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Jr 5 , T"have been somewhat defensive.

==t -' S r:esearch reveals a more complex picture of
— el *Chmas emergence, one that may present as many
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= '_ opportunltles as threats to East Asian policy
makers.
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RSIHIE C Wth eff Cihilna’s economy willfmake it the

regke s \largest Importer, and this absorption will
*Lunprecedented oppertunities for regional
prrters

Inithe baseline growth trends, emergent
lmbalances portend real exchange rate
adjustments that could alter regional trade and
grewth patterns.
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#., e the emergence of a

ttern el triangular tirade Between
2 Rest of East and Southeast Asia,
Rest of the World

TrJL ETrlangIe ieveals that China’s export
= _F_. gansion offers significant growth leverage to
-n--|fs-ne|ghbors

{Iﬁ Inese absorption will emerge to dominate regional
~ demand. Provided Asian economies do not
Iselate themselves from this process, the net
effiect of China’s growth can be hugely positive.
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A varigty gl liermatve regional arrangements; Were
Nl ned empirically. Alllinclude the first scenario.

FNA\' —O China joins WTO, status guo elsewhere
=TFA: ASEAN Free Trade Area

= —-AFTAPC AFTA plus China

__ " NEAFTA: Northeast Asian Free Trade Area

—— - China, Japan, and Korea

g. ASEAN+3: ASEAN, China, Japan, and Korea
6. PACS3: Pacific Trilateralism - China, Japan, USA
7. GIL: Global Trade Liberalization
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China

SINIIENEHIIRCNE [atively: unlque posmon ThIS
COLIfJERY el _rapparently ‘go It alene” te
giEpElizaton. It also possesses two carrots and
ONEFSTIC in regional negotiations:

=—Car u@ts Acceess to domestic market and the

e ’andwagon effect, selling into China’s export growth.
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— ':§tiék Denial of access.
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However, this strategic leverage appears to be
~— _ limited for two reasons:
— Chinese Imports are essential to its export capacity

— WTO standards will not sustain exclusion

—

-
—

—
=
—



T

e

(I /.
- r
- =

it

e —

,.- ut

1—"-"-'J

Fast arcl uun east AS|a Can capture mest ofi the
soliie eielegi growth' expectedrfrom full
lo )rlJJArI' ) Y Just forming ASEAN+3.

41o
Trius L—“hﬁ “head export global competition Is
== 1 sEHmpoertant than leveraging opportunities
= PIeE sented by East Asia’s fastest growing
_a—-a‘iﬂternal market.

- The best strategy for East and Southeast Asia is
10 pursue globalism through more
comprehensive regionalism.
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Exchange Rate Appreciation
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Toc orurlerq |mpI|cat|ons ol greater RMB
onﬂuv We examine a scenario where
_E_»e @nal economies maintain constant
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e
.Eik o) of net foreign saving to real GDP.

- r—' o —

' SRe) djustlng variable In this case Is the
domestlc GDP price index, a proxy for the
" real exchange rate.
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Percent change from WTO trend. Positive values indicate appreciation.



L

2015 2020

12.09 10.52

.88 14

3.04 3.27

3.85 4.43

: 2.45 2.93
s L -1.62 -3.78 -9.78

ﬂ"““_"iChmas adjustment IS moderated by high levels of prior
_ -~ Import dependence.

The US assumes nearly half the adjustment burden
pecause ofi unsustainable imbalances.
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Chiflgss xefis el adversely afifected With' respect te
tha WTeo Lg,&.-' jario, but still rise above baseline values.

OUIEIAS io Total exports grow: only modestly.
USTExp _J s expand significantly.
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=ports
= 'L-c-—fﬁ_\s |ntumon would dictate, China and the US change
:—E ~places, with other East Asia in the middle.

~ % Trend Chinese imports rise much more significantly
than exports, however.



F-—-:._--.:'__'.-f.:u '_ USA

Percentage change with respect to WTO scenario.



%
- = g =

L=
Ry T T !

i &
b Y | =
o]

/ ® China

/ Japan

~ ~ Korea

/ =% Taiwan
/// ASEAN
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Indexed to 2005 Exports = 100



F-—-:._--.:'__'.-f.:u '_ USA

Percentage change with respect to WTO scenario.



2005 2010 2015 2020

Indexed to 2005 Imports = 100



02
(D
=
D

e \[A eer of MACHO shn‘ts dramatlc
(15 9] ‘trade diversion emerge, both
€ ;Hﬁcountrles and within sectors
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- VESSIE export switching to China.
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f--:ﬂ(;hlnas Import dependence accelerates
= - acroess a wide spectrum of products, but
especially energy and food.
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Contrary o pleddiig ezl IEFOIFOLNE PIOLECLIONIST
N BIHENLS Chmas real econemic growth
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Tre mgl_m:: € asons for this are:

J treased domestic purchasing power
vercommg Import constraints).

7.-_'_ “Accelerated domestic capital accumulation
-~ (FDI/GDP rises sharply).

3. Induced internal market expansion.
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OpvigL JJIy,_ ra e current account adjustments
WJH oe (e Jected oni the capital acceunt.

ESe-S p s are notoriously difficult to
==qgen Tahze yet a few observations might

;‘Q@e relevant.



T
. ———
China's Capltal

\CCOLII
S ———

p— —
T
i

ISSUTEERCIOSUIETS OrEIgnrSavings are
(ellnle Tay real GDP and the trade
alllng

Jejl'f:'a IS Increasing in both absolute
atlve terms, with two main effects:

=i smg average quality of domestic
wﬂ’J‘Tnvestment and asset holding

= > Accelerated domestic capital accumulation
and (adisceunted) technology transfer.
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China's Capite

As FDI aggaldEiigsieipjel NA’s aggregate terms
of rrade ”" rlorate an extensive sectoral

roter FJO II be set In motion.

r'ms L§£ | e *_very peneficial te development of
iternal market, but there are risks:

‘_:-f" everse Dutch disease — disengagement
f’?’f“ffrom external competitive discipline.
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"~ 2. labor intensity — the net employment
characteristics of this rotation will be very
Impertant (services vs. real estate).




T
. ——
Capital Account 1]




ﬂ"-

—

[

Labor M
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Full erngloy /me i ,Wa ‘asstimed across all’
scerlarogs

Clearly, com osmonal fieatures of actual
2f nouf_ ent will determine whether or not the

i

[IpliEd-Economic potential is realized.
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=~ For tt e reglon detailed analysis of sectoral

rd.r"-_-

"'f;" adjustments IS needed to assess this guestion.

~ For China, elastic supplies of unskilled workers
are probably less of an issue than recruitment
of skilled labor.
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— Sxilled J'loor g[a and may be rlsmg faster tham supply. This
'rrem(l BIOEME accelerated by EDI, for which skilled Tabor appears
LOFIIE! o rom@ ement.

WHEISEXEC J“IS the capacity of fermal and informal
sclueatio) mnovatlon to deliver higher productivity?

25 OVI/- 'IEI-F.L.
S a—.,ﬁﬂ [ Irgraphlc transition and rising dependency.

. —

-_:_:f:-r-' The-QnIy Way out IS ever-increasing labor productivity.

ﬁdﬂ‘é’w wide?

T I\7I|gratory pressure will continue as the opportunity. cest of labor
N the rural sector declines monotonically

— Actual migration must continue to be demand-driven

— Regional growth rates will increasingly determine aggregate
grewthr(imedian vs. average growth)



SIRMEICHITENT accoLnt, China EMPEring its export
SOIMPELILVENESS: and acceleratlng apsepiien 106ks good
(o) regjomnrJﬂ élghbors

BEWEVEIRE are sure to see intensified competition for
gifierypreducts and intermediate goods.

hb.J.LI;} Sglieeze regional balance sheets and lead to a
= (enere Fshift from export competition to competition for
=5 E@rts

—EQR_ER’apprecmtlon will help China here, but intensify the
~ _ Underlying regional (and global) problem

= '_ Expect tor see all of the following:
— Resource seeking integration/partnerships

— Upstream EDI
— Value added shifting/transfer pricing
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Overall irape ;é T EastAsiantregional growt:

-_:‘_. A

_r.‘.n-'-—

about 2010 but It’s largest importer by 2005.
- The latter situation presents an unprecedented
epportunity for neighboring economies.
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gremthror China’s internal market will
elemc \Gther East Asian expert growth
J Ju—u iy aind create NIstoric
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SportUnIties for regional investors.
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= .r-@deed East Asian economies do not Isolate

~ = themselves from the process of Chinese trade
f'”r Tberallzatlon the net effect of China’s growth will
= pe hugely posmve as Chinese absorption

emerges te dominate regional demand.
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Conclusi

Arl Eelge ﬂ Trade Trlangle WillFemerge,
WHE ofe Cg 1a develops a Ssustaineditrade
clefleiEyy Ih East Asia and a surplus with
TVEE 8tern OECD economies of nearly equal

B sl <Lk

el Ttude

.n oTher words, most of China’s trade surplus will
-—H""‘_

= = ultlmately accrue to its regional neighbors. This has
= '_ profouind implications for patterns of both North-South
and regional capital accumulation.
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Zjoining the WO,

I tris 5%59 F‘: StASIE Gan capture most off the benefits of
fulll gloorlh onrby just forming ASEAN+3. The other EA
coLrrifies Shl uid Aegotiate collectively with China, withian eye
'FOerrfLEJFJ‘ GRJECTLIVES.

_"—-—-

-l-r

. ,LL' £ 4"] |nd|cate that, in the wake of China’s WTO
- '::_'_ = accession; the best strategy for East Asia is to pursue

= _;ﬁﬁb'arsm through more comprehensive regionalism.
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- | the context of exchange rates, China’s emergence as a
~ dominant regienal importer may shift Asia’s “strong dollar
consensus” to a “strong RMB consensus.” This could have
grcl)lfound Implications for regional reserve holdings and the
ollar.



Conclusi

REWIEINIEI G CES OVETTLIENNEXT TWO UECAUES
Wers o g tabilized W|th Real Exchange
Rete Agg -CIatlon a complex set of
rl(UHJrE ents would ensue. Most of these are
sOISISIENT With prior intuition, but the

"

._:..'f' agnitudes are important for policy reasons.

= lzﬁﬁé\ggregate RERs would adjust only
;f_:. ~ mederately (less than 12% for any country
~ considered).
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rL‘ff firection,
Exp__r Jrowth slow: but remain poesitive
mﬁL_:é ts accelerate rapidly

?g Je’*gate regional trade would' not
chiange In trend, but its composition
— Wwould shift dramatically with export

switching to China.
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Tne ¢ 'r_jf ESE eCenomy Would experience
SIficant new growth with RER

dpg_fec __atlon mainly due to accelerated
:,» ansion; of the internal economy.
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Caglizl] ﬂg.»v\;: HOSSIIET EgIonr canoe
24080 e:ch 0) shiifit on & sectoral basis.

10. YWIEElIgRE iina, a significant sectoral
rQrcrr of of Investment can be expected.

_ ;.___, Gund EDI will be an increasing
_-; ercent of net foreign savings
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17, “Labor market developments are mixed,
Ut must be closely monitored.
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