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The 1996 Manila Summit alvanced the work on economic and technical cooperation
extensvey. In addition to a Joint Statement, the Eighth Minigerid Meeting made the
Declaration of a Framework of Principles for Economic Cooperation and Development.*
The declaration intended to give a human face to development. The declaration included the
following four characterisics: economic and technical cooperation in APEC (Ada-Pacific
Economic Cooperation) must be result-oriented; cooperation can be implemented by
combining government actions with private activities, and the cooperation must creste shared
benefits among APEC economies, based on voluntary contributions and complementary
capabilities of the economies; the cooperation focuses on a widening scope of joint activities,
most of which have cross-cutting implications. The four characteridics indicate that the
economic and technical cooperation in APEC would be most effective when combining public
and private actions along with cooperation among APEC members. Thus, the two key areas

! The declaration emphasized six themes- devel oping human capital; fostering safe and efficient capital
markets; strengthening economic infrastructures; harnessing technologies of the future; promoting
environmentally sustainable growth; and encouraging the promotion of small and medium enterprises.
These themes are connected with the basic concepts of increasing in job opportunities, growth, and

sustainable and equitable development.



for APEC’s economic and technicad cooperdtion are the vitdity of private flows and the
promotion of multilateral economic cooperation. Time has come for working out a new
modd of economic and technica cooperation.

This chapter identifies the new economic and technical cooperation under APEC and
reflects on the traditiona model of development cooperation. The chapter is organized into
four sections. Section 1 reviews the framework of economic and technical cooperation in
reference to the case of Jgpan. Section 2 looks at performances and problems of traditional
development cooperation for officid flows by comparing Japan and the US. Section 3
discusses the roles of a new economic and technical cooperation under APEC. Utilizing the
vitdlity of private flows becomes a critical part of the new economic and technical cooperation
and ensures that the cooperation is condstent with a market mechanism and promotes efficient
dlocation of resources within the region. Private flows are composed of private capita
cooperation and private technical cooperation. Here, | will discuss Build Operation Transfer
(BOT) or Build Own Operate (BOO) as a scheme for private capital cooperation. | will
aso focus on the promoation of technology development/transfer as an issue related to private
technicad cooperation. Lastly, section 4 will seek a new direction of development
cooperation based on the findings in the previous sections.

1. A Framework of Economic Cooperation- the Case of Japan

Officid flows, especidly Officid Development Assstance (ODA) which is part of officid
flows, might remind many people of providing some recipient countries with grants related to
basic human needs. That is partly true of official flows but not dl true. One god of officid
flows is to help the recipient countries establish their economic basis and achieve sustainable
economic development. It implies that the recipients can facilitate the viability of private
flows as wdl as rely upon officid flows. The reationship between foreign assstance and
development is not sraightforward. Private resources which are not designated as foreign

assistance can be sgnificantly useful to



Table 1: Framework for Japanese Economic Cooper ation

Official Flows

1. Official Development Assistance (ODA)
1)Capital Assistance
*Loans on Bilateral Basis { OECF, Other Government |nstitutions}
*Grants on Bilateral Basis {JICA, MOFA, Other Government |Institutions}
*Contributions to Multilateral Institutions { MOFA, Other Government Institutions}
2)Technical Assistance
* Acceptance of Students {Ministry of Education, Agency for Culture Affairs, etc.}
* Acceptance of Trainees {JICA, AOTS, JPC, OISCA}
*Dispatch of Experts {JICA, JODC, JPC, OISCA, Japan Foundation}
*Dispatch of Japan Overseas Cooperation Volunteers {JICA}
*Supply of Equipment {JICA, etc}
*Research and Development {JCA, IDCJ, IDE, etc}
*Survey and Consultation {JICA, IDCJ, ECFA, etc.}
2. Other Official Flows (OOF)
1) Export Credits { Export Import Bank of Japan}
2)Direct Investment and Others { OECF, Export-Import Bank of Japan}
3)Financesto Multilateral Institutions { Bank of Japan, Export-Import Bank of Japan}

Private Flows

1. Private Capital Assistance
1) Export Credits { Commercial Banks, Guarantee by Export-Import Bank of Japan}
2) Direct Investment { JODC, Small Business Finance Corporation, etc.}
3) Finances to Multilateral Institutions
4) Bilateral Securitiesand Claims
2. Private Technical Assistance { Companies, NGOs, Private Organizations, etc.}

Grantsfrom Voluntary Agencies { Companies, NGOs, Private Organizations, etc.}

(Source): AOTS?

2 Acronyms in the table: OECF: Overseas Economic Cooperation Funds, JICA: Japan International
Cooperation Agency, MOFA: Ministry of Foreign Affairs, AOTS: Association for Overseas Technical
Scholarship; JPC: Japan Productivity Center; OISCA: Organization for Industrial Spiritual and Cultural




development.

The range of Japanese economic cooperation is broad. Table 1 shows a framework
of economic cooperaion. The economic cooperation includes officid flows, private flows,
and grants from voluntary organizations. Officid flows are defined as the resources from the
governments and officid agencies of donor countries. Officid flows are classfied into two
dements ODA; and Other Officid Fows (OOF). According to guiddines of the
Development Assstance Committee (DAC), ODA can be digtinguished from OOF in the
following criteria: it must be accepted by government agencies; it must promote economic
development and welfare as its mgor gods, and it must have a grant ement of more than
25%. ODA can dso be divided into two components. financid assistance; and technicdl
assgance. Conventiona development theory assumes shortages of physicd resources such
as infragtructure and a lack of human resources such as skilled laborers cause economic
retardation of some developing countries. Both components of ODA @n contribute to the
economic development of these types of recipient countries. Financid assistance can
supplement domestic capita resources in recipient economies while technica assstance can
improve the level of knowledge, skills, and productivity in them.

Private flows are composed of export credits, direct investment, finances to multilatera
inditutions, and bilatera securities and clams. As shown in Figure 1, the
yearly volume of private flows fluctuates greatly and varies much more than officid flows
Commercid private flows are non-concessond. Therefore, they are largdy affected by
factors such as macroeconomic policy and socid capacity building in recipients. The origina
purpose of the flows was to make profits for recipients rather than to promote economic
development in them (even if the resources eventudly might contribute to the promotion of
economic development). However, private flows from Japanese economic cooperation are

vital to the economic development in developing countries®

Advancement; JODC: Japan Overseas Development Corporation; IDCJ: International Development Center
of Japan; IDE: Institute of Devel oping Economies; ECFA: Engineering Consulting Firms Association,
Japan

% In the US, the term “devel opment assistance” is used with the same meaning as that of “ economic



Figure 1: Flows of Financial Resour ces from Japan to Developing Countries
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(Source): Ministry of Foreign Affairs of Japan,ODA White Paper

According to the forma DAC definition, grants from non-profit organizations do not
qudify as aid. The advantages of NGO resources are as follows. the resources are not
affected by politica power; the volume of resources is generally so small that they can react
immediately and flexibly to recipients needs, and NGO resources tend to be alocated to
poorer communities* In Japan, they till occupy a small proportion of economic cooperation.
The ratio of the resources to whole flows of economic cooperation isonly 0.7%. In terms of
volume, however, resources in 1994 ($212.5 million) was around five times as much as the
resources in 1984 ($40.7 million).

2. Traditional Development Cooper ation by Official Flows

cooperation”. US economic cooperation does not include private flows. On the other hand, Japanese
economic cooperation includes private sectors’ activities which seek profits, as shownin Table 1.

* Browne, S., Foreign Aid in Practice, Pinter Reference London, pp.82-83.



Officid flows are composed of ODA and OOF, as described in the framework of
Japanese economic cooperation in the previous section In this section, | will review Japan's
economic cooperation performance by focusing upon the ODA of officid flows. Then, | will
darify the role Japan has played with its foreign aid, and compare it with the United States

devel opment assistance.

2.1. Brief History of Japanese ODA

Japan's ad initiative emerged in the 1950s as a means of promoting economic cooperation
with Asa The geographcid didribution of the aid to ASa has remained subgstantial due to
Japan's concern for Asan development, the region's stability, and the protection of Jgpan's
economic interests.  However, the characterigtics of the aid have changed in terms of the
policy, the quantitative, and the qualitative aspects. According to a 1988 study by Hirata, et.
al, Japan's ODA can be divided into six periods. The

Table 2: Periodical Classifications of the Japanese ODA

1)The Firgt Period (1954-1957)

Aid Policy: wartime reparation through participation and cooperation in the internationally supported Colombo Plan
Aid Region: South and Southeast Asia
Affairs Related to Aid:

*Wartime reparation was made in the form of exporting services and capital goods.

* Aid other than the reparation program was very small.

2)The Second Period (1958-the early 1960s)

Aid Palicy: mutually beneficial economic cooperation with recipients
Aid Region: South and Southeast Asia (Burma, Philippines, Indonesia, Vietham)
Affairs Related to Aid:

*In 1958, the first yen loans started for India as a part of a World Bank consortium.

*In 1961, the Overseas Economic Cooperation Fund (OECF) was established as an executing agency for yen loans.
*In 1962, the Overseas Technica Cooperation Agency (OCTA) was established, with some technical
assistance-rel ated organizations being integrated.

*Y en |oans were generally tied with Japanese business




*|nterest rates on yen loans were quite low within the range from 5.5% to 6.25%.

3)The Third Period (the second part of 1960s-1972)
Aid Policy: economic aid intensified in East and Southeast Asia

Aid Region: East and Southeast Asia

Affairs Related to Aid:

*Yen loans rapidly increased relative to grants, which meant aid focused on quantitative growth rather than a
qualitative aspect.

*|n 1966, the Asian Development Bank formed, and Japan granted $200 million dollars to it.

*Because of alarge surplusin Japan’'s account, pressure on Japan heightened to increase ODA volume.

*Pressure from the international community required Japan to improve the quality of the aid.

4)The Fourth Period (1973-1977)

Aid Palicy: reinforcement of economic interdependence intended for natural resource security
Aid Region: East and Southeast Asia, South Asia, Africa, Latin America, Middle East
Affairs Related to Aid:

*The First Oil Crisis greatly decreased the volume of foreign aid.
* Areas of foreign aid were diversified and included Africaand the Middle East.
*In 1974, OCTA was reorganized as the Japan International Cooperation Agency (JICA).

*OECF wasin charge of al yen loans.

5)The Fifth Period (1978-1988)

Aid Palicy: expansion of aid in terms of both quality and quantity

Aid Region: East and Southeast Asia, South Asia, Africa, Latin America
Affairs Related to Aid:

*By 1988 ($7,454 million), Japan's ODA volumes increased more than five times over the 1978 level ( $1,424
million).

*In terms of quality, the foreign aid improved greatly. The tied aid declined from 56.6% in 1973-75 to 11.4% in
1987-1988. The grants ratio to the loans rose from 25.2% in 1973-77 to 44.0% in 1986-88. The grant element of
ODA went up from 50.6% in 1973-77 to 70.1% in 1986-88.

*OECF started yen loans for social development-related projects.

*In the 1980s, a series of events such as the Iran Revolution, Vietnam's invasion of Kampuchea, and the Soviet
Union's invasion of Afghanistan caused an increased emphasis on the political and security sides of economic

cooperation.

divisons are based upon differences in the aid policy and changes in quantities or quelities of




the ODA. Table 2 summarizes different periods of Japan's ODA.°

Table 3: Comparison of ODA Performancesin Japan, US, and DAC Members

Japan us DAC
(Year) 1980 1994 1980 194 1980 194
Quantitative Aspects
ODA Volumes ($Million) 3304 13240 7138 9930 26776 59160
% of GNP 0.32 0.28 0.27 0.14 0.37 0.30
% of DAC Members 12.3 224 26.7 16.8 100 100
Qualitative Aspects
% of ODA toLLDCs( Least 17.5 181 15.0 25.6 20.2 24.2
L ess-Developed Countries)
Grant Element of ODA 74.3 78.9 90.5 99.3 90.1 90.8
Grant Element of ODA 80.5 93.8 91.0 99.9 96.7 98.3
toLLDCs
Grants Share of ODA 40.0 46.6 72.6 98.2 75.6 77.1
Tying Status of ODA
Untied 27.6 839 36.3 374 44.0 55.5
Partially Tied 28.3 2.2 374 21.1 10.5 8.7
Tied 43.1 13.9 49.3 415 455 35.8

(Source): DAC Report 1996

Now, Japan' s ODA is in its sixth period.

It increased steadily over the six periods

(except for the First Qil Criss period). In 1989, Japan's ODA reached $9 hillion and a
last became the top donor in the world. Even through the 1990s Japan has kept its position

® The following books provided reference for Table 2:

Imai, K., Okamoto, Y ., HirataA., and Y okota, K., Nihon no Seifu Kaihatsu Enjyo no Tenkai (Development

of Japanese Official Development Assistance), in Yamazawa, |. and Hirata, A. ed., Nihon AmericaY oroppa

no Kaihatsu-Kyoryoku-Seisaku (Devel opment Cooperation: Policies of Japan, the United States, and

Europe), The Institute of Developing Economies, 1992, pp. 23-41.

Yanagihara, T. and Emig, A., An Overview of Japan's Foreign Aid, inlIslam, S. ed., Yen for Devel opment:

Japanese Foreign Aid and the Politics of Burden Sharing, The Council on Foreign Relations, Inc., 1991,

pp. 37-42.




as the top donor. At the same time, Japanese ODA has improved its aid quality which some
international communities have criticized. Table 3 shows the improvement of Japanese ODA
in terms of both quaity and quantity. In the quantitative aspects, the share of Japanese ODA
to DAC members greetly increased from 12.3% in 1980 to 22.4% in 1994. In the
qualitetive aspects, Japanese untied aid sgnificantly increased from 27.6% in 1980 to 83.9%
in 1994,

However, we can see dow arise in the ODA growth rate since the 1990s, as shown in
Figure 2. The ODA volume has decreased noticeably during the past few years because of
the country'stightening fiscd policy. The growth rates of ODA were 4.8%, 4.0%, and 3.5%
respectively in 1994, 1995, and 1996. The 1997 rate is expected to be the lowest at 2.1%.
Increasing fiscal deficits in Japan used to have little affect on Japaris ODA, but Japan's ODA
is no longer a “sacred area.” Currently ODA qudity is emphasized rather than ODA
quantity. It'simportant to note how officia flows can effectively support recipients economic
development.

Figure 2: Volumes of Japanese ODA in the 1990s

100 Million Yen

15000

14500

14000

13500

iiﬂﬂﬂﬂlﬂﬂlﬂhﬂ&ll

13000
12500

12000

11500

Year

(Source): ODA White Paper

Y asutomo, D., The Manner of Giving, Lexington Books, 1986, pp.6-10.



2.2. Characteristics of Japan's ODA in Comparison with US Foreign Aid

Different historical backgrounds and concepts toward development cooperation between
Japan and the US have created different gpproaches. The differences indicate that each
country has some advantages and disadvantages in its own country regarding development
assgance. For the purpose of enhancing Japan's role in economic cooperation, it is
ggnificant to darify the characteristics of Japan's economic cooperation and to compare it with
other donors. In this regard, Stalings pointed out some differences in the approach of
devel opment assistance between Japan and the US.°

Firgly, a difference exiss in the concept of development. Japanese development
assgtance dill puts more emphasis on economic growth rather than on basic human needs.
A comparison of bilateral ODA commitments from 1994 shows Japan alocated 42.1% of its
whole ODA budget to economic infrastructure while the US dlocated only 15.5% of its ODA
budget to economic infrasiructure.” The Japanese approach assumes an economy’s
problems such as poverty, represson of democracy, and extortion of well-being will
automaticaly be resolved after its economic growmth reaches a certain level. On the other
hand, the US defines development in a broader sense since the US has maintained a tightened
financid policy for the past decade. The US gpproach stresses democratization related to
politicd matives, basc human needs, and indtitutiona building. Therefore, Japaris financid
assdance gill remains dgnificant for large-scale economic infrastructure projects in spite of
strong budget pressures.

Secondly, Japan tends to dlocate its officid flows to internationa organizations more than
the US. The 1996 DAC Report shows that $3,681 million in Japanese officia flows went to

® Stallings, B., 1990 Nendai no Tenkai- Nitibei no Paradaimu (Development in the 1990s- Paradigm of
Japan and U.S), in Ichikawa, H. ed., Posuto Reisen Jidai no Kaihatsu Kyoryoku to Nichibei Kyouryoku
(Development Assistance and U.S. and Japanese Cooperation in Post Cold War Era), International
Development Journal Company, 1995, pp.31-50.

" Michel, J., DAC Report 1996, OECD, 1996, pp.AA45-46.
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international organizations while $2,643 million in US officid flows went to internationd
organizations.®  Some reasons explain Japaris indinaion to contribute to international
organizations so much. Firdly, Japan's development indtitutions are understaffed because of
huge ODA volumes. Secondly, Japan's enhanced commitment to internationa organizations
helps the internationd community find more untied loans. Thirdly, financid contributions
through international organizations enable Japan to avoid troublesome areas such as settings of
conditiondity. Interms of efficiency, dlocating a large volume of Japanis officid resources to
internationa organizations might be the correct drategy. It is likely that internationd
organizations which have abundant human resources carry out development assistance more
efficiently than Japanese devel opment ingtitutions which face shortages of human resources.

Thirdly, the US and Japan have different gpproaches toward relationships with recipients.
The US has taken strong initiative on project identification and project formation. The United
States Agency for Internationd Development (USAID) has made decisions about project
priority but with little policy didogue with recipients. The US gpproach threatens to make
the overdl development agenda donor-driven. On the other hand, Japan has carried out its
ODA projects based upon the recipients requests. Japan has entrusted recipients to make
project identification and project formation.® The Japanese recipient-driven approach
threatens to open a gap between the development agenda formulated during the policy
didogue and the redlities in the fidd-level. That includes the following problems: the lack of
transparency and accountability for the use of public flows, and, the concentration of
decisonrmaking a the center which ignores the opinion of loca entities. In this regard, the
baanced partnership in which the development activities are performed by the recipients under
Japan's monitoria actions is an important step towards enhancing the scrutiny of Jgpan's
foreign aid and the recipients perspective in the aid effectiveness.

8 Ibid., pp.A30 and A36.

® According to Bissell, the reason Japan has failed to make positive policy dialogue with recipientsis that
Japan is fearful of antipathy from recipients. (Bissell, R., Kaihatsu ni okeru Minkan no Yakuwari (Role
of Private Sector in Development), in Ichikawa, H. ed., International Devel opment Journal Company, 1995,
p.94.)
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The fourth difference in development assstance between both countries is the presence of
Non-Governmental Organizations (NGOs) between both countries.  In 1995, Japan
alocated to its NGOs only 19,523 million yen, which shared 0.6% of the whole ODA budget
assigned for technicd assgance’® On the other hand, the US dlocated 25% of its
development assistance budget to NGOs™  The 1992 ratio of US NGOs sdlf-finanding to
ODA volumes was 28.4% in comparison with 1.7% in Japanese NGOs.”? Thus, the
Japanese NGOs are much smdler than the US counterparts in terms of both the quantity and
qudity. It will take a long time before the Japanese NGOs make a significant presence in
development cooperation like the USNGOs.

The differences regarding development assistance between Japan and the US indicate that
each country has its comparative advantage in promoting mutud learning and compatibility of
individua ad programs. With some globa problems emerging which can not be solved only
with bilateral development cooperation, Japan isfacing ared chalenge in learning the merits of
other donor agencies and improving the quality of officid resources. Beyond the concern of
bilatera development cooperation, Japan needs to have greater interest in how the bilateral
and multilateral development cooperation fit together in terms of rationdity, coherence, and
coverage. Japan has begun to seek congtruction of a new era of ODA which is what the
international community seeks for the twenty first century. ** Now thet the internationa

10 Ministry of Foreign Affairs, Wagakuni no Seifu Kaihatsu Enjyo- ODA Hakusho (Official
Development Assistance in Japan- ODA White Paper), Association for Promotion of International
Cooperation, 1996, p.133 and p.201.

11 USAID, Office of Private Voluntary Cooperation, Voluntary Foreign Aid Programs 1992, Washington,
DC: USAID, 1992, p.82.

12 OECF, Kaigai Keizai Kyouryoku Binran 1995 (Handbook of Overseas Economic Cooperation 1995),
OECF, 1995, pp.104-105.

13 |n 1995, the Ministry of Foreign Affairs made some proposals toward construction of anew era of
Japanese ODA. (Ministry of Foreign Affairs, Chikyu Shakai to Wagakuni no Yakuwari Bukai Chukan
Houkokusho (Interim Report on Global Society and Japan’s Role), June 1995, pp.1-3.) The magjor

proposals were as follows; enhance policy dialogue with recipients; support Japanese NGOs' activities;
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community's expectations toward Japan have heightened, Japanese officid flows, including
ODA, must be utilized more effectively than before.

3. Economic and Technical Cooperation under APEC

In section 2, | discussed the roles and scopes of traditional development cooperation by
taking up the case of Japan's ODA. In this section, | will focus on two subject aress -
infrastructure development and technology development/transfer, which were assgned as
citicad themes in the Declaration of a Framework for Economic Cooperation and
Deveopment a the Manila Mesting.

3.1. Infrastructure Development in APEC Region

3.1.1. Infrastructure I nvessment Needsin APEC

At the Manila Summit, infragtructure development was one of the mgor agendas for
promoting economic and technica cooperation in the APEC region. The APEC economies
have committed themsalves to promoting infrastructure development because of the following
factors. infrastructure underdevelopment threastens to become a critical bottleneck to
continuing economic growth;  infrastructure underdevelopment causes input prices to
become more expensive than otherwise; socid infrastructure underdevelopment threatens to
bring about digparities in living standards in the region; and internal imbalances in the leve of

infrastructure services cause income differentia's within economies

intensify transparency on project implementation; promote new areas such as women in devel opment,
environment, institutional building, plague, and democratization. Thus, Japan's ODA approachis
becoming more similar to the US approach while it still emphasizes the economic growth in recipients.
The Economic committee, The State of Economic and Technical Cooperation in APEC, APEC

Secretariat, November 1996, p.37.
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East Asian countries have congstently increased their infrastructure invesment.> The
ratio of total investments to GDP rose from 3.6% in the 1970s to around 4.6% in the 1980s
and to about 5.0-5.5% in 1993. In terms of absolute volume, we have seen a sgnificant
rise in infrastructure investment. Infrastructure investment in the region rose from $38 hillion in
1990 to around $53 hillion in 1992. The tota volume of investment is estimeted to have
surpassed $70 billion in 1993. These economies are gill predicted to require massve
infrastructure investments in areas such as power and trangportation which are closdy related
to economic growth. Table 4 indicates the 1995-2004 infrastructure needs, by sector, of
four ASEAN economies. The World Bank estimates that East Asan countries will require
infrastructure investment ranging from $1.2 trillion to $1.5 trillion, which is equd to about 7%
of GDP or about 2% more of GDP than the 1995 level.*®

Table 4: Infrastructure I nvestment Needs by Sector 1995-2004

Power Telecommunicatio | Transportation Water, Total
n Sanitation

$US %GDP $US %GDP $US %GDP $US %GDP | $US %GDP

(billion) (billion) (billion) (billion) (billion)
Indonesia | 82 2.9% 23 0.8% 62 2.2% 25 0.9% 192 6.8%
Malaysia 17 1.7% 6 0.6% 22 2.1% 4 0.4% 50 4.8%
Philippin 19 2.7% 7 1.0% 18 2.5% 4 0.4% 48 6.8%
es
Thailand 49 2.4% 29 1.4% 57 2.8% 10 0.5% 145 7.2%

(Source): The World Bank, Infrastructure Development in East Asaand Pecific-
Towards a New Public-Private Partnership, p.4.

Reasons for requiring a large amount of infrastructure investments are as follows: the rapid
economic growth in the region; funds necessary to make up for past under-investment in most
countries, provides measures to ded with the predicted rapid urbanization in the next

5 East Asian countries here refer to the low and middle income countries of the area: China, Indonesia,
Korea, Malaysia, Philippines, Thailand, Vietnam.
16 The World Bank, Infrastructure Development in East Asia and Pacific- Towards a New Public-Private

Partnership, November 1995, p.3.
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generdion; the increasing trade and expansion of globdization in the region; and increased
infragtructure services provide better quality and more services to the public and the business
community.”” Needless to say, officid flows are not enough to cover dl of the expenses of
required investments because of domestic preoccupation and budgetary pressures in donors.
Therefore, the government expects the private sector to play a more sgnificant role in

economic and technical cooperation in developing countries.

3.1.2. Roles of Private Sector Financing

In the 1995 Development Partnership Policy Statement, the Organization for Economic
and Cooperation Development (OECD) Council at the Minigterid Leve proclamed that the
OECD would commit itsdf to mohilize as many public flows as possble and to promote
private flows to support the sdf-hep efforts of developing economies. Figure 3 shows the
proportion of public flows (Officia Development Flows. ODF) and private flows (PF) to totd

net resource flows for developing countries.*®

Figure 3: Proportion of Public Flows and Private Flowsto Total Net Resour ce

Flows for Devaloping Countries
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7 ibid., p.i.
18 ODF is composed of ODA and OOF. On the other hand, PF includes all private flows except for export
credits.
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(Source): DAC Report 1990, 1995, and 1996

Until the last hdf of the 1980s, public flows were a mainstream of deveopment financing
to developing countries. However, private flows have surpassed public flows since 1992.
In fact, private flows have nearly doubled in rea terms since 1992, and they have been drawn
largely by the most dynamic countries and sectors of the developing economies. °  Private
flows role in achieving economic development has begun to change. Private flows used to
provide only additional resources, but now they provide mgor resources for some developing
€Cconomies.

An increesng demand for infrastructure projects has made it necessary to create some
new schemes to develop public-private partnership.  In some developing economies in
APEC, the private sector has actively participated in infrastructure projects under the schemes
cdled Build Operation Trandfer (BOT) or Build Own Operate (BOO) since the 1990s. In
either scheme, the private sector first works on the recipient’s construction and operation of

infrastructure projects, and the private sector assumes the risks of projects. Then, it transfers
the projects to the recipients government after the projects are put on track.

Table5: Characterisics of the BOT in Some APEC Economies

BOT Law Moativation for Introduction of Incentive Instrumentsfor BOT
Guidelines | BOT
X 1 Financial shortage 1 Unclear incentive policies (case by
Indonesia 2 Foreign debt case)
3 Increased demand for infrastructure
% 4 Lack in management capability
X 1 Need for allocating public flows to 1 Provision of Lands in building super
Malaysia social development high-ways
o) 2 Increased demand for infrastructure 2 Partly government's shoulder in
constructing infrastructure
development
o 1 Financial shortage 1 Provision of lands

¥ Michel H. James, DAC Report 1996, OECD, 1996, p.63.
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Philippines o 2 Foreign debt 2 Government guarantee of the prices
3 Use of the vitality of private sector | for infrastructure services

3 Tax exemptions

o 1 Financial shortage 1 Tax exemptions (applied to whole
Thailand 2 Increased demand for infrastructure foreign investment)

o

(Source): Ministry of Condtruction of Jgpan, International Devel opment
Journal, August 1996, p.55.

As seen in table 5, host economies governments have attracted private flows by providing
BOT laws and incentive instruments related to BOT. 1n 1991, the Philippines government
introduced the private participation scheme for the power sector. By the end of 1994, more
than twelve projects were operationa, and more than twenty other projects were signed.
The private sector is expected to undertake as much as 80% of the naiond generating
capacity by 1998, compared to no projectsin 1991.%

Private sector participation in providing infrastructure projects has some benefits. Firdly,
private sector involvement can raise additiond financid resources. As aresult, more of the
officd flows, which otherwise would have been spent on the building of infrastructure, can be
alocated to other projects such as socid and human development projects.  Secondly,
private sector participation can develop manageria and technological capacities which are
crucid to evaduating qudity and cost effectiveness of the projects. Thirdly, private resources
based on the market mechanism are expected to achieve efficient operation of infrastructure.
Dueto the private sector’s experience and involvement in the competitive globa market, they
are generally congidered more adept at evaluating market needs and handling risks®

3.1.3. Tasksfor Directing Private Flowsto Infrastructure Development

Taking into condderation the pressures on public finances and the advantages of privae

2 ihid., p.1.
2 ibid., pp.6-7.
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resources described earlier, private sector participation in infrastructure building is essentid to
complementing financial resources. Private flows recent prominence in infrastructure
development is expected to continue. However, some tasks need attention to facilitate the
roles of private resources. A working group established under the Ministry of Congtruction
of Japan made a survey about the BOT-related problems in some APEC economies®  The
problems can be summarized as follows: the private sector actions conflict with the
development plans of host countries; the disparities of infrastructure services by region; the
lack of concern about environmental problems; and the public's failure to pay the costs of
infrastructure services, the insufficient adminigtrative cgpabilities of the public sector in hogt
countries; the unclear legd and regulatory framework; and the inconsstency and ambiguity of
government decisions.

A public-private diaogue, which we cal the Roundtable on Best Practices in Infrastructure
Development, was held in Seettle in July 1996 in order to improve the problems related to
BOT and to incresse the effectiveness of the infrastructure development. The public-private
didogue presented four policy objectives for infrastructure development: mitigation of
infragtructure risk; creetion of a supportive policy environment for infrastructure development;
beneficid dements of indtitutiona structures and regulatory regimes conducive to infrastructure
development; and the importance of effective communication between the public and private
sectors.®  The specific messures for achieving each policy objective can be summarized as
follows™
® |nfrastructurerisk mitigation

1) Process trangparency is essential to attracting private infrastructure investment.
Financing and insurance cost decrease with greater trangparency.

2) Precise feaghility studies must be provided so that both public and private sectors can
find downsde risks and potentia profits.

% Ministry of Construction of Japan, International Development Journal, August 1996, p.55.

% APEC Economic Committee, APEC Roundtable on Best Practices in Infrastructure Devel opment,
APEC Secretariat, July 1996, p.1.

% ibid., pp.4-9 and APEC Finance Ministers Meeting, Joint Ministerial Statement, March 1996, pp.6-7.
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3) Government hasto shoulder the high cost of feasihility studies.
4) Government has to guarantee costs due to inflation and currency devauation.
5) Government should not excessvely disort market mechanism so as not to cause

macroeconomic and financid risks®

® Supportive policy environment

1) Government has to be aware of the transformation of its role from a
monopoly provider to privatizing and restructuring state-owned enterprises.

2) Government has to make a strong commitment to infrastructure development by
creating a comprehensive master plan.

3) Government has to maintain sound and stable macroeconomic fundamentas regarding
prices, exchange rates, and red interest rates.

4) Fnancid inditutions have to promote the development of the domestic capital market for
mohilizing more domestic savings and foreign invetments.

® Efficient ingtitutional structuresand regulatory regimes
1) Government has to provide legidative and regulatory frameworks such as a sound
and practicable investment law, arationd tax system, an effective and trustworthy
legal and judicid system, and a secure and timely dispute resolution mechaniam.
2) Government hasto establish internd coordination and consstency concerning
regulations and rules of infrastructure projects.
3) Government has to take into account important concerns such as land ownership
laws to make projects feasble and intellectud property rights to facilitate foreign

investors.

% Banking regul ations that require allocating fixed portions of assets to particular sectors can cause a
misallocation of credits. Inappropriate loan-loss regulations, and insufficient supervision can bring
about increases in non-performing loans. Thus, rapid growth in financial assets beyond the capacity of
financial institutions can create a bubble economy in which banks are jeopardized to illiquidity and

insolvency.
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® Effective communication between the public and private sectors
1) Government has to establish a dispute mediation mechanism for facilitating
communication among governments, privete investors, and communities.
2) Modern communication techniques such as the Internet need to be used aswell as
mass communications in order to ensure credible and timely communication.
3) Government has to persuade the public to accept the need for infrastructure projects
by darifying the benefits such as increased job opportunities and technologica

progress.

3.2. Technology Development/Transfer in APEC Region

3.2.1. Background on Technology Development Needsin APEC

Many sudies have shown that technology is an important element in the process of
modernization, and a device for accomplishing high productivity and strong competitiveness in
the market, and it is closdly related to economic development.®® Dr. Paul Krugman
concluded that the economic gagnation in Ada in the 1990s has been caused by the
production style depending excessively upon factor endowments such as capital and labor.?’
His study indicates that factor endowments can not ensure a competitive edge any more.

Therefore, technology is considered to be the engine of economic devel opment.

% A study by Dr. Chrys Dougherty and Dale W. Jorgenson showed that consideration should be given to
improving the quality of capital by improving embodied technology. Total factor productivity
contributes a small portion to growth. The study indicates that it’s difficult to measure technology’s
contributions to growth because it’ s difficult to separate from that of traditional factor endowments such
as capital and labor.

(International Comparison of the Sources of Economic Growth, American Economic Review, May 1996.
V0l.86, No.2, pp.25-29).

2" See Krugman, P., The Myth of Asian Miracle, Foreign Affairs, November & December, 1994.
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APEC members have a wide differentid in their technological capacities. Trying to
decrease the differentia, the APEC Ministerial Meeting strongly emphasized the importance of
developing technology under a Framework of Principles for Economic Cooperation and
Development. The APEC Eminent Person Group adso commented that the flow of new
technology dimulates economic development, intensfies scientific and  technologica
capabilities, simulates trade and investment liberdization, and dleviates disparities among
APEC economies®

APEC's work on technology development has been congtructed as follows: Industria
Science and Technology Working Group (IST-WG) makes policy diaogue regarding science
and technology and encourages diffusion of technology among members, In collaboration
with Human Resource Development Working Group (HRD-WG), IST-WG develops
technologica capacities of members to both utilize and innovate new technology which can
contribute to supporting human resource development work in science, education, and
researcher exchanges, Committee on Trade and Investment (CTI) promotes enforcement and
trangparency of intellectud property rights to step up technology transfers in the economies.
Thus, it can be sad that the issue of technologica development/transfer is cross-cutting
because it includes various points of intersection among APEC's economic and technica
cooperation activities.

An Action Program for Industria Science and Technology, proposed in the 1995 Osska
Summit, was incorporated into the Osaka Action Agenda. The vison is to create an
Ada-Pacific region built on developing and gpplying indudtria science and technology to
improve qudity of life while ssfeguarding the natura environment.  Eight gods were
presented in the action program. The following god was the most important to be met: the
policy should achieve enhanced links between government agencies, the private/business
sector including Smal and Medium Scde Enterprises (SMES), and academic inditutions
engaged in collaborative indudtrid science and technological research and development. The
god emphasizes mutua cooperation not only beyond nationd borders but dso among sectors.

% Eminent Persons Group, | mplementing the APEC Vision (Singapore, APEC Secretariat, 1995), p.43.
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Priority was given to the following three activities 1) enhancing the flows of technologica
information and technology; 2) improving researcher exchanges and HRD; 3) and facilitating
joint research projects on industrid science and technology. APEC's economic and

technical cooperation includes these activities in its projects.

3.2.2. Tasksfor Promoting Technology Development/Transfer in APEC- in

Referenceto a Case Study

When we reflect on APEC working groups activities regarding the technology
development/transfer, the new economic and technical cooperation under APEC' s framework
has three characterigtics distinguished from conventiond technicd assstance like ODA. The
three characteristics are: 1)more significant private-sector orientation; 2)the enhancement of
development-related software; 3)the diversity of development participants®  Private sector
orientation can be found in al actors in development cooperation, including donors, recipients,
and beneficiaries. Besdes governments and international organizations, private companies
and NGOs are grengthening their presence in development cooperation.  Secondly, the
devdopment’'s software functions refer to the provison of management training, the
enhancement of technologica information, and the promotion of technologica research. The
APEC's emphass on software aspects is differert from the conventional development
cooperation of building large-scde economic infrastructures.  Ladtly, the diversty of
development participants makes it possble for two or more donors, NGOs, and/or
international agencies to join the same project. The diverse strength and capabilities of
different actors can establish a strong cooperative framework in APEC.

Reflecting the characterigtics of APEC's development cooperation, the APEC Center for
Technology Exchange and Training for Smal and Medium Enterprises (ACTETSME) was
launched on September 7, 1996. ACTETSME originated from a proposa by the Philippine

2 Planning Department, Japan International Cooperation Agency, A PEC Partner for Progress (PFP)
Research Report (Part ), March 1995, pp.9-11.
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government at the APEC Leaders Pledge in Sedttle.  The functions of the center are
Cross-cutting issues in the context of work on human resource development, finance, science
and technology, the promaotion of smal and medium enterprises, and trade and investment.
A god of the center is to bolster the impact of globa competition and intengfy the role of

SMEsin aliberdized busness environment. To achieve this god, ACTETSME expects to
play arole as a center for facilitating information flow and exchange anong APEC economies

focd points. Some technologicd gaps in the APEC region are difficult to fill usng only
inditutions and support agencies within a country. ACTETSME can contribute to filling these
gaps through intengfied networking among the APEC members.

Spedific activities of ACTETSME include the following: informetion networking which
provides SMEs with information about commercid technologies, credit programs for SMEs,
rav materiad sources, foreign markets, and business exchanges, circulating training
opportunities for technica know-how, skills, and management; syndicating technology transfer
projects including research and development (R&D) and design/product development; and

legd assstance based on intra-regiona cooperation and business internationdization.

Figure4: Institutional Structure of ACTETSME

APEC Ministers

APEC CENTER APEC Senior Officials
Technology Exchange &Training for
SMFs

APEC Working Groups
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Executive Board Focal points of each economy
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Financial Institutions N Regional / International Scientific

Administration

International Foundations Finance Regional / International Marketing
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Private Sector Donors Regional / International Finance

Other Donors %\
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Technology Technology

Training Research Transfer Exchange

(Source): SERDEF

The organizationd structure of ACTETSME is shown in Figure 4. Since September of
1996, when the ACTETSME darted, the Smal Enterprises Research and Development
Foundation (SERDEF) has served as an agency of ACTETSME. In 1976, a group of
business leaders, educators, and development managers, organized SERDEF as a non-profit
organization to try to improve and expand SMEs. The executing office will transfer to the
Philippine Network of Small and Medium Enterprises (PhilSME)* in March of 1997 and
then findly to the APEC Internationd Governing Board in 1998. The foca points of each
APEC economy can provide information related to SMES. The focd points have various
kinds of characteristics based on each economy’s specidization, priorities, and nationd
programs. The Government of the Philippines shouldered dl of the costs for building
ACTETSME. The Department of Science and Technology of the Philippines shouldered 38
million pesos of the congtruction, and the Department of Trade and Industry (DTI) funded 5.4
million pesos of the facility costs such as equipment and furniture.  The Universty of the
Philippines provided the land** The Trade and Investment Liberdization Fund, known as
the Murayama Fund from the Japanese government, provided the center with US$62,000.%
The DTI is presently funding the interim operation of the center with SERDEF.

It has been only hdf a year snce ACTETSME opened in September 1996, and a few

% PhilSME is composed of six members representing a cross section of firms from the micro, small,
medium, and large enterprise sector- Federation of Filipino-Chinese Chambers of Commerce and Industry,
Philippine Business for Social Progress, Philippine Exporters Confederation, Philippines Chamber of
Commerce and Industry, Philippine Chamber of Cooperatives, and SERDEF.

3 Hearing from Ms. Maria Fina C. Y onzaon, Director at Bureau of Small and Medium Business
Development, DTI.

%2 APEC 96 News Bureau, SVIE Projects Given Go-Signal, Press Release N0.175, September 5 1996.
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activities in the center have not started operations yet.*® Therefore, it is impossble to
evduate the project's effectiveness in the technology development/transfer in SMEs.
However, | can present some key tasks that promote supporting the project in the future. To
formulate the tasks, | will refer to fact-findings through a field research which | conducted in
November 1996. The tasks are as follows:

) The project has to strengthen the network among APEC member’s focal points
which are the firgt line source in identifying technology needs and training
opportunities

SMEs in the APEC region have different characterigtics in terms of definitions, capabilities,

business environments, and roles in thelr societies.  Therefore, it is very difficult to make a
congstent regiona strategy without information relevant to other economies SMEs. That
threatens to cause demand-supply mismaiching. Foca points must communicate with one
another about information concerning the SME's technology needs and technologica
capabilities, training programs, ingdtitutions, and regulatory arrangements of its own economy.

)ACTETSME has to be supplemented by both capital and technical assistance

from a traditional development cooper ation such as ODA.

The Government of the Philippines has shouldered the project costs. According to a DT
officer, the financia dtuation of the project is not bright because of the private sectors
reluctance to make financid contributions. The supportive technology infrastructures such as
research ingtitutes, which are expected to support ACTETSME, have not been well-arranged.
ACTETSME needs officid flows in the forms of finances facilities, and human resources
before ACTETSME can become a financialy sef-reliant center based on the concept of a
market mechanism in which the beneficiaries would share the codts as well as the benefits.
This would be consstent with one of the guiding principles of APEC’s economic and technica

3 SERDEF’s major activities include: the surveys on the needs of SMEsin APEC region, especially the
Philipppines SMEs; the network making among focal points; and the coordination of some workshops

related to the promotion of SMEs.
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cooperation, the constructive and genuine partnership between the public sector and private
sector.

) ACTETSME has to concern itself with protecting firms specific technologies
while acting as a referral center at the firm level with negotiations possible
between SMEs.

Crucid differences in security issues (such as indudtrid property rights, confidentidity of
busness, and privacy) exis among APEC economies in terms of ther sysems and
enforcement capabilities.  Technology transfer interrdlates with security issues such as
industriad property rights, confidentidity of busness, and privecy. Intellectud property
protection has an important effect on the amount and kinds of technology trandfer given to a
technology recipient country.®  Therefore, it is difficult to achieve technology transfers
without a reciproca benefit to the donor. Legd insruments become a critical determinant in
fadilitating technology inflows from other economies.

) Inthelong term ACTET SME needsto expand beneficiaries.

One project objective looks to strengthen the ability of SMEs to compete in export
markets by improving their technologica capabilities and trade potentias. A lot of SMEsin
the APEC region’s developing economies are not ready to be competitive in the internationa
market. In aWorkshop in Information Networking for SMIEsin September of 1996 in Manila,
most economids esimated that 5% of SMEs in the APEC region will benefit from the
ACTETSME. However, we expect the number of beneficiaries will increase by eventudly
grengthening the volume and diversity of services.

) ACTETSME has to evaluate and provide resources, expertise, and information
on technologies most needed by SMEs.
Technology trandfer in APEC has generdly followed a flying-geese pattern in which the

3 The Economic Committee, 1996 APEC Economic Outlook, APEC Secretariat, 1996, p.99.
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developed economies (Japan, US, Audrdia, and Canada) have the highest technology,
followed by the NIEs, then ASEAN, and findly China® The pattern of technology transfer
can upgrade the indudtries of the developing countries, in accordance with the change in thelr
comparative advantage. However, the developing countries will pay for adjustment codts if
they introduce technology which does not fit with factor endowments of production in them.
In this regard, ACTETSME has to encourage beneficiaries to adapt by functioning as an
internationa network for various participants in technology development/transfer . This dso

contributes to the increases in beneficiaries of the center.

) Effective ingtitutional frameworks supporting human resource development
(HRD) hasto be well-established.

Stglitz presented in a debate over the East ASan miracle that massve investment in human
capita was one of the important factors leading to East Asan economies have filled the
technologica gep rapidly. ®  Sometimes, companies can not adequately respond to
technology transfers through ether in-house or externd sources because of their lack of
knowledge and skills. Technology would be usdess without skilled and educated human
capitd which utilize it and adjust as necessary for locd conditions.  Well-educated human
resources, especidly scientists, engineers, managers, and skillful laborers are indispensable to
the effective use of phydcd fadilities in technologica operation and acquigtion. Education is
important and necessary to raise labor productivity and acquire skills to keep up with
technologica changes.

) Technology flows have to be promoted within the context of trade and investment
liberalization.

Foreign investment and purchases of imported capitd goods are significant technology

development/transfer modes.  Foreign firms can bring capitd, technological know-how and

% APEC Ad Hoc Group on Economic Trends and I ssues, APEC Economies. Recent Devel opment and
Outlook, APEC Secretariat, November 1994, pp.16-17.
% |bid., p.99.
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resources into the recipient countries. The firm's technology or technologica leve mainly
determines its productivity which, in turn, is a mgor determinant of the competitiveness and
profitability of the product. Both the international market and the domestic market
environments, such as the tariff and non-tariff factors greetly influence the technology or
technologicd levd of foreign firms. Trade and investment liberdization can speed technology
adoption and diffuson. Thus, APEC's technology development/transfer has to complement
the objective of achieving free trade and investment in the region.

4. Direction of New Development Cooper ation

Two basic dements of development cooperation are financia and technica cooperation.
Financial cooperetion is provided to make up for recipients shortage in funds needed for
invesment. On the other hand, technicad cooperation is offered in view of appropriate
technology development/transfer. At the same time, the developing economies need to make
efforts to increase domestic savings and improve education. Investment and technology
development/transfer are closdy related to economic growth.  Economic growth will
promote internationa trade and, in turn, lead to the vitdization of trade and investment in and
outsde the region. The unique framework of APEC's development cooperation which
incorporates free trade and investment activities can encourage trade and investment both
indde and outsde the region. This is a Smple example of the graduated development
dructure (vis-a-vis the donor-recipient structure of the conventional development assistance

example) under APEC’ s development cooperation and is shown in Figure 5.3

Figure5: A Paradigm for Development Structure under APEC’s Development
Cooper ation

37 Planning Department, Japan I nternational Cooperation Agency, op. cit., pp5-7.
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(Source): Planning Department, Japan International Cooperation Agency, p7.

An APEC mode of development cooperation seems to be promising in view of the
guiding principles, However, is the devdopment paradigm practicd under APEC's
development cooperation when we take into account some problems exigting in the region?*®
How can traditiond development assistance complement APEC' s development if the answer
IS not yes?

Frdly, | am wondering if technology transfer, which would lead to the development
advances, can be facilitated under the present development cooperation framework.
Generdly spesking, private companies provide a mgor source of technology trandfer.
Private companies usudly behave in accordance with profit-seeking principles.  Therefore,
they might hedtate to provide their companies technology secrets to their potentid rivas.
Creating opportunities for mutualy beneficid exchange between the companies with mutualy
high technologies might be possible based on a perception of mutua benefit. However, that
isdifficult between companies with different technologicd levels even if an intermediary agency
like ACTETSME functions as afacilitetor.

® The main common issues existing in the region are: alack of institutions and personnel to manage a

dynamic economy; environmental destruction; and awidening gap between the rich and poor. (ibid., p7.)
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Secondly, inflows of private capita cooperaion tend to concentrate on some limited
economies, aress, and sectors, and, in turn, make a distorted development structure. This is
contrary to APEC’s guiding principles of equitable development and reducing disparities.
Private flows are seldom dlocated for socid infrastructure projects related to hedth and
education, environmental protection projects, and projects located in rurd aress, which are
consdered to have a low rate of return. This is where conventiond development assistance
playsits role through extending ODA loans or using trade insurance, and publicly guaranteeing
private infrastructure funds.

Thirdly, shifting resources to more productive uses, following trade and investment
liberdization, may bring about adjusment cods, especidly in the developing economies.
Economically, liberdization policies spur the economic welfare of economiesin various ways.®
However, alot of SVIEsin the developing countries receive few benefits from the liberdization
because they are not competitive enough to go into the internationd market. They do not
have capabilities to relocate their resources to new industries and other places quickly. They
will find themsalves without the skills required for new indudtries. The technology exchange
and training center under APEC's development cooperation, such as ACTETSME, is
targeting only export-oriented SMES, which till do not occupy large shares in the developing
economies. Taking into condderation the fact that SMEs make up 90 % of al enterprises
and contribute 32%-84% of employment in each APEC economy, liberdization is predicted
to involve massve adjustment costs, especidly for labor markets.®  Development
cooperation should to play a sgnificant role in reducing the frictiond costs associated with job
trangtion in the developing economies of APEC. In addition, each developing economy
needs to prepare some safety nets for the sake of equity.

Lagtly, APEC's generd agpproach emphasizes diversty and the different Stuations of

¥ Theways are: economies can produce efficiently; they benefit from economies of scale; their access to
international markets encourages efficiency and growth through competitive pressure; their exposure to
international markets brings about the flow of information; trade expands the menu of goods and services
to producers and consumers. (The Economic Committee, 1996 APEC Economic Outlook, p.102.)

40 APEC Secretariat, Selected APEC Documents 1995, APEC Secretariat, December 1995, p.196.
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members, and it focuses on developing participants strengths. APEC has sustained the
process of voluntary cooperation through the consensual approach. However, the trend
toward more diverse participants and the emergence of more complicated agendas require

creating clearer rules for developing plurdism in the region.
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