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HIGHLIGHTS

Regional Economic Update

Despite a still weak external environment, most

of developing Asia will likely see their economies
improve on increased domestic demand and a
modest recovery in export growth; GDP is forecast to
rise 6.6% in 2013 from 6.0% last year.

The economic outlook for developing Asia is subject
to three major risks: (i) an economic slowdown in
the US from missed fiscal deadlines; (ii) a worsening
eurozone debt crisis; and (iii) destabilizing

capital flows.

Given the evolving global economic landscape,
developing Asia’s policymakers should not let short-
term adjustments interfere with the longer-term
goal of a more balanced, sustainable, inclusive, and
integrated economy.

Progress in Regional Cooperation
and Integration

Regional integration progressed as the 2008/09 global
financial and eurozone debt crises brought greater
cooperation to Asia; yet, deepening cooperation will
likely be more challenging.

As advanced economies are readjusting, Asia
continues to deepen initiatives and explore new ways
to enhance regional cooperation, collaboration and
coordination.

Despite a shift in direction of Asia’s exports, the share
of intraregional exports has remained unchanged
ataround 56% in 2011.

Trade in services is increasingly important to Asia,
though its growth remains below trade in goods; Asia
should prioritize service exports as a new growth
channel—particularly modern services.

The 2008/09 global financial crisis accelerated
financial integration, with intraregional asset holdings
rising and Asian investors increasing bond purchases
from the People’s Republic of China (PRC) and Japan.

Since 2008, Asia’s equity returns have converged in
response to global shocks; co-movements in bond
yields, however, have not changed much since 2000,
as they are mostly affected by local events.

Examining the correlation between consumption and
output growth in Asia shows risk sharing to be quite
small, even if there has been some increase over time.

Intraregional remittances within Asia are rising
rapidly, indicating growing intraregional labor
mobility; as intra-Asian migration grows, better
management to avoid conflict is an essential
challenge to future cooperation.

While regional connectivity is improving, demand
continues to rise faster than supply, widening the
infrastructure gap.

As tariffs decline globally, transport and trade
transaction costs, along with other non-tariff
barriers, are becoming more important; cross-border
procedures need to be simplified, harmonized, and
use international best practices.

Increasing interdependence underlines the
importance of regional public goods in addressing
both global and regional issues—such as climate
change and the environment, epidemics, disaster
preparedness, good governance, and cross-border
crime.

Financing and the delivery of regional public goods
remain challenges to regional cooperation; as do
institutional design and the standards used to deliver
regional public goods.



e Currency swap arrangements have been used widely
since the 2008/09 global financial crisis and have
become a major form of central bank coordination;
the PRC is expanding its network of swap agreements
to promote trade settlement in local currencies—
facilitating bilateral trade and investment and the
internationalization of its currency.

Special Chapter: Multilateralizing Asian
Regionalism—Approaches to Unraveling
the Asian Noodle Bowl

e The proliferation of free trade agreements (FTAs)
has been greatest in Asia; the global multilateral
impasse has helped create an Asian noodle bowl, with
more than 100 ratified FTAs involving at least one
Asian economy.

e Two key proposals have been advanced to
disentangle the Asian noodle bow!: consolidation—
which creates a regional FTA to harmonize bilateral
FTAs; and multilateralization—which grants
nondiscriminatory preferences to nonmembers,
eliminating preference discrepancies.

e The ASEAN-led Regional Comprehensive Economic

Partnership could pave the way for consolidating
ASEAN FTAs under a single regional agreement,
although it is still too early to tell.

Multilateralization can proceed from a

consolidated regional FTA, or economies can seek
multilateralization independently; but they both must
overcome competing interests that lose from the
dilution of preferences.

Although consolidation and multilateralization are
not mutually exclusive—consolidation is a means;
multilateralization is the end—history shows that
unilateral actions (of which multilateralization is a
special case) are not only feasible but account for
most trade liberalization to date.
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The Asian Economic Integration Monitor is a semiannual review of Asia’s regional economic
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Bank. This issue includes a special chapter—Multilateralizing Asian Regionalism: Approaches
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