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OVERVIEW
The Addis Ababa Action Agenda (AAAA) adopted by the international community in 2015 charted out a
comprehensive and integrated framework on financing for sustainable development. Building on the three
earlier high-level regional consultations, with the 2014 and 2015 events providing regional inputs to global
discussions towards the adoption of the AAAA and the 2016 event serving as the first regional dialogue to
help identify priority issues for the region, the 4th High-Level Dialogue on Financing for Development in Asia
and the Pacific aims to deepen the policy debate on three selected issues: tax and public finance, sustainable
infrastructure development and financing, and financial inclusion. The Dialogue will review latest analytical
thinking and policy experiences of the region in these three priority areas, develop specific and actionoriented policy recommendations that can facilitate an effective pursuit of the Addis Ababa Action Agenda
and the 2030 Sustainable Development Agenda, and consolidate Asia-Pacific’s vision and perspectives as
inputs to the global financing for development debate and cooperation.
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OPENING
Welcome remarks
Shamshad Akhtar, Under-Secretary-General of the United Nations and Executive Secretary of
the Economic and Social Commission for Asia and the Pacific
Introductory remarks
Song Eon-seog, Vice Minister, Ministry of Strategy and Finance, Republic of Korea
Keynote speech
Ravi Karunanayake, Minister of Finance, Sri Lanka
Keynote addresses
Mark Brown, Minister of Finance and Economic Management,
Cook Islands
Ali Tayebnia, Minister of Economic Affairs and Finance,
Islamic Republic of Iran

Tevita Lavemaau, Minister of Finance and National Planning,
Tonga

SESSION 1
Enhancing public revenues for sustainable development
The United Nations Sustainable Development Solutions Network (UNSDN) has estimated that the attainment
of Sustainable Development Goals (SDGs) in low income countries will require mobilization of additional
resources equivalent to about 2.5 per cent of their GDP on average. This will be extremely challenging for many
countries in Asia and the Pacific that have tax-to-GDP ratios close to single digits for decades. In addition,
the region is at the center of the world’s largest urbanization in history, accommodating more than 30 million
new rural-urban migrants every year. The lack of sufficient and stable local government revenue sources has
already led to a chronic investment deficit in essential urban infrastructure and public services, as well as
issues pertaining to local government debt.
Suggested questions and issues:
•
•

•
•

How can Asia-Pacific developing countries address such enormous public financing needs? What would be
feasible? And what would be necessary?
What lessons can be learnt from international experiences regarding greater accountability and efficiency
of public expenditure, and establishing an effective social contract for tax compliance and responsible
spending?
Does property tax have the potential to become the revenue backbone for local governments in developing
countries? What alternative revenue sources could be exploited for sustainable city financing?
How can international organizations and development partners better support developing countries in
enhancing public revenues?
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Background Papers - Abstract
Metropolitan City Finances in Asia and the Pacific Region: Issues, Problems and Reform Options
Roy Bahl, Former Regents Professor and Founding Dean, Fiscal Research Center at Georgia State University

Asia and the Pacific is witnessing the world’s fastest urbanization in history. In the period 2000-2025, 1.1 billion
people are projected to migrate into Asian cities and the region is now home to more than half of the megacities
worldwide. Providing quality jobs, housing, urban infrastructure and public services for these new urban migrants and
supporting sustainable development of the region’s large metropolitan areas will be a significant fiscal challenge for
many governments.
The current approach of revenue mobilization for cities and municipal fiscal reform efforts are unlikely to meet the
substantial financing needs. Instead, there is a need for a metropolitan public financing strategy that is integrated into
national urban development plans and matches national development objectives.
The governance arrangements in metropolitan areas will be critical for such strategies to succeed. Compared to
fragmented governance structures, the area-wide metropolitan governance model, which allows for effective coordination
of service provision and revenue mobilization in the broad metropolitan areas, offers the most promising prospects. When
the jurisdiction boundary is large enough, public service delivery can have better coverage and be more efficient, more
revenue productive tax bases would become available, debt repayment capacity can be enhanced, and fiscal disparities
can be reduced. While these changes may come at a cost of diminished local government control in some countries,
reforms towards area-wide metropolitan governments would be a step in the right direction.
Financing Asia-Pacific’s big cities also requires a broad mix of revenue tools for metropolitan governments, including
property and land taxes, transport or fuel taxes, user charges, and broad-based local business, sales and consumption
taxes, or surcharges on national taxes. In many cases, the availability and efficiency of these revenue tools depend on
the extent of local fiscal autonomy. Accordingly, the intergovernmental transfer schemes should be rationalized in such
context.
Three central elements for a successful metropolitan public finance strategy can be highlighted. First, there is no
universal solution, and policy choices should be aligned with local policy objectives. Second, where local fiscal autonomy
is deemed important, local governments should be provided with adequate space for revenue mobilization. However,
at the same time, they should be constrained from accessing intergovernmental transfer and special subsidy regimes.
Third, higher level governments might consider establishing a commission to study the feasibility of a special regime for
metropolitan area finances.

SESSION 2
Rethinking public finance for a sustainable future
Debates over public finance are often about what kind of society we want, and the 2030 Agenda has provided
the answer for countries worldwide. Tax policy and public spending play a crucial role in countries’ efforts
towards environment-friendly economic growth, inclusive development, and shared prosperity. Governments
not only finance essential investments in health, education, infrastructure, social welfare and environmental
protection, but also balance overall income and wealth distribution and set incentives for responsible behavior
of private companies and individuals to ensure that they comply with sustainable development principles.
However, the potential of income taxes, wealth taxes and environmental taxes and targeted social spending are
yet to be fully explored in Asia-Pacific developing countries.
Suggested questions and issues:

•
•

•

Given the high and widening income gap in Asia and the Pacific, is this the right time for developing
countries in the region to reconsider the emphasis on indirect taxes and better leverage income tax for
revenue mobilization and redistribution?
As the region now hosts the world’s largest population of the super-rich, can wealth taxes play a greater role
for social inclusion and equity?
How can Asia-Pacific countries mobilize greater social consensus and political support to enhance social
protection spending and public investment in developing the skills of the poor so that development gains
are self-sustaining?
How can Asia-Pacific developing countries address the implementation challenges of green taxation and
green public spending, in particular weak institutions, capacity constraints, concerns over adverse impacts
on income distribution and over decreased competitiveness of domestic industries?
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Background Papers - Abstract
Environmental Tax Reform in Asia and the Pacific

Jacqueline Cottrell, Damian Ludewig, Matthias Runkel, Kai Schlegelmilch and Florian Zerzawy, assisted by Sebastian Hienzsch, of
Forum Ökologisch-Soziale Marktwirtschaft / Green Budget Germany (FÖS/GBG)
Environmental tax reform (ETR) is an important and integral part of a sustainable development strategy. ETR is an
effective way of integrating economic, social and environmental costs into the price of goods and services while creating
incentives for sustainable practices. In recent years, some developing countries in the Asia-Pacific region have introduced
schemes to phase out fuel subsidies and are moving towards further reforms to modernize their fiscal governance and
tax practices and make greater use of ETR as a primary component of national development strategies. Indeed, several
countries in the region are forerunners for ETR outside OECD countries, including India, Indonesia, Thailand, Viet Nam
and China.
This paper examines the rationale for the implementation of ETR in Asia and the Pacific and its possible role in the
achievement of the Sustainable Development Goals. It offers policymakers practical guidance on how governments can
reform tax systems and use fiscal policy to drive the transition to a low-carbon, climate-resilient economy while taking
into account the specific challenges of developing countries in the region.
The paper is divided in two parts. Part I provides background information on ETR and looks at experiences in OECD
countries. Part II focuses on ETR in the Asia-Pacific region and makes a series of recommendations for policymakers,
examining strategic and political economy considerations typically encountered by policymakers during the process of
implementing environmental taxes, as well as practical issues relating to tax design, policy planning and implementation.
Finally, the paper looks at international and regional policy processes upon which policymakers in Asia and the Pacific
can draw on for support and consultation while implementing ETR measures.

Prospects for progressive tax reforms in Asia and the Pacific
Zheng Jian and Daniel Jeongdae Lee, UNESCAP

Progressive tax policies are important measures to narrow the inequality gaps and maintain a balanced distribution
of income and wealth in a society. However the potentials of such policies have yet to be fully realized in Asia-Pacific
developing countries, where direct taxes remain a smaller component in the overall tax mix and redistributive tax tools
such as the personal income tax and wealth taxes are under-utilized.
As Asia-Pacific developing countries become middle-income and higher-middle income economies, they are experiencing
the negative impacts of rapidly rising income and wealth inequalities that have come with fast economic growth. Therefore,
a transition towards a more balanced strategy that emphasizes inclusive development needs to happen and progressive
tax policies would have an important role in facilitating such a transition.
However, implementing progressive tax reforms in developing countries is a challenging task, where the local institutional,
historical, and social-economic contexts could be deciding factors for success or failure. This paper advocates for a
differentiated, pragmatic and prudent approach for progressive tax reforms in Asia and the Pacific. First, countries at
different stages of development should follow different strategies. Second, countries need to anchor their policy making
on the actual outcomes rather than on theoretical assumptions, and should always be prepared to adjust their policies
according to local context and realities. Last but not least, policy makers and to some extent also the general public need
to understand that there is a learning curve of policy design and implementation when it comes to progressive taxation,
and therefore should allow the policies to improve and mature over time.

SESSION 3
Addressing tax challenges beyond national borders
As global economic integration deepens, taxation is increasingly becoming an international policy issue. On
the one hand, tax havens and aggressive tax planning by multinationals have created new challenges for
developing countries to effectively protect their tax base. On the other hand, growing competition pressure for
investment and exports has led to decreasing corporate tax rates and widespread use of tax incentives that
further drain revenues. Given the complexity of international taxation issues and limited technical capacities,
developing countries need to adopt targeted and appropriately sequenced strategies. At the same time,
stronger coordination between developing countries will be required to strengthen their voices in the ongoing
negotiation of new international taxation norms and manage tax competition to avoid the risk of a race to the
bottom.
Suggested questions and issues:

•
•
•

How can developing countries best benefit from new international norms to address tax base erosion? How
much effort should they devote to this agenda as opposed to enhancing domestic tax collection?
What is the right balance between the legitimate goal of attracting investment and the need to protect tax
bases? What policy lessons can be learned from experiences of Asia-Pacific economies?
How to promote closer cooperation of Asia-Pacific countries to address tax competition? What can the AsiaPacific region learn from other regions around the world?
What role should international organizations and development partners play to better support developing
countries on this front? In particular, what can ESCAP do to further promote regional voice and policy
coordination?
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Background Papers - Abstract
Tax Incentives and Tax Protection Base in Developing Countries

Joosung Jun, Professor of Economics at Ewha Womans University, Republic of Korea
This paper considers the implications of using tax incentives for improving the tax base in developing countries, especially
in the context of enforcement difficulties and international capital mobility. Noting that the tax structure in developing
countries reflects pressures stemming from the large size of the informal sector and the prevalence of tax evasion in the
formal sector, it suggests alternative channels through which the use of tax incentives can help protect the tax base, at
least in the interim period. Governments can support the tax-paying local firms operating in the formal sector by providing
tax incentives that appear to be more generous than warranted by their perceived effects on marginal investment, along
with non-tax benefits such as easier access to bank loans. In the process, governments might possibly discriminate, for
base-protection purposes, against foreign firms that are prone to tax evasion via profit shifting.
In addition, the paper argues that the efficacy of investment incentives in attracting foreign investment is understated
and the prospect of base erosion due to tax competition is overstated in the literature. The conventional prediction
that the incentive effects increase with stronger investment climates may be technically correct, but seems to be too
simplistic as a policy prescription. Smaller effects of investment incentives imply lower revenue costs unless these
incentives are redundant. At the margin, therefore, tax incentives can possibly be wasted in countries with stronger
investment climates, while they can be effective in countries with weak investment climates but strong rent potential
such as natural resources or other locational advantages. Even countries with weak investment climates and low rent
potential can still use such incentives as a signaling tool for prospective investors at a low revenue cost.
The case study of Hong Kong, China; Singapore and Republic of Korea confirms that effective use of tax incentives
critically hinges on country-specific factors and priorities, defying ‘one-size-fits-all’ best practices. In Hong Kong, China;
market-friendly investment environments, including a simple tax system with low and uniform rates, were a dominating
factor to attract foreign investors. Singapore has been very proactive in providing foreign investors with generous tax
incentives as part of investment-friendly environments, but has adjusted the extent of these incentives with their
declining efficacy at the margin. In contrast, Republic of Korea provides a case in which countries with relatively weak
investment climates can still make good use of tax incentives. The potential role of its tax incentives has sometimes been
stretched beyond their purported goals, effectively serving as an incentive for firms not to shift their operations into the
informal sector or abroad.
This paper discusses various proposals that can reduce informal activity and tax evasion, which can also lead to a
reduction in corruption. It also suggests that countries set statutory corporate tax rates in conformity with the neighboring
countries with similar economic attributes in the face of increased profiting shifting by multinationals. Then, existing
investment incentives can be adjusted in a most cost-effective way, taking into account country-specific characteristics
such as general investment climates, the nature of local rents and the size of the informal sector as well as policy
environments such as administrative capacity and the efficacy of the overall tax system.

SESSION 4
Engaging the private sector for infrastructure investment
The Addis Ababa Action Agenda estimated the annual global infrastructure gap in developing countries to
be between $1 trillion to $1.5 trillion. To bridge this gap, public resources alone are and will be insufficient,
especially with most governments facing budget constraints and limited borrowing capacity. Mobilizing private
resources is therefore crucial for infrastructure development in the region, and public-private partnerships
(PPPs) can be a key mechanism for this purpose. So far, bank loans have been the main source of funding, but
banks have generally short-term liabilities and are not well-placed to hold long-term assets on their balance
sheets. Developing bond and equity markets could provide an alternative to bank financing and create avenues
for institutional investors, such as pension funds and insurance companies seeking investment opportunities
in emerging markets, to enhance the availability of financing for infrastructure.
Suggested questions and issues:

•
•
•

What are the legal, policy and institutional frameworks required for the successful involvement of the
private sector, including through PPPs?
What safeguards, mechanisms and incentives can be used to enhance the impact of private investments
on sustainable infrastructure development?
How to mobilize private resources for regional infrastructure networks? What is the potential of PPPs in
this context?
How to tap capital markets and institutional investors for infrastructure financing?
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Background Papers - Abstract
Public-Private Partnerships (PPP): Policy, Legal and Institutional Frameworks in Asia and the Pacific
Mathieu Verougstrate, UNESCAP with the support of Ms. Juli Sekiguchi, independent consultant

Developing an enabling environment is critical for the success of a PPP programme and requires actions
from governments to strengthen policy, legal and institutional frameworks while considering the financial
mechanisms that could back PPP development. To learn from country experiences, the paper analyses
the latest development in these areas and presents the results of a survey conducted with more than 20
PPP units in Asia and the Pacific. Concerning the PPP policy and legal frameworks, the paper highlights
that two main approaches have been followed. While most countries in the region have opted for enacting
a specific piece of legislation, other countries have decided to work with policy guidelines. With regard
to institutional arrangements, the paper identifies that around 50 per cent of the region’s countries have
established dedicated PPP units, which are considered instrumental to build the required expertise for
developing a PPP programme. These units vary, however, widely in terms of size and location, and do not
perform the same functions in every country. The paper also highlights that PPPs are rarely neutral from
a budgetary point of view and that financial support is often needed. This support is broadly divided into
three categories with the following objectives: to provide resources to prepare projects; enhance financial
viability; and cover risks that the private sector is not ready to bear. Recognizing the potential fiscal impact
of PPP projects, some countries have set-up mechanisms to manage related contingent liabilities; although
this area remains largely a work-in-progress in the region.

Public-Private Partnerships (PPP) for Cross-Border Infrastructure Development
Mathieu Verougstrate, UNESCAP

Cross-border infrastructure networks are critical for improving regional connectivity, their financing has
however been challenging. This paper examines whether PPP may contribute to their development and reviews
past experience with this type of financing arrangements in the energy, transport and telecommunication
sectors. By involving several countries, cross-border projects face specific challenges as these projects are
by nature more complex, face augmented political risks and necessitate higher level of coordination. To
support countries in financing cross-border projects, the paper studies these challenges in detail. It also
highlights the policy actions required to achieve enhanced regional connectivity. It stresses, for instance,
the importance of supporting intergovernmental platforms where international networks can be planned,
regulatory hurdles tackled and financing arrangements structured. Developing guidelines for these type of
projects would also help countries in their efforts to enhance regional connectivity. The paper concludes by
recognizing the potential of PPP for cross-border projects, though it acknowledges that supportive policy
actions from participating governments will be required for their success as well as a strong high-level
political backing.

Tapping Capital Markets & Institutional Investors for Infrastruture Development
Mathieu Verougstrate and Alper Aras, UNESCAP

The paper studies the possibility of using capital markets to channel more resources for infrastructure
development while mobilizing assets managed by institutional investors such as pension funds and insurance
companies. To this end, the paper is structured as follows. First, it analyzes the level of capital market
development in the region, and finds that most markets are still at a nascent stage in many economies and
that banks dominate private financing in Asia and the Pacific. Second, it reviews the size of institutional
investors in the region and suggests that prudential regulation might need to be adjusted to enable more
infrastructure investments. Third, it highlights that different modalities are available to investors seeking
infrastructure exposure and presents initiatives launched by different countries to support the development
of infrastructure-related instruments. Fourth, the paper proposes a series of policy actions that governments
could implement to further tap this source of financing. The paper concludes by proposing criteria to tailor
the different options to each country’s circumstances.

SESSION 5
Building resilient and sustainable infrastructure
Developing sustainable infrastructure is a complex but critical element of the 2030 Agenda. Since Asia
and the Pacific is responsible for more than half of the global greenhouse gas emissions, the future of the
region depends on finding sustainable solutions for its infrastructure development, including transportation,
energy, ICT, and water systems. The issue is particularly important as rapid urbanization in Asia and the
Pacific is expected to aggravate the prevailing congestion and pollution in cities. Unbalanced development
of ICT infrastructure in the region has also created a digital divide with millions of people excluded from
opportunities related to modern technologies. Infrastructure development also ought to be more resilient given
that Asia and the Pacific is the most disaster-prone region in the world. Building resilient infrastructure can
reduce the impacts of these events by ensuring that essential services remain operational during and after
disasters and limiting reconstruction efforts. Sustainable, inclusive and resilient infrastructure development
calls for technologically advanced and innovative solutions, and addressing barriers to investment and access
to finance. Many good examples from the region point to ways to blend public and private financing sources
and put in place enabling policy frameworks. Financial regulation can play an important role to ease the risks
for private investors and overcome the major challenges for the financial system and unlock private finance for
green investment.
Suggested questions and issues:

•
•

What is the role of financial regulation, market incentives and voluntary measures to attract investments
for sustainable infrastructure development?
What are the main barriers, including those related to financing aspects, to make infrastructure
environmental-friendly, inclusive and resilient?
What are the practical aspects of project selection, preparation and management to support sustainable
infrastructure investments?
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Background
To maximize the impact of the future infrastructure investment in Asia and the Pacific, there is a need
to mainstream sustainable infrastructure solutions to ensure environmental sustainability and social
inclusiveness, while addressing requirements of businesses and people.
Infrastructure development has to be more inclusive to ensure that no one is left behind. The lack of
accessibility to rural roads is a cause of poverty among rural people while urban dwellers waste significant
amount of time due to inadequate public transport systems and road congestion, the latter costs 2 to 5 per
cent of GDP each year to Asian economies. In the water sector, roughly 300 million people in Asia and the
Pacific live without safe drinking water. Meanwhile, around half a billion people in the region sill have no
access to electricity. Affordability concerns also need to be addressed in order to avoid excluding the poor.
Therefore, governments should work on solutions to improve access to basic infrastructure services while
ensuring long-term fiscal sustainability.
Building resilient infrastructure should be a priority for the region as well. Every year, countries in the
Asia-Pacific region are ravaged by disasters, experiencing significant loss of life and damage to their public
and private infrastructure assets. This entails indirect negative economic and social impacts in terms of
jobs, supply chain disruptions, and social dislocations. In 2015, Asia and the Pacific incurred more than
US$45.1 billion in economic damage and even higher indirect losses. When taking into account slow-onset
events that impact the region, such as droughts, heat waves, forest fires and haze, costs are much higher.
By incorporating disaster resilience measures into new infrastructure design and site selection, countries
may mitigate the losses to infrastructure assets, sometimes at little incremental cost.
Sustainable infrastructure development also calls for more environment-friendly solutions. These solutions
comprise greener electricity generation, fuel shifting in transport, heating and industries as well as
implementing energy efficiency measures in all sectors and preserving natural carbon sinks. Incremental
green infrastructure investments from 2015 to 2050 to decarbonize the Asian energy sector alone are
estimated at a net US$21 trillion for the period (i.e. US$600 billion per annum). The low-carbon transition
entails, however, significant benefits such as lower fuel costs and operating expenditures. These benefits
accrue to investors, meaning that private sector investment can be geared to green infrastructure targets.
Public policies have an important role to play in order to drive investments towards sustainable infrastructure
development, in particular through financial regulation, governance frameworks and market incentives. For
instance, to enhance green infrastructure financing, public interventions can include providing good climate
data to assess the risks to infrastructure projects, exploring least-cost ways to climate-proof infrastructure or
making these mandatory where needed. Likewise, public policies may be used to enhance revenue streams
for environment-friendly infrastructure projects while ensuring that enabling conditions are met by removing
fossil-fuel subsidies and imposing effective carbon pricing. Public policies also ought to enhance access to
infrastructure services, for example via well-targeted incentive and subsidy schemes. To strengthen private
participation, governments should also develop an enabling environment for public-private partnerships and
explore ways to bundle small-scale projects together in order to reach an investment size attractive to private
investors. Overall, it is necessary to develop guidelines that will help governments in the region to take
into account sustainable elements when selecting, preparing, tendering and implementing infrastructure
projects.

SESSION 6
Addressing the multifaceted challenge of financial inclusion
A growing body of research suggests that access to financial services can reduce poverty and promote economic
growth. Despite some progress, there are two key challenges for greater financial inclusion, as outlined in
the 2030 Agenda: Financing constraints for small and medium-sized enterprises (SMEs) and lack of proper
financial regulation to ensure financial system stability. SMEs are the backbone of a resilient national economy
due to their impact on stimulating domestic demand through job creation, innovation, and competition. In
Asia and the Pacific, however, most SMEs suffer from poor access to finance, which is one of the core factors
impeding their development. While promoting financial inclusion, it must be remembered that over-extension
of credit to noncredit-worthy borrowers and relaxation in borrowing standards could lead to financial instability.
Further, although FinTech companies have a promising role in reducing the supply-demand gap in lending to
SMEs, these firms pose the cyber and credit risks that have potential to distort financial stability. However,
there is not much clarity for regulators whether these providers are a bank or simply a platform or digital
service. In this respect, the key challenge for policymakers is how to achieve financial inclusion, such as
through providing basic financial services to SMEs, while maintaining the stability of the financial system.
Suggested questions and issues:

•
•

What are the best financing modalities to serve the various financing needs of SMEs and expand their
financial access?
How FinTech companies should be regulated without impeding their positive contribution to financial
inclusion?
How can financial regulations be designed to achieve a balance between financial inclusion and financial
stability?
Part A: Financial Regulatory Challenges
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Background Papers - Abstract
The State of Finance in Asia and the Pacific

Alper Aras, UNESCAP with the support of Alper Hekimoglu, Financial Mathematics PhD candidate at
Middle East Technical University
A healthy and dynamic financial sector that considers demographic shifts, rapid urbanization, large
infrastructure needs, and the evolving structure of economic activity in Asia itself is needed to mobilize
large savings into the most productive activities. However, financial sectors in the region are ill-suited to
respond to these needs of the region. In this context, this paper examines why despite having abundant
domestic savings that can be used to finance their needs, the region is excessively dependent on volatile
capital inflows for its economic development. The paper analyzes the demand of funds by companies and
individuals through financial markets and institutions and the supply of funds by domestic institutional
investors in selected Asian countries. The paper shows that Asia has a diverse set of financial systems that
vary not only in depth (size and liquidity of markets) but also in access (ability of individuals and companies
to access financial services) and in efficiency (ability of financial institutions to provide financial services
at low cost and with sustainable revenues, and at the level of activity of capital markets). The paper also
introduces a new broad-based financial development index including depth, access and efficiency of the
financial system and provides a comprehensive understanding of the level of financial development in Asia
and the Pacific. Finally, the last section of the paper examines whether there is a threshold beyond which
financial development can be detrimental to economic growth and whether this threshold effect is relevant
for the region.

Financial Regulatory Issues for Financial Inclusion
Alper Aras, UNESCAP
The region is home to more than half of the world’s unbanked adults. The total credit gap for micro, small
and medium enterprises (MSMEs) is also the largest in Asia, particularly in East Asia, with the most
number of MSMEs as compared to other regions of the world. This implies that there are numerous barriers
to enhancing financial inclusion in the region. Most of these barriers can be overcome by well-designed
regulatory frameworks. There are, however, some challenges for regulators in creating such regulatory
frameworks. For example, while national policymakers are giving increasing recognition to policies that
promote financial inclusion, regulators have been more prudent about financial inclusion due to higher
credit risks and lack of documentation associated with small borrowers. This leads to the important issue of
how to strike a right balance between financial inclusion and financial stability. In this respect the paper
analyzes whether increasing credit access and account penetration can be tackled from a financial stability
perspective. It then examines what kind of obstacles international and national regulatory framework face
in the development of financial inclusion and provides several solutions to overcome these obstacles.

Small and Medium Enterprises (SMEs) Financing
Alper Aras, UNESCAP
Stable access to appropriate funding sources is an important factor for the survival and growth of potential
SMEs. However, most SMEs face poor access to finance in the region’s bank-dominant system. This implies
that further policy support for bank loans for SME finance is needed. However, such policy support alone is
not sufficient to provide long-term financing to growth-oriented SMEs because of the nature of the banking
sector’s short term credit in the region and rigid banking regulations. Furthermore, the bank-dominant
system makes SMEs more vulnerable to financial shocks because these firms do not have an opportunity to
diversify their funding during crises. The diversification of financing modalities beyond conventional bank
lending can provide an alternative platform for the financing needs of SMEs and expand their financial
access. In this context, this paper analyzes the SME financing landscape by examining the banking sector,
nonbank financial institutions and capital market financing for SMEs and provides policy considerations for
improving access of SMEs to finance.
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