
�

EMERGING ASIAN 
REGIONALISM
A Partnership for Shared Prosperity

HIGHLIGHTS



��

© 2008 As�an Development Bank

All r�ghts reserved. Publ�shed 2008. 
Pr�nted �n the Ph�l�pp�nes.

Pr�nted us�ng vegetable o�l-based �nks on recycled paper; 
manufactured through a totally chlor�ne-free process.

Catalog�ng-In-Publ�cat�on Data

Publ�cat�on Stock No. BBK113008
ISBN 978-971-561-668-3

Emerg�ng As�an reg�onal�sm: a partnersh�p for shared prosper�ty—H�ghl�ghts
Mandaluyong C�ty, Ph�l.: As�an Development Bank, 2008.   

1. Reg�onal�sm            2. Subreg�onal cooperat�on                 3. Econom�c 
development      4. As�a             I. As�an Development Bank.

The v�ews expressed �n th�s book are those of the authors and do not 
necessar�ly reflect the v�ews and pol�c�es of the As�an Development Bank 
(ADB) or �ts Board of Governors or the governments they represent.
 
ADB does not guarantee the accuracy of the data �ncluded �n th�s publ�cat�on 
and accepts no respons�b�l�ty for any consequence of the�r use.
 
Use of the term “country” does not �mply any judgment by the authors or 
ADB as to the legal or other status of any terr�tor�al ent�ty. The symbol “$” 
represents the Un�ted States dollar unless otherw�se �nd�cated. “As�a” refers 
only to ADB’s As�an member econom�es. The 16 “�ntegrat�ng As�an econom�es” 
are Brune� Darussalam; Cambod�a; People’s Republ�c of Ch�na; Hong Kong, 
Ch�na; Ind�a; Indones�a; Japan; Republ�c of Korea; Lao People’s Democrat�c 
Republ�c; Malays�a; Myanmar; Ph�l�pp�nes; S�ngapore; Ta�pe�,Ch�na; Tha�land; 
and V�et Nam.
 
ADB encourages pr�nt�ng or copy�ng �nformat�on exclus�vely for personal 
and noncommerc�al use w�th proper acknowledgement of ADB. Users are 
restr�cted from resell�ng, red�str�but�ng, or creat�ng der�vat�ve works for 
commerc�al purposes w�thout the express, wr�tten consent of ADB.

As�an Development Bank
6 ADB Avenue, Mandaluyong C�ty
1550 Metro Man�la, Ph�l�pp�nes
Tel: +63 2 632 4444
Fax: + 63 2 636 4444
www.adb.org



���

Foreword

A
s�a today �s an econom�c dynamo. But As�a’s success 
story �s about more than rap�d development, poverty 
reduct�on, and an ever-expand�ng m�ddle class. It �s more 
than the product�on and d�str�but�on networks that place 
As�an goods w�th�n easy reach of consumers around the 

globe. It �s more than labor-�ntens�ve �ndustr�es, h�gh-tech product�on 
of �ntermed�ate goods, or the final products assembled �n As�a’s 
myr�ad plants and �ndustr�al estates. 

Part of As�a’s success story �s also grow�ng �ntegrat�on—a 
phenomenon that �s �ncreas�ngly garner�ng the attent�on of observers 
outs�de the reg�on and, more �mportantly, the pol�cy makers and the 
publ�c they serve. The trend toward �ntegrat�on �s ga�n�ng momentum 
through enhanced d�alogue between countr�es and people—from 
the s�mple contact brought about by �ntrareg�onal tour�sm to formal 
meet�ngs of government offic�als, m�n�sters, and pol�t�cal leaders. 
Intrareg�onal trade and �nvestment are expand�ng rap�dly, financ�al 
markets are becom�ng closer and more effic�ent, and econom�es are 
becom�ng more �nterdependent. Reg�onal �nfrastructure projects are 
�ncreas�ng connect�v�ty, and countr�es are work�ng together to prov�de 
reg�onal publ�c goods �n areas such as the env�ronment and health. 

Emerg�ng As�an reg�onal�sm offers a new platform for econom�c 
development that �s good for �nd�v�dual econom�es, good for As�a, and 
good for the world. It �s a “partnersh�p for shared prosper�ty.”

The evolv�ng approach to �ntegrat�on �n As�a �s market-fr�endly, 
mult�track, and mult�speed, allow�ng for a healthy dose of pragmat�sm 
among a colleg�al group of econom�es. Th�s approach �s workable for 
a reg�on of such s�ze and d�vers�ty, and holds several advantages. 
F�rst, any group of terr�tor�es, econom�es, or subreg�ons can �ntegrate 
accord�ng to �ts part�cular levels of development and the spec�fic 
opportun�t�es that reg�onal�sm offers. Second, as partnersh�ps 
strengthen, smaller groups are more l�kely to merge �nto larger 
ones, lead�ng to w�der and deeper relat�ons across an ever-grow�ng 
swathe of As�a. Th�rd, th�s approach ensures that As�a’s econom�c 
�ntegrat�on rema�ns market-fr�endly—that �ts framework cont�nues 
to be respons�ve to pr�vate sector needs as expand�ng bus�ness and 
open markets power As�an econom�es ahead. 
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Subreg�onal cooperat�on �s the bu�ld�ng block of As�a’s reg�onal 
�ntegrat�on, and a log�cal way to move forward, g�ven the reg�on’s 
d�vers�ty and s�ze. Whether �n the Greater Mekong Subreg�on, East As�a 
�n �ts ent�rety, South As�a, Central As�a, or the Pac�fic Island nat�ons, 
the scope and speed of reg�onal cooperat�on w�ll �nev�tably d�ffer. 
As partnersh�ps develop, br�dges naturally form across subreg�onal 
boundar�es, lead�ng eventually to w�der and more comprehens�ve 
cooperat�on and �ntegrat�on. Such cooperat�on and �ntegrat�on have 
been seen most clearly �n the aftermath of the As�an financ�al cr�s�s, 
wh�ch tr�ggered a per�od of s�gn�ficant progress �n reg�onal cooperat�on 
as much out of necess�ty as opportun�ty. 

Th�s study analyzes the nature of As�a’s emerg�ng reg�onal�sm, 
prov�d�ng a bas�s for understand�ng �ts d�mens�ons and further 
d�scuss�on on ways to move forward. The dynam�c and outward-
look�ng style of As�an reg�onal�sm can have a s�gn�ficant �mpact �n an 
�ncreas�ngly global�zed world. Reg�onal�sm can be a stab�l�z�ng factor 
when shocks ar�se, whether reg�on-based or externally �mposed. 
Be�ng pragmat�c and flex�ble does not mean tak�ng a la�ssez fa�re 
outlook. Reg�onal�sm carr�es the respons�b�l�ty of proper management, 
effect�ve commun�cat�on, and (when requ�red) pol�cy coord�nat�on or 
the creat�on of common reg�onal �nst�tut�ons. Reg�onal�sm can also 
be an effect�ve pol�cy tool to help markets adjust and adapt when a 
cr�s�s looms. 

Whether prov�d�ng new reg�onal publ�c goods, manag�ng natural 
d�sasters and ep�dem�cs, eas�ng trade �n products and serv�ces, mov�ng 
cap�tal and people, bu�ld�ng common pos�t�ons �n �nternat�onal forums, 
or work�ng together �n correct�ng global market fa�lures, emerg�ng 
As�an reg�onal�sm w�ll rely on the sort of exper�ence, research, and 
analys�s that make up th�s study so they can develop and properly 
manage strateg�es that can effect�vely deal w�th the challenges As�a 
w�ll face.

Th�s study, led by the Office of Reg�onal Econom�c Integrat�on, 
�s a flagsh�p project of the knowledge departments of the As�an 
Development Bank. It bu�lds on the Em�nent Persons Group report of 
March 2007, wh�ch suggests as one of �ts three complementary themes 
that ADB sh�ft �ts focus from a pr�mar�ly nat�onal one to a reg�onal 
and ult�mately global focus. It also contr�butes to the ach�evement 
of ADB’s long-term strateg�c framework by help�ng to define the 
relevance of reg�onal �ntegrat�on and cooperat�on as a platform for 
poverty reduct�on and promot�on of econom�c development. 
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The study has greatly benefited from the work and contr�but�ons 
of many people. I w�sh to express deep apprec�at�on to the excellent 
team of authors, adv�sers, rev�ewers, and ed�tors, both outs�de and 
w�th�n ADB, who worked on the report and prov�ded gu�dance and 
�nnovat�ve �deas. The pr�nc�pal consultant, Peter Petr�, coord�nated 
the work of chapter authors and drafted the �ntroduct�on, the chapter 
on deepen�ng �nterdependence, the conclus�on, and the Highlights. 
M�chael Plummer drafted the chapter on �ntegrat�ng product�on; 
Jenny Corbett and Mar�a Socorro Gochoco-Baut�sta, that on financ�al 
systems; Sh�nj� Takag�, that on macroeconom�c l�nks; Sh�lad�tya 
Chatterjee and An�ceto Orbeta, that on soc�al and env�ronmental �ssues; 
and Peter Drysdale that on the arch�tecture of cooperat�on. Ph�l�ppe 
Legra�n served as econom�cs ed�tor. The study was conce�ved and led 
by an ADB team compr�s�ng Masah�ro Kawa�, Jong-Wha Lee, Sr�n�vasa 
Madhur, and G�ovann� Capannell�. The financ�al contr�but�on of the 
Government of Japan for th�s project �s gratefully acknowledged.

How As�an reg�onal�sm evolves w�ll affect the l�ves of the 3.7 
b�ll�on people who �nhab�t the reg�on, and w�ll �mpact the world as 
a whole. As�a’s contr�but�on to the global economy �s grow�ng faster 
than that of any other reg�on. The emergence of As�an reg�onal�sm, 
powered by new generat�ons of As�ans who have been ra�sed am�d 
except�onal econom�c progress and cooperat�on among nat�ons, w�ll 
help establ�sh a last�ng prosper�ty and peace. 

Haruh�ko Kuroda
Pres�dent
As�an Development Bank
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Introduction

T
he center of grav�ty of the global economy �s sh�ft�ng 
to As�a. As�a’s gross domest�c product (GDP) �s already 
s�m�lar �n s�ze to those of Europe and North Amer�ca, and 
�ts �nfluence on the world cont�nues to �ncrease. In many 
As�an econom�es, the cycle of poverty has been broken; 

�n others, th�s h�stor�c a�m �s w�th�n s�ght. As�a’s extraord�nary 
success has brought new challenges: wh�le rap�d econom�c growth 
rema�ns a pr�or�ty, c�t�zens demand that �t also be susta�nable and 
more �nclus�ve. And As�a �s now so �mportant to the world economy 
that �t must also play a larger role �n global econom�c leadersh�p. 
Reg�onal econom�c cooperat�on, a relat�vely new d�mens�on of As�an 
development, w�ll be essent�al for address�ng all of these challenges. 
 The Highlights reports on the pr�nc�pal find�ngs of Emerging Asian 
Regionalism, an �n-depth study of As�a’s �ncreas�ng �ntegrat�on and 
�ts �mpl�cat�ons for reg�onal econom�c cooperat�on. Analyt�cal and 
emp�r�cal support �s presented �n the ma�n study and background 
papers for �t. The study focuses on 16 As�an econom�es that have 
made substant�al progress �n l�nk�ng the�r econom�es (Table 1).1 Th�s 
“�ntegrat�ng As�a” accounts for 87% of As�a’s total populat�on and 96% 
of �ts output, so �n th�s study �s often referred to s�mply as “As�a.” In 
some respects, those econom�es are already as closely �ntertw�ned 
as those of Europe’s s�ngle market. Yet they are also remarkably 
d�verse: they �nclude some of the world’s wealth�est countr�es and 
some of �ts poorest, large cont�nental powers as well as small c�ty 
states, and cont�nuously �ndependent countr�es and former colon�es. 

1  The group �s dom�nated by East As�an econom�es because of the�r long-
stand�ng comm�tment to outward-or�ented development and extens�ve reg�onal 
�nteract�ons. Ind�a’s l�nks w�th the group are now also grow�ng rap�dly. The 
defin�t�on of such a group �s �nherently arb�trary, s�nce �t could arguably �nclude 
other econom�es w�th wh�ch the reg�on has strong econom�c l�nks and cooperat�ve 
relat�onsh�ps. G�ven the reg�on’s �ntr�ns�c econom�c dynam�sm, the shape of 
�ntegrat�ng As�a �s flu�d and l�kely to expand over t�me.

1. Introduction
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Table 1.  Integrating Asia: basic indicators 2007

ADB = Asian Development Bank, GDP = gross domestic product.
Notes:       
GDP data for Brunei Darussalam for 2006 and 2007 are ADB staff estimates based on national sources.
GDP data for Myanmar for 2005, 2006, and 2007 are ADB staff estimates based on the Economist Intelligence Unitl 2008.
GDP data for Taipei,China are sourced from the Directorate General of Budget, Account and Statistics, Executive Yuan. Available: http://eng.
stat.gov.tw. Accessed March 2008.
GDP series for Cambodia start from 1994.
World GDP for 2007 was estimated by ADB staff based on IMF 2008.
Trade/GDP shares refer to 2006 values.
GDP growth rates are calculated at constant 2000 US dollar prices.     
Total Asia includes integrating Asian economies plus all other ADB developing member countries for which data are available.  The countries are 
Afghanistan; Bangladesh; Bhutan; Fiji Islands; Georgia; Kiribati; Kyrgyz Republic; Marshall Islands; Federated States of Micronesia; Mongolia; 
Nepal; Pakistan; Papua New Guinea; Samoa; Solomon Islands; Sri Lanka; Tajikistan; Tonga; Uzbekistan; and Vanuatu. 
Sources: Data from ADB 2007b. Available: http://www.adb.org. Accessed: March 2008; and World Bank 2007. Available: http://www.
worldbank.org. Accessed: March 2008.     

Economy
Population 

(million)

GDP
Average GDP growth 

rate 1986–2006 
(percent) Trade/GDP 

(percent)

($ billion) (per capita) ($ billion) (per capita)

Brunei Darussalam 0.4 12 30,750 1.5 -1.1 90.4

Cambodia 14.2 8 579 8.5 6.2 120.5

China, People’s Republic of 1,321.5 3,241 2,452 9.7 8.6 66.0

Hong Kong, China 6.9 207 29,846 5.3 4.2 346.9

India 1,138.0 1,166 1,025 6.3 4.4 32.5

Indonesia 225.4 433 1,922 5.2 3.7 50.0

Japan 127.9 4,380 34,246 2.2 1.9 28.2

Korea, Republic of 48.5 970 20,246 6.5 5.7 71.5

Lao People’s Democratic Republic 5.8 4 696 6.0 3.6 60.8

Malaysia 27.2 187 6,868 6.4 3.8 195.7

Myanmar 57.0 11 193 5.2 3.6 56.9

Philippines 88.7 145 1,634 4.1 1.8 84.7

Singapore 4.6 161 35,076 7.0 4.5 386.2

Taipei,China 23.0 383 16,680 5.6 4.7 130.3

Thailand 65.7 246 3,737 6.1 4.8 125.7

Viet Nam 86.4 71 824 7.0 5.2 138.0

Integrating Asia 3,241.4 11,626 3,587 4.1 2.6 62.5

Total Asia 3,714.0 12,081 3,253 4.0 2.5 62.9

European Union 461.3 16,586 35,958 2.4 2.0 64.3

United States 301.1 13,841 45,963 3.1 2.0 22.4

World 6,615.0 50,609 7,651 3.8 1.7 50.5
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Introduction

As�a’s strength der�ves prec�sely from the openness, d�vers�ty, and 
dynam�sm of �ts �nterconnected econom�es. 
 As�an econom�es are pr�nc�pally connected through markets—
through trade, financ�al flows, d�rect �nvestment, and other forms of 
econom�c and soc�al exchange. But where markets lead, governments 
are follow�ng. As�an leaders have comm�tted to work together more 
closely and have already taken concrete steps �n some areas. The 
1997/98 financ�al cr�s�s, 2 �n part�cular, was an �mportant catalyst for 
th�s emerg�ng reg�onal�sm and gave r�se to a range of new �n�t�at�ves 
and �nst�tut�ons. As�an reg�onal�sm has not sought to repl�cate the 
European Un�on (EU), but has rather focused on find�ng new and 
flex�ble forms of cooperat�on that reflect the reg�on’s d�vers�ty and 
pragmat�sm. It a�ms to bu�ld on the reg�on’s remarkable ach�evements 
to address the daunt�ng challenges �t st�ll faces. 
 The stakes could not be h�gher. A dynam�c and outward-look�ng 
As�an reg�onal�sm could br�ng huge benefits to As�a and to the world. 
Whereas a volat�le and fract�ous As�an economy could play a corros�ve 
role both reg�onally and globally, a v�brant and �ntegrated one could 
boost product�v�ty and compet�t�veness, ra�s�ng l�v�ng standards �n 
As�a and around the world. A cohes�ve and product�ve As�a would help 
to stab�l�ze and power the world economy, and �s thus �n everyone’s 
�nterest. In short, emerg�ng As�an reg�onal�sm could develop �nto a 
partnersh�p that advances reg�onal and global prosper�ty.
 As th�s study goes to press, the repercuss�ons of the subpr�me 
mortgage cr�s�s �n the Un�ted States (US) are st�ll work�ng the�r way 
through the global financ�al system. The course of the unfold�ng global 
econom�c slowdown �s st�ll unclear. What �s clear �s that As�a now has 
a w�der range of tools for manag�ng �ts econom�c prospects than ever 
before. It needs to mon�tor econom�c and financ�al developments 
closely and �t should be prepared to adopt coord�nated pol�c�es 
that support the reg�on’s cont�nued growth. The uncerta�n global 
context adds part�cular urgency to th�s study’s recommendat�ons 
on strengthen�ng the reg�on’s financ�al stab�l�ty and mechan�sms 
of macroeconom�c cooperat�on. Yet the focus of th�s study �s the 
�ntermed�ate, rather than �mmed�ate, future: the steps that As�a 
could collect�vely take by, say, 2020 to ensure rap�d, �nclus�ve, and 
susta�nable econom�c growth.
 Draw�ng on the As�an Development Bank’s 42 years of exper�ence 
�n financ�ng, analyz�ng, and adv�s�ng on the reg�on’s econom�c 

2   The cr�s�s started on 2 July 1997. Its durat�on var�ed between places, but was 
generally 1–2 years.



Highlights of Emerging Asian RegionalismHighlights of Emerging Asian Regionalism

6

development, th�s study exam�nes the dr�vers of �ntegrat�on; explores 
real�st�c strateg�es for bu�ld�ng a dynam�c, open As�an econom�c 
commun�ty; and seeks to prov�de �ns�ght on major �ssues that w�ll 
shape As�a’s econom�c future. 
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U
nt�l recently, As�a’s development path �nvolved 
sequent�al—and somet�mes compet�ng—t�es to markets 
outs�de the reg�on, and d�d not y�eld strong econom�c 
l�nks w�th�n As�a �tself. Th�s has changed—wh�le the 
reg�on’s econom�c pol�c�es rema�n predom�nantly 

nond�scr�m�natory and outward-or�ented, As�a’s econom�es have 
grown large and prosperous enough to have become very �mportant 
to each other. The�r trade and financ�al transact�ons are deeper, the�r 
macroeconom�c l�nks are stronger, the�r people have more contact 
w�th each other, and the�r governments are exper�ment�ng w�th 
new forms of cooperat�on. In short, As�a �s �ntegrat�ng. But should 
�ntegrat�on lead to reg�onal�sm?
 Th�s study finds that 

• the financ�al cr�s�s of 1997/98 underscored As�a’s 
�nterdependence and shared �nterests, and gave a strong 
�mpetus to emerg�ng As�an reg�onal�sm; 

• As�a’s econom�es are broadly and �ncreas�ngly �nterconnected 
through trade, finance, macroeconom�c l�nks, and other 
�mportant econom�c relat�onsh�ps;

• As�a’s cont�nued growth w�ll re�nforce �ts �ntegrat�on, but 
w�ll also requ�re solut�ons to complex soc�al and econom�c 
challenges; and

• offic�al cooperat�on w�ll need to �ntens�fy, based on sound 
econom�c pr�nc�ples.

 The step from �nterdependence to reg�onal�sm—from market-
led to pol�cy-led �ntegrat�on—�s ne�ther automat�c nor self-ev�dent. 
W�th reasonable access to global markets, As�an econom�es have 
made except�onal progress �nd�v�dually. They have also developed 
strong reg�onal t�es w�th relat�vely few formal agreements. But just 
as reg�onal �ntegrat�on generates new commerc�al opportun�t�es, �t 

2. Asian regionalism:  
context and scope
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also creates new demands for �ntergovernmental cooperat�on and 
�nst�tut�onal development. 

The logic of regional collective action
The econom�cs of reg�onal�sm has a complex and troubled h�story. 
In the 1930s, shr�nk�ng �nternat�onal trade led to the emergence of 
preferent�al trad�ng blocs, wh�ch further damaged the global trad�ng 
system and accelerated the downward sp�ral of econom�c act�v�ty. 
Th�s exper�ence was foremost �n the m�nd of the arch�tects of the 
postwar global econom�c system as they adopted the pr�nc�ple 
of nond�scr�m�nat�on as a central p�llar of the General Agreement 
on Tar�ffs and Trade (GATT), the forerunner of the World Trade 
Organ�zat�on (WTO). The case for As�an reg�onal�sm must be cons�stent 
w�th WTO pr�nc�ples: a “fortress As�a” �s no more des�rable than a 
fortress Europe or a fortress North Amer�ca would be. But the open, 
outward-or�ented reg�onal�sm that �s emerg�ng �n As�a today need not 
pose such a threat. Much of the ev�dence assembled �n th�s report 
suggests that As�a has—and w�ll cont�nue to have—a fundamental 
stake �n both reg�onal and global �ntegrat�on. 
 The case for collect�ve act�on ar�ses from market fa�lures that 
would reduce econom�c welfare �n the absence of offic�al measures. 
The case for reg�onal collect�ve act�on �s st�ll more spec�fic: �t 
addresses the problems that are �nherently reg�onal or that, for 
other reasons, cannot be solved at the global or nat�onal level. 
Econom�c theory argues for such act�on �n the presence of reg�onal 
cross-border external�t�es and sp�llovers, and when pol�c�es need 
to be coord�nated to del�ver jo�nt publ�c goods. In l�ne w�th these 
requ�rements, As�a’s reg�onal �n�t�at�ves should focus on the follow�ng 
�mportant pr�or�t�es: 

• providing new regional public goods, such as mechan�sms 
to head off ep�dem�cs; resources to address financ�al cr�ses; 
and rules to enable countr�es to �ntegrate financ�al, goods, 
and serv�ces markets; 

• managing spillovers among economies result�ng from closer 
macroeconom�c relat�ons, greater cap�tal and labor flows, 
and env�ronmental degradat�on; 

• exercising Asia’s influence in global economic forums to 
help susta�n open and compet�t�ve global markets; 

• liberalizing trade and investment beyond levels ach�evable 
through global negot�at�ons; and
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• adding value to national policy making, notably by 
shar�ng “best pract�ces” and h�ghl�ght�ng pr�or�t�es that 
may be opposed by domest�c spec�al �nterests—such 
as measures to enhance compet�t�on and regulatory 
overs�ght, reduce poverty and �nequal�ty, and control  
env�ronmental external�t�es. 

 In other words, th�s study argues for reg�onal cooperat�on not as 
a goal for �ts own sake, but as a means of ach�ev�ng more fundamental 
a�ms. Reg�onal�sm can be a powerful, and even essent�al, tool for cop�ng 
w�th the consequences of �nterdependence �n trade and �nvestment, 
finance, macroeconom�c l�nks, and soc�al and env�ronmental �ssues. 
As�a’s l�nks are deepen�ng �n each of these areas, and new �nst�tut�ons 
are emerg�ng or w�ll be needed to manage �ts cooperat�ve efforts. 

Watershed: the financial crisis of 
1997/98
As�an econom�c cooperat�on has been d�scussed for some t�me—for 
example, �n 1990, Malays�an Pr�me M�n�ster Mahath�r Mohammed 
proposed the establ�shment of the “East As�an Econom�c Group,”  
wh�ch d�d not ga�n tract�on unt�l the financ�al cr�s�s of 1997/98 
(for brev�ty, referred to subsequently as the “cr�s�s”). The cr�s�s 
was a watershed: �t sharply focused the reg�on’s attent�on on �ts 
�nterdependence and shared �nterests. It also exposed weaknesses �n 
the global financ�al arch�tecture and led to new reg�onal �n�t�at�ves. 
 The cr�s�s began on 2 July 1997, when Tha�land abandoned a short 
but costly defense of the baht aga�nst speculat�ve attack. The attacks 
qu�ckly spread to Indones�a, Malays�a, and the Ph�l�pp�nes. Later they 
spread to Hong Kong, Ch�na; the Republ�c of Korea; and Ta�pe�,Ch�na. 
Although the People’s Republ�c of Ch�na (PRC) and Hong Kong, Ch�na 
also came under pressure, they d�d not allow the�r currenc�es to float 
or devalue. The cr�s�s was short: most currenc�es had bottomed out 
by January 1998, and nearly all East As�an econom�es were expand�ng 
aga�n by 1999. But �t was also severe: �n many countr�es �t also 
�nvolved a ser�ous bank�ng cr�s�s, the collapse of cred�t markets, and 
deep recess�on. Scars rema�n: poverty rates rose sharply �n affected 
countr�es and, �n most, �nvestment and growth have yet to rega�n 
precr�s�s levels. 
 A decade later, debate cont�nues on whether the cr�s�s was 
tr�ggered by macro- or m�cro-econom�c fundamentals, or s�mply 
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too many �nvestors “rush�ng for the ex�t” (Radelet et al. 1998). Its 
suddenness, rap�d geograph�c spread, and brev�ty suggest that 
financ�al pan�c was an �mportant—perhaps a dom�nant—cause. But 
as w�th most complex econom�c phenomena, the cr�s�s probably had 
mult�ple causes (World Bank 1998). Stronger macroeconom�c pol�c�es 
and financ�al systems �n the affected econom�es m�ght have prevented 
�t; more dec�s�ve and appropr�ate act�on by the �nternat�onal financ�al 
commun�ty could have l�m�ted �ts damage (Ito 2007); and, had an 
As�an reg�onal financ�ng fac�l�ty ex�sted, �t m�ght have prov�ded more 
t�mely and better-ta�lored support. 
 Yet the cr�s�s d�d have a s�lver l�n�ng: most As�an econom�es—
�nclud�ng those not d�rectly affected—used �t as an opportun�ty to 
undertake system�c reform. Domest�cally, they restructured and 
strengthened the�r financ�al systems; reg�onally, they establ�shed 
mechan�sms for cooperat�on and emergency financ�ng. The lessons 
of the cr�s�s are exam�ned �n the ma�n study; two conclus�ons stand 
out. F�rst, rap�d development creates structural tens�ons, such as 
the lagg�ng development of As�a’s financ�al sector, that are masked 
by strong growth. Econom�c development requ�res the parallel 
development of sound �nst�tut�ons and good governance, but th�s 
does not happen automat�cally. Second, As�an econom�es have 
deeper connect�ons, more s�gn�ficant sp�llovers, and (hence) a larger 
stake �n each other’s stab�l�ty than prev�ously understood. As�a 
requ�res cooperat�ve mechan�sms to m�n�m�ze the r�sks of cr�ses and 
to conta�n and manage those that ar�se. Both conclus�ons argue for 
enhanced reg�onal cooperat�on.

Deepening economic interdependence 
The cr�s�s h�ghl�ghted financ�al l�nks, but reg�onal �nterdependence 
�s best understood as a complex, mult�d�mens�onal process that 
encompasses several spheres of econom�c act�v�ty, soc�al contacts, 
and strands of offic�al collaborat�on. The most common measure of 
reg�onal �ntegrat�on—the share of a reg�on’s total trade conducted 
w�th�n �t—has r�sen �n As�a from about a fifth �n the aftermath of 
World War II to a th�rd or so �n the 1980s, and to over half �n recent 
years. As�a �s now broadly as �nterdependent �n trade as the EU and 
North Amer�ca are (F�gure 1). Indeed, As�a now trades more w�th 
�tself than e�ther the EU or North Amer�ca d�d at the outset of the�r  
�ntegrat�on efforts. 
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 A broader measure should �ncorporate other channels of 
�ntegrat�on, such as d�rect �nvestment, financ�al and macroeconom�c 
l�nks, and personal contacts. To th�s end, data on s�x �nd�cators of 
As�an econom�c �ntegrat�on were collected for �ntegrat�ng As�an 
econom�es before and after the 1997/98 cr�s�s. The reg�onal averages 
are shown �n F�gure 2. These need to be �nterpreted caut�ously—some 
�nd�cators are only prox�es of econom�c l�nks, and several �nd�cators 
measure trends and correlat�ons, wh�ch do not necessar�ly reflect 
causat�on—but �t �s str�k�ng that all s�x �nd�cators have �ncreased �n 
recent years. 
 Reg�onal �ntegrat�on �s not an �nev�table outcome of econom�c 
development. Most rap�dly develop�ng econom�es—espec�ally large 
or h�ghly spec�al�zed ones—requ�re, and usually develop, strong 
global connect�ons. Yet the network-based product�on systems that 
have emerged �n recent years, as well as the �nvestment and labor 
flows assoc�ated w�th them, have �ncreased the relat�ve �mportance 
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Figure 1.  Increasing intraregional trade

Notes: 
European Union includes all 25 members as of 2005.
Integrating Asia includes Brunei Darussalam; Cambodia; People’s Republic of China; 
Hong Kong, China; India; Indonesia; Japan; Republic of Korea; Lao People’s Democratic 
Republic; Malaysia; Myanmar; Philippines; Singapore; Taipei,China; Thailand; and Viet 
Nam.
The intraregional trade share is defined as: (Xii + Mii) . (Xi. + Mi.) where X

ii
 is exports of 

region i to region i; M
ii
 is imports of region i from region i; X

i 
. is total exports of region i; 

and M
i 
. is total imports of region i.

Source: Data from IMF 2007b. Available: http://www.imf.org. Accessed: October.
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Figure 2. Advancing integration: regional indicators, pre- and post-crisis
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Trade policy cooperation: Density of free trade agreements among integrating Asian economies (share of pair-wise trade relations that are 
under a free trade agreement, with a weighting of 1.0 for concluded agreements, 0.5 for agreements under negotiations, 0.25 for agreements 
under study)—precrisis, until 1997; post-crisis: 1998–2007)
Foreign direct investment: Intra-regional foreign direct investment share among integrating Asian economies—precrisis, 1982–1996; post-
crisis, 1999–2002.
Equity markets: Correlation of detrended quarterly equity price changes, with simple average for integrating Asian economies—precrisis, 
1990Q2–1996Q4; post-crisis, 2000Q1–2007Q2. Data not available for India and Viet Nam.
Macroeconomic links: Correlation of detrended quarterly growth rates of gross domestic product, with a simple average for integrating Asian 
economies—precrisis, 1988–1996; post-crisis, 1999–2007. Data not available for India and Viet Nam.
Intraregional trade: Intraregional trade share—precrisis, 1980–1996 average; post-crisis, 2000–2006 average.
Tourism: Share of intraregional tourist inflows and outflows—precrisis, 1994–1995 average; post-crisis, 2004–2005 average.
Sources of data:
Trade policy cooperation: ARIC 2007.
Foreign direct investment: UNCTAD 2007.
Equity markets: ADB staff elaborations from Bloomberg data.
Macroeconomic links: Oxford Economics 2008, and Bureau of Economic Analysis, United States.
Intraregional trade: IMF 2007b.
Tourism: United Nations World Tourism Organization.
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of reg�onal relat�onsh�ps �n As�a and elsewhere. Thus, wh�le the large 
econom�es of the PRC, Japan, and the Republ�c of Korea rema�n 
strongly connected to the global economy, the�r reg�onal l�nks have 
also �ntens�fied. To some extent, these and other advanced econom�es 
act as the reg�on’s condu�ts to global markets. Ind�a �s at an earl�er 
stage of �ntegrat�on, but �ts reg�onal connect�ons are also grow�ng 
very rap�dly. Indeed, an overall �ndex of reg�onal �nterdependence 
(a compos�te of the s�x �nd�cators) has �ncreased for all �ntegrat�ng 
As�an econom�es s�nce the cr�s�s. 

Asia in 2020
Pred�ct�on �s always hazardous, but there �s good reason to expect 
As�a to have a br�ght econom�c future.3 Even �f growth �n the PRC 
and Ind�a slows somewhat, As�a’s share of world output �s l�kely to 
expand from 28% �n 2005 to 35% �n 2020 �n purchas�ng power par�ty 
(PPP) terms (Table 2). By then, As�a’s GDP �s set to be more than 
50% larger than the EU’s or North Amer�ca’s. The PRC would account 
for much of th�s ga�n: �ts share of world output �s expected to r�se 
from 10% to 15%. As�a’s average per cap�ta �ncome would r�se from 
about $3,000 �n 2005 to about $5,000 (�n 2005 dollars) �n 2020, a level 
roughly equ�valent to Malays�a’s today. Per cap�ta �ncomes would 
more than double �n some countr�es, �nclud�ng the PRC. At market 
pr�ces, these �ncreases are less dramat�c but st�ll very substant�al. 
Most �mportantly, the project�ons suggest that As�a’s reg�onal l�nks are 
l�kely to �ntens�fy further: on the demand s�de, the reg�on’s spend�ng 
power �s set to outstr�p growth �n the rest of the world; on the supply 
s�de, �ts product�on capab�l�t�es are l�kely to cont�nue to expand  
and d�vers�fy. 
 At the heart of these project�ons �s the cont�nued dynam�sm 
of the PRC and Ind�a, wh�ch together account for two fifths of the 
world’s populat�on. The PRC’s econom�c growth has averaged 
nearly 10% a year dur�ng the past 20 years; Ind�a’s has reached 6%, 
and has exceeded 8% �n the past few years. These two g�ants have 
huge markets; low-cost, relat�vely well-educated labor forces; and 
are comm�tted to market-based development. They are large enough 

3  The long-term project�ons were prepared by As�an Development Bank staff 
�n 2006 as background for strateg�c analys�s. They have been adjusted to take �nto 
account new purchas�ng power par�ty est�mates (ADB 2007b). The underly�ng 
growth rates l�e w�th�n a fa�rly broad range of est�mates recently publ�shed by 
pr�vate and publ�c research organ�zat�ons.



14

Highlights of Emerging Asian Regionalism

to enter a w�de range of �ndustr�es and bu�ld many soph�st�cated 
product�on clusters and networks s�multaneously. As a result, they 
are powerful magnets for �nvestment and effect�ve locomot�ves for 
other, l�nked econom�es. 
 The r�se of the PRC and Ind�a �s reshap�ng the econom�es of 
the reg�on and the world. They are form�dable compet�tors �n the�r 
areas of comparat�ve advantage, and they offer vast markets and 

Table 2. Population and GDP projections for 2020

Economies

Population GDP at market prices GDP at PPP GDP per capita

(million) ($ billion)
Average 
growth 

rate
($ billion) (at market prices)

2005 2020 2005 2020
2005–
2020

2005 2020 2005 2020

Brunei Darussalam 0.4 0.5 10 20 4.7 18 37 25,754 40,910

Cambodia 13.8 18.6 6 15 6.3 20 48 454 806

China, People’s Rep. of 1,303.7 1,422.8 2,244 5,877 6.6 5,333 13,970 1,721 4,131

Hong Kong, China 6.8 7.1 178 353 4.7 243 483 26,094 49,718

India 1,101.3 1,295.7 779 1,748 5.6 2,341 5,255 707 1,349

Indonesia 218.9 259.5 287 611 5.2 708 1,506 1,311 2,355

Japan 127.8 123.3 4,549 5,806 1.7 3,870 4,939 35,604 47,088

Korea, Republic of 48.1 50.5 791 1,580 4.7 1,027 2,052 16,441 31,287

Lao People’s Dem. Rep. 5.7 7.2 3 5 3.7 10 18 508 694

Malaysia 26.1 31.1 137 313 5.7 300 682 5,250 10,064

Philippines 85.3 103.3 99 166 3.6 250 421 1,158 1,607

Singapore 4.3 4.9 117 240 4.6 180 371 26,879 48,980

Taipei,China 22.7 24.4 355 641 4.0 590 1,067 15,674 26,270

Thailand 64.8 69.5 176 347 4.6 445 877 2,721 4,993

Viet Nam 83.1 97.5 53 117 5.5 178 394 637 1,200

     Integrating Asia 3,112.7 3,515.9 9,783 17,839 4.1 15,514 32,120 3,143 5,074

European Union 450.6 472.1 13,568 19,176 2.3 12,743 18,011 30,111 40,619

United States 296.4 331.2 12,376 19,904 3.2 12,376 19,904 41,754 60,097

     World 6,128.1 7,462.1 44,309 75,001 3.6 54,976 93,057 7,230 10,051

GDP = gross domestic product, PPP = purchasing power parity.
Sources: Asian Development Bank staff projections based on International Comparison Program data. Data from ADB 2007b.  Available at 
http://www.adb.org. Accessed: March 2008; and World Bank 2008. Available at http://www.worldbank.org.  Accessed: March.   
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h�ghly attract�ve �nvestment opportun�t�es. Other As�an econom�es 
have largely benefited from the r�se of the PRC and Ind�a—although 
compet�t�on �n certa�n products and �ndustr�es has taken �ts toll. The 
world has benefited too, but tens�ons have emerged �n the markets for 
Ch�nese and Ind�an exports. The two econom�es’ cont�nued growth 
w�ll help dr�ve product�v�ty �ncreases as well as world econom�c 
growth, but �t w�ll requ�re large adjustments—and �s thus l�kely to 
generate cont�nu�ng tens�ons as well as opportun�t�es. Manag�ng 
these stra�ns w�th�n As�a and globally �s a central challenge of As�an 
reg�onal cooperat�on.
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O
utward or�entat�on, trade l�beral�zat�on, and related 
reforms—�n As�a and globally—have helped to dr�ve 
As�a’s remarkable econom�c r�se. These forces have 
led to the rap�d expans�on of �ntrareg�onal trade; 
broadly, As�a trades as much w�th �tself as Europe and 

North Amer�ca do w�th themselves. And trade has not sh�fted from 
non-As�an to As�an partners—rather, the growth and spec�al�zat�on 
patterns of As�an trade have resulted �n espec�ally rap�d growth �n 
�ntrareg�onal trade. And because As�a’s global connect�ons rema�n 
v�tal, the reg�on needs to pursue global agreements as well as deeper 
reg�onal relat�onsh�ps. 
 Th�s study finds that 

• As�a’s trade and �nvestment have become more reg�onally 
�ntegrated, but rema�n closely connected to external 
markets;

• these reg�onal l�nks are dr�ven �n large part by product�on 
networks and bus�ness process outsourc�ng;

• the reg�on has stepped up �ts efforts to conclude b�lateral 
and subreg�onal trade and �nvestment agreements; and

• As�a has a v�tal stake �n ma�nta�n�ng open markets, w�th 
global and reg�onal approaches complement�ng each other.

 Reg�onal �ntegrat�on �s now central to As�a’s comparat�ve  
advantage �n world trade. By promot�ng further �ntegrat�on, �nnovat�on, 
and compet�t�on, the reg�on can cont�nue to consol�date �ts leadersh�p 
�n global manufactur�ng. But to real�ze the full value of th�s advantage, 
As�a needs to ma�nta�n good access to global markets. To ach�eve the 
dual object�ves—reg�onal �ntegrat�on and global access—As�a must 
play a key role �n global pol�cy mak�ng, �n part�cular, as an advocate 
of open global markets. 

3. Integrating production



Integrating Production

17

Expanding regional and global links
Nearly all As�an econom�es have �nternat�onal�zed—some dramat�cally 
so. V�et Nam’s total exports and �mports have soared from 24% of 
GDP �n 1985 to 142% �n 2006; GDPs of the PRC and Ind�a each tr�pled 
over a s�m�lar per�od, as �ncreased openness of trade �s assoc�ated 
w�th growth. Recent �ncreases have part�cularly favored �ntrareg�onal 
trade (F�gure 1). But trade has not been d�verted from the rest of the 
world: on the contrary, trade w�th each of As�a’s four ma�n partner 
groups (the reg�on �tself, the EU, the US, and the rest of the world) 
has �ncreased �n the last two decades—not just absolutely, but also 
relat�ve to As�a’s GDP (F�gure 3). For example, As�a’s trade w�th the EU 
has more than doubled as a share of GDP, from 2.6% �n 1986 to 6.0% �n 
2006. The �ncrease �s even larger as a share of the EU’s GDP. 
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Figure 3. Increasing trade links
Trade of integrating Asia as a share of GDP,  by destination

GDP = gross domestic product.
Notes: 
Trade is import+export.
European Union includes the 25 countries that were members as of 2006.
Integrating Asia includes Brunei Darussalam; Cambodia; People’s Republic of China; Hong 
Kong, China; India; Indonesia; Japan; Republic of Korea; Lao People’s Democratic Republic; 
Malaysia; Myanmar; Philippines; Singapore; Taipei,China; Thailand; and Viet Nam.
Source: Data from IMF 2007b. Available: http://www.imf.org. Accessed: October.
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 Wh�le �ntrareg�onal trade �s �ntens�fy�ng, external trade rema�ns 
v�tal for As�an econom�es. Indeed, the �ncrease �n the share of As�a’s 
exports dest�ned for global markets understates the�r �mportance. 
The complex structure of modern product�on networks blurs the 
dest�nat�on of exports: parts and components exported w�th�n As�a 
are often �ncorporated �nto final goods sh�pped to North Amer�ca 
and Europe. A deta�led analys�s of As�a’s trade dependency (reported 
�n the full study) reveals that the share of As�a’s total exports to 
Europe and North Amer�ca �ncreases substant�ally when parts and 
components �ncorporated �nto final goods exports to those markets 
are also taken �nto account.

Production networks and Asian trade
As�a’s rap�dly grow�ng trade reflects the reg�on’s dom�nant pos�t�on 
�n global manufactur�ng, wh�ch �s the result of a comb�nat�on 
of low wages, �ncreas�ngly educated labor forces, soph�st�cated 
technolog�es, h�gh product�v�ty growth, large markets, and (above 
all) the ab�l�ty to bundle together d�verse product�on advantages. 
Manufactur�ng—espec�ally �n �ndustr�es such as automob�les and 
electron�cs—�s now often based on break�ng product�on cha�ns 
�nto small steps, and produc�ng each step �n the most cost-effic�ent 
locat�on. F�rms may set up the�r own product�on fac�l�t�es �n var�ous 
countr�es or they may depend on transact�ons w�th other firms 
abroad. These transact�ons may also �nclude the outsourc�ng of 
bus�ness processes. The r�se of such product�on networks—often 
called “product�on fragmentat�on”—�s a relat�vely recent trend, 
dr�ven by new �nformat�on and commun�cat�ons technolog�es.4 Such 
networks have been part�cularly successful �n As�a because of the 
reg�on’s w�de range of development levels, strong �ntrareg�onal l�nks, 
and capac�ty for organ�zat�onal and technolog�cal change. 
 The PRC �s �ncreas�ngly at the hub of such product�on networks, 
but all econom�es part�c�pate. The manufacture of d�sk dr�ves �n 
Tha�land offers a str�k�ng example: �t spans n�ne As�an econom�es 
(w�th many parts com�ng from each), as well as suppl�ers from Mex�co 
and the US (F�gure 4). Product�on networks have played a central role 
�n the mass�ve expans�on of As�a’s �ntra-�ndustry trade, espec�ally 
�n mach�nery parts and components. Wh�le the share of parts and 

4  The theoret�cal and emp�r�cal l�terature on trade due to “fragmented 
product�on” �s grow�ng rap�dly (see the ma�n study and Ando and K�mura [2005] 
and Athurkorala and Yamash�ta [2005]).
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Note: The production of hard disk drives requires several parts and components. The example shows the actual sourcing of parts and 
components of a hard disk drive assembly firm in Thailand. The largest majority of parts and components are sourced from other integrating 
Asian economies. Hard disk drives are used in several electronic products. The hard disk drive assembler in Thailand exports a large share 
of its production to electronic firms mostly in other integrating Asian economies.
Source: Adapted from Hiratsuka 2006.

Figure 4. Networking: sourcing of parts and components for a hard disk drive
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components �n world manufactures trade grew by 3 percentage po�nts 
between 1992 and 2003 (from 18% to 21%), �t grew by 8 percentage 
po�nts �n As�a (from 19% to 27%). The PRC �s the reg�on’s largest 
trader of parts and components, yet over three quarters of the trade 
�nvolves other As�an econom�es—�nclud�ng Malays�a; the Ph�l�pp�nes; 
S�ngapore; and Ta�pe�,Ch�na—four econom�es where trade �n parts 
and components �s among the h�ghest �n the world as a share of GDP. 
 The growth of product�on networks �ncreases the urgency of the 
need for measures to fac�l�tate reg�onal �ntegrat�on. Such networks 
requ�re an attract�ve, pred�ctable bus�ness cl�mate as well as world-
class transport and commun�cat�ons �nfrastructure. Most As�an 
econom�es are fa�rly advanced �n prov�d�ng a cl�mate conduc�ve to 
do�ng bus�ness. For example, most As�an econom�es have slashed 
tar�ff and other �mport barr�ers, both un�laterally and through global 
agreements. Two econom�es—Hong Kong, Ch�na and S�ngapore—are 
essent�ally free traders; three—Japan, the Republ�c of Korea, and 
Ta�pe�,Ch�na—are qu�te open except �n agr�culture. The PRC cut tar�ffs 
from 16% �n 2001, pr�or to jo�n�ng the WTO, to less than 10% �n 2005. 
Tar�ffs �n the Assoc�at�on of Southeast As�an Nat�ons (ASEAN) have 
also fallen, and now average below 10% �n all sectors. Comprehens�ve 
measures of trade restr�ct�veness (Fer�dhanusetyawan 2005) offer 
more guarded results, but confirm an overall l�beral trend. 
 Yet there �s also room for �mprovement �n many countr�es. Trade 
�s st�ll often �mpeded by border measures and �ncompat�ble domest�c 
standards and regulat�ons. Further l�beral�zat�on �s v�tal, espec�ally 
�n agr�culture. L�beral�zat�on could substant�ally expand the ranks 
of people benefit�ng from reg�onal trade, help�ng to reduce poverty 
as well as �ncome gaps, both w�th�n countr�es and among them. 
And spread�ng As�a’s own best pract�ces for conduct�ng bus�ness 
could help make the reg�on’s overall bus�ness env�ronment among 
the most compet�t�ve �n the world. Wh�le many pol�c�es need to 
be adopted nat�onally, due to As�a’s rap�d �ntegrat�on, the reg�on 
as a whole �s now a stakeholder �n the pol�cy env�ronments of �ts  
�nd�v�dual econom�es. 

Policy in a fractious global environment
Most As�an econom�es appear ready to undertake add�t�onal reforms 
and trade l�beral�zat�on—w�th w�ll�ng partners. As of early 2008, the 
WTO’s Doha Development Agenda negot�at�ons rema�n deadlocked, 
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and new or deeper reg�onal and b�lateral arrangements are emerg�ng 
across the world. Unt�l the ASEAN Free Trade Area (AFTA) was 
establ�shed �n 1992, As�a had not part�c�pated �n any reg�onal 
trade agreements, but subreg�onal and b�lateral trade agreements 
have now taken hold �n As�a as well (Table 3). Th�s challenges the 
reg�on’s trad�t�onal approach to trade pol�cy based on un�lateral and  
global l�beral�zat�on.

Table 3.  Integrating Asia’s free trade agreements

a The total avoids double-counting and does not correspond to the vertical sum of agreements by status. 
ASEAN = Association of Southeast Asian Nations    
Notes on status of free trade agreements:      
Concluded = Signed and/or under implementation.    
Under negotiation = Under negotiation with or without a signed framework agreement.  
Proposed = Involved parties are considering creating an agreement, establishing joint study-groups or joint taskforces, and/or conducting 
feasibility studies for an agreement.
Source: Data from ARIC 2007.      

Negotiating body

Status as of December 2007

Concluded 
Under 

negotiation Proposed Total

of which

inside IA Outside IA

ASEAN 2 4 0 6 4 2

Brunei Darussalam 3 0 4 7 3 4

Cambodia 1 0 2 3 2 1

China, People’s Republic of 7 6 9 22 8 14

Hong Kong, China 1 1 0 2 1 1

India 8 10 12 30 8 22

Indonesia 3 1 6 10 4 6

Japan 8 7 4 19 12 7

Korea, Republic of 6 5 11 22 9 13

Lao People’s Dem. Rep. 3 0 2 5 3 2

Malaysia 4 5 4 13 5 8

Myanmar 1 1 2 4 2 2

Philippines 2 0 4 6 3 3

Singapore 11 10 5 26 6 20

Taipei,China 4 2 1 7 0 7

Thailand 6 6 6 18 7 11

Viet Nam 1 1 2 4 3 1

Total a 44 49 41 134 30 104
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 The number of As�an free trade agreements (FTAs) has expanded 
rap�dly �n recent years, and nearly tw�ce as many have been proposed 
or are be�ng negot�ated as have been concluded. The reg�on’s FTAs 
are an eclect�c m�x—a large major�ty are w�th partners outs�de the 
reg�on. Accords �nvolv�ng developed countr�es such as Japan and 
the US often have deep and formal structures, and many go well 
beyond the WTO’s sector coverage. The S�ngapore-US FTA, for 
example, addresses �ssues rang�ng from �ntellectual property r�ghts 
and fore�gn �nvestment to government procurement, e-commerce, 
techn�cal barr�ers to trade, env�ronment, labor, and several serv�ce 
sectors (Naya and Plummer 2005). In short, As�a’s �nventory of trade 
agreements �s extens�ve, var�ed, and grow�ng. 

Complementary regional and  
global strategies
Desp�te the prol�ferat�on of FTAs, As�a’s trade pol�c�es rema�n 
cons�stent w�th the reg�on’s global, outward-or�ented strategy. As�a’s 
emerg�ng reg�onal�sm �s �n large part defens�ve—or “market restor�ng” 
(Menon 2007)—and responds to new or deeper reg�onal agreements 
�n Europe, North Amer�ca, and other �mportant markets. Agreements 
among As�an econom�es often �nclude prov�s�ons beyond trade, such 
as the nat�onal treatment of �nvestment. Such agreements a�m to 
remove domest�c �mped�ments to transact�ons and to create large 
markets and product�on platforms w�th econom�es of scale to match 
those of the PRC and Ind�a. Such agreements are l�kely to �ncrease 
market effic�ency and �nvestment product�v�ty. 
 But even though the reg�on’s agreements generally respect 
the�r �nternat�onal context, �t would be far better to st�tch together 
the tangled web of b�lateral and subreg�onal FTAs �nto a broad, 
comprehens�ve, framework cons�stent w�th the WTO. Consol�dat�on 
has been d�scussed by ASEAN+3 and at the East As�an Summ�t (EAS, 
often also descr�bed as ASEAN+6). An even broader “Free Trade 
Area of the As�a-Pac�fic” has been also proposed �n As�a-Pac�fic 
Econom�c Cooperat�on (APEC). Model�ng results suggest that w�der 
arrangements br�ng larger ga�ns and help to m�t�gate the problems 
assoc�ated w�th the �ncons�stency of b�lateral agreements. As�a 
would ga�n most from global free trade, roughly half as much from 
an ASEAN+3 or EAS arrangement, and much less from uncoord�nated 
b�lateral agreements. G�ven the d�fficulty of ach�ev�ng global free 



Integrating Production

23

trade, a consol�dated FTA would y�eld substant�al benefits and could 
also advance global �ntegrat�on (Kawa� and W�gnaraja 2008).
 The full �ntegrat�on of the reg�on’s goods and serv�ces markets 
�s thus a central object�ve for As�an econom�c cooperat�on. It can be 
ach�eved w�th pol�c�es that do the follow�ng: 

• Support the open global trading system. As�a’s cont�nued 
success depends on access to global markets, and an open, 
rules-based global system of trade and �nvestment rema�ns 
a h�gh reg�onal pr�or�ty. By act�ng together, As�a could help 
lead the world to a successful conclus�on of the Doha round 
and strengthen the WTO framework. 

• Pursue regional cooperation as widely and deeply as 
possible. Because global negot�at�ons are progress�ng slowly 
and opportun�t�es for smaller groups to conclude deeper 
agreements ex�st, pursu�ng broad reg�onal agreements �s also 
�n As�a’s �nterest. The benefits of consol�dat�ng the reg�on’s 
b�lateral and subreg�onal FTAs �nto a s�ngle, reg�on-w�de 
arrangement would be substant�al. 

• Develop guidelines for best practices in subregional trade 
agreements. Independently negot�ated trade agreements 
often �nvolve �ncompat�ble rules of or�g�n and other 
�ncons�stent prov�s�ons. Narrow, part�al agreements are also 
more l�kely to harm excluded reg�onal and global partners. To 
ensure that subreg�onal trade agreements recogn�ze reg�onal 
�nterests and are more eas�ly consol�dated, they should 
be gu�ded by reg�onally accepted best-pract�ce pr�nc�ples. 
Such agreements should also pr�or�t�ze sectors, such as 
agr�culture, that have benefic�al d�str�but�onal effects.

• Enhance regional connectivity. Bu�ld�ng a reg�onal 
economy requ�res world-class �nfrastructure—transport, 
commun�cat�ons, and energy systems—to connect 
the reg�on’s econom�es, and �n part�cular to connect 
the poorer econom�es and subreg�ons to the reg�on’s  
econom�c centers. 
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D
ecades of bank-dom�nated and h�ghly regulated financ�al 
systems have left As�an financ�al markets relat�vely 
underdeveloped. The cr�s�s also made the reg�on wary 
of open�ng cap�tal markets. But wh�le As�a �s now mak�ng 
progress �n strengthen�ng and �ntegrat�ng �ts financ�al 

markets, the reg�on’s financ�al l�nks are weaker than �ts trade t�es. 
And financ�al l�nks w�th�n the reg�on are weaker than those w�th 
global cap�tal markets. The challenge �s to accelerate an �mportant 
v�rtuous cycle—to attract more of As�a’s substant�al sav�ngs to 
reg�onal markets so that these, �n turn, st�mulate the development 
of a state-of-the-art legal, regulatory, techn�cal, and �nformat�onal 
�nfrastructure for the financ�al system. 
 Th�s study finds that 

• As�an financ�al systems have �mproved substant�ally s�nce 
the cr�s�s;

• the reg�on’s financ�al connect�ons are deepen�ng, but As�a’s 
cap�tal markets rema�n more closely l�nked to global markets 
than w�th each other; and

• reg�onal financ�al cooperat�on could dramat�cally strengthen 
nat�onal financ�al systems and the�r reg�onal l�nks.

 As�a �s home to world-class financ�al centers. Two—Hong Kong, 
Ch�na and S�ngapore—are ranked among the top five �n the world 
(C�ty of London Corporat�on 2007). Yet many As�an econom�es 
rema�n hobbled by the legacy of financ�al repress�on. Overcom�ng 
th�s �s a reg�onal, as well as a nat�onal, pr�or�ty. If As�a can �nvest more 
of �ts vast sav�ngs w�th�n the reg�on, major benefits w�ll follow. For 
example, �nvest�ng As�an sav�ngs would (1) bolster the development 
of soph�st�cated �nvestment veh�cles that expand reg�onal financ�ng 
opt�ons—for small compan�es as well as complex �nfrastructure 
projects; (2) foster �nnovat�ve financ�al �ntermed�at�on that can 

4. Integrating financial 
markets
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�dent�fy and create “bankable” �nvestment projects; and (3) help 
generate financ�al products that enable consumers and �nvestors to 
use the�r �ncomes and assets more product�vely.

Achievements since the crisis
As�an financ�al markets have become stronger and safer s�nce the 
cr�s�s: greater compet�t�on has been �ntroduced; pr�vate sector 
ownersh�p and fore�gn entry have been encouraged; and governance, 
d�sclosure, and prudent�al regulat�on have been t�ghtened. F�nanc�al 
�nst�tut�ons’ capac�ty to assess and manage r�sks has �mproved. 
F�nanc�al deepen�ng has been occurr�ng faster than �n the EU or 
US—albe�t from a lower base—and as a percent of GDP As�a now has 
larger cap�tal markets than the EU has (F�gure 5). Cap�tal markets, �n 
part�cular, have grown very rap�dly �n absolute terms, as a share of 
total financ�al assets, and relat�ve to GDP. 
 Other data also suggest �mprovement �n As�an financ�al systems 
reforms and market effic�ency. In bank�ng, nonperform�ng loans have 
sharply decl�ned, and cap�tal adequacy rat�os now exceed Basel 
I levels �n most of the reg�on. But �n many markets, state-owned 
banks rema�n dom�nant, and requ�re overhaul�ng and pr�vat�zat�on. 
Regulatory processes have been strengthened, but they too need more 
work, espec�ally �n preparat�on for the adopt�on of Basel II standards. 
Effic�ent systems to manage secur�t�es trad�ng, payments, and 
settlement have become more �mportant; they need to be expanded 
and connected across markets. Effect�ve secur�t�es regulat�on, �n 
turn, can help make markets safer, deeper, and more �nnovat�ve; 
local-currency bond markets—both pr�mary and secondary—are 
an espec�ally �mportant pr�or�ty. To support these developments, 
efforts to �mprove corporate governance also need to cont�nue, �n 
part to make better �nformat�on ava�lable for the pr�vate mon�tor�ng 
of markets, �nclud�ng by �nternat�onal rat�ng agenc�es. 

Regional financial integration
F�nanc�al �nterdependence has been r�s�ng, both w�th�n the reg�on 
and w�th the rest of the world. Ev�dence comes partly from pr�ce 
movements: �nterest rates �n As�a have �ncreas�ngly converged 
dur�ng the last decade. Although the �ntegrat�on of markets �s far 
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from complete, the standard dev�at�on of cross-border bond y�elds 
has fallen sharply s�nce the cr�s�s (F�gure 6). Correlat�ons of equ�ty-
pr�ce �ndexes across reg�onal markets have also r�sen, and are now 
h�gher than w�th US and other global equ�ty markets. (Th�s has not 
yet happened �n the case of bond returns.)
 Ev�dence on portfol�o asset hold�ngs also suggests r�s�ng 
�nterdependence (Table 4). Non-Japanese As�ans �nvested 28% of 
the�r portfol�os w�th�n As�a �n 2006, up from 21% �n 2001, wh�le the�r 
hold�ngs of US assets decl�ned from 20% of the total to 15% dur�ng 
the same per�od. W�th Japan �ncluded, however, the p�cture changes: 
because Japanese hold�ngs cons�st d�sproport�onately of non-As�an 
secur�t�es, the share of As�an assets held reg�onally �n 2006 �s a mere 

Figure 5. Trends in financial deepening, 1996 and 2006 (percent of GDP)

GDP = gross domestic product.
Integrating Asia = 11 economies for which data on financial markets are available: the People’s Republic of China; Hong Kong, China; India; 
Indonesia; Japan; Republic of Korea; Malaysia; Philippines; Singapore; Taipei,China; and Thailand.
European Union includes its first 15 members.
Sources: Data from Asian Bonds Online 2007, IMF 2007b, BIS 2008, World Bank 2007, and World Federation of Exchanges 2007.

a. Bank claims b. Equities market

c. Bond market d. Total financial assets

0

50

100

150

200

Integrating Asia United States European Union (15)

%
 o

f 
G

D
P

0

50

100

150

200

Integrating Asia United States European Union (15)

%
 o

f 
G

D
P

0

50

100

150

200

Integrating Asia United States European Union (15)

%
 o

f 
G

D
P

0

100

200

300

500

400

Integrating Asia United States European Union (15)

%
 o

f 
G

D
P

1996

2006



Integrating Financial Markets

27

10%. Overall, non-As�an assets account for a d�sproport�onate share 
of the reg�on’s total portfol�o �nvestment, although th�s share �s 
decl�n�ng slowly. 
 Thus, the reg�on’s financ�al markets are deeper and more 
soph�st�cated than they were a decade ago. But wh�le legal and 
regulatory frameworks have �mproved, many countr�es st�ll lag 
beh�nd the best global pract�ces (Lee 2008). In some countr�es, the 
gaps are exacerbated by restr�ct�ons on cap�tal account transact�ons 
and on the entry of fore�gn banks and other financ�al firms (Ch�nn and 
Ito 2007). All these �ssues w�ll need to be addressed nat�onally and 
reg�onally �f more of As�a’s vast sav�ngs are to be attracted �nto the 
reg�on’s own �nvestment opportun�t�es.
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Figure 6. Converging bond yields
(standard deviation of cross-market bond-yield spread differentials)

Notes: Average standard deviation (61-day) of government bond yield streads of 10 Asian 
currencies (for which data are available) over the dollar. The currencies are the yuan, Hong 
Kong dollar, rupiah, yen, won, ringgit, peso, Singapore dollar, New Taiwan dollar, and baht.
Source: Data from Bloomberg. Available: http://www.bloomberg.com.
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Toward efficient, integrated  
financial markets 
As�an financ�al cooperat�on has �ncreased markedly s�nce the cr�s�s 
and var�ed �ntergovernmental forums now support cooperat�on 
among finance m�n�sters, central bank governors, and cap�tal market 
regulators. Th�s framework �s d�scussed �n more deta�l below, but 
some of �ts prom�nent results have �ncluded the As�an Bond Markets 
In�t�at�ve (ABMI, launched �n 2004), wh�ch has helped strengthen 

Table 4: Deepening financial integration: portfolio investment ($ billion)

Reporting 
economy

Assets invested in

Total

Liabilities received from

Total 
IA less
Japan Japan IA US

IA less
Japan Japan IA US

2001

IA less 
Japan 48.6 20.0 68.6 63.6 324.8 48.6 21.8 70.4 125.0 354.0

 Share 15.0% 6.2% 21.1% 19.6% 100.0% 13.7% 6.1% 19.8% 35.3% 100.0%

Japan 21.75 21.8 490.2 1,289.8 20.0 20.0 197.8 542.3

 Share 1.7% 1.7% 38.0% 100.0% 3.7% 3.7% 36.5% 100.0%

IA 70.4 20.0 90.4 553.8 1,614.6 68.6 21.8 90.4 322.8 896.3

 Share 4.4% 1.2% 5.6% 34.3% 100.0% 7.7% 2.4% 10.1% 36.0% 100.0%

2006

IA less  
Japan 238.4 28.2 266.6 136.8 941.9 238.4 50.8 289.1 467.4 1,233.4

 Share 25.3% 3.0% 28.3% 14.5% 100.0% 19.3% 4.1% 23.4% 37.9% 100.0%

Japan 50.6 50.6 797.6 2,343.5 28.2 28.2 585.6 1,434.9

 Share 2.2% 2.2% 34.2% 100.0% 2.0% 2.0% 40.8% 100.0%

IA 289.1 28.2 317.4 934.4 3,285.3 266.6 50.8 317.4 1,053.0 2,850.4

 Share 8.8% 0.9% 9.7% 28.4% 100.0% 9.4% 1.8% 11.2% 36.9% 100.0%

IA = Integrating Asia, US = United States.
Note: Integrating Asia includes Brunei Darussalam; Cambodia; People’s Republic of China; Hong Kong, China; India; Indonesia; Japan; Republic 
of Korea; Lao People’s Democratic Republic; Malaysia; Myanmar; Philippines; Singapore; Taipei,China; Thailand; and Viet Nam.
Source: ADB staff computations based on IMF 2007a.
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the market �nfrastructure for local-currency bond development, 
and the As�an Bond Funds (ABF) �n�t�at�ve, wh�ch has supported the 
development of reg�onal bond funds. ASEAN’s subreg�onal efforts 
prov�de a model for st�ll deeper cooperat�on: �n add�t�on to conduct�ng 
regular surve�llance, ASEAN has drafted a long-term roadmap for 
develop�ng cap�tal markets and l�beral�z�ng cap�tal accounts and 
financ�al serv�ces. Its work on cap�tal market development, for 
example, covers �nformat�on shar�ng, harmon�zat�on, trad�ng, clear�ng 
and settlement, and even the launch of an exchange-traded fund. 
 In theory, connect�ons w�th global markets could prov�de all 
of the benefits of financ�al �ntegrat�on, w�th ample opportun�t�es 
for ra�s�ng cap�tal, w�de cho�ces for �nvest�ng �t, and good opt�ons 
for d�vers�fy�ng r�sks. But reg�onal financ�al �ntegrat�on can play an 
add�t�onal, �mportant role. Common t�me zones and geograph�c 
prox�m�ty fac�l�tate �nformat�on flows and personal contacts and 
can help to reduce �nformat�on asymmetr�es. Larger markets, �n 
turn, can lead to more effic�ent and compet�t�ve financ�al serv�ces. In 
most major reg�ons, these factors lead to a s�gn�ficant “home-reg�on 
�nvestment b�as”—the tendency of a reg�on’s financ�al transact�ons to 
be conducted d�sproport�onately w�th reg�onal counterpart�es.5

 However, �n As�a the b�as appears to be reversed—financ�al 
transact�ons seem to favor counterpart�es outs�de the reg�on. These 
patterns l�kely reflect cont�nu�ng �mped�ments to cross-border 
financ�al transact�ons and suggest potent�ally s�gn�ficant ga�ns from 
harmon�z�ng rules, regulat�ons, standards, and market pract�ces, and 
from l�beral�z�ng cap�tal account transact�ons. An �ntegrated reg�onal 
market could help to d�scover deeper and more t�mely �nformat�on 
on As�an �nvestment opportun�t�es, and m�ght be espec�ally effect�ve, 
for example, �n adapt�ng financ�al products and serv�ces to the needs 
of small and med�um-s�zed enterpr�ses and reg�onal consumers and 
�nvestors. An �ntegrated financ�al market could also help to develop 
new approaches to fund�ng the reg�on’s mass�ve �nfrastructure 
�nvestment requ�rements.
 Further progress on reg�onal financ�al �ntegrat�on w�ll need 
to address fundamental causes—weaknesses �n nat�onal financ�al 
systems, d�fferences �n nat�onal financ�al regulat�ons, and the 
unevenness of market open�ng and cap�tal market l�beral�zat�on. There 
�s grow�ng consensus that much can and should be done about these 

5  Home b�as �s often judged to be excess�ve relat�ve to theoret�cal expectat�ons 
�n many countr�es, and �n such cases �s usually attr�buted to regulat�ons that 
restr�ct cross-border transact�ons or to �nadequate access to �nformat�on about 
global �nvestment opportun�t�es.
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�ssues on a reg�onal level, both to �mprove the effic�ency of markets 
and to forestall financ�al shocks. These goals can be ach�eved w�th 
pol�c�es that do the follow�ng:

• Improve the surveillance of financial markets. Inst�tut�ons 
that conduct mean�ngful surve�llance and address common 
regulatory �ssues are the s�ne qua non of reg�onal cooperat�on. 
Th�s object�ve would be best served by establ�sh�ng a new, 
h�gh-level “As�an F�nanc�al Stab�l�ty D�alogue” on financ�al 
sector �ssues, to operate �n parallel w�th the Econom�c Rev�ew 
and Pol�cy D�alogue (ERPD), wh�ch addresses macroeconom�c 
cooperat�on. The “As�an F�nanc�al Stab�l�ty D�alogue” would 
br�ng together all respons�ble author�t�es—�nclud�ng finance 
m�n�str�es, central bank author�t�es, and other financ�al 
superv�sors and regulators—to address financ�al market 
vulnerab�l�t�es, regulat�ons, and efforts at �ntegrat�on, as well 
as to engage �n d�alogue w�th the pr�vate sector. 

• Promote consistent standards and mutual recognition. Most 
As�an econom�es st�ll need to �mprove prudent�al norms, 
regulat�on and superv�s�on, and standards for governance 
and transparency. Harmon�zed standards would fac�l�tate 
the regulat�on of financ�al act�v�t�es across jur�sd�ct�ons 
and would lower �nformat�on and transact�ons costs for 
�nvestors. G�ven that harmon�zat�on poses great challenges 
for As�a’s d�verse econom�es, the reg�on’s pol�cy makers 
may take a two-pronged approach: develop gu�del�nes for 
best pract�ces (an ult�mate bas�s for harmon�zat�on); and set 
m�n�mum standards that can be recogn�zed, �n�t�ally at least 
among subsets of econom�es. 

• Strengthen financial markets and their infrastructure. 
Deeper and more �nnovat�ve financ�al markets can be 
promoted by expand�ng catalyt�c offic�al �n�t�at�ves such 
as the ABMI and ABF. These have �ncreased the standards 
expected for d�sclosure and documentat�on and attracted 
new �nternat�onal �ssuers and �nvestors to reg�onal 
markets. The ABMI’s work�ng groups are cons�der�ng broad 
�mprovements, �nclud�ng the development of secur�t�zed 
debt �nstruments, reg�onal cred�t guarantees, settlement 
and clearance systems, and rat�ng agenc�es. Because many 
As�an financ�al markets �nd�v�dually lack the resources 
to bu�ld adequate transact�ons �nfrastructure—for cred�t 
enhancements, payments and settlements, and �nformat�on 
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exchange—coord�nat�on among them �s essent�al to ach�eve 
cr�t�cal econom�es of scale.

• Liberalize capital accounts and cross-border financial 
services flows prudently. Effic�ent financ�al systems requ�re 
compet�t�on and econom�es of scale—wh�ch ult�mately enta�l 
expos�ng nat�onal financ�al markets and firms to �nternat�onal 
compet�t�on. In some As�an econom�es, effic�ent financ�al 
systems have already been bu�lt; �n others, the benefits of 
�ntegrat�on st�ll have to be balanced aga�nst the r�sks of 
l�beral�zat�on. For the latter econom�es, progress needs to 
be measured and prudent; steady l�beral�zat�on �s essent�al, 
but �t needs to be accompan�ed by the development of 
�nst�tut�ons that can ensure markets’ cont�nued stab�l�ty. 

  As�an econom�es face the daunt�ng, but essent�al, task of bu�ld�ng 
world-class financ�al systems. The agenda �s largely nat�onal, but the 
reg�on as a whole �s a key stakeholder. Reg�onal financ�al cooperat�on 
can prov�de a forum for d�alogue and �nformat�on shar�ng, a 
framework for draft�ng mutually acceptable standards, and peer 
pressure to accelerate the adopt�on of d�fficult pol�c�es. It can foster 
the development of broader and deeper reg�onal markets—and thus 
ult�mately enhance the product�v�ty of the reg�on’s mass�ve sav�ngs.  
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A
s�a’s grow�ng trade and financ�al t�es are rap�dly 
translat�ng �nto macroeconom�c �nterdependence. One 
�mpl�cat�on �s that nat�onal author�t�es �ncreas�ngly need 
to base the�r pol�c�es on what they expect the�r ne�ghbors 
to do. Another �s that the benefits from manag�ng pol�c�es 

collaborat�vely—to max�m�ze jo�nt performance—are becom�ng 
larger. As a result, As�an pol�cy makers are act�vely explor�ng ways to 
manage the propagat�on of global and reg�onal shocks, and to reduce 
financ�al volat�l�ty and exchange rate m�sal�gnments. In the longer 
run, �mproved macroeconom�c cooperat�on w�ll also help strengthen 
the reg�on’s structural t�es. 
 The study finds that  

• As�a’s reg�onal macroeconom�c �nterdependence �s 
deepen�ng,

• As�a’s macroeconom�c pol�c�es so far show l�ttle ev�dence of 
convergence,

• As�a faces potent�ally large macroeconom�c adjustments as 
part of the eventual resolut�on of global payments �mbalances, 
and

• reg�onal cooperat�on w�ll be �mportant for manag�ng reg�onal 
and global macroeconom�c challenges and for enhanc�ng 
growth and stab�l�ty.

 Wh�le most As�an econom�es have performed well �n recent years, 
the�r stab�l�ty has been ach�eved aga�nst the backdrop of a ben�gn 
global env�ronment—wh�ch seems to have already ended w�th the 
financ�al turmo�l that began �n the US �n the summer of 2007. Look�ng 
ahead, the global context �s l�kely to requ�re larger adjustments. For 
example, �n the event of a US recess�on or global slowdown, As�a w�ll 
need to refocus �ts growth away from slow-grow�ng or contract�ng 
markets to faster-grow�ng ones, �nclud�ng from exports to outs�de 

5. Managing macroeconomic 
interdependence
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As�a to demand w�th�n �t. Even �f these adjustments are not forced by 
short-term macroeconom�c developments, they w�ll be necessary �n 
the longer run to resolve pers�stent global payments �mbalances.

Growing interdependence
Of the several reasons to expect that greater �nterdependence may 
cause As�an macroeconom�c var�ables to move together more closely, 
three are most �mportant. F�rst, because As�a’s trade �ncludes a large 
share of parts and components, �ndustry-spec�fic shocks are l�kely 
to propagate rap�dly across the reg�on. Second, because Europe and 
the US rema�n major export markets for As�a’s final goods, external 
demand shocks to As�an econom�es tend to be s�m�lar. Th�rd, As�an 
markets themselves are becom�ng �ncreas�ngly �mportant dr�vers of 
reg�onal econom�c act�v�ty.
 Output correlat�ons, the most frequently used �nd�cator of 
�nterdependence, have sharply �ncreased among �ntegrat�ng As�an 
econom�es (ADB 2007b, Kawa� and Moton�sh� 2005, K�m and Lee 2008, 
McK�nnon and Schnabl 2002). An analys�s �ncluded �n the ma�n study 
shows that quarterly GDP co-movements rose dramat�cally after the 
As�an cr�s�s and have rema�ned h�gh s�nce—the average coeffic�ent for 
pa�r-w�se correlat�ons �n �ntegrat�ng As�a has r�sen from 0.07 before 
the cr�s�s to 0.54 after �t. But, as several other stud�es show, As�an 
econom�es rema�n closely connected w�th the rest of the world—�n 
fact, the correlat�on of �ntegrat�ng As�a w�th the EU and US �ncreased 
from 0.16 before the cr�s�s to 0.51 s�nce. These results are broadly 
confirmed us�ng vector autoregress�on techn�ques �n the ma�n study.
 Pr�ce l�nks also appear stronger than before the cr�s�s. The average 
correlat�on of quarterly consumer pr�ces (detrended and adjusted 
for nom�nal exchange rate changes) across pa�rs of As�an econom�es 
�ncreased from 0.10 before the cr�s�s to 0.39 s�nce. Th�s suggests that 
e�ther As�an econom�es face more s�m�lar pr�ce shocks from the rest 
of the world than before, or pr�ce shocks �n one part of the reg�on are 
transm�tted to others w�th greater force, or As�an pr�ces are more 
sens�t�ve to external shocks. Correlat�ons cannot d�st�ngu�sh among 
these alternat�ves, but all three are l�kely to be at work. 
 Thus, reg�onal macroeconom�c �nterdependence has �ncreased: 
a more �ntegrated As�a has become more sens�t�ve to As�an shocks. 
At the same t�me, the reg�on’s sens�t�v�ty to global shocks rema�ns 
s�gn�ficant, although �t appears to be d�m�n�sh�ng. These results 
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offer an �nterest�ng perspect�ve on the debate over whether As�a �s 
”decoupl�ng” from the global bus�ness cycle. One s�de sees the current 
dr�vers of As�an econom�c act�v�ty as ma�nly reg�onal, the other as 
ma�nly global. The study find�ngs suggest a more subtle and dynam�c 
perspect�ve. Reg�onal demand �s �ndeed more �mportant for As�a’s 
econom�c growth than �t used to be. Yet, as a result of global�zat�on, 
econom�c act�v�ty �n the EU and US rema�ns �mportant: these markets 
are st�ll key dest�nat�ons for As�a’s exports. If decoupl�ng �s under 
way, �t �s tak�ng hold only gradually as the relat�ve �mportance of the 
dr�vers of As�an demand changes. In the meant�me, purely nat�onal 
factors—the th�rd dr�ver of As�an act�v�ty—have clearly d�m�n�shed 
�n �mportance relat�ve to reg�onal and global forces, g�ven the context 
of the reg�on’s �ncreas�ngly open econom�es. 

Lack of policy convergence ?
Desp�te the convergence �n reg�onal macroeconom�c outcomes, there 
�s l�ttle ev�dence so far that macroeconom�c pol�c�es have converged. 
Monetary pol�c�es have followed s�m�lar broad trends, but have 
d�verged �n deta�l. After converg�ng unt�l 2004, the reg�on’s pol�c�es 
s�nce (through early 2008) have var�ed—from steady t�ghten�ng �n 
the PRC and Ta�pe�,Ch�na, to sharper t�ghten�ng followed by eas�ng 
�n Indones�a and Malays�a, and to later and more gradual t�ghten�ng 
�n Tha�land and the Republ�c of Korea. Announced strateg�es also 
d�ffer: Indones�a, the Republ�c of Korea, Tha�land, and the Ph�l�pp�nes 
have a formal �nflat�on-target�ng framework, wh�le others follow more 
eclect�c pol�c�es and �n some cases spec�fically target exchange rate 
stab�l�ty. In part due to these pol�cy d�fferences, �nflat�on and �nterest 
rates have var�ed cons�derably �n the reg�on. 
 F�scal pol�c�es have also d�verged, though less so than monetary 
pol�c�es. Publ�c debt levels �n most As�an countr�es have fallen s�nce 
2000, but fiscal consol�dat�on has been less successful �n Ind�a and 
espec�ally Japan, where publ�c debt has reached cr�t�cally h�gh levels. 
In 2008, fiscal pos�t�ons st�ll range from defic�ts of about 6% of GDP 
for Ind�a and Japan to a surplus of 10% �n S�ngapore. To some extent, 
these d�fferences also reflect var�at�ons �n the reg�on’s development 
levels and nat�onal pol�cy object�ves.
 Exchange rate systems vary too. Before the cr�s�s, most econom�es 
cla�med to have managed floats, but �n pract�ce the�r currenc�es closely 
followed and were somet�mes pegged to the US dollar. After the cr�s�s 
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caused these systems to collapse, affected econom�es temporar�ly 
adopted more flex�ble reg�mes, w�th the notable except�on of Malays�a. 
But as calm returned, countr�es aga�n began to manage the�r floats 
to reduce currency volat�l�ty. More recently, some managed floaters, 
notably the PRC, are show�ng greater flex�b�l�ty. 
 Although the med�um-term trend of As�an currenc�es st�ll follows 
the US dollar closely, the�r co-movements w�th the euro and yen have 
�ncreased �n recent years. Th�s has produced except�onally stable 
real effect�ve exchange rates: w�th�n-reg�on var�at�ons were lower �n 
2004–2006 than �n any other comparable per�od dur�ng the past 17 
years (Table 5). But th�s stab�l�ty does not appear to be the product 
of del�berate pol�cy dec�s�ons, and no formal reg�me ex�sts to ensure 
that stab�l�ty w�ll cont�nue. Indeed, �t appears to have already ended, 
start�ng w�th the more tumultuous market cond�t�ons that set �n as 
the US dollar began to deprec�ate �n early 2006 and the yen began to 
strengthen �n m�d-2007. 

Table 5. Declining variance of real exchange rate movements

1989–
1991

1992–
1994

1995–
1997

1998–
2000

2001–
2003

2004–
2006

Nominal 
exchange 
rates 65.9 86.8 33.2 432.8 24.3 16.4

CPI inflation 17.0 17.7 11.0 71.8 11.3 8.8

Real 
exchange 
rates 62.0 45.4 37.2 234.0 32.1 22.8

CPI = consumer price index.
Notes: 
Economies included in this analysis are: People’s Republic of China; Hong Kong, China; 
India; Indonesia; Japan; Republic of Korea; Malaysia; Philippines; Singapore; Taipei,China; 
and Thailand.
Figures are the variances of annual percentage deviations from simple average, multiplied 
by 10,000 for ease of presentation. Percentage deviations are approximated by first 
logarithmic differences.
Sources: Computations based on IMF 2007c and ADB 2007b. 
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Adjustments ahead
As�a’s rap�d growth and �ncreas�ng �nterdependence ought to have 
led to large As�an �nvestments �n the reg�on’s own markets. Yet h�gh 
sav�ngs and relat�vely weak domest�c demand have �nstead produced 
large and pers�stent current-account surpluses, wh�ch have led to a 
huge �ncrease �n the reg�on’s fore�gn-exchange reserves (F�gure 7). 
S�x As�an econom�es—the PRC; Hong Kong, Ch�na; Japan; Malays�a; 
S�ngapore; and Ta�pe�,Ch�na—had current account surpluses 
equal�ng 60% of the US current account defic�t of $810 b�ll�on �n 
2006. These �mbalances may not be susta�nable, espec�ally as As�a’s 
we�ght �n the world economy cont�nues to �ncrease. Thus, there are 
mult�ple reasons to explore how As�an demand m�ght become a more 
�mportant dr�ver of reg�onal product�on.

 There �s ample potent�al for �ncreas�ng �nvestment �n many As�an 
econom�es. In some, notably those most d�rectly affected by the cr�s�s, 
�nvestment has decl�ned sharply s�nce the cr�s�s and growth has not 
returned to precr�s�s levels (F�gure 8). Investment has p�cked up 
recently �n several econom�es—�nclud�ng Indones�a and Tha�land—

Figure 7. Increasing foreign exchange reserves (excluding gold)

Notes: Most recent data as of March 2008.
For Brunei Darussalam, the most recent data are for December 2006.   
Sources: Data from the International Monetary Fund and individual economies.  
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but �s st�ll low compared w�th before the cr�s�s. Precr�s�s �nvestment 
rates may not have been susta�nable �n all As�an econom�es, but post-
cr�s�s rates have rema�ned substant�ally below the long-term potent�al 
�n several. 

 There �s also scope for �ncreas�ng consumpt�on �n some 
econom�es. Pr�vate consumpt�on �n the PRC fell from an already low 
46% of GDP �n 2000 to 38% �n 2006. Some of the causes of h�gh corporate 
and household sav�ngs are s�de effects of the PRC’s remarkable 
econom�c growth. But others stem from �ts econom�c �nst�tut�ons and 
pol�c�es. For example, financ�al �nnovat�ons could help to �mprove 
welfare by enabl�ng consumers to allocate the�r l�fet�me earn�ngs 
more effic�ently. More balanced tax and d�v�dend pol�c�es could allow 
the government to tap a larger share of the except�onal profits of the 
corporate sector (both pr�vate and state-owned). These resources, 
�n turn, could be used to address the h�gh cost of educat�on and 
health care, and �nadequate soc�al safety nets and pens�on systems, 
wh�ch are themselves causes of h�gh household sav�ng. Many of these 
�ssues are well understood �n the PRC, and plans have been adopted 
to �ncrease spend�ng �n all these areas, wh�ch currently account for 

Figure 8. Declining investment and rising current account suprluses 
(simple average of the 5 most crisis-affected Asian countries)

GDP = gross domestic product.
Note: The 5 most crisis-affected countries are Indonesia, Republic of Korea, Malaysia, 
Philippines, and Thailand.
Source: Computations based on ADB 2007b.
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only 3% of GDP (Lardy 2007). In Japan, the full recovery of personal 
�ncomes and the r�s�ng elderly dependency rat�o should also lead to 
an �ncrease �n the consumpt�on rate. 
 The resolut�on of global payments �mbalances—regardless of 
what m�x of expend�ture changes �s ult�mately �nvolved—�s l�kely 
to requ�re large adjustments �n real exchange rates. Th�s w�ll be 
challeng�ng; adjustments on the expected scale could tr�gger var�ous 
types of d�srupt�on, �n both defic�t and surplus reg�ons. There 
may not be much t�me for advance plann�ng: US sav�ngs rates are 
r�s�ng and the US dollar has deprec�ated sharply after a prolonged 
per�od of apprec�at�on, �nclud�ng aga�nst the yen. As these trends 
unfold, they present As�an pol�cy makers w�th a d�lemma: seek�ng 
to ma�nta�n exchange rate stab�l�ty aga�nst a fall�ng US dollar r�sks 
�mport�ng �nflat�on; perm�tt�ng exchange rates to r�se would reta�n 
monetary autonomy but could threaten export compet�t�veness and 
would erode the value of As�a huge dollar reserves. To compensate 
for low returns on reserve hold�ngs and potent�al losses due to dollar 
deprec�at�on, several countr�es have dec�ded to reallocate some 
reserves to expanded or newly establ�shed sovere�gn wealth funds.6 

Mechanisms for macroeconomic 
cooperation 
Reg�onal mechan�sms are clearly needed to address As�a’s 
macroeconom�c �nterdependence, but pol�cy cooperat�on �n th�s 
area �s st�ll �n �ts �nfancy. A bas�c structure �s tak�ng shape, cons�st�ng 
of the Ch�ang Ma� In�t�at�ve (CMI)—the reg�on’s emerg�ng financ�ng 
fac�l�ty—and several reg�onal forums for macroeconom�c d�alogue. 
Subreg�onal �nst�tut�ons are most developed; ASEAN’s surve�llance 
process, for example, cons�sts of confident�al reports, d�scuss�ons, 
and peer rev�ew sess�ons.7 The ASEAN+3 Econom�c Rev�ew and 
Pol�cy D�alogue (ERPD) �s less formal and more �nteract�ve, but has 
a broader membersh�p—�ts F�nance M�n�sters Meet�ng has proven 
qu�te effect�ve. The Execut�ve Meet�ng of East As�a-Pac�fic Central 

6  Park (2008) est�mates that the 2006 fiscal d�v�dend of the People’s Republ�c of 
Ch�na (PRC) from sh�ft�ng reserves to a sovere�gn wealth fund could y�eld an extra 
$43 b�ll�on �n annual �ncome.
7  The As�an Development Bank supports th�s process w�th the ASEAN Economic 
Outlook, spec�al stud�es, and techn�cal ass�stance.
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Banks (EMEAP) serves a s�m�lar funct�on for central banks.8 
 The CMI, launched �n 2000, enables countr�es to borrow 
�nternat�onal l�qu�d�ty collateral�zed by domest�c currenc�es. 
But CMI b�lateral swaps are st�ll l�m�ted, and ma�nly restr�cted to 
complement�ng the financ�al support that members rece�ve from 
the Internat�onal Monetary Fund (IMF). The CMI has been expanded 
and strengthened s�nce �ts �ncept�on—for example, the total amount 
of swap arrangements has been gradually �ncreased to $85 b�ll�on 
at the end of 2007 and the ce�l�ng for act�vat�ng swaps w�thout an 
IMF program was ra�sed from 10% to 20% �n 2005. ASEAN+3 offic�als 
are now at an advanced stage �n mult�lateral�z�ng the CMI and 
promot�ng �ts closer �ntegrat�on w�th the ERPD. The CMI’s cont�nued 
development w�ll encourage countr�es to econom�ze on the�r fore�gn 
exchange reserves. Sovere�gn wealth funds could then prov�de a 
veh�cle for d�vers�fy�ng reserves �nto h�gher return, albe�t r�sk�er, 
assets. If managed on an �ndependent, transparent, and commerc�al 
bas�s, sovere�gn wealth funds could make a deep, steady pool of 
sav�ngs ava�lable for �nvestments �n the reg�on and worldw�de and 
could help st�mulate the development of reg�onal cap�tal markets. 
 To meet the potent�al challenges ahead, the reg�on’s mechan�sms 
of macroeconom�c cooperat�on need greater focus, less overlap, and 
deeper �nst�tut�onal structure. These goals can be ach�eved �n the 
follow�ng ways: 

• Making macroeconomic consultation and surveillance 
more effective. To m�n�m�ze dupl�cat�on and, �n part�cular, 
coord�nate monetary and financ�al �ssues, an “As�an 
Secretar�at for Econom�c Cooperat�on” should be establ�shed, 
w�th qual�fied, permanent staff. The Secretar�at would most 
log�cally operate under the overs�ght of ASEAN+3 and �n 
coord�nat�on w�th the reg�on’s central banks, although the 
funct�ons �t adm�n�sters could have vary�ng membersh�ps, 
�nclud�ng econom�es outs�de ASEAN+3. The Secretar�at could 
strengthen the pr�nc�pal surve�llance funct�ons of ASEAN+3 by 
fac�l�tat�ng expl�c�t agreements on the tools, �nd�cators, and 
standards used to mon�tor econom�c act�v�ty. For example, 
�t could �ntroduce a reg�onal early warn�ng system to help 
prevent financ�al cr�ses or create a synthet�c currency basket, 
such as an “As�an currency un�t,” to mon�tor �nd�v�dual 
currency movements aga�nst a reg�onal benchmark.

8  Other, subreg�onal central bank forums �nclude Southeast As�a, New Zealand, 
Austral�a (SEANZA), Southeast As�an Central Banks (SEACEN), and the Assoc�at�on 
of Southeast As�an Nat�ons (ASEAN) Central Bank Forum.
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• Strengthening Asia’s short-term financing facility. Pool�ng 
the reg�on’s mass�ve fore�gn exchange reserves and �mprov�ng 
the rules under wh�ch they are used are essent�al tools for 
effect�ve cr�s�s management. Mult�lateral�z�ng the CMI and 
agree�ng on rules for �ts rap�d act�vat�on would be a cr�t�cal 
step. The Secretar�at would oversee the reg�on’s pooled 
resources and, �n a cr�s�s, negot�ate econom�c pol�c�es w�th 
governments seek�ng support. It would thus complement the 
IMF’s surve�llance and cr�s�s management efforts �n As�a and, 
�n t�me, the l�nk between CMI act�vat�on and IMF programs 
could be phased out. 

• Cooperating in exchange rate and macroeconomic policy 
management. As As�a’s structural l�nks deepen, exchange 
rate and macroeconom�c pol�cy cooperat�on are becom�ng 
�ncreas�ngly �mportant. Cooperat�on can beg�n w�th 
understand�ngs on the conduct of pol�cy, and w�th ad hoc 
coord�nated act�ons. For example, countr�es could coord�nate 
a part�cular wave of exchange rate adjustments aga�nst 
th�rd currenc�es �n order to hold the�r relat�ve compet�t�ve 
pos�t�ons stable. Such cooperat�on m�ght emerge �n�t�ally �n 
ASEAN or other groups w�th closely synchron�zed bus�ness 
cycles. However, because growth �n the reg�on var�es w�dely, 
any form of currency cooperat�on would have to be flex�ble 
enough to allow real exchange rates to adjust over t�me. 

 The recent era of relat�ve macroeconom�c stab�l�ty may already 
be over; �n any case, �t w�ll not last forever. W�th d�vergent prospects, 
confl�ct�ng demands on pol�cy, and large real�gnments on the hor�zon, 
As�an pol�cy cooperat�on w�ll be essent�al. As�a needs to develop 
the �nst�tut�ons to make th�s poss�ble and, because many years of 
cooperat�on are requ�red to make such processes effect�ve, the t�me 
to beg�n bu�ld�ng such �nst�tut�ons has arr�ved.
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T
he goal of econom�c development �s to �mprove soc�al 
well-be�ng �n the broadest sense: to enable people to 
enjoy prosperous and fulfill�ng l�ves. Econom�c growth 
that benefits a broad cross-sect�on of the populat�on �s 
essent�al. If the benefits of reg�onal �ntegrat�on are to be 

shared by everyone—�nclud�ng the poor and soc�ally d�sadvantaged—
a w�de range of soc�al �ssues needs to be addressed. Publ�c pol�c�es 
need to focus on ”�nclus�ve growth” to create opportun�t�es for 
everyone, to �mprove people’s access to such opportun�t�es, to 
prov�de a safety net for those who fall on hard t�mes, and to ach�eve 
other soc�al and env�ronmental object�ves. 
 As�a’s �ntegrat�on bolsters econom�c growth, and typ�cally 
the poorest countr�es have the most to ga�n from �t. But econom�c 
�ntegrat�on can be assoc�ated w�th negat�ve s�de effects, such as 
greater d�slocat�on of exposed sectors and negat�ve �mpacts on the 
poor. A rap�dly modern�z�ng economy needs effect�ve soc�al pol�c�es 
to make growth broadly acceptable and to complement trad�t�onal 
mechan�sms (based on extended fam�l�es and small commun�t�es) 
for car�ng for those left beh�nd. Such an economy also needs 
to address other �ssues, �nclud�ng threats to health, safety, and  
the env�ronment.
 Th�s study notes that 

• several major groups have been left beh�nd the reg�on’s 
except�onal progress,

• poverty and exclus�on can be reduced w�th labor market and 
�nvestment pol�c�es,

• �ncreased m�grat�on and �mproved cond�t�ons for m�grants 
can produce large soc�al benefits,

• effect�ve �nst�tut�ons to manage threats to health and safety 
are a cr�t�cal pr�or�ty, and 

6. Making growth inclusive 
and sustainable
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• trends �n env�ronmental degradat�on are ser�ous and requ�re 
reg�onal attent�on.

 These areas are of �nterest because they have large welfare 
�mpl�cat�ons and because they are amenable to reg�onal—as well as 
nat�onal and global—act�on. Each requ�res a complex m�x of nat�onal 
and reg�onal pol�c�es, �nclud�ng extens�ve knowledge and exper�ence 
shar�ng. Successful collaborat�on on these �ssues would �mprove 
equ�ty, boost effic�ency by mak�ng the most of everyone’s potent�al, 
and thus help to generate broad support for the pol�c�es requ�red for 
econom�c growth.9

Who is left behind ? 
G�ven the complex�ty of As�a’s soc�al problems, efforts to tackle 
poverty and �nclus�on need to rest on systemat�c �nformat�on on 
wh�ch groups are left beh�nd and why. Much progress has been 
made �n recent years—espec�ally �n the context of the M�llenn�um 
Development Goals (MDGs)—w�th understand�ng the scope and 
causes of poverty, �n both �ts �ncome and non-�ncome d�mens�ons. 
Th�s work needs to cont�nue, espec�ally �n p�npo�nt�ng the factors 
that lead to exclus�on—such as geography, sk�lls, age, gender, and 
race—and the pol�c�es that can offset them. 
 As�a has made remarkable progress �n reduc�ng poverty (Table 
6), but major challenges rema�n. The good news �s that As�a appears 
set to meet the MDG of halv�ng extreme poverty by 2015.10 Half of V�et 
Nam’s populat�on l�ved on less than $1 a day �n 1990; only 1 �n 10 d�d 
�n 2004. In the PRC, the proport�on has fallen from a th�rd to less than 
a seventh. In Indones�a, a country badly h�t by the cr�s�s, extreme 
poverty has fallen by two th�rds. Yet progress has been much slower �n 
some countr�es, espec�ally on non-�ncome measures. Nearly 2 b�ll�on 
people �n the reg�on are w�thout bas�c san�tat�on, over 650 m�ll�on are 
w�thout clean water, 100 m�ll�on under 5 years are underwe�ght, and 
nearly 30 m�ll�on ch�ldren of pr�mary-school age do not attend classes 
(ADB-ESCAP-UNDP 2007). 

9  Barro (2008) finds that �nequal�ty negat�vely affects growth and ADB (2007b) 
argues that r�s�ng �nequal�ty slows the pace of poverty reduct�on at any g�ven 
growth rate. 
10  ADB (2005b) est�mates that the number of extremely poor people (w�th 
�ncomes of less than $1 a day) fell from 921 m�ll�on �n 1990 to 621 m�ll�on �n 2003, 
largely as a result of rap�d econom�c growth. Further progress �s expected to occur, 
but by 2015, the number of extreme poor could st�ll be as h�gh as 347 m�ll�on, w�th 
South As�a account�ng for the greatest number (274 m�ll�on), ma�nly �n Ind�a
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 Income d�spar�t�es w�th�n countr�es are also r�s�ng. Measured by 
the G�n� coeffic�ent, �nequal�ty has fallen �n Tha�land and V�et Nam, but 
has r�sen cons�derably �n the PRC and Ind�a (F�gure 9). Fortunately, 
th�s does not �nvolve “the poor gett�ng poorer and the r�ch gett�ng 
r�cher, but the  r�ch gett�ng r�cher faster than the poor” (ADB 2007b, 
79). The reg�on’s overall development model �s work�ng, but the ga�ns 
need to be shared more equally. 
 The causes of grow�ng �nequal�ty vary, but, generally, the r�ch 
are better equ�pped to explo�t the opportun�t�es offered by econom�c 
change.11 People �n urban areas are on the average better off than 
those �n rural ones, but w�th�n urban areas �nequal�ty has also 
w�dened. Some groups are systemat�cally excluded from econom�c 
opportun�t�es—espec�ally women, the lower soc�oeconom�c strata, 
m�nor�t�es, and �nd�genous people. Tackl�ng d�scr�m�nat�on �s cr�t�cal: 

11  H�gher �ncome groups benefit from var�ous factors that d�rectly affect the�r 
product�v�ty, such as better health cond�t�ons, educat�onal ach�evement, �nfant 
and ch�ld mortal�ty, and �mmun�zat�on aga�nst d�seases.

Table 6.  Gains in the battle against poverty

Economy

Poverty index

Survey year$1-a-day $2-a-day

Initial Final Initial Final Initial Final

China, People’s 
Rep. of 28.3 10.8 64. 5 37.8 1993 2004

Cambodia 25.5 18.5 76.5 61.6 1993 2004

India 41.8 35.1 85.1 79.6 1993 2004

Indonesia 17.4 7.7 64.2 52. 9 1993 2002

Lao PDR 47.8 28.8 89.9 74.4 1992 2002

Malaysia 0.0 0.0 19.2 9.8 1993 2004

Philippines 18.1 13.2 52.7 43.6 1994 2003

Thailand 6.0 0.0 37.5 25.8 1992 2002

Viet Nam 27.3 8.4 73.5 43.2 1993 2004

Lao PDR = Lao People’s Democratic Republic.
Note: Poverty index = percentage of population below the poverty line.
Source: Data from ADB 2007b.
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�n the case of gender, for example, successful reg�onal �n�t�at�ves 
have ranged from gender-sens�t�ve poverty reduct�on programs to 
�mprov�ng access to finance and property. 
 People also fall beh�nd through bad luck—by work�ng �n a 
decl�n�ng sector or becom�ng unable to work. The recovery s�nce the 
cr�s�s masks the cont�nu�ng �nadequacy of As�an soc�al protect�on 
systems (ADB 2003b). Demograph�c age�ng (Table 7) w�ll �ncrease the 
stress—fam�ly and commun�ty support systems are decl�n�ng rap�dly 
and have to be complemented by publ�c systems. Yet the cost can be 
manageable: for example, the Un�ted Nat�ons World Econom�c and 
Soc�al Survey est�mates that the cost of prov�d�ng a pens�on of $1 a 
day to everyone aged over 60 �n the develop�ng countr�es surveyed 
�s less than 1% of the�r comb�ned GDP a year (UN 2007). Innovat�on—
such as �n m�cro�nsurance, locally based soc�al funds (ADB 2003b), 
and commun�ty-based �nformat�on technology support—would  
also help. 

Fighting poverty and exclusion
The battle aga�nst poverty and exclus�on beg�ns w�th creat�ng h�gh-
product�v�ty jobs—a central goal of As�an reg�onal�sm. But whether 
people have access to these jobs depends on how well labor markets 

Figure 9.  Growing inequality
(changes in the Gini index)

PRC = People’s Republic of China.
Note: The Gini index is a measure of the inequality of income or wealth distribution.
Source: World Bank 2007.
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funct�on and how effect�vely the places where they l�ve are connected 
w�th dynam�c reg�onal and global markets.
 As�a’s offic�al unemployment rates are not h�gh by global 
standards, but stud�es show that employment growth �s becom�ng 
less respons�ve to output growth (Fel�pe and Hasan 2006, Kapsos 
2006). Th�s �s so partly because formal employment data capture only 
part of the story. In 2005, about 500 m�ll�on of As�a’s 1.7 b�ll�on workers 
were reckoned to be e�ther unemployed or underemployed (Fel�pe 
and Hasan 2006). As�a’s �nformal labor markets are huge—account�ng 

Table 7.  Ageing population

Economy

Population 65 and over as a 
percentage of total population

Population 65 and over as a 
percentage of population 15–64

2005 2015 2030 2005 2015 2030

Integrating Asia    

Brunei Darussalam 3.2 4.3 8.9 4.8 6.0 12.7

Cambodia 3.1 4.0 5.8 5.3 6.2 8.7

China, People’s Rep. of 7.7 9.6 16.2 10.8 13.4 24.4

Hong Kong, China 12.0 14.5 25.8 16.4 19.8 40.9

India 5.0 5.8 8.8 8.0 8.8 12.9

Indonesia 5.5 6.6 10.7 8.3 9.6 15.5

Japan 19.7 26.2 30.6 29.8 42.6 52.3

Korea, Rep. of 9.4 13.3 23.4 13.1 18.2 36.2

Lao’s People Dem. Rep. 3.5 3.4 5.6 6.2 5.3 8.4

Malaysia 4.4 5.8 10.4 6.8 8.7 15.4

Myanmar 5.6 6.3 10.9 8.3 8.9 15.8

Philippines 3.8 4.7 7.5 6.4 7.5 11.2

Singapore 8.5 13.5 27.4 11.8 18.2 45.9

Thailand 7.8 10.2 17.4 11.1 14.5 26.6

Viet Nam 5.6 5.8 10.9 8.6 8.4 15.8

World      

Asia 6.4 7.6 11.7 9.7 11.2 17.4

European Union 15.9 17.4 22.6 23.3 25.8 35.9

North America 12.3 14.3 19.8 18.4 21.6 31.7

World Total 7.3 8.3 11.7 11.4 12.6 18.0

Note: “Asia” refers to the United Nations definition.
Source: UN Population Division 2006.
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for 83% of nonagr�cultural work �n Ind�a and 71% �n Indones�a. Many of 
these outcomes reflect barr�ers �n labor markets, espec�ally between 
urban and rural areas. R�g�d labor laws, �n turn, cause entrepreneurs 
to opt for mach�nery or �llegal workers �n place of regular employees. 
Weak property r�ghts keep people from financ�ng bus�nesses, because 
unt�tled assets cannot be used as collateral. To remove regulat�ons 
that make start�ng new bus�nesses and h�r�ng people costly and r�sky 
�s often pol�t�cally d�fficult, but st�ll essent�al (Freeman 2006).
 A second approach �s to target sectors that are potent �n 
poverty reduct�on. It �s espec�ally �mportant to get pol�c�es r�ght �n 
agr�culture—the ma�nstay of As�a’s poor. Often, nat�onal pol�c�es are 
m�sgu�ded: for example, subs�d�z�ng staple food crops d�scourages 
d�vers�ficat�on �nto h�gher value crops and the adopt�on of product�ve 
plant�ng and market�ng strateg�es. Focused reg�onal pol�c�es can also 
make a d�fference. Greater opportun�t�es for �nternat�onal trade �n 
agr�cultural products—both w�th�n the reg�on and beyond—could 
ampl�fy nat�onal efforts to �mprove agr�cultural product�v�ty. A�d-
for-trade could also make an �mportant, d�rect contr�but�on to these 
efforts: �n the Greater Mekong Subreg�on, for example, �nnovat�ve 
programs promote cross-border agr�cultural trade and �nvestment, 
supported by publ�c-pr�vate partnersh�ps on agr�cultural sc�ence  
and technology (ADB 2007b). 
 Even w�th sound pol�c�es, new formal-sector jobs often favor 
sk�lled workers, due to sk�ll-b�ased techn�cal change and the qual�ty 
requ�rements of export markets. Th�s benefits the economy as a 
whole—�t boosts product�v�ty and average �ncomes—but �t does not 
help people who do not have, and are unable to acqu�re, the sk�lls 
requ�red for new jobs. 
 Thus, a th�rd strategy �s needed: reduc�ng gaps �n educat�on 
and �nfrastructure that make �t �mposs�ble for people to connect 
w�th the centers of econom�c growth. To do so requ�res a focus on 
bas�c educat�on and on vocat�onal and sk�lls tra�n�ng. Invest�ng �n 
tra�nab�l�ty—the capac�ty to learn how to use new technolog�es—�s 
espec�ally �mportant. Investment cl�mate surveys show that a lack 
of educat�on and tra�n�ng are among the factors that prevent rural 
areas from develop�ng h�gher product�v�ty nonfarm enterpr�ses 
(ADB 2007a). Strateg�c �nvestments �n �nfrastructure—�n transport, 
commun�cat�ons, and energy—can also connect low-�ncome reg�ons 
w�th As�a’s dynam�c core. Growth �n remote areas can save substant�al 
soc�al, financ�al, and relocat�on costs, and benefits people who move 
and those who are unable to do so.
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Labor migration 
Mak�ng �t eas�er for people to move to where jobs are �s broadly 
benefic�al. Th�s �s true for m�grat�on w�th�n countr�es as well as among 
them. Of the 200 m�ll�on or so �nternat�onal m�grants �n the world, 
the top three send�ng countr�es are �n As�a—the PRC, w�th 35 m�ll�on; 
Ind�a, 20 m�ll�on; and the Ph�l�pp�nes, 7 m�ll�on (Global Comm�ss�on 
on Internat�onal M�grat�on 2005). M�grants’ rem�ttances through 
formal channels exceed $200 b�ll�on a year, and tw�ce that much may 
be sent �nformally. The funds appear to be used very product�vely: 
they boost �nvestments �n educat�on, hous�ng, and household 
enterpr�ses (Yang 2006). If r�ch countr�es let the�r labor forces swell 
by 3% through greater labor mob�l�ty, poor countr�es would ga�n an 
est�mated $305 b�ll�on a year—more than the comb�ned effects of 
lower trade barr�ers, debt rel�ef, and a�d (Pr�tchett 2007). M�grat�on 
can also match labor market surpluses �n younger, poorer countr�es 
w�th shortages �n older, r�cher soc�et�es, for example, �n sectors such 
as health care.
 Yet m�grat�on needs to be managed. Cooperat�on to curb 
abuses—traffick�ng �n women and other �llegal forced labor—�s 
essent�al. So too �s broader reg�onal peer pressure to protect the 
welfare and d�gn�ty of m�grant workers. Internat�onal convent�ons, 
�nclud�ng ASEAN’s declarat�on on the protect�on and promot�on of 
the r�ghts of m�grant workers, prov�de a framework, but are not well 
enforced. Soc�al protect�on systems �nteract �n complex ways w�th 
m�grat�on: they need to become �nternat�onally portable, ava�lable to 
the fam�l�es of m�grant workers, and support�ve of the re�ntegrat�on 
of return�ng workers. 

Health and safety: critical public goods
Due to h�gh populat�on dens�t�es and l�m�ted health serv�ces �n 
some countr�es, As�a �s unusually vulnerable to ep�dem�cs. Reg�onal 
�ntegrat�on and the frequent movement of people and goods �ncrease 
�ts vulnerab�l�ty. HIV/AIDS,12 severe acute resp�ratory syndrome (SARS) 
and av�an �nfluenza h�ghl�ght how rap�dly local health problems can 
turn �nto reg�onal ones. These threats—and potent�al future ones—
are r�sks to soc�ety at large: they have devastat�ng econom�c and 

12  Human �mmunodefic�ency v�rus/acqu�red �mmunodefic�ency syndrome.
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soc�al consequences. The br�ef SARS cr�s�s cost As�an econom�es 
$20 b�ll�on �n lost tour�sm and output, amply demonstrat�ng the 
value of �nternat�onal mon�tor�ng and coord�nat�on �n conta�n�ng 
ep�dem�cs (Lee and McK�bb�n 2003). Protect�ng the reg�on from 
health threats �s a cr�t�cal ”publ�c good” and an obv�ous pr�or�ty for  
reg�onal cooperat�on.13

 The tsunam� of 2004 was a devastat�ng rem�nder of the reg�on’s 
vulnerab�l�ty to natural d�sasters. Reg�onal cooperat�on can help 
to make the response to d�sasters faster, more effect�ve, and less 
costly. Cooperat�on should �nclude reg�onal early-warn�ng systems 
where appropr�ate; d�saster management and recovery plans; and 
arrangements for �nformat�on-shar�ng, transport, and commun�ca-
t�ons. F�nanc�al �nnovat�ons—such as reg�onal catastrophe-bond and 
flood-�nsurance markets—could further �mprove the management of  
such r�sks (L�n et al. 2007). 

Environment
Env�ronmental concerns are �ncreas�ng, part�cularly because 
econom�c growth �n much of As�a rema�ns propelled by product�on 
that depends on carbon fuels. Many of As�a’s major urban centers 
have unacceptably poor a�r qual�ty. Its bod�es of water—�nclud�ng 
major water suppl�es—are also under stress. Rap�d cl�mate change 
�ncreases the r�sk of natural d�sasters and d�sease outbreaks. All  
these problems requ�re concerted global and reg�onal consultat�on 
and act�on to assess problems and �dent�fy solut�ons and to develop 
strateg�es for address�ng them jo�ntly so that no economy suffers 
d�sproport�onately from the pol�c�es adopted.
 Cross-border env�ronmental �ssues are of part�cular concern 
for reg�onal cooperat�on. Problems such as desert�ficat�on, dust 
storms, forest fires, haze, and ac�d ra�n cut across nat�onal borders; 
the�r solut�on requ�res reg�onal collect�ve efforts. As�an countr�es 
and subreg�onal organ�zat�ons need to cooperate more closely on 
env�ronmental challenges by harmon�z�ng standards, regulat�ons, 
and laws. Pr�or�t�es �nclude a�r pollut�on, land degradat�on, and global 
cl�mate change, wh�ch tend to affect the poor the most. 

13  Pr�or�t�es �nclude strengthen�ng the reg�onal collect�on and d�ssem�nat�on 
of �nformat�on on health threats; the establ�shment of vacc�ne development and 
product�on capac�t�es; support for nat�onal capac�ty development, part�cularly �n 
surve�llance and d�agnos�s; and the creat�on of �ntergovernmental mechan�sms to 
fight d�seases such as HIV/AIDS and to undertake concerted act�on on standards, 
health promot�on, early-warn�ng systems, and commun�cat�ons.



Making Growth Inclusive and Sustainable

49

 Subreg�onal cooperat�on �s prov�ng effect�ve �n some areas. The 
BIMP-EAGA14 �n�t�at�ve on env�ronmental protect�on, for �nstance, �s 
an �mportant effort to preserve one of the world’s r�chest repos�tor�es 
of land and mar�ne b�od�vers�ty, and ult�mately to manage the long-
term susta�nab�l�ty of the subreg�on’s natural resources. Th�s and 
other subreg�onal �n�t�at�ves offer focused �ntervent�ons and models 
that are broadly appl�cable �n As�a and around the world.

A social and environmental agenda 
As�an reg�onal�sm cannot fulfill �ts �mmense potent�al unless �t 
addresses d�spar�t�es w�th�n countr�es and among them. Left to 
market forces, As�an reg�onal �ntegrat�on w�ll bypass many people 
and support for �t w�ll be eroded. Governments �ncreas�ngly 
recogn�ze th�s; the�r v�s�on of shared reg�onal prosper�ty requ�res  
correct�ve act�on. 
 Reg�onal cooperat�on �s useful for address�ng cr�t�cal soc�al and 
env�ronmental �ssues d�rectly; �t can also help make a strong case for 
act�on—as the MDGs d�d globally—and mob�l�ze nat�onal, reg�onal, 
and global support. Deeper networks among pol�cy makers, research 
�nst�tut�ons, and nongovernment organ�zat�ons could �mprove the 
des�gn and �mplementat�on of pol�cy. And by concerted act�on, the 
reg�on could ensure that the �mpact of soc�al and env�ronmental 
pol�c�es on the compet�t�veness of part�cular �ndustr�es and 
subreg�ons �s recogn�zed and, �f necessary, addressed through  
complementary pol�c�es.
 Based on the forego�ng analys�s, As�a’s pr�nc�pal object�ves are  
as follows:

• Connect the poor to the thriving regional economy. 
Pol�c�es w�ll vary across countr�es, but they should a�m to 
el�m�nate regulatory, soc�al, and geograph�cal barr�ers �n 
labor markets; pr�or�t�ze development and trade �n sectors, 
such as agr�culture, that have a strong �mpact on reduc�ng 
poverty; encourage the �ntegrat�on of �nformal sectors �nto 
the formal economy; �nvest �n educat�on and tra�n�ng to 
make workers more product�ve; and bu�ld �nfrastructure 
to connect d�sadvantaged reg�ons w�th econom�c centers. 

14  Brune� Darussalam, Indones�a, Malays�a, Ph�l�pp�nes East ASEAN Growth 
Area.
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• Develop cost-effective social protection systems. W�th fam�ly 
and commun�ty mechan�sms of soc�al protect�on decl�n�ng, 
low- and m�ddle-�ncome countr�es also need adequate soc�al 
protect�on systems. Recent exper�ments are expand�ng the 
range of cost-effect�ve solut�ons, �n part w�th �nnovat�ons 
that explo�t technology and m�crofinance strateg�es.

• Facilitate and manage labor migration. Nat�onal and 
�nternat�onal m�grat�on can �mprove the l�ves of m�grants, 
the�r fam�l�es, and the c�t�zens of host econom�es. The 
challenge for host countr�es �s to max�m�ze the benefits of 
employ�ng fore�gn labor wh�le m�n�m�z�ng �ts potent�ally 
negat�ve �mpacts and to ensure that �mm�grants have bas�c 
r�ghts and protect�on and are treated w�th d�gn�ty.

• Protect regional health and safety. Densely populated and 
closely �ntegrated As�a needs world-class systems to mon�tor, 
prevent, and (�f necessary) conta�n ep�dem�cs. Prov�d�ng the 
publ�c goods of d�sease prevent�on and d�saster management 
�s a top reg�onal pr�or�ty.

• Make development sustainable. The env�ronmental 
costs of econom�c act�v�ty are mount�ng w�th As�a’s rap�d 
development. Cooperat�on �s requ�red to set env�ronmental 
standards, des�gn �ntervent�ons, and mon�tor results. 
Reg�onal cooperat�on can be useful �n mob�l�z�ng As�an and 
non-As�an resources and technolog�es, and �s essent�al for 
address�ng cross-border �ssues. 

 Shar�ng such reg�onal goals w�ll help to bu�ld a genu�ne As�an 
commun�ty. Through understand�ng each others’ successes and 
fa�lures, people and countr�es w�ll develop stronger foundat�ons for 
cooperat�on. A common, �nclus�ve v�s�on w�ll also help to mob�l�ze 
popular support, an essent�al requ�rement for real�z�ng the prom�se 
of reg�onal�sm.
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T
he case for greater reg�onal cooperat�on �s broad, deep, 
and compell�ng. Yet marshal�ng collect�ve efforts across 
th�s vast, d�verse reg�on �s a huge challenge. The examples 
of the EU and, to a lesser extent, the North Amer�can Free 
Trade Area (NAFTA) h�ghl�ght some of the poss�b�l�t�es 

and d�fficult�es. But As�a does not funct�on exactly l�ke Europe or 
North Amer�ca. As�a’s econom�cs, pol�t�cs, and h�story are d�fferent. 
Some forms of �nterdependence—�n trade, for �nstance—are deeper 
�n As�a today than they were �n Europe �n the early stages of European 
reg�onal�sm. But others—such as monetary pol�cy—�nvolve largely 
�ndependent nat�onal dec�s�ons. 
 Aga�nst th�s background, the study finds that

• As�an �ntegrat�on �s l�kely to �ntens�fy, wh�le reta�n�ng �ts 
d�st�nct�ve pragmat�sm and gradual�sm;

• the arch�tecture of As�an cooperat�on w�ll rema�n mult�track 
and mult�speed—and �s st�ll flu�d;

• the leadersh�p to dr�ve reg�onal�sm forward needs to come 
from broad coal�t�ons;

• the v�s�on for �ntegrat�on must rema�n pragmat�c and y�eld 
step-by-step results; and 

• As�an reg�onal�sm can be an eng�ne for further  
global �ntegrat�on.

 Wh�le As�a can draw on other reg�ons’ exper�ence, As�an 
reg�onal�sm w�ll ult�mately follow a d�st�nct�ve bluepr�nt, bu�ld�ng 
on As�an econom�c pr�or�t�es and based on an As�an v�s�on for a 
reg�onal commun�ty. That v�s�on �s just beg�nn�ng to take shape, am�d  
sp�r�ted debate. 

7. Creating an architecture 
for cooperation
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Regionalism with Asian characteristics
As�a’s powerful countr�es and centers of econom�c act�v�ty have many 
common pr�or�t�es, but also d�ffer�ng ones. At t�mes, the d�fferences 
are ampl�fied by h�story and pol�t�cs. The pr�ce of cooperat�on �s 
the loss of some nat�onal sovere�gnty and the narrow�ng of pol�cy 
opt�ons for pursu�ng purely nat�onal object�ves. It �s understandably 
d�fficult for large, successful, and �ndependent econom�es to make 
such comprom�ses, and ult�mately to sacr�fice some author�ty to 
reg�onal �nst�tut�ons. Yet understand�ng of the log�c of reg�onal 
collect�ve act�on �s becom�ng stronger, dr�ven by the need to manage 
the consequences of r�s�ng �nterdependence. Cooperat�on �s l�kely to 
evolve gradually, but �t w�ll �ntens�fy as countr�es ga�n confidence �n 
the benefits of concerted act�on and the processes of jo�nt dec�s�on 
mak�ng. D�fferent groups of countr�es w�ll progress at var�ous speeds, 
us�ng d�fferent frameworks to address subsets of pol�cy �nterests. 
 As�a’s reg�onal�sm w�ll be d�st�nct�ve �n other ways as well. The 
reg�on’s pol�cy-mak�ng style �s pragmat�c and caut�ous. Cooperat�on 
�s a�med at mak�ng markets work better and �s usually l�m�ted to 
spec�fic �n�t�at�ves and object�ves. Intergovernmental d�alogue at all 
levels has greatly �ncreased, but formal reg�onal �nst�tut�ons rema�n 
relat�vely underdeveloped. Yet recogn�t�on that the requ�rements for 
�nst�tut�onal capab�l�t�es are grow�ng �s w�despread—for example, 
ASEAN has comm�tted to �ncreas�ng the capac�ty of �ts secretar�at 
along w�th �mplement�ng �ts new bluepr�nt for establ�sh�ng an 
ASEAN Econom�c Commun�ty. In several areas the payoff to reg�onal 
�nst�tut�onal development �s h�gh; th�s study has �dent�fied, �n 
part�cular, the establ�shment of both an “As�an F�nanc�al Stab�l�ty 
D�alogue” and an “As�an Secretar�at for Econom�c Cooperat�on” as 
�mportant pr�or�t�es. These and other �nst�tut�ons that w�ll emerge 
�n the reg�on are l�kely to be lean, carefully structured to ach�eve 
the�r purpose and l�m�ted �n author�ty. In other words, even as the 
�nst�tut�onal structure deepens, �ntergovernmental consultat�on and 
dec�s�on mak�ng are l�kely to rema�n central features of the As�an 
reg�onal cooperat�on. 

The architecture of cooperation
As�a’s reg�onal pol�cy agenda �s too broad and complex to be handled 
by a s�ngle �nst�tut�on, espec�ally g�ven As�a’s vast econom�es and 
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d�verse �nterests. A flex�ble, mult�track, mult�speed arch�tecture 
w�ll best respond to th�s challenge. It w�ll emphas�ze the gradual 
�ntens�ficat�on of cooperat�on—engagement �n l�m�ted areas first, 
followed by the deepen�ng and w�den�ng of the scope of cooperat�on. 
Th�s w�ll allow any group of econom�es to jo�n the �ntegrat�on 
process and share �n �ts benefits, regardless of development level. As 
partnersh�ps strengthen, they can lead to deeper collaborat�on or the 
enlargement of the group. Open, gradual, and flex�ble reg�onal�sm w�ll 
ensure that As�a’s econom�c �ntegrat�on rema�ns market-fr�endly and 
respons�ve to the reg�on’s d�verse const�tuents.
 Importantly, a flex�ble framework enables newcomers to reg�onal 
�ntegrat�on to develop relat�onsh�ps �n l�ne w�th the�r capab�l�t�es. The 
smaller develop�ng countr�es that are not yet fully �ntegrated �nto the 
reg�on’s economy often have the most to ga�n from �nternal�z�ng the 
lessons of As�an dynam�sm. Jo�n�ng reg�onal and global product�on 
networks could dramat�cally ra�se the�r product�v�ty, employment, 
and output levels. Th�s study seeks to foster understand�ng of 
the requ�rements and �mpl�cat�ons of �ntegrat�on. Newcomers to 
�ntegrat�on need to adopt v�gorously outward-or�ented pol�c�es; 
�n turn, the reg�onal system needs to rema�n access�ble to  
�ntegrat�ng econom�es.
 The pr�nc�pal groups of the current framework range w�dely �n 
scope, from subreg�onal organ�zat�ons that encompass parts of a 
few countr�es to APEC and the As�a-Europe Meet�ng (ASEM), wh�ch 
span cont�nents (F�gure 10). Th�s d�vers�ty �s cons�stent w�th, and 
necessary for, ach�ev�ng the reg�on’s mult�ple pol�cy object�ves. 
Develop�ng �nfrastructure to connect nearby commun�t�es through 
transport and energy l�nks, for example, requ�res l�m�ted, focused 
subreg�onal cooperat�on. At the same t�me, ensur�ng that markets �n 
As�a, Europe, North Amer�ca, and other parts of the world rema�n open 
to each other requ�res d�alogue �n APEC, ASEM, and of course global 
�nst�tut�ons. The challenge �s to ma�nta�n effect�ve and flex�ble groups 
wh�le ensur�ng the coherence of the�r d�fferent pol�cy d�rect�ons. 
Some �nst�tut�onal consol�dat�on can be valuable �n th�s process—as 
th�s study recommends, for example, �n the area of macroeconom�c 
surve�llance. Yet overlap and compet�t�on among groups �s not 
necessar�ly bad; �t opens mult�ple opt�ons for address�ng a problem 
and st�mulates forums to become more effect�ve. 
 Because the structure of reg�onal cooperat�on �n As�a rema�ns 
very flu�d, propos�ng firm ass�gnments of �nst�tut�onal funct�ons �s 
premature. Nevertheless, as the deta�led arguments of th�s study 
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suggest, ASEAN+3 frequently emerges as an espec�ally useful 
coord�nat�ng forum. It �s organ�zed around ASEAN, wh�ch has the 
most exper�ence w�th cooperat�on and operates the most developed 
reg�onal �nst�tut�ons. It also �ncorporates the reg�on’s three large 
econom�es (the PRC, Japan, and the Republ�c of Korea), and �s generally 
closely �ntegrated. But processes coord�nated by ASEAN+3 need not 
be l�m�ted to �ts membersh�p. For example, funct�ons that requ�re 
w�der part�c�pat�on—such as the As�an F�nanc�al Stab�l�ty D�alogue 
proposed �n th�s study—could also bu�ld on EAS membersh�p.

Figure 10. Economic architecture: regional and transregional forums

APEC = Asia-Pacific Economic Cooperation; ASEAN+3 = ASEAN plus three countries, as shown; ASEAN = Association of Southeast Asian 
Nations; ASEM = Asia-Europe Meeting; EAS = East Asia Summit; CAREC = Central Asia Regional Economic Cooperation; FSU = Federated 
States of Micronesia; Lao PDR = Lao People’s Democratic Republic; PIF = Pacific Islands Forum; PRC = People’s Republic of China; SAARC 
= South Asian Association for Regional Cooperation. 
Notes: 
ASEM includes also the European Commission as a member.
For CAREC, the PRC’s membership is focused on the Xinjiang Uygur Autonomous Region.
Source: ADB.
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 Although the process of cooperat�on may beg�n w�th an 
ASEAN+3 structure, �t should not end there. It should �nvolve strong 
complementary relat�onsh�ps w�th other reg�onal forums whose 
un�que h�stor�es and membersh�ps prov�de expert�se for address�ng 
d�fferent aspects of cooperat�on. Th�s argues for ma�nta�n�ng mult�ple 
reg�onal arrangements and good connect�ons among them. For 
example, ASEAN w�ll be an espec�ally effect�ve prov�ng ground for more 
advanced forms of reg�onal cooperat�on. It w�ll become an �ncreas�ngly 
effect�ve hub as �t pursues deeper �ntegrat�on �tself, follow�ng the 
recently adopted ASEAN Econom�c Commun�ty Bluepr�nt (Kawa� 
2007). The Greater Mekong Subreg�on framework—a subreg�onal 
group—prov�des an �deal laboratory for coord�nated �nfrastructure 
development as well as for targeted new �n�t�at�ves �n areas such as 
fight�ng poverty. The EAS may prove to be the most effect�ve forum for 
address�ng cl�mate change and other env�ronmental challenges from 
As�an perspect�ves. And g�ven �ts membersh�p, APEC can be effect�ve 
�n trade fac�l�tat�on. APEC and ASEM could also have useful roles �n 
pol�cy d�alogue on domest�c regulatory pol�c�es and �n ensur�ng that 
the reg�on’s expand�ng global role �s effect�vely managed (Table 8). 
 A flex�ble, mult�track arch�tecture also responds to the challenges 
of the reg�on’s except�onal pol�t�cal, econom�c, and cultural d�vers�ty. 
As�a’s econom�cs and pol�t�cs are not always al�gned, but they are 
�nterdependent. Econom�c �nterests shape pol�t�cal pos�t�ons, 
much as pol�t�cal w�ll affects econom�c outcomes. Closer econom�c 
cooperat�on w�th�n As�a w�ll prov�de a stronger framework for 
manag�ng the econom�c adjustments ahead, both w�th�n the 
reg�on and w�th the world. Foremost among these �s the r�se of 
the PRC and Ind�a, wh�ch w�ll affect reg�onal and global markets �n  
far-reach�ng ways. 
 As long as the econom�c benefits of reg�onal �ntegrat�on are 
substant�al, pol�t�cal comprom�ses are poss�ble. A survey for th�s 
study confirms that the reg�on’s op�n�on leaders welcome reg�onal 
engagement and are opt�m�st�c that pol�t�cal hurdles can be 
overcome (Capannell� 2008). As�a’s approach emanates from—and 
neatly accommodates—�ts d�vers�ty. The approach allows countr�es 
to reta�n a great deal of �ndependence and control over the�r �nternal 
affa�rs, yet fosters a sense of commun�ty—�n essence, mutual trust 
and confidence.
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Leadership
Gradual, bottom-up cooperat�on has econom�c and pol�t�cal 
advantages; �t also has r�sks, �nclud�ng poss�ble �ncons�stenc�es 
among �n�t�at�ves, and slower progress than m�ght be poss�ble w�th 
a top-down approach. What forces w�ll generate momentum and 
pressure for deep and amb�t�ous �ntegrat�on? 
 At the h�ghest levels of government, the �mportance of reg�onal 
cooperat�on �s well accepted—As�an leaders have repeatedly and 
eloquently confirmed the�r comm�tment to work together.15 But they 
w�ll need effect�ve mechan�sms to translate th�s �ntent �nto pragmat�c 
results. As�a’s reg�onal �nst�tut�ons are not strong enough to take a 

15  The reports of the East As�a V�s�on Group (2001) and the East As�a Study 
Group (2002), comm�ss�oned by the leaders, offer an excellent summary of 
potent�al reg�onal cooperat�on efforts and prov�ded gu�dance for th�s study. 

Table 8.  Major economic cooperation groups in Asia and the Pacific

Name, Year established Membership Area of focus Major initiatives

Asia Cooperation Dialogue (ACD)
2002

Bahrain, Bangladesh, Brunei Darussalam, Bhutan, Cambodia, People’s Republic of China (PRC), India, 
Indonesia, Iran, Japan, Kazakhstan, Republic of Korea, Kuwait, Lao People’s Democratic Republic (Lao 
PDR), Malaysia, Mongolia,  Myanmar, Oman, Pakistan, Philippines, Quatar, Russian Federation, Saudi 
Arabia, Singapore, Sri Lanka, Tajikistan, Thailand, United Arab Emirates, Uzbekistan, and Viet Nam.

• Technology
• Tourism
• Trade and investment
• Money and finance
• Energy
• Health and education
• Politics
• Agriculture

• Annual ministerial meetings
• Projects in 19 areas involving cooperation between various members
• Think tank (symposium and network) to support ACD projects

Asia Pacific Economic Cooperation (APEC)
1989

Australia; Brunei Darussalam; Canada; Chile; PRC; Hong Kong, China; Indonesia; Japan; Malaysia; 
Mexico; New Zealand; Papua New Guinea; Peru; Philippines; Republic of Korea; Russian Federation; 
Singapore; Taipei,China; Thailand; United States; and Viet Nam.

• Business facilitation 
• Economic and technical cooperation 
• Trade and investment liberalization 

• Bogor goals of “free and open trade and investment”
• APEC Business Travel Card
• Best practices for regional trade agreements and free trade agreements,
• Declaration on Climate Change, Energy Security and Clean Development

Asia-Europe Meeting (ASEM)
1996

Members of the Association of Southeast Asian Nations (ASEAN), European Union, and European 
Commission plus PRC, India, Japan, Republic of Korea, Mongolia, and Pakistan. 

• Cultural and intellectual issues
• Financial and social reform
• Political issues
• Trade and investment barriers

• Asia-Europe Cooperation Framework
• Asia-Europe Foundation
• Trans-Eurasian Information Network 

Association of Southeast Asian Nations 
(ASEAN)
1967

Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, Philippines, Thailand, 
Singapore, and Viet Nam.

• Economic cooperation
• Trade and investment
• Regional security
• Sociocultural exchange

• Treaty of Amity and Cooperation in Southeast Asia
• ASEAN Free Trade Area
• ASEAN Economic Community
• ASEAN Security Community
• ASEAN Social and Cultural Community

ASEAN Plus Three (ASEAN+3)
1997

ASEAN members plus PRC, Japan, and Republic of Korea. • Finance
• Macroeconomics

• Economic Review and Policy Dialogue
• Chiang Mai Initiative
• Asian Bond Markets Initiative
• Research Group



Creating an Architecture for Cooperation

57

leadersh�p role yet; many operate w�th very l�m�ted resources and 
often w�th staff members on short, temporary ass�gnments. In th�s 
context, knowledge-generat�ng �nst�tut�ons outs�de the offic�al sphere 
play an espec�ally �mportant role. Ideas matter, and the reg�on’s th�nk 
tanks and un�vers�t�es have the structure and t�me to focus on long-
term �ssues and to offer object�ve adv�ce. 
 In the longer run, c�v�l soc�ety w�ll prov�de the most �mportant 
source of support. The survey for th�s study found that a w�de range 
of As�an op�n�on leaders welcomes �nternat�onal cooperat�on. All 
nat�onal�t�es and groups seem to share th�s perspect�ve, �nclud�ng 
bus�ness execut�ves; profess�onals; journal�sts; experts �n un�vers�t�es, 
laborator�es, and research �nst�tutes; and pol�t�cal and econom�c 

Table 8.  Major economic cooperation groups in Asia and the Pacific

Name, Year established Membership Area of focus Major initiatives

Asia Cooperation Dialogue (ACD)
2002

Bahrain, Bangladesh, Brunei Darussalam, Bhutan, Cambodia, People’s Republic of China (PRC), India, 
Indonesia, Iran, Japan, Kazakhstan, Republic of Korea, Kuwait, Lao People’s Democratic Republic (Lao 
PDR), Malaysia, Mongolia,  Myanmar, Oman, Pakistan, Philippines, Quatar, Russian Federation, Saudi 
Arabia, Singapore, Sri Lanka, Tajikistan, Thailand, United Arab Emirates, Uzbekistan, and Viet Nam.

• Technology
• Tourism
• Trade and investment
• Money and finance
• Energy
• Health and education
• Politics
• Agriculture

• Annual ministerial meetings
• Projects in 19 areas involving cooperation between various members
• Think tank (symposium and network) to support ACD projects

Asia Pacific Economic Cooperation (APEC)
1989

Australia; Brunei Darussalam; Canada; Chile; PRC; Hong Kong, China; Indonesia; Japan; Malaysia; 
Mexico; New Zealand; Papua New Guinea; Peru; Philippines; Republic of Korea; Russian Federation; 
Singapore; Taipei,China; Thailand; United States; and Viet Nam.

• Business facilitation 
• Economic and technical cooperation 
• Trade and investment liberalization 

• Bogor goals of “free and open trade and investment”
• APEC Business Travel Card
• Best practices for regional trade agreements and free trade agreements,
• Declaration on Climate Change, Energy Security and Clean Development

Asia-Europe Meeting (ASEM)
1996

Members of the Association of Southeast Asian Nations (ASEAN), European Union, and European 
Commission plus PRC, India, Japan, Republic of Korea, Mongolia, and Pakistan. 

• Cultural and intellectual issues
• Financial and social reform
• Political issues
• Trade and investment barriers

• Asia-Europe Cooperation Framework
• Asia-Europe Foundation
• Trans-Eurasian Information Network 

Association of Southeast Asian Nations 
(ASEAN)
1967

Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, Philippines, Thailand, 
Singapore, and Viet Nam.

• Economic cooperation
• Trade and investment
• Regional security
• Sociocultural exchange

• Treaty of Amity and Cooperation in Southeast Asia
• ASEAN Free Trade Area
• ASEAN Economic Community
• ASEAN Security Community
• ASEAN Social and Cultural Community

ASEAN Plus Three (ASEAN+3)
1997

ASEAN members plus PRC, Japan, and Republic of Korea. • Finance
• Macroeconomics

• Economic Review and Policy Dialogue
• Chiang Mai Initiative
• Asian Bond Markets Initiative
• Research Group

continued
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analysts. They welcome an As�an �dent�ty, and �ncreas�ngly �nteract 
w�th reg�onal colleagues �n profess�onal, educat�onal, and offic�al 
networks. The�r collaborat�on and fr�endsh�ps can �nform reg�onal 
strateg�es and prov�de foundat�ons for future cooperat�on. 

Name, Year established Membership Area of focus Major initiatives

Bay of Bengal Initiative for Multi-Sectoral 
Technical and Economic Cooperation 
(BIMSTEC)
1997

Bangladesh, Bhutan, India, Myanmar, Nepal, Sri Lanka, and Thailand. • Transport
• Tourism
• Trade and investment
• Energy
• Health
• Agriculture

• Link South and Southeast Asia
• Commitment to liberalize trade by 2012 (3 members)
• Plan for free trade pact by 2017

Brunei Darussalam-Indonesia-Malaysia-
Philippines East ASEAN Growth Area 
(BIMP-EAGA)
1994

Brunei Darussalam plus provinces of Indonesia, Malaysia, and the Philippines. • Agro-industry
• Environment 
• Tourism
• Transportation

• Roadmap to Development (2006–2010)
• Agreements on air transport, other transport, trade facilitation, and tourism

Central Asia Regional Economic 
Cooperation (CAREC)
1997

Afghanistan, Azerbaijan, PRC provinces, Kazakhstan, Kyrgyz Republic, Mongolia, Tajikistan, and 
Uzbekistan.

• Energy
• Trade facilitation 
• Trade policy 
• Transport

• Comprehensive Action Plan (CAP 2006)
• Transport and Trade Facilitation Strategy 
• CAREC Institute

East Asia Summit (EAS)
2005

ASEAN members, Australia, PRC, India, Japan, Republic of Korea, and New Zealand. • Economic community
• Energy and environment
• Trade and finance

• Declaration on Climate Change, Energy 
and the Environment 

• Declaration on East Asian Energy Security

Greater Mekong Subregion (GMS)
1992

Cambodia, two provinces of PRC, Lao PDR, Myanmar, Thailand,  
and Viet Nam. 

• Agriculture 
• Environment
• Human resource development
• Tourism
• Trade and investment
• Transport, energy, telecommunications

• East-West Economic Corridor 
• Ten-Year Strategic Framework 

Indonesia-Malaysia-Thailand Growth 
Triangle (IMT-GT)
1993

Provinces in Indonesia, Malaysia, and Thailand. • Agriculture and fisheries
• Environment
• Human resources development
• Tourism
• Trade and investment
• Infrastructure

• IMT-GT Roadmap to promote trade and investments, agriculture, agro-
industry, tourism, infrastructure, human resource development, mobility of 
labor, and natural resource management

• Joint tourism promotion

Pacific Islands Forum (PIF)
1971

Australia, Cook Islands, Federated States of Micronesia, Fiji Islands, Kiribati, Nauru, New Zealand, 
Niue, Palau, Papua New Guinea, Marshall Islands, Samoa, Solomon Islands, Tonga, Tuvalu, and 
Vanuatu.

• Energy
• Information and communications technology
• Transport

• Pacific Agreement on Closer Economic Relations
• Pacific Aviation and Safety Office
• Pacific Island Countries Trade Agreement

Shanghai Cooperation Organization (SCO)
2001

PRC, Kazakhstan, Kyrgyz Republic, Russian Federation, Tajikistan, and Uzbekistan. •       Political issues
• Culture and education
• Energy and transport
• Environment protection 
• Science and technology
•       Trade and economy

• Action plan on implementation of the program for multilateral trade and 
economic cooperation

• Regional Antiterrorist Structure
• SCO Business Council and Interbank Consortium

South Asian Association for Regional 
Cooperation (SAARC)
1985

Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka. • Agriculture and rural development
• Environment and forestry
• Health and population
• Human resources development
• Science, technology, and meteorology
• Transport 
• Women, youth, and children

• SAARC Development Fund 
• South Asian Free Trade Area 

Table 8.  Major economic cooperation groups in Asia and the Pacific (continued)
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 In short, As�an reg�onal�sm w�ll need soph�st�cated offic�al 
leadersh�p as well as �nd�v�dual champ�ons. It w�ll need the support of 
many v�s�onary and determ�ned people—�nclud�ng pol�t�cal, bus�ness, 
and c�v�c leaders; academ�c experts; and �ntellectuals—people from 

Name, Year established Membership Area of focus Major initiatives

Bay of Bengal Initiative for Multi-Sectoral 
Technical and Economic Cooperation 
(BIMSTEC)
1997

Bangladesh, Bhutan, India, Myanmar, Nepal, Sri Lanka, and Thailand. • Transport
• Tourism
• Trade and investment
• Energy
• Health
• Agriculture

• Link South and Southeast Asia
• Commitment to liberalize trade by 2012 (3 members)
• Plan for free trade pact by 2017

Brunei Darussalam-Indonesia-Malaysia-
Philippines East ASEAN Growth Area 
(BIMP-EAGA)
1994

Brunei Darussalam plus provinces of Indonesia, Malaysia, and the Philippines. • Agro-industry
• Environment 
• Tourism
• Transportation

• Roadmap to Development (2006–2010)
• Agreements on air transport, other transport, trade facilitation, and tourism

Central Asia Regional Economic 
Cooperation (CAREC)
1997

Afghanistan, Azerbaijan, PRC provinces, Kazakhstan, Kyrgyz Republic, Mongolia, Tajikistan, and 
Uzbekistan.

• Energy
• Trade facilitation 
• Trade policy 
• Transport

• Comprehensive Action Plan (CAP 2006)
• Transport and Trade Facilitation Strategy 
• CAREC Institute

East Asia Summit (EAS)
2005

ASEAN members, Australia, PRC, India, Japan, Republic of Korea, and New Zealand. • Economic community
• Energy and environment
• Trade and finance

• Declaration on Climate Change, Energy 
and the Environment 

• Declaration on East Asian Energy Security

Greater Mekong Subregion (GMS)
1992

Cambodia, two provinces of PRC, Lao PDR, Myanmar, Thailand,  
and Viet Nam. 

• Agriculture 
• Environment
• Human resource development
• Tourism
• Trade and investment
• Transport, energy, telecommunications

• East-West Economic Corridor 
• Ten-Year Strategic Framework 

Indonesia-Malaysia-Thailand Growth 
Triangle (IMT-GT)
1993

Provinces in Indonesia, Malaysia, and Thailand. • Agriculture and fisheries
• Environment
• Human resources development
• Tourism
• Trade and investment
• Infrastructure

• IMT-GT Roadmap to promote trade and investments, agriculture, agro-
industry, tourism, infrastructure, human resource development, mobility of 
labor, and natural resource management

• Joint tourism promotion

Pacific Islands Forum (PIF)
1971

Australia, Cook Islands, Federated States of Micronesia, Fiji Islands, Kiribati, Nauru, New Zealand, 
Niue, Palau, Papua New Guinea, Marshall Islands, Samoa, Solomon Islands, Tonga, Tuvalu, and 
Vanuatu.

• Energy
• Information and communications technology
• Transport

• Pacific Agreement on Closer Economic Relations
• Pacific Aviation and Safety Office
• Pacific Island Countries Trade Agreement

Shanghai Cooperation Organization (SCO)
2001

PRC, Kazakhstan, Kyrgyz Republic, Russian Federation, Tajikistan, and Uzbekistan. •       Political issues
• Culture and education
• Energy and transport
• Environment protection 
• Science and technology
•       Trade and economy

• Action plan on implementation of the program for multilateral trade and 
economic cooperation

• Regional Antiterrorist Structure
• SCO Business Council and Interbank Consortium

South Asian Association for Regional 
Cooperation (SAARC)
1985

Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka. • Agriculture and rural development
• Environment and forestry
• Health and population
• Human resources development
• Science, technology, and meteorology
• Transport 
• Women, youth, and children

• SAARC Development Fund 
• South Asian Free Trade Area 
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all walks of l�fe and represent�ng the reg�on’s great cultural d�vers�ty. 
The challenge for governments �s to embrace th�s broad coal�t�on, to 
prov�de forums where �ts vo�ce can be heard, and to make sure that �ts 
�mpact �s felt.

A partnership for shared prosperity 
It �s eas�er, �n some ways, to env�s�on an �ntegrated As�a many decades 
hence than to descr�be the deta�led goals that could be ach�eved by 
2020. In the longer run, As�a �s l�kely to have a s�ngle market subject 
to common regulat�ons, a common currency, and substant�al freedom 
of movement for workers—�n other words, an env�ronment s�m�lar to 
that of the EU today. An �ntegrated As�a w�ll reap enormous benefits 
from the great d�vers�ty of �ts econom�es and peoples; �ts deep cultural 
her�tage; the vast scale of �ts financ�al, techn�cal, and other resources; 
and �ts jo�nt ab�l�ty to manage econom�c, soc�al, env�ronmental, and 
other threats. It w�ll offer unr�valed opportun�t�es for �nnovat�on, 
entrepreneursh�p, and commerce. And �t w�ll help subdue the pol�t�cal 
r�valr�es that could otherw�se threaten stab�l�ty.
 Such a v�s�on can prov�de �nsp�rat�on and offers gu�dance on long-
term d�rect�ons. But to �nform �mmed�ate pol�cy, �t must be translated 
�nto steps that can—and should—be ach�eved �n the �ntermed�ate 
term. The v�s�on that mot�vates these steps has to be pragmat�c. 
It must cons�st of real�st�c �n�t�at�ves that show early, step-by-step 
results. Th�s report has �dent�fied �mportant opt�ons. By pursu�ng 
some of these, by 2020 As�a could have

• an �ntegrated market free of restr�ct�ons on reg�onal flows of 
goods, serv�ces, and cap�tal;

• deep and l�qu�d financ�al markets open to cross-border 
financ�al flows and serv�ces, w�th h�gh standards of overs�ght 
and strong protect�on to nat�onal and fore�gn �nvestors;

• effect�ve frameworks to coord�nate macroeconom�c and 
exchange rate pol�c�es, tak�ng �nto account global challenges 
and d�ffer�ng nat�onal c�rcumstances;

• collect�ve efforts to address v�tal soc�al �ssues, such as 
poverty, exclus�on, �ncome �nsecur�ty, m�grat�on, age�ng, 
health, and env�ronmental threats;

• a cons�stent vo�ce to project the concerns of As�an econom�es 
�n global pol�cy forums and enhance respons�ble global 
governance; and 
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• v�tal �nst�tut�ons, adequately and h�ghly profess�onally 
staffed, to prov�de first-rate analyt�cal and log�st�cal support 
for these efforts.

 The goals are challeng�ng but ach�evable. Some should rece�ve 
earl�er attent�on than others; cooperat�on to ensure financ�al 
stab�l�ty and the smooth adjustment to global �mbalances are  
espec�ally urgent. 
 Each step toward reg�onal �ntegrat�on w�ll requ�re �nnovat�on, 
leadersh�p, and support from major econom�es. As�a �s po�sed to take 
these steps: �ts econom�es are sound and enjoy good relat�ons w�th 
each other and other global centers. Appropr�ately, As�an reg�onal�sm 
�s becom�ng more confident �n �ts potent�al to contr�bute to both 
As�an and global welfare. All of th�s favors the emergence of a strong, 
prosperous, outward-look�ng As�an econom�c commun�ty, reg�onally 
�ntegrated yet connected w�th global markets, and w�th respons�b�l�ty 
and �nfluence to match �ts econom�c we�ght. In short, emerg�ng 
As�an reg�onal�sm �s a partnersh�p that can ensure the reg�on’s 
cont�nued, peaceful progress, and help power globally and reg�onally  
shared prosper�ty.
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