
At the Asia-Pacific Economic
Cooperation meeting on Saturday
afternoon, Chinese diplomats

arrived unexpectedly at the Foreign
Ministry of host Papua New Guinea.
Angry at Papua New Guinea’s support for
American wording in the meeting’s final
communique, they only left after police
were called, Australian and other media
reported.

Chinese officials denied the reports,
saying suggestions they had tried to bully
officials from the smaller nations were
“simply untrue.” But the reported face-off
dramatically underscored how a gather-
ing that had hoped to ease tensions
between Beijing and Washington’s allies
in the region looks to have inflamed them
instead. Two weeks before a landmark
meeting between US President Donald
Trump and Chinese counterpart Xi
Jinping at the G20 in Argentina - and just
days after Trump said a list of 140 trade
concessions offered by Beijing was “not
acceptable to me yet” - the world’s two
largest economies are now more at log-
gerheads than ever.

This weekend’s APEC meeting was the
first time in its 29-year history that
regional leaders failed to agree to a com-
munique, largely over stark differences in
wording over trade. It comes following
heightened confrontation between US
and Chinese forces in the South China
Sea, tensions over Taiwan and a widely-
reported warning from a former senior
US military official that the two countries
would likely be at war within 15 years.

Overall, the summit looks to have been
a major diplomatic failure for Beijing. In

his speech, Xi sought - as he has since
the Davos World Economic Forum annual
meeting last year - to paint China as the
defender of globalization and free trade
in the face of Trump and growing
American protectionism. Beijing has lent
more than $1.2 billion to the Pacific
islands, roughly a third of that to Papua
New Guinea, and was counting on the
summit to demonstrate the reach of such
“soft power.”

Instead, its heavy-handed tactics -
including banning non-Chinese journalists
from Xi’s meeting with regional leaders -
seems to have backfired. China found
itself at odds with almost all the other
nations at APEC, while US Vice President
Mike Pence’s speech made it clearer than
ever that Washington now intends to
oppose and offer its own alternatives to
China’s landmark Belt and Road initiative,
which promotes expanding ties between
Asia, Africa and Europe, including billions
of dollars in infrastructure investment.

The United States and key regional
allies Japan, Australia and New Zealand
are now being increasingly naked in their
own use of economic clout. Sunday saw
the signing of a multi-million dollar
agreement between Papua New Guinea
and the four states to invest millions in
electricity infrastructure, seen a deliber-
ate move to counter Beijing and safe-
guard US and Australian military bases.

How this will play out at the G20 is not
a foregone conclusion. After Pence’s
unambiguously aggressive posture at
APEC, Trump could take a more concilia-
tory approach with Xi in Argentina. The
US president has, after all, long been a

proponent of starting negotiations with a
show of force before moving to a deal.
Alternatively, that meeting could simply
highlight growing differences, as seen
with Trump’s acrimonious spat with
French counterpart Emmanuel Macron
during the World War One truce com-
memoration ceremonies on Nov. 11.

Within Washington and Beijing, many
believe their countries are locked in a
likely worsening multi-decade face-off.
It’s a situation that leaves nations in the
middle forced to pick a side - and often
divided on how to do so. It’s also a grow-
ing challenge for international and partic-
ularly Western firms whose business
model leaves them little choice but to
work across the world.

In June, Chinese officials explicitly
warned US executives their firms risked
becoming victims of growing tensions
with the United States over trade; Chinese
firms in the US have also felt mounting
pressure. Both Washington and Beijing are
also increasingly open about pressuring
other countries - in October, US
Secretary of State Mike Pompeo advised
Panama and other Central and Latin
American states against deals with China.

In nations as disparate as Venezuela,
Sri Lanka and the Philippines, politics is
becoming increasingly polarized between
Beijing-backed authoritarians and more
pro-Western elements - a dynamic with
increasingly geopolitical overtones. Last
week, Filipino president Rodrigo Duterte
- who explicitly courted China after the
Obama administration condemned a drug
crackdown that saw hundreds of extraju-
dicial killings - criticized US naval activity

in the South China Sea, saying Beijing
was already “in possession” of the area.
The comments - ahead of a visit from Xi -
was seen at odds with many within the
Filipino military and wider political estab-
lishment, desperate to counter Beijing’s
gradual militarization and occupation of
disputed reefs and atolls.

While the trade dispute remains the
preeminent driver of US-China tensions,
it may be these military confrontations
that prove the most dangerous. Military
links between Washington and Beijing
have soured substantially in recent
months, with US Defense Secretary
James Mattis canceling a visit to Chinese
counterparts and China disinvited from
the major US-led RIMPAC exercise this
summer. Perhaps even more seriously
than their posturing over the South China
Sea, both nations appear to be doubling
down over Taiwan, considered by Beijing
a rogue province.

It’s a dynamic that has the region wor-
ried and unsettled - but unsure how to
act. Japan has been the most obvious
example of a country independently try-
ing to improve its own relations and
diplomatic channels to Beijing. Events at
APEC will make that ever harder - as will
newly heightened rhetoric and weapons
testing from North Korea, perhaps a sign
a more isolated China now feels less
bothered when it comes to restraining
Kim Jong Un. At the end of the month,
Trump and Xi will have the opportunity
to reverse their increasingly dangerous
path. If they cannot do so, all sides may
face some very unpleasant surprises to
come.  —Reuters
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Why Danske Bank
scandal is a 
problem for Putin

The ever-widening Danske Bank money laundering
scandal, involving 200 billion euros ($228.5 billion) of
“suspicious transfers” over eight years, is not only a

disaster for the reputation of Denmark and its largest bank.
It also points to the deep institutionalized corruption in
Vladimir Putin’s Russia - and the political challenge facing
the president himself.

The investigation of Danske Bank’s branch in Estonia,
the former Soviet state through which the money flowed, is
getting fresh scrutiny as whistleblower Howard Wilkinson
testifies before the European and Danish parliaments this
week. Wilkinson, the former head of the bank’s trading unit
in the Baltics, told a Danish parliamentary hearing Monday
that several other major banks were involved in processing
suspicious payments.

But the broader lessons of the scandal might be as much
political as financial. The fact that many Russians - not just
billionaire oligarchs - were laundering money through
Estonia makes it clear that money laundering is a survival
mechanism for Russian businesses and low-paid bureau-
crats. Putin has not made serious efforts to stop the flow,
seeing the flight of capital to the West as an escape valve
for individuals trapped in a corrupt order. Time may be run-
ning out for that approach, however, as Russia’s economy
falters and laundering becomes harder to hide.

The laundering operation - involving 15,000 “non-resi-
dent” customers - served primarily a Russian market,
according to a report released by Danske Bank. The opera-
tion grew out of two Estonian banks created in 1992
expressly to service a client base of retail and corporate
Russian customers by moving money from rubles into
another currency and sending the proceeds to a third
country. In recent years, Danske Bank saw 90 percent of
the pre-tax profits of its Estonian operation from these cus-
tomers - virtually all of it from payment and foreign
exchange transactions.

The Estonian bank is just one part of a much larger
problem. Some 177 Danske Bank customers in Estonia, the
report reveals, were Russian nationals previously identified
as part of the “Russian Laundromat,” a money laundering
platform siphoning money out of Russia through a
Moldovan intermediary. The “Laundromat” customers were
companies registered in the UK or tax havens like Belize
and the British Virgin Islands, as are the bulk of the
Estonian bank’s non-resident customers.

Two hundred billion euros is a substantial sum of money,
but only a fraction of the estimated $800 billion held off-
shore by rich Russians. To put this number in perspective, it
is equal to the current wealth of all Russian households.
Much of this enormous sum has been secretly transferred
out of Russia during the Putin years, evidence that money
laundering is not occasional criminality but an integral part
of the economic system.

Soft currency
Some context: The Russian ruble is a soft currency, one

that constantly loses value through inflation and govern-
ment mismanagement. To preserve value, soft currency res-
idents convert their cash into hard currencies like euros,
dollars or pounds sterling. Laws are broken when banks
convert soft cash - often illegally obtained or of suspicious
origin - from countries that limit citizen’s access to hard
currencies.

Let’s walk through a hypothetical transaction, one that
might have been used by some of the Estonian bank’s cus-
tomers. Suppose a mid-level bureaucrat has a billion-ruble
project ($16 million). He asks a supplier to inflate an invoice;
instead of billing for the ruble equivalent of $1 million, the
supplier bills for $1.5 million. The supplier sends the excess
to an Estonian account at Danske Bank controlled by the
bureaucrat.

The rubles are converted into dollars at an unfavorable
exchange rate (money laundering is not cheap). Then the
bureaucrat instructs the Estonian bank to send the balance
to a London bank where an account was opened during,
say, a UK shopping trip. Fearful that the UK bank might
think the payment suspicious, the minister’s legal agent in
London orders the money transferred to an account in a
location like the British Virgin Islands. But tax havens some-
times raise governmental regulators’ eyebrows. In order to
make the money look “clean”, it needs to move once more.
Purchasing real estate in London or the United States has
been a typical next step.

Meanwhile back home, the billion-ruble project is
delayed due to lack of funds. The ministry has to get more
funds allocated, and the delay means the bridge, road, new
hospital, whatever, often never gets completed.
Governments have cracked down on these laundering prac-
tices in recent years. Shell companies that hide the owner’s
identity are now illegal for expensive real estate purchases
in major markets like New York and Miami; the UK took
similar action this year. 

Banks are also under growing pressure. The US govern-
ment broke the Swiss secret bank account market in 2010
when it required notification of any US citizen’s financial
holdings in Switzerland. That regulation proved to be a
breakthrough - an OECD initiative has now signed up
about 50 countries to pass information among themselves
in the same way. Even some tax havens have signed on. As
money laundering becomes harder to hide, Putin is losing
his escape valve. Making matters worse, international sanc-
tions and anemic economic growth for the past six years
have meant Russians’ real incomes are falling and with-
drawals of hard currency from Russian banks are up
sharply. —Reuters

Bitcoin for 
payments a 
distant dream

The use of bitcoin for commercial pay-
ments has dropped dramatically this year,
even as the original digital coin starts to

fulfill one of the basic features of any payment
currency: Stability. The value of bitcoins han-
dled by major payment processors shriveled
nearly 80 percent in the year to September,
data from blockchain researcher Chainalysis
shows. That suggests the cryptocurrency is
struggling to mature from speculative asset to a
serious alternative to state-issued money.
Months of relative calm in bitcoin prices after
the wild swings of last winter had fuelled hopes
it would become widely used for payments, its
intended purpose.

But its collapse in use as a payment currency
has instead left big finance and crypto insiders
eyeing better technological infrastructure to help
bitcoin take off as a way to pay. “There would
have to be a stability requirement if it is to
become another form of money,” said Joni Teves,
a strategist at UBS in London. “But one thing
that would take bitcoin into the mainstream is
scalability - is it able to process the value or vol-
ume of transactions that money tends to do?”

The blockchain technology, where all bitcoin
activity is recorded and validated, can only
process a fraction of the transactions per sec-
ond that major credit card companies can. That
renders its mass use impractical. Bitcoin still
endures torrid swings in price, as this week’s 30
percent plunge shows. For a spell last month,
though, the cryptocurrency was more stable
than US stocks. Despite that growing stability,
the value of bitcoin payments collapsed to $96
million in September from a December high of
$427 million, the data from Chainalysis shows.

The firm surveyed 17 bitcoin payments
processors, including Atlanta-based BitPay, one
of the biggest. Most merchants that accept bit-
coin do not do so directly, instead using interme-
diaries like BitPay to covert bitcoin to fiat cur-
rencies. Comprehensive data on bitcoin used for
payments is patchy, as trades with other curren-
cies tend to be included along with its use for
commercial payments. That said, separate fig-
ures for individual payments processors reflect
the downward trend. At Vancouver-based
Coinpayments, for example, incoming and out-
going transactions slumped by more than half
between January and October, according to
blockchain analysis site OXT. “Bitcoin payments
processing is seeing a slow but consistent
decline,” said Lex Sokolin, global director of fin-
tech strategy at research firm Autonomous Next,
of the data on Coinpayments.

First decade
Through its first decade, Bitcoin has attract-

ed a mix of investors, some convinced that it can
reshape global finance by displacing traditional
means of payments and others attracted by rap-
id gains that pushed it close to $20,000 in
December. It has since lost three-quarters of its
value, falling below $4,500 on Tuesday, burning
businesses along the way that had hoped to
profit from growing investor interest. Chip
designer Nvidia Corp, for example, saw its
shares fall sharply last week after it blamed dis-
appointing results on unsold chips piling up after
the cryptocurrency mining boom evaporated.

Bitcoin’s relative stability this year has never-
theless raised expectations that its payments
use by both individuals and companies will
spread. “The lack of volatility is a good step in
the right direction that starts to make it viable
for some of the non-retail use cases,” said
Zeeshan Feroz, UK CEO of Coinbase, one of the
biggest cryptocurrency exchanges. But both
mainstream financial firms and cryptocurrency
entrepreneurs say stability is not enough. To
gain traction, bitcoin needs to be faster and
cheaper, they say.  —Reuters

APEC fails 
to live up 
to its name 

The C in APEC stands for Cooperation. But
when the two biggest members are fight-
ing a trade war and using the forum to

attack each other’s policies, it was always going
to be hard work delivering on that. The week-
end’s Asia-Pacific Economic Cooperation sum-
mit in Port Moresby was one of open disagree-
ment, led by disputes between the United States
and China over trade, security and which would
be the better investment partner for the region.

As APEC approaches its 30th anniversary,
the failure to agree on a communique for the
first time calls into question its relevance in a
crowded summit calendar and as the Trump
administration makes clear its aversion to multi-
lateralism. “It does mark the death of APEC’s
founding trade vision,” Euan Graham, executive
director of La Trobe Asia at Australia’s La Trobe
University, said on Twitter, adding APEC was
the “most disposable of the regional summits”.

Rather than cooperation, the theme seemed
to be conflict and containment as Beijing and
Washington directly criticized each other’s poli-
cies and staked their claims as to why they were
the security and investment partner the Pacific
should choose. “It’s not even supposed to be
binding, it’s APEC,” said one diplomat involved
in negotiations for the communique, surprised
that the members could not agree on what is
usually a humdrum summary of issues dis-
cussed. “China and the US hijacked the APEC
spirit, I suppose.”

The United States even preferred its own
terminology of Indo-Pacific, which it defines
as running from “the western shores of Latin
America to the furthest reaches of the Indian
Ocean”, with US Vice President Mike Pence

mentioning APEC five times and Indo-Pacific
41 times in his APEC speech on Saturday.
Without mentioning China by name, the US
State Department sought to cast the blame
for the lack of a communique elsewhere,
lamenting what it characterized as the unwill-
ingness of some to sign on to a statement
agreeing to promote free and fair trade. “It is
unfortunate that not all economies - despite
their rhetoric - could support these posi-
tions,” it said in a statement.

Speaking in Beijing on Monday, Chinese
Foreign Ministry spokesman Geng Shuang said
the United States attended APEC in a “blaze of
anger”, causing disputes and disagreements
and damaging the “harmonious atmosphere” of
the meeting. “APEC is a platform to deepen
cooperation, not a place to criticize each other.
China attended to promote cooperation and
seek consensus, not to get into a boxing ring,”
Geng told reporters.

‘Not a big deal’
Founded in 1989 with a view to fostering

trade and economic ties around the Pacific
Ocean, it operated at a ministerial level until
1993 when US President Bill Clinton established
the annual leaders meeting. Each meeting had
produced a joint statement at its conclusion,
until Sunday. “This is very concerning from a
systemic perspective. The WTO faces similar
challenges,” said Charles Finny, a Wellington-
based trade consultant and a former New
Zealand government trade negotiator.

In an editorial, Chinese state-run tabloid the
Global Times said the absence of a communique
was “not a big deal”, and placed more signifi-
cance on an upcoming meeting between US
President Donald Trump and Chinese President
Xi Jinping. The two leaders are expected to
meet at the G20 summit, which starts in
Argentina next week. “It is hoped Washington
makes serious preparations for the summit and
not pin its hopes on exerting pressure,” said the
tabloid, which is known for its nationalistic
stance. —Reuters
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