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Summary

This paper develops the basis for monetary and exchange rate coordination in Asia as part of a
package of monetary integration that would be aimed at supporting growth and poverty reduction.
This could be achieved directly through coordinated exchange rate stabilization, and indirectly
through the implications of this for reserve pooling and investment in an Asian development fund
(ADF) and through development of the Asian bond market (ABM). Macro policy coordination
could be viewed as a necessary condition for further development of both reserve pooling via the
Chiang Mai Initiative (CMI) and of the ABM. The paper analyzes the trade structure of ASEAN
and China in terms of both geographic sources of imports and markets for exports, and of the
commodity structure of trade. The similarities of the geographic and commodity trade structures
across the region are consistent with adoption of a common currency basket for stabilization, and
with an argument for monetary integration across the region along the lines of Mundell (1961) on
optimum currency areas. The paper constructs currency baskets and real effective exchange rates
(REERSs) for the countries in the region. Since their trade patterns are quite similar and their
policies are already implicitly coordinated, their REERs tend to move together. This means that
ASEAN and China are already moving toward integration in practical effect. Explicit movement
toward coordination could support surveillance and reserve sharing under the CMI, and release
reserves to be invested in an ADF.



