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Abstract

The present Taiwan president Tsai Ing-wen has re-initiated the so-called

“New Go South Policy” which is aimed at expanding industrial,

educational, cultural and agricultural exchanges between Taiwan and

Association of Southeast Asian Nations (ASEAN) as well as South Asia.

This study investigates the feasibility of the policy, especially from

the perspective of international trade, through looking at the existence

of a long-run relationship between exports and imports of Taiwan

with ASEAN-10, as well as 9 ASEAN countries, namely Indonesia,

Cambodia, Laos, Myanmar, Malaysia, the Philippines, Singapore,

Thailand, and Vietnam. The sample period covers monthly exports and

imports with observations ranging between 1989m1 and 2017m11 . The

estimated error correction terms of Autoregressive Distributed Lag

(ARDL) models show that both variables (i.e. Taiwan’s exports to, and

imports from the ASEAN-10 and the 6 ASEAN countries) are moving

together (cointegrated). These countries are Cambodia, Indonesia,

Malaysia, Singapore, Thailand, and Vietnam. It reflects that

macroeconomic policies, particularly the so-called “New Go South”
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policy has been effective in the long run. And Taiwan’s trade positions

with ASEAN-10 and the 6 ASEAN countries are not in violation of its

international budget constraint. Policy implications are also highlighted

and discussed in this study – Taiwan has to relook at bilateral policies

with Lao PDR, Myanmar, and the Philippines.

Keywords: ASEAN10, exports, imports, New Go South Policy, Taiwan

1. Introduction

Taiwan’s “Go South” policy is to strengthen the country’s bilateral
investment, trade, and other substantive relations with the Southeast

Asian region through active promotion of bilateral trade, investment, and

technical cooperation. Such policy has been initiated in 1992 and it is

still considered as one of the major economic policies in Taiwan to

strengthen her economic ties with Southeast Asian countries, in

particular the ASEAN (Association of Southeast Asian Nations) member

countries. Perhaps, ASEAN countries are geographically close to

Taiwan, and they (ASEAN countries) have similar historical and cultural

backgrounds. These features combined with the Taiwan’s experience of

economic growth, and the rich natural and human resources of Southeast

Asian countries, may allow Taiwan to spur prosperity in Southeast Asian

countries (see Peng, 1997: 645).

From the geographical perspective, there is plenty of room for

Taiwan to further diversify her trade and investment portfolios from

China to Southeast Asia, especially ASEAN. In fact, ASEAN is Taiwan’s

second-largest overseas direct investment destination, and the second-

largest trade partner, although its share is relatively smaller compared to

China.1 According to the Directorate-General of Budget, Accounting and

Statistics on 2 June 2017, Taiwan’s exports to the 18 countries covered
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by the government’s “New Southbound” policy picked up more speed

during the first four months of the year (2017), reflecting the

effectiveness of the initiative in driving the local economy. Again, a key

component of President Tsai Ing-wen’s national development strategy,

the initiative seeks to deepen Taiwan’s agricultural, business, cultural,

education, tourism, and trade ties with 10 ASEAN member countries, 6

South Asian countries, Australia, and New Zealand.2

Ngeow (2017) has reviewed the “Go South” policies from President
Lee Teng-hui’s to President Tsai Ing-wen’s version. According the study

(Ngeow, 2017), the foreign policy of President Tsai Ing-wen is closely

watched by Beij ing (China) as well as Southeast Asia. Before her

inauguration, Tsai stated that her administration would pursue a so-

called “New Go South” foreign policy that would focus on building up

ties with countries in Southeast Asia and South Asia. It compares the

“Go South” policies of previous administrations (Lee Teng-hui, and

Chen Shui-bian), together with former president Ma Ying-jeou’s policy

towards Southeast Asia. It is argued that Tsai’s policy will help enhance

Taiwan’s soft power, increase the island’s presence in Southeast Asia,

but will not be used to counter-balance China-Taiwan economic

integration. President Tsai Ing-wen is looking to refresh an old policy, to

revive the Taiwan’s flagging economy. She had earlier blamed Taiwan’s

“over-dependence” on the China market as the key culprit, and she

believes the solution lies in looking for alternative markets, i.e. ASEAN

and South Asia. Her “New Go South” policy is a five-year plan aimed at
expanding industrial, educational, cultural and agricultural exchanges

between Taiwan and the two markets. Its objective is to reduce Taiwan’s

economic reliance on China, which absorbs 40 per cent of the island’s

exports.3 According to Sun (2017), Tsai’s “New Southbound Policy” is

constructed upon the policies of previous administrations that attempt to

diminish the Taiwan’s economic reliance on China by building a large
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network of cultural and inter-personal relationships throughout the

region. Also, the Executive Yuan unveiled a plan to promote the “New

Southbound” policy that aims to strengthen the Taiwan’s trade and

economic ties with members of the ASEAN, South Asian countries, as

well as New Zealand and Australia.4

Figure 1 Taiwan’s Trade Balance by ASEAN-10, 1 989m1 -2017m11 (by
exports to imports ratio)

Source: Data from Bureau of Foreign Trade <https://www.trade.gov.tw/
English/>.

Figure 1 illustrates a plot of the Taiwan’s trade balance by ASEAN-

10 (included Brunei, Indonesia, Cambodia, Lao PDR, Myanmar,

Malaysia, the Philippines, Singapore, Thailand, and Vietnam) over the

period 1989m1 -2017m11 . The vertical lines differentiate the presidency

periods from Lee Teng-hui to Tsai Ing-wen, while the horizontal dashed-

line (i.e. one) reflects zero balance trade. Overall, Taiwan’s trade balance

by ASEAN-10 is fluctuating monthly along its trends, i.e. a downward
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trend is observed until 2006, then by an upward trend until 2016. Again,

a downward trend occurs in 2016-2017. Since the introduction of “Go
South” policy in 1992 by Lee Teng-hui, Taiwan’s trade balance with
ASEAN-10 decreases further even after a deep drop in 1991 , but it is

still in surplus (i.e. above one). A worsened trade balance position occurs

during the Chen Shui-bian’s presidency period with a further downward

trend, and in deficit (i.e. below one) for the period around 2005-2007. A

recovery move is slightly in place in late 2006, then an upward trend

during Ma Ying-jeou’s period (2008-2016). For the current president

Tsai Ing-wen from 2016 the trade position by ASEAN-10 is decreasing,

but it is still in a favourable positon (surplus).

This study attempts to answer the following research question: Is
the “Go South” policy feasible for ASEAN, especially from the
perspective of international trade? Existence of a cointegration of

imports and exports between Taiwan and ASEAN-10 is necessary to
answer this question.5

There is an increasing volume of empirical study on the

cointegration between exports and imports, after the seminal work

by Husted (1992). For example, an early study by Bahmani-Oskooee

(1994) looks at the response of Australian external accounts to

macroeconomic policies by investigating the long-run convergence

between Australian imports and exports via cointegration tests. He finds

that both variables are cointegrated with unity coefficients estimated

suggesting that the Australian macroeconomic policies have been

effective in the long run. Other studies are Wu and Zhang (1998), Wu et
al. (2001 ), Arize (2002), Baharumshah et al. (2003), Tang (2003; 2005;
2006), Tang and Alias (2005), Narayan and Narayan (2005), Mukhtar

and Rasheed (2010), Sonje et al. (2010), Rahman (2011 ), Tiwari (2011 ),
Al-Khulaifi (2013), Pillay (2014), Babatunde (2014), Husein (2014),

Arize and Bahmani-Oskooee (2017), and Chaudhry et al. (2017).
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However, such topic is not available for Taiwan from literature search.

For a case study of Taiwan, the studies look at finance development and

growth (Chang and Caudill, 2005), exports and growth (Chang et al.,
2000; Chen, 2007), tourism and economic development (Kim, Chen and

Jang, 2006), and so on.

The rest of this paper is organized as follows. The next section is

about the theoretical framework depicting a cointegration between

exports and imports, the data used, and methodology. Section 3

documents the testing results for cointegration, as well as other related

estimates (i.e. long-run estimates, and speed of adjustment). The last

section concludes this study with key findings, and policy implications

are revealed.

2. Theoretical Framework, Data and Testing Method

2.1. Theoretical Framework

The existing studies on cointegration between exports and imports, have

followed the seminal work by Husted (1992). Based on Husted, it starts

with the budget constraints of a household that he or she is allowed to

borrow and lend freely both at home and in foreign country. A current

period budget constraint is illustrated:

C0 = Y0 + B0  I0 – (1+ ir0)B1 (1 )

where C0 stands for current consumption, Y0 is output, I0 is investment,

ir0 is world interest rate; B0 is international borrowing, and (1+ ir0)B1 is

initial debt. Equation (1 ) must hold and the period-by-period budget

constraints can be added up to deliver the economy’s inter-temporal

budget constraint, that trade balance (TB) is assumed to be
zero (i.e. Et=Mt) that households’ disposable income or resources (Y) is
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fully utilized for two purposes: (i) to pay for their consumption (C), and
(ii) to finance the domestic investment (I) by savings via financial
intermediaries. This equality can be expressed in equation (2):

TBt=Xt Mt =Yt Ct It (2)

where X is exports, and M is imports. Given , where

Bs=1/(1+irs), and is the discount factor, the crucial element in the

above equation is the last term , where the limit is taken

as . If the limit term, B0, is greater than zero, the country is

bubblefinancing its external debt. If B0 is negative, the country is

making paretoinferior decisions (see Husted, 1 992).
Assuming a stationary world interest rate ir with unconditional

mean ir, equation (3) is formed as below:

Zt + (1 + ir)Bt1 = Xt + Bt (3)

where . Solving equation (3) by forward substitution,

equation (4) can be presented as:

(4)

where and is the first-difference operator. The left-hand

side refers to the spending on imports including interest payments on net

foreign debt. By subtracting exports X from both sides of equation (4),

and multiplying the result by (-1 ), the left-hand side of equation (4) can

be expressed as current account balance. Assuming the limit term is

zero, and adding the residual term to the equation, an exports relation is:

Xt = α + βM*
t + et (5)
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where M*
t=(Mt + irtBt1). A necessary condition for an economy to

satisfy its inter-temporal budget constraint is a stationary et, which

also reflects a cointegration between variables X and M (see also

Baharumshah et al., 2003: 471 -473).
Arize (2002: 104), based on Husted (1992), however considers an

alternative empirical equation as given by:6

Mt = α' + β'Xt + et' (6)

Equation (6) is employed in this study. It is to say that M is Taiwan’s

imports from ASEAN country, and X is the exports to ASEAN country,
including ASEAN-10 aggregated data. This study justifies the feasibility

of equation (6) that Taiwan is lacking natural resources, hence highly

dependent on importing resources from foreign countries. This equation

captures how Taiwan’s imports are affected by her exports (those

with high imported contents in production). Indeed, variables X and M
are interchangeable in a bivariate framework (i.e. two endogenous

variables) as in the empirical equations (5) and (6) for single-equation

cointegration tests (see Engle and Granger, 1 987).

2.2. Data

The data used in this study are Taiwan’s exports (X) and imports (M) by
ASEAN-10 country. They are Indonesia, Brunei, Cambodia, Lao PDR,

Myanmar, Malaysia, the Philippines, Singapore, Thailand, and Vietnam.

The monthly data (measured in volume7) are available online from the

Bureau of Foreign Trade.8 It covers the aggregated data for ASEAN-10,

as well as the individual countries. The sample periods are between

1989m1 and 2017m11 with 347 observations for aggregate ASEAN-10

data, while the ASEAN-9 countries (Brunei is excluded) have between
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305 and 347 observations (see Table 1 , second column, for the respective

sample periods).9 The variables have been log-transformed (natural

logarithm, ln) for analysis.

Table 1 Summary Statistics (Taiwan’s exports to imports ratio)

Notes: [1 ] Aggregate data includes Brunei obtained directly from Bureau of
Foreign Trade.
[2] It is noted that Brunei has been excluded from this study because of
her substantial missing data. That is the data for Taiwan’s imports from
Brunei are available non-sequentially for 1 32 observations over the
sample period (1989m1 -2017m11 ). But there are 341 observations
available for Taiwan’s exports to Brunei. A plot of both Taiwan exports
to and imports from Brunei is in the Appendix.

Table 1 presents the descriptive statistics of exports to imports ratio.

A value of greater than one reveals trade surplus, and vice versa. The
trade is in balance if it is equal to one. It shows that, by the mean and

median, Taiwan records trade surpluses with ASEAN-10 in general, and

the 9 individual countries, except for Malaysia which is eventually in

balance trade position. Interestingly, Taiwan with Cambodia, Lao PDR,

and Myanmar records higher surpluses (1 .2-1 .6), i.e. Taiwan exports
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more to, than imports from these countries. Lao PDR which is among

the ASEAN-9 has the highest “risk” (i.e. variability) as measured by

standard deviation (0.998) followed by Cambodia, and Myanmar.

By and large, a quick look at Brunei shows that Taiwan is a net

exporter to the country with the largest trade surplus among the ASEAN-

10 (i.e. Taiwan exports more to than import from Brunei) as indicated by

mean and median, and the highest variability (standard deviation) (see

Table 1 ). Even if the data are not available to prove anything, non
cointegration between Taiwan exports to and imports from Brunei can

be reasoned by its negative correlation coefficient, -0.333, that the pairs

are moving in opposite direction or “apart” (i.e. more exports are
associated with low imports). Taiwan is a net fuel importer from Brunei

(i.e. mineral fuels, oils, waxes and bituminous sub (HS27), and follows

with organic chemicals (HS29), and miscellaneous edible preparations

(HS21 )), while her top 3 exports to Brunei are iron and steel (HS72),

miscellaneous edible preparations (HS21 ), and electrical machinery and

so on (HS85).10 As shown in the Appendix, Taiwan’s exports to is

always more than her imports from Brunei, except for 31 observed

months with trade deficits (i.e. imports more than exports), in particular

between 2011 and 2017. However, these inferences may be vulnerable

because of huge missing data (see note [2] at Table 1 ).

2.3. Testing Method

This study applies a so-called cointegration testing method, in layman’s
term which examines either the (two) time series variables are moving

with a common trend, or not. Cointegration describes ifTaiwan’s exports

to and imports from the ASEAN countries are moving together over a
given period of time, which reflects the effectiveness of the policies

implemented including the “New Go South” policy in the long run. Even

if it is in the case of surplus trade for Taiwan such as the case with
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Cambodia, Lao PDR, and Myanmar, non-cointegration is unfavourable

due to the likelihood of countries defaulting on international debt,

bearing in mind that all imports are financed by the exports.

Technically, the concept of cointegration is introduced by Engle and

Granger (1987) in their work entitled “Co-integration and error

correction: Representation, estimation, and testing”. It postulates that

OLS (ordinary least squares) regression with non-stationary time series

variables yields often spurious results (i.e. there is no meaningful

relationship between them). Equilibrium theories that involve the non-

stationary variables (let say, I(1 )) require the existence of a linear
combination (residuals or error term) of the variables to be stationary

(that is I(0)). More technically, if an OLS regression is estimated with
non-stationary data and residuals, the regression equation is considerably

spurious. However, such a problem can be handled that the underlying

variables have to be tested for a unit root (i.e. whether it is non-

stationary or stationary). If the variables are found to be non-stationary,

I(1 ), and its linear combination is stationary, I(0), the estimated OLS
equation is valid, and the variables are said to be cointegrated.

This study employs a widely applied cointegration test, namely

Autoregressive Distributed Lag (ARDL) approach to cointegration

proposed by Pesaran et al. (2001 ). Jenkinson (1986) has also introduced
ARDL model for testing a cointegrating relation. This testing and

estimation strategy, i.e. ARDL procedure, lies in the fact that it can be

applied irrespective of whether the regressors are I(0) or I(1 ), and this
avoids the pre-testing problems associated with standard cointegration

analysis which requires the classification of the variables into I(1 ) and
I(0) (Pesaran and Pesaran, 1 997: 302-303).11 Standard single-equation
approach such as Engle and Granger (1987)’s residual-based approach

assumes the underlying variables to be I(1 ).
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A testable cointegrating relation of equation (6) in natural logarithm

(ln) can be re-written in an ARDL version or a conditional unrestricted
equilibrium correction mechanism (ECM) model as below.

(7)

A cointegrating (long-run) relationship between lnMt and lnXt can be

tested by considering the null hypothesis (there exists

no level relationship) against (there exists a level

relationship) by running a usual F-test. If the computed F-statistic falls
outside the asymptotic critical value bounds for the F-statistic band I(0)
and I(1 ) at conventional levels of significance (0.01 , 0.05, and 0.10) as
in Pesaran et al. (2001 , Table CI, pp. 300-301 ), a conclusive decision can
be made, i.e. :

• if the computed F-statistic exceeds the upper bound of critical value
band I(1 ), the null hypothesis can be rejected, i.e. cointegration; and

• if the computed F-statistic falls well below the lower bound of the

critical value band I(0), hence the null hypothesis cannot be rejected,
i.e. no cointegration.

In the case that the computed F-statistic falls inside between I(0)
and I(1 ) bounds, inference would be inconclusive. Therefore, the order
of integration, I(d) of the two variables lnXt and lnYt is acquired via pre-

testing procedure (unit root tests) before conclusive inferences can be

made. It depends on whether the underlying variables are I(0) or I(1 ) for
that pre-testing. The long-run coefficient of lnX, β' is -( ) from

equation (7) (see Pesaran et al., 2001 ).
Furthermore, the Engle and Granger Representation Theorem

(Engle and Granger, 1 987) postulates that if two time series variables

are cointegrated, then the relationship between the variables can be
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expressed as an error correction mechanism (ECM) representation, in

which the error term (residuals) from the OLS (long-run) regression,

lagged once, acts as the error correction term, ectt-1 . Its estimated

coefficient, let’s say from equation (7), should be small and with a

negative sign between zero and one (in absolute value) to show how fast

the short-run adjustment (speed of adjustment) toward the long run is.

The larger the estimated value, the faster the adjustment takes place.

More specifically, as documented and applied by Bahmani-Oskooee

and Fariditavana (2015) in their study on J-curve hypothesis that a

significantly negative coefficient for the error correction term (ectt-1 ),

which is based on the critical value provided by Banerjee et al. (1 998:
276, Table 1 ), is an alternative way of supporting cointegration, perhaps

a more powerful test for cointegration (see Kremers et al., 1 992;
Bahmani-Oskooee and Brooks, 1 999). For example, “… the ECtt1
carries its expected negative and highly significant coefficient in all
cases … supporting the cointegration results reported in Table 1.”
(Bahmani-Oskooee and Kara, 2003: 302).

3. Empirical Findings

This section reports the empirical results.12 Table 2 is about the bounds

tests (F-statistics), and it shows that aggregate data of Taiwan exports to
and imports from ASEAN-10 are cointegrated since its computed F-
statistics, 7.526, exceeds the 0.01 upper bound, I(1 ) critical value, 5.58.
It rejects the null hypothesis of there exists no level relationship,

suggesting long-run relation exists. The results also reveal that the

Taiwan’s exports and imports by the 9 ASEAN countries are

cointegrated, except for Cambodia, Lao PDR, Myanmar, and the

Philippines (see Table 2, the fourth column).
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Table 2 Computed F-statistics ofARDL Bound Test for Cointegration

Notes: The lag structure ofARDL(.) is suggested by SIC (Schwarz Information
Criterion) of a maximum lag length of 7, which is based on Enders’s
(2014) rule that T1 /3, where T is the number of observations. k is the
number of regressors. The underlying null hypothesis is “no levels
relationship”.

These findings have re-confirmed by the significance of their error

correction term, ectt-1 (with a negative sign) of ECM equations reported

in Table 3, but Taiwan’s exports to and imports from Cambodia are now

found to be cointegrated. For those no cointegration cases – Taiwan

trades with Lao PDR, Myanmar, and the Philippines, their estimated

coefficient of ectt-1 has a small t-statistic that is less than the critical
value, -2.90 (Banerjee et al., 1 998) (as marked #), and no cointegration
can be concluded.

Based on the cointegration tests above (Tables 2 and 3), this study

confirms that Taiwan’s exports and imports by ASEAN-10 (in aggregate

data that include Brunei), and the 6 ASEAN member countries, namely

Cambodia, Indonesia, Malaysia, Singapore, Thailand, and Vietnam, are



Are Exports and Imports of Taiwan with ASEAN10 Cointegrated? 347

CCPS Vol. 5 No. 1 (April/May 2019)

Table 3 Error Correction Mechanism (ECM) Equations – ARDL
Approach (dependent variable: ∆lnMt)

Notes: ***, **, * denote significance levels at 1%, 5% and 10% based on their
p-value, respectively. The value in (.) is standard error. The significance
of the error-correction term ectt-1 is based on conventional t-statistic (i.e.
student-t statistic).
# failure to reject the null hypothesis of a cointegrating relation since
their computed t-statistic is statistically insignificant based on Banerjee
et al.’s 0.1 0 critical value, -2.90 (Banerjee et al., 1 998: 276, Table 1 ,
regressor k=1 , with constant, and sample size T=500).

cointegrated (i.e. moving together in the long run). To remark, Brunei is

excluded from country-wise analysis because of insufficient data of

Taiwan imports from the country due to missing observations. Broadly

speaking, a cointegration finding of Taiwan’s exports and imports

reveals that Taiwan’s trade positions with ASEAN-10 and the 6 ASEAN

countries are not in violation of its international budget constraint. This

finding also highlights that macroeconomic policies, especially the “New
Go South” policy, have been effective in the long run. Nevertheless,
unfavourable outcomes of non-cointegration is suggested for Taiwan

with Lao PDR, Myanmar, and the Philippines.
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Table 4ARDL Long-run Estimates (dependent variable: lnMt)

Notes: The estimated coefficient of lnX (independent variable) computed by
ARDL approach with OLS estimator. ***, **, * denote significance
levels at 1%, 5% and 10% based on their p-value, respectively. The
value in (.) is standard error. # refers to no cointegration as suggested by
their error-correction term, see Table 3.

Since long-run relation has been established for Taiwan’s exports

and imports by ASEAN-10, and 6 ASEAN countries, their long-run

coefficient of Taiwan exports to, lnX (equation 6) can be estimated by

OLS estimator in an ARDL framework (equation 7).13 Their estimates

including the constant values are reported in Table 4. It shows that

Taiwan’s exports to ASEAN-10 and all the 6 ASEAN countries (lnXt)

have positive sign, and are statistically significant at least at 10% level,

in determining the country’s imports from ASEAN-10 as well as the 6

ASEAN countries (lnMt). The estimated coefficient of lnMt is

considerably elastic (i.e. more than unity) for trading with ASEAN-10,

and Indonesia and Malaysia. It is to say that a 10% increase in Taiwan’s

exports to ASEAN-10 and these two countries, the country’s (Taiwan’s)

imports from them will be increased by about 11 -12%. Unity elasticity
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(closer to one) is found for Singapore and Thailand that the impact of

Taiwan exports to these countries on her imports from them is the same,

let say 10%. Exports inelasticity is found for Cambodia (0.58), and

Vietnam (0.66). Taiwan’s imports from Cambodia and Vietnam are less

responsive to exports, i.e. 1 0% increases in Taiwan’s exports to these

countries, only 6-7% more Taiwan’s imports from them.

Table 5 Speed ofAdjustment

Notes: The “speed of adjustment” in a month (the second column) is calculated
by multiplying by 100 the absolute value of estimated coefficient of
ectt-1 from Table 3. The “duration” is 100% divided by the “speed of
adjustment” in % a month (the second column).

Lastly, Table 5 presents the speed of adjustment (% in a month) of

ASEAN-10 and the 6 ASEAN countries including their duration, on how

fast the short-run disequilibrium is corrected (adjusted) toward the long-

run (equilibrium) over time. For ASEAN-10, it is about 11% short-run

disequilibrium being adjusted in a month, that requires about 9 months

to achieve long-run (equilibrium), i.e. both exports and imports variables

are moving together. It is interesting to show that the fastest adjustment

Taiwan-trading ASEAN countries are Thailand and Vietnam, about 20%

(5 months) and 21% (5 months) respectively within a month. Singapore

is the slowest that requires more than a year ~ 14 month as only 7.3%
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disequilibrium is being adjusted within a month. The remaining

countries (Cambodia, Indonesia, and Malaysia) require approximately

half a year toward long-run relationship – Malaysia requires 8 months.

4. Conclusion and Policy Insight

In short, this study looks at the feasibility of Taiwan’s current “New Go
South” policy as well as other past “Go South” policies since 1992, from
the international trade perspective by examining whether Taiwan’s

exports and imports by ASEAN-10 including the member countries are

cointegrated or not. The empirical results based on ARDL cointegration

approach as well as error correction term (ECM equation) show a long-

run relationship (equilibrium) between Taiwan’s exports and imports by

ASEAN-10, and the 6 ASEAN countries, namely Cambodia, Indonesia,

Malaysia, Singapore, Thailand, and Vietnam, over the periods ranging

between 1989m1 and 2017m11 . This finding highlights that trade

balances of Taiwan with ASEAN-10, especially the 6 ASEAN countries,

are sustainable, that is not in violation of their international budget

constraint. An economic perspective on this finding is that the Taiwan

government’s macroeconomic policies including the “New Go South”
policy as well as its early versions since former president Lee Teng-hui

have been effective in the long run. Non-cointegration is found for Lao

PDR, Myanmar, and the Philippines. It highlights that the

macroeconomic policies including the “New Go South” policy are

unfavourable to these ASEAN countries. Perhaps, Taiwan and these

countries have to improve their trade practices or policies such as

reducing tariff rates, nontariff measures (NTMs), and so on via bilateral
trade negotiations. Therefore, it is important for bilateral trade between
Taiwan and the 10 ASEAN countries to have their Taiwan’s exports and

imports cointegrated, besides the overall trade. The 10 ASEAN member
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countries have different stages of economic and political development;

thus, the feasibility of Taiwan’s “New Go South” policy should be
formulated and implemented with respect to individual ASEAN country,

instead of a broadly-defined framework on overall exports and imports

in ASEAN-10.

Why some countries experience cointegration but other countries do
not? It can be explained that the ASEAN countries which show

cointegration (Cambodia, Indonesia, Malaysia, Singapore, Thailand, and

Vietnam) mostly have high GDP per capita, and high openness to trade –

the two key determinants of trade, while for the non-cointegration cases

such as Lao PDR, Myanmar, and the Philippines, they have been ranked

low (i.e. 5-9) in these two indicators.14 A more precise explanation for

non-cointegration can be found in the country-specific relations and

politics. Myanmar has opened up its economy gradually starting from

2011 , and bilateral relations between Taiwan and Myanmar have

gradually improved, especially on trade and investment.15 After a hiatus

of several decades, relations between Taiwan and Myanmar have been

significantly reinstalled since 2014.16 By the same token, Taiwan also

faces the risk of having its efforts actively undermined by Beij ing,

particularly within states close to China’s sphere of influence such as

Cambodia, Lao PDR, and increasingly the Philippines, which has a

critical relationship with Taiwan.17

For policy implication, the “New Go South” policy is considerably a
feasible move for Taiwan as refreshed currently by President Tsai Ing-

wen. Perhaps, such “Go South” policy needs to be complemented by
macroeconomic policies. Bilateral economic relationship between

Taiwan and ASEAN-10 has to further strengthen as such market

integration (via trade) mutually benefits Taiwan as well as ASEAN-10,

by not only exchanging goods and services that create consumers’

varieties, while it involves trade in knowledge (ideas) and technologies.
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It helps to increase productivity and output (growth), in general. Trade

agreements and bilateral policies related to trade liberalization need to be

adopted in order to ensure greater trade openness between Taiwan and

ASEAN countries. For example, recent visit of the Malaysian prime

minister Tun Dr Mahathir Mohamad to Japan has revived the “Look
East” policy (first introduced in 1982) to deepen collaboration and
strengthen business competitiveness for Malaysia and Japan.18 Our

policy recommendation is to include Taiwan in the “East” of this policy.

Other ASEAN countries are advised to consider the “Look East” policy

at least to include Taiwan. Meanwhile, Taiwan has to re-look at and

revise the existing bilateral policies (including trade policies) with Lao

PDR, Myanmar and the Philippines, as well as the ASEAN-10 bloc, in

order to restore a long-run relation in future.

Appendix Plot ofTaiwan’s Exports to and Imports from Brunei (in
natural logarithm, ln), 1 989m1 - 2017m11
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_a_step_closer.xml> <file:///C:/Users/user/Downloads/170919_insights_ta

iwan_and_asean_a_step_closer.pdf>

2. “New Southbound Policy continues to boost Taiwan exports”, Taiwan

Today, 3 June 2017. <https://taiwantoday.tw/news.php?unit=2,6,10,15,18

&post=116219>

3. “Taiwan’s Tsai Ing-wen seeks to refresh ‘Go South’ policy”, Channel

NewsAsia, 1 8 May 2016. <https://www.channelnewsasia.com/news/asiapa

cific/taiwanstsaiingwenseekstorefreshgosouthpolicy8002350>

4. “‘New Southbound Policy’ promotion plan launched”, Office of

Information Services, Executive Yuan, 5 September 2016. <http://www.ey.

gov.tw/en/News_Content2.aspx?n=1C6028CA080A27B3&s=366421D81E

3C10FB>

5. It also answers a research question “Are current account deficits

sustainable?” But this study looks at the feasibility of the so-called “Go

South” policy/policies on the Taiwan’s exports and imports in the long run,

rather than at trade (current) account balance sustainability.

6. It follows the similar derivation exercise as above, but replacing exports,

X, with imports, M.

7. This study uses this unit for convenient, instead of “quantity” as unit of

measurement. Other available unit of data for selection are value (US$),

and weight (kg). (Accessed at <https://cus93.trade.gov.tw/FSCE010F/FSC

E010F?menuURL=FSCE010F>.)

8. Accessed at <https://cus93.trade.gov.tw/FSCE000F/FSCE000F>.

9. A missing value between two observed periods is estimated and added by

their averaged value.

1 0. http://www.aseancenter.org.tw/en/Brunei.aspx

11 . This study considers two standard unit root tests, namely Augmented

Dicky-Fuller (ADF) (Dickey and Fuller, 1 979), and Phillips-Perron (PP)

(Phillips and Perron, 1 988). The test statistics are not reported here, but

available from the authors upon request. The tests suggest that most of the
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variables are stationary at levels, I(0). But, it may be infeasible because

most of the economic variables are generally believed to be non-stationary,

I(1 ). The past empirical studies, those referenced in this study on

cointegration between exports and imports, confirm this intuition.

1 2. All of the computations are carried out by the Eviews econometrics

software (such as the ARDL bounds testing procedure).

1 3 . Since non-cointegration is found for Lao PDR, Myanmar, and the

Philippines, interpretation for the estimated long-run coefficient of lnXt for

these countries is invalid even though the Philippines’ is statistically

significant at 1% level. By the same token, this study also considers

additional insight for these countries by re-estimating the bound test

statistics with nonlinear ARDL method (see Shin et al., 2014). The

empirical results show the same finding that non-cointegration occurs for

the Philippines and Lao PDR, except for Myanmar (i.e. cointegrated

between the country’s exports and imports). The results are not reported

here but available upon request from the first author.

1 4.

Based on the average (mean) values of the variables computed
with the data (1989-2017) obtained from the World Development
Indictors, World Bank (http://databank.worldbank.org/data/...). # denotes
non-cointegration.
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1 5. http://www.icrt.com.tw/wordpress/lookingsouth/2017/11/06/lookingsouthe

pisode29focusonmyanmar/

16. http://www.tfd.org.tw/export/sites/tfd/files/event/20161228_NR.pdf

17. https://foreignpolicy.com/2017/08/24/taiwanseconomiccharmoffensivehi

tschinesewalls/

18. https://www.thestar.com.my/business/businessnews/2018/06/12/malaysiaa

ndjapantorevivelookeastpolicy/
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