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I.1. Global Trade Flows

Figure 1: Volume of World Trade and GDP, 2000-2007. Source WTO: 2008 World Trade Statistics



I.1. Global Trade Flows cont.

Figure 2: Percentage of inter-and intra-regional trade in total trade flows in three major trading 
regions in 2007. 



I.2. The Proliferation of Regional 
Trading Arrangements

• Baldwin (2004): hub-spoke scenario of economic 
integration will generate inferior economic outcome 
for the region as a whole and to marginalize the spoke 
countries economically and politically
– Bilateralism of “ hub-and-spoke “– Bilateralism of “ hub-and-spoke “

• Two natural hubs for East Asia ; 
– Japan-centric and China- centric hubs surrounded by many spokes in 

the regions.

• U.S.-centric hub? 
• Strategic and economic interests in the region 
• Anti-spoke strategies pursued by spokes

– resultant trilateralism in East Asian economic integration. 
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II. 1. Asian “Noodle Bowl” 
Figure 3. Growth of FTAs in East Asia ( Kawai and Wignaraja, 2009) 

Note: All FTAs include concluded FTAs, FTAs under official negotiation, and proposed FTAs in East Asia. East 
Asia covers the 10 ASEAN members; Japan; Korea; PRC; Hong Kong, China; and Taipei, China. 
Source: Asian Development Bank Asia Regional Integration Center (ARIC) Database; data as of 
June 2009.



II. 1. Asian “Noodle Bowl “  cont.

Figure 4: Spaghetti Bowl  Source: Devlin and Estevadeordal (2004) 



II. 2. The Impacts of Proposed FTAs on Member 
and Non-Member Countries 

• The Association of South East Nations (ASEAN) signed a free trade 
agreement in 1995. It was expanding to include more and more 
countries in the region after the Asian financial crisis in 1997-98. 
Among those regional trading arrangement (RTAs), the following 
are most important developments so far; 

• i)   ASEAN plus Japan ( 2007)• i)   ASEAN plus Japan ( 2007)
• ii)  ASEAN Plus Korea ( 2008)
• iii) ASEAN Plus CER (Australia and New Zealand, 2009)
• iv) ASEAN plus China (2010)
• v)  ASEAN plus India (2011)
• vi) ASEAN plus China, Japan and Korea ( ASEAN plus 3) 
• vii) ASEAN Plus Six :  ASEAN plus 3, as well as Australia, India, and 

New Zealand



II. 2. The Impacts of Proposed FTAs on Member 
and Non-Member Countries cont.



II. 2. The Impacts of Proposed FTAs on Member 
and Non-Member Countries cont.

Table 2: Impacts of ASEAN6 plus three on the value of GDP under Fixed 
Endowment Scenario (Comparative static Model) 



II. 2. The Impacts of Proposed FTAs on Member 
and Non-Member Countries cont.

Table 3: Impacts of ASEAN6 plus three on the value of GDP under Capital Flexible 
Scenario (Dynamic Model) 
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III.1. Krugman’s Hub-and-Spoke Thesis 

• Krugman (1991) argued that a scenario of “hub- spoke “between large and small 
economies would occur because the large economy with relatively large size of 
production bases would be benefited, among others, through trade liberalization, 
cost reduction and scale economies (the “hub”), whereas the smaller size 
economy would suffer from it to become a” spoke “(the periphery). 

• As exemplified by the experience of the enlargement of the European Union, • As exemplified by the experience of the enlargement of the European Union, 
except for the immovable land, all other factors of production including capital, 
labor, and technology have been attracted to the hub. 

• The domino effect in the hub –spoke scenario is illustrated by the rising incentive 
for outsiders to join the trading bloc as illustrated by Baldwin (2004).



III.1. Krugman’s Hub-and-Spoke Thesis 

Figure 5: Domino Effect in Hub-and-Spoke Bilateralism Source: Baldwin (2004) 



III.2. Baldwin’s Bicycle Model for 
East Asian Integration

• According to Baldwin, “a hub will be the nation for whom preferential access is 
highly valued by most, or all nation in the region” (2004, p. 27). 

• Based on econometric model of measurement of hub-ness in economic 
integration, Baldwin (2004) estimated the hub-ness for three potential candidates 
in East Asia; Japan, China and Korea. 



III.2. Baldwin’s Bicycle Model for 
East Asian Integration cont.

Baldwin concluded that, with few exceptions, Japan’s hub-ness was twice of 
that of China, and China’s hub-ness was twice of that of Korea as illustrated 
by Figure 5. 



III.2. Baldwin’s Bicycle Model for 
East Asian Integration cont.

• The two natural hubs for East Asian economic integration are the Japan-centric 
and China- centric hubs with many overlapping spokes in the regions (East Asian 
Bicycle) as illustrated by Baldwin’s Figure 7 below. 



III.2. Baldwin’s Bicycle Model for 
East Asian Integration cont.

Figure 8: Baldwin’s Bilateralism of FTA Pattern in East Asia



III.2. Baldwin’s Bicycle Model for 
East Asian Integration cont.

• A Japan-centric hub driven by market forces through trade, investment and 
technologic flows is much more sustainable than the policy-driven China-centric 
hub. Moreover, one can further argue that the Japan-centric hub is dominated by 
the industrial democracy of Japan as the leader of East Asian industrialization-the “ 
mother goose “ in Akamatsu “ flying geese model”( 1971)  with the Korea and 
Taiwan as the first -tier and China as well as the ASEAN countries as the second-
tier of the followers in the flock. Japan, which is well endowed with “oceanic tier of the followers in the flock. Japan, which is well endowed with “oceanic 
civilization” after Meiji Restoration in 1868, has been developing its hub status 
through market forces of trade, investment and technological flows since the 
1960’s (Chow, 2009 a).  In fact, a well-established global production and 
distribution network in East Asia has been built by Japan’s multination 
corporations (MNCs) even before the institutionalization of the ASEAN plus Japan 
FTA (Ando and Kimura, 2003). On the other hand, China has been and still is an 
authoritarian regime, and is traditionally tied with “continental civilization”. The 
China -centric hub is, in addition to its leverage to Hong Kong and Macao, 
manipulated by China’s “good neighborhood” policy to South East Asian countries. 
Moreover, while China has been and still is an irresistible market for many 
countries, its domestic market is not so easily accessible until now. 



III.2. Baldwin’s Bicycle Model for 
East Asian Integration cont.

• In global perspective, the China-centric hub is technologically inferior to that of the 
Japan-centric hub. Much of China’s outward FDI was aiming for exploitation of 
natural resources and strategic supplies with little or no possibility of technologic 
transfers to those host countries at all. Moreover, China itself is still an emerging 
market economy at an earlier stage of development and industrialization relatively 
to Japan. China’s advantage of being the only country adjacent with the borders of 
Vietnam, Laos and other South East Asian countries is slipping away with the ever 
decreasing role of transportation cost in international trade. decreasing role of transportation cost in international trade. 

• In regional perspective, East Asian countries are at different levels of economic 
development and industrialization with divergent cultural, religious and colonial 
backgrounds by comparison with European Union (EU). Economic integration in 
East Asia is composed of a group of heterogeneous economies at a much lower 
levels of development than the European Union. As it will be addressed in Section 
III.5 below, many small countries within the EU had to organize the European Free 
Trade Association (EFTA) to mitigate the “hub and spoke” effect on their 
economies. Hence, small economies in East Asian integration have strong 
incentives to breakthrough their spoke status by signing multiple FTAs to generate 
overlapping hub-spoke webs. 



III.2. Baldwin’s Bicycle Model for 
East Asian Integration cont.

• Moreover, intra-regional trade in Asia only accounted for 49.7% of its total trade, 
whereas it accounted for 73.5% in EU and 51.3% in North America by 2007. By 
comparisons of the three RTAs in the three major trading blocs, intra-regional 
trade accounted for 68% in EU-27, 51% in NAFTA and only 25% in ASEAN in 2007.( 
WTO: World Trade Statistics, 2008). Hence, East Asian countries still rely on much 
of the U.S. and European markets which accounted nearly 40% of their exports. 
Moreover, much of the intra-regional trade in East Asia was closely tied with the Moreover, much of the intra-regional trade in East Asia was closely tied with the 
final demand in the OECD countries. 

• Needless to say, unless the global macroeconomic imbalances restructured in the 
aftermath of the global financial crisis, neither the China-centric hub nor the 
Japan-centric hub could continue to grow without relying on the U.S. market to 
dispose their final products. At present, neither Japan nor China would be able to 
assume the major role of proving its domestic market for export destinations for 
its spoke countries. Building a trade bloc in the region by relying on an external 
market in the U.S. is vulnerable once the U.S. becomes impatient with its 
cumulative trade deficits with members within the bloc, or the domestic savings in 
the U.S. rise and the gap trade deficits closes. Therefore, East Asia has a long way 
to go to reach the status of integration as what the European Union or NAFTA has 
had. 



III.2. Baldwin’s Bicycle Model for 
East Asian Integration cont.

• In terms of trade complementarity and competitiveness between/ among Asian 
countries, C.H. Kwan (1998) illustrated the trade structures between China and 
other Asian countries by using the correlation coefficient between the vectors of 
trade specialization of China and related countries as Figure 9 below;    

• Other than the asymmetric sizes of the economies, the political economy of 
economic integration still complicates the path of East Asian economic integration. economic integration still complicates the path of East Asian economic integration. 
This is one reason why the ASEAN plus 3 is still under negotiation stage without 
definite time table to complete it. 



III.2. Baldwin’s Bicycle Model for 
East Asian Integration cont.

Figure 9: Trade Complementarities and Competitiveness. C.H. Kwan (1998) 



III.3 A Trilateral Model for East Asian Integration: the 
U.S. Role in East Asian Economic Integration

• Baldwin’s bilateralism of East Asian economic integration highlighted the economic 
forces of hub-ness without considering the security and strategic factors under 
which the U.S. would have played an important role. Moreover, Baldwin’s 
measurement of hub-ness did not include all East Asian countries.

• If market force is the determining factor for economic integration, then it would be 
much more fruitful to re-examine the hub-spoke scenario by first examining the much more fruitful to re-examine the hub-spoke scenario by first examining the 
degree of trade competitiveness and complementarity, and or to identify the 
“natural trading partners ” before one conclude the perspective scenario of East 
Asian economic integration. 



III.3 A Trilateral Model for East Asian Integration: the 
U.S. Role in East Asian Economic Integration cont.

• In an earlier by Chow (1996), it was argued that any formulations of preferential 
trading arrangements and or economic integration must be measured by and 
based on the trade complementarities between and among trading partners. A 
group of countries can be identified as the natural trading partners if they have 
high degrees of trade complementarities. The complementarity index for country i
with country j is to measure the extent to which the export specialization in 
country i matches the import specialization in country j as follows;  country i matches the import specialization in country j as follows;  

C ij = ( X ik / X i ). ( T / T k ). ( M jk / M j ).....(2)
where k   = individual commodities
X ik = country i's export of K commodities
M jk = country j's imports of K commodities
X i = total exports in country i
M j = total imports in country j
T    = total world trade 

If C ij > 1, then country i and j are a pairs of “ natural trade partners. Otherwise, it is not. 



III.3 A Trilateral Model for East Asian Integration: the 
U.S. Role in East Asian Economic Integration cont.

• With time series data from 1965 to 1990, Chow (1996) found that for all 
manufactured products there is a trend of increasing complementarity in most 
Asian countries with the U.S. 

• Chow( 1996) further differentiated all manufactured products into 3 product 
groups based on factor intensities and product characteristics, and found that:
• For Ricardian goods and Heckscher-Ohlin goods ( resource-intensive goods 

and labor-intensive goods),  China ( 1.09), Korea ( 1.02), Singapore ( 1.00) and and labor-intensive goods),  China ( 1.09), Korea ( 1.02), Singapore ( 1.00) and 
Taiwan ( 1.04) have strong complementarity indices with the U.S. 

• For product cycle goods (technological intensive goods), Korea (1.01), 
Singapore (1.03) and Taiwan (1.03) have strong complementarity indices with 
the U.S. 

• Hence, except for Hong Kong, all the NICs have had trade 
complementarity with the U.S.



III.3 A Trilateral Model for East Asian Integration: the 
U.S. Role in East Asian Economic Integration cont.

Table 4 The Complementary Index of 10 Asian Countries to US Market

Year 1980 1985 1990 1995 2000

Japan 1.24 1.24 1.15 1.06 1.01

Korea 1.36 1.15 1.15 0.99 0.91

Hong Kong 1.82 1.31 1.16 1.18 1.12

Taiwan 1.68 1.25 1.11 1.02 0.91

Singapore 1.26 1.03 1.11 1.20 0.95Singapore 1.26 1.03 1.11 1.20 0.95

China 0.98 1.06 1.26 1.23 1.22

Indonesia 1.07 0.91 0.94 1.08 1.09

Malaysia 1.33 1.11 1.22 1.23 1.02

Philippines 1.72 1.21 1.26 1.26 0.99

Thailand 1.24 1.11 1.22 1.17 1.05

Xik = Country i’s export of k commodity to World market
Xi = Country i’s total export of all commodities to World market
Mik = US import of k commodity from World market
Mj = US total import of all commodities from World market
T = Total world trade of all commodities
Tk = Total world trade of k commodity

Table 4 shows the selected years of 
trade complementarily indices 
between the 10 East Asian countries 
with the U.S. in selected years after 

1985.



III.3 A Trilateral Model for East Asian Integration: the 
U.S. Role in East Asian Economic Integration cont.

Year 1980 1985 1990 1995 2000

Japan 1.80 1.53 1.33 1.25 1.20

Korea 2.63 1.42 1.44 1.29 1.12

Hong Kong 3.82 1.47 1.37 1.35 1.31

Taiwan 2.64 1.37 1.29 1.25 1.05

Table 5  The Complementary Index of 10 Asian Countries to US Market

The complementarity index would be much greater as Table 5 shows if one defines that Xik and Xi in 
the following way whereas all other variables remain the same as what are in Table 4;

Xik = Country i’s export of k commodity to US market
Xi = Country i’s total export of all commodities to US market ;

Singapore 2.14 1.23 1.27 1.42 1.11

China 3.20 1.41 1.51 1.39 1.32

Indonesia 1.86 1.24 1.33 1.42 1.36

Malaysia 1.92 1.28 1.37 1.40 1.14

Philippines 2.63 1.32 1.35 1.31 1.07

Thailand 2.65 1.29 1.41 1.35 1.23



III.3 A Trilateral Model for East Asian Integration: the 
U.S. Role in East Asian Economic Integration cont.

• One could argue that the high degree of complementarity between the U.S. and those Asian 
countries-notably Korea, Taiwan justifies that there is a strong potential for the U.S. to serve 
as another hub in East Asian economic integration. By including the U.S. role in East Asian 
integration, Baldwin’s model could be re-structured as a tri-lateral model with the U.S., China 
and Japan as the three hubs. 

• Since the 1980’s, U.S. trade flow across the Pacific Ocean exceeded that across the Atlantic 
Ocean. As a Pacific power with vest strategic and economic interest in the Asia Pacific region, 
the U.S. has been opening its market with a total of more than $ 2 trillions imports from the the U.S. has been opening its market with a total of more than $ 2 trillions imports from the 
rest of the world. In fact, the U.S. has been not only the largest export market for many Asia-
Pacific countries, but also one of the few importers which could afford to suffer persistent 
trade deficits for decades so as to provide the huge foreign exchange reserves for Asia Pacific 
countries. It was estimated that 63 % of the international reserves in the world were held in 
East Asian countries. Most of these foreign reserves were generated from the U.S. trade 
deficits with those Asian countries. Moreover, many currencies in Asian countries “de facto” 
pegged with the U.S. dollar which has been the most important currency in international 
business transactions. The technologic flows through foreign investments, manufactured sub-
contracts and outsourcing by U.S. MNCs have been the key ingredients of economic 
development and technologic advancements for many Asian-Pacific countries.



III.3 A Trilateral Model for East Asian Integration: the 
U.S. Role in East Asian Economic Integration cont.

Figure 10: A Tri-Cycle Model of East Asian Integration 



III.4. U.S. Multiple Bilateral FTAs with Asian Countries 
and the Formation of the U.S.-centric

• To develop the U.S.-centric hub, it is necessary for the U.S. to take the initiative to 
further engage with Asian countries by institutionalizing its trade and investment 
ties with those countries. 

• On the other hand, the anti-spoke strategies undertaken by those spoke countries 
are also conducive to nurture the U.S.-centric hub too. 

Baldwin (2004) illustrated three models of anti-spoke strategies to help small countries 
not to fall into the Krugman’s “hub-spoke “trap;  

• a) The European Free Trade Association (EFTA) model: this includes Austria, 
Switzerland, Liechtenstein, Iceland, Norway, Sweden and Finland to become a sub-
group by itself and to become the major trading partners of EU.

• b) The Singaporean model: this enables the city -state to enlarge its status in the 
spoke by signing multiple 14 FTAs including the EFTA, India, Japan, Australia-New 
Zealand, and the U.S.  

• c) The Mexican model: this makes the country to reach its “near hub” status by 
integrating the Mexican economy with Central American and Caribbean countries



IV. Conclusion

• The proliferation of East Asian FTAs and the resultant “Noodle Bowl” increased 
administrative cost due to different rules of origins. Before East Asian adopts an 
“open regionalism” or a custom union type of economic integration, mom-
member countries would suffer from tariffs discriminations from the existing trade 
blocs. Having being excluded from the East Asian economic integration, both the 
U.S. and Taiwan could face a tendency of marginalization amid the East Asian 
economic integration. economic integration. 

• Baldwin bilateralism of East Asian integration reveals that there will be two major 
trading blocs; the Japan-centric and the China-centric hubs with overlapping 
spokes. While the Japan-centric hub is formulated by market forces through trade, 
investment and technologic flows, the China-centric hub is manipulated by China’s 
leverage on Hong Kong, Macao and Beijing’s good neighborhood policy toward 
ASEAN countries. Japan-centric hub is led by the industrial democracy of Japan 
and is endowed with oceanic civilization whereas China-centric hub is led by an 
authoritarian regime and traditionally tied with continental civilization. 



IV. Conclusion cont.

• Nevertheless, neither the Japan-centric nor the China-centric hub could provide 
the necessary domestic market for exports from spoke countries. 

• The emergence of the U.S.-centric hub could be nurtured by resuming the 
“competitive trade liberalization” by signing multiple FTAs with Asian countries and 
speeding up the APEC-FTA. It is also consistent with the anti-spoke strategies to be 
undertaken by those spoke countries too. Trade complementarities between the 
U.S. and Eat Asian countries, as well as U.S. strategic and economic interests in East U.S. and Eat Asian countries, as well as U.S. strategic and economic interests in East 
Asia would lead to the formation of the U.S.-centric hub once the Obama 
Administration pays its due attention to the on-going developments in the region. 
It would be a win-win game for both the U. S. and other spoke countries to 
institutionalize the trilateralism of the hub-spoke model of economic integration 
before an “open regionalism” in the Asia Pacific region finally materializes in the 
longer term. 



Appendix II: Baldwin’s Model on 
Hub-ness (2004) 
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