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Distinguished Speakers and Guests,

Ladies and Gentlemen,

It is a great pleasure to be present at this yelasional
Conference of Economists on the theme of “ASEAN ricoic
Development”. Today, my brief remark on this imjat topic will
focus on two parts. First, | would like to highligthe economic
strengths of ASEAN, and how financial policy andattgy have a
role in enhancing such strengths. Second, | woldel to share my
view on the preparations that ASEAN together shooldke to

weather the global financial storm.

First, on the strengths of ASEAN, | would like unsimore that
ASEAN has always been an important economic andigadlforce.
In fact, the region is becoming an important sowtgrowth for the
global economy as several ASEAN members are thédigdiastest

growing economies.

ASEAN has always been active trading nations. ekternal
trade accounts for almost 5 percent of the wordisorts and imports

in 2006. This ratio is a big jump from less thapelcent two decades
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ago. It also represents a rate of growth overpkabd of average 34
percent per annum, compared to less than 20 pegcewth rate of

world trade.

ASEAN exports are not just raw materials and prime
commodities. The last few decades saw probablyntbst rapid
industrialization since the industrial revolutioncarring in ASEAN.
ASEAN became renowned for exports of consumer prtzdof great

values. We are now hubs for automobile and eleiztsgproduction.

Another noteworthy development in recent times atstudes
trade expansion among ASEAN nations. Intra-ASEfddl¢ used to
represent only about 12 percent of its overalldgrexd1993, but today,
that figure has increased to around 25 percenteMar, this trend is
set to accelerate, resulting in trade expansioi pathin ASEAN
itself, and between ASEAN and the rest of the world

Ladies and Gentlemen,

Today, the importance of ASEAN in the global ecogarannot
be denied. Size-wise, ASEAN population amountsa® fillion with
growing middle class population, which means stesrdemand for
consumer products and financial services. Lookiogvard, for
ASEAN growth to continue and able to avoid disruptcrises, the
economic and financial infrastructure that undespour economic

activities must be strong.

This brings me to the role of financial policy astitategy to

enhance ASEAN strengths. For ASEAN to be strongeeessary
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condition is that its financial system must be daad wide. And its
financial institutions must function as intermediarto allocate funds
effectively and efficiently. In the past, ASEANIiezl on external
source of funding, mainly from developed countridg. present,
however, new polar source of funding has shiftadards Asia as
well as ASEAN. Having well-developed financial syt would
enable ASEAN to better recycle its surplus capidhong its

members.

For decades, ASEAN has used its banking systemawoage
resource allocation. Banking system worked fine tie past.
However, in new and volatile financial environmemASEAN needs
to have both strong banking system as well as aelkloped capital
and bond markets to better service consumers’ amindésses’
financing needs. Having well-developed capital m&gkcan allow
financial risks in the economy to be spread ousrath and more
efficiently managed. And, the efficient allocatioof financial
resources would, in turn, allow ASEAN to have betecess to

capital and for its goods and services to flowneager quantity.

At the centre of building strong ASEAN finance issaring its
continued systemic stability and ongoing marketeti@yments. In
this regard, ASEAN central banks have a clear molsafeguarding
price stability and financial institutions stabilitOn price stability, let
me just say that ASEAN generally has a good tracknd of keeping
inflation low. As for financial stability, the fraework of policy has

moved toward risk-based supervision, and to an radice to
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international standards. Indeed, many ASEAN caoesitrhave
significantly advanced efforts in implementing BalHeand FSAP,
which have fostered a stronger and more balancethdial system

with greater transparency.

Maintaining financial stability also means that AANE must be
able to withstand the ebbs and flows of foreignite&p But, as small
open economies, keeping balances over any lengtimefis easier
said than done. For ASEAN, avoiding capital accoamses will
become increasingly more important because the MSEAN trade
with each other, the more closely linked our ecomsnare. Hence,
the more contagion there will be, and the faster amer will crises

Spread.

Fortunately, we have already seen a region-wideemioward a
more flexible exchange rate regime, with a disoigdi framework in
the conduct of monetary and fiscal policies. Faialnpolicy becomes
more flexible, yet proactive, in dealing with chasgin the market
conditions and practices. When necessary, a iwadit fiscal-
monetary policy mix has been augmented by appr@ppaudential
measures of financial institutions, especially tegmpt pockets of

asset price bubbles developing in the economy.
Ladies and Gentlemen,

| turn now to the second part of my talk on theeptial scope of
regional cooperation as ASEAN faces yet anotherraomchallenge

on how to manage the global contagion of the U&nimal crisis.
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Today’s global financial crisis is the world’s worsince the
Great Depression in 1930s with an estimated ctesist of 1.4 trillion
US dollars. Trillions of US dollars have been useg@rovide liquidity
and to recapitalize distressed financial institagio Deposit guarantee
has been introduced in a large number of countteesrestore
investors’ confidence. At this juncture, | doubtaiiy one can predict
with any good accuracy when this episode of finanenarket

turbulence would come to an end.

The current global financial crisis reminds us ldé tessons we
learnt from the Asian financial crisis just one aée back. Indeed,
what have happened in advanced economies todayaakereminders
of those lessons learnt in Asia. Just like Asiayestors took
excessively high risks creating asset price bubhitesadvanced
economies. Lax prudential policy, along with ftagiof the financial
system, quickly brought on a crisis of confidensyting with debt
defaults. Credit underwriting behaviors of finaldnstitutions and
credit rating agencies are being questioned aloitg unprudent

lending practices and the bloating real estateosect

Thus far, the effects on emerging market econormeésia
have been minimal. Nevertheless, we are still amgiinal moments
of truth as there will be a number of aftershockfofving the

financial tsunami.

Clearly, having a resilient economy and financedter that is

stable, which | have discussed previously, is oalynecessary
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condition for avoiding crisis. But, it is not suffent to ensure non-
occurrence of crisis. This is because the keyspirespoints that can
lead to difficulties for us can be externally-inéd¢ especially

through capital account developments.

We all know that sudden changes in global financalditions
and risk-appetite of investors can create diffieglt through
spillovers. Mindful of this, ASEAN needs to come upith
cooperation strategy that best fit ASEAN objectividsre, | wish to
raise two key areas on regional cooperation styategyour further

exploration.

First, the new global crisis should hasten ASEANhiok more
deeply about the effectiveness of regional suraedé that can detect
weakness early on. Waiting for the global communityough
international financial institutions (IFls) for negal surveillance may
be too little too late for timely policy measurésit can safeguard the
region from contagion from other parts of the worM/hile IFls will
remain useful for surveillance and financing batarmf payments
need when necessary, regional surveillance capagitist be
enhanced more quickly. This is one important areare/ central bank

cooperation can be strengthened.

Indeed, it is very important for policymakers in B&N with
common challenges to put greater efforts in rediacoaperation on
maintaining financial stability. Having close cohtations and sharing

experience can usefully avoid potential policy r@ps and create
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policy synergies that eventually foster confidemdeinvestors and

other economic agents within and outside ASEAN.

Second, we have to consider making regional lidquigiool
sufficient and effective enough in size and autacrigit of
disbursement in time of need. In the past, stakktiel outside
ASEAN have been more concerned about moral hazatalgm than
the real benefits of regional liquidity pool in #nof actual need. The
present global situation has reconfirmed the visenh forth by the
ASEAN Swap Agreement (ASA) and Chiangmai Initiat{@MI) that
Asia needs to have its own liquidity pool to protéself from

contagion, be it caused within the region or framsale.

On the whole, the current financial episode haghaus that, to
restore confidence to the public, the authoritiastion must be
decisive and timely. Coordination and cooperatomong ASEAN
countries must be further enhanced to ensure tmahgt remedial

actions can be put in place should a crisis occur.
Ladies and Gentlemen,

In closing, | would like to reiterate that it is pmortant for
ASEAN'’s economic and financial stability that ASEAMntral banks
continue, individually and collectively, to increathe effectiveness
of their policy instruments through domestic referof markets and
financial systems as well as communication effanthh markets and
one another. In this spirit, | am reminded of ho8EAN has risen

over the years to common challenges. History hesrded ASEAN
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as an exciting region second to none. While mctiversity, ASEAN
has always been united in bringing about successlution to tackle
our common challenges. ASEAN, itself, was formedyf years ago
against the backdrop of political and security #itseo the region. In
addition, ASEAN Free Trade Area, or better knownA&S A, was
created sixteen years ago to ensure that ASEANHegezap benefits

from greater trade liberalization under the WTO.

Going forward, with sustainable growth and develepmof
ASEAN at stake, | have no doubt that we will beeatd jointly find
ways to overcome the present difficult global eorment and

together continue to prosper.

Thank you.



