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1. The world is now faced with the worst crisis since the Great Depression. The financial crisis cause by the meltdown of the subprime loan market in the US has triggered a credit crunch all over the world through the globalized markets of securitized financial products. It has further spilled over to the real economy, through a stagnation of trade, a reduction in consumption and a decline in employment, rapidly casting a shadow over the global economy and causing the vicious circle between the financial system and the economy.

2. The impact of the global financial and economic crisis on Asia was initially considered to be limited, because many Asian financial institutions were considered as fundamentally healthy with limited exposure to subprime-related products. Asian financial institutions have made substantial efforts to strengthen capital bases, reduce nonperforming loans, and adopt better risk-management systems since after the Asian financial crisis ten years ago. While getting out of the previous crisis, Asian financial institutions and policy makers tried to upgrade the supervisory frameworks of their systems. As time went on, however, various problems have emerged in the real economy as well as the financial sector. The Asian economies are not immune at all to such sever effects of the global financial and economic crisis.
3. The burst of bubble economy originally occurred in the US housing sector, which seems to need a few more years to see the bottom of adjustment process. While it is essential to prop up aggregate demand of the world economy through the fiscal and monetary measures in order to cope with the global deterioration of the real economy, what is more important is to restore the stability of financial sector. The main cause of the crisis is not necessarily a liquidity problem, but counterparty risk. It means that a fundamental problem lies in the loss of confidence in the financial sector. In such a circumstance, as the experience of Japan in the 1990s clearly illustrates, fiscal and monetary stimulation without reliving the credit crunch cannot lead to the sustainable economic recovery. As long as the credit crunch continues, multipliers will be smaller than they would otherwise be. Therefore direct injection of capital into financial institutions with disposal of bad loans as well as regulatory reforms is urgently needed. Although the recent developments of international concerted efforts through such frameworks as G20 are welcome and expected to contribute to an economic recovery, there are still some uncertainties from such viewpoint as whether they are really sufficient enough to get out of the crisis.
4. In addition, it should be also noted that the global imbalance is at the center of the origins of this crisis. Emerging export-led economies including East Asian countries have enjoyed large current account surpluses, which have financed the large US current account deficits. This is the cause of the phenomenon Alan Greenspan called as “conundrum” which meant that long-term interest rates did not go up in spite of the monetary tightening by the US Federal Reserve. Although we are not yet witnessing a US dollar crisis, how the adjustment of global imbalance will proceed should be on the long-term agenda for the international financial system.
5. East Asian countries have been able to respond well to rapid changes in capital flows by capitalizing on the lessons learned from their previous experience. But on the other hand, we are now saddled with another challenge, as our economies have become highly dependent on external demand, making them quite vulnerable to fluctuations in real economy, such as economic slowdown in US and European countries. East Asian countries need to prepare for abrupt reversals of capital flows as well as for sudden changes in real economy to make our economies more resilient. The current economic structure which is dependent on external demand has supported our economic growth thus far. But the time has come to rebalance Asian economies to focus more on domestic demand. Rapid expansion of exports is what saved the Asian countries during the previous crisis. Such rapid recovery, however, cannot be expected in the current crisis, making it all the more necessary to prop up domestic demand to sustain Asian economies.
6. Asian countries have thus far achieved great success, riding on the wave of globalization, by introducing capital and technologies from abroad and establishing an export-oriented economic structure supported by an abundant diligent and high-quality workforce. As this successful model is based on the comparative advantages of Asian countries, an open economic structure led by exports will remain a key driving force. On the other hand, the fact that Asian countries continue to have current account surpluses implies that savings constantly exceed investments in Asia, with excess savings flowing out of the region. In order to stimulate demand within the region, a larger portion of such abundant savings would need to be diverted to regional investment and consumption.
7. Concrete policy measures to achieve these objectives vary depending on specific conditions of each country. There is no one-size-fits-all solution. Nevertheless, we can think of a few stylized measures, for example:

a. employing temporary expansionary fiscal policy to bolster domestic demand, especially for countries with sufficient fiscal space;

b. mitigating risks and uncertainties facing households to boost confidence and increase consumption through measures such as strengthening the social security system;
c. developing service industries and small- and medium-sized enterprises which will contribute to expanding domestic demand, and reviewing current policy providing favorable treatment to export-oriented industries; and

d. improving the investment climate, and investing in infrastructures to that end.

8. It will also be important to continue to strengthen regional cooperation frameworks for financial stability, such as the Chiang Mai Initiative (CMI) and the Asian Bond Markets Initiative (ABMI), thereby reducing the necessity for individual countries to protect themselves by building up foreign reserves and other defensive measures. Therefore the achievements at the ASEAN+3 Finance Ministers’ Meeting on May 3 in Bali, Indonesia, can constitute a further important and welcome step. When CMI is multilateralised and an independent regional surveillance unit is established, it will mean the creation of the Asian Monetary Fund (AMF) in substance, which could not have been accomplished ten years ago. What is important from now on is to design an efficient and flexible system of decision-making for those mechanisms.
9. In addition, as stability in Asian market is critically important for the region, Japan will continue its own bilateral assistance to Asian countries. Japan will offer swap arrangements to provide Yen in case of financial crises separate from the Multilateralised Chiang Mai Initiative (CMIM). The total amount of such Yen swap arrangements will be up to 60 billion US dollar equivalent. Also, in order to maintain capital flows to Asian developing countries that are temporarily unable to raise funds through international bond issuance due to disruptions at the markets, Japan have decided to provide guarantees of up to 500 billion yen, by JBIC (Japan Bank for International Cooperation) on yen denominated bonds, or Samurai bonds, issued in Japanese markets by such developing countries.
10. Finally, I would like to emphasize that we can expect, by means of these measures, the current crisis will help trigger a transformation of the economic structure of East Asian countries into a more balanced one that will enable us to restart our robust growth.
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