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Introduction

Ladies and gentlemen, after that excessive introduction, I think I should go home before you hear me, because it can only go downhill from there. Before I begin, I would like to first acknowledge the International Peace Foundation and my gracious hosts for providing me the opportunity to deliver this address.  The subject of my talk resonates with my current interest in exploring how our world has changed and continues to change from the world that I grew up in, so much so that it is incumbent upon us to take a forward look at the new issues confronting us. 

As we start of the 21st Century, some tectonic shifts are re-making our world. I would like to highlight the broad trends sweeping our globe and address the challenges and opportunities before us.  I do so in the hope that if the right decisions are made today, future generations will inherit a world that is more peaceful and prosperous than the one we live in today.  

The most important trend defining the early 21st century is the rise of Asia, both as a driver of economic growth and as the center of the world economy.  The rise of the ‘West’ in the aftermath of the Industrial Revolution transformed the world, and I am convinced that the rise of Asia will bring about a similar transformation.  I want to elaborate on this theme and explain why I think Asia’s ongoing ascent is monumental and how the continent can lead the world in making the 21st Century a truly Global Century.  
A Global Century whose defining characteristic is interdependence

In the 19th Century and first half of the 20th Century countries accumulated power by seizing territory, via ‘great games’ and wars. Today it is not so much armies and territorial conquests that define success, it is your economic development, your human capital achievements and the living standards of your people. Leading Asian economies like China, India, ASEAN nations, Japan, South Korea are prime examples of this success. In this vein I contend that if we are to bequeath a better world to future generations, we will need to usher in a Global Century – a century where countries accumulate economic power by enhancing their integration with the global economy and thereby providing opportunities for a better life to their citizens. As the most dynamic economic region of the world, as well as the most populous, Asia has the potential to lead us into a new peaceful Global Century where we can thrive on our mutual dependence and reduce our mutual vulnerabilities.
I would like to begin by documenting the changing perception of Asia in the past 5 decades to show the astonishing speed and scale of its rise.

Speed and scale of Asia’s rise

The speed and scale of Asia’s rise is remarkable.  Fifty years ago few people thought that Asia would be driving global growth.  

The following quote from Toyoo Gyohten (1964)
 is illustrative.  “I still remember vividly the day I went to a meeting at the Bank of International Settlements in Basel as an observer. It was the year the Cultural Revolution was sweeping China.  Red cards were rampaging the air, and it was of high concern to neighboring Asian countries.  But at the meeting at the BIS central bankers from all the European countries were gathered, had cocktails, luncheons and dinners and talked endlessly about gold, the dollar, the pound sterling, switching endlessly among English, French and German.  There was absolutely no interest in the upheavals in China.  The Vietnam war was at a critical stage, but apparently the bankers had little interest in such events.  I thought uneasily that for those bankers the world seemed still to end somewhere near the Dardanelles.” 

In the 1960s there appeared to be only one major economy at Asia’s eastern geography that most developed nations seemed to bother about – Japan, Toyoo Gyohten’s home country.  How things have changed!  Today it is impossible to go to a meeting of leading central bankers or to attend premier high level panels such as the World Economic Forum and not talk about Asia.  The continent has emerged from the fringes to take a leading place in the global economy in less than 50 years.
 

As a consequence of high economic growth and increasing integration with the global economy Asia is in the midst of a growth revolution that is of unprecedented speed complemented by tremendous scale.
  

As my friend Larry Summers puts it, never before have so many people experienced such rapid economic growth for such sustained time periods: a vast portion of humanity – nearly a third – is experiencing a 100 fold increase in their living standards over a single human lifespan of 40 years (a rate of increase that is 200 times that experienced during the Industrial Revolution, where living standards increased by 50 percent in a single human lifespan).

These numbers may be numbing, so it may help to put things in perspective with concrete examples of what these increases in living standards mean.  In his book, Dangerous Nation, Robert Kagan describes the list of things that fascinated the young Meiji reformers from Japan who visited the United States in 1960: “they came back impressed by American science and technology, marveling at everything from railroads and weaponry to gaslights and flush toilets.”

Today Japan, which experienced a GDP per capita growth rate of 3.3 percent from 1965-2005 (much lower than the post-liberalization Indian and Chinese growth rates from 1985-2005), has increased its living standards by fourfold, and Japanese visitors, along with many other Asians, are no longer impressed by flush toilets.  Instead it is American visitors who marvel at Japanese mono-rails and decry the state of Amtraks back home.

The Asian Globalizers: Many dimensions of success

Asia’s growth revolution is being driven by a set of key Globalizer economies (I term them fast growing economies ‘Globalizers.’) The Asian Globalizers include the following economies: Bhutan, Cambodia, China, India, Indonesia, Kazakhstan, Macao-China, Malaysia, Thailand, Vietnam.

The Asian Globalizers today account for 14.5 percent of global GDP, which is up from 7.8 percent in 1991.
  Looking into the future, by 2050 they will account for more than 50 percent of the world economy.  In that year China, India, Indonesia and Vietnam will likely be among the top ten economies of the world.  

The pendulum of history swings back to Asia. While this may seem a revolutionary idea (or too optimistic a scenario, for some), Asia had dominated the global economy for millennia until the Industrial Revolution.  In 1500 Asia’s share of global GDP was 65 percent, and in 1870 it was nearly 40 percent.
  It was only with colonialism and the rapid technological advance of the rich Western countries that Asia’s share fell to 18 percent in 1950.
  Given these trends it should not be too surprising if the pendulum of history swings back to Asia in 2050, in terms of economic dominance.

The economic renaissance underway in Asia has several dimensions, to which I would like to turn to now.  Whether it’s a story of human capital achievement or leadership in global foreign exchange reserves, Asia is leading the way.

Asia’s pursuit of human development

Economic growth in Asia has brought about the most significant reduction in poverty in modern times. Economic growth in South and East Asia has set 600 million people free from the clutches of extreme poverty.
 

It is worth mentioning the great results obtained by Thailand and the Philippines in poverty reduction.  In 2 decades (1980s-2000s) Thailand has cut the proportion of the population living under $1 a day from 22% to 2%, while the Philippines has seen poverty decline from 23% to 15%. Thailand has more than halved the percentage of the population living on less than $2 a day. 

East Asia has achieved remarkable progress and is advancing quickly towards meeting the Millennium Development Goals. Countries like Vietnam, Malaysia and Thailand have also shown important reductions in child malnutrition, one of the World Bank’s MDGs. 

Significant progress has been achieved by Indonesia, Malaysia and the Philippines in health issues. Since the 1980s mortality rates (infant mortality per 1000 births) have been halved (or reduced even further) in Thailand, the Philippines, Malaysia, Indonesia, Singapore and Vietnam. Access to clean water has also improved. Today almost 100 percent of the population in Brunei, Singapore and Thailand has access to improved water sources. The proportion of the population with such access is slightly lower in countries like the Philippines and Vietnam.

The region has also made strides toward universal primary education and bridging the gender gap. Primary completion rates exceed 90 percent of the population in a majority of the ASEAN countries including Cambodia, Vietnam, Indonesia, Malaysia, the Philippines and Singapore. Literacy rates are above 90 percent in most of the region. 

Trade benefits of human development: These achievements in education enrolments already have tangible payoffs in Asia; Asia now leads in technology exports. According to the latest WTO Report Asia accounts for 52 percent of the world’s information technology (IT) product exports. China alone accounts for 15 percent of the world’s IT product exports, surpassing the US. 

Among the leading traders China has been by far the most dynamic exporter of IT products over the last decade. During the 1996-2000 period China’s exports rose by 29 percent annually, nearly three times faster than those of all other traders. Moreover, while global IT export growth slowed in the 2000-05 period, China’s export of the products in question accelerated to nearly 40 percent annually, more than 7 times faster than the rest of the world. The same report shows that the share of Europe in world IT exports and imports decreased moderately between 1996 and 2005. Imports of IT products in the region continue to exceed exports.

Asia as a global capital broker

In 2006 Asian central banks held $3.1 trillion in foreign reserves— 64 percent of the global total and nearly three times the amount they had - $1 trillion – in 2000.

However, the massive accumulation of reserve assets is creating a large opportunity cost for Asia.  McKinsey analysis shows that this cost is as much as $100 billion annually or 1.1 percent of GDP. A broad diversification that will reduce this cost is now under way as Asian governments seek higher returns on their mounting wealth. China, South Korea, and Singapore have stated their intention to shift as much as $480 billion into state-owned sovereign wealth funds that will invest in a diversified portfolio of assets. The first investment by China’s new China Investment Corporation (CIC) was a $3 billion nonvoting stake in Blackstone, the US private equity group.

A Middle Class of Billions – Asia as a leading consumer market

Asian countries have enlarged their consumer markets considerably and are poised to take the lead on this front in the near future. China: By 2025 McKinsey estimates that China will have developed an urban consumer class (middle class with incomes ranging between $13,513 and $54,054) that is 612 million strong (more than half of the total Chinese population).

India: In India too, we see a developing consumer class (middle class with incomes ranging from $10,940 to $117,650), albeit at a slower rate. McKinsey estimates that by 2025 India’s middle class will grow from 53 million (present) to around 583 million.

Asia’s growth has global consequences

Asian countries are expanding their influence in Latin America, Africa and other regions of the world to secure energy supplies as well as build trade relations to sustain their growth. 

In the case of Africa, for example, the large portion of foreign direct investment accounted for by India and China
 has increased from $15 billion in 1995 to more than $46 billion in 2003. 

China, notably, has made serious in-roads with Africa as it attempts to find sources for its gas and natural resource consumption. In 2005 China-Africa trade increased by more than 40percent, soaring to $32 billion.

For years China has also made serious efforts to help aid Africa’s development. In 2000 China agreed to cancel over $10 billion of debt owed by African nations (well in-advance of the much more publicized G8 debt relief action).
 China also encouraged zero-tariff trade by dropping taxes on more than 190 kinds of goods imported from Africa’s poorest countries.
Latin America: In 2004 half of Chinese FDI went to Latin America, exceeding the 30 percent that went to Asia. In 2005 16 percent of a total record of $7 billion went to Latin America.

India’s trade with Latin America and the Caribbean increased to $9 billion in 2006, up from $6 billion in 2005. Indian firms are also expanding to Latin America. For instance, in 2007 Tata Consultancy Services (TCS), the world’s leading Global IT Service, won the largest applications outsourcing deal in Latin America.

Asia’s diversity and multicultural model

Asia is one of the most diverse regions of the world: It has nearly 30 percent of the world’s land area where more than 4 billion people reside.  India and Indonesia – just two Asian nations – have more than 1000 languages between them. Around a hundred languages are spoken in the Philippines alone.

We must not forget that Asia is also home to the most dynamic and robust Muslim economies, such as Indonesia and Malaysia (who also happen to be ASEAN member-states). India – a leading Asian Globalizer – has the 3rd largest Muslim population in the world (after Indonesia and Pakistan). 

Asia’s rapid ascent is even more remarkable because of its tremendous diversity; it sincerely offers us the possibility of multicultural harmony in an interdependent world. 

Framing the rise of Asia

So what does Asia’s rise mean?  How can one frame it in the larger context of global affairs?  As I look at Asia today, I do so through a framework of a 4 tier world that is simultaneously interconnected via trade, investment and information, yet splintering in terms of the levels of economic growth, income and access to social services. 

This world is fundamentally different from the past where dichotomies such as ‘North-South’ or ‘East-West’ divided us; as I said earlier, our present age is defined by interdependence.   However, we also witness increasing fragmentation in this world that can derail future prospects for peace and prosperity unless the critical challenges before us are tackled without delay.  

I see the four speed world within Asia as well. I would like to address how Asia, which has positioned itself well in terms of leveraging the global economy, can address the imbalances of the four speed world and seize the opportunities presented by it. 

Asia needs to realize that it cannot become a fortress and isolate itself. It needs to continue to leverage the global economy.  Moreover, it needs to address the differential growth and prosperity within: If Asia can successfully grow, across the board, then there is a good chance that the world can as well.  

II. Asia Mirrors the Four Speed World

Let me begin by briefly outlining what I mean by the four speed world.  The world has four tiers, which can be classified as follows:

Affluents: The Affluents are comprised of the most affluent countries or group of countries, notably the United States, Europe, Australia and Japan. While these traditional powers exhibit the highest living standards, with an average GDP per capita of $36,400, their growth is modest, and they only have 15 percent of the world’s population. 

Globalizers: As I mentioned earlier, these are fast growing economies – those experiencing a sustained per capita growth rate of 3.5 percent or more. These are a set of around 30 rapidly growing developing economies which now account for the largest contributions in global growth. The most remarkable story within these economies comes from Asia. 

Rentiers: A third group, of around 55 economies and a fifth of the world’s population, has moderate per capita income levels ($4,000) thanks to record high commodity prices, but has been unable to transform this wealth into sustained development. From Latin America to the Middle East to Central Asia, per capita income in these economies has grown at an average of only 1 percent for the past 20 years. 

Survivors: Finally there is a group comprising more than 1 billion people and more than 40 economies, where poverty and deprivation are rampant, and growth is slow and volatile (annual average of 1percent per capita GDP growth between 1985-2005).  In the next four decades these economies will be accounting for almost 50 percent of the world’s population growth, adding 1.3 billion more people with little hope for a decent life. 

In this 4 speed world framework, Asia’s rise is the most significant development since Asian Globalizers constitute a majority of the Globalizer class.  As I observed before, this is an unprecedented economic growth story in terms of both speed and scale.  

Asia is not monolithic, it is a global microcosm: One must note here that not all Asian countries are Globalizers experiencing high growth.  Asia is home to countries at various stages of economic development that reflects the larger global disparities evident in the four speed world. 

For example we have in Asia: 1. Japan, South Korea, Singapore, Hong Kong and Taiwan which are all high income Affluent states; 2. China, India, Vietnam, Indonesia, Malaysia and Thailand are Globalizers; 3. A number of countries like Bangladesh, Sri Lanka, Pakistan have been underperforming economically – having very low or stagnant growth; 4. Countries like Myanmar and North Korea remain isolated from the global economy and on the verge of state failure.

Asia needs to translate the growth experience of its high income and Globalizer economies across all its member states.  This is necessary because unequal development in the region has the potential to disrupt overall growth.

I would now like to elaborate on equitable and sustainable growth in Asia and address the political challenges presented by the four speed world.

III Asia can usher a Global Century by tackling the challenges of the four speed world

If Asia is to fulfill its potential it needs to proactively tackle two main challenges: 1) The Development Challenges – Inequality and environmental degradation; 2)The Political Challenges – Power transitions among the traditional and new powers and the question of how to handle fragile states.

III a The Development Challenges – Inequality and environmental degradation

I believe the large emerging inequities within Asian countries are fundamentally dangerous to their own stability and growth. In addition, Asian countries face major environmental pressures and are contributors to and vulnerable to global climate change, especially in terms of water scarcity and natural disasters like floods. 

Both these challenges have the potential to halt Asian growth, result in social unrest and, in the case of environmental degradation, become significant barriers to economic expansion. Let me elaborate on these two challenges.

Inequality is rising across Asia

Inequality in Asia has two main dimensions: between countries and within countries. This distinction is important because it reveals two different sources of inequity for which different policy solutions apply. 

Between country inequality

Regional inequality in Asia has increased over the last decade. Regional inequality is the sum of within country inequality –which I will be addressing shortly—and between-country inequality. In this context we find that most regional inequality in Asia reflects within country differences. However, the between country component –differences in income per capita between countries— has become more important over the last decade and is the main driver of the growth in Asia-wide inequality. 

This fact clearly illustrates my point about a fragmenting Four Speed World that is being mirrored in Asia. In Asia, more than in any other continent, we see high income countries (like Japan and South Korea) coexisting with poorer but fast growing economies and with low income and stagnating nations (such as Myanmar and Bangladesh). 

A simple look at GDP per capita figures across countries makes this clear. For example, GDP per capita in Cambodia today ($400 constant dollars) is more than 15 times smaller than Japan’s GDP in 1960, and almost 100 times smaller than Japan’s GDP per capita today ($39,000 constant dollars)!

Income differences between ASEAN members are also stark. For example, GDP per capita of the richest ASEAN economy (Singapore) is 66 times that of the poorest (Laos). Significant income differences exist even when we compare high income countries like Singapore to middle income economies like Thailand and the Philippines. The GDP per capita ratio between Singapore and the Philippines is 22, while that between Singapore and Malaysia is 10!

In this context I welcome the “Initiative for ASEAN Integration” (IAI) as a major step in the right direction.  In 1997 ASEAN leaders agreed to promote equitable economic development and to reduce poverty and economic disparities in the ASEAN region.  This policy mandate was reiterated in the Ha Noi Plan of Action of 1998 and the Hanoi Declaration on Narrowing the Development Gap for Closer ASEAN Integration of 2001. 

Efforts are currently underway to implement the IAI Work Plan, which the ASEAN leaders adopted in Phnom Penh in 2002.
 I encourage ASEAN leaders to avoid any delays and embark in urgent actions as a more equal ASEAN community will also bring about a stronger and more integrated alliance.

While reduction in between-country inequality is important for peaceful and sustainable development in Asia as a region, within-country inequality continues to be a threat to individual country growth. 

Within country inequality

Inequity is detrimental for Asia’s growth: Growing inequities can damage the growth potential of the Asian countries in several ways: 

1. Lower rate of poverty reduction: Higher inequality is reducing the rate at which Asia can lift people out of poverty. This means that the progress seen in poverty rates could be even more striking if there were improvements in within country income distribution. 

2. Reducing Asia’s competitiveness: In today’s economy knowledge and technology are the bases for growth. So if Asia wants to perpetuate its competitive advantage and its fast growth record, it will need a healthy and well educated population. This is the only way in which it can guarantee the levels of human capital accumulation necessary to sustain its success in a globalized world.

3. Increasing transaction costs: Unequal infrastructure, like good roads in one state and bad in the other, disrupts intra-country commerce reducing growth opportunities for individual states and at the country level.

4. Brewing social conflict and unrest: High inequities are also potential sources of social conflict. Matters are made worse by the fact that these inequities are nowadays easier to perceive because of the improvements in communication, the internet and travel. 

5. Increasing the dangers of a backlash against globalization: If economic growth and social inclusion are dissociated, Asia risks experiencing a backlash on globalization and integration with the rest of the world such as the one experienced by many Latin American countries in recent years. Asia’s isolation would have devastating consequences for its own growth and for that of the global economy.  

Current inequity trends are worrisome. Income inequality has worsened in most Asian countries. According to the Asian Development Bank income distribution has worsened in 15 out of 21 Asian countries surveyed. 
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Note that regarding South East Asia, while inequality has declined in Malaysia and Thailand (and slightly in Indonesia), these two countries still are among those with the highest levels of income inequality in Asia. Thailand has the 4th largest income/expenditure inequality (measured by the Gini coefficient) after Nepal, China, and the Philippines (3rd highest income/expenditure inequality in Asia). Malaysia comes in 5th place. 
Income disparities are large: The ratio between the richest 20percent of the population and the poorest 20percent is 11.4 in China, more than the ratio of 9 in the Philippines and almost 8 in Malaysia and Thailand. 

Differences between states are stark and growing: The ratios between the richest and the poorest states in China and India are 13.6 to 1 and 4.4 to 1 respectively as compared to the US where this ratio is 2.1 to 1.  

The urban rural divide is a critical source of inequality for many Asian countries. In India the poverty gap in rural areas (5.2) is more than double the urban poverty gap (2.3).  Urban poverty is falling 1.5 times faster than rural poverty (World Bank data). In China the urban-rural income ratio is four-fold. In Vietnam rural – urban differences account for 30 percent of the difference in household consumption expenditures. 

Environmental pressures may drain growth and further widen existing disparities 
High growth rates and urbanization have come hand in hand with rapid use of resources and significant stress on the environment. Such levels of environmental degradation are emphasizing domestic inequalities and, if unaddressed, may raise binding barriers to future economic growth. 

Asia’s economic expansion has increased energy demand and consumption, raising CO2 emissions and air pollution. To give you just one example of the speed at which this is happening, we find that in China a new coal-fired power plant is opened every week. 

Environmental degradation is already a huge concern in Asia: A recent ASEAN document notes the mounting concerns over worsening air pollution, lack of adequate sewage infrastructure and growing pressure on the region’s water resources. 

Home of the most polluted cities: 14 of the 20 most polluted cities in the world, according to a 2001 World Bank study, are in China.  Delhi, Calcutta, Beijing and Tokyo are among the top 10 cities with the highest particulate matter in the air. 
Water pollution and overuse are among the top environmental concerns: In the past 20 years the Yellow river – one of China’s largest rivers – has dried up 10 times.  The holy Ganges in India is now one of the most polluted water-bodies, according to the United Nations Environmental Program.
Pollution exacerbates water scarcity: Surface water pollution has put pressure on the use of groundwater for agricultural and industrial purposes. The depletion of no rechargeable groundwater in deep freshwater imposes an environmental cost, since it depletes non renewable resources and increases future costs of pumping groundwater. The WB estimated the overall cost of water scarcity in China associated with water pollution at 1 percent of GDP (2003). 

Environmental degradation is already taking a toll on Asia’s health: In India 80 percent of the country’s urban waste goes directly into rivers. As a result waterborne diseases are India’s leading cause of child mortality.

This spring a World Bank study done with SEPA, China’s national environmental agency, concluded that outdoor air pollution was already causing 350,000 to 400,000 premature deaths a year. 60,000 died from diarrhea, bladder and stomach cancer and other diseases that can be caused by water-borne pollution. 

The economic costs are huge: Total cost of air and water pollution in China was estimated at 2.7 percent of GDP in 2003 but the WB believes these costs could be significantly higher
.

The Indian government has spent nearly $500 million trying to clean the Yamuna river, yet pollution levels have more than doubled between 1993 and 2005.

In ASEAN, haze pollution caused by uncontrolled land and forest fires mostly resulting from human activities (clearing forests by open burning for plantation crops and agricultural activities by farmers and cultivators) has already cost the ASEAN economies $9 billion in economic and environmental losses (estimated costs of haze episode of 1997-98). 
Environmental pressures can create vicious cycles of unemployment and poverty. In the Philippines environmental degradation and economic pressures in the lowland rain-fed areas has resulted in massive declines in rice production. This has caused loss of employment for many poor farmers which have in turn migrated to the upland areas. Conflict then arises between the displaced and local communities in the upland areas (the upland farmers and indigenous tribes). The resulting population pressure exacerbates poverty and further contributes to environmental degradation by encouraging deforestation and resource depletion. 
Environmental damage has left the region more vulnerable to natural disasters: Drastic changes in land use and cover due to deforestation and forest degradation have left the ASEAN region more vulnerable to disasters such as fires, floods, droughts and landslides. In 2000 floods affected 3.5 million people in Cambodia and 5 million in Vietnam. Poor land use practices (causing land degradation) were identified as the main factor aggravating the severity of the floods. 

The effects of environmental degradation widen disparities between rich/poor and rural/urban households. In the case of water pollution it is clear how the burden falls disproportionately on the poor and rural populations which usually lack access to piped water and rely on rivers and streams for drinking water and crop irrigation. For example, deaths due to stomach, liver and bladder cancers that might be associated with lack of access to clean piped water are considerably higher in rural China than in world averages or Chinese cities
. 

In India nearly 90 percent of the rural population of the country uses ground water for drinking and domestic purposes. This means that the rural population has significantly higher risks from water pollution than their urban counterparts. 

Environmental degradation is already raising public discontent: In 2005 about 60,000 people came to the village of Huaxi (Zhejiang province) to protest against high, local levels of pollution caused by 13 chemical plants which had polluted the water and ground around the village
. In 2007 thousands of residents of the Sichuan province took the streets to protest against the contamination of drinking and irrigation water caused by China Brewery.

Bangkok emerges as a success story in fighting air pollution: I would like to pause a minute to highlight the efforts and the clear improvements in Bangkok’s air quality which today emerges as a model for other mega-cities in Asia and around the world. After more than a decade Bangkok’s air quality is today significantly better than that of other Asian cities such as Beijing, Jakarta, New Delhi and Shanghai. Bangkok’s air, on average, now falls within the limit set by the United States Environmental Protection Agency, although it is still above the European Union limit of 40 and not yet at the level of Asia’s cleanest cities such as Singapore or Tokyo. 

One striking result is that, while the number of motor vehicles registered in Bangkok has increased 40 percent over the past decade, the average levels of the most dangerous types of pollution — small dust particles that become embedded in the lungs — have been cut 47 percent.  The local government enacted simple but highly effective measures like washing the streets to keep the dust down, monitoring dust emissions at construction sites, encouraging companies to produce cleaner fuel and converting taxis to run on clean-burning liquefied petroleum gas.

An interesting anecdote is that four decades ago Thailand did not have a word for pollution. It was only in 1976 that the Royal Institute, the official arbiter of the Thai language, coined the word “mollapit”. It means “poison or toxins that come from impurity or dirtiness”, according to Naiyana Wara-aswapati, a senior linguist at the institute.

Encouraging signs but more effort is needed

I see encouraging signs in the Asian leaders who have already recognized these growing pressures and are looking for solutions.   These inequities have been acknowledged many times by both President Hu of China and Prime Minister Singh of India as prime concerns for the future stability and prosperity of their economies. 

Indian Government’s Common Minimum Program is geared toward reducing inequity and promoting more sustainable growth. As the Indian Finance Minister put it recently, “India must shine for all, not just a few”.

The Chinese officials, led by Hu Jintao and Wen Jiabao, recognize that unless their new policies can produce significant improvements in social harmony by 2020, social instability would reduce China's economic growth and make the leadership of CPC in Chinese politics unsustainable. 
The 16th Central Committee of the Communist Party of China (2006) acknowledges the need for change. In 2006 the party approved the passage of a resolution to establish a harmonious society by 2020. Among the current limitations to achieve this harmonious society the resolution mentions: 

· there is serious imbalance in the social and economic development between the urban and rural areas and across China's thirty-one provinces;

· the population and environmental problems are worsening;

· a large portion of the population find the national situation in employment, social safety nets, income distribution, education, medical care, housing, occupational safety and public order to be seriously deficient.

In a joint press statement the 10th ASEAN Ministerial Meeting on the Environment stressed that “ASEAN’s social and environmental agenda is linked inextricably with the economic and security pillars of the ASEAN community”, and resolved to work towards an environmentally sustainable community.

The environment took the center stage at the Third East Asia Summit: The Heads of State/Government of ASEAN, China, India, Japan, the Republic of Korea, New Zealand and Australia met on November 2007 and devoted a significant portion of the summit to discussing "Energy, Environment, Climate Change and Sustainable Development".  The authorities recognized that “rapid economic development, while contributing to sustainable development and poverty eradication in the region, poses new challenges in dealing with greater energy consumption, regional and global energy security concerns; and that growing urbanization increases the need for environmental management, given the projected doubling of Asia's 1.7 billion urban population between 2000 and 2030.” In this context the countries signed the Singapore Declaration on Climate Change, Energy and the Environment, which affirmed their commitment to carry out collective action to address these challenges for mutual benefit and the common good.
As one of the mechanisms to encourage safer environmental practices the Ministers agreed to establish the ASEAN Environmentally Sustainable Cities Award to recognize exemplary national efforts in member countries and to promote further efforts in environmentally sustainable ASEAN cities. 

In spite of the recent attention to the issues of inequality and the environment the fast pace and seriousness of these changes require more profound and proactive action. Asian leaders cannot wait anymore. The current state of affairs demands that leaders take urgent measures. 
III b The political challenges – Power transitions among the traditional and new powers and the question of how to handle fragile states

Accommodating rising powers
Perhaps the most critical implication of the four speed world framework is that the traditional powers will need to accommodate the rising powers in the international system.  Greater economic weight, history shows, demands greater political recognition.
  This was true in Britain’s dominance of the international system after the Industrial Revolution and the subsequent lead role for the US, following WWI and WW II, as the world’s leading economy and superpower.
  One can expect demands for greater political influence by chief Globalizers such as India, China, Indonesia and Vietnam – economies that may well be among the largest 10 economies in the world in 2050.

Japan-China relations as an Asian example of power transition:  Here in Asia we see a powerful example of how a traditionally dominant economy, Japan, has tried to accommodate a rising economy – China.  

Economic dynamics: China’s powerful economic growth since 1978
 has propelled it to become one of the world’s largest economies. China’s GDP has increased from $158 billion in 1978 to $2,092 billion in 2006 (constant dollars) – that is a thirteen-fold rise.
 Japan, in the same time period, has seen its GDP go from $2575 billion to $5103 billion – nearly a two-fold increase.  Some estimates show that China will overtake Japan as the world’s second largest economy as early as 2015.
 

Interweaving cooperation and coexistence: In light of these economic dynamics it is clear that Japan and China will have to proactively engage one another.  The leaders of both nations recognize that their relationship is one that interweaves "cooperation and coexistence".
 

‘Hot economics’ + ‘cold politics’ = unsustainable relations: They also realize that ‘hot economic’ and ‘cold political’ relations cannot be sustainable: growing economic interdependence in the face of estranged political relations where the ghosts of the past disrupt present and future bilateral engagements would be detrimental for both nations. 

Some excerpts from Chinese Premier Wen Jiabao’s historic address to the Japanese Diet (the Japanese Parliament), titled ‘For Friendship and Cooperation’
, make evident this recognition of learning from past mistakes and interweaving cooperation and co-existence between the former Asian rivals
:

· “[Growing Trade, Movement of People and Japanese aid acknowledgement] To enhance friendship and cooperation we need to steer China-Japan relations on a correct course. This year marks the 35th anniversary of normalization of China-Japan diplomatic ties. Thanks to our joint efforts great progress has been made in China-Japan relations. Two-way trade rose to $207.3 billion in 2006 from $1.1 billion (1972) in the year of normalization of diplomatic ties. There are now 233 pairs of sister cities, and over 4.8 million mutual visits were made in 2006. The growth of China-Japan friendly relations has brought great benefit to our peoples. China has received support and assistance from the Japanese Government and people in its reform, opening-up and modernization drive. This is something the Chinese people will never forget. 

· [New era, where the past does not overshadow present and future] We, the Chinese Government and people, have all along taken a forward-looking approach. We believe that we need to take history as a mirror to guide the growth of our ties in the future. By stressing the importance of drawing the lessons from history we do not mean to perpetuate hatred. Rather, we want to secure a better future for our relations. In a new historical period China and Japan both share increasing common interests and face major challenges. With this in mind we, the leaders of the two countries, have reached agreement on building a strategic relationship of mutual benefit. Our goal is to follow the trend of the times and popular aspirations, lift China-Japan relations to a new historical stage, so that China and Japan will live together in peace, enjoy lasting friendship and carry out cooperation of mutual benefit for common development…

· [Cultural and economic exchanges] Strengthen exchanges with an eye on the future. Economic cooperation and cultural exchange are two pillars underpinning state-to-state relations. Economic cooperation aims at promoting mutual benefit and win-win progress, and cultural exchange opens hearts and minds of peoples. As leaders of the two countries we have agreed to strengthen cultural exchanges and mutual visits of people. Young people are the future and hope of a country. They also represent the future and hope of China-Japan friendly relations. China is ready to work with Japan to ensure the smooth implementation of the large-scale exchange program between the young peoples of the two countries and thus sow the seeds of hope to sustain friendship between our two peoples.”

In December 2007 Prime Minister Fukudo echoed these themes in his address to Peking University students, titled ‘Forging a Future Together.’
 Mr. Fukudo reiterated the importance of learning from the past and encouraging further cultural and economic ties.
Japan-China Youth Exchange Friendship Year: Prime Minister Fukudo dedicated 2008 as the Japan-China Youth Exchange Friendship year.  Through this, Mr. Fukudo hopes to initiate a large-scale youth exchange that is already underway between Japan and China to help create sustainable long-term relations between the two countries.

It takes ten years to grow a tree, but 100 years to educate people: Mr. Fukudo said that ‘the younger generation is the hope of the future. It is you who will be carving out the Japan-China relationship of the future. It goes without saying that politics and the economy are also crucial, but in order to forge a Japan-China relationship that is stable into the future, it is imperative that on both the Japanese and the Chinese side we foster people who will deepen our mutual understanding, respect our mutual differences and learn from each other, adopting a long-term perspective of fifty or even a hundred years into the future…Therefore we must undertake a long-term approach in fostering such people.’

Who would have thought at the end of WWII that the Chinese premier would address the Japanese Diet in such terms?  Or for that matter the Japanese Prime Minister would dedicate 2008 as the Japan-China Youth Exchange Friendship Year and talk about forging a future together at a premier Chinese university?

This record of greater ties between emerging and traditional powers is a useful example to correct the political-economic imbalance of the 4 speed world – where economic standing is not reflected in political prestige. 

One must note here that there are still serious differences between Japan and China on several issues including East China Sea, Taiwan and the US-Japanese alliance.  Second World War issues, when Japan invaded China, are also present in popular discourse in both nations.  Brookings Northeast Asia expert Richard Bush states that while there has been significant progress in Japan-China relations over the years, especially evident in rhetoric such as Premier Wen’s and PM Fukudo’s speeches, it is not clear whether there will be a structural transformation in Japan-China political relations (to mirror their economic ties) in the near future. 

US and other traditional powers can learn from Japan:  Other leading developed nations, like the US, have not been able to accommodate China (and other Globalizers) in as successful a manner as Japan seems to have done in the case of its relations with China.  In the US we are in the process of electing a President this year, and I find it interesting that when Asia is mentioned it is primarily in terms of ‘jobs being shipped overseas’ or protectionist-leaning, trade-bashing statements.  This is truly a sad state of affairs.

A poll, conducted by the Pew Global Attitudes Survey, found that 50 percent of Japanese respondents viewed the spread of Chinese culture around the world as mainly a good thing.
  Given the difficult history between Japan and China, this finding is truly remarkable and shows how efforts at better understanding, promoted via student exchange programs and greater cultural ties, are helping Japan accommodate the rise of China – this is an example which other Affluent nations, like the US, would be well-advised to replicate.

Cooperation among rising powers
The manner in which rising powers manage relations with their counterparts is a critical challenge in the 4 speed world. As rising Asian powers China and India provide instructive examples on this front. The questions are: How will China and India accommodate each other? Will both powers cooperate to usher in a new era of prosperity in Asia?  Or will they view each other with mutual suspicion? 

China-India relations: New Vision overcoming Old Tensions?  In a period of 15 months, China and India have had two major bilateral summits – an unprecedented development in India-China bilateral relations since 1962, when they fought a war.  

In January 2008 Indian Prime Minister Manmohan Singh visited Beijing and signed a joint declaration with Premier Wen Jiabao covering issues ranging from greater economic ties to more defense cooperation and better alignment on climate and energy policies. This summit followed a state visit by President Hu Jintao to New Delhi in November 2006. 

Trade, Defense and International Cooperation: Economic ties between the two countries are growing rapidly: Their bilateral trade reached $37 billion in 2006, effectively doubling from 2004 and some 33 times higher than it was in 1995.
 

In December 2007 the two countries held a landmark joint military exercise in the Southwestern Chinese province of Yunnan.  This was the first war game of its kind between the two largest armies in the world.
 During the January 2008 and November 2007 Summits China backed India’s bid for a seat on the UN Security Council, signaling that it viewed its eastern neighbor as a partner in leading international bodies.
 

These points indicate that China and India are trying to forge a cooperative partnership for mutual gain.  The high level engagement of the leaders of both nations shows how rising powers can accommodate each other.  

Of course, just as in the case of Japan-China relations, there are many outstanding issues between India and China – most notably their boundary dispute and the question of the future of Tibet.  The quest for access to energy resources – particularly oil – in the Middle East and Africa often results in China and India competing in an aggressive manner.
 

Oil diplomacy: Following the PetroKazakh acquisition India and China have agreed to cooperate on the critical issue of securing energy supplies.  In January 2006 they took a key step towards enhanced energy cooperation by creating a framework under which their state-owned oil and gas companies can evolve and submit joint bids for acquisition of assets in third countries.
 

The framework entailed two Memoranda of Understanding between Gas Authority of India Limited signed with the China Petrochemical Corporation and the China National Offshore Oil Corporation specifically envisaging cooperation in exploration in the two countries and other parts of the world.  Some of this cooperation is already underway: China and India work together in Sudan where China National Petroleum Corp. operates Sudan's Greater Nile oil field. India's Oil & Natural Gas Co. (ONGC) bought a 25 percent stake in the field.  So the field in now a joint venture between China and India.

This joint framework is likely to help enable the two countries to put behind them the bruising battles for acquisition of oilfields in Kazakhstan, Angola and Nigeria, which benefited the sellers and imposed unwarranted additional costs on China and India.  It is an example of how rising powers can benefit each other via cooperative arrangements – examples that emerging powers in other regions of the world can emulate.

Dealing with fragile states & security threats 

Countries like North Korea impose significant security threats both to their people and to regional stability.  Dealing with such pariah states is likely to be one of the most critical challenges of the four speed world: How do we prevent isolated and fragile countries from disrupting the international system?

The 6 party multilateral forum instituted to resolve the North Korea issue may be one way of handling fragile states when international and regional bodies need to be complemented by ad hoc arrangements to contain serious security threats.  This new multilateral forum uses a combination of instruments, starting with security guarantees, while also strengthening international institutions dealing with North Korea. For example, recent U.N. Security Council sanctions reinforce the norm of nonproliferation and show that violation of the NPT is costly.

A long-term strategy to contain pariah states will require a carrot as well as a stick. The leading powers, including Japan, China, South Korea and US, recognize this and have offered recognition and economic integration in return for a freeze in the production of fissile material, IAEA inspections and a renewed commitment to a long-term denuclearization of the Korean Peninsula. The success of this approach can be replicated in other areas such as Iran in the Middle East.  

If Asians can successfully tackle the challenges of social inequity, environmental degradation and political transitions, we are bound to witness a sustained Asian economic renaissance that will result in the dawn of a truly Global Century.

IV. Asia and the Global Century

A Global Century: In many ways, as the leading region of the world, Asia can usher in a Global Century that is fundamentally different from the past American and European centuries in which these powers dominated global affairs and dictated the terms of engagement for the rest of the world. 

In previous centuries the course of history was determined largely by events in only a few regions, particularly Europe and North America (or the ‘West’). The world’s continents existed mostly apart and did not influence each other a great deal. 

But today the struggle for progress and prosperity as well as the questions of war and peace are being influenced by events in many disparate places. Events at opposite ends of the Earth are already starting to affect each other to a greater degree than in the past. This era is built on a truly global economy that is powered by the accelerating pace of transport, telecommunications and information technology.  We are no longer divided by ephemeral distinctions of ‘North-South’ or ‘East-West’.

In this new century Asia can lead by example – by remaining an open frontier of the world, but also continuing to meet the aspirations of its people through economic development; by coming together to tackle cross border challenges and maintaining peace. 

Asia must not seek isolation or domination. Just as the world’s fate is intertwined with that of the Asian nations, Asia’s success is also dependent on developments in the rest of the world. Two examples illustrate this well:

First, Asia’s economic growth and prosperity is to a large extent powered by trade. A growing demand for Asian exports coming from both within and outside the region has made this unprecedented expansion possible. But if growth in the rest of the world slows down, demand for Asia’s exports will fall and so will Asia’s growth potential.  Asia cannot afford to be isolated from the rest of the globe.

· Asia’s trade depends on the rest of the world. In 2006 35 percent of Asia’s exports went to industrialized nations and 13.2 percent to other developing countries. For emerging Asia developed economies outside the region remain the main destination of final good exports. 
· Developments in the industrialized world affect Asia’s prospects. The IMF has agreed that a slowdown in US imports following a recession could push Asia into a major economic slowdown. 
· Haruhiko Kuroda, President of the Asian Development Bank, has echoed Asia’s global codependency by stating “A significant slowdown in the US economy will most certainly affect the region’s growth performance through investment, trade and financial linkages. A deep and prolonged US recession, should it ever occur, could be accompanied by much slower growth in Asia.”
Asia will likely continue to prosper in this Global Century, because it seems to have understood globalization better than most other parts of the world.  But Asia must not forget about Africa, Latin America and the rest of the world in the same way that the West forgot about Asia in 1964.  
The world for Asia cannot end at the Straits of Japan or the Suez, the way Europe ended in the Dardanelles.  Resources and markets offered by developed and developing regions alike are essential for Asia’s growth.
Second, the nature of our most fundamental challenges is global, and therefore Asia will need to partner with other regions and work together to solve them.  No other challenge portrays the need for global cooperation better than climate change. As the Prime Minister Lee Hsien Loong of Singapore stated in the recent Climate Summit in Bali, “Rich or poor, all countries will have to do their part for the environment. Collectively we share this problem, and we must solve it together.”
The issues of environmental damage and climate change directly affect the Asian economies. Climate change could be particularly detrimental for South East Asia which would be severely affected by rising sea levels. Moreover, as the upcoming economic powerhouses and rising contributors to pollution and climate change, Asian nations cannot turn their backs to the fight against climate change. Asians will have to partner with the rest of the world and lead the way into a cleaner and more sustainable planet. 

For this to happen, the world will need truly global institutions.  This means that Asia’s regional institutions cannot be isolated, nor can we maintain the present status quo, where global bodies are dominated by Western powers and do not provide a commensurate voice to the rising Asian economies.

This point was brought home to me some six years ago when I was at the G8 meeting in Evian, and it was, I believe, the first time that President Chirac, on behalf of the G8 leaders, had invited the Chinese premier, the Indian prime minister and the presidents of Brazil, Nigeria and South Africa. Perhaps this was the rich nations’ concession to the new world: invite the emerging powers to lunch!

Before lunch the leaders from emerging powers were each given around 5-10 minutes to speak. So they began their brief presentations, starting with Hu Jintao. Then Prime Minister Vajpayee of India spoke. Then the newly elected president of Brazil rose to his feet and said, “I am delighted to be addressing world leaders today. I am very proud, because my parents had no money, and after some struggles I became a union leader, and now I am president of the great country of Brazil. I am indeed very happy to be here. Actually, I am honored, but I’d like to make a suggestion to you gentlemen sitting in this beautiful place. Maybe next year you should have your meeting in Brazil or in China or in India, because you have to get used to a changing world, because in another 15-25 years many of you won’t be here. Soon the leading economy may be China. We’ll still have the United States and Japan, but the rest will likely include India, Indonesia, Vietnam and the like.  Just so that it’s not too big a shock, I suggest that you might want to start meeting in our countries, because you got to get used to the food and the language.” 

I thought that was a pretty gutsy thing to say. Of course, everybody laughed. But the truth of the matter is that this is the way that our planet is going. It is exactly that issue that I think is important for this audience to understand, indeed for all of us to understand: The 21st century is about global interdependence and cooperation to counter major global challenges. This will require great leadership but also for governments and citizens everywhere to see, think and act globally in ways never demanded of them before. 

Conclusion

In my speech I have talked about broad themes over a long horizon.  And in our age of fast communications where all tend to live in the present, perhaps many people broadly do not give a damn about these long-term trends. I have given speeches, I do not know how many speeches in the course of the last 14 years, but many in the audiences say, “Gee, that was a good speech.” You have talked for about 30 minutes to an hour. They tell you over a drink that it is pretty interesting. Then you get in the car and drive off to the next speech, and the people that you talked to get in the car, drive back to their offices or homes and within a very short period of time, maybe after a dinner conversation if you’re lucky, what you say is forgotten.

I say this to you in my concluding remarks because the issues that I am addressing are not theoretical issues. They are not issues that we can forget. They are the issues that are going to determine the lives of our kids. They are the issues that are going to determine whether they live in peace or harmony, whether they have real futures. They are issues that affect the way that they will look at themselves in terms of their moral approach, in terms of their humanitarian approach and in terms of a self-interested approach. They need to understand better what the challenges are that are coming 

It is for that reason, if I had to provide one sole reason, that I am very happy and grateful for the opportunity to come and talk: Because I think these issues need to be addressed, and I think they need to be addressed not just from the point of view of an interesting economic argument but because of our children and their children —these will be the issues that will determine the kind of lives they will lead. 

I thank you all again for the opportunity of speaking.

� Mr. Gyohten is president of the Institute for International Monetary Affairs and former chairman of the Bank of Tokyo. He is also senior advisor of the Bank of Tokyo-Mitsubishi. Mr. Gyohten served for many years in the Japanese Ministry of Finance until he retired as vice-minister of finance for international affairs in 1989.


� In reality Chinese economy took off in 1978 and Indian economy after 1991 with economic liberalizations.  So the speed of Asia’s rise is even more rapid.  We use 50 years here because the quote was taken from 1964, and it’s a nice rhetoric device. 


� The first half of this section highlighted the rapid ascent of Asia in terms of speed, this part highlights the scale as well as speed.  I have used this Larry Summers quote in most of my speeches on Asia, and therefore it is incorporated here as well.
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� The IAI Work Plan is a 6-year Plan (July 2002-June 2008) currently comprising 107 projects (updated as of 18 November 2005) in four areas, namely infrastructure, human resource development, information and communications technology and regional economic integration.  It involves the development of legal, institutional and regulatory frameworks and the building of technical capabilities and capacities of Cambodia, Laos, Myanmar and Vietnam (CLMV countries).  This will be preceded by in-depth studies to ascertain the appropriate policy, institutional and legal frameworks.
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� One must note that the Soviet Union competed with the US for dominance in the international political arena, but given economic set-backs in the Soviet Union the country disintegrated.  Economic wealth and growth can bring you political prestige, and that prestige can also diminish with erosion of economic wealth.


� This was the year that China began to liberalize its economy.


� In 1978 China’s GDP was $158 billion compared to Japan’s $2,575 billion (constant US dollars 2000).  The latest available data is for 2006. The 2006 numbers for the Chinese and Japanese GDP in current US dollars are: $2.668 billion (China) and $4340 billion (Japan). Source: World Bank, Wolfensohn Center estimates.  


� Goldman Sachs projections show that this will happen in 2020; in that year Japanese GDP will be $6,291 billion, while China’s will be $8,176 billion.
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� This speech was significant because it was simultaneously broadcasted on Chinese national television, and Premier Wen for the first time acknowledged publicly – in both Japan and China – Japan’s aid to China (it was the closest the Chinese leadership could come to say thank you, according to Brookings Asia expert Richard Bush).  It also laid out the foundation for future Japan-China relations.
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