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The economies of Asia and the Paci�c have been 
integrating rapidly in terms of trade and investment. 
But, they have made less progress in �nance, for which 
regional cooperation has largely been con�ned to 
mechanisms to provide short-term liquidity support.  
In future Asia and the Paci�c could reap substantial 
economic and �nancial returns by enhancing 
cooperation in multiple areas of �nance, including a 
more e�ective liquidity provision, trade �nance and 
infrastructure �nancing.

The Asia-Paci�c region boasts large o�cial foreign 
exchange reserves, exceeding $6 trillion in 2011. Indeed, 
some countries are holding reserves well in excess of what 
is required for liquidity purposes. In addition, individuals 
as well as corporations in the region also hold substantial 
private savings outside the region. At the individual level, 
the Asian wealthy,1 who in 2008 represented 28 per cent of 
the world’s wealthy individuals, controlled $7.4 trillion or 23 
per cent of the total assets invested worldwide.2  Only 6 per 
cent of these funds are managed in the region, mainly in 
developed economies. 

One reason for investing outside of the region is the small 
size of their securities markets and their small secondary 
markets. The Asia-Paci�c debt market in 2010 stood at $1.14 
trillion, but most of this – $846 billion – was denominated in 
Chinese yuan (RMB), which is not fully traded or marketed. 
Investors also face capital controls and other obstacles. 
Bonds from the Republic of Korea, for example, have high 
yields and potential gains through currency appreciation 
but as a result of a lack of liquidity in swap markets, they 
are expensive to convert to hard currency. However, some 
progress has been made; there are now currency-linked 
bonds and corporate hybrids, along with a range of other 
high-yield, investment-grade bonds with long maturities. 

Four Enhancing regional
�nancial cooperation
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Nevertheless, the markets for covered bonds 
and asset-backed securities are still in their 
infancy. As commercial banks and insurance 
companies issue relatively few bonds, the 
markets are also relatively small. In fact, Asia-
Paci�c bond markets are only around one-
tenth the size of the region’s equity markets. 

The pooling of regional funds to provide 
liquidity, boost trade �nancing and increase 
the amount of funds available for closing 
staggering infrastructure gaps would be 
bene�cial for the whole region.  The extension 
and operationalization of existing agree-
ments, as well as any new initiative, should 
seek synergies with existing schemes and be 
complementary to them. The deepening of 
integration in other areas of �nance that do 
not involve the pooling of funds, such as the 
harmonization of regulatory measures or the 
coordination of policy changes, should also 
support this process.

Financial cooperation

The high degree of integration among the 
Asia-Paci�c economies through trade and 
investment links makes the region  vulnerable 
to large spillover e�ects stemming from 
global or local shocks. For instance, large 
external shocks or swings in capital �ows 
could destabilize exchange rates and disrupt 
trade and investment �ows across countries. 
By the same token, crises in �nal export 
destinations may disrupt production in 
countries integrated into global or regional 
supply chains. Coordination of �nancial and 
monetary policies may therefore be necessary 
to make regional economies resilient to 
such external shocks as well as to mitigate 
the harmful e�ect of heightened global risk 
aversion and a credit crunch. Cooperation, 
including in the areas of trade �nancing and 
settlement, is clearly necessary to avert these 
types of risks.

Cooperation, however, cannot be con�ned 
to emergency support alone.  There is also 
a strong case for cooperation to boost long-
term growth in the region, an important 
example of which is by pooling regional 
funds for infrastructure investment. Investing 
in infrastructure has growth-enhancing 

e�ects coming through various channels 
beyond the addition to the capital stock. First, 
infrastructure enhances market access and 
reduces trade costs, allowing trade volumes 
to multiply and trade to reach larger areas. 
Better physical infrastructure could also 
enable middle-income countries to move up 
on the value chain by reducing the relocation 
and outsourcing costs of lower value-added 
activities to countries with lower labour costs, 
a path taken by higher-income economies in 
the region and which some middle-income 
economies may need to consider in the 
medium term. In addition, better physical 
infrastructure can foster a deeper degree 
of integration of economies and industries 
into regional supply chains, which could 
enhance the region’s competitiveness in 
the global economy. Moreover, by opening 
up new opportunities for employment and 
businesses, infrastructure development could 
boost incomes and purchasing power in the 
less developed countries, speeding up their 
convergence to higher levels of income per 
capita and closing their development gaps.

As the experience of the European Union 
shows, channelling funds to less developed 
regions pays o�. By linking those areas 
more closely to the core, new markets, new 
destinations for industry relocation and new 
e�ciency gains can be realized. In the case 
of the European Union, funds have been 
channelled to less developed regions through 
�scal transfers, the so-called Structural and 
Cohesion Funds that require matching by 
subnational units’ own funds and through 
loans by the European Investment Bank (EIB).

Integration needs to proceed prudently

Although �nancial cooperation could be 
very useful to help the region meet its 
short-term and long-term �nancing needs, 
�nancial integration needs to proceed 
prudently. Progress in the integration of 
�nancial markets has been limited because 
of the painful consequences of a too rapid 
liberalization of the capital account in several 
countries of the region before the Asian 
�nancial crisis of 1997-1998. As a result, the 
Asia-Paci�c economies are cautious about 
promoting �nancial integration. Many forms 
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of �nancial integration involve cross-border 
�ows through the capital account and, 
hence, require the liberalization of the capital 
account. These �ows include cross-border 
direct and portfolio investments, as well as 
cross-border lending by �nancial institutions 
and corporations. While a few Asia-Paci�c 
economies such as Brunei Darussalam, 
Singapore or Hong Kong, China have some 
of the most liberalized markets in the world, 
others such as Bhutan, Kazakhstan or the 
Lao People’s Democratic Republic impose 
controls on all types of capital transactions. 
In addition, the trend of lifting controls on 
capital account transactions that began in the 
1980’s experienced a reversal, �rst as a result 
of the 1997-1998 Asian �nancial crisis and a 
decade later as a result of the global �nancial 
crisis of 2008-2009. 

Due to minimal availability of �nancial 
instruments and lack of con�dence in 
those instruments, insu�cient governance 
structures and capital controls, the bulk of 
portfolio investment from the region �ows  to 
other regions.  As shown in table IV.I, only 15.8 
per cent of the region’s portfolio capital stocks 
was invested within the region as of 2009. 
However, some subregions are more active 
providers of portfolio capital than others. 

About one-third of the portfolio securities 
investment made by the economies of East and 
North-East Asia excluding Japan, are placed in 
Asia and the Paci�c, with almost half of the 
total invested in South-East Asia. At the other 
extreme, North and Central Asia and South 
and South-West Asia direct only 5 to 7 per 
cent of their portfolio securities investment to 
the Asia-Paci�c region. Furthermore, the two 
subregions that invest intensively in Asia and 
the Paci�c, non-Japan East and North-East 
Asia and South-East Asia, concentrate their 
portfolio investments in non-Japan East and 
North-East Asia, primarily in China. North and 
Central Asia and the Paci�c are the only two 
subregions that do not concentrate their Asia-
Paci�c portfolio investments on non-Japan 
East and Northeast Asia, but also invest heavily 
in Japan and the Paci�c. This latter pattern may 
be attributed to the larger choice of available 
portfolio securities in Japan and Australia and 
may re�ect portfolio diversi�cation motives. 

Learning from the Asian �nancial crisis, in 
which foreign exchange management and 
capital �ows were at the heart of the problem, 
most countries have taken a more prudent 
approach towards these issues. In particular, 
o�shore markets, which had been designed 
for o�shore transactions but ended up 

Originating from

Invested in

Shares of portfolio capital stock assets as of 2009 (percentage)

Asia-Pacific

East and 
North-East 

Asia

East and 
North-

East Asia 
excluding 

Japan
North and 

Central Asia Pacific

South and 
South-West 

Asia
South-East 

Asia
Asia-Pacific 15.8 12.9 32.3 5.5 12.4 6.8 47.2
East and North-
East Asia 8.7 7.1 24.0 2.5 7.1 4.7 26.5

East and North-
East Asia excluding 
Japan

7.3 6.5 21.7 0.1 2.3 4.7 20.8

North and Central 
Asia 0.2 0.1 0.2 0.6 0.2 0.4 0.4

Pacific 4.2 4.2 4.8 2.2 3.6 0.1 5.9
South and South-
West Asia 1.0 0.5 1.1 0.1 0.4 0.8 6.1

South-East Asia 1.7 1.1 2.2 0.0 1.0 0.8 8.3

Source: IMF, Coordinated Portfolio Investment Survey (CPIS) (2009).  Available from www.imf.org/external/np/sta/pi/cpis.htm.

Notes: The shares in the table refer to total portfolio capital including equity and debt stocks. Data are derived from the creditor side.

TABLE TITLE

IV.1. Interdependence in portfolio capital investment in Asia and the Paci�c
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intermediating large amounts of funds into 
the domestic economies in the wake of the 
1997-1998 crisis, have been scaled back or 
virtually shut down.3

Since the 1997-1998 crisis, economies in 
the region have become increasingly wary 
of maturity or currency risks and have thus 
equipped themselves with an arsenal of tools 
to make their economies more resilient to 
any similar attacks in the future. These tools 
include a rapid accumulation of foreign 
exchange reserves and the development of 
hedging instruments. Foreign exchange risk 
is typically hedged through well-developed 
non-deliverable forward (NDF) markets or 
through forward markets, while the markets 
for swaps, another hedging vehicle, are 
relatively less developed and hence less 
liquid in the region.4 Several economies, such 
as China, India, Indonesia, the Philippines, 
the Republic of Korea and Taiwan Province 
of China have well developed NDF markets, 
while Thailand has developed an e�ective 
forward market.

Making local currencies deliverable o�shore 
reduces the need for NDF markets, as is 
illustrated by China, which made the RMB 
o�cially deliverable in Hong Kong, China 
since July 2010. O�shore markets also reduce 
transaction costs. However, they could also 
provide a vehicle for destabilizing currency 
speculation. The development of such markets, 
thus, requires the introduction of measures to 
reduce such risk, including an initial limitation 
of the channels through which a domestic 
currency can �ow to o�shore markets, and 
stringent requirements of documentation of 
the underlying transaction. 

Furthermore, the establishment of o�shore 
markets for di�erent products should also 
be gradual. As evidenced by the recent 
experience of China with the so-called dim-
sum market for RMB denominated bond issues 
in Hong Kong, China, o�shore bond markets 
can grow rapidly. On the other hand, o�shore 
equity markets may take longer to establish 
because the functioning of any equity market 
depends on the facilitation of secondary 
market trading, a piece of infrastructure which 
has not yet been developed o�shore. Finally, 

to boost o�shore lending in local currencies, 
it is crucial to enhance e�ciency in the 
domestic banking system to make interest 
rates attractive compared to other currencies.

In any event, the consensus across the region is 
that any steps towards liberalization of capital 
�ows should be gradual and taken with great 
care. There is no one-size-�ts-all recipe for 
the process. Robust regulatory frameworks, 
supervisory systems and the development of 
deep �nancial markets capable of absorbing 
potentially large capital �ows are prerequisites 
to move in that direction. While putting in 
place these prerequisites, it should be noted 
that the liberalization of capital �ows is a long 
term undertaking and that there are other 
urgent priorities for which regional �nancial 
cooperation is much needed. These are (i) 
strengthening resilience to external shocks, 
(ii) realizing e�ciency gains and (iii) using 
regional funds more e�ectively. 

Financing infrastructure development

Across the region, infrastructure is �nanced 
from a variety of sources. These include 
governments, national, bilateral and 
multilateral development agencies, and 
�nancial markets. More recently, private 
investors have been taking a greater 
share, especially through public-private 
partnerships (PPPs) in providing �nancing. 
Notwithstanding the multiplicity of �nancing 
sources, there are large �nancing gaps in the 
Asia-Paci�c region.

Direct disbursement from the budget

Governments are often the best placed to 
invest in infrastructure because, compared 
with the private sector, they can look beyond 
�nancial returns. Indeed, government 
�nancing is justi�ed when it corrects for 
market failures, such as in the case of public 
goods, natural monopolies or externalities. 
Governments are also best placed to �nance, 
for instance, rural roads which are accessible to 
all users and where no fees are charged. Some 
services such as water supplies are natural 
monopolies that are more appropriately 
delivered by central or local governments. 
And in several cases, it is only the government 
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that can account for externalities, both 
positive, such as network externalities, or 
negative, such as emissions of pollutants or 
other damaging environmental e�ects and, 
therefore, it is best placed to provide the 
�nancing. 

However, even if governments wish to invest 
in infrastructure, they may have limited 
capacities to do so. One constraint could be 
di�culties in accessing funding or a desire 
to limit the size of the public debt. Although 
public debt ratios are not particularly high in 
the Asia-Paci�c region, governments wishing 
to take on signi�cantly more debt to invest in 
infrastructure would need to ensure that they 
can do so in a sustainable way in projects with 
high social returns. In general, government 
�nancing is desirable as long as the social 
return is higher than the private return. 
Beyond that, government expenditure can 
lead to an ine�cient allocation of funds.

National development bank lending

Many governments invest in infrastructure 
through national development banks. This 
may help reduce governments’ budget 
constraints because development banks are 
generally funded not only from government 
budgets but also by issuing government-
backed bonds – although the guarantees 
still constitute a contingent liability for the 
government. Development banks have 
institutional advantages since they can 
employ specialized personnel to manage 
funding and lending activities.

In addition to funding national infrastructure 
projects, national development banks 
typically invest in other development-
related activities, such as agriculture, rural 
development and public services, and �nance 
small and medium-sized enterprises or 
micro-enterprises. Some development banks 
are extremely large and during the global 
�nancial crisis were used for countercyclical 
spending. The Brazillian Development Bank 
(BNDES) is the world’s largest and most 
e�ective development bank. In 2010, it lent 
more than �ve times as much as the World 
Bank (table IV.2).

Bilateral and multilateral agencies

Poorer countries tend to rely on bilateral 
and multilateral agencies for investment in 
infrastructure. Some of these agencies o�er 
support, especially to the neediest countries, 
in the form of grants, but more typically they 
provide long-term loans, usually co-�nancing 
with national governments, other agencies or 
the private sector. In Asia and the Paci�c, ADB 
is one of the principal multilateral sources. 
It signs country partnership strategies with 
governments and subsequently o�ers them 
funding for infrastructure projects according 
to country allocations and sectoral priorities. 
Most ADB loans are on commercial terms 
from its ordinary capital resources (OCR), but 
the Bank  also o�ers loans on concessional 
terms through its Asian Development Fund. 
The ADB also �nances private-sector projects 
without government guarantees, though in 
2010, such lending made up less than 15 per 
cent of its new lending. Such loans are also 
often accompanied by technical assistance to 
help design and implement projects.

In addition to supporting national govern-
ments, the ADB promotes regional 
cooperation in infrastructure. The CAREC 
programme, established in 1997, for example, 
focuses on infrastructure projects in the area 
of transport, energy, trade facilitation and 
customs services. Since 1991, there have also 
been proposals to set up a North-East Asia 
Bank for Cooperation and Development with 
the participation of China, the Democratic 
People’s Republic of Korea, Japan, Mongolia, 
the Republic of Korea, and the Russian 
Federation, but the idea has yet to bear 
fruit. More recently, the leaders of Brazil, the 
Russian Federation, India, China and South 
Africa (BRICS) proposed at their March 2012 
Summit in New Delhi to establish a BRICS 
Development Bank to �nance infrastructure 
development in developing countries.

Private-sector funding

Infrastructure investment also comes from 
the private sector. Indeed, this is generally 
more e�cient than public disbursement, 
particularly when the �nancial returns 
are likely to be high and investment costs 
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can subsequently be recouped through 
user charges – by collecting road tolls, for 
example. Many governments have been 
keen to encourage private participation in 
infrastructure, seeing this as a way to reduce 
�scal burdens. Consequently, since the 1980s, 
they have privatized some infrastructure, 
notably in telecommunications and power 
supplies. By doing this, the state, instead 
of being an owner and provider, serves as 
the regulator for privately provided public 
services. This has paved the way for many 
private-sector companies to own and manage 
infrastructure assets, with expectations of 
attractive returns. 

While this model has been employed 
extensively in developed countries, it has 
been slower to get o� the ground in poorer 
developing countries, where the private 
sector has more limited access to funds. Such 
funds come from four main sources: banks, 
institutional investors, bond markets and 
equity markets. 

Bank lending

Commercial banks may be wary of lending 
for infrastructure since they are likely to 
face a maturity mismatch. Infrastructure 
requires long-term funding while the bank 
funds are primarily short-term in the form of 
deposits and interbank borrowing. Nor do 
banks necessarily have the skills to assess 
the risks related to such lending. Risk o�cers 

with limited experience will �nd it di�cult 
to price the risk involved in infrastructure 
projects in which there is often a high degree 
of uncertainty. In these circumstances, 
when funds are o�ered, they are likely to 
be expensive. As indicated in �gure IV.1, in 
projects with lower ratings the credit spread 
can be higher than 20 percentage points.

Institutional investors

An alternative to bank funding is to seek 
other investors that take a longer-term view. 
Insurance companies, pension funds and other 
institutional investors are likely to have a more 
suitable asset-liability maturity structure, but 
this assumes that these institutions have the 
necessary in-house resources for acquiring, 
managing and disposing of infrastructure 
assets. The Asia-Paci�c region has relatively 
few institutions with this capacity.

Bond markets

In many countries, privately developed 
infrastructure has been funded by issuing 
bonds. In most Asia-Paci�c countries, however, 
bond markets are either non-existent or in 
their infancy. Moreover, most projects in less 
developed Asia-Paci�c countries are likely 
to be rated below a single B, for which the 
premia charged over government bonds 
can be prohibitively high (�gure IV.1). An 
alternative would be to issue bonds in 
international markets, though few companies 
in Asia and the Paci�c have su�cient access 

TABLE TITLE

IV.2. Comparison of selected regional and national development banks

(In billions of US dollars)

Year established
EIB

1958

EBRD

1991

WB

1944

ADB

1966

BNDES

1952

CAF

1970
Total assets 563 52 283 100 331 18.5
Total loans 482 20 120 46 218 13.9
Subscribed capital 311 28 190 144 n.a. 2.8
Paid-up capital 16 8 12 7 .. ..
Equity 54 17 38 16 40 5.7
Loans disbursed 2010 79 12 29 6 101 7.7
Net income 2010 3 2 -1.1 0.6 6 0.2
Return on equity 5.3 % 10.8 % -2.9 % 3.8 % 15.2 % 3.0 %

Source: 2010 �nancial statement of each institution. 
 
Notes:  The abbreviations are: EIB: European Investment Bank; EBRD: European Bank for Reconstruction and Development; WB: World Bank; ADB: 
Asian Development Bank; BNDES: Brazillian Development Bank; and CAF: Development Bank of Latin America. Data for EIB, EBRD and BNDES 
converted into US dollars using market exchange rate of 31 December 2010: US$/Euro = 1.3412 and US$/Real = 0.6024
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to them. In addition, international issues are 
often denominated in foreign currencies, 
raising the prospect of currency mismatches, 
of which many countries are very wary after 
the experience of the Asian �nancial crisis. 
This could be addressed by issuing bonds 
in domestic currency, though this would 
e�ectively pass the foreign exchange risk 
to foreign investors, which would require 
e�ective hedging facilities. Bond �nancing is 
likely to become more important in the future 
as bond markets become more e�cient, 
though this is unlikely to happen quick 
enough to fund urgent infrastructure projects. 

Equity markets

Similar constraints apply to equity markets. 
Equity funding could be attracted either 
through investment in infrastructure 
companies or through the securitization of 
infrastructure assets. At present, however, only 
a few infrastructure companies in the Asia-
Paci�c region are listed on stock markets. With 
the exception of activity in Australia and Japan, 

there has been relatively little securitization 
of infrastructure assets; globally listed Asia-
Paci�c infrastructure securities make up only 
3 to 4 per cent of global market capitalization. 
At present, without the necessary market and 
regulatory infrastructure and improvements 
in corporate governance, equity funding is 
unlikely to �nance infrastructure needs in the 
poorer developing countries.

Public-private partnerships

O n e  way  o f  a d d re s s i n g  g ove r n m e n t 
budgetary constraints and opening up more 
opportunities for private sector participation 
is through public-private partnerships 
(PPPs). A major motivation for using PPPs 
is to improve the value for money of service 
delivery. Another is a�ordability. Because 
of their ability to relieve pressures on 
government budgets and improve service 
delivery, PPPs are a promising avenue of 
infrastructure �nancing. To make it an e�ective 
tool, a robust legal and regulatory framework 
must be set up. In addition, it is crucial to follow 

FIGURE TITLE

IV.1. Credit spreads and bond premia for �ve-year term loans or issues, for di�erent ratings of borrowers or issuers,  
 January 2012

Source: HSBC, “Asian curve”. Available from  www.hsbcnet.com/research/asian-curve (accessed February 2012).

Note: One basis point is equal to 1/100th of 1per cent. Credit spread is the di�erence between US treasury yields and the lending rate for borrowers with 
di�erent credit rating. Bond premia are the di�erences between US treasury yields and those for Asian issuers with di�erent ratings. 
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best practices in reporting PPPs in government 
accounts to avoid using them for creative 
accounting purposes to hide government 
debt. The experience of developed countries 
shows that this threat is indeed real: only 
about a third of OECD countries follow best 
practices in reporting, and countries that 
diverge from best practices appear to be 
active users of PPPs. Many economies in Asia 
and the Paci�c are already active users of PPPs 
for infrastructure �nancing. PPPs have been 
signi�cant contributors to gross �xed capital 
formation in Armenia, Cambodia, Georgia, 
Malaysia, Pakistan and the Philippines (�gure 
IV.2). In terms of absolute size, India is the 
biggest market. 

Many innovative products taking the form of 
PPPs tailored to speci�c country circumstances 
have been proposed and implemented 
recently. In Turkey, for example, infrastructure 
funds have been proposed that would use 
the legal form of real estate investment 
trust funds (REITs) and would operate as 
PPPs.5 The country’s well-developed capital 
markets would facilitate the securitization of 
infrastructure assets and direct �nancing by 
a public o�ering would economize on credit 
cost and eliminate credit risk. Partnering 
between the public (mainly at the subnational 
level) and private sector would be crucial as 
public participation would allow to accelerate 
business procedures and ensuring land that 
could be provided in kind, while the private 
sector would engage in the delivery of the 
infrastructure. 

Another example, which has been widely 
put in practice in developed and developing 
economies in the region, is revenue bonds. 
Revenue bonds can be used in any type of 
infrastructure project with user charges. They 
were designed to overcome the budgetary 
constraints of governments by mobilizing 
private funds. In comparison to standard 
PPPs in which private funds can come from 
the general public. It is the users that �nance 
the project in the revenue bond scheme. This 
structure has the advantage of providing 
stronger monitoring incentives for investors, 
as they are at the same time the users, 
thereby increasing the success rate of project 
implementation. The investors’ return is 

linked to revenues from user charges. The co-
�nancing share between the public and the 
private sectors can be determined in di�erent 
ways. One possibility is to determine the share 
and derive the user fee revenue according to 
this split (�gure IV.3.). Alternatively, a certain 
rate of return can be targeted and the public-
private share derived from that. 

The emergence of PPPs has been rather slow 
in many countries, mainly because of the 
di�culties in creating an appropriate legal and 
regulatory framework. Even in countries where 
PPPs are common tools for infrastructure 
�nancing, they have their limits owing to 
both constraints on government budgets 
and on the amount of available private funds. 
For example, India aims at meeting 50 per 
cent of �nancing needs from PPPs in the �ve 
years to come (approximately $100 billion 
annually), which is an impressive share in 
international comparison but nevertheless 
falls short of meeting the country’s large-scale 
infrastructure needs. 

I nit iatives  for  regional  f inancial 
cooperation in Asia and the Pacific

It is widely recognized that a regional 
�nancial architecture could complement 
the international �nancial architecture. As a 
result, the Asia-Paci�c countries have taken 
a number of initiatives to foster regional 
�nancial cooperation.

Early Initiatives: The Asian Development Bank 
and the Asian Clearing Union

The idea of establishing a development bank 
for Asia and the Paci�c was �rst publicly 
mentioned by the Sr i  Lank an Premier 
Solomon Bandaranaike in 1959. In December 
1963, the First Ministerial Conference on Asian 
Economic Cooperation, held in Manila under 
the auspices of the Economic Commission 
for Asia and the Far East (ECAFE), as ESCAP 
was known then, adopted a resolution that 
called for the establishment of the Asian 
Development Bank. In March 1965, at its 
twenty-�rst session, held in Wellington, New 
Zealand, ECAFE approved a resolution to 
set up a high-level consultative committee 
of experts to draft the charter of the Bank, 
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FIGURE TITLE

IV.2. Public-private partnerships as a percentage of �xed capital formation, selected countries

which was subsequently endorsed by the 
Second Ministerial Conference on Asian 
Economic Cooperation, held in Manila in 
November 1965. A year later, in December 
1966, the opening ceremonies and o�cial 
commencement of operations of ADB were 
held in Manila, the selected headquarters site 
for the Bank.6 Another institution for regional 
�nancial cooperation, established in 1974 on 
the initiative of ESCAP, was the Asian Clearing 
Union (ACU).7 The objective of ACU has been 
to facilitate intraregional trade through the 
periodic settlement of debits and credits 
accumulated by each member against the 
other members using a single unit of account. 

The Chiang Mai Initiative and its 
multilateralization

Between the mid-1970s and the late 1990s, 
the regional �nancial cooperation agenda 
was not very active in Asia and the Paci�c. This 
changed as the economic disruption caused 
by the Asian �nancial crisis of 1997-1998 

Source: ESCAP, based on data from World Bank, Private Participation in Infrastructure database. Available from http://ppi.worldbank.org. 

underlined the need for greater cooperation 
to provide liquidity support across the 
region. One of the most signi�cant responses 
emerged at the ADB annual meeting in May 
2000 in Chiang Mai, Thailand. This was the 
ASEAN swap agreement, a set of bilateral 
agreements which established a pool of 
foreign exchange reserves, starting at $200 
million and raised in 2005 to $1 billion. In 
2007, at the ASEAN+3 Finance Ministers’ 
Meeting in Kyoto, Japan, the swap agreements 
were multilateralized in 2009 as the Chiang 
Mai Initiative Multilateralization (CMIM) 
Agreement, which increased the value of its 
multilateral swaps to $120 billion. Of this pool, 
80 per cent is contributed by the ”plus three” 
countries – China, Japan, and the Republic of 
Korea – while the ASEAN countries provide 
the remaining 20 per cent. An independent 
regional surveillance o�ce, the ASEAN+3 
Macroeconomic Research O�ce (AMRO) 
was set up in 2010 and is responsible for 
conducting surveillance for CMIM operations.
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FIGURE TITLE

IV.3. A possible scheme of revenue bonds

In 2009, the original 10 per cent ceiling of 
agreed amounts of currency swaps not 
subject to IMF conditionality was raised to 20 
per cent. Nevertheless, 80 per cent of funds 
that could be made available are still subject 
to IMF conditionality. Another limitation is 
that participating countries need to agree to 
contribute on each occasion when a member 
requests support. This provision may allow 
countries not to contribute in cases when 
they face liquidity shortages, but at the same 
time it makes the system too slow to provide 
rapid liquidity support. Furthermore, the 
scale of funds available is relatively small 
(table IV.3).

Possibly because of these limitations, 
especially the link with IMF conditionality, 
the countries in the region needing liquidity 
support during the 2008/2009 � nancial 
crisis, such as Indonesia, the Republic of 
Korea and Singapore, approached the United 
States Treasury and Japanese Treasury for 
bilateral swaps rather than utilizing the 
CMIM. However, the leaders of ASEAN+3 have 
recently announced measures to strengthen 
CMIM, including (i) the doubling of the fund 
to $240 billion, and (ii) allowing member 
countries to tap as much as 30 per cent of 
their own quota without an IMF aid package, 
a percentage that will rise to 40 per cent in 
2014.8

Source: N. Yoshino, “Raising market quality - integrated design of ‘market infrastructure’”, Centre of Excellence Newsletter, No. 11, 2011.

Development of regional bond markets

The other initiative for � nancial cooperation 
resulting from policy discussions in the 
aftermath of 1997-1998 crisis has focused on 
the development of regional bond markets, 
which provide a relatively more stable source 
of debt � nancing than bank loans. Two 
initiatives have been taken in this regard.

Asian Bond Fund (ABF): The ABF was 
established by the Executives Meeting of 
East Asia-Paci� c Central Banks (EMEAP), an 
association of central banks of 11 economies in 
the region (Australia, China, Indonesia, Japan, 
the Republic of Korea, Malaysia, New Zealand, 
the Philippines, Singapore, Thailand and Hong 
Kong, China). The � rst stage of the ABF was 
launched in 2003 with voluntary contributions 
of members to a dedicated fund with an 
initial size of $1 billion, to purchase regional 
bonds denominated in United States dollars 
and managed by the Bank for International 
Settlements (BIS). The second ABF issue was 
denominated in member currency funds. 
Overall, the main goal of the ABF has been to 
further enhance the underdeveloped bond 
markets of member countries by enhancing 
the e�  ciency of � nancial intermediation and 
promoting � nancial stability.9
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TABLE TITLE

IV.3. Access to funds under the Chiang Mai Initiative Multilateralization and short-term liabilities, 2010

Asian Bond Market Initiative (ABMI):  
Launched by ASEAN+3 in 2003, the ABMI 
aims to develop local-currency bond markets 
to make private savings available for regional 
investment needs. E�orts are being made 
to promote the demand for and issuance of 
such bonds. The relevant infrastructure and 
regulatory framework also needs to be put 
in place. In this connection, ASEAN+3 has 
recently endorsed the establishment of a 
$700 million Credit Guarantee and Investment 
Facility (CGIF) that will provide guarantees on 
local currency denominated bonds issued by 
companies in the region. It is expected that 
such initiatives will help channel money into 
regional investment needs and also reduce 
the currency and maturity mismatches which 
made the region more vulnerable to external 
shocks in the past.

As a result of these and other e�orts, Asian 
bond markets have expanded. Since 1997, the 
siz e  o f  b o n d  m a r k e t s  h a s  i n c r e a s e d 
30-fold, but there is still a long way to go. 
Given, however, the slow progress in the 
adoption of the necessary national legislation 
and regulation, it will be some time before 
Asian bond markets o�er a substantial source 
of �nancing for infrastructure development.

The Association of Credit Rating Agencies in 
Asia

Both credit and bond markets rely on rating 
agencies to ensure an e�cient �ow of 
information and as a common yardstick for 
measuring credit risk. Similarly, a regional 
bond market bene�ts from cross-national 
cooperation between rating agencies. For 
this purpose the Association of Credit Rating 
Agencies in Asia (ACRAA) was established in 
2001. At present, the ACRAA encompasses 
28 members from 14 countries in Asia and 
the Paci�c. The members represent di�erent 
accounting standards, legal frameworks, 
domestic capital market developments 
and business cultures. Owing to these 
discrepancies, however, the attitude of 
members towards the whole process also 
varies, with some countries promoting a more 
rapid harmonization process while others 
taking a more cautious approach.

In 2003, under the aegis of the ABMI, the 
ACRAA was tasked with strengthening 
domestic credit rating agencies and 
embark ing on a  process  to  harmonize 
their methodologies, criteria, definitions, 
benchmarks, policies and disclosures.

Country

Contribution 
 (billions of US 

dollars) Borrowing multiplier

Available funds 
(billions of US 

dollars)

Available funds as 
percentage of short-
term liabilities, 2010

Brunei Darussalam 0.01 5.0 0.05 24.45
Cambodia 0.12 5.0 0.60 118.51
China 38.40 0.5 19.20 8.71
Hong Kong, China 4.20 2.5a 10.50 8.78
Indonesia 4.77 2.5 11.93 62.90
Japan 38.40 0.5 19.20 6.21
Republic of Korea 19.20 1.0 19.20 51.72
Lao PDR 0.03 5.0 0.15 ..
Malaysia 4.77 2.5 11.93 213.46
Myanmar 0.06 5.0 0.30 103.84
Philippines 3.68 2.5 9.20 73.44
Singapore 4.77 2.5 11.93 32.26
Thailand 4.77 2.5 11.93 58.47
Viet Nam 1.00 5.0 5.00 81.45

Sources: C. Sussangkarn, “The Chiang Mai Initiative Multilateralization: origin, development and outlook, Working Paper, Series No. 230 (Tokyo: 
Asian Development Bank Institute, 2010); and IMF BOP Statistics.  Available from http://elibrary-data.imf.org/.

a  The borrowing of Hong Kong, China is limited to the IMF delinked portion as Hong Kong, China is not a member of IMF.
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Subregional Infrastructure Investment Funds

ASEAN and SAARC have set up investment 
funds to �nance infrastructure projects.

SAARC Development Fund (SDF) – The SDF 
was set up in 2010 as a part of SAARC �nancial 
cooperation, with an authorized capital of 
one billion SDRs and paid-up capital of $300 
million. The fund will �nance infrastructure 
projects in the region, including the prepa-
ration of feasibility studies. It has three win-
dows for �nancing: the social window for 
poverty alleviation and social development 
projects; the infrastructure window for 
projects in the energy, power, transportation, 
telecommunications, environment, touri-
sm and other infrastructure areas; and 
the economic window devoted to non-
infrastructural economic projects. The Secre-
tariat of the SDF has been established in 
Thimphu, Bhutan.

ASEAN Infrastructure Fund (AIF) – The AIF 
was created as a part of an ASEAN initiative 
to mobilize resources for infrastructure 
development in 2010 with an initial equity 
base of $485 million, of which $335 million 
is provided by ASEAN members and the 
remaining $150 million from the ADB. Malaysia 
and Indonesia are the major contributors 
of the equity capital of AIF, providing $150 
million and $120 million, respectively. 
Based in Malaysia, the fund functions as a 
limited liability company and strives to have 
a total lending commitment of $4 billion 
by 2020, which will be co-�nanced by the 
ADB to the tune of 70 per cent. Therefore, it 
expects to catalyze more than $13 billion in 
investments in realizing the Master Plan on 
ASEAN connectivity adopted in 2010. The AIF 
will be administered by the ADB in terms of 
due diligence of the projects identi�ed for 
funding.

Trade �nance

The Asian �nancial crisis also highlighted 
the need to cooperate in trade �nancing, 
particularly in re�nancing, rediscounting and 
reinsurance. The �rst step in this direction was 
taken in 2000 with the signing of bilateral 
memoranda of understanding on letter-of-

credit con�rmation and risk sharing. These 
bilateral agreements were multilateralized 
two years later in Kuala Lumpur. In 2003, 
in Manila, three bilateral agreements were 
signed between India and Malaysia, India and 
Thailand, and Malaysia and the Republic of 
Korea. The 10th Annual Meeting of the Asian 
Exim Banks Forum held in Beijing in 2004, 
discussed the idea of a regional export credit 
agency for Asia to enhance credit, mitigate 
risks and �nance exports.10 

The recent global crisis has also spurred a 
number of initiatives. Among them is a trade 
�nance programme set up by the ADB, which 
provides �nancing and guarantees through 
more than 200 banks for up to three years. 
In 2010, the programme supported 783 
trade transactions worth $2.8 billion with 
Bangladesh, Nepal, Pakistan, Sri Lanka and 
Viet Nam as the largest bene�ciaries. Asian 
exporters are likely to need such a facility even 
more in the near future, since the European 
banks that traditionally �nance about one-
third of world trade, need to build up their 
capital bases to meet Basel III requirements,  
and thus are likely to provide less credit in 
Asia. A recent, novel initiative under the ADB 
programme involves a private insurance 
company that guarantees exporters’ and 
importers’ �nancing risks. 

At the same time, to encourage trade 
within the region, a number of settlement 
procedures are being eased. As part of its 
strategy to internationalize its currency, China 
now encourages the use of local currencies 
(either currency of the two sides in bilateral 
trade) instead of United States dollars or 
other international currencies. This should 
help boost trade since smaller enterprises 
�nd it di�cult to manage foreign-exchange 
transactions and to hedge against risk even 
though most currencies are convertible 
on the current account. In addition, the 
Asian Exim Banks Forum, formed in 1996, is 
comprised of the export credit agencies of 
Australia, China, India, Indonesia, Japan, the 
Republic of Korea, Malaysia, the Philippines 
and Thailand. Apart from sharing information 
and training resources, the Forum has fostered 
mutual cooperation among its members by 
facilitating lines of credit on a reciprocal basis.  
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Cooperation between stock exchanges 

In pursuit of economies of scale and 
reductions in costs, stock exchanges across 
the world have been merging. Two examples 
are the formation in 2003 of Euronext through 
the merger of the Paris, Amsterdam and 
Brussels exchanges and the ongoing merger 
of the exchanges in New York and Frankfurt. 
Mergers, however, should proceed with care, 
as they can transform national monopolies 
into regional ones. This would not reduce 
costs for consumers as there would be less 
competitive pressure to pass on the realized 
cost advantages to them. The conditions for 
successful mergers between stock exchanges 
appear to be location in the same region and 
small pre-merger scales. Mergers, therefore, 
should not be considered as the only route 
for achieving integration. The ASEAN model 
for regional integration, for instance, has 
a cross-sectoral approach covering equity, 
bonds, derivatives and collective investment 
schemes. The pace of integration in each 
sector is tailored to the absorptive capacity 
of each sector and where relevant major 
regional players, such as Australia, China, 
Japan and the Republic of Korea, are also 
consulted. The main vehicles of integration of 
the seven ASEAN markets are harmonization 
of listing rules, creation of products favoured 
by ASEAN investors and joint promotional 
activities. The ASEAN Trading Link, which 
creates a single access point for ASEAN stocks, 
will become operational in mid-2012. Linking 
stock markets has great potential. The ASEAN 
area itself boasts over 3,600 listed companies. 
An important issue for cooperation between 
stock markets should be to enable cross-
border listings and facilitating initial public 
o�erings by companies of neighbouring 
countries. This could be extremely helpful for 
enterprises of the least developed countries 
to raise capital within the region.

Other initiatives

In addition to the above, there are several 
initiatives taking shape for regional co-
operation in the �elds of �nance and macro-
economic policy. Within the framework of 
groupings such as ASEAN, SAARC, ASEAN+3, 
the East Asia Summit and the Asian 

Cooperation Dialogue (ACD), �nance has 
been identi�ed as an area of cooperation. 
Cooperation takes the form of periodic 
meetings of �nance ministers and central 
bank governors (as in ASEAN and SAARC), 
as well as exchange of information and 
expertise. Central banks of the region have 
four groupings or cooperative associations 
with di�erent permutations of membership, 
namely South-East Asia, New Zealand, and 
Australia (SEANZA), Southeast Asian Central 
Banks (SEACEN), the Network of Central Bank 
Governors and Finance Secretaries of the 
SAARC Region (SAARCFINANCE) and EMEAP, 
all of which promote cooperation between 
members with a focus on capacity-building 
and sharing of expertise. Finally, in December 
2011 Japan and India instituted a bilateral 
swap arrangement worth $15 billion.

Towards a  development-fr iendly 
regional �nancial architecture for Asia 
and the Paci�c  

Although a number of initiatives have been 
taken in the area of �nancial cooperation in 
the region, most are in their early stages and 
have limited scope and coverage. There is a 
lot of room for enhancing cooperation in the 
region to exploit the opportunities. Possible 
elements of a regional �nancial architecture 
to support the region’s development needs 
include, in addition to liquidity support, trade 
�nance and capital markets cooperation, 
the creation of a large-scale facility for 
infrastructure �nancing. These elements are 
further elaborated below.

A large infrastructure �nancing facility

The region needs to further develop  its 
�nancial architecture for development 
�nancing, which would include systems of 
intermediation between its large savings 
and its unmet investment needs. Lack of an 
appropriate mechanism is the reason why the 
bulk of the region’s foreign exchange reserves 
have been invested in securities issued by 
Western governments, such as United States 
treasury bills. Infrastructure development in 
the Asia-Paci�c region has been falling short 
of needs and often constitutes a bottleneck 
to growth. For the period 2010-2020, it has 
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been estimated that Asia and the Paci�c 
will need to spend about $8 trillion on 
infrastructure.11 This projection is based upon 
estimates on how infrastructure investment 
has increased in each country of the region 
in line with a number of variables, including 
income per capita, agriculture value added, 
manufacturing value added, the extent of 
urbanization and population density using 
data for the period 1960-2005.12 However, 
this assumes that countries will maintain 
their historical investment patterns. It does 
not estimate the true scale of the need. Most 
developing countries in the region have been 
underspending on infrastructure, so if they 
continue as before they will not be investing 
enough to close their infrastructure gaps. 
Hence, the real funding requirements of funds 
for closing these  gaps may be larger than $8 
trillion. For instance, India alone is projecting 
a $1 trillion requirement for infrastructure 
investment in its twelfth  �ve-year plan (2012-
2017), that is $200 billion a year. 

Experience shows that investing in 
infrastructure is highly pro�table in economic 
and �nancial terms, justifying cooperation. 
Infrastructure assets o�er stable and 
predictable cash �ows, long-term income 
streams, low default rates and opportunities 
for socially responsible investing.13  In 
Asia and the Paci�c, they will o�er higher 
returns than those from developed country 
sovereign bonds. This observation is based 
on the performance of existing infrastructure 
securities, which although still on a modest 
scale, o�er yields far above those of 
United States Treasury bonds (�gure IV.4). 
For instance, Standard and Poor’s Asia 
Infrastructure Index, which incorporates the 
30 largest listed infrastructure �rms in the 
region, has been outperforming the Global 
Infrastructure Index by a large margin; 
it registered (annualized) returns of 19.8 
per cent versus 5.7 per cent for the Global 
Infrastructure Index at the end of 2010 after 
one year and 16.1 per cent versus 6.8 per cent 
after �ve  years. 

Investing in infrastructure across the Asia-
Paci�c region also o�ers risk diversi�cation 
opportunities. Due to the local nature of 
demand for and supply of infrastructure 

investment, infrastructure markets are 
not very well correlated, thereby o�ering 
an opportunity to diversify risks across 
economies/subregions and types of infra-
structure. In addition, the infrastructure ca-
pital endowment of economies/subregions 
di�ers widely, providing another opportunity 
for diversi�cation.

The two main methods of investing in 
infrastructure assets – infrastructure funds 
and listed assets (table IV.4) – exhibit di�erent 
liquidity and access conditions as well as o�er 
di�erent degrees of diversi�cation and risk 
pro�les. Consequently, they target di�erent 
types of investors. Infrastructure funds seek 
larger investors, in particular institutional 
investors. They carry low risk, but entry costs 
are high and liquidity is low. They provide a 
promising avenue for insurance companies 
or pension funds that need to match their 
long-term liabilities with long-term assets 
and that may not require liquid assets, but 
rather security of investments. Asia and the 
Paci�c, faced with ageing populations and 
the consequent extension of systems of 
social protection, is likely to boost insurance 
companies and pension funds. These 
institutions will need more long-dated assets 
to match their portfolios with their liabilities 
and be required  to do so on a marked-to-
market basis as dictated by recent regulatory 
changes.14 Listed infrastructure assets, in 
contrast, may be better suited for individual 
investors  as expenses are low and liquidity is 
high, though risk is also high.

To realize these �nancial and economic 
returns, existing forms of cooperation could 
be complemented with a new large-scale 
lending facility, as proposed in this study, to 
�nance regional infrastructure with an initial 
paid-up capital of no less than $100 billion. 
The actual �nancing triggered by such a new 
facility would be of a much larger scale as it 
could also issue bond securities and would 
attract private investment into the projects 
it participates in. The facility would bene�t 
from low-funding costs as it would be backed 
by highly rated countries, as is the case of the 
largest multinational issuer, the EIB, which 
has a triple-A rating.15 Unlike many of its 
competitors, by issuing long-term securities, 
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the facility would not face maturity issues. 
In addition, it can mitigate currency risks by 
issuing in local currencies and could use swap 
markets for hedging. Credit risk is expected 
to be skewed towards the initial phase of 
projects and to decrease disproportionately 
thereafter.

Given the underdeveloped bond markets 
in the poorest countries, the best option for 
�nancing infrastructure development would 
be direct lending. Nevertheless, the new large-
scale facility to �nance infrastructure in Asia 
and the Paci�c could also buy infrastructure 
securities and thus help spur the development 
of a market for such securities – debt or equity 
– in the region. 

Any new forms of cooperation should seek 
synergies with existing e�orts. The proposed 
new facility would focus on projects with 

FIGURE TITLE

IV.4. Returns on selected infrastructure assets and major treasury bonds over 2002-2007

Source: ESCAP calculations based on data from CEIC Data Company Limited.  Available from http://ceicdata.com/; and MSCI, available from www.
msci.com/products/indices/thematic/infrastructure/performance. html?unde�ned.

Notes: MSCI Emerging Markets Infrastructure Fund, annualized returns 2003-07 (i.e. 5-year returns as of 31 December 2007). MSCI Asia Infrastructure 
Fund, annualized returns 2003-07 (i.e. 5-year returns as of 31 December 2007). Country-speci�c returns re�ect the compound aggregate growth 
rates of infrastructure-related stock market indices in each country during  2002-2007.

identi�able revenue streams. It would 
complement lending activities by the ADB, 
owing to its large scale. Available lending 
facilities in the region tend to be small and 
tailored to national needs and incapable 
of meeting the �nancing requirements of 
infrastructure megaprojects with regional 
dimensions. 

The new facility could also help coordinate 
di�erent potential �nancial institutions such 
as multilateral and bilateral development 
agencies as well as private-sector sources. If 
needed, it could head a consortium of lenders. 
Its backing for infrastructure projects could 
also signal opportunities to private investors, 
which could help tap some of the $7 trillion of 
personal wealth market. 

As a regional body, the facility would also be 
in a position to take into account intraregional 
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spillovers. The facility would therefore target 
cross-border projects, from which it would be 
able to take fuller account of externalities. For a 
similar reason it should also seek investments 
in the region’s less developed parts, as 
improving infrastructure in the periphery can 
bene�t the entire region. In order to diversify 
risk, the facility would avoid concentrating on 
particular countries, subregions or industries. 
The proposed facility would also be well 
placed to support green priorities. This should 
attract a large pool of funds from both within 
and outside the region for investments in 
green infrastructure. The facility could also 
enhance resource, energy and eco-e�ciency, 
help diversify energy sources and foster 
infrastructure that is climate smart. It could 
achieve this by applying criteria distinct from 
those of other investors, taking into account 
not just immediate �nancial returns but also  
broader economic, social and environmental 
consideration that could bring long-term 
bene�ts. In this way, it could, for example, 
reduce the damage from disasters that can 
result from, or be exacerbated by, myopic 
infrastructure planning.16  

As with the EIB, the proposed facility could 
also �nance research and development, which 
could enhance the region’s competitiveness 
and  help boost its long-term growth 
potential. One of the bene�ts of national in-
frastructure spending is that it can be used 
countercyclically to protect employment 
during periods of economic downturn. In 
addition, because of the large scale of its 
pooled resources, the facility could be able to 

provide liquidity support in coordination with  
the CMIM.

In addition to �nancing infrastructure, the 
facility would ideally also provide advisory 
services and technical assistance. This could 
cover a project development facility and 
advisory services on �nancing from di�erent 
sources, the instruments best suited for 
the particular project, risk assessment and 
mechanisms for mitigation. 

The facility’s governance should be indepen-
dent. This would ensure that it would make 
decisions that were viable, both in terms of 
the quality of the projects and the sources 
of �nance. Such decisions should be based 
solely on net present value and cost-bene�t 
principles. Contributing governments, 
investing their foreign exchange reserves, 
would need to know that these funds were 
being used for secure, viable investments. It 
should therefore be operationally indepen-
dent and be able to rely on high-quality 
experts. The facility would not operate with 
government guarantees, so its lending would 
not imply any contingent liability that could 
be transferred into public debt.

A large-scale regional mechanism would thus 
be able to help coordinate the development 
of regional infrastructure and enhance 
network e�ects, boost e�ciency and achieve 
economies of scale while signalling pro�table 
opportunities for private investors.

TABLE TITLE

IV.4. Investing in infrastructure through funds and listed assets

 Infrastructure Funds   Listed Infrastructure Assets  
 Nature of investments  A ct ive  inve st ment in a f ew  p roj ect s E xp osu re to th e b road  inf rast ru ct u re marke t  

 Expenses  M od erate -  typ ica lly 0 . 7 - 1 %  p lu s p erf ormance  
f ees

L ow  -  typ ica lly 0 . 5 %  to 0 . 6 %   

 Liquidity  L ow  –  inve st ments u su ally locke d  u p  f or a 
ce rtain p eriod   

H ig h  –  inve st ments trad e on an exch ang e 
and  ca n b e liq u id ated  easi ly 

 Access  Low – funds usually open only to qualified or 
inst itu tional inve st ors  

H ig h  –  se cu rities ca n b e b ou g h t on th e op en 
marke t  

 Diversification  L ow  to mod erate –  f u nd s ca n d ive rsi f y ,  b u t 
th ere are d u e d ilig ence  and  time co nst raints  

H ig h  –  a b aske t may enco mp ass d if f erent 
inf rast ru ct u re cl u st ers and  co u ntries  

 Beta Risk  L ow   H ig h   

Source: Standard & Poor’s, “Listed Infrastructure Assets - A Primer”, 18 March 2009.
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Development of bond and capital markets: 
The development of regional bond markets 
and cooperation between the region’s stock 
exchanges would also facilitate investment 
�ows within the region. A framework needs to 
be developed to enable cross-border listings 
in the region to allow  corporate entities of 
countries with relatively underdeveloped 
capital markets to raise capital in other 
regional markets. 

Enhancing �nancial resilience and crisis 
management: In the area of crisis prevention 
and response, it is important to scale up 
and build further on the pioneering CMIM 
to expand its scope and coverage. More 
importantly, the decision-making mechanism 
needs to be simpli�ed so that funds can be 
mobilized within a short time. Furthermore, 
to make the facility popular with countries it 
needs to be delinked from IMF conditionalities 
and have its own surveillance and monitoring 
facility and its own conditionalities that are 
countercyclical and development oriented, 
unlike IMF conditionality that is procyclical. 
While the size of CMIM funds is being 
doubled and a surveillance and monitoring 
o�ce is being set up, its coverage needs 
to be extended beyond ASEAN+3 to other 
systemically important countries in the 
region, such as Australia, India, the Russian 
Federation and any other country  interested 
in participating. If this enhanced facility could 
be able to provide a rapid disbursal of funds, 
it would become a regional lender of last 
resort to deal with �nancial emergencies and 
gradually assume the functions of a regional 
monetary fund. The importance of a well 
endowed truly regional crisis response facility 
cannot be over-emphasized as it could reduce 
pressure on governments to build large 
foreign exchange reserves for protecting 
their economies against speculative attacks 
and liquidity crises. Hence, it could assist 
in reducing the need for running current 
account surpluses for the countries in the 
region. Enhanced regional cooperation for 
crisis response and management should not, 
however, be regarded as an alternative to full 
participation in global economic relations. 
Instead, it should be seen as a complement, 
�lling in the gaps and establishing the building 
blocks for global multilateral cooperation.

Cooperation in trade �nance:  Trade �nancing 
is another area with room for enhancing 
cooperation to ensure an undisrupted 
deepening of trade interdependence in the 
region. Extending the coverage of bilateral 
and multilateral agreements is crucial to 
achieve this. In addition, the idea of a regional 
agency with a high rating to provide export 
credit and risk mitigation mechanisms could 
be operationalized. Strengthening these 
mechanisms would limit the risks related 
to developments in global trade �nancing 
markets. Settlement procedures should be 
further simpli�ed. Foreign exchange risks can 
be mitigated by settling in the currencies of 
the trading parties instead of international 
currencies. O�shore markets, however, should 
only be developed once there is a consistent 
regulatory and supervisory structure. This 
way o�shore-related �nancial volatility and 
arbitrage could be minimized. Also, the Asian 
Exim Banks Forum, which has been active 
since 1996 as a regional body, could move 
forward to create an apex regional trade 
�nance institution, for which it has developed 
an initial concept, to facilitate cooperation in 
trade �nance.

Closer cooperation between central banks 
and �nancing institutions: As observed 
earlier, a number of cooperative bodies of 
central banks have been set up in the region, 
such as SEANZA, EMEAP, SAARCFINANCE 
and SEACEN, facilitating the coordination, 
exchange of information and cooperation in 
training and capacity building between them. 
However, there is need for a broader regional 
body that could facilitate region-wide 
information sharing and to assist in closing 
the capacity gaps. 

Capacity-building in public-private part- 
nerships: The enormity of resource require-
ments in Asia and the Paci�c for infrastructure 
development makes it clear that a strong 
contribution from the private sector is 
requisite for this endeavour. In addition to 
bridging funding gaps, the private sector can 
help overcome the public sector’s limited 
delivery capacity and bring e�ciency and 
advanced technology to the operation. For 
this purpose, governments are increasingly 
turning to public-private partnerships (PPPs) 
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to develop and operate both economic and 
social infrastructure. Some governments have 
made considerable progress in the areas of 
institutional development, capacity-building, 
streamlining administrative processes and 
�nancing and approving new projects. 
Important steps have included: formulating 
PPP policy frameworks (Bangladesh, India, 
Indonesia, the Republic of Korea); enacting 
new laws or amending existing ones to create 
a PPP-supportive environment (Cambodia, 
Fiji, Indonesia, the Philippines, Republic of 
Korea, Turkey, Viet Nam, and many states in 
India); establishing institutional mechanisms 
to provide government grant/support to 
PPP projects (Bangladesh, India, Republic 
of Korea); establishing special infrastructure 
�nancing institutions (Bangladesh, India, 
Indonesia, the Russian Federation); creating 
special PPP units in government (Australia, 
Bangladesh, Fiji, India, Indonesia, Malaysia, 
Pakistan, Republic of Korea, Sri Lanka, Turkey); 
streamlining administrative processes (India, 
Republic of Korea), among others. As a result 
there has been a considerable increase in PPPs 
for infrastructure. Between 2005 and 2009, 
some 826 projects worth around $204 billion 
reached �nancial closure. However, a few 
countries, namely China, India, the Russian 
Federation and Turkey accounted for a bulk 
(82 per cent) of these projects. 

In the aftermath of the global �nancial crisis, 
some governments have been reinvigorating 
PPPs as a part of stimulus packages sometimes 
through policy and �scal measures, such as  
debt guarantees, direct �nancial stakes, tax 
free bonds, lower equity capital requirements 
and sharing interest rate risks. International 
�nancing institutions have also considered 
various measures. For example, the 
International Financial Corporation (IFC), the 
private-sector arm of the World Bank, created 
a global $300 billion equity fund and a loan 
�nancing trust to support PPPs. 

There is need for building capacity for 
fuller exploitation of PPPs for infrastructure 
development in the region. This would 
include a better understanding about PPPs 
at the policymaking level with a clear policy 
on risk sharing, capacity for developing 
bankable projects and managing contracts, 
standardized administrative processes and 

project documents, clear legal and regulatory 
regimes and availability of long-term �nance. 
In these areas, regional cooperation for 
sharing of development experiences and 
capacity-building drawing upon expertise of 
countries that started earlier may be fruitful. 
Regional organizations, such as ESCAP and 
the ADB, may assist in building such capability 
in the region.17

Regional cooperation to reform the 
international financial architecture: 
The de-velopment of a regional �nancial 
architecture would also enable the region 
to coordinate its policies and develop a 
regional perspective on the reform of the 
international �nancial architecture, including 
on issues such as an SDRs-based global 
reserve currency, a global tax on �nancial 
transactions to moderate short-term capital 
�ows and international regulations for 
curbing excessive risk taking by the �nancial 
sectors. The Asia-Paci�c region has eight 
members in the G-20, namely Australia, 
China, India, Indonesia, Japan, the Republic 
of Korea, the Russian Federation and Turkey. 
This is more than any other region and 
highlights systemic importance of the region. 
With e�ective coordination of their positions, 
these countries will have greater in�uence 
in shaping the reform of the international 
�nancial architecture, so that it is best tuned 
to their developmental needs. In these and a 
host of other areas, the Asia and Paci�c region 
has the opportunity to further integrate and 
coordinate its actions, thus not only ensuring 
its recovery and future dynamism but also 
supporting the global economy to the 
greatest extent possible.

The ESCAP Commission at its 66th Session held 
in Incheon, Republic of Korea in May 2010, 
adopted a resolution seeking a task force to  
elaborate the elements of a regional �nancial 
architecture that could assist the Asia-Paci�c 
region with increased capital availability for 
infrastructure development.18 As per the 
request, the secretariat is engaged in further 
work on the subject that will hopefully feed 
into the policy agenda of the region in the 
coming years.
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ENDNOTES

1 Wealthy de�ned as individuals with net worth that 
exceeds $1 million.

2 International Financial Services London, 2009.

3 For instance, Thailand’s Bangkok International 
Banking Facilities (BIBF) has been signi�cantly scaled 
down and Malaysia’s Labuan International O�shore 
Financial Centre is no longer available as an o�shore 
market for MYR-foreign currencies after the imposition 
of capital controls in 1998.

4 A non-deliverable forward (NDF) is a contract in 
which counterparties settle the di�erence between 
the contracted NDF rate and the prevailing spot rate 
by an agreed notional amount. In contrast to a forward 
contract, where the full value of the amount contracted 
is delivered at the time of settlement, in NDF contracts 
only the di�erence between the NDF rate and the 
spot rate is delivered, which reduces counterparty risk 
considerably.

5 Erol and Ozuturk, 2011. 

6 UNESCO, “ Archives of international organizations: 
Asian Development Bank”. Available from www.unesco.
org/archives/sio/Eng/presentation.php?idOrg=1002 
(accessed May 2012). 

7 Asian Clearing Union, “History”.  Avaiable from www. 
asianclearingunion.org/History.aspx.

8 “Asean+3 to double Chiang Mai Initiative safety net to 
$240 Bln”, Wall Street Journal, 3 May 2012. Available from 
http://online.wsj.com/article/BT-CO-20120503-703698.
html. 

9 Rajan, 2008. 

10 See www.asianeximbanks.org/meeting10.asp.

11 ADB and ADBI, 2009. 

12 Bhattacharyay, 2010. See also Fay, 2001; Chatterton 
and Puerto, 2005; Yepes, 2004. 

13 Inderst, 2009. 

14 Bodie and Briere, 2011. 

15 CAF has also been successful in tapping the United 
States, European and Japanese markets owing to its 
investment grade, though the costs are signi�cantly 
higher as it is rated at A+. 

16 For instance, it is well known that investing in climate-
smart infrastructure would also reduce the frequency or 
size of disasters, but the lack of su�cient investment in 
such infrastructure results in more disasters, adding to 
higher costs altogether. 

17 ESCAP, 2011b.  

18 See E/ESCAP/66/L.11, 19 May 2010.
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