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Abstract. Financial cooperation is inseparable from broader issues of international relations and geopolitics. Moves towards financial cooperation in ASEAN began only in the 1990s after capital account liberalization had exposed member states to international financial instability. At the time, ASEAN was focused on security issues, its major reason-for-being. Besides, the nature of the 1997-8 crisis, with large financial flows and contagion to adjacent countries, indicated that cooperation between adjacent countries with common weaknesses was unlikely to be effective. The debate on regional schemes took place between non-ASEAN players. Japan proposed the AMF. China and the US torpedoed it. The later Chiang Mai Initiative (CMI) scheme for currency swap arrangements soothed the US by awarding a major role for the IMF. More importantly, the scheme was broader than ASEAN and potentially pioneered a proto-East-Southeast Asia region of cooperation. Moreover it consisted of a network of bilateral pacts, rather than a single centralized scheme. Recent initiatives in trade cooperation have taken similar directions. These schemes perhaps indicate a new basis for economic cooperation which better reflects the political and economic realities of the region.

In December 2000, the US National Intelligence Council published a report on Global Trends 2015 which projected world ‘drivers and trends’ as background for US policy-makers to plan foreign, security, and military policies. The report paints a generally optimistic picture of world trends in economy, resources, technology, politics and conflict, and expects the US will face no major difficulty in managing the world over the next fifteen years. However, at the very end, the report lists eight ‘significant discontinuities’ which could ‘produce trends quite different from those presented in the body of the study’. These eight include: economic collapse in the Middle East; ‘the formation of an international terrorist coalition’; another global epidemic on the scale of AIDS; an ethnic/religious conflict in a strategically sensitive area; a powerful anti-globalization movement; a China-India-Russia pact against the US; and a collapse of the Atlantic alliance. The last of these ‘significant discontinuities’ reads:

Major Asian countries establish an Asian Monetary Fund or less likely an Asian Trade Organization, undermining the IMF and WTO and the ability of the US to exercise global economic leadership (National Intelligence Council 2000, 81).

It is likely that over the year since the issue of this report, the AMF issue has lost salience among US concerns, and it is certain that the terrorist issue has come to dominate since 9/11. Even so, it is instructive to find the prospect of a successful AMF or AFTA listed as a threat to US world hegemony alongside international terrorism, AIDS, and an anti-US pact by all the major nuclear powers.

This indicates clearly that the attempts by ASEAN to expand its role into economic and financial areas cannot be isolated from strategic concerns, the relations between ASEAN member-countries and outside powers, and especially the US conception of its role as the leading world power in both military and economic realms.

This point dictates the plan for this paper. While the focus of the paper is on the debates and experiments over new financial measures in Asia since the 1997 crisis, this is preceded by a brief discussion of ASEAN’s role as a security organization, and as the basis of a free trade area. Finally, these ASEAN financial debates and experiments are set into their international context of political and financial realities. The paper suggests that while the substance of financial cooperation as discussed (reserve pooling) may not yet be very significant, the forms of cooperation projected (networks of bilateral agreements extending over a wide area of Asia) may be more important as pointers to the future.

ASEAN’s origins as a security organization

ASEAN began life as a political organization to negotiate the internal conflicts which resulted from neighbourly quarrels, and from the long history of outside intervention in the region during the colonial era and the cold war.
 It later developed the ASEAN Free Trade Area (AFTA); and still later, began to discuss issues of financial cooperation. This sequence—security, trade, finance—also reflects the organization’s continuing ranking of priorities.

The priority of security concerns dictated ASEAN’s major initiative in the 1990s, namely bringing within the organization the states omitted during the cold war—Burma, Vietnam, Laos, Cambodia—and hence completing the coverage of the Southeast Asian region. However, this expansion of the grouping significantly increased the internal complexity in several ways. First, the major states of the original ASEAN (Indonesia, Malaysia, Thailand, Philippines) shared a common commitment to development through a free-market economy with limited government planning, whereas the new additions had a history as planned socialist economies. Second, the variation in per capita income among the original major states was in the region of six times. The inclusion of the new states raised this factor to around twenty times.
 These two reasons significantly complicated attempts to develop the economic aspects of ASEAN.

Third, the expansion of the grouping brought in new problems over marine rights, and over cross-border flows of contraband, drugs, people, arms, disease, ideas, and political activism. These latter problems were particularly acute between Sumatra and Malaysia, and on the Thai-Burma border. The issue arose of whether ASEAN was a proper forum to address these problems. Since many of these cross-border flows (arms, drugs, political activism) were clearly related to political arrangements, this issue challenged the past convention that ASEAN should not interfere in the internal politics of its member states. The debate on this problem complicated the process of absorbing the new members, and diverted attention away from other issues in the late 1990s.

In addition, the political crisis in Indonesia weakened ASEAN in various ways. Indonesia had been the organization’s original host and largest member, and hence the de facto leader. While Indonesia’s political troubles distracted the country from this role, the leadership effectively was in abeyance. Besides, the Indonesian crisis also increased the problems of cross-border flows of people and arms, and led to fears of a trend of political unrest and potential ‘Balkanization’ across the region. 

Finally, the attacks of 11 September 2001 raised the issue of militant Islam in the region, and made it likely that the US would intervene in the region with potentially disruptive consequences. These problems have concentrated ASEAN’s attention on its priority area of security, and distracted attention from other areas.

ASEAN as a forum for economic cooperation

From its early days, ASEAN was projected to take on an economic role. The original 1967 declaration spoke of economic, social, and cultural cooperation. But initially, economic cooperation was valued as a means to achieve greater political cooperation. Also, economic cooperation was conceived within the framework of state-led development planning prevalent in the 1960s and 1970s. Planners allocated major schemes of state-invested development to different members of the grouping in order to achieve economies of scale for projects which were too large for a single country. However, despite a large investment in research and negotiation to launch these projects, the results were meagre—partly because of political discontinuities in the member states, partly because of inter-country rivalries, but mostly because of the transition away from state-led to private-led development thinking between the 1970s and the 1990s.

The idea of trade cooperation emerged into prominence around 1990 in reaction to events elsewhere in the world. The European Community made the transition into the European Union. The US began the negotiations which resulted in NAFTA in 1994. For many it appeared that the world was quickly becoming divided into regional blocs (Nattapong 2001). After several meetings on the topic in the early 1990s, ASEAN leaders agreed on the goal of achieving some kind of economic union in the future, but conceded that this goal was remote because of inter-country differences and the lack of experience in economic cooperation. As an interim measure, they agreed to progress towards an ASEAN free trade area (AFTA) by progressive rounds of customs rate reductions. The original program targeted tariffs no higher than 5 percent by 2008, but had many exclusions (especially agricultural products). After ASEAN was expanded from six to ten members in the mid-1990s, the goal was restated as zero tariffs, and schedules drawn up for the four newer members extending up to 2018 (Ariff 2000, 46–​8).

At the onset of the financial crisis of 1997–8, ASEAN leaders anticipated that the crisis would provoke a lapse into protectionism, and countered by a ‘Bold Resolution’ to accelerate the schedules for customs reduction. While governments acceded to this idea in the first instance, many subsequently negotiated exceptions and exclusions for pet projects, specific products, and priority sectors (Malaysia for automobiles, Philippines for petrochemicals, Indonesia for sugar).

Even without these difficulties, trade integration progressed slowly. In reality, the ASEAN countries were more competitive than complementary in the realm of trade. All were pursuing a similar strategy of developing export markets in the advanced world. Intra-ASEAN trade as a proportion of the grouping’s total trade grew only from 18 percent in 1990 to 23 percent in 1996, then lapsed to 21 percent by 1998. Given that this was a period of increasing overall trade, this represented some achievement. However, compared to the EU (63 percent) and NAFTA (51 percent), the proportion of intra-group trade was small (Nattapong 2001, 66–8).

Besides, the open pattern of ASEAN countries’ trade meant that AFTA from the beginning faced political opposition. External trading partners were concerned about being excluded. Australia and New Zealand in particular believed that in this trend towards regionalism they need to be connected to an Asian grouping. The US also moved to protect a small but potentially important part of the ‘Pacific’ economy which in the early 1990s was widely projected to become the fastest growing part of the world economy in the twenty-first century. As a result, the formation of AFTA provoked the formation of other cross-cutting groupings. The most significant of these was APEC which included the US, Australia and a miscellany of other countries which had an interest in trading with Southeast Asia.

In addition, the conclusion of the Uruguay round and the transition from GATT to WTO raised the issue of the role of regional free trade projects within the context of an over-arching WTO framework for global trade liberalization.

In sum, by the time ASEAN took an interest in financial cooperation in the late 1990s, the grouping was already involved in considerable soul-searching over its role and future. The expansion of the grouping, the resulting issue of cross-border flows, the implications of the Indonesian political crisis, and the global consequences of 9/11 tended to focus ASEAN on its primary security role. At the same time, the indifferent results from trade cooperation, the implicit conflict between AFTA and WTO, and the appearance of competing regional groupings discouraged progress towards economic cooperation. Singapore’s foreign minister admitted that ASEAN had become perceived as ‘as ineffective and a sunset organization’ (Tay, Estanislao and Soesastro, 2000, v). Several enquiries into the future economic role of the grouping, conducted at the end of the millennium, concluded bravely that some forum of cooperation was better than nothing at all (e.g. Tay, Estanislao and Soesastro, 2000; Mya Than 2001). But these optimistic assessments have to confront two key issues. First, how far can economic cooperation progress without greater political cooperation? NAFTA is held together by the domination of the US. The EU was created by a shared desire to move beyond the murderous nationalisms of the twentieth century. What equivalent power or sentiment can underlie regional economic cooperation in Southeast Asia?

Second, in what way does ASEAN make sense as an economic grouping if most of the members’ economic fortunes are tied up with outside players, and if the most important of these outside players (the US) is antagonistic to any effective economic grouping?

Moving towards financial cooperation

Before the Asian financial crisis of 1997–8, Southeast and East Asian governments showed little interest in regional financial cooperation. The idea of creating a regional monetary fund had been mooted at the time of the establishment of the ADB in 1966, when proponents saw an IMF equivalent in Asia complimenting the activities of the ADB in the same way as the IMF complimented the activities of the World Bank. But the idea failed to materialize. At the time, most Southeast and East Asian nations had dollar-pegged currencies and closed capital accounts. They were not too concerned about international financial instability. These attitudes changed in the 1997/8 crisis for the following reasons.

First, from the perspective of countries affected by a liquidity crisis either directly (Thailand, Korea, Indonesia, Malaysia) or indirectly (Japan, Philippines, Singapore, China, etc.), the absence of a suitable lender of last resort was a great drawback. The inadequacy of the IMF rescue plans drove home to these countries the need for a regional financial arrangement suitable to regional needs.

The IMF rescue plans failed to prevent the crises in Thailand, Indonesia, and Korea becoming much worse than expected. The amounts available to these Asian countries as emergency aid under the IMF quota system were very low. As a result, funds had to be collected on an ad hoc basis by a kind of ‘whip round’ among sympathetic states. This was clumsy and politically fractious. Thailand in particular was disappointed that the US refused to commit any bilateral financial assistance, even though Thailand considered the US an old ally going back to the cold war period. This incident led other Asian countries to doubt the US commitment to stabilize the regional economy under crisis. Further, the IMF deployed much the same rescue package which had been applied earlier in Latin American countries, even though the Asian problem of private debt was fundamentally different from the Latin American countries’ problem of public debt. The results were severe capital flight and a sharp contraction of GDP, with dire social and economic consequences (Pasuk and Baker 2000).

Second, countries which experienced the IMF conditionalities (Thailand, Indonesia, Korea) felt that the IMF, US, Japan and other advanced economies were keen to take advantage of the crisis to pry open their economies and buy up banking and industrial assets at fire-sale prices.

Third, the crisis exposed the vulnerability of the foreign exchange regimes of most Asian countries, which were pegged to the US dollar in one way or other before the crisis. This raised the question of the need to diversify beyond the dollar into other currencies, particularly the strong currencies of the region such as the yen or yuan (Katada 2001).

Given this environment, Japan saw an opportunity to take a leadership role in enhancing regional cooperation to establish a regional financial framework. Two areas of Japan’s concerns were: (1) plans for emergency funding facilities ranging from an Asian Monetary Fund (AMF) to currency swap arrangement; and (2) the promotion of the increased use of the yen, as part of diversifying currency use beyond the dollar.

For Japan, the proposal for an AMF was defensive geo-politics of self-preservation in the sense that a regional monetary framework in Asia would reduce the effort and cost of maintaining Southeast Asia as a prosperous place for Japanese firms to do business, and would help Japan insulate its economy from international financial instability (Katada 2001). For ASEAN, increased usage of the yen, in line with the importance of Japan as a trade and investment partner, would prevent the distortions and fluctuations introduced by changes in the yen-dollar parity (Bird and Rajan 2001).

Most ASEAN countries responded positively to Japan’s plan for an AMF, but were cautious over the increased use of the yen. An AMF would, they perceived, offer them a more effective lender of last resort in future financial crises. But the institutionalization of this project was complicated by the geo-politics in the international arena and in the region. 

The Asian Monetary Fund debacle

The move towards financial co-operation within ASEAN during the crisis surfaced not in ASEAN itself, but in Japan. 

The idea of an Asian Monetary Fund (AMF) had been discussed among officials of the Japanese Ministry of Finance in the mid 1990s. The 1997 proposal for an Asian Monetary Fund (AMF) independent of the US was championed by Eisuke Sakakibara, Japan’s Vice Minister for International Finance. In July 1997, Sakakibara spearheaded the efforts to raise funds for Thailand beyond its IMF quota. Most of these funds came from countries in the region. Sakakibara concluded from this experience: ‘At that time, we thought it was a good opportunity for Asian countries to recognise that the Asian currency crisis was our own problem, and that we could strengthen regional co-operation within Asia’ (Sakakibara 1999). In August, Sakakibara floated the idea of an AMF—a fund of US$ 100 billion to act as a regional lender of last resort—at a meeting in Tokyo of the countries that had contributed to the rescue package for Thailand. He repeated the idea in informal meetings with other financial agencies and central banks in the region in August and September of 1997. Finally the initiative was made official by Japan at the G-7 and IMF meeting in Hong Kong in September 1997.

The US reacted with strong opposition (Altbach 1997; Acharya 1999; Higgott 2000). Sakakibara recounts that US deputy treasury secretary Larry Summers rang him at home after the G-7/IMF meeting and stated angrily: ‘I thought you were my friend’ (Sakakibara 1999). US policy-makers feared that an independent regional monetary fund would duplicate the IMF, reduce the IMF’s role in the region, and increase the possibility of moral hazard due to softer conditionality if the AMF were managed by Japan independent of the IMF. Stanley Fischer called the AMF ‘a threat to the authority and effectiveness of the IMF itself.’

Chinese response to Japan’s initiative was one of silence. This was interpreted as not lending support. China’s participation, however, was key to the success of a regional fund because China is the second largest holder of foreign exchange reserves. China’s silence may have reflected its cautious stand towards the US as China was currently negotiating its entrance to the WTO. The Chinese may also have been concerned about a new regional institution led by Japan. 

Once the US objected strongly, neither Japan nor the ASEAN countries wished to move forward with the scheme. For all the ASEAN countries, their good relations with the US were as important as their relations with Japan. China’s non-co-operation further added to the complications (Katada 2001). 

At this stage the crisis had not become contagious. But when the crisis spread to Indonesia in October 1997, and the IMF’s harsh conditionality led to the collapse of Indonesia’s banking system, the apprehension about the IMF’s effectiveness was intensified. This encouraged fourteen countries representing the Asia Pacific region to convene a meeting in Manila in November 1997 to discuss a framework for strengthening Asian regional co-operation for stability. This gathering included the US, Canada, Australia and New Zealand. At the meeting the countries agreed that deputy finance ministers and central bank deputies of their countries should meet twice a year to discuss international finance and the conduct of monetary surveillance in the region. Subsequently, ASEAN set up a Surveillance Co-ordinating Unit to collect and share financial information on member countries which might help predict and prevent a crisis. The project was supported by the ADB which also established a unit and website to make some of the information available beyond the public sector (Rajan 2001a, 132-3). The Manila meeting also proposed programs of technical support to strengthen the financial sectors and market management in member countries. Further the countries concluded a Co-operative Financing Arrangement (CFA), an agrrement to help one another in the event of any future crisis. Essentially this was a loose institutionalization of the role which Japan had played to persuade other countries to contribute to the bailout packages for Thailand and Indonesia through networks of bilateral agreements. This bilateral assistance was designed to be implemented after an IMF agreement was in place and only if IMF resources were found to be inadequate. This so-called ‘Manila Framework’ brought the IMF back into the picture.

Through 1998 and 1999, Japan increased the support offered to crisis-hit Asian countries, particularly through the Miyazawa Initiative launched in October 1998. After the crisis spread to Russia (summer 1998), the LTCM collapse (September 1998), and serious problems in Brazil, the US became more appreciative of Japan’s efforts to re-establish financial stability and cushion the crisis impact in the Asian region. In addition, possibly to quieten the financial panic, both the US and Japan seemed to become more concerned to scotch any impression that they were in serious conflict over plans to stabilize Asia. In late 1998 and early 1999, the US and Japan worked together within the G-7 framework to restore regional stability and reform the international financial architecture. The G-7 endorsed the creation of a new Contingent Credit Line (CCL) within the IMF as a mechanism of crisis prevention. Then financial authorities in G-7 countries held the first meeting of the Financial Stability Forum, with the aim to make the international system less vulnerable by strengthening regulatory and supervisory measures on highly leveraged hedge funds, offshore markets and short-term capital flows.

From the Asian Monetary Fund to the Chiang Mai Initiative

Through 1999, as criticism of the IMF increased, and as proposals for a large-scale revision of the international financial architecture crumbled into a few piecemeal adjustments, Japan restated that the vision of Asian monetary co-operation was still alive, and some ASEAN countries (particularly Thailand and Malaysia) encouraged Japan to assert its leadership. The revised scheme which Japan helped to evolve over 1998–9 differed from the original AMF proposal in three crucial ways.

First, the idea of establishing a new institution—with all the practical difficulties and political implications—was temporarily shelved in favour of a simpler framework of co-operation involving currency swaps.

A framework for currency swaps was practical and attractive. Individual ASEAN countries began to focus on measures to prevent a recurrence of financial crisis. While most floated their currencies and reformed their banking systems, few believed these measures were adequate to prevent a future crisis given the nature of international financial instability (Bird and Rajan, 2001). Retrospective analyses of the crisis pointed out clearly that countries with large international reserves were better placed to avoid the speculative attacks and capital flight which marked this new genre of financial crisis (Rajan 2002). In his review of the 1997–8 crisis, for example, Stanley Fischer emphasised the importance of reserves (Fischer 2001). Several countries focused on building up their individual holdings of international reserves. In addition, the prospect of pooling reserves became attractive as a first step towards regional financial co-operation. In March 1999, Japan took the first steps in this direction by assigning part of the funds available under the Miyazawa Initiative to set up the Asian Currency Crisis Support Facility at the ADB, and concluding currency swap arrangements with Korea (US$ 5 billion) and Malaysia (US$2.5 billion).

A second difference was that the scale of co-operation was expanded beyond ASEAN (or Japan plus ASEAN). ASEAN members in fact already had an agreement for currency swaps originally concluded in the 1970s and reconfirmed in 1997. But the scale of this arrangement was small (US$ 0.2 billion) compared to the large amounts required to combat the 1997–8 crisis. Besides, the contagion of the crisis to adjacent countries had made it clear that co-operation between equally weak neighbours was unlikely to be effective. For reasons of both scale and politics, any financial co-operation within Asia needed to incorporate the region’s strongest countries.

As a result, Japan’s initiative on currency swaps was discussed not so much within ASEAN as within larger groupings such as the APEC symposium in July 1999, and within a new grouping (‘ASEAN+3’) which assumed importance because of this issue of financial co-operation. In 1997, ASEAN had held a meeting jointly with China, Japan and Korea on the fringes of the 30th anniversary ASEAN summit. This meeting set up a scheme of biennial meetings of finance officials. The currency swap proposal was discussed at the meeting of deputy finance ministers of this grouping at Manila in November 1999. The meeting issued a formal statement on financial co-operation. The currency swap scheme was then announced during the meeting of the grouping’s finance ministers during the ADB annual conference held at Chiang Mai in May 2000. 

While the grouping was dubbed rather clumsily as ‘ASEAN+3’, which appeared to give ASEAN a leading role, in reality the importance of the grouping was in the ‘+3’. China, Japan and Korea were the largest economies in the region with the strongest reserves. This grouping recognised the fact that financial co-operation within ASEAN alone made no sense. Despite its clumsy name, ASEAN+3 was really the germ of a pan-Southeast-East Asian grouping of great importance. Interviewed at the Chiang Mai meeting, Sakakibara said: ‘When you sink, we sink and vice versa. So it’s about time Japan looks to Asean countries, Korea and China.’

Country
Foreign exchange reserves

2000. US$ billion
Percent of GDP

Japan
286.9
  7.0

Korea
  96.1
21.0

China
168.3
18.4

Hong Kong
107.6
65.8

Taiwan
106.7
36.4

Thailand
  31.9
26.0

Indonesia
  27.5
18.5

Malaysia
  30.6
32.6

Philippines
  14.5
19.1

Singapore
  80.4
82.2

Source: International Institute of Finance estimates, quoted in Bird and Rajan (2001)

The ‘Chiang Mai Initiative’ (CMI) had three parts: the existing swap arrangement between ASEAN countries would be increased in value; Japan, Korea and China would conclude swap agreements among themselves; these three would then negotiate a total of fifteen separate bilateral swap agreements with ASEAN members. 

The third difference between AMF and CMI was that the new arrangement incorporated the IMF, and overcame the concerns of both the US and China. China warmly welcomed the scheme which gave China a leading role on an equal footing with Japan. The US was initially two-minded. The US representative at the Chiang Mai meeting cautiously welcomed the scheme, but added that there was no substitute for internal financial restructuring. He then heavily criticised the ADB, including a warning ‘not to duplicate the work of other institutions’. and ending with a threat that the US might reconsider its funding for ADB (Truman 2000).

But Japan moved rapidly to overcome US objections. At Chiang Mai, Sakakibara insisted that the CMI was a step towards his concept of an AMF, but accepted that ‘the fund’s role could be restricted to the provision of liquidity with conditions for private sector participation and surveillance, while the macropolicy recommendation function could be handled by the IMF’ (Nation, Bangkok, 6 May 2000). Moreover, a few months later, Sakakibara was replaced as vice minister for finance by Haruhiko Kuroda, who had earlier been seconded by the Japanese Ministry of Finance to work at the IMF, and was known to be more amenable to working within IMF guidelines. Japan impressed upon ASEAN members that the IMF would have to be involved in the scheme. In fact, the Japanese Ministry of Finance had always been concerned about monitoring the financial workings of other states. At the outset of the crises in Thailand, Indonesia, and Korea, Japan had refused requests for direct support, and directed these countries to the IMF, for precisely the reason that it doubted its ability to monitor country economies. Japan, China and Korea—the countries with large reserves which could expect to be lenders under the CMI scheme—all felt they needed the IMF experience in surveillance. 

When the details of the CMI scheme were announced in November 2000, ninety percent of the funding was available only to countries which were operating under an IMF programme. Malaysia had earlier objected strongly to any IMF involvement, and it seems likely that the residual 10 percent was arranged as a sop to Malaysia sentiment. Other ASEAN members publicly welcomed the IMF role.

In March 2001, ASEAN finance ministers announced that they had progressed the Chiang Mai Initiative by upgrading the intra-ASEAN swap agreement from US$0.2 billion to US$1 billion, with additional provisions for members to draw funds against holdings of hard currency instruments such as US treasury bills.

Japan concluded swap agreements with Thailand (US$ 3 billion), Korea (US$ 2 billion) and Malaysia (US$ 1 billion), and began negotiation with Philippines and other countries (Ministry of Finance 2001). In May 2001, ASEAN+3 established a study groups to investigate surveillance mechanisms. In late 2001, Thailand stated that it was also negotiating a swap agreement with China. 

Japan continued to insist that the network of swap agreements represented progress towards a more ambitious framework of monetary co-operation in the future. Critics pointed to the limited scale and slow progress of the project. Japan also remained interested in expanding the international usage of the yen, but other Asian countries remained lukewarm. During the crisis, most countries found that their usage of the dollar increased because of the enhanced importance of the US as an export market and source of investment. However, against the background of Europe’s progress towards a common currency, the idea of some future monetary union remained attractive. A feasibility study for a common ASEAN currency was inserted in ASEAN’s ‘Hanoi Plan of Action’ adopted in 1999. The joint Asia-Europe (ASEM) meeting in Kobe in January 2001 initiated a research project on monetary co-operation in Asia, using European expertise and experience. At the meeting, the IMF’s Horst Köhler foresaw ‘greater monetary integration’ in Asia’s future (quoted in Bird and Rajan, 2001). But any substantial move towards monetary co-operation is perceived as remote.

The revival of trade cooperation

Over 2000–1, the threat of financial crisis receded, while the prospect of a trade recession increased with the downturn in the US and then the shock of the events of September 11. Discussion on economic co-operation refocused from finance to trade. However, these new discussions reflected two innovations which had first surfaced during the attempts to achieve financial co-operation. First, there was no central plan for co-operation but rather a network of bilateral and multilateral agreements. Second, these agreements reflected an enlarged and flexible definition of the region for co-operation. By late 2001, the list of bilateral and multilateral free trade agreements under negotiation included: Japan-Singapore; Japan-Korea; Japan-Korea-China; Korea-Chile; Korea-ASEAN; Korea-Japan-China-ASEAN; China-ASEAN; Singapore-New Zealand; and ASEAN-Australia-New Zealand (Ariff 2000; Salong 2001).

At the APEC meeting in Shanghai in November 2001, financial co-operation was significantly downplayed. Thailand invited participants to review experience of the 1997–8 crisis, but only Hong Kong and the Philippines attended the meeting. Thailand also floated the idea of extending the Chiang Mai swap arrangement from ASEAN to APEC, but nobody responded to the proposal. Instead, the Shanghai meeting concentrated on trade co-operation. The meeting formally restated the APEC resolution on trade liberalization taken seven years earlier. It also implicitly blessed the trend towards achieving liberalization not through a centralized plan but through a network of bilateral and multilateral agreements. It suggested that the ultimate goal of liberalization would best be achieved through a ‘pathfinder system’ under which ‘those who could run faster should run faster and ought not to be held back by those who choose not to run or do so at a snail’s pace’ (quoted in Rajan 2001b).

Conclusion and Prospects

Let us now summarize the major points of our argument and examine their implications for the prospects of financial co-operation in the future.

Financial co-operation is one form of international co-operation. It cannot be isolated from other aspects. It takes place within the broad framework of international relations. It is subject to the pressures of international powers, and constrained by the complexities of local political realities.

ASEAN countries had little interest in financial co-operation until the 1990s when most of the member countries liberalized their capital account and become vulnerable to international financial instability. At this time however, ASEAN as a grouping was distracted by the security concerns which were the grouping’s initial reason-for-being. Optimism about financial co-operation was also dulled by the rather indifferent past record of economic co-operation.

The impact of the 1997–8 crisis focused interest on financial co-operation, but the nature of the crisis indicated that such co-operation within ASEAN was unlikely to be effective. The crisis was marked by massive financial flows, and by contagion across adjacent countries. In such circumstances, a union of financially weak neighbouring countries made no sense.

The plans for financial co-operation emerged not from ASEAN member states, but from Japan. They reflected Japan’s established policy to cultivate a region of prosperity in Asia, and to project its own leadership within this region. These plans were initially torpedoed by the US and China which for different reasons were opposed to Japanese ambitions.

ASEAN countries concentrated mainly on saving and protecting their own economies. The idea of currency swaps arose as a natural extension of the arrangements made to combat the Thai and Indonesian crises, and of the attempts by crisis-hit countries to defend themselves from future crises by building up their reserves. Again it was Japan rather than ASEAN members themselves which crafted the idea into a regional plan. This time Japan overcame the objections of the US and China by bringing in the IMF as the scheme’s administrator, and by giving China an equal role.

The new scheme was significant in two important ways. First, it helped to bring into existence a new regional grouping (‘ASEAN+3’) which had the potential to become a pan-East-Southeast Asian arena of co-operation.

The US might have some concerns about the political implications of such a grouping. Indeed, ASEAN+3 is remarkably similar to the East Asia Economic Caucus which Mahathir championed in the eary 1990s, and which the US and other western states strongly opposed (Tay 2000). However over the crisis the US was forced to reassess its own independent capability within Asia, and to acknowledge the local roles of both China and Japan in managing the crisis.

Second, the swap arrangement was organized not as a centrally administered scheme, but as a network of bilateral pacts. In parallel, new proposals for trade co-operation which emerged over 2000–1 took a similar form. This new format reflects the political realities: Asian countries are too diverse to move at a single pace; external economic relations are more important than internal ones; centralized schemes and organizations attract the political antagonism of excluded participants and hegemonic international powers.

The currency swap scheme is arguably too small to be a realistic bulwark against future financial crises. But the experience of creating the scheme has given rise to a new grouping and to a new technique of organization which perhaps better reflect the political realities of constructing economic co-operation in the region
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� ASEAN was founded in 1967. The immediate background was the confrontation between Indonesia and Malaysia, and the initial concern was the impact of the Vietnam War on the region (Wanandi 2000). The initial members were Indonesia, Thailand, Malaysia, Philippines, Singapore, and Brunei. In 1995, the original six was expanded to ten with the inclusion of Cambodia, Laos, Burma and Vietnam.


� World Bank estimates (World Development Report 2000/2001, Table 1) of 1999 GNP per capita in US$: Malaysia 3400; Thailand 1996; Philippines 1020; Indonesia 580; Vietnam 370; Laos 280; Cambodia 260; Burma cannot be estimated but is often reckoned to be below US$ 200. 


� The millennial debates on ASEAN’s future included other issues which added to the complication, particularly environmental issues thrown up by the ‘haze’ from Indonesia’s forest fires; the welfare implications of regional cooperation; the need to cooperate against cyber-crime; and the importance of democracy (Tay, Estanislao and Soesastro, 2000; Mya Than 2001).


� In particular, incorporating the yen into the ‘baskets’ used for currency adustment would have avoided the over-valuation that affected the Thai baht and other currencies when the value of the dollar rose in the mid-1990s.


� Interviw by Suthichai Yoon in The Nation (Bangkok), 15 May 2000.
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