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ABSTRACT

Forming a single currency region in East Asia is desirable. The lack of political commitment and experience with political cooperation in East Asia constitute the decisive factors against the formation of a common currency area. The formation of a quasi-monetary bloc remains a viable option to East Asia. It is suggested that a coordinating institution be formed to assess needs and formulate the steps necessary for the formation of a quasi-monetary union. The implementation by the East Asian countries and the coordinating institution will lead to political convergence as well as economic convergence, a necessary process toward establishing common monetary monetary and exchange rate policy standards. China and Japan continue to play the leadership role in the push for greater regional monetary integration and cooperation.
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1. Introduction

The inauguration of the euro on January 1, 1999 ended the evolutionary process of almost 50 years that started with the Coal and Steel Community in 1951. The euro zone will promote regional financial integration, growth, and stability in Europe (Dutta (2000) and Letiche (2000)) 

Starting in the 1970s, the Asian economies accomplished the Asian miracle.
 The formation of APEC in 1989 sought to promote freer interregional trade and direct investment, contributed to the miracle. Trade in goods and services has expanded at a rapid rate, not only among the countries of East Asia, but also between the region and the rest of the world. 

The evolution of the euro zone and the increasing openness of East Asian economies have drawn greater attention from economic analysts to the potential of an Asian monetary union (Bayoumi and Eichengreen (1999)) and what could be done with respect to monetary and exchange rate policy at the regional level  (Mckinnon (2000) and Kwan (1998)).   In November 1999, leaders of ASEAN, China, Japan, and South Korea agreed to accelerate the process of establishing a common market. In May 2000, the finance ministers of the ASEAN+3 agreed through the “Chiang Mai Initiative” to plan for closer monetary and financial cooperation 

This paper aims at assessing the economic feasibility of forming a regional currency block in Asia, organized around some well-known theoretical and empirical literature on optimum currency areas   It concludes that the East Asian countries have not reached the stage where they can form an optimum currency area. As a transition step, the formation of a quasi-monetary bloc is an option available to East Asia.
  It suggests the establishment  of  swap arrangements, free trade agreements, and  a regional coordinating institution to facilitate regional monetary cooperation and integration. China and Japan should play the leadership role in forming regional consensus for monetary integration.

 The paper consists of six sections. Section 2 examines the feasibility of forming a common currency bloc in terms of market size, trade intensity, the direction of trade in East Asia, and the correlations with external disturbances. Section 3 presents the swap arrangements and free trade agreements. Section 4 addresses the establishment of coordinating institution for regional cooperation. Section 5 discusses the status of China and Japan. Section 6 concludes with a summary.

2. Feasibility of a Common Currency Bloc

A common currency bloc is a region within which only one monetary unit circulates or within which the values of all the monetary units are fixed in relation to each other. This section analyzes whether East Asia meets the conditions for forming a common currency bloc.

A fully functioning common currency bloc requires (a) that exchange rates in the region are fixed to one another, while they vary against other currencies outside the region and (b) that no exchange controls are imposed on current and capital transactions in the region. Under this monetary arrangement, a single central bank manages the pool of international reserves for the region as a whole and issues a common currency. 

The adoption of a common currency leads to an increase in the number of 

economic agents using the currency as a medium of exchange. This eliminates the need for exchanging one currency to the other currencies in the union. Consequently, it reduces transaction costs and increases the transparency of prices. This benefits consumers and raises the volume of trade in goods and services. Empirical studies confirm that a common currency zone saves transaction costs and promotes intra-zone trade. For example, the Commission of the European Community estimated savings of about 0.5% of GDP in exchange transaction costs for the Community as a whole (European Economy (1990)). Glick and Rose (2002) states “a pair of countries that starts to use a common currency experiences a near doubling in bilateral trade.” On the other hand, it reduces seigniorage revenues created from issuing the currency by the central bank of a member country. The reduction in these revenues is usually expected to be smaller than the benefits generated from its trade creation effects.

An Optimum Currency Area (OCA) is an economic area composed of economies affected systematically by disturbances and between which labor and other factors of production flow freely. Whether a common currency zone is desirable or not is discussed at length in the literature on optimum currency theory (Mundell (1961), McKinnon (1963), Kenen (1969), and Tavlas (1993)).  The criteria are factor mobility (Mundell (1961)), trade integration (Mckinnon (1963)), and a similar  regional production pattern (Kenen (1969)). Some of the important conditions that would make possible a OCA are (i) a large market size and a high degree of openness in trade, (ii) a high degree of intra-zone trade, and (iii) similarities in national structures and in responses to common shocks.

Let us examine whether East Asia satisfies the main economic conditions for forming an optimum currency area. East Asia as considered here includes ten countries- China, Hong Kong, Indonesia, Japan, Korea, Malaysia, the Philippines, Singapore, Thailand, and Taiwan. The annual data are drawn from IMF(2003a), Council for Economic Planning and Development of R.O.C.(2003),, U. S. Council of Economic Advisors (2003), World Bank (2001), and Taiwan (R.O.C.) Central Bank of China (2003).
2.1 GDP Size and Trade Openness

East Asia’s GDP as a share of world GDP rose from 18% in 1987 to 25% in 1997. This is higher than the 16% share of the EU and the 21% share of the United States in 1997 (Table 1). This indicates that the market size in East Asia is large and growing. 

Its openness is measured by the ratio of the sum of export and imports in goods and services to twice the level of GDP. Openness rose from  0.14  in 1987 to  0.17 in 1997. The ratios for the Asian NICs, namely Hong Kong, Korea, Singapore, and Taiwan are very high, ranging from 0.21-1.45 in 1987 and 0.27-1.61 in 1997. The region’s openness is lower than for the EU and higher than for the United States. On the whole, the openness of the countries in East Asia may be viewed as high.

2.2 Direction of Trade and Foreign Direct Investment

Table 2 summarizes the direction of East Asian trade. The intra-regional export share of East Asia in the total of East Asian exports is large and growing. It rose from 31% in 1980 to 46% in 2000, while the shares of exports from the EU and the United States remain at 15% and 24%, respectively. The intra-regional import share of East Asia rose from 31% in 1980 to 53% in 2000. The share of imports from the EU rose very little, from 10% in 1980 to 11% in 2000, while that from the United States declined from 16% in 1980 to 15% in 2000. 

Foreign direct investment inflows to East Asian countries have been substantial and have greatly increased recently. Major investing countries are the United States and Japan.  FDI flows among East Asian countries are also large. About 80 percent of the total foreign direct investment inflows in China and 30 percent in the total in the Philippines come from the East Asian countries. The increasing  inter-regional direct investment flows are a result of allocating production in locations according to its comparative cost advantage and the outsourcing the production of goods and services. (see Dobson (2001), Table 2 and Urata (1993)). 

2.3 Similarities in Economic Structures and Responses to Common Shocks 


Similarities in national economic structures and in responses to common shocks are examined using the correlations of demand and supply shocks computed from the structural vector autoregressive (VAR) models.
 The VAR is estimated with a lag of two years to capture the dynamic process, as done by Bayoumi and Echengreen (1994) and Ling (2001), and experimenting with longer lags did not change the results very much. We obtained for each country two sets of exogenous shocks, demand shocks and supply shocks, over the period 1975-2001.
 We computed the correlations of the exogenous shocks.

All bilateral correlation coefficients for the demand shocks during the period from 1975 to 2001 are given in Table 3.0 There are broadly two groups as far as demand shocks are concerned. One group, called the ASEAN group, comprises Indonesia, Malaysia, Singapore, and Thailand. Demand shocks in the group are positively and highly correlated.
  The other group, called the Northeast group,  (Korea, Taiwan, and Japan) has positive correlations among demand shocks. The correlations of Korea with the countries in the ASEAN  group are quite high. Hong Kong has positive correlations with the countries in the Northeast group. The demand shocks in China and the Philippines yield negative and very small positive correlations with the other countries in the region. The correlations of supply shocks during the period from 1975 to 2001 are given in Table 4.0. Supply shocks are positively and highly correlated in countries in the ASEAN group, Hong Kong, and Korea.  Korea and Japan have positive correlations with supply shocks. 

The correlations of demand and supply disturbances show that the effects of 

external shocks are not quite symmetric across  the economies in East Asia.  The responses to external shocks by most ASEAN countries are similar and symmetric, while those of Korea, Japan, and to some extent Taiwan are also symmetric to external shocks. This finding is similar to what previous studies by Bayoumi and Eichengreen (1994), Bayoumi, Eichengreen, and Mauro (2000), and Ling (2001) found.  Eichengreen and Bayoumi (1999) found similar results, using the OCA index method.
   

One very important finding of this paper is that the correlations of demand and supply shocks are higher in the period 1990-2001 than those in the period 1975-1989 ( compare the correlations in Table 3.1 with those in Table 3.2, and Table 4.2 with Table 4.1). This demonstrates that the East Asian economies are becoming more symmetrical in their responses to external shocks. The phenomenon of increasing symmetry of disturbances is a consequence of growing intra-regional trade among the countries. This is evidence supporting the hypothesis that the economic structures are of an endogenous nature 

2.4 Factor Mobility

The cost of becoming a member country in a common currency bloc depends on the speed at which its economy adjusts to external shocks. The quicker the output adjustment, the smaller the cost. A measure of the speed of adjustment can be obtained from impulse response functions of the VAR models. Impulse response functions measure the effect of a unit shock on output and prices. The speed of adjustment is measured in this paper by the cumulative responses after two years as a share of the long run output effect. The speeds of adjustment computed over the period 1963-2001 are found to be high. This finding is the same as Bayoumi, Eichengreen, and Mauro (2000, pp.131-133).

Bayoumi and Eichengreen (1994, pp. 27-28) notes that adjustment in Asia is relatively fast, reflecting flexible labor markets and that the speed of adjustment in Asia seems similar to or faster than in Europe.
  It is difficult to conclude whether labor markets across the Asian countries are flexible or not in the absence of concrete statistics on the ratio of foreign workers to employment.
  According to Goto (2001, p.6), the foreign population share in total East/Southeast Asian countries is only 1.2%, which is substantially lower than 8.6% in North America and 5% in Europe. Recently intra-Asian migration has increased from one million at the beginning of the 1980s to 6.5 million in 1997. Major host countries include Japan, Hong Kong, Singapore, and Taiwan, and major exporters are Indonesia and the Philippines. Korea, Malaysia and Thailand are both exporters and importers of migrant workers.
 Although the degree of labor market integration in East Asia has risen in recent years, labor mobility still remains low there. 

2.5 Assessment



Although the East Asian countries have small economies, the total output of East Asia is relatively high. Foreign trade of individual countries accounts for a large part of their GDP. The openness to trade is high. In recent years, external disturbances to individual countries are symmetric to two specific groups of countries, ASEAN and Northeast Asia. The speed at which they adjust to external shocks has been rapid. These favor forming a currency bloc. Growth and inflation rates are highly and positively correlated within each region.

On the other hand, the weak financial systems would be a problem for a common currency bloc among the countries in East Asia, though not a decisive factor. The foreign exchange markets of some of the prospective members are not well developed, and the countries still have too wide a range of preferences concerning exchange rate policy, budget deficits,  and inflation rates. Monetary union represents a surrender of sovereignty by the member states. It involves not only political issues, but also the strong emotional pride attached to national currencies. Hence, a currency bloc can only succeed when member countries accept it politically. The decisive factor against the formation of a common currency bloc in East Asia at the present time is the lack of political will and commitment.
 Political commitment involves taking decisions such as making central banks independent, adhering to fiscal, budget deficits,  and exchange rate arrangements even when they would not be on the basis of purely domestic considerations, and accepting supranational directives on issues such as factor mobility. 

At present, therefore, the East Asian countries have not reached the stage to form a currency area.
 However, East Asia is worth considering for a transition process, which involves a stronger financial and political integration among other things, and of learning from experience. The formation of a quasi-monetary bloc is a transition option available to East Asia. In a quasi-monetary bloc, individual members retain control of their exchange rates and undertake cooperative coordination to attain common exchange rate, monetary policy, and financial objectives. (see Corden (1972)). 

3. Present Regional Financial Arrangement and Free Trade Agreement

3.1 Swap Arrangement

East Asian countries thought that in the face of the Asian crisis, the IMF may have moved too slowly and some aspects of IMF programs in exchange for its support package have been subject to criticism.
  The IMF aid package was felt to be too restrictive and insufficient.
  An alternative to the IMF package, a pool of regional resources, would have handled  the crisis better. In September 1997, Japan offered $100 billion in capital for establishing an Asia Monetary Fund (AMF). The Japanese version of an AMF has not progressed further, as it has not received the full support of the United States, China, and the IMF.
 



In May 2000, the ministers of the ASEAN countries, China, Japan, and Korea met in Chiang Mai, Thailand. The ministers agreed to establish a network of swap agreements to use in crises. The so-called Chiang-Mai Initiative created currency swap arrangements to maintain exchange rate stability in case of another major financial disturbance.
 Table 5 lists the present swap arrangements. Swap arrangements were made on a bilateral rather than a regional basis. It is desirable for swap arrangements to extend to a regional basis and to be combined with regional surveillance. This development symbolize the commitment to monetary policy cooperation in East Asia. 

3.2 Free Trade Agreement



Table 6 summarizes free trade agreement (FTA) in East Asia. Surprisingly, not many FTAs have been formed in East Asia. Japan has a FTA with Singapore. No FTA agreements exist between ASEAN countries and any of the Northeast Asian countries (China, Taiwan, Korea, and Japan). Furthermore, no FTA agreements exist among China, Taiwan, Korea, and Japan, despite their large bilateral trade. East Asian countries should make greater efforts to establish free trade agreements within East Asia or a specific region, such as Northeast Asia. An increase in FTA agreements in East Asia would speed up economic and political convergence.

4. Proposed Coordinating Institution

Letiche (2000, pp.290-291) proposed an East Asia Monetary Authority (EAMA).  The EAMA provides a framework for moving toward an integrated system of financial regulation and uniform standards and monetary instruments for the central banks. Eichengreen (2001, pp. 33-42) proposed the establishment of an Asian Financial Institute (AFI). The AFI would coordinate promoting financial stability, monitoring, and technical assistance, and formulate regional monetary policy cooperation and strategies. 

Basically, the EAMA and AFI monitor the progress of modernizing financial systems and institutions. It coordinates the use of swap arrangements and supports and sound fiscal and macroeconomic performance of each member. Policy cooperation is the process whereby countries modify their policies in a mutually beneficial manner, taking account of their interdependence. Policy cooperation can offer the benefit of credibility in implementation of the agreement.

 The East Asia region is diverse in economic and political development and feels comfortable when events evolve gradually and uneasy about sudden change to new arrangements.
  Hence, they have had a strong tendency to favor loosely defined cooperation and some flexibility for policy cooperation. It is demonstrated in the APEC finance minister meetings and the Executive Meeting of East Asian and the Pacific Central Banks (IEMEAP established in 1995 by Japan and Australia).
 

Most of the East Asian countries including China and Japan have been faced with difficult and politically challenging tasks such as corporate and banking restructuring at home.  They are likely to prefer to solve regional issues on a bilateral basis and without a firm commitment. To take this into account, the proposed coordinating institution should be limited to providing information useful for them to process the arrangements for monetary cooperation.  

5. Leadership Role of China and Japan

Which countries will play the role of leader in regional monetary cooperation, China or Japan or both? China’s per capita GDP of $1000 and exports were far below that of Japan’s in 2001, although the GDP figure appears to be an underestimate and is higher, using purchasing power parity instead of the exchange rate. But China’s population is ten times greater than Japan’s population. Its average growth rate was 9.5 percent and inflation 9.2 percent during the 1985-1996 period. China’s growth rate of 7.5 percent during the 1997-2001 period but is remarkably high. There was virtually no inflation in China during that period. On the other hand, Japan’s average growth rate, 3.2 percent during the 1985-1996 period, decreased to 0.6 percent during the 1997-2001 period. Its inflation rate, 1 percent during the 1985-1996 period, declined further to negative 0.5 percent during the 1997-2001 period.  

Let us assume that China’s nominal GDP measured in U.S. dollars grows at 10 percent per year over 20 years from 2002 and that Japan’s nominal GDP grows at 2 percent per year.
  The resulting GDP of China, $7794 billion, will exceed that of Japan, $6309 billion, in 2022. In order for Japan’s GDP to keep up with China’s GDP, Japan’s economy must grow at 3.08 percent per year. What all this indicates is that the GDPs of the two countries will be similar in 20 years. 

The direction of trade for China and Japan is given in Table 7. The share of exports from China to the other East Asian countries (except Japan) and their import share from China increased; for China’s exports, from 5 percent in 1990 to 12 percent in 2000, and for their imports from China, from 9 percent in 1990 to 15 percent in 2000.
 Their export shares to Japan, the United States and the rest of the world, mainly Europe, declined from 1990 to 2000. China’s export shares rose for all the other countries and China’s imports from Japan grew. Japan’s exports to China grew from a 2 percent share in 1990 to 6 percent in 2000. Its imports from China fell from a 5 percent share in 1990 to a 1 percent share in 2000.  

This shows that the East Asian countries have increased their dependence on China as an export market. Recently, China has made greater efforts to establish its FTA with ASEAN. Will China’s rapid growth and increasing links with neighboring countries lead to its becoming the leading economic power in East Asia? During his visit to the United States in January 1984, Premier Zhao Ziyang emphasized the increasing interdependence of the Pacific-Asia region and its economic cooperation.
  Since then, China has shown deep interest in economic cooperation in East Asia, particularly with greater China common market.
 ln order for China to become a dominant leader, the Chinese renminbi needs to be used as an international currency. It will take a long time for the non-China countries to accept the renminbi as key international currency. China needs to eliminate its control over capital flows and to establish full convertibility, to transform its underdeveloped money and capital markets, and to reduce the non-performing loans in China’s  banking system.

Will Japan maintain its economic dominance in Asia? In 1967, foreign minister Takeo Miki put forth a Asia Pacific policy based on a regional cooperation in East Asia.
 Japan has a strong commitment to the Asia Pacific region.
  Following this policy, the government of Japan’s strong push for the Asia Monetary Fund and the regional role of the yen suggest a desire to become the de facto leader in Asia. Neighboring countries have made known their concerns. Japan was unable to stop the depreciation of the yen against the dollar until the middle of 1998. The yen depreciation since 1996 discouraged East Asian countries from exporting there and this contributed to the crisis of 1997-1998. It has raised a question of whether Japan was trying to pursue its export-oriented recovery at the expense of its Asian neighbors. Trade accounts of non-Japan Asian countries with Japan are in deficit. The deficit situation seems to have been maintained because of Japan’s reluctance to open its domestic markets.  Hence, an impediment to Japan’s dominant role is its unwillingness to open  its domestic markets  unconditionally, as  Morishima (1982) documented that Japan was not globally open minded. The neighboring countries are also concerned about Japanese owned banks getting in difficulty and hurting future economic growth. 

Politically, will China or Japan be accepted  as the leader by the East Asian neighboring countries? The memories of the imperialistic Asia-Japan co-prosperity sphere of the 1940s have created suspicion toward Japan. The suspicions are strong in the countries who have been familiar with the Chinese language and culture. On the other hand, China’s preoccupation is with keeping up the economic growth-a strategy that the late Deng Xiaoping inaugurated a decade ago. China needs to modernize its political and economic systems. In spite of the fact that China and Japan have each to resolve its own internal problems, both will continue to play a leading role in East Asia and  join forces to push regional monetary cooperation. 

6. Summary

The East Asian economies grow more open and interdependent. They are vulnerable to disturbances from abroad and the high degree of capital mobility across countries in the world. Disturbances to many individual countries are symmetric among them. These favor forming a single currency bloc. The lack of political commitment and experience with political cooperation in East Asia constitute the decisive factors against the formation of a common currency area. At present, forming such a currency area is a very distant prospect.

The formation of a quasi-monetary bloc is a possible option available to East Asia. In light of the region’s preference of loosely defined policy cooperation and the differences in the political characteristics and historical experiences of individual countries in the region, the formation of a quasi-monetary bloc is likely to be a feasible long-term solution as a perhaps superior substitute for a single currency  bloc.   The majority of East Asian countries have weak banking systems and high external debt denominated in various foreign currencies. The financial systems should be improved, and good fiscal performance should be attained. More regional free trade agreements, foreign capital investment and more comprehensive swap arrangements will work toward greater monetary integration.



It is suggested that a new organization be formed to assess needs and coordinate the steps necessary for the formation of a quasi-monetary union. When East Asian countries and the coordinating institution work together, it will reduce harmful spill-over effects of a country’s unsound macro policy and financial market conditions on neighboring countries through interest rates, exchange rates, or trade and capital flows. It will help to speed up political convergence as well as economic policy convergence among the East Asian countries. Greater political and economic policy convergence is necessary to establish common monetary standards.

China and Japan have been important economic leaders in East Asia. Each has its own problems that will need to be resolved. However, recognizing the importance of economic interdependence, both should play the leading role in promoting regional monetary integration, leading to a common currency bloc.  
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Table 1:GDP and Trade of East Asian Countries in 1987 and 1997


_________________________________________________________________________________


GDP

Export

Import

Trade/2GDP


1987
1997
1987
1997
1987
1997
1987
1997













China
1247
3880
46
190
49
160
0.04
0.05



(5.3)
(10)
(1.1)
(2.5)
(1.2)
(2.1)




Hong Kong
78
153
76
230
69
238
0.93
1.53



(0.3)
(0.4)
(1.9)
(3.1)
(1.7)
(3.2)




Taiwan
148
291
71
141
50
136
0.41
0.48



(0.6)
(0.7)
(1.8)
(1.8)
(1.2)
(1.8)




Korea
280
703
67
203
52
183
0.21
0.27



(1.1)
(1.8)
(1.7)
(2.7)
(1.3)
(2.5)




Japan
1971
3199
316
572
220
457
0.14
0.16



(8.3)
(8.3)
(8.1)
(7.6)
(5.4)
(6.2)




North EA
3725
8228
578
1338
441
1177
0.14
0.15



(15.8)
(21.2)
(14.7)
(17.8)
(10.9)
(16.1)















Indonesia
270
644
28
62
28
75
0.10
0.11



(1.1)
(1.6)
(0.7)
(0.8)
(0.7)
(1)




Malaysia
63
185
26
94
19
95
0.36
0.51



(0.3)
(0.5)
(0.6)
(1.2)
(0.5)
(1.3)




Philippines
165
276
13
36
13
43
0.08
0.14



(0.7)
(0.7)
(0.3)
(0.5)
(0.3)
(0.6)




Singapore
28
78
38
122
43
129
1.45
1.61



(0.1)
(0.2)
(0.9)
(1.6)
(1.1)
(1.8)




Thailand
143
391
21
73
20
72
0.14
0.19



(0.6)
(1)
(0.5)
(0.9)
(0.5)
(0.9)




ASEAN
671
1575
126
388
125
416
0.19
0.26



(2.8)
(4.1)
(3.2)
(5.2)
(3.1)
(5.6)















East Asia
4396
9803
704
1726
566
1593
0.14
0.17



(18.6)
(25.3)
(17.9)
(23)
(14)
(21.7)




EURO
4071
6260
1327
2362
1286
2169
0.32
0.36



(17.3)
(15.8)
(33.8)
(31.5)
(31.8)
(29.5)




U.S.A.
5006
8149
400
1064
572
1200
0.10
0.14



(21.3)
(21)
(10.2)
(14.2)
(14.2)
(16.3)




World
23492
38800
3919
7485
4032
7346
0.17
0.19


_________________________________________________________________________________

GDP is PPP-adjusted billion $; Exports and imports of goods and services   


Are 1995 constant  billion $US at market prices; Trade is the sum of exports and imports; Figures in (  ) are percent of total.





Source: World Bank 2001 Yearbook, cited from M. Dutta (2002)





Table 2 : Exports and Imports of East Asia by Country






















%



__________________________________________________________________________




Exports to








EAST ASIA
Japan
NIEs
China 
ASEAN
EU
USA



1980
31.2
10.2
14.9
2.5
6.1
14.7
22.6



1985
33.6
8.7
16.8
5.9
4.9
11.7
32.3



1990
39.4
8.6
23.1
4.1
7.1
17.5
26.2



1995
47.8
8.5
26.3
7.4
9.6
13.8
22.4



2000
46.5
8.7
25.3
8.1
8.3
14.9
23.9



























Imports from








EAST ASIA
Japan
NIEs
China 
ASEAN
EU
USA



1980
30.7
12.1
6.8
3.6
10
9.6
16.4



1985
39.1
15.2
9.3
5.5
9
10.9
17.5



1990
42.9
14.1
16.9
7.5
7.6
14.3
18.1



1995
49.9
16.5
19.2
10.1
8.6
14.4
16.7



2000
52.8
14
21.6
12
10.6
11.2
14.6



____________________________________________________________________________


East Asia covers Japan, NIEs, China, and ASEAN. NIEs include Korea, Taiwan, Hong Kong, 

And Singapore. ASEAN includes four countries-Indonesia, Malaysia, Phillipines, and

Thailand and excludes Singapore.







Sources: IMF (2003b),and Council for Economic Planning and Development of R.O.C. (2003).


Table figures are from Eun, Hyosung, and Honggi Bang (2002, p. 26) and  




 from Honggi Bang.

Table 3.0: Correlations in A Demand Shock 1975-2001

________________________________________________________________________

IN
MA
PH
SN
TH
CH
HK
TW
KO
JP

IN
1.00










MA
0.54
1.00









PH
0.10
0.25
1.00








SN
0.40
0.31
-0.11
1.00







TH
0.77
0.57
-0.04
0.61
1.00






CH
0.07
0.26
-0.02
0.31
0.11
1.00





HK
0.43
0.10
0.11
0.02
0.10
-0.08
1.00




TW
0.15
0.03
-0.18
0.39
0.16
0.15
0.43
1.00



KO
0.56
0.30
-0.10
0.36
0.71
-0.10
0.37
0.42
1.00


JP
0.34
0.36
0.11
0.36
0.52
0.08
0.02
0.33
0.51
1.00

Country Notations: IN=Indonesia, MA=Malaysia; PH=Philippines, 

SN=Singapore,,CH=China, HK=Hong Kong, TW=Taiwan, KO=Korea, 

JP=Japan.

Table 3.1: Correlations in A Demand Shock 1975-1989

________________________________________________________________________

IN
MA
PH
SN
TH
CH
HK
TW
KO
JP

IN
1.00










MA
0.75
1.00









PH
0.23
0.28
1.00








SN
0.50
0.32
-0.14
1.00







TH
0.55
0.54
-0.05
0.72
1.00






CH
0.34
0.50
-0.15
0.50
0.34
1.00





HK
0.17
0.09
0.20
-0.03
-0.17
0.06
1.00




TW
0.13
0.10
-0.14
0.50
0.24
0.41
0.25
1.00



KO
0.16
-0.02
-0.06
0.37
0.59
0.07
0.11
0.36
1.00


JP
0.35
0.39
0.21
0.51
0.73
0.14
-0.39
0.27
0.42
1.00

______________________________________________________________________

Table 3.2: Correlations in A Demand Shock 1990-2001

______________________________________________________________________


IN
MA
PH
SN
TH
CH
HK
TW
KO
JP

IN
1.00










MA
0.47
1.00









PH
-0.06
0.12
1.00








SN
0.50
0.31
-0.09
1.00







TH
0.91
0.63
-0.11
0.56
1.00






CH
-0.13
-0.22
0.56
-0.29
-0.18
1.00





HK
0.67
0.17
0.07
0.21
0.43
-0.27
1.00




TW
0.21
0.00
-0.11
0.31
0.15
-0.19
0.60
1.00



KO
0.80
0.74
-0.21
0.49
0.84
-0.29
0.59
0.46
1.00


JP
0.43
0.43
0.08
0.08
0.38
0.08
0.49
0.21
0.61
1.00

______________________________________________________________________

Table 4.0: Correlations in A Supply Shock 1975-2001

______________________________________________________________________


IN
MA
PH
SN
TH
CH
HK
TW
KO
JP

IN
1.00










MA
0.73
1.00









PH
0.31
0.22
1.00








SN
0.54
0.73
0.17
1.00







TH
0.75
0.66
0.36
0.51
1.00






CH
-0.03
-0.24
-0.33
0.05
-0.11
1.00





HK
0.57
0.64
0.18
0.61
0.51
-0.30
1.00




TW
0.36
0.25
-0.08
0.46
0.36
0.16
0.50
1.00



KO
0.66
0.53
0.24
0.36
0.73
0.03
0.47
0.39
1.00


JP
0.32
0.14
0.27
0.20
0.32
0.20
0.02
0.14
0.54
1.00

______________________________________________________________________

Table 4.1: Correlations in A Supply Shock, 1975-1989

______________________________________________________________________


IN
MA
PH
SN
TH
CH
HK
TW
KO
JP

IN
1.00










MA
0.32
1.00









PH
-0.08
-0.08
1.00








SN
0.36
0.56
-0.01
1.00







TH
0.19
0.32
0.14
0.41
1.00






CH
-0.06
-0.40
-0.37
0.02
-0.25
1.00





HK
0.23
0.34
-0.02
0.37
0.23
-0.41
1.00




TW
0.42
-0.08
-0.21
0.19
0.30
0.16
0.37
1.00



KO
0.00
-0.03
-0.09
-0.04
0.38
0.03
0.11
0.33
1.00


JP
-0.13
-0.34
0.14
-0.16
-0.03
0.21
-0.40
-0.05
0.38
1.00

______________________________________________________________________

Table 4.2: Correlations in A Supply Shock 1990-2001

______________________________________________________________________


IN
MA
PH
SN
TH
CH
HK
TW
KO
JP

IN
1.00










MA
0.92
1.00









PH
0.66
0.60
1.00








SN
0.60
0.79
0.41
1.00







TH
0.86
0.81
0.58
0.55
1.00






CH
0.06
0.23
0.00
0.40
0.08
1.00





HK
0.83
0.89
0.61
0.86
0.69
0.33
1.00




TW
0.31
0.58
0.21
0.63
0.39
0.32
0.52
1.00



KO
0.96
0.89
0.65
0.59
0.88
-0.01
0.81
0.41
1.00


JP
0.54
0.53
0.61
0.40
0.39
-0.34
0.53
0.21
0.62
1.00

______________________________________________________________________

Table 5: East Asian Bilateral Swap Arrangement, December 2002
























(in billion of U.S. dollars)




____________________________________________________________________












under Chiang Mai Initiatives






Borrowing \ Creditor


Korea
Japan 
China
ASEAN
Total












Indonesia





0.3
0.3


Malaysia


b1
1
2
0.3
4.3


Philippines


b1
3

0.3
4.3


Singapore





0.3
0.3


Thailand


b1
3
2
0.3
6.3


China


b2
b3


5


Taiwan









Korea



2
b2

4


Japan


2

b3

5


____________________________________________________________________









Total


7
12
9
1.5
29.5












b' indicates mutual supporting swap.









Source: The Bank of Korea









Table 6:  FTA Status as of December 2002






__________________________________________________________








Completed

Under Progress









Indonesia

AFTA




Malaysia

AFTA




Philippines

AFTA




Singapore

AFTA, Japan




Thailand

AFTA




China



AFTA


Taiwan



Japan, Philippines


Korea



Singapore, Japan,  AFTA



Japan

Singapore

Korea, AFTA


__________________________________________________________






AFTA includes Malaysia, Phillipines, Singapore, Thailand, 







Brunei, Cambodia, Indonesia, and Lao PDR.





Source: Korea Institute for International Economic Policy






Table 7: East Asia Trade with China, Japan, U.S., and the Rest of World

                                                                                                    (in percent)





Exports











China
Japan
United States
Rest of World






Non-China, Japan East Asia 













1990

5.4
14.4
24.9
32







2000

11.9
10.8
21.4
28.5



















China
1990


14.7
8.5
26.2







2000


23.5
23.5
30.2



















Japan
1990

2.1

31.7
38.7







2000

6.5

30.1
30.1










Imports








Non-China, Japan East Asia



1990

9.4
23
16.1
31.9







2000

14.7
19.6
14.3
24.8



















China
1990


14.2
12.2
36.2







2000


17.6
9.4
33.4



















Japan
1990

5.1

22.5
51







2000

14.5

19.1
41






_______
_______
________










Source IMF, Direction of Trade; Mckinnion and Schnabl (2002)
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� East Asia is defined here as the region covering Indonesia, Malaysia, the Philippines, Singapore, Thailand, China, Hong Kong, Taiwan, Korea, and Japan. 


� See Corden (1972). In a quasi-monetary bloc, individual members seek to attain common exchange rate, monetary policy and financial objectives.


� The VAR models are used  by Bayoumi and Eichengreen (1994)  and Bayoumi, Eichengreen, and Mauro (2000), Bayoumi and Mauro (2001), and Ling (2001). Bayoumi, Eichengreen, and Mauro (2000) covers the period 1968-1998 and is an updated version of Bayoumi and Eichengreen (1994) which covers the period 1969-1989. Bayoumi and Mauro (2001) is similar to Bayoumi, Eichengreen, and Mauro (2000).


�  For a detailed description of VAR analysis, see Enders (1995, chapter 5). The computations in this paper  are made using EVIEW 4.1.


� A correlation is high, when the estimated correlation coefficient is higher than 0.4, which is close to the critical value at the 10 percent level of significance.


� The OCA index computed by Eichengreen and Bayoumi (1999 ) is derived from regression equations as follows: standard deviation of (eij) =f (growth rate differential, distance, trade intensity, size of market), where eij is the log of the exchange rate of the ith currency against the jth currency in Asia. See Bayoumi and Eichengreen  (1998) for the discussion of exchange rate variability and  OCA index


�  See Frankel and Rose (1998).


 


� Lags of two years are used in the estimation. As a result, the speeds of adjustment to demand and supply shocks in the Asian countries depend on the lags of two years and on labor market conditions. It does not necessarily reflect the mobility of labor across economies in Asia.


� Labor mobility can be said to be high if the ratio of foreign workers is higher than 10 percent in the region.


� Since the late 1980s, Japan, Hong Kong, Singapore, Taiwan, South Korea, and recently Brunei and Malaysia has become labor importing countries. 1.5 million Filipino workers are working in these Asia countries. Increased migration within Asian countries has been closely associated with increased inter-regional trade and investment. See Piper and Ball (2001). 


� We computed the correlations of actual GDP growth rates. With the exception of China, all the GDP growth rates of East Asian economies have positive correlations with each other. The correlations in two different periods, 1975-1989 and 1990-2001, show that the correlations in growth rates among the East Asian countries during the period 1990-2001 are higher than during the period 1975-1989. The inflation rates are measured by the GDP price deflators are positively and highly correlated with each other among most of the East Asian economies. Inflation correlations during the 1990-2001 period substantially increased and are positive as  a consequence of the increasing trade dependence and openness of East Asia economies.


� For the importance of political convergence, see Wyplosz  (2001), and for the process of European integration, see Center for Economic Policy Research (1995), Sbaragia (1992) and Overturf (1997).


�  Bayoumi and Paulo (2001), Eichengreen (1997), and  Eichengreen and Bayoumi (1999) made the similar conclusions.





� The principle characteristic of the new world order is globalization with massive international capital flows. From the late 1990s, the IMF has taken its task to be reforming individual national structures to create liberal financial order. See in details Carvalbo, Fernando Cardium (2000). 


� See Feldstein, (1998). For the future of the IMF, see Caballero (2003).  


� See Bird and Rajan, (2000) and  Kim, Youn Suk, (2002).


� For a detailed discussion of regional financial arrangements, see  Henning (2002), and Kim et al (2001).


� Intra-regional trade has been promoted by increasing direct investment. Slaughter (1997)  empirically showed that the level of income of FTA members accelerates convergence after the formation of FTAs.


� See Liu (2003) for East Asian regionalism and characteristics. 


� See Mabbubani (1995).


� 8 percent growth rate is frequently used in for long term projections. ( Lau  (1999) and Chow (2002)) For the Japanese economy, 1 percent real growth rateis assumed. The inflation rate in China and Japan is assumed to be 2 percent and 1 percent, respectively. No exchange rate changes are assumed.


� For China’s development, trade, and financial policy, see Lloyd and  Zhang (2000).


� See Deng (1997, pp. 58-60).


� It consists of  Hong Kong, Taiwan, Macao, China, Singapore, and ethinic. For its various definition, see  Zhang (2003).


� For China’s efforts, see Toshiki, Kanamori, (2001).  For non-performing debt and banking restructuring, see Bank for International Settlements (1999). The non-performing loans are estimated to be RMB 3.4 trillion ($410 billion), about 42% of the four banks’ loan outstanding and 35% of 2001 GDP. 


� Deng (1997, pp. 28-33).


� Drysdale (1998) lists strong commitments shown in the past.


� “The union of Western Europe is a bold and grandiose idea, which has captured the imagination of many, and whose popular appeal has generated emotions that may go far towards overcoming the obstacles in this way. For the gains seem great, simple, and obvious, the obstacles many, complex, and highly technical” (Scitovsky (1958), p.9). As European monetary integration took about 50 years, monetary integration in East Asia would take a long period, hopefully less than 50 years.





