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In this article, I show an important connection between global finan-
cial governance and Asian regional financial governance. My findings
suggest that unless the G7-dominated global financial institutions
resolve the legitimacy problems, which involve inclusiveness, rule-
governance, and fair returns, Asian developing countries are unlikely
to place whole stock in global solutions created to deal with global
(and regional) financial issues. The perceived deficiency of political
legitimacy, even in the post-Asian crisis global financial architecture,
drives Asian countries to become rule makers rather than rule takers
through the new regional financial arrangements, such as the Bilateral
Swap Arrangement under the Chiang Mai Initiative and the Asian
Bond Fund. Keyworps: legitimacy, globalization, Asian regionalism,
international finance, multilateralism.

financial arrangements emerged at both the global and regional
levels in order to prevent future financial crises. The Financial
Stability Forum (FSF), the Group of 20 (G-20), the Bilateral Swap
Arrangement (BSA) under the Chiang Mai Initiative, and the Asian
Bond Fund (ABF) are among the new arrangements. It may be too early
to evaluate systematically the explicit impact of the new financial
forums on global and regional financial governance. Yet an understand-
ing of the motivations behind these new financial arrangements may
help us to explain and predict the future trajectory of global and
regional financial governance. In this article, my primary purpose is to
explain the driving forces behind the growing Asian regional financial
cooperation.! Despite the new global financial arrangements, why have
many Asian countries become more active supporters of regional finan-
cial cooperation as evidenced in the creation of the BSA and the ABF?2
In the article, my aim is not to assess either the causes of the recent
Asian financial crisis or the economic performance of the new Asian
financial arrangements.? Nor is my intention to make generic arguments

Following the Asian financial crisis of 1997-1998, a set of new

487

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



488  Asian Financial Cooperation

about what principles and ideologies should guide the global and re-
gional financial arrangements. These very important issues warrant a
separate article. Instead, I focus on the formal decisionmaking struc-
tures and articulated policy agendas of global and regional financial
arrangements in order to examine the significant sources of the growing
Asian regional financial cooperation. In doing so, I show an important
connection between global financial governance and Asian regional
financial governance. The underlying argument here is that Asian coun-
tries may continue to attempt to strengthen the regional financial coop-
erative mechanisms until the political aspects of global financial gover-
nance—namely, the problem of legitimacy—are worked out. Legitimacy
here is used to denote political legitimacy associated with wider partic-
ipation (inclusiveness), agreed systems of rules (rule-governance), and
a fair sharing of adjustment costs and benefits (fair returns).

The implications of the rise of Asian financial cooperation are sig-
nificant, not merely for our analysis of Asia but also for our under-
standing of the current and future phase of the global economy. The
emergence of new regional monetary cooperative arrangements is an
important step forward for an Asian regional integration project.* The
Bilateral Swap Arrangement under the Chiang Mai Initiative and the
Asian Bond Fund offer significant instruments to prevent and manage
financial crises in the region and also produce a functional base for fur-
ther integration. The development of the Asian regional monetary sys-
tem would also complement and constrain the United States-led global
financial governance by boosting the political power and autonomy of
Asia vis-a-vis the rest of the world, and the United States in particular.

Broadly, this analysis suggests that technical and economic coun-
terarguments against the effectiveness of the Asian regional arrange-
ments alone cannot discourage Asian countries from pursuing regional
multilateral solutions to future international financial problems. The
perceived deficiency of political legitimacy, even in the post—Asian cri-
sis global financial architecture, drives Asian countries to become rule
makers rather than rule takers through the new regional financial arrange-
ments. In this respect, this article investigates the independent causal
effects of legitimacy on strategic choice made by states in the region.

In the next section, I discuss the conceptual framework for the
problem of legitimacy with respect to global financial governance. Then
I provide a brief description of changing perceptions in Asia and among
the Group of Seven (G7) leaders about global financial governance after
the Asian financial crisis. This is followed by an analysis of the emer-
gence and limitations of the Financial Stability Forum and the G-20. In
the last section before the conclusion, I examine the rise of the Bilateral
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Swap Arrangement under the Chiang Mai Initiative and the Asian Bond
Fund.

Legitimacy and Global Financial Governance

In international relations, legitimacy usually refers to the sense of obli-
gation to uphoid international laws and contracts and to keep commit-
ments.> By legitimacy, I mean that members of a relevant group not
only tolerate the status quo in the personnel and structure of policy and
authority, but also believe that there is little “out there” in terms of alter-
native institutional arrangements. In this article, the conceptualization of
legitimacy moves beyond contractual obligation, which is the primary
concern of the rational choice approach to politics. In the rational choice
framework, obligation is created when parties enter into agreements.
Obligation is thus a product of choice made by utility-maximizing
actors. However, more culturally and sociologically attuned legal and
international relations scholars emphasize that contractual obligations
alone are insufficient to determine behavior.6 In their view, legitimacy
generates obligation and thereby links obligation to behavior. Legiti-
macy emerges when rules are widely applicable, provide clarity, are
coherent with other rules, are relatively constant over time, and are pos-
sible to perform.” Without such internal legal values, legitimacy and
corresponding behavioral change are less likely to emerge. Here, legit-
imacy is “sticky” enough that members of a group will continue to com-
ply with rules even when the material benefits supplied by the status
quo decline.

Attention to internal legal values is useful to identify how legiti-
macy operates among states. However, its abstract focus on legal ration-
ality tends to be too broad to capture variations of how legitimacy is
created in particular issue areas. In order to analyze the role of legiti-
macy in the creation of the new global and regional financial arrange-
ments, [ identify three more specific sources of political legitimacy,
which are observable in the formal decisionmaking mechanisms and the
explicit policy agenda of the international monetary arrangements. They
are inclusiveness, rule-governance, and fair return. I do not claim that
among the sources of legitimacy these three features are more important
than others. Instead, I stress that they are useful conceptual tools that
can explain particular global economic issues such as the emergence of
Asian regional financial arrangements.

Inclusiveness refers here to wider and more meaningful participa-
tion of the members of a relevant group in the decisionmaking process
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of the global financial system. Legitimacy relies on agents in the system
knowing why rules are necessary.? By participating in the construction of
rules, the agents better understand the need for them. Legitimacy also
depends on the ability of actors to gain a genuine stake in the enterprise
and to feel that they have influence in the decisionmaking process. Unless
state actors feel a sense of ownership in the decisionmaking structure of
the global financial system, their sense of compliance decreases when
material benefits decline or coercion is no longer credible.

Rule-governance refers to policymaking and implementation through
a transparent, specific, and agreed-upon rule or process that has been
agreed on to interpret such a rule. The absence of an agreed system of
rules may increase the uncertainty and ambiguity surrounding gover-
nance and thereby expand a perceived room for dominant actors’ maneu-
vering and arbitrary behavior in their favor. Legitimacy can be threat-
ened, then, not only from defection by members of a group, but also by
contradictions and inadequacies in the systems of rules.

The third element of legitimacy concerns the equitable sharing of
costs and benefits in cooperative efforts—fair return. The theoretical
proposition is that unless actors can expect an adequate balance be-
tween contributions and rewards, they will not participate or comply.?
State actors tend to maintain a balance between their contributions to
the international cooperative effort and the benefits they receive from it.
The notion of fair return is different from the neorealist concept of rel-
ative gains.!0 The fair return hypothesis disagrees with the idea that
states always base their interaction on the calculations of relative gains
or losses vis-a-vis others. Rather, states seek a fair distribution of the
costs and benefits of cooperative arrangements. If states are confident
about the more equal sharing of the costs and benefits, they are more
likely to have a sense of compliance with the arrangements.

The Changing Perceptions of Asia and the G7:
Effectiveness and Legitimacy

The Asian financial crisis changed the perceptions of both Asian and G7
leaders about global financial governance. Both Asian developing coun-
tries and the G7 industrial countries increasingly questioned the effec-
tiveness and legitimacy of the existing global financial arrangements in
the aftermath of the Asian financial crisis.

First, Asian countries that experienced the conditionality of the
International Monetary Fund (IMF) doubted the effectiveness of the
IMF-driven global solutions. When the IMF negotiated its program with
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Thailand, Indonesia, and South Korea, it required the recipient govern-
ments to increase their interest rates and to adopt fiscal austerity. This
solution resulted from the previous experience of the IMF in Latin
America. In Asia, however, the IMF ignored the danger of fiscal restric-
tion where budgets had for years been fairly well balanced. This IMF
prescription depressed economic growth and raised unemployment in
those IMF-assisted Asian countries. Malaysia and Hong Kong even
challenged the IMF by adopting unorthodox approaches, which gar-
nered support from China, Japan, and Russia.!! Apart from the specific
contents of the IMF solution, many Asian countries also became skep-
tical about the presence of IMF conditionality per se. The critics of the
IMF claimed that the expansion of loan conditions resulted in a loss of
precious time, whether during negotiation or implementation. The strin-
gent program conditions make it difficult to convince a country to work
with the IMF until it is absolutely necessary—almost too late for a
minor cure to be effective.!2

More importantly, the crisis-stricken Asian countries raised ques-
tions about the legitimacy of the policies imposed by the G7-centered
IMEF. Asian countries were, in the eyes of many Asians, subject to IMF
rules without a meaningful level of representation and participation in
the decisionmaking process of global financial governance.!3 Overt crit-
icism of the IMF was muted in some quarters because the crisis-hit
countries were still receiving IMF assistance; metaphorically speaking,
they were understandably reluctant to criticize their doctor while under-
going treatment. By 1998, both South Korea and Thailand had new
administrations that happened to be more sympathetic to the Washing-
ton Consensus on financial reform. Both governments blamed the crisis
on the outgoing administrations and used the IMF to take the political
blame for unpopular structural reforms. Although official governments
publicly supported the IMF, their populations harbored strong resent-
ment toward the IMF and the Washington Consensus. There was, and
still is, a strong sense that the West in general, and the United States in
particular, used the Asian financial crisis to advance a particular eco-
nomic agenda that served selfish interests.! The chairman of the Thai
Star conglomerate referred to IMF letters of intent as “letters of surren-
der.” South Koreans resented the IMF because they felt that the United
States had taken advantage of the Korean crisis to open the Korean
economy and to buy up its precious industrial base. In late 1998, despite
the public support of the Korean government for the IMF, South Korean
prime minister Kim Jong Pil broke ranks to endorse the “Asian devel-
opment model” and called for an independent Asian Monetary Fund.!s
Furthermore, the painful experiences of postcrisis reforms encouraged
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many Asian emerging market economies—that is, the former periph-
ery—to demand a more equitable sharing of the adjustment costs vis-a-
vis the center—that is, the United States or its G7 partners. The crisis-
hit countries were discontent with the perceived unequal sharing of the
adjustment costs with private international lenders headquartered in the
United States and in other G7 countries.!6

The Asian financial crisis also influenced the perceptions of the G7
regarding global financial arrangements. G7-centered decisionmaking
characterized the pre-1998 international financial architecture. Prior to
the Asian financial crisis, G7 members and the IMF made most of the
decisions on global financial governance, with the Bank for Inter-
national Settlements (BIS), the Organization for Economic Cooperation
and Development (OECD), and the World Bank playing supporting
roles.!7 Within this relatively exclusive circle of decisionmakers, the
United States continued to enjoy “extraordinary power.”!8

The Asian financial crisis began to alter this situation by taking the
formal mechanisms of international financial decisionmaking in a more
inclusive direction (discussed in the next section). As Randall D. Ger-
main notes, the G7 began to include significant developing countries in
the decisionmaking mechanisms of the global financial governance for
two basic reasons: effectiveness and legitimacy.!? First, the Asian finan-
cial crisis led the G7 economies to realize a growing “mutual vulnera-
bility.” The chain of events that stretched from Thailand, to Russia, to
Brazil affected the G7 economies considerably; worldwide capital and
stock markets suffered significant declines during an Asian-induced
recession. In order to govern global finance effectively, the G7 realized
that it could no longer exclude key emerging economies from their gov-
ernance. Second, in order for emerging market economies to reform
their financial policy and practice, they needed to have a meaningful
level of input into the reform efforts of global financial governance.
Political legitimacy is the core of these concerns. Without due repre-
sentation and participation, developing countries have every reason to
challenge the legitimacy of the policies imposed by the G7-dominated
international financial institutions.

The New Global Financial Arrangements
and Their Limitations

These changing perceptions contributed to the emergence of the Financial

Stability Forum and the G-20.20 In 1999, Hans Tietmeyer (former head of
Deutsche Bundesbank) suggested the creation of the FSF. Tietmeyer
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noted in his report that effective financial regulation relied on an adequate
flow of information and proposed a forum whereby central bankers,
finance ministry officials, and financial regulators could meet to discuss
global financial issues. From its third meeting in Singapore (March 2000),
the FSF extended its membership to include Australia, Hong Kong, the
Netherlands, and Singapore.2! A G7 communiqué noted that “while the
[Financial Stability] Forum will initially be the initiative of the G7 coun-
tries, we envisage that over time additional national authorities would be
included in the process. The issues to be addressed affect all countries,
including both industrial and emerging market economies, and the G7
regards this initiative as a step toward broader participation.”22

In contrast to the highly selective FSF (that is, only four non-G7
national representatives), the G-20 includes countries from throughout
the world. The G-20 brought together finance ministers and central
bank governors from Argentina, Australia, Brazil, China, India, Indone-
sia, Mexico, Russia, Saudi Arabia, South Africa, South Korea, and
Turkey, along with their G7 counterparts and a senior representative
from each European Union (EU) member, the IMF, and the World Bank.
G7 finance ministers decided to establish the G-20 in September 1999
when they committed to ensure broader participation in discussions of
international financial affairs among countries whose size or strategic
importance gave them a particularly crucial role in the global economy.

Although the reforms initiated by the G7 to date might represent
small steps in the right direction toward enhancing political legitimacy,
they have not yet met the expectations of emerging market economies.
In the eyes of many developing countries, the FSF featured heavy G7
representation. Although the G7 regarded this initiative as a step toward
broader participation, their sense of “broader participation” clearly
implied the inclusion of the few countries that are most actively
involved in global financial markets. The new FSF excluded key emerg-
ing economies such as China, India, Indonesia, South Korea, Malaysia,
and Thailand. Even the four new members were not given the same
depth of representation enjoyed by the G7: the Netherlands, Australia,
Hong Kong, and Singapore had a single representative rather than the
three allocated to their G7 counterparts. The G7 attempted to address
this deficiency by allowing non-G7 countries to participate in the FSF
working groups. For example, Thailand, India, and Mexico were in-
cluded in the working groups on the Implementation of Standards. But
the participation of the non-G7 countries was at the discretion of the
FSF members and therefore not a sustainable form of representation.

It is conceivable that the more inclusive G-20 was created, in part,
to complement the more selective FSF and thereby to deflect criticism

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



494  Asian Financial Cooperation

that participation in the latter needs to be broadened to include some
developing countries.?? In creating the G-20, the G7 clearly attempted
to enhance the legitimacy of the G7-dominated decisionmaking process
of international financial matters.24 Although the G7 promoted the G-20
as a mechanism to include non-G7 countries, it also set limits on its
political influence within the existing global financial governance struc-
ture. For instance, after its first meeting, German and Canadian finance
ministers noted that the G-20 did not want to be a decisionmaking
body.25 Given that the G-20 continued to be a nondecisionmaking body,
the involvement of non-G7 countries would make little difference in the
actual decisionmaking process of global financial governance. In addi-
tion, unlike the G7, there are no provisions for a G-20 summit. This
suggests a secondary and limited role of the G-20 compared to the G7.

Furthermore, the governing rules of the G-20 and the FSF remained
minimal. The rules guiding membership selection and agenda selection
remained vague. For instance, there were no explicit standards to ex-
plain why Indonesia rather than Malaysia was included, or Turkey
rather than Thailand, in the G-20. Likewise, it is not clear whether or
how the non-FSF members would continue to participate in future FSF
working groups. Without a globally agreed system of rules, the FSF and
G-20 remained vulnerable to charges that they were puppet institutions
created by the G7.26

In addition to the elements of inclusiveness and rule-governance,
the FSF and the G-20 also remained vulnerable to the charge that they
would entail the unfair sharing of adjustment costs and benefits. States
are unlikely to agree to collaborate unless they have some confidence in
the equal sharing of the costs and benefits associated with their cooper-
ative efforts. In the case of global financial governance, the burdens of
the financial reforms were asymmetric. They were heavily weighted by
policy changes required of borrowers and debtors, whereas much less
burden was put on lenders and creditors. The reforms focused on remedy-
ing financial fragility in countries at the periphery of the global finan-
cial system, rather than reforming the system as a whole or, for that
matter, even calling attention to the shortcomings in countries at the
center. Addressing domestic vulnerability to financial crises appears to
be the prevailing focus of the G-20. For example, the priority areas of
the G-20 during its fifth meeting in 2003—sound domestic financial
markets, increased financial liberalization, effective regulatory policies
and supervision, and the Action Plan on terrorist financing—are impor-
tant but not as wide ranging as one might expect given the concerns of
developing countries about the structural danger of international capital
mobility. The major outcome of this meeting did not reduce the suspicion
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that the G-20 was a mechanism to support existing policies favored by
the G7. In contrast, the scope of the three FSF working groups, which
was broader than the initial focus of the G-20, was to examine some of
the vital international aspects of the recent financial turmoil: hedge
funds, transnational capital flows, and offshore financial centers. How-
ever, as Roy Culpeper notes, the FSF resisted recommending any radi-
cal policy changes in these areas.2’” Hedge funds, for example, were
widely suspected of complicity in the speculative frenzy around the
Asian crisis. The FSF working group considered, but did not recom-
mend, direct regulation of currently unregulated hedge funds, although
it kept the door open to such a possibility. Similarly, although the FSF
focused on urging emerging markets to develop sound guidelines for
sovereign debt and liquidity management, it was rather critical about
managing or controlling capital flows themselves. In other words, the
FSF and the G-20 focused primarily on the domestic aspect of the re-
forms (in developing countries in particular), as opposed to the inter-
national aspect of the reforms, which might involve painful adjustment
for the G7 as well as non-G7 countries.

New Asian Regional Financial Arrangements

The perceived deficiency of political legitimacy, even in the new global
financial arrangement, facilitated the Asian pursuit of regionally differ-
entiated solutions over global ones. The Asian skeptics of the G-20 and
the FSF claim that these new global financial arrangements have little
or no impact on the power configuration within the G7-centered decision-
making structure of global financial governance.?8 In other words, these
new global financial arrangements reflect a cosmetic change rather than
a substantive change in global financial governance.

In this context, for example, Chinese prime minister Zhu Rongji
declared in November 2000 that China stood “ready to work with other
East Asian countries for the reform of the current international financial
architecture” and was open to “all ideas” about financial cooperation in
the region.?® Eisuke Sakakibara, former Japanese vice-minister of finance,
also spoke out for a regional monetary regime in East Asia. In August
2003, he said that it was timely for East Asian countries to express their
view to the world and to convince the United States that an East Asian
community had to be created.30 Likewise, Il Sakong, chairman of the
Korean Institute for Global Economics, argued that Asia needed some
kind of economic defensive mechanism at the regional level because it
could not be expected at the global level.3! Malaysian prime minister
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Mahathir Mohamad has been consistent in his provocative call for a
regional monetary fund independent of the IMF. According to Mahathir
Mohamad, “We [East Asian countries] have to have an Asian Monetary
Fund simply because the IMF is not as independent as it should be. As
we know, there are other hands which are controlling it and those hands
have other ideas contrary to the prosperity of East Asia.”3? Chalongphob
Sussangkarn, president of the Thai Development Research Institute,
also said that “after the crisis, countries in the region had very little
input in designing the prescribed medicines (mainly from the IMF). . ..
With vast financial resources in the region, East Asia needs to have
more say in how the global financial system should be reformed.”3?

It should be also noted that Thailand and Malaysia have been the
most enthusiastic and vocal actors among Asian countries in their will-
ingness to propose and sell the idea of new regional financial arrange-
ments. Thailand and Malaysia served as host countries in the creation of
the Chiang Mai Initiative (an Asian regional financial swap arrangement)
and the first East Asia Congress (an international conference regarding
the concept of an East Asian community), respectively. It is conceivable
that the high visibility of the two countries correlates to the fact that,
unlike South Korea and Indonesia, for example, Thailand and Malaysia
were excluded from both the G-20 and the FSF. Their sense of being
excluded from the new global financial architecture might enhance their
behavioral propensity toward regional financial arrangements.

Against this backdrop, Asian countries have sought to develop new
regional financial arrangements. Two initiatives in particular have been
important in Asia’s efforts to promote regional monetary cooperation:
the Bilateral Swap Arrangements under the Chiang Mai Initiative, and
the Asian Bond Fund. These two regional financial arrangements intend
to supplement existing global financial governance in general, and also
reduce the need for IMF support, in particular, in crisis management and
finance for development. Strong regional reserve funds would partially
deter would-be speculators from attacking the currencies of individual
countries in the region and thereby prevent or at least minimize the
destabilization of regional trade and financial relations. The develop-
ment of regional bond markets would also mobilize the region’s vast
pool of savings for long-term investment in Asia rather than in Europe
or the United States.

The finance ministers of the Association of Southeast Asian Nations
(ASEAN) Plus Three decided at their meeting in Chiang Mai, Thailand,
in May 2000, to establish the first regional financing arrangement in
East Asia under the so-called Chiang Mai Initiative, which would com-
prise an expanded ASEAN Swap Arrangement (ASA) and a network of
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bilateral swap arrangements (BSAs) among ASEAN countries, China,
Japan, and South Korea. Since then. the ASA has been enlarged to U.S.
$1 billion in size (effective November 2000). and a number of BSAs
have been signed. As of April 2004, sixteen BSAs have been success-
fully concluded, with a combined total size of $36.5 billion.3* For
example, Japan has concluded its negotiations with Thailand ($3 bil-
lion), the Philippines ($3 billion), Malaysia ($1 billion), South Korea
($2 billion), and Indonesia ($3 billion); South Korea has concluded its
negotiations with China ($2 billion), Thailand ($1 billion), Malaysia ($1
billion), and the Philippines ($1 billion); and China agreed with Thai-
land ($2 billion), Indonesia ($1 billion), and Malaysia ($1.5 billion) on
BSAs along with its arrangements with Japan and South Korea.

These BSAs are designed to provide liquidity support for the mem-
ber countries that experience short-run balance-of-payment deficits in
order to prevent an extreme crisis or systemic failure in a country and a
subsequent regional contagion as occurred in the recent East Asian
financial crisis. The BSA agreements allow an immediate disbursement
of up to 10 percent of the maximum amount of drawing, when swap-
providing countries agree. Although the BSA has proven a significant
postcrisis initiative to come out of Asia. it has certain limitations. First,
the size of the BSA (which now amounts to $36.5 billion) is relatively
small compared to the emergency assistance required by the crisis-hit
countries at the time of the 1997 crisis (Thailand alone requested $17.2
billion) and the foreign exchange reserves held by the ASEAN Plus
Three countries (which now amounts to $1.5 trillion). A recent study by
the Asian Development Bank (ADB) therefore recommends that ASEAN
Plus Three countries consider expanding and multilateralizing their
swap lines initially by earmarking a certain amount of their foreign
exchange reserves for short-term emergency financing. In the medium
term, according to the ADB study, ASEAN Plus Three could also con-
sider establishing a central reserve fund where the earmarked reserves
could be merged and managed in line with strengthened regional eco-
nomic monitoring.

Furthermore, the BSA is also limited in its independent use of the
swap lines. Countries drawing more than 10 percent from the facility
are required to accept an IMF conditionality. In this sense, the current
BSA is complementary to the financial assistance of the IMF at the
moment. Some participating countries have opposed the linkage of the
BSA with an IMF conditionality. For instance, Malaysia advocates com-
plete independence of the BSA (under the Chiang Mai Initiative) from
the IMF. By contrast, other members, in particular Japan and China,
have argued for the importance of forging a cooperative relationship
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with the IMF at an early stage of the BSA development to make it more
credible. They have persuaded Malaysia and other opposing members to
accept the linkage of the BSAs with an IMF conditionality as a tempo-
rary arrangement until a formal surveillance mechanism is put in place.
Malaysia agreed to the IMF linkage on the condition of establishing a
study group to examine the types of monitoring and surveillance sys-
tems, which is necessary for the BSA (under the Chiang Mai Initiative)
as an independent regional financial arrangement. At the fifth ASEAN
finance ministers’ meeting in April 2001 in Kuala Lumpur, the partici-
pating countries agreed to review the issues of the IMF linkage with the
BSAs in three years. In May 2005, the finance ministers of East Asian
governments agreed to double the proportion of emergency funds that
could be drawn without IMF conditionality from 10 percent to 20 per-
cent. This represents the incremental approach taken by East Asian
countries in loosening their adherence to IMF conditionality. Whether
or not the BSAs eliminate their IMF linkage in the near future, such a
regional liquidity fund intends to challenge the IMF monopoly on cri-
sis management in the long term.

In the meantime, eleven central banks in East Asia and the Pacific
announced in June 2003 that $1 billion of the Asian Bond Fund (ABF1)
is to be invested in U.S. dollar-denominated regional bonds. The mem-
ber countries include Australia, China, Hong Kong, Indonesia, Japan,
South Korea, Malaysia, New Zealand, the Philippines, Singapore, and
Thailand.35 Among those countries, Thailand announced its contribution
of $120 million to the ABF; South Korea agreed to invest more than
$100 million; Japan, Singapore, and the Philippines each provided $100
million; Australia and Indonesia subscribed $50 million each; and New
Zealand pledged $25 million to the ABF. At the second Asia Coopera-
tion Dialogue (ACD) meeting, which was held in Chiang Mai, Thailand,
in June 2003, eighteen ACD countries supported the Asian Bond Fund
Initiative and the roadmap for Asian bond market development by
adopting the Chiang Mai Declaration.?6 Additionally, India pledged to
contribute another $1 billion to the Asian Bond Fund. In April 2004, the
eleven member countries unveiled the initial structure of a planned sec-
ond Asian Bond Fund (ABF2), which will invest in local currency-
denominated Asian bonds.

The establishment of the Asian Bond Fund by Asian central banks
ultimately aims to (1) bring back Asian foreign reserves (amounting to
$1.5 trillion) that were traditionally saved in Europe or in the United
States to be used in bond investments throughout Asia, (2) provide a
catalyst, as a lead investor, for private investors to consider vast long-
term investment in Asian issues, and (3) shield the region from external
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vulnerabilities by building more robust and diversified local capital
markets. Many Asian policymakers believe that the Asian financial cri-
sis would have been less severe if local bond markets had been more
developed and financial intermediation in the crisis-affected countries
had not been so heavily concentrated on banks.3” With a starting capital
of $1 billion, the fund initially invests in sovereign and quasi-sovereign
bonds issued by Asian governments in the international markets. During
the next step, the Asian Bond Fund will extend the investment into var-
ious local bond markets in local currencies. The supporters of the ABF
hope that, in the medium and long run, the fund will encourage and
attract other investors including private money in Asia, such as insur-
ance companies in Japan. mutual funds in Hong Kong, or pension funds
in Singapore, to participate in the market. The member countries antic-
ipate that the investment in the bond market of the ABF will lead to
greater liquidity, increased issuance. and better lending terms for gov-
ernments and corporations and prevent a repeat of a possible future
financial crisis. There is a growing interest among governments in the
region to open their bond markets to foreign issuers. Thailand, for
instance, announced in April 2004 that it would issue 30 billion baht of
currency-denominated bonds through the Asian bond market. China also
recently agreed, in principle, to allow international financial institutions
such as the Asian Development Bank to issue renminbi-denominated
bonds, and related rules and regulations of such issues are currently
under consideration.38

One might argue that a series of potential political and economic
hurdles will frustrate the Asian regional initiatives. Among the com-
monly cited obstacles to cooperation in Asia are economic diversity,
interstate political rivalry, and the lack of domestic regulatory capac-
ity.* U.S. opposition to the emergence of an Asia-for-Asia multilateral
institution also may hinder the Asian initiatives as in the case of strong
U.S. opposition to Japan's proposal for an Asian Monetary Fund in the
late 1990s. The in-depth discussion of political and economic obstacles
facing the Bilateral Swap Arrangement under the Chiang Mai Initiative
and the Asian Bond Fund is beyond the scope of this article.®0 Never-
theless, it is noteworthy to briefly mention the current attitudes of the
G3 (the United States, the European Union, and Japan) toward new
Asian regional monetary cooperation. All three world economic powers
have not yet challenged the new Asian financial arrangements. Japan,
which has a dual identity as a G7 member and an Asian country, has
been supportive of Asian regional financial arrangements, because many
Japanese view the U.S.- and IMF-led solutions to the Asian crisis as a
direct challenge to their country’s economic and ideological interests in
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the regional economy.4! For the EU and the United States, the tempo-
rary linkage of the BSA with the IMF seems to reduce their concerns
about the emergence of exclusive regional arrangements in Asia.
Furthermore, the recent emphasis many Asian leaders have placed on
the Asian Bond—Eurobond linkage and the creation of a Euro Bond
Market in Asia helped to mobilize EU support for the idea of an Asian
Bond Market.#2 In line with Asian-European financial cooperation, for
example, eleven central bank governors from the Executives’ Meeting
of East Asia—Pacific Central Banks (EMEAP), the president of the
European Central Bank, and twelve governors from the Eurosystem
national central banks held a joint high-level seminar in Singapore in
July 2004. The purpose of the seminar was to exchange views on issues
that are relevant to both Europe and the East Asia-Pacific region and to
consolidate relations between EMEAP and the Eurosystem.

Conclusion

After the Asian financial crisis precipitated demands for a new global
financial arrangement, there were signs that the G7 had finally begun to
engage more expansively in dialogue with the rest of the world. Those
aspirations have manifested themselves in the Financial Stability Forum
and the G-20. But as this review of their progress to date indicates,
there is little so far to suggest that the G7 have fully added the signifi-
cant elements of legitimacy (inclusiveness, rule-governance, and fair
returns) to the new global financial arrangements.

The long-term impact of the developing countries’ inclusion in the
decisionmaking mechanisms of the global financial governance is an
open question: how the developing countries—the former periphery of
the global financial system—will use the G-20 and the FSF. It also
remains to be seen whether the United States and its G7 allies will chal-
lenge the further development of the BSA and the ABF in Asia. In par-
ticular, what the United States may do in the face of coordinated Asian
collective action on regional financial arrangements remains unknown.
The United States has never before been confronted with such actions.

At the moment, despite the attempt of the G7 to enhance the effec-
tiveness and legitimacy of global financial governance, non-G7 Asian
countries remain skeptical about the political legitimacy in the decision-
making of the new postcrisis global financial arrangements, such as the
FSF and the G-20. Such a lingering skepticism, which reinforced Asia’s
discontent with the U.S.- and IMF-led global solutions to the Asian cri-
sis, set in motion the new Asian regional financial arrangements. My
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findings suggest that unless the G7-dominated global financial institu-
tions resolve the legitimacy problems, which involve inclusiveness,
rule-governance, and fair returns, Asian developing countries are unlikely
to place whole stock in global solutions in order to deal with global
(and regional) financial issues. Rather, despite potential political and
economic constraints, Asian emerging market economies will continue
to seek regional alternatives (or supplements) while encouraging broader
participation. establishing a globally agreed-on system of rules, and
sharing more equally in the adjustment costs regarding global financial
governance. In this sense, one may cautiously anticipate that the new
Asian regional arrangements will give Asia added voice in shaping the
new global financial architecture. The regional arrangements could pro-
vide Asia with the leverage to contest an Anglo-American view of how
the global economy is organized and managed.?’ &
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