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Welcome Remarks

Maj Gen Jamshed Ayaz Khan (Retd)*

Bismillah- hir-Rahman-nir-Rahim

Honourable  Foreign  Minister of  Pakistan,
distinguished participants, excellencies, Parliamentarians,
honoured guests, ladies and gentlemen,

It is my proud privilege and a rare honour indeed to
welcome you all to this International Seminar on Building
Political and Economic Linkages between South Asia and
Central Asia. | am also voicing the sentiments of all my
colleagues at the Institute of Regional Studies that we are
grateful that the honourable Foreign Minister of Pakistan,
despite his pressing engagements, found time to be with us
this morning. And the distinguished participants, one and all,
voiced their solidarity and expressed their sympathy with us
over the horrendous incident of Marriott, which Dr.
Christopher Snedden labels as the ‘face of Islamabad’. We
were touched by the warm sentiments expressed over the
destruction and tragic loss of innocent lives.

Mr. Chairman, it was at this very venue of the
Marriott Hotel that we organized an International Seminar on
Afghanistan’s Unabated Turmoil in May 2008. And now
unfortunately the hotel is all in ruin, consumed by fire that
engulfed it following the attack. In that seminar we
deliberated on:-

*President, Institute of Regional Studies
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> Afghanistan’s Cauldron — Resurgence of
Taliban

> Genesis and Character of Tribal Areas and the
Issue of Border Land Security and its Linkage
with Afghanistan.

> Impact of the Protracted Stay of Afghan Refugees
in Pakistan.

> Afghanistan: Cost for Pakistan

We were fortunate that a number of foremost
international experts on Afghanistan and this region like Dr.
Barnett R. Rubin, Dr. Rodney W. Jones, Lt. Gen. (Retd)
Kamal Matinuddin, Dr. Rasul Bakhsh Rais, Prof. Zhou Rong
(Joe Ron) and many others took part in that seminar.

All the papers presented at the seminar have been
published in a book titled “Afghanistan: Unabated Turmoil”
which is available in our book stall. The consensus that
emerged was that there was no light at the end of the dark
and darkening tunnel of Afghanistan. The NATO operations
were failing to produce the desired results and Pakistan was
being singled out as the fall-guy.

The happenings in Pakistan as a daily routine are
stark reminders of the fact that Afghanistan’s situation is
casting a deepening dark shadow over Pakistan. Today,
unfortunately, it is not the regional turmoil which is a serious
cause of concern but the entire world has been thrown into a
financial turmoil, west and east, north and south, and no one
seems to have escaped. If collapse of the Twin Towers was a
turning point in our current history, now the collapse of the
Wall Street in New York is a defining moment of much
larger implications than 9/11. The other day the BBC was
calling it a Financial-Sonami.

A well known scholar Francis Fukuyama, of the end-
of-history fame, or notoriety, predicts that “with the melt
down of the Wall Street, globally the United States will not
enjoy the hegemonic position it has occupied until now,
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something underscored by Russia’s Aug. 7 invasion of
Georgia. America’s ability to shape the global economy
through trade pacts and the IMF and World Bank will be
diminished, as will our financial resources. And in many
parts of the world, American ideas, advice and even aid will
be less welcome than they are now”.

George Soros, who hardly needs any introduction,
predicts that US dollar may lose its position as the pre-
eminent currency at the global level, and argues that the
American domination of the global financial landscape is
coming to an end with the centre of gravity shifting
eastwards to Europe and even further east. Fareed Zakaria
says that “the real fallout of the financial crisis will be the
delegitimization of American power”. Now perhaps the time
has come to give more credence to geo-economics than to
geo-strategic.

It is a crunch time for our region — South Asia,
Southwest Asia and Central Asia — because not only
security issue of terrorism affects us but a host of other crises
are looming on the horizon like endemic poverty,
degradation of environment, shortage of energy, food and
water and threat of diseases like malaria, AIDS etc. Thus,
cooperation should be the buzz word and a much broader
view of security should be taken.

In our seminar we are going to carry out:

> Strategic Appraisal of South Asia

Internal Dynamics of South Asia
India-Pakistan Peace Process

EU’s Resolution on Afghanistan and Pakistan
Strategic Appraisal of Central Asia

Internal Dynamics of Central Asia

YV V VYV V V V

Building Bridges between South Asia & Central
Asia
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Now, | will ask Dr. Babak Khalatbari, Resident
Representative of Konrad-Adenauer-Stiftung, Islamabad, to
take my place. They have been very kind to co-sponsor this
seminar.
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Dr. Babak Khalatbari*

Your Excellency,
Honourable Minister of Foreign Affairs of Pakistan,
Makhdoom Shah Mehmood Qureshi,

President of the Institute of Regional Studies, Islamabad,
Major General Jamshed Ayaz Khan,

Distinguished dignitaries, speakers, participants and guests,
Ladies and Gentlemen,

On behalf of the Konrad-Adenauer-Stiftung | extend
a warm welcome to all of you on the occasion of this two-
day seminar dealing with “Building Political & Economic
Linkages between South Asia and Central Asia”.

The interest of the Konrad-Adenauer-Stiftung in this
topic relates to the G8 Foreign Ministers Meeting held in
April 2007 at Potsdam, Germany, which the foreign
ministers of Pakistan and Afghanistan also attended.

At the meeting a wide range of issues was discussed,
including the future of Kosovo as well as the situation in
Afghanistan, the Middle East and Sudan. In particular the
representatives of the G8 States reconfirmed their support for
enhanced cooperation between Pakistan and Afghanistan.

* Resident Representative of Konrad-Adenauer-Stiftung, Islamabad
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The German foreign minister specifically underlined
the fact that cooperation between these two countries is
crucial not only for the security situation within their borders
but in the entire region. Based on this assumption the “G8
Afghanistan-Pakistan Initiative” was born and formulated in
a document signed by those present.

Ladies and Gentlemen,

This seminar is organised by the Institute of Regional
Studies, Islamabad, in cooperation with the German Konrad
Adenauer Foundation. Financial assistance was provided by
the German Ministry of Foreign Affairs. This clearly
indicates the interest taken by the Federal Republic of
Germany in developments in the region at large.

While formulating the programme of the seminar the
organisers specifically referred to article 11 of the Joint
Statement issued by the foreign ministers of the G 8 and the
foreign ministers of Pakistan and Afghanistan, highlighting
the importance of promoting contacts between the civil
societies of both countries, bearing the nature of confidence
building measures. The G8 foreign ministers offered support
for stronger interaction between political representatives,
Parliamentarians, the media, universities and think tanks.

Focusing on the working title of the conference we
should start with defining the two regions — South Asia and
Central Asia. While numerous definitions are available, it
was eventually decided to adopt the German academic
perception.

Accordingly South Asia covers most of the member
states of the South Asian Association for Regional
Cooperation, commonly known as SAARC, including
Pakistan, Bangladesh, Bhutan, India, Maldives, Nepal and
Sri Lanka.

Central Asia is perceived as the region extending
from the Caspian Sea in the West to Central China in the



12 South & Central Asia: Building Linkages

East, and from Southern Russia in the North to Northern
Pakistan in the South. Accordingly it includes Kazakhstan,
Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan,
Afghanistan and Mongolia as well as north-eastern Iran and
the western Chinese provinces of Inner Mongolia, Xinjiang,
Qinghai and Tibet.

Ladies and Gentlemen,

Historically the inter-Asian connectivity is not a new
phenomenon. After all in former times the Silk Road formed
an extensive network of trade routes across the Asian
continent, connecting East, South and Central Asia with the
Mediterranean, including North Africa and Europe.

Today, while we are living in the global village of the
21% century, mutual political understanding and good
neighbourhood as well as multiple connectivity are even
more relevant than in the past.

In the process of building political and economic
linkages undoubtedly governments have to play a decisive
role. However, civil society is pivotal in preparing the
ground. Analysts, researchers and scientists often think
ahead, develop options and scenarios, step by step providing
the theoretical and factual base for major policy decisions,
paving the way for significant strides ahead towards growing
regional cooperation.

Honourable Audience,

In this spirit the Institute of Regional Studies has
selected a significant topic to be deliberated by an
international group of experts who will share their thoughts
with us. Looking forward to fruitful discussions and
enlightening proceedings during the two days ahead of us, |
express my gratitude to Major General Jamshed Ayaz Khan
for having undertaken this effort and wish us all thought
provoking exchanges and valuable results of the seminar.
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Pakistan — the Bridge Linking
South Asia and Central Asia

Shah Mehmood Qureshi*

Excellencies, Ladies and Gentlemen:

I am honoured to be invited to this seminar on
political and economic linkages between our region, South
Asia, and our neighboring region, Central Asia. |
congratulate Major General Jamshed Ayaz Khan, President
of the Institute of Regional Studies, for organizing this
seminar on such an important subject.

Ladies and Gentlemen:

South and Central Asia have interacted over centuries
through the fabled Silk Route. The route facilitated not just
traders and invaders but also philosophers, saints, thinkers
and artisans. This interaction was intense and spread over
millennia. As a result, today no two regions and their people
have so much cultural, linguistic, ethnic and spiritual
commonalities as South Asia and Central Asia. These
commonalities are even more pronounced in the case of
Pakistan. Our cultural traditions, language, cuisine, and even
religious undercurrents have predominantly Central Asian
roots.

* Foreign Minister of Pakisrtan.
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The historic cross-currents of ideas, civilization and
culture between the two regions had been innately strong.
Therefore, despite deliberate policies to isolate the two
regions under over a century of British rule in South Asia
and some seventy years of Soviet control of Central Asia ,
the similarities between the two regions remained. Under
these colonial rules the historic and natural interaction
between the two regions that was symbolised by travel,
trade, migration and even conquest was assiduously
curtailed. The Silk Route, both physically and in terms of
ideas, lay idle. But this still failed to eliminate the inherent
regional similarities. The effects of shared millennia of
history could not be reversed by the antics of the Great
Game.

Today, we are here to take stock of our common
history. We need to build upon it. We need to deliberate
upon the revival of the Silk Route. And we do all this not for
the sake of history but for the sake of our people, for the
prosperity and progress of our coming generations. The
fabled Silk Route helped in sharing prosperity and cultural
richness between South Asia and Central Asia in the past. Its
revival — in its 21st century reincarnation — should bring
economic prosperity and provide opportunities to exchange
ideas for the benefit of the people of the two regions.

In my discourse today, | will briefly discuss regional
cooperation within the South Asian region, will talk about
the scope and potential offered by Central Asian Republics
(CARs) in this regard, and underline the vast potential
Pakistan offers as the hub for inter-regional economic and
political activity. We are located at the crossroads of the two
regions and have much to offer to both.

The South Asian regional grouping, SAARC, was
established in 1985. From its initial tentative steps limited to
technical cooperation, SAARC now has grown into a vibrant
organization addressing the challenging subjects of social
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uplift, regional connectivity, food security, energy
cooperation, and human resource development.

SAARC has come a long way since its inception. It
has gained considerable credibility at international level. Its
global profile has been enhanced by the decision to grant
observer status to the USA , China , Japan , South Korea ,
Australia, the European Union, and Iran.

In recent years SAARC has also witnessed an
increased collaboration with the Association of South-East
Asian Nations (ASEAN), Asian Development Bank (ADB)
and World Bank. The Pakistan-India peace process has been
a particularly useful development that has facilitated the
growth of regional cooperation in South Asia.

An important milestone achieved by the South Asian
countries is the operationalization of South Asian Free Trade
Agreement (SAFTA).

We believe that three factors will by and large
determine the full utilization of South Asia’s potential in its
external relations. Firstly, economic under-development,
which leads to widespread poverty, gross illiteracy and
disease, is the greatest challenge faced by South Asia and
needs to be addressed.

Second, South Asia’s major strength lies in its
demographics. The vast opportunities of globalization can
bring benefit if our human resource is properly utilized. The
quality of our population will determine our strength. Mere
numbers will not account for much.

Third, it is important to develop transport and
communication infrastructure to link SAARC countries with
each other as well as with Central Asia. This, in fact, is an
essential pre-requisite for inter-regional trade and economic
cooperation.

The collapse of the Soviet Union and emergence of
independent republics of Kazakhstan , Kyrgyzstan
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Uzbekistan , Turkmenistan , and Tajikistan have
dramatically changed the political, economic and strategic
landscape of the Central Asian region.

The population of CARs is only about 65 million but
they are extremely rich in energy resources and other raw
materials, such as gold, uranium, iron and nonferrous metals.

Central Asia has 150 billion barrels of crude oil and
1234 trillion cubic feet of natural gas reserves. South Asia
affords a ready market for these resources.

Central Asia is landlocked. Its existing links to the
sea are circuitous and time-consuming. South Asia
potentially provides it an ideal route to the sea.

The Central Asian states have restructured their
economies, improved their internal security and have
emerged as stable political and geographic entities.

Central Asian states are members of the Economic
Cooperation Organization (ECO) and Shanghai Cooperation
Organization (SCO). With these organizations getting
significance at world stage, CARs have also gained
considerable weight in the international system.

The need for cooperation between South Asia and
Central Asia is also reinforced by the common challenges
faced by the two regions. These challenges are poverty,
degradation of environment, food scarcity, threat of terrorism
and extremism, narco trade, threat of epidemic diseases and
the impact of global financial crisis. Working together, the
two regions stand a better chance to meet these challenges.

Talking of inter-regional initiatives, | must point out
that some interlinkages between South Asia and Central Asia
already exist. The Central Asia—South Asia Regional Market
(Casarem) is one such initiative. Casarem is being developed
in collaboration with the Asian Development Bank and
World Bank. Under this initiative, in the first instance,
transmission lines will be laid from Tajikistan to Afghanistan
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and onward to Pakistan to transmit 1000-1200 MW of
electricity. The project will improve the energy security
situation of Pakistan and possibly other energy-deficient
countries of South Asia. Pakistan hosted an inter-
governmental ministerial conference on the project in August
2008 in Islamabad. An inter-governmental agreement was
signed during the conference. Casarem is to set up a
permanent secretariat in Kabul.

TAPI (Turkmenistan-Afghanistan-Pakistan-India Gas
Pipeline) project is another major initiative. The Steering
Committee Meeting of TAPI had formally inducted India
into the project in April 2008. This highly feasible project
has tremendous potential and promise. Both regions will
benefit economically. It will also integrate the economies of
South Asia and Central Asia.

ECO's Transit Transport Framework Agreement
(TTFA) has already entered into force. It lays down a
comprehensive roadmap for establishing functional transit
links across the region. Being a member of both SAARC and
ECO, Pakistan could facilitate the extension of this initiative
to South Asia.

An important field of mutual collaboration can be to
synergize efforts being undertaken in the context of SAARC
Regional Multi-modal Transport Study (SRMTC) with those
in progress within the framework of ECQO's Transit Transport
Framework Agreement (TTFA).

The two regions can jointly address the trans-border
issues of environment and climate change. Melting glaciers
of the Himalayas and Karakoram will change the climate and
environment in both regions. We need to work together to
avert this impending environmental degradation challenge.
Likewise, Central Asian Republics can share their
experiences in Aral Sea related environmental degradation
with South Asia.
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Like SAFTA in the context of South Asian countries,
ECO countries have also concluded an ECO Trade
Agreement (ECOTA). ECOTA has entered into force this
year. With the finalization of lists, this important regional
agreement is expected to be operational by January 2009.
There is a need to strengthen the efficacy of these regional
preferential trade arrangements by extending their territorial
scope and by complementing these with other trade
facilitation measures including elimination of all non-tariff
barriers.

Pakistan follows the policy of supporting regional
mechanisms that facilitate confidence-building measures,
preventive diplomacy, conflict resolution and peaceful
settlement of all outstanding issues. This complements our
vision to develop Pakistan as a hub of inter-regional
economic activity.

Being a founding member of both SAARC and ECO,
Pakistan is uniquely positioned to facilitate closer linkages
between South Asia and Central Asia . Pakistan 's
geographic location provides a natural physical link between
the two regions. Pakistan is the bridge.

Also, in geo-political, geo-strategic, and geo-
economic terms, Pakistan is suitably positioned to play a key
role in bringing the two regions closer. We will happily
engage all the stakeholders to promote peace, stability,
political harmony and economic development.

Over the years Pakistan has made steady progress
towards improving potential trade and transit links through
upgradation of national transport infrastructure and
establishment of functional region-wide transit corridors.
This upgradation has provided a viable option to the Central
Asian Republics for transit links.

The Gwadar seaport is a significant project in this
regard. Future trade patterns envision substantial cargo from
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CARs and Afghanistan. Gwadar has opened new
opportunities for CARs. Its role in oil transportation across
the regions is also envisaged.

The Karakoram Highway, built with the assistance of
our great friend China, affords access to Central Asia
through China . A Quadrilateral Agreement for Traffic in
Transit brings together Pakistan , China , Kyrgyz Republic
and Kazakhstan through KKH.

Pakistan is also a party to ECO’s Transit Transport
Framework Agreement. Unimpeded implementation of this
and the Quadrilateral Agreement for Traffic in Transit will
greatly boost regional commerce.

As | said earlier, Pakistan is also pursuing import of
hydroelectricity and natural gas from Central Asia to South
Asia . We have credible international backing for the two
projects. World Bank and ADBP are the lead institutional
support for import of energy from Central Asia.

Pakistan’s leading role both in SAARC and ECO and
Observer status in the Shanghai Cooperation Organization
(SCO) proffer important platforms to Pakistan for promoting
ties between Central Asia and South Asia.

We believe that convergence of economic and
strategic interests will remove any real or perceived intra-
and inter-regional differences. We should therefore aim for a
free trade zone, and later even an economic community, for
the countries of the two regions. Our focus should be close
economic cooperation and integration, as in the European
Union, or nearer home, ASEAN.

It is our firm belief that increased economic, political
and human interaction will further the geo-economic
potential of South Asia and Central Asia . Challenges are
enormous but so are the opportunities. Let us focus on the
latter.



SAARC: Let’s Be Realistic

Thomas Houlahan

This paper examines what role the South Asian
Association for Regional Cooperation (SAARC) might
effectively play in the search for peace in the region. | beg
your indulgence in advance, as much of my paper will deal
with the failure of the SAARC to come together as a regional
trading bloc, but I assure you that it is germane. The
organization was founded largely on the notion that by
avoiding contentious political issues, free trade could be
facilitated. It was expected that from free trade would come
trust and prosperity, which would help resolution of
contentious political issues. From that would come peace.
Since free trade never materialized, none of the benefits that
were supposed to flow from it accrued.

Traditionally, “security” has referred to the sanctity
of a nation’s borders. If a state could secure its borders
against attack from another state, then it was considered
secure. “Peace” was a closely related concept. If a state’s
borders were not being attacked by another state, the two
states were pretty much considered “at peace.”
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Things have changed. In the modern world, a state
may well be able to secure its borders, but so long as itisin a
constant state of tension, forced to worry about potential
attacks, it doesn’t feel secure. It certainly doesn’t feel “at
peace.” India and Pakistan may not be at war, but relatively
few people would characterize the state of relations between
the two as “peace.”

In addition, serious threats to sovereignty do not
necessarily involve states attacking borders. Quite serious
threats from well-financed subnational or transnational
insurgent groups operating within a nation’s borders are now
fairly commonplace. A nation faced with such a situation
could hardly be called secure or peaceful.

The SAARC has failed to deliver peace, as defined
either by freedom from fear of attack from without (border
disputes) or  within  (insurgency/terrorism).  The
organization’s failure to deliver prosperity is material to
discussion about the latter. Because most South Asian
economies have failed to furnish the basic needs of a
significant portion of their citizenry, pockets of resentment
have formed and have provided a breeding ground for
insurgents. About half of the member nations’ 1.5 billion
people live below the poverty level. Below is a chart
showing the ranking of the SAARC nations in the United
Nations Development Programme’s 2007-2008 Human
Development Index. Sri Lanka, the top performer, finished
99th out of 177 nations ranked.
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Rank

Sri Lanka 99

Maldives 100

India 128

Bhutan 133

Pakistan 136
Bangladesh 140

Nepal 142
Afghanistan Not Available

The SAARC can play an important role for its
member nations. However, a role as a powerful bloc along
the lines of the European Union simply is not in the cards.
Expectations for the organization were always higher than it
could hope to live up to under the circumstances prevailing
in South Asia.

Because its membership covers nations with a
population of some 1.5 billion, expectations were high.
However, due to economic, political and territorial disputes
among its members, the SAARC has not played the role
many have envisioned for it. Twenty-five years ago, living
standards in China and the SAARC’s member nations were
roughly similar. Today, China is far ahead of most SAARC
members.(!) Disappointment with the SAARC has prompted
many to label it a mere “talking forum.”

The gap between expectations and SAARC’s
accomplishments raises two questions:
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1. What is inhibiting the SAARC and can it play a
more effective role in the search for peace in
South Asia?

2. If the SAARC is indeed a talking forum, what is
wrong with that?

SAARC

The South Asian Association for Regional
Cooperation (SAARC) was established on 8 December 1985.
Its founding members were India, Pakistan, Bangladesh, Sri
Lanka, Nepal, Bhutan and the Maldives. Because Nepal had
no political conflicts of any consequence with the other
members, it was unanimously agreed to house the SAARC’s
permanent secretariat in Kathmandu.

Afghanistan was admitted as a member in 2006. The
European Union, the United States, the People’s Republic of
China, Japan, South Korea, Australia, Myanmar, Iran and
Mauritius have been accorded observer status. The
objectives of the association as defined in the Charter are:

a) to promote the welfare of the peoples of South
Asia and to improve their quality of life;

b) to accelerate economic growth, social progress
and cultural development in the region and to
provide all individuals the opportunity to live in
dignity and to realize their full potentials;

c) to promote and strengthen collective self-reliance
among the countries of South Asia;

d) to contribute to mutual trust, understanding and
appreciation of one another’s problems;

e) to promote active collaboration and mutual
assistance in the economic, social, cultural,
technical and scientific fields;
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f) to strengthen cooperation with other developing
countries;

g) to strengthen cooperation among themselves in
international forums on matters of common
interests; and

h) to cooperate with international and regional
organizations with similar aims and purposes.

Born in distrust

In the late 1970s, Bangladeshi president Ziaur
Rahman proposed the creation of a South Asian trade bloc.
His proposal was greeted warmly by Bhutan, Nepal, the
Maldives, and Sri Lanka. India and Pakistan were hesitant,
however.

India’s main concern was the inclusion of South
Asian security matters in the organization’s proposed
mandate. The Indian policymakers were also concerned that
the proposal, as written, might provide an opportunity for
India’s smaller neighbours to regionalize bilateral issues and
join forces against India in disputes. Pakistan suspected that
India would use the organization to strengthen its economic
dominance in the region to the disadvantage of Pakistan.(@

A month-long series of consultations between South
Asian foreign ministers was convened at the United Nations
headquarters in New York. In September 1980, it was agreed
that Bangladesh would prepare a working paper for
discussion among the foreign secretaries. In view of Indian
and Pakistani concerns, the working paper removed security
matters from its mandate and suggested only non-political
and non-controversial areas for cooperation.®)

It took three more years of preparatory discussion to
produce the Integrated Programme of Action (IPA) on
mutually agreed areas of cooperation. The areas selected for
inclusion were agriculture and rural development,
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telecommunications, health and population control,
meteorology, scientific and technical cooperation, transport,
postal services, arts and culture and sports. The first summit
meeting of the heads of state or government of the founding
members was held at Dhaka from 7-8 December 1985.

Built-in limitations

The concessions to Indian and Pakistani concerns are
reflected in Article X (General Provisions) of the Charter,
which reads as follows:

1. Decisions at all levels shall be taken on the basis
of unanimity.

2. Bilateral and contentious issues shall be excluded
from the deliberations.

Thus, under the SAARC Charter, all member states
have to grant their assent before anything, even the holding
of a summit, can happen. No divisive issues can be
considered given that if any member has its heels dug in
against a proposal, it dies. Thus, as a practical matter, the
Charter makes it impossible for the SAARC to take on issues
of any difficulty. It could be argued that under this
constraint, the only issues that the SAARC can tackle are
those about which there was such broad agreement that its
involvement was largely unnecessary in the first place.

If there was any doubt about the extent to which
Article X(1) limits the SAARC’s involvement in contentious
issues, Article X(2) clears it up by specifically forbidding it.
The Charter also does not permit the raising of bilateral
disputes. Since some of the most significant obstacles to
unity within the SAARC are disputes between members, in
particular the dispute over Kashmir between India and
Pakistan, this is a significant limitation.

As a result of these limitations, almost every member
state has had some sort of crisis that the SAARC has played
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no part in resolving it. Consequently, almost every member
state has some reason, beyond the obvious failure of the
SAARC to deliver free trade, to feel let down.

The 1960 Indus Waters Treaty between India and
Pakistan is a good example of the kind of action that is both
necessary for South Asia to move forward as a region and
beyond the ability of the SAARC to undertake. The treaty,
which covers 26 million acres, the largest irrigated area of
any one river system in the world, has survived two wars.*

Without the intervention of the World Bank, it never
would have happened. The SAARC is prohibited from
involving itself in a water dispute.

A more recent example is the Kargil crisis, which the
SAARC was powerless to address. It was resolved through
the offices of the United States government. Nepal,
Bangladesh, Sri Lanka and the Maldives have also had
tensions or disputes with India.

Given the low level of trust, the effects of the ethnic
and religious conflict and the number of bilateral disputes in
South Asia, it is obvious that any significant degree of
regional cooperation requires that disputes among the
member nations be addressed. The SAARC has no
mechanism for doing so.

Comparisons between SAARC, European
Union and ASEAN are inapt

Another cause of heightened expectation with regard
to the SAARC was the success of the European Union.
Optimistic South Asians felt that if Germany and France
could put aside their historical differences, so could India
and Pakistan. However, there were critical differences
between the two situations.

Following their last war, Germany and France found
themselves threatened by the Soviet Union. Their security
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was guaranteed under the umbrella of American military
power. Thus, for decades, they faced two intense pressures
for reconciliation: a common enemy and a common security
guarantor that would brook no serious squabbling between
the two countries.

India and Pakistan, on the other hand, were not
driven toward each other by a common enemy. They also
lacked the common security guarantor to compel them to
reconcile their differences.

In addition, aspirations of the governments and
peoples of the EU and the SAARC are markedly different.
After two “European civil wars” which bled the continent
white, there was considerable sentiment among the Western
Europeans and the governments they elected for a “United
States of Europe,” similar to the United States of America.
There is no similar sentiment among the SAARC members.
The South Asian states are sensitive about their
independence. Neither governments nor their people find a
‘United States of South Asia’ desirable. For example, a
common currency among the eight nations or a SAARC
passport would be unthinkable.

The EU nations are also able to enter into agreements
with more confidence than the SAARC nations. The EU has
verification systems and enforceable sanctions mechanisms,
while the SAARC does not. Disputes involving the EU
treaties and regulations can be resolved judicially, the
SAARC disputes cannot. The EU nations can take cases to
the European Court of Justice while companies and
individuals have the Court of First Instance. Proposed
agreements within the SAARC, therefore, require greater
leaps of faith than those in the EU.

Corruption Perception Index (CPI), 2008

Score Rank
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Bhutan 5.2 45
India 3.4 85
Sri Lanka 3.2 92
Maldives 2.8 115
Nepal 2.7 121
Pakistan 2.5 134
Bangladesh 2.1 147
Afghanistan 1.5 176

The absence of a judicial mechanism for settling
disputes is not a trivial matter in a region where perceived
corruption is as high as it is in South Asia. The rankings
above are from Transparency International’s 2008
Corruption Perception Index. Countries were graded on a
scale of 1-10. Only one SAARC nation scored over 5 and
only two were in the top half of the 180 nations ranked.

The prospects for a judicial mechanism being
introduced in the SAARC are not bright given India’s
resistance to third-party involvement in its disputes. India
has a significant incentive to insist on bilateral approaches to
disputes. Because of India’s massive power advantage over
any of its SAARC counterparts, bilateralism can often
amount to unilateralism.®

The performance of the Association of Southeast
Asian Nations (ASEAN) has been another cause for
optimism. The ASEAN is an Asian regional grouping but
there the similarity ends.®

India is by far the most powerful country in the
SAARC in terms of its size and economic and military
power. There may be disparities among the ASEAN states
but they are not nearly as dramatic as those between India
and other SAARC members. As the chart below indicates,
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India dwarfs the remaining SAARC nations, making up more
than 80% of the association’s total population and almost
two-thirds of its total GDP.

India’s potential, thus, to dominate the SAARC
introduces a dynamic that is not present in the ASEAN.(
Concerns have been heightened due to setbacks to India’s
ambition of a global leadership role. The Non-aligned
Movement it once led is virtually irrelevant. Meanwhile,
Indonesia has emerged as a leader of the G-15.8) Some
within the SAARC nations suspect that India might attempt
to use the organization to re-establish some of its lost
prestige.

The following table shows a comparison of SAARC
countries in terms of population and GDP.
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% of GDP % of
Population Total (Billion) Total
India 1,132,446,000 80.64% $1,089.00 63.24%
Pakistan 172,800,000 12.31% $459.95 26.71%
Afghanistan 31,890,000 2.271% $19.84 1.15%
Nepal 29,519,000 2.10% $48.18 2.80%
Sri Lanka 21,129,000 1.50% $26.79 1.56%
Bangladesh 15,448,000 1.10% $72.40 4.20%
Bhutan 672,000 0.05% $4.39 0.25%
Maldives 350,000 0.02% $1.57 0.09%

There is also the issue of geography. Bangladesh is
concerned because India is in a position to redirect water
flows vital to Bangladeshi agricultural production. The
geographic position of Nepal and Bhutan makes them
dependent on India due to the latter’s control over their
transit links.

The ASEAN members also lack the SAARC
members’ tradition of protectionism. With independence,
self-reliance became an almost obsessive goal in India.
Though perhaps not with the same passion, other SAARC
nations, which had also been heavily dependent on British
imports, have sought self reliance since the end of the
Second World War. Self-reliance demanded that these
countries develop locally many of the goods that had
previously been imported.

Toward that end, the practice of Import-Substituting
Industrialisation (ISI) was instituted. It seeks to reduce
foreign dependence of a country’s economy through local
production of value-added products. The local development
of targeted industries requires that they be protected from
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external competition. In most cases, the developed world
produces value-added products more cheaply than the
developing nations can, and thus imports in the markets of
the targeted industries are discouraged by tariffs or other
means. Thus, ISI-based policies have an unavoidable
protectionist component.

Unfortunately, import substitution policies ended up
not just affecting imports from the developed countries but
also from some South Asian nations. Worse, protectionism
became a habit and was extended to agricultural
commodities as well. For example, before 1947, most of East
Pakistan’s jute had been processed in textile mills in
Calcutta. After 1947, jute farming was promoted in India and
protected by restricting its import. Meanwhile, in East
Pakistan mills were established to process jute and protected
against competition from processed jute made in India.®)

With the exception of Sri Lanka which began
liberalization in the late 1970s, anti-trade policies remained
dominant throughout the region until recently. The South
Asian nations began to liberalize in the late 1980s, the
process picked up in the 1990s and continues to the present.

It should be pointed out that liberalization occurred
not through any initiative on the part of the SAARC, but by
necessity as it became clear to the South Asian leaders that
significant economic growth would require it. Its
acceleration also had little to do with the association.
Liberalization led to growth and more liberalization, and
from 2000 to 2005, the countries that liberalized the most
saw the highest growth rates. Bangladesh, Bhutan, India, the
Maldives and Pakistan recorded average GDP growth rates
of 5% or higher than 2.5%.19 After 2005, GDP growth rates
for all South Asian economies passed 5%. India and Pakistan
saw annual GDP growth rates of 8.5% and 7.8%,
respectively.()
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As it is, old habits die hard. Even after significant
tariff liberalisation, the SAARC states’ tariffs remain among
the highest in the world. In addition, four decades of
protectionism have produced industries with a sense of
entitlement. The intention of every regional free trade regime
is always to promote intra-regional trade and economic
cooperation in all fields. However, interest groups within the
member countries claim injury to their industries and call for
their exemption from the import duties reduction
requirements. The South Asia Free Trade Agreement
(SAFTA) allows a sensitive list and there are a significant
number of interest groups with a political clout to get their
activities included on the list, to safeguard their protected
status.(2)

The chicken or the egg?

One of the chief hopes of the SAARC founders was
that the formation of a trading bloc would lead to mutual
trust. Instead, the organization found that there was not
enough mutual trust to facilitate the formation of an effective
trading bloc.

Intra-regional trade currently accounts for only about
5% of the total merchandise trade among the eight SAARC
nations. There are reasons that this percentage is unlikely to
increase significantly in the foreseeable future. First, political
differences obviously constrain the expansion of intra-
regional trade. In addition, the South Asian countries, with
the exception of Sri Lanka, still have a relatively high rate of
tariff and non-tariff barriers — another obvious contributor.
Inadequate transport and communication links among the
SAARC nations present another obstacle. Finally, most
South Asian countries tend to export similar items and thus
compete with each other on those items.

The first two problems are essentially political. They
are a matter for leaders to decide to settle differences
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between nations and to lower tariffs and other barriers. The
final two deal with the practicalities of trade and are far more
difficult matters.

Significant  improvement of transport and
communication links will require sizeable expenditure on
infrastructure development. Currently, this money is
unavailable to the nations whose need to improve their
infrastructure is most acute.

The most daunting problem is the lack of
complementarity among the region’s producers. Ideally,
products would “dovetail.” One nation’s speciality would
meet another’s need. Unfortunately, none of the SAARC
countries has a comparative advantage in capital intensive
and high value-added products of the type that are normally
imported by countries in the region. Their comparative
advantages tend to be in a narrow range of products,
particularly in textiles, apparel, and other light manufactured
goods, or in agricultural commodities. In short, the SAARC
economies don’t complement each other, they compete with
each other to a significant degree. This trade structure is not
conducive to producing a successful trading bloc, and it isn’t
the kind of structure that can be reshaped in short order.(3 It
certainly cannot be reformed without extensive cooperation
between nations.

Hence there is a definitive answer to the question:
Which comes first, political reconciliation or trade? In South
Asia, political reconciliation has to precede trade.

As challenging as political reconciliation might be, it
would actually be easier to bring about than the dramatic
overhaul of the region’s infrastructure or the achievement of
the level of specialization necessary to achieve a significant
level of trade complementarity in the region.

Political reconciliation has also proven to be a
necessary precondition to free trade. Without reconciliation,
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none of the other three problems can be addressed. Without
improved relations, trade barriers don’t come down. In
addition, infrastructure development might seem a matter for
individual member states to address. However, one of the
main reasons why SAARC nations lack the money for
comprehensive improvements is that defence spending
necessitated by tensions in the region claims a large portion
of national resources. Another difference between the
SAARC and the EU is that the SAARC nations have yet to
receive a peace dividend that could be devoted to civilian
pursuits. As to complementarity, for member nations to
develop complementary specialities will require a level of
cooperation between member countries that is not possible in
the present political climate.

A significant factor in the SAARC’s failure to live up
to the expectations has been that one of its central
assumptions, that trade now leads to trust and reconciliation
later, turned out to be wrong. Increased trade follows
political reconciliation, not the other way round. Again, the
problem: The SAARC lacks the means to resolve disputes
between member states.

Leverage

The SAARC is in no position to drive the kind of
hard bargains it needs to with more developed nations or
regions so long as it lacks the clout to bring its members
together into a unified trading whole.(**) For an organization
to exert serious influence over its members, the members
must place some sort of premium on their membership. It is
fairly clear that the SAARC’s two largest members do not.

India’s leadership, undoubtedly, understands that
strained relations with her neighbours have been a significant
cause of its failing to reach its full economic potential. Thus
far, however, the SAARC has not been the Indian
government’s preferred mechanism for addressing the
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problem. The lack of Indian initiatives within the SAARC
has been interpreted as reflective of its slight regard for the
organization. A more likely explanation might be that the
Indian policymakers are sophisticated enough to know that
an attempt by India to play a greater role in the SAARC will
raise concerns of Indian hegemonism on the part of the other
members and would doom the initiatives to failure. In short,
an attempt by India to pursue major initiatives through the
SAARC would probably be pointless.

To the extent that India has been involved in
multilateral initiatives within the SAARC, it has been at the
subregional level, through the South Asian Growth
Quadrangle (SAGQ). The notion of subregional cooperation
between India, Bangladesh, Nepal and Bhutan,
geographically contiguous nations, was first floated in
December 1996. The SAGQ was launched in April 1997 by
the foreign ministers of the four nations. The SAARC’s ninth
summit the following month in Male, the Maldives, endorsed
the SAGQ as a subregional initiative under the SAARC. The
SAGQ set the modest goal of harnessing the
complementarities among these four countries.

The SAGQ is off to a promising start. The members
have been involved in energy sharing. There have already
been benefits as losses through outages have been
minimised. The long-term benefits to industrial production,
poverty alleviation through employment opportunities and
health through rural electrification are expected to be
significant.(®)

Pakistan has cordial relations with all the SAARC
countries — with the exception of India. So, Pakistan doesn’t
really need help from the SAARC with most of its regional
neighbours. The one neighbour it doesn’t get along with
would be in a position to block any initiative it undertook
through the SAARC. Pakistan has, thus, shown only modest
interest in the SAARC. On the other hand, has shown far
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more enthusiasm in its dealings with the Economic
Cooperation Organization (ECO).

The ECO is not part of the SAARC, but its members
at least share a common religion with Pakistan.(1®) The ECO
is made up of predominantly Muslim states. Of the
SAARC’s eight members, four are predominantly Muslim
(Afghanistan, Bangladesh, the Maldives and Pakistan). Two
are predominantly Hindu (India and Nepal), while Bhutan
and Sri Lanka are predominantly Buddhist.

The ECO has some of the same problems as the
SAARC. At about 6%, its intra-region trade is only slightly
higher than that of the SAARC members. Trade barriers are
still relatively high. There are also similar complementarity
problems resulting in export competition. Transport costs are
relatively high owing to weak transportation infrastructure.
Lack of resources is a problem as well. However, because
trust issues and concerns about domination of the
organization are not prevalent, prospects for addressing these
problems seem somewhat brighter.(1")

There is little evidence that other member nations
place any premium on the SAARC membership or have any
serious commitment to the SAARC initiatives, as it is clear
to them that Indo-Pakistani disputes limit the organization’s
prospects.

Over the years, the SAARC members have
demonstrated extreme hesitancy on signing a free trade
agreement. In 1993, the SAARC countries signed an
agreement to gradually lower tariffs within the region.
However, due to persistent protectionism, a lack of
substantial tariff reduction, the proposed exclusion of several
large sectors of trade from tariff reduction, tensions and
distrust among members and domestic crises, it took thirteen
years for a free trade agreement to materialise. The South
Asia Free Trade Agreement finally came into force on 1
January 2006.
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In the meantime, member nations took unilateral
action to relax tariffs to improve trade generally. It worked,
but unilateral liberalisation increased trade with the outside
world more than it increased between South Asian nations.
As mentioned earlier, intra-regional trade currently accounts
for only 5% of the total merchandise trade. The SAFTA
member countries have tended to trade far more extensively
with the industrial economies like the United States and the
European Union. For some members, India and Pakistan in
particular, intra-regional trade is just not all that important in
the scheme of things.

The SAARC nations also forged bilateral agreements.
For example, India signed a 30-year water sharing treaty
with Bangladesh and a trade and transit treaty with Nepal.(1®)

India also has several trade pacts with the Maldives,
Nepal, Bhutan and Sri Lanka.

The prevalence of bilateral agreements between
member states demonstrates conclusively that they are not
dependent on the SAARC to achieve their economic
objectives. Each bilateral agreement reduces the clout of the
SAARC.

The agreements also suggest that the SAARC
countries are not necessarily ready to think regionally. It is
simply easier to negotiate with one nation than with seven.
Each bilateral agreement reinforces the habit of dealing with
individual countries rather than acting regionally. Bilateral
agreements also indicate that the member nations are not
willing to forego the “bird in the hand” of an immediate
agreement with one nation for the “two in the bush” of the
possibility of a regional the SAARC breakthrough down the
road.

It should be pointed out that the benefits of the
SAFTA or any other regional agreement are speculative. So
far, no empirical study | am aware of projects significant
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gains for any member nation from the formation of a free
trade agreement in South Asia. Due chiefly to problems with
complementarity, studies tend to show that the SAARC
nations would benefit more from unilateral liberalisation of
trade restrictions or bilateral deals than they will from the
SAFTA.(19 This further reduces the incentive of members to
seek regional agreements through the SAARC.

Terrorism

The Regional Convention on Suppression of
Terrorism has been in force since 1988. The Terrorist
Offences Monitoring Desk was set up in Colombo in 1990.
An Additional Protocol to the Convention on dealing with
the issue of financing terrorism was signed in 2004. None of
these have been very effective in checking the regional
growth of terrorism. In fact, not a single action has been
taken under the Convention. Member countries cannot even
agree on the same definition of “terrorism.” The failure of
the Convention on Suppression of Terrorism has not gone
unnoticed, as seven SAARC countries out of eight (the
Maldives being the exception) have faced terrorism problems
of some type recently.

The lack of a SAARC dispute resolution mechanism
is acutely felt on the issue of terrorism. Ironically, the
SAARC has pounded home the idea that terrorism is a
regional security issue. Having done so, it finds itself unable
to take the actions necessary to facilitate the cooperation of
its members on terrorism.

As Lt. Gen. Asad Durrani (Retd.), former director
general of Pakistan’s Inter-Services Intelligence (ISI), has
pointed out: “A fugitive can, even without permission from
the recipient country, cross national frontiers. A state posse
cannot.”(20) Activities of the terrorist groups that operate in
South Asia have cross-border dimensions. Combating them
will require cross-border cooperation. It would, therefore,
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have been helpful if the SAARC had the ability to resolve
differences between members, particularly between India
and Pakistan. Because the SAARC has placed contentious
issues and bilateral disputes off limits, these differences
continue to limit what the association can do on terrorism
just as it limits what it can do on trade. At a minimum, it
would have been beneficial to have some neutral party to
define “terrorism” for the SAARC, since it is unlikely that
India and Pakistan will ever agree on a definition.

A little considered but significant problem has been
unresolved accusations and the part they play in fomenting
distrust among members. For example, it seems that virtually
any time a bomb goes off on the subcontinent, Pakistan is
accused of complicity. The Pakistan government is the only
government, to my knowledge, that is regularly accused of
being complicit in the terror bombing of its own people
(“rogue elements of ISI).

Accusations against Pakistan have generally been
levelled by either India or Afghanistan and the “proof” of the
ISI complicity tends to take two forms. Either there is no
proof, which itself supposedly proves the ISI’s complicity,
because, as the theory goes, only the ISI could organize a
bombing and leave behind no evidence against it. Hence, the
fact that there is no evidence against it proves that the ISI
was behind it. Or, a government claims to have proof, but
that proof is of such a sensitive nature that it cannot possibly
be disclosed — to anyone.

So the allegations lie about unresolved, and they
fester. They foster distrust of Pakistan, and, another little
considered problem, they foster Pakistani distrust. The nature
of the “proof” has engendered a belief in important circles in
Pakistan that the governments of India and Afghanistan are
opportunistic and anti-Pakistan. To be blunt, it has created
the impression that those governments cynically exploit
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tragedies to score cheap political points in the international
community at Pakistan’s expense.

As long as no mechanism exists within the SAARC
to investigate terrorist acts, or at very least allegations of
member state complicity in terrorist acts, the prospects of an
effective SAARC response to terrorism are not merely dim.
They are nonexistent.

What’s wrong with a talking shop?

The SAARC is not completely incapable of modest
practical achievements, as demonstrated by the establishment
of the SAARC Food Bank. The need for a SAARC Food
Security Reserve for use by member states in times of
national calamity was agreed upon in August 1988. Twenty
years later, renamed the SAARC Food Bank, it looks as if it
will become a reality.

The bank would hold 241,580 metric tonnes (MT) in
reserves of rice and wheat, contributed by each SAARC
member, including India  (153,200MT), Pakistan
(40,000MT), Bangladesh (40,000MT), Sri Lanka (4,000MT),
Nepal (4,000MT), the Maldives (200MT) and Bhutan
(180MT). Afghanistan’s share will be decided later.

As with most issues involving the SAARC, there are
caveats. First, the Food Bank would not be large enough to
see any country or group of countries through a major
calamity. It would provide vital immediate assistance to tide
victims over until outside help arrives. Second, the reserves
would remain the property of the individual member country,
which makes one wonder how smoothly distribution would
go in the event of a calamity. Still, the Food Bank is a good
idea and progress on it is an encouraging sign.

This success notwithstanding, it seems likely that the
SAARC will act more as a forum for regional discussion
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