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1. Introduction

The global financial crisis had significant impacts
on East Asia, through the financial and trade
channels

What are the challenges for East Asia in the
post-crisis period?

Has regional financial cooperation made
significant progress?

How can it support East Asia’s sustained
growth?

What about East Asia’s exchange rate policy
coordination?

How can the region respond to the weakening
US dollar?



2.
The Global Financial Crisis
and

East Asia’s Adjustment
Agenda



Impact of the global financial crisis

Impact through the financial channel

» Liquidity shortage and credit crunch spread
- International liquidity shortage in Korea
- Limited access to US dollar funding (Indonesia, Vietham)

- Credit crunch nationally—hard on SMEs and other firms
dependent on bank finance

e Domestic asset market declines weakened the
consumer & business confidence

Impact through the real sector channel
* Impact through trade was severe

* The risk of excessive dependence on US and
European markets was exposed



Final demand for Asian exports still
comes from the advanced economies

Final demand composition of Asia’s export in 2006
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Crises exposed risks of Asia’s
excessive dependence on US markets

Capital flows to/from developing Asia
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Asia’s adjustment agenda

Key measures

« Stimulate domestic and regional demand
(consumption and investment) on a permanent
basis

* Promote small- and medium-sized enterprises
and services

* Deepen financial markets and improve financial
supervision

« Strengthen regional cooperation for integration
- Form a region-wide FTA
- Enhance regional reserve pooling (CMIM)
- Develop local-currency bond markets
- Prepare for exchange rate coordination (ACU)



Has the global imbalance peaked out?
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Current accounts of the US, Japan,
China and oil exporting countries
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Rebalancing growth

Stimulate demand for Asia’s adjustment

Large economies must focus on domestic-
demand driven growth

Japan must develop its growth strategy by
addressing the challenge of population aging
and public debt, and focusing on green
growth and cooperatlon with emerging Asia

China needs to focus on social sectors
(education, health and pension), rural
sectors, the environment and energy
efficiency

India and ASEAN need to focus on
iInvestment through better investment climate
and infrastructure investments



Asia’s consumption/GDP ratios are low
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Regional cooperation is key

* Form an East Asia-wide FTA/EPA to
integrate East Asian economies, create
a greater market for regional firms and

consumers, and encourage services
trade and FDI

* Accelerate financial market integration
and cooperation

* Promote regional infrastructure
investment

* Work for an Asian green new deal



3.
East Asia’s
Financial Cooperation



Three pillars of financial cooperation

Economic and financial surveillance
mechanism (ASEAN+3 ERPD) for information
exchange, economic monitoring, policy
dialogue, and peer pressure for better policies

Liquidity support facility (CMI) to contain
currency speculation, contagion, and crises

Asian bond market development (ABMI and
ABF)

Exchange rate policy coordination has yet to be
developed



Regional economic surveillance

ASEAN Surveillance Process
EMEAP Process

ASEAN+3 Finance Ministers’ Economic
Review and Policy Dialogue (ERPD)
process—April 2002 first meeting—for
information sharing, economic monitoring,
policy dialogue, and peer pressure

Analysis of macroeconomic and financial
conditions, at the global, regional & national
levels, and assessment of sources of financial
vulnerabilities and policy responses

Decision to integrate ERPD with CMI in May
2005



Reserve pooling—Chiang Mai Initiative

Short-term liquidity support to contain the risk of
currency attacks and/or currency crises

Bilateral swap agreements (BSA) among
ASEAN+3 countries (16 BSAs signed for a total
US$90 billion)

Extension of the ASEAN Swap
Arrangement—increased from US$1 to 2 billion
iIn April 2005

IMF link: 20% can be disbursed immediately for
short-term financial assistance without IMF
liquidity support (conditionality), but if more than
20% is to be disbursed an IMF program should
be Iin place



Progress on BSAs under the Chiang Mai
Initiative (as of April 2009)

To: | China | Japan | Korea Indo- | Malay- | Philp- | Singa- | Thai- Total

From: nesia sia pines pore land

China -- 3.0@ 4.0@) 4.0 1.5 2.0@ 2.0 16.5
Japan 3.0@ - | 13.00) 12.0 1.0 6.0 3.0 6.0 44.0
Korea 4.0@) 8.0(0) -- 2.0 1.5 2.0 1.0 18.5
Indonesia 2.0 -- 2.0
Malaysia 1.5 -- 1.5
Philippines 0.5 2.0 -- 2.5
Singapore 1.0 -- 1.0
Thailand 3.0 1.0 -- 4.0
Total 7.0 15.5 23.5 18.0 4.0 10.0 3.0 9.0 90.0

Notes:

(a) The agreements are in local currencies, and the amounts are US dollar equivalents.

(b) Japan-Korea BSA includes both US dollar swaps (US$10 billion from Japan to Korea and $5 billion from Korea to
Japan) and local currency swaps (US$3 billion equivalent each from Japan to Korea and from Korea to Japan). The yen-
won BSA was raised from US$3 billion to US$20 billion equivalent in December 2008 until end-April 2009, which was later

extended to end-October 2009.
(c) There is also a US$2.5 billion commitment (made on August 18, 1999) under the New Miyazawa Initiative.
(d) The table does not include the ASEAN Swap Arrangement (ASA), which totals US$2 billion.




BSAs Total: US$ 90 bil

Network of Bilateral Swap Arrangements

under CMI

As of April 2009
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CMI multilateralization (CMIM)

Adoption of the collective decision-making procedure for
CMI swap activation, as a step toward CMI
multilateralization (May 2006)

Agreement in principle on a “self-managed reserve
pooling” arrangement governed by a single contractual
agreement as an appropriate form of CMIM (May 2007)

Agreement on the total size of the CMIM to be at least
US$80 billion and on the proportion of contribution
coming from ASEAN countries and the Plus-3 countries
to be 20:80 (May 2008)

An increase in the total size of CMIM to US$120 billion,
establishment of an “independent surveillance unit,” and

a possible increase in the IMF de-linked portion above
the 20 percent limit (February 2009);

Agreement on all the main components of CMIM—such
as the individual country contributions and borrowing
accessibility—and CMIM implementation by end-2009,
including the establishment of an “advisory panel of

experts” and an independent surveillance unit (May
27NNON\



Strengthening CMIM

East Asian economies are reluctant to go to the
IMF because of the bad experiences during the
1997-98 crisis

A credible CMIM needed to convince East Asian
economies to accept growth rebalancing

Flexibility in CMIM use needed—yparticularly at
the time of the type of the crisis observed in
Korea in Oct.-Nov. 2008—in line with IMF FCL

IMF linkage should be substantially reduced

For this purpose, enhance regional surveillance

- Involve central bank governors in the ASEAN+3
process

- Establish an independent, professional secretariat
- Seriously take up the exchange rate issue (ACU)



Asian bond market development

Need to build well-functioning local-
currency-denominated bond markets

Better resource allocation to reduce bank
dominance and help allocate financial
resources more efficiently

Mobilization of regional savings for regional
investment (for infrastructure and SMEs)

Asian Bond Markets Initiative (ABMI) by
ASEAN+3 Finance Ministers to develop the
supply side of bond markets with focus on
market infrastructure

Asian Bond Fund (ABF) by EMEAP
(Executive Meetings of East Asia Pacific
Central Banks) to strengthen the demand
side of bond markets



ABF2 Framework

Around Around
US$1 bill US$1bill

EMEAP Group’s
Investment in
ABF2*

Fund of Bond Funds
(FoBF) Parent Fund

Country Sub-Funds

CN HK ID KR MYy PH SG TH

Pan-Asian Bond
Index Fund (PAIF)

Underlying Bonds

*

The BIS will act as the Fund Administrator for EMEAP Group's
investment in ABF2.

|:| Components that will be open to investment by other public and
private sectors.

Source: EMEAP.




4.

East Asian Exchange Rate
Policy Coordination



Lack of exchange rate policy

coordination

Despite close interdependence of East Asian
economies through trade, investment and
finance, there has been no exchange rate
coordination yet

Asian exchange rate regimes are very
diverse and in serious disarray, with Japan
adopting a pure float and China a tightly
managed regime targeted at the US dollar

Japan has not been able to play an anchor
currency role for Asia’s monetary
policymaking

China’s return to the yuan peg to the US

dollar in July 2008 suggests the difficulty of
such coordination



Increasing intra-regional trade
shares
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GDP growth rate correlations among

ASEAN+3 have generally risen over time
(10-year moving windows)
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Managing capital inflows

* Once the global financial market stabilizes, Asia
can again attract large capital inflows, given the
region’s robust economic prospect

« With persistent capital inflows, many Asian
emerging economies used to intervene to
prevent currency appreciation for fear of loss of
price competitiveness, thereby accumulating
large reserves and injecting domestic liquidity

« Sterilized intervention is not sustainable and
often costly from macroeconomic and financial
sector stability (overheating, inflation, and asset
price bubbles)



Developing/emerging Asia has built
sizable foreign exchange reserves
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A case for collective currency

appreciation

* To maintain domestic macroeconomic and
financial sector stability in the face of rapid
capital inflows, each economy needs to
manage macroeconomic policy and supervise
the financial sector in a prudent way,
iIncluding through currency appreciation

* A collective currency appreciation vs. the US
dollar is desirable as it keeps relative
currency stability within the region and allows
financial and macroeconomic stability to be
maintained and loss of price competitiveness
minimized

* This requires exchange rate policy
coordination



Yen, yuan or a basket?

Which currency as anchor for East Asia?

* The yen (failed internationalization, declining size)
or the yuan (inconvertible, weak prudentlal
supervision, non-independent central bank) alone
cannot assume a nominal anchor currency role

 The yen, yuan, won, & other regional currencies
can share the nominal anchor role for East Asia

Currency basket system

« SDR-plus currency basket (dollar, euro, pound,
and ACU): Singaporean model

« ACU system: complex and hard to establish
internal anchor for now, but using it as a currency
basket index is a useful starting point



Informal policy coordination
(regime choice)

» Greater exchange rate flexibility vis-a-vis the
dollar, based on a basket of SDR or SDR-
plus currencies (dollar, euro, pound, and
ACU [= yen plus emerging Asian currencies])

 Stabilization of exchange rates against SDR
or SDR-plus does not require rigorous
macroeconomic policy coordination

* Create an Asian currency unit (ACU) and use
it for the purpose of exchange rate policy
dialogue



ASEAN+3 will continue to grow if
managed well

10
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Source: IMF, World Economic Outlook, April 2009.




5. Conclusion

* The global financial crisis had significant
impacts on East Asia, primarily through
(but not limited to) the trade channel

* In the post-crisis period, East Asia faces
the challenge of growth rebalancing

» Regional financial cooperation can play an
important role in the rebalancing process

« East Asia’'s exchange rate management
will be key to macroeconomic and financial
system stabillity
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