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Asia has emerged from the global financial crisis as an important stabilizing force and an engine
of global economic growth. The establishment of the G-20 gives Asian economies the global
forum that they need to both represent their interests in global governance and deliver on respon-
sibilities concomitant with their growing weight in the global economy. The region has a host of
cooperation arrangements in APEC, ASEAN+3, and EAS (East Asian Summit), all with ASEAN as
the fulcrum. They are huge assets, but they need to be repositioned to relate effectively to the
G-20 process and other global arrangements. They also need to comprehend the politics of the
changing structure of regional power. This paper discusses the challenges that Asia faces in align-
ing regional and global objectives in financial, trade, and other areas of cooperation, such as
climate change and foreign investment. It argues that Asia is now a critical player in the global
system and has a central contribution to make in strengthening global governance and interna-
tional policy outcomes. The paper sets out ways to fill gaps in regional cooperation and link the
agenda for regional cooperation more effectively to Asia’s new role globally. This is essential to
sustain Asia’s superior growth performance, correct imbalances, and support the global economic
system.
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1. Introduction

Until the collapse of world financial markets and world trade in the global financial crisis,
the East Asian region was preoccupied with managing the China boom — the pressure on
energy, resource, and food markets, the macroeconomic pressures, and the looming
foreign direct investment (FDI) and commercial presence — and was beginning to think
about its long-term political consequences. India was also more and more caught up in the
wave. All this was premised on the continuing strength of North American and European
markets.

Regional cooperation efforts, after the Asian financial crisis, were reactive and inward
looking, focused on establishing a measure of independence from American dominance in
the global financial system and attempts at building regional trade arrangements. East
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Asian policy leaders should have been more conscious of their role on the world stage and
the need to reposition quickly to manage the global consequences of their own economic
success and the dangers presented to its sustainability that the huge external imbalances
between East Asia and North America had created along the way. But there was neither the
inclination nor the vehicle from which to develop that role.

In East Asia, as elsewhere in the world, the risks that we now face in recovery from the
global financial crisis, not only economically but also politically, are a consequence of
failure in the architecture of international governance, including regional architecture,
which frustrated a coherent East Asian and international response to the big problems of
the day in their global context.

The global financial crisis and the emergence of the Group of 20 (G-20) has changed
all this dramatically and gives the G-20’s Asian members the opportunity to assume a new
role and their proper responsibilities in managing the world economic order. ASEAN is
the fulcrum of Asian cooperation arrangements, including APEC, ARF (ASEAN Regional
Forum), ASEAN+3, and the EAS (East Asian Summit) but, with the rise of the bigger
powers in Asia, and the G-20, this is changing.

How can regional architecture be restructured to relate effectively to the new global
arrangements?

The idea that regional architecture in Asia and the Pacific is not up to the tasks it now
needs to serve has been around for some time. It has been inspired in part by worries
about the untidiness in the competing structures — across the Pacific, of APEC, and within
East Asia, of ASEAN+3 and ASEAN+6 or the EAS. There has also been a hankering after
“robust” regional institutions modeled on the arrangements in Europe or North America,
however unsuited they are to Asia—Pacific circumstances.

Two factors need to be considered in responding to these concerns.

First, Asia’s growth is changing the structure of the world economy and is shifting
global economic power, and ultimately, strategic weight toward Asia, in particular China
and India. Economic and political changes in Asia and the Pacific challenge the primacy
of some dimensions of American power. These developments underline the gap in the
framework for regional political and security dialogue in Asia and the role that such
dialogue could play in helping to manage the long-term change in the structure of Asian
economic and political power and political security relations between Asia and America.

Second, the scale of Asia’s impact on the global economy means that it is urgent to
mobilize regional efforts to deliver on Asia’s global responsibilities — in the financial and
macro-economy, in trade policy, and on climate change — and consider how that might be
managed.

The paper briefly describes the evolution and state of play in Asian regional coopera-
tion. It identifies the priorities in international cooperation on financial arrangements,
trade, and the global commons on which Asia’s interests and responsibilities are heavily
focused. It asks whether established regional institutions and architecture are up to the
task of managing Asia’s interests and responsibilities in global affairs. And it concludes
with some ideas about how regional arrangements might be more effectively turned to
these tasks.
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2. Asia’s Changing Position in the World Economy and Regional Legacy

Asia' is now an engine of growth and has been a stabilizing force in the world economy
through the global financial crisis. This is despite the risks the region faced because it was
associated with deep exposure to industrial country markets, at once dispelling the decou-
pling thesis but underlining Asia’s resilience to external shocks. Measured in real terms,
the Asian economy already has a sizable share of world output and trade. Conservative
projections to 2020 in Drysdale et al. (2008), and the forecasts of other analysts (Maddi-
son, 2006; Garnaut, 2007), suggest that within the next decade, the Asian emerging
economies will have a weight in global economic activity roughly equivalent to that of
Europe or North America.

Measured in purchasing power parity terms, Asia’s share of global gross domestic
product will amount to around 23% in 2020, of which China alone will account for over
14 percentage points. This is more than either North America (21.6%) or the European
Union (EU) (22.4%) are projected to have. China’s share of world output on these
projections for the same year will be more than double the share of Japan.

These projections are an important reference point for thinking about the arrange-
ments for international and regional cooperation in the years immediately ahead. The
global financial crisis has accelerated the shifts in weight of the Asian economies in the
global economy that these projections foretell, with China, India, and the region (Japan
excepted) continuing to outstrip growth and the lagging recovery of the industrial world
through the crisis. Asia now has a platform at the global level to deliver on its growing
international responsibilities, in the form of the G-20 process. But it is not clear how or
whether established regional arrangements can relate to that process and be engaged to
strengthen the region’s role in the international economic system.

The G-20 includes China, Japan, Korea, India, Indonesia, and Australia. These are the
most important economies in the region, and individually and collectively they represent
an important new voice in global affairs. They already exercise a measure of influence
globally, and the first G-20 Summit in Asia in Seoul in November offers the chance to
cement their role as constructive players in the G-20 process.’

But there are other significant economies in Asia, and growing regional integration
also requires that their interests and policy approaches be brought on board if there is
really to be both economic and political coherence in bringing Asia’s weight to the global
table credibly and effectively. Regional arrangements have to be able to serve that purpose
as a priority, as well as the other purposes for which they may have been established.

The framework for regional economic cooperation in Asia is still at an early stage of
development and is not heavily institutionalized like that in the EU or even North
America.

APEC signaled the emergence of a new economic and political order in East Asia and
the Pacific in the late 1980s. APEC committed to the priorities of trade and investment
liberalization and set out to promote regional community building. This approach was a
response to the end of the Cold War. The Cold War regional order was imposed upon Asia,
and it was largely structured around the East—West divide. The new approach went beyond
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the traditional concept of balance of power and was ordered around Asia’s economic
development interests in an open global economic system.

The Asian financial crisis of 1997 saw a fundamental fracture of confidence in Ameri-
can commitment to the enterprise of building an Asia—Pacific community. The flaw in the
conception of Asian regionalism as a community-building enterprise that included North
America was then exposed by Washington’s response at the time of the crisis, and there
seemed little prospect that this was likely to change in the medium, perhaps even the
longer, term future.

The emergence of ASEAN+3 and the idea of an East Asian economic community gained
traction within East Asia through that realization. The initial agenda was regional financial
cooperation, but that was simply the hook on which to promote high-level dialogue toward
reestablishing a measure of influence for the projection of broader East Asian interests. The
ambition was to build a sense of community among the countries of East Asia and to assert
adistinct Asian identity internationally as a basis for closer regional cooperation. The vision
broadened with the inauguration of ASEAN+6 or the EAS and its incorporation of
trans-regional dialogue with India into the East Asian process. Australasia is also included
in the EAS. Its formation has encouraged the idea that the intensification of regional
cooperation in East Asia might gradually expand to include South Asia, and ultimately the
formation of an Asian Economic Community (Singh, 2005).

Trans-Pacific and East Asian regional cooperation arrangements have overlapping
agendas, and there are elements of overlap among them. While there is an increasingly
dense network of meetings and activities, within APEC across the Pacific and around
ASEAN in the ASEAN+3 and ASEAN+6 processes, their institutional anchors are ad hoc
and incomplete. There is diversity in their memberships: India is a member of EAS but is
not a member of APEC; not all ASEAN members are members of APEC, but Russia and
some of the littoral states of Latin America are.

How can this regional architecture be restructured to relate effectively to new global
arrangements?

The starting point is to understand that, while they may have failed to connect Asia’s
regional with its growing global interests and responsibilities and they have other weak-
nesses, the regional arrangements we have in place are huge assets in going forward. APEC
is entrenched as the primary trans-Pacific arrangement. ASEAN+3 and the EAS have
assumed an important role in developing the Asian regional agenda.

On the economic front, the areas in which there is an immediate priority in strength-
ening institutional arrangements and policy strategies that connect more effectively
regional action to the global action are in financial cooperation and trade policy. We first
look at financial cooperation.

3. Financial and Monetary Cooperation

The financial crisis of 2008 exposed the weakness in global financial arrangements and
governance, as well as the underdevelopment of Asian financial cooperation. It also
highlighted Asia’s role and responsibilities in the global financial system.
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In Asia, the catalyst for promoting financial cooperation was the inadequate response
of the international financial institutions (IFIs), especially the IMF and World Bank, in
dealing with the problems faced by Asian crisis-affected economies in 1997-1998. Asia lost
confidence in the IMF and Washington dominance in managing the international finan-
cial system (Takagi, 2010). While Japan’s call for setting up an Asian Monetary Fund was
rejected, financial cooperation became a regional priority. By 2000, the Chiang Mai
Initiative (CMI) put in place a set of bilateral currency swap arrangements among
ASEAN+3 countries, and attention was directed to the development of regional bond
markets — the Asian Bond Markets Initiative and the Asian Bond Funds.

At the onset of the global financial crisis, Asian regional financial cooperation had not
progressed very far, illustrated by the vast accumulation of foreign currency reserves —
initially a response to the Asian financial crisis to guard against capital withdrawal and
speculative shocks. Reserve accumulation was a plus in navigating the global financial
crisis without too much exchange rate volatility, but these reserves carry significant costs
and risks and are a second-best solution to dealing with external financial risk.

Surveillance, supervision, and dialogue arrangements necessary to extending and
multilateralizing CMI swaps were not yet established. There was some progress on finan-
cial reform under IMF programs at a national level, but financial markets remained
underdeveloped. There was no comprehensive dialogue or cooperation on financial
market developments nor on building institutions for better regulation of financial
markets, both of which are important to encouraging the investment of more Asian
savings productively within the region instead of via intermediation in distant markets
(ADB, 2008).

There are some frameworks in place in Asia for dialogue on financial and monetary
issues, among them the long-standing Executives’ Meeting of East Asia—Pacific Central
Banks (EMEAP) and the more recently established Economic Review and Policy Dialogue
set up through ASEAN+3. But they are incomplete. Neither include the participation of
institutions across all countries in the region nor cover all the issues that are important to
regional financial stability and efficiency (ADB, 2008).

The reform of global financial architecture is still far from complete although it is now
a priority following the global financial crisis. The London G-20 meeting saw additional
resources committed to IFIs and the transformation of the Financial Stability Forum into
the Financial Stability Board (FSB). The reform of IMF and World Bank quotas and voting
rights has increased Asia’s voting power to better reflect its economic weight in the global
economy. But reform remains incomplete with Asia still underrepresented and Europe
overrepresented in the IME, for example. In addition to the World Bank’s playing a more
active role, the Asian Development Bank was also active during the global financial crisis,
mobilizing additional funding and tripling its capital base to US$165 billion.

The participation of key Asian economies in the G-20 leaders’ meetings has changed
Asia’s involvement in, and collective ownership of, reform of international financial
architecture and the way in which the region relates to it. The G-20 has no supranational
authority, but it presents Asian economies with the opportunity to engage in, persuading
and influencing policy and institutional outcomes in a way that has no precedent. A
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crucial feature of the G-20 process is that it was built on the foundations of the G-20
meetings of finance ministers set in motion after the Asian financial crisis. It is serviced by
finance ministries and the international financial infrastructure on which they can draw.
It is institutionally anchored by its ability to access these capacities. This is a significant
asset for the endeavors in global financial and economic dialogue going forward.

There are two interrelated dimensions of international and regional financial and
monetary cooperation. The first is to protect international financial and economic stabil-
ity in the face of financial and other shocks, through macroeconomic cooperation. The
second, among deeply financially interconnected economies, is to maintain the integrity
and improve the efficiency of financial markets in their role in mobilizing investment and
promoting growth and development. This relates to how well financial markets are able to
allocate savings to their most productive uses and whether financial regulations are
designed so as to facilitate this at the same time as managing attendant risks and main-
taining financial stability.

On the first dimension, the CMI is the most concrete step toward regional financial
cooperation (He et al., 2006). The CMI is bilaterally activated with no overall coordinating
body. At this stage it is more symbolic than effective, but it has the potential to provide a
mechanism for policy dialogue and coordination (Sussangkarn, 2010). After much delay
and negotiation, the political barriers to multilateralization of the CMI (CMIM) have now
been overcome. Yet no currency swap has ever been activated through the CMI. There is
no independent and credible regional body with political backing to oversee lending,
surveillance, and provide technical assistance for the CMIM (Henning, 2009). It is difficult
for the IMF to serve in that role because the IMF conditionality does not have a good
history in the region. The global issue of representativeness, and European dominance of,
the IMF plays into these regional diplomatics (de Brouwer, 2007). A well-functioning
CMIM would make a positive contribution toward global financial architecture (Henning,
2009). This will need effective and independent surveillance and globally transparent
arrangements (Henning, 2009), and more needs to be done on commitments to pool
reserves (Sussangkarn, 2010).

With growing economic interdependence in Asia and risks around the long-term
stability of the US dollar (USD) as a reserve currency, there is a search for exchange rate
stability in Asia (Kawai, 2008; Huang, 2010). Some advocate a formal and rigid exchange
rate arrangement, and a vigorous discussion of the idea of an Asian currency emerged
after the Asian financial crisis led from Japan (de Brouwer, 2007; ADB, 2008). But the
region lacks the political cooperation that would be necessary to establish a currency area,
and there is no desire to pool monetary sovereignty in the face of the large shifts in the
economic weight that are taking place within the region. Dialogue and cooperation is a
more practical way forward in the medium term. It can help to reduce exchange rate
uncertainty and the likelihood of beggar-thy-neighbor exchange rate policies. It will also
assist in exchange regime management in the face of pressure for appreciation of exchange
rates, especially focused on China.

On the second dimension — cooperation on financial market developments and sta-
bility — there is no effective regional arrangement in Asia. East Asia can contribute toward
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building a stronger international financial system through financial market reform, espe-
cially in the large Asian emerging economies, China and India. It is important to make
Asian capital markets stronger and maximize the productive use of Asian savings through-
out the region (ADB, 2008). The question is whether it is possible to use regional
arrangements and what particular regional mechanisms might help take reform forward.

Regional economies are in very different stages of development, and sharing informa-
tion and experience can help the process of reform. China and other emerging market
economies can learn from experience in Japan, South Korea, and Australia, for example,
with capital account liberalization and reform sequencing. Information sharing and dia-
logue will give policy-makers a better grasp of the scope for lifting domestic and regional
financial efficiency. Domestic reform agendas can be informed by regional dialogue on
best practice and experience elsewhere although political battles over reform agendas are
deeply domestic in nature and are a national prerogative (Dee, 2009).

Priorities are for finance ministers’ dialogues to be institutionalized and a regional
initiative to create an Asian Financial Stability Dialogue (AFSD) (ADBI, 2009). The AFSD
would relate to finance ministers, and comprise finance ministry representatives, central
bankers, financial market regulators, and supervisors. An initiative of EAS, it would
sensibly involve India, Australia, and New Zealand as well as the ASEAN+3 group. An
AFSD could serve as an agent of policy dialogue, policy development on financial reform
and regulation, financial policy management, and contribute to consistency of targets for
fiscal and monetary policies and dealing with the adjustment, or stabilization, of real
exchange rates. It would help in developing mechanisms for the coordination and conduct
of early warning system analysis and discussing more openly national and regional policy
interventions, filling what is presently a big gap in regional financial cooperation (ADBI,
2009).

The articulation of measures to promote financial market development and resilience
in East Asia will boost confidence and position the region as a leading center of financial
innovation supportive of global recovery and growth (ADBI, 2009; Drysdale et al., 2009).
The AFSD could connect to the work of the FSB, widening its influence and utility and
making a useful contribution to the global agenda for sustaining recovery and growth
through the G-20 process.

Two conclusions follow from this discussion.

The first is that an inward-looking set of financial cooperation arrangements that are
delinked from the IMF are not in Asia’s interest, although others advocate delinking to
intensify regional cooperation. Asia is already too prominent a part of the global system.
The region does not have either the technical capacity or the political trust necessary for
effective surveillance, monitoring, and credible implementation of large-scale support
programs. The EU, where surveillance, cooperation, and analytic capacities are well devel-
oped, cooperates closely with the IMF in rescue packages for European economies
(Henning, 2009). Regional surveillance has to be undertaken in conjunction with surveil-
lance at the global level to better assess external risks, and also provide information and
early warning of East Asian shocks to the global system. Stronger regional institutions
can be useful for regional surveillance and collaboration and would ideally mimic the
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functions of global institutions (de Brouwer, 2007). Even if the region was better endowed
with these capacities and there was sufficient political trust in them, it would still make
sense to draw upon well-established international capacities

The Asian financial crisis reinforced the idea that cooperation outside the IMF is
perfectly consistent with using the infrastructure of the IMF (de Brouwer, 2007). The IMF
is undergoing reform, and Asia should participate in the process. The enhanced role of the
IMF and World Bank, backed by a significant increment in resources, is compatible also
with the growing role of the ADB. Asia could make a positive contribution by establishing
a functioning AFSD that draws in the whole region and complements the work of the FSB.

Regional solutions have to be progressed with the global system in mind and recog-
nition that the Asian region is a large and growing part of a very interdependent global
system. There are no confident predictions about macroeconomic shocks, but it is quite
probable, beyond the anxieties in Europe, the next global shock could be a Chinese
recession. Something the region has not come to terms with, moreover, is that reserve
accumulation, pooling reserves, and the CMIM only cover against own currency risk but
do not protect against reserve currency risk. With a large US government deficit and
expected slower growth in the industrialized economies, the region will have to grapple
with managing both own currency risk and reserve currency risks.

The second conclusion is that while global reforms and institutions are critically
important, Asia should develop its own institutions for regional cooperation. It has only
just begun this process, and progress has been painfully slow. However successful the
reform of global institutions, it is unlikely to be sufficient to protect all of Asia’s interests.
Even if what has been done so far in Asia is inadequate, markers have been established.
That is more important in many ways than the scale or scope of what has been so far
achieved because it provides a platform, an institution to which there can be recourse
when needed and in which there can be growing political trust. The creation of a frame-
work for support allows support to be mobilized more readily and on sufficient a scale to
deal with crises as they occur. None of the programs of support extended within Asia
during the global financial crisis were delivered via the institutions put in place since the
Asian financial crisis, but they would probably have been less readily delivered without all
the work and dialogue that has taken place over the last decade.

4. Global and Regional Trade Agendas

Regional trade cooperation is not heavily institutionalized in Asia as it is in Europe or
North America, yet intraregional trade shares are high, with high levels of trade in
resources and intermediate goods, alongside large exports of final goods to the global
market. These high levels of regional trade and commerce are a product of the growth in
the scale and structure of the economies in the region, their geographic, political, and
institutional proximity, and their openness to trade, investment, and commercial partici-
pation by outsiders (Drysdale et al., 2009).

East Asia’s deep specialization in the international economy, most efficiently and
intensively with other economies in the region but also through access to global markets,

© 2010 The Authors
164 Asian Economic Policy Review © 2010 Japan Center for Economic Research



Peter Drysdale and Shiro Armstrong International and Regional Cooperation

was a necessary condition for successful East Asian modernization and industrialization.
As markets were opened and East Asian governments successively committed to these
goals under a post-war international economic regime, underpinned by Article I of the
GATT (Urata, 2007), there was growing confidence in international integration, a natural
consequence being the growth of East Asian and Pacific economic interdependence.

Economic integration in East Asia and the Pacific was a “market-driven” integration
(Drysdale, 1988), in contrast to the “institution-driven” integration that ultimately saw the
formation of the EU, and it has been critically dependent on an open multilateral trading
system. That is why the history of regional trade cooperation in Asia and the Pacific
through APEC began with a strong agenda for strengthening the then-GATT and pursu-
ing trade liberalization through making the Uruguay Round of negotiations deliver for
labor-intensive manufacturing and agricultural producers in the region. APEC’s 1994
Bogor Goals are up for review in 2010, and the success of regional trade and investment
liberalization can be seen in the seven countries, in addition to the initial five countries,
that volunteered to be assessed as developed countries in meeting the Bogor Goals.

The organizing idea of Asian trade policy strategy was the idea of “open regionalism”
(Drysdale, 1988; Garnaut, 1996). Unilateral trade liberalization also played a significant
role in opening up East Asian economies and achieving rapid economic growth and
development through trade-oriented growth. The collapse of multilateral trade negotia-
tions after the Asian financial crisis saw Asian retreat from multilateral toward preferential
trade policy strategies and the negotiation of a raft of bilateral Free Trade Agreements
(FTAs) (Drysdale, 2005; Baldwin, 2008). With multilateral trade liberalization currently
stalled, and the inability to complete the World Trade Organization (WTO)’s Doha
Development Round, bilateral and regional trade arrangements have proliferated more
rapidly in Asia and elsewhere (Kawai & Wignaraja, 2009).

These bilateral trade agreements are commonly preferential, inward looking, limited
in coverage, and have restrictive rules of origin. There is, however, little evidence of their
having much impact or trade outcomes, with at most a quarter of trading firms in the East
Asia region surveyed using the preferences of FTAs (Kawai & Wignaraja, 2009). Most
estimates of their utilization are much lower (ADB, 2008). However incidental they are to
the main regional trade outcomes, FTAs are here to stay (Baldwin, 2008). There are two
possible ways forward in reconciling this reality with Asia’s regional and global trade
interests. The first is to make the FTAs more multilaterally friendly, by expanding the
so-called WTO-plus elements in existing FTAs. The second is to try to connect them or
comprehend them in broader arrangements.

Some see FTAs as a stepping stone to wider regional cooperation and as a plan B for
multilateral liberalization. But the region will struggle to make progress on region-wide or
even subregional trade agreements. ASEAN+3 leaders have proposed an East Asian FTA
(EAFTA) and the EAS has put forward a Comprehensive Economic Partnership in East
Asia while a Free Trade Area for the Asia—Pacific (FTAAP) is being considered as a
long-term possibility by APEC governments. Another trans-Pacific initiative on the table
is the Trans Pacific Partnership (TPP), an endeavor that is designed to have countries sign
on to a small plurilateral arrangement. The TPP looks to build on its P4 membership of
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Brunei, New Zealand, Chile, and Singapore, with Australia and the USA joining the
negotiations. It aims for a high-quality and a comprehensive regional trade agreement and
to serve as a building block toward the FTAAP (Capling, 2009).

The potential gains from larger FTAs are exaggerated and are based on the invalid
assumptions that sensitive products would be liberalized, rather than exempted, in
broader arrangements, and that the rest of the world would not react to an East Asian
trading bloc.

Dee (2007) shows that much larger gains would come from completing the Doha
Round, and even further gains can be found in unilateral liberalization in East Asia. The
scale of the gains from unilateral liberalization is significant, yielding up to five times the
gains compared to an EAFTA, for example. In fact, the region is already moving beyond
the trade agenda as priority shifts to structural reform, detailed below.

The evolution and success of East Asian cooperation arrangements does not depend
on the success of preferential trade strategies. There is a large agenda that cannot be
advanced by the pursuit of FTAs — even a comprehensive EAFTA or FTAAP — around
which the Asian integration endeavor has to be structured. The structure of regional
politics and the history and dynamic of change in the structure of regional power suggest
that successful regional cooperation in Asia is more likely within the framework of robust
international institutions and arrangements that at once strengthen East Asia’s capacity to
exercise leverage globally and encourage continuing engagement with America across the
Pacific and globally in multilateral negotiations (Drysdale et al., 2009).

Indeed, the biggest economic relationship in East Asia — that between Japan and
China, countries that have no bilateral FTA — prospered, despite ongoing low-level politi-
cal tensions between the two countries, precisely because they both have commitments in
the multilateral system under the WTO (Armstrong, 2009). The ambition to move toward
free trade on a broader front through a preferential agreement within East Asia or across
the Pacific is in part a response to the limited benefits, or even the net losses and high costs
of negotiating, bilateral FTAs. It is also touted as an important step in regional institution
building (Lee et al., 2006; Soesastro, 2007b).

ASEAN has committed to an ambitious ASEAN Economic Community Blueprint
which, were it implemented fully, would give it a leading role in regional economic
integration (Soesastro, 2007a). It is by no means clear that the Asian region, given where
it is already at in terms of trade integration and trade openness, needs to ape Europe or
other parts of the world in making a preferential trading arrangement the flagship in
regional cooperation. Asia needs to be at the forefront of trade strategies and a global trade
reform agenda that confronts the damage of preferentialism to the global system. Asia also
needs to lead the world out of the stalemate reached in the WTO.

Asia’s position in the world trading system now puts it in the spotlight in terms of
what is at stake in managing the global trading system and who needs to shoulder the
responsibility. Not so long ago, Asia could afford to be a free rider in trade policy leader-
ship. This is no longer the case. China is now the second largest trader in the world and the
largest destination for FDI. Asia is already the second largest center of world trade; by 2020
it will likely be the largest.
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A related issue is how the agenda for negotiation of an open international economic
system has changed and now goes well beyond purely commodity trade issues. The biggest
impediments to trade and integration are no longer border barriers to trade, which are
already low except in agriculture and sensitive items, but behind-the-border domestic
regulations and institutions that limit market contestability for both goods and, impor-
tantly, services (Dee, 2009; Elek, 2009).

Continuing economic growth and deepening integration of the East Asian economy
requires reform of domestic institutions and regulatory systems. These regulatory and
institutional reform issues are not susceptible to negotiation through traditional processes
of trade negotiation, either through the WTO or through FTAs. Multilateral and bilateral
agreements do not deal with reform or liberalization of communications (including
information and communications technology), transport, or other areas, for example, that
are central to efficient integration into the international economy. Hence the structural
reform agenda is much broader than the trade agenda and delivers much economic higher
gains (Dee, 2007, 2009). Structural reform is now a high priority in Asia and is seen as an
area in which Asia can contribute to the international agenda through the G-20 process
since structural reform is an essential element in changing the export-led growth model,
correcting international imbalances, and sustaining regional and global growth.

On both these issues — how to reposition regional trade negotiation strategies to serve
both regional and global objectives and how best to make progress in opening markets
through regulatory and institutional reform — Asia will be expected to deliver.

The multilateral system has underpinned growth and development in Asia, and Asia
has shown leadership at the global level, recently by South Korea committing to a standstill
on protectionism at the G-20 level, despite the protectionist instincts that have been let
loose during the global financial crisis. East Asia has contributed by keeping markets
relatively open, but there is evidence of protectionist backsliding, although the region has
a better record than others (Evenett, 2009; Aggarwal & Evenett, 2010). Many Asian coun-
tries have applied tariff rates less than bound rates (“binding overhang”), meaning that
tariffs can be raised to the bound rates without breaking any WTO commitments. It is
important for the WTO to monitor this and to contain protectionist pressures as more and
more countries introduce discriminatory measures against foreign competition despite
stabilization of the global economy. Asia is positioned and has the interests to lead the
initiative on this.

The timing of the G-20 meetings in Korea in November 2010 recommends revisiting
closure on the Doha Round of trade negotiations. This will be a time in the international
political cycle at which this goal can be rekindled, after the mid-term elections in the USA.
In the medium term, after settlement on the Round, is an appropriate time to initiate a
thorough-going review of the world trade architecture and the modalities of the WTO
both as they impact on future global negotiations and the relationship between regional
and bilateral trade agreements and multilateral trade rules.

The major East Asian powers have already become such important global economic
players that their pursuit of trade and investment objectives, their impact on international
financial market developments, and the effect of their growth on the environment all have
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global ramifications and need to be negotiated globally. That is why, in the sphere of trade
policy strategy especially, with trade integration leading financial integration in Asia,
APEC’s focus on the GATT and the WTO was so important to its East Asian founders, and
it is why the role of the East Asian economies in global negotiations is now of central
importance. Asia can show leadership, through commitment to reform of the WTO,
through further opening up its markets, helping conclude the Doha round, and through
connecting and “multilareralizing” its web of FTAs. Asia now has the forum at the global
level, in the G-20, to display this leadership.

5. Other Issues

Two other important issues stand out as areas in which Asia and Asian regional coopera-
tion can contribute to international cooperation. The first is in the development of the
regime for securing FDI and the second is moving forward with a global framework on
climate change.

FDI is now a very important element in shaping international economic integration.
FDI has been a key driver of development and regional integration in East Asia. It has
played an exceptional role in Chinese industrial transformation and integration into the
international economy. Yet there is no global framework that secures the benefits of an
open regime for FDI as there is for trade within the WTO. China and other emerging
market economies like India have also become significant new sources of FDI. FDI out of
China is set to become the leading edge of the next phase of China’s integration into the
international economy. The role of state-owned enterprises and sovereign wealth funds in
Chinese and other investment abroad raises new questions about the relationship between
the state and foreign investment activities that complicate this dimension of economic
integration and raise the risk of friction and political tensions (Drysdale & Findlay, 2009).

Asia has much at stake economically and politically in promoting an open FDI regime
and preventing FDI from becoming a source of contention among the emerging and
established industrial powers. Asia is in the front line of China’s integration with the
world, including through rapid growth of its FDI abroad, which almost doubled between
2007 and 2009 from US$25 to US$43 billion (Davies, 2009). The creation of an interna-
tional investment regime has been tried and failed (OECD, 1998). Asia has every interest
in working to develop a framework of principles and guidelines that might serve as a
global model in securing the growing role of FDI in the integration of the regional and
global economies.

The six Asian G-20 members (Japan, China, Korea, Indonesia, Australia, and India)
also have a responsibility and opportunity to play a constructive role in climate change
negotiations. China, despite being perceived by many as one of the main reasons for the
collapse of the Copenhagen Summit on Climate Change, committed to lowering the
emissions intensity of its economy (carbon per real yuan) by between 40% and 45% from
2005 to 2020 and is key to any global solution (Howes, 2009; Jotzo, 2010). South Korea
and Indonesia have both assumed a pro-active role on climate change, and Asia has the
clout to become a “game changer” in any international climate agreement (Jotzo, 2009;
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Soesastro, 2009). A practical way forward is for the region to work together in giving their
domestic policy commitments international visibility and to keep the pressure on to
ensure that Copenhagen commitments to carbon reductions and technology financing are
met (Howes, 2009). A first task is for the region to move to implementation, giving the
commitments credibility.

6. Regional and Global Architecture

Whatever is done to reposition Asian regional architecture so that it takes more account
of, and connects with, Asia’s new role in global economic governance, as well as the
implications of Asia’s rise for political and security affairs, needs to build on the founda-
tions of established regional structures — APEC and East Asian arrangements. It needs to
link to, coordinate with, and draw on the base of all of the established trans-Pacific and
East Asian arrangements (Soesastro & Drysdale, 2009).

None of the existing regional institutions addresses all of the key dimensions of
regional cooperation that they now need to — providing a collective forum for regional
leaders to address the full range of regional and global economic issues; dealing effectively
with the consequences of economic integration, not only its trade and investment but also
its financial and macroeconomic dimensions; addressing issues of political change and
security; and educating the public and opinion leaders about the region — nor should any
one organization need to perform all these roles. Each of the established forums has
evolved to serve some or other of these roles, and the forums can all make an input across
the range of issues that are now important.

There are two big gaps in the structure, and operation, of regional architecture that
emerge from the discussion above. The first is its failure to connect to evolving global
arrangements, including the G-20 process. The second is that it does not yet encompass
the political and security dialogues that are a necessary anchor in managing the impact on
political and security affairs of the huge changes in the structure of economic power that
are taking place in the region.

In principle, the first of these issues can be remedied relatively easily. Already there are
informal dialogues among Asian G-20 members and participants in the EAS and other
regional processes. These dialogues could be formalized so that regional input and
regional initiatives are a recognized part on the G-20 process and its reach.

Getting this right in practice may be more complicated than it seems in principle. It
will require decisions about which regional arrangements provide the most effective link
between regional and global cooperation. Many of the initiatives we suggest in this
paper will sensibly require strengthening East Asian arrangements (preferably
ASEAN+6), via, for example, enhanced financial cooperation through finance ministry
and finance agency involvement (e.g. the AFSD). Others will benefit from participation
of a broader Asia—Pacific group. Getting the connection between regional and global
arrangements right will require careful attention to scheduling regional meetings and
initiatives so that they can both make useful input into, and be reinforced by, the efforts
in global cooperation. Success will turn heavily upon the logistical detail. Indeed, the
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legitimacy of the G-20 will depend on how the interests and views of non-G-20
members are brought to the G-20 process. Structuring the timing of Asia’s regional
meetings around the G-20 to give the regional non-G-20 members input and ownership
of initiatives is an important start.

The second issue is one that leaders throughout the region are currently struggling
with in different ways. Australian Prime Minister Rudd has advanced the idea of an
Asia—Pacific Community to address this gap (Rudd, 2009). Prime Minister Hatoyama’s
idea of an East Asian Community would serve a similar purpose. A key difference between
the Rudd and Hatoyama ideas is that the Rudd idea sees the USA as a necessary and key
player in the arrangement from the beginning. The Hatoyama idea is focused on stronger
East Asian arrangements, independently of, but probably involving, dialogue with Wash-
ington. It would seem prudent to proceed on both initiatives in tandem. At the core of
both ideas is the development of a framework that might help to reduce the risk of a
fracture in political confidence around the rise of China’s (and India’s) political influence
alongside the established military and political power of the USA, consistently with
growing East Asian economic cooperation.

This thinking points to the need for a new heads of government meeting that tran-
scends APEC and EAS (encompassing the Rudd and Hatoyama proposals) and can
address the full range of regional and global issues, including issues that might arise in
APEC, EAS, ASEAN+43, or other regional forums. Asian leaders who are involved in the
G-20 group (Japan, China, Korea, Indonesia, India, and Australia) are potential candidates
to take this initiative with the USA and Russia. All, except India, are currently members of
APEC. It is a group whose economic deliberations could also feed into the G-20 and other
global processes. And it is a group that should naturally draw in the broader regional
membership of APEC and EAS to its deliberations. The EAS group could form the nucleus
in partnership with the USA and Russia. This summit might eventually constitute an
Asia—Pacific Council, underpinning the continued development of the regional commu-
nity. But it does not need to have these pretensions to get moving. It would be helpful in
the first instance merely to have informal discussions around the most convenient vehicle,
the APEC or the G-20 meetings. An informal meeting around an upcoming APEC summit
would appear the most convenient way to explore the value of regularly convening to
discuss trans-Pacific political and security issues. Until India becomes a member of APEC,
the dialogue would in effect back-to-back an EAS meeting with the USA and Russia at the
APEC summit. If a meeting such as this becomes institutionalized, it could draw on APEC
and the ASEAN-based groups to develop issues for consideration.

The clear message throughout the region is that “no one wants more meetings” and
that there is “no appetite for additional institutions” (Rudd, 2009). But there is strong
support for developing more effective alignment of regional strategic purpose, a senti-
ment that is at the core of the idea of an Asia—Pacific Community or an East Asian
Community. If this is an idea that seeks to anticipate and shape our regional political and
economic future, it is an idea that cannot be put on hold, take a decade to implement, or
wait until the USA signs on to EAS, an ASEAN-based, primarily Asian-oriented and still
nascent grouping.
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There may be sensitivities in a meeting involving a limited number of countries,
the “larger” players in Asia and the Pacific. But so long as it is structured so that it is
representative of, and connects to, all the regional arrangements, these sensitivities need
not be important. The next APEC meeting in Japan and G-20 meeting in Korea provide
excellent opportunities to convene a side-dialogue of the core group, including India, on
these issues. This would lay the foundations for a representative Asia—Pacific leaders’
group that can give leadership to taking the Asia—Pacific Community and East Asian
Community ideas forward and provide a strong Asian pillar in global cooperation
arrangements.

Notes

1 Asia here is defined as the integrating Asian economies from Japan to Australia, including India.
These are essentially the ASEAN+6 economies.

2 The G-20 includes nine members of APEC (Japan, China, Korea, Australia, the USA, Indonesia,
Mexico, Russia, and Canada) and would include 10 if and when India joins APEC; six members
of the EAS (Australia, Indonesia, China, Japan, Korea, India); and four ASEAN+3 members
(Japan, China, Korea, Indonesia). The chair of ASEAN has also been invited to G-20 meetings.

References

ADB (2008). Emerging Asian Regionalism: A Partnership for Shared Prosperity. Mandaluyong City,
Philippines: Asian Development Bank.

ADBI (2009). Recommendations of policy responses to the global financial and economic crisis for
East Asian leaders, 18 March.

Aggarwal V.K. & Evenett S.J. (2010). Financial crisis, “new” industrial policy, and the bite of
multilateral trade rules. Asian Economic Policy Review, 5 (2), 221-244.

Armstrong S.P. (2009). The Japan-China economic relationship: Distance, institutions and politics
(PhD thesis). Canberra, Australian National University.

Baldwin R.E. (2008). Managing the noodle bowl: The fragility of East Asian regionalism. Singapore
Economic Review, 53 (3), 449-478.

de Brouwer G.J. (2007). Institutions to promote financial stability: Reflections on East Asia and an
Asian Monetary Fund. In: Samans R., M. Uzan, and A. Lopez-Claros (eds), The International
Monetary System, the IMF and the G20: A Great Transformation in the Making? New York:
Palgrave Macmillan, 73-108.

Capling A. (2009). The Trans-Pacific partnership. East Asia Forum, 23 November.

Davies K. (2009). While global FDI falls, China’s outward FDI doubles. Columbia FDI Perspectives,
No. 5, 26 May.

Dee P. (2007). Asian integration and alternative strategies to integration. Background paper pre-
pared for Emerging Asian Regionalism: Ten Years After the Crisis, Asian Development Bank,
June.

Dee P. (ed.). (2009). Institutions for Economic Reform in Asia. London: Routledge.

Drysdale P.D. (1988). International Economic Pluralism: Economic Policy in Asia and the Pacific.
Sydney: Allen & Unwin and New York: Columbia University Press.

© 2010 The Authors
Asian Economic Policy Review © 2010 Japan Center for Economic Research 171



International and Regional Cooperation Peter Drysdale and Shiro Armstrong

Drysdale P.D. (2005). Regional cooperation in East Asia and FTA strategies. Pacific Economic Papers
No. 344. Canberra.

Drysdale P.D. & Findlay C. (2009). Chinese foreign direct investment in Australia: Policy issues for
the resource sector. China Economic Journal, 2 (2), 133—158.

Drysdale P.D., Soesastro H. & Young S. (2009). G20 meetings in Korea: Asian agenda of structural
reform for strong, sustainable and balanced growth of the global economy. Framework paper,
prepared for discussion at the Seoul Roundtable on November 5 (Mimeo).

Drysdale P.D., Yu S. & Armstrong S.P. (2008). Asia’s changing position in the world economy:
Projections through to 2020. EABER Working Paper No. 26.

Elek A. (2009). APEC: Genesis and challenges. In: Kesavapany K. & Lim H. (eds), APEC at 20: Recall,
Reflect, Remake. Singapore: Institute of Southeast Asian Studies, 1-16.

Evenett S. (2009). The unrelenting pressure of protectionism: The 3rd GTA Report. Centre for
Economic Policy Research.

Garnaut R. (1996). Open Regionalism & Trade Liberalization: An Asia Pacific Contribution to the
World Trade System. Singapore: Institute of Southeast Asian Studies.

Garnaut R. (2007). Making the international system work for the Platinum Age. Paper at Conference
to Honour the 80th Birthday of Angus Maddison, University of Queensland, 5-6 December.

He F.,, Zhang B. & Zhang M. (2006). After the CMI: The future of Asian monetary cooperation and
China’s role. In: Yao Y. & Yueh L. (eds), Globalisation and Economic Growth in China. Singapore:
World Scientific Publishing Co Pte Ltd, 235-268.

Henning R.C. (2009). The future of the Chiang Mai Initiative: An Asian Monetary Fund? Peterson
Institute for International Economics, Policy Brief 09-5.

Howes S. (2009). The politics of climate change: Waiting for Copenhagen. East Asia Forum Quar-
terly, 1 (3), ANU E Press.

Huang Y. (2010). The future of the international currency system and China’s RMB. East Asia
Forum, 28 February.

Jotzo E (2009). Indonesia cutting emissions by up to 41 per cent: How? East Asia Forum, 5
October.

Jotzo F. (2010). What China really delivered at Copenhagen. East Asia Forum Quarterly, 2 (1), ANU
E Press.

Kawai M. (2008). Towards a regional exchange rate regime in East Asia. Pacific Economic Review, 13
(1), 83-103.

Kawai M. & Wignaraja G. (2009). The Asian “noodle bowl”: Is it serious for business? ADBI Working
Paper Series, No. 136.

Lee C.J., Jeong H.G., Kim H.S. & Bang H.K. (2006). From East Asian FTAs to an EAFTA: Topology
of East Asian FTAs and implications for an EAFTA. Korean Institute for International Economic
Policy, Policy Analysis, 06-01.

Maddison A. (2006). Asia in the world economy 1500-2030 AD. Asian Pacific Economic Literature,
20 (2), 1-37.

OECD (1998). The Multilateral Agreement on Investment: A consolidated text, 22 April.

Rudd K. (2009). Speech delivered at the 8th IISS Asian Security Summit. The Shangri-La Dialogue,
Singapore, 29 May.

Singh M. (2005). Keynote address by the Indian Prime Minister to Special Leaders’ Dialogues of the
ASEAN Business Advisory Council. Kuala Lumpur, December.

Soesastro H. (2007a). Deepening economic integration: The ASEAN Economic Community and
beyond. ERIA research project 2007, No. 1-2.

© 2010 The Authors
172 Asian Economic Policy Review © 2010 Japan Center for Economic Research



Peter Drysdale and Shiro Armstrong International and Regional Cooperation

Soesastro H. (2007b). Regional institutional architecture for the Asia Pacific. A PECC Study Project,
Discussion Paper, April.

Soesastro H. (2009). Changing the international climate for global climate change negotiations. East
Asia Forum, 9 April.

Soesastro H. & Drysdale P.D. (2009). East Asia and the new world economic order. East Asia Forum
Quarterly, 1 (2), ANU E Press.

Sussangkarn C. (2010). Economic crises and East Asian financial cooperation. Presentation to the
11th Annual GDN Conference, Parallel Session 1.2 “Economic Integration in Asia: Trade, Infra-
structure and Finance,” 16 January 2010, Prague.

Takagi S. (2010). Why did the IMF become irrelevant in Asia? The legacy of the crisis and prospects
for the future. In: Armstrong S.P. & Thanh V.T. (eds), International Institutions and Asian
Development. London: Routledge, 74-96.

Urata S. (2007). Japan’s FTA strategy and free trade area of Asia-Pacific. In: Morrison C.E. & Pedrosa
E. (eds), An APEC Trade Agenda? The Political Economy of a Free Trade Area of the Asia-Pacific.
Singapore: Institute of Southeast Asian Studies, 99—126.

© 2010 The Authors
Asian Economic Policy Review © 2010 Japan Center for Economic Research 173



