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Malaysia inches ahead

Affirmative action, meet
economic reality.

Facing declining interest
from foreign investors and
finding itself in an increas-
ingly liberalized neighbor-
hood, Malaysia on Tuesday
announced some big changes
in stock ownership and acqui-
sition rules.

The boldest of these chip
away at the country’s nearly
40-year-old atfirmative-ac-
tion policies—in this case,
rules over cerporate owner-
ship.

Specifically, the require-
ment that ethnic Malays own
30% of any listed company
will be watered down, effec-
tively to 12.5%.

Hurdles to acquisiticns by
foreign buyers, too, witl be
lowered, as wili ownership
restrictions for foreigners on
fund-management compa-
nies and brokerages.

Aimed at improving the
lot of the country’s ethnic
majority Malay population,
the affirmative-action rules,
which govern everything
from university enrollment
to workforce quotas, have
more recently become an an-
chor on the economy.

The symptoms of this are
evident, Morgan Stanley
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says: & decline in competitive-
ness of non-commodity ex-
ports and foreign interest in

Rules favoring
Malays have
been an anchor
on the economy.

the country. Net foreign di-
rect investment, for example,
has been trending lower
since the early 1990’s, con-
trary to the flood of inflows
into much of the region.

Priiippines 1% Singaoor2  # Malaysia

Malaysia trails Sin-
gapore, Thailand, and Indo-
nesia when it comes to the
volume of funds raised on
its domestic stock market
and the value of acquisi-
tions by foreign companies
in recent years, according
to Dealogic. Tuesday’s
changes are a step toward
fostering innovation and
risk-taking by Malaysian
business, but relaxing rules
to encourage foreign invest-
ment is the easy part.

Malaysia’s Byzantine poli-
tics may keep further
changes, particularly to iabor
laws, off the table.

—Mohammed Hadi
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Malaysia eases race rules

Moves are latest bid
to roll back program
that helps one group

By JAMES HOOKWAY

Malawvsian Prime Minister Najib
Razak’s move to relax race-based
investment rastrictions is his lat-
est effort to roll back a decades-
old affirmative action program
criticized for benefiting the coun-
try’s majority ethnic Malay popula-

~tion at the expense of the broader
economy’s competitiveness.

Some political analysts say the
latest measures don’t spell the end
for Malaysia's New Economic Pol-
icy, as the affirmative action poli-
eles are known. Instead, Mr. Najib
is attempting to balance the needs
of Malaysia’s shrinking economy
with a social policy that many Ma-
laysian politicians say they believe
has helped stabilize the country’s
racial mix, which includes large
ethnic-Chinese and Indian minori-
ties.

“The world is changing quickly
and we must be ready to change
with it or risk being left behind,”
Mr. Nujib told an investment con-
ference Tuesday in Kuala Lumpur.

In his address, he outlined a
package of measures to spur for-
elgn investment in the Malaysian
economy. which private econo-
mists say could contract as much
as 5% this yvear amid the global
downturn. Among the new poli-
cies, companies listing on the
Kuala Lumpur Stock Exchange will
be required to allocate just 12.5%
of their equity to ethnic Malays,
compared with 30% before.

Foreigninvestors will be able to
own as much as 70% of stock-bro-
kerage companies—up from the
current 49% cap—-while foreign
fund managers will be allowed to
establish  100%-foreign-owned
fund-management companies in

Malaysia, which has one of the larg-
est stock markets in Southeast
Asia.

Citigroup economist Kit Wei
Zheng said the moves were consis-
tent with earlier measures and
would likely enhance Malaysia’s
competitive edge in attracting for-
eign investment. Earlier this year,
Malaysia allowed foreign compa-
nies to enter certain service sec-
tors without allocating 30% of
thelr equity to ethnic Malays.

The main index at the Kuala
Lumpur Stock Exchange fell 0.1%
to close at 1075.24 Tuesday, but
the ringgit strengthened to 3.5170
ringgit against the U.S, dollar at
the ciose of trade compared with
3.5730 ringgit on Monday.

Mr. Najib, 55 years old, empha-
sized that Malaysia wasn’t giving
up its affirmative action pelicies,
which were introduced in 1971 fol-
lowing bloody race riots, to help
ethnic Malays catch up economi-
cally with ethnic Chinese Malay-
sians. The target of putting 30% of
the economy in Malay hands, Mr.
Najib sald, remains intact. “But
this 30% figure is now amacro tar-
get, not a micro target,” he told re-

- porters.

Significantly, the 30% Malay-
ownership rules remain in force
for “strategic industries” such as

Malaysiam Prime Minister
Najity Razak velaxed
race-based investinent rules.

telecommunications, ports, en-
ergy and transport. In many cases,
state investment funds have large
controlling interests in these busi-
nesses.

“We will help the best and the
good in business. We want to be
fair to al} communities,” Mr. Najib
said. “It is a tricky balancing act,
but it is doable.”

Some activistsin theethnic Ma-
lay community, which comprises
60% of Malaysia’s 28 million peo-
pie, have warned there could be
protests if Mr. Najib moves too
quickly to remave affirmative ac-
tion policies. Last week, Mr. Najib
took other steps to placate the
country’s ethnic Chinese and In-
dian minorities by announcing
plans for merit-based university
scholarships for which Malay, Chi-
nese and Indian students can com-
pete on an equal hasis.

Some economists were sur-
prised at the number of policy
changes that Mr. Najib announced.
“Ididn’t expect that,” said Tim Con-
don, chief Asia economist with ING
Group in Singapore. “But Mr. Najib
appears to be responding to what
people want and as pro-market
measures go, these can only be
seen as positive.”

—K.P. Lee
contributed to this article.



i alaysia’s economy is so
% - hobbled by red tape and
4 . corruptionthat any liberal-
ization is good news. But
Wb, Prime Minister Najib
Razak’s announcement this week of an-
other round of reforms was encouraging
for another reason: He is mounting
sound economic arguments against pro-
Malay affirmative action policies.

“The pie must expand. There is no point
inhaving alarger share of a shrinking pie,”
Mr. Najib, a Malay himself, said Tuesday.
The government reduced requirements
for companies to allocate stock to ethnic
Malays and effectively dismantled a layer
of bureaucracy that enforced pro-Malay in-

.vestment policies. It lifted restrictions on
foreign investment in stock hrokerages,
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Najib’s Affirmative Action - 11

fund management companies and prop-
erty, industries whose growth has been
stunted by affirmative-actionand other in-
vestment reguirements.

Foreign investors have shunned Ma-
laysia for years because of its complex
and corruption-ridden preference pro-
grams, Mr, Najib’s move follows an April
announcement to let foreigners invest in
more than 20 sectors without manda-
tory allocation of shares to Malays. Mr.
Najib figures, rightly, that the more in-
vestment Malaysia gets, the more every-
one will benefit, including Malays.

This is a tough political tightrope to
walk. Pro-Malay policies are historically
popular with Mr. Najib’s base in the ruling
United Malays National Organization.
Those same policies, however, are unpopu-

lar with the country’s Indian and Chinese
minorities—and increasingly Malays too.
The opposition coalition, led by Anwar
Ibrahim, figured this out
last year and ran suc-
cessfully on a platform
of economic reform. Mr.
Najib faces a challenge:
how to reform the econ-
omy and stay in office,
too.

The answer seems to
be that the Prime Minis-
teris first attacking sec-
tions of the economy
that affect Malays
least. April’s liberalization measures did
not apply to retail, utilities or other sec-
tors with heavy Malay employment. Mr,

Nujib Razak

Najib is also handing out goodies to Ma-
lays as he trims elsewhere: Tuesday’s
measures included the announcement of
a 500 million ringgit ($142 million) fund
that will buy companies and hand them
to ethnic Malay managers. Mr. Najib said
the fund will eventually total 10 billion
ringgit.

Malaysia’s affirmative action policies
were instituted in the 1970s and are now
so firmly entrenched that it’s difficult for
any politician to attack them head-on,
Mr. Najib’s predecessor, Abdullah
Badawi, tried to reduce graft and mostly
failed. Mr. Najily’s father, a former prime
minister, created these policies to begin
with. His son may he the only person who
can persuade the public that it’s tiime to
rip them down.
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Asia’s fuel-cost puzzle

For much of 2008, Asia’s
central banks faced a conun-
drum: Simultaneous worries
about struggzling growth
and rising prices.

Bv the end of 2009, it
could start to feel like a re-
curring nightmare.

This week, the govern-
ments of India, China, Pak:-
stan, Vietnam and Sri Lanka
raised fuel prices, an ac-
knowledzment the doubling
in cil futures since February
had their domestic pricing
systems out of whack.

The price incrases may
well be digestible in the cur-
rent low-inflaticn environ-
ment. But as the year goes
on, the rise in fuel prices
will become more pro-
nounced when seen against
year-earlier levels and more
difficult to bear as it begins
to inflate other prices.

Then Asian central hanks
cowld face a tricky choice.
Tighter policy would help
tame inflaticn but could
stem the region’s recovery.
Looser policy would have
the opposite effect.

The price increases
aren’t bad for everyone.
They are welcome for oil
companies that have seen
international prices rise

Crude-cil futuras
Daily sattlement price on
the continucus front-menth
contract
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Filling up at a Shanghai
PetroChina Co. gas station.

esce to the market will be
tested as higher prices be-
gin to nibble at consumers’
wallets and corporate proi-
its. Asian economies are par-
ticularly sensitive tc rising
commeodity prices.

Either way, the pressure
on central banks is sure to
increase, Credit Suisse esti-
mates a 6% inflation rate
for India in the first quarter
of 2010; it says two percent-
age points of inflation-tam-
ing rate increases could be
in store in China next year.

—Mohammed Hadi
and Andrew Peaple

above what they can charge
domestically for diesel and
gasoline.

To compensate them,
governments have had to
dole out subsidies. Taming
these subsidies will bring
relief to stretched budgets.

Neither will the fuel-
price increases raise imme- -
diate inflation concerns.
(rverall prices have bheen
flat or even falling in China
and India, giving govern-
ments room to bring domes-
tic fuel prices in line with
market forces.

But their will to acqui-
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sia currencies to shed gains

Doubts on economy
willweigh on market;
rebound late in year

By DAVID ROMAYN

STMNCAPORE —After some strong
zains in recen: e
rencies are at risg ¢
cantly this quarter as ungertainty
over the zicbal economic recovery
TYOWS,

But most of the region’s curren-
cies lock set to recover in the last
three months of the year, withsome,
such as the Indian rupee and the
South Korean won. potentially push-
ing above their early highs.

With little evidence of a global
pickup likely in the third quarter,
Asia’s stock markets may shed some
of the strong gains of recent
months, analysts say, with money
flowing into havens such as the dol-
lar and out of assets perceived as
risky. But in the fourth quarter, as
the huge U.S. economic stimulus be-
gins to kick in and global growth re-
vives, Asia’s currencies could see re-
newed gains.

“The overall outlook is positive
for Asian currencies,” said Peter
Redward, head of emerging-Asiare-
search at Barclays Capital. But ro-
bust rebounds will be delayed be-
cause “most of these currencies
need an environment of high risk ap-
petite” in order to rise.

As Wall Street began rallying
strongly in early March and global
risk appetite revived, many Asian
currencies took off, peaking in late
May or early June before pulling
back.

The region’s best performer
throughout the first half of the year

5. Aslan cur-’
falling signifi- -

Currency meves

Change in the strength of the U.5.
dollar vs. the Japanese yen, South
Korsan won, Indian rupee and
Indenesian rupian
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was the Indonesian rupiah, rising
some 9% against the U.5. dollar,
helped by expectations of centinued
political stabifity and pro-market
policies as President Susile Bam-
bang Yudhoyono's party won legisla-
tive elections. The president is
ahead in opinion polls for Wednes-
day’s presidential election.

Much of the good news may al-
ready be priced in. A Dow Jones
Newswires survey of 10 currency
strategists shows the rupiah pulling
back in the third quarter before re-
bounding to end the year 0.1%
higher than it clesed in the first half.

The big winners for the second
half, according to the survey, will be
the won, forecast to rise 4%, and the
rupee, up 3.3%. The won is expected
to be helped by South Korea’s econ-
omy crawling cut of recession and
by a rebound from last year, when
the currency was one of the world’s
worst performers.

China is expectad to let ihe
rightly controlied yuan rise 1" in the
second half, while the Phiiippine
peso is expected to end fractionally
hizher.

The yen is expected be the big-
gestloser, The world’s best-perform-
ing major currency iast vear is fore-
casttofall 3.7% in the second half af-
ter hefty losses earlier this year. Fol-
lowing the vendownars expected to
be the Thail baht and the Singapore
and Taiwan dollars. The Malaysian
ringgit is expected to edge down
slightiy in the second halt.

Expectations of a late-vear cur-
rency rally assume that Asianecono-
mias perk up sooner than developed
nations, driven by regional dyna-
mos China and India.

Risks to the forecast for lage-
year currency gains include sus-
tained risk aversion that would
stunt flows into Asia from dollar as-
sets, aggressive intervention by the
region's central hanks or a surge in
oil prices that would =art into cur-
rent-account surpluses around the
region.

Authoerities in some export-reli-
ant Asia economies began selling
their currencies recently in aneffort
to keep their countries’ gzoods from
becoming too expensive abroad.
Traders say they have seen the cen-
tral banks of Taiwan, Thailand and
Singapore, among others, interven-
ing this year.

As forrelative Asian winners and
losers, Standard Chartered analysts
recently recommended selling the
Taiwan and Singapore dollar and
the Thai baht against the rupee, ru-
piah and won.

“In the current environment
where the U.5. dollar, overall, is try-
ing tofind a trend, such cross trades
may present opportunities,” they
said.
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Asian officials reject Asian officials dispute savings-glut theory
focus on savings glut

By ANDREW BATSON

BELJING —Asian officials
and scholars are pushing back
against the notion that their
countries’ high savings
helped cause the financial cri-
sis by flooding the world with
cash and driving down inter-
est rates, arguing that lax .S,
financial regulation should
hear most of the hlame.

The comments at a week-
end conference in Beijing
came just before Chinese Pres-
ident Hu Jintao left for Italy,
where he and the leaders of
other major emerging econo-
mies this week hold a summit
with the Group of Eight ad-
vanced nations. Mr. Hu, who
arrived in Italy Sunday. is ex-
pected to argue that improv-
Ing regulation in rich Western

countries should be a bigger
international priority than
criticizing emerging ecoeno-
mies that save and invest a
Iot.

“Asians financed cheap
consumption in the rest of the
world, this is what they say.
This is something I just can-,
not understand,” Supachai!
Panitchpakdi, the head of thel
United Nations Conference on:
Trade and Development, and
aformer Thal government of-
ficial, told the Global Think
Tank Summit in Beijing onFri-
day. “This is another theory
we have to debunk. Asians:
have not been oversaving and -
undercensuming.”

The idea of a "savings
glut”—an excess of cash in
Asiancountries and nil export-.

Please turn to page 19

Contineed from first page

ers thal pushed down global infer-
est rates and encouraged riskier in-
vestiments- was first popularized
by Ben Bernanke in 2005, before he
was chairman of the Federal Re-
serve, Economic officials in the
Bush administration later endorsed
the idea that it contributed to the fi-
nancial crisis.

Critics of the savings-ghit thesis
have often argued that it simply
pushes responsibility for
U.S. policy mistakes onto
other countrics. Supporters
reply that China’s huge
trade surpluses—a reflec-
tion of its large savings—
clearly had real effects on
the global economy. “It is
just as silly to deny any rofe
for Asian savings in funding
the US. savings shortfall, as
it would be to blame the im-
halance entirely onan Asian
savings glut. It takes two to
tango,” said David Cohen of Action
LEconomics in Singapore.

Mr, Supachai argued that the
real difference between Asians and

Hu Jintao

Americans is that U.S. consumers
borrowed heavily to finance their
spending while those in Asian na-
tions mostly didn't. He sald that con-
suemption levels in Asia are “nor-
mal,” averaging about 40% of gross
domestic product. He acknowl-
edged-that household consumption
in China is relatively low, around
36% of GDP. But he said that's be-
cause growth in investment and ex-
ports have been very strong, not be-
cause consumption has
been weak.

Chinese central bank
governor Zhou Xiaochuan,
speaking to the same con-
ference, said that China’s
savings ratio does need to
fall and its consumption
needs to increase. But he ar-
gued that focusing too
much on “macre” issues
like savings imbalances
risks diverting needed at-
tention from “micro” fac-
tors such as financial regulation.

“Fhe erisis originated from Wall
Street and many indisputable facts
have established that micre factors

Too much or too little?

National savings rates as percent
of GDP
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had played an overwhelmingly im-
portant role in causing this crisis,”
he said, naming issues such as ac-
counting rules, credit-rating agen-
cies, securitized lending and lax
standards at banks.

“People outside China nevda bet-
ter insight into the high savings rate
in China,” Mr. Zhou said. The in-

crease in the nation’s overall sav-
ings rate in recent years hasn't actu-
ally come from househalds, but
mostly from corporate savings in
the form of retained profits, he said.
Still, household savings rates do
tend to be higher in China and other
Asian countries, said the head of Chi-
na’s stalistics bureau, Ma Jfiantang.
“In Fast Asia we tend to be frugal
and thrifty. This contributes to the
high savings rate in the region,” he
told the conference Saturday.
Lawrence Lau, an economist and
vice-chancellor of the Chinese Univer-
sity of Hong Kong, argued that Chi-
na’s trade surplus couldn’t have con-
tribied to the U.S, housing bubble.
He said China didn’t have alarge trade
surplus untii 2005, when, after hover-
ing around 2% of GDP for several
years, it jumped to about 5% of GDP.
But U.S. housing prices peaked in
2006 and declined after that, even
as China'’s trade surplus continued
to expand dramatically. The rise and
subsequent collapse of American
house prices, he said, “has nothing
to do with the difference in savings
rates between the U.S. and China.”
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Developing Countries Need Trade

By Pascal Lamy

GENEVA--We are experiencing the
worst economic crisis in 70 years. No econ-
amy has been spared ils bratal effect and
the full human and social impact of what
has been wronght is still to come.

Crises such as these often cause govern-
ments to reassess their commitments and
their priorities. Too aften, this has led
them to shy away from continuing their ef-
forts 1o combat poverty and suffering in
the developing world through sound aid
and trade nolicies. Trade is a maior casn-
alty of this crisis. The steep reduction in
trade volumes over the last eight months
has subjecled many open economies Lo ero-
nomic volalility and has led some to ques-
tion the role of international 1rade as an
engine of economic growth and develop-
went.,

History tells us that no peor country
has ever become wealthy without irade.
Moreover, many developing country suc-
cess stories- Singapnre. South Korea,

Chile, China and Malaysia, to name only a
few--have, in recent decades, seen their na-
tional incomes grow by a percentage point
or more per year as a vesult of open trade
policies than woulil have been the case had
they remained closed. The exira funds gen-
erated during this period have enabled
them 1o respond t¢ the crisis with stimulus
packages tha! have prevented the crisis
from turning inte a pro-
tracted recession with ifs in-
evitable human costs.

Bt it is true that trade s
nol a panacea for everyone,
cverywhere, every 1ime. Tor
lrade to work, goverpunents
must have the physical and
rovernmental infrastructure,

techaical skills to 1ake advan-

tage of the market opening opportunities
which arise {rom trade apening, Market
opening must go hand in hand with poli-
cies that 1ift people out of poverty and dis-
tribute the benefits of irade expansion eq-
uitably across and within developing coun-
tries. That's why four years ago at a World
Trade Organization Ministerial Conference
in Hong Kong we launched an initiative we
call Aid for Trade. Aid for Trade is all
about enhancing growth prospects hy help-
ing countries overcome their supply-side
constrainis and increase their competitive-
ness and their effective participation in
world trade.

Aid for Trade is about helping to inte-
grate developing countries into the global
economy and ensuring that they can 1ake
advantage of trade opening and greater ac-
cess 1o markets for their exports of goods
il services. One key component of this is
the creation of adequate physical infra-
structnre—roads, ports, telecommunica-
tions, clectricity supply, storage facili-
ties-—1o ensure the consistent and reliable
Now of goods, services and information

The developed
world can help
them overcome
supply-side
constraints.
production capacity and ——————

that underpin global trade. Another is to
ensure that producers are trained in meet-
ing global product quality and safety stan-
dards demanded by the world’s consumers,
Improving physical and human capacity
will further assist countries in diversifying
their production and reaching new mar-
kets.

1t's a heady goal to be sure, and the
WTO certainly cannot do this
on its own. We see ourselves
as coordinators, relying
greatly en our partnership
with international financial in-
stitutions, the global and re-

bilateral donors, They take
the ledd in financing Atd for
Trade projects.

The North-South corridor
better linking Southern African countries
is a good example. This infrastructure
project would provide a substantial boost
to development and poverty aileviation in
the region by addressing the transporta-
tion, communications and energy chal-
lenges facing Suh-Saharan African today.
Funds for this project have been pledged
from the African Development Bank, the
World Bank and various donor countries
inchutling the United States, the European
Union and Japan. The Mesoamerican plan,
which links Central American countries
more efficiently through better roads and
easier border formalities, is another exam-
ple, as is the Greater Mekong Sub-region
proicct, which offers Southeast Asian coun-
tries a blueprint for better development op-
portunilies in much the same manner.

Tn improve on our work in this field
and to assess the achieverments and the
needs for the future 1 have invited the ma-
jor international financial institutions and
regional development banks as well as do-
nors and recipients to Geneva this week
for a collective Global Review on Aid for

gional development banks and .

Trade. Qur ebjeclive is to monitor Aid for
Trade flows more effectively; to improve
the assessment of the trade development
needs of developing countries; to move the
focus of our work from pledges of support
to getting these projects up and running;
to strengthen the regional dimension of
Aid for Trade by encouraging more trade
between neighboring countries; and to de-
vote additional efforts toward a broader
participation of the private sector, private
foundations and civil society in this initia-
tive,

Governments have increased their com-
mitments to Aid for Trade by 10% annu-
ally since 2005 and funding pledges to-
day stand at more than $25 billion annu-
ally. Non-concessional loans add an addi-
tional $27 billion to help developing coun-
tries overcome production constraints.
Importantly, this increase in Aid for
Trade has been achieved without reduc-
ing resources to other development priori-
ties such as health, education or environ-
ment. The global economic crisis threat-
ens such support. And yet making such
resources available will be essential to
help poor countries be better prepared to
exit the crisis.

As G-8B leaders prepare to meet in
I'Aquila, Italy, they must remember that
Aid for Trade is part of our collective re-
sponse to the present situation. We have
to make sure it is more and more effective
in helping developing countries overcome
their economic difficulties. [t's what people
expert from us today.

Mr. Lamy is Director-General of the World
Trade Urganization.
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(-8 nations make trade talks a priority

Economic erisis, elections in U.S. and India renew hopes for global negotiations but Washington remains a hurdle

By JOHN W. MILLER

The economic downturn, along
with new leadership in the U.5. and
India. is spurring G-8 nations to re-
pair trade talks at their coming sum-
mit but Washington remains an ob-
stacle, trade experts sav.

The rest of the world "is waiting
for the U.S.” ta detail its position on
trade, Pascal Lamy, director of the
World Trade Organization said in
an interview at WTO headquarters
in Geneva, days before the
Group of Eight leading na-
tions gather in L'Aquila, [t-
aly.

Mr. Lamy has been in-
vited to speak at the two-
day annual G-8 meeting—a
sign that the world’s big-
gest economies are inter-
ested in returning to the ne-
gotiating table before the
WTO’s 153 member nalions
gather in November.

The so-called Doha
Round of giobal trade talks—named
for the Qatari capital where they be-
gan in 2001—is 5111 in limbo after
etght years of negotiation.

“1 would like to move forward
during the G-8 so Dohacanbe onthe
agenda in November,” Mr. Lamy
said.

The U.5.. weighed down by its
auto and financial sectors, unem-
ployment and health-care costs,
could sland in the way. In April, U.S.
trade  officials said President
Barack Obama would make a major
trade speech, but there is no indica-
tion when that might happen.

Mr. Lamy said the U5, was “start-
g to engage.” but noted that ef-
forts to define & trade policy were
proving difficult because of the

slow confirmation process for se-
nior U.S. trade negotiators and "a
full legislative agenda with climate
change and health-care reform bills
hefore the Congress.”

Trading partners are “ectting im-
patient,” he said.

Althocugh big increases inimport
tariffs so far have been limited to
spectfic countries, such as Russia,
or products, such as steel, trade offi-
cials say they fear more tariffs as
joblessness spreads.

A global trade deal
could pre-empt protec-
tienism by capping import
tariffs at their current, rel-
atively low rates, as well
as dismantling barriers to
trade in agriculture and in-
dustrial goeds. Negotia-
tioms also “keep trade min-
istries in touch with each
other, which makes every-
body more careful about
protectionism,” says Si-
mon Evenett, a professor
of economics at the University of
Michigan who specializesintrade is-
sles,

The key challenge to resuming
the Doha talks, Mr. Lamy said, is per-
suading the U.S. and india to repair
a rift that emerged at the global
trade summit a yedr ago.

The talks broke up alter Washing-
ton and Delhi clashed over whether
developing countries should have
the right to raise tariffs on products
like cotton and sugar if imperts
surge. The dispute was Mueled by a
parsonality clash between Indian
trade minister Kamal Narh and 1.5,
counterpart Susan Schwab, say
trade officials from the EU, U.5. and
WTO.

Mr. Nath used the summit as a

Losing markets

The world's four biggest exporters are afl hurting. Exports, in
bitlions of dollars, during the first three months of each year
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W November 2001 The first meeting is launched in Doha, Qatar, with aim of
rich countries dismantling barriers to foed trade in exchange for
developing nations importing more industriai goods.

& September 2003 Developing nations reject EYU and U.S. propesals at a

tense meeting in Cancun, Mexico.

M December 2005 Talks break down again in Hong Kong as nations again

fight over farm subsidies and tariffs.

M July 2608 After a gruelting 11-day summit, taiks in Geneva coflapse as
India and the U.S. stalemate over farm tariffs.

W July 2009 Trade officials, worried about creeping protactionism in the EU,
U.5., Chira, Russia and others, hope to revive the Doha round at the G8

summit in LAguita. ltaly.

Sources: Glogel 1age Information Services (exportsh WS rescarch stimaline)

campaign stop ahead of India’s gen-
eral electivns in May, delivering
speeches about “protecting 700 mil-
lion farnters” and traveling back to
India to cast a vote in parliament.
Ms. Schwab was hindered by the
Bush administration's falling poll
ratings and the Democrats’ control
of Congress, analysts say.

Both countries’ successurs have

softer styles, although it is unclear
whether that will result in compro-
mise on difficult issues.

Mr. Nath’s Congress party won
the recent Indian elections, but he
was succeeded by Anand Sharma,
who has a reputation at the WT(O as
being easicr todeal withat the nego-
tiating table.

Spealung to reporters in Wash-

ington recently, Mr. Sharma said he
had a mandate freom Indian Prime
Minister Manmohan Singh to sign a
global trade deal. Mr. Singh feels
that, in the current economic crisis,
“there shiculd be a positive message
for global trade barriers to be bro-
ken down further,” Mr. Sharma said.

After the elections, India “is
much more free to do a deal now,”
says Brendan McGivern, atrade law-
yer with White & Case LLP.

The U.S., however, “barely regis-
ters right now on trade,” says Scott
Anderson, a trade lawyer with Sid-
ley Austin. “The domestic politics
are just too difficult.” Congress, he
says, currently has few champions
of free trade,

New U.S. trade representative
Ron Kirk, a 55-year-old former
mayor of Dallas, came to promi-
nence by defending the North Amer-
ican Free Trade Agreement, an ac-
cord with Mexico and Canada that
benefits border states,

In a speech this year, Mr. Kirk
sketched the outlines of the adminis-
tration’s trade policy. The world’s
poorest countries, he said, “have a
special place in the Obama trade
agenda.” At the same time, he prom-
ised to protect U.S. workers who
lose their jobs to foreign exporters.
U.5. unempleyment is near 10%.

An Obama administration offi-
cial said there is “no update” on
when the president will give his
trade speech.

Mr. Kirk, at the president’s re-
quest, is “taking decisive stepstoen-
gage meaningfully with trading part-
ner countries and also to cement
stronger enforcement of global
trade rules as a key element of U.5,
policy,” says USTR spokeswoman
Carol Guthrie.
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Affirmative action is viewed
as barrier to growth in Malaysia

AirAsia’s plans for a new hub run into opposition from ethnic Malays

ONY FERNANDES, the chief execu-
tive of Malaysia’s upstart AirAsia
airline, seldom shies away from a
fight.
A former ecxecutive at Time
Warner Inc.’s music division, Mr. Fernandes
bought the debi-laden carrier in 2001 for 27
cents and turned it inlo Asia’s biggest hudget
airline with $754 million in annual revenne. It
hasn't been easy, To expand AirAsia Bhd.,, he
has battled reluctant governments for land-
ing rights and routes and has endured price
wars with regional competitors.

Now, as Mr. Fernandes pushes to build a
new low-cost global hub and expawd into Eu-
rope, Australiaand the U.S., he is running into
a tenet of modern Malaysia: affirmative ac-
tion. Malaysia's political leaders prefer to see
big business such as airports in the hands of
the etlinic-Malay majority, and often that

By James Nookway in Koala Lumpur, Malaysia

means government control.

“A lot of Malaysians are proud of what Air-
Asia has achieved,” says Mr. Fernandes, a
45-year-old Malaysian of Indian descent. But
successes such as his are often outweighed by
the extent of state control of the economy.
“It’s a very Jekyll-and-Hyde situation here

This fertile, tropical nation in the heart of
Sautheast Asin prides itself on showing that Is-
tam and husiness are compatible. The country
is a significant supplier of patm oil and com-
puter components to the world economy, and
it harbors substantial oi! and gas reserves.
The iconic twin towers that dominate down-
town Kuala Lumpur were once the world's tall-
est buildings and today are the headquarters
of state-owned oil company Petroliam Na-
sional Bhd.

The gleam and glitler are partly built on a
race-hased system of quotas and government

Divided nation

Ethnic composition of Malaysla's 27.5 mlilion
populace
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ownership of key businesses, however, which
many economists say now risks retarding the
country’s growth. In 1969, race riots between
Malays and ethnic-Chinese Malaysians
prompted the countrv’s predominantly Malay
leaders to introduce affirmative-action-style
policies to give a leg up to the Malay population.
The original goal was to help Malays catch
up economically with ethnic-Chinese Malay-
sians, who comprise around a fourth of the
country’s 27 million people but who control a
disproportionately large share of businesses
and trade. To do so, the government created a
series of state investment vehicles to buy into
key parts of the Malaysian economy. Officials
hoped that private Malay entrepreneurs
would eventually emerge to take control.
Forty years on, the policy continues to
have an impact in that much of the Malaysian
econoniy remains under government direc-
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Last year, Tony Fernandes challenged the power of Malaysia’s
government-linked companies. Instead of paying landing fees,
passenger-service charges and other dues set by Malaysia’s

state-owned airport company, he proposed that AirAsia build its
own airport facilities and set lower rates.

Struggling to compete

Annual change in inflaticn-adjusted GDP
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Nate: Esnmates‘ start after 2008 Source: International Monetary Fund

tion. The state investment funds still own con-
trolling stakes in large corporations such as
Telekom Malaysia Bhd. and power generator
Tenaga Nasional Bhd., as well as aviation com-
panies Malaysia Airports Holdings Bhd. and
Malaysian Airline System Bhd. Some of the
state-backed companies have proved success-
ful, others less so. Malaysian Airline System is
unprofitable while national car producer Pro-
ton Holdings Bhdl. is largely kept going by spe-
cial tax rules, equity analysts say. The two com-
panies didn’t return requests seeking com-
ment.

Thus far, however, relatively few Malay en-
trepreneurs have capitalized on the race-
basedinitiativaes. Inthe meantime, some econ-
omists here say those same programs now
threaten to undermine Malaysia’s fortunes by
making it tough for some entrepreneurs—like
Mr. Fernandes—to go up against competitors
in countries such as China, Vietnam and Sin-
gapaore. ,

The predicament of AirAsia, and whether
it should be allowed to develop its own low-
cost terminal, is a case in point. Obstacles to
the carrier’s growth could jecpardize Malay-
sia’s status as an international travel hub—
and damage the country’s best-known global
brand in the process.

All this is distressing to many Malaysians
who believe their country, ltke many other de-
veloping nations, needs to do far more to en-
courage home-grown entrepreneurs.

Since taking office in April, Prime Minister
Najib Razak, a Malay, has rolled back some as-
pects of the race-based program—known
here as the New Economic Policy—to lure
more foreign investors. He recently issued
new rules allowing foreign investors to enter
selected service, financial and legal busi-
nesses without having to give up equity to lo-
cal ethnic-Malay partners. Companies listing
on the local stock market, meanwhile, will be
required to allocate 12.5% of their shares to
Malay investors, compared with 30% before.
Mr. Najib also urged a leve! playing field be-
tween state-owned bhusiness and privately-
owned competitors.

“The world is changing quickly and we
must be ready to change with it or risk being
left behind,” Mr, Najib told an investment con-
ference June 30. But he stressed in an inter-
view that “we mustn’t lose sight of the overall
objective of a more equitable and just soci-
ety.”

Malaysia China Vietnam

Indonesia

Some Malay hard-liners warn that the gov-
ernment has gone too far. Ma’amor Osman,
leader of a local activist group of Muslim Ma-
lays, describes Mr. Najib as “a dangerous lib-
eral” who could destabilize Malaysia’s fragile
ethnic balance, while some protesters have re-
eently marched in support of Malay rights.
The country’s Malays comprise just over half
its population, and many can’t re-
member a time when they weren’t
entitled to any special privileges.

Affirmative action programs
provoke controversy wherever
they appear. In the U.8., President
Barack Obama’s election victory
has injected some fresh life into a
debate over whether race-based
preferences for university places
or government jobs are still needed
or desirable. India’s efforts to im-
prove the lot of people born on the
lower rungs of that country’s caste
system were a major factor in elec-

tions there this year.

~ Proponents of the NEP say the

measures helped create a stable

country attractive to foreigninves-

tors who built electronics facto-

ries, chip plants and other busi-

nesses here. This foreign investment, along
with the discovery of oil in Malaysian waters,
helped drive the country’s economic growth
from the 1970s to the 1990s.

“The idea was to grow the pie so every-
body could have a larger share,” says Raza-
leigh Hamzah, an aristocrat picked by the gov-
ernment in the 1960s and 1970s to set up
banks and run other state-controlled busi-
nesses.

Nonetheless, some non-Malay husinesses
had to hand over 30% of their equity to ethnic-
Malay partners. The government also intro-
duced quotas reserving 55% of the places at
Malaysia’s state universities to Malay stu-
dents, forcing others to educate their children
at expensive private colleges or overseas.

Last year, AirAsia’s Mr. Fernandes chal-
lenged the power of Malaysia’s government-
linked companies. Instead of paying landing
fees, passenger-service charges and other
dues set by Malaysia’s state-owned airport
company, he proposed that AirAsia build its
own airport facilities, including the construe-
tion of a Disneyland-style resort, and set its
own, lower rates.
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Behind the expansion plans are several
other practical concerns. AirAsia’s current
terminal at the main Kuala Lumpur Interna-
tional Airport complex is little more than a
glaritied cargo hanger. Passengers await
boarding calls huddled in groups, like at a bus
orrailway station, and walk across the tarmac
to their planes. Other international airlines,
by contrast, operate from an ultramodern ter-
nrinal nearby where passengers are whisked
to their departure gates on a sleek monorail
train,

When the global economic crunch hit, Mr.
Fernandes, an ethnic Indian, expanded
through the stump, launching several new
routes and increasing AirAsia’s capacity by
nearly a fifth in a bid to lure customers from
traditional airlines. Net profitin the first quar-
ter hut 203.2 million ringgit, or $57 million, up
26% from the same periodlast year. Still, AirA-
siais $2 billionin debt—partly the result of its
rapid expansion. To keep the business aloft
and healthy, Mr. Fernandes argues that AirA-
sia needs cheap, but effective airport facili-
ties.

AirAsia also plans to use its base in Kuala
Lumpur as a hub for a new long-haul service
calied AirAsia X, which counts Sir Richard
Branson’s Virgin Group among its major
shareholders. AirAsia X currently flies to Aus-
tralia and Britain, but Mr, Fernandes hopes
the airline will soon serve the U.S., too,

The Malaysian government initially
agreed with AirAsia’s plans and consented to
the $460 millien airport project. Then, in Jan-
uary of this year, local bureaucrats began
pushing back. State investment fund Khaza-
nah Nasional Bhd. objected to Mr. Fernandes’s
ptans. It insisted that if a new facility was to
be built, it should be erected and managed by
one of its closely held assets, Malaysia Air-
ports, at the existing airport complex.

Another of Khazanah’s assets, Malaysia
Airlines, also stood to lose from AirAsia’s ex-
pansion. That spurred concerns in the indus-
try that Khazanah was attempting to protect
its own investments rather than help fuel the
growth of AirAsia, which last year accounted
for 40% of ali passengers coming through
Kuala Lumpur International Airport.

Khazanah officials didn’t respond to re-
quests for comment. A representative of the
state investment fund said it objected to the
AirAsia plan because there was an existing air-
port complex and building another one was
an unnecessary expense.

Still, Malaysia’s government quickly re-
versed course after Khazanah
flagged its objections. Mr. Najib,
deputy prime minister and finance
minister at the time, instructed
state-run Malaysia Airports Hold-
ings and AirAsia to work out a possi-

ble compromise: Malaysia Airports
ceuld build and run the new termi-
nal, but to AirAsia’s specifications.
It seemed like a win-win solution at
the time, AirAsia officials said.
But after five months of talks,
Mr. Fernandes and other AirAsia ex-
ecutives say they still have no idea
the kind of fees they will have to
pay. They have suggested passenger
service charges of 10 ringgit for in-
ternational flights and six ringgit
for domestic flights, a discount
from the 25 ringgit AirAsia and
other airlines usually pay because
of the limited budget services AirAsia offers.
Malaysia Airports officials didn’t respond to
requests for comment on the new facility’s fee
structure but said architects and contractors
for the project are now being selected.

InaMay 26 letter to the chairman of Malay-
sla Airports, AirAsia Chairman Aziz Bakar
warned that high airport charges would “de-
lay the launch of new routes,” discourage tour-
ists and “place in jeopardy this economic
boon for the nation.” AirAsia may also slow
down its fleet expansion, at least for its
shorter-haul sector, said the letter, which was
reviewed by The Wall Street Journal.

Some airline analysts say AirAsia may be
able to adopt a hard-line stance in its negotia-
tions because of the sheer quantity of passen-
gersitchannels through the Kuala Lumpur In-
ternational complex. “The airport had been
languishing somewhat before AirAsia came
along,” says Peter Harbison, director of the
Centre for Asia Pacific Aviation, a Sydney, Aus-
tralia, consulting firm.

Already, the carrier is bringing people
through Malaysia who might not have other-
wise come. One such tourist, Domingo Buena-
seda, from the Philippines, recently strolied a
Kuala Lumpur mall. “A friend was getting mar-
ried in Bali, Indonesia, and fiying on AirAsia
was the cheapest way of getting there,” he
said. “Stopping off in Kuala Lumpur for a few
days for the connection seemed like a good
idea.”

No one knows when, if ever, AirAsia and
Malaysia Airports will be able to thrash out a
deal. Singapore this year allowed AirAsia to
fly from the city-state to other countries for
the first time, after rebuffing Mr. Fernandes’s
overtures for seven years. That means AirA-
sia could potentiatly use Singapore as a hub in-
stead of Kuala Lumpur.

A spokeswoman for the Civil Aviation Au-
thority of Singapore says the city’s airport is
offering incentives to all airlines to fly from
Singapore—AirAsia included.

—Shai Oster in Beljing
contributed to this article.
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IMF sees recession ending in late 2009

Recovery hinges on strength in developing cconomies, fund says, as advanced nations still face high risks, debt

By Tom BARKLEY

WASHINGTON—The global econ-
omy should emerge from recession
by the end of the vear thanks to
strenglh in major developing coun
tries such as China and India. the In
ternatienal Monetary Fund pre-
dicted Wednesday.

Advanced ceonomies continue
1o lag hehind, facing risks from on-
finished work shorving up financial
sectors, as well as new concerns
from the piles of debt governments
are amassing fromn crisis measures.

“The worst is behind us, and the
recovery is coming,” the IMF's chief
economist, Olivier Blanchard, said
at a news conference to discuss the
fund's updated globhal forecasts.

He warned that the recovery will
likely he fragile, as the overlever-
aped global financial systemcontin-
ues to cast a shadow aver the eco-
nomicoulloolk, He urged palicy mak
ars netl Lo become complacent
about market improvements, say-
ing that if suppertive monetary, fis-
cal and financial measures are re-
moved 100 soon “there wonld be a

preat risk that the recovery falters.”

Whenasked about the vecent re-
frenchment in global markeis, Mr.
Blanthard said investors are learn-
ing that the recovery will likely he a
weak one.

Inthe report, the IMF predicted
financial institutions will face
“somewhat lower™ write-downs on
had debt than expected in the April
report, when it estimated that glo-
hal losses could top $4 trillion
through nexi. year.

Jose Vifials, director of the mon-
etary and capital-markets depart-
ment, said the Tund is still revising
that figure. But he said it is reason-
able 1o assume thal loan charge-
offs and mark-to-market losses on
securities held by U.5. and Euro-
pean hanks wowld be smaller given
the rebound in markets.

The IMF upgraded its outlook
for 2010 and revised down this
year’s forecast. The world econ-
omy is expecied to contract 1.4% in
2009 instead of the 1.3% decline
the fund predicted in April.

The IMF now foresess a 2.5% re-
hound in global growth in 2010

That is up from a 1.9% growth esti-
male in April, as well as a 2.14%
prowth forecast cited by The Wall
Street Journal last month from a
briefing prepared for ministers of
the Group of Eight leading nations.

G-8 teaders are gathering in Tt-
aly this week to discuss progress in
cothbating the ghobal crisis, which
finally appears to he losing steam.
Encouraged by recent improve-
ments in both markets and eco-
nomic activity, the leaders are ex-
pected to focus more on devising
exit strategies for when a recovery
takes hold.

The IMF said it is too soon for
governments to start unwinding
crisis measures but clear and coor-
dinated exit strategies should he
laid out Lo avoid a pelential wave of
turmoil in sovereign-debt markets.

Mr, Blanchard said govern-
ments should also prepare for the
passibility of extending stimulus
measures.

“It may well be that if the recov-
ery turns out to be very weak, a bit
weaker than we forecast, govern-
ments may actually have to con-

tinue the Tiscal stimuwlus,” he said.
Any new stimulus should be cou-
pled with measures to ensure a re-
turn to fiscal stistainability, he sajd.

The IMF said brighter prospects
for the U.5. and Japan led to a het-
ter oullook for advanced econo-
mies, though activity isn’t ex-
pected to pick up until the second
half of 2010. The group is forecast
to expand at a2 0.6% pace in 2010 in-
stead of the previous estimate for
zero growth, but is still forecast to
contract 3.8% this year.

The U.S. economy is projected
to decline 2.6% this year, then stage
a0.8%recoveryin 2010. Those fore-
casts, an improventent from April
forecasts for a 2.8% declinein 2009
and zero growth in 2010, are close
to revised figures released last
month in the IMF’s annual review
of the U.S. economy.

Japan's economy also is show-
ing signs of stabilization, with ag-
gressive fiscal policies and
strengthin regional economies ex-
pected to provide further support
to growth, the fund said. The econ-
omy is expected to contract 6% this

year, instead of a previous forecast
of a 6.2% decline, with the 2010
prowth estimate raised to 1.7%
from 0.5%.

China’s outleok improved the
most, with the 2009 estimate
raised Lo 7.5% from 6.5% and the
2010 forecast lifted to 8.9% from
7.5%. Mr. Blanchard said China’s
biggest challenge in coming years
will be shifting to an economy
driven more by consumplion,
rather than investinent.

India’s forecasts were revised
up by 0.9 percentage point over the
April estimates, with the econemy
expected to grow 5.4% this year and
6.5% in 2010.

5till, Mr. Blanchard dismissed
theidea that Asiamay be decoupling
from the world economy, saying the
region can’t recover on its gwn.

The euro areais expectedto con-
tinue to lag behind other advanced
econemies inemerging from there-
cession. The region is forecast to
contract 4.8% this year and 0.3% in
2010, compared with earlier expec-
tations for declines 0of 4.2% in 2009
and 0.4% next year.



By Briaul Glossermman

If demography is desting, Japan is in
rouble. The country 1s the “grayest” in the
world, and its population is shrinking.
These 1wo davelopments will sap Japans
geonmuic vitality, But little attendion has
been paid to how this ehanging demo-
graphic profile could aifect regiomal secu-
rity and V.S, slrategic imer
ests in Asin. Because the alli-

ance with Japan is the corner- An aging

population will

impact regional
security.

stone of the United States’ en-
gagement with Asia, Amert:
can policy makers need {0 be-
gin developing a strategy
that prepares the alliance for
this impending shitt.

To understand the ur-
gency of the situation, consider that 21.5%
of Japan's population is age 65 or more—a
share that will expand to 39% by 2050. And
while Japanese now enjoy a life expectancy
of 81.25 years, the population is shrinking
as fewer children are born. Today, there
are 127 million Japanese, but that number
is expected to drop by around 30% by
2055, when the population will reach 89
miltion. The main culprit is a plummeting
fertility rate.

The economic implications of this demo-
graphic transition are well known. As the
number of working-age citizens shrinks,
economic growih will slow, tax revenues
will fall and government budgets will he
squeezed. The cost of doing business will
rise and investment capital will seek more
dynamic markets. Japan will continue to
be rich, but the country will be living off
its wealth, not creating i, According to an
estimate by McKinsey Global Institute,
household wealth will enter an absolute de
cline over the next two decades, and by
2024 it will have returned to 1997 Jevels.

The strategic implications of this shift
are equally important. Japan’s demo-
graphic transition will act ag a guillotine,
cutting off the country’s policy options.
Most simply, budget priorifies will shift.
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Health cire, currently underfunded, will be-
come a considerable dram on the govern-
went purse. Delense spending —always i
tough sell in Japan--will feel a tighter
pinch. Recruitiment for the Self Defense
Forces, alveady diflficult, will get harder,
The reluctance of some Japaneseg (1 see
their country assime a higher securily role
will he intensitied as the population geys
older and more risk averse,
Japim will be reluctant to
send its most precious asset-—-
i15 youth - -into combat,

Other forces will reinforce
Japan’s increasingly inward-
orientation. Foreign aid and
investiment have laid the
foundation for Japanese en-
gagement with Asia (and the
world), But as the domestic economy dwin-
dles, official development assistance and
the investment capital that lubricated for-
eign relations will shrink. This will dimin-
ish Japan’y status in Lhe region as other
countries replace Japanese funds.

All won’t he negative: The demographic
transition will make it difficult, if not im-
possible, for other regional powers to de-
monize Japan as in the past. The bogey-
man of remilitarization could he laid to
rest for good. This will help eliminate aone
of the most important obstacles to re-
gional cooperation and provide a real impe-
tus for Asian solutions to Asian problems.

However, Japan's evolution also creates
challenges for its neighbors. Will China
treat its former rival with dignity and re-
spect, forging a genuinely cooperative rela-
tionship? Or will Beijing muscle Tokyo
aside and assume the leading role in Asia?
A solid Tokyo-RBeijing axis could provide
the cornerstone of genuine Asian integra-
tion, just as the Paris-Bonn link drove Fu-
rope’s community-huilding process.

Seoul will also be at a crogsroads. 1t
conbd give venl to its long suppressed an-
get aver Japanese colenization ol the Ko-
rean Peninsula and i1s junior status in the
region. Or the South Korean government

New Policies for an Older Japan

could reach vul to a conntrey with similar
interests, values and concerns to forge
torward-looking pacinership of like-
minded nations,

No relationship witl be more affected by
the demographic change that that of the
U.s, and Japan. The pew Japanese mindset
poses a direet challenge 1o the evoluiion of
the U.S.-Japan security albance over the
last decade. This period has been cluaracter-
ized by pressure from Washington for To-
kyo 10 “put hoots on Lthe ground” in trou-
ble spots like Irag and Afghanistan. Yet par-
adoxically, at the very same time Japan
will be fending off U.5. requests to do muere
militarily, Tokyo is likely to Lry to move
even cieser 1o the
.5, in response
to 115 straitened
econemic circum-
stances and a
fear that it is be-
ing eclipsed by a
dynamic, rising
China.

The U.S, needs 120
to he prepared

Going Gray

150 million

for these contra- 90
dictory impulses
and adjust how it 60

engages Japan ac-
cordingly. First, it 30
must abandon

Japan’s total population versus percentage of
population aver 65, 1980-2050

&% Totat popalation {lef{ scate)

ton pushies Tokyo harder to make military
rontributions, it risks politivizing the alli-
ance dnd undermining its support in Japan.
Third, the .50 should create and
strenglhen regional institutions. Regional
securily mechanisms can pick up the slack
as the US -Japan alliance evolyes, Other
cennomic and political organizations cin
minimize tensions in the region. This pro
cess should begin soon, while Japan has
more influence to maxinize its leveruge dur-
g the creation process. Washington and
Tokyo should stop sceing their bilateral alli-
ance and multilateral institutions as zero-
stn alternatives, The U.S, should not see
this process as a threat to its interests; in
stead, it should
trust Tokyo o
see that its inter-
ests are re-
spected in these
diseussions. That
wotld constitute
504 a new form of
burden sharing.
40 Finally, the
U.S, has to get ity
30 own econpmic
house in order.
20 Washington has
relied on Japa-
W npese savings—
along with those

=Over 65 {right. stale)

the quid pro quo
mindset that of-
ten characlerizes
alliance discus-
sions. Japan will have considerably less to
contribute 10 the alliance, bt that showld
not mean the alliance is less important, Dis-
cussion should focus on how Japanese con-
tributions serve larper public and regional
interests. Japan niust o its part and come
up with ereative ways lo share hurdens
and responsibilities.

Second, lhe 1.5, should shift the allj-
ance's center of gravity away from military
issues, Japanese engagement in this area
will become more problematic, If Washing-

1980 1990 2000 2010 2020 2030 2040 2050
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of China and
other Asian na-
tions—1o finance
its profligacy. As
Japan ages, it will no longer have those
funds to lend o the U.5. This is a potentially
wrenching adjustment for America—ene
that might produce some premature aging
of ils own.

Mr Glasserman is executive divector of Pa
cific Forum CS1S, a Honolulu-based think
tank. This article is drawn from his reeent
study, co-authored hy Tomeko Tsunoda,
"The Guillotine: Japai's Demographic Trans-
formation and Its Secority Implications.”
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Najib looks to
be radically different

Malavsia

The premier has
defled expectations
he would support
the pro-Malay
status quo, writes
John Burton

en e assumed power as
clavsian prime minister
April. Nanb Razak was
iszed as a defender of
e status quo. He was seen
as a staunch supporter of
she inrerests of the United
Maavs National Orzanisa-

which has led the
airv's cealitlen govern-
nt since independence
o Brizaln in 1857

<2 was expected to con-
cmue tie legacy of his
er. who as prime minis-
r in the late 1970s intro-
duced the divisive policy of
Jiving preferential treat-
ment to the ethnic Malay
majority in business and
savernment jobs under
whar was known as the
New Economic Policy.

But, in the 0 days since
ke wook office, ¥r Najib has
surprised many observers
by introducing economic
reforms that exceed those
undertaken during the five
vears of Abdullah Badawti,
his ineffectual predecessor
who was once hailed as an
agent of change.

The prime minister yes-
terday took a big step
rowards dismantling the
pro-Malay econcmic policy
nv ending a long-standing
rule that ethnic Malays
must held a 30 per cent
stake In companies in most
industries. The equity
quota will be reduced to
12.5 per cent and new rules
tor additional rights issues
wili dilute it further.

Many analyvsts belleve
that Mr Najib has little
choice but to take bold
action if he wants to stay in
power and fend off a grow-
ing challenge from the
opbposition, led by Anwar
Ibrahim, which has criti-
cised the government for
widespread ccrruption.

The referms are meant to

T

reverse a decline in the
competitivensss of Maay-
sia. Asia's third most trade-
dependen: ecanomy. The
global financiai crisis has
axposed the weakness of
important axport industries.
such a3 electronics. The
govarnment: expects that
the economy could contract
by as much as 3 per cent
thig vear

“Oniv someone with the
stature of Najib in Umao
could push for the changes
tnat ares needed.” said a for-
gign pclitical consultant.
referring io the fact that the
prime minister has much
stronger roots in the ruling
party than Mr Abdullah
did.

“He has taken the smart
step of taking the more
painful decisions early in
is administration.”

¥[r Najib has tried to lib-
eralise some service indus-
tries, such as education and
healthcare, to attract for-
elgn investmen: as Malav-
sia seeks to reduce its
dependence on export man-
ufacturing, He sought to
revive economic growih
this vear with a M3cobn
(317hn. €12bn. £10bn) stimu-
tus spending package. at
the cost of increasing the
budzet deficit to nearly
8 per ceni of gross domestic
product.

Another contentious
move has been to seek
investment from Singapore
for a new economic zone,
the Iskandar Development
Regicn, near the border
with the city state. Rela-
tions between the two coun-
tries have been frosty since

_they dissolved a brief union

in 1965 owing to differences
over racial preferences.
Malay nationalists,

Jincluding Mahathir Moha-

mad, the former prime min-
ister, warz: that lnvesinent
from the richer. etanic Chi-
nese-dominated Singapors
amount to a form of "nec-
colonialism.”

Mr  Najib sscugnt o
improve ties by visiiing
Singapare in May., In
return, Lee Kuan Yaw, the
influertial founding father
of independent Singapore.
made ane of his icngest vis-
its to Malavsia szince the
1863 spliz, on a ~fact{inding
tour”.

[n diluting the New Eco-
nomic Policy, Mr XNajib
faces a potential backlash
from the vested inerests of
Umno members znd sup-
poriers who have enjoved
privileges for nearly 40
vears. This has provoked
scepticism about hew far
Mr Najib is willing 0 go n
his reforms.

“It’s a brave move.” said
Stephen Hagger ai Crediz
Suisse in Kuaia Lumpur,
about the propeosal to cut
the ethnic Ma.ay equlty
stake requirement. "But the
devil, of course. will be in
the detail as to how tha:
actually happens. There is a
lot more work to be done.”

Mr Najib is hoping that
the reforms will win back
the support of disaffected
ethnic Chinese and Indians.
who protest that the pro-
Malay quotas discriminate
against them. The minori-
ties largely supported the
oppesition in the March
2008 elections, which deliv-
ered the biggest elactora:
setback to the government
since independence.

The recent changes
be having an impact.
opinion peoll suggests that
the government is at least
regaining the support of
ethnic Indians.

may
One
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Bold Malaysia

The government is right to cut back on ethnic quotas

Bad economic times can often lead
to rising ethnic tensions and
bigger government. But a bold
reform in Malaysia shows that nei-
ther development is inevitable.
The Malaysian government has
just radically reformed its long-
established policy of ethnically-
based economic quotas.

This policy shift shows that it is
still possible to react to a deep
recession by liberalising the econ-
omy rather than by increasing gov-
ernment contrels. Elsewhere in
Asia, India’s government is also
promising to renew liberal reforms
in the teeth of a global downturn.

Malaysia's reforms are also a
reminder that policies of “positive
discrimination™ should never be
set in stone.

In 1971 Abdul Razak, the prime
minister of Malaysia, introduced a
New Economic Policy for his coun-
try. based on discrimination in
favour of ethnic Malays. Almost 40
vears later it has fallen to his son,
Najib Razak, who became prime
minister in April, radically to
reform one of the most important
discriminatory policies. The rule
that Malays must own 30 per cent
of most local companies was long
regarded as the key to ensuring
that thev joined the property-
owning boss class. But the equity
quota for Malays has just been cut
back to 12.5 per cent.

Efforts to improve the lot of eth-
nic Malays - the majority group in
Malayvsia - were inevitable in the
early 1970s, given the social and
ethnic tensions of the time. But
the country is now a very different
and much richer place. Malays are
well represented in the professions
and vastly over-represented in the
country’s public sector. The policy
of guotas for Malay shareholders
long ago degenerated into a system
of privileges for well-connected
insiders, rather than a genuine
assault on poverty. Meanwhile,
ethnic Indians and ethnic Chinese
were discriminated against.

it is bold of the Malaysian gov-
ernment to cut back on ethnic quo-
tas during a deep recession —~ when
people are inclined te fight to hang
on to their privileges. It is also the
right move. When the whole of
east Asia was booming, foreign
investors were happy to overlook
the peculiarities of the Malaysian
market. But now that the competi-
tion for capital is hotting up, coun-
tries would be foolish to put
unnecessary obstacles in the way
of increasingly picky investors.

On one level, Malaysia’s decision
to reform its policy of ethnic pref-
erences shows that the country is
having to respond to tough times.
But, more importantly, it also
illustrates just how much progress
the country has made since 1871.
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How India must change if it
1s to be an advanced economy

Martin Wolf

What will the world econamy -
indeed. the world - look like after
the financial erisis is over? Will this
prove to be a mere blip or someth
more fundamental” Much of the
answer will be provided by the
performance of the two Asian gants,
China and [ndia. Rightlv or wrongly,
it is widely accepted that China will
continue to grow very rapidly. B
what is the likely future for India”

[ attended debates on this question
in Mumbai and Delhi two weeks ago
The occasion was the launch of a
report prepared by the Centennial
Group for this vear's Emerging
Markets Forum.* [t addresses a
provocative question: what would
need to change if India were w0
become an affluent couniry in one
generation” The answer s a great
deal. But one thing is clear: after the
performance of the past three
decades. the goal is not absurd

Since 1950 the average living
standards of Chinese and Indians
have, for the first tme in the
histories of these two anecient
civilisations. experienced a susiained
and rapid rise. [n one generation,
India’s gross domestic product per
head rose by 230 per cent - a irend
rate of 4 per cent a vear. This would
seem a fine accomplishment i
China's had not increased by 1.090
per cent - a trend rate of 8.7 per
cent. Yet even if India has lagged
behind. the change has heen la
enough for aspiration to replace
resignation as the ethos of a jarge
and rising proporton of indians

The recent past offers at least four
further reasons for optimism. Firsto

the rate of growth has been
accelerating: over the five vears up
to and including 2008. the average
annual rate of econpmnic growth was
8.7 per cent, up from 6.5 per cent at
the previous peak in 1999. Second,
vastly higher savings and investment
underpin this acceleration, with
gross domestic savings up 10 38 per
cent of GDP in the financial year
2007-08. Third, India’s economy has
globalised, with the ratio of trade in
goods and services up to 31 per cent
of GDP in the last quarter of 2008,
up from 24 per cent a decade before.
This s not far behind China's 39 per
cent of GDP isee chartl.

Finally, the democratic political
system, for all its frailties. works,
indlan democracy is a wonder of the
political world. What happened in
the past election seems a hig
development - the re-election of a
Congress-led government. with a big
increase in the party’s seats. It is
widely believed that this reflects a
choice of competence over caste and
secularism over sect. Not least, the
alectorate registerad approval of the
competence and integrity of
Manmohan Singh. the prime
minister. I have been luckv to have
known Dr Singh for three and a half
decades. I admire nohoedy more. |
only hope he is prepared to use his
possibly final pericd in office holdly.

50 what needs to happen if Indians
are to enjov an affluent lifestyle?
The answer, suggests the report, is
that India must sustain growth at
close to 10 per cent a year over &
generation. This is nut inconceivable:
China has managed that. from a
lower base, over three decades. But
it is a massive task, particularly for
so huge, diverse and compiex a
country. Extraordinary change would
have to occur. inside India and in
India’s relationships with the world.

For this to be conceivabie, at least
four things would have to happen:
the world must remain peaceful: the
worid economy must remain oper:

India must aveid the stagnation into
which many middle-income countries
have fallen: and, finally. the resource

. and environmental implications of its

rise to affluence must be managed.
Moreover, India itself must
overcome three big challenges:
maintaining, indeed strengthening.
social cohesion at 2 time of economic
and social upheaval; creating a
competitive and inngvative economy:
and plaving a rele in its region and
the world commensurate with the
country's size and rising imporiance.
In fundamental respects, India must
turn itself into a different countrs,
Not least, as the report makes

. clear. India would have to be

governed quite differently. In India
a vigorous. albeit 100 often corrupt.
democratic process has been

ECONOMISTS FORUM

Visit our online forum, where some
of the world's leading economists
debate topics raised in Martin Wolf's
regular Wednesday column:
www.ft_com/econforum

A —

superimposed on the “mindsets
institutional structures and practices
inherited from the British Rai”. India
has prospered despite government,
not because of it. It is a miracle that
the glant has fared as well as it has.
But if this country is to prosper it
must create Infrastructure, provide
services, promote competition.
protect property and offer justice,
The country must move from what
the report calls “crony capitalism
and petty corruption” w something
different. The guality of government.
now believed to be deterlorating,
must, instead. radically improve
Just how far the transformation
would have to go is shown by the
“seven inter-generational issues™ onh
which this report focuses: first,
tackling dispariaes, not least amcng
social groupings. but without further

entrenching group-based entitlements
and group-based politics: second
improving the environment,
including the global environment:
third, eliminating India’s pervasive
infrastructure bottlenecks: fourth.
transforming the deiivery of public
services. particularly in India’s
ill-served cities: fifth, renewing
education. technological deveiopment
and innovation: sixth. revoluiionising
energy preduction and consumption:
and. finally. fostering a prosperous
south Asia and becoming a
rezpnnsible global power.

I ~ake two big things from the
analvsis in this report. one for India
and another for the world.

For India. | conciude that even

~sustaining recent performance is

going to be really hare. The era
when the country could prosper jusy
by siopping government from getting
in the wav is ending. india now
requires efficlent. service-providing
government by competent
technocrats and honest politicians

Of course, many foolish interventions
stiil need to be removed. The

- government also needs to refocus its

limited energy and resources on s
eszential tasks, But it must also be
able to perform these tasks far more
effectively than it can today,

What [ take for the world is that
Incia. for all the huge challenges it
condronts. is ltkely to continue lts
rize. if more slowly than the report
assumes. The job of adjusting the
familiar western wavs of thinking
about the world to the new realities
has hardlv begun, Within a decade a
world in which the UK is on the
United Nations Security Council and

" India is not will seem beyvond
- lauzhable. The old order passes. The

sooner the world adjusts. the better

* hndic 2039 An Affluenit Society in
CUme Generanion’ Asian Development
Bank 2009

martin.wolf@ft.com



William Rhodes

© arc now at a dangerous
juncture in securing gio-
bal economic recovery.
The choice is between
making a determined effort fully to
implement the pledges made in the
last two summits of the Group of 20,
or to pursue the beggar-thy-neighbour
path so disastrously taken in the
1930s, Unemployment is rising and,
despite stimulus packages from Wash-
ington to Beijing, it will stay at very
high levels for some time. In response,
many politicians will push for trade
and investment protectionism -
indeed, they are already doing so.

1 have been a banker for more than
50 years. mostly In international
finance, and for the most part it has
been an incredible journey, as con-
stantly expanding trade and invest-
ment lifted nations from the wreckage
of wars and recessions, contributed to
extraordinary rises in incomes and
sirengthened discourse among peo-
ples. But never in this period have we
seen an economic and financiai crisis
as formidable as the current one. We
need to recall that it was the Smoot.-
Hawley provisions of the 1930s that
amplified and extended the Great
Depression and that it was protection-
ist retaliation by key powers that con-
tributed to the disastrous security ten-
sions that emerged in that period.

Action is needed now to aveid such
an outcome, and the place is the
Group of Eight summit starting today
in Italy. President Barack Obama and
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Rich nations must act on free trade

his partners must transtorm the
unfulfitled rhetoric of the G20 into a
confidence-building plan. The G20
leaders in April committed to “pro-
mote global trade and investment and
reject protectionism, to underpin pros-
perity™.

The G§ should provide the answer
to a question that Pascal Lamy,
director-general of the World Trade
Organisation, has been asking with a
mounting sense of frustration: “When
will participants be ready to come
back to the table at the political
level?”

The seats for top officials at the
Doha trade round table remain empty.
And not only are the G20 commit-
ments to pursuing the Doha round
being seen as hollow, but a series of
free trade agreements that the last US
administration negotiated with
Colombia, South Korea and Panama
continue to languish in Washington,

Meanwhile, protectionism continues
its rise in insidious ways. Very
recently, the House of Representatives
included trade protectionist provi-
sions in the climate change and
energy conservation bill, while earlier
this year such provisions were added
to the economic stimulus package.
Fortunately. Mr Obama has been
swift to speak out against these meas-
ures, but the congressional actions
reflect rising political pressures today.
Other countries are implementing
similar protectionist regulations or
requirements. including calls to “buy
domestically” or to limit the issuance
of work visas.

It is precisely the danger of one
country retaliating against another’s

trade restrictions, leading to an ever
maore threatening spiral of restrictions
and tensions, that is now the gravest
risk. There are indications of this, for
example, in the financial area. In
response to the financial erisis, gov-
ernments, ane by one, are moving to
stabilise their domestic situations by
imposing inward-oriented measures
on financial services firms, such as
requiring them to curb foreign lend-
ing and boost domestic credit. Such
provisions penalise developing coun-
tries in particular, while, more gener-
ally, undermining the flow of capital

The danger of countries

retaliating against trade
restrictions, leading to a
spiral of tensions, is now
the gravest risk

across countries. This raises the costs
of trade finance and it undermines
foreign direct investment. These
measures exacerbate the more than 16
per cent plunge in global trade that is
likely this year.

The proliferatien of domestic-
oriented finance measures not only
fragments the international financial
svstem, but risks its disintegration.
This will compound the damage done
by rising nationalistic trade actions.
Combine the finance and trade protec-
tionist measures, and the potential for
a slowing of economic recovery moves
frem a risk to a certainty. It could
preiong the pain of the economic

downturn on the millions of people
and businesses who are suffering
from the current crisis, while threat-
ening the fabric of international
understanding and co-operation
between governments.

[n recent davs, both Mr Lamy and
Robert Zoellick, World Bank presi-
dent, have publicly expressed the
need for urgent action to combat pro-
tectionism. Yet, on the eve of this G8
summit there is still no indication
that the meeting will show that the
full dangers of current trends are ade-
quately understood at the highest lev-
els of the governments of leading
industrial nations. For example, it is
likely that the G8 will announce new
development assistance measures to
support a major expansion of farming
in the world's pcorest countries,
rightly seeing this as a better way to
spend aid than consistently providing
emergency food supplies. But this
new initiative will fail unless the lead-
ing indusirial countries open their
own markets to a considerably greater
degree to food imports from the devel-
oping world; right now there is scant
indication that the G8 powers are will-
ing to do this.

The time has come for the G8 to
move from rhetoric to action to guard
gur glebal trading and investment
system. In the US we also need to
send the right signals to our friends
abroad by ratifying Lhe bilateral trade
agreements that have already been
negotiated and by actively pursuing a
free trade agenda.

The writer is senior vice chairman of
Citigroup
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Unity on economy proves elusive

Leaders can only
paper over cracks
Germany and UK
split on stralegy

By George Parker
I L"Aquila

The Teadeys of the richest
countries  yesterday failed
to aygrree noconeerleld strat-
ngy Lo boost the global
economy, in the face of
diverging views on the stain
of tha recovery ad what (o
o next,

Angela Merkel, Gorman
chanceklor, wanied the
Group of Kighl ialks to
focus on an “exit strategy”
to plot an unwinding of
hage fiseal and monelary
stimulus packnges, a sign of
her concerns abotd rising
haprowing and inflalijon.

Mher leaders, such as
Gordon Brown, DBritain’s
prime minister, argued such
fatk was premature when
the world sull fiaeod oco.
nomic dangers, while others
called For rich countries to
implement  existing  stimu-
lus plans,

Amid often conflicling
seonomic forocasts the
International Monetnry
I'und uppraded its 20100
growth Torecast veslerday
hut warped of a sluggish
recovery - the hest the sim-
miteers could do was fo
paper over the cracks,

"Exit stralegies will viry
from country to connlry
dopeniding on domestic eco-
nomic conditions and public
finanees,” leaders of the 1S,
Japan, Gormany, Britain,
France, ltaly, Canada snd
Russin, =aid in a Jdrap
stalemed

Barack Obnina, US prosi-
dent, has lefl the door open
for urther stimulus meas-
ures, although he =said
sprnding more borrowed
money was “potentinlly
counterproduciive”,

Meanwhile, Mr HBrown
warned that the GR sunmnit
shontd be a Msecond walko-
up eall™ about the eonfin-
ued threat to 1he world
eeanomy, following  April's
Group of 20 summit in
Londan. The UK prime
minister believes thal vising
ail prives, protectionism
and high nnemployment
could undermine a fragiie
ceOmnomy,

Stephen Harper, (ana-
dian prime minisler, oceu-
pind 1he middle ground,
saving the firsl priority was
to spenil wisely what huad
already een conmpmitied.

“Waooonole some signs of

Plans and action

Yesterday's highlights
and today’s agenda

®In the climate change
draft communigué, G8
leaders agreed to limit
-increases in average global
temperatures to 2°C

#® The communiqué on the
economy said: “The
situation is still uncertain
and risks do remain in the
econcmic and financlal
sectors”

® Working sessions today
will be open to the G5
countries (Brazil, India,
China, Mexico and South
Africa) and to Egypt. pius
the United Nations and
the World Bank

stabilisation in our ecano-
mies,” the G8 draft said.
“However, the economic
situation remains uncertain
and significant risks remain
to economic and financial
stability.”

World leaders are
expected to use a Septem-
ber G20 summit in Pitis-
burgh - covering both the
world's richest countries
and its emerging economies
- as a chance to regroup.

However, the leaders did
agree yesterday that $70-§80
was a fair price to pay for a
barrel of oil, according to a
spokeswoman for Dmitry
Medvedev, the Russian
president.,

Persuading oil producers
to agree to such a price
range - ahd finding a mech-
anism to enforce it — remain
much tougher questions.

Nicolas Sarkozy, French

president, and Mr Brown
have argued for a price
range to be set, facilitated
by more transparency over
supply and demarmd for oil
and by making markets
mare open.

Meanwhile, G& leaders
did not discuss the role of
the US dollar as the key
global currency during the
talks on the economy, a
Japanese government offi-
cial said.

China had asked for a dis-
cussion of the dollar's role
as world reserve currency,
though it said the dollar
would continue to be the
leading reserve currency for
yeats to come. The idea of
questioning the role of the
dollar in the midst of an
economic crisis did nol
appeal to other G8 leaders.

Editorial Gomment, Page 8
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Fund marks up
growth forecasts

Recovery 1s on its way,
says chief economist

By Krishna Guha and Sarah
Q'Cannor in Washington and
Michael Mackenzie in New York

The world economy is starting
to pull out of recession, the
International Monetary Fund
said vestercay. marking up its
growth forecasts for next year
and hinting that it mayv reduce
its estimates for bank losses.

“The recovery is coming.”
sald Olivier Blanchard, IMF
chief economist. Bui he cau-
ticned “it is likely to be a weak
recovery” and sald policymak-
ers needed 1o guard against eco-
nomic and financial risks.

[nvestors  signalled  their
doubts about the strength of the
economic recovery by selling off
commodities, notably oil and
gold, and stocks.

The ven. a barometer of rising
risk aversion, also rallied 3 per
cent against the euro and the
dollar.

The [MF report came amid
clashes in the US Congress over
the possible need for additional
fiscal stimulus to fight rising
unemployment.

Republicans attacked the cur-
rent stimulus as a failure, while
Democratic leaders in the House
and Senate sent conflicting sig-
nals as to whether further stim-
ulus might be needed.

The IMF now forecasts gichal
growth of 2.5 per cent next vear,
up from 1.9 per cent in April, led
by strong growth in China and
India, a rebound in Japan and
positive but sub-trend growth in

the US. [t upgraded 13 Zorecasts
tor Eurcpe too, but still expects
the eurozone to contract by 0.3
per cent next vear. with expecrt-
led and bank-financed Germany
declining 0.6 per cent.

The Fund inched down its
forecast for giobal growth this
vear to minus 1.4 per cent.

The IMF did not update its
closely watched estimates for
losses facing banks and other
financial insttutions. which are
under review.

However, Jose Vinals, IMF
financial counseilor, said it
would be reasonable to guess
that the loss estimates would
end up being lowered.

Mr Vinals said markdowns on
securities "would be likely to be
somewhat better now” following
the improvements in financial
markets.

Meanwhile estimates for leoan
charge-offs may be “somewhat
smaller™ because of the upgrade
in the forecast for growth.

However, the IMF warned
against complacency, saylng it
Wwas too scon to implement “exit
strategies” and highlighting sev-
eral risks to recovery.

It urged further efforts to
clean up the banking system,
noting in a report for the Group
of 20, issued alongside 1its
updates, that “bank capitalisa-
tion remains a concern, notably
in Europe.”

The Fund alsc signailed con-
cern that governments on both
sides of the Atlantic had only
“limited” success in dealing
with problem assets.
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Chinese
lead way
with good
signals
trom Asia

By FT reporters

Chinese exports rose 7.5 per
cent last menth from May
as Asia's second-largest
economy generated its high-
est monthly shipments this
year.

Similar signals emerged
yesterday in month-on-
month figures from South
Korea. Japan, [ndia and the
Philippines, although, on a
year-on-vear basis, the data
were uniformly negative.

Wen Jiabao, China's pre-
mier. was quoted in a gov-
ernment statement as say-
ing: "An improvement in
the economy does not mean
the difficult period is over.”

At $85.4bn  (£88.5bn,
£58bn), Chinese exports
were down 21.4 per cent on
a year-on-year hasis though
they were the highest
monthly tally since Decem-

in exports, a substantial net
contributor to economic
growth until the middle of
last year, will add to pres-
sure on Beiljing to push on
with the fiscal stimulus
measures launched last
December.

imports rose 15.6 per cent
from May, while declining
13.2 per cent year on year,

South Korea's economy
appeared to have recorded
its fastest quarterly growth
for 532 years in the April-
June quarter, according 1o
estimates released by the
Bank of Korea as it pub-
lished gross domestic prod-
uct forecasts for 2008 and
2010.

While Japan reported a
record 6.6 per cent year-on-
year drop in preducer
prices for June, the decline
from May was 0.3 per cent.
India reported its fastest
increase in industrial out-
put in eight months, rising
2.7 per cent in May from a
vear before, more than dou-
hle April's gain. The Philip-
pines said its experts in
May rose 10 per cent from

CApril but were 27 per cent

lower year on year.
Boosted by stimulus pack-
ages and low interest rates,

.South Korea's economy

grew about 2.3 per cent in
April-June over the previ-

. ous quarter, following a 0.1

per cent rise in the first
guarter. If confirmed when
Seoul reports GDP data for
the second quarter, that
would mark the fastest
quarterly growth since the
fourth quarter of 2003.

The figures in the BoK's
report would mean the
economy contracted 2.5 per
cent year on year. The BoK
raised its forecast for the

, :  full year, saying the scon-
ber. Continued siuggishness 'omy would contract 1.5 per

cent against its April fore-
cast of a 2.4 per cent con-
traction. It forecast growth
of 3.6 per cent next year.
Reporting by Richard
McGregor in Beijing, Song
Jung-a in Seoul, James
Lamont in New Delhi, Robin
Harding in Tokye and Zach
Coleman in Hong Kong
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To lift economy, Malaysia
breaks its own ethnic taboo

BANGKOK

Barriers to investment
are scaled back for
minorities and foreigners

BY THOMAS FULLER

Najib Razak, the prime minister of
Malaysia, announced Tuesday a major
roliback in the system of ethnic prefer-
ences that has defined the country’'s
political system for almost four decades.

The new policies, announced in a
speechin Kuala Lumpur, would remove
for most companies a reguirement that
they reserve 3¢ percent of their shares
for ethnic Malays, the country’s domi-
nant ethnic group.

The 30-percent rule was once con-
sidered potitically untouchable,and Mr.
Naiib described the change in policy as
a “‘tricky balancingact.”

Resentment over the ethnic prefer-
ences by Chinese and Indians, the coun-
try’s main minority groups, was per-
haps the main factor in large gains by
the oppositionin electionslast year that
nearly dismantled the governing coali-
tion led by Mr. Najib’s party, the United
Malays National Organization.

“We want to be fair to all comrmuni-

ties,” Mr. Najib said after announcing
the measures, most of which come into
effect immediately ‘“No one must feel
marginalized.”

Mr. Naiib, who came to power in April,
also announced major steps toward
lowering barriers for foreign investors.
The government would immediately
eliminate a special vetting process for
foreign companies wanting to invest in,
merge or take over a Malaysian com-
pany, he said.

“The globhal economic crisis i$ ampii-
fying the need to be a preferred invest-
ment destination,” Mr. Najib said.

Foreigners will be allowed to own 70
percent of mutual fund and stock-
brokerage companies, up from the cur-
rent level of 49 percent. Foreigners will
also be able to buy property withoutany
prior clearance from the country’s For-
eign Investment Committee, provided
that it is selling for more than 300,000
ringgit, or about $140,000.

Malaysia's trade-dependent econo-
my, whipsawed by the global economic
crisis, is forecast to contract by 5 per-
cent this vear, and the measures are
part of Mr. Najib's broader plan to
transform Malaysia into developed na-
tion, he said.

Mr. Najib’s announcement leaves
some ethnic preferences intact and
MALAYSIA, PAGE 4



INTERNATIONAL HERALD TRIBUNE

Evaprjﬂ, SULY L, 2@_0977
Ethnic Malays lose quotas
favoring them in business
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comes with caveats. But it dilutes one of
the mostimportant componentsof what
is known as the New Economic Policy,
first introduced in 1971: the requirement
that companies listing on the stock ex-
change sell 30 percent of their shares to
ethnic Malays.

That requirement was scrapped for
companies already listed on the stock
exchange and reduced to 12.5 percent
for initial public offerings.

The 30 percent ownership require-
ment will remain in place for “‘strategic
industries” like telecommunictions,
water, ports and energy.

The unique political system in Malay-
sia, where Malays and other ethnic
groups considered sons of the soil, or
bumiputra, are given privileges,both of-
ficial and unwritten, has come under
strainin recent years asresentmenthas
built up not only among minority groups
but also among poorer Malays.

The government offers bumiputras
discounts on houses, scholarships and
other perks. But some benefits, like gov-
ernment contracts and stock-market al-
locations, have been beyond the reach of
working-class Malays.

““The benefits do not trickle down all
the way,” said Mohamed Ariff, execu-
tive director of the Malaysian Institute
of Economic Reseaich. He referred toa
trend toward ‘‘alarming’ levels of in-
come inequality, especially within the
Malay ethnic group itself.

Mr. Najib’s success in rolling back the
ethnic preference will depend in large
part on his ability to hold together his
coalition and fend off a resurgent oppo-
sitionled by Anwar Ibrahim, a former fi-
nance minister

Mr. Ngjib’s coalition relies heavily on
political patronage, especially the
awarding of contracts and concessions,
for its cohesion. Analysts say that Mr.
Najib will have a hard time convincing

party members that dismantling ethnic
preferences is the right way to go.

Hishamuddin Rais, a columnist on
political affairs, said Mr. Najib could an-
ger the “warlords” among the ethnic
Malay elite.

“This is a major shift,)” Mr
Hishamuddinsaid. “He will face a lot of
resistance frorn his own party.”

Mr. Najib’s popularity has risen since
he came to power, according to a recent
opinion poll, but only a minority of those
polled, 41 percent, said they thought the
country was headed in the right direc-
tion.

“On the plus side he's seen as compe-
tent on economic issues,” said Ihrahim
Suffian, director of the Merdeka Center,
a polling agency. “On the negative side
his government is seen as arrogant, his
partyis seen as corruptandthe civilser-
vice is not seen as efficient.””

The watering down of ethnic prefer-
ences, includinga separaterelaxationof
ownership quotas for certain industries

Mr. Najib “will face a lot of
resistance from his own party.”

in April, is seen by anatysts as stealing
the thunder from the opposition.

Mr. Anwar, who leads a diverse group
of opposition parties, has used the issue
of ethnicresentmentto push Mr. Najib’s
party to a breaking point after five de-
cades in power. .

The opposition’s gains in elections
last vear came after Mr. Anwar and his
allies promised to undo the system of
ethnic preferences.

By positioning himself as a retormer
Mr. Najib appears to be calculating that
he can stave off opposition advances
and be seen as an agent of change.

“The world is changing quickly, and
we must be ready to change with it or
risk being left behind,”” Mr. Najib said.

% .



The G-8
1s meeting
at a time
when
interna-
tional soli-
darity

is critical.
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Ban Ki-moon

The world is in the midst of multiple crises.
Food. Fuel. Flu. Financial. We are strugglingto
overcome the worst global financial and eco-
nomic crisis since the founding of the United
Nations, while the effects of climate change
and extreme poverty becomeever starker.

The real impact of the crisis could stretch for
years. Millions more families are being pushed
into poverty. An estimated 50 million jobs couid
be lost this year alone.

This is the backdrop to next week’'s meeting
of the Group of 8 in Italy. Rarely have the lead-
ers of the world's wealthiest nations come to-
gether at a moment of such consequenceas this.

We need internationalsolidarity. That's why
I have consistently spoken out for the needs of
the vulnerable — those least responsibie for
the crisis and thoseleast able to respond.

There has been progress. Prior to the G-20
meetingin London this spring, I called for a
truly global stimulus package. The G-20 agreed
on a substantial package of financial support
totaling $1.1 trillion, the bulk of it to be made

-available through the International Monelary

Fund, World Bank and other multilateral devei-
opment agencies.

This is only a beginning, 1n the months
ahead, we have a number of opportunitiesto

Come together, right away

strengthen global growth, mitigate climate
change and combat extreme poverty.

I have justsentaletter to G-8 leaders urging
concrete commitmentsand specific actionto re-
new our resolve. I stressed the need to cammit
resources to help the poorest and most vulner-
able adapt to climatechange and to sealadeal
in Copenhagenin December. I underscored the
importance of delivering on pledgesof aid te
achieve the Millennium Development Goals.

I set forth three specific areas for action:

» First, we must mobilize our full strength for
better real-time data on the impact of the eco-
nomiccrisis on the poorest nations.

‘We know the big picture: countries with low
financial reserves; countriesthat face shrink-
ing foreign investment, remittances and aid;
countries where demandfor exportshas
fallen. But we need a sharperlens with finer
resolation.

I am marshalling the resources of the United
Natians to monitor the impact of the crisisin
real-time. We will launch the Global Impact
and Vulnerability Alert System in the coming
months.I am also mebilizing the entire United
Nations system o support countrieson food
security, trade, a greener econonmy, stronger
safety nets and a global jobs pact. The creation
of decent jobs is not just a hoped-for outcome
of economicrecovery. It is an essential ingredi-
ent for economicrecovery.

« Second, we must keep global commitments
to help women and men move from vulnerabil-

ity to opportunity.

In pasteconomiccrises, aid has been cut at
the very tirme it is mostneeded. The current
crisis cannot be an excuse to abandonpledges.
Here’s one example. By some estimates, annu-
al aid to Africa is at least $20 billion below the
promises made in Gieneaglesin 2005. Surely, if
the world can mobilize more than §18 trillion to
keep the financial sector afloat, it can find more
than $18 billion to keep commitmentsto Africa.

Evidence shows us precisely where more re-
sources can transformlives, increase possibili-
ties and expand human potential. It can be done
by helping subsistencefarmers increase pro-
ductivity, access markets and improve food se-
curity; fundinguniversal access to primary
education; investing in global health and ma-
ternal health; and helping developing countries
promote cleaner energy and green jobs.

» Third, we must work to reform international
institutionsfor the 21st century. The multilat-

eral structures created generations ago must

be made more accountable, more representa-

tive and more effective.

The global economic crisis shows why we
need a renewed multilateralism. We know that
without adequateregulation,a breakdownin
one part of the system has profound repercus-
sions elsewhere. Challenges are linked. Our
sotutions must be, too.

BAN KI-MOON is secretary general of the United
Nations.
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Chma 1S taklng steps to free its currency

HONG HONG

Changes in reniminbi use
could lead to huge shift
in global economic power

BY KKITH BRANSHER

The Chinese government is in the pro-
cess of making its own currency, the
resmminhi, more readily comvertible inte
other currencies, which would give it
the prtential over the long term to he
used widely for trade and as a reserve
correney - and, eventually, as sninter-
natinnal alternative ta the U.S. doflar,

China has tewpered Hs recent calls
[ a major veserve currency other than
the dollar before going into a meeting of
the world’s major industrialized coun-
tries and higgest emerging econninies
in Haly on Thuysday, But Reijing also
tonk another step this week toward os-
tabfishing the remminbj as a global cur-
reney: On Mimday, hanks in China and
tlong Kong hegan wiring renmindi-de-
nemtimatedsums o me anotherinsettle
payments for isportsand exports.

The transactions hetween mainland
China and semiatonomons  Hong
Kong, which are pamt of i piloi progeam
o he e kv expamded to Macan and
Sewtheast Asip are e fira stepinwhig
ishikely o be amove toweavd the increas-
ingly glohal nge of the renminhi in set-
Hing trade (ransactions, Dt few expect
China i mnve qutickly

“Fhe pilot scheme can be seen as an
caperiment, and G0 woikd e fopical 1o
expect that the wmaintand anthorities
wonld see how the pilot seheme oper-
ates hefore considering expanding (he

scheme further” Jotm Tsang, Hong
Kong financialsecretary, in a wriltenre-
sponse o gquestions Tuesday,

The day that the renminbiis fully con-
vertible — more than a low years away,
but perhaps less than a few decades -
will most tikely signal a huge shift in
global cconomie power and a day of
reckaning of gorts, not just for ChisaInd
also for the United States, which will no
Innger be abke to rim up huge debis
without econnmic consequences,

Fie Yalei, vice foreign minister for
China, said Sunday that the dollar worrld
remain the world’s dominant currency
for “many years tocome.”™

Despile the slow, cautions pace at
which China is moving, few experigon
Chigiese inonetary poiicy donln that the
long-term direction of policy is loward
strengthening the renmini as an alter-
native tn the currencies of industrial-
ized nations,

“Toomany minds here in China, the
(LS. dollar's time is almost up,” wrote
Stephen Green, an economist in the
Shamghaioffices of Standand Chartered,
in a research note last Thinsday. *“The
etra 7one sulfers from political paral-
vsis and n fno-consenative central
bank, while two decades of cconomic
stagnation and o shrvinking population
duthe ven no favors”

For decades, China has shickled the
renminb belimd high barriers. The au-
thorities in Beijing prevented sizale
amounts of the curreney from boilding
up beyond China’s horders to allow
them Lo control the exchange rate and
tightly regulase the linancial systen,

By keeping (he exchange rale fow,
Chinakeepsils exporisaompetitive,

But. as a vesult, almost all paviments
for Chineseimports and exporis, as well

ALV SRR R

as inlernational investmerts in Ching
and Chinese investmerds abroad, are
made in dollars. Smaller sums cross
China's herders as enros and yen, but
seldom renminbi. China is now starting
tn tear down these walls and free the
remminbi - a decision driven partly by
recognilionof e nation's rising role in
the world econonty and partly by disen-
chantment with the cuereencies and fi-
nancial systems of the industrialized
workd during the corrent downturn.

“China definitely wants to reduce 1ts
dependenceon the ULS. dollar,” said Xu
Xiaonian, an economist at the China
Evrope Baterntional Business Schoal,
“Given the quantitative easing of (he
Fed and [he risk of worldwide inflation,
it is understandable why China would
want to accelerate the convertibility of
the renminbi.

Chinese leaders tend toplanfar ahead,
however, and full convertibifity for the
renminbi is likely 1o 1ake years, said
three people who have discussed the is-
sue with policy makers at China's central
hank.

All three said that China's recently
announced goal of turning Shanghaiin-
to an international financial center by
2020 meant that China probably wanted
a renminbi that was fully convertiblein-
toather currencies by then.

Full converlibility is necessary for
other countries’ central banks to hotd
renminbi in their foreign exchange re-
serves instead of the dollar, but not suf-
ficient by itself. China also needs to
show long-lerm economiic and financial
stability — something it has demon-
siraled over the past year in greater
abundancethan most countries.

Currency specialists and econonrists
estimaie that China still holds nearly
three-guarters of its $2 trilhion inforeign
reserves in the form of dollar-denomin-
ated assets. But these holdings have
nearly stopped growing since the global
financialcrisis hegan last September;, as
the Chinese awthorities have also shif-
ted away from the longer-maturity
bonds and the securitiesol governmeni-
sprmsoned enterprisestike Fannie Mae,
and toward shorter-dated securitics, es-
pecially Treasury hills,

Zhou Xianochuan, the povernor of the
Penpie’'s Bank of China, called this
spring for a greater role in the giobalfi-
mancial system for special drawing
rights,a unit of account used in dealings
with the International Monetary Fund.
But Mr. tie, the vice loreign mimister,
said Sunday that such discussions were
an academic exereise.

Fswar S. Prasadl, the former head of

the I.M.F."s China division, said that se-
nior Chinese central bankers had toid
him that Mr. Zhou's suggestions about
ising specialdrawing rights as a kind of
global currency were intendedto stimu-
late debate and that China’s main goal
was Lo enhance the role of its own cur-
rency.

“The Chinese authorilies see fuli con-
vertibility as a long-lermobjective, Rec-
ognizingthis is essentiatfor the renmin-
bi to become an international rescrve
currency,” Mr. Prasad said.

Fuill convertibility of the renminhi
would not be an unalloyed benefit for
China, because 1t would be harder, al-
though not impossible, for China's cen-
tral hank to continue contrelling the cur-
rency’s value in terms of the dollar. A
sharp rise in the renminbi could drive
thousands of export factories out of busi-
ness and causc large-scale layoffs, which
the Cornimunist Party fears as potentially
destabilizing A more volatile currency
wourhd also require Chinese businesses to
develop more sophisticationin managing
risk and most likely involve losses along
the way among those that fail to do so.

In the past several maonths, the Beijing
authoritieshave begunmoving to let cen-
tral hanks from Argentina to Malaysia
sellte paymentsinrenminbiwith China's
central hank. On Monday, the govern-
moent moved gingerly toward allowing
the private secior to handic more ren-
minlkibevorrd mainland China’s borders.

ihe new program is restricted to
companics it Shanghai and in the
higgest cities of Guangdong Provinee, a
center of exporis next door to Hong
Kong. Companicstn Lhesecitics are now
eligible 1o send or receive pavmenis in
renminbi with customers or suppliers in
CURRENCY, PAGE 16
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TANGLED TRADE TALKS |

A global commitment to complete

a stalled trade agreement

is essential for economic recovery,

There are few things that could do more
damageto the already battered global
econniry than an old-fashionedtrade
war. So we have been increasingly wor-
ried by the protectionistrhetoricand
policies being espoused by politiciansin
the United States and across the globe.

Against this bleak backdrop, it is espe-
cinlly good news that the world’s leading
developed and developing nationshave
committed to completea stalled global
trade agreement (the so-called Doha
Round )by next year, For that to happen,
leaders — especially in the U.S., Europe,
India, China and Brazil — are going to
have to muster real political courage.

The World Trade Organization fore-
casts that exports from developed coun-
tries will fall 14 percent this year, while
exports from developing nations will
contract 7 percent. The collapse is par-
ticularly damaging for poor countries
that are heavily dependenton exports.
Butitis alsointensifyingthe downturn
in many rich countries. Reviving trade
is essential for economicrecovery.

The talks, hegun in Doha, Qatar, in
2001, had long been in limbo. They
broke down last year after big develop-
ing countries — China and India, in par-
ticular — rejected demands from the
wealthy nations that they lower tariffs
on imports of agricultural and manufac-
tured goods and open service sectors to
more competition.

But there are signs that the collapsein
trade and the rising protectionist rhetor-
ic have awoken many leaders to the ad-
vantages of strong internationalrules to
keep trade channelsopen. This is partic-
ularly true of China, which has suddenly
fuund its exports on the receiving end of
tariff increases and antidumpingsuits.

There is no guarantee that a deal can
be pulled off. President Obama will
have to provide lots of leadership to
convinee developing countriesto make

sericus offers on market access, and to
convince reluctant legislators that they
will have to make concessions, too.

Big developing countrieshave been
refuctant to reduce tariff ceilings, allow-
ing themsetves the option to increase
their tariffs at any moment. They have
been unwilling to open service sectors
to foreign competition. They insist on
being able to increase their barriers to
protect farmers against sharpin-
creasesin food imports from cheaper
producers abroad. They must be willing
to make concessions on these points.

The rich West will also have to give
more. The U.S. and Europe must slash
agricultural subsidies more aggressive-
ly and refrain from adding more. The
U.S. will have to reduce its own agricul-
tural barriers — such as the one against
Brazilian ethanol. [t might have {o offer
more visas to professionals from coun-
tries like India.

The Doha Round was originally con-
ceived in the wake of the 9/11 attacks as
away to encourage developmentin the
pooerest countries by providing them
access to export markets in therich
world. This is still its goal.

The Group of 8 industrializednations
took an important step on Thursday by
pledging to invest $20 billion over three
years to hoost agricultural production
in some of the world’s poorest coun-
tries. We were made nervous by re-
portson Friday that suggested some
contributors might already be rethink-
ing their generosity.

Sofar, Mr. Obamahas been reluctant
to spend any political capitai at home
on trade. But it is important for the
president to follow through. The talks
openedin Doha were supposedto help
the world’s poorest countries. They
have now acquired an even broader
purpose: reviving globalcooperation
and the global economy.
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The stimulus trap

Paul
Krugman

in-waiting announced its stimulus plan
— this was before Inuuguration Day —
some of us worried that the plan would
proveinadequate. And we also worried
thatit might be hard, as a political mat-
ter, to come back for another round.

Unfertunately, those worries have
proved justifted. The bad employment
report for June made it clear that the
stimulus was, indeed, too small. Butit
also damaged the credibility of the ad-
ministration’s economic stewardship.
There's now areal risk that President
Obama will find himselfcaughtina
poiitical-economictrap.

"l talk about that trap, and how he
can escape it, in a moment. First,
however, let me step back and ask how
concernedcitizens should be reacting
1o the disappointing economicnews.
Should we be patent and give the
Obamaplan time to work ? Should we
call for bigger, bolder actions? Or
should we declare the plan a failure and
demand that the administration call the
whole thing off ?

Before vou answer, consider what
happensin normaltimes.

When there's an ordinary, garden-
vartety recession, the job of fighting
that recession is assigned to the Feder-
al Reserve. The Fed responds by cut-
ting interest rates in anincremental
fashion. Reducing rates a bit ai a time,
it keeps cutting until the economy turns
around. At times it pausesto assess the

effects of its wark; if the economy is
still weak, the cutting resumes.

Duringthe last recession, the Fed re-
peatedly cut rates as the slump
deepened — 11 times over the course of
2001. Then, amid early signs of recov-
ery. it paused, giving the rate cuts time
to work. Whenit became clear that the
economy still wasn’t growing fast
enoughto create jobs, more rate cuts
followed.

Normally, then, we expect policy
makers to respondto bad job numbers
with a combinationof patience and re-
solve. They should give existing policies
time 1o work, but they should also con-
sider making these policies stronger.

And that’s what the Obama adminis-
tration should be doing right now with
its fiscal stimulus. (It's important to re-
member that the stimulus was neces-
. sary because the

The very

Fed, having cutrates
ail the way to zero,
\t;r!ealmess of has run out of am-
€ ECONOMY  mynitionto fight this
undermines  glump) That s,
the Obama palicy makers should
administra- stay calmin the face
tion’s ability of disappointing
to respond ef-  €arlyresults, recog-
fectivel. nizing that the plan
tively will take time to de-

liver its full benefit.

But they should also be prepared to add
to the stimulus now that it’s clear that
the first round wasn’t big enough.

Unfortunately, the politics of fiscal
policy are very different from the poli-
tics of moneiary policy. For the past 30
vears, we’'ve been told that government
spendingis bad, and conservative op-
position to fiscal stimulug (which might
make people think better of govern-
ment}has been bitter and unrelenting
even in the face of the worst slump
since the Great Depression. Predict-
ably, then, Republicans — and some
Democrats — have treated any bad
news as evidence of failure, rather than

as areason to make the policy sironger.

Hence the danger that the Obamaad-
ministration will find itself caughtin a
political-economictrap, in which the
very weakness of the econormy under-
mines the administraticn's ability to re-
spond effectively.

AsTsaid, T was afraid this would hap-
pen. But that’s water under the bridge.
The questionis what the president and
his economic team should do now.

It’s perfectly O.K. for the administra-
tion to defend what it's done so far. It's
fine to have Vice President Joseph
Biden touring the country, highlighting
the many good things the stimulus
money is doing.

It's alsoreasonable for administra-
tion economiststo call for patience, and
point out, correctly, that the stimulus
was never expectedto have its full im-
pact this summer, or even this year.

Butthere’s a difference between de-
feriding what you’ve deone so far and be-
ing defensive. It was disturbing when
President Obama walked back Mr,
Biden's admission that the administra-
tion “misread” the econoiry, declaring
that “there’s nothing we would have
donedifferently.” There was a whiff of
the Bush infallibility complexin that re-
mark, a hint that the current adminis-
tration might share some of its prede-
cessor’s inability to admit mistakes.
And that’s an attitude neither Mr.
Obama nor the country can afford.

What Mr. Obamaneedsto dois leve]
with the American people. He needs 1o
admit that he may not have done
enoughon the first try. He needstore-
mind the country that he's trying to
steer the country through a severe eco-
nomic¢ storm, and that some course ad-
justments — including, quite possibly.
another round of stimulus — may be
necessary.

What he needs, in short. is to de for
economic policy what he's already done
for race relations and {oreign policy —
taik to Americans like adults.
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Malaysia demands
bank charge proot

North Korea,

Myanmar deal
was facilitated
locally: reports

Kuala Lumpur
AP, AFP-JIN

Malaysia called on the United
States on Monday to produce
evidence on media allegations
that a Malaysian bank is in-
volved in weapons payments
to North Korea.

Kuala Lumpur alse pledged
to work with Washington to
block Pyongyang from using
the Southeast Asian nation’s
banks to fund any arms deals.

Reports from South Korea
have said that North Korea
sought payment through an
unnamed Malaysian bank for
a suspected shipment of weap-
ons bound for Myanmar,
which was being tracked by
the U.S. Navy.

AsaU.S. envoyonsanctions
against North Korea flew into
Kuala Lumpur, Malaysian
Foreign Minister Anifah
Aman said the government
‘‘does not condone” money
laundering and was willing to
cooperate to prevent illegal
payments.

“If America has any infor-
mation that is available to
them, then I think they should
give it to us so we can act upon
it,” he told a news conference
when asked about the allega-
tions on North Korean pay-
ments.

Lee insulted
10 times a day

Seoul arpu

North Korea's official media
has insulted South Korean
President Lee Myung Bak
some 1,700 times —about
10 times a day on average
— safar this year, a Seoul
official said in an article seen
Manday.

The figure, as of June 22,
compares with an average
of eight daily aftacks last
year, said Lee Chan Ho, a
chief analyst with the
Unification Ministry.

Relations have worsened
sharply since Les took office
in February 2008 and roiled
back the “sunshine’ aid and
engagement policy of his
tiberal predecessors.

As of midmorning
Monday, the North's official
Korean Gentral News
Agency had aiready referred
tu the South Korean
president as a fascist, the:
leader of a "'group of
traitors' and a dictator.

“We are not going to act on
every accusation that is being
leveled at us because that is
virtually impossible. If they
have evidence we will be most
willing to work together to
solve the problem.”

Anifah’s comments came as
Philip Goldberg, the U.S. State
Department’s envoy on coordi-
nating implementation of sanc-
tions against North Korea over
its May nuclear test, held talks

with Malaysian banking and
government officials.

“We are sharing informa-
tion,” Goldberg told a news con-
ference when asked whether he
could confirm or reject the alle-
gations involving Malaysia in
the South Korean media.

“We want to make sure the
whole international banking
system is safe and secure,” he
said.

“There is a very strong will-
ingness from Malaysia and oth-
er countries to do their part.”

South Korea’s Yonhap news
agency reported over the
weekend that Goldherg’s visit
would focus on ways to block
payment for the suspected
weapons cargo on board North
Korean freighters.

Quoting  unidentified
sources, it said that North Ko-
rea had received an initial
payment for the shipment but
that the majority owed was
still with the Malaysian bank.

Meanwhile, the Kang Nam 1
freighter, which left North Ko-
rea on June 17, was expected to
return home later Monday after
aborting its voyage, South Ko-
rea’s Defense Ministry said.

It was the first North Kore-
an ship to be tracked under
new United Nations sanctions
imposed on the hardline com-
munist country on June 12 fol-
lowing a nuclear test in May.

Malaysian Prime Minister
Najib Razak reportedly de-
nied any involvement by Ma-
laysian banks in the North Ko-
rean weapons trade.

“No, we don’t indulge in il-
licit arms trading,” he said,
according to the Star daily’s
Web site.
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U.S.proposed ‘green tariffs’ raise Asia’s ire

MICHAEL
RICHARDSON

Singapore

When U.S. lawmakers recently approved
legislation to limit U.S. emissions of carbon
dioxide and other greenhouse gases, it was
widely hailed as an important new stepin
confronting climate change. Under the
Bush administration, the United States
refused to join other industrialized nations
in capping emissions, arguing that todo so
would add unfair costs to business and
blunt its competitive edge.

But the applause for the Obama
administration and the Democratic Party
in pushing for a cap-and-trade lawin
Congress has since diminished as critics
scrutinize the details. One provisionthat
has caused concern was slipped in shortly
before the House of Representatives
passed the bill on June 26.

It requires the president, from 2020
onward, te impose special import taxes
on goods from countries that have not
enacted andenforcedsimilar
cap-and-trade controls ontheir global
warming emissions. Only Congresscan
authorize the president to waive the
imposition of tariffs, Witheconomies
around the world still weak, credit tight
and international trade shrinking, the
prospect of protectionism spreading in
many different forms alarms
trade-dependent Asiannations. China has
condemned the U.S. for resorting to
“trade protectionism in the disguise of
environmental protection” while India
saysitis “pernicious” touse climate
change as a nontariff barrier.

When heads of government of the
Group of 20 leading developed and
developing economies met in Washington
for the first time in November, they
pledged not to introduce any new
protectionist measures for at least 12
months and restart stalled negotiations to

liberalize world trade. They havefailed
dismally on both counts.

Since then, the World Bank and the
World Trade Organization haverecorded
dozens of breaches by G-20 countries —
ineluding the U.S., Eurcpe, China, India
and many others — of their promises not
to subsidize exports or shield domestic
industry from foreign competitionto
preserve jobs.

Are we heading for yet another version
of protectionism, one with “green”
tariffs? The U.S. measure isnot vet law.
The cap-and-trade legislation, which
enables companies to buy and sell
pollution permits whiie they comply with
progressively tighter limits on emissions,
has yet to pass the Senate, where it is
expected toface tough opposition.

U.8. President Barack Obama has
indicated he is concerned about the green
tariff proposal, but hasnot said whether
he would veto the provision.

Supporters say a tariff is needed to
shield U.S. industries that use or produce
lots of energy, and whose goods are
traded globally. Otherwise such
industries, which include steel,
aluminum, cement, chemicals, coal, oil
and natural gas, could be placed ata
disadvantage compared with their
counterparts in other countries without
strict regulations to control emissions.

Similar arguments about the need for
border adjustment taxes first emerged
last year in the European Union, the
world’s second largest market after the
U.S., during debate over the EU's
emissions trading scheme.

Toensure that energy-intensive
industries did not shift production to Asia or
other regions with less stringent rules to
protect the environment, the European
Commission proposed that importers pay
the same emission charges for
non-European goods as domestic
producers, in effect imposing hefty green
tariffs on “dirty” imports. “We want
industry toremain in Europe,” said EC
president Jose Manuel Barroso. “We don’t
want toexport our jobs to other parts of the
world.”

The U.S. isnow moving toward a
similar systemto price. cap and trade

emissions with an inbuilt protectionist
measure. Asin Europe, it may be part of
the negotiating tactics by industrialized
powers to put pressure on developing
countries to comply with any new
international deal to limit global
warming gases and prevent potentially
catastrophic climate change. The dealis
supposed to be finalized by December.

Under the Kyoto Protocol, the existing
treaty thatexpires in 2012, only
industrialized economies are obliged
reduce emissions, even though
developing countries are expectedto
become the dominant giobal warming gas
producers infuture as their growth
continues to outstrip the West.

However, China, India and other big
emerging Asian economies are refusing
to put mandatory restrictions on their
industries. fearing it will drive up costs
and undermine growth. They point out
that most emissions from burning fossil
fuels since the industrial revolution
started in Europe over 200 years agohave
come from the West, that per person
emission levels are far higher inthe West
than the developing world, and that many
of the goods manufactured in developing
countries are produced by Western
investors for export to Western markets.

Developing countries are likely to
retaliate against environmental
protection measuresimposed by the West
and challenge them inthe WTO, adding to
the trade tensions and protectionist
poison infecting international relations.

Inthe negotiations leading to the
climate summit in Copenhagen in
December, developing countries are
being asked to draw up national action
plans setting out how they will try to curb
emissions and promote cleanenergy.

Probably the toughest challenge facing
the negotiators is to craft a compromise
deal that will synchronize the obligations
of both developed and developing nations
inaway that is seen to be fair and
effective.

researchfeliow at the Institute of South East
Asian Studies in Singapore.
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isdom of an Asia rising

BRAD
GLOSSERMAN

According to conventional wisdom, the
global economic crisisis accelerating the
transfer of power and influence from the
West to Asia. The United States has been
particularly hard hit by the downturn and
America’slossis China’s gain.

The Group of Eight industrialized
nations, the traditional locus of power,
hasbeenfatally wounded. Inthe future,
goes the argument, the most important
forum will be the Group of 20

If this analysis is correct, it suggeststhat
another fundamental shift in global
economic activity is due. Western demand
will no longer serve as the primary engine
of growth. Instead, Asian nations will
abandon export-oriented economic models
and embrace domestic consumptionto
generate growth. That will put in train
another set of “knock-on effects,” the most
important being the development of social
safely nefsthat no longer ohlige their
ditizens to save so much of their income
and instead encourage them to consume.

Asusual, the conventional wisdom blurs
hope and reality. The ultimate impact of
the economic crisisis far from certain and
the future contours of the global economy
remainunciear. Trends have emerged, but
their trajectories can change.

Start with the assumption that the West
has been harder hit by the crisis than the
rest of the world. That is true: The West
haslost mere wealth, but it had more
wealth tolose. And the gap between Asia
and the West had been narrowing for over
a decade as aresult of Asia's growth. The
most important question is which
economic model will facilitate a faster,
more resilient and more durable
recovery. Will the American-British
model —hopefully medified to trim its
excesses —beat the state-centered
approachthat prevailsin Asia?

There is a hint of smugnessthese days
among Asians when conversation turns to
theimpact of the downturnonthe U.S.
Since the U.Sis the final market for many
Asian products and many Asian
governments hold considerable amounts
of dollar-denominated assets,
schadenfreude is a mistake. The
much-taiked about “decoupling” of the
trans-Pacific economies hasn’t
happened. Aslong asthe U.S. economy
stumbles, Asia is unlikely to experience
sustained growth.

All recognize that this relationship has
tochange. The massive imbalances —the
U.S. withits trade and current account
deficits, Asia with its surpluses —are
unsustainable. But recalihration will take
time and will require Asian governments
toreverse long-standing attitudes,

First, those governments have to
stimulate domestic demand. One option is
infrastructure development. Asia’s needs
are conservatively estimated at hundreds
of billions of dollars. But while those
projects are needed to spur regional

development, they do nothing toahsorh
the billions of dollars of products
produced in Asia. Ultimately, a consumer
market is needed to replace U.S. demand.

Todothat, governments must develop
welfare systems so that their citizens don’t
feel compelled to save so much. Savings
rates throughout the region are high
because citizens worry about having
enough money when they retire.

Equally important, Asian
governments must create new
relationships with their citizens.
Historieally those governments have kept
atight grip on capital to direct fundsto
targets deemed worthy, whether for
favored enterprises or “‘strategic” sectors
of the economy. Consumption-led
economies require greater consumer
autonomy, a fundamentally alien
mind-set for most Asian governments and
their powerful bureaucracies.

Asian governments are deeply
engaged in social engineering, whether
for nation-building and economic
development or as a resuit of just plain
authoritarianism. Control of the purse
strings is the easiest way tocreate and
shape desired cutcomes. Loosening this
gripis critical tothe creation of domestic
demand-driven economies, and is a step
that goes against the instincts of virtually
every Asian government.

This mind-set will influence the utility
of the G-20, the other “beneficiary” of the
eurrent crisis. There is littie doubt that
the G-8, “therich man’s club” of nations,
is past its prime. The annual summits
have become little more than photo ops
that produce largely empty declarations.

The G-20, which represents some 80
percent of the world’s wealth, is a far
more representative group: ltsmembers
eore from all over the world, and they
represent a wider range of political,
economic and social models. That
diversity has its drawbacks, though:
Reaching consensus is difficult and
agreements are largely rhetorical.

THE STRAITS TIMES

1t should come as no surprise, for
exampte, that despite the group’s pledge in
November 2008 to avoid protectionism, a
World Bank study found that 17 members
had adopted new trade-restricting
measures by the following April.

The leadership needed from groups like
the G-20 requires governments to put
global interests before narrow parochial
ones. This entails the assumption of
responsibilities and costs that may go
against a narrowly defined nationat
interest. Asian governments have shown
little inclination to take up those burdens.
They demand a seat at the table — which
they have earned — but are reluctant to
assumne the costs of real leadership.

Instead, leadership has looked a lot like
mediation: providing a forum tor
discussion and locking for lowest common
denominator solutions. That is acceptable
inmany cases, but it is unlikely to work
when dealing with tough international
issues. The desiretoengage in social
engineeriny is problematic for economic
leadership. Inthis arena, rules are made to
maximize the group's welfare, not just that
of an individual nation.

Yet, a government’s purstlit of
particular social outcomes means that
economic rationality isn’t necessarily
guiding its decision making; politics
usually is. And that narrow conception of
national interest means thatitis less
likely to press for solutions that fit other
countries needs.

The most important factor shaping the
global economy will be the spread of a
“Green mentality.” While human dignity
and equality demand that hundreds of
millions more individuals should enjoy
future prosperity, transplanting the
Western model of consumption to Asia
would be a disaster. “A chicken in every
pot” and “a car inevery garage” would
exact an extraordinary toll on the planet.

Asia’s growing middle class should not
be deprived of the hard-won fruits of their
success, but those sucieties should not
emulate the West, especially if that
means repeating its mistakes. They need
to develop notions of “the good life” and
“success” that better coexist with an
increasingly burdened planet,

Akey component of this mind-set, and
one that will have a powerful impact on
future growth and economic potential, is
green production. Manufacturers need to
develop production models that use
resources more efficiently: This will
include leaner production methods,
generation of less waste, use of recyclable
materials, and consumption of less
energy. Countries that recognize this
model and shift to green production will
be tomorrow’s “winners.”

Critical to this process are consumers
whodemand greener products. This tnay
well determine Asia’s future. If the
ordinary citizen’s consciousness is
“green,” then industry will follow suit. If
this occurs, then one of the most powerful
emerging forces in the global economy
will be driving real and substantive
change. Thenthe conventiona! wisdom
may prove accurate after all.

Brad Glossermanis executive director of the
Pacific Forum CSIS and a JapanTimes
coniributing editor.
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y is Japan introverted?

KAZUO
OGOURA

The number of studenis from China,
South Korea and other Asian countries
studying at American or European
universities have, in general, been
increasing over the years. Although there
was a time when such a tendency was
checked due tothe increasing complexity
of entry procedures into the United
States, or to the depreciation of Asian
currencies, the desire of Chinese, Korean
and Southeast Asians tostudy inthe U.S.
or in Europe has not waned.

Businessmen, technicians and artists
—from Mumbai to Seoul — seek a place of
activity inthe U.8. and in Europe.

Althoughit can be said that the number
of Japanese students who wish to study in
China and South Korea have increased,
their general interest in studying abroad
isnot very positive. This phenomenon is
not limited to students alone.
Government officials as well as
businessmen increasingly prefer to work
within Japan rather than go abroad.

In comparison with the situation 10to
20 years ago, a glance at Japanese people
living or working abroad today shows a
decreasing tendency for them to
earnestly learn the language, or to study
indepth the culture or history, of the
country where they are posted. This
tendency is not confined to the young

alone. It appears that the Japanese
people as a whole have become
“domestic-oriented” or “introverted,”

Why should it be so?

Is it because the mounting number of
elderly people and the decline inthe
birthrate are causing a loss of vitality in
Japanese society as a whole and making
it move in the direction of security rather
than dynamism?

Or is it because Japanese society. as
compared to some other countries, isa
stable and affluent one that enjoys a good
environment, public security and order,
and does not lack for tasty food, nice
clothing and comfortable shelter?

Or could it be due tothe dropin
Japanese activities inthe international
arena inthe wake of financial deficits and
prolonged economic stagnation?

None of these reasons can be ighored ;
however, the realtruth lies elsewhere. It
lies in the relations between Japanand
the international community.

Ever since the 1970s, Japan, throughiits
economic and technological power, has
established factories and business bases
arcund the world. It has also played an
active partininternational affairs,
particularly in the area of economic
development. Such Japanese power,
buttressed by bureaucrats and
businessmen, was symbolized by the
large amount of Official Development
Assistance, trade volume and
investment, which are now rapidly
diminishing in quantity.

Today the point of contact between
Japan and international society isno
longer Japan’s “quantitative” power.
Rather, as is symbolized by the popularity

of the “soft power” concepr, the point of
contact between Japan and the
international community is rapidly shifting
to the qualitative: sentiments of the
modern man as exemplified in the literary
works of Haruki Murakami, manga,
animation, costume play or the
postmodern sensibility innate in ot aku
culture. Inother words. Japan's
international contribution is shifting from
the quantitative to the qualitative.

Environmental measures such as the
“mottainai spirit” (even debrisis
precious), the use of the furoshiki
(wrapping cloth’ and the practical
application of robots in welfare work are
all manifestations of the Japanase spirit
replacing the traditional idea of modern
civilization. This canbe called the
“gqualitative contribution” to the
international community.

Inorder to carry out such qualitative,
spiritual, cultural, ideological
contributions, however, we must begin by
redefining and reconstructing the
meaning of Japanese tradition, culture
and spirit.

It isnow up to the Japanese people to,
once again, take a good look at themselves
and redefine and reconstruct the Japanese
spirit. Onno account has Japan become
introverted because of anegative and
shrinking spirit. Rather, the country at
present is in the transitional process of
redefining “Japan” so that she can make a
new appeal to international society.

Aoyama Gakuin University, is president of T he
JapanFoundation.
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June CPI drops 4%

By: BangkokPost.com
Published: 1/07/2009 at 10:13 AM

The consumer confidence index (CPI) for June stood at 104.7, a decline of 4 per cent
from the same month last year, but it was 0.4 per cent higher than that of May, the
Ministry of Commerce announced on Wednesday.

The average core CPI, excluding foods and energy, was 102.5, a drop of | per cent from
the same month last year, but an increase of 0.2 per cent from a previous month.

The consumer price index for food and beverage dropped 0.4 per cent from May to stand
at 116.4, while the index for non-food and beverage stood at 97.2, an increase of 1 per
cent from May but a decline of 9.4 per cent when compared to the same month last year.
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Greying Asia faces pensions time bomb: ADB study

Writer: AFP
Published: 11/07/2009 at 04:59 PM

Asia is facing an ageing crisis with weak and inadequate pension systems and family-
based support dwindling, a leading development bank said Saturday."A young continent
reaping the demographic dividend of a large youthful workforce is giving way to a
greying continent where the ratio of retirees to workers is on the rise,” senior Asian
Development Bank economist Park Donghyun said in a study released by the Manila-
based lender.Improved female education and better medical care is inducing Asians to
have fewer children, allowing them to live longer and causing a "seismic" demographic
shift, Park said.

The median age of China, Indonesia, South Korea, Malaysia, Singapore, Thailand and
Vietnam "will exceed the world average by 2050" which spells trouble for their pension
systems along with that of the Philippines, the study said.The greying phenomenon is
more pronounced in East and Southeast Asia than in South Asia, it added."ln contrast to
industrialised countries, most Asian countries do not yet have mature, well-functioning
pension systems," Park said."As a result, they are ill-prepared to provide economic
security for the large number of retirees who loom on the horizon."

The bank found "key systemic failures” including low coverage, inadequate benefits, lack
of financial sustainability and insufficient support for the elderly poor".Meanwhile "the
weakening of informal family-based old age support mechanisms suggests a greater role
for formal pension systems throughout the region". Asians have traditionally looked to
their children to take care of their material needs in old age, in effect relying on a
substitute pension system in a region where it was not uncommon for three generations to
live under one roof.However, rapid urbanisation and the reduced role of agriculture in the
gconomy "are creating a vacuum in Asia?s old age support, a vacuum that must be filled
by formal pension systems".

The study warned that globalisation had also weakened job security, pushing large
numbers of people into the informal sector, where they enjoy no pension or labour
protection coverage.Park said the pension systems of the eight countries covered a mere
13.2-58 percent of the labour force, with the coverage rates for working-age populations
at just 10.8-40 percent.These compare poorly with around 90 percent of the labour force
of developed countries and between 60 and 75 percent of the working-age population, the
economist added.
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Asian markets gain on positive Chinese data

The Associated Press, Bangkok | Wed, 07/01/2009 1:33 PM | Business

Most Asian stock markets clawed higher Wednesday after data showed the region's two biggest
economies are inching toward economic recovery.

Investors seemed to brush off an overnight drop on Wall Street, where stocks were dragged down
by an unexpected drop in U.S. consumer confidence. Many were counting on Thursday's release of
U.S. jobs data for signals on whether recovery hopes are justified after a three-month rally in global
markets.

"We'll tread water for awhile. It depends on the numbers coming out of the largest economy in the
world," said Lucinda Chan, a director at Macquarie Private Wealth in Sydney.

Japan's Nikkei 225 index was up 97.04 points, or | percent, to 10,055.48 and South Korea's Kospi
gained 1.8 percent to 1,414.56. Hong Kong's market was closed for a public holiday.

Elsewhere, Australia's main index fell 1.8 percent, while Taiwan's index jumped 2.2 percent a day
after the island's government announced it had opened key parts of the manufacturing and services
sectors to Chinese investment.

In mainland China, the Shanghai Composite index added to its huge rally, climbing 1 percent to
2,989.54. For the first half of the year that ended Tuesday, the index surged 62.5 percent.

Chinese manufacturing expanded in June, two surveys showed, adding to signs the world's third-
largest economy is rebounding from the collapse in global trade, even though few new jobs were
created.

Brokerage CLSA Asia-Pacific Markets said its purchasing managers index ose to 51.8 from May's
51.2 on a 100-point scale where numbers above 50 show activity expanding. The state-sanctioned
China Federation of Logistics and Purchasing said its own PMI edged up slightly to 53.2 from
May's 53.1.

In Tokyo, the central bank's "tankan" survey reflected a slight uptick in gloomy crporate sentiment,
suggesting the world's second-largest economy is crawling rather than sprinting out of recession,

The most-watched index of the quarterly survey, which measures confidence at major
manufacturers, rose to minus 48 from minus 58 in March, its worst reading ever. The figure
represents the preentage of companies saying business conditions are good minus those saying
conditions are unfavorable. The lower the number, the greater the pessimism,

http://www thejakartapost.com/print/2 17444 7/6/2009
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The results were a bit worse than expectations, but still fell within tolerable levels and pointed
toward a gradual economic recovery. Industrial produion in Japan has bounced back in recent
months after tumbling earlier this year.

In the second quarter, the Nikkei index soared 23 percent in its best three-month performance since
1995, Further gains are likely in store this quarter, said Takuro Hayashi, an equity analyst, at
Cosmo Securities in Tokyo.

"Stocks may cool off at one point, but the overall outlook looks strong," Hayashi said.

U.S. stock index futures were up modestly, suggesting Wall Street would rebound from Tuesday's
drop. Dow Jones industrial futures were up 26 points, or 0.3 percent, to 8,420, while S&P 500
futures were up 2.6 point, or 0.3 percent, to 918.10.

U.S. markets fell Tuesday amid disappointment in a decline in consumer confidence following big
jumps in April and May, as measured by a private group called the Conference Board. Consumer
spending from consumers accounts for more than two-thirds of U.S. economic activity.

The Dow fell 82.38, or 1 percent, to 8.447.00, while the S&P 500 index fell 7.91, or 0.9 percent, to
919.32, while the Nasdaq composite index fell 9.02, or 0.5 percent, to 1,835.04.

After Thursday's U.S. jobs number, investors will be paying close attention in coming weeks will
be second-quarter earnings reports from U.S. companies and their forecasts for the rest of the year.

Oil above $70 a barrel in Asia as a drop in U.S. crude inventories suggested demand may be
picking up. Benchmark crude for August delivery rose 59 cents to $70.48 a barrel in electronic
trading on the New York Mercantile Exchange.

In currencies, the dollar rose to 96.80 yen from 96.34, while the euro was little changed at $1.4034.

Copyright © 2008 The Jakarta Post - P'I Bina Media Tenggara. All Rights Reserved.

Source URL: http://www.thejakartapost.com/news/2009/07/01/asian-markets-gain-positive-
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Washington takes new look at Jakarta under
Obama: Envoy

Ary Hermawan , The Jakarta Post, Jakarta | Thu, 07/02/2009 12:04 PM | World

The historic election of US President Barack Obama has marked a new era in Indonesia-United
States relations, however one cannot overlook the fact that relations had improved — although not
dramatically — before the first US black president walked into the White House.

“I think, to be fair with president Bush, you had this moderate improvement on a steady pace while
president Bush was in office,” US Ambassador to Indonesia Cameron R. Hume told The Jakarta
Post at his office on Tuesday.

According to Hume, the US expanded cooperation in the security sector by making more
opportunities available for military training programs for Indonesia’s security personnel. “The
amount of money we put into that about doubled in the last two vears,” Hume said.

The US Pacific Command (PACOM) also recently sponsored joint training for UN peacekeeping
forces, hosted by the Indonesian military, in Bandung. The militarily-advanced US, which lifted its
embargo on Indonesia in 2005, has also helped the country with the installation of radars in the
Malacca Strait.

“It’s a gradual improvement, but I wouldn’t say there’s anything dramatic,” he said. But has there
been a shift since Obama took office?

The first change in US foreign policy toward Indonesia under the Obama administration was a
“new look™ at what had already been achieved, Hume said. “They say: ‘Oh, so much has changed.
What can we do now?™”

“So, that’s why you have a new agenda with an added emphasis on education, the environment,
health and [ think work in these key areas will build on what we’re already achieved.”

http://www .thejakartapost.com/print/217534 7/2/2009
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Indonesian Foreign Minister Hassan Wirajuda met with US Secretary of State Hillary Clinton in
Washington last month to discuss a comprehensive partnership agreement that was called for
during the latter’s visit to Jakarta in February.

The Indonesian Foreign Ministry’s director general for America and Europe, Retno L.P. Marsudi,
said the two parties had agreed that the partnership must focus on three main issues: political-
security, trade and social welfare. The agreement, she added, would also mandate the creation of a
bilateral consultation forum.

Retno said the partnership would strengthen ongoing negotiations on a number of issues such as
education and security, adding that it would also reflect a convergence of views of both countries at
a high political level. However, the current strong relations are not without challenges.

US-based rights groups such as the East Timor Action Network and Human Rights Watch have
persistently criticized Indonesia for its failure to bring alleged rights abuses in Papua to an end.
Congressman Eni Faleomavaega was quoted by the media as saying the US House of
Representatives will not forget the Papua issue, although he had driven the move to scrap the Papua
provision from the US foreign relations bill.

“I am aware of some of these [allegations],” Hume said. “The embassy makes great efforts to keep
in touch with Indonesian human rights activists and with the Indonesian government, and to follow
events. And [ think to some extent we don’t share the views with some of these reports.”

He further explained that the embassy felt obliged “to look at the whole reality... not simply one
event one day or one place...this is a huge country with many events in many places in any day.
“Some of the specific allegations they have made we are not able to confirm,” Hume said.

Another issue is the US’ new anti-smoking legislation, banning imports of kretek (clove containing
cigarettes) from Indonesia. The Trade Ministry protested against the bill before it was passed into
law last month, saying it violated WTO rules. “We are aware of Indonesia’s concerns, and remain
committed to sound public health policies consistent with our international obligations,” the

http://www.thejakartapost.com/print/217534 7/2/2009
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embassy said.

When asked about the growing pro-protectionism sentiment during Indonesia’s elections, Hume
said the United States hopes Indonesia will keep its economy open to the global economy and
avoid risking losing great opportunities which were responsible for its current position as one of
strongest economies in facing the global economic downturn.

Trade between the US and Indonesia has grown remarkably over the past five years. Last year, for
the first time, US-Indonesia trade surpassed the US$20 billion mark, an increase of 28 percent from
$16.40 billion in 2007 (see graphic). Currently, the US is Indonesia’s fourth biggest trading partner
after Japan, Singapore and China.

As concerted efforts needed to tackle climate change and pandemic threats, Indonesia and the US
could also cooperate to find ways to get out the global economic downturn, Hume said.

Indonesia was rebuilding itself with democracy, he said. “I really do think, personally, it is
remarkable the extent to which your country [has developed]. In ten years you not only have
opened up a vibrant media and an open political process, but have been able to do that and it has
helped your stability.”

“You’ve not only gone in democratic direction; you make it work for you and that’s good — and
that’s a victory for every individual in Indonesia.”

Copyright © 2008 The Jakarta Post - PT Bina Media Tenggara. All Rights Reserved.

Source URL: http://www thejakartapost.com/news/2009/07/02/washington-takes-new-look-
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RI, Japan ink fresh 1.5t yen swap deal

Andi Haswidi and Aditya Suharmoko , The Jakarta Post, Tokyo/Jakarta | Tue, 07/07/2009
10:16 AM | Headlines

Japan and Indonesia signed a new currency swap agreement Monday on which the latter will have
access to an additional 1.5 trillion yen (US$15.7 billion) of reserves as a precautionary measure in
the event of a financial crisis.

“This currency swap scheme will serve as our second line of defense,” said Finance Ministry’s
head of fiscal policy agency, Anggito Abimanyu, in Tokyo, representing the Indonesian
government.

Anggito was speaking to reporters following a meeting with Naoyuki Shinohara, Japan’s vice
finance minister for international affairs, earlier in the day.

Anggito said although the yen was relatively lower than the US dollar in terms of value, the large
currency reserve would help Indonesia with significant leverage in warding off currency
speculators.

In Jakarta, Finance Minister Sri Mulyani Indrawati confirmed the agreement.

“The swap is in case Indonesia and Japan need direct transactions, and to support the balance of
payments,” Finance Minister Sri Mulyani Indrawati said in a press conference at her office.

“Of course we should be careful that in 2010 [the economy] may [still] not yet be normal.

“Tt is to support the country’s balance of payments from being hit [by negative impacts of the
global economic downturn],” she added.

Japan believes these resources will help stabilize the economic situation in Indonesia, increase
market confidence, and underpin the continuing reform agenda as well as financial instruments, she
said.

Monday’s agreement will come on top of two similar deals already secured by the Indonesian
government, all aimed at providing emergency balance of payments support whenever a crisis
might strike the country, potentially resulting in extreme devaluation and capital flight, as happened
in the Asian banking and financial crisis in the late 1990s.

In the two previous agreements however, the swaps would be carried out in US dollars.

The two agreements were a $12 billion dollar-denominated currency swap deal — also with Japan
which was struck during a recent ASEAN+3 meeting in Thailand, and another $11.9 billion swap
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agreement under the so-called Chiang Mai Initiative Multilateralization (CMIM) scheme.

The Chiang Mai Initiative, originated by ASEAN members, aims to create a network of bilateral
swap arrangements between ASEAN+3 countries to address short-term liquidity difficulties in the
region and to supplement existing international financial arrangements.

ASEAN3 includes the 10 members of the Association of Southeast Asian Nations — the
Philippines, Indonesia, Thailand, Malaysia, Singapore, Brunei, Vietnam, Myanmar, Cambodia and
Laos — as well as three East Asian nations; Japan, China, and South Korea.

Back in Tokyo, Hartadi A. Sarwono, a deputy governor of Bank Indonesia, said that the central
banks from both countries will work on the details of the arrangements, including how and when
the facilities will officially become operational.

In May, Hartadi also said that Japan was planning to provide up to 6 trillion yen-denominated swap

facilities for members of ASEAN to help strengthen their reserves.

It is to support the country’s balance of payments from being hit (by the impacts of the global
economic downturn).
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Indonesia: An ‘in-danger’ state?
Alexandra Retno Wulan | Jakarta | Thu, 07/09/2009 8:40 AM | Opinion

Foreign Policy magazine just released its 2009 Failed States Index (FSI) in its July/August edition.
Unsurprisingly, Indonesia is still listed in the second “worst” category — titled the “in-danger” list.

It might be true that this period of time has been a very fragile period for states throughout the
globe. The virulent global financial crisis, natural disasters and government collapses, the most
ubiquitous features.

However, it remains important to examine more deeply what went wrong and who is to blame for
the “in-danger” status, especially as Indonesians have the chance to change this reputation in the
presidential election.

Foreign Policy examined 12 indicators of state vulnerability that cover social, economic and
political issues. The 12 indicators include demographic pressures, refugees/[DPs, group grievances,
human flight, uneven development, economic decline, state legitimacy, public services, human
rights, security apparatuses, factionalized elites and external intervention.

Each indicator is ranked on a scale of 0 to 10, with 10 representing the most vulnerable; hence the
total score is on a scale of 0 to 120, with 0 being the most stable.

For the last five years, Indonesia’s total score has ranged from 83.3 to 89.2, thus, Indonesia has
repeatedly been listed as “in-danger”. Indonesia scored 84.1 in the 2009 Failed States Index (FSI),
but scored 83.3 last year and 87 in 2005.

In the social indicators, Indonesia’s population growth rate increased the demographic pressures
rating from 7 to 7.3, additionally, a lack of substantial improvements in state policy regarding
minority groups, such as the banning of Ahmadiyah, the anti-pornography law and the relations
between the state and the indigenous people of West Papua, led to a higher ranking in the group
grievances indicator, 6.5 this year from 5.9 in 2008.

In the economic indicators, Indonesia undoubtedly suffered from the global financial crisis. Thus,
the rating for economic decline rose from 6.3 to 6.9, Additionally, the government seemed to fail to
deal with uneven development. Despite the fact that the government has expanded its
decentralization policies, Indonesia still has vast disparities between urban and rural development,
as well as unequal development in Java and Bali in comparison to other islands.

This combination of factors certainly increased Indonesia’s rating for uneven development from 8
in the FSI 2008 to 8.1 in the FSI 2009.
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In the political indicators, the most striking increases were in the factionalized elites and security
apparatus categories. These indicators signify the potential failure of the government to ensure
civilian supremacy due to lack of civilian capacity to manage security spheres, and the failure to
develop a mature democracy in Indonesia.

Military reform in Indonesia has successfully taken place and the military has retracted from day-
to-day politics. [t is about time to start the military transformation period to ensure that the score
for the security apparatus category eventually declines. Additionally, the commitment to increase
the welfare of soldiers and assurances for a better weapons system for the armed forces (TNI)
would contribute greatly to insulating the possible emergence of practorian guards that serve the
interest of regime.

Moving from the rank of 60 to 62 is indeed a positive step for Indonesia. However, the fact that
Indonesia is still considered an “in-danger™ state, at least since 2005, cannot be considered an
achievement.

Much work is needed to successfully manage a volatile economy, sectarian strife, disparities in
development, effective government and professional armed forces. It is important for Indonesians
to cast their votes for a future leader that will be able to switch the status of Indonesia from an “in-
danger” state to one of stability.

The writer is a researcher at the politics and international relations department, CSIS Jakarta.
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World has avoided economic disaster, Obama
says
Associated Press , L'Aquila, Italy | Fri, 07/10/2009 10:13 PM | World

Lasting worldwide recovery "is still a ways off,” President Barack Obama declared Friday, but he
also said at the conclusion of a global summit that a disastrous economic collapse apparently has
been averted.

'‘Obama said world leaders had taken significant measures to address economic, environmental and
global security issues.

"Reckless actions by a few have fueled a recession that spans the globe," Obama said of the
meltdown that began in the United States with a tumble in housing prices and drastic slowing of
business lending. The downturn now threatens superpowers and emerging nations alike.

Obama urged national leaders to unite behind a global recovery plan that includes stricter financial
regulation and sustained stimulus spending.

"The only way forward is through shared and persistent effort to combat threats to our peace, our
peace, our prosperity and our common humanity wherever they may exist. None of this will be
easy,” Obama told a news conference at the end of the Group of Eight summit of major economic
powers.

The president rejected suggestions that the summit fell short of expectations by failing to call for
tough new sanctions on Iran for its crackdown on democracy advocates after its disputed
presidential election.

"What we wanted is exactly what we got - a statement of unity and strong condemnation," Obama
said. He said the leaders' declaration was even more significant because it included Russia, "which
doesn't make statements like that lightly."
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Singapore's economy emerges from recession
in Q2
Alex Kennedy , The Associated Press, Singapore | Tue, 07/14/2009 1:54 PM | Business

Singapore's economy grew for the first time in a year, soaring 20 percent in the second quarter. a
sign Asia is emerging from the global slump.

Gross domestic product jumped an annualized, seasonally adjusted 20.4 percent in the three months
through June from the previous quarter, the Trade and Industry Ministry said Tuesday in a
statement. It said GDP fell 3.7 percent from year earlier after a 9.6 percent drop 1n the first quarter.

The ministry now expects the Southeast Asian city-state's economy to shrink between 4 percent and
6 percent this year, better than its previous forecast of a contraction between 6 percent and 9
percent.

"The Singapore economy is back and back with a vengeance," said Robert Prior- Wandesforde,
senior Asia economist for HSBC in Singapore. "We very much doubt that today's Singapore GDP
release will be the last in Asia to provide a sizable upside surprise.”

The island's economy - which relies on exports, finance and tourism - had contracted the previous
four quarters as it reeled from a collapse in global trade triggered by the financial crisis. An
annualized 16.4 percent drop in the October-December period was the nadir of its deepest recession
since splitting from Malaysia in 1965.

Singapore 1s the first major Asia economy to report second quarter GDP results. The second quarter
GDP estimate was calculated using data largely from April and May and is subject to revision.

The ministry revised its first quarter economic figures to an annualized contraction of 12.7 percent
from its initial estimate in April of a 19.7 percent contraction.

A surge in pharmaceutical production helped boost growth in the second quarter. Manufacturing
fell 1.5 percent from a year ago compared to a 24 percent contraction in the first quarter.
Construction rose 18 percent in the second quarter while services dropped 5.1 percent.

The ministry warned that the rebound in manufacturing could wane over the rest of the year.

"A sizable part of Singapore's manufacturing uptick came from a spike in biomedical

manufacturing output and electronics inventory restocking, both of which may not be sustained,”
the ministry said.
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Demand for exports from the U.S., Europe and Japan remains weak, but Singapore's sales to
Indonesia, Malaysia and China have picked up, said Irvin Seah, an economist with DBS bank in
Singapore.

"The main driver for this recovery has been our exports to the region," Seah said. "We're seeing
strong demand from Asia, especially China."

"Asia is showing signs that it is able to drive its own demand, which is a good sign for the region's
growth."
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TRADE & INVESTMENT
Thai-Lao push to remove all barriers

Published on July 3, 2009

Thailand will work closely with Laos to clear all commerce and investment
obstacles in an attempt to boost trade not only between the two countries but
also with China and Vietnam.

The Thailand International Freight Forwarders Association and the Laos Freight Forwarders
Association on Wednesday agreed to study the establishment of an inland container depot in
Vientiane to make trade logistics more efficient.

Both sides are focusing not only on bilateral trade but also trilateral trade, particularly with
China and Vietnam.

Commerce Minister Porntiva Nakasai and her Lao counterpart Nam Viyaketh jointly presided
over the opening ceremony of the Laos-Thai Trade Exhibition.

The fair is held annually to promote products, particularly from small and medium-sized
enterprises. This year it is being held in Vientiane until Sunday.

At Wednesday's meeting, the ministers also acknowledged plans to strengthen trade and
management cooperation of the two countries as part of Asean's effort to transform itself
into an Asean Economic Community by 2015.

Trade between Thailand and Laos averages Bt80 billion (US$2.28 billion} a year, but jumped
34.01 per cent to $2.38 billion last year, with exports accounting for $1.77 billion and
imports $612.7 miilion.

According to a plan put in place in 2006, the two neighbours agreed to triple exports from
Laos to Thailand by 2010. Porntiva said the two cooperation plans were focused on
expanding border trade.

They include trade facilitation by reducing all barriers and production costs and the meeting
of top-level officials for trade and industry from the two countries.

Under the trade facilitation plan, Thailand will help Laos set up a single-stop inspection
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window to smooth imports by reducing complicated procedures.

Nam said Thailand had mainly invested in energy, agriculture and mining in Laos. However,
both sides still have to consider revising customs procedures to facilitate trade and
investment,

"Laos' parliament is amending investment regulation and privileges for investors, which will
also benefit all," Nam said.

Laos, Vietham and Thailand are studying the transportation route for the East-West Corridor
under Asean cooperation. These three countries should focus on benefit sharing through
cross-border trade, he said.

Laos will definitely follow the Asean Free Trade Agreement timetable to bring down trade
tariffs to 0-5 per cent, while Thailand, Brunei, Singapore, Malaysia, Indonesia and the
Philippines will cut tariffs to zero next year, he said.

"Tariffs are not a barrier to strengthening trade in the region. We should instead focus on
trade facilitation, particularly transportation from country to country. A good transport
network will not only encourage trade but also foreign investment,” he added.

Thanit Sorat, vice chairman of the Federation of Thai Industries, said logistics cooperation
between the two countries would consider connections of both rail and roads.

The infand container depot will be located at Tha Na Rang, opposite Nong Khai in Thailand.
Other routes linking Thailand and Laos are Mukdahan-Savannakhet, Nakhon Panom-Kham
Mouan and Chiang Khong-Bor Kaew.
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COMPETITIVENESS CONFERENCE
Thailand 'could lead world' in food and alternative fuel

Published on July 3, 2009

Thailand has a bright future for developing its domestic market and preparing
itself to be the world's leading food and alternative-fuel supplier once the
economy recovers, Prof Stephane Geralli told the Thailand Competitiveness
Conference 2009 yesterday.

Geralli, director of the World Competitiveness Centre at Switzerland's International Institute
for Management Development (IMD), was taking part in a discussion called "Thailand's
Vision: Ascending the Value Chain".

The two-day conference is being held at Bangkok's Four Seasons Hotel and co-hosted by
the Board of Trade, the Thailand Management Association, the Thai Institute of Directors,
the Stock Exchange of Thailand and the National Economic and Social Development Board.
The Nation is the media partner.

Geralli said the impact of urbanisation had shifted the future of the global economy towards
greater reliance on the middle-income group.

"This group of people has forced the country to move from a workforce-intensive to a 'brain-
intensive’ society, and Asia has the fastest-growing middle class,” he said.

He said one obstacle was volatility in commodity prices, which could scupper any chance for
an economic recovery. However, there will be opportunities for Thailand when other
countries seek to secure their food and fuel supply.

"The price of food and fuel will go up, due mainly from demand in China and India. Hence,
Thailand should take the opportunity to strengthen its competitiveness so that it can step
forward and be one of the main global food and fuel suppliers,™ he said.

The World Competitiveness Yearbook 2009, compiled by the IMD, ranked Thailand 26th out
of 57 countries this year, up from 27th out of 55 countries and territories last year.

While Thailand's ranking is higher than that of India, Indonesia, the Philippines and South
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Korea, it is below that of Singapore and Malaysia.

Of the 57 countries and territories ranked by the IMD, the US continues to be No 1, followed
by Hong Kong, Singapore and Switzerland. The Scandinavian countries also dominate the
rankings, with Denmark moving to fifth place and Sweden to sixth.

The IMD considers four factors in its rankings: economic performance, government
efficiency, business efficiency and infrastructure. But it says competitiveness is not only
about growth or economic performance, but rather should take into consideration "soft
factors" in competitiveness, such as the environment, quality of life, technology and
education. This helps explain why some economies, such as the US, Japan, the UK, and
Scandinavia, along with small, open economies like Hong Kong, Singapore and Switzerland,
are able to maintain their rankings in the top league despite short-term disruptions.

The challenge for Thailand in boosting its competitiveness in the short term is to create
political stability, which is also significant for improving the Kingdom's economic
performance.

In the long run, the Kingdom should take serious action to develop human resources in
terms of education and technological skilis and pay more attention to improving the quality
of healthcare services and boosting environmental awareness.

The conference, which ends today, is aimed at mobilising opinions from the public and the
private sectors and using them to shape a development road map.

Today, there will be a panel discussion on Thailand's potential to become the world leader in
food, alternative energy, logistics, tourism and creative industries.

Prime Minister Abhisit Vejjajiva said in yesterday's opening speech that the government had
a strong determination to strengthen the country's fundamentals and competitiveness,
which expects to resuit in improving Thailand's ranking in the future.

Consequently, the government's second stimulus package is focused on infrastructure
development, water management and investment in the transport and agricultural sectors.

He said full support would be provided to foreign investments resulting in sustaining the
country's long-term competitiveness.

-
=2
e

Privacy Policy © 2006 Nation Multimedia Group £

July 6, 2009 10:00 am (Thai local time)

www.nationmultimedia.com

http://www.nationmultimedia.com/option/print.php?newsid=30106628 7/6/2009



Bangkok's Independent Newspaper Page 1 of 2

Th (N atlon (print ] [ Cancel |

Business

Korn to review e-auction rules to speed up stimulus projects
Published on July 5, 2009

Finance Minister Korn Chatikavanij will review electronic-auction rules so as to
speed up public investment projects under the second economic-stimulus
package. The World Bank has expressed its support.

"Government procurement by electronic means, e-auction, has been a major cause of slow
budget disbursement,” Korn told a press conference yesterday.

Korn and senior officials met with specialists from the World Bank on Samui, where they
discussed several topics of collaboration.

The minister said on the closing day of the two-day workshop that the government wanted
to ensure faster budget disbursement of the stimulus package, worth Bt1.43 trillion. He said
public investment under the first stimulus package, worth Bt116 billion, which the
government implemented in March, had scarcely moved, due to complex rules about
government procurement.

This is delaying economic recovery, he said.

He said Thailand used e-auction for all kinds of public procurements from buying goods to
concession bidding. He said the government would change e-auction rules by the end of the
month in order to accommodate faster spending on public investment.

Korn also said e-auctions had not prevented leakage of public funds or corruption.
Annette Dixon, World Bank country director, said Thailand was unique among countries
using e-auctions in applying the practice to every government procurement of goods and
services, instead of only standardised goods such as stationery.

She said e-auctioning was useless in complex investment projects such as those involving
infrastructure. The World Bank will send specialists to help improve government
procurement, she added.

The two sides also discussed establishment of an infrastructure fund to finance public-
investment projects. Experts from the World Bank suggested inviting the private sector to
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participate in public investment, Korn said.

The World Bank also proposed a clean-technology fund with loans at lower than market
interest for environmental-improvement projects. The bank will collaborate with the National
Economic and Social Development Board on this.

Korn said the government might join with other countries such as China to launch an
infrastructure fund to finance rail routes from southern China to Thailand, Malaysia and
Singapore.
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