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Why financial cooperation is needed?
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• Resilient growth but huge developmental needs
• 800 million under $1.25/day poverty line

• 544 million undernourished

• Over 1.1 billion in vulnerable employment

• 900+ million between $1.25 and $2.00/day

• Large disparities across countries

• Regional economic integration could create 
opportunities for employment, businesses

• Connectivity, including physical infrastructure and 
facilitation, needs to be boosted

• Physical infrastructure needs financing

• Financing is also needed for private investment and to 
protect countries from emergencies



The basis for financial cooperation
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• Vast financial assets – but directed outside the region
• $7 trillion in foreign exchange reserves at the end of 2011 (IFS), 

invested mostly in gov’t securities issued outside the region

• Estimated $7.4 trillion invested by wealthy Asian individuals in 2008, 
mostly outside the region (Int’l Financial Services, London)

• Only 15.8% of the region’s portfolio capital stocks was invested in the 
region in 2009

• Huge financial needs – mostly unmet
• $8 trillion needed investment in infrastructure over 2010-2020 according 

to an ADB/ADBI study

• What are lacking are mechanisms to intermediate the region’s 
large pool of financial assets so that they can meet the region’s 
huge financial needs
• For instance, the region’s debt securities market is small: $1.14 trillion 

as of 2010, $846 billion of which are nominated RMB (not easily traded)

A regional financial architecture
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• Emergency crisis financing
• In the aftermath of 1997, mostly self-insurance through foreign exchange 

reserves – effective but… isn’t it too costly?

• CMIM progress: Increase in funds to $250 billion, increase in percentage 
of quota not linked to IMF conditionality, AMRO – but not used yet

• Developing and integrating financial markets
• ABMI, ABF  local currency bonds to reduce ER mismatches

• Linking stock exchanges, e.g. ASEAN Trading Link

• But caution should be exercised to avoid the effects of destabilizing capital 
flows – proper financial regulation, supervision needed

• Financing infrastructure development
• Building capacities for PPPs and related instruments

• The case for a large regional infrastructure financial facility



Infrastructure investment is profitable 
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• Infrastructure assets 
offer stable and 
predictable cash 
flows, long-term 
income streams, low 
default rates and 
opportunities for 
socially responsible 
investing

• Infrastructure 
securities offer 
yields far above 
those from 
developed countries 
sovereign bonds

Returns on selected infrastructure assets and major treasury bonds over 2002-07

A large infrastructure financial facility
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• Part of a comprehensive regional economic integration agenda
• Infrastructure investment in the less developed areas of AP can contribute to 

creating new markets, opening new destinations for investment, creating jobs

• The social and developmental benefits of such investments at the regional level 
can greatly exceed their private benefits at the country level

• Large scale, low funding costs
• Potential for a “big infrastructure push” towards seamless connectivity

• Low funding costs if backed by highly rated countries, as with the EIB

• Synergies
• Facility could buy infrastructure securities (debt or equity), contributing to the 

development of such markets in the region

• It would complement lending by the ADB, organize consortia of bilateral and 
multilateral lenders, and signal opportunities for private investors

• It could prioritize eco-efficient infrastructure and fund research and 
development in key areas, such as agriculture and disaster risk prevention



Thank you!

Reference: Chapter 4 of Growing Together: Regional Economic Integration for an 
Inclusive  and Sustainable Asia-Pacific Century, available online at 
www.escap.org
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