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New regionalism is becoming a short-cut to economic liberalization in a globalizing
world. In May 2004, the most dramatic phase of European integration, in terms of
the enlargement of EU (15+10) capturing 25 member countries in Western, Central
and Eastern European countries, has been mostly completed. On the other side of the
Atlantic (or Pacific if we view from Asia perspective), it is the preparation of Free
Trade Area of the Americas (FTAA) that was launched at the Miami Summit in 1994.
The FTAA is undoubtedly the most ambitious collective initiative in the history of the
Western Hemisphere and has already generated important positive externalities for the
development of countries in NAFTA and MERCOSUR countries, and the strengthening

~ of the multilateral system. All these regional initiatives are paralleling the efforts (or the
partial success) of the WTO framework building. In short, it is the likely formation of a
tripartite system of regional blocs in.the global capitalism.
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1. Economic Liberalization-Driven Social
Change: Prosperity with Inequality?

For Asia, after the Asian Financial Crisis (1997)
and at the turn of this new millennium, there have
_ been many regional economic initiatives aiming at
bilateral, gradual and reciprocal trade liberalization,
without excluding any sector and in accordance
with the WTO framework. Yet, for the ASEAN,
Japan, China and South Korea (the so-called 10+3)
FTA initiative, its most striking features of the
New Regionalism is not just the sharply growing
disposition of developing countries to enter into
reciprocal agreements with industrialized countries,
- and but also the new world vision(s) that there is
a rediscovery of ‘good neighborhood’ in Asia in a
~ globalizing world, after years of regional tensions
and/or conflicts. This paper examines the dynamics
(conflicts and chances) and prospects of Asian

regional economic initiatives, with special focus on
the economic networking of, and impacts on, the
Greater Chinese economies (Hong Kong, Macau,
mainland China, and Taiwan).

Before moving into the subject matter of regional
approach to economic integration — the road map
for regional economic liberalization project of
the ASEAN+China+Japan+South Korea (in the
so-called 1043 FTA), a brief update of the social
impact of the globalization project should be noted.

1.1 Social Impacts of Globalization -
Regionalization

Thanks largely to global economic liberalization,
productivity growth has accelerated almost
everywhere since 1995 (The Economist, 25. October
2003, p.74), and the free and timely flows of capitals
and goods across borders are become an integral
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part of global economy. Economic liberalization
seems to become the functional necessity for
speeding up socio-economic development. But the
globalization processes are not a smooth, voluntary
and benign one; more often than not, they are full
of contradictions, confusions and chaos and power
struggles.... For these multifaceted and complex
manifestations of tensions between local and global
forces, anti-globalization processes are developing
(Abe & Lai 2005, Held & McGrew 2002).

Globalization processes are problematic and
tend to polarize socio-economic life chance of
people — this has been confirmed by the Report of
the World Commission on the Social Dimension
of Globalization (WCSDG 2004). Two contesting
views on the globalization project: globalization
is regarded as a benign and automatic force that
fosters better economic benefits for everyone, even
the poorest group can be better off. This is in strong
contrast to the political extremes of the Left and
Right, that for the Left: the unbridled capitalism
does produce effects of exploitation of the weak and
socio-ecological degradation, and for the Right:
the malignant forces of globalization engender
xenophobia, the demising local people’s jobs, culture,
language and hence identity (Milanovic 2003).

Globalization processes hence have put state and
society at very peculiar position, as both exposed to
the challenges of ‘external’ forces: capitals, goods,
labor (and jobs) are more mobile than the previous
regime of global order (Lai 2005).

Since early 1990s, most of the nation states have
to champion its project for economic liberalization,
for embracing the global free market capitalism.
They adopt the international financial institutes
(the World Bank and IMF) recipe for reform in
macro economic policies, in order to make their
economies more competitive. Their strategies are
the deregulation of international capital flows and
trades, and the re-making of (the once protected or
socially guaranteed) labor market into a deregulated
(less rigid, more dynamic and more flexible) one.
The socio-economic consequences of these reform
initiatives are widely different among different
countries. With the exception of the Asian Newly
Industrializing Economies (NIEs): South Korea,
Taiwan, Hong Kong and Singapore and China, most
developing economies are not adjusting well with the
globalization project. On the other hand, most of the
developed capitalist economies were suffered from
the sluggish economic growth, ironically resulting
from the deregulation of capital markets, which
weakened the relationship between banking and
industry (Navarro et al. 2004).

Taking the globalization discourse seriously
has also reinforced the political ideologically
driven reform in the so-called welfare state in the
developed economies, but most of the reforms are not
successful as judged by their fellow citizens (Huber
and Stephens 2001). Whilst for most part of the
developing economies, the globalizing forces have
not helped them much either. With the exception
of China, global poverty has not been improved
significantly during the globalization era, 1980s to
1990s (Milanovic 2003, p.679, Ravallion 2004, cf.
Adam 1999). The number of poor (less than US$1
per day) has fallen in Asia, but risen elsewhere: it is
roughly doubled in Africa — the figure is about one
in three now (see Figure 1). This is in line with the
trend of widening global inequality (see Fig.2)!

To recapitulate the present state of globalization
project: economic productivities have been much
improved for the developed economies, but the
aggregate progress for the economic liberalization
has not achieved its intended purpose for a better
and just world. But the globalization processes are
shaping the development of dual/divided cities, great
disparity between the rich and the poor, as well as
the gaps between urban and rural chance of life (for
instance, mainland China, Fig.3; Chen 2003). So
far, global economic liberalization and globalization
are not compatible to the daily life of people and
local welfare — as local labor market is demising with
the off-shoring strategies of firms. Rather, it is the
common trend in social dualism: widespread poverty
within affluent societies / localities, in line with a set
of deregulatory policy initiatives that favours private -
sector, commodification and privatization of social
services.

This can be seen in recent trend that, individual
social rights (say, labor standards, social protection
and welfare entitlements) are down-graded by the
calling for de-regulation, flexible labor market
initiatives under the reform banner of economic
liberalization towards globalization. Here, though
the basic, or the eligibility, for all kinds of welfare
services (social security in particular) is rooted with
the definition of citizenship (someone’s assigned
status by nation state), the social citizenship is
eroding under the strong current and waves of
economic globalization and pro-market initiatives.

In response, the anti-globalization campaigns at
various international economic institutions’ (WTO,
World Economic Forum and G7) meetings are
becoming more of a norm that quest for global social
justice, towards a sustainable future (Lai 2004a). At
this historical conjuncture, the calling for a more
human and fair mode of globalization is timely.
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Fig.1: People Living less than 1 US$ per day.
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Fig.2: Global Inequality.
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Source: Giowanni Andrea Cornia and Sampsa Kiiski, "Trerds in Income Distribution in the Post-World,
War Il Period: Evidence and Interpretation”, WIDER Discussion Paper Mo. 89, UNLVWIDER, Helsinki, 2001.
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Fig.3: China Average Income.
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1.2 The Case for G22- Group —
New Agenda Setting for (Anti-)Globalization

On the other front but in the same logics, the
developing countries are gathering momentum to
fight for a more equitable and fair regime of trading
— highlighted by recent rebellious move of the
Group 22 to walk out from the Doha Round of the
WTO trade negotiation (WTO Fifth Ministerial
Conference) in Cancun, Mexico (September 2003).!
The Group 22 represents half the world population
and two-third of world farmers, their agenda for
further economic liberalization (globalization
project for WTO and developed economies) are fair
and equitable trading regime that at the very least,
rich countries should make bigger efforts to cut
subsidies and free farm trade - this is in line with the
call for a reinvention of global governance for fair
globalization (WCSDG 2004).

Retrospectively, as the rich world’s concessions
for the poor ones were too limited, NGOs’
communicative actions in mass and cyber media
are highly explosive that are instrumental to the
collapse of the WTO Cancun (Mexico) negotiation
in September 2003. Shouting loud and long enough
in various media enable the strong provocative
communicative power to ‘re-frame’ the anti-rich
country sentiments, which eventually moving the
Group 22 trade negotiators took a decisive and

radical stand against the present global project run
by the WTO and the rich countries.

The WTO Cancun talks broke down as
developing nations criticized rich nations for refusing
to offer meaningful concessions on market access
and subsidies — This was the first time in trade
negotiations that developing countries were united as
a bloc and found their voice. More importantly, the
failure of the in Cancun is a major setback for global

‘trade negotiations, reflecting a change of balance

between traditional economic giants and other rising
powers.

2. Positioning the Regional /
Bilateral Economic Initiatives
in their Global Context

At the global level, WTO’s comprehensive trade
negotiations have been held since January 2002 upon
the conclusion reached at the Fourth Ministerial
Conference in Doha, Qatar, November 2001.
Negotiations (the so-called Doha Development
Agenda [DDA]) are underway in seven areas:
agriculture; market access for non-agricultural
products; services; rules; trade-related aspects
of intellectual property rights (TRIPS); trade
and environment; and the Dispute Settlement
Understanding (DSU). The concluding negotiations’
deadline for a single undertaking scheduled for 1.
January 2005 seems partially completed in August
meeting 2004 (see, Fig.4).

But the impasse, if not the deadlock, of the
DDA negotiations, the most important changes to
the world’s trading and investment architecture are
likely to come from the new and dynamic regional
arrangements being fashioned in East Asia by Japan,
China, South Korea and the ten members of the
Association of South-East Asian Nations (ASEAN)
— the so-called 10+3 FTAs framework.

In early 2004, approximately 140 FTAs have
been notified to the WTO and are in force and among
those, over 90 were notified in the 1990s and nearly
30 after the year 2000. The trend is clear that, while
moving towards a global governance framework for
trading and investment, more and more countries are
working towards bi-lateral or sub-regional economic
liberalization agreements.

Juxtaposing the Asian regional economic
initiatives, the most dramatic phase of European
integration, in terms of the enlargement of EU

1 Group 22 includes developing countries: Argentina, Bolivia, Brazil, Chile, China, Colombia, Costa Rica, Cuba, Ecuador, Egypt, Guatemala, India,
Indonesia, Mexico, Nigeria, Pakistan, Paraguay, Peru, Philippines, South Africa, Thailand, and Venezuela.

[JPS-2005-AP21-New-Regionalism-OKLai.doc / p.3]
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Fig.4: WTO New Round Negotiations.
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- (15+10) capturing 25 member countries in Western,
Central and Eastern European countries, has been

mostly completed in May 2004 (Fig.5). - On the other

side of the Atlantic (or Pacific if we view from Asia
perspective), it is the preparation of Free Trade Area
of the Americas (FTAA) that was launched at the
Miami Summit in. 1994. The FTAA is undoubtedly
the most ambitious collective initiative in the history
of the Western Hemisphere and has already generated
important positive externalities for the development
of countries in NAFTA and MERCOSUR countries
and the strengthening of the multilateral system.
The goal of the process is to achieve a “balanced and
comprehensive agreement” with negotiations being
concluded no later than December 2004, while entry
into force will be sought no later than December,
2005. The negotiation has advanced steadily and
now is entering into the critical, and very difficult,
final stage of product and sectoral level discussions of
reciprocal liberalization. In short, it is the formation
of a tripartite (Asia, Europe and Americas) system of
regional blocs in the global capitalism (Fig.6).

Prior to 1997, there was selective strong economic

regionalization in the Asian Economic Miracle (Lai -
and So 1997). After the Asian Financial Crisis
(1997) and at the turn of this new millennium, there
have been many initiatives for formal negotiations
aiming at bilateral, gradual and reciprocal trade
liberalization, without excluding any sector and in
accordance with the WTO framework. Yet, for the
10+3 FTA initiative, its most striking features of the
New Regionalism is not just the sharply growing
disposition of developing countries to enter into
reciprocal agreements with industrialized countries,
and but also the new world vision that there is a
rediscovery of ‘good neighborhood’ in Asia within
a globalizing world, after years of regional tensions
and/or conflicts. '

3. Geo-Politics of Japanese Critical
Engagement in Asia

Since mid-2003, Japanese economy is on a
recovery trend: Japan’s exports and imports hit.
record highs in the first half of 2004. Exports rose
12.5% in the January-June period from a year earlier
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Fig.5: EU Enlargement.
The EU Enlargement (15+10+2+1)

i

P

MW TR -
mwmwlwmw un R Mﬂmmmﬂmmhmllﬂummm Wuwwl

5= [Schuded o

Euro| ganu‘vﬁ)mlr e

¥y

o e, -
£ ment ——— .<l
| e
B Ui dse shoan @ o
- & s 2 74l
Ext A slan fres &t Sy eament ) L FT

S s_‘rada anea {Aston)

‘hmn and Eiodco
—— T L
US and ASEAN |
55 for

hnamhhpm-ﬁ.su.u 3
edyery e Brono rd ¢ Partnseshi p)

CFTET, M

EU and Chbk

El and MERCOSLE
£ und or rego tiation)

IR

(0 and South Al (\ Dovebprrart:
> — - - = gunm
“ V*N’.ﬁ Tem Al ezn
LAustralia and How Zaslend) {;;V 4" Cusions Urdon
Mar:s L ERIOSUR)
> Agreements to which Japan is a party e e T r’f/}m
<= Agreements to which Japan is not a party "““«;, 1‘1*
o e T
Lo S S s .
Note: AFTA: The 10 countries of ASEAN (Brunei, Cambodia, Indonesia, Laos, Mataysia, Myanmar, the Philippines, Singapore, Thailand and Viet Nam)
EU: 15 countries (Austria, Belgium, Denmark, Finland, France, Germany, Greece, the Netherlands, Ireland, Itaty, Luxembourg, Portugal, Spain, Sweden and the UK). It

is scheduled to expand in 2004, It & expected that the 10 countries of Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Matta, Poland, Slovakia
and Slovenia will become new members,

EEA: Includes the EU, lceland, Liechtenstein and Norvay

NAFTA: 3 oountries (US, Canada and Mexico)

MERCOSUR: 4 countries {(Argentina, Brazil, Paraguay ard Uruguay)

SAPTA 7 countries {Bangladesh, Bhutan, india, Maldives, Mepal, Pakistan and Sri'lLanka) of the South AsianAssociation for Regional Cocperation {SAARC)

( Source: METI 2004)

NI | -El ectronic Library Service



Kwansei

Gakuin University

41

O-K.Lai, New Regionalism in the 21st Century Paciﬁc-Asia: Synergy or Rivalry of Economic Power?

Fig.7: Japan’s Trading Partners and Flows.
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to 29.60 trillion yen, while imports increased 6.6%
to 23.42 trillion yen -- both the highest levels since
comparable data were made available in 1947. (The
Japanese Times, 23. July 2004).

Trading partners, volume and trends with Japan

have been changing in the last decade. In 2003, East
Asian economies, the Greater Chinese economies
in particular, have been replacing USA and EU as
the main source of import -- this is in line with the
Japanese exports, which targeted to East Asia and
the share was as much as USA (see Fig.7). In other
words, there is a sub-regionalization process at the
Northeast Asian Economies. ,

In the first quarter of 2004, exports to China,
excluding Hong Kong, climbed 24.2% to 3.8 trillion
yen.- Imports from the country, excluding Hong
Kong, were also up 14.9% to 4.74 trillion yen. For
record, China is Japan’s second-largest export market
after the United States, and Japan imports more from
China than anywhere else (see Fig.8 and 9).

" More specifically, the export-led recovery of
Japanese economy in 2003-2004 is attributed to

. the growing demand in Asia, particularly from

China. China’s growth in demand for all forms of
raw materials and input for further industrialization
seems insatiable; it has had to import increasing
quantities of energy and basic commodities for its
fast-growing economy.

In short, growth in China is good for the
development of the entire region, but particularly to
those countries that are export-led. For instance,
high overall demand in China for auto parts and
machinery prompted manufacturers to expand
output and pile up inventory, causing the government
to announce an upward revision of Japan’s
January-March 2004 real gross domestic product
growth, from 1.4% to 1.5%. ‘

Retrospectively and not until recently,
particularly during the depression era of 1990-2002,
Japanese government tended to regenerating the
economy by increasing local demands (through
public work) and/or monetary policies — but all
efforts were not successful. The inward looking
attitude of the economic bureaucracy and the too
reliance on WTO regime for trading and investment
shaped the inertia against regional cooperation,
Japanese trading and export sectors are suffering
disadvantages in terms of conditions for competition
due to FTAs that already exist between third party
countries. For instance, Mexico’s average tariff .

‘rates are approximately 16% (APEC Individual

Action Plan [IAP] 2002), Japanese companies are
suffering disadvantages in terms of conditions for
competition in comparison with the companies of the
US and EU due to their existing FTAs with Mexico,
whose process of the elimination of tariffs has been
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Fig.8: Japan’s Total Trading Volume: USA & China.
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proceeding.

Since late 1990s, Japan has been feeling
the threats of being too reliance on the global,
multilateral framework of trade and investment
regime, like the WTO, and missing the benefits of
the FTA with the selective trading and investment
partners. Because of the rediscovery of the
disadvantages of not having strategic FTAs, this
prompted the Japanese government to overhaul the
trading policy in 2001-2 with a new flexible approach

1lzlsl4|5|5|7|slgho|n|*nz|1|z|3|4|5|6h|alsHolwlnzlﬂzhla]slsl7|9I9|m|31hzl1|z|3
2001 2002 2003 2004

(R)

to promoting both bi-lateral and mutli-lateral FTAs
and/or economic partnership agreement, and the
WTO negotiations. All FTA initiatives by Japanese
government highlight that the rediscovery of FTA
potential happened since late 2000, with initiating
trading talk for FTA with Singapore, Mexico, South
Korea, ASEAN and Australia.
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Fig.10: Japan’s Export by Geo-Regions.
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partnership, though the latter two economies are
likely come up with FTA earlier.
The WTO negotiations in Cancun broke down

- 3.1 Dating with Regional Bilateralism

Since 1990s, Japan’s trading within Asia region

has been developing increasingly; this is particularly
the case in last few years. The total share of trade
value is more than two times of that with North
America and EU (see Fig.10 and 11). And the key

- partners within Asia for Japanese trading are China,

Newly Industrializing Economies (NIEs). This
intra-regional trading expansion is without much
trade liberalization regime and likely, but with more
FTAs in the region, the growth will be substantial in
the coming decade.

At present, among the 10-member ASEAN,
Japan has concluded an FTA only with Singapore
but will agree with Malaysia, Thailand and the
Philippines to launch formal FTA negotiations during
the Japan-ASEAN Summit. China — South Korea
and Japan will work out some form of economic

in September 2003 in the face of fierce opposition
on new trade rules by developing nations of the
G-22. It has postponed key decisions on trade
liberalization talks until the end of 2004; this new
development was strategic in shaping Japan’s outlook
for regional FTA. Paralleling the WTO DDA
round of negotiation attempting to resolve with the
indecisions and disagreements before the deadline at
the end 2004, Japan will have no choice to accelerate
attempts at regional and bilateral free trade
agreements. This is the case that, even for-the key
members of the G-22 Group, in anti-liberalization
moves at the WTO Doha round of negotiations, like,
China and India, they have shown willingness to
FTA talks with Japan on a bilateral basis.

The priority and timeline for Japan’s FTA
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Fig.11: Japan’s Import by Geo-Regions.
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negotiations (concluded and in progress) are as
- follows:

- FTA with Singapore (with effective from 30
November 2002)

- FTA with Mexico (concluded in July, signed in
August 2004 and be effective 2005)

- FTA with Korea (aimed to conclude in 2005)

- FTA with Indonesia, Thailand, Malaysia,
the Philippines (aimed to partly conclude —
sector-based: 2005)

-FTA with ASEAN as a whole (on
sector-by-sector)

- FTA, tripartite with South Korea and China
(feasibility studies stage)

3.2 Japan’s Reactive Trade Policy: Between
Politics, Administrative and Economic Interests

The case of the belatedly involvement in regional
economic cooperation reflects that tendency that
Japan significantly lags behind other Asian countries
in FTA negotiations is due to, (a) the politics for
protectionism, for agricultural sector in particular, (b)
the lack of pro-active trading policy (or the lack of
policy imagination) among ministerial and political
groups, (c) the apparently lack of policy coordination,
and (d) the administratively inter-ministerial fights,
among the Foreign, Economy, Trade and Industry,
and Agriculture, Forestry and Fisheries ministries.

In actuality, it is fair to say that in the area
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of international trade, Japan is falling far behind
many countries to using FTA framework to pursue
its trading power supremacy. In Asia, it is behind
Singapore and other Asian NIEs, as well as China.
Japan started the move for possible FTA with a few
ASEAN member countries (be)latedly in 2002, while
China has tried to expand its influence in ASEAN
through free trade agreements (in effect. 2010).

The Japan — Mexico FTA case can highlight the
problematic trading politics in Japan. Japan’s FTA
talk with Mexico was once collapsed in mid-2003,
dealing a blow to Japanese auto exports on which
Mexico imposes higher tariffs. Even for the history

" of Japan-Mexico FTA negotiations (June 2001 — July
2004), Japan initiated the FTA talks after realizing
that its trading position was far less advantages than
NAFTA and EU member countries.

More problematic, business and farm lobbies
are thus divided over FTAs, with the government
(the dog-fights between political parties, and
their fraction within the party, as well as among
ministries) torn between them. In the bilateral trade
liberalization between Japan and Mexico (concluded
in principle in July, signed in August 2004), Japanese
government has recently decided to have the Cabinet
Secretariat office, rather than relevant ministries,
take the leadership in the talks in an effort to review
Japan’s overall negotiation strategy.

Meanwhile, the pro-trading groups like, the
Japan Federation of Economic Organizations,
they hope that FTAs will help Japan revitalize its
moribund economy.- The federation calls for a “dual
apprdach” of pushing negotiations on FTAs with
individual countries and ASEAN. In particular,
Japan should speed up negotiations with Thailand,

which accounts for 27% of Japan’s investments in

ASEAN.
3.3 Politics for Agricultural Protectionism

A major obstacle for trade liberalization between
Japan and other countries is the politics-driven
protectionism for agricultural sector.

Though the social cost and burden for farm
protectionism is substantial in Japan but it has strong
political support -- the power base of LDP at rural
sector! Farm protection in Japan has been more than
double that of the EU and eight times that of USA,
according to OECD estimates in 1998.

Japan has often been criticized for failing to
open its agricultural market, especially for rice,
during WTO talks and in negotiations on bilateral
free trade agreements with Mexico and other Asian
countries. But the WTO’s Doha Round unsuccessful

negotiations (or more precise, their impasse) are
working for the benefits of Japanese political
establishment.

In reality, FTA talks are likely to stall as Japan
sticks to protectionism on farm trade; this partly
explains the first FTA with Singapore and the
exclusionary clauses for FTA with Mexico.

But on the other hand, Japan is working hard
for structural reform. FTA ‘is one of the best tools

_to create an external framework for structural

reform. For instance, there is a school of thought
(though highly debatable) that pushing agricultural
reform through FTAs will lead to the recovery of the
Japanese economy. :

In preparation for possible impact of economic

-liberalization, the government lately adopted a

policy of phasing out reductions in the amount
of land dedicated to rice cultivation. To make
Japanese agriculture more competitive, specialized
farming households headed by person up to 60
years of age were to be encouraged and commercial
corporations allowed to enter the agriculture market.
Furthermore, the management of agricultural
cooperatives should be improved. Niche marketing
of exporting the high value-added agricultural
products has been developing.

3.4 Japan’s Critical Engagement
in Asian Economies

Due to its reliance on the global and multi-lateral
framework, as well as the traditional markets
like USA and Western Europe, for trading and
investment, Japan’s trading performance has been

- developed at a stable rate but not impressive.

Not until recently, Japan has been slow in

. developing bi-lateral FTA: only one was signed with

Singapore (effective in November 2002) because
of economic complementary (not challenging
its agricultural sector), and the most recent FTA
negotiations with Mexico accomplished in July
2004 and be in effect in 2005 — given the economic
disadvantages Japan suffers because of the North
American Free Trade Agreement.

- Refocusing on the Asia-Pacific with geo-political
considerations (political and diplomatic factors and
economic complementarity), not least the emerging
role of China and ASEAN in regional affairs, the
revitalizing robust South Korean economy, Japan is
speeding up its engagement in promoting bi-lateral
FTA. The FTA strategies and priorities are:

- Priority will be given to FTAs with South
Korea and ASEAN.
- China should be watched carefully for the
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time being regarding its adherence to WTO
agreements and economic performance.

- Economic agreement with Russia is not
promoted as it has yet to join the WTO.

- not to consider immediate negotiations
concerning FTAs and economic partnership
agreements with the United States, Canada and
the European Union as the difficulties expected
over farm and marine products.

It is within the consideration of the Ministry of
Foreign Affairs (which is responsible and coordinates
and the overall strategies for FTAs) that it needs
to speed up the bi-lateral FTA agreements or the
sector-by-sector economic agreements, with ASEAN
countries, as

- given the fact that China has secured closer
economic ties with ASEAN and announced
plans in December 2001 to conclude an FTA
with the association in 10 years (effective in
2010). .

- ASEAN members Indonesia and Malaysia are
less enthusiastic about an FTA with China,
though China has reportedly offered to cut
tariffs on lumber, palm oil and tropical fruits
before concluding FTAs with them.

3.5 Trading Japan: Japanese Differential View(s)
on Trade Liberalization

Undoubtedly, a high volume of trade is good for
Japanese economy. For example, Japanese recent
robust trade surplus (in 2003-04) was backed by
China’s continuing economic growth, along with
Japanese firms’ low-cost production bases in Asia,
featuring high-tech components from Japan. In
addition, the need for better infrastructure and
home appliance in China propped up exports of the
related products. Exports were also bolstered by an
appetite for digital gadget components at Japanese
manufacturing factories in China and other parts
of Asia — Significantly, Japan’s trade surplus with
Asia grew 41.3% to a record high 790.3 billion yen,
marking an eighth consecutive month of increase, as
of March 2004 (The Japan Times, 26. March 2004).

But Japanese are somewhat differentiated, if
not divided, regarding the further liberalization
of trading and investment regime. According to a
nationwide opinion survey commissioned by the
Ministry of Foreign Affairs conducted in February
2003, the impact of economic liberalization in
agricultural sector (reform) was the key concern
/ worry (37%), followed by service sector (20%);
but with the acceptance of further liberalization of
agriculture sector (47%).

In the same survey, it was found that respondents
concerned about the speeding up of FTA negotiation
with the following regions / countries: China (35%),
USA (31%), S-Korea (21%), ASEAN (17.3%), and EU
(16.6%).

But the overall concern on FTA and trade
liberalization was for-20% of the population.
Likewise, the move toward further trade
liberalization was divided: 41% supported and 45%
doubted about any further development.

4. Asian Regionalization Processes:
Economic Integration and/or Rivalry?

East Asia has been mostly recovered from the
Asian Financial Crisis, with a renewal momentum
for economic growth (see Fig.12 and Fig.13). This
is juxtaposing the further regionalization of their
economic activities — FTA agreements are one of the
integral parts of such framework for development.

WTO rules require FTAs to include substantially

‘all products. This is interpreted as meaning

that such agreements should cover more than 90
percent of imports/exports. For instance, the
FTA between Japan and Singapore covers 98% of
the tradable goods and services. In general, it is
assumed that eliminating industrial tariffs is easier
than eliminating agricultural tariffs. It should be
highlighted that the once impasse of the WTO
Doha Round Negotiation reinforces the momentum
for bilateralism and regional approaches to trade
liberalization.

Yet, it should be pointed out that, not just
tradable goods and services, but also the importance
of foreign direct investment (FDI) and other forms
regional cooperation, like the Growth Triangles in
regional development (Fig.14). In other words, FTA
not just stream-lines tradable goods and services

Fig.12: GDP Growth in Developing Asia.

GDP Grovath in Developlng Asila

2%
&
® S S ST
L e
2
o
2000 2001 2002 2003 2004
= ACOI00T --- ADD AN Update
Sournoe: AT darabase,

NI | -El ectronic Library Service



Kwansei Gakuin University

47
O-K. Lai, New Regionalism in the 21st Century Pacific-Asia: Syr\ergy or Rivalry of Economic Power?

Fig.13: GDP Growth in Developing Asia.

Table A1 Growth Rate of GDP (% per year)

( Source: Asian Development Bank )

Fig.14: Asia’s Regionalization: Growth Triangles in Asia.
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Fig.15: Intra-Regional Trade in Asia.

Intra-regional trade in East Asia has approximately doubled over the last decade.
Figure 3.1.2 Trends in intra-regional trade in East Asia )

(Ugit: US$ billion, %)
Within East Asia Within East Asia (excluding Japan)
1992 | 1997 | 2002 1992 1997 2002
331.2| 5514| 6420 166.1 306.0 374.0
Total exg (40.0)| (43.5)] (43.3) (20.1) (24.1) (35.2)
175 254 235 6.1 11.2 9.1
ron and steel (56.9) (59.9) (54.0) (20.0) (26.2)] (21.0)
Chemical snd 151 26.7 330 73 145 18.1
engineering equipment | (44.3) (46.2)| (46.1) (21.5) 25.0) (25.3)
. 1447 2595 3519 61.5 1297 208.3
M (326) (37.8)] (41.3) (13.9) (18.9)] (24.5)
General 448 81.4| 1067 173 394 62.3
machinery (34.8)) B7.7 (41.0) (13.5) (18.3)) (24.0)
Electrical 682| 136.7| 199.7 324 74.6 127.1
machinery (40.7)] (47.9) (52.5) (19.4) (25.9) (33.49)
Transport 187 20.7 200 6.0 72 7.0
machinery (16.9) (16.4)| (13.1) (5.4) {5.7) (4.6)
Precision 13.0 206( 255 5.7 84 119
machinery (35.5)) (GID[ (43.9) (15.6) (15.1) (20.5)
Others : 1539 | 2398( 2336 911 150.7 138.4
(48.1)) (49.8)] (43.3) (28.5) (31.3) (26.8)
Notes: )

1. The upper figure is the total of intra-regional exports, the lower figure is the intra-

regional export ratio.

2. The data does pot inctude Taiwan in “East Asia” due to lack of data availability.

Source: UN Comtrade (United Nations).

( Source: METI 2004)

Fig.16: Asian Economic Regionalization.
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across borders, but also facilitates investments and
labor mobility of the involving economies.

To recapitulate, despite the lack of regional
framework to enhance trading regime, the
intra-regional trade in East Asia has approximately
doubled. over the last decade (Fig.15). For China,
the trading with Japan and South Korea has grown
tremendously (Fig.16). This attributes to the
economic dynamism driven by the market forces and
local enterprises.

More importantly, the FTA talks in the region
has been fully exploited by the non-farming city state
of Singapore in the last few years, it has signed FTAs
with Japan, Australia and America, and is talking to
South Korea, India, Canada and Mexico about other
FTAs. In response, many countries in the region
take initiatives for the proliferation of FTA (The
Economist, 26. February 2004, online edition).

4.1 JAPAN-ASEAN: New Regionalism?

Japan and the NIEs in ASEAN are important
trading partners in the region, particularly in
reinforcing the economic liberalization regime in
Asia (Fig.17). Except the FTA with Singapore,
Japanese government engagement in ASEAN for
further FTA is somewhat symbolic. In other words,
in contrast with the ASEAN-China (agreement),
the ASEAN-Japan (partnership initiative) is at the
initial stage and lacks details and a program of
implementation. The challenge for Japan is how
to break away from its conservative outlook for
regional engagement, as it is traditionally preferred

a multilateral approach to trade-liberalization. The
conclusion of an economic partnership agreement
(FTA) with Singapore in 2002 (effective 30
November 2002) was a major break from its policy —
The Japan-Singapore FTA not only covers tariff cuts,
but also movements of people, the rules of investment
and a broad range of technical cooperation between
the two countries. It seems that equally important
is that (the agreement) sets a precedent in terms
of trade policy posture and a model for economic
partnership for Japan and ASEAN.

Yet, Japanese government’s move for bilateral

“trading agreement, even with ASEAN individual

state; it has to face differential, if not contradictory,
demands for trade liberalization and protectionism.
Hence, how far is the Japan-Singapore FTA
model relevant for the next round of bilateral trade
talks with individual ASEAN countries is highly

- questionable — it is highly difficult, if not impossible,

to maintain the consistency with highly differentiated
member countries of the ASEAN group as a whole.
It is rightly pointed out that

It is very important to ensure that the
bilateral trade policy is consistent with the
regional framework in order to minimize the
‘spaghetti-bow!’ syndrome in the East Asian
regional economic cooperation pattern... The
poorer members of ASEAN -- Cambodia,
Laos, Myanmar and Vietnam -- will be
very unhappy if Japan negotiates bilateral
(FTAs) without having the overall, integrated
regional framework. (The Japan Times, 25.
April 2003)

Fig.17: Japan — ASEAN Trading Pattern.
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On the other front, Japan and Mexico has signed
a bilateral free-trade agreement in August 2004. It
is Japan’s second such agreement, following a deal
signed with Singapore in 2002. Both countries
will seek parliamentary approval for the agreement
after the signing ceremony, with the FTA expected
to take effect April 2005. Japan’s major import
items from Mexico include crude oil, electric
machinery, automobiles and pork, while Japan’s
major export items to Mexico include integrated
circuits, generators and other machinery and
automobile parts. It should be noted that the pact
is the first comprehensive accord for Japan that
covers the heavily protected and politically sensitive
agricultural sector (The Japan Times, 3. July 2004).

4.2 Regional Bilateralism as Add-On
to the Globalization Processes

Japan is currently in talks with South Korea,
Indonesia, Malaysia, Thailand and the Philippines
for FTA. Japan and South Korea aim to reach a
free-trade agreement by the end of 2005. It will
also launch talks with the 10-member Association of
Southeast Asian Nations in 2005.

More specifically, Japan wants the Philippines
to give greater investment and services trade
opportunities to Japanese businesses in the proposed
FTA, while the Philippines wants Japan’s job
market opened to Filipino nurses and lawyers. For
Thailand, to lower tariffs on Japanese auto parts, and
Bangkok’s insistence that Japan open its markets to
Thai rice, chicken and other agricultural products.
In return, Thailand also wants Japan to ease its
foreign labor rules so Thai physical therapists
can work in Japan — such as trade in goods and
services, investment, intellectual property rights and
competition policy.

Other ASEAN member countries are courting
with Japan too: Vietnam is interested in a free trade
agreement to boost economic ties with Japan and
has granted 15-day visa-free entry for Japanese in
2004, but it may be too early to talk about an FTA
because Vietnam has yet to enter the World Trade
Organization.

4.3 Sino-Japanese Trading Complementary

Despite historical and geo-political rivalry,
Sino-Japanese cooperation in economic activities
has been developing substantially in the last few
years. There is obviously synergy between two
economic giants. According to a March-April
2004 poll by Japan External Trade Organization

(JETRO), a record high of 74.4% China-based
Japanese manufacturers have operating profits in
2003, compared to 72.7% recorded in 2000, 67.5% in
2002. In addition, the survey showed that Japanese
manufacturers are eager to invest more in China,
with 81.5% saying they will expand their operations
there over the next one to two years, up 10.3% points
from the previous year (The Japan Times, 14. July
2004).

Another other business survey indicates that
some 70% of Japanese companies are considering
establishing a presence in China, either for marketing
or production purposes. Increasingly, Japanese
companies have found southern China, especially the
greater Pearl River Delta (PRD) attractive. Already
some 3,000 Japanese businesses are operating in the
PRD, and the numbers are increasing. Forty percent
of those Japanese firms indicated that they chose the
PRD because of its proximity to Hong Kong.

Japanese manufacturers are considering boosting
business in China, viewing the world’s most
populous country more as a market and not just as a
production base, according to a Japanese government
report released in June 2004. Yet, the report advises
manufacturers to take necessary steps to deal with
problems that could hinder business in China,
including energy shortages, rising raw material
prices and the protection of intellectual property
rights.

But there is a down side of the regional
integration, as driven by recent Chinese economic
boom and its global sourcing, a historic rise in
soybean prices driven by soaring demand in China
is dealing a heavy blow to Japanese makers of
traditional staples such as tofu and soy sauce; even
raw materials for recycled paper are increasingly
priced because of the strong demand from China.

4.4 China’s Asian Regional Project

Since the Open Door Policy in 1978, China’s
economic growth is very impressive — it is the
powerhouse for East Asian regional integration
(Wang 2004). In the last five years, it has maintained
stable high growth, with an annual average real
GDP growth rate of 7.9% (see Fig.18). This is partly
reflected, as well fueled, by the upward trend of
fixed asset investments (see Fig.19). On the whole,
the trading trend and FDI inflows data suggest that
China is undergoing the historical transformation
towards more economic liberalization (see Fig.20
and 21).

But the high speed economic growth and its

‘Tepercussions in the region have geo-political effects.

NI | -El ectronic Library Service



Kwansei Gakuin University

, : 51
O-K. Lai, New Regionalism in the 21st Century Pacific-Asia: Synergy or Rivalry of Economic Power?

Fig.18: China’s Real GDP Growth.

Over the last five years, China has maintained stable high growth, with an annual average real

GDP growth rate of 7.9%.
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Fig.19: China’s Fixed Investment to GDP.

It has been pomted out that medium-term economic cycle waves have also emerged in the
Chmese economy
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Fig.20: China’s Trading Trend.
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One of such is the belief that while China may not
deliberately wish to replace the United States as the
dominant power in the region, its emergence as an
economic powerhouse inevitably forces its neighbors
in Southeast Asia to sit up and take notice. Recent
Japanese government attitude to China represents
such complex case. Some Southeast Asian states still

see China as a rival for foreign domestic investment
and overseas markets, and wish to see a stronger
American presence as a counterweight. The tensions
and potential rivalries go on. On the other hand,
many others now see China’s rise as offering new
opportunities as Beijing imports raw materials from
the Pacific-Asia and as Chinese businesses make
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investmehts there. For instance, In mid-2004, China

agreed to buy a 25-year supply of liquid natural gas -

from the Australian company Woodside energy for
US$25 billion — the richest trading agreement in
Australian history.

China and the U.S. are not the only countries

making overtures to Southeast Asia. Japan,
~South Korea and India are all courting the region.
However, China is clearly ahead in the race. Beijing
and the 10-member Association of Southeast Asian
Nations have agreed to set up the world’s largest
free-trade area by 2010, one that will comprise
almost 2 billion people with a total gross domestic
product of almost $3 trillion.

Retrospectively in October 2002 China also
became the first country outside the region to sign
ASEAN’s Treaty of Amity and Cooperation, a
sign of a stronger political bond between the two.
The economic foundation of the ASEAN-China
relationship should be stressed here. China’s trade
with ASEAN hit a record high of $78.25 billion in
2003, up 42.8% from 2002, though it is still behind
the $120 billion logged by the U.S. Taking a medium
term view, China and its East Asian neighbors is
increasingly creating closer economic relations (see
Fig.22), and the new trading regime becomes the
growth engine for all trading partners (see Fig.23).
In short, it is highly likely that before 2010, China
could catch up with or surpass American trade with
the region.

5. Uncertain Regional Economic Integration:
Inconclusive Remarks

Geopolitics is driving Asian economies into
FTA talks, with partial regional integration with
various forms of alliance. Further economic

liberalization and economic strategic alliance

formation will be a long term process. But the social
impact will be enormous and more importantly,
the ideologically driven neo-liberal global project,

e., the creation of global free market and the
dominance of Anglo-American capitalism within
the world’s economic regions, has been cemented by
the networks of Transnational Corporations (TNC).
Hence, free market capitalism is reinforced within
the frameworks of global economic institutions,

'like WTO, IMF, World Bank and G7, which enable

the further deregulation, privatization, structural
adjustment programs, and limited government. Here,
this can be felt in the labor market restructuring
(downsizing, sub-contracting and outsourcing, with
redundancies and lay-offs) in the Greater Chinese
Economies (Chang 2003, Chiu 2003, Chiu and Hung
2004, Chiu and Lui 2004, Chiu and So 2004). The
social impacts of economic regionalization (like

. globalization) will have to be mitigated.

For the years to come, as the conflict position
among G-22, G-90 and G8, coupled with the regional
super-powers, the striking changes in the world
trading system are not likely to flow from the World
Trade Organization or the proposed “mega-regional”

‘Fig.22: East Asian Ecohomies Exports to China.

Trade between Chma and its East Asian neighbors is increasingly cr eatmg close economic

relations.
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Fig.23: Rations of Export Increase to China.
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arrangements, such as a Free-Trade Area of the
Americas or the newly / further expanded European
Union (15+10+4?). Instead, they will probably come
from the host of sub-regional trade agreements
now being busily negotiated by Japan, South Korea,
Singapore and other countries in Asia. It seems that,
headed by China, Japan and ASEAN, East Asian
countries are getting together to make their own
economic arrangements. As a result, for the first
time in history, the world is becoming a three-block
configuration (EU, FTAA [NAFTA+MERCOSUR]
and the ASEAN 10+3 FTAs). Obviously, these
regional blocs are not just in terms of global-regional
economic relationships, but political ones too;
and this trend will turn on the direction these new
agreements take — and on how the United States,
and others outside the region, decides to respond to
them. Lastly, the recent calling for more equitable
and fair way (in terms of responsive global and
regional governance framework) for globalization
and regionalization should be responded by regional
bodies too.
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