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Table 4: Share of Parts and Component contents in Manufacturing Trade Flows (%) 

  Exports Imports 
Exporter/Importer East Asia US World East Asia US World 

East Asia 

1992 26.2% 26.4% 24.3% 26.2% 40.1% 26.8% 
1996 27.9% 33.4% 28.1% 28.7% 36.8% 26.4% 
2000 40.3% 33.0% 34.3% 42.6% 49.8% 40.1% 
2006 45.5% 24.7% 34.4% 46.4% 45.5% 41.8% 

US 

1992 36.0%   33.0% 28.5%   27.7% 
1996 34.1%   30.4% 34.2%   26.5% 
2000 47.3%   36.7% 34.1%   28.5% 
2006 45.6%   31.9% 28.3%   24.8% 

World 

1992 25.4% 25.8% 22.7% 32.5% 37.7% 23.8% 
1996 24.6% 24.8% 20.7% 27.7% 33.0% 21.3% 
2000 39.0% 27.5% 28.4% 36.2% 40.3% 28.5% 
2006 42.4% 22.8% 27.1% 36.3% 34.5% 26.9% 

Notes: I follow Athukorala (2005) in classifying trade in parts and components. East Asia countries include the ten 
countries considered in Table 1-1.A. 

Source: Author’s calculation based on United Nations Commodity Trade Statistics Database. 

Second, while the impact of financial integration on business cycles is generally weaker, it is 
the US financial markets that are in trouble. In terms of their depth as well as their size, the 
US financial markets have been and remain by far the largest in the world economy. A shock 
in the US financial markets has a great influence on the worldwide financial markets. In 
general, as long as the real sector is insulated from the occurrences in the financial markets, 
the increasing correlations of asset prices do not necessarily imply that the business cycles 
of the real sector are synchronized. The question is if this shock will be confined in the 
financial markets or will it spill over to the real sector.  

Third, another feature of the impact of financial integration on business cycle co-movements 
is that it is highly nonlinear. That is, the impact of financial markets is asymmetric across 
business cycles (WEO 2007). Asset price correlations tend to increase significantly during 
bear markets and recessions. Hence, there is a possibility that the impact of a negative 
shock is much greater. Further, if the shock is so major that the US financial markets suffer 
from a major crisis, this financial shock is more likely to be spilled over to the US’ real sector.  

III. HIGH INFLATION AND EAST ASIAN COUNTRIES’ DILEMMA 

A. The Causes of High Inflation in East Asia 

In the decade since the 1997 Asian crisis, East Asian countries, like most of the world, have 
experienced quite a low inflation rate. Until recently, this positive performance of inflation is 
partly associated with globalization—defined as “the accelerated growth of international 
trade in goods, services, and financial assets relative to the rate of growth in domestic 
trade.” (WEO 2006: 97). According to the WEO study, the main channels through which 
globalization lowers inflation are as follows: 

i. policymakers have less ability to temporarily boost output and/or bear higher costs 
of imprudent macroeconomic policies through the adverse response of 
international capital flows (e.g., Romer 1993; Fischer 1997; or, Tytell and Wei 
2004); 

ii. globalization encourages price competition in domestic markets and the relocation 
of production toward to the most cost-efficient firms also helps reduce inflation; 


