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Foreword

Asia and the Pacific has experienced impressive growth, growing at 6.2 per cent 
per annum between 2000 and 2015 and with its poverty rate falling from 35 per 
cent to 10.2 per cent during the same period. Despite these positive developments, 
much remains to be done to achieve a truly inclusive and sustainable society and 
in particular the Sustainable Development Goals. Amid the challenges posed by 
rising inequalities, environmental degradation and the threats of climate change, 
it is critical that the region mobilizes sufficient financial resources to support the 
implementation of the 2030 Agenda for Sustainable Development. The Addis 
Ababa Action Agenda adopted in 2015 established a solid foundation for that 
purpose by providing a broad framework for individual country actions and global 
and regional cooperation to increase sustainable development investments.

This report provides an overview of the implementation of the Addis Ababa 
Action Agenda in Asia and the Pacific by highlighting key issues in each of the 
agenda’s action areas, discussing recent national policies and regional cooperation 
initiatives to mobilize domestic public resources, foster private business and 
finance, deepen international development cooperation, promote international 
trade, maintain macroeconomic and financial stability, and advance science, 
technology and innovation.

A first message of this report is the need to mobilize additional public domestic 
resources to fill financing gaps. For infrastructure development including climate 
change mitigation and proofing, it is estimated that the economies of the region 
excluding China have a financing gap of 5 percentage points of GDP, which 
greatly exceeds their current investments of 3.2 per cent of GDP on average. If 
the share of infrastructure investment financed by public resources remains over 
two thirds in future, the region will need to raise public domestic resources by 
an additional 3.4 percentage points to meet its infrastructure needs – but this 
figure still excludes needs for investments in other critical areas such as health 
and education.

A second message is the need to deepen regional cooperation to address many 
challenges. One of them is addressing illicit flows such as trade misinvoicing, 
which have an annual estimated cost of 0.7 per cent of the GDP in lost tax 
revenue. To reduce and eventually eliminate these losses, it is important that 
customs agencies of countries engage in commercial transaction cooperate by 
sharing information. The “Framework Agreement on Facilitation of Cross-border 
Paperless Trade in Asia and the Pacific” adopted in 2016 by ESCAP member States 
provides an opportunity for such cooperation to take place, while also reducing 
transaction costs and promoting intraregional trade.

A third message is the need for strengthening international development cooperation. 
As emphasized in the Addis Ababa Action Agenda, capacity building is critical 
to support developing countries, especially least developed countries, mobilize 
additional public and private resources to finance sustainable development, while 
preserving economic and financial stability. This entails focusing capacity building 
efforts on areas such as public finance and administration, financial regulation 
and supervision, debt management, and climate adaptation and mitigation. 
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I am confident that this report, the first of its kind to comprehensively take stock 
of financing for development progress and policy actions in the region, will be a 
useful contribution to regional discussions regarding how to mobilize financing 
more effectively to support the 2030 Agenda for Sustainable Development.

Shamshad Akhtar
Under-Secretary-General of the United Nations and
 Executive Secretary, United Nations Economic and 
Social Commission for Asia and the Pacific
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IntroductIon
The Addis Ababa Action Agenda of the Third 
International Conference on Financing for 
Development (henceforth “the Agenda”) has 
been recognized as critical for the realization 
of the Sustainable Development Goals and 
targets (United Nations, 2015b, para. 40). The 
Agenda provides a global framework for financing 
sustainable development and consists of several 
hundred commitments and policy actions that 
member States of the United Nations pledged 
to undertake individually and collectively (United 
Nations, 2015a). 

The Agenda established a follow-up process 
which includes an annual Economic and Social 
Council forum on financing for development 
with universal, intergovernmental participation 
and an inter-agency task force composed of 
major institutional stakeholders and the United 
Nations system (United Nations, 2015a, para. 
132 and 133). The purpose of the inter-agency 
task force, of which the Economic and Social 
Commission for Asia and the Pacific (ESCAP) is 
a member, is to report annually on the progress 
in implementing the Agenda.1

The purpose of this report is to take stock of 
salient aspects of the implementation of the 
Agenda in Asia and the Pacific by highlighting 
key developments and policy actions by ESCAP 
member States in the seven areas of the Agenda. 
Considering the large membership of ESCAP and 
the many policy areas included in the Agenda, 
this report is necessarily selective in its coverage. 
Nevertheless, the report attempts to ensure a 
geographically balanced coverage of the region, 
as well as the inclusion of the most significant 
policy actions undertaken.

A. Domestic public resources
Domestic public resources are critical to finance 
sustainable development in Asia and the Pacific. 
The Agenda, therefore, underscores the need to 
implement public policies for the mobilization 
and effective use of domestic resources to 
achieve the sustainable development goals. 
To this end, the Agenda commits to enhancing 
revenue administration through modernized, 
progressive tax systems, improved tax policy and 
more efficient tax collection, and to improving 
the fairness, transparency, efficiency and 
effectiveness of national tax systems, including 
by broadening the tax base (United Nations, 
2015a, para. 22). The Agenda also commits to 
redouble efforts to substantially reduce illicit 
financial flows by 2030, including by combating 
tax evasion and corruption through strengthened 
national regulation and increased international 
cooperation (para. 23). This section discusses 
key issues and reviews recent policy actions in 
Asia and the Pacific on these two areas.

A.1 Improving national tax systems
Low levels of tax revenue constitute a major 
bottleneck for the effective financing of 
sustainable development. In 2016 the tax 
revenues of the developing countries of Asia and 
the Pacific averaged 16.1 per cent of the gross 
domestic product (GDP), below the worldwide 
developing country average of 18.1 per cent of 
GDP and substantially lower than the Organization 
for Economic Co-operation and Development 
(OECD) countries average of 25.1 per cent of 
GDP.2 Moreover, in eight out of the eleven least 
developed countries with available data, the 
tax revenues were lower than the average for 
developing countries in the region, ranging from 
less than 10 per cent in Afghanistan, Bangladesh, 
Myanmar and Timor-Leste, to 13 per cent in Lao 
People’s Democratic Republic, 13.8 per cent in 
Bhutan, 15.1 per cent in Cambodia, and 16.1 
per cent in Vanuatu (figure 1). The average tax 
revenue for least developed countries in the region 
is 14.6 per cent of GDP.

1	 For	the	list	of	members	of	the	Inter-agency	task	force	on	financing	for	development,	see	Inter-Agency	Task	Force	on	Financing	for	Development	(2017).
2	 The	Asia-Pacific	developing	countries	are	defined	as	all	the	Asia-Pacific	ESCAP	member	States	except	Australia,	Japan	and	New	Zealand.	The	regional	

and	global	developing	country	averages	cover	all	developing	countries,	countries	in	transition	and	fuel-exporting	countries,	as	defined	in	the	United	
Nations	country	classification.	See	United	Nations	(2014).	Statistical	annex.	In	World Situation and Prospects.	Sales	No.	E.14.II.C.2.
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The collection of tax revenue differs across the 
five sub-regions of Asia and the Pacific. It is 
highest in the Pacific, North and Central Asia, and 
East and North-East Asia, with average tax-to-GDP 
ratios of 21.2, 20 and 18 per cent, respectively.3 It 
is lowest in South-East Asia and South and South-
West Asia – 13.3 and 13.8 per cent, respectively. 
Thus, strengthening tax revenue mobilization is 
particularly important for countries of these two 
subregions to effectively support sustainable 
development.

Figure 1. Tax revenue of the Asia-Pacific countries, 2016 or latest year (percentage of GDP)
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Source: ESCAP based on IMF (2018). Government Finance Statistics Database. Available from www.imf.org/en/Data. Accessed 08 
March 2018.
Notes: Tax revenue data refers to general government, with the exception of the following countries, for which it refers to the central 
government budget: Bangladesh, Cambodia, Fiji, India, Lao People’s Democratic Republic, Malaysia, Marshall Islands, Federated States 
of Micronesia, Nepal, Pakistan, Palau, Papua New Guinea, Philippines, Samoa, Solomon Islands, Sri Lanka, Vanuatu, and Viet Nam. 

The tax structure of the Asia-Pacific developing 
countries is heavily concentrated in three kinds 
of taxes that represent 81.6 per cent of the 
total: taxes on goods and services, corporate 
income taxes and, to a lesser extent, taxes on 
international trade. In contrast, in the OECD 
countries, these three taxes represent 56.1 per 
cent of the total (figure 2). Although these taxes 
have the advantage that they are easy to target 
and collect, they have several disadvantages. 
While taxes on goods and services are considered 
regressive, taxes on international trade can 
adversely affect trade potential. Similarly, in the 
context of globalization and international tax 
competition, corporate income taxes are under 
increasing pressure to be reduced.

3	 The	average	for	the	Pacific	countries	excluding	Australia	and	New	Zealand	is	19.5	per	cent.
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Figure 2. Tax revenue by types of taxes, 2016 or the latest year (percentage of GDP)
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Source: ESCAP based on IMF (2018). Government Finance Statistics Database. Available from www.imf.org/en/Data. Accessed 08 
March 2018; and OECD (2018). Revenue Statistics. Available from http://stats.oecd.org/. Accessed on 10 March 2018.
Notes: The data for Asia-Pacific shown in this figure is based on a subset of 22 developing countries in the region with data available 
for each of the tax categories shown. Taxes on goods and services include excise taxes.

Despite criticisms, taxes on goods and services 
remain a primary revenue source and a most 
productive vehicle for revenue mobilization in 
developing countries. The adoption of the value-
added-tax (VAT) or the goods and services tax, in 
particular, has contributed significantly to revenue 
mobilization and general improvements in tax 
administration in developing countries worldwide. 
However, revenues from taxes on goods and 
services are below 5 per cent of the GDP in 6 of 
the 22 Asia-Pacific developing countries with 
comparable data, while 8 of the 22 developing 
countries have managed to collect more than 
10 per cent of GDP from the tax, higher than the 
OECD average. For countries with exceptionally 
low revenue levels, comprehensive reforms to 
enhance public revenues from VAT/goods and 
services tax, simplify the rate structure, eliminate 
unnecessary distortions and exemptions, and 
strengthen tax administration would remain a 
key priority.

Asia-Pacific developing countries also have 
considerable potential to enhance revenue 
mobilization in a more progressive manner 

through direct taxes, such as the personal income 
tax and property tax. On average, developing 
countries of the region collect only 2.4 per cent 
of GDP from personal income taxes, compared to 
8.4 per cent in the OECD countries. Property taxes 
in the OECD countries contribute, on average, 
1.9 per cent of GDP, and in many cases account 
for a bulk of subnational government revenues. 
In comparison, only 6 out of 22 Asia-Pacific 
developing countries with comparable data have 
managed to mobilize more than 1 per cent of 
GDP from property taxes.

However, strengthening direct taxes entails both 
administrative and compliance challenges. First, 
the effective implementation and administration 
of income and property taxes requires reliable 
income and property registration records, as well 
as reforms to simplify the tax administration 
process and reduce collection and enforcement 
costs. Furthermore, with personal income tax 
and property taxes taking a greater share in 
the overall tax mix, tax payers would also have 
higher expectations on the effective expenditure 
of public revenues that would lead to tangible 
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improvements in public services. In this regard, 
transparency and accountability in both the 
collection and the use of tax revenues would 
be important. 

The effective use of tax incentives and the risk 
of harmful tax competition is another important 
issue to consider in terms of revenue mobilization. 
Several reasons may have contributed to the fact 
that tax incentives seem more popular in the Asia-
Pacific region. First, the region, especially East 
and Southeast Asia, is more deeply integrated into 
global value chains and more dependent on trade 
and foreign direct investment (FDI) for economic 
growth. Thus, the tax competition pressure is 
also more directly felt. Second, the region is 
generally more supportive of proactive public 
interventions to promote growth and industrial 
upgrading, which often include tax incentives as 
part of a broader policy package. Finally, many 
Asian developing economies with remarkable 
economic success have used tax incentives 
extensively during their economic take-off. It is 
therefore difficult for neighbouring countries to 
refrain from mimicking such experience.

Continued policy discussion on tax incentives 
and strengthened regional cooperation to avoid 
the risk of a ‘race to the bottom’ would be crucial 
in view of the growing tax competition pressure 
worldwide. The corporate tax rate is still under 
a downward pressure and structural tax cuts 
have been adopted by a number of countries to 
sustain economic recovery from the 2007-08 
economic crisis and support long-term economic 
transformation.4 The recent tax reform in the 
United States, which slashes nominal corporate 
tax rate from 35 per cent to 21 per cent and 
introduces a series of measures to repatriate 
offshore capital and profit, may put even greater 
pressure on Asia-Pacific developing countries 
on this front. 

Policy actions during 2016-2017
During 2016-2017, a number of major tax reforms 
were carried out by Asia-Pacific developing 
countries. In India, Sri Lanka and China, the focus 
was on VAT reform, with the objective to increase 
revenue, improve the overall efficiency of the 
tax and eliminate long-existing distortions and 
frictions. In Indonesia, the focus was to bring the 
country’s unreported wealth and income into the 
tax system and to gather information for future 
efforts to strengthen tax collection. Gradual and 
continuing reforms are also being made by many 
countries of the region, particularly in the use of 
electronic technology in tax administration.

Goods and services tax reform in India
India’s landmark goods and services tax bill 
became effective in April 2017, aiming to 
streamline the country’s fragmented tax system 
and contribute to the creation of a unified 
domestic market. The new tax, which subsumes 
17 different central and state taxes and charges, 
significantly reduces frictions for internal trade 
and harmful local protectionism, and is expected 
to improve overall economic efficiency through 
the introduction of the VAT regime that eliminates 
distortionary tax cascading. Tax base protection 
and tax administration also benefit from the 
reform through the incentives for honest reporting 
created by input credit, better documentation of 
transactions along the value chains, and reduction 
in tax exemptions.

The launch of this reform, which overcame 
numerous political-economic, legislative and 
institutional challenges, provides valuable 
lessons for future reformers. In particular, the 
good and services council served as an effective 
platform for bringing together all stakeholders for 
constructive and transparent negotiations, while 
pragmatic concessions, such as the revenue 
compensation for state governments, helped 
in addressing major obstacles. However, rolling 
out the reform is only the start, and follow-up 
reforms to further extend the coverage of the 
tax, rationalize the rate structure, and strengthen 
the administration of the tax would be required.

4	 In	Asia	and	the	Pacific,	the	only	exception	is	the	Republic	of	Korea,	which	decided	to	raise	corporate	tax	rate	for	high-income	companies	(taxable	
income	of	$300	billion	won	or	about	$274	million	above)	from	22	to	25	per	cent	in	2017.	Structural	tax	cuts	in	China,	for	instance,	reportedly	saved	
corporate	tax	payers	one	trillion	yuan	(equivalent	$158	billion)	in	2017.
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Value added tax amendment in Sri Lanka
Sri Lanka’s VAT amendment in 2016 was mainly 
driven by the urgent need for fiscal consolidation 
to avert a fiscal and financial crisis. The reform 
reintroduced the increase in VAT rate from 11 
per cent to 15 per cent, a measure that was 
suspended due to strong opposition, and 
eliminated a broad range of exemptions. While the 
reform managed to increase the VAT collection 
by 56.6 per cent in January-September 2017 
(IMF, 2018), the elimination of VAT exemption on 
healthcare, telecommunication and certain food 
items was met with broad criticism. This shows 
the dilemma that tax reforms, especially those 
seeking revenue enhancement, often encounter.

As part of a medium-term fiscal consolidation 
package urged by the International Monetary 
Fund (IMF), this reform is expected to boost 
tax-to-GDP ratio by one percentage point to 12.9 
per cent of GDP in 2017. The subsequent Inland 
Revenue Act, which was legislated in October 
2017 and will be implemented in April 2018, 
is projected to mobilize an additional 0.5 per 
cent of GDP annually through further removal 
of tax exemptions. These measures are also 
supported by tax administration reforms including 
the adoption of a risk-based VAT compliance 
strategy and the introduction of the new revenue 
administration information technology system. 

Tax amnesty program in Indonesia
In an effort to increase its tax base, Indonesia 
implemented a 9-month tax amnesty (from 
July 2016 to March 2017) program that offers 
incentives and immunity from prosecution to 
tax evaders who declare and repatriate offshore 
funds. The program proved partially successful. 
A total of 965,983 people joined the program and 
approximately $366 billion worth of assets were 
declared. While the declared assets exceeded 
government expectations, both the redemption 
payments and repatriation of funds fell short of 
the targets of the program by a large margin, and 
it is believed that many Indonesians still fail to 
fulfil their tax obligation. 

To succeed in the government’s revenue plan 
of increasing tax-to-GDP ratio to 15 per cent in 
2020 from the current level of around 11 per 
cent, more systematic reforms to strengthen 
tax administration capacities and improve the 
efficiency of tax collection would be necessary. 
The Indonesian government is considering 
upgrading the Directorate General of Taxation 
to a semi-autonomous revenue agency as early 
as 2018 to provide it more authority and flexibility 
in revenue mobilization.5 

Reforms in the taxation of small taxpayers in 
Cambodia
In 2016, Cambodia undertook a significant tax 
reform by eliminating the Estimated Tax Regime 
(ETR). The ETR was designed to encourage 
small taxpayers to pay taxes by taking a more 
flexible approach that is less demanding on 
formal accounting or bookkeeping. However, in 
practice, it encouraged small taxpayers to remain 
outside the formal tax regime and negotiate their 
liabilities with collectors, which led to an unfair 
tax advantage of informal firms over formal firms 
and to problems of corruption and inefficient tax 
administration.

The reform introduced a progressive tax rate 
regime based on profit levels and several tax 
exemptions and incentives to ease the burden of 
small and medium-sized enterprises transitioning 
to the formal tax regime. A later amendment in 
the Law on Financial Management in 2017 further 
reduced the tax rates for small and medium-sized 
enterprises and offered tax exemptions for firms 
that uphold quality accounting as an incentive. 
These policy action are expected to streamline 
tax administration and more importantly better 
integrate the country’s large informal sector, 
which reportedly accounted for 85 per cent of 
the workforce and contributes to 65 per cent of 
GDP in 2003, into the tax regime.

5	 For	more	information	see	Reuters	(2016).	Indonesia	may	set	up	autonomous	tax	office	in	2018.	1	March	2016.	Available	from	www.reuters.com/article/
indonesia-tax-idUSJ9N14Y024.
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Value added tax reform in China
Four years after the pilot reform in Shanghai in 
2012, China rolled out the nation-wide reform to 
replace the business tax with a VAT on services. 
This is a major step to further streamline the 
country’s indirect tax structure, and establish a 
unified VAT regime that replaces the dual-system 
marked by the coexistence of VAT on tangible 
goods and business tax on the provision of 
services since the first introduction of VAT in 1994. 
Following this reform, China further simplified 
its VAT rate structure from four tiers to three 
tiers in 2017. Both of these changes are part of 
a strategic reform agenda to reduce economic 
distortions of the tax system and decrease the 
cost of doing business through institutional and 
administrative reforms in addition to direct tax 
incentives. 

Tax system modernization in Myanmar
Myanmar has achieved significant progress in 
building up a modern tax system from almost 
scratch in recent years. In 2014, the introduction of 
the Union Taxation Law marked a major milestone 
of tax legislation modernization and between 
2011 and 2017 Myanmar’s tax-to-GDP ratio more 
than doubled from below 4 per cent to around 8 
per cent. Since then, there has been continuing 
efforts to further modernize the Union Taxation 
Law following international best practices albeit 
adapted to local conditions. However, weak 
bookkeeping, banking infrastructure and tax 
paying culture remain major obstacles for tax 
collection. Other obstacles include the lack of 
skilled staff, outdated procedures and approaches, 
inadequate information technology infrastructure 
in tax administration, and insufficient spending 
on tax collection. 

Electronic technology and tax administration
The use of electronic tax filing and payments 
systems is playing an increasing role in Asia-
Pacific countries to reduce the compliance cost 
for taxpayers. According to Asian Development 
Bank (2016), more than 20 revenue bodies of the 
region planned for reforms towards strengthened 
online tax filing and payments, enhanced websites, 
integrated taxpayer accounts and enhanced data 
capture methods. In particular, notable progress 

have been made in recent years in Indonesia, 
Maldives, Papua New Guinea, the Philippines, 
Thailand, Uzbekistan and Viet Nam (World Bank 
Group, 2018).

Upcoming major tax reforms
The Tax Reform for Acceleration and Inclusion 
(TRAIN) program of the Philippines was approved 
in December 2017. It is a key component of the 
government’s revenue enhancement measures 
to support the national infrastructure strategy, 
expand public spending on social services, 
and make the tax system fairer and simpler. 
This comprehensive reform intends to lower 
the personal income tax rate on 99 per cent of 
the tax payers while increasing the rate on high 
income individuals from 32 to 35 per cent. It 
will also eliminate a bulk of the non-essential 
VAT exemptions and better target the VAT zero-
rating incentives for export, increase taxes on 
petroleum products, automobiles and sweetened 
beverages, and simplify and harmonize the estate 
and donor tax.

Viet Nam also announced wide-ranging tax reform 
proposals in late 2017. The proposed reforms 
include increasing standard VAT rate from 10 
to 12 per cent and VAT rate on essential goods 
and services from 5 to 6 per cent, increasing the 
special sales tax rate on cigarettes and taxing 
soft drinks, as well as a series of adjustments 
in corporate income tax. The objective is to 
strengthen revenue mobilization and further 
align the tax system with international practices. 

The way forward
Given the ongoing uncertainty of the global 
economy and increasing demand for public 
investment in infrastructure and social services 
to pursue sustainable development, revenue 
enhancement is likely to remain a primary focus 
of tax reforms in Asia-Pacific developing countries 
in the coming years. 

Goods and services tax/VAT would carry much of 
the weight in this process, due to their significant 
revenue potentials. The comprehensive goods 
and services tax reform in India suggests that a 
systematic effort to improve the efficiency of this 
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key revenue tool, eliminate economic distortions 
and reduce the costs of tax compliance and 
collection is not beyond the grasp of Asia-Pacific 
countries facing the same problem. At the same 
time, the experience of Sri Lanka suggests that 
such reforms would require strong political 
determination to overcome the oppositions.

Measures to reduce the welfare shocks of 
the reform, especially on the poor population, 
and complementing reforms to strengthen 
tax administration and compliance would help 
ensure successful implementation. Broad-based 
consultations and pragmatic concessions, as 
in the case of India, and policy experiments at 
the subnational level before rolling out national 
reforms, as in the case of China, are also valuable 
lessons that could potentially be borrowed by 
countries like Bangladesh and Pakistan, where the 
long-waited reforms continue to be postponed. 

On the other hand, efforts to strengthen direct 
taxes are still missing. Improved tax administration 
capacities, better information collection on 
income and wealth of both corporations and 
individuals, and the increasing use of digital 
finance all have greatly reduced the obstacles 
and costs of enforcing direct taxes in the more 
advanced developing countries of the region. 
In addition, growing concerns over income and 
wealth inequality can also contribute to boost 
political support for progressive direct taxes for 
revenue mobilization and redistribution purposes.

When fiscal space for generous tax incentives 
shrinks and the wasteful use of fiscal revenue 
becomes increasingly undesirable, tax incentives 
also need to become more selective, focusing 
on economic activities with the greatest positive 
externalities, such as research and development, 
and social-environmental benefits, such as 
investment in pollution control equipment. Such 
elements are seen in China’s reforms in the past 
years, as well as in the current reform agendas 
of the Philippines and Viet Nam. Meanwhile, 
continuing efforts to improve the business 
environment, especially through institutional and 
administrative reforms, are essential to maintain 
competitiveness and sustain economic growth.

A.2	Reducing	illicit	financial	flows
Illicit financial flows, defined as money illegally 
earned, transferred or utilized across borders 
(World Bank Group, 2017), includes both earnings 
from illicit actions such as bribery, corruption 
or drug trafficking, and earnings from genuine 
business that become illicit when transported 
across borders, such as in the case of tax evasion. 
Illicit financial flows can be grouped into three 
categories that are not mutually exclusive: flows 
originating from transnational criminal activities, 
corruption-related flows, and tax-related illicit 
financial flows. 

Illicit financial flows have a significant impact 
on development because they lead to losses in 
tax revenues, adversely affecting governments’ 
abilities to finance the Sustainable Development 
Goals. In addition, corruption among political 
and administrative actors, which contributes 
to illicit financial flows, undermines confidence 
on countries’ governance, which negatively 
impacts on voluntary tax compliance, decreases 
investment, and creates incentives for capital 
flight (Lain and others, 2017).

Given the difficulties to obtain data on illicit 
financial flows related to transnational criminal 
activities and corruption, this section focuses 
only on two tax-related illicit financial flows: 
trade misinvoicing and base erosion and profit 
shifting (BEPS). To be sure, BEPS practices are 
not always illegal because of differences in 
countries’ legal standards, as well as in different 
interpretations and acceptance of norms on 
international taxation (Inter-agency Task Force 
on Financing for Development, 2017). However, 
a purely legalistic interpretation of illicit financial 
flows is likely to underestimate their magnitude 
in lower-income countries, which have weaker 
legal frameworks and capacities to enforce them 
(Cobham, Alex and Petr Jansky, 2017b). 

Trade misinvoicing occurs when either imports 
or exports are deliberately under or over-priced 
on customs declarations with the aim of moving 
funds across the border to avoid taxes, bypass 
capital controls or hide ill-gotten gains. The 
motivation for each type of misinvoicing is 
different. For instance, a trader might want to 
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understate the value of imports to avoid import 
duties and overstate the value of exports to collect 
more export subsidies. Similarly, a trader may 
understate export values or overstate import 
values to bypass capital controls and/or evade 
income tax.

ESCAP calculations for 2016 show a total 
amount of misinvoiced inflows of $660 billion 
and misinvoiced outflows of $650 billion.6 ESCAP 
also estimated that the losses of tax revenues due 
to trade misinvoicing amounted to $190 billion 
in 2016, representing, on average, 0.7 per cent of 
the region’s GDP and 3.8 per cent of the region’s 
total tax revenues. Panel A of figure 3 shows 
estimates of tax losses due to trade misinvoicing 

by country. More than half of the estimated tax 
loss of $190 billion comes from losses on taxes 
on business profits and about a quarter from 
excess refunds on consumption taxes, while 
losses of tariff revenue income represent only 
7 per cent (Kravchenko, 2018). For the median 
country the tax loss is 7 per cent of tax revenues, 
and losses are significantly lower for developed 
countries, at less than 3 per cent of tax revenues.

In addition to trade misinvoicing, current 
international tax rules and differences in domestic 
tax rules among countries create gaps that are 
used by multinational corporations to shift 
their profits between tax jurisdictions to avoid 
taxation.7 While planning taxing techniques of 

6	 Misinvoiced	trade	flows	were	estimated	through	comparing	matching	import	and	export	declaration	data	for	31	Asia-Pacific	countries	for	which	data	
was	available	in	2016.	See	Kravchenko	(2018)	for	details.

7	 Thailand’s	multinational	enterprises,	for	example,	have	progressively	channeled	funds	overseas	in	the	form	of	conglomerate	investment	in	tax	haven	
countries.	See,	e.g.,	Subhanij	and	Annojarn	(2016).	
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Figure 3. Estimated tax losses due to trade misinvoicing and BEPS, percentage of tax revenues
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BEPS are legal, the existence of varied and weak 
tax systems in some countries and the banking 
secrecy policies of some jurisdictions allow 
for corporate and private financial wealth to be 
relocated around the world to tax havens under a 
grey framework of legality of low or no-taxation.

Panel B of figure 3 shows two sets of estimates 
of tax losses due to BEPS practices by Crivelli and 
others (2016) and Cobahm and Jansky (2017a). 
For the countries shown in the figure, the total 
value of tax losses ranges between $192 billion 
and $239 billion, comparable in magnitude to the 
estimated tax losses due to trade misinvoicing. 
The median loss per country ranges between 6.7 
per cent and 7.7 per cent of total tax revenues, 
and the losses for developed countries range 
between 1.9 and 2.8 per cent.

In sum, the estimates show that losses of tax 
revenues due to two kinds of illicit flows, trade 
misinvoicing and BEPS practices, are substantive, 
especially for developing countries. These findings 
underpin the importance of the Addis Ababa 
Action Agenda’s commitment to reduce them 
significantly by 2030. Because illicit financial 
flows involve movements of money across tax 
and customs jurisdictions, reducing them requires 
strengthened inter-jurisdictional cooperation at 
the bilateral, regional or global levels.

Policy actions during 2016-2017
An important recent regional initiative to foster 
cooperation between customs and tax offices 
is the “Framework Agreement on Facilitation 
of Cross-border Paperless Trade in Asia and 
the Pacific” adopted on 19 May 2016 by the 
members of the United Nations Economic 
and Social Commission for Asia and the 
Pacific (E/ESCAP/RES/72/4). The Agreement 
promotes the digitalization of trade processes 
to enable the seamless electronic exchange 
and legal recognition of trade-related data and 
documents across borders. The implementation 
of the agreement is expected to greatly reduce 
transaction times and costs. In addition, by 
sharing information across jurisdictions on 
customs declaration, the agreement will also 
provide governments with an effective tool to 
combat misinvoicing. 

Another important initiative to foster exchanges 
of customs data involving countries in the region 
is the European Union-China Smart and Secure 
Trade Lanes pilot project, which started in 2006 
and it also includes Hong Kong, China. In 2016, 
the project was expanded by adding air and 
rail transport in addition to maritime transport, 
and by increasing the share of goods traded 
between the participants covered by China Smart 
and Secure Trade Lanes.8 By sharing export-
based information with customs authorities of 
the destination, the project obviates the need 
to duplicate data entry on the importing side, 
thereby reducing the regulatory burden on the 
industry, improving risk assessment and reducing 
customs clearing time. By sharing detailed trade 
data among customs agencies, this initiative can 
contribute to the elimination of trade misinvoicing.

With regards to base erosion and profit shifting, 
the OECD/G20 BEPS Project recommended 
countries to adopt 15 BEPS Actions in 2015 with 
two main objectives: (i) to adapt the international 
taxation architecture to the new challenges of 
tax avoidance and evasion linked to cross-border 
trade, multinational corporation operations and 
the digital economy, and (ii), to equip countries 

8	 See	European	Commission,	“Smart	and	Secure	Trade	Lanes	Pilot	(SSTLP)”.	Available	from	https://ec.europa.eu/taxation_customs/general-
information-customs/customs-security/smart-secure-trade-lanes-pilot-sstl_en.
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with a new set of domestic and international 
instruments to tackle such challenges. The project 
was expanded in 2016, through the creation of 
the Inclusive Framework on BEPS, to effectively 
engage countries which were not members of the 
initial OECD/G20 BEPS Project in the discussion 
and implementation of the BEPS Actions.9  
As of February 2018, 112 jurisdictions worldwide 
have joined the Inclusive Framework, including 
21 countries from the Asia-Pacific region.10 In 
addition, 9 Asia-Pacific countries,11 together with 
Hong Kong, China, have also signed up for the 
Multilateral Instrument program under BEPS 
Action 15 on tax treaties.

Since the publishing of the BEPS Action Plan in 
2015, many Asia-Pacific countries have taken 
concrete steps in preparation and implementation. 
Given the comprehensive scope of the BEPS Action 
Plan and the different development levels and 
domestic context, different countries have chosen 
different strategies and focus areas. Australia 
has been a front runner in BEPS policy debate 
and implementation, and has taken actions in 
almost all BEPS action areas. Japan, the Republic 
of Korea, and New Zealand, as OECD members 
of the region, also introduced comprehensive 
legislative changes and policy measures along 
the BEPS Action Plan recommendations.

In contrast, Asia-Pacific developing countries 
are mostly still at the preparatory stage for 
implementation and have adopted more focused 
strategies. Much more emphasis is put on BEPS 
Action 1 on digital economy, Action 4 on interest 
deductions and financial payments, Action 6 on 
treaty abuse, Action 8-10 on transfer pricing, 
Action 13 on transfer pricing documentation, 
and Action 14 on dispute resolution. The larger 
emerging market countries, including China, 
India and Indonesia, have been more active and 
more widely engaged in the BEPS debate and 
implementation on multiple fronts. 

The way forward
Reducing illicit financial flows is a target of 
Sustainable Development Goal 16. The benefit of 
stemming them out goes beyond stopping capital 
flight, and could provide a much-needed increase 
in tax revenues to the developing countries. 
Reducing trade misinvoicing, in particular, is 
a low-hanging fruit that could substantially 
contribute to reducing illicit financial flows and 
corresponding tax avoidance. The key to reducing 
trade misinvoicing is closer collaboration among 
trade control agencies in partner countries, as 
part of trade facilitation and paperless trade 
initiatives. As such, the “Framework Agreement 
on Facilitation of Cross-border Paperless Trade 
in Asia and the Pacific” (E/ESCAP/RES/72/4) is a 
concrete step forward that should be embraced 
by as many ESCAP member States as possible. 

Regarding the BEPS Actions package, the main 
challenge is to ensure its suitability to the diverse 
needs and policy contexts of the Asia-Pacific 
developing countries. In general, the region 
lacks well-established legal and institutional 
frameworks and is characterized by unique 
business cultures, such as the dominance of 
family-owned large conglomerates. As a result, 
implementing the BEPS package, which is largely 
rooted in European models and practices, could 
prove extremely difficult in Asia and the Pacific. 
Identifying the unique regional challenges and 
developing corresponding regional solutions to 
support the implementation of the BEPS package 
will be important for its success.

In addition, adopting the highly complex 
concepts, rules and practices proposed by the 
BEPS package could prove an overwhelming 
task for many developing countries of the region 
which have limited skilled staff, resource and 
tax administration capacities. International 
organizations, specialized agencies and 
development partners need to play a more 
proactive role in supporting these countries to 
implement the BEPS package through technical 

9	 The	BEPS	Inclusive	framework	allows	its	members	to	choose	the	BEPS	Actions	they	would	like	to	focus	on	and	decide	on	the	sequence	and	pace	of	
their	implementation,	except	for	four	minimum	standards	that	are	expected	to	be	implemented	by	all	the	members:	measures	on	harmful	tax	practices	
(action	5),	treaty	abuse	(action	6),	country-by-country	reporting	(action	13)	and	dispute	resolution	mechanisms	(action	14).

10	 Australia,	Brunei	Darussalam,	China,	Georgia,	India,	Indonesia,	Japan,	Kazakhstan,	Malaysia,	Maldives,	Mongolia,	New	Zealand,	Pakistan,	Papua	New	
Guinea,	Republic	of	Korea,	Russia,	Singapore,	Sri	Lanka,	Thailand,	Turkey	and	Viet	Nam.

11	 Australia,	China,	Fiji,	India,	Indonesia,	Japan,	the	Republic	of	Korea,	New	Zealand	and	Pakistan.
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assistance and capacity building programs. It 
is also necessary to strengthen regional tax 
cooperation bodies and peer learning platforms 
to provide closer support on the ground. 

B. Domestic and international private 
business	and	finance	

The Addis Ababa Action Agenda emphasises 
the need to unlock the transformative potential 
of people and the private sector to support 
sustainable development (United Nations, 2015a, 
para. 5). In that regard, the Agenda recognizes 
the need for both public and private investment 
to contribute to infrastructure financing, including 
through development banks, public-private 
partnerships (PPPs), and blended finance (para. 
48). To facilitate the participation of the private 
sector in infrastructure financing, the Agenda 
highlights the need to develop domestic capital 
markets (para. 44) and to encourage long-
term institutional investors, such as pension 
funds and sovereign wealth funds, to allocate 
a greater percentage of their investments to 
infrastructure (para. 47). The Agenda notes 
that while foreign direct investment can make 
an important contribution to sustainable 
development (para. 45), it continues to largely 
side-line least developed countries (para. 46). 
In addition, the Agenda emphasizes the need 
to promote financial inclusion (para. 39) and to 
promote access to finance by micro, small and 
medium-sized enterprises (para. 43). This section 
discusses key issues and reviews recent policy 
actions in Asia and the Pacific in these areas.

B.1	Infrastructure	 finance	 and	 capital	
market development

Recent estimates suggest that developing 
countries in Asia and the Pacific will have to 
invest around $26 trillion in infrastructure over 
the period 2016-2030 to maintain its growth 
momentum, eradicate poverty, and respond to 
climate change (ADB, 2017b). This is equivalent 
to an average of around $1.7 trillion per year 
which represents an average of 5.9 per cent of 
the region’s GDP. 

As shown in figure 4, the region’s infrastructure 
investment needs vary across its subregions, 
and are higher than the average in Central Asia 
(7.8 per cent of the GDP), South Asia (8.8 per 
cent) and the Pacific (9.1 per cent). In addition, 
ESCAP (2017a) found that the region’s countries 
with special needs will need, on average, 10.5 
per cent of the GDP per year during the period 
2016-2030 to meet their infrastructure investment 
needs, including those related to climate change. 
Infrastructure investment needs are particularly 
acute in countries such as Afghanistan (18.5 
per cent of GDP), Kiribati (14.4 per cent), Nepal 
(15.7 per cent) and Timor-Leste (21.1 per cent). 
The numbers in top of each bar in the figure are 
the amounts of the investment needs in each 
subregion in billion US dollars. They show that 
although the Pacific has the largest needs as a 
share of the GDP, the amount required, close to 
50 million per year, is relatively small.

ADB (2017b) also estimated the gap between 
investment needs and current investment in 
infrastructure for the period 2016-2020 for 
a somewhat different set of countries of the 
region, for which data on current investments 
was available. When China is excluded from the 
calculation, the total needs for this alternative 
group of countries is 8.2 per cent of the GDP, 
compared to current investments of only 3.2 per 
cent of the GDP. The financial gap is, therefore, 
5 per cent of the GDP.12

12	 The	reason	for	excluding	China	in	this	calculation	is	that	this	country	represents	a	very	large	share	of	the	region’s	total	investment	needs,	about	58	
per	cent	but	as	a	percentage	of	the	GDP,	China’s	investment	needs	are	lower	than	for	the	region’s	average	(ADB,	2017b,	table	4.3).	Thus,	including	
China	underestimates	the	region’s	infrastructure	financing	needs.	The	countries	included	in	the	calculation	of	the	5	per	cent	of	GDP	financing	gap	are	
Afghanistan,	Armenia,	Bangladesh,	Bhutan,	Cambodia,	Federated	States	of	Micronesia,	Fiji,	India,	Indonesia,	Kazakhstan,	Kyrgyzstan,	Kiribati,	Malaysia,	
Maldives,	Marshall	Islands,	Mongolia,	Myanmar,	Nepal,	Pakistan,	Papua	New	Guinea,	Philippines,	Sri	Lanka,	Thailand,	and	Viet	Nam.
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Figure 4. Annual average infrastructure investment 
needs by subregion over 2016-2030, percentage 
of gdP
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Note: Figures include adjustments for climate-related 
infrastructure investment requirements. The numbers on top 
of each bar are the estimated annual infrastructure investment 
needs per subregion in USD billion. The 22 countries included 
in the estimation are Armenia; Bangladesh; Bhutan; China; Fiji; 
Georgia; Hong Kong, China; India; Indonesia; Kiribati; Malaysia; 
Maldives; Mongolia; Nepal; Pakistan; Papua New Guinea; 
Philippines; Republic of Korea; Sri Lanka; Singapore; Thailand; 
and Viet Nam.

Of the 3.2 per cent of the GDP currently invested 
in infrastructure, 2.2 percentage points, or over 
two thirds, comes from the public sector and 1 
per cent of the GDP from the private sector.13 

Given constraints to expand fiscal space, ADB 
projects that only about 2 percentage points 
of the 5 per cent gap will be met by expanding 
public investment in infrastructure, and that 
the remaining 3 percentage points will need 
to come from additional private investment in 
infrastructure. However, quadrupling the share 
of private investment in GDP from the current 1 
per cent of GDP to 4 per cent of GDP, as projected 
by ADB, will be a challenging undertaking. 

To add to the challenge, globally, between 2015 
and 2016 the private sector participation in 
infrastructure investment in emerging markets 
has dropped by 37 per cent, reaching the lowest 
level, as a percentage of the GDP in 10 years 
(Harris and Chao, 2017). Although it partially 
recovered in the first half of 2017, its level is 
still low by historical standards (Mandri-Perrott, 
2017). As shown in panel A of figure 5, private 
infrastructure investment also declined in Asia 
and the Pacific, from an annual average of $90 
billion per year over 2007-2011 to $64.4 billion 
over 2012-2016 and a low of $36.9 billion in 
2016, the lowest since 2004. This suggests that 
while the importance of mobilizing additional 
public domestic resources to fund infrastructure 
investment projects cannot be underestimated, 
it is also necessary to understand why private 
investment is declining and what countries can 
do about it.

Panel A of figure 5 also shows that more than 50 
per cent of the total private infrastructure in Asia 
and the Pacific between 2007 and 2016 went to 
the South and South-West Asia subregion, more 
than 90 per cent of which concentrated in India 
and Turkey. During that period, around 80 per cent 
of the total private investment in infrastructure 
in the region went to only five countries: China, 
India, Indonesia, Russian Federation and Turkey. 
As shown in panel B of figure 5, in the period 
2012-2016, most investments were directed 
to energy (39 per cent) and transport (38 per 
cent), but the composition varies over time. 
Private infrastructure investment in the region 
has mostly financed greenfield projects (74 per 
cent), followed by brownfield projects (16 per 
cent) and divestitures (10 per cent).14

13	 See	ADB	(2017b,	figure	5.4	panel	B).
14	 In	greenfield	projects	a	private	entity	or	public-private	joint	venture	builds	and	operates	a	new	facility	for	the	period	specified	in	the	project	contract.	

Brownfield	projects	are	similar	except	that	instead	of	building	a	new	asset,	the	private	entity	takes	over	an	existing	asset	and	improves,	rehabilitates	
or	expands	it.	In	a	divestiture	a	private	entity	buys	an	equity	stake	in	a	state-owned	enterprise	through	an	asset	sale,	public	offering	or	privatization	
program,	and	it	assumes	full	responsibility	for	its	operations,	maintenance,	and	investment.	For	more	details	see	World	Bank	(2018),	Private	
Participation	in	Infrastructure	Database.	Available	from	http://ppi.worldbank.org/methodology/glossary.
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Figure 5. Public-private partnerships in Asia and 
the Pacific
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The development of the region’s capital markets 
can contribute to enhancing the role of the private 
sector in financing infrastructure. However, in 
most countries of the region capital markets 
have low levels of capitalization and liquidity, with 
turnover ratios below the world average. This 
lack of liquidity can increase transaction costs, 
which in turn renders the efficient allocation of 
resources difficult. As a result, firms in the region 
disproportionately rely on commercial banks 
rather than capital markets for their funding.

Supporting domestic investors is an important 
aspect of capital market development. There is a 
high correlation between the size of the domestic 
institutional investor base and the size of capital 
markets (ESCAP, 2015). This observation points 
to the importance of developing a critical mass 
of long-term domestic institutional investors to 
support financial deepening as these investors 
play a catalytic role in capital market development. 
In addition, local domestic institutional investors 
have liabilities in local currency and are more willing 
to invest in their own currency. Unfortunately, 
the size of domestic institutional investors is 
presently relatively limited in the region despite 
the presence of sizeable social security and public 
pension schemes in some countries. Additional 
efforts should thus be undertaken to support the 
emergence of a larger base of domestic investors. 

The presence of domestic institutional investors 
might however not be sufficient to channel more 
funds to infrastructure projects as many domestic 
institutional investors lack the required skills and 
expertise to evaluate and manage infrastructure 
project risks. To address this issue, local investors 
could use external fund managers or partner with 
experienced international investors.

Policy actions during 2016-2017
Governments have been active in the region in 
undertaking a host of policy actions that will 
contribute to increasing the financing available 
for infrastructure projects. This section reviews 
some policy measures in three areas: public 
sector financing, private sector financing through 
PPPs, and private sector financing through capital 
market development. 

Public sector infrastructure financing
Enhancing the efficiency in public spending 
on infrastructure projects results in significant 
savings which can be channeled into greater 
public-sector financing. There are different 
measures that governments have introduced 
to realize these efficiency gains.

Given limited resources and competing priorities, 
one measure governments have taken is 
to prioritize their investments, given limited 
resources and competing priorities, through 
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guidelines for appraising infrastructure projects. 
The 11th Malaysia Plan, launched on 21 May 
2015, is an example of prioritization effort. 
Priorities include building an integrated need-
based transport system; growth of logistics; 
improving digital infrastructure; the transition to 
a new water services industry; and encouraging 
sustainable energy use. Subsequently, Malaysia 
has announced several major infrastructure 
projects, including additional Mass Rapid Transit 
(MRT) and Light-Rail Transit (LRT) rail lines.

Significant gains have also been realized 
during the delivery of infrastructure projects 
for instance by streamlining permit approvals, 
facilitating land acquisition, and improving public 
procurement practices. In terms of improving 
public procurement and enhancing governance, 
for example, the Vietnamese Government has 
undertaken a number of steps recently to bolster 
its anti-corruption regime and enforcement 
efforts. On the legislative front, the government 
introduced the New Penal Code which went 
into effect on 1 July 2016. The New Penal Code 
extends the application of certain corruption-
related offences to those working in the private 
sector and criminalizes the giving of a bribe to 
foreign officials and officials of public international 
organizations.

Apart from improving the efficiency of public 
spending, governments have also attempted 
to increase public spending through increasing 
available fiscal resources. This has been done 
in some countries through tax reforms directly 
tied to infrastructure spending. For example, the 
Philippines “Build, Build, Build” (BBB) program 
anticipates $180 billion in total investment from 
2017 to 2022. This will be partly funded by a 
comprehensive tax reform package approved 
in 2017. The Indonesian Government’s funding 
for infrastructure projects jumped by over 20 per 
cent in the 2017 budget, and now stands at 2.5 
times what was allocated three years ago. This 
has been supported by an extensive ongoing tax 
reform agenda to boost public funds, including a 
tax amnesty program between 2016 and 2017. 

Private sector financing through public-private 
partnerships
For private sector financing through PPPs, close 
to three quarters of the region’s countries have 
enacted PPP laws or adopted dedicated PPP 
guidelines, with ten of them upgrading their legal 
and regulatory frameworks in the last two years. 
At least 13 countries in the region have established 
project preparation facilities to develop a pipeline 
of bankable projects, often with the support of 
international finance institutions which also 
have well-endowed facilities for this purpose. 
Among 42 Asia-Pacific countries reviewed, 20 
have established central PPP units, 3 countries 
have multiple central entities responsible for 
PPPs, and 6 countries had PPP units under 
development. 

As an example of such regulatory developments, 
Viet Nam enacted its PPP Decree in 2015. Key 
aspects of the decree were to consolidate 
previous decrees, establish guidelines regarding 
the identification, preparation, and implementation 
of PPP projects and establishing a Project 
Development Facility, introducing new PPP 
Models and providing a framework for unsolicited 
proposals, and increasing flexibility for lender’s 
rights and use of foreign arbitration. 

In terms of outcomes in growth of PPP projects, 
two substantive examples can be seen in 
China and the Philippines. China has developed 
demonstration projects worth $285 billion and 
pipeline projects of around $1.7 trillion as of 
December 2017; and the Philippines has about 
30 projects in different stages of development 
valued at almost close to a billion with 14 projects 
already awarded.
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Private sector financing through capital market 
development
Of the 53 countries in the Asia-Pacific region, 
35 have a stock exchange though at different 
levels of development. Where stock markets 
are developed, infrastructure companies have 
typically been large issuers. Thirty of the largest 
publicly listed infrastructure companies, that 
constitute the S&P Asia Infrastructure Index, 
have a total market capitalization of around $260 
billion. Only a limited number of countries have 
a developed local currency bond market such as 
the Republic of Korea and Malaysia. Considerable 
progress has nevertheless been achieved in 
recent years in other markets such as China, 
Thailand and to a lesser extent the Philippines. 
Again, when there is a developed corporate bond 
market, the issuances have been dominated by 
infrastructure related companies. For example, 
in China, infrastructure-related entities, such as 
state-owned enterprises, are among the largest 
corporate bond issuers. Likewise, the corporate 
bond landscape of Indonesia is dominated by 
mining and utilities firms.

Numerous countries have enacted reforms to 
encourage the growth of corporate bond markets. 
For example, the Philippines has undertaken a 
number of measures in recent years. One is the 
launch of the Expanded Primary Dealer System, 
which, in parallel with a reduction in the number 
of government debt issues outstanding, will 
reduce the cost of debt through competition. 
India enacted a comprehensive reform plan 
in August 2016 drafted by the inter-agency 
Working Group on Development of Corporate 
Bond Market including an emphasis on inter-
agency coordination; development of key 
missing markets; and support for extension of 
partial credit enhancements. The Bangladesh 
Government has undertaken numerous policies 
and provided regulatory incentives under the Third 
Capital Market Development Program starting in 
2016 including extending the government yield 
curve; catalyzing institutional investor demand; 
and enhancing the supply of alternative financial 
instruments. Viet Nam in August 2017 approved 

a 3-year road map for bond market development, 
with the aim of aligning the bond market with the 
money market and capital market. Under the road 
map, the share of bonds to GDP is expected to 
increase to 45 per cent by 2020 and to 65 per 
cent by 2030.

The way forward
To increase the impact of the public sector 
in infrastructure financing, enhancing public 
expenditure efficiency has the potential to 
contribute significantly. To realize these 
efficiency gains, there are different measures 
that governments can consider such as improving 
project prioritization, upgrading infrastructure 
governance systems, and considering demand 
management techniques to reduce the need for 
additional infrastructure.15

In terms of increasing the role of the private 
sector, PPPs can play an important part in 
public infrastructure and service delivery. 
To propagate PPPs a legal and regulatory 
architecture is required that provides clarity to 
public agencies, streamlines project delivery and 
gives the necessary certainty to private investors. 
Countries in the region have a lot to learn from 
each other in these areas and will benefit from 
a regional platform where good practices could 
be exchanged.

Increasing the role of the private sector can also 
be supported by mobilizing more resources from 
institutional investors. This can be done by further 
deepening of capital markets in the region as 
well as increasing the availability of investable 
assets. Further integration of capital markets 
in the region would help to address some of 
these issues. Reviewing prudential regulation of 
countries for institutional investors would also 
help to encourage their participation. Supporting 
credit enhancement mechanisms could be a 
further support as these mechanisms raise the 
risk profile of infrastructure investments to a 
more acceptable level for institutional investors. 

15	 Examples	of	demand	management	techniques	in	the	case	of	transport	include	the	promotion	of	flextime,	a	compressed	work,	week	and	
telecommuting	to	reduce	the	demand	for	transport	–	and	thus	for	transport	infrastructure	–	in	peak	times.
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Generally, in view of the limited financial resources 
currently available for infrastructure development, 
the focus of infrastructure financing policies 
should be on the development outcomes 
of infrastructure plans. Governments should 
therefore prioritize investment that has the largest 
development impact in terms of the Sustainable 
Development Goals using robust measurement 
and evaluation systems. Efforts should be made to 
support developing countries in building practical 
tools to conduct analyses that incorporate the 
Sustainable Development Goals and quantify 
positive and negative externalities. Effectively 
engaging multiple relevant stakeholders in 
consultations for both the selection of new 
projects and for the monitoring and evaluation 
of existing projects will also be necessary.

B.2  Foreign direct investment 
With stagnant or declining external financial 
flows from official development assistance 
and foreign private bank lending, foreign direct 
investment (FDI) has become the most stable 
and relevant source of private external financing 
for development (Dar, 2015; Kharas, 2014; and 
United Nations, 2015c). OECD (2013) estimates 
that FDI accounts for around 60 per cent of 
external capital inflows into developing countries 
worldwide. 

FDI in various countries of the Asia and Pacific 
region has been the driving force behind their 
successful economic development. Inward FDI 
towards the Asia-pacific region has increased at 
an annual average rate of 10 per cent between 
1992-96 and 2012-16, exceeding the rate of 
growth of FDI towards the United States (8.5 
per cent) and the European Union (7.5 per cent). 
Over the period 2012-16, the region received 
$530 billion per year, on average, in FDI flows, 
exceeding the FDI flows to the European Union 
($427 billion) and the United States ($262 billion) 
in the same period (figure 6). In 2016 alone, the 
region received $541 billion, amounting to 31 per 
cent of the global FDI inflows that year. 

Although FDI inflows to least developed countries 
in the Asia-Pacific region have consistently 
increased over the past decades, their share 
remains low at 1 per cent of FDI inflows to the 
whole region in 2016. As noted in the Addis 
Ababa Action Agenda, many least developed 
countries continue to be largely side-lined by 
FDI, and least developed countries in the region 
are no exception. FDI to these countries remains 
concentrated in primary industries, which exposes 
least developed countries to “Dutch disease” and 
volatile commodity prices.16

Figure 6. FDI inflows to world regions, 1992-2016
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Developing economies from the Asia-Pacific 
region are increasingly investing in other 
developing countries within the region during 
the last decade, according to greenfield FDI data. 
Intraregional FDI is estimated at over 50 per cent 
of total FDI inflows in Asia and the Pacific. In 
particular, member countries of the Association 
of Southeast Asian Nations (ASEAN) attracted a 
significant amount of intraregional FDI inflows, 
partly as a consequence of China’s gradual loss 
of competitive advantage in manufacturing 
due to rising labour costs. In addition, Chinese 
multinational enterprises have been increasing 
investments abroad in both high-tech sectors and 
infrastructure, which has led to a sharp increase 
in China’s outward FDI in the Asia-Pacific region, 
from about $10 billion in 2005 to over $40 billion 
in 2010 and close to $85 billion in 2017. This 
trend is expected to continue in coming years 
as a result of China’s Belt and Road Initiative.

16	 Dutch	disease	refers	to	the	negative	consequences	arising	from	large	increases	in	the	value	of	a	country’s	currency,	resulting	from	large	influx	of	
foreign	currency.	Dutch	disease	can	lead	to	a	decrease	in	the	price	competitiveness	for	exports	of	the	affected	country’s	manufactured	goods	and	an	
increase	in	the	quantity	of	imports.	The	Economist	(2014).	What	Dutch	disease	is,	and	why	is	bad,	5	November.	Available	from	www.economist.com/
blogs/economist-explains/2014/11/economist-explains-2.
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Policy actions during 2016-2017
Countries in the Asia-Pacific region continued 
to promote, facilitate, and liberalize investment. 
In 2016, 19 countries in the region adopted 52 
investment policies affecting FDI, accounting for 
42 per cent of such policies of the global total 
(ESCAP, 2017b). For instance, India’s revised 2017 
FDI Policy has introduced a new streamlined 
procedure for government approval, replacing 
the Foreign Investment Promotion Board (FIPB) 
with a ‘Foreign Investment Facilitation Portal’ 
(FIFP), an administrative body to facilitate FDI 
applications.

At the same time, countries are focusing on the 
quality aspects of FDI that could bring social 
and environmental benefits, as well as economic 
benefits. For that purpose, governments have 
implemented various mechanisms such as net 
benefit tests, national security tests, environmental 
and social impact assessments to evaluate the 
quality of FDI that comes into their countries 
(Sauvant and Mann, 2017). One example is the 
new FDI strategy of Viet Nam for 2018-2023, 
which focuses on priority sectors and quality of 
investment, with the aim to attract FDI in high-tech 
industries rather than labour-intensive sectors. 
As another example, in China, the government 
is encouraging direct investment enterprises 
to invest in high-end, intelligent, and green 
manufacturing under the “Made in China 2025” 
initiative.17 At the same time, foreign investors 
are encouraged to take part in infrastructure 
construction in energy, transportation, water 
conservancy, and environmental protection 
through franchising. 

In addition to country policy actions, international 
investment agreements can play a significant 
role in facilitating investment for sustainable 
development. international investment 
agreements, however, were originally designed 
to protect investors from expropriation, 
discrimination and arbitrary treatment. Hence, 
many concluded international investment 
agreements have an inherent imbalance between 

investor rights and host countries’ rights to pursue 
legitimate development objectives (Berger, 2015). 
This is exemplified by the increasing incidence of 
investor-state dispute cases, more often based 
on older international investment agreements, 
that have significant and often costly implications 
for host countries. With the increased risk of 
litigation initiated by investors, some countries 
have opted for a policy freeze to avoid a 
potentially large fiscal burden, which in turn could 
negatively impact policies for protecting public 
social and environmental rights. In this context, 
some countries in the region, such as India and 
Indonesia, have initiated the re-negotiation and/
or termination of some international investment 
agreements they were party to with the aim of 
recalibrating the balance between the rights and 
obligations of the State and those of foreign 
investors (ESCAP, 2017b). For example, India 
introduced a new model bilateral investment 
treaty which restricts the standards of protection 
given to investors and sets exhaustion of local 
remedies as precondition for international dispute 
settlement (Baker McKenzie, 2017). 

The way forward 
There are many measures governments can 
take to promote investment as a tool to support 
sustainable development. Besides reforming and 
strengthening national legislation related to social 
and environmental sustainability that applies 
to both domestic and foreign investment, they 
can strengthen sustainability provisions in the 
international investment agreements they sign. 
Already, international investment agreements are 
evolving steadily away from a focus on investor 
protection towards a proper balance between 
investor and host country rights and obligations. 
They can also adopt a set of sustainability criteria 
that can be used to monitor and evaluate the 
impact of FDI on sustainable development along 
its three dimensions.18 

While investment promotion agencies traditionally 
pursue investment promotion strategies, it is 
important that they also focus on retaining good-

17	 A	direct	investment	enterprise	is	defined	as	“an	incorporated	enterprise	in	which	a	foreign	investor	owns	10	per	cent	or	more	of	the	ordinary	shares	or	
voting	power	for	an	incorporated	enterprise	or	an	unincorporated	enterprise	in	which	a	foreign	investor	has	equivalent	ownership”.	IMF.	Glossary	of	
foreign	direct	investment	terms.	Available	from	https://www.imf.org/external/np/sta/di/glossary.pdf.

18	 ESCAP	(2017e)	contains	advise	on	the	development	of	sustainability	criteria	in	investment	policies.
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quality investment through proper investment 
facilitation measures, including aftercare.19 The 
importance of investment facilitation is clear from 
the fact that in many cases announced FDI is 
not fully realized because of investors’ concerns 
about post-establishment bureaucratic obstacles. 
Investment facilitation is also an emerging issue 
of discussion at the World Trade Organization 
(WTO), and it should be covered in international 
investment agreements.20 Investment facilitation 
is also important to promote intraregional FDI and 
FDI from small- and medium-sized enterprises 
that need substantive support throughout the 
investment cycle. Through such measures, 
governments can also assist small and medium-
sized enterprises more efficiently integrate into 
global and regional value chains.

B.3  Micro, small and medium-sized 
enterprise	financing

Micro, small and medium-sized enterprises 
constitute the largest number of companies in 
any country and play a fundamental role in the 
creation of employment, the development of skills, 
and the diffusion of technological knowledge. Past 
studies have shown that financial access helps 
generate new firms, which are generally vibrant 
and creative. However, in comparison to larger 
firms, micro, small and medium-sized enterprises 
often have difficulties to access financing from 
the formal financial system because financial 
institutions, particularly commercial banks, often 
view providing loans to them as too risky or 
involving high transaction costs.

At the global level, International Finance 
Corporation (2017) estimated that 65 million or 
40 per cent of formal micro, small and medium-
sized enterprises in developing countries have 
unmet financing needs for a total of $5.2 trillion 
or 1.4 times the current level of micro, small 
and medium-sized enterprises financing of $3.7 
trillion.21 In Asia and the Pacific, micro, small and 
medium-sized enterprises have an aggregate 
financial gap of $3.1 trillion, or 17 per cent of the 
GDP, which is roughly equivalent to their current 

level of access to financing. This finance gap is 
highly concentrated in a few countries of the 
region, with China, India, Indonesia, and Russian 
Federation representing over 80 per cent of the 
total. 

Figure 7 shows the finance gaps of micro, small 
and medium-sized enterprises by country, as 
a percentage of their total financial needs. It 
reveals that in 15 out of 33 Asia-Pacific countries 
for which data are available, micro, small and 
medium-sized enterprises are unable to meet 
80 per cent or more of their financial needs. The 
lack of access to finance is particularly severe 
in least developed countries: in seven of the 
region’s ten least developed countries for which 
data are available micro, small and medium-sized 
enterprises are unable to meet 80 per cent or 
more of their financial needs, ranging from 80.1 
per cent in Solomon Islands to 99.3 per cent in 
Afghanistan. 

An important recent development in financial 
inclusion has been the development of new 
companies, known as fintechs, which facilitate 
access to a range of financial services and are 
bringing down financial transaction costs by 
making use of software and modern technology. 
Example of fintechs includes cell phone apps 
that allow users to complete several online 
transactions, such as bill payments, which 
previously required a trip to the bank. These 
technologies also allow banks to extend their 
services to remote areas where they do not have 
physical presence, thus enhancing financial 
inclusion. 

With regards to meeting financial needs of micro, 
small and medium-sized enterprises, two fintech 
applications – credit scoring and alternative 
finance platforms – have great potential for 
increasing their access to credit. A major reason 
why micro, small and medium-sized enterprises 
lack access to credit is the lack of information that 
lenders can use to assess their creditworthiness. 
New fintech companies, such as Ant Financial, an 
affiliate of e-commerce giant Alibaba Group, or 

19	 Aftercare	is	commonly	understood	as	activities	that	investment	promotion	agencies	undertake	to	retain	foreign	investments	in	the	country.
20	 See,	for	instance,	WTO	(2017).	Joint	Ministerial	Statement	on	Investment	Facilitation	for	Development.	WT/MIN(17)/59.	In	particular,	some	countries	

want	to	focus	international	investment	agreements	on	cooperation	and	facilitation	rather	than	on	protection.
21	 IFC	(2017)	also	estimates	the	total	potential	demand	for	finance	from	informal	sector	micro,	small	and	medium-sized	enterprises	in	developing	

countries	at	$2.9	trillion	or	11	per	cent	of	the	GDP,	bringing	the	total	potential	demand	of	micro,	small	and	medium-sized	enterprises,	formal	and	
informal,	to	$11.9	trillion	or	45	per	cent	of	the	GDP.
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Figure 7. Micro, small and medium-sized enterprises finance gaps, percentage of their total financial 
needs, 2017
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Singapore-based Lenddo, use big data analytics 
to calculate credit scores of consumers and small 
business owners. Their algorithms use data not 
considered in traditional credit scoring, such as 
credit or debit card transaction data, telecom, 
utility and rental data, clickstream data or social 
network analyses (Gandhi, 2017). 

Alternative finance platforms can be defined as 
online channels that act as intermediaries in the 
demand and supply of funding to individuals and 
businesses outside of the traditional banking 
system. Alternative finance platforms for micro, 
small and medium-sized enterprises include, 
among others, market-place or peer-to-peer 
(P2P) business lending, balance-sheet business 
lending, invoice trading, and crowdfunding. The 
total alternative finance market volume, including 
consumer lending, expanded from $103 billion 
in 2015 to $245 billion in 2016 in Asia and the 

Pacific. With a market volume of $243 billion in 
2016, China is both the regional and the global 
leader, accounting for 99 per cent of the region’s 
total and an estimated 85 per cent of the world’s 
total. The main markets in the rest of Asia and the 
Pacific are Australia ($610 million), Japan ($398 
million), and Republic of Korea ($376 million) 
(Cambridge Centre for Alternative Finance, 2017). 
The $245 billion total alternative finance market 
value in 2016 was divided into $153 billion in 
consumer loans and $92 billion in business loans.

The fast emergence of big data credit scoring tools 
and alternative finance platforms have a large 
potential for enhancing access of micro, small and 
medium-sized enterprises to finance, but they also 
pose enormous regulatory challenges that need to 
be addressed. For instance, the process that credit 
scoring companies use to combine thousands 
of data points for a single individual to obtain 
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a credit score is not transparent, thus making 
it difficult to judge their accuracy. In addition, 
artificial intelligence algorithms to obtain credit 
scores may inadvertently determine eligibility 
to loans based on consumers’ characteristics 
such as gender, race, or religious and social 
affiliations, which may lead to discriminatory 
lending practices (Hurley and Adebayo, 2016). 
In addition to providing consumer protection, 
an effective financial regulation is needed for 
monitoring financial institutions and systemic 
risks and for supporting competition and impeding 
monopolistic and oligopolistic behaviour. Box 
1 discusses additional regulatory challenges 
associated with the emergence of fintechs, 
including blockchain technology and digital 
currencies.22

Policy actions during 2016-2017
During 2016 and 2017, a number of countries 
in the region introduced new legislation and 
policy reforms to support small and medium-
sized enterprises, including by enhancing their 
access to finance. Examples include Viet Nam 
and Thailand. In Viet Nam a new small and 
medium-sized enterprise law takes effect in 2018, 
providing a range of incentives to micro, small 
and medium-sized enterprises in the country. The 
key incentives provided as per the law are, for 
instance, in relation to tax support, accounting 
procedures, access to credit through the Small 
and Medium-sized Enterprise Development 
Fund and small and medium-sized enterprise 
Credit Guarantee Funds, reduced land prices for 
domestic small and medium-sized enterprises 
installed in industrial parks or high-tech zones, 
technology implementation and transfer, and 
intellectual protection.

In Thailand, in the context of its economic reform 
process known as Thailand 4.0, the government 
introduced in 2016 several measures aimed at 
easing the process of starting a small and medium-
sized enterprise in Thailand and removing barriers 
for foreign business investors. Such measures 
aim to simplify starting a business and paying 

22	 	For	further	information	on	regulatory	issues	for	digital	currencies,	see	Almeida	(forthcoming).
23	 China	Daily	(2017).	Central	bank	to	regulate	rapidly	growing	fintech,	8	August.	Available	from	http://www.chinadaily.com.cn/business/2017-08/08/

content_30365345.htm.

taxes, making business registration simpler, and 
introducing electronic submissions of customs 
declarations to make importing and exporting 
easier. One of the goals of these policies is to 
facilitate the formalization of around 2.74 million 
small and medium-sized enterprises that have 
previously been set up as ‘sole proprietorships’ 
without legal separation of company and personal 
assets.

Many countries also introduced new regulations 
for the emerging fintech industry. In China, for 
instance, the Banking Regulatory Commission 
issued new regulations on peer-to-peer lending 
platforms that defined them as information 
intermediaries rather than financial institutions. 
The new regulations prohibited all peer-to-peer 
platforms in China to take deposits, make 
loans, advertise offline and manage financial 
products after a one-year transitional period. In 
May 2017 the People’s Bank of China set up a 
fintech committee to gauge the impact of the 
sector on monetary policy, financial markets, 
financial stability, and payments and clearing. 
More recently, the Bank announced that some 
fintech products, such as payment services and 
peer-to-peer lending platforms, are regarded 
“systematically important” and will be included 
in the bank’s macro-prudential assessments.23

In Singapore, the Monetary Authority of Singapore 
issued Regulatory Sandbox guidelines in 
November 2016. The sandbox seeks to provide 
a suitable environment for fintech experiments 
by relaxing specific regulatory requirements. 
In 2016, the Monetary Authority of Singapore 
established the Fintech Innovation Lab, which 
aims at promoting a culture of innovation in the 
financial sector. 

In India, the Reserve Bank of India has established 
guidelines for access to electronic payments, 
which stipulate that the number and distribution 
of electronic payment access points should 
be such that every single resident is within a 
15-minute walk from such a point anywhere in 
the country. 
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Box 1: Fintech, blockchain technology and digital currencies

Fintech	or	financial	technology	is	dramatically	transforming	the	financial	sector	landscape	in	Asia	
and	the	Pacific.	It	encompasses	a	new	wave	of	companies	that	are	changing	the	way	people	pay,	
send	money,	borrow,	lend,	and	invest.	The	demand	for	fintech	solutions	has	also	been	underpinned	
by	a	rapid	expansion	of	mobile	usage	and	internet	penetration,	 increasingly	urban,	 literate	and	
young	populations,	and	un(der)served	segments	of	consumers	and	micro,	small	and	medium-sized	
enterprises	by	traditional	banking	solutions.	Key	recent	developments	include	the	emergence	of	
online	alternative	financing	platforms	such	as	peer-to-peer	(P2P)	lending	and	equity	crowdfunding.	
Online	investment	and	trading	platforms	have	also	evolved	noticeably	with	the	emergence	of	
robo-advisers,	providing	largely	automated	portfolio	management,	strategies	and	services.	In	this	
context,	the	banking	industry	is	ripe	for	change	with	the	rise	of	fintech	startups	and	the	emergence	
of	millennials	who	are	ready	to	embrace	innovative	technologies	and	financing	options.

Moreover,	opportunities	offered	by	distributed	ledger	technologies	such	as	blockchain	are	increasingly	
being	used	for	financing	operations	such	as	settling	payments,	verifying	invoices	and	enforcing	
contracts.	Blockchain	is	a	shared	database	that	exists	across	various	locations	or	between	various	
participants,	with	entries	that	must	be	confirmed	and	encrypted.	The	entries	have	a	logical	relationship	
with	their	predecessor	and	all	the	users	in	the	network	have	a	copy	of	the	database.	In	this	ledger,	
all	the	changes	made	by	the	nodes	are	reflected	in	all	copies	within	minutes,	thus	maintaining	its	
accuracy	and	integrity.	As	a	publicly	distributed	ledger,	one	of	the	advantages	of	the	blockchain	
is	that	it	enables	trust	because	transactions,	once	they	are	verified,	cannot	be	undone	or	falsified	
and	are	transparent	to	everyone	in	the	network.

A	well-known	application	of	blockchain	technology	is	Bitcoin,	which	was	designed	as	a	peer-to-
peer	payment	system	to	be	used	in	online	transactions.	The	unique	and	revolutionary	aspect	of	
Bitcoin	is	that,	unlike	prior	payment	systems,	financial	transactions	can	be	accomplished	without	
an	intermediary.	Bitcoin	uses	encryption	to	control	the	generation	of	units	of	currency	and	secure	
the	transfer	of	funds.	Following	Bitcoin,	other	digital	currencies	were	created.	Currently,	there	are	
more	than	1,000	alternative	digital	currencies	with	their	own	mechanisms	and	transaction	networks.

Notwithstanding	their	benefits,	there	are	significant	challenges	attached	to	the	broader	usage	and	
acceptance	of	digital	currencies	as	a	payment	system.	Bitcoin’s	lack	of	consumer	protection	or	
supervision	by	public	authorities	contributes	to	its	perception	as	a	risky	innovation.	Other	risk	factors	
include	potential	technical	flaws	in	the	protocol	and	security	breaches	in	digital	currency	exchanges.	
Moreover,	the	fact	that	payments	in	the	Bitcoin	network	are	not	performed	in	real	time	and	the	
perception	that	digital	currencies	are	used	to	finance	illegal	activities	contribute	to	discouraging	
their	broad	public	use.	To	address	these	challenges	and	ensure	the	success	of	fintech	adoption,	a	
number	of	key	issues	need	to	be	considered:

•	 A	strong	regulatory	framework	is	required	to	reduce	or	prevent	negative	consequences	
from	unregulated	lending	and	cross-border	payments.	The	trading	and	investment	in	digital	
currencies,	for	example,	needs	to	be	regulated.	A	critical	issue	is	whether	trading	profits,	in	
either	fiat	currency	terms	or	through	arbitrage	across	digital	currencies,	should	be	subject	
to	capital	gains	taxes.
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In Indonesia, the financial services authority 
adopted new regulations for online peer-to-peer 
lending at the end of 2016. In 2017 it announced 
additional regulations for equity-crowd, which 
aim at reducing risks for fintech entrepreneurs 
and investors. While these regulations were 
successful in promoting the growth of the peer-to-
peer lending and alternative payments segments 
of the alternative finance market in Indonesia, 
they have been less successful in boosting the 
crowd funding sector. This could be due partly to 
the fact that small and medium-sized enterprise 
owners in Indonesia are unfamiliar with equity 
financing from outside of their immediate social 
network.

In the Republic of Korea, the Korean Financial 
Services Commission signed cooperation 
agreements with both the Monetary Authority 
of Singapore and the Financial Conduct Authority 
of the United Kingdom in 2016 to collaboratively 
work on various fintech initiatives and to share 
knowledge on emerging innovations, trends and 
regulatory issues. Furthermore, the Korean P2P 
Financial Association was formally founded in 

•	 To	encourage	transparency	and	minimize	anonymity,	regulators	should	enforce	Know-Your-
Customer	(KYC)	identification	requirements	and	anti-money	laundering	laws.	Regulators	may	
consider	introducing	a	required	reserve	ratio	in	exchanges	to	protect	them	from	crashes	and	
minimize	systemic	risks,	and	they	must	ensure	that	exchanges	have	effective	risk	management	
systems	and	appropriate	protection	against	phishing,	hacking	and	cyberattacks.

•	 The	creation	of	fintech	regulatory	sandboxes	adopted	by	governments	such	as	Hong	Kong,	
China;	Indonesia;	Malaysia;	Singapore;	and	Thailand	is	useful.	This	approach	allows	companies	
to	test	new	technologies	within	a	pre-defined	set	of	rules	or	policies,	preparing	and	refining	
their	technologies	for	their	products	and	services	before	launching	into	the	market.	The	fintech	
sandboxes,	therefore,	strike	a	balance	between	regulator’s	intention	to	encourage	innovation	
in	the	fintech	industry	and	the	need	to	maintain	financial	stability.	

Making	progress	in	ensuring	that	appropriate	regulations	are	in	place	will	be	essential	to	maximize	the	
benefits	of	fintech	and	digital	currencies	to	enhance	financial	inclusion.	For	that	purpose,	multilateral	
agencies	such	as	the	United	Nations	can	play	a	vital	role	in	raising	fintech	awareness	among	both	
policy	makers	and	the	private	sector	through	regional	and	global	dialogues with	governments,	
technology	companies,	researchers,	development	partners,	and	regulators	from	developed	and	
developing	economies.	This	will	assist	countries	in	the	region	in	identifying	best	practices	and	building	
appropriate	business	models	and	regulatory	institutions	for	the	emerging	fintech	sector.

mid-2016 with 22 founding members representing 
the fast-growing peer-to-peer lending industry. 
The Korean P2P Finance Association has sought 
to play a role in preparing and influencing the 
lending guidelines of the Korean financial 
authorities though close communication and 
self-management of the industry.

The way forward
Financial inclusion will continue to be one of the 
main topics of discussion in Asia and the Pacific, 
with technology and innovation increasingly 
shaping the business model for financial services 
and products to reach underserved individuals, 
entrepreneurs and micro, small and medium-
sized enterprises. With regards to the latter, 
several policy options and reforms are available 
to enhance their access to financing. One of them 
is to improve countries’ lending infrastructure, 
which includes credit bureaus, credit guarantees 
agencies and collateral registries. It is particularly 
important to make available more and better 
information about micro, small and medium-
sized enterprises credit risks. A useful model 
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from the Asia Pacific region is the Credit Risk 
Database of Japan. This database is managed 
by the Credit Risk Database Association, and its 
members include credit guarantee corporations 
and financial institutions (Kuwahara and others, 
2015). 

National development banks can also play a 
significant role in promoting and expanding 
financial inclusion of micro, small and medium-
sized enterprises through innovative products 
to help overcome market failures as well as 
create new markets from which commercial 
financial institutions can also benefit. A recent 
example is the Korean Development Bank, which 
has launched a number of initiatives to support 
micro, small and medium-sized enterprises that 
develop new technologies or that support the 
creative economy, including a growth accelerating 
programme to provide venture companies and 
start-ups not only with funding but also with 
networking opportunities and mentoring support 
(UNCTAD, 2016). 

Finally, a major issue concerning the development 
of fintechs and alternative financial platforms, 
is how to balance the setting of appropriate 
regulations to protect consumers and prevent 
systemic financial risks with continuing to 
encourage innovation in this sector. In this regard, 
two main approaches have been employed in 
the region. On one hand, China, the regional and 
global industry leader, has prioritized innovation 
but was able to step in regulatory efforts to protect 
consumer from fraud after a series of high-profile 
scandals.24 On the other hand, economies such as 
Australia; Hong Kong, China; Malaysia; Singapore 
and Thailand have implemented regulatory 
sandboxes to allow innovations in limited market 
segments.25 It will be important to understand 
which approach is most effective to promote 
the development of the fintech sector in other 
countries of the region.

C. International development 
cooperation

The Addis Ababa Action Agenda highlights 
the critical role of international public finance 
in complementing domestic public resources, 
especially for the poorest and most vulnerable 
countries, and it commits to maximize its 
effectiveness, transparency, impact and 
results (United Nations, 2015a, para. 50). The 
Agenda reiterates that the fulfilment of official 
development assistance (ODA) commitments by 
many developed countries – including the target 
of 0.7 per cent of ODA/gross national income and 
of 0.15 to 0.20 per cent of ODA/gross national 
income directed to least developed countries – 
remains crucial (para. 51). The Agenda recognizes 
the importance of focusing the most concessional 
resources on those with the greatest needs and 
least ability to mobilize other resources (para. 
52), and it points out the potential of ODA to 
catalyze additional resource mobilization from 
both public and private sources (para. 53). The 
Agenda also notes the importance of continued 
support to address gaps in countries’ capacity 
to gain access to and manage climate finance 
(para. 61). It also calls for considering the three 
dimensions of sustainable development in all 
flows, including private resources, and to increase 
efforts to enhance the resilience of countries to 
respond to shocks and natural disasters (para. 
62). 

24	In	2016,	China	suffered	its	biggest	ever	case	of	financial	fraud	through	the	failure	of	a	peer-to-peer	lending	platform	named	Ezubao,	which	proved	to	be	
a	Ponzi	Scheme.	This	case	alone	caused	losses	to	consumers	for	RMB	50	billion,	or	USD	7.6	billion	(Sheng,	Yip	and	Cheng,	2017).

25	 A	regulatory	sandbox	is	a	framework	set	up	by	a	financial	sector	regulator	to	allow	small	scale,	live	testing	of	innovations	by	private	firms	in	a	
controlled	environment	(operating	under	a	special	exemption,	allowance,	or	other	limited,	time-bound	exception)	under	the	regulator’s	supervision	
(Jenik	and	Lauer,	2017).	The	countries	listed	in	the	text	had	operationalized	regulatory	sandboxes	as	of	31	August	2017.	As	of	that	date	regulatory	
sandboxes	were	established	but	not	yet	operationalized	in	Brunei	Darussalam	and	Indonesia	and	proposed	in	China,	India,	Japan,	Republic	of	Korea	
and	Turkey.	See	Annex	1	of	Jenik	and	Lauer	(2017).
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C.1		Official	development	assistance	and	
South-South cooperation26 

Progress in ODA disbursement in Asia and the 
Pacific region during 2016 was uneven. On one 
hand, the Asia-Pacific developed countries –
Australia, Japan and New Zealand – are yet to 
meet the target of 0.7 per cent of ODA/gross 
national income or 0.15-0.20 per cent of ODA/
gross national income to least developed countries 
(panel A of figure 8). Indeed, ODA/gross national 
income even declined slightly in 2016, and so 
did the share of ODA that was allocated to least 
developed countries. On the other hand, Asia-
Pacific developing countries have strengthened 
cooperation with their partner countries, although 
their allocation to least developed countries has 
declined (panel B of figure 8). Aggregate ODA 
from four developing countries – Republic of 
Korea, Russian Federation, Thailand and Turkey – 
increased significantly in 2016, mainly influenced 
by Turkey’s humanitarian aid and refugee support 
to the Syrian Arab Republic. 

South-South cooperation, therefore, is becoming 
an increasingly important complement to North-
South cooperation. In addition to financial and 
monetary cooperation, South-South cooperation 
tends to focus more on technical and human 
resources development through knowledge 
sharing, training and technology transfer, as well as 
through trade-oriented support and investments. 
Globally, China has established itself as the largest 
contributor to South-South cooperation. Kitano 
(2017) estimates that Chinese aid would be 
currently ranked ninth among OECD Development 
Assistance Committee members. China’s bilateral 
aid to Africa and Asia is particularly large. For 
example, in 2015 China was by far the largest 
donor to Cambodia, accounting for 26 per cent of 
the total development assistance and about one-
half of the total bilateral disbursements received 
by this country.27

Figure 8. Official development assistance from Asia-Pacific, 2007-2016
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Source: ESCAP based on data from the OECD (2018). International Development Statistics. Available from http://stats.oecd.org/qwids/. 
Accessed 26 February 2018. 
Notes: The developed countries include Australia, Japan and New Zealand, and the developing countries include Republic of Korea, 
Russian Federation, Thailand and Turkey.

26	 Climate	finance	is	discussed	separately	in	the	next	section.	
27	 Cambodia,	Council	for	Development	(2016).	Development Cooperation and Partnerships Report.
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Except for China, South-South cooperation in Asia 
and the Pacific is influenced by the geographical 
proximity between donors and recipients, as 
illustrated by the support of Thailand to Lao 
People’s Democratic Republic and the support 
of India to Bhutan and Nepal. In recent years, this 
type of cooperation has expanded to North-South-
South triangular cooperation, through which 
Northern development partners or multilateral 
agencies provide technical support and funds, 
while donor Southern countries share experiences 
and knowledge based on their geographical, 
cultural and historical proximity to another 
Southern country. Recent examples of triangular 
cooperation include the cooperation of Japan 
with Thailand on disaster prevention and tourism 
promotion in Myanmar, and the Australia-China-
Papua New Guinea trilateral project to eliminate 
malaria from Papua New Guinea.

A major challenge for recipients of development 
cooperation is the fragmentation of aid flows 
from many stakeholders. While in theory the 
number of aid donors in itself should not affect 
aid effectiveness, having many donors and aid 
channels has significantly reduced the value of 
aid by increasing transaction and administrative 
costs. Aid fragmentation in recipient countries is 
partly explained by aid budgets in donor countries 
and agencies that are often thinly spread across 
many different organizations within the country 
or agency, each of which have different goals and 
regulations. Aid budgets are also increasingly 
spread over many recipient countries, which 
exacerbates aid fragmentation problems 
and eventually becomes detrimental to their 
development planning.

Policy actions during 2016-2017
Scaling up development cooperation
Many partner countries, particularly developing 
countries or Southern partners, have bumped 
up their cooperation efforts, either by increasing 
financial contribution through grants and 
concessional loans or by providing a diverse 
range of technical assistance and cooperative 

platforms: from modest election support provided 
by Mongolia to Kyrgyzstan and Myanmar, to the 
15,000 annual fellowships offered under the 
banner of the Indian Technical and Economic 
Cooperation. 

India has gone beyond some of its traditional 
neighbouring development cooperation partners, 
such as Bhutan and Nepal, to include Cambodia, 
Lao People’s Democratic Republic, Myanmar and 
Viet Nam in the group of beneficiaries for the 
2016-2017 fiscal year, recording a 209 per cent 
increase in assistance since 2014 to Myanmar 
in particular. China made a bold commitment 
at the United Nations Development Summit in 
September 2015, when President Xi Jinping 
committed two billion United States dollars 
with the promise of up to $12 billion to support 
developing countries in implementing the 2030 
Agenda for Sustainable Development.

South-South cooperation has also moved 
beyond bilateral through multilateral initiatives 
such as the New Development Bank and the 
Asian Infrastructure Investment Bank.28 These 
new multilateral development banks, along with 
China’s Belt and Road Initiative, are contributing 
to enhance the supply of development finance, 
particularly for infrastructure deficient least 
developed countries and landlocked developing 
countries.29

Aligning cooperation strategies with the 2030 
Agenda
Some partners have taken additional steps to 
integrate the 2030 Agenda in their development 
cooperation frameworks. The Multilateral Aid 
Strategy of the Republic of Korea explicitly 
mandates Korea International Cooperation 
Agency to “engage actively in solving global 
development challenges and contribute to 
achieving the Sustainable Development Goals.” 
The country also established the Second Mid-
term Strategies for Development Cooperation 
2016-2020, which provided for an integrated and 
inclusive approach to achieve the Sustainable 
Development Goals and enhance the effectiveness 

28	 While	some	members	of	the	Asian	Infrastructure	Investment	Bank	(AIIB)	are	developed	countries,	the	AIIB	is	essentially	a	South-led	multilateral	
cooperation	as	it	was	proposed	by	China,	headquartered	in	Beijing,	and	with	top	three	voting	shareholders	being	developing	countries.	

29	 The	Belt	and	Road	Initiative	is	a	development	strategy	and	framework,	proposed	by	China,	to	establish	a	network	of	regional	infrastructure	to	promote	
trade,	investment,	and	economic	integration.	It	offers	cooperation	packages	that	mix	aid,	concessional	loans,	technical	assistance,	and	trade	and	
investment	deals	that	support	project	implementation.
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of development cooperation. Longstanding donor, 
the latest policy priority of Japan for the 2017 
fiscal year included “addressing global issues 
toward achieving Sustainable Development Goals 
and promoting human security.” The Russian 
Federation has renewed a partnership framework 
with the United Nations Development Programme 
(UNDP) to continue its support to multilateral 
efforts towards achieving the 2030 Agenda. 
The new India-United Nations Development 
Partnership Fund launched in 2017 seeks to 
support Southern-owned and led, demand-driven, 
and transformational sustainable development 
projects across the developing world with an 
emphasis on least developed countries and small 
island developing States.

Enhancing effectiveness and efficiency
Encouragingly, numerous donors are addressing 
issues of complications and inefficiencies of 
development cooperation owing to the multiplicity 
of actors and competing priorities on the supply 
front, and the capacity constraints on the recipient 
front.

The Government of Indonesia endorsed the 
establishment of a dedicated agency for South-
South and triangular cooperation in 2016 to 
enhance coordination among ministries and 
create synergy between projects, national 
priorities, and public awareness. Such initiatives 
are indicative of the increasing prevalence of this 
emerging foreign policy lever and also represents 
the potential for replication. Other major donors 
such as Japan and the Republic of Korea have also 
formulated strategies to provide more focused 
assistance in an effective and agile manner while 
coping flexibly with recipient demands.

Besides strategizing on the donor front, institutional 
changes to enhance effectiveness and efficiency 
within recipient countries have also been taking 
place. For example, Bangladesh has launched a 
new agency - Development Effectiveness Wing - 
focusing on coordination of ODA, climate finance 
and South-South cooperation. The country also 
formulated the National Policy for Development 

Cooperation in 2016 that touches on issues such 
as communication and transparency among 
implementing agencies. 

Knowledge sharing and capacity building
Cooperation that goes beyond monetary transfers 
and involves an exchange of experiences 
and technology is providing new avenues for 
engagement. This is particularly true with 
South-South partnerships where similarities in 
development challenges and contexts make 
the exchange more effective. The International 
Think Tank for Landlocked Developing Countries, 
established by Mongolia to facilitate research and 
knowledge sharing for landlocked developing 
countries, gained intergovernmental status in 
2017. The Sustainable Community Development 
Project of Thailand has been initiated to share 
best practices and experiences in food security, 
climate change and public health, based on the 
application of its home-grown philosophy of 
sufficiency economy. Through the Small Grants 
Programme of UNDP, India is supporting “women 
solar engineer” projects across Africa and Asia 
to empower poor, illiterate women by training 
them to build, install, maintain and repair solar 
technologies. In 2016, China established the 
Institute of South-South Cooperation and 
Development which provides developing countries 
with opportunities for degree and short-term 
executive training based on the successful 
development experience of China and other 
developing countries. 

The way forward
Given the significant demand for financial 
resources to achieve the Sustainable Development 
Goals in the Asia-Pacific region and in view of the 
limited fiscal space of several least developed 
economies, development assistance through ODA 
and South-South cooperation will continue to be a 
vital source of external finance. This is particularly 
the case for the poorest Asia-Pacific countries, 
which rely heavily on development assistance 
for financing their development projects. 
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While partner countries’ priorities are increasingly 
aligned with the 2030 Agenda and the Sustainable 
Development Goals, ODA providers are yet to fulfil 
their disbursement commitments and increase 
their allocation to least developed countries and 
other vulnerable countries. The secular decline in 
the ODA allocation to least developed countries is 
posing a risk of widening funding gaps in countries 
most in need of support and in investment areas 
critical to leaving no one behind.

From the recipient’s point of view, the involvement 
of new Southern actors has certainly been 
instrumental because they have expanded the 
range of approaches for development cooperation, 
from traditional development assistance to non-
financial cooperation. To understand its trend and 
contribution, open and transparent discussions 
on categorization and accounting are essential.

To address aid fragmentation and increase 
the effectiveness of development cooperation, 
there is a need for further harmonization and 
coordination of aid flows, both within and across 
donor countries and aid agencies. International 
organizations, including the United Nations and 
the OECD, could play a role for this purpose. In 
addition, the process of monitoring and reviewing 
development cooperation can be improved 
through the development of new statistical 
indicators, such as the OECD’s Total Official 
Support for Sustainable Development initiative, 
which is supported by the Addis Ababa Action 
Agenda (para. 55).

C.2		Climate	finance
The Nationally Determined Contributions – 
containing the actions countries will take to 
lower greenhouse gas emissions and strengthen 
resilience to climate change – that are submitted 
by Parties to the Paris Agreement on Climate 
Change indicate a significant and unmet need for 
financial support, capacity building and technology 
transfers. To address these needs, climate 
finance is provided by developed to developing 
countries through a variety of channels. However, 
definitional issues30 and the current nascent 
state of the system for measuring, reporting and 
reviewing climate finance make it very difficult 
to provide an accurate picture of overall climate 
finance flows.31

Notwithstanding these challenges, for the 
present purpose, based on available data, 
climate finance provided through the following 
international development cooperation channels 
is covered: (i) bilateral ODA, flowing directly from 
a national government to a recipient, via bilateral 
development finance institutions32 or national 
climate funds; (ii) multilateral ODA, through the 
multilateral development banks; and (iii) through 
dedicated climate funds, e.g. the Green Climate 
Fund or the Global Environment Facility (GEF). 

Climate-specific finance through bilateral channels 
to Asia-Pacific countries reached around $17.6 
billion in 2016, roughly 45 per cent of the global 
total.33 Multilateral development banks provided 
$15.7 billion of climate finance to the Asia-Pacific 
region in 2016, which represents 57 per cent of 
the total multilateral development bank funding 

30	 For	example,	Article	4.3	of	the	convention	states	that	financial	resources	to	support	climate	actions	should	be	“new	and	additional”.	However,	there	are	
no	agreed-upon	criteria	for	determining	that	the	funds	are	additional.

31	 The	Standing	Committee	on	Finance,	a	constituted	body	under	the	United	Nations	Framework	Convention	on	Climate	Change	(UNFCCC)	prepares	
biennial	assessments	and	overviews	of	climate	finance	flows	and	works	on	methodological	issues	relating	to	measurement,	reporting,	and	verification	
of	climate	finance;	climate-related	finance	flows,	and	assessment	of	climate	finance	flows.	See	also	Inter-Agency	Task	Force	on	Financing	for	
Development	(2016	and	2017).

32	 The	main	bilateral	development	finance	institutions	include:	OeEB	(Austria),	BIO	(Belgium),	BMI-SBI	(Belgium),	IFU	(Denmark),	Finnfund	(Finland),	AFD/
Proparco	(France),	KfW/DEG	(Germany),	CDP/SIMEST	(Italy),	FMO	(Netherlands),	Norfund	(Norfund),	SOFID	(Portugal),	COFIDES	(Spain),	Swedfund	
(Sweden),	SIFEM	(Switzerland),	CDC	Group	(United	Kingdom),	and	OPIC	(United	States).

33	 See	OECD	(2016).	Climate	Change:	OECD	DAC	External	Development	Finance	Statistics.	Available	from	www.oecd.org/dac/financing-sustainable-
development/development-finance-topics/climate-change.htm.
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for climate-related activities.34 Of this, $3.7 billion, 
or roughly one-quarter, was directed to adaptation 
activities, while $12 billion or three-quarters of 
the total went to mitigation. 

Dedicated climate funds amounted to $1.4 
billion for the region (approved in 2016-2017). 
Of this funding, three-quarters went to the top-10 
countries, India, Indonesia, Kazakhstan, Solomon 
Islands, Samoa, Turkey, Tajikistan, Bangladesh, 
Mongolia, and Sri Lanka, while the bottom ten 
received two per cent. Dedicated climate funds 
and initiatives have approved a total of $5.6 billion 
cumulatively for 609 projects and programmes 
in the region (2003-2016).35 

Policy actions during 2016-2017
The main focus of policy actions during the recent 
period were geared to (i) enhance access to 
climate finance for countries across the region 
and, in particular, the least developed and small 
island developing countries through the fast-track 
accreditation of national entities to the Green 
Climate Fund, the accelerated development of 
pipelines of bankable projects and additional 
capacity-building activities; (ii) increase the 
disbursement rate of the Green Climate Fund; 
(iii) increase transparency and improve the 
monitoring, reporting and verification of climate 
finance; and (iv) improve the leverage ratios of 
public climate finance.

The way forward
In light of the massive needs to achieve countries’ 
Nationally Determined Contributions under 
the Paris Agreement, to increase ambition, 
and to transition to a low-carbon, climate-
resilient development pathway which entails 
very significant decarbonisation of the region’s 

economies, the focus is now turning on how 
to ensure that valuable grant finance be used 
to leverage private sources of financing rather 
than as standalone project finance. This applies 
especially to solutions that support de-risking and 
credit enhancement. There are many successful 
examples of this across the region and the focus 
must be on implementing tailored schemes to 
provide the appropriate incentives.36

To unlock the private finance needed, accurate 
and timely disclosure of climate-related risks 
on asset values by companies and investors 
is one key measure that is being promoted 
to support informed investment, lending, and 
insurance underwriting decisions and improve 
understanding and analysis of climate-related 
risks and opportunities faced by the private 
sector. This is based on the recommendations 
by the Financial Stability Board’s Task-Force on 
Climate-Related Financial Disclosures that will 
ensure that financial markets are able to price 
this risk to support informed, efficient capital-
allocation decisions. In the Asia-Pacific region, 
there is still limited awareness of these risks 
to the private sector investors, lenders, and 
insurance underwriters. More organisations 
across the region should adopt these Task Force’s 
recommendations. 

Second, countries should improve their readiness 
and gear up for financial instruments with major 
potential to deliver private finance for climate-
resilient, low-emissions solutions, especially green 
bonds and green lending. The issuance of green 
bonds grew at record levels in 2016 and 2017 
but to meet global climate objectives, need to 
accelerate to reach $1 trillion of issuance by 2020. 
In 2017, Climate Bonds Initiative tracked a global 
total of $895 billion from 3,493 green bonds by 
1,128 issuers. Four of the top-10 climate-aligned 

34	 Multilateral	development	banks	included	in	this	analysis	are	the	African	Development	Bank	(AfDB),	the	Asian	Development	Bank	(ADB),	the	European	
Bank	for	Reconstruction	and	Development	(EBRD),	the	European	Investment	Bank	(EIB),	the	Inter-American	Development	Bank	Group	(IDBG)	and	the	
World	Bank	Group	(WBG).	See	the	Joint Report on Multilateral Development Banks Climate Finance.	Available	at	www.ebrd.com/2016-joint-report-on-
mdbs-climate-finance.pdf.	

35	 Climate	Funds	Update	(2017).	Data	dashboard.	Available	from	https://climatefundsupdate.org/.	The	data	is	based	on	approved	funding	through	the	
Adaptation	Fund,	Adaptation	for	Smallholder	Agriculture	Program,	Amazon	Fund	(Fundo	Amazônia),	Biocarbon	Fund,	Clean	Technology	Fund,	Forest	
Carbon	Partnership	Facility,	Forest	Investment	Program,	GEF	Trust	Fund	–	Climate	Change	focal	area,	Global	Climate	Change	Alliance,	Global	Energy	
Efficiency	and	Renewable	Energy	Fund,	Green	Climate	Fund,	Indonesia	Climate	Change	Trust	Fund,	Least	Developed	Countries	Fund,	MDG	Achievement	
Fund	–	Environment	and	Climate	Change	thematic	window,	Partnership	for	Market	Readiness,	Pilot	Program	for	Climate	Resilience,	Scaling-Up	
Renewable	Energy	Program	for	Low	Income	Countries.

36	 See	Business	and	Sustainable	Development	Commission	(2017).	Better	Business,	Better	World.	London.	Available	from	http://report.
businesscommission.org/;	or	OECD	(2017).	Making Blended Finance Work for the Sustainable Development Goals.	Paris.	Available	from	www.oecd.org/
publications/.
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bond countries globally were in the Asia-Pacific 
region, led by China, Russian Federation, India 
and the Republic of Korea. The public sector will 
be central to enabling and scaling up green bond 
issuance and investment through capital raising 
plans for Nationally Determined Contributions 
funding. Green bond standards and green finance 
guidelines, enhanced capacity-building at country-
level and blended solutions for de-risking and 
credit enhancement can help to propel this market 
forward.

Finally, a lot more work needs to be done to 
create a robust system for measuring, reporting 
and reviewing climate finance information, which 
needs to span both public and private finance. 
This is being organised under the auspices of 
the United Nations Framework Convention on 
Climate Change (UNFCCC). Ultimately, this will 
lead to agreed definitions of climate finance, a 
focused review of climate data to ensure the 
veracity of the data, guidelines and reporting 
formats, a complete picture of all relevant finance 
flows, increased transparency about project-
level information and a more regular reporting 
frequency for the data. Without this in place, it is 
difficult to accurately assess the gaps.

D. International trade as an engine for 
development

The Addis Ababa Action Agenda fully recognizes 
the role of international trade as an engine of 
development and poverty reduction, and it 
promotes a universal, rule-based open, transparent, 
predictable, inclusive, non-discriminatory and 
equitable multilateral trading system under the 
WTO, as well as meaningful trade liberalization 
(United Nations, 2015a, para. 79). The Agenda 
also aims at doubling the share of least developed 
countries in global exports by 2020, as stated 
in the Istanbul Programme of Action (para. 82). 
For that purpose, the Agenda supports the least 
developed economies’ engagement in trade and 
economic agreements and their integration in 
regional and world markets (para. 82), including 
through the Aid for Trade initiative, which seeks 
to mobilize resources from donor countries to 

address their trade-related constraints (para. 90). 
The Agenda also commits to strengthening the 
coherence and consistency among bilateral and 
regional trade and investment agreements, and 
to ensure that they are compatible with WTO 
rules (para. 87).

D.1  Multilateral and regional trade policies
Most Asia-Pacific countries have significantly 
liberalised their trade over the past two decades. 
Applied tariffs have decreased substantially, 
driven by multilateral commitments, as well as by 
unilateral actions and a growing number of bilateral 
and regional preferential trade agreements. While 
tariffs have generally decreased on average, 
the share of tariff peaks is still at 3 per cent of 
all tariff lines across Asia-Pacific economies.37 

Moreover, the number of non-tariff measures, 
such as technical barriers to trade and sanitary 
and phytosanitary measures, have increased 
(figure 9). 

Non-tariff measures accounted for 55 per cent 
of the new trade-restrictive measures introduced 
by the Asia-Pacific economies between October 
2015 and May 2017 (ESCAP, 2017b). According to 
the World Trade Organization (WTO, 2017), there is 
some indication that the Asia-Pacific economies 
may be easing on the adoption of new trade and 
trade-related restrictive measures. However, the 
potential for a relapse into protectionism remains 
high, as the Asia-Pacific economies have bound, 
on average, only 84 per cent of their tariff lines.38

With regards to trade facilitation and paperless 
trade, an ESCAP-led global survey conducted 
in 2017 (ESCAP, 2017g) showed that countries 
in Asia and the Pacific have made progress 
in implementing the WTO Trade Facilitation 
Agreement, which entered into force in February 
2017. However, implementation of trade 
facilitation and paperless trade measures remains 
very heterogeneous. For example, Australia, China, 
Japan, Republic of Korea and Singapore achieved 
implementation rates of more than 80 per cent, 
while implementation in some other countries, 
especially least developed countries, remained 

37	 Tariff	peaks	are	defined	as	relatively	high	tariffs,	usually	on	“sensitive”	products,	amidst	generally	low	tariff	levels.	For	industrialized	countries,	tariffs	
of	15	per	cent	and	above	are	generally	recognized	as	“tariff	peaks”.	See	WTO	Glossary.	Available	from	www.wto.org/english/thewto_e/glossary_e/
tariff_peaks_e.htm.	

38	 When	countries	join	the	WTO	or	when	WTO	members	negotiate	tariff	levels	with	each	other	during	trade	rounds,	they	make	agreements	about	bound	
tariff	rates	rather	than	current	tariff	rates.	Current	tariff	rates	can	move	up	and	down	but	if	they	exceed	their	bound	levels,	other	WTO	members	can	
take	the	country	to	dispute	settlement	and	request	compensation	in	the	form	of	higher	tariffs	of	their	own.	See	https://wits.worldbank.org.
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Figure 9. Effectively applied tariffs and non-tariff measures in Asia and the Pacific
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Figure 10. Overall implementation of trade facilitation measures in 44 Asia-Pacific countries, 2017 
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low (figure 10). While the average implementation 
rate for all Asia-Pacific countries was 50.4 per 
cent, for the region’s least developed countries 
it was 34.4 per cent.

To accelerate the digitalization of trade procedures 
and cross-border exchange of electronic trade 
data and documents, the members of ESCAP 

adopted the "Framework Agreement on Facilitation 
of Cross-Border Paperless Trade in Asia and 
the Pacific" (E/ESCAP/RES/72/4) in May 2016. 
During 2017, the agreement was formally signed 
by Armenia, Bangladesh, Cambodia, China and 
Islamic Republic of Iran, and is pending ratification 
and accession by other ESCAP members before 
entry into force.
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Policy actions during 2016-2017
The Asia-Pacific region continues to be a 
major contributor to the worldwide build-up of 
preferential trade agreements. As of May 2017, 
out of the total 274 “physical” preferential trade 
agreements in force globally, there were 170 (62 
per cent) that involve Asia-Pacific economies. 
(ESCAP, 2017f). There were another 16 preferential 
trade agreements signed but not yet ratified while 
71 were under different stages of negotiations.

During 2016 and 2017, only a few agreements 
were signed by the Asia-Pacific economies. In 
2016, two agreements - China-Georgia Free Trade 
Agreement and Agreement between the States 
of the European Free Trade Association (EFTA) 
and Georgia entered into force. Besides, two 
more agreements - Philippines-EFTA Free Trade 
Agreement and Viet Nam-European Union Free 
Trade Agreement were signed and are pending 
ratification. In 2017, Pacific Agreement on Closer 
Economic Relations (PACER) Plus was signed 
and is pending ratification.

Following the withdrawal of the United States 
from the Trans-Pacific Partnership (TPP), the 11 
remaining member countries agreed in November 
2017 to negotiate what has now been finalized as 
the “Comprehensive and Progressive Agreement 
for Trans-Pacific Partnership” (CPTPP).39 

Negotiations of the Regional Comprehensive 
Economic Partnership (RCEP) among ASEAN, 
Australia, China, India, Japan, Republic of Korea 
and New Zealand are also ongoing. Successful 
conclusion of the Regional Comprehensive 
Economic Partnership would be a major step 
towards regional integration, as the 16 countries 
account for 30 per cent of the world GDP and 80 
per cent of Asia-Pacific trade (ARTNet, 2018).

During the period 2014 to 2016, the Asia-Pacific 
region’s average exports to the preferential trade 
agreement partners was 42.6 per cent of its total 
global exports and the imports constituted 50 
per cent of the region’s total global imports. This 
is the first time that the total imports of the Asia-
Pacific economies from their preferential trade 

agreement partners reached this level. Most 
least developed countries’ exports go to their 
preferential trade agreement partners, suggesting 
that these countries have very limited supply 
capacity and continue to trade mostly with their 
neighbouring countries.

The way forward
Going forward, countries would need to carefully 
review their non-tariff measures to ensure that 
they do not unnecessarily restrict trade. While 
non-tariff measures are often put in place for 
legitimate reasons, such as the protection of 
human or animal health or safety, and may be a 
useful tool in reaching social and environmental 
goals of the 2030 Agenda for Sustainable 
Development, they should be implemented 
in the most efficient way possible. This may 
include putting in place mutual recognition 
arrangements of conformance procedures and 
systematic reliance on international standards. 
Moving from paper-based processes to paperless 
trade procedures would also be important in 
this context. ESCAP members at all levels of 
development are encouraged to participate in the 
Framework Agreement on Cross-Border Paperless 
Trade in Asia and the Pacific to build their capacity 
in this area or to lead the development of regional 
solutions for seamless exchange of electronic 
trade data and documents. 

While there is convincing evidence that preferential 
trade agreements contribute to trade growth, 
the large and increasing number of preferential 
trade agreements in the Asia-Pacific has led to 
a complex situation with numerous overlapping 
agreements, often described as the “noodle 
bowl”. The proliferation of overlapping trade 
agreements within Asia and the Pacific is a source 
of concern for many countries in the region and 
it may imply higher search costs for the best 
routes of supply/purchase, limiting the benefits 
of these preferential deals, especially for small 
and medium-sized enterprises. 

39	 See	for	further	details	on	the	text	of	the	Comprehensive	and	Progressive	Agreement	for	Trans-Pacific	Partnership	(CPTPP)	at	https://www.mfat.govt.
nz/en/trade/free-trade-agreements/free-trade-agreements-concluded-but-not-in-force/cptpp/.	
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To partly overcome the “noodle bowl” phenomena 
and make it easier for traders to carry on their 
business in a more efficient way, ESCAP members 
may consider abolishing bilateral preferential 
trade agreements once a larger preferential trade 
agreement with more countries is signed. Such 
actions have been taken in the past in the process 
of consolidation of the European Union. Recently, 
as part of the formation of the Free Trade Area 
between members of the Commonwealth of 
Independent States, participating economies 
decided to nullify some of their bilateral 
preferential trade agreements. This is a step in 
the right direction towards the consolidation of 
the preferential trade agreements, which ESCAP 
has long been recommending.40

D.2  Enabling least developed countries’ 
participation in trade

The Istanbul Programme of Action, adopted at 
the Fourth United Nations Conference on the 
Least Developed Countries in 2011, stated the 
goal of doubling the share of the merchandise 

40	 See	various	issues	of	the	Asia-Pacific	Trade	and	Investment	Report	at	http://www.unescap.org/publication-series/asia-pacific-trade-and-investment-
report.	Also	for	an	update	on	the	preferential	trade	agreements	of	Asia-Pacific	economies	(as	of	August	2016)	see	ESCAP	(2016).	An	update	on	the	
preferential	trade	agreements	of	Asia-Pacific	economies.	APTIAD	Briefing	Note.	Available	at	http://www.unescap.org/sites/default/files/APTIAD-brief-
August2016.pdf.	

exports of the least developed countries in world 
exports by 2020. However, in 2016, the share of 
the aggregate exports of the world’s 47 least 
developed countries in world exports was only 
1.03 per cent, lower than the level of 1.17 per 
cent seen in 2011. This global trend suggests 
that the target of doubling the share of least 
developed countries exports is not going to be 
achieved. (figure 11). 

In contrast to this disappointing result at the 
global level, the contribution of the 12 Asia-Pacific 
least developed countries to world merchandise 
exports increased from 0.28 per cent in 2011 
to 0.48 per cent in 2016 and is expected to be 
more than doubled by 2020 if the current trend 
continues. Some initiatives undertaken by Asia-
Pacific least developed countries, which may 
have contributed to increase their share in world 
exports, include the participation in international 
trade fairs (Bangladesh), signing agreements on 
trade promotion and facilitation (Cambodia, Lao 
People’s Democratic Republic), and developing 
sectoral export strategy (Nepal).

Figure 11. Least developed countries’ share of world merchandise exports
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To further enhance their share in global exports, 
the least developed countries need to further 
enhance their productive capacities to facilitate 
market and product diversification. Aid for Trade 
initiatives can help towards this goal. Figure 12 
depicts the value of Aid for Trade in the Asia-
Pacific least developed countries and the share 
of Aid for Trade in total aid and in the GDP. 

Since 2007, the year the initiative was first put 
into practice, almost $300 billion have been 
disbursed. Of this amount, about 41.5 per cent 
has been targeted to Asia-Pacific economies, 
demonstrating the importance of the Aid for 
Trade initiative for least developed countries 
in the region (ADB, 2017a). The two major aid 
recipients among the least developed countries 
in the Asia and the Pacific region are Afghanistan 
(over $1 billion) and Bangladesh (over $500 
million). However, Kiribati and Tuvalu received 
the most in terms of share of GDP, with Aid for 
Trade representing more than 10 per cent of the 
GDP of these small island economies, making 
their effort towards sustainable development 
highly aid dependent.

Looking at key donors from the region, Japan’s Aid 
for Trade to Asia-Pacific least developed countries 
amounted to about 15 per cent of its total Aid 
for Trade to developing countries of $10.4 billion 
in 2016. Australia’s Aid for Trade to Asia-Pacific 
least developed countries in 2016 was $618.2 
million, also accounting for almost 15 per cent 
of its total Aid for Trade to developing countries. 
In contrast, New Zealand’ Aid for Trade to Asia-
Pacific least developed countries amounted to 
25 per cent ($110.8 million) of its total Aid for 
Trade, while Republic of Korea allocated slightly 
less than 11 per cent of its Aid for Trade to this 
group of countries (or $244.9 million).

Policy actions during 2016-2017
Many developing countries from the region have 
already implemented the Duty-Free Quota-Free 
market access for least developed countries, 
during this period some of them brought changes 
to allow greater market access to the least 
developed countries. China recently introduced 
changes to improve the administration of the 
origin of import goods, which makes it easier 
for least developed countries to export. India 

Figure 12. Asia and the Pacific Recipients of Aid for Trade, annual averages 2002–2015
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now provides duty-free access on about 96 per 
cent of India’s total tariff lines and preferential 
access on about 2.2 per cent of tariff lines. India 
also revised rules of origin which liberalized the 
determination of origin conditions. Japan’s duty 
free and quota free market access covers 97 
per cent of their national tariff lines. Japan’s 
preferential rules of origin were also simplified the 
cumulation provisions of rules of origin. Republic 
of Korea notified the preferential rules of origin 
provisions for the duty-free quota-free scheme 
for least developed countries. Thailand’s duty 
free and quota Free Scheme for least developed 
countries, whereby customs duties and quota are 
exempted for 6,998 products (at 8-digit HS code 
level), accounts for 73 per cent of all Thailand’s 
tariff lines. 

On 17 December 2011, the Geneva WTO 
Ministerial Conference allowed WTO members 
to grant preferential treatment to services and 
service suppliers from least developed country 
members. Preferential treatment related to market 
access can be implemented once a notification 
has been submitted to the Council for Trade in 
Services. As of 2017, 24 WTO members have now 
notified granting of preferential market access 
on services to the least developed countries, 
including Australia; China; Hong Kong, China; 
India; Japan; Republic of Korea; New Zealand; 
Singapore; Thailand and Turkey. 

An important amendment to the “Agreement on 
Trade-Related Aspects of Intellectual Property 
Rights” (TRIPS Agreement) entered into force in 
January 2017.41 WTO Members took the decision 
to amend the TRIPS Agreement specifically to 
adapt the rules of the global trading system 
to the public health needs of people in poor 
countries. This action follows repeated calls 
from the multilateral system for acceptance of the 
amendment, most recently by the United Nations 
General Assembly High-Level Meeting on Ending 
AIDS in June 2016. China, India, Japan, Malaysia, 
New Zealand and Republic of Korea had accepted 
the amendment by 2015. More recently, Thailand 
(in January 2016) and the Russian Federation 
(in September 2017) accepted and notified the 
amendment of the TRIPS Agreement to the WTO. 

The way forward
A discussed above, the share in world exports of 
the Asia-Pacific least developed countries has 
increased steadily since 2011 and the region is 
expected to meet the Istanbul Programme of 
Action’s target of doubling it by 2020. For that 
purpose, and to continue increasing their exports 
post-2020, governments of the region’s least 
developed countries need to continue making 
efforts to enhance their capacities and diversify 
their exports. Expanding preferential market 
access to least developed countries’ goods 
and services and supporting least developed 
countries to engage in global value chains are 
particularly important to bring about additional 
opportunities for them to diversify their exports. 
Finally, the entry into force of the TRIPS Agreement 
amendment mentioned above, by providing legal 
certainty that generic medicines can be imported 
at reasonable prices by countries with limited 
or no pharmaceutical production capacity, is 
very important for least developed countries to 
treat diseases such as HIV/AIDS, tuberculosis 
or malaria.

E. Debt and debt sustainability
The Addis Ababa Action Agenda notes that 
borrowing is an important tool for financing 
sustainable development, but it needs to be 
managed prudently (United Nations, 2015a, para. 
93). For that purpose, the Agenda recognizes the 
need to assist developing countries in attaining 
long-term debt sustainability through coordinated 
policies for debt financing, debt relief, debt 
restructuring and sound debt management (para. 
94). The Agenda also encourages international 
institutions to continue to assist debtor countries 
to enhance debt management capacity, manage 
risks, and analyse trade-offs between different 
sources of financing, as well as to help to cushion 
against external shocks and ensure steady and 
stable access to public financing (para. 95).

A common approach to measuring fiscal space 
and debt sustainability is to calculate the “fiscal 
gap”, defined as the difference between the 
current fiscal balance and the constant balance 
that stabilizes debt over a medium-term horizon 
at a sustainable level. Under this definition, the 

41	 See	www.wto.org/english/news_e/news17_e/trip_23jan17_e.htm.	
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sustainability of government debt depends 
not only on the primary balance but also on 
the differential between economic growth and 
borrowing costs. Calculations of the fiscal gap 
for countries in the region suggest that most 
governments in the Asia-Pacific region would 
see their debt ratios stabilize in the coming years, 
provided that economic growth and interest rates 
remain at their current levels.

Recent IMF estimates seem to confirm that many 
Asia-Pacific economies can afford a higher public 
debt level to increase development spending. As 
shown in figure 13, public debt levels in 2022 are 
expected to decrease from the 2017 levels in 11 
out of 24 developing Asia-Pacific economies. 
For these 24 economies, the average debt level 
is considered moderate at 42.5 per cent of GDP 
in 2017 and is projected to decrease slightly to 

42 per cent of GDP in 2022. In addition, recent 
public debt sustainability analyses carried out by 
the IMF and the World Bank indicate that the risk 
of public debt distress is generally low, with 22 
out of 41 economies in the region considered to 
have a low-risk level. In these economies, public 
debt levels are projected to remain sustainable 
under a standard set of adverse macroeconomic 
shocks, such as slower output growth, higher 
interest rates, and the weaker exchange rates. 
However, the IMF/World Bank sustainability 
analysis also indicates that 8 of out the 41 Asia-
Pacific economies are considered as having a 
high risk of public debt distress.

Figure 13. Public debt levels in 2017 and 2022
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The IMF debt projections shown above do not 
consider contingent liabilities of the public sector, 
which could lead to significant increases in the 
debt-to-GDP ratio in some countries. Contingent 
liabilities are defined as obligations that do not 
arise unless particular discrete events occur in the 
future. As such, they differ from direct liabilities 
where the settlement date is fixed at the time 
when the nominal obligation is set (Towe, 1991). 
Contingent liabilities can be explicit, such as 
bank deposit insurance and state guarantee on 
private investment, or implicit, such as default 
of subnational public entities and banking sector 
failure. Natural disasters, which can lead to large, 
unexpected fiscal outlays, are also considered 
contingent liabilities. 

The Pacific small island developing States and 
several economies in South and South-West Asia 
and South-East Asia are highly prone to natural 
disasters (Kopits, Ferrarini and Ramayandi, 2016). 
The fiscal cost of capital injection to bail out 
troubled state-owned enterprises, if materialized, 
could be high in countries such as China, India 
and Tajikistan. In China, Moody’s (2017) estimates 
that liabilities of state-owned enterprises stood 
at 114 per cent of GDP at end-2015, and that 
state-owned enterprise liabilities worth around 
20-25 per cent of GDP may require restructuring 
over time. The Chinese Government may have to 
spend up to 5.5 per cent of GDP by 2021 for the 
bailout in case of default in some state-owned 
enterprises debts (Ferrarini and Hinojales, 2018). 
Finally, contingent liabilities relating to a banking 
sector turmoil are also estimated to be significant 
in some countries, ranging from 1.9 per cent of 
the GDP in India to 3.9 per cent of the GDP in 
China (Arslanalp and Liao, 2013). 

Another concern, in addition to contingent 
liabilities, is that most of the 8 Asia-Pacific 
countries considered as having a high risk of 
public debt distress by IMF/World Bank debt 
sustainability analysis are least developed 
countries, such as Afghanistan and Lao People’s 
Democratic Republic, and small island developing 
States, such as Maldives and Samoa. Moreover, 
a recent ESCAP study (ESCAP, 2017d) estimated 
that countries such as Armenia, Kyrgyzstan, 
Lao People’s Democratic Republic, Maldives, 
and Viet Nam would experience an increase in 
their public debt-to-GDP ratios in the event of an 

adverse shock to their economic growth-interest 
rate differential. 

Policy Actions during 2016-2017
During 2016-2017 several countries in the region 
implemented measures to make their debt more 
sustainable. This section reviews briefly policy 
actions in three areas:

Make the spending financed by debt more 
conducive to economic growth
Given that debt sustainability depends not only 
on the debt itself but also on economic growth 
as well, fiscal multipliers (i.e. the impact of public 
spending on economic growth) are critical for 
assessing debt sustainability. The use of debt 
should raise the role of the state by using public 
investment to “crowd in” private investment. This 
has been done by increasing the stock of public 
capital to increase the productivity of private 
investment in China, Thailand or the Philippines, 
as they have undertaken large investments in 
infrastructure such as electricity, roads or ports. 
Thailand is pursuing its public infrastructure 
development plan, which is worth $25.2 billion 
(equivalent to 6 per cent of total GDP). In China, 
infrastructure investments have remained 
significant despite ongoing deleveraging efforts, 
and a special fund was set up to compensate for 
layoffs in sectors undergoing capacity reduction. 
Similarly, India’s growth in the last two years was 
also driven by government spending despite the 
country’s efforts towards fiscal consolidation. 
An alternative to infrastructure actively pursued 
by China has been to expand the supply side by 
promoting research and development, innovation 
and robotics (e.g. since 2013 China has bought 
more industrial robots each year than any other 
country including high-tech giants such as 
Germany, Japan and Republic of Korea). 

Prudent countercyclical fiscal policy
In Asia and the Pacific, fiscal stances during 
recent years have been countercyclical, which 
bolstered the region’s resilience to different 
shocks. In India, the government budget contains 
several growth-supporting measures, especially 
for the rural sector, despite constraints posed by 
relatively high public debt and low tax revenues.  
A health insurance scheme was introduced to 
cover one third of the population when people 
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make hospitalization expenditures, and a universal 
basic income scheme is under consideration 
(ESCAP, 2017d). To accommodate such ambitious 
programs, the government is reprioritizing 
expenditures (e.g. by phasing out fuel subsides), 
enhancing expenditure efficiency (e.g. by reducing 
leakages through direct benefit transfers) and 
pursuing tax reforms to boost revenues by curbing 
tax evasion (e.g. demonetization), reducing 
distortions (e.g. with a nationwide goods and 
services tax) and enhancing progressivity (e.g. 
by adding a surcharge on top incomes). 

Net commodity exporters have also used 
countercyclical policies. Large changes in their 
terms of trade during 2014 adversely affected 
their public finances, which had them pursue 
expansionary fiscal policies. For instance, in 
the Russian Federation, the impact of lower oil 
prices on the national budget was mitigated as 
the government drew on past windfall savings. 
At present, however, oil prices have recovered 
and fiscal consolidation is gaining prominence. 
Thus, the Russian Federation’s fiscal outlook for 
2017-2019 targets consolidation through a mix 
of expenditure cuts and revenue mobilization 
efforts. Similarly, fiscal consolidation efforts are 
ongoing in Mongolia, although at a much larger 
scale (in 2017 the country had to agree with the 
IMF on a bailout plan for $5.5 billion).

Improve multiannual fiscal management
Several policy tools have been used in 2016/2017 
to improve debt sustainability. Notably, both 
India and Pakistan implemented a Medium-
Term Debt Management Strategy42 – their time 
frames differ slightly: 2015/16-2018/19, and 
2015/16-2017/18, respectively.43,44 While several 
countries in the region such as Fiji or India already 

have Medium-Term Expenditure Frameworks 
in place, the Republic of Armenia started using 
Medium-Term Expenditure Frameworks from 
2016 onwards.45 In a similar vein, other countries 
such as Papua New Guinea are considering a 
Medium Term Revenue Strategy. 46,47 Countries 
that are vulnerable to natural disasters have a 
particular interest in insurance against climate 
change-induced catastrophes. Thus, the Pacific 
Catastrophe Risk Assessment and Financing 
Initiative is an institutional mechanism aimed 
at enhancing financial preparedness against 
climate and disaster risk by: (i) pooling risks into 
one single, more diversified, less risky portfolio; 
(ii) retaining some risks through joint reserves/
capital; and (iii) transferring the excess risks to 
the reinsurance and capital markets when it is 
the most cost-effective. The Pacific Catastrophe 
Risk Assessment and Financing Initiative total 
value of insurance coverage for the 2016/2017 
season for cyclones and earthquakes (including 
tsunamis) amounted to $38.2 million for its five 
participating countries (Vanuatu, Samoa, Tonga, 
Marshall Islands, and Cook Islands).

The way forward
Although public debt levels in Asia and the 
Pacific have increased in recent years, debt 
sustainability is still not a major concern because 
of the region’s steady economic growth. As a 
consequence, policymakers have room for more 
proactive fiscal policies, which should focus on 
enhancing the provision of public goods and 
services that contribute to increasing productivity 
and to providing an investment climate where the 
private sector can thrive. Policymakers should 
continue using prudent countercyclical fiscal 
policy and strengthening multiannual fiscal plans 
for medium-term planning tool.

42	 Developed	by	the	World	Bank	and	the	IMF,	the	Medium-Term	Debt	Management	Strategy	consists	of	a	methodology	and	associated	analytical	tool	
(AT)	to	facilitate	sound	debt	management.	The	framework	seeks	to	help	countries	develop	a	debt	management	strategy	that	explicitly	recognizes	the	
relative	costs	and	risks	of	alternative	financing	choices;	takes	into	account	the	linkages	with	other	key	macroeconomic	policies;	is	consistent	with	
maintaining	debt	sustainability;	and	facilitates	domestic	debt	market	development.

43	 India,	Ministry	of	Finance	(2015).	Debt Management for India.	Available	from	http://pibphoto.nic.in/documents/rlink/2016/jan/p20161102.pdf.
44	 Pakistan,	Ministry	of	Finance	(2015).	Medium Term Debt Management Strategy	(2015/6-2018-19).	Available	from	http://www.finance.gov.pk/

publications/mtds_2015.pdf.
45	 Armenia,	Ministry	of	Finance	(2016).	Medium-Term Expenditure Framework.	Available	from	http://minfin.am/en/page/medium-term_expenditure_

framewor/.
46	 “A	Medium	Term	Revenue	Strategy	is	a	high-level	road	map	of	the	tax	system	reform	over	4-6	years—its	policy,	administration,	and	legal	components.	

It	embodies	a	government’s	strategy	to	mobilize	resources	through	a	tax	system	that	can	finance	its	spending	needs	and	secure	macroeconomic	
sustainability,	while	reflecting	distributional	considerations	and	creating	appropriate	incentives	for	economic	and	social	development”.	See	
proceedings	of	the	Tax	Development	Conference	2017	for	more	details.	Available	at	https://www.taxcompact.net/itc-ati-tax-and-development-
conference-2017/conference.

47	 James,	D.	(2017).	Papua	New	Guinea	government	needs	a	revenue	strategy	says	Treasury	Secretary.	21	August.	Business	Advantage	PNG.	Available	
from	www.businessadvantagepng.com/papua-new-guinea-government-needs-a-revenue-strategy-says-treasury-secretary/.
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F. Addressing systemic issues 
The Addis Ababa Action Agenda commits to 
improve and enhance global economic governance 
and to arrive at a stronger, more coherent and 
more inclusive and representative international 
architecture for sustainable development (United 
Nations, 2015a, para. 103). The Agenda also 
emphasizes the need for sound regulation of 
financial markets to strengthen financial and 
economic stability (para. 104). The Agenda 
also commits to prevent and reduce the risk 
and impact of financial crises, to pursue sound 
macroeconomic policies that contribute to global 
stability, and to adopt macroprudential and, as 
appropriate, capital management measures when 
dealing with risks from large and volatile capital 
flows (para. 105). The Agenda also recommits 
to broadening and strengthening the voice 
and participation of developing countries in 
international economic decision-making and 
norm-setting and global economic governance 
(para. 106). 

Benefiting from the lessons learned during 
the 1997- 1998 Asian economic crisis, many 
emerging market economies in the Asia -Pacific 
region strengthened their economic and financial 
fundamentals and withstood the initial impacts 
of the 2007-2008 global financial crisis relatively 
well. However, in more recent years, new systemic 
risks have started to emerge, some as legacies 
of the countercyclical measures adopted during 
the crisis. A case in point is the accommodative 
monetary stances adopted by many Asia-Pacific 
developing countries after the global financial 
crisis. These policies have driven the cost of 
borrowing to historically low levels, which in some 
countries have led to rising private debts (figure 
14). In China, non-financial corporate debt, held 
largely by state-owned enterprises, is at a record 
high while shadow banking, including in wealth 
products, has emerged as a source of vulnerability. 
For other countries such as Indonesia, Malaysia 
or Thailand, the rise of household debt is also a 
potential risk for the overall economy. 

The ongoing normalization of monetary policy, 
including hikes in interest rates in the United States 

and other advanced economies, could also have 
negative impacts on household and corporate 
borrowings. Countries with high external debt 
or low levels of reserves, such as Malaysia, Lao 
People’s Democratic Republic, Pakistan or Sri 
Lanka are particularly vulnerable. Countries with 
currencies pegged directly to the United States 
dollar, such as Singapore and Hong Kong, China, 
would in principle be more prone to a negative 
impact. A particularly pernicious combination 
would be due to pressures on countries’ current 
account balances, pressures on exchange rates 
and pressures stemming from a credit slowdown 
due to sudden capital outflows.

Macroprudential measures offer policy makers 
a wide array of options to preserve financial 
stability. The stage of financial development is a 
key determinant in the choice between quantity 
and price based macroprudential policy measures 
(Baskaya and others, 2016). In countries where 
credit grows rapidly, measures to control credit 
booms are necessary. It has been argued that 
credit booms are associated with financial 
liberalization, buoyant economic growth, fixed 
exchange rate regimes, weak banking supervision 
and loose macroeconomic policies (IMF, 2012). 
Not all credit booms are bad, with only one-in-
three booms ending up in crises, but it is difficult 
to identify bad booms as they emerge. Unlike 
monetary and fiscal policies, macroprudential 
policies can be effective in containing booms and 
in limiting the consequences of busts (IMF, 2012). 

For countries more exposed to capital flow 
volatility, the economy can also be cushioned 
from the negative impact of capital flow volatility 
on exchange rate by developing early warning 
indicators to determine which capital flows 
matter most to exchange rate.48 In addition, 
macroprudential tools targeting demand for 
credit, or borrower-based measures, and domestic 
measures are successful in containing real credit 
growth whereas tools affecting the supply of 
credit, or financial-institutions-based measures, 
are effective in reducing sensitivity of credit 
growth to cross-border capital flows (Fendoğlu, 
2017). In a similar vein, macroprudential policies 

48	 Gyntelberg	and	others	(2018),	for	example,	show	that	stock	market-related	order	flow	helps	explain	observed	exchange	rate	volatility.
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decrease the sensitivity of domestic loan growth 
to capital flow cycle, both total loans and foreign 
currency loans (Baskaya and others, 2016). Finally, 
it has been shown that changes in United States 
monetary policy affect the run-like dynamics 
in bond flows to and from emerging market 
economies, and that the strength of such effects 
could have increased since 2013 (Ramos-Francia 
and García-Verdú, 2016).

Strengthened macroprudential regulation is 
also urgently needed to effectively manage the 
sweeping rise of fintech in Asia and the Pacific, 
mentioned in Section B.3 of this report. Fintech 
is likely to have far-reaching consequences for 
countries’ financial sectors. While these new forms 
of financial intermediation enhance the supply 
and demand for credit through online platforms 
such as crowdfunding, cryptocurrencies or peer-
to-peer consumer and business lending, among 
others, they are outside the coverage of banking 
regulations and central banks’ supervision, and 
have the potential to disrupt financial stability. 
In addition, there have been concerns that 
cryptocurrencies facilitate criminal activity, fraud 
and tax evasion.

Policy actions during 2016-2017
A number of countries in the region have already 
introduced measures to curb excessive credit 
growth, increase asset quality and tighten 
mortgage rules in lending. For example, China 
introduced measures to curb excessive credit 
growth, especially non-bank credit, and to reduce 
debt held by state-owned enterprises. Moreover, 
China has recently established a new committee 
on financial stability and development, to enhance 
coordination in financial oversight between the 
central bank and the banking, securities and 
insurance sector regulators. India, which had 
strengthened bank asset quality standards, 
announced a major capital injection plan for 
bad-loan provisioning; its central bank is also 
proposing a new public credit registry. Both 
China and the Republic of Korea have tightened 
mortgage rules in 2017, especially against 
multiple homeowners. In the Republic of Korea, 
the Financial Services Commission is set to 
gradually introduce tougher rules for home-
backed lending, and has lowered the maximum 
legal lending rate to 24 per cent from next year 

Figure 14. Private non-financial sector debt as percentage of GDP, 2010-2017 
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to help ease financial burdens for borrowers.49 

Similarly, the Bank of Thailand has tightened rules 
governing credit cards and personal loans to curb 
overspending and household debt, including a 
cut in the ceiling interest rate charged on credit 
cards to 18 per cent.

In the case of fintech, countries have started 
examining closely and regulating it, especially 
cryptocurrencies. Broadly, two approaches have 
been adopted. On the one hand, countries such as 
China have become increasingly restrictive. Amid 
worries of financial scams and money-laundering 
activities, it also began to tighten its grip on 
Bitcoins by banning companies from making initial 
coin offerings and in September 2017 resulted 
to closure of some bitcoin exchanges. Similarly, 
Bank Negara Malaysia (BNM, the central bank) 
has reiterated its position that cryptocurrencies 
were not legally accepted payment methods in 
the country and issued draft regulations with 
the twin aims of preserving a stable financial 
system and thwarting criminal activity linked to 
cryptocurrencies.

The way forward
The current macroeconomic context should 
be closely monitored by policymakers. Given 
vulnerabilities being built in some financial 
sectors of Asia-Pacific, notably corporate and 
household debt, macroprudential measures 
should be stepped up, especially in areas where 
regulation is weak or non-existent. This may 
require a complex exercise of tailoring regulation 
to countries’ specific circumstances.

G. Science, technology, innovation and 
capacity building

In a major expansion and advance of the 
Monterrey agenda, the Addis Ababa Action Agenda 
introduced a chapter on science, technology 
and innovation as well as capacity building. 
The Agenda stresses the importance of public 
policies and finance to spur innovation and calls 
on countries to consider setting up diversified 
innovation funds (United Nations, 2015a, para. 
116 and 118). It puts capacity building at the 
core of the agenda, including in such areas as 
public finance and administration, social and 
gender responsive budgeting, mortgage finance, 
financial regulation and supervision, agriculture 
productivity, fisheries, debt management, climate 
services, including planning and management 
for both adaptation and mitigation purposes, 
and water and sanitation related activities and 
programmes (para. 115).

Asia and the Pacific is home to both some of the 
most innovative and technologically advanced 
economies and some of the most technologically 
deprived. As shown in figure 15, gross domestic 
expenditures in research and development as 
percentage of GDP, an important gauge of science, 
technology and innovation, differs markedly 
across countries. Of the 28 countries for which 
data are available, only five countries in the region 
– Australia, China, Japan, Republic of Korea and 
Singapore – spend 2 per cent or more of the 
GDP in research and development. On the other 
end of the spectrum, half of the countries spend 
0.25 per cent or less of GDP. This group includes 
least developed countries such as Cambodia and 
Lao Peoples’ Democratic Republic, landlocked 
developing countries such as Armenia, Azerbaijan, 
Mongolia, Kazakhstan, Kyrgyzstan, Uzbekistan 
and Tajikistan, and developing countries such as 
Indonesia, Pakistan, Philippines and Sri Lanka. 

49	 	By	law,	private	lenders	can	charge	27.9	per	cent	interest	rate	per	annum,	but	the	ceiling	is	often	disregarded	(Choi	Jong-ku,	2017).

40 Financing For development in asia and the paciFic
highlights in the context of the addis ababa action agenda



Figure 15. Gross domestic expenditure on research and development as percentage of GDP, Asia and 
the Pacific, 2015 or latest
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Figure 16. Fixed-broadband subscriptions per 100 inhabitants in ESCAP member countries, 2016
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The development of science, technology and 
innovation requires infrastructure, particularly 
information and communication technology 
(ICT). However, the availability of this critical 
infrastructure across the region is very 
uneven. Figure 16 shows that broadband 
subscriptions in advanced economies such 
as Australia; Hong Kong, China; Japan; New 
Zealand and the Republic of Korea exceeds 
30 per cent of the population, compared to 
an average of just 2.1 per cent for the region’s 
least developed countries. 

With regards to the financing of science, 
technology and innovation, most research and 
development take place in the private sector and 
are funded from internal sources. Although some 
of these activities can have a positive impact on 
sustainable development, their main objective is 
profit. Governments can also undertake research, 
development and innovation activities or fund such 
activities both through direct mechanisms such 
as research grants or government procurement 
and through indirect mechanisms such as tax 
incentives. Fiscal incentives are a popular policy 
tool to incentivize research and development 
because they give firms more choice over the 
projects and types of research and development 
on which they can work, as opposed to direct 
funding, which is typically intended for specific 
projects. 

In contrast to research and development, funding 
for other kinds of science, technology and 
innovation projects, whether private or public, 
often comes from external sources, such as 
governments, donors, philanthropists and venture 
capitalists. These funders have a critical role 
to play in advancing science, technology and 
innovation, both in dealing with market failures 
and acting as market makers and in ensuring 
an integrated approach to science, technology 

and innovation investment for sustainable 
development. For the latter, they can set criteria 
and incentives for investments that create not 
only economic but also environmental and social 
values. 

Policy actions during 2016-2017
Frontier technology, especially artificial 
intelligence, is receiving more and more attention 
in the region. Several countries in the region 
are in a leading group of countries investing in 
frontier technologies. In 2017, China published a 
comprehensive artificial intelligence development 
policy with a goal to make the country “the front-
runner and global innovation centre in artificial 
intelligence” by 2030.50 Under the overarching 
framework of “indigenous innovation”, China is 
stepping up financial support for major projects 
of its “Made in China 2025” strategy.51

Republic of Korea ranked first globally in robot 
density in manufacturing (UNCTAD, 2017, p. 
49). The Ministry of Science, ICT and Future 
Planning of the Republic of Korea has laid out 
the “Artificial Intelligence Information Industry 
Development Strategy”, which aims to strengthen 
the foundation for artificial intelligence growth. 
In 2016, the government also published their 
“Intelligence Information Society 4th Industrial 
Revolution Medium- to Long-term Comprehensive 
Response Plan”.52

Japan’s Artificial Intelligence Technology Strategy 
Council was launched by Prime Minister Abe in 
April 2016. The Council subsequently developed 
the Artificial Intelligence Technology Strategy, 
which was published in 2017. The strategy 
outlines some of the priority areas for Japan 
in the areas of artificial intelligence research 
and development, and promotes collaboration 
between relevant government agencies, industry 
and academia to further artificial intelligence 
research.53

50	 See	www.gov.cn/zhengce/content/2017-07/20/content_5211996.htm	(in	Chinese).
51	 http://english.gov.cn/2016special/madeinchina2025/.
52	 Ministry	of	Science	and	ICT	(2017).	Newsletter	No.25.	Available	from	http://english.msip.go.kr/english/msipContents/contentsView.

do?cateId=msse44&artId=1325782.
53	 The	Japan’s	Artificial	Intelligence	Technology	Strategy	is	available	from	www.nedo.go.jp/content/100865202.pdf.
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In Singapore, government is taking a proactive 
stance to prepare its citizens for the impacts 
brought by technology. It offers adults personal 
accounts which they can use to buy training, and 
tax incentives to encourage firms to invest more 
in their lower paid workers.

With regards to the use of fiscal incentives for 
research and development, Malaysia introduced 
a 200 per cent deduction (or double deduction) 
to strengthen national capability in research and 
development and innovation by encouraging 
companies to carry out research and development 
activities (Ernst & Young, 2017). 

In terms of international cooperation in science, 
technology and innovation development at 
the global level, the Technology Facilitation 
Mechanism established under Addis Ababa 
Action Agenda and the Technology Bank are still 
at their nascent development stages, and their 
impacts on science, technology and innovation 
development in the region remain to be seen. At 
the subregioal level, the Asia-Pacific Economic 
Cooperation (APEC) Policy Partnership on 
Science, Technology and Innovation was formed 
in 2012 to support the development of science 
and technology cooperation as well as effective 
science, technology, and innovation policy 
recommendations in APEC through collaboration 
between government, academia, private 
sector and other APEC fora. The South Asian 
Association for Regional Cooperation (SAARC) 
also has a technical committee on science and 
technology that has undertaken activities such 
as seminars, workshops, meetings of experts, 
training programmes and joint research projects. 
In ASEAN, a series of science and technology 
plans of action have been developed since the 
ASEAN Committee on Science and Technology 
was established in 1978.

All in all, current intergovernmental science, 
technology and innovation cooperation in Asia 
and the Pacific is largely disjointed and ad hoc. 
While the Information and Communications 
Technology & Science, Technology and Innovation 
Committee under the auspices of ESCAP provides 
an important solution,54 regional science, 
technology and innovation forums would provide 
additional avenue of South-South and triangular 
cooperation in science, technology and innovation 
development. In this respect, a regional forum on 
establishing and managing science, technology 
and innovation parks was organized on 27-29 
November 2017,55 which can be regarded as the 
first step towards fully-fledged regular regional 
science, technology and innovation forums.

The way forward
This brief overview reveals that countries in Asia 
and the Pacific differ from each other in terms of 
resources for investing in science, technology and 
innovation and ICT infrastructure. While advanced 
countries are accelerating their progress in 
science, technology and innovation, including in 
frontier technology such as artificial intelligence, 
some developing countries, especially least 
developed countries, are in risk of being left further 
behind. To support least developed countries and 
small economies overcome their constraints in 
developing science, technology and innovation, it 
is necessary to deepen international cooperation. 
For that purpose, regional intergovernmental 
meetings and forums on science, technology 
and innovation could provide useful platforms 
to share experiences and identify challenges 
and solutions for developing countries to take 
advantage of technological advances. 

54	 The	inaugural	Committee	on	Information	and	Communications	Technology	&	Science,	Technology	and	Innovation	was	held	in	Bangkok	on	5-7	October	
2016.	See	www.unescap.org/committee/committee-information-and-communications-technology-science-technology-and-innovation.	

55	 Available	from	www.unescap.org/events/asia-pacific-forum-science-and-technology-park.
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