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Executive summary

The crucial role of regional cooperation in meeting the future infrastructure
requirements of Asian and Pacific countries cannot be overstated. The need for
cooperation in the areas of infrastructure creation, maintenance and utilization is well
recognized. On the financing side, research reveals that the region will need to find at
least $228 billion per year to pay for the infrastructure it plans to build and maintain
between 2006 and 2010. Furthermore, assuming a business-as-usual scenario on the
availability of assured finances, a gap as large as $180 billion per year between
requirement and availability is within the realm of possibility. To bridge the gap, Asian
and Pacific countries need to find innovative ways to mobilize finances for infrastruc-
ture investment urgently and regional cooperation could be a vehicle for identifying and
operationalizing the appropriate instruments and institutions. The conclusion in this
study is that status quo might not be able to generate sufficient funding to meet the
region’s infrastructure needs.

For Asian and Pacific countries, the urgency of deciding on a course of action
is commensurate with the critical role of infrastructure in people’s daily lives and the
economic outlook of the region. Adequate infrastructure in the four key sectors of
transport, telecommunications, energy and water considered in this study is a prerequi-
site for opening up access to global trade and investment flows, increasing the
competitiveness of production and services and thus sustaining the region’s economic
growth.

Infrastructure, at the same time, makes growth more inclusive. It unlocks the
resources and potential of remote areas and small or landlocked countries and
distributes the benefits of growth, enabling the delivery of health, education and other
services. Infrastructure is therefore a crucial facilitator of the region’s efforts to reduce
poverty and achieve the Millennium Development Goals.

More investment in infrastructure is also needed to reduce the impact of natural
disasters. Asia and the Pacific, the world’s most disaster-prone region, accounts for
over 90 per cent of all deaths and nearly half of all economic loss from disasters in
the past 15 years. Infrastructure can both reduce the losses resulting from natural
disasters and facilitate post-disaster recovery, the study concludes.

With globalization intensifying, the scale and scope of the Asian and Pacific
region’s infrastructure needs and their effective fulfilment increasingly lie beyond the
capacity of individual countries and require regional solutions to complement national
efforts. Regional cooperation in both infrastructure development and its financing are
required.

Many transportation, information and communication technology, energy and
water projects are cross-boundary.  ESCAP is well positioned to facilitate regional
cooperation in setting up consultative bodies, planning cross-border projects and
promoting private sector participation.

In this regard, a brief look at the requirements in individual infrastructure sectors
underlines the need to strengthen a number of regional cooperation initiatives. Some
major examples where ESCAP has played and will play major roles are the following:

Transport: Exploring options for sharing bilateral and subregional infrastructure,
such as sharing dry ports in landlocked countries, promoting improved infrastructure
asset management and maintenance, for example by creating road funds, and
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promoting better mechanisms for coordinating regional transport infrastructure including
the Asian Highway and Trans-Asian Railway, and such issues as tax breaks and
designation of special economic zones to promote foreign direct investment. Improving
cross-border facilitation through the implementation of pilot projects based on single
window or “one stop shops” concepts for cross-border customs, trade and transport
facilitation will promote efficient infrastructure usage;

Information and communication technology: There have been several regional
initiatives in Asia and the Pacific focused on the increasing use of advanced and
sophisticated technology, especially broadband. To support broadband development
(the Asia Broadband Program), ESCAP could focus on creating a regional consensus
and an enabling policy and regulatory environment, building the required skills
base and promoting such applications as e-government, e-business, e-environment,
e-learning and e-health;

Energy: Facilitating the establishment of consultative or collaborative mecha-
nisms for planning and coordinating efforts to improve energy security by promoting a
trans-Asian energy system, which could include carrying out studies, organizing policy
dialogues, negotiations and networks for information exchanges, promoting private
sector involvement in APEC with a view to developing a link to the North-East Asian
energy initiative and supporting the Partnership for Equitable Growth initiative on the
Asian Gas Grid;

Water: A number of innovative regional cooperation initiatives that can be
facilitated by ESCAP could include: creating an Asian water infrastructure forum for
the development of water infrastructure with a view to ensuring the effective participa-
tion of stakeholders, particularly the private sector, in the implementation of the
Millennium Development Goals related to water and to ensure sustainable economic
growth and development;

Disaster management: A priority would be facilitating the creation of a regional
task force on disaster recovery and management to help developing countries in the
region to meet rapidly expanding needs for in the aftermath of natural disasters and to
promote adequate investment in infrastructure for effective disaster preparedness and
prevention are priorities. This regional task force, consisting of key member countries
and interested partners would be expected to draw up a regional strategy on disaster
recovery and management and recommend a programme of action to be undertaken
by ESCAP and collaborating organizations.

Heavy regional demand for infrastructure investment and the large resource gap
associated with it, however, necessitates the strengthening of regional cooperation
initiatives in the form of greater innovation in the way the region finances its
infrastructure development programmes. Asian and Pacific Governments have long
identified infrastructure as a priority but have financed it largely from public funds
because of its key economic and social role. The private sector held back from
infrastructure because of high capital costs, long lead times and slow returns on
investment and the vulnerability to fluctuating political and economic circumstances.
The growing fiscal stress that Governments are experiencing in this era of globaliza-
tion is forcing them to look for alternative sources of financing.

Private sector interest in, and incentives for, participating in the building,
operation and financing of infrastructure have increased with the liberalization of
markets and investment flows. Private investment in the region’s infrastructure, how-
ever, is not expected to rise much beyond the $20 billion per year averaged from
2000 to 2003. Meanwhile, lending by the World Bank, the Asian Development Bank
and the Japan Bank for International Cooperation, which totaled an average of $7.4
billion per year from 2000 to 2003, also falls far short of filling the financing gap.
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The size of the financing gap, however, also requires a collaborative effort to
mobilize new sources of capital. Alternative sources of funding include the region’s
surplus savings, averaging around $200 billion per year (2000-2003), which are mostly
invested outside the region, and possibly the region’s $2.5 trillion in foreign exchange
reserves. Asian and Pacific countries need to cooperate, however, in developing
mechanisms for accessing these funds through cross-border financial intermediation.

One option could be expanding the role of the Asian Development Bank and
setting up a specialized subsidiary to undertake the mobilization of funds from capital
markets and lending for infrastructure projects. Governments of the region that have
taken some steps towards creating a regional bond market initiative (the Asian Bond
Fund or ABF) could also expand its size and geographic scope to intermediate the
region’s savings.  Setting up subregional development banks or funds by reinvigorating
the existing proposals and ideas could be a third option.

A further option is to set up an Asian investment bank, which would be similar
to the European Investment Bank, an institution that lends substantially more than the
Asian Development Bank. An Asian investment bank could specialize in infrastructure
financing, raise funds mainly from capital markets and provide medium-term loans and
guarantees for the region’s developing countries, typically at below market rates made
possible by its expected high credit ratings, for infrastructure projects that fulfil certain
criteria. Such an institution could be owned by ESCAP member countries and regional
and multilateral development banks. Selected private banks could also be invited to
join this endeavour, reflecting the spirit of public-private partnership.

The scale of the region’s financing requirements and the large shortfall in
funding from existing sources call for prompt action by Governments. The longer the
region delays reaching decisions on which financing mechanism to adopt, the greater
the cost in lost opportunities for growth, improved living standards and tackling
poverty.




