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A series of recent developments in Asian capital and trade markets pose new puzzles for observers of Asian regionalism. Essentially, a sequence of steps has been underway since 1999-2000 that create and deepen a number of Asian regional institutions in the financial arena. These developments are curious and important for at least three reasons. 
First, all of them imply moves toward the once-rejected poll of “closed regionalism” typified by proposals for an East Asian Economic Caucus than they are to the poll of “open regionalism” embraced with the creation of the Asia-Pacific Economic Cooperation (APEC) forum which had its first meeting in Canberra on November 6, 1989 or to the ASEAN Regional Forum (ARF) which was created in 1993. A number of new institutional moves suggest that the countries of Asia are becoming more internally cohesive and in ways that do not systematically include non-Asian participants. Asia’s new institutions thus raise the question of whether and why the region seems to be rejecting its earlier embrace of openness in favor of something more regionally autarkic. 
Second, recent moves are enigmatic because they fly in the face of Asia’s longstanding reluctance to institutionalize. Europe and the European Union have typically been treated as deeply institutionalized and legalized while Asia has relied more heavily on informal networks and informal collaboration. That the legalized and formalized European situation is unusual in comparative regional perspective must be acknowledged (Kahler, 2000). Nevertheless, Asia has been far from “unlinked.” Certain linkages across Asia have been developed since the mid-1980s as a consequence of cross national production networks, cross-border investments and trade, all of which have given Asia greater regional integration. But closer ties through such bottom-up market mechanisms have not hitherto been matched by formal top-down governmental institutions (Lincoln, 2004; Pempel, 2005). This appears to be changing in the direction of even more formal and institutionalized connections.
Third and finally, Asia’s new institutions include not just the countries of Southeast Asia which since 1967 have been cooperating through ASEAN; they also weave in the three highly nationalistic, and mutually contentious countries of China, Japan and the Republic of Korea. Political and diplomatic relations among these three have, particularly in recent years, been characterized far more by distrust and recriminations than by any evidence of growing warmth and a common agenda. It remains to be seen whether regional institutions in finance and economics will lead to enhanced cooperation in the more problematic areas of diplomacy and security. But that these three have been willing to join in relatively intimate and institutionalized regional organizations may portend enhanced potential for cooperation among the powers of Northeast Asia than has been evident in their mutually defamatory public statements and public relations jousting. 
This paper examines several recent Asian regional developments in the context of these puzzling questions. The key organizations examined are: 1) the ASEAN Regional Forum (ARF) (and most particularly the Chiang Mai Initiative—CMI—that has developed a series of currency swap arrangements under ARF auspices); 2) the Asian bond market; and 3) recent bilateral and multilateral Free Trade Agreements (FTA). This last item is a less self-evident indicator of the puzzles noted above, but as I hope to show, many of these trade agreements suggest moves similar to those in CMI and the bond market. 
The paper proceeds in four sections. The first reprises the low levels of regional connectedness prevailing across Asia for most of the 20th Century. As such it underscores the deep historical legacies impeding closer Asian ties. It examines as well, however, the somewhat limited moves toward enhanced regional economic connections that expanded in earnest during the mid-1980s. These were largely informal and market driven and hence were quite “open” to connections beyond Asia. It also shows how the limited number of more formal regional institutions to which Asian countries belonged were also predominantly structured to ensure pan-Pacific, inclusive, “open regionalism.”

This is followed by a brief section on what I believe was the major catalyst for the most recent moves, namely the Asian economic crisis of 1997-98. It analyzes why so many political and economic actors in Asia came out of the crisis having concluded that existing institutions were inadequate to meet any potential future economic crisis in the region.
A third section examines the recent moves in finance and trade noted above, along with a discussion of how these are expected to overcome existing problems in the global financial and trade architecture. It notes as well how embryonic these various measures remain. Asia continues to be a long way from having created powerful institutional mechanisms through which to act collectively in a regionally cohesive manner. At the same time, these institutional seeds might well blossom into much richer and more powerful bodies over time. Right now a series of changes suggest an altered direction toward deeper and more closed regionalism. Because they do represent clear-cut breaks from past patterns they deserve investigation and monitoring; at the same time, in and of themselves they are but indicators of what may eventually be shifts into any one of several directions.
A final concluding section examines the still competing pulls for many Asian governments between closed regional firewalls against purportedly hostile global forces that are being erected, particularly in finance and economics, and the sheer economic and security dependencies that most Asian governments have on extra-Asian forces. In addition, it points to ways in which moves in finance have not been paralleled by moves in areas such as diplomacy or security. The result is an as-yet-unresolved, and potentially unresolvable, tension between the centripetal forces of Asian regionalism and the centrifugal forces of pan-Pacific globalization.

THE LEGACY OF ASIA’S REGIONAL TIES

For most of the 20th Century deep chasms kept the countries of Asia from taking much collective action. At first, this reflected the legacy of 19th Century imperial conquest. The separate empires of France, Great Britain, the United States, the Netherlands, and Portugal absorbed all but two Asian countries, Japan and Thailand, leaving the region with few comprehensive connections. Japan made its unsuccessful bid to unify the region militarily during the 1930s and 1940s. Then with the end of these colonial empires following World War II, most of Asia’s newly independent countries confronted the daunting task of generating national unity. Few leaders moved to enhance Asian regional ties in the face of such overwhelming domestic problems. 
To the extent that leaders of these countries looked beyond domestic agendas of nation building, they typically joined multilateral or global bodies, such as GATT, the IMF and the World Bank, established in the aftermath of World War II, rather than forging more narrowly regional institutions. It was these global institutions that were the most influential among Asian countries in counterbalancing particular national agendas with broader pressures toward collaborative rules over trade, finance and economic development assistance. 
Also impeding regional links were the fissiparous forces of the Cold War. Most Asian countries felt compelled to take the side of either the United States and its allies or the Soviet Union and its. A few explicitly anti-communist regimes such as those of Japan, the Republic of Korea, Thailand, Taiwan, Australia and New Zealand, entered into explicit bilateral security relationships with the United States. There were also tentative and often loose ties among pro-communist regimes such as those of the DPRK, China, Viet-Nam and the USSR. And finally, some countries such as Indonesia worked hard to create a global movement of non-aligned countries. But the cumulative effect of these competing pulls was to continue to leave the Asian region highly fragmented. Of particular note, China and its market were frozen out of ties to most of America’s allies until the normalization of relations with the US and Japan in the late 1970s.
The countries of Asia eventually began to overcome some of these divisive historical legacies. Most notably, the Association of Southeast Asian Nations (ASEAN) was formed in 1967 by five of that area’s major players—Indonesia, Malaysia, the Philippines, Singapore, and Thailand. ASEAN was, however, thinly institutionalized and operated only through a process of slow-rolling consensus building. Nevertheless, with time, it took on additional members and expanded agendas so that today it has become something of a regional stalwart in the much larger and still divided East Asia (Acharya, 1991, 2001; Alagappa, 1993, 1995 inter alia). 
Other formal regional organizations criss-crossed Asia. But for the most part, these were explicitly “open” organizations designed with memberships that crossed the Asia-Pacific. As such they reflected the reality that virtually all Asian countries remained highly dependent on US markets for their own exports and not a few also looked to US military guarantees for their internal security. Most notable among these “open regional” bodies were APEC which concentrated largely on trade and economic development and the ARF which sought to enhance security cooperation and confidence building measures. Such bodies did not opt for legalized frameworks and extensive secretariats. Instead, in the phrasing of Etel Solingen (2005: 32), “Three core characteristics—informality, consensus, and ‘open’ regionalism--…capture the emphasis of East Asian institutions on process rather than outcome.” Various security alliances with the US also kept Asia “open.” As Francis Fukuyama (2005: 76) recently summed up the situation “ASEAN does not include China or the other major players in Northeast Asia, and APEC is no more than a consultative body. Asian security is ensured not by multilateral treaties, but by a series of bilateral relationships centering on Washington….”
Far more powerful, though primarily informal, in weaving networks across the Asian region were private financial institutions and corporations. As I have detailed elsewhere (1993, 1997, 2005), many of the once domestically focused corporations and investors of Japan and later South Korea and Taiwan, driven heavily by the increased values of their currencies following the Plaza Accord of 1985, moved from nationalized production to regional production and investment. Corporations in Southeast Asia, particularly Hong Kong and Singapore did the same, though with different sub-regional targets (Hamilton 1996, 1999; Hamilton-Hart, 2002, 2004). As a result, networks of intra-Asian investment and trade exploded. Roughly thirty percent of Asia’s total exports were intra-Asian in 1970; by 2001 the figure had risen to forty-seven percent. Intra-Asian imports similarly rose from thirty percent to fifty-three percent (Guerrrieri 1998, 68-69; McKinnon and Schnabl 2003, 4). In these ways, Asia, by the mid- to late-1990s, though thinly institutionalized by formal governmental links, had gained a substantial measure of integration through bottom-up, market-generated, networks.
The overall picture of Asian regionalism by the mid-1990s, therefore, was two fold. On the one hand, the predominant connections across Asia remained bottom-up and market driven. They centered on networks of production, investment and trade that were responsive largely to corporate market opportunities. As such, though not completely independent of political and governmental considerations, they involved predominantly connections that had been developed and sustained with minimal government involvement. The second trait was that of openness, particularly among the few formal institutions that had been created to include Asian countries on a selective basis (as opposed to such global bodies as the WTO and the IMF). The key regional organizations were created in ways that reflected the dependence of most of Asia on the US (and to a lesser extent Western Europe) for both markets and defense. 
ASIANS RETHINK REGIONALISM:

THE CRISIS OF 1997-98

Asian political and economic elites went through a dramatic reappraisal of their previous regional thinking about financial institutions and regionalism during and after the Asian crisis of 1997-98. The events surrounding the crisis of 1997-98 have been subject to widespread analysis (e.g. Cardim de Carvalho: 2000/2001; Haggard, 2000; Pempel, 1999; Webber, 2001). As will be quickly remembered, the currencies first of Thailand, then Indonesia, and subsequently several other Asian countries including South Korea, were subject to speculative attacks, largely through foreign exchange markets. In all cases the Asian currencies plummeted dramatically in value. Unhappy over what it saw as the global non-response to the first crisis, in Thailand, Japan then proposed a $100 billion Asian Monetary Fund (AMF), with approximately one-half of the funds to be contributed by Japan. The fund would have provided rapid short term liquidity to the affected countries. The United States, China and the International Monetary Fund (IMF) all opposed the Japanese proposal. To varying degrees among its opponents, it was feared as an institution that might challenge the primacy of the IMF, and also as something that might enhance Japan’s regional influence. Still the US and other critics offered nothing in its place that might mitigate the burgeoning crisis, let alone ensure against future crises. In the end, the IMF provided funds to the most seriously affected countries, but all IMF monies came with “conditionality” that required the recipient governments to undertake substantial changes in their national budgets as well as their longstanding domestic financial arrangements and relations with business. 
The short-term results proved disastrous in both financial and human terms. Local stock markets lost well over half their value; currencies depreciated dramatically; macro-economic growth stalled; unemployment escalated astronomically. In exchange for promises of fiscal austerity, the recipient countries underwent price liberalization that more than doubled the prices of staples such as rice, and eliminated most restrictions on movements of foreign capital in or out of their countries. Hundreds of billions of dollars of hard currency reserves that had taken decades to accumulate were wiped out in a matter of months. Ownership of banks, factories, utilities, and natural resources--prized productive assets once valued in the trillions of dollars-- were transferred to foreign ownership at fire sale prices. Ethnic, social, and political unrest exploded in many of the affected countries. Certainly, none of the affected countries saw IMF intervention as an unalloyed benefit. Indeed, the prevailing view was quite the opposite, particularly as certain American officials expressed no small amount of perverse glee about how the US benefited from IMF conditions that had been imposed. Deputy US Treasury Secretary, Larry Summers, for example, declared that “The IMF has done more to promote America’s trade and investment in East Asia than thirty years of bilateral trade negotiations.” (Pempel, 1999: 237) 
Many in the West focused on the internal deficiencies in the Asian financial markets and in government-market relations that had contributed to the crisis: too much cronyism, too little banking reform, too little transparency, not a hearty enough embrace of laissez faire principle and the like. Across Asia, however, the preponderant explanations for the crisis centered on short-term liquidity problems within Asia that could have been solved through the Japanese proposal for an AMF or though other means less disruptive of domestic strategies. And indeed, even the World Bank and its Chief Economist, Joseph E. Stiglitz (2001, 2002), expressed scathing criticisms of the IMF’s approach. 
The financial crisis that swept across Asia during 1997-98, along with the economic devastation that came in its aftermath, made clear Asia’s continuing dependence on, and vulnerability to, events and powers beyond its collective borders. Asia remained deeply enmeshed in the basic world order that was dominated by the U.S. In the words of the governor of the Hong Kong Monetary Authority, “until recently, the majority of the economies in the region seemed happy to concede their sovereign right over monetary policy to the central banks of their major trading partners, notably the United States.” (as citied in Hamilton-Hart, 2003b: 236) Meanwhile, the inability of existing regional organizations such as ASEAN or APEC to intervene successfully to end the crisis—or even to offer meaningful advice--combined with the general reluctance of many relatively well-off Asian countries to use their resources to ‘bail out’ their less well-to-do neighbors, collectively underscored the extent to which existing regional ties did little to trump perceptions of national self-interest. APEC became increasingly irrelevant to Asian leaders (Nesadurai: 1996). Not surprisingly, many of these leaders also came to the conclusion that changes were needed in the broad global financial architecture that was in place and that dominated events throughout the period, most notably the IMF, and by implication the United States as the major supporter and most powerful voting member of the IMF.

NEW FINANCIAL INSTITUTIONS:

ERECTING ASIAN FIREWALLS?

Since 1997-98, intra-Asian voices demanding closer regional cooperation have grown louder and more persuasive. Various initiatives have been taken in a range of areas. Japan’s Nihon Keizai Shimbun holds regular conferences on “The Future of Asia;” specific Asian groups, such as political parties, have taken to meeting regularly; the Boao Forum has been created as an Asian alternative to the Davos-based World Economic Forum (Hamilton-Hart, 2003). South Korea has put forth a “Northeast Asian Cooperation Initiative” and in December, 2005 an East Asian Community (EAC) meeting of all major Asian governments is scheduled to be held. Such governmental and quasi-governmental institutions are emblematic of the growing moves toward enhanced institutionalization of intra-Asian regional linkages. 
It is explicitly in the areas of finance and monetary cooperation, however, that the most important manifestations can be found of a deepening commitment on the part of most major Asian governments for closer and more institutionalized cooperation. Of particular note are three specific developments: 1) the Chiang Mai Initiative and moves toward deeper financial institutionalization; 2) the creation of Asian bond markets; and 3) the creation and expansion of bilateral and multilateral free trade agreements (FTAs). 
FINANCIAL INTEGRATION THROUGH ASEAN REGIONAL FORUM  (ARF) AND CHIANG MAI INITIATIVE:  To appreciate recent changes in Asia’s financial institutions and the political shift they represent, it is well to recall briefly the history and structure of the global financial and trade architecture, most notably as embodied in the IMF, the World Bank, and the WTO. The rules of the global financial and trade architecture were put in place primarily by the United States and secondarily by the European victors in the aftermath of World War II. As such these institutions reflected the interests of these countries and the global power balance at that time. They demonstrated little, if any, sensitivity to the interests of either the poorer countries of the world, or to the probability that relative financial strengths of different countries might change over the subsequent sixty years. 
In the aftermath of WWII, the U.S. used its material and ideational preponderance to establish the Bretton Woods and GATT systems along with supporting infrastructures such as the IMF and the World Bank. To be sure, the U.S. saw these institutions as compatible with its own national interest, but at the same time America’s national interest was defined to involve a “generous multilateralism.” Other countries, particularly those devastated by the war or confronting overwhelming developmental odds, were consequently anxious to sign on to the U.S. agenda. As has been widely noted, the US became the guarantor of last resort for the financial multilateralism that it has put in place. It was most often the market quickest to embrace liberalization of trade—often at an unequal cost to US jobs and manufacturers. The US was also the single largest contributor to the IMF and the World Bank. The US dollar served as the currency of last resort—being pegged to gold and redeemable at $35 per ounce—giving stability to global exchange rates and to paper currencies worldwide.
A critical turning point for the IMF came, of course, in 1971 when the US, under Richard Nixon, closed the $35 to the ounce gold window, effectively abandoning the Bretton Woods system of fixed exchange rates.  Since the breakdown of Bretton Woods, dollars have replaced gold as the international reserve currency. The international monetary system now functions on a Dollar Standard rather than a Gold Standard. Furthermore, as the 1970s advanced, the US began to use the G7 and the G10 as the vehicle for stabilizing the global economy.  Not only did this marginalize the IMF, it undermined the institution’s standing in the US and signaled to other IMF members and officers, that the organization’s status and role in the world economy would depend on the uses to which the United States would put it.
The current power of the IMF is enormous. Its resources are over $300 billion and its mandate has expanded as well. Today its actions exert a strong influence on wage, taxation and public expenditure policies, public sector prices and tariffs, privatization, exchange regime trade policies of most nations. But as the US influence and goals expanded, the IMF’s role changed from managing exchange rate stability among the developed world to ensuring financial rectitude throughout the developing world. Given the fund’s strong internal ideological commitment to neo-liberal economics, this role became one which the IMF felt itself eminently qualified to perform.  Key to the new IMF role was ‘structural reform’ of the financial systems of developing countries, aimed at forcing them into conformity with neo-liberal economic institutions. Not at all coincidentally, these structural changes were frequently in direct conflict with the very core economic principles that had catalyzed growth in the Asian economic success stories.
That general problem of an allegedly global institution disproportionately responsive to the influence of a single member was exacerbated for much of Asia. By the mid-1990s, it was clear that as Asia’s collective economies grew at a rapid pace, global institutions became less and less reflective of Asia’s expanding economic weight. Existing international economic institutions failed to provide East Asia with a role consistent with its economic progress.  The U.S. and the EU dominated GATT and continue to dominate the WTO as well as the IMF and IBRD where both larger and smaller Asian countries are grossly under-represented.
Originally IMF voting rights involved a complicated formula based on a mixture of member contributions or quotas and the legal principle of equality of states.  With time, inflation and growth increased the size of the quotas, and since the number of basic votes has remained constant, their relative proportion of the total has shrunk. The end result is that quotas today are virtually the sole determinant of voting power, leaving the now far richer countries of Asia drastically underweighted. Currently the US has 17.35 percent of the total vote; Japan has 6.22 percent, Germany 6.08 percent, France and UK 5.02 percent each.  China has the world’s second largest economy in purchasing power and the seventh largest at market exchange rates but only it ranks only eleventh in the quota lineup. Korea’s quota is so small that its rescue package in 1998-99 was a record 1900 percent of its quota for drawing rights.

Moreover, IMF rules were amended so that decisions on some 18 subjects now require 85 percent of the total vote and can thus be vetoed by the largest member country, i.e. the US. Twenty-one other questions must be decided by a 70 percent majority and hence can be vetoed by the five countries with the most voting power. (Buira, 2002. 2003) Moreover, with time the number of categories of decisions subject to US veto has risen from 9 to 53—meaning that US control over key aspects of the IMF’s decisions has been maintained even as the nominal voting power of other countries has risen—e.g. as when the decision was made to allow Japan to increase its IRBD voting share in 1989.


The implications of this architectural power imbalance had been masked during Asia’s high growth period. The Asian economic crisis of 1997-98 changed all that. It then became clear that private capital flows which had expanded greatly during the 1980s-90s could change direction on a dime, with devastating influences over national economies, including in this particular case, the national economies of much of Asia (Winters: 1999). 
As noted above, when the Asian crisis struck, the IMF worked closely with the US Treasury to set the conditions for loans to currency stricken countries of Asia. Following the crisis the realization grew across Asia that intervention by the U.S. and the IMF represented an extreme example of what Daalder (2003) has called ‘gratuitous unilateralism,’ utilizing their respective institutional powers to the disadvantage of the Asian countries whose currencies were under attack, as well as those countries, most especially Japan, that attempted to provide a measure of rapid currency relief. Asian influence over the conditions for settlement proved to be minimal. 


Equally influential on Asian thinking was the realization that not all countries in Asia had been equally subject to currency meltdowns. Taiwan, Singapore and China all had extensive foreign reserves. Moreover, both Taiwan and China had far greater restrictions on the convertibility of their currencies than did the troubled economies. Significantly, all three emerged from the crisis relatively undamaged. Perhaps even more importantly, it became clear to all in hindsight that collective Asian foreign reserves would have been more than sufficient to have obviated the need for specific IMF assistance, had those reserves been collectively mobilized. (In 1998, the collective foreign reserves of the ten richest countries in Asia totaled $742 billion—well beyond the total for the three main IMF packages.) For many Asian elites, the crisis of 1997-98 made it unavoidably obvious that economic security was at least as problematic as the security of their national borders. The collective response was to circle the intra-Asian wagons against presumably hostile forces from outside.
The most immediate result of this reexamination of the global financial architecture, and at least a temporary reassertion of the benefits of a more ‘closed’ regionalism, came with the Chiang Mai Initiative (CMI) of May 6, 2000. The CMI traced back to activities in November 1997. At that time, the ASEAN leaders invited their counterparts from Japan, China and Korea to the ASEAN summit meeting in Kuala Lumpur. That group met as ASEAN plus three (APT) the following year in Hanoi where China proposed that the deputies from their finance ministries and central banks meet regularly for financial cooperation. In May 2000 the APT finance ministers met in Chiang Mai, Thailand and announced the Chiang Mai Initiative (CMI) (Henning, 2001: 11-12). 
Essentially, the ministers sought to utilize the ASEAN+3 (APT) forum to promise cooperation in several areas: monitoring capital flows, regional surveillance, swap networks and training of personnel. These broad areas of cooperation took explicit form in the CMI, which refers directly to the swap arrangements. The swaps involved a collective effort to mobilize intra-Asian capital and foreign reserves as a way to prevent a repeat of 1997-98 and also to keep Asia more independent of loan conditionalities imposed by global organizations such as the IMF. Pooling the reserves of participating countries through a network of credit lines and swap arrangements was seen to be an obvious solution to the rapid flow of private money into, and then out of, Asia that lay behind the crisis of 1997-98. Presumably such arrangements made on a regional basis would have the additional benefit of being closer to the countries of the region with a greater understanding and sensitivity to their particular economic and social conditions.
In its initial iteration, CMI had two parts: an expanded ASEAN swap arrangement among the ten ASEAN countries (ASA) and a network of bilateral swap arrangements (BSA) among the ASEAN countries, China, Japan and the ROK. Over a short period of time the finance ministers negotiated the specific details of the swap arrangements. Essentially, swap arrangements involve short-term loans at affordable interest rates (150 basis points above LIBOR] to provide liquidity during a run on a country’s foreign exchange reserves.  Usually this involves swaps of US dollars with the domestic currencies of the participating countries with the maximum amount that can be drawn determined through bilateral negotiations (though the China-Japan swap is in yen-yuan).
It is important to note that the collective foreign reserves of the APT countries was $729 billion—an amount greater than that of the EU. Nor did this amount include the resources of Hong Kong and Taiwan, nor such non-currency reserves as gold or Special Drawing Rights (SDRs). Even a small amount of these resources, if mobilized collectively, would be greater than would be available to many of the countries from multilateral financial institutions (Henning, 2001: 13)
Not surprisingly, given the stakes involved, the CMI and its format were controversial and required extensive compromise. During the meetings in Kuala Lumpur, the IMF was fully involved in the negotiations. Pressure from the US and the IMF ensured that proposals for a true Asian Monetary Fund were watered down to the swap arrangements that eventually were set up. In addition, only a fraction of the region’s financial assets were committed to the swaps, and with the exception of a relatively small 10 percent of the maximum drawing, other swaps had to be kept compatible with compulsory IMF linkages, ensuring that crisis management rules remained disproportionately under global, rather than regional, direction. At the same time, however, the final agreement emphasized the diverse make-up of the region’s economies demonstrating a growing skepticism about the ‘one size fits all’ IMF policies and the 1997-98 rescue packages.
The various Asian participants to CMI also carried with them different national agendas. Japan, for example, has been extremely active in negotiating BSAs. South Korea and China have also been strong proponents. Singapore and Brunei, in contrast, have been more skeptical of the entire process, assuming that any BSAs would be one-way streets in which they and other richer Asian countries would be asked to provide liquidity for their more stricken neighbors. Malaysia has, from the very beginning, advocated keeping the CMI separate from the IMF through a strengthening of CMI autonomy (Park and Wang, 2005). Indonesia, swamped under mountains of foreign loans, has been slow to negotiate any BSAs; its first was signed in 2003. 
Yet many such national differences were suppressed, or bypassed, as the CMI went into effect. Uniting the countries that participated was the spirit behind the comment of Il Sakong, Chairman of the Korean Institute for Global Economics who said “We need some kind of defense mechanism. Since not much is expected to be done at the global level, something should be done at the regional level.” (Financial Times, May 6/7, 2000:9)
At the time that the CMI originally went into effect, considerable stress was placed, by those who stressed how little change it represented, on the limited amounts of money involved in the swaps, as well as on the requirement for most swaps to be congruent with IMF regulations. The message was, essentially, that CMI represented no significant departure from an IMF-run global financial system and that CMI linkage to the IMF was more important than the links among the Asian economies per se.
The BSAs have expanded in scope however. In early 2005, some sixteen bilateral swap agreements had been organized under CMI totaling $39 billion. Then at the 8th meeting of Finance Ministers of the APT in Kuala Lumpur on May 5, 2005 the APT agreed to double the amounts in existing swap arrangements, raising the total to $80 billion. (For reference, the Indonesian package from the IMF totaled about $38 billion; that to Korea was $57 billion, so despite the apparent increase in funds subject to BSAs, none of those now in existence would have provided amounts capable of solving the respective crises of 1997-98 on a purely regional basis.)
A particularly strong advocate of the increases was Kuroda Haruhiko, head of the Asia Development Bank and an original proponent of the Japanese proposal for an AMF in 1997. In April, 2005 he created the Office for Regional Economic Integration and appointed Kawai Masahiro, a well-known proponent of regional monetary union, as its head. Kuroda’s actions were in keeping with Japanese efforts to foster a yen-denominated version of the AMF and thereby to blunt the rising economic influence of China (Asia Pacific Bulletin, May 13, 2005)  Kuroda, Kawai and the ADB, as well of course many Asian governments, thus remain important forces pushing for greater Asian financial cohesion.
Still, it is a mistake to ignore the remaining impediments to Asian financial integration. At least as important as absolute amounts committed to BSAs is the fact that monitoring and surveillance mechanisms are still not in place. Vital to such mechanisms are of course information sharing and coordination, but most critical are insurances of structural and policy reforms in the countries likely to draw from the BSAs. So far, all that has been institutionalized has been the regularization of meetings by finance ministers and central bankers. Until such time as an independent regional monitoring and surveillance unit is created as part of the CMI, it will be difficult to speak meaningfully of a serious regional financial institution with substantial independence from the IMF. Equally importantly, the member countries continue to lack a clear sense of whether CMI is to serve as a regional liquidity support system to back up the IMF or whether it is to serve as the keystone in a regional financial and monetary system. Certainly, China and Japan appear to have different long term visions for CMI. Nor is it clear whether membership is fixed at the current thirteen countries, or if it might be expanded to include Australia, New Zealand, and possibly Taiwan. 
At the same time, despite all these limitations, the CMI was not designed just to deal with short term emergencies but rather to put enhanced monetary autonomy into the hands of Asian policymakers. Given the history of 1997-98 and the relatively rapid expansion of the BSAs, it would be mistaken to ignore the probability that current arrangements make it likely that participating countries are likely to grow increasingly interdependent, with potentially deeper levels of trust, and, as cooperation intensifies, to wean themselves from IMF dependency. In these ways some form of regional monetary and financial system is likely to evolve (Park and Wang, 2005: 96). Together with the existence of ADB and the ASEAN secretariat to make crisis-aid decisions, there are the makings of a real regional monetary fund.
ASIAN BOND MARKET:  The most advanced economies in Asia have also moved to develop an Asian bond market as another mechanism to promote financial stability in the region and to reduce Asia’s links to, and consequent dependence on, the US dollar for financial reserves, currency baskets, and international transactions. At the heart of the problem is the effort to mobilize regional savings for regional investment. A bond market denominated in local currencies allows Asian borrowers to avoid the “double mismatch” problem that arose in 1997-98. That problem involved borrowing short in foreign currency (mostly dollars) and lending long in domestic currency. That system worked well so long as exchange rates were stable, or better yet so long as the foreign currencies were weakening. Its drawbacks became clear when that pattern reversed.

As noted above, many of Asia’s central banks are awash in liquidity. The countries of Asia now account for 70 per cent of global foreign exchange reserves, compared to only 30 percent in 1990 and 21 per cent in the early 1970s (roughly $2 trillion today). These reserves have also been expanding rapidly, particularly since the crisis of 1997-98. For the most part, these reserves have been invested in US-denominated Treasury notes, the dollars from which in turn flow back to Asia as portfolio flows and foreign direct investments. The costs of this round-tripping as shown by the yield spread between US Treasuries and Eurodollar and global bonds issues by Asian economies is estimated to be about 2 percent by CFC Securities (Bogler: 2005:14) Using a portion of the collective Asian surplus to support direct borrowing within Asia in local currencies—effectively cutting out the middle-man--promises to provide more diversified outlets for investing these huge Asian surpluses. Additionally, a local bond market would also ensure Asian borrowers relatively direct access to capital markets and investors, thereby freeing them from many of their longstanding dependence on bank borrowing.  The Asian Development Bank, for example, estimates that between 2005 and 2010, East Asia will require $180 billion or 6-7 percent of regional GDP annually, in gross investment in physical infrastructure alone (Pholsena, 2004). Using Asian capital directly for such expenditures makes considerable intra-regional sense. Genuine currency diversification will require stable, liquid and attractive markets for yen, yuan or euro denominated financial assets. An Asian bond market represents a mechanism for developing longer term sources of indigenous finance. 
A related problem concerns simply the growing US current account deficit. Today, Asian central banks hold approximately $1.5 trillion in US dollar-denominated reserve assets. Most of the world's international reserves come into existence as a result of this American current account deficit, a deficit that grows at the rate of $1 million a minute. Last year, it amounted to $503 billion or roughly 2% of global GDP. The combined international reserves of the countries with a current account surplus increase by more or less the same amount as the US current account deficit each year. So central bankers, particularly in Asia, must worry not only about their existing stockpile of dollar reserves, but also about the flow of new US dollar reserves they will continue to accumulate each year so long as their countries continue to achieve a surplus on their overall balance of payments. With the depreciation of the dollar rapidly gaining momentum, Asian central bankers have been scrambling to find alternative, non-dollar denominated investment vehicles in which to hold their countries' huge reserves. The result of all these competing pressures has been the development and enhancement of an Asian Bond Market.
On June 2, 2003 the Executives' Meeting of East Asia and Pacific Central Banks (EMEAP), announced the establishment of a $ 1 billion Asia Bond Fund. The maiden launch of this first ABF involved a group of 11 Asian central banks and an initial size of $1 billion (US). The objective was for these 11 central banks to invest part of their international reserves in a basket of US $ denominated bonds of Asian economies. 

The APT Finance Ministers' Meeting subsequently declared that necessary measures would be taken to develop the Asian local-currency bond market. These would include a regional clearing and settlement system, a bond rating agency, a trading system and so forth. The ABF provides an alternative channel of investment for Asian central banks which has traditionally invested heavily in US Treasury bonds with the total holding worth over US$ 1 trillion.  The development of ABM, including the issuance of bonds dominated in a basket of local currencies, will also facilitate the flow of saving and investment within the region and enhance regional financial development and integration.
A second ABF (ABF2) was created during the week of May 5 2005. This fund; unlike the first which was denominated in US dollars, is based on a basket of regional currencies, meaning it represented a more substantial step toward creating a grid of currencies that could form the basis of an Asian Monetary System similar to the European Monetary System. ABF2 consists of a Pan-Asian Bond Index Fund—renamed the ABF Pan-Asia Bond Index Fund (PAIF) plus eight single market bond funds. (Straits Times 5/13/05). ABF2 is a $2 billion fund, split equally between PAIF and the 8 single market funds. It allows investments in denominations as small as $1000, making it relatively easily accessible to even small investors. But of course it is also accessible to much larger borrowers.
Among others, the Asian Development Bank has committed to the promotion of the regional bond market through active issuance in the region. A number of APT countries have moved to open their own local currency bond markets to foreign investors. Participation by MNCs in domestic bond markets can have significant benefits in deepening and developing these local bond markets. 
As yet, bond markets have not actually been established in several of the APT countries, most notably Cambodia, Laos and Myanmar. But other countries in the region have well developed markets, and with the addition of the regional market, countries now lacking such bond markets will have access both to regional capital and also to models for their own internal development.

In sum, at the core of the concept to establish an active Asian bond market is a concern over the current "reverse-flow" of capital--where money flows through New York or London. Asian countries generally have excess savings so that central banks and institutional investors in the region typically invest their assets in US treasuries and other US dollar denominated interests. To the extent that Asian borrowers take their loans in local currencies, exchange and liquidity risks associated with the reverse-flow are avoided. The Asia bond is a concept to establish a channel for flow of funds directly from local investors to local industries, bypassing the banking system (Ito, 2003 at Glocom). Additionally, it is a mechanism by which the major economies of Asia can link themselves to one another, independently of US dollar-denominated networks. Eventually, an expanded ABM holds the potential to become a critical underpinning to the development of an Asian currency (or currency basket) that might rival the dollar and the EU as reserve currencies. At its current level, the ABF is quite small and below Asian needs for private capital. But to the extent that it forms a new, explicitly Asian, market relatively independent of U.S. and IMF influences it suggests one more movement away from earlier patterns of Asian financial dependence on the U.S.

INTRA-REGIONAL TRADE AGREEMENTS:  One final example of moves toward a more closed, and less pan-Pacific approach to Asian monetary, financial and trade integration can be found in the emergence of the various free trade pacts that have recently been forged among a limited number of Asian countries. Bilateral FTAs increased in number among many states worldwide in the 1990s. For the most part Asian countries did not participate in this expansion, relying instead on global trade agreements negotiated in conjunction with the WTO. As of October 1, 2002, of the thirty top economies in the world, only five were not members of any FTAs—Japan, China, South Korea, Taiwan and Hong Kong (Pempel and Urata, 2005). Since then, and particularly since the collapse of the Doha Round in September 2003 in Cancun, there has been an explosion in the number of bilateral, regional, and other preferential free trade pacts. In many cases, the new FTAs represented a substantial shift in national policy from multilateralism to bilateralism or regionalism. 
Bilateral pacts have been entered into between Singapore and Japan, as well as South Korea and Singapore; a similar pact is proposed between South Korea and Japan. Taiwan has made several proposals to its major trading partners, including the U.S. for a similar FTA (Bureau of Foreign Trade, Taiwan 2005), although the political plausibility of such an agreement is low. Furthermore, ASEAN has its own ASEAN Free Trade Area (AFTA) which began in 1993 and there have been serious proposals for larger pacts involving China and ASEAN and Japan has hinted that it would be similarly interested in a similar pact between itself and ASEAN. A host of additional proposals for various mixes of trade partners have been offered by different governments, including proposals for a Korea-Japan-China pact. In many instances, the trade pacts go beyond the usual lowering of formal tariff barriers and commit the partners to various steps aimed at encouraging foreign direct investment, distribution networks, technology sharing, immigration and other items.
Such a wave of established and proposed arrangements suggests one more mechanism by which the governments of Asia are becoming more active in regional finance and trade. Here too they are creating intra-Asian arrangements that are top-down, institutionalized, and region-specific. FTAs will also stoke regional integration in trade and investment, which in turn would provide a real incentive to step up exchange rate cooperation because any serious currency fluctuation could wreak havoc with trade and investment activities.

At the same time, the notion that the Asian region has turned inward economically should not be overdone. ATP, despite its Asian focus, still involves relatively small financial commitments, and the organization’s principles remain largely congruent with IMF conditions. Many of the bilateral trade pacts negotiated by Asian countries reach beyond the region, including Mexico, Chile, New Zealand and others. Furthermore, Chinese and Taiwanese accession to the World Trade Organization (WTO) early in 2002, combined with the unmistakable dependency on non-Asian markets by virtually all of the major exporting countries of Asia, makes it improbable that the region is working toward, or would want to work toward, regional isolation as either an exclusive or a viable long term strategy. Clearly, economic viability means that most of Asia has no alternative to some version of ‘open regionalism.’ At the same time, the balance between ‘open’ and ‘closed’ regionalism has definitely shifted within the financial arena in Asia providing more mechanisms though which Asian leaders are looking collectively to one another, rather than to the West, to provide important solutions to many of their future problems.

CONCLUSION
The evidence above makes it clear that many governments across Asia have moved since the economic crisis of 1997-98 to deepen their governmental, institutional, and regional-specific ties to one another. This has been particularly true in the areas of finance and, to a certain extent, in trade. Clearly, there is strong support for claims that Asia is becoming more formally institutionalized and more closed as a result. Yet, at least as importantly, the recent moves have been somewhat tentative and new. Clearly, they could lead to little or nothing in the way of substantial structural changes. But equally as plausible, they hold the potential to be the first steps in a process of deepening intra-Asian institutionalization. And given the legacy of the Asian crisis of 1997-98, a strong and common negative experience is driving Asian leaders to act collectively in creating regional firewalls against the worst excesses of free floating ‘hot money’ and global financial markets. 
At the same time, nationalist sentiments remain deep and confrontational particularly across Northeast Asia. The residues of historical conflicts and deeply embedded nationalism has meant that all three governments have resisted closer regional security ties and suggest that any close ties in other areas remain hostage to a continued overcoming of deep layers of mutual mistrust. Relations among the two Koreas, China and Japan, as well as China and Taiwan are fraught with multidirectional hostilities. If these countries have moved toward a certain measure of intra-Asian cooperation in finance, they have certainly not done so in diplomacy or security.

Furthermore, security links across the Pacific remain extremely strong, underscoring the fact that closed Asian regionalism in finance and economics is far from a trend that encapsulates all policy areas and all relationships.. The US-ROK alliance has been somewhat problematic since President George W. Bush took office in the US and President Kim Dae-jung, and then Roh Moo-hyun have been in office in Korea. Still the military alliance remains a key component in the strategic thinking of both countries. This is even truer of the US-Japan relationship. And China, while it continues to be viewed through different lenses by various American policymakers, has clearly won a measure of US appreciation for its cooperation with US aims in dealing with North Korean nuclear problems through the Six Party Talks, as well as for China’s broader support in the so-called ‘war against terror.’  In these and other ways it is difficult to envision regional security relations in Asia developing in ways that freeze out active and regularized US participation.
For the moment, developments in Asia appear to be moving forward on two rather separate tracks with overlapping regionalisms in different functional areas. Regional ties are becoming more institutionalized, closed and intra-Asian within finance and trade while at the same time remaining both regionally fissiparous and linked to the US in the security arena. It is easy to overdo the potential parallels to the European Union. But is many respects, the current situation in Asia involves the kinds of mixed boundary arrangements that were represented by the ECSC that eventually led to the European Currency Union on the one hand and NATO on the other—institutions that were exclusively European in membership in one area but open to inclusion of the US and other non-European states in security. Just how these early Asian experiments with financial ‘firebreaks’ will eventually unfold, and what forms of Asian regional linkage emerge from them, remains to be seen. But clearly within the financial area, Asia has become far more explicitly connected, with far greater governmental involvement and tangible institutional form than was the case a decade ago.
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