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Foreword

The Asian financial crisis of 1997, which severly hit most of
the countries in East and South East Asia, and the policy ma-
nagement to overcome the crisis, has caused a lot of criti-
cism on the established world financial and currency order in
the region. Since then and due to these experiences several
concepts have been developed towards a greater regional in-
tegration of monetary policies and more effective financial
stabilization mechanisms.

At the same time and as a result of China’s economic and po-
litical rise the still not freely convertible Renminbi (RMB) has
made remarkable steps towards becoming a regional (and to
a lesser extent global) trade currency and as a possible fu-
ture reserve currency. This development is also supported by
an increasing influence of the People’s Republic of China in
international organisations like IMF or Worldbank.

This development will probably continue and even speed up
due to the current fiscal and economic crisis in the Euro zone
and the weakness of the US Dollar.

The study of Professor Shi Shijun, Shanghai Institute of For-
eign Trade (SIFT), provides a concise overview on concepts
of a closer regional financial integration in East Asia against
the backdrop of the strategic goal of establishing the Ren-
minbi as an international currency. It gives useful advice to
political decision makers and experts in finance and banking
on a possible reshaping of the financial and monetary land-
scape of East and South East Asia.

The insights given by this study are as well of high impor-
tance for the City of Shanghai, which proclaims to be an in-
ternational financial hub by 2020.

The study is funded by the German Ministry of Economic Co-
operation (BMZ). The content of this publication does not ne-
cessarily reflect the opinion or position of the Konrad-Ade-
nauer-Stiftung.

Dr. Peter Hefele, Director KAS Shanghai
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Executive Summary

East and South East Asian Finan-
cial Integration in the Process of
RMB Internationalisation

The financial integration of East
Asia must be promoted mutually
with the internationalization of the
RMB. In order to achieve these ob-
jectives, mechanisms concerning
the topics of cooperation, relief,
settlement, reserve and integra-
tion have to be implemented by
the relevant countries. However,
the countries must also compre-
hend three challenges connected

with the internalization of the RMB:

valuation, opening capital ac-
counts and settlement.

Triggered by the South-East-Asian
financial crisis in 1997 and against
the background of the global trend
of regional integration, the process
of financial and monetary integration
in East-Asia started in the late 1990s
and has progressed ever since. The
eruption of the global financial crisis
in 2008 prompted China to speed up
the internationalization process of
the RMB. This research report ana-
lyzes the economic motives of the
East-Asian financial integration, dis-
cusses initiatives and plans of this
process, recalls the history of the in-
tegration, and finally discusses the
synergic effects between the RMB
internationalization and East Asian
monetary integration.

Part one focuses on the eco-
nomic motives of the East-Asian
financial integration. The South-
East-Asian financial crisis in 1997
triggered the process of East
Asian financial integration. This
kind of triggering effect can be
summarized into the following
aspects:

1. Trying to end the dependency
on the IMF, its crisis rescuing and
fluidity aid because it featured
several drawbacks: Firstly, the aid
from the IMF came too late. Sec-
ondly, the conditions attached
were too difficult to accept. Thirdly,
the scale of the loans from the IMF
was very limited.

2. Trying to reform the existing
regional exchange rate system
which has fallen into the so-called
“Dollar trap”.

3. Trying to end the dependency
on the Dollar and its impact on
the regional foreign exchange re-
serve structure. The East Asian
communities need to create a
multi-currency reserve strategy
through regional financial and
monetary cooperation.

Part two focuses on the discus-
sion and evaluation of initiatives
or plans for the regional financial
integration, which have been
presented by scholars and mem-
ber state governments. These
plans include:

1. Initiatives on establishing re-

gional financial crisis rescue
mechanisms, such as the Asian
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Monetary Fund Initiative (AMF),
New Miyazawa Initiative, Asian
Arrangements to Borrow Initia-
tive (AAB), Regional Financing
Arrangement (RFA), Regional
Stability Forum (RSF) and East-
Asia Monetary Fund (EMF). Ini-
tially, the initiatives and plans
mentioned above did not draw
much attention except RFA.
Through the leadership roles of
the small East Asian countries
during the process of East Asia’s
economic and financial integra-
tion, the process has actually fol-
lowed the RFA plan, which was
presented by economists from
Thailand.

2. Plans on constructing an East
Asian regional fixed exchange rate
zone. McKinnon suggested that all
East Asian economic communities,
including Japan, formally peg their
currencies to the Dollar. However,
Japan had planned to establish a
Yen Circle. The more rational alter-
native consists of letting all East
Asian member states commonly peg

their currencies to a currency basket.

The basket's content varies accord-
ing to different proposals for curren-
cies to be included. One proposed
basket would be composed of all
currencies of the East Asian com-
munity, but excluding the main in-
ternational currencies such as the
Dollar, Euro, Pound and the Japa-
nese Yen. In contrast, another pro-
posed basket includes only the main
international currencies. The third
proposed solution tries to combine
the first two options and thereby of-
fers a two level peg. On the first
level, it would form a currency bas-

12

ket consisting of all Asian currencies.
On the second level, the currency
basket would again be pegged to an
international currency basket. Each
of the above initiatives or plans of-
fers advantages as well as disadvan-
tages. Up to now, none of the plans
has been implemented.

Part three focuses on recalling
the reality of the East Asian fi-
nancial integration. Despite the
existence of a multitude of ob-
stacles and difficulties, the East
Asian financial integration has
actually made some progress.
The following achievements have
been reached:

1. A two level regional economic
surveillance systems has been es-
tablished.

2. In 2000 a regional bilateral cur-
rency swap network was constructed
according to the famous Chiang Mai
Initiative (CMI).

3. An Asian bond market plan has
started in order to establish an open
and incorporated regional financial
market system.

4. A multilateral foreign exchange
reserve pool has been put into use
according to the Chiang Mai Initia-
tive Multi-lateralization (CMIM) in
20009.

Part Four focuses on the discus-
sion of the development prob-
lems of East Asian financial inte-
gration. They are as follows:

1. The CMI mechanism can still
not be very effective. Up to now,
no country has ever actually
used the currency swap facility
under the CMI framework and no



country has ever applied for flu-
idity aid from the East Asia For-
eign Reserve Pool under the
CMIM framework.

2. Only very limited progress has
been made in achieving the goal
of establishing a regional ex-
change rate cooperation mecha-
nism. Due to the differences in
economic development and po-
litical systems among member
countries, there is still no com-
monly accepted regional ex-
change rate cooperation goal.
The suspension of the ACU plan
is an obvious setback for the ef-
forts of establishing a regional
exchange rate mechanism.

3. The task of establishing an
open and incorporated regional
financial market is still a long
way to go. East Asia not only
needs a strong regional bonds
market, but also a strong stock
market and other capital markets.

Part Five focuses on the analysis
of the synergy effects of the RMB
Internationalization process and
the East Asia Monetary Integra-
tion process. During recent years,
China has been speeding up the
RMB internationalization strategy.
This report found that a certain
degree of synergy effect exists
between the RMB internationali-
zation strategy and the process
of East Asian financial integration.
To be precise, these synergy ef-
fects include four aspects:

1. The RMB internationalization and
the abolition of the strong Dollar de-

pendency of East Asian foreign re-
serve structure. If the RMB can act
as a kind of international currency, it
will surely become a substitute of
the Dollar and become another re-
gional foreign reserve currency.

2. The RMB internationalization
and the constructing of a re-
gional currency swap network.
Through the channel of a re-
gional currency swap network,
the other East Asian communi-
ties are encouraged to acquire
RMB to settle their international
payments, thus the RMB Interna-
tionalization pace can be accel-
erated.

3. The RMB internationalization
and the regional financial market
system integration process. As a
matter of fact, an open, mature
and incorporated regional finan-
cial market system is not only
the accomplishment of regional
financial integration, but also the
necessary infrastructure of the
RMB internationalization.

4. The RMB internationalization
and reforming of the existing
pegged Dollar exchange rate re-
gime. If only the RMB can be ac-
cepted by other countries to set-
tle their international payments
and to be used as a kind foreign
reserve currency, the planed
East Asian new exchange rate
mechanism will be accepted by
more member communities.

13



Part one: After the US Dollar was
uncoupled from gold; sovereign
credit currency was at the core
of international currencies, lead-
ing to the “Triffin Dilemma”,
which could not be solved until
today. The 2008 subprime mort-
gage crisis in America lit the fuse
of a global financial tornado. The
American government shared its
cost with the entire world by
means of quantitative easing but
this monetary policy caused the
role of the US Dollar as the lead-
ing international currency to be
threatened. Meanwhile, the Euro
as a regional currency is also
challenged due to the European
debt crisis, casting an intense
shadow on the future of the Euro
and its ability to provide prosper-
ity for the people. The newly in-
dustrialized economies repre-
sented by China have been
drawing global attention on their
steady economy growth. In the
unipolar world, America played
the leading role but today the
structure of the world is becom-
ing more multi-polarized and re-
gionalized, which offers a new
opportunity to adjust the inter-
national economic and financial
order.

Part two: China became the sec-
ond largest economy in the world
in 2010 and therefore the dis-
cussion has been focused on the
question whether the RMB can
achieve to become one currency
of the international monetary re-
gime, based on China’s steady
economy growth and high level
of foreign reserve. Measures to
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support the internationalization
of the RMB have been extended.
By the end of December 2010,
67,724 firms were licensed as
experimental sites to settle
cross-border trade in RMB (only
365 firms were permitted in
2009) and up to 506.34 billion
Yuan’s worth of cross-border
trades were settled in RMB, 141
times the volume of the early
stage of experimental operation
in 2009. In the meantime, the
offshore financial market centred
in Hong Kong has been develop-
ing rapidly. By the end of 2010,
43 bonds denominated in RMB,
worth 53 billion Yuan, were is-
sued in Hong Kong. On January
13th 2011, the People’s Bank of
China issued “Principles of Man-
agement of Overseas Direct In-
vestment Settlement in RMB”
which allows any company at
home with the permission to
make direct investment abroad
to make settlement in RMB. The
influence of the RMB in interna-
tional trade and financial mar-
kets is increasing. The RMB in-
ternationalization is supporting
the improvements of the current
international monetary regime,
which is faced with serious prob-
lems adjusting the global econ-
omy imbalance.

Part three: By methods of his-
torical and comparative analysis,
this project studies the process
of the RMB internationalization
and feasible routes to achieve
this goal within the restrictions of
the present system.



Part four: The main conclusions

are summarized into three points:

1. The internal defect of the pre-
sent international monetary re-
gime, “Triffin Dilemma”, and its
institutional source have lead to
a high frequency of global finan-
cial crisis over the recent 30
years. The present regime needs
to be reformed urgently due to
problems like national interest
conflicts and disparities of inter-
est distribution within it. The
RMB internationalization helps to
provide more choices of interna-
tional currencies and can there-
fore reduce the excessive de-
pendence on the U.S. Dollar,
which will restrict “Quantitative
Easing” and mitigate the “Triffin
Dilemma” as well as the imbal-
ance of the global economy.

2. The RMB internationalization is a
progressive process. It should start
from regional currency cooperation,
secure its position regionally and at
last expand internationally. On the
basis of the market share of China in
the global trade, the RMB can be-
come an invoice currency as the
starting point. Afterwards it can
spread from neighbouring countries
to regions, before finally spreading
globally. During the process of cur-
rency cooperation in Eastern Asia,
the RMB can first serve as the core
regional currency, before spreading
beyond Asia to become an interna-
tional currency of settlement, in-
vestment and even reserve.

3. The RMB possesses a strong and
realistic foundation to be an invoice

currency: The steady growth of
comprehensive economic power is
the foundation for national credit of
the RMB; the massive foreign re-
serves guarantee its national credit;
the increasing volume of interna-
tional trade is the driving force to
enhance its national credit; the fast
paced free convertibility of the RMB
realizes the supplies of national
credit; the new changes of the inter-
national financial situation constitute
a demand for the RMB’s national
credit.

This report introduces multiple
ideas and measures, which can
promote co-action between fi-
nancial integration of East Asia
and the RMB internationalization.
It concludes that China first of all
has to boost its own financial
market and promote the world-
wide use of the RMB in order to
facilitate financial integration. To
promote these goals, efforts to
build international financial cen-
tres in China and to create off-
shore markets for the RMB have
to be strengthened.

A second step towards financial
integration in East Asia has to be
taken by negotiating agreements
on the direct exchange of the
RMB and all regional currencies,
following the example of the re-
cent agreement on direct RMB
Yen settlement with Japan. On
this basis further steps can be
taken in the near future.

15
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# 1: 1980-2007 “F A W H X &~ W Ot ' AL %)

AR 1980 1985 1990 1991

% 325 476 340 313
KK 15
RV 210 174 293 317

H A 4.0 3.2 6.4 6.7

296 199 238 243

iR — — 24 25
FEhr 1998 1999 2000 2001
% 327 380 328 327
KK 15

214 196 194 193

p 12 316 298 343 334
H A 7.9 8.0 9.0 9.3
h 1.9 1.9 25 2.8

PR AT 2008 SE8dR 1. #e 5l A¥ oI BFLE, )38
B E B B8 AR R O A NG 5 s S %)

43, 7270,

2R 0 M X 44 [ 3 ) S8 [ T 3 K
O, BB T TS E W B B S
i 2= o BR A 55 A A 2 A S Bk
ik, BITIMM STy, At AR%R
FRAT R Z . RE SRR
Bt sy, Wik, REL
Gr R AN L ) Hhoks 52 2 22 BRI K
AT 2% 0 ek 5 % 5% [ [ 5 45 5
[l e 20 26 [ ) e @iy, Mg T
7E 8 F g 2% 98 7= iE FF B xS 1 98 o0 %
PRI B . R 2, #2009 4
12 H, R HLIX 25 B A 1S58 E EUM
it J7 oy AR AN B RE A S B
55.22%.

1992
31.0

23.2

32.1
6.8
2.2
2002
32.9

18.6

33.5
8.5
4.0

1993
31.6

20.3

35.0
7.3
2.8
2003
30.3

20.4

33.3
8.1
5.5

1994
315

18.7

37.7
8.3
2.9
2004
28.8

21.1

32.8
7.6
6.1

1995
29.7

18.8

39.7
9.7
2.6
2005
28.8

21.2

31.6
7.4
5.7
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1996
28.9

19.0

40.2
10.0
2.5
2006
28.6

21.5

30.7
7.0
5.7

1997
30.4

19.4

37.2
8.7
2.0
2007
26.5

21.3

29.7
6.4
6.0

Corbir

(AL HEIA18EE) 2010 4£55



R 2. RWHXFFATIA S FBUF IR geih- & CRAL: 10443500)

V%  2009/1 2008/12  2007/12
Tk 2

H A 765.7 626.0 581.2

o 894.9 727.4 477.6

i [ 40.3 31.3 39.2

oy 39.2 40.8 39.8

[ 33.3 32.4 27.4

W E #1487 77.2 51.2

i

hE4 1165 71.8 38.2

S

& 3 20386 16069  1254.6
( X

I

& 3 36915 30769  2353.2
@

oA

)

iV 55.22 52.22 53.31

tb

(%)

2006/12  2005/12  2004/12  2003/12
622.9 670.0 689.9 550.8
396.9 310.0 222.9 159.0
66.7 69.0 55.0 63.1
31.3 33.0 30.4 21.2
16.9 16.1 12.5 11.7
54.0 40.3 45.1 50.0
59.4 68.1 67.9 50.9
1248.1 1206.5 1123.7 906.7
2103.1 2033.9 1849.3 1523.1
59.34 59.32 60.76 59.53

PRlkJs: The Federal Reserve Board; Department of the Treasury. # 51 H250%, 43577

CHrb Bty [ Bn 52 AR AR 20 R 1 T 358 55 ms e )

2010 FE55 4 1], %5 68 T,

AR K EBAMLAG % DL T % 1)
T FEA, PR R BRI R AT 4
%0 LAAN I AR BN <35 G B BiE
(AR “IR3E” D) Mo —ARM. A&
B %, 20 tH40 70 A A TR W AR AR A
ARG, s 0% Ak Rt N —Fh Pt
W “THRARNAER” B, HEK
(RS s RV ShIC R Akt . & T
DUAR 8 O 1 ] 47 328 8 SR B I e v R
PRI A TF I R AR, 9% 0 LR
A e T X N i R R Sl
BUomE LT B EFSMIE R, EE
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DR EAM X R, AR
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3.2. RUAR—HHEZ ST

3.2.1. B X ERE LRI H
A

1. W yH %% %4 CAsian Monetary
Fund AMF) #f4AH

KT 2R T b [X 5% T 4 ik — A A e A B
TR R AU I ACHE 1 2 7 3 %
M4 (AMF) A, 1997 4 9 HHI
10 H, HABUFLE IMF FIHHSARAT 4
S FIER$EH T “ WY R
&7 MR, B AN B H A
WL R 2R W R S 0 X 4
RhZHZN, Z4E 1000 {43ETCI%E4:, N
W2 R ML R WL Br Rt 57 i
mahERE B

MNiZt, HAXI T K AMF
AR, REHA -ERmEXR. B
A, EETBE R IMF R — A b 3 Ab
7, AEMETFHIRERME—AN2id
EH &, T LAEL T REDG
(e E G ah 4l AT “ a8
AN e, BB TLUR R ZM
MUK BE S I AT 0 SE . B o6, AR
— P A 2 5% O 1 58 2 %
I () S B K S e i R R “
M ML TER” a4 “CEmEx

® L TCTHE I DO T4 K R R 2 A
A, PUAARIEFE SARESR “5T4E” It
S, WEARSEIOTHE, MR E G (Bk
FI6) BRAE S oA 3 22 B B A5 H It
KRG, BT HE, Xk FELU O
S 1) A RFAE AR SR R 5 B KO AR 24
2, X marsca .

K~ Fno“XEARAE” , EA T
B ZR O A S 584 4T3« 244K
AR FREEAAGEEDHALER
M Hb X[ 5% 5 Ay % D s g .
K IMF B BB R 7R By, AR i
TR MIEE AT REHISS IMF X & E 2485
55 Sl VRS N N B A1 yA  a
REPHAS Bk B 5 ek 3 b ERE .
28R JFL S 5 S A0 FEAE [ B 4 45
) A 25 28 Wi M A 8 52 0 55 . o A,
AL FE P B AR NI 2 R R TR
HARBIAGAL, S IEA & R 5E
AEEEASE . 1997 4 11 /) APEC
WA S, SR T B SR
IMF 7EEHLR R AT 8 b (1) 205 H fr
T ME YN B3 T 36 4 gt ) B 2 T A
SE o

2. SHrE KA (New Miyazawa Initia-
tive)

1997 4 9 HHAR M@ “ bz
M4 AR 5, 1998 4F 10
Ho HARSCLL K e 3 = —
M4 LHEH T COCT XY B ML
B S2AT 4R B OB/ AR CTRTRR Gl ey
BRI O o M B H A%
AL 300 /23R TeEE S, Ho
150 {23270 H Tl A T 2 faHLE Kb K
W%t 4ok, 150 1Z3€ 0 H T 2 S
Wis 4 oke. FIRHRIE R AR ES
o, R AR X 3N B e S
iy, AR A5 1 4 ol 19 & e 3
A B REI S N A R % T
B, WA Z AT MENL R E 1
KM X G Rk R . 2002 4 2 F 2
H, &8 “HesEis” , HARmE
FEJRVE N . BhIE . ok e A SE A 5
fefit 7 21012380t 4, Hi 1354438
e R . 75 1435 70 R R

OB (21 Al AL B K R EIE T 5T ),
r 30 T R 2002 AR ARES 238 T,
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Ko CH BB LRI,
A MBE R T 22.6 {2FEITOHIY
AR B B AR BT LAAS AR
S, — T A
SN A, B Y KRR R R
D7 AR B B, DR I A2 e ML 1 510t
AR F YW, A i I 5 B R
FEA LR — AN X H R AE N H
Fr, DA SE E BUM A IMF B3 78 3¢
Fro 8%, HARMEHRIX 1 RIM Y&
JE N TAENLHERE H cE PR b ERE
B, EHHARRGEERNELT,
X — R RUE AN BB PR e 8 X E
M X PE 6% & fh— AR e HE, B B %
G RN 300 143500, fESEbrE
A s DAHR AR R RE 1R — R A Rl
N pULES

3. W ZHE (Asian Arrangements
to Borrow AAB)

B E 25522 5K Tae-dun Kim ZE88H T W
DA AR L . AR LI, 7F
IR Hb X 2T J b B 22 R] R AE B 22
s, RS E5 7 AT DR 3 3L B3 K
W ERRSRIG YK . AAB 1247 HLH
KT IMF R 24 (GAB) &

AAB AE & — AN X IEPE 1) 2 34 A48 R T
B, EATERE AN IEXMHLM,

MAE A2 5 07 AR TR HE A Bl e h
T Bi b TEAE XS A, AAB KB K
(1) b PR 55 25 07 25T 1S DR P BSORH G &R
8

4, ZRVHL X FlE 22 4F (A Regional Fi-
nancing Arrangement, RFA)

" Aria, koiciro. 2000.framework for regional
monetary stabilization in east Asia, presented at
the international conference on future prospects
for regional cooperation in east Asia, institute
for international monetary affairs, Tokyo.

8 ke MINEE: CEEmiaE: 5
BT S R AT, (EBRERIET)
2002 4555 2 1.
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ZZ[H ) Olarm Chaipravat #&H 7 —4
CORNE M IX @S e HE T e AR HARER
VEIpiEse: ZRE 13 DMEFARKEE—
IO E A - = B AN IR - SEvA
Fdr, XIS 13 AN UHAERR)
BRATSE A B, S B A 5K nT B
Fe— WLl ) L 2k . Mg i,
AR Rl e e LLoy =20, B
Ut =AM R IR e 5EaE AR I IR T O e
BUHL, AR5, 583% “10+37 XA e
ez e, 50 e R T X 4
2.

5. “MiXF2Eitisx” (Regional Stabi-
lity Forum, RSF)

H A [ fr 53 1 55 55 BF 500 19 Hajime
Shinohara FEIL 7. “Hi X FEE iR 1R
(Regional Stability Forum, RSF) il
XA IR S X B S X 16 s LR
SRR B AUE ;T8 I X < i B
A AER T AR fE L Bsh, T
oK VY P B 7 R PR ST “AR
BT A4 MBI B “ AR
W B A 47 KB L [ B B M 4
AN, AN SR E TR T HE X
4

/N N 271 = /52 £ R | Il N 7
e W, mTIREEZHER
PHEBEENEGEN, ENE EX
KE NS, B e b  A
17 WA QT B Sl (A58

3.2.2. RTELR TV HLX [H frgh & 4k
AIE

HT T 2% 30 M X P 358 57 5 o ke ik o B
(A7, Sk T ek A 6 S8 T 1 R AR

° Olarm Chaipravat, Toward a regional financ-
ing arrangement in east Asia, ADB/IMA Sym-
posium, May 10, 2001.

19 Hajime Shinohara, on the Asian Monetary
Fund, Institute for International Monetary Af-
fairs Newsletter, No.4,31 March,1999.
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