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1. The United Nations Conference on Trade and Devel opnent (UNCTAD), the
United Nations University (UNU), and the Ofice of the Executive Commttee for
the United Nations Chitose Forum jointly organized a forum on Sout h-South
econonic cooperation with particular reference to Asia and the Pacific, from
11 to 15 May 1992 in Chitose City, Hokkai do, Japan. The Forum was nade

possi bl e by the generous financial support of the Governnent of Japan,

Hokkai do Prefecture, Chitose City and the Sasakawa Peace Foundation. Wth a
viewto facilitating the local arrangenents, the Mayor of Chitose City had
established the Office of the Executive Cormittee for the United Nations
Chi t ose Forum

2. The Forum di scussed the follow ng agenda itens:
- The economic rationale for increased South-South cooperation and
support from devel oped countries to expand trade anong devel opi ng

countries;

- Sout h- Sout h trade expansion with particular reference to Asia and
the Pacific: trends, problens and policies for the 1990s;

This report was prepared by the Rapporteur-General of the Forum and
finalized by the UNCTAD secretariat in consultation with the participants.
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- Trends and patterns and new directions of foreign direct investnment
(FDI') in pronoting integration anong devel opi ng countries of Asia
and the Pacific and increasing their participation in globa
mar ket s;

- Nort h- East Devel opnent: a new di nension for North-South
cooper ati on;

- The rol e of the Asian Devel opnent Bank, international finance and
capital flows in pronpting integration and trade expansion in Asia
and the Pacific;

- Current policies and neasures of devel oped countries to support
regi onal econom ¢ cooperation anong devel oping countries with
special reference to Asia, and possible approaches to inprove their
scope and effectiveness; and,

- Cooperation between South Asia and East Asia: current situation
and prospects.

3. The Chitose Forum brought together 42 policy-nakers, business executives
and researchers primarily from Asia and the Pacific region, together with

14 officials fromthe Asia Devel opnent Bank (ADB), the Comm ssion of the
Eur opean Comrunities, the Wrld Bank and the Organization for Econom c
Cooperation and Devel opnent (COECD), as well as United Nations bodies,
i ncl udi ng ESCAP, UN DESA, UNCTAD and UNU, having an interest in issues
relating to Sout h-South cooperation, particularly in Asia and the Pacific (see
annex) .

A, Oganization

4, At its opening neeting on 11 May 1992, M. Takahashi Hi gashi kawa, Mayor
of Chitose City, in his capacity as Chai rman of the Executive Commttee for
the United Nations Chitose Forum addressed the Forum followed by

M. Koichi Tsutsum , Anbassador, Mnistry of Foreign Affairs, Governnment of
Japan, and M. Heitor Gurgulino de Souz, Professor and Rector of the United
Nations University. The neeting was officially opened by

M. Takahiro Yokomi chi, Governor of Hokkai do.

5. The nmessage fromthe Secretary-General of the United Nations

was delivered by M. Heitor Gurgulino de Souza. On behalf of the
Secretary-General of the United Nations Conference on Trade and Devel opnent
the nessage was delivered by M. Lakdasa Hulugalle, Oficer-in-Charge of the
Di vi sion for Econom c Cooperation anmong Devel opi ng Countries (ECDC), UNCTAD.

6. The foll owi ng Chairpersons and Rapporteur-Ceneral were appointed



Wor ki ng Sessi on I M. Gamani Corea
Working Session 11: M . Bon-Ho Koo
Wor ki ng Session I11: M. Mohamed Ariff
Wor ki ng Session |V: M. Siow Yue Chia
Wor ki ng Sessi on V: M. Mansur Ahnmad, Anmbassador
Wor ki ng Session VI: M. Lakdasa Hul ugall e
Wor ki ng Session VII: M. lman Taufik
Rapport eur - General : M. V.R Panchanukhi
7. The followi ng friends of the Rapporteur-CGeneral were al so appointed:
Wor ki ng Sessi on I M. L. Hulugalle
Wor ki ng Session |1I: M. V. M khal yov
Wor ki ng Session I11: M. M Plunmmrer
Wor ki ng Session |V: M. S. Ahned
Wor ki ng Sessi on \A M. T. Tanabe
Wor ki ng Session VI: M. M Shirotori
Wor ki ng Session VII: M. S. Ahned

8. Wor ki ng session I, held on 11 May 1992, discussed the agenda item
entitled "The economic rationale for increased South-South cooperation and
support from devel oped countries to expand trade anong devel opi ng countries".
The keynote speakers for this itemwere M. Lakdasa Hulugalle, Oficer-in-
Charge of the Division for Econoni c Cooperation anong Devel opi ng Countries of
UNCTAD, and M. Francisco Bataller, Directorate General for External

Rel ati ons, Comni ssion of the European Communities. The panellists for the

di scussi on were Messrs R Agarwal a, Mansur Ahnmad, Kenji Donoto, Walter Elkan
and M chael Pl ummrer.

9. Working session Il, held on 11 May 1992, discussed "South-South trade
expansion with particular reference to Asia and the Pacific: trends, problens
and policies for the 1990s". The keynote speakers on this itemwere

Ms. Sei ko Takahashi, Deputy Executive Secretary of ESCAP, M. Mtsuru Toida,
Chi ef, Econonetric Analysis and Forecasting Division, Institute of Devel oping
Econom es, and M. Kiichiro Fukasaku, OECD. Interventions were nmade by
Messrs. Mohamed Ariff, Mchael Plumrer, Rehman Sobhan and Anuparb Sunanant a.

10. Working session I1l, held on 12 May 1992, discussed "Trends and patterns
and new directions of FDI in pronmpting integration ampng devel opi ng countries
of Asia and the Pacific and increasing their participation in global markets".
The topic was introduced and el aborated on by Messrs. Yoichi Nakamura,
Director, National Expenditures Division, Economic Planning Agency, Government
of Japan, Fu-Chen Lo, Senior Academc O ficer, United Nations University,
Corota Kunme, Secretary-GCeneral of the Japan Institute of Overseas |nvestnent,
and Yong-Mn Kim Director, Mnistry of Finance, Government of the Republic of
Korea. Remarks were al so made by Messrs. Rangopal Agarwal a, Siow Yue Chia,



Masaharu Hanazaki, M chael Plumrer and Kamal Sali h.

11. Working session IV, on 12 May 1992, considered the topic "North- East
Devel oprment: a new di nension for North-South cooperation". It was introduced
by M. Satoshi Arai, Secretary-General to the Governor, Hokkai do Gover nnent
and M. Bon-Ho Koo, President of the Devel opnent Institute of the Republic of
Korea. Further contributions were made by Messrs. V. M khal yov, Shi M n,

Kim Jae Wn and Sumer La Croi X.

12. Working session V, held on 13 May 1992, considered "The role of the Asian
Devel oprment Bank, international finance and capital flows in pronpoting
integration and trade expansion in Asia and the Pacific". The topic was

i ntroduced by M. Kimmasa Tarum zu, President, Asian Devel opment Bank and
further elaborated on by Messrs. Yoshifum Matsuzaki and Teruyuki Tanabe.

13. Working session VI, held on 14 May 1992, covered "Current policies and
measur es of devel oped countries to support regional econom c cooperation anopng
devel opi ng countries with special reference to Asia, and possible approaches
to inprove their scope and effectiveness". The session was addressed by

M. |ppei Yamazawa, Professor, Hitotsubashi University, M Francisco Bataller
Conmi ssion of the European Communities, M. Ebba Dohl man, Chief, Devel opnent
Cooperation Directorate, OECD, and Ms. Mho Shirotori, Associate Expert,
UNCTAD. Messrs. Yushu Fend, Summer La Croix and M chael Plunmrer served as
panel | i sts.

14. Working session VII, held on 14 May 1992, took up the topic of
"Cooperation between South Asia and East Asia: current situation and
prospects”. The speakers were Messrs. G Gunetilleke, Director, Marga
Institute, and V. R Pancharmukhi, Director, Research and Information System
for the Non-Aligned and other Devel oping Countries; the panellists were
Messrs. Siow Yue Chia, S.N H Nagvi and R Sawhney.

15. At its concluding neeting on 15 May 1992, chaired by M. Gamani Corea
the Forum adopted the "Chitose Declaration'. M. V.R Panchamukhi, the
Rapporteur-Ceneral, presented a draft report of the Forum The Forum
requested the Secretariat to finalize the report taking into account the
coments and observations of participants, in consultation with those
partici pants who had nade suggestions for its inmprovenent.

16. During the sanme neeting, M. Takashi Hi gashi kawa, Mayor of Chitose City
made a statenent in his capacity as the Chairman of the Executive Comittee

for the Forum The representative of the United Nations system also delivered
a statenent.

B. Conclusions and Recommendations

17. The Forum recogni zed the fact that the world econony had undergone many



radi cal structural changes during the 1980s and these tendencies were
continuing in the 1990s. The geo-political map of the world had been recast
with such events as the energence of the independent republics in the forner
Sovi et Union, German unification and the i ndependence of Nam bia. The end of
the Cold War had opened new vistas in international strategic and economic

rel ati ons. New groupi ngs were being forned or existing ones strengthened

to project economc interests onto a regional or subregional |evel

Exanpl es were the ongoi ng negotiations to forma United States of

America - Canada - Mexico trading arrangenent, known as the North Anmerica Free
Trade Area (NAFTA); the evolution of the Single European Market with varieties
of intra-EC policy harnonization nmeasures; the further strengtheni ng of ASEAN
econonmic integration to include an ASEAN Free Trade Area by the year 2008; the
formati on of SAARC in South Asia; and progress in fostering cooperation within
the Asian-Pacific community. Prospects for a new gl obal investment and
tradi ng system upon concl usion of the Uruguay Round of trade negotiations
added yet another dinension to the emergi ng new world order

18. There was a grow ng tendency towards nultinationalization of production
and internationalization of trade in the wake of narket-oriented policy
reforns and the spread of the nultinational corporations (MNCs). Foreign
Direct Investnent (FDI) was playing a unique role in strengthening economc

I i nkages around the gl obe. However, grow ng macroecononic inmbal ances between
t he maj or devel oped countries were causing significant shifts in economc
power centres. Meanwhile, many pressing issues of the 1980s (such as the
mounti ng debt burden on the devel oping countries, a volatile internationa
exchange rate regine, capital shortages and threats of stagnation of
reductions in finance for devel opnment) continued to inpair gromh in the
devel opi ng worl d.

19. In the mi dst of these changes, Asia had shown renarkabl e dynam sm
Whether in terns of growh in GDP, shifts in the industrial contribution to
GDP, growth in exports or the share of manufactures in total exports, the
performance of the devel opi ng econom es of the Asia and the Pacific region had
been i mpressive. It was particularly remarkabl e when seen in conparison with
the performance of other devel oping regions. GDP growh during the 1980s

was over 10 per cent in China, 9 per cent in the Asian Newy Industrializing
Econom es (NI Es) and over 5 per cent in the South Asian and Sout h- East Asi an
econonies. Export growth, facilitated by large inflows of FDI, had
contributed to the process of structural transformati on and devel opnent in the
region. Wiile growmh in exports had been nost rapid in the NI Es, China and
Sout h-East Asia, in the 1980s South Asia had also increased its (al beit

small) share in world trade, thus reversing a trend in evidence since the
early 1950s. A new nanifestation of the region's econonic dynamnm sm

related to the energence of devel opnent poles such as Tai wan Province of

China - Hong Kong - China; Indonesia - Singapore - Johor - Rian province; and
Thai |l and - Canbodia - Laos.



20. Japan had play a pivotal role in the region's devel opnent. Japanese

i ndustry and technical know how had contributed significantly to the

di ffusion of nmodern technol ogy throughout the region. The Asian N Es had been

the first to be involved in this process of international industrial
restructuring, taking full advantage of new opportunities in the internationa
mar ket place for donestic industrialization and trade expansion. Adoption of

outward-oriented policies, along with discipline in fiscal and nonetary
policies, provision of infrastructure and effective human resource

managenent had played a positive role in the economic growh of the past two

decades. The South-East Asian Econonies had been the next to adopt nore

mar ket - ori ented, outward-| ooking policies for their own devel opnent. This

i nvol ved the introduction of policy reforns designed to expand the investnent

base, increase exports of manufactures and facilitate technol ogi cal upgrading.
In recent years, South Asian econom es had i ntroduced radical economc

reforms in their fiscal, nonetary and foreign trade policies. Gven the

relatively | ow wage rates and | arge supply of skilled manpower, the South

Asi an econom es had beconme candi dates for a third phase of regional industrial

restructuring pronpted by intraregional trade, investnent and technol ogy

flows. This production restructuring in the region as a whole was being

facilitated by existing and energi ng conplenentarities coupled with

devel opnent of conpetitive advant ages.

21. The changing world econom c situation has al so made the devel opi ng
countries of the Asia and Pacific region increasingly aware of the

signi ficance of regional econoni c cooperation and they are attenpting to
strengt hen such cooperation. Two trends have been particularly inportant in
this regard.

22. The first trend is towards hei ghtened regi onal cooperation el sewhere in
the world. Europe, with its progranme of econom ¢ and nonetary union
beyond 1992, has ained to inprove its international competitiveness,
especially vis-a-vis the United States of Anerica and Japan. By stinulating
growt h Europe plans to nove forward in the creation of a unified Continent.
This programme will have inportant inplications for devel oping countries in
the Asia and Pacific region. Enhanced growth and certain |iberalizing aspects
of the programe should present new opportunities. At the sane tinme, trade
and i nvestment decisions and new rel ationships with EFTA, Eastern Europe and
the New I ndependent States (NI'S) could have negative effects on exports in
certain key industries, on FDI inflows and on official devel opnent assistance.
NAFTA, in North Anerica, may have simlar effects.

23. A second trend has been the reorientation of donestic policies within
the region. Wth increasing enphasis on export orientation in policy regines,
t he Asian devel oping countries - particularly those in the South-East and
South Asian regions - may eventually face a slower growth of inport denmand and
of market access for their exports to devel oped countries. Expansion of
production and trade within the Asian and Pacific region would reduce
dependence on demand and access to markets beyond the region

24, Sout h- Sout h cooperati on, however, is envisaged neither as a substitute
for North-South cooperation nor as an autarchic device. |n practice, such
cooperation could take the formof a triangular relationship with devel oped
and devel opi ng countries fromother regions, although it has its own
rationale. |Increasing conmplenmentarities suggest room for enhanced regi ona

i nteraction. South-South cooperation would have the advantage of expandi ng
mar ket access, encouragi ng regional capital flows, and fostering the transfer



and adopti on of appropriate technol ogi es and production factors. It is on the
basi s of the above considerations that the Chitose Forum recomended
Sout h- Sout h cooperation as a positive strategy to enhance devel oprment in the
Asi an region.

25. Econom ¢ cooperation and integration, both at the regional and
sub-regional |evels, could include taking joint approaches to cooperation on
regi onal issues, discussion groups and dispute-settlenent mechani sms, as wel
as formal econom c integration programres such as free-trade areas and beyond.
Conpl erentarities could be pronoted through coll aborati on anong trade
organi zati ons (such as Chanbers of Comrerce, financial institutions and EXIM
banks of the nenber countries), the encouragenent of capital and investnent
flows, fiscal and nonetary policies, export-credit and paynent facilities and
institutional linkages to exchange information on potential opportunities for
trade and investnent. Intraregional relocation of industries and regiona
speci ali zati on would increase intra-regional trade flows and result in greater
econom c efficiency, economn es-of-scale and other positive dynam c effects.

26. | mpul ses for growth and devel opnent coul d be made sel f-sustai ni ng

t hrough neasures such as nobilization of domestic resources, initiatives of

| ocal enterprises, debureaucratization, restructuring and dynam ¢ adj ust nent
processes. The State will have to play a catalytic role in harnessing these

i mpul ses and facilitating their operation. Above all, the State nust assure a
st abl e macroeconomni ¢ environnent. The State should provide the infrastructure
and institutional support necessary to enable econom c agents to make
decisions in a rational and stable framework. However, the full potential of
such policies can best be realized in harnony with regional and gl oba
partners. In this context, foreign direct investnent and technol ogy transfer
assume strategic i nportance. East Asian N Es, South-East Asian econoni es,

Chi na and the South Asian econom es offer econonic space for the better
realization of these inmpulses for their nutual benefit. Japan, as a centre
for resources and technol ogy, can play an indi spensable and supportive role in
hel pi ng the market of the devel oping countries of the region through FDI. The
potential market, measured both in terns of popul ation and energi ng purchasing
power, would be larger with regional integration. This should also be
beneficial for the global econony.

27. Concern was expressed in the Chitose Forum over the danger of a shortage
of financial resources for developnent in the region. The erstwhile Gernman
surplus had already been largely earmarked for devel opment of the eastern part
of Germany. Radical changes in Eastern European and the newly industrializing
States (NI'S) demanded nmassive inflows of resources. Wile fully endorsing
these inmperatives, the Chitose Forum enphasi zed that the momentum of rapid
growth in the Asia and Pacific region in the 1980s should not slacken for want
of adequate resources at the appropriate tine.

28. Structural adjustrment in devel opi ng econoni es may invol ve consi derabl e
social costs, at least in the short-run. Redeployment of |abour and capital
as well as the institutional restructuring that is an essential part of the
reform process, require new support nechani sns such as safety nets, renewal
funds, training, etc. There is a danger that the reform process will be
reversed if the transition process is not facilitated through the allocation
of funds for such support neasures. Both Governments and internationa
financial institutions such as the Asian Devel opnent Bank, have a role to play
in this regard

29. The role of the donor countries, especially Germany, Japan and the

United States of Anerica, and also that of financial institutions such as the
Asi an Devel opnent Bank and the World Bank, in pronoting regional integration
deserves special nention. Oficial Devel opnent Assistance (ODA) from Japan as
a proportion of the country's GNP has doubled in recent years. There is scope



for further enhancement of ODA flows in the Asia and Pacific region. It was
observed that the Asian Devel opment Bank coul d increase its support for the
structural adjustment progranmes needed if economic reformin the regionis to
succeed. The Asi an Devel opment Bank shoul d undertake a policy dialogue with
menber countries so that the nature of reform packages and the sequenci ng,
timng and phasing of reform neasures are worked out in such a way as to boost
exports fromand growth in the respective Asian economes. Measures should
focus on fostering sustainable self-reliant devel opment. At the sane tine,
ODA and Asi an Devel opnent Bank | oans should al so serve to provide an enabling
environment for increased FDI and other equity investment to expand
conpetitive production and exports of countries in the region

30. Economic cooperation in Asia and the Pacific region should provide anple
opportunities for the nenber countries to |l earn fromeach other's experiences.
Successful compl etion of devel opnent projects at decentralized | evels, such

as the "Hokkai do Devel opnent Project" and the "Chitose Airport Project" in
Japan shoul d provide useful insights for planning and executing simlar
projects el sewhere in the region. Innovative projects, such as the Tunen

Ri ver Area Devel opment project (covering China, Japan, Republic of Korea,
Mongol i a and Russia), should inspire other countries to formulate simlar
inter-country projects with the potential to bestow | arge benefits on them
Finally, the addition of the Central Asian Republics to the famly of the Asia
and Pacific region should provide a broader canvass of cooperation for mutual
benefits.

C. An agenda for action for the nineties

31l. The Chitose Forumidentified an agenda for action during the 1990s. The
mai n el ements of this agenda are:

(a) The nenber countries of the Asia and the Pacific region - in East
Asi a, South Asia, South-East Asia - should deepen the policy refornms in their
econonies so that a nore efficient production base and a | arger market are
created in the region as a whole. The tinme has come for concerted reforns in
the region. The contours of these reforms include, anong other aspects
adoption of the liberal trade-policy regines, renoval of unwarranted State
intervention, and freer play of market forces. Each country should work out
its own reforns consistent with its stage of devel opnment, soci o-econoni c and
cultural roots, human resources and institutional infrastructure. These
policy reforms should be designed, inter alia, to foster regional integration
through a |iberal environnment for the novement of capital, goods and
services. Countries should also streamine their foreign-exchange contro
regi mes so that capital markets abroad can be tapped by private conpanies;

(b) Regional and subregional joint ventures and vertical diversification
of the stages of production across countries through private foreign direct
i nvestment flows and technol ogy transfer should be encouraged, so as to expand



intra-industry trade flows in the region. East Asian N Es and Japan shoul d be
encouraged to contribute to the accel eration of this process of production
restructuring by taking advantage of |ow wage costs in China, |ndo-China,
Sout h- East Asia and South Asia. The institutional infrastructure to
facilitate the flow of information about potential investment opportunities
shoul d be strengthened by pronmoting networking anmong existing institutions and

creating new ones. In this context, the proposed establishment of a regiona
i nvestment information and pronotion service for Asia and the Pacific wll
play a very inportant role. It should link simlar institutions in the ASEAN

region, in South Asia, SAARC, Regional Council of Devel opnent Fi nanci al
Institutions (RCDFI) along with those fostered by the ESCAP secretariat, UNDP
and UNI DO, and the World Bank group

(c) Finance for devel opment shoul d be enhanced. Financial institutions
at the national and regional levels are called upon to draw up new programres
of financial support aimed at devel oping intercountry |inkages. The Chitose
Forum urges these institutions, including the Asian Devel opnent Bank, to
expand their capital base and increase resource flows into the region
Paynment s and cl earance arrangenments, where appropriate, should be streaniined
and consideration should be given to including intraregional transactions in
t hese arrangenents;

(d) Concerted efforts should al so be nade at the national |evel to
nmobi | i ze nore resources, to make optimal use of scarce capital, foreign
exchange resources, and |ocal resources and to design new devel opnent
strategi es which woul d enhance the prospects of sustainable devel opment in the
medi um and long-term In this context, the devel oping countries of the
region could learn from each other's experiences.

(e) The Chitose Forumreconmends the establishnment of an
institutionalized forumfor sustaining, on a continuing basis, policy dial ogue
within the region. An appropriate institutional network, with an institution
fromeach country acting as focal point, should be established. Further
effective dial ogue and exchange of experiences anong the existing subregiona
groupi ngs, such as SAARC, ASEAN and their specialized bodies (such as Chanbers
of Conmerce) shall be fostered on a continuing basis.

(f) The spirit of the Chitose Forum should receive the active support of
the North and the South.
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