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Comments on Chapter 3—Managing Macroeconomic Interdependence
Comment 1: Sources of growth
The author notes that “In the crisis-hit countries, for example, recovery from the crisis was led by investment and private consumption, with net exports playing a relatively marginal role.” But the author seems to overlook the fact that the contribution of net exports is almost always (maybe with an exception of only small city economies such as Hong Kong, China and Singapore) small relative to that of domestic demand. Thus, arguing whether an economy is export or domestic demand driven based on the contribution of net exports relative to that of domestic demand is somewhat misleading (ADB, 2005). 
In a conventional sense, classifying an economy as export or domestic demand driven is not solely based on the contribution of net exports.  If that’s the case, there will be only a very few small economies (such as Hong Kong, China and Singapore) that can be called “export-driven.” Some economies are considered more export-driven than others even though domestic demand remains a still dominant component for all of these economies. For example, Asian economies are more export dependent, while the US economy is more domestic demand driven. But, in both economies, domestic demand remains the dominant component for GDP.    

In Table 3.1, an example of a strong growth year for Asian countries falls short of any supporting evidence for the author’s argument. In fact, for most economies, domestic demand (particularly domestic consumption) is by far the most dominant component in national income accounting, thus it will be hard to find that an economy grows while domestic demand contracts. Likewise, high growth years are normally associated with positive growth in domestic demand. 
High growth in exports, on the other hand, tends to be accompanied by high growth in imports. This is particularly true for many Asian economies that rely on intermediate and capital goods imports for the assembly and final production of exports. Therefore, net exports tend to be small in their contribution to growth. But the role of exports expands beyond the simple addition to the national income accounting. Strong exports encourage industrial production, corporate spending, and employment. In this case, despite a relatively small share of net exports and its direct contribution to growth, an economy may be described as export driven. 
If the author wants to claim that Asia is not export-driven, the author should show: (a) growth is strong despite deteriorating net exports and (b) this is relatively consistent over business cycles. In other words, the economy shows a business cycle characteristic that is consistently driven by domestic demand, regardless of export performance.  

Minor suggestions for the improvement of the paper are:
· In the second paragraph of P.6, the author argues that a recovery in the crisis-hit countries was driven by domestic demand. Then, in the next sentence, the author takes an example of India, followed again by Malaysia and the Philippines. India wasn’t a crisis-affected country. Mixture of such anecdotes blurs the author’s message, where crisis-affected countries are no longer vulnerable to external developments or Asia in general is not export-driven…

· In Table 3.1., including public investment is rather misleading in terms of growth accounting. In theory, public investment together with fiscal outlays should be countercyclical, rather than a growth driver. 

Comment 2: Business Cycle Synchronization

The author rightly points out that there is “no theoretical presumption that greater intra-regional trade intensity necessarily leads to greater regional business cycle synchronization.” On theoretical grounds, the effect of international trade linkages on business cycle co-movements is ambiguous. Strong growth in trade tends to encourage countries to specialize in certain industry by drawing on comparative advantages. Therefore, the demand side spillovers through trade linkages could be offset by increased supply side idiosyncrasies, and hence exposure to different sector-specific shocks. For example, an investment or consumption boom in one country may boost demand for imports through stronger trade linkages, in turn generating co-movements in business cycles. But to the extent that international trade linkages are associated with increased industry specialization across countries, different industry-specific shocks may dominate business cycle dynamics of individual countries, thus leading to greater divergence. In this sense, a higher share of intra-industry trade is likely to induce greater synchronization by minimizing the effect of production specialization. To the extent that intra-Asian trade is driven by intra-industry trade based on vertical integration of production chains, one might expect that Asian business cycles should be relatively synchronized. Nonetheless, whether and to what extent rapidly rising intra-Asian trade has affected the nature of the Asian business cycle fluctuations vis-à-vis both among the countries within the region and with the rest of the world is ultimately an empirical question.
In this sense, how to set up an empirical model is important. The author shows that empirical results are supportive of the uncoupling hypothesis using the correlation and the VAR analyses. But the correlation analysis by the author shows that the correlation of Asian economies with the US increased significantly. In fact, the results in Table 3.4 show that the correlation with the US is the only one that increased. Then the VAR system yields different results. As the author also rightly pointed out, any VAR results are sensitive to the choice of strategies. But while the correlation includes quarterly GDP data from 1986, the VAR does so only from 1993. These inconsistencies across empirical works and results compromise the effectiveness of the message.  

In the past year or so, there has been a flurry of studies on this subject and found still strong macroeconomic interdependence between Asia and the world. The recent paper by IMF (IMF, 2007) also shows that global spillover effects (particularly from the US) are significant. I quote “The old saying, “If the United States sneezes, the rest of the world catches a cold,” remains relevant since the analysis shows that recessions in the United States (and, to a lesser extent, in other large economies) can exert significant spillovers on both advanced and developing economies.” The author’s argument has to be somehow reconciled with these recent findings, while evidence provided here is too weak to either confirm or deny the uncoupling hypothesis.
Minor points are again:  The VAR system in section 3.2 is not sufficiently explained in terms of variables including u, v, and w. I suppose they are based on a dynamic factor model, but an appendix or a box needs to be included for details on the model. (Please refer to Kose et al., 2003).
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