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Regional Integration— 
Key Messages 
• Weak global growth will likely strengthen rebalancing 

from external to domestic and regional demand in Asia. 

• A “Double-track” growth will continue with Asia forging 
ahead through flows of trade and finance; increased 
labor mobility and cross-border infrastructure, and 
increased cooperation efforts in several fronts.  

• Greater regional integration will likely bring benefits as 
well as costs; such that greater cooperation efforts will 
be needed to mitigate adverse impacts, limit potential 
risks and maximize economic benefits. 



Asia’s economy will surge 
due to regional cooperation and integration 
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Note: Developing Asia refers to ADB member countries. Advanced economies includes Australia, Canada, European Union, Japan, 
Israel, New Zealand, Norway, Switzerland, and United States. Weighted using gross domestic product (current international dollar, PPP). 
Source: Asian Development Outlook 2012, ADB, for GDP growth of developing Asian economies; and  
World Economic Outlook April 2012 Database, IMF. 



Progress of regional cooperation  
and integration in Asia 
• Market driven, bottoms-up, multi-speed 

and multi-track. 
• In contrast to European model which is 

institution heavy, based on political and 
legal integration, and a grand scheme to 
create a single market for the region. 

• Given the differences in RCI model, the 
Eurozone crisis should not detract Asian 
policymakers from cooperating closely.  



Progress of regional integration  
in Asia (2008–11 from 2000–07) 

▲ = increase from 2000-2007 average; ▼ = decrease  from 2000-2007 average; – = data unavailable. 
1 Data are insufficient to conclude progress of intraregional migration in Central Asia and inter-regional migration  from Central Asia  to 
other Asian regions due to unavailability of similar data for 2010.  
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Asia 50.08 ▲ 55.02 ▲ 24.98 ▲ 6.36 ▲ 0.36 ▲ 81.07 ▲ 0.51 ▼ 
Central Asia 0.02 ▼ 5.33 ▼ – –  – –  0.35 ▲ 32.20 ▲ 1.56 – 

East Asia 41.81 ▲ 36.17 ▼ 17.65 ▲ 2.84 ▲ 0.59 ▲ 75.32 ▲ 0.26 ▲ 
Southeast Asia 6.32 ▼ 24.61 ▲ 9.54 ▼ 9.49 ▼ 0.70 ▲ 69.69 ▲ 0.66 ▲ 
South Asia 0.03 ▲ 4.61 ▼ – –  – –  0.04 ▼ 13.17 ▼ 0.47 ▼ 
The Pacific 
and Oceania 1.91 ▼ 8.05 ▼ – –  – –  0.46 ▲ 2.43 ▼ 0.09 ▼ 
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Presentation Notes
– = data unavailable; ▲ = increase from 2000-2007 average; ▼ = decrease; ● = inconclusive.Note: Data calculated for Asia unless otherwise noted.Foreign direct investment: Average share of intraregional foreign direct investment in 2008–2009. Data unavailable for Afghanistan; Bhutan; Cook Islands; Kiribati; Maldives; Marshall Islands; Federated States of Micronesia; Mongolia; Nauru; Nepal; Palau; Samoa; Solomon Islands; Sri Lanka; Taipei,China; Tajikistan; Timor-Leste; Tonga; Tuvalu; Uzbekistan; and Viet Nam.Equity markets: Average share of intraregional equity investment in 2008–2010 based on investments from Hong Kong, China; India; Indonesia; Japan; Kazakhstan; Republic of Korea; Malaysia; Pakistan; Philippines; Singapore; Thailand; and Vanuatu. Excludes Oceania. Data unavailable for Azerbaijan, Bhutan, Federated States of Micronesia, Palau, Samoa, Tonga, Turkmenistan, and Tuvalu as investment destinations.Bond markets: Average share of intraregional investment in bonds in 2008–2010  based on investments from Hong Kong, China; India; Indonesia; Japan; Kazakhstan; Republic of Korea; Malaysia; Pakistan; Philippines; Singapore; Thailand; and Vanuatu. Excludes Oceania. Data unavailable for Azerbaijan, Bhutan, Federated States of Micronesia, Palau, Samoa, Tonga, Turkmenistan, and Tuvalu as investment destinations. Macroeconomic links: Correlations based on simple averages of 3-year rolling bilateral correlations of annual growth rates (difference of natural logarithms) of detrended GDP series (2005 base year). Data unavailable for Afghanistan, Cook Islands, Republic of Marshall Islands, Federated States of Micronesia, Myanmar, Nauru, Republic of Palau, Democratic Republic of Timor-Leste, and Tuvalu.Intraregional trade: Average share of intraregional trade. Reporter data unavailable for Bhutan, Kiribati, Nauru, Palau, Tajikistan, Timor-Leste, and Tuvalu. Reporter and partner data unavailable for Cook Islands, Marshall Islands, and Federated States of Micronesia.Tourism: Average share of intraregional tourist flows in 2008-2010. Does not include Oceania.Migration: Share of migrant stock to population in 2010. Figure compared with 2000 estimate. Does not include Oceania. Data are insufficient to conclude progress of intraregional migration in Central Asia due to unavailability of similar data for 2010. Source: ADB calculations using data from Bloomberg; CEIC; Asia Regional Integration Center, Asian Development Bank; Coordinated Portfolio Investment Survey, International Monetary Fund; Direction of Trade Statistics, International Monetary Fund; World Economic Outlook Database April 2012, International Monetary Fund; Bilateral Migration Database 1990-2000, World Bank; Bilateral Migration Matrix 2010, World Bank; United Nations Conference on Trade and Development; and United Nations World Tourism Organization.



Trade Integration 
• Has progressed in Asia through market forces 

and unilateral actions rather than coordinated 
regional efforts 

• Reflects the growth of regional production 
networks with PRC as manufacturing hub. 

• Strengthened after 2008 in part due to 
macroeconomic stimulus which helped income 
and demand to rise in the region. 

• Role of FTAs unclear as take up remains low 
and costs of noodle bowl effects still a concern  
 
 



Rising trade integration reflects expanding regional 
production networks 
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1Intra-regional trade share of region i is defined as  IT sharei = (Xii+Mii)/(Xi.+Mi.); where Xii = exports of region i to region i, Mii = imports of region i to region i, Xi. = total exports of region i, and Mi. = total imports of region i.Source: ADB calculations from Direction of Trade Statistics, International Monetary Fund; and CEIC for Taipei,China.Notes: G2 = European Union and US. PRC = People's Republic of China.  Data based on Broad Economic Categories classification. See Table XX for definition of consumer, intermediate, and primary goods.Source: ADB calculations from UN Comtrade Database.  



Financial integration 
• Financial integration lags behind trade…  

– Financial markets remain more integrated with global markets; 
– sub-regional variations are significant  

 
• but likely to increase with double-track growth, uncertain and 

volatile global capital market, and greater cooperation to ease 
cross-border flows 
 

• Higher regional lending from Japanese banks after the global 
financial crisis counter European bank deleveraging and 
cushioned the region from adverse impact 
 

• Greater financial integration raises risk of contagion 
– Should be managed through regional cooperation to strengthen 

regional financial safety nets and infrastructure 



Intraregional equity and bond holdings increases  
— and Japan substitutes for deleveraging Europe 
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Notes: Asia includes East Asia, Southeast Asia, Central Asia, South Asia and the Pacific. Australia and New Zealand are excluded due to differences in the structure of their economies with the rest of the countries in Asia. Countries included in Asia as recipient region differ from that of Asia as source region due to data unavailability. In particular, data for People's Republic of China as source is not available. Source: ADB calculations using data from Coordinated Portfolio Investment Survey, International Monetary Fund 2011.Note: Cross-market  standard deviation of daily stock market returns, de-trended using Hodrick Presscott (HP) filter. East Asia includes People's Republic of China; Hong Kong, China; Japan; Republic of Korea; Mongolia; and Taipei,China. Southeast Asia includes Indonesia, Malaysia, Philippines, Singapore, Thailand, and Viet Nam. South Asia includes Bangladesh, India, Pakistan, and Sri Lanka.   Source: ADB calculations using data from Bloomberg.



Macroeconomic and financial 
cooperation efforts in Asia are up 
• The global financial crisis ignited more dialogue, 

enlarged regional financial safety nets, and 
deepened bond markets 
– Economic Review and Policy Dialogue 
– ASEAN+3 Macroeconomic Research Office 
– CMIM 
– ABMI 

• Internationalizing the renminbi will likely boost 
regional cooperation and integration in East and 
Southeast Asia 

• Emerging cooperation in South Asia: SAARC 
swap facility 



Macroeconomic interdependence 
• Output correlations have gone up sharply during 

2008/09 global financial crisis broadly reflecting the 
impact of global shocks 

• Convergence and Polarization:  

– Income disparities narrow between countries, 
especially with strong growth in PRC and India 

– But within countries inequality increases within 
countries (polarization) 

• Closer trade, investment, and financial ties will likely 
increase interdependence 

 



Rising correlations suggest greater 
interdependence and declining income dispersion 
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Notes: Asia includes Central Asia, East Asia, South Asia, Southeast Asia, and the Pacific plus Oceania. South Asia does not include Afghanistan. Southeast Asia does not include Myanmar. The Pacific does not include Cook Islands, Republic of Marshall Islands, Federated States of Micronesia, Nauru, Republic of Palau, Democratic Republic of Timor-Leste, and Tuvalu. Correlations based on simple averages of 3-year rolling bilateral correlations of annual growth rates (difference of natural logarithms) of members' annual GDP series (2005 base year). Year labels refer to the midpoint of the 3-year range.Source: ADB calculations using data from CEIC and World Economic Outlook Database April 2012, International Monetary Fund.PRC = People's Republic of China.Notes: Developing Asia is Asia excluding Japan and Oceania. Data for Afghanistan, Cook Islands, Maldives, Marshall Islands, Nauru, Timor-Leste, and Tuvalu unavailable. 1Coefficient of Variation is computed as the ratio of standard deviation to the mean of series.                                                     Source: World Development Indicators, accessed 23 May 2012; PWT 7.0 for Taipei,China.



International and regional 
transmigration 
• Migrants contribute to growth both through host-

country productivity and remittances back home. 

• Regional transmigration still low; migrants 
increasingly favor markets outside Asia. 

• If one looks at remittances and tourism flows, 
however, labor mobility has progressed strongly. 

• Largest remittance inflows go to large countries 
but dependence is highest among landlocked and 
small island economies 

 



Remittance flows increaseing  
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Note: GDP shares are computed as total remittances for a subregion by total GDP of a subregion. Central Asia includes Armenia, Azerbaijan, Georgia, Kazakhstan and Kyrgyz Republic. Pacific includes Fiji, Papua New Guinea, Samoa, Solomon Islands (1999 onwards only) and Vanuatu.Source: World Bank estimates based on Balance of Payments Statistics Yearbook 2011, and World Economic Outlook Database, April 2012, International Monetary Fund.



Infrastructure connectivity 
• Infrastructure connectivity provides the backbone for 

economic integration and sustained economic growth. 
• Infrastructure investment in Asia has not kept pace 

with growth and the infra gap is huge.  
• While some existing infrastructure in Asia is world 

class, most of it remains below average 
– Asia is poorly connected with few links between national 

and regional roads 
• Asia also needs to strengthen its soft infrastructure—

policy, legal, regulatory and institutional frameworks 
along with systems and procedures. 

• Asia’s excess savings can help close the infra gap 
– Development of local currency bond market is important 



Cooperation and Integration:  
A Typology 

Cooperation Non-Cooperation 
Integration Infrastructure/ 

connectivity  
(e.g. GMS, CAREC) 

Unilateral trade 
liberalization 
(regional production 
network) 
 
 

Non-
Integration 

ABMI and regional 
financial safety net 
(CMIM) 
 

Unilateral financial 
sector liberalization 
 



Impact of Integration 



How can integration work for Asia? 
Regional integration has costs and benefits 

– Benefits:  
• Expands markets for goods and inputs thereby improving 

resource allocation and productivity 
• Improves risk-sharing 
• Reduces income disparities between countries 

– Costs:  
• Contagion-driven crisis 
• Trade diversion 
• Rising domestic inequality and polarization 

How will integration work? 
–  Better and effective regional cooperation 
–  Managing risks and minimizing costs 



Some Caveats: 

• The goal of integration should be 
improvement in welfare and quality of 

• Welfare system can help lower inequality 

• Unilateral policies can benefit both 
individual countries and the region 
– National policies are important to maintain 

integrity of domestic institutions 
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