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Foreword 

At their Bogor meeting in 1994, APEC Leaders summarized their aims as: 

(1) strengthening the open multilateral trading system; 
(2) achieving free and open trade and investment in the Asia Pacific by a process 

of facilitation and liberalization; 
(3) intensifying development cooperation in the region. 

The initial focus of APEC Leaders was on progress towards free and open trade 
and investment. In 1995 the guiding principles for trade and investment 
liberalization and facilitation in the region were worked out in some detail and 
set out in Part One of the Osaka Action Agenda. These have been followed up by 
voluntary commitments by each APEC government to specific policy changes to 
reduce impediments to international economic transactions. All of these have 
been summarized in the Manila Action Plan for APEC (MAPA) which provides a 
road map for reaching the agreed goal of free and open trade and investment, to 
be achieved by 2010/2020 by developed and developing economies respectively. 

By contrast, thinking about economic and technical cooperation has evolved 
more slowly albeit a recommendation on the subject was made by the Eminent 
Persons Group (EPG) in its last report to APEC Economic Leaders. In order to 
make progress, it was necessary to develop a clear conceptual framework which 
allowed economic cooperation and development cooperation being promoted 
jointly by APEC governments to be clearly distinguished from 'old-style' foreign 
aid, which carried overtones of patron-client relations, policy conditions and 
leverage. A new model of development cooperation was needed, based firmly on 
the guiding principles of mutual respect and mutual benefit which underline the 
APEC process. A conceptual framework for such a model of development 
cooperation was designed in 1996 and endorsed by Ministers in the Manila 
Declaration of November 1996: Declaration on an Asia-Pacific Economic 
Cooperation Framework for Strengthening Economic Cooperation and Development. 

The deliberations of APEC Senior Officials, which I chaired during 1996, 
benefited from the work of an international dialogue group convened by The 
Foundation for Development Cooperation. This group met four times from 
September 1995 to December 1996 to discuss the objectives, guiding principles 
and priorities of development cooperation to be promoted through APEC, as 
well as strategies for the implementation of jointly endorsed economic and 
technical cooperation activities. These were set out in a short paper 'An Asia
Pacific Model of Development Cooperation', which is Chapter 1 of this volume. 
The ideas in the paper were integrated into the Philippine presentation to the 
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APEC Senior Officials Meeting during the first half of 1996. The Foundation for 
Development Cooperation formally submitted the paper to the Philippine Chair 
later in the year. 

The collection of papers in this publication sets out the detailed thinking which 
underlies the recommendations for a new Asia-Pacific approach to the collective 
promotion of economic and technical cooperation. I am confident that these 
papers will prove valuable to all of us in the region as we move forward from the 
Ministerial Declaration to implementing some of the many specific proposals for 
economic and technical cooperation which have been identified by APEC 
working groups. In fact, we should now be guided by the statements of APEC 
Economic Leaders in Subic (paragraphs 15-21 of APEC Economic Leaders' 
Declaration: From Vision to Action). Not only do they instruct and direct 
ministers to implement the economic and technical cooperation principles and 
agenda to give a human face to development; they also call for involvement of 
the business sector and other sectors of civil society including women and youth. 

I find it most gratifying that the APEC Business Advisory Council (ABAC) has 
also endorsed to the Economic Leaders the new model of cooperation envisioned 
in the Manila Declaration, which was foreshadowed by the Essential Elements 
agreed to in the Osaka Action Agenda and the earlier recommendation of the 
Eminent Persons Group. 

On behalf of my fellow APEC officials, I would like to congratulate The 
Foundation for Development Cooperation on the production of this volume. 
I look forward to future inputs of similar nature as we continue our work to 
nurture a sense of community in the diverse Asia-Pacific region. 

Federico M. Macaranas, PhD 
1996 APEC Senior Officials Meeting Chair 



Pref ace 

This book is the outcome of a series of policy dialogues convened by The 
Foundation for Development Cooperation. Our objective was to develop a 
conceptual framework for promoting development cooperation through the 
Asia-Pacific Economic Cooperation process. The framework we agreed is set out 
in Chapter 1 of this volume. It was prepared by Andrew Elek in collaboration 
with members of the policy dialogue group, whose names are listed on 
pages vii and viii. 

The 'Asia-Pacific model' which is described in Chapter 1 is the centrepiece of this 
volume. It was the outcome of three policy dialogues, conducted in September 
1995 (in Tokyo) and in February and May 1996 (both in Manila). As explained 
in the foreword to this collection by Dr Federico Macaranas, former Philippines 
Undersecretary for Foreign Affairs and Chair of APEC Senior Officials, the 
principles and priorities suggested in this statement contributed significantly to 
shaping the Declaration on an Asia-Pacific Economic Cooperation Framework for 
Strengthening Economic Cooperation and Development of November 1996. * (This 
Manila Declaration has been reprinted as an appendix to this collection.) 

The other papers included in this volume were prepared for a fourth and final 
policy dialogue in the series, conducted in Melbourne in December 1996 at 
Cranlana, a venue generously provided by the Myer Foundation. Some of these 
papers set out the historical and institutional context for understanding the 
emergence of processes of economic and technical cooperation within APEC. 
Others examine a range of applied issues arising from attempts to contribute to 
building an Asia-Pacific community through development cooperation. 

The research project and the policy dialogues which supported it were sponsored 
jointly by The Foundation for Development Cooperation, the International 
Development Center ofJapan and the APEC Studies Center of Brandeis 
University, Massachusetts, USA. I am grateful to my colleague Dr Norimichi 
Toyomane of the International Development Center of Japan, who was Joint 
Convenor of the policy dialogues. The Foundation is also grateful to Mr Saburo 
Kawai, Chairman of the International Development Center of Japan, and to 
Professor Peter Petri, Dean of the Graduate School of International Economics 
and Finance at Brandeis University, for associating their institutions with our 
work. 

*This document is referred to throughout this volume as the Manila Declaration on an Asia-Pacific 
Economic Cooperation Framework far Strengthening Economic Cooperation and Development or the 
Manila Declaration. 
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The Foundation for Development Cooperation applied portion of an 
institutional support grant from the Ford Foundation to the costs of this project. 
Matching contributions were obtained.from the Japan Foundation Center for 
Global Partnership (through the International Development Center of Japan) 
and the Myer Foundation. These generous donations are acknowledged with 
thanks. 

I am pleased to acknowledge the intellectual leadership of Dr Andrew Elek and 
Professor Ippei Yamazawa, who were the joint principal researchers for the 
project. In particular, the energy and direction provided by Andrew Elek, 
manifested in this volume edited by him, require special mention. I also 
acknowledge with thanks the contributions of Dr Federico Macaranas and a 
number of other senior Philippine officials who attended our two Manila policy 
dialogues in their personal capacities. 

A word about editorial conventions: the papers in this collection have been 
edited to achieve reasonable uniformity in conventions of citation and use of 
acronyms; in regard to spelling and English usage they continue to reflect the 
diverse origins of our contributors. 

John D. Conroy 
Executive Director 

The Foundation for Development Cooperation 
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1 An Asia-Pacific model of 
development cooperation: 
Promoting economic and 
technical cooperation 
through APEC 

Andrew Elek 
Australia-Japan Research Centre, Australian National University 

Background to the following paper 

The paper which forms Chapter 1 was written in May 1996, based on research by the policy 
dialogue group convened by The Foundation for Development Cooperation. By then, the group 
had met three times to develop a conceptual framework for promoting economic and technical 
cooperation through the APEC process. Senior representatives of the Government of the 
Philippines had participated in two of these meetings, in their personal capacities, helping 
considerably to shape the group's ideas and make them relevant to APEC. 

Subsequent developments 

This paper was made available, informally, to senior APEC officials from the Philippines in 
early May 1996, then transmitted formally to the Chair of APEC Ministers in October 1996. 
The paper presented by the Philippines Government to the May 1966 Senior Officials Meeting 
of APEC in Cebu drew extensively on The Foundation for Development Cooperation paper. 

Issues papers on the potential nature and priorities of economic and technical cooperation to be 
promoted through APEC were also prepared by the Economic Committee of APEC officials and 
by the United States Government. The Philippines Government then prepared a synthesis paper 
based on all of these three papers. Following.further discussion, APEC officials prepared the 
Manila Declaration on an Asia-Pacific Economic Cooperation Framework for 
Strengthening Economic Cooperation and Development which was endorsed by APEC 
Ministers in November 1996. 

As may be seen from the Manila Declaration, the guiding principles and priorities are fully 
consistent with, and to some extent draw on, the ideas developed by the Foundation for 
Development Cooperation dialogue group, as expressed in this paper. 

While the paper was drafted by Andrew Elek, the ideas reflect the significant contributions of all 
members of the dialogue group who are listed on pages vii and viii. The paper is referenced in 
this volume as Elek 1996. 



2 Building an Asia-Pacific community 

Executive summary 

The challenge 
Part One of the Osaka Action Agenda has set out operational guiding principles 
and a well-developed strategy for implementing the Bogor Declaration 
commitment to free and open trade and investment, through concerted 
unilateral decisions to liberalise and facilitate trade and investment. 

The next challenge is to build on the broad concepts set out in Part Two of the 
Osaka Action Agenda to clarify the implications of the corresponding, shared 
commitment of APEC Leaders to intensify development cooperation in the 
region, and then to set out objectives, guiding principles and priorities with 
sufficient precision for APEC governments to implement a realistic and balanced 
strategy for development cooperation. 

Objectives 
As agreed in the Osaka Action Agenda, the objective of development cooperation 
is to enhance the capacity for sustainable growth and equitable development in 
the Asia-Pacific region, while reducing economic disparities among APEC 
economies and improving economic and social well-being. Such efforts can 
contribute to community-building and facilitate the growth of trade and 
investment in the region. 

Guiding principles 
(1) In line with APEC's fundamental principles, joint cooperative activities of 

APEC economies will be conducted on the basis of mutual respect, 
including respect for diversity, mutual benefit, genuine partnership and 
consensus-building. 

(2) Consistent with the APEC model of voluntary cooperation, the autonomy 
of each APEC economy over its policies will be respected. Accordingly: 

each participant will be encouraged to make voluntary contributions to 
development cooperation, through APEC mechanisms as well as other 
means, drawing on their diverse capabilities and based on a perception of 
mutual benefit 

cooperative activities will promote policies and objectives already 
adopted by participants, either jointly by APEC governments, or 
individually through their domestic policy-making processes. 

(3) In pursuing cooperation, APEC economies will develop an environment 
favourable to the effective operation of market mechanisms, involving and 
integrating the business/private sector and other pertinent institutions 
involved in cooperative activities. Accordingly, development cooperation 
will: 
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be consistent with market principles and avoid duplicating activities 
which can be imple~ented by the private sector or other pertinent 
institutions 

improve the efficiency of markets, by means which include encouraging 
private sector support of activities which promote the objectives of 
development cooperation 

promote the efficient allocation of resources, by means which include 
offsetting market failures and anticipating the implications of increasing 
economic integration of Asia-Pacific economies. 

Priorities 

The Osaka Action Agenda identified 13 specific areas for economic and technical 
cooperation, and over 200 activities have already been proposed for 
consideration. In order to achieve some tangible results, these proposals need to 
be narrowed down to a more manageable set of activities which can be 
implemented in the near future. 

As a first step, proposals put forward by APEC working groups can be screened 
to ensure they meet some sensible minimum requirements, such as not distorting 
market signals nor duplicating activities which could be'left to others, as well as 
to ensure that proposals for collective support have explicit objectives and 
timetables, monitorable performance criteria, and a positive balance of benefits 
over costs, and that they make provision for efficient implementation. 

The next step is to set priorities among proposals which meet these basic 
conditions, in order to select those which are fully consistent with agreed guiding 
principles and which are most likely to make significant contributions to the 
objectives of development cooperation among Asia-Pacific economies. These 
priorities can be summarised as follows. 

Com mu nity-buildi ng 
To help build a community of Asia-Pacific economies, priority will be given to 
development cooperation activities which: 

• enhance communication among participants 

• all participants perceive to be of mutual benefit 

• draw on contributions from several participants 

• generate widely spread benefits 

• are, in principle, open to subsequent involvement of non-participants 
demonstrating a serious commitment to contributing to as well as sharing the 
benefits of such activities. 
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Sustainable development 
To help realise the full potential of Asia-Pacific.economies, cooperation among 
APEC governments will concentrate on activities which: 

• develop human resources 

• enhance the institutional capacity of Asia-Pacific economies, and/or 

• strengthen the technological capability of Asia-Pacific economies. 

These goals will be pursued with particular emphasis on activities which: 

• help reduce economic disparities 

• contribute to safeguarding the region's environment, and/or 
• enhance the prospects for private investment in economic infrastructure. 

Free and open trade and investment 
To contribute to mutually beneficial economic integration, priority will be given 
to activities which: 

• enhance the capacity of APEC governments to implement policies to 

facilitate or liberalise trade and investment, and/or 
• help Asia-Pacific economies and societies to anticipate the net benefits and 

implications of closer economic integration. 

Strategy for implementation 
There are three broad options for promoting the implementation of activities 
selected for collective support by APEC governments, namely: 

(1) to encourage the private sector or existing programs of development 
cooperation to finance and implement these activities 

(2) to finance the implementation of these activities by other agencies or 
contractors 

(3) to finance these activities and take direct responsibility for implementation. 

Option 3 would lead to needless duplication of existing institutions and is not 
under consideration. Option 2 would see APEC governments concentrating their 
collective efforts on setting up new APEC mechanisms for financing cooperative 
activities, while Option 1 would rely on the unique advantages of the APEC 
process to engage the private sector and to optimise the effectiveness of existing 
programs of development cooperation. 

A balanced approach would combine elements of Options 1 and 2, taking care to 
avoid the need for a new 'aid bureaucracy' and recognising that the resources 
needed to realise the full economic potential of the region are much greater than 
the resources directly available to APEC decision makers. In particular, the need 
for investment in economic infrastructure is well beyond the reach of the 
combined capacity of all public savings. 
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Accordingly, APEC governments need to see their collective development 
cooperation challenge as more than simply identifying and implementing a few 
new ideas through new APEC channels. They can be more effective by selecting 
strategic cooperative activities which can catalyse contributions from others, by 
setting examples which could be followed by the private sector and other 
agencies and/or reducing impediments to their more effective contribution to 
realising the full potential of all Asia-Pacific economies. 

There is scope for encouraging international financial institutions as well as the 
development assistance agencies of participants to finance and implement new 
opportunities for region-wide cooperative activities identified by APEC working 
groups. Some of these activities can also facilitate a greater contribution by the 
private sector by identifying new opportunities for profitable private investment 
in infrastructure, and by sharing experiences about effective ways to encourage 
such investment while providing incentives for the efficient operation of privately 
owned facilities. 

1.1 Introduction 

The 1994 Bogor Declaration of APEC Leaders called for 'intensifying Asia-Pacific 
development cooperation', based on confidence that each participant can 
contribute to maximising the potential of all economies for sustainable economic 
growth, in line with its own priorities. Such contributions can be made by 
sharing expertise, experience, information and technology as well as by financing 
specific activities. The Osaka Action Agenda sets out a policy framework for such 
cooperation, the Partners for Progress (PFP) proposal from Japan has been 
endorsed as one means of implementing some cooperative activities, and the 
Government ofJapan has committed 10 billion Yen to such activities. 

At the same time, there is substantial uncertainty and ambiguity about what 
development cooperation means, and how it could be promoted through the 
APEC process consistently with the desire to foster a sense of community among 
equals and the ongoing drive towards free and open trade and investment. Some 
are even reluctant to use the term 'development cooperation' in the context of 
APEC. That is understandable in view of the nature, motivation and 
implications of some past forms of 'foreign aid'. But this is a time to look to the 
future, making intelligent use of the opportunity created by the new APEC 
process to help realise the full potential of all Asia-Pacific economies. 
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This can be achieved by taking advantage of the complementarity of Asia-Pacific 
economies and the widespread spirit of enterprise evident in the region. There is 
scope for pooling the region's diverse resources in a way which can reinforce 
mutual respect and contribute to achieving all of APEC's ambitious objectives. 

1.2 The challenge 
APEC brings together a remarkably diverse group of economies. Such diversity 
indicates the need for care and ingenuity, in order to achieve substantive 
cooperation. But diversity also reflects a high degree of complementarity in the 
human, technological and natural resources of participants. There is also a rich 
range of experience with alternative approaches to addressing economic issues. 

The business sector is already seizing, and vigorously so, many of the 
opportunities for mutually beneficial economic exchanges created by this 
complementarity. This is leading to a rapid increase in trade and investment, as 
well as flows of expertise and people among the region's economies, contributing 
to rapid economic growth and to narrowing disparities in living standards. 
Cooperation among Asia-Pacific governments can sustain and accelerate this 
process by reducing impediments to economic transactions. 

Some of these impediments are due to government policies, while other 
problems arise from the difficulty of sharing information, experience, expertise 
and technology in a region with many different cultures and languages. The first 
set of impediments can be addressed by the facilitation and liberalisation of trade 
and investment, the second by intensifying development cooperation. 

APEC has made remarkable progress in just a few years, drawing on the 
experience of ASEAN to adopt the guiding principles of careful consensus
building, openness, mutual respect and mutual benefit. This has led to the 
evolution of a unique Asia-Pacific approach to cooperation and, following the 
1994 Bogor Declaration, a firm commitment to free and open trade and 
investment. Facilitation and liberalisation will be implemented through a process 
of concerted unilateral decision making which respects the right of each 
participant to determine its own policies. 

The next challenge is to build on the newly established habit of consultation to 

create a climate of cooperation on matters going beyond trade and investment -
to define an equally innovative Asia-Pacific model of development cooperation 
based on the same broad principles. To do so, it is important to draw lessons 
from past experiences of both economic and technical cooperation as well as to 
recognise the evolving economic and political realities of the region. With 
continuing, rapid changes in the relative strength and influence of Asia-Pacific 
economies, development cooperation can no longer be a one-way flow of 
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assistance from developed to developing economies. It has become more 
appropriate to see it as a sharing, or pooling, of resources including experience 
and expertise, rather than a transfer of financial resources. 

Part One of the Osaka Action Agenda sets out operational guiding principles and 
a well-developed strategy for implementing the Bogor commitment to dismantle 
impediments to trade and investment. This paper builds on the broad concepts 
set out in Part Two of the Osaka Action Agenda to clarify the implications of the 
corresponding, shared commitment of APEC Leaders to intensify development 
cooperation. Drawing on those concepts, as well as on ideas put forward by the 
APEC Eminent Persons Group and the Partners for Progress proposal, it is 
possible to set out objectives, guiding principles and priorities with sufficient 
precision for APEC governments to implement a realistic and balanced strategy 
for development cooperation. 

1.3 Objectives and guiding principles 
As agreed in the Osaka Action Agenda, the objective of development cooperation 
1s: 

To enhance the capacity for sustainable growth and equitable 
development in the Asia-Padfic region, while reducing economic 
disparities among APEC economies and improving economic and social 
well-being. 

Such efforts can contribute to community-building and facilitate the growth of 
trade and investment in the region. 

Principle 1 

The primary guiding principle needed to ensure progress towards these aims is 
that: 

In line with APEC's fandamental principles, joint cooperative activities 
of APEC economies will be conducted on the basis of mutual respect, 
including respect for diversity, mutual benefit, genuine partnership and 
consensus-building. 

Mutual respect will need to be nurtured carefully. It will be important to focus 
on activities to which all participants make a genuine contribution, based on 
their diverse and complementary capabilities. Such contributions need not be 
financial, leading to the creation of new bureaucracies or mechanisms for 
implementation. The process can be described more accurately as diverse 
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participants working collectively, pooling their experience and expertise to help 
sustain and enhance the dynamism of each economy and the region as a whole. 

Fostering mutual respect implies focus on activities where each participant 
perceives substantive long-term benefits in terms of increased potential for 
sustainable growth. There are many potential activities, including collective 
efforts to reduce the negative impact of expanding economic activity on the 
region's environment, which are in the long-term self-interest of all Asia-Pacific 
economies. Such mutually beneficial activities can be, and need to be, 
distinguished from any forms of 'assistance' which may be designed to yield 
short-term commercial advantage to donors, for example, by distorting market 
signals. 

Just as importantly, mutual respect implies that cooperative activities encouraged 
through APEC should support the objectives and policies of participants, while 
respecting their autonomy. In some cases, these will be shared objectives or 
policies, adopted by consensus through APEC processes; in other cases, they will 
reflect purely domestic decisions. In both cases, cooperative activities which are 
designed to help achieve already adopted policy objectives can be, and need to 
be, distinguished clearly from any forms of 'assistance' which may be conditional 
on recipients' changing their policies in line with the preferences of donors. 

Principle 2 

To deal with these important issues, a second guiding principle of development 
cooperation can be expressed as follows: 

Consistent with the APEC model of voluntary cooperation, the autonomy of 
each APEC economy over its policies will be respected. Accordingly: 

each participant will be encouraged to make voluntary contributions to 
development cooperation, through APEC mechanisms as well as other 
means, drawing on their diverse capabilities and based on a perception 
of mutual benefit 
cooperative activities will promote policies and objectives already adopted 
by participants, either jointly by APEC governments, or individually 
through their domestic policy-making processes. 

To develop an environment favourable to the effective operation of market 
mechanisms, cooperative activities promoted jointly by APEC governments 
should supply public goods which, due to weaknesses or failures of markets, are 
not likely to be supplied adequately by the private sector. For example, sharing 
the varying policy experiences of Asia-Pacific economies can help to anticipate 
the implications (including externalities) of increasing economic integration. 
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Experience has also shown that it is not easy to identify such public goods. Many 
facilities and services previously provided by governments can be supplied 
efficiently by the private sector if governments act astutely to set appropriate 
market signals and to improve the efficiency of markets. It is, therefore, essential 
to tackle the causes rather than just the symptoms of apparent market failures. 

Within public goods, it will be important to identify those which require the 
collective, rather than individual, attention of APEC governments. These are 
likely to be activities which pool resources from several governments and where 
the benefits can be spread widely through the region. 

Principle 3 

.Even where collective efforts of Asia-Pacific economies appear to be warranted, it 
need not follow that such activities need to be promoted through new APEC 
mechanisms. There are already many bilateral, multilateral and non
governmental programs of development cooperation in the region and it would 
be inefficient for APEC to duplicate existing channels. Where certain types of 
international public goods appear to be inadequate, it is sensible to examine 
whether the gaps could be better met by enhancing the capacity or refining the 
terms of reference of existing channels than by creating or expanding APEC 
mechanisms. A third guiding principle which reflects these considerations could 
be expressed as: 

In pursuing cooperation, APEC economies will develop an environment 
favourable to the effective operation of market mechanisms, involving and 
integrating the business/private sector and other pertinent institutions 
involved in cooperative activities. Accordingly, development cooperation will: 

be consistent with market principles and avoid duplicating activities 
which can be implemented by the private sector or other pertinent 
institutions 
improve the efficiency of markets, by means which include encouraging 
private sector support of activities which promote the objectives of 
development cooperation 
promote the efficient allocation of resources, by means which include 
offsetting market failures and anticipating the implications of increasing 
economic integration of Asia-Pacific economies. 
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1.4 Priorities 

The Osaka Action Agenda has identified 13 specific areas for cooperation, ranging 
from human resource development, industrial and agricultural science and 
technology to conserving marine resources. Over 200 activities have already been 
proposed in these fields to supplement the many which are being pursued by 
other development cooperation agencies active in the region. To make a 
substantive contribution to development cooperation, it will be essential to 
narrow down these proposals to a more manageable set of activities which merit 
the collective support of APEC governments. 

As a first step, proposals put forward by APEC working groups can be screened 
to ensure they meet some sensible minimum requirements, such as not distorting 
market signals nor duplicating activities which could be left to others, as well as 
to ensure that proposals for collective support have: 

• explicit objectives and timetables 

• monitorable performance criteria 

• a positive balance of benefits over costs 
• provisions for efficient implementation. 

The next step is to set priorities among proposals which meet these basic 
conditions, in order to select those which are most likely to make significant 
contributions to APEC's priorities for development cooperation, which can be 
summarised in the following terms. 

Comm unity-building 

To help build a community of Asia-Pacific economies, priority will be given to 
development cooperation activities which: 

• 
• 
• 
• 
• 

enhance communication among participants 

all participants perceive to be of mutual benefit 
draw on contributions from several participants 

generate widely spread benefits 

are, in principle, open to subsequent involvement of non-participants 
demonstrating a serious commitment to contributing to as well as sharing the 
benefits of such activities. 

Sustainable development 

To help realise the full potential of Asia-Pacific economies, cooperation among 
APEC governments will concentrate on activities which: 

• develop human resources 

• enhance the institutional capacity of Asia-Pacific economies, and/or 
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• strengthen the technological capability of Asia-Pacific economies. 

These goals will be pursued with particular emphasis on activities which: 

• help reduce economic disparities 

• contribute to safeguarding the region's environment, and/or 
• enhance the prospects for private investment in economic infrastructure. 

Free and open trade and investment 

To contribute to mutually beneficial economic integration, priority will be given 
to activities which: 

• enhance the capacity of APEC governments to implement policies to 
facilitate or liberalise trade and investment, and/or 

• help Asia-Pacific economies and societies to anticipate the net benefits and 
implications of closer economic integration. 

1.5 Strategy for implementation 

There are three broad options for promoting the implementation of activities 
selected for collective support by APEC governments, namely: 

(1) to encourage the private sector or existing programs of development 
cooperation to finance and implement these activities 

(2) to finance the implementation of these activities by other agencies or 
contractors 

(3) to finance these activities and take direct responsibility for implementation. 

APEC committees and working groups have been set up as forums for 
exchanging information and policy-oriented consultations. Their participants do 
not necessarily have the skills and experience needed for project implementation. 
Even if only a limited number of joint activities were pursued, it would lead to a 
proliferation of APEC sub-committees responsible for their day-to-day 
management or the creation of a new APEC development cooperation agency, 
leading to needless duplication. For these reasons, Option 3 is not under 
consideration; the realistic choice is between the first two options. 

Option 2 would see APEC governments concentrating their collective efforts on 
setting up new APEC mechanisms for financing cooperative activities, while 
Option 1 would rely on the unique advantages of the APEC process to engage 
the private sector and to optimise the effectiveness of existing programs of 
development cooperation. The choice is not a mutually exclusive one, but a 
matter of balance. 
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There is certainly scope to continue in the direction already indicated in the 
Osaka Action Agenda, to select and initiate some activities to be sponsored and 
funded directly through APEC channels, including Partners for Progress. At the 
same time, once APEC governments define an Asia-Pacific model of 
development cooperation, they will be in a position to encourage cooperative 
activities which are financed and administered through other channels and are 
also consistent with that model. Such a complementary effort can, over time, 
achieve an increasingly coherent approach to development cooperation by all 
those involved, bringing their operations increasingly in line with APEC's 
fundamental principles of mutual benefit and mutual respect. 

At the outset, it may appear somewhat more manageable to concentrate on new 
mechanisms which are, by their nature, bound to follow the shared objectives of 
APEC governments. However, relying too heavily on activities financed through 
new APEC mechanisms carries several risks. 

On the one hand, given the budgetary pressures on most governments, the scope 
of activities supported directly through new APEC mechanisms could remain 
quite limited and could, in some cases, lead to the diversion of resources from 
existing programs. On the other hand, Asia-Pacific governments could commit 
substantial resources to cooperative activities implemented through new APEC 
mechanisms. But, as for Option 3, this would lead inevitably to the creation of 
an additional large international bureaucracy. The task of allocating funds for 
particular cooperative activities would also divert the attention of APEC 
committees and working groups from their originally envisaged role of policy
oriented consultations and would risk the emergence of 'donor' and 'recipient' 
caucuses within APEC. 

These risks can be managed if APEC adopts a modest but strategic approach, 
accepting that the resources needed to realise the full economic potential of the 
region are much greater than the resources available directly to APEC decision 
makers. In particular, the need for investment in economic infrastructure is well 
beyond reach of the combined capacity of all public savings. 

This means that the collective contribution of APEC governments to promoting 
economic and technical cooperation must be more than identifying and 
implementing a few new ideas through new channels. A sophisticated strategy is 
needed, one which can mobilise a widely based effort through all available 
channels, but does not need a large APEC budget or a new international 
bureaucracy. 

First, there is scope for encouraging international financial institutions as well as 
the development assistance agencies of participants to finance and implement 
new opportunities for region-wide cooperative activities identified by APEC 
working groups. Second, some of these activities can facilitate a greater 
contribution by the private sector: for example, by identifying new opportunities 
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for profitable private investment in infrastructure as well as sharing experience 
about effective ways to encourage such investment, while providing incentives for 
the efficient operation of privately owned facilities. 

Such a strategy can be summarised as the identification of carefully selected 
regional public goods to create an environment in which: 

• more of the vast pool of private savings being generated within the region is 
steered, through sensible policies and market signals, into capacity-building 
investments to boost the growth potential of Asia-Pacific economies 

• the activities of all existing, as well as any new, government-sponsored 
programs of development cooperation come to be increasingly consistent 
with the shared objectives and guiding principles of a new Asia-Pacific model 
of development cooperation. 

1.6 Conclusion 

It has taken two years to transform the Bogor vision of free and open trade and 
investment to commitments to well-defined Individual Action Plans. Similarly, it 
will take some time to develop a firm and genuine consensus to devise and 
embark on a concerted, voluntary set of commitments to intensify development 
cooperation in the region. 

In 1996, responding to the challenge set by President Ramos in his letter of 
invitation to the Philippines meetings of APEC, it should be possible to reaffirm 
the objectives of development cooperation. It should also be possible to adopt a 
refined set of guiding principles and priorities with sufficient precision to ensure 
that cooperative activities promoted jointly by APEC governments: 

• contribute to a spirit of community and to mutual respect 
• are consistent with a market-driven approach to realising the full potential of 

all Asia-Pacific economies for sustainable development 
• contribute to the implementation of the Individual Action Plans to facilitate 

and liberalise trade and investment. 

APEC governments also need to reach consensus on a strategy for development 
cooperation which avoids the creation of a new 'aid bureaucracy'. A balanced 
strategy along the lines described above can make it possible to focus the 
collective efforts of APEC governments on integrating the efforts of all those 
willing to contribute to supplying carefully selected regional public goods which 
are needed to realise the potential of all Asia-Pacific economies for sustainable 
development. 
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in the 21st century: 
Implications for APEC 
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2.1 Introduction 
The 'development cooperation regime' as it emerged in the second half of the 
20th century is in crisis. Deep pessimism about the future of foreign assistance is 
found in most of the aid agencies in the world as well as in the international 
institutions that have been established to study, coordinate, or deliver foreign 
assistance. Even in Japan, which rose rapidly to become the world's largest aid 
donor, there are dear symptoms of 'aid fatigue'. This is a disease to which the 
Japanese long thought themselves immune, but it will only become worse. 

What will be the shape of development cooperation in the 21st century, and how 
will it affect the development cooperation goals of the Asia-Pacific Economic 
Cooperation (APEC) forum, sometimes called the first 'post-Cold War 
international institutions'? No-one, of course, can predict the future. The best we 
can do is to make educated guesses. Educated guesses might be based upon 
looking at trend lines in foreign assistance statistics or in public attitudes toward 
development cooperation in the major donor countries. It seems, however, that it 
would be best to assess the future of development cooperation in terms of its 
functions in the international system. Why did an ODA regime arise as a major 
feature of international relations in the second half of the 20th century? Has the 
world changed or is it changing in such a way that this regime will wither away? 

This paper examines these questions and addresses their implications for 
development cooperation within APEC. It argues that resource transfer as a 
dominating feature in North-South relations is likely to decline as the major 
form of development cooperation among the APEC member economies and 
within the Asia-Pacific region more generally. However, the Asia-Pacific region of 
the 21st century will require a significant economic and technical cooperation 
component to APEC. Moreover, resource transfers from the increasingly rich 
economies in the Asia Pacific to much poorer regions will be needed, and APEC 
can be a vehicle for policy discussions and research related to such 'out-of-region' 
transfers. 
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As this introduction implies, the paper takes a broad approach to the question of 
APEC development cooperation. For our purposes, development cooperation 

. can be regarded as all purposeful intergovernment cooperation designed to 
facilitate mutually desired forms of economic structural change. In the popular 
mind and apparently among many government officials, however, development 
cooperation is equated with foreign aid or official development assistance (ODA) 
and, indeed, this is quite logical given the heavy emphasis on North-to-South 
resource transfer in the past fifty years. In the author's view, development 
cooperation can involve any international efforts to promote development. 

2.2 Development cooperation in the 20th century 
Development cooperation is not a wholly new phenomenon but, as 
Max F. Millikan noted, 'before World War II no-one's list of the top priorities of 
the world community would have included the economic and social 
development of the less developed countries' (Gardner & Millikan 1968). Yet by 
the time he was writing this in 1968, it was 'inconceivable that it would be left 
off anybody's list'. What then had caused such a remarkable change, spawning 
new development-oriented international institutions and large bilateral resource
transfer programs? 

The answer surely does not arise from a sudden, heightened sense of altruism 
among the donor nations, although such sentiments were not absent and post
World War II conditions do seem to have heightened humanitarian concern with 
the plight of the disadvantaged. The more forceful motivations, however, lay in 
the selfish political and economic interests of the donor countries at this 
particular period of history. For the United States, foreign aid was primarily a 
tool of 'statescraft', largely designed to achieve foreign policy goals, with an 
emphasis in the early years on political and ideological objectives. For many 
other donors, foreign policy goals were often combined with, but subordinate to, 
international economic objectives. 

The coincidence of a number of objective conditions and beliefs in the third 
quarter of the century encouraged the convergence of developed countries' 
interests around a regime of resource transfers to the developing world. The 
conditions were: (a) the emergence of tight, bipolar global rivalry between the 
United States and the Soviet Union; and (b) the inability of the industrial states 
of the world to maintain outright political control over needed resources and 
markets because of either wartime losses or decolonialization. The beliefs 
included: (a) the notion of a strong dichotomy between the developed and 
developing worlds; and (b) a faith in the ability of governmental institutions to 
promote economic growth and development. Let us examine these conditions 
and beliefs a little more closely. 
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The Cold War 

The competitive bipolar Cold War system was obviously a central factor in 
stimulating development assistance activities. The US development cooperation 
efforts began with technical assistance to Greece and Turkey designed to combat 
the post-World War II communist guerrilla movements and quickly expanded 
into the 1949 'Point Four' Plan and the Marshall Plan. With the recovery of 
Europe and Japan, the United States shifted its own foreign assistance programs 
toward the developing world, and pressured its allies in this direction as well. As 
time went on, the United States moved resources to new, strategically important, 
'frontline' states. In the late 1960s and early 1970s, these included South 
Vietnam, Thailand and Indonesia. In the early 1980s, they were Pakistan, 
Thailand and Turkey. Allies again were pressured toward the same priorities, with 
varying degrees of compliance. 

Even contributions that were not so obviously related to strategic concerns, such 
as the replenishments for the international financial institutions, were also 
justified to the public and parliaments in Cold War terms. Economic 
development would reduce the appeal of communism, helping to safeguard 
Western interests in the Third World. Paul Hoffmann's reference to communism 
in his popular article in The New York Times to try to strengthen US public 
support for a massive program of foreign assistance in developing countries in the 
mid-1950s was representative: ' ... a hard cadre of Communists, trained and 
directed by Moscow or Peiping, is everlastingly busy inciting internal strife, 
fanning lingering hatred of former colonial masters, and stirring up fear and 
distrust of the United States' (Hoffmann 1957). 

Economic access 

Linked to fear of communism but analytically separable from it was an effort by 
the developed countries, at the end of colonialism, to maintain or develop their 
economic or political interests in the developing world. The colonial period had 
extended the writ of the European powers on a global scale, providing resources 
and markets on preferential terms to the mother country economies, closing off 
vast areas of the developing world to other developed country interests, and 
generally maintaining the political order in the developing world. Even those 
areas outside the formal ambit of colonial rule were heavily penetrated by 
unequal treaties requiring access (China, Siam) or subject to the threat of 
military intervention with little international sanction (Central American and 
Caribbean nations, Abyssinia, China). 

The two decades following the end of World War II witnessed the utter collapse 
of colonialism (with the exception, some would say, of the delayed fall of Russian 
colonialism). By 1965, the colonial empires had shrunk to isolated remnants in 
Asia and Africa, and the advanced countries' international behavior was 
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increasingly constrained by the norm of non-interference, vigorously supported 
by the developing countries and the United Nations, making it increasingly 
difficult to protect their economic or other interests in the developing world 
through outright physical coercion. 1 

In this environment, development cooperation became a post-colonial tool either 
to protect influence and investments in previous areas of control, or to compete 
for influence in new areas. The aid flows from many developing countries were 
heavily skewed toward former colonies or areas subject to political influence. 
Some European countries (France, Britain, Netherlands after 1967) were heavy 
contributors to their former colonies; in fact, some European countries boldly 
inflated their ODA statistics by counting transfers even to existing colonies 
(Robert Cassen et al. 1982). 

In Japan's case, development cooperation, which began as reparation payments 
for wartime damages, was focused on the neighboring countries of Asia where 
Japan had longstanding economic and political interests (Sukarai 1994; Hook 
1995). For many years, the United States was by far the major donor in its area 
of traditional interest, Latin America. Australia's foreign assistance efforts began 
as a bilateral program of assistance to Papua New Guinea, still a large recipient 
(Government of Australia 1984).2 

Some development cooperation programs were more closely tied to resource and 
commercial interests than others, but nearly all have some strong economic base 
of interest. Oil has been at the fore. Petroleum consumption rose very rapidly in 
the decades after World War II, far outstripping available supplies in the 
developed countries and increasing the dependence of Europe, North America, 
and Japan on the Middle East. Irrespective of the Cold War, therefore, the 
industrial powers had important reasons for trying to dampen economically 
disruptive tensions in the Middle East. After the 1973-74 oil embargo, the vast 
bulk of American foreign assistance was shifted out of Southeast Asia and toward 

1 Britain and France were shocked in 1957 when the United States joined the Soviet Union in 
opposing their military intervention to protect their historic interests in the Suez Canal. In some 
cases, however, development cooperation went hand in hand with military efforts to save clients 
in the developing world, such as the US effort in Vietnam and French economic and military 
support for several post-colonial regimes in former French Africa. The GulfWar intervention 
cannot be regarded as an exception to the non-interference norm since Saddam Hussein's 
government had committed a cardinal sin itself in seeking to extinguish the sovereignty of a 
neighboring state. 

2 In 1969-70, 68 percent of Australian aid went to PNG, a figure that declined sharply to 
43 percent in 1980-81and22 percent in 1993-94. Australia has one of the most geographically 
highly concentrated ODA programs with 85 percent of bilateral ODA going to countries in East 
and Southeast Asia or the Pacific Islands, a percentage exceeded by New Zealand's (94 percent of 
which 80 percent goes to the Pacific Islands), bur considerable higher than Japan's (49 percent to 
East and Southeast Asia) (DAC 1996, pp. A69, A76, and A78). 



18 Building an Asia-Pacific community 

the Middle East.3 After three Arab-Israeli wars and the disruptive embargo, the 
United States chose to try to buy stability through an Egyptian-Israeli peace 
accord secured by massive amounts of assistance to both countries. Other 
commercial and resource interests are likely to become more prominent for the 
reduced US aid transfer program in the future. In recent years, foreign assistance 
backers have increasingly sought to link these programs to export promotion as 
the traditional Cold War rationale for development assistance lost support (see, 
for example, Clad & Stone 1993; Overseas Development Council 1993). 

The rise of resource concerns in the 1970s was reflected in the development 
cooperation programs of other donor countries, notably Japan. The Japanese 
government funnelled considerable resources into aluminium, natural gas and 
petroleum projects in such countries as Indonesia and Iran. As it industrialized, 
Korea also began to engage in resource diplomacy as well as promote credits tied 
to construction and infrastructure projects. 

The 'Third World' 

Another feature of the post-World War II world was the intellectual trifurcation 
of the globe into three categories of countries: industrial democracies (first 
world), socialist countries (second world) and developing countries (third world). 
The reality was never so simple, but it was true that before the industrial 
revolution there had never been such a yawning gap between the developed and 
the developing worlds.4 It was also true that in the pre-World War II period, few 
countries outside Europe or those dominated by immigrants from Europe 
appeared able to develop on their own - Japan seemed to be a lone exception. 
When South Korea, Taiwan and Thailand, compared to Europe and North 
America, had approximately the same per capita income and levels of industrial 
development as the countries of Africa and South Asia, resource transfers to a 
general category of 'third world' nations seemed very appropriate to those that 
were truly rich by comparison. 

By the 1970s, however, differences in economic strategies and performance had 
muddied the concept of third world. New terms such as 'fourth world', 'fifth 
world', 'least developed countries' were introduced to try to capture this growing 
diversity. The success of development cooperation in East Asia had a variety of 

3 The percentage of US bilateral ODA going to the Middle East increased from 3.5 in 1970-71 to 
21.8 in 1980-81, and stood at 25.9 in 1993-94. The share to 'Far East Asia' dropped from 
35.0 percent in 1970-71 to 6.3 percent in 1980-81, and stood at 5.4 percent in 1993-94 
(DAC 1996, p. A82) 

4 Krasner 1981, pp. 179-180: Krasner notes that at the beginning of the 19th century the 
difference in per capita terms between the richest and poorest states were only about 2 to 1, and 
that these had ballooned to 80/100 to 1. This gap, however, is partly accounted for by the 
monetarization of economies for which 'purchasing power parity' measurements provide some 
counterbalance. 
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consequences. Supporters of development cooperation used these successes to 
show that the investments in foreign assistance had paid off. But for some in the 
developed countries these successes suggested caution - why transfer resources 
merely to build powerful competitors, especially when there seemed to be so little 
gratitude or willingness to share burdens? 

Moreover, where economic growth had been successful, the role of resource
transfer-related development assistance was frequently overlooked. Rather, the 
successes were increasingly attributed to the private sector and correct, market
conforming policy regimes in the developing countries, particularly their ability 
to tap into global markets while keeping prices 'right'. 

The role of the state 

The emergence of a category of rapidly growing developing countries in East 
Asia also challenged earlier notions about the role of the state as the prime mover 
in economic development that had facilitated the rise of the resource-transfer 
ODA regime. In the Western world, this concept had been fostered by the role of 
government pump-priming during the Great Depression and was further 
encouraged by the success ofJapan and the Western European governments in 
effectively using American foreign assistance in the years of recovery. Arguably, 
this parallel failed to make a strong enough distinction between 'recovery' and 
'development'. The latter required not simply restoring institutions in situations 
where institutional behavior and expectations were already well instilled, but in 
developing them in the first instance. 

In the developing world in the 1950s and 1960s, many countries had embarked 
on import-substitution industrialization and development strategies in which 
state-owned or state-regulated industries were created and supported behind high 
tariff walls in an effort to replace imports with indigenous production. 
Government-to-government foreign assistance programs fitted easily into a frame 
of thinking that placed heavy emphasis on the role of the state. Opponents of 
foreign aid objected that the programs reinforced the state sector at the expense 
of private industry. As time went by and as import-substitution policies proved 
less efficacious than export-led strategies, the arguments of foreign assistance 
opponents that aid had actually inhibited development became increasingly 
persuasive in publics and parliaments. 

Overall, by the final decade of the 20th century, the prospects for foreign 
assistance programs looked quite bleak. The world never met the UN target 
established in the 1960s for 0.7 percent of donor national GNP for ODA. This 
percentage stood at 0.30 in 1994 and was trending downward, pulled heavily in 
this direction by the appalling US performance (0.15 percent in 1994) (DAC 
1996, pp. A7, AS). 



20 Building an Asia-Pacific community 

2.3 Development cooperation in the 21sf century 
The differences between the middle of the 20th century and the beginning of the 
21st century are both evident and quite striking. The Cold War has ended. The 
notion of a 'third world' has been replaced by a more differentiated images of 
developing countries, some of which in per capita terms are now richer than the 
original donors. Fears in the donor countries of the processes of change in the 
developing countries focus less on issues of political disorder and incompatible 
ideology and more on economic competition. The development literature and 
state strategies place much stronger emphasis on trade, investment and other 
private sector activities. After a half century of experience with resource transfers, 
donors and recipients alike are much less likely to make grandiose claims about 
the efficacy of aid. The historic phrase, 'mutual benefit', has become even more a 
requirement of development cooperation, but it has a sharper, more 
economically oriented edge - donors less naively expect gratitude and recipients 
less naively anticipate altruism. Development cooperation is a bargaining process, 
with the donors more deeply concerned about the whole set of developing 
country policies (in non-economic as well as economic areas), and the recipients 
increasingly anxious to break the bonds of formal or informal tying and other 
forms of economic distortions linked to selfish donor i~terests. 

What conclusions might be drawn about the general nature of development 
cooperation in the coming decades? The very general directions seem confirmed: 
(a) reduced emphasis on transfers; and (b) increased emphasis on a new set of 
interdependence issues that successfully integrate developing or newly developed 
nations into global trade, investment and other regimes. 

Reduced transfer programs 

It seems likely that the government-to-government resource-transfer component 
of development cooperation, which became so important in the 20th century, is 
likely to decline, both in proportion to the budgets and GNPs of the donors and 
in importance to the resources available to recipient economies. In the 
post-Cold War, post-post-colonial era, the political motivations for resource 
transfer have declined as has the belief in the efficacy of government transfers as a 
tool for political influence (or economic development). 

This is not to say, however, that there will not be important, governmental 
resource-transfer flows. There seems likely to be some corrective to the current 
fad for letting the private sector carry all the water for development. In the first 
instance, there are still many countries for which there are unlikely to be large 
private investments. Second, even for the more promising recipients, many 
infrastructure and institution-building projects cannot provide enough direct 
return to make them profitable for the private sector. Development banks, in 
which donor government liability is relatively low, will continue to play a key 
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role in infrastructure development as well as in the realms of policy monitoring 
and advice dispensing. Institution-building, being less capital-intensive, may be 
supported through non-transfer forms of development cooperation and through 
the efforts of private foundations. 

Bilateral ODA, however, seems destined to decline, following the pattern set 
earliest in the United States. Could Japan, by far the largest donor in the Asia
Pacific region, be an exception? For years Japanese ODA increased rapidly in 
absolute terms (facilitated by the appreciation of the yen), and even in yen terms 
it has been allowed to increase more rapidly than other areas of the Japanese 
budget. In FY90-92, year-by-year annual increases reached a peak above 
7 percent. Since FY93, the growth in ODA has slowed, increasing by 2.8 percent 
for FY97.5 Despite the recession that has depressed Japanese GNP growth in the 
1990s, ODA as a percentage of GNP has also fallen - from the 0.31/0.32 level 
in 1987-91 to 0.28 in fiscal years 1994 and 1995. 

A number of factors suggest that this new direction in Japan is likely to continue. 
First, ODA is less immune from public criticism. According to the Prime 
Minister's Office polls, while the public support rate remained very high (almost 
80 percent), there had been a steady increase in the percentage of those who 
would like to see ODA reduced as much as possible. From a 5 to 6 percent figure 
in the early 1980s, this share had doubled to 12.5 percent in 1994 and 1995.6 At 
the moment, this is only a warning sign, but increased pressure on the 
bureaucracy from politicians and political forces is likely to make such trends 
more important in the future. Second, business enthusiasm for ODA has also 
been reportedly lessening as the tied portion of aid has declined under 
international pressure. Of yen loans in 1994, only 27 percent reportedly 
benefited Japanese companies, compared to 44 percent six years earlier.7 Third, 
despite the current extraordinary efforts in both fiscal and monetary policy to 
stimulate the Japanese economy, the large central budget deficits are likely to 
induce another long period of austerity. Fourth, the traditional recipients of 
Japanese aid are 'graduating', and there is less political or economic incentive for 
large aid programs to the non-traditional recipients outside of Asia. Finally, the 
American pressures for Japan to increase its aid programs are unlikely to continue 

5 'Foreign ministry bemoans aid slump', Nikkai Weekly, 7 October 1996, p. 2. 

6 Ministry of Foreign Affairs 1996, Chart 5, p. 9. To place these polls in comparative perspective, 
the surveys done every four years by the Chicago Council of Foreign Relations on US attitudes 
toward foreign policy issues shows that between 45 and 55 percent of the American public have 
favored giving economic assistance to other nations over the past two decades, but the percentage 
of support among leaders has fallen from 94 percent in 1983 to 86 percent in 1995. About 
60 percent of the public has consistently favored cutting back aid, however, while the percentage 
of!eaders favoring cutbacks increased from 21 percent in the 1991 survey to 32 percent in the 
1995 survey (Chicago 1995, and previous issues in 1991, 1987, 1983, and 1979). 

?'Foreign ministry .. .', 1996. 
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in the post-Cold War era. In fact, Americans have never been enthusiastic about 
Japanese ODA activities which are commonly viewed in the United States as self
interested and likely to extend Japanese economic influence at the expense of 
itself 8 

Shift to issues of interdependence/integration 

There will continue to be a strong shift in interest in the traditional developed 
countries away from traditional development issues to 'interdependence' issues 
with the more rapidly developing or newly developed countries. This movement 
is a major motivating force for the new forms of regional cooperation that 
combine developing and developed countries in their membership. APEC is 
perhaps the most important manifestation of this new regionalism. 

The key interdependence issues are found in the realm of trade and investment 
and in other issue areas, such as environment and health, where developing 
country policies or conditions can have a profound effect on welfare in the 
wealthier nations. Certainly for East Asia, the dominant concerns of the 
traditional donor community have not been to stimulate development per se, but 
to integrate these economies effectively into the international trade regime and 
reduce impediments to investments. The United States has taken the lead in this 
effort, often through bilateral negotiations threatening to restrict access to its 
own market unless its trading partners do not provide protection for intellectual 
property rights, open access to government procurement markets, or permit free 
labour movements. 

The attention of many Asian developing countries is also focusing more and 
more on the same set of concerns, although from a different vantage point. For 
most, trade and direct foreign investment vastly overshadow traditional ODA as 
sources of capital and technology, and their central objective is to maintain access 
to the markets and technology of these nations against the all too obvious threats 
of protectionism. Moreover, many have discovered that the World Trade 
Organisation (WTO) is a two-edged sword which can be wielded by developing 
countries as well as the developed ones to maintain their access. 

ODA efforts appear increasingly to reflect donor country concern regarding 
issues that have not only to do with developing country economic growth but 
demonstrable domestic interests in the developed countries such as 
environmental protection, health systems and population control. Japan's 1996 
ODA White Paper makes the points in a most straightforward manner: 

8 Ronald Dore has argued that 'perhaps the most common perception of Japan's position in the 
North-South context is that Japan has an obligation vis-a-vis the other rich countries to 'share the 
burden', thus being extraordinarily sensitive to international pressures not from the developing 
countries themselves but the other OECD nations, especially the United States (Dore 1982, p. 130). 
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Tackling the following problems through development assistance leads to 
protecting the life of the Japanese people. 

• Environmental problem: Acid rain could fall on Japan as a result of the 
industrialization of the Asian countries. 

• Infectious diseases: They may cross borders and spread easily to Japan. 

• Oppression of life due to poverty: This could become the cause of wars and 
terrorism where the Japanese people could become victims.9 

Similarly, the US-Japan 'Common Agenda' framework for global cooperation 
focuses on a similar set of issues of vital interest to the developed world, 
including environmental protection and disease control. In such areas, resource 
transfer is a supplement to policy dialogue. While donor countries have little 
doubt about the interest of the developing countries in economic growth, they 
are less sure about their commitment in ancillary areas that have now become of 
great concern among the developed countries, such as environmental protection 
and disease control. New regional institutions such as APEC are viewed as venues 
in which such issues of interest to the advanced countries can be heightened in 
the developing world. 

2.4 Development cooperation in APEC 

The Asia-Pacific Economic Cooperation forum was preceded by a period of over 
two decades of intellectual conceptualization and almost a decade of 
experimentation with regional cooperation in the quasi-governmental Pacific 
Economic Cooperation Council (PECC). Through this period, APEC was 
perceived as having twin aims: (a) promoting trade and investment flows; and (b) 
promoting development in the lesser developed regions of Asia through resource
transfer activities. Indeed, some of the early intellectual versions of APEC would 
have called it the 'Organization for Pacific Trade and Development (OPTAD)', 
naming these twin objectives (Woods 1993; Drysdale & Patrick 1979). · 

As time has gone by, however, the distinction between trade and development 
has lessened. For the mainstream economists who have always been the foremost 
advocates of Asia-Pacific regional economic cooperation, development has 
increasingly been seen to come about as a result of reduced trade and investment 
barriers rather than through the traditional ODA transfer programs. It is 
remarkable that very recent books on APEC edited by mainstream economists 
from countries as diverse as Australia, Singapore, and Indonesia all pay very little 
or no attention to traditional North-South aid transfer programs as a form of 
APEC economic cooperation, but rather focus almost exclusively on trade and 

9 Ministry of Foreign Affairs, p. 6. The other Japanese interests listed are exports, investments, and 
resource-related. 
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investment issues (Garnaut & Drysdale 1994; Chia 1994; Soesastro 1994). 
Moreover, the official agenda for APEC was also captured by the trade 
liberalization and investment agenda, crystallized in the Bogor vision of free trade 
and investment in the region by 2010 for developed economies and 2020 for 
everyone. 

There should be little doubt about the overall positive benefits to both developed 
and developing countries in reducing economic barriers to flows of goods, 
services and capital even if the least flexible and economically disadvantaged 
groups are likely to suffer. However, those disadvantaged cannot be dismissed, 
and they will make the trade and investment liberalization agenda inherently 
difficult and conflictual. There is little evidence so far of the will in many of the 
major APEC economies to accept the political sacrifice required to achieve the 
2010/2020 vision (Morrison 1997; Carlisle 1996). Although the vision gives 
direction and some momentum to APEC, it also carries with it the dangers of 
attempting too much and provoking recriminations over whom to blame for 
failing to achieve it. 

This places a premium on activating a positive agenda of economic and technical 
cooperation as a supplement to the trade efforts. This part of the APEC agenda 
faces its own problems. Unlike trade and investment, economic and technical 
cooperation embraces many different arenas without a common threat or 
encompassing vision to unite them. Moreover, while the trade and investment 
agenda is clearly market oriented in that governmental barriers to economic 
activity are being reduced, eliminated or harmonized, the role of government in 
economic and technical cooperation is less clear. Finally, there has been a 
confusion between economic and technical cooperation and the notion of 
development cooperation as traditional ODA resource transfer, thus confusing 
APEC, a process of information exchange and policy dialogue, with aid
implementing agencies. 

Thus, economic and technical (or development) cooperation requires clearer 
conceptualization in the APEC context. In this author's view, APEC member 
economies should view development cooperation broadly as a process by which 
they work together to develop the entire region in mutually agreed-upon ways, 
and not as a process for resource transfers. In this sense, all the members are 
developing economies, cooperating to achieve common goals such as establishing 
efficient regional transportation networks, creating world-class telecommuni
cations links, developing the human resources needed for economic growth, and 
protecting the Asia-Pacific environment. 

Once these visions are clearly stated, the work programs they generate are 
primarily national ones. APEC thus captures under its own label and connects 
many individual efforts that APEC societies are undertaking in their own 
interests. The APEC modes of development cooperation then replicate those of 
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trade and investment liberalization and facilitation. Individual member 
economies make and compare their own national action plans to achieve the 
regional goals, and the group seeks to supplement and strengthen these 
individual efforts through sharing information and experience as well as 
concerting national efforts and formulating joint endeavours where these make 
economic and political sense. 

Recognizing the different stages of economic development, some of the more 
advanced APEC economies will want to assist others in meeting their goals 
through foreign assistance. These bilateral, or possibly plurilateral, foreign 
assistance activities can be placed alongside national efforts as contributions 
toward achieving common APEC goals, but they are not APEC programs as 
such, nor would they be administered or governed through a cumbersome 
multilateral bureaucracy. And, given the economic dynamism of the region, the 
vast majority of efforts to create a prosperous, well-connected and clean Asia
Pacific region will come from private sector investments within nations rather 
than the relatively small foreign assistance programs that remain or might still be 
developed. 

APEC would thus have some exciting development goals to set alongside its 
trade and investment vision. Societies in the region all share the desire to 
strengthen their educational systems, improve transport and telecommunications 
networks, and maintain a healthy physical environment. Broad APEC visions 
reflecting this common agenda, and a sense that all the APEC economies are 
working together to achieve these visions, should do much to promote the 
concept of an Asia-Pacific community. 

2.5 APEC and the global agenda 

There may be another development cooperation function for APEC, however, 
and this relates to the larger global agenda. The Organization for Economic 
Cooperatio_n and Development (OECD) through its Development Assistance 
Committee has functioned for years as the primary vehicle for discussions among 
the donor countries of aid issues and their respective aid programs. Although 
Australia, Canada, Japan, New Zealand and the United States have been 
members of the OECD for years and the Republic of Korea is about to join, the 
OECD has a decidedly trans-Atlantic orientation - one reason that the 
architects of APEC felt it needed to be created rather than simply that more 
Asian economies should be urged to join the OECD.10 

10 APEC is parallel to the OECD in several respects, most notably in that it is not a rules-making 
institution nor an implementing institution. See Sylvia Ostry, 'APEC and regime creation in the 
Asia Pacific: The OECD model?' Paper prepared for forthcoming book by Vinod Aggarwal and 
Charles E. Morrison on APEC and Regime Creation. 
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While APEC contains a number of lower income economies, some with very 
large populations of poor people, it will itself be increasingly a club of the 
wealthy and relatively wealthy. As a forum for discussion among the Asia-Pacific 
economies of common issues, including global issues such as the future of the 
World Trade Organisation negotiations, it makes sense that APEC would also 
address global development issues from an Asia-Pacific perspective as an 
emerging partner to the OECD. Even the poorer countries such as China and 
Indonesia have increased self-confidence about their economic futures which 
allow them to join in global efforts. Initially, these efforts might principally 
concern APEC's near neighbors, such as the nations of Indochina, Mongolia, 
Central America and South Asia. This would serve several functions: 

• encourage greater regional and global responsibility sharing by the emerging 
newly rich economies 

• encourage continuing efforts by the established donors in cooperation with 
the new donors 

• help to define new extra-regional Asia-Pacific forms of development 
cooperation 

• encourage community-building in APEC through cooperative out-of-region 
endeavours. 

This approach, would, of course, be compatible with and supportive of the 
APEC notion of 'open regionalism'. APEC would not simply be a self-interested 
community, but a community dedicated to a prosperous and secure global 
system. 
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3 The deepening of the Asia-Pacific 
Economic Cooperation process 

Chen Luzhi 
Pacific Economic Cooperation Council Beijing 

3.1 Introduction 

The Asia-Pacific Economic Cooperation process has entered a new stage since 
the Asia-Pacific Economic Cooperation (APEC) held its fifth Ministerial Meeting 
and first informal meeting of Economic Leaders in Seattle in 1993. The 
distinctive feature of the new stage is that the cooperation process has been 
directed to a fixed goal: that is, trade and investment liberalization, and 
development cooperation for enhancing sustainable growth and reducing 
economic disparities. For the past three decades, continuous efforts have been 
made to promote regional economic cooperation in the Asia Pacific. Conceptual 
exploration has been going on for almost twenty years and has led eventually to 
the confirmation of an idea of open regionalism. As soon as Asia-Pacific 
economic cooperation is conceptualized in terms which suit the specific 
conditions of the Asia-Pacific region, concrete measures follow to put it into 
effect. Following the Seattle meetings, the APEC meetings in Jakarta and Bogor 
laid down the foundation for the future development of Asia-Pacific economic 
cooperation. 

The goal of trade and investment liberalization and development cooperation 
became an action agenda in Osaka in 1995. What is amazing.is not that there 
have been so many different views and heated debates over the liberalization issue 
as well as the issue of development cooperation. In view of the diversity in the 
region, that is quite understandable. The amazing thing is that differences and 
debates have, step by step, been reconciled even if not settled, thus gradually 
deepening the process of economic cooperation. It proves that a special Asia
Pacific way of cooperation prevails. 



30 Building an Asia-Pacific community 

3.2 An Asia-Pacific model of trade and investment 
liberalization 
The Bogor Declaration issued at the end of the second informal meeting of APEC 
Leaders in November 1994 includes the following points: 

• APEC will strive to achieve the long-term goal of free and open trade and 
investment in the Asia Pacific. 

• APEC will complete this goal by 2010 for developed economies and by 2020 
for developing members. 

• APEC liberalization will be open to non-members as well in order to conform 
to the principle of open regionalism. 

• To complement this process, APEC members agree to expand and accelerate 
APEC's trade and investment facilitation programs. 

• Members are also committed to intensifying development cooperation to 
enhance the capacity for sustainable growth and equitable development, while 
reducing economic disparities among APEC economies and improving 
economic and social well-being. 

It is really remarkable for APEC to have devised such a unique regional 
cooperation framework. But there are quite a few important questions that 
remain to be answered. What is meant by trade liberalization? Is it aimed at 
creating a free trade area in the Asia Pacific after the fashion of the EU and 
NAFTA? Why should there be a dual system of liberalization - by 2010 for 
developed members and by 2020 for developing members? Are the timetables 
binding? How could APEC liberalization be open to non-members without 
risking free riding? How should development cooperation be defined? Is it 
equivalent to development assistance? And, more importantly, how should each 
member's liberalization plan be designed? Should there be negotiations for a 
treaty or protocol to be signed? 

Obviously, there are different views on each of these questions, which can 
obstruct the progress of cooperation. Broadly speaking, views are divided mainly 
between developed members and developing members. Because of their 
economic disparities, the two groups of members, although having common 
interests in trade and investment liberalization as well as in development 
cooperation, prefer different approaches to the implementation of the Seattle 
Vision Statement and the Bogor Declaration. Developed members are more 
legalistic and developing members are more pragmatic. The former tend to stand 
for activism, while the latter uphold gradualism. Eventually, what matters is 
realism that brings about compromises for the benefit of all. However, APEC is a 
useful vehicle for all the participants and this spirit has found its expression in 
the Osaka Declaration and the Osaka Action Agenda. 

As is stressed in the Osaka Declaration, APEC member economies have chosen 
the unique approach of concerted liberalization grounded in voluntarism and 
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collective initiatives by the member economies as the key means for 
implementing the Osaka Action Agenda. This actually constitutes the core of the 
Asia-Pacific way ofliberalization, which is conspicuously different from that of 
the EU and NAFTA. The most striking feature of this model is that it relies on 
voluntary actions by individual member economies, together with the collective 
initiatives of member economies, without the signing of any formal agreement. 
Some basic principles have been imparted to the model, thus making it a 
distinctly Asia-Pacific one, including the following. 

Basic principles of the model 

(1) The liberalization process will not lead to the creation of an exclusive trade bloc. 
The reliance on the unilateral action of individual member economies, the 
adherence to the principle of non-discrimination, the GATT/WTO 
consistent arrangement, all point to an open regional set-up which will not 
threaten or antagonize others. The United States, for fear of European free 
riding, insisted on selective reciprocity instead of unconditional most
favored nation treatment; Canadians wanted to use APEC to further 
liberalization efforts in the WTO; and the United States, while denying East 
Asia its own grouping, did not rule out the idea of offering NAFTA 
extensions to select economies in the Asia Pacific. All this runs counter to 
the inclinations of APEC and is not conducive to the APEC liberalization 
process. 

(2) The liberalization process must take the interests of both developed economies 
and developing economies into consideration. 
APEC consists of economies at different levels of development. The Asia
Pacific picture is more complex than that of the EU or NAFTA. In between 
the developed and the developing, there are the newly industrializing and 
the new newly industrializing. The Republic of Korea, one of the so-called 
'four small tigers or dragons', did not agree to the use of the term NIEs at 
the Bogor meeting because it considered the term 'insulting'. Now it has 
become a new member of the OECD. Perhaps it should have been 
addressed as 'the quasi-developed country' at that time. 

The difference in development levels can by no means be ignored in APEC. 
The APEC Eminent Persons Group originally divided the timetable for 
liberalization into three parts: 2010 for the developed economies, 2015 for 
Korea, and 2020 for the developing economies. But the Pacific Business 
Forum recommended complete liberalization by 2010, that is, one timetable 
for all the members. Some members deliberately tried to upgrade China to 
the level of the developed. That was quite unrealistic. A consens.us was 
finally reached to set up two timetables: one for the developed and the other 
for the developing, and placing China together with the 'ASEAN Five' and 
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the others in the developing category. It is worthwhile mentioning this here, 
because different timetables for members at different development levels 
does imply a catching-up period for the developing economies. This is the 
point of departure for all the measures to be taken for fulfilling the goal set 
by the Bogor Declaration, which should seek to suit not only the conditions 
of the developed members but also the special needs and conditions of the 
developing members. 

(3) The liberalization process should be based on both individual and collective 
measures. 
APEC members, especially the APEC developing members, started their 
respective liberalization processes long ago. Otherwise, the Asia-Pacific 
economic dynamism would not have existed. Therefore, in order to further 
the liberalization process within the framework of APEC, the respective 
voluntary actions of APEC members should first be strengthened and 
coordinated- hence the term 'concerted unilateral action' (CUA). The 
United States opposed CUA due to the potential difficulty in achieving 
comparability among individual liberalization plans. Actually, it considered 
itself much more advanced in liberalization than others and did not want to 
make any meaningful commitments to unilateral liberalization. But the 
United States still imposes a 30-40 percent tariff on textiles, 25 percent on 
trucks, and a double-digit percentage on glass. To prearrange comparability 
would need formal negotiations and turn voluntarism into compulsion. As a 
forum based on consensus, APEC cannot and should not function in that 
way. A two-track approach using both the unilateral and collective actions 
was finally agreed upon. Measures such as deregulation and tariff reduction 
would be taken in a voluntary and individual way, while measures such as 
standards harmonization and the simplification of standards procedures 
would be handled collectively. So the essence of CUA has been kept intact. 

( 4) The liberalization process should be both flexible and comprehensive. 
Unilateral action, by its nature, implies a pace of liberalization 
commensurate with a member's level of development. The United States 
advocated comprehensiveness in the APEC liberalization coverage while 
Japan and Korea maintained the exclusion of certain sectors such as 
agriculture. In the service sector, some developing members might also have 
difficulties with immediate reforms. It has been agreed that, while all sectors 
are to be liberalised by the 2010/2020 target dates, some flexibility in 
arrangements should also be allowed. This is also the spirit of the Asia
Pacific way. 

(5) The liberalization process should not be separated from development cooperation. 
Trade and investment liberalization alone cannot meet the requirements of 
sustainable growth in the Asia Pacific. The existing economic disparities 
have to be gradually reduced. China, Indonesia, the Philippines and other 
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developing members had good reasons for bringing the development 
cooperation and the liberalization process together as the two wheels of 
APEC. Some developed members, particularly the United States, were 
sceptical because they were afraid of turning APEC into a development 
assistance agency. Actually, APEC will not be turned into a development 
agency just as it will not be turned into a trade bloc. By integrating 
liberalization with development, APEC will prove that it is a regional 
cooperative mechanism which is different from the EU and NAFTA. 

All these points have been embodied in the Osaka Declaration and the Osaka 
Action Agenda. It is indeed marvelous that APEC has achieved so much in such a 
short span of time. 

3.3 From action agenda to action plan 
The whole process set in motion after Seattle and Bogar is to be multi-phased. In 
a way, the APEC meetings in Osaka and the following meeting in Manila 
constituted the first phase: that is, to turn the idea into action. Osaka prepared 
the agenda, and the 1996 Manila Action Plan for APEC (MAPA) set out the 
specific commitments of members to trade and investment liberalization and 
facilitation from January 1997. That is, without a doubt, a major step forward. 

At the conclusion of the Osaka meeting, several problems, in practice, remained 
to be resolved. For instance, the principles of non-discrimination, 
comprehensiveness, comparability and WTO consistency all go hand in hand 
with the basic tenets of voluntarism and flexibility. How to implement these 
principles in a voluntary and flexible way cannot be settled easily. But if realism 
prevails as it has in the past, there will be a way. Judging by the proceedings of 
the Senior Officials Meetings (SOM) after Osaka, what has been achieved is still 
quite encouraging. Experience suggests tackling the easy issues before the difficult 
ones. The progress of APEC relies on the gradual accumulation of small 
achievements. Of course, the prerequisite for this accumulating process is the 
desire of all the members to cooperate and to avoid confrontation. As regards the 
trade and investment liberalization, it is quite correct to focus the attention on 
so-called Individual (not unilateral) Action Plans. The chief task of the APEC 
Manila meeting was to get all these plans ready for action in 1997. For that the 
following steps were taken: 

( 1) Standardization of the Individual Action Plan (!AP) format 
The SOM and APEC Committee on Trade and Investment worked out a 
format for Individual Action Plans covering 14 areas. Obviously, the 
Individual Action Plans can be examined and compared only when they fit 
into a common standardized format. The format was agreed upon at the 
Davao meeting of the senior officials in August 1996 and almost all of the 
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Individual Action Plans were revised and enriched later. The eighth 
Ministerial Meeting and the fourth informal Leaders Meeting of APEC have 
included these individual plans in the MAPA. 

(2) Objectives set for the Manila Meeting 
As liberalization for APEC is a long and complex process,' it will not be 
achieved in just one meeting or in a few meetings. The MAPA has sought to 
make the Individual Action Plans not only standardized but also as clear and 
transparent as possible. Each member can go ahead with its own plan 
immediately. This will help the voluntary liberalization of APEC members to 
go forward. The issue of comparability will not be taken up this time, nor the 
way of consultations. Perhaps the 1997 APEC meeting in Canada will focus 
on the comparability issue if conditions are ripe. 

(3) An outstanding role defined for the business sector 
The APEC Business Advisory Council (ABAC) established by the APEC 
Leaders after their meeting in Osaka submitted its inaugural report to the 
APEC Leaders on October 25, 1996. It has made it clear that for the Bogor 
goal to be achieved, the trade and investment liberalization and facilitation 
agenda must be accompanied by economic and technical cooperation. It 
promised to work with governments to attain this goal and made 
recommendations to that end. So the role of the business sector will be more 
prominent than before. 

As a follow-up to the Osaka meetings, the Manila meeting constituted part of 
first phase of the APEC liberalization process. Since it signifies the beginning of 
the whole process, it was, of course, an important event in the annals of APEC. 
But it does not mean that all of the problems APEC faces have been resolved. For 
instance, the Individual Action Plans of the 18 members are far from being 
worked out in the same depth. Before the meeting, developing economies were 
already complaining that the United States did not present a credible and 
forward-looking commitment to liberalize trade further in its Individual Action 
Plan. Although the United States promised to revise its plan completely, its 
revised commitments are still comparatively meager. 

3.4 From development cooperation to economic and 
technical cooperation 
At Osaka, the term 'development cooperation' used in the Bogor Declaration was 
changed to the term 'economic and technical cooperation'. Although economic 
and technical cooperation constituted the second part of the Osaka Action 
Agenda, the exact meaning of this term remained unclear. The discussions after 
Osaka can be summarized in the following different approaches. 
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(1) Economic and technical cooperation as a complementary effort for trade and 
investment liberalization 
The Bogor Declaration and the Osaka Declaration considered such 
cooperation as one pillar or wheel of the whole liberalization process. That 
means that liberalization and cooperation should be pursued with equal 
weight and emphasis. But most developed members regard liberalization as 
the primary purpose of APEC. This one-sided push for open markets in 
APEC leads them to confine the economic and technical cooperation to the 
needs of trade and investment liberalization. The United States insists that 
the APEC forum should not function in a 'North-South manner' nor as a 
body to disburse official development assistance and other funds. Some 
officials believe that economic and technical cooperation is not something 
that is freestanding on its own, but rather a complement to the process of 
liberalization that is taking place. Other developed members are of the view 
that economic and technical cooperation mainly aims at reducing so-called 
'natural' impediments in international economic transactions such as 
transport costs and language differences. 

(2) Economic and technical cooperation as a semi-assistance effort for the developing 
members 
As a major developed country, Japan holds that, in order to overcome the 
developing economies' sensitivities to liberalization, it is necessary to 
strengthen their domestic industries in exchange for their cooperation in 
lowering tariffs and non-tariff barriers. Although APEC is not an assistance 
agency, some sort of assistance is still needed for APEC economic and 
technical cooperation. In Jakarta in 1994, Japanese Foreign Minister Yohei 
Kono announced the Partners for Progress proposal and promised to donate 
10 billion Japanese Yen for the purpose. It was understood by some 
developing members that Japan intended to, use a part of its ODA (Official 
Development Assistance) as APEC assistance. 

(3) Economic and technical cooperation as a joint effort for reducing the economic 
disparities in APEC and enhancing common economic and social well-being 
For developing members, the ten-year lag in trade and investment 
liberalization is not sufficient to put them on an equal footing with the 
developed members. Economic and technical cooperation is necessary not 
only because they want to quicken the pace of their development but also 
because without adequate growth their liberalization effort could be 
hindered. All of the developing economies have achieved rapid development 
during the past two decades. The market-driven complementarity among 
the economies at different development levels in the region played a big part 
in their success. APEC can become a useful vehicle to improve and increase 
this kind of complementarity so as to help the developing members to 

develop in a faster and healthier manner. It does not necessarily need 
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traditional aid from the developed members. It will be a two-way traffic 
instead of an one-way transfer of resources. It will benefit all the APEC 
members. What is required is to create a specific mechanism for it. 

Because of the difference in approach, a lot of time has been spent in haggling 
over terminology. But economic and technical cooperation was a major item on 
the agenda of the Subic Bay meetings, and discussed in depth so as to fill the gap 
left by the Osaka meeting. Development cooperation has been changed to 
economic and technical cooperation without any clear definition. The host of the 
Subic Bay meetings has invited specialists and experts to offer advice, and useful 
work has been done. The APEC Business Advisory Council has also advanced its 
views on the subject. It seems that the ABAC will play an important role in 
economic and technical cooperation. As the differences have already been openly 
expressed, what the main thrust of the economic and technical cooperation 
should be has also gradually become clear. 

3.5 An Asia-Pacific model for economic and technical 
cooperation 
The advantage offered by APEC as a regional framework has helped the 
formulation of an Asia-Pacific model for economic and technical cooperation. 
APEC is not a tightly institutionalized organization. It does not create any 
binding resolutions. It is a kind of voluntary association. In fact, voluntary 
association is the strength of APEC. Although the targets for economic and 
technical cooperation cannot be as easily defined in quantitative terms as those 
for trade and investment liberalization, the general principles for liberalization 
are applicable to it as well. It is these principles that guide APEC members in 
finding a way for economic and technical cooperation. 

When Japan promised to donate 10 billion Japanese. Yen, there were discussions 
about whether an APEC Fund or Pool for Economic and Technical Cooperation 
should be launched and whether a separate Partners for Progress unit should be 
formed. The United States and other developed members were not enthusiastic 
about these initiatives. Obviously, it would be difficult to turn a voluntary 
association such as APEC into an assistance body. It is also difficult to turn 
APEC into a funding institute or an administrative agency for managing 
development projects. Therefore, first of all, it should be made quite clear what 
APEC can do in order to achieve the goal of economic and technical 
cooperation. If nothing can be done apart from those activities directly related to 
trade and investment liberalization, the economic and technical cooperation is 
really not freestanding on its own and the two-wheels or three-pillars theory 
enunciated by the Osaka Declaration and the Osaka Action Agenda would become 
invalid. Of course, this is not the case. 
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Taking infrastructure as an example, according to the World Bank (1995), the 
indicative investment requirements of East Asia from 1995 to 2004 are as 
follows: power between $391 and 493 billion (US dollars), telecommunications 
from $211 to 256 billion, transport $528 to 607 billion, water and sanitation 
$132 to 153 billion. Such huge investment requirements mean that many things 
need to be done. APEC cannot and need not try to get the necessary money for 
its East Asian members, but it can play a big part in channelling the investments 
and helping construction. From the free trade point of view, it seems only a 
question of removing investment impediments. In fact, much more has to be 
done. As a multilateral forum, APEC can complement the bilateral efforts and 
help to make the individual efforts complement each other for the common 
benefit. 

ABAC has made some good suggestions. First, APEC can establish a partnership 
between government and the business sector. As economic and technical 
cooperation cannot be reduced to the workings of the market, APEC as a 
governmental forum should play an initiating and facilitating role. A government/ 
business partnership framework is needed and can be constituted by integrating 
the existing government/business frameworks of member economies. 

Second, for establishing partnership between government and the business sector, 
a networking mechanism is also needed to promote government-business sector 
linkages. The management of the network should be entrusted to a board of 
directors made up of both government and business representatives. Thirdly, the 
partnership and the network should direct their efforts to the priority areas 
chosen by APEC Ministers and Leaders and follow the principles of voluntary 
contributions and shared benefits. 

Instead of running specific projects which would require different inputs, APEC 
is trying to bring the business sector into the process of economic and technical 
cooperation by providing necessary facilities and guidance. But the results in real 
terms must come from a complementary combination of resources possessed by 
different member economies. A consulting body can be set up together with the 
network for the efficient channelling of resources. 

The priority areas - for instance, infrastructure development, small and 
medium enterprises development, human resources development, and 
technology cooperation - should be dealt with separately. Operational programs 
should be results-oriented for the purpose of enhancing member economies' 
institutional capacity and strengthening their technological capability. Like the 
action plans of liberalization, the programs can be carried out in phases with the 
objectives of each phase clearly defined. Members can participate in and 
contribute to these programs voluntarily. There should also be a review process to 
judge their operationality and efficiency, and to make necessary revisions. 
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The arrangements for the priority areas must be properly coordinated with the 
existing APEC working groups and integrated with the mechanisms already 
mentioned. With the development of work, cooperation on such items as the 
environment and the finance market may also be necessary. Although what has 
been done in the past and what will be done in the future in a way are all related 
to economic development and to economic and technical cooperation, they have 
their respective and specific issues to solve and may not be able to fit into the 
phased programs of economic and technical cooperation. Therefore, the scope of 
economic and technical cooperation must be kept undisturbed to avoid 
distraction from its goal. 

3.6 Conclusion 

The 1996 meetings of APEC have given some direction to economic and 
technical cooperation. The Manila Declaration on an Asia-Pacific Economic 
Cooperation Framework for Strengthening Economic Cooperation and Development 
sets the objectives, guiding principles and priorities for development cooperation. 
However, it remains to be seen if concrete results can be achieved. There is much 
to be done to develop consensus about the medium-term objectives of economic 
and technical cooperation and how progress should be assessed. More thought 
also needs to be given to the administrative and financial implications, and to an 
operational mechanism for implementation. 

Developing members of APEC are playing a more active role in pushing 
economic and technical cooperation forward. On balance, some achievements 
will be made and a profile of the Asia-Pacific model of economic and technical 
cooperation will be established with the following features: 

(1) Joint efforts for sustainable and equitable growth on the bases of equality, 
mutual respect and mutual benefit. 

(2) Linkages between government and the business sector for channelling 
complementary combinations of resources. 

(3) Phased programs for each priority area to achieve specific goals on the basis 
of voluntary participation and contribution. 

(4) Economic and technical cooperation will become an inseparable but 
independent component part of the whole cooperation process, within the 
framework of APEC. 
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4.1 Introduction 

Economic cooperation has been given a high priority on the agenda of APEC 
since its start in 1989. Economic and technical cooperation (ECOTECH) was 
included as one of the three key elements of the 1996 Manila Action Plan for 
APEC (MAPA). Nevertheless, a popular complaint has continued to be heard in 
Asia that trade and investment liberalization dominate APEC's agenda, although 
Asian members are primarily interested in economic cooperation. Asian members 
do regard liberalization as an indispensable ingredient of the APEC process, but 
are concerned that while liberalization has begun to be implemented, the 
Ministerial Framework Declaration for ECOTECH in MAPA still remains an 
abstract guideline for implementation. Economic cooperation has yet to achieve 
any visible results. 

It is regrettable for us, as academic economists, who have shared the view 
mentioned above and tried to provide a workable concept of economic 
cooperation for the APEC process. Our policy dialogue group proposed an 'Asia
Pacific model of development cooperation' at the APEC Study Center network 
conference in Manila in May 1996. The proposal was addressed to the Philippine 
Chair and eventually was incorporated into the Manila Declaration on an Asia
Pacific Economic Cooperation Framework for Strengthening Economic Cooperation 
and Development. However, it apparently lacked sufficient thrust, partly because 
of its lack of analysis of ongoing programs. 

This paper aims to review the APEC process regarding economic cooperation, 
describe its evolution since 1989, examine its new model of development 
cooperation, analyze its current mechanism for conducting ECOTECH 
activities, identify the problems and suggest how to strengthen ECOTECH. 



40 Building an Asia-Pacific community 

4.2 Evolution of APEC's economic cooperation 

APEC has paid due attention to economic cooperation since its inception. At the 
first APEC Ministerial Meeting in Canberra in 1989 ministers agreed that: 

... if APEC was to lead to tangible benefits, there was a need to progress beyond 
agreement on general principles. The ministers had identified broad areas of 
cooperation, including economic studies, trade liberalization, investment, 
technology transfer and human resource development, and sectoral cooperation 
as the basis for the development of a work program (APEC Secretariat 1995). 

Their senior officials designated seven work projects: 

• 
• 
• 
• 
• 
• 
• 

review of trade and investment data 

trade promotion 

expansion of investment and technology transfer 

Asia Pacific multilateral human resource development initiatives 

regional energy cooperation 

marine resource conservation 

telecommunications . 

Work started by the time of the second APEC Ministerial Meeting in Singapore 
in July 1990 (APEC Secretariat 1995, pp. 49-51). 

At the third APEC Ministerial Meeting in Seoul in November 1991, three more 
work projects were added in the areas of fisheries, transportation and tourism, 
thereby expanding the work program to ten work projects. In addition, the Seoul 
meeting delivered the Seoul APEC Declaration which set a firm foundation for 
APEC's work including principles, objectives and understanding of APEC. Its 
scope of activity included cooperation in the areas mentioned above as well as 
promotion of regional trade, investment and financial resource flows. It was 
stated that APEC's mode of operation should be based on the principle of 
mutual benefit, taking into account the differences in the stages of economic 
development and in socio-political systems, and giving due consideration to the 
needs of developing economies as well as a commitment to open dialogue and 
consensus-building, with equal respect for the views of all participants (APEC 
Secretariat 1995, pp. 61-64) 

Since 1993 periodic SOMs have listened to the progress reports on the ten work 
groups and the SOM annual consolidated report has been presented to each 
APEC Ministerial Meeting. APEC Economic Leaders' meetings have considered 
cooperative activities among their members since their start in 1993. The Bogor 
Declaration in 1994 emphasized development cooperation as a core element of 
the APEC agenda, together with liberalization and facilitation, in order to attain 
sustainable growth and equitable development, and to facilitate the growth of 
trade and investment in the region. 
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Part Two of the 1995 Osaka Action Agenda deals with economic and technical 
cooperation. Its Essential Elements include the statement that: 

APEC economies will pursue economic and technical cooperation in order to 
attain sustainable growth and equitable development in the Asia-Pacific region, 
while reducing economic disparities among APEC economies and improving the 
economic and social well-being of all our people (APEC Secretariat 1995). 

The Osaka Action Agenda covered 13 areas of economic and technical 
cooperation: trade and investment data, trade promotion, industrial science and 
technology (IST), human resource development (HRD), energy, marine resource 
conservation, fisheries, telecommunications and information, transportation, 
tourism, small and medium enterprises, economic infrastructure, and agricultural 
technology. The first ten areas continued from the original ten work projects, 
while the last three were newly added. Environmental protection is mentioned 
in several areas but not included as an independent area. Regarding 
implementation, the Action Agenda suggested three Essential Elements. These 
were common policy concepts, collective action, and policy dialogue in 
individual areas. 

The Osaka Action Agenda also set a new modality of APEC cooperation. It 
emphasized a departure from the conventional modality of distinct donor
recipient relationships. Member governments would, on a voluntary basis, 
contribute resources available to them, such as funds, technology and human 
skills, and they would all gain from the cooperation program. Consistency with 
market mechanisms was emphasized and participation by the private sector 
encouraged. 

It remained to be elaborated how to strengthen cooperation programs consistent 
with these guidelines. By 1995, approximately 200 projects had been proposed in 
APEC work projects. However, they remained as studies and seminars and had to 
be strengthened for visible achievement. At the SOM of 1995, in February, the 
Japanese Chair advanced the Partners for Progress (PFP) proposal with the 
intention of breaking down reluctance to strengthen economic and technical 
cooperation beyond studies and seminars. This proposal contained an ambitious 
program of including a wide range of cooperation activities and establishing a 
standing agency within APEC to administer them. However, concerns about 
additional funding and establishing a standing agency with personnel impeded 
the proposal. The PFP eventually made a cautious start with technical 
cooperation in improving administrative capability and transferring technology 
in three trade and investment liberalization and facilitation (TILF) areas of 
standards and conformance, intellectual property rights, and competition policy. 
These were indispensable for the successful implementation of important aspects 
of liberalization and facilitation, and were readily agreed upon. Furthermore, in 
his speech at the Leaders' dinner Mr Murayama announced that Japan would 
commit 10 billion Yen over several years to the promotion ofTILF. 
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The lack of consensus on economic cooperation among APEC members has 
impeded the strengthening of cooperation efforts in APEC. It was reflected in 
the frustration of naming APEC's cooperation program. President Soeharto 
introduced the term 'development cooperation' into the Bogor Declaration, but 
some members resisted it. In discussions for the preparation of the Osaka Action 
Agenda in 1995, senior officials finally agreed upon the modest term 'economic 
and technical cooperation' (ECOTECH). Part Two of the Osaka Action Agenda, 
although being one of the two major pillars on the APEC agenda, turned out to 

be no more than a collection of individual work programs and still lacked a 
strong thrust for visible achievement. 

4.3 The APEC model of development cooperation 

The new concept of development cooperation has appeared in some of the earlier 
literature on APEC. The first three reports of the Eminent Persons Group 
stressed its importance, although in general terms. In 1995 a new model was 
explored (AJRC 1995; PECC 1995) so as to meet emerging needs in the Asia 
Pacific. It had the following elements. 

First, the developing members of APEC have continued rapid growth for a 
decade or two and now have a different need for development. The NIEs have 
already accomplished substantial economic development and have begun to give 
assistance to less developed economies. ASEAN members have also started to 
give technical cooperation to their latecomer neighbors. The conventional type 
of bilateral cooperation between a donor and a recipient has sometimes failed to 

meet the changed reality of Asian development. It was, therefore, necessary to 
depart from the donor-recipient relationship and move to a new modality in 
which all members offer available resources to a cooperation program and all 
members gain from it. 

Second, considering the severe fiscal constraints in developed members in recent 
years, reliance on official development assistance for infrastructure building 
should be reduced in favour of exploring the possibility of incorporating the 
private sector into it in a market-friendly manner. Third, APEC should play a 
catalytic role in cooperation programs by disseminating relevant information, 
promoting policy dialogue, and encouraging interested members to conduct 
actual cooperative activities. 

The Foundation for Development Cooperation (FDC) has followed up the 
initiative taken by PECC to search for such a new model. Andrew Elek served as 
the coordinator of the FDC project and two other members of PECC also joined 
the project, as did the main drafter of the Japanese PFP report. After 
brainstorming seminars in Tokyo in November 1995 and Manila in February 
1996, the FDC team presented its report, 'An Asia-Pacific Model of 
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Development Cooperation', to the APEC Study Center Network Meeting in 
Manila in 1996. The Philippine Chair of APEC participated actively in the 
discussion and the report's contribution is apparent in the Ministerial Framework 
Declaration for ECOTECH made in November 1996. 

The Declaration set four goals as follows: 

(1) to attain sustainable growth and equitable development 

(2) to reduce economic disparities 

(3) to improve economic and social well-being 

(4) to deepen the spirit of community among the APEC member economies. 

It also adopted the guiding principles of: 

• mutual respect and equality 
• mutual benefit and assistance 

• constructive and genuine partnership 

• consensus building. 

Framework for strengthening ECOTECH 

On the basis of these goals and principles, the Declaration set the following 
framework for strengthening ECOTECH to guide member economies in its 
implementation. 

First, it should be goal-oriented with explicit objectives, milestones and 
performance criteria. 

Second, it can combine government actions, private sector projects and joint 
public-private activities with the public sector playing a direct or indirect role in 
creating an enabling environment for private sector initiatives. 

Third, it should draw on voluntary contributions commensurate with member 
economies' capabilities, and generate direct and broadly shared benefits among 
APEC member economies to reduce economic disparities in the region. 

The Declaration also gave priority to six areas: 

(1) developing human capital 

(2) developing stable, safe and efficient capital markets 
(3) strengthening economic infrastructure 

( 4) harnessing technologies for the future 

(5) safeguarding the quality of life through environmentally sound growth 

(6) developing and strengthening the dynamism of small and medium 
enterprises. 

These are all in the right long-term direction. Bilateral cooperation of the 
conventional type now prevails in the region but will be replaced progressively by 
the new type of cooperation suggested by the Declaration. It is consistent with 
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the emerging trend of change in development cooperation. The 1996 annual 
report of the OECD's Development Assistance Committee identified the 
changing environment of development cooperation and suggested local 
ownership and partnership as the basis for effective cooperation instead of a 
paternalistic approach (OECD/DAC 1996). 

However, how the current work program of ECOTECH should be strengthened 
so as to attain visible achievement is yet to be elaborated. For that we should 
examine the logistical aspects of the ECOTECH activities. 

4.4 Current state and challenges 
MAPA Part IV contains the Progress Report on APEC ECOTECH Joint 
Activities. It gives an overview of 320 joint activities and 151 sub-activities under 
the APEC ECOTECH Agenda as of November 1996. While TILF is undertaken 
by individual member governments as part of their Individual Action Plans and 
collectively by all members in APEC's Collective Action Plans, each activity in 
ECOTECH is coordinated by its lead 'shepherd' (who mostly represents the 
original proponent of the activity) and participated in by member governments 
on a voluntary basis. The progress report on ECOTECH consisted of reports on 
individual activities submitted by individual shepherds. 

Table 4.1 gives a summary of all ECOTECH activities classified by 13 areas. It 
gives the number of joint activities, including that of completed activities. 
Human resource development is the biggest area with 86 activities, one quarter 
of the total, and is followed by energy (43), industrial science and technology 
(41), and agricultural technology (35). One hundred and twenty activities (120), 
more than a third of total numbers, have already been completed and the 
remaining 200 activities are currently under way. Of course, far fewer have been 
completed in such new areas as transportation, economic infrastructure and 
agricultural technology. 

The main features of individual activities are reported in table form in the 
Progress Report; they are classified according to themes, lead economies/co
sponsors, time frame, status, fund source, and feedback/impacts on APEC goals 
and objectives. The Progress Report is the only updated record of individual 
ECOTECH activities published officially by APEC. It gives an overview of the 
wide coverage of APEC's ECOTECH activities and provides convincing 
evidence of their significance. However, we need to look more into the logistical 
aspects of individual activities, such as the types of activities and the amount of 
funds spent on individual activities in order to make a meaningful assessment. 
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Table 4.1 Thirteen ECOTECH areas and their numbers of activities 
(as of November 1996) 

Areas Total no. Completed 

Trade and investment data (TID) 5 2 

Trade promotion (TP) 13 8 

Industrial science and technology (IST) 41 20 

Human resource development (HRD) 86 29 

Regional energy cooperation (Energy) 43 30 

Marine resource conservation (Marine) 7 4 

Fisheries 12 6 

Telecommunications (Telecom.) 26 7 

Transportation (Transp.) 13 1 

Tourism 10 7 

Small and medium enterprises (SME) 20 10 

Economic infrastructure (Infra.) 9 1 

Agricultural technology (Agr. Tech.) 35 3 

Total 320 120 

Source Reproduced from JICA (1995) 

An unofficial document prepared for Japan's Partners for Progress proposal (JICA 
1995) contained a more detailed analysis of the ECOTECH activities as of 
November 1994. Tables 4.2-4.5 reproduce some of their summary tables. The 
document lists 242 projects (activities) classified by ten work groups conducted 
by APEC before the Osaka Action Agenda. They amounted to two thirds of the 
total number as of November 1996 but, since no change in the management of 
ECOTECH activities has been reported, it will describe the main logistical 
aspect of the APEC ECOTECH. 

Table 4.2 sets out project sponsors. Australia (38) and the United States (36) 
coordinate far more projects than others, followed by Japan (24), Canada (17) 
and Korea (15). Thailand, Chinese Taipei, Indonesia, New Zealand, and China 
coordinate 11 to 7 projects respectively. The area distribution of individual 
'overseers' is largely the same as the total distribution (Total 1), more in human 
resource development (HRD) and energy than others, though some members 
have focused on a particular area, like Thailand in fisheries (6), Philippines in 
HRD (6), Japan in IST (5), and Canada in marine resources (5). 
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Table 4.3 classifies all ECOTECH projects by type. Survey/research (91) and 
seminars (79) predominated, occupying almost two thirds, followed by 
publication (33), data compilation (24), and training (IO). Individual areas have 
similar distribution by type. 

Table 4.4 tells us about financing of the ECOTECH projects. On average, 52 
percent of them obtain financing from APEC funds, while 20 percent are borne 
by overseer members and 7 percent by other members. However, telecommuni
cations and energy areas obtained more funds from APEC sources (approxi
mately three quarters), while projects of tourism, trade promotion and TID are 
more borne by overseers and other members. 

Table 4.5 tells us how much was spent on the 104 APEC Fund-supported 
projects. Fifty (50) projects received between US$20,000 and $50,000, while 36 
received less than US$20,000, 15 projects received between US$50,000 and 
$100,000 and only three projects received more than US$100,000. This funding 
is small in international project terms. No clear numerical details are available 
about how much was borne by individual overseers and other participants. The 
PFP Report (1995) gave its own estimate as follows, based on data from APEC's 
Administrative and Financial Committee data and other sources. APEC funds 
are allocated for publishing and other administrative costs, while seminar and 
research activities are generally financed by the participating members. Expenses 
for database building, surveys, research and other activities are considered to be 
costs to the overseer members. 

If compared with conventional bilateral official development assistance (ODA), 
these logistical aspects clarify the characteristics of APEC's ECOTECH. A typical 
APEC/ECOTECH activity is a 'pet' project proposed and coordinated by a 
member, financed mainly by the proponent, and partly supported by APEC 
Central Funds. Incidentally, the total budget of APEC for 1997 approved at the 
Manila Ministerial Meeting was only US$809,000 which severely limits its 
contribution to ECOTECH. It is basically technical assistance by grant under 
conventional bilateral ODA provided by a conventional donor but of lesser 
amount than average. Examples of the average budget size ofJapanese technical 
assistance were 1.4 billion Yen (US$ l 1.7 million) for a rice cultivation machine 
center in Indonesia, and 2.5 billion Yen (US$21 million) for a model pilot plant 
for cleaner coal burning in China, both conducted in 1996. Although no exact 
figures are available for the average budget size of a bilateral ECOTECH activity, 
they may be ten to twenty times the average size of APEC ECOTECH activities. 
The complaint that is often heard in conventional ODA circles that APEC's 
ECOTECH attracts funding away from conventional ODA is totally groundless. 
I conjecture that the money spent on APEC ECOTECH will not exceed 0.1 
percent of the total ODA in many donor countries. 



Table 4.2 Number of ECOTECH projects by overseer 

Northeast Asia Southeast Asia Oceania Nth & Sth America 

Areas Ch HK Ja Ko CT Br In Ma Ph Si Th Au NZ PNG Ca Chi Me us 0th Und Totl Tot2 

TID 0 0 0 0 1 0 0 0 0 1 0 3 1 0 0 0 0 1 0 1 8 8 

TP 0 0 1 1 1 0 0 0 0 1 0 3 0 0 0 0 0 1 0 4 12 12 

IST 3 0 5 2 1 0 0 0 1 1 0 0 0 0 0 0 0 0 1 1 15 15 

HRD 3 0 7 10 4 0 3 0 6 1 3 12 2 0 7 0 0 14 1 4 77 75 

Energy 1 0 6 3 1 0 3 0 0 0 0 9 0 0 1 0 0 12 0 5 41 32 

Marine 0 0 0 1 0 0 1 0 0 0 1 0 0 0 5 0 0 1 0 0 9 7 

Fishery 0 0 1 0 0 0 0 0 0 0 6 2 3 0 1 0 0 0 1 1 15 14 

Telecom. 0 1 2 1 0 0 0 0 1 0 1 4 1 0 2 0 0 4 0 3 21 21 

Transp. 0 0 1 0 0 0 1 0 0 0 0 4 0 0 1 0 0 2 0 2 11 11 

Tourism 0 0 1 0 0 0 0 1 0 1 0 1 1 0 0 0 0 1 0 0 6 6 

TOTAL 7 1 24 15 8 0 8 1 8 5 11 38 8 0 17 0 0 36 4 21 215 201 

Source Reproduced from JICA (1995), Part II 

Notes Row Total: Total 1 exceeds total project number (Total 2) because some projects involve more than one overseer. 

'Other' includes projects overseen by the APEC Secretariat, the NAFTNAFTA Secretariat, PECC, or on a rotation basis. 

Country/region abbreviations: Au:Australia, Br: Brunei, Ca:Canada, Ch: China, Chi:Chile, CT:Chinese Taipei, HK: Hong Kong, In:Indonesia, Ja:Japan, 
Ko:Korea, Ma:Malaysia, Me:Mexico, NZ:New Zealand, Ph:Philippines, PNG:Papua New Guinea, Si:Singapore, Th:Thailand, US: United States 



Table 4.3 Number of ECOTECH projects by type of activity >!>-. 
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compilation research (b) (c) (d) systems (f) ~ .... 

(a) (e) ~ 
;:, 
~ 

;:,,,. 
TID 3 1 1 3 0 1 0 0 9 "' !:;· 

TP 2 2 1 6 2 1 0 1 15 
~ ;:,: 

" S; 
IST 0 10 1 1 6 0 0 0 17 " " "' ;;! 
HRD 1 37 8 43 5 0 6 8 108 ;;! ., 

~ 

Energy 10 10 11 11 1 0 0 1 44 ~-

Marine 1 2 2 2 0 0 0 2 9 

Fishery 1 9 2 5 0 0 0 1 18 

Telecom. 3 9 5 2 2 1 1 5 28 

Transp. 1 6 1 0 0 0 0 0 4 
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TOTAL 24 91 33 79 10 3 7 22 269 

Source Reproduced from JICA (1995), Table 2.1 

Notes (a) Gathering of existing statistics and information 

(b) Publication of data obtained and research papers 

(c) Includes workshops, forums, symposiums and meetings 

(d) Includes the dispatch of specialist personnel 

(e) Formulation of new guidelines and systems 

(f) Row total (Total 1) exceeds total project numbers (Total 2 in Table 4.2) because some projects involve more than one type of activity. 
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Areas APECFund Overseer's fund Other participants fund Others Undetermined Total 
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Source Reproduced fromJICA (1995), Table 4.1 
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Table 4.5 Number and distribution of APEC Fund-supported projects by funding amount: number of projects and VI 
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% of the total (in thousand US dollars, US$T) 
tl;:I 
~ 
N. 

Areas Up to $TIO $T10-$T20 $T20-$T50 $T50-$Tl00 Over $T100 Total §:; 
~ 

!:> 
No. Proj. % No. Proj. % No. Proj. % No. Proj. % No. Proj. % No. ;:i 

;::,,.. ..., 
TID 2 25 0 0 0 0 0 0 1 12.5 3 ~-

~ :::; 

TP 2 16.7 1 8.3 0 0 0 0 1 8.3 4 "> 

~ 
"> 

IST 0 0 1 6.7 1 6.7 0 0 0 0 2 ~ 
~ 
~ 

HRD 2 2.7 11 14.7 19 25.3 5 6.7 1 1.3 38 ~ 
~ 
N. 

Energy 0 0 1 3.1 20 62.5 3 9.4 0 0 24 
~ 

Marine 1 14.3 1 14.3 1 14.3 1 14.3 0 0 4 

Fishery 0 0 1 7.1 3 21.4 1 7.1 0 0 5 

Telecom. 4 19 4 19 5 14.3 3 14.3 0 0 16 

Transp. 3 27.3 2 18.2 0 0 1 9.1 0 0 6 

Tourism 0 0 0 0 1 16.7 1 16.7 0 0 2 

TOTAL 14 7 22 10.9 50 24.9 15 7.5 3 1.5 104 

Source Reproduced fromJICA (1995), Table 4.2 

Notes Funding amounts are not available for all projects. 

Percentage shows % of total project numbers. 

Row total stands for the number of projects for which funding amounts are available. 
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4.5 Conclusion and recommendations 

I accept the rationale for current ECOTECH activities. They serve the purpose 
of information gathering, policy dialogue, and study and research emphasized in 
the General Element of the Osaka Action Agenda Part Two. Furthermore, quite a 
few activities have involved more than one proponent or active participant who 
bears the financial burden, which is consistent with the new APEC cooperation 
model that all contribute and all benefit. However, as long as we remain within 
the current ECOTECH framework, we will never be able to go beyond the 
current ECOTECH of seminars, study/research, and information gathering and 
make a visible achievement. The following reasons can be suggested for this 
problem. 

First, individual ECOTECH activities are proposed voluntarily by individual 
member governments as their pet projects, and the consolidated ECOTECH 
report merely compiles the assessment reports submitted by their coordinators. 
Nobody in APEC overviews all ECOTECH activities and tries to analyze their 
problems. The unavailability of any figures concerning logistical aspects of 
individual ECOTECH activities highlights the absence of what is needed. 
APEC's Economic Committee is in charge of ECOTECH but its report 
(APEC/EC 1996) gave a long-term perspective on the ECOTECH activities 
while providing little practical clue to strengthening them in the short term. 

Second, being pet projects on a voluntary basis, only small technical cooperation 
projects of minimum budget burden have prospered. Is there not negative peer 
pressure on member governments to refrain from proposing an outstanding big 
project which could provoke jealousy in fellow members? 

Third, the Framework Declaration does not provide a practical guide to 
strengthening the ECOTECH activities. MAPA's Progress Report gives us 
sufficient justification for individual ECOTECH activities so that one can hardly 
reject many of them as inadequate or having little impact on the Bogar goal. The 
six priority areas suggested by the Framework Declaration are broad enough to 
include almost all ongoing ECOTECH activities. 'Goal oriented' and 'explicit 
performance criteria' sound good but they are still abstract. 

Fourth, APEC itself can only serve as a catalyst for development cooperation 
among APEC members, and must involve conventional donors and multilateral 
aid agencies in its program. In reality, however, while insisting on the new model 
of development cooperation, it has refrained from elaborating how to involve 
these conventional bodies of development cooperation. For example, in building 
public infrastructure, it seems to have been agreed within APEC that it should be 
promoted in a market-friendly manner by incorporating private investors as well 
as conventional ODA and multilateral aid agencies. However, in order to give 
sufficient incentive for the private sector to participate in public infrastructure 
building, APEC has to work out how to liberalize and reform various regulations 
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inherent in such undertakings and introduce a new management modality. 
APEC should also clarify how the private money should be combined with the 
public money from member governments or multilateral agencies in big projects 
which require seed money from public sources. 

The Greater Mekong Subregion Project of the Asian Development Bank appears 
to offer a solution to this dilemma. It aims to promote development cooperation 
in the Greater Mekong Subregion, and suggests the four priority areas of 
transportation, energy, telecommunications, and environment/resource 
management. The subregion is located in the borders of six countries -
Vietnam, Laos, Cambodia, Myanmar, Thailand and China - and the project 
cannot succeed without close cooperation between them. Here, the ADB plans 
to play a catalytic role in promoting development cooperation - identifying the 
needs of individual member countries, designing specific programs agreeable to 
all members, assisting preparation within individual members, mobilizing funds, 
technology and experts, and encouraging the private sector to participate. 

This is consistent with the APEC model of development cooperation 
recommended in the Framework Declaration. APEC aims at a similar catalytic 
role. However, APEC differs from the ADB. While ADB has some funds, 
technology and expertise in organizing a development cooperation program, 
APEC has none of these. 

APEC may need to increase its secretariat and central fund, and to catalyze 
greater involvement of some existing development cooperation agencies in 
implementing economic and technical cooperation projects identified by APEC 
working groups. However, what is more important is to allow one of its 
participating economies to take a definite initiative in strengthening its 
ECOTECH activities. 
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5 Towards strengthening development 
cooperation in the Asia Pacific: 
Hardware vs software? 

Ponciano S. lntal Jr 
Philippine Institute for Development Studies, Manila 

5.1 Introduction 
In his speech at the opening ceremonies of the APEC Ministerial Meeting on 
22 November 1996, President Fidel Ramos of the Philippines laid out forcefully 
the rationale behind the need to strengthen economic and technical cooperation 
in the Asia Pacific, saying: 

The Asia-Pacific region is so dispersed geographically and so diverse economically, 
politically, and culturally that we must ask ourselves this question: beyond the 
economic interdependence that free and open investment fosters, what can truly 
hold together such a pluralist region? 

And when we consider that economic discord, short-term dislocation and the 
marginalization of some sectors of national society are problems that economic 
integration does not redress but tends rather to worsen, we must ask the question 
again: what is the glue that will hold our region together? 

Or, to put it in terms that political leaders and government officials are familiar 
with: how do we deepen and broaden the APEC constituency, so that APEC can 
be sustained over the long haul? 

The short answer to all these questions is that we must develop a culture for 
solving problems together. We must build a community of APEC economies, and 
we must use the instrument of economic and technical cooperation to develop 
and strengthen such a culture. This culture of cooperation will give flesh and 
blood to our abstract concept of an Asia-Pacific community. It will be our 
collective acknowledgment of our common interests and our moral purpose -
interests and purpose we share despite the obvious presence of conflicting 
practical interests and perceptions among our economies ... 

Developing a culture of cooperation in the Asia Pacific is best undertaken in the 
context of a new paradigm of cooperation which is different from the traditional 
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'donor-donee' relationship. Again, President Ramos presented the new model of 
cooperation most succinctly and eloquently in his speech: 

... a model of cooperation that relies on sharing information, knowledge, 
experience and expertise, rather than on merely transferring resources from the 
rich [economies] to the poor [economies]; 

a model of cooperation that encourages initiative and participation from the 
private sector, rather than relying on governments always to assume the central 
role; and finally, 

a model of cooperation where everyone contributes according to one's 
capabilities; where priorities are jointly set; and where there are no 'junior 
partners' but only 'equal partners'. 

The Manila Declaration on an Asia Pacific Economic Cooperation Framework for 
Strengthening Economic Cooperation and Development, signed during the APEC 
Ministerial Meeting in November 1996, embodies the new model of cooperation 
that President Ramos elaborated in his speech (see Appendix 1). 

Building a spirit of community in the Asia Pacific is necessarily a multi-pronged 
process. Ideally, the more avenues for mutually beneficial interaction and linkages 
and the greater the number of participants among the peoples and economies of 
the Asia Pacific, the greater the likelihood that the spirit of community will be 
deepened in the region. At the same time, a concerted effort to strengthen 
economic and technical cooperation in the region will face constraints of 
resources and personnel. Thus, for the new model of cooperation to take root, it 
is important to focus and prioritize the areas of cooperation, at least those with 
official blessings under the aegis of APEC. 

One important area of choice is between infrastructure facilities (or 'hardware') 
and non-infrastructure programs (or 'software') as the main focus of the new 
model of cooperation in the region. The contention of this paper is that limited 
resources for regional development cooperation programs and the need to deepen 
the participation within the region in regional cooperative efforts necessitate that 
regional development cooperation activities emphasize non-infrastructural 
investments. Benefits from infrastructural investments tend to be more location
specific and therefore less widespread across countries, compared to non
infrastructural investments like training where the benefits tend to be less 
excludable among member countries. Moreover, the growing interest of the 
private sector in infrastructure investments when the policy regime is conducive 
makes it less pressing for governments to underwrite investments in 
infrastructure fully. Indeed, it is likely that the social benefits from investments in 
strengthening the institutional and policy frameworks for private participation in 
infrastructure financing, construction and operations are significantly higher 
than the social benefits from direct public investment in an additional 
infrastructure project. Correspondingly, the most effective cooperative means 
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(among the economies in the region) of addressing infrastructure bottlenecks in 
the region is through regional cooperation in improving the policy and 
institutional environment for increased private sector investment in 
infrastructure ('software') rather than through the joint financing of a (specific) 
infrastructure project itself ('hardware'). 

Among non-infrastructure investments, APEC may need to give priority to: 

(1) projects that encourage pooling of resources, which reduces the cost of 
doing business in the region 

(2) community-building within APEC 
(3) improving technological capability of APEC member economies 
(4) strengthening the institutional capacity of APEC governments for improved 

governance 
thereby encouraging and supporting private enterprise to adjust and thrive in an 
open and more integrated region. 

5.2 Infrastructure requirements and the private sector 
Analysis by the World Bank concluded that there is a strong correlation between 
the availability of infrastructure and the rate of economic growth; specifically, a 
1 percent growth in the stock of infrastructure is needed for every 1 percent 
increase in per capita income (World Bank 1994). As such, for East Asian 
developing economies to maintain their robust growth, they need to raise their 
ratio of infrastructural investments to GDP from the earlier levels of 3.6 percent 
during the 1970s, 4.6 percent during the 1980s and 5.5-6.0 percent during the 
early 1990s to around 6.8 percent during the latter 1990s and early 2000s 
(World Bank 1995, pp. 20-24). This means that the developing East Asian 
countries alone would need between US$1.2 trillion and US$1.5 trillion for 
infrastructure investments during the 1995-2004 period in order to sustain the 
rapid growth in these countries and to compensate for the under-investment in 
infrastructure in some of the countries in the region (for example, the Philippines 
and China). Six countries, namely China, Indonesia, South Korea, Thailand, 
Malaysia and the Philippines, account for the bulk of the investment 
requirements (US$ l.2 trillion to US$ l.35 trillion) for power, telecommuni
cations, transport, and water and sanitation during the period (see Table 5.1). 



Table 5.1 Indicative investment requirements in infrastructure, 1995-2004 (in billions) 

Power Telecom Transport Water & sanitation Total 
US$B %GDP US$B %GDP US$ B %GDP US$B %GDP US$B %GDP 

Baseline scenario (IEC baseline growth) 

China 200 2.0 141 1.4 302 3.0 101 1.0 744 7.4 
Indonesia 82 2.9 23 0.8 62 2.2 25 0.9 192 6.8 
Korea 101 2.1 32 0.7 132 2.7 4 0.1 269 5.6 
Malaysia a 17 1.7 6 0.6 22 2.1 4 0.4 50 4.8 
Philippines 19 2.7 7 1.0 18 2.5 4 0.4 48 6.8 
Thailand a 49 2.4 29 1.4 57 2.8 10 0.5 145 7.2 ~ 

~ 

Other b 25 3.1 18 2.2 14 1.7 4 0.5 61 7.5 ~ ;::,.. 

" East Asia c 493 2.2 256 1.2 607 2.7 153 0.7 1509 6.8 ;:: 
~. 

~ 
Low Case Scenario (GDP growth lower by 2 percentage points) ~ 

"::! 

China 150 1.7 113 1.3 265 3.0 88 1.0 616 7.0 " ~ 
Indonesia 73 2.9 20 0.8 56 2.2 23 0.9 172 6.8 ;:;! 

" ;:: 

Korea 80 1.9 26 0.6 106 2.5 3 0.1 215 5.1 
,.,. 
~ 

Malaysia a 16 1.8 6 0.7 22 2.4 4 0.4 48 5.3 ~ 
" 

Philippines 16 2.6 5.5 0.9 14 2.3 2 0.3 38 6.1 l:l 
~· 

Thailand a 26 1.5 52 0.5 125 7.1 
;:: 

38 2.2 2.9 9 ~. 

;:! 

Other b 18 2.5 14 1.9 13 1.8 3 0.4 48 6.7 ~ 
" 

East Asia c 391 2.0 211 1.1 528 2.7 132 0.7 1262 6.5 ::... ..... 
~· 

Source World Bank (1995) ~ 
" Notes a Estimates were available only for the public sector. ~ 
" b Others comprise Cambodia, Fiji, Kiribati, Lao PDR, Maldives, Mongolia, Myanmar, Solomon Islands, Tonga, Vanuatu, Vietnam and Weste~n 

Samoa. Vl 
'-I 

c East Asia includes China, Indonesia, Korea, Malaysia, Philippines, Thailand and 'Others'. 
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The magnitude of the infrastructure requirements necessitates greater 
participation by the private sector in the financing, construction and operation of 
the infrastructure facilities. There are indications that the private sector is indeed 
willing to do so when the policy environment is conducive. For example: 

(1) The deregulation and liberalization of the Philippine telecommunications 
industry encouraged the entry of a number of new telecommunications 
firms, virtually all of them joint ventures between Philippine firms and 
established foreign telecommunications firms. The result has been a sharp 
increase in investments in telecommunications facilities, including by the 
dominant and hitherto virtually monopolistic telecommunications firm. 
There has been a sharp increase in various telecommunications services 
(especially mobile cellular paging and phone service), reduction in waiting 
time for telephone service, and a decrease in international toll and national 
direct dial rates. 

The Philippines is not alone in attracting private investments with the 
liberalization of th~ telecommunications sector. Thailand used a BOT 
(build, operate and transfer) scheme to expand telephone services in the 
rural sector while Indonesia broke up the single national telephone service 
and encouraged private companies to manage regional telecommunications 
companies (World Bank 1995, p. 8). New Zealand also successfully 
privatized its former state monopoly telecommunications service company, 
New Zealand Telecom (APEC 1996). Other countries which also undertook 
(partial) privatization of telecommunications companies in recent years 
include Chile, Malaysia and Mexico. 

(2) In response to a crippling power shortage in the early 1990s, the Philippines 
opened up the power generation sector to private investments, primarily 
through BOT and related schemes. The private sector responded favorably, 
so much so that virtually all the additional power-generating capacities from 
new or rehabilitated plants had private sector participation. The initial 
private power plants were expensive 'peak load' plants which could be 
installed readily to address the power shortage. As the power shortage 
problem receded, the composition of the power generating plants was 
increasingly lower cost, 'off peak' plants such as coal and combined cycle 
plants. The success of private involvement in the power generation sector 
has encouraged the government to plan for the privatization of the National 
Power Corporation, the country's main and government-owned power 
company. 

In addition to the Philippines, China has also tapped the private sector 
significantly to meet the rapidly rising power demands resulting from the 
fast pace of economic growth in the country, especially in the coastal areas. 
Mexico, Korea, Malaysia, Chile and Indonesia have also succeeded in 
attracting private investment in power generation. 
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(3) Toll roads have also attracted private investments. Some of the more 
ambitious toll road investment programs in the region include those in 
Indonesia (767 kilometers for US$3.5 billion) (APEC 1996), Malaysia 
(including the US$2.3 billion North-South Toll Motorway), China 
(including the US$1.0 billion Guangzhou-Shenzhen superhighway), and 
Mexico (with planned 4,000 kilometers of toll highways for US$10 billion, 
in addition to the US$2.1 billion Highway of the Sun from Cuernavaca to 
Acapulco (World Bank 1994, pp. 97-98). In the Philippines, the elevated 
toll highway along South Superhighway from the Makati business district to 
Alabang is currently under construction by a joint venture that includes an 
Indonesian firm. 

( 4) Although more limited, privatization of water supply systems has also 
attracted private sector investments, including those in Malaysia and Macau. 
The most recent case is the privatization of the distribution of the Manila 
water supply system, which was won by two of the major business groups in 
the country in joint ventures with foreign firms. The bids from the private 
sector all indicate lower water rates than those currently charged by the 
state-owned water utility. This reflects the expectation that the private sector 
would be able to reduce the ratio of non-revenue water substantially, which 
currently is significantly higher than the world average, and also reduce the 
staffing ratio. In comparison to Manila's below-average performance, one of 
the most successful privately managed water supply systems in the 
developing world, the SODECI in Cote d'Ivoire (Ivory Coast) has a ratio of 
non-revenue water which is only 15 percent and a staffing ratio which is 
only 4 per thousand collections (World Bank 1994, p. 63). 

(5) Liberalization in the transport industry has also led to significant private 
investments. For example, the liberalization of the domestic air industry in 
the Philippines has led to new private domestic airlines, resulting in lower 
tariffs and more travel time options for passengers. Similarly, the 
liberalization in routes and fares of inter-island shipping in the Philippines 
led to major investments in new inter-island vessels as well as fast inter
island ferries which have improved the quality and safety of inter-island 
shipping in the country, and dramatically reduced the travel time between 
neighboring islands where the new ferry services were established. 
Privatization, generally partial, of airlines has also occurred in a large 
number of countries in the APEC region. Among them are Mexico, Chile, 
Malaysia and Thailand. 

It must be pointed out that countries outside the APEC region have also 
undertaken privatization and liberalization initiatives with similar positive 
response from the private sector. Indeed, in some respects, Latin American 
countries (including Argentina and Brazil in addition to Mexico and Chile) have 
been more aggressive in privatization than East Asian economies. 
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Nevertheless, private sector investment intentions have been far greater than the 
actual private investments, and the projected investment requirements are much 
higher than the actual private investments so far. The World Bank (1995) points 
out a number of concerns and constraints that need to be resolved before the 
private sector can be expected to play a much more substantial role in meeting 
the infrastructure needs in the region. These concerns are primarily with respect 
to the policy and institutional environment governing the infrastructure sector 
and private investments in the sector. These concerns and constraints include: 

(1) The need for a greater convergence of expectations between the private 
sector and the government as to what is reasonable and acceptable with 
respect to risks in infrastructural investments. This is addressed in part 
through the lengthening history of interaction between the public and 
private sectors in infrastructure development. An additional measure is the 
unbundling and management of risks between the private sector and the 
government, perhaps by setting up 'templates' for each sector in order that 
there is greater transparency and clarity among all the participants on how 
risks are shared and managed between the private sector and the 
government. In the early BOT arrangements, private investors took few 
risks while the government utility firms and governments took most of the 
commercial and exchange risks through government guarantees. To some 
extent, this is increasingly addressed by the greater willingness of the private 
sector to undertake infrastructure investments without the need for 
government guarantees on their foreign loans for infrastructure projects. In 
the process, the contingent liabilities of the government are reduced. 
Nevertheless, deepening private sector investment without government 
guarantees calls for clear rules, more appropriate pricing of utilities, a 
liberalized foreign exchange regime and good credit standing of the country 
in the world capital market. 

(2) Unclear government objectives exacerbate complex decision-making 
processes and exact undue transaction costs. This is especially the case where 
private investment in infrastructure is viewed primarily as a stopgap measure 
to increase resources in infrastructure investments rather than representing a 
new policy regime towards greater competition, efficiency and private 
participation in the provision of infrastructure. It appears that private sector 
interest has been particularly positive in countries where there is high-level 
government policy thinking and support concerning the provision of 
infrastructure through the private sector and increased competition. 
Examples would include the Philippines and Malaysia in the ASEAN 
region. Nevertheless, even in the Philippines, which has been comparatively 
more aggressive in privatizing the provision of infrastructural services, the 
process can be held hostage, through the use of court cases by parties 
opposed to a particular privatization decision (for example, the privatization 
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of the Manila Hotel). The more streamlined and transparent the procedures, 
the lower the transaction costs, thereby encouraging more private 
participation in infrastructure investments. 

(3) The need for more conducive government policies, especially with respect to 
utility pricing and competition policy in the infrastructure sector; in 
addition, there is a need for a better and clearer legal and regulatory 
framework, especially on dispute settlement and investment codes. This is, 
to a large extent, the most important concern of private sector investors in 
the infrastructure sector. At the same time, this is one of the most politically 
sensitive and difficult issues, because there are also equity concerns that have 
to be taken into consideration. In effect, ensuring cost recovery for the 
private sector while at the same time ensuring the provision of minimum 
infrastructure services to the poor and remote areas is at the heart of the 
policy issue in infrastructure provision and the role of the private sector in 
it. The challenge is in unbundling infrastructure appropriately to allow 
private sector provision in some areas, joint private-public sector provision 
in others, and purely public sector provision in the rest. In the process, it is 
possible to get more 'bang' from the infrastructure dollar, through better 
operational efficiency on the one hand and a better targeting of government 
infrastructural investments on the other. 

( 4) The need to develop the domestic capital market and-to tap private long
term financing at affordable rates. Given the large investment requirements 
for infrastructure especially in the developing APEC countries and 
considering the large current account deficits in many of these countries, it 
is likely that domestic savings are a major source of financing for private 
sector infrastructure investments tapped through appropriate financial 
instruments. For developing countries with a relatively low saving rate (for 
example, the Philippines), an equally important agenda is the increase in the 
domestic saving rate. 

Thus, increasing private investments in infrastructure in a sustained manner 
involves more conducive government sectoral policies in pricing and 
competition; a clearer regulatory framework; more transparent, competitive and 
facilitative decision-making processes; unbundling and better management of 
risks in infrastructure investments; and development of the capital market and 
appropriate long-term financing instruments. Meeting these needs by investing 
in improving the policy and institutional frameworks of infrastructural 
investments would have greater social benefits than the return from an additional 
infrastructure project because of the potential encouragement impact on private 
investments in the infrastructure sector. For example, the average economic rate 
of return of World Bank-assisted telecommunications projects was 20 percent 
during 1974-82 and 19 percent during 1983-92 (World Bank 1994, Table 1.2, 
p. 17). On the other hand, the welfare gains (to enterprises, workers and 
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consumers) as a ratio of total annual sales from the privatization in 
telecommunications systems of Chile and Mexico amounted to more than 
150 percent and 50 percent respectively (World Bank 1994, Fig. 3.3, p. 65). 
Assuming that it is the investments in improving the policy and institutional 
framework that led to the privatization of the telecommunications systems in 
both countries, it can be argued, drawing from this experience, that investments 
in improving the policy and institutional framework of infrastructural services 
would have greater social returns than an investment in an additional 
infrastructure project. . 

Exchanges among APEC economies of experience in the areas of institutional 
strengthening and policy innovations for encouraging private participation in 
infrastructure investments can help to address the infrastructural constraints of 
many countries in the APEC region. Indeed, this has been the focus of attention 
in the relevant APEC working groups and task forces concerned with 'building 
an efficient and open infrastructure sector' in the APEC region (APEC 1996). 
Thus, for example, the sharing of experiences on best practices in infrastructure, 
the adoption of non-binding principles in energy policy as well as the Reference 
List of Elements ofa Fully Liberalized Telecommunications Sector, and the 
formulation of an action agenda for economic infrastructure that will 'foster 
public/ private sector partnerships and collaboration among APEC members in 
order to meet the region's massive infrastructure requirements' (APEC 1996, p. 22). 

The Individual Action Plans of the APEC member economies also include 
specific actions for strengthening public-private sector partnership in 
infrastructure development. The recommendations of the APEC Business 
Advisory Council are similar: most importantly, the Council recommends the 
holding of joint public-private sector infrastructure roundtables,. in large part to 
develop guidelines for facilitating private sector investments in infrastructure 
(ABAC 1996, pp. 24-27). 

Moreover, the sustainability of the private participation in infrastructure 
investments in a given country depends on the willingness of the population to 
pay more directly for infrastructure services (through toll roads and bridges or 
higher utility.rates) rather than through taxation and the government budget (in 
terms of subsidies). Thus, the private investors and the government in any given 
country would need to convince the public that private participation in the 
infrastructure sector improves the quality of infrastructure services at affordable 
prices through improved efficiency (relative to the government) in the 
construction and operation of infrastructure facilities. 

To sum up, in principle, efficient government expenditures programming 
requires that expenditure activities are arrayed according to their marginal 
benefits and costs, and that the government chooses the expenditure package that 
provides the highest social benefits at the margin. This means that there need not 
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be a priori bias in favor of infrastructure or non-infrastructure investments. 
Nevertheless, with greater private sector interest in infrastructure investments 
when the policy regime and institutional framework are acceptable, the APEC 
member governments have greater leeway to invest in non-infrastructure 
activities (and certain infrastructure facilities like roads in remote areas) where 
the private sector is less interested. In addition, with the wide experience and 
expertise of the APEC member economies in non-infrastructure investments, 
there is greater scope for pooling of resources among APEC member economies 
in terms of financing and expertise and thereby greater opportunity to help 
strengthen the institutional capacity of APEC member governments for 
improved governance and efficiency, particularly in light of the growing 
economic openness and integration of the region. 

5.3 The challenge for governments 

The number of economic and technical cooperation projects under APEC has 
been growing significantly since 1989 when APEC was established. As Yamazawa 
(Chapter 4 in this volume) has noted, at least 320 ECOTECH activities (and 
151 sub-activities) had been undertaken by October 1996. Most of these 
activities are in the areas of human resources development, energy, 
telecommunications, industrial science and technology, small and medium 
enterprises, trade promotion and tourism. A few are in the areas of marine 
resource conservation, fisheries, economic infrastructure, trade and investment, 
and agricultural and technical cooperation. The economic and technical 
cooperation activities consist primarily of surveys/research, seminars, policy 
dialogues, data compilation, publications, and training programs (see APEC 
1996, p. 31). 

At present, there is also a plethora of economic and technical cooperation 
project proposals and ideas in the APEC machinery. In the light of limited 
resources, the challenge is to prioritize the proposals. Equally important is the 
need to boost the welfare-increasing or community-building impact of the large 
number of projects undertaken through APEC. The concept of 'focussed 
outcome', which the United States proposed in 1996, was meant to provide 
greater internal consistency and complementarity among the projects by focusing 
on definable targets and 'milestones'. 

The US paper proposes that priority be given to projects which pool resources of 
the governments and private sectors of as many APEC member economies as 
possible, which benefit as many participants as possible, and which significantly 
contribute to the following: 

• strengthening the sense of community in the region 

• strengthening the technological capability of member economies, including 
the strengthening of manpower technical skills 
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• reducing the cost of doing business (including the cost of infrastructure 
services) in the member countries and the region 

• strengthening the institutional capability of APEC economies to encourage 
private enterprise in an open and more integrated region. 

Community-building within APEC 

Nothing generates a deeper sense of community more than direct, face-to-face 
interaction among the peoples of the Asia Pacific in their efforts to understand 
one another better, share one another's experience and expertise, and address 
common concerns jointly. The wider the participation, the greater the non
governmental leadership, the better it is for building an Asia-Pacific community. 
Thus, community-building should preferably involve active sharing, joint 
undertaking, pooling of resources, exchange of people (scholars, students, 
educators, artists, etc.) and/or sustainable institutional linkages. The current 
emphasis of APEC development cooperation appears to be on economic, 
business, technical and educational activities. There may be a need to widen this 
further to include, among others, cultural exchange. In ASEAN, the deeper 
understanding of the cultural differences and similarities among the member 
countries helped pave the way for the ASEAN Free Trade Agreement. It is 
possible that increased cultural exchanges could also help APEC participants to 
resolve the many difficulties that may need to be overcome in order to attain the 
vision under the Bogor Declaration. 

A sense of community includes common understanding and joint responsibility 
for 'regional commons' and intra-regional transborder externalities. Two concerns 
stand out. The first concerns the regional environment, including transborder 
environmental externalities like acid rain. The second pertains to peace and 
security in the region. 

Despite the concern for a clean Pacific Ocean as enunciated in the APEC 
Ministerial Meeting on Sustainable Development in 1996, the Pacific Ocean is a 
huge area such that the Pacific Ocean of interest to Chile would be different 
from the Pacific Ocean of interest to Taiwan or the northern Philippines. Rather, 
it is the transborder environment problem such as acid rain in Japan or Korea 
from heavy industrial pollution that may even come from China, or a more 
defined, shared resource like the Straits of Malacca that straddle Malaysia, 
Indonesia and Singapore - that is 'subregional common'. In such circumstances, 
it is subregional joint cooperation activities and mutually agreed upon policy 
measures among the concerned economies and countries which are the logical 
locus of community efforts. What the larger community can do is facilitate joint 
cooperative activities and policy initiatives that address the transborder 
environmental externalities. 



Strengthening development cooperation in the Asia Pacific 65 

Peace and security in the region are closer to a 'regional public good'. Armed 
conflict even between two countries can affect the region - its economy, polity 
and sense of community. Peace and security are essential to sustained economic 
growth in the region. Current regional mechanisms such as regular regional 
consultations and discussions on peace and security in the region also contribute 
to a deeper sense of community. APEC, being an economic cooperation forum, 
does not deal explicitly with peace and security concerns. Nevertheless, the very 
nature and success of APEC, which underscores the deepening and widening of 
the stakes that member economies have in economic openness and stronger 
economic interdependence and in one another as markets, sources of supply and 
areas of investment in the region, encourage Asia-Pacific governments to have 
greater interest in maintaining peace and security in the region (Intal 1996b). 

Strengthening the technological capability of member economies 

Growth in productivity does not only stem from improved allocation of 
resources among economic sectors and industries and from improved 
organization of firms, but also from technological adoption, adaptation, diffusion 
and generation. Thus, the international competitiveness and growth prospects of 
each of the Asia-Pacific economies are shaped in part by its capability to absorb, 
adapt, improve, and/or develop technologies that are appropriate to its changing 
circumstances. 

Technological capability is the 'ability to scan, assess, use, adapt, improve and 
develop technology' (Dahlman 1991). As implied in the above definition, much 
of the technology needed is not hardware (that is, capital goods) but is embodied 
in people. Strengthening technological capability involves substantially 
improving human skills and developing a network of institutions within the 
country and in the rest of the world which is geared towards the transfer, 
adaptation, development and diffusion of technologies. The quality of education, 
the extent of linkages of small and medium enterprises (SMEs) and large 
enterprises (primarily multinational), the adequacy of technical support 
institutions like testing and technical guidance centers, and the incentive 
structure within the research and development sector all influence the capability 
to acquire, adapt and improve technologies consistent with the changing 
circumstances of the APEC member countries. 

The wide differences in the institutional capability of APEC member economies 
can be illustrated by the Japanese and Philippine experience with respect to 
mechanisms for diffusion of technology. For example, Japanese prefectural 
governments and industrial cooperatives established 46 institutions to provide 
testing services and technical guidance to regional industries during 1894-1925; 
similarly, the Japanese national government also established national testing 
centers and research institutions during the period (Nagaoka 1989, pp. 2-3). 
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Thus, Japan established an extensive system for the diffusion of technology early 
in the country's industrialization drive. In contrast, the Philippines has a very 
inadequate industrial extension system and laboratories are below standard in 
service quality. At times, Philippine exporters have to send their samples to 
foreign laboratories for testing because of lack of facilities in the country (Sharif 
1995, pp. 69-70). 

Technology cooperation projects (for example, agricultural technical cooperation 
in APEC) and development cooperation in improving the policy and 
institutional structures for technological development of the APEC member 
economies (for example, ACTETSME, exchange of S&T personnel) can 
contribute to improved technological capability in the region. Sharing of 
different experience in efforts to strengthen the technological profile of small and 
medium enterprises, similar to Singapore's Local Industries Upgrading Program 
or Taiwan's Center-Satellite Factory system, also contributes to strengthening the 
technological capability of small firms in the region. 

Equally important is the improvement of skills of workers, students and the 
public at large. It is generally considered that one reason for the sustained 
economic success of many East Asian economies is the strong emphasis of those 
economies on investments in human capital formation. It is probably not 
surprising that the Asian NIEs have a high percentage of tertiary education 
students enrolled in technical areas (that is, 52 percent in Singapore, 39 percent 
in Taiwan and 36 percent in Hong Kong: Dahlman 1991, p. 54) compared to 
other developing East Asian economies like the Philippines (20 percent). Sharing 
of experience and expertise in the area of human capital formation, especially in 
the technical fields, as well as joint efforts at skills formation in the workplace 
and in schools could help deepen the sense of community in the Asia-Pacific 
region. 

Reducing transaction costs 

Reducing the cost of doing business in member countries and the region more 
generally is important in order to deepen further the trade, investment and other 
economic linkages within the region, and to improve the international 
competitiveness of the region vis-a-vis the rest of the world. Reducing the costs 
associated with production and trading means reducing the cost of transacting 
with governments and reducing the cost of transporting goods and services 
between production site(s) and domestic and foreign markets. Hence the need 
for streamlining regulatory procedures and improving infrastructure services. 
These can lead to faster start-ups of business and faster turnaround time for 
imports and exports. In addition, the economies will be more integrated 
internally, regionally and internationally. Finally, streamlining regulatory 
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procedures and improving infrastructural services contribute to improved 
efficiency of production and increased factor productivity. 

Apart from improving infrastructure and ensuring stable macroeconomic 
regimes, reducing the cost of doing business involves reducing the transaction 
costs associated with regulations and procedures. This, in turn, may call for: (a) 
redefining the approach to regulations (regulatory reform) towards greater 
market orientation; (b) streamlining and making regulatory systems and 
procedures more transparent; and (c) upgrading technological and human 
resources support to a more streamlined regulatory system. Regulatory reform is 
fundamental in reducing transaction costs. Inefficiency is endemic where 
bureaucratic interventions are pervasive in an economy, as the experience of some 
South Asian economies has shown. For the developing Asia-Pacific economies, 
there would be significant benefits from streamlining regulatory systems and 
procedures together with upgrading technology as well as pertinent manpower 
skills. 

In addition, the cost of international trading within the region would be reduced 
by achieving greater concordance of regulatory systems as well as agreements on 
testing and certification. Related to reducing transaction costs is improving the 
institutional capacity of the bureaucracy to meet the needs of business for greater 
speed and transparency in the implementation of government rules and 
regulations. 

Examples of development cooperation projects that reduce transaction costs 
include the institution of electronic data interchange for exports and imports, 
training and exchange of experiences in standardization, certification, customs, 
and quarantine procedures; and review and joint programs to improve regulatory 
approaches to business. The economic and technical cooperation projects in this 
area are essentially trade and investment facilitation activities. 

Strengthening the institutional capacity of APEC member 
economies for improved governance in open and integrated 
economies 

An important part of the challenge facing APEC member countries is to improve 
governance in the context of dynamic changes in the region and greater openness 
and-integration of the regional economies. To some extent, the reformist 
character of the APEC vision as embodied in the Bogor Declaration necessitates 
changes in the nature of governance and bureaucratic structures in the APEC 
region towards greater emphasis on market-friendly approaches as well as greater 
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transparency in procedures. Thus, for example, initiatives which could be 
undertaken APEC-wide include: 

• economic and technical cooperation programs to share expertise and/ or 
experience in regulatory reforms 

• improvement of investment codes 

• more transparent and speedy evaluation of project proposals 
• development of appropriate long-term financing instruments which are 

important for encouraging increased private participation in infrastructure 
investments. 

This would allow greater understanding as well as encouragement of innovations 
needed to meet the infrastructure needs of the region. Another example is the 
improvement in the institutional capacity of APEC developing countries to 
address the issue of intellectual property rights consistent with the changing 
circumstances of the APEC economies, and the rising importance of 
technological factors in international trade. Cooperative efforts and policy 
coordination that improve the macroeconomic environment and deepen capital 
markets in the Asia-Pacific economies would encourage further investments and 
reduce adjustment difficulties in moving toward more open and integrated 
economies in the region. 

5.4 Conclusion 

The pursuit of stronger economic and technical cooperation in the region is one 
of the distinguishing characteristics of APEC compared to other regional or 
international forums or organizations. APEC economies are much more diverse 
in terms of economic development than most arrangements for regional 
economic cooperation (for example, EU, EFTA, AFTA). Such divergence is 
reflected in the greater emphasis placed on economic and technical cooperation 
in APEC, compared to other regional or international forums or organizations. 
By emphasizing economic and technical cooperation and by signing the Manila 
Declaration on an Asia-Pacific Economic Cooperation Framework on Strengthening 
Economic Cooperation and Development, APEC has effectively rejected the use of 
the usual 'regional development funds' which provide funding for the lagging 
regions of a customs union or economic union. Behind the emphasis on 
economic and technical cooperation rather than 'regional development funds' or 
'structural adjustment funds' is the voluntary nature of APEC. In APEC, 
economic liberalization is primarily determined by an enlightened appreciation 
of the overriding benefits of unilateral liberalization efforts, supplemented by 
additional benefits from a concerted unilateral liberalization process. 

Thus, in principle, the pace of liberalization of each of the member economies is 
primarily determined unilaterally, reflecting each member economy's calculation 
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of the additional benefits and costs of liberalization actions. Economic and 
technical cooperation contribute to this process at the national level by increasing 
and widening the benefits and numbers of beneficiaries from the liberalization 
efforts among member economies. At the same time, and more importantly from 
a regional viewpoint, stronger economic and technical cooperation following the 
principles of the Manila Declaration help build and deepen the sense of 
community in the geographically and socio-culturally diverse yet increasingly 
economically integrated Asia Pacific, thereby contributing to sustained economic 
growth and peace in the region. 
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6 APEC development cooperation 
with non-members* 

Robert Scollay 
APEC Study Centre, University of Auckland 

6.1 Introduction 
This paper considers the implications of broadening the scope of the APEC 
development cooperation agenda to include cooperation with non-members. It 
draws on the principles developed by Elek in his conceptual analysis of APEC 
development cooperation issues (Elek 1996; see Chapter 1), and it also refers to 
the recent report of APEC's Economic Committee on the state of economic and 
technical cooperation within APEC (Economic Committee 1996). 

Elek's paper sets out clear objectives, priorities and guiding principles for APEC 
development cooperation. The objectives are to 'enhance the capacity for 
sustainable growth and equitable development in the Asia-Pacific region, while 
reducing economic disparities among APEC member economies and improving 
social and economic well-being'. In pursuing these objectives, three priorities are 
to be addressed: community-building, sustainable development, and free and 
open trade and investment. The guiding principles to be followed include the 
basic APEC principles of mutual respect, respect for diversity, mutual benefit, 
genuine partnership and consensus-building. They also include an emphasis on 
voluntary contributions and cooperative activities. APEC development 
cooperation should aim to promote the spread and efficient functioning of a 
market economy where governments avoid duplicating activities which the 
private sector is competent to undertake. 

Before considering how this framework can be applied to cooperation with non
members, however, two basic issues need to be considered. The first issue is the 
need to clarify the rationale for cooperation with non-members, since this is 
likely to influence the form which this cooperation takes. The second is the issue 
of how widely development cooperation with non-members should be spread -
in other words, how to determine eligibility for participation in APEC 
development cooperation. These issues are considered in the next two sections of 

* In preparing this paper the author benefited from discussions with staff at the South Pacific 
Forum Secretariat. All opinions expressed are solely the responsibility of the author. 
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the paper, leading to some tentative criteria for determining which non-member 
economies may have priority as potential participants in APEC development 
cooperation. Section 6.4 discusses the development needs of these non-member 
economies and the nature of the cooperation which APEC can most 
appropriately offer. Particular attention is given to the Pacific island economies, 
which provide an instructive case study. Section 6.5 endeavours to draw some 
general conclusions about priority issues in APEC development cooperation with 
non-members. 

6.2 The rationale for APEC development cooperation with 
non-members 
Community-building provides the most basic justification for the extension of 
APEC development cooperation to non-members. Fundamentally, the members 
of APEC are drawn together by the vision of a prosperous Asia-Pacific 
community of nations in which free and open trade and investment flows ensure 
that maximum advantage is gained from the high level of trade interdependence 
in the region. Key functions of development cooperation are to enhance capacity 
for implementing trade and investment liberalisation and facilitation, and to 

ensure that the gains from free and open trade and investment are translated into 
sustainable and equitable growth among all the nations in this community. 

APEC's ready recognition of the role that other institutions play in community
building in the Asia Pacific is shown by the granting of observer status in APEC 
to the South Pacific Forum Secretariat, the ASEAN Secretariat, and the Pacific 
Economic Cooperation Council (PECC). The South Pacific Forum (SPF) 
membership has always lain largely outside APEC, PECC's membership is more 
extensive than that of APEC and, since 1995, ASEAN too has begun to spread 
its membership outside the current boundaries of APEC. The association of all 
three institutions with APEC implies a concept of community which is 
somewhat larger than the APEC membership. It may be appropriate to speak of 
an 'APEC-centred' community of nations rather than simply an 'APEC 
community', thus including economies which have a special relationship with 
APEC which is expressed through their membership of one or more observer 
organisations. 

For almost all the economies which are associated with APEC in this way, the 
sense of institutional belonging is paralleled by a deep involvement in the web of 
trade and investment interdependence upon which APEC is founded. For 
example, as Table 6.1 shows, APEC economies account for 64 per cent of the 
exports and 88 per cent of the imports of the larger South Pacific Forum 
economies which are not APEC members. Such economies must inevitably be 
profoundly affected as trade and investment liberalisation and facilitation (TILF) 
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gathers pace within APEC. While APEC offers them opportunities, it also 
presents them with some serious challenges, for example, through the erosion of 
trade preferences which have hitherto been exploited to foster the development 
of some export-oriented industries. Adoption of APEC's TILF agenda will create 
formidable adjustment problems as domestic industries are exposed to 
unprecedented levels of foreign competition. 

On the other hand, standing aside from the APEC agenda arguably holds even 
greater dangers. Although APEC's commitment to open regionalism implies a 
non-discriminatory approach to trade liberalisation, the trade facilitation side of 
the APEC program may well have trade-diverting effects for those economies 
which are either unwilling or unable to keep pace with these facilitation 
initiatives. This is because these initiatives must inevitably increase the 
attractiveness of trade among participating economies relative to trade between 
participating and non-participating economies (see, for example, Yamazawa 
1996). For non-participants, this would exacerbate the loss of international 
competitiveness and economic dynamism typically experienced by highly 
protected economies. For neighbouring economies with a high level of trade 
interdependence with APEC economies, therefore, standing aside from the 
APEC TILF program may well lead to increasing marginalisation in their 
international trading relationships, and should not be regarded as a realistic 
option. The economic logic of their interdependence with APEC thus adds 
powerful weight to the argument for regarding these neighbouring economies as 
part of an 'APEC-centred' community. 

If development cooperation is a necessary complement to APEC's TILF agenda, 
and if these 'associates' of APEC are likely to be inescapably driven in that 
direction, it follows that they will need to participate in the APEC development 
cooperation agenda equally with the APEC membership. Having implicitly 
accepted these 'associates' as part of the Asia-Pacific community, through the 
observer status given to the South Pacific Forum, APEC should find it difficult to 
deny their claim. The concept of an 'APEC-centred' community thus provides 
one powerful rationale for APEC development cooperation with this particular 
group of non-members. 

A more pragmatic reason for extending development cooperation is that non
members may eventually become members. Historically, APEC has taken a 
cautious approach to admitting new members. Enlargement to the present 
eighteen members in 1993 was accompanied by the imposition of a three-year 
moratorium on admission of new members. It is difficult, however, to reconcile 
maintenance of a dosed membership with the outward-looking philosophy 
enshrined in APEC's principle of 'open regionalism', since open accession can be 
argued to be one of the hallmarks of a genuinely outward-looking regional 
arrangement. It seems inevitable that APEC will accept the need to establish a 
process for further enlargement of its membership. This appears to have been 
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recognised in the discussions leading up to the Manila Summit, which resulted in 
agreement, in principle, to begin admitting new members in 1999, with Vietnam 
and Peru reportedly identified as the first likely new entrants. At least eleven 
membership applications are understood to have been received, and it would 
appear that there is always likely to be a 'fringe' of would-be members on the 
margins of APEC. 

New members may be drawn from the economies which are already 'associated' 
with APEC through membership of observer organisations, in the way outlined 
above. However, the principle of 'open regionalism' could be invoked also to 
justify the acceptance of new members from outside this group and, in fact, 
membership applications have already been received from the Indian 
subcontinent and even further afield. Practical considerations are likely to dictate 
that some boundary will be set for APEC membership, at least in the short term. 
The 'Pacific Rim' forms an obvious geographic boundary, but it might also be 
argued that a geographic boundary is unduly artificial for an association founded 
on the basis of economic interdependence. An alternative would be to set an 
'economic boundary', perhaps involving some given level of trade 
interdependence with existing APEC members. It is possible but not inevitable 
that this 'economic boundary' might be drawn to coincide with the obvious 
geographic boundary. 

While APEC has no formal set of membership rules along the lines of the 
European Union's acquis communitaire, nevertheless prospective members are 
expected to commit themselves to the objectives and guiding principles of the 
APEC process, as set out in the Seoul Declaration and subsequent declarations. 
They would also be expected to adopt APEC's targets for TILF and to engage 
fully in the process of pursuing those targets through the formulation and 
implementation of Individual Action Plans covering fifteen separate areas of 
economic activity, together with full participation in APEC's Collective Action 
Plans. 

To meet these expectations new members will require not only political will but 
also a substantial level of institutional and technical capacity. 'There is, as yet, no 
clearly defined process for the identification and induction of new members, 
which in any case will be decided by a consensus of the APEC members. 
However, the foreshadowing at this stage of the entry of Vietnam and Peru in 
1999 may serve as a precedent to suggest that the reaching of consensus on entry 
of a new member will normally be followed by a significant time interval before 
entry actually occurs. It seems reasonable to assume that a primary function of 
this time interval will be to allow the new entrant a space in which to prepare for 
full integration into the APEC process. This preparation will involve, where 
necessary, building the required institutional and technical capacity, and may also 
include the initiation of appropriate domestic adjustments in anticipation of 
APEC membership. It will also certainly involve the preparation of an initial 
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Individual Action Plan for TILF, as well as steps to align national policies and 
procedures with the requirements of APEC Collective Action Plans. 

Once agreement has been reached to admit a new member, it is in the interests of 
both the new member and the existing APEC members that the transition to 
membership status should proceed as smoothly as possible. The principle of 
mutual benefit can therefore be invoked to support the view that new entrants 
should be offered full participation in APEC development cooperation activities 
during the transitional period leading up to their actual admission to 
membership. The community-building aspects of these activities have an obvious 
function in smoothing the process of integrating new entrants into the APEC 
process. New entrants will also gain particular benefit from activities which 
enhance their capacity to develop and implement TILF measures, and which 
develop their human, physical and technological resources in ways which 
enhance their ability to achieve sustainable development within the APEC 
environment. Such activities, like all APEC development cooperation activities, 
would need to be guided by the principles not only of mutual benefit but also 
mutual respect, respect for diversity, genuine partnership and consensus
building. 

Just as new members may, in principle, be drawn from outside the membership 
of observer organisations, it is also likely that some members of these 
organisations may not wish to become APEC members, either because they lack 
the necessary institutional capacity or for some other reason. Lack of institutional 
capacity is a particular problem for the smaller Pacific island economies, 
especially micro-states such as Kiribati, Tuvalu and Niue, but may affect other 
economies as well, at least in the short term. 

The concept of including members of observer organisations within an 'APEC
centred' community of nations implies that these economies should not be 
excluded from participation in APEC development cooperation activities simply 
on the grounds that they are not likely to proceed to full membership. 
Acceptance of the conditions which preclude full membership, including lack of 
institutional capacity, is indicated by the APEC principle of mutual respect. 

For reasons outlined above, it is nevertheless likely that these economies will wish 
to integrate themselves with the APEC process to the extent that their 
capabilities allow. For example, the South Pacific Forum has responded positively 
to the suggestion that Pacific island economies should 'benchmark' their own 
economic liberalisation programs against APEC best practice (Bora 1995). Steps 
are being taken to encourage island economies to adopt this suggestion in 
relation to a number of APEC initiatives, for example, APEC's non-binding 
investment principles. 

Moreover, there are some APEC activities in which participation by non
members such as the Pacific island economies is essential if APEC initiatives are 
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to be fully effective. An example is the conservation of the marine environment 
in the Pacific Basin, including the sustainable management of migratory fish 
stocks. 

The shortage of institutional capacity in these small economies restricts their 
ability to implement TILF measures and to play a full role in relevant activities, 
as well as to mobilise resources for sustainable development. This makes it all the 
more vital that they should have access to participation in APEC development 
cooperation activities wherever it is appropriate and beneficial to do so. 

6.3 Which non-members? 

Non-member candidates for participation in APEC development cooperation 
activities thus include the members of observer organisations, which may or may 
not have membership potential, together with other economies which have been 
identified as potential new members. In addition to Vietnam and Peru, the 
category of potential new members presumably also includes some or all of the 
other economies which have applied for or expressed interest in APEC 
membership. 

The non-member economies with a special relationship with APEC can be 
readily identified. They include all of the South Pacific Forum economies except 
Australia, New Zealand and Papua New Guinea, which are already APEC 
members. Non-members of APEC in PECC are Peru, Colombia, Russia and 
Vietnam, with the latter also having become a member of ASEAN in 1995. Also 
included with Vietnam under ASEAN should be the other three independent 
economies in the Greater Mekong Subregion: Laos, Cambodia and Myanmar, 
each of whom now has a timetable leading to ASEAN membership in the near 
future. 

Applications for, or interest in, APEC membership from outside the above group 
have come from a wide range of sources, including the Indian sub-continent, 
other Latin American economies on the Pacific seaboard, Mongolia and Macau. 
If it is assumed that all significant economies on the Indian subcontinent and 
Pacific seaboard of Latin America may be interested in APEC membership in the 
future, the list of potential members becomes very long. 

It would be possible for APEC to take the view that all of these potential 
members should be candidates for participation in APEC development 
cooperation. It may, however, be more reasonable to assume that APEC will seek 
to identify from among all these economies those which should be regarded as 
priority candidates for APEC development cooperation. In this case, it will be 
necessary to develop criteria for identifying which candidates should have 
priority. It would be useful at the same time to devise a way of classifying the 
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priority candidates according to the distinctive needs which they have and which 
might be at least partially addressed through APEC development cooperation. 

A brief summary of the economic characteristics of the member economies can 
provide some useful initial guidance in this direction. Table 6.1 provides such a 
summary, classifying the economies according to the geographical region and, 
where relevant, the observer organisation to which they belong. Laos, Cambodia 
and Myanmar are classified under ASEAN as their membership of that 
organisation appears to be imminent. Only the larger economies among the 
South Pacific island economies are shown. 

In addition to information on population and per capita real income, the 
percentage of exports and imports accounted for by APEC member economies is 
also shown, thus providing a crude index of trade interdependence with APEC 
member economies. 

Among the members of observer organisations, the SPF and ASEAN economies 
have a significantly higher 'APEC trade interdependence' than each of the other 
groups shown and also higher than Russia and Mongolia, though not Macau. 
The position of the PECC members other than Vietnam is less clear-cut. The 
'APEC trade interdependence' of Peru and Colombia is reasonably high, but not 
as high as the group of non-PECC Pacific Latin American economies. Russia's 
'APEC trade interdependence' is easily the lowest of any economy listed. The 
interdependence of the Indian subcontinental economies is distinctly lower than 
that of each of the groups of observer organisation members, and lower also than 
that of the non-PECC Pacific Latin American economies. 

When this information is read in conjunction with the apparent identification of 
Vietnam and Peru as the next new members of APEC, it becomes possible to 
draw some inference as regards APEC's likely attitude towards establishing 
priorities for involvement in development cooperation activities by potential new 
members. The decisive factor seems to be an involvement in the wider 
community of Asia-Pacific economies, demonstrated through membership of one 
or more of the observer organisations, and perhaps supplemented by at least a 
moderately high degree of 'APEC trade interdependence'. On this basis, one 
might expect the entry of Vietnam and Peru to be followed by that of Colombia 
and then the remaining Greater Mekong Subregion economies of Cambodia, 
Laos and Myanmar, provided the latter actually decide to apply for membership. 
In the event that they do not, their expected membership of ASEAN, supported 
by their high level of 'APEC trade interdependence', should nevertheless 
undoubtedly qualify them as non-member participants in APEC development 
cooperation. By the same reasoning, the Pacific island economies qualify by 
virtue of their longstanding membership of the South Pacific Forum and their 
even higher degree of 'APEC trade interdependence'. 
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This admittedly cursory analysis is useful in that it permits the identification of 
three distinct groups of APEC non-member economies which may be able to 
establish priority as claimants for participation in APEC development 
cooperation activities: 

• The South Pacific island economies (Fiji, Solomon Islands, Vanuatu, Western 
Samoa, Tonga, Cook Islands, Niue, Nauru, Tuvalu, Kiribati, Marshall Islands 
and Federated States of Micronesia) 

• The Greater Mekong Subregion economies which comprise the additional 
membership of an enlarged ASEAN (Vietnam, Cambodia, Laos and 
Myanmar) 

• PECC members among the Pacific seaboard economies of Latin America 
(Peru and Colombia) 

This classification is additionally useful in that each group of economies has 
quite distinct development needs. Separating them in this way thus allows for a 
more concrete discussion of what kind of involvement in APEC development 
cooperation activities is likely to be appropriate for each group. 

6.4 The development needs of non-members 

South Pacific island economies 

The South Pacific island economies enjoy, on average, income levels comparable 
to those of the middle-income developing country members of APEC, such as 
the Philippines, Papua New Guinea and Thailand. For example, Table 6.1 shows 
real GNP per capita for the larger non-member island economies ranging in 
1992 from US$710 in Solomon Islands to US$2010 in Fiji, which compares to 
figures for the same year of US$770 in the Philippines, US$950 in Papua New 
Guinea and US$1840 in Thailand. Recent estimates available of GDP per capita 
in smaller island economies range from US$500 in Kiribati in 1993 to US$3339 
in the Cook Islands in 1990, with most of these economies falling in the bottom 
half of this range. Nauru, with estimated per capita GDP of US$ l 3,000 in 1993 
is an outlier in this group (Bora 1995). 

However, these statistics mask several pervasive difficulties in achieving 
sustainable economic development. The first of these is the tiny size of these 
economies. Table 6.1 indicates clearly that even the larger Pacific island 
economies are tiny in relation to their Asia-Pacific neighbours. At the other end 
of the scale among the islands are the micro-states such as Cook Islands, Nauru, 
Tuvalu and Niue with populations of 18,400, 9300, 9000 and 2100 respectively 
(Bora 1995). 

Another dimension is resource scarcity, which is reflected in the very high 
population densities in some of the island economies, especially the Marshall 
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Table 6.1 Some characteristics of APEC non-member economies 

Percentage of trade accounted for by APEC economies (1994) 

Exports Imports 

Observer GNP/capita Population Western Western APEC Western Western APEC 
organisation (1992) (US$) (mid-1992) Pacific H'sphere Total Pacific H'sphere Total 

Pacific islands 
Fiji SPF 2010 0.75 41 19 61 76 15 91 
W. Samoa SPF 940 0.16 50 0 50 73 11 84 
Tonga SPF 1480 0.09 64 27 91 72 7 79 
Vanuatu SPF 1210 0.16 32 12 44 80 1 80 
Solomon Is SPF 710 0.33 78 1 79 87 88 

48 16 64 77 11 88 

ASEAN 
Vietnam ASEAN/PECC 215 69.3 56 2 58 73 2 75 
Laos ASEAN 250 4.4 35 3 38 72 73 
Cambodia ASEAN 9.1 78 0 78 84 85 
Myanmar ASEAN 235 43.7 52 9 61 86 87 

56 3 58 76 2 78 

Russia PECC 2510 149 10 6 17 9 6 15 

Latin America: PECC 
Peru PECC 950 22.4 27 25 52 14 40 54 
Colombia PECC 1330 33.4 5 40 45 12 42 65 

13 35 48 13 41 54 

Latin America: non-PE CC 
Ecuador 1070 11 6 72 78 18 42 60 
Panama 2420 2.5 21 28 49 38 30 67 
El Salvador 1170 5.4 1 48 49 9 49 59 

7 58 65 23 39 62 

Macau 0.4 27 39 66 74 7 81 

Mongolia 400 2.3 54 12 66 29 3 32 

Indian Subcontinent 
India 310 883.6 26 21 47 24 11 35 
Pakistan 420 119.3 24 18 42 31 11 42 
Bangladesh 230 114.3 10 36 46 46 7 53 
Sri Lanka 540 17.4 10 34 44 44 5 48 
Nepal 170 19.9 3 35 37 66 2 68 

23 23 46 31 9 40 

Sources IBRD World Development Report 1995 
IMF Direction ofTrade Yearbook 1987-94 
Asian Development Bank 
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Islands at 709 per square kilometre, Nauru at 443 and Tuvalu at 346 (Bora 
1995). These figures may be compared with a density of 441 per square 
kilometre in Korea which, along with Chinese Taipei, is the most densely 
populated APEC economy. On the other hand, the island economies control 
extremely large Exclusive Economic Zones, well over 1 million square kilometres 
in a number of cases, which suggests that a priority objective of these economies 
must be to capture the economie rents available from sustainable management of 
their marine resources. 

Vulnerability related to small size and a weak resource base also shows up in trade 
data, with virtually all of the island economies considered here experiencing a 
trade deficit which is often very large relative to GDP, for example 89 per cent of 
GDP in the Cook Islands, 75 per cent in Tuvalu, 67 per cent in Tonga and 59 
per cent in Western Samoa. Although tourism supplements merchandise export 
earnings to varying degrees in a number of economies, dependence on migrants' 
remittances and foreign aid is high. Aid per capita in 1990 ranged from US$62 
per capita in Fiji to US$2800 per capita in Niue, with six island economies 
recording figures of between US$250 and US$750 per capita (Bora 1995). These 
economies .are thus particularly susceptible to fluctuations in export prices, flows 
of aid and migrant remittances. 

Many of these economies also rely heavily on trade preferences which are 
currently under threat of termination, as in the case of the European Union's 
Lome Convention, or which are being progressively eroded as a result of trade 
liberalisation by major trading partners. Further liberalisation within APEC will 
continue this trend, causing trade preferences under GSP provisions and under 
the SPARTECA agreement with Australia and New Zealand to dwindle 
eventually into insignificance. Previous development strategies have left a number 
of the island economies highly vulnerable to this kind of outcome. For example, 
a significant proportion of Western Samoa's labour force is employed by a wiring 
harness factory established to supply components under the SPARTECA 
agreement to protected motor vehicle industries in Australia and New Zealand, 
which are themselves liable to face major restructuring eventually as a result of 
trade liberalisation in those countries. 

The South Pacific Forum is encouraging the island economies to respond to 
these challenges by cautious movement in the same general direction as has been 
mapped out by APEC, by implementing market-based measures such as trade 
and investment liberalisation and facilitation, and encouraging greater 
participation in economic activity by the private sector. Consensus has been slow 
to build around the need to move in this direction, however, and progress has 
been variable. It is also necessary to have regard to the distinctive constraints 
under which some island economies operate. There may be limits, for example, 
to how far market-driven reforms can be expected to transform tiny economies 
with fewer than 10,000 inhabitants, such as Nauru, Tuvalu and Niue. 
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Shortage of institutional and technical capacity is a serious constraint facing the 
island economies, suggesting an obvious role for APEC development cooperation 
to assist in capacity-building, particularly in APEC-related areas such as trade 
and investment liberalisation and facilitation, and perhaps also fisheries 
management and small- and medium-size enterprise development. Cooperation 
in trade facilitation, for example, over standards and conformance issues, may be 
particularly important to island economies if they are not to be caught in a 
'backwash' effect as APEC developments pass them by. 

However, participation in development cooperation activities on the basis of 
equality, mutual respect and mutual benefit is itself an exercise which makes 
intensive use of scarce human resources, so that very real questions arise as to 
how participation can be organised so as to be effective from the island 
economies' standpoint. A cooperative approach based around the South Pacific 
Forum may seem an obvious solution. However, in general, island economies 
have not yet come to the point where they are prepared to cede sufficient 
sovereignty to the Forum to make this approach fully effective. 

Furthermore, the ability of the Forum to provide leadership is constrained by the 
fact that it serves a constituency which, far from being homogenous as outsiders 
might imagine, is actually extremely diverse. At one end of the scale the Forum 
membership includes two developed economies, Australia and New Zealand, and 
Papua New Guinea, which is also already an APEC member. The APEC non
members among the island economies can themselves be divided into three 
distinct groups. First, there is Fiji, the largest and most diversified of these 
economies, which has arguably the best prospects of achieving sustainable 
growth, and is perhaps the only one which could realistically aspire to APEC 
membership in its own right. Second, there are the middle-sized island 
economies, Western Samoa, Tonga, Vanuatu and Solomon Islands, which may 
have the potential to achieve sustainable development under sound economic 
management but which are unlikely to be able to contemplate participation in 
the full range of APEC activities. Finally, the remaining island economies are 
micro-states facing enormous obstacles to the achievement of sustainable 
development, which might well face a bleak economic future in the absence of 
large amounts of external assistance and remittances from migrant workers. 

To fashion an effective policy towards APEC which will satisfy each of these 
constituencies is a formidable challenge for the Forum and its members. Under 
the principle of mutual respect, moreover, APEC must leave the island 
economies themselves to determine how this challenge is to be met, and to what 
extent and at what pace they will follow APEC's lead. APEC itself may have a 
powerful demonstration effect, as indicated by the way in which the Forum is 
encouraging island economies to 'benchmark' their policies against APEC best 
practice. This benchmarking may perhaps provide a useful focus for APEC 
development cooperation activities designed to foster development of the 
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institutional and technical capacity within the island economies necessary to 
implement policies consistent with the thrust of the APEC program (Bora 
1995). It is critically important that any APEC development cooperation 
activities in which the Pacific island economies become involved should be 
pitched at a technical level which is appropriate to the institutional and technical 
capacities of these economies. 

Two important general points can be made in relation to APEC development 
cooperation activities involving South Pacific island economies. First, these 
economies do not suffer so much from a lack of assistance but rather a scarcity of 
the resources needed to make effective use of assistance. Under these 
circumstances, a top priority must be to make effective use of the resources 
which are available. This leads to the conclusion that non-duplication of the 
development cooperation activities of other bodies is, if anything, even more 
important in the case of cooperation with these non-members than in the case of 
cooperation among members. APEC needs to work with the Forum and the 
island economies to determine exactly what role APEC development cooperation 
can play in their overall development strategy, to complement the development 
cooperation being extended by other bodies. 

It is axiomatic that APEC development cooperation can be most effective in 
areas which relate to APEC's own programs, but even here more precise targeting 
may be helpful. In the area ofTILF, for example, a number of island economies 
have either just joined or are applying to join the World Trade Organisation 
(WTO). Compliance with WTO membership requirements will represent for 
these economies the most important single step which they could take at this 
juncture towards meeting APEC's TILF objectives. If APEC development 
cooperation is offered, it should be designed to support and, where appropriate, 
build on the effort required to meet WTO obligations. 

The second point concerns the importance of information flows. In order to 
participate in APEC development cooperation activities, the Forum and its 
members must have information about them. Furthermore, since neither the 
Forum nor its members are likely to have the resources to participate in all APEC 
development cooperation activities, the information must be such as to enable 
them to decide which activities will be relevant to their needs, and how effective 
each activity is likely to be. Dissemination of information about APEC and the 
progress of its agenda is also essential if APEC is to have the demonstration effect 
which, it was suggested above, may be possible in non-member economies such 
as the island economies. Information about APEC and its activities may also 
assist the Forum or its members to be proactive in suggesting development 
cooperation activities to meet their particular needs. 

One way to acquire the necessary information is to attend all APEC working 
groups, committees and subcommittees but this is also probably beyond the 
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resources of the Forum and its members. The present situation, therefore, is that 
the Forum and its members appear to experience severe difficulty in keeping 
abreast of APEC developments. One way to overcome this is to improve the 
quality of information which APEC disseminates about itself. Creation of a 
centralised information system which is accessible by non-members, and which 
provides full details of APEC activities, may be a particularly effective way of 
promoting APEC development cooperation with non-members. 

The Greater Mekong Subregion economies 

The Greater Mekong Subregion (GMS) economies each have incomes per capita 
which are among the lowest in the world, far below that of any existing APEC 
member. Their income levels are, for example, little more than half the lowest 
officially recorded income per capita among existing APEC economies, that of 
China at US$470 per head in 1992, which is itself widely agreed to be heavily 
understated in purchasing power terms. 

Entry of one or more of these economies into APEC would thus significantly 
widen the income disparity among APEC members, which is already much 
greater than within other regional groupings such as the European Union or 
NAFTA. In so doing, it would present an immediate challenge to one of the 
stated objectives of APEC development cooperation, namely, that of reducing 
economic disparities among APEC economies. A primary objective of involving 
these economies in APEC development cooperation activities must be to assist in 
creating the conditions under which they can move as rapidly as possible onto a 
path of rapid, sustainable income growth. The task is made all the more daunting 
and more urgent by the fact that each of these economies has, to varying degrees, 
been physically devastated and socially traumatised by long periods of violent 
conflict and its aftermath. 

A further key shared characteristic of the GMS economies is that they are all at 
various stages of transition to a market economy. The task of rebuilding physical 
and human infrastructure is therefore complicated by the need simultaneously to 
create and make operational the institutional framework of a functioning market 
economy. More than usual significance therefore attaches to those guiding 
principles of APEC development cooperation which emphasise the importance 
of supporting the efficient functioning of markets, including encouragement for 
private sector involvement in development-promoting activities, and the need for 
governments to avoid duplicating private sector activities and to confine 
themselves to offsetting market failures. 

The combination of weak institutional capacity with an extensive list of urgent 
development priorities means that, as in the case of the Pacific island economies, 
the opportunity cost of duplicated effort would be high. A heavy premium must 
therefore be placed on making efficient use of development cooperation 
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activities. Care is needed in identifying the specific areas in which APEC 
development cooperation can make a distinctive contribution. TILF-related 
activities are likely to feature prominently and, again, support for WTO 
accessions and implementation of WTO obligations provides a natural starting 
point. The comments made in connection with the Pacific island economies on 
the value of efficient information flows apply with equal force in the case of the 
GMS economies. 

In the case of Vietnam, and any other GMS economies which elect to seek full 
APEC membership, APEC development cooperation will have to serve the 
additional purpose of helping them prepare for full integration into the APEC 
process. This preparation will include the formulation and implementation of an 
initial Individual Action Plan, and may also include significant internal 
adjustments which are likely to be necessary as a preliminary to integration with 
the Asia-Pacific regional economy. 

Peru and Colombia 

By comparison with the Pacific island and smaller GMS economies, Peru and 
Colombia are relatively large economies whose per capita real incomes are 
comparable with those of middle-income developing-country APEC members. 
They were affected to different degrees by the Latin American debt crisis of the 
1980s, with Peru undergoing a particularly painful adjustment following a period 
of populist rule in the late 1980s. In the 1990s both have participated in the 
wave of economic liberalisation which has spread through Latin America. Peru, 
in particular, has implemented a series of market-based reforms which are 
impressive in their depth and scope. 

APEC development cooperation may have a distinctive role to play in preparing 
these economies for full APEC membership. Beyond that there seem to be few 
grounds for distinguishing their development needs from those of existing APEC 
members at comparable levels of development. 

6.5 Conclusion 

A number of general conclusions may be drawn from the above discussion. First, 
there are distinctive roles which can be played by APEC development 
cooperation with non-members, and it would be desirable to include these as 
part of APEC's development cooperation activities. It is important that the terms 
of reference for both collective and individual APEC development cooperation 
funding programs be framed in such a way as to show that development 
cooperation projects involving non-members are eligible for funding. 
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Second, the development cooperation needs of non-members will vary according 
to the individual circumstances of each economy or group of economies, 
including whether eventual APEC membership is being contemplated. Care is 
needed to design programs which meet these diverse needs. APEC is likely to 
find it necessary to establish criteria for determining which non-member 
economies should have priority as candidates for participation in APEC 
development cooperation activities. 

Third, in the case of non-members which suffer from severe shortages of 
institutional capacity, avoiding duplication of effort by other development 
cooperation is even more important than in the case of members. A recent report 
of the APEC Economic Committee (APEC Economic Committee 1996) 
identifies several organising themes for APEC development cooperation, which 
have equal if not greater applicability to APEC non-members as to members. 
These include developing human capital, developing safe and efficient financial 
markets, strengthening economic infrastructure, and harnessing technologies of 
the future. Activities promoting these outcomes are already undertaken by a 
number of development agencies, and APEC will need to take care to identify 
areas where it can make a distinctive contribution, and to ensure that its own 
activities are well coordinated with those of other agencies. Activities related to 

TILF programs are likely to be a focus of such activities. 

Finally, establishment of an efficient system for dissemination of information 
about APEC activities may be an important contribution towards encouraging 
appropriate participation by non-members in APEC development cooperation 
activities. 
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7 .1 Introduction 
As agreed in the Osaka Action Agenda the objective of development cooperation 
within APEC is: 

To enhance the capacity for sustainable growth and equitable development in 
the Asia-Pacific regfon, while reducing economic disparities among APEC 
economies and improving economic and social well-being. 

This paper explores the forms of economic and technical cooperation which 
would be consistent with APEC principles of mutual respect 'including respect 
for diversity, mutual benefit, genuine partnership and consensus-building'. As 
Elek (1996) has written: 

To be consistent with APEC's basic guiding principles of mutual respect and 
mutual benefit, it is essential to define a new vision of development cooperation 
which is radically different from traditional 'foreign aid', with its overtures of 
'donor-client' relationships, policy 'conditionality' or 'leverage' (p. x). 

What kinds of economic and technical cooperation between APEC countries 
would be free of the patronising attitudes which so often pervade the provision 
of bilateral foreign aid and development assistance rendered through the 
multilateral financial agencies? 

The economic reforms which APEC countries have agreed to undertake, as set 
out in the Osaka Action Agenda, are very wide-ranging and, for most countries, 
their implementation and maintenance involve very considerable challenges. 
These challenges include making the case for the reforms (involving information 
gathering and public education), designing new institutional arrangements in 
keeping with the specific cultural and economic settings of the country, 
overcoming political obstacles to the reforms, finding the necessary resources to 
implement the reforms, and sustaining the reforms in the face of challenges. The 
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challenges posed by the changes taking place within the global economy also 
have to be recognised. While the growing interdependence accompanying 
globalisation offers opportunities for countries going down the liberalisation 
road, adapting to these opportunities will require structural adjustment within 
economies which will often arouse opposition. 

This paper evaluates what has been learned from the global experience with 
economic reform programs over the past two decades, and proposes ways in 
which these lessons could be incorporated within APEC's development 
cooperation framework. It also looks at what kinds of economic and technical 
cooperation would be consistent with the principles for development cooperation 
adopted under APEC. 

7 .2 Supporting economic reforms 
It is now widely agreed that a country's own domestic policy regime is the major 
determinant of its economic performance, not external circumstances nor the 
availability of or dependence on natural resources. While external events such as 
commodity prices, interest rates and currency shocks can make economic 
management more difficult than it otherwise would be and provide opportunities 
for interest groups to overturn economic reforms, they are not the main reason 
for poor economic performance. Because of the variation in performance among 
natural resource-dependent economies, writers such as Barro and Lee (1993) 
have dismissed natural resources as a determinant of growth. Indonesia and 
Malaysia are prime examples of oil-rich countries that have had sustained 
growth, as compared to countries such as Ecuador and Nigeria which have done 
very poorly. 

It is also now generally agreed that lack of availability of funds for investment is 
not the main factor holding back development in low-income countries. This 
was the rationale underlying foreign aid programs in the post-World War II 
period, but experience has proved this premise to be false. It is now recognised 
that the country's policy environment has to be appropriate for development to 
take place, and that good policies will, in turn, stimulate capital development 
within the country and its participation in the global capital market. 

Much has been learned over the past two decades about the kinds of domestic 
policies that are most effective as well as how best to implement them, and then 
sustain them. The policies that are most effective are ones that lead to countries 
becoming better integrated into the world economy - the same policies adopted 
within the APEC framework. A World Bank (1996) report states that: 'The 
quarter of developing countries that integrated most quickly over the past decade 
grew nearly 3 percentage points faster than the slowest integrating quarter' (p. 1). 
The economic policy package which is widely believed to promote economic 



88 Building an Asia-Pacific community 

growth is the following: comprehensive property rights, policies promoting high 
savings and investment rates, low trade barriers, low levels of state activity in 
production and marketing and, above all, stability in macro- and microeconomic 
policies. 

Policy stability is absolutely vital to investor confidence. The more unstable a 
country's policies and the longer they have been unstable, the greater the length 
of time it may take, and the more convincing the government's actions may need 
to be, for the government to establish credibility with investors. Policy stability 
means resisting pressures to overturn reforms from those with vested interests in 
the now discredited policies which led to the distribution of income in their 
favour. Policy stability can be enhanced by appropriate design of the adjustment 
program. An IMF study of the experience of eight countries which have 
undertaken IMF-supported adjustment programs (Offerdal 1996) showed that 
consistency between the elements of macroeconomic policies is crucial to 
ensuring market confidence in the sustainability of the program: 

The mix of fiscal and monetary policy must include strong enough fiscal 
adjustment to minimize upward pressure on interest rates and increase private 
sector access to bank credit. Moreover, the policy mix should be kept under 
review to ensure its consistency with the overall macroeconomic objectives ... 
The coordination of fiscal, exchange rate, and wage policies is also essential to 
establishing policy credibility and strengthening external competitiveness 
(Offerdal 1996, p. 19). 

However, the difficulties facing governments in implementing and sustaining 
reforms must be recognised. A major difficulty with implementing economic 
reforms is that the adjustment costs are mainly borne in the near term and are 
concentrated and obvious, while the benefits are delayed, widely dispersed, and 
not so obviously related to the reforms. The longer the period before there is a 
substantial supply response - and the experience with economic reform 
programs is that the full response may take several years - the greater the net 
present value of the adjustment costs relative to the net present value of the 
benefits of the reforms. Moreover, the longer the adjustment period the greater 
the chances of some external shock adding to the pressures to undo the reforms. 

The response to the changed incentives resulting from the reforms will be 
delayed for two main reasons. First, as noted above, investors will wait to see if 
the policy changes are credible and durable before making any large, long-lived 
investments. Second, the management culture which develops behind restrictions 
to trade, finance, and investment is largely oriented to maintaining that 
protection and its monopoly over the domestic market. Therefore, there will be 
continuing pressure on governments from these vested interests, as well as from 
the bureaucracies supporting them, not to implement the reforms or to relax 
them if they are implemented. 
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Where there is a strong commitment to economic reform - and, ultimately, the 
success of economic reforms depends upon the strength of the commitment - it 
can be supported in a number of ways. Domestically, reforms have proven most 
effective where the government has had strong support for the reform policies 
from within the bureaucracy, in particular, from the finance departments or the 
central bank (Bates & Krueger 1993). From their review of successful economic 
reform programs in several countries, Bates and Krueger also observe that 
successful economic reform has usually been accompanied by a strengthening 
and protection from political pressures of the key financial departments, which 
provides for continuity of the bureaucratic support for reforms. 

Another mechanism which Bates and Krueger noted as being important in 
securing economic reforms is the adoption of 'social safety nets' to protect those 
most vulnerable to the reforms. A recent National Bureau of Economic Research 
(NBER) study has shown that economic reform does not necessarily lead to 
higher unemployment or reduced growth in the near term (Harrison & Revenga 
1995). Losses in some industries due to the reforms are obviously offset by gains 
realised by other industries. In their study, Harrison and Revenga also find 
support for the proposition that the more credible the reforms, the more 
favourable the result. However, displacement of labour in the process of 
structural adjustment is of concern because of the economic pain it may cause. 
Therefore, adoption of social safety nets which underpin incomes or 
consumption expenditures will help to mitigate this concern and help to prevent 
the perceived threat ofloss of employment from being used by lobby groups to 
overturn reform programs. 

Many APEC economies have undergone substantial structural change without 
any slowdown in output and employment growth. These countries can provide 
useful information and moral support to others beginning processes of structural 
change. For example, countries such as Vietnam which will be experiencing 
considerable structural change over the next two decades as it changes from being 
a primarily agricultural economy to a diversified manufacturing economy have 
much to learn from countries such as Indonesia, Malaysia and Thailand which 
have undergone such transformation. 

Where the domestic political commitment exists, an external mechanism helpful 
in sustaining economic reform programs is to 'lock in' the reforms through an 
international treaty obligation. Many countries, particularly developing 
countries, have supported unilateral trade reforms by joining the GATT/WTO 
and binding their tariffs. In this way, domestic pressure to overturn the reform 
can be resisted by appeal to the international obligation. An even more 
comprehensive form of international obligation is that incorporated within the 
European Union (EU) and the North American Free Trade Agreement 
(NAFTA). As well as an agreement to reform trade and investment policies in 
line with EU commitments to the GATT /WTO and internal trade, investment 
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and factor movement agreements under the EU Single Market Act, there is a less 
well-defined but important implication of membership in the EU. It implies 
being subject to considerable scrutiny and pressure over macroeconomic and 
microeconomic policies from other members. Similarly, the NAFTA incorporates 
an implicit agreement by Mexico to conduct sound economic policies and to 
subject its policies to the scrutiny of its North American partners. On the part of 
the United States and Canada there is an implicit agreement to assist Mexico to 
sustain such policies - an understanding which has been put to the test on 
several occasions since NAFTA's signing. 

This kind of agreement on macroeconomic policies among APEC countries does 
not seem to be a feasible option, at least under present circumstances. However, 
economic and technical cooperation among them can enable them to learn from 
each other's experience and thereby improve the effectiveness of macroeconomic 
policies in all of them. The APEC framework does provide a protective umbrella 
for its member countries over their trade and investment policy reforms. 
Commitments made voluntarily to each other on progress in microeconomic 
reforms do seem to provide an effective international obligation. Countries are 
taking these commitments very seriously and they appear to be acting as an 
effective barrier against domestic pressures to 'backslide' on reforms. 

Moreover, commitments to economic reforms within the APEC framework seem 
to be a more effective form of international obligation than policy 
conditionalities agreed under IMF, World Bank or other multilateral finance 
agency structural adjustment programs. As experience with IMF/World Bank 
conditionality has shown, the necessary political commitment is often lacking. 
The adjustment program is essentially agreed to under duress and in those 
circumstances the international obligation is all too easily ignored. The 
government, often supported by external organisations which are antipathetic 
towards such conditionality, can argue that it was not an entirely voluntary 
agreement. Conditionality agreed under the pressure of the need for a structural 
adjustment program loan does not seem to have the moral force of an agreement 
negotiated voluntarily between governments as within APEC. 

7 .3 Possible forms of economic and technical cooperation 
within APEC 
Given that APEC countries already have a strong international obligation in 
place to support their reforms, what other forms of economic and technical 
cooperation could be implemented which apply these lessons? With strong 
finance ministries seen as very important for implementing and sustaining 
economic reforms, some activities to support the strengthening of these 
ministries and associated institutions would be useful. Post-graduate training 



Economic and technical cooperation and APEC's liberalisation policies 9 I 

programs being funded through development agencies already contribute 
towards this objective. However, more might be done in terms of providing 
internships for staff from finance ministries and central banks in the developing 
and transition countries in equivalent parts of the bureaucracy in the more 
developed countries - though not necessarily in the most advanced. It may also 
be worthwhile to have annual meetings of heads and senior staff from finance 
ministries and central banks to discuss, on a private basis, topical issues relating 
to reform agendas. Activities of the South Pacific Forum, comprising Australia 
and New Zealand and 14 South Pacific island countries, may provide useful 
models. For several years the Reserve Bank of Australia has held annual 
workshops attended by heads and senior staff of central banks from the South 
Pacific island countries. These meetings, which are held in private, discuss topics 
which island country central banks find of most relevance to them. In the past 
year, the South Pacific Forum has also begun what are intended to be regular 
meetings of finance ministers of the Forum island countries - again to discuss 
issues being faced in the financial management of these countries. Such meetings 
should provide excellent forums in which the countries that have already 
undertaken reforms can pass along the lessons learned. 

This form of experience-sharing could be applied in other policy areas critical to 
development, such as education and health. Perhaps one of the most important is 
the management of natural resources in order to minimise environmental 
degradation and depletion. This is an area where experience with designing more 
effective, market-based means of access to natural resources is in its infancy. All 
countries have much to learn in the development of policy instruments for use in 
this area. Effective ways in which APEC countries can work together to share 
experiences and develop new ideas should be considered. 

In a broad sense, developing more effective means of managing the use of natural 
resources is about the development of appropriate institutions. Olson (1996) 
considers that development of appropriate institutions is, in fact, the most 
important factor in economic development. Given differing cultural and 
economic behaviour, what might be the most appropriate form of institution in 
one country - constitutional, financial, legal, etc. - may not be most 
appropriate for another country. But again, the APEC countries provide a wide 
range of experiences to draw upon. 

As already discussed, a vital institutional factor is the development of a social 
security system which can provide the social safety net needed to underpin 
industrial structural adjustment as a consequence of economic reform. All 
countries are being faced with critical challenges in this area, with economic 
reforms leading to structural adjustment and major demographic changes, 
particularly ageing populations. Helping each other with the design and 
implementation of social security systems will be a most useful form of economic 
and technical cooperation. Specific safety nets may be put in place in support of 
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particular reforms. For example, public employment programs in rural areas or 
target food subsidies for specific groups such as children in urban areas may be 
used to reduce hardship in the event of the removal of general food subsidy 
programs. The Republic of Korea designed programs to assist adjustment 
following trade liberalisation measures. Firms likely to be affected were classified 
into two groups: those requiring assistance to regain competitiveness and those 
judged unlikely to be competitive once trade was liberalised. Firms deemed likely 
to be uncompetitive were encouraged to move into other areas and were assisted 
in disposing of plant and equipment (Boeninger 1992). 

Increasing international interdependence is placing a great deal of pressure on the 
smaller countries through the cost and the bureaucratic demands of participation 
in international forums and in negotiations over joining them. The negotiations 
of the Uruguay Round were an example where smaller countries found it very 
difficult to be fully involved in the discussions and negotiations. The 
international agencies such as the UNCTAD and the World Bank offered only 
limited assistance. It may be possible within APEC for some kinds of supportive 
mechanisms to be developed to assist the smaller, lower-income countries to 
participate in APEC and other international forums more effectively and at lower 
cost. APEC does make it possible for the views of their members to be projected 
into other international forums such as the WTO. 

7 .4 Sharing experience 
Several ways of sharing some of the varying experience which APEC countries 
have accumulated in adjusting to liberalisation policies have been suggested 
above. It has to be recognised, however, that a tremendous amount of 
information is generated which needs to be collected and analysed to make the 
best use of the range of different experiences. The extent of this information and 
of the necessary analysis is illustrated by the huge literature which is building up 
from analysis of IMF- and World Bank-supported structural adjustment 
programs. The question for APEC economies is how to use such experience in a 
way that respects their diversity and reflects a genuine partnership and a process 
of consensus-building between countries. Further, account has to be taken of the 
difficulties (in terms of both trained personnel and costs of participation) which 
the smaller, lower income countries will have in participating in cooperative 
arrangements. Here we propose some possible mechanisms for the sharing of 
experience. 

APEC countries have agreed to set up APEC Study Centres. These centres could 
undertake the role of collecting information on the different adjustment 
experience in each country and analysing the information. Regular workshops 
between study centres could act as conduits by which the experience is shared 
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among countries and ideas about 'best practice' formulated with respect to the 
various activities. Being not directly within government bureaucracies, the study 
centres would be non-threatening as might be government departments from the 
larger countries carrying out these functions. 

Given the large amount of information to be collected, analysed and published, 
it is clear that as presently envisaged the APEC Study Centres would not have 
enough resources to undertake the role envisaged in an effective way. Creating 
the need for larger centres would present difficulties for lower-income APEC 
members. This difficulty could be overcome by forming study centres among 
several countries to have the necessary critical mass of analytical and statistical 
resources. 

A second suggested mechanism for undertaking this role is to build on a network 
of research institutions which already exists or to create a similar type of network 
among APEC countries. In 1994, a network of nine research institutions in Asia 
(in China, India, Indonesia, Republic of Korea, Mongolia, Pakistan, Philippines, 
Thailand and Vietnam) was formed under a three-year UNDP-funded program 
to exchange experiences in economic policy and developments in each country. 
The network goes under the title, Economic Development Management in Asia 
and the Pacific (EDAP Network). One economic research institute from each 
country participates (Australia has been a member of the Network since 1995 
through the participation of the National Centre for Development Studies, and 
the East-West Center in Hawaii joined in 1996). Experience is shared through 
the holding of two seminars each year hosted by one of the research centres at 
which a paper describing each country's experience regarding the topic under 
discussion is presented. These seminars are followed up by a training course 
which draws on the knowledge compiled from the seminars. Once a year a 
Senior Policy Forum is held to which senior officials from each of the countries 
are invited. Topics for discussion at the seminars are proposed by the research 
institute which undertakes to hold the seminar. Topics discussed to date include: 
reform and management of state-owned enterprises, public finance reform, 
reconciling policies for economic growth and development with moderating 
inflation, and the deregulation of foreign exchange and capital transactions and 
implications for macroeconomic management. 

The EDAP Network provides a mutually respectful way for countries to share 
their varying experiences, and is therefore a model which APEC participants 
might consider as a means of supporting technical and economic cooperation. 
The process of linking joint seminars on special topics, training courses in those 
topics, and consideration of the outcomes from the joint seminars by senior 
officials in the countries is a productive means of linking up information 
gathering and research, and passing along the lessons of experience to other 
researchers and officials in all countries. Secondment of public servants to these 
research institutes would provide a means of sharing information collected 
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within governments with other countries while avoiding the problems involved 
in secondment to another country's government service. 

7 .5 Conclusion 

The Osaka Action Agenda has put forward a very substantial range of technical 
and economic cooperation possibilities; not only for achieving free and open 
trade and investment but also in areas such as human resource development, 
infrastructure, resource conservation and agricultural technology. The question 
addressed here is what forms economic and technical cooperation might take in 
mutual assistance in adjusting to APEC's liberalisation policies? The lessons that 
have been learned so far about the design and implementation of economic 
reform programs and how to sustain them were outlined. These point to various 
multilateral forms of support for unilateral liberalisation. One of the most 
important of these is some form of international obligation that acts to bind the 
reforms - a mechanism which APEC already provides. APEC should make the 
most of this mechanism for encouraging sustained reform through example and 
peer pressure. 

It is clear that much has still to be learnt about the design, implementation and 
support of liberalisation policies. Collection and analysis of the information 
about APEC countries' experience will no doubt make a very important 
contribution to this body of knowledge. Institutional mechanisms for 
contributing to this body of knowledge and sharing it among APEC countries 
are suggested. It is important to recognise the large amount of information that 
will have to be collected and analysed and the resources that will be necessary to 

carry out these tasks in an effective way. 
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8 Preparing the way for development 
cooperation in APEC: Jumping the 
aid administration and policy hurdles* 

Michael G. Plummer, Kobe University and Brandeis University 
Shigeyuki Abe, Kobe University 

8.1 Introduction 

National development assistance programs have seen better days. In the first 
several decades following World War II, development assistance was thought to 
be an essential vehicle through which developed countries could support 
economic growth and progress in developing countries (or, some cynics might 
say, a flow of financial resources to keep developing countries out of the Soviet 
camp). In an environment such as the late 1990s in which 'aid fatigue' and 
national budget cuts have set in just as the Cold War memories are fading 
rapidly, the case for development assistance has become less obvious to 

developed-country constituents. The result has been a relative decline in 
development aid from many donors; as a percentage of income, aid 
disbursements have fallen in all major donor countries over the past decade, in 
each case coming to less than one-half of one percent by 1994. 

But official development assistance (ODA) programs are facing a period of crisis 
that transcends the mere question of budgetary allocations; the raison d'etre of 
such programs has been seriously questioned, and not just by axe-wielding fiscal 
curmudgeons. Does development assistance really make any difference to 
developing countries when it is: (1) small as a percentage of domestic capital 
formation; (2) sometimes tied1

; and (3) often a function of the policy goals of 

*The authors would like to thank all participants in the Development Cooperation in APEC 
project, but especially Andrew Elek and Pons Intal, for comments on an earlier draft. The authors 
alone are responsible for any errors which remain. 

1 When in the form of grants (i.e., 100 percent concessional assistance), the 'tying' of aid is much 
less controversial and, in effect, generally acceptable by OECD guidelines. Nevertheless, even in 
this case, the tying of aid diminishes the value of an aid program. When development assistance is 
in the form of concessional loans, aid tying is technically unacceptable under OECD guidelines, 
though often there are complaints that, in fact, such loans can also be tied. See, for example, 
Koppel and Plummer (1988) who consider these issues in the context of Japanese and US 
development assistance. 
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the donor countries? Can aid be reasonably envisioned as a means of 'burden 
sharing' - as is sometimes postulated - given the potentially commercial 
nature of aid in attaching itself to domestic firms? If ODA programs end up 
creating bureaucratic institutions that often absorb much of the budget allocated 
to aid, are they really effective in achieving their goals, or are they merely 
government 'fat' manifested in external programs (which, presumably, should be 
even less popular than domestic government 'fat' as the associated bureaucrats 
would include non-donor nationals)? In a world of increasingly flexible and 
mobile capital markets in which cases of international financial 'market failures' 
are less convincing, do concessional bilateral loans make sense (particularly when 
they are often criticized as also being de facto tied) or is the existence of 
multilateral lending institutions essential? In short, it would appear that there are 
more questions than answers regarding the desirability as well as the effectiveness 
of ODA. 

In the middle of this 'crisis of means and conscience' fall questions surrounding 
the relationship between ODA and regional economic groupings (REGs). In the 
1990s, for the first time the world is seeing the creation of REGs which combine 
major countries at asymmetric levels of economic development. For example, the 
EEC was created by developed countries and still has no developing countries 
among its 15 members; ASEAN was created as a developing-country 
organization while CER and the US-Canada Free-Trade Area, both hammered 
out in the 1980s, were bilateral agreements between developed countries. New 
agreements in the 1990s and significant proposals for additional REGs - for 
example, NAFTA, FTAA and APEC - all include developed and developing 
countries. Just as Economic and Monetary Union in Europe is being achieved 
only with greater compensation (or 'transfers') to less wealthy regions, these new 
asymmetric groupings may have to come to terms with the need to incorporate 
development assistance into the modus operandi of the arrangements. 

Or will they? Clearly, some developed countries have tried to resist this approach, 
which might suggest 'special and differential treatment', a term which has 
continually lost popularity since the 1960s until it has become anathema today 
in some circles. Nevertheless, finding a useful place for development cooperation 
within REGs will most likely continue to be an important aspect of intra
regional policy discussion in these increasingly diverse regional groupings. 

In APEC this issue is, perhaps, more important than in any other REG. APEC is 
composed of a very diverse set of countries, and its expected 'natural' expansion 
to include additional countries in Southeast Asia and, possibly, South Asia will 
reinforce this reality. 'Development cooperation', though controversial given its 
past history as a term, has become one of the 'three pillars' of cooperation within 
APEC. The need to focus on development aid designed 'to promote sustainable 
development and reduce economic disparities' has been clearly underscored by 
APEC Leaders. Still, countries within APEC remain far apart regarding the 
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meaning of development cooperation and the role it should play in fostering a 
region of 'open trade and investment' in the future. Reconciling these views will 
be difficult, especially in light of the current 'crisis' facing development 
cooperation, but some progress has been made at recent APEC meetings. At the 
1995 Summit in Osaka, APEC Leaders committed themselves 'to promote 
action-oriented economic and technical cooperation in a wide range of areas'. In 
Manila in 1996, they placed particular emphasis on 'Economic and Technical 
Cooperation' (ECOTECH), focusing on the need for more efficient economic 
cooperation programs (APEC 1997). 

The goal of this study is to reflect upon the policy-oriented and administrative 
hurdles facing development cooperation within APEC, and to suggest strategies 
to overcome existing obstacles, avoid future problems, and help the region create 
a coherent strategy to maximize the effectiveness of aid in light of its hard budget 
constraints. A premise of this paper is that ODA has had difficulties mostly 
because of conceptualization problems, lack of adequate cooperation between 
donors as well as between donors and recipients, implementation problems, and 
'policy coherence' problems. At all levels, there need to be new initiatives in the 
way that economic and technical cooperation is developed and administered 
from both developed- and developing-country perspectives. Initiating 
development cooperation in APEC could be used not only as a means to 
administer worthwhile aid programs effectively but also to set up a 'framework' 
for improving the current state of affairs, which is sorely needed if development 
cooperation is not going to be phased out before its time. 

In this sense, this contribution to the volume further underscores the need to 
develop a framework agreement along the lines of the recommendations made by 
Elek and the members of the policy dialogue group (Elek 1996). The Fourth 
Summit in the Philippines presented an historic opportunity for economic and 
technical cooperation not only within APEC itself, but also as a global model 
toward the ends of furthering efficient, market-oriented aid administration. 
Subsequent summits will likely continue to give high priority to ECOTECH. 

The rest of the paper is outlined as follows. After a brief (to avoid duplication of 
other contributions in the volume) review of the status quo of development 
cooperation within APEC (Section 8.2), Section 8.3 considers some salient 
problems and issues in development assistance formulation and administration 
under three categories, that is, the philosophical, implementation, and 'policy 
coherence' dimensions of the current so-called crisis. Section 8.4 considers how 
these problems can be addressed systematically in the context of APEC 
development cooperation. Finally, Section 8.5 summarizes policy and 
administrative hurdles and suggests how they might be overcome in APEC. 
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8.2 The development aid crisis: how deep? 
Over the past few decades, the trend in financial resources devoted to developing 
countries from OECD donors has been highly volatile. This is not surprising, 
given the diversity in aid programs (both in terms of content and geographical 
distribution) of these countries and the external shocks that have affected 
recipient countries asymmetrically (as well as the donors themselves). 

Table 8.1 delineates the top aid recipients for developed APEC countries and 
Europe (Scandinavia and the EU-122

) for two periods, 1980-81and1992-93. 
The table lists major Asian recipients individually and then groups other regions 
into aggregates, with the top 15 countries' share in total ODA (not derivable 
from the table) broken out as a proxy for aid concentration. 

Aid from Japan and Australia-New Zealand tends to be the most concentrated in 
general and focused on the Asia Pacific, with Indonesia receiving the largest share 
ofJapanese aid and Papua New Guinea taking up a large (but falling) share of 
Australian and New Zealand aid. The US aid program is more concentrated on 
the Middle East, while European aid tends to flow to Africa, an indication of the 
political orientation of aid in these latter countries. In Asia, only the Philippines 
shows up as an even moderately important recipient of bilateral US ODA, 
accounting for 2.2 percent of its total in 1992-93. 

As can be seen in Chart 8.1, aid from Japan grew the most rapidly over this 
period, with nominal contributions more than tripling. The EC-15 (now 
including all EU member states in the chart) also experienced an impressive 
increase in its dollar contributions to $32 billion. The EC-15's share in this 
selected group total (Chart 8.2) has fallen from slightly over half to slightly less 
than half, with Japan's share gradually increasing and the US share falling. 

However, when one considers aid as a percentage of GDP, the picture is less rosy. 
The US share has been falling the fastest and came to less than 0.2 percent in 
1994, far below the OECD target of 0.7 percent. Dynamic growth in Japan has 
meant that growth in the denominator (in US dollar terms) of the ratio kept 
pace with the significant changes in the numerator. The economic recession 
which began in 1991 marked the beginning of a (volatile) downward trend, with 
aid as a percentage of GDP coming to less than 0.3 percent in 1994. Canada and 
the EU-15 now contribute approximately 0.4 percent of their income to external 
aid. 

In sum, ODA is becoming less important in the donor economies. Perhaps this is 
to be expected. After all, since these countries have all experienced cutbacks 

2We distinguish between EU-member and non-EU member Scandinavian countries here because, 
while these countries are small and, hence, their aid programs are dwarfed when grouped in 
European aggregates, they are among the most generous in the world in terms of aid as a 
proportion of GDP. 



Table 8.1 Geographical distribution of ODA: selected countries (percent) 

USA Japan Canada AU+NZ Scandinavian 
Recipients 80-81 92-93 80-81 92-93 80-81 92-93 80-81 92-93 80-81 92-93 

Chile 

China 9.2 2.6 4 1.8 

Indonesia 2.1 11.2 11.4 1.6 1.5 6.8 7.8 2.1 2.6 

Korea 6.9 1.7 0.1 

Malaysia 2.3 1.6 1.2 2.1 0.8 0.2 

Mexico 

PNG 39.2 21.8 

Philippines 0.8 2.2 4.7 8.6 1 1.9 3.1 0.2 

Singapore 

Thailand 5.9 3.8 1.4 2.6 0.8 

Vietnam 1.4 1.3 5.6 1.4 

Europe 2.8 0.8 0.9 0 0 0 0 0 2.2 7.1 

Africa 3.3 5 2.4 1 10.4 5 1.6 1 24.9 19.6 

South Asia 6.9 3.1 17.1 9.1 15.6 5.6 6.7 2.2 11.3 4.7 

Middle East 24.1 23.5 2.7 8 1.8 2.1 1.2 0 2 1.6 

Oceanic 1.7 0 0 0 0 0 6.4 8.2 0 0 

Other Asia 0 0 0 0 0 0 0 1 0.6 0 

Total 
(for 15 countries) 43.6 43.4 54.1 56.8 30.3 21.9 66.4 55.1 50.1 42.1 

Multilateral ODA 30.4 26.6 31.5 21.l 37.6 30.8 21.8 26.3 33.4 28.5 

Unallocated 11.4 14.4 2.2 5.8 17.7 31 5.5 9.7 9.5 17 

Total 85.4 84.4 87.8 83.7 85.6 83.7 93.7 91.l 93 87.6 

Total ODA 
($million) 6973 12,401 3592 14,207 1143 2578 732 1081 1750 1750 

Source Development Co-operation: Efforts and Policies of the Members of the Development Assistance Committee OECD 
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Chart 8.1 Official development assistance from major donors, 1980-94 
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(sometimes severe) in all budget outlays, it should come as no surprise that 
external assistance would go along with the trend, especially with far fewer 
constituents to upset in making cutbacks. In this sense, from a purely financial 
perspective, there does not seem to be an 'aid crisis' (or at any rate, not yet), at 
least no more than there are budget crises in general. Abe and Plummer (1997), 
for example, estimate an aid-supply function and show that this has indeed been 
the case. Another approach is to consider how aid has fared as a percentage of 
total government outlays. Data available from the International Monetary Fund 
show considerable volatility, but generally aid has declined as a percentage of 
government expenditures. But the so-called contemporary aid 'crisis' refers, 
perhaps, to a malaise with development assistance in general, discussed below. 

8.3 The need for change: aid formulation and implementation 
problems 
Given the existing climate for development cooperation there is an evident need 
to devote these limited financial resources to a well-defined set of targets and to 
implement aid as efficiently as possible. However, problems arise in 
conceptualizing the best prospects for aid, identifying areas in which aid can be 
most effective, and ensuring that it is implemented most efficiently. In this 
section, we try to identify some of the major hurdles facing development 
assistance programs today, focusing on philosophical, implementation, and 
policy coherence problems. Approaches to rectifying problems that are discussed 
in this section will be handled in Section 8.4 on administration issues and 
development cooperation in APEC. 

If governments need to maximize the effectiveness of aid, they will ultimately 
need to focus on 'public goods' and market failure issues in which foreign donors 
have a comparative advantage. We can address administrative problems and policy 
coherence problems by reforming aid, stressing aid cooperation, and 
understanding the general-equilibrium dimensions of commercial policies. If 
successful and coherent, aid programs developed by countries within APEC both 
individually and as a group will not only advance development prospects in 
recipient countries, but will also improve bilateral relations, strengthen 
cooperation and understanding between APEC countries, and assist in the 
general building of an APEC regional community. 

Philosophical dimensions of aid 

In the 1990s, the Indonesian government issued a tender for supplying 
telecommunications services to its huge market. The final two firms in the 
bidding were an American firm, ATT, and a Japanese firm, NTT. While it 
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appeared that the American firm had the inside track, an offer by the Japanese 
government to improve the NTT offer by throwing in ODA-related benefits -
or, at least, such was argued by ATT - tipped the balance in favor ofNTT. Not 
wanting to be outdone, the US government acted in support of the ATT bid. In 
the end, the deal became politically too 'hot' for the Indonesian government and 
bids were re-opened. With the next bidding, predictably, the American and 
Japanese firms were each given concessions, effectively splitting the market. 

This is a particularly gruesome example (and by no means the only one) of 
commercial interests distorting the pattern of aid to developing countries. 'Tied 
aid' is effectively uncontroversial when in the form of grants, but even such 
grants lead to second-best market distortions that could be detrimental to 
private-sector-led growth in the recipient country. When aid becomes de facto 
tied in loan-based ODA, the effects are even worse, particularly when a 'race to 
the bottom' is generated. This path only leads to ODA's becoming another 
means of industrial policy that, perhaps, cleverly escapes bilateral sanctions 
against trade-distorting practices but clearly works to the detriment of 
development assistance goals. 

It would also appear that developed countries are increasingly using aid as a 
'weapon' to influence non-economic domestic policies of various sorts, be they 
narcotics in Latin America or human rights in Asia. While sometimes successful, 
these policies often lead to hard feelings on the part of recipient countries and 
serve to weaken bilateral relations. They might also merely mask protectionist 
interests. In any event, it brings to the fore fundamental questions about the 
nature of development assistance of any sort. If ODA is, indeed, most useful in 
combating domestic market failures and helping provide public goods, should 
non-economic conditions be attached? Are human rights considerations being 
pushed by a donor-country merely because of election-year politics? If ODA 
should be cut off from all undemocratic societies, how many of the most needy 
countries would ever receive any development aid? To many, it would appear that 
conceptualizing and formulating effective bilateral and multilateral aid programs 
are difficult enough without having to factor in political conditions which are 
often counterproductive and driven by special interests. 

Moreover, in developed countries, ODA has been targeted as an example of 
government waste and/or an indication of how the government ignores the needs 
of domestic constituents. For example, best-selling books such as Tropical 
Gangsters (Klitgaar 1990) have derided aid communities as living off the worst 
kind of government waste. Coupled with the general perception in developed 
countries that their aid programs are much larger than they actually are, this has 
created a large, grassroots anti-ODA constituency which appears to grow larger 
commensurate with domestic budget cuts and other -:fforts to trim government 
fat. 
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Finally, it is often difficult to conceptualize exactly what is a 'public good' or 
market failure, and whether or not ODA can be used effectively to address the 
needs of the recipient country. Australia has long supplied what has been deemed 
critical development assistance to Papua New Guinea, including the provision of 
short- and long-term technical personnel within government departments. This 
aid was administered with the best intentions, that is, to provide human capital 
in a human-capital-needy environment, but has it led to indigenous abilities to 
manage (provision of the 'education public good')? Did Australia's helping PNG 
sort out the Kina Crisis of 1995 (when the country ran out of foreign exchange 
reserves), or the US response to the Mexican Peso Crisis of December 1995, 
really address a market failure or public good? The answer is not straightforward. 

Sometimes, ODA projects that seem to provide a public good may be designed 
with donor-country limitations attached that, perhaps, distort the original intent 
of the bilateral program or cause problems with other donor and/or recipient 
countries. For example, in the late 1980s the EC funded an ASEAN subregional 
project that was administered by UNDP, to help ASEAN-based exporters enter 
into foreign markets (an informational public good). But, interestingly, the 
project provided information about penetrating the United States market! (Naya 
et al. 1990). It is no wonder the US private sector has become so cynical 
regarding 0 DA in recent years. 

Do multilateral lending organizations address market failures or supply public 
goods? The long-used argument for the existence of these institutions is to 
correct for a critical market failure in developing countries, that is, poor internal 
asset markets and the inability to tap international asset markets. In the world of 
fluid and open international capital markets of the mid-1990s, however, the issue 
is less clear-cut, except, perhaps, for the Least Developed Countries. If asset 
markets are undeveloped, is it because the governments themselves are to blame? 
If so, do multilateral lending institutions address a market failure or help 
perpetuate one? Even in the case of 'debt crisis', the usefulness of these 
institutions may be called into doubt. If the Brady Plan led to the international 
public institutions absorbing the privately generated debt burden, how was a 
market failure corrected or a public good provided? (see Cline 1995 for a 
discussion of these issues). In assessing the usefulness of the Bretton Woods 
institutions after fifty years, a large literature has developed that has questioned 
their value in the contemporary global marketplace. 

With so many questions surrounding what we might call a 'crisis of conscience' 
in ODA conceptualization, and so many policy and social forces working against 
ODA in donor and recipient countries, it is no wonder that development 
assistance has come under attack from many directions. Without clear definitions 
of ODA goals and how ODA can be used to reach them effectively, one can 
predict continued demise. 
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Aid implementation problems 

In the early 1990s, the United States launched the Asian Environmental 
Partnership (AEP), which was slated to be the next big ODA initiative in the 
region. Its goal was to redress a critical global market failure: namely, 
environmental degradation. The AEP could be used as a means of assisting Asian 
countries to protect their own internal environment as well as the 'global 
commons', encouraging private sector solutions and involvement wherever 
possible. This would be an example of a development assistance program which 
satisfies economic criteria for government involvement, based on donor 
comparative advantage with the added benefit of being popular in the United 
States itself. The question is whether it can be done effectively? 

A first problem with the implementation of even the most important ODA 
programs is establishing mechanisms to reach these goals. Neoclassical 
economists tend to concede that, in theory, protection of domestic markets can 
be efficient if there exist well-defined types of market failure. But most also 
concede that processes created by protection generally set in motion secondary 
and tertiary effects that make the efficient internalization of market-failure
related externalities impossible. From environmental protection to food aid, 
possible second-best distortions generated by aid programs could potentially 
make matters worse in the recipient country (though they may be used to please 
certain domestic constituent groups). Problems could be exacerbated when aid 
programs tackle politically sensitive areas. 

Some economists would argue that aid administration - like most government 
bureaucracy-by its very nature precludes hitting well-defined policy targets 
accurately. For example, Milton Friedman once noted that he was finally 
convinced that the Marshall Plan turned out (seemingly by chance) to have been 
effective, but only in somewhat speeding up economic reconstruction in Europe. 
Still, he argued that any benefits from the Marshall Plan would have to be 
weighed against the enormous, long-term costs of the inefficient USAID 
bureaucracy that can be directly attributable to it. Evidence of oft-cited 
bureaucratic inefficiency relates to the huge percentage of budgets devoted to aid 
administration - for example, 90 percent of the PAO budget (Naya et al. 
1990). Ninety-two percent of Switzerland's ODA program is reported to go to 
Swiss nationals. 

In addition, the political process that produces development aid programs often 
precludes a coherent program of ODA with well-defined goals and objectives, 
making implementation extremely difficult. For example, Japanese ODA is 
formulated by four major (often competing) government bureaucracies, whereas 
the USAID administrator answers directly to the US Congress. When the home 
bureaucracies exist in a context of excessive red tape and frequently changing 
goals, reflecting which political interest won the latest battle, aid workers in the 
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field, unable to perform effectively, are often frustrated and demoralized, leading 
to a vicious cycle of implementation problems. 

Finally, most ODA programs suffer from a lack of ex post analyses. In some 
cases, this stems from indifference. More frequently, however, it relates to 
difficulties associated with accurately measuring the impact of food aid, 
environmental protection, or the internalization of other externalities which, by 
their very nature, do not lend themselves to easy measurement. This problem 
underscores the importance of careful ex ante program conceptualization. 

Policy coherence problems 

Beginning in the 1980s, at the same time that 'aid fatigue' was setting in for 
donor countries, most developing countries in APEC had realized the limitations 
of 0 DA in their respective development cooperation strategies and soon opted 
for 'trade, not aid' from the developed countries. That is, as they adopted 
progressively more liberal external commercial policies as integral parts of their 
economic development strategies, developing APEC countries required open 
markets - some of which seemed to be on the verge of closing - rather than 
ODA, which in any event constituted a small percentage of cap.ital formation. 
This switch in approach was evidenced in the active participation of developing 
countries in the Uruguay Round, for the first time in GATT history. Handouts, 
it seemed, always came with conditions and considerable uncertainty; the global 
marketplace offered infinitely more. 

This change in approach was welcomed by policymakers throughout the 
developed world and was lauded by economists. Nevertheless, in developed 
countries, ODA and trade policies were not linked but, rather, were determined 
domestically by often completely different bureaucracies. Official development 
assistance used to help prepare developing countries to compete in the 
international marketplace, for example, was being undertaken at the same time 
that some highly restrictive trade policies in areas of interest to developing 
countries, for example, the global quota in textiles through the Multi-Fiber 
Agreement, voluntary export restraints, and 'hidden' protection under the guise 
of anti-dumping duties, were being implemented. This has been criticized in the 
literature as a lack of policy coherence (see, for example, Fukasaku et al. 1995). 

The policy coherence problem continues to be an important issue for developing 
APEC countries, even though the Uruguay Round commitments to 
liberalization have reduced fears that their development strategies might be 
hindered significantly by trade barriers in developed countries. There remains a 
need to take a general-equilibrium approach to development assistance in which 
not only ODA but also real and financial policies of donor countries are taken 
into consideration. In addition, the movement toward regional trading blocs 
throughout the world can serve to harm policy coherence of donor countries 
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through trade and investment diversion. This problem would be critical in the 
APEC context if it emerged as a preferential trading area; even if developing 
member states find some of their most important trading partners in APEC, an 
inward-looking APEC trade bloc could work against their long-term economic 
interests. Nevertheless, the strong commitment of APEC to 'open regionalism' 
and general opposition to a discriminatory bloc makes such development highly 
unlikely. 

Of course, recipient-country trade policies must also be considered part of the 
policy matrix. Developing APEC countries will benefit less if ODA becomes 
misallocated due to inefficient domestic policies. 

8.4 How can development cooperation in APEC help? 

From the above discussion, it would appear that, while aid can have an 
important role to play in the economic development strategies of APEC 
member-states and in improving bilateral relations, there exist problems in the 
way that ODA is currently developed and administered. First, conceptualization 
of aid policies could be improved. Second, there are many difficulties in ODA 
administration, at both ends of the aid distribution. Third, there can be 
problems of conflicting policies that are developed independently of aid 
programs, that serve to contradict the goal of promoting economic development. 
It is, therefore, no wonder that ODA is thought to be in a 'crisis' situation and 
relative flows of development assistance are declining, with indications that the 
trend will continue. 

Lessons to date 

This paper has argued that ODA, if conceptualized and administered effectively, 
can help achieve the goal of augmenting economic development, closing 
international income disparities, and in cementing closer bilateral relations 
between developed and developing countries. In essence, this will require 
developing realistic goals and concrete objectives, as well as effective action plans 
to implement them, all the time considering related donor and recipient policies 
in complementing ODA programs. Clearly, policy discussion has to be part of 
donor-recipient interaction in developing aid policies - a fact recognized by, for 
example, APEC member states in making development cooperation a pillar of 
cooperation. 

Hence, successful ODA is not so much a question of financial resources thrown 
at these goals and objectives, but rather is a function of how well donor and 
recipient countries are able to work together to devise effective means towards 
the end of promoting development and economic relations. 
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In accomplishing these objectives, economists would argue that ODA, as 
essentially an extension of government involvement at the international level, will 
be best used when addressing market failures and providing public goods. 
Importantly, ODA must be used in areas in which donor countries have 
comparative advantage in assisting these countries. It should not be used to 
address areas best tackled by domestic government expenditures or by the private 
sector. It will do no good if ODA is spent on projects that correct market failures 
caused by the government itself As the private sector must be considered the 
backbone of any successful economic development strategy, ODA needs to 
include the private sector of both donor and recipient countries in 
conceptualizing and implementing aid programs, just as recipient country 
governments need to use domestic and foreign investors in fostering economic 
development. 

The crisis revisited 

In addressing perceptions of 'crisis of means and conscience', the G-7 meeting in 
Lyon spent a good deal of energy in clarifying their commitment to ODA. In the 
communique dated 28 June 1996, the Leaders pointed to the need to create a 
'new partnership' between developed and developing countries to reflect 
changing realities. Elaborating on this goal, the G-7 Leaders noted (selected 
text): 

36. The new development partnership should be mutually beneficial and based 
on a spirit of solidarity and burden-sharing among all those involved: 

- the developing countries have a fundamental responsibility for promoting their 
own development. This means conducting sound and consistent economic and 
social policies, promoting a political and legal environment conducive to the 
development of the private sector, and encouraging domestic and foreign 
investment ... It is in their interest to commit themselves actively to the 
multilateral system and to promote regional cooperation; 

- the developed countries must support the efforts of the developing countries in 
a spirit of common purpose and efficiency ... We renew our commitment to 
secure substantial flows of official aid and to improve the quality of this aid. The 
whole international community should be mobilized in this effort, and the new 
donors should assume growing responsibility, so that the burden is more equally 
shared ... 

37. Within the framework of this new partnership, the priority must be to 
implement more effectively targeted policies, with four complementary 
objectives: 

- external financial support should take into account the differentiation between 
countries in transition, emerging economies, and the poorest countries [especially 
Sub-Saharan Africa] ... Grants and concessional financing should be directed 
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primarily to meet the financial requirements of the poorest countries which have 
no or limited access to the international capital markets, once they can 
demonstrate their commitment to create the conditions to use them effectively; 

- giving more explicit priority to sustainable development and the alleviation of 
poverty ... 

- we should support the establishment of a dynamic and competitive private 
sector in development countries based on small and medium-scaled enterprise. 
ODA can play a catalytic role in creating the conditions in which such a private sector 
can flourish; 

- lastly, further integrating the Least and Less Developed Countries into the 
global economy, using the full range of policy instruments having an impact on 
development. Within the multilateral environment which has emerged from the 
Uruguay Round Agreement, this should be an essential objective ... We will 
implement the provisions of the Marrakesh Decision on Measures of Least 
Developed Countries. In this context we will examine what each of us could do to 
improve their access to our markets and we encourage others to do the same, including 
other developing countries (authors' italics). 

There are a number of interesting insights that one can glean from this statement 
regarding the thinking of the G-7 Leaders about ODA. Perhaps most 
importantly, the general goals spelled out in the communique are consistent with 
the contribution to this volume of our dialogue group (Chapter 1), echoing 
many of the same themes developed therein. The importance of aid from 
developed countries is stressed, but a focus is placed on the policies of developing 
countries and 'policy coherence'. Using the private sector as the principal engine 
of growth is also urged, with small- and medium-sized enterprise development 
receiving particular support. 

Second, the statement that developing countries need to 'commit themselves 
actively' to regional cooperation is somewhat surprising, particularly since there 
is no clear definition as to how this latter term should be defined. Is it a general 
statement regarding promotion of exchange within a regional framework or is it a 
blessing of regional (discriminatory?) trade groupings? As it is juxtaposed with 
the 'multilateral system' (no doubt a reference to the WTO), one might tend to 
believe it is the latter. If so, this is a controversial statement in light of the above 
analysis. 

Third, 'special and differential treatment' seems to emerge here, but in a different 
context; such an approach is to be used to distinguish aid allocations between 
developing countries - as opposed to 'free rides' to developing countries in 
general in the global trading and financial system - with a strong statement in 
favor of helping the poorest of the poor. Fourth, the G-7 countries commit 
themselves to improving the 'quality' of aid, which is the primary interest both of 
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the dialogue group's contribution (see Chapter 1) and of development 
cooperation within APEC. 

As is the case with most communiques, this one does not set clear goals and 
objectives. Still, it is important in reaffirming the commitment of developed 
countries to ODA and appears to be highly consistent with and even encourage 
the development of closer means of development cooperation within APEC. 
While APEC is not explicitly mentioned in this context in the communique, the 
Leaders do place a high priority on aid coordination and policy dialogue: 

45. We urge greater cooperation between UN agencies, the international financial 
community and the WfO: 

- UNDP, other UN agencies, the World Bank, the IMF, the WTO and regional 
development banks could work together, in full cooperation with the host 
country, in the preparation of country strategy reports submitted to their 
respective governing bodies. Regular meetings of donors in each country should 
be organized to facilitate the exchange of information and the shaping of 
programs according to the comparative advantages of each institution. The 
resident United Nations coordinator or the World Bank or regional development 
bank representative could organize these meetings at regular intervals. Such 
meetings will help coordinate and rationalize the work of donors while reducing 
costs ... 

8.5 Overcoming policy and administrative hurdles in APEC 
ODA programs throughout the world are undergoing considerable change, in 
terms of both quantity of aid commitments and quality of aid. It was argued 
above that perhaps this should not be surprising: government budgets have, in 
general, been reduced; the old asymmetric relationship between donors and 
many developing countries has changed, with a much stronger focus on 
development policies in recipient countries; the types of public goods/market 
failures that can best be addressed by the aid community are very different; and, 
as with government spending at the domestic level, the need to make ODA more 
effective has taken on a renewed importance. If this is correct, there is no 'crisis 
of means and conscience' in global ODA. It is merely in a state of transition that, 
with careful guidance, astute selection and development of goals, objectives and 
implementation programs based on solid economic reasoning, could make ODA 
much more effective in the future. 

On the other hand, we should not underestimate the serious risks that confront 
ODA today. Strong anti-development assistance constituencies have emerged in 
many donor countries, and recipient countries have often become wary of the 
motivations of donor countries, for example, in cases of meddling in domestic 
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policy formation and allowing inefficient aid allocations that might benefit the 
donor-country private sector more than the recipient countries. In fact, it is 
urgent to address these issues. 

We are confronted with several important realities in attempting to forge more 
effective development cooperation. First, aid is not necessary for economic 
development. In fact, it is possible that aid could be detrimental if it is used to 
perpetuate inefficient domestic policies, distort relative prices or reduce 
incentives. Second, aid is decreasing in importance and cannot be counted on in the 
medium or long term as an important source of finance inAPEC developing 
countries. There are no substitutes for private markets, which are far more 
predictable. Development aid should be used as a complementary means to 
improve the efficiency of the factors of production in developing countries and as 
a means of internalizing externalities. Third, the 'traditional' model of donor
recipient relationships no longer exists; all are partners in the same process of 
promoting global economic development. Attempts to pursue 'special and 
differential treatment' or 'Lome-type' arrangements in regional economic 
groupings such as APEC will not only be unsuccessful but could be damaging. 
Fourth, from the donor perspective, aid will not achieve the goal of enhancing 
bilateral relations if used as a political lever or a means of promoting donor-country 
commercial interests, or if it lacks policy coherence. 

In addition to the problems of formulation, implementation and coordination in 
the development assistance process, there are specific administrative hurdles that 
threaten the efficiency of projects. For example, bilateral and regional projects 
can easily involve a good deal of waste. This is because there tends to be 
inefficient monitoring of many projects in the field, and even less ex post 
evaluation. Moreover, accountability is often unclear and, of course, there is 
always the problem of corruption ... not merely in its common definition but 
also in the absence of specific incentives for effective implementation. In order to 

overcome these hurdles, considerable change will be required in the 
implementation structure of aid at bilateral, subregional and regional levels. 

APEC, as a large and open regional grouping, is an ideal place to begin to create 
a better model of economic cooperation. In fact, as the 'third pillar' of APEC, a 
stronger emphasis could be placed on development cooperation as a means of 
compensating for the greater efforts and political costs that developing countries 
- which have a much longer way to go in liberalizing trade and investment in 
order to meet the Bogor vision -will have to bear.3 To some degree, trade and 
investment liberalization and facilitation under APEC will help resolve many of 

3 Of course, this trade and investment liberalization will also benefit the developing countries the 
most. Nevertheless, associated political costs will be high and perceptions of 'burden sharing' in 
APEC are important. 
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the hurdles facing development cooperation today: the fewer the distortions in 
the economy, the greater are the chances that aid will accomplish what it sets out 
to do. 

From the above analysis, it would seem that, inter alia, any substantive 
framework agreement under which development cooperation should be 
promoted should ensure the following. 

(1) There is a stress on the need to address true market failures and public 
goods, based on the comparative advantage of the donor countries. 
Discernible market failures should be of concern not just to one donor 
country but to all. Of course, each country will have different priorities and 
different comparative advantages. Development cooperation can be used to 
pool resources and exploit comparative advantages in an efficient way, while 
at the same time allowing each member state to choose its own priority 
areas. 

(2) Duplication and/or competition between aid agencies reduce the 
effectiveness of aid to the recipient country or countries. Development 
cooperation by its very nature can be used to prevent redundant aid 
programs and help achieve the goal of maximizing the effectiveness of aid. 

(3) APEC should be explicit in its intention to allow non-member donor 
countries to take part in APEC-related projects. Such an open approach is 
consistent not only with good economic sense but with the very essence of 
economic cooperation within APEC, that is, open regionalism. 

( 4) Developed countries in APEC need to formulate clear aid priorities and 
stick by the resulting goals and objectives so as to ensure continuity and 
facilitate cooperation. 

(5) Developed and developing countries in APEC need to engage in continuous 
policy dialogue, at APEC-sponsored trade and investment meetings and in 
other forums such as the ASEAN Post Ministerial Conference, to ensure 
policy coherence. 

(6) Private sector representatives need to be brought into aid formulation as 
expert advisors and consultants. However, aid should not be used as an 
additional weapon of external industrial policy, an approach that is 
damaging not only to the global community but also to the social welfare of 
the donor country. 

(7) If development cooperation is to succeed, influence should be exerted in 
non-economic domestic policies only in the context of agreed clear rules and 
guidelines. 

APEC participants appear to be fully prepared to move forward in devising 
means of more effective cooperation in economic and technical cooperation 
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along the general framework developed above. For example, as noted by the 
APEC Leaders at the 1996 Summit (APEC 1997): 

APEC's Economic and Technical Cooperation Agenda provide the avenues by 
which economies can cooperate in the formulation and conduct of joint activities 
in areas of researches, data and information sharing, surveys, training programs, 
technical demonstrations, exchange of experts, technology sharing and transfer, 
establishment of research and business networks, and many other undertakings 
that promote the effective use of the region's resources and increase the 
effectiveness of policy measures (p. 14:29, Feb. 1997). 

Development assistance has reached a new watershed: there is no sense in turning 
back the clock, and reform should be welcomed. Ignoring the need for change 
would likely doom ODA to receiving smaller and smaller financial resources, 
used to address yesterday's problems in an inefficient way. Alternatively, the ODA 
communities can use this period of transition as an opportunity to develop a 
more effective means of promoting economic development and internalizing 
global externalities. Development cooperation is one option to achieve, at least in 
part, the latter vision. APEC has an important - perhaps historic -
opportunity to take the lead in this regard. 
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Appendix 1 
The Manila Declaration 
of November 1996 

Declaration on an Asia-Pacific Economic Cooperation Framework 
for Strengthening Economic Cooperation and Development* 

We, the Ministers of Australia, Brunei Darussalam, Canada, Chile, the People's 
Republic of China, Hong Kong, Indonesia, Japan, the Republic of Korea, Malaysia, 
Mexico, New Zealand, Papua New Guinea, the Republic of the Philippines, Singapore, 
Chinese Taipei, Thailand, and the United States of America, meeting in Manila from 
22-23 November 1996, 

1. Recalling the vision articulated by the Leaders on Blake Island of an Asia- Pacific 
community built upon the growing interdependence and cooperation in the region; 

2. Heeding the call made by the Leaders in Bogor for APEC to lead the way in 
intensifying development cooperation in the region; 

3. Building on the essential elements of economic and technical cooperation 
contained in the Osaka Action Agenda, as one of the three pillars on which to 
deepen the spirit of community in the Asia Pacific; 

4. Acknowledging that economic and technical cooperation and trade and investment 
liberalization and facilitation are mutually complementary and supportive; 

5. Recognizing the need for a new framework of economic cooperation and 
development which will provide greater focus and coherence in the growing 
number of regional programs and activities in the economic and technical 
cooperation areas; 

6. Conscious of APEC's achievements in the area of economic and technical 
cooperation since its foundation; 

To this end, Ministers jointly resolve to: 

Adopt the following Framework for Strengthening Economic Cooperation and 
Development to guide member economies in the implementation of Part II of the 
Osaka Action Agenda, entitled Economic and Technical Cooperation. 

I. GOALS 

We agree that the goals of economic and technical cooperation and development in 
APEC are: 

*Reproduced with permission from Selected APEC Documents, 1996, APEC Secretariat, 
Singapore. 
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to attain sustainable growth and equitable development in the Asia-Pacific region; 

to reduce economic disparities among APEC economies; 

to improve the economic and social well-being of the people; and 

to deepen the spirit of community in the Asia Pacific. 

II. GUIDING PRINCIPLES 

1. In line with APEC's fundamental principles, we will pursue economic cooperation 
and development in the region on the basis of: 

mutual respect and equality including respect for diversity and the different 
situations of members, focusing on member economies' strengths; 

mutual benefit and assistance, with a firm commitment to making genuine 
contributions toward the goals of sustainable growth and equitable development 
and reducing disparities in the region, based on the APEC member economies' 
diverse and complementary capabilities; 

constructive and genuine partnership, creating opportunities for mutually 
beneficial exchange between and among industrialized and developing economies, 
thus promoting the development and dynamism of the economies in the region. 
This will include a working partnership with the private/business sector, other 
pertinent institutions, and the community in general, to ensure that cooperation is 
consistent with market principles. This partnership will engender cooperative 
undertakings toward the efficient allocation of resources and reduction of economic 
disparities within an increasingly integrated Asia-Pacific community; and 

consensus building, in line with the consultative, consensual approach nurtured 
through the development of APEC, while respecting the autonomy of each 
economy through their voluntary participation. 

2. We emphasize the need to jointly undertake economic and technical cooperation 
activities that will promote the full participation of all men and women in the 
benefits of economic growth. In pursuing these activities, we shall be guided by our 
responsibility in making economic growth consistent with environmental quality. 

III. CHARACTER OF APEC ECONOMIC & TECHNICAL COOPERATION 

1. To achieve our goals, we agree that economic and technical cooperation in APEC 
must be goal-oriented with explicit objectives, milestones, and performance criteria. 

2. Considering the increasing role of the private/business sectors in APEC, we 
encourage them not only to participate but also initiate economic and technical 
cooperation activities in line with APEC goals. Thus, economic and technical 
activities can combine government actions, private sector projects and joint public
private activities with the public sector playing a direct or indirect role in creating 
an enabling environment for private sector initiative. 

3. To help build a growing sense of community and promote a spirit of enterprise that 
leads our people to work with and learn from each other in a cooperative spirit, 
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economic and technical cooperation activities should draw on voluntary 
contributions commensurate with member economies' capabilities and generate 
direct and broadly shared benefits among APEC member economies to reduce 
economic disparities in the region. 

IV. ORGANIZING THEMES AND PRIORITIES 

1. To achieve sustainable growth and equitable development, and benefit from the 
move towards free and open trade and investment, and to promote the welfare of 
economies of the region, we give priority to joint cooperative activities which: 

Develop Human Capital, the region's main asset in economic development, to 
broaden the benefits of economic growth, deepen the basis for sustainable growth, 
and strengthen social cohesion domestically and regionally; 

Develop Stable, Safe and Efficient Capital Markets to promote capital flows that 
generate real economic returns, to mobilise domestic savings through broad, deep 
capital and financial markets, as discussed by the Finance Ministers Meeting, and to 
enhance the environment for private investment in infrastructure; 

Strengthen Economic Infrastructure to eliminate bottlenecks to economic growth, 
especially in such areas as telecommunications, transportation, and energy 'in order 
to further integrate members into the regional economy, and the region into the 
global economy; 

Harness Technologies for the Future to ensure that APEC joint activities promote 
the flow and expand the capacities of its members to absorb existing industrial 
science and technology as well as develop new technologies for the future, thus 
promoting a free flow of information and technology; 

Safeguard the Quality of Life Through Environmentally Sound Growth by 
promoting sound policies and practices, taking into account concerns about 
sustainable development; 

Develop and Strengthen the Dynamism of Small and Medium Enterprises so that 
they may respond more efficiently and effectively to market developments in a 
more open and liberal economic development. 

2. We will support new themes that may emerge in the cooperation process that are 
consistent with the goals and guiding principles defined in this framework. 

3. In consonance with the goals, principles, and themes laid out in this Declaration, 
we hereby urge Working Groups and other relevant APEC fora to coordinate with 
each other and integrate their work on cross-cutting issues to achieve focused 
outcomes and demonstrate breakthroughs in advancing the goals of APEC, in the 
light of Part II of the Osaka Action Agenda and the themes mentioned in 
paragraph 1 of this section. 

4. We are confident that, by giving further coherence and direction to our economic 
and technical cooperation, we will contribute substantially to the goal of a 
prosperous Asia-Pacific community as we move towards the 21st century. 



Appendix 2 
The Foundation for 
Development Cooperation 

The Foundation for Development Cooperation (FDC) is an independent, non-profit 
and non-partisan organisation whose aim is to strengthen international cooperation 
and development. It does this by undertaking, promoting and supporting activities to 
improve the quality and increase the quantity of aid to developing countries, and to 
promote development cooperation with these countries. It is the only such organisation 
in Australia. The late Bill Taylor, AO founded FDC in 1990 and served as Vice
Chairman until 1995. 

The mandate of FDC calls for it to conduct policy-oriented research, foster public 
awareness, mobilise broader Australian and overseas interest and participation, and 
support non-governmental efforts to promote development, especially at the grassroots 
level. This mandate has been endorsed by legislation of the Australian Parliament, 
amending the Income Tax Assessment Act, to allow tax-deductible status for the 
Foundation. 

The Foundation has developed close working relationships with Australian and 
international organisations (official, private and voluntary) and with its overseas 
counterparts (the Overseas Development Institute in the United Kingdom, the 
Overseas Development Council in the United States and the North-South Institute in 
Canada). 

FDC's core budget is derived entirely from private sources. Support is now being 
received from other private foundations, corporations and individuals which will 
ensure the Foundation's viability as an independent policy research organisation 
contributing to international development and cooperation. Among these is a 
substantial grant from the Ford Foundation. Funding for specific project-related 
activities has also been received from private, government and international sources -
the Australian Bankers' Association, the Australian Agency for International 
Development (AusAID), the World Bank, the Asian Development Bank, the United 
Nations Development Programme, the Consultative Group to Assist the Poorest 
(CGAP), the Myer Foundation and the Japan Foundation Asia Center. 

The policies and programs of FDC are determined by a Board of Governors 
comprising Dr Brian Scott (Chair), General Eva Burrows, Mr Bernie Fraser, Sir 
Laurence Muir, Mr Stephen Taylor, Professor Roy Webb and the Hon. John Wheeldon. 
The late Sir Gordon Jackson, who chaired the committee whose 1984 report (the 
Jackson Report) revitalised Australia's official development cooperation program, was a 
founding governor. The Executive Director is Dr John Conroy. He is responsible for 
the implementation of policies and programs agreed by the Board, with the advice and 
assistance of a Program Advisory Panel. 
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The Foundation's major activity to date has been a project, Banking with the Poor, 
which has demonstrated the scope for increased access to credit for the poor in 
developing countries on a sound commercial basis. The uniqueness of this project lies 
in the establishment of linkages between commercial banks, indigenous non
government organisations (NGOs) and self-help groups of the poor to provide a 
sustainable flow of credit, thus helping the poor to help themselves. 

Apart from projects of an applied and action-research nature, such as Banking with the 
Poor and a comparative study of the economic performance of small island states in the 
South Pacific and the Caribbean, the Foundation is an innovator in its studies of 
international and regional development issues and, in particular, the aid, trade and 
investment relationships of Australia with its neighbours in the Asia-Pacific region. 

The Foundation for Development Cooperation Ltd A.C.N. 011 025 997 
PO Box 10445 Adelaide Street, Brisbane QLD 4000, Australia 
(232 Adelaide Street, Brisbane, Australia) 
Telephone 61-7-3236 4633 Facsimile 61-7-3236 4696 




