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SOUTH ASIAN ECONOMIC ZONE:
EXTENSION AND POSSIBILITIES

Dr. Ayub Mehar

ABSTRACT
Different versions of the South Asian Economic Zdwaes been discussing |in
the literature. The basic and important justificatiadhibd the formation of
South Asian Free Economic Zone is not directly came@with the economic
benefits; it is justified on the basis of cultural anstdrical relations. . Threg
different propositions for the socio-economic collatimn between India and
Muslim World were discussed in this article. It was doted that India would
has to opt one of the two options: a merger with thesldh World or playing
a role as an agent of the Western bloc against Gniddauslim World.

I: From the Theory of Regionalization

It is a generally accepted postulate that Economicsotamm isolated from
political structure and socio-cultural attitudes of a dgciBudget Deficit,
Supply of Money, Stock Market Index and Poverty must havmes
connections. Similarly, Poverty, Inflation and Uneoyphent are connected
with the rate of crimes and social attitudes of aetgciThe distribution of
income and wealth has a strong and significant relatgh the Political
System. Due to such innumerous relations, fiscal sysemnnected with the
cultural and political systems. Now, the lending institnsi do not mention
only the accounting ratios and financial disciplinaryamees, but social and
administrative conditionalities are also included indiebt agreements.

It is noteworthy that formation of an economic zalees not have the same
meaning as it was fifty years ago. Now, the countinean economic zone

have to scarify their freedom up to a large extent. Sdagification of freedom

covers not only the trade, industry and other econ@®ators but also the
constitutional, social and political set up - a libevisia policy, softness in

cross boarder mobility of goods and individuals, friendiyractive and liberal

laws for flow of investment and commodities etc. e usual aspects of such
liberalization.

The role of national governments will certainly leeluced in the presence of
such blocs, where visa free movements of individualedgaand capital are
allowed between the countries of similar cultures. Heweit will not be the
death of the countries. According to a survey held in geireeventy percent
of the peoples believe that first they are FrenclGerman or Spanish then
they are European. The blocs cannot replace the cesintlthough, the
public expenditures will certainly decrease due to the frade, common
defense, joint investment, and lower risk in the flubtuaof the currencies.
The role of the central government will be changede Thost important
change, which is being felt, is that the role of pinevincial governments will



be abolished and their responsibilities will be sHifeither to the federal or the
local governments.

At present, there are twenty-three economic zonéseirworld. A country in a
zone will be considered as net gainer if its GrowthteRar Human
Development Index (HDI) is improved by joining a tradeefrzone. Such a
goal can be achieved only in case of the fulfillmert fallowing two
conditions:

1) There must be many similarities in the economituces.
2) The counties have strong and significant mutual trade
relations and their requirements must depend on each other

FIGURE: |
MUTUAL TRADE OF REGIONAL BLOCS
Regional Bloc Mutual Trade as
Percentage of Total
Trade

Asia Pacific Economic Cooperation 73.1
European Union 61.5
North American Free Trade Association 47.5
Andean Group 10.4
Central American Common Market 15.7
Caribbean Community 12.9
Latin American Integration Association 16.5
Southern Common Market 22.8
Organization of Eastern Caribbean States 11.6
Economic and Monetary Community of Central Africa 1.9
Economic Community of Great Lake Countries 0.5
Common Market of Eastern and Southern Africa 9.3
Economic Community of Central and African States 1.9
Community of West African States 8.7
Menu River Union 0.0
Southern African Development Community 10.4
West African Economic and Monetary Union 9.3
Association of South East Asian Nations 23.2
Bangkok Agreement 2.3
Economic Cooperation Organization 6.7
Gulf Cooperation Council 4.6
South Asian Association for Regional Cooperation 4.3
Arab Maghreb Union 3.4

The formation of a regional economic bloc for trade aconomic affairs has
two important aspects: (l) its economic implicatioasd (Il) its social and
political consequences. While, two different schools tfought -

‘Globalization” and ‘Regionalization’ are functioning the background of the
formation of economic zones. Theory of globalizatmieves that the World
will adopt a common culture and economic system at [Eisé trade and
commerce has become much easier due to availabilitptefnet and other
faster means of communication. Those will be the ldpeel nations who have



more knowledge and information sources. English will lie $ole common
language and the role of professionals will increase. Bémkers, Economists,
Programmers, Business Executives and the Military paesare included in
those professionals. There will be no geographical boyndar those

professionals. The country who will has the more nurolb@rofessionals, will

be advancing more, because such peoples will play an mmpamdle in the

economic management, technological advancement, traciitation, and

socio-economic and political security.

The second thought is concerned with the Regional Bltmrshation. This
thought is based on the proposition that cultural cosflie@ve become more
influential than political systems in determination efonomic relations after
cessation of the cold war. The war between commuasd capitalism has
now been moved towards a war between the various cultihe Economics
of Cultural - relatively a new branch of Economicsstady the role of culture
in economic development and eco-political relationsvbeh the nations - has
rapidly been broadened. Huntington (1994) believed that nordwauld be
divided on the basis of cultures - not on the basiscohemic ideology.
Huntington, divided the world in the following eight blocs:

1. Western Bloc USA, Western Europe, Canada, Australia
and New Zealand

2. Islamic Bloc All the Muslim Countries

3. Latin America South and West American Countries

4. Orthodox Bloc Eastern Europe and Russian Federation

5. African Bloc Sub Sahara and Central African
Countries

6. Japanese Bloc Japan

7. Confucius Bloc China and Hong Kong

8.Hindu Bloc India, Nepal, Bhutan and Sri Lanka

According to the cultural-based regional bloc theorygicet and social values
play an important role in the economic developments Thought recognize
the role of culture and social values in the pattereaoinomic development.
The role of a theocratic society in economic develapnwill not be similar to

a liberal society. The Roman Catholics and the Btabteés cannot play a
uniform role in the economic growth of a region. Tledigious and social
attitudes have been playing significant roles in thenenuc growth of

Germany, Switzerland, Taiwan, Korea, Japan, and Aatiarica.

Fukuyama (1995) concluded that complicated Financial SystemOguaoh
Business Institutions can not be created in thosetses;i where is the lack of
trust in other persons or where social relationslieniéed up to the nearest
relatives and family members. For example, the peogieShina, Italy and
France are not so much interested in the formatiorbigf multinational
corporations. On contrary, Japanese, American and &ebusinessmen are



the founders of innumerous Multinational Corporationse Thumbers of
China-based Multinational Corporations are much lowereiation with the
economic development of China. While, the numbers ofeEn based
Multinational corporations are much greater in relatwith the economic
development of Korea.

Discrepancies in social attitudes may affect the &etien and interpretation
of the business agreements. They can create hurdldbeinprocess of
globalization. This is the major cause behind the &ion of economic blocs
on the basis of cultures rather than geographical @tatand economic
ideologies. The countries of similar culture will fortreir blocs. Those blocs
will be more powerful than the present economic andtigalliagreements.
There are two opposite views about the Muslim countiiesthe current
literature on International Economics. Some reseascthink that the Muslim
countries are afraid from the globalization of ecomsmand the Muslim-
Christian riots in Indonesia and other countries dre teaction of such
apprehension. According to the second opinion the expettadges in the
international scenario can be managed by the Islamitiare in a better way.

It is noteworthy that the relation with the past Hakn broken for many
nations in the twentieth century. So, countries \g#ime history and culture
may not belong to the same economic zone. More irapbi$ the economic
relations in present scenario. The historical refegtiof the nations become less
important. However, the current economic relationd aaltural similarities
cannot be transformed into regional blocks in futureasehcultural similarities
cannot negate the deep-rooted socio-religious ideolodies.résident of a
Muslim Country wear a coat, use a tie, drink coffee, gradudrom an
American University and read the American literatutrejay not belong to the
Huntington’s Western Bloc. He may be a Muslim in Hsalogy.

ll: Rationale and Structure of the South Asian Economic Zone:

Different versions of the South Asian Economic Zdwaes been discussing in
the media. World Bank (1999) included Afghanistan in South.A3ditical
leaders in Pakistan proposed the inclusion of Iran andr&eXsian States in
the South Asian Economic Zone. It was envisaged that zone would
represent fifty percent of the world population if Chijoéns the zone. A
common currency system, joint central banking, joirfeigge, and a common
president ship at the final and maturity stage of thenddion have also been
proposed (Mehar: 1999).

The countries in South Asia have similar economic lerog like inflation,

unemployment, poverty, low investment, and deficit feiag. They have also
cultural similarities — excluding religion. But, the couesrido not qualify for
the formation of a free economic zone, becauseeo$éicond condition.



The mutual trade of South Asian countries is only 4 péroérnheir global

trade. The countries in South Asia do their 96 percedetwéth the countries
outside the South Asia. They have more discouraging positio the

mobilization of labor and capital.

South Asia is in the weakest position as compared todearo Union (EU)
and Japan. It was estimated that after taking all th@sumes and necessary
steps to liberalize across the borders movements @figyand services, the
mutual trade can be grown up to five billion rupees onkiclvis less than
three percent of total exports from Pakistan (Mehar: 1999)

The trade policies of Pakistan were softer than Intt@ahe policies in past. As
a result, dependency on imports has been increasingkiatdda Now, it is
expected that in case of a free trade policy, Pakisthmport machinery and
spare parts from India. On contrary to this, the mpgnt of Pakistani export
belongs to the primary and intermediate products includitipre@nd yarn. As
a result, prices of basic goods will increase in Pakisténe past experience
can predict that foreign exchange will not come int&idtan by exports to
India; because, Pakistani exporters will import Indiardpods instead by cash
earnings to maximize their profits.

The basic and important justification behind the foromabf South Asia Free
Economic Zone is not directly concerned with the ewan benefits. The
benefits, which are being mentioned, are not the isaludf the regional
economic problems. Those benefits are not signifi¢eorh the quantitative
point of view. However, they have much importance fritwa global political
point of view.

United Stats is interested in the good relations betwedia and Pakistan.
Which theory is working behind this? There are twoida®mtivations behind
the US interest in Indo-Pak relations. Confucius BlBece@ter China) is a big
challenge for the United States. A rift between Indra China is in the
interest of United States. United States wants teathChina with the help of a
strong and powerful neighbor. To fulfill the Americaneajves, India should
concentrate its attention to the rivalry with Chitiais possible if India has
trouble-free relations with Pakistan and the other Musbuntries.

At present Muslim World is not a challenge for West.ri€llan world is
twenty-one times more powerful than present econotnength of Muslim
world. But, Western bloc wants to weaken further tohissorical rival. They
are trying to divide the Muslim World by means of theation of South Asian
Treaty. Such a treaty will shift four countries of tleamic Bloc into the
Hindu Bloc. It will be eight-country bloc (including Afghiatan) led by India.
The inclusion of four Muslim Countries into the SouthafsTreaty will be a
turndown of the Islamic culture and unity. Another impottpoint is that the



inclusion of Pakistan in South Asian Treaty will be tieflector of the fact that
there would be no "Nuclear Power" in the Islamic Bloc.

FIGURE: Il
COMPARISON OF ECONOMIC STATUS

Zone Population GDP Per Growth | Unemployment| Inflation
(Million) (Equivalent| Capita | Rate (%) (%) (%)
Purchasing| Income
Power $)
(Billion $)
Euro-11 290 5942 20490 2.6 11.6 1.8
USA 268 8080 30149 3.8 4.9 2.4
Japan 126 3002 30825 0.9 3.4 1.7
South Asia 1266 1924 1520 4.6 18.0 7.2
FIGURE: llI
SHARE IN THE INTERNATIONAL TRADE AND FINANCE
Zone Share in Share in Market Number of Head
Global Global Capitalizatio Listed Quarters of
Exports (%) | Imports (%) | n (Billion $) | Companies Top 500
MNCs
Euro 11 20 23 3841 5242 100
USA 16 15 8484 8479 151
Japan 10 g 3089 53 104
South Asia 1 1 14( 10102 5
World 100 100 20177 42404 500
FIGURE: IV
PAKISTAN TRADE ' SHARE
Region / Group Share in Share in
Exports (%) Imports (%)
Industrialized Countries 59.4 47.6
Eastern Europe and Russian Federation 0.7 0.9
Developing Countries 39.9 51.5
Total: 100 100
Share of South Asia 2.9 2.2

Mr. Talbot's visit and US parliamentarian delegation India just before
Vajpai's visit to Pakistan were the meaningful stepshis direction. In the
same period, Mr. Nicolson Bridgeton, an ambassador d@&iBr and Mr.

Frank, an anti Pakistan US ambassador in Delhi hagd/i®akistan. Those
events were not at random they may have some linkégeslia and Pakistan
form a joint treaty, the Western World can get tHievang benefits:

1) The formation of the Islamic bloc will be abo#ésh or
weaker.

2) Justification of the nuclear program will be elimedt So
the risk of an "Islamic Bomb" will also be minimized.



3) Kashmir solution will provide a U-turn in the tempodan
spirit of jihad.

4) If Pakistan curtails the defense expenditures and equipment
it will ultimately weaken the Muslim World.

5) The political power of China will be weaker; Chirsmaan
economic and political challenge for USA. China wailbse
the number of its political supporters.

The role of Pakistan in the Muslim world has multi-disienal aspects.
Pakistan is considered an eastern gate of Muslim wondJikkgh, the founder
of Pakistan mentioned that 'Pakistan is not end wa#ifibut means to an end'.
What is the end? Historically, peoples of Pakistanctorsely related with the
Ottoman Empire. They had scarified and devoted their, tiwealth, and
efforts to protect the Ottoman Empire through "Khild¥édvement" in India.
Now, Pakistan is the only nuclear power in the Musliiori/

Indian media is publicizing the cultural - not economiuistification of the
free economic zone. Indian press and scholars argttgi realize the public
that Pakistan and India have same history, same cu#tanee geography, and
same anthropology. They speak same language; have mutulip kared
similar fashions. From the birthplace point of vieat least three Prime
Ministers of India belonged to Pakistan. Similarly,ledst four heads of the
government in Pakistan were born in India.

All such references are being mentioned to prove thkistan is not a part of
the Muslim Bloc; it is a part of the Hindu Bloc. Huntingt(1995) has used the
term of "Hindu Bloc" for India and Nepal. It is also inmpant that according to
the geographical division by the United States Foreigicé&)fWorld Trade
Organization (WTO), and the World Bank, Afghanistan gt of South Asia.

The statements and slogans, like Indo-Pak confeder&iaat Indian Unity,
Common Currency and Hindu Muslim Brotherhoods negateTthe hations
theory’, which is the "only" justification for Pakast.

In fact, the peoples who recommend a complete collabardetween the
countries in South Asia, ignore the historical rodtshose relations. Pakistan
and India are the characters of 'Two countries, ooey'stindo-Pakistan
relations are in fact, Hindu-Muslim relations. Theahy relations between
Hindus and Muslims are not the effect of the creatibRakistan; they are the
cause of the creation of Pakistan. They are the natorsequences of the
Indian history.

From Pakistani perspective, the Mujahideen in Chechnglakashmir are the
freedom fighters; they are terrorists from Indian pesspe. This conflict in

the ideologies is not created during the present fightirfitad deep roots in the
history. Mehmood Ghaznavi was a Muslim hero, but @eobn the eyes of



Hindu majority. Raja Dahir and Pirithivi were the fat® commanders
according to the Indian school of thought; they were b®ynof fascism
according to the Muslim literature. Muhammad Bin QasimjaHBin Yousuf,
Muhammad Shah Ghouri, Babar, and Alamgir are the holgorames in the
Muslim history, but dictators and militants in the Hinidarature. Akbar is a
hero of the secularists, but a weak Muslim in the hyst®ne's heroes are the
other's Vilene in the history of the Hindu-Muslim tedas in India.

[ll: _South Asia _and Muslim World: Historical Allies and Fut ure
Complements

Before the proposal of a free economic zone, the ianadtusiness leaders in a
conference held in Jaipur India had emphasized that ndeolaMiddle East is
prominently suitable for Indian investment. The Foreldmister of United
Arab Emirates, the ambassadors of Egypt and Morocco aarulsiness
executive form Bahrain had been included in those lead@&sording to the
Arab leaders, the centuries-over economic and sadationship should be re-
originated with a new dimension.

South Asian Economic Zone of eight countries - includighanistan - will
raise two basic questions: Wil it negate the Huntingto'Clash of
Civilization’ theory? The denial of Huntington’s thgoin the South Asian
context will also be death of the "Two Nations Th&or The second
interesting and worthy question is concerned with theliMssdomination in
South Asia. It is hypothesized that four Muslim countaesl more than 50
percent Muslim population in South Asian Economic Zorleakssify it as a
‘Sub-continent’ of Muslim World. Almost same conditiondll be facing by
the European Union after inclusion of Turkey, Cyprus, AllbaKosovo and
Bosnia in the European union. The major and histdyicatognized part of
the Muslim World - North Africa and Middle East - aftexclusion of
Pakistan, Malaysia, Indonesia and Turkey - will be dastl developed zone in
terms of science and technology.

Huntington’s expected Hindu Bloc is consists of India, Lmka, Nepal and
Bhutan. It will be the smallest one among the eigipeeted blocs. It will not
be comparable with other blocs in term of the palitpower and influence. It
will have to be merged or affiliated with another blmc attain a peaceful
sustainable welfare society. Its history geography,uneitand economic
relations justify its collaboration with the Muslim ofNd. Collaboration
between Huntington’s Hindu and Islamic blocs will reduoe domination of
western (or Christian) Bloc (if it exists).

Arabs and Indians have centuries’ old socio-economlatioas. Those
relations can invite a great alliance between thent@s that are located
around the Arabian Sea. Afghanistan, Iran, UAE, Kuwaitja, Bangladesh,
Maldives, Sri Lanka, Nepal, Bhutan, and Pakistan cantlfagsneconomic zone.
A large number of the peoples from the Sub-contineneangoyed in the gulf
countries. Oil is traded between those countries. Tgreutural and food



items are exported to the Gulf countries from the subiment. The media and
the two largest newspapers of UAE are in the handsidins. The socio-
political conditions in Iran, Afghanistan and Pakistand the Indo-Pakisatn
political relations are the important determinantstlod formation of this
economic zone.

What should be the nature and strength of Socio-econataiions between
India and Muslim World (and Particularly Pakistan)? Thene three different
schools of thoughts:

1) A few statesmen think that frontiers should be resdoabsolutely
and a confederation between India and Pakistan shouldrived.
A former prime minister of Pakistan has stated thashié got
another chance to form a government in Pakistanywshgd open
the boarders with India. According to her, "Now, thisal\bf
Berlin should be removed". The Indian scholars, intellels, and
traders have also proposed ‘a complete confederationfewA
nationalists in Pakistan have also been favoring swuch
confederation. The political authorities in 1960s had prapesen
a joint defense system.

2) The other school of thought recommends the remdvat@nomic
boundaries only. The group recommends the formation Efea
Economic Zone in South Asia like European Union. lohwious
that the group emphasize on the duty free mobilizatiogoafds,
services, capital, labor, technology, and other ressurcA
significant powerful collaboration is required for thenf@ation of a
zone like European Union.

3) The other group does not allow any political, culturabconomic
relation with India. The group focuses on the formatana
Muslim Bloc.

Despite of the severe and several disagreements, MualwhsHindus are
historical allies. Arabs and Indians have long-ternsoamtion in their
economic history. Today's Southern Arab world providegleyment, trade
and investment opportunities to Indian peoples. Remitsafioen Arab world

play an important role in the socio-economic develognrerndia. Muslims

have become a part of Indian culture since last 1200 yedike Christians
have never become a part of the Indian culture. Britisle in India,

Portuguese's colonialism in Gua and rift between IndaaasAustralian origin
population in Fiji created the disputes and rifts betweehal and Western
bloc. Hindu extremists had agitated against the visRahan Pop in India in
November 1999. The bloody riots between Christians andudiand the fire
on churches and Christians' residences are commauth&n India.

It is being observed clearly that China is coming erlo® the Muslim bloc,
while, Western World is going closer to India. There arfew observations of



hand shaking between India and Huntington's Western Bitthough, India

is not offering any formal collaboration with Westebloc and historically
India has been closer to Muslims. Kashmir and hisabrit between Hindus
and Muslims are the factors of discrepancies betwedia amd Muslim world.

But, history, culture and geographical factors emphasiaé ltidia cannot
afford a rift with the Muslim world. It has two optiansither becomes a
subsidiary of Muslim bloc in future or play a role of #igent of Western bloc
against China and Muslim World in Asia. The choicaithe hand of India.
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