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Moment of truth dawns for Apec
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EXPECTATI ONS ran hi gh at | ast Novenber's Asia-Pacific Econom ¢ Cooperation
summit in Vancouver, where | eaders delved at length into the causes of and
cure for the financial crisis sweeping across East Asia.

Many regi onal countries, ravaged by pl umeting currenci es, | ooked t hen
to Apec to stop an econom ¢ nel t down.

Ten nonths later, critics charge that little had been done.

Apec, they claim has policies aplenty, but few have been i npl enent ed.

I ndeed, the contagi on appears to be spreadi ng: the currenci es of other
Apec menbers have i ncreasingly cone under specul ative attack

Apec synpat hi sers insist that nenber states, by virtue of their
contributionto the Internati onal Monetary Fund, have indirectly aided
countries |like South Korea, |ndonesia and Thail and.

Besi des, they point out, Apec-rel ated bodies are undertaking nmeasures to
instil confidence in the region.

Soon, Apec | eaders would nmeet again, this tinme in Kuala Lunpur

As Nov 17 draws near, hopes are soaring once nore that Apec will
i ntroduce a "newinternational financial architecture" tolinit the havoc
wr eaked by currency specul at ors.

Preparatory neetings for the summ t suggest an Apec initiative to bring
financial order to the region

Anong t he staunch advocat es of such a nove are busi nessnen.

The Apec Busi ness Advi sory Council, for exanple, believes restoration of
financial stability is the nost critical priority and wants to see Apec
establish a mechanismto tackle short-termcurrency fluctuati ons.

Abac chairperson Tan Sri Tajudin Ram i says the council presented
several proposals to tackle the Asian financial crisis at recent Apec
Fi nance and Trade M ni sterial neetings.

"The proposals are ained at finding solutions to several problens |ike
restoring foreigninvestor confidence and addressing the liquidity
squeeze."

Apec executive director Datuk Noor Adl an says the Kual a Lunpur summit
wi || discuss the regi onal econom c and financial crisis.

"As for the newfinancial |andscape, | expect Apec to provide its
i nputs. ™"

The I nternational Trade and I ndustry Mnistry's Abdul Razak Ram i, who
i s al so chairperson of the Apec Senior Oficials Meeting, predicts:

"This could be the year of action for Apec. Peopl e expect things from
Apec | eaders in the |ight of what is happening in East Asia."

Still, to what extent can Apec | eaders solve the crisis?

After all, Apec | ast year left the task of handling the economic crisis
to the IMF, saying it had neither the technical expertise nor resources to
hel p.

But little has changed since the | M- stepped in nore than a year ago.

The East Asian econonies are still unable torestore stability to their
currenci es.
Specul ators, backed by large funds, still call the shots.

Worse, the crisis has becone infectious.

Even South Africa and Russia (the latter is one of three countries
maki ng their Apec debut in Kuala Lunpur) are seeing attacks on their
currenci es.

This affirns wi despread belief that the | M- is not equi pped to deal with



the volatility in the international capital nmarkets, one of the causes of
t he East Asian econoni c debacl e.

"Apec cannot afford to be a bystander anynore,"” says Dr Andrew El ek, an
Apec expert at the Australian National University.

Prof essor Peter Petri of Brandies University in the US, concurs.

"Apec's grand agenda of trade and i nvestment |iberalisation should take
a back seat.

"The financial and econom c turmoil in East Asia shoul d be addressed
first.

"Trade liberalisationis inmportant, but it is along-termgoal."

THE cal | for Apec to act refl ects the organi sation's strength.

Apec is the nost powerful forumfor countries in the Asia Pacific
region, due mainly to the invol venent of the US, Japan and China.

In 1995, the 18-nenber countries generated a conbi ned GDP of US$16
trillion (RM67.2 trillion) and 44 per cent of world trade.

"However, all these credentials do not mean anything if nothingis
done, " says Prof Lepi Tarm di of the University of Jakarta

"Apec has not done anyt hing substantial so far to alleviate the crisis.

"As an organi sation in control of nearly half of world trade, it can be
powerful if it wants to be."

Any Apec push for a newinternational financial architectureis likely
to be a long process.

Unl i ke the European Uni on or other trade pacts, Apec does not bindits
menbers by rules or regulations: all actions are based on consensus.

Thus, if any nember di sagrees to a proposal, it goes back to the drawi ng
board

"How soon Apec can act to resolve the financial and economic crisisis
sonething el se," says Petri

"The organi sati on has sonme bureaucratic el enents and the worl d has
changed a | ot since the Vancouver sunmit | ast year."

But Lepi contends that "the bureaucraci es can be renoved i f the US and
Japan set their hearts on having a newinternational financia
architecture".

bservers note, however, that the US may be rel uctant to endorse a new
financial architecture plan as it is nore conmtted to IMFinitiatives
than | ooking into the rol e played by currency specul ators.

"All the while, the US and | MF have bl amed victins for the economic
turmoil ," says Dr Richard Feinberg, the director of the Apec Study Centre
at the University of California.

"But no attention is paid to the behaviour of capital markets and
volatility of short-termfunds.

"Apec, in a sense, has failed to deliver a nore bal anced debate on the
crisis.”

The US bias towards the IMF ties in with the reason for Apec's founding
in 1989.

The or gani sation was established with the nain objective of |iberalising
and facilitating trade and i nvestnment flows in the Asia-Pacific region

Its progress, however, has been sl ow.

The I M-, in just a year, has outstripped it in opening up trade and
financial systens in the region.

Sout h Korea, for exanple, had in the past successfully [imted the
anount of foreigninvestnents, particularly inthe heavy i ndustry and
financial sector; today, its econony is open

In I ndonesi a, trade cartels have been di smantl ed while in Thail and
foreigners are all owed 100 per cent equity in all sectors.

"“I'n short the | MF and US have used this crisis as an excuse to push w de
open the doors of the ravaged econoni es," says Fei nberg.



"The progress nade by the | M- in opening up trade and financi al services
is faster than Apec's."

Prof Raj ah Rasi ah of the Apec Study Centre at Universiti Kebangsaan
Mal aysia notes that the USis also "not likely to speed up any action" to
stop currency nmani pul ati ons as the Asian crisis has scarcely affectedit.

Still, Apec has clout and in the past has shown that it can nuster up
enough resolve to start the ball rolling on newinitiatives.

In 1996 in Manila, Apec |eaders fornulated the Information Technol ogy
Agreenent, which basically calls for breaking down trade barriers
pertaining toinformation technol ogy and comuni cati on equi pnent.

Apec has continued to devel op regi onal capital markets, raise the
quality of training programres for banking supervisors and securities
regul ators, and support nenbers' efforts to develop or reformtheir
pensi on systens, anmong other progranmes.

"If Apec can come to a consensus," says Noor Adlan, "with its economnic
strength, it can serve to develop a critical nass on agreenents accepted
by its | eaders”.

Says Petri, "Apec can bring confidence to the regi on by giving signals
to world markets.

"I'n Vancouver very little was done as the scal e and conpl exity of the
crisis then was unclear."”

Last Septenber during a Wrld Bank-1M- conference in Hong Kong, Prine
M ni ster Datuk Seri Dr Mahat hir Mohamad fl oated t he i dea of regul ating
currency traders, only to see it disnissed as virtually inpossible.

But now t he concept of transparency and accountability is gaining force.

The fact that many Sout heast Asian currencies are inclined to the US
dollar is widely believed to have contributed to the crisis.

As the US dol | ar went up, the currencies al so appreciated - but to a
| evel above their true val ues, causing a chance for mani pul ati on by
currency traders.

"One thing is for sure,” says Petri.

"These econoni es cannot afford to have single currency pegs.

"The key point in creating a newinternational financial systemis to
wor k out one that gives sonme degree of flexibility but neverthel ess
di scourages short-termspecul ation

"One solution is to inpose a tax on short-termcapital flows."

Though Apec's attention at the Kual a Lunpur sunmit will focus on the
economc crisis, its primary objective of pronoting regional trade won't
get short shrift.

"Tal ks on trade liberalisation will continue,” says Noor Adl an

"The | eaders want to send signals that trade liberalisationis along-
termgoal, while the economic and financial crisis is short-term

"But whet her somet hi ng concrete can cone out of the neetingis still too
early to say."

If aplan for a newinternational financial architecture doesn't
material i se, Apec's Asian nenbers will be di sappoi nt ed.

"The morment of truth will be Novenber," says Dr Shafiqg Sit Abdul | ah
Abac's executive director

"d obal solutions can be found. There are rul es on just about
everything, even information flows in cyberspace.

"Whay not the international flow of noney?

"Peopl e transacting | arge anounts of noney shoul d be nade known. Ri ght
now we do not know who i s noving funds."

Petri is philosophical. "There are two faces to Apec

"If nothing concrete takes place to address the crisis, then Apec will
be a forumof communication only.

"But | amsure the | eaders would |i ke to see Apec do nore than that."



Certainly, the ball is now at Apec's feet.
* This is an edited version of a feature story which appears in the Sept 1
i ssue of Mal aysi an Busi ness.
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