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Excellencies,

Distinguished Guests,

Ladies and Gentlemen,


First of all, I would like to thank the Asia Economic Forum for giving me the opportunity to share with this gathering of eminent Asians some thoughts on the current global crisis. In only a few years after its launching, the Forum has become an important vehicle for Asian countries to assess their economic situation and discuss ways to address the challenges to their economic development.

Today the financial markets and the world economy continue to face a severe crisis that demands urgent action. All economies must respond and adapt. Moreover, there must be coordinated action and increased partnership between government and private sector in all economies affected by the crisis. 
Countries in Asia are increasingly worried about what is happening in the West. Nations are keenly observing how well the enormous economic stimulus package of the United States will work. If the stimulus package proves successful in reviving the US economy, that would greatly increase the confidence of foreign investors and ease fears of a protracted global recession.

Many believed at one time that Asia was sufficiently decoupled from the Western financial systems. Asia has not had a subprime mortgage crisis like many nations in the West have, for example. Many Asian nations have witnessed rapid growth and wealth creation in recent years. This has led to enormous investments in Western countries. In addition, there was an increase in foreign investments in Asia, mostly from the West.

However, this crisis has shown that in an increasingly inter-connected world there are always knock-on effects. As a result, Asia is vulnerable to problems stemming from the West. Many Asian countries have seen their stock markets suffer and their currency values plunging. Asian products and services are also sold globally. If the wealthy countries start sneezing, Asian economies also get a cold. This can mean a large number of job losses and associated problems such as social unrest.

India and China are the among the world’s fastest growing economies and after Japan, are the largest economies in Asia. From 2007 to 2008 India’s economy grew by a whopping nine percent. Much of it is fueled by its domestic market. However, even that has not been enough to shield it from the effect of the global financial crisis, and it is expected that by March 2009 India’s growth will have slowed to 7.1 percent. Although this is a very impressive growth figure even in good times, the speed at which it has dropped—the sharp slowdown—is worrisome. 
China has also experienced a sharp slowdown, with its growth decelerating to eight percent. In normal times, this is a good number but China is now grappling with widespread social unrest over job losses.

Both India and China have poured the equivalent of billions of dollars into recovery packages.

Japan, which has suffered its own crisis in the 1990s, also faces trouble now. While its banks seem more secure compared to their Western counterparts, Japan remains dependent on exports. Japan is so exposed that in January alone, Japan’s industrial production fell by 10 percent, the biggest ever recorded monthly drop in the country. 
The crisis will constrain Indonesia to grow by only 4.7 percent this year. It has severely affected the Indonesian economy in terms of corporate losses and bankruptcies, liquidity squeeze, contraction and recession. The country is also troubled by increased cost of funding, and increased global competition for funding (ADB, 2009). Since the crisis happened, Indonesia’s Financial Development Index on the business environment has significantly risen to 49th due to poor infrastructure and high cost of doing business. At the moment, market sentiment for lending is negative. Bank liquidity is scarce. Infrastructure projects that can still obtain credit are those that have been in progress for a long time and are driven primarily by client relationship strategic reasons. Loan pricing has also been highly volatile and prohibitive. So, greater government support is required than in the past (ADB, 2009).

Ladies and Gentlemen,
To deal with the crisis, we need to consider what we need to change in the financial sector and in the international financial architecture. The crisis in financial markets is the result of three failures: a regulatory and supervisory failure in advanced economies; a failure in risk management in the private financial institutions; and a failure in the market discipline mechanism.

Preventing a recurrence of these failures will require international efforts, because borders do not confine financial institutions or keep out financial contagion. 
Strengthening multilateral and regional cooperation as well as international financial institutions, a process that involves the World Bank, the IMF, the G-20, ASEM, ASEAN and ASEAN Plus Three, is essential. The threats to global stability, surveillance mechanisms and policy responses must also be discussed in various other multilateral forums, especially those with universal membership. 

To enhance effectiveness, there has to be better coordination and fewer overlaps between international organizations and better follow up on international agreements.
The World Bank can lead a consortium to provide a stand-by financing system to close budget deficits if the market can no longer provide primary financing, or if such financing becomes very expensive.

ASEAN and ASEAN+3 will play a major role in addressing issues of common concern among their members. 
Ladies and Gentlemen,

It is important that ongoing trade and economic cooperation and integration frameworks be accelerated and that they be faithful to the principle of “open regionalism”. Open regionalism makes progress possible in regional economic cooperation and integration, while strengthening the region’s links to the rest of the world. During these uncertain times, we should maintain this spirit, and not resort to regionalism that is inward-looking and discriminatory. We must also call on other regions and countries to do the same.

Under protectionist pressures, unilateral and unfair trade measures are likely to increase when economies go into recession. Trade will continue to be an important source of growth for Asia. It is in the interest of Asia to ensure that the world trading system remains open and rules based. Asia must therefore have a strong voice in such forums as the Asia-Europe Meeting and such multilateral forums as the WTO. 

This also underlines the importance of completing the stalled Doha Negotiations and the need for major developed and developing countries to take leadership in this process. 
Ladies and Gentlemen,

To support growth in the face of the global financial crisis, governments throughout the world have formulated fiscal stimulus programs. Indonesia, for example, adopted an economic stimulus package worth 73.3 trillion rupiah (about 6.1 billion US dollars) — with 12,2 trillion rupiah allocated to infrastructure building.  

Furthermore, the Indonesian government expressed support for the proposal to raise fiscal stimulus up to two percent of gross domestic product (GDP), particularly in 2010, at the recent meeting of G-20 finance ministers and central bank governors in London. It is important, however, that countries coordinate their fiscal stimulus policies to avoid the emergence of a new type of protectionism, rapid shifts in exchange rates, runs on currencies, and a destabilization of inflation rates.

In the region, ASEAN Plus Three countries have recently agreed to increase their fund reserve from US$ 80 billion to US$ 120 billion within the framework of Chiang Mai Initiative Multilateralization (CMIM), and to establish an effective safety net mechanism to support CMIM. During their latest Summit in Hua Hin, Thailand, ASEAN Leaders emphasized the importance of financial cooperation with the Plus Three Countries in their efforts to cope with the global financial crisis.
Ladies and Gentlemen,

There are many ways to respond to the multiple challenges of the global economic and financial crisis. In any case the response must combine national and international efforts. The global financial crisis we are facing today will have an adverse impact on the real sectors, with the worst consequences breaking out two or three years from now. 
The real sectors, however, have already begun suffering that impact. This is shown by a trend toward lower demand for export products, rescheduling of shipments, and a worrisome increase of cancellations of existing orders. In Indonesia alone, this trend has forced manufacturers to slow down on production. If the situation persists, manufacturers will be forced to further scale down production and lay off workers. 
World Leaders have to work hard together to save the world financial system from total collapse. But that massive effort will not be fully effective if it is not complemented by an equally aggressive effort to create a multilateral trading system that is more equitable, balanced and responsive to the needs and concerns of the developing world.
In the face of this global crisis, it is imperative that leaders send a strong signal of their political will to be flexible enough to reach convergence on the outstanding issues.
Leaders of G-20 countries at their summit in London recently affirmed their conviction that challenge and opportunity always come together. Under certain conditions, one could be transformed into the other. 
No country or group of countries alone can save the world from this global economic and financial crisis. All nations must unite in the face of this crisis. Each must take steps to promote economic growth and trade. That means a robust approach to stimulus and renouncing protectionism. If the developed economies will cooperate among themselves, the rest of the world could follow suit and the crisis will be successfully addressed. 
Thank you.










