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PREFACE

are in a stronger position to help not only themselves but also others to smooth the impact of the crises and
strengthen regional solidarity. The converging crises could be turned into an opportunity to jump-start a regional
reorientation towards a more inclusive and sustainable development path.

Asia and the Pacific as a crisis-prone region…

During the first part of the year, crude oil prices soared to historical record levels and food commodity prices
increased to the highest levels in over 20 years, causing alarm across the developing countries of the Asia-Pacific
region because of the disproportionate impact of these increases on the poor. The impact was particularly severe
in this region, where the price of main staple food, rice, increased by a staggering 150% in only four months. As
the second half of the year unfolded and commodity prices started to retreat from their peaks, financial turbulence
that had remained largely confined to the United States subprime market took a dramatic turn for the worse,
turning into a full-fledged global financial crisis and setting in motion the most severe economic downturn of the
world economy in post-war history. By early September, it was clear that, for the second time in a decade, the
region would be hit by a financial crisis and that the crisis would be particularly damaging in view of the region’s
heavy reliance on exports to industrial countries for growth. A total of 24 million people are in danger of losing
their jobs, with women and youth – who make up a large share of the manufacturing workforce – disproportion-
ately affected, and this is aggravated by an increase in the number of undernourished to 583 million in 2007 (from
542 million in 2003-2005). A worsening of the state of poverty and hunger in the region is now impossible to
avoid.

In 2008, yet a third global crisis loomed on the horizon – a stealthier but potentially more virulent one than the first
two: climate change calamities. Natural disasters, often associated with climate change stresses and lower
tolerance to increased heat in lower latitudes of this region, struck with intensity in 2008. The number of deaths in
Asia and the Pacific in 2008 reached 232,500 persons, accounting for a staggering 97.5% of such fatalities
worldwide. One of the deadliest storms ever to occur in the North Indian Ocean Basin, Cyclone Nargis, made
landfall in Myanmar’s Ayeyarwady Delta on 2 May 2008 and left a heart-wrenching trail of death and destruction –
84,500 people dead and 53,000 missing. Australia’s “big dry”, the worst drought in more than 100 years, entered
its seventh year with fires – believed to be the worst in its history – causing widespread devastation and hundreds
of deaths in the south-eastern part of the country. Natural disasters tore apart communities at the opposite ends
of the development spectrum, just as the origin of financial crises showed that they no longer fit into easy
developed- versus developing-country classifications.

…yet, its developing countries show remarkable resilience to the financial crisis

Developing countries in the region have shown that they are better prepared for a financial crisis. Over the past
decade, their regulatory reforms in the financial sector, combined with cautious macroeconomic management
policies, have improved current account balances, fiscal deficits and other macroeconomic shortcomings and built
a protective shield of foreign exchange reserves. To a large extent, therefore, the region possesses the resilience
to withstand the worst of the deleveraging process that caused the global financial system to spiral downwards,
leaving no financial institution unaffected.

Export growth in 2008 remained strong until the third quarter, buoyed by weakening currencies and relatively
robust external demand. The developing countries of the region managed to maintain an average growth rate of
5.8%, as compared with –0.4% in Asia-Pacific developed economies. The region continued on its long-term
development path, which is predicated on an outward-oriented and export-led development paradigm that enabled

In 2008, three global crises converged to threaten development in the Asia-Pacific
region, bringing to the fore particularly testing challenges for policymakers – a Great
Recession in developed countries, food and fuel price volatility and climate change
calamities. The Economic and Social Survey of Asia and the Pacific 2009 analyses these
threats and outlines ways in which economies in the region can move forward in unison
from crisis resilience to crisis resistance. It concludes that some countries in the region
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it to attain astounding progress and remarkable transformations over the past two decades. In 2009, the region’s
developing countries are expected to grow at 3.6%, which – compared with growth of –2.0% in the world’s major
developed countries – further highlights the region’s resilience to the crises. This comparatively high growth,
coupled with the large aggregate size of the region’s economies, could result in the Asia-Pacific region being the
locus of any global growth that may take place in 2009.

Of course, not all countries exhibited this resilience. Some countries have been more exposed than others to
short-term financial flows, and their currencies have suffered from the retreat of those flows from the region in the
last quarter of 2008. Other countries have substantially less fiscal space to implement necessary expansionary
fiscal policies. Nevertheless, major developing countries in the region were in a stronger position, which presents
them with an opportunity to renew partnerships among themselves and with developed countries to bridge equity
divides and contribute to strengthened regional solidarity.

…but major vulnerabilities remain

Resilience notwithstanding, this is no time for complacency. The crisis-prone nature of the region has brought to
the fore vulnerabilities that need to be carefully tracked and for which forward planning and policy action will be
essential.

Paradoxically, some of the region’s vulnerabilities are the very reasons for its success. The fact that the region is
more integrated through finance, trade, investment, technology, transport and knowledge with the rest of the world
than with itself has allowed it to benefit for decades from export-led growth. But these linkages are also channels
through which global instabilities and economic recession are transmitted to the region.

Trade – once the engine of growth in the region – moved from double-digit growth to double-digit declines in
some economies during the fourth quarter of 2008, and fresh evidence indicates that the worst is yet to come. As
the economic outlook continues to darken at the global level, the tried and true recourse that mitigated the
economic crisis in 1998 – boosting exports – has lost its effectiveness. Although intraregional trade has grown
dynamically over the last decade, its cushioning effects are stymied by the fact that it consisted largely of trade in
parts and components in the manufacturing sector that are, in turn, linked to demand for final consumer products
in recession-hit developed countries. Economies with enterprises that are most directly linked through vertically
integrated production networks supplying the United States and European Union markets – such as China, the
Republic of Korea, Singapore, Thailand, and Hong Kong, China – are those experiencing the strongest downward
pressure on economic growth. Another worrisome signal on the trade front is the growing protectionist pressure in
recession-hit countries, where domestic sourcing of inputs is given preferential treatment over imports – often as
conditionalities imposed on bailout packages – could distort market-entry conditions for exports from Asia-Pacific
countries. Furthermore, declining – or at best sluggish – exports will keep exchange rates in the region under
pressure, with a marked possibility of further devaluations both among currencies within the region and vis-�-vis
the currencies of main trading partners outside the region, in an effort to enhance export competitiveness. If
conducted in an uncoordinated manner, devaluation could lead to unnecessary losses in foreign exchange
earnings across the region and increased debt burdens.

An area of immediate concern for the region is the significant share of foreign portfolio capital in external financial
liabilities in some economies of the region. At a time of generalized international risk aversion in which flights to
safety have low-threshold triggers, defending excessive currency depreciation due to the exit of short-term portfolio
capital can reduce the amount of reserves available to cover external short-term debt repayments and current
account deficits. It is clear that access to a greater pool of reserves than is normally adequate is now needed to
reassure investors and it can in turn serve to reduce the extent of net capital outflows.

A further concern is that, when economic growth resumes its long-term trend, it could cause a return of the sharp
increases in commodity prices experienced in recent years. This is highly likely because imbalances between fast-
rising demand and sluggish supply responses have yet to be resolved. The risk of recurring commodity price
rises may be exacerbated by the massive liquidity created for stimulus programmes, which may find its way into
commodity futures markets once again, adding volatility to the expected increasing price trend. Furthermore, the
current low agricultural prices are reducing incentives for farmers to invest for the long-term, perpetuating the
neglect of agriculture and making it more difficult to reverse. Further compounding the risks to future agricultural
production are the changes in temperatures and rain patterns that climate change will bring. For all these reasons,
threats to food security resembling those of recent years loom large and will intensify in the medium to long term.
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A major concern in the region is that the coverage of basic social protection programmes is very low: only 30% of
the elderly receive pensions; and only 20% of the unemployed and underemployed have access to labour market
programmes, such as unemployment benefits, training or public works programmes, including work-for-food
programmes. In addition, only 20% of the population has access to health-care assistance. In fact, Asia and the
Pacific has the highest out-of-pocket health-care expenditures in the world.

While progress was made in the aftermath of the 1997 financial crisis, this issue moved off the radar of
policymakers, as resumed economic growth generated new jobs and business opportunities, lifting millions out of
poverty. At the same time, inequality worsened in all countries.

The vulnerabilities facing the region underline the risk that the convergence of the three crises – a triple threat –
could bring compounding effects that would superimpose new layers of crises. With the list of distressed
institutions and people growing – be it ailing banks, strategic industries, the growing ranks of the unemployed in
urban areas or farmers unprepared for commodity price shocks – it is certain that any complacency on the part of
policymakers will see the increased ranks of the poor put substantial pressure on social cohesiveness. Increased
poverty amid great inequality will be a combustible combination. As the late Indira Gandhi prophetically warned
four decades ago, at the twenty-third session of the General Assembly:

“The chasm between the rich and poor nations, which is already a source of tension and
bitterness in the world, is not decreasing but growing…It is natural that we in the developing
countries should be more aware of the peril than those who live in the affluent countries. The
peril is on our doorstep, but it is not too far from theirs”.

There is thus a significant risk that developed country recession may evolve into a deeper and wider regional
crisis that will bring with it political instability, widespread social unrest, further downward pressures on economic
growth, rising unemployment, and a new cycle of crises, both within and among countries.

…and yet, the triple crisis could be turned into an opportunity to address policy gaps and
reorient the development paradigm

While the Asia-Pacific region emerges with economic performance indicators that are showing resilience, its
increasing vulnerability to crises brings to the fore a number of policy challenges. Impacts of the crises varied
among subregions, as did coping mechanisms, and even though there are a number countries that could take
action alone to overcome the worst of the crisis, the global scope common to all three crises underlines the need
for policy coordination:  Cooperation among countries to enhance mutually reinforcing synergies in policy
interventions, evolving long-term planning perspectives, identifying best practices, exchanging ideas about which
policies work best in different contexts – all are clearly needed. Working together, as a region, towards the
common goal of improving the livelihoods of their people in difficult circumstances will also motivate individual
countries to persist in the implementation of new and challenging policy agendas, which would be difficult to do in
isolation.

At a time when the convergence of three crises threatens development in the Asia-Pacific region, there is a need
for comprehensive responses that balance economic, social and environmental considerations, for partial re-
sponses will only provide a temporary respite until a new major crisis hits the region. The Survey proposes a
number of crisis-specific and comprehensive policy actions, which are highlighted below, in which regional
cooperation can be boosted.

Asia-Pacific role in reforming the multilateral system of economic governance

The reform of the global financial architecture is currently under intense debate and should remain at the top of
the international policy agenda for some time to come. Commensurate with its rising contribution to global
economic prosperity, the Asia-Pacific region should have an increasingly influential voice in shaping the future
multilateral system of governance. Rules reducing frictions in trade, albeit imperfect, have been in the making for
70 years. In contrast, financial regulation has remained to a large extent nationalized despite the integrated nature
of financial markets and the increasing frequency and costs of crises. To cite but one example: international
coordination of monetary, financial and fiscal policies could prevent excessive liquidity build-up in international
financial markets, which might otherwise find an outlet in speculation on commodity markets.
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A world finance mechanism, either through reform of the current architecture, or through the creation of a new
organization that balances efficient decision-making with global representation, through a variable geometry
configuration of decision-making and consensus building, is certainly needed. The time to act is now, and through
a more effective use of existing regional platforms, Governments and their partners in Asia-Pacific countries can
debate the policy options, sharpen their focus and build political consensus around the multilateral reforms
needed. It is clear that, in the coming years, much more work will be needed towards creating a more stable,
inclusive and sustainable system of economic governance at the multilateral level.

On the trade front, there is a need to ensure that WTO rules and principles, including a conclusion of the Doha
Round of negotiations, are upheld in the service of development. With export opportunities for the region rapidly
declining and protectionist pressures rising as recession-hit economies scramble to support ailing domestic
industries, a strengthening of the multilateral trading system is called for, as this system can offer the most stable,
predictable and transparent environment in which to conduct global and regional trade for development.

Prioritization of regional macroeconomic cooperation

At the regional level, a largely neglected debate concerns the formulation of effective and coordinated macroeco-
nomic policies to move the region from crisis-resilience to crisis-resistance.  Coordinated monetary and fiscal
responses have greater credibility and help shore up confidence while enhancing regional and global multiplier
effects. Furthermore, coordinated responses will enable countries to institute measures to “insulate themselves
from regulatory and macroeconomic failures in systemically significant countries”, as recommended by the
Commission of Experts of the President of the United Nations General Assembly on Reforms of the International
Monetary and Financial System in January 2009. Exchange rate coordination would benefit from the establishment
of more coordinated and durable regional arrangements, as would the closely related challenge of managing
vulnerability to reversals in short-term capital flows.

Of equal concern for Asia and the Pacific is the need to establish a regional contingency plan to respond quickly
to the liquidity and capitalization problems of domestic banks. However, this would require the accelerated
establishment of a regional surveillance system that focuses on emerging risks.

The curtailment of trade has been exacerbated by the lack of trade credit. Somewhat anomalously for this trade-
oriented region, it is the only one that does not have a regional institution specifically dedicated to export credit
and export credit guarantees. A regional trade financing facility would enable risk pooling across countries and
scale economies, and would be more credible than isolated national initiatives, thus offering countries with special
needs, in particular, greater access to international finance. There should be an accelerated process of analysis
and dialogue in order to establish such a facility. The announcement by the Government of Japan that a $1 billion
fund would be set up through the Japan Bank for International Cooperation (JBIC) in collaboration inter alia, with
ADB is an important step in the right direction.

Addressing food security and sustainable agriculture

In order to reduce the likelihood that commodity price crises will occur in the future, it is important to promote
energy efficiency and investment in renewable sources of energy. Securing energy supplies and speeding up the
transition to a low-carbon energy system calls for decisive action by governments at the national and local levels
to encourage households and businesses to economize their use of fuel and energy suppliers to invest in
developing and commercializing low-carbon technologies. Appropriate financial incentives and regulatory frame-
works are needed to support both goals.

The state of deprivation of smallholder farmers needs to be addressed in order to improve the food supply
response, reduce poverty and make growth more inclusive. To achieve these objectives in a sustainable manner,
increased public investments, particularly through the fiscal stimulus packages being designed or already under
implementation, are needed. Of key concern is the need to alleviate conditions for small farmers throughout the
supply chain – at the farm level and in production infrastructure, access to markets and processing.

Biofuels have proven to be double edged. Biofuel guidelines and safeguards that minimize adverse impacts on
global food security and the environment will be needed at the global level. A regional preparatory and policy
coordination process would be important to ensure that region-specific challenges are adequately addressed at
the global level.
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Building the social foundations for more resilient societies

The rapid economic growth that the region has experienced over the last few decades is creating the means to
make definitive progress in eradicating poverty and hunger, but reaching such goals calls for the implementation
of effective social protection systems. As the current crisis weaves its way through the fabric of society, social
protection should build strong social foundations that will make societies more crisis resilient.  Furthermore, by
providing a basic level of income support, protection schemes make individuals feel more secure and less
inclined to increase their savings to protect themselves from possible income losses in times of crisis, thereby
contributing to domestic demand and macroeconomic stability. The provision of social protection thus makes for
good economics. These systems however, should be put in place as part of an overall long term strategy of
building resilient social foundations rather than being ad hoc crisis-driven initiatives.  The objective of enhancing
social protection as a means of strengthening the social foundation for a more inclusive society should thus be
included as part of a framework for a new future development paradigm for the region.

Mitigating and adapting to climate change

Although policy attention is focused on fighting the economic crisis and political commitment on climate change
may be fading, there is not necessarily a contradiction between these two policy objectives. The Global Green
New Deal promoted by the Secretary-General is based on the premise that investing in the green economy can
both generate millions of jobs and start addressing the challenges associated with reducing carbon dependency,
protecting ecosystems and preserving water resources. Initiatives such as this require a drastic change in the
“grow first and clean up later” attitude towards climate change, and that must be done through behavioural
change because, if the burdens of climate change mitigation and adaptation are foisted on future generations, the
cost will be prohibitively high. Cooperation among developing countries in the region to develop more practical
and affordable climate-friendly technologies in energy efficiency, renewable energy and carbon capture and
storage is another area with untapped potential.

Evolving appropriate financial incentives and regulatory frameworks on a regional cooperative basis would help to
secure energy supplies and speed up the transition to a low-carbon energy system to encourage (a) households
and businesses to economize their use of fuel and (b) energy suppliers to invest in developing and commercializ-
ing low-carbon technologies. Further development and implementation of the ESCAP framework on renewable and
sustainable energy should be given priority, while the region should,  play a more influential role in the multilateral
process of climate change negotiations.

Boosting regional cooperation through an Asia-Pacific framework for inclusive and sustain-
able growth and development

The recommendations highlighted above have complex and, in many ways, novel linkages with each other. The
scale of the economic crisis and related challenges is such that Governments will be required – and many have
already started – to put in place public expenditure programmes on a much larger scale and with a much longer
reach than in the past. However, boosting public expenditure to jump-start battered economies is only part of the
response; it is more important for Governments to use this opportunity to jump-start a reorientation of the
development paradigm towards more inclusive and sustainable economic growth.

Serving as a knowledge-based hub, ESCAP can be a forum for exploring policy options and forging a consensus
on regional cooperation and policy coordination. Building on the work of the secretariat of ESCAP – notably, its
leadership in promoting low-carbon green growth, the 2008 theme study on energy security and sustainable
development in Asia and the Pacific and the Bali Outcome Document and subsequent policy analyses – a
consultative process involving key policy- and decision makers could be started, in partnership with interested
stakeholders, with the goal of devising a framework that will guide future policy planning towards a regional
development paradigm that rebalances economic, social and environmental systems. A new priority needs to be
given to government as a planner of development while also ensuring that comprehensiveness is the key principle
that guides this framework, for partial frameworks can create potential inconsistencies by which the pursuit of one
goal is detrimental to another. The consensus reached at the regional level can then provide a building block for a
truly inclusive multilateral system of economic governance.
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In conclusion, the costs and risks inherent in market failures and the decades-long neglect of the traditional
capabilities of government have proven too brutal. The convergence of crises could be turned into an opportunity
to move the regional policy agenda towards a more stable, inclusive and sustainable process of economic growth
that will preserve the progress of the past and enable it to continue into the future. The time to act is now, and in
unison, for the peace and security of all the peoples of the United Nations.
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