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South Asia:
Growing Global
Engagement

The past few months saw a number of high-level international visits to South
Asia. These included the visits by United States President George W. Bush to
Indiaand Pakistan; Russian Prime Minister Mikhail Fradkov, French President
Jacque Chirac and Chinese Commerce Minister Bo Xilai to India; Canadian
Prime Minister Stephen Harper and Japanese Foreign Minister Taro Aso to
Pakistan; and Dutch Development Minister Agnes van Ardenne to Bangladesh.

The visit with important ramifications was that by President Bush to India. It
resulted in an agreement to restart the flow of technology and suppliesfor India's
civilian nuclear programme. However, the other visits were not of lesser
significance. They showed the growing importance of South Asiain the global
community. Such engagements are important to ensure that the South Asian
countries emerge to become significant players in international affairs.

Within the continent, there were also important initiatives by the countries to
forge closer tiesamongst themselves. Indiamoved to bury six decades of animosity
with Pakistan when Prime Minister Dr Manmohan Singh made an offer of a
"treaty of peace, security and friendship" in March 2006, one which was wel comed
by Pakistan. Bangladesh's Prime Minister Begum Khaleda Zia s trip to Indiain
the same month saw the two sides agreeing to counter terrorism and correct trade
imbalances. Thisissue of the newsletter contains a piece on the significance of
the border issues on Indo-Bangladesh relations. Prime Minister Ziaalso visited
Pakistan amonth earlier while Sri Lanka's President Mahindra Ragjapaksa visited
Pakistan in March 2006.

The Institute published, jointly with six other organisations, the Guide on the
Comprehensive Economic Cooperation Agreement in February 2006. It serves
as a practical and easy-to-use reference on the benefits of the Agreement. The
Institute has also continued to produce its regular series of working papers and
background briefs.

This issue also contains articles on the rise of political Islam in the Maldives,
political crisisin Nepal and the Special Economic Zonesin India. At the same
time, it has 'snippets on recent happeningsin Sri Lanka, Pakistan and Bhutan.

We hope that the newsletter keeps you up to date with recent developments
in South Asia. We look forward to your continued support in our enterprise.

Assoc Prof Tan Tai Yong
Acting Director



The Special Economic Zones:
How Special Are They?

Dr Rahul Mukherji, Visiting Research Fellow, 1SAS and
Assistant Professor, Centre for Political Sudies, JNU

Aparna Shivpuri Singh, Research Associate, |SAS

Singapore and India have enjoyed a special economic relationship
since the early 1990s. This relationship was formalised in the
Comprehensive Economic Cooperation Agreement (CECA) between
the two countries on 29 June 2005. Thiswasthe first comprehensive
bilateral free trade agreement signed by India with another country.
The CECA was followed by aflurry of high level officia visits on
both sides. India's Prime Minister Dr Manmohan Singh urged
Singgpore's Senior Minister Goh Chok Tong, during hisvidt in January
2006, to give serious consideration to the Indian Special Economic
Zones (SEZs), asthese are to play animportant role in India' s export-
oriented economic growth. It isbelieved that Singapore can gain from
investing in arapidly growing Indian economy in
search of investment and expertise. In addition,
Singapore's expertise in the planning of industrial
townships and attracting businesses can contribute
handsomely to the success of Indian SEZs.

The SEZ Act of 2005 and the procedures announced
in February 2006 are significant milestones in
Indidstrade policy. An Indian SEZ, whichistreated
as being separate from a domestic tax area, offers
substantial tax concessions for developers and
commercid unitsresding withinit. India's Ministry
of Finance needed much convincing before it
acquiesced to the tax concessions pushed by the
Ministry of Commerce and Industry (MOCI).
Second, theAct seeksto give substantia governance
powers to developers who will build the basic
infrastructure within an SEZ. The developers
provide amenities such as roads, power,

telecommunications, water, sanitation, schools and hospitals.
They will also invite commercial units to their SEZ. The
government expects that these tax concessions and regulatory
powers will attract the attention of developers and commercial
units. In return for the tax concessions, the commercial units
residing within an SEZ need to export one dollar greater than
their domestic sales during every five-year commercia period
of operations. An SEZ could vary in size from a large 1,000
hectare multi-product SEZ to a small 10 hectare information
technology SEZ.

The administrative architecture of the SEZ Act triesto secure

substantial powers for the central government. MOCI enjoys

wide-ranging powers relating to the approval and governance

of SEZsin India. The Board of Approval, an eighteen-member

inter-ministerial committee, headed by an additional secretary
(or higher officer) from MOCI, grants approvals to developers.
The Development Commissioner, a representative of MOCI,
monitors the activities of developers and commercial units. The
Office of the Development Commissioner is supposed to ensure
speedy regulatory clearances through the mechanism of a"single
window clearance". The hectic pace of SEZ activity in Indiais
evident from the fact that MOCI has approved over a hundred SEZ
proposals since February 2006.

Anevauation of sate-level SEZ legidationsand history of governance
should be a critical consideration for any investor. Issues such as




labour regulations, land acquisition, environmental
clearance, water supply, power generation, taxation
and local transport are either partly or substantially
governed by state governmentsin India. These state-
level powers are an artefact of Indian federalism. An
investor who enjoys MOCI's confidence will need
to explorewhat different states can offer to an investor.
For example, Maharashtra, Tamil Nadu and Haryana
have aliberal tax policy for investors. Maharashtra
provides substantial governance powers to the
developer. Tamil Nadu is famous for working out
special tax concessions for large multinationals
interested in setting up manufacturing units. As for
Haryana, land acquisition and state-level governance
issues are managed efficiently.

State-level variation on governance issues of concern
could work to the advantage of prospective investors.
This is because there is competition among states for attracting
investment. For turning date-level variation into investment advantage,
an investor would need to know which commercial activity it wishes
to pursue and which states could offer the best possibilities. This
would require detailed knowledge of state-level governance and
business potentials. For example, South Korea's Posco took the risk
of setting up its steel plantsin the backward state of Orissa because
of the captive mining rights that the mineral rich state could offer.
Hyundai, on the other hand, set up an automotive plant in Tamil Nadu
because of the tax concessions, as well as the presence of physica
and human infrastructure conducive for the auto industry.

The SEZ Act has set in motion aprocess which is still in evolution.
Thelegidation has not sorted out all the regulatory bottlenecks. New
procedures are evolving as new situations arise, which cannot be
dealt within the existing regulations. Guidance on these issues can
be provided by two foundationa principles of the SEZ Act. These
are namely: (a) the promotion of robust commercia activities; and
(b) the net foreign exchange earning requirement over every five-
year commercial period. Developers committed to infrastructure
development for attracting viable commercial units and commercial
units that are genuinely trying to fulfil their net foreign exchange
requirement are unlikely to receive a negative assessment from the
Development Commissioner. The ambiguitiesin the SEZ Act could
redound to the advantage of a serious Singapore investor. Given the
excellent government-to-government relations between India and
Singapore, the Indian government retains the discretion of special
consideration on avariety of issues.

In addition to the SEZs, the Indian government is pushing for Specia
Investment Regions (SIRs), inspired by success stories such asthe
Pudong New Area near Shanghai. The attempt is to build mother
industries such as steel and petrochemicalswith downstream industries
inalarger areaof about 250 to 350 square kilometres. An investment
region could include a couple of SEZs and industrial parks. The
central government will play an active role in the provisioning of
public goods such as roads, ports, railways and air connectivity
which are essentia for attracting large investments. Victor Menezes,
the Indian-born Chief Executive Officer of Citibank, is working
with the government to give concrete shape to these ideas. A task
force on petrochemicals, headed by the Prime Minister's Principal

Secretary and an empowered group of ministers, are discussing the
design of future SIRsin India.

Investing in India has been profitable for those who have learnt the
art of doing businessin India. India's story of economic growth,
unlike China's, has thus far been largely propelled by the Indian
industry because it can take advantage of mature capital markets,
evolved entrepreneurial skills and favourable regulations. Policies
like the SEZ Act and new investment opportunities in the
telecommuni cations sector signal Indiaswillingnessto invite foreign
investment and competition. Singapore would enjoy the special
consideration deserving of a privileged economic partner. Investing
in Indiawould require a sophisticated understanding of central- and
sate-level governance issues and knowledge of the business potentials
of different regionsin India. m

The Institute of South Asian Studies signed a
Memorandum of Understanding (MOU) with the
Lahore University of Management Sciences
(LUMYS), Pakistan, on 6 February 2006.

Mr Gopinath Pillai, Chairman of the Institute,
and Dr Syed Zahoor Hassan, Vice-Chancellor of
LUMS, signed the agreement.

The MOU provides an excellent opportunity for
the Institute and the University to forge a strong
partnership through collaborating in the exchange
of academic information; identifying opportunities
for exchange, cooperation, and/or joint research
in disciplines of mutual interest; and organising
and participating in joint academic activities such
as seminars and conferences. =



Emergence of
Political Islam
in the Maldives

Fathulla Jameel
Former Foreign Minister of the Maldives

The people of the Maldives are descendants of the Arian congregate,
who practiced Buddhism, and were forced to migrate to Sarandib
(Ceylon) from India during the sixth century B.C. Unlike Sarandib,
there were no settlers in the Maldives prior to the arrival of these
Sinhala drifters. The small population of the Maldives lived in
isolation without any known poalitical structure or areligious order.
The banishment of a prince by the name of Koimaafrom Sarandib,
together with hiswife from an oppressed caste, wasto changeit al.
The Maldivians found aleader in the noble status of the prince. He
spoke alanguage akin to their tongue, and practiced their religion.
They implored him to stay and to become their king. He
ascended the throne in 1140, and took residence in Male.

About the same time, the flow of Arab voyagesin the Indian Ocean
began and the tiny Maldives gradually became a thriving centre of
activities, not only of trade but also of Muslim missionary work.
Koimaaruled the Maldivesfor 12 years as a Buddhist king but under
the influence of a strong new culture, he embraced Islam and his
people followed him. Since the dramatic conversion of the entire
Maldivesto Iam on 6 July 1153, the language of Islam has played
afundamentd roleinthelife of its people. Koimaaand his successors
ruled the country passionately in accordance with Islamic Shari'a,
guided by the counsel of their trusted Chief Judges. The authority of
the Chief Judges was submissively accepted by the Sultans and the
people. When there were no truthful men to fill this pivotal position,
talent was imported from a place they knew. And some of these
Chief Judges also ruled the country, succeeding a deceased or

deposed Sultan.

The Maldivians began to assemble in the environs of their rulerson
the basis of the faithfulness and obedience called for by their new
religion. They were also proud to discover anew identity which was
different from othersincluding the Arab merchants. In confronting
an enemy, the people stood together and struggled under the banner
of Islam. The Ma divians themselves gained seafaring and trading
skills and began to travel to distant lands and interact with other
communitiesin the region.

Until the Portuguese occupation in May 1558, atotal of 63 Sultans
ruled the country. Mohamed Thakurufaan, the illustrious national
hero, waged a struggle for 15 years to liberate the nation in July
1573. His great effort was clearly a war projecting the national
aspirations of the Maldivian people and the language of 1dam spoken

forcefully in opposition to the occupying power. Since the defeat of
the Portuguese and until mid-19th century, the Maldives had succeeded
in defending its national independence. Yet, it had to seek assistance
occasionally from foreign sources to ded with invaders and to settle
internal disputes. Such interaction demonstrated flexibility in relations
with the outside world.

By the 17th century, the Indian Ocean came to be dominated by
western maritime powers. While these powers extended their
colonia influences and stepped up trade activities across the region,
they gave no or little attention to the Maldives. The Maldives, in
away, benefited from the policy of non-interference adopted by
the colonial powers, leaving its Muslim population to enjoy self-
rule and to live on with its own traditions.

In the 19th century, the British encouraged the Mudim Vohratraders
based in Ceylon to conduct business in the Maldives. Despite the
fact that the Vohras bel onged to the Shiite sect and the people of the
Maldives were Sunnis, their relations remained cordia and neither
side attempted to influence the other. Around the same time, with
the downfall of the Mudim Ottoman Empire, new voicesfor freedom
were heard. The vibrations of the struggle againgt imperialism reached
the Maldives as well. A new nationalist breeze in the Maldives,
which embodied the aspiration for a modern, fully independent
Idamic state, began to blow in late 1940s, giving riseto the leadership







































