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Abstract 

Trade Integration and Business Cycles Synchronization:  

A Case Study of East Asia  

 

Yulei Gong 

 

International Commerce 

Graduate School of International Studies 

Seoul National University 

 

 

A proposal of building a regional monetary union has been put forward after 1997 Asian 

financial crisis, but opinions about benefits and costs of joining a monetary union vary in 

academic background. According to the theory of Optimum Currency Area, trade integration 

and business cycles synchronization are two major criteria for measuring benefits and costs of 

joining a monetary union.  

The main research purpose of this paper is to track dynamics of trade integration in East 

Asia and its impacts on converging East Asian economies, which has important implications 

for building a regional monetary union. Based on empirical analysis, the paper suggests that 

business cycles in East Asia have been synchronized by increased intra-industry trade and 
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strengthened macroeconomic policy coordination over last two decades. However empirical 

evidence related to the impact of trade intensity on business cycles synchronization is 

ambiguous, because of diversities and heterogeneity across East Asian economies the 

impact of trade intensity tends to be negative. On the other hand, regression results suggest 

that trade connection with the United Sates and the United States’ economic growth 

negatively affected co-movement of business cycles of East Asian economies.  

Trade integration in East Asia has been enhanced over last 20 years and the degree of 

business cycles synchronization has been increased in the region, though building a monetary 

union is still a long-run goal for East Asian regionalism as lack of political consensus, lack of 

feathered region-wide institution and lack of close coordination in financial and monetary 

field.  

Key words: trade integration, business cycles synchronization, monetary union in East 

Asia 
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1. Background and Motivation  

Since the Asian Financial Crisis in 1997, a proposal of founding a monetary union has 

been put forward. Most supporters of this proposal believe that a common currency can 

effectively reduce the risks of exchange rates fluctuation and stabilize financial markets in 

East Asia. However the outburst of European Sovereign Debt Crisis in recent years, which 

confronted Eurozone countries tough problems, hesitated East Asia’s step towards to a 

monetary union, the crisis warned East Asian countries about potential risks of joining a 

monetary union. Did existing studies undervalue risks of joining a regional monetary union? 

Is East Asia really ready for forming a monetary union? What kind of elements contribute to 

increasing degree of economic symmetry across member nations? Now it is a right time to 

rethink whether a monetary union is feasible in East Asia and to learn some lessons from 

European experiences which in turn can be applied into future studies. Major research 

question of the paper is the relation between trade integration and business cycles 

synchronization which has important implications on the questions mentioned above.  

In the field of monetary union economics, the theory of Optimum Currency Area 

(hereafter OCA theory) is a leading one with outstanding performance in analyzing costs and 

benefits of a monetary union. Trade integration and economic symmetry are two major 
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criteria of OCA theory. If the degrees of the two criteria are relatively high, monetary union 

will be more attractive for member countries since it will cost less while benefit more. 

Moreover exiting studies suggest that increased trade integration can lead to  more highly 

synchronized business cycles(Frankel & Rose, 1998). In other words, a country that has close 

trade ties with its regional members can benefit more from joining a monetary union, as it can 

not only benefit from savings of transaction costs but also benefit from less possibility of 

asymmetric shocks which is a result of increased degree of trade integration caused by the 

monetary union.  

Empirical evidences have shown that during these years trade integration in East Asia 

had increased with a rapid growth rate. Furthermore previous studies suggest instead of 

inter-industry trade, intra-industry trade was becoming a main trend in the region which is 

proven as an important factor synchronizing business cycles of different economies. Among 

all the criteria of Optimum Currency Theory that can contribute to foundation of a monetary 

union, it is trade integration that will be the biggest engine pushing East Asian economies 

forward to a common currency.  

Therefore this paper will aim to tracking the dynamics of trade integration in East Asia 

and its impacts on synchronizing business cycles in the region. There are mainly two 

questions this paper will try to answer; the first one is that how trade integration, including 

intra-regional trade integration and external trade integration, contributed to synchronizing 
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East Asian economies’ business circles; the second one is that whether macroeconomic 

policy coordination can affect co-movement of business cycles in East Asia. The conclusion 

part will be a summary of empirical analysis’s results and their implications for future 

construction of East Asia’s monetary integration. 

The reminder of the paper is organized as follow. In section 2 a brief introduction of 

change of trade integration and dynamics of business cycles synchronization will be given; 

Section 3 summarizes results of several previous researches that relate to the subject; Section 

4 presents data and empirical models used in the paper, summary of the results and relevant 

findings are also included in Section 4; lastly Section 5 concludes.  
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2. Trade Integration in East Asia 

2.1. Trend of trade integration in East Asia 

During last two decades, trade integration in East Asia has made a big progress while 

trade cost has been cut down by proliferation of Free Trade Agreements and improvement of 

supportive factors such as infrastructure and communications channels. At the begining 

Japan’s industrial rise as a global exporter stimulated growth of its neighboring economies’ 

(Hong Kong, the Republic of Korea, Singapore, Taiwan) economic growth. Later on the 

positive effects reached Southeast Asian countries (Indonesia, Malaysia the Philippines, 

Thailand) and China through a channel of international trade and now East Asia has grown as 

a big world factory. In 1990 exports from ASEAN+3 countries (Associate of Southeast Asian 

Nations, China, Japan and Korea) accounted for only 19% of total world export volume, 

while in 2012 the number increased to 28%.  

With increased export volume, East Asian countries recently tend to trade more and 

more with the regional countries. As shown in figure 1 below, except for a small decline 

during 1997 Asian financial crisis, Intra-regional trade in East Asia kept increasing from 1990 

to 2012. In 2012 the average share of intra-regional trade in East Asia is up to 38%.  
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Figure 1. Intra-Regional Trade in ASEAN+3 

 
Source: Asia Regional Integration Center  

 

Data of each country’s trade provides clearer evidence showing that trade connections 

between East Asian countries has been strengthened in last two decades. Table 1 shows that 

for almost all the selected countries except for the Indonesia and Malaysia the share of their 

export volume that went to ASEAN+3 countries increased over than 10 percent during last 

twenty years. Though import volume of the countries which originates from ASEAN+3 did 

not increase as highly as did export volume, it did also increase with a considerable rate. For 

example in the case of the Philippines the share went up from 34.2% in 1990 to 51.4% in 

2012; in the case of China the share rose from 20.5% (1990) to 29.7%(2012). Now in 

regions like Hong Kong, Indonesia, Malaysia and Thailand over 50% of their import comes 

from ASEAN+3 countries.  
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Table 1. Intra-Regional Export in East Asia (percent of total export going to ASEAN+3) 

Country/Economy 1990 1995 2000 2005 2010 2011 2012 

China 22.0 30.6 28.2 22.9 20.7 21.0 21.6 

Hong Kong 40.0 47.9 47.9 58.2 64.9 64.9 66.6 

Indonesia 61.0 51.5 52.1 55.6 55.4 56.6 57.2 

Japan 19.8 29.6 27.1 34.1 42.1 42.6 41.9 

Korea 26.2 33.6 34.2 39.7 42.1 43.7 45.7 

Malaysia 51.5 45.3 46.0 45.4 52.2 53.1 54.9 

Philippines 30.6 33.1 35.1 48.1 52.9 53.5 55.2 

Singapore 34.8 43.2 42.3 48.9 49.2 49.6 50.8 

Thailand 32.0 39.6 40.0 45.9 46.4 48.8 48.7 

Source: Asian Regional Integration Center  

Table 2. Intra-regional Import in East Asia (percent of total import from ASEAN+3) 

Country/Economy 1990 1995 2000 2005 2010 2011 2012 

China 20.5 37.2 38.6 38.2 33.6 31.5 29.7 

Hong Kong  65.2 65.9 70.3 73.2 72.7 70.9 71.8 

Indonesia 40.7 47.3 47.7 56.6 61.9 61.9 61.4 

Japan 22.8 30.2 35.6 39.9 40.8 40.8 40.4 

Korea 31.8 37.1 39.1 43.3 42.3 39.6 37.9 

Malaysia 47.7 51.0 53.5 56.1 57.7 56.5 57.4 

Philippines 34.2 40.2 44.7 46.8 55.8 51.9 51.4 

Singapore 43.6 51.0 50.8 50.2 48.5 44.8 44.3 

Thailand 49.9 44.0 50.3 53.0 55.0 52.1 54.9 

Source: Asian Regional Integration Center  

Based on the data shown above, it is clear that East Asian countries now are relying 

much more on the regional countries in terms of foreign trade. Meanwhile composition 

commodities of intra-regional trade also evolved from low-skill products, such as textile and 

garments, to high-skilled and high-technology products. Recently export of machinery 

products in East Asia accounted for over 50 percent of its intra-regional export and within 
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machinery industry exports the share of electronic products, office and telecommunication 

equipments is the largest in the region(Mona Haddad, 2007).  

Along with the change, many Free Trade Agreements (hereafter FTAs) were created in 

East Asia to further facilitate intra-regional trade. In 2000 there were only three FTAs in 

effect within the region, including the Associate of Southeast Asian Nations (hereafter 

ASEAN) Free Trade Agreement (AFTA), and 10 other FTAs were in various stages of 

preparation. Ten years later the number of signed FTAs which are in effect within the region 

jumped to 45 and another 84 FTAs are under preparation to be effective in near future. 

ASEAN Free Trade Agreement (AFTA), an eldest Free Trade Agreement within the 

region, is signed in 1992 which contributed a lot to lowering trade barriers among the 

member countries. After that ASEAN as a whole signed FTAs respectively with Japan, 

Republic of Korea and China, at the same time each member counties of ASEAN also 

worked to create bilateral FTAs with the three countries. Each country in the region tried to 

create FTAs with their individual important trade partners outside of Asia too. The number of 

FTAs each East Asian country has is listed by Table 3. Proliferation of FTAs in East Asia 

effectively facilitated growth of intra-regional trade and supported formation of a 

region-wide production network by lowering trade barriers among regional countries.  
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Table 3. FTA status by country/economy, 2013 

Country/ 

Economy 
Proposed 

Under Negotiation 

Signed but not 

yet in Effect 

Signed and 

in Effect 
Total 

Framework 

Agreement 

signed 

Negotiations 

launched 

China 6 1 6 2 12 27 

Hong Kong,  1 0 0 1 3 5 

Indonesia 6 1 6 2 7 22 

Japan 5 0 8 0 13 26 

Korea 11 0 10 1 10 32 

Malaysia 7 1 6 1 12 27 

Philippines 7 0 2 0 7 16 

Singapore 6 1 10 2 19 38 

Thailand 8 3 6 0 12 29 

Source: Asia Regional Integration Center  
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2.2. Characteristics of trade integration  

Trade pattern in East Asia has changed compared with that in 1990s. Many previous 

studies argued that production network had been a core of the recent growth of trade among 

East Asian countries (Haddad, 2007; Wakasugi, 2007). For producing a final product, 

production process is divided into different stages and the stages are located to various 

countries in order to lower production cost. Thus a region-wide production network has 

formed and is under expansion, which is a major character of trade integration in East Asia. 

Nowadays the region as a whole has become a big factory for the world. 

Of increased intra-regional trade in East Asia, share of intra-industry trade continued 

rising up over last two decades. The green line in Figure 2 represents median value of 

Grubel–Lloyd index of 36 pairs of trade partners among ASEAN+3 over the period of 

1990~2012. It shows that intra-regional trade in East Asia tends to be more intra-industry 

trade dominated compared with the situation in 1990.  
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Figure 2. Median of Intra-Industry Trade Index 1990-2012 

 
Source: Calculation by using data of UN Comtrade (1 digit of SITC ver.3)  

 

Moreover increased intra-industry trade within the region differs from the classic 

intra-industry trade. Classic definition of intra-industry trade is trade of final goods that 

belong to the same industry but have different brands and differentiated qualities. While in 

East Asia, a large amount of intra-industry is two-ways trade of components or intermediates, 

which is a result of region-wide production fragmentation. The share of export of components 

and part in East Asia increased steadily, from 31 percent in 1992 to 43 percent in 2003. For 

electronic industry in East Asia, the share of export of components is extremely high, even 

larger than 80% (Haddad, 2007). 

It is a big gap of labor prices across East Asian economies that lead to the region-wide 

production fragmentation. Meanwhile elements such as improvement of telecommunication 

system and infrastructure play roles in expansion of production fragmentation too by 
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Investment (hereafter FDI) is also a very important part of production fragmentation, which 

implies a complimentary relationship between trade and FDI in East Asia (Willem & Salike, 

2013). Multinational corporations (hereafter MNC) from Japan firstly started outsourcing by 

moving labor-intensive production process (subcontracting and assembling) to South Korea 

and Taiwan where labor cost was relatively lower than that in Japan at that moment. 

Components and parts were produced and assembled in countries where labor cost was much 

cheaper and then MNCs ship them back to their home country to be further processed.  A 

few years later labor cost gradually increased in South Korea and Taiwan due to their export 

oriented economic development, so Japanese MNCs re-shifted the labor intensive production 

process to ASEAN and China which are less developed. At the same time MNCs from Newly 

Industrialized Economies (South Korea, Singapore, Taiwan, Hong Kong) began to follow 

Japanese MNCs’ production pattern to take advantage of cheap labor in neighboring countries. 

In addition existing researches point out that, in the case of East Asian countries, inward FDI 

from East Asia is more exported oriented compared with inward FDI from EU and US which 

aims more at market seeking (Haddad, 2007; Willem & Salike, 2013). For example, Japanese 

MNCs located in East Asia export half of their products while Japanese MNCs located in the 

United States and other areas sell over 70% of their products to local markets (Fukao, Ishido, 

& Ito, 2003). Their research also suggested that the biggest share of total intra-industry trade 

growth in the region was the growth of vertical intra-industry trade but not of horizontal 
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intra-industry trade; furthermore they suggested that FDI positively triggered growth of 

intra-industry trade within East Asia. Because of above mentioned factors a region-wide 

production network was created and keeps expanding in East Asia. 

To sum up, with proliferation of FTAs and lower trade batteries, share of intra-regional 

trade rose up steadily during last two decades in East Asia. Moreover a large part of 

intra-regional trade belongs to vertical intra-industry trade which is resulted from expansion 

of production fragmentation in the region. Meanwhile inward Foreign Direct Investment in 

East Asia also plays significant roles in formation of region-wide production network and the 

growth of intra-industry trade.   
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2.3. Dynamics of Business Cycles Synchronization in East Asia 

Two indicators are used to evaluate the degree of business cycles’ synchronization 

in this paper. For both indicators, the sample includes China, Hong Kong (China), 

Republic of Korea, Japan, Indonesia, Malaysia, the Philippines, Singapore and Thailand. 

Among the 9 observed economies, there are 36 pairs of economies in total. Two types of 

correlation coefficients are calculated for each pair of economies respectively. One 

indicator is 3-year backwards moving correlation of year-over-year GDP growth rate 

(quarterly data). For instance, the correlation coefficient of 2000 is calculated by using 

data over 1998Q1 to 2000Q4. The calculation uses quarterly data of GDP growth rate 

collected from IMF International Financial Statistics over the period of from 1990Q1 to 

2012Q4. Another indicator is 3-year backwards moving correlation of cyclical part of 

industrial production which is obtained by using Hodrick-Prescott filter. Monthly data 

over 1991M01 to 2012M12 is used in the calculation and source of the data is the World 

Bank, Global Economic Monitor. For both indicators, their high value implies high 

degree of business cycles synchronization between the observed two countries in each 

pair. 

Figure 3 and Figure 4 both show that over last 20 years the degree of business 

cycles synchronization in East Asia fluctuated but it increased to some extent. It is seen 
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that the two median value lines in two figures share a similar changing pattern. Firstly 

they both moved up and down over last 20 years and fluctuated dramatically during the 

2008 global financial crisis. Secondly, even to a small extent two lines in both figures did 

move upward. It shows that compared with correlation coefficients in 1990s, coefficients 

in 2000s are higher. Also several existing studies (Rana, 2007; Shin & Wang, 2004) 

proved that East Asian countries now share more similar business cycles. Especially for 

the Newly Industrialized Economies (Korea, Taiwan, Hong Kong, Taiwan), the degree of 

synchronization has increased significantly during last two decades, moreover evidence 

for synchronization in terms of export is particularly strong than that in terms of 

consumption and investment(Moneta & Rüffer, 2009) .  
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Figure 3. Correlation of GDP growth rate for East Asian country pairs 

 
Source: calculations by using data of IMF International Financial Statistics  
Note: In the figure, the degree of business cycles synchronization is measured by a 3-period 

backwards moving correlation of y-o-y GDP growth rate (quarterly data). 
Blue line represents the maximum value of the correlation coefficients among 36 pairs of 

economies; while the green line represents its median value and red line is the 
minimum value. 

 

Figure 4. Correlation of Industrial Production for East Asian country pairs 

 
Source: calculated by using data of The World Bank, Global Economic Monitor  
Note: In the figure, the degree of business cycles synchronization is measured by 3-year 

backwards moving correlation of cyclical part of industrial production (monthly) 
which is processed by Hodrick-Prescott filter.  

Red line represents the maximum value of the correlation coefficients among 36 pairs of 
economies; while the blue line represents its median value and green line is the 
minimum value.  
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3.Literature Review 

In the theoretical background, there are two main propositions about the relation 

between trade integration and symmetry of economic shocks. So far there is no theoretical 

convergence for the question that how trade integration can affect co-movement of business 

cycles.  

One proposition argues that trade connection between countries will finally weaker 

synchronization of business cycles (Eichengreen 1992, Krugman 1993). They argue that 

international trade will result in production specialization based on each country’s 

competitive advantage and this will in turn put countries into a position which is more 

exposure to industry-specific shocks. Therefore the more open to trade a country is, the more 

vulnerable is it to asymmetric shocks, which means that joining a monetary union would be 

more costly for a country that is more open to other countries in terms of trade.  

On the other hand, another proposition gives opposite argument. International trade, 

functioning as a channel that transmits macro-economic fluctuations, can synchronize 

business cycles. For example if one country enjoys economic boom,  the country will import 

more from other countries through which other countries’ economic growth can receive a 

positive push simultaneously. Here demand expansion can be transmitted by the channel of 

international trade. Especially when international trade is mainly concentrated in 
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intra-industry trade other than inter-industry trade, trade integration will definitely contribute 

to enhance co-movement of business cycles(Fidrmuc, 2004; Gruben, Koo, & Millis, 2002). In 

addition, increased trade may create needs to coordinate macroeconomic policies among 

trading partners through which sources of asymmetric shocks can be further reduced.  

Up to date many previous studies have conducted econometrics analysis on dynamics of 

business cycles among various groups of countries. The theory is pioneered by Frankel and 

Rose, who analyzed the relation between trade intensity and synchronization of business 

cycles for industrialized countries in 1998. In their paper, Frankel and Rose firstly pointed 

out the endogenous effect of trade integration which means that increased trade integration 

can result in more highly synchronized business cycles. The finding has significant 

implications on building a regional monetary union. Even a country does not fully meet 

criteria of Optimum Currency Area before joining a monetary union, the action of joining the 

monetary union itself will make it more qualified as a member country of the monetary union. 

Because trade linkage among member countries will be enhanced after joining a monetary 

union, which in turn will shape member countries’ business cycle more similar with each 

other. Thus the endogenous effect of trade integration will benefit member countries more 

from joining a monetary union.  

Later on other scholars (Baxter & Kouparitsas, 2005; Cerqueira & Martins, 2009; Fatás, 

1997) also showed empirical evidences that trade intensity could converge business cycles 
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among industrialized countries,  the relation among developing countries and its relevant 

topics also received academic attentions in recent years. Compared with that in industrialized 

countries, the link between trade intensity and co-movement of business cycles in developing 

countries is much weaker or ambiguous, which can be attributed to difference in industrial 

structure and trade patterns (Calderón, Chong, & Stein, 2007). For East Asian economies, 

previous studies (Mona Haddad 2007 etc.) have showed evidence that intra-regional trade 

had placed more weight in intra-industry trade which had in turn resulted in a regional-wide 

network of production. Other studies (Moneta & Rüffer, 2009; Rana, 2007) suggest 

co-movement of East Asian economies’ business cycles was more synchronized than before. 

In 2004, Shin and Wang conducted a regression research by using data of 5 East Asian 

countries plus 5 ASEAN countries over the period of 1976-1997, and obtained two main 

findings. Firstly, co-movement of business cycles has not been synchronized so much during 

the period of 1976-1997, but regional trade has become relatively important and the share of 

intra-industry trade has increased. Secondly, they emphasized that increased trade integration 

itself did not synchronize business cycles, only increased trade integration accompanied with 

increased intra-industry trade could get business cycles more synchronized. In 2007, 

Pradumna B. Rana’s did a similar analysis for ASEAN+3 (Japan, Korean and China) 

countries over the period of 1980-2004. The result suggested that 1) Over the period 

1980~2003, especially after 1997 financial crisis, co-movements of business cycles in East 
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Asia has been synchronized; 2) During the post-crisis period, bilateral trade intensity and 

monetary policy coordination are statistically significant in explaining business cycles 

synchronization in East Asia, while it wasn’t the case during pre-crisis period. 

While East Asian economies become more closely correlated with the intra-regional 

members, they also become more independent from the world economy and US economy 

(Rhee, 2004). Rana’s paper(2007) finds out that the output correlation between ASEAN+3 

and Europe or US declined after 1997 Asian Financial Crisis too. However most of the 

existing studies mainly focused on the implications intra-regional trade linkage has on 

co-movement of business cycles of East Asian countries, while few of them considered how 

external trade linkage can affect co-movement of business cycles. On the other side, recent 

Eurozone crisis reminds us that fluctuation from external area potentially has negative 

impacts on regional economies too. In order to building a well functioning monetary union, it 

is safer and necessary to have a closer look at the relation between external trade linkage and 

synchronization of business cycles in East Asia. The paper will complement existing studies 

by analyzing on how trade linkage with external economies can influence co-movement of 

East Asian economies’ business cycles.  
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4. Data and Regression Models 

Main research purpose of the paper is to figure out the channels through which business 

cycles in East Asia can be synchronized. 

The first research question of the paper is the relation between trade integration and 

co-movement of business cycles in East Asia. In specific the topic can be narrowed down into 

two sub-questions.  

1) Inside of East Asia:  

Does trade integration within East Asia contribute to synchronizing their business 

circles and reducing the possibility of asymmetric shocks? 

2) Outside of East Asia:  

With the current trend of globalization, how could decline of external demand for 

East Asian products (e.g. 2008 US Crisis) affect East Asian countries? How can 

trade connection with external economy affect co-movement of business cycles in 

East Asia?   

Secondly, the paper will try to answer whether macroeconomic policy coordination, 

including monetary policy coordination and fiscal policy coordination, could effectively 

correlate business cycles in the region.  
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4.1. Regional Trade Integration and Business Cycles 

Synchronization  

It is known that many East Asian countries promoted economic development by 

adopting export-led policy and intra-regional trade integration has been enhanced to some 

extent over last two decades. On the other hand many existing studies show evidences that 

East Asian economies share more similar business cycles recently. In the following part, an 

empirical research will be conducted to analyze the relation between intra-regional trade 

integration and business cycles synchronization in East Asia, which has important 

implications for building a monetary union in the region.   

Details of the regression are as following:  

 Data  

Sample of the regression includes 9 East Asian economies, which are China, Hong 

Kong(China), Korea, Japan, Indonesia, Malaysia, the Philippines, Singapore and Thailand. 

The sample covers period of 1990 to 2012. Among the 9 selected countries, there are 36 pairs 

of economies in total and all the variables are calculated for each pair of economies 

respectively.  
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 Equation: 

corr(i, j) = α + α × trade	intensity(i, j) + α × intra_industry		trade	(i, j)  +α × fiscal	policy	coordination(i, j) + α ×monetary	policy	coordination(i, j) + ε	  

 

Though it is proven that trade intensity did positively affect business cycles 

synchronization among industrial countries, evidence on the linkage for developing countries 

remains ambiguous. If intra-industry trade prevails and economic structures of member 

countries share a high degree of similarity, the sign of trade intensity’s coeffcient tends to be 

positive. On the opposite if the trade specialization (inter-industry trade) dominants, the sign 

of trade intensity’s coefficient will be negative. It is expected that coeffcient of the variable 

which measures intra-industry trade will have a positive sign and coefficients of the variables 

that measure macroeconomic policy coordination will have positive signs too.  

 Variables  

In the regression model, dependent variable measures the degree of business cycles 

synchronization for each pair of economies which is calculated by using two methods: 

correlation of GDP growth rate and correlation of industrial production. There are 4 

independent variables in the equation: trade intensity, degree of intra-industry trade, fiscal 

policy coordination and monetary policy coordination. Each of them represents a channel 

through which business cycles may be synchronized. The way to define and calculate each 

variable is explained by Table 4.  
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Table 4. Definitions of Variables in the 1st regression  

Variable  Measurement Data Source 

Co-movement of 

business cycles  

① 3-year backwards moving correlation of 

y-o-y GDP growth rate(quarterly data)   

IMF International 

Financial Statistics  

② 3-year backwards moving correlation of 

cyclical part of industrial production (monthly) 

which is processed by Hodrick-Prescott filter. 

The World Bank, 

Global Economic 

Monitor  

Trade Intensity Trade Intensity(i, j) = (TT ) ( TT ) IMF Directions of 

Trade Statistics  

Intra-Industry 

Trade  

Grubel–Lloyd index :  

UN Comtrade  

Fiscal policy 

coordination  

3-year backwards moving correlation of overall 

budgetary deficit percent of GDP between each pair 

of countries  

Asian Development 

Bank Database  

Monetary policy 

coordination  

3-year backwards moving correlation of the M2 (% 

of GDP) between each pair of countries  

Asian Development 

Bank Database  

 

 Regression Result   

Two methods are used to run the first regression. One is a normal pooled regression with 

the Ordinary Least Square method, another one is a panel regression with Fixed Effects. The 

major reason why I used pair country fixed effects model is to revise the problem of 

autocorrelation. The country pair fixed effects can capture omitted independent variables that 

explain specific factors or conditions shared only by the two countries in each pair. For 
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example, in each pair of economies the extent to which similarity of two areas’ industrial 

structures are can be different; and whether the two countries in one pair share a FTA also has 

impacts on degree of their business cycles synchronization. In addition, the fixed effects 

model allows the regression focusing on answering the question how increase of trade 

intensity and strengthened policy coordination can affect co-movement of business cycles, as 

the research question is not whether a pair of economies with higher degree of trade 

integration has more closely correlated business cycles.   

Two different methods are used to measure the degree of business cycles 

synchronization: moving correlation of year-over-year GDP growth rate and moving 

correlation of industrial production. So the results of regressions run with the 2 different 

dependent variables are showed respectively by following tables.   
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Dependent Variable: correlation of y-o-y GDP growth rate  

Sample: 1992 2012  

Cross-sections included: 36  

Total panel (unbalanced) observations: 604  

Table 5. Estimates of the 1st regression with OLS (GDP growth rate) 

Independent Variable 1 2 3 4 

Trade Intensity 0.027** 0.029**  0.027** 

(0.012) (0.011)  (0.011) 

Intra_Industry Trade 0.307**  0.345*** 0.330*** 

(0.130)  (0.127) (0.126 ) 

Corr_Fiscal  0.133*** 0.136*** 0.135*** 

 (0.032) (0.032) (0.032) 

Corr_M2  0.090*** 0.091*** 0.092*** 

 (0.030) (0.029) (0.029) 

R square 0.019 0.063 0.065 0.074 

Durbin_Watson stat 0.852 0.868 0.864 0.874 

Significant level:  * 10% ,  ** 5%,  *** 1% 

Standard Error of each coefficient is recorded under the coefficient 

Table 6. Results of the 1st regression with Fixed Effects (GDP growth rate) 

Independent Variable 1 2 3 4 

Trade Intensity  -0.092*** -0.075**  -0.071** 

(0.034) (0.033)  (0.033) 

Intra_Industry Trade 0.269* 0.379** 0.328* 

(0.188) (0.192) (0.191) 

Corr_Fiscal  0.115*** 0.119*** 0.114*** 

(0.029) (0.029) (0.029) 

Corr_M2 0.034 0.049* 0.041* 

(0.028) (0.029) (0.029) 

R_squared 0.293 0.292 0.290 0.293 

Durbin_Watson stat 1.152 1.133 1.126 1.132 

Significant level:  * 10% ,  ** 5%,  *** 1% 

Standard Error of each coefficient is recorded under the coefficient 
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Dependent Variable: correlation of Industrial Production (processed with H_P filter)  

Sample: 1992 2012  

Cross-sections included: 36 

Total panel (unbalanced) observations: 563  

 

Table 7. Result of the 1st regression with OLS ( industrial production)  

Independent Variable 1 2 3 4 

Trade Intensity  -0.007 -0.007  -0.008 

(0.008) (0.008)  (0.008) 

Intra_Industry Trade 0.164*  0.176* 0.182** 

(0.093)  (0.092) (0.092) 

Corr_Fiscal   0.037 0.040* 0.040* 

 (0.023) (0.023) (0.023) 

Corr_M2  0.068*** 0.068*** 0.068*** 

 (0.021) (0.021) (0.021) 

R_squared 0.007 0.029 0.034 0.036 

Durbin_Watson stat 0.826 0.861 0.866 0.869 

Significant level:  * 10%,  ** 5%,  *** 1% 

Standard Error of each coefficient is recorded under the coefficient 

 

 

Table 8. Result of the 1st regression with Fixed Effects ( industrial production) 

Independent Variable 1 2 3 4 

Trade Intensity  -0.006 0.001  0.001 

(0.031) (0.030)  (0.030) 

Intra_Industry Trade -0.109  0.008 0.008 

(0.158)  (0.159) (0.159) 

Corr_Fiscal   0.044* 0.044* 0.044* 

 (0.024) (0.024) (0.024) 

Corr_M2  0.069*** 0.070*** 0.070*** 

 (0.023) (0.024) (0.024) 

R_squared 0.114 0.139 0.139 0.139 

Durbin_Watson stat 0.924 0.971 0.972 0.972 

Significant level:  * 10%,  ** 5%,  *** 1% 

Standard Error of each coefficient is recorded under the coefficient 
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 Findings 

1. For those with correlation of GDP growth rate as dependent variable, in pooled 

regression with OLS method the coefficient of trade intensity is positive, while in fixed 

effects regression the coefficient of trade intensity becomes negative. For regressions in 

which correlation of industrial production is used as dependent variable, the results are 

not statistically significant and the sign of trade intensity’s coefficient varies across the 

regressions.  

According to Frankel and Rose, an endogeneity problem of trade intensity may exit 

in the regression analysis; moreover a problem of autocorrelation exists in the regression 

with ordinary least square model. Possible elements that resulted in the problems could 

be interaction between trade intensity and output correlation, which means that trade 

intensity (independent variable) can be increased by growth of business cycles 

synchronization( the dependent variable); additionally the two variables can be affected 

by a third omitted variable which is not included in the regression equation. In the 

context, result of OLS model can be biased and inconsistent and hypothesis testing could 

become less reliable too. In order to make up the problems, pair country fixed effects 

model was adopted for the regression and the result of fixed effects model is proffered 

over what is given by OLS model. Previous studies(Calderón et al., 2007) suggest that 

due to existence of different trade patterns and diversified production structures among 
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developing countries the impact of trade intensity on output correlation can be weaker or 

even be ambiguous. In East Asia, there is a big gap among regional economies’ 

economic development level as well as their productivity levels. Besides East Asian 

economies have diversified economic systems such as various industrial structures and 

R&D capacities; the difference in financial market is much bigger, for instance each 

government’s attitude on capital control reaches no consensus in East Asia. With the 

diversified economic systems and heterogeneity across East Asian economies, trade 

intensity tends to lead more specialization in trade and negatively affect co-movement of 

business cycles in the region.  

On the other hand, the coefficient of intra-industry trade is positive and statistically 

robust in almost all regressions of which correlation of GDP growth rate is dependent 

variable; the sign of its coefficient stays positive in regression of which dependent 

variable is correlation of industrial production though it is not all statistically significant. 

Different with the ambiguous affects of trade intensity, it is certain that increased 

intra-industry trade can definitely work to synchronize business cycles in East Asia. 

Over last 20 years, the share of intra-industry trade in East Asia kept increasing. Within 

the region a sophisticated production network induced by factor difference across the 

regional countries is formed and under expansion. For taking advantage of cheap labor in 

developing East Asian economies, multinational companies outsource components and 
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parts from developing East Asian economies or they directly invest in these countries. 

Through this way production process is sliced up into different stages and each stage is 

allocated to the place where the production cost is the cheapest. In the end, final products 

are exported to other countries in the world. In East Asia the kind of production network 

is highly developed in manufacturing industry especially in electronic industry and office 

equipment industry. Furthermore with proliferation of FTAs within the region and 

development of infrastructure framework, it becomes much easier and cheaper for East 

Asian countries to trade components and parts within the region. Over the last two 

decades, expansion of the production fragmentation played a very important role in 

increasing the share of intra-industry trade in East Asia. This special trade connection 

closely bonds East Asian economies together and synchronizes their business cycles.   

2. The coefficients of both monetary policy and fiscal policy are positive and 

statistically significant in most of regressions for both cases. In the regression of which 

dependent variable is measured by correlation of GDP growth rate, the coefficient of 

fiscal policy coordination (0.114) is bigger than that in the regression of which dependent 

variable is correlation of industrial production (0.044); while the case of monetary policy 

coordination is just the opposite (the case of GDP growth rate: 0.041; the case of 

Industrial Production: 0.070). However the main interest of the paper is sign of the 

coefficients but not how much they exactly are, in other words the result suggests that two 
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types of policy coordination both play important roles in synchronizing business cycles. 

After 1997 Financial Crisis, East Asian countries realized the importance of 

macroeconomic policy cooperation which can promote financial stability. Since then 

many of mechanisms have been built to enhance macroeconomic policy coordination 

within the region. In 1999 a mechanism, ASEAN Surveillance Process, was firstly 

launched as a framework to review member economies’ development as well as to 

monitor exchange rate, capital flow and related economic issues. Thanks to the 

mechanism, minister of finance from member countries can meet annually and senior 

central bank officials can meet semi-annually to review and exchange their ideas on 

economic developments and policy coordination related issues. Recently an office 

named Macroeconomic and Finance Surveillance Office was founded to further 

surveillance regional integration related issues within the region. Since 2003 the 

ASEAN+3 Research Group has been implemented to conduct policy-related studies 

providing another platform for financial officials from each country to share their 

opinions on economic development. So far 22 research institutes have been created in 

ASEAN+3 countries, they share a major goal which is to sustain regional financial 

stability and enhance regional integration. More recently a framework called East Asia 

Finance Cooperation has been put in force to allow senior officials exchange information 

and discuss economic related issues.  
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It is true that over the last two decades, especially after 1997 Financial Crisis, East 

Asian countries made a lot of efforts to facilitate macroeconomic policy coordination 

within the region, which significantly contributes to synchronizing business cycles in the 

region. But coordination in financial and monetary field across East Asia still remains in 

early stage; development of financial markets varies among regional economies and 

some countries still (e.g. China) impose strict control on capital account; surveillance 

framework in the region is immature and capability of liquidity support mechanism is 

limited. With the current condition, it is for sure that building a monetary union can not 

be realized in near future.  
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4.2. External Economy and Co-movement of East Asian 

Economies’ Business Cycles 

To date most of existing researches mainly focused on the relation between 

intra-regional trade integration and co-movement of business cycles within East Asia, few of 

them studied on how trade integration with external economies can affect co-movement of 

East Asian economies’ business cycles. Many existing evidence show that recently East 

Asian economies have become more independent from the US economy and world economy 

(e.g. Rhee Yeongseop, 2003), while in the paper a research will be conducted to figure out 

how external trade connection can influence co-movement of East Asian countries’ business 

cycles; and how decline of external demand for products made in East Asia can affect 

co-movement of business cycles in the region.  

Details of the regression are as following: 

 Data 

The selected 9 economies (China, Hong Kong[China], Korea, Japan, Indonesia, 

Malaysia, the Philippines, Singapore and Thailand) will be also used to represent the region 

of East Asia, and the United States is chosen to be a proxy of external economies as it is the 

biggest economy in the world as well as it is the most important trade partner of East Asian 

countries. Same with the first regression, period of the data is from 1990 to 2012. 
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 Equation: corr_output(i, j) = α + α × Trade	Intensity	with	US(ij) + α IIT	with	US(ij)  +α × US_GDP_growth + α × fiscal	policy	coordination(i, j)  +α ×monetary	policy	coordination(i, j) + ε  

In the equation, 3 new independent variables are used to measure trade connection with 

an external economy, the United States. They are trade intensity with the United States, 

intra-industry trade with United States and GDP growth rate of the United Sates. The first two 

measure East Asian economies’ trade linkage with the United Sates, while the United States’ 

GDP growth rate is used as a measurement of external economy’s import demand for 

products made in East Asia. If the United States economy grows fast, it will demand more 

products not only from the domestic market but also from foreign markets which includes 

East Asian market. For the three variables, the signs of their coefficients are expected to be 

negative, as when East Asian countries trade more with external economies, the impact of 

intra-regional trade integration on converging business cycles will become relatively small. 

 Variables  

Dependent variable of the second equation is same with the one of the first equation 

whereas there is some difference for the independent variables. In the 2nd regression, the 

independent variables that measure intra-regional trade integration in the 1st regression are 

replaced by variables that measure average level of trade integration between each pair of 
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East Asian economies and the United Sates. The variable, trade intensity with US, measures 

how much two East Asian economies in each pair trade with the United States. The variable, 

intra-industry trade with US, shows how much of trade between each pair and the United 

Sates belongs to intra-industry; the higher its value is, the more of their trade can be 

considered as intra-industry trade. Besides an additional independent variable, the United 

State’s GDP growth rate is used to measure the United States’ import demand for East Asian 

products. When the United States economy grows faster, it will import more from the world 

including East Asia and vice verse. Therefore the bigger is the United States’ GDP growth 

rate, the more demand has the United States has for products made in East Asia. Specific 

definition of each variable is summarized by the following table.  
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Table 9. Measurement of Variables in the 2nd regression  

Variable Measurement Data Source 

Co-movement  

of  business cycles  

① 3-period backwards moving correlation of 

y-o-y GDP growth rate(quarterly data)  and  

IMF  

International Financial 

Statistics  

② 3-year backwards moving correlation of 

cyclical part of industrial production (monthly) 

which is processed by Hodrick-Prescott filter.  

The World Bank, 

Global Economic 

Monitor  

Trade intensity with 

US  

Arithmetic mean of two countries’ Trade Intensity 

Indexes with United States in each pair  

IMF Directions of 

Trade Statistics  

Intra-industry 

Trade with US  

Arithmetic mean of two countries’ Grubel–Lloyd 

indexes with United States in each pair  
UN Comtrade  

Import demand of 

East Asian products 
GDP growth rate of United States  

IMF  

International Financial 

Statistics  

Note: the definition of fiscal policy coordination and monetary policy coordination are 

the same with those in the first regression.  

For the second regression, a regression in which the United States’ GDP growth 

rate( independent variable which measures demand for East Asian products from 

external economies) is replaced by the World GDP growth rate is also run, the sign of 

the two’s coefficients turns out to be both negative. 
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Dependent Variable:  correlation of y-o-y GDP growth rate 

Sample: 1990 2012 

Cross-sections included: 36 

Total panel (unbalanced) observations: 627  

 

Table 10. Result of the 2nd regression with OLS  

Independent Variable 1 2 3 4 

trade intensity with US 
-0.216*** -0.134*** 

(0.075) (0.077) 

intra-industry trade with 

US 

-0.483*** -0.424* 

(0.162) (0.161) 

US GDP growth rate  
-3.314*** -2.787*** 

(0.855) (0.879) 

corr_fiscal policy  
0.114*** 0.110*** 0.115*** 0.097*** 

(0.031) (0.032) (0.031) (0.031) 

corr_M2  
0.092*** 0.094*** 0.090*** 0.103*** 

(0.029) (0.029) (0.029) (0.029) 

R_squared  0.058 0.059 0.068 0.084 

Durbin_Watson stat  0.841 0.833 0.829 0.840 

Significant level:  * 10%,  ** 5%,  *** 1% 

Standard Error of each coefficient is recorded under the coefficient 
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Table 11. Result of the 2nd regression with Fixed Effects  

Independent Variable 1 2 3 4 

trade intensity with US
-0.328*** -0.149 

(0.112) (0.118) 

intra-industry trade 

with US 

-2.014*** -1.777*** 

(0.383) (0.390) 

US GDP growth rate  
-2.773*** -1.774** 

(0.808) (0.851) 

corr_fiscal policy  
0.077** 0.044 0.090*** 0.036 

(0.032) (0.032) (0.031) (0.033) 

corr_M2  
0.044 0.071** 0.039 0.076** 

(0.030) (0.030) (0.030) (0.030) 

R_squared  0.220 0.245 0.225 0.256 

Durbin_Watson stat  1.016 1.029 0.991 1.027 

Significant level:  * 10%,  ** 5%,  *** 1% 

Standard Error of each coefficient is recorded under the coefficient 

 

 Findings  

1. According to the results, there is a negative relation between the United States’ GDP 

growth rate and co-movement of business cycles in East Asia, which means that decline 

of the United Sates’ import demand can lead to higher degree of business cycles 

synchronization in East Asia. Recalling Figure 3 and Figure 4, the degree of business 

cycles synchronization in East Asia rose up after 2008 global crisis. During the crisis, 

growth rate of the United Sates’ economy suddenly dropped down, as following the 

United States’ import demand shrank. Therefore instead of trading with external 
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economies, East Asian countries traded more with the regional members which then 

correlated co-movement of business cycles in the region. Because it is proven that 

intra-regional trade integration is a major channel through which business cycles can be 

synchronized in East Asia. Meanwhile increased intra-regional trade can also induce 

desire for coordination in macroeconomic policy which is another factor contributing to 

synchronizing business cycles. In addition, it is suggested that economic crisis is a factor 

working to stimulate establishment of regional institutions(Henning, 2011) which is 

helpful for member countries to collectively adjust macroeconomic policies under the 

crisis. Due to above mentioned 2 reasons, movement of business cycles in the region 

became more similar after the 2008 global crisis. In sum, when the growth rate of US 

economy declines, influence of intra-regional trade integration on East Asian economies 

business cycles synchronization becomes relatively stronger as they trade less with 

external economy, the United Sates.  

2. East Asian economies’ trade connection with the United States negatively 

influences co-movement of their business cycles. The signs of coefficients of trade 

intensity and intra-industry trade with the United States proved to be both negative.  

During last two decades trade relation between East Asia and the United States 

changed a lot. In 1990s and earlier, Japan is the biggest trade partners with the United 

States among East Asian economies, followed by the NIEs (Taipei, Hong Kong, South 
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Korea and Singapore). In 2000s, much trade with the United States was redistributed to 

China and now China replaced Japan became the largest trade partner of the United 

States in East Asia. With the expansion of a regional production network, part of 

production which is originally conducted in Japan and the NIEs was relocated to China, 

especially the assembling process, so export of China to the United States surged. 

Shown by Table 6, the intra-industry trade indexes between selected East Asian 

economies and the United States are not high. Especially for China, its intra-industry 

trade index with the United States is only around 0.25. It is shown that for most East 

Asian countries, inter-industry trade dominates their trade patterns with the United 

States. 

Table 12. Intra-Industry Index between East Asian economies and the United Sates 

Country 1990 1995 2000 2005 2010 2011 2012 

China 0.347 0.278 0.232 0.222 0.254 0.263  0.251  

Hong Kong 0.903 0.842 0.609 0.632 0.669 0.697  0.728  

Korea 0.468 0.676 0.648 0.606 0.541 0.536  0.519  

Japan 0.413 0.455 0.465 0.450 0.430 0.421  0.403  

Indonesia 0.252 0.490 0.338 0.373 0.399 0.433  0.470  

Malaysia 0.736 0.614 0.574 0.453 0.621 0.620  0.559  

Philippines 0.594 0.678 0.688 0.779 0.731 0.723  0.664  

Singapore 0.799 0.740 0.809 0.830 0.714 0.698  0.713  

Thailand 0.590 0.601 0.514 0.479 0.459 0.459  0.450  

Source: UN Comtrade 1 digit of SITC Ver. 2 

Bellowing tables list top 10 commodities the 9 selected East Asian economies exported 

to the United States in 2012. For all the East Asian countries, share of products belong to 
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Sector 7(machinery) is very high; while developing East Asian countries (China, Thailand, 

the Philippines, Indonesia) also export many clothes and natural resources to the US.  

Table 13. TOP 10 Commodities of East Asia countries’ Export to the United States in 2012   

Korea Japan Singapore 

Commodity 
Code  

Share of total 
export  

Commodity 
Code  

Share of total 
export  

Commodity 
Code  

Share of total 
export  

78 24.6% 78 34.4% 51 22.5% 

77 11.6% 77 8.6% 75 17.6% 

76 10.6% 72 7.0% 93 14.0% 

67 6.2% 74 6.3% 77 11.0% 

33 5.1% 71 6.2% 87 8.2% 

72 5.1% 76 3.8% 54 5.9% 

75 4.8% 75 3.8% 72 3.5% 

74 4.5% 87 3.0% 79 2.9% 

62 3.3% 93 2.5% 76 2.8% 

69 2.7% 73 2.3% 89 2.0% 

 

Table 13(cont’d) 

China Hong Kong Indonesia 

Commodity 

Code  

Share of total 

export  

Commodity 

Code  

Share of total 

export  

Commodity 

Code  

Share of total 

export  

75 17.5% 93 39.7% 84 28.0% 

76 15.9% 89 15.0% 23 11.6% 

89 10.7% 76 10.3% 03 7.0% 

77 8.6% 66 7.1% 85 5.2% 

84 7.8% 77 5.5% 89 5.2% 

82 4.3% 75 3.8% 07 4.5% 

74 4.1% 84 3.2% 77 4.2% 

85 4.0% 69 1.6% 76 4.2% 

69 3.9% 88 1.3% 82 3.6% 

65 2.3% 74 1.1% 62 2.9% 
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Table 13(cont’d) 

Philippines Malaysia Thailand 

Commodity 

Code  

Share of total 

export  

Commodity 

Code  

Share of total 

export  

Commodity 

Code  

Share of total 

export  

77 34.5% 77 28.0% 75 17.6% 

84 12.2% 76 22.8% 76 17.1% 

75 9.5% 75 12.2% 3 7.9% 

76 5.9% 84 6.4% 89 6.8% 

42 5.6% 42 5.2% 84 6.7% 

5 4.0% 87 4.7% 77 6.5% 

3 3.7% 82 3.4% 62 4.2% 

89 3.5% 93 3.0% 33 3.1% 

87 2.8% 89 1.9% 23 2.7% 

93 2.5% 74 1.0% 74 2.7% 

Source: UN Comtrade 2 digits of SITC version 3  

Note:  

Information of commodity code  

03-fish (except marine mammal) crustaceans, 

etc, preps 

05-vegetables and fruit 

 

71-power generating machinery and equipment  72-machinery specialized for particular 

industries              

73-metalworking machinery                     74-general industrial machinery & 

equipment, n.e.s.& pts            

75-office machineries and automatic data 

processing machineries           

76-telecommun & sound record & 

reproduce app & equip            

77-electrical machinery, apparatus & 

appliances, n.e.s.            

78-road vehicles (inc air-cushion vehicles)  

79-transport equipment, n.e.s. 83-travel goods, handbags and similar 

containers                

84-articles of apparel and clothing accessories   85-footwear 

93-special transactions & commodities not 

classified by kind 

62-rubber manufactures, n.e.s. 
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All in all, while East Asian economies become less relied on the United Sates, trade 

pattern of foreign trade between the two regions did not change so much over past 20 years. It 

is inter-industry trade that takes a bigger share of their trade. According to the regression’s 

results, the coefficients of trade intensity with the US and intra-industry trade with the US are 

both negative. In other words no matter which pattern of trade with the United Sates 

(inter-industry trade or intra-industry trade) prevails, increase of trade with the United States 

will decrease the degree of business cycles synchronization in East Asia.  
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5. Conclusion 

It is proven that economic coordination achieved big progresses during the last two 

decades in East Asia. A large share of international trade in East Asia now originates from the 

region itself, and East Asia became more independent from external economies. Expansion of 

a regional production network, supported by Foreign Direct Investment, contributed to 

increasing share of intra-industry trade. At the same time, regional liquidity support 

mechanism, Chiang Mai Initiatives, and several surveillance frameworks which aim for 

exchange of views on policy making were created after 1997 Asian crisis; policy 

coordination in financial and monetary field was further strengthened within East Asia. 

Furthermore business cycles of the regional economies were synchronized through above 

mentioned progresses. According to results of the first regression analysis, increased 

intra-industry trade, strengthened monetary policy coordination and strengthened financial 

policy coordination are all major channels through which East Asian economies’ business 

cycles were converged. 

Secondly, the paper suggests a negative relation between trade connection with the 

United Sates and business cycles synchronization of East Asian countries, no matter what 

kind of trade pattern, inter-industry trade or intra-industry trade, dominates the trade. 

Empirical evidence shows that the degree of business cycles synchronization for East Asian 
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economies will go up when the United Sates economy falls down into a recession, for 

example the 2008 global crisis. Decline of external economies, which means a decrease of its 

import demand for products made in East Asia, can lead East Asian economies trading more 

with their regional members by which co-movement of business cycles in the region can be 

further strengthened. Because of 2008 global crisis and European Sovereign Debt crisis, 

consumption demand for East Asian products from external economies shrank while East 

Asian countries responded by adopting polices to trigger domestic demand. Now East Asian 

countries’ demand for final products is expanding which may further strengthen 

intra-regional trade integration in East Asia. On the other hand, as growth of external 

economies and external trade connection both have negative effects on co-movement of 

business cycles in East Asia, when external economies are in an expansion phrase and if East 

Asian economies change to rely more on external economies, the region will be more 

vulnerable to external asymmetric shocks.  

Even though it turns out that business cycles can be synchronized by trade integration 

and trade integration has been enhanced over the last twenty years in East Asia, we should 

also be cautious about the steps towards a monetary union in the region. Needless to say, 

formation of a regional monetary union is a long-run goal for East Asian regionalism, because 

of absence of political consensus and mutual trust, absence of feathered institutionalization at 

regional level and absence of deep economic policy coordination. Implementation of a 
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monetary union not only requires complete monetary policy coordination among members 

but also needs to be supported by well-functioning institution at regional level and fiscal 

policy coordination. European experience reminds us that political solidarity needs to precede 

monetary integration (De Grauwe, 2012; Eichengreen, 2012) which is the biggest 

impediment for building monetary union in East Asia. In addition, coordination in financial 

and monetary field among East Asian economies is still in an initial stage and it is needed to 

be further developed. All in all formation of a monetary union is not feasible in near future 

while proceeds in trade/investment integration will be the most powerful drive for East Asian 

economies towards reaching a monetary union.   
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국문초록 
1997 년 아시아 금융위기 이후, 동아시아의 통화통합에 관한 요구가 

지속적으로 제기되어 왔으나, 단일통화권 편입의 비용 및 편익에 대한 학계의 

이견은 분분하다. 최적통화지역이론에 따르면 단일 통화권으로 편입의 비용과 

편익을 측정하는데 가장 중요한 두 가지 기준은 무역통합과 경기 동조화이다. 

   본 논문의 주요 연구목적은 동아시아 무역통합의 역학관계를 파악하고, 

이것이 지역통화동맹의 설립에 중요한 시사점을 지니는 동아시아 경제의 

수렴현상에 미치는 영향을 분석하는 것이다. 본 고에서는 실증분석을 통해, 

지난 20 년 간 산업 내 무역의 증가 및 거시경제정책상의 공조 강화를 통해 

동아시아의 경기 동조화 현상이 심화되었다는 사실을 보여준다. 그러나, 

무역집중도가 경기 동조화에 주는 영향에 관한 실증적 근거는 불명확한데, 그 

원인으로 동아시아 경제의 이종성과 다양성이 무역 집중도에 부정적인 영향을 

미친다는 사실을 지목할 수 있다. 

반면, 회기분석 결과는 동아시아 국가들과 미국 간의 무역관계와 미국의 

경제성장은 동아시아경제의 경기 동조화에 부정적인 영향을 미친다는 사실을 

시사한다. 지난 20년 간 동아시아의 무역통합이 강화되고, 동아시아경제권의 

경기 동조화 현상이 심화된 가운데, 동아시아 지역의 통화동맹의 설립은 여전히 

동아시아 지역주의의 장기적 목표로 남아있다. 이는 정치적 합의의 부족, 

공고한 지역적 규모의 제도의 부재 그리고 재정 및 통화 부문에서의 긴밀한 

공조의 부족에 기인한다. 

키워드: 무역통합, 비즈니스 사이클 동조화, 동아시아 단일통화권 

한번: 2011-23035 
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