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I . Introduction

* This paper formulates a theoretical model for joining a regional
exchange rate stability club for 13 countries in East Asia.

* The paper demonstrates the order in which the member countries of
the regional exchange rate stability club form their association.

* A theory originally developed by James Buchanan (1965) is employed to
calculate the macroeconomic benefits and costs of club membership.

* The macroeconomic cost is inflation or unemployment or a
combination of both.

* To conduct an empirical estimation of the net benefit of joining the
exchange rate club, the paper adopts the trade gravity equation
developed by Tinbergen(1952).



Il. Review of Buchanan’s Club Theory.

<Figure 1> Determination of Optimum Number of Club Members
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lll. Benefits and Cost of Joining the Club.

* The major benetfits of joining the exchange rate club include
trade expansion, prevention of currency crisis, and saving in
foreign exchange reserves.

* The major cost of joining the cooperation club, however, is a loss
of policy autonomy. Once a member country joins the club, it
cannot resort to an arbitrary currency manipulation in order to

promote trade expansion and GDP growth.



lll. Benefits and Cost of Joining the Club
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. The Model for Joining the Exchange Rate Club

<Figure 2> Formation of the East Asia Exchange Rate Club

When Economies Are Identical.
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IV. The Model for Joining the Exchange Rate Club

<Figure 3= Macroeconomic Cost and Benefit When the Biggest Economy

Joins the Club First
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V. Calculation of Macroeconomic Benefits and Costs
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VI. Conclusion

We formulated a model for the East Asia exchange rate club by
adopting Buchanan’s club theory.

Buchanan demonstrated the determination of an optimal
number of club members with the assumption that all members
are identical in income and taste.

) . .
of Buchanan’s swimming pool, negative extern

u I ¢ )
namely, congestion costs , had a significant impact on the model.

In the cas

(D

The major benetfits include trade expansion, saving in foreign
reserve holdings, and the prevention of currency crises. As to the
costs, policy autonomy is compromised.
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VI. Conclusion

* We devised an index of net benetfit for every country based on
Tinbergen’s trade gravity equation. We used the inflation rate as
the cost variable.

* The trade ratio and foreign reserve ratio acted as the two benefit
variables. In terms of measured index for net benefit.

* The country rankings are:
Singapore>Brunei>Japan>China>Malaysia>Korea>Thailand>Ca
mbodia>Vietnam>Philippines>Laos>Indonesia>Myanmar.
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