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FOREWORD

2011 was a year of turbulence.

Despite the deteriorating global economic environment, Asia still maintained its growth momentum.
After the global financial crisis in 2008. Asia continued to strengthen its position in the global trade. Asia’s share
in the global trade increased from 29 percent in 2009 to 32 percent in 2010 while the share of Europe—the
world's largest trading bloc, declined from 41 percent in 2009 to 38 percent in 2010.

Asia’s production network is the basis of the region’s economic integration. Being the largest factory
in the world, Asia’s export of intermediate inputs exceeds USD1 trillion a year and accounted for about 47
percent of global export in intermediate goods, as compared to EU's 32 percent and North America’s 10.3
percent. Since the 21st century, different from that in the 1990s, Asia’s intra-regional trade in intermediate
inputs (mainly concentrated between Northeast Asia and Southeast Asia) has increased markedly while the
inter-regional trade with North America and Europe declined to rather low levels. Today, the degree of Asian
economies’dependence on Factory Asia has reached 64 percent. However, Asia’s integration is not only limited
to production. It is also reflected by the high degree of intra-regional flows of tourists and steadily increased
interdependence in overall merchandise trade (including not only intermediate goods but also finished goods
and raw materials). In 2009, about 51 percent of Asia’s trade was among the Asian economies and in 2010, this
ratio increased to 54 percent. The evidence clearly shows that there are natural and internal forces that are
driving forward Asia's economic integration.

2011 was also a year of making choices. From the APEC Summit in Honolulu to the East Asia Summit in
Bali in November 2011, the Obama Administration promoted the US-led TPP as a model for the future Asia-
Pacific free trade area in a high profile. Globally, TPP was put forward at a time when the Doha Round of the
WTO had stalled since 2009. In Asia TPP is regarded as an alternative to the ASEAN-plus model to move the
Asian economic integration process. At the present stage, the Asian economies are at crossroads with respect
to which direction they should take to promote the ongoing integration process in the region. For the US-led
TPP, however, it is not without challenges. As the current nine TPP members comprise a small portion of trade

on a regional and global level and the members tend to trade more with outside economies than among
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each other, there is a need to get other APEC members in to build a credible critical mass and at the same
time make sure that TPP is indeed "gold standard 21st century FTA"

Looking into 2012, t it is very important for the Asian economies to intensify the efforts to cooperate
both at a regional and global level. At the regional level, there is a need to continue the cooperation to expand
the region’s internal demand faced with the slowdown in the US and EU markets, ensure that the Asian
production network function smoothly as it is still fragile for lack of governance, work with Japan to reduce
the negative effect of the disasters on the region’s growth, and coordinate on the region’s future integration
path to prevent the region from splitting into several trading blocs.

This year's report represents the continued efforts by the Boao Forum for Asia to provide updated
information and views on the progress of Asian economic integration. | am grateful to the work by an
international team of economists for their hard efforts to prepare this report. We hope that the report will

stimulate more discussion and ideas on our way to search for better means of cooperation and better lives for

Al

Zhou Wenzhong
Secretary General
Boao Forum for Asia

the people in the region.
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