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I. Introduction

Over the last couple of decades, Asia and the Pacific has emerged as an economic
powerhouse that has proven remarkably resilient to difficulties, weathering both the
Asian Financial Crisis in 1997 and the Global Financial Crisis in 2008 (GFC). While
countries elsewhere in the globe continue to struggle to shake off the worst effects of the
2008 GFC, Asia and the Pacific has continued to prosper and post gains in economic
growth and poverty eradication.

Coming into 2018, forecasts for the region were larely optimistic. The global trade
slowdown, which started around 2010, appeared to have bottomed out with East and
Southeast Asia in particular leading the recovery. Export growth in the second half of
2017 reached 7.9% in the People’s Republic of China and 16.5% in the five largest
ASEAN economies: Indonesia, Malaysia, the Philippines, Thailand, and Viet Nam (ADB,
2018a). This momentum was sustained through to the first half of 2018.

That Asia and the Pacific has managed to achieve this despite growing protectionism
elsewhere speaks volumes about the region’s commitment to regional and global
integration. While other countries have chosen to turn ever more inwards, there have
been no similar major policy reversals in Asia and the Pacific. On the contrary, regional
integration indicators reveal that interlinkages have grown rather than shrunk since the
beginning of the century. Clearly, countries in the region continue to recognize the role
that openness and cooperation can play in its economic fortunes.

That said, changes are afoot: many of the favorable conditions which have helped fuel
the region’s successes may no hold in the near future, while emerging trends such as
population ageing and the fourth industrial revolution (4IR) bring with them new
opportunities as well as challenges. The region’s ability to evolve amidst these changes
will determine whether it can continue to be a formidable force in the global economy.
This short paper examines the role which RCI can play in this evolution.

This paper is divided into parts. Following this introduction, section II provides an
overview of recent economic progress in Asia and the Pacific, and gains made by the
region in pursuing RCI. Section III discusses the immediate challenges facing the
region’s economy as a whole and RCI in particular. Section 4 then takes a broad sweep
of two major developments which are likely to impact the region in the medium and long-

* For purposes of this paper, Asia and the Pacific consists of the Asian Development
Bank’s 48 regional members: Afghanistan; Armenia; Australia; Azerbaijan; Bangladesh;
Bhutan; Brunei Darussalam; Cambodia; China, People's Republic of; Cook Islands; Fiji;
Georgia; Hong Kong, China; India; Indonesia; Japan; Kazakhstan; Kiribati; Korea,
Republic of; Kyrgyz Republic; Lao People's Democratic Republic; Malaysia; Maldives;
Marshall Islands; Micronesia, Federated States of; Mongolia; Myanmar; Nauru; Nepal;
New Zealand; Pakistan; Palau; Papua New Guinea; Philippines; Samoa; Singapore;
Solomon Islands; Sri Lanka; Taipei,China; Tajikistan; Thailand; Timor-Leste; Tonga;
Turkmenistan; Tuvalu; Uzbekistan; Vanuatu; and Viet Nam.



term: population ageing and the fourth industrial revolution. Section V explores what
policymakers can do to adress these challenges, while Section VI concludes.

II. Asia and the Pacific’s Economic Performance and Progress in RCI

Asia and the Pacific’s economic performance in the last two decades has been nothing
short of impressive. Although the region was not immune to difficulties caused by the
2008 GFC, it still managed to increase its share of global gross domestic product from
25% in 2000 to 33% in 2016. In contrast, the shares of North America and Europe
contracted during the same period (Figure 1). The emergence of the People’s Republic
of China (PRC) as a major economic player accounted for much of this expansion.
Whereas PRC only accounted for 14% of Asia and the Pacific’s GDP in 2000, by 2016
its share had tripled to 45% of regional GDP.

Figure 1. Asia and the Pacific’s Increasing Share of Global GDP

Source: ADB. 2018b.



Asia and the Pacific’s economic achievements are reflected in continued improvements
in social conditions. Extreme poverty, as measured by the $1.90/day threshold at 2011
purchasing power parity, has declined from 53% in 1990 to about 9% of the total
population in 2013 (Figure 2).

Figure 2. Declining Poverty and Vulnerability

Notes: The latest reference year for poverty estimates is 2013. Poverty lines are
expressed in 2011 purchasing power parity. Some figures may not add up due to
rounding.

Source: ADB. 2018b.

These strides in economic growth and living conditions have been associated with
increased trade as a result of outward-oriented policies. In East and Southeast Asia, in
particular, support for labor-intensive and low-technology export manufacturing have
helped transform countries from predominantly agrarian economies into established
manufacturing-based ones.

Perhaps due to the remarkable success the region has had with outward-oriented
policies, Asia and the Pacific has remained largely open despite the rising tide of
protectionism that has come in wake of the GFC. One evidence of this is the continued
rise in free trade agreements (FTAs) involving countries in region. FTAs in various
stages of negotiation and implementation have nearly quadrupled since the beginning of
the century from 51 FTAs in 2000 to 249 FTAs in 2018. Around 2/3 of this total are FTAs
that are already in effect (Figure 3). The vast majority of these FTAs are bilateral (Figure
4). In addition, the number of proposed FTAs also continues to climb, with a further 90
FTAs being proposed as of 2018.



Figure 3. Free Trade Agreements under Negotiation or Implementation, 2000-2018

Notes:

1. Framework Agreement signed: The parties initially negotiate the contents of a framework
agreement (FA) , which serves as a framework for future negotiations.

2. Negotiations launched: The parties, through the relevant ministries, declare the official launch
of negotiations or set the date for such, or start the first round of negotiations.

3. Signed but not yet in effect: Parties sign the agreement after negotiations have been
completed. However, the agreement has yet to be implemented.

4. Signed and in effect: Provisions of FTA come into force, after legislative or executive
ratification.

Data as of 8 August 2018.

Source: Asia Regional Integration Center FTA Database.
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Figure 4. Free Trade Agreements by Scope, 2000-2018

Notes:

Bilateral - when a preferential trading arrangement involves only two parties. Plurilateral - when a
preferential trading arrangement involves more than two parties.

Data as of 8 August 2018.

Source: Asia Regional Integration Center FTA Database.

Although trade in Asia and the Pacific also suffered as a result of the 2008 GFC, by
2017, the region seemed poised to lead a recovery in world trade. Trade volume growth
increased from 2.3% in 2016 to 7.1% in 2017 (Figure 5), surpassing world trade growth
which only expanded from 1.8% to 4.7% during the same period. The region accounted
for nearly 62% of this growth in volume. Trade growth remained a robust 5.8% during
the first 5 months of 2018.
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Figure 5. Growth in Trade Volume, 2005-2017

Source: ADB Asian Regional Integration Center Database

Within certain subregions of Asia and the Pacific, a key driver of trade performance in
the last two decades has been the rise in product fragmentation trade taking place with
global or regional production chains. The share of trade emanating from production
networks is much higher in East and Southeast Asia than in more integrated regions of
the world, such as the European Union (EU) and in North America under the North
American Free Trade Agreement (NAFTA).

Asia and the Pacific’s participation in regional and global value chains expanded up until
the 2000s, but this growth slowed between 2012-2016. ADB (2016) has cited the
matural of value chains as one of the potential causes for this slowdown. Data for 2017,
however, shows that the region’s participation in global and regional value chains (GVC)
has picked up slightly (Figure 6). It remains unclear, however, if this expansion will be
sustained.
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Figure 6. GVC and RVC Participation Rates, 2014-2017

Note: The participation rate is measured by the share of value-added contents of gross
exports used for further processing through cross-border production networks. It is computed
as the ratio of value chain components of exports (gross exports less domestic value added in
final goods exports data from 2010 to 2017 to gross exports).

Source: ADB Asian Regional Integration Center Database

Along with trade, foreign direct investment (FDI) has played a critical role in Asia and the
Pacific’s economic success. Total inward FDI flows to the region took a huge hit shortly
after the 2008 GFC, and although FDI flows have since made a recovery, growth has
remained sluggish (Figure 7). Global FDI into the region actually decreased slightly from
$519.9 billion in 2016 to $517.5 billion in 2017. Nonetheless, there are a couple of bright
spots. First, the region’s share of global inward FDI increased from 27.8% in 2016 to
36.2% in 2017. Second, intraregional investment flows have been rising. Intraregional
FDI increased from $254.7 billion in 2016 to $260.0 billion in 2017. More importantly,
intraregional FDI’s share of the total increased from 49.0% to 50.2% during the same
period.

73.9
73.4 73.3

73.6

76.8

75.9
76.2 76.3

71

72

73

74

75

76

77

78

2014 2015 2016 2017

GVC Participation Rate RVC Participation Rate



Figure 7. Foreign Direct Investment Inflows, 2005-2017

Source: ADB Asian Regional Integration Center Database

Indeed, integration within the region continues to increase in both goods and factor
markets (Figure 8). In 2001, intraregional trade only accounted for 53% of the total; by
2017, its share had increased to 58%. Similar increases have been recorded in the
shares of intraregional FDI (from 57% to 50%), equity (from 12% to 19%), debt (from 8%
to 16%) and tourism (from 74% to 78%).

Figure 8. Intraregional Integration Shares, 2001 and 2017

Source: ADB Asian Regional Integration Center Database

Progress in other areas such as trade facilitation and sustained reforms in domestic
business environments continue to bode well for Asia and the Pacific’s linkages both
within and outside the region. Twenty three (23) economies in Asia and the Pacific
ranked within the top half of the Ease of Doing Business Index for 2017, with a good mix
of economies from across the region (Table 1).
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Table 1. Asia and the Pacific Economies in the Top 50% of the Ease of Doing
Business Rankings, 2017

Economy 2017 Rank

New Zealand 1

Singapore 2

Republic of Korea 4

Hong Kong, China 5

Georgia 9

Australia 14

Malaysia 24

Thailand 26

Japan 34

Kazakhstan 36

Armenia 47

Brunei Darussalam 56

Azerbaijan 57

Mongolia 62

Viet Nam 68

Indonesia 72

Uzbekistan 74

Bhutan 75

Kyrgyz Republic 77

PRC 78

Samoa 87

Tonga 89

Vanuatu 90

Note: Data unavailable for Cook Islands and Taipei,China
Source: World Bank World Development Indicators

III. Immediate Challenges to Continued Progress

Despite continued progress in RCI, there are a number of immediate challenges which
much be addressed.

First, there remain large gaps in performance across subregions in Asia and the Pacific
as well as across integration areas. Within subregions, the degree of trade, investment,
and capital market integration remains highest in the ASEAN+3, consisting of the 10
member countries of the Association of Southeast Nations (ASEAN) and PRC, Japan,
and the Republic of Korea. This is largely due to the expansion of subregional trade and
FDI as a result of plugging into regional and global supply chains (ADB, 2017). By
comparison, subregional integration in these areas is weaker in Central Asia and the
Pacific. Integration within Central Asia, and the Pacific remains strongest in the
movement of people. i.e., tourism in the case of the former and migration in the case of



the later. In terms of linkages across subregions, the Pacific and Southeast Asia come in
strongest as far as trade and FDI are concerned. Southeasty Asia also has strong
linkages with other subregions in capital flows.

As for of areas of integration, many of the achievements to date relate to tariff
liberalization, investment promotion, and other “low hanging fruit” reforms. For the most
part, cooperation and integration in finance and labor flows still lag far behind trade and
investment linkages.

Table 2. RCI Performance in 2017

Notes:

HKG = Hong Kong, China.
a Includes ASEAN plus Hong Kong, China; Japan; the People’s Republic of China; and the
Republic of Korea.
Trade—national data unavailable for Bhutan, Kiribati, Nauru, Palau, Timor-Leste, and Tuvalu; no
data available on the Cook Islands, the Federated States of Micronesia, and the Marshall Islands.
Equity and Bond holdings—based on investments from Australia; Bangladesh (start from 2013);
Hong Kong, China; India; Indonesia; Japan; Kazakhstan; Malaysia; New Zealand; Pakistan;
Palau (start from 2015); the Philippines; the Republic of Korea; Singapore; and Thailand. Data
start from 2001 unless otherwise stated.
Intraregional share not comparable to previously released issue due to data availability.
Migration—share of migrant stock to total migrants in 2017 (compared with 2015).
Tourism—share of inbound tourists to total tourists in 2016 (compared with 2015).
Remittances—share of inward remittances to total remittances in 2017 (compared with 2016).

Source: ADB Asian Economic Integration Report 2018

The second immediate challenge to continued progress in RCI comes from the changing
environment. The region’s successes up until the GFC were largely built on a buoyant
global economy, favorable macroeconomic fundamentals, and a generally positive view
of openness and globalization. But this foundation for success has gradually eroded in
recent years.



Although the global economy has experienced an upswing in the past couple of years,
global economic growth remains fragile. In its updated World Economic Outlook
released in October 2018, the International Monetary Fund (IMF) cut its forecast for
global growth from 3.9% to 3.7 percent for 2018-19 in the face of significant downside
risks.

Many developing economies in the region are already grappling with large currency
depreciations, rising inflation, and financial market volatility due to a combination of
higher interest rates in US, rising energy prices, and growing trade and geopolitical
tensions.

Both the appetite and momentum for liberalization reforms have waned. There has been
a lack of progress at the WTO, and multilateralism is being replaced by regional and
bilateral trade deals which are not very deep. Discontent with globalization has led to
rising protectionism, particularly in the West.

But the biggest risk facing both global and regional trade comes from rising trade
tensions. As of 25 September 2018, tariffs and countermeasures imposed by the US
and the PRC now cover nearly half of the goods and services that PRC exports to the
US, and nearly 60% of what the US exports to PRC. The US has further threatened to
impose tariffs on another $267 billion worth of PRC products. Such a move would mean
roughly all of the PRC’s exports to the US would be subject to new duties (Voice of
America, 2018). Any further escalation of tensions could spill over into non-tariff
measures, which could raise the stakes considerably.

Continued uncertainty about future tariff rates and trade policy could derail global
economic recovery by affecting business confidence and financial conditions.
Particularly worrisome for Asia and the Pacific are the potential second round effects on
global supply chains (ADB 2018b).

IV. New Developments and their Implications

Apart from the immediate issues facing RCI, in the medium term, two emerging
developments—population ageing and the fourth industrial revolution (4IR) —bring a raft
of new challenges. But there are also some opportunities. These two trends are
transforming our social, economic, and political systems in often unpredictable ways.
Almost every aspect of our lives will be touched: jobs, business models, industrial
structures, social interactions, and even systems of governance.

A. Population Ageing

The region’s population is ageing, albeit at different speeds. The demographic transition
towards an ageing population is more advanced in developed countries like Japan and
in the PRC and the newly-industrialized economies(NIEs)—Hong Kong, China; Republic
of Korea (Korea); and Singapore. However, many developing countries in the region are
on the same demographic path, and they are making the transition at a much faster rate.

Population ageing affects growth through a number of channels. A rapidly ageing
population can have adverse effects on economic performance and prospects through a
decrease in the labor force, lower saving and investment rates, and spiraling pension



and health care costs. Japan, the PRC, and the NIEs are already wrestling with some, if
not all,of these problems.

Not all of Asia and the Pacific is ageing at the same time or at the same speed, however.
In coutries where populations remain young, in the near to medium-term a bulge in the
size of the working age population will occur. Overall dependency rates will fall, and a
demographic window will emerge, with the potential for higher employment, savings,
investment, and economic growth.

Younger economies in the region have the potential to earn significant demographic
dividends in the years ahead, but the potential benefits presented by this demographic
window will not come automatically. Unless the proper policies and institutions are in
place, a diametrically opposite situation could arise, raising the potential for significant
levels of unemployment and related social problems. This is a critical issue, since fertility
declines and population ageing in developing countries have been proceeding at a much
faster rate. Globally, more than half of the elderly were in developed regions up until
1975, but by 2005, this trend had been reversed. This means that many developing
countries in the region face the prospect of ageing at low levels of income.

B. The Fourth Industrial Revolution (4IR)

The fourth industrial revolution (4IR) is a set of “disruptive technologies” such as artificial
intelligence, robotics, blockchain and 3D printing that are transforming our social,
economic and political systems in often unpredictable ways. These technologies are
proving revolutionary not only because of the breadth of their impact, but also the speed
at which they are being developed and adopted.

4IR creates both opportunities and challenges for countries in the region. It provides
opportunities for developing countries to bypass traditional phases of industrial
development by enabling technological leapfrogging. It can expand consumer choice,
lower costs, and raise the quality of products and services. It will also create new ways
for citizens to connect to each other, to trade with each other, and to access services
that are currently not available.

4IR can be particularly useful in empowering micro, small, and medium enterprises
(MSMEs), which make up the bulk of enterprises and employment in developing
countries Digital technologies and online services can significantly lower the costs faced
by MSMEs, allowing them to participate in regional and global trade, thereby increasing
the inclusiveness of growth. 4IR can also create new employment opportunities in
emerging technology industries and services.

On the other hand, artificial intelligence and robotics could decrease the competitiveness
of low-cost and low-skilled labor, which has thus far played a huge role in the expansion
of trade and investment in the region. There are indications that 4IR technologies could
lead to a reshoring of production back to industrialized economies.

Increased reliance on artificial intelligence and robotics could also threaten jobs. The
immediate threats are to low-skilled, repetitive jobs (such as assembly line workers), but
people will still need to man the process. Services jobs are also at risk, and this risk
could increase over time. But the fears over automation may be overblown. Research by
OECD (2016) shows that when the individual tasks in jobs are considered, only 9% of



jobs in OECD economies are at risk of displacement. This outcome could apply to Asia
and the Pacific, as well.

4IR’s transformative impact behoove countries to think about their policies and priorities.
Many Asian governments are aware of this need and have launched national responses,
such as Thailand 4.0, Singapore’s Smart Nation initiative, and Malaysia’s National
Industry 4.0 Policy Framework to be launched this year. The more developed countries
are better prepared to deal with the challenges and take advantage of the opportunities
introduced by 4IR. The poorer countries need to catch up with preparedness to avoid
falling further behind.

V. What should policymakers in the region do?

Continue to be open and signal openness

Asia and the Pacific needs to demonstrate its continued conviction that openness and
economic integration will help improve the lives of its citizens. It needs to remain open
for business and continue to demonstrate its committment to open regionalism.

Strengthen cooperation in other areas

With goods markets largely integrated, boosting efforts to integrating factor markets
(capital and labor) could open up new opportunities and generate huge benefits.
Thus far, efforts to promote capital market integration have focused mainly on regional
surveillance and developing Asian bond markets, particularly in the ASEAN+3
economies. While this is important, it needs to be complemented by broader domestic
policy reforms aimed at lowering regulatory barriers and harmonizing standards and
regulations.

Support for greater labor mobility will be necessary to overcome remaining sensitivities.
In ASEAN, for instance, harmonization and streamlining of employment visas has been
an important initiative in reducing barriers to labor mobility. ASEAN economies have
signed a number of mutual recognition agreements (MRAs) for skilled jobs, but
implementation has been stymied by domestic rules and regulations on employment and
licensing requirements.

But removing the barriers to factor mobility will involve more difficult and politically-
sensitive policy reforms. Pursuing behind-the-border policy reforms and policy
harmonization has proven the most difficult. But it is in the region’s best interest to
continue to seek uniformity in regulatory rules.

Prepare for population ageing and 4IR

Policies to address population ageing will differ depending on whether a particular
country finds itself in the demographic curve. In economies where ageing is more
advanced, the biggest challenge will involve sustaining output growth and preventing a
decline in standards of living, despite a contraction in the labor supply. There are a
number of ways that ageing countries can make up for labor shortfalls. Ageing
economies could increase labor force participation rates by facilitating the entry of young
adults into the labor force; removing barriers to the participation of women; increasing



the mandatory retirement age, or scrapping it altogether; and adopting more flexible
working arrangements. Improvements in labor productivity will also be necessary,
compelling reforms in education and greater investments in technology. The potential to
turn to greater automation and other techologies could play a mitigating role.

For the younger and less developed economies, the biggest challenge lies in adopting
policies that will allow them to utilize the demographic window to achieve rapid economic
growth, increase per capita incomes, and build up human capital. Central to meeting this
challenge is providing productive employment and enhancing the skills of the growing
labor force. This is particularly critical in light of the impact that 4IR technologies can
have on industries and jobs.

Economic interactions are expected to take place among countries that are economically
integrated but ageing at different speeds; these interactions can help mitigate many of
the negative impacts that ageing will have at the domestic level. Ageing countries could
use regional interactions as a way of getting around labor shortages, by allowing greater
migration or immigration, or continuing to export capital to countries with a youth bulge.
In the immediate future, the second option may prove to be the easier alternative.
Countries in the region have made considerable progress in removing restrictions to
capital flows, whereas liberalizing labor flows continues to be fraught with controversy.

Cross-border labor flows might play a more important role in the future, but the challenge
continues to be overcoming the various political and social barriers that stand inthe way
of greater labor mobility. In the meantime, more consideration will have to be given to
the kind of effects this might have on macroeconomic outcomes as well as welfare
outcomes, particularly for sending developing countries.

Young developing countries must ensure that their macroeconomic management,
investment climate, infrastructure, and legal and administrative systems continue to
improve so that they can attract capital from capital-surplus ageing countries.
Developing countries also need to increase investment in human capital to improve the
quality of their workforce.

4IR will require a fundamental transformation in education. Governments must pursue
education reform and promote lifelong learning. Augmenting cognitive skills such as
maths and sciences will be critical for the transition to a more innovative, knowledge-
based economy. There will also be a need to strengthen regional education networks
and connect innovation incubators in the region. New and innovative approaches to
public-private collaboration are also needed, particularly in areas such as research and
development.

Continue and strengthen regional dialogue and institutions for RCI

Given the emerging challenges facing the region, regional dialogue and institutions for
RCI must evolve. RCI platforms need to find a new way of formulating policy and
regulation that is flexible, timely, iterative, open, and inclusive.

RCI’s role in sustaining peace and stability in the region is often undervalued, if not
overlooked. It’s easy to see why. War cannot go unnoticed but peace can, easily. But
Asia and the Pacific’s gains would not have been possible without the key role played by
RCI in preserving peace and security in the region. Nowhere is this more evident that in



Southeast Asia, where ASEAN was born as a security pact during the Viet Nam war.
ASEAN is arguably the most durable and successful regional grouping in the developing
world. It has contributed greatly to regional harmony and prosperity, and that peace has
allowed member economies to grow and prosper. Sustaining dialogue and strengthening
avenues for cooperation will be essential to secure continued peace in the region.

VI. Conclusion

The Asia and the Pacific region has witnessed tremendous progress in economic and
social conditions over the last couple of decades. While the rest of the world continues to
struggle to shake off the worst effects of the 2008 GFC, Asia and the Pacific has
prospered and continued to grow and make further inroads into poverty eradication. The
gains have increased the resilience of the region, and this will be particularly important
as we enter a new age of growing uncertainty. Apart from the short-term uncertainties,
there are a number of longer term challenges that need to be addressed. The two that
we have focused on are demographic change and the 4IR. To deal with these
challenges, countries in the region will mainly need to respond with national policies.
But strengthening regional cooperation, dialogues and institutions must play a
complementary role. It is more important now than ever that countries resist the
temptation to resort to protectionism and continue to remain open, and signal clearly
their desire to do so. The right combination of national and regional policies will ensure
that we realize the Asian Century.
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