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Abstract

For the past few years, regionalism has been psemrg in East Asia with the likes of China, Japam] Korea
(CJK) as the most prominent actors. Unfortunateiyh the absence of trade arrangement amongst JKe Ge
present regional trade scheme is not sufficiemeézh sustainability. With the absence of the tragleements,
the present intra regional trade scheme in CJKoissafficient to meet the target. This paper uncevbe
inefficiency of the present scheme through Englar@er Cointegration and the Error Correction Medrman
Moreover, the paper underlines the importance ¢fisangular trade agreement for accelerating thesghaf
growth in the region. The paper argues that thkospr effect along with the convergence in ternigrade,
Product Complementarities and the nexus betweeredkeay Comparative Advantage (RCA) with the Intra
Industry Trade (lIT) function as economic modatitfer creating region-wide FTA. As for this reasdmjo Stage
Least Squares (2SLS) and static panel fixed effexdels are employed. Furthermore, the paper atsttiftes a
number of economic and political factors that capport the formation of East Asian Regionalism.

Keywords: Regionalism, Engle-Granger Cointegration, Errorr€dion Mechanism, Fixed Effect, Two Stage
Least Squares
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1. Introduction

For years, regionalism has become a new trend &t Asia. East Asian Countries have been focusing on
ways to expand intra regional trade that inclutie: éstablishment of Regional Trade Agreements (RTAthe
form of Free Trade Agreements (FTAs) and Econonactrership Agreements (EPAs). The trend towards
regionalism has created a profound regional andeddlobal significance (Harvey and Lee, 2002)adagorea
and China are regarded as the key actors for stinan East Asia.

Being acknowledged as the economic front runneapard, China and Korea are assumed to have heavy
responsibility for the economic welfare in the EAsian region. It is very obvious that East Asiagionalism
(EAR) cannot be put into practice without thesentdas’ strong support, CIK will have the key sirtlce three
countries occupy about 17 per cent of both worldPG&nd trade. Unfortunately, the lack of institubn
arrangements among these giant countries hasdsthieoverall welfare effect for the East Asian comnities.
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Tracing back the relations since the post wareranomic ties between Japan, Korea and China luhgeev
in somewhat gradual ways. The evolution of tradevities emerged from the likes of China, which heas
substantial transformation of trade structureghénearly 90’s, primary commodities accounted forerthan one

third of China’s total export to Japan and Korea.

In this new millennium, it is still top Chinese expto Japan and Korea, but it is persistentlyoisid by the
fast growth of machinery and transport (Chan anth ®wuo, 2005). From this point of view, trade withihe
north East Asian region is deemed to have subatantbvement as a result from the shift of tradesials a more
industrialized structure. The present driving foofehe China-Japan-Korea (CJK) relationship isrfeket by
which in some sense is not enough; it should belmeat by regionalism. The main focus of the regisnals to
make these countries grow together so that it pegasl positive externalities throughout the Easaisegion. In
the long run it is expected that CIK will lead mewgilism in East Asia.

In this paper, EAR is defined by the join Region@JK and ASEAN (ASEAN plus three). Due to data
limitation, ASEAN4 (Malaysia, Thailand, IndonesRhilippines) will serve as a proxy for ASEAN coues: In
the last decade, the share of intraregional trdd@SEAN plus 3 is almost 60% and is still increagimhe
coalition of ASEAN and CJK is becoming more strateég recent years. Figure 1 shows the increagiewgdt of
trade in ASEAN plus three countries.

Figure 1. ASEAN Trade with its main Asian Partners All products, 2002 and 2007, Billion us$
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Source: APEC Statistical Database

The remainder of the paper is organized as folloMm second section studies the materials and m&tho
The third section examines the result of the remoes with some discussions. The last section ptgse

conclusion and some concluding remarks.
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2. Methodology
2.1. Analyzing the Trade Structure of CJK
2.1.1. Measuring the short and the long run equilibum of export to GDP

To some extent, trade is almost synonymous to atogs welfare. More specifically, some researclmped
out export as an engine of economic growth. Framdtand point, it is important to measure expostanability
to the economy, which in this section export amiregCJIK become the main focus.

As already explained earlier, Japan, China and &are experiencing golden period in doing exporbragn
them. Economic welfare is the most notable goalctvHinks in this activity, but is it sufficient tboost the
economy in the long run? A pure market driven dgtiwithout specific regional trade agreement might
sometime create bias. It is clear that Japan, KanekChina are lacking of such agreement among thieata
and Kiyota, 2003) as described in the table 1.

To make an effective regionalism, Japan, China Kotka should support each other. Therefore, intra
regional cooperation within the CJK must take pllagavhich can create sustainable growth in Easa\ségion.
The following sections serve to prove export swstlility to economic growth, in the absence of ¢rad
arrangements, for the short and the long run. EGgénger Cointegration and Error Correction Mechantest
are then employed for this cause. This test empioys series quarterly data of GDP and for Japdmnaand
Korea ranging from 1985 to 2004. The data is tdkem CEIC database.

Table 1. Japan, China and Korea FTAs/EPAs

Countries Situation Countries
Concluded Chile, ASEAN, Hong Kong, Macao
China Under Negotiations NZ, Australia, Pakistan, Sngapore, GCC, SACU

: ; Iceland, India, Japan-Korea-China, FTAAP,
Under Considerations

Switzerland
Concluded Chile, Sngapore, EFTA, ASEAN, USA
Korea Under Negotiations India, Mexico, Canada, EU

: ; FTAAP, China, Mercosur, NZ, South Africa,
Under Considerations _ _
Japan-China-Korea, Australia, GCC

Sngapore, Mexico, Malaysia, Philippines, Chile,

Concluded
Thailand, Brunei, Indonesia
o India, Vietnam, Australia, Switzerland, Korea,
Japan Under Negotiations
GCC, ASEAN
Under Considerations FTAAP, Japan-China-Korea, South Africa

Source: Japanese Ministry of Economy, Trade anddinyg, 2007
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2.1.2. Defining the Long Run Equilibrium: Engle Granger Cointegration Test

In doing Engle Granger Cointegration test, thisguagivides the export relationship in to three gavhich
are described in the following equations:

i. China and Japan Export Relationship
JPGDP, = g,+ B,ExportCH , + u, (1)
CHGDP, = f8,+ B,ExportJP, + u, ()
ii. Korea and Japan Export Relationship
KRGDP, = fg,+ B,ExportlJP, + u, (3)

JPGDP, = f,+ ,ExportK R, + u, (4)

iii. China and Korea Export Relationship
CHGDP, = g,+ B,ExportK R, + u, (5)

KRGDP, = g, + f,ExportCH , + u, ©6)

In these equations, JPGDP, CHGDP and KRGDP aren3$a&DP, China’'s GDP, and Korea's GDP
respectively while Export JP, Export CH and ExgoR are the variables of export destinations to dagdina
and Korea. It would be possible to cointegrate Exapnd GDP since the trend in export and GDP wotilskbt to
each other, creating a stationary residual. Thieluakis called a cointegration parameter. In thgadif we find
that the initial regression of the residuat) (gives stationarity it means thattis stationary at order 0 (level) and it
is notated as 1(0). But ift is stationer in first difference, the variablestofport and GDP will be cointegrated in
the first difference which can be notated with 1(1)

2.1.3. Defining the Short Run Equilibrium: Error Correction Model

We have seen the long run relationship between Exgmal GDP. However, in order to make it objectiwve,
should also see the short run since it is stillipllale to perceive disequilibrium.

Thus, U, =GDPCountryX, -4, - BExportCountryY, could be noted as equilitrierror. This error then
could be used to relate the behavior of the shont Japanese GDP The technique to correct short-run
disequilibrium to its long run long run equilibriuiw called Error Correction Mechanism (ECM). Thed®loof
ECM is as follows:
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AGDPCountryX, = £, + BAExportCountryY, + Su,_,+€ 7)

U,_, is acointegrated error lag 1, or could be notathematically as:

U,,=GDPCountryX,_, - B, - B,ExportCountryY,_, (8)

In this equation, AGDPCountryX is the difference in GDP for Japan, Korea and &hiwhile
AExportCountryY, is the difference in export from country X to Céyn Y. As for example,

AGDPJapan, = g, + B AExportChina, + S,u,_, + € applies for the effect of Japan’s export to Chima o

Japan’s GDP. From the above model we can seehbdbihg run relation between Export and GDP in dapa
China and Korea would be balanced by the previows.e

2.2. The Openness in Trade

Greater economic interdependence between Japana @nhid Korea will act well as the base of creating
regionalism. In this sense, triangular trade ageemthat dismantle trade barriers will smooth gghegress of
improved trade flows among these countries by meagseater market access. But unfortunately,shfgporting
environment only operates as fact in a sheet. Theegs of regionalism in this area is proven tdiffecult.

These countries may have aggressively reached othertries in making FTA's and EPA’s but none of
which have been progressing among them (see tablEh& reason of it will be a subject for anothesearch,
while this section tries to focus on the effecsoth agreement to the economy. The lack of tradegements is
being noted as the main factor that contributegimegional trade ineffectiveness in north EastaAdihis
hypothesis will be proved in the following sectidoscome.

2.2.1. Openness with customized RPL index

Export lead growth approach that has been done tvélcointegration and ECM has actually provideal th
basis to measure openness of a country, but in seage this alone is not enough. It only works fonfirming
the paradigm of trade as an engine of growth higtribt sufficient to measure a more robust patbéropenness.
Therefore, we then may have to address Dollar'stivel Price Level (RPL index).

This index is a measure of outward orientationrokaonomy which was explored by Summers and Heston
(1988). Using the US as the benchmark country, ittteex of country i's relative price level (RPL) is:

P_
RPL, = 100 x %sx % (10)
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Where e is the exchange rate angsPhe consumption price index for country i andi®the consumption price
index for US. Therefore, we can use the formulantasure inward- or outward-orientation of a tradécp.
With using the same analogy, this paper then cugtsthe RPL index into this formula:

RPL = 100 x %px % (11)

Where R, is the consumption price index for the trading partand e is the exchange rate (no. of units of
domestic currency per unit of trading partner auegd. The customized RPL is then become a powéohll to
analyze trade openness between the trading cosintrie

2.2.2. Error Correction Mechanism (ECM) of RPL index and GDP

As already explained in the previous section, ECidviges the description of short run shock. In this
particular case, we examine the openness vis gadg liberalization trend in north East Asia regidhis test
employs time series quarterly data of Exchange @#d, Export for CJK ranging from 2001 to 200% thata is
taken from CEIC data base. Below is the equation:

AGDPCountryX, = 3, + S,ARPLCountryY, + B,u,_,+¢ (12)

This equation mimics equation 7, but the previoepethdent variable is substituted from export to RPL
order to suit the goal which is to measure the npss. AGDPCountryX is the difference in GDP from Japan,
Korea and China,ARPLCountryY is the difference in RPL from a country X to CaynY. ARPLCountryY
measures the openness of trade from of countrynéris Y.

2.3. Economic Modalities

This paper argues that spillover effect, produchgi@mentarities, intra industry trade, comparatigeantage
along with the trend of convergence form the steda¢conomic modalities. The first three factorgeha direct
relationship to ASEAN welfare through income pecipe. The following models give the formulation

GDPCAP(ASEAN 4) = B, + Bl TCountryY, + 5,TCl (CountryY'), + £,S0E (CountryY)),

+B,TAX (CountryY), +e (13)

In this equation, GDPCAP(ASEAN4) is the level ofame in ASEAN4 countries, while IIT, TCIl and SOE
are respectively the intra industry trade, prodeminplementarities and the spillover effect. Couvitig the
country under study (CJK) in terms of relation wRBEAN4 income level. TAX is the tax level in Eaisia
which functions as control variable.
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The next factor of economic modalities is compamtadvantage, in this paper, the comparative adgant
functions to determine the type of industry tradeether it is vertical or horizontal (Faustino, 2R(Below is the
model:

1T, = B, + B,RCA, + ¢, (19)

Vertical Intra Industry Trade (VIIT) has an undénly hypothesis that goods are produced under diiter
factor proportions and are exported according tmparative advantages, it is expected that we willl fa
positive correlation between VIIT and revealed camafive advantage (RCA) and a negative correldigiween
Horizontal Intra Industry Trade (HIIT) and RCA.

The last factor of economic modalities is Regia@ivergence. It is actually a forecast toward trenétion
of EAR. A positive trend of convergence between ASEand CJK will act well to create EAR.

The followings are the detailed description abbetvariables included in the economic modalities:
2.3.1. The Spillover Effect from Japan-Korea-Chinalriangular Trade to ASEAN 4

The spillover effect from CIK to ASEAN4 is a dirextnsequence from Regionalism in CJK and it seages
one of the building blocks for the formation of EARastiadi, 2010). As giants of Asia, the growthJapan,
Korea and China will most likely create positivéeet to the neighboring countries. Regionally spegkthe
growth of North East Asia will boost the East Asgnowth as whole, in this sense we might want terese its
effect to ASEAN countries. To simplify things, ttpaper limits the effect to ASEAN4 since these ¢oes have
the same economic characteristics. This paper gmi@atic panel data model for this purpose. Theepdata is
analyzed annually from 1989 to 2007 which consfsASEAN 4’'s Export, Import, Consumption, Investment
Government expenditure, GDP, and GDP of Japan,aClorea. The data is taken from WDI online databas
The following sections provide the analysis.

A static panel data model can be specified asvi@lio
Yn: XitB+>\'t+ni+8it t:].,,T |:1,N (15)

Where:\, andrn; are time and individual specific effects respedyive it is a vector of the explanatory
variables, (i) is the time component of the par(®l) is the cross-section dimension (or the numbkr o
cross-section observations), and N x T is the twtahber of observations. The idea is to runrtioglels in order
to have a consistent estimator for fheoefficients, and the model (fixed or randontghoice depends on the
hypothesis assumed for the relationship betweeertioe-term {it ) and the regressorsxit). The static panel
data analysis developed in the empirical sectiothefpaper was based on twbasic panel models, the fixed
(FE) and the random (RE) effect mode&@ce the time periods (1989-2007) exceed the iddal observations
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(Indonesia, Malaysia, Thailand, Philippines) theref FE is considered as the most appropriate method
(Nachrowi and Usman, 2008). The model is descrézefbllows:

Yo =a+ X W AN, W+ A YW, +O4 +0Z 04 . +QZ, 1§ (16)
Where:
Yii = GDP growth of ASEAN 4 for time t and country i

Xit = Independent Variables (ASEAN 4 consumption growtivestment growth, government
expenditure growth, export-import growth and Ja@éima-Korea GDP growth for time t)

W.t and Zt are dummy variables which are defined as follows:

Wit =1 for country i, where i = Indonesia, Malaysi&jlppines, Thailand
=0 for others

Zit =1 for Period t where t = 1989, 1990..., 2007
=0 for others

The above structural equation is actually a sinmeltaus equation in which employs causality relatigns
To see the simultaneity, the above model can berdpased into four parts:

Y =B+BGH+[L +BG +BX + BJCDR + SLGDR + LKGDR (17)
G =B+LC+LX (18)
L =B+B5+ B3, (19)
X, =B+ BEX + LG + BIGDR + SCGDR + SKGDR (20)

Equation 17 describes the effects of ASEAN 4 condion (G), investment ¢), government expenditure {G
export growth (X and the North East Asian GDP growth (JGOIGDR, KGDP) on ASEAN4 GDP growth (.
From the model, it is clear that consumption grgwitvestment growth and export growth have theimow
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determinants that simultaneously form the struttegaation. Consumption growth {Gs formed by last year's
consumption growth (G), and the present GDP growth (YInvestment ¢) on the other hand is influenced by
the interest rate Jrand the GDP growth (C It is also expected that exchange rate JE¢onsumption growth
(C) and trading partners economic growth (JGIRSDR, KGDPR) have some influences on export growth) (X
for ASEAN 4.

From the structural equation, we can divide theiabdes into two, endogenous and predetermined
(exogenous). The first one is treated as stochagtile the latter as non stochastic. To see whigfukaneous
model that can satisfies the need, we have to asldhe identification process. If K is the numbkexogenous
variables within the model, k is the number of exogus variables within the equation and M is thelmer of
endogenous variable within the model, so the gaiteer state whether an equation is unidentifiedt jdentified,
or over identified are describe as follows:

If K-k < M-1, so the equation is unidentified
If K-k = M-1, so the equation is exactly identified
If K-k > M-1, so the equation is over identified
Based form the above criteria, table 2 summarigeotder condition from the system:

Table 2. Order condition

No Equation Criteria Conclusion
1 Y, 6>2 Over Ildentified
2 G 9>1 Over ldentified
3 I 9>1 Over |dentified
4 X 6>1 Over ldentified

For the case of over identified, we might want toploy two stage least squares (2SLS) approach as an
elegant way to deal with such problem. 2SLS regvasanalysis, as suggested by Angrist and Imbe@85)L
Below is the detailed procedure of 2SLS:

In stage one, least square regression on the r@doice equation has to take place by which it caidg G 4,
Y1 I Gy, EX, JGDR, CGDR, KGDP,as the instrumental variables, therefore all equatirom 15 up to 18 have
to be transformed into reduced form equation asat@wings:

Y =M, +M,G L+ #1411 G+ X, +T1 JGDR +M1 0GDR +M KGDR  (21)

G =My + MG+ 0 15 +TT G +TTBX +TT JEDR+1 QCEDR+M KCGDR (22)
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| =Ml + MG+ TN I L TG+ X AT DR+ QEDR -+ KEDR (23)

X =M TG+ I M #1141 BX A+ JEDR T QEDR+TT KGDR (24)

B

Note: 1 is —/—

1-B

O O o O
From stage one we ge¥¢,Ct,|t, Xt as the fitted values with which we can run for seeond stage.

In stage two, these fitted values are then pludged the main equation. The last step is to rastiesquares on
each of the above equations to get 2SLS estimatsatescribed in table 6.

2.3.2. Complementarity

A high degree of complementarity is assumed tociiegi more favorable prospects for a successfue trad
arrangement in east Asia vis a vis Regionalism. ést way to measure product complementaritiesthrough
Trade Complementary Index (TCI). TCl is a type wéidap index. It measures the degree to which kpore
pattern of one country matches the import pattéranother. Changes over time may tell us whethertthde
profiles are becoming more or less compatible.

Mathematical definition:

re :Hz

Where d is the importing country of interest, dhis exporting country of interest, w is the setofintries

Zw rT]wd _ Z:w Xlsvv |:| : Z}XJ.OO

ZW'VIWd Z:w Xsw‘ (25)

under study, i is the set of industries, x is tamxmodity export flow, X is the total export flow, thhe commaodity
import flow, and M the total import flow. In wordsye take the sum of the absolute value of the wdiffee
between the sectoral import shares of one countdythe sectoral export shares of the other. Digduy 2
coverts this to a number between 0 and 1, with msdacating all shares matched and 1 indicatingendid.
Subtracting from one reverses the sign, and muyitiglby 100 puts the measure in percentage temntakés a
value between 0 and 100, with zero indicating neriap and 100 indicating a perfect match in thedrtipxport
pattern. The data is collected from The United dfeti Commodity Trade database (COMTRADE), the World
Trade Database (WTD) maintained by Statistics Canadd the GTAP database from Purdue University.

2.3.3. Comparative Advantage

Comparative advantage underlies economists’ exptargafor the observed pattern of inter-industad#. In

545



2" INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC RESEARCH (Z"d ICBER 2011) PROCEEDING

theoretical models, comparative advantage is egptef terms of relative prices evaluated in theeabe of
trade. Since these are not observed, in practicemgasure comparative advantage indirectly. Revealed
comparative advantage indices (RCA) use the tradtem to identify the sectors in which an econdmag a
comparative advantage, by comparing the countigtefests’ trade profile.

zd Xisd /zd Xsd
2 wd Xiwa T Zwa X (26)

RCA =

Where s is the country of interest, d and w ares#ieof all countries in the world, i is the seatbinterest, x
is the commodity export flow and X is the total expflow. The numerator is the share of good ihe &xports of
country s, while the denominator is the share @fdgioin the exports of the world. It takes a valbetween 0 and
+co, A country is said to have a revealed comparateantage if the value exceeds unity. The datalisated
from The United Nations Commodity Trade databas©NITRADE), the World Trade Database (WTD)
maintained by Statistics Canada, and the GTAP datafsom Purdue University

2.3.4. Intra Industry Trade

The intra industry trade (lIT) is a measure of thegree to which trade in a particular sector repress
intra-industry trade (based on scale economiesamnairket structure). By engaging in 1T, a courtan reduce
the number of similar goods it produces, and beffiefin scale economies. Higher IIT ratios sugghat these
sources of gains are being exploited. IIT may aisticate that adjustment costs would be lower vittde
expansion.

nT LM =[x, ‘Miiy
(Xij + Mij) (27)

Where X% and M, are home country’s exports of industry i goodsdantry j and imports of industry i goods
from country |, respectively.The absolute valueXgf— M; denotes that the sign of the trade balance isrégho
IIT; = 1if all trade in indutry i goods is intra-indnstrade, i.e. X = M; and IIT; = O if all trade in industry i
goods is inter-industry trade, i.e; X0 or M; = 0. When it is expressed in percentage ternshiatild multiply by
100 then index would vary from zero to 100 and banexpressed as a percentage of the total tradethér
words, higher index values are associated withtgraatra-industry trade as a proportion of totalde which
serves best for creating regionalism in East AStee data is collected from The United Nations Cordityo
Trade database (COMTRADE), the World Trade Datal{§8€D) maintained by Statistics Canada, and the
GTAP database from Purdue University.
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2.3.5. Regional Convergence

In this paper, we measure the trend toward openngssvis regionalism by using ECM for the RPLémrdn
North East Asia (CJK). Since we include two subiaeg, the best way to measure it is by using tést o
convergence of the term of trade for CJK and ASEANHe notion of convergence implies that difference
between the series must follow a stationary pro@Besnard & Durlauf, 1996; Oxley & Greasley, 199%hus,
stochastic convergence implies that the sub regiglhgorm the so called EAR.

Following Bernard and Durlauf (1995), stochastiowgrgence occurs if the differential log trade sgstyt,
follows a stationary process, whege = ASEAN4tot - CIKtof Where ASEANA4taqtis the logarithm term of trade of

ASEAN4, and CJKtqts logarithm term of trade of CIK. Both seriesiarthe first difference (1(1)).
2.4. The Paths toward EAR

Feng and Genna (2003) argued that homogeneity rokslic institutions is needed to go hand in hartth wi
the regional integration process. Moreover, theinted out inflation, taxation and government regola as
representing factors for the economic institutickisother variable that might enhance integratiopdpulation as
already identified by Tamura (1995). He argued ltiage population is a catalyst for integration tin@conomic
agglomeration. Scholars like Milner and Kubota @&06ven pointed out democracy as an important rfabgit
could foster regionalism. Their empirical work dretdeveloping countries from 1970-1999 showed ribgitme
change toward democracy was associated with titaeialization, and regionalization.

Given those works, this paper tries to combineviméables into one complete model that can detegrttie
formation of EAR. The formula as follows:

Qo) =a+8X + N + AN, W+ A UW, +O4, +04, #+04 #-+QZ: 6§ (29)

Where:

Open = Regionalism for time t and country i

Xit = Independent Variables (ASEAN4 + CJK'’s rail watess, democracy, governance, industry,
gross school enrolment rate, inflation and popoigti

Wi and th are dummy variables which are defined as follows:

t

W_t =1 for country i, where i = Indonesia, Malaysi&jlppines, Thailand
I

China, Japan, Korea

0 for others

547



2" INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC RESEARCH (2" ICBER 2011) PROCEEDING
Z,t =1 for Period t where t = 1998, 2000..., 2007
I

=0 for others

The paper employs fixed effect model to estimageuriables. The followings are the explanationstifie
variables used: i) the paper use the proxy of togness (net export per GDP) for regionalism. vidv@ble of
openness is used to represent regionalism sindenadigm creates openness to some sectors of egonom
Openness here functions as dependent variabléstdatermined by some independent variables. iiWRgs as
goods transported (million ton-km) is used to eiplphysical infrastructure readiness. Pairing uphvthis
variable is the gross school enrolment rate whigtves as the basic for human capital infrastruct8eand
infrastructure (both physical and human) will pdwisteadiness and assuredness in making invesamentg
members. In other words, good infrastructure willydead to a sustainable intra trade and investrtiext serve
as the basis of EAR. iii) To measure democracyjntiees produced by Freedom House (2000) thdteisrtdex
of democracy called POLITY. Democratization is extpd to open up new avenues of support for frestetr
vis-a-vis regionalism. iv) Moving to the next vaia is the taxation policy, the higher the rate thare it will
diminish the prospects of EAR. v) Other variablatthlso matters is governance which is measureithdygix
governance indicators estimated by Kaufmann (2008¢se indices describe various aspects of therganee
structures of a broad cross section of countmiesuding measures of Voice and Accountability, fRai stability,
Government Effectiveness, Regulatory Quality, RofeLaw, and Control of Corruption. In general, the
Governance index provides explanatory power to a@mpihe capability and quality of governance froacte
member country. The better indicator a countrythasmore it has the chance to capitalize regiomalis

vi) Macroeconomic variable which is representedrfiation creates ambiguous expectation. High tidla
might deter the formation of EAR since the veryibaig but some scholars prove the other way aroOme of
argument that supporting the latter propositiogii@n by Cohen (1997) who argued that the inflargrpolicy
(high inflation) resulting from the government actiwill tend to raise the obstacle to private inwes which in
turn demand for greater integration. The loss strition in the fiscal and monetary policy will theeduced the
risk of uncertainty.

vii) Large market together with the ongoing indisdization process sums up the last aspects of EAR
formation. The sheer size of the East Asian pojuiatreates not only the potential demand for thedg traded
in the region but also the supply of labor forcel @ne low absolute level of wages. In other woldsyis’s
unlimited supply of labor will persist longer in §aAsia. The process will lead to an upward treodards
industrialization (value added as percentage froDP¥in the region. The trend is very important sinc
homogeneity in industrialization among countrieghie region will smooth the progress of EAR.
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3. Results and Discussions

3.1. The short and long run equilibrium

3.1.1. The Long Run Equilibrium

From Table 3 we can see that, GDP and export oelsttip in the CJK yields stability in the long runis
proven by the stationarity of the error term inhead the cases. The cointegration test that prdweg run
equilibrium describes that the model is not spwidexport is proven to be the engine of economi@adement
in these countries. It approves some previous resezs the likes of Dorasami (1996), Ekanayake 9129d

Fosu et al, (2006) of export and economic growtdtienship.

Table 3. Cointegration Parameters

Dependent Variables

GDP (Japan) GDP (China) GDP (Korea)
Independent Variables
Export to Japan na Stationer Stationer
Export to China Stationer na Stationer
Export to Korea Stationer Stationer na

3.1.2. The short run Equilibrium

Equation 8 has shown that the long run relatiowbeh Export and GDP in Japan, China and Korea waild

balanced by the previous error. Table 4 providesstiort run output for CIK.

Table 4. Equilibrium Errors

Dependent Variables

GDP (Japan) GDP (China) GDP (Korea)
Independent Variables
Equilibrium error for Export to Japan |na -1.09*** -0.23*
Equilibrium error for Export to China |-0.18*** na -0.48***
Equilibrium error for Export to Korea [0.017773 -1.33*** na

Note: Statistical significance is indicated by *#4)) **(5%), and ***(1%)

China: The residuals for the relationship between ChirgBP with China’'s Export to Japan and Korea are
significant. These suggest that there is an equilf error in the short run. The negative signstpatExport for
a constant rise to reach the long run equilibritnmmChina’s case, the adjustment rate or the phhaeaeleration
for the long run equilibrium is very fast. It cam Iseen through the absolute value of the equihiorarror
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coefficients which are 1.09 and 1.33 for Chinalatienship to Korea and Japan respectively.

Japan: In the short run, there is an equilibrium errar Japan’s Export to China with its relation to JapasDP.

The coefficient of residual gives negative signi8), which means that Japan’s Export to Chinaeisw the

long run equilibrium. This will only lead to a rigg export for the following periods. But it is imngant to note
that the absolute value of the coefficient (adjusihrate) is very small (0.18). This suggests dagan’s Export
to China is moving in a slow phase to reach thg lmm equilibrium.

As for the relationship between Japan and Koreaetjuilibrium error of the export trend is not sigant. These
suggest that Japan’s GDP is adjusting to the chandgpan’s export to Korea in the same periodnoé tin other
words, Japan and Korea relationship in terms obexpas already reached steady state level.

Korea: Korea’s case is somewhat similar to China. Thedtess for the relationship between Korea’'s GDP with
Korea’s Export to Japan and China are significintields similar explanation with China’s case.w&ver, the
adjustment rate for the case of Korea is slowen tbhina’s but it is still faster than Japan’s.ilas the absolute
value of 0.23 and 0.48 for Korea’'s trade relatignst Japan and China respectively.

From the ECM, we can conclude that North East Asg&gion is hot moving at the same phase to reagh th
long run equilibrium, which in this case Japanhis slowest one. The insignificant value of acceienarate for
the case of Japan trade relationship with Koreaglgs important point to note since it can be intetgd as an
exhausted Korean market for Japanese productsdysstate condition). These facts are very crudiates it
diminishes Japan’s role as the sole leader in dinhrEast Asia. Although whoever the leader istoamportant,
but the stalled effect of a country’s economic gitown these region will only serve as stumblingdi® in
creating East Asian welfare. The rising growth ¢iirf@ and Korea will soon meet its end mimicking pladgtern
of Japan if no serious action is sited. Therefor@rder to strengthen regional welfare and acattethe phase of
adjusting, economic integration must take place.

3.2. Trade Openness

From table 5 we can see that generally trade opsniseaffecting a country’s GDP in a positive wByt in
the short run, trade openness in the CJK is stlib the equilibrium. This suggests that trade opss is still
finding its form in this area. Although we mighttreee regionalism which liberalize trade in thershan, but the
trend towards openness in trade Vis a Vis regismalis progressing in a respectful manner. We cantlse
through the adjustment rate for the long run elailim (the coefficients of residuals) that yields average of
1.1; consequently we might see regionalism in N&dht Asia happen in the future.
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Table 5. Cointegration Parameters

Dependent Variables

GDP (Japan) GDP (China) GDP (Korea)
Independent Variables

Equilibrium error for Openness to

na -1.23 *** -1.31 ***
Japan
Equilibrium error for Openness to
. -1.15 *** na -0.97 ***
China
Equilibrium error for Openness to
-0.72** -1.24 *** na

Korea

Note: Statistical significance is indicated by *$4)) **(5%), and ***(1%)

3.3. Economic Modalities
3.3.1. Income relation

As expected, IIT, TCI and Spillover effect for tbase of Japan (table 6), Korea (table 7) and Cltélde 8)
have positive influence on ASEAN4’s income (GDPCAR)e result shows us the importance of these faéto
ASEAN'’s welfare.

Table 6. Japan-ASEAN4 relation
Dependent Variable: LOG(GDPCAP(ASEAN4))

Independent Variables Coefficient
IIT Japan-ASEAN4 2.383511***
TCI Japan-ASEAN4 0.019909***
Spillover Effect (Japan-ASEAN4) 3.461189***
TAX -0.256858***

R-squared 0.919931
Note: Statistical significance is indicated by *$4)) **(5%), and ***(1%)

Table 7. Korea-ASEAN4 relation
Dependent Variable: LOG(GDPCAP(ASEAN4))

Independent Variables Coefficient
IIT Korea-ASEAN4 3.412017***
TCI Korea-ASEAN4 0.027086**
Spillover Effect (Korea-ASEAN4) 1.425999**
TAX -0.071816**
R-squared 0.850145

Note: Statistical significance is indicated by *{4)) **(5%), and ***(1%)
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Table 8. China-ASEAN4 relation
Dependent Variable: LOG(GDPCAP(ASEAN4))

Independent Variables Coefficient
IIT China-ASEAN4 0.233899
TCI China-ASEAN4 0.018696
Spillover Effect (Korea-ASEAN4) 0.389208
TAX -0.232781***
R-squared 0.526109

Note: Statistical significance is indicated by *#4)) **(5%), and ***(1%)

The spillover effect variable which is includedtive above regression has a more detail specificaBelow is

the explanation:

Soill-Over Effect: From table 9 we can conclude that the North EasamgJapan, Korea and China)
economic growth boost the ASEAN4 economic growthcanfirms the proposition of this study. Investien
flows, in the form of FDI, has also operated a®mithant integrating power in East Asia as wholghaligh we
cannot find legitimate determinant for FDI in thatfmut, but it is clear that FDI is trade relatechature. With its
essentially open and outward-looking economies,réggon is highly dependent on foreign investment ifs
economic growth. But still, the boosting power && as much as in the spillover effect from the g@ountries of
Japan, Korea and China. Japan, in terms of GDPthrdwas the biggest influence towards ASEAN4 fokdvby
China and Korea at the second and third place. fHgisis described by the coefficient parametet ¢finzes the
value of 0.546, 0.311 and 0.250 for Japan, Chinakamea respectively.

The ranking of influence is presumably caused leyrthmber FDI inflows to ASEAN from these countrass
described in Table 10. The only bias is on Chind Kprea, even though the cumulative FDI from Kotea
ASEAN4 was bigger than China’s, but it does notsée be reflected on the ranking of influence. Asthis, it
is assumed that the high economic growth rate @i&had been the major contributing factor (Ura@08) that
overtook the influence of Korea’'s cumulative FDbWl to ASEAN4. However, such factor is not enough to
surpass (From the ECM simulation as confirmed eanve found that China has taken over Japan’simoieast
Asia. But this is true if we address the long rdieat. This section only measures the present ¢mmdin the
absence of the intertemporal problem.) Japan'siénite to ASEAN4’s economic growth since Japan’s FDI
contribution to ASEAN4 outweighed China’s by mahnart one hundred folds.

The story goes hand in hand with the flying-geegeothesis that was developed by Japanese economist,
Kaname Akamatsu (1935). his model has been frelyupridposed to examine the patterns and charatbbsrisf
East Asian economic integration. “The premise efftliing-geese pattern suggests that a group @dmsatn this
region are flying together in layers with Japantts front layer. The layers signify the differerages of
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economic development achieved in various countri@ghg, 2007). In the flying-geese model of regibna
economic development, Japan as the leading goads the second-tier geese (China Korea) whicthdin turn,
are followed by the third-tier geese (ASEAN4).

Table 9. Two Stage Least Squares Regression Output

Dependent Variables

Y C I X
Independent Variables
Y na 0.776 *** |-0.087 |na
C 0.470 *** |na na -0.64 **
| 0.025 na na na
X 0.072* na na na
Instrumental variables
Y (Japan) 0.546** |na na 2.949% **
Y (China) 0.311** |na na 1112 ***
Y (Korea) 0.250** |na na |-3.760
C(-1) na 0.01 na na
r na na 0.137 |na
Y (-1) na na na na
EX na na na 0
G 0.122** na na na

Note: Statistical significance is indicated by *§4)) **(5%), and ***(1%)

Table 10. FDI flows to ASEAN 4 (US$ million)

) ) ) o Total Cummulative
Host country Indonesia Thailand |Malaysia Phillipines
1995-2003
Source Country
Japan 288.06 8,096.02 4,761.11 3,055.68 16200.87
Korea 331.88 235.58 98.51 238.13 904.1
China -36.78 50.16 120.72 4.07 138.17

Source: ASEAN secretariat

Another important thing to note is the low sigrfit value of exports within ASEAN4 in terms of dieg
GDP growth. These are intriguing facts since expgodonsidered as the main determinant of GDP drolitis
suspected that the effect of rivalry between ASEANdmMbers and China is the main factor which creates
insignificant value. This factor is supported byl$icand Weiss (2004) hat pointed out China’'s enmageor
creating short and medium term direct and indicerhpetition between ASEAN and China. They argued th
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ASEAN and China are experiencing intensified expornpetition in prominent third markets. This caad to
painful domestic structural adjustments within &BEAN in the short run. Then again the mind setiewing

the economic opportunity or threat depends on védre@hina’s economy is perceived as complementary or
competitive vis-a-vis individual ASEAN economiesdaon whether the latter economies are able to @xpieir
complementary opportunities and overcome the coitiyeethreats.

Chia (2006) argued that “the differences in reseuand factor endowments, production structures and
productivities lead to a complementary relationshifnereas similarities in these areas lead to apetitive
relationship”.

3.3.2. The nexus between RCA and IIT

A priori we expected that RCA would explain theigtion of the VIIT and that the correlation woulé b
positive. The results confirm that prediction. Tl proof that the IIT used in the model is théTVI

As we used only a simple model, we must be camftli the conclusions. But, there is some empirical
evidence against the prediction made by theorysémarating the determinants of horizontal and certilT.
According to the theory, HIIT is explained by timeraction between economies of scale and (hoaomtoduct
differentiation. VIIT can be explained by compavatiadvantages in the context of Heckscher —Ohlh©j+br
Ricardo- Heckscher-Ohlin (R-H-O) framework, with@atourse to economies of scale.

Table 11. RCA-IIT nexus
Dependent Variable: IIT

Independent Variable  Coefficient

RCA 0.016003***
C 0.511111
R-squared 0.412754

Note: Statistical significance is indicated by *#4)) **(5%), and ***(1%)

Following Tharakan and Kerstens (1995), “The latstudy (Tharakan,1989) which carries out a
product-by-product analysis (corresponding to SH-@igit ) suggests that the observed IIT is padie to
H-O-type determinants and partly caused by othetofa such as vertical, and in some cases, hodkpmduct
differentiation.” Fukao et al (2003) argues that1Vis likely to be driven by differences in factendowments.
Therefore, it is expected that VIIT to be more digaeen between developing and developed economies

Kimura and Ando (2004) describe the production weks in East Asia as vertical intra-industry trade
phenomena that involves back and forth links whsreseveral countries participate in various stagfethe
production chains. Having said this, it is inteirggtto know about the motivations of CJK in makiigT in
ASEAN.
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Table 12 shows us that for the case of Japan,relifée in the level of economy (LOG(WAGE)) and the
logistic performance are the most influential fastthat contributes to the motivations of makingT™h ASEAN.
As for the case of Korea (table 13), Korean moibratis most likely influenced by the market power
(COMPETITIVENES) and the trend toward industriafiaa process in ASEAN (INDUSTRY), let alone the
difference level in Economy (LOG(WAGE)). But, frothe same scheme we cannot see the pattern of GiT f
China since China and ASEAN are considered as dewvel countries which do not have substantial gap i
income. Therefore, it is irrelevant when we tryctdculate VIIT of China to ASEAN (table 14). Thecome gap
result is similar to that in Greenaway, Hine andnéi (1994). They argue that the greater the diffee in the
level of economy will lead to a greater share dffVI

Table 12. Japanese Motivation in doing VIIT to ASEA4
Dependent Variable: IIT Japan-ASEAN4

Variable Coefficient
LOG(WAGE) -0.050785***
LOGISTIC 0.163096**
INDUSTRY -0.005127
COMPETITIVENES (Japan-ASEAN4) -0.002783
R-squared 0.912621

Note: Statistical significance is indicated by *$4)) **(5%), and ***(1%)

Table 13. Korean Motivation in doing VIIT to ASEAN4
Dependent Variable: l1ITKorea-ASEAN4

Variable Coefficient
LOG(WAGE) -0.041684***
LOGISTIC) 0.154065
INDUSTRY? 0.016522***
COMPETITIVENES (Korea-ASEAN4) 0.0161128*
R-squared 0.813666

Note: Statistical significance is indicated by *#4)) **(5%), and ***(1%)
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Table 14. Chinese Motivation in doing VIIT to ASEAMN
Dependent Variable: IITChina-ASEAN4

Variable Coefficient
LOG(WAGE) 0.001195
LOGISTIC) 0.026256
INDUSTRY? -0.001101
COMPETITIVENES (China-ASEAN4) -0.002010
R-squared 0.025739

Note: Statistical significance is indicated by *#4)) **(5%), and ***(1%)

3.3.3. Regional Convergence

Stochastic convergence is tested by using the etiovel Augmented Dickey-Fuller (ADF) regressionigéh
shows a significance result in proving stationafityy; (Table 15). This indicates long-run convergendsvben
the two trading systems.

Table 15. ADF Test for Term of Trade

ADF Test Statistic -3.519465 1%  Critical Vetu -3.7204
5%  Critical Value -2.9850
10% Critical Value -2.6318

*MacKinnon critical values for rejection of hypotie of a unit root.

A major drawback of the standard ADF unit root sicedure is that the power of the test is quite [To
overcome this problem, the paper utilizes cointignatest as suggested by Baharumshah et al. (200i#)
following is the Engle Granger Cointegration:

U, = ASEANtot, - 5, - B,CIKtot, (29)

The residual (Ut) gives stationary result (seedabb) which means that the two regions have lomy ru
relationship (convergence). It is worth to say théh the test of convergence, EAR will be therestay in the
long run. The robust finding surely creates optiimigiew for EAR.

Table 16. ADF Test for Cointegration Residual

ADF Test Statistic -5.623714 1%  Critical Value* |-3.7204
5%  Critical Value -2.9850
10% Critical Value -2.6318

*MacKinnon critical values for rejection of hypotie of a unit root.
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3.3.4. Factors Affecting EAR

Table 17 shows us that Economic and political facguch as Infrastructure (railways and gross dthma
governance, taxation policy, industrialization abémocracy have significant effect towards Regicamali
(Openness) in East Asia while Inflation gives imgfigant role. The signs of coefficient for railwaygross
education, governance and industrialization ardétipesvhich mean the bigger the variable the mbweytcreate
Openness. The negative sign of the coefficientdardescribes the opposite relation between corpdex rate
and the future prospect of EAR, the higher the tla¢emore it will the deteriorate the EAR. The nagasign of
democracy is against expectation but it is stiflorzal since democracy is still finding its form Hast Asia. We
have to define what democracy really means in caenake it works. The insignificant role of infla for EAR
is expected due to the ambiguity given.

Table 17. Factors Affecting Openness

Dependent Variable: OPENNES

Independent Variable Coefficient t-Statistic
LOG(RAILWAYS) 0.115860 2.059379**
TAX -0.029831 -3.530943***
DEMOCRACY -0.004282 -2.051852**
GOVERNANCE 0.257508 3.860438***
INDUSTRY 0.049930 4.861010%**
LOG(POPULATION) 0.863634 2.154852**
GROSS EDUCATION 0.011445 2.217493**
INFLATION -0.001545 -0.441719
R-squared 0.99251

Adjusted R-squared 0.98975

Note: Statistical significance is indicated by *$4)) **(5%), and ***(1%)
4. Conclusion

We have made an interim conclusion that exportdehd overall growth in North East Asia. Howeveiisi
important to note that Japan’s phase of adjustri@mards long run equilibrium is quite slow compatedhe
likes of Korea and China. This only yields as argiling block in forming regionalism in East Asiahd& hard
task is about making these countries move togéthibie same phase, which is why regionalism haake place.

Since regionalism is an abstract term, the useRif Rdex is essential. RPL index is a proxy of carv
orientation of a country or in other words it isepresentation of regionalism. Regionalism in ti@ise goes hand
in hand with openness in which it creates tradargements that liberalize some sectors in the espndhe
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ECM simulation gives a clear picture of the curriemin of openness which is below the equilibriuimsuggests
that the trend towards regionalism is still far ibpeh It somewhat confirms the ineffectiveness ofrent
triangular trade in North East Asia. It is expedieat regionalism can eliminates such bias in trade

Moreover, since North East Asian countries hasgadaiale of economy, its economic development will
substantially affect the neighboring countries asEAsia specifically ASEAN4. It is demonstratedthg large
share of China-Japan-Korea growth that affects AS&E8 GDP.

In the short run, there is a rivalry competitiontviieen China and ASEAN. However, in the long run
regionalism is expected to accommodate export drdart East Asia as wholén a sense of creating integration
in East Asia, there is a need to set up more foimsitutional mechanisms for tradi is rational for such
mutually dependent countries in the region to instinalize de facto integration through the esshbhent of
regional arrangements (Kawai, 2005he growing significance of China, Japan and Kaneaket for ASEAN4
along with other economic modalities such as prodinmplementarities, comparative advantage and intr
industry trade in the region will then serve aslihsis for a single East Asian Wide ETA

The next task is to shape the future of EAR, bahtwill the future exist? Using the test of comesrce, it is
found that EAR will be there to stay. The robuatlfig surely creates optimistic view for EAR. Buitckving the
future is not enough, we still need to find out dhear path to reach the future. What are the pihiis? From a
static panel data simulation it is found that sophgsical infrastructure, good governance, inflaticompetitive
taxation policy, sizeable market and the trend td&andustrialization are the main factors thavees building
blocks for EAR.

To wrap up, EAR will enable the region to cope wilte future challenges of globalization and remain
internationally competitive. An integrated East @siould lead to the advancement in economies oé stdler
development of production networks. Moreover, GQR@07) stated that EAR could help the less develdpeest
Asian economies which would otherwise become matgied as they lack the attraction of sizeable miaghnd
lack negotiating resources.

REFERENCES

Akamatsu, Kaname. (1935) ‘Wagakuni yomo kogyohinsosei [Trend of Japanese Trade in Woolen Goods],
Shogyo Keizai RonsoJournal of Nagoya Higher Commercial School, Vol. 13, pp. 129-212.

Angrist, J. D, & Imbens, G. W. (1995) ‘Two-stagade squares estimation of average causal effeatsoatels
with variable treatment intensitydpurnal of the American Satistical Association, Vol. 90, pp. 431-442.

Arellano, M. (1995) ‘On theesting of correlated effects with panel dafiyrnal of Econometrics, Vol. 59, pp.
87--97.

558



2" INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC RESEARCH (Z"d ICBER 2011) PROCEEDING

Bernard, A. B., & Durlauf, S. N. (1995) ‘Convergenin international outputJournal of Applied Econometrics,
Vol. 10, pp. 97-108.

Chan, Sarah and Chun-Chien Kuo. (2005) ‘Trilatefahde Relations among China, Japan and South
Korea:Challenges and Prospects of Regional Econdmbégration’, Journal of East Asia, Vol. 22, pp.
33-50.

Chia, Siow Yue. (2006) ‘ASEAN-China Economic Conipeh and Free Trade Area’, Asian Economic Papers,
Vol. 4, pp. 109-147

————————————————————— . (2007) ,Challenges and Cagiirations of a Region-wide FTA in East Asia’, FONDA
Conference.

Cohen, Benjamin J (1997) ‘The Political EconomyCafrrency Regions’, in Helen Milner and Edward Maglisf
(eds) The Political Economy of Regionalism, New kK-dZolumbia University Press

Dollar, David. (1992) ‘Outward Oriented Developigonomies Really Do Grow More Rapidly: Evidence
From 95 LDCs, 1976-85Journal of Economic Development and Cultural Change, Vol. 4, pp. 523-544.

Doraisami, Anita. (1996Export Growth and Economic Growth: A Reexamination of Somme-Series
Evidence of the Malaysian Experiencdournal of Devel oping Areas, Vol. 30, pp. 223-230.

Ekanayake, E.M. (1999) ‘Export and Economic GrowthAsian Developing Countries: Cointegration and
Error-Correction Models'Journal of Economic Devel opment, Vol. 24, pp. 43-56.

Engle, R.F. and C.W.J. Granger. (1987) ‘Cointegratand Error Correction: Representation, Estimaaod
Testing’,Econometrica, Vol. 55, pp. 251-76.

Faustino, Horacio. (2008) ‘Intra-Industry Trade amkvealed Comparative Advantage: An Inverted-U
Relationship’ School of Economics and Managememhhical University of Lisbon, Working Paper
Series

Feng, Yi and Gaspare M. Genna. (2003) Regionalgiat®on and domestic institutional homogeneity: a
comparative analysis of regional integration in #tmeericas, Pacific Asia and Western Europeyiew of
International Political Economy, Vol. 10, pp. 223-230.

Frankel, Jeffrey A. and David Romer. (1999) ‘Doeade Cause GrowthPhe American Economic Review, Vol.
89, pp. 379-399.

559



2" INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC RESEARCH (Z"d ICBER 2011) PROCEEDING

Greenaway, D., R. Hine, and C. Milner (1994) ‘Caowsgpecific Factors and the Pattern of Horizontal
and Vertical Intra-Industry Trade in the URNeltwirtschaftliches archiv 130, pp.77-100.

Harrison, Ann. (1996) ‘Openness and Growth: A Tiesgies, Cross Country Analysis for Developing Caast,
Journal of Development Economics, Vol.48, pp. 419-447.

Harvie, Charles and Hyun Hoon Lee. (2002) ‘New Reglism in East Asia: How Does It Relate to thetEas
Asian Economic Development Modeliniversity of Wollongong Department of Economicspiking
Paper Series.

Hastiadi, Fithra Faisal (2010) ‘Making East Asiaegdgi®nalism Works ’ Buletin Ekonomi Moneter dan
Perbankan, Vol.13, pp. 107-128.

Holst, David Roland and John Weiss. (2004) ‘ASEAN &China: Export Rival or Partners in Regional
Growth?’,Blackwell Publishing Ltd.

Kaufmann, Daniel, Aart Kraay and Massimo Mastrug2003) ‘Governance Matters Ill: Governance Indicat
for 1996-2002’, World Bank Policy Research Deparim#&orking Paper.

Kawai, Masahiro, (2005) East Asian Economic Redisma Progress and Challengdsian Economics, Vol.
16, pp. 29-55.

Kawai, Masahiro and Ganeshan Wignaraja. (2007) igRedism as an Engine of Multilateralism: A Case do
Single East Asian FTA’, ADB Working Paper seriesRegional Economic Integration no.14.

Kimura, Fukunari and Mitsuyo Ando. (2004) ‘Japaned¢anufacturing FDI and International
Production/Distribution Networks in East Asia,’” papprepared for the World Bank Institute project
entitled “Foreign Direct Investment and Economio/Blepment: Lessons from East Asian Experience.”

Love, Jim and Ramesh Chandra. (2004) ‘An Index péhess and its Relationship with Growth in Indi&e
Journal of Developing Areas, Vol. 38, pp. 37-54

Milner Helen V and Keiko Kubota. (2005) ‘Why the Mo to Free Trade? Democracy and Trade Policy in the
Developing Countries/nternational Organization, Vol. 59, pp. 107-143.

Nachrowi,Djalal. (2007) ‘Ekonometrika Untuk Anali&konomi dan Keuangan [Econometrics for Economit an
financial analysis]’, Faculty of Economics Univeysof Indonesia.

Oxley, L., & Greasley, D. (1995) ‘A time-series ppective on convergence: Australia, UK and USAeibg70'.
The Economic Record, Vol. 71, pp. 259-270.

560



2" INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC RESEARCH (Z"d ICBER 2011) PROCEEDING

Summers, R. and A. Heston. (1988) ‘A New Set oérmational Comparisons of Real Product and Priceslse
Estimates for 130 Countries, 1950-198%view of Income and Wealth, Vol. 34, pp. 1-25.

Stubbs, Richard. (2002) ‘ASEAN PlusThree: emerdtagt Asian Regionalism?Asian Survey, Vol. 42, pp.
440-455.

Tamura, Robert. (1995) ‘Regional economies and stairitegration’,Journal of Economic Dynamics and
Control, Vol. 20, pp. 825-845.

Tharakan, P. K (1989) ‘Bilateral Intra-Industry @eabetween Countries with Different Factor Endowimen
Patterns’ in P. K. Tharakan, J. Kol (eds.), Ifitrdustry Trade. Theory, Evidence and Extensions,
London: MacMillan Press, pp. 69-91.

Tharakan, P.K. and B. Kerstens (1995) ‘Does Noudht® Horizontal Intra-Industry Trade Really Exi#tf
Analysis of the Toy IndustryWWeltwirtschaftliches Archiv 131, pp. 86-105.

Urata, Shujiro and Kozo Kiyota. (2003) ‘The Impactfsan East Asia Free Trade Agreement on Foreigdin
East Asia’,NBER Working Paper Series 10173, National Bureau of Economic Research, Cambridge.

Yoshida, Tadahiro. (2004) ‘East Asian Regionaligmd dapan’IDE APEC STUDY CENTER Working Paper
Series.

Watanabe, Yorizumi. (2008) ‘Economic Partnershipelgnent (EPA) of Japan and Economic Integration in
Northeast Asia’, Academic presentation, Graduateo8lcof Media and Governance, Keio University.

Xing, LI. (2007) ‘East Asian Regional Integratiohtom Japan-led “Flying-geese” to China-centred “Bam
Capitalisn¥’, CCISResearch Series Working Paper No.3.

561



