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The topic ‘Regional Cooperation’ is quite wide and encompasses many different dimensions – political, security, cultural, economic etc.  I would like to focus my remarks this morning on economic cooperation and interaction only. The context for regional economic cooperation is the globalization that is driving the economic processes. From 1990 to 2003 global GDP increased 1.7 times while global trade and FDI increased 2.2 and 3 times respectively. Globalization has contributed to economic growth through several channels.
2.
Theoretically, the channels of multilateral, regional and bilateral cooperation in integration are essentially the same.  These are trade, investment, technology, migration and in recent years ideas and knowledge. From an economic welfare perspective, multilateral arrangements in which there is no discrimination, there are no preferences and there is uniformity of treatment are superior to all other alternatives.  But the recent experience worth the Doha Development Round shows that this initiative is right now stuck in sands.  The difficulty is that unlike in the past the developing countries (DCs) do not form a homogenous group that takes positions against a homogenous group of advanced countries (ACs). Within the developing countries there are competing interests of Group 20 the least developed countries and food importing countries. Within the ACs the Europeans, Japanese and the US do not see eye to eye on many negotiating points. Then we have groupings such as Cairns Group that cut across both the boundaries of DCs and ACs. This complex mixture of conflicting interests has slowed down the progress on the Doha Round.
3.
In absence of a satisfactory multilateral arrangement the next best approach is to enter into regional and bilateral agreements. Although Jadish Bhagwati  characterizes these regional trade agreements as “Spaghetti bowl” because of their criss-cross nature, opacity and lack of transparency they have proved to be successful in practice. Empirical evidence drawn from many parts of the world does suggest that regional integration is being pursued without much harm. The benefits of agglomerations i.e economies of scale, scope and speed do exceed the costs and therefore allow the member countries in the regional framework to derive net positive gains through regional cooperation and integration. The proliferation of the regional and bilateral trade agreements that provide preferential treatment to members of the regional group or the bilateral partner demonstrates the current trend of regionalism.
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4. 
The only working example of regional integration is the European Union while there are other institutional arrangements and types of regional cooperation that are in existence today.  In North America, NAFTA has worked reasonably well for the US, Canada and Mexico and the initial apprehensions have proved to be unfounded. The successful example in Asia is East Asia through ASEAN, APEC, EAP etc.
5.
East Asia has demonstrated in actual practice the importance of intra-regional trade. The share of intra-regional trade in East  Asia in world trade increased from 8.2 percent in 1990 to 12.9 percent in 2004. The share of intra-regional trade in region’s overall exports and imports increased from 39 and 47 percent to 50 and 60 percent respectively. Most of the trade reflects the pattern of trade where China plays the role of world manufacturing factory while the parts and components are supplied by other East Asian Countries. The share of China in East Asia’s exports and imports increased from 6.4 and 9.2 percent in 1990-94 to 11.1 and 13.8 percent in 2000-04. On the contrary South Asia accounts for a very small part of East Asia’s trade. The share of South Asia in East Asia’s exports amounted to 4.4 percent in 2000-04 from 3.4 percent in 1990-94 while the corresponding share in East Asia’s imports remained at meager 0.4 percent.
6.
The factors that explain the rapid expansion in foreign trade and FDI inflows are both domestic and external. Among the domestic factors were the unilateral liberalization of both trade and FDI policies, favorable macroeconomic environment, predictable and stable business environment, supporting institutions for private sector activity, relatively well developed infrastructure together with an abundant supply of well educated, low wage labor. The average tariff rates were lower than 10 percent in East Asia while the Asean Free Trade Area has tariff rates between 0-5 percent. 

7.
The external factors that contributed to this upswing are substantial realignment of exchange rates, assimilation of technology particularly ICT, reduction in the cost of communication and increased competition among MNCs.

8.
In East Asia, Pakistan’s efforts should be aimed at penetrating the large Chinese market particularly the provinces in the Western China. The Karakarom Highway provides a suitable outlet for the Pakistani goods. Last year’s Chinese imports had reached almost $ 1 trillion. If Pakistan is able to capture even 1% of this market our exports to China will be around $ 10 billion compared to a few hundred million dollars at present. For this Pakistan has to hook itself into the global supply chain of China where it provides components and parts to the largest manufacturing factory in the world. But unfortunately our exporter’s predominant mode of production is vertical integration rather than specialization in components and parts in the value chain in which Pakistan is low cost high quality producer. The second issue with the Pakistani exports is that they fall outside the dynamic sectors which are growing rapidly in the global markets.
9.
South Asia is the least integrated region. Intra-regional trade has remained stagnant at less than 2% of the total trade in the last 25 years. The political unease and tensions between the two large countries in the region – India and Pakistan – have not allowed trading relationships to flourish. A State Bank of Pakistan (SBP) study based on the comparative advantage of the two countries concluded that the bilateral trade between India and Pakistan can reach about US $ 5 billion annually – five times more than the current level. The myth that Pakistan will suffer in the bargain was exploded by this study as it found that both countries were evenly balanced and the net position of the two countries, on an average, was almost equal to zero. Foreign direct investment flows to this region can also be accelerated if the tariff, non-tariff barriers were removed, transit facilitation measures put in place, standards were harmonized and infrastructure was developed to allow multiple entry points for road, railway, shipping and air transportation.
10.
Central Asian countries have historically been linked to Russia under the former Soviet Union and there was very little exchange of goods and services among these countries. Since their independence each country is pursuing policies that maximize their national interests. Azerbaijan, Kazakhstan and Turkmenistan are significant energy producers and their routes for trade are dictated by the demand for their oil and gas resources. Baku-Ceyhan pipeline completed recently represents this trend. The two poorer  countries in this region – Tajikistan and Kyrgyz Republic – have surplus hydel power that can be utilized by power hungry Pakistan provided the security conditions in Afghanistan improve. This type of regional cooperation is mutually beneficial to both sides.
11.
Uzbekistan – the most populated country in the region – is a significant potential market for goods and services that are supplied by the European and Japanese firms. Low Cost and acceptable quality products from Pakistan can compete with the Chinese imports but the past experience and behavior of Pakistani businesses left a sour taste in their month. The reputation of Pakistani businesses has to be re-established in this market.
12.
The benefits to the Central Asia Republic can be maximized if they are able to bring in their imported goods and ship their exports through Gwadar Port which represents the shortest possible route for evacuation. But we have to keep in mind that Iran is also developing Char  Bandar and the land routes in order to attract these imports.

13.
The last region with which Pakistan’s geographical location and historical interests coincide is the Middle East or more precisely the GCC countries. These countries are running huge current account surpluses thanks to the high oil prices. These capital surplus countries have limited domestic markets and outside real estate and infrastructure development enjoy very few avenues for absorbing such large doses of capital. On the other hand their three large neighbors – India, Pakistan and Iran – have huge markets for goods and services but are short of Capital. The returns on the Capital invested by GCC countries in the US or European countries are quite low compared to the potential returns from investment in these large populated neighbors. However, the investment authorities of GCC countries are more familiar and at ease with portfolio investment rather than direct investment in real sectors. They do not have the necessary expertise and skills and therefore prefer to use capital markets for channeling their investment. Pakistan can avail the opportunity of accessing some of these $ 500 billion surplus funds lying with the investment managers of Abu Dhabi, Qatar, Kuwait etc. by encouraging establishment of private equity funds, infrastructure funds and other vehicles dedicated to investment in Pakistan. In this way the difficulty faced by these investment managers in maximizing their returns on the surplus capital will be overcome while Pakistan which needs at least $ 3-5 billion annually for infrastructure projects would overcome the problem of shortage of capital

14.
To conclude the strategy for regional cooperation for Pakistan should (a) work hard on penetrating into China and capture at least 1% of their market share, (b) open up trade with India and take advantage of the proximity and complementarities between the two economies (c) tap the hydropower resources of Kyrgyz and Tajikistan to meet the power shortages and develop land routes between the Central Asian Republics and Gwadar and (d) intermediate the surplus capital of GCC countries through dedicated investment vehicles for financing the infrastructure projects in the country.
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