CHAPTER 5
CONCLUSION

5.1 Conclusion

. As the world s moving into the_new Millenium of Globalization,
regional economic blocs become more important than it had ever been in
the past. The European Union has already reached a milestone in 1999 as
currency union, NAFTA seems to be on the right track, and ASEAN is
making” some progress on the long road to an economic integration.
However, an economic integration is not such as easy thing to achieve. It
Involves a lot of countries, with common goals coming together and
trymg to pool their resources, and muscle up to the big powers of the
world. Small countries, on their own are rarely given dny attention, or
voice in the world arena, and under the umbrella of an economic
integration, it 15 a chance for their voice.to be heard, take for example
Gregce - a member of the European Union, and among one of the 15
members country to start using the Euro Currency in 1999. Greece could
never have made herselfheard on the world stage; but as a member of the
European Unjon, although it Is not her own voice, she has a say in the
European Union world ?ollues. This chance to be heard is very appealing
to the smalf countries ofthe world, _ _

But is an economic Integration all that It has been said to be? There
are many types of economic” integration and a form that works for a
particular region does not necessarily means it will succeed in other
regions. However, all the economic ‘integration does have a common
gaal, and it Is to achieve a political union. The process towards political
Union is a long ang tmngg one, and it is so easy for the parUmpatmq
countries to loase sight of their progress. From the start, with Preferentia
trade agreement, Frée Trade area, Custom Union, Common Market to the
Economic and Monetary Union to a Political Union, each steps have to be
taken very, verY carefully. In the beginning, _the potential member
countries. "have o be chosen ver%/ carefully.” The importance of, the
characteristics of the members_can be seen through the European Union's
delicacy In choosm% and admitting new members. The NAFTA has the
luxury of having only 3 members, whose economy are quite convertible,
and whose economic natures are quite similar, although the GDP gap
between the United States and both Canada and Mexico are quite _Iarge.

In Asia, ASEAN had been one of the main regional or?anlza lons.
The main aim of ASEAN was to counter Communism threat, and deals
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with security issue during the Cold War years, and maybe. that is the
reason Why™ it has heen’as Iyet unsuccessful In transforming into an
economic drouping. Asia_is also very. interesting in that all the”members
of the ASEAN hdve similar economic features™ all had performed well
eco_nomlcallx_ right up to the financial crisis in 1997, and all have been
seriously tal mgnabout the possibility of an ASEAN economic integration
for a long time, but nothing had ever been achigved yet. _

ThIS study aims to “examing the formation df both economic and
monetary integration through the Optimum-Currency-Area theory and the
study oftrade"interdependéncy. The first part of chiapter 2, the overview
of Selected nine East Asian countries are analyzed. Then, Trade
Interdependency through Trade Matrix (Export - Im%ort Matrix) among
selected 9 couritries are analyzed. The result shows that over the last 1
years, there has been an inceased in the intra-regional trade in the East
Asia region. It can also be ohbserved that during the financial crisis
outbreak in 1997, most of the trade statistics for" most of the country
shows a declining trend. The overall picture of the trade matrix In Asia
show that there have heen strong trade relations between the selected
Asian countries, which is a %ood Sign for a solid foundation for an Asian
economlc_mte%ratmn. And that although the figures suffered a setback in
1997, during the Asian financial crisis, the_region look stron% enough to
be ‘able to bounce back. The monetary intégration through Optimum
Currency Area —the pre-conditional characteristic —is discussed.

The next_section covers the issue of East Asian Crises. The
collapse of the Thai baht in July 1997 marked the beginning of Asia's
financial crisis. After a series of Speculative attacks, Thailand Was forced
to float her currency on 2ndJuly, but within a couple weeks local financial
crisis  hecomes _d regional ~ problem. Indonesia, Korea, Malaysia,
Philippines, and Thailand suffered the most severe adverse Impacts ‘as a
result of the crisis. While other countries in the region also suffered in
varying de%rees because of the spillover effects of the crises. Intra-
regional trade in this region declines in this period of time. It was clearly
seen that the.crisis caused an obstacle to the formation of Asian monetar
and economic Integration even just in the period of economy stagnant.
Anyhow, for further and stronger economic and manetary codperation in
this region, 1t need to have more forum, neqoﬂatlon_, cooperation, and
practice In order to provide the smooth road To the light of trading and
monetar%/ block. _ _ _

. .The last section is the core of this study, which provides the
statistical analysis of Optimum-Currency-Area theory In East Asia, The
estimated regression is formed according to the characteristics of pre-
conditions fqr par_tlmpatm? Ina currency area. The economic disturbance
to output, dissimilarity of economic structure, the relative sizes of the
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candidate countries, trade linkage, and price, disturbance are taken into
account inthe determ_mmg exchange rate stability. _

The selected ning East Asidn countries--"China, Indonesia, Japan
South Korea, Malaysia, The Philippines, Singapore, Tawan, and
Thailand —are obsérved. Japangse Yen IS chosen to be the leading
currency of the currency block. The cross-country data between 1939
1998 is used to construct the observations and to"estimate the equation
determining the. OCA  index of each country vis-a-vis Japan. The
anticipated"coefficient sign from the estimation tlirn out to be as expected.
The first output parameter, standard deviation of the differences in output
growth, which represent as_)(mmetr Inoutput disturbances tends to have
a positive_ relationship with, volatility in exchange rate. Asymmetric
shocks in inflation have positive effect on exchangé rate. The size of the
economies also have a ?osmve relationship with volatility in exchange
rate, that Is Smaller countries. are Ilkel%( to benefit from joining a currency
area. Dissimilarity has a positive relationship with volatility m exchanqe
rate. High bilatgral trade has proved to lessen the éxchange rdte
variabilify (negative relationship to the volatility in exchange rate).

By observing the OCA index in 1994, 1996, and 1998, the finding
suggests that Indonesia is not ready for _archpatmg i the currency
block. The result su[ggests that before, the financial andl economic crisis
China, Korea, Mafaysia, The Philippines, Singapore, Taiwan, and
Thailand can be candidates for participating in the currency union vis-a-
vis Japanese Yen. However, due to the_financial and economic crises,
every country except China.shows no sign of convergence towards the
exchiange rate stability within the Japanese Yen block. This I because
this crises mainly occurred In the financial sector, which have the
strongly effect to the exchange rate stability. _ .

. Though the economic’desirability of a trading bloc in East Asia is
difficult to assess, its feasibility_is more predictable. It is more likely to
have .economic Integration In"East Asia. The Asian share of tradg, is
growing quickly. 1N terms of East Asian trade. flows, the growing
importance of intra-regional trade is evident, Taking Japan, Ching, the
newly industrializing economies (NlESX — South Korea Hon_? Kong,
Taiwan and Smrqapore “anq the ASEAN countries —The Phifippines,
Indonesia, Thailand, Malaysia, S_m?apore, and Brunei —as a ?roup,
ex{)o_rt growth was_fastest in the first half of the 1980s. Investment hoth
within and into Asia is expanding more rapidly than in any other region.
But once they were hit by financial and economic crises Since 1997, the
miracle, turn$ to be the nightmare to the reﬁ;lon. Their economies are
Instability. Hence, It can bé concluded that the formation of a currency
block or‘union In East Asia can not be_easily reached. It will take a long
time to recover from the crises and begin to realize the regional economic
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and trade agreement again. If the currency block is_put Into practice in

East Asia, first suitable stage to begin should be the Free Trade Area and

then move 10 deeﬂer Integration until reach the highest stage —
Supranationality, which might take number of yearS. Hence, the

Institutional arran?ement should be more concered in this req;on.

Countries should Take a serious practice and give. more cooperation.

Harmonized fiscal and monetary policy is preferred in order to solve the

Problem and limitations in this region. This will lead to the opportunity in

he formation of economic and monetary integration. The miracle in this

region will happen again with the stronger economic fundamental.

In conclusion™ | believe that an Asian Economic and Monetary
Integration is an achievable concept. By observmq the trade relations and
ecoriomic interdependency in the region, it revedls that there is a strong
enough base on which t0 build an‘economic and_mongtary integration
uPon. The foundation lays in the region’s unity. in diversity meanl_n? that
although each of the potential member countries in Asia have different
economic systems and structures but with some work, the strength of
each can e _brought forward and mola tolgether to create a degpér and
more sophisticated level of an integration. Furthermore, by examining the
theory ofthe optimum Currency Area, eventhough the résults are not so
encoulraging, due to econamic Structural differences among the targeted
countries, and the economic growth of each showed differing trendsT But
there is still a potential for an integration to be realized, as Serious steps
have been taken in the region in récent years, to work towards a deeper
Integration. . The Interests of the Asian countries. were on different
agendas, prior to the_ financial crisis, with each being more concerned
about the state of their own econgmic well being, but now It seems that
the crisis had given a rude awakening to these cotintries. The lesson learnt
Is what had always heen known but’ignored; more effective international
economic and financial systems were needed. to protect and prevent
a?amst economic backlashes such as the financial crisis. Now that most
ot the Asian countries are on the road of recovery, the issue of a regional
economic and financial Integration is of utmast importance, as protections
are needed to prevent future crises, and safequard the Interests, of each
country. It seems that the interest of all The Asian countries have
conver%ed further, as a result of the crisis, and this IS the best opportunit
to set the movement in motion. There Is more chance for success when all
the potential members share a common goal, .and the protection aqamst
further crises Is as good a goal as any. Working on that small goal, the
potential members ¢an thei progress onto bqger things, hut something
need to be done, and It has to be Sogner than |atér, for an Asian Economic
and Monetary Integration to be realized. It might not be an easy task, and
may take up“a number of years to pursue the dream, but where there is
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will, there is always a way. It might be 20 or 30 years before the dream
comes true, but an. Asian Economic and Monetary Integration will be
accomplished, and it will stand proudly beside the’likes 0f the EU. and
NAFTA. Then, the process will have come a full cycle, and the Asian
miracle will take place again.



94

5.2 Limitation of the study and Suggestion for further study

L This study emphasizes on both economic and monetary integration.
The economic Integration, IS studied through the stuay of
Interdependency, which mainly cover in the trade (exlnort-lmport)
space In descriptive term, Hénce, further study should be moré
concentrated on econometric asPect for each varianle. of each country
In order to have a clearer picture, of its relationship. Furthermorg,
Intra-Industry Trade should be studied and analyzed in order to give a
clearer picture of each sector inthe subject country. _

2. The monetary integration is studied through the theory of Optimum-
Currency-Aréa. This study put more attention to output disturbance,
economic. size, trace " linkage, price disturbance, —economic
dissimilarity, and. volatility of exchange rate, For further study,
Investment” term is an interesting variable to be analyzed. Foreign
direct investment in bilateral term should be analyzed in‘order to cover
both trade and investment space In the estimated regression model.
This will give. wider vision and conclusion to the formation of
currency union In East Asla.
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