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A REGIONAL 

POLICY AGENDA
FOR REGAINING
THE DYNAMISM

Trillions of dollars accumulated in foreign exchange reserves during the 
decade that preceded the global crisis, as net exports, became a key 
element supporting GDP growth in Asia and the Pacific.113  As this Survey 
describes in the previous chapter, those reserves were mostly invested in 
treasury bonds issued by developed countries outside the region, which in 
turn fed debt-driven consumption abroad. With the advent of the first 
worldwide recession since the 1930s and the enormous debt burden 
accumulated by developed-country Governments, a return to business as 
usual seems unlikely. There is little likelihood that even a recovery in 
major developed economies could rekindle the pre-crisis, export-led growth 
trend for the region.114 

Asian and Pacific countries therefore need to find new sources of domestic 
and regional demand to make up for weakened Western demand for their 
exports, to help sustain their dynamism and allow for a gradual unwinding 
of global imbalances. Part of the solution could be to develop a more 
consumer-centric economy in the region — one in which rising 
consumption is increasingly fed by production from within the region. By 
allocating financial capital more efficiently within the region, more jobs 
could be generated and the benefits of economic growth could be spread 
more equitably, in turn stimulating increases in private consumption.

113 While not all subregions of Asia and the Pacific experienced a disproportionately 
large contribution of net exports to economic growth over the past decade, private 
consumption has generally diminished, at least up to the onset of the global 
financial crisis of 2008.

114 The President of the United States Mr. Barack Obama stated on 9 May 2009: “The 
long-term deficit and debt that we have accumulated is unsustainable. We can't 
keep on just borrowing from China or borrowing from other countries… [A]t some 
point they're just going to get tired of buying our debt. And when that happens, we 
will really have to raise interest rates to be able to borrow…” [Reuters, “Obama 
says U.S. can’t keep borrowing from China”, 14 May 2009, available from 
www.reuters.com/article/politicsNews/idUSTRE54D58Q20090514.
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Corrections in the large socio-economic and
ecological imbalances in the region could pro-
vide much headroom for generating new aggre-
gate demand, as this Survey discusses in the
preceding chapter. With nearly 1 billion people
in poverty and wide gaps in infrastructure and
lifestyles, opportunities could be developed to
augment aggregate demand through private
consumption and investment. Critical for regain-
ing the region’s dynamism are policy measures
taken at national and regional levels that can
reduce poverty and facilitate more inclusive eco-
nomic growth. Similarly, greener “new-economy”
industries and businesses based on energy-
and material-saving innovations could also be
sources of growth, providing more affordable
products for consumption by the poor while
promoting environmental sustainability. There-
fore, inclusive and sustainable growth is not
only desirable but also a necessary condition for
regaining the dynamism of the Asia-Pacific re-
gion in the aftermath of the global economic
crisis.

REDRESSING SOCIO-ECONOMIC
AND ENVIRONMENTAL
IMBALANCES FOR EXPANDING
DOMESTIC CONSUMPTION

With over 950 million poor as of 2005, the
challenge of reducing poverty in Asian and Pa-
cific countries remains formidable and should be
assigned the highest policy priority. Poverty re-
duction also has the potential to enhance do-
mestic consumption by adding hundreds of mil-
lions of new consumers to the mainstream. The
skyrocketing food and fuel prices of 2008 and
subsequent global financial crisis were stark
reminders that poverty can suddenly increase
during turbulent times, wiping out hard-won
gains. In the context of poverty reduction,
measures such as strengthening social protec-
tion, focusing on agriculture and rural develop-
ment and enhancing financial inclusiveness
could help in expanding the domestic base of
demand while addressing socio-economic imbal-
ances.

Strengthening social protection

Addressing the social imbalances of the region
calls for two different, but equally important,
policy goals: (a) to redouble efforts to reduce
entrenched poverty and deprivation; and (b) to
protect the population at large from the risk of
falling into poverty as a result of various haz-
ards, including adverse economic shocks, natu-
ral disasters, illness, disability and other circum-
stances. Both goals can be addressed through
broadly understood policies that provide social
protection in times of adversity and reduce un-
acceptable levels of deprivation.115 Such social
protection policies should be concerned with
developing short-term safety nets, preventing
increases in deprivation, and promoting better
chances of individual development.116

Asia-Pacific needs to find new
sources of domestic and regional

demand to help sustain its
dynamism and contribute to

the gradual unwinding of
global imbalances

The present chapter outlines a policy agenda
for the region at the national and regional levels
that could help unleash latent domestic
and regional demand and address the macr-
oeconomic, social and ecological imbala-
nces described in chapter 3 in an integrated
manner.

115 Kannan, K. P., “Social security in a globalizing world”, International Social Security Review, Vol. 60, Nos. 2-3,
2007, pp. 19-37.

116 Guhan, S., “Social security options for developing countries”, International Labour Review, Vol. 133, No. 1, 1994,
pp. 35-54.
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Social protection systems are key to attaining a
more inclusive development process. They can
serve as automatic stabilizers during periods of
crisis by providing additional income to the poor
and helping maintain their food intake and ac-
cess to education and health services. In non-
crisis times they can help support domestic
demand by reducing the need for precautionary
saving against catastrophic out-of-pocket ex-
penses in coping with medical or other emergen-
cies. Some types of social protection measures
are particularly relevant for tackling crisis situa-
tions as they can provide quick relief to the poor
in the short-term.117 Among them are (a) employ-
ment generation measures; (b) cash transfers
programmes – conditional or unconditional; (c)
targeted social services, such as feeding pro-
grammes and health and education programmes
that focus on benefits for women and girls;
and (d) expansion of microcredit schemes to
impoverished groups and localities.

Many of those programmes have the nature of
social assistance and social services. The stimu-
lus packages in the region contain many such
measures for crisis relief. For example, the
stimulus package in India includes an expansion
of the National Rural Employment Guarantee
Scheme. The Indonesian package emphasizes
labour-intensive infrastructure projects. Stimulus
packages in the Philippines and Thailand include
social security benefits and cash transfers to the
poor, while subsidies for health, education and
social services in general find a major place in
the stimulus packages of China, Singapore,
Thailand and Hong Kong, China. Easing the
availability of financing for affected groups such
as women and small entrepreneurs has been a
feature of the Indian and Thai packages. To be
effective in relieving crises, social protection
measures should be able to target the affected
people and provide enough benefits to overcome
crisis impacts.

Despite their usefulness in attaining an inclusive
development process and in minimizing adverse
impacts of economic crises, the coverage of
social protection programmes in the Asian and
Pacific region is among the lowest in the world.
Most of the poorer developing countries lack
institutionalized welfare systems. They may have
a variety of social protection measures but their
programmes may not be sufficiently funded, co-
herent or extensive to protect vulnerable
populations. The fragmented social safety nets
that do exist are generally biased towards the
formal sector, leaving many people without ba-
sic services and rights. For instance, social
insurance tends to reach only a small proportion
of the workforce – generally government work-
ers and some of those employed in the formal
sector – which in India, for example, represents
less than one tenth of the total workforce.

The coverage of social protection
programmes in the Asian and
Pacific region is among the

lowest in the world

Across the region, people working in the infor-
mal economy do not generally benefit from
social safety nets. ESCAP has estimated that
across Asia and the Pacific only 20% of the
unemployed and underemployed have access to
labour market programmes for unemployment
benefits, training or public welfare, including
work-for-food programmes.118 Only 30% of the
elderly receive pensions and only 20% of the
regional population has access to health-care
assistance – making out-of-pocket medical
expenses in Asia and the Pacific among the
highest in the world.119 Even in China social
insurance has been largely restricted to urban

117 This discussion draws on ESCAP, ADB and UNDP, Achieving the Millennium Development Goals, pp. 60-66.
118 ESCAP, Economic and Social Survey 2009, p. 64.
119 “In some countries in the region, more than 60% of money spent on health care comes from the patient’s

pocket. By contrast, in Germany an average of just 13% of all medical expenses are borne by the patient, with
the rest covered by social health insurance or by the Government”. (WHO, Regional Office for the Western
Pacific, “Governments not spending enough on health”, press release, 3 Mar. 2010; available from
www.wpro.who.int/media_centre/press_releases/pr20100303.htm).
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populations, although the Government has
made a concerted effort to extend it to migrants
and the rural population. In South Asian coun-
tries only 8% of the population is covered by
healthcare programmes, compared to 20% for
the Asia-Pacific region in general.

Social protection systems can be strengthened in
several ways. While systems vary across coun-
tries for many reasons, a minimum floor of social
security benefits for all citizens should include (a)
guaranteed universal access to essential health
services; (b) guaranteed income security for all
children through family and/or child benefits; (c)
guaranteed access to basic means-tested or self-
targeted social assistance for the poor and the
unemployed; and (d) guaranteed income security
through basic pensions for people in old age and
people living with disabilities.120

Several Asian and Pacific countries provide ex-
amples of ambitious social security pro-
grammes. In 2001 Thailand took the historic
step of legislating full population coverage in
health care by introducing a universal health-
care scheme, popularly referred to as the “30-
baht Scheme” from the amount initially stipu-
lated as a co-payment. Any Thai citizen not
already covered by the social security health
insurance scheme or the Civil Servants’ Medical
Benefit Scheme enjoy full access to health serv-
ices provided by designated district-based net-
works of providers -health centres, district hos-
pitals and cooperating provincial hospitals. The
eligible population must register with the net-
works to obtain a free insurance card. The
initial 30 baht co-payment – a little less than $1
– for each outpatient visit or hospital admission
has been abolished and medications on pre-
scription are also free of charge.121 Evaluations
suggest that the Scheme has succeeded in
making the coverage of health-care services
near-universal and in significantly reducing

household out-of-pocket medical expenditures,
thus demonstrating that universal health-care is
achievable in a lower middle-income country.122

Another important type of social protection in
Asia and the Pacific consists of public works
programmes aimed at reducing poverty. The
National Rural Employment Guarantee Act
(NREGA) of India provides a legal guarantee of
100 days of employment every year for adult
members of any rural household willing to do
unskilled manual work at the statutory minimum
wage, as discussed in chapter 2. The central
Government funds the cost of wages, 75% of
the cost of materials, and part of the adminis-
trative expenses; the remaining costs are
funded by State Governments. Participants in
NREGA work in projects such as water conser-
vation, flood control, irrigation and land develop-
ment. The programme has many benefits, in-
cluding the reduction of distress migration, em-
ployment generation in the most distressed ar-
eas, and improvements in the natural resource
base for poor communities. Acknowledging the
potential of gender discrimination, the Act man-
dates equality in wage payments of men and
women and the availability of childcare at the
work site. At least one third of NREGA benefici-
aries must be women and women must be
represented in the management and monitoring
of the programme as well as in its social audit.
Where work is to be performed beyond 5 km of
their residences, women should be given prefer-
ence to work nearer to their residence and
members of the same household should be
allowed to work at the same work site. Finally,
by recognizing a single person as a household,
NREGA enables widows and other single
women to access the programme. Recent data
shows an average female participation rate
in the programme of 49.7%, with 22 of 32
states exceeding the mandated rate of one
third.123

120 ESCAP, Economic and Social Survey 2009, p. 65.
121 ESCAP, ADB and UNDP, Achieving the Millennium Development Goals, p. 61.
122 Damrongplasit, Kannika, “Thailand’s universal coverage system and preliminary evaluation of its success”,

presentation at Freeman Spogli Institute for International Studies, Stanford University, 15 Oct. 2009; available
from http://iis-db.stanford.edu/evnts/5747/presentation_Kannika.pdf.

123 Data were obtained for fiscal year 2008/09 from the NREGA website, http://nrega.nic.in/writereaddata/mpr_out/
nregampr_0809.html (accessed 17 Mar. 2010). (See also India, Ministry of Rural Development, 2008a).
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A novel approach to social protection is the use
of conditional cash transfers. An example is
given by Pantawid Pamilyang Pilipino Program
(“4Ps”) of the Philippines, which provides poor
households with 500 pesos a month for their
health needs and a 300-peso educational sub-
sidy for each child up to age 14. Poor families
can get the educational subsidy for a maximum
of three children. In return, beneficiaries are
required to comply with the following conditions:
(a) pregnant women must receive prenatal care,
childbirth must be attended by a skilled or
trained person, and mothers must receive post-
natal care; (b) children 0 to 5 years of age must
have regular health check-ups and vaccinations;
and (c) children 6 to 14 must attend school at
least 85% of the time. Failure to comply with
those conditions could mean losing the subsidy.
School principals and the municipal health offic-
ers are tasked to monitor compliance. The ra-
tionale for the conditions is to create incentives
for the recipients to invest in their own human
capital. Such investments should give them, es-
pecially the children, a better chance to exit
poverty permanently in the long term.

A promising policy framework for the implemen-
tation of broad social protection policies in the
region is given by the 2004 Social Charter of
the South Asia Association for Regional Coop-
eration (SAARC). The charter emphasizes the
importance of the objective of reducing poverty
in South Asia to (a) ensure that “every member
of society is enabled to satisfy basic human
needs and to realize his or her personal dignity,
safety and creativity” and (b) support economic
growth. In order to achieve the goal, the Char-
ter highlights the need for enshrining rights of
access to basic social services in national laws:

States Parties agree that access to
basic education, adequate housing,
safe drinking water and sanitation,
and primary health-care should be
guaranteed in legislation, executive
and administrative provisions…124

To be sure, guaranteeing universal access to all
those basic services is expensive. A key concern
of many low-income developing countries is the
implications for fiscal balances, especially be-
cause of current budgetary strains. But given the
low coverage of social safety net programmes,
public expenditures should be reprioritized so that
such programmes can be adequately financed.
The reallocation of spending can be an important
source of financing for an enhanced safety net
package. Moreover, significant efficiency gains
within the existing safety net system can be
realized, under the right set of reforms, allowing
countries to consolidate small programmes,
which might be unable to reach satisfactory
economies of scale individually.

Policies that generate income
opportunities and improve access

to basic social services in rural areas
are essential in reducing poverty

and rural-urban imbalances

A “green revolution” for food security
and poverty reduction

Poverty in Asia and the Pacific remains pre-
dominantly a rural phenomenon. Up to 80% of
the poor in China, India and Indonesia – 585
million out of 731 million – lived in rural areas
in 2005 (table 25, chapter 3). Policies that
promote the generation of jobs, increase income
opportunities in rural areas, and improve access
to basic social services are essential in reduc-
ing poverty and rural-urban imbalances. Be-
cause the rural poor derive most of their in-
come from agricultural activities,125 policies to
facilitate the access of smallholder producers to
land, agricultural inputs, extension services, fi-

124 SAARC, Social charter, available from http://www.saarc-sec.org/main.php?id=13.
125 Davis, Benjamin, and others, “Rural income generating activities: a cross country comparison”, ESA Working

Paper No. 07-16 (Rome: FAO, 2007); available from ftp://ftp.fao.org/docrep/fao/010/ah853e/ah853e.pdf.
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FIGURE 65. FAO food price index and Brent crude oil price, January 2004 to February 2010
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Sources: ESCAP based on data FAO, World Food Situation, http://www.fao.org/worldfoodsituation/FoodPricesIndex/en/ and
United States Energy Information Administration, available from http://tonto.eia.doe.gov/dnav/pet/hist/rbrteM.htm (accessed 10
Mar. 2010).

Recent trends

nance and markets could significantly contribute
to reducing rural poverty, decreasing distress
migration to the cities – and thereby urban
poverty – and increasing the supply of food.
Moreover, vibrant agricultural communities are
likely to attract other economic activities, con-
tributing to the creation of non-farm business
and employment opportunities.126

Besides the critical roles of agriculture and rural
development in poverty reduction, two other
considerations make them key priorities for in-
vestment and promotion policies for the me-
dium-to long-term.

Firstly, the spikes in food commodity prices of
2007 and 2008, while abated by the global
financial crisis during 2009, are not expected to
be a fluke. The episode of high food prices
reflected structural, long-run factors, as de-
scribed in the Survey 2009, which were consid-
erably attenuated but not eliminated as a result
of the sharp contraction in economic activity
that took place in 2009. Those factors included

the dramatic increase in crude oil prices, record
low levels of world cereal stocks, rapid growth
in the world GDP, expansion of the biofuel
production, enhanced speculative activity in
commodities, and a long-term decline in invest-
ment in agriculture that led to a drop in the rate
of growth of yields.

Food prices moderated significantly in 2009 with
respect to 2008 (figure 65). The FAO food price
index dropped 36% between June 2008 and
February 2009, not surprisingly in light of a sharp
world recession and the dramatic drop in the
price of crude oil during the second half of 2008.
However, food prices started to climb back up,
increasing 25% between February 2009 and
January 2010. More dramatically, the price of
crude oil – which had dropped 70% between
July and December of 2008 – increased by as
much as 91% between December 2008 and
January 2010. Given the high correlation be-
tween food and crude oil prices from the 2000s,
those trends – which are depicted in trend lines
in figure 65 – are worrisome.127

126 Anriquez, Gustavo, and Kostas Stamoulis, “Rural development and poverty reduction: is agriculture still the key?”,
ESA Working Paper No. 07-02 (Rome: FAO. 2007); available from ftp://ftp.fao.org/docrep/fao/010/ah885e/ah885e.pdf.

127 The correlation coefficient between the FAO index and the Brent crude oil price, using monthly observations
between January 2000 and January 2010 is r=0.93.
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Secondly, by 2050 the population of Asia and the
Pacific is expected to increase by one and a half
billion people and the demand for food and feed
is expected to double from current levels. How-
ever, according to current trends in yields, it is
projected that the region’s supply of grains by
2050 will fall considerably short of matching that
increase in demand.128 Therefore, investing in
agriculture with the objective of increasing its
yields must be a top priority for the region.
Achieving that objective is even more critical in
the face of unpredictable, but increasingly more
common, extreme weather events such as pro-
longed dry periods or heavy rainfall spells that
are known to reduce crop yields and cause
extensive crop losses.129 Moreover, by some
accounts, if current warming trends continue, the
yields of major food crops in tropical countries
could decrease by 20% to 30%.130

In past publications ESCAP has suggested spe-
cific policy recommendations to achieve those
goals.131 Here we highlight the need for the
“second green revolution”. While the Green
Revolution of the last century achieved signifi-
cant yield increases in the Asia-Pacific region, it
brought concomitant problems from its high in-
puts of irrigation, chemical fertilizers, pesticides
and insecticides, and its excessive energy use.
As Asian and Pacific economies rebalance, a
second green revolution is needed that can
move agriculture from high chemical and water
inputs to knowledge-intensive and sustainable
agriculture. The second green revolution should
integrate the region’s unique traditional knowl-
edge with advances in science and agricultural
engineering, including plant genetics, plant pa-
thology and information and communication
technology. The approach should emphasize
ecological sustainability with integrated pest and
soil fertility management, minimum tillage and
drip irrigation. A knowledge-intensive agriculture
commends itself also on the grounds of envi-

ronmental resilience and social inclusiveness as
it attempts to return power to the producer –
the farmer, especially women farmers.

To foster the second green revolution, Govern-
ments should focus on the right factor inputs;
namely,

assets such as land, tools, machinery and
renewable water and energy resources.
efficient credit allocation through the promo-
tion of financial inclusiveness.
knowledge generation through publicly
funded agricultural research and develop-
ment together with agricultural extension
services, to rapidly transfer and diffuse
knowledge from the laboratory to the field.
information and communication technology
applicable to farming.

Furthermore, risk management and social pro-
tection systems, such as crop insurance and
improved crop transport and storage systems,
besides efficient rural infrastructure, need to be
provided.

The institutions that could provide critical help
for farmers include those supporting extension
education, post-harvest processing, credit and
marketing, and communication connectivity in-
cluding mobile phones. Farmers need them for
help in meeting international standards, espe-
cially in food safety. One reason why the ben-
efits of higher food prices have not accrued to
farmers in many Asian and Pacific developing
countries is that institutions that allow farmers to
take advantage of the higher food prices in the
international market were not in place. Wher-
ever institutions existed, farmers have reaped
benefit; Viet Nam is a case in point where small
farmers have benefited from high international
prices of rice by accessing export markets.

128 International Water Management Institute and FAO, Revitalizing Asia’s Irrigation: To Sustainably Meet Tomorrow’s
Food Needs (Colombo: 2009); available from www.fao.org/nr/water/docs/Revitalizing_Asias_Irrigation.pdf.

129 Lansigan, Felino P., “Coping with climate variability and change in rice production systems in the Philippines” in
Rice is Life: Scientific Perspectives for the 21st Century, K. Toriyama, K.L. Heong and B. Hardy, eds. (Manila:
International Rice Research Institute, 2009), pp. 542-545.

130 Science Daily, “Dramatic changes in agriculture needed as the world warms and grows”, 12 Feb. 2010; available
from http://www. sciencedaily.com/releases/2010/02/100211141140.htm.

131 ESCAP, Economic and Social Survey 2008; and ESCAP, Sustainable Agriculture and Food Security.
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A key element here would be a system that
could help small farms benefit from economies
of scale in marketing and assist them in meet-
ing international standards. That role used to be
played by parastatals, howsoever inefficiently,
many of which were dismantled as a part of
liberalization, privatization and deregulation poli-
cies under structural adjustment programmes.
To provide for such needs, community-based
organizations such as the self-help groups in
India, the grass-roots non-governmental organi-
zations (NGOs) and farmers’ organizations in
the Philippines such as the Indigenous Multi-
Purpose Cooperative (IMPCI), Namitpitan Bulo
Farmers Associations Inc. (NBFAI), Bado
Dangwa Federation of Association and Coopera-
tives (BDFCO) and Pide Aguid Fidilisan Multi-
Purpose Cooperative (PAFMPCI) are showing
that they can do better than the erstwhile quasi-
government agencies, if promoted and nurtured
in an enabling environment.

The system of institutes of the Consultative
Group on International Agricultural Research
(CGIAR) have a key role in generating new
knowledge and technology in agriculture and
putting it in the public domain, where it is
available to national agricultural research sys-
tems for adaptation to their geoclimatic condi-
tions. Those institutes include the International
Rice Research Institute (IRRI) in Los Baños,
Philippines and the International Crop Research
Institute for Semi-Arid Tropics (ICRISAT) in
Hyderabad, India, among others. They should
be enabled by the international community to
play a similar role along with such institutions
as the Centre for Alleviation of Poverty through
Secondary Crops’ Development in Asia and the
Pacific (CAPSA) and Asian and Pacific Centre
for Agricultural Engineering and Machinery
(APCAEM) of ESCAP.

One recent success story in agricultural trans-
formation based on knowledge through interna-
tional cooperation is the New Rice for Africa
(NERICA) programme of the West African Rice
Development Association (WARDA; renamed

the Africa Rice Center). In 1994 NERICA devel-
oped a new rice variety combining the best
traits of African and Asian rice varieties. As a
major collaborative project, it involved institu-
tions in 17 African countries and the CGIAR
with support from the Japanese Government
and other multilateral donors. As a result of the
growing demand for NERICA rice, cultivated
areas are being extended to 210,000 hectares
in West and Central Africa, exposing more than
1.7 million African farmers to the new crop and
associated technologies. African rice production
has increased to 744,000 tons per year with
savings of $88 million in rice imports.132 South-
South and “triangular” cooperation are ought to
play an equally important role in fostering the
second green revolution in Asia and the Pacific.

“Green growth”: new green industries
as engines of growth

Today’s challenges of combining developmental
aspirations with sustainability are even starker
than before. Widespread environmental degra-
dation and extreme weather events such as
more frequent and stronger tropical storms in
the Pacific and Indian oceans, record droughts
and more frequent flash floods, have made the
Asia-Pacific region particularly crisis-prone. The
poor bear a disproportionate burden of the ad-
aptation costs. The new weather patterns are
the result of divergent global growth and rising
inequality that has built up over many decades,
as the quest for development and prosperity
particularly of the advanced economies has pro-
duced the bulk of greenhouse gases. Develop-
ing countries are deeply concerned that theirs is
an environmentally constrained world, where
their efforts to catch up in growth and economic
convergence may be seriously limited.

ESCAP promotes the “Green Growth” approach
that emphasizes environmentally sustainable eco-
nomic progress to foster low-carbon, socially
inclusive development. Among the pillars of

132 Kumar, Nagesh, “South-South and triangular cooperation in Asia-Pacific: towards a new paradigm in development
cooperation”, UNESCAP Working Paper WP/09/05 (Bangkok: ESCAP, 2009); available from www.unescap.org/
pdd/publications/workingpaper/wp_09_05.pdf.



A REGIONAL POLICY AGENDA FOR REGAINING THE DYNAMISM     CHAPTER 4

155

Green Growth are sustainable consumption and
production, greening of businesses and markets,
sustainable infrastructure, green tax and budget
reforms and investment in natural capital, as
endorsed by the Fifth Ministerial Conference on
Environment and Development in 2005.133 Even
though no one size may fit all, the movement of
developing countries towards environmentally
sustainable consumption and production could be
facilitated by the following policy measures.

the adaptation of existing technologies to local
contexts – have a critical role to play. The
rationale for public intervention here is that action
to promote innovation has great social value but
is poorly remunerated.134 Action for innovation
might not take place at all without Government
support. Moreover, in the case of environmentally
friendly technologies, innovation is critical as local
conditions differ from one region to another and
from one country to another. Government support
that permits experimentation and knowledge-
sharing could bring substantial sharing of benefits
and saving of resources, at the same time
nurturing new frontiers of economic growth within
the region. Government support for innovation in
developing countries may be all the more critical
in view of barriers to entry in relevant fields from
competitive corporations that are themselves pro-
tected by intellectual patent regimes and other
restrictive practices.

Government support should cover the develop-
ment and commercialization of environmentally
friendly technologies that lead to affordable
products and improve the wellbeing of the poor
and rural populations. Rural solar electric sys-
tems for homes, popularized by Grameen
Shakti in Bangladesh (box 8), is one such
technology.135 The Governments of Japan,
China, India and the Republic of Korea, among
others, have adopted measures to support de-
velopment of such innovations as a part of their
national action plans on climate change.136

China has become a top investor in clean en-
ergy, with investments soaring by more than
50% in 2009 to reach $34.6 billion; far ahead of
the second largest investor, the United States,
at $18.6 billion. The Chinese Government has
set some of the world’s most ambitious targets

Industrial policies – strategic
collaborations between the private

sector and the Government to uncover
and remove obstacles to the adoption
of new technologies or the adaptation

of existing technologies to local
contexts – have a critical role to play

in the promotion of investments in
environmentally friendly technologies

First is the case for gearing industrial policy to
promote investment in environmentally friendly
technologies and products. Such investments are
critical, particularly during the early phases of
development and deployment of new technolo-
gies. Green technologies need to be sustained
until they take root. They also need complemen-
tary investments along the entire supply chain.
Industrial policies – understood as strategic col-
laboration between the private sector and the
Government, aimed at uncovering and removing
obstacles to the adoption of new technologies or

133 See ESCAP, Greening Growth in Asia and the Pacific, Sales No. E.09.II.F.6, available from www.unescap.org/esd/
environment/publications/gg_asia_pacific/GreeningGrowth.pdf; and Navigating Out of the Crisis, ST/ESCAP/2538,
available from www.unescap.org/tid/publication/tipub2538.pdf.

134 “If the entrepreneur fails in his venture, he bears the full cost of his failure. If he is successful, he has to share
the value of his discovery with other producers who can follow his example and flock into the new activity”.
(Rodrik, Dani, “Industrial policy for the twenty-first century”, CEPR Discussion Paper DP4767, Centre for
Economic Policy Research; available from www.cepr.org/pubs/dps/DP4767.asp).

135 “Grameen Shakti to launch solar power system in Dhaka, cities”, Bangladesh Economic News, 26 June 2009;
http://bangladesheconomy.wordpress.com/2009/06/26/grameen-shakti-to-launch-solar-power-system-in-dhaka-cities/;
“Bangladesh decides to use solar power to save energy”, Bermana, 5 Nov. 2009, http://www.bernama.com/
bernama /v5/newsworld.php?id=452797.

136 ESCAP, Economic and Social Survey 2009, p. 80.
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Grameen Shakti, a not-for-profit subsidiary of the Grameen Bank established in 1996, had financed and installed about 220,000
home solar systems in rural Bangladesh by March 2009, providing electricity to more than 2 million people.a The systems include
a rooftop solar photovoltaic panel, a battery and the required electronics, and cost between $350 and $400 each. Customers
generally pay 10 to 15% as down payment and the rest in monthly instalments for three years. The system should last them 20
years. The panel provides enough electricity to power a few lights, a black-and-white TV and a cell phone.b While that level of
electricity use sounds modest, it is crucial for the close to 70% of Bangladeshi households that are not connected to the national
grid, and rely on kerosene for lighting.

Solar home systems have greatly benefited entire communities not just individual households, providing for lighting in rural clinics
and schools, and the elimination of the adverse health consequences of kerosene smoke. Solar home systems have also
extended opening hours for rural businesses and led to the creation of new job opportunities for solar and electronic technicians.
In order to support the new demand, Grameen Shakti has trained over 1,000 female technicians on renewable energy
technologies through its Grameen Technology Center Program.c Grameen Shakti has also started expanding its operations to
Dhaka and other major urban centres with packages that are more powerful to cater to the requirements of urban consumers, but
are also more expensive.

a Grameen Shakti website, “Programs at a glance,” www.gshakti.org/glance.html.
b Gunthier, Marc (2009), “Grameen Shakti brings sustainable development closer to reality”, GreenBiz.com, 21 Jan, www.greenbiz.com/blog/2009/

01/21/grameen-shakti-brings-sustainable-development-closer-reality-bangladesh.
c Grameen Shakti website, “Creating 100,000 green women entrepreneurs”, www.gshakti.org/ green-women.html.

BOX 8. Pro-poor investments in renewable energy and beyond

in renewable energy use, notably wind and solar
alternatives.137 Likewise, the Government of Re-
public of Korea plans to spend $84 billion over
five years to develop environmentally friendly
industries and use them as a growth engine for
the wider economy. That level of investment
represents 2% of GDP per year. Through that
plan the Republic of Korea expects to transform
itself into one of the world’s seven strongest
nations in terms of energy efficiency and green
technology by 2020.138

Secondly, strategically framed regulations and
incentives, and taxes, can facilitate the adoption
of environmentally sound practices and tech-
nologies. For instance, Governments worldwide
promote energy conservation through taxes on
fuels, personal vehicles and high parking

charges while subsidizing public transport sys-
tems. Sometimes regulations and standards are
adopted to promote environmentally friendly
practices and products. Cases in point are
standards of energy efficiency indicated on elec-
tric appliances, or of emissions imposed on
vehicles, or decrees requiring compliance with
new norms. In New Delhi, for example, conver-
sion of the entire fleet of public transport to a
cleaner fuel, compressed natural gas (CNG),
led to significant improvement in air quality.
Evidence that high energy prices encourage
energy conservation has sparked discussion
about phase-out of fuel subsidies. The G-20
summit meeting at Pittsburgh in September
2009 endorsed phasing out of fuel subsidies,
together with provision of essential energy serv-

137 The Pew Charitable Trusts, Who’s Winning the Clean Energy Race? Growth, Competition, and Opportunity
in the World’s Largest Economies (Washington, D. C.: 2010); available from www.pewglobalwarning.org/cleanener
gyeconomy/index.html.

138 Agence France Press, “SKorea unveils massive plan for green growth”, France24, 6 July 2009; available from
http://mobile.france24.com/en/node/4895801.
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ices for those in need through the use of
targeted cash transfers, among other appropri-
ate mechanisms.139

Thirdly, an important condition for ensuring envi-
ronmental sustainability in developing countries
is to the availability of environmentally sound
technologies. The United Nations Framework
Convention on Climate Change (UNFCCC) pro-
vides for the commitment of developed countries
to support developing countries, through transfer
of technology according to the principle of com-
mon but differentiated responsibilities.140 The
bulk of the technology in the field is protected by
intellectual property rights, such as patents that
tend to be dominated by corporations based in
developed countries. For instance, four fifths of
all renewable energy patents granted from 2000
to 2004 are owned by the European Union, the
United States and Japan (the “Group of 3”, or
G-3); moreover, their share in motor-vehicle
abatement technologies is as high as 95%.141

Such a high concentration of patent ownership
by private corporations based in a few devel-
oped countries affects the access of developing
countries to relevant technologies.

Although transfer and dissemination of technol-
ogy is an explicit objective of the Agreement on
Trade-Related Aspects of Intellectual Property
Rights (TRIPs Agreement),142 which provides for
measures to prevent practices that adversely
affect international transfer of technology,143 the

Agreement leaves the provisions for transfer of
technology quite vague. The conditions, norms
and practices for facilitating transfers of environ-
mentally friendly technologies need to be de-
fined. A review of the Agreement could address
the important issue of transfer of technology
and conditions under which technologically less
advanced countries could seek transfer of tech-
nology from patent owners. Developing coun-
tries can fully use the flexibilities provided in the
TRIPs Agreement, including provisions for com-
pulsory licensing in their own patent legislation
in order to safeguard themselves from possible
abuses of monopoly power by patent owners as
provided by TRIPs.144 Discussions leading to
the recognition of public health related excep-
tions showed some flexibility in interpreting what
constitutes ‘exigent circumstances’ opening the
door to potential use of these exceptions in the
climate change context.145

Alternative mechanisms to facilitate access of
developing countries to new technologies have
been suggested, such as technology pools in
the public domain, dedicated multilateral funding
mechanisms for supporting innovative activity in
developing countries, and formation of R&D alli-
ances involving developing country enter-
prises.146

Fourthly, the UNFCCC also provides for finan-
cial support from developed countries to aid
adaptation efforts of developing countries. Multi-

139 The leaders of the Group of 20 endorsed the objective of phasing out fuel subsidies in September 2009. They
also recognized “the importance of providing those in need with essential energy services, including through the
use of targeted cash transfers and other appropriate mechanisms”. See Juliet Eilperin, “G20 leaders agree to
phase out fossil fuel subsidies”, Washington Post, 25 Sept. 2009.

140 UNFCCC, “Draft Decision -/CP.15”, 18 Dec. 2009, available from http://unfccc.int/resource/docs/2009/cop15/eng/
l07.pdf. [old 143].

141 United Nations, DESA, World Economic and Social Survey 2009: Promoting Development, Saving the Planet,
Sales No. E.09.II.C.1, p. 128; available from www.un.org/esa/policy/wess/wess2009files/wess09/wess2009.pdf.

142 Article 7 of the TRIPs Agreement; see Annex 1C of the Marrakesh Agreement Establishing the World Trade
Organization, signed in Marrakesh, Morocco on 15 Apr. 1994; available from www.wto.org/english/tratop_e/trips_e/
t_agm0_e.htm.

143 Ibid., Article 8.
144 Ibid., Article 31.
145 United Nations, DESA, World Survey 2009, p. 131.
146 Ibid., chapter V.
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lateral agencies such as the World Bank group,
the Global Environment Facility (GEF) and indi-
vidual Governments have initiated action in that
regard. Despite their efforts there is a stagger-
ing difference between the sheer size of re-
sources necessary for adaptation, which has
been estimated in the range of $50 billion to
$100 billion per year (and of which about half
would be needed in developing countries), and
the amount actually mobilized and available,
which is about $154 million.147 The United Na-
tions Climate Change Conference in Copenha-
gen in December 2009 recognized that scaled-
up, additional and adequate funding, as well as
improved access, should be provided to devel-
oping countries to support enhanced action on
mitigation. The collective commitment by devel-
oped countries to provide new resources ap-
proached $30 billion for the years from 2010 to
2012. Developed countries also committed
themselves to jointly mobilizing $100 billion
a year by 2020 to address the needs of
developing countries.148

Finally, valuable opportunities present them-
selves for sharing development experiences and
best practices among the developing countries
in the area of sustainable consumption and
production. Developing countries in the region
have demonstrated their capability in work on
biofuels, solar and wind power and waste man-
agement, among others, that could be valuable
for others and could be fruitfully shared.
ESCAP, for example, has helped cities in Bang-
ladesh, Pakistan, Sri Lanka and Viet Nam in
managing solid waste by replicating an initiative
of Waste Concern, a Bangladeshi NGO, using
decentralized treatment plants.149

Enhancing financial inclusiveness

Patently, a well-functioning financial system is
crucial to economic growth. Inclusive financial

systems could likewise assist in poverty allevia-
tion. From the perspective of the poor, an inclu-
sive financial system would offer options for
accessing financial products and services. This
could include obtaining savings, credit and in-
surance on favourable terms and conditions and
accessing payments services for undertaking
transactions and remittances in a secure and
cost-effective manner. Robust evidence from
several ESCAP member countries shows that
poor households with access to financial serv-
ices can improve their economic well-being,
while they invest in children’s education, and
enjoy better nutrition and health status, than
similar households without such access. Fur-
thermore, women of such households have
been found to increase their role in decision-
making, contributing to improve the welfare of
children.

147 Ibid., pp. 93 onward; see also Khor, Martin, “Copenhagen: key issues facing developing countries”, South Centre
Climate Policy Brief; available from www.southcentre.org/index.php?option=com_content&task=view&id=1130&
Itemid=1.

148 Copenhagen Accord, paragraph 8: UNFCCC, “Draft Decision”.
149 ESCAP, Economic and Social Survey 2009, p. 83.

The poor are typically excluded from
accessing core services offered by the
formal financial sector such as savings,

credit, insurance and payments

Unfortunately, across most developing countries
of Asia and the Pacific, financial services are
used by only a small proportion of the popula-
tion. Only in a handful of countries do more
than half the households have access to formal
financial services. The vast majority of the
population in most of those countries, especially
the poor and those slightly above the poverty
line, are typically excluded from accessing the
core services offered by the formal financial
sector, such as savings, credit, insurance and
payments. Most countries have far to go in
order to achieve financial inclusiveness.
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Barriers to financial access exist on both the
demand side and supply side. The demand-side
factors are primarily the capacity of potential
clients to deal with banks, including their literacy
levels, income, occupation and the appropriate-
ness of the services and products on offer.
On the supply side the factors include the
perception of banks about the profitability and
risks involved in dealing with poor customers
and the cost of dealing with a large number
of clients carrying out very small transactions.
Moreover, the banking system is fraught with
several built-in biases such as the location
and business hours of banks, costs, and
cultural prejudices of banking staff that prevent
the poor and women from accessing banking
services.

Most countries typically have a range of finan-
cial institutions, among which commercial banks
are central to the financial system. Commercial
banks have historically had only limited success
in reaching out to the poor. Capital markets
(equity and bond markets) by their nature have
a very limited role in achieving financial
inclusiveness as they cater to investment needs
of relatively larger enterprises. Others such
as development finance institutions and
microfinance institutions have had relatively
more success at reaching out to the poor and
to the small and microenterprises. Furthermore,
public and technology-enabled networks such as
post offices, telecommunications companies
and the Internet also hold potential for bringing
forth financial inclusiveness.

To promote inclusive banking, Governments
should foster efficient and fair banking with
safety features such as a well-defined lender of
last resort, a deposit insurance agency, safe
cash remittance and transit facilities, and an
institutional mechanism to deal with distressed
banks. An inclusive banking policy should
go hand in hand with development projects
and provision of other services to the poor
such as health and education, so that they can

equip themselves to make use of banking
services.

The regulatory environment should aim to en-
courage a diversity of financial service providers
who can increase the options available to the
poor. Policymakers should ensure that fewer
entry barriers exist for new institutions, as in a
tiered system of banking, while allowing sound
existing institutions to develop appropriate bank-
ing services. Flexibility in terms of ownership
regulations and reduced capital requirements
should be the norm for service providers that
reach out to the poor. Tax incentives could also
be provided to encourage more inclusive
microfinance-type lending, by commercial banks.
Concurrently, the Government might also encour-
age widespread use of information and commu-
nications technologies to provide “branchless
banking” services to the poor in villages and in
remote areas through innovative partnerships
with NGOs, microfinance institutions, post of-
fices, telecommunications companies and other
local entities such as village shopkeepers. A
new range of products and services to help the
poor improve their livelihood can be provided
such as mobile banking services, microsavings,
microcredit, microrepayment, microremittances
and microinsurance.150.

Governments could aim to improve the banking
architecture by establishing institutions that
facilitate financial inclusiveness such as credit
bureaus and credit guarantee funds for
microfinance activities. The regulatory environ-
ment could be improved with accounting and
audit standards for microfinance institutions and
other potential new entrants for financial
inclusiveness. Governments might also under-
take large-scale financial literacy campaigns to
equip the poor to benefit from financial inclu-
siveness. Banks could be encouraged to offer
convenient branches along transportation routes
and provide mobile banks, on vans, boats or
other appropriate vehicles, to extend their reach
to the poor and in remote areas.

150 ESCAP, “Theme Study” for the Sixty-sixth Commission Session (forthcoming).
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Enhanced access of the excluded poor through
microfinance and microinsurance, among other
means, may protect them against the
vulnerabilities that they face and assist them in
exploiting opportunities for self-employment.
Many successful experiments in Asia and the
Pacific are enhancing financial inclusiveness.
The scope is wide for sharing the best practices
for everyone’s benefit.

EXPANDING DEMAND THROUGH
COOPERATION

Some might say that the policy recommenda-
tions discussed above would be more feasible
in certain countries than in others because of
the heterogeneity of the Asia-Pacific region.
Larger countries, especially those with high sav-
ings and overall prudent macroeconomic objec-
tives, are much more likely to be able to
rebalance growth strategies to enhance the do-
mestic consumption of the poor than are
smaller countries. Similarly, countries with more
developed and technically advanced economies
have a higher potential for innovating and
adapting green technologies that are likely to be
in high demand in future. Smaller and less
developed countries are less likely to be able to
implement such policies on their own. Those
countries did not exhibit the same resilience
during the crisis and went into recession. At the
same time, vast opportunities remain untapped
in those countries. Benefits could be garnered
from the markets and dynamism of their larger
and more advanced counterparts. In turn, their
comparative advantages to bring enhanced
efficiencies to regional supply chains would ben-
efit the larger and more advanced countries in
a mutually supportive manner. Action needs to
be taken to unlock those potential develop-
ments.

The case has been made for Asian and Pacific
countries to embark on a new development
paradigm whose strategic goal is to become a
more integrated and competitive matrix which
can generate its own rapid growth that is inclu-
sive and sustainable.

Boosting regional economic integration has be-
come an imperative: the region needs to find
new sources of economic growth from within. To
date the connections with Europe and North
America have been better than with each other.
Until the global recession hit, that pattern served
the region well. Historical, political and topo-
graphical reasons have played their part – the
orientation of maritime transport networks, for
example, has been directed towards the major
seaports which in turn provided connections on-
ward to Europe, North America and elsewhere.
Furthermore, the emergence of new countries
since the Second World War has engendered
non-physical barriers, such as regulatory con-
trols, at new borders where previously transport
networks had been relatively well connected.
The physical and non-physical barriers to trade
and transport have significantly increased the
costs of moving goods across borders, which in
turn has induced reductions in the volumes of
intra- and inter-regional overland trade. In the
financial sphere the case is no different: mas-
sive savings in the region had to be invested in
low-interest debt of the United States and other
developed countries (albeit to a lesser extent in
the latter) because of the relatively less devel-
oped state of regional financial architecture, de-
spite the huge investment needs of the region.
There are serious institutional, market and policy
obstacles to channelling those savings to more
profitable and socially desirable investments
within the region. Large investment opportunities
with higher returns are available in the region,
but first the issues of availability of finance, its
costs, overall risk perceptions and enabling con-
ditions for wider public-private partnerships must
be addressed.

In sum, obstacles at the regional level persist.
The deficiencies are part of existing develop-
ment gaps. They cover a wide spectrum of

Boosting regional economic integration
has become an imperative: the region

needs to find new sources of
economic growth from within



A REGIONAL POLICY AGENDA FOR REGAINING THE DYNAMISM     CHAPTER 4

161

constraints in the institutional and physical infra-
structure as well as existing policy obstacles.
Addressing the deficiencies should be delayed
no longer because the benefits of economic
integration need to be spread among low-in-
come economies and the vast swathes of poor
people who remain far behind – living on less
than $1.25 per day. The future of the region
depends on narrowing those gaps.

The remaining pages of this Survey focus on
identifying opportunities and proposing the re-
gional actions that Governments, regional or-
ganizations such as the Association of South-
east Asian Nations (ASEAN) and SAARC, and
institutions such as ESCAP and ADB could
facilitate in reforming the policy agenda. Four
elements are presented here that could lever-
age complementarities across the region and
lay the foundations for an inclusive and sustain-
able path for development.

Evolving a broader framework for
economic integration

Asia and the Pacific have lagged behind other
regions in exploiting the potential of regional
economic integration – Europe, North America,
South America and Africa have all established
some form of customs unions and even mon-
etary unions.

Cooperation in the Asia-Pacific region is fos-
tered by such groups as ASEAN in South-East
Asia, SAARC in South Asia and the Bay of
Bengal Initiative for Multi-Sectoral Technical and
Economic Cooperation (BIMSTEC) in South and
South-East Asia that promote regional trading
and investment arrangements. Among them
ASEAN is the most advanced in economic co-
operation with plans of forming an ASEAN Eco-
nomic Community by 2015. Besides deepening
economic integration between member coun-
tries, ASEAN is bringing together six large Asian
and Pacific economies as partners (Japan,
China, the Republic of Korea, India, Australia
and New Zealand) and negotiating “ASEAN+1”
free-trade agreements with them. The interac-
tion has also encouraged many other bilateral
free-trade agreements among ASEAN and its

partners or among the partners themselves, re-
sulting is an Asian “noodle bowl” phenomenon.
Other trade arrangements are developing, such
as the Asia-Pacific Trade Agreement (APTA)
under ESCAP auspices, that brings together
Bangladesh, India, Sri Lanka, China, the Repub-
lic of Korea and the Lao People’s Democratic
Republic, with Mongolia among others, showing
interest. Functional groupings such as the Asian
Cooperation Dialogue (ACD) promote regional
cooperation in specific sectors.

Despite the complex network of political group-
ings, Asian and Pacific leaders have articulated
a vision through various fora, of a unified eco-
nomic space that would evolve over time. Mov-
ing from vision to action requires identifying an
approach whereby all perceive that the eco-
nomic and social benefits override geopolitical
sensitivities.

With growth poles such as China and
India along with economic powerhouses
like Japan, a unified Asia-Pacific market
has the potential to emerge as a centre

of gravity in the world economy

With growth poles such as China and India
along with economic powerhouses like Japan, a
unified Asia-Pacific market has the potential to
emerge as a centre of gravity in the world
economy. Two proposals are helping to broaden
the regional arrangements driven by ASEAN: (1)
an East Asia free-trade agreement (EAFTA) that
would ally ASEAN+3 countries and is being
considered in the ASEAN+3 summit framework;
and (2) a comprehensive economic partnership
of East Asia (CEPEA) that would cover a free-
trade agreement, trade facilitation and economic
cooperation and would combine ASEAN with its
partners Australia, China, Japan, India, New
Zealand and the Republic of Korea in the East
Asia Summit (EAS) framework. At their last
meeting in Hua Hin, Thailand, in October 2009,
the EAS leaders examined the EAFTA and
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CEPEA proposals.151 Independent simulation
studies using general equilibrium models show
that EAFTA and CEPEA hold significant welfare
gains for their member countries. Higher welfare
gains were reported for CEPEA compared with
alternative options, probably because of
synergies brought by additional members such
as India, Australia and New Zealand and indeed
the larger market.152 In the wake of the current
crisis, steps towards formation of a unified mar-
ket and broadening of economic cooperation
should be expedited.

Developing regional transportation
networks and improving trade facilitation

Intercountry transport and infrastructural issues
are increasingly the focus of attention; in par-
ticular, removing regulatory barriers to trade and
transport and improving the efficiency of trans-

port operations. Intraregional transport networks
are being formalized, intercountry transport is
being upgraded, missing links are being con-
structed, trade facilitation agreements are being
formulated and implemented, and transport lo-
gistics are improving.

After decades in negotiation, the ESCAP Inter-
governmental Agreement on the Asian Highway
Network and the ESCAP Intergovernmental
Agreement on the Trans-Asian Railway Network
entered into force in 2005 and 2009, respec-
tively (figure 66). While agreements are impor-
tant elements in increasing regional connectivity,
much remains to be done in actually building
the infrastructure. The magnitude of investment
in physical infrastructure required to realize such
transport connectivity is huge. An ESCAP study
found that in a list of 121 high-priority projects
in 25 countries to develop sections of Asian

151 Chairman’s Statement of the 4th East Asia Summit, Cha-am, Thailand, 25 October 2009; available from
www.aseansec.org/23609.htm.

152 Kawai, Masahiro, and Ganeshan Wignaraja, “ASEAN+3 or ASEAN+6: which way forward?”, ADB Institute
Discussion Paper No. 77 (Tokyo: 2007), available from www.adbi.org/files/dp77.asean.3.asean.6.pdf; and Kumar,
Nagesh, “Towards broader regional cooperation in Asia”, RIS Discussion Paper.(Colombo: Asia-Pacific Trade and
Investment Initiative, 2007), available from www.ris.org.in/tbrcia.pdf.

FIGURE 66. Asian Highway and Trans-Asian Railway Networks

Source: ESCAP.
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Highway routes, member States were already
investing or had committed to invest $25 billion.
However, the study found that an additional $18
billion was necessary in upgrading and improv-
ing 26,000 km of the existing Highway. For the
Trans-Asian Railway, similar levels of investment
need to be budgeted to build the missing links,
upgrade existing routes and, most significantly,
ensure interoperability across borders.

Even before the entry into force of the network
Agreements, member countries have considered
“essential that Governments take a leading role
in more effectively integrating the different forms
of transport in order to develop sustainable
intermodal transport systems that deliver effi-
cient domestic transport services and at the
same time provide access to international mar-
kets and wider hinterlands”.153 The value of
setting a long-term vision for an international,
integrated, intermodal transport system in Asia
and the Pacific has been recognized by succes-
sive Ministerial Conferences. The development
of such an integrated system requires
intermodal transfer points where goods, contain-
ers or vehicles can be trans-shipped onto the
most economical and energy-efficient mode of
transport for specific segments of their move-
ment from origin to destination. The transfer
points connecting different inland transportation
modes like highways, railways or waterways are
known as “dry ports”.

Dry ports are equipped to transfer goods, con-
tainers and vehicles between modes. They have
customs clearance facilities that give them a
similar status to seaports or international airports.
They may also provide facilities for product grad-
ing, sorting and packaging. The areas surround-
ing dry ports may develop into special economic
zones that provide opportunities to act as growth
poles in the deeper hinterland. In a number of
countries and country groups in the region, the
concept of the transport corridor is being
adopted. Examples include the domestic
Mumbai-New Delhi corridor in India; the North-
South, East-West and other corridors of the
Greater Mekong Subregion (GMS);154 and the six
Central Asia Regional Economic Cooperation
Corridors (CAREC).155 Economic corridors linking
dry ports can become valuable means of inclu-
sive growth that spread economic activity to the
hinterland and bring new investment and employ-
ment opportunities to impoverished regions, while
reducing pressure on the coastal areas.

Trade procedures involved in moving
goods from the factory to the closest
seaport take an average of over 60

days in landlocked countries

Without sound legal and regulatory bases for
vehicles, goods and people to cross borders
and transit countries, no international traffic can
move along the infrastructure. Decades of policy
focus in many countries on trade with devel-
oped countries that transits seaports and air-
ports has resulted in neglect of trade issues
with land borders. Slow and costly processes,
formalities and procedures hinder movement of
goods. That translates into a big disadvantage,
particularly for landlocked countries where trade
procedures involved in moving goods from the
factory to the closest seaport take an average
of over 60 days, nearly twice the average for
Asian and Pacific developing countries and 10
times more than in Singapore. The complex
procedures increase transactional costs and
create opportunities for rent-seeking that dis-
courage cross-border trade. Ultimately, the con-
siderable welfare loss on account of trade trans-
action costs and time delays may wipe out the
benefits of trade liberalization in the region. In
addition, physical and regulatory barriers to
trade are an obstacle for the development of
border areas.

153 Seoul Declaration on Infrastructure Development in Asia And The Pacific, adopted at the Ministerial Conference
on Infrastructure held at Seoul from 12 to 17 November 2001, E/ESCAP/MCI(2)/Rep., 6 December 2001.

154 GMS comprises Cambodia, China (Yunnan Province and Guangxi Zhuang Autonomous Region), the Lao People’s
Democratic Republic, Myanmar, Thailand, and Viet Nam.

155 CAREC comprises Afghanistan, Azerbaijan, China, Kazakhstan, Kyrgyzstan, Mongolia, Tajikistan and Uzbekistan.



ECONOMIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2010

164

Trade and transport facilitation is the other side
of the connectivity coin. Facilitation at land bor-
ders has taken second priority to issues of
trade with developed countries that transits sea-
ports and airports. The problems usually result
from complicated, lengthy and frequently chang-
ing procedures and documentation, different re-
quirements in different countries, duplicated in-
spections, and high charges. In some countries,
traded goods have to be trans-loaded near bor-
der crossings because trucks of some countries
are not permitted to cross borders or only per-
mitted to travel a short distance in other coun-
tries.

Too often has trade facilitation been narrowly
interpreted as the modernization of customs
clearance and technical controls at the border.
Actually such procedures account for less than
one fifth of the time needed to move goods
from factory to ship. The most time is taken in
preparation of documents required for imports
and exports, because of the large number of
agencies and organizations involved156 that deal
with trade, transport, customs, immigration, se-
curity, health, veterinary and phytosanitary is-
sues, and produce quality, as well as the private
sector. Its very multiplicity increases the difficulty
in identifying and addressing bottlenecks in
documentation processes across entire interna-
tional trade and transport chains. A more
comprehensive approach to trade facilitation
adopted in many countries focuses on enhanc-
ing coordination and collaboration between the
official agencies involved as well as between
those agencies and the providers of transporta-
tion, logistics, conformity assessment and
financial services. The Republic of Korea, for
example, has implemented an electronic “single-
window” system that links users with more
than 60 Government and private-sector organi-
zations.

Efficiency levels vary greatly in the mix of trade
and transport facilitation in the region.  Singa-

pore and Hong Kong, China rank among the
best performers in the world where export proce-
dures take 6 days or less to complete and cost
less than $650 per container on average; in
comparison, the same job in the G-7 countries
might take 10 days and cost $1,124. However,
the region is also home to some of the worst
performers whose export procedures consume
more than 75 days on average and cost over
$3,000. On average, export procedures in Asian
and Pacific developing countries take more than
3 times longer to complete than in G-7 countries.
The huge difference stems partly from the vol-
ume of documents required in completing import
and export procedures. Asian and Pacific firms
also face trading costs that are on average 17%
higher than those in the G-7 countries.

ASEAN leaders recognize the region’s potential
to flourish as a hub, at the crossroads of an
economically vibrant region bounded by India to
the west, China, Japan and the Republic of
Korea in the northeast; and Australia and New
Zealand in the south. At its Summit in October
2009, ASEAN established the High-Level Task
Force together with ADB, ESCAP and the Eco-
nomic Research Institute for ASEAN and East
Asia (ERIA) to study ASEAN’s internal and ex-
ternal connectivity and to develop an ASEAN
master plan on regional connectivity.157

The imperative to strengthen regional connectiv-
ity assumes new relevance as the value of
regional synergies and sources of demand
emerges in the aftermath of the global crisis.
Streamlining the flow of goods and services
across the region, as well as exploiting the
potential of investments in developing physical
infrastructure, serves one of the key strategies
for recovery: augmenting the aggregate de-
mand. Governments need to identify the gaps in
the Asian Highway and TransAsian Railway net-
works, prioritize them and act to develop them,
besides strengthening the trade and transport
facilitation at the borders.

156 Examples include health authorities, agencies and service providers involved in ensuring conformity with product
standards prevailing in the destination country, port authorities, banks and immigration services.

157 See ASEAN Leaders’ Statement on ASEAN Connectivity, Cha-am, Hua Hin, Thailand, 24 October 2009.
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Strengthening connectivity through
information and communications
technology (ICT)

Although the world had reached unprecedented
levels of ICT penetration by the end of 2008,
with over 4 billion mobile cellular subscriptions,
1.3 billion fixed telephone lines and close to
one quarter of the world’s population using the
Internet, major imbalances across and within
countries remained.158 In all economies mobile
phone use has increased tremendously, facilitat-
ing the expansion of markets, business and
public services. On average, the Asia-Pacific
region has over 50 mobile subscribers per 100
persons, but access to mobile communication
ranges widely in the region from as low as 0.8
subscribers per 100 persons in Myanmar and
Kiribati to 177 in Macao, China. The digital
divide is even starker regarding access to
Internet services. In 2008, there were 78
Internet users per 100 persons in the Republic
of Korea, 69 in Japan, 67 in Singapore and 63
in Malaysia, compared with only 0.5 in Cambo-
dia, 0.3 in Bangladesh and 0.1 in Myanmar and
Timor-Leste. Broadband subscribers in the re-
gion are still few: about 4 subscribers per 100
persons and an average of only 0.02 for least-
developed countries.

The extent to which a country connects with the
region and the rest of the world can be gauged
by its available international bandwidth, which
varies enormously by country. Low bandwidth
further limits the extension of Internet use since
many developing countries rely on content and
applications from overseas. A number of initia-

tives are under way to increase bandwidth capac-
ity available to Asian and Pacific countries, such
as the recently concluded Asia-America Gateway
Cable System which links the United States with
several South-East Asian countries,159 and initia-
tives to reutilize underused cables, especially
first-generation fibre-optic cables that connect
underserved Pacific islands developing countries
with global telecommunications networks.160

In parallel with increasing external connectivity
is a push by Governments to share or expand
backbone infrastructure, in many cases through
regional ICT cooperation. One such example is
the Greater Mekong Subregion Information
Superhighway project; it reached an important
milestone recently in inaugurating a fibre-optic
network with a transmission speed of 620 Mbps
and construction and upgrades of stations along
the route, linking Cambodia, the Lao People’s
Democratic Republic, Myanmar, Viet Nam, Thai-
land and Yunnan Province of China.161

Besides facilitating the expansion of markets
and business opportunities, ICT connectivity can
play a role in bringing social and economic
benefits and in poverty reduction. For instance,
the South Asia Subregion Economic Coopera-
tion (SASEC) Information Highway project for
India, Bangladesh, Nepal and Bhutan aims to
set up village networks that are expected to
expand broadband wireless connectivity to rural
communities and improve their access to serv-
ices such as telemedicine, distance learning,
and e-government services.162

ICT connectivity can also play a key role in
connecting remote communities and providing

158 International Telecommunications Union, Trends in Telecommunication Reform 2009: Hands-on or Hands-off?
Stimulating Growth through Effective ICT Regulation, 10th ed. (Geneva: 2009); available from www.itu.int/publ/D-
REG-TTR.11-2009/en.

159 Othman, Azlan, “Tests completed on Asia-America gateway”, Brudirect.com, 11 Nov. 2009; available from www.
brudirect.com/index.php/2009111110259/Local-News/tests-completed-on-asia-america-gateway.html.

160 ESCAP, Enhancing Pacific Connectivity: the Current Situation, Opportunities for Progress, Sales No. E.08.II.F.14
(Bangkok: 2008); available from www.unescap.org/idd/Pubs/st_escap_2472.pdf.

161 Xinhua News Agency, “Cambodia, China complete phase 1 of GMS Information Highway Project”, People’s Daily
Online, 15 July 2009; available from http://english.people.com.cn/90001/90776/90883/6701499.html.

162 iGovernment, “Four South Asian countries to set up info-highway”, New Delhi, 16 October 2007; available from
www.igovernment.in/site/four-south-asian-countries-to-set-up-info-highway/.



ECONOMIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2010

166

them with access to educational services. For
instance, the University of the South Pacific
network links 14 campuses in 12 countries
(Cook Islands, Fiji, Kiribati, the Marshall Islands,
Nauru, Niue, Solomon Islands, Tokelau, Tonga,
Tuvalu, Vanuatu and Samoa) through satellite-
based ICT, providing audio- and video-
conferencing, e-curricula, e-learning materials
and Internet services.163

Countries are committed to intraregional connec-
tivity to enhance regional integration and eco-
nomic growth in the near future. For instance, the
ASEAN ICT Master Plan 2010-2015 will reinforce
the role of ICT for ASEAN integration. Their
initiatives will also lead into still undeveloped
potential for ICT: supporting early-warning sys-
tems for disaster-preparedness with emergency
procedures and response activities (box 9).

163 The University of the South Pacific, “USP – an introduction”; available from www.usp.ac.fj/index.php?id=usp_
introduction.

In the first half of 2009, Asia and the Pacific saw 40 disasters that killed more than 1,000 people and affected 5.9 million other
lives. The economic damages were estimated at more than $1,500 million.a In September 2009, the region experienced multiple
disasters over a brief time. Typhoon Ketsana hit the Philippines, Viet Nam, Cambodia and the Lao People’s Democratic Republic.
A tsunami struck Samoa, American Samoa and Tonga. Two massive earthquakes rocked Sumatra, followed by devastating
typhoons the next month that affected South-East Asian countries. All those disasters eroded social and economic development
efforts leading toward achieving the Millennium Development Goals.

Despite rapid expansion in telecommunication connectivity, ICT tools have not been fully used to reduce the impact of disasters.
Capacity is insufficient for analysing and interpreting data for evidence-based policymaking and decision-making. Access to
telecommunication networks is limited during disasters. The challenges underline the need for Asian and Pacific countries to
enhance regional connectivity and jointly address disaster preparedness, response and management that builds on the strengths of
each country.

The ASEAN Agreement on Disaster Management and Emergency Response (AADMER) is an exemplary mechanism. The first of
its kind in the world, AADMER is a regional agreement that legally binds ASEAN member States together to promote regional
cooperation and collaboration in reducing disaster losses and intensifying joint emergency response to disasters in the ASEAN
region. AADMER provides for disaster risk identification, monitoring and early warning, prevention and mitigation, preparedness
and response, rehabilitation, technical cooperation and research, mechanisms for coordination, and simplified customs and
immigration procedures. AADMER also supports the establishment of the ASEAN Coordinating Centre for Humanitarian Assistance
for operational coordination of disaster management activities under the ASEAN Agreement. AADMER entered into force at the
end of 2009.

Asian and Pacific countries could also leverage ICT resources and services that are available regionally and globally by joining
cooperative mechanisms and capacity-building programmes for disaster risk management being promoted by ESCAP, such as the
Regional Space Applications Programme for Sustainable Development and the Sentinel Asia project, as well as the United Nations
Platform for Space-based Information for Disaster Management and Emergency Response being executed by the United Nations
Office for Outer Space Affairs. Tsunami-prone countries can seek support from sources such as the ESCAP Trust Fund for
Tsunami, Disaster and Climate Preparedness in strengthening their multi-hazard capacities and creating a regional early warning
system for tsunami and other hazards.

a CRED, November 2009.

BOX 9. Connectivity for improved disaster preparedness, response and management
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Developing financial architecture for crisis
prevention and narrowing the gaps

The crisis has revealed the glaring lack of
financial tools available at regional level, beyond
those in the hands of Governments. While some
countries had built up sufficient reserves to
protect their balance of payments, less fortunate
countries had no recourse to regional sources of
assistance given the dearth of monetary and
financial cooperation. The Asian Clearing Union,
for example, has few members, remains fo-
cused on the settlement of payments on trade
transactions among members, and does not
deal with exchange-rate stability. The Asian
Bond Fund, another regional initiative, remains
small in scale and cannot yet serve as a cred-
ible and cost-effective source of financing. The
Chiang Mai Initiative (CMI) of ASEAN+3 (APT),
the clearest example of a regional financial
cooperation scheme, remains insufficiently devel-
oped as a first source of assistance; some
members found alternative sources of support
as discussed in chapter 1. The crisis also high-
lighted how the lack of well-developed regional
financial architecture prevented efficient interme-
diation between the region’s expanding foreign
exchange reserves and its substantial unmet
investment needs, thus leaving the central banks
no option but to invest their reserves in United
States Treasury bills and equivalent securities in
the West that earn poor, if not negative, returns
in real terms. In the aftermath of the crisis and
need for augmenting aggregate demand in the
region, the function of regional intermediation
acquires a degree of criticality. Besides crisis
prevention and intermediation between savings
and investment in the region, a regional financial
architecture could also be instrumental in ex-
change-rate coordination and in evolving a re-
gional perspective and coordinated voice for
reform of international financial architecture.

Enhanced regional cooperation should not be
regarded as an alternative to full participation in
global economic relations, but rather a comple-

ment, for filling in the gaps and putting in place
building blocks for multilateral cooperation at the
global level. That was clearly recognized in the
Outcome Document of the United Nations Con-
ference on World Financial and Economic Crisis
and Its Impact (2009):164

Given the sensitivity of regional and
subregional institutions to the spe-
cific needs of their constituencies,
we note the value of regional and
subregional cooperation efforts in
meeting the challenges of the global
economic crisis and we encourage
enhanced regional and subregional
cooperation, for example, through
regional and subregional develop-
ment banks, commercial and re-
serve currency arrangements, and
other regional initiatives, as contribu-
tions to the multilateral response to
the current crisis and to improved
resilience to potential future crises.

Some of the elements needed for policy reform
action are discussed below.

Crisis prevention and management

For effective prevention of systemic crises, a
regional crisis fund should include as many
countries of the region as possible. The quan-
tum of funds should be sufficient for the fund to
act as the lender of first recourse in the event
of macroeconomic or balance-of-payment diffi-
culty. The fund should ideally include support for
domestic financial sectors in its remit, in addi-
tion to balance-of-payments support to Govern-
ments, to enable assistance to banks as was
undertaken by Governments in the United
States and Europe during the current crisis. The
fund would require a physical infrastructure with
well-qualified staff to engage in monitoring of
emerging trends prior to and during crises, as
well as design of the terms associated with the
support provided to Governments in the region.
Availability of a well-endowed regional crisis-

164 United Nations Conference on the World Financial and Economic Crisis and Its Impact on Development, “The
world financial and economic crisis and its impact on development: Report of the Secretary-General”, A/
CONF.214/4, 24-26 June 2009.
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response facility could reduce pressure on Gov-
ernments to build large foreign-exchange re-
serves for protecting their economies against
speculative attacks and liquidity crises.

The crisis has provided a window of opportunity
for creating an effective regional crisis-response
fund. Although the opportunity became available
right after the 1997 crisis, the relatively rapid
return of economic growth resulted in a loss of
policy urgency. The multilateralization of the APT
CMI reserves pool in its present form could
evolve into a truly effective first line of defence
for the region, if its geographical coverage, size
and functions were expanded. As long ago as
the eighth APT Finance Ministers’ Meeting in
Istanbul in May 2005, there was an agreement
to re-evaluate the process, including the possi-
bility of regionalizing the arrangements.165 There
was agreement on looking into developing a
collective mechanism to activate the swaps. The
need to improve on the extent of regional dia-
logue and surveillance was also recognized, and
to link them more closely and effectively with
the CMI. Progress on those issues was slight
until recently. At the APT Finance Ministers’
Meeting in Bali, Indonesia in May 2009, the
APT countries reached an agreement to trans-
form the existing bilateral arrangements into a
regional foreign reserve pool of $120 billion to
“address short-term liquidity difficulties in the
region and to supplement the existing interna-
tional financial arrangements”.166 The CMI
multilateralization (CMIM) came into effect on 24
March 2010.

The “Plus-Three” countries of China, Japan and
the Republic of Korea are committed to funding
80%, to the pool while the 10 ASEAN members
will share the remaining 20%. Of that amount,
Japan will contribute $38.4 billion to the pool, as
will China (in conjunction with Hong Kong,
China). Japan has also extended $60 billion

worth of yen-denominated swap facilities sepa-
rately. The Republic of Korea will contribute
$19.2 billion. Within ASEAN, Indonesia, Malay-
sia, Thailand and Singapore will each contribute
$4.77 billion and the Philippines will give $3.68
billion. Other details remain unclear, though the
same conditions as with the CMI remain (i. e.,
20% unrestricted borrowing and 80% balance
only with IMF conditionalities). Importantly, the
regional economies have agreed to create a
stronger regional surveillance system in con-
junction with the ADB and the ASEAN Secre-
tariat “to monitor and analyze regional econo-
mies and support CMIM decision-making”.167

Presumably if and when this surveillance sys-
tem is effectively established, the 20% of re-
serve that can be tapped without IMF
conditionality will be increased.

165 ASEAN, Joint Ministerial Statement of the 8th ASEAN+3 Finance Ministers’ Meeting, Istanbul, Turkey, 4 May
2005, available at http://www.aseansec.org/17448.htm.

166 ASEAN, Joint Media Statement of the 12th ASEAN+3 Finance Ministers’ Meeting, Bali, Indonesia, 3 May 2009;
available from: http://www.aseansec.org/22536.htm.

167 Ibid., paragraph 9.

Availability of a well-endowed regional
crisis-response facility could reduce
pressure on Governments to build
large foreign-exchange reserves

Since the region holds reserves of almost $5
trillion, the proposed reserve fund has the po-
tential for significant expansion over time. Ex-
pansion of membership to include key countries
such as India also needs to be resolved if the
CMIM is to evolve into a truly regional reserve
pool. The pool could involve three tiers of liquid-
ity. The first tier would be CMIM-owned re-
serves, which offer the highest degree of liquid-
ity and have zero conditionality; however, that
would be costly. The second tier would consist
of all the countries’ own reserves placed with
the regional pool. The third tier would be con-
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ventional IMF lending via its various facilities.168

With such a structure the degree of liquidity
could be inversely related to the degree of
conditionality. Such a regional reserve or insur-
ance pool would help supplement the ongoing
restructured/new IMF lending facilities to fortify
the regional economies against future financial
crises.

Effective deepening of regional monetary inte-
gration will not happen until there is consider-
able strengthening of the regional surveillance
mechanism with well-worked-out surveillance
and policy conditionality. The announcement of
strengthening of surveillance alongside the crea-
tion of the CMIM is therefore an important step.
Nonetheless, surveillance in itself is insufficient
if it lacks enforcement capacity that would en-
able implementation of remedial action for
member countries that might be running unsus-
tainable policies.

There is the equally hard issue of what such a
regional liquidity arrangement implies for ex-
change-rate coordination. Countries with rela-
tively stable fixed exchange rates would require
somewhat greater reserves in managing their
currencies and/or pursue much more disciplined
domestic economic policies, while countries run-
ning more flexible regimes could potentially
cause or be faced with competitiveness pres-
sures in the near term vis-à-vis the others, if
their currencies were to appreciate or depreciate
sharply.

Regional funding of development gaps

The crisis has exposed the need for regional
cooperation in funding action to close develop-
ment gaps in an effort to augment aggregate
demand while fostering balanced and sustain-
able development. The region’s stock of foreign

exchange reserves becomes particularly impor-
tant if funding from foreign sources, through
official assistance and the private sector, is
likely to be curtailed by resource constraints in
the developed world in the aftermath of the
crisis. To exploit the full potential of financial
cooperation, financing regional integration and
development, countries need to strike a collec-
tive balance between, on the one hand, emerg-
ing investment opportunities especially in re-
gional public goods and, on the other, rising
foreign-exchange reserves.

Until the crisis struck, the lack of depth in
regional capital markets, and resulting percep-
tions of risks and costs, drove regional funds to
investments in developed countries. Far greater
emphasis must be given to integrating regional
equity markets and fostering the development of
local-currency bond markets at the regional
level. Intraregional investment in local currency
bonds has remained small because of exces-
sive legal and institutional impediments, as well
as the lack of investment information.169 The
Asian Bond Market Initiative (ABMI),170 intended
to foster growth of local currency bond markets,
has moved slowly as countries have remained
preoccupied with addressing issues of harmoni-
zation of rules and regulations. The ABMI has
not spurred private investment as much as
hoped because transparency in its investment
targets and fund performance is lacking. Never-
theless an excessive emphasis on growing capi-
tal markets in the region may increase the risk
of financial instability for economies by opening
themselves more to speculation. In sum, the
crisis makes a persuasive case for a return to
fundamentals to ensure stability through greater
use of the banking system, combined with ef-
fective regulations, to recycle regional savings
into regional investments.

168 Rajan, R., and R. Siregar, “Centralized reserve pooling for the ASEAN+3 (APT) countries”, in Monetary and
Financial Integration in East Asia, vol. 1, The Way Ahead (Manila: ADB; United Kingdom: Palgrave McMillan;
2004), pp. 33-34.

169 Arner, Douglas, Paul Lejot, and S. Ghon Rhee, Impediments to Cross-border Investments in Asian Bonds
(Singapore: Institute of Southeast Asian Studies, 2005), chap. 4, pp. 21-50.

170 For general information, see ADB presentation, available from www.adbi.org/conf-seminar-papers/2005/06/17/
1167.asean.abmi.presentation/.
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One of the clearest alternative uses for some
portion of these assets, both for domestic de-
velopment and for increasing regional integra-
tion, lies in funding for the massive
infrastructural needs across Asia and the Pa-
cific. ESCAP has been at the forefront of analy-
sis regarding that issue for some years.171 Re-
cent estimates indicate that the region needs an
annual investment of more than $800 billion in
transport, energy, water and telecommunica-
tions, with an annual shortfall of more than
$200 billion.172 A regional financial architecture
can develop the capacity to facilitate intermedia-
tion between the region’s foreign exchange re-
serves and the growing unmet investment re-
quirements. The objective is to narrow the de-
velopment gaps in the region while augmenting
the aggregate demand. The architecture could
include an infrastructure development fund man-
aged by a regional institution. Mobilizing just 5%
of the region’s reserves – currently at nearly $5
trillion – would provide start-up capital of nearly
$250 billion for the fund. It would be able to
mobilize additional funds, as and when required,
by issue of bonds to the central banks of the
region to enable them to park their foreign-
exchange reserves. By co-financing viable
projects along with other sources, such an
architecture could expedite investments in
infrastructural development, especially in cross-
border connectivity linking poorer parts of the
Asia-Pacific region with regional growth centres.

In sum, reserve pooling may be directed to-
wards the twin goals of crisis management and
development finance, to enhance management
of both roles in an integrated manner.

Trade finance

Another area in crisis management that lends
itself to regional cooperation is trade finance. In
the 1997 crisis, trade finance to the region
seized up, although that was linked to percep-

tions of increased riskiness of domestic banks.
Seizing up of trade finance in the current crisis,
however, was not due to shortcomings of do-
mestic banks but to generalized global unwilling-
ness to lend between banks. The perceived
risks involved in financing trade during the crisis
could be considered a form of market failure.
Hence, Governments could have a role to play
in mitigating the harm in a future crisis from the
paucity of trade finance. For instance, they
could provide export credit insurance and guar-
antees as a way of lowering the commercial
risk in financing trade.173 Such countries as
India, Indonesia and Thailand have already
taken such actions. Since trade finance risks
are shared among partners in different coun-
tries, regional collaboration has a role to play in
this area. Asia and the Pacific remains the only
developing region in the world without its own
trade finance institution.

A new regional financial architecture
could facilitate the intermediation

between the region’s foreign
exchange reserves and unmet

investment requirements to
narrow development gaps

171 ESCAP, Enhancing Regional Cooperation in Infrastructure Development Including That Related to Disaster
Management, Sales No. E.06.II.F.13, ST/ESCAP/2408 (New York: United Nations; Bangkok: 2006).

172 ADB and ADBI, Infrastructure for a Seamless Asia (Tokyo: 2009).
173 ESCAP, Economic and Social Survey 2009, p. 35.

Regional exchange rate stability

Another pressing policy gap at the regional level
which has been brought into relief by the crisis
is the lack of mechanisms for exchange rate
cooperation. During the economic recovery
phase the pressure on countries to maintain
exchange rate competitiveness in order not to
impair the revival of exports will increase. With-
out cooperation the risk is that competitive de-
valuation may be instigated which may not yield
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net benefits in the quantity of exports and in-
stead result in lower domestic export receipts
because of exchange-rate losses for each
country.

Diverse exchange-rate arrangements exist in the
region whose inherent incompatibility becomes
evident especially in times of instability. At one
extreme are independently floating currencies
such as those of Japan, the Republic of Korea
and the Philippines. At the other is Hong Kong,
China which has a currency board operating an
explicit peg to the United States dollar. In be-
tween are the tightly managed pegs of China
and Malaysia and the relatively more flexible
regimes of Thailand, India and Singapore. Dur-
ing large swings of the dollar, a high degree
of instability ensues in Asian exchange rates
(table 29).

As intraregional trade is expected to grow in
future, it needs a currency management system
that facilitates trade and macroeconomic stability
vis-à-vis intraregional and extraregional trading
partners. A possible approach for the region
might be a basket parity relative to a number of
reserve currencies, a band and a crawl of the
exchange rate (a “BBC” regime). A basket of
three reserve currencies could be targeted, in-
stead of the dollar alone, with a common set of

weights determined on the basis of regional
trade shares. Each country would announce a
central parity vis-à-vis the basket and commit to
keeping it within a unilaterally chosen band.
There would be no restrictions over the choice
of the exchange rate regime by individual coun-
tries; that is, each country would be free to
choose its own regime with respect to the com-
mon basket. Here too, as with the dollar peg,
changes among reserve currencies would not
affect intraregional exchange rates: in other
words, if each participant stabilized its currency
vis-à-vis a common basket of reserve curren-
cies, they would also stabilize against each
other. The common basket peg would have the
advantage of enhancing stability of effective ex-
change rates.

The BBC regime combines flexibility with stabil-
ity. It allows the currency to fluctuate within a
relatively narrow range while the central parity is
shifted in response to changes in the underlying
fundamentals and large, durable shocks. Such
an approach has the potential to produce rela-
tively stable intraregional currency values for an
initial subgroup of participating countries that
possess similar trade baskets, such as the ma-
jor developing economies of East Asia. Re-
quired supporting arrangements, which would
not be serious impediments, would include

TABLE 29. Regional currency swings during the crisis

Dollar rates Yuan rates

Boom Bust Recovery Boom Bust Recovery

Chinese yuan 9.3 10.7 0.1 – – –
Indian rupee 19.2 –16.6 5.4 9.0 –26.2 5.4
Indonesian rupiah –2.7 –20.0 20.2 –11.0 –27.7 20.0
Malaysian ringgit 10.0 –4.5 4.5 0.6 –13.8 4.5
Philippine peso 17.9 –3.0 –2.0 7.9 –12.4 –2.0
Singapore dollar 14.7 0.3 6.9 4.9 –9.5 6.8
S. Korean won 28.8 –33.5 20.9 17.8 –40.0 20.7
Taiwan dollar 5.9 –2.7 6.2 –3.2 –12.1 6.2
Thai baht 43.4 –14.3 6.3 30.9 –22.6 6.3

Note: Boom defined as January 2003 to July 2007, Bust as from August 2007 to February 2009, and Recovery as from
March 2009 to September 2009.
Table adapted from Akyuz, 2009, “Capital Flows and Macroeconomic Management: National and Regional Policy Options,
Presentation by Yilmaz Akyuz at ESCAP Regional Expert Group Meeting, 7-8 October 2008, Singapore”.
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greater intraregional capital-account openness
and access to intraregional reserves by the
basket of reserve currencies.174

change-rate vulnerability to short-term capital in-
flows. The frequency and magnitude of financial
crises have given renewed and unprecedented
vigour to proponents of restraining cross-border
capital movements. The discussion of capital
controls is highly complex with no definitive
policy conclusion to date.

Restraints on capital movement may be divided
into controls on capital account transactions
per se (“capital controls”) and controls on
foreign currency transactions (“exchange con-
trols”). Four key features of curbs on capital
movement are whether they are (a) comprehen-
sive or selective; (b) meant to be temporary
or permanent; (c) imposed on outflows or
inflows; and (d) direct/administrative or price-
based.

In view of relatively robust recovery in Asia and
the Pacific, the concern is that the huge volume
of liquidity in developed countries from loose
monetary policy will flow to the region in the
form of short-term capital seeking good returns.
Besides being highly volatile, such flows tend to
put pressure on exchange rates of the host
economies, as discussed in Chapter 1. Hence,
debate on the relevance of measures to moder-
ate such inflows is increasing. Numerous
mechanisms for managing capital inflows could
be considered, ranging from administrative
measures such as introducing deposit require-
ments on capital inflows, to market-based in-
struments such as levying financial transaction
taxes on inflows, including taxes that vary with
the maturity period of the capital inflow or which
are countercyclical; to “throw some sand in the
well-greased wheels” of international markets, in
the words of economist James Tobin who first
proposed it.175 Attention is being renewed to
arrangements such as the Chilean unremuner-
ated reserve requirements (URR) or Encaje,
which appears to have been helpful in manag-

174 Reference regarding the proposal and analysis in the preceding paragraphs is made to Akyuz, Yilmaz, “Exchange
rate management, growth and stability: national and regional policy options in Asia”, Policy Paper Series
(Colombo: UNDP Regional Centre for Asia Pacific, 2009); available from www2.undprcc.lk/resource_centre/
pub_pdfs/P1115.pdf.

175 Tobin, James, “A proposal for international monetary reform”, Eastern Economic Journal, vol. 4, Nos. 3-4, pp.
153-159.

For regional cooperation in exchange
rates to be effective in supporting

exports, all major exporting
economies of the region

would need to be included

For regional cooperation in exchange rates to
be effective in supporting exports, all major
exporting economies of the region would need
to be included. China’s return in the post-crisis
period to its earlier managed-float system,
would be a great help in supporting the recov-
ery of Asia-Pacific exporting economies. During
the crisis China maintained a relatively fixed
exchange rate to ensure stability for its
economy when capital flows were excessively
volatile. Furthermore, China’s return to the band
system would help in promoting intraregional
trade by further encouraging the economy’s shift
to a more consumption-led economy. Such a
development would boost China as a source of
final goods demand for exporting economies,
besides assisting in macroeconomic manage-
ment. It would also help the yuan gradually
emerge as a regional and eventually global
reserve currency. Such a trend could be criti-
cally important for the region in coming years
as it looks within itself for sources of final
demand to replace the curtailed post-crisis
spending power of developed economies.

Management of capital flows

The potential for exchange-rate cooperation ex-
tends to the critical issue of managing ex-
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ing capital surges when it was in place in the
1990s,176 as well as Malaysian adoption of capi-
tal controls following the 1997 crisis.

Notwithstanding the merits and demerits of vari-
ous options, the appropriate level at which to
enact such controls must be considered. Since
the first entrant tends to be affected adversely
in a “prisoner’s dilemma” type of situation, such
measures yield optimal results when applied
globally. Following an extensive debate on the
relevance of such a tax to moderating the vola-
tility of capital flows internationally,177 the IMF
was asked by the G-20 to examine the pro-
posal. Besides moderating the volatility of flows,
it has been argued that such taxes can gener-
ate valuable revenue for funding global public
goods such as poverty reduction and other Mil-
lennium Development Goals. Given the scale of
daily financial transactions, it has been esti-
mated that even a very small tax can yield
substantial revenue. In case a global consensus
fails to emerge, Asian and Pacific countries can
consider imposing such taxes regionally or even
individually to moderate the instability caused by
short-term capital flows, as Brazil has done
recently. The IMF now acknowledges that con-
trols on foreign capital in emerging economies
can be part of the policy options available to
Governments to counter the potentially negative
economic and financial effects of sudden surges
in capital.178

Evolving a regional perspective on reform
of international financial architecture

The international community has addressed the
reform agenda through a number of fora. Per-
haps the most visible has been the emergence
of G-20 as the premier forum on global eco-
nomic policy coordination, including global finan-
cial and regulatory issues. The G-20 super-

sedes the G-8 and signals the systemic impor-
tance of major emerging countries in the Asia-
Pacific region, with the accession of China,
India, Turkey, Indonesia, the Republic of Korea
and Australia to membership; besides Japan
and the Russian Federation, already part of the
G-8. Furthermore, the G-20 established the Fi-
nancial Stability Board at the London Summit in
April 2009 with members from the central banks
and other financial regulatory agencies of all G-
20 member Governments of the Asia-Pacific
region. Notably, the membership of its pred-
ecessor the Financial Stability Forum included a
single Asian country, Japan.

The Pittsburgh G-20 meeting held in September
2009 made further progress in strengthening
cooperation in macroeconomic policies and giv-
ing a more influential agenda-setting role to
major developing economies of Asia and the
Pacific. An important reform undertaken there
was establishment of a peer review mechanism
of the economic policy framework of G-20 coun-
tries; for the first time, developing country mem-
bers had the opportunity to review developed
countries’ policies and thus contribute to the
transparency of regulatory policies and account-
ability of systemically important countries. Lead-
ers also committed to a shift in the IMF quota
share to emerging market and developing coun-
tries of at least 7%, although that has not yet
come into force. Finally, in the short term, lead-
ers pledged that fiscal stimulus of developed
countries should not end prematurely as such an
action would hurt developing nations the most.

In general, the region has acquired an increas-
ingly important voice through the representation
of its major economies at the global
policymaking table. The enhanced role also
places increased responsibility on those major
economies. Regulatory regimes, financial and

176 Bird, Graham, and Ramkishen S. Rajan, “Does FDI guarantee stability of international capital flows? Evidence
from Malaysia”, Centre for International Economic Studies Discussion Paper No. 0044 (South Australia: Adelaide
University, 2000); available from www.adelaide.edu.au/cies/papers/0044.pdf.

177 Heaney, Vince, “Tobin tax talk not without merit”, Financial Times, 21 Dec. 2009, p. 24; available from
www.ft.com/cms/s/0/06a8cade-ecc6-11de-8070-00144feab49a.html.

178 Ostry, Jonathan D., and others, “Capital inflows: the role of controls”, IMF Staff Position Note SPN/10/04, 19 Feb.
2010, p. 15; available from www.imf.org/external/pubs/ft/spn/2010/spn1004.pdf.
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non-financial institutions and policymaking or-
gans will all be subjected to more stringent
performance and reporting requirements. Fur-
thermore, those economies must deal with the
expectations of other developing countries that
are not part of the G-20 but expect progress in
resolving shortcomings that continue to persist.

For example, reform of IMF conditionalities and
other policies have not been tackled in sufficient
scope. Some developing countries are asking
for a new approach in removing conditionalities
that could have procyclical effects.179 In their
view it would be more helpful for the IMF to
focus on providing sufficient funds to support
exchange rates while countries pursue expan-
sionary policies to restart growth. Likewise, for
economic crises a framework for debt standstills
and cancellations should be worked out, to obvi-
ate the need for simultaneously dealing with
debt repayments. Progress remains sketchy on
other fronts, including the issue of how best to
reduce the scale of financial trading, possibly
through a global tax on financial transactions (a
“Tobin” tax) to moderate the volatility as
discussed above and the design of a new
global reserve currency system. Overall, under
the G-20 process, the structure of the current
financial system has remained fundamentally
unchanged. But at the same time the level of
risk in the global financial system has grown, as
the concentration of systemically important
banks engaged in unregulated activities in-
creased along with the bailouts given to them.

The list of drawbacks emphasizes that no one
process can bring lasting change. Major draw-
backs of the G-20 process include its limitation
on membership and lack of a legal institutional
structure, raising questions about its enforce-
ment capacity.

Global cooperation on the future financial archi-
tecture needs to proceed in parallel tracks, so
that countries that have been left out of the

G-20 process can voice their views. The
majority of the world’s people who have been
left out are from developing countries that are
most dependent on globalization and yet are
most at risk from its deficiencies. For that rea-
son, in providing analysis and technical support
and in building consensus through policy
dialogues, the United Nations has an important
complementary role. The United Nations Confer-
ence on the World Financial and Economic
Crisis and Its Impact on Development was held
in New York from 23-24 June 2009, preceded
by the Commission of Experts of the President
of the General Assembly on the Reform of
International Monetary and Financial System;
nearly all United Nations members could thus
gather and devise a uniquely inclusive and com-
prehensive agenda for action.

The Conference was able to highlight the chal-
lenges faced by developing countries, especially
the poorer ones. The meeting emphasized the
plight of developing countries with the sudden
reversal of private capital flows, large and vola-
tile movements in exchange rates, falling rev-
enues and reduced fiscal space for taking cor-
rective measures. It called for a coordinated
and comprehensive global response to focus on
restoration of the flow of development finance
without unwarranted conditionalities and on debt
relief to developing countries for  “fostering an
inclusive, green and sustainable recovery”;
among many other measures.

The Asia-Pacific region needs to formulate a
position on the issues emerging around reform
of the international monetary and financial archi-
tecture to promote stability and minimize the
risk of future financial crisis. Debate continues
on the relevance of a “Tobin tax” to moderate
volatility and on curbing excessive risk-taking of
financial institutions by restricting bank bonuses
and introducing bank taxes. Debate also contin-
ues on diversifying currency reserves from the
United States dollar to other currencies or to a

179 A recent study has found that 31 of 41 IMF loan agreements with developing countries involved procyclical
macroeconomic policies (Weisbrot, Mark, and others, IMF-supported Macroeconomic Policies and the World
Recession: a Look at Forty-One Borrowing Countries [Washington, D. C.: Center for Economic and Policy
Research, 2009], p. 4; available from www.cepr.net/documents/publications/imf-2009-10.pdf).
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basket of currencies along the lines of the IMF
Special Drawing Rights (SDRs). China has pro-
posed the development of a transnational re-
serve currency system, based on a basket of
the world’s major currencies, similar to the cur-
rent SDR scheme but with the basket of SDR
currencies being expanded from the dollar,
pound, euro and yen to include other Asian
currencies.180 The Russian Federation has also
supported the idea of using an expanded bas-
ket of currencies as the basis for a global
reserve system, with a similar expansion in the
mix to include other currencies.181 The Russian
Federation and China have taken practical
measures to support the increased use of
SDRs as an additional reserve currency. For
example, in the IMF sale of $150 billion of SDR
bonds in July, China purchased $50 billion and
the Russian Federation $10 billion, in effect
diversifying their reserves from dollars to the
basket of SDR currencies.

With 53 member States and 9 associate mem-
bers, ESCAP could coordinate a common and

180 Zhao Xiaochuan, “Reform the international monetary system” speech by the Governor of the People’s Bank of
China, 23 Mar. 2009; available from www.gov.cn/english/detail.asp?col=6500&id=178.

181 Embassy of the Russian Federation in the Kingdom of Norway, President of Russia Dmitry Medvedev’s address
to St. Petersburg International Economic Forum, plenary session, 5 Jun. 2009; available from www.norway.mid.ru/
news_fp/news_fp_124_eng.html.

inclusive Asian and Pacific voice that could con-
tribute in building reform in the global financial
architecture. ESCAP has provided a forum for
the purpose: at its high-level policy dialogue in
Dhaka from 18 to 20 January 2010, finance
ministers and other senior officials of Asian and
Pacific least developed countries produced a
regional review of the Brussels Programme of
Action on Least Developed Countries in which
they raised their concerns about financing for
development and sought representation at the
newly established Financial Stability Board es-
tablished by the G-20.

The development of regional financial architec-
ture may help Asian and the Pacific countries in
coordinating their views for a position in the
discussion on international monetary reform and
financial architecture. It may also help the re-
gion avoid disruptions in the flow of develop-
ment finance and preserve macroeconomic sta-
bility. The aim is to resume the pre-crisis trajec-
tory of regional growth and pursue the agenda
of inclusive and sustainable development.




