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One The case for regional economic 
integration in Asia and the Pacific 

The Asia-Pacific region’s rapid growth since the 1950s 
had been supported by a favourable external economic 
environment and opportunities arising from globalization. 
This, however, has changed dramatically in the aftermath 
of the global financial crisis of 2008-2009. In the new global 
environment, sustaining the region’s growth and realizing 
the Asia-Pacific century critically depend on its ability to 
harness the potential of regional economic integration.  

Compared with other parts of the world, regionalism has 
been slower to take off in Asia and the Pacific. As a result, the 
region still has many underexploited opportunities for taking 
advantage of the multiple complementarities among its diverse 
economies. In addition to sustaining levels of growth, this should 
also enable the region to achieve a more balanced social and 
economic development – as its lagging economies are poised to 
be boosted by closer connection and integration with economic 
growth poles such as China and India. 

Close regional cooperation brings many other benefits, such 
as helping to foster peace between neighbouring countries 
and allowing them to address shared vulnerabilities and risks. 
It should also enable them to participate more effectively in 
global economic governance by exercising a degree of influence 
commensurate with their rising economic weight.

Re-emerging Asia and the Pacific 

Though the economic rise of Asia and the Pacific may seem to 
be a modern phenomenon, it is in fact a re-emergence. Through 
previous millenniums up to the early part of the nineteenth 
century, the Asia-Pacific region dominated the global economy. 
Until 1820 Asia generated more than half of the global GDP, 
with China and India accounting for one-quarter each. Then, 
following the era of colonialism the region witnessed a period of 
relative stagnation, with its global economic share declining to 
22 per cent in 1913 and 16 per cent in 1950.1  As a result, in the 
1960s there were some pessimistic assessments of the region’s 
economic prospects.2  
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FIGURE TITLE

I.1. Real rates of growth of GDP, Asia-Pacific economies and advanced economies

But the pessimists were proved wrong. The 
economic revival in Asia started in Japan, 
whose economic growth in the 1950s and 
1960s had boosted the region’s share in the 
world economy to 20 per cent in 1970. Japan 
was followed by the newly industrializing 
economies (NIEs) – the Republic of Korea; 
Singapore; Hong Kong, China; and Taiwan 
Province of China – in the 1970s and by 
Indonesia, Malaysia, the Philippines and 
Thailand in the 1980s. This “Asian miracle” 
increased the region’s share of global GDP to 
28 per cent in 1990.3 Then, with the region’s 
most populous countries, China and India, 
joining the growth bandwagon in the 1990s 
and 2000s the Asian share of the world GDP 
increased to as much as 39 per cent in 2008. 
Because of the region’s fast growth (figure 
I.1), the centre of gravity of global economic 
activity has been shifting decisively to the 
East.4

This shift is expected to continue during the 
twenty-first century, which commentators 
have referred to as the ”Asian century”. One 
assessment in 2003, for example, indicated 
that by 2050, along with the United States of 

Source:  ESCAP based on United Nations Statistical Division, National Accounts Main Aggregates database; and International Monetary Fund, 
World Economic Outlook database (accessed 10 March 2012).

America and Japan, China and India would 
be among the world’s top four economies.5  
Subsequent revisions have suggested that 
they could achieve this prominence even 
more swiftly.6 In a similar vein, a 2011 study 
supported by ADB projected that between 
2010 and 2050 the region’s share in global 
GDP would rise from nearly 28 to more than 
52 per cent, with China accounting for 20 per 
cent and India for 16 per cent.7

This economic dynamism has helped lift 
hundreds of millions of people out of poverty 
– a pace of poverty reduction unparalleled in 
human history. If these trends continue, the 
region could eventually eliminate the world’s 
largest concentration of poverty. 

But this cannot be taken for granted. The 
promise of the Asian century might not 
materialize. After the global financial crisis of 
2008-2009, countries in Asia and the Pacific 
have found themselves in a very different 
economic environment. As well as producing 
more goods, they will also need to provide 
more of their own markets for them. 
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Fa c t o r s  c o n t r i b u t i n g  t o  A s i a n 
dynamism

Economic success in Asia, in particular in East 
Asia, was due to many factors. Importantly, 
these countries invested significantly in 
human resources, while supporting the 
private sector and promoting technology 
and innovation. They also aimed for 
macroeconomic stability, while achieving 
pragmatic balances between the roles of 
states and markets and between export 
promotion and import substitution.

Other factor that contributed to the region’s 
dynamism was access to technology, finance 
and markets of the Western advanced 
economies. Japan, for example, received a 
great boost from procurement by the United 
States in the wake of the Korean War. Later, the 
Republic of Korea benefited from the United 
States procurement in the wake of the war in 
Viet Nam. Similarly, during the Cold War era, 
the NIEs of Taiwan Province of China; Hong 
Kong, China; and Singapore, all close allies of 
the United States, received substantial help 
from the West in the form of ready markets 
for their products. The NIEs also benefited 
greatly when the advanced economies of 
the West, and later Japan, relocated some of 
their industrial production, especially labour-
intensive manufacturing. 

Subsequently, many of these industries moved 
to China, which offered cheaper labour. And 
during the first decade of this century, China 
was able to take advantage of a buying spree 
by American consumers, which enabled it to 
generate enormous external trade surpluses. 
Over the same period, India too was able to 
benefit from Western outsourcing, notably for 
information technology (IT) services.

Until 1995 and the completion of the Uruguay 
Round of the General Agreement on Tariffs 
and Trade (GATT) negotiations, most Asia-
Pacific developing economies were able 
to take advantage of multilateral trade 
agreements without having to offer much in 
return. Seeking to build productive capacities 
and export-oriented industries, they were, for 
example, free to protect infant industries and 
offer subsidies, while requiring that foreign 
investors meet requirements on local content 
and export performance.8 They were also able 

to exploit relatively soft intellectual property 
protection regimes.9 In addition, during 
this period they did not face constraints on 
the use of natural resources or the threat of 
climate change. 

A challenging new context for the 
region

Now these developing economies face a 
very different global environment. Firstly, the 
growth of imports of the United States and 
the euro zone economies from Asia and the 
Pacific is unlikely to revert to the pre-crisis 
trend. These Western economies, which are 
still recovering from the 2008 global financial 
crisis, face a subdued and uncertain outlook10 
and have large public debts and ageing 
populations. They also have limited carbon 
space. Having contributed about 70 per cent 
of the current global stock of greenhouse 
gases, they will have to drastically reduce 
their share of emissions. As a result, although 
the advanced economies of the West will 
remain important markets, they are unlikely to 
remain the Asia-Pacific region’s main engine 
of growth.

In addition, since the completion of the 
Uruguay Round of the GATT, Asia-Pacific 
countries have faced a restricted policy 
space with tightened intellectual property 
regimes and reduced opportunities for 
imposing performance requirements on 
foreign investors. Nor is there much prospect 
of further multilateral trade liberalization. The 
WTO Doha Round has been in a stalemate for 
more than a decade. Indeed, the trend seems 
to be towards greater protection in the form, 
for example, of penalties on outsourcing, 
rising visa fees for immigrant workers, the 
imposition of countervailing duties on 
developing country products and unilateral 
carbon taxes on foreign airlines.11

At the same time, the faster-growing emerging 
economies in the region need to deal with 
surges of short-term capital inflows which 
threaten the stability of financial and capital 
markets.12 The more vulnerable economies 
also face the prospect of reduced inflows from 
development assistance, which fell globally 
between 2010 and 2011 by 3 per cent.13 
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Rising inequality threatens social 
cohesion

The region has made significant progress 
towards achieving many of the Millennium 
Development Goals, particularly in reducing 
poverty (figure I.2); between 1990 and 2009, 
the mean headcount poverty ratio fell from 
50 to 22 per cent.14 But Asia and the Pacific 
is still home to close to one billion people 
living on less than $1.25 a day. Indeed, the 
bulk of the world’s deprived people, including 
those without access to sanitation and 
undernourished children, live in the Asia-
Pacific region (figure I.3).15

Although economic growth has led to an 
increase in the incomes of the poor, the 
incomes of the rich have increased more 
swiftly. As a result, the region is now facing 
rising inequality  with potential threats to social 
cohesion. Since the 1990s, the population-

weighted mean Gini coefficient for the region 
as a whole increased from 32.5 to 37.5, and 
only 10 of the 25 countries that enjoyed 
positive annual economic growth succeeded 
in reducing income inequality. This rise in 
inequality partly reflects the transition from 
agriculture to industry and services, in which 
there are more significant wage differentials, 
as well as rapid technological change, which 
puts a premium on higher levels of education 
and leaves fewer opportunities for low-skilled 
workers. At the same time, workers have 
experienced a decreased bargaining power.16 

Inequalities in income are accompanied by 
inequalities in access to sanitation, education, 
health services, food, electricity and credit. 
There are also marked differences between 
households in urban and rural areas, between 
women and men, and between different social 
and ethnic groups. Indeed, socioeconomic 

FIGURE TITLE

I.2. Country groups on and off track for the MDGs

Source:  ESCAP, ADB and UNDP, Asia-Pacific Regional MDG Report 2011/12, table I-1, p. 9 (Bangkok, United Nations and ADB, 2012).
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FIGURE TITLE

I.3. The Asia-Pacific share of the developing world’s deprived people

Source:  ESCAP, ADB and UNDP (2012). 

inequalities could be a significant obstacle 
for the achievement of the Millennium 
Development Goals.17 The connection 
between income and socioeconomic 
inequalities is discussed in chapter five.  

The region’s rising inequality and persistent 
development gaps between and within 
countries do not augur well for social 
cohesion, peace or stability, and could lead 
to friction between countries and hamper the 
process of growth itself. 

Disaster risks

A further concern in the years ahead is that 
many more people in the Asia-Pacific  region 
are  likely be exposed to natural disasters. Asia 
and the Pacific is the world’s most disaster-
prone region. During the period 1980-2009 it 
accounted for 45 per cent of global disasters, 
42 per cent of the economic losses from 
disasters, and 86 per cent of disaster-related 
deaths.18 In 2011, a number of countries were 
severely affected by natural disasters, starting 
with the earthquake in Christchurch, New 
Zealand, followed by the earthquake and 
tsunami in Japan, and severe flooding in a 

number of countries, notably Thailand and 
Pakistan. Overall, the damages and losses for 
the Asia-Pacific region in 2011 were at least 
$267 billion.19 Disasters typically hit the poor 
and most vulnerable hardest, because they 
tend to live in the most exposed areas. 

Natural disasters do not respect national 
borders and often affect a number of countries. 
But even when the physical damage is limited 
to one country, by disrupting the operation of 
global supply chains their economic impact 
can be transmitted to other countries across 
the region. For example, the 2011 earthquake 
and tsunami in Japan affected auto and 
electronic industries across the region 
through the scarcity of some critical parts. 
Similarly, the floods in Thailand shut down a 
major producer of hard-drive components, 
affecting both regional and global computer 
industries. Droughts and floods often result 
in crop losses, potentially increasing regional 
and global food prices and heightening food 
insecurity. The 2010 flood in Pakistan is a 
prime example of this.

Therefore, Asia-Pacific countries  need to invest 
more in disaster risk reduction, particularly in 
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those areas where rapid economic growth 
has heightened risks. They will also need 
to develop effective early warning systems 
and plans for disaster management and 
recovery.20 As the problems and impacts of 
natural disasters often go beyond national 
boundaries, addressing them through 
regional cooperation would be most effective. 

Pressures on natural resources  

A significant constraint on economic growth 
in Asia and the Pacific, as elsewhere, has 
been the recent rise in commodity prices – 
much of which reflects the region’s rapidly 
increasing demand.21 Between 2000 and 
2008, the region’s share of global energy 
use, for example, increased from 39 to 45 
per cent.22 In addition, the threat of global 
warming will reduce both global and regional 
carbon space. Economic growth in Asia and 
the Pacific thus needs to be sensitive to 
environmental sustainability – undertaking 
technological innovations to reduce the 
use of energy and other resources and re-
orienting lifestyles towards low-material and 
low-carbon consumption paths.

Regional integration for an inclusive 
and sustainable Asia-Pacific century

These and other constraints could well 
affect future growth in Asia and the Pacific. 
Indeed, a number of middle-income Asia-
Pacific economies could face long periods 
of slow growth that would leave them in a 
”middle-income trap”. This is suggested by 
the experience of NIEs, such as Malaysia, 
the Philippines and Thailand, which have 
experienced relatively slow growth rates since 
the 1997 Asian financial crisis. Recent analysis 
by the Asian Development Bank estimates 
that in these circumstances Asia’s GDP in 
2050, instead of reaching the projected 52 per 
cent of the global GDP under the ”Asia-Pacific 
century” scenario, would reach only 31 per 
cent.23 

Sustaining growth in the future will require 
rebalancing the Asia-Pacific economies so 
that they  rely less on exports to the developed 
countries and more on domestic and regional 
sources of demand.24 Unless the region 

develops alternative engines of growth, its 
growth rate will slow below what is needed 
to reduce poverty sufficiently and to provide 
enough decent jobs for its burgeoning youth 
population. The current slowdown of China, 
India and other economies in 2011-2012 
highlights the urgency of this issue.

Turning development gaps into engines of 
growth

One of the most promising reservoirs of 
domestic demand is the region’s ”bottom 
billion” people currently living in poverty. 
To join the mainstream of Asia-Pacific 
consumers, their purchasing power must 
be boosted. This will require broad-based 
investment in education, health services, 
social protection and basic infrastructure, 
which will facilitate access to employment 
and business opportunities for all social 
groups. From this perspective, social policy 
should not be viewed as an expense but as 
a strategic investment that, in addition to 
promoting social justice, would sustain the 
region’s growth. Closing the Millennium 
Development Goals gaps would require an 
investment of $639 billion.25 

Another important investment opportunity 
is infrastructure. Across the region, there are 
some striking contrasts in the availability of 
the infrastructure that is critical for economic 
and social development. These disparities are 
reflected in ESCAP’s composite infrastructure 
index, which indicates striking contrasts 
between developed economies such as 
Singapore and Japan and least developed 
countries (LDCs) such as the Lao People’s 
Democratic Republic, Nepal, Papua New 
Guinea and Solomon Islands (figure I.4). 
Closing the infrastructure gaps across the 
region would require investments of the 
order of $8 trillion over a decade, or about 
$800 billion per annum.26

If these investments were to be funded, they 
could provide another substantial source of 
aggregate demand, while contributing to a 
more equitable and geographically balanced 
pattern of regional development. 
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FIGURE TITLE

I.4. Infrastructure index, selected economies

Source:  ESCAP, based on ESCAP,  Economic and Social Survey of Asia and the Pacific 2010 (Sales No. E.10.II.F.2), figure 61,  p. 135 .

Building productive capacities in the 
poorest economies

The greatest opportunities for the least 
developed countries will arise from 
establishing closer links with the region’s 
growth poles – China and India. Regional 
integration usually leads to a process called 
“efficiency-seeking industrial restructuring”. 
While such processes allow domestic and 
foreign firms to exploit economies of scale and 
specialization and save in labour or materials 
costs, they can also provide many benefits 
for poorer countries, particularly through 
building productive capacities. The process 
of efficiency-seeking industrial restructuring 
could also help Asia-Pacific countries avoid 
falling into the middle-income trap. 

Addressing shared vulnerabilities

Regional integration can also help Asia-Pacific 
countries address shared vulnerabilities and 
risks, many of which are economic. The 1997 
Asian financial crisis, for example, started in 
Thailand and then spread across East Asia, 
highlighting regional interdependencies – 
and prompting a response in the form of the 

Chiang Mai Initiative. But there are many other 
shared concerns. One is energy security – the 
provision of energy at affordable prices. This 
could be fostered by a number of measures 
such as linking production and consumption 
centres through power grids and oil and gas 
pipelines, joint technology development 
programmes for non-conventional sources 
of energy, and the development of a regional 
energy market. Another vulnerability is 
the pressure on natural resources, which is 
pushing up commodity prices. In response, 
countries in Asia and the Pacific could pool 
resources to develop material-saving and 
low-carbon technologies. Food security is a 
further shared concern; regional responses 
could include pooling resources for joint 
research. 

Fostering peace and stability

By deepening mutual interdependencies and 
opening up more spaces, formal and informal, 
for cross-country dialogue, regional economic 
integration can promote greater mutual 
understanding, help in resolving conflicts and 
usher peace and stability.27
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Giving a voice to the region in international 
forums

Finally, regional cooperation and integration 
would enable Asia and the Pacific to exercise 
influence in global economic governance 
commensurately with its growing economic 
weight. The region would thus be in a stronger 
position to shape the emerging global 
economic order in tune with its development 
requirements. 

Conditions for fruitful integration

Regional economic integration is more likely 
to be successful when the process can be 
grounded in a shared history and culture. 
Exchanges are facilitated when countries have 
complementarities in factor endowments 
that can be shared to mutual benefit. And 
integration based on trade would be more 
fruitful if it opens up large and growing 
markets.

Shared history, culture and values

Many areas of the Asia-Pacific region have 
distinct identities shaped by centuries of 
history and cultural exchanges. In Asia, much 
of this has been rooted in trade – starting with 
the famed Silk Routes of two thousand years 
ago. Trade in goods has been accompanied by 
a vibrant exchange of ideas. Another notable 
unifying factor has been shared religious 
beliefs. The impressive cultural sites of Bagan 
in Myanmar, Borobudur in Indonesia, and 
Angkor Wat in Cambodia are a testimony to 
the vast trading and cultural networks that 
Asia had in ancient times.

This long history of interaction is also notable 
in that it has been accompanied by few major 
conflicts between countries. India and China 
have, for example, over the centuries been 
highly developed nations – economically, 
militarily, ideologically and culturally. They 
could have been competitors for dominance. 
Yet that has not happened. Indeed, the history 
of their relationship has been one of mutual 
respect and coexistence. Recent perceptions 
of Asia as a conflict-ridden region should 
not hide centuries of cooperation between 
India, China, Japan and what is now the 

ASEAN region. These historical roots provide 
a strong basis for establishing an Asia-Pacific 
community.28

Synergies for mutually beneficial 
cooperation

Fruitful integration requires synergies or 
complementarities based, for example, on 
diverse factor endowments or specializations. 
Some of these will be the result of differing 
levels of development. Asia and the Pacific 
includes high-income countries such as 
Japan, Australia, New Zealand, and the 
Republic of Korea, which are members of the 
Organisation for Economic Co-operation and 
Development (OECD), and at the other end of 
the scale a number of low-income and least 
developed economies. This diversity opens 
up opportunities for mutually beneficial 
exchanges of development experiences. 

There are also complementary factor 
endowments. Some economies in East 
Asia have abundant capital but rapidly 
ageing workforces. Others, particularly in 
South and South-East Asia, may have less 
capital but should for the next few decades 
benefit from a demographic dividend of 
a young and growing workforce. Regional 
economic integration should thus enable 
labour-intensive industries to gravitate to 
labour-abundant countries where they can 
help build productive capacity. Meanwhile, 
labour-scarce economies can specialize in 
the production of capital- and knowledge-
intensive goods. 

Another area of complementarity is 
finance. China and Japan, for example, have 
accumulated sizeable foreign exchange 
reserves which they are investing in the United 
States and Europe, often at relatively low 
rates of return. Countries concerned about 
the future value of these assets could instead 
invest more productively closer to home – 
in infrastructure development projects that 
currently remain underfunded despite high 
long-term payoffs. 

There are also complementarities in energy 
production and consumption. On the one 
hand, economies such as Indonesia, the 
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Islamic Republic of Iran, Kazakhstan, Malaysia, 
the Russian Federation and Turkmenistan have 
abundant hydrocarbon energy resources. 
On the other hand, major economies such 
as China, India, Japan and the Republic of 
Korea are highly dependent on hydrocarbon 
imports. 

The Asia-Pacific region has also developed 
cross-country complementarities within 
industries. East Asian countries, for 
example, have specialized in manufacturing 
and hardware while South Asian economies 
have focused on services and software. 
Recent analyses have found significant 
complementarities at disaggregated 
industrial sectors both within and between 
subregions, with the latter being generally 
higher than the former.29

Large markets and a growing middle class

Another important factor for the success of 
regionalism is a large and growing market. 
With rapid economic growth, the Asia-Pacific 
region is emerging as the main source of final 
demand for the region’s exports. China and 
India now have sizeable middle classes which 
form the world’s largest markets for a growing 
range of products and services, such as mobile 
phones, motor cars and jet planes. As a result, 
between 2000 and 2010 the proportion of 
Asia-Pacific trade that was carried on an 
intraregional basis rose from 48 to 54 per 
cent.30 The region’s large and rapidly growing 
markets make regional economic integration 
an increasingly viable development strategy. 

This would not only enable the poorer 
countries of the region to take care of their 
development challenges, such as poverty and 
hunger, but would also benefit the advanced 
economies of the West by absorbing more 
of their exports and thus help bring down 
their levels of debt. Asia and the Pacific could 
therefore become a growth pole for the 
advanced economies and other developing 
regions.31

Lessons from global experience

Since the early 1990s, the ”new regionalism” 
has been a dominant trend in the world 

economy, particularly in Europe with the 
formation of the Single European Market and 
in North America with the signing of the North 
American Free Trade Agreement (NAFTA). In 
comparison with earlier and shallower forms of 
cooperation, these regional trade agreements 
(RTAs) pursued free trade complemented by 
strong rules of origin and mobility of capital 
and, in the European Union (EU), mobility 
of labour. Subsequently, the EU deepened 
integration, expanded its membership and 
progressively evolved into an economic 
union, with some of its members forming a 
monetary union with a single currency. 

Other regions have pursued similar RTAs. 
In Latin America and the Caribbean, these 
include the Common Market of the South 
(MERCOSUR), the Caribbean Community 
(CARICOM) and the Andean Community 
of Nations, and in Sub-Saharan Africa, the 
Common Market for Eastern and Southern 
Africa (COMESA) and the Southern Africa 
Development Community (SADC). There 
are now some 300 plurilateral and bilateral 
FTAs32 across the world and an important 
part of global trade is now conducted on 
a preferential basis.33 This also encourages 
other countries to negotiate their own RTAs 
to prevent discrimination by trading partners 
that belong to existing RTAs. 

During the last 20 years, there has been a 
debate on the impact of RTAs on further 
trade liberalization. Are they stumbling 
blocks or building blocks? Recent research 
tends to support the view that regionalism, 
by liberalizing trade, should be viewed as a 
building block of multilateralism.34 

RTAs also create larger markets, which are 
attractive to foreign investors. For example, 
since the formation of the single market 
the EU has increased its share in global FDI 
inflows from nearly 30 per cent in the 1980s 
to about 50 per cent today.35 Similarly, Mexico 
has benefited from its NAFTA membership. 
Comparing the periods 1991-1993 and 2000-
2002, annual FDI inflows increased from 
$12 billion to $54 billion, as many industries 
relocated to maquiladora processing zones in 
the north of Mexico.36 The strong association 
between membership in RTAs and FDI 
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inflows has been confirmed in a number of 
quantitative studies.37 Mexico also benefited 
from lower volatility in its growth rate and 
a substantial improvement in total factor 
productivity.38 

Even more important than providing larger 
markets, RTAs help strengthen overall 
competitiveness by enabling intraregional FDI 
to achieve extensive industrial restructuring 
or rationalization. Therefore, most RTAs now 
extend their scope beyond trade to include 
investment liberalization and facilitation. 
This means, for example, that multinational 
enterprises (MNEs) no longer need to 
maintain horizontal national operations 
and instead can assign the responsibility 
for serving specific regional or even global 
markets in particular products to certain 
affiliates to harness economies of scale and 
specialization – a strategy sometimes called 
”product mandating”.39

Deeper integration encourages industries 
to migrate to low-wage locations to the 
advantage of the lesser developed economies. 
In the EU the poorer members have benefited 
from resource transfers, but they have 
also gained significantly from industrial 
restructuring. For instance, after joining the 
European Economic Community in 1973, 
Ireland increased its per capita income from 
59 per cent of the European average to over 
100 per cent by 1998.40  Both Ireland and other 
countries that joined the EU since the 1980s 
such as Greece, Portugal, Spain, Slovenia and 
the Czech Republic are also among those that 
managed to avoid the middle income trap and 

moved to high income status (table I.1). Some 
of these countries, especially Greece, Portugal 
and Spain have subsequently accumulated 
unsustainable levels of debt because of 
imprudent financial management and are 
currently facing serious economic difficulties. 
But this is more the result of financial 
mismanagement – and a demonstration that 
monetary union needs to be complemented 
by fiscal union. 

Even though the Asia-Pacific region is a recent 
entrant in the area of regional economic 
integration, the experience of some of its 
countries fit the pattern observed from other 
regions. For instance, Cambodia, Lao People’s 
Democratic Republic and Viet Nam, which 
joined ASEAN in the 1990s, have seen their per 
capita income levels rapidly moving towards 
the ASEAN average (figure I.5, panel A). In 
addition, the share of these three countries 
in ASEAN’s cumulative FDI inflows increased 
rapidly in the mid-1990s and late 2000s (figure 
I.5, panel B)

In South Asia, the India-Sri Lanka FTA signed 
in 1998 can be taken as an early experiment 
in regional economic integration. Between 
2000, when the FTA became effective, and 
2005-2006, India’s exports to Sri Lanka rose 
annually on average by 34.5 per cent while 
those of Sri Lanka to India grew by 132 
per cent. As a result, Sri Lanka’s imports to 
exports ratio fell from 10.3:1 to 3.3:1 over this 
period. In addition, the number of Sri Lankan 
export items tripled with a notable shift from 
agricultural products to high-value added 
manufacturing goods such as tea, sausages, 

TABLE TITLE

I.1. Transitions from middle-income to advanced-country levels

Country
Growth phase in 

transition

Income per capita 
at start 

(US dollars, PPP)

Income per capita 
at end

(US dollars, PPP) Time in years
Growth per annum 

in transition
Cyprus 1994-2004 15 002 23 736 10 4.8
Czech Republic 2000-2007 14 960 24 279 7 7.2
Finland 1988-2000 14 920 24 441 12 4.2
Greece 1995-2004 14 957 24 059 9 5.4
Ireland 1993-1998 14 934 23 520 5 9.5
Portugal 1997-2008 15 574 23 093 11 3.6
Slovenia 1998-2005 15 412 23 388 7 6.1
Spain 1991-2001 15 027 23 421 10 4.5
Sweden 1987-1998 15 722 23 468 11 3.7

Source:  Reisen (2011) based on data from IMF, World Economic Outlook database. 
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biscuits, chocolates, ceramics, furniture, metal 
products, footwear, wooden toys, herbal 
products, memory chips, and machinery and 
mechanical appliances, many of which are 
produced with FDI from India. Around three-
quarters of Sri Lanka’s exports have been 
undertaken within the framework of FTA 
preferences. Finally by 2004-2005 India was 
Sri Lanka’s fourth largest source of FDI.41

E m e r g i n g  r e g i o n a l  e co n o m i c 
integration in Asia and the Pacific
The Asia-Pacific region has been a relatively 
late-starter with regard to regional economic 
integration. There were some significant 
achievements in this area during the 1970s, 
including the signing in 1975 of what is now 
the Asia-Pacific Trade Agreement (APTA), 
and the creation in 1974, also under the 
auspices of ESCAP, of the Asian Clearing 
Union.42 In general, however, the Asia-Pacific 
economies retained a deep and abiding faith 
in multilateralism. 

But in the 1990s views started to change. 
This was partly due to the slow progress of 
multilateral trade negotiations and the rise of 
regionalism elsewhere. More importantly, the 
Asian financial crisis of 1997 highlighted the 
economic interdependences of a number of 
countries. This led to the Chiang Mai Initiative 
for monetary cooperation, which involves 
ASEAN+3 (China, Japan and the Republic of 
Korea). In the late 1990s Japan changed its 
views on trade policy, recognizing that RTAs 
could advance its interests.43 Since then, the 
region has undertaken a series of initiatives 
towards regional economic integration.

One of the most significant forums has been 
ASEAN. Although set up in 1967, this forum 
involved relatively little economic cooperation 
until the signing in 1992 of the ASEAN Free 
Trade Agreement whose implementation 
was accelerated to 2002 from 2008 in the 
aftermath of the Asian crisis. Member 
countries further deepened cooperation with 
the ASEAN Economic Community planned to 
be established in 2015. 

FIGURE TITLE

I.5. Performance indicators of Cambodia, Lao People’s Democratic Republic and Viet Nam, in comparison with 
ASEAN, 1992-2010

Source:  ESCAP based on data from World Bank, World Development Indicators database.

Note:  Myanmar and Brunei Darussalam are not included in the total for ASEAN because of missing GDP data for these countries. Cumulative FDI 
inflows is the sum of FDI inflows between 1992 and subsequent years.   
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Similarly, the South Asian Association for 
Regional Cooperation (SAARC) came into 
being in 1985 but did not adopt a programme 
of economic cooperation until 1991 when 
it formed the Committee on Economic 
Cooperation. In 1995, the members created 
a SAARC Preferential Trading Agreement and 
in 2004, they eventually agreed to create a 
SAARC Free Trade Area to be implemented 
over 10 years starting in 2006. At a summit in 
Bhutan in 2010, SAARC members adopted a 
SAARC Agreement on Trade in Services and 
established the SAARC Development Fund. 

Another notable initiative is the Bay of Bengal 
Initiative for Multi-Sectoral Technical and 
Economic Cooperation (BIMSTEC). This spans 
two subregions: from South Asia, it includes 
Bangladesh, Bhutan, India, Nepal and Sri 
Lanka and from South-East Asia, Myanmar 
and Thailand. In 2004, BIMSTEC adopted 
a framework agreement for a free trade 
agreement to be implemented within 10 
years.

Initiatives in other subregions include the 
Economic Cooperation Organization (ECO), 
initially formed in 1985 by the Islamic Republic 
of Iran, Pakistan and Turkey, but later expanded 
to include Afghanistan and six Central 
Asian countries – Azerbaijan, Kazakhstan, 
Kyrgyzstan, Tajikistan, Turkmenistan and 
Uzbekistan. In 2003, the members established 
the ECO Trade Agreement. 

In the Pacific, what is now the Pacific Islands 
Forum (PIF) was set up in 1971 and has 16 
member States, including Australia and New 
Zealand and 14 independent Pacific island 
developing economies. In 2006, within the 
framework of the 2001 Pacific Agreement for 
Closer Economic Relations, 12 members of PIF, 
also signed the Pacific Island Countries Trade 
Agreement.

These subregional  agreements  are 
complemented by a number of bilateral 
trade agreements between countries of the 
subregions and across the subregions.

Seeking broader regionalism

As observed earlier, the complementarities 
and synergies between subregions are 
generally greater than those within 

subregions. Therefore, for capital, people and 
natural resources to be deployed optimally, 
they should be able to work within a broader 
regional framework.44 This can be achieved by 
coalescing bilateral and subregional FTAs. In 
this respect, ASEAN has taken some exemplary 
initiatives to bring together countries from 
different subregions. Since 2002, ASEAN has 
upgraded its dialogue partnerships with 
neighbouring countries to an annual summit 
level that has fostered numerous arrangements 
for regional and bilateral free trade that are at 
different levels of implementation. It has, for 
example, negotiated “+1” RTAs with Australia, 
China, India, Japan, New Zealand and the 
Republic of Korea. These economies are also 
engaging each other – for instance, through 
the India-Japan and the India-Republic of 
Korea comprehensive economic partnership 
agreements, already concluded. ASEAN’s 
engagement with dialogue partners has also 
led to broader groupings. Besides ASEAN+3, 
it also organizes an annual East Asia Summit 
(EAS) which involves ASEAN and all its dialogue 
partners. EAS, which  brings together 16 of 
the largest and fastest-growing economies, 
is expected to pave the way for a broader 
regional arrangement in Asia that could be 
the third pole of the world economy.45 In 
2007, the EAS leaders launched a track-II 
study group for examining the feasibility of a 
Comprehensive Economic Partnership of East 
Asia (CEPEA) comprising 16 (ASEAN 10 +6) 
countries whose results were presented at the 
fifth EAS summit in 2009. At the Bali Summit 
in November 2011, two new members were 
admitted to EAS – the United States and the 
Russian Federation.

A further indication of the growing recognition 
of broader regional economic integration in 
Asia and the Pacific is that the region’s leaders 
have articulated their visions of a broader Asia-
Pacific community allowing exploitation of 
the region’s vast synergies for mutual benefit 
(box I.1). The past decade has also witnessed 
a steady stream of studies making the case for 
broader regionalism in Asia and the Pacific, 
including by the Asian Development Bank.46

Gains from economic integration

A number of recent studies have indicated the 
potential gains from economic integration. 
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An ADB study, for example, compared 
the impact of regional integration with 
global trade liberalization under different 
scenarios to 2025.47 Using the Global Trade 
Analysis Project database with the World 
Bank’s LINKAGE model, the study found 

that regional trade and integration could 
offer great potential. It also concluded that 
much of the gains in Asia from global trade 
liberalization could be realized by a regional 
initiative alone. Significantly, it ascertained 
that the gains from abolishing global tariffs 

BOX I.1. Asia-Pacific leaders’ statements on broader regionalism

Dr. Manmohan Singh, Prime Minister of India, said at the Third India-
ASEAN Business Summit in New Delhi on 19 October 2004:

 “We envision an Asian Economic Community. (…) Such a community 
would release enormous creative energies of our people. One cannot 
but be captivated by the vision of an integrated market, spanning 
the distance from the Himalayas to the Pacific Ocean, linked by 
efficient road, rail, air and shipping services. This community of 
nations would constitute an ‘arc of advantage’, across which there 
would be large-scale movement of people, capital, ideas, and 
creativity. (…)This is an idea whose time is fast approaching, and 
we must be prepared for it collectively.”

The Chairman’s Statement at the Fourth East Asia Summit in Cha-
am Hua Hin, Thailand on 25 October 2009 included the following 
passage:

“We acknowledged the importance of regional discussions to 
examine ways to advance the stability and prosperity of the Asia-
Pacific region. In this connection, we noted with appreciation the 
following: 

a. the Philippines’s proposal to invite the heads of other regional 
fora and organizations in Asia-Pacific to future EAS meetings 
to discuss measures that will protect the region from future 
economic and financial crisis and strengthen Asia economic 
cooperation, including through the possible establishment of 
an economic community of Asia. 

b. Japan’s new proposal to reinvigorate the discussion towards 
building, in the long run, an East Asian community based on 
the principle of openness, transparency and inclusiveness and 
functional cooperation. 

c. Australia’s proposal on the Asia Pacific community in which 
ASEAN will be at its core, will be further discussed at a 1.5 track 
conference to be organized by Australia in December 2009. “

Sources: Singh (2004), East Asia Summit (2009), emphasis added.
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would be far outweighed by those resulting 
from removing tariff and structural barriers 
to Asian trade. It also concluded that regional 
integration would promote Asian economic 
convergence, raise average growth rates 
and benefit poorer countries. In particular, 
greater regional integration would propagate 
commercial linkages and transfer the stimulus 
from the rapid-growth economies of Asia, 
particularly China and India, to their lower-
income neighbours. A more recent study 
estimated potential welfare gains from 
regional economic integration within the 
CEPEA framework of up to $284 billion – which 
is in tune with previous studies and larger 
than other regional integration schemes.48

Strengths, weaknesses, opportunities 
and threats of broader regionalism 

Broader regionalism in Asia and the Pacific 
would not only bring a number of strengths 
and opportunities but also suffer from some 
weaknesses and threats.

Strengths – Many of these arise from 
complementarities. Some economies such 
as those of Australia, Islamic Republic of Iran, 
Myanmar and the Russian Federation are well 
endowed with natural resources while others 
depend more on imports. Some economies, 
such as those of China, Japan, and the Republic 
of Korea, depend more on manufacturing 
while others, such as India and the Philippines, 
are dominated by services. The region not only 
has large net exporters, such as China, Japan, 
the Republic of Korea and most of the ASEAN 
countries but also has net importers such 
as India. The region has some of the world’s 
fastest-growing economies, including China 
and India, and others with large markets such 
as Japan. Collectively, the region is endowed 
with natural resources as well as large human 
and financial resources. Furthermore, the 
Asia-Pacific economies have already arrived at 
numerous bilateral and subregional FTAs that 
provide valuable foundations for a broader 
regional grouping. Another strength is that 
many Asia-Pacific countries in the past have 
enjoyed vibrant intraregional trade and have 
centuries-old civilizational and cultural links.

Opportunities – As western sources of 
aggregate demand decline, Asia-Pacific 
countries need to rebalance their economies. 
This opens up opportunities to boost not 
just domestic but regional consumption. 
Another opportunity arises from greater 
political and public support for regionalism 
as is evident from the statements of different 
leaders as well as from perception surveys. 
The slow progress in the Doha Round of 
multilateral trade negotiations also creates 
space by releasing negotiators to work on 
regional arrangements. Businesses can 
also take advantage of opportunities to 
reduce transaction costs caused by the 
“noodle bowl” syndrome and seek efficiency 
through industrial restructuring. Industrial 
restructuring also opens up the prospect of 
narrowing development gaps by building 
productive capacities in poorer economies.

Weaknesses and threats – These arise from 
the perceived lack of strong political will and 
leadership. ASEAN has been a driving force but 
its first priority, understandably, is to complete 
the ASEAN Community. Broader integration 
is also slowed by a lack of coherence: some 
members would prefer a less-inclusive EAFTA 
while others vigorously oppose it in favour 
of the more inclusive CEPEA. Progress can 
also be slowed by bilateral political tensions 
and sensitivities. In fact, such tensions could 
be reduced within a broader grouping. 
Other weaknesses are the lack of regional 
institutions, shallow financial markets and 
inadequate transport infrastructure. 

On balance, the positive factors outweigh 
the negative factors. Even the political 
differences need not be an obstacle. Indeed, 
those between Asia-Pacific countries may be 
less significant than those formerly between 
European countries whose leaders agreed 
to set aside their differences and move 
ahead with economic integration. Hopefully, 
Asia-Pacific leaders will also appreciate 
the compelling arguments for deeper and 
broader economic integration and begin to 
push the agenda. 
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Key elements of regional economic 
integration

Regional economic integration requires a 
long-term vision supported by the necessary 
frameworks and institutions. This would 
involve four key elements:

 • An integrated Asia-Pacific market: This 
would involve coalescing numerous 
bilateral and subregional arrangements 
into broader regional trading and 
economic cooperation arrangements 
open to all Asia-Pacific economies. This 
should be based on the principles of 
openness, transparency and equity. It 
should substantially extend to all trade, 
and cover liberalization and facilitation 
of trade in goods and services and 
investments. It should provide for 
flexibilities and special and differential 
treatment for poorer economies and 
economic assistance for lagging areas  
and vulnerable sections of societies. 
This would represent regionalism 
with an a human face. The creation of 
a broader market does not, however, 
mean that subregional groupings lose 
their relevance. They should continue as 
building blocks of the broader regional 
arrangement while pursuing their 
own programmes of trade facilitation, 
stronger connectivity, and food and 
energy security.

 • Seamless physical connectivity: The 
full potential of intraregional trade 
cannot be realized without improved 
connectivity. For example, better 
surface transport, and multimodal 
transport networks connected through 
dry ports, will help spread the benefits 
of industrialization to the hinterlands. 
Connectivity should extend to energy 
pipelines and power grids and broadband 
cables for knowledge networks. These 
connections will link lagging regions 
with growth poles and encourage more 
balanced regional development. 

 • Fina nc ial  co op era tion:  Financial 
cooperation can promote mutual trade 
and build resilience to financial crises, 
while also make better use of regional 

resources for investment in infrastructure 
that will strengthen connectivity. 

 • Addressing shared vulnerabilities 
and risks: Mutual cooperation will put 
countries in a better position to respond 
to shared vulnerabilities, such as energy 
and food security, natural disasters 
and environmental sustainability – 
as well as rising inequalities, slower 
poverty reduction, and threats to 
social cohesion. The options would 
include jointly developing technology, 
enhancing people-to-people contacts 
to promote better understanding and 
sharing development experiences and 
best practices.

If implemented as a part of a package, this 
four-pronged plan would help realize a 
long-term vision by building an Economic 
Community of Asia and the Pacific. 

In subsequent chapters,  this  report 
summarizes the modalities and institutional 
architecture that would be needed to 
pursue the four-pronged plan across the 
region. Chapter six of the study offers a way 
forward for the consideration of the ESCAP 
Commission.  
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