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➢ Introduction 

• Brief history of trade in South Asia 

South Asian Association for Regional Cooperation was founded in 8 December 1985 . Initially it 

was focused on non-economic issues, which was non-controversial. After liberalization in India, 

the economic issue came into SAARC’s agenda in the form of SAPTA i.e. South Asia 

Preferential Trade Agreement, which came operationally in 1995. The SAPTA was based on 

positive list approach, where product by product negotiation had happened. This process was 

too complex and time consuming, and the agreement didn’t improve the trade integration. 

In 1997 at the 9th SAARC summit, a group of eminent person (GEP) was formed to set the goal 

and vision of SAARC. The GEP had suggested the regional economic integration by SAFTA i.e. 

South Asia Free Trade Agreement. Rather than the SAFTA, they also set the vision for South 

Asia, it envisaged a SAARC custom union, with the harmonization of external tariffs by 2015, 

and a SAARC economic union, with the harmonization of monetary and fiscal policy by 2020. 

In 1998, SAFTA negotiation initiated and it came operationally in July 2006. SAFTA unlike the  

SAPTA  is based on a negative list and has an eight year tariff phasing out period. Contrary to 

the SAPTA in strengthening economic connectivity in the region, SAFTA looks an attractive 

framework with a negative list, a clearly defined tariff phasing out programme, transparent rules 

of origin etc. But this didn’t improve the intra regional trade and the major problem behind this is 

negative list, 53 per cent of regional import are excluded in SAFTA (Weerakoon and Thenakoon 

2006). 

SATIS i.e. SAARC Agreement on Trade in Services  came in the SAARC agenda since the 13th 

SAARC Summit in Dhaka in 2005, but it was finally signed at the 16th SAARC Summit in 

Thimpu in April 2010. SATIS is following the GATS-plus 'positive list' approach for trade in 

services liberalization. A study done by the RIS in India finds that trade in services is more 

balanced with smaller SAARC economies generally enjoying a lower deficit or a surplus with the 

larger economies.  Moreover, the study shows that there are more complementarities in the 

services sector in the SAARC region compared to the goods sector. Given this, we can expect 

that effective implementation of SATIS would make SAARC a more economically integrated 

region with higher growth. 

➢ Recent Macro-economic development in South Asia 

After introduction of these agreements, the intra –regional trade remain stagnant around 4 to 5 
per cent, at the same time the ASEAN intra –trade share is 35 percent. Despite the fastest 
growing region and sound macro-economic condition the intra trade share is too low. Regional 
output expanded by an estimated 6.7 percent in 2016, despite temporary disruptions associated 
with the November withdrawal and replacement of large-denomination currency notes in India, 
floods in Sri-Lanka. In general, South Asian economies benefited from an improvement in 
exports, low oil prices, infrastructure spending, and supportive macroeconomic policies in 2016. 
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India has witnessed favorable monsoon that supported the agriculture sector, increases the 
rural consumption, that’s why the growth was good up to 3 quarter, but the last quarter got affect 
by demonetization and global slowdown. The overall GDP growth rate for FY2017 was 7.1 % 
despite deceleration in industry and service sector. Average inflation for FY2016 was 4.7% , 
The overall revenue grew y 16.7% due to growth in personal income tax because of tax 
amnesties.  

  
TABLE-1: Macro-Economic indicator of SAARC economies: 

2016     

Country AFG BGD BTN IND MDV NEP PAK LKA 

GDP growth 
rate (%) 2 7.05 6.4 7.1 3.4 0.8 4.7 4.4 
Agriculture 
sector growth 
rate(%) 0.8 2.8 4 4.4  .. 1.3 -0.2 -4.2 

Industry sector 
growth rate(%) 2 11.1 7.3 5.8  .. -6.3 6.8 6.7 

Service sector 
growth rate(%) 1.5 6.2 7.1 7.9  .. 2.7 5.7 4.2 

Inflation(%) 4.5 5.9 3.3 4.7 0.5 9.9 2.9 4 

Current account 
(% of GDP) 4.4 1.7 -29.4 -1 -17.7 6.2 -1.2 -2.2 

Note:-….= Not 
available 

       
  

source:-Asian 
Development 
Outlook ,ADB               

                                                                                                                                                    
Pakistan has witnessed bad weather which decelerated the agriculture sector but after this the 
GDP growth rate remained robust at 4.7%, which is driven by growth in service and industry. 
The inflation also came down at 2.9% because of low global oil prices , stable food supply and 
limited borrowing by government. Successful IMF supported programme and CPEC enhanced 
the macro economy and FDI in Pakistan. The current account deficit widened from 1 to 1.2 per 
cent of GDP as export declined due to loss of cotton. 
Lingering earthquake and trade disruption with poor monsoon adversely affected the growth 
rate of Nepal, which was only 0.8% for FY2016. Due to macro-economic instability in the region 
inflation went up to 9.9%. 
The Bangladesh economy has remained vibrant during the 2000s and the average GDP growth 
rate was 6% per annum. In 2016 GDP growth was recorded at 7.1%, despite slump in 
remittances. The inflation rate came down at 5.9% due to low oil prices. The current account 
surplus got up by narrow down of trade deficit, which is due to increment in export of value 
added garments. 
High growth in Sri-Lanka in the previous year was mainly due to robust performance of specific 
sectors including tea, apparel, textile, service including tourism. But economic growth slowed 
down in FY2016 to 4.4% due to extreme weather. The inclement weather also affected the 
inflation, it was near 4% in FY2016. The tourism sector remained robust, it has witnessed 18% 
increment. The current account deficit narrowed down from 2.5 to 2.2% of GDP. Chinese 
investment and infrastructure project lifted FDI inflow and private investment, which boost Sri-
Lankan economy. 
Due to security challenge and pessimism in industry Afghanistan economy slowed down in 
2016.It has shown 2% growth rate , which occurred due to  45% increment in opium cultivation. 
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Now if we look at Bhutan and Maldives , then both are very small economy . One has specialize 
in hydro-power and the another is in tourism sector. The GDP growth rate for Bhutan is 6.4% for 
FY2016 and for Maldives it is 3.4%. Being an import dependent economy and major fraction of 
its national income coming from tourism and fishery , Maldives has been more vulnerable to 
adverse external condition. To balance the ecology & economy government of Maldives 
introduced green tax & improved goods and services tax and also remove the subsidy from 
staple good. The large trade deficit by decline in export has affected current account extremely.  
                                  If we focus on overall SAARC then the macro-economic condition is not 
bad but to maintain the present growth rate of SAARC and to enhance intra trade there is need 
to tackle the risky factors like political & geographical tension, high public debt, U.S. monetary 
policy tightening, remittance issue etc. 
 

➢ Trade Scenario in South Asia: Literature Review 
Intra-regional trade in South Asia Is relatively low compared with other region, such as 
ASEAN in Asia, European Union. It remained stagnant for long period of its existence 
ranging from 4 to 6 %. In 1990 the intra-regional trade share was 3% and still now it 
varies around 5 to 6%. If we see ASEAN for same period then the share has grown from 
17 to 25 % .In present time the intra-trade share for European Union  is  66%, for 
ASEAN+3  it is 35% while for SAARC ,it’s too low . 
 

  Table 2- Trend in Intra-Regional Group Trade   

YEAR 1950 1970 1990 2000 2005 2010 2012 

ASEAN 2.8 22.4 17 22.7 25.4 24.9 24.7 

MERCOSUR 6.1 9.4 11 19.9 15.3 17.4 16 

CIS .. .. .. 28.4 22.3 20.2 20.4 

 EU 25 47.9 61 67.4 67.2 66 61 59 

SAARC 11.6 3.2 2.7 4.5 5.6 4.7 4.3 

NOTE- ..= NOT AVAILABLE 

Source- UNCTAD, EXIM Bank Analysis 

 
According to Rajeev Jain and J. B. Singh (2009), the limited trade with in the region 
despite of larger market is mainly due to similar trade pattern and similar socio –
economic condition. 
Despite of this low intra–regional trade share, the intra trade has always gone up in real 
term. 

Table 3- Intra-Regional Trade 

Reporter South Asia  

Partner South Asia 

Indicator 
Total trade, in billion 
US$ 

1990 1.8 

1995 4.4 

2000 6.2 

2005 17.3 

2010 33.2 

2011 40.5 
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So yes , some of the factors contributed to gain this momentum. Since the early 1990’s, 
however several attempts have been initiated to boost South Asian economic integration 
through a number of trade pacts at the bilateral, sub-regional and multi-lateral levels. The 
SAARC has taken initiatives to enhance integration in the form of the South Asian preferential 
trade agreement (SAPTA) , the South Asian free trade area (SAFTA), and the recent SAARC 
agreement on trade in services (SATIS). By these agreement little has been achieved and intra 
trade in real term has increases significantly. 
Moinuddin M.(2013) argues that these pacts have enhanced the intra trade but  SAFTA’s 
success will be assessed in terms of its trade generating capacities. The potential is already 
there, it has now matter of effective implementation of trade deal. 
Now if we see the bilateral agreement like ISFTA (1998), PSFTA (2005), have enhanced the 
intra-regional trade by reducing the trade barrier.These bilateral and unilateral trade agreements 
have strengthen intra-regional trade integration. 
Another study by Hooy and Choong (2010) indicates that exchange rate volatility has a 
significant positive impact on real intra export by SAARC. Hence this induces intra-trade flows 
among South Asian countries. 
Another contributor of intra-regional trade will be BBIN motor vehicle agreement, which  will 
enter into force after it is ratified by all four member nations. The agreement has been ratified by 
Bangladesh, India and Nepal, but  it is not ratified by Bhutan. This will enhance the connectivity with 
smooth custom clearance, which will surely improve the intra–regional trade. 

 
Now we will see the main reason behind the low-intra regional trade. 

1) SAFTA’s sensitive list 
The SAFTA commenced in 2006, however the success achieved under the treaty have been 
quite limited, i.e. Intra-SAARC trade has continued to be 4 to 5% of total trade. The primary 
reason for SAFTA being ineffective is the large sensitive list maintained by member countries. 
Weerakoon (2010) and Weerakoon and Theenakoon (2006) have argued that 53% of total intra-
regional import was excluded from tariff liberalization and kept in negative list.   
 
A paper from Nisha Taneja et. al. (2011) has suggested that from the concept of revealed 
comparative advantage a large portion of sensitive list is worthless. Such item should be 
excluded from sensitive list. 

TABLE 4- Percentage Share of Sensitive 
List Items in SAARC 

Country 
share of SAFTA sensitive list imports in 

total imports from SAARC   

Bangladesh 55.80% 

India 47.80% 

Maldives 67.20% 

Nepal 29.40% 

Pakistan 18.80% 

Sri-Lanka 26.90% 
 
The SAFTA agreement suggest provisions regarding paperless trading , electronic means 
reporting  and identification of low risk and high risk goods, harmonization in standards, 
technical assistance and custom co-operation at the SAARC level. However some of the issues 

Source-ARIC Integration Indicators  



5 | P a g e  
 

still remain to address, as S. Chaturvedi (2007) argues that SAFTA misses out some important 
provisions which is related to movement of transit goods, security related concern, infrastructure 
and border agency co-operation high level of protectionism among the SAARC countries. 
 

2) Non-tariff barriers 
Non-tariff measures (NTMs) continue to inhibit trade among South Asian countries despite most 
favored nation (MFN) status and SAFTA. The low intra–trade in the SAARC region is due to 
tariff, non-tariff barrier, weak infrastructure , poor awareness among stakeholders, a lack of 
political will, and low level  of investment. Since tariff has reduced by bilateral and multilateral 
trade agreements but the intra –trade remain stagnant. So the non-tariff barrier remains a 
serious challenge in South Asia in the form of formal restriction on trade (quotas / sanction), 
administrative bottleneck, ineffective custom procedure, standard compliance hurdles (packing) 
etc. 
The major problem with these NTB is that the cost of these obstructions is not easily 
quantifiable. According to the Asia foundation study knowledge gap is major hurdle, like 
sometime decision maker at national level are unaware of these NTB (checkpoint at border-
crossing) and their cost. The Asia foundation suggest that many NTBs are instrument to protect 
domestic industries, such as quantitative restriction or licenses, others are simply inefficiencies 
or time-consuming procedural requirements, to increase the intra–trade these worthless 
procedure should be abolish. 
 

3) Connectivity- Infrastructure bottleneck  
 Lack of connectivity also affects the intra-trade negatively and a disconnected region cost too 
much in the sense of time and money both. According to study of World Bank , it’s 20% cheaper 
for India to trade with Brazil than with its neighbor Pakistan and the region behind this is 
circuitous routes to market, congested border crossings and lack of transportation infrastructure. 
Another example by a professor Prabhash Ranjan , it takes 35 days for a container to go from 
Delhi to Dhaka because it has to go via Colombo or even Singapore, whereas it can reach in 
five days if there is direct connectivity. 
So, by investment in efficient connectivity and border crossing this problem can be solved. 
The recently signed BBIN Motor Vehicle Agreement is expected to improve connectivity, if it is 
ratified by all the four members.  
 

4) Lack of External Investment 
One key factor that boosted ASEAN economy was the external investment from Japan, when 
the cost of production increased in Japan, most firms had shifted to ASEAN nation. While 
SAARC haven’t any such type of external investment. RIS (Report-2004) also argued that the 
region should adopt a SAARC agreement on promotion and protection of investment and move 
towards harmonized investment policies across the region to facilitate intra-regional investment. 
However, in the SAARC finance minister’s meeting all countries renewed this commitment to 
finalize the investment treaty, which is pending since 2007. 

5) Lack of Export Promotion Measures 
Generally industrialized countries use export credit as a very effective instrument for increasing 
the export. As a result developed countries enjoy a competitive edge over developing countries 
with regard of export finance facilities. The lack of similar facilities for export credit and export 
credit insurance had impeded the efforts of SAARC nation. In the context of SAARC, there is no 
promotion of such type of credit and insurance, which are also the region behind low intra-
regional trade. 
Despite of these impediments the another region behind this low intra-trade is similar trade 
pattern. Rajeev Jain and J. B. Singh (2009) in his research paper argued that in top 4 trade 
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commodities 3 are from textile sector and more or less all the member nation have comparative 
advantage in that commodity. 
 

➢ Analysis of Trade Data 
The analysis of trade between the countries is an interesting phenomenon in international trade 
. In this part an analysis is made between SAARC member. If we see the overall trend then 
import and export were increasing over time. However depending up on the economic and 
political conditions of trading partner, the researcher could find the fluctuation in the trade 
relation.  

 
Source-UN COMTRADE 

If we see the overall trend of SAARC’s export and import to world , we can find a positive trend 
with export. Since intra trade is only 5% i.e. the 95% trade is happening to the rest of world, and 
this trade has gone up after liberlisation. 
 

 
 
Source-UN COMTRADE 
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The intra-regional trade ratio have shown a positive pattern till 2015 in the recent years.Clearly 
there is marginal improvement by the trade agreements with in SAARC members and also due 
to health macro-economy in the region.  
        
 

  
Source-UN COMTRADE 

From this table 5 and 6 we can see the intra-export and intra-import growth rate of SAARC in 
recent years,. Here we can analyse that till 2011 the growth rate was accelerated but in FY 
2012-13 it decelerated, this was affected by global economic crisis 2012. Further the intra –
export and import has improved. In 2015, there is decline in export growth rate, this was due to 
extreme weather like drought in India, floods in Sri-Lanka. But if we see the overall growth from 
2010 to 2015, the intra-trade has improved in real terms. 
 
 

Table-5 , SAARC's intra-export growth rate 

Row 
Labels 2010 2011 2012 2013 2014 2015 

BGD 18.56683137 40.15139299 -9.5338112 -14.0925872 29.00272865 

BTN -24.84824777 2.637416824 40.57985324       

IND 50.73020628 16.40541482 6.190087343 23.01286271 17.37542062 -13.0011317 

LKA 35.74873089 16.43214978 16.32550398 -5.38379296 31.76139443 -4.30292121 

MDV 14.81741521 -8.08019041 -7.40903731 -17.1890229 -3.01259203 75.37567517 

NPL 3.40076911 -0.651225 0.984956629 -6.61633569 1.761361775 -29.5617579 

PAK 31.24795824 46.78878144 -18.5051749 -0.18855513 -6.10636912 -7.09245497 

Source-UN COMTRADE 
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Table-6, SAARC's intra import growth rate 

Row Labels 2010 2011 2012 2013 2014 2015 

BGD 48.00916194 37.15272827 -9.81783209 -9.03440862 46.54819329 

BTN 55.84511047 16.5613301 3.732575104       

IND 36.17371634 21.19943678 -8.16348263 -6.12827172 20.2283628 13.88599169 

LKA 48.18497505 65.5073696 -1.73121539 -9.41002285 21.1867396 7.681698588 

MDV 5.486319756 17.2396948 7.804659718 8.592628842 15.99001353 19.44343512 

NPL 52.48152268 15.48533381 4.913432145 4.124476477 20.39485617 -18.6769577 

PAK 36.91346261 6.882266828 -0.02201824 17.96473261 13.82555803 -16.1453344 

 Source-UN COMTRADE 

 
The total intra regional SAARC’s export and import have also shown the positive trend . If we 
look on export in real term then it has increased till 2014. The intra-regional import have also 
gone up. If we look on the figure 5, the import have doubled from 2009 to 2015, which seems 
good resultant which occurred from the trade agreements. 

 

 
Source-UN COMTRADE 

Now in this part an analysis is made between India and SAARC. The trend shows that in 
general both import and export are increasing overtime. In India, the external sector has 
exhibited a marked transformation since the balance of payment crisis in 1991. The crisis was 
overcome by the major trade policy change in the post 1991 period included simplification of 
procedure removal of quantity restrictions and substantial reduction in tariff rates. We can see 
through the table that India’s trade with the SAARC countries witness a general increase in 
overall trade. In simple term it is proved that in recent time the general trend is that India do 
more export and import with Bangladesh followed by Sri-Lanka and Pakistan. 
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Source-UN COMTRADE 

Now if we look on the pie chart , it explains the overall SAARC’s  current trade structure. Here 
India absorbs the major part of intra-export (77%) and also significant part of thee import (14%) . 
obviously India is a bigger player in SAARC region and it can also analysed by the figure-7. The 
intra-trade ratio of South Asia excluding India is lesser than existing 5% in which India is 
included. 
 
 
 

 
 

  

   

   

   

   

   

   

   

Sum of 

TradeValue in 

1000 USD Column Labels

Row Labels 2009 2010 2011 2012 2013 2014 2015 2016

IND 8889068 13177908 15438733 16035393 19056220 22428835 20209859 19504846

AFG 592122.2 536204.4 624676.4 555365.6 726726.5 686596.5 851977.8 755286.9

Gross Exp. 471599.9 392552.3 504565.7 475621.1 513530 442875.8 534258.3 472993.2

Gross Imp. 120522.3 143652.1 120110.7 79744.48 213196.6 243720.8 317719.5 282293.7

BGD 2411797 3374471 3984641 5503980 6524701 6772514 6161416 6345891

Gross Exp. 2177375 3016575 3405516 4936672 5993950 6255235 5521518 5668793

Gross Imp. 234421.6 357896.3 579125.5 567307.3 530751.2 517279.1 639898.5 677098.1

BTN 249365.8 344904.9 424755.3 340029.4 298731 344712 570244.7 501542.8

Gross Exp. 108475.6 159214.6 219077 170757.6 161666.9 200366 375222.5 374212.7

Gross Imp. 140890.2 185690.3 205678.3 169271.7 137064.2 144346 195022.1 127330.1

LKA 2053440 3823245 5170026 4478572 5269262 7026954 6349797 4750526

Gross Exp. 1724637 3305123 4452043 3813120 4753967 6434957 5501015 4118254

Gross Imp. 328803.2 518122.1 717983.2 665452.3 515295.2 591996.2 848781.6 632272.6

MDV 110750.2 131960.1 136268.7 129319.5 128304 144093.3 171965.1 186407.1

Gross Exp. 108351.5 100039 118293 121774.9 124231.4 139615.2 166865.1 180153.8

Gross Imp. 2398.708 31921.1 17975.69 7544.679 4072.593 4478.085 5099.973 6253.292

NPL 1743701 2410608 3068124 2894451 3552923 4754163 3684675 4911532

Gross Exp. 1327363 1904912 2559910 2587086 3176217 4193418 3195122 4526221

Gross Imp. 416338.2 505696.6 508214.1 307364.7 376705.9 560744.4 489552.7 385311.5

PAK 1727892 2556514 2030242 2133676 2555572 2699802 2419784 2053660

Gross Exp. 1455772 2235788 1678131 1633348 2176412 2169948 1963456 1592581

Gross Imp. 272119.7 320726 352110.8 500328.1 379160.4 529854.8 456327.9 461079.2

                                       Table 7 – India’s trade  with SAARC member 
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                                   Fig. 6- Total Structure of Intra Export and Import for SAARC  (2015) 
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  Source-UN COMTRADE 

 
  ➢ CONCLUSION 

 
  To sum up, the growth of intra-regional trade has remained subdued, even after 25 years of 

existence SAARC failed to integrate well to take advantage of the opportunities. The main 
reason for the tardy progress of SAARC integration is abysmally low level of trade between two 
largest partners namely INDIA and PAKISTAN, and the another reason behind this low ratio is 
similar trade pattern among member nations. Apart from tariff rates and market access, trade 
facilitation measure should be carried out across SAARC for improving trade ties with 
abolishment of non- tariff barriers. Although major SAARC countries are better synochronised in 
terms of their GDP cycles, but the trade integration remains to be low due to protectionism 
among SAARC member. SAARC countries will need to take concrete steps for harmonization of 
customs and other procedures.  
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