THE ECONOMIC COOPERATION ORGANISATION (ECO)
A Short Note

Selim Ilkin’

This note traces the history of ECO back to thginal Baghdad Pact of 1995 and considers its elamiuver time
and the various changes it went through in termsanfie, membership, goals, and structure. The tréoelnsion of
the Central Asian Republics and Afghanistan trams$othe Organisation into a wide cooperation fominich is now
preparing to address the needs of more than 3li@mpeople and contribute to the reconstructm development
of an area covering 7 million square kilometres.

1. INTRODUCTION

Two powerful and interrelated forces are curremtghaping the world economy. One--the
globalisation of business mainly through the spre&dmultinational companies--is forging
increased international interdependence, as a ggopiioportion of production enters trade and
as foreign direct investment accumulates. Succkssimination of the Uruguay Round of trade
negotiations recently, is no doubt a very importai@p in this direction. It will enforce the
globalisation process. The other--the resurgencegibnalism, certainly in Europe and arguably
elsewhere--may point in a somewhat different dioect

Economic Regionalisation can be interpreted agptbenotion by governments of international
economic linkages with countries that are geogiglyi proximate. This is accomplished, in
particular, by the removal of barriers to mutuadde in goods and services through the
negotiation of free trade areas, customs unionsoémet preferential trade agreements. Linkages
may be further stimulated by freeing the internagiointerchange of capital and labour.
Regionalism, coupled with globalisation, raiseee/nmportant and challenging issue.

The motives behind the apparent growth and reneWwatgional trade arrangements in recent
years become important especially if one bearsindrhat the proliferation of preferential trade
agreements 20 or 30 years ago among developingtrasurtiurned out to be a very limited

success.

The answer lies, first of all, in the fact that piés the conclusion of the Uruguay Round of Trade
negotiations, uncertainties prevail. Once againNbeth-South division in the world economy
will come to the forefront. Furthermore, becausetld changing global environment, the
countries of the South can no longer rely on theN act as an engine for their future growth,
despite the fact that the world has become inanghsinterdependent and, in a sense, integrated.
Consequently, for the developing world, South-Soattoperation and the development of
various regional integration schemes become imiperateans to secure a better place in such a
setting.

Rapid technological progress and growing integratd global markets have transformed the
role of economic interdependence in the world. Yoge and dynamic participation in the
channels of trade and primary resource flows wdl,a growing extent, determine national
welfare. As the technological frontier is being Iped out, competitive pressure keeps mounting.
Market size and specialisation become importamérdénants of national and international
economic and financial performance. In such arggttiational boundaries constitute a limitation
on the size of the market and, therefore, on thpesof specialisation (Bhagwati, 1992, pp.535-
555; Oman, 1993, pp.51-70).
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This paper will discuss the establishment of RCRhie 1960s and its revitalisation as ECO in
the 1990s.

2. FROM RCD TO ECO

The origin of the ECO dates back to the 1950s.9851the Baghdad Pact was formed with the
participation of Turkey, Pakistan, Iran, Irag, tH&A and the UK in order to block possible
Soviet advances in the Middle East. Upon the wdtad of Iraq from the Baghdad Pact in 1958
as a result of a pro-Soviet coup d’état, the Paxt renamed as the Central Treaty Organisation
(CENTO).

However, CENTO'’s objectives were mainly militarynd\three regional member countries of
the CENTO, Iran, Pakistan and Turkey, formed a lfrhut new alliance based on regional
economic cooperation named as the Regional Cooperédr Development (RCD) in 1964
(Armagan, 1971).

Among the main aims of RCD were:

1. a free or freer movement of goods through tegteements.

2. the formulation and implementation of joint @cis.

3. to undertake necessary studies for construeatishimprovement of rail and road links.

4. to improve the air and maritime transport sesiavithin the region and to investigate
possibilities of joint ventures in these fields (RC968, pp.5-6).

RCD started functioning in 1965, with a permanesdrstariat at Tehran, Iran. During the first
decade of its existence, RCD was very active imidating many different projects ranging
from the liberalisation of trade among the memlmmtries, to various joint industrial, financial
and transportation projects (RCD, 1975). Yet & baen able to achieve very little in terms of
concrete and operational results as “ ...despiteenous activities initiated in various sectors and
the wide publicity given to the RCD, the latter ltbnot make the impact expected of it. Its most
glaring failures were in the field of trade andustty. Liberalisation of the inter regional trade i
the sine qua norof the success of a regional economic organisdtidrRCD failed to provide a
format for the expansion of trade. It also failedprovide a mechanism for the mobilisation of
the resources from within the region with the fhedbat its achievement in industrial
collaboration remained rather meagre ....". Theeefib was felt necessary to reorganise the
structure of the RCD (ECO Secretariat, 1991).

The RCD Summit Conference was held on April 21-2876 in Yzmir, Turkey where the
member countries adopted a new Agreement called their Agreement. This new agreement
redefined the aims of the RCD and envisaged sogengational changes to this end. The most
important change was the agreement on the “edtadist of an RCD Free Trade Area within a
period of ten years...”. Before the ratificationtbfs agreement, however very important political
changes took place in all of the member countriashich threw the RCD into
dormancy..."(RCD Newsletter, 1976)This situation continued up until 1984 becausehef
uncertainties prevailing at that time in the regiloand international arena.

3. ESTABLISHMENT OF ECO

3.1. Aims and Structure



Since its raison d'étre was incontrovertible, the[Rwas revived in January 1985 under a new
name, the Economic Cooperation Organisation (E@®@kspite several meetings, it was soon
realised that the organisation could not gain mdomanwithout sufficient political and legal
backing. It was after a Ministerial Conference aamed in June 1990 in Islamabad, Pakistan, and
amendments to the Treaty of Yzmir were adopted, EB@O became operational on 11 January
1991, with its Headquarters in Tehran, Iran (Armiri®92).

The present Treaty of ECO, as an organisation gdbuthe purpose of promoting economic,
technical and cultural cooperation contains thevahg objectives:

O To expand trade among Member States by providiegy faccess to each other’'s market;

O To promote in each Member State conditions foraosti economic growth in order to
achieve continuous improvement in the standard/iofg of the people;

O To consolidate cultural affinities and spiritualdafiaternal ties that bind the people of the
Member States through social and cultural charofelsought and action; and

O To contribute to the growth of world trade and tdve for removing iniquitous trading
policies resulting in adverse terms of trade foe tfeveloping countries, by evolving a
common approach in international forums.

It is clear that ECO’s main aim is to establishref@rential trade system, rather than a free trade
area. Consequently, the other commitments of membentries will not be affected by the
agreement. Furthermore, ECO is not conceived dssad system, but rather an open one which
aspires to obtain a greater share of the worldetrdtdis with this principle in mind that the
member states will examine the basis of their emttral commitments, and work on “the
possibility of ensuring the fullest possible redoetof trade barriers in the ECO area at an
appropriate time in the light of the experiencengdiwithin the ECO Preferential Tariff System
without prejudice to other international commitnreenhdertaken by the member states.” (Article

1.

The task entrusted to the ECO shall be carrieguhe following organs (Akpinar and Teksen,
1995):

The Council of Ministers: This organ is the principal policy and decisionking body of ECO.

It shall comprise the Ministers of Foreign Affaif the Member States or any other
representatives of full ministerial rank as maynoeninated by the governments. This Council
shall meet at least once a year by rotation imbeber states. When the Council of Ministers is
not in session, their Deputies will carry out thentinuation of the task. Deputies will be the
Heads of Diplomatic Missions of the Member Statesredited to Iran and the concerned
Director General of the Ministry of Foreign Affaio$ Iran.

The Regional Planning Council: This Council will comprise the heads of the Plagni
Organisations of the Member States and/or suchr atfigresentatives of the corresponding
authority. This council will meet at least onceeayat the Headquarters of the Organisation. It
shall consider and evolve programmes of actiomdalising the objectives of the Organisation to
be submitted to the Council of Ministers for ap@balong with a review of past programmes
and evaluation of results achieved.

There has been a new tendency to organise thesmi€atCommittees at Ministerial level, such
as the recently convened Meeting of Transport amtr@unications Ministers.



The Secretariat: The Secretariat is functioning with its Headquartem Teheran. Among the
major functions of the Secretariat are: (i) inibat of plans and drawing up of programmes of
activities for submission to Member States, (ii)imining contacts with Member Governments
with a view to following up the progress of the iempentation of Council of Ministers and other
matters relating to the Organisation, (iii) actiag a clearing house for all matters relating to
ECO, (iv) acting as the information agency for ECO.

The Secretary General shall be the overall HeatiefSecretariat and shall be appointed by the
Council of Ministers. His tenure of office will bieur years. This post will rotate among the
member countries.

Specialised Agencies. These will be agencies and institutions to opeiragome specified fields
of cooperation. For the present, the establishmitite following agencies is envisaged:

(i) ECO Chamber of Commerce and Industry, in Temera
(i) ECO Insurance Centre, in Karachi. )
(iif) ECO Integrated Re-Insurance Pool, in Ystanbul

The Technical Committees: These committees willlgitertain specific tasks assigned to them
and will submit their reports to the Regional PlagnCouncil. For the present the following
committees are established.

. Committee for Economic and Commercial Coopenatio

. Committee for Cooperation in the areas of Trartsgpion and Communications,
. Committee on Industrial and Technical Coopergtio

. Committee for Agricultural Cooperation,

. Committee for Cooperation in the area of Energy,

. Committee for Educational, Scientific and Culu€ooperation,

. Committee for Cooperation in the field of NaicetAbuse Control,

. Committee for Cooperation in the fields of Healhd Environment.

oOo~NO O~ WDNERE

Although not specifically mentioned in the foundifigeaty of the ECO, Summit Meetings
became an important modality in the activitieshef ECO. The three successive summits held in
the last three years gave ECO not only politicakbay, but also a new momentum.

3.2. Enlargement

The collapse of the Soviet Union created new inddpat states, in Central Asia as well as other
places. All of these countries had close historarad cultural ties with the founding member
countries of ECO. They were in search of new atlém) which led them to join ECO. In 1992,
Azerbaijan, Turkmenistan, Uzbekistan, Tajikistanyrghyztan and Kazakhstan all became
members of ECO. To these Afghanistan, which canteoba long Soviet occupation and civil
war, was added, raising the number of member csndf ECO to 10 The membership of new
countries has brought new dynamism to ECO. As &gidStleyman Demirel, President of
Turkey, now the ECO region “has all the essentiainents to become one of the most
prosperous regions of the world with its rich natwesources, trained manpower, deep-rooted
culture and tradition....” It is up to ECO counsi® mobilise their joint forces to make use of
these opportunities (DPT, 1992; ECO, 1993).

3.3. ECO’s Long Term Perspectives

The Council of Ministers stressed the fact thataasesult of the transformation of the
Organisation into a wide cooperation forum thers @waeed to develop a long-term perspective



to define the basic goals to be achieved in regionaperation up to the year 2000 and beyond.
They adopted two important and complementary dooisni@ this respect. The first, adopted in
Quetta, Pakistan, on February 6-7, 1993 was cdliggetta Plan of Action”. The second
document was adopted in a special meeting heldstanbul, Turkey, on 5-7 July 1993, and
called “ECO Long-Term Perspective” or “Ystanbul Deation” (ECO, 1993).

The Documents underline the vital need for molmiggdhuman and natural resources of the region
based, as far as possible, on the principles ofketroriented economy and common benefit.
Since modern communications are the pre-requisiteathieving the goals in question, the

transportation and communication sector will top 8BCO agenda in the coming years. The
Documents envisage that by the end of the cenheECO region would be connected by roads,
railways and airlines as well as by a telecommuitoanetwork.

The Documents note the urgent need to collect biglidasic data, economic and technical
indicators, and information on a region-wide sc&erthermore, they recommend the setting of
guidelines in the fields of Transport and Commuiaces, Trade, Energy, Industry, Agriculture,
Tourism, Human Resources Development and estaldishrof an ECO Special Fund for
Feasibility Studies. Effective follow-up action BCO Member States and organs including the
collection of data and feasibility studies are plkeahto be completed by 1995, thus permitting the
implementation of the Plan’s targets by the endhefcentury. An article in the Quetta Plan of
Action envisages that “...ECO projects and prograsifior regional cooperation could be put in
motion whenever any number of ECO countries weaeyeo ... act together while the remaining
ECO countries would be encouraged to join in whey twere in a position to do so...”. This is
no doubt a principle which will facilitate the ingvhentation of projects without seeking a
consensus.

Recently a group of “eminent persons” has been édrrm order to evaluate the aim and
structure of the ECO, in light of the rapidly charggconditions of the world economy.

3.4. Major Projects
Here are some of the projects that appear on thedagof ECO meetings.
(i) ECO Preferential Trade Protocol

Trade, being an important instrument for promotiegional cooperation, remains a priority area

in ECO’s scheme of work. The low quantum of integional trade shows that there exits a big

potential for diverting trade from non-regional smes to sources in the region. The promotion of

trade helps evolve complementarities in the ecoasraf the member states and paves the way
for pooling resources to establish infrastructlirdds and industrial projects.

As a first step towards the gradual eliminatiorirafie barriers within the region, a Protocol on
Preferential Tariffs Arrangement has already beencluded providing a 10% reduction in

tariffs on an agreed list of commodities. The agreet was initially for a period of four years,

but would be automatically extended for a furtherigd of two years. The founding members of
the ECO--Iran, Pakistan and Turkey--have alreadfigd this agreement. Implementation of the
protocol will start as soon as the other (new) mensiof the ECO have ratified it.

In the latter stages, a further reduction in tariffs well as an expansion of the range of
commodities included, are also envisaged. In ofexpand trade, several other measures, such
as improvement of transport and communication stftecture, easier travel facilities for ECO
nationals and greater interaction between businessnunities of the Member States through
the ECO Chamber of Commerce are being pursued.



(i) ECO Trade and Development Bank

An important role is given to the Bank in realisitg main objectives of the Organisation. The
Bank is to provide commercial and industrial finawgcfor promotion of regional trade and
industrial joint ventures in the Member States. Tweposed bank with its headquarters in
Ystanbul, Turkey, will operate on purely commergjedunds, and will follow the internationally
accepted financial rules, procedures, and standards

The Council of Ministers in their February 1994 tiveg approved the initial statute of the Bank.
(iii) ECO Reinsurance Company

A scheme that was originally established by RCB,Reinsurance Pool has already proved to be
a modest success story of trilateral cooperatigre Pool has grown both in membership and
volume of business since 1985 with the estimat&ad premiums rising from $ 4 million in 1985
to $ 15 million in 1991. A Reinsurance companyasvrproposed to be established by converting
the existing integrated ECO Reinsurance Pool.

(iv) ECO Shipping and Air Company

At the Second ECO Summit, Ystanbul, 6-7 July 198® parties agreed to establish two
companies, one for Shipping and the other for gingport, in order to ensure adequate services
among the member countries. This agreement wasdigy some member countries during the
Third ECO Summit, Islamabad, 14-15 March 1995. spmsal made by Turkey was inserted in
the agreement: “Each ECO member state party toApisement shall have the right to transfer
all or any part of its share to the private sectdfThe inclusion of this paragraph paves the way
for the private sector to join the project in fuigur

(v) ECO Transport Master Plan

In the transport sector, efforts are underway tonect all ECO Member States by road and
railway links. The relevant technical committeenisw surveying the existing facilities and

identifying the difficulties in the ECO road andlway network and the multimode transport

infrastructure in order to formulate precise recandations for the completion of the missing
road and railway links.

The telecommunication heads of ECO countries his® lzeen meeting at regular intervals. A
significant proposal now under consideration is #etablishment of the Ystanbul-Tehran-
Islamabad Optic Fiberline.

4. SOME OBSERVATIONS

Immense efforts are being made by the member desntas well as the ECO Secretariat, to
organise various meetings, at different levelgritler to come up with concrete projects. This is
a basic requirement for the finalisation of the meration schemes. Member countries’ first
priority, if expansion of intra-trade is put asi@the area of transportation and communication.
Given the nature of these sectors, preparatiomefptojects requires a lot of effort as well as
resources. The ECO Secretariat is presently bugythe finalisation of the projects. But ECO’s

progress in implementing the projects decided upas far has been very limited. Even among
the original members of the ECO, national econosyigtems and therefore economic policies
differ to a great extent. For example, Turkey'setdd economic policy, based as it is on the



initiative of the private sector, makes it difficuior this country to participate in projects
initiated by the member governments of the ECOfifid the right mix among state and private
sector enterprises for joint projects seems to e af the main difficulties that have to be
solved.

Again, as seen in the table below, trade amongtiggnal members of the ECO accounts for a
very small percentage of their total trade. It gpéd that the agreement on tariff preferences
among the member countries will positively affentra-ECO trade. Yet, there exist great

differences in the degree of “openness” of the enoes of the member countries. No doubt

these differences are among the factors that negagffect intra-trade.

The Central Asian Republics that have recently becanembers of ECO are presently
undergoing the difficult task of transforming theientrally planned economies into market
economies. For these countries as well as for Afighan, which came out of a long and costly
civil war, some time would be needed before thay aetively participate in the activities of the
ECO (Kirmani and others, 1994).

Intra-ECO Trade of Original Members, 1993
(in million US dollars)

Countries Iran Pakistan Turkey
Imports Exports Imports Exports Imports Export
S

Iran - -- 149 18 416 487

Pakistan 20 135 - -- 113 53

Turkey 531 365 58 103 _ - _ -

Intra-ECO total 551 500 207 121 529 540

Percent of total 3.5 3.4 2.2 1.8 1.6 3.3

Imports and

Exports

Source: IMF, Direction of Trade Statistics, 1994.

5. FUTURE PROSPECTS

(i) The ECO is now preparing to address the neddsaye than 300 million people and to

contribute to the reconstruction and developmerinoérea covering 7 million square kilometres.
The ECO in its expanded form is now set to buildraidly on the pillars of common history,

culture, friendship and brotherhood and pave thg fea the transformation of this region of

great magnitude and potentials into a basis ot#eife and mutually beneficial cooperation.

(i) To exploit the great potentials of the regiom, number of other factors are required,
including, (a) a continuous political will at thevel of the member countries, and (b) formulation
and implementation of projects into concrete corapien schemes. The task at hand is not easy,
but in order to face the challenge of producingHiactive regional response to global trends and
a suitable model for collective development, thiege conditions are essential for success, since
the world economy itself is currently undergoinglifficult phase of change which requires
greater determination, adaptability, interdependeral cooperation.

(i) Regional integration efforts among developicguntries have changed considerably in
recent years. While most new initiatives have neérb fully implemented as a recent study
shows, they differ from earlier schemes in thregomaays (Meloet al, 1993):



O Less binding project-oriented cooperation schemas lgenerally replaced preannounced
schedules for internal integration through freedérareas, customs unions, and common
markets.

O Integration scheme members have been granted meney to liberalise at their own pace
(which allows some members to proceed more raghiiyn others), to negotiate bilateral
preferences with partners sharing common sectotatdsts, and to keep such agreements
open for future participation by other members.

O Cooperation in physical infrastructure, such asmamications and transport, and in such
support areas as training, research, and techndlagytaken precedence over cooperation
schemes for regional industrialisation planning.

The shift in emphasis from integration to coopenaiis visible in all major regional groupings.

Nearly all of the projects that are presently om dgenda of the ECO reflect this shift. This, in

itself, however, does not guarantee successfuleimehtation.
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