                  South Asian Preferential Trading Arrangement 

I.   Introduction:                                       

    Seven countries of South Asia formed the South Asian Regional Cooperation (SAARC) in 1985.The members are India, Pakistan Bangladesh, Sri-Lanka, Nepal, Bhutan and Maldives. However, it was after a decade, on December 7,1995 that an agreement on Preferential Trading Arrangement (PTA) among the SAARC members –SAPTA became operational thereby symbolizing the beginning of the first stage of an economic integrative arrangement among these countries. The main aim of SAPTA is to promote and sustain mutual trade and economic cooperation among the member states (Contracting States) through exchange of concessions in respect of tariffs, para-tariffs, non-tariff barriers and direct trade measures. SAPTA also provides for special and more favorable treatment exclusively for the Least Developed member countries (LDCS) in order to assist them in deriving equitable benefits from the agreement. These include measures to promote exports by expanding production base by setting up joint ventures, buy-back arrangements and other cooperative arrangements.



      Trade liberalization under SAPTA is a gradual and controlled process. Member countries have agreed to negotiate initially tariff preferences on a product by product basis. Under this approach products, which are negotiated for preferential imports (that is those provided tariff concessions) are initially exchanged with all the members on the basis of requests and offer lists made by the members. In the first round of SAPTA negotiations held in 1995 tariff concessions were offered to only 226 commodities by all the countries of which 100 were offered to LDCS. The second round of trade negotiation came into force from May, 1997.In this round 1871 commodities were offered for preferential treatment by all SAARC countries. Table-I gives the Consolidated National Schedule of the number of products which were given tariff concessions in the second round of SAPTA negotiations.

                                          Table I           

Number of Products on which Concessions were given in the Second Round of SAPTA Negotiations 

Country�For all Countries�Only for LDCS�Total No. of Products(��Bangladesh�215(10 % concession)�11(10% concession)�226��Bhutan�37(10% concession)�10(15% concession)�47��India�390(10%,15%,

25% and 40 % concession)�512(25% ,50 % concession)�902��Maldives�2(10% concession)�3(15% concession)�5��Nepal�166(10% concession includes 10% concession also on 34 products for LDCS)�67(15% concession)



�233��Pakistan�232(10% concession includes 10 % concession on 6 products for LDCS)�131(15 % concession)�363��Sri-Lanka�72(10% concession includes 10 % concession on 3 products for LDCS)�23(10%,15%,60% concession)�95��Total�1114�757�1871��      

Source: Mehta and Bhattacharya (1997)

Note(Products   disaggregated  at 6-digit HS level  

        The third round of SAPTA negotiations that concluded in November 1998 covered tariff concessions on 3456 products. The cumulative total concessions offered country wise were india-1917, Bangladesh-481, Sri-Lanka-82, Nepal-189, Pakistan-295, Bhutan-124 and Maldives-368.SAPTA members in the various rounds of negotiations have received preferential treatment on products in the form of 10 % to 60 % reduction in tariff rates.

      The third SAARC Commerce Ministers’ Meeting took place in Dhaka, Bangladesh on February 2-3,1999.The Commerce Ministers approved the outcome of the third  round of SAPTA negotiations and called for issuing notifications, giving effect to the round, not later than October 1,1999.They also decided that the fourth round of SAPTA negotiations should commence by the first half of August, 1999 with the mandate of extending deeper tariff concessions to products which are actively traded or likely to be traded in future.

      A review report on the functioning of SAARC by the Group of Eminent Persons constituted in SAARC summit in Male (12-14 May, 1997) has identified and recommended a substantive agenda for achieving economic integration in three phases:

Negotiation of a treaty for South Asian Free Trade Area (SAFTA) by 1999 with implementation commencing in 2000.Achievements of SAFTA by 2008, stretching to 2010 for LDCS.

Achievement of a SAARC Custom Union with harmonization of external tariffs by 2015; and

Achievement of SAARC Economic Union with harmonization of monetary and fiscal policies by 2020.

II.  Objectives of the Study:

      SAPTA as it exists today does not rely on a clearly defined common external tariff. A proxy of such a tariff, however, originates in the bilateral treaties between SAPTA member states. Consequently it is quite possible to find existence of trade creation and/or diversion as effects of PTA among the SAARC countries. Also, most of the SAARC countries trade substantially with the developed countries of EU, NAFTA and APEC (cf. table-E 1 and Economic Survey of India). Therefore, it is possible that with the formation of preferential trading arrangement some diversion of trade takes place from low cost supplier of non- member country to high cost supplier of member country for at least some products. It is precisely this consideration which motivated us to study and examine pattern, direction and basis of trade of some SAARC countries and to further estimate the integrative effects of the formation of PTA among these countries.

     The commonly defined integrative effects are trade creation (TC), trade diversion (TD) and gross trade creation (GTC). The TC effect refers to the emergence of new flows of trade among the partner countries replacing domestic production; TD refers to the replacement of non-partners trade (low cost products) by partner country trade (more costly products). The TD and TC effects combined result is GTC that signifies growth in trade among the member countries regardless of the reason for this growth.

          The static analysis of trade creation and/ or trade diversion in this study is an ex-post type. We use the technique known as residual imputation. This approach uses an estimated Gravity Equation model to construct what imports would have been without the PTA and calculates the impact of the PTA as the difference between actual and constructed imports for post PTA years (1996 and 1997 in our study). We use the pre-PTA data and Gravity Equation models of the type developed by Bergstrand (1989), Helpman (1987), Helpman and Krugman (1985) and Deardorff (1984,1998) for our analysis. Gravity Equation in its simpler form relate bilateral trade (total imports, total exports or exports+imports) to host of independent factors like gross national products (GNPs) and per-capita gross national products (PCGNPs) of the trading partners and trade resistance factor like distance between them. We call total imports as bilateral trade between trading partners.

       We pooled the cross-sectional data on 50 trading partners taken from five SAARC countries (India, Pakistan, Bangladesh, Nepal and Sri-Lanka) and three trading blocks-EU (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden and United Kingdom), NAFTA (USA, Mexico and Canada) and APEC (Australia, Brunei Darussalam, Canada, Chile, China, Hong-Kong, Indonesia,  Japan, the Republic of Korea, Malaysia, Mexico, New Zealand, Papua New Guinea, Philippines, Singapore,  Chinese Taipei, Thailand and the USA) and time series data for 1985-95 to estimate the Gravity Equation and further project estimates of TC,TD and GTC in 1996 and 1997 for aggregated and disaggregated trade flows�. We call SAARC countries-India, Pakistan, Bangladesh, Nepal and Sri-Lanka as SAARCI. We have not included Maldives and Bhutan in our study due to non-availability of quality data on these countries.

 III. Gravity Equation and its Theoretical Foundation

             We use the following Gravity Equation model in our study:

Log Mij=(0 +(1Log GNPi +(2Log GNPj +(3Log PCGNPi +(4Log PCGNPj +(5   Log Distanceij  +Log eij                                                    (1)

Where Mij= Import of i from j (million US $)

GNPi= Gross National Product of Importing Country i(million US$)

GNPj=Gross National Product of Exporting Country j(million US$)

PCGNPi= Per-Capita Gross National Product of Importing Country i(US$)

PCGNPj= Per-Capita Gross National Product of Exporting Country j(US$)

Distance ij= Distance between trading partners in kilometers

         In (1) Exporters’ GNP and Per-Capita GNP could be interpreted as national output in terms of units of capital and the country’s capital –labour endowment ratio, respectively (Helpman, 1987). Changes in Importer GNP and Per-Capita GNP could be interpreted respectively as alterations of expenditure capabilities and taste preferences a la Linder (cf. Bergstrand, 1989).The explanatory variable ‘distance’ has been used as a proxy for cost of transportation and, therefore, of cost of trade. However, distance variable may capture other effects like the adjacency factors like common border, common language and common culture between the trading partners. Common culture, language and border may facilitate bilateral trade. Also, lesser the distance between two countries greater is the probability of a preferential trade agreement between them. Preferential trade agreements, generally speaking, relax tariff barriers and thereby facilitate trade.

     New trade theories based on economies of scale and product differentiation are able to better explain and provide justification of using Gravity Equation model as in (1) (cf. Deardorff, 1984, 1998, Helpman & Krugman, 1985, Krugman, 1980, Helpman, 1981). The idea contained in new theories of international trade goes as follows. On the supply side the presence of economies of scale causes the production to be located in one country. Economies of scale also induce producers to differentiate their product. The larger the country in terms of its GNP the larger the varieties of goods offered. On the demand side, the ‘love for variety’ demand structure ensure that all varieties will be demanded in all countries. Assumption of similar technology and factor endowments across countries is implicit in these models. Thus, the more similar the countries are in their GNP, larger is the volume of bilateral trade. This furnishes the link with the Gravity Equation .In these theories in fact what matters for the volume of trade is the number of varieties a country produces. In the presence of differentiated products produced with economies of scale the volume of trade depends in an important way on country size in terms of its GNP.Not all categories of products, however, are  subject to economies of scale of the same magnitude; some of them may not be subject to them at all. The difference might show up when estimating a separate Gravity Equation for each commodity. Accordingly, we expect regression coefficient of exporter GNP in (1) to be more significant in those cases where product differentiation is relatively more prominent i.e. in case of manufactures like Machinery and Transport Equipment. While in case of products which are relatively homogeneous like Textile Fibres we expect the role of factor endowment proxied by exporter per-capita GNP to be relatively more significant in explaining trade between bilateral partners. 

IV. Procedure:

 The aggregated import trade flow sample consists of 11 import trade flows (corresponding to 1985-95) for each of the 50 trading partners�. The trade flow matrix will therefore consist of (50x11=550) observations on 7 variables (1 dependent and 6 independent variables including the constant). The matrix can be written as a system of 50 equations, where the mth equation can be represented as:

Log Xt ,m= Log Ym Gm+ Log em                                                        (2)

Where  LogXt,m is a (11x 1) vector of observations on the mth trading partner(group) , Ym is a (11x 1) matrix of observations on 6 independent variable, Gm is a (6x1) vector of regression coefficients and Log em is (11x1) vector of log normally distributed error terms with E(Log em)=0.The system of which (2) is an equation is:





Log Xt,1                       Log Y1 0                 0            G1               Log e1

    . 

       .                    ==                                                            +  

       . 

Log Xt,g                        0                         Log Yg      Gg             Log eg

Where g=50

     We make the usual assumptions of same beta coefficients for all trading partners and uncorrelated errors and homoscedasticity of error variances.           We estimate the regression equation by running a pooled regression over all trading partners for the period prior to the operation of SAPTA i.e., 1985-95�. We then make projected estimates of intra- and inter-regional import trade based on this equation.These estimates are made on the basis of the assumption that the effect of changes in competitive position and trade liberalization on trade has been small relative to the effects of integration.

  The difference between the actual intra-SAARCI import trade and the hypothetical intra-SAARCI import trade flows of SAARCI pre-integration structure is taken to be indicative of gross trade creation (GTC) effects. The difference between the actual inter-SAARCI import trade flows and the estimated inter-SAARCI import trade flows will indicate of the trade diversion (TD) effect. The resulting difference between the GTC and TD effects will be indicative of the trade creation (TC) effects.

As in case of aggregated import trade flows disaggregated import trade flow samples consist of 11-import trade flows (corresponding to 1985-95) for 50 trading partners and for seven commodities at the three digit disaggregated SITC level. The following is the list of commodities considered in our study:

1.Non-Fuel Primaries (SITC section 0,1,4 and division 21,22,23,24,25,27,28,29 and 68)

2. Machinery and Transport Equipment (SITC section 7)

3.Mineral Fuel (SITC section 3)

4.Textile Yarn and Fabric (SITC division 65)

5.Clothing (SITC division 84)

6.Textile Fibbers (SITC division 26)

7.Leather Dressed Fur (SITC division 61)

The import trade flow matrix will consist of (50x11) 550 observations on 7 variables (1 dependent and 6 independent variables including a constant) per commodity. As in the case of aggregate import trade flows we expect each of the equations to satisfy the assumption of the classical normal linear regression model. Projection estimates of GTC, TD and TC are made on the basis of the usual assumptions presented above.

V. Substantial Hypothesis  

Equation (1) is estimated for aggregate and disaggregate import trade flows and to further project estimates of GTC, TD and TC. In keeping with our discussion we hypothesize that

For aggregate import and disaggregated import trade flows we expect (1 and (2 of importer and exporter GNPs to be significantly positive. Higher the exporter GNP higher is the volume and varieties of its national output and greater is the scope of its exports. Higher the importer GNP higher is its expenditure capabilities and demand for imports.(2, will be more pronounced for differentiated products in comparison to homogeneous products. For all commodities and total import trade (1 will be less pronounced than (2.

(3, the regression coefficient of importer per capita GNP will be positive. Importer per capita GNP may be taken, as proxy for tastes variable. Changes in importer per capita GNP could be interpreted as alterations of its taste preference a la  Linder. Larger the importer GNP larger will be demand for varieties and differentiated products.(3, in case of differentiated products like Machinery and Transport Equipment, Clothing, Textile Yarn and Fabrics will be significantly positive. For homogeneous products like Mineral Fuels and Textile Fibres it may be negative.

(4, the regression coefficient of exporter per-capita GNP will be significantly negative for labor intensive products. This may not be so for capital intensive products. Exporter per-capita GNP is a proxy for capital-labor endowment ratio. Higher the per-capita GNP of a country lesser is its production of labor intensive products like Leather and Dressed Fur and lower will be their exports.

(5, the regression coefficient for the distance variable may show negative coefficient, as it is a proxy for natural trade resistance factor.

VI. Numerical Results:

A. Aggregate Import Trade Flows:

 The estimated parameter values for the pooled regression for 1985-95 i.e.   for the pre-integration structure is given in Table II.





                                              Table II

                Regression Coefficients of the Pooled Gravity Equation 

Dependent Variable: Log total Imports

Independent Variable�Beta Coefficient�Standard Error�t-Ratio�Prob.( t ((x�Standardized Beta Coefficient��Log GNPi�.73009�.04391�16.6270�        0�      0.71��Log GNPj�.98229�.04392�22.366�        0�      0.96��Log PCGNPi�-.00295�.09359�-0.031�       0.97�    -0.001��Log PCGNPj�-.39588�.09360�-4.229�        0�    -0.23��Log Distanceij�.21793�.12070�1.806�      0.07�     0.07��Constant�-14.4050�.54150�-26.603�        0���R2=0.7872;Adjusted R2=0.7853;Number of Obervations=550

       Gravity Equations gave consistent results i.e. coefficients have the usual expected signs and is significant at 5% level of significance except for Log Distance and Log PCGNPi. The coefficient for Log Distance has positive sign signifying that lower transport costs, common border /language or any preferential trading arrangement among neighboring countries may not necessarily lead to larger trade among these countries. It is to be noted in this context that substantial part of SAARCI countries import requirements come from EU, NAFTA and APEC notwithstanding their distant locations (cf. table - E-I). For example EU, NAFTA and APEC’s share in India’s world import together works out to approximately 27.69+10.56+22.41=60.66% in 1996.To this if we add OPEC countries share the total works out to approximately 87 % in 1996.It may be pertinent in this context to refer to Bhagwati and Panagariya (1996) and Panagariya (1997a,b) who noted that it is not necessarily true that a country would gain by being a member of PTA when all other members are placed geographically closer to this potential member i.e. it may be cheaper to trade with those countries which may not be placed geographically close to this potential trading partner. PTA’s may be beneficial among countries that are distant to each other. Also, political differences among SAARC countries (say India and Pakistan) inhibit trade among them.

         Regression coefficient for exporter GNP is positive and highly significant. This is understandable since higher the exporter GNP, larger is its national output and greater is its scope for exports.

                Regression coefficient for exporter per-capita GNP show negative regression coefficient. Exporter per-capita GNP is a proxy for capital-labor endowment ratio. Larger the per-capita GNP of exporting country smaller is the production of labor intensive goods and its exports. In this context tables E-2 to E-4 which give product composition of SAARCI countries import from EU, APEC and NAFTA in 1996 may also be referred to. Import of labor intensive manufactures like Textile Yarn and Fabrics, Clothing and Leather Dressed Fur by SAARCI from rich and developed trading blocks like EU, NAFTA and APEC is appreciably lower compared to those in Machinery and Transport Equipment.

      Importer GNP show positive and significant regression coefficient. Importer GNP of a country can be interpreted as its expenditure capability. Regression coefficient is notably less than those for exporter GNP. Larger GNP is accompanied by larger demand for imports.

                    Estimated parameter equation is used to predict intra- and inter-regional import trade flows; GTC, TD and TC effects of integration. Table III gives the net effect of SAPTA on SAARCI countries.













                                             Table III

                       Net Effect of SAPTA on SAARCI Trade (Million US $)

Year�Actual intra-Regional imports�Predicted Intra-Regional imports�Actual Inter-Regional imports�Predicted Inter-Regional imports�  GTC�    TD�    TC�Total

Trade���      1996�2203.77�751.59�92901.90�86923.81�1452.18�5978.09�-4525.91�95150.67��     1997�1846.00�818.59�91389.00�94631.66�1027.41�-3242.66�4270.07�93235.00��   Source: World Bank Import Data in CD-ROM & IMF International Financial Statistics for various years       

        It is to be noted that all the SAARCI countries have larger inter-regional import trade rather than intra-regional import trade (cf. Table E-I). Therefore, we find that actual inter-regional trade for SAARCI as whole being quite large compared to intra-regional trade (cf. Table III and E-I). This may be due to large gains associated with trade with large and developed trading blocks like EU, NAFTA and APEC.

     We find from Table III that the total trade and GTC figures are less in 1997 as compared to those in 1996.This may be partly due to repercussions of financial, currency and banking crisis in the East Asian economies on trade and output of SAARCI countries. On examination of TD and TC figures we find that diversion of trade in 1997 is accompanied by creation of trade in the same year. In this context it may be noted that in the second round of SAPTA negotiations which came into force in May, 1997 a total of 1871 products were given tariff concessions, ranging from 10 to 60% reduction in tariff rates, as compared to 226 in the first round of negotiations (1995-96). This may have resulted in diversion of trade from non-member to member countries. This also partly explains the reason for decline in GTC in 1997.

B. Disaggregate Import Trade Flows:

       Given below is commodity wise results in respect of estimates of Gravity Equation, which are further used to estimate GTC, TD and TC effects of economic integrative arrangement (SAPTA) in respect of each commodity in our sample.

                                                    











                                                         Table IV

                      Regression Coefficients of the Pooled Gravity Equation 

                    Dependent Variable-Log of total imports of Non-Fuel Primaries

Independent Variable�Beta Coefficient�Standard Error�    t-Ratio�Prob.( t ((x�Standardized Beta Coefficient��Log GNPI�0.64160�0.06399�    10.027�        0�          0.69��Log GNPj�0.96989�0.06399�    15.157�        0�          1.05��Log PCGNPI�-0.61678�0.1364�   -4.523�        0�         -0.39��Log PCGNPj�-1.11490�0.1364�   -8.175�        0�         -0.71��Log Distanceij�0.56723�0.1759�     3.226�        0�          0.36��Constant�-8.39800�0.7889� - 10.645�        0���R2=0.4437;Adjusted R2=0.4390;No. of  Observations=550

 Net Effect of SAPTA on SAARCI Trade In Non-Fuel  Primaries (million US $)

Year�Actual intra-Regional imports�Predicted Intra-Regional imports�Actual Inter-Regional imports�Predicted Inter-Regional imports�  GTC�    TD�    TC�Total

Trade��      1996�      765.14�   403.10� 16641.62�6276.13�  362.04�   10365.49�-10003.42�17406.76��     1997�   958.95�  416.74�  18972.50�6423.81�  542.21�  12548.69 �-12006.48�19931.45��         





                                                  Table V 

Regression Coefficients of the Pooled Gravity Equation 

Dependent Variable-Log of total imports of Machinery and Transport Equipment

Independent Variable�Beta Coefficient�Standard Error�t-Ratio�Prob.( t ((x�Standardized Beta Coefficient��Log GNPi�    0.43969�    0.08223�      5.347�        0�     0.31��Log GNPj�    1.16110�    0.08223�     14.120�         0�     0.84  ��Log PCGNPi�    0.22726�    0.1753�     1.2970�        0.19�      0.09��Log PCGNPj�    0.08085�    0.1753�      0.461�        0.64�      0.03��Log Distanceij�   -0.34577�    0.2260�    -1.530�        0.12�     -0.08��Constant�  -17.03800�    1.0140�   -16.8060�        0���R2=0.5891;Adjusted R2=0.5853;Number of Obervations=550

 Net Effect of SAPTA on SAARCI Trade In Machinery and Transport Equipment (Million US $)

Year�Actual intra-Regional imports�Predicted Intra-Regional imports�Actual Inter-Regional imports�Predicted Inter-Regional imports�  GTC�    TD�    TC�Total

Trade��      1996�    283.19�  29.33� 15340.09�  4919.44� 253.86  �  10420.65� -10166.79� 15623.28��     1997�  345.72�  31.81� 17141.44�  5557.51�  313.91� 11583.93  � -11270.02 � 17487.16��

         

                                                   Table VI 

Regression Coefficients of the Pooled Gravity Equation 

Dependent Variable-Log of total imports of Mineral Fuel

Independent Variable�Beta Coefficient�Standard Error�t-Ratio�Prob.( t ((x�Standardized Beta Coefficient��Log GNPi�    0.78361�  0.1061�     7.382�         0�          0.50��Log GNPj�    1.27470�   0.1061�    12.009�         0�           0.82��Log PCGNPi�     -0.96052�   0.2262�   -4.246�         0�          -0.36��Log PCGNPj�     -0.47686�    0.2262�   -2.108�        0.03�          -0.18  ��Log Distanceij�      0.13860�    0.2917�     0.475�        0.63�           0.02��Constant�     -17.4380�    1.309�  -13.325�          0���R2=0.4559;Adjusted R2=0.4509;Number of Obervations=550

      Net Effect of SAPTA On SAARCI Trade in Mineral Fuel(Million US $)

Year�Actual intra-Regional imports�Predicted Intra-Regional imports�Actual Inter-Regional imports�Predicted Inter-Regional imports�  GTC�    TD�    TC�Total

Trade��      1996� 25.33    �   2.65�2448.60� 327.71�22.68�  2120.89�   -2098.21�  2473.93��     1997� 34.05�   2.80�3031.11� 355.20  � 31.25�   2675.91�    -2644.66�   3065.16 ��





      

                                             Table VII. 

Regression Coefficients of the Pooled Gravity Equation 

Dependent variable-Log of total imports of Textile Yarn Fabrics

Independent Variable�Beta Coefficient�Standard Error�t-Ratio�Prob.( t ((x�Standardized Beta Coefficient��Log GNPi�   0.47746�    0.07203�       6.628�          0�         0.37��Log GNPj�   1.3451�    0.07203�       18.673�          0�         1.05��Log PCGNPi�   0.57263�     0.1535�       3.730�          0�          0.26��Log PCGNPj�   -1.3810�     0.1535�      -8.996�          0�         -0.64  ��Log Distanceij�    0.50363�     0.1980�       2.544�         .01�          0.12��Constant�   -18.5250�      0.8881�      -20.860�           0��� R2=0.6341;Adjusted R2=0.6307;No. of observations=550	  

Net Effect Of SAPTA on SAARCI Trade in Textile Yarn Fabric (Million US $)

Year�Actual intra-Regional imports�Predicted Intra-Regional imports�Actual Inter-Regional imports�Predicted Inter-Regional imports�  GTC�    TD�    TC�Total

Trade��      1996�545.48�43.39�10691.88�11534.86�502.09�-842.98�1345.07�11237.36��     1997�611.33�47.27�11512.79�12590.74�564.06�-1077.95�1642.01�12124.03��





                                          Table VIII 

Regression Coefficients of the Pooled Gravity Equation 

Dependent Variable-Log of total imports of Clothing

Independent Variable�Beta Coefficient�Standard Error�t-Ratio�Prob.( t ((x�Standardized Beta Coefficient��Log GNPi�  0.03667�    0.06406�       0.572�      0.56�       0.02��Log GNPj�  0.87597�    0.06406   �      13.671�         0�       0.56  ��Log PCGNPi�  2.09810�     0.1365�       15.371�          0�       0.80��Log PCGNPj� -0.89944�     0.1368�      -6.577�          0�       -0.34��Log Distanceij�  0.67282�      0.1762�       3.819�          0�        0.13��Constant�-24.7520�      0.7895�     -31.352�          0��� R2=0.8016;Adjusted R2=0.7998;No. of observations=550	  

                      Net Effect of SAPTA on SAARCI Trade in Clothing (Million US $)

Year�Actual intra-Regional imports�Predicted Intra-Regional imports�Actual Inter-Regional imports�Predicted Inter-Regional imports�  GTC�    TD�    TC�Total

Trade��      1996�9.49�2.695�7837.13�16470.81       �     6.80�     -8633.68�     8640.47�7846.62��     1997�11.35�3.108�12222.05� 19119.66�     8.24�     -6897.61�      6905.85 � 12233.40��   





                                              Table IX 

Regression Coefficients of the Pooled Gravity Equation 

Dependent Variable-Log of total imports of Textile Fibres

Independent Variable�Beta Coefficient�Standard Error�t-Ratio�Prob.( t ((x�Standardized Beta Coefficient��Log GNPi�   2.2593�    1.359�      1.662�       .09�         0.15��Log GNPj�   3.5965�    1.359�      2.646�         0�         0.24��Log PCGNPi�  -7.7184�     2.896�     -2.665�         0�        -0.31��Log PCGNPj�   -7.9191�     2.896�     -2.734�         0�        -0.32��Log Distanceij�     7.0454�     3.735�      1.886�      0.05�         0.15��Constant�    -21.557�    16.760�     -1.287�      0.19���R2=0.0242;Adjusted R2=0.0150;No. of observations=550	  

         Net Effect Of SAPTA on SAARCI Trade in Textile Fibres (Million US $)

Year�Actual intra-Regional imports�Predicted Intra-Regional imports�Actual Inter-Regional imports�Predicted Inter-Regional imports�  GTC�    TD�    TC�Total

Trade��      1996�   82.76�    801.43�    1562.38�17062.05�     -718.67�  -15499.67�    14781�1645.14��     1997�   77.99�     623.73�    1760.93�13011.20�      -545.74�   -11250.27�    10704.53�1838.92��  





                                              Table X 

Regression Coefficients of the Pooled Gravity Equation 

Dependent Variable-Log of total imports of Leather Dressed Fur

Independent Variable�Beta Coefficient�Standard Error�t-Ratio�Prob.( t ((x�Standardized Beta Coefficient��Log GNPi�0.96303�   0.06650�    14.481�       0�       0.74��Log GNPj�1.0222�   0.06650�     15.373�       0�        0.78  ��Log PCGNPi�0.54891�    0.1417�      3.873�       0�        0.25��Log PCGNPj�-0.59763�    0.1417�       -4.218�       0�        -0.27��Log Distanceij�-0.82912�    0.1827�      -4.537�       0�        -0.20��Constant�-17.7040�    0.8199�     -21.594�       0���R2=0.6978;Adjusted R2=0.6950;No. of observations=550	  

  Net Effect  of SAPTA On SAARCI Trade in Leather Dressed Fur(Million US $)

Year�Actual intra-Regional imports�Predicted Intra-Regional imports�Actual Inter-Regional imports�Predicted Inter-Regional imports�  GTC�    TD�    TC�Total

Trade��      1996�4.52�  4.38�1394.29�1060.13�0.1361� 334.16�   -334.02� 1398.81��     1997�4.41�   4.83�1481.70� 1226.35�-0.429�  255.35�    -255.78�  1486.11��

    Significance of partial regression coefficients corresponding to different independent variables are given in Table XI separately for each commodity group.                                           

Table XI

Significance of Beta Coefficients

In.Var   (

Comm.Gr.(�Log GNPi�Log GNPj�Log PCGNPi�Log PCGNPj�Log Distanceij��Non-Fuel Primaries�Positive and significant�Positive and significant�Negative and significant�Negative and significant�Positive and significant��Machinery and Transport Equipment�Positive and significant�Positive and significant�Positive and insignificant�Positive and insignificant�Negative and insignificant��Mineral Fuel�Positive and significant�Positive and significant�Negative and significant�Negative and significant�Positive and insignificant��Textile Yarn Fabric�Positive and significant�Positive and significant�Positive and significant�Negative and significant�Positive and significant��Clothing�Positive and insignificant�Positive and significant�Positive and significant�Negative and significant�Positive and significant��Textile Fibres�Positive and insignificant�Positive and significant�Negative and significant�Negative and significant�Positive and significant��Leather Dressed Fur�Positive and significant�Positive and significant�Positive and significant�Negative and significant�Negative and significant��

         As expected GNPs of trading partners are important determinants of import of a country. As hypothesized, in case of highly differentiated products like Machinery and Transport Equipment the role of exporter GNP (acting through number of varieties) is prominent in explaining bilateral trade while that of exporter per-capita GNP (proxy for capital-labor endowment ratio) is insignificant (cf. Table V). This is in keeping with the predictions of new trade theory (Helpman and Krugman,1985,Helpman,1981,1987). While in case of homogeneous products like Textile Fibres role of exporter per-capita GNP (proxy for factor endowment) is more significant in explaining bilateral trade (cf. Table IX; column on standardized beta coefficient).     

         As regards PCGNP of importing country (PCGNPi) the associated beta coefficients are positive and significant in respect of relatively differentiated products like Machinery and Transport Equipment and labour intensive manufactures like Textile Yarn Fabric, Clothing and Leather Dressed Fur. It is negative for homogeneous products like Textile Fibres, Mineral Fuel and Non-Fuel Primaries. Changes in Importer PCGNP can be interpreted as alterations in taste preferences. Larger the per-capita GNP of importing country larger is the demand for product varieties and lower is the demand for homogeneous product.

       As regards per-capita GNP of the exporting country which is a proxy for  capital- labor endowment ratio we find that the beta coefficient is positive only in case of capital intensive product like Machinery and Transport Equipments and negative for the labor intensive and primary products.

      As regards beta coefficient for the ‘distance’ variable we find that it is positive and significant in most cases. This may be due to the fact that SAARCI countries trade more with distant countries EU, NAFTA and APEC.

      We also find from Tables IV-X that in respect of Textile Yarn and Fabric, Clothing and Textile Fibres there is trade diversion accompanied with trade creation.This is not the case with the remaining four products. This may be because of differential concession given in respect of these two sets of products.

         As in the case of aggregate import trade flows we find that in case of all disaggregated import trade flows actual inter-regional import trade is substantially larger than actual intra- regional trade (cf. Tables IV-X). Gross trade creation is largest in case of Textile Yarn Fabrics followed by Non-Fuel Primaries and manufactures like Machinery and Transport Equipments. This may be due to the fact that intra-regional trade for these products is substantially larger in comparison to other products in 1995(cf. Table E-6 last row). Also, lowering of high tariff barriers by SAARCI countries in respect of Textile Yarn and Fabrics may have led to increase in its trade within the region in 1996 (cf Table E-5,E-6;last row) and  also to higher GTC(cf. Table VII)

VII. Actual and Predicted Aggregated & Disaggregated  Import Trade Flows in 1996 and 1997

        Tables E-7 & E-8 give actual and predicted total import of SAARCI countries and three selected trading blocks-EU, APEC and NAFTA for 1996 and 1997 respectively. From the tables we find that India’s’ actual import from Pakistan and Bangladesh have been less those predicted on the basis of previous trend. India’s actual import trade with Nepal and Sri-Lanka is more than the predicted values. It may be pertinent to point out in this context that India has a free trade treaty with Nepal and it has recently signed a free trade agreement with Sri-Lanka. In 1996 and 1997 India’s actual import from NAFTA and APEC is less than expected but with EU India’s actual import in both these years were greater than expected on the basis of previous trends. EU, NAFTA and APEC’s actual import from India in both the years have lagged behind the predicted values based on previous trend.

     Coming to Pakistan it has imported less than expected from India. In case of Pakistan’s trade with Bangladesh and Sri-Lanka it has imported more than the trend values. EU and APEC’s actual trade with Pakistan is more than what is predicted on the basis of previous trend while NAFTA’s trade with Pakistan has been going down.

      Bangladesh, Sri-Lanka and Nepal’s actual import from other SAARCI countries have been more than what was expected on the basis of previous trends in both the years. EU, NAFTA and APEC’s import from Bangladesh and Nepal have been lagging behind while those with Sri-Lanka have been going up on the basis of previous trend.

       In case of disaggregated import trade flows for 1996 and 1997 Tables E-9 to E-22 may be referred to. The trend shown for actual and predicted values are same for both the years for most of the commodities.

     In case of Non-Fuel Primaries India’s actual import trade with Pakistan and Bangladesh have lagged behind the trend values while in case of import from Sri-Lanka and Nepal these have been more than predicted. This follows the trend shown by actual imports of India with the other SAARCI countries. In case of inter-regional trade with EU, NAFTA and APEC the actual import values have been greater than those based on the trend.  Pakistan actual trade of Non-Fuel Primaries with all the trading partners except Nepal and NAFTA in the sample have been greater than what was predicted on the basis of past trend. Bangladesh’s trade with all the partners in the sample except APEC have been greater than that expected by past trend values. Sri-Lanka’s trade with all the partners in the sample has been greater than that expected according to past trend values. Nepal’s import trade has lagged behind except with APEC and India. EU, NAFTA and APEC import from Nepal has also lagged behind the expected values.

   It seems that most of the SAARCI countries have substantial trade in Non-Fuel Primaries. This may be due to the fact most of these countries have greater comparative advantage in primary products.

   In case of Machinery and Transport Equipment India and Pakistan’s import from Sri-Lanka, EU, NAFTA and APEC have been greater than what was expected on the basis of past trend. India’s trade with Pakistan has been below expectations while, EU, NAFTA and APEC’s actual import from India has been greater than what was expected on the basis of past trend. Pakistan’s import from these trading blocks are lagging behind the trend values. Bangladesh, Sri-Lanka and Nepal imports of Machinery and Transport Equipments from India, EU, NAFTA and APEC have been greater than what was expected on the basis of past values while import of these SAARCI countries from these trading blocks have been lagging behind.

     In case of Machinery and Transport Equipment we find that SAARCI countries are more dependent on trade with developed countries of EU, NAFTA and APEC. Despite relatively substantial intra-regional trade in Machinery and Transport Equipment it seems that it is difficult for SAARCI countries to find viable alternative sources for this product which can fullfill  their domestic import requirements. 

   In case of Mineral Fuel we find that SAARCI countries import requirements are partly met by the imports from developed countries of EU, NAFTA and APEC. Intra-regional trade in Mineral Fuel is found to be relatively lower in comparison to those for Machinery and Transport Equipment and Non-Fuel Primaries.

     In case of Clothing intra-regional trade is quite low for both the years. In respect of export trade of the SAARCI countries with EU,NAFTA and APEC Clothing seems to be one of the major export items. However, EU and NAFTA’s actual import from India has been lagging behind while those of  APEC have been greater than the expected values based on past trend. For Pakistan the actual import of Clothing from EU and APEC have been greater than the expected trend based on past values. NAFTA’s actual import from Pakistan has been less than what was expected on the basis of past trend while APEC’s actual import from Bangladesh and Sri-Lanka have been greater. It seems that SAARCI countries are competing fiercely to capture the APEC countries market.

     In respect of trade of Textile Yarn and Fabric it is again one of the major export item of SAARCI countries. India is a net exporter of Textile Yarn and Fabric within and outside the South Asian region. However, actual import of EU, NAFTA and APEC with India have been lagging. It is pertinent to point out in this context that India it may have lost its competitive advantage in Textile Yarn and Fabric to the benefit of other SAARCI countries like Pakistan and Sri-Lanka. EU, NAFTA and APEC’s import from Pakistan and Sri-Lanka have been greater than what was expected.

    Once again in case of trade of Leather Dressed and Fur most of the SAARCI countries trade fiercely with each other to tap markets of developed countries of EU, NAFTA and APEC. Inter-regional trade of Leather Dressed Fur exceeds intra-regional trade. NAFTA and APEC’s actual import from India has been lagging behind the in both the years while that of EU has been greater than the expected value. EU and APEC’s import from Pakistan and Bangladesh have been greater than expected while that of NAFTA have been below expectations. NAFTA and APEC’s import from Sri-Lanka have been greater than expected.

        In case of Textile Fibres we find the intra-regional trade to be appreciably low. For all SAARCI countries APEC’S import of Textlie Fibres is greater than what was expected. It seems that APEC has potential to be a major trading partner of SAARCI countries. 

 VIII.  Concluding Remarks

      The empirical results show that in case of aggregate trade flows trade diversion is accompanied by trade creation in 1997.The projected estimates of the size of Gross Trade Creation is $ 1.452 billion and $ 1.027 billion in 1996 and 1997 respectively.

     In case of disaggregated import trade flows we find trade diversion is accompanied by trade creation in case of Textile Yarn Fabric, Clothing and Textile Fibres in 1996 and 1997.Due to substantial trade diversion in case of Clothing and Textile Fibres the size of GTC is relatively low or negative.

       GTC in 1997 for Textile Yarn Fabrics has been $564 Million approximately, while those for Non-Fuel Primaries, Machinery and Transport Equipments, Mineral Fuel and Clothing are $542.21, $313.91,$31.25 and $ 8.24 Million respectively.

           In case of trade of  relatively differentiated products like Machinery and Transport Equipment and labour intensive manufactures like Textile Yarn Fabrics, Clothing, Leather Dressed Fur by SAARCI countries the role of exporter GNP (acting through the number of varieties) is relatively more significant in explaining bilateral trade while in case of  relatively homogeneous products like Textile Fibres the role of exporter per-capita GNP(proxy for endowment ratio) is more significant in explaining bilateral trade. These results are in keeping with the predictions of New Trade Theories. 

             Our study show that economic integration in the form of SAPTA  has not led to increase in intra-regional trade.Intra-regional trade in 1995 was $2249.15 million while in 1996 and 1997 it was $ 2203.77 million and $ 1846 million respectively(cf. Tables E5,E6 and Table III).Also, the Gross trade creation among the SAARCI countries has gone down(cf. Table IV).Intra-regional trade may go down further this year due to non-cordial  political relationship between India and Pakistan. However,the integrative effects may show up in coming years as the intra-regional political climate improves and concerted efforts continue to be made to improve bilateral trade through tariff concessions and removal of bottlenecks to purposeful and mutually beneficial trading.
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�Table –E- 1: SAARCI Countries Imports in 1985, 1990 and 1996 from Selected Trading Blocks (million US $)





�EU�NAFTA�APEC (excluding NAFTA)�SAARCI�World���1985�1990�1996�1985�1990�1996�1985�1990�1996�1985�1990�1996�1985�1990�1996��India�4544.92�5212.74�10349.54�2093.38�2945.56�3947.46�3017.38�4335.23�8376.1�81�98.96�205.2�15928�23642�37375���(28.53)�(22.05)�(27.69)�(13.14)�(12.46)�(10.56)�(8.07)�(18.34)�(22.41)�(.22)�(.42)�(.55)�����Pakistan�1238.70�1769.39�2523.18�905.84�1039.19�1413.85�1672.72�2238.51�3554.93�89.96�115.93�238.12�5890�7375.9�12131���(21.03)�(23.99)�(20.80)�(15.38)�(14.09)�(11.65)�(28.40)�(30.35)�(29.30)�(1.53)�(1.97)�(1.96)�����Bangladesh�372.79�541.29�695.68�341.25�281.14�1042.04�1014.92�1225.71�2362.1�180.66�428.84�1011.76�2771.9�3597.8�6616���(13.45)�(15.05)�(10.52)�(12.31)�(7.81)�(15.75)�(36.61)�(34.07)�(35.70)�(6.52)�(11.92)�(15.29)�����Nepal�39.09�82.46�75.83�6.73�7.60�11.00�131.66�277.24�512.94�84.61�54.49�179.98�453.08�686.32�1442���(8.63)�(12.01)�(5.26)�(1.49)�(1.11)�(.76)�(29.06)�(40.40)�(35.57)�(18.68)�(7.93)�(12.48)�����Srilanka�307.08�410.86�891.00�161.22�227.32�287�659.8�1116.89�2289.37�113.34�201.28�568.71�1843.40�2685�5839���(16.66)�(15.30)�(15.26)�(8.75)�(8.47)�(4.92)�(35.79)�(41.60)�(39.21)�(6.15)�(7.50)�(9.74)�����SAARCI �6502.58�8016.74�14535.23�3508.42�4500.81�6701.35�6496.48�9193.58�17095.44�549.57�899.5�2203.77�26886.3�37987.02�63403���(24.18)�(21.10)�(22.92)�(13.04)�(11.84)�(10.56)�(24.16)�(24.20)�(26.96)�(2.04)�(2.36)�(3.47)�����

Source: World Bank trade data on CDROM

Note : Figures in parenthesis denote share in %

Table E-2:Product Composition of SAARCI Countries Imports from EU in 1996 (million US $)



�Textile Yarn Fabric, etc.�Clothing�Leather, Dressed Fur�Textile Fibres�Machinery Transport Equipment�Mineral Fuel�Non Fuel Primaries�Total Import��India�46.80�1.78�42.46�59.47�2959.73�116.65�700.21�10349.54���(.45)�(.02)�(.41)�(.57)�(28.60)�(1.13)�(6.77)���Pakistan�1.63�.05�.43�18.91�186.25�81.19�288.85�695.68���(.23)�(.007)�(.06)�(2.72)�(26.77)�(11.67)�(41.52)���Bangladesh�19.72�.75�1.56�55.18�1178.46�27.43�223.14�2523.18���(.78)�(.03)�(.06)�(2.19)�(46.69)�(1.09)�(8.84)���Nepal�1.32�.24�.09�.39�31.86�.07�6.76�75.83���(1.74)�(.32)�(.12)�(.51)�(42.01)�(.09)�(8.91)���Srilanka�41.98�.01�14.19�3.41�307.63�6.07�169.60�891���(4.71)�(.001)�(1.59)�(.38)�(34.53)�(.68)�(19.02)���SAARCI �111.45�2.83�58.73�137.36�4663.39�231.41�1388.56�14535.23���(.76)�(.01)�(.40)�(.94)�(32.08)�(1.59)�(9.55)���

Source: World Bank Trade Data on CDROM

Note: Figures in Parenthesis denote share in percentage

Table – E-3: Product Composition of SAARCI Countries Imports from APEC in 1996

(million US $)



�Textile Yarn Fabric, etc.�Clothing�Leather, Dressed Fur�Textile Fibres�Machinery Transport Equipment�Mineral Fuel�Non Fuel Primaries�Total Import��India�218.46�6.11�36.67�299.86�3636.36�1358.41�2733.59�12323.56���(1.77)�(.04)�(.29)�(2.43)�(29.51)�(11.02)�(22.18)���Pakistan�2.46�2.27�.70�27.38�35.48�441.40�715.37�3404.14���(.07)�(.06)�(.02)�(.80)�(1.04)�(12.96)�(21.01)���Bangladesh�60.55�1.21�1.58�117.66�1754.8�77.63�1540.91�4968.78���(1.21)�(.02)�(.03)�(2.36)�(35.30)�(1.56)�(31.01)���Nepal�22.20�4.43�.06�28�33.49�117.05�108.51�523.94���(4.23)�(.84)�(.01)�(5.34)�(6.39)�(22.34)�(20.71)���Srilanka�789.39�25.39�7.29�29.24�803.98�17.71�642.30�2576.37���(30.64)�(.98)�(.28)�(1.13)�(31.20)�(.68)�(24.93)���SAARCI �1093.12�39.41�46.3�502.10�6263.39�2012.20�5740.68�23796.79���(4.59)�(.16)�(.19)�(2.10)�(26.32)�(8.45)�(24.12)���

Source: World Bank Trade Data on CDROM

Note: Figures in parenthesis denote share in percentage

�Table –E-4:Product Composition of SAARCI Countries Imports from NAFTA in 1996

(million US $)



�Textile Yarn Fabric, etc.�Clothing�Leather, Dressed Fur�Textile Fibres�Machinery Transport Equipment�Mineral Fuel�Non-Fuel Primaries�Total Import��India�19.21�.46�15.99�42.30�1489.14�29.96�728.28�3947.46���(.49)�(.01)�(.41)�(1.07)�(37.72)�(.76)�(18.45)���Bangladesh �.001�.001�.20�8.64�180.00�.0001�648.38�1042.04���(.00009)�(.00009)�(.01)�(.83)�(17.27)�(.000001)�(62.21)���Pakistan�7.02�.24�.43�38.62�362.92�22.68�502.59�1413.85���(.50)�(.01)�(.03)�(2.73)�(25.67)�(1.60)�(35.55)���Nepal�.04�.02�.001�.001�3.69�.0001�6.76�11���(.36)�(.18)�(.009)�(.009)�(33.55)�(.00009)�(61.45)���Srilanka�33.68�3.57�.25�1.76�68.44�.98�113.06�287���(11.73)�(1.24)�(.08)�(.61)�(23.85)�(.34)�(39.39)���SAARCI �59.95�4.29�16.87�91.32�1204.19�53.62�1998.98�6601.35���(.89)�(.06)�(.25)�(1.36)�(31.39)�(.80)�(29.82)���

Source: World Bank trade data on CDROM.

Note: Figure in parenthesis denote share in percentage

Table – E-5:Product Composition of SAARCI Countries Imports from other SAARCI Countries  in 1996(million US $)



�Textile Yarn Fabric, etc.�Clothing�Leather, Dressed Fur�Textile Fibres�Machinery Transport Equipment�Mineral Fuel�Non Fuel Primaries�Total Import��India�18.26�.69�2.27�24.17�2.24�6.41�110.8�205.20���(8.89)�(.33)�(1.10)�(11.77)�(1.09)�(3.12)�(53.99)���Pakistan�6.10�1.69�.20�25.37�2.97�.07�204.07�238.12���(2.56)�(.70)�(.08)�(10.65)�(1.24)�(.02)�(85.70)���Bangladesh�413.40�1.78�2.35�27.35�146.51�15.94�195.50�1011.76���(40.85)�(.17)�(.23)�(2.70)�(14.48)�(1.57)�(19.32)���Nepal�105.20�6.05�3.93�9.51�91.70�.61�203.46�568.71���(18.49)�(1.06)�(.69)�(1.67)�(16.12)�(.10)�(35.77)���Srilanka�16.75�.54�.08�2.14�39.66�10.28�32.31�179.98���(9.30)�(.30)�(.04)�(1.18)�(22.03)�(5.71)�(17.95)���SAARCI �559.71�10.75�8.83�88.54�283.08�33.31�746.14�2203.77���(25.39)�(.48)�(.40)�(4.21)�(12.84)�(1.51)�(33.85)���

Source: World Bank Trade Data on CDROM

Note: Figures in parenthesis denote share in %

Table –E- 6:Product Composition of SAARCI Countries Imports from other SAARCI Countries  in 1995(million US $)



�Textile Yarn Fabric, etc.�Clothing�Leather, Dressed Fur�Textile Fibres�Machinery Transport Equipment�Mineral Fuel�Non Fuel Primaries�Total Import��India�13.51�0.19�4.08�16.51�3.70�3.54�94.45�215.88���(6.26)�(.09)�(1.89)�(7.65)�(1.71)�(1.64)�(43.75)���Pakistan�3.44�0.19�0.37�26.02�4.22�.438�130.86�163.46���(2.10)�(.12)�(.23)�(15.92)�(2.58)�(.27)�(80.06)���Bangladesh�364.15�2.92�0.15�20.15�159.63�28.49�477.20�1230.38���(29.60)�(.24)�(.01)�(1.64)�(12.97)�(2.30)�(38.78)���Nepal�96.46�5.67�2.99�3.20�100.59�0.89�114.32�466.57���(20.67)�(1.22)�(.64)�(.69)�(21.56)�(.19)�(24.50)���Srilanka�10.72�0.43�.07�0.46�52.49�6.49�31.19�172.86���(6.20)�(.25)�(.04)�(.27)�(30.37)�(3.75)�(18.04)���SAARCI �488.28�9.4�7.66�66.34�320.63�39.85�848.02�2249.15���(21.71)�(.42)�(.34)�(2.95)�(14.25)�(1.77)�(37.70)���

Source:World Bank Trade Data on CDROM

Note: Figures in parenthesis denote share in percentage

                         

TABLE- E-7:Actual and Predicted Imports of SAARCI Countries & Selected Trading Blocks in 1996(million $)



�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���36.14�112.00�62.20�79.79�42.82�25.52�64.04�11.10�10349.54�4031.01�3947.46�5439.90�12323.56�13366.43��Pakistan�157.21�187.25���36.27�27.97�44.42�6.92�0.22�3.82�2523.18�1047.54�1413.85�1498.89�4968.798�3686.57��Bangladesh�868.89�127.87�107.01�26.81���34.62�5.37�1.24�1.85�695.68�720.05�1042.04�984.39�3404.14�2331.99��Sri-Lanka�474.19�75.80�81.41�12.29�12.11�9.94���1.00�1.33�891�388.07�287�523.76�2576.37�1496.63��Nepal�165.71�26.63�5.62�5.48�7.65�2.78�1.00�1.07���75.83�172.22��212.88�523.94�544.49��EU�8658.52�9567.42�2793.77�1487.11�745.20�1066.41�1341.78�310.11�180.57�170.35��������NAFTA�6984.83�11991.51�1699.42�1976.27�1111.67�1354.03�1461�388.73�116�195.57��������APEC�14630.78�16538.18�4182.57�2728.28�1364.90�1800.79�2443.37�623.47�154.20�280.76��������

















Table –E- 8:ACTUAL AND PREDICTED IMPORTS OF SAARCI COUNTRIES & SELECTED TRADING BLOCKS IN 1997 (million US $)



�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���22.00

�120.14�39.00

�85.85�42.00

�27.48�71.00

�18.54�10154

�4363.61�3898

�5788.96�11968

�14392.16��Pakistan�129

�200.84���40

�30.77�40

�7.62�1

�4.14�2428

�1159.45�1478

�1630.91�4336

�4058.67��Bangladesh�649

�138.52�69

116.87�29.70���9

�5.97�11

�2.02�903

�804.90�387

�1081.74�3277

�2592.88��Sri-Lanka�468

�82.39�95�13.67�4

�11.09���5

�1.46�967

�435.27�270

�577.50�2997

�1669.68��Nepal�145

�28.24�4

�5.95�1

�3.02�2

�1.17���101

�188.50�33

�229.07�324

�592.80��EU�8456

�10482.35�2682

�1666.10�1683

�1198.44�1374

�348.74�163

�188.48��������NAFTA�6935

�12849.42�1806

�2165.46�1433

�1488.22�1768

�427.54�119

�211.62��������APEC�14987

�17990.77�3748

�3034.90�1763

�2008.95�816

�696.14�136

�308.43��������

�Table – E-9:

Actual and Predicted Import of Machinery Transport Equipments

(million US $)



�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���.16�2.83�.51�1.23�3.06�.41�1.24�.14�3520.55�613.62�1528.08�512.19�4028.52�1236.64��Pakistan�2.64�10.30���.59�.40�.41�.20�1.43�.05�1271.25�318.52�341.14�242.29�1717.51�584.08��Bangladesh�189.41�6.44�3.01�.57���.001�.10�.001�.05�198.23�197.12�388.17�161.19�29.22�412.39��Sri-Lanka�98.17�4.65�.55�.62�.04�.22���.001�.03�327.13�165.57�73.55�138.18�888.39�262.57��Nepal�44.14�3.03�.35�.28�.0001�.21�.001�.05���33.42�74.48�4.01�71.46�35.59�161.88��EU�747.81�118.68�1.28�16.95�.0001�7.31�.0001�2.84�10.81�.67��������NAFTA�620.91�92.25�.14�12.00�1.45�5.57�.77�2.21�.0001�.60��������APEC�1222.68�120.00�.75�15.59�56.69�7.67�92.15�2.26�.001�.73��������

�Table – E-10:

Actual and Predicted Import of Leather Dressed Fur in 1997

(million US $)



�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���.76�1.17�1.00�.66�.001�.10�.001�.16�45�3.39�16�22.1�38�13.49��Pakistan�.001�1.60���.001�.05�.34�.02�.001�.01�2�.83�1�.43�2�2.62��Bangladesh�.22�.55�.07�.03���.001�.004�.001�.02�.44�.28�.26�.17�1�1.20��Sri-Lanka�1�.27�1�.04�.001�.01���.003�.004�17�.20�.001�.13�8�.44��Nepal�.001�.11�.001�.007�.001�.01�.001�.009���.001�.30�1�.03�1�.15��EU�441�365.69�128�65.12�183�36.07�3�7.58�7�5.12��������NAFTA�52�198.55�19�28.30�7�18.64�32�4.11�.001�3.88��������APEC�166�350.29�124�49.74�88�37.80�98�4.09�1�5.88��������

�Table – E-11



Actual and Predicted Import of Mineral Fuel in 1997

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���.001�.36�.001�.22�.11�.05�2.73�.02�324�33.70�58.77�43.64�1661.79�149.91��Pakistan�.03�.77���.04�.05�.001�.01�.001�.004�19.56�6.95�17.30�9.35�69.35�32.13��Bangladesh�16.71�.79�.57�.09���.15�.01�.001�.003�87.99�7.17�.001�9.37�484.75�31.44��Sri-Lanka�.70�.16�.35�.02�.001�.01���.001�.008�6.14�1.38�1.72�1.79�14.62�6.76��Nepal�8.39�.20�.001�.02�4.22�.01�.04�.002���.001�.1.96�.08�2.54�123.00�8.45��EU�1.51�.93�4.6�.09�.16�.05�.008�.01�.001�.005��������NAFTA�1.35�1.25�.002�.12�.92�.07�2.65�.01�.001�.006��������APEC�38.35�5.20�49.72�.52�50.56�.30�12.20�.07�.002�.03��������

�Table – E-12



Actual and Predicted Import of Clothing in 1997

(million US $)



�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���.04�.04�.001�.04�1�.01�.001�.006�2�.25�1�.49�7�1.44��Pakistan�.001�.29���.001�.13�.02�.02�.001�.02�1�.30�.001�.70�1�2.06��Bangladesh�1.15�.13�.98�.05���.001�.01�.001�.002�.04�.13�.002�.27�2�.72��Sri-Lanka�6�1.51�1�.27�.001�.44���1.15�.06�.001�1.16�4�2.28�28�10.77��Nepal�.001�.05�.001�.02�.001�.007�.001�.003���.001�.07�.001�.11�4�.36��EU�2210�5950.76�946�943.99�397�1061.16�134�209.70�20�245.87��������NAFTA�1877�6893.79�936�1310.21�820�1279.49�324�243.00�117�217.23��������APEC�2017�513.26�955�97.85�970�85.10�447�28.83�2�18.31��������

�Table – E-13



Actual and Predicted Import of Textile Yarn and Fabric in 1997

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���1.41�1.98�2�1.98�1�.20�16�.15�44�13.07�22�25.42�242�187.23��Pakistan�1�12.98���1�1.71�1.01�.09�.001�.12�18�5.66�8�12.60�71�92.99��Bangladesh�399.09�8.61�47.17�1.14���3.64�.08�.01�.04�1.78�3.81�.009�7.63�2�51.65��Sri-Lanka�77�13.30�38�.97�3�1.30���.0007�.09�46�4.72�40�9.19�850�95.92��Nepal�17�2.12�3�.27�.001�.12�.001�.02���.001�1.29�2�2.05�30�16.56��EU�1575�3429.06�1294�226.88�100�229.44�53�18.23�130�23.35��������NAFTA�762�4620.30�613�349.98�17�216.31�587�24.57�6�25.69��������APEC�1725�2512.87�2578�190.78�96�159.22�567�18.94�3�15.33��������

�Table – E-14



Actual and Predicted Import of Non-Fuel Primaries in 1997

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���31.25�41.87�33�46.86�32�8.70�27�6.60�716�145.64�871�277.15�3421�1165.12��Pakistan�142�81.54���20�26.29�43.44�2.50�.007�3.53�338�37.57�617�83.13�1757�350.37��Bangladesh�312.72�87.67�34.44�25.27���18.67�3.75�1.16�1.56�307.80�41.02�877.70�80.74�757�308.64��Sri-Lanka�180�35.98�33�5.31�4�8.28���3.26�1.05�187�13.14�220�25.01�765�155.72��Nepal�35�20.82�8�5.72�.001�2.64�.001�.80���7�13.98�3�21.16�110�98.73��EU�1542�430.61�245�56.95�85�64.82�124�9.39�1�13.09��������NAFTA�850�740.88�58�114.12�243�115.35�16�16.16�2�17.93��������APEC�4208�1495.88�407�231.08�102�211.89�234�48.35�1�40.19��������

�Table – E-15



Actual and Predicted Import of Textile Fibres in 1997

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���4.84�.22�26�8.46�.001�.004�1�.001�57�.04�76�25.24�361�12175.51��Pakistan�1�2.42���15�141.32�.66�.00001�.001�.009�62�.0004�48�.18�153�87.70��Bangladesh�7.21�184.49�11.60�285.43���5.61�.08�.001�.00001�19.57�.0004�8.17�3.80�22�562.96��Sri-Lanka�1�.37�2�.0001�.001�.35���.06�.00001�4�.000003�3�.0002�29�14.88��Nepal�2�.32�.001�.28�.001�.0001�.001�.00004���.001�.0005�.001�.02�27�39.55��EU�6.5�.005�74�.0000001�.001�.000006�19�.000000001�.001�.0000006��������NAFTA�11�.79�13�.0005�.001�.005�.001�.00000008�.001�.000002��������APEC�269�130.14�401�.09�39�.28�.001�.002�.001�.001��������

�Table – E-16



                                           Actual and Predicted Import of Clothing in 1996

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���.03�.04�.001�.04�.27�.01�.001�.006�1.78�.24�.46�.47�6.11�1.39��Pakistan�.01�.27���.001�.12�.01�.01�.01�.02�.75�.27�.24�.65�1.21�1.92��Bangladesh�1.04�.11�.68�.04���.001�.008�.001�.002�.05�.12�.001�.24�2.27�1.63��Sri-Lanka�5.00�1.29�.81�.23�.001�.38���1.09�.05�.001�1.00�3.57�1.97�25.39�9.29��Nepal�.33�.04�.19�.02�.004�.006�.01�.003���.24�.07�.02�.10�4.44�.34��EU�2052.93�4939.64�946.66�776.31�368.23�882.78�129.63�175.28�19.04�203.76��������NAFTA�1660.28�6135.84�887.10�1155.32�811.72�1141.29�538.99�217.80�108.72�193.02��������APEC�1784.60�436.05�927.44�82.35�917.44�72.46�448.62�24.67�2.307�15.53��������

�Table – E-17



Actual and Predicted Import Textile Yarn and Fabric in 1996

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���1.40�1.87�1.09�1.89�1.03�.19�14.74�.14�46.80�12.65�19.22�24.52�218.46�180.95��Pakistan�.59�12.07���.92�1.59�1.13�.09�.002�.11�19.72�5.34�7.02�11.84�60.55�87.59��Bangladesh�353.23�7.83�45.91�1.02���1.24�.08�.009�.03�1.63�3.52�.001�17.02�2.46�47.62��Sri-Lanka�67.57�12.00�37.07�1.86�3.01�1.17���.001�.08�41.98�4.33�33.68�8.39�789.45�87.74��Nepal�13.58�1.99�2.97�.25�.001�.11�.02�.02���.04�1.23�1.32�1.95�22.20�15.77��EU�1431.58�3055.48�1240.84�199.28�94.26�205.13�51.54�23.47�139.69�20.76��������NAFTA�712.40�4256.49�596.11�317.83�46.76�294.44�655.24�22.88�4.90�20.23��������APEC�1521.29�2263.70�2388.94�169.41�95.90�143.91�444.15�17.25�3.750�13.78��������

�Table – E-18



Actual and Predicted Import of Textile Fibre in 1996

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���2.57�.23�20�10.08�.01�.006�1.31�.001�59.47�.05�42.30�29.52�299.88�15710.47��Pakistan�.56�2.55���20.11�182.40�.05�.0002�.001�.01�55.18�.0005�38.62�.22�117.66�122.62��Bangladesh�8.03�231.00�18.91�373.22���.41�.14�.001�.0001�18.91�.006�8.69�5.71�27.34�933.56��Sri-Lanka�2.40�.50�6.45�.001�.01�.54���.01�.0001�3.41�.0001�1.76�.0003�29.24�26.34��Nepal�1.47�.33�.001�.30�.001�.0002�.001�.12���.39�.0008�.001�.03�28�54.51��EU�58.40�.001�65.37�.0001�.121�.0001�14.94�.0002�.0005�.00001��������NAFTA�8.53�.95�10.83�.0006�.001�.008�.12�.0001�.04�.00002��������APEC�352.70�177.46�309.53�.13�37.72�.46�.28�.003�.001�.001��������

�Table – E-19



Actual and Predicted Import of Leather Dressed Fur in 1996

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���.97�1.08�.77�.61�.16�.09�.37�.15�42.46�3.13�15.99�21.11�36.67�12.51��Pakistan�.01�1.44���.001�.05�.013�.02�.12�.01�1.56�.73�.43�.39�1.58�3.34��Bangladesh�.13�.48�.08�.03���.001�.004�.001�.01�.43�.24�.20�.15�.70�1.04��Sri-Lanka�.69�.24�.98�.04�.14�.01���.0001�.003�14.19�.17�.25�.11�7.29�.38��Nepal�.08�.10�.002�.005�.001�.01�.001�.001���.09�.03�.001�.03�.06�.14��EU�403.97�313.18�122.97�54.69�170.33�30.34�3.85�6.38�5.56�4.35��������NAFTA�51.81�178.30�19.54�24.92�5.58�16.44�31.51�3.63�.20�3.46��������APEC�160.24�304.66�116.38�42.42�81.33�32.29�97.63�3.49�1.49�5.08��������



�Table – E-20



Actual and Predicted Import of Mineral Fuel in 1996

(million US $)



�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���.0001�.33�.0001�.20�.06�.04�.03�.02�116.65�30.75�29.96�40.76�1358.41�137.79��Pakistan�.03�.73���.04�.05�.001�.009�.001�.004�27.43�6.31�22.68�8.69�77.63�29.38��Bangladesh�14.99�.76�.84�.09���.11�.01�.001�.003�81.19�6.61�.0001�8.83�441.40�29.16��Sri-Lanka�.12�.16�.35�.01�.001�.010�.001�.01�.001�.008�6.07�1.28�.80�1.70�17.71�6.31��Nepal�7.63�.19�.001�.02�1.11�.01�.01�.002���.001�1.79�.07�2.24�117.5�7.77��EU�1.79�.90�7.69�.08�.73�.05�.001�.01�.0001�.005��������NAFTA�.35�1.20�.0008�.12�.73�.07�2.57�.01�.001�.005��������APEC�44.44�5.04�46.30�.48�42.53�.28�4.42�.06�.002�.003��������

�Table – E-21



Actual and Predicted Import of Machinery Transport Equipment in 1996

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India���.18�2.59�.05�1.11�1.95�.37�.06�.13�2959.73�540.78�1489.14�468.95�3636.36�1103.33��Pakistan�2.41�9.61���.22�.35�.20�.18�.91�.4�1178.46�275.76�362.92�217.92�1754.08�511.17��Bangladesh�140.71�5.94�3.21�.51���.001�.09�.001�.05�186.25�168.63�180.00�143.25�35.48�357.15��Sri-Lanka�90.99�4.27�.67�.55�.04�.19���.002�.02�307.63�141.03�68.44�122.28�803.98�226.42��Nepal�39.39�2.85�.17�.25�.0001�.18�.001�.05���31.86�65.00�3.61�64.80�33.49�143.05��EU�614.36�108.11�1.37�14.88�.0001�6.30�.0001�2.43�8.13�.60��������NAFTA�525.96�85.81�.16�10.76�1.31�4.90�1.68�1.93�.0001�.55��������APEC�1035.95�110.06�.79�13.78�40.29�6.66�78.58�1.95�.0001�.66��������

�Table – E-22



Actual and Predicted Import of Non-Fuel Primaries in 1996

(million US $)





�India�Pakistan�Bangladesh�Sri_Lanka�Nepal�EU�NAFTA�APEC���A�P�A�P�A�P�A�P�A�P�A�P�A�P�A�P��India�-�-�30.14�40.23�25.07�45.74�27.02�8.55�25.87�6.39�700.21�143.76�728.28�271.72�2733.59�1147.10��Pakistan�132.06�78.37�-�-�30.71�25.47�41.26�2.44�.04�3.40�223.14�36.74�502.52�80.88�1540.91�342.32��Bangladesh�156.17�84.89�32.81�24.27�-�-�30.18�3.68�1.02�1.51�288.86�40.48�648.30�79.13�715.37�303.77��Sri-Lanka�158.72�34.94�34.73�5.12�2.32�8.10�-�-�4.95�1.02�169.60�13.00�113.06�24.59�642.30�153.74��Nepal�29.73�20.13�2.07�5.49�.001�2.57�.27�.79���6.76�13.77�4.30�20.70�108.51�97.03��EU�1435.99�418.83�226.38�54.95�83.76�63.54�134.38�9.27�1.34�12.73��������NAFTA�801.45�720.21�56.07�110.05�175.09�113.01�17.75�15.94�2.86�17.43��������APEC�3877.24�1454.36�376.00�222.80�103.90�207.52�222.22�47.69�1.52�39.07��������

























































































































� Pelzman(1977) notes that this technique may be useful for two reasons.One,the exclusion of price variable in the Gravity Equation model implies that the market clearing quantity depends on demand and supply factors but not on the price variable.He quotes study of Linneman(1966) and Rhomberg & Junz(1965) in this context.While Linneman(1966) used data averaged over a 3-year period to reflect equlilibrium characterstics, study by Rhomberg& Junz(1965)  finds that data over a longer time period should be used to eliminate the influence of short -run price changes.Secondly,the cross-section equation alone is static ,thus paying no attention to the development of trade overtime(Tinbergen,1962).However,we are interested in capturing structural shifts which might develop in the long-run because of integration.

� We have 20 intra-regional partners among five SAARCI countries and 30 inter-regional partners between each of the SAARCI countries and three trading blocks-EU, NAFTA and APEC.

� Although SAPTA became operational on December 7,1995 we have included 1995 as pre-SAPTA year in our study.

� Total trade is  the sum of  the imports of SAARCI members from other members and non-members  taken in the sample and the import of non-members from SAARCI countries.It is also equal to the sum of actual intra and inter-regional import trade flows.
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