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 Abstract: Based on the Theory of Optimum
Currency Areas, the data from 2002 to 2012 on
China - ASEAN countries (mainly focus on
China and Thailand) are used to study the
feasibility of monetary integration of these
countries.

 Factors of analysis are the degree of exchange
rate fluctuations，degree of economic openness,
the degree of inflation similarity, degree of
national intervention, national scale, financial
system differences and etc.
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On this basis, the countries which have

similar characteristics will be found

through cluster analysis.

 Finally the feasibility of monetary

deepened cooperation between China and

ASEAN are under discussion and some

conclusions are drawn.
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1 Introduction

 Up to now China has become the world's 

second largest economy. 

 After 90s’ of the twentieth century, China-

ASEAN region has become the most 

energetic economic region in the world. 

 Until 2010 ASEAN has become China’s 

fourth largest trading partner. 



 On November 4, 2002 China and ASEAN 
countries signed a "China-ASEAN Agreement 
on Comprehensive Economic Cooperation 
Framework" on the mode of economic 
cooperation. 

 On January 1, 2010 China-ASEAN Free Trade 
Area was established and laid a solid 
foundation for the further mutual economic and 
trade cooperation of both sides.



 With the establishment of the Free Trade Area 

and the increased flow of intra-regional trade 

and factors, the related risks such as exchange 

rate are also continuously increasing, so China 

and ASEAN countries must consider the 

establishment of a stable mechanism to 

eliminate these risks. 



 The experiences that China and ASEAN 
countries jointly coped with the financial crisis 
in 1997 and European Union countries 
established a common market and the Euro 
Zone show that the promotion of monetary 
integration and the eventual establishment of 
monetary union is the optimal choice to reduce 
the risk such as exchange rate volatility and to 
promote the economic growth, trade flows and 
economic integration. 



2 Theoretical Backgrounds

The theory of Optimum Currency 
Areas was pioneered by the Canadian 
economist Robert Mundell in 1961.

The theory is used to argue whether or 
not a certain region is ready to become 
a currency union, one of the final stages 
in the economic integration.



 The main cost of joining a currency area is 

mainly embodied in giving up exchange rate 

policy tools and losing monetary policy 

independence. 

 The main benefits to set up a currency area is to 

reduce the exchange losses



 The monetary cooperation of China and ASEAN 
countries requires great political impetus, and China 
and ASEAN are also required to meet the prerequisite 
in the economy. 

 The current monetary cooperation of China and 
ASEAN is in the initial stage, both parties have 
launched the coordination of information and resources 
on the monetary cooperation. 

 The main achievements are shown in the information 
communication of governments and financial 
authorities in the various regional platforms.
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 According to the theory of optimum currency 

areas, the more consistent the currency 

exchange rate volatility is, the lower the cost to 

use the same currency is. 

 According to the official exchange rate, the 

exchange rate variation coefficients from 2000 

to 2012 are calculated. 

3.1  Exchange Rate Fluctuation



Chart 1 The Exchange Rate Variation of China-ASEAN Countries

Name of Countries
Exchange rate variation 

coefficient

China (chn) 0.7872

Brunei (brn) 0.1950

Indonesia (idn) 594.0894

Kampuchea(khm) 97.1889

Laos (lao) 1054.0952

Malaysia (mys) 0.2891

Philippines (phl) 4.7977

Singapore (sgp) 0.1951

Thailand (tha) 4.7836

Vietnam (vnm) 2075.852



3.2 Economic Openness

 The more open the economy of a country is, the more 

sensitive the change in the exchange rate will be and 

the more necessary it is to provide a stable exchange 

rate environment for trade, finance and investment 

through the regional exchange rate cooperation.

 A classical measurement of a country's economic 

openness indicator is foreign trade ratio. The indicators 

are calculated from the horizontal and vertical aspect.



Chart 2 The Economic Openness of China-ASEAN Countries in 2012

Name of 

Countries

GDP Foreign Trade 

Ratio

China 8.36E+12 39.58

Brunei 6.95E+9 83.48

Indonesia 8.78E+11 66.05

Kampuchea 1.41 E +10 91.08

Laos 9.3 E+9 49.97

Malaysia 3.04E+11 192.12

Philippines 1.67E+11 94.80

Singapore 2.75E+11 283.93

Thailand 3.66E+11 106.73

Vietnam 1.42E+11 96.62



Table 1 The Average Foreign Trade Ratio of China-ASEAN Countries 

from 2000 to 2012



 From the above-mentioned analysis we can see 
that it is the long-term export-oriented 
development strategy that China-ASEAN 
countries adopted. The regional economy 
represents the characteristics of high openness, 
and is very sensitive to the change of exchange 
rate.

 It is necessary for these countries to provide a 
stable exchange rate environment through the 
regional exchange rate cooperation, thereby 
reduce the operation cost of national economy. 



3.3  Inflation Similarity

 higher the similarity of the inflation of various 

countries, higher the similarity of the economic 

structure, economic policy and social 

preference of these countries will be.

 The Consumer Price Index of China-ASEAN 

countries from 2000 to 2012 are collected and 

the inflation rate is calculated, and then the 

inflation rate correlation coefficient matrix is 

calculated and summarized in chart 3 and 4.



Chart 3 and 4 show the inflation rate 

correlation coefficient matrix of China 

and ASEAN-10 countries from 2000 to 

2012.  The year 2008 of financial crisis is 

as the dividing point.  



 The data from 2000 to 2007 shows that the 

inflation similarity of China and ASEAN 

countries is low, and the degrees of inflation 

similarity between Thailand and Malaysia, 

Philippines are relatively higher. 



 After the global financial crisis, the correlation 

coefficient increased significantly.

 Meanwhile inflation similarity between 

Thailand and other countries are also improved. 

And the degrees of inflation similarity between 

Thailand and Malaysia, Philippines and 

Singapore are still relatively higher.



 Concerning the indicator of inflation similarity, 
the situation of China and ASEAN countries 
have not yet meet the requirements of the 
integration. As time goes on, the situation had 
been significantly improved. 

 At the same time, the data of subregion have met 
the condition, such as inflation similarity 
between China and Thailand, Singapore.



3.4  Government Intervention

 The government intervention in the foreign 

exchange market is possible through changes in 

reserves, may also be directly realized by 

domestic interest rates. 

 Chart 5 shows the interest rates of China and 

ASEAN countries and its standard deviation 

from 2000 to 2012.



 From chart 5 we can see there are great 
differences in interest rates of monetary 
market between China and ASEAN 
countries from 2000 to 2012. 

 For Kampuchea, Laos, Burma and Vietnam 
their interest rates are relatively high,

 but at the same time Brunei and Singapore 
take low interest rate policy, 

 and interest rates of China and Thailand are 
close to each other, floating around at the 
basis of 3%.



 Concerning the variation coefficient of interest rate 
of China and ASEAN countries, it showed a 
downward tendency from 2000 to 2007. 

 With the advent of the financial crisis, the variation 
coefficient of interest rate rise sharply up to 4.31 in 
2008.

 After the following years’ adjustment the variation 
coefficient descended slowly and was reduced to 
3.26 in 2012.

 Generally speaking, the interest rates of monetary 
market between China and ASEAN-10 countries do 
not take on significant convergence performance 
and it is necessary to realize the regional monetary 
cooperation.



3.5  Economic Freedom

 the higher the mobility of the production factors 

within the region is, the more suitable the 

adoption of monetary integration is. 



Chart 6 The Index of economic freedom of the China and ASEAN Countries

Country Name
Rank of Economic 

Freedom Degree 

Score of Economic 

Freedom Degree 

China 137 52.5

Brunei 40 69.0

Indonesia 67 63.7

Kampuchea 100 58.5

Laos 144 51.2

Burma 176 20

Malaysia 37 69.6

Philippines 89 60.1

Singapore 2 89.4

Thailand 72 63.3

Vietnam 147 50.8



 As can be seen in Chart 6, China and ASEAN 
countries make great differences in economic 
freedom degree, 

 among which the economic freedom of the 
Singapore economy is the highest and ranked as 
full freedom level, 

 while the remaining countries are evaluated 
below 70. 

 Brunei, Kampuchea, Malaysia, Philippines and 
Thailand are evaluated as a moderate freedom 
level, 

 while Burma is evaluated as a restrictive 
freedom level. 



3.6 National Scale

 When the scale of a country becomes larger, the 

flexibility of the exchange rate system will be 

higher. 

 The selected data which stand for the national 

scale is GDP calculated at the purchasing price.

 Almost all the growth rates of the China and 

ASEAN countries are greater than 0,   the cost 

to constitute a monetary union will be higher 

and higher. 



3.7  Financial System Differences

 We choose the ratio of money and quasi money (M2) 
to GDP (M2/GDP) to represent the development 
level of the financial market.

 From the chart 8, we can see that for countries like 
China, Malaysia, Thailand and Singapore's, the 
financial development degree is higher and the 
M2/GDP ratio is more than 100%. 

 For countries like Brunei, Philippines, Indonesia 
and Vietnam, the level of financial development is 
in the medium level, and M2/GDP ratio is between 
50% and 100%, while countries like Kampuchea, 
Laos, their financial development degree is 
relatively lower.



3.8  Monetary Integration Feasibility Analysis
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 Through cluster analysis China and ASEAN 

countries are divided into three categories : 

Vietnam, Laos, Indonesia, Kampuchea and 

Philippines belong to a group; 

 China and Thailand belong to a group; 

 Singapore, Brunei and Malaysia belong to a 

group. 
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4.  Conclusion

 If China and ASEAN countries want to 
establish a monetary union, the money 
integration of the countries with high similarity 
should be considered first. 

 The currency of Brunei, Malaysia and 
Singapore can be considered first, 

 followed by China and Thailand, 

 and then Vietnam, Laos, Indonesia, Kampuchea 
and Philippines subsequently.
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 Research also finds that the similarity degree of 

China and Thailand is the highest. In general, 

the cost of economic integration of China and 

Thailand is decreasing gradually as time goes 

by, while the yield is gradually increasing. 

Economic integration of China and Thailand is 

expected to be achieved.

THE 3rd THAI-CHINESE STRATEGIC RESEARCH 
SEMINAR



 Looking to the future, the economic 
globalization will be further developed and the 
regional development and cooperation of China and 
Thailand will be further enhanced. 

 China and Thailand have established a 
comprehensive strategic partnership. 

 Bilateral cooperation in various areas has achieved 
very good results. We believe that with the joint 
efforts of the government and people of China and 
Thailand, Sino-Thai economy, trade and cultural 
exchanges will be further developed and will play a 
more important role for the development of the 
friendly relations between China and Thailand.
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Thanks a lot!
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