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South Asia needs regional integration

This can be achieved through internal and cross-border economlc pollcy reforms and physical regional connectivity

THE SOUTH ASIAN region has im-

' mensepotentialtobe the frontrunnerof

growth and prosperity in the 21st centu-
ry. South Asia has positioned itself asa
strong consumer market base with a
quarterof the world’s middle-class con-
sumers residing there. With consistent
GDPgrowthrates, of 5-6%,overthepast
- coupleof decades, itisoneof thefastest
growingregions of the world. It has the
largest working-age population, the
rightculturetofosterentrepreneurship
andadynamic industry sector while re-
gional association member nations en-
joy geographical proximity. Countries
share common geological history, cli-
mate, cultures and political system.
More importantly, South Asia has the
rightcombination of resources to boost
agriculture, industry and investment.
 The eight countries that constitute
- South  Asia  are  Afghanistan,
Bangladesh, Bhutan, India, Maldives,
Nepal, Pakistanand SriLanka. Thenom-
inal GDP of these countries is now $2.57
trillion while the GDP, in purchasing
power parity (PPP) terms, has touched a
whopping$9.05trillionin2014,according
to the International Monetary Fund
(IMF). It covers 10% of the Asian conti-
nentor 2.4% of the world’s land surface
area. According to Asian Development
Bank (ADB), total population of the re-
gionis1.65billion in2013whichaccounts
for about 34% of Asian population or
over 16.5% of the world population.

The region also faces some of the
world’s worst challenges—poverty, un
employmentandilliteracy. Ithasthelow-
est school enrelment ratios in the world.

Access to healthcare -is
abysmally low. Tt is at the
bottom of the pyramid in
termsof trade, investment,
finance, standards of liv-
ing, and other economic
and human development
parameters.Italsohas40%
of the world’s poor.

Oneway in which there-
gioncanaddressthese chal-
lenges is through the
processof regionalintegra-
tion. However, South Asia
remainsasone of theleast-
integrated regions of the
world. It accounts for just
2% of world tradeand1.7%
of world foreign direct in-
vestment. Its intraregional
trade is less than 6% of its
total trade and accounts for
less than 2% of GDP, com-
pared to more than 20% for
East Asia. Intra-SAARC
FDI accounted for only 3%
of total FDIinflows,

This is despite the fact
that the South Asian Free
Trade Agreement(SAFTA)
has been in effect for some
time now. Part of the prob-
lem may stem from the fact
that the tariff reductions
undertaken within SAFTA
have not been very deep
and the items that were of-
fered concessions were not
of trade

interest of
countries.The time is now ripe to un-
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There are some

“examples of how

integration can
help.
Bangladesh
sources cotton
spinning and
otherraw
materials from
SAARC nations.
Textile exports
from Bangladesh
have crossed
$3 billion today

‘and support

millions of jobs

et it s e

member

1eas_h the potential of this
region.Thereisneedtopro-
mote regional integration

' by creating Regional Value

Chains (RVCs) in order to
boost the region’s share in

global trade, investment _
~ and economicgrowth.

The North American
Free Trade Agreement
(NAFTA) and the Associa-
tion of Southeast Asian
Nations (ASEAN) are suc-
cessful examples of how
regional integration can
bringcollectivegains. Size
asymmetry among NAF-
TA economies was nicely
complimented. A mature-
capital and technology-
dominated US was able to
collaborate with a labour-

_ Intensive economy like
-Mexicoaswell asleverage

Canada’s mature agricul-
ture and services sector.
ASEAN countries devel-
oped a cooperative model
supported by RVCs to car-
ry out different produc-
tion stages in different
economies baseh on cost
and market advantages.

It is a well-established
factthatcountriesindivid-
ually cannot overcome
these formidable chal-
lenges. Integration

through increased trade and invest-
ment within the region and with the

+outside world will provide South Asian

economies access to new markets, as
well asexchange high-tech and low-cost
goods, capital and investment, ideas,
andtechnologytoimproveproductivity.

‘Thiscanbeachieved by adopting the

‘right mix of internal and cross®order

economic policy reforms, physical re-

g glonal connectivity and a range of oth-

er measures. By putting the right poli-
ciesinplaceandbycreatingthesevalue
chains, South Asia can make a measur-
able dent in poverty and promote devel-
opmentintheregion.

There are some examples of how in-
tegration can help. Through its FTA
with SriLanka, India has increased its
investmentsin the island and bilateral
as well as intra-industry trade has also
substantially goneup.Indiaisoneof the
largest trading as well as investment
partnersof SriLankatoday:

j Another example is the case of
Bangladesh. Bangladesh sources cot-
ton spinning and other raw materials
from countries of the region, includ-
ing India, and adds value to these for
exporting fo other regions. Textile ex-
portsfrom Bangladesh have crossed $3

billion today and support millions of

jobsin the country.

There is a need to replicate such ex-
amples of regional integration so as to
fuel growth in the South Asian region.
The South Asia Economic Conclave
aims to identify the crucial missing
links in regional value chains and how
to meet the gaps in order to revitalise
tradeandinvestmentflows. :
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