percent of India’s PI from Pakistan.  Since 1998-
99 the percentage shares of all these products have shown a rising trend even
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Figure 11 (a) Preferential Imports from Bangladesh 
by HS Sections: 1996-97
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Figure 11(b) India's Preferential Imports from 
Bangladesh: 2002-03 

XI
XII

XIII
XV

XVI
XVIII

XX

Other

X

IX
VIII VII VI

V

IV

III
II

I

I
II
III
IV
V
VI
VII
VIII
IX
X
XI
XII
XIII
XV
XVI
XVIII

Ta
bl

e 
7:

 I
nd

ia
’s

P
re

fe
re

nt
ia

l I
m

po
rt

s 
fr

om
 M

al
di

ve
s 

by
 H

S 
Se

ct
io

ns
/C

ha
pt

er
s 

as
 P

er
ce

nt
 o

f
To

ta
l B

ila
te

ra
l I

m
po

rt
s:

19
96

-9
7 

to
 2

00
2-

03

19
96

-9
7

19
97

-9
8

19
98

-9
9

19
99

-2
00

0
20

00
-0

1
20

01
-0

2
20

02
-0

3

To
ta

l B
ila

te
ra

l*
60

.7
9

88
.5

2
21

.8
4

17
3.

54
86

.6
8

18
8.

86
12

7.
92

Se
ct

io
n

C
ha

pt
er

A
ll 

Se
ct

io
ns

10
.2

5
27

.8
4

35
.9

4
38

.0
1

22
.8

5
68

.0
9

29
.2

4
I

01
-0

5
10

.2
5

27
.8

4
32

.9
6

4.
89

6.
96

9.
68

17
.1

7
IV

16
-2

4
0

0
0

0
0

0.
38

0
V

I
28

-3
8

0
0

1.
1

0
0

0
0

V
II

39
-4

0
0

0
0

0
0.

27
0.

28
0.

21
X

47
-4

9
0

0
0.

46
0

0
0.

02
0.

03
X

I
50

-6
3

0
0

0
24

.6
8

2.
36

31
.3

8
2.

2
X

V
72

-8
3

0
0

1.
42

6.
18

13
.0

7
23

.2
7

9.
51

X
V

I
84

-8
5

0
0

0
0.

26
0.

18
3.

08
0.

11

N
ot

e:
 *

 d
en

ot
es

 v
al

ue
 i

n 
R

s.
 L

ac
s

So
ur

ce
: 

D
at

a 
C

om
pi

le
d 

fr
om

 D
ir

ec
to

r 
G

en
er

al
 o

f 
C

om
m

er
ci

al
 I

nt
el

li
ge

nc
e 

&
 S

ta
ti

st
ic

s,
 M

in
is

tr
y 

of
 C

om
m

er
ce

 D
at

ab
as

e 
G

ov
er

nm
en

t 
of

 I
nd

ia
.



22 23

Figure 12 (a) India's Preferential Imports from Maldives by HS 
Sections: 1996-97 
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Figure 12 (b): India's Preferential Imports from Maldives 2002-03
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Figure 13 (a) India's Preferential Imports from Pakistan 1996-97
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Figure 13 (b): India's Preferential Imports from Pakistan: 2002-03 
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though the value of India’s PI from Pakistan declined significantly in 2002-03
from the previous years.  Figures 13(a), (b) shows the changing import structure.
The emergence of chemicals (S-VI) is particularly evident.

Table 9 presents India’s PI from Sri Lanka by sectors.  It will be seen that in
2002-03 vegetable products (S-II) and articles of stone, plaster etc. (S-III),
products of chemical and allied industries (S-VI) accounted for 88 percent of
India’s PI from Sri Lanka.  Most of the import shares are modest and none of
these show any increasing trend.  Figures 14(a), (b) show the change in structure
of imports during the period of our study.  No significant change in the
composition is observed.

7.2  Preferential Exports
India’s PE to Bangladesh by Sections of the Harmonized System has been
presented in Table 10.  It will be observed that in 2002-03 prepared foodstuffs
etc. (S-IV) accounted for about two-thirds of India’s PE to Bangladesh.  This
share has been increasing between 1998-99 and 2001-02.  The shares of PE of
other sectors is quite marginal and do not show any positive trend.

Figures 15(a) (b) show the changing export structure with prepared foodstuffs
(S-IV) replacing textiles (S-VI) as the most dominant group.

In Table 11 India’s PE to Maldives by sectors has been presented.  It is clear
that the different sectors account for only a very small share of India’s total
exports to Maldives.  In 2002-03 products of chemical and allied industries (S-
VI) together with miscellaneous manufactured articles (S-XX) accounted for 70
percent of India’s PE to Maldives.  No increasing share in any of the sectors is
apparent.  Figure 16 (a) (b) shows the changing composition of India’s PE.  A
marginal increase in the share of chemicals (S-VI) is to be seen.

India’s PE to Pakistan has been presented in Table 12.  It will be seen that
in 2002-03 products of plastics, rubber etc. (S-VII), together with mineral products
(S-V), products of chemical and allied industries (S-VI) and prepared foodstuffs
etc. (S-IV) together accounted for 86 percent of India’s total PE to Pakistan.  The
share of mineral products has been increasing steadily since 1990-2000.
Similarly the share of plastic and rubber products increased steadily up to
1998-99, declining marginally in 2002-03.  The shares of prepared foodstuffs
(S-IV) and chemicals and allied industries (S-IV) appear to be declining since
1998-99.  Figures 17(a) (b) shows a comparison of the export composition over
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Figure 14 (a): India's preferential Imports from Sri Lanka 
by HS Sections: 1996-97
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Figure 14 (b): India's Preferential Imports from Sri Lanka 2002-03
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Figure 15(a): India's Preferential Exports to Bangladesh by HS 
Sections: 1996-97
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Figure 15(b): India's Preferential Export to Bangladesh by 
HS Sections: 2002-03
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Figure 16(a) India's Preferential Exports to Maldives by HS 
Sections: 1996-97
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Figure 16(b) India's Preferential Exports to Maldives by HS 
Sections: 2002-03
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Figure 17(a) India's Preferential Exports to Pakistan by HS 
Sections: 1996-97

II
III

IV

V

VI

VII

IX

X

XI

XIII

XIVXVXVI

XVIII

Other

II
III
IV
V
VI
VII
IX
X
XI
XIII
XIV
XV
XVI
XVIII

Figure 17(b) India's Preferential Exports to Pakistan  by HS 
Sections; 2002-03

II

III

IVV

VI

VII

IX

X

XI

XIII

XIV

XV

XVI

XVIII

Other

II
III
IV
V
VI
VII
IX
X
XI
XIII
XIV
XV
XVI
XVIII



34 35

Ta
bl

e 
13

: I
nd

ia
’s

 P
re

fe
re

nt
ia

l E
xp

po
rt

s 
to

 S
ri

 L
an

ka
 b

y 
H

S 
Se

ct
io

ns
/C

ha
pt

er
s 

as
 P

er
ce

nt
 o

f T
ot

al
 B

ila
te

ra
l

E
xp

or
ts

;1
99

6-
97

 t
o 

20
02

-0
3

19
96

19
97

19
98

19
99

20
00

20
01

20
02

To
ta

l B
ila

te
ra

l*
16

93
46

.9
7

18
18

20
.1

0
18

39
01

.4
8

21
62

98
.0

3
29

24
46

.2
0

30
08

84
.7

6
44

57
11

.7
0

Se
ct

io
n

C
ha

pt
er

A
ll 

Se
ct

io
ns

11
.2

1
13

.8
3

10
.1

5
11

.0
7

10
.7

3
5.

29
3.

65
V

I
28

-3
8

2.
25

2.
17

2.
09

1.
70

1.
72

1.
55

1.
30

V
II

39
-4

0
0.

83
1.

00
0.

40
0.

04
0.

10
0.

02
0.

01
X

I
50

-6
3

1.
90

2.
72

1.
67

1.
33

1.
74

0.
89

0.
69

X
II

I
68

-7
0

0.
02

0.
00

0.
00

0.
00

0.
00

0.
00

0.
00

X
IV

71
1.

96
4.

86
4.

35
5.

68
3.

71
1.

55
0.

12
X

V
72

-8
3

3.
77

2.
74

1.
19

1.
68

3.
15

1.
02

1.
19

X
V

I
84

-8
5

0.
33

0.
26

0.
35

0.
61

0.
30

0.
21

0.
31

X
V

II
I

86
-8

9
0.

15
0.

08
0.

09
0.

04
0.

01
0.

04
0.

02

N
ot

e:
 *

 d
en

ot
es

 v
al

ue
 i

n 
R

s.
 L

ac
s

So
ur

ce
: 

D
at

a 
C

om
pi

le
d 

fr
om

 D
ir

ec
to

r 
G

en
er

al
 o

f 
C

om
m

er
ci

al
 I

nt
el

li
ge

nc
e 

&
 S

ta
ti

st
ic

s,
 M

in
is

tr
y 

of
 C

om
m

er
ce

 D
at

ab
as

e 
G

ov
er

nm
en

t 
of

 I
nd

ia
.

Figure 18(a) India's Preferential Exports to Sri Lanka by HS 
Sections: 1996-97
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Figure 18(b) India's Preferential Exports to Sri Lanka by HS 
Sections: 2002-03
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Figure 19: India's Top Seven Preferential Products Imported from 
Bangladesh 
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the years 1996-97 and 2002-03.  They reveal the increasing share of plastics (S-
VII) and declining share of prepared foodstuffs (S-IV).

India’s PE to Sri Lanka has been presented in Table 13.  In 2002-03 products
of chemical and allied industries (S-VI) and products of base metals (S-XV)
accounted for 68 percent of India’s total PE to Sri Lanka. None of the sectors
show any increasing share.  Figures 18(a) (b) do not reveal significant change in
the export composition.

8.  Micro Impact Assessment by Products
8.1  Preferential Import
In micro impact assessment we examine the trend in India’s PI at the highest
level of disaggregation viz. at 8-digit level of H.S. classification.

In this section the product groups identified in the previous section are
disaggregated in terms of products and this supplements the information
obtained for broad products groups or sectors  (HS Sections).

In Table 6 we had identified textile and textile articles (S-XI) as the most
important product group in India’s PI from Bangladesh.  Figure 19 presents the
top 7 products in terms of their bilateral import shares from Bangladesh. The
Figure establishes that the most important product in this group in 2002-03 was
jute, raw or retted (HS 5303 1001) and cotton dress shirts (HS 2052001)
accounting 44.79 and 1.84 percent respectively of India’s bilateral imports
from Bangladesh.

It will be seen that the share of jute bagging for raw cotton (HS 63051004)
declined significantly during 2002-03 as compared to previous years.  This is
the main factor causing a decline in the share of textiles as a group.  It is quite
clear that India’s PI from Bangladesh is dominated by only one product and
except for the top two imports, all the other products have an import share of
less than one percent.

The data further reveals the emergence of some new products in India’s PI.
If by a new product we define as one which was not being imported prior to SR-
3 (1998-99) say in 1996-97 but which were being so imported in 2002-03, one
notes quite a number of such products, even though their import shares are
quite miniscule.  However this points to some import diversification, even
though quite modest. Annex 2 gives the details of top 50 products being
imported by India from Bangladesh.

Figure 20 presents India’s PI of top seven products from Maldives.  It will
be seen that the share of the product corals unworked simply prepared (H.S.
05080001) increased significantly since 1998-99. Next in importance was waste
and scrap of papers whose share increased from 1998-99 to 2001-02, but declined
the next year.

The products beams, channels, pillars & girders prepared (HS 73089001),
and shirts of silk, hand printed (HS 62059001), bleached dyed and printed jute
fabrics (HS 53109001) were being imported for the first time in 2002-03.  The
details of top 34 products being imported by India has been presented in
Annex-3.  The table reveals that quite a number of products began being imported
in 2002-03.  These were suits of other fibres, (HS 61041909), rubber thread. (HS
40169904)  and a number of others.  This could have contributed to import
diversification, however modest.  However the share of one product, namely,
foreign cotton of all staple lengths (HS 5210025) declined significantly in
2002-03 as compared to 2001-02.  This explains why the share of textiles as a
group declined over this period.

India’s top seven PI from Pakistan is presented in Figure 21.  It will be seen
that two products namely, phthalic anhydride (HS 509173500) and rock salt
(HS 25010002) dominated India’s PE from Pakistan in 2002-03.  The two other
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Figure 20 : India's Imports of Top Seven Products from 
Maldives
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Figure 21 : India's Preferential Imports of Top Seven 
Products from Pakistan 
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Figure 22: India's  Imports of Top Seven Products from Sri 
Lanka
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products being imported were tamarind dried (HS 08134001) zinc oxide (HS
28170001).  The most important product can be considered to be a new product
since it was not being imported prior to 2000-01.   The detail of top 50 PI from
Pakistan is presented in Annex - 4.

India’s top seven PI from Sri Lanka is presented in Figure 22.  It will be seen
that the import shares of all products are extremely modest being less than one
percent of total bilateral imports.  The top two imports in 2002-03 were pine
oleoresins (HS 68022100) and others (HS 0682210).  The import share of marble
blocks tiles polished (HS 68022109) seems to have increased since 2000-01,
the first year when PI became visible.  Details of India’s PI of top 50 products
from Sri Lanka has been presented in Annex -5.

8.2 Duty Free Imports
Since the impact on PI is most likely to be felt on duty-free or zero duty products,
we have analysed the same in figure 23 below. Since India has already duty-free
imports from Nepal and Bhutan and since Maldives is quite a marginal supplier
to India, we have taken note of duty-free imports from Bangladesh which is
likely to be the main beneficiary. It is interesting to note the marked positive
impact of India’s imports from Bangladesh in the last year of data examined,
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Figure 23: India's Import of Top Seven Duty-Free products 
from Bangladesh
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Figure 24 : India's Preferential Exports of Top Seven Products to 
Bangladesh
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viz. 2002-03. The products whose import share increased significantly in 2002-
03 were medicine-others, insulating wires, vaccines for diphtheria, toothpaste,
analgesic, surgical catgut etc.

It will be noticed that many of these products are new since they were not
imported prior to the application of zero duty on them. These products are also
non conventional manufactured goods which have contributed to export
diversification of exports of Bangladesh to India. It is also notable that the
positive impact has been felt within one year of trade liberalisation. Given a
longer time, one could expect the possibility of further increase in the exports
of these products to India.

8.3 Preferential Exports
India’s PE of top seven products to Bangladesh has been presorted in Figure 24.
These products together accounted for 44 percent of India’s total bilateral
preferential export  to Bangladesh.  The most important product exported was
soya oil cake solvent extracted (HS 23040002).  Its share increased from less
than one percent prior to 2000-01 to 2.49 percent in 2002-03.  No trend in
visible for other products.  The details of top 50 product exported by India to
Bangladesh have been presented in Annex-6.

India’s top seven  PE to Maldives has been presented in Figure 25.  It will
be apparent that these exports constitute a very small share of India’s total
bilateral exports to Maldives.  Nor is any increasing share of any product visible.

Figure 25 : India's Preferential Exports of Top Seven Products 
to Maldives
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Figure 27 : India's Preferential Exports of Top Seven products to Sri 
Lanka
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Figure 26: India's Export of Top Seven Preferential Exports to 
Pakistan
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The details of India’s PE of top 50 products of to Maldives is presented in
Annex - 7.

India’s PE of top seven products to Pakistan is presented in Figure 26.  It
will be seen that the share India’s PE of polypropylene increased since 1999-

2000 to 2001-02, but declined in 2002-03.  Similarly the export share of iron
ore fines went up since 2000-01 to 2002-03.  The share of meal of soyabean has
however come down steadily since 1998-96. The details of India’s top 50 exports
to Pakistan have been presented in  Annex 8.

India’s top seven PE to Sri Lanka have been presented in Figure 27. In
2002-03 auto rickshaw accounted for nearly two percent of India’s bilateral
exports to Sri Lanka.  The other important exports were part and accessories of
vehicles, cotton-grey, flat-rolled products, carbon black and acetylene black.
However except for auto rickshaw, the other products did not account even for
one percent of India’s total bilateral exports. None of the export shares of these
products show any increasing trend. The details of the top 50 products exported
preferentially to Sri Lanka have been presented in Annex 9.

9.  Modalities for Regional Trade Liberalization
9.1 Positive List Approach
Under this approach trade liberalization is negotiated by CS selectively on a
list of products several approaches such as product-by-product, sectoral across-
the-board, or direct trade measures.

(a)  Product-by-product Approach
Under this approach negotiations take place on a product-by-product basis,
generally on the basis of 6-digit HS classification.  The CS draw up request lists
bilaterally with other CS.  The CS after examining the requests made, concede
the concessions if found acceptable.  After negotiations among bilateral pairs
of CS has been completed, the various bilateral lists are multilateralised in
which a single National List of Concessions for each country is prepared by
merging all offers made for common products.  Those offers made only to LDCs
are indicated separately.  This process has the advantage of products being
identified so as to meet the needs and requirements of concession requesting
CS and the capacity and feasibility of concession offering countries to consider
such requests.  If properly targeted, on intensely traded products, it can lead to
effective trade liberalization.  However a product-by-product approach has a
number of limitations.  The approach, by its very nature, is likely to be protracted
in nature and long and cumbersome, being cautious in nature.  Generally
negotiators follow the product coverage objective rather than trade coverage
principle.  The result is that quite often-long lists of products are conceded
concessions with very modest trade coverage.  This problem however arises
due to lack of proper negotiations rather then on the approach itself.
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The product-by-product approach however it subject to a number of other
limitations.  Firstly some products conceded concessions could be those that
are being sourced entirely from the partner country that requested concessions.
In such a case even though the product may be intensely traded, the scope for
additional imports by the concession offering country is limited.  Secondly,
this approach does not take note of products that are not being traded bilaterally
(and are hence not identified), but have a trade potential based on the supply
and demand possibilities globally.  This could happen when a specific product
is being exported globally by a CS, which at the same time being imported
globally by another CS, even in the absence of bilateral trade among the two.
In such a situation considerable trade potential exists which given trade
preferences, could lead to emergence of bilateral trade.  Finally, this approach
makes no distinction between possibilities of either trade creation or diversion
consequent to trade liberalisation.  In order to analyze the welfare implications,
one needs to examine these two effects from the point of view of import
competitiveness vis-à-vis the rest of the world. Finally, one limitation of this
approach is the role of vested stakeholder who might lobby against specific
products that are likely to affect them adversely. The first two rounds in SAPTA
negotiations used this approach.

9.2 Sectoral Approach
Under this approach trade liberalization could be identified to certain sectors
such as chemical, textiles or say primary agricultural products for which
concessions may be offered across-the-board.  The sectors are generally identified
in terms of more aggregative product classification, generally under Chapters
(2-digit) of the HS of classification.  Since the product coverage is much larger,
trade liberalization can be expedited more vigorously.  However this approach,
if not properly directed, could lead to problems similar to the one based on
product-by-product principle. Besides countries having a narrow list of
exportable products may still prefer negotiating on a product-by-product basis.
The Third Round in SAPTA negotiations used this approach in combination
with the previous approach.

9.3  Potential Trade Approach
Under this approach the CS are positioned as suppliers and markets.  Products
of CS that are being traded globally are first identified.  The existing trade
between the two countries (if any), is then deducted from the minimum of the
two values of world exports of the supplier country and the world imports of the

market country to arrive at the potential bilateral trade (PBT).  The supplying
countries’ revealed comparative advantage (RCA) is also available.  In order to
minimize the possibility of trade diversion, generally supplying countries having
favorable RCA (greater than 1) should be favored with tariff concessions.

The advantage of PBT approach is that the supply/demand possibilities in
the identified products as also their RCA can be ascertained.  In such a method
it is possible to identify even products not currently being traded among the
CS, and yet having a potential5.

10. Intra-Industry Trade
Sustainable trade required effective linkage with investment countries in the
region particularly with the least developed ones; do not have adequate supply
capability to cater to the markets of other CS.  Since India is one of the relatively
developed countries of the region having some industrial presence through
joint ventures, this section tries to identify how more such possibilities could
be identified.  The hypothesis is that high intra-industry trade, in terms of both
value of the index as well as value of bilateral trade in similar products provides
opportunity to shift from trade to investment and vice versa.  In the first case
India may consider investing in another CS in manufacturing a product, which
it has been exporting for the domestic market of the importing country.  In case
it manufactures this product also for the Indian market, this investment also
generates trade.  Such a possibility well is higher the greater the intra-industry
trade in the identified products.

Annex tables 10-15 presents India’s intra-industry trade with Bangladesh,
Bhutan, Maldives, Nepal, Pakistan and Sri Lanka respectively.  The top 100
products having highest bilateral trade in identical products have been listed.
The twin characteristics of both high bilateral trade as well as high value of
index of intra-industry trade should be considered to suggest Indian
manufacturing industries that could possibly move to the neighboring countries
either as joint ventures or as wholly owned subsidiaries.  The products
manufactured in these enterprises could be offered concessional or duty free
access to India. This could help not only the sustain and stimulate intra-regional
trade, but also help to some extent, to moderate India’s excessive and growing
bilateral trade imbalances with the other CS.

Taking note of the criterion mentioned above, it is possible to identify
some joint ventures/wholly owned subsidiaries that India could set up in the
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neighbouring countries. A look at Annex 10 suggests that in Bangladesh
manufacturing units relating to shirts not hand printed (HS 62053002), tanned
or crust hides-grains finished (HS 41043101), sacks and bags of other plastics
(HS 39232900), other finished tanned leather (41061909) etc. could be ideal
manufacturing opportunities for Indian entrepreneurs to set up in Bangladesh.

The opportunities for Indian investment in Bhutan is presented in Annex
11.  It will be seen that in case Bhutan opens up the foreign direct investment,
Indian manufacturers could consider investing in sweetened flavored waters
(HS22029000), tubes and pipes (HS 73030009), or in sweet biscuits (HS
19053005).

Annex 12 presents information on India’s intra-industry trade with
Maldives.  Some possibilities of Indian investment in manufacturing articles
for conveyance or packing of goods of plastics (HS 3923900), air conditioning
machines (HS 84151000), water pumps (HS 84130909), bone meals (HS
5069001), etc.

India’s intra-industry trade with Nepal has been presented in Annex 13. A
look at the data reveals possibilities for Indian joint ventures in Nepal in
manufacture of toothpaste (HS 33061002), ayurvedic and unani medicines,
(HS 30039001, 30049001), household and laundry soaps (HS 34011909), beer
from malt (HS 22030000), and a number of other products.

Annex 14 shows the intra-industry trade of India with Pakistan.  This points
to the possibility of setting up Indian joint ventures in cane sugar (HS 17011109),
some chemical products (such as those defined by HS 37079001, 39021000).
However political constraints impede this possibility for the present.

India’s intra-industry trade with Sri Lanka has been presented in Annex 15.
The data reveals the possibility of Indian joint ventures in Sri Lanka for the
manufacture of printing and writing paper nes. (HS 48026009), other articles of
plastic goods (HS 39269009), soap cutting and moulding machinery,(HS
84798919), cartons and cases of corrugated paper hoard (HS 48191009)
etc.essions from the CS if not already conceded.

11. Transiting to a Free Trade Area
As stated earlier, the Twelfth SAARC Summit held in Islamabad the CS finally
signed the Agreement on South Asian Free trade Area (SAFTA). The Agreement
draws up a blueprint for trade liberalization program for South Asia. The

Agreement stipulates among others, the following measures relating to trade
liberalization.

Entry into force of the Agreement on 1st January 2006 upon completion of
formalities, including ratification by all CS and issuance of a notification
thereof by the SAARC Secretariat. The Agreement supercedes SAPTA even
though the framework of concessions under the former remains intact.
The Agreement set out a trade liberalization programme for the CS. Under
this programme the non-LDCs are required to bring down their tariffs to 0-
5 percent by 2013, except Sri Lanka which is required to do so by 2014.
However non-LDCs are required to bring their tariff to 0-5 percent for the
products of LDCs by 2009 in respect of products of export interest to the
latter.
The LDCs are required to bring down their tariffs to 0-5 percent by 2016.
The CSs are required to announce a Sensitive List in respect of which trade
liberalization will not apply. This List will be reviewed every four years or
earlier.
The CS are to notify the SAARC Secretariat all non-tariff and para-tariff
measures to their trade on an annual basis which is to be reviewed by a
Committee of Experts to examine their compatibility with WTO provisions.
Apart from greater flexibility and special regard for LDCs by non-LDCs in
respect of various trade restrictive measures adopted by them, the CSs
agreed to establish appropriate mechanisms to compensate the LDCs for
their loss of customs revenue following trade liberalization.
Rules of origin have to be negotiated by the CS and incorporated in the
Agreement as an integral part.6

The above elements of the Agreement thus stipulates a number of
preparatory measures before the Agreement can be operationalised. These are

The preparation and announcement of Sensitive List in respect of which
trade liberalization would not apply.
The determination of appropriate rules of origin that is expected to be
more flexible than those accepted under SAPTA.
The announcement of non-tariff barriers on their trade by each CS to the
SAARC Secretariat.
A mechanism to provide for revenue compensation to LDCs by non-LDCs,
and
A Mechanism to provide technical assistance to LDCs.

This section throws some light on how the above measures could be
operationalised.
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11.1 Rules of Origin
Since the SAFTA  CS have to move from PTA to FTA, the application of
appropriate Rules of Origin (ROO)  becomes of prime importance since SAFTA
does not anticipate any movement towards a customs union. Thus appropriate
designing of ROO becomes crucial to the satisfactory functioning of a PTA /
FTA.  The ROO should be so designed as not to become so protective as to  act
as a non-tariff barrier. At the same time it should ensure that it does not lead to
trade deflection from non-member states and facilitates adequate value addition
in originating states that contributes to an expansion of intra-regional trade.
Besides, the ROO must address the different levels of development of the CS.

Table 14 below lays down the current ROO as applicable in SAPTA.

It will be observed that the existing ROO is one-dimensional, relying only
on the percentage test criterion. This could encourage the substitution of more
costly domestic inputs for cheaper foreign inputs. It has thus been suggested
that change in tariff heading as also specific process test criterion could be
supplemented in identified sectors. In the latter case the percentage test criterion
could be relaxed. There is further scope for relaxation of ROO without
encouraging trade deflection. This could be done by

Encouraging greater regional input sourcing by providing more favorable
regional cumulation
Even if tariff heading change criterion is accepted, this criterion could be
dispensed with when the concession receiving country is using say, less
than 10 percent of inputs from non-member states or say when it is sourcing
more than 80 percent of its inputs from other CSs.
Products of regional joint ventures could be permitted more favorable
ROO.7

11.2 Sensitive List
As stated, under the SAFTA Agreement each CS is required to prepare a Sensitive
List of items on which trade liberalization will not apply.  The list of such items
prepared by the Ministry of commerce is presented in Annex 26. It will be
observed that most of the products in India’s Sensitive List are mainly primary
products drawn from live animals and animal products, vegetable products,
prepared foodstuffs, fats and oils, rubber products, textiles, marble and ceramics,
second hand motor cars, etc. India imported Rs. 2752 million of such products
in 2002 and 2003. While offering reduced tariffs these products may be phased
out in the last few years.
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11.3 Phasing out Non-Tariff Barriers
The World Bank has identified some of the NTBs  in an overview of Trade
Policies in South Asia to include:

Bangladesh’s list of banned and restricted products, and the institutional
holdovers from its old general import licensing system
Other QRs  e.g. Sri Lanka’s bans on imports of  tea and spices,  Nepal’s ban
on imports of machine made woolen yarns.
TRIMS regulations, especially Pakistan’s TRIMS applied to its auto
industry.
Pakistan positive list for imports from India. This should be revisited, and
when politically feasible, expanded or abolished, preferably in conjunction
with the relaxation of travel, communication and other barriers to business
relations by both countries.
Regulations, which prevent or restrict imports of second hand goods,
especially in India and Pakistan.
India’s parastatal import monopolies of rice, wheat and other agricultural
commodities, and its agricultural TRQs. These are linked, however, to a
broader set of agricultural/food security policies, and removing or phasing
out the import barriers would need to be part of broader reforms of these
policies.
State trading import monopolies of petroleum products, fertilizers, and
others.
The use of sanitary and phytosanitary (SPS) rules and technical regulations
to limit imports and protect domestic producers. Under the WTO SPS and
TBT agreements, these rules are supposed to not discriminate between
imports and domestic products.  It would be in the economic interests of
South Asian countries to modify rules that are in fact discriminating (e.g.
the Indian BIS rules for imported steel) and to ensure that new rules are
framed and actually applied in a neutral manner. Pro-active domestic
initiatives to do this would be far preferable to allowing protective SPS
and TBT rules to function in the expectation that an exporting country
will perhaps eventually object at the WTO.8

Given the nature of non-tariff barriers mentioned above, the CS need to
identify these at the earliest with a view to relaxing them or at least ensuring
that these do not unnecessarily act as hindrance to trade flows between the
member states. It is unfortunate that the SAFTA agreement does not set any time
limit to the phasing out of these barriers.

12. Impact of Trade Liberalization
Various scholarly studies have been done to estimate or simulate the possible
expansion in regional trade following trade liberalization.

Jayaraman (1978) looked at the static effects of a hypothetical customs
union in South Asia. The study suggests that a customs union becomes effective
when the post-union common external tariff consists of the lowest pre-union
rate. The gains are however of a small magnitude.9

Another study on the static welfare effects of a South Asian customs union,
computed the common external tariff by taking the weighted average rates of
all country averages showed that the expected welfare gain for the region as a
whole is likely to be quite modest, not exceeding 0.07 percent of the region’s
total regional product.( Rahman et al, 1981)

Mukherji10(1998), on the basis of 1994-95 data and assumed price import
demand elasticity, estimated that in case of free trade imports would increase by
26 percent from South Asian Countries, but only by 15 percent in case of 50
percent reduction in tariffs. Empirical research by Srinivasan and Canonero,
using gravity model suggest that although potential gains from preferential
liberalization are less than those from unilateral liberalization, they are
substantial, and the smaller countries are likely to gain more than larger countries
from regional integration. Their simulation shows that the effect of removing
all tariffs would be to increase total trade between 3 percent of GDP for India
and 59 percent of GDP for Nepal and in between for other countries.

The empirical studies thus give a mixed picture with widely varying results.
Generally   gravity models present an overtly positive scenario while those
based in on price elasticity present quite modest results.

The current study does not offer any promising picture of the impact of
tariff concessions. Thus the more modest results are perhaps more grounded in
reality than those that point to the sky.

However none of the studies are able to factor in the prevalence of non-
tariff barriers that characterize this region. Unless these are factored in, it will be
difficult to make quantitative estimates that are close to the reality in this
region.
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13.  Concluding Observations
This paper has attempted to track the impact of SAPTA on bilateral preferential
trade flows on conceded products both from the point of view of India’s imports
as well as exports since SAPTA negotiations were implemented by the end of
1995.  The analysis has been done both at the macro level and micro product
levels.  In terms of the number of products conceded concessions, regional
trade liberalization was quite modest to start with, but was accelerated during
the Second and Third Rounds of SAPTA.

It may be recalled that while SAPTA First Round negotiations were
implemented since 7 December 1995, the Second Round got implemented
between end February 1997 and mid June 1997.  All CS implemented the
Third Round only by end October 1999.  Our data covers the period 1996-
97 to 2002-03, which is not adequate to analyse the full impact of all
concessions exchanged, particularly those during the Third Round.  A
limited number of observations have this precluded rigorous time series
statistical analysis to bring out robust results.  The analysis is thus based
on intuitive observation of the trade flow data proceeding and subsequent
to trade liberalization.

The study is initiated at the macro level and then proceeds to the sectoral
level and finally to the micro level of products classified at the highest available
level of disggregation, viz. 8-digit HS level. The period of trade flows covers
broadly the period prior to exchange of concessions and the period following
it.

The positive outcomes are fragmented and far separated. Only a few
illustrations of a positive nature can be offered. We have noted that India offered
the largest number of concessions both in terms of numbers as well as in terms
of the depth of tariff cuts, particularly to LDCs. In view of this Bangladesh and
Maldives were expected to benefit the most from exports to India..

Aggregative data in fact shows that India’s preferential imports (PI) from
Bangladesh after increasing quite rapidly from 1998-97 to 2001-02, declined
in 2002-03. The import share increased between 1996-97 to 1998-99 but has
been declining since then even though the number of concessions offered and
the value of PI by India from Bangladesh was the highest in the Third Round.

One interesting finding of this study is the continuing increasing share
in India’s PI from Pakistan since 1998-99. This has been so in spite of a
substantial decline in India’s bilateral as well as PI  from Pakistan in 2002-
03. This points to the better performance of Pakistan’s PE to India,
particularly in respect of products that were exchanged during  SR-2 as
compared to its total bilateral exports. With respect to the other two CS,
India’s PI show fluctuations.

The value of India’s PE to S-4 has been increasing but not so much in
relation to total bilateral exports. The only exceptions are a modest increase in
shares of PE to Bangladesh from 1998-99 t0 2001-02 and to Pakistan from
2000-01 to 2002-03. In case of both the cases India’s PE share increased during
SR-2. Thus both India and Pakistan were able to improve their preferential
trade shares for products exchanged concessions during SR-2. It is unfortunate
that these two countries could not accelerate their negotiations during SR-3 to
gain even more from their preferential trading.

With respect to sectoral patterns in preferential trading, one notices some
very modest export diversification of products exported to India by Bangladesh,
Pakistan and Maldives, facilitated by the emergence of new products entering
the Indian market.

At the micro-product level one notable finding of this study is the positive
impact on preferential imports from Bangladesh in respect of duty-free products.
These are non-traditional products such as chemicals and medical appliances.
Since this has been realized within a few months of trade liberalization, a
continuing trend is expected as information on such products as also the benefits
realized are felt. Owing to limited weight of these products in India’s total PI
from Bangladesh, its rising share could not be observed in our macro analysis.
If India were to offer similar duty-free imports on other products as requested by
Bangladesh, perhaps it would lead to similar increase in imports and help
Bangladesh further diversify its exports to India. It appears that whereas India
would like to make such a move under a free trade agreement with Bangladesh,
the latter is perhaps more inclined to a regional approach.

In case of other products, only a handful of them show positive increasing
share in India’s PI. Otherwise the import shares are characterized by large
fluctuations. The products reflecting increasing PI shares are raw jute imports
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from Bangladesh (since 2000-01), coral un-worked from Maldives (since 1998-
99), phthlic anhydride from Pakistan (a new product whose share increased
from 2000-01, and marble, travertine-others from Sri Lanka since 2000-01)

India’s PE whose share increased included soya oilcake to Bangladesh,
toothpowder and wooden furniture to Maldives, and polypropylene and iron
ore lumps to Pakistan.

The study has taken the view that bilateral trade can be self-sustaining
when backed by investment linkages. In this context it has identified a large
number of products in respect of which India has intra-industry trade. It has
suggested that India could set up manufacturing units in the neighboring
countries in respect of some products having high intra-industry trade and also
having high intra-industry trade index. Such industries, when set up in
neighboring countries, could meet not only the needs of the host countries, but
also some of the requirements of the Indian market. This could in turn, moderate
to some extent, the trade imbalances.

The study has pointed to very limited success of SAPTA in enhancing
intra-regional trade, which continues to remain at around 4-5 percent of intra-
regional trade of the CS. The major constraints to expansion of intra-regional
trade have been inadequate and poor targeting of products offered concessions,
lack of any initiative to deal with non-tariff barriers, and to deal with a number
of trade facilitation measures.

 The transition to SAFTA based on Negative List approach from January 1,
2006 will no doubt simplify the modalities for future trade negotiations.
Unfortunately the time phase for moving to a free trade area clearly demonstrates
the lack of political will to pursue fast track regional trade liberalization.
SAFTA’s Trade Liberalisation Programme if implemented, will lead to a free
trade area in the region only in 2016. During this period faster trade liberalization
both at the multilateral as well as competing regional levels could make SAFTA
largely irrelevant. Thus SAFTA has to offer much more than what other
competing regional arrangements are offering. This is best illustrated by the
lackluster preferential trading between India and Sri Lanka under SAPTA in the
context of more comprehensive and outward oriented ILFTA.

This paper has highlighted some possibilities and modalities by which of
SAPTA could transform swiftly to SAFTA. The Trade Liberalization Programme

that will be launched thereafter must however take a much more holistic approach
by bringing under its timetable the removal of a variety of non-tariff barriers,
and setting well defined time bound plan to promote a number of trade
facilitation measures. The SAFTA CS could also decide to accelerate the trade
liberalization programme by opting to reduce the phasing out period as provided
under the Framework Agreement.

Endnotes
1 Information obtained from Ministry of Commerce Government of India on 5 December

2001.
2 Bilaterally the largest number of non-reciprocal concessions were offered in favor of

Bangladesh (later multilatrealised in favor of all LDCs.
3 While India provides duty- free access to Nepalese imports from Nepal, the latter

country provides only 10-20% preference to Indian imports.
4 Granting of preferences to competing products imported by India from other South

Asian countries could of course reduce the relative competitiveness of imports from
Nepal or Bhutan just in the same way as India’s competitiveness to these two countries
could be eroded by former two countries’ grant of concessions on products competing
with Indian exports to them. But this has not been attempted in this study.

5 For an illustration of implications of different approaches to Positive List trade
liberalization see Mukherji I.N., “Charting a Free Trade Area in South Asia: Instruments
and Modalities” in Srinivasan T.N., Trade, Finance and Investment in South Asia,
Social Science Press, New Delhi, 2001, pp. 78-121.

6 SAARC Secretariat, Agreement on South Asian Free Trade Area.
7 For an exhaustive discussion on the rationale of different criteria on rules of origin see

Panchmukhi V.R. and Ram Upendra Das, “Conceptual and Policy Issues in Rules of
Origin: Implications for SAPTA and SAFTA”, South Asia Journal. Vol.2., No.2, 2001.

8 World Bank, Workshop on Regional Trade Policies in South Asia, Colombo,  October
2-3. 2003.

9 Jayaraman, T.K., Economic Cooperation in the Indian Subcontinent, A Customs union
Approach”, New Delhi; Orient Longman.

10 Mukherji I.N.,(1978), “The South Asian Preferential Trading Arrangement: Identifying
Products in India’s Regional Trade”, Asia Pacific Development Journal, Vol.5. No.1,
June 1998.
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23 Annex 16: India’s Sensitive List of Imports from South Asia:( Rs. Lacs)

HS Code Commodity Apr-Mar Apr-Mar % Growth
2002 2003(P)

4022903 MILK FOR BABIES 0.16
4022909 OTHERS (E.G.MILK CREAM) 0.35
4029903 CONDENSED MILK 3.35
4029909 OTHERS 15.43
8013101 CASHEW NUTS, RAW 10.38
8021100 ALMONDS FRSH OR DRIEDIN SHELL 656.24 586.38 -10.65
8021200 SHELLED ALMONDS FRSH OR DRIED 2,108.60 2,278.05 8.04
8025000 PISTACHIOS FRESH OR DRIED 916.96 1,152.77 25.72
8029001 BETEL NUT, WHOLE 225.58 333.39 47.79
8029002 BETEL NUT,SPLIT GROUND 14.7 238.86 1,525.38
8029003 NUTS, ARECA 18.86 476.36 2,426.21
8029009 OTHERS 15.83 2.35 -85.16
8051000 ORANGES FRESH OR DRIED 0.5
8061000 GRAPES FRESH 63.55 1.25 -98.03
8062001 RAISINS 1,997.75 1,674.15 -16.2
8062009 SULTANAS & OTHER DRIED GRAPES 1,094.58 944.32 -13.73
8081000 APPLES FRSH 4.82
8082000 PEARS & QUINCES FRSH 2.39
8101000 STRAWBERRIES FRESH 0.03
8109001 POMEGRANATES FRESH 30.24 41.83 38.32
8109002 TAMARIND FRESH 23.89
8109004 SITAFAL 0.15
8109007 LICHI 2.18
8109009 OTHERS FRESH 45.42 0.41 -99.1
9022002 TEA GREN IN BULK 6.34 20.25 219.26
9024002 TEA BLACK,LEAF IN BULK 61.02 97.22 59.33
9024003 TEA BLACK,DUST IN BULK 41.36 285.53 590.36
9024004 TEA BAGS 11.38
9024005 TEA BLACK (E.G BALL,BRICKS,TBLTS,ETC) 51.17 556.45 987.43
9024006 TEA BLACK WASTE 80.52
9030000 MATE 23.96 55.86 133.1
9041101 PEPPER LONG 179.81 650.04 261.52
9041102 LIGHT BLACK PEPPER 618.46 1,334.23 115.73
9041103 BLACK PEPPER GARBLED 783.52 3,272.13 317.62
9041104 BLACK PEPPER UNGARBLED 23.71 365.97 1,443.84
9041119 OTHER PEPPER 106.59
9061003 CINNAMON TREE FLOWERS 2.05 1.04 -49.29
9070001 CLOVES EXTRACTED 5,692.65 4,978.30 -12.55
9070002 CLOVE, NOT EXTRACTED (OTHER THAN STEM) 4,174.16 891.18 -78.65
9070003 CLOVES STEMS 258.1 614.06 137.92
9083001 CARDAMOMS LARGE(AMOMUM) 4,303.84 4,108.89 -4.53
9083009 OTHERS(INCL.LARGE SEEDS) 3.37 153.02 4,442.41
9101001 GINGER FRESH 753.9 948.71 25.84
9101009 GINGER,NES INCL DRIED 1.33 68.43 5,062.44
9104001 TEJPAT (LEAVES OF CASSIA LIGNEA) 13.06 5.8 -55.6
10019002 WHEAT (NOT SEED) FOR HUMAN CONSUMPTION 33.65 1.88 -94.43
10059000 OTHER MAIZE (CORN) 34.37
10063001 RICE PARBOILED 2.16
10063009 RICE EXCPTG PARBOILED (EXCL BASMATI RICE) 77.15
11010000 WHEAT OR MESLIN FLOUR 121.13 4.64 -96.17
15111000 CRUDE PALM OIL & ITS FRACTNS 5.8 157.64 2,617.58
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HS Code Commodity Apr-Mar Apr-Mar % Growth
2002 2003(P)
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15131900 COCONUT (COPRA) REFINED OIL & FRACTIONS 101.34 23.53 -76.78
15132100 CRUDE PALM KERNEL/BABASU OIL & ITS FRACTNS 125.75 27.94 -77.78
15132900 REFND PALM KERNEL/BABASU OIL & ITS FRACTNS 24.97
22083000 WHISKIES 1.78 1.25 -29.39
22084001 RUM 4.72
25010001 COMMON SALT(INCL. IODISED SALT) 3.28
25010002 ROCK SALT 452.16 239.44 -47.05
40011001 NATRL RUBR LATEX NOT PREVULCANISED 57.42 45.35 -21.02
40012100 NATRL RUBR IN SMKD SHEETS 15.07 5.8 -61.51
40012201 OIL EXTENDED NATURAL RUBBER 8.07
40012209 OTHR TECHNI CALLY SPECIFIED NATURL RUBBER 28.42
40012901 HEVEA 27.4 23.98 -12.48
40012902 CREPE RUBBER FROM LATEX-PALE LATEX CREPE 6.38
40012909 OTHER NATRL RUBBR NON-LATEX 100.53 90.12 -10.36
50020001 MULBERRY RAW SILK 188.39
50020002 NON-MULBERRY SILK 8.03
50050003 YARN SPUN FROM MULBERRY SILK WASTE 36

  OTHER THAN NOIL
52010025 FOREIGN COTTON OF ALL STAPLE LENGTHS 1,626.28 1.94 -99.88
52030000 COTTON CARDED OR COMBED 85.18 2.03 -97.62
66011000 GARDEN OR SIMILAR UMBRELLAS 0.22
66019900 OTHER UMBRELLAS 0.22
68022101 MARBLE BLOCKS/TILES,POLISHED 321.79 89.72 -72.12
68022109 OTHERS 109.41 198.66 81.57
68029100 OTHER MARBLE TRAVERTINE & ALABASTER 91.1
68029900 OTHER STONE 3.27
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69081002 CERAMIC MOSAIC TILES 4.33 16.38 278.54
69081009 OTHERS 4.07
69089001 CERAMIC MOSAIC CUBES 2.67
69089002 CERAMIC MOSAIC TILES 10.97 62.76 471.91
69089009 OTHERS 8.81 40 353.89
70132900 OTHER DRINKING GLASSES 4.03
83012000 LOCKS OF A KIND USED FOR MOTOR VEHICLS 0.13
83013000 LOCKS OF A KIND USED FOR FURNITURE 1.48
83015000 CLASPS & FRAMES WTH CLASPS,INCRPRTNG LCKS 0.02
87032103 SECOND HAND/USED MOTOR CARS(INCLUDING 0.37

   JEEP & LAND ROVER),ASSEMBLED
87032303 SECOND HAND OR USED MOTOR CARS INCL JEEP 3.16 1.81 -42.52

  & LAND ROVER,ASSEMBLED
87033303 SECOND HND/USD MOTR CARS,JEEP ETC,ASSMBLD 2.31
95010001 WHEELED TOYS DESIGNED TO BE RIDDEN,ETC 0.25
95021003 DOLLS OF PLASTIC 1.75
95032000 REDUCD SIZE(“SCALE”)MODL ASSMBLY KITS, 0.77 0.02 -97.46

W/N WRKNG MODLS,EXCL THOSE OF SBHDG NO.950310
95034100 STFFD TOYS RPRSNTNG ANMLS/NON-HUMAN CREATR 7.09 5.3 -25.24
96081000 BALL POINT PENS 3.48
96082000 FELT-TPPD & OTHR POROUS-TIPD PENS & MRKRS 0.8

Total 27,886.37 27,525.87 -1.29
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