
1 

Enhancing Regional Cooperation and 

Economic Connectivity  

in South Asia  

 

 
 

Institute of Policy Studies, Sri Lanka 



Institute of Policy Studies of Sri Lanka 

Outline 

• Background 

• Intraregional Trade & Investment 

• Transport Connectivity 

• ICT Connectivity 

• Way Forward: Strengthening Institutional Structure 

2 



Institute of Policy Studies of Sri Lanka 

Background 

• SA has emerged as one of the fastest growing regions in the world 

• However, significant development challenges still remain 

• The turbulent economic climate in the West calls for alternative sources of 
growth through demand creation both domestically & within the region   

• Thus, the acceleration and broadening of regional cooperation & 
connectivity assumes critical importance 

• Connectivity – degree to which exchange activities are facilitated  

• Key components of economic connectivity – intraregional trade/investment, 
transport & ICT connectivity 

• Natural market integration in the region is slowly picking up 

• Yet, one cannot rely on market processes alone – an effective institutional 
structure is essential in facilitating & deepening economic connectivity 

• Institutional mechanisms in place to promote connectivity – led by SAARC – 
have so far yielded limited results 

• There is a need to look beyond the existing institutional arrangements & 
examine alternative approaches that could be worked on 
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Intraregional Trade & Investment 

• Low intra-regional trade in goods – 5% of total trade (ADB 2009) 

• Low intra-regional trade in services – 0.2% in 2007 (ADB, 2010) 

• Outward FDI from selected Indian enterprises to SA less than 1% of total 
FDI outflows included in the sample in 2002-2006 (Kumar, 2008) 

• If this percentage is applied to India’s aggregate FDI outflows, India’s FDI 
to SACs account for less than 5% of total FDI inflows received by SACs 

• On a positive note, services and investment links are strengthening: 

– Health & education services, financial services, telecommunication, migration & 
tourism 

– Tata Inc. has reopened discussions with Bangladesh on investment in the 
country's telecoms, power & automobile sectors 

– India is Sri Lanka’s 2nd largest FDI source, contributing to 15% of total FDI in 
2011 
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Intraregional Trade & Investment Cont. 

• Low effectiveness of SAFTA: 

– Low coverage – 53% of regional exports excluded 
from preferences (2006) 

– Came into operation with an already prevailing 
“spaghetti bowl” in the region 

• Ideas on deepening connectivity from the private sector/academia – track 2 
–  have limited impact on the official SAARC process: 

– communication between track 1 & track 2 is 
informal, ad hoc & personal 

– Reluctance to overload the SAARC agenda with 
another set of policy proposals from the 2nd track 
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Intraregional Trade & Investment Cont. 

• Positive outcomes emerging should be taken forward 

• Encourage more connectivity through the bilateral track & natural market 
integration  

• Promote intra-industry trade – processed foods, rubber products, plastics, 
pharmaceuticals, textiles, apparel & light engineering goods  

• Explore new opportunities to engage in parts & components trade – 
strengthen connections with India 

• Build upon recent growth in services in SA (Modes 1 & 4) – especially India 

• Implementation of services & investment liberalization by expediting SATIS 
(SA Trade in Services) 

• Ensure greater involvement & contribution from the private sector 
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Transport Connectivity 

• A main factor hindering trade & investment linkages in SA is poor 
(transport) infrastructure connectivity 

• Quality of SA’s infrastructure lags significantly behind the G7 country 
average, the world average & Asia-Pacific average 

• Several initiatives have been taken: 

– SAARC Regional Multimodal Transport Study (SRMTS) – construction & 
upgrading of 2000km of land transport network by Bangladesh 

– “Subregional Transport Logistics & Trade Facilitation Projects" between 
Bangladesh, Bhutan, India, & Nepal – rehabilitated rail links (Bangladesh, India), 
improved road corridors (Bhutan, India) & improved trade corridors, transit 
arrangements & facilities (Nepal, Bhutan)  

• However, improving transport connectivity has been hindered by the lack of 
political will to move forward 
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Transport Connectivity Cont. 

• Establish a “regional infrastructure fund” to support the infrastructure deficit  

• Exchange of experiences in infrastructure financing & development among 
countries of the region could go a long way in improving regional 
infrastructure & connectivity 
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Transport Connectivity Cont. 

• In addition to physical transport infrastructure, “soft” dimensions of 
transport connectivity – trade & transport facilitation – are important 

• Trade procedures in SA still take 50% more time to complete than in South-
East Asia (ESCAP, 2011) 
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Trading Across Borders 

Source: World Bank, Doing Business 2012 
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Transport Connectivity Cont. 

• Streamlining trade documents: 

– Electronic data interchange, with a long-term goal of setting up national 
electronic single windows 

• Facilitating border crossing: 

– Harmonization of legal regimes related to international transport 

• Improving logistics and freight forwarding 

• Improving cooperation and coordination: 

– Better inter-agency cooperation/consultation with the private sector, 
more use of ICT and a more integrated approach to trade, transport and 
connectivity  

• Designate single national lead agencies for transport & trade facilitation 

• Strengthen institutional mechanisms to remove bottlenecks based on 
committed political support  
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ICT Connectivity 

• Rapid diffusion of mobile telephone networks & services, but significant 
inequality in ICT connectivity within the region 

• Low broadband penetration, partly due to cost of deploying land-based or 
submarine fibre-optic cables 
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ICT Indicators in South Asia, 2010 

Source: World Bank, World Development Indicators, 2012 
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ICT Connectivity Cont. 

• Several initiatives have been undertaken: 

– Plan of Action on Telecommunication (2004) 

– SAARC Common Position on the Information Society (2005) 

– SASEC Information Highway Project (2001) 

• However, SAARC’s capacity-building with respect to ICT infrastructure has 
not been significant 

• Plans have not been implemented in a systematic and sustained manner 

• SASEC has developed a master plan on ICT, but no such strategy in SAARC 
& its regional centres 
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ICT Connectivity Cont. 

 

• Consider potential synergies between ICT infrastructure & other physical 
infrastructure  

• Road & railways projects (under SRMTS) could also accommodate 
telecommunications cabling or base stations 

• Work together to share resources & maximize the use of existing 
investments 

• Form a functional & effective regional centre for ICT sector development 
under SAARC 

• This centre can work towards harmonization of policies & regulations & 
exchange of good practices: 

• Pacific Islands Telecommunications Association – Tonga Declaration – ICT for 
Development, Governance and Sustainable Livelihoods 

• The potential to boost connectivity in SA through ICT is substantial, particularly 
by creating new opportunities for trade in services 
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Way Forward: Strengthening Institutional Structure of 

SAARC 

• Economic connectivity is dependent on a strong institutional structure that 
can carry multiple initiatives forward 

• Recommendations proposed not likely to be effective unless guided by 
strong institutions 

• Primary reason underlying SA’s low economic connectivity is the many 
weaknesses inherent in SAARC’s institutional structure 

• SAARC known as “institution light” (ADB 2010) – few formal or explicit 
commitments from member countries in terms of an agenda for cooperation 

• The structure involves many technical, programming & standing 
committees, working groups, regional centres overseen by different 
authorities with a lack of proper coordination 
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Institutional Structure of SAARC 

Summit Declarations 

Council of Ministers 

Programming Committee  
(Foreign Secretaries) 

Technical Committees 

Standing Committee 

Sectoral Focal Points 

National Focal Points 

Poor 
Coordination 



Institute of Policy Studies of Sri Lanka 

Institutional Structure Cont. 

• Heavily bureaucratic setup with several layers of decision-making  

• Process of choosing directors – appointments based on nominations made 
by member states rather than on subject specialization  

• SAARC Secretariat lacks necessary resources to implement projects & 
monitor the progress of activities being implemented  

• Challenges are significant given the great diversity of SACs in political 
regimes, socio-economic conditions and ethnic composition, religious and 
linguistic diversity  

• But strengthening SAARC institutional mechanisms is crucial to enhance 
connectivity   

• Also important in enabling SAARC’s voice to emerge more strongly in global 
institutions & forums such as the IMF & G20  
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Institutional Structure Cont. 

• Revamping of SAARC’s institutional structure required: 

– strengthening institutions that exist 

– devising mechanisms which will monitor its implementations within specified 
timeframes 

 

• A recent study outlines several steps to strengthen institutions: 

– create a more effective, autonomous secretariat, equipped with stronger 
agenda-setting and surveillance powers  

– ensure adequate financial and human resources  

– clear legal mandates  

– establish clearer and more objective membership rules  

– develop enhanced decision-making rules  

– build stronger links both with each other & with national agencies 
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Institutional Structure Cont. 
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Priorities for Institutional Reform in SAARC 

Source: ADB, 2010 
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Institutional Structure Cont. 

• Improving governing principles & decision-making structure: 

– Strengthen role of the SG and the Secretariat 

– Better coordination of activities: Annual/biannual meetings of 
Directors/Governing Boards of all regional centres to discuss issues of inter-
sectoral & inter-centre coordination  

– Regional Centres should be brought under the overall supervision and guidance 
of the SG 

– Open professional posts to all government, non-government and private sector 
professions without any discrimination 

– change decision-making structure to accommodate views from private 
sector/academia/CSOs  
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Institutional Structure Cont. 

• Increasing financial/human resources: 

– Budget contributions that are proportional to each country’s GDP 

– Create proper career positions in the secretariat that go beyond the typical 
three-year appointments 

– offer world-class professionals a competitive salary & other benefits to attract & 
retain them 

 

• The effectiveness of such measures would, however, finally depend on 
whether the current political environment is conducive for strengthening 
SAARC’s institutional structure and the level of commitment from South 
Asian political leaders 

• Connectivity can be improved by strengthening SAARC institutions 
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Thank you 

21 
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