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Regional Cooperation and Integration Prospects in Asia

Rajat Nag*

Abstract: There is indeed a strong opportunity for South Asian
countries to benefit from intensifying regional ties. As a regional policy
dialogue becomes stronger and barriers are gradually eliminated, or at
least substantially reduced, economic integration will intensify in the
next decade or two. This is partly due to the very low level of integration
it starts from. For instance, intraregional trade in South Asia accounts
for only 5.5 per cent of total trade, as opposed to East Asia’s almost 60
per cent. As the region continues to build its economic infrastructure
and new cross-border projects are implemented, these will not only
intensify trade in goods and services, but also facilitate the movement
of people. Easing existing cross-border impediments to trade and
labour movements, will likely be the strongest economic driver over
the coming decade. But the key to any experiment in cooperation and
economic integration is political will.

I intend to talk about regional cooperation and integration
prospects in Asia, and how I expect the process unfolding in
the coming years — especially in South Asia. It is my view,
and that of ADB, that economic cooperation and integration
will be a key pillar—possibly #be key pillar—of the region’s

future development.

Managing Director-General, Asian Development Bank, Manila.

Email: rnag@adb.org

This discussion paper is based on the text of a talk delivered by Mr. Rajat Nag
at RIS, New Delhi on 5 December 2007.



The dramatic shift toward greater market-driven
development strategies — particularly in India and China —
has become a major driver for dynamic growth in Asia, and
indeed globally. It is estimated that 40 per cent of incremental
annual world GDP now emanates from India and China alone.
This growth has led to a rapid expansion in intraregional trade
and cross-border investment, and created opportunities for
greater cooperation in areas like easing restrictions on capital
flows and developing regional bond markets.

Asia’s governments have embraced economic cooperation
through various informal dialogues and formal ministerial and
summit processes. The RIS High-Level Conference on Asian
Economic Integration here just 3 weeks ago attests to India’s
commitment to the process. The road may be long but the
benefits of closer cooperation will be tremendous. Increased
productivity and competitiveness, less poverty, fewer income
gaps among countries, improved risk sharing and greater
connectivity within the region and with the world are just a
few of the benefits that South Asia can anticipate by promoting
regional cooperation and integration. And, as the EU
experience shows, cooperative leadership is key to building a
regional agenda in international forums. All this is indeed
appealing to build a stronger South Asia.

A Pragmatic Approach toward Integration

This is not to say that a comprehensive pan-Asian “vision” or
grand plan as was done in Europe is needed, or even desirable.
Rather, I believe we should rely on a pragmatic step-by-step,
bottom-up process that builds trust among what are the most
diverse countries anywhere in the world. I also believe that
Asia’s ‘multi-speed” and ‘multi-track” approach to cooperation,
whereby a few countries start working together on selected
common issues, is quite appropriate in this context.

Countries and subregions within Asia are already at quite
different stages of regional integration and economic development.

Southeast Asia—via ASEAN—has been at it the longest, and
has thus made the most progress. ASEAN+3 has enhanced
the momentum. Together, the region’s economic authorities
continue to work on initiatives to deepen integration—not
only in infrastructure development, trade, and investment,
but they have also begun the process toward monetary and
financial cooperation. And within East Asia itself, the Greater
Mekong Subregion focuses primarily on enhancing
connectivity, improving competitiveness, and building a sense
of community.

As you know, the South Asian Association for Regional
Cooperation, or SAARC, has focused mainly in agriculture,
rural development, and health. More recently, SAARC is delving
into broader integration issues such as cross-border infrastructure
and services, free trade agreements, financial and monetary co-
operation, and regional public goods. The Central Asia Regional
Cooperation Program, or CAREC, organized in 1997, promotes
shared infrastructure projects and is working on improving
the region’s policy environment in priority areas—including
transport, energy, trade policy, and trade facilitation.

In all of these efforts, what is important is to build the
concept of “ownership” and regional identity across borders.
This will be just as true as regionalism expands among
subregions as common denominators break through decades,
even centuries, of distrust.

It is also important to ensure that the integration framework
is responsive to business needs. After all, it is the private sector
and business networking across the region that is driving
government-led cooperation initiatives in infrastructure, trade,
investment, finance, and regional public goods.

So what are the main elements that make up a workable
framework for broader Asian cooperation and regional economic
integration over the medium term?



Clearly, physical connectivity should form the bedrock
of regional cooperation initiatives in our region. The trends to
date are encouraging. Intra-Asian internet connectivity, for
example, is growing at twice the pace of the trans-Pacific
internet. This offers enormous potential for the region to
become more integrated through e-commerce — and creates a
natural opportunity for India in the service sector. Similarly,
intra-regional passenger traffic across Asia has almost doubled
to 1 trillion passenger-kilometers a year over the last 20 years.
The Asia Highway project has been revived, and the trans-
Asian Railway has some new momentum. In East Asia, the
number of air routes has doubled during that period as well.

On trade, a framework to unify free trade agreements
could help link together fragmented markets for goods, services,
and capital. It would be natural to look at ASEAN as a regional
hub for an eventual ASEAN+3-wide FTA, or even an ASEAN+6
(or East Asian) FTA. Intraregional trade now accounts for close
to 60 per cent of total trade in East Asia. With China and
India’s continued economic expansion, this is likely to increase
further, as production centers throughout the region seck raw
materials and intermediate goods from more accessible markets
within the region itself.

Some Thoughts on South Asian Economic Cooperation
and Integration

Turning specifically to South Asia, significant reforms have
been made in trade, investment, industrial, and fiscal policies,
along with financial liberalization. In recent years, the growth
rates of South Asian economies have improved, poverty ratios
have declined, and trade flows as a proportion of GDP have
increased. Today, in terms of its trade flows, South Asia is
much more open than at any time in the past. However, much
remains to be done.

The East Asian experience can offer some important
lessons for South Asian regional cooperation. One such lesson

is to give primacy to economic issues and not allow political
differences to stand in the way. Within ASEAN and ASEAN+3,
for example, there have been periods of significant political
differences between Malaysia and Singapore, Thailand and
Myanmar, China and Japan—to name a few. However, these
have not been allowed by the political leadership to stall the
process of economic cooperation.

It does appear that South Asia is moving in this direction
as well. I am reminded of Prime Minister Manmohan Singh’s
statement at the Federation of Indian Chambers of Commerce
and Industry—just prior to last January’s East Asia Summit—
when he said — quote:

I dream of a day, while retaining our respective
national identities, one can have breakfast in
Amritsar, lunch in Lahore, and dinner in Kabul.
That is how my forefathers lived. That is how I
want our grandchildren to live.

Wise words indeed. Given the significant benefits that
will accrue to the people of South Asia, it is my sincere hope
that the region’s leaders will put their political differences aside
and push forward the regional economic cooperation agenda.

South Asia might also consider the open regional approach
as followed in East Asia. South Asia is a latecomer to the concept
of regional cooperation, and the inward-looking mind-sets of
earlier years are still visible in some of its approaches to regionalism.
It would be a positive move, for example, if the large negative
lists, limited number of products for tariff concessions, restrictive
rules of origin, exclusion of services, exclusion of issues such as
para-tariffs and non-tariff barriers in the South Asia Free Trade
Agreement (SAFTA) could change in favor of greater openness.
East Asian economies have shown that bilateral and regional
trade arrangements do not act as stumbling blocs for
promoting multilateral trading negotiations. South Asia



should not view the process of bilateral FTAs within the region
as inimical to the regional cooperation process.

It is important to examine the depth and coverage of
existing FTAs in South Asia, and their implications for private
sector interests. Economic integration begins as a natural
process of business expansion. The private sector has played a
major role in the globalization process through the integration
of production networks across countries. This, in turn, has
provided considerable impetus to regional economic
integration. The South Asia Subregional Economic
Cooperation (SASEC) Program, spearheaded by ADB, secks
to reduce non-trade barriers and promote private sector
cooperation. And the South Asia Business Forum was
established to enhance business cooperation and address the
most significant non-tariff and non-trade barriers for the private
sector.

Some suggest that India should now take the lead in
revitalizing SAARC. It may very well be in India’s interest to
build greater credibility and stature as a driver of open
regionalism in South Asia. India has the advantage not only
of size, but also of geography, bordering all South Asian

economies.

One subregion in particular, India’s underdeveloped
Northeast Region, borders Bangladesh, Bhutan, China, Nepal,
and Myanmar. The draft “Vision 2020 for the region,
prepared by the National Institute of Public Policy, in part
reads very similar to the East Asia’s Greater Mekong Subregion
program, which has been in full swing—and with great
success—for 15 years. There may be some very useful lessons
learned that can be shared between the two subregions as Vision
2020 gathers steam.

India’s “Look East Policy” began in 1992, with building
relations with ASEAN as one of its pillars. India became a

sectoral dialogue partner with ASEAN the same year, and a
full dialogue partner in 1995. Today, it is a member of the
ASEAN Regional Forum and the East Asia Summit Process,
and it just held the 6® ASEAN-India Summit in Singapore.
While a proposed ASEAN-India Free Trade Area is viewed as
an important building block for an eventual Asian regional
FTA, an early step—the ASEAN-India Trade in Goods
Agreement—is expected to be concluded by March next year.
ASEAN-India trade has now reached $30 billion, with a target
of $50 billion by 2010.

Like ASEAN+3, but at an informal level, a South Asian
Finance Ministers’ process has been established. ADB has
worked closely with SAARC on this process and its meetings
have been held on the sidelines of ADB Annual Meetings—
similar to the ASEAN+3 Finance Ministers meetings. This
process could be formalized under the SAARC framework and
further strengthened. A South Asian Commerce Ministers’
forum might also be established to foster greater trade
integration and ensure the follow up of decision taken in
SAARC summits. India might decide to take the lead in giving
unilateral trade concessions and removing para-tariffs and non-
tariff barriers. Trade facilitation, including customs facilitation,
could also be targeted. Once achieved, countries will have the
necessary confidence to move ahead on freer movement of
services, capital, and skilled labor.

As the atmosphere of mutual confidence and trust is buil,
the region may then be ready for financial and monetary
cooperation involving regional institutions. It may consider
establishing a subregional liquidity arrangement to guard
against any future liquidity crisis, with India and its expanding
foreign exchange reserves taking the lead. In this regard, a
formal finance ministers’ process, similar to ASEAN+3 Financial
Ministers Process, might be established. This could then
become a starting point for interaction between South Asia



and East Asia that could eventually end up moving toward an
Asian Economic Community. I admit this is a long-term view.
But it is something to keep in mind as we begin our discussions
later.

Looking ahead, there is indeed a strong opportunity for
South Asian countries to benefit from intensifying regional
ties. As a regional policy dialogue becomes stronger and barriers
are gradually eliminated, or at least substantially reduced,
economic integration will intensify in the next decade or two.
This is partly due to the very low level of integration it starts
from. For instance, intraregional trade in South Asia accounts
for only 5.5 per cent of total trade, as opposed to East Asia’s
almost 60 per cent. As the region continues to build its
economic infrastructure and new cross-border projects are
implemented, these will not only intensify trade in goods and
services, but also facilitate the movement of people. Easing
existing cross-border impediments to trade and labour
movements, will likely be the strongest economic driver over
the coming decade. But the key to any experiment in
cooperation and economic integration is political will.

ADB and Regional Cooperation and Integration

We at ADB are committed to supporting these efforts. While
promoting regional cooperation is part of our Charter, we took
the initiative recently to adopt a formal Regional Cooperation
and Integration (RCI) Strategy that improves the quality of
our lending and non-lending services, and strengthens support
for trade, investment, monetary, and financial integration. The
RCI Strategy is a coherent and strategically-focused approach
covering four essential “pillars”:

® Physical connectivity — the bedrock of regional and sub-
regional initiatives—to enhance cross-border
infrastructure and the related services that ease the
movement of goods and people;

® Cross-border trade and investment — to link fragmented
national markets for goods, services, and capital;

® Monetary and financial cooperation — enhancing
support for regional systemic reform, opening new
avenues for finance via bond market development, and
promoting East Asian exchange rate stability; and

® Regional public goods — to improve environmental,
health, and social conditions—for example, through the
prevention of environmental degradation and
communicable diseases, or promotion of energy security.

In June last year, President Kuroda convened an Eminent
Persons Group to help define the future role of ADB against
the backdrop of emerging economic trends and the evolving
development challenges facing Asia and the Pacific. One of
the three complementary themes of the resulting report is the
shift from a primarily national focus to a regional one. The
report also cites regional cooperation and integration as one of
ADB’s six core operational areas.

In February this year (2007), ADB established a Regional
Cooperation and Integration Financing Partnership Facility,
which will mobilize ADB resources and contri-butions from
bilateral, multilateral, and individual sources specifically for
RCI activities. It comprises a Regional Cooperation and
Integration Fund to support technical assistance activities, and
several Regional Cooperation and Integration Trust Funds—
agreed upon between financing partners and ADB—that will
support technical assistance, grant components of investment
projects, and other RCI activities.

I understand that during the discussions in mid-
November(2007) here at RIS, there was a consensus on the
need for institutional intermediation in linking growing
regional savings and cross-border infrastructure needs by means
of building better monetary and financial cooperation within
the context of the East Asian Summit process.
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ADB indeed has a wealth of experience in all these issues.
And, as we move forward toward greater regionalism across
Asia, ADB stands ready to work with all of our developing
member countries to foster greater cooperation and integration
in the context of increased prosperity and reduced poverty.
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