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over 100 percent. Asian countries are very open and global, and
because of that, there has not been much interest in regional
cooperation in Asia until recently. Globalisation has benefited Asia.
Asia has probably been the major beneficiary of global deregulation
and liberalisation that took place in the 1960s, 1970s and 1980s. That
was most likely the major cause of what has been called the “Asian
miracle”.

As I stated before, the global nature of trade and investment in
Asia will not change — even though there has been an increase in
intra-regional trade and investment. China will continue to attract
investment both from Europe and the United States, because these
major global players need to have factories in China. About a month
ago, I was told by the CEO of Thyssen, the German Steel Company,
that they have developed the technology for a high-speed train that
can run 500 km per hour — double the speed of the Eurostar and the
Japanese Bled train. The original intention was to connect Munich
and Cologne by this high-speed train, but for some reason the
company was unable to do that. So they reached an agreement with
the Chinese government to construct a network for the train between
Shanghai and other major cities. The operation was to start January
1, 2003, and by 2008, the year the Olympics is to be held in Beijing,
the high-speed train, which runs at half the speed of an airplane,
would connect Shanghai and Beijing.

China has been very savvy in importing technology which cannot
be used in Europe, so China is not only a country of labour-intensive
industries but also one with a variety of high-tech industries that
drive a number of regional industrial clusters in the country.

A major change that has been witnessed over the last four or five
years is, as I already mentioned, the emergence of China as a global
manufacturing centre. The Flying Geese Formation is now being
quickly realigned — with China in the lead. A number of industrial
clusters are being created in China, e.g. in Shanghai, Hong Kong,
Beijing, and Dalian. Furthermore, those industrial clusters have
started to interact with the rest of Asia resulting in increased contact
between Asia and various regions within China.

Most major Taiwanese companies have now established a foothold
in mainland China. Singapore has gone into China as well. And many
Japanese corporations are now relocating their production sites to
various parts of China.

Recently, I was told by the CEO of a very well-known Japanese
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company, “Until now, Sakakibara, we have been very successful in
China, but all those goods produced in China were for export while
we have continued to produce goods for consumption in Japan in our
Japanese factory. However, the quality of the goods produced in
China is the same as that in Japan, but the cost is about one-third in
China.” Naturally I asked him why he continues to produce goods for
Japanese consumers in Japan, to which he replied, “It is a social
obligation for the corporation to maintain employment in Japan.”

His company is very famous for its lifetime employment system
and is profoundly concerned for its employees’ security and the
quality of their employment. But even he has had to change his mind
and confessed to me that from now he must move his Japanese
factories to China.

This is the major structural change that is now taking place in
Asia, including Japan, and it will eventually reach Europe as well. It is
very likely that China will fundamentally change the division of
labour in manufacturing in Asia and the world. As I said, the Chinese
have been sleeping for the last 200 years, but they have now
awakened and have the capacity and the entrepreneurship to again
become the centre of the world.

It is important to understand the key concept for China, which is
competition. There is strong competition taking place everywhere in
China. Japan and Germany are more socialistic than China. There
exists a higher degree of entrepreneurship and competition in China
than in these two countries. China is a very energetic country.

Of course, the Chinese have many problems; e.g. non-performing
asset problems and SOE problems. At the time of the Cultural
Revolution China was a communist country without any
competition. It has transformed that structure within a matter of 10
to 15 years and, in the process, has created huge problems in some
areas. The non-performing asset problem is much larger than that of
Japan. However, China is undergoing major structural changes.

3 Lessons of the Asian Crisis

After the East Asian crisis of 1997-98, Asian countries strongly
perceived the vulnerability of their region, which does not have any
viable regional cooperative scheme. They recognised that there is no
global lender of last resort, that international organisations like the
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IMF and the World Bank were not of much use in preventing or
addressing the crisis, and that the United States did not infuse much
in the way of resources into Asian countries when the crisis broke.
The United States provided resources to Brazil and Mexico, of
course, but never to Korea or Indonesia.

The United States has its own national and regional interests, and
that is understandable. But we in Asia did not realise this fact before
the East Asian crisis erupted. I am not critical of the United States,
because the United States is not a lender of last resort. The United
States is a nation-state which has its own national interest. So the
East Asian crisis brought to Asian people the awareness that the so-
called hub-and-spoke relationship does not have a genuine hub. The
hub country is a nation-state which has its own interests — national
and regional.

The East Asian crisis of 1997-98 has also given rise to the
recognition of imperfections or the lack of governance in globalised
markets. The Asian miracle, to a significant degree a result of the
open and global nature of this region, suddenly turned into the Asian
crisis. Not only global institutions, like the IMF and the World Bank,
but also regional organisations, like ASEAN and APEC, were unable
to play a useful role in stopping the contagion of the crisis.

Also, initial prescriptions by the IMF were misguided and might
have actually aggravated the crisis rather than arresting it. It is not
only the policy recommendations made during the crisis, but also
those made before the crisis, that need to be re-examined. The strong
pressure to deregulate, particularly in international finance, without
comparable strengthening of financial supervision, exposed many
countries in the region to a degree of risk unmanageable by national
governments. International organisations could not substitute for
national governments in managing these new market risks. What is
necessary is not the substitution of market for government but rather
the redefinition of the role of government in view of the rapidly
changing international environment. In his book, Rethinking the East
Asian Miracle, Joseph Stiglitz correctly points out what needs to be
done in the future.

“Just as before they were misled by the chimera of deregulation —
they should have asked instead what is the 7ight regulatory
structure for their current situation — so too in the future, they will
have to resist accepting without question the current mantras of
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the global marketplace of ideas. There will have to be strengthened
regulation of securities markets and an improved overall legal
environment, especially in areas such as corporate governance and
bankruptcy. The legal structures will have to comport with
international standards, yet be adapted to their own special
situations; wholesale borrowing will not work.”?

Policy efforts must be largely national. However, the question
here in relation to regional cooperation is whether genuine regional
institutions, similar to the EU, would help national governments in
Asia to accelerate their efforts in the right direction. Or should we
leave these matters to global international organisations, such as the
IMF and the WTO.

I endorse the establishment of a genuine regional organisation in
Asia, or at least in East Asia, on several grounds. First, existing global
institutions are strongly biased toward market fundamentalism or the
neoclassical paradigm, and their past records in international capital
and finance are very poor. The establishment of a genuine regional
organisation could provide a countervailing force and would
contribute to reforming international institutions. Indeed,
international institutions are necessary, but healthy competition
among global and regional institutions would help improve their
performance.

Second, international organisations, politically dominated by
Western countries and staffed largely by Western economists, often
lack sufficient knowledge of regional values, culture, and history and
tend to impose their own views on, or try to “Westernise”, the
country in question. Indeed, international standards need to be
adhered to, but standards should reflect existing diversities of culture
and institutions. Regional organisations can supplement global ones
effectively in such areas.

Third, as in the case of the EU, necessary structural reforms, such
as those mentioned by Stiglitz, can be more smoothly and willingly
implemented if such reforms are deemed essential for regional
integration. There has been increasing resistance to externally

2 Joseph Stiglitz, “From Miracle to Crisis to Recovery: Lessons from Four

Decades of East Asian Experience,” In: Joseph Stiglitz and Shahid Yusuf (eds.),
Rethinking the East Asian Miracle, Oxford University Press, New York, 2001, p. 523.
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imposed reforms. Regional cooperation or integration (even slow
integration) is a more effective way to internalise reforms.

Fourth, the lack of global governance, including a global lender of
last resort and international financial regulation, is not expected to be
remedied in the near future. However, rather than relying solely on
national governance, there seems to be a role for regional
governance, even though in a region like Asia where there is
enormous diversity, regional governance is more difficult than in
Europe, for example. However, more flexible and softer cooperation
could be developed.

Fifth, regional integration has been proceeding quickly in Europe
and a little more slowly in the Americas, although there also it is
rapidly accelerating. Is it politically feasible or desirable for Asia to be
as open and global as in the past? Might not Asia be victimised by
these two predatory empires in the future, as it was in the 19% and
20 centuries? This is a rather defensive posture, but it has been a
major driving force recently for regional cooperation in Asia.

4 Financial Cooperation in Asia

In Asia, there is a strong case to be made for expediting financial
cooperation by way of foreign exchange cooperation. This may seem
strange, because usually financial cooperation comes at the end of the
regional integration effort — as the process in Europe illustrates. But
in the case of Asia, the creation of a common currency, or some kind
of currency union, is the type of regional cooperation that should be
pursued. Because as regional interaction in trade and foreign
investment accelerates, Japan, Korea, and China will become not
only complementary but also competitive in their imports.

At this moment, Korea and Japan are competing in steel and ship
building. Depending upon the movements of the dollar-yen rate or
the won-yen rate, industries in both these countries have at times
been hit very hard. In this case, stabilising the won-yen rate would
alleviate the situation. This could also apply to the emerging steel
market in China. Korea, China, and Japan will be the major players
in the global steel market, along with Brazil and a few other
countries. This supports the case for stabilising intra-regional
exchange rates.

Of course, it is difficult to immediately create an Asian currency
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union, but regional coordination of monetary intervention policy, at
least, is possible now. As a matter of fact, Yung Chul Park informed
me recently that when Japan aggressively intervened in the market
during the last two weeks of June 2002, the Japanese government had
consulted with both the Korean and Chinese governments
concerning the intervention. It is probable that the Koreans and the
Chinese imposed some restrictions on the mode of the intervention.
To my knowledge, this is the first time the Japanese authorities had
consulted the Korean and Chinese authorities concerning an
intervention.

Having been deeply involved in the foreign currency market
myself, I have never believed in the concept of “free floating”,
because every floating currency is managed to some extent. The
degree of management differs depending upon the country, but the
floating rate is always managed. In attempting to coordinate the
management of floating rate currencies, the major difficulty at this
point is with China’s currency which still has a de facto fixed rate. But
as China gradually deregulates foreign exchange controls and starts
to move to a managed float, cooperation between China, Japan, and
Korea could develop. China most likely does not need technical
assistance because the Bank of China is well known for its delivery
operations in the foreign markets, which indicates its familiarity with
the technology. Thus, coordination among the three countries would
be most beneficial in the area of foreign exchange.

Initial moves have already taken place. A target of 10-15 years
from now could be set for the formation of a currency union among
the three countries. At this point it is important to start by
exchanging information. In my time, when we intervened in the yen-
dollar market, the only financial authority we informed was the US
Federal Reserve because it was an intervention vis-a-vis the dollar.
Likewise, when the intervention involved the yen and the euro, we
informed only the European Central Bank. Never did we contact
Korean or Chinese authorities. However, officials are beginning to
take that step now.

We have discussed in this conference the issue of formulating an exit
policy for the currency board system and have agreed that this could be
very difficult. Hong Kong has a currency board system, and China
seems to cooperate with Hong Kong in that system. So, some kind of
exit policy is necessary both for China and Hong Kong. A regional
cooperative effort could facilitate the exit from a currency board.
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The currency board system in Hong Kong is based on the US
dollar. For a cooperative scheme among China, Japan, and Korea we
should target the formation of some kind of Asian Monetary System,
similar to the EMS, within 10 to 15 years. I agree with Charles
Wyplosz that creating a common basket of currencies is not
desirable. Instead, we should move directly to a currency union or to
pragmatic cooperation among the authorities in coordinating our
exchange rates. We could start there and later target the formation of
a currency union, but not a common basket.

I don’t know why so many Japanese economists like the common
currency basket. It does not make sense because the yen would be
included in the basket with the dollar and the euro; however, the yen
has to be coordinated with the won and the yuan. We need to jointly
float our currencies vis-a-vis the US dollar and the euro, thus, the
Japanese yen must be on the side of the Asian currencies, not on the
dollar/euro side.

One other thing that has been pointed out in our discussions
relative to regional cooperation is that it is necessary to have the
political will to form a regional cooperative scheme, particularly if a
common currency is the goal. Not a great deal has been accomplished
yet in this area, but some gradual progress has been made.

China and Japan together are the key to developing a common
political will in Asia. The role of China and Japan in East Asia’s
integration process is synonymous with that of France and Germany
in Europe’s integration process. Korea could be a very effective
mediator in the cultivation of a common will between China and
Japan. In a broader context, the cultivation of a common will
involving a wider group of Asian countries would necessitate the
inclusion of Japan as a counter-balancing power vis-a-vis China. This
is because most Asian countries fear being absorbed by China based
on experiences of 150 years ago. That is another historical legacy.

The formulation of a common policy among China, Japan, and
Korea would be the key to regional cooperation in the monetary and
foreign exchange area in this region. Another key issue concerns the
type of institution that is appropriate for the region — which countries
should be its members and what issues should it address? A survey of
existing regional institutions in East Asia seems to indicate that
ASEAN+3 (ASEAN countries plus China, Korea and Japan) may be
the appropriate one for development into a genuine regional
organisation.
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ASEAN+3 could be extended to include Australia and New
Zealand. The complementary nature of these two economies with
those of Japan, Korea, and China could make cooperation and
integration more rewarding than if only ASEAN+3 countries were
involved.

In terms of coverage, regional interest is quite strong in the area
of international finance, as evidenced by the Chiang Mai Initiative, in
addition to trade. It is my view that cooperation, and ultimately
integration, should proceed simultaneously rather than sequentially
in trade, FDI, and international finance, which differs from the
process that took place in Europe.

China and the ASEAN countries agreed in late 2001 to form an
free trade area within ten years, allowing for some preferential
treatment for less developed ASEAN countries. Korea and Japan
could join that arrangement making it an ASEAN+3 free trade area.
Given the diverse nature of the participating countries, the free trade
area could, and should, include some exceptions and preferential
treatment at least in the initial stage. A pragmatic rather than purist
approach is required here. The formulation of parallel and reciprocal
FDI agreements should proceed simultaneously with trade
liberalisation.

In the area of international finance, there are two major items on
the agenda for the Asian region. First, coordination of foreign
exchange policies to stabilise the relationship among currencies of
the region seems long overdue. If the won-yen rate, yuan-yen rate
and baht-yen rate, for example, move within a relatively narrow
range, coordinating the foreign exchange policies of Korea, China,
Thailand, and Japan could contribute to the stability of these
economies. Eventually, cooperation should progress to the formation
of an Asian currency unit (ACU) with a flexible snake around the
central value, similar to the ECU and the snake — that is, the joint
floating of Asian currencies vis-a-vis the US dollar and euro with a
relatively wide band around the central rate. Although the creation of
a common currency a la the euro may not be feasible in the short run,
a soft and flexible form of currency union with an ACU should be
possible and beneficial. It would enhance and accelerate integration
through trade and FDI.

Speculative attacks are a realistic possibility, but with a wide and
flexible band Asian countries should be able to fend off such
speculation using the huge foreign reserves at their disposal, as long
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as effective coordination of macro policies accompanies joint foreign
exchange interventions.

The need to jointly defend an ACU with a wide band logically
leads to the extension of the Chiang Mai Initiative into an Asian
Monetary Fund (AMF), which would pool a portion of the foreign
reserves of participating countries and conduct macroeconomic
surveillance. Participating countries can conduct joint intervention
and coordination of macro policies with the AMF as the Secretariat.
Articles of the AMF can provide the modality and modus operandi of
coordination and intervention.

We could designate a different name for the AME, but I would
propose to have some kind of a G-7-like regular meeting among
ASEAN+3 countries. We need some type of forum to coordinate the
exchange rate policies and macro policies and should have regular
meetings three or four times a year. The Asian Monetary Fund
should perform in a manner similar to that of the G-7 and provide a
similar kind of surveillance of the countries involved.

Let me emphasise that the concrete proposal I have outlined is
just one possibility, and the process of forming a genuine regional
organisation should be gradual and pragmatic. As in the case of
China’s national policy, structural reform needs to proceed
simultaneously with opening or liberalisation. The moves need to be
gradual and simultaneous on all fronts.

5 Conclusions

In concluding, let me reiterate that in the medium- to long-term the
spotlight of the world economy seems to be shifting from West to
East, and Asian countries need to build appropriate institutional
infrastructure to pave the way for this change. Establishment of
regional mechanisms consistent with existing global institutions
seems to be the best strategy, at least for the immediate future.
Given the global nature and historical legacy of the countries in
this region, it would be advisable for regional cooperation to focus on
foreign exchange and monetary policies. The eventual target in 10 to
15 years is the creation of a common currency. Immediate steps to be
taken are the initiation of some form of effective coordination of
foreign exchange policies among Korea, Japan, and China and other
advanced Asian countries and the development of some type of new
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forum for an Asian G-7, including the creation of a Secretariat. The
Secretariat could be small and named something other than “Asian
Monetary Fund?”, if that is preferred.

At the height of the crisis in East Asia, I proposed the formation of
an Asian Monetary Fund (AMF). There was considerable
enthusiastic support for the idea among Asian countries, but I made a
strategic mistake. I had to draft the proposal in haste and, as a result,
did not consult the Chinese as would have been sensible. I probably
hurt their pride and that was a major mistake on my part. Another
problem was that the United States did not favour the idea. When I
talked about the idea with Kunio Saito, then head of the IMF’s
regional office for Asia and the Pacific, he initially agreed with me
but was later swayed by some lobby causing him to reject the “Asian
Monetary Fund” name.

However, even after the AMF idea was abandoned, primarily
because of opposition from the United States for their own good
reasons, there remains in Asia an interest in regional financial
cooperation. What is more crucial than anything else, is the
formation of a commonwealth among China, Korea, and Japan.
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Comment on Eisuke Sakakibara

Amar Bhattacharya

Professor Sakakibara’s discussion of regional cooperation follows
quite nicely on the discussion on Eastern Europe, where deep
integration is taken for granted. It has already happened in trade, and
now the micro and macro alignment in finance is quite far advanced.
The only remaining issue is whether the terminal monetary
integration will happen in 2006 or 2008.

This shows you how far at least in one region things have gone. In
Latin America, we did not discuss integration but the Free Trade
Arrangement for the Americas (FTAA). There is a political
commitment to launch that by 2005, although it is not clear whether
it would lead to a single currency type arrangement. There are also
questions about the way the FTAA will relate to sub-regional
arrangements such as Mercosur.

East Asia stands out for its relative lack of regional institutions,
which is, as Professor Sakakibara points out, is abnormal given the
scale of Asia. He cites some numbers to make this point, but it is even
more striking if you run the clock a little bit fast forward. If you take
a long view, by 2020 China will be fast approaching the US as the
largest economy of the world. South East Asia as a whole will also
exceed the size of many G-7 countries if it resumes growth at 5 or 6
percent annually.

The other thing Professor Sakakibara points out is that Asia is
very open, that its share of world exports is already about 27 percent
and that this number will increase, especially with China entering the
WTO. In terms of the international financial system, as Professor
Park points out, East Asia has more than 1.1 trillion of foreign
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exchange reserves, much of which is intermediated elsewhere.

All this is impressive, and raises the question of why East Asia has
not seen a more rapid pace of regional integration and does not
occupy a more prominent place in the multilateral order. As
Professor Sakakibara said, it has to do with politics, and with the issue
of governance of the global system. I will focus more on the
economic side, raising four different issues.

My first point is on trade. It is not just that East Asia is benefiting
from global market places, as Professor Sakakibara mentioned, but it
is that East Asia stands to gain the most from a multilateral approach
to trade — more than any other region in the world. Our calculations
at the World Bank, for example, show that if there were full-scale
multilateral trade liberalisation, the increment to income for East
Asia would be 2 percent, a huge amount compared to 1.2 percent for
other developing countries and compared to 0.5 percent for the rich
countries. East Asia’s approach to the trade agenda has to be
therefore quite different given its large stake in the global trading
system.

My second point, to put the trade picture in perspective, is that
the world today in terms of trade barriers is very different than when
Europe was contemplating its trade integration or even when Mexico
and the US were contemplating their trade integration. Against that
background, there is a lot of discussion in East Asia about regional
trade arrangements. There is a whole variety of regional proposals —
there is ASEAN+3, there is ASEAN+3 + New Zealand + Australia,
there is APEC Preferential Free Trade Area, there is APEC MFN-
based liberalisation — and the important point about all these
arrangements is that the benefit is the greater the larger the number
and more diverse the membership is.

Using just the example that Professor Sakakibara mentions in his
chapter, ASEAN+3 as a basis for trade liberalisation would give
global gains on the order of 11 billion dollars. For APEC the increase
approaches something like 48 billion dollars in terms of global
welfare.

Again, the important point is that East Asia benefits much more
from multilateral trade liberalisation than it does from sub-regional
or bilateral arrangements. Does this mean that there is no role then
for regional action? No, there is a role, but the actions are much
more in the area of trade facilitation, in the area of harmonisation and
in the area of investment policy. This is one of the objectives of the
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non-discriminatory free trade arrangements that some countries have
been pursuing on a bilateral basis in the region.

My third point is on finance. As Professor Park mentioned, capital
markets are global, which has implications for the nature and scope
for regional action. Certainly the formation of a currency union can
be a powerful catalyst for trade and financial integration. But it works
also as a political driver of integration, in the sense of getting finance
at the micro and the macro level right. However, as Professor
Sakakibara said, the building of a currency union will inevitably take
time in East Asia, so there are things you can do in the short run such
as improving coordination in terms of exchange rate regimes.

The second aspect of financial integration where there is potential
for regional action has to do with financial stability, where Professor
Sakakibara has proposed better regional arrangements to deal with
contagion risks. There are some difficult issues here. One is
covariance risk. Inevitably the risks will be greater within the region,
and it is not clear that regional arrangements will necessarily be the
best approach for risk pooling. Another difficult issue that arises is
the need to make a determination on the balance between financing
and adjustment and how to “bail-in” the private sector. These
judgments and agreements will be most effective if all actors are
involved, globally and regionally. The fundamental point therefore
is, that while you could think of a regional financial stability
arrangement as a complementary to international mechanisms, as
indeed the Chiang Mai Initiative has been conceived as, it is very
difficult to think of it as an alternative, which is implicit in the
chapter of Professor Sakakibara and which seems to be implicit in his
presentation.

So I would argue that if you have global financial markets, then
you have to have global arrangements — obviously reinforced through
regional mechanisms.

The fourth point Professor Sakakibara did not mention, and
where I think there is scope for regional cooperation, is regional
infrastructure. Professor Park mentioned that there is a big risk that
Asia will be over-run by foreign financial institutions. The answer he
provided is not to keep foreign institutions out, but to develop the
market infrastructure, to develop the standards and to develop the
human capital so that you are able to compete. Indeed, I would argue
that is the key, rather than to be concerned about ownership and keep
the foreigners out.

From: Financial Stability and Growth in Emerging Economies
FONDAD, September 2003, www.fondad.org



244 Comment on Eisuke Sakakibara

Professor Sakakibara is right that there are weaknesses in the
global governance system, but it would be a mistake to withdraw to a
regional system. If anything, Asia is now well equipped to play a large
role and it should seek a larger role in global governance. The entry
of China into the WTO shifted the balance of trade in favour of Asia.
Given the changing role of Asia in trade and finance, it is entirely
appropriate that Asia is seeking a greater role in international
financial institutions and, indeed, in global financial governance.

So the agenda on enhancing regional cooperation in a globalising
world rests on three pillars. First, Asia should seek a greater role in
the global financial governance system, just as it strengthens regional
arrangements. Second, I would argue very strongly that Asia has a
disproportionate interest in a multilateral system of trade. There is a
big risk that there could be a spaghetti bowl of confusion if Asia goes
for multiple regional trade arrangements and multiple bilateral free
trade arrangements, which are potentially inconsistent and can
detract from the attention and span of policymakers. Third, in the
financial arena, while there is considerable scope to pursue regional
initiatives, such as in developing bond markets, these should be seen
as complementary to strengthening the international financial
architecture if we are to address the concerns on crisis prevention and
resolution in globally integrated capital markets.
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Comment on Eisuke Sakakibara

Barbara Stallings

Frorn his post in the Japanese Finance Ministry, Eisuke Sakakibara
was a major player in global economic policy making in the
1990s, so his views on this topic area are of particular interest. In his
paper for this volume, those views are expressed through personal
reflections on Asia’s historical place in the world economy,
projections about the future shape of the international political
economy, and policy proposals with emphasis on financial
cooperation in the Asian region. Given the subject matter of the
volume, the third aspect is most relevant, so my comments will centre
of that part of the paper. Their main aim is to locate Professor
Sakakibara’s ideas in the more general discussion of Asian economic
cooperation and to identify some questions that need further
clarification.

The Status Quo Ante

Sakakibara’s discussion of recent developments in Asia dates from the
Plaza Accords of 1985, which led to a surge of Japanese investment in
other Asian countries. He refers to this process by the commonly
used phrase “Flying Geese Formation’, whereby Japan was alleged to
transfer its technological prowess to its less developed neighbours in
a staged process. Although used with great frequency in the
literature, this concept is nonetheless controversial since (a) it takes
for granted the role of Japan as “lead goose” and (b) assumes that the
other “geese” are all adopting the same features.! Both assumptions
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will become relevant in analysing the proposals for increased
financial integration below. Another characteristic of the flying geese
model is that this form of regional integration, which centred on
foreign direct investment and trade, was governed by market
mechanisms rather than inter-state treaties. Indeed, Asian integration
schemes in general have been less institutionalised than their western
counterparts in Europe or the developing world. This tradition
would be scrapped in the proposals that we will examine below.

Reasons for Change

Asian growth rates in the post-war period were spectacular,
exceeding those of other regions by a substantial amount. Exactly
what role the Flying Geese Formation played in the success of Asia’s
development may be debated, but other regions increasingly looked
to East Asia for an example of a national development model,
including the regional integration component.? All of this came to an
abrupt halt in 1997-98, as a financial crisis hit the region. Among the
side effects of the crisis was a reconsideration of the nature of
regional integration; Sakakibara’s discussion of reasons for change
derives to a large extent from experiences during the crisis. These
centre on the policy conditionality accompanying loans by the
International Monetary Fund (IMF) to Korea, Thailand, and
Indonesia as well as the failure of the United States to take an active
role in dealing with the Asian crisis in contrast to similar situations in
Latin America. Beyond the crisis, however, geopolitical changes were
also taking place as Japanese economic power declined, while that of
China rose rapidly. The decade-long recession in Japan has reduced
the resources the country can invest abroad, while China’s dramatic
growth has raised its profile in economic as well as political and
military terms. The resulting disequilibria with respect to the Flying
Wild Geese scheme clearly require some kind of restructuring.

I For a critique, see Mitchell Bernard and John Ravenhill, “Beyond Product

Cycles and Flying Geese: Regionalization, Hierarchy, and the Industrialization of
East Asia”, In: World Politics, Vol. 47, January, 1995. pp. 171-209.

2 See, for example, Michael Mortimore, “Flying Geese or Sitting Ducks?
Transnationals and Industry in Developing Countries”, In: CEPAL Review 51,
December, 1993, pp. 15-34.
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The Actors

The processes already mentioned imply a necessary shift in the cast
of characters in the regional drama — and in their relative importance.
Taking the mid-1980s as a starting point, a study of the literature
reveals almost total concentration on Japan, on the one hand, and the
“four tigers” (Korea, Taiwan, Hong Kong, and Singapore), on the
other. By the late 1980s and early 1990s, South-East Asia was
beginning to attract attention, but in an essentially passive role as a
recipient of investment from Japan and the four tigers. China (and
Indochina) were still on the sidelines. A dramatic indication of the
failure to take China into account is Sakakibara’s admission that he
did not even consult China before announcing his proposal for an
Asian Monetary Fund (AMF) in 1997. Now, however, he appears to
be moving in the opposite direction and according China a (the?)
central place in his new proposals. When he says that “the Flying
Geese Formation is now being quickly realigned — with China in the
lead”, it is not clear if he means that China will replace Japan as the
lead goose or if China is simply taking the lead in forcing change
more generally. In either case, China has joined Japan as the
dominant actors in the new scheme that he proposes although, as will
be discussed below, the relationship is far from harmonious. The
other key player is South Korea, to which Sakakibara assigns the
awkward role as “mediator in the cultivation of a common will
between China and Japan”.

The Proposals

The discussion thus far has provided background for this section on
the proposals per se for a new regional integration system in East Asia.
Sakakibara’s paper is confined to a presentation of his own views. As
mentioned earlier, these are the views of an informed and influential
policymaker, but they do not exist in a vacuum. It is thus useful to
consider his proposals in light of the extensive literature that has
emerged on this topic since Malaysian prime minister Mohamad
Mabhathir proposed the East Asian Economic Caucus in the early
1990s. Obviously not all of it can be discussed in these brief
comments, but some other proposals can be compared with those of
Professor Sakakibara.
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Sakakibara’s main message is that East Asian countries need to
move forward rapidly in the area of financial integration, not waiting
for trade integration to develop further. Specifically, he says, “it is my
view that cooperation, and ultimately integration, should proceed
simultaneously rather than sequentially in trade, FDI, and
international finance, which differs from the process that took place
in Europe”. In order to achieve this goal, he proposes two main tasks.
First is coordination of foreign exchange policy, leading to the
formation of an Asian currency unit (ACU) that would float within a
flexible band, similar to the ECU and the snake. The need to defend
the value of the ACU leads to the second task, which is the creation
of an institution to pool the region’s huge foreign exchange reserves.
As the reincarnation of his earlier proposal for an Asian Monetary
Fund, the new institution would be based on the so-called Chiang
Mai Initiative of 2000. The Chiang Mai Initiative, with its ASEAN+3
(Japan, China, and Korea) membership, is an agreement to provide
bilateral swaps in the event of a member needing access to foreign
exchange. The new institution would meet regularly to coordinate
policies and conduct surveillance of each other’s economies.

How does this set of proposals relate to others that have been put
forward, both in Asia and elsewhere in the world? Two differences
merit consideration. First, the Sakakibara proposals are more
optimistic, but less clear, than most others. A recent paper by two
influential economists from the United States (Fred Bergsten,
director of the Institute for International Economics) and Korea
(Yung Chul Park, professor at Korea University and former
government official) strongly supports greater financial integration
in Asia but is more doubtful about chances for success.’ In particular,
they are concerned about the “looming economic rivalry” between
Japan and China (p.78), to which Professor Sakakibara pays little
attention. Furthermore, they place much more stress than does
Sakakibara on the need for a regional surveillance mechanism among
member countries to monitor policies that might have negative
ramifications for the region as a whole and to avoid moral hazard in
lending. A related paper, published by Bergsten’s institute,
“conditionally” supports the Chiang Mai Initiative, expressing

3 C. Fred Bergsten and Yung Chul Park, Toward Creating a Regional Monetary

Arrangement in East Asia, Research Paper No. 50, Asian Development Bank
Institute, Tokyo, 2002.
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approval about the fact that it is much more modest than the AMF
proposal.* The author also emphasises the necessity to get support
from, and to cooperate with, the IMF. The relationship with the IMF
was a major stumbling block for the AME, over the issue of whether a
new regional institution would be a substitute or complement.
Unfortunately, Sakakibara does not spell out his position on this
issue, although he implies that he now favours a regional financial
institution that would complement the IMF. His rather oblique
comment in the concluding section of the paper is: “Establishment of
regional mechanisms consistent with existing global institutions
seems to be the best strategy, at least for the immediate future.”

A second difference between Sakakibara’s proposal and others in
the literature is their relative scope. Sakakibara focuses exclusively on
government-to-government relations, while others usefully add in
proposals for private sector development and the strengthening of
existing financial institutions. One such proposal is that of Thai
prime minister, Thaksin Shinawatra, to establish an Asian Bond
Fund. Regional governments would contribute a small percentage of
their international reserves to a fund dedicated to purchasing bonds
of member countries and thus strengthening national bond markets —
a concern of most Asian governments after the financial crisis.” This
proposal was put into effect in June 2003. While small in scale, some
see it as an initial step that could become more important in the
future. A second proposal is the one by Yung Chul Park in this
volume, which focuses on the need to develop locally based private
sector institutions in financial services, such as commercial banks,
investment banks, insurance, derivatives, and merger and acquisition
firms. Currently, Park argues, such institutions are heavily dominated
by foreign firms, which leaves the region vulnerable to the whims of
outsiders. These proposals dealing with private sector institutions
could, of course, be combined with an inter-governmental institution
as proposed by Sakakibara.

* C. Randall Henning, East Asian Financial Cooperation, Institute for

International Economics, Washington D.C., 2002.
5 See discussion by Ramkishen Rajan, “A Bond Fund for Asia”, In: Far Eastern
Economic Review, March 20, 2003, p. 43.
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Implications for Other Regions

Although Professor Sakakibara has no reason to mention it, the
debate on East Asian regionalism is resonating beyond the borders of
the countries directly involved. This is especially true in Latin
America, but also in South Asia and Africa to a lesser extent. Central
and Eastern Europe, of course, have already begun the process to join
the European Union, so the regionalism debate has been resolved
there. In Latin America, regionalism has mainly focused on trade
until now. Recently, however, discussion has begun within the sub-
regional associations, especially Mercosur, about macroeconomic
coordination and even a common currency. Likewise, more emphasis
has been accorded to regional financial institutions, several of which
already exist in Latin America. The two most important are the
Andean Development Fund (CAF), which lends money for
investment projects to members of the Andean regional group, and
the Latin American Reserve Fund (FLAR), which provides balance-
of-payments support to member countries.® Both are fairly small-
scale operations, but there have been proposals to expand their scope.
In this context, Latin America has been an interested observer of the
Asian debates about financial integration, but it might also be useful
for East Asia to study the successes and shortcomings of CAF and
FLAR. Such dialogue has already begun. An important example is
the Interregional Meeting on Financing for Development, organised
by the Regional Commissions of the United Nations as a preparatory
forum for the Monterrey Conference in March 2002, which gave
major consideration to regional financial institutions.” Continued
interchange would be useful for all.

6 For a description of these institutions, see Daniel Titelman, Multilateral

Banking and  Development Financing in a Context of Financial Volatility,
Financiamiento del Desarrollo Series No. 121, Section V, 2002.

7 See “Summary of Conclusions”, Interregional Meeting on Financing for
Development, Mexico City, Section I1.5, January 2002.
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Floor Discussion of “Asia: A New
Agenda of Financial Reform and
Regional Cooperation”

The Park Paper

ge Bakker of the central bank of the Netherlands, wondered

what problem Yung Chul Park was addressing in his paper. “The
paper has lots of statistics, but I lack a definition of the problem,” he
said. “What exactly is the problem for Asia? Is the problem that
exchange rate movements vis-a-vis the dollar are not the same? Is the
problem that exchange rate movements hamper regional trade
integration? Is the problem that you are not able to define your own
monetary policy? It is not clear to me what the starting point is of the
discussion.”

Bakker added that in Europe, monetary integration was motivated
by the fact that trade integration was indeed hampered by intra-
regional exchange rate fluctuations. But in the case of Asia, regional
trade integration seemed to be moving very well. So if Professor Park
saw the challenge as one of regional financial integration, Bakker was
afraid he was choosing the wrong road. “Regional financial
integration is not going to help Asia, because financial integration, by
definition, is a global phenomenon. Capital is fungible, it can flow
anywhere, and in Europe we have never opted for first having
European financial integration and then opening up to the outside
world, because according to our analysis, that is an impossible route.
There will always be escape routes.”

A second point raised by Bakker was the purpose of the Chiang
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Mai Initiative and whether the envisaged reserve funds would be
large enough. “With regard to the reserve funds, the European
experience shows that you need to have a very clear purpose before it
will do anything tangible. An Asian Monetary Fund is not going to
impress the financial markets if it is unclear what it is trying to
achieve. If it is trying to achieve stabilisation of Asian currencies vis-
a-vis the dollar, then you will need tremendous funds. But if its
purpose is to help regional countries that will be hit by contagion and
by financial crisis, then you first need to define what sort of exchange
rate relations you would like to have among yourselves. There, the
European experience shows that a starting point would be to agree
politically that your bilateral exchange rates are a matter of mutual
interest. Now, for that you don’t need statistics. What you need is
political willingness. You might even need a hub, for instance Japan.”

Eisuke Sakakibara, former vice minister of Finance of Japan,
suggested that Yung Chul Park’s view reflected a nationalistic and
xenophobic backlash against foreign investment banks all over Asia.
“We had this backlash in Japan as well,” he said. “Several American
investment banks received harsh penalties for minor violations of the
law. But basically this is a reflection of the sense of insecurity and the
sense of vulnerability of the Asian countries. I am not surprised by
the statistics that Yung Chul has given us. This hub-and-spoke
relationship has existed between Asia and the United States for
decades. Look at the national security arrangement between the US
and Japan, this is also a hub-and-spoke arrangement. It is the nature
of the Asian economies, being dependent on the US. This strong
relationship between the US interest rates and money supply and our
domestic interest rates and money supply is not surprising. Even after
floating, we continue to manage our exchange rates vis-a-vis the
dollar. There is no market between the Korean won and the Japanese
yen, there is only a yen/dollar market and a won/dollar market, and
we have managed those floats through intervention vis-a-vis the
dollar. However, it is important to realise that after the East Asian
crisis in 1997, Asia has become aware of its heavy dependence on the
US and that it may give rise to increasing vulnerability of the
countries in the region because it is an inherently unstable
relationship. This is why the fever for regional cooperation has
intensified after 1997. After the crisis people came to recognise this
very heavy dependence on all fronts on the US.”

Sakakibara told of an experience on an Advisory Board which was
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chaired by Henry Kissinger. “When I started to talk about ASEAN+3
and regional economic cooperation among China, Korea and Japan,
Kissinger jumped and said: ‘Sakakibara, are you choosing China over
the US? Then we have to rearrange all of the things we have agreed
on in our security relationship with you and the rest of Asia’. That’s
the very typical American perception, a hub-and-spoke relationship
in all fronts with Asian countries. My perception is that time has
come to gradually change that relationship vis-a-vis the US. Maybe it
is still too early to create a won/yen market, but we can at least
coordinate our intervention efforts or our management of the
floating rate vis-a-vis the dollar between Korea and Japan.”

Marek Dabrowski, a former vice minister of Finance of Poland,
said that Park and Sakakibara were not talking about an exclusive
Asian problem. “All financial transactions are, in fact, going through
a very small number of global financial centres. It is the same in
Eastern Europe and in Europe in general, where most of the
transactions are going through London and New York. This is the
natural organisation of financial markets. For technical reasons, this
market is much more centralised than the markets of goods or
services. We must live with it.”

Dabrowski stressed that, if Asians were thinking about building a
new regional currency, one of the key questions was whether it could
sustain competition with currencies like the dollar and the euro.
Another key question was, in his view, that “in order to build any kind
of regional currency you must have a minimal political commitment
and some supranational political institution. If you take the political
decision to build a monetary union, this helps to eliminate
asymmetric shocks, synchronise business cycles and promote trade
and capital flows inside the future common currency area. Political
readiness to run common monetary policies is very important. I don’t
know of any historical experience where a monetary union could be
sustained without political commitment.”

Zdenék Dribek, of the WTO, also wondered what problem Park
was discussing in his paper. “The one interesting answer that I was
trying to give to myself,” he said, “is that there must be a big
difference between integrating trade as opposed to integrating
financial institutions. I am very encouraged to see that the Asians are
integrating on the trade level. At the same time, I am not surprised at
all that the financial integration is not taking place as you would like
to think. But I would like to pursue the question further and go
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beyond the variance analysis. If you ask, what really are the
impediments to the fact that the syndicated loans are not run by
Japanese banks or Thai banks, you will find interesting answers.
Maybe it is the fact that there are five investment banks that
dominate the capital markets, or the fact that there are three major
world currencies. Those are the major issues, but at the same time I
ask myself if it really matters. Ten years ago we were all worried that
we were going to be taken up by Japanese banks. How quickly things
can change. So I would not worry so much about the fact that
regional financial integration has not proceeded as fast as you would
have wished.”

Rogério Studart, of ECLAC, thought that the problem of financial
globalisation was not so much a question of ownership of capital, nor
the oligopolistic characteristic of it, but the clash of institutional
settings. “Every country has developed a certain type of financial
institution that was functional to the process of development. For
many years in East Asia, the banks were machines for financing
investment and trade. In the 1990s, this institutional setting lost a
little bit of its functionality with financial deregulation when the
existing institutions began failing for competitive reasons or for other
reasons. This led to a situation where the institutional setting that was
once functional, began to disintegrate. What I see in the 1990s in East
Asia is that the problem was no so much financial integration but the
fact that financial deregulation destroyed some of the institutional
settings that had been created within the financial system to finance
investment and trade and nothing was put there to replace them.”

Stephany Griffith-Jones, of the Institute of Development Studies,
thought that she understood very well what problem Yung Chul Park
was trying to solve through Asian monetary cooperation, namely the
serious problem of the vulnerability of developing countries to large
international capital flows. “But what I don’t really understand,” she
said, “is why the Asians just don’t go ahead with monetary
cooperation, because as Yung Chul has pointed out so clearly in
previous Fondad meetings, the reserves that are available in the Asian
countries are very large, more than 1000 billions dollars.”

Griffith-Jones also wondered why the Asians should worry about
security arrangements with the United States. “If the Americans had
said the same things to the Europeans, as Kissinger has said to
Sakakibara, I don’t think the Europeans would have worried so much
about it.”
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Charles Wyplosz followed up on Sakakibara’s comment that
Park’s paper was about nationalism and pointed to the importance of
political movements. “I suspect that in Argentina after the crisis there
might also be a rise of nationalism,” he said.

“Anybody who knows what nationalism is, would not say that,”
Yung Chul Park retorted. “You are turning my paper into a paper
about nationalism...”

“That is not what I am saying,” Wyplosz replied, “I am saying that
nationalism is playing a role and that this is something we should be
concerned about because we are talking about multilateralism and
financial integration. For us, as economists, financial integration
makes a lot of sense, it is about efficiency and so on, but if the people
down in the street see it as foreign interference, then the whole thing
would collapse. We already went through the opening up and closing
down of the international financial system once (in the first half of
20 century), under deep political pressure, and that’s why I became
scared by Eisuke Sakakibara’s interpretation. I see that Yung Chul
doesn’t like this interpretation, but he should not complain to me but
to Eisuke.”

Wouter Raab, of the Dutch Ministry of Finance, did not like the
term nationalism and moved the discussion in another direction.
“Part of the answer to Yung Chul Park’s question of why
liberalisation of financial markets has not automatically led to
integration of financial markets, is that you need an awful lot of
regulation and an awful lot of harmonisation before that takes place.
Financial integration does not follow automatically by opening up,
you need to do a lot of hard work. This is even more so than in the
case of trade, because even when there are numerous non-trade
barriers, you can still ship goods from one country to the other. But
in the financial sector, to give you an example from the Netherlands,
you are not allowed to offer any financial products to, for instance,
Germany. There are still a lot of barriers that have to be broken
down.”

In his reply to the comments, Yung Chul Park expressed
amazement that so many people suggested that the problem he
addressed in his paper was unclear. “I am trying to write a scientific
paper. It has nothing to do with politics, with nationalism or anything
else. That is the last thing I have in mind. If you read some of the
recent papers by Andrew Rose and his associates, the empirical
evidence is clear that the formation of a currency union among a
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number of countries leads to a substantial increases in trade, and that
it is a welfare gaining activity. There is no doubt about it. Second, the
formation of a currency union is not a stumbling block, but a building
block for global integration. My point is that in East Asia,
13countries have been working together to establish a regional
financial arrangement with the long-term objective of creating its
own currency, and this objective has nothing to do with nationalism
or anything else. If you look at the trade side, you see that the
13countries are clearly moving toward a currency union. Within 5 or
10 years the 13 countries will be able to agree on monetary
integration if you only look at the trade side, and there will be a lot of
gains to be made by fixing their exchange rates or creating their own
currency.”

Park mentioned some of these gains by recalling the “crazy fact”
that the 13 countries of East Asia are running a financial surplus and
are financing deficits of the rest of the world, including the US, while
none of these Asian countries, except Japan, has been able to borrow
from international financial markets in their own currencies. “If you
create your own currency and currency union, then securities
denominated in regional currencies will automatically spring up. And
if these countries can establish regional financial markets, then
regional financial markets may be able to finance more of investment
in East Asia.”

Park concluded: “As for the definition of the problem, I have
many definitional problems, but let us not forget that economics is a
definitional problem to begin with. I don’t understand how what I am
saying can be interpreted as nationalistic. I am not against financial
globalisation, I am saying that we can have financial globalisation
and, at the same time, regional financial integration. These two can
go together. In Europe, you have Europe-based financial markets and
Europe-based financial integration and that is not inconsistent with
globalisation.”

The Sakakibara Paper

In the discussion on Sakakibara’s paper, Yung Chul Park returned to
the criticism of Europeans to Asia’s efforts at regional financial
cooperation. “Why is the formation of a regional arrangement in
East Asia receiving such a hostile reception from Europeans, who
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worked for many years to come to where they are now?” wondered
Park. “I would think that the European Union would be supporting
an East Asian regional arrangement more than any other country or
grouping of the world. But that is not the case. And why is Europe so
anxious to expand its territory (to the east) and its influence at the
same time?”

Following up on Sakakibara’s paper, Park addressed the question
of whether the Chiang Mai Initiative or the bilateral swap
arrangements were going to be a substitute or a complement to
global arrangements from institutions like the IMFE “It should
obviously be a substitute,” he said. “After the East Asian crisis, most
of the crises are going to be current account crises and what you need
in such crises is immediate, large amounts of liquidity without any
conditions. You can worry about conditionality later. In the case of
Korea, it took 10 days to agree to the IMF conditionality. But if there
are any symptoms of a currency crisis, you need an immediate supply
of a large amount of liquidity and this can only be provided at the
regional level. Even though East Asia is not one of the richest regions
in terms of living standards, it is one of the richest regions in terms of
savings with more than 1 trillion dollars in reserves. Isn’t it a crime
that we are lending these dollars to the US? We could lend it for
better purposes, we could lend it to Africa, to Latin America maybe
even to Central Europe.”

José Antonio Ocampo, of ECLAC, stressed that regional
institutions should not only be complementary but also competitive
to global institutions. “There are three arguments for competition.
The first one is what I have called the federalist argument — a
heterogeneous community will not always want to have an all
powerful central power. This is why Europe would never have
allowed the crisis of the EMS to be managed by the International
Monetary Fund. The second argument has to do with the problem of
control over the global institutions. Global institutions are not
democratic. Since there are specific interests behind the world
institutions, it is good to have competition. A third argument relates
to small players. Small players always like competition, that is the
traditional neo-classical argument. So why not have competition in
the supply of financial safety nets? If a small country like Honduras
goes into a crisis, it is better off with three or four alternative
institutions supplying it with financial support rather than one.”

Charles Wyplosz supported José Antonio Ocampo’s plea for
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competition by regional institutions, and gave an additional
argument. “The IMF, like any institution, is bound to make mistakes
in its analysis, but when the IMF makes mistakes, it doesn’t pay the
price and the costs can be huge for the countries that have to go
through their conditions. A good reason for competition by regional
institutions is that it would increase the competition for ideas. So
when the IMF says: ‘We think Korea should do this’ or ‘Argentina
should do that’, a competing Fund could say: ‘No, this is wrong’, and
a healthy debate will be triggered. However, in a crisis situation you
can’t discuss too long.”

Roy Culpeper, of the North-South Institute, thought that both
Eisuke Sakakibara and Yung Chul Park (as well as José Antonio
Ocampo and Stephany Griffith-Jones) had clearly demonstrated the
weaknesses of the global financial system as well as the rationale for
regional solutions. “I see the strengthening of regional cooperation
as a strategy for trying to remedy what the global architecture has
been unable to do. Since 1997, we have seen discussions about
collective actions clauses, about debt standstills, and recently there
was a glimmer of hope with the debt work-out arrangements that
Anne Krueger put on the table in the IME. But all of these proposals
have been on hold and this has contributed to a sense of frustration
both in Latin America as well as in Asia. Let’s be honest about it: it is
global real-politik that determines how global institutions work. And
if regions of the world want a financial architecture that really does
look after their interests, they have to look to a regional solution.”

Culpeper went back to the question of what one really gains with
financial and capital market liberalisation and said that the answer
was not yet clear. “Amar Bhattacharya gave some numbers for the
gains of trade liberalisation, but even on the cause of the relationship
between trade openness and economic growth, the jury is still out.
But the jury is certainly out on issues of financial sector liberalisation.
All of the evidence and analyses that I have seen suggest that the gains
from financial sector liberalisation and capital account opening are
very questionable, perhaps even negative.

I am reminded of some work that Martin Feldstein and Charles
Horioka did over a decade ago, which pointed to high correlations
between domestic savings and investment. They were actually talking
about how little the world capital market was integrated and this is
reinforced in large part by the work of people like Dani Rodrik who
argued that, if you are concerned about growth and development and
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poverty reduction, basically what you have to do is increase your
savings rate and your domestic investment. That is what it is all
about.”

Heiner Flassbeck, of UNCTAD, thought that Roy Culpeper
stated it too simply. “I agree that there are a lot of disputable
assumptions in the theory that opening everything would be the best
for the world, but to go to the other extreme and say, ‘Don’t care
about capital markets and just promote your savings and investment’,
is too simple because what will happen is that countries will not stop
trading but will start having trade wars and the like. You will have
shocks of huge dimensions coming from devaluation, which is the
best instrument you have to promote exports, and from subsidies and
other instruments you have to promote exports such as lowering
taxes. We need solutions for some problems, we have to try to find
common rules for certain kinds of interventions by governments in
the market. Saying that you can just rely on your national powers and
abilities, is going a step too far.”

In his reply, Eisuke Sakakibara stressed that one of the major
motivations for the creation of an institution like the Asian Monetary
Fund is that the globalising financial market is inheritably unstable
without a global lender of last resort and without a global regulator.
“In Asia,” he said, “the idea is: If we are accumulating 1 trillion
dollars of reserves, why not pool the reserves regionally and create a
regional lender of last resort? Let’s pool half of it and come up with a
joint strategy in terms of crisis management and stabilisation of
exchange rates.”

Sakakibara warned that if financial markets are fully liberalised
without having a lender of last resort and global regulator, the world
is left with a completely unstable financial system. “The crises will hit
us over and over again as globalisation proceeds. If the IMF could
play the function of a lender of last resort to some extent, it would be
a different story, but it has proven that it cannot do that nor does it
have the political mandate to do that. We have gone through all kinds
of discussions on the international financial architecture, I myself
have been involved in the discussions and I respect the efforts that
have been made, but not much has ever come from it.

We need competition to reform international financial
institutions. I am not against financial integration or financial
liberalisation. You should let the market proceed, provided that we
have some public mechanism of lender of last resort and regulation,
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provided that competition policy is imposed in those institutions, and
provided that conflicts of interest of accounting firms, rating agencies
and so on be pointed out and that these firms are regularly inspected.
Let the public institutions develop either globally or regionally to
stabilise inherently unstable global financial institutions.

What we try to promote in Asia is horizontal networking. Japan
has no intention of becoming a hub in Asia, we can’t, we don’t have
the capacity nor the attitude to be a hub in Asia — if anything China
could be hub. One of my favourite jokes these days is that within 10
to 20 years, Japan may become the 51st state of the US or the far East
province of China. What we need is networking and horizontal
cooperation, not hierarchy.

The time for G-7 is over. Europe has now been integrated into
one unity. There is no reason to have Italians, French and Germans
separately in the G-7, you should have one European country. Other
fora are needed that include Europe, the US, China and India along
with Japan and Russia.

We need a completely different type of organisation, we need an
international negotiating forum. I have participated in G-7 processes
for about a decade but the effectiveness of G-7 has declined
throughout this period. The effectiveness of — and I'm sorry to say
this — the IMF and the World Bank has also declined throughout this
decade. So some other international financial and development
infrastructure is now required.”
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