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Abstract

This study investigates the structural causes of a problem in East Asian regionalism.
From the 1980s to the 2010s, multiple states were involved in various
intergovernmental initiatives and projects to develop a set of institutional arrangements

for organizing transborder production and distribution in East Asia. There is a growing

sense of a problem in East Asian regionalism in the lack of a single, region-wide

institutional arrangement for East Asia as a stand-alone economic community, the rise
of multiple, contending initiatives and projects for such institutional arrangement, and,
finally, the emergence of two separate, competing sets of arrangements being agreed
upon.

Liberal institutional theory and market force theory have been put forward to
explain this problem in East Asian regionalism. Liberal institutional theory suggests
that East Asian states had little experience in international institutional building and
lacked a shared regional identity. Market force theory, on the other hand, argues that
the failure is found not in institutions, but in the workings of market forces in the range
of trans-regional trade, investment, manufacturing, and marketing. These explanations,
while noting the role of international institutions and market forces, miss out a set of
very important forces in the shaping of states’ behavior in international institutional
building. This study seeks to identify the structural dynamics behind the complexity
and high tension in the institutional preferences of individual East Asian nations for
regional economic organization. This study constructs the international economic
structures—global, regional, and sectoral—for visual analysis and indicator
comparison, and identifies the structural forces and their logical relation with states'
behavior in East Asian regionalism. The study investigates the relationship in three
cases: the global economic structure and the material basis for East Asia as a stand-
alone economic community; regional economic structures and states' desires and
interests for multiple initiatives and projects for institutional arrangement in the region;



sectoral economic structures of CP/TPP, RCEP and institutional choices of the states in
East Asian regionalism.

This study uses Global Value Chains analysis and the Inter-Country Input-Output
Table data to construct these international economic structures. Investigation and
analysis use (1) complex networks method and regional concentration rates to
determine the link in the first case; (2) the levels of global and regional connectivity to
determine the link in the second case; and (3) self-sufficiency rates and agriculture-
manufacturing-services ratios to determine the link in the third case.

Investigation and analysis have found that East Asia was not as regionally
concentrated as was Western Europe or North America, and lacked a regionally oriented
productional basis to support the institutional arrangement of East Asia as a stand-alone
economic community. Moreover, the regional production networks of each national
economy in the region are influenced by a different set of value-added of different
global and regional origins. This divergence in their positions accounts for the
mushrooming of divergent initiatives and projects for regional institutional arrangement.
Finally, the institutional choices of the states to join CP/TPP and/or RCEP are found to
be strongly influenced by the sectoral focuses and priorities of their economies.

My research establishes to a great extent the logical relationship between the
structural forces and states’ institutional behavior in East Asian regionalism. It identifies
the cause of the problem in East Asian regionalism as being due to the workings of
these structural forces, and to the powerful function of international economic

structures.
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Chapter 1 : Introduction

1.1 The Problem in East Asian Regionalism: Weakness

It is argued that we live in “a world of regions” (Peter J Katzenstein, 2015, p. 1).
Regionalism is a global phenomenon in the world economic system. This is true of the
European Union (EU), where regionalism has been a consistent feature of its economic
structure since World War II. It is true of North America, where the North American
Free Trade Agreement (NAFTA) functions as a trilateral trade bloc’. Regionalism also
applies to East Asia where regional economic institutions are emerging. The world is
indeed demarcated by regionalist proposals for EU, NAFTA, and many more regions.
However, East Asian regionalism distinguishes itself from the EU and NAFTA
model because there is no single unitary regional framework. East Asia is defined here
as consisting of fifteen economies: Southeast Asia or ASEAN (Association of Southeast
Asian Nations) —Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines,
Singapore, Thailand, and Vietnam, and Northeast Asia—China, Hong Kong, Taiwan?,
Japan, and South Korea. Southeast Asia is building various projects which have not so
much united the region as divided it (Pitakdumrongkit, 2016, p. 250), and Northeast
Asia is even less integrated and seems like a “non-region” (Wissenbach, 2013, p. 219).
Instead of a single inward-looking regional bloc, some sub-regional and trans-
regional frameworks such as ASEAN, APEC (Asia Pacific Economic Cooperation),
CP/TPP (Comprehensive and Progressive/Trans-Pacific Partnership), and RCEP
(Regional Comprehensive Economic Partnership) have been created. None of these
frameworks are modeled on the EU and NAFTA-style institutionalization. Their
membership mechanisms were deliberately designed as being inclusive. Their functions

were strictly limited to intergovernmental coordination rather than supranational

! The US-Mexico-Canada Agreement (USMCA) replaced NAFTA on July 1, 2020. This thesis only
focuses on NAFTA.
2 In this thesis, China refers to mainland China.



governance. The end-goals of these East Asian regional frameworks were not political
and economic integration but mechanisms that allow international cooperation. Figure
1-1 demonstrates the different scopes of membership for ASEAN, APEC, CPTPP, and
RCEP.

Figure 1-1. Members of ASEAN, APEC, CPTPP, and RCEP

/(ASEAN (1967)\ APEC(1989) \
Association of Southeast ASiﬂ'PﬂCi_ﬁC Economic
Asian Nations Cooperation

Us
Thailand  Cambodia China Hong Kong, China
Indonesia Myanmar South Korea Chinese Taipei
Philippines Laos Papua New Guinea

4 Japan
Singapore  Vietnam CPTPP (2['18)
Malaysia Brunei New Zealand Comprehensive and
Australia Progressive
Trans-Pacific Parinership

Canada Mexico
Q Chile Peru
o

ASEAN member economies® signed a Free Trade Agreement (FTA) in 1992 and
the ASEAN Economic Community (AEC) was established in 2015, which were two
major milestones in the organization’s regional economic integration agenda (Wood,
2017, p. 1). However, ASEAN countries lack the factual solidarity to act as a whole,
and instead national interests and capabilities still dominate. For example, the ASEAN
FTA does not have a common external tariff. When an external partner establishes an
FTA with ASEAN, it has to sign ten bilateral agreements with individual ASEAN
member economies rather than a single multilateral pact with ASEAN as a collective
body (Ravenhill, 2016).

APEC, established in 1989, comprises twenty-one member economies* from the

3 ASEAN was established in 1967, during the polarized atmosphere of the Cold War. The grouping was
aimed at promoting stability in the region. Over time, the group expanded to include its current ten
members. The aims of ASEAN also extended from promoting security into advancing the economic
interests of the region as a whole, including economic and trade growth.

4 Australia; Brunei Darussalam; Canada; Chile; People's Republic of China; Hong Kong, China;
Indonesia; Japan; Republic of Korea; Malaysia; Mexico; New Zealand; Papua New Guinea; Peru; The
Philippines; The Russian Federation; Singapore; Chinese Taipei (Taiwan); Thailand; United States of
America; Vietnam.

2



Asia-Pacific region. APEC has the widest membership across the Asia-Pacific and
includes global economic powers such as the US, China, Japan, and even Russia. It
adopts the weakest institutional form of open regionalism and voluntary commitments.
Open regionalism refers to “the practice of making trade concessions available to
member and non-member economies alike” (Ravenhill, 2001, p. 6). Voluntary
commitments suggest no legally binding commitments and no mechanisms for
resolving disputes.

More recently, two conflicting and legally binding preferential trade agreements
across the Asia-Pacific—CP/TPP° and RCEP—were signed in 2018 and 2020
respectively. With respect to membership, CP/TPP does not include China while RCEP
does not include the US. CP/TPP is led by developed economies such as Japan,
Singapore, Australia, and New Zealand. RCEP, advocated for by ASEAN developing
economies and China, is a “backbone” for the economic integration of ASEAN and its
six FTA partners (Mukherjee, 2019, p. 1). In terms of functions, each of the two
frameworks has a distinct set of rules for transborder trade, investment, and
manufacturing organization. CP/TPP goes beyond traditional tariffs and extends into
the behind-the-border issues and domestic regulations such as trade in services,
investment, intellectual property rights (IPR), and even state-owned enterprises (SOEs).
RCEDP, in contrast, is built on ASEAN and its six bilateral FTAs and mainly focuses on
traditional tariff barriers.

After decades of institutional development, instead of a single economic
community, East Asian economies are divided among different and sometimes
contending regional institutional arrangements. Thus, compared with the EU and
NAFTA, regionalism in East Asia is weak. Weak regionalism is defined as a problem
of East Asian regionalism in terms of three patterns: 1) a lack of a single unitary regional

framework; 2) multiple and competing initiatives between the ideas of East Asia and

® The original name was TPP, which consisted of 12 member economies including the US. But on its first
day in office, 23 January 2017, the Trump administration withdrew. After the withdrawal of the US, Japan
took the lead. The remaining economies moved forward with a slightly modified agreement and renamed
it as CPTPP, also known as TPP 11. TPP 11 countries have left the door open for the United States to
rejoin.
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the Asia-Pacific; 3) now two divergent frameworks—CP/TPP and RCEP. All of these
regional economic frameworks seek ‘the right institution’ but none appear to be
working well.

This research proposes a structural theory to demonstrate the relationship
between structural forces and institutional outcomes as an overlooked factor that can
contribute to explaining East Asian regionalism. Two conventional approaches, liberal
institutionalism and market force theory, have attempted to explain the weakness.
Liberal institutional theory argues that well-designed and implemented institutions have
the potential to facilitate regional economic integration. Accordingly, the problem of
weak regionalism in East Asia lies in the institutional ineptness of East Asian states in
that they are not willing to sacrifice national interests for a supra-national regional
authority. Market force theory, on the other hand, maintains that the externally oriented
nature of market forces in East Asia is precisely antithetical to a strong regionalism. My
structural theory transcends institutional ineptness and market force entrepreneurism
and identifies the underlying international economic structures that, in my view, lead to
weak regionalism.

This chapter begins with an examination of the experience of East Asian
regionalism from the late 1980s to the 2010s. Then, three patterns of weak regionalism
in East Asia will be analyzed. After establishing the weak regionalism of East Asia, I

will outline my research problem and the structure of my thesis.

1.1.1 The Experience of East Asian Regionalism

To better understand the origin and development of weak regionalism, I suggest that we
first revisit the experience of East Asian regionalism from the period of “institutional
deficit” (John Ravenhill, 2001, p. 2) to that of “institutional overreach” (W. Li, 2011, p.
5). The period of institutional deficit saw a lack of regional economic institutions until
the establishment of APEC in 1989. The period of institutional overreach from 1989,

by contrast, witnessed too many institutions competing with one another and no one



force emerging to promote regional governance. As the Cold War ended, East Asian
countries started to treat regional trade agreements positively. In the subsequent decades,
there has been a mushrooming of regional institutional frameworks: APEC, ASEAN
FTA, ASEAN+1, ASEAN+3, China-Japan-South Korea trilateral cooperation, CP/TPP,
and RCEP.

The change of East Asian regionalism from institutional deficit to institutional
overreach has resulted in three stages of the development of regionalism in the 1990s-
2010s. In the first stage of 1989-1997, East Asia adopted a reactive approach towards
the worldwide trend of regionalism and developed APEC and ASEAN FTA, which were
known for their principle of open regionalism. The second stage of the late 1990s and
2000s saw the rise and fall of an exclusionist East Asian regionalism in the aftermath
of the 1997 Asian financial crisis. The third stage in the 2010s highlighted the
emergence of two mega-regional FTAs—CP/TPP and RCEP, disguised as regionalism
for global economic governance. These three waves of regionalism, however, have not

unified East Asian economies into a single regional economic community.

Phase I (1989-1997): reactive and open regionalism

East Asia, which traditionally embraced global multilateralism, was hesitant to develop
regionalism. For many years, East Asian countries had been firmly grounded in the key
principles of the GATT (General Agreement on Tariffs and Trade)/WTO (World Trade
Organization) system®: non-discrimination, reciprocity, and multilateralism. Leaders in
the region were committed multilateralists, seeking access to global markets to fuel the
export-oriented growth models. They were long immune to the intensifying regionalist
tendency. The post-1945 liberal international order gave rise to processes of
globalization, and these processes enabled East Asian countries to rapidly develop their
economies through trade liberalization. First, securing and expanding access to the

global market was of critical importance to East Asian countries. A well-functioning

& WTO replaced the GATT on 1 January 1995.



GATT/WTO system thus was most in line with the economic interests of East Asian
countries. Therefore, traditionally, East Asian economies were beneficiaries and firm
supporters of multilateral trading systems centered on GATT/WTO. They tended to
believe that regionalism might threaten the multilateral trading system.

However, in the late 1980s, influenced by two factors, regionalism became the
second-best choice for East Asian countries to strengthen global economic relationships.
First, there were rising concerns about potential breakdowns, or at least stagnation, in
the multilateral trading system. In the early 1990s, multilateral talks under GATT
proceeded “at a glacial pace” (Baldwin, 1993, p. 409). Proposals to liberalize
agricultural trade, to grant equal treatment for foreign firms, and to cut tariffs along the
lines of the US’s “zero-for-zero initiative” failed. In order to expand the scope of trade
rules, countries were negotiating to establish a wholly new body, WTO, which was
established in 1995. Second, regional liberalization was sweeping the world trading
system like wildfire. In Europe, regional integration strengthened with the shift from
European Economic Community to European Union, while the Canada-US FTA took
effect in 1989. Compared with Western Europe and North America, the FTA negotiation
process of East Asian countries proved significantly slower.

Due to the fears of the stagnation of the GATT/WTO system and being left out
from other regional blocs, especially NAFTA and the EU, East Asia developed its first
two regional economic institutions: APEC (1989) and ASEAN FTA (1992). APEC and
ASEAN share two defining features in institutional design—both are reactive and open.
Firstly, these institutions are reactive for being a means of countering the proceeding
regional institution-building in Europe and North America. East Asian countries
accepted regionalism such as APEC and ASEAN due to their fear that they would be
left outside of emerging trade blocs in the world. Both APEC and ASEAN were driven
in large part by the domino effect of regionalism, a circumstance in which nations
excluded from a trade agreement launch their own negotiations to redress trade
diversion.

Secondly, APEC and ASEAN have “open regionalism” as their core objectives.
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Open regionalism seeks to “promote economic integration amongst participants

without discrimination against other economies” (Drysdale and Vines, 1998, p. 103;

Pitakdumrongkit, 2016, p. 249). In other words, open regionalism means openness and

inclusiveness to countries outside of formal membership. Table 1-1 below sets out the

regional efforts of APEC and ASEAN that were ordered around the key idea of open

regionalism.

Table 1-1. Principle of Open Regionalism in APEC and ASEAN

APEC

APEC
Bogor Goals

ASEAN
FTA

ASEAN
Charter

Inclusiveness and support for the global economic system

“none believes
that APEC should be
directed to the formation
of a trading bloc” (1989

APEC Ministerial
Meeting, agenda 2—
Global Trade

Liberalization—The
Role of the Asia Pacific
Region)

“Every economy
represented in Canberra
relies heavily on a strong
and open multilateral
trading system” (1989
APEC Ministerial
Meeting, agenda 2—
Global Trade
Liberalization—The
Role of the Asia Pacific
Region)

“To support
an expanding world
economy and an open
Multilateral  trading
system” (Leaders’
Declaration point
2(2)) and to enhance
regional and global
growth)

The primary
motive of ASEAN
FTA is to “intensify
cooperation  among
the  members of
ASEAN to increase
their international
competitiveness and
integration with the
world” (ASEAN
Secretariat, 2015).

To  promote
“the  centrality of
ASEAN in external
political, economic,
social cultural
relations while
remaining actively
engaged, outward-
looking, inclusive and
non-discriminatory”

(Article 2(m))

and

Support for multilateralism and non-discrimination

“[Opposed]
to the creation of an
inward-looking
trading bloc that
would divert from the
pursuit of global free
trade” (Leaders’
Declaration point 6).

“With its
commitment to open
regionalism, ASEAN

pursues active
external economic
relations with

countries and regional
groupings around the
world in parallel to its
internal  integration
efforts” (ASEAN
Secretariat, 2015)

“Adherence to
multilateral trade rules
and ASEAN’s rules-
based regimes to move
towards elimination of
all barriers to regional
economic integration,
in a market-driven
economy” (Article 2(2)

(n).

As Table 1-1 shows, APEC was designed as an “Asia-Pacific” way to achieve a

free, open, and globally oriented trade and investment regime. It adopted an “open

regionalism” approach to promote regional economic cooperation in a voluntary,

unilateral, and flexible way. One of APEC’s flagship initiatives, the Bogor Goals, was

put forward in 1994, calling for two timelines—the realization of free and open trade

and investment by 2010 for industrialized economies and by 2020 for developing

economies. However, the first goal did not come about in 2010, and the second goal
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can hardly be achieved within the time framework. APEC’s failure to meet the Bogor
goals reinforced governments’ skepticism over whether open regionalism can deliver
the anticipated outcome of regional cooperation. Similarly, ASEAN develops an
“ASEAN way”, which is associated with “a high degree of discreteness, informality,
pragmatism, expediency, consensus building, and non-confrontational bargaining styles”
(Amitav Acharya, 1998, p. 58). The ASEAN way brings major powers together in a
wider regional and international setting, attracts foreign direct investment as a single
investment destination, and improves the region’s competency as a unitary production

base.

Phase II (the late 1990s and 2000s): an exclusionist regional economic community
The 1997 Asian financial crisis (AFC) marked a clear shift of East Asian regionalism
from open regionalism to an exclusionist regional economic community. The AFC
exposed the weaknesses of open regionalism, as both APEC and ASEAN illustrated an
inability to avoid or mitigate financial crises. As an alternative, the pace of East Asian
regionalism and community building picked up (Webber, 2001). The AFC also exposed
the existing links among economies in the region and each country’s vulnerability to
economic problems that beset their neighbors (Haggard, 2000). This sense of
vulnerability gave a strong impetus to the search for regional collective action that could
help safeguard the region against future crises.

Professor Zhang Yunling, one of the leading Chinese researchers on East Asian
regionalism, argues that East Asian community building is driven by four wheels (2002).
The first wheel is the ASEAN+3 process, which covers the entire area of East Asia. The
second wheel is the ASEAN+I1 process, that is, ASEAN’s bilateral cooperation with
China, Japan, and South Korea. The third wheel is the CJK, i.e., cooperation between
China, Japan, and South Korea. Finally, the fourth wheel is the cooperation within
ASEAN itself. Driven by the four wheels, East Asian governments engaged in
unprecedented collaboration on financial and trade matters.

First, sparked by the AFC, ASEAN+3 was initiated as an alternative platform

8



for ASEAN and APEC. ASEAN-3 includes the ten members of ASEAN plus China,
Japan, and South Korea, and thus is named the “newlyweds” of Southeast Asia and
Northeast Asia. Webber considers the developments in East Asian regionalism in the
mid-2000s as “Two funerals and a wedding”—the decline of ASEAN and APEC in
contrast to the rise of ASEAN+3 (2001, p. 339). The remarkable achievement under the
ASEAN+3 framework is the enhancement of regional self-help and support
mechanisms in monetary and financial cooperation. The Chiang Mai Initiative in 2000,
its multilateralization in 2010 as CMIM’, and the Asian Bond Market Initiative
(ABMI)® in 2002 have been key steps to realize a long-term vision for “monetary
regionalism” (Dieter and Higgott, 2003).

Both CMIM and ABMI are part of the regional liquidity fund mechanisms which
aim to improve immunity to another financial crisis. However, both cases are often cited
as examples of limited monetary regionalism (Dieter and Higgott, 2003; Kawai, 2015).
On the one hand, an important feature of the CMI is the IMF link, which dictates that
only 10% of funds can be released without the approval of the IMF. For the remaining
90%, the approval of the IMF will be required. This IMF-delinked portion was raised
to 20% in 2005 and 30% in 2012. The debate over whether to increase the IMF unlinked
portion from 30% to 40% has dragged on for years and is not resolved yet. The legacy
of IMF stigma is too much of a hurdle to overcome. On the other hand, the ABMI has
not made impressive gains, either. The ABMI also appears to complement the IMF-led
global financial architecture. Asian bond markets still lagged in both breadth and depth.
Therefore, the framework of ASEAN+3 is not a regionalist approach but designed to
“complement existing features of the global financial architecture” (Grimes, 2006).
Therefore, despite growing interactions, the ASEAN+3 framework is not solid enough
to pull individual nations together.

Second, the ASEAN+1 FTAs provide an insufficient level of regional

7 CMIM is a multilateral currency swap arrangement launched by the ASEAN+3 members.
8 ABMI is to develop local currency bond markets as an alternative source of funding to foreign-currency-
denominated bank loans to minimize the currency and maturity mismatches that had made the region vulnerable to
the sudden reversal of capital inflows (ADB, 2017).
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cooperation. The majority of regional institutional frameworks in East Asia follow the
so-called ASEAN+ logic, with ASEAN at the center creating concentric circles of
regionalism in East Asia. For instance, in the field of trade, ASEAN has concluded a
variety of ASEAN+1 FTAs. ASEAN signed its first three FTAs with China (2005),
South Korea (2007), and Japan (2008). The ASEAN + 1 FTAs are viewed by many as
the basis for ASEAN+3 which can evolve from the amalgamation of the ‘ASEAN+1’
FTAs. They were regarded as a foundation for the more ambitious vision of “an East
Asia Free Trade Area” (ASEAN-China Expert Group on Economic Cooperation, 2001,
p. 30). However, the ASEAN+1 approach is problematic. First, the coexistence of
ASEAN-centered FTAs with different rules creates the “noodle bowl syndrome” of too
many institutional frameworks (R. E. Baldwin, 2008, p. 2). Such frameworks vary
greatly in the level of tariff liberalization, services liberalization as well as rules of
origin (Fukunaga and Isono, 2013). It should be noted that ASEAN+1 FTAs are not
uniform in structure. On trade in goods, for example, ASEAN and its FTA partners not
only use different tariff classifications for their tariff concessions but also use different
schedules for their FTAs with different countries. In addition, tariff concessions from
the same country differ depending on the FTA involved, and tariff elimination rates are
different across ASEAN+1 FTAs. Trade in services and investment are not concluded
for all ASEAN+1 FTAs, either. Also, there is doubt or uncertainty about the idea of
ASEAN centrality in regional cooperation. The leadership of ASEAN in East Asian
regional cooperation has been called into question and is likened to “ponies pulling the
cart” (Zhai, 2009). Moreover, ASEAN also signed FTAs with extra-regional members
such as Australia-New Zealand, and India in 2004. The inclusion of these new members
leads to a bigger regional framework, ASEAN+6, which further undermines the original
core of an exclusionist East Asian regionalism.

Third, the ongoing trilateral economic cooperation among China, Japan, and
South Korea (CJK) has advanced in a stop-and-go fashion for almost two decades. In
contrast to Southeast Asia, the Northeast Asia sub-region has been late to develop

regionalism. The trilateral FTA was proposed in 2002. The CJK Trilateral Summit was
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established in 2007. The negotiation of the CJK trilateral Free Trade Agreement was
initiated in 2013, and the most recent update is the 16th round of talks in 2019. The
three governments have employed a “low profile” approach, allowing them to sustain
the momentum to promote regional cooperation (Takashi, 2012). Efforts to
institutionalize trilateral cooperation have experienced back and forth, even on and off,
over time, due to politics on different fronts. Unlike the ASEAN-centred approach,
Northeast Asian trilateralism sits at the periphery of East Asian regionalism.

Fourth, ASEAN has been by far the most advanced effort to build a regional
economic community, but it has fallen short of the high standard and time frame it has
set for itself. ASEAN has come a long way since ASEAN FTA was established in 1992.
ASEAN has been working on its roadmap with a vision to create an ASEAN Economic
Community (AEC) by 2015. The level of economic integration in Southeast Asia,
however, has not been satisfactory. Although the FTA is already in place, there are still
a substantial amount of items that are not included in the agreement, and the usage level
of preferential tariff is still low®. Even the creation of a manufacturing base is mostly
led by multinational corporations. While there are efforts for balanced economic
development among member states, ASEAN has yet to narrow the development gaps
among them.

Despite the four wheels-driven endeavors, an exclusionist East Asian
regionalism has not taken shape so far. An East Asian economic community has
increasingly been called into question and labeled as an unfeasible dream. The regional
trade system in East Asia was at a crossroads in the late 2000s. Many governments in

the region have begun to look towards new “mega-regional” trade deals.

Phase III (the 2010s): disguised regionalism to make trade rules for the Asia-

Pacific region and beyond

9 Reported reasons for not using FTAs—the most significant reason being a lack of information on FTAs
(45%), followed by low margin of preference (26%), delays and administration costs associated with
rules of origin (25%), existence of export processing zones and the Information Technology Agreement
(11 %) and nontariff barriers (9%). See Kawai and Wignaraja (2008).
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In the 2010s, the limits of global multilateralism (such as WTO) and bilateralism
created strong incentives for states to devise a region-wide trade architecture for East
Asia: mega-regional frameworks. Globally, the WTO’s Doha Round'® had become
extremely fraught as tension and disagreements between major trading countries in the
developed and developing world impeded progress. The Nairobi Ministerial
Conference in 2015 finally put an end to the Doha Round, which became the first-ever
fruitless round since GATT was invented in 1947 (Martin and Mercurio, 2017). The
failure of the Doha Round can be seen as a sign of a larger problem: there were growing
tensions between developed and developing economies on whether and how far
negotiations should go beyond traditional tariffs.

Meanwhile, the trade architecture built on bilateral FTAs is also problematic.
Bilateral FTA networks are metaphorically compared to a tangled bowl of noodles,
featuring the entanglement of hundreds of FTAs with various rules, tariffs, and
institutional arrangements (Baldwin, 2008, p. 2). As of December 2020, East Asian
economies have signed a large number of FTAs: Singapore (25), South Korea (18),
Japan (17), China (15), Malaysia (14), Thailand (13), Vietnam (13), Indonesia (10),
Philippines (10), Brunei (8), Laos (8), Hong Kong (7), Taiwan (6), Myanmar (7), and
Cambodia (6). In industries organized in transborder production networks, East Asian
firms must manage the transaction costs of compliance with the complex set of rules.
Economists argue that the “noodle bowl” problem can act as a new trade barrier in and
of itself.

In this context, two competing mega-regional agreements—CP/TPP and
RCEP—emerged to multilateralize the “noodle bowl”. Table 1-2 illustrates key features
of the CP/TPP and RCEP agreements. The CP/TPP is, on the whole, considerably more
ambitious than the RCEP. A distinguishing feature of the CP/TPP is its primary goal of
crafting a new “twenty-first-century” FTA. It attempts to remove the behind-the-border

nontariff barriers that affect the ability of firms to enter, operate in, and exit foreign

10 The Doha Round of WTO negotiations—formally, the Doha Development Agenda—was launched in
November 2001. The work program covered about 20 areas of trade, including agriculture, services trade,
market access for nonagricultural products, and certain intellectual property issues.
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markets. It addresses potential non-tariff barriers to trade, covering public health and
product safety standards, labor and the environment, international investment, digital
trade and e-commerce, and state-owned enterprises. RCEP is the “ASEAN-centered
answer” to the “noodle bowl” effect, aiming primarily at harmonizing existing rules
and their application within various ASEAN+1 FTAs (Mukherjee, 2019, p. 1). In its
scope and coverage, RCEP lacks regulations on behind-the-border nontariff barriers
and is mostly focused on traditional tariffs. While the RCEP does not go as far as
CP/TPP in ensuring comprehensive coverage of trade in goods and services, it
substantially opens up access in countries that maintain relatively high trade barriers.
RCEP represents the first time for many members to engage in trade arrangements with

each other: especially between China, Japan, and South Korea.

Table 1-2. Key Features of the CP/TPP and RCEP Agreements

Mega-FTAs CP/TPP RCEP
Launch negotiations = Mar 2010 Nov 2012
Conclude TPP: Feb 2016 Nov 2020
negotiations CPTPP: Mar 2018
Take into effect CPTPP: Dec 2018 expected date: 2021
Primary goal A new “twenty-first-century” FTA to Manage the noodle bowl effect
remove behind-the-border nontariff of the ASEAN+X model
barriers
Relation to regional = Trans-regional (Asia-Pacific) Affirms the principle of ASEAN
architecture centrality
Scope and coverage = “WTO-X" aspirations — non-tariff “WTO-consistent” and WTO+” —
issues targeted mostly focused on tariffs
Major sponsor TPP: US-led; ASEAN-led
CPTPP: Japan-led
membership Australia, Brunei, Canada, Chile, ASEAN, China, Japan, South
Japan, Malaysia, Mexico, New Korea, India, Australia, and New
Zealand, Peru, Singapore, the US, and = Zealand;
Vietnam; Withdrawal of India: Nov 2019
Withdrawal of the US: Jan 2017
Significant absent = China, Indonesia, and South Korea us
members

Notes: for a more detailed comparison between RCEP and CP/TPP, see the website of the
Asian Trade Center:
http://asiantradecentre.org/talkingtrade//myvwg5yr21a93pkjc45bwzx3wtbc3z.

Trade economists argue that RCEP and CP/TPP are “disguised multilateralism”
(Camroux, 2012). Rather than building regional economic communities, they are trans-

regional and trying to develop an extensive set of rules and regulations in the Asia-
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Pacific and beyond (Deborah K. Elms, 2021; Shen, 2018). Both CP/TPP and RCEP
serve as a kind of preparation for setting future multilateral rules !*. Both assume
consistency in regional platforms and use it as a basis for negotiating tomorrow’s WTO
rules (Horn, Mavroidis, and Sapir, 2010). The ambitions in the CP/TPP agreement
largely reveal the aspirations of developed countries in trade negotiations. The modest
and tariff-focused commitments in the RCEP agreement are a response on the part of
developing economies to CP/TPP.

In summary, there were contending initiatives for an economic community in
the region, from APEC and ASEAN to ASEAN+3, to CP/TPP and RCEP, and many
less prominent ones in between. However, all of these proposals and projects have not
led to the formation of a single, region-wide architecture for economic integration and

cooperation.

1.1.2 The Patterns of Weak Regionalism

Having reviewed the experience of East Asian regionalism, I discuss weakness in East
Asian regionalism in three broad patterns. There has been no single and region-wide
architecture for economic integration and cooperation. There have been too many
contending initiatives for an economic community in the region. Two trans-regional,
overlapping, and contending economic frameworks, CP/TPP and RCEP, have emerged

to dominate the region.

Not an East Asian economic community
Perhaps the most important pattern associated with weak regionalism in East Asia is a
lack of a single, region-wide architecture for economic integration and cooperation. The

only true East Asian regional framework, ASEAN+3, is already “running out of steam”

1 In his State of the Union address in 2015, US President Obama explained the purpose of the TPP to be
rule-making by the US: “China wants to write the rules for the world’s fastest-growing region. That
would put our workers and our businesses at a disadvantage. Why would we let that happen? We should

write those rules” (The White House, 2015).
14



due to an apparent lack of common resolve in regional monetary and trade integration
(Hund, 2003, p. 407).

ASEAN+3 had commitments in regional monetary integration but failed to
realize the promises. At the beginning of the century, regional leaders called for creating
a common East Asian currency'?. For example, the CMIM and the ABMI marked
important milestones that highlighted the members’ strong commitment. However, later
the idea of a common trading currency for East Asia has been shifted from the regional
to the global level. Rather than developing a Yen or RMB regional bloc, the big
economic powers of the region—Japan and China—put more emphasis on the
internationalization of its currency globally. As a result, the discussion on the East Asian
currency idea has been closed off, and the ASEAN+3 framework has not made
substantial progress in monetary cooperation.

The idea of establishing an East Asia Free Trade Area (EAFTA) ended up as a
“visionary fancy” (Hund, 2003, p. 410). The China-Japan-South Korea trilateral FTA is
the most difficult and complex threshold in the entire East Asian regional economic
integration process. Within the trilateral framework, there is coexisting bilateral
cooperation. The China-South Korea FTA came into force in 2015. The Japan-South
Korea FTA negotiations were launched as early as 2003 but have been stalled for years.
Worst of all, there is no bilateral FTA negotiation between China and Japan. The EAFTA
would be not realized without constituting an FTA between these two regional
economic powers. Thus, it is becoming increasingly clear that ASEAN+3, in its present

shape, does not have the potential to evolve as a region-wide trade bloc in its own right.

Too many contending initiatives
Instead of one unitary and exclusive East Asian economic community, East Asian

countries propose contending institutional frameworks: ASEAN, APEC, East Asia

2 For example, the then Malaysian Prime Minister. See “Malaysia’s Mahathir proposes common East
Asia currency pegged to gold”, https://www.reuters.com/article/us-malaysia-currency/malaysias-
mahathir-proposes-common-east-asia-currency-pegged-to-gold-idUSKCN1TO0FX
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Summit (EAS) '3, CP/TPP, RCEP (also known as ASEAN+6), and many less prominent
ones in between.

Rather than a supranational institution, ASEAN is an inter-governmental project.
When ASEAN reaches functional cooperation on economic projects, the strong
commitment to non-interference and its resulting institutional inefficiency makes it
difficult to deal smoothly with controversial issues (Jetschke, 2009; Yukawa, 2017).
ASEAN adopted the ASEAN+ approach to further pursue external economic
cooperation on top of the intra-ASEAN economic integration. For instance, ASEAN
has been in “the driver’s seat” in both the East Asia Summit and RCEP. This central
role and leadership, however, have been a challenging position to maintain, “given
ASEAN’s own institutional weaknesses and difficulties in arriving in common
positions among ten quite divergent members” (Elms and Nguyen, 2019, p. 10). For
example, ASEAN FTA does not have a common external tariff. This structural factor
significantly influences the outcomes of negotiations between ASEAN and its +1
partners, “The ASEAN Plus One treaties have essentially been 10 bilateral agreements
rather than a single multilateral pact” (Ravenhill, 2016). The negotiation basis of RCEP
is the five separate ASEAN+1 FTAs, which could partly explain the slow pace to reach
a common ground for a mega economic trade bloc. Moreover, ASEAN lacks capacity:
market size-related and financial resources. ASEAN may be too small to support the
construction of a multilateral cooperation framework. ASEAN provides at best a very
“softcore” of East Asian regionalism (Webber, 2010, p. 323).

APEC is criticized as “a perfect excuse for a chat” as it is too informal to be
effective (Pang, 2011, p. 48). For example, APEC has no binding commitments or treaty
obligations. APEC takes a voluntary liberalization approach to members and a non-
discriminatory approach to non-members. The decision-making mechanisms are not

subject to a regional authority but collective decision-making by individual sovereign

13 East Asia Summit, established in 2011, is also known as ASEAN+8 or a mini-APEC for its inclusion
of the US and Russia on the basis of the ASEAN+6 framework.
14 The primary goal of ASEAN FTA is to increase the region’s competitive advantage as a production

base geared for the world market.
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nation-states. As a result of the intergovernmental nature of rule-making, a Secretariat
is confined to secretarial activities, which involve “ineffective procedures for
monitoring, and no mechanisms for resolving disputes among members” (Ravenhill,
2001, p. 185). With open regionalism and pro-liberalization agenda, APEC did not aim
to deliver and as a result, have not delivered a sense of community. CP/TPP and RCEP
are binding arrangements for Asia-Pacific economic cooperation but complement the
role of APEC.

Regional institutions fall into three categories: Southeast Asia, East Asia proper,
and Asia-Pacific. Regional institutions under these three categories are naturally
overlapping and competing with each other. It is uncertain what the “region” is: whether
East Asia, Asia-Pacific, or various other compositions. Multiple and co-existent levels
and forms of regional cooperation and integration (sub-regional, trans-regional) make

it hard to define regional boundaries.

And now CP/TPP and RCEP
More recently, the category of Asia-Pacific, rather than Southeast Asia or East Asia
proper, attracted more attention amongst East Asian countries. The mega-regional trade
agreements—CP/TPP and RCEP—have grown out of this context. Both CP/TPP and
RCEP posited themselves as “writing rules for global trade”, and have shown very
limited interest in preparing a new vision for regional integration. CP/TPP is said to aim
to “be a template for 21st-century trade deals”. RCEP is said to multilateralize the five
ASEAN+1 FTAs and “further develop and deepen the integrated production base”?>.
CP/TPP and RCEP are supported by two different groups of economies and
represent two different blueprints for future trade and investment rules across the Asia-
Pacific region. The US and Japan took the lead in TPP and CP/TPP to build a new

international economic order and advance their industrial and trade interests

15 ERIA (2012, p. 4) states that “it is natural to design RCEP so as to further develop and deepen
integrated production base, resulting in accelerating the economic growth because the establishment of
production and distribution network among a larger number of countries makes the networks more
vigorous and efficient”.
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(Cartwright, 2017). Both the US and Japan intentionally outsourced their domestic
manufacturing industry and became particularly competitive in services. They thus
needed to protect their intellectual property ownership and investment overseas, and
allow market access for their service industries. Therefore, CP/TPP rules were to
establish consistent rules for global investment and secure a level playing field for
investors. A sizable portion of the agreement touches on topics that relate directly to
investment law, such as protection of intellectual property, competition policy, and the
investor-state dispute settlement (ISDS).

In contrast, China and most ASEAN developing economies long backed the
RCEP as a chance to shape the rules of regional production networks. Given the highly
integrated supply chains for manufacturing products that span multiple East Asian
economies, one of the most important benefits of RCEP is the harmonization of rules
of origins (ROOs). ROOs ensure the consistent set of rules needed to qualify for tariff
reductions, which could improve the utilization of preferential tariff rates and further
deepen the integration of industrial chains within the region (Elms, 2020; Jiang and Yu,
2021). The underlying industrial structures explain why RCEP does not address
services trade, intellectual property, or labor and environmental rules to the same extent
as CP/TPP does.

To summarize, RCEP and CP/TPP contend with each other not only in the scope
of membership but also over the level of engagement with trade and investment rules®.
As discussed above, while CP/TPP goes deep into behind-the-border measures, RCEP
focuses on traditional trade tariffs. These two competing mega-regional frameworks are
trying to shape different rules for transborder trade, investment, and manufacturing

organization.

16 According to Baldwin (2011), the 21st-century trade demands more complex international trade rules.
The heart of the 21st-century trade is an intertwining of 1) trade in goods; 2) international investment in
production facilities, training, technology, and long-term business relationships; and 3) the use of
infrastructure services to coordinate the dispersed production, especially services such as telecoms,

internet, express parcel delivery, air cargo, trade-related finance, customs clearance services, etc.
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1.2 Puzzles

As discussed in previous sections, regionalism in East Asia is characterized by a lack
of purely East Asian economic community and contending institutional frameworks,
which shows that regionalism in East Asia is weak. East Asia constitutes one of the
most dynamic regions in the world economy, and its weak regionalism has caused
heated discussions among International Relations (IR) scholars and economists over
the reasons behind this phenomenon.

In the existing IR literature, liberal institutionalism is the mainstream theory used
by scholars to explain weak regionalism in East Asia. This theory departs from state-
led approach followed in Europe to regional cooperation, and assumes that the power
of institutions influences economic behavior and the movement of international
economic activities. This state-led approach has led to global efforts to develop
institutions for economic integration in the past decades. Scholars who believe in liberal
institutionalism attribute weak regionalism to the inabilities or unwillingness of East
Asian states to cooperate in building a region-wide institutional framework.

Greatly influenced by this liberal institutionalism, IR scholars from other schools
have tried to blend this institution-centred analytical framework and their own
theoretical approaches together to offer an integrative explanation to the problem in
East Asian regionalism. For instance, realist scholars argue that great power politics has
prevented East Asia from establishing a sophisticated institutional framework of
regionalism!’. Constructivist studies point to the lack of a common regional identity as

an obstacle for East Asia to embrace the EU model of institution-building'® (Acharya

17 Accordingly, the strategic uncertainties on the Korean Peninsula, the long-term distrust between China
and Japan, and the unsolved territorial disputes have been the obstacles to sustainable regional
cooperation in Northeast Asia (Rozman 2004; Calder and Ye 2010). Across the Asia Pacific, the “hub and
spokes’ security alliances allowed the US to exert more American influences than unite the countries in
Asia (Cha 2018).

18 Constructivists argue that the continued impact of history on regional cooperation and integration (e.g.,
the bitter experiences of colonialization, the atrocity of the Second World War, and the ideological
division of the Cold War) along with the economic realities (diverse development models and disparate
economic levels among the nations) have both played a part in constraining the formation of a a common
regional identity.
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2009). While noting these blended explanations from the realist and constructivist
perspectives, the liberal institutional explanation — institutions matter but East Asia fails
to find the right institution — nevertheless dominates in the IR discipline to explain weak
regionalism in East Asia.

Differing from scholars of liberal institutionalism, some economists proposed the
market force approach, which argues that the problem in East Asian regionalism is
caused by market dynamics, rather than institutional ineptness. Market force
explanation, in contrast, adopts a bottom-up approach. It argues that the economic
realities of East Asia are different from the EU case: market-driven regionalization
happened before regional institutional building in East Asia. Therefore, weak
regionalism does not result from institutional building, but from the working of market
forces such as trade, investment, and transborder production networks. Market force
theory pays attention to the material forces at the firm level, at the investor level, at the
manufacturer level. The target of these private entities is to seek profit, production
efficiency, and markets. They go global and do not have collective regional economic
interests. But market forces are not national and are not able to explain the inter-state
or inter-governmental exercise of regionalism. The market force approach thus fails to
connect the economic realities with national institutional preferences, and in the end,
institutional selections.

Similar to the market force explanation, my structural theory looks into the
underlying material forces and economic realities behind institutional ineptness. But
my structural theory is distinguished from the market force explanation. Rather than
the business interests of individual firms proposed by market force theory, my structural
theory cares about the relative power and strength of a state in its relation to others. My
structural theory thus is more concerned about the structure—the distribution of
production capabilities and interests among individual states in the world economic
system. I will work out whether the different positions of nations in the international
economic structures contributed to the complexity and high tension in their institutional

preferences in regional economic organization and hence the weakness of East Asian
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regionalism.

By investigating the structural causes of weak regionalism in East Asia, this
research attempts to address three puzzles. The first investigates the weak institutions
of regional economic integration in East Asia. In contrast to the strong regionalism
developed in the EU, this East Asian way of regionalism challenges the conventional
ways of how we assess regionalism. It is not surprising that assessments about
regionalism in East Asia are mostly pessimistic: “light regionalism” (Capannelli and
Tan, 2012; Jetschke, 2009), “fragile regionalism” (Capannelli and Tan, 2012),
“frustrated regionalism” (Nair, 2009), “nascent regionalism” (Evans, 2005), or
“discursive regionalism” (Camroux, 2012). These judgments convey a similar idea—
East Asian regionalism has been considered by many as weak, if not a failure in an
institutional architecture for an economic community. As discussed earlier in Section
1.1.2, T use the word “weak” to define the unique patterns of regionalism in East Asia.

Is this weakness as problematic as most scholars claim? Considering the unique
patterns and bottom-up experience of East Asian regionalism, it is, therefore, necessary
to develop a bottom-up analytical framework beyond EU-centrism and liberal
institutionalism. Challenging the traditional pessimistic paradigm, I aim to demonstrate
that weak regionalism sometimes can be a strength in uniting East Asian states to
cooperate. For instance, in contrast to an inward-looking regional bloc, open
regionalism has enhanced East Asia’s extra-regional connectivity with its principal
trade partners such as the US. These weak institutional frameworks have actually
provided an open and inclusive platform to safeguard the region’s globally oriented
economic interests. Therefore, this research aims to answer the following questions: as
a latecomer to regionalism, does East Asia want what has been achieved in the EU and
NAFTA whole-heartedly? If states do not want political institutions with supranational
qualities, is it a failure? What are the advantages and disadvantages of weak regionalism
for East Asian economies to collaborate within and engage with global partners?

The second puzzle concerns a key innovation of my thesis which deals with

international economic structures both theoretically and empirically. By replanting the
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structuralist framework of Kenneth Waltz, this study will clarify the conceptual
differences between market forces and structural forces: market forces (commercial
interests) are much more fungible, fluid, and subordinate to the states, while structural
forces (distribution of capabilities) are system-wide conditions which create constraints
and opportunities that shape the behavior of the nation-states. Moreover, empirically,
by using the global value chain analysis, I will construct key sets of international
economic structures where the positions of the nations can be observed and analyzed.
The third puzzle my research attempts to examine is why East Asian regionalism
is weak with a special focus on structural forces as an overlooked influencing factor.
Several studies have tried to search all possible influencing factors, blend different
theoretical approaches together, and offer an integrative explanation of East Asian
regionalism (Dent 2008; Yoshimatsu 2008; Cai 2010). These multiple reasons include
but are not limited to the geopolitics of great power competition and the so-called
polarity, the socio-political and legal (in)compatibility among the nations, the
international power differential, and the wvaried development models. While
acknowledging other factors at play, this study does not aim to make a comprehensive
list of all potent influencing factors. The research logic of this thesis, on the surface, is
to explain the weak regionalism of East Asia, but the fundamental thinking is to
investigate the logical relationship between the structural forces and states’ institutional
behavior in East Asian regionalism. How are states’ institutional preferences formed?
How might structural forces play a role in this process? How effective is my structural
explanation to the varying attitudes of East Asian states towards regionalism? To
answer these questions, this research will zoom into the structural positioning of states

in the global economy and link the positioning to their institutional preferences.

1.3 Thesis Outline

This dissertation is comprised of eight chapters. Chapter One is this introduction.

In Chapter Two, I put forward a structural theory to complement liberal institutionalism
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and market force theory with a view to explaining weak regionalism in East Asia. The
first section presents the liberal institutionalist explanations, suggesting that East Asian
states had little experience in international institutional building and lacked a shared
regional identity to support a regional economic community. Nonetheless, liberal
institutional explanations do not take trade and production relationships into
consideration, which is an important dimension of international relations between East
Asian economies. The second section is devoted to market force theory, which argues
that regionalism in East Asia is driven very much by market forces including trade,
investment, manufacturing, and marketing. Accordingly, supporters of market force
theory believe that it is market forces rather than institutions that result in weak
regionalism. However, I hold that market force theorists fail to establish the cause-and-
effect relationship between the efficiency-seeking market forces and national
institutional preferences. The last section deals with my structural theory which
assumes a potential causal link between international economic structures and the
nations’ contending institutional preferences in East Asian regionalism. This contention
is believed to be behind the inability of the states to agree on an optimal institutional
arrangement in East Asian regionalism, hence the weakness of East Asian regionalism.

Chapter Three illustrates how I model the international economic structures
empirically to assess the structural effects on the national preferences of nations in East
Asian regionalism. The first section introduces the global value chains (GVCs)
approach and the Inter-Country Input-Output time-series data to depict the international
economic structures. The GVCs approach provides a useful perspective to observe the
distribution of production capabilities: who produces how much of what for whom. The
second section explains why and how I transform input-output data into indicators for
GVCs analysis of global, regional, and sectoral structures. More specifically, I explain
the use of (1) Complex Network approach and Regional Concentration Index to test the
effects of the global economic structure on East Asia as a production unit; (2) Mixed
Global and Regional Connectivity to test the effects of the regional economic structures

on the interest and capability of nations to agree on an institutional framework for an
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East Asian economic community; and (3) Self-Sufficiency Rates and Agriculture-
Manufacturing-Services Ratios to test the effects of different types of sectoral economic
structures in the region on the divergence and contentiousness of the states’ institutional
preferences for either CP/TPP or RCEP in more recent years. The last section presents
my three hypotheses, each of which corresponds to an empirical chapter.

Chapters Four, Five, and Six are the empirical chapters in which I test the three
hypotheses. Each chapter is devoted to assessing the effects of the international
economic structures on the states’ institutional preferences in East Asian regionalism,
and each focuses on a particular dimension of the theory. Chapter Four will test the first
hypothesis and investigate the effects of global economic structures, i.e., the
distribution of value chains in Europe, North America, and East Asia. The second
hypothesis will be investigated in Chapter Five. I will look at the effects of regional
economic structures in this chapter. Chapter Six will examine the last hypothesis and
analyze the effects of sectoral economic structures on the states’ preferences over
CP/TPP and RCEP. Specifically, I explain why and how I use self-sufficiency rates and
agriculture-manufacturing-services ratios of the national economies to explain their
split position in joining CP/TPP and/or RCEP.

Chapter Seven discusses the major findings of this study. The first section
revisits the structural theory and my three hypotheses. The second section summarizes
the key findings from each of the empirical chapters. The last section concludes whether
and to what extent the empirical evidence supports the theoretical expectations and
confirms the structural theory of East Asian regionalism.

The final chapter, Chapter Eight, presents the study’s scholarly contributions.
The project and findings are important in three aspects. First, the study adds to the
scholarship on East Asian regionalism by complementing the liberal institutionalist and
market force explanations of weak regionalism. Second, it enriches the use of structural
and institutional analysis of international political economy. Third, my research
provides a better understanding of the development of the world economic system over

the two dominant frameworks: Wallerstein’s core-periphery theory and the theory of
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multilateral institutionalism of the past 40 years.
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Chapter 2 : Structural Forces and East Asian Regionalism

As summarized in Chapter One, there are three patterns defining the weakness of East
Asian regionalism: 1) ambiguity in the purpose of East Asian regionalism; 2) the
inability of a single and region-wide organization for the economic community in East
Asia to develop; and 3) a proliferation of competing institutional initiatives. Why is
East Asian regionalism weak? This puzzle has led IR scholars and economists to
develop various theories to explain it.

Existing IR literature on East Asian regionalism generally provides three
conflicting theoretical perspectives: neo-realism, constructivism, and liberal
institutionalism. Among these three theories, liberal institutionalism is the most
influential analytical framework. But to provide a broad overview of IR theories, I will
present all three explanatory frameworks on East Asian regionalism in a general
introductory manner. According to neo-realists, great power geopolitics have been the
obstacle to sustainable regional cooperation in East Asia (Rozman 2004; Calder and Ye
2010). The ‘hub and spokes’ security alliances allowed the US to exert more American
influences than unite the countries in East Asia (Cha 2018). Moreover, the long-term
distrust between the two regional hegemonies, China and Japan, has further impeded
the political will to create a formal institutional arrangement among East Asian states.
Constructivists argue that due to the continued impact of history and varied economic
models, East Asian states lack a common regional identity to develop strong
regionalism (Acharya 2009). Accordingly, the bitter history of colonialization, the
Second World War, and the Cold War divided East Asian states into different camps.
More recently, the divergent economic models and development stages further hindered
these states from generating a sense of regional identity. While the former two theories
attribute weak regionalism to factors such as geopolitics of great power competition,

incompatible identities, liberal institutionalism delves more deeply into the origins of
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East Asian regionalism. Liberal institutionalists believe that regional economic
integration can be advanced through optimal institutional design. They emphasize
institutional dynamics as a significant factor influencing regionalism. They argue that
East Asia has not yet found the right regional institution which would enable East Asian
states to cooperate and achieve economic integration. In other words, East Asian
regionalism is weak because states are not cooperating and have different opinions on
regional boundaries and regional authority.

Differing from IR approaches, some economists argue that institution-building
alone, in and of itself, cannot produce well-functioning arrangements for states to
cooperate in the regional economy. Rather than institutional dynamics, these
economists (or market force theorists) focus on market forces and their different
productional activities strategies in trade, investment, manufacturing, and marketing.
Accordingly, when there is a sufficiently regionally oriented market power basis,
regional institutions may work well. Conversely, when market power is globally
interconnected (in the case of East Asia), weak regionalism is more favorable. However,
market force explanations lack a coherent theory to analyze how market forces drive
nations to seek different institutional arrangements which in turn caused weak
regionalism in East Asia. Market force explanation are generally narratives of market
forces and their institutional consequences. It is hard to connect the market force
dynamics with the specific institutional preferences of nations in East Asian
regionalism.

In light of what I believe to be the inadequacies of existing explanations, |
propose a complementary theoretical framework based on the theory of International
Economic Structure (IES)!°. Economic structural forces partly overlap with the
aforementioned market forces but are fundamentally different. While the market force

theory focuses on industrial activities and interests of the private sector, IES is the

19T acknowledge that a variety of factors (e.g., the prevalence of great power politics, the lack of regional
identity, institutional ineptness, and the global dispersion of market forces) have played a role in shaping
the weakness of East Asian regionalism. However, in this thesis, I will focus on structural forces as an
overlooked factor that can contribute to explaining East Asian regionalism.
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relative strength of the national industrial interest and capability of states in the
international economic system. I argue that a particular pattern in the distribution of
economic capabilities of states has systemic effects on their preferences over
institutional arrangements for an international economic order. It is the varying and
rapidly changing positions of national economies in the IES that determine states’
different and evolving preferences for a particular regional framework. In the structural
theory I propose here, industrial diffusion and distribution of productional capabilities
have added significant substance and dynamism to the power structure in the region. It
is the economic structure and the different economic interests of each economy and
their change over time that have led states to favor different institutional arrangements
for transborder economic relations in the region. This contention among different
national preferences contributed to weak regionalism in East Asia.

This chapter is structured as follows: Sections 2.1 and 2.2 consider the two
popular explanations presented by IR scholars and economists for weak regionalism:
the liberal institutional theory and market force theory. While existing explanations
offer some intellectual insights into the problem in East Asian regionalism, they are
insufficient for a more effective explanation of the weakness. In Section 2.3, I discuss
in full detail the structural theory proposed here and how it can better explain weak

regionalism in East Asia.

2.1 Liberal institutional Explanations

2.1.1 Liberal Institutional Theory

Before discussing how liberal institutionalists explain regionalism and the case of East
Asia, [ start with a discussion of the influential theory in international relations theory
in the 1980s through 2010s: liberal institutionalism. Liberal institutionalism differs
from other common IR theories such as realism by virtue of the fact that it rejects the
realist assumption that international politics is a power struggle. Instead, it emphasizes

the ability of international institutions to encourage states to cooperate. The past
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decades have seen the dominant influence of liberal institutionalism among academics,
politicians, policymakers, and analysts. A high level of optimism over the great capacity
of international institutions for a liberal institutional economic order prevailed.

Liberal institutionalism attempts to construct a broad view of the role of
international institutions. Over time, it has undergone four stages of development:
functionalism during the first half of the 20" century; neofunctionalism in the 1950s
and 1960s; international regimes theory in the 1970s and 1980s; and neoliberal
institutionalism supported by New Institutionalism in the 1990s. These different
streams of liberal institutionalism define institutions variously as organizations,
regimes, norms, and formal rules. Despite different interpretations of institutions, all
strands of liberal institutionalism share a profound view that international institutions

matter and can motivate states to cooperate.

Functionalism: traditional concepts of institutions as organizations

Functionalism is an early approach to liberal institutionalism. Proponents of
functionalism hoped that a system of international organizations could provide
collective security to replace the need for self-help inherent in the security dilemma.
The functional idea originated from the liberal tradition of Wilsonian idealism.
Woodrow Wilson, US president (1913-21), believed that institutions possessed the
capacity to overcome the problem of anarchy and convert the “jungle” of power politics
into a “zoo” of rules (Heywood, 2014, p. 68). In 1918, he articulated the famous
Fourteen Points 2 which paid great attention to the creation of international
organizations. He envisioned a League of Nations as an international organization to
reconstruct the post-WWI international order to ensure and maintain world peace.
Under the great influence of Wilsonian idealism, international organizations, which
were perceived as universal organizations serving diverse functions, became important

platforms and mechanisms for order building in the post-WWI world.

20 The Fourteen Points was a statement of principles for peace that was initiated in January 8, 1918 by
President Woodrow Wilson. It was to be used for peace negotiations in order to end World War I. For
the content of Fourteen Points, see https://avalon.law.yale.edu/20th_century/wilson14.asp
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Institutions here refer to traditional forms of order building and policy
organization: state institutions, organizations, and agencies (Hall and Taylor, 1996).
They largely focused on formal organizations, concrete entities with a physical
presence—names, headquarters, and so on (Martin and Simmons, 1998). A typical
definition of international institution suggests “a formal arrangement transcending
national boundaries that provides for the establishment of institutional machinery to
facilitate cooperation among members in the security, economic, social, or related fields”
(Plano and Olton 1979, 288). The United Nations (UN), GATT, and International
Monetary Fund (IMF) are primary examples of such international organizations.
Functions of these international organizations are performed by specialized agencies of
the UN such as the World Health Organization (WHO), Universal Postal Union (UPU),
International Civil Aviation Organization (ICAO), etc. With the great focus on the
technical functions performed by international organizations, this branch of liberal
institutionalism is also labeled as functionalism.

Functionalism was a dominant theoretical force supporting the building of
universal organizations in the aftermath of World War II. While WWII dealt a serious
blow to Wilsonian idealism, nations’ interests and enthusiasm in the role of international
organizations persisted after World War II. In the eyes of the American administrations
led by Roosevelt (1933-45) and Truman (1945-53), the UN not only created an
opportunity for the US to remedy the problem of its foreign policy during World War I,
but also helped the US to assume its responsibility as the new great power in post-
WWII world affairs whilst protecting itself against the evil of the old world order of
imperialism and colonialism. In international trade, institutions such as GATT—the
precursor of WTO—were built to shape the post-WWII international economic order
by providing a set of global rules. For instance, the principle of nondiscrimination is
exemplified in the most-favored-nation (MFN) status of GATT and WTO. It implies
that any benefit received by one state must be available to all. This global
multilateralism prevents political rivalries and alignments from interfering with

economic exchange. To sum up, functionalism has facilitated the growth of
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organizations as well as enhancing the influence these entities can exercise (Klabbers,

2014).

Neofunctionalism: functional mechanisms of the international organization for
regional economic integration

In the 1950s and early 1960s, neofunctionalism, as an explanation of growing regional
economic integration agreements in Europe, emerged as an updated version of the
original theory of functionalism. Neofunctionalism considers institutions as functional
mechanisms, processes, and arrangements for regional economic integration.
According to Ernst Haas, the principal theorist of neofunctionalism, the process of
regional economic integration is driven by spill-over from one field into others (1958;
1961). The process of spill-over refers to the tendency of regional groups to expand the
scope of their issue areas and how cooperation over low politics gradually produces
cooperation over high politics. Along this line, Balassa (1961) outlined a grand design
of regional economic integration agreements that consist of five steps in sequence (see
Table 2-1) in a process of regional integration from a free trade area to a customs union,
a common market, an economic union, and finally to a regional economic community
of complete economic integration. Accordingly, the process of regional economic
integration begins with the lowering and removal of trade barriers and ends with an
economic and political union, moving from economic cooperation to supranational

integration.

Table 2-1. Balassa’s Model of Institutionalization of Regional Economic Integration

Agreements of integration Key features
Free Trade Area Removal of tariff barriers between members with variable external
barriers against outsiders
Customs Union As above, with a common external tariff
Common Market As above, with free movements of labor and capital
Economic Union As above, with policy and further institutional harmonization to
ensure the rationality of specialization, trade and factor flows
Complete economic As above, with complete harmonization of macro-economic, social
integration policies and common currency system

Neofunctionalism reflects the great experience of regional integration in post-
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War Europe. An exemplary practice of this five-step theory was the construction of the
EU, where a strong institutional set-up stimulated the continuous development of the
integration process (Molle, 2017, p. 60). The beginning of European cooperation was
the European Coal and Steel Community in the early 1950s. It then moved on to the
European Economic Community (EEC), or “Common Market” for broader economic
integration in the late 1950s, and further evolved into an organization spanning policy
areas, from climate, environment to external relations and security, justice, and
migration. A name change from the EEC to the EU in 1993 reflected the spill-over effect
(EU, n.d.). In Europe, after centuries of conflicts and wars, countries came together to
create a new style of governing. European unification during the second half of the
twentieth century was not complete. However, it demonstrated the willingness to
overcome what realists see as the tendency of individual states towards anarchy. In
summary, neo-functionalism has provided the theoretical infrastructure for the
institutions of regional economic integration. The logic of institutionalization of
regional integration had a great influence on the development of economic regionalism

in East Asia.

International regimes theory: regimes as institutional arrangements for
international order

Liberal institutionalism underwent a significant change in the late 1970s, with the
development of regimes theory. Regime theorists argue that regimes not only consist of
formal organizations and agreements, but also a looser set of norms, principles, and
procedures that shape states’ expectations and guide their behavior (Bradford, 2007).
The definitions of international regimes are intentionally broader than formal
organizations and agreements. Krasner, for instance, defines international regimes as
“principles, norms, rules and decision-making procedures around which actor

expectations converge in a given issue-area" (1982, p. 185)2. Similarly, Keohane refers

2L Krasner further distinguishes principles and norms from rules and decision-making procedures. He
argues that changes in principles and norms are changes of the regime itself, while changes in rules and

decision-making procedures are changes within regimes. For instance, in the area of international trade,
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to the governing arrangements as international regimes, which include procedures, rules,
or institutions for certain kinds of activity (Keohane and Nye, 1989, p. 5). Unlike
functionalism and neofunctionalism which regard WTO as solely an entity, regime
theorists regard such organizations as a part of a larger trade regime that encompasses
rules, norms, and principles in addition to the procedures and the organizational
capacity that the WTO provides for the regime.

Regime theory incorporates realism and liberalism. Realists believe that patterns
of outcomes in international relations reflect the distribution of power among states.
Liberalists disagree and argue that international institutions are central in shaping the
behavior of states, facilitating interstate cooperation, and influencing the outcomes of
interstate interaction. Regime theory, on the one hand, acknowledges the realist
assumptions of an anarchic international system and the self-interests of states. In this
sense, it differs from previous waves of liberal institutionalism. However, regime theory
insists that regimes are central in facilitating international cooperation. Unlike realists,
regime theorists maintain that self-interested states can still achieve cooperation despite
anarchy.?? They hold that states engage in international cooperation in pursuit of
absolute gains and they are thus considerably more optimistic about the prospects for
international cooperation. Often regime theorists cite cooperation in trade, human rights,
and collective security, among other issues. The International Atomic Energy Agency
(IAEA), for instance, is an international organization that forms part of a more broadly
understood nuclear non-proliferation regime, which again belongs to a broader
collective security regime (Non-Proliferation Treaty [1968]). These are instances of the

roles of international regimes. Regime theorists propose a process model to elaborate

the most-favored-nation (MFN) treatment—treating all nations equally without discrimination—is one
of the norms of the liberal international order. However, WTO allows members to conclude regional
trade agreements (RTA) as a special exception under certain conditions. Hence, RTA is a rule which
violates but does not challenge the basic norm of MFN treatment.

22 Regime theory’s theoretical appeal was strengthened after the end of the Cold War (1947-91) when
some of the realists’ predictions failed to materialize. Many realists had argued that the European
integration was largely a result of the United States-Soviet Union bipolarity and predicted that the
European regime would wane as a result of the collapse of one of the super powers and the subsequent
withdrawal of the United States from Europe. As this did not happen, regime theories claimed that

institutionalized cooperation can indeed be sustained in the absence of a hegemony.
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the overall cause-and-effect relationship between power structure and pattern of

outcomes in interstate interactions (shown in blue arrows in Figure 2-1).

Figure 2-1. Keohane and Nye’s Framework of the Theory of International Regime
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Source: author's compilation based on the conceptual framework of Keohane and Nye (1989,
p.21)

Regime theorists regard international regimes as an intervening variable
between the power structure and the process of political and economic bargaining
(Keohane and Nye, 1989, p. 21; Krasner, 1982). Accordingly, power structure refers to
the distribution of capabilities among states in the international system indicated by
variables such as the relative economic size, relative levels of military spending, and so
on. The bargaining process is a process of interstate bargaining that results in
“constitutional contracts” and specifies the contents of regimes (Young, 1991, p. 282).
For instance, public servants are trained as experts and negotiators in “translating the
possession of material resources into bargaining leverage” (1991, p. 288). A negotiated
regime arises from “a conscious process of bargaining in which the parties engage in
extended efforts to hammer out mutually agreeable provisions to incorporate into an
explicit agreement” (Levy, Young, and Zurn, 1995, p. 281). In other words, regime
theorists focus on the role of regimes in the bargaining process and argue that regimes
influence and, to some extent, determine the process of political and economic

bargaining.
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Keohane further explored the roles of international regimes systematically in his
work After Hegemony: Cooperation and Discord in the World Political Economy
(1984). He argues that international regimes can increase the likelihood of cooperation
by 1) providing information about the behavior of others by monitoring the behavior of
members and reporting on compliance; 2) reducing transaction costs; 3) generating an
expectation of cooperation among members (Keohane, 1984, p. xi). According to
international regimes theory, institutions are not weak substitutes for world government

but rather devices for facilitating decentralized cooperation among egoistic actors.

Neoliberal institutionalism: institutions as rules
From the 1980s, liberal institutionalism moved to focus on the role of international
institutions in facilitating cooperation among states on the basic premise of neoliberal
institutionalism that became increasingly popular and influential then. This is the same
premise in the theory of international regimes that regimes are central in facilitating
international cooperation and influencing the behavior of states. The terms ‘regime’ and
‘institution’ have been used more or less interchangeably. Robert Keohane has been
closely associated with this development of neoliberal institutionalism. He views
institutions not merely as formal organizations, but more broadly as “persistent and
connected sets of rules (formal and informal) that prescribe behavioral roles, constrain
activity, and shape expectations” (Keohane, 1989, pp. 3-5). More specifically,
neoliberal institutionalists assume institutions to have three forms: 1) formal
intergovernmental or cross-national nongovernmental organizations, e.g., the UN
system and numerous non-governmental organizations (NGOs); 2) international
regimes, e.g., the Bretton Woods Monetary System; and 3) conventions, e.g., traditional
diplomatic immunity.

In common with the regime theory, neoliberal institutionalism accepts much of
the realist view that states are largely rational and unitary actors in an anarchical system.
But neoliberal institutionalism departs from realism in its belief that institutions matter.

It presumes that institutions provide benefits for interstate cooperation, especially in the
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procurement of public goods or the avoidance of negative externalities. In other words,
state behavior is constrained and affected by variations in the degree of
institutionalization across different areas of international and regional politics (Keohane,
1984; Mansfield and Milner, 1997). States create institutions to achieve their goals.
Institutions influence states’ behavior and the outcome of interstate interactions. Thus,
neoliberal institutionalism believes that rational states devise international institutions
to facilitate interstate cooperation for the benefit of self-interested nation-states.

Neoliberal institutionalism has enriched the regime theory with an analytical
approach drawn from the New Institutional Economics (NIE). Douglass North is the
founder of the NIE. He pioneered an institutionalist definition of institutions and a
framework for analyzing the role of institutions in economic performance and change.
For North, Institutions are formal rules, informal constraints, and enforcement
mechanisms. Formal rules refer to “political (and judicial) rules, economic rules, and
contracts” 2 (North, 1990, p. 47). Informal constraints are “codes of conduct, norms of
behavior, and conventions” (North, 1990, p. 36). These include reputation, broadly
accepted standards of conduct, and conventions that emerge from repetitive interactions.
The enforcement mechanisms ensure the effective and low-cost enforcement of formal
rules and informal constraints (North, 1990, p. 57 ). This complex set of formal rules,
informal constraints, and enforcement mechanisms create an institutional environment
that induces credible commitment and reduces transaction costs in economic activities.
As he stated in his Nobel Prize lecture, “Institutions form the incentive structure of a
society and the political and economic institutions, in consequence, are the underlying
determinant of economic performance” (North, 1994).

In many ways, neoliberal institutionalists’ view of cooperation is reminiscent of
that of the NIE scholars. Neoliberal institutionalists argue that states cooperate because

they see international cooperation benefiting them, enhancing their security, and

2 Specifically, according to North, “Political rules broadly define the hierarchical structure of the polity,
its basic decision structure, and the explicit characteristics of agenda control. Economic rules define
property rights, that is the bundle of rights over the use and the income to be derived from property and
the ability to alienate an asset or a resource. Contracts contain the provisions specific to a particular
agreement in exchange” (1990, p. 47).
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strengthening trust in the anarchic international environment. Institutions provide
information, reduce transaction costs, deter defection, and reduce uncertainty in state
actions and interaction (Keohane, 1984). Sovereign states build institutional
arrangements to facilitate the flow of information and consultations between countries
and enhance governments’ ability to monitor other countries’ compliance with their
commitments.

The neoliberal institutionalist notion of institutions as rules advanced our
understanding of the role of international institutions in international cooperation and
order building. Here we use WTO rules as an example to illustrate how institutions
shape state behavior and reduce uncertainty and risk in international cooperation. Firstly,
Trade Policy Review is an exercise, mandated in the WTO agreements, in which
member countries' trade and related policies are examined and evaluated at regular
intervals. It is a key instrument allowing members to better understand each other's
trade policies. This in turn facilitates the compliance of commitments and thereby
alleviates uncertainty. Secondly, WTO is a multilateral framework. When an
institutional framework is agreed upon at the WTO level, states can rely on the
institution’s established procedures and principles to guide negotiations. In this way,
states can avoid the costs of creating new rules each time a new agreement is negotiated.

In summary, liberal institutionalism supports the idea that states cooperate
because of institutions. Depending on the different schools of liberal institutionalism,
there are four types of institutions: international organizations; mechanisms, processes,
and arrangements for regional economic integration; international regimes; and
international rules and norms. Functionalism perceives institutions as functional
international organizations which govern the behavior of member states and their
interaction. Neofunctionalism sees institutions as mechanisms, processes, and
arrangements that shape the integrative activities of the states for a regional economic
community. The regime theory treats institutions as a broad institutional environment
that structures state behaviors and their interactions. The neoliberal institutional school

regards institutions as the rules of the game and determinants of state behaviors and
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international order. Despite the variations in the definitions of institutions, broader or
narrower, all branches of liberal institutionalism challenge the basic premise of realism
on the anarchic nature of international relations and consequent pattern of state behavior
and interaction. Liberal institutionalists generally regard institutions as the primary
forces that drive interstate activities, shape the international behavior of states, and
structure their interaction and exchange. They contend that institutions rule and “trump”
everything else in determining economic development (Rodrik, Subramanian, and
Trebbi, 2004, p. 131). The four strands of liberal institutionalism all trust that successful
regionalism requires the right institutional arrangements, and logically the key problem
of weak regionalism in East Asia must be that states did not have sufficient and effective

institutional capabilities and resources for building a regional economic community.

2.1.2 Liberal institutional Explanations of Regionalism in East Asia

Unlike in Europe, where a partial transfer of sovereignty and a strong institutional
framework have been achieved, East Asian states have not yielded anything on
sovereignty. National identity is much stronger than regional identity. As a result of “a
statist preoccupation about sovereignty” (Yoo, 2014, p. 33), East Asian regionalism is
for the benefit of the nation-state not for the region itself (He, 2004, p. 120).
Specifically, neofunctionalism attributes weak regionalism in East Asia to the
prevalence of considerations of sovereignty and ideas of non-interference among East
Asian states. Neofunctionalism sees integration as a process generating spillover effects,
1.e., integration necessarily begins from the technical and non-controversial policy areas
and subsequently spills over into areas of “high politics”. However, East Asian
governments have been reluctant to cooperate in areas of high politics that threaten
national sovereignty. For instance, in her study on regional functional cooperation in
the economic and financial sector, Helen Nesadurai (2009) assesses three key financial
cooperation projects in East Asia: the CMIM, the ABMI, and regional bond funds. She
finds that depoliticized financial cooperation has worked well in terms of knowledge

production and sharing activities. But low political engagement and a lack of regional
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authority have limited the functional spillovers to new areas of policy coordination such
as currency and exchange rate matters. She thus concludes that concerns with
maintaining policy autonomy and the confidentiality of sensitive financial information
have “derailed” constructive discussions of further financial cooperation within East
Asia (Nesadurai, 2009, p. 22).

Furthermore, neofunctionalism perceives East Asia as an imitator of the EU
model and considers that East Asia has not found the right institution yet. As Breslin,
Higgott, and Rosamond (2002, p. 13) argue, to be a “proper” form of regionalism, a
degree of EU-style institutionalism needs to be in place. The neofunctionalist theory is
often cited to argue that, as a result of political spillover of economic interdependence,
East Asian regionalism is inevitable in time and will resemble Europe’s model of
regional integration. Influenced by neofunctionalist advice, ASEAN has been following
the legalistic approach and exploring EU-style regional integration. For instance, in
keeping with the European community-building practice, ASEAN countries established
the so-called “ASEAN Community” which is comprised of three pillars, namely the
Political-Security Community, the Economic Community, and the Socio-Cultural
Community. However, in terms of the level of institutionalization, ASEAN has not
really adopted the highly legalistic and bureaucratic approach of the EU model. One
fundamental difference is that the member states of ASEAN adhere to the principle of
non-interference in members’ internal affairs. European regional integration became
less of “a paradigmatic case of regionalism” and more like “a benchmark for particular
institutionalized paths of regionalism™ (Breslin et al., 2002; Heribert Dieter, 2006;
Peter J. Katzenstein, 1997, pp. 1-44).

In explaining weak regionalism, the regime theory has tried to look at East Asia
from an EU perspective and this has led many to consider the absence of formal
multilateral institutions in East Asia puzzling. Most of the literature on international
regimes has centered on European/Western, hegemonic, and natural resource regimes.
Much of the controversy over East Asian weak regionalism stems from the conflict

between the western-led conventional agreements and looser processes of consensus-
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building in East Asia. For instance, Robert Gilpin contrasted regional integration as
“politically motivated and institutionalized” in Western Europe and “primarily
economic and less institutionalized” in East Asia (Gilpin, 1993, p. 33). The western-led
conventional agreements require massive political commitments by governments to
legally bind themselves and reform current regulations and practices. However, East
Asia has adopted consensus-seeking gradualism. It has taken a different path from that
of the EU, with its large and powerful bureaucracy and the pooling of national
sovereignties in a central body. East Asia’s cautious, incremental progress is evident in
its leadership’s determination to avoid strong institutionalization. For instance, Acharya
and Johnston’s study speaks of the “ASEAN Way” of institution-building, which is
based on informality, flexibility, consensus, and non-confrontation (2007, p. 245). In
contrast to institutional designs across other regions, they point out that ASEAN states
“have deliberately and carefully designed their institutions to be informal” (Amitav
Acharya and Johnston, 2007, p. 246). These informal and weak mechanisms have
created a multi-layered web of political and economic ties across the region.

For neoliberal institutionalists, weak regionalism in East Asia is an unsolved
puzzle. There is a huge gap between the pattern of regionalism anticipated in the theory
of neoliberal institutionalism and the actual outcomes in the regionalism in East Asia.
The former is a result-oriented integration based on laws and formal institutions, while
the latter is process-oriented which features consensus-building and a low level of
institutionalization. The East Asian institutional architecture is thus perceived as
“Institution-light” or “under institutionalized” in the design, resources provision,
delegated powers, the extent of legalization, and the efficacy of its existing
arrangements for integration (Capannelli and Kawai, 2014; Johnston, 2012; Khong and
Helen, 2007). Neoliberal institutionalists tend to attribute weak regionalism to factors
that impede interstate cooperation such as domestic political systems, the absence of
undisputed leadership (Capannelli and Kawai, 2014), great power geopolitics (Beeson,

2006), the role of culture and identities (Yu, 2003), power transition and uncertainty
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about future benefits or concerns with asymmetric future benefits®* (Lipson, 1991).
They argue that it is due to these hindering factors that the institutions of East Asian

regionalism are not working as designed or intended.

2.1.3. A Critique of Liberal institutional Explanations

As discussed above, all four branches of liberal institutionalism explain weak
regionalism in East Asia with a heavy reliance on comparison of the East Asian
experience with the European integration experience. They argue that East Asian
regionalism is not as successful as that of Europe because East Asian countries did not
borrow an “EU-style” setup such as a supranational authority and a clear-cut
membership for an economic community. Remarkably different from Europe’s
emphasis on the transfer of sovereignty, East Asia does not have a regional authority to
provide a solution to the problems of interstate cooperation. Also, in contrast to the
European way of closed regionalism, open regionalism in East Asia stipulates that
initiatives for regional economic integration are not necessarily limited to a specified
number of members within the region. Therefore, liberal institutionalists attribute weak
regionalism to the institutional design such as a lack of regional authority and contested
regional boundaries.

Any study seeking to define the patterns of East Asian weak regionalism must
answer a fundamental question: what purpose is East Asian regionalism to serve? Or
what has it achieved? There has been no such grand design in the style of the EU for
regionalism in East Asia. East Asian policymakers voted no with their feet on the EU-
style institutionalization and led the region to move in a different direction. Researchers
of East Asian regionalism have also questioned the usefulness—“one size fits all”—of
the Eurocentric theory. They assert that imitating the EU’s legalistic and centralized

model of cooperation may not necessarily achieve what is intended in East Asia (Moller,

24 Compared with EU, East Asia has a less equally distributed and stable power structure. East Asia is
one of the most dynamic and fastest growing regions in the world. The dynamics of international relations
in East Asia are undergoing broad and fundamental changes. This asymmetry in interdependence and the
changing power structure are not ideal conditions for building stable cooperation.
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2008; Yeo, 2010). They play down the importance of the institutions by arguing that
institutionalization is not the end-goal of cooperation but simply a mechanism through
which cooperation occurs.

Realists argue that all branches of liberal institutionalism accord excessive
attention to the institution-building process and fail to see the real dynamics that shape
the outcome in East Asian regionalism. For instance, Stein (2008, p. 206) reviews the
liberal institutional theory and points out the over-emphasis on the role of institutions.
According to him, an institution is an intermediate variable that may only have
“marginal” or even “epiphenomenal” effects on state behavior. A flaw of liberal
institutionalism is that it ignores factors such as state interests and capacities when
explaining institution building. A more vigorous attack is presented by Mearsheimer,
who, quite mercilessly, criticizes liberal institutional theory and points out the
endogeneity problem as “the false promise of international institutions” (Mearsheimer,
1994). The endogeneity problem refers to situations in which international institutions
are correlated with state interest and capacity. Realists argue that rather than institutions,
state power is the more fundamental factor accounting for state behavior.

More recently, this problem has been acknowledged even among the scholars of
liberal institutionalism. The endogeneity problem in liberal institutional explanations
has led to more urgent attention being given to fundamental factors such as power and
interests. Keohane and Martin (2003, p. 97) admit that insofar as the theory of
institutional origins and functions is accepted, the independent explanatory power of
institutional theory seems to disappear. Keohane (2012, p. 135) reminds liberal
institutionalists to learn a core lesson of realism—“Institutions rest on power and
changes in power generate changes in institutions”. In other words, the liberal
institutional theory is at its most robust when institutions are also explained by state
interests and capacities.

Given the problems in liberal institutional explanations, some scholars apply a
realist perspective and develop market force theory to explain East Asian weak

regionalism. One critical question being debated between liberal institutionalists and
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market force theorists is whether the region-building process should follow a “top-
down” or a “bottom-up” approach (Richard Higgott, 2016; Hoshiro, 2019; Pempel,
2005). The top-down approach refers to the government-to-government formation of
institutions, while a bottom-up approach focuses on the process of rationalization
powered by forces of transborder market expansion, trade, production networking, and

investment flow in the private sector. As
Figure 2-2 illustrates, the difference between the two approaches lies in the
directionality of the cause-and-effect relationship between regional institutions and

market forces.

Figure 2-2. Top-Down and Bottom-Up Approaches in East Asian Regionalism
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As discussed earlier, liberal institutionalism relies heavily on institutional design
to shape market forces and economic activities. It adopts a top-down approach.
Conversely, a core assumption of market force theorists is the bottom-up logic that the
“regionness” of East Asia is firstly established by market-driven regionalization and
later made through regionalism of institution-building. For instance, Capannelli and
Kawai (2014) expound that “in the absence of common institutions and specific
mechanisms to promote regionalism, market forces have induced closer economic
integration through the establishment of production networks in industries such as
electronics, home appliances, and automobiles”.

Similarly, Richard Higgott (2016, pp. 2-4) argues that the bottom-up lens is more

useful to explain the case of East Asia, as follows: “Asian trans-regional
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institutionalization is developing a bottom-up set of norms and practices that differ from
the top-down processes that fashioned the post-World War II global order...The less
formalized, but state-driven, nature of regional institutionalization in Asia is facilitating
the growth of multilateral practices at the regional and inter-regional level which
challenge the norms and practices that have for so long operated in the global
institutions”. Indeed, in the case of East Asia, the regionalization of market forces
predated the construction of regional institutions.

Market force scholars use different words to define this distinctiveness, such as
“from market-based to institution-based” (Haddad, 2007), or “from informal to formal”,
“from de facto to de jure economic integration” (Hiratsuka and Kimura, 2008; Kimura,
2008), or “networked regionalism” versus “institutional regionalism” (Yeo, 2010)%.
Regardless of these different definitions, market force theorists support a bottom-up
view of East Asian regionalism as they believe that it is the market forces that drive
nations to seek different institutional arrangements. Moreover, I argue that market force
theory complements liberal institutionalism’s explanations by providing compelling
insights into the underlying market forces behind institutions. Accordingly, if there is
no regionally oriented common ground in market power and interests, even the optimal
institutional designs, as advocated by liberal institutionalists, will fail to build a regional

economic community.

2.2 Market Force Explanations

There is substantial work on the role of market forces in East Asian regionalism. Market

force theorists assess market forces in different categories: trade, foreign direct

% Due to their similarities, here I only take one of them—*“networked regionalism” versus “institutional
regionalism”—as an example to illustrate the distinctiveness of East Asian regionalism. Yeo (2010)
contends that the region-building process in Asia operates on a logic different from institutional
regionalism in Europe. He contextualizes region-building in Asia as a networked regionalism which

features openness (instead of regional bloc) and issue-based leadership (instead of central leadership).
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investment (FDI), and transborder production networks (TPNs). Table 2-2 compares

the ways of assessing these three sets of market forces.

Table 2-2. Assessing Market Forces

Approaches Measurement Data Availability | Appropriateness
as the proxy
Trade Products and services Easy Low
FDI Industrial capital Easy Low
TPNs All production resources such as capital, Difficult High
technology, management skills

Among these three, trade and FDI accounts traditionally dominate because there
are readily available national data and they are indicators of the power of “the two
engines of globalization” (Jin, 2012). Trade accounts measure transborder flows of
products and services. FDI accounts cover the transborder movement of industrial
capital. Transborder production networks demonstrate a system in the industrial
organization of capital, technology, management skills, and other production resources.

Differing from trade accounts focusing on the flows of commodities and FDI on
capital, the TPNs approach is the most comprehensive because it records the sources
and destinations of all production resources and outputs. However, due to the difficulty
in quantifying the magnitude of TPNs, empirical studies on TPNs have not been well
developed until recently. These three approaches, each of which has its pros and cons,
attempt to shed light on how market forces drive transborder productional activities and
institutionalize a transborder economic order in East Asia.

To help understand market force explanations, the following section is divided
into four parts. The first three subsections look at analyses of the three sets of market
forces—trade, FDI, and transborder production networks—and show how they form a
set of explanations of East Asian regionalism. The final subsection puts forward a
critique of the market force explanations highlighting their lack of a strong theoretical

framework in linking these forces to East Asian regionalism.
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2.2.1 Trade Accounts: Transborder Flows of Products and Services

Trade economists use trade accounts to explain the power of market forces. Given its
easy availability, using international trade data is the most popular approach in
evaluating regional economic integration. There are three major approaches to the
empirical description of trading patterns in East Asia: 1) intra-regional trade; 2) inter-

regional trade; 3) global trade networks.

Intra-regional trade

Many academic studies have focused primarily on intra-regional trade relations in East
Asia (Chen, 2008; Drysdale and Garnaut, 1993; Frankel and Wei, 1997; C.-H. Kwan,
2001; Petri, 1993). As defined by ADB, intra-regional trade share is the percentage of
trade with intra-regional partners to the total trade of a country/region®. By applying
this approach,

Figure 2-3 presents a parallel comparison of trade partnerships in the EU, NAFTA,
ASEAN+3, ASEAN, and China-Japan-South Korea (CJK). From 1990 to 2017, the
intra-regional trade share within ASEAN+3 grew substantially, increasing from 38% to
47%. In regional comparisons, the level of intra-regional trade within ASEAN+3 was

mostly higher than that of North America and rapidly approaching that of the EU.

Figure 2-3. Intra-Regional Trade Ratios in Different Regional Frameworks

% It is computed as the dollar value of total trade of country/region i with country/region j expressed as
a percentage share of the dollar value of total trade of country/region i with the world. A higher share
indicates a higher degree of integration between partner countries/regions (available at:
http://aric.adb.org/integrationindicators/technotes).
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Based on the empirical data above, intra-regional trade researchers argue that
East Asia has developed a solid regional material basis to support regionalism. They
believe that the East Asian economy is increasingly regionally concentrated, and
requires therefore institutional efforts to support its development. Accordingly, they cite
non-economic factors as obstacles to region-building in East Asia, such as divergent
interests between developing economies and advanced economies (Stubbs, 2002), and
domestic interests and pressure groups (Aggarwal and Urata, 2013; Katada and Solis,
2010; Yoshimatsu, 2005). For these intra-regional trade analysts, market forces in East
Asia are increasingly regionally oriented, a reality that requires strong regionalism, but

the region fails to provide regionalism due to non-economic factors.

Inter-regional trade

In contrast to the intra-regional trade school, the second group of trade economists
argues that it is important to pay attention to both the intra- and inter-regional trade
linkages. They hold that East Asia has not only been regionally interdependent but also
globally connected. The inter-regional connectedness between East Asia and other
regions in the world, particularly with Europe and North America, has its historical
roots (Ando and Kimura, 2013; Ando and Kimura, 2014). In their early stages of
industrial development, most East Asian economies adopted a strategy of processing

export-led growth, which involves domestic firms obtaining parts and components
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across East Asia, processing them domestically, and exporting the value-added goods
to the global markets. As a legacy of processing export-led growth,?’ intra-regional and

inter-regional trade linkages form a triangle when plotted on a map, thus the “triangular

trade” pattern. Figure 2-4 demonstrates the two arms of the triangular trade in the East

Asian economy.

Figure 2-4. Triangular Trade Partnerships across the Asia-Pacific region
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In the first arm of intra-regional linkages, China and ASEAN’s developing
economies heavily rely on intermediate inputs from Japan and Newly Industrialized
Economies (NIEs) such as South Korea and Taiwan. In the second arm of inter-regional
linkages, China and ASEAN economies (excluding Singapore) are manufacturing bases
and export platforms, sending final goods to external markets such as the US and the
rest of the world (ROW). Trade economists, such as Fujita (2007), have identified this

typical voyage of a “made in East Asia” final product as triangular trade.

27 If the national economy is the unit of analysis, processing export places both ends of a production
process (raw material and final goods) outside the nation’s customs territory. In 1988, then Chinese
Premier Zhao Ziyang described the strategy as “Liang Tou Zai Wai” (F 3L 7E 9}, which means “two ends
abroad”. Since then, this term has been widely used in Chinese academic literature to describe the

processing export-led growth.
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In explaining weak regionalism in East Asia, these scholars find two obstacles
to East Asian regionalism. The first one is the intensifying competition within the region.
For years, China has been securing a position of monopoly in Factory Asia, putting the
“Made in China” label on a vast array of manufacturing goods. However, ASEAN
economies, including Malaysia, Thailand, Vietnam, and Indonesia, are boosting their
growth to become an attractive manufacturing hub. According to Wong and Chan
(2003), China and ASEAN economies are more competitive than complementary, given
that they share similar characteristics in the export structure. Major export items range
from labor-intensive products (e.g., textiles and apparel) to capital and technology-
intensive ones (e.g., electronics). As a result of increasing competition in manufacturing
activities, East Asian economies have developed conflicting attitudes towards building
a regional trading bloc.

The second obstacle is the heavy dependence on global markets. Triangular trade
reflects Factory East Asia’s dependence on extra-regional markets to digest its
production capacity. Regional production and trade networks are developed to produce
final goods destined for consumption outside the region, mostly in the US and the EU
(Mikic, 2011, p. 310). Taking China’s export destinations as an example, China’s final
goods exports are heavily concentrated in extra-regional markets (Athukorala, 2010, pp.
282-283). The share of Chinese exports to OECD countries (excluding Japan and South
Korea) in its total export increased from 29.3% to 50.1% between 1992 and 2004. Due
to the dependence on extra-regional markets, open regionalism, rather than a regional
bloc, is perceived by these scholars as a pragmatic approach to serve market interests.
In sum, inter-regional trade academics attach great importance to the role of extra-
regional powers and believe that this dependence on extra-regional forces has

significantly hindered the development of East Asian regionalism.

Global trade networks
By combining intra-regional and inter-regional trade accounts, the third group of trade

economists uses the network method to map global trade structures. By comparing trade
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structures across different regions, they argue that they can offer a potentially more
powerful explanation of the weakness of East Asian regionalism.

According to their comparative research, the trade structure in East Asia has
shown two distinct characteristics. Firstly, intense intra-regional component trade is a
characteristic feature of East Asian economies. In comparison with Europe and North
America, component trade has played a more significant role in trade expansion in East
Asia as seen in various systems of measurements and analysis?® (Athukorala and
Yamashita, 2006). At the single-economy level, for example, the portions of component
trade in Singapore, Malaysia, and the Philippines account for over half their total trade
in manufactured goods (C. M. Dent, 2016, p. 50). The high portions of their component
trade reflect the highly-developed transborder production-sharing model and the
resulting regional trade integration in East Asia.

Secondly, East Asian trade networks are more hierarchical and imbalanced than
the EU model. By comparing the volume of bi-directional trade flows, we can easily
tell the structural difference between Factory East Asia and Factory Europe. For
example, Figure 2-5 presents the global trade structure of the year 2009. The width of

the arrows represents the volume of value-added trade.

Figure 2-5. Global Trade Structure (2009)

28 These include UN Broad Economic Classification (BEC) and Trade in Value Added (TiVA). See
(Athukorala, 2011; Ferrarini, 2013; Ueki, 2011) for BEC product classification, and see (Ferrarini &

Hummels, 2014) for the production of TiVA indicators.
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Ferrarini and Hummels (2014, p. 3) describe their analysis of Factory East Asia
as part of the structure: “At the top, countries such as Japan—and the US from outside
the region—inject value added through the provision of key components and services
to the PRC, the hub downstream, as well as through Malaysia, Thailand and to a lesser
extent the other Association of Southeast Asian Nations economies as well as India”.
They observe that the US and Japan are the most important value-added suppliers to
China. In return, China has much less value-added to provide. This vertical and
imbalanced trade structure in Factory East Asia contrasts sharply with the EU model.
In Factory Europe, Germany not only works as the absorption hub but also as the supply
hub. The width of bidirectional flows in Europe is very close, which reflects more
horizontal and balanced trade relations.

In explaining weak regionalism, proponents of global trade networks question
the usefulness of a regional bloc if East Asia’s trade regionalization remains
functionally dependent on external economies. On the contrary, they contend that weak
regionalism might be more economically desirable. Firstly, they argue that as
component trade prevails in East Asia, the high intra-regional trade ratio may not
accurately estimate the level of regional trade integration (C. M. Dent, 2016, pp. 50-

51). The actual level of regional trade integration is believed to be lower than suggested
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by the intra-regional trade ratio because components move across borders several times
before the production process is completed. This can cause the problem of multiple
counting and thus overestimation in intra-regional trade ratio (Johnson and Noguera,
2012; Kwon and Ryou, 2015; OECD, 2013). Secondly, researchers of trade networks
interpret the vertical and imbalanced trade structure in East Asia as caused by heavy
external dependence (ADB, 2014; Ferrarini, 2013; Ferrarini and Hummels, 2014;
Kasahara, 2013). Vertical processing trade patterns in East Asian regional production
networks rely heavily on component provision from extra-regional partners such as the
US. These researchers argue that East Asia’s dependence on the global economy hinders
its movement toward a regional economic and political bloc (Gilpin, 1995, p. 8).

To summarize, trade relations range from intra-regional, to inter-regional, to
global. Given the complexity of trade networks in East Asia, each of the three sets of
trade partnerships presents a different input to trade integration. Intra-regional trade
gives some support for trade regionalization, while inter-regional and global trade is
less supportive. These conflicting dynamics lead to a belief that trade accounts alone
cannot provide an adequate understanding of market forces. Complementing trade
accounts, FDI accounts offer a way of observing another aspect of regional economic
integration and tracking the transborder movement of industrial capital—a critical force

in regional economic integration.

2.2.2 FDI Accounts: Transborder Movement of Industrial Capital

Trade and FDI flows are “two engines” of globalization. While trade accounts record
transborder flows of products and services, FDI accounts focus on the transborder
movement of industrial capital. International industrial capital flows when foreign
investors, usually multinational corporates (MNCs) based in one economy, establish
operations under their managerial control in another economy. For example, Japanese
MNCs have been actively expanding their overseas production in developing
economies in East Asia taking advantage of favorable local conditions (e.g., cheaper

labor cost). Host economies also benefit from foreign investment with incoming
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industrial capital, technologies, and managerial know-how. These play a crucial role in
local economic growth. FDI provides a win-win situation for both the home economy
and host economies.

There are a large number of studies investigating the complementary
relationship between FDI and trade in the region (Fukao, Ishido, and Ito, 2003; Kojima,
1973; Nishitateno, 2013; Thorbecke and Salike, 2013). For instance, according to
Kojima (1973), the push forces for outward FDI are the cross-border differences in
production factor costs (especially labor) and other location advantages. Multinational
firms have motivations to invest in and transfer production to lower-wage countries by
exporting sophisticated parts, components, and technology for assembly. Ando and
Kimura (2005, p. 199) define this complementary relationship between FDI and trade

in East Asia as an “FDI-trade nexus”%°

and explain how this nexus works in developing
transborder production networks®’.

To complement insights from trade accounts, I explain the measurement of
market forces from the perspective of FDI. To do this, I begin with an analysis of the
patterns of FDI in East Asia by destinations, sources, motivations, and industry

composition. Based on this analysis, I discuss the implications of the FDI patterns for

weak regionalism in East Asia.

Patterns of FDI in East Asia

Unlike the domination of intra-regional mutual FDI in the EU, one-way vertical FDI is
a noteworthy characteristic in East Asia. East Asia is one of the world's top recipients
of FDI. FDI inflows in East Asia have been fundamental for economic growth in the
region. ASEAN and China both have a high dependency on FDI for their export-led
growth. In their early stages of economic development, both ASEAN and China were

major destinations of FDI (Ku, 2010, p. 202; Puah, Kueh, and Lau, 2007). ASEAN’s

29 Urata (2001) analyzes the mechanisms of economic growth in East Asia during the mid-1980s through
the mid-1990s, and argues that the formation of trade-FDI nexus is one of the most important ones.
30 They argue that the FDI-trade nexus has three key supporting elements: 1) active FDI by Japanese
MNCs across countries; 2) the existence of many sector-switching manufacturing affiliates; and 3)
intraregional trade by Japanese affiliates.
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and China’s inward FDI stock in 2018 reached $2.4 trillion and $ 1.6 trillion
respectively, accounting for 7.4% and 4.9% in global FDI stock.

Figure 2-6 compares FDI inflows to ASEAN and China from 1971 to 2018. In
the period, ASEAN and China recorded a tremendous upward movement of FDI
inflows from below $1 billion to over $140 billion. FDI flows to ASEAN and China

rose to all-time highs of $156 billion and $141 billion respectively in 2018.

Figure 2-6. FDI Inflows to ASEAN and China (1971-2018)
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In terms of the sources of the FDI inflows, the patterns are different in the

periods before and after the 1997 financial crisis (Kawai and Urata, 1998; Urata, 2002).
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In the pre-crisis period, Japan was the dominant source country. Most FDI inflow in
East Asia was from within the region. From a Japanese perspective, regional
destinations are attractive because of geographical proximity, cheap labor, and
considerable long-run economic potential in emerging economies. Japanese MNCs
expand their production networks via exporting sophisticated parts, components, and
technology to host economies in East Asia. By the mid-1980s, Japan’s FDI firstly
concentrated on the NIEs such as South Korea, Taiwan, Hong Kong, and Singapore. It
then expanded to ASEAN-4 in the late 1980s. The geographical distribution finally
included China and other developing ASEAN economies, especially Vietnam, in the
1990s.

In the post-crisis period, sources of FDI inflows in East Asia became more
diversified and globalized. With the active participation by extra-regional industrial
capital, Japan, the US, and the EU became the leaders in providing FDI to East Asia.
Japanese FDI diminished significantly due to the nation’s prolonged recession. In
contrast, American and European firms started to undertake FDI actively in East Asia
in the 1990s. They took advantage of the opportunities arising from the inactive FDI
from Japan and the 1997 financial crisis (Lipsey, 2006; Thangavelu, Rajan, and
Parinduri, 2008 ). For example, American MNCs, such as electronic giants Dell,
Hewlett-Packard, and Apple, came with a growing preference for subcontracting
manufacturing in East Asia as their manufacturing hub. Western European companies
also became increasingly aware of the growing importance of their region's economic
relations with East Asia (C. Dent, 1997). European players invested actively in the
fields of automobiles, electronics, heavy electrical machinery, and financial services.
For instance, in electronics, Nokia (Finland), Ericsson (Sweden), and Siemens
(Germany) succeeded in establishing their Asian production bases (Masaki and Kawate,
1998).

Besides the sources and destinations of FDI, some researchers investigate the

different motivations that drive FDI®'. They find that a substantial proportion of

31 One way to differentiate is by an investor’s motivations using a framework established by British
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intraregional FDI in East Asia is less market-seeking and more efficiency-seeking than
FDI from extra-regional sources (Athukorala, 2009; R. Baldwin and Okubo, 2014). One
example of market-seeking FDI is that Japanese MNCs produce “made in China”
products and sell them locally. Investors use multinational production to avoid trade
costs. On the other hand, efficiency-seeking FDI is commonly known as export-oriented
FDI*2. For example, Japanese MNCs produce “made in China” products and export
these goods to the US. This efficiency-seeking FDI rises because of production
fragmentation and cost differences in different economies.

When it comes to FDI in East Asia, the discussion is focused almost exclusively
on efficiency-seeking investment for its great contributions to export-led
industrialization in developing countries of the region (Ishida, 2012; Ito and Krueger,
2000; Z. Li, 2013; Tonby, Ng, and Mancini, 2014). Both China and ASEAN have
become major manufacturing hubs. China’s attractiveness to foreign investors as a
production hub is obvious. Every fluctuation in its manufacturing output and cost levels
makes headlines around the world. Likewise, foreign investors also have a growing
awareness of ASEAN’s value as a base of operations, where economies at vastly
different stages of development share immense growth potential.

The industry composition of FDI has also attracted much scholarly attention.
The examination of sectoral distribution reveals that a significantly large portion of FDI
in East Asia has been undertaken in the manufacturing sector, especially textiles,
electronics, and automobiles (Marukawa, 2002). FDI in the textile industry has
economic significance for late industrializing countries in East Asia. It is widely
perceived as one of the simplest and easiest industrialization routes (Akamatsu, 1962;
Rasiah and Ofreneo, 2009; World Bank, 1993). The electronics sector, where parts and

final goods are both highly tradable, is another example of sectoral preference®. The

economist John Dunning. According to Dunning (1980), there are four kinds of investor’s motivations:
natural resource-seeking, market-seeking, strategic asset-seeking, and efficiency-seeking. Investment.
This last category—efficiency-seeking FDI—refers to the FDI that comes into a country seeking to
benefit from factors that enable it to compete in international markets.

32 Export-oriented FDI occurs when the majority of the output in the host economy is not absorbed in
local markets but exported to the investing economy or other economies.

33 According to the report of OECD (2018), over 2012-16, greenfield FDI in ICT and electronics
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production fragmentation strategy adopted by MNC:s is to allocate production blocks
across East Asia. The growing automobile industry also offers opportunities for
investment in manufacturing. Automobile manufacturing and production have
skyrocketed most notably in China, Thailand, Indonesia, Vietnam, and Malaysia.
Automakers have gradually expanded their local procurements in host countries
(Nishitateno, 2013; Sasuga, 2013). Strong evidence shows that FDI in the
manufacturing sector is an important contributor to economic growth and development
in the host economies (Wang, 2009). East Asia stands to benefit from developing into

a globally attractive FDI destination and a primary manufacturing hub of the world.

Explaining weak regionalism

FDI researchers argue that FDI patterns in destinations, sources, motivations, and
composition are closely relevant to weak regionalism in East Asia. Two noteworthy
characteristics of the FDI patterns have been used to explain weak regionalism. One is
the increasing participation of global industrial capital. The other is the competition
between ASEAN and China in attracting FDI. FDI researchers argue that this external
dependence together with the internal competition demotivated states in East Asian
regionalism for a regional economic community.

Firstly, the long-term dependence on industrial capital from outsiders has made
the idea of an exclusive East Asian regionalism problematic. FDI sourcing patterns in
East Asia have shifted from the Japanese leadership to a more globalized one. The
involvement of extra-regional industrial capital helps East Asia integrate with the global
economy while weakening the material basis of a coherent regional economy.

Secondly, ASEAN and China have been competing to become global
manufacturing hubs, especially in textiles, electronics, and automobiles. ASEAN and
China both have a high dependency on FDI for their export-led growth. FDI is pursued

to fuel the industrialization process of East Asian developing economies. A major

manufacturing as a share of the manufacturing total exceeded 10% in Vietnam (26.5%), China (22.3%),
Malaysia (20.4%) and the Philippines (12.4%).
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concern of ASEAN economies from the early 1990s was the crowding-out effect of
China’s rise as a major host to FDI, including Japanese FDI (Athukorala, 2009). To
attract FDI inflows, there has been a high degree of competition involved, which has
made ASEAN economies anxious about China’s rise. This China anxiety partially
explains the resistance of some ASEAN economies to the idea of an East Asian
economic community. Instead, ASEAN economies have initiated the ASEAN
Economic Community among themselves. They attempt to build an ASEAN-centred
arrangement and create a single market and production base.

In sum, few have discussed the patterns of the flows of industrial capital in East
Asia to show how market forces researchers analyze the power of market forces in this
particular area and how this is linked to the problem of East Asian regionalism. Like
trade, FDI is believed to be another important variable adding new dynamics to regional
economic transactions. In particular, researchers have worked carefully to consider the
shift in the sources and destinations of FDI. Traditionally, Japanese MNCs undertook
export-oriented FDI in ASEAN and China. More recently, American and European
MNCs also increased their presence in East Asia for the cost-minimization of
production. FDI economists thus ascribe weak regionalism to these increasing extra-
regional FDI sources coupled with intense competition between the two major regional

FDI recipients, ASEAN and China.

2.2.3 Transborder Production Networks

As in the cases of trade and FDI, the market force theory believes that the patterns of
transborder production networks have shaped East Asia as an economic region.
Transborder production networks (TPNs) are connected systems among firms across
national borders. They are called production networks because they are based on the
division of labor in production. TPNs are formally defined as “the way resources,
capital, technology, and know-how flow across borders” (Borrus, Ernst, and Haggard,
2000, pp. 1-2). Transborder production networks are arrangements that link production

units in different countries to supply components, materials, and management for the
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final assembly of a particular product.

While admitting that national accounts of trade and investment data do give
some indication of market force explanations, the TPNs scholars argue that national
accounts alone provide an incomplete picture of regional economic transactions in East
Asia®*. Bernard and Ravenhill point out the limits of the national accounts in their
representative work Beyond Product Cycles and Flying Geese: Regionalization,
Hierarchy, and the Industrialization of East Asia. They argue that “The national
economy is held to be the appropriate unit of analysis and the nature of production is
ascertained by examining the flow of goods and capital between countries...This state
centric view sees political economy as a tightly coupled process between the rise and
fall of products and the rise of national economies” (Bernard and Ravenhill, 1995, pp.
183-184). In other words, it is the networks among firms woven by networks of
production, exchange, and distribution that now constitute the basic organizational unit
of manufacturing activity. The internationalization of production gives rise to
transborder flows of production factors such as goods and services (trade) and industrial
capital (FDI). TPNs scholars contend that it is the networks that matter. Accordingly,
trade and FDI accounts are at best important components in the development of
international production networks in East Asia. It is the transborder production
networks that determine the patterns of trade and FDI (Athukorala, 2011, 2013;
Athukorala and Yamashita, 2006; Fukao et al., 2003; Kawai, 2005; Wang, Powers, and
Wei, 2009). The value of choosing the production networks, rather than national
accounts, as the unit of analysis, is that they better capture the complexities and

dynamics of regional industrial organization.

Patterns of East Asian TPNs
In the case of East Asia, three stages can easily be identified in the evolution of TPNs:

flying geese pattern; regional production networks; and global production networks

34 See Bernard and Ravenhill (1995, pp. 185-187) for an example of the electronics industry that shows
how production linkages in East Asia are more complex than the trade and investment data
conventionally used to describe them.
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(see Table 2-3). Each stage features a unique pattern of TPNs, which closely mirrors

the changes in the division of labor in East Asia.

Table 2-3. The Development of East Asian Transborder Production Networks

Periods Patterns of Division of Trade FDI Key Participants
TPNs labor pattern source

1950s-1985 | Flying Geese | Horizontal Intra-regional | Japan-led | Japan, NIEs

1985-1990s | Regional Vertical Intra-regional Japan, NIEs,
production & inter- ASEAN-4
networks regional

1990s-2015 Globalized Vertical Global trade | Globalized | Japan, NIEs,
production specialization | networks ASEAN-4, China,
networks US, Vietnam

The first stage from the 1950s to the mid-1980s features a flying geese pattern®.
As illustrated in Figure 2-7, the flying geese pattern focuses on two dimensions: (x) the
inter-industry dimension; and (y) the international division of labor. The x-axis suggests

the sequential development of industries in a particular economy.

Figure 2-7. Structural Transformation of East Asian Economies

Latest comers F
L)
Latecomers ; ] 3?
LA v
q y 5 :
ASEAN-4 el
LA 4
¥ ¢ m=
NIE - :
LiA >y !
Japan |...J E 3'9 AAAAAAAAAAAAAAAAAA ,
-9 ¢ =9
» Time
Garments Steel Poputar T e HOTV

Figure credit: (Okita, 1985, p. 21)

Generally, an economy starts from light manufacturing (e.g., garments) to heavy

% For detailed discussions on the historical evolution of the flying geese pattern as well as its
interpretations, see Akamatsu (1962); Cumings (1984), Bernard and Ravenhill (1995), and Kasahara
(2013). Common reference to the flying geese is to a pattern of industrial diffusion from Japan to late

industrializing countries in East Asia (Cumings, 1984).
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industries (steel) and sequentially moves up the product ladder to more sophisticated
sectors (popular TV, video, HDTV). The y axis concerns the sequential pattern of
industrialization of East Asian economies. East Asian economies are said to follow one
another in a developmental trajectory. From the mid-1950s through the early 1970s,
Japan was the leading industrial power in the region. During the 1970s and 1980s, the
NIEs, namely, Hong Kong, Singapore, South Korea, and Taiwan, replicated the
development experience of Japan®®. Similarly, industrial transformation recurred in
ASEAN-4 (namely, Indonesia, Malaysia, Philippines, and Thailand) and China, and
more recently in countries in upper continental Southeast Asia such as Vietnam,
Cambodia, Laos, and Myanmar.

The second stage from the mid-1980s to 1990s features the development of
Japan-led regional production networks. The signing of the Plaza Accord (1985)
marked a watershed in the development of transborder production networks. The rapid
and steep appreciation of the Yen became a catalyst to Japan’s outward investment in
ASEAN-4, a regional group that includes Malaysia, Thailand, the Philippines, and
Indonesia. In the four years of 1986-89, growth in Japanese investment in ASEAN was
spectacular, with the sectoral focus moving quickly from textiles and metals to the
production of electrical machinery (Bernard and Ravenhill, 1995, pp. 181-182). The
spatial expansion of such networks connected ASEAN with production in Northeast
Asia.

The integration of ASEAN with regionalized manufacturing activity in several
industries was one of the most prominent shifts in the late 1980s and early 1990s.
Economically, the level of development of East Asia varies greatly. In regional
production networks, Japan was in the first tier, with NIEs in the second tier, and
ASEAN-4 in the third tier. This regional heterogeneity provided sources of integration.
As Borrus and his fellows (2000, p. 12) observe, “the region’s economic development

occurred in phases that created unusually heterogeneous production capabilities and

36 The economic rise of these economies is regarded as “a process that is tightly linked to the emergence,
maturation, and decline of particular industrial sectors” (Bernard and Ravenhill, 1995, p. 171).
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thus a high-degree of intra-regional complementarity”.

A vertical intra-industry division of labor, particularly in manufacturing,
strengthened the Japanese-led and exclusionist regional production networks in East
Asia. Yamamura and Hatch (1997) suggest that the transplantation of many standard
Japanese business practices in East Asia is based on the concept of keiretsu. Keiretsu
refers to an industrial structure based on powerful corporate groupings, which allows
Japanese MNCs to develop a complex web of production networks across the region.
In this Japanese-led regional industrial system, East Asian economies were integrated
as subcontractors and component suppliers to the Japanese industrial core. Some
scholars thus name the Japan-led regional production networks as “regionalization of
the Japanese economy” or a new Japanese-led “East Asian co-prosperity sphere”
(Gilpin, 1995, p. 6). Some critics argue that Japanese-led regional production networks
give non-Asian competitors an unfair disadvantage in economic competition. American
and European MNCs had a very hard time breaking into the regional production
networks in Japan’s power embrace.

The third stage in the 1990s to the mid-2000s highlights a globalized scale of
the regional production networks. Particularly, the US has become the most important
external force in shaping regional economic order (Sum, 2002). The rise of Global
Production Networks (GPNs)* indicated the significant change in the geographical
scope of transborder production from a regionally oriented to globally interconnected
East Asian economy.

In the case of Japan, the structural focus of its TPNs has shifted from a regional
focus to global expansion. By the mid-1980s, East Asia was in Japan’s domination
because of its deepening economic presence in the region (Yamamura and Hatch, 1997).
The traditional flying geese model of economic interactions between Japan and East

Asia worked as a unifying force of regionalization (Ozawa, 2003; METIL2003).

37 Global production networks refer to “the globally organized nexus of interconnected functions and
operations by firms and non-firm institutions through which goods and services are produced and

distributed” (Coe, Dicken, and Hess, 2008, p. 471).
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Japanese MNCs built transborder production networks in East Asia in automobiles, auto
parts, electronics, machinery, and other important industries. They maintain
exceptionally tight control over their network members—both formally affiliated
manufacturers and more informally related suppliers—throughout the region. This
production alliance is named the “keiretsu-ization” of East Asian manufacturing
industries (Yamamura and Hatch, 1997). As a result, non-Japanese foreign firms
wishing to enter markets faced extreme difficulties.

In this context, the US desired to assure that East Asian production networks and
markets were open to all. The US started to counter Japan’s emerging and deepening
production alliances in East Asia. Under the political and economic power of the US,
Japanese-led Asian production networks were reshaped. On the one hand, Japan opened
up Japanese-led production networks in East Asia®®. That FDI surge was soon followed
by the arrival of MNCs from Japan and the US, some from Europe, and their
construction of cross-border production chains into what became fondly known as
Factory Asia. On the other hand, Japan increased its investment in North America after
NAFTA was enacted in 1994%. Further into the 1990s, the perceived economic threat
posed by Japan receded, globalization accelerated, and multinational supply chains
proliferated. Japanese and US economic interests in the Asia-Pacific region have
become substantially aligned.

The shift in the structural focus of Japanese-led production networks had a great
impact on its attitude towards regionalism. Japan finally decided to support the idea of
the Asia Pacific, rather than East Asia in the late 1980s. The Japan-US economic
alliance was widely recognized as the propeller and cornerstone of their joint leadership
in the Asia Pacific region. The shared economic structural interests underlaid the Japan-
US strategic partnership on East Asian regionalism, particularly in promoting the APEC

agenda and the TPP agenda later.

38 For more details on the opening up of Japanese production networks, see Ernst and Ravenhill (2000).
3 According to JETRO (2001), from 1996 to 2000, Japan’s total outward FDI in the three NAFTA
member countries increased roughly 50 percent to $140 billion, and it had grown another 89 percent to
$265 billion by 2010.
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Similarly, in the case of China, the evolving economic structure and its changing
position within the structure greatly impacted its preference in East Asian regionalism.
In the early stage of China’s economic rise in the 1980s and early 1990s, China’s focus
was on greater China. As Weidenbaum put it, “This strategic area contains substantial
amounts of technology and manufacturing capability (Taiwan), outstanding
entrepreneurial, marketing, and services acumen (Hong Kong), a fine communications
network (Singapore), a tremendous pool of financial capital (all three), and very large
endowments of land, resources, and labor (mainland China)” (1996, p. 80). With the
implementation of China’s market-oriented reforms and opening-up policy, Greater
China emerged as a new epicenter for industry, commerce, and finance. Enthusiasm
towards forming a Greater China FTA ran high. Negotiations of bilateral trade
agreements between China, Taiwan, and Hong Kong were launched. These included
the Closer Economic Partnership Arrangement (CEPA) between Hong Kong, Macao,
and Mainland China, the Economic Cooperation Framework Agreement (ECFA)
between Taiwan and Mainland China. The long-term goal of these trade agreements, as
noted by Chinese officials and academics, is to integrate the economies of Hong Kong,
Macao, and Taiwan and then establish the long-proposed “Greater China Economic
Circle” (Liu, 2003; Pan, 2003).

However, the hopes for a Greater China FTA and the Greater China Economic
Circle faded when Mainland China embarked upon its “Going Global” strategy aiming
to integrate with the global economy. The importance of Hong Kong and Taiwan as
sources of FDI diminished somewhat in the 1990s as multinationals from Europe, Japan,
and the United States entered Mainland China directly (Tseng & Zebregs, 2002, p. 4).
China is not only one of the world's largest FDI recipients but also began to undertake
aggressive outward foreign direct investment (OFDI) on a global scale. The global
expansion of China’s industrial capital and production relations requires new
institutional frameworks to support, facilitate and protect. The Belt and Road Initiative
(BRI) is seen as designed to create interconnected hub-and-spoke production networks

centered on the hub of China (Cai, 2017).
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How TPNs discussion explains weak regionalism

Two critical points emerge from the discussion above on the evolution of TPNs that are
useful for us in understanding how the market force researchers relate this to East Asian
regionalism. First, it is commonly believed that the globalization of regional production
networks is the root cause of weak regionalism in East Asia. By the 1990s, the market-
driven regionalization, e.g., the formation of Japan-led East Asian production networks
and supply chains, required a supporting regional institutional framework (Baldwin
2008; Kawai and Wignaraja 2010). However, from the late 1990s, driven by the forces
of globalization, the structural focus of East Asian transborder production networks
further shifted from regionally concentrated to globally networked. An ADB study in
2012 explains this regionally integrated and globally connected East Asian economy as
follows:

The region’s diversity, development pattern, and global links have
generated a unique Asian model of regionalism - dynamic, open, multi-track, and
multispeed - which enhances prosperity not only in the region but also in the rest
of the world. Asia’s open regionalism underscores the importance of strengthening
trade, investment, and capital flows within the region while maintaining strong ties
with, and remaining open to, the rest of the world. It aims to build a regionally
integrated and globally connected Asia (ADB, 2012, pp. 61-62).

This study suggests that East Asian production networks call for institutions of
regional integration but at the same time challenge regional institutions which exclude
non-East Asian economic powers. In other words, open and weak regionalism, which
can better serve the market forces of the region, is not necessarily a bad thing.

Second, TPNs scholars often see obstacles to the institutionalization of regional
cooperation in East Asia driven by their shared export-oriented development patterns
and converging comparative advantages. Initially, the TPNs promoted a multi-tier
division of labor that helped to form an economic region in East Asia. Economies at

different levels of development were tied together by growing production linkages
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among the Japanese MNCs, their overseas affiliates, and local partners. However, East
Asian economies have adopted an export-oriented growth model and become involved
in global competition (Song, 2012). East Asian countries have become more competing
with one another than cooperating: e.g., China and Japan. Given the converging
comparative advantages and intensifying competition, it is impractical for East Asian
states to focus on building a regional economic community because their TPNs interests

and connections do not support such an inward-looking and closer regional entity.

2.2.4 Gaps in the Market Force Explanations

We have looked at representative works of the market force approach to explain East
Asian weak regionalism. Market force theory argues that regionalism in East Asia is
driven very much by the economic interests and forces in trade, FDI, and TPNs. The
cause of failure in East Asian regionalism is found not in institutions, but in the working
of market forces. Market forces may initially concentrate in East Asia, but their
destinations are not confined to the region. They go global in seeking efficiency, as
evidenced in the surge of transregional flows of products, parts, materials, capital, and
people. East Asia has developed a distinct approach in regionalism emphasizing
openness and broad connectivity that regional economic frameworks are compatible
with global trade liberalization.

However, the problem with the market force explanations is that it lacks an
effective theoretical framework to explain how market forces drive nations to seek
different institutional arrangements. In their challenge to institutional explanations,
market force analysts downplay the role of institutions and consider the outcomes in
East Asian regionalism simply as the effects of market forces. Market force
explanations thus are narratives of these market forces and their institutional
consequences. For example, in their analysis of transborder production networks, the
complexities of global and regional connectedness are usually interpreted as the root
cause of the overlapping regional institutions in East Asia. This interpretation lacks an

effective theoretical framework to establish the logical link between market dynamics
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and contending preferences in regional institutional arrangements.

This is where I develop my thinking for a more effective theoretical framework
to explain the problem of East Asian regionalism. My structural theory is not
necessarily an alternative to but rather a further development of the two sets of
explanations. On the one hand, I agree with liberal institutionalists that institutions can
play an instrumental role in promoting interstate cooperation. But I argue that
institutions not only shape interstate interaction but are themselves shaped by more
profound forces in international relations. On the other hand, I favor market force
explanations that East Asian regionalism is largely a productional forces driven process
by traders, investors, and manufacturers to seek institutional support at
intergovernmental levels. To better illustrate how material productional forces
contribute to the pattern of East Asian regionalism, in the next section I will consider
the logic of international economic structure that connects these material and
productional forces and the institutional preferences and the practices of states in East
Asian regionalism and the hypotheses arising from this theoretical framework that will

guide empirical research for this project on the problem of East Asian regionalism.

2.3 A Structural Theory of East Asian Regionalism

In this section, I discuss how this research project theorizes what caused the high
tension and the contention in the institutional preferences of states in East Asian
regionalism, which, as we have shown in Chapter One, contributed significantly to the
problem, or weakness in East Asian regionalism.

To establish such a structural theoretical framework, the remainder of this
section proceeds in three parts. In part one, I first discuss the concept of international
economic structure (IES). In part two, I illustrate the theoretical logic that connects the
structural forces and institutional preferences. Finally, in part three, I present how I
model international economic structures in this research project and ways of assessing

the effects of the IES on the institutional preferences of the states in East Asian
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regionalism.

2.3.1 International Economic Structure

I first look at the concept of international economic structure itself. What do we mean
when we speak about an international economic structure? And how do we demonstrate
its effects? Ever since Kenneth Waltz’s Theory of International Politics, international
structure has been widely accepted as a useful framework to analyze state action and
interaction in international politics. Waltz defines an international structure as a system-
wide distribution of capabilities of states in an “anarchic” international system (1979,
p- 93). The distribution of capabilities forms a material structure in interstate relations.
The anarchic condition means that there are no other forces that can effectively motivate
or constrain states except the structural force. A state’s position in the international
structure is therefore important. The relative position in a particular pattern of
distribution of capabilities determines how states define their interests, calculate their
actions, and behave in interaction with others. According to Waltz, the capabilities vary
across states in the following areas: the size of population and territory, resource
endowment, economic capability, military strength, and political stability and
competence. But he has never offered a precise definition of the compatibilities and
assigned indicators for empirical assessment of the distribution and hence the positions
of states.

Accordingly, the international economic structure (IES) is defined as the
systemwide distribution of economic capabilities and interests of the states and it
reflects the relative power and strength of a state in their relation to others. An
international economic structure is unique in the distribution of economic power. It can
be multipolar and competitive or hegemonic and hierarchical. Each state has a distinct
position in relation to others. Change in the economic capacity and interests of a state
or states leads to shifts in the structure.

Developing Waltz’s theoretical framework a step further, Immanuel Wallerstein
has pioneered a framework to describe the international economic system in structural

terms. In his celebrated book, The Modern World-System, Wallerstein focuses on three
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hegemonic powers in the capitalist world-economy—Holland, Great Britain, and the
US (Wallerstein, 1980). As Figure 2-8 illustrates, he discovers that a core nation or a
hegemony is defined by simultaneously productive, commercial, and financial
superiorities over other nations. These three superiorities overlap in time, but they are
successive. The productive superiority out of the three is “the only solid base on which
to stay ahead in the capitalist world economy” (Wallerstein, 1980, p. 48). The
productive efficiency in the agro-industrial sectors leads to the commercial primacy in
world trade, which leads, in turn, to the control of the financial sector of banking and
investment. These three sets of capabilities—productive, commercial, and financial—
have dictated the pattern of the core and periphery structure of the capital world system

in the past 500 years of European industrial growth and global expansion.

Figure 2-8. Wallerstein’s Model of the Sources of the Structural Position of Core

Nation/Hegemonic Power
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Financial edge
Hegemony

TIME

Source: Wallerstein (1984, p. 40)

Whereas his 1980 book focuses on the historical development of the modern
world economy, in a later book—T7he Politics of the World Economy (1984)—
Wallerstein explores the relations between core nations and periphery areas. In his

world-system theory, Wallerstein conceptualizes the world economy in a structure of
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core and periphery areas*°. Accordingly, “core processes in core areas—and more and
more of the processes that require less skilled and more extensive manpower that is
easiest to keep at a low-income level in other areas—peripheral processes in peripheral
areas” (Wallerstein, 1984, pp. 4-5). Wallerstein argues that, in the contemporary
capitalist world-economy, as production is increasingly organized in transborder
commodity chains, the pattern of a spatial hierarchy of the production processes leads
to economic polarization between core countries and periphery countries.

Lake (1984) further brings into play empirical material for an enhanced concept
of international economic structure. According to him, international economic
structures can be hegemonic, hierarchic, or multipolar. A state’s position in the power
distribution is critical to understand the effects of the international economic structure.
Lake identifies states in terms of six categories measured by their relative size and
relative productivity*!. Of the six categories, a hegemonic leader is the most powerful
state because of its greatest size and productivity in a structure at the time. Lake defines
an international economic structure as the hierarchic distribution of trade and
production capabilities of states dominated by hegemonic power. Moreover, Lake
focuses on the dynamism of international economic structure as the hegemonic power
rises and declines. As shown in Figure 2-9, Lake captures the transformation of the
international economic structure with the rise of powers into hegemony and the
subsequent decline from hegemony. These form a transition from one type of

international economic structure to another.

0 Wallerstein argues that the “world-economy” should be distinguished from that of “world economy”
or international economy. The latter concept presumes there are a series of separate economies which are
national in scope. These national economies trade with each other, the sum of these interaction and
exchange being called the world economy. In contrast, the concept “world-economy” is not a coming
together of national economies. Instead, it assumes that there exists an economy wherever there is an
ongoing extensive and relatively complete social division of labor (Wallerstein, 1984, p. 13).

4l See Lake (1984, pp. 150-151). The three categories of states of high relative productivity are
hegemonic leaders, supporters, and liberal free riders. The other three categories of states of low relative
productivity are imperial leaders, spoilers, and protectionist free riders.
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Figure 2-9. Lake’s Capturing of the Evolution of International Economic Structure
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Notes: Different positions of the states at different times in the respective distribution of
national capabilities, as measured by relative size and relative productivity. Relative size
is measured by a nation’s proportion of trade, while relative productivity is measured by
national output per man-hour relative to the average national output per man-hour in the

other middle and large-sized nations.
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Lake’s work provides an innovative way to empirically define the positions of
states and their shift over time, and a way of virtually describing the distribution of state
capabilities in the international system at a given time. Lake’s work also demonstrates
that an international economic structure is dynamic as the power positions of states
constantly shift. With these shifts, the character of the international economic structure
also changes, e.g., from the Great Britain-led hegemonic hierarchic structure in the
1870-1938 period to the US-led hegemonic structure in the 1950-1977 period.

Along this line, Xiaoming Huang interprets international economic structure
very much in the original spirit of Waltz and Lake. He agrees with Waltz and Lake that
international economic structures are measurable and observable (Huang, 2019). As
Figure 2-10 shows, Huang depicts the pattern of the global distribution of national
wealth and economic capabilities where East Asia is a primary area of origin of
economic interests and capabilities.

In studies empirically depicting international economic structures, national
accounts such as GDP size, trade volume, and productivity have been used. Huang
(2020b) discusses the use of production networks data to model an international
economic structure. He argues that although the distribution of GDP is a simple and
good index to measure the distribution of economic capabilities, it misses the economic
interactions and complex interdependence between nations. In an era of transborder
production networking, industrial parts supplies, capital, technology, and know-how
flow transnationally. In such an interdependent world economic system, nations not
only compete for national GDP growth but also cooperate to participate in transborder
production. The international economic structure thus should be thicker than the GDP

ranking and is increasingly shaped by industrial activities and relations across borders.

72



Figure 2-10. Huang’s Depiction of the Global Distribution of National Economic

Capabilities, 2014
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Figure credit: Huang (2019, p. 254), real GDP of states geo-economically located with size
measured in 2011 USD.

Huang adds a new set of indicators—transborder production networks—for the
analysis and assessment of the effects of an international economic structure. He
maintains that integrative transborder industrial, capital, and trade dynamics help form
a region-wide division of labor. Huang uses work by IDE-JETRO and WTO (2011) as
a model for an analysis of the structure of production networks. Built on the
sophisticated indicators of connectedness, the IDE-JETRO model, as shown in Figure
2-11, maps the evolution of the structure of production networks in East Asia and its
shift in the mid-1980s through the mid-2000s.

The pattern of regional distribution of trade capabilities shifted from a unipolar
and Japan-led structure in 1985 and 1990 to a bipolar US-Japan centered structure in
1995, a tripolar China-Japan-US centered structure in 2000, and a multipolar structure
in 2005. Notably, in 1985, only four participants came into the picture: Japan, Malaysia,
Singapore, and Indonesia. It was Japan, the leader in the flying geese model, who

dominated the supply chains. Then in 1990, the number of participants rose. Japan
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extended its production networks to the new followers: Thailand, South Korea, and
Taiwan. Since Japan signed the Plaza Accord in 1985, the strong Yen drove Japanese
enterprises to increase overseas production in neighboring economies. In 1995, the US
became involved. Malaysia and Singapore worked as the bridge that linked the two
industrial powers. In 2000, one year before it was accepted into the WTO, China built
up the production networks with strong connectedness to both Taiwan and South Korea.
The tripolar structure among the US, Japan, and China, became visible. In 2005, China
started to play a pivotal role in building regional production networks. According to
Huang, over time, regional production relations in East Asia have been dominated by
one or several industrial powers. These hierarchical structures involve unequal
exchange and competing national interests that have profoundly influenced the

development of the international economic and trade relations of East Asia.

Figure 2-11. IDE-JETRO’s Depiction of the Structure of Production Networks in East

Asia and Its Shift, 1985-2005
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Notes: C-China; I-Indonesia; J-Japan; K-South Korea; M-Malaysia; N-Taiwan; P-
Philippines; S-Singapore; T-Thailand; U-United States.

In brief, the aforementioned discussions and analysis of international economic

structures focus on an essential dimension of international economic structures: the
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distribution of economic capabilities. An international economic structure is unique in
the interstate distribution of economic powers and influences. It can be multipolar and
competitive or unipolar and hierarchic. Each state has a position in the economic
structure in relation to others. Changes in the economic capacity and interests of a state

or states lead to changes in the power relations among these states.

IES: the structure of value chains

This study will employ the framework of international economic structure to model the
structure of transborder production networks. I use the framework here very much in
the original spirit of Kenneth Waltz, taking the IES to be the distribution of economic
interests and capabilities of the states. I will focus on the distribution of a particular set
of economic interests and capabilities, value-added in transborder production
contributed by different states. Very similar to transborder production networks, global
value chains (GVCs) or supply chains refer to the transnational fragmentation of
production. These concern contributions by different states to the total value of a
product, the production of which is fragmented in different countries. GVCs analysis is
used in this study to build international economic structures. In the following
discussions, I will use these concepts interchangeably: production networks, value
chains, and supply chains®2.

A starting point for understanding the structure of value chains is the notions of
value-added and value chain, as developed by international business researchers. They
focus on the strategies of both firms and states in the global economy. In its most basic
form, value-added is the difference between the value of goods and the cost of materials
or supplies that are used in producing them. A value chain is a sequential set of additions
of value to the product in the whole process of its production, by which “technology is
combined with material and labor inputs, and then processed inputs are assembled,

marketed, and distributed” (Kogut, 1985, p. 15). If a value chain is fragmented across

42 Global value chains are not really different from global production networks or global supply chains
and the debate on these concepts is beyond the scope of this research.
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national borders, it is called a transborder or global value chain. Different amounts of
value-added in the process in different states form a structure of the transborder value
chains. For instance, the global value chain of Nutella can be identified in the structure
of an internationally fragmented value chain on a single product (See Figure 2-12).
There is a core-periphery structure in the GVCs of Nutella: “The food processing
company Ferrero International is headquartered in Italy and has nine factories
producing Nutella: five are located in Europe, one in Russia, one in North America, two
in South America, and one in Australia. Some inputs are locally supplied, for example,
the packaging or some of the ingredients, like skimmed milk. There are however
ingredients that are globally supplied: hazelnuts come from Turkey, palm oil from
Malaysia, cocoa from Nigeria, sugar mainly from Brazil (but also from Europe), and
the vanilla flavor from China (the manufacturer of vanillin is a French company that
also produces in France). Nutella is then sold in 75 countries through sales offices (that

are more numerous than those few represented in the Figure)” (OECD, 2012, p. 17).

Figure 2-12. The Global Value Chain of Nutella
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The GVCs description shows that the world economic system is hierarchically
organized into blocs and that countries play different roles (e.g., headquarter economy,
factory economy). This value-added accounting of production networks reveals the
relations between production units, provides a new empirical way to model and analyze
IES and assess its effects.

Similarly, the GVCs of Huawei is another example of how GVC analysis

describes and analyzes an IES and provides a better understanding of its character and

effects. Figure 2-13 demonstrates the suppliers exposed to Huawei across the globe.

Figure 2-13. The Global Value Chains of Huawei
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The Financial Times quoted Goldman Sachs as saying, “Across Huawei’s vast
supply chain, which stretches from China and Chinese Taipei to Japan, the US, and
Finland, the impact of the US indictment sent share prices sliding as investors fretted
over the future of the Chinese Telecoms equipment giant and whether it would now be
hit with an export ban” (Fildes & Lucas, 2019). The GVCs of Huawei are indicative of
the periphery position of China’s electronics industry, which relies on US, Japanese,

Taiwanese, and South Korean suppliers for key components. Despite years of strategic
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investment, China has been (so far) unable to master the production of its products in
value ownership and contribution.

From the examples above, we learn that GVC builds and sustains a vast and
unequal international division of labor splitting the world into headquarter and factory
economies. The structure of value chains is hierarchic. The position of countries in
GVCs affects the value countries are able to capture in the transnational production and
distribution of production (Kostoska, Mitikj, Jovanovski, & Kocarev, 2020). Most of
the value is created in activities upstream, e.g., innovation, R&D, design, and
downstream, e.g., marketing, branding, logistics, while typically only limited value is
created in the actual manufacturing/assembly stage. These activities e.g., assembling
and processing, take place in ‘factory’ economies of developing countries, whilst
intellectual work, e.g., R&D and design, takes place in the ‘headquarter’ in capital-rich
nations. It all seems to make perfect sense that in most developing countries exports
have risen substantially without a comparable increase in domestic value-added, but
production-linked gains typically expected in export-led growth dwindling.

Product-level stories such as Huawei and Nutella are only the tip of the iceberg.
Empirical studies at the industry level had not been undertaken until the 2010s. The
development of research on global value chains (GVCs) accounting as well as the
release of inter-country input-output (ICIO) tables has opened up insights into the
structure of value chains at the industry level. These tables enable shifts in the focus of
GVC from micro case studies to macro and quantitative analysis. As will be discussed
in Chapter Three, where 1 discuss data and methodology, the analysis of value chains
at the industry and country levels provides system-wide quantitative results for research

on international economic structures.

Using GVC analysis to analyze IES in East Asia
The hierarchic structure of value chains has been particularly relevant to the industrial
development of East Asia. In the second half of the twentieth century, Japan-led

industrial diffusion in East Asia led to the flying geese pattern of industrial development
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in the region. A core-periphery structure developed in the relations between the ‘leading
goose’, i.e., Japan, and the rest. The regional economic structure can be seen to have
only a single core (Japan). This is different from the cases of North America and Europe
where income levels of nations in regional integration (the US and Canada in the former
and the EU1S5 in the latter) are very similar.

The hierarchic structure remains in the relations between the lead country and
the networked countries in East Asia in the 21% century, despite the dynamics of
transborder production organization of industrial production. Facilitated by efficient
transportation and advanced communication technology, the regional economic
structure of East Asia has transformed from a single core to a multi-core industrial belt.
The multiple cores, which have their own agglomeration forces, spread from Japan and
South Korea in the northeastern corner, passing through mainland East Asia including
China, Hong Kong, and Taiwan, and to ASEAN-4 in Southeast Asia. A vast and unequal
division of labor splits the region into headquarter economies in Northeast Asia and
factory economies in Southeast Asia.

There are three patterns to observe in the international economic structure in
East Asia. First, the economic rise of East Asia has significantly reshaped the world
economic structure. As Huang has argued: “East Asia’s economic rise has shifted the
worldwide distribution of industrial, financial, and trading interests, relations, and
capabilities to East Asia” (2019, p. 146). While the newly emerging industrial powers
will seek to build a worldwide division of labor, how East Asian states engage and
develop relations with those in the other regions is of critical importance. This study
will compare the global distribution of value chains to see the structural relations among
the three regions, Europe, North America, and East Asia. Each region is assumed to be
a productional unit in the discussion of regional concentration of economic interests
and capabilities in the world economic structure. Their positions in the world economic
structure can be described and analyzed using data and methods in GVC analysis. This
analysis is important for us to understand the effects of the world economic structure

on the material basis for East Asia to be a legitimate unit for a regional economic
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community.

Second, in different stages of economic development and different waves of East
Asian industrialization, countries in the region developed into different types of
economies with different economic positions in the regional economic structure. Some
moved up to the top of the structure and became global hubs and hegemonic powers in
the region, while others are in the lower streams of the value chains and the lower
ladders of the structural hierarchy. The scale and focus of their economies differ
significantly in terms of global/regional connectivity. East Asian economies are
extremely susceptible to the pressures of economic regionalization and globalization.
Table 2-4 shows the two paths in the convergence of the effects of globalization and

regionalization on the international economic order in East Asia in the 1980s and 1990s.

Table 2-4. Effects of Globalization and Regionalization on East Asia: 1980s and 1990s

Paths Structural Actors Involved strategies of Examples
contexts re-territorialization
Regional- Embedded Local-national- New (sub)-regional | Growth
globalization exportism regional actors | division of labor triangles,
and their ‘flying geese’
networks
Global- Global Global Trade/investment APEC’s ‘open
regionalization | neoliberalism | hegemony (the | liberalization and | regionalism’
[SN)) regional market access

Table credit: Sum (2002, p.59)

In the 1980s, East Asia was under mixed pressures of regionalization and
globalization. Driven by the Japan-led Flying Geese dynamics, regionally oriented
market forces dominated the organization of transborder production networks. East
Asian economies developed highly integrated regional production networks which
resulted in a triangular trade pattern. However, East Asia was not the purpose or the
destination of these market forces. In search of a more efficient form of transborder
organization, market forces went global in the 1990s. Global production forces came
into play in the region. The US adopted an open regionalism approach. Institutionally,
it initiated the APEC project to promote trade and investment liberalization and regional
market access in East Asia. The US-led economic forces significantly reshaped the

economic structure of East Asia. The aforementioned IDE-JETRO and WTO study
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shows that by 1995, the Japan-led production networks in East Asia evolved into a
structure of Japan-US industrial complex in global value chains (2011, p. 74). From the
1990s onwards, the US became the most significant external force in the shaping of the
regional economic order. The second dimension of my empirical research in this project
will be devoted to analyzing the regional economic structure and its effects on East Asia
regionalism. Each national economy in East Asian regionalism is regarded as a
productional unit. I focus on the position of each economy in the regional economic
structure, using their rates of participation in regional value chains involving regional
productions only and global value chains involving also extra-regional partner countries.

In addition to structural analysis at the global and regional levels, the effects of
international economic structures on East Asian regionalism can also be analyzed at the
industry level in the particular pattern of the nation’s economic structure. There is
extreme heterogeneity in sectoral economic structures across East Asian economies.
Their developmental stages are different and so are their agriculture-manufacturing-
services ratios. Sectoral economic structures, in terms of the relative weight of the three
sectors in the GDP of the nation, shift from being agriculture-dominated to
manufacturing-oriented and to services-led in the process of the nation’s
industrialization and economic development. This change in the agriculture-
manufacturing-services ratios further results in a shift in employment opportunities
from low productivity, low wage agricultural jobs to higher productivity, higher-wage
manufacturing jobs, and then jobs in the service sector such as financial intermediation,
communications, and transport. The share of agriculture in national GDP and
employment fell while that of manufacturing and services increased. East Asian
developed economies have already matured and developed services-oriented economic
structures, while others are newly emerging in the past two decades or so and still
possess agriculture and/or manufacturing-oriented industrial structures. These
structural conditions are intentionally connected and an important material basis of the
international economic structures. Analyzing these conditions shall reveal how states in

East Asian regionalism are positioned in the regional and global structures and these
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conditions influence diverging institutional preferences of the states in East Asian
regionalism.

In brief, this research will apply the framework of international economic
structure and the GVC analysis to model international economic structures in East
Asian regionalism and analyze their effects on the institutional preferences of the states.
The causal logic underlying the framework needs further discussion and explanation
before we set to use the theory to hypothesize the three sets of relations this research to
investigate. The analytical framework of the structural theory proposed here can be

translated into a graphic model as shown in Figure 2-14.

Figure 2-14. A Framework of Modelling and Analyzing International Economic
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In the world economic structure at the global level, each regional economy is
treated as a basic production unit, e.g., Factory East Asia, Factory North America,
Factory Europe. The world economic structure is the distribution of productive
capabilities of all states in the world. We want to see whether there are concentrations
of world productional capabilities in the three areas where a high concentration rate is
expected in the theory of economic regionalism. The position of each region in the

structure is measured by the total value added by the region in the global value chains.
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By comparing how regionally concentrated and globally interconnected each factory is,
we can determine if there is a regionally concentrated economic structure to support a
regional institution-building project.

In the regional economic structure in East Asia, each nation is regarded as a
stand-alone production unit, e.g., Factory China, Factory Japan. The international
economic structure is measured by the distribution of capabilities among states in East
Asian regionalism. The position of each national economy in the structure is determined
by the total value-added by the nation in value chains operating in East Asia. We want
to know whether the value-added activities are more regionally focused or more
globally oriented. This is suspected to have a great impact on the divergence in nations’
interests and preferences for different institutional arrangements for transborder
economic activities in the region. By comparing how much regionally concentrated and
globally interconnected each national economy is, we can understand the underlying
structural dynamics that have driven nations to seek various types of institutional
arrangements for a regional economic community.

At the sectoral level of IES, each national economy has a different structure with
different weights of the agriculture, manufacturing, and services sectors in its total GDP.
This variety in development stages is believed to have formed an economic structure in
the region along the line of a division of labor between advanced economies,
developing economies, and those in between. Through investigation of this dimension
in this project, we want to know how these different structural dynamics influenced the
nations’ preference over competing initiatives in East Asian regionalism.

Together, these three areas of research focus explain what the structural forces
are in the structural theory. Discussions of the international economic structure here
provide analytical and empirical substance to the structural theory. I turn to discussions
of how structural forces relate to institutional preferences and selections in the next

section.
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2.3.2 How Structural Forces Relate to Institutional Preferences and Selections

From the discussions above, we have learnt that a major feature of the structural theory
is distinguishing the distribution of power which is a structural level variable as opposed
to power itself which is a state-level variable. States are confined to the unit level and
treated as 'black boxes' with fixed preferences for wealth, security or power. When
explaining policy outcomes, looking at the structural level variables parsimoniously
explain why “dissimilar units behave in similar ways”. However, when considering the
policy-making process, due to the inadequate elaboration on state behavior, the
structuralist framework cannot fully address how structural forces are “translated” into
the institutional preferences of states.

To solve the explanatory gap of the structural theory, here I engage with
liberalism to establish the theoretical logic that links international economic structures
to states’ policy decisions. Unlike purely economic analyses, liberal scholars highlight
the impact of institutional factors. For instance, Mattli (1999) contends that demand by
market players is not enough for integration to succeed. He presents regional integration
as a two-step process and outlines a distinct division of labor between market players
as ‘demanding’ and political leaders as ‘supplying’ transnational policy coordination.
On the demand side, market players like big businesses are incentivized to lobby for
regional rules, regulations, and policies that reduce economic and political uncertainty
as well as a wide range of financial risks relating to cross-border trade and investment.
On the supply side, there are conditions under which political leaders are willing and
able to accommodate demands by market players for institutional arrangements.
Willingness depends on the payoff of integration to political leaders, while ability rests
on the presence of an undisputed leader among the group of countries seeking closer
ties.

This division of labor between market players and political leaders is an echo
of the distinction between regionalization and regionalism. As discussed earlier, Breslin
and Higgott (2000, p. 344) define regionalization as bottom-up integration processes

that derive ‘from markets, from private trade and investment flows, and from the
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policies and decisions of companies’. Regionalism, on the other hand, is a top-down
process that ‘requires governments to sanction the relaxation of barriers to trade and
investment or, more proactively, to facilitate the provision of incentives to investment
and trade sponsorship’ (Breslin & Higgott, 2000, p. 346). This distinction between
regionalization and regionalism reinforces the division of labor between market players
as ‘demanding’ and political leaders as ‘supplying’ deepening regional integration
(Castle, Quesne, & Leslie, 2016).

Another representative liberal scholar, Andrew Moravcsik, also suggests that
we need to “take preferences seriously” (Moravcesik, 1994). By that, he means that we
need to look at where the preferences of states come from and then predict international
behavior. Built on the European integration process, he constructs a framework for the
study of international cooperation (see Table 2-5), which includes three phases: national

preference formation, interstate bargaining, and institutional choice (Moravcsik, 1998).

Table 2-5. International Cooperation: Andrew Moravcsik’s Framework

Stages National Preference | Interstate Institutional Choice
Formation Bargaining
Explanatory Economic interests Asymmetrical More credible commitment
variable at each stage interdependence
Observed outcomes Underlying national | Agreements on | Choice to delegate or pool decision-
preferences substance making in international institutions

Source: Moravcesik (1998, p.24)

The first stage concerns national preference formation. Based on major
decisions in the European integration process, Moravcsik argues that it is economic
interests that dominate when national preferences of member states are formed. The
second stage, interstate bargaining, seeks to explain the efficiency and distributional
outcomes of EU negotiations. The design of and membership in institutions remain
political choices that are the result of political contestation. According to Moravcsik,
asymmetrical interdependence has the most explanatory power to determine the
outcomes of interstate bargaining. The third stage, institutional choice, explores the
reasons why states choose to delegate or pool decision-making in international
institutions. Moravcsik contends that states delegate and pool sovereignty to get more
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credible commitments. Such a three-phase framework of international cooperation
reveals how structural forces relate to institutional choices.

This study mainly considers the first stage of national preference formation.
Although T acknowledge the role of political processes (i.e., the second stage of
interstate bargaining) on institutional choices and policy outcomes, this study highlights
the importance of the underlying economic interests (i.e., international economic
structure). In other words, I will focus on structural forces as an essential underpinning
of policy choices that shape institutional outcomes and contribute to explaining East

Asian regionalism.

2.3.3 Theorizing the Effects of International Economic Structures

Now I use the framework discussed above to specify the international economic
structures and the logic behind their effects on the problem in East Asian regionalism.
I organize this discussion in three groups of questions that form the basis for the three
hypotheses to develop in Chapter Three for the organization of empirical investigation
and analysis in this project.

More specifically, with the aid of Figure 2-15, I discuss my theoretical thinking
about the causal relationship between (1) the global economic structure and the material
basis of East Asia as an economic community; (2) the regional economic structure and
the interests and capabilities of states for regional institutional arrangements governing
transnational economic activities and relations in East Asia; and (3) the group of nations
of similar sectoral economic structures and the nations’ preferences and choice over
competing sets of institutional arrangements in East Asian regionalism.

Figure 2-15 1is an extended diagram of Figure 2-14 with the three sets of
structural forces, their effects on the three aspects of the weakness in East Asian

regionalism logically linked. I explain these three sets of relationships.
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Figure 2-15. Theorizing the Effects of the International Economic Structure on East

Asian Regionalism
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First, I focus on the global economic structure and the concentration of global
productional interests and capabilities in Europe, North America, and East Asia. Along
with North America and Europe, East Asia is believed to be one of the regions where
transnational production interests and forces concentrate in the global economic
structure landscape. However, in contrast with the successful experiences of state-led
regionalism in the EU and NAFTA, East Asia has been ambiguous what their various
projects and initiatives of regionalism intended to achieve: economic integration for a
regional economic community or economic cooperation for trade and production
networks and has been slower if any in making progress towards a regional economic
community. I suspect, on the basis of the logic of my structural theory, that this was
because of the lack of a solid material basis to support an institutional arrangement for
an integrative economic community. My hypothetical question about the first proposed
relationships is whether there are significant concentrations of transnational production
interests and capabilities in Europe, North America, and East Asia in the past 40 years
of rapid development of regionalism in the three regions and whether the level of

concentration was lower in East Asia than in Europe or North America.

87



Second, I focus on the regional economic structure and institutional preferences
of nations in regional institutions. The position of each economy in the regional
economic structure is determined by its participation in regional value chains (RVCs)—
involving regional partners only and global value chains (GVCs)—involving also extra-
regional partner countries. I suspect that the conflicting influence of regional and global
productional forces led nations to prefer different types of and multiple regional
arrangements in East Asia. Japan’s shift from its early focus on East Asia to the Asia
Pacific and China’s early focus on greater China, which shifted to the Asia-Pacific and
a global focus with its Belt and Road Initiative (BRI), are good examples of this. In
both the cases of Japan and China, there is an East Asian focus in the regionalization
arising from waves of East Asian industrial growth, but East Asia has not been the
destination or the purpose of these market forces that are led by Japan, China, Singapore,
or South Korea. They are always searching for a more efficient form of transborder
organization. They are global. So my theoretical question directed at this proposed
relationship is to what extent transnational production interests and capabilities that
influence the nations’ preferences for regional institutions come from within the nation,
from within the region, or from outside the region. Or how the production interests and
capabilities in East Asia are structured, and how this particular structure influenced the
institutional interests and preferences of nations for regional institutional arrangements.

Finally, I ask questions about the relationship between the grouping of countries
in the region on similar national sectoral economic structures and their preferences and
practice over two competing sets of institutional arrangements in East Asia, CP/TPP
and RCEP. I suspect that sectoral economic structure, in terms of varied shares of
agriculture, manufacturing, and services sectors in total national productional output,
influenced the interests and attitudes of the nations towards different and competing
regional institutional arrangements presented in CP/TPP and RCEP.

Countries with different sectoral economic structures tend to have different
institutional preferences. Japan and Singapore, for example, might have a services-

oriented economy which can explain their strong support and leadership for CP/TPP.
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China and ASEAN developing countries, on the other hand, might have a
manufacturing-oriented economy. This might be a factor for their support and
leadership for RCEP. Therefore, my theoretical question on this proposed relationship
is whether there is a pattern of grouping of countries of similar sectoral economic
structures, how their structural positions relate to their divergent institutional
preferences and practices in East Asian regionalism.

These questions together suggest that the underlying logic of my structural
theory that forces of the international economic structures of different geographical and
functional scopes influence the interests and capabilities of nations in East Asian
regionalism. The tension and conflict in these interests and capabilities are believed to
be behind the lack of development for a single region-wide institutional arrangement,
proliferation of mega initiatives and projects of regional institutions, and the emergence
of two overlapping sets of mega multilateral arrangements in East Asian regionalism.
The remainder of this thesis is empirical investigation and analysis to test the
hypothesized relationships, starting from research design and empirical material

organization in Chapter Three.
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Chapter 3 : Design and Organization of Empirical

Investigation and Analysis

Building on the theoretical framework developed in Chapter Two, I discuss the design
of the empirical investigations, methods of testing the hypotheses, and data organization
in this chapter. At the center of these empirical investigations is an analysis of how the
international economic structures in East Asia shaped the anxiety, contention, and
divergence of states for an institutional architecture of an East Asian economic
community.

I will discuss the logic, methods, and data organization in building these
international economic structures so that the effects of which can be empirically
examined and assessed. I discuss the construction of key indicators with which we can
determine the value of the key variables in the hypotheses developed from the structural
theory for the research problem. This chapter is organized as follows. Section 3.1
transforms the structural theory and derives the analytical framework into three
hypotheses that can be empirically analyzed against the evidence. Section 3.2 further
discusses the Global Value Chains approach and explains the scholarly rationale and
technical debate over the use of the GVCs approach for the description and analysis of
international economic structures in East Asian regionalism. Section 3.3 explains the
organization and use of data for empirical description and analysis of the international
economic structures. I discuss the choice of input-output tables as the main data basis,
methods of data visualization for structure description, and indicators for testing the

hypotheses.

3.1 How the Structural Theory Hypothesizes the Structural Effects

Building on discussions in Chapter Two, I first transform the structural theory and
analytical framework into three specific hypotheses that will guide our empirical

investigation. Each hypothesis theorizes one set of the effects and determines which
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international economic structure to analyze and which indicators to apply for analysis
of the effects. The first hypothesis focuses on the effects of global economic structure.
It compares the regional concentration indexes of value-added production in East Asia
with those in Europe and North America. The second hypothesis focuses on the effects
of regional economic structure. It takes East Asia as a group of national economies
where national interests compete for an institutional architecture for a regional
economic community. It compares the levels of global/regional connectivity of the
national economies for their divergent institutional preferences over regional
institutions. The third hypothesis focuses on the effects of different types of sectoral
economic structures on East Asian regionalism. This hypothesis is designed to see
whether different sets of sectoral economic structures impact the nations’ institutional
preferences in the case of two mega-regional arrangements, CP/TPP and RCEP,
competing for membership and legitimacy.

At the global level, Hypothesis 1 assumes that the function of a strong and highly
institutionalized regional arrangement requires the support of a coherent and well-
integrated regional economic structure. Conversely, without regionally concentrated
production activities, institution-building alone cannot produce a strong and effective
regional organization of production and distribution.

Hence, Hypothesis 1: Weakness in East Asian regionalism was partly because
of the lack of material support for an East Asian economic community. There were
concentrations of global production interests and forces in Europe, North America, and
East Asia. The higher the regional concentration index, the more successful the project
of a regional economic community.

H1 takes regions as basic production units, Factory Europe, Factory North
America, and Factory East Asia (see Figure 3-1). The left part of the figure indicates
the hypothesized relationship between the world economic structure and regional

projects, while the right part suggests the primary indicator to investigate and analyze.
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Figure 3-1. A World of Regional Factories
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HI is an opportunity to determine whether the different levels of concentration
are responsible for the project for a regional economic community and in the case of
East Asia, whether East Asia was lower in concentration rate which, as our theory
suggests, was a reason for weakness in East Asian regionalism.

At the regional level, Hypothesis 2 assumes that the regional economic structure
was partly responsible for the divergence and contention in the preferences of states for
regional institutions. H2 theorizes that if a national economy is more regionally
concentrated, it will seek an exclusivist East Asian regionalism. Otherwise, a more
globally interconnected national economy will pursue outward-looking regional visions
such as Asia-Pacific or even beyond.

Therefore, Hypothesis 2: The weakness of East Asian regionalism was partly
because of the divergent positions of the nations in the regional economic structure.
The more divergent in their global/regional connectivity, the stronger their desire for
different institutional arrangements in East Asian regionalism. This divergence is
suspected to be mostly shaped by the mixed influence of globally, regionally, nationally
originated value added in the production networks in East Asia. H2 takes the national
economy as the basic production unit, e.g., Factory China, Factory Vietnam (see Figure

3-2).
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Figure 3-2. National Interests for and Engagement with Divergent Initiatives and

Projects for Regional Institutions
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Similar to Figure 3-1, the left part shows the hypothesized relationship, how
production interests and capabilities of global and regional origins relate to East Asian
regionalism. The right part indicates the interests and engagement of nations’
preferences over multiple regional initiatives. H2 reasons that East Asian regionalism
is of intergovernmental multilateralism. National interests dominate their institutional
options and choices for regional institutional arrangements. Each East Asian economy
has different positions in the international economic structure, some more regionally
integrated and others more globally oriented. These different complexities in
global/regional connectivity have effects on their institutional preferences. An inward-
looking East Asian bloc, ASEAN+3, is only one of the various institutional options. But
there are also other institutional options such as ASEAN, China-Japan-South Korea
Trilateral FTA, RCEP, CP/TPP, and APEC.

At the level of sectoral economic structures, Hypothesis 3 assumes that each
national economy has different sectoral structural interests as defined by self-
sufficiency rate and agriculture-manufacturing-services ratio. The self-sufficiency rate

reflects the economic size or production capacity. The agriculture-manufacturing-
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services ratio is an indicator of the growth stage or development level of a national
economy. Variations in these two indicators connect nations in East Asian regionalism
into several groups, such as developed economies, developing economies, or
transitional/emergent economies. Each group shares a similar developmental agenda
and a similar position toward specific regional arrangements. H3 theorizes this
relationship in two specific cases: CP/TPP and RCEP. Hypothesis 3 states that: A4
services-focused economy is more interested in CP/TPP, while a more
agriculture/manufacturing-oriented economy is more likely to support RCEP.

Similar to the previous two figures, Figure 3-3 indicates the hypothesized

relations on the left side and the empirical investigations on the right side.

Figure 3-3. What Influences Nations’ Institutional Choice: CP/TPP and RCEP
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To sum up, these three hypotheses are designed to investigate the effects of
global, regional, and sectoral economic structures on the weakness in East Asian
regionalism. Each hypothesis corresponds to one aspect of the weakness as discussed
in Chapter One. At the level of global economic structure, we want to find out whether
the regional economy of East Asia is as concentrated as that of Europe and North
America. At the level of regional economic structure, the intention is to see whether

there is great divergence among the nations in the levels of global/regional connectivity
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of these national economies. At the level of sectoral economic structures, we want to
find out whether different sectoral economic structures group the nations to make
different institutional choices in East Asian regionalism. These three hypotheses
provide sufficient analytical and empirical space for us to test our structural theory and

arrive at a more realistic explanation of the problem in East Asian regionalism.

3.2 Justifying the Use of Global Value Chains Analysis

The three hypotheses require us to build the empirical model of the international
economic structures and construct three indicators for assessing the structural effects.
The GVCs analysis fits the requirements for empirical investigation and analysis. I start
with a discussion of GVC analysis as a general method for analyzing international
economic interdependence at the product level and firm level. I then discuss using
Input-Output Tables data for GVCs analysis at the economy/sector level. Finally, I
discuss how the input-output data is organized in GVCs analysis for our empirical

investigation and analysis.
3.2.1 Product-Level and Firm-Level Case Studies of GVCs

I use the visualization of the structure of international suppliers to Huawei published
by the Financial Times on 30 January 2019, to assist my discussion. We discussed this
in passing in Chapter Two but I include this graph again here as Figure 3-4 below.

The visualization is a great example of using GVCs analysis to form a visual
description of the structure of the global value and supply chains of a single firm. The
GVCs approach establishes a firm-centric or product-centric focus on multinational
firms “as potential agents of upgrading and development” and corporate governance

(Gerefti, Humphrey, & Sturgeon, 2005; Ponte & Sturgeon, 2014).
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Figure 3-4. Huawei’s Structure of Global Value Chains
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The last few years have seen a number of product-level case studies on mapping
GVCs. These include Barbie dolls (Tempest, 1996), iPod (Dedrick, Kraemer, & Linden,
2010), Boeing 787 Dreamliner (Tang, Zimmerman, & Nelson, 2009). All these products,
though labeled as made in a single country, actually involve value-added and parts
supplied from different countries around the world. More and more products today are
“made in the world” and comprise components from many economies across national
borders.

However, these product-level and firm-level case studies provide only part of
the story about production networks. The Huawei case, for example, tells about GVCs
for the firm where intermediate inputs were directly sourced in the production networks.
It does not show further, however, where the intermediate inputs used in the making of
the intermediate inputs to Huawei were sourced. A macro view at the sector-economy
level, which goes beyond these case studies, is necessary to measure the international
fragmentation of value chains at the economy/sector level. As shown below, this
requires a full set of Inter-Country Input-Output (ICIO) tables, where all bilateral

exchanges of intermediate goods and services are accounted for.
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3.2.2 Economy/Sector-Level Framework of GVCs Accounting

GVCs accounting at the economy/sector level requires a comprehensive accounting of
all transactions in the global economy between industries and final users across
countries. This is facilitated by the value-added accounting framework and the Inter-

Country Input-Output (ICIO) tables*® that have become available recently.

Value-added accounting framework

Value-added is the capital value generated by production activities. International
fragmentation of value chains refers to that different parts of a product are produced in
specialized factories in different countries around the world. Ando and Kimura
explained in Figure 3-5 five production blocs in a production process starting from
research and development (R&D) activities for new products, to production of
standard/specific parts and components, and the production of final products by
assembling them (Ando, 2020, p. 137). Each production block is connected by value-
added in service-link costs such as transport costs, telecommunication costs, and

coordination costs, and/or headquarter (HQ) services.

4 1 discuss these technical matters only briefly to help understand the conceptual and practical
underpinnings of GVC analysis and the input-output data. I do not extensively discuss how information
from the national accounts and international trade statistics have been merged to arrive at a harmonized
version of intercountry input-output tables. These technical matters omitted here have been explained in
the user guide written by the World Input-Output Tables construction team (Dietzenbacher, Los, Stehrer,
Timmer, and De Vries, 2013; Timmer, Dietzenbacher, Los, Stehrer, and Vries, 2015) that accompanies

the dataset used in this project.
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Figure 3-5. Fragmentation of Production
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To measure the contribution of each in the transborder production processes,
value-added is quantified in each production block. When these production blocks are
located in several different countries, a division of labor across borders as global value
chains is formed, resulting in international fermentation of the production process. This
division of labor and fragmentation, and indeed the international structure of the

production forces, are best captured using GVC analysis.

ICIO tables
Value-added and parts supplied to the production of final goods are sourced from
different countries around the world. However, these transborder flows of value-added
are not always precisely reflected in conventional accounting frameworks of
international trade and global production networks. The ICIO Tables address this issue
including data on all value-added by all countries in the production of goods and
services. Built on the core variable of value-added, ICIO Tables have been developed
to capture direct production linkages between countries at the economy-sector levels.
The input-output analysis model is not something new. It was developed by
Wassily Leontief, the Nobel-Prize-winning economist, in the 1930s. The core concept
of the input-output tables is simple—an industry’s outputs are another industry’s inputs.

A national input-output table shows, in chess-board format, inter-industry transactions
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of goods and services in the national economy for a certain period (usually one year).

Although the national input-output accounts provide a good description of value
chain linkages across industries within a given country, the problem is that they stop at
the borders. National accounts lack information on how imported goods are produced
and how exports are used in production abroad, and thus cannot reveal the full picture
of the inter-country production linkages. This problem is fatal as “production processes
are characterized by international fragmentation leading to an interdependent structure
which has to be accounted for” (Dietzenbacher et al., 2013).

To meet this challenge of fully accounting value-added and parts supplied in
transnational production networks, ICIO Tables combine national input-output tables
to produce inter-country input-output data. An ICIO table is a set of national input-
output tables that are connected in bilateral international trade flows. Figure 3-6 shows

a schematic outline for a World Input-Output Table (WIOT) involving three countries.

Figure 3-6. Schematic Outline of an ICIO table
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The ICIO table provides a comprehensive representation of all transactions in
the global economy between industries and final users across countries. Value is created
by inter-economy/sector linkages of the world economy as a system and is distributed
in the form of wages, profits, taxes, and other rewards. As explained by Timmer et al.

(2015) in the User Guide of ICIO tables, the columns contain information on production

99



processes from the perspective of producers, and the rows indicate the distribution of
the output of industries over user categories from the perspective of users. From the
perspective of producers, the production process of a particular product requires supply
from other industries as well as value-added by labor and capital. From the perspective
of sellers, products can be used as intermediates by other industries, or as final products
by households and governments (consumption) or firms (stocks and gross fixed capital
formation). An important accounting feature in the ICIO table is that the gross output
of each industry (given in the last element of each column) is equal to the sum of all
uses of the output from that industry (given in the last element of each row). ICIO tables
thus allow researchers to systematically track and classify the use of each
country/industry’s output as an input into another country/industry’s production or as

final demand.

Use of ICIO data in analyzing trade and transborder production networks

The development of value-added frameworks and ICIO tables has significantly
strengthened our ability to analyze structures of GVCs at the economy/sector level.
Much progress has been made in new methods for GVC accounting and analysis:
bilateral trade flow decomposition and final good decomposition.

Decomposition of bilateral trade flows estimates domestic and foreign contents
of value-added of a bundle of exports. Jointly initiated by the Organization for
Economic Cooperation and Development (OECD) and the WTO, the Trade in Value-
Added (TiVA) Database has been developed **. It contains a wide range of indicators
on the value-added components of gross exports and the level of GVC participation by
economy and industry (OECD, 2013). This approach further developed methods of
vertical specialization (Hummels, Ishii, and Yi, 2001) and full decomposition of gross
exports (Koopman, Wang, and Wei, 2014). Based on such analysis of value-added trade
statistics, Baldwin and Lopez-Gonzalez conclude that “Supply chain trade is not

global—it’s regional” and “The global production network is marked by regional blocs,

44 https://www.oecd.org/sti/ind/measuring-trade-in-value-added.htm
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what could be called Factory Asia, Factory North America, and Factory Europe™ (2013,
p. 18). This decomposition approach helps policymakers and academics better
understand trade in the 21st century.

One limitation in value-added-based trade analysis is that it tells where value-
added comes from, but not necessarily where it is ultimately absorbed. For example, if
a smartphone is made in China and sold to Chinese customers, it is not exported. Trade
economists do not give any consideration to this domestically consumed smartphone.
This type of trade analysis is not comprehensive enough to provide full insight into the
structural details of GVC distribution across economies.

In comparison to trade accounts, the system of final goods is more detailed as it
considers all final goods, whether for trade or domestic demand. It derives the
distribution of value-added by all economies/sectors involved in the production of a
particular final good. It is a very useful empirical tool for economic research and
structural analysis at the international level as it highlights inter-economy relationships

covering all sectors of the economy.

My construction of the international economic structure and investigation and
analysis of their effects in this project

The final good decomposition will allow me to capture the transnational distribution of
value chains in East Asia and model the international economic structure and data for
investigation and analysis. “Reconstructing” of global value chains at the
economy/sector level can reveal the origins of value-added in final products. This will
enable us to identify the national origins of the value-added in transborder production

networks.

3.2.3 Decomposition of Final Goods

I again start with the structure of the transnational production network of a Huawei
smartphone as a product-level example to elaborate on the method of final goods
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decomposition. Suppose the whole production process of the smartphone involves three
tiers of production located in three different economies®®, which are China (Huawei as
the final assembler), Taiwan (Foxconn as the integrated circuits/IC manufacturer), and
the US (Qualcomm as the IC designer). To map out all the value contributors in the
transnational value chain, I track every value-added component via backward
production linkage. Figure 3-7 demonstrates the simplified production network of a

Huawei smartphone.

Figure 3-7. Transnational Value Chain of the Production of Huawei Smartphone
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There are three tiers of production, displayed backward: final assembly (tier 0),
IC manufacturing (tier 1), and IC design (tier 2). The final stage of assembling is
completed in China (economy 1) and requires domestic inputs (capital, labor, and land)
worth $30. The rest of the value-added $450 is embedded in the imported intermediate
inputs (IC) from Taiwan (economy 2). In the IC manufacturing stage, the integrated

circuits are manufactured in Taiwan and require domestic intermediate goods worth

45 The real production networks of a Huawei smartphone are far more complicated than the three-
economy model and involve more stages of production undertaken by more companies. But for
simplicity, here I only discuss three representative stages.
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$150. Finally, the US (economy 3) contributes primary inputs worth $300 to IC design.

Overall, in the whole production process of Huawei smartphone, the distribution
of value-added is as follows: China ($30), Taiwan ($150), and the US ($300). The gross
value-added is calculated as follows:

g = g(tier0) + g(tierl) + g(tier2)

= China’s VA + Taiwan’s VA + US’s VA

=830+ $150 + $300

= $480

It is in this backward way that the value-added contributions in each production
stage by each economy can be identified and calculated.

The basic relationship is calculated as follows:

g = g(tier0) + g(tierl) + g(tier2) +...

Where g reveals the origins of value-added from each source economy and
sector which are ultimately attributed to produce the given economy-sector (i, j). V is
the diagonal matrix of vector v, which represents the value-added over gross output
ratios from each of the economy-sector. B = (I — A)~1is the well-known Leontief
inverse. It ensures that value-added contributions in all tiers of suppliers are taken into
consideration. Y is a specific final output matrix of the given economy-sector (1, j). The

technical discussions of the equation can be found in Los, Timmer, and de Vries (2015).

3.3 Empirical Data Organization

Now I explain how I use the final goods decomposition approach and ICIO Tables data
to construct the international economic structures. I first discuss the three key indicators
for ascertaining the relationships hypothesized in our structural theory. I will then

explain why and how I map the structures at the economy/sector levels. In the final part,
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I discuss data transformation for mapping the structures and constructing the indicators.

3.3.1 Key Indicators for Hypotheses Testing

For testing the three hypotheses, I use three indicators for empirical evidence. All these
indicators are calculated from the final goods decomposition discussed above. More
specifically, I use (1) Complex Network method and Regional Concentration Index
(RCI) to test Hypothesis 1; (2) Index of Global and Regional Connectivity (GRC) to
test Hypothesis 2; and (3) Self-Sufficiency Rates (SSR) and Agriculture-
Manufacturing-Services Ratios (AMSR) to test Hypothesis 3.

The RClI is developed by the Input-Output team of the Asian Development Bank.
I developed the GRC myself using the final good decomposition method. The SSR and
AMSR are indicators derived from Skyline Charts, developed by Uda (2003). I discuss
the design, construction, and use of these three indicators in hypothesis testing in the

following sections.

Complex Network Approach and Regional Concentration Index

To test HI, I use the complex network method to map or visually describe global
economic structures from 1995 to 2015. Second, I compare the Regional Concentration
Indexes in three major regional production units: Factory Europe, Factory North
America, and Factory East Asia, to determine the level of economic “regionness” of
each of the three regions.

More specifically, I will adopt the complex network method developed by
Ferrarini and Hummels (2014) to map concentrations of global production interests and
capabilities in the three regions. Despite their apparent simplicity, network visualization
is sufficient for exposing regional concentrations in the global economic structure
(Escaith, Inomata, & Miroudot, 2018). Each complex network map is made up of
directed edges (sourced from, contributing to) and connecting nodes (national
economies). Figure 3-8 is a sample of network visualization of an international
economic structure.
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Figure 3-8. Structure of the Production Network of the Automobile Sector in 2005
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The figure consists of four nodes, which represent four economies: China, Japan,
South Korea, and the US. The relative size of the node represents the volume of the
domestic value-added component in the economy’s final products and services in the
sector. The imported value-added components from the source node to the destination
node are visualized through arrows indicating the flow direction. The relative width of
the arrows is determined by the volume of value-added from the source economy to its
partner economy. The complex network method enables visualization of the structural
distribution of transnational production interests and capabilities of regions (as well as
nations, sectors).

The RCI indicates the level of regional clustering of global productional
interests and capabilities. Technically, the RCI measures the extent to which a region
absorbs value-added within the region relative to that absorbed by the world. For a

given region ¢ and given sector i, the RCI is computed as:

UbY 4,0/ VDY (a0
RCI(b N o= = =
(b)) UbY. (q.0)/ VDY.s

where an asterisk * denotes all traders.
RCI is a calibrated index that takes the ratio of intra-regional value-added
contribution in the region’s final products to the share of the region’s final products in

the world’s final products. Element denoted vby ¢, (g, i) gives the amount of value-
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added originated from the region itself recorded in final products of a given region ¢
and given sector i. Element denoted vby*, (g, i) tells the amount of total value-added
recorded in final products of a given region g and given sector i. Element, vbhy**,
represents the amount of total value-added in final products of the world economy.
Using the yearly RCIs, I compare the levels of regional concentration of
production networks in Europe, North America, and East Asia. An index close to 1
means value flows in a region at about the same rate as it flows outside the region. The
higher the index is, the more disproportionately a region relies on producers within

itself.
Index of Global and Regional Connectivity
To test H2, I use the final goods decomposition method to break a national economy’s

final goods into three parts based on the origins of value-added (see Figure 3-9).

Figure 3-9. DVA-RVA-GVA Split of Final Goods
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Y represents final goods labeled as made in a particular East Asian economy. Y
is decomposed into three parts: domestic value-added (DVA), regional value-added
(RVA), and global value-added (GVA). DVA, RVA, and GVA represent value-added
sourced domestically, regionally (in East Asia), and globally (outside East Asia)
respectively. The sum of the three equals the total value-added of final goods.

Based on the DVA-RVA-GVA decomposition, I further construct a two-
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dimensional index to describe the position of each East Asian economy in the regional
economic structure. As Figure 3-10 shows, I build the GRC of each East Asian economy
coordinated by two indicators: the domestic-foreign split of value-added contributions
in final products and services; and the regional-global split of value-added contributions

within foreign value-added contributions.

Figure 3-10. Index Positioning East Asian Economies in Regional Economic Structure
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More specifically, the X-axis represents the share of foreign value-added (FVA)
in final products, indicating the participation rate of an economy in global value chains.
Generally, the higher the FVA share, the more open and internationally integrated an
economy, and the more willing the nation to invest time and energy in international
institutional building. The Y-axis represents the ratio of regional value-added (RVA)
over global value-added (GVA). This dimension measures the focus of an economy’s
international economic integration, suggesting whether it welcomes regional
institutional arrangements or wider ones such as trans-regional and global
multilateralism. The higher the ratio, the more regionally integrated an economy is, the
more motivated the nation is to build regional trade blocs.

By the point of intersection of the X-axis and Y-axis is (RVA/GVA=I,
FVA/(FVA+DVA)=10%), economies can be classified into four groups, each bounded
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by two half-axes. Economies in Quadrant I satisfy two conditions: first, RVA>GVA;
second, the share of FVA>10%. On the first, the distribution of value chains is more
regionally oriented than globally dispersed. On the second, the economy is open and
depends substantially on foreign productional forces. Economies in this quadrant would
have the motivation to welcome or even initiate an exclusivist regional arrangement.
Economies in Quadrant II also rely on foreign inputs. However, for these economies,
the origins of foreign inputs are more globally dispersed. Thus, they are more motivated
to become involved in trans-regional and global institutional arrangements. In contrast,
economies in Quadrant III and IV are more self-reliant with high DVA ratios (>90%).
Since most of the value-added contributions are sourced domestically, they are less

interested in global institutional arrangements.

Self-Sufficiency Rates and Agriculture-Manufacturing-Services Ratios

Finally, to test H3, I use the skyline chart method to visually describe the self-

sufficiency rate and agriculture-manufacturing-services ratio of an economy. Figure 3-

11 is a sample of skyline chart description of the structure of a national economy
discussed in an IDE-JETRO & WTO study on global value chains in East Asia (2011).
Figure 3-11 shows one stacked column corresponding to the total value added in a
sector of the economy. There are two points to note in capturing information on a
stacked column. First, its height is determined by the self-sufficiency rate (highlighted
in red). The self-sufficiency rate indicates if the sector has enough production capacity
to satisfy the economy’s domestic demand. Technically, the self-sufficiency rate
measures the share of domestic supply-induced output in total supply, which is

determined by both the demand structure and supply structure.
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Figure 3-11. The Skyline Chart
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Graph credit: IDE-JETRO & WTO (2011, p. 62)

Let us consider the demand structure first. The total demand for a product is
either induced by domestic demands such as consumption and investment, and foreign
demand in terms of export. At the lower part of the building, the amount of output
induced by domestic demand is taken to be 100%. Above this, the building gains extra
height from output induced by export demand. On the supply side, the supply of a
product is either via domestic production or import. If an economy’s domestic
production satisfies all of the induced demand, the economy would be self-sufficient.
Otherwise, the economy has to import products from overseas. So, there are two
sections in the upper part of the building. The upper section shows the amount of
domestic output displaced by imports. The lower section indicates the self-sufficiency
ratio of the industry. According to Leontief (1963), a mature and self-sufficient
economy tends to have a flat self-sufficiency line across all buildings in a skyline chart,
where full self-sufficiency is achieved when there is not too much reliance on foreign
markets for demand and supply of products.

Second, the different shares of agriculture, manufacturing, and services in the

total output suggest a distinct developmental stage of an economy. According to the
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Law of Petty Clark, when the per capita income of an economy rises, the main focus of
its industrial output shifts from agriculture to manufacturing, and then from
manufacturing to services (Clark, 1951)“®.

In Chapter Six, I will first display the skyline charts of regional groups: CP/TPP
and RCEP. As CP/TPP rules are centered around the trade in services and investment
and RCEP focuses on trade in manufactured goods, I hope to find out from the skyline
charts whether these two regional groups are different in their sectoral economic
structures. I will then construct skyline charts on each East Asian economy. I use this
to show if the sectoral economic structures of economies with dual membership in
CP/TPP and RCEP are more services-oriented than those excluded from CP/TPP and
involved only in RCEP.

To sum up, in testing H3 in Chapter Four, I use the complex network approach
and regional concentration index with ICIO data to map or visually describe the global
economic structures and the levels of concentration in the three regions. In testing H2
in Chapter Five, I use the index of global and regional connectivity to specify the
position of each East Asian economy in the regional economic structure. In testing H3
in Chapter Six, I use the self-sufficiency rate and agriculture-manufacturing-services
ratio to measure sectoral economic structures of CP/TPP, RCEP, and each East Asian
economy. These three hypotheses together test our structural theory that the structural
forces of transnational production networks contributed to the complexity and high
tension in institutional preferences of states in East Asian regionalism for regional
arrangements for trade and production and hence the weakness of East Asian

regionalism.
3.3.2 Case Studies of Textiles, Electronics, and Automobiles

The aggregate global value chains are of interest in themselves, but industry-level

46 There are a few exceptions against the law because other factors such as natural resource endowments
might be at play, too. But East Asian economies generally are not blessed with such resources, therefore
the law applies to all of them.
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mapping can further complement the overall picture of the transnational distribution of
value chains. To that end, I also select some cases for investigating the structural effects
at the industry level. I select three sectors: textiles, electronics, and automobiles for two
reasons. First, each of these sectors has a significant share in the total output, as shown

in Figure 3-12.

Figure 3-12. Shares by Industry of Domestic Value-Added in East Asian Gross Exports

to the World (2011)
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Source: author’s compilation based on OECD-WTO TiVA database

Since the 1980s, the centrality of Factory East Asia as a global manufacturing
hub in these sectors has grown significantly. In 2011, the shares of domestic value-
added in East Asian exports to the world in textiles, electronics, and automobiles
industries were 6.78%, 13.43%, and 7.95% of the total domestic value-added in all
industries of these sectors.

Second, each of these sectors represents an important category of manufacturing.
Following the method by McKinsey Global Institute (2012), manufacturing outputs can

be divided into five different categories (see Table 3-1).
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Table 3-1. Categories of Manufacturing

Sector Key Traits Examples of Industries
1. Global ¢ High research and * Chemicals and
Innovation development (R&D) intensity; pharmaceuticaks
for Local with competition driven by * Transport equipment,
Markets innovation and quality including automotive
* High trade intensity, but * Machinery, electrical
assembly and production can appliances
be regionalized
¢ Geared towards serving
customers located near
factories
2. Regional * High local content * Rubber and plastics
Processing requirement, and located « Fabricated metals
near ;Durcsﬂf rawmaterials | g0 beverages
CENEIC ] « Printing and publishin
* Highly complex and costly 2 - €
logistics
* Low tradability
¢ Automated production, with
little R&D
3. Energy/ * Intermediate inputs to other  * Wood products
Resgurce sectors; low tradability # Paper and pulp
Intensive * Price competition with litte & Basic metals
Commedities  product differentiation » Mineraks-based products
* Refined petroleum, coke, and
nuclear products
4. Global * High R&D intensity, with * Computers and office
Technologies' competition driven by R&D machinery
Innovators & Highly tradable, with very # Semiconductors and
high value to weight ratio electronics
which makes it economical * Medical, optical, and other
for the products to be precision equipment
manufactured far from the
source of final demand
5. Labor Intensive * High exposure to price *» Textiles, apparel, leather
Tradables competition * Furniture, jewelry, toys, and
* Highly labor intensive other manufactured goods
* Globally traded, with
low proxmity needs for
production

Table credit: McKinsey Global Institute (2012)

The categories of products produced in Factory Asia are more likely, but not
exclusively, to fall under the first and the last two categories. Specifically, the textile
sector represents labor-intensive tradables, the electronics sector represents global
technologies/innovators, and the automobile sector represents global innovation for
local markets. With these two considerations, I select these three sectors for the case

study at the industrial level.

3.3.3 Data sources, Transformation, and Indicator Construction
Data sources

Data in final goods decomposition are sourced from the UIBE GVC Indicator Database.
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The UIBE GVC Indicator Database*’ is developed by the Research Institute for Global
Value Chains at the University of International Business and Economics in Beijing.
This database covers the most widely-used GVC indicators, which are computed from
the ICIO tables published by OECD, ADB, WIOD, and other global initiatives. A
sample of the ICIO tables is found in Table 3-2.

Table 3-2. Inter-Country Input-Output Tables

ICIO tables Institutions Economies | East Asian | Sectors Timespans
economies
WIOD 2013 Consortium of 40 5 35 1995-2011
WIOD 2016% European 43 5 56 2000-2014
Institutions
AIO* IDE-JETRO 10 9 24 1985,1990,1995,
2000,2005
OECD-ICIO OECD/WTO 63 13 34 1995-2011
2016
OECD-ICIO 64 13 36 2005-2015
2018%°
ADB-MRIO%! ADB 45 9 35 2000,2007-2019

Source: author’s compilation based on the UIBE GVC Indicator Database

Each of the ICIO tables has different features in terms of the economies covered,
sector classifications, and timespans. The World Input-Output Database (WIOD) is the
most widely used for its data quality and updates. But WIOD only covers 5 East Asian
economies: China, Japan, South Korea, Taiwan, and Indonesia. The Asia Input-Output
database (AIO) is Asia-focused and covers most of the East Asian economies. But in
time series, it only covers years by 2005. OECD-ICIO tables cover 13 East Asian
economies: 5 Northeast Asian economies (China, Hong Kong, Taiwan, Japan, South
Korea) and 8 out of 10 ASEAN economies (except Laos and Myanmar). In time series,
OECD-ICIO tables have two editions (released in 2016 and 2018 respectively) and
together cover the period from 1995 to 2015. ADB-MRIO (the Asian Development

Bank- Multiregional Input-Output) tables also cover most of the East Asian economies:

a7 http://rigvc.uibe.edu.cn/english/D_E/database database/index.htm
48 http://www.wiod.org/home

49 https://www.ide.go.jp/English/Publish/Books/Io.html

50 https://www.oecd.org/sti/ind/inter-country-input-output-tables.htm
51 https://mrio.adbx.online/
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5 Northeast Asian economies and 9 ASEAN economies (not Myanmar). It covers the
years 2000, 2007 to 2019. Both OECD-ICIO and ADB-MRIO have facilitated the
production and analysis of GVC-related statistics for East Asian economies.

Based on the considerations above, the OECD-ICIO and ADB-MRIO are chosen
for our empirical analysis and hypothesis testing. Specifically, the calculation of the
VBY decomposition of final goods is sourced from the 2016 and 2018 editions of the
OECD-ICIO. The data for the years 1995 and 2000 are taken from the 2016 edition,
and the data for 2005, 2010, 2015 is based on the recently updated 2018 edition. The
data for the regional concentration indexes (RCI) and the regional input-output tables

for CP/TPP and RCEP are sourced from ADB-MRIO.

Programmes for data transformation, structure visualization, and indicator
construction

Three software programmes are used in this research to transform data, construct a
visual description of the international economic structures, and establish indexes and
indicators of the positions of East Asian states in these structures. They are R studio,
Cytoscape, and Excel VBA.

To deal with the huge matrixes of ICIO data, R studio is used to transform data
for reproducibility and easy use. OECD and ADB transmit R-compatible data to users.
For data processing using R codes, I use methods from 1) Los et al. (2015) for the final
goods decomposition, 2) the system codes of the UIBE GVCs Indexes.>? Inspired by
Ferrarini and Hummels (2014), I use Cytoscape to visualize the global economic
structure and calculate the concentration rates of regions in Chapter Four. The software
Cytoscape can be downloaded from the official website.>® VBA in Excel is used to draw
the skyline charts in Chapter Six. The VBA programme is downloaded from the

website® of Uda Kenjiro, the initiator of the skyline charts approach.

52 http://rigvc.uibe.edu.cn/english/D_E/database_database/index.htm.
53 https://cytoscape.org/
54 https://www.ccn.yamanashi.ac.jp/~kuda/en.html
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Chapter 4 : East Asia in the Global Economic Structure

This chapter reports on my testing of Hypothesis 1. We construct the global economic
structure of transnational production interests and capabilities, and use RCI to
determine the level of concentration in Europe, North America, and East Asia. I suspect
that the level of concentration of East Asia is lower than that of Europe and North
America. [ want to find out if that is the case by testing the hypothesis.

This chapter compares East Asia, Europe, and North America in the world
economic structure. Recent research identifies the growing importance of value chains
organized at the regional level that drives global value chains (GVCs) participation and
contribution to a handful of industries (Bamber, Fernandez-Stark, Gereffi, & Guinn,
2014; Gao, 2017; Stollinger, Weiss, Leitner, & Stehrer, 2018). While studies of regional
value chains (RVCs) capture significant interest, what constitutes an RVC remains
unclear. The main issue in this respect is that RVCs relate to transborder production
between countries in the same region, whereas GVCs refer to joint production involving
extra-regional countries. To what extent is the value of production in the region regional
or extra-regional?

In what follows, Section 4.1 discusses how I organize comparisons of East Asia,
Europe, and North America as stand-alone production units. I focus on all industries
and three key industrial sectors, 1.e., textiles, electronics, and automobiles. Furthermore,
I focus on the period between 1995 and 2015 to track changes over time.

Section 4.2 uses GVCs and RVCs data to construct global economic structures
and to develop a regional concentration index. I will first use the complex network
method developed by Ferrarini and Hummels (2014) to visualize the global economic
structure. Network visualization is an effective way of mapping structures of
transnational value chains. Despite their apparent simplicity, network graphs are very

effective for more advanced analysis of the structural relations and the pivotal role that
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production partners play (Escaith et al., 2018). I will also use that data to develop a
regional concentration index that shows the levels of intra-regional connectivity of
industrial production in Europe, North America, and East Asia. The region’s RClIs,
derived from the network graphs, provides a more precise indication of the levels of
regionalization. Specifically, I establish the ratio of the industrial production of East
Asia that takes place among economies of the same region and that with economies
from outside the region. The resulting RCIs shall reveal whether East Asia has a lower
level of intra-regional connectivity than Western Europe and North America as

theorized in H1.

4.1 Organization of the Empirical Material

To construct global economic structures and determine the levels of regional
concentration in East Asia, Europe, and North America. I decompose a country’s final
products into domestic value-added and foreign value-added in all industrial sectors
and the three key industrial sectors. I do that for all countries in the world available on
ICIO Tables. By decomposing the production of final goods in this manner, I capture
which countries the value-added comes from. This will allow for a clear picture of the

structural relations among the national productional forces and interests.

4.1.1 Regional Comparisons among East Asia, Europe, and North America

Hypothesis 1 looks at East Asia as a stand-alone production unit in the global economic

5 is used for several reasons.

structure. The benchmarking of Europe and North America
First, both Europe and North America have established a single and region-wide

institutional architecture in their region. Looked from East Asia, the EU and NAFTA

%5 East Asian region here includes 10 ASEAN nations and five Northeast Asian economies, Japan, South
Korea, China, Hong Kong, and Taiwan. Europe comprises 28 members of the EU. North America

includes the US, Canada, and Mexico.
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are the most developed experiences in regional economic integration. What drove East
Asian countries in East Asian regionalism has been their concerns of being left out in
the global development of regional trade blocs.

Second, Europe, North America, and East Asia are three major regions in the
world for the global influential clusters of production interests and capabilities in their
region. According to Baldwin & Lopez-Gonzalez (2015), international production
networks and value chains are mostly regional rather than global. Most supply chain
trade happens within what is called Factory Asia, Factory Europe, or Factory North
America.

Third, it is a puzzle how strong the regional concentration of international
production networks is within Factory East Asia compared to Factory Europe and
Factory North America. Traditionally, East Asia has intensive production linkages with
Europe and North America (Ando & Kimura, 2014; Kimura, Takahashi, & Hayakawa,
2007). The increasing dominance of East Asia as an industrial base may have affected
its international production ties with North America and Europe. The regional
comparisons are useful for us to understand the position of East Asia as a stand-alone

production unit.

4.1.2 All Industrial Level Analysis and Individual Industry Case Study

In constructing the global economic structure and regional concentration indexes, I
investigate the pattern not only at the general level including all industrial sectors, but
also at the level of individual industrial sectors. I chose three specific industrial sectors
for the latter: textiles, electronics, and automobiles. The reasons for my choice of the
three industrial sectors are as follows. First, these industries are particularly important
for export-oriented industrialization in East Asia. Labor-intensive manufacturing for
export in these industrial sectors has been a major engine of East Asia's rise. The
industries have been successful in creating extensive and dense production networks
within the region.
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Second, the development of these industries has been propelled by a massive
inflow of foreign direct investment (FDI), resulting in the extensive growth of TNC-
driven regional networks in the sectors. Because of different FDI policies in East Asian
countries, these production networks work differently among individual countries in
general and in the three industries in particular.

Third, each of these sectors has a unique feature in manufacturing and is in a
distinct category of manufacturing in ICIO Tables. The textile sector represents labor-
intensive and tradable manufacturing, the electronics sector represents global
technologies, and the automobile sector represents global innovation for local markets.
These different features influenced the pattern of the global distribution of productional

interests and capabilities in different ways.

4.1.3 Time Period Coverage

HI1 testing covers the development of the global economic structure and regional
concentration for the period from the mid-1990s and mid-2010s for two reasons. First,
the period is chosen because of data available from the ICIO Tables. We use data from
the OCED-ICIO Tables which are available only for the period from 1995 to 2015.
More importantly, though, these two decades witnessed the rise of China as a
formidable manufacturing powerhouse and the emergence of a China-centered regional
production network in East Asia. The rise of China has led to the reorganization of
production in East Asia (Gaulier, Lemoine, & Unal-Kesenci, 2007; Hummels, Rapoport,
& Yi, 1998). This period is also the time when regionalism spread around the world,
from Europe, North America, to East Asia. This period is very significant for the

research problem that is the focus of this project.
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4.2 Construction of the Global Economic Structure and Regional

Concentration Index

Using the input-output data and the methods in GVC analysis, we construct the global
economic structure and the regional concentration index (RCI). I first use the complex
network method to visualize the networks of the global economic structure. The
structure of value chains is visually presented in a network graph that shows the volume,
source country, and destination country in the transnational movement of final goods.
The imported value-added components from the source node to the destination node
are visualized through arrows indicating the flow direction. The relative size of the
nodes represents the volume of the domestic value-added component in the national
economy’s final products and services. The relative width of the arrows is determined
by the volume of value-added from a source economy to its partner economy.

I will then use the same input-output data to construct RCI. RCI measures the
extent to which a region absorbs value-added from itself relative to how much the world
is absorbing value-added from this region. This index is designed to show the share of
production occurring within a region. The yearly RCI further indicates the change in
the level of intra-regional industrial production in Europe, North America, or East Asia

over the period.

4.2.1 Global Economic Structure: Assessing Patterns of Global Distribution of

Transnational Production Interests and Capabilities

The global economic structure by all industrial sectors: 1995, 2005, and 2015

Let us first look at the global economic structure with all industrial sectors. Figure 4-1,
Figure 4-2, and Figure 4-3 are three network graphs that show the global economic
structure in 1995, 2005, and 2015. The full names of country abbreviations (e.g., SGP
for Singapore) are shown in Appendix 1. A core-periphery structure is visible in the

network graphs. In 1995, three core economies, Germany, the US, and Japan, are seen
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at the center of a tightly knit web of transnational value-added distribution.

Figure 4-1. The Global Economic Structure of All Industrial Sectors, 1995
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At the regional level, Germany was positioned as the hub of the European
regional value chains, where horizontal integration prevails, and value-added flows in
both directions between economic pairs. The North American and East Asian value
chains are more hierarchical. The US dominated the regional production blocs of North
America. US and Canada had strong interdependence, which was partly due to their
bilateral FTA in 1989. NAFTA in 1994 further broadened the bilateral FTA to include
Mexico. Since then, Mexico started to deepen its integration into the regional
production networks and grew the most labor-intensive and low value-added segments
in the region. Japan dominated production networks between East Asia and the US.

Japan provided a great amount of value-added to the US in components and services,

% All visualization figures were drawn with the help of Cytoscape, an open-source platform for complex
network analysis and visualization (www.cytoscape.org). The network graph extends across all economy
pairs, involving more than 3000 connections. To avoid clutter, only the top three percent are shown on
the figure. The table versions of the maps are available upon request.

120



http://www.cytoscape.org/

and to a lesser extent indirectly via China, Taiwan, South Korea, and Singapore.
Figure 4-2 shows that the situation started to change with the rise of China in
the 2000s. By 2005, the global structure shifted into a triangular pattern whereby Japan
remained the main US partner and China emerged as a close second in the regional
production networks. Particularly, China’s accession to WTO in 2001 started a new era
of intensive GVC participation. China’s increasing production interests and capabilities
as well as the exponential growth of its markets generated a great surge in
manufacturing investment mostly from Japan and the US. The emergence of China

affected the dominance of US-Japan economic connections in the region.

Figure 4-2. The Global Economic Structure of All Industrial Sectors, 2005
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Moreover, East Asia saw a deepening structural interdependence of the regional
economy. Vertical international production sharing became an essential part of each
national economy in East Asia. After the 1997 Asian financial crisis, East Asian
economies started to engage in multilateral cooperation among themselves in the

interest of the “common good”. For most of the 1990s and well into the early 2000s,
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these institutional efforts accompanied pervasive corporate activities to forge
arrangements for an economically more integrated East Asia. The ASEAN+3 process,
the Chiang Mai Initiative and its successor, CMIM, the East Asia Summit, and a host
of minilateral and multilateral free trade agreements are but a few examples of the rapid
development of East Asian regionalism.

In regional comparison, the structure of value chains in Europe remained largely
unchanged, while North America saw structural change in two aspects: 1) enhancement
of intra-regional connectivity; and 2) increase in the involvement of global productional
forces, especially from the rest of the world ( indicated by ROW in the figure).

Figure 4-3 shows how the transnational production interests and capabilities
were globally structured in 2015. China-centered regional production networks pushed

the US and Japan to the periphery.

Figure 4-3. The Global Economic Structure of All Industrial Sectors, 2015
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In East Asia, the forces of transborder production networks gradually shifted
from Japan to China. China was mainly a user of foreign inputs and a destination of

value-added. China’s production chains were used as an export platform for Japan,
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South Korea, and Taiwan to re-export their value-added to the rest of the world. China
was also a supplier of intermediate goods and services used in other economies'
production. There was a great increase in value-added from China to other developing
economies in the region such as Vietnam where intermediates are assembled into final
products.

In regional comparison, Europe still saw the dominance of Germany in the
regional production networks which were increasingly overshadowed by forces from
East Asia and North America. North America retained US-centered regional production
networks while its central player, the US, was also heavily connected with China.

Overall, we see some interesting features in the global economic structure sector.
First, the growth of transborder production networks was not limited to East Asia, and
such networks evolved across regions. Factory East Asia built strong productional
linkages with the US. Second, the geographical distribution of value chains changed
substantially. The two decades witnessed the decline of the US-Japan economic
domination and the strengthening of the US-China economic partnership. Third,
transnational production networks in Europe were more balanced and horizontal, while
those of North America were more vertical and unidirectional. Fourth, in terms of
change over the period, the expansion of GVCs accelerated in the first decade but
slowed down in the second decade. It seems that the global financial crisis of 2008 led

to this slowdown. Global value chains retracted and became more regional.

The global economic structure by industry: 1995, 2005 and 2015

The pattern of the transnational distribution of productional interests and capabilities
varies across industrial sectors because of sectoral specific factors such as transport cost,
modularity of production processes, and rules of origin requirements. I have constructed
the global economic structure of transnational production interests and capabilities in
three industrial sectors to capture the structural characteristics of the distribution of
these forces.

Figure 4-4 presents the global economic structure. The sector is highly labor-
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intensive and relatively easy for developing economies to grow. It is sensitive to price
fluctuations and globally traded with low proximity needs for production. The textile
sector is a “springboard” for national industrial development and is often a typical
starter industry for countries to engage in export-oriented industrialization (Gereffi &

Frederick, 2010, p. 2).

Figure 4-4. The Global Economic Structures of Textiles: 1995, 2005, and 2015
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The geographical distribution of production in the textile sector shifted
dramatically over the 20 years. This resulted in sizeable losses in transnational
production interests and capabilities in Europe and North America and important gains
in East Asia. The biggest change in the textile sector occurred in East Asia where new
production centers grew rapidly. The relevant scholarly literature has established that
the textile sector played a significant role in East Asia’s export-led industrialization
(Gereffi & Memedovic, 2003). Japan was a world-class exporter of textile products in
the 1950s and 1960s. The newly emerging economies (South Korea, Taiwan, Hong
Kong, and Singapore) in the 1970s and 1980s, China and several ASEAN economies
(Indonesia, Thailand, Malaysia, and the Philippines) in the 1990s, and more recently,
Vietnam in the 2010s.

In the structure in 1995, productional partnerships between the US and Japan,
between the US and Canada, and in Europe are visible. In 2005, China emerged as a
final assembly country, absorbing great value-added from Taiwan, South Korea, and
Japan and then exporting final goods to the US and the rest of the world. By 2015,

China dominated global production networks in the textile sector. Intra-regionally, it
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connected substantially with almost every regional member economy, e.g., Vietnam,
Japan, Taiwan, Indonesia, South Korea, and Thailand. At the global level, China
exported to an unparalleled large list of destinations. It connected with North America
via the US and connected with Europe via Italy. Global sourcing of parts and materials
became the norm for production organization in this sector and worldwide demands for
finished products were met from a handful of giant production clusters in East Asia. In
Europe, Central and Eastern European countries such as Turkey and Romania gradually
became important suppliers to the European market. In North America, NAFTA has
made Mexico a privileged supplier of textiles to Canada and the United States—the
leading purchaser of clothing. Also, foreign investors have built up the clothing industry
in Mexico.

Unlike the textile sector, the electronics sector is far more extensive and globally
dispersed. One reason is that electronic parts and most final products are highly tradable,
with a very high value to weight ratio, which makes it economical for the products to
be manufactured far from the source of final demand. Another reason for the industry’s
product and distribution is highly “modular” (T. Sturgeon & Kawakami, 2010, p. 10).
The electronics value chain is made up of a set of “value chain modules”, each of which
contains a set of closely related value-added production activities (T. Sturgeon, 2003,
p. 12). These value chain modules include product design (for example, computer-aided
design), production planning and inventory and logistic control (for example, enterprise
resource planning), as well as various aspects of the production process itself (for
example, assembly, test and inspection, materials handling). One of the most important
implications of value chain modularity is that it makes it easier to accomplish work
across a great distance. This creates opportunities for developing countries, both as
production locations for multinational firms and as local firms seeking to participate in
the industry as suppliers and contract manufacturers. Once a local supplier has gained
a role in a GVC, rapid product innovation and short product life cycles keep creating
opportunities for learning and industrial upgrading.

A handful of East Asian economies have taken advantage of the opportunities
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made available through value chain modularity to enhance their development
experience (Whittaker, Zhu, Sturgeon, Tsai, & Okita, 2010). The electronics sector is
the best example of the dramatic expansion of transnational production networks
connected with East Asia. The economic rise of East Asia went hand-in-hand with the
development of the electronics sector as an engine for East Asia’s industrialization. The
first phase of the global expansion of East Asian productional interests and capabilities
in the electronics sector was driven by the emergence of Japanese electronics companies.
Leading electronics companies in Japan, the US, and Europe modularized their
production processes and offshored manufacturing and assembly tasks to South Korea,
Taiwan, Hong Kong, and Singapore. In the second phase, a similar pattern evolved
within the region, with South Korea and Taiwan increasingly offshoring their labor-
intensive production activities to developing economies, principally Indonesia,
Malaysia, Thailand, and the Philippines. In the most recent phase in the 2000s and
2010s, leading electronics companies further relocated their production to China to cut

production costs. Figure 4-5 is the global economic structure in the electronics industry.

Figure 4-5. The Global Economic Structures of Electronics: 1995, 2005, and 2015
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Note: Author’s compilation using Cytoscape and data from OECD-ICIO Tables

As Figure 4-5 demonstrates, the position of East Asia in the global economic
structure underwent great changes. In 1995, Japan dominated the regional production

networks and provided huge value-added to South Korea, Taiwan, China, Malaysia,
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Thailand, Singapore, and the Philippines. The structure in the 2005 map shows the
deepening and widening of transnational production networking in East Asia. Four
economies—Japan, South Korea, Taiwan, and China—interacted with each other
intensively. In 2015, East Asian economies became significant global players. China
dramatically increased its presence in the regional and global value chains of the sector,
absorbing great value-added from South Korea, Taiwan, Japan within the region, as
well as the US and Germany from outside the region.

The electronics sector in Europe and North America also underwent major
restructuring from being highly localized to becoming highly globalized. In Europe,
Germany, the hub economy, strengthened its involvement in East Asian production
networks and provided an increasing amount of value-added into China. Eastern Europe
was integrated with European production networks. Hungary, the Czech Republic, and
Poland emerged as major low-cost supply bases in the region. In North America, the
US was deeply integrated into the GVCs of the electronics sector, being more
interconnected with East Asian partners than its regional counterparts. Meanwhile,
Mexico became host to an electronics cluster that supplied the North American market
via increased industry linkages with East Asia.

In contrast to the textile and electronics sectors that developed global-scale
patterns of integration, the automobile sector surprisingly continued to strengthen
regional production. The automobile sector is highly R&D intensive, with competition
driven by innovation and quality. Investments needed for automobile production are
high-cost, large-scale, and oriented towards longer cycles of production. Moreover,
national governments create pressure on automakers to “build where they sell” and
increase local content. This can explain that the automobile sector has high trade
intensity, but assembly and production tend to be regionalized. It is built towards
serving customers located near factories. Only a very small number of segments is fully
global (T. J. Sturgeon & Van Biesebroeck, 2009).

Figure 4-6 is the global distribution of transnational production interests and

capabilities in the automobile industry. We see three regional clusters of production
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networks in Europe, North America, and East Asia. This pattern had not much changed
in the period from 1995 to 2015. The remarkable stable position of core economies—
the US, Japan, and Germany—in North America, East Asia, and Europe suggests that
the rise of global production networks has further deepened the world division of labor.
The distribution of value chains and global production interests and capabilities split
the world into core and periphery economies. Even when developing economies
manage to get into the global value chains, they find themselves in low value-added

positions.

Figure 4-6. The Global Economic Structures of Automobiles: 1995, 2005, and 2015

RUS AUT
POL
BEL

DEU
ESP

JPN

IDN

THA
CHN

TWN

KOR AUS

ROW

SWE

NLD
FRA

ITA CGBR

USA

BRA
CAN MEX

130



Voo
B lfj 9/
- A K 1% / :

2
Ny
q‘_/‘
Ly q\“A.
usa

AN\ //

}C.//"

Note: Author’s compilation using Cytoscape and data from OECD-ICIO Tables

In East Asia, Japan and South Korea were major production forces in the
transformation of the auto industry from 1995 to 2015. In 1995, Japanese automaker
investments were heavily concentrated in the US as the political pressure drove

Japanese automakers to manufacture cars in the US, the largest target market for
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Japanese cars. Japan also exported auto parts and components to assembly economies,
e.g., Thailand, which then re-exported these intermediates products to be assembled
into Japanese cars sold in the US market. Unlike Japan, China’s automotive industry
developed extensively through FDI in the form of joint ventures with international
automobile manufacturers. While China was insignificant in 1995 in global car
manufacturing, it became a production and export hub for auto parts and components
serving the region and beyond, particularly the US. Other key players at the center of
the regional networks were South Korea, Malaysia, and Taiwan.

Of'the three regions, regional integration is the most advanced in North America.
Under NAFTA’s rules of origin, an automobile must contain at least 62.5% regional
value content for it to be imported into a member country duty-free®’. The regional
content requirements of NAFTA introduced a substantial tariff cost on extra-regional
automobile parts. As a result, automakers and suppliers were motivated to relocate
value chains to North America. This in turn served to generate a surge of investment in
the Southern US and Mexico.

Europe continued to be a primary production region accounting for 23% of the
world's total automobile production in 2015. However, since the 2000s, the Eastern
enlargement of the EU® has had a significant effect on the geographic distribution of
automobiles across Europe, Turkey, and Morocco (Pavlinek, 2020). Several old
assembly factories have been closed in Western Europe, while new ones have been
opened in Eastern Europe.

To summarize, | have constructed the global economic structure on the global
distribution of transnational production interests and capabilities. Findings on the

structural character of the distribution suggest that there is a clear pattern of three

57 Notably, a recent update of NAFTA, the United States-Mexico-Canada Agreement (USMCA), came
into force on July 1, 2020. The USMCA lifted the regional value content requirement of automobiles
from 62.5% to 75%. The USMCA also contains new rules governing the use of steel and aluminium
inputs in the automobile sector, a topic not addressed by NAFTA. It provides that at least 70% of the
vehicle producer’s purchases of steel and aluminium in the US, Mexico, and Canada must consist of
originating goods.

%8 Eight countries with economy in transition, the Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Slovakia and Slovenia, and two market economies, Cyprus and Malta, joined the EU in 2004.
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concentrations in the distribution, in East Asia, North America, and Europe. The extent
of concentration varies among the regions at different times and in different industries.
What is unclear from the visual presentations is whether such a pattern of concentration
suggests a difference in the level of regional integration of concentrated production

interests and capabilities. I now turn to RCI analysis for further explanation.

4.2.2 Regional Concentration Index: Measuring the Levels of Regional

Integration

In this section, I will build on the investigation in the previous section to focus on the
intra-regional value chain trade in Europe, North America, and East Asia. [ will use the
same GVCs and RVCs data to construct a regional concentration index (RCI). The RCI
is a calibrated index and measures the extent to which a region is absorbing value-added
from itself relative to how much the world is absorbing value-added from this region.
This calibration addresses a key problem in the analysis of intra-regional trade share
where regions with more members necessarily capture more of each other’s trade and
thus may overestimate the extent of integration.

To compute RCI, domestic flows of value-added are excluded, which is
equivalent to setting the block diagonal elements of the VBY matrix to zero. The index
is computed backward. It measures the extent to which a region is absorbing value-
added from itself relative to how much the world is absorbing the region’s value-added.
For a given region g and given sector i, the regional concentration index is computed

as

vbyq 4.0/ VDY .0

RCI N =

where an asterisk * denotes all traders.
Using the formula above, I construct annual RCI for the three regions for the

133



period from 1995 to 2015 on all industries and the three individual industries. Figure
4-7 shows the regional concentration rates over the years in East Asia, Europe, and
North America. An RCI close to 1 means value flows in the region to about the same
extent as it does outside the region. The higher the index is, the more a region
disproportionately relies on producers within itself. Figure 4-7 first shows the levels of
regional integration of the three regions in all industries and their change over the years.
The application of RCI establishes a clear ranking in regional integration among the
three regions. East Asia had the lowest RCI (around 1), following Europe (around 3)

and North America (between 1-1.5).

Figure 4-7. Yearly RCIs of East Asia, Europe, and North America
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Electronics
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In the case of East Asia, the RCIs were declining between 1995 and 2012 when
they went down to 0.81. It rose slightly to reach 1.15 in 2015. Europe had the highest
level of regional integration, where the RCI was at 3.66 in 1998. Although there was a
decline in the RCIs of Europe over time, it was always ahead of the other two regions.

The RCI of North America stood between East Asia and Europe and was largely

%9 The RCI is calculated by the ADB-MRIO statistics team (more information can be found at their official website:
https://mrio.adbx.online/wp-login.php). The data for years 1995-2011 are sourced from OECD (2018b) and years
2007-2015 from ADB (2021). There are some discrepancies between the two databases: OECD-ICIO and ADB-
MRIO. However, as the research is more concerned with the relative level of the regional concentration rates of the
three regions, these discrepancies do not affect our comparisons.
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unchanged over time.

The patterns in the three industrial sectors in Figure 4-7 resonate with the
findings in the mapping of the global economic structure in the previous section. As
shown in sectoral RCIs in Figure 4-7, the levels of regional integration in textiles,
electronics, and automobiles are not consistent with that in all industries. Although the
RCI of Europe was the highest in all three sectors, those in East Asia and North America
were different in different sectors. For instance, in textiles and electronics, East Asia
had higher RCIs than North America®. The relatively higher RCIs in textiles and
electronics for East Asia came probably from the early decades of Japan-led regional
production networks where textiles and electronics were particularly important for
export-oriented industrialization. However, in the 2000s and 2010s, textiles and
electronics became increasingly globally interconnected. As is evident in the Figure,
the RClIs of textiles and electronics gradually dropped to less than 1 in the 2010s. The
automobile sector saw a different pattern and had the highest RCIs among the three
sectors. The automobile sector was the most regionally concentrated. In regional
comparison, Europe had the highest RCI, followed by North America and East Asia.
Over time, the RCIs rose dramatically in the late 1990s then declined significantly in
the 2000s and 2010s.

Taken together, the results from the analysis of the RCIs provide evidence that
production networks within East Asia are less integrated than the two other regions.
This does not mean the absence of truly regional value chains in East Asia, but the
empirical evidence here suggests that the majority of value chains in East Asia are

primarily and increasingly globally interconnected.

80 Although East Asia presented higher RClIs in textiles and electronics than North America, this did not cripple my
judgement that East Asia had the lowest RCI at the all-industry level. East Asia’s high RClIs in textiles and electronics
was largely contributed by its internationally competitive industrial capabilities in these two sectors.
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4.3 Evidence for Hypothesis 1

This chapter has undertaken to test Hypothesis 1 against empirical evidence. I used the
complex network method and OECD-ICIO Table data to construct the global economic
structure for observing the structural character of the distribution of transnational
production interests and capabilities. I used the ADB-MRIO data to construct the
regional concentration index (RCI) to determine the levels of regional integration in
Europe, North America, and East Asia.

Analysis of the empirical materials largely confirms the theoretical expectations
in HI1 that the intra-regional interconnectivity of East Asia in all industrial sectors is
lower than that of Europe and North America. Europe had the highest level of regional
integration, with the highest RCIs in all industrial sectors (1.5-4), and in textiles (2-4),
electronics (1-2), and automobiles (2-6). North America had close regional connectivity
in all industrial sectors and the automobile sector. In textiles and electronics though, it
was overwhelmingly globally interconnected. The level of regional integration of North
America varied at different industrial sectors: all industrial sectors (1-1.5), textiles (0.5-
1.5), electronics (0-1), and automobiles (1-3). East Asia had the lowest levels of intra-
regional connectivity in all industrial sectors with the lowest in RClIs in all industrial
sectors (0.5-1.5). There were also sectoral variations in East Asia: textiles (0.5-1.5),
electronics (0.5-1.5), and automobiles (1-2). East Asia was the least regionally
integrated and the most globally interconnected.

As explained in HI1, different levels of regional integration in production
networks are suspected to be an important factor for the different performances and
outcomes in regionalism in Europe, North America, and East Asia and the level in East
Asia is suspected to be much lower. A lack of dominance of regionally integrated
production interests and capabilities in East Asia accounts for the lack of development
of institutional arrangements for a single regional economic community in East Asia.
The empirical analysis of the global economic structure largely confirmed these

theoretical expectations.
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Chapter 5 : East Asian Economies in Transnational

Production Networks

In Chapter Four, I investigated the three regional concentrations in the global economic
structure and tested theoretical expectations of H1. In this chapter, I test Hypothesis 2.
I investigate the global, regional, and national origins of value-added in the production
networks in East Asia and determine the relations between the pattern of the divergence
in the origins and divergent institutional choices of these nations for regional
arrangements. In doing so, I construct the regional economic structure underlying the
pattern of the distribution of value-added in production in the region. In addition to
ASEAN+3, there were various plans, initiatives, and projects for regional institutional
arrangement, each with a different set of purposes, organizational mechanisms,
membership scope, or focuses in regulation and governance: APEC, ASEAN, CP/TPP,
RCEP, and many less prominent ones in between. If we recall, H2 theorizes that: The
weakness in East Asian regionalism was partly because of the divergent position of
nations in the regional economic structure. The more divergent in their global/regional
connectivity, the stronger their desire for different institutional arrangements in East
Asian regionalism.

While H1 considers each region as a productional unit, H2 treats each national
economy as a separate productional unit, i.e., Factory China, Factory Malaysia, etc. H2
is built on the belief that regionalism is ultimately an inter-state exercise of institution-
building.

To test H2, this chapter proceeds in three parts. Section 5.1 disaggregates the
final goods into domestic value-added (DVA) and foreign value-added (FVA) to
identify value-added from within the nation and from outside the nation. Section 5.2
further decomposes FVA into regional value-added (RVA) and global value-added
(GVA) to separate value-added regionally and globally. The DVA-RVA-GVA nexus is
then transformed into a coordinate system for a description of the position of each East
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Asian economy in the regional economic structure. Section 5.3 discusses my overall

findings.

5.1 Determining the Positions of East Asian Nations in the
Distribution of DVA and FVA Production Interests and

Capabilities

The international economic structure changes rapidly, and the same is true for the
underlying structural interdependencies of the economies in the global system. Not all
individual economies are equally affected by the structural forces. For example, a large
and self-sufficient economy such as that of China and a small and open economy such
as that of Singapore are influenced very differently by the structural forces. Great
attention shall be paid to the unique and different positions of these nations to
understand the effects of the structural forces on these nations’ institutional preferences
in East Asian regionalism. These positions, for this investigation, are essentially defined
by the extent to which and the mode in which these nations participate in global value
chains or where they are relocated in the transnational production networks.

Before 1985, successful industrialization by nations meant building domestic
value chains. In recent decades, developing economies are presented with
unprecedented opportunities to join global value chains without having to develop
complete products or value chains themselves (Baldwin, 2011). The expansion of
GVCs triggered a catching-up development strategy by developing economies that first
foster linkage to transborder production networks and then use the learning
opportunities to develop and consolidate domestic production relations and capabilities.
In the short term, developing economies specialize in the production of simple goods
and labor-intensive tasks. The long-term target is national industrial growth and moving
up in the value chain to a higher value-added development stage. The literature suggests
that upward mobility in GVCs does take place but does not work for all and the gains
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are likely conditional on other factors (Ignatenko, Raei, & Mircheva, 2019).

In East Asia, China and some ASEAN economies pursued this development
strategy involving upward movement in global value chains. They sought to attract
manufacturing FDI in the early stage of development and encourage multinationals to
source more intermediates locally. A study by ADB summarizes the transition of East
Asian developing economies as follows:

“The beginning of East Asia’s remarkable transition in the 1970s and 1980s
was initially powered by major Japanese multinational investments,
investments which established subsidiaries across the region. But it was the
unprecedented economic reforms unleashed by the People’s Republic of
China (PRC) in the late 1980s that provided the fodder for exponential
expansion. ‘Production networks’ were born, coupled with a complex web of
intermediate goods increasingly produced and traded among developing
countries in Asia. The PRC led the charge as a final assembler of
manufactured goods, with Southeast Asia benefiting considerably from the
regional nature of many production processes. Along with this rapid growth
came new jobs, higher incomes, and relative prosperity. Millions of people
were lifted out of poverty. ‘Factory Asia’ catapulted Asia back onto the world
map with its share of global output quickly rising. Several recent studies
proclaim that the Asian Century is upon us, but only if the region can sustain
its growth momentum and if structural economic transformation continues.
Key to its success will be embracing policies that will ensure emerging Asia
is not caught in the so-called middle-income trap” (2013, p. iv).

As a result of the export-led industrial production and embeddedness in the
global production networks, the domestic productional forces of East Asian economies
have been intertwined with foreign productional forces. Therefore, this section will
conduct a split two-way analysis of productional contributions, domestic and foreign,
to define the position of an economy in the international economic structure.

Technically, I measure domestic and foreign productional contributions via the ratios
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of DVA and FVA. The DVA and FVA ratio stands for the share of domestic and foreign
value-added components in the final goods and services. The DVA ratio and FVA ratio
of a certain economy equates to 100%. Sections 5.2.1 and 5.2.2 will discuss DVA ratios

and FVA ratios respectively.

5.1.1 DVA ratios

I look firstly at DVA ratios. I order East Asian economies based on their DVA ratios in
1995, 2005, and 2015 from the lowest to the highest and form a visual description of
the structural relations among nations in East Asian regionalism (see Figure 5-1).

In 1995, Singapore ranked the lowest in DVA (61%), followed by a distant
second, Malaysia (72%), and a third, Vietnam (78%). Not surprisingly, these three small
and open economies sourced the most foreign inputs for domestic production.
Conversely, the most self-reliant three were the three large economies in the region:
Indonesia (88%), China (92%), and Japan (96%). These economies rely less on
international production. The middle-ranking group includes Taiwan (80%), Thailand
(80%), the Philippines (84%), South Korea (84%), and Hong Kong (86%).

In 2005, the bottom three economies and the top three economies remained the
same. Singapore (64%), Malaysia (65%), and Vietnam (68%) took the bottom three
places, while China (85%), Indonesia (85%), and Japan (93%) had the highest.
However, in terms of change from 2000 to 2005, a substantial drop in DVA ratios of
three developing economies is notable. The DVA ratio of Vietnam for the first time
dropped to lower than 70%. Similarly, Thailand reached 70%, and China for the first
time slipped below 90%. These three economies started to engage in transborder

production networks and increasingly use foreign inputs to produce final products.
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Figure 5-1. Structural Relations of East Asian Nations by DVA Ratio: 1995, 2005, and
2015
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In 2015, the bottom three economies and the top three kept the same positions
as they had been in 1995 and 2005. However, some minor changes are worth
mentioning. Vietnam for the first time achieved the lowest DVA ratio (63%), leaving
Singapore (66%) and Malaysia (73%) behind. Among the top three, Japan maintained
a consistent drop and further narrowed the gap between Japan and the other two: Japan
(91%), China (90%), and Indonesia (89%).

In the above observations of the structural relations, we may note several
characteristic features. First, larger economies tend to be more self-sufficient, a
characteristic which is often attributed to the fact that they have larger domestic markets
from which to draw their intermediate goods and services. Second, nearly all East Asian
economies have seen an increase in their DVA ratios in the period. Third, their DVA

ratios first fell and then rose.
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5.1.2 FVA ratios

The previous discussion on DVA ratios provides insight into the trend of self-reliance
rates. In this section, I use the FVA ratios to determine the participation rates of nations
in global value chains and the level of dependence on foreign productional forces. Not
only do I calculate the FVA ratios of the sector in general, but I also pay attention to the
three chosen sectors, i.e., textiles, electronics, and automobiles. Therefore, each
economy has four corresponding FVA ratios. Figure 5-2 compares the FVA
contributions in all industries, textiles, electronics, and automobiles among East Asian
economies.

The x-axis represents the eleven East Asian economies. From the left to the right,
they are China, Japan, South Korea, Taiwan, Hong Kong, Indonesia, Philippines,
Thailand, Malaysia, Singapore, and Vietnam. The bars represent the absolute volume
of an economy’s final goods and services or known as GDP. The bars are measured by
the left y-axis (in billion dollars). According to the sources of value-added, each bar is
divided into two parts: blue stands for the absolute volume of DVA, while orange
illustrates the absolute volume of FVA. The lines represent the movement of FVA ratios
for each economy/sector over the period, which is measured on the right y-axis (%).
Each economy has four lines, red for all industries, bright blue for textiles, dark blue
for electronics, and green for automobiles.

I first look at the bars and compare the productional capacities of the economies
in the region. Over the past two decades, global value chains have helped developing
economies grow faster. China overtook Japan as the region’s largest economy and the
world’s second-largest economy. A number of median or small-sized economies also
achieved extraordinary growth by reaping the benefits of being part of GVCs.

I then consider the lines and compare the rates of GVC participation for each
economy/sector. In all industries (in red), Northeast Asian economies generally had
lower FVA ratios than ASEAN member economies. In particular, large economies such
as Japan and China had the lowest FVA ratios. From 1995 to 2015, the corresponding

FVA ratios of Japan ranged from 4% to 9%; and those of China from 8% to 15%.
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Meanwhile, medium-sized economies such as South Korea and Taiwan had average
FVA ratios (15% to 25%). In contrast, the FVA ratios of the ASEAN economies (except
Indonesia and the Philippines) were typically higher (20% to 40%).

Finally, I look at the three strategic sectors, textiles (in bright blue), electronics (in
dark blue), and automobiles (in green). All of the three sectors featured a high-level
FVA ratio. Their FVA ratios typically exceeded the FVA ratios of all industries. This
suggests the strong influence of international production networks in these three sectors.
In some cases, the FVA ratios even exceed the DVA ratios. Such cases are:

e textiles: Singapore (2000);

e clectronics: China (2000), Philippines (1995), Thailand (2000, 2005, 2010),
Malaysia (2000, 2005, 2010, 2015), Singapore (1995, 2000), Vietnam (1995, 2000,
2010, 2015);

e automobiles: Thailand (2000), Malaysia (2000, 2005, 2010, 2015), Singapore
(1995), Vietnam (2010, 2015).
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Among the three sectors, the FVA ratios of the electronics sector were much
higher than those of the other sectors. This suggests a sophisticated division of labor
and highly-developed international production networks of electronics in East Asia. In
the automobile industry, ASEAN 5 (Philippines, Thailand, Malaysia, Singapore, and
Vietnam) all had very high FVA ratios. This is an indication of a high level of integration
of production networks in the automobile sector in ASEAN.

East Asian developing economies achieved fast industrialization and economic
transformation by participating GVCs. This shows in three stages as measured by DVA
ratios. In the initial stage before participating GVCs, the economy has a high level of
DVA ratios because of its self-sufficient and inward-looking economic structure. In the
second stage, the economy calls for the capital, knowledge, and know-how of foreign
producers. The economy links into GVCs by attracting export processing FDI and
increasingly relying on foreign inputs to produce final products. The economy starts as
a simple assembly site for foreign firms practicing a hierarchical international division
of labor. As a result, this stage features an inevitable decline of DVA ratios. In the third
stage, the established linkages with foreign firms play a catalytic role in industrial
development. Network participation provides opportunities and incentives for the
economy to develop its own technological and innovative capability. The economy
grows beyond being a simple assembler and gradually replaces foreign inputs with
domestic substitutes. As a result, the economy moves up in the value chain and its DVA
ratio rises. Therefore, we see in the figure that DVA ratios first fall and then rise, and
FVA ratios first rise and then fall.

The trend of movement in FVA ratios of the economies (except Japan and
Vietnam with a consistent rise) was in inverted-U shape, reflecting the rise and then fall
of foreign value-added ratios. This evidence was consistent with my expectation of the
countries moving up in the GVC. Note that the years of the turning points vary by
economy. The turning points relate to the stages of development, and the subsequent
turning points of East Asian economies can be interpreted as supportive evidence for

more advanced stages of economic development. The turning points can be seen as

147



evidence of the structural change—moving up of nations in value chains from being
final assemblers to developing their own production relations and capabilities. The
divergence in the structural positions of these nations as indicated by these turning
points is the original forces that drive the nation to develop their preferences and
interests over different ideas and projects for regional institutional arrangements.

So far, I have conducted a split two-way analysis of the structural relations of
East Asian nations in DVA and FVA. I find in this analysis that most of the East Asian
economies adopted a development strategy and developed their international
connections in stages through participation in global value chains. Because of the great
importance of FVA, we further decompose FVA contributions and investigate their

geographical origins.

5.2 Determining the Positions of East Asian Nations in the Structure

of RVA and GVA Production Interests and Capabilities

In the distribution of FVA in East Asia discussed above, the global and regional sources
of the FVA might also have an impact on the pattern of distribution and hence the
positions of East Asian nations in the distribution. This section investigates this. To
further explore the divergence and contention in the positions of East Asian economies,
I further divide FVA into regional value-added (RVA) and global value-added (GVA).
In a manner similar to the previous section, I discuss the structural relations and their
shift over the period at the level of all industries and in the three individual industrial

sectors.

5.2.1 Structure of RVA and GVA distribution in East Asian Economies

I first discuss the structural relations of RVA and GVA and the positions of nations at

the level of all industries. Figure 5-3 shows different positions of East Asian economies
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and their structural relationship and their shift over the period from 1995 to 2015. A
look at the shares of RVA and GVA reveals that production networks in East Asia were
predominantly global.

To construct the structure in Figure 5-3 and plot the positions of East Asian
economies, I use two methods: domestic-foreign split of value-added in final goods;
and regional-global split of value-added contributions in the foreign value-added. Each
quadrant on the matrix in Figure 5-3 represents a set of positions of national economies.
Economies in Quadrant I and IV are open and outward-oriented economies with high
FVA shares (>10%): those in Quadrant I are more regionally oriented while those in
Quadrant IV are more globally interconnected. In contrast, economies in Quadrant I1
and III are self-sufficient economies with low FVA shares (<10%): the economies in
Quadrant II are more regionally oriented while those in Quadrant III are more globally

integrated.
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RVA/GVA

Figure 5-3. Changing Positions of East Asian Economies in the Regional Economic Structure, All Industries
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A great majority of the East Asian economies are located in Quadrants I and I'V.
Vietnam (VNM in 1995, 2005, and 2015), Hong Kong (HKG in 1995), Indonesia (IDN
in 2015), Philippines (PHL in 2015), and Malaysia (MYS in 2015) are all economies
located within Quadrant I. Vietnam was the most focused on participation in regional
value chains. Hong Kong was a regionally oriented economy in 1995 but subsequently
moved to a globally interconnected economy. Indonesia, the Philippines, and Malaysia
had a similar level of equal dependence on global and regional production partners.

Economies located in Quadrant IV are Singapore (SGP), South Korea (KOR),
Taiwan (TWN), and Thailand (THA). Located on the far right, Singapore was the most
globally integrated economy. South Korea, Taiwan, and Thailand also depended more
on global partners than regional ones. All these economies were generally industrialized
with their strong participation in global value chains.

No economies are positioned in Quadrant II, and only two countries, Japan (JPN)
throughout the entire period and China (CHN in 1995, 2015), are located in Quadrant
III. Both Japan and China had much greater economic interests and capabilities
necessary to achieve a higher level of self-sufficiency. In terms of RVA/GVA ratios,
Japan was the most globally interconnected economy in 1995. Over time, it
strengthened its regional production partnerships, although integrative global forces
still dominated. China started participation in regional value chains in 1995. From 1995
to 2005, China became more internationally interconnected and its pace of global
integration significantly exceeded its regional dependence. In 2015, China became a
more self-sufficient economy but its foreign value-added contributions were ever more
globally connected.

The orientation in GVC participation of national economies in East Asia
changed significantly over time. Table 5-1 summarizes the change. Overall, in terms of
FVA share, 9 out of the 11 economies (in the first and second columns) experienced
growth in FVA share from 1995 to 2005 (shown by the first 7). The rise of FVA share
in the first decade was associated with the export-oriented industrialization model.

Under this model, most East Asian developing economies relied on foreign firms to
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jump-start their export in the early stage of industrial development. At this point, they

focused on the assembly of imported materials.

Table 5-1. Change in the Positions of East Asian Economies in the Regional Economic

Structure by RVA/GVA Ratio and FVA Share

FVA share
77 VAN Ny
RVA/ 27 | Japan, South Korea Indonesia, Malaysia
GVA \/ | Vietnam, Hong Kong Thailand Singapore, Philippines
ratio N\ China
-\ Taiwan

Notes: the first arrow represents the change in the first decade of 1995-2005 and the second
decade of 2005-2015.

In the second decade, they moved to a “more domestically integrated and higher
value-added form of exporting” (Gereffi, 2018, p. 73). In this structural shift shown in
Table 5-1, 7 out of the 11 economies (in the second and third columns) show a decrease
in FVA share from 2005 to 2015 (shown by the second ). This change, also known as
industrial upgrading, contributed to the changes in FVA ratios and improved the
positions of developing economies in the regional economic structures. Second, after
the 2008 Global Financial Crisis, the economic “slowbalization”—understood as the
slowdown of global integration—seriously disrupted global value chains (Titievskaia,
Kononenko, Navarra, Stamegna, & Zumer, 2020, p. 2). After years of global
outsourcing and offshoring, the contraction of GVCs led to the decline of FVA share in
East Asian economies in the 2010s.

In terms of the RVA/GVA ratio, 6 out of the 11 economies (in the second, third,
and fourth rows), showed a decrease (V) from 1995 to 2005. The dominant trend in the
change of RVA/GVA ratios was influenced by the decline of Japan-centric regional
production networks and a new wave of globalization. First, the 1990s saw Japan’s
“Lost Decade” that Japan was in a decade of sluggish economic growth and recession.
As Japan lost its dominance in the region, the dependence of East Asian economies on

Japan decreased. This contributed to the decrease of RVA share. Second, the decade of
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1995-2005 was considered as a golden era of globalization or “hyperglobalization”. For
lower costs and efficiency, many MNCs from outside the region, mostly in the US but
also Europe, outsourced their manufacturing activities to East Asia (C. M. Dent, 2016,
p. 52). This participation of extra-regional forces linked Factory East Asia to globalized
operations and thus increased the GVA share of East Asian economies. As a result of
the structural change, the RVA/GVA ratios of most East Asian economies fell in the first
decade.

In contrast, the second decade in 2005-2015 witnessed the rise of RVA/GVA
ratios for most East Asian economies. There were at least two structural factors that
reshaped the international connectivities of East Asia. First, China’s astonishing rise
shifted the region’s development gravity in a more regionally-oriented manner. As a
result, China’s neighboring economies became increasingly enmeshed in the regional
production networks. Second, due to the slowbalization since the 2008 crisis, supply
chains were sourced from closer to home, which led to deeper links within national
borders and regional blocs. Therefore, the RVA/GVA ratios of most East Asian
economies rose in the second decade.

After examining the overall trend, I now explore the divergent dynamics of each
national economy. Japan and South Korea were the only two economies that showed a
consistent rise in both FVA share (/7)) and RVA/GVA ratios (/7). This means that the
domestic production activities of Japan and South Korea became increasingly
integrated with the international economy, especially with the regional economy. In this
structural shift, I see different pathways of development in the two economies. As we
learned from Figure 5-3, Japan was unique as being the least open but the most globally
interconnected economy in the region. Japan was once the leading goose in the flying
geese pattern of regional growth in the 1960s-1980s. This was “a model of sequential
catch-up through teacher-learner relations among the nations along the stages of
industrial upgrading” (Ozawa, 2001, p. 2). But it began to open its economy through
structural reforms from the 1990s. It intensified its economic linkages with China and

as a result, Japan’s integration occurred in a more regionally oriented manner. Despite
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the significant change, Japan was still the least open economy and the third globally
oriented economy after China and Singapore in 2015.

The change in South Korea was mainly because it increasingly participated in
globalization through the “state-firm-global production networks relations” (Yeung,
2016). South Korea grew with the domination of chaebols (i.e., large business
conglomerates controlled by their founding families) such as Samsung, LG, Hyundai,
and SK in major industrial sectors including electronics and automobiles. These
chaebol giant corporations took direct initiatives to participate in global production
networks, and became a dominant force transforming South Korea into a mature and
globalized economy.

The steady increase in FVA share (#/7) in Vietnam and Hong Kong was also
remarkable, but they represent a different set of dynamics in the development of their
RVA/GVA ratios (/7). They first fell and then rose. Even though this was very similar
in the two, each had a very different story. Vietnam went through a transition from a
centrally planned economy into an open economy in this same period. Its government
took significant steps towards integrating with the global economy. For example,
Vietnam joined the ASEAN FTA in 1995, signed an FTA with the US in 2000, joined
WTO in 2007, and engaged in mega-FTAs such as CP/TPP in the 2010s. These
institutional efforts paid off. Since the 2010s, labor-intensive manufacturing activities
were increasingly relocated to Vietnam in response to an increase in China’s
manufacturing costs, and Vietnam became a regional production hub outside China.

The dramatic drop in Hong Kong’s RVA/GVA ratio between 1995 and 2005 can
be partially explained by the structural shift in its economy from manufacturing
production towards services. Since the 1990s, with the “hollowing out” of the
manufacturing sectors, Hong Kong transformed from an industrialized city to a center
of manufacturing-related services. Specifically, transport and financial services were
the two major pillars in Hong Kong’s service industry (Chiang, 2016, p. 40). In
transport services, Hong Kong played an intermediary role (such as re-export and

offshore trade) between the mainland and other countries. In financial services, global
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financial institutions set up offices or branches in Hong Kong to serve the demand of
foreign manufacturers on the mainland.

The increase in the regional content in Hong Kong’s GVC participation, as
reflected in the upward movement of its RVA/GVA ratio between 2005 and 2015 was
mainly due to its intensified economic integration through trade, financial links, and
tourism with the mainland. Hong Kong has played a unique role as a bridge connecting
China’s economy with the rest of the world. China and Hong Kong signed “The
Mainland and Hong Kong Closer Economic Partnership Arrangement,” or “Closer
Economic Partnership Arrangement” (CEPA) on 29 June 2003. This further accelerated
Hong Kong’s shift towards closer integration with the mainland.

As shown by the second column in Table 5-1, the FVA share in Thailand,
Malaysia, Indonesia, China, and Taiwan all showed a dynamic pattern of rise and fall
(7). However, there is a significant disparity in the pattern of movement of their
RVA/GVA ratios. The RVA/GVA ratio of Thailand first fell and then surged (/).
Thailand was an example of an East Asian economy transforming from a global
manufacturer to a regional production hub.

Both Malaysia and Indonesia show a continuous rise in both decades (7/7) in
RVA/GVA ratios. This reflects their increasing dependence on regional value chains.
Malaysia chose EOI (export-oriented industrialization) strategy from the 1980s. It was
deeply involved in GVCs in 1995, ranking second among East Asian economies only
after Singapore. Malaysia diversified its economic focus from natural resources
oriented (tin and rubber) to manufacturing-oriented (especially electronics). This
strengthened its intra-regional sourcing. Indonesia was very different in this respect.
According to Djidin (1997), before the 1980s, Indonesia was opposed to EOI policies,
the Indonesian economy was targeted at the domestic market and supported by ISI
(import substitution industrialization). In the 1980s and 1990s, the collapse of oil prices
brought strong pressure on the government to promote non-oil exports. Indonesia's
economic policy went through a change from relying on ISI strategy to mixed measures

of ISI and EOI. The inclusion of EOI measures facilitated the participation of Indonesia
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in regional production networks. This in turn contributed to the continuous increase in
its RVA/GVA share from 1995 to 2015.

China’s steady fall in RVA/GVA ratio (\Y) is largely related to its rapid
integration of domestic manufacturing into global production networks. According to
Ahmad (2021), China went through various stages of the development of its GVC
participation and became the center of the world's GVC. First, China pushed domestic
firms into international production networks by reducing tariffs, deregulating FDI
policies, and strengthening supporting infrastructure. Second, Chinese firms developed
partnerships with global leading companies, particularly in the development of
manufacturing low value-added products. Third, China gradually shifted production
from processing trade towards more advanced and technology-intensive sectors with
heavy investment in R&D and prioritizing technology transfer from global companies
to domestic companies. Because of these efforts, China became big enough to act as a
global connectivity platform and a nexus of most production networks for the rest of
the region.

Taiwan (—Y) evolved to become the world’s premier high-tech hardware
manufacturing hub from the 1990s. According to Yeung (2016), Taiwan’s most prized
technology companies, Foxconn and TSMC, are original equipment manufacturers
(OEM) and original design manufacturers (ODM) for global consumer electronic
brands. Taiwanese firms initially served as low-cost subcontractors to their OEM
customers located in North America, Western Europe, and Japan. The ODM
arrangement is a more sophisticated form of global value chain development. Through
this form, Taiwanese firms became much more involved in product and process design
in accordance with a general design layout supplied by their global partners. The
partnership with global lead firms was the engine of economic growth for Taiwan as
well as a key contributor to the decline of its RVA/GVA ratio.

Singapore and the Philippines, situated in the last column of Table 5-1, share a
similar pattern in the shift of FVA shares (YY) and RVA/GVA ratios (/). While the

switch of RVA/GVA ratios was in line with the overall trend across the region, the

156



continuous drop of their FVA shares stands out as the rest of East Asian economies
experienced an upsurge in general. The reasons behind the drop in their FVA shares
were quite different for the two. In the case of Singapore, it developed an international-
oriented economy and has been fully engaged in global production networks since the
1980s. Even with a minor drop in FVA share in the period, Singapore was still a top
open economy in the region. The Philippines was weak in GVCs participation®.. It was
less competitive than its neighbors to attract MNCs in terms of logistics performance,
infrastructure, and quality of institutions.

Overall, East Asia was a highly diverse region in the structural relations of East
Asian nations in GVC participation and experienced significant economic structural
changes from 1995 to 2015. I have identified at least three distinct groups of economies
based on their positions in the regional economic structure: regional manufacturing
hubs (such as Vietnam), open and global players (such as Singapore, South Korea,
Taiwan, and Thailand), highly self-sufficient but globally interconnected production

powers (Japan and China).

5.2.2 Textiles, Electronics, and Automobiles

While the analysis of the regional economic structure of all industries provides insight
into the positions of nations in East Asian regionalism, a close-up look at the structural
forces in the textile, electronics, and automobile sectors can provide further on the
pattern at the industrial level. Almost all East Asian governments actively and carefully
selected sectors that better utilized their comparative advantages and assisted export-
oriented industrialization. This pattern of state behavior was influenced partly by the
flying geese logic of their regional growth strategy. Early industrialized countries like

Japan became global economic leaders, in part, by mastering the export of textiles,

81 For more information about the participation of the Philippines in various value chains, please refer to
a series of research reports by the Global Value Chains Center of Duke University, which are available
in the following link: https://gvcc.duke.edu/cggeproject/philippines/

157



electronics, and automobiles. It is this industrialization model that many other countries
seek to emulate. In this section, I will focus on the three selected industrial sectors and
determine the extent of divergence among East Asian economies in the evolving

distribution of production interests and capabilities for the same period.

Textiles

Labor-intensive manufacturing sectors such as textiles played a significant role in the
overall industrialization of East Asian economies. Driven by the flying geese logic of
regional industrial growth, East Asian economies formed a dynamic division of labor
in textile manufacturing. According to Smith (1996, p. 218), export-oriented textile
manufacturing in East Asia took off in Japan in the late 1950s and the early 1960s and
was a key low-wage labor-intensive industry that underlaid the “economic miracle” in
Hong Kong, South Korea, and Taiwan in the 1970s and 1980s. However, these newly
industrialized economies faced great competition from China and ASEAN developing
economies in the late 1980s and 1990s. Textile producers in NIEs sought to outsource
production to China and ASEAN-4 where labor was cheaper and more compliant with
trading rules®. In the 2000s and 2010s, Vietnam was poised to become a player in
textile production. Figure 5-4 shows the evolving structure of the distribution of GVCs

in East Asia and the changing positions of East Asian economies in the textile sector.

52 From 1974 until the end of the Uruguay Round (1995), the textile trade was governed by the Multifibre
Arrangement (MFA), which imposed quotas on the amount of clothing and textile exports from Japan,

South Korea, and later other textile giants to developed countries.
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Figure 5-4. Changing Positions of East Asian Economies in the Regional Economic Structure, Textiles

400%
II 18835
375% \
350%
325%
300%
2005
275%
250%
225%
200%
175%
150%

125% 1995

SGP
10076

3%

50%

I

0Po 10% 20% 30% 40% 50%

- 2013

Share of FVA in final demand

159



Compared to the pattern at the all-industry level, the pattern in the textile sector
shows a stronger regional orientation. East Asian economies use more inputs from
within the region than from outside the region. In 1995, value-added in textiles was
globally concentrated in three regional factories: Europe, North America, and East Asia.
However, in 2015, production networks in textiles were dominated by Factory East Asia.

If we look at individual East Asian economies in terms of their level of
industrialization, both Japan and South Korea evolved from a more globally oriented
position in 1995 to a more regionally focused position in 2015. Japan moved from
Quadrant III, and South Korea from Quadrant IV to Quadrant I. Japan and South Korea,
as early industrializers in East Asia, were closely integrated into the global production
networks. But, during the two decades under consideration, both Japan and South Korea
increasingly sourced textile production from East Asian neighbors.

The three newly industrialized economies—Hong Kong, Taiwan, and to a less
extent, Singapore—also developed internationally competitive manufacturing interests
and capabilities in the textile sector in the 1970s. Following the steps of Japan and South
Korea, they phased out labor-intensive operations to lower-cost economies in Southeast
Asia and China in the 1980s and early 1990s. This trend was in accord with the stage
theory of comparative advantage. While Hong Kong and Taiwan moved labor-intensive
operations of textiles offshore, they still kept high value-added tasks such as designing
and retailing at home. This explains the increase in their FVA share from 1995 to 2015.

From the 1980s, the textile sector became a major export-oriented industry in
Indonesia, Thailand, and Malaysia and had a significant share in their industrial output.
In the first decade, the rise of FVA was quite sharp in Indonesia and Thailand and to a
less extent in Malaysia. In the second decade, their FVA share declined partly due to
their stronger domestic production capacities. In terms of RVA/GVA share, the dramatic
increase of all three economies from 2005 to 2015 is noticeable.

Two newly-emerging textile exporters, China and Vietnam, share similarities in
the change of FVA share (7v) and RVA/GVA ratios (vY) despite the differences in their

positions. China evolved from a regional production hub (Quadrant I) to a global hub
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(Quadrant IV) and became the center of the textile industry. Vietnam, located in
Quadrant I in the entire period, emerged as a new regional assembly site. Like China,
Vietnam became increasingly integrated with the global value chains. Domestically,
with the increase in productivity and quality, both countries focused on moving up in
the value chain.

In sum, although the textile sector proved to be more regionally integrated than
that in all industries, there were significant variations among East Asian economies in

individual strategic industrial sectors.

Electronics

The electronics sector provides a different illustration of regional economic structural
dynamics. In Race to the Swift, Woo describes the electronics industry as “really a deus
ex machina for the upstarts of the late twentieth century—Iike Taiwan and Korea—
because it so neatly fills the lacuna between the light and heavy phases of
industrialization. It is a bridge between the two phases, and offers the best advantages
while avoiding the worst pitfalls of a lead-off industry such as textiles” Woo (1991, p.
144). Indeed, electronics has been a strategic sector in East Asian industrial
transformation.

According to Dedrick and Kraemer (1998, p. 49), the spread of electronics
production to East Asia in the period 1960-1980 was a very important factor in East
Asia becoming a major production hub. Many global lead firms such as IBM were
globalizing their production to develop a better and cheaper supplier base. In the
paradigm shift of electronics, East Asian economies caught the opportunities and
participated in the global production networks. Developed economies such as Japan,
South Korea, and Taiwan specialized in high value-added activities such as design and
manufacturing of key components, while the main contribution from late-comers
(ASEAN developing economies and China) was in low-cost final assembly work.
Figure 5-5 illustrates the changing positions of East Asian economies in the distribution

of GVCs in the region in electronics in the period 1995-2015.
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Figure 5-5. Changing Positions of East Asian Economies in the Regional Economic Structures, Electronics
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Compared to the pattern in all industries and similar to the textile sector, the
electronics sector also saw greater regional concentration. Most of the economies were
located in Quadrant I, open and globally connected. This was facilitated by two
structural conditions. First, the change in the way of industrial organization in
electronics in favor of global sourcing created an unprecedented window of opportunity
for East Asian firms to “plug” into emerging global production networks (Yeung, 2016,
p. 84). Second, electronics is a “heterogeneous” industry with different types of
production activities ranging from highly sophisticated design to simple component
assembly (Chowdhury, 1988, p. 246). East Asian economies were in various stages of
their industrialization and development posture and possessed diverse manufacturing
capabilities. This wide range of industrial capabilities among East Asian economies
provided a favorable condition for taking over the entire value chain of an electronic
product. East Asia became a primary site for global production in the electronics sector.

Several structural factors contributed to the growth of the exceptional global
connectivities of Japan (1995, 2005), South Korea and Indonesia (1995), Hong Kong
and Singapore (2005, 2015). Japan’s electronics sector developed in parallel with the
global industry and sourced globally in the 1990s and early 2000s. Despite significant
state interventions in the 1970s and 1980s, South Korea was still heavily dependent on
the US and Japan for its components in 1995. Indonesia was chosen by global
companies to locate production from 1985 onwards®®, and thus also absorbed global
components to assemble final products in 1995. Both Hong Kong and Singapore were
chosen by MNCs as the regional headquarters®*.

Variations among East Asian economies from the overall pattern separate the

countries into seven groups. The first group—South Korea, Indonesia, Thailand, and

83 According to Gale Raj-Reichert (2019), from 1985 onwards, the government of Indonesia replaced its
import substitution industrialization model with an export-oriented development model. Global
electronics firms from Europe,the US, Japan, South Korea, and Singapore were attractd to relocate
manufacturing operations to Indonesia. However, from the late 1990s, a new wave of FDI in the in
labour-intensive manufacturing operations was led by a new group of Japanese firms, which led to the
increasing regionalization of the Indonesian electronics in 2005.

64 Successful globalization requires coordination of geographically dispersed activities, which has
contributed to the growth of regional-headquarters activities.
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Malaysia—showed a rise and then a fall of FVA share in the two decades (/) but a
continuous rise of RVA/GVA ratio (7 7). South Korea successfully transformed from a
modest economy into a high-tech export power with a very strong domestic electronics
industry. Indonesia, Thailand, and Malaysia were key locations for manufacturing
electronic products for foreign firms. Particularly, these three countries attracted
Japanese and South Korean investors to establish large industrial areas, which were
mostly assembly operations. All four economies developed local supplier industries and
upgraded their electronics industries rapidly, indicated by the falling trend of FVA
share® from 2005 to 2015.

The second group—Hong Kong and Singapore—shows an opposite trend in
FVA share (\v7) and a switch in RVA/GVA ratio (/). Neither of them had an
indigenously owned and fully integrated value chain, but both secured a unique place
in the global electronics industry. Singapore developed as a production platform for the
hard disk drive and a business hub for coordinating supply networks in East Asia. Hong
Kong, on the other hand, served as the link between the global production system and
China (Dedrick & Kraemer, 1998, pp. 70-72; Yeung, 2016, pp. 92-93). The hub function
contributed to their outstanding global connectivities and their increasing integration
into GVCs in the second decade.

Each of the remaining five economies stood out as a different type and the
unique trend of Japan shows 77 in FVA share and 77 in RVA/GVA ratio, Taiwan \Y\,
—Y, Philippines VY, N2, China 7Y, 72\, and Vietnam N/, NN, The Japanese
electronics sector was well-established and held a global reputation for its technological
prowess in the 1990s. However, the global presence of Japanese firms was greatly
diminished with the rising competition from US firms and the rise of South Korean
rivals (T. J. Sturgeon, 2007). An increase in activity by foreign companies in the
Japanese market also signaled a significant increase in FVA share. As a result, Japan

had a continuous increase in both FVA share and RVA/GVA ratio.

% However, Indonesia showed a smaller drop in FVA share from 2005 to 2015 bacause it was lagged
behind its neighboring countries with a weaker domestic component supplier industry (Rasiah, Xiao-
Shan, and Govindaraju, 2014).
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Taiwan became the leading supplier of components to the world. During the
period 1995-2015, Taiwan outsourced lower value-added manufacturing activities
offshore. It focused on OEM systems to the global leading firms, “strategic coupling”
between its own manufacturing capability and the US leading firms (Yeung, 2016). As
a result, Taiwan’s FVA share fell dramatically (\vY), and its RVA/GVA ratio declined
slightly (—).

Electronics also played an important role in the Philippine economy from the
1970s. The Philippines started with semiconductor assembly activities. Most inputs
were imported, and even components purchased within the Philippines primarily came
from foreign-owned firms while domestic firms only provided assembling. In 1995, the
Philippines thus demonstrated a high FVA share. However, over the entire period, the
Philippines had a continuous decline in FVA share (\Y). The fall in FVA share was
largely because of the decline in imports of electronic components. First, the
Philippines increased domestic purchases of electronic components. Second and most
importantly, one of the largest global electronics companies (Intel) left the Philippines
between 2007 and 2014. This significantly reduced the participation of the Philippines
in GVCs®. In terms of the RVA/GVA ratio, Japanese investment and to a lesser extent
Korean investment dominated in the 1990s and into the 2000s. In the 2010s, these
trends became more globally oriented.

The economic influence of China rose dramatically in the late 1990s and early
2000s. China entered GVCs as a low-end supplier. Export orientation was a salient
feature of China's electronics industry. However, from 2005 to 2015, China shifted its
development strategy towards self-dependent innovation and moved up in the value
chains®’. The growth in technologies, manufacturing capabilities, and infrastructure
made China a global player in the electronics industry. China’s FVA share moved in the

trend (7Y). In terms of RVA/GVA share, China’s electronics sector demonstrated the

% One report stated that in 2008, Intel’s exports from the Philippines totaled US$5 billion (approximately

one-third of semiconductor exports).

5 For instance, in the integrated circuit industry, since the start of the 21st century, China has made

considerable progress in the independent design and development of integrated circuit chips, mastery of

core technology and possession of independent intellectual property rights (Yue & Evenett, 2010, p. 26).
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same trend (7). In the first decade, China’s electronics industry was dominated by
Taiwanese firms with processing and manufacturing links. In the second decade, the
global electronics industry accelerated its outsourcing to China. The position of China’s
electronics changed from a regional hub to an important global processing and
manufacturing base.

As China moved up in the value chain, Vietnam took its place and emerged as
an important electronics assembler and exporter. This shows in its FVA share trend (\v/).
In terms of RVA/GVA ratios, before 1995, Vietnam attracted substantial investments
mainly from regional multinational giants such as Samsung and Mitsubishi. In the
period after 1995, it became increasingly attractive to Western leading firms (such as
Jabil, Compa, and Nokia/Microsoft). The RVA/GVA ratio of Vietnam fell significantly
(YY) in this period.

Overall, electronics is one of the world’s most globalized industries, with
electronics MNCs having established offshore production plants and activities in East
Asia. What emerged in the two decades was a transnational production system
stretching throughout East Asia. The electronics sectors in Japan, the NIEs, the ASEAN
countries, and China grew and expanded under differing conditions at different periods.
Each East Asian economy kept seeking a greater value-added place in the international
division of labor in the industry. As a result, the positions of East Asian economies in

the regional economic structure were different and dynamic.

Automobiles

Compared with light industries (textiles and electronics), the automobile sector is more
difficult to develop because its international competitiveness is influenced by factors of
scale, technology, brand name, recognition, and reputation. In particular, the scale of
the economy is much more important. The automobile industry can be more successful
and internationally competitive in larger economies. Figure 5-6 shows the changing
positions of East Asian economies in the regional distribution of production networks

in the automobile sector from 1995 to 2015.
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RVA/GVA

Figure 5-6. Changing Positions of East Asian economies in the Regional Economic Structure, Automobiles
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The overall structure of transnational value-added in the automobile sector is
different from that of all industries, textiles, or electronics. Accordingly, East Asian
economies fell into two groups. Economies in the first group (located in Quadrants III
and IV) share a high level of global interconnectedness. They are Japan, China, South
Korea, Hong Kong, Taiwan, and Singapore. Because of their small size, Hong Kong,
Taiwan, and Singapore did not have an indigenously owned and fully integrated value
chain. In the following discussions, I consider the three countries of large automobile
production: Japan, China, and South Korea. The second group features greater regional
orientation and are five Southeast Asian developing economies (located in Quadrants |
and II): Indonesia, Philippines, Thailand, Vietnam, and Malaysia. All these economies
have automobiles as a strategic sector to help the industrialization of their national
economy®.

Japan, China, and South Korea were the most globally oriented players in the
region. Bilateral disputes in automobile trade between the US on the one hand and Japan
and South Korea on the other in the 1980s and 1990s led to the establishment of large
assembling facilities of Japanese and South Korean automakers in North America
(Kasahara, 2019, p. 85). China’s production and consumption potentials attracted global
automobile companies to establish operations in the Chinese market mostly through
joint ventures with Chinese counterpart companies.

In contrast, Southeast Asian economies were more regionally oriented. Two
reasons contributed to this intra-regional sourcing. First, Japanese firms, and
particularly Toyota, played a central role, as they have in the automobile industries of
Thailand, Malaysia, Indonesia, and Vietnam (Doner, 1991; Doner and Wad, 2014).
Second, with the formal implementation of the ASEAN FTA, intra-ASEAN automotive
trade increased fast. Consequently, regional integration in the automotive industry rose
in Southeast Asia.

In terms of change in the position in the regional structure over the period, each

8 As a study by IDE-JETRO (1995) puts it, the automobile sector occupies a significant proportion in
the whole economy due to its extensive upstream and downstream linkages to a broad range of sectors.
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East Asian economy shows a unique trend in the movement of FVA share and
RVA/GVA ratio: Japan (»/7, 77) China (7Y, —Y), South Korea (7Y, 7V,) Indonesia
(\Y, 27, Thailand (7N, —7), Malaysia (7Y, N), and Vietnam (77, NY). While Japan
internationalized its automobiles by sourcing more components in the region, China
also internationalized its automobiles in the region in the first decade, but shifted its
strategy in the second decade. The change in South Korea’s position was insignificant.
Indonesia showed de-internationalization and also strengthened regional ties. From
1995 to 2015, Thailand®® increased international sourcing significantly. From 2005 to
2015, Thailand saw modest growth in domestic inputs. The Malaysian automobile
industry is Southeast Asia's leader in indigenous car manufacturing. Malaysia shifted
its foreign sourcing from a global focus to a regional focus. The government of Vietnam
treated the automobile industry as a “spearhead industry” in its attempt to upgrade
industrial production and capability (Hansen, 2016, p. 551). Vietnam’s automobiles saw

the influence of international, especially global production forces.

5.3 Evidence for Testing Hypothesis 2

One methodological innovation in the empirical investigation and analysis in this
chapter is to establish the positions of East Asian economies in the structure of the
distribution of value chains in the region and the divergence and dynamic change of
these positions. I used DVA/FVA ratios and RVA/GVA ratios of the national economies
to determine these positions and their shift over time. The economy-sector analysis of
the GVCs data offers insights into the influence of transnational production interests
and capabilities of national, regional, and global origins on complexity, contentiousness,
and divergence in the nations’ interests and options for regional institutions in East Asia.

More specifically, our investigation and analysis established the following. First,

in FVA ratios, most East Asian economies manifested an inverted-U shape from 1995

% Thailand, known as the ‘Detroit of Asia’, has long been recognized as the primary manufacturer of
automobiles among ASEAN countries and has gained traction in the automobile export industry (Medina,
2019).
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to 2015, i.e., FVA ratios firstly rose and then fell. But the turning points varied. When
entering Global Value Chains, these economies initially attempted to specialize in final
assembly and then, at later stages of development, moved to higher value-added
activities within the chains over time.

Moreover, there were complexities and dynamics in the global and regional
connectedness of the regional economies in East Asia. I have identified at least three
distinct groups of economies that had three different types of positions in the regional
economic structure. They are regional manufacturing hubs, Vietnam, open and global
players, Singapore, South Korea, Taiwan, and Thailand, highly self-sufficient but
globally interconnected production powers, Japan and China. East Asian economies
also varied significantly from one another in the pattern of change in their position over
this period.

The sectoral patterns were further more different: the textile sector saw a more
globally dispersed structure with more foreign value-added sources; the electronics
sector was mainly concentrated in ASEAN+3 and therefore was more regionally
oriented; the automobile sector had a stronger orientation of domestic sourcing.
Particularly ASEAN members are found to have sourced more within the sub-region.

Determining the extent of participation of East Asian economies in the
distribution of transborder value-added in East Asia established the complex and
dynamic divergence in the positions of nations in East Asian regionalism and largely
confirmed the theoretical expectations in Hypothesis 2. This complex and dynamic
divergence not only made it hard for nations to agree on the scope and purpose of a
regional economic community, but also motivated themselves to propose, engage, and
bargain hard for multiple different projects for regional institutions, because of the
divergent and often conflicting positions of the nations in the regional economic
structure and the intergovernmental nature of these projects that require consensus and

commitment of these very nations.

170



Chapter 6 : Sectoral Focuses and Institutional Choices over

Economic Structures of CP/TPP, RCEP

In Chapters Four and Five, I built the models of global and regional structures and
developed evidence to verify H1 and H2 centered on the two key features of the
problem in East Asian regionalism: no single region-wide institutional architecture for
an East Asian economic community; multiple and competing initiatives and projects
for organizing transnational production in the region. In this chapter, I explore the third
feature in the problem: the bifurcation in the development of regional institutions.
CP/TPP and RCEP, supported by two different groups of economies, are the latest in
the alphabet soup of trade agreements involving East Asia. CP/TPP and RCEP offer
two different sets of institutional arrangements for the transnational organization of
production in the Asia-Pacific region. While the US-led TPP and Japan-led CPTPP go
deep into behind-the-border measures, the ASEAN-led RCEP focuses on traditional
trade tariffs. These are the two mega-regional institutional arrangements that were
finally agreed upon by the member states. What I intend to determine in this chapter is,
as theorized in Hypothesis 3, whether a services-focused economy is more interested in
CP/TPP, while a more agriculture/manufacturing-oriented economy is more likely to
support RCEP. The assumption is that the CP/TPP and RCEP write two different sets
of rules for transnational economic activities in the region, with the former focusing on
services-dominated  interests and  capabilities, while the latter on
agriculture/manufacturing-dominated interests and capabilities.

This exercise requires me to establish the critical differences between CP/TPP
and RCEP; construct the sectoral economic structures of CP/TPP and RCEP to
determine their sectoral focuses and priorities, and those of the individual East Asian
economies to determine their positions in the regional economic structure; establish the
link between the sectoral economic structures and the institutional choices of the East

Asian states over CP/TPP and/or RCEP.

The chapter has three sections. Section 6.1 investigates the sectoral focuses of
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the CP/TPP and RCEP in making trade rules, and, I hope, establishes that CP/TPP and
RCEP write the different rules for transborder trade, investment, and manufacturing
organization in the region. Section 6.2 uses the skyline chart method to visualize the
sectoral economic structures of CP/TPP and RCEP as two regional groups, and uses
their self-sufficiency rates and agriculture-manufacturing-services ratios for a more
precise comparison of their sectoral focuses. I then use the same skyline chart method
to visualize the sectoral economic structures of each East Asian economy, and
determine their positions in the regional sectoral structures. Section 6.3 examines the
evolution of the institutional preferences of states in East Asian regionalism into their
final and different decisions to join or not join CP/TPP and/or RCEP, and the role of the
sectoral focus and priorities of the regional economies structures of CP/TPP and RCEP.

Finally, Section 6.4 summarizes the findings as evidence against Hypothesis 3.

6.1 Sectoral Focuses and Priorities of the Trade Rules under CP/TPP

and RCEP

Before I compare the rules of CPTPP and RCEP, I discuss the differences between TPP
and CPTPP first. Most provisions of the CPTPP are similar or identical to the original
TPP. However, 22 provisions of the TPP that were once favored by the US but generally
opposed by other signatories were suspended in the CPTPP (US-ASEAN Business
Council, n.d.). One of the main differences in the CPTPP is the removal of certain
provisions regarding intellectual property (IP). TPP adopts the highest standards in IP
protection at a level similar to the protections found in domestic laws of the US. These
IP protection rules are designed by the US to promote its competitiveness in the IP-
dependent industries, from software and information technology, music, books, and
movies to pharmaceuticals, food products, and consumer and industrial goods. These
agenda-setting acts of the US are central to understanding the TPP. Though the US
favored longer copyright terms, automatic patent extensions, and separate protections
for new technologies, these provisions were unpopular among other signatories and
ultimately removed from the CPTPP. The CPTPP also features modifications to the

original TPP in the investment chapter, certain implementation timelines, and labor and
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environmental rules. These suspended provisions, however, can also be reinstated,
leaving the door open for the US to join the agreement.

CPTPP and RCEP are supported by two different groups of economies and have
different blueprints for governing future trade and investment in the Asia-Pacific region.
CPTPP is led by developed economies such as Japan, Singapore, Australia, and New
Zealand. RCEP is advocated by ASEAN developing economies and China. Both
agreements use the regional platform as a basis for negotiating future WTO rules (Horn
et al., 2010). Table 6-1 summarizes the major differences. As shown, CPTPP and RCEP
address a wide range of issues from traditional market access issues (such as trade in
goods) to the behind-the-border measures (such as investment and IPR) albeit with
varying degrees of ambition and substance. I review the provisions of these two mega-

regional FTAs and compare the differences in their rules.

Table 6-1. Provisions of the CPTPP and RCEP agreements

Major issues CPTPP content RCEP differences

Estimated tariff | 95% 80-90%

elimination

National treatment | Application of national and MFN

and market access treatment, transparent tariffs

ROOs Yarn-forward requirements for textile | No yarn-forward requirements
products for textile products

Customs Enhanced customs cooperation, trade

administration  and | facilitation, express shipment,

trade facilitation administration of customs penalties

Trade remedies Rules for safeguards, temporary protection,
antidumping, and countervailing duties

Sanitary and | Rules for sanitary and phytosanitary

phytosanitary measures, equivalence recognition, science

measures and risk analysis, audits, certification, and
transparency

Technical barriers to | Enhanced cooperation on standards for

trade technical regulations, conformity
assessment

Investment National treatment, MFN treatment, | Instead of negative lists, also
compensation for expropriation, rules for | permits positive lists for
financial transfers, bar performance | exceptions; ISDS provisions
requirements, investor-state dispute | will not be activated unless
settlement  (ISDS)  with  improved | members decide to do so three
safeguards for public welfare regulations; | years after the agreement is
phaseout of equity limits in some countries | signed

Trade in services Disciplines on market restrictions, local | Instead of negative lists also
presence requirements, regulations, criteria | permits positive lists for
for service providers; special provisions for | exceptions
financial services for offering new products
and restricting regulations, for educational
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services in enhancing offerings, and for
telecommunications services on
interconnection, roaming

Temporary entry for
businesspersons

Disciplines on regulating the temporary
entry of businesspersons

Electronic commerce

Prohibition of customs duties on electronic
transmissions, discriminatory treatment of
digital products; legal framework for e-
commerce; limited restrictions on cross-
border transmission of data and location of
computing facilities

No coverage of cross-border
data flows and data localization
requirements; no moratorium
on customs duties on electronic
transmissions

agreements; provisions on ship pollution,
biodiversity, invasive species, marine
fisheries, conservation

Government National treatment and nondiscrimination, | A new area of cooperation that
procurement governance of procurement, expanded | is not in any existing ASEAN
range of organizations covered agreements
Competition and | Assurance of fairness in competition law,
regulatory policy private right of action; enhanced regulatory
coherence, transparency, anticorruption
measures
1P Commitments to ratify international | Add new digital copyright
agreements on IP; suspension of US- | rules such as genetic resources,
promoted provisions for expanded IP | traditional knowledge, and
protections under TPP folklore
SOEs Limits on noncommercial assistance to | Not covered
SOEs
Labor Commitments to implement laws and | Not covered
regulations supporting ILO Declaration on
Labor Rights; institutions for review and a
Labor Council for monitoring
Environment Recognition of multilateral environmental | Not covered

Source: Petri and Plummer (2020, pp. 7-9), MFAT of New Zealand (2021), and Whiting (2021)

The major issues listed in the first seven rows of Table 6-1—tariff elimination;

national treatment and market access; ROOs; customs administration and trade

facilitation; trade remedies; sanitary and phytosanitary measures; technical trade

barriers—address barriers to trade in goods. There are two significant differences

between CP/TPP and RCEP regarding rules for trade in goods. On tariff elimination,

CPTPP reduces tariffs to zero on an estimated 95% of tariff lines. By contrast, the tariff

concessions in RCEP exclude several products considered sensitive, particularly in the

agricultural sectors, and cover 80-90% of the products, and even for these goods tariffs

will not be fully eliminated in the transition period. Nevertheless, RCEP is regarded as

“a value chain accelerator” because a single “Made in RCEP” origin certificate allows

products to move across borders more efficiently and lower compliance costs for

business (Wilson, 2020).

174




With regard to the Rules of Origins (ROOs), the rules are incredibly complex
for textile products. CPTPP has yarn-forward ROOs, which require that only fabric
produced from yarn would quantify for the trade agreement’s duty-free status. RCEP is
not yarn-forward.

More significantly, CPTPP attempts to establish rules domestically and overseas
consistent to grant greater access to investment and services in CPTPP markets and
secure a level playing field for investors and service providers. For example, the
investment and services chapters adopt an approach of “negative list”, which requires
that countries allow full access to their markets except in sectors listed. RCEP members
use a mix of positive and negative lists for managing inflow services and investment.
While countries with dual membership in RCEP and CPTPP choose to use negative
lists, the RCEP-only members opt to schedule services using a positive list approach.
Only those services and investment sectors listed in the schedules of commitments are
opened for RCEP participation.

Moreover, CPTPP is an ambitious agreement in addressing new issues such as
e-commerce, government procurement, competition, IPR, SOEs, labor, and
environment. By contrast, RCEP only includes chapters on e-commerce’®, government
procurement, competition, and IPR, and the commitments are less extensive or in-depth
than those in the CPTPP.

Specifically, under the framework of CPTPP, the e-commerce chapter covers a
range of issues including customs duties, data localization, electronic authentication,
and electronics signature, etc. It is worth noting that data localization rules, requiring
foreign companies to store data within a member’s borders, are prohibited under CPTPP
(except for security and confidentiality of communication). This provision expresses
the interests of digital service providers (predominantly based in developed economies)
which no longer have to establish costly servers in CP/TPP markets (APEC, 2017).

Under the framework of RCEP, the provisions on e-commerce do not provide a

0 According to MFAT of New Zealand (2021), RCEP’s electronic commerce chapter allows businesses
and consumers to transact online with confidence; protects the privacy and rights of consumers; and
establishes a framework for discussing fast-changing and emerging issues.
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moratorium on customs duties on electronic transmissions, nor cover cross-border data
flows and data localization requirements.

Regarding government procurement, CPTPP’s commitments addressing barriers
in government procurement (such as national treatment and non-discrimination) allow
companies of CP/TPP countries to have more opportunities to bid for government
projects that were previously unavailable to foreign bidders. By contrast, RCEP’s
government procurement chapter '* sends signals of support for deeper regional
economic cooperation but lacks substantive content due to the cautious positions of
developing economies.

The competition chapter of CPTPP helps ensure fairness in competition by
enhancing regulatory coherence, transparency, anticorruption measures. RCEP also
includes a competition chapter, which contains obligations requiring RCEP parties to
maintain competition laws and regulations to a limited extent.

Although CPTPP suspends the US-promoted provisions for expanded IP
protections under TPP, the IP chapter of CPTPP still reflects a shared commitment to
streamline IP transactions. The IP chapter benefits the developed member countries
most who have the most IP resources and endeavor (such as trademark, copyrights,
pharmaceutical patents, industrial designs, and business secrets). RCEP members
represent a diverse mix of developed, developing, and least-developed economies with
significant variations in IP resources. RCEP’s IP chapter goes beyond the protection of
industrial and commercial resources (included in the CPTPP) and adds new digital
copyright rules such as genetic resources, traditional knowledge, and folklore. These
new digital copyright rules resolve the key concerns of developing and least-developed
economies that have an abundance of genetic resources, traditional knowledge but lack
industrial and commercial resources.

Another major difference between CPTPP and RCEP is that the CPTPP contains
major commitments on SOEs, labor, and environment, which are not addressed in

RCEP. The SOEs chapter of CPTPP sets limits on non-commercial assistance to SOEs.

"1 Government procurement is a new area that is not covered in any existing ASEAN FTAs.
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The labor chapter undertakes commitments to implement laws and regulations
supporting International Labor Organization Declaration on Labor Rights and
establishes institutions for review and a Labor Council for monitoring. The
environment chapter recognizes multilateral environmental agreements and includes
provisions on ship pollution, biodiversity, invasive species, marine fisheries, and
conservation. By contrast, RCEP does not involve such rules. As Whiting (2021)
explains, some developing economies see their comparative advantage in the
government-sponsored technological catch-up strategy (in the form of SOEs), different
labor standards, and different environmental provisions.

To summarize, the ambitions and high standards in the TPP and CPTPP
agreement largely reflect the interests of developed countries in trade negotiations. The
modest and tariff-focused commitments in the RCEP agreement are a response from
developing economies. RCEP provides a single rulebook covering 15 economies (after
the withdrawal of India). Significantly, it offers cumulative and favorable rules of

origins for manufacturers participating in regional value chains.

6.2 Sectoral economic structures of CP/TPP, RCEP, and East Asian

economies

This section virtually describes and compares the sectoral focuses of CP/TPP and RCEP
and those of the East Asian economies. Existing discussions about TPP overwhelmingly
focused on its strategic significance as part of the larger US engagement with East Asia.
However, the withdrawal of the US did not lead to the derailment of TPP, as many
expected. Instead, Japan took the lead updating TPP into CPTPP with very minor
modifications. RCEP, on the other hand, was framed as a strategic response by China
to US engagement. But the enthusiasm of the business community towards the
conclusion of RCEP also indicated that the deal is of economic significance. This
section analyzes the sectoral economic structures of CP/TPP and RCEP to determine
their different sectoral focuses and those of the individual East Asian economies to
determine their different positions in the regional economic structures.
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Specifically, I use skyline chart methods to virtually describe the sectoral
economic structures and compare their unique structural characters. There are two
primary indicators to the structures presented in the skyline charts: self-sufficiency rates
(SSR) and the agriculture-manufacturing-services ratios (AMSR). The flatness of the
self-sufficiency line (the red line as indicated in Figure 6-1 below) measures the self-
sufficiency level of an economy. According to Leontief (1963), a mature and self-
sufficient economy tends to have a flat self-sufficiency line above the 100% horizon.
The shares of agriculture, manufacturing, and services represent the industrial structure
of an economy, indicating the level of economic development. The Law of Petty Clark
states that with the increase in national income per capita, the main focus of the

economy shifts from agriculture to manufacturing, and then from manufacturing to

services (Clark, 1951).

6.2.1 Sectoral Economic Structures of CP/TPP and RCEP

I use the ADB MRIO Tables data to produce the skyline charts of CP/TPP and
RCEP. Table 6-2 below organizes 35 industries in the ADB MRIO Tables into three

sectors: agriculture (industry 1-2), manufacturing (industry 5-18), and services (19-35).

Table 6-2. ADB’s Categorization of Industries into Agriculture, Manufacturing, and

Services

Agriculture 1 | Agriculture, hunting, forestry, and fishing
and mining 2 | Mining and quarrying

3 Food, beverages, and tobacco

4 | Textiles and textile products

5 | Leather, leather products, and footwear

6 | Wood and products of wood and cork

7 Pulp, paper, paper products, printing, and publishing
Manufacturing | g Coke, refined petroleum, and nuclear fuel

9 | Chemicals and chemical products

10 | Rubber and plastics

11 | Other nonmetallic minerals

12 | Basic metals and fabricated metal

13 | Machinery, nec

14 | Electrical and optical equipment

15 | Transport equipment

16 | Manufacturing, nec; recycling

17 | Electricity, gas, and water supply

18 | Construction

19 | Sale, maintenance, and repair of motor vehicles and motorcycles; retail sale

of fuel
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Services

20 | Wholesale trade and commission trade, except motor vehicles and
motorcycles

21 | Retail trade, except motor vehicles and motorcycles; repair of household
goods

22 | Hotels and restaurants

23 | Inland transport

24 | Water transport

25 | Air transport

26 | Other supporting and auxiliary transport activities; activities of travel
agencies

27 | Post and telecommunications

28 | Financial intermediation

29 | Real estate activities

30 | Renting of M&Eq and other business activities

31 | Public administration and defense; compulsory social security

32 | Education

33 | Health and social work

34 | Other community, social, and personal services

35 | Private households with employed persons

Figure 6-1 shows the skyline charts of TPP and CPTPP. There are two major
findings. First, the self-sufficiency line in the skyline chart of TPP is flatter than CPTPP,

representing different levels of self-sufficiency under the two regional frameworks.

Source: ADB-MRIO Tables

Second, both TPP and CPTPP have a services-oriented sectoral economic structure.
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Figure 6-1. Skyline Charts of TPP and CPTPP, 2015
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First, in terms of self-sufficiency, the skyline of TPP is much flatter than that of

CPTPP, showing very little over or underproduction of the regional economy. The TPP

chart features few humps (125-150%) over C14 (electrical and optical equipment), C20
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(wholesale trade and commission trade), and C25 (air transport). By contrast, the
CPTPP chart is particularly noticeable for the highly overshooting production surpluses
with humps over a variety of sectors. It shows remarkably large humps (>200%) in C2
(mining and quarrying), C5 (leather, leather products, and footwear), C14 (electrical
and optical equipment), and C15 (transport equipment). Besides, it reveals humps
(>150%) in C4 (textiles and textile products), C10 (rubber and plastics), C13
(machinery), and C24 (water transport). Both TPP and CPTPP skyline charts stay high
above the self-sufficient benchmark for the whole range of industries. This suggests
that these two regional groups possess great productional capabilities which not only
satisfy their regional demand but also export products and services around the world.
Second, in terms of industrial structure, TPP has a complete industrial profile where the
services make up around 75% of the total output. The CPTPP chart exhibits a similar
pattern to that of TPP in that the output share of the service sector is remarkably large.

Comparing the charts of CPTPP and TPP with RCEP (Figure 6-2), the difference
is apparent both in self-sufficiency rates (SSR) and agriculture-manufacturing-services

ratios (AMSR).
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Figure 6-2. Skyline Charts of RCEP and RCEP 15, 2015
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First, the skyline charts of both RCEP and RCEP 15 without India are not flat,
with prominent skyscrapers in the manufacturing sectors such as C4 (textiles and textile

products), C5 (leather, leather products, and footwear), C10 (rubber and plastics), C14
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(electrical and optical equipment), C15 (transport equipment), and C16 (manufacturing;
recycling). This overproduction in manufacturing reveals the role of Factory Asia in the
world economy: a network of low-cost production bases that produce parts and
components for consumer goods export. Since the late 1980s, abundant and cheap labor
combined with export-driven, investment-friendly government policies has attracted
multinational companies in advanced economies to set up manufacturing and export
platforms in the region. East Asia has come to be viewed as Factory Asia.

Second, in contrast to the predominance of services in the industrial structures
of TPP and CPTPP, manufacturing still dominates in the cases of RCEP and RCEP 15.
This manufacturing-oriented industrial structure can be explained by the comparative
advantages in the manufacturing capabilities of East Asian economies. The region of
East Asia has been the world’s number one manufacturing exporter, supplying
manufacturing products to the west. As a result, there is a great amount of overshooting
production surpluses in a variety of manufacturing sectors as seen in the skylines of
RCEP and RCEP 15.

It is apparent from the skyline charts that the regional economic structures differ
significantly between CP/TPP and RCEP. These two regional groups including East
Asian economies in different development stages and as a result, the coherence of the
regional economic structures varies. The ranking of self-sufficiency levels is as follows:
TPP, CPTPP, RCEP, RCEP 15. In terms of AMSRs, the regional economy of CP/TPP
is services-oriented while the industrial structure of RCEP has the predominance of
manufacturing.

The differences in sectoral economic structures largely determine what kind of
rules are adopted by these regional groups. For example, CP/TPP focuses more on
services targeted rules, particularly in research and development or business services.
CP/TPP rules set high standards in trade in services, investment, and behind-the-border
issues to enhance comparative advantages of services-dominated economies. In
contrast, RCEP represents the core interests of developing economies and incentivizes
manufacturing sectors to locate as much of their supply chains as possible within the

regional bloc with the rules designed in its framework.
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6.2.2 The Positions of East Asian Economies in the Sectoral Economic Structures

Now that I have established the sectoral economic structures of the CP/TPP and RCEP,
I proceed in this section to establish the positions of East Asian economies in these
structures. I do so by building the sectoral economic structures of individual East Asian
economies, analyze their sectoral focuses, and connect them to those of the regional
economic structures. It is worth noting that I use the OECD National Input-Output
Tables, rather than the ADB-MRIO Tables for data availability reasons. The
categorization of industries under OECD is different from ADB. Table 6-3 shows the
OECD way of industry categorization: agriculture and mining (C1-4), manufacturing

(C5-20), and services (C21-36).

Table 6-3. OECD’s Categorization of Industries into Agriculture, Manufacturing, and

Services

Agriculture
and mining

Agriculture, forestry, and fishing

Mining and extraction of energy-producing products
Mining and quarrying of non-energy producing products
Mining support service activities

Food products, beverages, and tobacco

Textiles, wearing apparel, leather and related products
Wood and products of wood and cork

Paper products and printing

9 | Coke and refined petroleum products

10 | Chemicals and pharmaceutical products

11 | Rubber and plastic products

12 | Other non-metallic mineral products

13 | Basic metals

14 | Fabricated metal products

15 | Computer, electronic and optical products

16 | Electrical equipment

17 | Machinery and equipment, nec

18 | Motor vehicles, trailers, and semi-trailers

19 | Other transport equipment

20 | Other manufacturing; repair and installation of machinery and equipment
Services 21 | Electricity, gas, water supply, sewerage, waste, and remediation services
22 | Construction

23 | Wholesale and retail trade; repair of motor vehicles
24 | Transportation and storage

25 | Accommodation and food services

26 | Publishing, audiovisual, and broadcasting activities
27 | Telecommunications

28 | IT and other information services

29 | Financial and insurance activities

30 | Real estate activities

31 | Other business sector services

Manufacturing

X [(Q (NN | B[N |—
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32

Public admin. and defense; compulsory social security

33

Education

34

Human health and social work

35

Arts, entertainment, recreation, and other service activities

36

Private households with employed persons

Source: OECD Inter-Country Input-Output (ICIO) Tables

Using the OECD National Input-Output Tables data, I construct the sectoral

economic structure of each East Asian economy in a skyline chart: China, Japan, South

Korea, Singapore, Malaysia, Thailand, Indonesia, Philippines, and Vietnam. I discuss

these structures in two groups for a clear discussion of how the sectoral focuses emerged

to be the primary connecting basis for their nations to group into CP/TPP and RCEP

from their perceived attempts for subregional grouping in Northeast Asia and Southeast

Asia.

I first compare the sectoral economic structures of the three economies in

Northeast Asia, China, Japan, and South Korea (see Figure 6-3, Figure 6-4, and Figure

6-5).

Figure 6-3. Sectoral Focuses of China, 2015
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Figure 6-4. Sectoral Focuses of Japan, 2015
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Figure 6-5. Sectoral Focuses of South Korea, 2015
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The sectoral economic structures of China and Japan were unparalleled in East
Asia with complete industrial profiles in manufacturing and services. Their skyline
charts share some similarities as well as apparent differences. Both China and Japan
had underproduction in agriculture, huge overproduction capacity (much more than
self-sufficiency) in manufacturing, and very little over- or underproduction in services.
However, China was more dependent on manufacturing and the share of services was
much less than that of Japan. Moreover, the primary manufacturing sectors were
different: China’s chart has two great “humps” in textile (C6) and electronics (C15),
while Japan’s chart has a prominent tower in automobiles (C18). There were great
complementarities in the international division of labor between the biggest two
economies in the region.

Substantially different from those of China and Japan, the sectoral economic
structure of South Korea saw a much higher level of export orientation with its self-
sufficiency rate in some manufacturing sectors over 250%. Much smaller in economic
size, South Korea appeared to be an open trading nation in the region. Regarding the
AMSR, South Korea stood between China and Japan. South Korea had a very small
portion of agriculture and a large part of manufacturing industries (chemicals,
electronics, and automobiles) and services (wholesale and retail trade, transportation,
and financial and insurance activities).

These different sectoral focuses of China, Japan, and South Korea seem to
connect well with those of CP/TPP and RCEP. The self-sufficiency levels influenced
their attitude towards international trade agreements. South Korea, as a small trading
nation, invested more time and energy in international trade negotiations than Japan
and China and became an FTA hub in Northeast Asia. The sectoral focuses in AMSR
match to a great extent with those of the CP/TPP and RCEP. Japan wanted beneficial
arrangements more from the investment and the services sector than from trade in goods,
and hoped to build a high-standard FTA beyond substantial tariff reduction including
liberalization of services, intellectual property rights, environment, and labor policy.
However, China’s sectoral economic structure was mainly manufacturing-oriented and

thus preferred a tariff-focused FTA. The conflict between China’s unwillingness to
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entirely open its services market and Japan’s high expectations for a CJK FTA, together
with South Korea’s concern over competition from Japanese manufacturing companies
stalled the negotiation process of the trilateral FTA (M. Zhang, 2019). Instead, these
structural differences drove them to seek different types of regional arrangements:
CP/TPP and RCEP. Driven by services-dominated structural interests, Japan prioritized
CP/TPP rules rather than RCEP rules. By contrast, China and South Korea hesitated to
join CP/TPP and were worried about the potential loss in services when opening their
domestic markets to internationally competitive service providers.

Now I will analyze the sectoral economic structures of Southeast Asian
economies in an order of the levels of economic development. Among the Southeast
Asian nations, only Singapore (Figure 6-6) reached an advanced level of
industrialization. Malaysia (Figure 6-7), Thailand (Figure 6-8), Indonesia (Figure 6-9),
and the Philippines (Figure 6-10) had significant economic development with export-
oriented industrialization. Vietnam did not integrate with the global economy until its
economic and political reforms launched in 1986 and it became a rapid-growing

economy in the latest wave of industrial development more recently (Figure 6-11).

Figure 6-6. Sectoral Focuses of Singapore, 2015
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The skyline charts of Southeast Asian economies show a great variety of sectoral

economic structures. Singapore was outstanding for its squeezed agriculture sector (C1-

4) and manufacturing (C5-20) on the left half of the chart but the predominance of the

services sector (C21-35). Singapore had a large composition ratio of C23 (wholesale

and retail trade; repair of motor vehicles), C24 (transportation and storage), and C29

(financial and insurance activities). These show Singapore’s sectoral focuses and

priorities in logistics and financial services.

Malaysia, Thailand, Indonesia, the Philippines, and Vietnam are referred to as

Tiger Cub Economies because they are the newly industrialized economies, following

a similar export-driven model of economic development. I discuss and compare the

sectoral focuses of these five economies in Figure 6-7, Figure 6-8, Figure 6-9, Figure

6-10, and Figure 6-11.

Figure 6-7. Sectoral Focuses of Malaysia, 2015
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Figure 6-8. Sectoral Focuses of Thailand, 2015
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Figure 6-9. Sectoral Focuses of Indonesia, 2015
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Figure 6-11. Sectoral Focuses of Vietnam, 2015
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The skyline charts of these five economies share two significant similarities.
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First, all these five economies had marked ups and downs. All five economies had
remarkable overproduction (200%-600%) in several manufacturing sectors (indicated
by skyscrapers) and significant under-production in other sectors (indicated by slumps).
These skyscrapers and slumps are closely related to their export-driven development
model. These small economies specialized in and built internationally competitive
production capacities in key manufacturing sectors but became heavily dependent on
international supplies in other sectors. Second, the sectoral structures of all these five
economies were dominated by manufacturing, rather than agriculture or services.
Regional production networks in manufacturing sectors provided an environment
conducive to rapid industrial growth and transformation of the predominantly
agricultural economies into modern industrial economies.

Despite these two similarities, each economy was unique in sectoral focuses.
Malaysia had a diversified sectoral economic structure. Malaysia evolved successfully
from one that was initially agriculture and resources-based (oil, gas, and palm oil) in
the 1990s to one with robust manufacturing and service sectors in 2015. As Figure 6-7
shows, electronics (C15) occupied a large portion of the whole economy. On the one
hand, the SSR ratio of electronics was the highest (>200%) among all industries
because of its heavy exposure to global production networks. On the other hand, the
import ratio of electronics also reached 200%. This heavy export and import
dependence suggests that Malaysia performed well in integrating into the GVCs of the
electronics industry but was mainly in low-value-added production (Raj-Reichert,
2020). In other words, Malaysia failed to develop a broad and multi-tier base of support
industries, which gave rise to “an inverted production pyramid—a huge and rapidly
growing final product sector that rests on a weak and much smaller domestic base of
support industries” (Ernst, 2002, p. 40).

In contrast to the predominance of one single manufacturing sector in Malaysia,
Thailand saw marked overproduction in a variety of industries: C10 (chemicals), C11
(rubber and plastic products), C15 (electronics), and C18 (motor vehicles, trailers, and
semi-trailers). Moreover, benefited from its successful tourism, Thailand also

developed a huge service economy. As shown in Figure 6-8, C23 (wholesale and retail
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trade) occupied a great portion of the whole economy of Thailand.

Indonesia was the largest but only less globalized and less competitive economy
of ASEAN. On one hand, Indonesia has been blessed with great and commercializable
natural resources. Its economic structure is heavily dependent on the exports of oil and
gas. According to Vanzetti, McGuire, & Prabowo (2005), trade reform in Indonesia
tended to be closely tied to the price of oil. During the period of high oil prices,
protection increased. At times of low oil prices, major trade liberalization reforms were
implemented when the government realized the urgency to diversify its export base’2.
On the other hand, Indonesia lost its competitive edge in the manufacturing sectors,
unlike its East Asian neighbors. As

Figure 6-9 shows, Indonesia’s production capacity in most of the manufacturing
industries was not self-sufficient. This is in marked contrast to the situation in its East
Asian neighbors. Low levels of labor productivity undermined Indonesia’s cost
advantage, and countries such as Malaysia and Thailand outperformed despite their
higher wages.

Compared with its neighbors, the performance of the Philippines in
manufacturing capacity was weak. As illustrated in Figure 6-10, it recorded only mild
overproduction (around 250%) in its most productive C15 (electronics). This was in
stark contrast to the overwhelming manufacturing capacities of Malaysia, Thailand,
Indonesia, and Vietnam. Besides, the Philippines developed a large portion of services
(such as IT, financial services, and other business sector services) without having the
structural transformation of the economy from agriculture to manufacturing.

The sectoral focuses of Vietnam had an unparalleled high level of specialization
in textiles. Its SSR was over 550%. Vietnam’s textile industry developed strongly and
played an essential role in the growth of the national economy.

The diversity in the sectoral focuses and priorities of Southeast Asian

economies was not only the obstacle to the building of an ASEAN economic

2 For instance, due to weak oil prices in the 1980s, Indonesia had a hard time in slow economic growth.
The Indonesian government accorded high priority to developing non-oil and gas exports and developed
a more outward-looking trade regime.
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community but also put each of them in a different position in the regional economic

structures of the CP/TPP and RCEP.

6.3 Shaping of the Institutional Choices of East Asian States over

CP/TPP and RCEP

In the previous section, I have established the difference in the sectoral focuses of the
regional economic structures of CP/TPP and RCEP and the diversity in the positions of
East Asian national economies in these regional economic structures. In this section, I
discuss in detail how these sectoral forces shape the choices of these states to join
CP/TPP and/or RCEP as regional institutional arrangements for transborder trade,
investment, and production organization. Specifically, I discuss how the different
sectoral focuses of the regional economic structures influenced the preference of the
East Asian states over different types of regional institutional arrangements, in terms of
the scope of the sectors covered in the trade rules negotiation and agreement. In doing
so, I identify the effects of the structural forces on the East Asian states in their final
decision to join or not join the two regional institutional arrangements of CP/TPP and
RCEP.

Existing studies suggest that there are significant variations in the extent of East
Asian countries’ involvement in regional institutional arrangements. Some opt for
narrow agreements that deal with goods and/or services. Others prefer somewhat
broader agreements covering goods, services, and partial WTO-plus commitments. And
still, others pursue comprehensive agreements covering goods, services, and
comprehensive WTO-plus commitments. Figure 6-12 shows such diversity. Three
advanced economies—Japan, Singapore, and South Korea—strongly favor a WTO-
plus approach to FTAs and are increasingly emphasizing comprehensive agreements
(indicated in deep blue). In contrast, China and ASEAN developing economies focus
on traditional goods and/or services (in light blue) and partial WTO-plus provisions (in
light orange).
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Figure 6-12. The Depth of Free Trade Agreements in East Asia
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With this concept of the different types of regional institutional arrangement, I

discuss the shaping of the institutional preference of states in East Asian regionalism

over different types of trade agreements, and in particular over the CP/TPP and RCEP.

Table 6-4 shows the evolution of the institutional preferences of each East Asian

economy from the 1980s to 2010s.

Table 6-4. Shaping of Divergent Institutional Preferences of States in East Asian

Regionalism

1989-1997 1997-2000s 2010s

China * Questing to enter the |+ ASEAN+3 > | ¢ Firm supporter of RCEP
GATT/WTO ASEAN+6 * Evolution from suspicion to
* Open regionalism support towards CP/TPP
+ Cautious cooperation towards * China-centered hub-and-
APEC spoke bilateralism: BRI

Japan . Firm supporter of | + ASEAN+6 > | * Firm supporter of TPP
GATT/WTO ASEAN+3 * Initiator of CPTPP
* Initiator of APEC * Initiator and supporter of

RCEP
South * Global multilateralism . Bilateral | * Role of middle power
Korea globalism * Firm supporter of RCEP

* Hesitate to join CP/TPP
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e Bilateral FTA hub: US,
China, EU
Singapore . Firm supporter of | » ASEAN+6 > | « CP/TPP and RCEP
GATT/WTO ASEAN+3  Bilateral FTA hub: Japan,
* Firm supporter of APEC * Bilateralism US, China, EU
Malaysia * Initiator of EAEG + ASEAN+3 > | « CP/TPP and RCEP
* Suspicion towards APEC ASEAN+6
Thailand * Propose ASEAN FTA * A multi-level FTA | « RCEP
* Firm supporter of APEC strategy
Indonesia * Evolution from suspicion to | * ASEAN+6 > | « RCEP
support towards APEC ASEAN+3
* Leader in ASEAN
Philippines | « Supporter of ASEAN and | + ASEAN+3 > | «RCEP
APEC ASEAN+6
Vietnam * Latecomer in regionalismand | © ASEAN+3 & | * CP/TPP and RCEP
a proactive player ASEAN+6 * FTA hub

China

I start with the evolving preferences of China over different types of regional
institutional arrangements. For much of the post-war period, China remained a large,
underdeveloped, and relatively autarkic economy (Lardy, 1994). China treated all
discussions of regional economic cooperation with deep suspicion. Its approach to
economic regionalism was shaped by worries of the hegemonic intentions of the US
and Japan (Moore and Yang, 1999). China purposefully refrained from joining any
regional framework.

By the 1990s, China’s attitude towards regionalism gradually evolved from
suspicion to cautious engagement. Largely driven by the fear of exclusion, China joined
the APEC in 1991. China opposed the idea of establishing an FTA in the Asia-Pacific
and wanted to make sure that APEC represented a model of open regionalism (Moore
and Yang, 1999). Chinese leaders emphasized that regional economic cooperation
should be in line with the GATT principles. With this set of values as its guide, Beijing
used its participation in APEC to promote an open and nonexclusive trading system. It
was willing to “take its chances with a relative institutional vacuum in East Asia rather
than risk the consequences of more formalized regional institutions with real policy
coordination and rule-making teeth” (Moore and Yang, 1999, p. 409).

In response to the 1997 Asian Financial Crisis, China became a key promoter
for an exclusive regional trading group. The crisis moved China to make serious

commitments to regional cooperation in East Asia. China’s contribution to the crisis
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control was its pledge not to devalue its currency (Terada, 2012). China regarded
ASEAN+3 as a natural grouping for East Asia’s trade and investment (Kawai and
Wignaraja, 2007). To minimize resistance towards ASEAN+3, China adopted a multi-
track strategy on the regional community-building process, including ASEAN+1 and
China-Japan-South Korea Trilateral FTA. First, China proceeded to sign an FTA with
ASEAN in 2002. In the negotiations, China was willing to “give more, and take less”
(Chin and Stubbs, 2011, p. 289). Following China’s move, Japan and South Korea also
launched negotiations with ASEAN.

Second, China took a leading role in negotiating for a CJK FTA in the early years.
The very early idea of creating a CJKFTA was made by then Chinese Premier Zhu
Rongji in 2002. But the conflict between China and Japan over the scope and coverage
of CJK FTA stalled the negotiation process. While Japan hoped to build a high-standard
FTA covering services, intellectual property rights, environment, and labor policy,
China expected merely a moderate level of tariff reduction and limited abolishment of
non-trade barriers (M. Zhang, 2019). As a result, the project did not move further.

By the 2010s, China took a more proactive attitude towards trans-regional and
bilateral arrangements, reflecting its changing growth agenda, interests, and priorities.
China took a leading role in promoting RCEP and regarded RCEP as part of a broader
programme of trade deals. China also moved forward in the bilateral front, pushing for
a long series of bilateral FTAs and eventually the Belt and Road Initiative. On one hand,
China became more and more active in forging FTAs with partners in East Asia and
other regions of the world. As of December 2020, China had signed 16 bilateral FTA
agreements (see Appendix 2). Among these bilateral FTAs, most of them address
traditional tariff issues and contain few advanced provisions. According to Salidjanova
(2015), China’s agreements fall short of high standards in areas such as investment,
government procurement, IPR, labor, and the environment. On the other hand, the BRI
is a platform for expanding global trade and investment, which connects China to the

world. The BRI consists of the “Belt”—Silk Road Economic Belt—and the “Road”—
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21st Century Maritime Silk Road’®. Under the BRI scheme, the Chinese government
usually negotiates an intergovernmental partnership with the project country that
provides political and institutional support and insurance for Chinese enterprises to
participate in the transborder industrial projects. In doing so, the Chinese government
combines mechanisms and arrangements of both Official Development Assistance
(ODA) and FDI for development financing (Huang, 2020b). The sectoral focuses of the
BRI are overwhelmingly in manufacturing, infrastructure, and transportation, reflecting
the sectoral focuses of the Chinese economies at this stage of economic development.
In this process of China’s emergence as a principal supporter of the RCEP and
its leading founding member, not with CP/TPP, we see the effects of the different
sectoral focuses of the regional economic structures on China’s choice of RCEP over
CP/TPP. This is because of China’s primary interests in ruling traditional sectors and
concern over the influence of the services and high-tech dominance of the US and
Japanese economic forces.
Japan
Japan’s institutional selection also unfolded in three distinct phases. The first phase
from 1945 to 1997 featured Japan’s firm support for global multilateralism but
ambivalence towards regionalism. Maintaining strong support for a non-discriminatory
and rule-based multilateral trading system was a pillar of Japan’s external economic
policy. In the aftermath of World War II, Japan benefited from the GATT and WTO-led
waves of global trade liberalization. Japan showed no interest or even criticized regional
and bilateral free trade deals. For instance, the Ministry of International Trade and
Industry of Japan (MITI) published a White Paper in 1998 and put its priority in
negotiations of trade arrangements on “the steady implementation of WTO rules, and
constant surveillance of and countermeasures for protectionist behaviors of foreign

countries” (1998). Then-Minister of Foreign Affairs (MOFA) of Japan, Yohei Kono,

3 The Belt is proposed to connect the Western part of China to Western Europe via Central Asia, Iran,
Turkey, Russia, the Caucasus, and the Balkans. Besides, linking Eurasia by land; and the Road is
designed to connect China with South Asia, Southeast Asia, the Middle East, Africa, and Europe through
a strip of seaports through the South China Sea, the Indian Ocean, and the Mediterranean Sea.
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explained why Japan favored global multilateralism: “Japan is working hard for the
strengthening the WTO. This is quite a natural consequence of Japan’s dependence on
multilateral trade; Japan's trade structure does not show particular dependence on
particular regions” (2001).

Consequently, in trade policy practice, Japan was ambivalent towards
regionalism. Japan perceived regional trade agreements as negative because they might
weaken efforts in the global trading system. Instead of inward-looking regionalism,
Japan worked together with others, especially Australia, for more than three decades to
realize a goal of the pan-Pacific regional framework, from the establishment of the
Pacific Basin Economic Council in 1967 to the launch of the APEC project in 1989
(Ravenhill, 2001). In all of these initiatives, Japan’s approach to the Asia Pacific region
involved a delicate balance in two sets of objectives. First, Japan relied on access to the
US market and US involvement with the broader region of Asia Pacific. Second, Japan
wanted to bring ASEAN into the working of closer Japan-US economic relations.

In the second phase (1997-2010), in contrast to China’s support on the
ASEAN+3 framework, Japan approached ASEAN+6 as an appropriate group for trade
and investment cooperation (Kawai and Wignaraja, 2007). In 2007, Japan officially
proposed ASEAN+6 as a regional institutional framework for organizing transborder
production and distribution in the region. This vision of ASEAN+6 includes not only
East Asian countries (ASEAN+3), but also India, Australia, and New Zealand.

In the 2010s, Japan’s FTA engagement entered the third phase with its focus
shifting from East Asia to the Asia Pacific. Japan was involved with both CP/TPP and
RCEP, but emerged as a principal supporter and a leading organizer of CP/TPP. In
addition to that, Japan also engaged with the US, EU, and other countries to build a
global FTA network. According to MOFA (2015), Japan aimed to increase the FTA
coverage’# in its trade relations to 70% by 2018 from about 19% in 2012. As of

December 2020, Japan signed up the 2 regional FTAs, CP/TPP and RCEP, and 17

"4 FTA coverage rate refers to the ratio of the value in trade with countries that already signed FTAs with
a country to its total trade value.
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bilateral FTAs (see Appendix 2). In order of the effective dates, Japan’s bilateral FTA
partners include Singapore, Mexico, Malaysia, Chile, Thailand, Brunei, Indonesia,
ASEAN, Philippines, Switzerland, Vietnam, India, Peru, Australia, Mongolia, the EU,
and the UK.

Japan engaged with both CP/TPP and RCEP, but had a clear priority in CP/TPP.
The Abe administration (2012-2020) undoubtedly placed TPP at the top of the
diplomatic agenda. Abe took TPP as a centerpiece of his economic growth strategy as
he believed TPP would create trade and investment opportunities overseas and
advancing domestic reforms in services and agricultural liberalization. As the US
withdrew from TPP in 2017, Japan proceeded to take over the leadership role in moving
the TPP forward to become CPTPP. In reaching the CPTPP agreement, Japan was
instrumental in leading the way (Terada, 2018). Moreover, in setting the agenda for
RCEP, Japan insisted to include nontariff issues in negotiations. Japan wanted strong
rules in the areas of investment, intellectual property, and dispute settlement. Due to
Japan’s insistence, new working groups on competition, intellectual property, economic
and technical cooperation, and dispute settlement were established in RCEP
negotiations (Hamanaka, 2014). In both cases, CP/TPP and RCEP, Japan’s engagement
was influenced by its position in the regional economies structures as defined by
sectoral focus and priorities. More generally, the shifts in Japan's attitude/approach
toward regional institutional arrangements over the years were shaped by changes in
the sectoral focuses and priorities of its economy and in its sectoral relations with other
trading partners.
South Korea
Like Japan, South Korea was also a firm supporter of the global trading system and an
insignificant player in regional institution-building before the 1997 Asian Financial
Crisis (Krieckhaus, 2018). Benefiting from the global trade network and the GATT
trading system, South Korea transformed itself from one of the poorest countries in the
world to a successfully industrializing economy. The South Korean economy was
heavily dependent on global trade and believed in the primacy of the global trading

system.
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However, South Korea developed a great passion for regionalism after 1997 by
actively involving in a variety of regional initiatives including ASEAN+3, ASEAN+I,
and China-Japan-South Korea trilateralism. In the ASEAN+3 track, the South Korean
government proposed an East Asian Vision Group (EAVG) in 1998 and an Economic
Cooperation Research Group in 2001 (Cheong, 2008; Y. Kwon, 2004). In the
ASEAN+1 track, South Korea also signed an FTA with ASEAN in 2006. In the trilateral
track, South Korea aimed to become “a Northeast Asia business hub” and actively
participated in the negotiation of a CJK trilateral FTA (M. Zhang, 2016). For instance,
the South Korean government prioritized the bilateral FTA negotiations with Japan and
China”and intended to use the bilateral FTA to help with the process of economic
integration in Northeast Asia.

More recently in the 2010s, South Korea’s enthusiasm towards East Asian
regionalism diminished sharply, showing less interest for East Asian economic
integration with its neighboring countries. Instead, it shifted focus towards building a
global FTA hub network (Park, 2015). The then-trade minister Tacho Bark emphasized
the importance for the economy:

“As a global FTA hub nation, Korea will emerge as the gateway for a
multitude of American, European, and Chinese investors seeking access to
these enormous and dynamic markets. The entry into force of these three FTAs
is of great significance to South Korea not only in expanding trade, investment
and boosting the economy but also rapidly increasing South Korea’s FTA trade
coverage” (Bark, 2012).

As of December 2020 (see Appendix 2), South Korea signed up 17 bilateral
FTAs. South Korea had a broad FTA territory and became a “linchpin” of economic

integration in East Asia through aggressive pursuit of FTAs (Lee, 2015).

5 As early as in 1998, the Japanese Ambassador to South Korea, Okura Kazuo, proposed a bilateral FTA
between the two parties. In the same year when then-South Korean President Kim Dae Jung visited Japan,
he responded to the proposal and called for Japan’s cooperation in building economic partnership for the
21% century. In 2000, the Institute of Developing Economies, Japan External Trade Organization (IDE-
JETRO) and the Korea Institute for International Economic Policy (KIEP) jointly proposed a bilateral
FTA.
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The global scale of South Korea’s economy blurred its interests in a regional
trade arrangement. Its ambiguous position of the regional economic structures with
priorities in both manufacturing and services sectors makes both CP/TPP and RCEP
attractive and acceptable to South Korea. South Korea has actively engaged with RCEP
and still wait for the opportunity to join CP/TPP.

Singapore

Singapore’s government tended to distance itself from the concept of an exclusive East
Asian bloc and, like South Korea, stressed the need for a global trading system. In the
first phase (1989-1997), Singapore strongly advocated trade liberalization under the
APEC framework rather than an ASEAN-centered approach. For instance, it
successfully bid to host the APEC Secretariat by offering to meet the body’s local costs
for its first two years (1989-1991) (Ravenhill, 2001, pp. 105-106). It showed little
interest or faith in ASEAN’s own efforts for regional economic integration. As
Thompson (2006, p. 183) commented on the unique role of Singapore in the context of
ASEAN, “Singapore ... is in Southeast Asia but not, someone might say, of Southeast
Asia”.

After the 1997 AFC, Singapore opposed the exclusive East Asian regional bloc,
ASEAN+3, and supported Japan’s proposal of ASEAN+6 (Hund, 2003). Singapore
promoted the formation of the ASEAN-Australia-New Zealand FTA and insisted that
neither Australia nor New Zealand should be excluded from East Asian regionalism. In
2002, Singapore’s then-Prime Minister Goh Chok Tong stated that he did not believe in
the idea of molding East Asia into another regional bloc similar to NAFTA and the EU.
He was quoted as saying “What we fear most is that the world will be split into three
economic blocs”, and “to prevent this happening, both Singapore and Japan should
establish FTAs with countries outside East Asia” (Kwan, 2002).

In 2003, Singapore released a new national development strategy to raise its
profile as a leading global city. The core of this vision was a strategy to strengthen
relations with developed economies such as the US, Japan, and the EU. Pursuing the
strategy, Singapore signed various bilateral FTAs and had the broadest geographical

coverage in its agreements. Singapore implemented or concluded agreements with the
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largest economies in East Asia (China, Japan, and South Korea) as well as outside East
Asia (including the US and EU, and India). It is particularly noteworthy that the
Singapore-US FTA was the first US FTA with an Asian nation which took into effect in
2004.

In the 2010s, Singapore joined both CP/TPP and RCEP. Singapore thus saw
these two agreements as mutually reinforcing pathways towards an eventual Free Trade
Area of the Asia-Pacific (FTAAP) (Ministry of Trade and Industry, 2014). Singapore
leaders repeatedly spoke up for CP/TPP, even as they were also among the first to ratify
RCEDP. Like South Korea, the global scale of its economies and trade relations, and the
sectorial focuses of its economy led Singapore to be interested in global trade
arrangements, and enthusiastic for both CP/TPP and RCEP.

Malaysia

Malaysia has always been “a fervent promoter” of East Asian regionalism (Hund, 2003,
p. 386). In the first phase (1989-1997), the Malaysian government was the most resolute
opponent against trade and investment liberalization under APEC (Ravenhill, 2001, pp.
108-112), regarding liberal multilateralism as an instrument of Western economic
domination. In response to the challenge of the West, then Prime Minister of Malaysia,
Mahathir, stressed that Asian countries must develop an Asian identity and an
alternative strategy for development (Yu, 2003, p. 278). In a 1991 speech to the UN,
Mahathir said: “In East Asia, we are told we may not call ourselves East Asians as
Europeans call themselves Europeans and Americans call themselves Americans”
(Awanohara, 1991, p. 13).

To counter the perceived threat posed by APEC and to strengthen the economic
sovereignty of East Asian countries, the Malaysian government proposed the idea of an
East Asian Economic Group (EAEG)’®, the embryo of ASEAN+3. Unlike that of APEC,

the idea of EAEG was to build a strictly regional organization for an East Asian

76 The initiative of the East Asia Economic Group (EAEG) was proposed for the first time in December
1990 at the meeting with Li Peng, then Chinese Premier. Later in July and October 1997 during the
ASEAN ministerial meetings, the initiative was officially put on table. The title was changed to East Asia
Economic Caucus in the process..
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economic community. It was designed to reinvigorate regional economies through trade
liberalization and strengthen ties among member states. However, most East Asian
countries were concerned that an exclusive bloc in the region might result in more
protective regionalism in Europe and North America. Tighter blocs in these regions
meant higher barriers into these markets, which would be bad for East Asian economies
after all. The EAEG proposal did not become a reality but paved the way for its
successor: ASEAN+3.

In the 2000s, the Malaysian government stepped up its rhetoric and called for
“formalized” East Asian regional integration under the ASEAN+3 framework (Leong,
2000). On the one hand, the Malaysian government initiated a public debate about the
viability of an East Asian monetary union and welcomed the ASEAN+3 currency swap
arrangements. On the other hand, Malaysia criticized the bilateral FTAs by ASEAN
members (particularly, Singapore). Malaysia believed that a focus on bilateral FTAs
might harm the solidarity among ASEAN and East Asian nations, and allow economies
outside the region to dominate the regional market. As we already know, Malaysia’s
regionalist efforts did not pay off, and its enthusiasm towards ASEAN+3 cooled.

In the 2010s, trans-regionalism and bilateralism became a domino effect that
East Asian countries competed in trade and investment liberalization to attract the
participation of external economies in transborder production networks. In this context,
Malaysia transformed its regional focus to a multi-layer strategy (Nambiar, 2015). First,
following the steps of its neighbors, Malaysia implemented seven bilateral FTAs as of
December 2020 (see Appendix 2). Second, at the regional level, through ASEAN,
Malaysia signed regional FTAs with China, Japan, Korea, India, Australia, and New
Zealand. Third and most importantly, Malaysia joined both CP/TPP and RCEP. It is
worth mentioning that two factors motivated Malaysia to join the CP/TPP negotiations.
The first reason was the participation of the US in the TPP, which significantly
enhanced the economic weight of the free trade area (Wu, 2019). The second motivation
was to “lock-in or lend greater external visibility to current domestic reforms” (Ayub
and Jalil, 2018, pp. 104-105). Similarly, the signing of RCEP was anticipated to benefit

local industries as the mega FTA would lower barriers to entry for Malaysian goods and
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services in East Asia. With market barriers lowered and rules of origins streamlined,
Malaysia expected that its investments from more developed countries in the RCEP
region and beyond would increase (Azhar, 2020; Ernst and Young Tax Consultants,
2021).

Malaysia’s early focus on an East Asian regional economic community has a lot
to do with its position in the regional economic structure as a developing economy in
sectoral focuses and priorities. This position has not led Malaysia to choose RCEP over
TPP/CP/TPP. This can be explained by the influence of additional forces such as the
accommodating trade policy and complimentary domestic regulatory framework it has
adopted in the fierce competitive liberalization with its neighbors to attract and retain
FDI.

Thailand

Thailand has been a champion of outward-looking regionalism since the 1990s.
Thailand proposed the formation of the ASEAN FTA indicating its intent and
determination to eliminate the country's protective trade regime. Like other ASEAN
countries, Thailand viewed AFTA as an investment-driven integration that would serve
as a "training ground" for global competition (Chirathivat and Mallikamas, 2004, p. 39).
Thailand also played an active role in supporting APEC.

After the 1997 financial crisis, Thailand started to pursue a multi-level FTA
strategy aggressively. On one hand, Thailand and generally the East Asian region felt
the need to promote a regional economic community. On the other hand, Thailand was
the second ASEAN economy after Singapore to actively pursue bilateral FTAs driven
by their dissatisfaction with the ASEAN and APEC processes’”.

More recently in the 2010s, Thailand played an active role within ASEAN in
promoting closer regional integration by supporting RCEP. By contrast, due to its lack
of the necessary preparedness and consensus for the high-quality trade and investment

rules, Thailand showed caution toward CP/TPP. According to the Bangkok Post (2020),

" As of December 2020, there were 19 FTA deals in Thailand, 15 of which were initiated in the early
2000s (see Appendix 2).

205



Thailand still needed to enact a new legislature to catch up with global trading rules
such as CP/TPP.

Thailand was a flexible player in regionalist projects and adjusted its strategy
swiftly, from initiator of an ASEAN-centered approach to a firm supporter of RCEP
only, to accord with its economic interests. Unlike in Malaysia, sectoral focuses of the
regional economic structures did influence Thailand to choose RCEP over CP/TPP.
Indonesia
Indonesia has always been ambivalent towards trade liberalization, and its road to trade
liberalization has been “long and winding”(Vanzetti, McGuire, and Prabowo, 2005, p.
4). In the first phase, when APEC was established in 1989 and the ASEAN FTA was
established in 1992, Indonesia initially shared Malaysia’s lack of enthusiasm. Indonesia
was very cautious and unwilling to join APEC and ASEAN due to the general suspicion
that trade liberalization would be less beneficial to Indonesia (Intal and Chen, 2017, p.
73). In the initial negotiations of ASEAN, Indonesia asked for a fifteen-year transition
period when joining ASEAN. Similarly, later in 1994, it converted to promote trade
liberalization through APEC’®,

In the 2000s, although Indonesia backed Japan’s initiative of ASEAN+6 rather
than ASEAN+3, its trade liberalization move was still very limited. On the one hand,
the Indonesian government did not make any substantial promises under the framework
of ASEAN+3. Instead, it supported an open and non-exclusive East Asian regionalism
and welcomed the participation of Australia and New Zealand. On the other hand,
Indonesia had reservations when signing FTAs with the “+6” countries (namely, China,
South Korea, Japan, Australia, New Zealand, India). Particularly, the ASEAN-China
FTA was challenging for Indonesia due to its concern about the influx of inexpensive
goods from China into its market (Artner, 2017; Tan, 2015).

In the 2010s, there was also hesitation in Indonesia about joining RCEP and
CP/TPP. Particularly, Indonesia regarded CP/TPP rules as too ambitious and onerous to

comply with. Sahu (2016) interpreted this hesitation as fears that further liberalization

8 For more about the turnaround of Indonesia’s views on APEC, see Ravenhill (2001, pp. 106-108).
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would worsen the balance of trade. Eventually, Indonesia joined RCEP but not CP/TPP.
This can be partly explained by the matching of sectoral focuses of RCEP and Indonesia.
Philippines

Since the late 1980s, the Philippines government shifted from a protectionist to a more
open trade policy. Philippines was a member of the APEC in 1989 as well as the
ASEAN FTA in 1992. The 1997 Asian financial crisis further underscored the benefits
of establishing formal economic links to the more developed economies of Japan and
South Korea and the dynamic market of China “as a means of averting any possible
future crisis” (Stubbs, 2002 p.449). In the 2000s, the Philippines supported ASEAN+3
and the idea of an East Asian economic community.

In the 2010s, the Philippines was less active than its neighbors in promoting
bilateral FTAs. It engaged in FTA negotiations mainly as part of ASEAN (e.g., ASEAN-
China, ASEAN-Japan). Bilaterally, the Philippines signed up only two FTAs, one with
Japan and one with EFTA (composed of Iceland, Liechtenstein, Norway, and
Switzerland). Moreover, the Philippines put its full weight behind RCEP but criticized
CP/TPP by highlighting the restrictive nature of its provision. The Philippines is a good
example of how a country’s position in the regional economic structures shaped its
choice of RCEP over CP/TPP. It was in the lowest level of economic development in
the region for decades and has not much seen the development of the manufacturing
sector of its own. As a result, for the Philippines, manufacturing-oriented RCEP was
more relevant than the service-focused CP/TPP framework.

Vietnam

Vietnam started to participate in global value chains after its launch of the “Doi Moi”
(reform) policy in the late 1980s, and it was a latecomer in regional economic
integration. It did not become a member of ASEAN until 1995, APEC until 1998, or
WTO until 2007. In the 2000s, Vietnam was an active member of both ASEAN+3 and
ASEAN+6. It regarded ASEAN+3 as “a major mechanism for China to increase its
influence in the regional architecture without US participation” (Quyet, 2013, p. 99-
100). It saw the framework of ASEAN+6 as a Japan-led counterweight to ASEAN+3

with the inclusion of Australia, New Zealand, and India. It sought to steer a middle path
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in economic affairs between China and Japan.

In the 2010s, Vietnam transformed its trade policies to position itself as an FTA
hub and create a web of economic interdependence. It was the only ASEAN country,
apart from Singapore, that signed up an FTA with the EU in 2019 and was pursuing a
bilateral FTA with the US. It intended to attract exporting companies from the EU and
the US to produce in Vietnam and export to partners outside ASEAN.

Towards the contentious CP/TPP and RCEP, Vietnam consciously adopted a
dual-track approach by signing both. The high-standard agreement with the CP/TPP
partners forced Vietnam to conduct substantial institutional reforms towards enhanced
market efficiency in areas such as investment, competition, IPR, and SOEs (Deprez,
2018). RCEP would help particularly in combining several ASEAN+1 FTAs into one
set of trade rules, reducing tariffs (manufacturing costs), and thus linking regional
supply chains. Through these two preferential trade agreements, Vietnam wanted to
engage itself with the East Asian production networks and global value and supply
chains. Like Malaysia, though, the sectoral focuses of the regional economic structures
influenced Vietnam's institutional choice to a great extent. Other factors such as
geopolitics and the international economic strategy of the state pushed Vietnam not only
into RCEP but also CP/TPP which the sectoral focuses alone can't fully explain.

From the discussions above, I analyzed the shaping of institutional preferences
of East Asian states over different types of regional arrangements and the extent to
which the sectoral focuses and priorities of the regional economic structures influenced

their choices over CP/TPP and RCEP.

6.4 Evidence on Hypothesis 3

In the sections above, I have constructed sectoral economic structures of CP/TPP, RCEP,
and each East Asian economy. I established the positions of the East Asian national
economies in the two regional economic structures. Now I test H3 and summarize the
findings on the effects of sectoral economic structures on the institutional choices of

East Asian states to join CP/TPP and/or RCEP. Table 6-5 lists the key points of the
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findings.

Table 6-5. Determining the Relationship between the Institutional Choices and Sectoral

Economic Structures

CP/TPP and RCEP RCEP only
Institutional choices Japan, Singapore, Malaysia, | ASEAN, China, South
Vietnam Korea
Expectations by sectoral | Japan, Singapore ASEAN, China, South
focus and priority Korea

The center column in Table 6-5 focuses on countries with dual membership in
CP/TPP and RCEP. The cases of Japan and Singapore on the bottom row are expected
in H3, while Malaysia and Vietnam on the top row are not. For Japan and Singapore,
services dominated their sectoral economic structures. The services prioritized rules of
CP/TPP fitted their structural interests and opened avenues for service exporters. For
Malaysia and Vietnam, although RCEP’s tariffs-focused rules served their current
structural interests best, they also participated in CP/TPP because of the influence of
two other factors. The first was the particular international economic strategy the states
adopted at the time. Both Malaysia and Vietnam used their participation in CP/TPP to
signal the principle of trade and investment liberalization in their trade policy. The
second factor was geopolitical considerations. Malaysia and Vietnam attempted to
maintain an equal distance between the great powers. Their participation in the CP/TPP
was an expression of a “hedging” strategy to diversify their economic concentration,
avoid becoming overdependent on China, and balance diplomatic relations with China
and the US (Wu, 2019).

On the right column of RCEP only, institutional choices and structural
expectations match perfectly for China, South Korea, and most ASEAN countries.
These tariffs-prioritizing economies embraced RCEP only and took a cautious approach
towards CP/TPP. The overwhelming choice of these economies over RCEP showed the
strong influence of manufacturing-oriented sectoral economic structures. The sectoral
focuses and priorities of South Korea could have pushed it to take both the CP/TPP and

RCEP as Singapore had done. However, South Korea’s international economic strategy
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of global economic liberalization, heavy reliance on manufacturing with China, and
unsettled geopolitical relations with Japan seemed to make it cautious about taking up
with CP/TPP at the time.

Overall, while there were other factors such as geopolitics at play, investigation in
this chapter significantly supports H3 that sectoral focuses and priorities of the
economic structures influenced the institutional choices of East Asian states over
CP/TPP and RCEP. A services-focused economy is more interested in CP/TPP, while a

more agriculture/manufacturing-oriented economy is more likely to support RCEP.
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Chapter 7 : Findings and Implications

The previous three chapters have tested my three hypotheses and examined the
evidence on the effects of structural dynamics on the institutional preferences of the
states in East Asian regionalism. Chapter Four constructed the global economic
structure and examined the levels of intra-regional connectivity of industrial production
in Europe, North America, and East Asia in the global economic structure. Chapter Five
constructed the structures of regional production networks and the positions of East
Asian states in the structures, how these led to multiple and contending initiatives and
projects for East Asian regionalism. Chapter Six constructed the sectoral economic
structures of CP/TPP and RCEP and the divergent positions of East Asian states in the
structures that led to the different choices of these states to join or not join CP/TPP and
RCEP in the end.

In this chapter, I bring these findings together and discuss to what extent the
structural theory on the weakness of East Asian regionalism we set out for this project
matches with the empirical evidence. I begin with a brief revisit of my proposed
structural theory and the three hypotheses. I then discuss to what extent the findings
confirmed the three hypotheses and what that means for our structural explanation of
the problem in East Asian regionalism. Finally, I will restate the theory and summarize

all these discussions into an overall thesis for this study.
7.1 Revisiting the Theory and Hypotheses

As Richard Cox once argued, production generates the capacity for a state to exercise
power (Cox, 1987). More recently, specifically with the emergence of global value
chains and global production networks, the growing importance of production
structures has led people to focus on what is called the governance of transborder
production. This study also has focused on how the structural dynamics in production

and distribution and the power relations manifested in the international division of labor
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have shaped the institutional preferences of states in East Asian regionalism.

This study is an investigation of the structural causes of the weakness of East
Asian regionalism from the late 1980s to the 2010s. The underlying logic of the
structural theory I laid out in Chapter Two is the following: first, the international
economic structure is the distribution of economic interests and capabilities of states
within the world economic system. Particular positions of states in the structure affect
their national interests and hence their preferences for and choices over different types
of institutional arrangements for production and distribution in the region. Second, a
regional economic structure influences nations to opt for and compete over multiple
sets of particular institutional arrangements. Third, different and contending
institutional preferences of East Asian states, in particular, determined by their different
positions in the structure, make their agreement on a single regional institution of
economic integration difficult, if not impossible. I set up three hypotheses in Chapter
Three to test the theory. More specifically, these three hypotheses were designed to test
causal mechanisms in the theory that link structural dynamics at different levels—
global, regional, and sectoral—to the institutional preferences of the states.

Contrary to the popular belief of liberal institutionalism, H1 suggested that the
global economic structure determined the shaping of an East Asian economic
community for East Asian regionalism. According to liberal institutionalism, the top-
down institutional designs have contributed greatly to the success of regionalism in
Europe and North America. My structural theory suggests a bottom-up causal
relationship between material forces and institutional arrangements and assumes that a
certain level of regional economic integration is a necessary condition for regional
institution-building. H1 operationalized this causal relationship and used regional
concentration indexes of these three regional units to determine their levels of regional
economic integration. H1 indicated that a more regionally concentrated economic
structure makes it easier to cultivate an exclusive and highly institutionalized regional
arrangement. Accordingly, in comparison with Europe and North America, East Asia is
the least regionally oriented and the most globally interconnected, which is the

structural reason why a single, unitary institutional arrangement was not able to develop
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in East Asia.

H2 assumes the same structure-institution logic working at the regional level,
and takes each East Asian national economy as a production unit. These units are
positioned differently in the structure of transnational production networks measured
by the influence of the value-added from national, regional, and global origins. Because
of their different positions in the international economic structure, East Asian states
have different and conflicting interests in institutional arrangements for the regional
economic organization. H2 suggests, therefore, that the more globally interconnected
the country, the greater its incentive for building global platforms. The more regionally
concentrated countries are, the more interested they are in regional projects. These
conflicting structural dynamics led to multiple and contending initiatives and projects
in East Asian regionalism.

H3 focuses on sectoral economic structures and institutional relationships in
East Asian regionalism. H3 suspects that East Asian states of similar sectoral focuses
and priorities in their national economic structures formed different groups with
different positions in the sectoral economic structures of CP/TPP and RCEP. H3,
therefore, assumed that developed, services-dominated economies are likely to support
CP/TPP which has sectoral focuses and priorities in services. In contrast, manufacturing
concentrated economies are likely to join RCEP which focuses on traditional tariffs of
trade in goods. This led to the rise of the two competing institutional arrangements in
East Asia and tense relations among the states over these two initiatives.

Each hypothesis is designed to show one aspect of the causal link between
international economic structures and the states’ institutional preferences in East Asian
regionalism. To test these hypotheses, I designed methods and data for constructing the
international economic structures in Chapter Three. I developed three sets of indicators
for each hypothesis: the levels of regional concentration (H1), global-regional
connectivity (H2), and sectoral focuses and priorities (H3). I explained the use of the
value-added production method and Global Value Chains data for the test and analysis.
Compared with the conventional method of national accounts using GDP, I used the

value-added production as a more accurate way to the empirical description of the
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structures because it records which country value-added comes from and which country
it goes to. This relational method allowed us to determine the international distribution

of production interests and capabilities of East Asia.

7.2 Key Findings from Empirical Investigation and Analysis

Empirical construction of the global, regional, and sectoral economic structures and
analysis of the positions of the states in these structures match well in general with what
is suspected in the three hypotheses. Evidence on the three hypotheses is largely
positive, but ambiguous in some minor areas, particularly in H3. I discuss below to
what extent these findings support the structural theory and, based on this, attempt to
summarize the theoretical and empirical discussion into an overall explanation for the

problem in East Asian regionalism.

7.2.1 Finding I: East Asia Does Not Have the Material Basis for a Stand-Alone

Production Community

Constructing the global economic structure and comparing the levels of regional
concentration in Chapter Four, I tested whether there were three regional concentrations
in the global distribution of value chains and whether East Asia’s RCI was much lower
than Europe or North America. I used the complex network method to map global
economic structure for observing regional concentrations of production forces in the
world. Three regional clusters of production activities are evident from this exercise:
Germany-centered Europe, US-led North America, and East Asia (Japan-led in 1995
and China-centered in 2015). In contrast to the regionally oriented and more balanced
production networks in Europe, East Asia has strong global and hierarchical production
linkages (mainly) with North America. East Asia shifted from the Japan-led regional
production networks in 1985, to the US-Japan economic alliance in 1995, the China-

Japan-US tripolar network in 2005, and more recently, the China-centered regional
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production networks in 2015. These hierarchical and global production networks in
East Asia involved unequal exchange and competing industrial powers and had
profound implications for East Asia’s inability to develop a stand-alone economic
community.

Second, further analysis of the levels of regional concentration in Europe, North
America, and East Asia confirmed that the RCI of East Asia was much lower than that
of Europe or North America. East Asia relied on producers within itself as much as it
did on those from outside the region. The findings on regional concentration levels
confirmed that production networks in East Asia were not as regionally concentrated as
that of Europe and North America, and lacked a regionally oriented production basis to
support the organizing of East Asia as a coherent economic community.

As a region, East Asia has been traditionally influenced by forces of regional
and global production networking. The Japan-led regional industrial activities during
the 1960s-1980s provided a good basis to push for regional economic integration.
However, as a result of the increasing international fragmentation of production, the
focus of East Asian production networks shifted from East Asia to the wider world in
the past 30 years. In particular, with the rise of China as a World Factory, transborder
production networks in the region gradually shifted from being Japan-dominated to
China-dominated. The increasingly penetrating global production forces weakened the
drive for regional economic integration and community building in East Asia. The idea
of East Asian regionalism as a project for economic integration (more than economic
cooperation) and regional economic community was unpopular and politically
contentious.

We also investigated this relationship and analyzed the RCls at sectoral levels
intending to see if there were sectoral complications. As textiles, electronics, and
automobiles were the most significant sectors in its industrialization, East Asia was in
different positions in the global structures of these three sectors. Our structural analysis
found that from 1995 to 2015, the textile sector shifted from Europe and East Asian
developed economies to East Asian developing economies. The electronics sector was

increasingly centered on East Asia but its global connections were significant. In
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contrast to textiles and electronics, the automobile sector continued regional production
in Europe, North America, and East Asia. These findings reflect different patterns of
the distribution of production networks in key industrial sectors. The textile sector is
highly labor-intensive, sensitive to price fluctuations, relatively easy for developing
economies to set up, and thus had the most dynamic global structure of production
networks. Electronics is highly R&D intensive and highly tradable, and its production
networking has been traditionally influenced by global and regional forces. Automobile
production tends to be regionalized because of economic and political considerations.
Considered together, Chapter Four showed that the production networks in East
Asia were not as regionally concentrated as those of Europe and North America and
lacked a regionally oriented production basis to support the organizing of East Asia as

a single production unit.

7.2.2 Finding I1: Nations’ Complex Global-Regional Connectivity Led to Multiple

and Competing Initiatives and Projects in East Asian Regionalism

Examining the varying and rapidly changing position of each East Asian national
economy in the regional economic structure, I tested Hypothesis 2 to determine the
complexity in their positions as influenced by different sets of forces in transborder
value-added of global and regional origins. With the rise of regional value chains (RVCs)
and global value chains (GVCs), East Asian economies typically intensified their
involvement with the international production networks. The exact effects of the
international production forces, however, were felt differently among East Asian
economies in different periods. To highlight this complexity, [ used the RVA/GVA ratios
of these national economies, i.e., the extent to which a national economy is more
integrated into RVCs or GVCs. Because of these different positions, we can further
argue that nations favor either exclusive, regional institutional arrangments or open,
global institutional arrangements. This was theorized in H2 as leading to the contentious

rise of too many regional projects with different membership scopes and a mix of
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close/open arrangements in East Asian regionalism.

Investigation and analysis of the RVA/GVA ratios showed that from 1995 to
2015 most East Asian economies were more globally interconnected than regionally
oriented in the structure. Singapore was the most globally connected economy: 84%
(1995), 43% (2005), and 54% (2015). The two industrial powers—Japan and China—
also depended much more on global partners than on regional counterparts. The
regional-global ratios of Japan were: 37% (1995), 41% (2005), and 59% (2015), and
the ratios of China were: 97% (1995), 77% (2005), and 47% (2015). In another group,
although their levels of dependence on global sources were not as heavy as in the
previous cases, South Korea, Taiwan, and Thailand were also more reliant on value-
added of global origins than that of regional origins in their production networks.
However, Vietnam (182% in 1995, 142% in 2005, 173% in 2015), Hong Kong (134%
in 1995), Philippines (102% in 1995, 116% in 2015), Indonesia (111% in 2015), and
Malaysia (106% in 2015) had the most regional value-added in their production
networks in the region.

These varying positions of East Asian economies in the regional economic
structures of production networks match very well with their different institutional
preferences and explain their inability to agree on a single regional institutional
architecture. The majority of the East Asian economies were more globally
interconnected and welcomed extra-regional players in the regional institution-building
process. For instance, Singapore was a staunch advocate of the global trade system, as
its Minister for Foreign Aftairs argued for “no alternative to multilateralism” in tackling
global issues (UN, 2017). Similarly, another global hub economy, South Korea, also
made participation in global economic governance a cornerstone of its foreign policy
(Pardo et al., 2019). More importantly, core economies in the region—Japan and
China—were also keen supporters for a global institutional setting to protect their
globally dispersed economic interests and relations. Japan had been one of the global
industrial powers and built a worldwide division of labor and production networks since
the 1970s. In the 2010s, China emerged as a key player in the process of East Asian

integration and created both “centripetal” and “centrifugal” forces that operated at the
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same time (Waseda University, 2013). The centripetal forces relate to the fact that China
started up its industrialization via participation in regional value chains. The centrifugal
aspect refers to China using this regional interconnectedness as a platform to engage
with global value chains. In other words, while both Japan and China helped in many
ways to make East Asia a more cohesive region, they also pushed for a consolidation
of trans-regional cooperation with the rest of the world, especially the US. Overall,
these globally dispersed economic connections diverted the attention of East Asian
economies away from building a single regional architecture.

In contrast, Malaysia had a greater regional concentration of production
networks. Malaysia was a strong supporter of the idea of a single and regional
organization for East Asia at some stages. For example, then-Malaysian Prime Minister
Mabhathir bin Mohamad proposed an East Asia Economic Group (EAEG) in 1989,
intended to arrange trade relations among East Asian countries only. Malaysia also
pushed through the ASEAN+3 cooperation at the height of the 1997 Asian financial
crisis. In addition, Malaysia initiated and institutionalized a special working group for
the idea of a Singapore-Kunming Rail Link (SKRL), to promote and coordinate the
construction of a rail network across East Asia. However, these proposals have not
eventuated.

Vietnam was found to have the most regionally oriented production networks.
However, it was less enthusiastic about the idea of an exclusive East Asian regionalism
and its trade policy became more globally oriented in the 2010s. Compared with
Malaysia, Vietnam had a different position in the regional economic structure. Value-
added in its production networks had a mix of regional and global sources. For instance,
the value-added components from China to Vietnam, which dominated Vietnam’s RVA,
not only came from Chinese enterprises, but also foreign MNCs in China such as Japan,
South Korea, the EU, and the US"®. Therefore, in the process of opening the country to

capitalism and FDI, Vietnam joined several regional, trans-regional, and global

7 There is a limitation in my input-output data, which cannot differenciate the value-added contributions
of a country into contributions of local firms or foreign MNCs. This limitation partly exaggerates the
regional concentration of Vietnam’s economic structure.
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platforms such as ASEAN (1995)8, APEC (1998), WTO (2007), and more recently,
CP/TPP and RCEP. The rationale for these efforts was to enhance the country’s
attractiveness as a global FDI destination and manufacturing hub.

In summary, the varying levels of global and regional connectivity made it hard
for East Asian nations to form a collective institutional vision for a regional economic
community. Different positions of the national economies in the regional economic
structure significantly influenced these states to favor different types of regional

arrangements with different scopes of membership and close or open mechanisms.

7.2.3 Finding III: Different Sectoral Focuses and Priorities of the Sectoral
Economic Structure Led to Difficult and Different Choices of the

Nations over CP/TPP and/or RCEP

In testing Hypothesis 3, I constructed the sectoral economic structures of CP/TPP,
RCEP, and individual East Asian national economies by using skyline charts: the self-
sufficiency rates (SSR) and agriculture-manufacturing-services ratios (AMSR). I
determined whether there was a distinct pattern of sectoral focuses and priorities in the
CP/TPP structure and the RCEP structure, and the extent to which the patterns match
with those of the East Asian economies who joined CP/TPP and/or RCEP. I explored
the role of sectoral dynamics of the structure that led these nations to their institutional
decisions.

I first used skyline charts—the SSRs and AMSRs—to show that CP/TPP and
RCEP had different sectoral focuses or priorities in setting up trade rules. It was
observed that the SSR and the AMSR of CP/TPP, and RCEP varied significantly. The
SSR of TPP was the highest because it included the largest and most mature economy
in the world, the US. In the case of CPTPP (excluding the US), the rate was significantly
lower. The rate of RCEP stood between that of TPP and CPTPP, which means that

RCEP (mostly East Asian economies) as a group, was less self-sufficient than TPP but

8 Vietnam did not join ASEAN until 1995.
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more regionally integrated than CPTPP. For the same reason, the AMSRs also differed
substantially. TPP had the highest services ratios, followed by CPTPP then RCEP.
While TPP and CPTPP prioritized services and investment-related topics, RCEP mainly
focused on manufacturing-related tariff issues.

We then used the same SSRs and AMSRs to determine the extent of the match
between the sectoral focuses and priorities of individual East Asian economies and their
final decisions to join CP/TPP and/or RCEP. On the one hand, the SSRs of East Asian
economies had bumps (overproduction and competitive edges) and dips
(underproduction and external dependence) in particular sectors. East Asian economies
had similar bumps in customer products manufacturing, especially in the textile and
electronics sectors. But dips occurred in different sectors across different economies.
For instance, for China, Japan, and South Korea, the dips were mainly in agriculture
and mining. But for most Southeast Asian economies, their dips were mainly in heavy
manufacturing industries such as chemicals and refining, rubber, and plastic products.

On the other hand, the AMSRs also varied significantly across East Asian
economies. The service sectors were the main drivers of growth and employment in
Singapore and Japan, e.g., financial services in Singapore, transport services in Japan.
In contrast, the rest of the developing economies had agriculture and manufacturing-
oriented sectoral profiles.

Developed economies (such as Japan and Singapore) preferred CP/TPP over
RCEP. The majority of developing economies joined RCEP only. Their institutional
choices to join CP/TPP and/or RCEP can be largely explained by their differences in
sectoral focuses and priorities. The SSRs demonstrated the overlapping overproduction
in certain sectors (e.g., textiles and electronics), which meant that East Asian economies
had similar comparative advantages and thus were competing. Moreover, the
divergence in the AMSRs among East Asian economies led to their different trade
negotiation priorities. For instance, Japan and Singapore had a services-dominated
economy. To increase market access for their services providers, these two economies
emerged as leading supporters for CP/TPP. Developing countries were more concerned

with traditional market access because of their dominant agriculture and manufacturing
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ratios. RCEP particularly catered to these concerns. These two sets of sectoral interests
and priorities became the key supporting forces for the two contending initiatives for
regional institutional arrangement, and for the East Asian states to favor one over the
other or join both.

However, Malaysia and Vietnam joined both CP/TPP and RCEP. While their
participation in RCEP was predicted in H3 because of their particular sectoral focuses
and priorities. Their inclusion in CP/TPP was not expected in H3. This suggested there
were other forces such as geopolitics at play in the shaping of their institutional
decisions to join CP/TPP.

Overall, H3 survived the test. My investigations have successfully established
the relationship between the sectoral focuses and priorities and the institutional
preferences of East Asian states for regionalism in general and their decisions to join

CP/TPP and/or RCEP in particular.

7.3 A Structural Theory of East Asian Regionalism?

With these findings as evidence, how does our structural theory stand now in explaining
the weakness in East Asian regionalism? Table 7-1 summarizes the evidence on the

three sets of logical relations proposed in the structural theory.

Table 7-1. Evidence for the Structural Theory

International | Economic Theory Evidence
economic community | Structural forces Outcomes in East Asian
structure regionalism
East Asia, Low level of regional No efforts for a single
Global Europe, and | concentration of global | region-wide institutional | Confirmed
North production networks in | arrangement in East Asia
America East Asia
East Asian | Complex global- Noodle bowl of Confirmed
Regional national regional connectivity in | multilateral initiatives
economies | the nations’ production | and projects
networks
CP/TPP, Contention of sectoral Emergence of two Confirmed
RCEP, and | focuses and priorities in | contending projects with | except for
Sectoral East Asian | CP/TPP and RCEP different scopes of Malaysia
national production networks membership and and Vietnam
economies mechanisms of open and
close regionalism
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The first problem of East Asian regionalism is the lack of sincere efforts for a
single, region-wide institutional architecture for regional economic organization.
Evidence confirmed that the level of regional concentration in East Asia was not as high
as that of Europe and North America. Thus, the East Asian economy lacked the material
basis to organize itself as a productionally integrated economic community. The second
problem is the “noodle bowl” of multilateral initiatives and projects in East Asian
regionalism. The evidence established that each national economy is influenced
uniquely by a different mixture of productional forces of global and regional origins.
This complex global and regional connectivity lessened the desire and weakened the
ability of East Asian national economies to form a collective institutional vision for a
regional economic community. This lack of interest and inability further drove them to
propose and pursue many different projects for regional institutional arrangement. The
third problem is the emergence of two separate but overlapping, contending, and
competing regional arrangements in East Asia. Evidence supported that contention
between the two sets of sectoral focuses and priorities in the CP/TPP structure and
RCEP structure drove groups of East Asian economies of similar sectoral focuses and
priorities to join CP/TPP and/or RCEP. The global, regional, and sectoral structural
forces did not support a single, region-wide institutional framework in East Asia, and
thus contributed to weak regionalism.

Together, my evidence from the empirical investigation and analysis established
convincingly the positive logical relationship between the three sets of structural forces
and the three sets of outcomes in the 40-year development of East Asian regionalism.
Based on the supportive evidence and the confirmation of the structural theory, we can
make a general theoretical argument: different positions of states in the international
economic structure significantly influence and indeed complicate their interests in and
capabilities for different types of institutional arrangement for regional economic
organization.

Such a theoretical claim is significant because of the theoretical context in
which this structural theory was proposed in the first place. Liberal institutionalism

hoped to convince us that the problem of East Asian regionalism was due to the lack of
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institutional building in East Asia. My structure-institutional investigation and analysis,
however, show that the problem has a lot to do with too much by way of institutional
effort, efforts which are driven by the differential structural dynamics embedded in East
Asian economies. While market forces called our attention to the power of material
forces in driving institutional activities and decisions of these states, my structure-
institutional investigation and analysis demonstrate that it was the networking effects
of the material forces and the relative positions of states in these networks that shaped
specifically their interests and capabilities in pursuing a particular set of institutional
arrangement for regional economic organization. This project of mine has undertaken
structural investigation and analysis to advance an explanation of the problem in East
Asian regionalism. This thesis draws attention to the critical importance of the driving
power of the structural forces over the institutional preferences and choices of nations
in East Asian regionalism, and over the shaping of the institutional architecture for the

organization of transnational production in East Asia.
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Chapter 8 : Conclusion

This final chapter summarizes the whole project and discusses methods, data
organization and analysis, and findings. I will explain how this project was executed
and how my project contributes to the wider scholarship on the topic. This research
makes original contributions to scholarship on the problem of East Asian regionalism,
advances the structural and institutional analysis of the international political economy,

and contributes to our understanding of how the world economic system works.

8.1 Summary of the Project

I undertook this project to investigate the structural causes of the problem in East Asian
regionalism in the past 40 years. In contrast to more successful projects in Europe and
North America, institutional building in East Asian regionalism has been weak. There
have been contending initiatives for an economic community in the region, from APEC
to ASEAN+3, from EAS to CP/TPP and RCEP, and many less prominent initiatives in
between. However, all of these proposals and projects have not led to the formation of
a single, region-wide architecture for a regional economic community but rather, in the
end, two separate, overlapping, and conflicting regional arrangements for the region.
My initial puzzle arose from my dissatisfaction with the explanations of liberal
institutionalism and market force theory for this circumstance. Liberal institutional
theory suggests that East Asian states had little experience in international institution-
building and lacked a shared regional identity to support a regional economic
community. Liberal institutional theory accords excessive attention to international
institutions and their role in generating interstate cooperation. The theory fails to see
the real material interests and dynamics at work behind the problem of East Asian
regionalism. Market force theory, on the other hand, argues that the problem in East

Asian regionalism was driven very much by private economic interests and forces in
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trade, investment, and manufacturing. Accordingly, the reason for the failure in East
Asian regionalism is to be found not in institutions, but in the workings of market forces.
The market force explanation recognizes the role of material forces in the shaping of
institutions and relations in the production organization. But it fails to see that these
market forces of national economies led to the problem of East Asian regionalism
through their different positions in the structure of the international economic system.
It is the relational economic interests and relative capabilities of the nations that are
behind the problem of East Asian regionalism. Both theories miss the role of structural
forces and dynamics. I designed the project to investigate these structural forces and to
determine how they relate to the problem in East Asian regionalism.

My project first established the concept of international economic structure and
the theoretical expectations of the structural force explanation. My project used the
GVC analysis and input-output data to construct the three key sets of international
economic structures where the positions of the nations can be observed and analyzed.
My project also developed substantive empirical material for the institutional
preferences and choices of nations in East Asian regionalism. These materials allow us
to determine the logical link between the structural forces and the three aspects of the
problem in East Asian regionalism.

My project developed three hypotheses to determine the logical relationship
between three specific sets of international economic structure and the patterns of weak
regionalism. Hypothesis 1 determines whether there was sufficient material basis for
East Asia to be a stand-alone regional economic bloc as in the cases of Europe and
North America. Hypothesis 2 determines whether the complex levels of global-regional
connectivity of the nations were related to the rise of multiple, contending institutional
arrangements for transborder production and distribution in the region. Hypothesis 3
requires the investigation of whether the divergence of membership into CP/TPP and
RCEP had to do with differences in sectoral focus and priority of the international
economic structure of CP/TPP, RCEP, and these East Asian national economies.

Evidence on these three hypotheses found that East Asia lacked the material

basis for the region to be a stand-alone economic community. This prevented the region
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from forming a collective institutional vision for a regional economic community.
Furthermore, the region’s divergent levels of global/regional connectivity and sectoral
focuses and priorities not only weakened its desire for a single region-wide institutional
arrangement, but also drove the nations involved to prefer various types of institutional
arrangements and to agree, in the end, on two overlapping and contending arrangements
for the region. My research, thus, successfully identified the structural forces in East
Asian regionalism and their logical relationship with the problem in East Asian

regionalism.

8.2 Scholarly Significance of the Research

8.2.1 The Study of East Asian Regionalism

My study adds to the scholarship on East Asian regionalism that has until now focused
on the power of institutions and market forces. Liberal institutionalism dominates the
study of East Asian regionalism with its focus on the enabling role of international
institutions and its perception of regionalism as comprising intergovernmental projects
of institutional building in managing transnational economic relations and activities.
This tradition started with explaining the experience of regional integration in post-War
Western Europe. The EU is regarded as an example of successful regional integration.
In this framework, regional economic integration is a standardized process of
institutional development in five stages, from a free trade area to a customs union, to a
common market, to an economic and monetary union, and finally to a political union
(Balassa, 1961). Perceived from this framework, the problem of East Asian regionalism
was institutional. The domination of the liberal institutional explanations is part of the
explanation for the lack of advance in the study of East Asian regionalism.

In more recent years, market force explanations emerged to challenge the liberal
institutional theory. Market force theory shifts from a focus on intergovernmental forces
in East Asian regionalism as a public sector project to forces in the private sector: trade,

investment, and manufacturing. Market forces analysis of East Asian regionalism
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broadens the field of study to include many different dynamics and forces that
influenced the development of regionalism in East Asia. My research here takes the
study of East Asian regionalism a step further to call attention to some of the other
forces behind the development of East Asian regionalism that are not captured in the
two dominant theoretical frameworks.

The structural theory in this study is also a bottom-up approach, as with the
market force theory. There are, however, significant differences between these two
explanations. Market force theory adopts a realist perspective and focuses on the
economic forces of the nations on their own. The structural explanation here is more
concerned with the relative interests and capabilities of states and the effects of the
structural function of these connected forces. My research thereby brings in a different
theory of the causes of the problem in East Asian regionalism and evidence for
structural forces influencing the development of East Asian regionalism.

Findings in this study suggest that it was the different positions of the national
economies in international economic structures that significantly influenced the
interests and capabilities of states in East Asian regionalism. This set of structural forces
influenced individual states not to act on the same project for a single set of institutional
arrangements for East Asia, but rather to opt for many different and conflicting
initiatives for regional institutional arrangement. This circumstance, as presented in my
research, led to the ambiguity in the purpose of East Asian regionalism, the proliferation
of competing institutional initiatives, and the inability of a single, region-wide
organization for the economic community in East Asia to develop. My research brings
structural forces into the explanations of East Asian regionalism and offers a deeper
understanding of what drives East Asian regionalism, the forms it takes, and its

emergent outcomes.

8.2.2 Structural and Institutional Analysis of the International Political Economy

My project develops a concept of the international economic structure, and an analytical
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framework that connects structural forces and dynamics on the one hand, and states’
behavior in regional institutional building on the other. This project uses global value
chains analysis and intercountry input-output data constructing international economic
structures and analyzing their effects on states’ institutional preferences. This structural
analysis fits particularly well for this project that requires effective ways of describing
international economic structures and assessing their effects on states’ institutional
behavior.

This structural analysis and investigation bring new methods of analyzing
international economic structures and new indicators and measurements in determining
their effects on states’ actions and interactions. Kenneth Waltz defines an international
structure as a system-wide distribution of capabilities of states in an ‘“anarchic”
international system of sovereign states (Waltz, 1979). Immanuel Wallerstein (1980)
uses productive, commercial, and financial capabilities to describe the core-peripheral
world economic structure. David Lake (1984) uses the relative size and relative
productivity of states to describe the international structures in different historical
periods of international relations. I use value-added in production networks across
different nations to give a more effective account of the national origins of the value-
added. More specifically, I use the complex network method to depict the global
economic structures and regional concentration rates to determine the position of
Europe, North America, and East Asia in the structure. I use the global/regional
connectivity method to construct the regional economic structure, and levels of the
global/regional connectivity to determine the positions of East Asian national
economies in the structure. Finally, I use the skyline chart method to construct sectoral
economic structures of CP/TPP, RCEP, and individual East Asian national economies,
and use SSRs and AMSRs to determine positions of the nations in the structures. These
three sets of methods and indicators provide a much-improved way of describing and
analyzing international economic structures and their effects on states' behavior in and
approach to East Asian regionalism.

Moreover, this research also offers a better understanding of the role of

institutions in the shaping of international economic order. Dominant liberal
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institutional analysis such as that of Robert Keohane and Lisa Martin sees international
institutions as the primary shaper for the states’ international behavior, and more
specifically, drivers for international cooperation. Institutions in this research are seen
as the consequences of states’ actions and interactions driven primarily by structural
forces. They are also seen here as instruments for states engaged in intergovernmental
negotiations and projects in East Asian regionalism. In determining the effects of the
international structures on the institutional preferences of states in East Asian
regionalism, I explore the effects of the global economic structure on East Asia as a
production unit and the inability of a single and region-wide organization for the
economic community in East Asia to develop. I then investigate how the dynamics of
the regional economic structure led to multiple contending initiatives for institutional
arrangements in the region. Finally, I examine the effects of different types of sectoral
economic structures on the divergence of the states’ institutional preferences over
CP/TPP and RCEP. My institutional analysis here suggests a more nuanced
understanding of the relationship between structural dynamics and institutional
outcomes. While both have their roles in the shaping of an economic order for industrial
production, it is more realistic to see institutions as interstate arrangements arising from

the working of the underlying structural forces.

8.2.3 Understandings of World Economic System

Lastly, my research also makes contributions to our understanding of how the world
economic system works. The study of the world economic system has been dominated
by two leading traditions of scholarship: Wallerstein’s core-periphery theory and the
world economic system of multilateral institutionalism. Wallerstein was the first to
bring the concept of the world economic structure into the understanding of the
international economic system. For Wallerstein, the world economic system was
structured into core and peripheral areas, driven by the logic and dynamics of industrial

capitalism. It is difficult, if not impossible, for nations to change their position within
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this hierarchical structure. My research utilizes the structural thinking of the
international economic system. I develop a more precise definition of the international
economic structures and more contemporary sets of methods and indicators in
analyzing an international economic structure and its effects. My research suggests that
shifts in power concentration and changes of nations’ position in the structure are not
only possible but indeed the very fundamental logic of how the international economic
structure works.

The dynamics of East Asian growth have provided an ideal case study to explore
how the international economic structure and impact on nations’ production activities
across borders, which Wallerstein’s structure theory does not address properly.
Industrial growth in East Asia happened in the hierarchical world economic structure
built on unequal exchange. These East Asian states started in the “peripheral areas”,
moved from being peripheral states to semi-peripheral states in waves, and became
world core economic states.

Empirical evidence in this research supports a key theoretical assumption
underlying my project, this being that international economic structures are dynamic,
constantly searching for equilibrium in the power distribution. These dynamics are
primarily driven by the different rates of growth of nations in industrial, financial, and
trading capabilities. From 1995 to 2015, the international economic structure in East
Asia evolved from a Japan-led unipolar pattern to a US-Japan bipolar one, and further
to a China-Japan-US tripolar one. Moreover, a country is not always in the same core
or peripheral position in the core-periphery structure. The structure of the textile
industry, for example, evolved from a multipolar and galaxy type to a China-centered
hub and spoke pattern. In the case of the electronics industry, the structure transformed
from a Japan-led flying goose model to another kind of hierarchy where China became
the hub of final assembly, absorbing key components from the US, Japan, South Korea,
and Taiwan. The structure of the automobile industry remained tripolar over time.
Although the hierarchic structure and the core-and-periphery relationship have not
changed, the distribution patterns vary over time and evolved differently in different

sectors.
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In addition to Wallerstein’s core-periphery conception of the world economic
system, this research is also an improvement over the multilateral institutional
understanding of the international economic system. Multilateral institutionalism
envisages the international economic system to operate under the institutional
environment embedded in international institutions set up through multilateral
international organizations. East Asian regionalism was advanced as a multilateral
undertaking project of international institutional building on the assumption of “the
participation, commitment, and consent of multiple nations of equal vetoing power”
(Huang, 2020a, p. 153), or the principle of national equality and sovereignty. Our
research empirically demonstrates that East Asian states are not equal in international
economic interests and capabilities because they are in different positions in the
hierarchic international economic structure. These different positions determine their
interests and attitudes toward international institutions and different institutional
arrangements for the transborder organization of production and distribution in the
region. My research improved the multilateral institutionalist conception of the
international economic system through theoretical discussion and empirical
investigation. I have established that the working of the international economic system
is heavily influenced by the underlying distribution of power among the states, more so

than by the rules and norms they manage to agree upon to discipline themselves.
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Appendices

Appendix 1: Full names of country abbreviations

Brunei Austria Canada AUS  Australia
CHN  China BEL  Belgium MEX Mexico ARG  Argentina
HKG HongKong BGR Bulgaria USA  United AUS  Australia
States
IDN Indonesia HRV  Croatia BRA  Brazil
JPN Japan CYP  Cyprus CHL  Chile
KOR  Korea CZE Czech Republic COL  Colombia
KHM  Cambodia DNK  Denmark CRI Costa Rica
MYS Malaysia EST  Estonia IND India
PHL  Philippines FIN  Finland ISL Iceland
SGP  Singapore FRA  France ISR Israel
THA  Thailand DEU Germany ITA Italy
TWN Taiwan GRC Greece MLT Malta
HUN  Hungary MAR  Morocco
IRL Ireland NZL  New Zealand
ITA ltaly NOR  Norway
LVA Latvia PER Peru
LUX  Luxembourg ROW  Rest of the
world
MLT Malta RUS  Russian
Federation
NLD  Netherlands SAU  Saudi Arabia
POL  Poland ZAF  South Africa
PRT  Portugal CHE  Switzerland
ROU Romania TUN  Tunisia
SVK  Slovak TUR  Turkey
Republic
SVN  Slovenia
ESP  Spain
SWE Sweden
GBR  United
Kingdom
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Appendix 2: FTAs involving China, Japan, South Korea, Singapore, Malaysia,
Indonesia, the Philippines, and Vietnam (As of December 2020)

FTAs involving China

Scope Partner economies | Enter into force
bilateral (16) | Mauritius * Signed (Oct. 2019)
Georgia Jan. 2018
South Korea Dec. 2015
Iceland Jul. 2014
Peru Mar. 2010
Singapore Jan. 2009
Chile Oct. 2006
Pakistan July 2007
ASEAN July 2005
Maldives * Signed (Dec.2017)
Australia Dec. 2015
Switzerland Jul. 2014
Costa Rica Aug.2011
New Zealand Oct. 2008
Singapore Jan. 2009
Chile Oct. 2006
Regional (1) | RCEP 15 * Signed (Nov. 2020)

Source: Ministry of Commerce of China,

http://fta.mofcom.gov.cn/english/fta_gianshu.shtml.

FTAs involving Japan

Scope Partner economies | Launch negotiations | Sign up Enter into force

Bilateral (17) | Singapore Jan. 2001 Jan. 2002 | Nov. 2002
Mexico Nov. 2002 Sep. 2004 | Apr. 2005
Malaysia Jan. 2004 Dec. 2005 | Jul. 2006
Chile Feb. 2006 Mar. 2007 | Sep. 2007
Thailand Feb. 2004 Apr. 2007 | Nov. 2007
Brunei Jun. 2006 Jun. 2007 | Jul. 2008
Indonesia Jul. 2005 Aug. 2007 | Jul. 2008
ASEAN Jan. 2007 Mar. 2008 | Dec. 2008
Philippines Feb. 2004 Sep. 2006 | Dec. 2008
Switzerland May 2007 Feb. 2009 | Sep. 2009
Vietnam Jan. 2007 Dec. 2008 | Oct. 2009
India Jan. 2007 Aug. 2011 | Aug. 2011
Peru May 2009 May 2011 | Mar. 2012
Australia Apr. 2007 Jun. 2014 | Jan. 2015
Mongolia Jun. 2012 Feb. 2015 | Jun. 2016
EU Apr. 2013 Jul. 2018 | Feb. 2019
UK Jun. 2020 Oct. 2020 | *N.A.

Regional (2) | TPP 12 Jul. 2013 Feb. 2016 | *N.A.
TPP 11/CPTPP Jul. 2013 Mar. 2018 | Dec. 2018
RCEP May 2013 Nov. 2020 | *N.A.

Notes: Japan’s participation in the TPP negotiations started in July 2013. The TPP
negotiations started in March 2010.

Source: Ministry of Foreign Affairs of Japan,
https://www.mofa.go.jp/policy/economy/fta/index.html, accessed on 25 Nov. 2020
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FTAs involving South Korea

Scope Partner economies Launch negotiations | Sign up Enter into force

Bilateral (17) | Chile Dec. 1999 Feb. 2003 | Apr. 2004
Singapore Jan. 2004 Aug. 2005 | Mar. 2006
EFTA Jan. 2005 Dec. 2005 | Sep. 2006
ASEAN Feb. 2005 Aug. 2006 | Jun. 2007
India Mar. 2006 Aug. 2009 | Jan. 2010
EU May. 2007 Oct. 2010 | Jul. 2011
Peru Mar. 2009 Mar. 2011 | Aug. 2011
USA Jun. 2006 Jun. 2007 | Mar. 2012
Turkey Apr. 2010 Aug. 2012 | May 2013
Australia May 2009 Apr. 2014 | Dec. 2014
Canada Jul. 2005 Sep. 2014 | Jan. 2015
China May 2012 Jun. 2015 | Dec. 2015
New Zealand Jun. 2009 Mar. 2015 | Dec. 2015
Vietnam Aug. 2012 May 2015 | Dec. 2015
Columbia Dec. 2009 Feb. 2013 | Jul. 2016
Central America (5 countries) | Jun. 2015 Feb. 2018 | Jan. 2020
The UK Dec. 2016 Aug. 2019 | *N.A.

Regional (1) | RCEP May 2013 Nov. 2020 | *N.A.

Source: For the complete list of Korea’s FTAs, please visit the Korean Ministry of Foreign

Affairs site https://www.fta.go.kr//main/situation/kfta/ov/

Notes: EFTA (European Free Trade Association, 4 countries) includes Switzerland, Norway,

Iceland, and Liechtenstein. Central America (5 countries) includes Panama, Costa Rica,

Honduras, El Salvador, Nicaragua.

FTAs involving Singapore

Scope Partner economies Enter into force
Bilateral (16) | New Zealand Jan. 2001
Japan Nov. 2002
EFTA Jan. 2003
Australia Jul. 2003
US Jan. 2004
India Aug. 2005
Jordan Aug. 2005
South Korea Mar. 2006
Panama Jul. 2006
Peru Aug. 2009
China Jan. 2009
Costa Rica Jul. 2013
Gulf Cooperation Council Sep. 2013
Turkey Oct. 2017
Sri Lanka May 2018
EU Nov. 2019
Regional (10) | ASEAN 1993
ASEAN-China Jul. 2005
TPSEP(P4) May 2006
ASEAN-South Korea Jun. 2007
ASEAN - Japan Apr. 2008
ASEAN-Australia-New Zealand | Jan. 2010
ASEAN-India May 2011
TPP * Signed (Feb. 2016)
CPTPP Dec. 2018
ASEAN-Hong Kong, China Jun. 2019
RCEP 15 * Signed (Nov. 2020)
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Notes: Trans-Pacific Strategic Economic Partnership (TPSEP) Parties include Brunei

Darussalam, Chile, New Zealand, and Singapore.

Source: Enterprise Singapore, https://www.enterprisesg.gov.sg/non-financial-assistance/for-

singapore-companies/free-trade-agreements/ftas/singapore-ftas/akfta.

FTAs involving Malaysia

Scope Partner economies Enter into force

Bilateral (7) | Australia Jan. 2013
Chile Feb. 2012
India Jul. 2011
Japan Jul. 2006
New Zealand Aug. 2010
Pakistan Jan. 2008
Turkey Aug. 2015

Regional (10) | ASEAN 1993
ASEAN-China Jul. 2005
ASEAN-South Korea Jun. 2007
ASEAN-Japan Apr. 2008
ASEAN-Australia-New Zealand Jan. 2010
ASEAN - India May 2011
Group of Eight Developing Countries (D8) | Aug. 2011

TPP

* Signed (Feb. 2016)

CPTPP Dec. 2018
ASEAN-Hong Kong, China Jun. 2019
RCEP 15 * Signed (Nov. 2020)

Source: Ministry of International Trade and Industry of Malaysia,

https://fta.miti.gov.my/index.php/pages/view/4?mid=23.

FTAs involving Thailand

Scope Partner economies Enter into force
Bilateral (7) | China 2003
India N.A. (under negotiation)
Australia Jan. 2005
New Zealand Jul. 2005
Japan Nov. 2007
Peru Dec. 2011
Chile Nov. 2015
Regional (9) | ASEAN 1993
ASEAN-China Jul. 2005
ASEAN-South Korea Jun. 2007
ASEAN-Japan Apr. 2008
ASEAN-Australia-New Zealand | Jan. 2010
ASEAN-India May 2011
BIMSTEC 2013
ASEAN-Hong Kong, China Jun. 2019
RCEP 15 X Signed (Nov. 2020)

Source: ADB-Asia Regional Integration Center, https://aric.adb.org/fta-country

FTAs involving Indonesia

Scope

Bilateral (6)

Partner economies Enter into force
Japan Jul. 2008
Pakistan Sep. 2013
Chile Aug. 2019
Australia Jul. 2020
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EFTA * Signed (Dec. 2018)
Mozambique * Signed (Aug. 2019)
Regional (9) | ASEAN 1993

ASEAN-China Jul. 2005
ASEAN-South Korea Jun. 2007
ASEAN-Japan Apr. 2008
ASEAN-Australia-New Zealand Jan. 2010

ASEAN - India May 2011

Group of Eight Developing Countries (D8) | Aug. 2011
ASEAN-Hong Kong, China Jun. 2019

RCEP 15 * Signed (Nov. 2020)

Source: ADB-Asia Regional Integration Center, https://aric.adb.org/fta-country

FTAs involving the Philippines

Scope Partner economies Enter into force

Bilateral (2) | Japan 2008
European Free Trade Association | 2018

Regional (8) | ASEAN 1993
ASEAN-China Jul. 2005
ASEAN-South Korea Jun. 2007
ASEAN-Japan Apr. 2008
ASEAN-Australia-New Zealand | Jan. 2010
ASEAN-India May 2011
ASEAN-Hong Kong, China Jun. 2019
RCEP 15 * Signed (Nov. 2020)

Source: ADB-Asia Regional Integration Center, https://aric.adb.org/fta-country

FTAs involving Vietnam

Scope Partner economies Enter into force

Bilateral (5) | Japan 2009
Chie 2012
South Korea 2015
Eurasian Economic Union 2016
European Union 2020

Regional (9) | ASEAN 1993
ASEAN-China Jul. 2005
ASEAN-South Korea Jun. 2007
ASEAN-Japan Apr. 2008
ASEAN-Australia-New Zealand | Jan. 2010
ASEAN - India May 2011
CPTPP 2018
ASEAN-Hong Kong, China Jun. 2019
RCEP 15 * Signed (Nov. 2020)

Source: ADB-Asia Regional Integration Center, https://aric.adb.org/fta-country
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