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Abstract The legal implementation of cooperation and integration processes in the EU and the ACEAN+3 primarily
had some fundamental differences. Consequently, integration processes in the two regions had been different ab initio. For-
eign trade preconditions for monetary and financial cooperation between countries are considered in this paper. The
ASEAN+3 countries left behind the EU under the bilateral trade intensity ratio. The low CITR can be consider as an alarm
for the enlargement of the eurozone, as the important prerequisites for the OCA look questionable. The main factors which
affect increment of considered export variables for the ASEAN+3 are merchandise exports and food industry of new core
countries.
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1. Introduction

The European Economic Community was established
under the predominance of the fixed exchange rate system
and relatively low cross-border capital movement. However
it is impossible to support free capital movement, the
autonomy of monetary policy simultaneously with fixed
exchange rates, bearing in mind the growing openness of the
world economy and huge amount of hot money crossing the
boundaries. The cost of errors for countries to be integrated
is too high as the EU rescue programmes are demonstrating
now. So it’s crucially important to scrutinize the prerequi-
sites for mutually coordinated monetary and financial policy.

2. Theoretical Framework

The pioneer research in the field of the relationship be-
tween the openness of countries’ economy and their per-
spective as the optimum currency area was provided by R.
McKinnon in 1963. The degree of the openness according to
R. McKinnon can be measured as “the ratio of tradable to
non-tradable goods™[1, p. 717].

There have been taken a lot of disputes concerning the
cost-benefit analysis of monetary and financial integration
for particular countries.

To elucidate the applicability of the OCA theories to
ASEAN-5 (Malaysia, Indonesia, Singapore, the Philippines
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and Thailand) T. Falianty produced a solid research covering
period from 1971 to 2003[2].

The OCA index was calculated in that paper from 1983 up
to 1992. T. Falianty used the pairwise method, cluster
analysis and dynamic analysis (Structural Vector Auto Re-
gression (SVAR), Nodrick-Prescott Filter). SVAR is a good
tool to avoid endogenity problem which appeared in J.
Frankel and A. Rose’s paper in 1998. These researchers
stressed that international intensity of the country’s relations
is affected by national business cycles[3, p. 1010]. Coordi-
nated monetary policy between members of the currency
union results in tighter liaisons in international trade. In-
versely the wider the mutual trade, the closer coordinated
their business cycles will be (multicollinearity problem).
SVAR analysis avoids endogenity problem with variables.

Openness of the economy is defined according to T.
Falianty as the average ratio of sum of mutual export flows
between both countries (in current prices), to GDP measured
in current prices[2, p.7]. Furthermore this researcher offered
to evaluate the “absolute differences per share from agri-
cultural sector, mineral sector and manufacturing sector”[2,
p. 9] as a measure of the disparateness in the export structure.
The variable DISSIM ; reflects the difference in export
structure between each pair of countries[3, p. 9]. What
emerges from T. Falianty’s paper is that Singapore, Malaysia
and Thailand could be treated as OCA. Indonesia and the
Philippines would be outside this union.

Costs and benefits from integration related to openness of
the economy were previously discussed in the papers of the
following authors: D. Rodric[4], T. Iverson and T. Cusack[5].
As well as the latter two researchers, So Young Kim postu-
lates[6, p.210, 199] that economic openness in any country
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results in lowing volatility in its economy (trade volatility,
foreign exchange rate volatility etc.) only if the international
market integration diversifies the economic risks. Otherwise
if concentration of risks takes place (after unifying national
economies) then volatility of the economy increases.

So Young Kim[6] has analysed 175 countries from 1950
up to 2002 using the ordinary least squares regression (OLS),
and the robustness checking was held. So Young Kim has
developed and verified assumptions about the influence of
economic openness on benefits from monetary cooperation
and integration process bearing in mind external risks. The
degree of openness is measured by So Young Kim as the
normalized trade and gross private capital flows (i.e. com-
pared to GDP). Additional variables concerning openness
are net trade balance and export/ import as percentage of
GDP. So Young Kim’s conclusion[6, p.199] is about the
insignificance of openness variables and the importance of
the external risk variables. There is an inverse relationship
between the aggregate investments volatility and trade
openness variable (for more open countries the volatility of
the investment is less).

The main conclusion obtained by So Young Kim[6, p. 210]
is that more open economy may not be more volatile one
(externally or/ internally). The domestic volatility is defined
by the amount of external risks.

So Young Kim supposes that there is a transition mecha-
nism, which connects the openness of the economy and
volatility of spending; or there is spurious correlation be-
tween them due to the existence of the third variable influ-
encing both the openness and spending volatility[6, pp.
211-212].

U.Volz in his book regressed the bilateral trade intensity
ratio against the bilateral FDI intensity ratio, similarity of
currency regimes and the vector with the gravity model’s
variables[7, p. 110-113]. He concluded that similar currency
regimes in the countries have significant trade-creating ef-
fect.

M. Hinojales and Cyn-Young Park proved their supposi-
tion about the strong positive relationship between increase
in bilateral trade and expansion and increase in equity port-
folio investments[8, p.102-105].

Debtor countries often promote regulation that is based on
the idea that permanent trade surplus “is unfair and the result
of having an undervalued currency”[11, p.174]. I am prone
to support R. McKinnon‘s assertion[12, p.37-40] about
negative consequences for investments and net export in the
case of sufficient currency appreciation for the sav-
ing-surplus countries (e.g. the USA insist on appreciation of
renminbi). So all my calculations were made under stable
exchange rate preconditions for regional currencies.

3. Initial Framework for Mutually
Coordinated Policy

The legal implementation of cooperation and integration
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processes in the EU and the ACEAN+3 primarily had the
following fundamental difference. Starting with the Euro-
pean Payments Union (1950) and European Coal and Steel
Community (1951), practically all steps of the member
countries were directed to the economic integration bearing
in mind precise aims and tasks. Contrary to the EU, funda-
mental aims in the ASEAN were put forward when the re-
gional block was established. The aims were set forth in the
ASEAN Declaration (Bangkok Declaration, August 8, 1967).
Among these aims there were: preserving peace, stability
and speeding up economic development. The common goals
with the watered down criterion orientation were put forward
and quite a different situation was emerging in the ASEAN.
The base for pooling of interests and further integration was
the foreign trade cooperation which started from establish-
ment of free trade areas (FTAs). Asia-Pacific Trade
Agreement (1976) became the first treaty between the Re-
public of Korea, China, Lao People's Democratic Republic,
Bangladesh, India and Sri Lanka. During the following
twenty years the progress in negotiations concerning FTAs
was modest. Two new agreements were signed during those
years: one bilateral agreement (between Lao PDR and
Thailand) in 1991 and one multilateral agreement in
1993[13]. But only after Asian crises in 1997-1998 a sharp
increase of signed agreements took place, essentially bilat-
eral ones. Now it’s possible to fixate that for all the countries
(except Singapore) intra-regional trade agreements prevail
over the external ones[14, p. 61].

Consequently, integration processes in the two regions
were different[15]. Since 1950s persistent actions were taken
for removing frictional barriers which impeded free flows of
raw material, goods and investments. But the ASEAN
countries have not reached the common market stage yet as
trading barriers in the ASEAN have not been abolished in
full.

4. Research Methods

J. Frankel, A. Rose[3, p.1016] suggested to measure bi-
lateral trade intensity between two countries (1)

citr,, = Xyt My,
it
X+ X, +M,+M,

where X it is the total exports value is from country i

(1

to country j during the t; M .. — total import to country I

M 0
import to countries i and j respectively. All data are meas-
ured in nominal value. Bilateral trade intensity ratios (CITR)

for the ASEAN+3 countries were calculated in my research
between 1990 and 2009. These ratios were averaged for

each country and each year (2)
> citry,
k=1

n
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where n is a total number of countries; cifr,, (CITR)is

a bilateral trade intensity ratio between country i and coun-
try j in a year t.

The purpose is to bring to light how the main factors
affected the changes in relative export structure of different
sectors for the ASEAN+3 countries. I applied Principal
components analysis in GRETL to the logarithms of the
first differences of the ASEAN+3 export shares for particu-
lar sectors and to the logarithms of the first differences of
CITR in order to determine the key factors influencing the
dynamics of trade relationships among these countries.
Then under the Kaiser criterion I grouped factors which
eigenvalues were more than one.

5. Data Presentation and Analysis

I’ve calculated the bilateral trade intensity ratios for every
country (Hong Kong and China Mainland were treated
separately) both in the ASEAN+3 and the EU since 1990 up
to 2009 (with some exclusions due to the available data) and
then averaged the ratio for both groups (the EU and the
ASEAN+3) for each year.

The general upward trend in arithmetic average CITR for
the ASEAN+3 countries (see Figure 1) proves the growing
intensity of the trade relationships between the Asian coun-
tries. Contrary to them, in the EU in early 1990s the in-
tra-regional trade concentration plunged significantly. Since
1993 up to 2009 the CITR ratio of ASEAN+3 left behind the
CITR for the EU, which swang in the band between 0.9%
and 1.1%.

Bilateral trade intensity
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Figure 1. Bilateral Trade Intensity Ratio (comparison between the EU and

the ASEAN+3), 1990-2009

It’s useful to classify the ASEAN+3 countries into two
subgroups. Those countries which minimum bilateral trade
intensity ratio is greater than 1% fall into the first subgroup
(Table 1). Otherwise, if this ratio is below 1% these countries
are assigned to the second one. There are six underachievers
in the 2nd subgroup: Myanmar, Lao PDR, the Philippines,
Vietnam, Cambodia, Brunei. All of them (with the exception
of Brunei) make efforts to intensify trade turnover inside the
ASEAN+3.

The highest average growth rate of the bilateral trade in-
tensity ratio belongs to Vietnam. It was ratcheting up on

11.72% annually on average. During the last 19 years Viet-
namese authorities managed to turbocharge intra-regional
ASEAN+3 trade turnover. Vietnamese average bilateral
trade intensity ratio increased in 8.2 times during this period.
The least average growth rate of the bilateral trade intensity
ratio was obtained by Brunei. Moreover, this ratio tends to
decrease during the period in question.

China is the regional leader on the bilateral trade intensity
ratio, and this country is characterized by sustainable growth
in this coefficient. This fact is close agreement with the
Chinese role as the “gate to Asia” — a staging post acting as a
go-between the ASEAN and the rest of the world. .

Table 1. Papers Maximum, minimum and geometric mean for bilateral
trade intensity ratios in the ASEAN+3, 1990-2009 (%)
BRN CHN HKG KOR
max 0.067043 | 8.669227 | 1.795501 1.415972
min 0.031971 | 1.962415 | 1.168116 | 0.871315
geometr.avg | -2.35207 | 8.132773 -1.75759 | 2.523555
LAO MMR MYS
max 0.150188 | 0.171523 | 2.278538
min 0.026277 | 0.057849 | 1.510071
geometr.avg | 3.538209 | 3.850935 1.890985
IDN JPN KHM PHL
max 1.375876 | 2.157073 | 0.163134 | 0.692696
min 0.568191 | 1.616126 | 0.023038 | 0.280533
geometr.avg | 4.523415 | 0.859713 | 9.306943 | 3.511522
SGP THA VNM
max 2.328271 1.14054 0.636042
min 1.927578 | 0.702617 | 0.077472
geometr.avg | 0.392656 | 2.582497 11.71801

Source: author’s calculations based on DOTS[9]

As opposed to ASEAN+3 with its prominent high-CITR
group of countries (high-CITR group hereinafter means that
their minimum CITR is more than 1%- threshold), the only
high-CITR country in the EU is Germany (Table 2). Its
minimum CITR is equal to 7.31%. However it’s worth un-
derlining that in general there is a downside trend in Ger-
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many’s CITR during the last 19 years with only a few ex-
ceptions in 1997-1998 and in 2000-2004.

Table 2. Maximum, minimum and geometric means for bilateral trade
intensity ratios in the EU*, 1990-2009 (%)

AUT BEL BGR CYP
max 0.814822 | 1.222708 | 0.306645 | 0.18759
min 0.547677 | 0.144455 | 0.114172 | 0.072834
geomertr.avg | 2.064733 | 19.41117 | 3.81425 | 5.105378
ESP EST FIN FRA
max 1.153927 | 0.751384 | 3.69684 | 1.535074
min 0.754572 | 0.000964 | 0.483417 | 0.857647
geomertr.avg | 1.934141 | 25.76034 | 0.955462 | 2.900748
IRL ITA LTU LUX
max 2.621871 | 1.261629 | 0.452368 | 0.268919
min 0.333913 | 0.047918 | 0.102635 | 0.057489
geomertr.avg | -7.90846 | 0.381495 | 9.041651 | 10.08858
POL PRT ROM SVK
max 0.92548 | 0.492352 | 0.497544 | 0.648781
min 0.312496 | 0.097083 | 0.118966 | 0.24345
geomertr.avg | 4.149994 | 8.429973 | 8.273613 | 0.622801
CZE DEU DNK GBR
max 0.879095 | 9.417558 0.6697 4.920643
min 0.625362 | 7.305169 | 0.390793 | 0.324913
geomertr.avg | 1.061716 | -1.25828 | 2.608721 | 11.93276
GRC HUN LVA MLT
max 0.74245 | 0.718635 | 0.508177 | 4.095341
min 0.198027 | 0.226571 | 0.021031 | 0.039558
geomertr.avg | 4.679451 | 3.384866 | 20.46455 | -17.4064
NLD SVN SWE
max 1.338009 | 0.284077 | 0.966572
min 0.098929 | 0.141539 | 0.764558
geomertr.avg | 14.18734 | 4.112224 | 0.375852

Source: author’s calculations based on DOTS[9]

* for some countries the period under consideration was shorter, e.g. for
Belgium and Luxembourg (1997-2009), Slovenia, Czech and Slovak Repub-
lic (1993-2009), Romania and Italy (1991-2009), Lithuania and Latvia

(1992-2009).

The EU and the ASEAN+3 countries can be divided into
three subgroups depending on the growth rate of the in-
tra-regional trade turnover (CITR growth rate):

e Countries which accelerate export due to the in-
tra-regional trade expansion (CITR grew more than five
times during the period under consideration). There are five
countries in the EU in this subgroup (Estonia, Latvia, the
Netherlands, the UK, Belgium) and only two countries in the
ASEAN+3 (Vietnam and Cambodia).

o States expanding their intra-regional trade at a slow pace
(CITR grew less than five times during the last 19 years).
Portugal, Lithuania, Romania, Luxembourg, Cyprus, Greece,
Poland, Bulgaria, Slovenia, Hungary, France, Denmark,
Austria, Spain, Finland, Czech Republic, Slovakia, Sweden,
Italy belong to this subgroup in the EU. In the ASEAN+3
such countries as China, Indonesia, Malaysia, Lao PDR, the
Philippines, Thailand, Korea, Myanmar, Japan and Singa-
pore meet the criterion for this subgroup.

e There are only a few countries (their CITR is less than
zero) which intra-regional trade share shrunk during the last
years. In the EU such countries as Germany, Ireland, Malta
followed the downside trend for the CITR. In the ASEAN+3
both Hong Kong and Brunei experienced the same tendency.

6. Discussions and Results

The further investigation of the intra-regional foreign
trade relations in the ASEAN+3 was to extract significant
indicators to mark variations in relative data in the
ASEAN+3 foreign trade.

I have put together the CITR variable with the other ones
from Table 3. As I have mentioned above I used first logged
differences for all data (CITR data were calculated by me;
other variables were listed in Table 3) from 1990 up to 2009.

Table 3. Variables from the World Bank database used in the analysis

Agricultural raw materials exports (share of merchandise exports)
(agri)

Computer, communications and other services (share of com-
mercial service exports) (comp)

Food exports (share of merchandise exports) (food)

Fuel exports (share of merchandise exports)

High-technology exports (share of manufactured exports) (tech)

ICT service exports (share of service exports, BoP)

Manufactures exports (share of merchandise exports) (manuf)

Ores and metals exports (share of merchandise exports)

Source: author’s calculations based on[10].

There are nine principal components which eigenvalues
are more than 1. Consequently, they are significant accord-
ing to Kaiser rule (Table 4).
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Table 4. Result table for ASEAN+3 eigenvalue analysis of the correlation
matrix (top part of the output table)

Component Eigenvalue Proportion Cumulative
1 21.2056 0.2651 0.2651
2 14.2211 0.1778 0.4428
3 10.2637 0.1283 0.5711
4 9.8035 0.1225 0.6937
5 7.6152 0.0952 0.7889
6 5.8885 0.0736 0.8625
7 4.2434 0.053 0.9155
8 3.8097 0.0476 0.9631
9 2.9492 0.0369 1
10 0 0 1
11 0 0 1
12 0 0 1

At the same time the ASEAN+3 countries move in the op-
posite direction, towards the greater concentration of foreign
trade inside the East and South-East Asia and strengthening
the regional cooperation. However the low CITR can be
considered as an alarm signal for the enlargement of the
eurozone, as the important prerequisites for the optimal
currency area looks questionable.

For further intra-regional trade promoting measures it is
worth underlying that the authorities are to stimulate manu-
factures export from Korea, Indonesia, Thailand,
high-technology exports from Japan, Hong Kong and food
exports from China and Japan. These measures will
strengthen the foreign trade preconditions for closer mone-
tary and financial cooperation in the ASEAN+3.
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