Birth of an energy market
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A NEW energy market is developing in the Asian heartland and Pakistan should be well poised to benefit from it. Within a short span of five years the Shanghai Cooperation Organisation (SCO), which recently concluded its summit meeting in Shanghai, has moved beyond its original limited role of demilitarisation of China’s border with independent states of the former USSR and put “economic cooperation on top of the SCO’s list of priorities”.

The SCO has already listed joint energy projects in the oil and gas sector as well as the exploration of new hydrocarbon reserves. Now President Vladimir Putin has recommended further development of this market and called for establishment of an “energy club” within the scope of the SCO.

Since the last quarter of the 20th century, the centre of gravity of economic growth has been shifting towards Asia. Within it, the Asian heartland of Central Asia has now become the new frontier of growth in the 21st century, as no other region comes close to its potential. The rich hinterland of the Central Asian countries had not been explored since the dawn of the Industrial Revolution. It is only after these countries achieved independence that their vast resources of energy and strategic minerals became available to the outside world.

However, these opportunities were not fully appreciated by the West, particularly the US, and were largely neglected for the first 10 years or so. This writer remembers making presentations during the 1990s, among others to the editorial committee of the Wall Street Journal in New York and the equally influential senior management of Council on Foreign Relations about the opportunities opening up in Central Asia and Pakistan’s role in allowing these to materialise.

At the time Russia was preoccupied with the immense problems arising in the aftermath of the dissolution of the USSR and China’s recognition as the industrial powerhouse of the world was still a few years down the road. But nothing much happened, and no follow-up emerged from these presentations. The vast economic potential of the Asian heartland was simply not registering on their radar of urgent and important issues.

Pakistan’s proposal to create the CASA (Central Asia-South Asia) Economic Association to tap into this potential through permanent institutional arrangements did not receive the deserved support until later when participants at the World Economic Forum in Geneva were convinced of its strategic potential and agreed to help create it. But convincing influential circles abroad of its strategic value was easier than protecting the idea from the self-destructive battles of domestic governance raging in Pakistan during the year 1997, when its launching was planned to coincide with the 50th anniversary of the country’s independence.

Now, of course, the world has changed in these 10 years, and I am not talking of 9/11 here. The economic vacuum that existed in Central Asia during the 1990s has been filled. China has established itself as the second largest economy in the world. Its yearly surpluses of scores of billions of dollars give it the financial strength to build the badly needed infrastructure and secure long term energy supplies from abundant reserves in the Asian heartland. Russia has settled its domestic issues and, with vast energy resources of its own, is now in a position to reinforce its old economic linkages with this region

Thus, the economic space available to non regional powers has shrunk from its position during the 1990s. It was, therefore, quite interesting to see concerns and reservations now being expressed by some western analysts as the SCO is working to integrate this Asian heartland into the economic agenda of its future prosperity.

The global energy market resembles the colonial market in the late 19th century when the early pioneers from Europe — England, France and the Netherlands — had captured and colonised most of the rich countries of Asia and Africa. The late comers in the colonial game — Germany and Italy — found their advances effectively checkmated by England and France. This competition for rich colonies was very much at the back of the diplomatic manoeuvrings that eventually caused the two world wars of the last century.

The competition over the rich colonies of Asia and Africa witnessed between the old and new colonising powers of Europe — is now shaping up over the energy resources between the old and newly industrialising powers.

The energy resources of the Middle East have already been largely committed to the US, Western Europe, and to some extent, Japan. Even these old customers will require access to more energy resources for their growing needs.

But the large economies of Asia are also industrialising now and their needs for energy are getting more urgent by the day. They, too, need long term energy security, otherwise their industrialisation process could easily slow down making their products too expensive and non-competitive in world markets.

Therefore, the SCO rises in importance in the context of securing energy sources for Russia and the late industrialising countries of Asia. The SCO is creating a new energy market by itself. It has big energy producers as well as big energy consumers in its six members (China, Russia, Kazakhstan, Kyrgyzstan, Uzbekistan and Tajikistan) and four observers (Pakistan, Iran, India and Mongolia). The coalition of Russia and China in the SCO provides the security protection to this new emerging energy market in the Asian heartland.

Several international energy experts expect an oil shock to hit world markets around 2015. Not if, but when that happens, the most vulnerable region would be the newly industrialising countries of Asia. Any military trappings being alleged by western analysts and denied by SCO representatives should also be seen in the context of the need to access/ protect energy sources.

Oil would continue to be largely controlled by its old customers in the US, the EU and, to a lesser extent, Japan. That means for the newly industrialising Asian economies, natural gas would acquire the role of a critical source of energy to fuel growth — apart from their own domestic production of other sources of energy like coal.

While this puts Russia with its huge oil and gas reserves of its own in a very comfortable position, it means China, India and Pakistan will need secure access to natural gas supplies in order to sustain their pace of industrialisation.

There was a time when Pakistan’s economic potential could have taken off on the strength of its domestic economy. This is no longer the case. No visions of prosperity for Pakistan can now be complete without looking outwards and building linkages with regional economies.

It should not be beyond Pakistan’s economic diplomacy to recreate the supportive framework with Central Asian markets that would help it realise not only the very tangible economic benefits but also political influence in the region.

It must have become apparent from the SCO deliberations in Shanghai that just as Pakistan and India acquired observer status at the same time in the SCO meeting in Moscow in 2005, Pakistan’s full membership is likely to coincide with India.

But that should not deter Pakistan from pursuing the same agenda through the unique advantage it has — its membership in the Economic Cooperation Organisation (ECO), four of whose members are also full members of the SCO.

Pakistan has severely under-utilised ECO’s potential for its own benefit. But if it can recreate the critical initiatives and fill in the missing blanks, it would earn rich dividends not only within Central Asia but also in terms of pursuing its South Asian agenda.

Pakistan’s very close relations with the Gulf countries and its long-established relations with the US put it in a specially advantageous position. The SCO-opens a new and important window of opportunity for Pakistan.

Both the potential and the projects to realise that potential exist. It should be possible to build alliances without antagonising any one. But it cannot be over-emphasised that the route to success lies through economic linkages and not the other way round.
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