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1. What is Regionalism?

BRegionalisn 1s a “(b)ody of 1deas promoting an 1dentified
geographical ar social space as the reqional project, or it 1S
the presence ar the conscious construction of an dentity
thet regresents one goecific region” (Katzenstain, 1997).

" Types of Economic Regionalign:

> Monetary/Finencial vs. Trade/vestmertt.

> De facdtovs. De jure.

> Focus here 1s on ce Jure Monetary/Financial
regionalisn.



2. What is Asia?

" Pan Asien vs. Sub-regional.

" Various classificaams:
> 063 members of ADB.
> 52 members of ESCAP (Asia-Pacific).
> 21 members of Asian Cooperstion Dialogue

(ACD).

" T membership is irntially too broad irmtially it leads to a
“convoy problem”.



" Smaller groups:

> EMEAP (11 members).

(Australia, HK-SAR, Indonesia, Japan, Korea, Malaysia, NZ, PRC, Philigoines,
Singapore, Thailand).

> BIS-ACC (12 members).

(Australia, Irxlia, Indonesia, HK-SAR, Jgpan, Korea, Malaysia, NZ, PRC,
Philippines, Sngapore, Thailand).

> SEACEN (13 members).

(Indonesia, Korea, Malaysia, Mongolia, Myanmar, Nepal, Singapore, Sri
Lanka, Thailand, Philigoines, China, Taiper).

> ASEAN plus Three APT)

(ASEAN-10, China, Japan, Korea).

> ASEAN plus Four (JACIK)

(APT plus India) .

> ASEAN plus Six (APS).
(JACIK plus Australia and NZ).



" Tf reguonalism 1s too narrow and excludes large players
looking to Irtegrate with regional and global economy 1t
may lead to defensive / readdonary dxategies resulbng in

overlapping and urtidy petchwork of sub regional “Asian
alliances”.




" Th a positive move, for the firdt time an expliclt set of
critera was esallished far participation m first Fast Asian
Summit (FAS) In Kuala Lumpur:

> Full dialogue partner of ASEAN.
> Substartive exiging hinks with ASEAN.

> Slgnatary to Treaty of Amity and Cooperaticon.

® Tmtial membership likely to lbe JACIK + ANZ or APS.

" Tmportart to consistatly include all these courtries in
future reqional 1rmtbaaves 1f they so desire.



3. Why Asia’s Interest in MFR?

B Extaral develogments 1n  regionalism, perticularly
deepening and lroaderming of European Union (EU).

" Flrancial aasis of 1997-98 and perceived 1rnedequate
response to 1t from extra regional players.

" Concarns about underrepreserntation of Asia m IMF
quota digriloution and general lack of voice In irtaemational
monetary affairs, as well as the belief thet Asia has
sufficiert resources for regional self-help.

" Growlng ce fado econcmlic lrtaedependence  and
regional reture of spillovers (“cortagion”).



Beyond the need for “sound” macro policies, apital
account mature of crases has emphasized ot least four
things:

Tmportance of constart survelllance of policies (domestic
and reqional) and dynamics of firancial markets.

Ensure avallalility of sufficiert ligudity m the event of a
ust.

Diversify sources of funding / channels of irtermediation
to mini mize Irtensity of lousts.

Mi1inimize balance sheet mismatches.



4. Types of MFR inAsia

" Gradations of cooperation ar policy 1rntiatives.

> Weak form: Policy dalogue, survelllance (APT
Economic Review and Policy Dialogue) , common early
warmngs sigral (EW S), and monitarng of capital flows.

> Medium farm: Development of regional liquidity
arrangemerits and regional financial markets.

> Srong form: Exchange rate and monetary coordination
and evertual monetary Uniorn.



5. Regional Liquidity Arrangements

" Chiang—Mal Irmtbdaave (CMI). (rmtaatad).

" Reserve pooling anrengemert. (Proposed) .



" CMI which 1s a network of swap arrangaments was agreed
among APT courtries 1n May 2000.

"= Aim of CMI 1s to provide courtries under pressure with
shortterm hard curency liquidity and to supplemert the
exiging Intaemational fAirencial arrengemerts.

> Importart — CMI 1s nct a fund for exchange rate
Salbilizatian!



" CMI hastwo componerts:

> ASEAN swap aaxangemert (ASA) which was
expanded from 5 to 10 courtries, and from USS 200
milliontoUSS 1 hillion.

> Networks of hilaeral Swap amrangements (BSAS)
among the three North Asian countries (Japan, China,
Korea) and one of the three and one of the ASEAN
COUTtIies.

> A series of BSAs have lbeen agreed upon with an
agaregete size of over USS39.5 klhon (16
arrangemerits).



Network of Rilateral Swap Arrangements (BSAs) under the CMI
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1.The figure in lrackets [ ] isthe amount of BSAs reached under the New Miyazawa Initiative.

2. Local currency swap (between Japanese Yen and Chinese Yuan).

3. Local curency swap (between Chinese Yuan and Philippine Peso).

4. Local curency swap (between Chinese Yuan and Korean Won).

5. The USS$39.5 kil includes the BSA ketween China and Thailand theat is temporarily under expiry, it does nat include
BSA sreached under the new Miyazawa Inidabive and the ASEAN Swap Arrangement ASA)

[}

. It was agreed in April 2005 thet the ASA would be increased to USS 2kil and the details are under negotiation among
ASEAN courtries. Source: Japan MOF




" Bagsic characteridics of the BSAS:

>10% (20%) can e drawn atomatically without
concitionality far 630 days (90 cays, renewalble 7 times).

> Interest paid 1s LIBOR + 1.5% far first 180 days, nsing
by 50 lasis poirts for each renewal to a maxamum of
LIBOR + 3 %.

> Swap roviding courtres form thelr own individual
OpLNIoNS an poterntial swap reciplert.

> Drawlng of more than 10% (20%) reguires country to
come under IMF conditionality.



How Effective isthe C MI?

B Size — USS 40 killion versusUSS 140 billion package far
Thailand, Thdonesia and Korea.

" How 1S coorcdination to be done?

> E.g. 1s hilaeral amrangement sulgject to regional
approval ?

> How 1s borrowing/lending to be digmilbuted? — How
to multdlaeralise 1E?

> Limited duration of individual agreemerts.



Joirtt Mirnsterial Satement of 8 AFMM + 3

Following measures to enhance the effecaveness of the
C MI were agreed upor:

(I) “Inmtegration and enhancement of ASEAN+3 economic
surveillance irto the CMI framework to enable early deeection of
mregularties and swift remedial policy addons, with a view to
developing effeddve regional swevelllance copalbilitbes that
complemerts the curent undertaking by the Itarmational Financial
Instoboons (IFIS).”



(IT) "Clear-defining of the swap activation process and the
adoption of a callective decision-making mechanism of the currert
network of hileteral swap arangemerts (BSA) as a firt sep of
multlaeralisaton so that the relevart BSAs would e acaveted

calledavely and prompthy 1n case of emergency”.



(ITT) ”Significant increase in the size of swaps. The size of the
BS As should e Increased by:

(1) Increasing the amount of exasang bilateral can mitmert,
(11) concluding new BSAs, far example, among ASEAN
countries, and

(111) trensfaming one-way BSAS to two-way BSAS.

Me mber countries favored an enhancement of up to 100 % 1ncrease of
the exasing individual arrangemerts while notrng that the size could
e flexbly decided by hilateral negoidbons. In this coatext, the
ASEAN Swap Arrengement has been doubled from USS 1 billion to
USS 2 llhian.”



(IV) "Improving the drawdown mechanism. The size of swaps that
could e withdrawn without the IMF-supported program would e
Increased from the curent 10% to 20% 1n ader to bdter acope with
sudden marker Imregulerities while the curernt framework to
complement the Irtamdational finencial aneangements and cther
disciplined conditions would e firm1ly mairntained. ”



" Th arnutshell:
> CMI areto e doubled 1n size.
> Unconditional higuidity share has lbeen raised to 20% .

> Bllaeral swaps are being made two-way and further
discussions on multtlateralising the arrangemeris.

> Colledtve mechanian to addvete swaps. (his 1s aatical
— e.g.. Indonesia)

> Recogrition of need to Improve on and link
survelllance more toC MI.



6. Developments in Financial Cooperation in Asia

" Primary focus on the lbond market.
" TwO main irnoaaves:
> Asian Bond Fund oy EMEAP .
> Asien Bond Market Tmtdtdve A B MI) by APT.

> Cther initbaaves acthe APEC and ACD levels as well
as prvete sectar (Asian Bond Market faum).



= ABMI (August 2003) Irvolves establistment of 6 working
groups that examine various 1ssues relairng to the supply sice
of bond markets:

> Securitization (Thailand).

> Credht guarartess and invesmment mechamsms Koreas,
China).

> Scaflement (Malaysia).

> Issuance of local currency bonds (China) .

> Rating sygtem (Singeapore, Japan).

> Infarmation — dissemination,  technical — assigance
(Indonesia, Pmlipoines, Malaysia).

" Detalls on Hio://asianibondsonline.adb. ag



ABF 1 and 2

= ABF 1 June 2003) — pessively managed by the
Investment managemerit urik of the Swissdoased RBIS.

" Mandate 1s to 1rvest 1n a lasket of Iiquid US dollar
soverelgn and guasi-soverelgn delt 1ssued by 8
developing member economiles (excluding Australis,
Japan and New Zealand).

" ABF 2 (December 2004) — expanded 1n magnitude
(USS 2 Im) 1ncludes seledted domestic amrency
soverelgn and guasi-sovereign bonds 1nthe 8 courtries.



" ABF 2 camprises two componerts (USS 1 on each):

(1) A Pan-Asian Bond Index Fund (PATF) — The PATF 1S
a single lbond fund.

(2) A Fund of Bond Funds (FoBF) — The FoBF 1s a two-
layered sructure with a parent fund invesiong in elght
single market sub-funds.



Fund of Bond Funds (FoBF)

Around
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ABF2 Framework
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Pan-Asian Bond Index Fund

Underlving Bonds

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

[ Components that will be open to investment by other public and private sector mvestors



" HSBC isthe custodian of lbath funds.

" Benchmark indices for all 9 funds have lbeen crested oy
Ttermational Index Comparyy, a jart verture baween
ABN Amro, JP Morgan and Morgan Stanley (@IBoxx
ABF).

" Punds will e pessively managed to match the
lenchmark 1ndex.

" Seed money for single bond funds diviced on e
determined crteria and local find managers appoirted to
manage the respedave funds.



" Crtena for market welghts 1n each sulb-fund lbased on:

> the gsize of the local market,

> the tumover ratio In thet market,
> the sovereign credit reting, and
> a Inarket openness fadoar.

" Market welgtts will e reviewed annmualty, with market

OPENNESS leing a pertcularly 1mportart
factar 1n the allocation of welghts.



" Porart fund 1s Iimited to mvestments by EMEAP
me mlber cerntral banks only.

" While irntoal phase of PATEF was confined to Invegment
of EMEA P central kanks only (USS 1 In) it was recertly
opened to Investmert by dther retail Trnvestors 1n Phase 2.

" PATF 1s domiciled m Singapore and irntially listed on
the HKSE (addiional lidongs being considered) and
managed by State Soeet Glokal Advisors (Singapore).



" Ojectives of the ABE:

> Develop regional finencial / cgoital markets:
v by rm=ducing suoply Side  condxamts  and
Irtroducing low cost products,
v by raising investtor awareness and  lrcaden
Irvestar kase on demand sice).

> Lead to a convergence 1n financial end capital market
policies and accelerate 1mprovements n fnencial
market Infrasrudoures.

> Recycle regional finds Irtrarecionally.

> Reduce arrrency and maturity mismatches.



" Concermswith ABF:

> If the supply of good quality soverelgns and quasi-
soverelgn paper 1s lmited will & crowd ot pavate
Irvest ment?

> If new supply of datt comes on sxream, will it leed
to excessive fiscal ceficits?

> Wil 1 Jead t© pematre capital market
lilberalization 1n some countres (af concern given that
welghts cependernt al openness)?



7. Gaolng Forward on MFR
Financial Regionalisn
" Po=ist with dtempts to develop well-funcoonng fmancial

" Decpening and updrading natianal and regional governmeric
and carporate bond markets as ameans of reducing the reqion’s
heavy reliance on anks.

" ABF Imtiabves are modest steps 1n the nght direddon —
expansion of size and me mbership.

" Discussions underway about aestion of regional financial
nfrasructure (cleerng and saflanents systems, aedit agency)
as well as harmonization of withholding tax palicies and capital
accourt palicies.



Joint Mimsterial Statement of 8th AFMM +3

"We will continue and expedite our effarts in undertaking a wide
varlery of dudies and mplementing verious effectve measures under
the ABMI working groups.... (W)e will irtroduce a rocadmap thet
proposes gathernng and sharing Information 1n an irtegrated manner
on lbond market developmert and on our related effats with the
regular  selfassessmert conducted by member courtres. The
possible 1ssuance of Asian currency-lasket onds could e explared
under the auspices of the roadmap. We also agreed to embark the
sudy of Asilan Bond Standards to explare the development of
Irtemational bond markets 1n Asia through talladng necessary
Infrasructure and satarng the procedure ertrusted by glolbal 1ssuers

and 1nvestars.”



" Recert suggestdon floated albout 1s for an Asia Basket
Currency ABC) Irmtiatve:

> Me mber countries 1ssue local arrency londs.

> The ABC corporation crestes and 1ssues lasket
currency bonds (welghted combination of regional
currencies of the underlying national bonds) kacked by
regional sovereign loonds.

= Tf successful ABC it could provide a fillp far evertual
cregtion of an Asian Currency Unit (ACU).



Monetary Regionalian: Weak form

" Enhancemert of regional survelllence and dialogue:
> Problems relating tome mbership.
> Attitudes towards data transparency.
> Peer pressure and soverelgrty concarns (how evasive

— e.g. exchange rate policies, behind-the-lborder
1ssues like sulbsidies, €tc.).



Monetary Recgionalian: Medium form

Enhancemert of liqudity arrangemertis.

> Further augmentation of CM I:

a) Expand size further and enlarge to include Inchia
(world's 5 largest reserve holder), Australia, NZ.

b) Multilaeralise swap arrangement further.

c) Ralse non IMF-linked share (what type of 1ndependert
concitionality with tegth?).

d) Make transparent and automatic the condiion far
withdrawal.



> Consider transfoorming CMI into a regional
reserve poaling mechanism (ADB)?

Cost of reserve hbulldup — Opporturnity costs
(@tematoves being oposed Include reserve
diversification and using funds for non-liquid
purposes) and monetary Serlization cogts.



Reqgional reserve pool:

" Owned reserves offer the highest degree of ligquichty
and have zero conditionality ot are costly.

" Second ter: Sulb-divided 1rto courntry’s Oown IEeserves
placed with regional pool and other memlbers’ reserves
with the poaol.

" Third ter: Conventional IMF lending.

" With such a sructure, the degree of liquidity could e
nversely related to the degree of conditicnality.



" But no forward movemert until there 1s a consicderakle
Srenothening of the regional survelllence mecharmism with
well worked out palicy conditionality.



Monetary Recionalian: Strong farm

= &h AFMM+3 endorsed  further research  on
macroeconomic policy coordination. This 1s a prerequisite
for gregter exchange rate coordination.

" Tpes of exchange rate coordination:
> ACU or Common kasket.
> Monetary irtegration / Common CUrrency .



" Monetary Irtegratian could give rise to self—valideting
processes that facilitate trade and financial Irtegration.

" However, degper Irtegration  unlikely to oocur
adynamically following monetary irtegration.

" Poliical preconditions non—existert so farget doout
A MU or exchange rate coordination far rmow.



" Monetary and financial reqionalism has thus far been a
gradual process without a clear palitical goal 1n nind.

sAbsernt such a cdearly aroculated  vision,  desper

Irtegrations: effats (especially those 1n the monetary
realm) areunlikely to anywhere arytime soon.

" Regionalism has been gven a fillip by the newly
estaklished office INA D B.



Thank you

|
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