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Introduction
I.1. Asia in the Context of Global Trade Flows
The growth of world trade is much faster than tifahe total output of the world economy since 188
century, except for the interruption of trade ia thter-war period during 1913-1950. In 2000-200@, average
growth rates of world export were 2.7% faster tttereal GDP in the world economy, except for 2@@&n the
world trade declined marginally due to the dot.daubbles. Figure 1 below showed the volume of weKpgorts and

GDP during 2000-2007 periods.
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Figure 1: Growth of world GDP and Trade, 2000-2007
Source WTO: 2008 World Trade Statistics

However, the global trade flows are highly concatei in the top 20 trading partners in three maggions;
in 2007, the top 20 trading countries accounted®6% (71.8%) of world imports (exports). Among three major

regions in Asia, Europe and North America; the Pperaccounted for 43.4% ( 42.4%) of world imporexjjorts),
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followed by Asia with 25.3% ( 27.9%) shares of ldamport ( export) and North America with 19.4%3.6%)

shares of world import ( export) in 2007 ( WTO. 8000orld Trade Statistigs In other word, the three major regior

dominated the world trade flows by accounting 8r186 (83.9%) of the world imports (exports) in 2007
Meanwhile, intra-regional trade flows overrode tbhinter-regional since the 1998’s; Figure 2 below

illustrates the intra and inter-regional merchaadiade in the three major regions in 2007;
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Figure 2: Percentage of inter-and intra-regioredérin total trade flows in
three major trading regions in 2007.

One can find from Figure 2 above that, among theetimajor regions, intra-regional trade in Europe
accounted for 73.5% of total trade in Europe, wagitbose in North America and Asia is only 51.4% 49.7%
respectively in 2007. In other word, among theghrejor regions of world trade, Asian countriegecethe most on
the external market for their exports. The depengéor external market has important implication tlee evolving

economic integration in Asia Pacific region.

[.2. Regional Trading Arragements and Economic Integration in East Asia



Though many East Asia countries are trade depgr@®nomies which accounted for a sizable share of
world trade today, they adopted their export-praarotievelopment strategies at different time pesj@ohd
penetrated in the world market with at various lewé product sophistication in accordance withrtbemparative
advantages in the world market as well as thepeetive levels of economic developments and indlation.
Therefore, export commodities from Asia to the wWorlarket are composed of divergent different degoée
technologic and product sophistications.

As the industrialized leader in the region and pedsits export-led growth policy soon after itstposar
reconstruction, Japan took the lead in the “ flygegse” pattern of industrialization ( Akamatsu/@)9as early as the
1950’s. The two little geese, Korea and Taiwanyabdy adopted similar development trajectory astwhpan did
after the mid-1960. ASEAN-4 (Indonesia, Malayskeg Philippines and Thailand) started to engagepoe-
oriented development policy only after the firsergy crisis of 1973-74, whereas China startedatsmemic reform
and openness only after 1978-79. For South Aselhklia, much of its trade and investment polieiese
liberalized only until the mid-1990.

At the risk of oversimplification, one could captually derive the following diagram to illustrates

path of industrial development in Japan and it®¥edrs in the post war era:

Japan’s post-war development: A Linked Development process
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Figure 2: A Linked of East Asian IndustrializatiProcess

4



Source: Chow (2010)

The sequential developments thésseribed above is similar to the “stages approéch
comparative advantage” a la Balassa (1979).ThetacttAsian countries have had different conceiatnatin
various industries and with divergent technologgmhistications in their export commodities magvinte
them with strong incentive for industrial coordimatand economic cooperation. However, economic
integration within the region didn’t occur untilettrade-investment nexus gained its momentum giféer
Plaza Accord in 1985. For institutionalization ofrhal regional trading arrangements, East Asia gadja
series of bilateral and multilateral free tradecggnents (FTAS) only lately in the 1990’s, and thaiferation
of FTAs occurred only after the 1997-98 financidgses. The bandwagon effect of signing FTAs in Asia
generated 166 regional trading arrangements (RbAgune 2009. Among those regional trading
arrangement (RTAs), the following are most impartarthe development of a broad East Asian Economi
Community;

i) ASEAN plus Japan (2007)

i) ASEAN Plus Korea (2008)

iii) ASEAN Plus CER (Australia and New Zealand, 200

iv) ASEAN plus China (2010)

v) ASEAN plus India (2011)

vi) ASEAN plus China, Japan and Korea (ASEAN plyus 3

vii) ASEAN Plus Six: ASEAN plus 3, as well as Aradia, India, and New Zealand

Nevertheless, economic integration in East Asigery different from that in Europe or North America
Basically, East Asian economies are heterogeneotneir levels of economic development with higbpdirities in
per capita income and high dispersion of industtealelopments. Secondly, among those trade depeedenomies
the degrees of overlapping export commodities @ledively high; measured by the export similaritgéx, most Easl

Asian countries have a “similarity index” of moteah 0.5 in 2006. Among them, the similarity indextvieen Korea

and Taiwan ranked the highest with similarity indé$x.8, followed by 0.76 between China and Taiwang 0.73



between China and Korea, as well as between ASEANTaiwan (Hong, 2009). Thirdly, much of the fipabducts
from those trade dependent economies are destmetd the same market in the industrialized coestsuch as the
U.S. and European Union. The high degree of ovpitpexport commodities destined to the marketaduistrial
countries may provide another reason for East #ssalopt “open regionalism” in their drive of ecomo
integration.

However, the above “stages of development” andlivision of labor would need to be qualified by the
development of the drive of globalization, espégitide fragmentation of manufacturing productiosséntially,
intra-industry trade, especially intra-firm tradetWween home countries and foreign subsidiariebbas dominating
the trade flows after the 1980’s. To some extém division of labor and the resultant trade patien the region
were generated by the trade-investment nexus antgional production network generated by the imational
enterprises, especially since the Plaza Accor®8b1Hence, one could argue that there was a ‘de’faconomic
integration in East Asia even before the prolifierat of the FTAs.

The trade-investment nexus and its consequenfedtedf “de facto” economic integration generated a
regional production network and became a substiteofjlobal supply chain to provide final consumerduicts,
especially in information and communication tecloggl (ICT), for the industrialized countries. Heneepnomic
integration in East Asia, other than trade andsitwent liberalization, requires substantial poligjiatives on
structural re-adjustments in trade destinationsjroodity structures, as well as coordination of stdal
development.

[I. Trends and Prospects of Community Building in East Asia

What would be the likely outlook of the evolvinggE&sian “de facto” economic integration? To wheteat

would an evolutionary East Asian Community emerg@ aesult of the proliferation of regional tradeargangements

Those are the interesting questions and its dewedafs deem carefully analysis.



In general, economic integration between smalllargk countries would lead to reallocations of desbf
production and generate a lopsided distributiofirmfustrial clusters” in the large countries duest@ale economies
under free capital movements. After analyzing tifiece of economic integration on the shift of inthied clusters,
Krugman (1991) argued that a “hub- spoke “sceragioveen large and small economies would occur lsectne
large economy ( the hub) with relatively large siz@roduction bases would be benefited througthetra
liberalization, cost reduction and scale economigBereas the smaller size economy ( the spoke)dgudfer from
it to become a periphery. As exemplified by theexignce of the enlargement of the European Unixece@ for the
immovable land, all other factors of productionliting capital, labor, and technology have beemetitd to the
hub.

II.1. Baldwin’s Bicycle Model for East Asian Integration: Two Hubs, Many Spokes

Based on econometric model of measurement of has-ineeconomic integratiorBaldwin ( 2004) conclude
that a bilateralism of “ hub-and-spoke “ scenani&ast Asia and schematically drew two natural Hoban East
Asian bicycle as a possible scenaridg Japan-centric and China- centric hubs with manyspokes in the
regions. The following figure was modified by the authoribgorporating the actual and the proposed prefeien

trading arrangements in Japan and China.

! Baldwin defined that “ A hub will be the natioorfwhom preferential access is highly valued bygor all nations in the region” ( 2004. P. 27).

2 By May 15, 2009, Japan signed 11 FTAs with Singapilalaysia, the Philippines, Thailand, Mexicojl€hindonesia, Brunei, ASEAN,
Switzerland and Vietnam. China signed FTAs wW8EAN, Pakistan, Chile, New Zealand, SingaporeuP®vo CEPAs with Hong Kong and
Macco and the Asia Pacific Trade Agreement whidtuite Bangdashi, India, Korea, Laos and Sir Lanka.
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Figure 3: Baldwin’s Bilateralism of FTA Pattern in East Asia
Baldwin noted that the level of hub-ness in EasaAsnot comparable to that of the U.S. in Westel

Hemisphere. He also argued that,” on average, Jagmtwice the ‘hub-ness’ of China” for almost gvEnst
Asian nation under study except for Laos and Canabddhe potential hub-ness for ASEAN as a group is
significant only for Laos (54%), Singapore (21%yd&runei (13%). Other potential hubs investigated
by Baldwin was Japan-Korea FTA, which is over 1@o¥vall East Asian countries and over 20% for most

others. Adding China to become Japan-China-Korea dides not increase the “hub-ness “for East Asian

nations at all.
One can further argue that the Japan-centric hdbnsnated by the industrial democracy of Japan,
which is generally considered as the leader of Bastn industrialization (the “mother goose “in Akatsu
“flying geese model”, 1971). Japan, which is weltlewed with “oceanic civilization”, has been deyeig
its hub status through market forces of trade,stment and technological flows since the 1960’so{&h

2009 a). In fact, a well-established global progucand distribution network in East Asia has bbait by



Japan’s multination corporations (MNCs) even betbeeinstitutionalization of the ASEAN plus JapahAF
(Ando and Kimura, 2003). On the other hand, Chiaslieen and still is an authoritarian regime, and i
traditionally tied with “continental civilization"The China -centric hub is, in addition to its Ieage to Hong
Kong and Macao, manipulated by China’s “good netghbod” policy to South East Asian countries.

Nevertheless, both the China-centric and Japamicdmnibs rely on external market to dispose their
final products. By comparisons of the three RTA#hie three major trading blocs, intra-regional ¢érad
accounted for 68% in EU-27, 51% in NAFTA and onbf2in ASEAN in 2007. (WTO: World Trade
Statistics, 2008). Hence, East Asian countriekrsty on much of the U.S. and European marketsiwhi
accounted nearly 40% of their exports. Moreoverchmof the intra-regional trade in East Asia waselp
tied with the final demand in the OECD countriekefiefore, East Asia has a long way to go to relaeh t
status of integration as what the European UniddAFTA has hadUnless China and Japan could
restructures their economic structures from expgepgendent economies to domestic demand-orientad &b
absorb a much, much greater shares of those famslutner goods, which won’t occur in the near future
either the “China-centric hub” or the “Japan-centib” would be very vulnerable to external shotk o
export demand.

Economic slumps and other domestic politics suamasnployment and wage deterioration in
western industrialized countries may lead to pustiwtiny and even trade retaliation against timgrorts
from the “China-centric hub” or the “Japan-cenbtiid”. As it is well known, the Plaza Accord of cemcy
appreciation was under the pressure from Washingeoently, a bipartisan group of 130 members ef th
U.S. Congress urged the Obama Administration te silong actions against the alleged currency
manipulation by China and the U.S. Treasury Depamtris expected to publish its biannual report on
currency arrangement of other countries. Moredve, Senator Arlen Specter ( D, Pa) remarked &rate

conference by saying “ we have lost 2.3 milliong@s a result of the trade imbalance with Chinevéen



2001 and 2007” ( Wall Street Journal, March 27,2042). Regardless of the validity of the allegatmn
exchange rates manipulations, the risk of dependenexternal market for the trade dependent camtr
still need to be well hedged when formalizing ammgé blocs in the region. Therefore, unless treeeviital
alternative market for those trade-dependent ec@wim East Asia, the U.S. could possibly play an
important and strategic role in East Asian econdntegration and the formation of the East Asiaorinnic
Community.

[I.2. The U.S. Role in East Asian Economic Integradn: A Tri-Cycle Model with Many More Spokes

Baldwin’s bi-polarized model of East Asian economiggration highlighted the economic forces o

hub-ness without considering the security andegratfactors in the region, where the U.S. has Ipdsying
a very important since the end of WWII. Since tB8's, U.S. trade flow across the Pacific Oceareeded
that across the Atlantic Ocean. As a Pacific pomi#r vest strategic and economic interest in the.&Racific
region, the U.S. has been opening its market withia of more than $ 2 trillions imports from thest of the
world. In fact, many trade dependent economies baea considering that the U.S. as the “world coresu
of the last resort”. In the past decades, the W&S. not only the largest export market for manyaA2acific
countries, but also one of the few importers wtuchld afford to suffer persistent trade deficitsdecades
so as to provide the huge foreign exchange reséovessia Pacific countriesThough the persistent “twin
deficits” in the U.S. may not be sustainable areréstructuring the macroeconomic imbalances dfajlo
economy is under way, the U.S. is still an impartaarket for those trade dependent economies ia iAsi

the foreseeable future. Will trade dependent ecae®im Asia rely less or more on the U.S. markeéhen

3 Of course, the persistence current account dfitithe U.S which is mainly financed through #aées of U.S. Treasury bonds to those countrie
with huge foreign exchange reserves in East Asiamicies is another big issues in bilateral ecoramiations as well as in the global reserves
system . U.S. trade deficits with China in 2008en@bout one-third of U.S. total trade deficits whike world. By the end of 2009, China held abou
755 billion, about one fifth of total U.S. Treasurgnds held by all foreigners, is disliked by btite Chinese public and American politicians (Wall
Street Journal, March 30, 2010. A15).
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aftermath of the global financial crisis is an netting development, which has strong implicationghe
evolving economic integration in the region.

It was estimated that 63 % of the internationaéress in the world were held in East Asian countrie
Most of these foreign reserves were generated fhent).S. trade deficits with those Asian countries.
Moreover, many currencies in Asian countries “dgdapegged with the U.S. dollar, which though has
declining role in world reserves, has been onéefmost important currencies in international bessn
transaction$. The technologic flows through foreign investmentanufactured sub-contracts and
outsourcing by U.S. MNCs have been the key ingredief economic development and technologic
advancements for many Asian-Pacific countries.

If market force is the determining factor for ecomo integration, then it would be much more frulitfu
to review the hub-spoke scenario by first examinimgdegree of trade competitiveness and complamsnt
and or to identify the “ natural trading partnensefore one conclude the perspective scenario siff &gan
economic integration.

In an earlier study by Chow (1996), it was argueat any formulations of preferential trading
arrangements and or economic integration must @suned by and based on the trade complementarities
between and among trading partners. A group of tt@scan be identified as the naturalding partners if
they have high degrees of trade complementarifies complementarity indefor countryi with countryj is
to measure the extent to which the export speaeiédiz in countryi matches the import specialization in

countryj as follows;

Cl=(X®IXi). (TITE). (M¥/M))...2)
Where k = individual commodities

XK = country i's export ok commodities

* 1t was argued that China “ re-pegged” its curr@fcgnonth ago in Roubini Global Economics MarchZ110 (info@roubini.con). Obviously, the
“de facto” pegged exchange rates system is orfeeofantroversial issues on the bilateral econopiations between China and the U.S.
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M = country j's imports ok commodities
X = total exports in country i
M; = total imports in country j
T =total world trade
If dj > 1, then countryand j are a pairs of “natural trade partners. Qtfss, it is not.

With time series data from 1965 to 1990, Chow (3966nd that for all manufactured products ther
is a trend of increasing complementarity in mostAgountries with the U.S. Chow( 1996) further
differentiated all manufactured products into 3duat groups based on factor intensities and product
characteristics, and found that for Ricardian goauts Heckscher-Ohlin goods ( resource-intensivelgemd
labor-intensive goods), China ( 1.09), Korea ( }.&ngapore ( 1.00) and Taiwan ( 1.04) have strong
complementarity indices with the U.S. For produatle goods (technological intensive goods), Kode@X),
Singapore (1.03) and Taiwan (1.03) have strong ¢éemgntarity indices with the U.S. Hence, except for
Hong Kong, all the NICs have had trade complemégtaith the U.S.

Table 1 below shows the selected years of tradelnentarily indices between the 10 East Asian

countries with the U.S. in selected years aftei5198

Table 1 The Complementary Index of 10 Asian Countas to US Market

Year 1980 1985 1990 1995 2000
Japan 1.24 1.24 1.15 1.06 1.01
Korea 1.36 1.15 1.15 0.99 0.91
Hong Kong 1.82 1.31 1.16 1.18 1.12
Taiwan 1.68 1.25 1.11 1.02 0.91
Singapore 1.26 1.03 1.11 1.20 0.95
China 0.98 1.06 1.26 1.23 1.22
Indonesia 1.07 0.91 0.94 1.08 1.09
Malaysia 1.33 1.11 1.22 1.23 1.02
Philippines 1.72 1.21 1.26 1.26 0.99
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Thailand 1.24 1.11 1.22 1.17 1.05

Xik = Countryi’s export ofk commodity toWorld market

Xi = Countryi’s total export of all commodities World market
Mik = US import ok commodity from World market

Mj = US total import of all commodities from World rket

T= Total world trade of all commodities

Tk = Total world trade ok commodity

The complementarity index would be much greatestasvn in Table 2 below if one defines thak X
and X in the following way whereas all other variablesegn the same as what are in Table 1;
Xik = Countryi’s export of k commodity t&JS market

Xi = Countryi’s total export of all commodities 1S market;

Table 2 The Complementary Index of 10 Asian Countgs to US Market

Year 1980 1985 1990 1995 2000
Japan 1.80 1.53 1.33 1.25 1.20
Korea 2.63 1.42 1.44 1.29 1.12
Hong Kong 3.82 1.47 1.37 1.35 1.31
Taiwan 2.64 1.37 1.29 1.25 1.05
Singapore 2.14 1.23 1.27 1.42 1.11
China 3.20 1.41 1.51 1.39 1.32
Indonesia 1.86 1.24 1.33 1.42 1.36
Malaysia 1.92 1.28 1.37 1.40 1.14
Philippines 2.63 1.32 1.35 1.31 1.07
Thailand 2.65 1.29 1.41 1.35 1.23

One could argue that the high degree of complemgnbetween the U.S. and those Asian countrie
notably Korea, Taiwan justifies that there is asty potential for the U.S. to serve as anotherinuast
Asian economic integration. By including the U.8lerin East Asian integration, Baldwin’s model abbke

re-structured as a tri-lateral model with the UChina and Japan as the third hubs.
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Therefore, unless the U.S. becomes a totally isoiist in its foreign policy, there is a potentisb--

centric hub to be developed once the Obama Admatish starts to pay its due attention to the A%aific

region after President Obama is relieved from hésqecupied attention on domestic economic recqvery

health care and other foreign policy issues. TH&4dentric hub could be nurtured by aggressively

revitalizing U.S. trade, investment and technoldlgiws in the region. It could emerge as the thvtteel in

East Asian integration by multiple bilateral FTAgwAsian countries and multilateral trade libezation

discussed in Section lll. Figure 4 below illusteageprobable U.S.-centric hub and a tri-cycle méaieEast

Asian integration.
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In spite of the declining influencater the global financial crisis, the U.S., asaaiffc power,
could still revitalize its role in East Asia by a&lly engaging in the on- going economic integnatiéo
maintain the global trading framework, it is ne@ggo homogenize economic and trade policy by alopg
to the WTO principle of “open regionalism” in Eastia. But, before universal trade liberalizatiorttie
region, the U.S, would need to critically evalutte evolution of the trade blocs in East Asia tind
revitalize its role in the region by engaging inrmactive and more aggressive trade policy inéiggon. The
economic recovery after the global financial crithe passage of the comprehensive health canerrddid
which was signed by the President Obama on MarcR@B) may provide President Obama an opportunit
to pay his due attention to trade issues to rex@dl.S. trade policy initiatives and to pursuedtier trade

pacts with its trading partners who are eagerigitothe U.S.-centric hub in the region.

[ll. Toward an Emerging East Asian Economic Communiy?

Economic integration in Asia Pacific region is pital “path dependency” problems. Too many
constraints from the complicated interactions betweamong political and economic factors have
determined what Asian economic integration is toddnere are different perceptions on the formatibthe
East Asian Economic Communrityffor more comprehensive membership coverage ofeienal economic
integration, APEC is one of the most promising @egi forums. in existence Within the 21 memberthef
APEC, one could divide into two groups. Nearly dhied of the APEC members are developed countnes
the rest of the others are developing countriederA&ontrolling other factors, one could find thia¢ degree
of interdependency among APEC members is much htghe with non-APCE members. Essentially, exp
dependency on APEC members are 2.8 times higheittiaa with non-APEC members, and import

dependency on APEC members are 1.9 times highemtlth non-members.

> For example, Australian Prime Minister Kevin Rigdihitiative was leaning toward an Asia Pacificr@munity where as what Japan ‘s Prime
Minister Yukio Hatoyama proposed was an EastA§&lammunity.
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If one decompose the trade flows into three dioesj a) within East Asia (Western Pacific) b) witkine
American states (Eastern Pacific) and c) betweean Asia and American states, then one could fiad titade
flows within East Asia roughly accounted for 40%atfal trade for the APEC countries, whereas within
American State and between the eastern and wd3aeific accounted for 30% respectively. This isduse the
trade destinations of final products for East Astaantries still rely on the markets in the indiagdized countries
especially the U.S. and European Union as noteatbef

Since the mid-1980’s, trade —investment nexus kasmted the intra-industry trade and intra-firadé
flows within multinational corporations under thesgional/ regional production networks. Relianoé‘external
market” for final products has generated naturakt@ints on the exclusiveness of Asian regionalisnother
words, unless there is a substantial re-structitieeoglobal imbalance in the aftermath of the 2668ncial
crisis, East Asia could not exclude the U.S. frtva ¢merging economic integration.

I.1.APEC-FTA

So far, much of the initiatives undertaken by tHeEAL on economic integration are based on consefs
its members, and voluntary, not mandatory appré@etchieve its goals. Moreover, its focus is mardrade
facilitation, liberalization and deregulations amdign investment, not much on coordination anddjeistment
of industrial structures.

To strengthen regional economic integration (REBEC took three major steps by a) enhancing
liberalization of trade and investment at the botg)eo improve the business environment behincbthrder and
c) to strengthen the supply chain across the border

On the other hand, APEC did push for sectoral éilization in the Information and Technology
Agreement (ITA) among its members. APEC may welvenon to consider further sectoral liberalizatiaolsas

transportation equipments and machineries. The atfiative is to expand liberalization in 5 majareas in
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trade in services, investment, trade facilitatiahe of origin, standards and technical barriersade. All these
efforts will be conducive to the long term goaltioé APEC-FTA.

Other than the APEC, there are several paths gupuhe institutionalization of Asia-Pacific Regibn
Economic Integration. The following three on thegwing developments which could be speeded upsieifo

further institutionalization of economic integration Asia Pacific region;

l.2. FTAAP
To some extent, the initiative of Free Trade Aséthe Asia-Pacific (FTAAP) represents the Asia-
Pacific regionalism. FTAAP is a built-in agenda anthe APEC. It has gained some strength afte29I08-
2009 global financial crisis is an on-going pativéod an emerging East Asian Economic Communityaém,
sectoral liberalization under the APEC structuré BMAAP could be complementary with each other and

could be pushed simultaneously.

FTAAP is to negotiate trade liberalization undes turrent APEC membership structure. But,
different from APEC-FTA, it will start first from amaller of member economies within the APEC. & ha

following significant characteristics which arefdiient from the proposed APEC-FTA in 2020.

a. To start with the pathfinders’ initiative from theske-minded countries rather than to call

a large group of countries with less or no consemsunegotiate trade liberalization. Even thoughehs a

scale economy for all APEC members as a whole gotrae trade pacts with non-discriminatory priteipf

not excluding any member, a wholesale scale ottrestjotiation is not fully consistent with the vatary

principle of the APEC.

b. Bottom up rather than top down with existing regilbbcooperative framework; FTAAP is to expand the
economic integration by enlargement, docking (ihgk with existing trade pacts, and merging two or

more existing free trade agreements to possiblydscall APEC members. By enlargement, it means t
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include more members such as the expansion of AS&AMhat has been done with the European Uni
By docking, it means to link two or more existimgde blocks such as the European Free Trade
Association and Southern Cone countries. By mergimgeans to combine two or more existing trade
blocks to reduce the “spaghetti bowel” effects thudifferent rules of origins.

In fact, NAFTA and ASEAN-FTA and even TPPw#nt through enlargement to include more
members in the respective trade blocs. Neverthdles<riteria and expectation of trade liberalaat
under APFTA is much higher than ordinary FTAs. Ased above, two-thirds of APEC members are
classified as developing economies and their ditguttoward trade liberalization are fairly conséwea
than those in the developed APEC members. Hencd®APTmay start with “developed economies
“within the APCE members first, then expand to unitd ‘developing countries”. The development of

APFTA is interesting and worthwhile for further depth analysis.
[11.3. From TPP-4 to TPP-N.

At present, TPP includes Brunei, Chile, Singa@omé New Zealand (TPP-4, effective in 2006).
Former U.S. Trade Representative, Susan Schwabuaoed that the U.S. will join in the TPP in Sepbtem
2008. In addition, Australia, Peru, and Vietnanoagpressed their interests to join in to becomeTlR8re is
an “open accession” clause within the P4 to acotir APEC members with like-minded economies. TP
includes free trade in goods and services (zeiffstamong Chile, Singapore and New Zealand), elating
non-tariff trade barriers, protection of intellegtyproperty rights, quarantining agricultural proti) and
government procurement. Moreover, TPP is not toraethe existing FTAs so as to avoid the “spajhet
bowel” phenomenon resulted from different rule®ogin. For example, TPP-4 has rule of origin didfet
from that of Singapore-New Zealand Closer Econdpaidnership. But, firms in both countries have the

discretions to apply which rule to execute in theade practices.
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From the hub-spoke analysis, one can understahdiray small countries had tried to mitigate the
“hub and spoke” effect on their economies by sigmmultiple FTAs with as many countries as possible.
The typical example is Singapore which has sigrsechany FTAs as possible. Hence, there are bothrmtm
and supply of perspective members to join in the# K.

Regarding the open door policy of TPP, Ambass&dunetrios Marantis, deputy U.S. trade
representative made a remark that “We will consahel welcome new negotiating partners based on thei
readiness and ability to bring commercial valudaibee, and ambition to the negotiations. It is @iun for the
TPP to create a platform for economic integratioross the Asia-Pacific region. And it is our aimattvance
U.S. economic interests with the fastest-growingneeniesin the world, expanding U.S. exports and creati
new American jobs.” www.ustr.gov) If the deadlock of the Doha Round is not resdlin the near future,
TPP could become a vital alternative for Asia Re@tonomic integratioh. However, there are, at least

three concerns in the U.S. which may become stunglliocks for TPP + N;

1. It was the traditional for the Democratic Partythe U.S.to lean toward labor union and working las
The incumbent government of Obama Administratiosnftaquite clearly disclosed its trade policy yet
due to its pre-occupied in domestic agenda. In &pointed by Barfield (2009), 42 newly elected
Democratic members of the House of Representativesn anti-global platforms in 2008 campaign. T

Democratic majorities took steps to place a “Deraticrstamp” on U.S. trade policy since January 200

2. So far, there is no renewal of the Trade Promaofiothority from the U.S. Congress. The Obama
Administration has not been authorized the FirsickrTrade Act which authorizes his administration t

negotiate free trade pacts.

° . For the TPP negotiations, there are some cos@rout human rights violations, intellectual propeights infringement, a state-controlled
economy and low labor standards in Vietnam. The 8&®Hd become a hot debate at the Capitol Hillsmihés moved on in the U.S. Congress.
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3. Some campaign promised made by Obama on tradede$sues such as labor and environmental

standards may delay future trade negotiations.

However, given the dynamics of democracy, theraaif political process could be changed

periodically. The mid-term election in November 204ill be a test of the Obama Administration.

With the close votes on passing the comprehenga#threform bill in March 2010, it is generally
anticipated that the components of the U.S. Cosglesth at the Senate and the House, will be sutgec
change after November mid-term elections. Wheth@obthe Democratic stamp on trade policy will
remain effective after the mid-term election in ldmber 2010 is an interesting development in the ne:

future.

In summary, the open regionalism principle BPImay also well provide a clue for some
economies in the outlier of Asian economic inteigrato breakthrough its tendency of being margeeali

It would also gradually lead to the principle op&n regionalism” in Asia.

lll.4. ASEAN + N;
The enlargement of ASEAN-FTA is exemplified by fireliferation of multiple ASEAN + 1 and
ASEAN + 3 or ASEAN + 6. Will ASEAN become the hdithg block of Asian economic integration? From
geopolitical perspectives, the prospect of ASEAN is less than the TPP + N which covers more ecoe®n
across the Asia Pacific region. However, ASEAN ddag contributive to regional economic integratoyn
enlargement, docking ( linking) and merging withséing FTAs, which could be more efficient than

initiating large scale negotiations on a comprehlenegional economic integration.

It is worthwhile to point out that, among variou®sarios, the prospect of ASEAN + 3 ( China, Kor

and Japan) is less promising than that of ASEAN(<6@ina, Korea, Japan, plus Australia, India, bliegv
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Zealand). This is because Japan has strong preéefenASEAN + 6 than for ASEAN + 3.Moreover,
ASEAN + 6 include a potential big player, Indiatie region and covers more economies in Asia iéacif
region than that of ASEAN + 3, which is less harioas historically.

For ASEAN-FTA to expand as ASEAN + N and to plagoastructive role in Asian Pacific economi
integration, it is necessary to follow the marl@tes by evaluating the trade and investment neather
than to be dictated by political forces. Due toitpel factors, some major trading partners anddanvestors
in the region such as the U.S. and Taiwan are beinlyded from the proliferation of ASEAN + N. The
historical legacy as well as sovereignty disputethée region may be the underling factor for ASEAN to
exclude these two economies. Foe a “ non zero sumed in economic integration, it is necessaryolmiv
the market forces, rather than the narrow-mindesinépolitical consideration in deciding partnepsbf
trade bloc. For a long term prosperity and sustdndevelopment, the ASEAN + N must adopt an “ open
regionalism” to include those major trading parsn@nd investors in the region.

There are two different perceptions on the enlasggrand merging of existing trade pacts ; On the
one hand, if there are substantial divergencet®@existing trade blocs, and the cost of harmoioizan
enlargement, docking and merging are relatively hilgen it may well be better off to start a newnd of
trade liberalization negotiation. On the other hasree could also try to reduce the divergenceh@gkisting
trade blocs by standardizing the “rule of origimtasimplification of trade facilitation proceduras as to
minimize the coast of merging/ docking.

Further economic integration toward an East Asieariemic Community has significant economic,
political and security implications for the regidaa well for the global economic growth and depetent.
For durable institutional structure and sustainaeteelopment in the region, all community membehm
Asia Pacific region must reciprocally recognize tioeexistence of individual differences while olibg

common standard of global trading framework beyinedWTO. For a harmonious Asia Economic
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Community in the long run, it must be based onpitieciple of non-discriminatory treatment, univdrsa
participation and” non-zero sum game “of mutualdfga of all community members to achieve a “Pareto

Optimality” for the Asia Pacific region.

IV.Conclusion:

East Asian countries are at different levels ofnernic development and industrialization with
divergent cultural, religious and colonial backgrda by comparison with European Union (EU). Ecomomi
integration in East Asia is composed of at a grolipeterogeneous economies at a much lower levels o
development than the European Union.

Theoretically, there is a scenario of Baldwin’saabgralism of East Asian integration with the Japan-
centric hub and the China-centric hub. Yet, batldérblocs highly rely on external market, especitaik U.S.
and other industrial economies. The high degraeade complementarity between the U.S. and Asian
countries-notably Korea, Taiwan justifies that ¢hexa strong potential for the U.S. to serve adhar hub in
East Asian economic integration.

Unless the U.S. completely withdraws itself frora thsia-Pacific region, the. U.S. will continue to
pay its strategic roles in East Asian economicgrdagon. If the U.S. take strong initiative to miiim its
economic and security interests in East Asia biyelgtsigning multiple FTAs with Asian countriesdaor
expend the TPP + N, than a U.S.-centric super bulilcchange the Baldwin’s scenario into a tri-polar
economic integration. Hence, before East Asian tdap “open regionalism” or a custom union type of
economic integration, the U.S. could fully expltsttrade, investment and technologic leveraggsdtect
American strategic and economic interests in Eagt By speeding up its trade liberalization inivies
through signing multiple FTAs, bilateral and mutéral, and the expansion of TPP +N with Asia Racif

countries to become another hub in East Asian iatem.
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Based on the APEC forum, the pursuit of sectoealdrliberalization under the APEC could be
complement with FTAAP. Meanwhile, the APP + N an8EBAN + N have both advantages in adopting the
enlargement, docking and merging approach basédeoexisting framework. Moreover, efforts of
standardization on trade facilitation and the nflerigin could be pursued to overcome the insotuil
barriers to free trade. The development of TPPwhith is moving on once the Obama Administration

becomes more seriously on the U.S. trade initiatimehe near future.
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