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 Concrete Proposals on How to Deal with the financial crisis in Asia

The Global Outlook of the Crisis

The evolving and deepening crisis, which began within the world's major financial centers, has spread throughout the global economy. Nations are collectively in the midst of the most severe financial and economic crisis since the establishment of the modern international financial architecture. The developing countries, which are least responsible for the financial and economic crisis, are among those most gravely affected. In consequence, the financial and economic crisis, we all concur, is now a gathering threat to development everywhere. The revised IMF forecast in April 2009 projects global growth to decline from 3.2% in 2008 to –1.3% in 2009. The financial and economic crisis sweeping the globe is dealing a heavy blow to the world economy. It is   forecast that the global trade volume will drop by about 9 percent, industrial output by 15 percent and economic aggregate by 1 to 2 percent, indicating the most severe situation for 60 years. The economic crisis is testing the economic management capabilities of governments as well as the wisdom of mankind.

Today, all nations are far more closely tied together than ever before as active participants in the modern globalised financial and economic system. APA also believes that this critical moment calls for prompt, decisive and coordinated action to address the causes of the crisis; mitigate its global impact; and establish mechanisms to prevent similar crises in the future. The fastest and most effective stimulus that can reach low and middle income countries is immediate trade stimulation and debt relief.

For the Global Stimulus to be effective and simultaneously initiate the process of restructuring the socio-economic model with full participation from developing countries, it is estimated that the annual sum of US$3 trillion (5% of world GDP) is necessary.

The global conversation aimed at finding solutions to alleviate the economic and financial turmoil enveloping markets around the world needs to widen participation to include poor and developing nations. There is a growing international consensus in support of reform of the governance, accountability, and transparency of the Bretton Woods Institutions and other non-representative institutions that have come to play a role in the global financial system, such as the Bank for International Settlements, its various Committees, and the Financial Stability Forum.
The upcoming high-level UN General Assembly Economic Crisis Summit, to be held from 1-3 June 2009 in New York, is tasked to assess the crisis that has devastated the world economy and search for solutions that take into account the interests of all nations

The Asian Outlook of the Crisis

Asia is being impacted profoundly as the region is affected by the sprawling crisis, challenged by decrease of export, decline in employment, and rising risks in forex reserves. Growth for Asia is forecasted by IMF to slow down from 5.1% in 2008 to 1.3% in 2009, mainly due to lower demand for exports: Japan – 3.8%, ASEAN 0.0%, Iran 3.2%, . . 

Many observers predict that the current global crisis is likely to persist for at least another 12 to 18 months, and thus immediate prospect for recovery is darkening the outlook for the Asian economy. The challenges and opportunities to Asia brought about by the crisis, has made it imperative for us in the APA to explore concrete actions to turn challenges into opportunities, and come up with recommendations on how Asia could get out of the crisis and revitalize the economy as early as possible. In this regard, there are three aspects, namely, challenges, opportunities and actions to be taken.

Challenges

The economic growth of many Asian countries was the result of persistent investment inflows and final demand markets offered by the industrial countries, particularly the United States. The real economies throughout the Asian region have been affected severely because of their strong links to the U.S. and the European economies in investment inflows and exports. Deteriorating global economic prospects have softened the demand for Asia’s exports. Thus, outputs across the region have contracted severely, and unemployment rate is rising dreadfully in many countries. 

The current crisis has posed comprehensive, severe and profound challenges to Asia. The Asian economy as a whole has been in a marked downturn, and the real economy severely affected. In most Asian countries, export drops, foreign investment shrinks, businesses shut down, unemployment rises and some people return to poverty. All these have adverse impact on the economic and social development in Asian countries and the well-being of their people.

However, the major challenge for Asia is an unprecedented blow to the economic structure of many Asian countries and the export-led economic growth strategy they have adopted. Most Asian countries are developing and emerging economies, which highly depend on export and foreign investment.  The current crisis caused shrinking international market demand, global deflation and rising trade protectionism, which has severely affected export of most Asian countries. Therefore, it is ever more imperative for Asian countries to conduct economic restructuring and reshape their growth pattern.

Opportunities 

It is now evident that regional economies will be much more important after this crisis than they were previously. Regional cooperation arrangements can be particularly effective because of a greater recognition of cross-border commonalities and greater sensitivities to the distinctive conditions in neighboring countries. However, Asia is comparatively a fortunate region in the crisis in that its direct impact is less serious than the U.S. and Europe, its potential domestic demand is enormous, and its capital and forex reserves are abundant. With the exception of a few developed economies, most of the countries and regions are in the process of accelerated industrialization and urbanization. By expanding economic cooperation in Asia, combining industrialization, urbanization of Asia with the technologies of developed countries as well as capitals from within and outside the region, tremendous demands will take shape. Once the demands are translated into real purchase power and import power, they can play a vital role in driving the global economy out of the shadow of crisis.
In Asia, the saving rates is very high and the combined amount of more than 3 trillion US dollars of foreign reserves, and Asian attractiveness for foreign direct investments because of its potential to offer higher rate of returns, and other related elements are also favorable to support higher level of intra-regional investment in Asia. From these perspectives, therefore, Asian countries need to work concertedly in the coming periods to enhance intra-regional investment, trade and demand.
Challenges and opportunities always coexist, as do hardship and hopes. Although the Asian economy is confronted with severe challenges, for the long run, the crisis will make Asian countries hasten and deepen reforms. At present both the fundamentals and the positive long-term growth outlook of the Asian economy remain unchanged. Many positive factors that support economic growth still exist. Most Asian countries have the advantage of political and social stability, rich resources, large population, vast market potential and substantial foreign exchange reserve. Thanks to rapid growth in the past several decades, Asia now accounts for one-quarter of world economy, one-third of world trade, three quarters of world foreign exchange reserve, and is a most dynamic economy with greatest potentials. After the 1997 Asian Financial Crisis, Asian countries have become more resilient against risks and have developed relatively sound financial systems.

We the Asian people are well-known for our endurance and austerity. Having gone through numerous disasters in history, we Asian nations have firm confidence and the courage to get through hard times. 

More importantly, Asian regional cooperation has already laid a solid foundation, and all Asian countries have the will to help each other out. Therefore, the close cooperation and appropriate measures can restore stability to the regional financial markets and achieve economic recovery as early as possible.

Actions

In attempting to combat the immediate impacts of the crisis in Asia, many States, groups and institutions have already initiated a number of coordinated and effective responses. APA welcomes those efforts, and seeks to encourage greater cooperation and coordination among Asian countries' fiscal and economic actions.
APA developing countries in a position to do so in Asia should utilize the room for fiscal stimulus that they posses. The response of individual countries should be tailored to their specific circumstances. Countries should also use available scope for domestic resource mobilization.
Support for development is an essential and integral part of the solution to the global crisis, inter alia, through actions aimed at supporting sustained economic growth, poverty eradication and sustainable development. National stimulus packages should have a strong international dimension and take into account the impacts on third countries, particularly on developing countries in Asia.
For the Asian countries, the simplest approach to ride out the current crisis is that each government has to roll out fiscal stimulus packages in fueling domestic demand to offset the fall in external demand. How effectively will a fiscal stimulus package stimulate growth? The effects depend on the size of the stimulus package in relation to the GDP and the expected size of the multiplier in each country.

Asian countries should see opportunities in crisis, turning challenges into opportunities and pressure into motivation to ride out the crisis and achieve even greater development. To achieve these, action is the key.

· Asian countries should take resolute policies and effective measures at the national level, including deepening reforms and reshaping development strategies and focus on domestic policies and measures. Thus creating new growth sectors, improving industry competitiveness, increasing investment in infrastructure, education, medical care and social security, turning export-led growth pattern into domestic-driven growth pattern over time. 

· In order to decouple their links with the industrialized West, Asian countries in general and East Asian countries in particular will have to shift their economic focus towards within the region. Although Asia is diversified in the level of economic development, the combined GDP of Asia is about 10 trillion US dollars, and thus the region has a great potential in enhancing intra-regional investment and trade to meet the final demand in the region. 

· We should strengthen regional cooperation and oppose protectionism. A most important experience we have learned from the 1997-78 Asian Financial Crisis is mutual assistance and coordination. That was how Asian countries overcame the last crisis, and that is how we should deal with the current crisis. Since the breakout of the crisis, there have been various regional cooperation initiatives in Asia, and Asian economic and financial stability action plans have been formulated.

· Asian countries, highly dependent on trade, are most vulnerable to trade protectionism. We should, while continuing to open markets to each other, call on the international community to act against trade protectionism and investment protectionism. 

· Facing the financial crisis, developing countries have encountered the greatest difficulties and their external environment for development has deteriorated. The international community should not overlook development issues, and should provide greater support to developing countries, especially in development financing and capacity building. Multi-lateral development institutions should strengthen their function of poverty reduction and provide more effective assistance to the poverty alleviation and development efforts of developing countries.

· The heavy dependency on the US market implies that Asian economies are greatly influenced by the fluctuation in exchange rates between their national currencies and the US Dollar (USD). As a consequence, the volatilities lead to a vicious cycle of economic chaos and exchange rates, as happened in the1997-98 Asian Financial Crisis. 

Despite problems associated with the politics of this decision, similar to the Euro experience, establishing a common currency unit- to be called Asian Currency Unit (ACU) - could be an important regional approach to currency arrangement in the Asia-and the Pacific region. In the beginning, even if the ACU is not linked immediately with the public exchange regime, its potential to reduce risk in the private sector is at least conceptually acknowledged. The introduction of the ACU will certainly maximize the potential strength of Asia in strengthening intra-regional trade and investments. 

Ideas for further consideration:

· to protect the safety of US Dollar reserves held by countries, Asian countries should join hands to demand that the U.S. make commitments to peg the value of US treasury bonds to the inflation rates of US Dollar
· to promote the reform of international reserve currency system, Asian countries should, based on the Chiang Mai Initiative, explore the SDR as the Asian reserve currency
· to step up the development of Asian countries, it is suggested to establish the Asian Infrastructure Investment Bank and Asian Agriculture Investment Bank
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