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BESI DES t heir own, the Southeast Asian nations are also |ooking at the yen
and the European currency, euro, as alternative currencies for intra-

regi onal trade

Al t hough not in so many words, the Asean Informal Summt which ended on
Dec 16 concluded that the primacy of the United States dollar nust end.

Sout heast Asian trade could not depend solely on the US dollar as nore
and nore specul ators use it in active manipul ati on of the currencies of
the region, causing themto fall |ike dom noes.

The worl d today is domnated by the US dollar which is used for 60 per
cent of gl obal commercial transactions and 80 per cent of financi al
mar ket s.

The | eaders of the nine Asean countries agreed that it was tinmely for
Asean to | ook at the yen or the euro.

Prime Mnister Datuk Seri Dr Mahat hir Moharmad said there were views at
the neeting that there should not be just one currency and that other
currencies |like the euro and yen, be considered for international
deal i ngs.

He said, however, the natter needed to be studied closely.

It was suggested that Sout heast Asian countries shoul d reduce their
dependence on the US dollar in the wake of the regional currency problem
and nust now consider diversifying into currencies that were | ess
vol atile. The euro is a viable alternative to the US dollar as its
inclusion in national foreign exchange reserves woul d reduce currency
volatility.

Asean in particular needs stable currency regines to liberalise trade
and i nvest ment .

As economi ¢ i nterdependence i ncreased, so did the consequential spill-
over of both positive and negative effects. The nost rapidly transmtted
and damagi ng of these was currency confi dence problem

Regi onal currencies have fallen by sonme 10 to 60 per cent against the US
dol l ar since the baht's deval uati on agai nst the greenback on July 2.

Therefore, sone anal ysts argue that the introduction of the euro is much
awai t ed.

Al 't hough there are still sceptismabout the effectiveness of the euro,

t he European Uni on has passed the point of no return for its introduction
in the financial market on Jan 1, 1999.

Twenty billion notes in seven different denom nations and 70 billion
coins in eight denomnations will be circulated in year 2002 for practica
use at the peopl e-to-people |evel.

Most of the 15 EU nenbers are confident that the euro will have a huge
i mpact on international nonetary relations and will propel Europe into
prosperity and financial stability in the next century.

The EU al so believes that the euro will open up new busi ness
opportunities for Asian business and narkets.

"It has becone a routine nowthat every tine Europe's |eaders neet in
the European Council, they reiterate their determ nation to respect the
timetabl e and conditions for the introduction of the euro," said Prof
Jozef Van G nderachter, a honorary director of the EU said at a recent
sem nar on Asi a-Europe relations for Asian journalists in Maastricht,
Hol | and.

Van G nderachter, a former econonist with the Union, said by next year



the EU has to deci de which of the 15 EU nmenbers will join the European
Econom ¢ and Monetary Union, or in others words, accept the euro.

Al t hough countries like Britain, Denmark and Sweden have deci ded t hat
they will not join the EMJ as yet because they see it as abandonment of
nati onal sovereignty, Van G nderachter is optimstic that they will do so
as "the euro will sinplify and stinulate trade". G eece is unable to do so
because of econom ¢ probl ens.

Van G nderachter joins the chorus of other EU officials who believe that
the euro will have a huge inpact on the international nonetary system

They dism ss the belief that the euro will be weak in comparison to
other world currencies arguing that their value is determ ned by the
mar ket, based on the economic mx in the countries concerned.

"The euro's val ue against the dollar and yen will therefore depend on
t he econom ¢ policies and conditions in Europe, the US and Japan," Van
G nderachter said.

St eps have been taken to ensure that the euro will remain strong. These
i nclude ensuring that conditions for nmenbership of the euro zone will be
applied strictly, with only countries which attain high sustai nabl e
convergence allowed to join.

"The stability and growth pact is ainmed at ensuring that nenber states
in the euro zone naintain a sound budgetary policies permanently in the
future," said Yves-Thibault de Silguy, a nmenber of the European Comi ssion
responsi bl e for econonic, nonetary and financial affairs.

There are four basic criteria for countries joining the EMJ - price
stability, financial stability, deficit not higher than three per cent of
the gross national product, debts not nore than 60 per cent of the GNP and
i nterest rates not exceeding three per cent.

The European Central Bank in Frankfurt will be free frompolitica
i nfluence.

G ven these conditions, the euro | ooks set to help renedy the structura
i mbal ance and instability caused by the dom nation of the US dollar in
gl obal commerce and financial transactions.

The US donestic econony is highly protected against the effects of
fluctuations in the external value of the dollar.

American policy-nmakers are nore concerned by the internal effects of
their actions than the potential inpact on the international nonetary
system

The result is that the world econony is heavily exposed to the effects
of the often significant and unpredictable novenments in the value of the
dol I ar.

Controlling 21 per cent of the world trade, Europe is the world' s nunber
one econom ¢ and conmerci al power. The US accounts for 20 per cent of
worl d trade and Japan 10.5 per cent.

However, Europe has no presence on the international nonetary scene. The
paradox will be renedied with the arrival of the euro, paving the way for
a nore bal anced multi-polar international nonetary system

I nst ead of one dom nant currency, there will be three - the dollar, the
yen and the euro.

But having said that, one should not conpletely ignore the sceptics who
argue that there is an enornpus political risk in introducing the euro.

This is mainly because the EUis set to inpose the currency on restive,
soneti nes openly hostile citizens, for whom uni on has beconme synonynous
wi th stagnation and sacrifice.

Sceptics worry that architects of the euro are inviting disaster by
i mposi ng a single currency econom c policy on diverse countries with
vastly differing traditions, national identities and economic
phi | osophi es.



The EU countries which opt for the euro will no I onger be able to nake
unil ateral decisions to devalue their currencies as a strategy for greater
export conpetitiveness.

WIIl a | oaf of bread cost the same in euro in Portugal as it will in
Germany? W1l the depreciation of the euro benefit one European country
but j eopardi se anot her?

These questions need answers, but neverthel ess crucial decisions and
conm tments for the introduction of the euro have been made. There is no
stoppi ng now. Cone 1999, the greenback will at |ast have a real rival.
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