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The economic fate of Northeast
and Southeast Asia is linked by
trade,
financial
markets,
production networks, and most
importantly, the experience of an
economic crisis of 1997-1998 that
had depressed growth rates in the
regions for a number of years.
However, there is contrast
between the two regions.
Southeast Asia, with the exception
of Singapore, is still grappling with
weakened fundamentals while
remaining quite dependent on
products and services at the lower
level of the value chain, such as
raw commodities and tourism. On
the other hand, Northeast Asia –
due to their heavy investments in
developing their human resource
capability – operate at the top of
the economic food chain, which
allows them to be relatively
unscathed by drastic fluctuations
in the prices of raw materials.
However, Northeast Asia is facing
sluggish wage growth and high
debt levels.
Repairing the Roof While the Sun
is Shining
During the first session of the
forum that focused on the
Southeast Asian economies, Tan Sri

Dr. Lin See-Yan of Sunway
University launched into why he
thought ASEAN is a political
disappointment despite having
succeeded economically at some
level. He reviewed the state of the
global economic landscape that
sees the return of financial
volatility, return to normalization
of monetary conditions after a long
period of easy money, and the
‘goldilocks’ broad-based global
upswing in the aftermath of the
last economic crisis.

“ASEAN is a political
disappointment.”
Tan Sri Dr. Lin See-Yan

He also stressed the need for
ASEAN to prepare for an
increasingly uncertain world. Dr.
Lin highlighted the possibility of
the rise of inflation, stemming from
the United States’ twin deficits and
the advent of US protectionism
that could spark trade wars. He
recommended the need for

stronger policy reforms to be put in
place when the sun is still shining
on the region’s economies. As far
as Dr. Lin is concerned, ASEAN
needs to embrace faster change
and greater openness in order to
sustain a vibrant middle class by
raising productivity, removing nontariff barriers, improving crossborder labour mobility, expanding
social
safety
nets,
and
strengthening its anti-corruption
framework. He reminded the
audience of the urgent need to
deal with the impact of a shifting
landscape that gives rise to vital
challenges that include managing
transition to a digital economy,
shifting towards more inclusive
growth, and dealing with rising
income inequality.
Leader Versus Follower Economy
Dr. Chalongphob Sussangkarn,
Distinguished Fellow of Thailand
Development Research Institute
and former Finance Minister of
Thailand, used Thailand’s market
conditions as a barometer for
comparison with the rest of
Southeast Asia. He stated that in
comparison to the more developed
regions of Southeast Asia, the
poorer and emerging countries of
Southeast Asia were doing better,
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although he reminded the
audience that some of these
growth could also be explained by
a population boom. The GDP of
the ASEAN-4 countries (Malaysia,
Thailand, Indonesia, and the
Philippines) saw a 20-25% drop in
the ratio of investment to GDP last
year, with not much change in the
interim. Additionally, the baht was
strengthening, which impacted
income from manufacturing, food
products, agriculture, and tourism.

“The turning point for crude oil
matches the turning point for
trade.”
Dr. Chalongphob Sussangkarn

In focusing his analysis on global
export figures, he found that the
turning point for crude oil matches
the turning point for trade, and
since the data on crude oil was
released just before the data on
world trade, they might be a good
leading indicator of world trade
trends. Based on the World Trade
Organization’s (WTO) year-on-year
quarterly export volume growth
for 2016 and 2017, Malaysia
appeared to be doing the best
compared to China, Japan, the
Republic of Korea, and Thailand,
although he joked that the
prognosis could be sugar-coated.
Vietnam, as a developing country,
was facing the strongest growth in
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electronics, particularly through its
export of mobile phones.
According to Dr. Sussangkarn,
although well-developed cities in
Thailand such as Bangkok are doing
well, much of the border areas of
Thailand are still facing poverty.
The development of new industries
is thus required to stimulate jobs
and the economy of these areas.
Are the Trade Wars Coming?
Prof. Tan Tat Wai of Sunway
University spoke of Trump’s
consistent dislike of multilateral
trade agreements such as the
World Trade Organization, North
American Free Trade Agreement
(NAFTA), and the Trans-Pacific
Partnership (TPP) – all were seen as
detrimental to the US’s trade
balance and interest. Instead,
Trump considers bilateral trade
negotiations to be more beneficial
to the USA. Prof. Tan argues that at
the very least, there must be
renegotiation
of
present
agreements and even the
attainment of mutual agreement.
As far as Trump is concerned, no
real progress had been made in the
past one year.

“Trump plays poker.”
Prof. Tan Tat Wai

Trump’s choice of import duties on
steel and aluminium as his first
salvo is not an end to itself but is

rather a signal to China, the EU,
Canada, and Mexico to take him
seriously. After all, aluminium and
steel imports are only a small part
of total US trade imports and of
Chinese steel/aluminium total
exports. While these are more
important to Canada, the duties
could be exempted, subject to the
satisfactory
renegotiation
of
NAFTA. After all, the US steel
industry had already been in
decline since the 1980s due to a
combination of slow reinvestment
in new technology, legacy costs,
and Japanese imports, while the
energy-intensive
aluminium
smelters died off due to
insufficient and expensive energy
costs.
ASEAN countries do not export
much steel and aluminium, and
even less so to the US, hence any
impact is minor. The impact on
ASEAN will become significant only
if the tariff war spills over to the
electronic and textile/garment
industries.
According to Prof Tan, it is too early
to tell at this moment if this would
be the first step to a full-blown
trade war. US trade partners will
have to respond bilaterally rather
than continue using existing
multilateral trade agreements to
push off concessions.
China as the New Superpower?
The second half of the forum
focused on the Northeast Asian
economies. China, which had a
head start and strong growth at 910% compared to India's 3-4%,
quadrupled India in its import and
export capacity. Therefore, China is
Southeast Asia’s biggest trading
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partner, according to Prof. Dwight
Perkins of Harvard University.
This is further augmented by
China’s One Belt One Road (OBOR)
project that informs the organizing
principle of the Chinese economic
strategy, with labour intensive
areas (as an outcome of
infrastructural
construction)
benefitting from this outcome.
Although the OBOR is primarily
aimed at fostering closer ties with
Central Asia, it also has the effect
of leveraging China’s relations with
the rest of the world. At this point,
about 50% of Chinese investment
in construction, valued at USD 9
trillion in 2016, is directed at
housing, the building of offices,
and
transportation.
China
produces about 50-60% of the
world’s construction materials
compared to fewer than 5% for the
next biggest world producers of
steel.
Prof. Perkins saw the growing
influence of China as not
necessarily negative, given that
China’s
advancement
could
improve
Asia’s
existing
infrastructures, which in turn,
would ease mobility and the
conduct of economic activities.

“China is everybody’s biggest trading
partner.”
Prof. Dwight Perkins

However, he reminded the
audience that China’s increased
influence, when accompanied by
the propensity for corrupt
practices in Southeast Asia, could
also create a situation whereby
China uses the economic carrot to
bend corrupt leaders to its will,
something
which
apparently
already exists to some degree in
the region.
The Morphine Economics of Japan
Prof. Kiyohiko Nishimura of Japan’s
National Graduate Institute for
Policy Studies provided updates on
the present economic conditions
and monetary policy of Japan, and
how conditions in the US affect the
former’s fiscal policies. The former
Deputy Governor of the Bank of
Japan compared Japan with the
United States in terms of GNP
growth
in
relation
to
unemployment rates. Both now
see sustained economic expansion
through improved unemployment
rates that accompany a strong GDP
showing, particularly since 2016. In
the case of the United States, tax
cuts may be a hedge against
possible downward effects of
interest rate normalization and
trade frictions on the economy.
He also cautioned on the need to
pre-empt the market through
gradual inflation rates in terms of
wage or price, as continued
increase could lead to market
volatility. This is particularly so
when the United States’ currency is
currently weakening against a
stronger Japanese yen, which is not
positively viewed by Japanese
policy makers.
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“The Japanese economy is seeing
some optimism.”
Prof. Kiyohiko Nishimura

The Bank of Japan is concerned
with the Japanese economy’s
financial stability, which stems
from
the
increasingly
ineffectiveness
of
financial
intermediation as firms switch
between banks in search of lower
borrowing rates. Zero interest
rates have lowered lending rates to
reduce
financial
institutions'
profitability and sustainability. The
Bank is also carefully watching the
foreign exchange markets.
In the meantime, the Abe
government has been delaying the
increase of consumption tax,
expected to increase from 8-10%, a
hike deemed as politically
inflammatory due to depression in
wages.
However,
this
postponement merely leads to a
worsening debt situation in Japan
that is currently artificially held at
bay by the Bank of Japan’s
purchasing
of
Japanese
government bonds. Such form of
quantitative easing creates denial
among Japanese politicians that
Japan’s fiscal policy is imploding.

China’s Twin New Normal
Professor Woo Wing Thye of the
Jeffrey
Cheah
Institute
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characterised China’s situation as a
confrontation with ‘twin new
normals’ – a domestic new normal
and an international new normal.
Domestically, China sees lower
growth rates from structural
causes: stagnant productivity,
exhaustion of surplus labour, and
exhaustion
of
demographic
dividend from an ageing society.
Internationally, a multi-polar world
is replacing US global hegemony,
and the world is fragmenting into
spheres of influence, exemplified
by Russian intervention in Ukraine
and Chinese activities in the South
China Sea.
Prof. Woo saw China’s growth
rates between 2008-2013 to be
unnaturally high as state-owned
enterprises (SOEs) and stateowned bank (SOBs) used the
pretext of the 2009-2010 macrostimulus program to engage in a
huge and protracted investment
splurge.
The
imprudent
investment
behaviour of the SOE and SOB
managers came from the “soft
budget constraint (SBC)” that they
faced. The manager will achieve
personal glory and career
advancement when an investment
succeeds. But, if the project fails,
the manager is blameless because
he had merely obeyed the orders
to raise aggregate demand.
This SBC-induced investment
bubble is the reason for the
pervasive excess capacity in the
heavy industries since 2014. The
official figure for the nonperforming loan (NPL) rate in the
SOBs was 1.6% in 2016. But,
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foreign analysts have put it closer
to 20%. At some point in the future,
the government would bail out the
failed projects by recapitalising the
SOBs.
At the macroeconomic level, the
NPLs threaten the stability of the
financial system and reduce the
fiscal space. At the microeconomic
level, the crowding out of the
private sector by the bailout of the
state sector reduces production
efficiency
and
technological
innovation.
Supply-side structural reform
rather than macro-stimulus is the
correct way to handle China’s
domestic new normal, according to
Prof. Woo. The state monopoly in
the financial sector must be ended,
the ‘hukou’ household registration
system be terminated to create a
normal labour market, and
property rights of rural land be
reformed to allow them to be used
as collateral. On the demand-side,
the SBC should be eliminated.

increasing popular discontent with
the incompetent management of
adjustment pains caused by
globalization. A new international
economic architecture is needed to
maintain economic globalization as
the world fragments into spheres
of influence; and to ensure that
globalization does not continue to
erode national sovereignty to
benefit multinational corporations
(MNCs).
The establishment of more
regional economic institutions like
an Asian Monetary Fund and the
Asian Infrastructure Investment
Bank would improve global
economic governance, a task that
the World Bank and the
International Monetary Fund have
not performed satisfactorily. At the
same time, national governments
also have to improve their
domestic social safety nets to deal
more adequately with job
displacements caused by import
competition and technological
changes.
Professor Woo noted that as the
‘international new normal’ tends
to be tumultuous, enhanced
Chinese-European cooperation is
vital to stabilizing it as long as
Trump's America cannot behave
like a responsible stakeholder on
climate change and world trade.

“We must maintain economic
globalisation as the world order
fragments into spheres of
influence.”
Prof. Woo Wing Thye

De-globalization is occurring and it
is driven, one, by the emergence of
a multi-polar world; and, two, by

Professor Woo ended with the
observation that the economic and
security imperatives of China
require
that
RMB
internationalization be faster.
National security requires China to
recognize that the United States
has weaponized USD-dominated
international payments system e.g.
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financial sanctions on Iran to force
denuclearization.
Furthermore,
the reduction of global financial
risk requires an expansion in the
number of reserve currencies
because the 1929 and 2008 global
financial crashes originated in the
United States.
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