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Abstract

Based on the convergence of five main economic indexes, this article reclassifies the ten East Asian entities into four tiers, and incidentally discover the language linkages among the tiers. The article also discusses the intra and inter regional economic dynamics, and the implications for wider regional economic co-operation, alliances and integration. 
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The Post-Crisis Economic Landscape

The Asian economic miracle has commonly been typified by Japan as the leader (the Flying Geese), followed by the Four Dragons: Hong Kong, Singapore, South Korea and Taiwan; the Four Tigers: Malaysia, Thailand, Philippines and Indonesia; and China - the new awakening Giant. 

The Asian Financial Crisis has, however, provided the transition to re-examine and assess the emerging economic landscape. In the post crisis era, the historical classifications of East Asian economies may not be adequate to reflect the new reality on the next league of growth economies. As such, a new classification of the East Asian economies is necessary in signaling the emerging patterns and trends heralding an East Asian Renaissance. The economies are classified according to analytical criteria; based in part on the five key economic indexes used during the EMU (European Monetary Union) unification process, and other socio-cultural scores.

East Asia’s 4-tier Economy

New Classification vs. Historical Classification of East Asian Economies.

New Classification
Historical Classification

Tier-One


Singapore
Advanced NIE

Taiwan
Advanced NIE

Hong Kong
Advanced NIE

China
Emerging NIE

Tier-Two


Japan
Major Industrialized Nation

South Korea
Advanced NIE

Tier-Three


Thailand
Emerging NIE

Malaysia
Emerging NIE

Philippines
Emerging NIE / Developing

Tier-Four


Indonesia
Developing

Vietnam
Developing

Cambodia
Developing / Least Developed Economy

Burma
Developing / Least Developed Economy

Intra-Tier Economic Convergence 
The 5 key economic indexes: inflation rate, interest rate, exchange rate, debt to GDP ratio, and budget deficit to GDP ratio, were used as the “convergence criteria” in the final stage of the formation of the EMU. Taking after the EMU, we have used the 5 key economic indexes of: GDP growth rate, interest rate, inflation rate, external debt to GDP ratio, and the exchange rate, to assess the level of convergence among the regional economies. The gaps between tiers were also widened by the performance of each country during the crisis. The countries were assessed between the period 1997 and 1999. This is because pre-crisis data (i.e. before 1996) is not helpful in the assessment of economic performance and prospects, since the start of the Asian crisis.

Based on the preliminary assessment of key economic indexes, the Tier-one economies (Singapore, China, Hong Kong and Taiwan) reflect stronger economic fundamentals and conditions in comparison to other tiers. They have demonstrated greater economic resilience during the Asian financial crisis. For example, between the period 1997-99, the Tier-one economies’ average GDP growth rate was 5.5% and the inflation rate was 2.5 %. There is also relatively good intra-tier convergence of the economic indicators among the Tier-one economies. 

In addition, there is monetary and fiscal discipline, for example, low or nil external debt to GDP ratio and budget surpluses, macroeconomic and political stability and a relatively low inflationary environment among the Tier-one economies. For example, between 1997-99, the average inflation rate was 2.5%, which is much better than the highly volatile inflation rates of most crisis-hit economies, such as Indonesia and Thailand. The better macroeconomic performance of the fundamentally stronger Tier-one economies, is due in large part to the exercise of prudence economic policies. In this respect, there is Policy convergence among the Tier-one economies. 

Intra-Tier Socio-Cultural(Language) Convergence.

In addition to the economic dimension, another driving force behind the Tier-one economies is incidentally, premised upon socio-cultural factors. The “convergence” or similarities of language and culture act as a boost in hastening the steady increase in economic relations within the Chinese economic area. From a socio-cultural perspective, the Tier-one economies can be termed the Chinese Language Economic Circle. The use of the same language reduces transaction costs (e.g. translation, documentation and training) by reducing the language barrier among economic actors, and enhances economic interaction and exchange.  

Tier-One as a “Natural Economic Area”

The tier one economies have “naturally” or partially converged to the economic and social considerations. However, the similarities among the tier one economies does not mean complete convergence. The existing similarities serve as a bridge building process towards greater intra-tier co-operation. The Tier One Economic Area can be perceived as a “Natural Economic Area”, formed even without trade arrangements; it is neither a political reality nor a well-organized trade and investment group. It is by no means clear, in the foreseeable future, whether the tier one economies will move towards greater integration. 

The Tier-One Economic Area is also strategic. According to some East Asian commentators, despite the current Japanese dominance of the region, the Chinese based economy of Asia is rapidly expanding as a new epicenter for industry, commerce and finance. This strategic area contains substantial amounts of technology and manufacturing capability (Taiwan), outstanding entrepreneurial, marketing and services acumen (Hong Kong), a finance communications network (Singapore), a tremendous pool of financial capital (all three), and the large endowments of land, resources and labor (mainland China). 

Tier-One economies as a potential engine of growth

The key to economic recovery and long term health is economic restructuring and reform. While the crisis-hit economies will require more time to “nurse” and reform, and to put their houses in order, economically stronger and fundamentally more sound economies have the earlier edge in maneuvering their economies forward. The strong economic fundamentals of the Tier-one economies include: the large accumulated foreign reserves (combined amount of US$ 400 billion) and high saving rates, the relatively stable macroeconomic environment, the prudent management of monetary and fiscal policies, a vibrant entrepreneurial class, well educated labor force, and so forth. These factors will enable the countries to generate sustained growth.

Tier-One economies

The Tier-one economies, are poised to be the next engine of growth of the region, especially China; which remains an important source and great potential for future growth. It has been cited that if the Chinese economy does well, she can act as a buffer to the region’s downturn. Though there are some concerns about China’s non- performing loans and unemployment in state owned enterprises, the principal author believes: “The situation is more positive than people thought”. For example, the Chinese government is actively managing the unemployment situation through a combination of measures, which include developing the service industries, encouraging small private business, extending the usage of foreign investments by opening up more Chinese industries to direct foreign investment, and offering further training to skilled and semi-skilled workers. The  progressive and gradual liberalization of the Chinese economy will help consolidate its economic fundamental and soundness, and to strengthen the role of the Tier-one economies, as a model for economic convergence and integration. 

During the Asian crisis, Hong Kong’s competitiveness has been undermined by her commitment to the HK-US dollar peg and the decline in re-export trade. However, the situation in Hong Kong is stabilizing, and she is pressing ahead with technology-driven industries as the next phase of economic growth. For example, the recently announced plan to develop a Cyberport project, in addition to a Disney Theme Park.

The Role of Singapore in Tier-one

From a geo-political perspective, Singapore is part of the neighboring ASEAN regional group. But from a socio-economic perspective, Singapore may appear better placed in the Chinese Language Economic Area. In the principal author’s view, Singapore can lift herself out of the “troubled” Growth Triangle (Singapore-Malaysia-Indonesia), to a better economic landscape of the first-tier economies (China-Singapore-Taiwan-Hongkong); for business partners and economic opportunities, and where she is also better esteemed and recognized for her economic success, than be occasionally snubbed by her neighbors. In this way, she can tap on her various expertise and experience and to contribute towards greater regional economic growth.  

Furthermore, as the economic and trade relationships between China and Singapore develop further, it is natural for the two countries’ financial sectors to be more closely related. For example, the seeking secondary listing of the best performing Chinese ‘A’ shares in Singapore would give a good boost to the Singapore Stock Exchange, which will in turn enhance Singapore’s position as a regional financial capital center (and since the Malaysian CLOB shares were recently taken off its listing board).

But Singapore needs water as a strategic resource from neighboring countries. In the wake of potentially volatile relations with her neighbors, Singapore is looking into building her own water desalination plants, and she can explore other alternatives, such the importation  of water via other transportation modes. But Singapore always strives to maintain good horizontal (ASEAN) and vertical (Chinese Economic Area) linkages with regional economies, so as to maintain her unique position as an Asian hub for multinationals and regional headquarters. 

The East Asian Economic Backbone

The Tier-one economies, together with the Chinese networks, have often been described as the “economic backbone” of the region, and the potential growth engine in the post crisis era. 

When the social unrest broke out in Indonesia, the Chinese was the target of ethnic riots. The social tension and political instability had resulted in macroeconomic instability, and dispersed some of the major economic contributors (Chinese Business networks) of the country. The ethnic riots were seen as disruptive forces “breaking” the East Asian’s economic backbone. As a result, to restore the proper functioning of the Chinese business network in contributing to the regional economy, will imply that macroeconomic, social and political stability be maintained. Only then, will the region’s economic backbone be “mended”, and the interlocking of regional economies, driven by socio-economic forces.
Tier-two and other regional economies

Due to socio-economic reasons, the Tier-two economies (Japan and South Korea) are relatively interlinked. South Korea had followed the Japanese model of development more closely than the rest of Asia, and the weakening of the yen since 1995, had been one factor attributable to South Korea’s export slump. The Subsidiary Economic Tier compromises the ASEAN-4 economies, Tier-three: Thailand, Malaysia and Philippines, and Tier-Four: Indonesia and others. During the Asian economic crisis, this sub-regional economies reflected fluctuating and volatile economic fundamentals (such as inflation and interest rates and exchange rates), and some form of macro economic instability (such as political and social unrest). 

The situation in Asia is stabilizing. While Thailand and South Korea have responded positively to the restructuring and reform programs and are recovering fast, Indonesia’s situation is much less certain; its future will depend much on the next government’s success in pulling the country together.

Trend of Intra-Regional Trade 

East Asia houses one third of the world population, and its huge market size and share holds great potential and good prospects. In the past decade or so, East Asian trade and investment flows, and in particular since 1990, have altered dramatically. Consider, for instance, the imports of the ASEAN Four (Indonesia, Malaysia, the Philippines, and Thailand). A Japan Echo report (Dec 1997) highlighted that between 1985 and 1995 the share of imports from the United States dropped by 2 percent (from 16.1% to 14.1%), while the share imported from Asia's NIEs (Hong Kong, Singapore, South Korea, and Taiwan) rose by 4.5 percent (from 16.5% to 21.0%). The share of their imports coming from Japan went up by a similar 4.3-point margin (from 23.3% to 27.6%). In addition, the NIEs and Japan have been a primary source of investment flows into the ASEAN Four. In 1997, intra-regional trade (excluding Japan) made up more than 35% of total trade in East Asia. In 1997, for example, the share of total trade to the Asian region for China and Singapore accounted for more 75% and 60% respectively.

Towards greater economic integration

The shape of the new economic landscape depends on the actors and factors shaping it. In an interview with Asiaweek, the Senior Minister of Singapore, Lee Kuan Yew, said that if Asia stabilizes and grows, there will be more economic integration, then boundaries will become less significant. The greatest beneficiaries of economic integration are the small countries, with greater flexibility and agility in changing course and moving faster. As such, it is in the interest of small economies to foster greater economic integration. 

Integration items on the agenda

The economic crisis will throw up fresh opportunities for East Asian countries to work together and to cooperate for mutual benefit. The Strategic Road ahead is for countries to select on priority sectors for economic co-operation which reflects its own comparative advantage, for example, banking, energy, transport equipment, telecommunications, and etc. In this way, there will be the creation of synergy, the tapping of each other’s comparative advantage, and the channeling of resources within the region. For example, the creation of a regional financial centre to pool the region’s resources and to channel them into productive and useful investments, such as, infrastructure, telecommunications and IT development. Another way to spur growth and development in the region is the construction of a bullet train system cutting across commercial centres in Asia, for example, starting from Singapore, via Kuala Lumpur, Bangkok, Yangon, Ho Chi Minh City, Hanoi, Kunming, Beijing and possibly Tokyo. In this way, the various economic hubs of Asia are interconnected via rail, which facilitates the transport of people and goods, and the promotion of greater interaction and trade, and the boosting of economic activity. 

Regional Leadership Role: China, Singapore and Japan?

Much of Asia wants Japan to be the locomotive to pull all the Asian economies up the hill. But Japan is facing major economic and national challenges. In a speech to businessmen and academics during a six-day visit to Japan, Brigadier-General (NS) Lee says: “the greatest contribution Japan can make to the region's recovery is to put its economy right, and once again radiate energy throughout the region and once again radiate energy throughout the region". 

Japan is still by far, the major economic power and trading partner in Asia, there will be areas where she can contribute in and jointly lead with other regional leaders. The Asian economic crisis has created a new set of dynamics that is reshaping the region’s economic landscape.

China, Singapore?

If China’s progressive liberalization and economic restructuring programs are on track, and her growth rate is maintained, the post crisis era could see a reversal of roles between Japan and China as the next economic superpower in Asia, in terms of the economic size and strength. However, there remains some outstanding issues: China is yet to be a WTO member, her economy is still undergoing gradual and progressive liberalization and reform, and her currency’s convertibility will only be realized around 2010.

Singapore, on the other hand, can tap on her regional and international good will, reputation as an efficient city-state, monetary management expertise, and sound economic policy. But the drawbacks to Singapore’s leadership include her small national size, and her non-intent to internationalize the Singapore currency, which increases the susceptibility in destabilizing her small and open economy.  We do not, however, rule out a sharing of the leadership role among Japan, China and Singapore.

In the forthcoming East Asia renaissance, regional economic prosperity will also be premised upon social and political stability. Only then, will there exists enhanced and mutually beneficial opportunities for wider regional prosperity and growth. In addition, the Asian financial crisis offers renewed opportunities in greater pursuit of closer monetary and currency co-operation. The countries likely to be driving the initiative will include Japan, the tier-one economies (Singapore, China, Taiwan and Hong Kong) and the United States (U.S.). The U.S. dollar and Japanese yen are the most traded and used currencies. Finally, the region will still require the continued presence of in terms of trade, investment flows and other security and stability issues, and the U.S. should improve its relations with China for mutual benefit and growth, in our increasingly global world.
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