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integration with the two major blocks in the world will need to proceed with ASEAN as its 
hub. Given that the EAS members are all signatories of the Treaty of Amity and Cooperation 
(TAC),33 East Asia’s trade integration process involving North America and Europe will be 
facilitated relatively smoothly if the US and the EU also sign TAC. Then the likely scenario is 
for ASEAN to complete an ASEAN+US (or ASEAN+NAFTA) FTA and/or an ASEAN+EU 
FTA and merge these into an ASEAN+6 FTA to form a much wider FTA that connects East 
Asia with North America and/or Europe. Of course a question remains as to whether the US 
is ready to agree an FTA with East Asia—that includes the PRC—and whether the US trade 
promotion authority (which expired in June 2007) will be revived. 

(4) Three steps toward monetary and financial integration 

The deepening regional economic integration and rising business cycle synchronization 
within East Asia suggest that the region would be better off by maintaining intraregionally 
stable exchange rates. But, currently, there exists no coordination of exchange rate or 
monetary policies across East Asia as each country wishes to pursue its own domestic 
objectives. To pursue policy coordination, a gradual, step-by-step approach is appropriate. 
The first step is to coordinate informally on exchange rate regimes by moving toward greater 
exchange rate flexibility vis-à-vis the US dollar. The second step is to initiate exchange rate 
policy coordination to ensure some intraregional rate stability without rigid coordination of 
monetary policy. The third step is to adopt tightly agreed exchange rate and monetary policy 
coordination (see Table 8). 

Table 8. Steps toward Exchange Rate and Monetary Policy Coordination 
Progress Exchange Rate Policy Institutions Trade-Investment 

Current State Uncoordinated 
exchange rate 
arrangements 

CMI; ASEAN+3 ERPD; EMEAP; 
Asian Bond Markets Initiative 

Uncoordinated 
FTAs (Asian noodle 
bowl) 

Informal 
Coordination 
(exchange rate 
regime 
coordination) 

Move to greater rate 
flexibility vs. USD; G3-
plus currency basket as 
a loose reference; 
Asian Currency Unit as 
a surveillance indicator 

CMI multilateralization; effective 
ERPD by ASEAN+3 finance 
ministers & central bank 
governors; Forum for financial 
supervisors & capital market 
regulators 

Coordination and 
harmonization 
among FTAs 
(cumulation of rules 
of origin within East 
Asia) 

Formal, but Loose 
Coordination 
(exchange rate 
policy coordination) 

G3-plus currency 
basket system with 
well-defined rules for 
intraregional rate 
stability 

Independent secretariat for a 
multilateralized CMI & enhanced 
ERPD w/due diligence; Regional 
infrastructure for capital markets 

East Asian FTA 
(ASEAN+3 or 
ASEAN+6) 

Tight Coordination 
(monetary policy 
coordination) 

“Asian Snake” or “Asian 
Exchange Rate 
Mechanism (ERM)” 

Asian Monetary Fund; Regional 
financial supervisory & regulatory 
authority 

Asian Customs 
Union 

Complete 
Coordination 

Asian Monetary Union Asian Central Bank Asian Common 
Market 

 

Informal coordination of exchange rate regimes. The first step is the introduction of 
informal policies that attempt to achieve both greater exchange rate flexibility vis-à-vis the 
US dollar and some exchange rate stability within East Asia by using a basket of G3-plus 
currencies (the US dollar, the euro, the yen and emerging East Asian currencies) as a loose 
                                                 
33 The TAC, signed in 1976, specifically and legally binds all its signatories to peaceful coexistence and respect 

for the principles of sovereignty, territorial integrity, non-interference in internal affairs, and non-use of force. In 
addition to all ten ASEAN members, 10 countries have signed the TAC: PRC (October 2003); India (October 
2003); Japan (July 2004); Pakistan (July 2004); Korea (November 2004); Russia (November 2004); New 
Zealand (July 2005); Australia (December 2005); France (January 2007); and Timor-Leste (January 2007).  




