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Background
The Third session of the Plenary of the Asian Parliamentary Assembly in Jakarta in its Resolution  on Ramifications of International Financial Crisis for the Economies of the Countries of APA Member Parliaments, contained in document APA/ECO/2008/03, Decided to establish a Sub-Committee on Financial and economic crisis, composed of delegates from at least seven Member Parliaments, to hold at least two meetings to address the economic and social ramifications of the international economic crisis on the economies of Asian countries, the role of financial policies of the United States in creating the crisis and to propose ways to control, manage and exit strategy from the crisis and submit its report to the Plenary.

Malaysia graciously offered to host the First Meeting of the Sub-Committee on Ramifications of International Financial Crisis for the Economies of the Countries of APA Member Parliaments in Kula Lumpur on 23-24 February 2009.

The present Report of the Secretary-General is submitted to the Sub-Committee for its consideration.

Introduction: Roots of the Crisis

1)  How the Crisis was Sparked?

· The current financial crisis was sparked in 2007 by the sub-prime mortgage crisis in the US housing market

· Borrowers were encouraged by easy lending conditions and a long-term trend towards rising house prices

· When the housing bubble burst and interest rates rose, many borrowers who had adjustable mortgage rates defaulted

· The result was a serious credit problem for many financial institutions in the United States

2) Political & Economic Mismanagements!

· As a result of wrong policies in the US which made loss of confidence among the people and mismanagement in the administration, 

· And as a result of excessive (and questionable) securitization of mortgages, inaccurate credit ratings, a weak regulatory framework, speculative and unregulated management of financial operation , 

· The US credit crunch has had serious effects on the international financial market and stock exchanges all over the world including Asia

3)  Absence of Accountability: Credit Crisis

· *The absence of transparency, accountability and supervision of financial institutions and credit rating agencies mainly in the US has highly contributed to the current financial instability and created conditions for speculative practices; 

· The credit crisis struck the world, confidence was shaken in several financial institutions including in Asia that had bad loans in their portfolios, and the institutions concerned were therefore very quickly deprived of credit on the interbank market and developed serious liquidity problems

· This prompted government intervention in some countries including in Asia which was against Free Economy principles

  Loss of Confidence: Financial Crisis

· It goes without saying that this financial crisis – potentially the largest in one hundred years – has had a major impact on public trust in the financial system and will seriously affect economic development all over Asia

· Loss of confidence in the national and international financial institutions will be inevitable, leading to a decline in national and international investment as a result of increased borrowing 

Impacts & Repercussions:

4) Risk of International Economic Recession

· Increasing the duration and risk of an international economic recession would have devastating consequences in particular in Asia 

· The negative repercussions of the current crisis are on the global economy particularly its adverse effects on the developing countries in Asia

· The crisis is having a huge impact on the economic behavior of developed countries towards Asian developing countries 

5) Repercussions on Investments & Exports

· The multilateral financial institutions will be forced to withdraw many of their investments in Asian developing countries, which, in turn, will have negative impact on the productive capacity of such developing countries, and ultimately, on their export and foreign exchange potentials

· The crisis will have a devastating effect on consumption, with the inevitable repercussions on the economies of Asian developing  countries as their main export markets dry up

6) Repercussions: Unemployment & Social Problems

· The severe economic downturn will also affect unemployment levels in Asia

· Unemployment rates are expected to rise in the developed countries by more than 40 per cent and by 60 per cent in the developing countries in the first year, which could lead to exacerbation of social problems in many of them in Asia 

· The number of unemployment claims estimated since the crisis began already exceeds several millions 

7) Impact on Asian Developing Countries

               The negative economic effects of the crisis could deepen, which would seriously affect the     Asian developing countries if the international financial crisis persists. 

· This will place increasing economic and social pressures on the Asian developing countries’ balance of payments and increase the price of their imports 

8) Repercussions: Instability & Poverty

· It is predicted that the current global financial crisis will result in the collapse of stable societies and the undoing of the positive results of economic policies adopted in the Asian developing countries. 

· According to some estimates, the economic crisis could increase poverty in the world by more than 5 per cent and the number of the poor people by more than 100 million. 

· It is predicted that growth rates around the world will slow down by more than 70 per cent and economic indicators will fall to less than 3 or even 2 per cent for the second  year  

                      10)  Financial Crisis: Political Implications

· The current financial crisis threatens the world’s financial stability and development in general and Asia’s in particular;

· It also threatens sustainable development - considered essential for human progress – in Asia

· It is important to note that the problems arising from the crisis are not limited to the economic and financial spheres; 

· Their potential for destabilization has social and political ramifications as well

· Moreover, it should be recalled that the accumulated effects of the Wall Street Crash of 1929 created conditions that were conducive to the outbreak of World War II.  

11) Crisis in Stock Markets & Currencies

· The collapse of global financial markets and of several major companies has further affected the Asia’s stock markets, which have already suffered historic losses, in addition to the loss of consumer confidence

· The disruption of international currency exchange markets has resulted from the imbalance in the neutral values of the national currencies in Asia vis-à-vis hard currencies, especially the US dollar. 

· This could steer the Asia economy into disaster as a result of rising commodity prices and price imbalances between exports and imports 

                         Looking to the Future: Recommendations

12) Review of Free Market Policies?

· Disruption in the operation of international financial institutions has jeopardized the savings and investments of people throughout the world and Asia as well and affected the economic and social development plans of Asian countries. Such a situation requires a critical review of free market policies. 

· It is generally predicted that the on-going financial crisis, over and above obvious economic ramifications, will most probably also contribute to the emergence of hotbeds of tension and international conflict. In this context, it is important to find new ways of supporting those societies in Asia especially susceptible to tension and conflict

13) Incapability of Bretton Woods System

· *The current international financial pillars based on the Breton Woods system with the International Monetary Fund (IMF), the World Bank and the World Trade Organization (WTO) have been found incapable in establishing a stable financial environment and a more just international trade;

· The time has undoubtedly come to embark on serious reflection about the lessons the globalized economy will have to learn from the present financial crisis, 

14) U.N. & Deliberation on the Crisis

· It will be essential to go to the roots of the problem and to conduct an in-depth debate on the necessary reform of the international financial system;

· The U.N. should, in further pursuance of the recent deliberations at the General Assembly and the establishment of a high-level panel chaired by Professor Stiglitz, to play its due role in effectively redressing the situation

15) Financial Crisis: International Responsibility

· Acknowledging that an international problem needs an international approach

· The current financial crisis requires a concerted action based on cooperation among all stakeholders including governments, parliaments and private sectors on the one hand and between governments and international financial and monetary institutions on the other; 

16) New Global Financial Architecture

· The world should frame efforts to reconstruct the international financial system, so as not to allow “negative” synergies to proliferate 

· *The high degree of economic interdependence among Asian countries means that there is an urgent need to have Asian Parliamentary collective actions to address the crisis including the support for the establishment of a new global financial architecture;

· *The need to spare no effort in working on ideas and initiatives aimed at promoting this new global financial architecture that could support a more just and transparent world economic structure, which in turn could also promote the achievement of peace and stability in Asia 

17) Restoring Public Trust

· This is the responsibility of all countries particularly developed countries as well as international financial institutions to take the necessary measures to remedy the current financial crisis; 

· All countries, particularly the developed countries, and international financial institutions, should take the necessary measures to restore public trust and to protect the interests of stakeholders in the international financial market

18) Recovery of the Crisis

· *The need to strengthen the budgetary as well as legislative and oversight roles by APA Parliaments to ensure the rapid recovery of the current crisis by way of economic stimulants through appropriate fiscal and monetary policies;

· *Governments in Asia should take rapid and comprehensive ways to restore the market confidence and stability, minimize the risk of the prolonged financial crisis, ensure the smooth running of real economy as well as normalize and promote the global economic growth

19)  Assistance: Emergency Funding

· *The establishment of Emergency Funding to assist crisis-effected markets in Asia that have good economic fundamentals but have become the innocent victims of the crisis

· *The need for APA Parliaments regulatory framework in supervising the transparency and accountability of financial institutions which maintains sound macroeconomic policy and has potential influence to the regional economic mechanism including exploring initiative to establish regional authority in Asia acting as the last resort to address far worse and prolonged financial crisis. 

20)  Combating Illicit Financial Dealings 

· *The private sectors in Asia should work with their respective governments to review business conduct rules to protect markets and investors, especially against market manipulation and speculation to protect the national and regional financial system from illicit financial dealings

· *There should be appropriate national, regional and international measures that protect the global financial system from uncooperative and non-transparent jurisdictions that pose risks of illicit financial activity.

21)  Protecting Banking System

· The implementation of internationally agreed laws and standards by APA Parliaments on the transparency of financial markets to ensure the clarity of financial transactions, as this would enhance the national and international capacity to assess financial risks; 

· The central banks and currency control agencies under supervision of their respective parliaments should implement precautionary policies, procedures and measures in order to ensure the stability of the financial and banking sectors; 

· The need for greater regulation of the financial sector, with particular attention to inter-bank lending and consumer protection, to prevent future financial crises is vital to be assessed by APA Parliaments; 
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