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•• Asia todayAsia today——60% of global population, 40% of world output, 60% of global population, 40% of world output, 
and 30% of total trade and 30% of total trade 

•• Fastest economic growth in the world for past five decades Fastest economic growth in the world for past five decades 

•• Huge gains in poverty reduction and living standards Huge gains in poverty reduction and living standards 

•• China and IndiaChina and India——with over a billion people eachwith over a billion people each——now major now major 
part of Asiapart of Asia’’s economic success story s economic success story 

•• AsiaAsia’’s contribution to global economy to increase next few s contribution to global economy to increase next few 
decadesdecades

•• By 2020, most large Asian economies graduated to middle By 2020, most large Asian economies graduated to middle 
income status income status 

AsiaAsia’’s importance to the global s importance to the global 
economy continues to increaseeconomy continues to increase……
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Regional economic cooperation and Regional economic cooperation and 
integration is key to Asiaintegration is key to Asia’’s future s future 

development strategy development strategy 

•• Pragmatic institutions and policies key components of successPragmatic institutions and policies key components of success

•• OutwardOutward--oriented, open approach to global economy behind oriented, open approach to global economy behind 
AsiaAsia’’s dramatic economic success s dramatic economic success 

•• To reach middle income status and beyond, regionalTo reach middle income status and beyond, regional--level level 
initiatives increasingly complement national level polices, initiatives increasingly complement national level polices, 
helping drive Asiahelping drive Asia’’s global engagements global engagement

•• For AsiaFor Asia’’s future economic development strategy, regional s future economic development strategy, regional 
cooperation and integration must be addressed systematicallycooperation and integration must be addressed systematically

•• Natural for Asia to look upon Europe as global benchmark on Natural for Asia to look upon Europe as global benchmark on 
regional integrationregional integration——both for what went right and what didnboth for what went right and what didn’’t t 
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Economic integration is already Economic integration is already 
increasing in importanceincreasing in importance

•• Asian integration is rapid, broad, Asian integration is rapid, broad, and and with global linkswith global links

•• Asian Financial Crisis of 1997/98 was a watershedAsian Financial Crisis of 1997/98 was a watershed

•• Cooperation is accelerating, but needs more focusCooperation is accelerating, but needs more focus

•• Asian regionalism will be distinctive: outwardAsian regionalism will be distinctive: outward--oriented, oriented, 

multimulti--speed, multispeed, multi--track, and pragmatictrack, and pragmatic

•• Regionalism is good for Asia, good for the worldRegionalism is good for Asia, good for the world
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All All iindicators of ndicators of iintegration are ntegration are 
rrisingising

6 Indicators6 Indicators

Foreign Direct Foreign Direct 
InvestmentInvestment

Equity Markets Equity Markets 
CorrelationCorrelation

GDPGDP
CorrelationCorrelation

Intraregional Intraregional 
TradeTrade

PeoplePeople--toto--peoplepeople
exchange exchange 
(t(tourismourism))

Trade PolicyTrade Policy
FTAFTA
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Asia needs to address the  four Asia needs to address the  four ““SS””ss——the the 
format for achieving regional integrationformat for achieving regional integration

•• Sequence: Sequence: Which to integrate firstWhich to integrate first——trade, money, or finance? trade, money, or finance? 

•• Style: Style: How institutionHow institution--intensive should Asiaintensive should Asia’’s integration be? s integration be? 

•• Scope: Scope: How much to integrateHow much to integrate——across sectors, across across sectors, across 
countries, across countries, across subregionssubregions? ? 

•• SpeedSpeed: How fast should Asia integrate? How to manage the : How fast should Asia integrate? How to manage the 
pace of Asian economic integration? pace of Asian economic integration? 

•• What are the lessons from Europe? What should Asia emulate? What are the lessons from Europe? What should Asia emulate? 
What should Asia avoid?What should Asia avoid?
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AsiaAsia’’s sequence will be different from Europes sequence will be different from Europe’’s s 
(1)(1)

•• European integrationEuropean integration——trade integration first and trade integration first and 
monetary and financial integration afterwardmonetary and financial integration afterward

–– necessitated by high trade intensity within Europe necessitated by high trade intensity within Europe 
and widespread capital controls until lateand widespread capital controls until late--1980s1980s

•• Today, trade  barriers globally and within AsiaToday, trade  barriers globally and within Asia——
especially East Asiaespecially East Asia——are far less than when Europe are far less than when Europe 
startedstarted

•• Capital controls are also much less, and will continue Capital controls are also much less, and will continue 
to be liberalized over the coming yearsto be liberalized over the coming years
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•• Freer capital flows means financial integration will Freer capital flows means financial integration will 
proceed in tandem with trade, not afterward as in proceed in tandem with trade, not afterward as in 
EuropeEurope

•• Also, given general lack of appetite as well as Also, given general lack of appetite as well as 
compelling preconditions, Asia may have to proceed compelling preconditions, Asia may have to proceed 
slower on monetary integration than Europe slower on monetary integration than Europe 

AsiaAsia’’s sequence will be different from Europes sequence will be different from Europe’’s s 
(2)(2)
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Style less institutionStyle less institution--intensive than Europeintensive than Europe

•• Political support/commitment for Asia integration less Political support/commitment for Asia integration less 
than Europethan Europe

•• Cultural, social, and political diversity makes it difficult Cultural, social, and political diversity makes it difficult 
to to ““sellsell”” supranational institutions that override national supranational institutions that override national 
sovereigntysovereignty

•• Buying political support in Asia for economic integration Buying political support in Asia for economic integration 
through publiclythrough publicly--funded expenditure programs (as was funded expenditure programs (as was 
done in Europe) is fraught with difficulties done in Europe) is fraught with difficulties 

•• Asia likely to benefit more from an Asia likely to benefit more from an ““open methodopen method”” of of 
cooperation and coordination instead of European cooperation and coordination instead of European 
““community methodcommunity method””
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Asia may also follow a bottom up, Asia may also follow a bottom up, 
subregional  approach to integrationsubregional  approach to integration

•• Diverse economic development in Asia much more than in Europe Diverse economic development in Asia much more than in Europe 
at start of its regional integration process at start of its regional integration process 

•• Appetite for regional integration in Asia varies widely across Appetite for regional integration in Asia varies widely across 
subregions as well as among countries within subregions as well as among countries within subregionssubregions

•• Regional integration most advanced in East AsiaRegional integration most advanced in East Asia——much less in much less in 
subregionssubregions such as South Asia or Central Asiasuch as South Asia or Central Asia

•• Even in East Asia, trade integration is far along while monetaryEven in East Asia, trade integration is far along while monetary
and financial integration is just beginning and financial integration is just beginning 

•• Most practical for Asian integrationMost practical for Asian integration——a multia multi--track, multitrack, multi--speed speed 
approach firmly anchored on subregional integrationapproach firmly anchored on subregional integration

•• Over time, subregional integration could form the building blockOver time, subregional integration could form the building blocks s 
for panfor pan--Asian integrationAsian integration
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Speed of integration will thus vary across Speed of integration will thus vary across 
subregionssubregions——and by integration track and by integration track 

•• In East Asia, while trade integration is likely to accelerate, In East Asia, while trade integration is likely to accelerate, 
monetary and financial integration will likely proceed much moremonetary and financial integration will likely proceed much more
modestly modestly 

•• Even within East Asia, ASEAN integration would perhaps proceed Even within East Asia, ASEAN integration would perhaps proceed 
faster on almost all tracksfaster on almost all tracks

•• Monetary and financial integration in East Asia will likely hingMonetary and financial integration in East Asia will likely hinge on e on 
how Japan, the PRC, and Rep. of Korea push the agendahow Japan, the PRC, and Rep. of Korea push the agenda

•• Outside East Asia, regional integration is likely to proceed at Outside East Asia, regional integration is likely to proceed at a a 
much slower pace, with South Asian countries focusing mainly on much slower pace, with South Asian countries focusing mainly on 
improving crossimproving cross--border connectivity and enhancing the still low border connectivity and enhancing the still low 
degree of trade integration degree of trade integration 

•• Overall, Asia is likely to witness a multiOverall, Asia is likely to witness a multi--speed and multispeed and multi--track track 
integration process built on subregional initiatives integration process built on subregional initiatives 
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On trade, ASEAN could be the driving On trade, ASEAN could be the driving 
force for Asian integrationforce for Asian integration

•• Anchored on AFTA and the AEC, ASEAN could form the hub for AsianAnchored on AFTA and the AEC, ASEAN could form the hub for Asian
trade integration trade integration 

•• Already plays important role via FTA arrangements with a number Already plays important role via FTA arrangements with a number of of 
countriescountries——for example, Japan, Republic of Korea, PRC, and Indiafor example, Japan, Republic of Korea, PRC, and India

•• Future trade integration in Asia is likely to evolve around the Future trade integration in Asia is likely to evolve around the multiple multiple 
agreements under ASEAN, ASEAN+3, and East Asia Summit processes agreements under ASEAN, ASEAN+3, and East Asia Summit processes 

•• Core lies with ASEAN as Core lies with ASEAN as ““driving forcedriving force”” of Asian integration, with of Asian integration, with 
ASEAN+3 as ASEAN+3 as ““main vehiclemain vehicle”” for eventual Asian economic community. for eventual Asian economic community. 
EAS remains EAS remains ““integral part of the overall evolving regional architectureintegral part of the overall evolving regional architecture””

•• Immediate challenge, of course, is to design and implement varioImmediate challenge, of course, is to design and implement various us 
FTAs with the aim to ultimately achieve regional trade integratiFTAs with the aim to ultimately achieve regional trade integration on 
without building a without building a ““Fortress Asia Fortress Asia 

•• How wide should Asian trade integration go? APEC? Others? DebateHow wide should Asian trade integration go? APEC? Others? Debate
currently opencurrently open--ended ended 
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AsiaAsia’’s s ttrade rade iintegration is ntegration is ccomparable omparable 
to Europe, North Americato Europe, North America

IntraregionalIntraregional

trade istrade is

increasing increasing 

fastfast

Higher thanHigher than

EuropeEurope’’s ats at

its earlyits early

stagesstages
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Integrating financial markets is another Integrating financial markets is another 
key challenge (1)key challenge (1)

•• AsiaAsia’’s financial systems/markets have not kept pace with s financial systems/markets have not kept pace with 
impressive economic growth and poverty reductionimpressive economic growth and poverty reduction——the the 
gap needs to be closed to reach middle income statusgap needs to be closed to reach middle income status

•• Robust financial markets, especially capital markets, Robust financial markets, especially capital markets, 
require significant nationalrequire significant national--level reforms and restructuring level reforms and restructuring 
——a process begun since the 1997a process begun since the 1997--98 crisis 98 crisis 

•• With several small individual economies, however, With several small individual economies, however, 
regionalregional--level initiatives to build integrated financial level initiatives to build integrated financial 
markets would also be increasingly important markets would also be increasingly important 

•• Going forward, there is a need to consolidate regional Going forward, there is a need to consolidate regional 
financial market initiatives under the various regional financial market initiatives under the various regional 
forumsforums——ASEAN,ASEAN+3, EMEAP, and APECASEAN,ASEAN+3, EMEAP, and APEC

13

•• ASEAN+3 could lead financial integration initiatives ASEAN+3 could lead financial integration initiatives 

•• Australia and New ZealandAustralia and New Zealand——as developed countries with as developed countries with 
small but robust financial  marketssmall but robust financial  markets——and India with its and India with its 
experience in financial market development, could play experience in financial market development, could play 
important complementary roles important complementary roles 

•• A strong Asian regional financial market could help A strong Asian regional financial market could help 
structure a better balanced global financial system, which structure a better balanced global financial system, which 
relies heavily on US and European markets for relies heavily on US and European markets for 
intermediating global savings and investments intermediating global savings and investments 

•• How to build an integrated Asian financial market with How to build an integrated Asian financial market with 
minimum supranational institutions and maximum minimum supranational institutions and maximum 
national freedom in policy making remains a significant national freedom in policy making remains a significant 
challengechallenge

Integrating financial markets is another Integrating financial markets is another 
key challenge (2)key challenge (2)
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Financial Financial iintegration is ntegration is lless ess aadvanced, but dvanced, but 
uunder nder wwayay:: Price Price iindicatorsndicators

Improving Improving efficiency of efficiency of Asian Asian 

financial markets since financial markets since 

the crisisthe crisis

CClose linklose linkss to global marketsto global markets

Recycling of Asian savings Recycling of Asian savings 

into Asian investmentinto Asian investment

Development of global Development of global 

financial centers in Asiafinancial centers in Asia

15

Monetary integration to take longest (1)Monetary integration to take longest (1)

•• Rising trade within Asia and deepening macroeconomic Rising trade within Asia and deepening macroeconomic 
interdependence within East Asia make intraregional interdependence within East Asia make intraregional 
exchange rate stability necessary exchange rate stability necessary 

•• Yet, progress in monetary integration is likely to be much Yet, progress in monetary integration is likely to be much 
more gradual than trade and financial integrationmore gradual than trade and financial integration——lack of lack of 
anchor currency (unlike German mark in Europe)anchor currency (unlike German mark in Europe)

•• Moreover, as monetary integration tends to be institutionMoreover, as monetary integration tends to be institution--
intensiveintensive——it requires policy autonomyit requires policy autonomy——mustering political mustering political 
support is much more difficult support is much more difficult 

•• Given these constraints, one option is for a small group of Given these constraints, one option is for a small group of 
countries, say, among ASEAN or ASEAN+3, to anchor their countries, say, among ASEAN or ASEAN+3, to anchor their 
exchange rate polices on some version of a common exchange rate polices on some version of a common 
basket of currenciesbasket of currencies
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•• With sufficient experience in running such an exchange With sufficient experience in running such an exchange 
rate system, and if the system appeals to others, more rate system, and if the system appeals to others, more 
countries could join, paving the way for a regioncountries could join, paving the way for a region--wide wide 
basket currency regime basket currency regime 

•• Building upon the Chiang Mai Initiative, an augmented Building upon the Chiang Mai Initiative, an augmented 
regional reserve pooling system and better regional regional reserve pooling system and better regional 
economic surveillance would augment the drive for economic surveillance would augment the drive for 
intraregional exchange rate stability intraregional exchange rate stability 

•• Even modest initiatives at monetary integration would Even modest initiatives at monetary integration would 
require significant institution building at the regional level require significant institution building at the regional level 

Monetary integration to take longest (2)Monetary integration to take longest (2)
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MMacroeconomic acroeconomic iinterdependence nterdependence 
deepening deepening 
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Regional and Regional and ttransregionalransregional fforumsorums
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A Partnership for A Partnership for sshared hared pprosperityrosperity

•• Asian economies in the longAsian economies in the long--run are likely to run are likely to 

havehave

-- a single marketa single market

-- deep, liquid and integrated financial marketsdeep, liquid and integrated financial markets

-- effective macroeconomic policy coordination effective macroeconomic policy coordination 

-- workers moving much more freely than todayworkers moving much more freely than today

-- collective efforts to address social issuescollective efforts to address social issues

-- stronger voice in global policy forumsstronger voice in global policy forums

-- more regional institutionsmore regional institutions
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In ConclusionIn Conclusion

•• Asian economic integration is an idea whose time has Asian economic integration is an idea whose time has 
comecome

•• EuropeEurope’’s experience a useful benchmark for Asia s experience a useful benchmark for Asia 

•• Yet Asia will have to Yet Asia will have to ““calibratecalibrate”” the European model to the European model to 
suit its own historical context, sociosuit its own historical context, socio--economic, and economic, and 
political conditionspolitical conditions

•• The sequencing, style, scope, and speed of Asian The sequencing, style, scope, and speed of Asian 
integration will be somewhat different from Europeintegration will be somewhat different from Europe

•• A multiA multi--track, multitrack, multi--speed approach firmly grounded on speed approach firmly grounded on 
subregionalsubregional initiatives most appropriateinitiatives most appropriate

•• While ASEAN could continue to be the driving force for While ASEAN could continue to be the driving force for 
Asian trade (and investment) integration, ASEAN+3 could Asian trade (and investment) integration, ASEAN+3 could 
take the lead in deepening regional financial integrationtake the lead in deepening regional financial integration
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