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Ambassadors and High Commissioners

Distinguished guests, ladies and gentlemen.
Thank you for the opportunity to speak to you today.
The title of my presentation is “Responding to the Global Economic Crisis: Some good news amidst the gloom”, but let me say at the outset that I do not mean to suggest that the outlook is good or to offer any false comfort.
These are worst global economic conditions since the end of the Second World War.  As our Australian Treasurer the Hon Wayne Swan has said, we are in “unchartered waters”.  It’s very difficult to predict how the global economic crisis will unfold, and when we might see recovery.

Nonetheless, I would like to take the opportunity to tell you about some positive developments that, even if they do not end the current global crisis more quickly, will at least help us to strengthen the global economy in the future.
With that purpose in mind, my presentation will have two parts to it.  
First I want to say something about the “gloom”, about the dire situation the global economy is now in, and the Australian Government’s view of the current global economic conditions.
It also seems timely to say a little about the Australian Government’s response in its new budget announced this week.
The second part of my presentation is to say something about some recent global developments that I think deserve our attention.
In particular, I would like to take the opportunity to tell you about the G20 and the efforts it is making to coordinate global action to address the crisis.
I would also like to take the opportunity to highlight the recently agreed ASEAN-Australia-New Zealand Free Trade Agreement, as a positive contribution to liberalising world trade at this difficult time.
The “gloom”
Let me turn first to the gloomy part of the picture.

As is obvious to all, we are now living in the worst economic conditions since the end of the Second World War.

The situation has proven to be a big challenge for forecasters to keep track of.
The difficulties in the US financial system – in particular the sub-prime market - were well known since 2007.
But the speed and extent of the deterioration in the global economic conditions that has occurred after Lehmen Brothers collapsed in September 2008 has exceeded most expectations.
For example, the International Monetary Fund has revised its forecasts 5 times in the past eight months.

The downturn that has occurred is the deepest in living memory.  And it has affected many countries simultaneously.  The world’s total Gross Domestic Product (GDP) contracted by 6¼ per cent in the December quarter of 2008.
This has been led by the downturn in economic activity in the US and Europe, where the financial sector problems started.  But Asia-Pacific economies have not been immune, and indeed are highly vulnerable to what has unfolded.
Although the problems did not start here, and although the banking system in this part of the world is in better shape, the exposure is still great.
In particular, Asian economies have been hit very hard by the contraction in exports.  During the Asian Financial Crisis of 1997/98, many economies in the region were able to export their way out of trouble.  But this time around, that option does not exist.
There was also been a very sizable withdrawal of capital from many emerging economies in Asia.  In most cases this is not because of any fundamental problems in these countries, but simply because foreign investors have needed to rebalance their portfolios at home.
Because of these factors, the open economies in the Asia-Pacific have been hit hard.  For example, the economies of Singapore, Japan and Korea all contracted by double-digit numbers in the last quarter of 2008.
China is faring better, but its growth will still be lower than it might otherwise have been.
The global downturn has hurt Australia’s economy too.  Our GDP fell by half a per cent in the last quarter of 2008.
The slump in export commodity prices that occurred in late 2008 took much of the steam out of the minerals boom in Australia, and business investment has fallen.
The slump in commodities also contributed to the depreciation of the Australian dollar.  About the middle of last 2008, the Australian dollar was riding high.
The Australian dollar depreciated by nearly 30 per cent against the Malaysian Ringgit between the middle of 2008 and the beginning of this year.  It has now recovered some ground.
Overall, the Australian Government is forecasting that the International Economy will shrink by 1½ per cent this year, the first contraction in the global economy in six decades.The recession is deep, but when recovery does come it will be slow and gradual.  The Australian Government expects global economic growth to be below the recent average until at least the end of 2011.
We expect that the Australian economy will do slightly better the global average.  But it will still contract by half a per cent in 2009-10, before resuming growth after that.  We expect only growth of zero per cent for 2008-09.
The Australian response

Australia’s response to the unfolding conditions includes announcing major economic stimulus programs and significant interest rate cuts.

Over a period of eight months, Australia’s interest rates have been reduced by four percentage points.  The cash rate is now three per cent, compared with seven per cent in September last year.
Obviously that has put a lot more money in the hands of consumers and borrowers in Australia.  In a very short period of time.
Our central bank, the Reserve Bank of Australia, was able to take strong action in reducing rates because it had a lot of room to move.  Australia had, and still has, higher interest rates than many of the other developed economies such as the US and Japan.

The Reserve Bank of Australia has made very shrewd decisions on interest rates over the last decade.  Until recently, it had pursued a relatively conservative approach.  It makes an interesting contrast with arguments that global interest rates were too low and contributed to an environment of easy money and to the financial crisis.
The other big development in Australia is our new budget.
Our Treasurer the Hon Wayne Swan announced the new budget for 2009-10 last Tuesday.  Our budget year in Australia runs between the June and July each year.
The spending measures in the new budget are designed to boost our GDP by ¾ of a per cent in 2009-10.
In Ringgit terms, the underlying deficit will be nearly 150 billion next year.  That compares with a surplus of more than RM 50 billion in 2007-08.  It’s a big turn-around in our public finances, but is designed to support jobs and the economy at a difficult time.
Again, we are able to do this because the underlying fiscal position of the Australian government has been very strong over recent years.
Australia has been running budget surpluses since 1997, and has the strongest public finances of almost any country in the OECD.
Even with the big increase in the deficit, public debt is forecast to reach just under 14 per cent of Australia’s GDP.  It compares with an average of around 80 per cent for the developed economies as a whole.
The Australian government’s decision to go into debt is designed to strike an early and decisive blow against the possibility of a deeper recession, and to help maintain employment levels.
The measures include new spending on roads, ports and railways, including new metro rail projects; spending clean energy initiatives; new measures for small business; and increased payments to middle and low income groups including pensioners.

Of course, Australia is not alone in these sorts of measures.
Malaysia has also announced a large increase in the public deficit as part of the Second Stimulus Package in March this year.  And many other countries are announcing major stimulus packages too.
These public spending measures to stimulate the economy were strongly endorsed by the “G20” group of countries, including at their recent Leaders Summit in London on 2 April.
The G20 committed at that meeting to a collective expansion of public spending by G20 members that will amount to US$5 trillion by the end of 2010.  This is expected to raise global output by 4 per cent.
Some positive developments
Ladies and gentlemen, there are also some more positive developments.
I have mentioned one already, that governments around the world including Australia and Malaysia are taking decisive and concerted action to stimulate the economy.  We are doing this together.
The public spending programs will not stop the recession, but they will reduce its worst effects.  There will of course be challenges to bring our budgets back into balance after the recession, but there is little choice.  We would see much higher unemployment were it not for this collective response now.
The way in which the world has responded on this occasion represents a big contrast with responses to the Great Depression in the 1930s.
In the 1930s, governments did not cooperate, and pursued so-called “beggar-they-neighbour” policies.  These narrowly self-interested responses only made the Depression worse.  The lessons of history tell us that we need to cooperate if we are going to get through the crisis.
In this regard, I think the signs are encouraging.  The level of cooperation and communication has been unprecedented.  This is one reason I can say there is at least something to be positive about “amidst the gloom”.
The G20
One of the key institutions helping better global communication on the economy is the Group of Twenty, or “G20”.  It has emerged from the current crisis with new momentum and legitimacy.
The G20 is a grouping of Finance Ministers and Central Bank Governors that was first convened in 1999 to bring together key industrialised and developing economies to discuss issues affecting the global economy.
The G20 is designed to be representative of the interests of both advanced and developing economies.  It represents most of the global economy, including:

· 90 per cent of global gross national product;

· 85 per cent of the world’s banking system;

· Around 95 per cent of global stock market capitalisation;

· 80 per cent of world trade; and

· Two-thirds of the world population, and encompassing the world’s major religions.
The G20’s economic weight and broad membership give it a high degree of legitimacy and influence over the management of the global economy and financial system.
The twenty nations of G20 are the current G7/G8 members plus China, India, Saudi Arabia, Korea, South Africa, Brazil, Turkey, Indonesia, Mexico, Argentina and Australia.
In fact, if you count those countries we have “19” not “20”, but the European Union is also represented by its rotating council presidency and that makes 20.  Other institutions such as the IMF and World Bank are also present.
Australia is a firm supporter of the G20.  We think it is much more representative of the collective global interests than other bodies such as the G7/8, but at the same time it is small and flexible enough to respond quickly.
We think that the G20 can take a decisive leadership role in responding to the crisis, for the benefit of both members and non-members alike.
We are committed to ensuring that the views and interests of non-member countries are taken into account.

The G20 has held annual meetings at the Finance Minister and Central Bank Governor level since 1999, but towards the end of 2008 the Leaders of G20 countries also agreed to meet in Washington in November 2008 to address the global crisis.
They subsequently met at the London Summit on 2 April, and there is agreement for them to meet again later this year to review progress.

The London Summit arrived at historically important outcomes.
I have already mentioned the Leader’s commitment to concerted budget stimulus packages that will inject some US$5 trillion into the global economy.
Other outcomes of the London Summit have included:

· trebling the resources available to the IMF to US$750 billion;

· supporting a new allocation of IMF “Special Drawing Rights” of US$250 million;

· making at least US$100 billion more available to the Multilateral Development Banks to support lending to developing countries;

· expanding trade finance arrangements;

· measures to address toxic assets and return the financial system to health;

· establishing a new Financial Stability Board to provide early warning of macroeconomic and financial risks that might threaten the global economy; and
· endorsing new principles on the payment of compensation to financial sector managers, because compensation practices for senior managers in the financial sector may have been one of the factors that contributed to the financial crisis.

Ladies and gentlemen, Australia is not only a firm supporter of the G20, but has a key place in it.
Australia is part of the G20 because we have the world’s 14th largest economy.

We also have a systemically important financial sector, and an open capital account.
Indeed, we have the sixth most heavily traded currency in the world.  Foreign exchange traders around the world often take a position in the Australian dollar precisely because it is a freely floating currency in a very highly developed, sophisticated and liquid capital market.
Australia has one of the largest pools of funds under management in the Asia-Pacific, the result of our superannuation system.
Australia is also a very important trading nation, particularly in a wide range of commodities that underpin the global economy.  This includes everything from wheat, sugar, coal, natural gas, iron ore, aluminium, gold and base metals.
Supply conditions in Australia impact on manufacturing conditions throughout the Asia-Pacific and beyond.
We are fundamentally linked in to the economies of the Asia-Pacific as a supply at the base of the chain product for many goods and services.
Addressing the threat of trade protectionism
Ladies and gentlemen, the G20 leaders meeting in London this April also made a very strong commitment to combat protectionism.
They agreed not to resort to protectionist measures, and to endorse monitoring of trade practices by the World Trade Organisation.
The Leaders also committed to concluding the Doha Round of trade negotiations as soon as possible.
These commitments are subtle, but very, very important.  Their importance should not be underestimated.
They signal that the world’s largest economies will not resort to narrow, protectionist measures in response to the crisis.
It might be tempting to resort to protectionism, since it could argued this might help prop-up individual economies, but only at the cost of hurting the prospects for global recovery as a whole.
We need to work together, and the commitments made by the G20 to avoid protectionism help us do that.
ASEAN-Australia-New Zealand FTA

On this score, I think it is especially good news that the countries of ASEAN, Australia and New Zealand are doing do the right thing at the right time.

We have together made a visible and important contribution to trade liberalisation, and as a regional grouping we have avoided the temptation to use protectionist measures.
Indeed, we have just recently embarked on a major new undertaking to liberalise our regional trade.
In particular, ASEAN, Australia and New Zealand have recently come together to conclude negotiations on a regional free trade agreement that will bring about a big reduction in regional trade barriers.

The agreement is known as “A-ANZ-FTA” (phonetically: “Anz-Fah-Tah”), and it was signed by Australia, New Zealand and the ASEAN member countries in Hua Hin, Thailand, on 27 February this year.
It’s expected that the agreement will come into effect by January next year at the latest.  It needs to be ratified by four of the ASEAN countries as well as Australia and New Zealand.  I understand processes are already well underway in both Malaysia and Australia, and in the other countries, for this to happen.
The agreement with ASEAN and New Zealand is the first Free Trade Agreement that Australia has signed since the onset of the global economic crisis.
It will liberalise trade and investment in goods and services across a region of more than 600 million people and RM 8 Trillion in total GDP.

As a group, ASEAN and New Zealand constitute a larger trading partner for Australia than any single country.  Our trade has been growing faster with the Southeast Asian region than for any other country except China, at 10 per cent each year.

Australia’s trade with ASEAN and New Zealand was valued at more than RM250 billion.  It’s more 21 per cent of Australia’s total trade.
The new free trade agreement will help consolidate or trade relations with this dynamic region.

The agreement is comprehensive, including detailed provisions on:

· goods issues such as rules of origin;

· rule of origin; 
· services; 
· investment; 
· telecommunications and e-commerce;

· intellectual property; 

· the temporary movement of business people; and

· economic cooperation, particularly to assist implementation of the agreement.

The outcomes include a major reduction in tariffs.

For example, for goods coming from Malaysia or from other ASEAN nations, Australia will increase the number of duty-free tariff lines:

· from 48 per cent now… 
· to over 96 per cent next year…

·  and to 100 per cent by 2020.  
That means that within ten years, 100 per cent of Malaysian goods coming into the Australian market will be completely tariff-free.
Malaysia is also providing Australia with generous commitments under the agreement.
At the moment Malaysia assess duty on 42 per cent of its tariff lines for goods coming from Australia.
That will fall to 9 per cent by 2013, and within ten years, only around 3 to 4 per cent of Australia goods coming into the Malaysian market will face tariffs.

I’m delighted that Australia and Malaysia are parties to the agreement.  Its outcomes represent a major commitment towards liberalising trade between our countries at a time when economic circumstances are so difficult and when the temptation might be introduce trade restrictions.
I would also like to welcome the measures recently announced by Prime Minister Najib to liberalise investment in Malaysia’s services industries.
I’m looking forward too to the resumption of our bilateral FTA negotiations between Malaysia and Australia – “MAFTA” – now that the regional AANZFTA agreement is complete.
Our agreements together, and the actions we have taken individually, show that, at least in this region, we are not just paying lip-service to the idea of avoiding protectionist measures in this global economic crisis, but we are actually practicing what we preach.
Conclusion

Ladies and gentlemen, thank you for the opportunity to speak today.
We live in very bad economic times.  But the silver lining is that through adversity we may learn some lessons about strengthening our financial systems, and about improving frameworks for international cooperation on the economy.
These new initiatives include the G20, and the new trade agreement between ASEAN, Australia and New Zealand.
This is the worst economic downturn in the post-war history, but this is a recession, not a depression.  And we are avoiding many of the mistakes that characterised the 1930s.  In this sense, the global community is demonstrating that it has learnt the lessons of history, and I think that is something to be optimistic about – some “good news amidst the gloom”.
Thank you.
Page 14 of 15

