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Regionalization in South Asia: 
Theory and Praxis 

Ananya Mukherjee Reed 

HISTORICALLY, regional cooperation in South Asia has been fraught with 
problems.' The political reasons behind this apathy towards regional- 

ization, as is well known, involve serious strifes in which the countries of 
the region are mired.2 The legacy of British imperialism and its impact on 
state formation in South Asia have produced an almost permanent set of 
relations that pre-empt regional economic cooperation. As a result, since its 
inception in 1985, the South Asian Association for Regional Cooperation 
(SAARC) remained, for a long time, a somewhat defunct political 
organization. 

In the 1990s however, SAARC has gathered some momentum, due 
mainly to the forces of globalization and economic liberalization within 
many of the SAARC countries. Two particularly significant aspects of this 
development have been the formation of the World Trade Organization 
(WTO) and the rising vehemence of the Association of Southeast Asian 
Nations (ASEAN). This paper will examine these changes in the trajectory 
of SAARC, and, more generally, the problems and prospects of regional 
cooperation in South Asia. I will argue here that (a) the "new" regionalism 
in South Asia is almost entirely a product of the contradictions of 
globalization, which increases competition on the one hand, and the need 
for collaboration on the other; (b) institutional structures, in and of them- 
selves, cannot generate solutions to problems that emanate out of historical 
processes and structures; and (c) feasible strategies for cooperation in 
South Asia require the mobilization of nonstate actors, especially firms 
and groups undertaking various social movements. 

' South Asia consists of the following countries: Bangladesh, Bhutan, India, Nepal, Pakistan, Sri 
Lanka and the Maldives. 

2 The foremost of these issues is the question on Kashmir which involves Pakistan and Sri Lanka. 
The Sri Lankan issue comprises a prolonged violent conflict between the Sinhalese-dominated gov- 
ernment in Colombo and the Liberation Tigers of Tamil Eelam (LTTE). While the Indian 
government has aided the government of Sri Lanka by deploying the Indian Peace-Keeping Force 
(IPKF) several times, it has not shown the same response to the Sri Lankan government's proposed 
reconstruction programs. For instance, Sri Lanka has proposed a Rehabilitation & Reconstruction 
Program for theJaffna Peninsula which was taken over by the Sri Lankan Army on May 16, 1996. The 
Indian government's response to this has been rather lukewarm till now. In other words, the Indian 
government has revealed its preference for aggression rather than for peace and reconstruction. 
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In what follows, I will first discuss four theoretical approaches that could 
facilitate our understanding of regional cooperation. In the second part of 
the paper I will examine these theories in the light of the SAARC and point 
to their limitations. The final part will propose some strategies for 
furthering regionalization in South Asia. 

PART 1. THEORIES OF INTERNATIONAL COOPERATION 

Four broad approaches to the study of international relations can be 
identified: (a) the realist or state-centric approach; (b) the economic or 
firm-centric approach; (c) the institutionalist approach; and (d) a historical 
political-economy approach. For my own analysis, I adopt a historical polit- 
ical-economic approach which builds on a dialectical relationship between 
the state and the market, domestic and international capital, and institu- 
tions and their structural contexts. 

Broadly speaking, the neo-realist approach suggests that the only actor 
relevant to relationships between nations is the state.' It proceeds from the 
Hobbesian premise that states are essentially self-interested in that they seek 
to maximize their economic and political security with an international 
system which has no central government, and, therefore, is anarchical. 
The interest of every state is to prevent poverty and war. International rela- 
tions, in this view, can at best comprise a network of arrangements on a 
quid pro quo basis which is mutually beneficial for the participants on clearly 
defined economic/political grounds. 

In contrast to state-centric approaches, the firm-centric approach 
argues that the demise of cold war politics has rendered redundant the 
purely political basis for international relations and has allowed firms to 
play an important role in shaping foreign policy. Thus, regional relation- 
ships will develop between countries if the firms from these countries can 
realize economies of scale by collaborating regionally, rather than through 
multilateral and/or free trade arrangements.4 According to Busch and 
Milner, firms are likely to prefer regional cooperation under three kinds 
of conditions: (1) where firms are export-dependent; (2) where strong 
multinationality of firms exists; and (3) where the possibility of intra- 

'This phenomenon reflects a specific understanding of the problem of "development" through- 
out the cold war era during which development was looked upon as a state-led and state-managed 
process. This focus on the state created two misconceptions. First, it grossly overestimated the role 
of the state, which, while it has been important, has not been as critical in South Asia as in East Asia, 
especially in terms of its ability to affect structural changes in the economy. Second, it grossly under- 
estimated the role of the corporate sector in influencing the economic policies of these countries. 

4 M. Busch and H. Milner, "The Future of the Indian Trading System: International Firms, 
Regionalism and Domestic Politics," in R. Stubbs and G. D. Underhill, Political Economy & The 
Changing Global Order (Toronto: McClelland and Stewart, 1994). 
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industry trade exists. Assuming there is such demand for regionalization, 
Busch and Milner ask if the state will supply the necessary institutions that 
facilitate regionalization. Busch and Milner suggest conditions under which 
states will respond positively to the demands for regionalization put foward 
by firms. For example, in economies where multinational corporations 
(MNCs) and exports contribute to a large share of national income, states 
would be willing to respond to their requests for specific trade arrange- 
ments. Similarly, where a strong potential for intra-industry trade within a 
region exists, states would be more inclined towards regional integration. 

This crucial element of this analysis (i.e., under what conditions states 
would supply the necessary institutions for regionalization when firms 
demand them) suffers from one weakness. The demand-supply analogy sug- 
gests that demand and supply decisions are taken independently by the state 
on the one hand and firms on the other - without consultation and with- 
out pressure. As such, this model fails to reflect adequately the inequality 
of power between state and firms, especially the tilt in favour of firms caused 
by internationalization. In other words, the firm-centric theories tend to de- 
emphasize asymmetries in political power in much the same fashion 
neo-realist theories tend to ignore asymmetries in economic power. 

Second, while the pre-conditions outlined by Busch and Milner can be 
tested fairly simply, they can at best serve as necessary conditions for inte- 
gration but not sufficient ones. If there are a host of factors preventing 
regionalization, it is difficult to prove conclusively that it is the absence of 
these three factors which is responsible for the absence of regionalization. 
As we will see in the case of South Asia, it is difficult, if not impossible, to 
extricate the varying importance of different factors in explaining the 
absence of regionalization. 

Some recent economic theories suggest that regionalization is likely 
between countries producing the same products and having the same nat- 
ural resources.5 However, for this model to work, countries must specialize 
in different components of the same product, where these different prod- 
ucts require different degrees of technological sophistication. This has 
traditionally been the pattern of exchange between the "core" and 
"periphery," where the periphery has exported primary commodities or 
semi-processed products and the final assembly, labelling and marketing 
was done in the "core" countries.6 This core-periphery model was "region- 
alized" in Eastern Asia by Japan providing the core; second-tier countries 

I B. Balassa, ed., Comparative Advantage, Trade Policy & Economic Development (New York: New 
York University Press, 1989). 

6 G. Gereffi, ed., Manufacturing Miracles: Paths of Industrialization in Latin America and South Asia. 
(Princeton: Princeton University Press, 1991). 
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such as Korea and Taiwan providing the semi-periphery; and less-developed 
countries such as the Philippines and Thailand providing the periphery. 
This model seems to assume the necessity of hegemonic stability, that is, 
they suggest regionalization requires a central regional power that can offer 
economic and security advantages to the rest of the countries in the region 
that cannot/will not be provided by an extraregional entity. 

Turning now to the institutional approach, let us first note that it pro- 
poses to explain and solve problems in international relations by examining 
the performance of institutions. According to institutionalists, strained rela- 
tions between nations are the result of inadequate institutions and can be 
corrected by removing these institutional inadequacies. In this argument 
then, institutions comprise both the cause and the effect of international 
relations, resulting, to my mind, in a circular logic. While institutions are 
obviously necessary to provide a material basis to international relations, I 
wish to argue that they in and of themselves cannot engender an enduring 
international arrangement. 

As I will show, SAARC is a particularly relevant example of this flaw in 
the institutionalist approach. The failure of SAARC, I wish to argue, arises 
precisely out of the effort to use the institution to focus attention away 
from serious disagreements within the member countries, and establish 
some arrangement despite these disagreements. India, which is in some 
sense the key player in the region, has continuously followed ajanus-faced 
policy: at the same time that it had sought to activate trade linkages through 
SAARC, India has flexed its military might on the relatively smaller coun- 
tries in the region. Unless an institution comes to possess the ability to 
harness (or at least moderate) such power play, it can only play a marginal 
role in promoting regional growth. 

Given the limitations of these three approaches, I prefer to adopt a 
political-economy approach. Political economists begin from the assertion 
that neither states nor firms in isolation can explain interactions between 
nations. Rather, this approach examines historical structures, where "struc- 
ture" implies a composite of material structures, ideological structures and 
institutions.7 One important element of this approach is the notion of struc- 
tural power of capital, which primarily determines state-capital and interstate 
relationships. It is this structural power of capital that is being manifest 

7 Cox defines historical structures as a particular configuration of forces which "does not deter- 
mine actions in any direct, mechanical way but imposes pressures and constraints. Individuals and 
groups may move with these forces or against them but they cannot ignore them. To the extent that 
they successfully resist a prevailing historical structure, they buttress their actions with. ..a rival struc- 
ture." R. W. Cox, Production, Power and World Order (New York: Columbia University Press, 1981). 
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through the rise of global finance, and has brought about what some polit- 
ical economists have called the "new diplomacy" of the post-cold war era.8 
The parties to this new arrangement are states, domestic capital and 
transnational capital, where the structural power of transnational capital is 
the greatest at present. Rather than developing here a full political-eco- 
nomic theory of regionalization, I have sketched below the outline of a 
political-economic interpretation of SAARC. 

PART II. THEORIES IN THE LIGHT OF PRAxIs: THE CASE OF SAARC 

As I mentioned above, the conditions outlined by Busch and Milner in 
their firm-centric approach can be put to the test fairly easily in the con- 
text of SAARC. Consider the following features of the SAARC economies: 
(a) every SAARC country relies heavily on the Organization for Economic 
Cooperation and Development (OECD) countries for both imports and 
exports; (b) the SAARC countries are predominantly agricultural. Around 
50 percent of the manufacturing output comprises primary commodities 
and textiles; (c) all SAARC countries are major importers of food and tech- 
nology-intensive machinery, and exporters of primary commodities, textiles 
and certain labour-intensive manufactures; (d) SAARC countries suffer 
from massive current account deficits, which as a percentage of GDP, range 
from 2.1 percent in India to 9.5 percent in Bhutan; (e) the share of intrare- 
gional trade among the SAARC countries is also very small; more 
important, it has been declining in recent years. In fact, intra-regional 
exports as a percentage of total exports have fallen from 5.1 percent in 1979 
to about 3 percent in 1995. Similarly, intraregional imports have shown a 
marginal decline during this period (see tables 1 and 2 below). It is clear 
that the necessary conditions for regionalization as outlined by Busch and 
Milner do not exist in South Asia. The acute similarity of resource endow- 
ments (including the quality and capabilities of human capital) as well as 
the nonconvertibility of the region's currencies has historically rendered 
regional trade unattractive. 

8 Structural power of capital needs to be distinguished from relational power. The latter consists in 
the ability of A to use coercion to act in ways that B might otherwise refuse to do. Here, B's punish- 
ment in the case that he disobeys A will be determined solely by A. On the other hand, if A possesses 
structural power, then B's punishment is determined by the system, and not through the use of A's 
political authority. In other words, structural power is more diffuse and subtle than relational power 
and, therefore, much more difficult to confront. See Susan Strange, "Towards a Theory of 
Transnational Empire," E. 0. Czempiel andJ. N. Rosenau, eds., Global Changes & Theoretical Challenges 
(Lexington: Lexington Books, 1989). 
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TABLE 1 
INTRAREGIONAL IMPORTS IN SOUTH ASIA, AVERAGE 1988-1992 

(Percent of Total Imports) 

From From From From From 
Bangladesh India Nepal Pakistan SriLanka 

Bangladesh - 5.8 0.00 0.016 0.015 
India 0.00 - 0.00 1.950 0.00 
Nepal 0.012 31.00 - 2.042 1.020 
Pakistan 4.330 8.16 0.00 - 4.04 
Sri Lanka 3.389 0.044 negligible 0.019 - 

Source: U.N. Yearbook of Trade Statistics, 1994. 

TABLE 2 
INTRAREGIONAL EXPORTS IN SOUTH ASLA, AVERAGE 1988-1992 

(Percent of Total Exports) 

To To To To To 
Bangladesh India Nepal Pakistan Sri Lanka 

Bangladesh - 0.114 0.006 0.012 0.004 
India 0.0168 - 0.004 0.002 0.003 
Nepal negligible 50.012 - negligible negligible 
Pakistan 0.015 negligible negligible - 0.010 
Sri Lanka 0.0005 0.010 negligible 0.017 - 

Source: U.N. Yearbook of Trade Statistics, 1994. 

As table 3 further illustrates, the SAARC economies export to and 
import from the exact same countries, and trade in the exact same 
commodities. 

With regard to theories that examine trade under conditions of pro- 
duction linkages, it is crucial that one country be able to provide markets 
and technologies that would otherwise not be available to the smaller coun- 
tries. Indian policy-makers have also envisaged but failed to establish this 
kind of regional supremacy for India. The primary reason behind this fail- 
ure is that the other states in the region have not accepted India's supremacy. 
Such acceptance is determined by the political and economic dependence 
of these countries on India, which in turn is determined by India's ability 
to offer capital, technology, market access, development and strategic aid, 
as the other regional hegemons like the U.S. orJapan do (or did in the peak 
of the developmental period in East Asia). Unlike Japan, India has never 
been in a position to offer capital or technology or development aid. The 
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TABLE 3 
SELECTED TRENDS IN TRADE IN SOUTH ASIA: AVERAGES BETWEEN 1985-1992 

Principal Principal Principal Textiles as % Principal Imports 
export import Exports of industrial as % of total 
market supplier (as % of manufacturing imports 

total exports) 

Bangladesh Asia Asia industrial 72.5% industrial supplies 
excluding excluding manufacturing (36%) 
the former the former (77.6%) 
USSR USSR 

India Asia Asia industrial 33.9% industrial supplies 
excluding excluding manufacturing (45%) 
the former the former (69.8%) 
USSR USSR 

Nepal Asia Asia industrial 88.2% industrial suppplies 
excluding excluding manufacturing (36%) 
the former the former (89.7%) 
USSR USSR 

Pakistan Asia Asia industrial 78.8% industrial supplies 
excluding excluding manufacturing (36%) 
the former the former (88.9%) 
USSR USSR 

SriLanka Asia Asia industrial 48.2% industrial supplies 
excluding excluding manufacturing (45%) 
the former the former (52.3%) 
USSR USSR 

Source: U.N. Yearbook of Trade Statistics, 1996. 

only resource that India could have offered was its domestic market. 
However, as is well known, the Indian market has been historically highly 
protected and characterized by high barriers to imports. 

Further, as we saw from table 3, the technological levels of both the 
exports and imports of these countries are similar, thereby preventing 
exchange. This structural similarity has in fact been reinforced by the 
process of globalization which advocates specialization based on "natural" 
comparative advantage. As such, each of these countries is advised to spe- 
cialize in the exact same product bases, viz., textiles, spices, marine 
products, tea, and rice. Moreover, a movement from low technology to high 
technology areas is also actively discouraged by some "core" countries, the 
best example of which is the U.S.'s resistance to India's growing software 
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export sector.9 The point, in short, is that continuing along this model of 
low-technology, primary commodity exports reinforces the same structural 
factors that pit these countries against one another in the world market and 
pre-empts regional arrangements. 

The above suggests that firm-centric theories cannot provide sufficient 
conditions for regionalization. Further, since firm-centric theories are 
essentially based on an exchange-theoretic framework, these models cannot 
capture how globalization reconfigures the balance of economic power 
between the member countries and how that reconfiguration might affect 
cooperation within an institution such as SAARC. 

Within SAARC, for example, economic liberalization has tremendously 
increased the availability of capital in the hands of the Indian business class. 
This increased availability of capital has been made possible by the signifi- 
cant increase in corporate profitability since 1992.10 Moreover, in keeping 
with the rise of a global rentier class, India has also seen the rise of a ren- 
tier class which is continuously seeking a vent for its surplus. On the one 
hand, these unprecedented levels of accumulation have opened up oppor- 
tunities for the countries in the region; on the other hand, increasing the 
structural power of Indian capital has further skewed the balance within 
SAARC in favour of India. This increasing skewness is bound to have reper- 
cussions on the performance of SAARC as a regional institution. 

However, despite its limitations, the firm-centric approach does open 
up a new line of analysis that is profoundly lacking in relation to South Asia, 
except to a very limited extent for India. Analyses of the corporate sectors 
of Pakistan, Bangladesh and Sri Lanka are few and far between. There has 
been, at least until now, a profound disinterest amongst countries of South 
Asia in learning about the respective corporate economies. Similarly, the 
advanced countries have also generally ignored this sector in the context 
of regionalization, focusing almost exclusively on the state. 

Moving now from firm-centric to state-centric theories, it seems that 
state-centric theories can also partially explain the weakness of regional 
ties in South Asia, albeit in an obvious and uninstructive way. They do, how- 
ever, consider the question of political power. To be instructive, any 
state-centric interpretation of the performance of SAARC must begin from 
the British colonial policy of "divide and rule," through which undivided 
India was split into India and Pakistan along religious lines in 1947. This 

9 Stephen D. McDowell, "India, The LDCs, and GATT Negotiations on Trade and Investment in 
Services," in Stubbs and Underhill, Political Economy. 

10 Consider that in 1990-91 the percentage growth rate of corporate profits (after tax) was 1.65. 
In 1991-92 it was 6.89 and in 1994-95, 57.44 percent (Center for Monitoring the Indian Economy, 
The Indian Corporate Sector, April 1996, p. 43). 
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split was a political-institutional arrangement expected to make for peace- 
ful coexistence between the two countries. This expectation was not 
realized, however, for two reasons. First, the religious, political and cul- 
tural differences between these two countries were continuously overplayed 
and politicized by the political elites of the two countries. Second, their rela- 
tionship became strained because of the particular stance the two countries 
took towards the superpowers during the cold war. While India took a more 
pro-Soviet stance, which in turn drew Pakistan closer to the U.S., both coun- 
tries tried to preserve relationships with both blocs. As is evident from table 
4 below, the U.S. gave the same amount of aid to both Pakistan and India, 
which however, translates into a much greater volume of aid per capita for 
Pakistan. In general, one can detect some preferences of donor countries- 
especially for India by the former USSR and for Pakistan by the OPEC coun- 
tries. In the current post-cold war regime, the stance towards the U.S. has 
become extremely important in defining the relationship between the two 
countries. 

TABLE 4 
FOREIGN AID IN SOUTH ASIAN COUNTRIES DURING THE COLD WAR ERA 

U.S. Western (non-U.S.) OPEC bilateral Communist 
(including Ex-Im countries including aid (1979-1989) countries 
commitments) bilateral (1970-1989) 
(1970-1989) commitments 

(1980-1989) 

Bangladesh 3.4 billion 11.65 million 6.52 million 1.5 billion 
India 4.4 billion 31.70 billion 315.00 million 11.6 billion 
Nepal 304 million 2.20 billion 30.00 million 286.00 million 
Pakistan 4.5 billion 9.10 billion 2.30 billion 3.20 billion 
Sri Lanka 1.0 billion 5.10 billion 169.00 million 369 million 

Source: Statistical Abstract of the World, 1994. 

The India-Pakistan divide deepened further with the creation of 
Bangladesh in 1971. This political split also pre-empted any future eco- 
nomic ties between Bangladesh and Pakistan. Even though India supported 
Bangladesh in her quest for independence, it became clear that any future 
bilateral relationship between India and Bangladesh would be completely 
dominated by India. For Bangladesh this (potential) dependence has pro- 
vided a somewhat negative motive for regionalization (i.e., the attempt to 
escape bilateral relations in India). In addition to this rather negatively 
motivated but important impetus to regionalization in the form of the 

243 



Pacific Afjfairs 

attempt to escape bilateral relations with India, Bangladesh also hoped to 
use the "sub-continental" umbrella to find a more competitive edge in the 
multilateral organizations such as the GATT. These hopes, however, have 
not been shared by the other small countries in the region. Sri Lanka, for 
one, is immersed in a very serious political-ethnic dispute with India; Nepal, 
Bhutan and the Maldives are too uncertain of the stakes involved in enter- 
ing into such arrangements. 

Turning now to the institutionalist approach, one can observe at least 
two institutionalist assumptions that SAARC has suffered from. The first of 
these is the assumption that cooperation can be achieved through SAARC 
without addressing the political problems of the region. In Sri Lanka, for 
example, the Indian government has continuously aided the Sinhalese- 
dominated government to fight the Tamil separatists, but has never 
proposed negotiations where it could mediate as an unbiased third party."1 
Neither has the SAARC forum been used for that purpose. A similar situa- 
tion prevails with respect to the Kashmir issue involving India and 
Pakistan.12 Of late, the issue of the Comprehensive Nuclear Test Ban Treaty 
(CTBT) has created yet another rift between these two countries. The deci- 
sion that such bilateral issues were not to be "regionalized," and hence not 
to be addressed through the SAARC forum, has been the leitmotif of 
SAARC from its very inception in 1985.13 In fact, the statist-institutionalist 
champions of SAARC have hailed its ability to refrain from intervening in 
these issues as one of its foremost successes as a "regional institution." 

A second institutionalist presumption about SAARC was that it could be 
effective without mobilizing nonstate actors. As such, it has completely 
ignored collective actors such as trade unions, social movements, women's 
groups, human rights activists, etc.14 It was for the first time in 1996 that 

11 While such a proposal may not have been entertained by the Sri Lankan government on ques- 
tions of sovereignty, India could have refrained from providing military aid unless some strategy was 
designed to minimize the plight of the civilians. To the contrary, India has exploited this opportunity 
to prove her military might in the region. 

12 Pakistan and India have been fighting for a long time over the question as to where the state 
ofJammu and Kashmir rightfully belongs. Since India and Pakistan were divided along religious lines 
in 1947, Pakistan claims Kashmir on the ground that the state has a Muslim majority which feels 
unsafe in a Hindu-dominated regime. India, on the other hand, claims Kashmir since it falls within 
India by virtue of the Instrument of Accession signed by the maharaja of Kashmir. Dissenting with 
both these groups are other groups, including terrorists, who demand the restoration of political 
autonomy that Kashmir enjoyed before 1947. On the other hand, there is increasing evidence that 
the local Muslim populace resists the fundamentalist Islamic forces who operate from Pakistan and 
want Kashmir to be acceded to India. To date, neither the Pakistani nor the Indian government has 
paid attention to the population's mandate for peace and democracy and for solving the problem 
accordingly. 

13 S.Paranjpe, "India, South Asia and SAARC," in Asian Profile, vol. 15, no. 1 (February 1987). 
14 I am grateful to Prof. Barrie Morrison, Department of History, the University of British 

Columbia, Vancouver, Canada, for mentioning this point. 
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trade unions of the SAARC countries met and affirmed the need for a com- 
mon charter of labour rights. They also agreed upon the principles for the 
formulation of the charter in context of the multilateral trade agreements 
like the WTO. This unity is driven by a general agreement that the move to 
link labour standards with trade was a premeditated political project to 
ideologically weaken the international labour movement. In this context 
the South Asian labour movement feels the need to come together and 
address the issue of continuous encroachment of the international eco- 
nomic regime into the sovereign economic space of the Less Developed 
Countries (LDCs). 

The consultation has further demanded immediate reduction of 
defence expenditure by shedding regional differences. It observed that 
despite South Asian governments' commitment to regional cooperation 
within the SAARC framework, most of the nations continue to overplay 
their bilateral differences and conflicts to achieve their short-term political 
ends. This leads to high defence expenditures to finance a highly destruc- 
tive arms race, resulting in the bulk of the region's resources being 
squandered at the cost of economic and social consequences for the work- 
ing people. The forum also condemned the attacks on and imprisonment 
of trade union leaders and activists resisting privatization in Pakistan. 
Consequently, the forum has called for the withdrawal of all cases against 
trade union leaders and has demanded that the ban on trade unions and 
the right to organize strikes in Pakistan be lifted. 

On environmental rights, the consultation took an unambiguous stand 
against the linking of environmental standards with trade. A statement 
adopted at the meeting proclaimed that the environmental standards 
should be kept in conformity with the sustainable development of South 
Asian communities. It further said that in the context of developing coun- 
tries, the question of environmental standards has to be based on the wider 
concern for preserving livelihood support systems of large populations 
that are dependent on traditional access to natural resources. In short, this 
meeting of the trade unions has revealed the common concerns of labour 
in the South Asian countries. 

In a similar effort, six Asian countries, including India and Sri Lanka, 
have recently endorsed ajoint proposal to get a better deal for their citizens 
employed in Gulf countries."5 At a two-day meeting organized by the Sri 
Lankan Bureau of Foreign Employment (SLBFE) and the Asia-American 
Free Labour Institute, representatives of India, Sri Lanka, Pakistan, 
Bangladesh, Indonesia and the Philippines, which together provide more 

15 TheEconomic Times, April 8, 1997. 
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than two-thirds of the expatriate workers in the Middle East, endorsed a 
set of proposals aimed at obtaining better wages and working conditions for 
them. If the proposals were implemented, they would provide higher wages, 
ensure better working conditions and ease problems faced by hundreds of 
thousands of these expatriate workers. The overtly statist orientation of 
SAARC has prevented it from capitalizing on such bases of integration. 

With all these considerations in mind, let us turn now to political-econ- 
omy explanations of SAARC's historical trajectory (i.e., a slow movement 
in the five years before economic liberalization and a somewhat increased 
pace after 1991). As I already argued, the pace of the first phase was the con- 
sequence of the members' refusal to deal with bilateral issues, especially 
through the SAARC forum. Yet, at the same time there was some expecta- 
tion of economic cooperation. In the absence of structural conditions that 
would necessitate (or at least facilitate) economic cooperation, in conjunc- 
tion with the refusal to use SAARC for maintaining peace in the region, it 
is not surprising that no other type of cooperation occurred. However, as 
soon as states withdrew and decided to ease up channels of private-sector 
activity, economic links began to be forged. As table 5 below shows, a drastic 
liberalization of investment policies has occurred, with the objective of 
wooing foreign capital, including Indian capital. 

Now, how far is this likely to result in economic growth through collab- 
oration? From a critical political-economy perspective, it is important to 
consider the inequality of capital that exists between the SAARC countries. 
What is critical here is that the member-states perceive India to have both 
the economic power and the intention to establish the same imperialistic 
order that SAARC, as a collective entity, would like to counter."6 The smaller 
states therefore face a peculiar dilemma: on the one hand, they need India's 
support to resist foreign economic encroachment into South Asia; on the 
other hand, they are convinced that the required support from India would 
be available only at the cost of accepting India's economic dominance. 

16 Benazir Bhutto government came under fire because of its decision to grant Most 
Favoured Nation (MFN) status to India. The nationalistic arguments run as follows: Indian goods, 
which are produced with local technology and in a more or less stable inflationary situation, enjoy a 
double advantage - low costs and high quality. These goods will swamp the Pakistani market and 
pose a serious threat to Pakistani entrepreneurs. Writes one commentator: "The bitter truth is that 
there is nothing which India needs to buy from Pakistan except perhaps leather goods (a field tra- 
ditionally left to the Muslims and low-caste Hindus for religious reasons.) " Voices of sanity, however, 
can also be heard in the debate. An editorial in The Friday Times points out that in contrast to the 
die-hard ideologues, the business community has accorded a cautious welcome to the new agree- 
ment. "This is not because the business community is any less patriotic than the ideologues. Nor 
because it feels the pain and anguish of India's bullying tactics in the region any less. But business- 
men always have a more realistic approach to life and that is the way it should be" (cited by Dileep 
Padgaonkar in the Times of India, June 19, 1996). 
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TABLE 5 

POST-LIBERALIZATION INVESTMENT POLICIES OF SAARC COUNTRIES 

BANGLADESH allows up to 100 percent foreign ownership of equity. There 
is no restriction on investment except for five reserved sectors. 

INDiA allows up to 51 percent foreign ownership of equity. In some cases, 
75 percent and 100 percent may also be allowed. 

SRI LANKA seems to have attracted the most Indian investment towards 
joint ventures. At the end of 1995, there were 30 IndianJoint Ventures 
(JVs) of which 13 were under operation. Most importantly, about 50 
percent of those operations are engaged in manufacturing and ser- 
vice sectors, all of which seem to be growth industries. Total 
investment amounts to Rs. 770 million ($30m). 

IN NEPAL, foreign investors are allowed a majority stake in medium indus- 
tries (asset limit Rs. 10 million to 50 million) and can invest up to 
100 percent in large enterprises (exceeding Rs. 50m). Foreign invest- 
ment is welcome in every sector except in the manufacture of 
cigarettes, defence and alcohol. 

PAKISTAN has also adopted a liberal investment policy with legal safe- 
guards for guaranteed repatriation of foreign capital. However, her 
policy regarding India is still on the defensive. Other countries have 
free access to its markets while there are restrictions on India. 

Source: Assocham Bulletin, SAARCFiles, September 1995, pp. 19-27. 

This however, is a situation similar to Japan in the context of ASEAN 
wherein the smaller states could get economic and military aid fromJapan 
only if they were to acceptJapan as the dominant country. Two basic dif- 
ferences between the SAARC and the ASEAN must be pointed out in this 
context. First, as mentioned above, India could not, and still cannot, pro- 
vide capital, technology and market access as Japan did. Second, and 
perhaps more importantly, one must take into account the extent to which 
regions reflect a strong "ethos" of regionalism. While it is beyond the scope 
of this paper to discuss the complex issue of ethos, let me only point out that 
one needs to go back to the comparative history of state formation in these 
regions in order to explore this question. ASEAN's member states are more 
homogenous, in particular ethnologically; South Asian states on the other 
hand, have been founded on the basis of ethnic differences. Thus, the 
region is based on the ethos of separatism rather than regionalism or 
homogeneity. 
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To summarize, a political-economy perspective suggests the need to 
consider the interaction of historical, ideological and institutional struc- 
tures. These three in turn are neither separate nor stationary, but are 
continuously changing and being changed at the same time, and subject 
to domestic, global and regional influences. As a result, no simple institu- 
tional strategy is likely to suffice. As I have shown in table 6 below, ASEAN's 
success comes from a confluence of ideological, historical and institutional 
structures in favour of regionalization. 

The member states of ASEAN had formed the association to prevent 
regional conflict, so as to prevent superpower intervention. While techni- 
cally speaking the various military alliances and peace treaties were formed 
outside of the ASEAN framework, the general awareness, generated by the 
association, that peace was the necessary condition for regional progress, 
lent credence to the treaties. However, when the Vietnam-Cambodia war 
threatened to increase the visibility of the USSR and China in the region, 
ASEAN did intervene and eventually convinced Vietnam to opt for peace.'7 
This decision to mediate and restore order in the region created the possi- 
bility of the subsequent expansion of ASEAN to include all ten states in the 
region. 

It would be a mistake to take this as conclusive proof of the realist the- 
sis that economic relations can only follow security relations. Rather, it is 
important to note that the atmosphere of peace was considered necessary 
in order to ensure state autonomy, which in turn was necessary to foster eco- 
nomic growth. As the voluminous literature on the Asian Newly 
Industrializing Country (NICs) have shown, these countries have been 
focused on autonomous economic growth since the very inception of their develop- 
ment strategy."8 In fact, as the SAARC experience shows, it has been the 
withdrawal of the state from the respective SAARC economies that has 
greatly facilitated the interaction between the respective private sectors 
and engendered "new diplomacy." In other words, the withdrawal of the 
state and the consequent diffusion of attention away from the bilateral mil- 
itary conflicts of the region have focused attention squarely on the 
economy. While this has created the preconditions for economic growth, 
other conditions need to be satisfied. 

17 H. A. Tuan, "Vietnamese Membership in ASEAN," Contemporary South East Asia, vol. 16, no. 3 
(December 1994), p. 261. 

18 Alice H. Amsden, Asia's Next Giant (Oxford: Oxford University Press, 1989) and P. Evans, 
Embedded Autonomy (Princeton: Princeton University Press, 1995). 
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TABLE 6 
POLITICAL ECONOMY OF REGIONALIZATION: ASEAN AND SAARC 

ASEAN SAARC 

OBJECTIVES to prevent superpower Smaller States: Prevent 
interference hegemonic behaviour by India 

India: to establish its hegemony 
and mobilize collective behaviour 
for increasing its strength in 
forums like the GATT and the WTO 

In Security to maintain peace in the SAARC was not supposed to interfere 
region in any bilateral issues 

In Economic to facilitate regional trade not clear 
Cooperation 

In Promoting to foster vertical and such vertical and horizontal 
Growth horizontal integrated integration not possible because of 

production processes of the similarity of skills and resources 
amongst member countries; amongst member countries 
each member specialized in 
producing a certain 
component of the final product 

Degree/Nature of Because of the historical Because of the history of state formation 
Power of success of centralized in the region (which consisted in the 
Regional decision-making in East separation of India into India 
Organizations Asia, member states believe and Pakistan, and then the division of 

in the power and legitimacy Pakistan into Pakistan and Bangladesh 
of centralized gencies - each time with a war - the "ethos" of 

separatism is very strong in the region. 
The "ethos of regionalism is A number of secessionist conflicts con- 
very strong for reasons of tinues in this region - the Sri Lankan 
ethnic homogeneity, small conflict, the Indo-Pakistani disagree- 
size, inadequacy of resources ments over Kashmir, the terrorist- 
and a perceived vulner- separatism movement in Punjab, etc. 
ability to superpower 
intervention 

Institutional Structures 

formation of the Asian After ten years since its formation, 
Industrial Project (AIP) SAARC has put in place the South Asian 
which allocates different Preferential Trade Agreement 
industrial projects to (SAPTA) 
different member states - 
in order to prevent More emphasis on private-sector 
competition between competition 
member states and foster 
preferential trading No coordinating mechanisms 
ASEAN IndustrialJoint 
Ventures (AIJV), which has 
called more for 
private-sector involvement 
relative to the AIP. 
ASEAN Chambers of 
Commerce (ACC) coordinate 
activities of private 
sectors of member states 
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III. POSSIBLE STRATEGIES TO STRENGTHEN REGIONALIZATION IN SOUTH ASIA 

It must be remembered, however, that the success of the ASEAN coun- 
tries occurred in the context of expansionary world trade and relatively 
high growth. The situation now is substantially different in that growth 
and cooperation now need to be achieved under conditions of protection- 
ism and a recession. In that sense it is probably more useful to draw lessons 
from the EC or NAFTA which are regional arrangements which have grown 
"organically" out of the changed context. Of the two, EC is structurally a 
more equitable arrangement and hence ethically as well as strategically 
more appropriate for South Asia, although obvious economic and political 
differences exist between South Asia and Europe. 

Most important, the EC has been exploring the possibility of establish- 
ing a common social charter which could guarantee some degree of 
protection for labour belonging to its member states. The charter includes 
several elements (e.g., a minimum-wage protection, work safety and envi- 
ronmental standards, some protection against outsourcing, etc.). By 
standardizing some basic costs and conditions under which global capital 
would be welcomed, this social charter could potentially prevent global cap- 
ital from pitting one EC member against another. Conversely, once such a 
charter is in place, any individual EC member cannot offer special incen- 
tives to attract foreign investments. While the proposition is not 
unanimously accepted by the EC member states, it is important. 

Second, the bilateral issues need to be faced squarely. As the last elec- 
tion in Kashmir has shown, the populace has indicated its choice for 
democratic rule, which in turn has clearly delegitimized the conflict 
between the Indian and the Pakistani governments. The Sri Lankan issue, 
on the other hand, requires immediate attention, but attention that does 
not portray the Indian government as being opposed to the popular man- 
date in Sri Lanka. While it is true that the popular mandate is one that 
favours division along ethnic lines which may not be very desirable, there 
is also a growing demand for peace. As with the issue of labour, these 
avenues need to be explored, the fundamental criteria for which is to allow 
interaction between nonstate actors. 

Third, SAARC must interact more fully with the ASEAN community. 
As is well known, ASEAN has already invited India to enter into a full-dia- 
logue partnership with it as well as to participate in ASEAN's Regional 
Forum. While these constitute crucial steps for India, they may prove to be 
counterproductive for the future of SAARC and for a fuller SAARC-ASEAN 
interaction. 

Finally, SAARC's most important collective role must lie in resisting 
the "Columbus" model of growth-led exports that is being advocated by 
institutions such as the IMF and the World Bank. Enamoured by the the- 
ory of comparative advantage, these international institutions are 
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encouraging these countries to specialize in their "natural" comparative 
advantage (i.e., the export of primary commodities like tea, rice and 
spices). While a number of large companies have already begun trading in 
these products under highly profitable conditions, to adopt such a line of 
specialization as a national priority may contradict the more desirable goal 
of developing progressively value-added exports rather than primary 
products. 

York University, Toronto, April 1997 
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