CHAPTER 1

REGIONAL ECONOMIC INTEGRATION:
Introductory Overview

After World War 11, some countries_ raised, while other lowered
trade barriers against their trading partners simultaneously and uniformly.
Increasingly, the. process of regmnal economic Integration, or economic
Integration"as it s commonly Known, has attracted attention not only at
the reg%mnal scale grouping™but also at the world level for their own
Interests, Fundamentally, “economic integration s defined as the
elimination of economic frontiers between o or more economies; where
countries join together to create a large economic unit with. special
relationship among the member.1 Reduction or removal of tariffs and
non-tariff ‘barriers _amon%_ the economies of a region will obviously
promote economic m_te?ra lon within the region by facilitating the flow of
goods, services, capital and labor. It is still quéstionable why regional
economic integration command many countries' attention, There are
many reasons behind this. Firstly, the most obyious reason is due to the
success of the formation of thé European Union on 1¢ January 1999,
Consequently, the other regional groupings; not only ones with possibility
to form an mte?r_anon, butalso the least possible ofes, are trymP to step-
up to some cerfain level of regionalism or mtegéatmn. Especially in East
Asia, where the possible Tegionalism In East Asia IS & highly
controversial topic but there “are still many obstacles behind this
possibility, Secondly, the increased rofe of the World Trade Organizatign
also mentions about the regional integration agreement - primarily
custom union and free trade area. Additionally, the"pace of globalization
In the world economy has quickened considerably. Moreover, the world
trade has increased " drastically since the mid-1980 with more. open
economy and free frade arrangement. Consequently, many countries try
to forman economic coalition’in an attempt tq obtain some benefits from
more open econgmy. Some countries, especially the smaller countries,
see this opportunity oftraqu agreement with larger partners as a way of
obtaining more security for thelr access to largér country markets, and
more  economic ?ower. Some countries havé tried to" use re?Jo_naI
a%r_eements to protect against some possihle subsequent reverse Fgo ICIes
which may have an adverse effect to their economies. Flence, Regional

1Appleyard R Dennis, Feld J. Alfred, JR., "International Economics". Third Edition 1998,

Davison College, University of North Carolina at Chapel Hill, p. 353.
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trade arrangements around the world are thus different from one another
due to their different objectives in the negotiations. Under this
phenomenon, some countries fear that the creation of regional economic
Integration or trading blocs leading to [greate_r protectignist tendencies.
But " principall re(InonaI economic Infegration can either be a step
towards globa free frade which create many benefits and possible gains
or a move towards more protectionism or closed economy In the World
which will most likely lead to_some possible loss in the world economy.
Many regional grouping are likely to join and form their own econgmic
Integration because they foresee the Qreat benefits they may gain from
this op[)_ortumty. The Po_ssmle sources of economic gaim from economic
Integration can be attributed to the enhancement™ of the production
effiCiency due to the increased . specialization in accordance with
comparative advantage and economies of scale. The economic integration
will improve international bargalnm? position, which |eads to”better
terms of trade and stimulate™ greater investment. Additionally, the
unification efforts, in most cases, will lead to better employment level,
lower Inflation rates, halance trade, higher rates of economic growth an
better income distribution2 By having the European experience as a Eood
example, 1t Is natural for other countries or re%mnal groupings to look for
guidance from Europg, and the more open their economy becomes, the
more benefits are available to them. The EuroPean Union, by far the most
successful economic integration effort, is the driving-force of other
[e?mnal_ groupmfg to realjze the benefits of the formation of economic
Infegration and form their own ones, Obviously, the_possible, regional
Eroupmgs, like North American Free Trade Area (NAETA), Asia Pacific

conomic Cooperation (APEC), Association of South East Asian Nations
(ASEAN), and others, are attémpting_to deepen the level of integration
with numeraus reasons by using the European Union as their guideline.
Integration, however, is an extrémely complex process hoth economically
and po_hUcaIIK. Hence, it becomes niore and more difficult to work out by
following others, footsteps. Why? The reasons are due to the_diverse
nature, characteristics and conditions of the different regions. APEC, for
example, the participating members have a very diverse characteristics,
political  system, economy and geographical” differences. However,
applying some components of the sticcéss enjoyed by European Union to
a particular regional economic mtegrratlon can yield some benefit and
jumpstart the “Integration process. The reason “for the diverse effect

2Ai M El-Agraa, "The European Union: History. Institutions. Economics and Policies", Fifth
Edition p. 14.
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success, IS hecause there are many forms that regional economic
Integration can take.

11 Regional Economic Integration: Concepts and Forms

When countries form an economic coalitions or integration, .they
attempt to exercise free trade in the hope of obtaining some 0t benefits of
more open economy without sacrificing control over goods and services
and over its market. However, countriés, which enter into sPec,laI trade
arrangements will realize sooner or later that the more they eliminate the
restrictions between participating countries, the more control of their
economy is lost. Anyhow, the economic integration usually takes place in
stages due to their complexity and degree of intensity. The stages are
presented sequentially but thére is no compelling reason to follow the
sequence rigidly. The European Economic Community (EEC), for
example, started with a Custom Union, not the least threatening one like
Free Trade Area, However, the sequence is still helpful for clearer
understanding and clearer picture of economic, integration. o

.Forms™of regional economic_ integration_ are diverse, involving
combinations of various patterns of social, political and economic co-
operation. There are several steps on the path toward full or complete
economic integration. The various forms of regional economic integration
that can be founded are;

Preferential Trade Agreement (PTA)

PTA is_the most basic form of economic Integration. The main
feature of a PTA_is to impose lower tariffs on imports from member
countries than third countries. A very clear-cut example of PTA s
ASEAN, which has experimented with PTAs before.

Free Trade Area (FTA)

A Free Trade Area (FTA) Is often the staring-point and the most
common integration_scheme. Member countries in' a Free Trade Areq
agree to remove tariffs to zero on each other's products over a specified
period of time, while at the same time each member still retaihed ifs
Independence in establishing trading policies and different tariff levels
with respect to non-member” countries, In other words, the members. of
FTA can maintain individual tariffs and other trade barriers on the outside
world. However, non-member countries may find It profitable to, export
Products to member country with lowest level of outside protection and
he export through other member countries whose protection against
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outside world are higher. This will cause import flooging into FTA
member countries from the member country with the lowest external
tariff. Hence, Rules of Origin are usually required in order to protect
against this problem. In FTA, only g{omds can move freely between
member countries. The mobility of Caﬁl al and labor is usually restricted.
The most prominent Free Trade Area has been the former European Free
Trade, Association (EFTA) and some other groupings like the North
American_Free Trade Agreement (NAFTA), and ASEAN Free Trade
Area (AFTA).

Custom Union (CU)

Custom Union (CU) consists of a group of countries that eliminate
trade restrictions within the regmn and the group adopts a comman
external commercial pohchl and a common &xternal tariff aé)plgcable
toward non-members, Furthermore, the group acts as one ho %/ In the
negotiation of all trace agreements with Non-members. In this stage, the
transshipment strategg, Which Is used by non-member countries In order
to escape some of trade restriction, will e eliminated. Hence, the Custom
Union s a step closer toward complete economic integration than the
Free Trade Area.

Common Market (CM)

A Common Market takes economic integration even further than a
Custom Union. Trade Barriers are abolished between member countries
and common external trade policy. is adoPted for non-member similar to
that of the Custom Union. In addition, all barriers to factor movements
among the member countries are removed. This form includes free
movement of the factors of production —labor, capital, and enterprise.
The European Union (EU) has heen a common market since the
Maastricht Treaty of 1992

Economic Union (EU)

An Economic Union includes all features of a common market but
also Implies the unification of economic, Institutions and policy
throughout all member countries. There is a high degree of cordinatiofn
of the’ most important areas of economic policy, market requlation as well
as macro-economic and monetary policy.
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Monetary Union (MU)

Economic Union is often used in combination with monetary union
by creating either irrevocably fixed exchange rates, or ong common
cUrrency circulating in all the’member countries and creating a common
central ‘bank _for carrym? out, the union-wide monetary. policies. The
European Unign is the"only regional grouping that has achieved this stage
and hence the best example ofthis form of grouping.

Supranational Union or Total economic integration

Finally, SuBran_atl_onaI Union is a stage beyond the Economic and
Monetary Union put it is very difficult to achieve. The political aspects
are united with single government entity among member countries. The
Introduction of supra-nationality_is alSo presénted in Political Union
stage. This Is finally called Total’Economic Integration, which is the most
comprehensive form of economic integration.
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12 Regional Economic Integration: Theory and Benefit
versus Cost

Theory of Economic Integration

Economic integration poses different treatment for participating
countries s opposéd to non-participating countries, Furthermore,
economic, integration can lead to shifts in the pattern of trade between
Parnmpatmg and non-participating countries. It realistically means that
here will e the expansion of intra-regional trade. Some njay qam from
shifting in trade Fatte_rn as a consequence ofjoining economic’integration,
but .not all will gain,. some ma?/_ fall. However, the net impact .on
participating countries is still questionable. How and how much a nation
may gain from omm?_ economic mte([;rau()_n 15 always raised in ever
natio's. mind. No nation will want {0 join a union that reduces Ifs
economic well-being. The answer depends on several factors. Thus, the
theories of economic, integration were. introduced in order to address
gains and losses from jomm(ll1 economic mtegratlon. Before the formation
r pre-union, countries usuafly seriously study and analyze the net impact
from jomm% economic Integration by applying the thedries of econgmic
Integration 1o, correct the question of whéthér to gain or to loss from
jommthhe union. . Y _
he regional integration Is usually attempted in the form of Free
Trade Area, esPeCJaIIy M less-developed countries and even developing
countries with their own different purposes. The aim of such move is t0
create a larger economic and investment spaces, larger market in goods
and services for the benefit of partm;patmg countries. Moreover, the
ultimate aim usyally deals with, static and_dynamic gains from an
expansion of regional trade and investment, The economic, benefits of
regional Integration can be measured from static and dynamic gains and
losses, which are_illustrated by the Theory of Customs Union,” As Free
Trade Area and Customs Union share some common characteristics, the
theoretical framework of customs union will be used to contribute further
n a_nalyzmg the Free Trade Area theory. In explaining these two effects—
static and dynamic effects, the theory of Customs Union will be paid

more attention.
Theory of Customs Union
The effects. of regional economic integration, ﬁ]as mentioned here

about customs union agenda) are generally distinguished into two types,
namely Static effects and Dynamic effects.
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» Static effects ofa Customs Union

- Static effects (gains and Iosses% 15 used to described how customs
union have effects or changes on the allocation of resources such, as
existing capital, labor, and™other resources of the member countries.
Additionally, the static effect examines both implications for trade as
from resource allocation and for welfare of member countries.

1 Customs Union and Trade effects

The main characteristics of a customs union involve both free trade
amon%_ its member countries (elimination of tariffs and other trade
restrictions_on imports from member countries and, at the same time
adoption of a common external tariff on imports from third countries and
the rest of the world. Then, a customs union will have effects on the
tarléllél)ganon of resources and have both positive and negative effects on

.There are two possible Static effects on trade, namely Trade
Creation and Trade Diversion. Slmp% said, the positive static €ffect on
trade is Trade Creation. Conversely, the negative static effect on trade is
Trade Diversion. A positive stafic effect’ on trade occurs when the
elimination of internal tariffs and other restrictions creates and stimulated
new trade among the member countries. On the other words, foreign
suppliers, (Lower-cost producer) within the area can offer products at
lower prices than domestic suppliers (High-cost producer). There is a
shift from high cost producer insice the union to low cost producer also
Inside the union. This has positive effect for member countries, which is
called "Trace Creation". On the other hand, a negative static effect on
trade qccurs when there is a replacement of low cQst imports from third
countries or outsice the union by higher cost .imports from partner
countries. This is known as Trade Diversion, which has negative static
effect on trade for member counfries.

. What made a customs union more likely to create trade rather than
divert it? It would tell whether forming a customs union is worthwhile or
not, First, Economic size— the larger the size the greater the probability
that the lowest cost producer will oe located insidg, the union, the better
the prospects for specialization and the smaller the risk of trace diversion.
Conversely, a customs union of small economic, size .is more_likely to
Induce trade. diversion. However, the economic size might be limited b
the substantial differences in national taste and preférences. Second,
Leve| of trade restriction — the hI?her the pre-union level of trade
restrictions among the member couniries, the greater the welfare gains
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from eliminating tariff, the greater the likelihood of trade creation in the
products that were formerly protected a%amst Imports. A very restricted
pre-union tariff implies the"existence of |ﬁhly protected national market
and their remover lead to.a ra'pld agrovvt of intra union trade, which
would have the trade creation. Third, Economic distances —the smaller
the distances amontg member countries, the greater the scope for trade
creation because of low physical transfer costs, and low transportation
cost. Hence, the closer geography would lead to trade creation. Finally
Economic structure ofthe member countries —trade creation I e_nhanced
when the economies of the member countries_are very competitive and
has overlapping patterns of production. This will enlarge the possibilities
of resource allocation and specialization. Conversely, when the Pre-umon
economies are complementary, the opportunities for new trade are
“mhtedth because the economies are already specialized with respect to
each other.

2. Customs Union and Welfare effects

There are, also, two possible static effects on welfare, namely
Trade Creation or positive welfare effect and Trade Diversion or negative
welfare effect. However, the net welfare effect of a Customs Union
would depend on the net balance of the production and consumption
effects associated with trade creation and trade diversion.

The Positive welfare effect (Trade creation) has two components.

A. Positive Consumption effect, :

_This effect leads to an Increase in consumer surplus_from
substitution of lower-cost goods for higher-cost . qoods, Trade
liberalization allows consumers to. mové to a higher level of
satisfaction and consumer choices will increase.

B. Positive Produgtion effect o

. Trade creation improves the world's economic efflc_lencyr by
subsntutm([; |lower-cost production for h|gher-cost production. Th
means that there is a Saving in the red cost of goods formerly
produced comestically. Finally, it leads to the™ efficiency In
resource allocation and increase’in trade volume.
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The Negative welfare effect (Trade Diversion) also has two
components.

A. Negative Consumption effect _ _

. Trade diversion has negative consumption effect, because it
widens th gaprbetwe_en constmers' preferences and the production
possiilities™ There Is the loss of consumer surplus owing to
substitution of high-cost partner goods for lower-cost extémal
go_ods. Finally, this effect reduces™ consumer satisfaction, which

ring down tfie welfare gain to the union.
B. Negative Production effect

_Trade diversion lowers the world's potential welfare by
substituting hl?h_er-cost production within the union for lower-cost
production” outside the ‘union. On the other words, there Is an
Increase In the cost of goods formerly imported from overseas due
to the shift from cheaper external sodrce to partner countries. This
effect also leads misallocation of resources and finally brings down
the welfare ofthe union.

All inall, a customs union will |m{)_rove world economic efficiency
and potential welfare when trade creation outweighs trade_ diversion.
However, the actual welfare depends not only on economic efficiency but
also on income distribution. Then, income distribution needs to be faken
Into the considerations to evaluate the actual welfare effects.
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+ Dynamic effects ofa Customs Union

At this point, the impact of a customs union on trade and welfare
analysis —static effect have already been discussed. Now, the. broader
framework —dynamic effects of & customs union will be discussed.
Dynamic effects; represent a permanent effect on the "Economic growth"
potential of the Integration area. A customs union can promote economic
welfare not only by inducing higher allocative efficiency but also bﬁ
stimulate economic ‘growth, which can be called "Dynamic effect". Bot
static and dgnamlc, Prowde rationale for customs ‘union. However, as
Baldwin (1993) point out that,dynamic welfare gains are likely to be far
greater than static welfare gain$ and hence provide a more compelling
rationale for customs union. Nevertheless, static effect still gives a
concrete explanation for customs union both trade and welfare agenda.
There are many ways, that a customs union may promote economic
?rovvth through”dynamic effects. The most obvious consequence of free
rade and custonis union is "Market extension”, Both producers and
consumers enjoy free access to national market of all member countries.
Reducing trade  barriers and other. restrictions bring about a more
competifive_environment, which will lead to an inCreasing level of
efficiency. Greater competition enables firms to produce more with the
same amount of inputs -- economies, of scale and also improve technical
efficiency or x-efficiency. In addition, access. to larger union markets
makes possible economies of scale in man¥, Industries. Economies of
scales also bring about a specialization on particular types of gzoods. With
a broader market, it intensifies more competition environment, and force
0, cut costs of Productlon and sell. more aggressively. This phenomenan
stimulates greater intra-trade and intra-investment dnd finally results_in
higher economic growth of member countries in the Union. The
combination of economies of scale and competition also lead to_an
Increase in enterprise size, whether through merger or acquisition. The
bl%ger enterprise size, In turn, have more capacity to si)end on research
an deveIoPment, (R&D), adoption of new technology and better
management practice, which result in higher and better Prqduct quality,
and Product Innovation. Moreover, a blqger market induces new
mv\s\?t ﬁnent, which in turn promotes general” economic efficiency and
rowth.

: \With new_ market ~opportunities, wider market, and tense
competition, it s possible “that, integration will stimulate greater
Investments among member countries. It directly creates and supports the
facilities for economic growth, which is a conséquence of dynamic effect
from the formation of customs union. Furthermore, it is also made of the
reduction in risk and uncertainty for entrepreneurs. Facing with less
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uncertainty, therefore, entrepreneurs within the union are encouraged to
make more investment. Co_nsequentl%_, the market s expanded over the
long run and eventually stimulates Righer positive growth effect to the
union.

Benefits versus Costs to the formation of Regional
Economic Integration:

. Presently, international trade has become increasingly Important,
which ¢an be “observed through the higher e>g)ort and import values in
comparison with Grgss Domestic Product (GDP). At the same time
almost every country is trying to |mRrove its competitiveness in the world
market. Some countries increased their production efficiency in order to
be more competitive, while others try to object the importation by
reducing export tax; mcreas!n% Import tax and exercise even more frade
barriers. Hence, GATT, which has now become WTO, was established
with_ the objectives of Trade liberalization and agreements on the
elimination of trade barriers. GATT .and WTO helieved that trade
liberalization and free trade would brmﬁ the maximum net economic
welfare gain to every countries and to the world market. But with the
Increasing trend towards international trade, inter-regional trade, and
Intra-regional trage, man\( countries thus develop trade negotiations by
avoiding contradictions to GATT and WTO Tules. Hence, regiondl
economic and monetary Integration 15 perceived as the viable way to
ma1l_<8 scime real economic progress without violating the GATT “and

rules.

Regmnal Economic and Monetary Integration yield great benefits,
on the other hands, it also involves costs to, the parﬂmpatmq counties. In
the other words, regional economic mte?rano_n can either hélps or hurts a
nation. The. partlclpatmﬂ] countries. of regional economic integration
usua_ll¥ decide to join fne unification dug_ to the expectation of the
possible gains they will achieve, The possible gains and losses, thus,
should be"analyzed. thoughtfully. The benefits and costs to the formation
of regional economic intégration can be briefly summarized as followed:

The Benefits from the formation of regional economic integration

. There are some strong arguments for regional economic
Integration.  Since there are Variolls stages of regional _economic
Integration, the benefits on economic gains from economic integration
can be attributed according to stages as:
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At Custom Union (CU) and Free Trade Area (FTA) level:

1. The greater intra-regional trade and investment is stimulated,

2. Better and larger term of trade due to the cheaper imports from

the outside world and higher price for exports.

3. The greater bargaining power position

4. Incréasing In. “specidlization leads to the enhancement of
roduction efficiency and technological advance.

. Size of market will pe larger and stronger.

6. Influence both local and regional real vestment _

1. Both trade creation and ‘trade diversion yield net gain to

%artlmpatmg counfries.dt L

8. Both trade” creation and diversion may lead to increasing

efficiency due.to the economies of scales
9. Expansion of its member's countries welfare

At Common Market (CM) level:
There are not only benefits from Custom Union and FTA level, but

also the additional benefits can be gained at Common Market level,
which is the higher national income die to the factor mobility across the
borders of participating countries.

At Economic and Monetary Union (EMU) level:
At this stage, the participating . countries unify their fiscal,

monetary, and_ all” other economi¢ policies as common policy.  The
coordination of monetary and fiscal policies; and further forming single
currency may result the benefits in:

L Abolition of the exchan?e rate risk and desirability of the
e_xchan?e rate certainty: the mogt outstanding benefit, which
finally Teads to the economic stability.

2. Elimination of the transaction and conversion costs.

3. Reduce price uncertainty. . _

4. Improve welfare of thé union due to the improvement of the

5 allocation efficiency of price mechanism.

Elimination of speculative capital flows within the area.

3 Ai M El-Agraa, "The European Union: History. Institutions. Economics, and Policies" 1Ffth

Edition of the Economics of the European Community, 1998, p. 92.

4 |bid.
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6. Consumers are better-off due to the price transparency because
all products are priced in the same currency and the market will
be more competitive.5 o

7. Unification leads to better employment level, lower inflation
rates, and balanced trade.

8. Better income distribution.

The Costs from the formation of regional economic integration:

. There are, however, some arguments against the formation of
[e?mnal economic and monetary Integration. The possible conflicts, of
Interests might occur among member Countries. No one does something
for nothing.” Like any country, each country joins regional economic
Integration” with different purposes, different’ expectation, and different
Interests. Participating countries usually expect for their own maximum
Interests. No countriés would want to” sacrifice what they mIFhI gain,
from what they had done. The conflict of interests among parficipating
countries protiably leads to. some obstacles and causes the negative
economic Welfare™to the region. Even more, the prolgress of economic
Integration of the region Would be blocked up. Hence, the proper
arrangement of the member countries' interests must be well-organized
and seriously considered. Furthermore, some countries, esPemaIIy smaller
countries anid those with poor economic performance, rely too much on
the larger or leading countries of the region. This situation could caused
unreal growth of those small countries and worse, that possibly lead. to
long-term, negative effects to the region. Finally, those small Countries
might be isolated from the participation. - _

In addition, on the Custom Union (CU? level, economic mte%ranon
could hurt a nation if there is high level of trade diversion against trade
creation of forming a Custom Union, somehow, it would reduce the
nation's economic welfare. Due to establishing a common external tariff,
the international trade between member and non-member countries tends
to decline. If prior to the formation of economic integration, member
countries gain from international trade with the outsider” or non-member
countries, the common external tariff leads to the reduction of member
countries’.economic welfare. Additionally, due to the reduction of internal
trace barrier, the regional economic integration may diminish the level of
International trade Detween the re?Lon and the outsice region or the rest of
the world. Consequently, the outsiders or the rest of the world will be

5 Sabhasri Chayodom, "Theory of Optimal Currency Area and the Euro*. Chulalongkorn
Review, No 41 October-December 1998, p. 109.
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worse-0ff from the formation and the world welfare will fade out finally.
Since Custom Union can both expand and reduce its members' economic
welfare and even more leave the region and the rest of the world worse-
off; the region better-off: but the world worse-off; or both the region and
the world better-off. Hence, the economic integration should be
considered whether there is positive or negative net Welfare effect to the
nation, reqmn and the world _ _

.. On'the Economic and Monetary Union (EMU) level, the main cost
of joining @ monetary union s the loss of monetary policy  independence
or loss “of sovereignty in monetary policy t0 stabilize economic
disturbances or to eliminate a country sgemﬁc shock. Once In the EMU,
monetary and fiscal policies had to be tightened and. united among
countries. Furthermore, both monetary and™fiscal policies need to be
followed accordingly as stipulated. On the other words, when a nation
join an EMU, the formation of monetary and fiscal policy is no longer
made at the national level but rather at monetary union level. Edch
country has different level of inflation rate. Particularly, countries with an
underdeveloped tax system will find it more advantageous to raise
revenue by usmq Inflation tax (seigniorage), which is less_costly than
Increasing’ tax rates. Hence, those Countries usually use seigniorage in
order to “Increase government revenue Instead of ‘increasing tax fates.
However, countries, which participate in EM are not able to Use inflation
tax fr_eeIP/. The use of inflation tax or seigniorage Is under control at some
certain fevel. This requirement or confrol leads the costs to_particular
nations. Less developed countries, for example, that {_om an EMU with
more developed countries that have a low rate of inflation, will also have
to lower inflation as the required conver%e_nce criteria for joining an
EMU. This means that less developed countries have to increase tax rate
to restore their economy, which_is more costly to the country and can
even lead to deficit further on. Finally, there will be a loss of welfare.
Mareover, there is a long-run trade-off between unemRonme_nt and
Inflation. Suppose now that country A and countrY B nave different
Inflation rate and unemployment level. It is obvious that fixed exchan%e
rate is not practical to perform. To keep the exchange rate fixed as EMU,
the?/ have to choose possible costs. Like, country™A has to accept less
Inffation and more u_nemP_onment than it would do, otherwise, country B
has to accept more inflation and less unemploy(ment. That Is the reason
why a nation pays a high price injoining single currency or a currency
union in that monetary pollcr can not be" used as a mearis to equilibrate
between inflation and Unemployment.

. All'in all, there are both the arguments for and the arguments
against the formation of regional economic mteﬁ_ratmn. However, the
arguments for outweigh the arguments against. This means that even if
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there are costs associated with the formation of regional economic
Integration, the benefits outweigh those costs. But it is still essential to
consider all ?osmble supporting Tactors against the required criteria in the
formation of an integration whether it Costs too much to a nation and
nation's welfare.

1.3 Market led and Institutional based integration

There are different approaches to regional mte?ranon. Each of them
reflect different ob{ec_twes and having different’ effects. Market-led
Integration and Institutional-based integration are also those approaches
to fegionalism or regional bloc. The distinction between _reqlonal
Integration led by market force, and that driven by nstitutional
development will “differentiate Asian regionalism from_the European
Union and NAFTA. Hence, the nature of market-led Integration and
Institutional-based integration will be mention here at the Tirst place.
Market-led integration”remains the essence of economic integration.
Market integration is a behavioral notion indication that activities of
market participants in different _reg%mns or member countries are geared to
supply-and-cemand conditions inthe entire union. It usually occurs in the
form “of cross-frontier movements of goods, services, and production
factors. Compared to market-led, indication, Institution-based Integration
IS assoclated with the establishment of common institutions that
represents the group as a whole, Virtually, all efforts in the world
economy to _plrsue economic. integration are subjected to Severe
constraints . imposed _ by national ~ sovereignty. . Institutional-based
Integration Is one way in preparedngss to go inremoving political barrier
to pursuing economic integration. This approach does not imply a total
loss  of “sovereignty but rather "Pooling the  sovereignty”, or
Supranationality. The features of market-led integration occur mainly in
Asla, meanwhile the Institution-based integration s obwou_le seen in' the
region of Eurgpe. Normally, once a high degree of market integration has
been accomphshed, the union level may find it more effective to share the
enforcement ang executive functions with the institutions of the member
countries. But it Is not the enforced rules that which stage (whether
Market-led or Institutional-based integration) should come In which
order, European union has been perceived as “Market-led integration”.
But due to- many reasons behind these changes, especially the crises
within the region, European Union began to change gradually from
market-led infegration to stronlger Institutional-hased” intégration, They,
European Union, realized that for a stronger and more closer union, the
Institutional-hased 1S a very important issué which needs to be addressed.
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In actual practice, both market-led and institutional-based are hardly
contested. It i hard to trace which one has influgnced the mature and
process of economic integration. Both are weigh equally to such an
Important area. Without Nation-state or even government, economic
mtePranon would hoil down to pure market integration. But in.the real
world, economic integration is always to some extent political and
Institutional process. From previous part, concept and form of integration,
the stage of economic integration has_heen distinquished. Those stages
are presented sequ_enﬂallY_ from "Free Trade Area (FTA)", which reflects
upon market-led” ntegration to "Supranationality”, which reflects upon
Institutional-based Integration. Hence, the ‘&ssence of economic
!nte%ratmn needs to practice these two concepts — market-led &
Institutional-based, integration. _ _

In actual practice, the EuroRean Union, the most successful economic
groupm?, has been passed through the stag_es,_whmh represent the
Mmarket-led integration. And now, they are Dinding for the stages of
Institution-based” integration  with~ the  ultimiate objectivé, of
supranationality. In the Same path, the Asian countries. are moving in the
same direction’with the European Union. Asian countries are presently in
the early stage of economic integration and are classified as market-based
Integration. “Moreover, Asian “countries tend fo. be deepening and
widening with an increasing ambition for economic integration, It IS quite
clear that sooner or latter Asian grouping could achieve the higher stage
of economic integration and have stronger institutions for more closér-
Hjnl_on, and could become the successful Bconomic grouping as European

nion.

TAL . A20
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Economic Blocs
European Union (EU)

U_ndqubtedI?/_ the most ambitious and best known regional
economic, integration effort, the European Unions is also the”most
successful one. This grouping of the 15 member countries is probable one
of the most sensible and practical economic integration at the moment,
due to the geographical closeness of the members and the level of
economic development, which are all pretty much on similar ground too.
But the European Union is also the oldest integration effort, and has come
a very long way since 1951, when the first formal integration effort was
attemipted on that continent, with the mgnmg of the Tréaty of Paris, The
treaty established the European Coal and Steel Community to coordinate
the production, distribution, and other matters_concerriing these two
Industries within the six member countries of Belgium, France, West
Germany, Italy, Luxembourg, and the NetherlandS. The cooperation
among the SiX countries gaied momentum, which resulted in the
establishment of the European Atomic Energy Commission (Euratom, or
EAEC2 and the European Economic Community (EEC) with the_ signin
ofthe treaty of Rome'in 1957, with the term European Communities (E
referring 10 all three together.6 Other objectives of the Treaty of Rome
was to"establish the foundation of an’even-closer union ,amon? the
European people, to provide for a common market in services, labor,
capital ang %oods —the Four Freedom —between the members and to try
and establish a Customs Unign by 1969. The EC was very successful, and
membershll? Wwas supsequently ex_?ande_d from 6 to 15, with the addition
of Denmark. Ireland, and the”United Kingdom in 1973, Greece in 1981,
Portugal and Spain in 1986, and Austria, Finland and Sweden in 1995.7
And as a testimony to EU's ambition and determination in vvantmg
to facilitate and reach the unprecedented stage of Economic . an
Manetary Union is the establishment of various supranational institutigns.
The European Commission, the executive bOdcY ot the EU, Is responsible
for |mPIement|ng the treaties and general leadership. The administrative
role of the commission Is.to manage EC funds and programs and to
deliver aid to_other countries. EC makes policy proposals” and Rresen_ts
them to the Council of Ministers. The Council of Ministers, the main

6 Regionalism and World trading system; World Trade Organization Geneva, April 1995,
p, 29.

7 Appleyard R Dennis, Field J. Alfred, JR., "International Economics". Third Edition 1998,
Davison College, University of North Carolina at Chapel Hill, p. 364.
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lawmaking bogy of the EU, Is the decision-making unit on community
wide matters, Council of Minister is comprised of & single representative
from each of the member states. The council cannot draft legislation, but
It can_ accept, reject, or request proBosaIs from the commission.. The
counci] is aided by the Committee of Permanent Representative, which s
comprised of the’ permanent representatives (or ambassadors) of each
member state. The European Council, comprised of the_political leaders
of the Individual member countries, sets broad Pollcy uidelines. Summit
meetings are called at least once every six months by the country holding
the Premdency of the Council of Ministers. The European_ Parliament IS
elected by voters in the member countries (with a specified number of
seats allocated to_each country), and 1T makes _proPosaIs to_the
Commission. The European Parliament also works with the Council of
Ministers on the EU budget and can rElect a budget plan if agreement
cannot be reached within'the_council. Finally, the Court of Justice, the
final arbiter in all matters of EU law ang mte?ral art of the_institutional
structure, mtergr_ets the constitution and settles disputes.8 The Court IS
composed of 13judges who are appointed_to Six-year terms, with at least
one judge from"each member country. The court deals with disputes
between” member _governments and EU institutions and among EU
Institutions, and with appeals a?amst EC rulings or decisions. The court
makes hinding rulings on EU faw to help quide the rulings of national
courts. The rulings “of the Court of Justice set legal precedents ang
become part of the legal framework qf each member Countries. Hence, it
IS undeniable that no Other economic mtegratlon 15 as well-prepared, or as
melk&qmpped to progress further upon the economic integration path as

e EU.

A further deepening and strengthenmg of economic and political ties
among the EC members occurred as a Tesult of the Maastricht Treaty
signed in 1992 the treaty entered into force in November 1993. The
tréaty expanded on EC's primary aim of promoting economic_and trade
expansion within a common market by embracing the objectives of
maonetary union, a common forelgn and s_ecurlt}/_pohcy, common
citizenshiip, and the development of cooperation of justice and social
affairs.9 Another important issue discussed at the signing of the
Maastricht Treaty was the possible adoption of a single currency for the
member countries. In March 1989, the European™ Monetary™ System
(EMS) was established as a first step toward achieving an Economic and

Appleyard R Dennis, Field J. Alfred, JR., "International Economics". Third Edition 1998,
Davison College, University of North Carolina at Chapel Hill, p. 364.
9Regionalism and the World Trading System; World Trade Organization April 1995, p. 31.
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Monetary Union, called EMU. A goal on establishing a common
EurQFean currency (EMU) was set for 1999, The EMS was proposed to
stabilize exchang® rates and curb inflation by limiting the margin of
fluctuation for edch member currency to a small deviation from a central
rate. A common European CurrenCy Unit (ECU) was . introduced b
which the central exchange rates could be set. The ECU is comprised of
all the EU currencies, weighted according to the economic importance of
each country. When any “currency reaches the limit of the margin of
fluctuation, “which is set at 2.25 percent, the central hanks Of the
respective countries must intervene by selling off the stronger currency
and buying the weaker one. EMU objective IS to reach pricé stability of
currency Uy ooImP Euro-currency into sm?le currency (European
Currenc mt? and fo establish regional central bank - ECB, European
Central Bank. . To be qualified for EMU, the applicant members have to
achieve the four convergences criteria which are

o Low Inflation No more than average of the lowest three inflation
rates inthe EU plus 1.5%

o Government Debt :No more than 3% of GDP

» National Debt does not exceed 60% of GDP

o Low and, Stable Long-term Interest Rates No more than the
average Yield of the thiee best performers plus 2%.

. The European Monetary Union ((jEMU) I at an experimental stage,
with 11 ofthe members, alSo referred to as the ins, consisting of Austria,
Belglum, Finland, France, Germany, Ireland, Italy, LCuxembourg,
Netherlands, Portugal, and Spain usmg| the new single currency, the Euro.
By 2002, the Euro will completely replace the ins' Currencies, and may or
mﬁ/ not be joined by the four rémaining members. The next steps, after
EMU s, undoubtedly supranational integration. And the EU Is poise to
break new ground wnen it reaches that Stage, and with the success that
EU have been having, that stage is no longer just a distant dream, but in
fact, may be a good that will bé realized sooner rather than later.

North American Free Trade Area (NAFTA)

. Although, NAFTA negotiations were concluded in Au_(I]ust 1992
with the establishment of & draft agreement, when the United State
Canada, and Mexico concluded negotiations to eliminate trade an
Investment barriers among them, ecoromic integration on that continent
nas a deeper root than thaf. At first step, the procgss of regional economic
Integration of North America was taken in 1965 with the conclusion of
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the US-Canada Automotive Agreement. There was tariff-free trade in
motor vehicles, and parts between the US and Canada. A few year later,
there was a hilateral trade between the US and Mexico so Called the
development of the Maquiladores. After that, there have been extensive
negotiation since 1985 and have had US-Canada Free Trade Agreement
1988. This agreement provides for the gradual elimination of import
duties .and quotas over a ten-year period form 1 January 1989 and a
reduction in barriers to trade Inservices and direct investments. The next
golden wave of North American regional economic integration was the
conclusion of a North American Free_ Trade A%reemen_ (NAFTA) in
which the US, Canada_and Mexico participate. The negotiation began in
June 1991 with the objectives of to eliminate restrictions on movements
of goods, services and direct investments hetween the three countries and
to protect intellectual property rights. The draft agreement was concluded
In August 1992. Then, the North American Free Trade Agreement
NAFTA) was ratified in January 1994 as Free Trade Area among the
three North American nations —the US, Canada, and Mexico. NAFTA
has_an, internal market of over 387 million geople with a GDP of over
$7.7 trillion, and average per capita GDP of about $20,560.

NAFTA is a comprehensive free trade agreement that addresses all
aspects of doing business within North America. It eliminates all tariffs
on North Amefican industrial and agricultural products traded between
Canada, Mexico, and the United States within 10 years of
Implementation. NAFTA also. eliminates non- tariff barriers, mcludlnq
import licenses, provides high standards for protection of Intellectua
property rights, guarantees fair and open competition for government
procurément, and removes investment barriers and performance
requirements on investors that restrict the trade of goods and services.
Furthermore, three mempers also agree to extend "national treatment”,
where foreign own services firms Will be treated exactly like domestic
firms to each other. Overall, It can be summarized that the main
objectives of NAFTA areto . _

) To eliminate all tariffs by 1998 and substantially reduce

other trade barriers and Testrictions on both goods and
SErvices.

i) To promote fair competition and to liberalize trades in all

areas.

i) To liberalize conditions for investment. _

Iv)  To build the foundation for further bilateral and multilateral

cooperation.

NAFTA is quite unique In that It is an integration with a dominant
country, the USA., accounting for nearly nine-tenths of NAFTA's GDP,
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The US econom}/ 1S ahout ten times the size of Canada's and twenty-five
times the size of Mexico's. Another interesting aspect of NAJFTA'IS the
wide gap between the US and Canada on the one hand, and_Mexico, on
the others in their levels of economic development, as indicate by Eer
capita GDO and average wage per day. On the contrary, the EC or EU
now has no such dominant Country dnd its members are on about the
same level of development. 0 Additionally, unlike the EU, NAFTA s
neither a customs union nor a common market —there are, for example,
no plans to create @ North American monetary System or a common
agricultural XO“C%/. There are some fundamental differences between EU
and NAFTA. The EU economies are more open than the NAFTA
economies. This means that the costs and hbenefits of economic
Integration bare more heaV|I¥ on its members than they do on the NAFTA
countries. Furthermore, NAFTA has broke new ground by becomm([] fhe
first free trade area comprising both industrial and develaping countries.
And due to the large gaP betiveen the three members, many” economist
views NAFTA with ske[) icism. They believe the US can not henefit from
trade with a poor country like Mexico and some going as far as saymg
that NAFTA will cost US jobs, induce US firms to more to Mexico“an

cause Mexican exports to flood the US market. It Is undeniable that
Mexico, the poorest of the three member countries will benefit the most
from this arrangement, but to do s0 it will need to make the biggest
structural adjustment of the three countries. But despite the skepticism,
criticism, and the seemingly insurmountable gap hetween the US.,
Canada, and Mexico, NATTA have been quite successful so far and look
to become even more successful and on target to follow closely in the
footsteps ofthe EU inthe new Millenium.

Asia Pacific Economic Cooperation (APEC)

Having been Initiated in November 1989, in Canberra, Australia
Wwhere twelvé countries signed the agreement. The Asia-Pacific Economic
Cooperation (APEC) was, established in response to the growing
Interdependence among Asia-Pacific economies. Today, APEG Includes
all the major economies of the region and the mos d}(namm fastest
growing economies In the world._The membership of the APEC has
Continually expanded, with Peru, Russia and Vietnam became the latest
members of the APEC community at the 10 APEC Ministerial Meeting,
held on 14-15 November 1998 in Kuala Lumpur, Malaysia. The twenty-
one member countries are Australia, Brunel, Chile, Canada, China, Hong

 Root, Franklin R, "International Trade and Investment*4Seventh edition, p. 278.
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Kong, Indonesia, Japan, the Republic of Korea, Malaysia, Mexico, New
Zealand, Papua New Guinea, Peru, the Philippines, Russia, Singapore,
Taiwan, Thailand, the United State of America, and Vietnam. It is quite
obvious, from the list that the community s made up of the major
economies of the region and Is quite diverse In nature as well as having
differing levels of économic development. But the differences and the
gaps hdve not slowed down or hindered APEC ' frocess, and their
Success 1s evident from the combined GDP of the 20 members, which
was around. Up 16 trillion, and 45 percent of the global trade was APEC
contripution. XL The success, of APEC has been carefulh( built upon the
three pillars of their activities; trade and investment liberalization,
business facilitation and economic, and technical cooperation. As a matter
of fact, APEC, Is ong of the few international o_rPangzanon that place so
much emphasis on investment and business facilitation, as evident from
the.reqular involvement of the private sector in a wide ran?e of APEC
activities. And although most ofthe members of APEC are also members
of other sub-regional organizations and groupmgs, this does not seem to
affect APEC ' “efficiency and APEC seéms o b getting stronger as the
new Millenium approaches. _

.. Sustained economic and world growth have been APEC " main
aim since its inception in-1989, and now 10 years afterwards APEC still
follow closely along the same path, and so far their growth have been
achieved through trade and economic cooperation. Liberalization is also a
high _nont;i I APEC agenda, and In 1994, the members agreed on an
amhitious plan for free andl opens trade and investment In the region, to
be achieved by 2010 for the developed members and 2020 or the
developing ones. For the next Millenium, the leacers of APEC also agree
that special attention need to be given to.the foII_owmg six areas. of
economic and technical cooperation. to achieve their gods; developing
human capital, fostering safe and efficient capital markets, strengthening
economic Infrastructures harne_ssmq technologies of the” future,
promoting environmentally sustainable growth “and encouraging the
growth ot small and medium-sized enterprises. The APEC community
also realizes that they must develop region-wide practices and policies to
encourage the free flow of goods, Services, investment, and capital within
the region. And ifthey stick to these ideas and walk on the same path that
the?/ ave been walking, they can achieve concrete and pragmatic results
thathwnl benefit busingss, contribute to increased income and create jobs
inthe region.

n
Internet
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Association of South East Asian Nations (ASEAN) and ASEAN
Free Trade Area (AFTA)

The Association of Southeast Asian Nations or ASEAN was
established on.8 Au ust 1967 in Bangkok (as Baanok DecIaratron) by
the five orrgma ember Countrres name)B nonesra Malaysid
Philippines, SI Vg Pore and Thatland, Bruner Darussalam joined 0n8
January 1 084, \Vietnam on 28 JuIy 1995, Laos and Myanmar on 3Ju|y
1997, "and._ Campodia gthe most recent and final” member o
assocratron) on 30 April 1999, The first five founding member ofASEAN
jomed forCe to work towards achrevm% econgmic development and
growh and _improving. the welfare and condition of life for their
Dopulation. The Association was formed with first three aims and
purposes of ASEAN as follows:

) To promote and to accelerate the economic growth, social
pro%ress and cult ural development in the région fhrough
joint endeavors in the spirit of equality and partnership in
order to strengthen the foundation for a prosperous and

. eaceful community of South-East Asian Nations,

) romote active’ collaboration and mutual assistance o

mat ers of comman interest In the econgmic, social, cultural,

techmcal scientific and administrative fields, and to serve as

a forum for the resolution of intra-regional differences, and

prrhaps most im ortantly

o promote regrona peace, stability, and political security
through abiding respect for justice and.the rule of law in the
relationship among countries of the region.

i

ASEAN s mterestmg In that Its members are qurte diverse, In
terms of size, population,” level of economic devel opment natural
resource endowment, economic structure and political structures and
stahility. Altogether, the ASEAN countries have 4 land area ofaround 45
million sguare kilometers, Iarger thantato EU, with apopu lation of
about 500 million and a compined gross domestic product of us$ 737
billion, and a total trade ofus$ 720 billion.21In 1991, the member agreed
to establish an ASEAN Free Trade Area (AFTA) by the year 2008, but
was, later shortened to 2003, reflecting the serrousness and commitment
of the ASEAN. government. In addition, changes in the economies of
ASEAN countries were also creating pressures for the establishment of

Internet
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AFTA, Under AFTA, all ASEAN countries participate in @ Common
Effective Preferential Tariff (CEPT) scheme. This would include all
agricultural goods and all manufactured goods. The strategic obJecnve of
AFTA s to"increase. the ASEAN region’s competitive advanfage as a
single production unit. The elimination of tariff and non-tariff barriers
among the member countries is expected to promote greater economic
efﬂuencg productivity, and competitiveness. o _

" ASEAN cooPeranon has resulted in greater reg%lonal Integration.
Within three years from the launching of AFTA, exporTs among ASEAN
countries grew from US$43.26 billion in 1993 to almost US$80™billion in
1996, an average yearly growth rate of 28.3 percent. In the process, the
share of Intra-regional trade from ASEAN 'S total trade, rose from 20
percent to almost 25 percent. Today, ASEAN economic. cooperation
covers the following areas: trade, investment, industry, services, finance,
agriculture, - forestry, ener%y, transportation  and  communication,
Intellectual property, small and medium enterprises, and tourism.

The main successes of ASEAN though. have been in the political
sphere by promotin re%lonal peace and sta _|l|l){, best exemplified by its
Key role”in ending the Cambodia Civil war in 1991.13 Mos{ econoniists,
however, view ASEAN ' efforts and achievements in the economic
sphere as modest, at best. It is undeniable that peace and stability have
paved the way for and facilitated rapid, economic growth throughout the
region, but the low level of intra-regional trade Which has risen onl
modestly only serve to leave further the minds of some economist,
Others, " however, see ASEAN as a model for effective regi!o_nal
cooperation amongg developing countries, and view the close political
cooReranon, discrete diplomacy, consensus-uilding and non-interference
as the cornerstone and the berichmark of ASEAN. But at the time when
other regional groupm%_s such as the EU having reached unprecedented
success with the formation of the Economic & Monetary Union, and the
recent success of NAFTA, ASEAN ' achievement is dwarfed. in
comparison. The pressure will be on ASEAN. to duplicate its political
success in the sphere of economic cooperation in orcer to progress to the
r&extt stage of the integration and launched the much anticipated ASEAN

entury.

Park Donghyun, "The prospects for further economic integration in ASEAN". Journal of

economic integration, Volume 14 number 3, September 1999, p. 383.
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1.4 Integration through the Theory of Interdependency and
Optimum-Currency-Area

_ There are several ways in study(ing regional economic integration.
In this work, the focus will be on the theory of Optimum-Currency-Area,
and supported by the study of Interdependency.

14.1, The Theory of optimum Currency Area

What Is an Optimum Currency Area? The basic answer is a region,
not necessarily a country, where it makes sense to employ one curréncy.
Such an area” may include more than one country, In Which case the
countries may adopt a comman, currency or nationial currencies that are
tied together Under a system of fixed exchange rates.

What can tell whether which nations constitute an optimum
currency area? It de[)ends on the foIIovvm(]; precondition criteria, which
dentified as relevant for choosing the likely participants in an optimum
currency area.

|2 . Similarity o finflation rate. Inflation convergence is
ong of the criteria that needs to be satisfied for entry into the monetary
union. By pegging the exchange rate to the currency of a country with a
low inflation Tate, the nation's monetary_pohc;r will be credibility. Hence,
the similarity of inflation rate Is reqired along the path to monetary
union.

. (1)) The degree oflabor mohility. Labor mobility between
countries reduces the necessity of exchange rate variation. Flrthermore
regions hetween which there 15 a high degree of fabor mobility are viewed
as better candidates for currency area membership because such mobility
provides a substitute for exchange rate flexibility in promoting externdl
adjustment (Mundell 1961)

... (i) The degree offinancial integration. A high degree of
financial _mteqratlon 15 “needed for helping financial ~ interregional
payments imbalance.

0(|v)_ Trade integration.  The more concentrated Isa |
country's tracle With a subset 0f partner countries, the grater the saving in
transaction costs associated with'the use of single curréncy. (Eichengréen,
1994, Page 80)



45

... (v) Thedegree ofcommodity diversification. The more
diversified economies, the more it Rrevents against a variety of shocks,
forestalling the need for frequents changes in terms of trade or in relative
price via the exchange rate mechanism. Hence, highly diversified
economies, are viewed as better candidates for currency"uritons than are
less diversified economies.

(Vlﬂ1 The openness and size ofthe economy. The more open
the economy, the more fixed exchange rate arrangement Is preferred.
Because the nominal exchange rate changes in such economies are less
likely to be accompanied by mﬁnlﬂcant éffects on real compeuu_veness.
Hence, the smaller the size 0f the economy, the more open it Is likely to
be and, thus the more inclined to join ina currency union.

_ . (vii) Fiscal integration. The higher the level of fiscal
Integration between two_areas, the greater their ability to smooth out
diverse shocks through fiscal transfers from a low-unemployment region
to a high-unemployment region. (Kenen 1969)

o (VIII(] The degree ofgoods market integration. Countries
with similar production structures are deemed to be better candidates for
currencY unions than are countries whose production structures are
markedly different.

This conceptual theory concentrates on analyzing those conditions
necessary to make a region optimum. For those Couritries, which pose
ahove criteria will be likely to join the monetary or currency union.

1.4.2. The stuay of Interdependency

How regional economic_integration can be explained b _appl%/mq
the theory of interdependency? There are several ways of thinking abou
Interdependency. Some may think about trade mt_erdependenc?/_,_ or
financial interdepencency, o even more some may think about political
Interdependency  Whether what forms it may concern, the ultimate goal Is
that of the way toward regional economic integration.. For stronger
economic power, stronger bargmeg power, stronger political power, all
are what every country need. That is why the theory of interdependency
15 needed to be a guiding light of regional economic Integration. .

The degreé of integration among groups of codntries is usually
measured by Trade Flows. But the examination is not only the trades flow
like 3|mPIe export and import value or volume but also, more specifically,
that of the pattem of foreign direct investment (FDI). The trade flow
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within, the region, simply say the Intra-regional trade, provides the
guideline of regional intégration, which can be observed through the
increasing volume of export and import within the region. Furthermore,
an analysis of FDI into and within each region of the world can therefore
Prov;de clues to the degree of eX|st|ngI Integration, to the future pattem of
hat mteﬁratmn_ and to the fundamenta _drlvm? forces behind 1t

.The raR|d_growth of Intra-regional Trade stimulates the world
attention to the importance of regional trade arrangement and trading
bloc. Hence, the |g[h level of “Interdependency iwheth_er on trade,
financial or even political interdependency) within the region, the high
possibility of forming regional economic integration.

. Hence, the next. chapter will focus on regional economic
Integration In East Asia. The comparative analysis both in_ trade
Interdependency and Oanum-Cur[ency-Area pre-condition criteria will
be shown. Additionally, the Individial economic overview of the
countries will be mentioned in Appendix A.
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