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1. Dual mega trends surrounding East Asia
R7OT7EH< D KEAR
(1) What the Asian crisis taught us.
» No country can secure currency stability alone.JBE (DE
IR (3
* Even a country with sound macro-economy can be a
victim of currency speculations.

|u.|~

* Only collectively countries in a region can defend their
currencies and national economies from risks in the
world (currency speculations, political pressures from
big powers, volatile movements of US dollar and other
major currencies etc.). — the basic reason why EMS
(European Monetary System) was established 1n 1979.

SHEBERIMNBE S X T ADH
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(2) Uncontrollable movements of international capital i1
AN 5 E R EAR
 Daily foreign exchange turnover US$1.2 trillion (2001)

 Annual GDP of China $1,159 billion, Korea $422 billion,
Indonesia $145 billion, Thailand $115 billion (2001)

(3) Reglonahsm within the multilateral framework of
IMF/WTO ZAiEHEA (ICEH T Stk E R
* Bipolar system of real economy and money
USA and the Americas: FTAA and US dollar 2K} B
Bothis & L
Europe: enlarged EU and euro ki KEU & 21—
Asia: ASEAN+3 and ? 7 > 7 Tl

* Regional integration as a supplement to the multilateral
trade system of WTO ZAMRiEH = M7 T RS




2. Exchange rate system: alternatives for East Asia
R7 27 DREBHGHE : =D0DZEIREX
(1) Maintaining the status quo IRIKFEFF

e Japan (free float), China (fixed rate), HK (currency
board system), Korea (managed float), Indonesia
(managed float), Malaysia (fixed rate) etc.

* Risks of unstable exchange rates and currency
speculations despite the “Chiang Mai Initiative” 1~ %g
ERABHBLBEREDURS

e Prof. E. Ogawa of Hitotsubashi University reports the

recent tendency of EA countries de facto re-pegging
their currencies to US dollar (a I‘lSk of repeating the

same mistake of 1990s!). KILEBRw & DEM]




(2) Entry into the dollar zone or euro zone [JVE - 21—
AL
When a single country belongs to the dollar/euro zone,

* Merits: a hard peg to US dollar (e.g. HK’s currency
board system) increases confidence in the currency.

* Demertits: a soft peg (e.g. Thailand prior to the
Asian Crisis) may invite currency speculations.

The government must choose either (a) independent
monetary policy with capital restrictions (e.g. China
and Malaysia) or (b) US-dependent monetary policy
with capital liberalization. = Questlon of
“irreconcilable triangle” [ARJgE/R=AA2] DERE

The entry of EA as a region to the dollar/euro zone 1s not
appropriate due to diversity of trade partners.
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(3) Creation of a regional monetary arrangement#bizii)1@8 5
H 48 & D Bl 7%

« Japan’s proposal for AMF (Asian Monetary Fund 77 227
1B E E %) was refused and buried — dead or dormant?

* Chiang Mai Initiative — does 1t develop to a regional
monetary arrangement with a common exchange rate
system?

» Lively discussion for/against a common currency basket
peg system 1n East Asia: basket of US dollar, yen and euro

H@BENRT Y b - Ry Tz < S

(note) What is a currency basket? BEH/NAT v b &IE ?

A basket of e.g. US$0.33 + 140 + euro 0.33 is equal to
US$1.01 or \122 or euro 0.95

at an exchange rate of US$1=\120, euro1=US$1.06 on 20 March 003




Merits of a common currency basket peg system L1818
NRTy b - Ry THOF A
» Security of currency stability through a regional
financial cooperation by establishing AMF

I ERBNICKSBEDREHER
* Selt-help without IMF support 1n case of crisis (cf.
EMS crisis in 1992/3)BBIBAIC K S BEREDEAR
Possible problems and demerits SRR 5

- conflict of national interests due to differences of
trade/economic structures

B5 - BFEBEDENCKDSHERIL
* Monetary policy becomes limited by fixing an

exchange rate to a common basket — the domestic
interest rate tends to converge to the mixed level of US

dollar, yen and euro £RAELR N D Hl#Y



3. Proposal of an Asian Zone of Monetary Stability

Stage 1. Common basket peg
system

Stage 2. Asian Monetary
System

- Regional currencies are pegged
to a common basket of US$, yen
and euro.

* Fluctuation band of 2.25%~
15%

- Members are from EA and
Oceania (note: Japan does not
join the peg system)

- AMF (liquidity supply+
surveillance) 1s established.

- ACU (Asian Currency Units)
consists solely of regional
currencies.

- An Exchange Rate
Mechanism after the EMS
(parity grid) or EMU (peg
system)

- AMF 1s responsible for credit
extension, ACU settlement,
policy coordination.

- Japan and China must
cooperate.

ET-3359




4. Lessons from the European monetary integration

BR b 18 & 7 A D2

European experience gives East Asia valuable lessons.

(1) It requires time!

e Europe needed 50 years for economic integration
(EEC as a customs union — EU as a single market)
and 30 years for monetary integration (Werner Plan

— EMS — EMU and the euro). FFHRSITIRER
SMERE

* Establishment of an Asian monetary zone 1s a long—
term project of a generation as a time span. 105F B

fDOREAIZO O b
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(2) Importance of shared historical views and common goals

« An ultimate goal of peace in

Europe

* Economic means to achieve political goals (freedom,

democracy, human rights and rule of law) E;G A9 B 893

IRD=HICEBFNFEEZF

| R

Al

« Shared historical views (acknowledgement of different

views) BEREIDOHF LEDFRHE

— 1n East Asia, there are no shared historical views and
common goals yet, but there 1s an encouraging sign of
“regional 1dentity” as East Asia = ASEAN+3

R7 7 ICET B iR~
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(3) Strong needs must arise from real economies.

e Europe needed currency stability to realize and
maintain EEC (especially common agricultural

policy) and a single market. EXM TIIIREFHRS
HEDIZOHITBEDRENARRIRIE DT,

— East Asia’s high dependence on trade and
increase of intra-regional trade B D7 ICHIF
SEWESIKFE LEBAEZ OB

 Movement to create FTA (Free Trade Area)
among ASEAN+3 B HE StthiggliDEh =
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(4) Flexible management of regional institutions

e EU started with 6 countries as EEC, and has
grown to the present 25 members over half a
century.

 Membership of institutions (EU, WEU, NATO
etc.) has been different and reflected each
country’s different positions and national interests.
FRIN DAL DS INE - BE A AT R4

— 1n East Asia, where diversity 1s more conspicuous
than 1n Europe, regional arrangements and
institutions should be negotiated and managed
flexibly. IBREREBEREREZRIBEERT 7 T
(FRERIZEBZ DA AR
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(5) Clear political will and strong leadership

* French and German statesmen, especially, took a
strong leadership for promotion of European
integration (political, economic and monetary).

WILDBARICK DIEENHE

— 1n East Asia, Japan and China must take a
leadership jointly for common interests of the
regionn. HPRDHALIEENFHEOEE

* Both Japan and China must succeed in resolving
domestic problems for sustained economic growth,
not only for their own sake, but for the prosperity
of East Asia.

13



