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Abstract

ThereislittlepossibilitythatAPECwillabolishindividualcurrenciesandintro-

duceacommoncurrency.However,inAPEC,economicintegrationisongoingin
manyfields.Intra-tradeinAPEChasbeenincreasingaccordingtosomemeasures

ofeliminationoftradebarriersandtariffsinadditiontoeconomicgrowthinsome

countries.SomecountrieshaverecentlyenteredintoFreeTradeAgreements

(FTA)."Asianbonds"havebeendiscussedinsomecountries.Othercountrieshave

statedthepossibilityofan"AsianCurrencyUnit"(ACU)liketheformer
EuropeanCurrencyUnit(ECU),orcommoncurrencyitself.Giventhesesitua-

tions,thispaperanalyzestheinfluenceofintroducingcommoncurrencyinAPEC

fortradeandemployment.First,thestudyusesempiricalanalysistodetermine

thatthereisareductionofexchangeratevariabilityandproximity.Second,this

paperconfirmsthatthedevelopmentofintra-tradehasbeenproducingsimilar
economicconditionsinmemberstates.ThismovementseemstosatisfyinAPEC
oneofthetheoriesof"optimumcurrencyarea"(OCA)presentedbyMundell

(1961),Kenen(1969),andMcKinnon(1963).Finally,thispaperanalyzesthemo-
tivationforabandoningdomesticcurrencies.Inrealmarketsandinacademic

fields,someeconomistsaredoubtfulthatabolishingdomesticcurrencyandintro-

duringacommoncurrencyisarationalchoice,especiallyforlargecountries.In
theEU,somecountries(e.g.,Germany,France,Italy)hadstrongcurrenciesand

havebeendoubtfulaboutintroducingtheEuroasacommoncurrency.Somecoun-

triesinAPEChavestrongcurrencies,sotheywillbeagainstthecurrency

*IthankRonaldMcKinnonforhisvaluablecommentsandsuggestionsforthe

OCAtheoryattheSingaporeEconomicReviewConference,2005.
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integrationnotonlyforpolitical,cultural,andhistoricalreasonsbutalsoforeco-

nomicreasons.Forexample,theU.S.willbestronglyagainstabolishingtheU.S.

dollarandintroducingacommoncurrency.However,thispaperanalyzesthepos-

sibilityandfindsthatemploymentisstronglyrelatedtothemovementforabol-

ishmentofeachcurrency.Employmentisoneimportantkeypointforthesuccess

inintroducingacommoncurrency.ThesituationoftheEUalsosuggeststhatre-

lationship.

1.Introduction

AfterWorldWarII,theGeneralAgreementonTariffsandTrade

(GATT)contributedtoworldwidegrowththroughinternationaltrade.

However,twoproblemshaveoccurred.Newtypesofdifficultiesandnew

typesoftradepolicieshaveappeared.First,servicetrade,intellectual

propertyrights,investment,andnon-tariffbarriersareexamplesand

arebasicallynotincludedintheGATTagreement.Thesematterscannot

behandledundertheGATTframework.Thesecondmatteristheforma-

tionofbloceconomy.EC(EU),EFTA,NAFTA,MERCOSUR,APEC,

andFTAaretypicalexamples.Thesetrendshavenotchangedlargely

sincetheGATTbecametheWorldTradeOrganization(WTO).Someim-

portantproblemsstillexistwithoutsolutions.

Sincethebeginningofthe1970s,theexchangeratesystemhaschanged

dramatically.Almostalldevelopedcountrieshavechangedtheexchange

ratesystemfromfixedexchangeratestoafloatingratesystem.

However,itshouldbenotedthattheexchangeratefluctuationshave

beenlargerthanexpected.Thefearoftradereductionsresultingfrom

largeexchangeratefluctuationshasappeared.IntheEU,thecommon

currency(Euro)wasintroducedin1999.Oneofthepurposeswasto

avoidexcessiveexchangeratefluctuations.TheCFAFrancZoneandthe

EastCaribbeanCurrencyAreaarerealexamplesofcurrencyunions.

Thispaper'spurposeistoanalyzetheeffectofintroducingcommon
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currencyontradeandemploymentinAPEC.Thereislittlepossibility

thatAPECwillintroduceacommoncurrency.Thepossibilityseemstobe

almostzeroinreality.However,inAPEC,economicintegrationisongo-

ing.Intra-tradeinAPEChasbeenincreasingaccordingtoeliminationof

tradebarriersandtariffsaswellasrapideconomicgrowthinsomecoun-

tries.Forfinancialfields,theeffectivenessofAsianbondsoran"Asian

CurrencyUnit"(ACU),liketheformerEuropeanCurrencyUnit(ECU),

hasbeingdisputedbysomecountries.Afewproposalshavebeenpre-

sentedbysomeeconomistsandpoliticians(e.g.,Madhur,2001).This

paperanalyzesfirstwhetherthereisareductionofexchangeratevari-

abilityandproximity.Second,thispaperfocusesonwhetherornotthe

developmentofintra-tradehasbeenproducingsimilareconomiccondi-

tionsinmemberstates.Thismovementverifiesthetheoryof"optimum

currencyarea"(OCA)presentedbyMundell(1961),McKinnon(1963),

andKenen(1995)inAPEC.Finally,thispaperanalyzesthemotivation

forabandoningdomesticcurrencies.Inrealmarketsandacademicfields,

someeconomistsaredoubtfulthatabolishingdomesticcurrenciesandin-

troducingacommoncurrencyisarationalchoiceforlargecountries.In

theEU,somecountries(e.g.,Germany,France,Italy)hadstrongcur-

renciesandhavebeendoubtfulaboutintroducingacommoncurrency,

Euro.SomeAPECcountrieshavestrongcurrencies,liketheU.S.dollar

andJapaneseyen,sotheywillbestronglyagainstcurrencyintegration

notonlyforpolitical,cultural,andhistoricreasons,butalsoforeco-

nomicreasons.Employmentwillbeoneimportantkeypoint,asindicated

bytheexperienceoftheEU.

II.ExchangerateandInternationalTradeinAPEC

2.1StabilityofExchangeRate

Theexchangerateanditsfluctuationsinfluenceeconomicactivityand
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tradeallovertheworld.APECcountriesarenotexceptions.Thissection

firstverifiesexchangeratefluctuations.Ingeneral,largeexchangerate

fluctuationsreduceinternationaltrade.Tablelshowsexchangerate

fluctuationsforeachAPECcountry.Thefiguresarethestandarddevia-

tionofnominaleffectiveexchangerate.Aone-monthdifferenceis

adoptedforeachtime.Theweightiscalculatedbyintra-tradevolume

(exportplusimport)inAPEC.Thesampleperiodisfrom1990to1995

and1998to2004'.Thetableshowsthatthedeviationisdecreasing.

Thedecreaseisnotverydramatic.However,weshouldnotethatsome

countrieshavechangedexchangeratesystemsfromfixedtofloating.In

1997,theAsiancurrencycrisiscreatedamajoreconomicturmoil.

Consideringthesefacts,wecansaythatexchangeratefluctuationshave

reduced.

Table1.StandardErrorsofDeviationofNominalEffectiveExchangeRates

1990-1995 1998-2004

Indonesia

Malaysia

Philippine

Singapore

Thailand

Vietnam

Japan

Korea

China

Mexico

PapuaNewGuinea

Australia

NewZealand

UnitedStates

Canada

Peru

Chile

:・

0.19

0.37

0.07

0.05

56.05

0.45

2.14

0.43

0.os

O.54

0.27

0.001

0.i7

0.15

0.oi

O.23

77.75

0.14

0.19

0.19

0.09

32.25

0.40

4.50

0.13

0.05

0.44

0.26

0.001

0.20

0.ls

O.009

0.25
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Table2showsthesamestandarderrorsofdeviationinthenominalex-

changerateagainsttheU.S.dollarandJapaneseyen.

Table2.StandardErrorsofDeviationofNominalExchangeRate

againsttheU.S.DollarandJapaneseYen.

U.S.Dollar JapaneseYen

1990-1996 1998-2004 1990-1996 1998-2004

Indonesia

Malaysia

Philippine

Singapore

Thailand

Vietnam

Japan

Korea

China

Mexico

PapuaNewGuinea

Australia

NewZealand

UnitedStates

Canada

Peru

Chile

0.41

0.004

11:

0.002

0.02

32.60

0.45

0.54

0.04

0.04

0.002

0.002

0.001

0.002

0.007

0.79

59.79

0

0.12

0.002

0.lo

4.62

!

3.42

8.51E-05

0.03

0.001

0.002

0.002

0.003

0.004

2.15

11:

8.73E-05

0.001

4.44E-05

1111:

0.46

0.03

0.0005

1111

4E-05

2.72E-05

2.77E-05

0.002

5.12E-05

0.00i

O.01

0.53

0.000i

O.001

4.02E-05

0.00i

O.43

0.03

0.0002

0.0003

2.13E-05

3.11E-05

2.69E-05

0.002

4.12E-05

0.002

0.02

Bothtablesshowthatthefluctuationshavebeendecreasing.

Next,equation(1)isestimatedempirically.Theequationisbasedon

FrankelandWei(1995).Theequationshowsthatwhatcurrencyaffects

theAPECcurrencies.

△eachcurrency一 α+β1△U.S.dollar+β2△Japaneseyen ...(1)

TheexchangerateisagainsttheSwissfranctoavoidn-1problem.The

timespanisfrom1998to2004.In1997,Asiancurrencycrisisoccurred,so

5 一331一



Table3.EffectsofMajorCurrenciesforEachCountry

constantU.S.dollar Yen D.W. Fvalue adj.Rz

Indonesia

Malaysia

Philippine

Singapore

Thailand

Vietnam

Japan

Korea

China

Mexico

PapuaNew

Guinea

Australia

New

Zealand

U.S.

Canada

Chile

Russia

76.86

(1.03)

11:

(-0.46)

-0 .36

(-1.78)

0.13

(1.09)

1

(1.08)

1・

(3.38)

-0 .096

(-0.30)

4.79

(0.81)

-0 .29

(-1.70)

11:

(2.01)

-0 .55

(-1.87)

0.11

(0.54)

0.0003

(0.30)

-0 ,88

(-0.09)

111・

(0.05)

0.16

(1.09)

-3 .87

(-2.64)

117.14

(3.25)

1:
(9.83)

0.67
(6.90)

1:

(14.44)

0.55

(6.89)
-99.13
(-5.57)

1.97
(36.79)

9.19
(3.20)

1::

(10.50)

0.12
(5.82)

1.16
(8.23)

0.89
(8.91)

0.0030
(7.05)

0.82
(9.44)

1'1

(12.62)

1.23
(1.70)

30.76

(1.78)

0.14

(3.38)

0.10

(2.21)

o.i7

(6.22)

11・

(2.43)

-16 .69

(-2.50)

5.03
(3.66)

0.11
(2.82)

0.04
(4.48)
-0.12

(-1.84)

0.25
(5.13)

0.001
(4.94)

0.45
(36.79)

1

(6.68)

0.06
(1.83)

0.02
(0.05)

1.97

1.31

1.11

1.51

・:

2.15

1.95

2.01

2.61

1.67

1.18

1.45

1.74

1.82

1.39

1.27

1.42

105.83

733.70

349.51

1790.35

365.24

24.40

1353.81

196.60

748.71

442.60

183.57

824.11

601.01

1353.81

1084.94

・・1/

18.28

0.54

1:'

!:1

0.95

1:1

0.21

0.88

1・ ・

1:・

1:

0.67

1'1

1:

0.88

0.92

0.91

0.21
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thoseperiodsshouldbealsoexcludedtoavoidtheturmoil.Theresultis

showninTable3.

Theresultisclear.TheeffectsfromtheU.S.dollarandJapaneseyen

arestrongandrobust.

2.2ExchangeRateandInternationalTrade

Thissectionanalyzestherelationshipbetweenexchangeratefluctua-

tionsandinternationaltrade.Iftheintroductionofcommoncurrency

wasperformed',exchangeratemovementandfluctuationwouldbeextin-

guishedamongthecountriesthatadoptedthesamecurrency.Itisthere-

foreimportanttoconfirmthesituation.

Intraditionaltheory,tradevolumeisusuallydeterminedbyexchange

rate,relativeprice,quality,andservice,andsoon.However,otherfac-

torsarealsoimportant.Forexample,economicscale,distance,adjacent,

andlanguagearealsodeterministicelementsinreality.Suchfactors

shouldbecarefullyexaminedbecausetheexplanationvariablesareco-

relatedwitheachotherwhenestimatingtheequationempirically.

Equation(2)isestimatedbasedonthesefactors.

log(T、1)一 α+β1(exstd)+β 、log(GDPi*GDPj)+β 、log(GDPi/pop*

GDPj/pop)+β 、log(distance)+β 、(adjacent)+β 、language+u、 」…(2)

T;;isthetradevolumebetweencountryiandcountryj.Thesecond

termofright-hand'exstd'isthestandarddeviationoftheresidualfrom

theARIregression.Itproducestheestimatedautoregressivecoefficient

inanARIregressionforthelogofthenominalexchangerateofcountry

itocountryj".Popmeanspopulation.Distanceisthedistancebetween

thatcountry'scapitalandanother.Adjacencyisacountry'slandadja-

cency.Thedataarequarterly.TheresultisshowninTable4.

Theresultsarealmostclear.Almostallofthecoefficientsofexchange
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Table4.DeterministicElementsofInternationalTrade

GDPperDi
stanceAdjacent・:'D.W.Fvalueadj.R2ExstdGDPC

apita

1995

2000

2003

一〇.35

(-6.85)

-0 .084

(-1.08)

0.044

(1.02)

0.30
(7.68)

0.31
(7.ss>

0.34
(10.24)

1':

(4.69)

0.66
(3.22)

0.59
(2.94)

　

　

　

0
0

り
白

GO

O
σ

ハU

nU

8

4

PD

4

1

Q
》

0

4

0

ー
ム

0

00

1

1

1

1

1

1

く

く

く

1.02
(1.92)

0.62
(1.15)

0.16
(0.41)

0.34
(2.34)

0.36
(2.94)

0.30
(2.12)

2.20

2.34

1.98

100.520.92

65.33

70.24

0.90

0.88

ratefluctuationarenegativeasexpected.However,therecentvalueisnot

significant.Theremaybesomepossibilitythatthedevelopmentof

forward/futureandoptiontransactionscontributedtotheresults,as

theycanavoidexchangeratefluctuationsquiteeasily.Otherresultscan

bederivedfromthetable.Theexpansionofeconomictransactionscon-

tributespositivelytothetradevolume.Therelationshipbetweendistance

andtradeisnegative,therelationshipbetweenadjacencyandtradeis

positive,andtherelationshipbetweenthesamelanguageandtradeis

positive.However,theeffectsseemtobedecreasing.Somecoefficientsare

notsignificant.Improvementsintransportationandinformationtech-

nologymaycontributedinAPECcountriesastheyhaveelsewhere.

皿.InternationalTradeandEconomicStructure

Gainsfromacurrencyunion,whichreflectanincreaseinefficiency,

ariseprimarilyfromtwosources.Thefirstisthatacommoncurrency

eliminatestransactioncoststhatareusuallyincurredwhentradeandin-

vestmenttransactionsrequirecurrencyconversion.Second,acommon

currencyeliminatesriskfromuncertaintyinthemovementsofexchange

ratebetweentradingpartners.Oneadditionalgainisthatacurrency

unionprovidesthepotentialforreinforcingfiscaldisciplineand
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credibilityofmonetarypolicy.

Ontheotherhand,thedisadvantagesareobvious.Theyrelatetothe

lossoftwoimportantmacroeconomicadjustmenttools,namelyinde-

pendentmonetaryandexchangeratepolicies.Themembercountrymust

abidebycommonmonetarypolicyfortheunionasawhole;andithasto

relinquishitsexchangerate,aninstrumentforprotectingitselffrom

economicshocks.However,thecostsarelesssevereiftheshocksaffectall

membercountriesintheunioninasimilarfashion,andacommonmone-

taryandexchangeratepolicyvis-aviswiththerestoftheworldwould

thenbeappropriate.Ontheotherhand,ifshocksareasymmetricinna-

tureandaffectthecountriesinadissimilarmanner(forexample,dueto

reasonssuchasdifferentindustrialstructures),acommonpolicywould

betheleastdesirable.

Section2analyzedthedeterministicfactorsofinternationaltrade.In

APEC,internationaltradeisincreasingandwillsurelyincreaseinthefu-

ture.Doesthemovementsuggestspecificeconomicstructuresineach

country?Ordoesitengenderhomogenouseconomicstructures?When

introducingcommoncurrency,thispointisimportantforjudging

whetherthecountrywillderivebenefitfromusingacommoncurrency.

FromthetheoreticalviewpointofOCA,moreinternationaltrademayre-

suitineithertighterorloosercorrelationsofbusinesscycles.Forexam-

ple,ifcountriesbecomemorespecializedinthegoodsinwhichtheyhave

comparativeadvantage,asnotedbyKrugman(1993),moretradewill

causethebusinesscyclesofcountriestodiverge.Alternatively,ifdemand

shocksandintra-industrytradedominate,thenmoretradewillcausethe

businesscyclestobecomemoresimilar.

TheempiricalmethodhereisrelatedtoOCAtheory.Oneofthetheo-

riesstatesthatifsimilaritiesofbusinesscyclesorshocksexist,common

currencywouldbepreferable.AsKenen(1969)discussed,itisnaturalto

askwhethermembersofcommoncurrencyareasaremorespecialized
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andthereforepotentiallymorevulnerabletoasymmetricindustry

shocks.Kose,Prasad,andTerrones(2003)saidthatglobalizationdoes

notnecessarilyleadtoanincreaseinthedegreeofsynchronizationof

businesscycles.EichengreenandBayoumi(1996)likewiseuncovereda

positiveeconomicrelationshipbetweenAsian-Pacifictradeand

intraregionalbusinesscycles.FrankelandRose(1997,1998)claimedthat

countriesthattradecloselyandintensivelywithoneanothertendtohave

highcorrelationsintheirbusinesscycles.

ThissectionreliesonFrankelandRose(1996).Theestimatedequation

isasfollows(3).

log(Corr;;)eα+βlo9(Trade;;)+uij ...(3)

Thedependentvariablestandsforthecorrelationofeconomicactivity.

Itistheaverageofthepastyearusingquarterlydata.Thispaperusesin-

dustrialproductionandgrossdomesticproduct(GDP)asindicatorsof

economicactivity.Theyarede-trended.ThetermTrademeanstradein-

tensity.Tradevolumebetweencountryiandcountryjisdividedbythe

totalAPECtradevolume.Thedataarequarterly".Ifthecoefficient,8is

negative,theadoptionofcommoncurrencyisinsignificant.Apositiveco-

efficientsuggeststhatcommoncurrencymaybeappropriate.Theresult

isshowinTable5.

Theresultisquiteinteresting.Thecoefficientispositive.Formthe

viewofOCAtheory,currencyintegrationshouldbeappropriateand

Table5.InternationalTradeandEconomicStructure

Constant β D.W. Fvalue adj.Rz

Industrial

Production

GDP

20.55

(5.08)

20.28

(4.98)

0.62

(18.22)

0.59

(16.55)

2.20

2.19

160.40

157.71

0.94

0.93
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shouldbepromoted".

IV.FluctuationsofExchangeRateandEmployment

TheaboveanalysisshowsthatadoptingcommoncurrencyinAPECis

reasonable.However,largecountrieswillnotwishtoabolishtheirown

currency.Surelyabsorbingweakcurrencywillnotconferbenefitsfor

countrieswithstrongeconomies,whichalsoprefertodecidemonetary

policybytheirownwithoutconsideringweakeconomiccountries.

However,weshouldconsideranotherimportantfactor.

In1999,theEurowasfirstintroducedinEurope.Themovementispro-

ceedingverysmoothly.However,ratificationoftheEUconstitutionby

eachcountryisstilldifficultforthegovernmentsoflargecountries.

Thereareseveralreasons,andthelargestdifficultyforeconomicand

monetaryintegrationisemployment.Workersinsomelargecountries

arebeginningtolosetheirjobsbecausealotofpeoplefromweakeco-

nomiccountriesarecomingintolargecountriestoseekjobs.

Employmentisoneimportantpointtothesuccessofintroducingcom-

moncurrencyunion.

Thissectionverifiesthispointempirically.Theestimatedequationis

basedonGros(1996)asfollows:

UNE=α+β1UNE(-1)+β2UNE(-2)+γEXC(-1)+u ...(4)

UNEistheunemploymentrate.EXCisthestandarddeviationofthe

changeofexchangerate.Thecalculationmethodisthesameasinequa-

tion(2).()isatimelag.Thesampleperiodisfrom1985to2004.There-

sultisshowninTable6.

Theresultsshowthatachangeinexchangeratesaffectsunemploy-

ment.Thispointisveryimportant.IntheEU,somelargeandwealthy
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Table6.UnemploymentandExchangeRate

Coefficient Tvalue

Constant

UNE(-1)

UNE(-2)

EXC(-1)

2.08

1

-0.18

0.40

20.66

7.43

-4.25

3.76

adj.Rz:0.90;D.W.:2.18;Fvalue:56.71

countriesfearthatunemploymentwouldincreasefollowingadoptionof

acommoncurrency.Atleast,thedecreaseinexchangeratefluctuations

contributestotheincreaseinemployment.Adoptingacommoncurrency

benefitsemployment.

Table7.UnemploymentandExchangeRatewithCapitalFormation

ConstantUNE(-1)UNE(-2)EXC(-1) FCF(-1)D.W.Fvalueadj.R2

Malaysia

Philippine

Japan

Korea

China

Australia

New

Zealand

United

States

Canada

Chile

3.58

(3.29)

10.60

(5.95)
-0.20

(-0.20)
-0.32

(-0.58)
-0.23

(-0.54)

1.39

(2.06)

2.67

(2.79)

0.98

(1.67)

6.06

(3.09)

3.40

(1.53)

0.22

(1.06)

-0.21

(-1.51)

1.00

(6.43)

1.12

(7.54)

1.42

(9.50)

0.71

(6.25)

1・:

(7.73)

0.49

(4.53)

0.40

(2.58)

0.82

(3.74)

一〇.27

(-1.39)

-0.26

(-2.03)

-0.04

(-0.28)

-0 .24

(-1.65)

-0.46

(-2.99)

o.i7

(1.40)

-0.16

(-1.24)

0.37

(3.45)

0.15

(1.06)

-0 .21

(-0.92)

0.44

(3.52)

0.36

(3.37)

0.19

(1.54)

0.52

(6.85)

0.12

(3.98)

0.32

(4.38)

0.17

(3.02)

0.24

(3.00)

111:

(-0.12)

0.39

(4.50)

3.93E-06

(0.47)

0.03

(5.10)

3.03E-06

(0.49)

1.91E-05

(1.68)

o.00s

(1.26)
-0.004

(-1.82)
-0.0003

(-2.98)
-0.0001

(-0.83)
-0.013

(-2.72)
-0.0002

(-0.23)

1.93

2.24

0.87

9.27

1.96238.27

1.93 60.97

1.94286.43

2.02120.53

1.96316.39

1.90

2.12

1.58

87.30

52.92

8.92

0.11

0.38

0.94

1:1

0.95

0.82

0.94

0.77

0.79

0.46

lI

lI

」1
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Finally,thesamemethodisappliedtoeachcountry.Thiscomputation

usesequation(4)butaddstherateoffixedcapitalformation.Theresult

isshowninTable7.

Fixedcapitalformationhassomeeffectontheoutcome.Ifthisisun-

certain,itwillaffectexchangeratemovement.Theresultsareinade-

quate;however,employmentratesareimportantfactorsandshouldbea

centralconcernwhenconsideringtheadoptionofacommoncurrency.

Policyauthoritiesshouldtakethisintoaccount.Inparticular,ifgreater

internationalcompetitionleadstolayoffsandassociatedlabormarket

pressures,therecouldbeanincreaseinpleasforcontinuationorenlarge-

mentofthesocialsafetynet.

V.Conclusion

Thispaper'spurposewastoanalyzetheeffectofintroducingcommon

currencyontradeandemploymentinAPEC.Thispaperanalyzedfirst

whetherthereisareductionofexchangeratevariabilityandproximity.

Thecalculationsconfirmthatthefluctuationshavedecreased.Itwasalso

interestingtonotethatthedevelopmentofintra-tradehasbeenproduc-

ingsimilareconomicconditionsinmemberstates.Thismovementseems

tosatisfytheOCAtheoryforAPEC.Finally,thispaperanalyzedthemo-

tivationforabandoningdomesticcurrenciesandfoundthatemployment

isstronglyrelatedtotheabolitionofeachcurrency.Employmentisone

importantpointforthedeterminingthesuccessofintroducingacommon

currency.ThesituationoftheEUsupportsthisnotion.Consideringem-

ploymentindecisionsregardingeconomicandmonetaryintegrationis

keysuccessfulcurrencyintegration.
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Somecountries(areas)areexcludedbecauseofdataunavailability.

Again,itisneedlesstosaythatthepossibilityisquitelow.Themodelesti-

matedinequation(1)isatypicalgravitymodel.Thistypeofmodeliswide-

spreadusenow.See,forexample,FrankelandRose(1995).

Thecaseofrealexchangerateisalsoanalyzed;however,theresultsare

similartothecalculatedusingnominaleffectiveexchangerate.McKinnon

(1963)arguedthatinpractice,realexchangeratebehaviordoesnotdepend

onthechoiceofmonetaryregime.

Ofcoursewhetheralltheotherjudgestandardscannotbeapplicable.For

example,laborandfactormobilityislowinAPEC,sooneoftheimportant

standardsisnotapplicable.

SomeAPECcountriesaltertheireconomicpoliciesaccordingtothetrade

partners'policies.Theinstrumentalvariablemethodisalsoconsidered;
however,theresultsaresimilar.TimelagisalsocheckedbyAIC.
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