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Apec efforts on trade, financial neasures are pie in the sky

Shai k Csnman Maj i d

THE 10th Asia Pacific Economi ¢ Co-operation round of neetings that ended
in Kuala Lunpur | ast week proved that the grouping still functions within
the paraneters of its original fornmat: a consultative forumto discuss
econom ¢ issues affecting menber economi es. Nothing nore, nothing | ess.

The | atest forum al so nade cl ear and obvi ous what Apec coul d
realistically achieve, and what it could not.

For one, the neeting underscored the fact that Apec is a regional
groupi ng. Such a groupi ng cannot possibly arrive at trade and financi a
nmeasures or solutions for the sinple reason that both are najor issues
whi ch affect countries beyond the boundaries of Apec.

The Iinmtations are borne out by the outcone of the deliberations of the
senior officials' and mnisterial neetings as well as the | eaders' sumnt.
At the end of the ministerial neeting on Nov 16, Apec decided to refer
the early voluntary sectoral |iberalisation scheme covering nine sectors
to the Wrld Trade Organi sation. The | eaders at the end of their summt in
Cyberjaya on Nov 18 issued a declaration calling for urgent reformof the
i nternational financial architecture which was best discussed at a | arger
forum the &2 which conprises seven very rich econonies and 15 of the

nmor e advanced devel opi ng econom es.

The two issues are the nobst significant ever to be discussed at the
annual forumin its relatively brief existence. This is evident froma
hi storical anal ysis of past Apec neetings.

When Apec was instituted in 1989, its stated objective was to be nothing
nmore than a consultative forumto di scuss uni npeded trade anong nenber
countri es.

As a consultative forumthe grouping achi eved precious little in the
first eight years. Until |ast year when Apec net in Vancouver.

Prior to the 9th Apec forum the Tel ecomrmuni cati ons M ni sters hamrered
out a mutual recognition agreenent to allow uni npeded fl ow of
t el ecommuni cati ons equi pment within nenber countries.

That agreenment gave inpetus to the senior officials' and mnisterial
meetings to cobbl e together the EVSL scheme covering the
t el ecomuni cati ons sector and ei ght others. The | eaders' sunmit endorsed
it for inplenmentation in 1999.

The EVSL scheme has two i nherent weaknesses.

First, by definition it was a voluntary scheme, giving the option of
i npl ementation to each of the nenber econom es. Chile and Mexico declined
to participate in the schene when it was adopted. And it has come to pass
that Japan is not willing to bring down its tariffs on forestry and fish
products.

Second, trade barriers cannot easily be renpved by countries within a
consul tative grouping. That nmeasure woul d render Apec a trade bl oc, an
undesi rabl e consequence in a world that is noving irrevocably towards
gl obal i sati on.

Mor eover, the proposal to renove trade barriers in nine sectors could
not realistically garner the consent of the world's |argest econony, the
US. As it transpired in Kuala Lunmpur, that country would prefer to have
t he backi ng of the European Union before it decided on the renoval of any
tariff.

So it has finally dawned on the nore anbitious of the nenber econom es,
after nine years, that nenbers can only discuss trade issues. Any



consensus on trade initiatives cannot be inplenented within the grouping.
For the nmove woul d trigger repercussions on trade between the rest of the
wor | d and Apec econoni es.

For this reason, Apec ninisters have referred the EVSL schene to the
very much | arger forumof the 172-nenber WIO. This decision is a tacit
adm ssion of the linmtation of Apec.

The sane adm ssion can be drawn fromthe fact the Apec | eaders referred
the matter of the review and reformof the international financial
architecture to the nore influential &2

That referral is al so acknow edgenent that even though Apec has within
its nmenmbership three of the 10 bi ggest economies in the world - the US
Japan and Canada - the grouping cannot institute financial refornms onits
own. But would the 22 be able to come up with urgent reforns?

The answer is "no'. So also the WIO woul d not be able to deliberate and
arrive at a consensus to inplenent the EVSL schene.

The reasons are not conplex. For one, the WIOis an unw el dy body
conprising the very rich and the poorest of the poor nations. The forner
have their own agenda to sustain their economes. The |atter are debt
burdened and have different priorities.

This conflict of aspirations does not, and has not |ed to any consensus
on the total renoval of tariffs. The predecessor of the WO, the Genera
Agreenent on Tariffs and Trade canme into operation in January 1948.

Thr ough nunerous rounds of negotiations, Gatt has had a neasure of success
i n maki ng nenber countries reduce their tariffs on inports. But it was not
total.

The WIQ, whi ch succeeded Gatt in 1996, faces the heady and enornous task
of cajoling countries developing at differing phases to an internationa
agreenent, including on the EVSL schene.

A simlar inference can be drawn of the fate of the Apec | eaders' cal
for reformof the international financial system At best, as Prine
M ni ster Datuk Seri Dr Mahat hir Mhamad said, it would take years. At
worst, it might not materialise.

The crux of the issue is the free flow of short-termcapital of hedge
fund managers. The mani pul ati ons of these managers deval ued many Asi an
currencies, battering bourses, weakeni ng econoni es and reducing the rea
i ncone of the popul ace.

That has been conceded by all the |eaders of Apec. They have called for
greater transparency in the flow of short-termcapital. The question is
whet her this can be inplenented through the deliberations of the &2.

Hedge funds are American; alnost all are based of fshore and beyond the
scrutiny of regulators and the taxman. Their investors are wealthy
Anericans as well as foreigners, each of whomdeposit at |east US$375, 000
(RML.4 million). In the case of the al nost bankrupt Long- Term Capit al
Managerent fund, US$1 mllion.

Hedge funds are able to trade in huge ambunts because t hey have access
to vast sunms, raised through heavy | everage, that is borrowings frombig
banks. Wen they fail, they are bailed out by their main | enders, ngjor
conmerci al and investnent banks as in the case of LTCM where 14 fi nanci al
institutions provided US$4.7 billion in fresh capital. A nove that had the
bl essi ng of the New York Federal Reserve.

G ven this developnent, it is hard to believe that the US will inplenent
nmeasures - endorsed either in Apec or even in the Q2 forum- to ensure
transparency in the transactions of hedge funds.

Clearly then the prognosis on the fate of the inplenentation of the EVSL
scherme and the reformof the international financial architecture is that
they will be nothing but pie in the sky. In the next few years, at |east.

If these are the consequences of the deliberations of Apec, the question



can be asked: whether it is still a relevant grouping? The sober answer
will be “yes' over the next few years and "no', after that.

Yes, because it can and will still function as a consultative forumto
di scuss econoni c issues that affect nenbers. No, because whatever
initiatives its nmenbers arrive at cannot really be inplemented. Trade and
financial issues are not regional; they are global.

That is the limtation Apec nenbers have to accept and live with. And
when nmenbers becone increasingly cognizant of this basic fact, Apec m ght
one day becone no nore than a footnote in the econom c history of the
wor | d.
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