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AS the Asia-Pacific Econom ¢ Cooperation (Apec) sunmmit in Kuala Lunpur
draws near, hopes are running high that it will put in nmotion plans for a
“new i nternational financial architecture' that will limt the havoc

wr eaked by currency mar ket mani pul ations.

Many countries, ravaged by plunmeting currencies, are | ooking to Apec

to stop the neltdown of their econom es. Expectations had run high at |ast
Novenber's Apec neeting in Vancouver, Canada, where | eaders had del ved at
Il ength into the causes of and cure for the financial and economic crises
sweepi ng across Asi a.

But now, 10 nonths later, critics charge that little has been done.

Apec, they claim has policies aplenty, but fewinplenented. |Indeed, the
cont agi on appears to be spreading: the currencies of other Apec nmenbers

I i ke China have increasingly come under specul ative attack.

Apec synpat hi sers insist that nenber states, by virtue of their
contribution to the International Mnetary Fund (I M), have indirectly

ai ded countries like South Korea, |ndonesia and Thail and. Besi des, they
poi nt out, Apec-rel ated bodi es are undertaki ng neasures to instil
confidence in the regi on (see acconpanyi ng story).

Wil e the agenda for this year's two-day summit in Kuala Lunpur,

starting Nov 17, has not yet been finalised, preparatory neetings suggest
an Apec initiative to bring financial order to the region. Among the
staunch advocat es of such a nove are busi nessmen. The Apec Busi ness

Advi sory Council (Abac), for exanple, holds that the restoration of
financial stability inthe region is the nost critical of Apec priorities
at the nonment. Apec, it naintains, needs to establish a nechanismto solve
the problemof short-termcurrency fluctuations.

Abac chairperson Tan Sri Tajudin Rami says the council presented

several proposals to tackle the Asian financial crisis at the recent Apec
Fi nance and Trade M nisterial neetings. ~The proposals,' he says, " are
aimed at finding solutions to several problens Iike restoring investors
confidence, and addressing the tight liquidity and credit squeeze on

busi ness.

"Equal enphasis will also be given to skills devel opnent and
correspondi ng physical infrastructure. Funds coming in will be of no use
if there are no conpatible skills and infrastructure available to nurture
a hi gher I evel of technol ogi cal upgrade.

"For instance, sone devel oped Apec econonies could help finance training
programmes in the | esser economes to build up skills there.'

Apec executive director Datuk Noor Adlan says the Kuala Lunpur sunmit

wi |l discuss the regional econonic and financial crisis. "1 would be
surprised if the |l eaders do not visit the crisis again,' he says. "As for
t he new financial |andscape, | woul d expect Apec to provide its inputs. It
will make its views known on the nmatter.'

The International Trade and Industry Mnistry's Abdul Razak Ram i, who

i s also chairperson of the Apec Senior Oficials Meeting, projects
confidence. "This could be the year of action for Apec,' he says. " People
expect certain things fromApec | eaders in the light of what is happeni ng
in East Asia.'

Still, to what extent can Apec | eaders get things noving and sol ve the
crisis? After all, Apec |last year left the task of handling the economc
crisis tothe M- holding that it had neither the technical expertise nor



resources to hel p the ravaged econoni es. Mreover, says Noor Adlan, Apec
did not want to duplicate the M- or Wrld Bank's role, as it would have
been wast eful at best and caused conpetitive "~ forum shopping' at worst.
But little has changed since the | M- stepped in nore than a year ago.

The East Asian econonies are still unable to bring stability to their
currenci es. Specul ators, backed by |large funds, still call the shots.
Wrse, the crisis seens to be infectious as even South Africa and Russia
- the latter is one of three countries nmaking its Apec debut in Kual a
Lunpur - are experiencing attacks on their currencies. This affirns

wi despread belief that the M- is not equipped to deal with the volatility
in the international capital markets, one of the causes of the East Asian
econom ¢ debacl e.

“Apec cannot afford to be a bystander anynore,' says Dr Andrew El ek, an
Apec expert at the Australian National University. Professor Peter Petri
of Brandies University, the United States, concurs. "Apec's grand agenda
of trade and investnent |iberalisation should take a back seat for now, as
at this juncture the issue of the financial and econom c turnoil in East
Asi a shoul d be addressed first,' he says. "Trade |iberalisationis
important but it is a long-termgoal.'

The call for Apec to act reflects the organisation's strength. Apec is
the nost powerful forumfor countries in the Asia Pacific region, due

mai nly to the invol venent of the United States, Japan and China. |In 1995,
the 18-nmenber countries generated a conbi ned Gross Donestic Product of
US$16 trillion, accounting for 44 per cent of world trade.

"However, all these credentials do not nmean anything if nothing is

done,' says Professor Lepi Tarmidi of the University of Jakarta. ~Apec as
a body has not done anything substantial so far to alleviate the East
Asian crisis. As an organisation in control of nearly half the world
trade, Apec can be powerful if it wants to be.’

Any Apec push for a new international financial architecture is likely

to be a |l ong process. Unlike the European Union or other trade pacts, Apec
does not bind its nenbers by rules or regulations: all actions are based
on consensus. This neans that if any nenber state disagrees to a proposal,
it goes back to the draw ng board.

“How soon Apec can act to resolve the financial and economc crisis is

sonet hing el se,' says Petri. "The organi sati on has sone bureaucratic
el enents and the worl d has changed a | ot since the Vancouver summt | ast
year.'

But Lepi contends that “the bureaucraci es can be renoved if the US and
Japan set their hearts on having a new international financial
architecture.' The US and Japan are the world' s | argest and second-| argest
economi es.

(bservers note, however, that the US nay be reluctant to endorse a new
financial architecture plan as it appears to be nore committed to | MF
initiatives in dealing with the Asian crisis, than in | ooking into the
rol e played by currency specul ators.

"All the while, the US and | MF have bl amed victinms of the econonic
turnoil,' says Dr Richard Feinberg, the director of the Apec Study Centre
at the University of California. "But no attention is paid to the
behavi our of capital markets and volatility of short-termfunds which have
caused severe shocks. Apec, in a sense, has failed to deliver a nore

bal anced debate on the crisis.

Undoubt edl y, short-termprivate capital flows have weaked havoc in

Asi an econonies. In 1996, South Korea, |ndonesia, Mlaysia, Thailand and
the Philippines enjoyed net private capital inflows of US$93 billion. But
| ast year there was a net outflow of US$12.1 billion. This year a net
outflow of US$9.4 billion is expected fromthe five econonies (see table).



The US preference towards the | M- i s understandable. The IM-, in just a
year, has outstripped Apec in opening up trade and financial systens in
the region. South Korea, for exanple, had in the past successfully limted
the anmount of foreign investnents, particularly in the heavy industry and
financial sector; today, its econony is open. In Indonesia, trade cartels
have been dismantled while in Thailand foreigners are all owed 100 per cent
equity in all sectors.

“In short, the M and US have used this crisis as an excuse to push

wi de open the doors to the ravaged economies,' says Feinberg. "The
progress nmade by I MF in opening up trade and financial services is faster
than Apec's.'

Prof essor 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 mani pul ations as the Asian crisis has scarcely affected it.
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
Mani | a, Apec |l eaders formul ated the Information Technol ogy Agreenent,

whi ch basically calls for breaking down trade barriers pertaining to

i nformati on technol ogy and comuni cati on equi pnent. Non- Apec countries in
Eur ope have al so endorsed this agreenent.

Apec has continued to devel op regi onal capital narkets, raise the

quality of training progranmes for banking supervisors and securities
regul ators, and support nenbers' efforts to develop or reformtheir
pensi on systens, anong ot her programres.

"I f Apec can conme to a consensus,' says Noor Adlan, "with its economc
strength, it can serve to develop a critical mass on agreenents accepted
by its leaders.' Says Petri, “~Apec can bring confidence to the region by
giving signals to world markets. In Vancouver very little was done as the
scal e and conplexity of the crisis then was still unclear.’

O the 21 leaders attending the Kuala Lunpur summit, at least 12 are from
countries badly affected by the econonm ¢ and financial turnoil. Last
Septenber during a Wrld Bank-1 M conference in Hong Kong, Prinme M nister
Datuk Seri Dr Mahathir Mhanmad fl oated the i dea of regul ating currency
mar ket mani pulators, only to see it disnmissed as virtually inpossible. But
now t he concept of transparency and accountability as regards hedge funds
i s gaining ground.

Hong Kong, widely seen as a bastion and chanpi on of free enterprise,
recently abandoned its |aissez-faire policy when the authorities were
forced to intervene because of relentless attacks on its currency and

st ockmar ket by specul at ors.

The fact that many Sout heast Asian currencies were inclined to the US
dollar is now w dely believed to have contributed to the crisis. As the US
dollar went up in value, the currencies also appreciated - to a | evel
above their true values, causing a gap for nanipul ati on by currency
traders.

"One thing is for sure,' says Petri. "These econom es cannot afford to
have single currency pegs. The key point in creating a new internationa
financial systemis to work out one that gives sone degree of flexibility
but neverthel ess di scourages short-termspecul ation. One solutionis to

i npose tax on short-termcapital flows.'

Anot her alternative, says Feinberg, is the Chilean approach. Its centra
bank retains for a year a certain percentage of funds flow ng in wthout
hol di ng costs. Although this neasure has shielded Chile's currency, it is
said to have sone distracting effect on foreign capital

Countries could also opt to have, with the | M s endorsenent, a certain
anount of short-termliabilities which their nonetary authorities can
support. “Countries can conme up with a schedule to ensure that their



current account deficit is covered nostly by long-termlending and foreign
i nvestnents rather than short-termfunds,' says Feinberg. “~Countries need
to have the necessary legal franework to control the flow of funds before
i beralisation can take pl ace.

Though Apec's attention at the Kuala Lunmpur sunmit is expected to be
focused on the econonic and financial crisis, its primry objective of
pronoting regional trade won't get short shrift. "~Talks on trade
liberalisation will continue,' says Noor Adlan. | amsure the | eaders
want to send signals that trade liberalisation is a |ong-termgoal of Apec
whil e the economic and financial crisis is short-termdifficulty.

Del i berations on the new financi al |andscape coul d be one of the topics in
the neeting. Whether sonething concrete can cone out of the Apec meeting
is still too early to say.'

If a plan for a newinternational financial architecture doesn't

mat eri al i se, Apec's Asian nenbers will be di sappointed. ~The nonent of
truth will be this Novenber,' says Dr Shafiq Sit Abdul |l ah, Abac's
executive director. "The | eaders will respond and show clearly that,
collectively, global solutions can be found for the current regiona

probl ens. There are rules on just about everything, even infornmation flows
in cyberspace. Way not the international flow of noney? People transacting
| arge anpbunts of nmoney in the international nmarkets should be made known.
Ri ght now we do not know who is noving the funds.'

Petri takes a phil osophical stand. "There are two faces to Apec,' he

says. If nothing concrete takes place in addressing the crisis, then Apec
will turn out to be a forum of comunication only. But | amsure the

| eaders would like to see Apec do nore than that.' Certainly, Apec now has
the ball at its feet.
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