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ADB $13bn boost to fight crisis

Regional outlook

Development bank
to raise capilal base
Promising signs

of bottoming-out’

By H;;-phael Minder
in Hong Kong

The Asian Development
Rank plans Lo pump an extra
$3bn into economies strug-
gling to respond to the finan-
cinl crisis and bhoost it
project lending by $10hn
over the next two years.
The ADIVs lending boost
comes after shareholders
approved a trelling of ils
capital base, from §hshn
(€42bn, £37hn) {o $165bn.
Marubiko Kuroeda, the
ADW's president, said in an
interview: “"Althongh there
are some promising signs of
belioming-out, generaliv {he
Asian economies are still
slowing down ahd some

contracling significantly. It
will take some time before
we seg any improvement.”
While the planned eapital
increase still needs endorse-
menl [rom national legisla-
tors. including US congress-
men who have questioned
the Asian iender's efficiency,
Mr Kuroda said this week’s
agreement meant “we can
start immediately stepping
np onr fGnancial assistance.”
Although lhe Asian lender
is predicting a rebound in
20010, Mr Kuroda said there
was no reason (o revise
upwards the ADD's gloomy
forecast [or this year. In
March, the Asian lerwler low-
ered its 2009 growth forecast
to 3.4 per cent from 7.2 per
cent predicted in Seplember.
The severity of the Asian
tlownturn was also under-
lived yesterday by (he Bank
ol Japan, which predicted
maore price falls in the
wirld's second largest econ-
omy and forecast that the
Japanese econcemy would
contract 3.1 per cont in the

fiscal year to next March,
rather than a previously
expected 2 per cent decline.

In spite of the gloomier
forecast, the centrai bank
kept ils benhchmark over-
night lending rate at 0.1 per
cent and fell short of
announcing additional pol-
icy measures. Mr Kuroda's
assessment also coincided

with better-than-expected
industrial output figures
from Japan, Soulh Koarea
and Thailand.

Industrial production
climbed 1.6 per cent in
March in Japan, twice the
anticipated rate, and also
rose more than expected in
Korea, up 4.8 per cent in
March from February. Pro-
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duction fell Tor a fifth con-
secutive month in politically
troubled Thailand, down
15.4 per cenl in March from
a yvear befure, but was still
better than the 20 per cent
average drop predicted by
forecasters.

Economists have also been
encouraged by improved
business confidence surveys
in countries such as Korea,
as well as stronger export
figures, notably from China,
whose March exports to the
US rose 33 per cent.

Chen Deming, the Chinese
commerce minister, said in
Washington this week Lhat
China had experienced “a
slowdown in the decline of
our foreign trade” in the
first 20 days of April.

Asian governments have
pledged billions to stimulate
economies, while central
hanks have bheen cutting
rates aggrossively, Mr
Kuroda praised countries for
responding “relatively
quickly” but also argued
that more had to be done,

witheul naming any coun-
try. In February, Indonesia
sold $3bn of sovereign bonds,
the largest Asian sale out-
side Japan since 2003, But
Mr Kuroda suggesied lhat
invesiors’ low risk appetite
will conlinue to undermine
efforis across the region to
raise money, forcing govern-
ments instead to rely more
on hitateral and multilateral
loans hecause of the exces-
sive cost of borrowing on
capital markets.

“Almost all developing
member countries have now
funding problems. The risk
premiums that they have to
pay are g0 high that it would
be almost impossible 1o bor-
row from lhe capilal mar-
kets, except for China,” he
said. “The mediwm and long-
term trend of expansion of
the bond market in Asia is
going to continue but this
year and probably nexl year
the wmarket conditions will
not be so good ™

Additional reporting by
Andrew Wood
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Singaporeans

stay buoyant
in the face of
Asia’s storm

City-state economy
Despite predictions
that the economy
will shrink by 9%,
the national mood
remains resilient,
writes John Burton
The ;w\_m from the 40th floor
of the PSA building, the
headquarters for Singapore's
largest port operator,
appears to confirm that the
city-state lies at the very
centre of the economic
downtiurn in Asia.

Lown below, the world's
leading container shipping
hub is not as bustling as it
wits a vear ago. A third of
the cranes lie idle. Moth-
balled ships from round the
world have "rented” space in
nearby coastal waters to
await a revival in trade.

"“The activities of the port

"We saw a downturn
coming but didn't
think it would

be this severe’

Fock Siew Wah
Port operator’s chairman

are one of the key barome-
ters for the entire economy.
We saw a downturn coming
but didn't think it would be
this severe,” said Fock Siew
Wah, the PSA chairman, as
Singapore's exports fell by 11
per cent in March.
Singapore has been inun-
dated with bad economic
news. The central bank
expects a long and painful
sconomic recovery, although
it helieves the worst is over,
The unemployment rate for

local workers has risen to 4.8
per cent, the highest in five
years, while the rate was 3.2
per cent if foreign workers
are included. There are fears
of more job losses based on
the government's estimates
that the economy could

shrink by between minus 6 |

per cent tc minus 9 per cent
this year, the worst contrac-
tion in Asia.

But there are also signs of
hope. The government
reported yesterday that man-

. ufacturers, who have suf-

fered the worst in the down-

- turn. believe conditions will

impreve in the next six

used to living within their
means since he estimates
haif of the working popula-
tion makes 5%2000 ($1,354,
€1.,022, £914) or less a month
in one of Asia's most expen-
sive cities. About 85 per cent
of the population lives in
publicly subsidised housing,
leaving little risk of fore-
closures.

“We are a resourceful peo-
ple.” said Jeffrey Tan, whao
owns a small printing com-
pany. When business orders
started drying up, he decided
to take a part-time job as a
taxi driver. “It is a flexible
job 50 [ have time to devote
attention to my business
when [ need to. The only
problem is that fewer people
are taking taxis.,” Mass tran-
sit use has risen as people
try to cut costs on incidental
expenses.

‘Among those who have
suffered the worst are expa-

‘triates, particularly in the
ifinancial sector, which has
lled to predictions of an exo-
*dus of foreigners from the

icity-state. But that may

prove to be less than feared.

. “A lot of people I know who

. months. Container traffic at -

PSA is believed to have
increased in March.

The mood in Singapore
remains surprisingly resii-
ient. Stores and restaurants
along Orchard Road, the
main shopping street, are
crowded. Jimmy Choo, the
top-end shoe designer,
opened an outlet this week.

“We suffered a fall in busi-
ness, particularly among
expats, after the collapse of
Lehman Brothers in Septem-
ber. But the slack has since
been taken up by locals who
still have meney to spend,”
said Chris Churcher, the
owner of the Red Sea art gal-
lery. Property agents report
an uptick in sales as buyers
are attracted by low mort-
gage rates and a fali in hous-
ing prices of 25 per cent or
more for luxury units over
the past year.

Economists believe one
reason Singaporeans refain a
cautious optimism is that
companies are resorting to
pay cuts and unpaid leave to
Keep costs under control,
Singapore’s jobless rate is
still low compared with the
US or Europe. Cem Kara-
ecadag, an economist at
Credit Suisse in Singapore,
said that Singaporeans are

have been laid off have
decided to stay in Singapore
and try to start boutique
businesses since they see the
prospects in the UK and US
getting worse,” said a Brit-
ish financial executive.

Recruitment agents say
they are getting more appii-
cations from financial pro-
fegsionals who have lost
their jobs elsewhere in Asia,
while international schooils
report that admission
requests remain strong.

Economists warned that
conditions could still deterio-
rate. But there are few signs
of distress. The most notice-
able exception was a deman-
stration held this week by
about 200 Chinese workers
who were protesting against
unpaid wages and the threat
that they could be expeiled.

The event proved shocking
in a country where organ-
ised protests of five or more
persons are banned without
a police permit. The authori-
ties are taking na chances. A
law was recently passed that
would place further curhs on
outdeor gatherings.
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The ADB Is Helping Asia’s Poorest

By Haruhiko Kuroda

This week’s agreement by the Asian De-
velopment Bank board of governors to tri-
ple the bank’s resource base is timely, wel-
come and crucial, Amid the global financial
crisis, the bank is a source of predictable
and affordable financing that can leverage
substantiat funds for invest-
ment in economic growth and
poverty reduction.

To appreciate the signifi-
cance of this step, it is impor-
tant to understand the cur-
rent economic situation. De-
veloping Asian countries have
led global growth and the re-
duction of giobal poverty. But today,
dragged down by an economic ¢risis not of
their making, these same countries face
massive factory closings, layotfts and sup-
ply-chain disruptions as their export mar-
kets dry up. Aggregate GDP growth for de-
veloping countries in the Asia-Pacific re-
gion is expected to drop to 3.4% this year,
after peaking at a record 9.5% in 2007, Re-
mittances from citizens working abroad—a
signiticant source of income ftor many
Asian families—have failen steeply. In
South Asia remittances will fall by be-
tween 4% and 7% this year, compared to
growth of almost 27% in 2008.

This compromises poverty reduction.
We estimate the crisis wiil keep more than
60 million people in developing Asia—in-
cluding 14 million in China and 24 million
in India—trapped in absolute poverty this
year, and nearly 100 million more in 2010.
Had economic growth continued at pre-cri-
sis levels, these individuals and families
would have broken through the $1.25-a-day
poverty line and begun to experience a bet-
ter quality of life,

Economic growth has a significant im-
pact on achieving the Millennium Develop-

The new capital
increase will
let us do more.

ment Goals laid down by the United Na-
tions in 2000, including those related to nu-
trition and health. A three-percentage-
point drop in the region’s GDP growth rate
in 2009 will translate into around 10 mil-
lion more undernourished people, more
than 50,000 more deaths of children
younger than five years old, and about
2,000 more mothers dying

in childbirth. It aiso trans-
lates into a one-year delay in
achieving targets relating to
infant mertality and hunger.

Governments in the re-
gion face the stark challenge
of stemming the impacts of
the erisis without losing
ground on their long-term development
goals. Governments and central banks
moved quickly to expand local demand,
spur job creation and stabilize financial
markets, easing monetary pelicy and imple-
menting large fiscal policy initiatives.

But many developing Asian economies
do not have sufficient domestic resources
to provide an adequate package of stimu-
lus measures or social protection, let alone
recover ground on the millennium goals.
Even before the global economic crisis
swept onto Asia’s shores, our developing
member countries needed a total of $53 bil-
lion beyond their available government re-
sources to meet the goals. In addition, the
region’s massive needs for infrastructure
investment will not be met solely by its
governments. Developing Asian economies
need these investments, yet the world-
wide flight from financial assets has set
back their efforts to mobilize external re-
sources to finance capital-intensive
projects.

The bank’s capital increase comes
against this backdrop. The ADB is working
with public and private partners and mem-
bers to restore market confidence and eco-

nomic stability, strengthen financial sys-
tems and trade regimes, protect the most
vulnerable members of society against the
worst impacts of the crisis, and minimize
cutbacks in investments in infrastructure,
education and health programs—invest-
ments that are critical for long-term
growth and social stability. The capital in-
crease will dramatically enhance our abil-
ity to carry out this role. Every dollar of
paid-in capital to the ADB has histerically
led to $15 in new lending.

However, we do not intend to rest on
our laurels. Even with a 200% capital in-
crease, our resources will be small relative
to the region’s huge development financing
needs. To ensure long-term, sustainable
growth, Asia will have to find ways to chan-
nel its substantial savings for investment
in its future, Over the past several years,
the ADB has worked with governments to
develop regional bond markets so that sav-
ings in Asia can be channeled into etfective
investment within the region. The ADB
also supports governments’ efforts to
spend more on health, education and social
security to reduce household needs for pre-
cautionary savings.

The ADE will do all it can to prevent the
reversal of our region’s hard-won gains in
social and economic development, and pov-
erty reduction. Despite the current eco-
nomic¢ turmeil and its adverse impact on
human welfare in the regicn, Asia is one of

-few regions in the world that continues to

grow—and thus, one that can help the
world emerge more quickly from the crisis.
With the continued commitment of the in-
ternatidnal community, both public and pri-
vate, to this diverse and dynamic region,
Asia will remain a beacon of hope for.glo-
bal prosperity and stability.

Mr. Kuroda is president of the Asian Devel-
opment Bank,
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Korea and America Need Trade

By Jin Park

As the effects of the global financial cri-
sis spread, Korea and the United States
have a unique tool at their disposal to help
combat recession: Approving the Ko-
rea-U.S. Free Trade Agreement. The trade
pact would open a new era of economic alli-
ance and common prosperity for South Ko-
rea and the U.S. It truly is a win-win ar-
rangement, and there is no time for pro-
crastination in the current economic envi-
ronment. South Korea’s National Assembly
Committee on Foreign Affairs, Trade and
Unification passed a bill last week to ratity
this trade deal. 1 ¢all ‘¢n the full legisla-
tures of Korea and the U.5. to take the earli-
est opportunity to finalize the deal.

The Korea-U.S. trade deal is expected to
produce huge economic benefiis through
robust mutual trade and investment. It is
essential for South Korea to widen export
opportunities since its economic vitality
heavily depends on foreign trade. The trou-
bled U.S. economy, meanwhile, will reap

major benefits from the expanded export
opportunities afforded by the pact. Accord-
ing to the U.S. International Trade Commis-
sion, when the agreement enters into force
U.S. exports to South Korea will increase to
between $10 billion and $11 billion per
year, and the agreement will increase U.S.
GDP by $10 billion.

The Korea-U.S. deal also offers strategic
benefits to both sides. The agreement will
play a pivotal role in upgrading the current
Korea-U.S. bilateral partner-
ship into a broader strategic
atliance in the 21st century.
We are already broadening
and deepening our coopera-
tion on a range of issues,
such as stabilization mis-
sions in Iraq and Afghanistan, and the fight
against piracy in Somalian waters. The
trade agreement will further cement the pro-
ductive partnership between our countries.

The trade deal will help secure peace
and stability on the Korean Peninsula. The
FTA, built upon the principles of free mar-
kets and democracy, will take the relation-
ship between Korea and the U.S. to the next
level of comprehensive partnership. As the
first U.S, FTA with a North Asian partner,
the FTA with Korea will provide a good op-
portunity for the United States to engage
more closely in the region.

The trade agreement also will reinforce
the U.S. role in managing the global crisis.
The inspiring new U.S. president, Barack
Obama, together with the American people,
hopes to restore America’s global image and
leadership. To achieve this, it will be crucial
for America to reclaim its status as a world
leader in supporting free trade. If the U.S.
were to miss the golden opportunity of the
free trade agreement with Korea, it would
undermine American leadership not only in
Asia but also on the global stage,

Despite political controversies, there are
no reasonable grounds to oppose the deai.

The FTA is too
good to pass up.

Naysayers in America point to the automo-
tive issue. Some politicians and unions say
the deal unfairly favors Korean automakers
while doing too little to open the Korean
market to car imports frem America.

The facts are different. The FTA has suf-
ficiently addressed the concerns of the U.S.
automobile industry over access to the Ko-
rean market. The FTA has stronger and
more comprehensive provisions related to
automobile taxes, tariffs, technical barriers
and dispute settlement, than
any other U.S. FTA. Job cre-
ation also contributes to fair
trade. The truth is that a
Hyundai car plant is employ-
ing 3,200 Americans in Ala-
bama and supporting another
6,000 workers in parts manufacturing. And
a new Kia car factory will recruit 2,500
more in Georgia this year with collateral
job support fer another 7,500 workers for
parts manufacturing.

Some argue the original agreement
should be reconsidered. This would be the
wrong approach. Reopening the original
deal for political reasons would trigger neg-
ative reactions and seriously jeopardize
the deal itself. Instead, leaders on both
sides must work to build a consensus
based on the significant benefits of the
deal as currently written.

Korean President Lee Myung-bak and
President Obama are scheduled to confer
agair in Washington in mid-June. This sum-
mit, their second meeting, will be a touch-
stone for the destiny of the Korea-U.S. free
trade agreement. Perhaps they can keep in
mind an old Asian adage which translates
as “small gains but big losses,” referring to
an unwise choice. Instead, we should opt
for big gains and small losses.

Mr. Park is chairman of the Committee for
Foreign Affairs, Trade and Unification in the
National Assembly of the Republic of Koren.
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ideast and cheaper oil

- DAVID
HOWELL

London

Back inthe golden bubble days when
stock markets wereriding highand a
barrel of crude oil sold for more than $140,
there was no doubt which countries were
getting richest quickest.

The Arab oil producers found
themseives at the receiving end of a tidal
flow of cash that they piled upin
sovereign funds and investments round
the world, while also enjoying an easy and
hugely luxurious lifestyle.

Now things are different. Could the
sharp drop in crude oil prices, combined
with longer-term global aspirations to
reduce oil dependence, lead Persian Guif
oil-producing states to reassess their
priorities and development prospects®

Certainly in OPEC circles and among
policymakers in the leading producer
states there are some signs of
apprehension. They can see a picture
emerging, at least in the Westandin
Japan, of a world of electric transport,
nuclear electricity, far greaterenergy
use efficiency and green non-oil energy
sources, notably wind power, biofuels and
solar power in place of the almost total
world oil dependence of the last century.

In one major oil producer — Saudi
Arabia —thereactiontothis longer-term
prospect has already beenmade very
clear, anditisanegative one. “World
climate talks,” says Saudi negotiator
Mohammad Al Sabban, “threaten Saudi
Arabia’s economic survival.” He adds
frankly that “Saudi Arabia hasnot done
that much yet todiversify.”

Middie East comment isthick with
estimates of the crude oil prices the
various oil producers now “need,” The
concept of “need” of course varies from
country to country, with kran and Iraq to
the fore “needing’” oil revenues as high as
possible for political survival and to
finance and subsidize populist policies, as
against the more prudent “needs” of, say,
the Saudis or Oman, being to fill budget
gaps and to avoid delaying certain
projects launched in the past when il
revenues looked set to be much higher.

Generally, a consensus among OPEC

JRAGHEN 2 o

producers isthat a crude price of around
$75 iswhat is “needed.” The questionis to
what extent this can be engineered, if at all,
by OPEC production restraints.

First, there is the proverhial tendency
of certain OPEC membersnot to
cooperate with production cuts, or to
agree to them verbally but ignore them in
practice. Second, in the immediate
situation, inventories are brim full, both
in America and Europe. In Rotterdam,
storage tankshave nofurther space while
harbor and coastal berths are crowded
with moored and full oil tankers. all
waiting hopefully for higher (arcund $30)
crude prices ahead.

Of course, futures markets have been
spectacularly wrong inrecent times.
Prudent budget makers in the Gulf states
need to plan on oil prices remaining weak
for sometime ahead, and “some time”
could mean anything from a year to six
years, depending on which expert or
forecasting guru one listens to.

Some Arab states plan gloomily, but
realistically, for a major and lasting
decline in oil revenues, well beyond the
present recession, with the consequent
need for a radical acceleration of
diversification and related industrial and
social change. Anextreme example of this
model would be Dubai, which had the
incentivizing “benefit” of running out of oil
anyway and has diversified dramatically,
and initially with apparent success, into an
entirely different pattern.

However, Dubai’s mounting debts and
bankruptcies have led tosome shaking of
Arab heads about the dangers of going too
fast along thisroute. Bahrain, with
dwindling oil output, serves asa less
extreme example of this pattern, or has at

any rate avoided the property bubble
effects and spending inefficiencies that
have forced Dubai to turnnext doorto
AbuDhabifor help.

There are those, too, who simply hope
things will return to business as usual,
meaning the sky-high prices of 2007-2008
when there was talk of crude soaring to
$200. Prominent in this category are Iran
and Venezuela.

Others again, such as Kuwait, Qatar
and Oman, and indeed Saudi Arabia
itself, despite its gloomy spokesman, see
something in between, suchasa
moderate firming of oil prices when the
globalrecession eases, combined with the
real need to branch out into both
low-carbon projects, such as eco-cities
and massive solar power developments,
plus the growth of new export industries
tofill the gap left by lower earnings.

Somewhere among these assessments
and hopes there is a place for areal vision
of a more stable and more prosperous
Arabia, lifting itself free from the “curse
of 0il” and from the unbalanced and
distorted societies, and disparities of
wealth, that have beenthe hallmark of the
oil-producing states.

Perhaps this might then open the path
to a more dynamic and creative patternof
social and economic advance, recalling
the medieval days of Arah greatness and
intetlectuat leadership to which the whole
world once looked for enlightenment.
David Howeil is aformer British Cabinet
mirister apd fermer chairman of the Commons
Foreign Affairs Committes. He is now 2
member of the House of Lords.

Web site: howelld(@ partiament.uk
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The Economic Key to Sri Lankan Peace

By Razeen Sally

The Sri Lankan government is cluse to
completing an emphatic military victory
over the Tamil Tiger rebels. Sri Lanka's pres-
ident, Mahinda Rajapakse, must follow up
his military victory with a just settlement
for the Tamil minority. 1If not, terrorism will
go underground and ethnic conflict will con-
tinue to fester. But just as importantly, Sri
Lanka's economy needs radical change.
Peace and development go together,

Sri Lanka's economy has fallen far be-
low its potential. At independence in 1948,
the country formerly known as Ceylon was
at peace, had a stable parliamentary de-
macracy and was Asia’s second-wealthiest
ndtion. Its prospects were golden. 1t had a
prospering plantation economy, and, by de-
veloping-country standards, a well-devel-
oped infrastructure, an efficient public ad-
ministration and judiciary, and significant
achievements in health and education,

Yet the Sinhala political elite soon pan-
dered to the worst instincts of the Sinhala
ethnic majority, egged on by a xenophobic
Buddhist clergy. Successive governments
played the populist ethnic card, increasing
discrimination against the Tamil minority.
This sowed the seeds of the Tiger terrorist
movement, citlminating in all-oat violent
conflict in 1983,

Disastrous economic policies exacer-
bated the civil unrest. Sri Lanka suffered
from chronic fiscal and monetary profli-
gacy, and followed the Indian path of ram-
pant government intervention and trade
prolectionism. By the mid-1970s, the econ-
omy was close 1o rain. Ecopomic growth
har alinost come to a halt—it averaged
less than three per cent between 1970 and

1976—real incomes were stugnant and un-
employment reached 25% of the labor
force. Welfare policies churned out edu-
cated youth among the poor, but they had
1o job prospects in a stagnant economy.
Disaffection led many to extremism and vi-
olence, not just in the Tamil north but also
in the Sinhala south,

The one bright spot was
the major liberalization of the
economy in the late 1970s, fol-
lowed by reform bursts in
later decades. Sri Lanka’s re-
forms re-opened the country’s
ecohomy to the world and cre-
ated thriving domestic indus-
tries. Thus despite civil war,
macreeconomic instability and misgover-
nance, Sri Lanka has grown at about six
percent annualty. Average real incomes, al
about $1,500, are 50% higher than they are
in India. Outside the fighting zones, ordi-
nary people are significantly hetter off
than they were a generation ago.

Key to this success has heen industrial-
ization and a more diversified services
economy. Employment in the formal manu-
facturing sector has more than doubled
since 1980; and the share of manufacturing
in total merchandise trade has increased
from five per cent to close to 70% of GDP.
The star in the firmament is a strong, la-
bor-intensive garments industry—a direct
product of liberalization. This industry,
which emerged in the early 1980s, now ac-
counts for about 50% af total export earn-

ings and employs about ane million people,

Still, 5ri Lanka is a sad tale of what
might have been, Reform has proceeded in
stop-go fashion, Public spending, hudget
deficits and inflation have run wild. Of a

Without
growth, the war
can’t be won,

country of 20 million people and a labor
force of under seven million, around one
million now work for the bloated public sec-
tor. Inflation peaked al close to 30% last
year, and official reserves were blown away
detending an exchange-rate peg of 108 ru-
pees to the dollar. Yet again, Sri Lanka faces
a home-hrewed balance-of-payments crisis
and is currently negotiating
a $1.9 billion loan with the
International Monetary Fund.
Trade protectionism has in-
creased, with a paraphernalia
of additional import taxes.
Discretionary powers have
also been nsed more fre-
quently and selectively to re-
strict imports, for example through cus-
toms delays and extra charges. The domes-
tic private sector has been repressed with
additional taxes and regulatory burdens.
The government has even set up its own—
predictably loss-making—!ow-cost airline.

Now, academics and intellectuals advis-
ing the government are advocating a state-
directed economy, infant-industry promo-
tion and agricultural se¥f-sufficiency. Policy
making is more populist and unpredictable,
favoring the politicafly connecled and side-
lining technocratic advice, Corruption and
institutional rot set in long ago, but re-
cently they have plumbed new depths.

A widely shared sentiment in Sri Lanka
is that military victory will translate into
peace and fast development. This is wish-
ful thinking. Without a policy overhaul, Sri
Lanka faces either slow material decline or
something worse, especially with a bleak
global economic outleok. The shorg-term
imperative is 1o allow the exchange rate to
devalue to a market deternined level, cut

public subsidies and make fiscal and mone-
tary policy more transparent.

Beyond that, trade tariff hikes should
be reversed, with accompanying simpiifica-
tion of trade and foreign-investment mea-
sures. There needs to be deep public-sector
reforp; a move to market pricing for oil
and electricity; and, not least, big cuts in
the defense budget. Drastic domestic dereg-
ulation is also imperative to cut the high
cost of doing business. In the longer-term,
Sri Lanka needs to revamp its rotten politi-
cal culture and public institutions,

With peace and East Asian-style poli-
cies of macroeconomic prudence, openness
to the world economy and better govern-
ment at home, 5ri Lanka would be where
Malaysia is today. On that measure, abso-
lute poverty would have been eradicated,
average living standards would be four
times what they are now, clusters of multi-
national enterprises would link the econ-
omy to global supply chains, tourism
would be flourjshing, services would be
hitched to the Indian outsourcing jugger-
naut, and ordinary Sri Lankans would be
able to realize aspirations they can only
dream about today.

Given the government’s record, the
odds are against a near-term economic pol-
icy turnaround, A weak, divided political
opposition does not provide a credible at-
ternative. It is safe to say that without a
change of economie direction, Sri Lanka
will continue to fail Lo achieve its golden
potential--with or without peace,

Mr. Sally is director of the European Centre
for International Political Economy and
professor of international political econ-
omy at the London School of Economics.



INTERNATIONAL HERALD TRIBUNE

MONDAY, MAY 4, 2009

Asian nations agree

NUSA DUA, INDONESIA

RELTERS

East and Southeast Asian countries
agreed Sunday on the details of a $120
billion fungd aimed at providing foreign
exchange liquidity to any of them in
need of heip during the economicdown-
turn.

Japanalso announceda plan to supply
asmuch as ¥6 trillion, or $61.54 billion, to
supportnations hit by economiccrisis.

The moves, on the sidelines of the an-
nual meeting of the Asian Development
Bank on Bali, [ndonesia, might lead to
some optimism in regional markets
Monday, one analyst said.

*“This news is not a surprise, but con-
firmation may be taken by the optimists
asareason tocontinuethe recentrally,”
said Kirby Daley, senior strategist at
Newedge Group in Hong Kong, “It's
definitely a stepin the right direction for

The fund will give emergency
balance of payments support
to any countries affected by
severe capital flight.

Asia to wean jtself from dependenceon
the West. However, implementation is
unlikely to have a sustainableimpact on
Asian ecenomies in the absence of a ro-
bust U.S. consumer”’

Under the regional plan, which was
announced in February, China and Ja-
pan would each contribute 32 percent to
the fund, known as the Chiang Mai Ini-
tiative. South Korea would provide 16
percent while the rest would come from
the 10-member Association of South
East Asian Nations, or Asean.

Asean consists of Brunei, Cambodia,
Indonesia, Laos, Malaysia, Myanmar,
the Philippines, Singapore, Thailand
and Vietnam.

The fund would give emergency sup-
port for balance of paymentsin case any
of the countries experienced the kind of
capital flight that marked the 1997-98
Asian financial crisis.

“The cwrrent global situation re-
quires more concerted efforts to en-
hance confidence, maintain financial
stability and prevent further decline in
economic growth,” a statement by fi-
nance ministers from the region said.

The finance ministers also noted that
the deepening global economic down-
turn, coupled with heightenedrisk aver-
ston in financial markets, has adversely
impacted trade and investment in the
region

The fund will be created by the end of
the vear, and a surveillance unit to mon-
itor the economies in the region. will be

on emergency fund

established with the help of the Asian
Development Bark, it said.

In pddition, the meeting decidedto set
up a $500 million guarantee for local cur-
rency corporate bondsissued withinthe
region.

Underlining the impormance of the
Asianregionalbond market, Standard &
Poor's announced Sunday it was start-
ing an Asean credit rating scale that
would provide additional transparency
about the credit risk of borrowers active
inthe region.

The Asian Development Bank’s pres-
ident, Haruhiko Kuroda, also said Sun-
day that Asia needs to develop its debt
markets to better channel the region’s
massive savings into invesiments and
stave off another crisis.

No discussions have yet been held on
what currency the regional fund will be
based on, but the separate Japanese
planis aimed at promotingthe use of the
yen in the Asean region, the Japanese
government said.

““This brings our contribution to sup-
porting regional liquidity to about $100
billion,”” the Japanese finance minister,
Kaoru Yosano, said,

In addition tc the two funds, he said
Japan would introduce a framework to
guarantee samurai bonds — yen-de-
nominated debt issued in Japan by for-
eign governments and firms — up to
¥500 billion.

The Asian Development Bank alsc
plans to increase lending to about $33
billion in 2009-10, almost a 50 percent in-
crease over 2007-§, to counter the crisis.
The Manila-based multilateral lender is
funded by donationsmainly from.Japan,
the United States and European na-
tions. :

“The economic crisis in Asia has had
much more severe impact than prob-
ably we have reckoned,”” Rajat Nag, the
bank’'s managing director general, said.

The Asian Development Bank “‘can
only be a part player ir this but the im-
pact of the crisis is very real. It's more
than just economic numbers, it’'s a so-
cial crisis,””

Jong-Wha Lee, the bank’s acting chief
economist, said Asian economies had
probablyreachedthe bottomof the crisis
but a major recovery still hinged on the
revival of demand in developed nations.

It is almost impossible for the region
to return 1o the boom seen unti] 2007 be-
fore demand from the advanced econo-
raies fully regains strength,” Lee said.

The bank has forecast that Asian
economies will grow only 3.4 percent in
2009, the slowest pace since the Asian fi-
nancial crisis a decade earlier. It sees
economic growth recovering to 6.3 per-
cent next year.

Additional reporting by David Doian.
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Southeast Asia’s GDP a hostage to climate

William Pesek
BLOOMBERG

ared Diamond’s obsession with the

number 32 should worry Asia.

The Pulitzer Prize-winning

geographer last month lit up the
blogosphere anew with his contention
that rich nations use 32 times more
water, fuel and food than developing
countries and produce that much more
greenhouse gases and plasties, too.

“The world has serious consumption
problems, but we can solve them if we
choose todo so,” Diamond said al a
conference in Lexington, Ky. “The time
to hegin is now.”

That’s truer than ever as Asian leaders
converge oh Bali for the Asian
Development Bank’s annual meeting. No
one believes Earth can withstand billions
of Asians consuming the way the West
does in the decades ahead. If the number
32 doesn’t jolt you, try 6.3 percent worth
ol lost gross domestic product.

The Manila-based lender says
Singapore, Thailand, Indonesia, Vietnam
and the Philippines may lose that much of
their GDP annually by the end of the
century if climate change isn't stopped.
Such numbers are a harbinger of trouble
for Asia.

The GDY loss in Asia’s developing
countries may be twice the globat
average, and theregion can't afford it.
That gets al a key paradox: Asiais home

to many of the world’s extreme poor, and
yet executives around the globe are
betting on its high growth rates and
potential.

The effects of climate change, if
unchecked, will limit Asia’s ability to
grow af rates needed to reduce poverty,
avoid runaway government borrowing
and reach its promise as a market.

About 93 million of Southeast Asia’s 563
million people live on less than $1.25 a day.
The only way to boost their living standards
is rapid and efficient growth. The financial
crisis will sel back Asia’s prosperity goals.
Yet what about the longer-term effects?

Climate change is a big one. At the
moment, governments are focused on
shielding economies from market woes,
global recession and the risk of a new flu
pandemic. Less focus is on reducing
carhon-dioxide emissions in the most
populeus and fastest-growing region. The
more this issue is pushed onto the back
burner, the more Asian markets will suffer.

This sounds unfair. In a perfecl world,
Chinese, Indians and Southeast Asians
would be free to pollute as much as
Europeans and Americans did as they
industrialized. The effort also musi be
global. Southeast Asian initiatives to
reduce greenhouse gases won't amount Lo
much if the U.S., Europe and other wealthy
regions don’t do morc. China, too.

As observers such as Diamond say,
though, our planet just couldn’t handle that.

It’s hard to keep a straight face when

investors argue that Hong Kong is the
world’s freest economy. That would be
fine if the right to breathe reasonahly
clean air were considered. The city’s
outlock is being jeopardized by the tens of
thousands of southern Chinese factories
darkening the skies.

Southeast Asia’srisks rarely get as
much attention as China’s, and that’s a
mistake. Singapore, Thailand, Indonesia,
Vietnam and the Philippines are uniguely
at risk from rising temperatures and sea
levels because of their 173,000 km of
coastlines. Their economies rely on
farming and forestry, which need stable
rain and temperatures for maximum
production, Asia is seeing increasingly
extreme wealher, water shortages and
forest fires linked to climate change.

It's apropos the 67-member ADR is
meeting in Indonesia in the days ahead.
Rising sea levels will force the largest
archipelagic state toredraw its
boundaries. Southeast Asia’s higgest
economy also is its biggest emitter of
greenhouse gases.

Reducing emissions is a tough sell.
Many are betting that if President Susilo
Bambang Yudhoyono is re-clected in
July, he will add to Lhe faslest growth
since the 1997 Asian crisis.
Environmental policy needs work, too.
Not only because it's good for Asia, but
also for Indonesia’s economy.

The global crisis offers arare
opportunity to move toward a low carbon

econemy in Southeast Asia. The process
will help create jobs, cut poverty and
leave nations better prepared to bandle
the worst effects of climate change.
Investing in green industries means
providing new opportunities away from
the sweat shops that should be about
Asia’s past, not its future.

Forestry and land use are the largest
contribuiors to emissions and deserve
immediate attention. The ADB says
energy-related carbon-dioxide emissions
can be mitigated as much as 40 percent by
2020 through efficiency improvement,
while another 40 percent can be eased by
switching from coal to gas and using
renewable sources to generate power.

Officials in Washington often tell
developing nations that if you champion
iree-market economics and good
governance, you can be rich, too. That’s
becoming a fantasy. It's one thing witha
world population of 6.7 billion or so. I’s
quite another when it approaches 9 billion
and pollution surges accordingly. 11.5.-
style consumption on that scale isn't
environmentally suslainable, either.

Addressing climate change is no
longer a choice, but a necessity. Failure
Lo get serious could put more than afew
Southeast Asians underwater — literally
and liguratively.

Witliam Pesek is a Bloomberg News columnist.
The opinions expressed are his own.
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Recession-hit Japan offers $100m
aid to struggling Asian economies

Bid to uphold regional
economic leadership

By Raphael Minder in Bali

Japan yesterday offered $100bn
in financial assistance to Asian
countries hit by the global finan-
cial crisis in a move that shores
up its economic leadership in the
region in spite of its own severe
recession.

Tokyvo announced at a meeting
of the finance ministers of the
10 countries of the Association of
Sguth-East Asian Nations in
Indonesia that it would set up a
¥6,000bn ($61.5bn) bilateral cur-
rency swap scheme. on top of a
$38.4bn commitment to the multi-
lateral Chiang Mai initiative.

The Chiang Mai deal, a $120bn
currency scheme that has been
under discussicn for years. was
formally agreed yesterday by the
Asean countries, meeting with
the finance ministers of Japan,
China and South Korea. Japan

also offered Y500bn in guarantees
for potential Asian issuers of
ven-denominated samurai bonds.
Kaoru Yosanc, the Jjapanese
finance minister, when asked if
Japan could afford to deal with
its own economic woes while
helping feliow Asian strugglers,
said the latest offers underlined
Tokyo's firm belief that the crisis
required a more concerted inter-
national response. “The financial
crisis is not something hitting
cnly a handful of countries...
That is why we believe it is an
issue that can only be solved
with internationa! co-operation.”
Japan pledged $100bn in extra
capital to the International Mone-
tary Fund in November, and has
been anxious to sustain its lead-
ership in Asia in the face of
China’s huge foreign reserves
and rising economic muscle.
Rivalry between the two coun-
tries spilled over into the final
stage of the Chiang Mai negotia-
tions, with both agreeing to pro-
vide $38.4bn each. China’s share

includes $4.2bn from Hong Kong.
Korea is providing $18.2bn, with
the rest shared among the 10
south-east Asian nations.

The 13 countries also agreed to
put 3500m as initial capital into a
new trust fund toc guarantee
local-currency bond issues bv
Asian companies, which have
been facing high borrowing costs
because of investors’ low risk
appetite for emerging markets.

Rajat Nag, managing director
of the Asian Development Bank,
said the credit guarantee mecha-
nism would be of substantial ben-
efit to “companies that might not
have that sterling track record
on their own”.

The ADB confirmed it wanted
to inject $3bn into struggling
economies, pending board
approval, on top of a broader
expansion of proiect lending.

Additional reporting by Robin
Harding in Tokyo

Wolfgang Miinchau, Page 7
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Europe must learn from Japan’s experience

Wolfgang Miinchau

Owr Great Hecession has been
compared with several crises of the
past, bud Japan's losl decade is
perhaps most relevant. This is not
because of the way the two crises
developed - we do not yet know what
will happen to us - but because of our
failure to learn from Japan’s mistakes.
Otte von Bismarck said only fools
would learn from their own mistakes,
while he preferred o learn from the
inistakes of others. We are mostly
foois.

I am particularly struck by the
stmilarity of the policy responses in
Japan then and Furope today, Adam
Posan, depuly direclor of the Peterson
Institute v Washiugton, made Lhe
following observation in a hook* he
published in 2000 about the parallels
between Japan's 1ost decade and US
policy during the savings and loan
crisis. He wrote: “HBank regulators
issned a litany of announcenents

meant to be reassuring about the
exient of the bad loan problem and
the adequacy of Japanese banks’
capital, each of which was correctly
disbelieved by other financial firms,
foreign banks, and by Japanese savers
as understating the problem.”

This is exactly what is happening in
Europe today. Govermmentis are not
coming clean on the scale of the
crisis. Siiddeutsche Zeitung, the
German newspaper, recertly revealed
an inlernal memo frotn Bafin, the
conniry's banking regulator, showing
the estimated scale of write-offs would
be mote than €800bn ($1.061hn,
£712bn), about a third of Germany'y
annal gross domestic product. By
comparison, the entire capital and
reserves of its monetary and financial
institutions were ottly €441.5hn in
February. i the leaked number is
true, it would mean the German
financial system is broke.

Bafin was outraged by the leak, and
laumched legal action. Senior officials
tried to play down the significance of
the number.. This is what 1w Pesen

i described in his critigue of Japan.

Robert Giauber, now at Harvard
University, wrole in the same book
thal “the government's timidity in
informing taxpayers of the tull cost to
reselve the crisis produced a large,

unnecessary delay. The delay in both
cases turned a relatively small cost
into a staggering large one”. Again,
this i5 happening today. Both the
Geithoer plan in the US, and the
recently announced, but not yet
detailed German financial rescue plan,
pretend that the rescue can be largely
cost-free to the taxpayer.

Japanese governments alsp made
several attempts to resolve the crisis
during the 1990s, but these plans were

| see nothing in our
situation or our response
to persuade me that it
will take less than a
decade to get out of this

too timid. Japan's lost decade ended
only in 2002 after Heizo Takenaka,
minister for financial services under
Junichire Keizumi, the former prime
minister, forced the bauks to write
down had debt, and to accepl new
capital from the goyernment. Just
like the Japanese, the 15 and
Buropean governments will do the
right thing eventually. But just like
the Japanese, they are determined

| to do all the wrong things firsl.

| What could we learn from Japan's
fiscal policy? The purpose of increased
government expentditure during a
severe financial crisis is to break
down the toxic feedback loops
between the real economy and the

! financial seclor. In that respect, the
Ewropean stimulus programmes are
much Jess satisfactory than US policy,
not s0 much in terms of the gross
headline numbers, bul in terms of
their net effect on economic growth,
Just like Japan in the 1990s, the
eurozone cannot deliver effective
fiscal stimulus, in our case due an
inflexible rule-based system of
econonic governance, heavy
hureaucracy and an astonishing lack
of co-ardination. [ would not be
surprised if the tolal economic effect
af the US stimulus ended up iwice us
large as the total of the various
European programmes.

The only Furopean institution that
seems to have grasped the need to
learn trom Japan's experience is the
FKuropean Central Bank. Enropean
money market rates are close lo zern,
and while one can always argue about
the finer details of monetary policy,
ceniral banks on both sides of the
| Atlantic are close to having exhausted
I their freedom of manceuvre, The KCR

will this week cul official interest
rates again, prohably by another
quarter point, but even further rate
culs will not. make much difference to
real world interest rates.

[ vonsider myself agnostic about the
benefits of quantitative easing, bath in
terms of its effectiveness in shifling
long-term interest rates, and in terms
of the ditficulties central hanks might
encounter in the future. From the
evidence [ have seen from Japan, it
was the resolution of the banking
crisis more than the adoption of
quantitative easing by the Bank of
Japan that finally did the trick.

Al this leaves Buarope with a policy
mix only slightly better than Japan's
in the 19908, Yet, Europe faces an
additional prollem. While Japan had
its crisis when the rest of the world
was hoomiug, Europe has no such
luck. 1 see nothing in our situation or
our policy response to persuade me
{heat it will lake less than a decade to
gel oul of this,

*Japan's Financial Crisis and 1is
Paraliels to US Experience, edited by
Adane S. Posen and Ryvichi Mikitani,

| Septembher 2000,

wiv.pelersaninstitite org

munchau@eurointelligence.com
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If China loses faith the dollar will collapse

Andy Xie

merging cconomies such as

China and Russia are calling

for allernatives to the dollar as

a reserve arrency. The trigger
is the I'ederal Reserve's liberal policy
of expanding Lhe money supply to prop
up America’s banking system and its
over-indebled households, Because the
magnitude of the hiad agsets within Lhe
banking system and the excess lever
age of s houscholds are potentially
huge, Lthe Fed may he foreed into print-
ing dollars massively, which would
eventually trigger high inflation or
even hyper-inflation and cause great
tlimage o counlries that hold dollar
assels in thejr foreign exchange
IESOTVOS,

The chatier over alternatives to the
dollar mainly reflects the unhappiness
with US monetary policy among the
energing economies that have amassed
tearly $10,000b0 (€7,5520n, £6,721ba) in
foreign exchange rescrves, mostly in
fdollar assels, Any other country with
America’s problems would need the
Paris Club of creditor nations to negoli-
ate with its lemlers on its monetary
ad fiscal policies 1o profect their
interests. But the US situation is

unigue: it borrows in its own currency,
and the dollar is the world's dominant
reserve currency. The US can disregard
its creditors’ concerns for the time
being withoul worrying about a dollay
collapse.

The faith of the Chinese in America's
power and responsibility, and the pet-
rodollar holdings of the gulf countries
that depend on US military protection,
are the twin props for the dollar’s glo-
bal status. Ethnic Chinese, including
those in the mainland, Hong Keng, Tai-
wan and overseas, may accousnt for half
of the fureign holdings of dollar assets.
You have to check the asset allocations
of wealthy elhnic Chinese to under-
stand the doellar's unique status,

The Chinese love affair with the dol-
lar began in the 1940s when it held its
value while the Chinese currency
depreciated massively. Memory is long
when it comes to currency credibility.
The Chinese renminhi remains a closed
currency and is not yet a credible vehi-
cle for wealth storage. Also, wealthy
elhnic Chinese tend to send their chil-
dren Lo the US for education. They
treal the dollar as their primary eur-
rency.

The US could repair its balance sheet
through assel sales and fiscal transfers
instead of just printing money. The
$2,000bn fiscal deficit, for example,

could have gone to over-indebted
households for paying down debts
rather than on dubious spending o
prop up the economy. When juoperty
and stock prices decline sufficiently,
foreign demand, especially from ethnic
Chinese, will come in volume, The
country’s vast and unexplored natural
resource holdings could be auctioned
off. Americans may view these ideas as
unthinkable. It is kard to imagine ihat

America's short-term
economic policy is
pushing Beijing towards
developing an alternative
financlal system

a superpower nNeeds to sell the family
silver to stay solvent., Hence, printing
money seems a less painful way out.
The global environment is extremely
negative for savers. The prices of prop-
orty and shares, though having
declined substantially, are not good
valtie yet and may decline fur-
ther. Interesl rates aye near vero. The
Fed is printing money, which will even.
tually inflate away the value of dollar
holdings. Other eurrencies are not safe

havens either. As the FFed expaxds the
maney supply, it puts pressure on
other currencies lo appreciate. This
will force other ceniral banks to
expand their own maney supplies 1o
depress their currencies. Hence, major
currencies may take turns devalu-
ing. The end result is inflatien and
negative real interest rates everywlere.
Central banks are punishing savers io
redecm the sins of debtors and specula-
tors. Unfortunately, elthnic Chinese are
the bippest savers.

Diluting Chinese savings to bail out
America’s failing banks and bankrupt
households, though highly beneficial to
the U$ national interest in the short
term, will destroy the dollar’s glohal
status. Ethnic Chinese demand for the
dollar has been waning already.
China’s bulging foreign exchange
reserves reflect the iack of private
demand for dollars, which was driven
Iy the rennvinbi's appreciation. Though
this was speculative in nature, it shows
the renminbi's rising credibility and its
potential to replace the dollar as the
main vehicle of wealth storage Tor eth-
nie Chinese.

America’s puolicy is pushing China
towards developing an alternative
financial system. For the past two dec-
ades China’s entry into the glohal econ-
omy rested on naking cheap labour

availabhle to multi-nalionals and peg-
ging the renminbi to the dollar. The
dollar peg allowed China io leverage
the US financial system for its interna-
tional needs, while domestic finance
remained state-controlled to redistrib-
ute prosperity from the coast lo inte-
vior provinees. This dual approach has
worked remarkably well. China could
have its cake and eat it toa. Of course,
the glebal credit bubble was what
#llowedt China’s dual approach to be
effective; its inefficiency was masked
by bubble-generated global demand.

China is awave that it must become
independent from the dollar al some
point. Its recent decision to turn
Shanghai into a [financial centre by
2020 reflects China’s anxiety over rely-
g on the dollar system. The year 2020
seeins remote, and the US will not pay
attention to something so distant. How
ever, if giobal stagllation takes hold, as
1 expect it to, it wil force China to
avcelerate its reforms to float its cur-
rency and create a single, independent
and market bagsed financial sys-
tem. When that happens, the dollar will
collapse.

The writer is an independent economist
bused in Shanghai and former chief
eeonomist for Asia Pocific ot Morgon
Stunley
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|'he Phi

Philip
Bowring

MANILA “Sothe last will be lirst...”

It may be premature, bul the Philip-
pine econonty looks as thoughitmay
outperformmost of its Easl and South-
casl Asianneighbms, atleastfor a
couple of years, That says something
aboutimprovements in economiciman-
agement,and much more about the dif-
ferent ways in whichcountries are be-
ing affected by the global crisis.

The Philippinesexpects GDP 10 grow
by 2 to 3 percent this year, a rale super-
ior te anything in East Asia other than
Chinaand Vietnam, and a starp con-
trast to the negative numbers else-

where.

This would follow seven years of an
average of 4.5 percent growth. That
may not sound like much to boast
about, particularlyin a country with a
populationincreasing by 2 percent a
year, but it's high by local standards
and the most suslained improvement
since the mid-1970s.

Sou has the Philippinesreally turned a
corner?

The relatively strong performance
this year will be largely due to what is
also the Philippines’biggestlong-term
weakness — reliance on overseas
worker remittances, which account for
10 percent of GDP and the bulk of for-
eignexchangeearnings.

Althoughthese are now expectedto
fall from the $16 billion that Philippines
ahroad sent home in 2008, such remit-
tances have held up well thus {ar.

A second bright spot — in contrast
with the woes of Asian electronics man-
ufacturing — can be found in call cen-
ters and business process outsourcing,
which should keep growing, albeit more
slowtly.

Another boost will come from gov-
ernment spending, The success that the
Arroyo government has had in stabiliz-
ing the fiscal position over several
years has allowed interest rates to
come down, reducing the cost ol debt
service and making room for money to
be spent on badly neededinfrastruc-
ture, health and education.

Evenagriculture, long a drag on the
economiy, has been achieving steady
growth of 3 percent a year thanks toin-
creased investment and higher prices.

The bottom line in all this is that the
Philippinesis doing relatively well be-
cause of its lack of dependenceon export
manufacturing But therein alsolies it
greatest weakness — the failure to make
use, at home, of its abundant labor force,

Industry accounts for only 33 percent
of output and has been in decline for
three decades. Physical infrastructure
is poor mainly becausc of low budget
revenies. Governanceissues and the
dominanceof a few big groups in com-
mercial life are further disincentives.

Remittances have become a crutch
which sustain consumptionbut du litlle

ippines: Looking good for now

for investment, vther thanin housing,
and are unevenly distributed, Business
outsourcing absorbs seme educated
labor but doeslittle for the unskilled.

Despite several years of positive
GDP growth, according to one survey
the poverty level actually rose between
2003 and 2006. Inequality has certainly
risen.

Of course, there is nothing in prin-
cipleto stop the country continuingon
today’s path for several years once the
global economy has overcome its cur-
rent difficulties.

Philippinelabor will continueto be
soughtoverseas — particularlyin an
East Asia, which is aging fast. The
country may be able to build on gains in
fiscal stability and balance-of-pay-
ments equilibrium. Remittances will re-
mainless vulnerable than manufac-
tured exportsto global developments.

Yet withouta much broader industri-
al base, without much bigger commit-
ments to long term investments, public
and private, and better governance, it is
hard to see the Philippinesbreaking out
of a 40-year pattern of relative decline.
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China and
the E.U.
should
come out
firmly
againslt
protection-
ism,

Wang Qishan

The most pressing task facing all countriesin
the world today is to restore global economic
growth as soon as possible. Yet it is worrisome
to note that the surge of trade protectionism
has made the prospects of the already fragile
world economy even worse.

China and the European Union, two major
economiesand stakeholders in the world,
should take a responsible attitude and demon-
strale their common, clear commitment
against trade protectionismat the second
China-E.U high-level economicdialogue.

Trade liberalizationis the engine of econom-
ic growth. [t has served as a strong propeller of
economic globalizationand benefited people
around the world. On the contrary, trade pro-
tectionism — featuring the pursuit of benefits
for one country at the expense of others — will
only lead toretaliation. It serves the interest of
noone.

The world economy paid a heavy price for
the prevalence of trade protectionismduring
the Great Depression in the 1930s, which led to
the contraction of global trade by two thirds.
We should make sure (that the same mistake is
not repealed.

Europe is the birthplaceof free trade theory,
and the E.U. is the product of successful free
trade practices. The removal of trade barriers
promoted formationof a single European mar-
ket and enhanced development and prosperity
in Europe. Asaresult, the E.U. has grown into
the largest econoniy in the world today.

China is firmly committed to reformand to
opening up. Since its accession to the World
Trade Organization, China's market has be-
come much more open and its trade greatly lib-

Furope

eralized. The current overall tariff level of
Chinais enly 9.8 percent. Its average tariff on
industrialpreductsis only 8.9 percent, the low-
est among all developing countries. (s tariff on
imported agricultural productsis only 15.2 per-
cent, whichis not only lower thanother devel-
oping countries but also far below that of many
developed countries.

The openness of China’stradein services has
reached a level close to that of an average de-
veloped country. China has taken steady steps
to improve its market economicsystemand le-
gal system. In particular, it has made remark-
able progress in intellectual-property rights
protection, product quality and food safety, en-
vironmental protection and labor security.
China has alsotaken concrete actions against
trade protectionism— the Chinese government
recently sent Chinese enterpriseson procure-
ment missions to Europe and the United States.

The economiesof China and the E.U. have
much to offer each other and our two-way
trade hoids a huge potential. The E.U. is now
China’s largest trading partner and Chinais
the second largest trading partner of the E,U.

China and the E.U, should make full use of
the platformpresented by the high-level eco-
nomic dialogueto strengthen communication
and cooperation and jointly oppose trade pro-
tectionism. This would better enable us to
tackle the current crisis and promote economic
recovery and growth. It would also reinforce
the trend of economic globalizationand facili-
tates a further growth of two-way trade.

The two sides should work actively to put in
place the agreementreached at the G-20 sum-
mit in London, promote carly, comprehensive
and batanced outcome in the WTO Doba round
negotiationsand uphold an open, fair and
equitable internationaltrading regime. An
early conclusionof the Doharound is of sym-
baolic significance to curbing protectionism.
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The two sides should further open markets
to each other. China will continue to lower the
threshold for market access, improve trade
and investment environment and encourage
Chinese enterprisesto increase procurement
and imports from Europe.

We hope the E.U. will relax restrictionson the
exportsof high-tech products to China, enhance
cooperation with China on the developmentand
application of clean energy, new energy and re-
newable energy and support cooperation
among our small and medium-sizedenter-
prises. Meanwhile, our two sides should stepup
efforts to updatethe E.E.C-China Trade and
EconomicCooperation Agreement.

The two sides should work in a cooperative
spirit and properly resoive trade differences
and disputes. Each side needs to take proper
care of its own interests. Yet, more import-
antly, both sides should accommodatethe con-
cerns of the other, taking into full account na-
tional conditions and their stage of
development,and steadily broaden the scope
of our commoninterests.

We should strengthendialogue and consulia-
tion, refrain from taking protectionistmea-
sures and avoid politicizing trade issues. China
hopes that the E.U. will evaluate the conditions
of the Chinese economy in an objective and un-
prejudiced manner and recognize China’s full
market economy status as soon as possible.

Trade liberalization was, is and will continue
to be the only way to global economic prosper-
ity. The Chinese side is ready to work with the
E.U and take effective measures to oppose
trade protectionism, promote better growth of
China-E.U. {rade and jointly move the world
econonty out of the current difficulties at an
early date,

WANG QISHAN (s vice premier of the State Council
of China.
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56,000 children in Asia will die
due to financial crisis, ADB says

Nusa Dua Indonesia
AFP-JIJI. BLOOMBERG

More than 56,000 children in
Asia will die as a result of the
economic crisis gripping the
world economy, the Asian De-
velopment Bank said Sunday.

The sliding growth rate will
bring “serious economic and
social impacts in the region,”
ADB Managing Director Gen-
eral Rajat Nag said on the
sidelines of the bank’s annual
governors’ meeting on the In-
donesian resort island of Bali.

“We are pretty set on the se-
riousness of the social impact
of the crisis and, as we said
earlier, this is not only a finan-
cial erisis but also a social cri-
sts,” he added.

“In developing Asian coun-
tries outside Japan, our esti-
mate shows that because of
the declining economic
growth, it will bring serious
economic and social impacts
in the region, causing over
56,000 children to die in the re-
gion,” he said.

Nag cited a World Bank re-
port that estimated 400,000
children will die worldwide
from the impact of the finan-
cial crisis.

“No matter how many thou-

sands it will be, we consider
every one more child is too
much,” Nag said.

The global economic slow-
down, which initially looked as
if it might leave Asia relative-
ly unscathed, has begun to bite
hard.

In its Asian Development
Outlook survey in March, the
bank said that the region’s de-
vejoping economies would ex-
pand by just 3.4 percent this
year, down from 6.3 percent
last year and 9.5 percent in
2007,

At a speech given Monday,
ADB President Haruhiko Ku-
roda said that Asian nations
must implement more policies
to boost domestic consump-
tion and shift away from ex-
port-led growth as advanced
nations are unlikely to absorb
the region’s excess produc-
tion.

“With global imhalances
now unwinding, Asia needs to
adjust,” Kuroda said.

“The transfer of savings
from one part of the world to
another worked well when ad-
vanced economies could ab-
sorb production from develop-
ing economies but the current
state of the giobal economy
suggests that era has passed.”
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Thailand leads talks on Asean infrastructure fund

By Raphael Minder
in Nusa Dua, Indonesia and
Tim Johnston in Bangkok

South-east Asian nations are
discussing funnelling some
of their $475bn in fereign
reserves into a fund to
develop regicnal infrastruc
fure,

Thailand, which holds the
rotating presidency of the
Association of South Bast
Agian Nalions, has taken the
lead on the proposal, which
Korn Chatikavanij, finance
minister, said could be pub-
jished “in a month or two.”
Mr Korn said members
would benefit by funding
much-needed infrastructure

projects rather than “routing
[their reserves] arcund other
capital markets,” most Lypi-
cally the US bond market.

Asean finance ministers
met lasl weekend on the
sidelines of the Asian Devel-
opment Bank annual meet-
ing in Bali and Mr Korn said
Asean would seek the ADB's
involverment in the infra-
structure fund.

Rajat  Nag, managing
direclor of the ADB, said the
bank had been workihg on a
similar plan but with a
wider Asian membership.

“We will want to look at it
in a larger context,” he said.
“GGiven the large reserves
which are available in some

it would make
even a very

countries,
sense (o use
small fraction of those
reserves that are now
invested in US 'Preasuries
and other securities [for
infrastructure].”

During the past six
mohnths, many Asian coun-
tries have announced sub-
stantial stimulus packages
to help counter the economic
downturn, with the bulk of
their pledged additional
spending earmarked for
infrastructure. The ADE has
also raised considerably its
estimates of how much infra-
structure investment will be
required io keep growth Iin
the region on track, to about

$750bn a year during the
coming decade.

Thailand believes the five
largest members of Asean
Indonesia, Thailand, Malay-
sia, Singapore and the Phil-
ippines  should be the larg-
est cantributors to the fund
and that the fund should
concentrate on projects to

‘When we [form)]
this fund, it has to
be of a reasonable
size. Maybe we
should start smatl’

accelerate regional econotnic
integration, such as improv-
ing international road net-
works and railways, Plans
for a regional network form
an important section of the
Trans-Asian Railway, a UN-
backed programme (hat
began in the 19608 to build
links stretching from Istan-
bul to Singapore.

Mr Korn and Mr Nag each
said discussions were not
sufficiently advanced to esti-
mate the potential size of the
infrastructure fund.

“Whenever we do create
this fund, it has (o be of a
reasonable size,” Mr Nag
said. To help reach political
consensus, he said, “maybe

we should start small rather
than big”.

Suome economists have
questioned the ability of
politically troubled Thailand
and some other Asian coun-
tries to spend efficiently on
infrastraeture projects,
given delays and bhureau
cratic obstacles to existing
projects.  Bul  Haruhiko
Kuroda, president of the
AlIMY, sugpesied yesterday
the main concern should be
whether countries will- he
tempted to spend heyond
their means to revive their
ailing economies. “ln the
case of Thailand, 1 am rea-
sonably sure s fiscal space
is reasonably wide,” he sald.



FINANCIAL TIMES THURSDAY MAY 7 2009

IMF warns Asia against relying

on Beying

By John Burton in Singapore,
Kathrin Hille in Beijing and
Peter Smith in Sydney

Asian economies are
unlikely to experience a
sustained recovery until
mid-2010, and they cannot
relv on China tw pull the
region out of its current
slump. & senior International
Monetary Fund official said
vesterday.

The words of Joshua
Felman, assistant director of
the IMF's Asia and Pacific
department. cast doubt on a
“green shoots” theory that
has helped to bolster Asian
stock markets. He said
that China's relatively
strong performance this vear
would do litzle to aid its
Astan neighbours as maost of
its growth would come from
domestic demand, such
as public infrastructure
prajects, that will not benefit
other regional economies.

Instead. most of Asia will

have to wait at ieast another
vear before advanced west
ern economies recover. said
Mr Felman., who was
presenting the IMF's latest
regional semi-annual repert
in Singapore.

The report gloomilv pre-
dicts that Asia will suffer a
“long and severe recession”
and that the region's recov-
ery is likely to be weak after
the slowdown. It urged
Aglan governments to adopt
more stimulus measures.
including interest rate cuts
and increased fiscal spend-
ing., to counter potential
downside risks, including a
fall in corporate investments
and a rise in unemplovment.

The IMF predicted that
regional economic growth
would expand by 1.3 per cent
this vear, down from 5.1 per
cent in 2008, before growing
by 4.3 per cent in 2010. China
would be the region’s strong-
est performer this vear, with
a growth rate of 6.5 per cent,

while Singapore would be
the worst as its economy
contracts by 10 per cent
The Chinese government
has spent more than one-
third of its promised stimu
lus  funds already and
expects these to provide a
stronger econcmic boost in
the current gquarrter, Bei
jing's chief economic plan-
ning agency said yesterdayv.
“It can be expected that
after the whoie country has
entered the construction sea-
son in the second quarter.
the economic boost from the
central government's invest-
ments will be felt even more
stronglyv,” Mu Hong. a
deputy director of the
National Reform and Devel
opment Commission, said.
Mr Mu said the central
government had already
spent Rmb420bn (561.5bn.
€46.30n, £4lbn; of the
Rmbl.180bn it had pledged
to invest before the end of
2010 as part of its

to end region’s slump

Rmbd00Gon siimulus.
Rmbl20bn has aiready gone
into reconstruction in areas
hit by an earthquake 1n
Sichuan province last May.

The remarks coincide
with signs that the Chinese
economy has bottomed out,
but doubts linger over
whether the countrv has
encugh domestic demand to
sustaln a recovery.

The People’s Bank of
China. the country's central
bank. vesterday said China's
economilc situation was
“better than  expected”
following the government's
stimulus policies, but it
warned the foundations for
recovery were still shaky, as
conditions 1n export markets
continued to be “severe”

The bank said: “The grow-
ing emplovment pressures.
slower growth in corporate
earnings and residents
incomes could all have a
negative impact on future
consumption demand.”
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Asia pays tribute to its new superpower

‘There has been much chatter about
the “G2" lately. But the idea that the
US and China can together, and
semi-exclusively. take on the world’'s
biggest problems is overdone. That
day may come. For the mement,
though, there are limits to how much
an autheritarian government presiding
over a relatively poor country can
contribute 1o global problem-solving.
For now, the rise of China and the
relative decline of the US is more
likely to mean a multi-polar than a
hipolar world.

Yet China’s growing economic
wetght and its moere assured strut on
the world stage is having a definite
impact regionally. A recent editorial
in South Korea's Chosun [tho
newspaper struck an awesthick tone
on tite subject of “China’s clout”™ Tt
described a meeting on the fringes of
last month’s Group of 20 summit in
London in which Nicolas Sarkozy,
France's president, told Hu Jintao, his |
Chinese counterpart, that Paris would

not support Tibetan independence.

, Almost more important than what it

termed the “white tlag of surrender”
over Tibet was the detail that

Mr Sarkozy had to travel to Mr Hu's
hotel tor an audience. In Asia,
etiguette is everything. Even Hillary
Clinton, not usually known for her
reticence, was said to have been guiet
on human rights, Taiwan and Tibet.

! The editorial offered a simple

axplanation: “China owns $1,400bn
[€10,630bn, £9,320bn] of US assets.”
There is a mixed sense of pride and
trepidaticn at the rise of an Asian
superpower. Kspecially when it comes
to smailer nations in China's
penumbra, there are signs that, like
client states of old, countries are

 pragmatically paying tribute to

Beijiing. Take Nguyen Tan Dung,
Vietnam's prime minister. He recently
spent a week touring China, having,
like Mr Sarkozy, travelled for the
privilege of a hearing. He brought
with him gifts of Vietnamese bauxite,
the main raw material for aluminium,
humbly beseeching China for
investments of up to $i5bn in what
are the world's third largest reserves

" of the ore. Hanol is understandably

anxious to vlose its §1ibn trade deficit
with China through mineral expoits.
Not everyone Iin Vietnam, a colony
of China for 1,000 years, is happy
about spreading out the investment

welcome mat so readily. Dissenters
have opposed Chinese bauxite
investments on environmental
grounds, one of the few safe avenues
of protest in one-party Vietnam. The
government has paid lip-service to

: those concerns, but has clamped down

“a low-level diplomatic stir by issuing

on at least one publication that risked :
Betjing's ire by drawing attention te
well-known territorial disputes

China's growing
economic weight and
more assured strut on
the world stage is having
a clear impact regionally

Vietnam has with China. Last year,
Hanoi was powerless to siop Beijing
warning off ExxonMobii from a deal
with PetroVietnam in waters China
considers Ity own.

South Korea, which has an
altogethet sturdier economy than
Vietnam, does nol have to pussyfoot
around to the same extent. But small
incidents are revealing. fn mid-April,
South Korea's finance ministry caused

. a repert called the “Beijing |

Consensus”, in which it said that
China’s growing influence over

" Korea's diplomatic efforts o secure
. natural resources in peril”, Seoul, it

to counter Beijing’s expanding clout.

© rogue nuclear weapons programme.
i As with Vietnam, China is Korea's

. state, which recently bought $6.5bn of

developing countries “could put

sald, should come up with measures

That report caused some
embarrassment for South Korean
diplomats stationed in Beijing, who
scrambled to play it down. As cne
Sourh Korean China-hand confided,
the stakes are high. China is the only
country with anything resemhling
leverage over North Korea and its

biggest trading partner. South Korean |

companies have invested $40bn in |

China and 5.4m people travel between
the two countries each year, quite an
increage from the 40,000 who made the
short hop during the 1980s. “When the
rooster crows in Shandong, you can
hear it in Korea,” goes one saying. It
must be particularly audible when the
rogster in question is a member of the
Communist party apparatus.

Taiwun 1s a third example of
Beijing’s magnetic pull. The island

I

US arms to help defend itselt from
mainland China, has simultaneousiy
been serambling to patch up

; diplomatic and economic relations

wrecked by the previous government's
rhetoric about formal independence.
The government of Ma Ying-jeou

- agreed last month to open up

investment to Chinese companies and
is likely to approve China Mobile's
$533m purchase of a 12 per cent stake
in Far EasTone, a Taiwanese mobile
operator. Coincidentally, or nuot,
Beijing has deigned to allow Taiwan
observer status at the World Health
Organisation’s annual assembiy,
dropping its customary objection to
the attendance of an island state it
considers a mere province of China.

i Taiwan's stock market has jumped

nearly 15 per cenl in a few days at
the prospect of closer ties..

The gort of sway Beijing exerts
contrasts markedly with Tokyo's
rather forlorn attempts at regional
leadership. Certainly, postwar Japan
has had a very real impact on Asian
development from South Korea to
Thailand (even China itself) through
its trailbiazing example and through
its aid, investment and transfer of
techhology. But, hampered by its
failure to heal wartime rancour,
Japan has struggled to translate its
huge economic advantage into
diplomatic influence. Now, Japan's
economic lead is being eroded daily
by China. Tokyo has never worn the
mantle of reglonal leader all that
convincingly. Beijing looks ready to
don it as to the manor born.

david pilling@t.com
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sia helps itselt

Philip
Bowring

BALI, INDONESIA There is nothing like
a global crisis to give relevance to mul-
tilateral organizations. And nothing like
China-Japan rivairy to breathe life — or
at least money — into Asianregional
cooperation.

So the annual meeting here this week
of the Asian Development Bank has
been a window intc what Asiacan do to
helpitself, and how enhanced regional
cooperation can help the global econo-
my both grow and avoid protectionism
and division into blocs. But the meeting
has also reflected deep concernsamong
Asian finance ministers about the diffi-
culties of adjusting their economiesto a
changed worid in which growth can no
longer be led by exportstothe West,
Few of them displayed much faith this
week in the durability of the current
bouncein financial markets.

Two years ago, the ADB was search-
ing for arole in an Asia that was grow-
ing fast with surplus savings, burgeaon-
ing foreign exchangereserves and easy
access to capital. Now the bank finds it-
self i the positicnof being courted both
as a focus of regional cooperation and
as a source of funds to help Asian coun-

tries face the crisis. Middle income
countries like Indonesiaand the Philip-
pineshave come knockingon the
bank’s door, looking for funds to boost
government spending, particularty on
infrastructure and for social safety nets
as unempleyment rises.

To meet demand, ADB member coun-
tries have agreed to a 200 percent in-
crease in the bank's ordinary capital re-
sources and to speed up disbursements
from its soft-loan Asian Development
Fund for the poorest countries. Overall,
ADBlendingis aimedto increase by 50
percent over the next two vears, to
around $16 billion.

In the context of developing econo-
mies this is small, but together with in-
creased funding from the Worid Bank
and other agencies — agreed to at the
G-20 meeting in London — it is impor-
tant in giving Asian countriesthe confi-
dence to pursue expansionary policies.

~ Equally important is the agreement
among the 10 members of the Associ-
ation of South East Asian Nations and
China, Japan and South Korea (known
as the Asean-Plus-3Group) on the cre-
ation of a $120 hillion currency pool —
to which China and Japan would both
contribute $38 4 billion — from which
smaller countries could borrow.

Thus, the desire of China, Japan and
South Korea to court Aseanis proving
far more effective in enhancingregion-
al cooperation than the efforts of Asean
itself, which often consist of words
more than actions. The creation of the
fund, the outcome of a 10-year process
known as the Chiang Mai [nitiative, is a
significant step toward creating an
Asian IMF, an idea proposed by Japan

back during the financial ¢crisis in 1997
hut blocked by the United States, which
didn’twant te see the IMF's role dimin-
ished. But today, given the monetary
fund’s own problems in finding finan-
cial resources, a regional financing me-
chanism would not be seen supplanting
the IMF in Asia.

There is a close link between the
Asean-Plus-3initiatives and the ADE,
whichis to play a key role in ¢reating an
economicsurveillance mechanism. The
ADB will alsa be able to build on its roie
in developing regional bond markets
through the creation of a corporate bond
guarantee scheme. At the same time,
the ADB has few illusions that a *“Fort-
ress Asia’ is either possible or desirable.

Driving all this activity is not just
Chinese and Japanese cash. Itis the
stark realization that the strategy of de-
velopment via exportsto the old rich
countriesis no long valid. A new one,
based on domesticdemand and region-
al trade, is what’s needed. Recognized
toois that much of Asia is sorely in need
of infrastructure investment and that
too much of its savings have beenin-
vested in iow-yielding assetsin the
West rather than within the region.
Now it will need to mobilize savings for
developmentjust when savings are di-
minishingin the East as they begin to
recover in the West.

Thus, growing cooperation in Asia
should be seen more as a defensive re-
sponse to global conditionsthan as an
aggressive pan-Asianregionalism, But
the practical effect of these effortsin
keeping markets open has yet to be
tested by the recession, which at least
in Asia, is still in its earty days.
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IMF halves Asia growth forecast
to 1.3%, warns of ‘long recession’

Singapore
AFP-JLI

The International Monetary
Fund on Wednesday sharply
stashed its growth outlook for
Asia, predicting a “long and
severe recession” for the re-
gion's wealthier but export-re-
liant economies.

The U.S8.-based institution
said it now expects growth in
Asia, including Japan, to slow
to 1.3 percent this year after
an initial forecast, made in the
last quarter of 2008, of 2.7 per-
cent growth.

Japan, Asia’s largest econo-
my, is projected to shrink 6.2
percent this year, far worse
than last year's contraction of
0.6 percent. The Japanese
economy is expected to return
to growth in 2010 with an ex-
pansion of 0.5 percent, the
IMF said.

“The spillovers from the
global crisis have impacted
Asia with unexpected speed
and foree,” the IMF said in its
regional economic outlook.

“Prospects for an imminent
rebound of economic activity
are weak,” it said, underlining
that the region is still heavily de-
pendent on exports at a time
when demand has weakened be-
cause of the global downturn.

It said it now expects 4.3 per-

cent growth in 2010, down from
an initial forecast of 4.5 percent.

For emerging economies in
Asia, the IMF lowered its
growth forecast to 3.3 percent
from 4.4 percent. It put 2010
growth at 5.4 percent, down
from an initial 6.0 percent.

Theregion’s wealthier econ-
omies “are expected to experi-
ence a long and severe reces-
sion” because of their heavy
reliance on high-tech exports
and extensive exposure to the
global financial system, the
IMF said.

Joshua Felman, an IMF as-
sistant director, said Asia’s
merchandise exports fell at an
annualized rate of 70 percent
between September 2008 and
February, substantially
worse than during the 1997-98
Asian financial erisis.

“Why has the impact on Asia
been so jarring? The answer lies
in Asia’s exceptional integration
into the global economy,” Fel-
man said in Singapore.

“Much of the region relies on
technologically sophisticated
manufacturing exports . . . pre-
cisely those products for which
global demand has coliapsed.”

Massive stimulus measures
unveiled by several Asian gov-
ernments are unlikely to help
the region turn around strong-
ly, and a rebound hinges on

when the global upswing be-
gins, he said.

“Whenever exports have
slumped, Asia has typically
slipped into recession — and
Asia does not recover until ex-
ports have started to revive,”
he said.

The IMF in the report urged
Asia to ‘re-balance” its
growth model and focus more
on spurring domestic demand.

The export-led model of eco-
nomic growth “may not pay
the same dividends as in the
past,” as households in ad-
vanced economies are now ex-
pected to be more careful
about expenses because of the
worldwide slowdown.

It said growth in China is ex-
pected to be 8.5 percent this
year and 7.5 percent in 2010,
and forecast 4.5 percent
growth in India for 2009 and 5.6
percent the following year.

Within Southeast Asia. the
IMF report said Malaysia, the
Philippines and Thailand
would he affected more se-
verely than other nations by
the global slowdown due to
their heavier reliance on high-
tech exports.

Viewed as the most open
economies, Hong Kong this
year is expected to shrink 4.5
percent, and Singapore 10 per-
cent, the IMF said.
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Winds ot change
for Asian model

Hong Kong verdict sets right course for a long journey

Adherents of “Asian-stvle capital-
ism” must feel the global eccnomic
crisis has given the Anglo-American
model an overdue comeuppance.
But theyv should pay close attention
to Hong Kong's Court of Appeal's
decision in the PCCW case. In chal-
lenging one of the region’s biggest
tveoons. it has exposed the Asian
model's shortcomings - and pointed
to a future where “crony capital-
ism™ is in retreat.

The court last month blocked the
latest attempt by Richard Li to take
over PCCW, the telecommunica-
tions company of which he is the
largest owner of shares, A share-
holder meeting had accepted his
buy-outr terms, but Hong Kong's
Securities and Futures Commission
asked the court to intervene. alleg-
ing minority shareholders had been
treated unfairly.

The court’s opinion. published
vesterday, found “a clear manipula-
tion of the vote”, invelving a bizarre
clause of Hong Kong's Companies
Ordinance that requires buv-outs o
be approved by 75 per cent of voting
shares and by & majority of voting
sharehonlders. Just before the vote
Mr L1, through a business associate.
gave small blocks of shares to sup-
porters, enough to swing the vote.

Small shareholders, many elderly,
are furious at Mr Li's manceuvres -
which a lgwer court had upheld as
legal - and at the offer of HKS$4.530

per share {the stock had reached a
reccrd HK$131.75 at the height of
the dotcom bubble). But the decis-
ion mav not benefit them: the stock
last week plummeted to just above
HE32, and Mr Li has said he will
appeal against the cowrt’s verdict.

The importance of the case les in
its wider implications. It shows how
tycoons in Asia still use companies
as their private flefs and trample
over small shareholders with impu-
nity. It gives the lie to claims that
western corporate governance is
irrelevant in Asia. where compantes
supposedly respect the interests of
all stakeholders.

The SFC’s decision to pursue the
case on behalf of independent share-
holders was undoubtedly brave, as
was the court’s sticking its neck out
to stand up to a business family as
powerful as Mr Li's. But the fact
that their actions were exceptions
to the rule shows that Asian capital-
ism still leaves much to be desired.

And yet the judgment is a sign
that the rule of law is taking root.
Never before has a Hong Kong
court so harshly rebuked one of the
territory’s “untouchable” business
leaders - one whose plans, more-
gver, were supported by state-
controlled China Unicom, PCCW's
second-largest shareholder,

Hong Kong has set a promising
course. Asia, if it is to be a model
for the world, should take heed.
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Is Asia a bouncy, bouncy Pigger? Or,
like the proverbial dead cat, are Asian
tigers on a merely temporary upwasrd
trajectory? Certainly, Asia’s tigers
and, If you will bear with the
zoological references, ils canaries, oo,
have done belter recently. Stock
markets have leapt, in some cases by
as much as 50 per caul above the
depths plumbed after Lehman
Brothers vaporised . Net portiolio
invesiment o the region is runaing
al a pace not seen in five years.
Yields on Asian bonds have narrowad.

More imporlant than market froth
who, these days, trusts whad the
markets have gol to say, anyway?
real economic dala have been a bil
brighter. That suggests, o those of
sunny disposilion at least, that the
worst may already be over for several
Asian economiss.

The trends are stll tarbid. Butl louk
at the canaries, Lhose export-reliint
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Tigers, canaries and Asian animal spirits

i economies whose near-dealh raltles

lane last year poinded to a collapse in
global demand. In the last guarter of
2008, Tatwan suffered export declines
of 4 per cent. Shipments are still
falling, but more moderately.
Although April was badd, the previous
period saw month-on-month
Improvements,

Some of the tigers, oo, present i
somewhal happer piciure, although
happiness, in this context, means an
economy that is merely contracting
rather Lthan one in freetall. South
Korea, whose banks’ ability to roll
over dollar-denominated debt was
being questioned only a few months
ago, appears to have groped its way
out of the woods. The won is stronger,
partly thanks {0 currency swiap
arrangements pul in place by the US
wind Japan. Seasonally adjusted
exports rose sharply in April from
March although, in dollar terms, they
are stilt down o fifth against this time
lust year. South Korea even managed
to grow a smidgen (0.1 per cent) in
the first quarter of 2009 against the
last guarter of 2008, Again, year on
year, outpui is down - by 4.3 per cent.

Some of the economic cushion is
heing provided by China. Official
Flgzares tell us the world’s one
remaining growth engine expanded al

a rate of 6.1 per cent i the first
quarter. That s a far cry from the
Lt per cend sprink of 2007, $3u1 it will
nol louk tow grim if, as many helieve,
this Lurns oul 1o be the Tow point,
Chinese growth is coming courtesy
ol a massive spending package, much
of it on roads, ridges and airports,
amd thanks Lo “requesls”™ to stale
dominaled banks Lo open the credit
shuices. S0 successiul has the
command economy heen in punping

The region will make the
required transition to
domestic-led growth,
long and painful though
the process may be

ool money that bandas felt oldiged to
turn off the tap in April for fear of
creating an asset bubble.

(hice again, the omens are mixed.
This week, we learnt thal exporls
from China in April tell 23 per cent,
undermining hopes thal March's
moderale 1T per cenl drop marked a
bottoming out, On the brightes side,
fixed-mssel urban investownt has leapt
30 per cend from a year carber, House

prives may have stopped Talling,

To answer the question posed at the
start, some ecenomies, inclwdimg
alb important Ching’s, probably are
seraping along the hottom. For many,
things are hkely to get better from
here, But betore we gel carvied away,
we should grasp how much Las
already heen lost. Take Japan. Pleasc.
According to estimales from Nikko
Ciligroup, Japan’s cconomy contracted
9.2 per coent i the year o this April,
before beginning the mildest of
recoveries. ‘Fhat is nearly a tenth ol
econoie output, To pul it in context,
during 1he misleadingly named “Lost
Decade” output in fact grew by a
cumilative 15 per cent.

Moreover, expeclations of
improvemenl remain largely
predicated on that old standby:
external demand. This week, a string
of Japanese electronics companies,
ineluhing Casio, Hitachl and Olympus,
predicted that sales woold recover
[rom October. They may be right. But
Japanese hopes of better days ahead
rest firmly on a global recovery.
Richard Kalz, writing in The Oriental
Feonomist, says: “Until Japan higures
oul how to shift to domestic demand,
a vibrant recovery will have 1o wait.”

Thal goes for the rest of Asia too.
Stephen Reach of Morgan Stanley

seofls at suggestions  implicd by
recent markel exuberance  ihat Asia
is braced for a vigorous recovery. The
US consumer Is sick, he says. Nalions
that cannot get a sellsustailing
recovery going, including Ching, face
the risk ol relapse.

Peler Biston, Asia strategist al
Aberdecn Assel Management, argues
that the reglon will make the requived
transition to deiestic led growth, long
mld painful though the process may
b He expects econmnies 1o make
progress, partly becanse they have so
far to go. Accurding to Credit Suisse,
for example, Ching boasts only O.6km
of rail track per citizen, versus 9.3km
in {var lovingy America. Heijing can
merrily keep spending on productive
investmenls for years.

On the private side, building proper
social securily systems, a work of
years iF not deciudes, should gradually
release pent-up conswmer demamd. My
Elston says he has no idea whal will
happen in the next few querters. But
he is confident that o the Yonger term
“Asia will be able to build ils own
prowlh leven] wilhiout a strong west”.

Tigger would be ecstatic. Feyore
would say: “IUs going to be a long
haub.”

david.pilling@ft.com
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Now an economic force,
India cold to globalization

MUMBAI

As voting comes to end,
fittle enthusiasm for talk
of opening to investment

BY VIKAS BAJAJ

In one of the many slick campaign com-
mercials that are airing during this
country’s monthlong electicn, an actor
reels off the signature achievernents of
the governing Congress Party over the
past 60 years: independence, land re-
form, a green revoiution and bank na-
tionalization.

The Bharativa Janata Party, the main
opposition,is championingsubsidies for
a strugghng diameond industry and
promising to protect farm land against
“‘dubious industrial projects.” One re-
gional party says it would reduce the
use of computers in the government to
increase emplovment.

India’s rise as an economic power has
captivated many peoplein the West, but
talk of economic openness and dynam-
ism leaves many Indians cold. This
vear, the global financial crisis has
made appeals to India’s traditional so-
cialist-style self-sufficiency even more
popular Policies that seemed increas-

ingly outdated during the fast growth of
the past 15 years are getting a fresh
hearing, partly because they are seenas
insulating much of India from the world-
wide slump.

No matter which coaliticn of parties
comes to power in voting that ended on
Wednesday — none is expectedto wina
majority in Parliament — the next stage
of Indian reforms will be deeply conten-
tious. After nearly a decade of high
growth and rising prosperity, many in
the political class are skeptical that In-
dia needs more openness {0 investment.
fewer state-owned firms, or greater de-
regulation of the private sector.

Take banks. The government is the
majority shareholder in about 70 per-
cent of banks by deposits. Sonia Gandhi,
the president of the Cangress Party, has
said that the nationalization of banks in
the 1960s by her mother-in-law, Indira
Gandhi, has ‘given our econenty the
stability and resilience we are now wit-
nessing in the face of the economic slow-
down.” In its manifesto, Congress
promises that the government will re-
tain a majority stake in state-owned
comparnies.

Congress, which started India on the
path 10 econamic openness in the early
1990s, now savs it has saved the country
from freewheeling capitalism. Many of
REFORM. PAGE IT
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its rivals claim theyv would do more. A
Communist Party leader, Prakash Kar-
at, who is hoping tc form a “‘third front”
governmentin partnership with region-
al parties, has said that the left, whichis
often criticized for holding India back,
has in fact ‘‘protected our economy, na-
tional sovereignty and the interests of
the people.”

Even L.K. Advani, the leader of the
B.J.P, a Hindunationalistparty thathas
generallvy been more supportive of free
markets, has described the financial
crisis as a “‘clear warning to India’’ not
to emulate Western ways. ‘‘India can-
not attain prosperity by boosting specu-
lative instincts,’” he said late last year,
according to The Press Trust of India.

Economistsand political analystswho
favor deeper reformis in India say they
are worried by the tone of vindication
among these who opposed the country’s
fitful erbrace of foreign trade and com-
petition in recent years. These peopie
say that Indian politicians seern to have
forgotten the high price the country paid
In terms of slow growth and unshakable
poverty when the government kept the
country insulated from the outside
world during the Cold War,

- Manv people “‘don’t quite remember
how bad it was in the 80s, when we had
tremendous amount of rationing, when
it ook vears to get a car, when it took
years 10 get a phone,” said Raghuram
G. Rajan, a prominent economist whe
recently headed a government-appoin-
ted panel that proposed financial re-
forms inciuding a gradual privatization
of state-owned banks.

Mr Rajan, whoissued early warnings
abour the fragility of the American fi-
nancial system, added that India can
pursue reforms without risking the sta-
hility of its economy.

“Markets need regulations and regu-
lators, and regulators need to do their
job.’" said Mr. Rajan, a finance professor
at the Booth School of Business at the
University of Chicago.

After several decades of state-led eco-
nomic planning, a Congress-led govern-
ment started opening up the economy in
the early 1990s, when a financial crisis
forced policy makers to seek help from
the International Monetary Fund. Since
then, efforts to further liberalize the
economy have come unpredictably, de-
pending on the makeup of governing co-

alitions in New Delhi and the differing
inclinations of regional leaders. Though
India’s strong growth in recent years
has won the countrv’'sleaders a measure
of respect in the rest of the world, the
outgoing Congress-led government had
been slowing down reform anyway. It
put off dereguiation of financial services
and the privatization of state-owned
firms to appease the regional, left-lean
ing partiesit needed to stay in power.

Since the subprimemortgage crisisin
the United States set off a global down-
turn, however, the antipathy toward
capitalist excess has only grown. Now,
smaller parties that respond more read-
iy 10 populist demands seem poised to
stall liberalization and perhaps even
rollback measures, such as more cpen-
ness to foreign investors, if they gain
seats in Parliament.

“This crisis provides cover for the In-
dian politicians to say we were right to
be cautious,’” said Razeen Sally, director
of the European Center for Internation-
al Political Economy, who has been crit-
ical of the current government’srecerd.
“It’s not only a danger in India, but
across the werld.”

But the Indian business establish-
ment appears to be less warried, atleast
as long as the next government is led by
Congress or the B.J.P. and not a coali-
tion made up entirely of leftist parties.

Chandrajit Banerjee, the executive di-
rector of the Confederation of Indian In-
dustry, said the populist talk would dis-
sipate once a new government
confronts economic reatities of slowing
growth and falling foreign investment.
His group is advocating greater infra-
structure spending changing labor
laws to allow husinesses tc hire and fire
workers more easily, lifting restrictions
on foreign investment and streamlining
licensing requirements.

“Rhetoric is part of elections,” Mr.
Banerjee said. Once elections are over
“what one would see is a very, very
strong practical approach.”

Still, Rajeev Chandrasekhar, an inde-
pendent member of the upper house of
Parliament and an entrepreneur, said
he was worried that the country would
not undertake the next series of reforms
unulit faces a new crisis.

“Therealissueis the leadershipofthe
political parties, and the positions that
theyv take are so stark that they don’t al-
low for a meeting of minds,” he said.
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In China, the dellar is
still ‘gold.” But it's the
renminbi that glitters.

Victor Zhikai Gao

BEINNG inhina. many peoplersfer to the
dollar as “mei1jin,” or ** American gold.” Gov-
erament officiais. businessmen and people on
~he street all use the term, So if a Chinese per-
son ells you that he owes vou 100 Admerican
gold, aon’z 2xpect a big fortune, because he's
slanning topay you 5100,

Clunese impressions of the American dollar
as *he gold standard were so deeplven-
rrenched that they survived President Rich-
ard Nixon's 1971 delinking of gold and the
greenback. Around 30 years ago, Chuna’s for-
€1gn excnange reserves were as litle as 3167
million.

At one iMportant meeting in the late [970s,
Deng Xiaoping prophesied o an audience of
top governmentofficiais: “Comrades. just
.magine! Cne day 'we may have g foreign re-
serve as big as 310 biflion! V Silence fell on the
audience. because that figure seemed 56 im-
ambatle. After a1ong pause, Deng wenton o
rell the uneonvinced crowd: *Commdes, just
imagine ! With 1 billion American gold, haw
much China cando!™

Deng'sview of the dollar reflected his admi-
raton for many eletments of American capual-
1S In Movember 1884, [ served as Deng
aoping'sinterpreter when ne met with Jonn
Pheian, the chairmanof the New Yor¥ Stock
E:xchange, who was visiting Beijing.

During the meeting, Deng told hint: *You

are the rich capitalists with great wealth, and
China :s stiil very poor with little wealth. You
know finance and capital markets very weil
“You need to teach China a lot about finance and
capital markets, One day in the future, China
wll also have iis own steck exchange.”

That was the prelude to Chuna's rapid eco-
nomic growri. China's forendn reserves are
now closeto 52 trillion, and around 31.3 milion
of it is invested in doilar assets. With the globai
financial crisis, the anention of the world often
focuses on this huge pile of Amencan doilars in
Chinese hands.

‘What many don’t rememberis thatfor
vears, there was either a shortage or afeared
snortage of American dollars. In the 1980s, for
example, the government reglured everyone
te convert dotlars into the Clunese currency,
“he renminbi, which literallv means ‘people’s
money.”" As a result, American gold became a
status syinbol. Despite the mandatory conver-
s10m into renminbi, many peopie held onto
thew doilars. or vought it at inflated exchange
rares, if they could find a seller atall.

No one knows for sure when the ude started

The doetlar will not be
almighty forever, but its
decline can be slowed.

Nouriel Roubini

The (9:h century was dominated by the Bridsh
Empire, the 20th century by the United States.
We may now be entering the Asiancentury,
dominated by arising China and its currency.

Whiie the dollar's status as the major re-
serve currency Will tot vanish overnight, we
can no lenger take it for granted. Sooner than
we think. the doilar may be chalenged by ath-
er currencies, mostlikely the Chinese renmin-
bi. This would have serious costs for America,
as our ability 1o finance our budgetand trade
defcits cheaply would disappear

Traditionady, empires :hat hold the global re-
serve CUrtency are also net foretgn creditors
and net lenders. The Briush Empire declined —
and the pound ost its status as the main globai
TeSErve CUrency — when Britin became a net
debrtor and a net bormwer in World War I1.

Today. the Unuted States is in a similar posi-
tion. It 1s Tunning huge hudget and trade defi-
cis, and is relying on the kindness of rastiess
‘oreign creditors who are starting to {ee{ un-
uasY about accurmilatingeven more doilar as-
sets. The resulting downfall of the dollar may
be pnjy a matter of tme.

Butwhar could replaceit? The British
pound, the Japanese ven and the 3wiss iranc
remailn miNor reserve currencies, as chose
countriesare not major powers, Gold is still a
barbaricrelic ‘whose value rises oniy when in-
flarian is high, The euro is hobbied by concerns
about the long-termiability of the Eurnpean
¥cnetary Uruon, That leaves us with the ren-
munbi

China s a creditor country with large cur-
rent aceount surpiuses, a small budget deficie,
much lower public debt as a share of G.D.P.
than the United States, and solid growth. And

Uis already taking steps toward challenging
:he supremacy of the dollar. Betjing has cailed
for a new international reserve currency inthe
{ormof the International Monetary Fund’s
special drawing rights {a basket of doilars,
aurns, pounds and yen). China will soon want
10 see its own currency inciudedin the basket.
as weil as the renminbiused as a means af pay-
ment it bilateral trade.

At the moment, though, the renminpiis far
from ready o achieve reserve currency status.
China would first have to liberalize its capital
account.make its currency fullv convertibie
for capital account ransactions. continue its
domestc financial reforms and make its bond
markers mort liguid. 1t would take a long time
lor the renminbi to Decome a reserve currency.

But it could happen. China has already flexed
its muscle by setting up currency swaps with
several countries (ncluding Argentina, Belarus
and [ndonesia), and by letting institurionsin
Hong Kong issue bonds denominatedin renmmuirn-
bi. a first step toward creating a deep domestc
and internationalmarket for 1ts currency.

It China and othert countrieswere tg diversi-
fv their reserve holdings away from the dollar
— and iney eventually il — the United States
would suffer. We have reaped sigruficant finan-
cial benefits irom having the dollar as the re-
38rVe CULTRICY.

In particular the strong market for the doi-
iar allows Americans o borrow at better rates.

Another day, another renminbi

o Turn. or the exact memert when the Amen-
can gold starred i1s siow but seeminglyrre-
versible loss of luster. But now, many shopsin
China 1o longer accept dollar-based crecit
cards issued by foreign bariks (the cosTUmEr
pavs in dolars, hul the shopkeeperis paidn
renmingi) and foreigners Caniot convert Amar-
‘can dollars irto renminbi bevond a given quota

[n the passt, peapie held doilars for no imme-
diate purnnse. Today, they are more lkely 1o
keep them oniy if thev need themito send their
children abroad int school, iravel or 1o do Susi-
ness m another country, Overall, the govern-
ment is becoming mare wornad about the
safery of its investments in the Cruted Startes.
which are largaty in Treasury bonds and quasi-
sQVersign securiligs issued by Fannie Mae and
Freddie Mac.

Beiing recently called for a greater toie n
internationaltrade for the special drawing
rights currency of the [nrernanonal Monetary
Fund. But China is aiso fullv aware that the
United States can vero an LMLF. decision.
China’s call was more meant to sound an
alarm g the Umtea Siates.

Many Chinese people increasingty fear the
rapid ernsion of the American dollar. The
Urited States may want i consideroffering
inflation-protecnon measures for China's ax-
1s1ing Investmentsin the Uruted States, and of-
fer additional secuanity or collateral for Chuna's
continued investments. America should aiso
provide its largest creditor with greater irans-
parency and informaton,

Today, we still call she dollar American zold.
Butthe United States should not assume that
this will never change.
YICTOR THIKAI G40 L5 N executive Qirector of
Beifing Private Zgutty Assoclation and a direc-
tor af the Chrna National Association of interna-
tonal Studies.

We nave thus been abue 1o finance larger defd-
cits for longer and at lower nterest rates, as
foreign dermand tas kept Treasury yields low.
We have been able to issue debtinour own
currency rather than a foreign one, thus shiit-
ing the losses of a fall in the value of the aollar
to our creditors. Having commoditiespriced in
dollars has also meantthatra fall in the doilar’s
value doesn’tlead i a nsen the price 6f 1m-
ports,

Now, imagine a world in which China could
barrow and lend internationaly in its own cur-
rency. The renumenby, rather than the dollaz,
could eventually become ameans of pavment
intrade and a unit of account in pricing in-
ports and exporis, as well as a store of viuue
for wealth by internationalinvestors. Amners-
cans would pay tie price. We would 1ave 1o
sheil out more for imported goods. and .nterest
rates on both private and public debt would
rise. The hrgher private costof borrowing
could lead to weaker consurptionand invest-
ment, and slower growth,

This decline of rive dollar might take more
than a decade, but 1t could happen even soaner
if we do not get aur financiai pouse in order.
The Uryted States mustrein in spending and
horrowing, and Jursye growth thatis not
based on asset and credit bubbles. For the last
rwn decades America has been spending more
thanits income, increasmg its foreign lianili-
des and amassing debis thar eventually be-
came unsustamnanle. A system where tne dal-
lar was the major global currency allowed us
1o prolong our reckless borrowing.

Mow thart the dollar’'s positionis no lenger so
secure, we need to shift our priorities. This will
antail investing in our crumblinginfrasiruc-
ture, alternartive and renewabie resources and
productive humarn capitai — rather than in un-
necessary housing and toxic financial innova-
tion. This wiil be the only way 10 slow down the
dectine of the dollar, and sustain our influence
in glebal affairs.

NOURIEL ROUBING 5 11 DYOfessor of economics af the
New York University Stern School of Business
and rhe chairman of an economic consulting firm.
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Sound and fury

n

the world economy

Uncertainty is the only certain thing in this crisis

Life “is a tale teld by an idiet, full
of sound and fury, signifying noth-
ing”, said Macbeth. He might have
been talking of economic statistics.
After the financial hurricane rav-
aged the indicators of economic
strength, sunlight broke through.
But a dense fog of confusion has
since descended, obscuring where
we are - falling fast, slowly, bump-
ing along the bottom, or finally
turning a corner.

What happened? Until this week,
the talk was of green shoots. Tim
Geithner, US Treasury secretary,
said that "the financial system is
starting to heal”. Even as eclrcum-
spect an observer as Jean-Claude
Trichet, European Central Bank
president, pronounced that the
world economy is “around the
inflection point” - thar is, that the
economic contraction has begun to
decelerate.

Their cauticus cheer is not with-
out foundation. Stock markets have
rallied on the back of a siring of
positive data. As late as Monday,
the Organisation for Economic Co-
operation and Development pub-
lished indicators predicting a turn-
ing point for many countries. Credit
spreads contintle to parrow. Inven-
tories are emptving and will have to
be restocked, stoking demand.

But no sconer had Mr Trichet's
remarks hit the press than updated
European Union statistics showed a
cold front blowing in violently from
across the Atlantic. The drop in EU
output accelerated sharply in the
first quarter, confounding official

and market optimism. New US job-
less claims jumped up after seeming
to have levelled out. And Chinese
exports, which had been growing
steadily after last autumn’s col-
lapse, tipped down cnce again.

Are these downward blips in a
gathering recovery or signs of a
return to freefall” The answer is: no
one knows. Mervyn King, Bank of
England governor, is forthright:
“Judging the balance of influences
on the ecohomy at the moment is
extraordinarily difficult”, he said.

Econcmies are behaving unpre-
dictably and will continue to do so.
The instability is both cause and
consequence of the great uncer-
tainty that has been spreading out
from the financial markets. Fearfui
and confused, people react errati-
cally to changing news, reinforcing
confused market behaviour.

It does not help that our economic
theories were constructed for a dif-
ferent world. Most models depict
economies kKept close to equilibrium
by smooth adjustments. But we face
a very real danger of large, abrupt
changes: bank collapses or currency
crises. And unlike what most mod-
els assume, prices are not properly
clearing all markets: the cost of
credit may be record-low - but it is
hard to find lenders not shrinking
their balance sheets.

The fog will eventuaily lift. But
governiments must help - by bring-
ing transparency to obaque markets
and being frank about costs yet to
come. Honhesty is always a virtue;
today it is also a necessity.
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A story line to push the economy

Rogert J. Shiiler

New Haven Conn.

Since hitting bottom in early March, the
world’s major stock markets have all
risen dramatically. Some, notably in
China and Brazil, reached lows last fall
and again in March, before rebounding
sharply. with Brazil's Bovespa up 75
percent in May compared to Jate October
2008, and the Shanghai Composite up 54
percent inroughly the same period. The
stock market news just about everywhere
has been very good since March.

Does this suggest that the world
economic crisis is comingtoanend?
Could it be that everyone becomes
optimistic again at the same time,
bringing a quick end to all our problems?

Speculative booms are driven by
psychological feedback. Rising stock
prices generate stories of smart investors
getting rich. Peopie become envious of
others’ successes, and begin to wonder if
rising prices don't portend further
increases. A temptation arises to get into
the market, even among people who are
fundamentally doubtful that the boom
will continue. Sorising prices feed back
into more rising prices, and the cycle
repeats again and again — for a while.

During a hoom, people considering
getting into asset markets weigh the fear
of regret if they don’t against the pain of
possible loss if they do. Thereisno
authoritative answer about what the
“right” decision is, and no consensus
among experts about the proper level of
exposure to these markets. Should it be 3¢
percent stocks and 70 percent in housing?
Orthereverse? Who knows?

Sothe ultimate human decision must
he hased on the relative salience of these
discordant emotional factors. In a boom
environment, the emotional factors are
hiased toward getting into the market.

But one must ask what would sustain
such a moveraent now. There seems to be
nodrarmatic news since March other than
the price increases themselves. The human
tendency to react to price increases is
always there waiting to generate booms

and bubbles. The feedback is only an
ampiification mechanism for other factors
that predispose people to want to get into
the markets.

The whole world can't recover all of the
enthusiasm of a few yearsagofrom
feedback alone. for there is a glant
coordination problem: We are not all
attentive to price increases at the same
time, so we make decisions to buy at very
different times. Asaresult, things happen
slowly, and, meanwhile, more bad news
may berevealed.

The only way world confidence can
return dramatically is if our thinking
coordinates around some inspiring story
beyond that of the price increases
themselves.

In my 2009 book with George Akertiof,
“Animal Spirits,” we describe the ups and
downs of a macroeconomy as being
substantially driven by stories. Such
narratives, especially those fueled by
accessible human-interest stories, are
the thought viruses whose contagion
drives the economy. The contagion rate of
stories depends on their relation to
feedback, but piausible stories havetobe
there inthe first piace. The narratives
have substantial persistence in that they
affect our views.

The story that drove the worldwide
stock-rnarket bubble that peaked in 2000
was complex, but, put crudely, it was that
bright, aggressive people were leading
the way to a new era of capitalist gloryin
arapidly globalizing economy. Such
people became new entrepreneurs and
world travelers on the way to prosperity.

This narrative seemed plausible to
casual observers, because it wastied to
millions of little human-interest stories
about the obvious successes of those —
friends, neighbors and family members
— who had the vision to participate
enthusiastically in the new environment.

But it is hard today tore-create such a
narrative, given so many stories of
trouble. The stock markets’ rebound
since March seems not to be built around
any inspirational story, but rather the
mere ahsence of more really bad news

and the knowledge that all previous
recessions have cometoanend.

At atime when the newspapers are
filled with pictures of foreclosure sales —
and even of surplus homes being
demolished — it is hard to see any cause
for the markets’ rebound other than the
“all recessions come to an end sooner or
later” story.

Indeed, the “capitalists triumphant”
storyistarnished. asisourfaithin
international trade. So, here isthe
problem: There isn't a plausible driver of
adramaticrecovery.

Starting an economic recovery is like
launching a new movie: Nobody knows
how pecple will react toit uniil people
actually gettoseeit and talk about it
among themseives. The new movie “Star
Trek,” which draws froin a television
show from morethan 40 yearsago,
surprised everyone by raking in $76.5
million on its first weekend.

That old story just got some excitement
back with this new movie. Similariy, we
have to hope that some of the same cld
stories that propelled us in the past —the
rise of capitalism and its
internationalization throughout the worid
economy — can somehow be dusted off
andrevived yetagain to invigerate the
animat spirits that drive economic
recovery. Qur efforts to stimulate the
economy shouid be focused on improving
the seript for those stories, making these
stories believable again.

This means making capitalism work
better, and making it clear that thereisno
threat of protectionism. But the rationale
must be to get the world economy out of
its current risky situation. not to propei us
into yet another speculative buhble.
Robert Shiller, professor of economics at Y ale
University and chief economist at
MacroMarkets LLC. is coauthor, with George
Akerlcf, of ' Animal Spirits: How Human
Psychology Drives the Economy ang Why It
Mattersfor Global Capitatism.”
€ 2009 Project Syndicate
{www project-syndicate.org)




By Ruchir Sharma

The inevitahle never happens; the anex
pected always does. Nowhere is this truer
than in the reahn of Indian politics. No
clear verdict was expected from India’s
tractured polity following the cluse of na-
tional polls last Wednesday.
Muny days of hard political

bargaining seemed unavoid- The
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Saturday’s elechion sesull was thas a -
For image o the last patwnal polls, held in
2004, Back then, the ruling Bharatiya Jan-
ala Party, or BJE claimed India’s economy
never had it better. Voters didn't buy that
line becanse the boom was only a few
months old and most pares of the country
had seen no significant jm-
provement in per-capita in-
cote levels for mach of the

able before the country could ) e BJPy five-year rule. This lime
even ho})e L see ke con- (,ongr(,s.s led around, the Congress-led coa-
teurs of a new government. government lition won even in the face of

Instead, within the first
couple ot hours of counting
more thaa 400 million votes
thal had been polled, fire-
crackers were lil outside the
ruling Congress Party’s office in Delhi, sig-
waling victory, For the tirst time since
1962, a govermment in India that has
sarved its fuil tive-year lerm has been re-
elected under the same leadership. That's a
remiarkable achievement for the Congress-
led coalition and marks a4 major departure
from the nalion’s recent political history.

Two snajor trends have dominated In-
dian politics over the past 25 years: anti-in-
cambency —with two of every three govern-
ments at both the national and state tevels
failing in their re-election bid—and the
rise of regional political parties, oflen at
the expense of a national party such us
Congress. Bul Congress regained ground in
key states as it reorients the party's organi-
zational siructure to be increasingly sensh-
Live to regional interests.

More huportantly, the 2009 verdict sug-
gests that the phenomenon of anti-incum-
beney ¢an be heaten by delivering on the
developnient front. The Indian economy
was a leading participant in the emerging-
market boom that began in 2003 and con
tinued through mid-2008, with the coun-
y's growth rate accelerating sharply 10
average nearly 9% over that period from
3.5 to 6% during the preceding two de-
cades. India’s growih hus slowed substan
tially following the Bursting of ta global
credit bubble last September. But most peo
plé, especially by rural areas, have yel to
feel the unpact of the cconomic downtuin,

has a tough
road ahead.

a global growtlomeltdown as
much of the conntry is still
riding the econvnic¢ wave of
Ihe pricr years.

This result echoes whal's
happening in other developing countries-
from Brazil to lurkey - where governnents
have enjoyed very high popularity ratings
tor much of the present decade, All have
benefited from the global econumic boom,
allowing politicians to increase social spend-
ing on the poor. The Congress party also be
lieves that populist welfare prograns such
its the National Rurat Employment Guaran
tee Scheme, which provides stale-tunded
jobs to the rural unemployed, and lvan waiv-
ers for farmers helped it ride to victory.

while the exact economic benefits of
such spending are hard to measwre, none of
the surge in government expenditure would
have been possible withoul the revenue wiinl-
fabl of the heady growth years. The problem
is that revenue growth is now collapsing in
the wake of the economic sluvwdown, while
well-entrenched government spending is in-
creasing. India’s hscal dehctt has bhallvoned
to more than 10% of GDP this year and the
dett-to-GDP ratio is at BO% —the highest tor
any mgjor developing countey.

Volers may have returned the Congress
party to power because 1hey believe a gov
ernment led by Prime Minister Mannohan
Singh, a much respected econumist, will b
the most capabie to guide India through
the global cconomic turmoil. ‘The verdict
strengthens Mo Singli's had to ciny ot
& more reformist agenda, which he oiten
complained was undermined by centritugal
reglonal forees. With the glohal ¢conomic

downturn in progress and indians now ad
dicted to 8% plus ceononic growth, Mr.
Singli must enact sertous productivity en
Lancing reforms. The reforim agenda needs
to include everything from further liberal-
ization of foreign direct investment to bet-
ter conditions for private sector invest-
tnent in infrastructore.

That may be easier 1o do now Lhat [n
dia’s Left Front, a coalition of communist
parlies, was
decnaled
al the polls.
While most
ruling par-
ies at the
stale level
Wil i Ina
jor share of
their respec-
live na-
tional par-
Hamentary
sedls, Lhe
COmIN-
nists losi
heavily in
slale strong-
holds of
West Ben-
gal and Ker-
ala. The
Left Front
has been reduced to its lowest tally since
1984 and with less than 5% of the total
seals in parllament, they will have little
puwer to play any vbstructionist role.

Meanwhtle, the BJI»'s vote share re-
gressed to 1991 levels as its core Hindu na-
Livnulist idevlogy found few tukers
wnongst a yoang popuolation that aspires
fur a mere modern India, The Congress is
much better positioned witly this deso
graphic as the party is seen as more inclu-
stve und has as ils poster boy the 38 year-
old scion of India’s first tamity, Ruhbul Gan-
dhi. He was the nost active campalgner
fior Congress, clocking in vver 50,000 miles
ul teavel, antd aulso played a major role
reviving the party’s fortunes in ltta
I'acdesh, India's largest state.

Mr Gandbin's success underscores the

David & Kuas

: Driving India’s Economic Reforms

conlinng appeil of the Nehru-Gandhi dy-
nasly o India’s madern politics. He repre
selts the fitth generalion of the family’s in
vulvermen! in polities and along with his
mother, Sonia Gandhi, has the greatest
mass appeal amongst all peliticians, The
Gandhi Gaily has shown a remarkable abit
ity to reinvenl itselt over the years. As
ironic as 11 might seem, the famity is seen
by many us Lhe conlemporary face of India
willi un
ability to
transcend
the caste
equalions
that ¢f1en
divide 1he
npohty.

Tradi-
tional
voler van
e,
such as
caste aml
religion,
are skl inm-
prortiut
faciors in
Indian vot-
ers’ politi
cal calen-
lus. Yet, it
Saturday's
result leaches anyrhing, its thal economic
development s vapidly gaining importance
in defermining election outcomes. Volers
have given the Congress-led coalition even
greater political capital to rake lndia to the
next level of development. To salisty these
aspirations, the new govermen! will have
to recreate the boom-like conditions the
country enjoyed fur much of the past five
years. The key difference this thine is thal in
e absence of strong global tailwinds, cco:
nemic growth will have 1o be more endoge
nous in nature and kickstarted by domestic
econuimic reforns, M Singh and his team
lave a tough tusk shead 1o meet this bur
iten of higl expectations.

Mo Sharme s head of eoerging markets al
Morgan Standtey vestinend Monagenent.
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his crisis 1s a moment, but
ay not be a defining one

Martin Wolf

Is the current crisis a watershed, with
market-led globalisation. finagcial
capitalism and western domination on
the one side ard protectionism.
regulation and Asian predominance
on the other? Or will historians judge
it. instead. as an even: caused b
fools. signifving littie? Mv own guess
15 that it will end up ‘n between. it is
neither a Great Depression. bhecause
the policy response has been 3o
determined. nor capitalism's 1989

Let us examine what we know and
do net know of 1ts ‘mpact on the
economy. finance. capitalism. the
state. giobalisation and geopolitics.

On the economy. we already know
fve lmportant things. First. when the
US catches pneumomna. evervbody
falls seriously ill. Second, this is e
most severe economic crisis since the
1930s. Third, the crists is global. with
a particularlv severe impact on
countries thar specialised in exparts of
manufactured goods or :hai relie¢ on
net imports of capital

Fourth, policvmakers have ihrcwn
the most aggressive fiscal and
menetary stimull and financial
rescues ever seen at this crisis.
Finaily, this effort has brought some
success. confidence is returning and
the inventory cvcle should bring
relief. As Jean-Claude Trichet
president of the European Central
Bank, remarked, the giohal economy
is "around the inflection peint”. by
which he meant that the economyv 13
now declining at a deciining rate.

We can also guess that the US wili
lead :he recovery The US is again the
advanced world's most Kevnesian
country, We can guess, too, that
China. with its massive stmuius
package. will be the most suczesstul
economy in the world.

Unfortunateiv. there are at least

three big things we cannot know.
How far wll excepricnal .evels of
indebtedness and falling net worth
generate a sustained increase .n the
desired household savings of erstwhile
high-spending consumers” How long
can current fiscal deficits coniinue
pefore markets demand higher
compensation for risk? Can central
banks engineer a non-inflaticnary exn
from unconventicnal policies?

Cn finance. confidence is returning.
with spreads between safe and riskv
assets declining to less abnormal
ievels and a imodest: recovery in
markets. The US admimstration has
given its banking svsiem a certificate
of reasonahle health. But the balance
sheets of the financial sector have
exploded in recent decades and the
solvency of debtors is impaired.

We can guess that finance will
make a recovery in the vears ahead.
We can guess. too. that its glory dave
are behind it for decades, at ieast in
the west. What we do not know 1s
how far the “deleveraging” and
consequent balance-sheet deflation in
the economy will go. We also do not
know how successiully the financial
sectar will see off attempts to impose
a more effective reguiatory regime.
Politicians shouwid have earnt from
che need 10 rescue financial systems
stuffed with institutions deemed too
big and interconnected to fail. [ fear
that concentrated interests will
gverwhelm the general one.

What about the furure of capitaiism.
on which the Financial Times has run
its fascinating series? [t will survive.
The commitment of both China and
India t0 a market economy has not
alttered, despite this csis, although
both will be more nervous about
unfettered finance. People on the free-
marker side would insist the {ailure
should be laid more at the door of
regulators than of markers. There is
great truth in this: banks are. after
all. the most regulated of financial
institutions. But this argument will
fail poiirically. The willingness to
srust the free play of market forces in
finance has been damaged.

We can guess. therefore. that the
age of & hegemonic model of the

markel economy s past. Coungries
will. as thev have alwavs done. adapt
the market economy to their own
traditions. But they will do s0 more
confidently. As Mao Zedong might
have said. “Let a thousand capitalist
Jowers bloom™. A world with manv
capitalisms will be tricky. but fun.
Less clear are the implications {or
globalisation. We know that the
massive iniection of government funds
has partially “deglobalised” finance.
at great cost to emerging sountries.
We Know, too, that government
intervention in industry has a strong
nationalist tinge. We know, as well,
that few political leaders are prepared
t g6 outl on a limb for free trade.
Most emerging countres will
conclude that accumulating massive
foreign currency reserves and .Jmiting

ECONCMISTS FORUNM

Visit our online forum. where some
of the world's ieading eccnomists
debate topics raised in Martin Welf's
regular Wednesday column:
www.ft.comn/econforum
.

current account deficits 18 a sound
strazegy. This is likely 1c generate
another round of destabilising global
“imbalances” This seems an
inevitable result of a defective
internationat monetary order. We do
not know how well globalisation will
survive all such stresses. [ am
hopeful, but not that corfident.

The state, meanwhile. is back. burt it
s also locking ever more bankrupt
Ratios of public sector debt to gross
domestic product seem likely ic
double in many advanced countries:
the fiscal mmpact of a big financial
crisis can. we have neen reminded. be
as costly as a large war This. then. is
a disaster that governments of
siow-growing advanced economies
cannot afford to see repeated in 2
generation. The legacy of the crisis
will also limit fiscal largesse. The
effort to consolidate pubiic finances
will dominate poiitics for vears.
perhaps decades. The staie 15 back.
vherefore. but it will be the state as

nrrusive busvbody, o

Last bur not least. what does the
sis mean {or the glabal political
arder? Here we Rnow three mporiant
shings. The first is tha: the belief that
the wesi. however widelv dislized bv
<nie resi. ar least knew how 10 manage
a sophisiicated financiai tem
nas perished. The crisis nas damaged
she prestige of the US. in parucular
oretty badlv. aithoug: ihe tone of the
new president has certainly helped.
The second |5 that emerging countries
and. above all. China are now central
olavers. as was shown in the decision
w0 have two seminal meetings of the
Group of 20 jeading nations at head of
gavernment .evel. They are now vital
slements in global pohevymaking. The
third is tha: efforts are being made w0
refurtish globai governance. notablv
in the increased rescurces being given
to the International Monetary Fund
and discussion of changing countrs
welghts witkin it

We can sill only zuess at how
radiral the changes in the global
political order will turn out o he. The
S is likely o emerge as the
indispensabie ‘eader. shorn of the
delusions of the "urinciar moment”
The relationship between the US anc
China will become more central. Witk
India waiting in the wings The
rejative economic weight and pewer of
the Aslan glants seerris sure ic rse.
Europe. meanwhile. iz oot having a
good crisis. [ts economy and financial
svstem have provec lar maore
vuinerable than many expected. Yer
how far a set of refurdisiied and
rebalanced institutions for
‘nternational co-operation will reflect
the new realities is. as vei unknown

Whar then is the bortom line? My
zuess is that this crisis accelerated
some rends and has proved others -
rarticalarly these i credit and deot -
unsustainabie. It has damaged the
reputation of economics. It will leave
a bitter legacy for the world. Bu: 1t
mav stili mark no histonic watershed.
To paraphrase what peopie said on
the death of kings: "Captalism is
dead: !ong live capitaiism.”

ot bl spender.

martin.wolf@ft.com
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Asia needs to ditch its growth model

he recentl upturn i Asian

economies is creating a danger-

ous aptimism that almost

wilfully ignores the difficulties
ahead. Future historians will mark 2008
as the year that the development model
that has driven much of Asia’s rapid
growth for the past two decades went
bankrupt. While the next decade will
represent a difficult transition towards
a new development model, unfortu-
nately many Aslan countries are
respomding to the economic crisis with
policies that may temporarily boost
growth but that are only likely to make
the transition more difficult.

At the centre of the Asian develop-
meni model, with China providing a
steroid-fuelled example, were policies
almed at mobilising high levels of
domestic savings and channelling mas-
sive imvestment into productive capac-
ity. These policies boosted savings by
constraining consumption even while
they forced rapid growth in domestic
production. One of the consequences of
the Asian development moedel has been
that production cutgrew consumption
for decades. When 4 country produces
more than it consumes, it must run a
trade surplus to export its excess
capacity. The Asian moedel conse-
quently reguired high and rising trade
surpluses that allowed Asian producers
to produce far in excess of what Aslan

consumers could afford to absorb.

But there cannot be trade surpluses
without trade deficits elsewhere. A fun-
damental requirement for the Asian
model was that foreigners were ahle
to run the requisite trade deficits. in
practice, only the US economy and
financial system were large and flex-
ihle enough to piay this role. The Asian
model, in other words, implicitiy
involved a massive bet on the willing-
ness and ability of the US to continue
to run large and rising trade deficits.

For nearly two decades US house-
holds borrowed recklessly to finance
the consumption binge that allowed
Asian exporters to continue exporting
excess capacity but, as household
balance sheets in the US became vastly
overextended, it was just a question of
time betore a long deleveraging process
would occur. The global financial crisis
is part of this very process.

As a consequence, US consumbtion
will grow morve slowly than US gross
domestic product for many years. This
is another way of saying that the US
trade deficit must fall and may even
become a trade surplus. Since it is
clear that Europe, the only other econ-
omy large enough to replace the US, is
toe sickly and indebied to take up the
slack, for the next several years Asians
will not be able to continue running
massive trade surpiuses to absorb their
excess capacity.

So what can they do? If Asian
countries could boost domestic net
consumption das rapidly as US net

consumption declines, none of this
would matter. Unfortunately, and if
history is any guide, this is going w©
take much longer than many hope. The
transition from an export-led economy
1o a domestic consumption-led model
involves a long restructuring of the
financial system and household behav-
jour, and a major reversion away from
political structures and industrial poli-
cies that powered growth in the past.
But, wedded as thev are to an out-
moded develepment ideology and rigid
industrial and finaneial systems, many
Asian policymakers are making things

The basic assumption of
Asian development - that
US households had an
infinite ability to spend -
has been seen as false

worse, They are attempting to raise
domestic consumption by accelerating
the policies that are bankrupt.

These investment oriented policies
raise consumption indirectly, hy boost-
ing production, and so although they
temporarily boost growth, they cannot
result in 4 sutficiently large increase in
domestic net consumption to replace
American buying. What is worse, in
some cases these policies will sharply
constrain future domestic copsump-
tun, just when it 15 needed most.

For example, the unprecedented loan
expansion that Chinese policymakers
have encouraged in the past five
menths is not only targeted primarily
at boosting investment, but will almost
certainly result in a massive expansion
in future non-performing leans. As
these become apparent and threaten
the wiability of the banking system,
Beijing will be forced to respond, as it
did in the past, with pelicies that fur-
ther constrain consumption - either by
forcing lower deposit rates to increase
bank profitability or by capturing
savings to recapitalise the banks.

The risk is that China’s transiticn
will be made worse by policies whose
effect will be to cause a short-term and
unsustainable rise in fiscal borrowing,
bank debt and corporate inventory.
Eventualiy working these off will make
the transition to a domestic-led econ-
omy slower and more painful.

The assumption that implicitly
underlay the Aslan development model
- that US houscholds had an infinite
ability to borrow and spend - has been
shown to be false. This spells the end
of this model as an engine of growth.
The socner Asian policymakers accept
this and force through the necessary
economic and political changes, the
less painful the transition will be,
Unfortunately this does not seem to bhe
happening.

The writer 15 a senior associate at the
Carnegie Endowment and a finance
professor at Peking University
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The miracles of realism

Roger
Cohen

GLOBALIST

HO CHIMINH CITY There’s an ex-
changein “The Quiet American,” Gra-
ham Greene's novel about the damage
American good intentions can cause,
that I've thought abouta lot. It involves
Thomas Fowler, the world-weary jour-
nalist-narmator of the book, confronting
Alden Pyle, an American aid worker
with a blinding zeal 1o stop Commun-
ism.

“You and your like are trying to make
a war with the help of people who just
aren’tinterested.”

“They don’t want Communism.”

“They want enoughrice. They den’t
want to be shot at. Thev want one day
to be muchthe same as another. They
don't want our white skins around
telling them what thev want.”

A little more than a half-centuryafter
Fowler's succinct pronouncement, Vi-
etnam has what he evoked: peace, sta-
bility and independence.[t also has
Communism.but of a form that allows a
Vietnameseleader to ring the opening
bell on Wall Street. The “white skins”
still around have forsaken war for for-
elgn investment. :

Pyle’s zeal was also the Manichean
change-the-worid zeal of post-9/11
America, a disorientednation striking
out to deliver liberty, demecracy and
the rule of law to the Middle East and
western Asia, put failing short and be-
traving those ideals in the process.

Good intentions have not lost their
power to devastate or to mire the earn-
est bearers of them in the Hindu Kush.

So I've been thinking about Pyle, and
his unhappy end, and thinking, too, of
Fowler, whose realismis back in fash-
ion in Barack Obama’s Washingtorn,
where “engagement” is the buzzword.

Vietnam’s success has been
anchored in realism and engagement.
This has allowed U.S -Vietnameserela-
tions to flourish less than 35 years after
the end of a war that left more than
58,000 American troops and some 3 mil-
lion Vietamesedead. Defyingthe
great recession, the economy here will
grow at least 4 percent this year.

In recent weeks, Vietnamese gener-
als and Defense Ministry officials were
whisked out to the U.5.S. John C. Sten-
nis aircraft carrier in the South China
Sea for a tour that was a big hit. A hand-
ful of Vietnamese officers are receiving
training in the United States: so much
for domino theories.

Since a bilateral trade accord was
signed in 2001, the United Siates has be-
come Vietnam’slargest export market.
The likes of Intel and Victoria's Secret
do big business in a country that's Com-
munist and proud of it.

Vietnam teaches several lessons, the
first of which is that the United States
can have normalrelations with coun-
tries whose political systems and ideol-
ogiesitrejects. That is as wue of Cuba
and Iran today as it was of Vietnamor
China. For ali America’s painfulhistor-
ies with Cuba and Iran, they do notin-
clude a war within living memory.

In the Shanghai communiquéof Feb-
ruary 27,1972, which announced the
breakthrough between the United
States and Communist China afier 24
years of ngn-communiation, Richard
Nixon and Zhou Enlai concluded:

“There are essential differences be-
tween China and the United States in
their social systems and foreign
policies. However, the two sides agreed
that countries, regardless of their social
systems, should conduct their relations
on the principlesof respect for the sov-
eretgnty and terntorialintegrity of all
states, NONaggression against other
states, noninterference in the internal

affairs of other states, equality and rmu-
tual benefit, and peaceful coexistence.”

That same spirit fostered the restora-
tion of full U.S. diplomaticrelations
with Vietnamin 1995. [t was lost in the
bullying zealotry of the Bush years.

Now Obarna has returned to “mutual
respect” in exploring whether the cold
war’s hangover in Havana can be over-
come and the 30-vear impasse with
Tehran. The president’s motto might
be: “Give me facts.” [ applaudit.

There remains the mystery of Viet-
namese forgiveness. Of course, a victor
can always be magnanimous. But that's
not enough of an explanation— at least
not for someone more familiar with Bal-
kan and Middle Eastern memory,
whose capacity to generate new vio-
ience fror past wounds is fathomiess.

Nor is the youth of Vietnam's popuia-
tion, more than 70 percent of them born
after the war, sufficient reason for the
relegation of the past. The young can
also be full of a thirst for vengeance, as
some are in Gaza.

No, only culture, thatinadequarte
word, can explain Vietnam's ability to
ook forward. In Buddhismand Con-
fucianism, which suffuse Vietnamese
life, the present and future are prized.

Ancestor worship is also near univer-
sal, with small shrines to a family’s for-
bears adorning many homes. I asked
Kenneth Fairfax, the C.S. consul gener-
al whose office is on the site of the des-
perate rooftop American evacuation of
April 1675, how an ancestoris viewed,
perhaps one killed by a foreign enemy?

“When your photo’sup there 50
years from now, you want to be re-
membered for making the generation
after vou, and the one after that, more
prosperous,” Fairiax said.

1 don’t know how totransplant that
notion to the Middle East. I do know
Obamahas to reject Pyle — “They don’t
want Communism”— for Fowler —
“They want enoughrice” — to advance
his vision of a more peaceful world.
COMMENT Readers are invited to com-
ment at globai.nytimes.com,/ opinion
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Singapore slump shows signs of bottoming out

By John Burton
in Singapare

Singapore, which has been
one of the hardest hit among
Asian nations by the finan-
cial erisis, suggested yester-
day that its slowdown may
be past its worst in spite of
reporting a record 101 per
cent contraction for the first
guarter from a year ago.

The latest data from Sin-
gapore coudd signal a botiom
has been reached in the
recession for Asia since the
city-state’s trade-dependent
economy Serves as a bell-
wether for the region.

The city-state, which is
suffering its deepest reces-
sion since independence in
1985, said it would maintain
its forecast that the economy
would contract by between
6 per cent and 8 per cent this
year in spite of revised fig-
ures for the first quarter
showing a slight improve-
ment over earlier official
estimates for the January-
March period.

On a quarter-on-quarter,
seasonally adiusted annual-
ised basis, the economy
shrank by 14.6 per ceni
against the government’'s
preliminary estimate a
month ago of 19.7 per cent,
The economic contraction

appeared to be slowing since
growth in the fourth quarter
of 2008 fell by 16.4 per cent
from the previous quarter.
The economy contracted by
4.2 per cent in the fourth
quarter of 2008 from a year
earlier.

(Officials had estimated in
April that the econamy in

the first quarter would con-
tract by 11.5 per cent from a
year ago. The International
Monetary Fund estimated
this month that Singapore’s
economy could contract by
10 per cent this year, which
would be the worst perform-
ance in Asia.

The government has

warned that the economy
faces a long uphill struggle,
and the outlook remains
uncertain, with exports
declining in April after post-
ing two months of recovery.
Non-oil exports could fall by
up to 13 per cent this year,
the ministry of trade and
industry said. Some analysts

m )

s estimate a month ago of 19.7 per cent Ap

believe that the unemploy-
ment rate, which is seen as a
lagging indicator, could
increase in the coming
months. The jobless rate of
4.8 per cent for local resi-
denis is the highest in five
years but the government
has given subsidies to com-
panies {0 prevent more

redundancies. "There are
some positive signs of a bot-
toming out. But it is not
clear that we have begun to
rebound from the bottom,”
said Ravi Menon at the min-
istry of trade and industry.

Manufacturing confracted
by 26.6 per cent and services
by 10.3 per cent from a year
earlier.

Roman Scott, an economic
adviser to the British Cham-
ber of Commerce in Singa-
pore, believes that the city-
state faces a long recovery
because it has a large
demand gap, with excess
capacity that cannot be fully
used until the economy
recovers to its long-run
trend growth of 3-8 per cent.

Mr Menon said it was

“unlikely” that Singapore
would need a second stimu-
lus package. The govern-
ment maintained its infia-
ticn rate forecast at minus 1
per cent to plus 1 per cent as
inflaticn slowed to 2.1 per
cent in the first quarter from
5.4 per cent in the fourth
quarter of 2008 due to a fall
in commodity prices.
@ Li Ka-shing, Asia’s richest
man, yesterday said he
expecied Hong Kong exports
to pick up next month as
overseas companies begin to
replenish stocks.
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Singapore sees a bottom

Decline in GDP
is less than-feared
during first quarter

By SE YounG LEE
Anp P.R. VENKAT

SINGAPORE- Singapcre’s econ-
omy is showing signs of bottoming
from its worst recession as the con-
traction in the first quarter was less
than initially estimated, the govern-
ment said, making a second stimu-
lus package unlikely.

Gross domestic product fell an
annualized 14.6% from the fourth
gquarter on a seascnally adjusted ba-
sis, a smaller drop than the govern-
ment’s advance estimate of 19.7%
and atouch betrer than the 16.4% de-
cline in the fourth quarter, the Minis-
try of Trade and Industry said.

GDP fell 10.1% in the first quarter
from a year earlier, better than the
11.5% decline tipped by the advance
estimate but still the worst year-to-
year fall on recerd.

“There are some positive signs of
a bottoming out. but it isn't clear
that we have begun to rebound from
the bottom,” said Ravi Menon, sec-
ond permanent secretary at the min-
istry. “The signals are mixed—there
are green shoots as well as brown
weeds. Not to mention sighificant

downside risks.”
~ Investors reacted little. “The revi-
sion was anticipated, so Idon’t think
that alone will have a big impact,”
said OCBC strategist Selena Ling.
“But the tone of the statement seems
to be slightly more optimistic.”
The improvement means the is-
land’s econemic contraction for the
full year may be at the mild end of
the official 6%-9% forecast range if
the economy begins to recover in
the secona half of the year, Mr. Me-
non said. He said it’s now “not
likeiy” the government will compile
further spending measures as it as-
sesses the impact of the 20.5 billion
Singapore dollar (US$14.07 billion)
package introduced this year.
“Things are looking to get bet-
rer,” Mr. Menon said, but he cau-
tioned that it 15 too early to make an
assessment on the matter, The gov-
ernment has been considering 4 sup-
plementary package worth more
than $310 billion, depending on the
severity of the downturn, a person
familiar with the situation said.
There are still no decisive indica-
tors of a recovery, the ministry said
in a statement, even as it noted
“early signs” that the U.S. recession
may be reaching a trough as wel] as
“initial signs” of stronger econontic
activity in China.
Singapoere’s trade-reliant econ-
omy has been devastated by the zlo-
bal downturn as external demand

has plunged. GDP eked out 1.1%
growth in 2008 but has been con-
tracting since the second quarter of
last year.

Complicating the outlook for Sin-
gapore’s economy is a sharp rise in
the Singapore dollar, which makes
the island’s exports less competitive
and weighs on local prices.

As Investor sentiment for Asian
markets has improved on growing
hopes that the global economy has
bottomed, the U.S. currency has tum-
bled from $$1.5380 March 3 to a
four-month low of $31.4524 Wednes-
day. It was quoted af 531.4565 Thurs-
day afternocon in Singapore.

The Monetary Authority of Sin-
gapore has defended the U.S. dollar
inrecent days, selling Singapore doi-
lars to smooth out rises in the iocal
currency, sald a person familiar
with the matter. Those smoothing
operations will conrinue as the au-
thorities want the U.S, dollar to stay
above $31.45, the person said.

There 1s some consideration of
the MAS intervening more aggres-
stvely if the G.S. currency should fali
decisively below 531.45, the person
said. But it is questionable, this per-
son said, whether intervention
would succeed in defending the dol-
lar, given its broad declines against
Asian currencies.

—Costas Paris
and Patricia Kowsmann
contributed ro this article.
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Thailand stil neaas nto
decline as GDP forecast dips

By Tim Johnston
in Bangkok

Thailand has released fig-
ures indicating the economy
i1s still heading into deep
decline. prompting the coun-
{ry's economic planning
agency to further downgrade
its 2009 forecast for gross
domestic product growth.

The WNational Economic
and Social Development
Board said that seasonally
adjusted first quarter GDP
was down 1.9 per cent from
the fourth quarter last vear,
and down 7.1 per cent on the
first quarter last vear. signif-
icantly worse than econo-
mists expected,

The new numbers. which
push Thailand into technical
recession, prompted the
agency to downgrade its
annualised GDP forecast to
-2.5 to -3.5 per cent from 0 to
-1 per cent.

The new estimate is
oroadlv in line with most
other forecasts.

Thailand is dependent on
exports for 63 per cent of s

economyv, and it has been
hard hit by the slowdown in
demand for its products in
the US., Europe and China.
The government is attempt-
ing to get clearance for a
Bt1.430bn (342bn, £30bn,
£26bn) three-year stimulus
plan.

Manufacturing production
fell 14.9 per cent year-on-
vear - including a fall of 42.7
per cent in the crucial
automotive sector. Imports
fell by 36 per cent year-on-
vear.

Investment also fell, by 16
per cent, parily because of
the continuing absence of
political consensus in the

14.9%

Fall in manufacturing
year-on-year

Bt1,430bn

Three-year stimuius plan—is
awaiting approval

country. and it is far from
clear that the political tur-
meil will not return.

l.ast December, anti-gov-
ernment protesters took over
Bangkok's two main air-
ports, and in April Abhisit
Vejjajiva. the prime minis-
ter, announced a state of
emergency and called troops
out on to the streets to shut
down renewed political dern-
onstrations.

However, analvsts said
there were some reasons for
optimism. “Things have
started to stabilise with
gXports 1mpreving on a
sequential basis and busi-
ness confidence making a
slight comeback as well.”
Prakriti Sofat. south-east
Asla economist at HSBC in
Singapore, said in a research
note.

“Assuming no other major
political crisis. we think that
growth should start improv-
ing 1n guarter-on-quarter
terms from Q2 onwards as
the benefits of the fiscal
stimulus package start kick-
ing in.”
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Malaysia braced for onset of recession

PM lowers outlook
as exports slide
By Kevin Brown

in Kuala Lumpur

Malavsia is preparing to
announce the onset of its
first recession for 11 vears
amid growing concern about
the depth of the slowdown
and the likely timing of a
recovery.

The end of the country's
long peried of expansion was
heralded by senior ministers
and central bank officials in
interviews ahead of this
week's release of figures for
gross domestic product for
the March quarter.

Najib Razak. prime minis-
ter, suggested in March that
the economy would f{latten
out this vear, downgrading
an earlier forecast of 3.5 per
cent growth in GDP to a
range of plus 1 per cent to
minus 1 per cent.

Mr Najib said the govern-
ment expected a technical
recession - usually defined
as two successive quarters of
vear-on-vear contraction -
followed by a resumption of

growth in the second half of
the vear.

The prime minister said
the impact of fiscal stimulus
measures worth about 10 per
cent of GDP would ensure
that the contraction was less
severe than in Singapore.
which last week announced
a revised 10.1 per cent fall in
first-quarter GDP.

Mr Najib indicated that
the outlook had deteriorated
since his last forecast. “The
figures don’t look very
encouraging because our
export figures are hadly
affected,” he said. “There
might be some tweaking, but
the tweaking will be more
on the negative side.”

Malaysia's exports fell by
20 per cent in the first quar-
ter compared with the same
three months of 2008.
although the rate of decline
appears to be on a moderat-
ing trend. Exports fell by
15.6 per cent vear on vear in
March compared with 28 per
cent in January.

Zeti Akhtar Aziz. central
bank governor., said she
expected “a significant con-
traction™ in the first half of
the year, with negative
growth likely over the full
vear. Growth edged up a
mere 0.1 per cent in the
fourth quarter of 2008.

Top officials expressed
sharply different views on

the likely timetable for a
return to strong growth.

Nor Mohamed Yakcop, a
former deputy finance minis-
ter who heads the govern-
ment's econcomic planning
unit, said Malaysia remained
confident of becoming a fully
deveioped ecuonomy by 2020,
which would require average
GDP growth of 7.5 per cent
for the next 11 years.

Mr Nor Mohamed forecast
a quick rebound in western
demand, dismissing sugges-
tions that it may remain low
for vears as consumer sav-
ings rates rise in response to
the credit crunch and fails in
house prices.

“T don't think [the US sav-

Singapore warms to economic zone proposal

Malaysia appears to have
won support from Singapore
for its plan to build a huge
BCoOnoMmic zone near the
city-state that could foster
closer economic
co-operation between the
two countries after years of
bitter rivairy, writes John
Burton In Singapore.

The Iskandar Mataysia
project in southern Johor
state has been at the centre
of recent bilateral tatks,
including a meeting last
week between the countries’
leaders in Singapore.

The planned {skatdar area

woultd be nearfy three times

the size of Singapore and is

meant to play a similar role
in regional economic
development as Shenzhen
does for Hong Kong.

But the project has been
plagued by “legacy” issues
stemming from the twe
countries’ brief unien that
dissolved in acrimony in
1965.

ings rate) will go from zero
to 10 per cent, | think it will
go from zero to 1 to 2 per
cent in the next few vears”
he said.

“To change a pattern of
consumption that has gone
on for guite some time
within a period of a few
vears is not going to happen.
1t is a matter of psychology.”

Mr Nor Mohamed said 2009
“will he a bit difficult, but
for 2610 onwards, we should
be back on the trajectory”.
pointing to Malavsia's plans
e expand domestic con-
sumption and increase trade
with the rest of Asia as driv-
ers of future growth along-
side western demand.

However. Mrs Zeti was
much mare cautious on the
prospects for a quick recov-
ery and a relurn to rapid
growth,

“Our assessment is that it
will be a long road to recov-
ery,” she said.

“The outlook we see is
that even if there is a recov-
ery in the global economy, it
is going to be a slow recov-
ery. and it wili not be the
kind of V-shaped recovery
we had previously.”
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tate of paralysis

Paul
Krugman

California, it has long been claimed, is
where the future happensfirst. Butis
that still true?

Ifitis, God help America.

The recession has hit the Golden
State hard. The housing bubble was
bigger there than almost anywhere
else, and the bust has been bigger too.
California’sunemplovmentrate, at 11
percent, is the fifth-highestin the na-
tion. And the state’s revenues have
suffered accordingty.

What's really alarming about Califor-
nia, however, is the political system’s
nability to rise to the occasion.

Despite the economic slump, despite
irresponsible pelicies that have doubied
the state’s debt burden since Arnoid
Schwarzenegger became governor,
California has immense human and fi-
nancial resources.

It should not be in fiscal crisis; it
should not be on the verge of cutting es-
sential public servicesand denving
health coverage to almost a million chil-
dren. Butitis — and you have to won-
der if California’s poiiticai paralysis
foreshadows the future of the nation as
a whole.

The seeds of California’scurrent
crisis were planted more than 30 years
ago, when voters overwhelmingly
passed Proposition 13, aballot measure
that placed the state’sbudgetina
straitjacket. Property tax rates were
capped, and homeowners were shiel-

ded from increasesin their tax assess-
ments even as the value of their homes
rose.

The resuit was a tax systemthat is
bothinequitable and unstable.

It's inequitable because oider
homeowners often pay far less prop-
erty tax than their younger neighbors.
It’s unstable because limits on property
taxation have forced Californiato rely
more heavily than other states on in-
come taxes, which fall steeply during
recessions.

Even more important, however, Pro-
position 13 made it extremely hard to
ralse taxes, even in emergencies: No
state tax rate may be increased without
a two-thirds majority in both houses of
the state legislature. And this provision
has interacted disastrousiy with state
political trends.

For California, where the Republi-
cans began their transformationfrom
the party of Eisenhower to the party of
Reagan, is aiso the place where they
began their next transformation,into
the party of Rush Limbaugh. As the
political tide has turned against Califor-
nia Republicans, the party’s remaining
members have become ever more ex-
treme, ever less interested in the actual
business of governing,

And while the party’s growing ex-
tremism condemnsit to seemingly per-
manent minority status — Schwar-
zenegger was and 1s sui generis — the
Republican rump retains enough seats
in the legislature to block any responsi-
bie action in the face of the fiscal crisis.

Wil the same thing happento the na-
tien as a whoie?

Last week Bill Gross of Pimco, the gi-
ant bond fund, warned that the U.S.
gavernmentmay loseits AAA debt rat-
ingin a few years, thanks to the trillians
it's spending te rescue the econonty
and the banks, Is that a real possibility ?

Well, in a rational world Gress’s
warning would make no sense.

America’s projected deficits may
sound large, ver it would take only a
modest tax increase to cover the expec-
ted rise in interest payments — and
right now American taxes are well be-
low those in moest other wealthy coun-
tries. The fiscal consequencesof the
current crisis, in other words, should be
manageable.

But that presumes that we'll be able,
as a pelitical matter, to act responsibly.
The example of California shows that
this is by no means guaranteed. And
the political problems that have
plagued Californiafor years are now ic-
creasingly apparent at a national level.

To be blunt: Recentevents suggest
that the Republican Party has been
driven mad by lack of power. The few
remaining moderates have been de-
feated, have fled, or are beingdriven
cut. What’sleft is a party whose nation-
al committee has just passed a resolu-
tion solemnly declaring that Democrats
are “dedicated to restructuring Ameri-
can society along socialistideals,” and
released a video comparing Speaker of
the House Nancy Pelosi to Pussy
Galore,

And that party still has 40 senators,

So will America follow Californiainto
ungovernabitity? Well, California has
sotme special weaknesses that aren’t
shared by the federal government. In
particular, tax increases at the federal
level don't require a two-thirds major-
ity, and can in some cases bypass the

_ filibuster. So acting responsibly should

be easier in Washington than in Sacra-
mento,

But the California precedent still has
me rattled. Who would have thought
that America’s largest state, a state
whose econormy is jarger than that of all
but a few nations, could so easily be-
come a bananarepublic?

On the other hand, the problems that
plague California politics apply at the
nationailevel too.
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heres |

Philip
Bowring

HANOI Europe wants to be taken more
serjously as a player in world affairs.
But viewed from the perspective of the
biannual meeting of foreign ministers
of the Asia-Europe Meeting (ASEM)
group held here this week the ambition
is laughable.

Here were the foreign ministers of
China, Japan, South Korea and most of
the 10 members of the Association of
Southeast Asian Nations to put their
names to a timely condemnationof the
North Korean nucleartest.

And Europe? Missing were the for-
eign ministers of France, Germany,
Britain, Italy and Spain. Two thirds of
E.U. member states sent juntior officials.
The best Europe could muster were the
almost-poweriess E.U. commissioner
for externalrelations, Benita Ferrero-
Waldner, and foreign ministers from
the current and next countries holding
the E.U. presidency, the Czech Republic
and Sweden.

Perhaps these big ministerial gather-
ings -- ASEM has 45 participants—
are always more about providing a
place for bilateral discussions than spe-

“urope’

cific agreements. However, face and
presence matter, and Europe’s attitude
as displayed here was demeaning to Vi-
etnamin particular and Asia in gener-
al.

Atthelast such meeting two years
ago, in Hamburg, foreign ministers from
China, Japan, India, Pakistan and almost
everyother Asian nation showed up for
some stern European lecturing on the
need for joint action on climate change.

This time the Europeans wished to
focus on the treatment of Daw Aung
San Suu Kyi, the political prisonerin
Myanmar. She is a worthy cause, but
not the most important issue in rela-
tions between Europe and Asia. The
British looked particularly silly, issuing
high-soundingcondemnationsof the
Myanmar government but dispatching
only a junior minister to the meeting.

Althoughthe ASEM ministers did
call for Ms. Aung San Suu Kyi’s release
and for electionsin Myanmar, the state-
ment went no furtherthan ASEAN’s
position, so there is scant evidencethat
European focus on her had any impact.

Europe’s low-level presence in Hanoi
was compoundedby a repeat perfor-
mance in Pnomh Penh, where EU for-
eign ministers are currently meeting -
their counterpartsirom ASEAN.

Again, the E.U. members are mostly -

represented by junior ministers and of-
ficials. Perhaps Europe views its rela-
tions with the ASEANregion as driven
by trade and economic rather than
political issues.

But in practice, Europe has focused
on human rights and democracy issues,
solow-level attendancein Pnomh Penh

suggeststhat European governments
prefer to play 1o domestic galleries than
to bring real weight to bear on the
Asian issues.

ASEM may be an unwieldy grouping,
and it will become even more so with
the admission soon of Russia and Aus-
tralia — two nations that are European
in culture and Asian in geography.
Meanwhile, some large Asian coun-
tries, such as Bangladesh,remain on
the outside.

ASEM’s value may be more in foster-
ing non-official links and cultural ex-
changes. It doeshave an agenda of prac-
tical issues, inciuding

Europe's fail-  Dealth, education,
ure to take trade and migration,

. . where it can contrib-
meetings with e modestlyto co-
Asia seriously  gperationin the same
is viewed way that the Asia Pa-
as typical cific Economic Co-
of Euro- operation (APEC)
centricity. group does for Asia-

Americas links.
But lack of a signif-

icant role in high-level diplomacy is no
reason to treat ASEM so lightly, espe-
cially when Asian countriesmake a
point of being there in force.

The excuse of upcoming European
pariiamentary electionsis feeble.
Europe’s failure to take the Hanoiand
Pnomh Penh meetings setiously is
viewed in Asia as typical of Euro-cen-
tricity — not just in Brussels, but
Europe in general — and of an unwill-
ingness to appreciate the role of Asia
— and not just China — in today’s
world.
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Malaysia predicts upturn as economy shrinks

By John Burton
in Singapore

Malaysian officials Torecast
yesterday (hat the economy
would resutne growth by the
fourth quarter, as they
reported an unexpectedly
steep contraclion of 6.2 per
cent for the first quarter
from a year ago.

The export-dependent
economy will shrink at a
"very similar” rate in the
second quarter, marking
Malaysia's first recession jn
nearty eighl yvears, the cen-
tral bank said, Jconomists
surveyed by Reulers had ear-
lier predicted a drop of 4 per

cent for the first quarter.
Zeti Aziz, central bank gov-
ernor, said yesterday: "We
see that the exports sector
and export demand continue
to remain weak and the
environnment is still chal-
lenging.”

Malaysia has Asia's third
most trade-dependent econ-
omy after Singapore and
Hong Kong.

Mrs Zeti predicted that
there wotld be “a significant
improvement” in the third
quarter of the year and
added that there was “a
higher degree of confidence
that we will have positive
growth™ in the fourth

Incomes decline

Income worldwide is likely
to decline by 3.7 per cent
this year on a per capita
basis as a result of a
global financial erisis that
had disproportionately
affected livelihoods in the
developing world, & team
of United Nations
sconomists said yesterday,
writes Harvey Morris in
New York.

While a mild recovery
was possible next year,
“risks remain on the
downside”.

Full story: www.ft.com/
globaleconomy

quarter. The government is
expecled to today issue a
revised cconomic forecast
for the year. In March it pre-
dicted growth for the year of
between 1+ to 1- per cent,
roevising an carlier target of
4.8 por cent growth. The
economy expanded by 0.1
per cenl in the lfourth quar-
ter of 2008.

Ms Zeti said the economy
witl improve in the second
half of the year due to a
M$60bn ($17bn,  €12bn,
£10bn} stimulus package
unveiled in March and
tmproved lending conditions.

Domestic consumption
contracted by just 0.2 per

cent in the [irst guarter
against a 15.2 per cent fall in
exports. Public sector con-
sumption rose by 2.1 per
cent.

Exports could also
increase as industrial cus-
Lomers in overseas markets
complete large inventory
drawdowns of clectronics
components and commexli-
ties, Malaysia’s main prod-
ucts, that began in the firsi
half of the vear.

Malaysia's economic per-
formance in the first three
months of 2009 was better
than that of neighbouring
Singapore, which contracted
bry 10.1 per cent, and that of

Thailand, which contracted
7.1 per cent.

The slowdown has
increased pressure on Malay-
sia to introduce economic
reforms, including easing
rules giving prelerence to
ethnic Malay businesses.

Najib Razak, prime minis-
ter, recently rolled back
some pro-Malay rules in the
service sector {o encourage
foreign investment. Mr Najil
wanls {o raise the service
seclor's share of the econ-
omy to 70 per cent of gross
domestic product, from 54
per cenl, to reduce the coun-
try’'s heavy dependence on
exports.
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G-7. GS or G20?

ither

KAZUO
OGOURA

Current worldwide economic and
financial difficuities have triggered a
debate over the need to strengthen the
Group of 20, a forum of 20 major
“geonomic” powers, including newly
emerging countries such as China, India
or Brazil, as well as some additional
Western European countries.

The logic behind the efforts to
consolidate the dialogue in this new forum
of 20 countries, instead of the well-
established forum of G-7or G-8, is clear:
to reflect more faithfully the latest
change in economic and financial power
structure. The argument seems, onthe
surface, flawless, but if this argument is
accompanied by the conclusion that the
G-7/G-8 forum does not play important
roles anymore, it is bound to invite
serious counter-arguments.

Firstof all, what happens to the forum of
political dialogue? The shift of economic
power requires not only changes in the
global economic forum of consultation but
also transformation of the global political
or politico-economic system, ineluding the
United Nations and its special agencies
such as the World Bank and the

International Monetary Fund.

Why should the president of the World
Bank continue to be an American while
the United States is the largest debtor
country of the world with various
economic difficulties? And why should
the IMF have a European chief when the
majority of the world foreign reservesis
now in the hands of Asian powers?

Why should European powers and
Americans remain hesitant in practice, if
not in rhetoric, toreformthe UN.?

If the tip of the balance of economic
power requires a change in econornic
dialogue, is it not more important to
change the pattern of the international
political structure?

If one reflects upon such a question and
upon the current situation, it appears that
the G-201is, infact, aforum forthe U .S.,
Britain and France to maintain the status
quo, while they pay lip service to China,
India and others so that these “new”
members are more inclined to shoulder
more international responsibility.

Even if most members of the G-20 are
ready to goalong such a path in the short
run, it does not mean that we canneglect
the importance of (G-7/G-38, or, for that
matter, the Brazil-German-India-Japan
alliance for the reform of the U N., or the
new Asianforum for financial
cooperation.

Allthese considerations taken
together, one could say that the G-20is
simply a new “addition” to the various
international network forums for

coordination, cooperation and
consultation. It is not in any sense a forum
that “replaces” the others.

It is therefore most desirable that the
chair nation of the next G-3 summit, Italy,
take utmost care in maintaining the
legitimacy and effectiveness of the
G-7/G-8 and pay special attention to the
initiatives for the reform of the U.N. and
international financial institutions.

We should not forget that the G-7/G-8,
despite some reservations on Russian
domestic polities, is basically a cohesive
forum that can be an effective unit to deal
with any emergency situations.

Afterall, what we need today is not
necessarily the support of as many
countries as possibie for the direction of
economic policies. Econcmic policies in
large countries are going to be decided on
the national level and not through
international coordination,

The important thing is a demonstration
of determination on the part of major
economic powers to carry out whatever
they believe best for their own economy,
without shifting politicai responsibilities
ontoothers.

A strong concerted statement on
economic and financial policies by the
G-7/G-8 is more important than the
political rhetoric of the G-20.

Kazuo Ogoura, a political science professor at
Acyama Gakuin University. is president of the
JapanFoundation.




By Zachary Karabell

Twenty years ago, in the wake of the
suppression of the student movement that
had taken over Tiananmen Square, it
seemed as if China's brief opening to the
world had come 1o an end. In facl, 1989
marked the beginning of China’s super-
charged path to economic reform. The re-
stilts have heen tremendous:
China is now the second pil-
lar of the glebal economy and
is increasingly vital given the
vulnerabitity of the United
States.

The U.S. now relies on
China for credit, a fact that is
generaling considerable anxi-
cly in Washington and
Beijing. Last month Chinese Premier Wen
Jiabao called for more international over-
sight of the world's major “reserve” curren-
cies. While he didn't specifically mention
the U.S. dollar, the message was clear. As
the largest holder of U.5. debt, the Chinese
government is restless as the $2 trillion in
foreign reserves it holds fluctuates prima-
rily based on the management—or misman-
agement—aof American financial institu-
tions.

Mr. Wen's comments, as well as more
recent statements by other Chinese offi-
cials, constitute a series of not-so-subtle
hints by China that it intends to take a
more active approach toward its substan-
tial investments in the U.S. Given that
China is now the largest holder of U.S.
Treasurys and the largest foreign creditor
of the U.5. government —to the tune of ap-
praximately $1 trillion in governiment secu-
Fities alone—the recent statements by Chi-
nese officials have caused serjous Ameri-
ran trepidation.

Unease about China’s economic clout
is not new. During his presidential cam-
paign in 2004, John Kerry waged a rhetor-
ical assault on the “Benedict Arnold
CEOs” who cutsourced their company’s
workferce to China. In 2007, Sens.
Charles Schumer of New York and Lind-
sey Graham of South Carolina found com-
non ground in threatening China with pu-
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Beijing won’t
dump
Treasuries onto
the market.

nitive tariffs hecause of accusations of
currency manipulation that gave it an un-
fair trade advantage. The current finan-
cial crisis has accelerated such concerns,
even as China’s willingness to purchase
U.5. debt has allowed the Obama adminis-
tration to commit to unprecedented lev-
els of spending.

The most commonly expressed fear is
that China could use its sta-
tus as the largest foreign
creditor to pressure the
11.5. to take positions it
would not otherwise
take. What if China
wants to adopt a
harsher stance to-
wards Taiwan?

Or what if it re-
fuses to pressure North Korea i

The U.S.-China Economic Bond

wirlely seen as having drawn the global sys-
lem into an untenable dependence on fow-
grade debt? The German central bank cer-
tainly wouldn't, nor would Japan, which al-
ready holds hundreds of billions in U.S.
debt. The sovereign wealth funds cf the oil-
rich Arab sheikhdoms, including Saudi Ara-
hia, have already 1aken hits with their in-
vestments in U.S. financial institutions and
are wary of further depreciation of their
oil-dependent assets.

—— Y

to halt its nuctear-arms pro-
gram?

To many, that fear
seemed justified when Trea-
sury Secretary Timothy
Geithner—who will be in
China next week—recently

i

} David Gothard

T
N

refused to label China a “cur-

lion, you've got a proldem; but if a bank
lends yoeu $10 million, the hank has a preh
tem. With so much invested in the U.5.,
China can no more tolerate a severe 1.5,
implosion than Americans can. Any action
taken by China to imperil the econowmic sta-
hility of the U.S, would be an act of mutu-
atiy-assured destruction,
To see China’s holdings as a threat is to
mispidge the goals of the Chinese govern-
ment. China believes that its affluence is
best guaranteed by ecenomic interdepen-

dence with the world's most dy-

namic economy. 1t certainly
wants 10 evolve so that its
affluence is eventually
comparable to that of
Ametica, but that is years
away. And while there is a
compelitive component to
China’s ambitions, it is
competition within the
framework of capitalism
more than nationalism.

{ True, some Chinese

I question the intimate con-
i nection to the 11,5, just as

1" many Americans bristle at

rency manipulator.” This led

to an immediate outcry on the part of
Messrs, Schumer and Graham that the ad-
ministration was succumbing to Chinese
pressure. That in turn fueled the already
rampant speculation that China now
holds the equivalent of a Sword of
Damocles over the U.S.: Do what we say
or we'll dump your bonds.

Waorries about China’s ascendancy have
not heen confined to either party. Fiscally
conservative Republicans are just as apt to
raise eyebrows about dependency on China
as Democratic labor leaders. While this is a
rare area of bipartisan accord, it is also an
area of bipartisan error.

To hegin with, China cannot simply de-
cide one day to “dump its honds” and tor-
pedo the 115, economy. It can't even credi-
biy threaten to do so because it has no une
to sell them to. Who in today's world could
buy $1 trillion of U.S. debt? What govern-
ment could take the risk of further enmesh-
ing itself in an American economy that is

But even if there were buyers, the issue
is deeper than economics. China’s invest-
ments In the U.S. are as much a political de-
cision as an economic one, They represent
the culmination of two decades of assidu-
ous efforts on the part of the Chinese gov-
ernment and many U.S. companies to bind
the two economies together,

Until recent menths, the common under-
standing of the relationship between China
and the U.S. was that China produced
cheap stuff that Americans bought. Bul
that was always just one aspect of a much
more intertwined velationship, one that en-
tails significant growth for U.S. companies
as they sell to Chinese consumers and pro-
vide support for China’s industrial build-
out, The Chinese government has actively
tethered its economic and potitical stabil-
ily to the U.S. '

To some degree, China's holdings prove

the old adage: If a-bank lends you $1 mil-

the large Chinese stake in
our economy. But the fact is that without
China lending, the financial crisis would
he markedly worse. And without the know-
how of U.S. companies and the consider-
able market that even a hobbled U.8. of-
fers, China would not be weathering the
storm as well as it currently is.

The challenge going forward is to see
benefit rather than threat in the U.S.-China
relationship, and 1o understand that the
path to continued prosperity in the 21st
century will not look the same as it did in
the 20th century. It is a path that will be
constructed on the fusion of the Chinese
and American economic systems—not the
predominance of either,

Mr. Karabell is president of River Twice Re-
search. His new book, “Superfusion: How
China and America Became Qe Economny
and Why the World's Prosperity Depends
on It will be published by Simon &
Schuster in October.
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Downturn pinches Philippines, Malaysia

Manila’s GDP falls;
Kuala Lumpur sees
economy contracling

By JamES HoOKwAY
AND CriS LARANO

The Philippines became the lat-
est Asian country to feel the strain
from the global economic crunch,
saying Thursday that ils economy
contracted for the first time since
2001 in the first guarler, while Ma-
laysia said it expecls its economy to
shrink between 4% and 5% this year.

The Philippine central hank cut its
benchmark overnight borrowing
rate for the fifth time ina row to sup-
port an economy that is only now be-
ginning to feel the full brunt of a col-
lapse in global demand. The Bangko
Sentral ng Pilipinas cut the rate a
quarter point $o4,27%— the lowest in
17 years—and central bank officials
urged the government to step up pub-
lic spending o lifi the economy.

Gross domestic product in the

Philippines shrank by a seasonally
adiusted 2.3% in the first quarter
from the last quarter of 2008, leav-
ing the Philippine econemy 0.4%
larger thanit was in the first quarter
last year. The depth of the quarterly
contraction caught Philippine offi-
cials by surprise. Economic Plan-
ning Secretary Ralph Recto said the
government will have to revise ils
full-year growth target of 3.1% to
4.1%,

The International Monetary
Fund projects the Philippines tosee
flat growth this year, still signiti-
cantly better than more 1rade-de-
pendlenti neighbors such as Sin-
gapore, whose economy the IMF ex-
pects will contract by 10% this year.
Malaysian Prime Minister Najih Ab-
dul Razak on Thursday said his
country’s economy, which is also
heavily dependent on exports,
would likely shrink between 4% and
5% this year—worse than Malay-
sia’s initial forecast in 2008 of a 1%
contraction.

But while economists and offi-
cials in other countries around the
region say the first quarler’s ece-

Sharpdrop 1
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nomic performance would likely he
the worst af the year, Philippine of-
ficials said they could see further
contractions in the quarters to
come.

That’s because the Philippine
economy, while less dependent on
foreign trade and thus compara-
lively less buffeted by the global cri-
sis, is also less able to snap back
when the economic situation im-
proves, “The Philippines is less sen-
sitive to changes in foreign de-

.

[E—

'3 704 05 06 07 0B 09
tand,” says Luz Lorenzo, a regionhal
economist with ATR-Kim Eng Securi-
ties Ltd. in Manila. “That could
mean problems persist here when
the situation is heginning to turn
around elsewhere.”

LExparts make up around 30% of
the Philippine economy, less than
the 70% they contribute to eco-
nomic growth in Malaysia and Thai-
fand. Thailand’'s economy con-
tracted 7.1% year on year in the first
guarter, while Malaysia’s shrank by

6.2% in the period.

Malaysia’s Mr. Najih said Thurs-
day he expects an improved per-
formance in the second half of the
year. “If America and Europe re-
cover, we will be on track in getting
positive growth in the fourth quar-
ters,” he told reporters in Malaysia’s
administrative capital, Pulrajaya.
Thailand’s economy, méanwhile,
“should have hottomed out in the
lirst quarter this year,” Ampon Kitti-
ampon, head of Thailand’s state eco-
nomic planning agency, said Mon-
day.

But the Philippines could see a
more prolonged, albeit shaltower,
downturn. Its strength in the down-
turn—a relatively small export sec-
tor—could be a Hability when a glo-
bal recovery eventuaily sets in, Na-
tiomal Statistical Coordination
Board Secretary-General Romulo Vi-
rola said leading indicators such as
import and export data point to an
evenweaker performance inthe sec-
ond quarter and an “all too real
threat of a recession.” Fer the whole
of 2008, the board revised down
GDP growth to 3.8% from 4.6%.
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he big inflation scare

b PR

Paul
Krugman

Suddenlyit seems as if everyone is
talking about inflation. Stern opinion
pieces warn Wthat hyperinflationis just
around the corner. And markets may be
heeding these warnings: Interest rales
on long-term government bonds are up,
withfear of future inflation one possible
reason for the inlerest-rate spike.

Butdoes the big inflation scare make
any sense? Basically, no — with one
caveat 'll get tolater. And [ suspect
that the scare is at least partly about
politics rather than economics.

First things [wst. [t’s important 1o
realize that there’s no hint of inflation-
ary pressures in Lhe U.S. econonty right
now. Consumer prices are lower now
than they were a year ago, and wage in-
creases have slalled in the face of high
unemployment. Deflation, not inflation,
is the clear and present danger;

Soif prices aren’t rising, why thein-

flation worries? Some claim that the
Federal Reserve is prititing lots of
money, which must be inflationary,
while others claim that budget deficits
will eventually force the U.S. govern-
ment to inflate away its debt.

The first story is just wrong. The
second could be right, but isn’t,

Now, it's true that the Fed has taken
unprecedentedactions lately. More
specifically, it has beeil buying lots of
debtboth from the government and
from the private sector, and paying for
these purchases by crediting banks
with extra reserves. And in ordinary
times, this would be highly inflation-
ary: Banks, flush with reserves, would
increaseloans, which would drive up
demand, which would push up prices,

But these aren't ordinary times.
Banks aren’tlending out their extra re-
serves. They're just sitting on them —
in effect, they’re sending the money
right back to the Fed. So the Fed isn't
really printing money after all,

Still, don't such actionshavetobe in-
Ilationary sooner ot later? No. The Bank
of Japan, faced with economicdiffi-
culties not too different from those we
face today, purchased debton a huge
scale between 1997 and 2003. What
happenedto consumer prices? They fell.

Allin all, much of the current infla-
tivn discussion calls to mind what
happened during the early years of the
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Greal Depression when many influen- -

tial people were warning about inflation
even as prices plunged. As the British
economist Ralph Hawtrey wrote,
“‘Fantastic fears of inflation were ex-
pressed. That was to cry, Fire, Firein
Noah's Flood.” And he went on, **Itis
after depression and unemploy ment
have subsided that inflation becomes
dangerous.”

Is there arisk that we'll have inflation
after the economy recovers? That's the
claim of those who look at projections
that federal debt may rise to more than
100 percent of GDP and say that Amer-
ica will eventually have to inflate away
that debt — that is, drive up prices so
that the real value of the debt is reduced.

Such things have happenedin the
past. For example, France ultimately
inflated away much of the debt it in-
curred while fighting World War 1.

But more modernexamples are lack-
ing. Over the past two decades, Belgi-
um, Canadaand, of course, Japdil have
all gone through episodes when debit
exceeded 100 percent of GDP. And Lhe
United States itselfemerged from
World War I with debt exceeding 120
percentof GDP, Innone of these cases
did governmentsresort Lo inflation to
resolve their problems.

Sois there any reason to think that
inflationis coming ? Some economists
have argued for moderate inflationas a

deliberate policy, as a way to encourage
lending and reduce private debt bur-
dens. I'm sympatheticto these argu-
ments and made a similar case for Ja-
pan in the 1990s. But the case for
inflation never made headway with
Japanese policymakers then, and
there’s no sigh it’s getting traction with
U.S. policymakRers now.

All of this raises the question: If infla-

- tionisn’t a real risk, why all the claitns

that itis? Well, as you may have noticed,
economistssometimesdisagree. And big
disagreementsare especially likely in
weird timeslike the present, when many
of the normal rules no longer apply.

Butit’s hard to escape the sense that
the current inflation fear-mongeringis
partly political, coming largely from
economists who had no problem with
deficits caused by tax cuts but suddenly
became fiscal scolds when the govern-
ment started spendingmoney to rescue
the econoimy. And their goal seemsto
be to buily the Obama administration
into abandoningthose rescue efforts.

Needless to say, he president sirould
not let himsell be bullied. The economy
is still in deep trouble and needs con-
tinuing help.

Yes, we have along-runbudget prob-
lem, and we need to start laying the
groundwork for a long-runseolution. But
whenit comes (o inflation, the only thing
we have to fear is inflation fear itself.
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Why isolate a global pariah even further?

TOM
PLATE

Los Angeles

On the question of the Democratic
People’s Republic of Korea, better known
as (a) North Korea, (b) notorious charter
member of former U.S. President George
W.Bush’s “axis of evil” and (¢)
pain-in-the-neck threat to world peace
and stability, here are a few humbie
observations in light of the fact that,
basically, no one really knows what todo
about North Korea, including China:

® First, you do NOT need to scramble to
the telephone to get the local contractor to
sink that bomb shelter into your backyard
—not just yet, anyway. Inits current
state of evolution, North Korea is still far
from being a serious world-threatening
nuclear power.

It is true, the trend lines are ominous:
Inrecent days this much unloved regiine
has test-fired several missiles and
appearstohave detonated yet another
under ground nuclear exploston of unclear
size and uncertain sophistication. Even
50, this all amounts to a mean flurry of
activityfrom aregime claiming the
adherence of some 23 million residents —
almostevery last one being ethnic Korean
and too many being mainiy hungry.
® Second, you would think that China, the
originator of the six-party talks (aimed at
North Korean nuclear disarmament and
begun in 2003) would be embarrassed by
the latest morose turn of events. But
China, Pyongyang’s longtime ally, is not
totally hapless. All along, it has said the

North Korea is such an enfant terrible
that even China cannot really controi it.
And Beijing’s greatest fear is not the
missiles but the potentially massive
migrant population if North Korea
collapses. China prefers the company of
secure, sealed, unthreatening buffer
states. Givenits common border with
North Korea, it is much opposed to
instability, whatever the nature of that
regime,
@ Third, from the United Nations and
elsewhere, you will hear calls for further
isolation inretaliation for the North's
geopolitical juveniie delinquency. When
you hear this, take a deep meditative
breath and down a cup of strong tea (or,
perhaps, high-quality soju). North Korea
comprises the top half of a peninsula that
has long behaved like an island unto itself.
Calls from the West to isolate it further
are like asking to further isolate the planet
Pluto from Uranus. What's the point?

‘Besides, isolation as a policy doesn’t work,

if what you want is regime amelioration or
even change.

® Fourth, if it is outright regime change
you prefer, consider trying something
different. Consider aggressive,
near-reckless engagement, What is there
to lose? Better to execute an approach
favored by the bold campaigner Barack
Obama —not the waffling President
Obama — and run circles around the North
Koreans with an embarrassment of
recognition and riches: Drop theembargo,
establisha U.S. Embassy in Pyongyang
(we have no official representation there
now), fatten the regime up with aid,
accumulate leverage, change the
behavior, establish regional peace. Tryto
be subtle, indirect and smart for once.

¢ Fifth, wedon’t dothat and instead we get
a probably a destabilizing regional arms
race with a trigger-happy Tokyo. For it is
hard to believe that the Japanese will sit

. tight with Pyongyang on a missile-test

spree. For Japan, a NorthKorea in the
midst of a leadership successionis far
more the enemy than China and, in case we
haven’t noticed, the politics in Tokyothese
daysis volatile. The government is
unstable and the opposition under
reorganization. So Pyongyang is to Tokyo
what Tehranisto Tel Aviv: a constant
temptation to launch a pre-emptive strike.
@ Sixth, consider the Peninsula’s economic
gem: South Korea, Politically, if’s a mess
too. Just the other day its former populist
president jumped off a mountain to his
death, and the current, conservative one is
tripping down in the polls. In June, Obama
is to meet with him at the White House. This
is where the administration, which has
tried to put the Korean problem on the back
burner, needs torealize that trying todo
more blustery Bush stuff — more isolation
and threats —didn’t work over the last
eight years and won't ever work with this
particular regime. Diplomatic recognition
does not mean a nation’'s seal of approval.
Washington conducts daily civilized
diplomatic relations even with regimes
that are anti-democratic, anti-woman and
coddling of extremists.

So we hold our nose as we go about our
diplomatic duties. But in North Korea,
Swiss and Swiss diplomats now conduct
America’s business. This is a Kafkaesque
absurdity. You propose to change North
Korea by treating it like Pluto?

Goahead and tryit if youlike. But
Pluto’s not going to alter its orbit unjess a
verylarge mass closes inon it steadily and
carefully. The UU.S.needs to get closer to
Pluto fast. [tisthatsimple.

Syndicated columnist and journalist Tom Plate,
after 14 years of university teaching, is writing
two books on Asia.
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