
1

CHAPTER 1.  THE RETURN OF THE FINANCIAL CRISIS

ESCAP photo



ECONOMIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2009

2

The international community should earnestly draw les-
sons from the ongoing financial crisis and...undertake
necessary reform of the international financial
system...with a view to establishing a new international
financial order that is fair, just, inclusive and orderly and
fostering an institutional environment conducive to
sound global economic development.

Hu Jintao
President of China”

“
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CHAPTER 1.  THE RETURN OF THE FINANCIAL CRISIS

Asia-Pacific economies have been hit once again
by a financial crisis. On 15 September 2008, the

American investment bank Lehman Brothers collapsed,
triggering an extraordinary downward spiral in confi-
dence and financial turmoil. It was also the day when
the crisis truly hit Asia-Pacific shores, spreading be-
yond its equity markets and posing the greatest threat
to the region’s development since the Asian financial
crisis of 1997.

Many of the policy failures blamed on the region in
1997 were seen once again in the United States and
Europe, albeit to varying degrees – lax supervision of
financial systems, excessive credit creation and the
build-up of asset bubbles. This time, the Asia-Pacific
region is better prepared for currency and balance-of-
payment crises than it was a decade ago, having
improved current account balances and built up a
protective shield of foreign-exchange reserves. Notwith-
standing this resilience, the improvements have not
been enough to prevent severe domestic impacts.

The crisis has worked its way through the Asia-Pacific
region and has had deep repercussions on financial
systems and real economies.  Policymakers are now
faced with the task of identifying vulnerabilities and
finding ways in which the region’s sources of resil-
ience, built up from its experience with the 1997 crisis,
can resist shocks in the future.

CHAPTER 1. THE RETURN OF THE
FINANCIAL CRISIS: MANAGING,
VULNERABILITIES AND DEEPENING
REGIONAL COOPERATION

and relative stability in the current crisis, especially
when compared with previous crises. However, the
region’s integration with the global economy through
finance, trade and investment has revealed potential
vulnerabilities that will need to be tracked closely
during the crisis. No country can address this threat to
development on its own. What is needed are policies
that enhance regional coordination and will enable the
Asia-Pacific region to be crisis-resistant.

Impact of the crisis
on Asia-Pacific

Decline in domestic demand and
exports

Half a year after the eruption of the global financial
crisis, the region is feeling several effects. The finan-
cial sector is under stress, and while the likelihood of
a global financial meltdown has been skirted through
aggressive policies, the decimation of financial wealth
has exerted significant downward pressures on aggre-
gate demand and the growth prospects of the region,
with the attendant social consequences still unfolding.

Equity market declines impact domestic
demand

Equity markets in developing countries around the
world have suffered large declines in value since mid-
September 2008, reflecting a global credit crunch and
a worldwide flight to safety among investors. The
global credit crunch, measured by the price of credit,
has been far greater than at the peak of the 1997
crisis (figure 1.1), with the result that global investors
have been forced to pull their funds out of emerging
markets to fund internal operations. The dramatic in-

The global credit crunch has
been far greater than at the

peak of the 1997 crisis

Despite the downward pressures on equity markets,
corporate profits and aggregate domestic demand, the
financial markets have shown an inherent resilience
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Figure 1.1. Spread of 3-month LIBOR to 3-month United States Treasury bill rate, 1995-2008
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Sources: CEIC Data Company Ltd., and British Banker’s Association.

1 Based on data for China, Indonesia, Malaysia, the Phil-
ippines, the Republic of Korea and Thailand (Asia Bonds
Online, 2008).

crease in the price of credit in late 2008 stemmed
from the unwillingness of banks to lend, as seen from
the markup of credit prices as compared with the risk-
free interest rate proxied by that of United States
Treasury bills.

This led to sharp declines (figure 1.2) in the region’s
equity markets. In the past, foreign and domestic
investors had, thanks to high global liquidity, acquired
an increasing presence in local equity markets, which
in turn led to a large run-up in prices. Nevertheless,
when compared with emerging markets in other parts
of the world (figure 1.3), the losses in Asia and the
Pacific were less, reflecting lower investor concerns
about the prospects for Asia and the Pacific as a
whole. Bond market declines in Asia, while substantial,
were also lower than those in Eastern Europe and
Latin America, as evidenced by corporate bond
spreads, reflecting varying perceptions of sovereign
risk (World Bank, 2008a).

Furthermore, as of end-December 2008, equity markets
had fallen less than in the 1997 crisis (figure 1.4),
although the current crisis may still not have reached
its nadir and there may be a further fall for equity
markets. A comparison of the movement from peak to
trough in 1997/98 with the present path of equity
market decline reveals a similar trend.  Thailand,
Singapore, Indonesia and Taiwan Province of China, all
of which were affected by the 1997 crisis, have experi-
enced faster falls in their markets in the current crisis
than in 1997/98 (figure 1.5). This is due to the sheer

magnitude of the current crisis, but also the higher
exposure of these Asia-Pacific economies to foreign
investors in relation to other economies of the region.

These declines are expected to cause a number of
effects that will dampen domestic demand, especially
declining personal consumption and corporate invest-
ments. Although equity market investments constitute a
small portion of household wealth, and equity financing
makes up a relatively small portion of corporate invest-
ment in Asia and the Pacific as compared with devel-
oped countries, the declines will affect the more ad-
vanced economies of the region, such as the Republic
of Korea, Singapore and Hong Kong, China. In these
economies, about 36% of financing is equity-based, with
the remainder coming from bonds and bank credit.1

Declines in property markets to further
dampen domestic demand

Another dampening effect on domestic demand will
come from the downturn in property prices. While
equities were the first asset class to experience large
declines in late 2008, property markets followed suit
and can be expected to continue to fall, both as a
consequence and a cause of the unfolding crisis. As
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Figure 1.3. Performance of regional emerging markets equities indices, 15 September 2008 –
9 January 2009

Eastern Europe

Middle East and Africa

Latin America

Asia

-60% -50% -40% -30% -20% -10% 0%

Per cent decline

Source: ESCAP calculations based on data from MSCI Barra.

Figure 1.2. Equity markets for selected developing ESCAP economies, 2006-2008
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Figure 1.4. Peak-to-trough equity market fall, decline from peak to trough in 1997/98 and peak to end-
December 2008 in 2007/08
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Source: ESCAP calculations based on data from CEIC Data Company Limited.

Notes: Declines for 1997/98 crisis measure major stock market index falling from the peak to the trough during that period. Declines for recent
crisis measure the corresponding movement from the recent peak to December 2008.

region than in developed countries. Home loans repre-
sented only 12% of GDP in China and 5% in India,
whereas in the United States the ratio is 105% (Reuters,
2008). There is a danger of a significant increase in
non-performing loans held by banks due to the inability
of real estate companies to repay their loans.

Private consumption will also be affected by the fall   in
property prices, particularly in more advanced econo-
mies in the region, where property assets account for a
more significant portion of household wealth, such as
in the Republic of Korea, Singapore and Hong Kong,
China. In less advanced economies, the consumption
of the middle-income population, for whom property
asset holdings have grown rapidly in recent years –
notably in China and India – will also be curtailed.

Reduced bank lending: the most signifi-
cant factor curtailing corporate activity
and domestic demand

Restrained bank lending is currently the greatest ob-
stacle to the region’s ability to grow out of the crisis.
The concern here is the effect it is having on corpo-
rate investment because an ailing corporate sector in
a climate of slowing domestic growth could add a
new layer of financial stress to the crisis-hit banking

Pe
r 
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nt

The degree of bank lending
to the property sector is a

significant concern

with equity markets, foreign capital had also played an
important role in property markets in some countries
and contributed to large property price rises. At the
time of its bankruptcy, Lehman Brothers had $1 billion
invested in real estate in Thailand and a similar amount
in Hong Kong, China (Financial Times, 2008). House
price rises fuelled by rapidly expanding domestic credit
have been important for India, China and Viet Nam.

The reduction in house prices will have an effect on
real estate investments, which have played a particu-
larly important role in the growth of domestic demand
in a number of countries – most notably in China,
where the property sector accounts for about a quarter
of all investment. The degree of bank lending to the
property sector, both the construction industry and
homeowners, is a significant concern. The impact from
lending to institutional property developers is greater
because home mortgages are less important in the
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Figure 1.5. Path of equity market decline from peak to trough in 1997/98 as compared with equity
market decline from peak to end-December 2008 in 2007/08
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Small and medium-sized enterprises may
be particularly vulnerable due to their
generally higher risk profile and their

smaller pool of internal funds

tional threshold of 8% across major economies in the
region (figure 1.6). This provides an important buffer
that will reduce the systemic risk of increases in non-
performing loans in the coming months.

sector. As access to funds becomes more difficult, an
increase in non-performing loans will lead to greater
risk aversion, restraints on new lending and possibly
higher costs for new borrowers. Increased borrowing
costs may in turn lead to further pressures for corpo-
rate defaults. The ability to repay corporate loans is
especially a risk in export manufacturing sectors
across the region, as well as real estate sectors.
There is the risk of a vicious cycle, for eventually even
previously healthy companies may face liquidity or
even solvency problems, resulting, in turn, in a nega-
tive effect on the balance sheets of banks and a
curtailment in aggregate demand.

Small and medium-sized enterprises (SMEs) may be
particularly vulnerable because they are less likely to
attract funding due to their generally higher risk profile
and their smaller pool of internal funds to see them
through the credit crunch. The most immediate con-
cern is the rollover of short-term debt positions, and
the most affected SME sectors are export-oriented
enterprises, such as textiles, footwear and toys. The
drying up of trade financing has further exacerbated
the situation of SMEs.

It is also expected that bank lending will be curtailed by
a more difficult climate for financing from abroad and
consequently higher borrowing costs from foreign banks.
Some countries are expected to be hit harder than
others. There may be some reorientation of fund-raising
from foreign to domestic sources, resulting in less credit
being available, with negative impacts on overall corpo-
rate investments and household expenditures.

There has also been a marked reduction in bond
issuance, with spreads on Asian emerging market
bonds more than doubling in late 2008. Those countries
where the corporate sector has used bond issuances to
raise money will be most affected. In India, convertible
bond issuance by corporations, one of the preferred
instruments for raising capital in 2007, stood at $578
million by November 2008, down 91% from $6.6 billion
in 2007 (Economic Times, 21 November 2008).

These difficulties notwithstanding, it is important to
recognize that, overall, banks in the region appear
strong enough to maintain solvency, for the level of
non-performing loans is currently below the interna-

Figure 1.6. Non-performing loan rates in
selected developing ESCAP economies,
Q2 2008
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Note: Data for India and Pakistan refer to 2006 and Q4 2007
respectively.

Exports and foreign direct investment,
particularly those linked to export
production, to be hit by global
slowdown

In the latter part of 2008, export performance in the
region exhibited a swift downturn attributable to the
curtailment of external demand, both demand globally
and from within the region (figures 1.7 and 1.8).

Among selected export-oriented economies, quarterly
export growth (year-on-year) for Singapore reversed
from over 20% in the first three quarters of 2008 to a
decline of 14% in the fourth quarter (figure 1.9).  The
shrinkage of exports in the Republic of Korea and
Thailand was equally pronounced, falling from an aver-
age of over 20% growth in the first three quarters of
2008 to a decline of nearly 10% in the last quarter of
the year. Taiwan Province of China experienced a
turnaround from double-digit growth of nearly 15% in
the first three quarters of 2008 to a fall of nearly 25% in
the fourth quarter.  A sharp deceleration of exports was
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Figure 1.8. Export and import growth of
selected ESCAP members and associate
members to and from Asia,
August-November 2008
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Source: ESCAP, “Regional trade and investment: Trends, issues and
ESCAP responses”, note by the secretariat prepared for the sixty-fifth
session of the Commission, April 2009 (E/ESCAP/65/2).

Note: Economies for which data available: China, Japan, Malaysia,
New Zealand, Republic of Korea, Singapore, Hong Kong, China and
Macao, China.

Figure 1.7. Export and import growth of
selected ESCAP members and associate
members to and from the world,
August-November 2008
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Figure 1.9. Export performance of selected export-oriented developing ESCAP economies by quarter,
2008
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Figure 1.10. Real GDP growth of selected export-oriented developing ESCAP economies by quarter,
2008
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Province of China, Directorate-General of Budget, Accounting and Statistics, November 2008 (for Taiwan Province of China).
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observed in direct exports from the region to the final
destinations of the United States and the European
Union.  Concurrently, exports to China from the econo-
mies in the region also registered sharp declines.

Owing to the sharp deterioration in exports and much
weaker domestic demand, the economic growth of
some of these export-oriented economies also weak-
ened noticeably in the last quarter of 2008.  The
highest significant negative growth was registered for
Taiwan Province of China at about 8% in the fourth
quarter of 2008 (figure 1.10). Thailand shrank by 4.3%,
while Singapore, the Republic of Korea and Hong
Kong, China, are estimated to have fallen by 3.7%,
3.4% and 2.5% respectively.  The performance of the
Philippines remained largely stable as a result of con-
tinued inflows of remittances to render support for
consumption demand.

Most countries in the Asia-Pacific region have relied on
open trade and investment and export-led growth for
their development. As a result, the region enjoyed
prolonged periods of high export and GDP growth
except for two interruptions: the Asian financial crisis of
1997-1998 and the dot-com crisis of 2001 (figure 1.11).
On both occasions, the growth rates of exports became
negative, and GDP growth decelerated. With export
growth decelerating significantly in 2008 and expected
to continue to do so in 2009, it is not surprising that the
GDP growth rate also decelerated substantially in 2008
and is forecast to continue decelerating in 2009.

It is possible that the current drop in exports will be
associated with less of a decline in GDP growth than
in 1997. The impact of the 2001 dot-com crisis on
GDP growth was substantially less than the crisis of
1997, as the 2001 crisis, like the present one, origi-
nated in industrial countries outside Asia. The dot-com
crisis was shallower and shorter than the current crisis,
but, during that time, other components of aggregate
demand were able to pick up the slack, although
exports dropped by similar amounts.

Foreign direct investment is
expected to slow down markedly

As foreign direct investment (FDI) is long term, it is
often thought to be a more stable source of inflows
during a crisis. It has increased dramatically over the
past decade after the sharp fall following the 1997
crisis, even recently returned to pre-1997 values in
South-East Asia, but is now expected to slow down
markedly. This scaling down is already reflected in
estimates of declining FDI contribution to GDP in 2008
(figure 1.12) The drop is primarily due to the origin of
the current crisis, the developed world – where most of
the region’s FDI comes from – as opposed to the
1997 crisis, which started within the Asia-Pacific region.
Foreign investors are concerned about their ability
to finance direct investment while their profits are
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Figure 1.11. Value of export and nominal GDP growth for ESCAP developing economies
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Figure 1.12. Inward direct investment as a share of GDP in selected developing ESCAP economies
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declining at home and there is less funding available
from their financial institutions. Furthermore, the wors-
ening perceptions of investors regarding the depth and
length of the economic contraction will cause them to
defer pipeline investment decisions.

Still, the multi-year planning horizon inherent in FDI
decisions is expected eventually to tap into positive
growth prospects and override shorter-term concerns.
There will likely be some reorientation, however, to-
wards FDI that is market- and labour-seeking, in order
to tap into the region’s competitive resources, its
positive long-term growth prospects and buoyant do-
mestic demand. This change will come at the expense
of more traditional forms of intrafirm FDI directed to
export production, notably in China, where such export-
oriented investment accounts for a sizeable part of total
investment. Similarly, intraregional FDI, which became
particularly pronounced between and within East Asian
economies and South-East Asian economies, may also
decline. The decline will be all the more significant for
investments that supported regional production net-
works supplying parts and components for consumer
products destined for developed country markets.

Domestic demand under pressure but
holds the key to stabilizing economic
growth prospects

In some major economies of the region, domestic
demand has played an important role in recent
growth, and it will need to play a supportive role in the
face of declining exports. In the immediate future,
domestic demand will most likely not prove robust, as
has already been seen in the declines in absolute
terms, which have come in tandem with a fall in net
exports (figure 1.13). Nevertheless, domestic demand
contributed a greater share of growth in 2008 for the
many economies that had an even greater decrease in
net exports, but it will face additional pressure from
credit constraints as well as the effects of higher
unemployment, uncertainty and very low wage in-
creases in 2009. It is nevertheless expected that the
lower dependence on banking credit for the household
sector will alleviate some of the pressures of con-
strained availability and increased price of credit on
domestic consumption.

Figure 1.13. Contributions of domestic demand to GDP growth for selected developing ESCAP
economies
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Negative impact on livelihoods
and vulnerable groups

The labour market and the vulnerable to
be under great strain

As the crisis is still unfolding, its impact on people’s
income levels and their welfare is difficult to estimate.
Preliminary estimates indicate in 2009 that unemploy-
ment in Asia-Pacific could increase by between 7 to
23 million workers (ILO, 2009). In 2008, the greatest
employment impact was felt in the export manufactur-
ing sector, including garments, electronics and autos,
which constitutes a large part of many East and
South-East Asian economies. The crisis is also ex-
pected to hit such sectors as construction, tourism,
finance, services and real estate. The countries experi-
encing the greatest impact will be those with slowing
economies and rapid labour force growth, such as
Cambodia, Pakistan and the Philippines (ILO, 2008a).
Wage growth is slowing across the region – the aver-
age wage growth in real terms in 2009 is unlikely to
exceed 1.8% – and an outright wage reduction in
countries with low economic growth seems inevitable
(ILO, 2008b). Wage growth has already been reduced
through agreements between governments and social
partners in some cases, such as in Singapore, or
through a cap on minimum wage increases, as in
Indonesia. Apart from an increase in formal unemploy-
ment, there will be a rise in informal employment.
Notably, it is expected that migrants will return to rural
areas, where they will remain underemployed, while
wage competition in urban areas may cause an in-
creased neglect of labour standards, as well as an
increase in income inequality between top executives
and employees.

youngest and oldest populations and socially excluded
groups. Not only do these groups have fewer re-
sources with which to cushion the impact of shocks,
such as real assets and savings, but they also have
less influence on economic and political decision-
making. The negative impacts last much longer than
the crisis itself: although economic growth resumed
relatively quickly after the 1997 crisis, in some coun-
tries it took up to 10 years to recover lost ground in
the struggle against poverty (ILO, 2008c). During the
high-growth period following the 1997 crisis, relatively
robust employment growth was achieved, but a
number of important distributional inequities emerged
(ILO, 2008d). Employment growth varied considerably
within each subregion, large numbers of women re-
mained excluded from the world of work and labour’s
share of income declined in three quarters of 83
countries surveyed by the International Labour Organi-
zation (ILO, 2008b).

Communities or groups that have been excluded from
productive resources, decent work and social security
are likely to be highly vulnerable to the negative im-
pact of the global financial crisis and to volatility in
food and fuel prices. Such groups include: indigenous
communities; ethnic minorities; persons with disabili-
ties; populations displaced due to conflict, large devel-
opment projects, environmental degradation or disas-
ters; stateless people; and migrants. In particular,
many refugees and internally displaced populations
depend on food assistance for their survival and gen-
erally do not have access to land for farming, employ-
ment or income generation.

During a crisis, low-skilled immigrants, especially the
untrained, are among the first to be laid off because
they are concentrated in vulnerable sectors, such as
construction or tourism, and often hold temporary
jobs. The very poor and the socially excluded as well
as non-citizens are especially at risk of being exploited
due to an inability to earn enough to obtain basic
necessities for themselves and their families and due
to their lack of access to social protection.

In countries where the population dependency ratio is
high (i.e., where a large proportion of the population is
below 15 or above 64 and therefore not normally in the
labour force), many families may find it hard to meet
the basic needs of the members of their households,
particularly children. Most of the countries or territories
in the region where at least 15% of the population is
over 60 years of age are higher-income economies
with social protection schemes in place.2 But even

The people most at risk from the crisis
are the poor, women who are labourers

in the manufacturing sector, the
youngest and oldest populations

and socially excluded groups

Mere unemployment figures tend to mask the full
extent of the problem. Hundreds of millions more will
bear a disproportionate cost of the crisis. As the 1997
crisis showed, when people are affected by sudden
shocks, the ones most at risk are the poor, women
who are labourers in the manufacturing sector, the

2 Australia, Georgia, Japan, New Zealand, Russian Fed-
eration, Singapore and Hong Kong, China, as of 2007.
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there, however, families may require greater financial
assistance and care in response to rising costs.
Families, and especially women, may experience the
additional pressure of job insecurity on top of unpaid
work, straining the capacities of households to cope.

Another major challenge during a crisis is youth unem-
ployment, which is expected to increase from its
already high levels in some countries – in 2007, for
example, 25.1% in Indonesia, 25.0% in Sri Lanka and
14.9% in the Philippines (ILO, 2008a). Youth unemploy-
ment also shows gender variations. Indonesia showed
a dramatic increase of 17 percentage points in the
unemployment rate of young women between 1996
and 2006 (from 17.0% to 33.9%). Employment pros-
pects for young Indonesian men, however, were only
slightly better than those of young women: the male
youth unemployment rate in 2006 was 27.1% (ILO,
2007; ILO, 2008d). In the Pacific, where economic
growth has not kept pace with high rates of popula-
tion growth, large youth populations combined with
school dropouts make youth employment a major
concern for this subregion.

The financial crisis could exacerbate the child labour
situation in the Asia-Pacific region, for children may
have to go to work to supplement household income.
As of 2004, by ILO estimates, 122 million children
were economically active in the region. Children are
also at risk of being withdrawn from school or not
enrolled. Where families have to pay school fees for
their children, economic hardship often leaves them
with no option but to keep their children out of school.
When families have to cut back on the quantity and
quality of food, poorer nutrition in children can have
permanent effects on intellectual capacity and cause
chronic poor health, which, along with lower educa-
tional completion rates, could undermine human
capital development and set back economic and
social development for decades.

Women to be affected in specific ways

It is expected that men and women will be affected
somewhat differently by the current financial crisis. In
the Asia-Pacific region, especially with the growth of
exports, many women have entered the labour market,
but many of them work in export processing zones,
where they may not have labour rights, or in industries
which sometimes offer very low wages, poor working
conditions and no job security. Many women also
work in the informal sector, which is precarious and
offers no social protection. Although in many cases
women have taken up paid work because male
household members lost their jobs, women and girls

may be seen as a burden on the family because their
work may not be valued as highly as that of male
household members.

In difficult times, families often rely on women to care
for the sick, older persons and those who cannot fend
for themselves, making it difficult for women to earn
an income outside the home. Culturally, women and
girls are often expected to contribute financially to the
family regardless of how that money is earned. When
there are few opportunities for wage work, girls and
women may end up being trafficked through the
promise of a job or being lured or forced into prostitu-
tion and other forms of extreme exploitation. Men may
migrate out of rural areas, leaving women as house-
hold heads and often among the most poor. In
general, households in which only women earn an
income and those with many dependents are the
poorest.

There are also important subregional variations. In
South Asia, the proportions of both male and female
workers in vulnerable employment, either unpaid con-
tributing family workers or own-account workers, are
the highest in the world. Even though the proportion
of total female workers in vulnerable employment de-
creased slightly more than that of men (3.9 percent-
age points for women and 2.4 percentage points for
men), women continue to carry a higher risk of finding
themselves in a vulnerable employment situation: more
than 8 out of 10 working women, compared with more
than 7 out of 10 working men, are vulnerable. In
South-East Asia and the Pacific, although the overall
unemployment rates are comparatively low and have
stabilized in recent years, there is a worrisome trend
of rising unemployment rates for women, which the
financial crisis could further exacerbate. In 2007, un-
employment rates were 6.9% for women, compared
with 5.6% for men (ILO, 2008e). Ten years earlier, the
rate for women was 4.2%, only 0.3 percentage points
higher than the rate for men.

Lack of social protection exacerbates
impact of crisis

Most developing countries of the region do not
provide adequate social protection for their citizens –
leaving millions to resort to limited, often harmful,
coping mechanisms, such as reducing meals, eating
less nutritious foods, taking children out of school,
selling livestock and other assets or borrowing money
to feed their families. In the case of sudden spikes in
the price of food, the poor have to spend an even
larger proportion of their income on food and will
probably buy less food or food that is less nutritious.
Chapters 2 and 5 examine this issue in more detail.
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Remittances expected to slow but will
have stabilizing effect

After several years of strong growth, remittance flows
to developing countries have begun to slow markedly,
leading to heightened concerns about the impact of
the financial crisis. Empirical data on the impact are
not yet available, but anecdotal evidence suggests
that the slowdown will deepen further, and for 2009
growth is expected to be negative, falling to –0.9%
(World Bank, 2008b).

Many countries of the region have experienced a surge
in labour migration in recent years, with a concomitant
increase in remittances. In 2006 alone, over one million
migrant workers left the Philippines. Annual labour
migration from Bangladesh, mainly to the countries of
the Gulf Cooperation Council (GCC) and Malaysia,
surged from 252,000 in 2005 to over 800,000 in 2007
(World Bank, 2008b).  In 2007, the remittances sent by
migrants to countries in the ESCAP region exceeded
$121 billion, up from $110 billion in 2006 and more
than twice the level reached in 2000. In 2008, 5
countries in the region – Bangladesh, China, India,
Pakistan and the Philippines – were listed among the
global top 10 economies receiving remittances (figure
1.14). Remittances make up an important share of GDP
for a number of other economies, particularly smaller
ones, such as Kyrgyzstan and Nepal and some of the
Pacific island countries (World Bank, 2008b). With re-
gard to source countries, remittance flows from the

GCC countries to East and South Asia have grown
particularly fast (World Bank, 2008b).

Despite the global economic slowdown, the contribu-
tion of remittances to the external position of develop-
ing countries is expected to increase relatively in 2009-
2010 because other private flows and official aid are
expected to decrease much more than remittances.
Furthermore, while the intake of additional migrants
may slow, the stock of migrants from these countries
remains large.

On the negative side, as unemployment increases in
developed countries, governments are likely to cut
back on the intake of new migrant workers, or per-
haps even require migrants to return upon completion
of their contracts, especially in the information tech-
nology and tourism sectors. In the GCC countries, a
slowdown following the decline in oil prices has led to
a slowdown in the construction and tourism-related
industries, resulting in lower demand for migrant work-
ers and the likelihood of cutbacks on migrant workers’
wages or their benefits.

Other sectors exhibit a more positive outlook. In devel-
oped countries, there may be increased reliance on
outsourcing as they struggle to reduce their costs,
which could benefit some countries and industries in
Asia and the Pacific. Similarly, demand in developed
countries for caregivers and medical service profes-
sionals is expected to remain stable, particularly in
countries with rapidly ageing populations. The work
done by unskilled migrant workers may also be less
sensitive to downturns since they often fill jobs that
are considered undesirable in the local market but are
nevertheless necessary.

Overall, remittance flows are generally more stable
than other capital flows, and they also tend to be
countercyclical, i.e., increasing during economic down-
turns or after a natural disaster in the migrants’ home
countries. Furthermore, remittances depend not only
on flows of migrants but also on the stock of migrants
abroad. Even if the flow of migrants declines due to
the financial crisis, remittances may not be affected
substantially, as the stock of migrants remains large.

Remittances have traditionally been an important
source of external funding in the Pacific islands in view
of the small size of the economies. While remittances
will be under pressure, they are expected to show
resilience to economic changes. In 2000-2001, despite
a slowing of economic growth in Australia, New Zea-
land and the United States, remittances to the Pacific
islands increased. In 2005 and 2006, remittances again
remained strong. In addition, there is some hope that
seasonal worker schemes between Pacific island coun-
tries and Australia and New Zealand will provide a new
source of remittances (ADB, 2008, p. 19).

Figure 1.14. Top 10 remittance-recipient
developing economies in Asia and the
Pacific, 2008 estimate
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Growth down across the board

The outlook for Asia-Pacific economies has darkened
since the last quarter of 2008, as the economic set-
back deepens and there is more financial turbulence
than was anticipated. A credit crunch, along with
financial deleveraging, has choked off economic ac-
tivities. The export sector is expected to be hardest
hit by the shrinkage of import demand, so economic
prospects in the region hinge more on domestic
demand, but investment and consumer confidence
has been shaken by more entrenched economic diffi-
culties, poor expectations of corporate profits, a
slowdown in remittances and mounting concerns
about job security and household income. Neverthe-
less, fiscal stimulus programmes should be able to
render some support, particularly if domestic demand
in Asia’s largest emerging economies – China, India
and Indonesia – can remain buoyant. Further intra-
regional trade flows may be triggered, adding some
shock-absorbing effects to the region’s economy.

The backdrop for 2009 forecasts

It is expected that monetary policies around the
world will remain loose for most of 2009. The down-
ward adjustment of food and energy prices will be
conducive to a looser monetary environment. Specifi-
cally, the United States Federal Reserve Bank target
rate is expected to remain at a very low level in
2009. In 2008, the Federal Reserve cut its target rate
seven times. As of 31 January 2009, 400 basis
points had been slashed, from 4.25% at the begin-
ning of 2008 to 0.25%. At the current level, further
cuts would not be very effective, and the Federal
Reserve may opt for direct injections of liquidity into
the financial system. A gradual tightening may only
occur towards the end of 2009, when the United
States economy is expected to be on a path of
stable recovery. Similarly, the European Central Bank
is expected to hold the main refinancing rate at the
currently low level of 2.0% for most of 2009. A
gradual policy normalization is expected to take
place near the end of 2009, when the global
economy is stabilized. The Bank of Japan lowered its
uncollateralized overnight call rate marginally to 0.3%
in October 2008 and further to 0.1% in December
2008. It is expected that the Bank will only revert to
monetary tightening towards the end of 2009.

As for the key exchange rates, the United States dollar
has shown significant volatility, including a strengthen-
ing against the euro, but overall downward pressures
on the dollar will remain as the unwinding of the
country’s fiscal and trade deficits becomes inevitable.
The dollar averaged $1.32 against the euro in the fourth
quarter of 2008, and expectations are that it will edge
up to about $1.40 in 2009. The Japanese yen appreci-
ated notably towards the end of 2008 and averaged at
�96 in the fourth quarter of 2008. This trend is ex-
pected to continue in the first half of 2009, before the
yen falls back again in the second half of the year.

Oil prices have fallen considerably since their peak
monthly average of about $135 per barrel in mid-2008.
It is expected that prices will average about $45 per
barrel in 2009.  Economic contraction is expected in the
United States, the European Union and Japan in 2009.

Against this backdrop, the forecast for developing
economies in the Asia-Pacific region is a slowdown in
growth to 3.6% in 2009 from an estimated 5.8% in 2008
(figure 1.15). For the region as a whole, performance for
the first half of 2008 showed resilience. Exports grew at
24%, thus remaining strong and riding on the back of
weakening currencies and relatively robust external de-
mand, but the full effect of a slowdown in developed

Growth outlook for 2009

Figure 1.15. Real GDP growth of selected
developing ESCAP and developed
economies, 2003-2009
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country markets on exports will surface in 2009. Econo-
mies that are highly dependent on exports, such as
those of East and North-East Asia and South-East Asia,
will inevitably be more vulnerable (figure 1.16). The
extent of deceleration will depend on the extent to
which domestic demand, stimulated by expansionary
fiscal policy, can offset the setback in exports.

Still, it is important not to lose sight of the fact that
aggregate growth in Asia and the Pacific will remain
higher than in other global regions. While difficulties in
the region will be important at the domestic level due
to the enormous social consequences of even moder-
ate decreases in growth rates, the region is relatively
strong compared with the rest of the world (figure
1.15). Comparatively high growth coupled with the
large aggregate size of the region’s economy will
make Asia and the Pacific the locus of global growth
in 2009. The region is forecast to account about 115%
of global GDP growth in 2009.3

Significant downside risks from
protracted recession

The possibility of a deeper economic setback in the
United States and consequently in the European Union
and Japan cannot be ruled out, given the highly
fluid financial conditions and the uncertain impact of
expansionary monetary policy and fiscal rescue pro-
grammes. Failure to jump-start the economy and trig-
ger economic growth is the biggest downside risk for
the regional forecast.

A major baseline assumption is that the United States
economy will contract by 1.0% in 2009, following esti-
mated growth of 1.3% in 2008. If a more pronounced
setback in the United States occurs, growth in the
economy would fall by another 2 percentage points,
from –1% to –3%.  The more severe deceleration in
growth is based mainly on steeper reductions in in-

3 Calculations based on the share of developing ESCAP
economies in world GDP being about 16% in 2008, an
IMF forecast of global growth of 0.5% in 2009 and an
ESCAP forecast of growth in developing ESCAP econo-
mies of 3.6%.

Figure 1.16. Rates of economic growth of selected developing and developed ESCAP economies,
2007-2009

Developing ESCAP economies

East and North-East Asia

North and Central Asia

Pacific island economies

South and South-West Asia

South-East Asia

Developed ESCAP economies

–4 –2 0 2 4 6 8 10 12

Per cent
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Key Indicators for Asia and the Pacific 2008 (Manila, 2008); website of the Interstate Statistical Committee of the Commonwealth of Independent
States, www.cisstat.com, 22 October 2008 and 3 February 2009; and ESCAP estimates.
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vestment and consumption, with a significant increase
in bankruptcies and layoffs, job insecurity for those
who are still employed, a further fall in asset prices
and a tighter policy on lending to households. If there
is a deeper United States downturn, economic growth
in Japan and the Euro zone will also fall into more
negative territory.

Under this more severe scenario, the Republic of
Korea, Singapore, Hong Kong, China, and Taiwan
Province of China would most feel the pinch. On top
of slower export growth due to curtailment in global
demand, their deeper integration with the financial

sectors of the developed economies would induce a
more negative impact on their investment and
consumption sectors. China would also face slower
growth in absolute terms, but given the high growth
path and the introduction of a strong fiscal stimulus
plan in late 2008, China is expected to achieve
relatively robust growth even under the downside
scenario. Other economies would inevitably be hit by
a severe downturn in the developed economies.  As
commodity prices ease further amidst weaker global
demand, however, inflationary pressure will also ease,
giving many countries policy space for expansionary
policies that can cushion the negative impact.
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For the third time in a decade, economic growth will
be curtailed as the Asia-Pacific region falls victim to
financial crisis and widespread contagion. The shocks
and contagion effects triggered have brought to the
fore certain country-specific vulnerabilities, particularly
in external finance, trade and investment. At the same
time, the region possesses sources of resilience in
2009 that it did not have in 1997.  For policymakers,
the challenge lies in moving the region forward from
crisis resilience towards crisis resistance.

Sources of resilience

Post-1997 policy changes: building
resilience through balance and stability

Rising current account deficits constituted one of the
major factors that triggered the 1997 Asian crisis. By
the end of 1996, national deficits ranged from 3.5% of
GDP in Indonesia to 8% in Thailand (ESCAP, 1998).
Since then, most economies of the region, with the
exception of India, Pakistan and Viet Nam, have
significantly improved their current account balances
(figure 1.17), even if current account balances have
declined in some of these countries in recent years.4

A crucial aspect of the 1997 crisis was that current
account deficits went hand in hand with United States
dollar-pegged exchange rates, which were rising sig-
nificantly. Eventually, the rise of currency values com-
bined with the drops in current account balances
proved unsustainable. Speculators attacked, starting
with the Thai baht. Despite central bank attempts to
defend their currencies, countries did not possess
adequate foreign exchange reserves to signal that they
could sustain their defence. In contrast, most econo-
mies in the region today, while moving away from
official currency pegs and a commitment to defend
particular exchange rates, still maintain a de facto
regime of adjustable pegs. This time, however, they
have built up very high foreign reserves (figure 1.18),
and they have shown their willingness to use reserves
to defend currency values and maintain stability. Nev-
ertheless, there is significant variation in holdings of

reserves across the region; thus, there are varying
degrees of buffer in the event a currency comes
under pressure.

In another major change in policy, most countries
have reduced their exposure to external short-term
debt, which was a key factor in the 1997 financial
crisis. In 1997, given the inability to roll over such
short-term debt due to risk aversion and unwillingness
to lend on the part of banks, countries had no choice
but to buy foreign currency to finance repayments,
which exerted further pressure on currencies. This time
around, the level of external short-term debt is
healthier in most of the countries affected by the 1997
crisis and is not excessive for other major economies
in the region (figure 1.19), though concerns remain for
some countries.

Vulnerabilities on the watch list

These positive developments notwithstanding, there
are a number of potential vulnerabilities that will
need to be at the top of the watch list and tracked
carefully.

Heightened exposure to short-term
portfolio capital

The spark that has led to immediate macroeconomic
difficulties for some economies of the region has
been, once again, exposure to short-term portfolio
capital. The growing share of foreign portfolio capital
in external financial liabilities has been a significant
feature of many major developing economies across
the region (figure 1.20). At a time of international and
country-specific risk aversion, defending the exit of
short-term portfolio capital to prevent excessive cur-
rency depreciation can reduce the amount of reserves
available to cover external short-term debt repayments
and current account deficits. This is an ongoing con-
cern for many countries.

An analysis of the portfolio investments held by for-
eigners as a percentage of reserves (figure 1.21)
provides a snapshot of the possible vulnerabilities that
currencies would face in the event of an outflow of
short-term portfolio capital. Reserve cover for foreign
portfolio investments is seen to have decreased sub-
stantially across much of the region over this decade,

Indicators of resilience and potential
vulnerabilities

4 The countries that suffered the worst effects of the 1997
Asian crisis were the Republic of Korea, Thailand,
Indonesia, the Philippines and Malaysia.
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Figure 1.17. Current account balance as a percentage of GDP in selected developing ESCAP
economies, 1996 and 2008
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Figure 1.18. Foreign reserves as a percentage of GDP of selected developing ESCAP economies
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Figure 1.19. Short-term external debt as a
percentage of GDP in selected developing
ESCAP economies
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Figure 1.20. Stock of foreign portfolio investment
as a percentage of total external foreign
liabilities, 2002-2007
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Figure 1.21. Stock of foreign portfolio
investments as a percentage of reserves
for selected emerging Asian countries,
2001 and 2007
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Source: IMF, International Financial Statistics (CD-ROM) (Washington,
D.C., 2008).

Notes: Derived from international investment position (IIP) of respec-
tive economies, including the categories of stock of portfolio investment
and financial derivatives investment, excluding direct investments and
other investments.

with cover being less than 100% for some countries of
the region. At a time of unprecedented financial insta-
bility, in which flights to safety have low threshold
triggers, or in which declining equity values can trigger
margin calls for highly leveraged investors, reserves
may easily come under strain. Such outflows of for-
eign portfolio capital may be further compounded by a
similar exit of capital by domestic residents, to the
extent that residents are free to make portfolio invest-
ments abroad. It is clear that access to a greater pool
of reserves than normally adequate assumes an even
more important role in reassuring investors, and it can,
in turn, serve to reduce the extent of net capital
outflows.

Excessive currency volatility

Closely linked to the problem of capital-flow vulnerabil-
ity is the fact that countries are now faced with a new
climate of lower currency values as currencies in
some countries tumble (figure 1.22). The fall began in
2007, with portfolio capital exiting regional markets as
the subprime crisis took hold in the United States and
Europe.
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With the exception of India and the Republic of Korea,
the falls in currency value are of a lower magnitude
than the drops seen in the 1997 crisis. Nevertheless,
currencies remain vulnerable (figure 1.23).

Figure 1.22. Exchange rate movements of
selected developing ESCAP economies,
2007-2008
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Figure 1.23. Change in nominal effective
exchange rate from peak to trough in
1997-98 and 2007-08
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Source: ESCAP calculations based on data from Bank of International
Settlements.

Notes: Declines for 1997-98 crisis measure the nominal effective
exhange rate movement from the peak to trough during that period.
Declines for the recent crisis measure the corresponding movement
from the recent peak to November 2008.
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Figure 1.24 shows an increasing drawdown of foreign
exchange reserves as countries come under increased
pressure to defend currencies. Pakistan has faced the
most pressing difficulty in maintaining its currency
value, requiring IMF support to bolster dwindling re-
serves as the currency fell to an all-time low in Octo-
ber 2008. The Republic of Korea and Singapore each
agreed to a precautionary $30 billion currency swap
facility with the United States Federal Reserve Bank to
support their reserves.

Exchange rates in the region may remain under
pressure for some time because the global recession
will mute the contributions of portfolio inflows, FDI
inflows and export earnings. Furthermore, in a climate
of sluggish exports and intracountry variation in
exchange rate movements, there is a risk of further
competitive devaluations between countries in the re-
gion, resulting in a beggar-thy-neighbour cycle of com-
petitive relations to the detriment of all in the region.

China has recently shifted the central peg downward,
devaluing the yuan for the first time in over a decade.
In December 2008, the greatest depreciation in the
currency took place since the fixed rate to the dollar
was removed in 2005. Economies in the region will be
under pressure to devalue against the dollar in line
with the yuan to maintain the competitiveness of their
exports to the United States. Furthermore, countries
may continue to devalue against the yuan and the yen
(table 1.1) to maintain their competitiveness in export-
ing to China and Japan. Such extraregional and

Figure 1.24. Foreign reserves in selected
developing ESCAP economies, December
2007 to December 2008
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Figure 1.25. Loan-to-deposit ratio of selected
developing Asian economies, November 2008
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Sources: ESCAP staff estimation based on data from CEIC Data
Company Limited; ADB Central and West Asia Department Report No.
2 (for Kazakhstan); and statistics by the Central Bank of the Russian
Federation (for Russian Federation).

Notes: Data for the Philippines and Kazakhstan refer to February
2008 and March 2008 respectively. Data for India and Republic of
Korea refer to September 2008. Data for Indonesia and Thailand refer
to October 2008. Data for India refer to credit-to-deposit ratio of
scheduled commercial banks. Data for Thailand refer to consolidated
loan-to-deposit ratio.

Table 1.1. Rate of change of average exchange rates for January-June 2008 as compared to
July-December 2008

Rates of changes (%)
Currencies

US$ Yen Euro Yuan Rupiah Ringgit Peso Won S$ NT$

Yen 3.3
Euro –9.3 –11.6
Yuan 2.6 –0.3 13.7
Rupiah –9.3 –11.4 –0.2 –11.6
Ringgit –7.0 –9.5 2.8 –9.4 3.4
Peso –10.6 –13.0 –1.2 –12.9 –0.6 –3.9
Won –17.5 –19.2 –9.4 –19.6 –9.1 –11.5 –7.9
S$ –3.7 –6.2 6.5 –6.1 7.1 3.6 7.6 17.9
NT$ –3.5 –6.0 6.8 –5.9 7.4 3.8 7.9 18.2 0.2
Baht –5.9 –8.5 4.1 –8.3 4.8 1.2 5.2 15.4  –2.3 –2.6

Source: ESCAP calculations based on data from CEIC Data Company Limited.

Note: ( – /+ ) = depreciation/appreciation against currencies in the row.

intraregional devaluations, if conducted in an uncoordi-
nated manner, can lead to unnecessary losses in
national export earnings.

Banking sector vulnerabilities on the
radar

The current crisis has also highlighted concerns about
the banking sector. Although most economies in the
region possess adequate reserve cover for their exter-
nal short-term debt at the national level, banking sec-
tors may run the risk of being overly dependent on
foreign sources for their lending. It is important to
ensure that the banking sector is healthy without the
need of government assistance, for such assistance
can itself create a generalized loss of confidence in
the sector. Non-performing loans (NPLs) are currently
below the international threshold of 8% across major
economies in the region (figure 1.6), creating less
immediate solvency risk and providing a buffer for
possible increases in NPLs in coming months.

There are concerns about liquidity shortages, however.
Banking loans in some countries are notable for sub-
stantially exceeding domestic deposits (figure 1.25),
requiring banks to rely on significant wholesale funding.
To the degree that such wholesale funding comes from
external sources and is comprised of short-term loans,
the global credit crunch may result in banks coming
under stress in funding their activities. Currency mis-
match of such funding exposes banks to exchange rate
risk while maturity mismatch can lead to roll-over and
interest rate risk. In response to such concerns, the
Republic of Korea recently unveiled a $100 billion
package to guarantee short-term foreign bank loans.
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External public sector repayment pres-
sures also under scrutiny

Another potential vulnerability for a few countries in the
region is public external debt and repayment pres-
sures (figure 1.26). While short-term public debt levels
are generally low, high levels of total external public
debt can create long-term pressure on currencies in
these countries.

Figure 1.26. External public debt as a share of
GDP of selected Asian economies, Q2 2008
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Sources: World Bank, Quarterly External Debt Statistics and CEIC Data
Company Limited.

Notes: Public debt refers to debts of public sector (government and
monetary authority) and publicly guaranteed private debts. For the
Philippines, public debt refers to public sector debt and debts of
central bank and government banks. For China, figures refer to
foreign debts held by the State Council. For Kazakhstan figures
related to GDP are as of Q4 2007.

5 Set as a 2 percentage point reduction of the baseline
growth rate.

6 Methodology from DBS Group research (2008, table 4).

Increased trade dependence as a
source of vulnerability

Increasing trade dependence has characterized the
economic growth in developed and developing coun-
tries alike. In the United States, the original locomotive
of growth, GDP doubled (in current dollars) while its
dependence on imports jumped from 12.3% to 16.3%
of GDP between 1995 and today. This translated into
large increases in exports for developing countries in
the Asia-Pacific region, with the share of merchandise
exports in GDP in Asian developing countries increas-
ing by almost 8 percentage points to reach 37.5% in

2007, while their GDP increased almost threefold
(figure 1.27). This increased trade dependence has
now become a heightened source of vulnerability, rais-
ing serious concerns about the extent to which the
financial crisis can be mitigated in this region.

ESCAP forecasts of the impact of the United States
recession5 on growth in merchandise exports from
Asian economies indicate, in real terms, declines in
India from an estimated 13.7% in 2008 to –1.3% in
2009, in Indonesia from 12.0% to –1.3%, in Thailand
from 4.8% to –5.3%, and in the Republic of Korea
from 6.5% to –3.6%. Under this scenario, the trend in
the import demand of the United States declines from
–2.9% in 2008 to –4.6% in 2009.

Small export-oriented economies in the region have
already been hit hard. These countries were the most
affected by the dot-com downturn in 2000-2001. Based
on the changes in export growth and GDP growth that
Asian economies underwent at that time, it is possible
to derive an indicator of export sensitivity to recession:
the higher the ratio of drop in the GDP rate per 10-
percentage-point drop in exports, the more vulnerable
an economy is, all other factors being constant.6 In the
cases of Malaysia, Singapore and Hong Kong, China,
during the 2000-2001 crisis, the drop of 10 percentage
points in exports was associated with a drop of 3 to
4.5 percentage points in GDP growth. In contrast, for
the large economies of China, India and Indonesia, the
same fall in exports caused their GDP to contract by
less than half a percentage point (figure 1.28). Never-
theless, it is important to bear in mind that, this time,
the likely impact of recession on exports in the region
may differ in some respects as compared with the
2000-2001 downturn, as the current crisis is much
more severe and complex. Furthermore, comparison
with the previous downturn is less direct, as China and
India today are much more integrated into the global
economy than they were in 2001.

These vulnerability indices, when combined with in-
creased intraregional trade flows and the intensification
of the “factory Asia” phenomenon, would suggest that
the economies and companies that are most directly
linked through production networks supplying the
United States and European Union markets could be
the most vulnerable to the recession in those markets –
specifically Malaysia, the Republic of Korea, Singapore,
Thailand, Hong Kong, China, and Taiwan Province of
China. These economies all have very high export
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Figure 1.28. Vulnerability index of selected Asian export-led growers

Sources: ESCAP calculations on the basis of DBS Research Group (2008) methodology using World Development Indicator data for GDP growth
rates and data from IMF, Direction of Trade Statistics for export growth rates.

Notes: The vulnerability index is calculated as a ratio of the percentage point difference in GDP growth between 2000 and 2001 and the
percentage point difference in export growth over 2000-2001. It shows the changes in GDP growth rates associated with a 1-percentage-point
change in export growth rates. The higher the number, the more vulnerable an economy is; for example, a 1-percentage-point decrease in the
exports of Malaysia is associated with the 0.32 percentage point difference in its GDP over the two years, while in China the same change in
exports was related to a 0.01-percentage-point drop in GDP. In the case of India only, the export and GDP changes had different signs (while
exports fell, GDP still grew).

Figure 1.27. Total trade as a percentage of GDP: ESCAP subregions (developing economies only)

East Asia

South-East Asia

Pacific

Central Asia

South Asia

0% 20% 40% 60% 80% 100% 120% 140%

ESCAP average (1992-95): 63% ESCAP average (2004-07): 88%

Trade dependence (2004-2007 average) Trade dependence (1992-1995 average)

Source: IMF, Direction of Trade Statistics (CD-ROM) (Washington, D.C., 2008).

Notes: South-East Asia: Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Philippines, Thailand, Viet Nam.
East Asia: China; Hong Kong, China; Republic of Korea; Macao, China; Mongolia. South Asia: Afghanistan, Bangladesh, India, Maldives, Nepal,
Pakistan, Sri Lanka. Central Asia: Armenia, Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan. Pacific island
economies: Fiji, Papua New Guinea, Samoa, Solomon Islands, Tonga, Vanuatu.
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shares vis-�-vis developed markets, these exports con-
tribute much of their GDP and the economies have a
high share of indirect exposure, mostly through China,
to developed country markets now in recession.

At the same time, figure 1.29 shows that Asia’s devel-
oping economies as a group have reoriented their
trade away from the United States and Japanese
markets and towards China, India and the European
Union. The share of developing Asia’s exports ab-
sorbed by the United States declined by 6%, while
that of China increased by almost 5% between 1995
and 2007. This raised some expectations about possi-
bilities that the region may be decoupling from the
United States, and that new growth locomotives may
be emerging in the region that will stymie the full brunt
of the crisis. However, sharp contraction of trade, both
global and intraregional, as well as the transmission of
the economic slowdown have led to the conclusion
that Asia remains firmly linked to the other parts of the
global economy.

First, it is important to note that, while this reorientation
has taken place, developing countries still rely greatly
on exports to the United States, the European Union
and Japan to generate economic growth. Expressed as
an export-to-GDP ratio, export dependence on the
United States and European Union markets is either

unchanged or increasing, signaling that a channel for
the transmission of recession is still open (figure 1.29).

Second, Asian exports are increasingly dependent on
the European Union, which has also been significantly
affected by the economic crisis. The European Union
now plays a bigger role than in 1995, in both export
share and export dependence, with the result that
recession in the European Union will magnify the
adverse impacts of a reduction in United States ag-
gregate demand.

Third, although rapid increases in intraregional and
intra-industry trade among Asia’s developing economies
may signify a decoupling potential, it has grown quite
asymmetrically. China, largely through the hub of Hong
Kong, China, has become a dominant importer of
intermediate products, parts and components that are
produced in the Asia-Pacific region. In 2007, both China
and India sourced about 30% of their total merchandise
imports from Asia’s developing economies (table 1.2).
Furthermore, it is estimated that one third of the total
Chinese imports of intermediate goods used for final
Chinese exports, come from the region (Aky�z, 2008a).

Figure 1.30 shows that the commodity structure of
Chinese imports from ASEAN countries, India and the
Republic of Korea (accounting for 24% of total im-

Figure 1.29. ESCAP developing countries: export share and export dependence index differences,
1995-2007

Export share of India
Export dependence on India

Export share of Japan
Export dependence on Japan

Export share of ASEAN
Export dependence on ASEAN

Export share of China
Export dependence on China

Export share of US
Export dependence on US

Export share of EU
Export dependence on EU

1995 2007

0.0 5.0 10.0 15.0 20.0 25.0

Per cent

Source: ESCAP calculations based on IMF, Direction of Trade Statistics data.

Notes: Export share is defined as exports of ESCAP developing countries destined for a particular market as a percentage of the total exports of
ESCAP developing countries. Export dependence is defined as exports of ESCAP developing countries destined for a particular market as a
percentage of the GDP of ESCAP developing countries.
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(Akyüz,
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Figure 1.30. Commodity structure of Chinese imports from ASEAN economies, India and the Republic
of Koreaa
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Source: ESCAP calculations based on COMTRADE data.
a Based on Classification by Broad Economic Categories of goods.

Table 1.2. Share of Chinese and Indian imports from the ESCAP region and its subregions (2007)

Developing Developed East and South and Pacific
Total ESCAP ESCAP North-East South-East South-West North and island

ESCAP economies economies Asia Asia Asia Central Asia economies

China 46.6 29.8 16.9 12.4 11.3 3.2 2.8 0.1
India 35.6 29.4 6.3 15.4 10.8 1.4 1.7 0.1

Source: Calculated based on IMF, Direction of Trade Statistics, 2007.

ports) has changed over the last decade in favour of
capital goods and industrial supplies, which now com-
prise 87% of total imports from these countries. A
significant contraction of Chinese exports to the United
States and the European Union, slower economic
growth in China and the associated contraction of
imports of parts and components from the rest of Asia
has been spreading throughout the regional supply
chain.

Fourth, the potential of intraregional trade among
developing countries is stymied by high tariffs. Figure
1.31 shows that developing countries have plenty of

scope to raise tariffs without running afoul of WTO
rules due to the wide differences between applied and
bound tariffs.

In times of economic difficulties, the spectre of rising
protectionism is more than an abstract risk. Developed
countries may find it opportune to use contingency
protection and other forms of non-tariff barriers during
an economic recession.

Fifth, international trade, by its very nature, requires
financing. The time lag and resultant payment gap
between the time when a good is exported and the
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Figure 1.31. Differences between applied and bound tariffs, selected ESCAP members
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Source: WTO, Trade profiles 2007.

time it is received by the importer is typically resolved
through the issuance of a letter of credit by banks.
Trade finance supports credits of up to 90% of world
merchandise trade (in 2007 amounting to about $14
trillion) and is considered one of the most secure
forms of financing. The current financial crisis has
dried up financing, and the gap was estimated by the
World Trade Organization in November 2008 to be
approaching $25 billion. In fact, some exporters are
already unable to obtain financing of any type, even if
they are prepared to pay a steep price. As expected,
this imbalance between supply and demand has given
rise to a number of small hedge funds and other
financiers operating at interest rates that may be as
high as 10% above LIBOR. While these credits are still
taken by some exporters desperate not to default on
their contracts, this also means that their profitability
and competitiveness are under threat.

It is clear that this trade financing gap is exacerbating
an already difficult environment of declining demand.
While this is a global problem, there are some condi-
tions unique to the Asia-Pacific region that compound
the difficulties. Somewhat surprisingly for a trade-ori-
ented region, Asia and the Pacific is the only region in
the world that does not have a separate institution
dedicated to export credits and export credit guaran-
tees. Even though international organizations, notably
regional development banks and the International Fi-
nancial Corporation of the World Bank, have set up
trade finance facilitation programmes, (TFFPs) their

success has varied across regions, with Asia and the
Pacific having received far less support than other
regions. Unfortunately, recent experience has demon-
strated that TFFPs have not been able to solve the
problem of tightening trade finance in times of finan-
cial instabilities.

China and the United States announced a finance
facility of $20 billion that will create up to $38 billion in
annual trade finance (United States, 2008). The draw-
back is that the facility is ad hoc and crisis-driven,
making it much more difficult to trigger the desired
effects. Furthermore, the financing is not available to
everyone in the region, particularly enterprises that are
small, or enterprises in vulnerable countries for which
trade is a vital lifeline – players, in other words, that
lack the leverage to access finance in international
markets. A regional mechanism pooling funds and
risks across all countries could go far towards financ-
ing this gap and facilitating intraregional trade across
all countries of the region.

In conclusion, intraregional trade can provide a cush-
ion against the contraction of exports to developed
countries, but it will depend on strengthening aggre-
gate demand through domestic sources of growth and
restructuring the patterns of consumption, investments
and government expenditure in this direction. A re-
gional mechanism would also help to bridge current
financing gaps that have frozen trade flows.
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Much will hinge on the ability of the traditionally fast-
growing economies, especially China and India, to
readjust the mix of consumption, investment and ex-
ports. Importantly, it will also depend on an explicit
policy choice directed to fulfil the role of the locomo-
tive of growth in the Asia-Pacific region. Trade data
show that, during first half of 2008, while Chinese
exports to the United States were still growing, exports
of major suppliers of parts and components to China
also grew (figure 1.32). However, since the change in
trend from mid-2008, it is clear that, based on current
policies, there will be no replacement of the United
States engine of growth from within Asia, as the
prospects for the fast-growing economies to provide
demand for exports from other Asian countries is not
evident. That is not to say that there is no potential to
at least fill some of the void caused by the recession
in developed country markets. Most countries of the
ASEAN+3 grouping, as well as India, have announced
fiscal stimulus packages. Concerted action is required
to ensure that such stimuli supports regional growth
by preventing protectionist moves in the areas of
goods and services trade, investment and mobility of
labour. Such coordinated moves might position these
countries as potential locomotives of growth – not in a
decoupled manner but in a complementary role that
supports the faltering locomotives. This regional posi-
tioning, inextricably linked to the global economy, un-
derlines the importance of multilateral liberalization and
the strengthening of disciplines that will keep trading
relations open, equitable and fair. Thus, the conclusion
of the Doha Round is indispensable (box 1.1).

Figure 1.32. Export growth of selected Asian
economies grouping to China and China to the
United States, 2006-2008
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Source: ESCAP, “Regional trade and investment: Trends, issues and
ESCAP responses”, note by the secretariat prepared for the sixty-fifth
session of the Commission, April 2009 (E/ESCAP/65/2).

Note: Asia 8 comprises Indonesia, Malaysia, Philippines, Republic of
Korea, Singapore, Thailand, Hong Kong, China and Taiwan Province of
China. Export growth derived from 3-month moving average (US$).
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Box 1.1.  In a time of crisis, a rule-based multilateral trading system is more important
than ever

Given the level of trade dependence and integration in the Asia-Pacific region, one of the essential tasks
ahead is to strengthen the rules of the world trading system to prevent backsliding on trade liberalization
commitments. An open, rule-based, predictable and non-discriminatory trading system is a prerequisite for the
continued prosperity and development of the region. This was recognized by world leaders who agreed to
develop such a system as part of the Millennium Development Goals (MDG 8, Target 8a).

While estimates of the static economic gains from the ongoing round of negotiations at the World Trade
Organization (WTO) are small, the potential losses from increased protectionism are expected to be large.
Indeed, the estimated gains from the Doha Round are expected to be small because the negotiations are
based on bound tariff rates as opposed to applied tariff rates. Because countries have unilaterally realized the
potential benefits of trade liberalization, most currently apply much lower tariffs compared with the maximum
tariffs – the bound tariffs – they could apply under the existing WTO agreements.

The scope to engage in new trade protectionism through tariff increases remains very high, and the current
trade rules do not provide WTO member countries with adequate insurance against this increasing threat to
development.

In the context of a difficult and recessionary global environment, a significant benefit from successfully
concluding the Doha negotiations would be a clear signal that protectionism and the possibility of a trade war,
as happened during the 1930s when the United States raised tariffs by 60%, will not be permitted by the
rules. This would send out confidence-building signals that would enhance investor confidence and in turn
contribute to a speedier recovery of the global economy, on which ESCAP member countries are dependent.

While there may be scope to improve the Doha Round package on the negotiating table, particularly in its
development prospects, an agreement on the package can be expected to lead to some reduction in
agricultural subsidies and tariff walls on industrial and agricultural goods, as well as to some new rules on
trade facilitation and transparency on preferential trade agreements (PTAs). A conclusion of the Round would
not overly affect the policy space of least developed countries as they do not have to provide reciprocity in
liberalization, but it would improve the prospects for the WTO Aid for Trade initiative and reduce the distorting
and discriminatory effects of PTAs. Finally, it would introduce some initial rules on export restrictions in
agriculture products, an issue the recent food crisis has brought to the fore and a crucially important issue for
net food-importing developing countries.

Reprioritization of the Doha Round’s conclusion is a centrepiece of international policy. In these economically
distressed times, there is a need not only for confidence-building measures that will boost economic growth
but also for renewed motivations for multilateral cooperation that will bring coherence on other fundamental
issues, such as financial regulations, food security needs and the mitigation of climate change.
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Global and regional cooperation
in financial issues are at an
infant stage

As attention turns from immediate crisis-fighting meas-
ures to building resistance to future crises, reform of
the global financial architecture is under intense de-
bate. The G20 leaders have imparted a political mo-
mentum that will ensure that this issue remains at the
top of the international agenda for some time to
come.7

Even though there are a number of actions that each
country could take independently, it is highly unlikely
that any one country can ride out this crisis on its
own. The attention turns, therefore, to building coordi-
nated actions for a greater common regional prosper-
ity. The crisis response to managing financial vulner-
ability in the region should be focused on regional
policy measures while also maintaining an active role
in the design of the evolving multilateral financial archi-
tecture.

A largely neglected debate concerns the formulation of
effective and coordinated macroeconomic policies at
the regional level to reduce economic vulnerability.
Countries need to strengthen their policy coordination
in the financial, monetary and trade areas. The impor-
tance of such policies was highlighted by the Com-
mission of Experts of the President of the United
Nations General Assembly on Reforms of the Interna-
tional Monetary and Financial System in January 2009.
The Commission recommends that countries “insulate
themselves from regulatory and macroeconomic fail-
ures in systemically significant countries” (United Na-
tions, 2009).

Through its strengthened analytical and normative role,
the ESCAP secretariat will be at the forefront in intensi-
fying the debate and working towards consensus-
building among the members and associate members
of the Commission on needed policy actions. There is
work to be done at both the global and regional levels
(figure 1.33).

Global level

Reform of global financial architecture

A host of proposals have emerged for new models of
finance, but very few decisions have been made. At
this juncture, five principles should guide the future
debate and policy actions at the multilateral and re-
gional levels.

First, because the Asia-Pacific region is highly inte-
grated globally, policy actions to regulate the new
models of international finance must be global, but
multilateral policies will need to evolve within a coop-
erative framework of economic governance that is
multipolar in character. The new multilateral financial
system will have to be designed with the participation
of new national Government stakeholders who reflect
the evolving balance of global economic influence,
including the major countries of the Asia-Pacific region,
such as through the G20.8

Second, because by their very nature financial markets
are prone to boom and bust excesses, there is a
need for sound regulations. These regulations should
serve as a means of safeguarding the best of open
economies and societies and avoiding outright eco-
nomic protectionism.

Third, enhanced accountability should form the centre-
piece of reforms at the global level. The financial
innovations of past decades greatly increased the
problem of moral hazard, as the old “buy and hold”
model of bank lending evolved into “originate to dis-
tribute”, in which banks originated loans and then
repackaged and sold them to international investors,
distributing risks throughout sectors and across the
globe. Under this mechanism, banks had less incentive
to monitor their borrowers as well as downstream
investors. Banks switched from relying on soft informa-
tion and long-term relationships with borrowers to
model-based pricing. A mechanism is needed to re-
quire all originators and arrangers to keep a certain
portion of the underlying assets and the structured
products, as an incentive to examine and monitor
more carefully, and then be held accountable for, the

From crisis-resilience to crisis-resistance:
Next steps

7 See G20 (2008a). 8 See G20 (2008b).
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quality of their credits and securitized products. Banks
should also be required to explain the complex struc-
tured products they design to investors in sufficient
detail, including information on underlying assets and
their risk profiles. Rating firms that evaluated new
financial instruments that were illiquid and did not have
clear market values must also be held responsible.
Conflicts of interest played a role as ratings agencies
received fees from the institutions whose products
were being rated. Action will therefore need to be
taken to standardize the valuation and risk-assessment
methodologies used by credit-rating agencies.

Fourth, international standards need to be revised to
bring about greater stability, while at the same time
ensuring that market-driven principles are not overly
diluted. The Basel Framework’s pillar 2 – which requires
banks and their management to explicitly assess their

risk processes and evaluate their own risks, including a
greater role for the central bank – should also be
strengthened. While pillar 2 is an improvement on the
laundry list of generic risks contained in pillar 1, many
developing countries in Asia and the Pacific have yet to
fully incorporate these provisions in their banking sys-
tems. A key constraint in this approach, not limited to
developing countries, is the lack of technical and
managerial expertise required for understanding the
complexity of financial risks. Furthermore, there has
been criticism that pillar 2 does not have adequate
countercyclical standards for capital adequacy. For
example, the availability of data on the leverage ratios
of institutions would allow countercyclical regulations
through leverage limits. In boom times, leverage limits
should be lowered to prevent financial institutions taking
on increasingly risky structures, while during a bust, the
limits should be raised to aid recovery.

Figure 1.33. Moving from crisis-resistance to crisis-resilience
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at hand is to narrow the channels along which the
developed-country recession will be transmitted back
to the region. The following policy actions are pro-
posed:

• First, do no harm (Schott, 2008). In other words,
both developed and developing countries should
not resort to protectionist policies focused on nar-
rowly defined nationalistic interests that would
harm trading partners. Especially during this
recessionary climate, new efforts are needed to
push towards the conclusion of the negotiations
under the Doha Development Agenda, both as a
confidence booster and as a bulwark against pos-
sible slippage into protectionism. For example, the
Doha Round could reduce gaps between applied
and bound tariffs so there is less discretion in
implementing tariff increases without running afoul
of WTO rules. Similarly excessive use of contin-
gency protection, or the indiscriminate use of
product standards as covert forms of protection-
ism, could be tempered through tighter disciplines
concluded under the Doha Round.9

• Second, “aid for trade” should be promoted
and channeled, particularly into building the
supply-side responses of developing countries so
that developing countries are able to make more
effective use of market access that will arise in the
future. Tackling bottlenecks in transit, transport and
trade facilitation is an important area of work.

Regional level

Exchange rate coordination

The region should consider establishing coordinated
and durable regional currency arrangements. Uncoor-
dinated national management of currencies can lead
to beggar-thy-neighbour competition. The economic
conditions of European countries at the time they
entered into exchange rate cooperation – in 1979
through the European Exchange Rate Mechanism
(ERM) of intracountry currency bands – has been
pointed to as both an example of the way forward
for Asia and the Pacific and as a path far different
from the current state of the region’s integration. The

The region must take its rightful place
at the table to reform global

financial regulation

Fifth, while the principles underlying a policy to tackle
the weaknesses of global financial regulation are fairly
clear, the institutional structure that will devise and
implement new regulations is less so. It is here where
the region must take its rightful place at the table.
Existing international institutions already engaged in
financial regulation suffer from a lack of global mem-
bership; decision-making is done primarily by devel-
oped country representatives. The Financial Stability
Forum, which sits at the centre of the current global
financial regulatory system, does not include China or
India. Of the 13 members of the Basel Committee, 10
are from Europe; Japan is the only Asian member.
The Board of Directors of IMF comprises only a small
group of developed countries. The Bank for Interna-
tional Settlements and the Basel Committee may be
better placed than IMF to play the role of global
regulator, but this would require fundamental reform to
broaden their membership and increase the binding
nature of their decisions. The question is whether such
an increase in representation is even conducive to
decision-making – the member-driven approach of
WTO and its decades-long process of trade negotia-
tions being a case in point.

These questions raise the potential for a world finance
mechanism, either through a reform of the current one
or a newly-created one, that balances efficient deci-
sion-making with global representation, through a vari-
able geometric configuration of decision-making and
consensus building. Rules reducing friction in trade
are negotiated and administered in WTO. Financial
regulation and liquidity support has remained essen-
tially local, despite the fact that financial crises are
occurring with increasing frequency at higher costs. A
world finance mechanism that is member-driven and
modeled on principles of consistent supervision with
comprehensive non-discriminatory coverage of all sys-
temically significant financial institutions is certainly
worth examining.

Making trade work by locking in further
liberalization through the conclusion
of the Doha Round

The Asia-Pacific region is inextricably tied to trade
and investment with the rest of the world and will
therefore rely on the rapid resumption of global
economic growth for its continued prosperity. The task

9 Strengthened multilateral rules and principles are needed
not only in trade but also to improve the tracking and
regulation of international financial flows. The region
should not miss the opportunity to contribute to new
ideas and solutions that would put forward the interests
of developing countries and remove asymmetries in the
global financial system.
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10 The calculation is based on foreign exchange reserves
of $1.9 trillion in September 2008, with roughly 70% held
in United States dollars, according to estimates.

structural diversity of the core developing economies
in Asia – the original ASEAN members, China, the
Republic of Korea and, increasingly, India – is not
much greater than that of the European Union in
1979. East Asia enjoys greater macroeconomic
convergence in inflation, interest rates, balance of
payments, public deficits and debt than was the case
in Europe not only in 1979 but also in the 1990s
during the run-up to the common currency of the
European Monetary Union (EMU). Furthermore, the
conditions for currency cooperation in the European
case can be seen to be endogenous, as economies
have become far less diverse over time under ERM
(Aky�z, 2008b).

Rethinking capital flows

The challenge of managing vulnerability to reversals in
short-term capital flows is difficult. Most countries in
the region have chosen not to control the flows them-
selves but to amass sufficient reserves to defend
currencies in the event of such outflows.

There is some evidence that short-term financial in-
flows do not provide countries with significant benefits
even in good times, while clearly increasing vulnerabil-
ity in bad times. Some have argued that financial
globalization has not shown evidence of generating
increased investment or higher growth in emerging
markets (Rodrik and Subramaniam, 2008). Others as-
sert that increased openness to capital flows has
generally proven important for countries aiming to up-
grade from lower- to middle-income status (Fischer,
1998; Summers, 2000). These divergent views point to
the need for a renewed discussion at the regional
level on the role of short-term capital flows, for expo-
sure to these flows remains a significant vulnerability
for this region.

In broad terms, the post-1997 solution was not to
manage the flows themselves but to amass sufficient
reserves to defend currencies in the event of such
outflows. The present crisis has highlighted the fact
that, despite a widespread perception that reserve
accumulation has been sufficient in the region, such
reserves may be inadequate for some countries in
view of the huge inflows of short-term capital in recent
years as a by-product of financial globalization.
Furthermore, the build-up of national reserves is not
an ideal solution because of the large cost for Govern-
ments. Currency sterilization during the process of
reserves build-up while experiencing capital inflows
requires the issuance of domestic bonds. Because
foreign exchange reserves have been invested mainly
in low-yield United States Government bonds, coun-
tries face fiscal costs from the interest rate differential
between the two sets of bonds. It has been estimated
that India, which has comparatively high interest rates,
faced a cost in fiscal year 2007 of 2% of GDP (ABN
AMRO India, 2007). Another cost is the loss in the
capital value of foreign reserve holdings if the value of
the dollar were to decline sharply. For example, China
would suffer a capital loss on its reserves of about
$67 billion if there were a 5% depreciation in the
United States dollar.10 A combination of two ap-
proaches should be considered in order to address

The region should consider establishing
coordinated and durable regional

currency arrangements

Nevertheless, the European experience serves only as
a guide and cannot be replicated in Asia and the
Pacific. Specifically, the ERM concept of fixing curren-
cies internally but floating externally is problematic.
Asia’s trade continues to be dependent on trade with
countries outside the region, is more vulnerable to
volatility in international capital flows and has no obvi-
ous anchor currency within the region, as Europe did.
Asia therefore requires a system that provides both
internal and external stability through a collectively
managed currency float relative to the currencies of
major developed country trading partners, based on
agreement on a common basket, central rates and
bands, and rules for intervention and changes in cen-
tral rates. Such an approach has the potential to
produce relatively stable intraregional currency values
due to the similarity of trade baskets across the East
Asian subgroup of countries. Countries are already
managing their currencies independently in relation to
their trade-weighted currency baskets. Regional coop-
eration could formally multilateralize these de facto
national systems of exchange rate management. In
undertaking such an approach, the European experi-
ence is worthy of study so that policymakers in this
region can avoid the missteps of European economies
and evolve a system that is best suited to the particu-
lar characteristics of Asia and the Pacific. In this
regard, critical supporting mechanisms for an effective
intraregional exchange rate arrangement include a
common capital account regime, intraregional credit
mechanisms and rules for interest rate and currency
adjustments.

(Akyüz,
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the challenge of vulnerability to short-term capital
flows: management of the quantum of such flows
through, for example, deposit requirements on capital
inflows and financial transaction taxes, and regional
cooperation to increase the potential availability of
funds in the event of a currency crisis as well as to
reduce the amount of precautionary funds needed by
each country.

The imposition of capital controls is, however, a highly
complex policy option. A problem with introducing ad
hoc countercyclical capital-control measures is that
they can trigger an adverse reaction from financial
markets, leading to sharp falls in stock prices. The
adverse market reaction to the introduction of
countercyclical restrictions could be most dramatic in
countries with large stocks of foreign debt, weak cur-
rent account positions and a high degree of depend-
ence on foreign capital. A possible solution is to have
a permanent system of control in place, with instru-
ments being adjusted according to cyclical conditions
(Aky�z, 2008c).

Regional trade financing mechanism

It is important to keep trade flowing for the region and
to understand the exacerbating effects when trade
financing dries up. During a global recession,
intraregional trade takes on additional importance. A
regional trade financing mechanism would facilitate the
provision of export credits and export credit guaran-
tees to companies and banks from Asia-Pacific coun-
tries. At a time when the engine of trade risks a
shutdown, ways of making trade work for the region
must be found by the region itself (see also ESCAP,
1995). A regional trade financing mechanism will not
only keep trade going but, more important, will con-
tribute to export diversification and encourage SMEs
involved in non-traditional production to develop new
products and services with greater financing
flexibilities.

A regional facility has several advantages compared
with public financing institutions at the national level. It
can:

• Pool risk and spread it across countries

• Pool capital and spread it across countries

• Promote co-financing schemes between private
banks and public-sector institutions

• Encourage intraregional trade and decoupling from
the recessionary markets

• Utilize economies of scale

• Increase credibility and better market outreach and
access to better-quality international finance

Creation of regional financial architecture with its
own institutional setup

The institutional arrangements to support this evolving
regional financial and economic architecture will need
attention. Political will and bold decision-making is
important because the region will need to establish
comprehensive and quick-response foreign exchange
support for all economies vulnerable to a crisis.
International programmes, such as the IMF short-term
liquidity facility and the Federal Reserve swap facility
extended to the Republic of Korea and Singapore, are
insufficient and selective. The ASEAN+3 agreement to
accelerate the implementation of the foreign exchange
reserves pool is an important first step in a regional
approach. However, the membership and size of the
pool should be expanded, as should its purpose, so
that the potential use of funds goes beyond balance
of payments support to include liquidity and solvency
problems. Furthermore, in the event of contagion, size
matters, as multi-country requests for assistance
would curtail its functioning and lead to a potentially
devastating loss of confidence in the very reason for
its existence. The importance of expanding arrange-
ments such as the ASEAN+3 reserves facility was
highlighted by the Commission of Experts of the Presi-
dent of the United Nations General Assembly on Re-
forms of the International Monetary and Financial Sys-
tem in January 2009 (United Nations, 2009). In fact,
the ASEAN+3 has recently reached an agreement
to increase the reserve fund from $80 billion to $120
billion, in order to restore confidence, strengthen finan-
cial stability and promote a sustainable economic
growth in the region (ASEAN, 2009).

While support of foreign exchange reserves is an
important short-term protective measure, it neverthe-
less does not address the fundamental causes of
external vulnerability for economies in the region. A
reserves support arrangement does not prevent the
build-up of unsustainable current account balances
and unrealistic exchange rates, currency and maturity
mismatches in the private sector or asset and credit
bubbles. An expanded reserve fund will thus require
regional monitoring and supervision to provide early
warning and determine conditions warranting disburse-
ment of funds. Similarly, exchange rate coordination
will require regional supporting mechanisms, including
a common policy on capital account openness, credit
mechanisms, and rules for interest rate and currency
adjustments. The most efficient manner to combine
these various regional actions related to financial and
monetary cooperation would be through the establish-
ment of an Asian monetary fund.

(Akyüz,
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The rationale for the establishment of an appropriate
regional institution is not new. It was supported by
ESCAP during the 1997 financial crisis (see ESCAP,
1998, for example) but did not gain traction due to
differences among member economies. A decade
later, the issue should be revisited, as such an institu-
tion, if properly designed, would support and
strengthen the evolving global financial architecture.
The issue should not be imbued with undue political
significance. The logic for a new regional institution
does not stem from the desire to merely enhance the
regional operations of existing global institutions, but
rather from the inherent managerial challenge faced by
any global institution that can provide sufficient re-
gional emphasis only by spreading itself too thin, as
well as the lack of representation of the region in the
decision-making processes of such institutions.

The presence of an existing international institution,
such as IMF, should not be a constraint to the estab-
lishment of a complementary regional institution. The
ability of international and regional institutions to work
in an integrated manner has already been shown to
be effective in the development banking sphere
through the operations of the World Bank at the global
level combined with regional banks, such as the Asian
Development Bank and the Inter-American Develop-
ment Bank. Similarly, existing regional institutions are
also unsuited to the new responsibilities. While
possessing regional representation, the work and
experience of such institutions are in very different
fields, such as development banking, which is far
removed and may even be in conflict with the role
of a regional macroeconomic, financial and monetary
coordinator.



37

CHAPTER 1.  THE RETURN OF THE FINANCIAL CRISIS

ABN AMRO India (2007). “Does sterilization cost affect
monetary instrument choice?”, The Knowledge
Series (New Delhi, 2007).

ADB, (2008). Navigating the Global Storm: A Policy Brief
on the Global Financial Crisis, p. 19 (Manila).

Aky�z, Yilmaz (2008a). “The current global financial
turmoil & Asian developing countries”, ESCAP
Series on Inclusive & Sustainable Development:
2.

(2008b). “Global financial crisis and implications
for Asia”, presentation at ESCAP High-level Re-
gional Policy Dialogue on “The food-fuel crisis
and climate change”, Bali, Indonesia, 9-10
December 2008.

(2008c). “Financial instability and countercyclical
policy”, Background paper for United Nations
World Economic and Social Survey (United
Nations Department of Economic and Social
Affairs).

Asia Bonds Online (2008). http://asianbondsonline.adb.
org/regional/regional.php.

ASEAN (2009) “Joint Media Statement – Action Plan to
Restore Economic and Financial Stability of the
Asian Region”, Report from the Finance Ministers
of the ASEAN+3 to Heads of States/Govern-
ments, http://www.aseansec.org/22158.htm.

DBS Research Group (2008). “Asia: who’s vulner-
able?”, Topical Reports, 15 August 2008, avail-
able at www.dbsvresearch.com/research/DBS
research.nsf(vwAllDocs)A5E5BBA5BCFFAD1E
482574A90006049D/$FILE/asia_2008aug15. pdf.

Economic Times (2008). “Market sees convertible bond
issues decline 91%”, 21 November 2008.

ESCAP (1995). Economic and Social Survey of Asia
and the Pacific 1995 (United Nations publica-
tion, Sales No. E.95.II.F.10).

(1998). Economic and Social Survey of Asia and
the Pacific 1998 (United Nations publication,
Sales No. E.98.II.F.59).

Financial Times (2008). “Lehman’s Asia risk is re-
vealed”, 26 November 2008.

Fischer, Stanley (1998). “Capital account liberalization
and the role of the IMF”, in “Should the IMF
pursue capital-account convertibility?”, Essays in
International Finance, Department of Economics,
vol. 207, pp. 1-10 (Princeton, NJ: Princeton Uni-
versity Press).

G20 (2008a).  G-20 Communiqu�, Meeting of Ministers
and Governors, Sao Paulo, Brazil, 8-9 Novem-
ber 2008.

G20 (2008b).  “Declaration of the Summit on Financial
and the World Economy”, The G20 Leaders
Summit on Financial Markets and the World
Economy, 15 November 2008, Washington,
D.C.

ILO (2007). Labour and Social Trends in Asia and the
Pacific 2007 (Bangkok, 2007).

(2008a). November 2008, Room paper on the
likely impact of the financial and economic
crisis and possible responses.

(2008b). Global Wage Report 2008/2009.

(2008c). “Shaping a fair globalization: Perspec-
tives and prospects for a decent work agenda”
(Working Party of the Social Dimension of Glo-
balization, Governing Body document WP/SDG).

(2008d) World of Work 2008 (Geneva).

(2008e). Global Employment Trends for Women
2008.

(2009). Global Employment Trends 2009 (Ge-
neva).

Reuters  (2008). “Asia’s banks, economies still vulner-
able to property downturn”, 10 October 2008.

Rodrik, D. and Arvind Subramaniam (2008). “Why did
financial globalization disappoint?”, http://ksg
home.harvard.edu/~drodrik/Why_Did_FG_
Disappoint_March_24_2008.pdf.

References

Akyüz,

Communiqué,



ECONOMIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2009

38

Schott, Jeffrey J. (2008). “First, Do No Harm”, www.
petersoninstitutte.org/realtime/?p=210.

Summers, Lawrence H. (2000). “International financial
crises: Causes, prevention, and cures”, Ameri-
can Economic Review, vol. 90, No. 2, pp. 1-16.

United Nations (2009). “The Commission of experts of
the President of the United Nations General
Assembly on Reforms of the International Mon-
etary and Financial System: Recommendations
for Immediate Action”, Statement following
first meeting, 4-6 January 2009 http://www.
un.org/ga/president/63/commission/financial_
commission.shtml.

United States (2008).  “United States and China an-
nounce $20 billion in finance facilities that
will create up to $38 billion in annual trade
finance to assist global trade”, United States
Department of Treasury, http://www.treas.gov/
press/releases/hp1318.htm.

World Bank (2008a). “Global market conditions and
implications for trade”, presentation at IFC 2nd
Annual GTFP Bank Partners Meeting, 22-23 Oc-
tober.

(2008b). Outlook for Remittance Flows 2008-
2010 (Washington, D.C.).




