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Introduction

Despite geographical proximity and the
existence of bilateral and multilateral free trade
agreements (FTAs), South Asia is one of the least
economically integrated regions in the world.
Owing to protectionist policies, high logistics
cost, lack of political will and a broader trust
deficit, intra-regional trade in South Asia remains
well below its potential at 5% of the region’s
global trade.? This makes South Asia one of

the most disconnected regions in the world,
especially when compared with other regions
such as East Asia and the Pacific, where intra-
regional trade accounts for approximately 50%
of total trade, and Sub-Saharan Africa, where
intra-regional trade has improved over the years
to 22% due to the steps taken by governments
to create transparent mechanisms for trade
facilitation.® Intra-regional trade in the South
Asian region (including Myanmar) amounts to

Methodology

This policy brief analyses the share of India’s
trade with its neighbours. The data used is from
World Bank’s World Integrated Trade Solution
(WITS) database and the International Monetary
Fund’s (IMF) Direction of Trade Statistics (DOTS)
database. All trade values are in United States
dollars (USS). For India’s trade with South Asia,
the import and export volumes and shares
analysed are from 1988 to 2018; the figures for

only 5.6% (2017).4

Enhancing intra-regional trade is necessary to
increase connectivity in the South Asian region.
Facilitated by the flow of goods, services, people,
and knowledge, such an initiative would provide
access to new markets as well as attract foreign
direct investment (FDI) in diverse sectors. The
ensuing economic growth would also play a key
role in bridging the trust deficit in the region and
raise the opportunity cost of conflict.

This policy brief maps the trends in India’s trade
with its neighbours to ascertain the current
status of trade connectivity. A comparison

with China has also been made considering its
increasing presence in India’s neighbourhood
since 2005. Based on the analysis, the brief
concludes with policy recommendations to
foster better intra-regional trade.

China’s trade with South Asia (excluding India),
however, are from 1992 to 2018.

This policy brief analyses trade data for India’s
and China’s trade with Afghanistan, Bangladesh,
Bhutan, Maldives, Myanmar, Nepal, Pakistan,
and Sri Lanka, collectively referred to as ‘South
Asia’ or N8.

2 S.Kathuria, A Glass Half Full: The Promise of Regional Trade in South Asia (Washington, DC: World Bank, 2018), P. 28,
https://openknowledge.worldbank.org/bitstream/handle/10986/30246/9781464812941.pdf?sequence=8&isAllowed=y.

3 Kathuria, op-cit. P. 7.

4 Authors’ calculation based on data retrieved from World Bank’s World Integrated Trade Solution (WITS) database.

5  Mahendra P. Lama, “Regional Cooperation and Conflict Resolution,” Policy Perspectives 9, no. 1, Special Issue: China and SAARC (2012):

21-25, https://www.jstor.org/stable/42922682?seq=1.
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Trade Agreements and India’s Economic Connectivity with South

Asia

Figure 1: India’s Total Trade with South Asia and Regional Share of Global Trade (N8)

India’s trade surplus with N8 has been increasing

30

25

20

5 .
= o]
315 £
2 g
o
2 &
10
5
0
0 o o - o o < wn O ~ 0 [} o — o o™ < ["a} O ~ oo} [e2} o — o~ m <t wn e} ~ [oe]
0 [se] [} o [N} [N} o o [N} o o [} o o o o o o o o o o — — — — — — — — —
()} o [e)} [} o [e)} ()} o [e)} ()} (o)} (o)} o o o o o o o o o o o o o o o o o o o
— — — — — — — — — — — — o~ o~ o~ o o o o~ o o o~ o~ (o' o~ o o [a\] o~ o o~
B Indian Exports to N8 (USD Billion) [l Indian Imports from N8 (USD Billion) - - India's Trade Share with N8 (Percentage)

N8: Afghanistan, Bangladesh, Bhutan, Maldives, Myanmar, Nepal, Pakistan, and Sri Lanka

Source: WITS, World Bank

India’s exports account for the bulk of its trade
with its neighbours (Figure 1). The country’s
regional trade growth from 1991 until 1999

was minimal. In 2008, India’s trade with the N8
neighbours reached a decadal high of US$13.45
billion. Following a dip in 2009, due to the global
financial crisis, India’s trade with its neighbours
doubled in the next five years, reaching US$24.69
billion in 2014. The slowdown in India’s exports
to South Asia in 2015 and 2016 coincided with
the 13% decline in India’s global trade from
USS$19 trillion in 2014 to US$16.5 trillion in 2015.°
Intra-regional trade revived in 2017, reaching its
peak at US$24.75 billion, picking up furtherin
2018 when it rose to US$36 billion.

India’s largest export market in the region is
Bangladesh, followed by Sri Lanka and Nepal,
whereas the largest imports by value come

from Myanmar, Sri Lanka and Bangladesh. All
countries in the neighbourhood have a trade
deficit with India, the highest being Bangladesh
with a deficit of US$7.6 billion, followed by Nepal
at US$6.8 billion (2018). The trade deficit has
been increasing (Figure 1).

India’s trade with its neighbourhood
has ranged between 1.7% and 3.8% of
its global trade

6  D.R.Kanth, “Global Trade Declines 13% to $16.5 Trillion in 2015”, LiveMint, April 7, 2016,
https://www.livemint.com/Politics/t5GR5PqKbFLGt7K404LQ8L/In-2015-global-trade-declined-13-to-165-trillion-in-valu.html.
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Despite the growing trade volume, India’s

trade with its neighbourhood has remained
roughly between 1.7% and 3.8% of its global
trade. Between 1988 and 1996, the country’s
trade share doubled as a result of an increase

in trade volume and value. This could possibly
be attributed to economic liberalisation in
Bangladesh, India, Nepal, Pakistan and Sri Lanka
in the 1990s.”

Several agreements are in place to facilitate
trade in the region. The SAARC Preferential
Trading Arrangement (SAPTA) was signed in
1994, followed by the South Asian Free Trade
Area (SAFTA) agreement a decade later in 2004
(which came into force in 2006). India’s bilateral
trade with Myanmar is conducted under the
1994 Indo-Myanmar Border Trade Agreement
as well as the 2009 ASEAN-India Trade in Goods
Agreement (AITGA). Additionally, India and Sri
Lanka signed the Indo-Sri Lanka Free Trade
Agreement (ISFTA) in 1998. The agreement came
into force in 2000.

Despite these agreements, trade in the
neighbourhood has remained far below its
potential. This is exemplary of the fact that
agreements by themselves are not enough
to facilitate trade unless the barriers to trade

are holistically addressed. The presence of
para-tariffs, high logistical costs, inadequate
infrastructure, and high informal trade, coupled
with other non-tariff barriers (NTBs), are the key
reasons for India’s low intra-regional trade in the
neighbourhood. As a result, the cost of trading in
South Asia remains unusually high.®

A lack of comparative advantage in the region
also inhibits the prospects of increasing
regional trade as envisioned under SAFTA.°
Specialisation and value chains are key
factors of international trade. Countries with
different comparative advantages and product
specialisation would have more opportunities
to mutually benefit from trade than countries
with a high degree of similar products and
specialisation.

In South Asia, most countries are competitors
in their export markets in a narrow range

of products, namely textile and apparel
exports. India’s major imports are mainly in
semi-manufactured items (a consequence

of the country’s import policies) for which
the neighbouring countries don’t show any
comparative advantage.' This reflects
India’s consistently low imports from its
neighbourhood, as seen in Figure 1.

7 Mahendra Dev, “Economic Liberalization and Employment in South Asia,” ZEF - Discussion Papers on Development Policy No. 29 (Bonn:
Center for Development Research, 2000), 22. In Sri Lanka, the second wave of economic reforms started during 1989-94.

8  Prabir De, “Economic Corridors and Regional Economic Integration,” in Developing Economic Corridors in South Asia, eds. Prabir De and

Kavita lyengar (Manila: Asian Development Bank, 2014), 15.

9  N.Pitigala, “What Does Regional Trade in South Asia Reveal about Future Trade Integration? Some Empirical Evidence,” (World Bank,
February 2005), https://elibrary.worldbank.org/doi/abs/10.1596/1813-9450-3497.

10 Pitigala, op-cit. P. 22.
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China: A Rising Economic Partner in the Region

Figure 2: India’s and China’s Trade with South Asia (N8 and N7)

Since 2005, China has consistently increased its trade with South Asia, especially Pakistan
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Until 2005, India and China were close in their
overall trade volume with South Asia. However,
after 2005, China consistently increased its
trade with South Asia, barring a slight dip in
2009 due to the global financial crisis. In 2014,
China’s trade reached a high of US$60.41 billion,
whereas India traded approximately one-third
of the amount at US$24.70 billion. Following the
peakin 2014, both countries saw a decline in
trade with South Asia in 2015 and 2016.

Defying the logic of proximity, most
of India’s neighbours are now largely
reliant on China for their imports.

China’s strong economic ties with Pakistan as
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opposed to India’s minimal formal trade with

its western neighbour increases the gap in both
countries’ trade volumes. Though China’s trade
volume is consistently larger, excluding Pakistan
(as seen in Figure 2) reduces the gap to almost
half. This gap is attributed to the China-Pakistan
Free Trade Agreement (CPFTA) signed in 2006,
that increased trade significantly between both
countries (Figure 5). The corresponding gap
between India’s trade with the region is much
less because Pakistan’s formal trade share is
relatively smaller (Figure 3). Barring Pakistan,
the gap between India’s and China’s trade with
South Asia (N7) in 2018 is relatively lower at

USS 12.87 Billion (Figure 2).

China’s trade with the N8 neighbours is mainly
export-driven (Figure 4), making it a top source



of goods to South Asia.” Despite the existence below in value to that of China, which has only
of regional and bilateral FTAs, India’s trade one FTA in the region (Figure 2).
volume with its neighbours has remained well

Figure 3: Country-wise share of India’s and China’s Total Trade with South Asia (N8) in 2018

Bangladesh accounts for approx. one-third of China’s trade with South Asia
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Figure 4: China’s Imports and Exports to South Asia (N8)

Since the early 2000s, China has increased its exports to N8
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11 A.Anderson and A. Ayres, “Economics of Influence: China and India in South Asia,” Expert Brief by Council on Foreign Relations, https://www.
cfr.org/expert-brief/economics-influence-china-and-india-south-asia.
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India’s and China’s Trade Share in the Region

Figure 5: South Asian Countries’ Comparative Trade Share with India and China from Global
Trade

Only Afghanistan, Bhutan, and Nepal have a higher trade share with India compared to China
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Source: International Monetary Fund (IMF) Direction of Trade Statistics (DOTS) database

Analysing India and China’s share in the global
trade of South Asian countries reveals that only
the landlocked countries (Afghanistan, Bhutan,
and Nepal) have a higher trade share with

India when compared to China (Figure 5). While
exports to China from the region have been
minimal, imports from China have been growing
since 2012 in Myanmar, and since 2014 in the
Maldives, Bangladesh, and Pakistan. In the case
of Sri Lanka, there was heavy reliance on imports
from India till 2013 owing to the Indo-Sri Lanka
Free Trade Agreement (ISFTA) that was signed in
1998 and came into force in 2000. However, post

12 Ayres, Alyssa and Anderson Ashlyn, op-cit.

2013, both India and China export at par to Sri
Lanka (Figure 5).

In the last two decades, China has established
itself as a major trade partner of South Asia.
Beyond Pakistan, China has made inroads into
South Asia (N8) by becoming Bangladesh’s top
trading partner in 2015, and bolstering trade and
investment with Nepal, Afghanistan, Maldives
and Sri Lanka.’ This mainly reflects the region’s
strategic importance for China’s Belt and Road
Initiative (BRI), particularly the smaller South
Asian countries.'

13 Nilanthi Samaranayake, “China’s Engagement with Smaller South Asian Countries,” (Washington DC: United States Institute of Peace, April
2019), https://www.usip.org/sites/default/files/2019-04/sr_446-chinas_engagement_with_smaller_south_asian_countries.pdf
Rida Khan, “China’s Growing Influence in South Asia,” The Nation, August 5, 2018,
https://nation.com.pk/05-Aug-2018/china-s-growing-influence-in-south-asia.
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Conclusion

Enhancing trade in the South Asian region

is not only economically beneficial, it is also
strategically important in order to integrate India
with the global economy. Regional integration
in South Asia requires addressing several

NTBs and further reduction of the “sensitive
lists” maintained by countries to ensure the
effectiveness of trade agreements. Furthermore,
good practices from other regions must be
tailored to the South Asian context to facilitate
the resolution of reported barriers to trade. For

Policy Recommendations

South Asia’s lack of regional connectivity, despite
the advantages of proximity, has a long history
of mistrust, conflict, and political upheaval. In
addition, India’s presence as “big brother” in the
region has made its smaller neighbours wary

to take the initiative. Moving forward, policies
must focus on reducing barriers and facilitating
greater connectivity in all spheres in order to

Revisiting Free Trade Agreements

The momentum for free trade of the 2000s

has been largely lost with India’s neighbours.
Trade liberalisation initiatives under the Bay

of Bengal Initiative for Multi-Sectoral Technical
and Economic Cooperation (BIMSTEC) have
been under negotiation for more than 15 years.
SAFTA and the even bolder idea of a South
Asian Economic Union no longer feature in New
Delhi’s regional focus today. India’s FTA with Sri
Lanka dates back 20 years, and negotiations

14 Kathuria, op-cit. P. 7.

instance, Sub-Saharan Africa has addressed
NTBs by way of an online mechanism that
consists of national monitoring committees

in each country to facilitate the resolution of
reported trade barriers.™ For India and her
neighbours, a stronger political will is required
to combat barriers to trade in the region,
especially after the COVID-19 crisis, which may
result in unleashing a new wave of protectionist
measures.

build trust and counterbalance China’s growing
ties with India’s neighbours. The potential and
benefit of trade must be realised by countries in
the region to ensure mutual economic gains. The
following recommendations draw on the vast
literature on trade and regional integration in
South Asia.

towards an expanded Comprehensive Economic
Partnership Agreement (CEPA) keep getting
delayed. Given that the global agenda of
multilateral trade liberalisation has stalled,
India must redouble its focus on regional

trade arrangements. This will require political
leadership to sacrifice domestic protectionism
in order to pursue long-term strategic interests
of greater trade interdependence with its
neighbours.

15 “The Cursed Blessing of Public Banks,” (Washington DC: The World Bank, 2020) P. 37,
http://documents.worldbank.org/curated/en/551641586789758259/pdf/South-Asia-Economic-Focus-Spring-2020-The-Cursed-Blessing-of-

Public-Banks.pdf
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Eliminating Barriers and Other Protectionist Policies

Countries in South Asia must take steps towards
elimination of para-tariffs and NTBs. Para-
tariffs, which are additional tariffs levied on
imports by states, are not a part of SAFTA or

any other FTAs in the region. Additionally, NTBs
such as import policy barriers, anti-dumping
and countervailing measures, testing and
certification requirements, export subsidies,
and government participation have all curtailed

the potential of intra-regional connectivity.®
Globally, the signing of the Customs Convention
on the International Transport of Goods under
Cover of TIR Carnets (TIR Convention, 1975) is a
positive step towards the elimination of some
NTBs and simplifying procedures.'” To realise
South Asia’s trade potential, this model should
be replicated at the regional level.

Enhancing Cross-border Infrastructure

Improvements in cross-border infrastructure
such as Integrated Check-Posts (ICPs), road,

air and rail links are key to facilitating trade in
the region. Improved infrastructure will enable
greater connectivity thereby strengthening
production networks and value chains in the
region. In the last decade, various steps have
been taken to upgrade infrastructure, including
the upgrading of land customs stations to

ICPs, the extension of rail networks such as the
Agartala-Akhaura railway link (Bangladesh) and
the Jogbani-Biratnagar railway line (Nepal), or
the opening of the second border checkpost
between India and Myanmar (Zokhawthar-
Rikhawdar). Such improvements in cross-
border infrastructure connectivity are the best
incentives to increase intra-regional trade.

16 Mohammed Saqib and Nisha Taneja, “Non-Tariff Barriers and India’s Exports: The Case of ASEAN and Sri Lanka,” Working Paper No. 165 (New
Delhi: Indian Council for Research on International Economic Relations).

17 TIR stands for Transports Internationaux Routiers (International Road Transport).
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« Taneja, Nisha and Samridhi Bimal. “India’s Informal Trade with Pakistan,” Working Paper 237,
(ICRIER, July 2016), http://www.icrier.org/pdf/Working_Paper_327.pdf.
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