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"Need for a regional nechani sni

By HARDEV KAUR
The bi ggest chal l enge for Japan and Sout h-East Asia is to really create
sone ki nd of regional mechanismto grow together. In a w de-ranging
interview w th HARDEV KAUR, Dr Ei suke Sakaki bara, forner Japanese
Vice-M ni ster of Finance and International Affairs, says the region nust
be vigilant to face the present uncertainties.

QUESTI ON:  The Japanese econony is picking up but there is also a
problemw th the higher oil prices. Can Japan still act as the engi ne of
growth for the regi on?

ANSVER: There are a | ot of uncertainties. One is oil prices, but the
Chi nese econony seens to be quite a problem A soft |anding or a hard
landing - it will probably take place within the next year or so, and
inflation is picking up in China and el sewhere. Although the Japanese
manuf act uri ng sector has recovered, there are | ots of uncertainties
ahead. The US econony is probably at its peak now. It will start to cone
down. So this is what | call a paradigmshift fromdeflation or
disinflation to inflation. Fromeasy nanagenent policies to hei ghtened
managenment policies in all countries and this paradigmshift wll
certainly affect the Japanese econony. |If the current conditions
continue, the Japanese econony could growat alittle bit over 3 per
cent. It has recovered and probably the figures fromJanuary to March and
April to June will be quite good. But what happens after sumer really
depends on a lot of factors - oil prices and shift of nonetary policy in
the US and in China, and el sewhere.

Q What does this mean for South-East Asian countries, especially
Mal aysi a, | ndonesia, Thail and?

A: W need to be vigilant. Not only Japan and Sout h- East Asi an
countries. China's econony is probably at the peak and has sone bubbl es,
and the bursting of the Chinese bubble will have a maj or inpact not only
on Japan but on the Sout h-East Asian countries as well, because our
econonmi es, at least interns of the markets, are quite integrated. China
is one of the biggest factors in the region at this nonent.

Q The announcenent by the Chinese authorities that they will perhaps
ook for a soft landing. WIIl that work?

A: Half and hal f. Some Chi nese policymakers, particularly the People's
Bank of China, are very nmuch worried about their stocks and they want to
tighten the nonetary policy. There are ot her econom sts in the Gover nnent
who t hink that overheating is quite partial, so Chinese authorities do
not have to worry about it. It | ooks |like the Governnent is sonmewhat
split. So further effective tight nonetary policies could be inplenented
inthe short period of time. If they could, they nmay be able to have a
soft landing. If they don't, it would be hard landing. Soit's quite
cruci al

Q This is happeni ng when the econony is just beginning to pick up and
islikely to inpact the region's econonmy. You had suggested the setting
up of the Asian Monetary Fund during the financial crisis. Is there a
need for the region to get together to ook after itself?

A: | think so. The regi on has huge anpbunts of foreign reserves. Japan
and Chi na together have alittle over US$1.2 trillion (US$1 = RM3.80) in
foreign reserves. If we could have about 2 per cent of themthat woul d be
a sufficient amount to set up sonething like the Asian Mnetary Fund. |
t hi nk we shoul d do that because we may. |'mnot predicting it, but we may



encounter another (financial) crisis and we need to be vigilant.

Q Prime Mnister Datuk Seri Abdull ah Ahmad Badawi suggested that if
the full-fl edged Asian Monetary Fund i s not possible at this tine,
per haps we need to consider a think-tank as a precursor to the proposed
nmonet ary fund. Do you think that woul d be feasible or that the Asian
Monetary Fund wi ||l be acceptable at this point in tine?

A. That's one way to go, to have the think-tanks to coordinate. That is
the initial stage for a full-fledged Asian Mnetary Fund. If the
governnents agree to pool 10 per cent of their foreign reserves to be
used for various regional policies including crisis preventive neasures,
that would do it. We should have a full secretariat for the kind of
mechani sns we need, that coul d be di scussed. The inportant thingis to
pool part of the reserves and to jointly nanage that fund. It woul d be
difficult but the region has such huge foreign reserves. Wy not do it?

Q@ W already have the Chiengnai Initiative. Do you think it shoul d be
taken forward towards the eventual establishnent of the Asian Monetary
Fund?

A: Yes. The Chiengnai Initiative could be expanded. It is a network of
bilateral relationship. So we coul d accept sone sort of nultilatera
mechani smto pool the resources

Q Can the Japanese econony be depended on to pull the rest of Asia
along with it?

A: No. If China collapses, it will be difficult for Japan to becone the
engi ne. Japan and China, to sone extent, are fairly inter-dependent. The
Japanese econony i s significantly dependent on China and the world
econom es are truly internationalised.

Q There are nunerous calls by the US, and to a certain extent Europe
for China to revalue the yuan. Is it a good thing?

A: No. Not at this tine. Chinais nowrunning a trade deficit. Wy
shoul d a country running a trade deficit appreciate its currency? That
doesn't mmke sense

Q During the financial crisis, they did not deval ue the currency. Do
you think they will also not do so nowas it could set out another round
of probl ens?

A: Yes. | nmeet with the Chinese authorities quite regularly and they
have said consistently that they will not at this noment deval ue the
currency. O course, they will eventually adjust the nmechani smand deal
with capital controls but there will be sone sort of atinme span of five
to 10 years.

Q What is the biggest chall enge for Japan and Sout h- East Asi a?

A: The bi ggest challenge for us is toreally create sone kind of
regi onal mechani smto grow together and to defend oursel ves agai nst
negative external factors. Markets are noving in that direction. Private
sectors and nmarket forces are now being integrated very quickly within
the region and the authorities need to foll ow the market.

Q The European Union is integrated starting with trade. But as you
poi nted out the markets are already i ntegrated. Should Asian countries
foll ow Europe and go for trade i ntegration because we are al ready
integrated in a lot of ways?

A. W shoul d proceed on all fronts - one Chinese econonist calls it PPP
- Partial Parallel Progression. W should push it on all fronts
si mul t aneousl y.

Q Wth US elections this year there seens to be a standstill as the
Anerican focus is sonewhere el se. Should Asia take the lead. WIIl Asia
t ake the | ead?

A: W shoul d. W shoul d coordi nate our noves. The US has gone into a
gquagmre with regards to Irag and they can't nove. The Iraqi and West



Asi an situations are getting worse and worse. It will get even worse.
This is having a negative inpact on oil prices, and oil prices in turn
have an i npact on world recovery. The situation is deteriorating. The
wor | d econony is recovering, but it is probably at the peak now and we
will probably start to decline fromthe sunmer of this year due to
various disruptions. We, therefore, need to set up sone sort of regiona
mechani smto defend oursel ves.

Q Japan, which is heavily dependent on oil, probably will have the
bi ggest inpact on the region.

A: Yes, Japan will have, but China right now has become the main
importer of oil as well. Indonesia mght be very rich for it, Mlaysia,
too will benefit (as a producer). Big consuners |ike Japan and China w ||
really suffer.

Q Do you think the US Federal Reserve chairman Al an G eenspan will
raise interest rates?

A: The market expectation is that he will raise the interest rate by 25
basi s points at the next Federal Open Market Conmittee neeting whichis
schedul ed for the end of this nonth.

Q@ Would that be a good thing especially at this tine?

A | think that he has to doit. If he doesn't, it would be a najor
surprise to the market and Greenspan usual |y does not surprise the nmarket.
Q The world trade tal ks, under the auspices of the WIO (Wrld Trade
Organi sation), are not goi ng anywhere. Wat should the regi on do? There

are a lot of noves to bilateral and regi onal cooperations. WIIl that hel p?

A: Tun Dr Mahat hir Mohanmad nade a speech at the Keio University and he
was referring to the Free Trade Agreenent (FTA) with Asean (the
Associ ation of South-East Asian Nations) countries. Japan should
negotiate an FTAwith Asean. China is negotiating an FTA with Asean. So
Japan should follow China in negotiating an FTA with Asean countries as a
group rat her than goi ng ahead on a bilateral basis. But that initiative
at this nmonent is not being taken in Japan, | amsorry.

Q But why? Wiy is Japan so reluctant?

A | don't know. They are just proceeding on a bilateral fornula.

Q Could it be because with a bilateral agreement, such as that with
Si ngapore, it is nuch easier to negotiate because the conflict areas and
agriculture, do not feature in the negotiations?

A Yes, but they are now negotiating with Thailand and South Korea. It
isdifficult but I've been dealing with the Japanese agriculture sector
whi ch seens to be undergoi ng sone major transformation so that within a
matter of the next two to three years an FTA including agriculture wll
becone feasible. And we really need to do that (negotiate an FTA). There
are some noves here and I'mtrying to pronote that.

Q The Japanese banking and financial system... is it healthy enough
now?

A It's nmuch healthier than say two or three years ago and | don't see
any major crises in the comng years. W still have a problemwith

regards to the | ocal finance. Major city banks have been consolidated and
have i nproved their bal ance sheets. But there are sone | ocal banks which
have not nmade much progress so far. So we still have sone probl ens but
sone i nprovenents have been nade.

Q So in your opinion, the outlook for the world economy isn't very
good now?

A. The worl d econony seens to have recovered, but nowthe recovery is
about to end, unfortunately. Because of various bottlenecks - the
bottl enecks bei ng Chi nese bottlenecks in electricity and the energy
sect or.

Q The rise of Asiais still being hanpered to a certain extent?



A: Yes, but we need to cooperate with each other at the tine of the
sl ow down, at the tine of the crisis.
( END)
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