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abstract

This paper discusses the prospect of the formation of a discriminatory trading area in South
Asia from a political economy perspective. It is generally believed that the existence of
political rivalry and economic asymmetry in the region acts as a deterrence to the formation
of such a trading bloc. This paper argues that the politico-economic imperatives of the
changed fundamentals of international political relations and trade would bring the
countries of South Asia closer to settling the conflicts. We further argue that the economic
asymmetry in this region would not preclude economic cooperation. Rather, a trading bloc
involving geographically-large India and its small neighbours would lead to a significant
increase in intra-regional trade. The paper concludes that the South Asian countries would
gain substantially by acting in concert.
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abbreviations

APEC Asia Pacific Economic Cooperation
ASEAN Association of South East Asian Nations
CIA Central Intelligence Agency (United States)
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the political economy of regionalism in South Asia

It is sometimes argued that groups of countries should form discriminatory trading areas
(DTAs) as a way forward, albeit a second-best option, towards achieving global free trade.
Based on Vanek’s (1965) argument for installing ‘compensating common tariffs’, Kemp and
Wan (1976) have shown that in a competitive world a customs union would improve global
welfare if losers are compensated by lump-sum transfers. This theorem is interpreted to
imply that, by repeated extensions, customs unions can include all countries of the world in
a Pareto-improving fashion. This reasoning suggests that DTAs are ‘building blocks’ to
global free trade.

The welfare consequences of a DTA can be examined by focusing on the trade-offs
between losses and gains due to import and export effects incurred by the members.
Assuming an increasing-cost technology of production, the net import effects of forming a
DTA are ambiguous—with the results depending on the pattern of external tariffs applied
to non-members—while the export effects are always welfare-improving (Hossain and
Vousden 1996). Thus, there may be situations where one member gains at the cost of
another. A question arises as to why the losers would opt for trade regionalisation—a
second-best solution—when the first-best solution of free trade would result in a net gain.
The paper addresses this question; in particular with respect to the case of forming a DTA
among countries in South Asia where it can be shown that in forming a customs union, Sri
Lanka would have reduced welfare as it has gone further in trade liberalisation (Hossain
and Vousden 1996).

To answer the above question, the formation of a DTA has to be considered from a
political economy perspective. While the aggregate economic welfare approach focuses on
economic impact, the political economy approach has to take other, less tangible, issues into
account. The narrow welfare approach has as an implicit assumption that governments are
immune from domestic political pressures and act to achieve maximisation of social
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welfare. The broader political economy approach takes into consideration both domestic
politics and the strategic interactions between governments. Less tangible considerations for
a DTA could include: locking-in reforms by making an international commitment,
signalling to domestic and foreign investors that reforms are permanent, and offering
insurance against possible future events (Fernandez 1997). Such issues are particularly
relevant in studying a regional arrangement involving developing countries where regional
cooperation is usually susceptible to the imperatives of the geo-political factors prevailing in
the region.

Political factors influence the outcomes of various trade policies. As Kreinin and
Plummer (1993) note, the commercial policy of a country is determined on the basis of the
strength of pressure groups, rather than on the aggregate welfare considerations.1 The
income-distribution models of trade theories extend support to this view. The Stolper-
Samuelson theorem suggests that one factor gains from protection at the expense of another.
Similarly, the specific-factors model suggests that the factors of the protected sector gain
while others suffer. This discrimination creates conflicts of interest among the factors
resulting in the formation of lobby groups. The different lobby groups within an economy
create strategic interactions between policymakers and lobby groups and also between
governments of different countries. It is necessary, therefore, to assess discriminatory
trading blocs in political economy terms, assuming protectionist policies to be politically
endogenous.

The rest of the paper is organised as follows. The next section surveys the theory on
how endogenous trade reforms affect the formation of regional arrangements. In the third
section the geo-political and economic relations between the South Asian countries are
discussed. The fourth contains a discussion of the prospects of a regional arrangement in
this region, followed by the concluding section.

Political economy of regionalism

An emerging reality is the increasing range and degree of cooperation of states in terms of
economic integration, both regionally and globally. Though most economists and policy
analysts argue in favour of unilateral trade liberalisation, policymakers find it difficult to
transform this view into reality due to political considerations. In formulating trade policy,
governments face political pressure, including offers of support from different interest
groups. Conflicts among the special-interest groups within a country or a region play an
important role in shaping trade policy. Capital owners and labour in import-competing
industries are usually effective in lobbying to retain or increase protection, as their gains
from protection are reasonably transparent, the costs to other producers and consumers are
less transparent. Furthermore, their transaction costs are low. On the other hand, export-
oriented producers and consumers at large favour less protection. But for the existing or
potential export industries, the costs of protection for import-competing industries through
tariffs on inputs and higher exchange rates are not as obvious, so that they are not as
effective a lobby group as the protected industries. The transaction costs of lobbying are
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often higher for these groups because usually they are not geographically concentrated and
individually the costs are relatively small. Moreover, the workers who would obtain jobs in
the export industries if the protection costs did not exist are not aware of their foregone
opportunities.

Regionalism in trade is essentially a politico-economic phenomenon. It attracts
support for both political and economic reasons and from both protectionists and free
traders (Robertson 1992). Baldwin (1993) attributes the success of the European Union (EU)
mainly to the fact that it strengthened both the ‘democratic political institutions’ and the
‘market-oriented economic institutions’ of the constituent countries by increasing the degree
of their interdependence. However, in the evolution to the present form of the EU, political
considerations have largely dominated economic considerations. Conversely, one of the
major reasons for the failure of trading blocs among the developing countries has been the
lack of political commitment. Attempts to implement reform programs without the political
commitment of the leaders are seen to have ended in failure (Duncan 1995). Political
enthusiasm has often evaporated with a change of political power or when difficulties arise.

Economists argue in favour of global free trade irrespective of market structure. The
proliferation of regional trading blocs in recent years has given rise to the question of
whether such blocs would lead, or lead more quickly, to global free trade. The answer to
this question depends on the type of arrangement—closed or open.2 In contrast to a closed
bloc, widening tends to be easier and less costly for an open bloc. So open blocs may lead
more easily to global free trade. Hallett and Braga (1994) argue that there is a natural
tendency towards non-cooperation among regional blocs which makes them closed blocs.
The intra-bloc gains are maximised subject to the bloc’s market power and the benefits from
extra-bloc trade. They further argue that strategic interactions between governments and
domestic special interest groups within the bloc members would also result in non-
cooperative blocs. While import-substituting producers and workers favour a closed bloc,
export-oriented producers and consumers favour an open bloc. Therefore, the balance of
strategic powers of these groups determines whether a trading bloc will be open or closed.
Co-operative liberalisation at the global level (that is, World Trade Organization (WTO)–
sponsored liberalisation) is prone to free riding. This clouds the multilateral trade
liberalisation process with uncertainties and makes it susceptible to stalling and ‘back-
sliding’ by domestic pressure from interest groups (Rattigan and Carmichael 1996). On the
other hand, non-cooperative liberalisation (that is, unilateral liberalisation) has more
domestic support but it is not assured of the benefits of market access. As a result, countries
are now attempting to increase the gains from trade reform by forming trading blocs with
like-minded partners.

Domestic policy preference is not independent of international relations. Therefore,
policymakers have to play a ‘two-level-game’—one with the special-interest groups in the
domestic arena and the other with the governments of other countries in the international
arena (Grossman and Helpman 1995a). Grossman and Helpman (1995b:668) point out that
‘international interdependence sets the parameters for the domestic political contest, while
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the domestic political environment constrains the actions that government can take
internationally’. The interactions between the domestic interest groups themselves, between
the government and the domestic lobby groups, and between governments internationally
or regionally, result in a series of simultaneous as well as consequential games. Grossman
and Helpman (1995b) show that a free trade area (FTA) might be acceptable to a
government if it generates substantial welfare gains to the voters and the interest groups fail
to coordinate or if the agreement would increase exporters’ profits by more than the losses
incurred by the import-competing industries plus the political cost of welfare harm to the
average voter. For the member-governments, an FTA becomes viable if for most industries
the arrangement offers ‘enhanced protection’ so that the exporters of partner countries and
the domestic import-competing industries both gain.3 Richardson (1993) suggests, following
the model of Long and Vousden (1991), that a DTA arises when, in the sense of increasing
government’s political support function, there exists overall gains despite losses incurred by
certain sectors. He shows that when protection policy is endogenous, export gains may
outweigh import losses for a small country which is a member of an FTA.

Grossman and Helpman (1995b) suggest the following political-economy
considerations in the formation of a regional arrangement

§ producers in a member country that export to the region are a source of potential
political support for a regional agreement since they sometimes gain but never
lose from a regional trading arrangement

§ producers that import from a bloc-member are a source of potential political
resistance since they sometimes lose and never gain from a regional arrangement

§ the impacts on consumers are less clear and depend on whether a member’s trade
with another, after formation of the union, consists of imports or exports; while
the welfare of the consumers of an exporting country will rise, the welfare impact
on the consumers of an importing country depends on the relative strengths of
trade creation and trade diversion.

De Melo et al. (1993) formulate a model focusing on the interaction between government
and domestic lobby groups. They show that the government suffers a cost in being
responsive to domestic political pressure.4 This cost renders government liable to intervene
more than economically desirable and results in the kinds of import-substituting strategies
that played an important role in forming regional agreements among the developing
countries in the 1960s. De Melo et al. demonstrate that the protection level derived
endogenously with regionalisation falls with increased size of associations since larger
regional associations dilute the mischief that any single national lobby group can inflict. At
a regional level, the marginal benefits of lobbying for each lobby group fall and so
governments can come closer to the economically desirable level of protection.

The economic gains of liberalisation may actually be realised to some extent by
regionalisation of trade. A regional treaty locks-in a country’s trade reforms and therefore
promotes trade liberalisation. This counters domestic pressures for policy reversal. It is also
possible for policy-makers to shift the burden of domestic political pressures to the regional
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level by concerted liberalisation which can be justified as being ‘necessary’ to maintain the
regional agreement. Trade liberalisation at the regional level may be justified by showing
gains in market access resulting from other countries’ liberalisation.

Political economy of South Asia

The land and topography make South Asia a single geographical unit. All countries are
agricultural economies with low per capita income and relatively high population density
(Table 1).

All of the South Asian countries have been involved in a vicious cycle of low growth
in income and high growth in population, resulting in a low per capita income growth
(Table 1). Pakistan had the highest growth rates in both GDP and population for the period
1980–93. Agriculture was a large part of economic activity in Bangladesh and India, while in
Pakistan and Sri Lanka agriculture and industry contributed almost equally. One significant
feature of these economies is that in all countries exports were increasing at higher rates
than imports. Yet the resource balance (defined as the net exports of goods and non-factor
services) did not improve over the period 1980–93. This is because of the low level of
exports compared to imports. The anti-export commercial policies these countries followed
for so long have led to their economies being less competitive in the global market.
However, the reforms implemented in 1996 began to move these economies ‘closer to their
competitive potential’ (World Bank 1996).

South Asia is a region of complex and pluralistic characteristics with few parallels in
the rest of the world. All four countries were under British colonial rule for about two
hundred years prior to the late 1940s and shared common internal administrative and
judicial systems and external relations. Unlike most other developing economies that have
formed regional groupings, three major countries of South Asia—Bangladesh, India and
Pakistan—had previously formed a common market with an integrated monetary and
communication systems, which lasted until 1947.

British colonial rule in the subcontinent, however, brought together a constellation of
forces that resulted in an ever-growing discord and polarisation between Hindus and
Muslims—the two major religious groups—leading eventually to the emergence of the
present nation-states in this region (Huq 1993). The emergence of the nation-states marked
the end of colonial domination and the fulfilment of political aspirations of the peoples, but
left scars associated with the struggles for independence. The previously integrated political
and economic framework of South Asia was progressively split into several economies with
independent commercial policies and external linkages. Sobhan (1989) attributes the
disintegration of the once integrated system to political rather than economic factors. He
points out that the collision of nationalities within the region led to the disruption that
paved the way for the growth of a national bourgeoisie in each newly emergent country. As
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Table 1 Economic indicators of South Asian countries, 1993

Description Bangladesh India Pakistan Sri Lanka

Land area
(000 sq km) 144.0 3,288.0 796.0 66.0

Population
(million) 115.2 898.2 122.8 17.9

Growth of population (% p.a.)
1973–80 2.9 2.1 2.7 1.7
1980–93 2.1 2.0 2.8 1.5

GDP US$million 23,977 225,431 46,360 9,377

Annual average
Growth of GDP (1987 prices)
1980–1993 4.2 5.2 6.0 4.0

Distribution of GDP(%)
Agriculture 30.0 31.0 25.0 25.0
Industry 18.0 27.0 25.0 26.0
Service 52.0 41.0 50.0 50.0

Per capita GNP (US$) 220 300 430 600

Annual average growth
of per capita GNP (1987 prices)
1980–1993 2.1 3.0 3.1 2.7

Resource balance (US$million)
(X – M of goods & non-factor
services)

1985 -1,527 -6,135 -3,564 -734
1990 -1,896 -6,415 -3,355 -672
1991 -1,650 -3,748 -3,041 -1,021
1992 -1,561 -3,530 -3,909 -917
1993 -1,515 … -3,678 -982

Growth of merchandise trade (% p.a.)
1980–1993

Exports 9.8 7.0 10.1 7.3
Imports 4.8 4.2 3.0 4.0

Sources: World Bank, 1995. World Development Report 1995, Oxford University Press, Oxford;
International Monetary Fund, 1996. International Financial Statistics Yearbook, International Monetary
Fund, Washington, DC.
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a result, the economies of the region raised protectionist barriers against each other, making
the region marginal to the external economic relations of each country. The economic
policies of these countries are, therefore, not based on a rational evaluation of social welfare;
rather their policies have emerged unsystematically as a result of the conflicting influences
of pressure groups.

This region is also characterised by ethnic and linguistic differences. North-Indians
and Pakistanis belong to the Indo-Aryan ethnic groupings while the peoples of Bangladesh
and Eastern India are Monglo-Dravidians. While South Indian and Sri Lankan Tamils are
Dravidians, the Singhalese (the majority of the Sri Lankan population) trace their descent to
King Vijay Singh and his companions who migrated from ancient Bengal and are of Aryan
origin.5 This ethnic diversity has created linguistic differences. Different languages
originated from the two major families—Dravidian and Indo-Aryan—are spoken in this
region. Linguistic boundaries in South Asia do not coincide with international boundaries,
however. Bengali, the national language of Bangladesh is spoken in the Indian state of West
Bengal. The Tamil language is spoken by about a quarter of the Sri Lankan population and
the people of the Indian state of Tamil Nadu. Urdu-speaking Pakistanis easily understand
Hindi-speaking Indians. Due to the centuries of British domination, English is taught and
understood in all the countries as a second language, thus bridging the gaps created by
different languages.

The countries also have religious diversity. The majority of the people of the region
believe in Hinduism, a religion which originated in the subcontinent. India’s population
comprises mainly Hindus (80 per cent) and Muslims (14 per cent). Pakistan is fully Muslim.
While the majority of Bangladeshis are Muslims (83 per cent), Hindus and Christians form
substantial minorities. Buddhism is professed and practised as a major religion in Sri Lanka
where about 30 per cent of the population are non-Buddhists.

Until the end of 1985 South Asia was the only region without a regional forum.6 The
territorial and political separation, ethnic rivalries and military confrontation since
decolonisation had turned the region into a crisis-ridden arena in international politics.
Though South Asia is recognised as a region marked by geographical contiguity and
cultural commonalities, the history of inter-state relations is marked more by conflict than
cooperation. In view of the prevailing internal and inter-country political hostilities in the
region, military expenditure is a substantial portion of the budget of each of the countries.
In 1995 defence expenditures were US$7.8 billion (2.8 per cent of GDP) for India, US$3.2
billion (5.6 per cent of GDP) for Pakistan, US$412 million (3.6 per cent of GDP) for Sri Lanka
and US$448 billion (1.7 per cent of GDP) for Bangladesh (CIA Factbook 1995).

The pangs of birth of the nation-states has overshadowed the heritage shared by the
South Asian countries. The geopolitical reality of India’s geographical, economic and
historical centrality have contributed to the long-prevailing environment of mistrust. This is
particularly true in the India–Pakistan relationship, the greatest obstacle to South Asian
regional cooperation (Ghose 1989). These two major countries—owe their birth to
nationalism based on religion. The religious differences between the two peoples have been
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given a communal appearance by the formation of political parties. After partition in 1947,
the two countries followed conflicting models of nation-building. While India emphasised
secularism and democracy based on federalism, Pakistan chose government grounded in
Islamic religious preceptss with a centrally controlled administration. These two models
were mutually incompatible, an incompatibility which proved to be a significant factor in
the countries’ mutual antagonism. As a result, India and Pakistan fought wars in 1965 and
1971—one over the Kashmir territorial issue and the other involving the independence of
Bangladesh.

Further, the two countries are locked in an escalating arms race. This is the result as
well as the cause of divergent security perceptions. Basically, each country regards the other
as the sole enemy and threat to their existence. Both countries are now believed to have
acquired or are ready to acquire nuclear weapons, despite the economic hardships facing
their peoples.

The political rivalry between these two countries dominates trade policy between
them. Though they have entered into a good-will trade agreement, Pakistan has not as yet
reciprocated by granting most favoured nation status to India, despite their membership of
the WTO.

Whereas bilateral relations between Sri Lanka and Bangladesh and between Sri Lanka
and Pakistan are friendly and cooperative, India’s relations with Bangladesh and Sri Lanka
are beset by gaps in trust. India’s relationship with Sri Lanka has been strained by the
latter’s ethnic feud and India’s involvement in it on the grounds of ethnic affinity to Sri
Lankan Tamils. India cannot ignore the problem of the Sri Lankan ethnic minority due the
existence of the co-ethnics in the state of Tamil Nadu.

India’s relationship with Bangladesh has had ups and downs since 1971 when India
proved to be the closest and strongest friend of Bangladesh. With the passage of time,
bilateral relations between these once friendly nations has become dominated by internal
political factors. Sharing of natural resources, for example, water resources of common
rivers and border disputes including demarcation of maritime boundaries, are the main
sources of mistrust. The relationship was further aggravated by the suspected Indian
involvement in the tribal insurgency in the southeastern hill districts of Bangladesh and
Bangladesh’s alleged support for the insurgency in the Indian state of Tripura. Both
governments’ attempts to solve the problems militarily aggravated relations further. With
changes in governments in both countries in 1996, the icy bilateral relationship began to
melt. Exchanges of visits of the two prime ministers and signing a long-term treaty for
water-sharing may lead to a more favourable situation for bilateral economic cooperation.

Bangladesh’s relationship with Pakistan is dominated by the traumatic experience of
its bloody war of independence from Pakistan. The wounds suffered by Bangladeshis in
1971 have yet to heal, and the relationship has yet to find strong footing because of two
contentious issues: the division of assets and the repatriation of the stranded Pakistanis7

living in Bangladesh.
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During British domination, the economies of the Indian subcontinent and Sri Lanka
were developed in a way that served the commercial interests of British industries. Exports
of the region consisted mainly of primary commodities and simple manufactures; imports
consisted of manufactured commodities, mainly from Britain (Sood 1989). After
decolonisation, all countries adopted economic policies which led to mixed public–private
economies. All countries adopted a planned approach to economic development. But the
economic development of the region has not been substantial over the half century since
independence from Britain. Internal instability and security-phobia have reduced the
prospect of economic security. As a result, the economies of the region have grown to
depend on the outside world for economic survival rather than on themselves.

The early years of independence for Bangladesh were characterised by a mixed
economy with a dominant socialist flavour. Though under democratic rule since
independence, India has also followed a socialist economic policy. Except for Sri Lanka, all
countries had highly protected economies until the late 1980s when they initiated
liberalisation and structural adjustment policies at the insistence of the World Bank and the
International Monetary Fund (IMF). Sri Lanka had liberalised its trade regime as early as
1977 and now is the most open economy in the region. Inward-looking policies are still
dominant in the other countries of the region.

Regionalisation as a strategy for economic development in South Asia

South Asian regionalisation may be especially difficult to achieve for two main reasons. The
first is the political relations among the nation-states which are hostage to a number of
bilateral disputes, and the second is the economic asymmetry between the countries. Schiff
and Winters (1997) have examined the issue of security threats as being a motivating force
pushing countries towards a DTA. Security threats between neighbouring countries are said
to be one of the reasons for the formation of the Association of South East Asian Nations
(ASEAN) (Bastian 1996) and Asia Pacific Economic Cooperation (APEC) (Page 1996).
Reduction of the threat of aggression from its larger neighbour appears to be plausible
explanation for small countries entering DTAs with large neighbours when it appears that
they will suffer direct losses in welfare from the arrangements.

The belated start and slow growth of regional cooperation in South Asia is a direct
consequence of the lack of political commitment as a result of the bilateral disputes
(Bhargava et al. 1995:13). Although there are disadvantages to being so late to enter into a
regional arrangement, the region has the advantage of learning from the experiences of
other regional arrangements. If the political disputes are settled, the countries of the region
can gain enormously from intra-regional economic activities. For example, by allowing
transit facilities among the three countries, Bangladesh, India and Pakistan can generate
substantial economic gains for themselves.

The presence of economic asymmetry in the region has also made the political
economy of this region unfavourable for regional cooperation. This is an Indo-centric factor.
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India’s economic domination is reflected in its neighbours’ anti-Indian political psyche, and
apprehension of Indian domination is a great obstacle to a regional trading arrangement. It
is necessary, therefore, to create an environment of mutual cooperation where the reality of
the unevenness in the region is recognised. The smaller countries, which will lose by
regionalisation, need to be compensated by way of assistance in restructuring their
economies so that the larger markets are considered by others as a window of opportunity.

The size of area and population of India may offer the potential to generate enhanced
growth in the region. Due to the height of its tariff wall, Indian states trade internally with
other states even under conditions of high transport costs, though international trade with
neighbours would be less costly in the absence of tariffs. For example, transport costs would
be far less in trade flows between the southern states of India (for example, Tamil Nadu)
and Sri Lanka; between the eastern states (West Bengal, Tripura, Assam) and Bangladesh;
and between the northwestern states (Punjab, Rajasthan) and Pakistan. A South Asian DTA
would create substantial intra-regional trade by replacing Indian internal trade. This is
potentially significant in the case of Bangladesh and the eastern states of India that are
separated from other states by Bangladesh. These states can gain substantially by replacing
their internal trade with trade with Bangladesh. Moreover, as Srinivasan (1994) mentions,
such a DTA may also create trade in goods and services that are usually non-traded (for
example, electricity). Srinivasan and Canonero (1993) demonstrate that a DTA involving a
geographically large country and its small neighbours could lead to a significant increase in
intra-regional trade given the substantial transport costs associated with internal trade
within the large country.

Potential long-term benefits of a regional arrangement also exist in exploration of
natural resources, human capital formation and exploitation of static as well as dynamic
gains from trade. Economic cooperation in South Asia, with a domestic market of more than
one billion people, should make a significant contribution to South Asian development, by
way of increasing the productive capacities of the member countries to take advantage of
economies of scale and become internationally competitive. Besides, the more the regional
arrangement takes institutional shape, the more it will strengthen its bargaining power with
the outside world.

South Asian economic policies were formulated to serve the interests of the
‘bourgeoise’ class of South Asian countries and therefore do not reflect a policy choice based
on welfare considerations. As Morawetz (1974) suggests in the case of the Andean group
countries, this is a blessing in disguise for such countries inasmuch as they desire to increase
welfare by trade liberalisation. On the formation of a DTA, members would eliminate trade
barriers within the region and perhaps go for harmonising economic policies. This will
create greater welfare gains than if the pre-union economic policies were constructed on the
basis of welfare judgements. The countries will also be in a better situation to move towards
liberal economic policies by refusing the pressure of special interest groups on the grounds
of regional commitments.
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Improved political understanding will result in erasing mistrust and a convergence of
the security perceptions of the countries. This should lead to the countries reducing their
military expenditures. Though military expenditure has both positive and negative effects
on economic growth, studies confirm that the military burden of the developing countries
has a net negative effect on investment and economic growth (Dunne 1996). Military
expenditure in this region adds to budgetary deficits. It uses resources that could be
employed to improve productive capacity. With the deepening of regionalisation, the
current level of hostilities should be reduced. This will further increase intra-regional trade
and also bring a ‘peace dividend’ due to the reduction of military spending.

Conclusion

This paper argues that the South Asian region would gain by acting in concert in the area of
trade and investment. The economic asymmetry prevailing in the region may be considered
a favourable, rather than unfavourable, factor in the formation of a DTA. Recent
developments in the political arena in light of the South Asian Association for Regional
Cooperation (SAARC) spirit of political and economic cooperation have brought the
countries closer to settlement of political conflicts. The imperatives of changed
fundamentals of international politics and trade with the demise of a bi-polar world and the
rise of trading blocs on both sides of the Atlantic should accelerate the process of
interdependence in this region.

Notes

1 For a detailed analysis of the political economy of protection see Vousden (1990: Chapter 8).
2 A closed bloc differs from an open bloc to the extent of the changes in external barriers following
formation. A closed bloc increases its external barriers while an open bloc does not.
3 This also creates a welfare loss due to trade diversion.
4 Grossman and Helpman (1995b) also show that a small country suffers a welfare loss whenever its
politics generate a deviation from free trade.
5 Ancient Bengal comprises the area of present Bangladesh (known as East Bengal in the British
colonial period) and the Indian state of West Bengal.
6 Three countries, Bangladesh, India and Sri Lanka, are participants in the Bangkok Agreement,
signed in 1976 within the framework of ESCAP, along with some other East-Asian countries.
Pakistan, together with Iran and Turkey, are signatories to the Economic Cooperation Organisation
(ECO). Participants of these regional forums exchange tariff concessions on a small range of
products. All four countries in this study, along with Iran and Myanmar (Burma), are members of the
Asian Clearing Union formed to facilitate the settlement of international transactions among them by
use of the Asian Monetary Unit (AMU).
7 They are known as ‘Biharis’ who migrated from the Indian state of Bihar to Bangladesh (former
East Pakistan) when India was partitioned on the basis of religion.
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