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Background:

1. The importance of investment cooperation as a new engine for economic growth in East Asia was emphasized at the two previous East Asia Investment Forum held in Weihai, Shandong province (China) in 2005 and 2006. 

· The need to enhance individual country and regional competitiveness through cooperation

· Investment is a sub-set of a larger regional integration arrangement

· Investment cooperation is to negate certain disadvantages such as small individual markets.

· Investment cooperation is to meet external competition.

2. There are several institutionalised arrangements currently in East Asia that aim at facilitating, promoting and liberalising investment and trade such as APEC and ASEAN Investment Area.

3. Recently, in the Joint Statement of ASEAN - China Commemorative Summit, two-way investment is among the top ten priority areas of ASEAN - China cooperation.

4. It is widely recognised that while trade and financial cooperation has kept moving remarkably ahead, investment cooperation within the region still lags far behind. According to the 2006 JETRO White Paper on Trade and Investment, inward investment in East Asia (China, Rep. Korea, Taiwan, Hong Kong, Singapore, Thailand, Malaysia, Indonesia, Philippines) was up 24.3% to US$152.5 billion, accounting for 15.8% of the global inward investment. Meanwhile, the ratio of North America (US and Canada) and EU 25 was 14.9% and 51.1%, respectively. The chart bellow shows that the ratio of inward FDI in East Asia has raised slightly in 2005. (Based on figures collected from JETRO White Paper in the period 2002-2006.

Trend in inward FDI of East Asia, North America

and EU in 2001-2005
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Problems and Obstacles:

Regional financial cooperation vs. investment cooperation

1. Financial cooperation: The case of the 1997-98 financial crisis:

· The financial crisis was a wake-up call for East Asian Government that their financial markets and institutions were insufficiently prepared to manage globalised capital flows.

· The provision international financial help had been neither timely nor sufficient to put a rapid end to the crisis. A collective response to similar critical situations in future would be necessary because of the growing regional integration.

· China has adopted a more proactive stance toward regional financial cooperation efforts.

(  These laid firm foundation for East Asian financial cooperation. The Chiang Mai Initiative (May 2005), network of bilateral currency swaps among ASEAN+3, was the first significant regional financing arrangement enabling countries to cope with disruptive capital flows and maintain exchange rate stability.

2. Investment cooperation: Difficulties

· The lesson withdrawn from the 1997 financial crisis: Regional cooperation is only possible when countries realise that they share not only benefits but also risks.

· In case of regional investment cooperation, the benefits of investment cooperation are not clearly defined as in the case of financial cooperation after the Asian financial crisis in 1997 - 98. East Asian countries need to clarify the mutual benefits brought by investment cooperation, particularly for the goal of narrowing the development gap, between Southeast Asia and Northeast Asia and within Southeast Asian countries themselves, and strengthening the integration process. 

· Regional countries are competing, rather than cooperating, to attract more foreign direct investment. Since 1980s, world wide competition for FDI has become intense and it is no longer confined to between countries, but increasingly between regions. For example, ASEAN countries have been trying to improve their investment environment through the ASEAN Investment Area arrangement (since China is its competitor in Asia). ASEAN countries are also competing with each other. Vietnam is, for example, improving its investment environment by revising the investment law, streamlining its policies and regimes, and creating favourable conditions for foreign investors.

Chart 2. Vietnam: Commitments of Foreign Direct Investment, 2001-2006
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· The existing institutions have the only function of facilitating investment by creating more favourable conditions and environment. The “Framework Agreement on the ASEAN Investment Area” of 1998 was designed to  establish a competitive ASEAN Investment Area with a more liberal and transparent investment environment amongst Member States in order to substantially increase the flow of investments into ASEAN, promote ASEAN as the most attractive investment area, and strengthen and increase the competitiveness of ASEAN's economic sectors. APEC as a forum on economic cooperation is not sufficient to strengthen East Asian investment cooperation. APEC Non-binding investment principles are to help improve investment environment.

· According to the World Bank’s most recent East Asia & Pacific Update – a six month report on the region’s economy - among the issues that East Asia need to focus on are the reform of its investment climate, investing in infrastructure and deepening and diversifying capital markets.
 

Proposals:

· Mutual benefits will be clearly seen if major projects are to be designed and implemented such as Pan-Asia railway. (See picture in powerpoint presentation). The railway starts from Kuming, and runs through Vietnam, Cambodia, Myanmar, Thailand, and Malaysia before reaching Singapore. This project costs US$2 billion, providing golden opportunities for multilateral trade and investment. Vietnam has completed its feasibility studies of the two sections connecting Laos and Cambodia. 

· China and Japan as the leading economies in the region should take the lead in investment cooperation (as China has done after the financial crisis and its efforts to organize this kind of forum for discussion).

· There should be an effective coordinative mechanism among the academic, business and policy-makers so the proposals put forth in this forum would be taken into consideration and the awareness of the importance of investment cooperation will be raised.

� Available at http://web.worldbank.org
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