











JETRO’s Symposium on East Asian
Economic Integration: A Review

Ralph Inforzato, Director, Business Development, JETRO Chicago

In early December 2007, JETRO organized a
symposium in Chicago inviting East Asian and
Midwest thought-leaders to share their insights
on the current pace and depth of economic
integration from varying perspectives — the
United States, China, Japan and the Association
of Southeast Asian Nations (ASEAN). The result
was a precious array of insights, dialogue and
commentaries adding to our knowledge of

this increasingly critical region of the world.
The following is very brief summary of the
presentations.

Building a Holistic Understanding to East
Asia Integration

1 Michael H. Moskow,
Senior Fellow for the
Global Economy, The
Chicago Council on
Global Affairs and
Former President and
CEO, Federal Reserve
Bank of Chicago, set the
tone for the symposium
in his welcome remarks
when he identified the
agenda’s wide-ranging group of speakers as
representing such diverse viewpoints that it
constituted a much needed holistic approach in
beginning to understand the complexities and
the importance of East Asian integration and its
significance for world markets. Mr. Moskow
said, “The growing economic power of Asia
over the past few decades is undeniable but
that power has not always been considered
from an integrated standpoint.” He added that,
“it is important particularly for Chicago and the
Midwest where so much of the economy lies
with agricultural exports, business services
and manufacturing, the emergence of a more
integrated East Asian economy would be of
significant importance.”

East Asian Economic Integration: Progress
and Business Opportunities

The symposium keynote
address was delivered
by Yasuo Hayashi,
Chairman and CEOQ,
Japan External Trade
Organization who cited
the economic facts of
East Asia which covers
Japan, China, Korea and
the ASEAN ten nations
with a total population
of 3.1 billion, a combined GDP of approximately
$10 trillion with an annual growth rate of 8% to
9% during the past several years.

Mr. Hayashi pointed out that East Asia’s high
intra-regional trade of 57% compared to
NAFTA's 44% reflects an intense cross-border
and production network. He illustrated the
numerous bilateral and multilateral free
trade arrangements among China, Korea,
Japan, India, ASEAN, Australia, New Zealand
that are either in force, being negotiated or
studied which resembled a spaghetti bowel
of interconnecting lines (like pasta noodles)
though in fact precisely showed the step-
by-step process of the de-facto economic
integration of this region.

Mr. Hayashi cited the challenges that East Asia
may face in achieving a richer and deeper

level of integration. First, he explained that
the, “risk factors include regional disparities,
poverty, environment and energy issues, and
inadequate protection of intellectual property
rights.” Second, he said that, “ASEAN must
remain united and improve its competitiveness,
while also working to narrow disparities among
its member nations.” And finally, Mr. Hayashi
said that the United States must continue to
secure its presence in East Asia as it is the U.S.
which is at the center of the region’s security
framework, and which is a major export market
for the region.

Mr. Hayashi provided concrete examples of
the collaborative roles for the U.S. and Japan
connecting them to the East Asia region at
various levels from government to academe to
non-profits organizations

For example establishing forums between
Japan, the U.S. and East Asia and China to
discuss climate change, energy conservation,
the social infrastructure and monetary
stability is one approach. Beyond bilateral
components to enable collaboration would be
a pluri-lateral approach like the Asia-Pacific
Partnership for Clean Development and
Climate. Multilateral level of negotiations on a
post-Kyoto Conference and of course the World
Trade Organization is an important forum for
collaboration.

ASEAN’s Message to the American Business
Community: Join Us in Economic Integration
Surin Pitsuwan,
Secretary General, The
Association of Southeast
Asian Nations (ASEAN)
and Former Foreign
Minister, Kingdom of
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JETRO Chicago receives
positive response to the
Symposium

Taka Tsuchiya received many e-mails and
letters in response to the recent East Asian
Economic Symposium. Here is a brief
sample of excerpts:

“Congratulations on the excellent
program! What a great success for you
and for JETRO. You and your colleagues
did a wonderful job of organizing and
hosting the conference. | am delighted
that it was such a success. And it was a
great pleasure to meet Hayashi-san.”

Ed Grant, Partner, Andersen

“I just wanted to let you know that | think
the Conference was an overwhelming
success. It was well conceived, the
speakers were good, it was well
managed, and well attended. It is one
more reflection of the outstanding job
you have done for JETRO. Every year
JETRQ’s visibility, position in the Chicago
area, and effectiveness as an organization
increases.”

Loring W. Knoblauch, Former President

& CEO, Underwriters Laboratories, Inc.

“I was pleased to attend the East Asian
Integration program this morning.
Congratulations on a very successful,
interesting, and timely program.”
John Rogers, President,
US Midwest-China Association

“Congratulations on organizing a
successful conference. It must have
enhanced your reputation in the Chicago
community even more.”
Warren Batts, Chairman,
Methode Electronics

“Great event! Everything seemed to go
well from the reception on forward. The
topics were interesting and the speakers
gave good presentations.
Rich Coplan, Director,
Corporate Relations & Development,
The Chicago Council on Global Affairs

“Thank you for letting me attend the
wonderful symposium. Thank you very
much for the kindness of JETRO staff!”
Tomoko Lutz,
Commercial Agri Broker, R.J. 0’Brien
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hailand articulated a vision of East Asian
economic integration that truly connected

with the audience. Dr. Pitsuwan indicated that
it was ASEAN that brought China and Japan
together and that ASEAN brought East Asia

and South Asia together. “We put China and
India to talk to each other to the point where
they now are feeling comfortable between
themselves and among themselves. And he had
a particularly strong message to our attendees,
by saying, “we want you (U.S.) there, we want
you be a part of our success and we want

you to contribute to our success so that our
prosperity will be the prosperity of America, of
the U.S., of the Chicago business community
t00.”

Dr. Pitsuwan identified business opportunities
in East Asia for American companies in
healthcare, energy management, technology,
telecommunications, tourism, logistics and
transportation. Importantly, he cited that the
most dynamic opportunity that East Asia holds
for the international business community is the
establishment of a growing and sustainable
middle class. He indicated that in twenty
years, the ten ASEAN nations will have a
combined population of 700 + million with
one-third of this population, (233 million) will
be considered as middle-class. Dr. Pitsuan
said, “Imagine the opportunities for all of your
products, all of your investment, all of your
business. | hope you will see the potentiality
of East Asia, you will see the potentiality of
ASEAN ten countries, plus three, China, Japan,
South Korea, if you take plus six - plus India,
plus Australia, plus New Zealand — tremendous
opportunity. A community is emerging out
there.”

Engaging East Asia — China’s Role

Dr. Angang Hu, Professor
and Director, Center

for China Study, School
of Public Policy and
Management, Tsinghua
University made a very
clear case in describing
how Chinese economic
growth effects East
Asian economic
integration. For example,
China’s Global ratio of GDP (PPP) was a mere
5.2% in 1980 compared to an amazing 15.1%
in 2003. The comparative ratios for the U.S.
were 21% of global GDP in 1980 and 20.6% in
2003.

Therefore, by 2005, China’s economic growth
has resulted in it being ranked either in the
first, second, or third partnering positions in
Asian intra-regional trade with 21 of its 26

neighboring economies. In 1980, China’s world
total of merchandise exports were only 0.9%
compared to 7.5% in 2005 and an estimated
10% by 2010. And China’s imports from Asia

totaled 41% in 1980 compared to 66% in 2006.

Dr. Hu stated that China’s GDP (constant price)
is now 13 times that of 1978 and five times
that of 1990. He expects China’s economy to
grow at an annual rate of 8% in 2005~2020.
The key driver of China’s growth from
2005~2020 is Total Factor Productivity (TFP),
which Dr. Hu indicated will annually average
3.8% and contributing 46% of GDP growth.
He said, “China will be the world’s largest
economy by 2020, this is the Chinese dream
going hand-in-hand with East Asia becoming
the most dynamic area in the world.”

Dr Hu also indicated that China is faced with
multiple challenges such as global climate
change, environmental issues, oil resource
shortages and conflicts among different
interest groups, however, Dr. Hu strongly

belies that these challenges can be turned into
opportunities similar to the regional cooperation
that resulted from the East Asian financial crisis
in 1997.

East Asian Economic Integration — Japan’s
Perspective

Taizo Nishimuro, Former
Chairman and Adviser
to the Board, Toshiba
Corporation, Chairman
of the Board, Tokyo
Stock Exchange Group.
Inc. offered a Japanese
business leader’s
perspective on the

East Asia economy and
economic integration.
He said that Japanese industry has been
active in the East Asian economies since the
1950s, however after the Plaza Accord in 1985
resulted in a rapid appreciation of the yen,
Japanese investment in East Asia dramatically
increased.

Although, the reasons for Japan’s presence

in East Asia have slowly changed. In the
1990s, Japan entered into a long phase of
restructuring and Japanese industry sought

to cut costs by developing in areas of Asia

that offered local labor; this move also
coincided with Asian industrial development
which initiated a sequence of both public and
business infrastructure build-out that ultimately
ignited massive Asian consumer spending.

In the 1980s, for electronic manufacturers,
advances in the modernization of production
technology, supported a division of labor in
the production process with basic research
and design taking place in Japan and final
assembly for finished products in Asia where

&Y Symposium on East Asian Economic Integration ... continued

labor costs were lower. Currently, by 2006,
Toshiba produced 95% of its PCs outside of
Japan, especially in East Asia, made in China
and other countries. With 45%; televisions;
49%; projectors; 94%; DVD players, recorders
and VCRs; 76%; hard and optical disk drives
were made in Asian countries.

With different stages of production in different
geographic areas of the region, the construction
of production facilities across Asia stimulated
the creation of a physical distribution network.
This achievement of an endogenous technology
profile also allowed western companies to

do large-scale electronic manufacturing as
contract service companies, like Flextronics
International built a manufacturing presence

in Asia. Products were then exported to the
developed countries of Europe and the United
States. This created a positive environment

for physical policy sharing infrastructure
development and resulted in more investment
in social infrastructure. It was this type of
sequence of industrialization and infrastructure
build-out that stimulated regional consumer-
spending accelerating the Asian economies into
a high growth period.

Mr. Nishimuro indicated that Japanese
companies have looked beyond East Asia as
a low cost area for manufacturing. He said
that each country in Asia has its own industrial
identity. For example, Singapore plays a
strategic role as a center for transportation
center, financial services and physical
distribution with its airports and port facilities.
India and Thailand are involved in various
kinds of production including automobiles.
While China has made advances in all areas
of industrial production, especially Southern
and east China have advanced into the
petrochemical industry which supports

the automotive and construction material
industries.

Mr. Nishimuro thoughtfully explained the
economic integration that the United States
and European Union experienced in their
histories, from which he believes East Asian
leaders could learn much. For example, he
stated that Asia does not at all resemble the
European Union’s democracy, which has
common traditions in many areas, such as
Christianity and an Indo-European language.
As a means to sustain the deep desire for a
permanent peace after the second world war,
the European nations began the long road of
economic cooperation with The Treaty of Paris
(1951) creating the European Coal and Steel
Community which became the genesis of
today’s European Union.

Mr. Nishimuro stated that Asia is very much
different. He cited the differences among the
nations of East Asia in terms of government



ETI@ Chicago

Midwest Newsletter

January-February, 2008, Page 7

In this issue ...

o JETRO Around the Midwest: ... page 2

o Ask JETRO: Laws and Regulations ...
page2

o Director’s Dialogue: Japan as energy
supplier? ... page 3

eSpecial Report: East Asia Economic
Integration Symposium ... page S

Back to Page 1

structure, culture, languages, and religious
diversity, and economic imbalances on a
state-by-state level, however he believes

that it is the lack of awareness on the part of
governments of the need to integrate and to
promote further legal and systemic programs of
cooperation that is the most critical challenge.
On November 20th, 2007 at the ASEAN’s
Singapore Summit meeting, a blueprint for a
single market, the ASEAN Economic Community
(AEC) by 2015 was agreed upon, which Mr.
Nishimuro cited this agreement as a first step
toward a unified ASEAN market.

Is ASEAN self-sustainable? In Mr. Nishimuro’s
opinion, ASEAN works only because of other
countries involvement. There are currently
discussions of an ASEAN + 3, ASEAN +6. An
East Asian economic alliance began in 1991
with a meeting of East Asia Cooperation in
Malaysia. In 1997, at the time of the Asian
monetary crisis the first ASEAN +3 Summit was
held. The devaluation of the Thai baht in 1997
and the ensuing monetary crisis taught ASEAN
important lessons. First, The World Bank did
not have enough funding to save ASEAN from
this crisis. Second, the International Monetary
Fund, the world’s financial security mechanism,
could not handle the crisis. Therefore, the first
lesson was the existing international system
could not solve the ASEAN financial contagion.

The crisis also taught a second lesson,
currently due to the economic and financial
globalization any significant regional economic
event impacts worldwide stock and financial
markets. A recent example is the negative
impact of the U.S. sub-prime loan problem on
the financial markets across Asia and Europe.

This brings concern over the need in the ASEAN
region for a mechanism to contain problems

so they do not spill over globally. Learning
from this experience, a fail-safe component
was created among the East Asian financial
populations within ASEAN + 3 to insure that a
monetary crisis would not occur. Based on the
Chiang Mai Initiaitive (CMI) in 2000, an Asian
bond market plan was created. In 2005, a bi-
lateral swap agreement secured $58 billion and
in May 2007 at the ASEAN + 3 financial affairs
ministerial meeting the total amount of the fund
was boosted up to $80 billion. The question
remains, is this enough to be effective during a
crisis? Mr. Nishimuro strongly insists that the
initiatives of the Asian Development Bank and
its financial power must be strengthened as
quickly as possible.

One Man'’s View of East Asia Integration :
U.S. Perspective

Patrick Canavan, Senior
Vice President, Global
Governance, Motorola
Inc., said the company’s
presence in East Asia
began in the 1970s

with an operation in
Penang, Malaysia,
which manufactured
components for U.S. and
Europe final assembly.
However, he said, there has been a dynamic
evolution in the region’s education system and
wealth-spiral making it a an important source
of technology and human technical leadership
for the company. Change in East Asia was also
driven by economic and industry growth and an
opening in the regulatory system accompanied
by trade liberalization. This now makes the
region crucial for Motorola’s future survival.

However, Motorola was not alone in its
production build-out in East Asia as it discovered
more and more of its competitors and suppliers
coming to the region. The international
technology presence in East Asia became so
intense that it put large demands on the public
educational systems to educate more engineers.
For example, cities like Panang placed a great
emphasis on training more technically related
people at technology universities. This initial
experience of East Asian labor working in the
technology sector was critical because it enabled
the next generation of East Asian workers to
obtain the education and training necessary

to advance their skill set into design, product
engineering, software and support services.

So the shift in the second wave of investment

in East Asia was not in large manufacturing
facilities, it was investing in small design
centers for engineering, marketing and software
development.

Today, Mr. Canavan indicated there now is

a third wave of investment in the ASEAN
countries where we are always trying to
identify new clusters of excellence and
technical people. He said, “there seems to be

a two fold attraction: first, the market is there
with a population rapidly increasing the amount
of disposable income and the intellectual
capital that we want an unfair share of, we
want to bring these people into Motorola.

The Asia Pacific region is Motorola’s largest
and fastest growing region next to that of the
United States. As an example concerning the
company’s regional supply chain, Mr. Canavan

pointed out that Motorola assembles 80% of its
cell phones in China but quite often uses design
organizations in Taiwan or Korea with chipsets
from Japan and liquid crystal displays from
Korea using software developed in India. In the
next decade, Motorola will add countries to this
integrated trans -regional value added chain.
He indicated, “the ease of doing business
across national boundaries is essential “ to
deepen integration.

Customization of products and services for
local markets, speed to market and lowering
costs are the drivers for Motorola to be in East
Asia. Progressively, the company is moving
headquarters for businesses to East Asia so
that the sensitivity of the customer and the
marketplace will drive the company’s decisions.

So what does mean to a U.S. company as East
Asia begins to formally integrate? Mr. Canavan
said that it makes it easier for business to
enter without worry for tariffs, boundaries

and barriers. “It would benefit our overall
commercial interest. It means that we should
watch and encourage this integration. It means
that sourcing from and selling into this region
becomes more efficient and it means we can
plan for a larger integrated market. Economic
integration means a stronger ASEAN, which
makes it more attractive from a planning and
investment perspective as it becomes more
distinctive from China and India.”

Mr. Canavan indicated that East Asian
economic integration has to be examined
alongside the United States’ relationship

with China. He feels that the major concern

in the U.S., and even to an extent in the
European Union, is that the rapid growth of
the imbalanced trade the U.S. has with China
has precipitated political opposition to free
trade and globalization. This will no doubt be
an elevated issue throughout 2008. He said
that China has moved rapidly to implement
many of its WTO commitments, including tariff
reductions and expansions of trading rights.
However, one of the reasons for the heat in the
U.S. political debate is that, in the technology
sector, China’s industrial policies are explicitly
seeking to create national technical standards
that effectively constrain market access for
foreign telecommunication and wireless
products. Mr. Canavan said how U.S. trade
evolves with China will somewhat, though not
totally, determine the context and to some
degree the pattern of how the United States
responds to East Asian economic integration.
He said that the APEC countries and ASEAN can
facilitate a U.S. — China dialogue.



