United Nations
Economic and Social Commission for Asia and the Pacific
Macroeconomic Policy and Development Division
United Nations Building, Rajadamnern Nok Avenue
Bangkok 10200, Thailand
Tel:
+66 2 2881430
Fax:
+66 2 2883007
E-mail: escap-mpdd@un.org
Website: http://www.unescap.org/

ECONOMIC AND SOCIAL COMMISSION FOR ASIA AND THE PACIFIC

Economic and Social Survey of
Asia and the Pacific 2009:
Year-end Update

Asia-Pacific Leading the Process of Global Recovery

ECONOMIC AND SOCIAL COMMISSION FOR ASIA AND THE PACIFIC

i

The designations employed and the presentation of the material in this publication
do not imply the expression of any opinion whatsoever on the part of the Secretariat
of the United Nations concerning the legal status of any country, territory, city or area
or of its authorities, or concerning the delimitation of its frontiers or boundaries.
This publication has been issued without formal editing. It follows United Nations
practice in references to countries.
Bibliographical and other references have, wherever possible, been verified.
Mention of firm names and commercial products does not imply the endorsement of
the United Nations.
Reproduction and dissemination of material in this publication for educational or
other non-commercial purposes are authorized without prior written permission from
the copyright holder, provided that the source is fully acknowledged.
Reproduction of material in this publication for sale or other commercial purposes,
including publicity and advertising, is prohibited without the written permission of
the copyright holder. Applications for such permission, with a statement of purpose
and extent of the reproduction, should be addressed to the Macroeconomic Policy
and Development Division, at <escap-mpdd@un.org>.

ii

FOREWORD
As 2009 draws to a close, we find ourselves living in a world radically different from
that of a year ago. The region is emerging from the global economic crisis with the
imperative to unite and drive its own development so as to act as an anchor for
global recovery in the future.
This year-end update of the Economic and Social Survey of Asia and the Pacific
2009 gives a snapshot of the region’s current macroeconomic performance.
It also reviews emerging challenges and proposes ways in which the region can
move in unison from crisis resilience to crisis resistance in the future.
Recent months have suggested signs of a tentative recovery across much of the
region. However, the rebound remains fragile and dependent on government
supportive measures as well as rapid economic recovery in developed countries.
Some of the newly emerging economic challenges analysed in this publication are
the increasing pressures on fiscal capacity, rising asset prices and difficulties in
managing appreciating exchange rates. Governments are caught in a balancing
act between boosting economic growth while managing food and fuel price
pressures, moderating renewed inflows of volatile short-term capital inflows, and
finding new sources of export growth as economies seek to rebalance their growth
strategies. Of even greater concern are the continuing hardships faced by the
region’s poor, particularly those who slipped back into poverty as a result of the
crisis. Unemployment rates remain high, with millions more suffering deprivation as
underemployed or inextricably caught in vulnerable, insecure or exploitative forms
of employment.
The region is at a critical juncture. How governments manage these emerging
challenges in coming months will determine the nature, speed and sustainability of
the recovery process for many years to come.
An in-depth examination of these issues will appear in the Economic and Social
Survey of Asia and the Pacific 2010. Findings and policy recommendations will be
presented to Ministers in May 2010 at the sixty-sixth session of the Commission in
Incheon, Republic of Korea.

Noeleen Heyzer
Under-Secretary-General of the United Nations and
Executive Secretary of the United Nations Economic and
Social Commission for Asia and the Pacific
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INTRODUCTION
As with other regions of the world, the global financial crisis hit Asia-Pacific with full
force from late 2008 onwards. The crisis evolved quickly into an economic crisis
which saw unprecedented double digit declines in trade flows. A year later, it would
appear that the worst of the crisis is behind us. Key financial and economic indicators
have stabilized, and economic growth has picked up in the second and third quarters
of nearly all the major developed and developing economies in the region.
Nevertheless, considerable uncertainties remain, particularly with respect to the
extent and durability of the recovery in the coming quarters. The recovery is dependent
on developments outside the region—most importantly, the degree of recovery of
consumption and industrial production in developed countries, continued easing
of the credit crunch and return to normalcy in the global financial markets. The
immediate challenge for the region's economies will be to guard against premature
withdrawal of existing supportive policies and to formulate additional measures
that boost the speed and spread of economic recovery.

THE GL
OBAL FINANCIAL CRISIS AND THE ASIA-P
ACIFIC
GLOBAL
ASIA-PACIFIC
The growth trough reached
It appears that the trough of the growth slowdown was reached by the second
quarter of 2009 in major economies of the region. As with other regions of the world,
growth in Asia-Pacific was severely impacted from the fourth quarter of 2008 onwards
as exports destined for developed markets declined by unprecedented double
digits (see Figure 1). Deceleration deepened in the first quarter of 2009. Both
Singapore and Taiwan Province of China registered a year-on-year fall in GDP growth
of around 10%, as the external sector of these economies was hit the hardest by the
marked shrinkage in global demand. The bottoming out of the growth decline in the
second quarter was in tandem with the stabilization in growth and consumption
declines in the world’s developed countries. Not all economies of the region were
this badly affected. Of particular note was the way both China and India managed
a GDP growth at around 8.2% and 6.2%, respectively.
In addition to trade, exposure to foreign portfolio investments and external
borrowings also proved to be a channel of crisis transmission in some economies.
Sudden reversals of foreign portfolio inflows led to a crash in capital markets, making
it difficult for companies to raise capital. Growth in India and the Republic of Korea,
in particular, were impacted by the reversal of these flows and reduced availability
of international credit and the resulting interest rate rises on loans despite easing of
monetary policy adopted by these countries.
As the credit crunch hit, the region was also found unprepared for a related
transmission channel, namely, the drying up of trade finance. The financing issue
may have been an important additional explanation for the depth of the contraction
in exports from the region, over and above the reduction in consumption demand
from developed countries as a result of the general economic crisis in developed
countries.
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Figure 1. Real GDP growth, year-on-year, in selected developing ESCAP economies and major developed
countries, 2008-2009
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Economies where domestic demand accounts for a large share of GDP, such as
China, India and Indonesia, were notable in the region for continuing to display
relatively robust and positive growth performance (see Figure 2). China, while being
a major exporter, was cushioned by the relatively high proportion of GDP accounted
for by domestic investment as well as by the second largest government spending
programme in the world, permitted by the state’s sound fiscal position and
accumulated reserves. Other governments in the region also managed to contain
the depth of their slowdowns through public spending programmes aimed at
employment creation and support to domestic demand. The size of the programmes
depended to a large extent on fiscal space available prior to the crisis.
Figure 2. Structure of GDP for selected developing ESCAP economies, 2009
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It is expected that economic performance will continue to pick up for the rest of
2009. Some economies may be able to return to the path of economic expansion
very soon, although it should be borne in mind that year on year growth rates for the
upcoming quarters in 2009 are being measured against an exceptionally low base
for the third and fourth quarters of 2008. Using currently available data, GDP of
developing economies of Asia-Pacific region is expected to grow by 3.4%, on
average, in 2009. This estimate is predicated on the assumption that the world
economy stays firmly on the current stabilization path and growth in developed
countries bottoms out in the remaining months of 2009. It nevertheless appears
reasonably certain that an extended period of at least a number of years will be
required for demand from the developed world to return to its pre-crisis level as the
debt overhang for consumers is cleared.

GDP of developing
economies of
Asia-Pacific region is
expected to grow by 3.4%
on average, in 2009

3

By August 2009, the fall in
inflation rates since the start
of the crisis had nearly
stabilized in many
countries, with the
expectation of increase in
the months ahead

Inflationary pressure came down significantly since the last quarter of 2008 in tandem
with the downturn in domestic economic activity (see Figure 3). It was also attributable
to the lower imported inflation from declining global oil and food prices. The crude
oil price averaged around $52 per barrel in the first half of 2009, as compared to an
average of $97 in 2008. Food prices also fell, by around 30% in the first half of 2009
as compared to a year ago.1 Some economies, such as China, Singapore, Taiwan
Province of China and Thailand experienced various degrees of deflationary pressures
prompting some central banks to consider aggressive monetary expansion
measures, including forays into more unconventional quantitative easing of the
money supply (see Figure 4.) However, these deflationary pressures have been
short-lived and as aggregate demand picks up, it is unlikely that the region will see
any deflationary debt self-perpetuating downward spiral triggered.
Most recent data show that by August 2009 the fall in inflation rates since the start of
the crisis had nearly stabilized in many countries, with the expectation of increase in
the months ahead. India, for example, has been the first major economy to already
witness an increase in inflation since March 2009, especially of food prices. In view
of the growing inflationary pressures, the Reserve Bank of India increased the statutory
liquidity ratio of commercial banks in October 2009.

Figure 3. Consumer price inflation, year-on-year, in selected developing ESCAP economies, 2008-2009
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Source: FAO, World Food Situation, available at www.fao.org/worldfoodsituation/FoodPricesIndex/en/.

Figure 4. Interest rates in selected developing ESCAP economies, 2008-2009
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Stimulus constrained by fiscal space
Most governments of the region enacted large fiscal stimulus packages at the
height of the crisis. The size depended to a large extent on the fiscal space available
prior to the crisis and perceptions of the depth of the downturn.
The scale of government stimulus spending, coupled with declining tax revenues
typical of economic downturns, led to all major developing economies2 in the
region experiencing a decline in their fiscal balances as a percentage of GDP in the
last quarter of 2008. By the first quarter of 2009, only China had a positive budget
balance (see Figure 5). Underlying these figures are some significant variations
across the region. Major economies in East and South-East Asia, while highly
impacted by the trade downturn, had the ability to call on high fiscal reserves
accrued through budget surpluses of the past. China in particular, could afford to
enact a fiscal stimulus package amounting to $586 billion, second only in size to the
United States’ package and the largest in the world in terms of share of GDP
(Table 1). Economies in South Asia were less impacted by the export slowdown but
they also had a lower capacity to moderate their growth declines through fiscal
spending, due to their large fiscal deficits and public debt accumulation prior to
2

China in particular, could
afford to enact a fiscal
stimulus package,
amounting to $586 billion,
second only in size to the
United States’ package

Major developing economies for the data on fiscal balances refer, due to data availability, to 11
major developing economies in the region.
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the crisis. Some economies such as Japan and Singapore were impacted by both
sharp declines in trade and large public debt levels, and were faced with little
choice but to proceed with expansionary fiscal measures to moderate the depth of
their GDP contraction. Other countries, such as China, have already seen recovery
of fiscal balances to positive territory in the second quarter of 2009 as stimulus
spending was frontloaded to the early part of the year.

Figure 5. Budget balance as a percentage of GDP in selected developing ESCAP economies,
2008-2009Q2
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As to the content of the fiscal stimulus packages in the region, while all were designed
to support aggregate demand, particularly domestic demand, the approaches
differed according to each country’s level of development and national
circumstances.3 Estimating the true scale of fiscal stimulus proved to be difficult.
For example, some government announcements of fiscal stimulus measures, on
closer examination referred, at least in part, to capital outlays that were already in
the pipeline. Furthermore, many countries have found it difficult to ensure
swift disbursement of pledged stimulus funds, with delays being experienced
by governments across the region in maintaining their anticipated schedules.
Other commonly experienced problems included delays in fulfilling domestic
approval procedures, with parliamentary approval being drawn out in some
cases. Furthermore, the execution of new large capital projects typically
has long lead times, thus raising concerns that if the recovery process is
faster than expected, expansionary fiscal spending will turn out to be pro-cyclical.
Ensuring transparency and rigorous monitoring in the way public funds are
spent has also proved to be challenging. A few countries in the region have
3
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At the 65th Session of the Commission in 2009 the ESCAP secretariat was requested to provide
a one-stop information and analytical service on the various packages. This information is being
regularly updated at www.unescap.org/pdd/publications/survey2009/stimulus/fiscal-stimulus.pdf.

put in place mechanisms for public monitoring. Thailand, for example, has
announced a database to be accessible from the internet which allows
monitoring of spending and budget disbursement on individual projects, by
tracking the progress of each project from initial committee screening to cabinet
vetting.4
Table 1. Size of stimulus packages and public debt as a share of GDP of selected
Asia-Pacific economies and United States

Australia
Bangladesh
China
India
Indonesia
Japan
Malaysia
Philippines
Republic of Korea
Russian Federation
Singapore
Thailand
United States

Stimulus packages
(as % of 2008 GDP)

Total public debt a
(as % of GDP)

4.4
0.6
18.1
3.5
2.7
4.3
9.0
4.4
8.4
7.1
8.0
17.0 b
5.5

14.7
39.4
15.6
62.1
29.3
178.8
48.6
56.9
33.6
6.7
110.5
43.2
75.0

Sources: ESCAP calculations based on information on stimulus packages obtained from official
government web-sites; EIU country reports; various news sources; Total public debt obtained from
EIU online (accessed 7 September 2009) (for Australia, Bangladesh, China, Indonesia, Philippines,
and Russian Federation); CEIC Data Company Limited (for Japan, Malaysia, Singapore and Thailand);
IMF 2009 Article IV Consultation (for Republic of Korea); and National sources (for India and United
States).
a Total public debt of Australia, Bangladesh, China, India, Indonesia, Philippines, Republic of
Korea, Russian Federation and United States refer to 2008. Total public debt of Japan, Malaysia,
Singapore and Thailand refer to 2009Q2.
b Including second stimulus packages which is planned for implementation in 2010-2012.

Exports drive growth stabilization
Given the export orientation of the bulk of the economies that make up the AsiaPacific region, it is not surprising that a synchronized contraction of exports across
the region was experienced from August 2008 until June 2009 (see Figure 6(a)).
The present decline is almost twice as sharp as that experienced in the aftermath of
the crisis of 1997 and the dot.com recession in 2001, with monthly contraction rates
having reached 40% in some economies, notably, Japan, Philippines, the Russian
Federation, Singapore, Taiwan Province of China. After a slight lag, monthly import
contraction rates measured year-on-year also dropped to between
20% and 40%. The mirror-like movement of imports (see Figure 6 (b)) declines
vis-a-vis exports is a reflection of the vertically integrated production chains involving
major economies of South-East and East Asia. In addition, the decline in imports
was symptomatic of the income declines arising from anemic export receipts among
economies of the region. In any case, the sudden dive of both exports and imports
4

A synchronized contraction
of exports across the region
was experienced since
August 2008 until
June 2009

Bangkok Post, 13 July 2009, “Investment programme open to scrutiny online”.
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of the region only reaffirms too well that the dependence of the region on exports, as
indicated by the elasticity of exports to output, has indeed risen over the years.
Figure 6. Growth in exports and imports, year-on-year, in selected developing ESCAP economies, 2008-2009
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Figure 7 shows the export performance of the subregions. Given the high degree of
export dependence as well as the share of the trade in intermediate goods in the
South-East Asian subregion, this subregion experienced the sharpest decline since
the third quarter of 2008. The decline experienced by the North and Central Asia
subregion is more related to the softening of the price of its most important export
commodity, oil, during the last part of 2008.
9

Figure 7. Exports of ESCAP subregions, indexed to 2007Q1
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Much of the explanation of the decline in the region’s exports has been linked to the
collapse in demand from developed economies. Another possible reason for the
region’s export decline could be loss of competitiveness for some countries. To
illustrate this, the relative performance of the ESCAP region’s exports to the United
States and Europe were compared to the total imports of the United States and
Europe. If the share of ESCAP economies exports to the United States and/or Europe
drop faster than the latter’s total imports, then it can be inferred that ESCAP exports
have lost market share during the import decline, relative to their market shares in
the base period.

Exports from developing
ESCAP economies fell in
tandem with the fall in total
imports of the US but
managed to gain market
share in the process
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Figure 8 shows the relative movements of total imports of the US and its imports
from the ESCAP region indexed to January 2007. Clearly the exports of developed
economies of the ESCAP region to the United States fell by much more than the
total imports of the United States. Particularly noteworthy is the fall of exports during
the first three quarters of 2008 when US total imports were still rising, indicating a
loss in market share and competitiveness even during the period leading up to the
economic crisis. The exports of the developing economies of ESCAP fared better,
recovering their market share towards the third quarter of 2008. By the fourth quarter
of 2008, exports from developing ESCAP economies fell in tandem with the fall in
total imports of the US but managed to gain market share in the process.

Figure 8. Index of US total imports and imports from ESCAP by quarter (2007Q1 = 100)
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The relative positions of the indices point to how far the imports have risen/fallen
relative to the base period of first quarter of 2007, and in this regard, imports from
ESCAP developing countries to the US market are greater than total imports of the
United States in the first quarter of 2009 indicating that the market share of the
former has increased relative to their market share during the base period of first
quarter 2007.
How has the ESCAP region fared, in terms of market competitiveness in the US
import market, over time and particularly during the critical period when the
recessionary forces hit the region? A more direct indicator would be to track the
actual market shares of ESCAP developing/developed economy groupings in the
US import market.
Figure 9 shows the market share of the total ESCAP region. The ESCAP region
suffered a loss in market share during the second quarter of 2008, but the market
share improved slowly and by the first quarter of 2009 increased by five percentage
points over the nadir experienced in the second quarter of 2008. What the figures
imply is that while total exports to the US from the ESCAP region were falling, the
decline was less drastic for ESCAP developing economies compared to exporters
from the rest of the world. This implies further that the decline of exports of ESCAP to
the US market is probably more a function of import demand contraction rather
than loss in market competitiveness.
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Figure 9. ESCAP region’s share of US imports by quarter
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Source: ESCAP calculations based on data from IMF, Direction of Trade Statistics.

An analysis using more disaggregated data shows some variations. Figure 10
shows that the index of total imports of the United States is below imports from
China and Indonesia for the first quarter of 2009, while the corresponding indices
for the Philippines and Malaysia are well below the index of total US imports in the
latest period. China and Indonesia therefore gained market share relative to the
base period in 2007 while the Philippines and Malaysia lost market share in the
period 2008Q1 to Q2, but has since recovered somewhat. This could be attributed
to the mix of export products, most notably electronics which went into a cyclical
downturn during the crisis, besides exchange rate realignment.
Figure 10. Index of US total imports and imports from selected ESCAP economies by quarter (2007Q1 = 100)
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2008Q3

2008Q4
Malaysia

2009Q1

How selected ESCAP developing economies fared in terms of competitiveness
amidst the downturn of the US import demand can again be seen more directly
from the relative movement of market shares (see Table 2). Once again, almost all
the economies in the sample registered an increased in market share since the
second quarter of 2008 which was maintained during the sharp drops in exports
towards the end of the third quarter of 2008.
Table 2. Share of selected ESCAP economies in total US imports by quarter
2007Q1

2007Q2

2007Q3

2007Q4

2008Q1

2008Q2

2008Q3

2008Q4

2009Q1

China

16.2

16.2

17.7

17.2

14.8

15.1

17.2

18.8

18.7

Indonesia

0.8

0.7

0.8

0.7

0.7

0.7

0.8

0.8

0.9

Malaysia

1.8

1.6

1.7

1.6

1.6

1.5

1.4

1.4

1.4

Philippines

0.5

0.5

0.5

0.5

0.4

0.4

0.4

0.4

0.5

Republic of Korea

2.7

2.6

2.3

2.3

2.3

2.3

2.2

2.4

2.8

Thailand

1.2

1.2

1.2

1.2

1.2

1.1

1.1

1.2

1.2

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

The EU is, of course, the other major export market of the ESCAP region that was
affected very severely by the financial crisis. Figure 11 shows that, by and large, the
imports from the developing/developed ESCAP economies in the EU market are
correlated. However, as early as the third quarter of 2007, the growth of imports from
the developed economies of the region lagged in relation to total EU import growth,
while those from developing economies continued to increase, despite a softening
of EU imports.
Figure 11. Index of EU total imports and imports from ESCAP by quarter (2007Q1=100)
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Figure 12 shows the relative movements of the market share of the ESCAP region in
the EU market. Overall the share of the region remained relatively stable during the
crisis period.
As regards specific economies (see Figure 13), it appears that China, Indonesia
and Thailand's exports to the European Union market fell by less than the total
Figure 12. ESCAP region’s share of EU imports by quarter
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Figure 13. Index of EU total imports and imports from selected ESCAP exporting economies by quarter
(2007Q1 = 100)
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2008Q3

2008Q4
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Malaysia

European Union imports decline, while the Philippines saw its exports to the EU
falling faster than the other economies in the region. Again, this suggests that the
export product mix of the Philippines, which is heavily concentrated in electronics,
is one which is more elastic to downturns.
The relative competitiveness of selected ESCAP economies in the EU import market
can be implied from the movements of their market share (see Table 3), but for
developing economies the gains are quite modest.
Table 3. Share of selected ESCAP economies in total EU imports by quarter
2007Q1

2007Q2

2007Q3

2007Q4

2008Q1

2008Q2

2008Q3

2008Q4

2009Q1

5.7

5.1

6.4

6.1

5.5

5.1

6.4

7.0

6.6

China
Indonesia

0.3

0.3

0.3

0.3

0.3

0.3

0.3

0.4

0.4

Malaysia

0.5

0.4

0.5

0.4

0.4

0.4

0.4

0.5

0.4

Philippines

0.2

0.1

0.1

0.1

0.1

0.1

0.1

0.1

0.1

Republic of Korea

1.0

1.1

1.0

1.0

1.0

0.9

0.9

1.0

1.0

Thailand

0.4

0.4

0.4

0.4

0.4

0.4

0.4

0.5

0.5

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

By mid-2009, there were signs that the slide in exports and imports in the region was
beginning to wane (see Figure 14). As countries in the region recover, assisted by
massive pump priming efforts, production, mainly to replenish inventory, has
restarted with a commensurate improvement in import demand. Furthermore, as
developed economies stabilize, their appetite for imports appears to be picking
up, albeit tentatively. Of interest is a surge in exports in February 2009 in Viet Nam
caused by a sharp rise in gold exports, during which the State Bank of Viet Nam
granted licenses for gold exports to several enterprises thus allowing domestic
traders to take advantage of the high prices prevailing at that time. The effect was

As countries in the region
recover, assisted by massive
pump priming efforts,
production, mainly to replenish
inventory, has restarted with a
commensurate improvement in
import demand

Figure 14. Trends in exports of selected Asian economies, June 2008-September 2009
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temporary however, as concerns mounted that Viet Nam may eventually be forced
to import gold at high prices to meet domestic shortfalls.

Heightened risk aversion
coupled with the overall
credit squeeze led to a
mutually reinforcing scaling
down in the volume of trade
finance and an increase in
its costs

The asset bubble burst that triggered the global economic crisis did not damage
trade only on the demand side. The supply side, particularly through the credit
financing squeeze, was hugely affected. Large financial institutions scaled back
from dealing with emerging market risks, such as financing exports, and instead
focused on bolstering their capital bases. This heightened risk aversion coupled
with the overall credit squeeze led to a mutually reinforcing scaling down in the
volume of trade finance and an increase in its costs. It has also been suggested that
a decrease in trade caused a reduction in trade finance. Thus, a drop in the demand
of the United States, European Union and Japan for Asia’s exports naturally led to
less demand for trade credit, directly and along the intraregional supply chain.5 Yet
another explanation6 for the reduction of trade credit may lie in the procyclical
impact of Basel II rules on trade finance. Even though trade financing is considered
as relatively risk free, the heightened risk aversion experienced during financial
crisis would require trade financing to be reclassified to a higher risk level. As such,
the additional increases in capital requirements as per Basel II will further increase
the transaction costs and drive the supply of trade finance downwards.
The immediate response was to increase the volume of trade finance facilitation
programmes of all regional development banks and the IFC. Increased financial
commitments of the order of $250 billion for trade finance were also promised by
the G20 Leaders at the London Summit in April 2009. More recent initiatives in the
region involve partnership agreements between the ADB and private banks
(Wachovia) to allow them to share risk in extending trade finance. This involves
extending guarantees as well as loans to trading parties. However, there is a concern
that the additional commitments may not be new, and that the amounts cited
already include the value of trade to be financed by new trade facilities.7 In addition,
it is not very clear to what extent the regulatory and supervisory framework can be
adjusted to take into account the effect of trade finance on developing country
exports in an environment of shrinking trade.

Renewed financial market exuberance
In recent months, financial markets in the region have seen a sharp upturn (see
Figure 15), after reaching their troughs in early 2009, due to renewed inflows of
foreign capital. The initial impact of the crisis on the region was felt through the
financial markets as investors withdrew capital from equity and debt markets in a
flight to safety. For highly leveraged investors, declining equity values abroad also
triggered margin calls. This outflow of capital led to particularly sharp falls in markets
where, previously taking advantage of high global liquidity, foreign investors had
acquired an increasing presence. In recent months, some stock markets have
returned close to levels seen immediately before the crisis.
5

6

7
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IMF (2009), Regional Economic Outlook: Asia and the Pacific: Global Crisis: the Asian Context.
May.
Caliari, Aldo (2009), The Financial Crisis and Trade in Asia: Towards an Integrated Response in
Asia, proceedings from the ESCAP Regional High-Level Workshop on “Strengthening the Response
to the Global Financial Crisis in Asia-Pacific: The Role of Monetary, Fiscal and External Debt
Policies”, 27-30 July 2009, Dhaka, Bangladesh, citing WTO Working Group on Trade, Debt and
Finance 2008, reporting on the complaints by developing countries regarding the negative effects
of biases embedded in the Basel II framework.
Ibid.

Figure 15. Equity markets in selected developing ESCAP economies, 2008-2009
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Equity markets are considered by many as a leading indicator of future economic
performance. Their recovery thus appears to reflect the view of financial investors
that growth will return to the region in coming months. It is however a matter of
debate whether the optimism of investors is somewhat excessive regarding the
future recovery and may be partially led by the need to invest buoyant funds available
due to the unprecedented injection of liquidity to the financial sector in developed
countries by their governments.8 Consequently, there is a risk of further volatility
in financial markets in the months ahead.

Managing appreciating currencies
As capital inflows have returned to the region, exchange rates have come under
upward pressure after substantial depreciation since the onset of the crisis (see
Figure 16). Having depreciated substantially since early 2008, the value of the Korean
won rose by almost 11% by August 2009 as compared to end-2008. The appreciation
of the Indonesian Rupiah was equally notable, by around 9% over the same period.
Other currencies such as the Thai Baht, Indian Rupee, and Singapore dollar also
slightly appreciated. Nevertheless a number of currencies, particularly those most
affected by the crisis such as the Korean won and Russian ruble, still remain
substantially below values seen in September 2008. In any case, the fall in currency
values to their lowest point for countries in the region was generally far less than in
the 1997 crisis. One factor responsible for maintaining currency values was the use
of foreign exchange reserves across the region. This was reflected in drawdown of
reserves in the last months of 2008 (see Figure 17). However in recent months,
currency appreciation has allowed the replenishment of reserves, with funds moving
close to the levels seen before the crisis.
8

As capital inflows have
returned to the region,
exchange rates have come
under upward pressure
after substantial
depreciation since the
onset of the crisis

Financial Times, 14 May 2009, “Mixed signals from Asia’s animal spirits”.

17

Figure 16. Exchange rate movements in selected developing ESCAP economies, 2008-2009
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Figure 17. Foreign reserves in selected developing ESCAP economies, December 2007 to July 2009
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Concerns have grown about the future strength and role of the dollar as a reserve
currency given the global trade imbalances and buildup of US government debt as
a consequence of the massive bailout packages. This is a reversal of the situation at
the onset of the crisis which saw exchange rates relative to the dollar decline as
investors fled to the perceived safety of the United States dollar in particular. The
strength of the dollar prior to the crisis was supported to a significant degree by
Asia-Pacific governments’ investment in Treasury securities as a means of managing
exchange rate appreciation. The need to engage in similar policies in coming
months to manage currency appreciation in order to encourage nascent export
recovery will require governments to make important decisions about how to reduce
exposure to losses on any future investments in dollar assets. China has been at the
forefront of implementing alternative approaches. Its central bank signed bilateral
swap arrangements with numerous developing economies in Asia such as Indonesia,
Malaysia, the Republic of Korea and further afield including Belarus and Argentina.
These countries will be able to invoice trade with China in yuan rather than dollars.
Besides providing these countries with a wider diversification of foreign exchange
reserves, symbolically it is important, in so far as it increases the acceptability of the
yuan as an international currency of settlement.

Governments will need to
make important decisions
about how to reduce
exposure to losses on future
investments in dollar assets

Maintaining bank stability
Banks in the region were largely spared from the problems of their counterparts in
the developed world at the start of the crisis as they had little in the way of investments
in sub-prime related products. This was partly a result of the changes enacted after
the 1997 crisis, such as improved capitalization, better risk management systems
and standards of governance, as well as improved supervisory oversight. The lack
of investment in derivatives and other highly evolved financial products was also
somewhat fortuitous, due to the lack of systems and expertise in many regional
banks to deal with such products. Management of these flows for the Asia-Pacific
region’s emerging economies is a challenge, especially as excessive inflows tend
to put an upward pressure on exchange rates.
Nevertheless concerns remain regarding the health of the banking sector in some
countries. During the crisis, there is likely to be a natural upswing in the current level
of non-performing loans (NPLs) (see Figure 18), though banks in the region appear
to generally have sufficient capital to account for such losses. However, direct
government measures to promote bank lending to firms and enterprises during the
crisis could result in higher levels of non-performing loans, over and above those
that may normally result in a crisis. While current NPL levels remain low, they are
likely to rise with a lag as banks first attempt to restructure outstanding debt and as
companies attempt to tide over their problems. The impact of rising levels of NPLs
may not be as drastic as to threaten the stability of major banks, however the need
to provision for increasing levels of such loans would clearly impact the amount of
new lending to deserving investors at a time when reviving investment and
consumption will be critical to support the recovery.

19

Figure 18. Non-performing loans in selected developing ESCAP economies, 2009Q2
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Reorientation of FDI
The coming year there is
likely to be a diversification
towards sourcing FDI from
within the region

In common with other capital flows, foreign direct investment flows to the region
were significantly impacted during the crisis (see Figure 19). China, for example,
attracted 20% less FDI in the period January-July 2009 as compared to the same
period in the previous year.9 Similarly, FDI into India for April-June 2009 was down
30% compared to the same period in 2008, although June 2009 saw an upswing.10
Foreign enterprises did not pursue investments abroad due to a number of factorsdownward adjustment in expectations of profitability of the investment, the need to
save funds for difficulties faced in their home markets in developed countries, and
difficulty in obtaining financing due to the credit crunch. In the coming year there is
likely to be a diversification towards sourcing FDI from within the region. Not only
are the conditions for profitability more optimistic in this region, access to domestic
investment funds are more favourable in many of the countries in the region relative
to conditions prevailing in developed countries.

9
10
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Wall Street Journal, 18 August 2009, “Foreign direct investment in China continues to slide”.
Economic Times, 19 August 2009, “India: FDI increased 8% in June to $2.58 billion”.

Figure 19. Inward direct investment in selected developing ESCAP economies, 2007-2009
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Increasing impact on the poor and vulnerable
The crisis has hit people of the Asia-Pacific region most directly through its impact on
jobs and incomes. In 2008, as the initial effects of the crisis were felt, unemployment
was estimated to have risen by 4.4 million.11 As the crisis unfolded, it was estimated
that unemployment in Asia and the Pacific could increase by as much as 26.3 million
workers as compared to 2007. Unemployment is known to operate with a lag as
enterprises first attempt alternative solutions to releasing workers, while at the end of
the crisis they take time to expand entrepreneurial activity and rehire workers. Therefore
the impact on employment was seen throughout 2009 and will continue even after
GDP growth recovers. Furthermore, average annual real wages remained stagnant,
and are likely to fall in those countries unable to quickly reignite rapid economic
growth. An ILO report released in early November 2009 found that real wages growth
fell to 1.4% in 2008 from 4.3% in 2007, and that real wages fell in the US and other
OECD countries in the second quarter of 2009, raising questions about whether workers
are sharing in any economic recovery. The study covered 35 economies.

Unemployment in Asia and
the Pacific could increase
by as much as 26.3 million
workers as compared to
2007

The greatest impact has been felt in the export manufacturing sectors such as
garments, electronics, handicrafts, and autos which, in many East and South-East
Asian economies, employ a large part of the workforce. The crisis has also hit
employees in tourism, finance, services and real estate. In the construction sector,
public infrastructure works dampened the effects. The countries worst affected
were those with slowing economies and rapid growth in the labour force, such as
Pakistan, Cambodia and the Philippines.
11

Data and discussion below drawn from ILO, 2009, The Global Economic Crisis: Labour Market
Impacts and Policies for Recovery in Asia, June 2009, ILO Asia-Pacific Working Paper Series.

21

As the 1997 crisis showed, when people are affected by sudden shocks, the ones
most at risk are the poor, women workers in the manufacturing sector, the youngest
and oldest populations and low-skilled immigrants. A major concern has been the
impact of unemployment on women workers because the worst affected sectors
were those very sectors such as garments and electronics, in which the labour force
consisted of a large share of women workers. In Thailand, for example, female
unemployment in manufacturing decreased12 by close to 130,000 (year-on-year) in
the fourth quarter of 2008, accounting for 63.2 % of the total decrease in employment
in that industry. Of special concern is the effect on youth unemployment, a group
that is vulnerable due to its short job experience and relatively low skills. In some
countries with young populations, youth unemployment is expected to increase
from already high levels. In the Philippines, for example, in January 2009, youth
unemployment increased by 5.9 % (year-on-year). Prolonged youth unemployment,
besides reducing overall family income levels, could also lead to long term
psychosocial problems with significant rises in suicide and crime rates. When
societies are under severe stress, abuse and violence against vulnerable groups
such as women, children and the youth rise.13 Women and children, often girls more
than boys, bear the brunt of these social fallouts which last much longer than the
crisis itself. After the 1997 crisis, for example, economic growth resumed relatively
quickly, but some countries took up to 10 years to recover the ground they had lost
in the struggle against poverty.14

People who took decades
to work their way out of
poverty, can slip back into
poverty within months or
even days

Another matter of concern is that increases in unemployment in developing countries
exert far greater socio-political repercussions than in developed countries due to
the lack of social protection systems in many countries. People who took decades
to work their way out of poverty can slip back into poverty within months or even
days, as their personal savings dry up. For millions, unemployment is no option if
they wish to maintain their most basic needs. People try to cope by shifting from
urban to rural employment and to informal and short-term itinerant jobs, with many
falling prey to exploitative and abusive forms of employment. Unemployment figures
in Asia-Pacific are therefore a crude measure that grossly underestimates the fallout
from the crisis.
Notwithstanding this, there have been some encouraging examples of countries
moving to institute greater social protection policies in the aftermath of the crisis.
China, for example, has provided an example of policy changes to significantly
extend health care provision to the general population. India has also moved to
enact a law this year guaranteeing basic education to its population, besides already
having guaranteed in recent years the right to work to the rural poor for at least 100
days per year. Increasingly, there is a recognition that a more balanced growth
pattern in Asia-Pacific must involve an economic empowerment of the poor and
vulnerable. Money given to the poor will not only increase the inclusiveness of the
recovery process, it also has a macroeconomic rationale. The poor are most likely to
consume any extra income rather than save, producing a high growth multiplier
effect. For example, in countries with well established unemployment benefit
schemes, it has been shown that such payment transfers have faster and more
12
13

14
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Source for unemployment data below, ILO, 2009, op. cit.
See Heyzer, N. and M. Khor (1999). “Globalization and the Way Forward”, Development Outreach
“Speaker’s Corne” (Washington, D.C., World Bank), and Knowles, C., E. Pernia and M. Racelis.
(1999). “Social consequences of the financial crisis in Asia: the deeper crisis”, Economic and
Development Resource Center briefing notes no.16 (Manila, Asian Development Bank).
See ILO, 2008, Room paper on the likely impact of the financial and economic crisis and possible
responses, November 2008.

effective countercyclical stabilization effects than discretionary fiscal spending.
Nevertheless, a key constraining factor for many developing economies of the region
is the cost increases implied and their effect on fiscal balances. How social security
is financed can thus complicate the relationship between social security and
consumption. For example, in some countries of the region, rural health care is
subsidized by government, while in the urban setting health care insurance is
provided through higher tax payments by industrial workers who finance both their
own health insurance as well as rural services. Therefore, even if health insurance
increases, consumer purchasing power might not.

Migration and remittances under pressure
With the Asia-Pacific region being the largest remittance-receiving region in the
world and with five of its countries, namely India, China, the Philippines, Bangladesh
and Viet Nam, being among the top ten remittance-receiving developing countries15
(see Figure 20), a key concern emanating from the global economic crisis is its
impact on patterns of migration as well as remittances.
Globally, remittance flows grew strongly in the first three quarters of 2008, with an
average annual increase of 18.6% from $285 billion in 2007 to $338 billion. The
growth in remittances was particularly strong for the Asia-Pacific region with East
Asia and the Pacific recording a growth rate of 20.8% and South Asia growing at
35.6%. In absolute numbers Asia-Pacific received $162 billion,16 the importance of
which is evident when one considers that the net private capital flows to emerging
Asia dropped over 20% in 2008 to $127.9 billion17 and are expected to drop further
in 2009.
Figure 20. Top ten remittance-receiving developing countries, 2008
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However, as expected, since the last quarter of 2008, growth in remittance flows
started to slow down substantially. This trend continued into 2009 with major recipient
countries in the Asia-Pacific region including the Philippines, Nepal and Bangladesh
recording substantially lower growth rates compared to the same period in 2008
(see Figure 21).
Figure 21. Rate of remittance growth in selected economies in Asia-Pacific
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Governments in some of
the major migrant-sending
countries in the region have
taken measures to
counteract the negative
impact on migrant workers

Recognizing the potentially devastating socioeconomic consequences that largescale return of migrant workers can have on development and poverty, governments
in some of the major migrant-sending countries in the region have taken measures
to counteract the negative impact on migrant workers. For example, in the Philippines
the Government responded with an aggressive labour export strategy to identify
areas with a high demand for labour and negotiate new bilateral labour migration
agreements with those countries. In addition, a Filipino Expatriate Livelihood Support
Fund was opened to provide assistance to returning migrants in finding new jobs.
While it is too early to assess whether these strategies have been effective in
mitigating the impact of the economic crisis on migrant workers and the flow of
remittances, they are nonetheless innovative policies that will provide transitional
support to the livelihoods of migrant workers and their families. As patterns of
migration from and within Asia-Pacific will continue to be affected by the growth
slowdown in the coming months, it is important that such support programmes be
sustained well into the economic recovery process.
Migrant-receiving countries will also face a number of challenges that will underline
the need for managing the employment of foreign workers in a supportive manner.
Economic stagnation and rising unemployment in these countries has led to a
declining demand for migrant workers and lower wages with a rise in socio-political
and ethnic tensions, while continued high unemployment rates in the home countries
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of migrants and wide wage differentials will push more workers into international
markets. Already some migrant-receiving countries have implemented more
restrictive practices, both in repatriating migrants and accepting fewer new ones.
The options for formal migration have narrowed and with fewer employment
opportunities, greater discrimination, stigmatization and a rise in undocumented
migrants and increases in unsafe migration can be expected.

OUTL
OOK FOR 2010
OUTLOOK
Developing ESCAP economies are forecast to see strong recovery in growth to
6.3% in 2010 (see Figure 22), from an estimated rate of 3.4% in 2009. Growth is
forecast to be driven by the performance of East and North-East Asian economies,
led by China, which are forecast to grow at 7.0% in 2010. The largely domesticdemand led economies of South and South-West Asia, led by India, are forecast to
display the second highest increase in GDP, of 5.6% in 2010, while South-East Asia
is expected to experience much improved growth of 4.0% in 2010, due to
improvements in the export sector. The economies in North and Central Asia are
forecast to see the strongest rebound from their performance of the previous year,
driven by the recovery in the Russian Federation, with growth in the 2010 forecast at
3.0% as compared to decline of 5.4% in 2009. Developed ESCAP economies are
also forecast to see substantial recovery from their steep declines in 2009, with
growth of 1.3% expected in 2010.

Developing ESCAP
economies are forecast to
see strong recovery in
growth to 6.3% in 2010

Figure 22. Rates of economic growth of selected developing and developed economies in the ESCAP
region, 2008-2010
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Sources: ESCAP, based on national sources; IMF, International Financial Statistics databases (Washington, D.C., September 2009);
ADB, Key Indicators for Asia and the Pacific 2009 (Manila, 2009); CEIC Data Company Limited; and web site of the Interstate
Statistical Committee of the Commonwealth of Independent States, www.cisstat.com, 9 October 2009 and ESCAP estimates.
Notes: Rates of real GDP growth for 2009 are estimates and those for 2010 are forecasts (as of 6 November 2009).
Developing economies of the region comprise 37 economies (excluding the Central Asian countries) and the calculations are
based on the weighted average of GDP figures in United States dollars in 2007 (at 2000 prices).
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Amongst major economies of the region, China is forecast to experience the fastest
growth in 2010, of 9.0% (see Table 4), driven by public and private investment. The
domestic-demand led economies of India and Indonesia are also forecast to display
high growth, of 7.5% and 5.0% respectively, supported by domestic consumption
and investment. Major export-led economies are expected to experience substantial
growth recovery in 2010, although not to rates seen before the crisis, such as
Singapore (3.5%), Philippines (3.5%), Taiwan Province of China (3.5%), Malaysia
(3.5%) and Thailand (3.2%).
Table 4. Rates of economic growth of selected developing ESCAP economies, 2008-2010
2008

2009

2010

China

9.0

8.2

9.0

Hong Kong, China

2.4

-1.9

4.0

India

6.7

6.5

7.5

Indonesia

6.1

4.3

5.0

Malaysia

4.6

-2.5

3.5

Pakistan

4.1

2.0

3.0

Philippines

3.8

1.6

3.5

Republic of Korea

2.2

-1.1

3.5

Singapore

1.1

-2.0

3.5

Taiwan Province of China

0.1

-4.5

3.5

Thailand

2.6

-3.2

3.2

Developing ESCAP economies

5.6

3.4

6.3

Sources: ESCAP, based on national sources; IMF, International Financial Statistics databases (Washington, D.C., September
2009); ADB, Key Indicators for Asia and the Pacific 2009 (Manila, 2009); CEIC Data Company Limited; and web site of the
Interstate Statistical Committee of the Commonwealth of Independent States, www.cisstat.com, 9 October 2009 and ESCAP
estimates.
Notes: Rates of real GDP growth for 2009 are estimates and those for 2010 are forecasts (as of 6 November 2009). Developing
economies of the region comprise 37 economies (excluding the Central Asian countries) and the calculations are based on the
weighted average of GDP figures in United States dollars in 2007 (at 2000 prices).

Asia-Pacific will continue to
be the largest contributor to
global growth in 2010

Despite the concern regarding the future growth trajectory for the region, it is also
important to note the continued growth resilience of Asia-Pacific as compared to
the developed world and indeed the globe. The region comprises some of the
world’s biggest economies, resulting in Asia-Pacific’s relatively large share of 16%
of world GDP. This, combined with the region’s comparatively robust growth this
year as compared to the rest of the world, has meant that Asia-Pacific will continue
to be the largest contributor to global growth in 2010. While the world’s other major
economies, in the developed world, are forecast to display weak growth of 1.3% in
2010 (see Figure 23), Asia-Pacific’s growth at 6.3% will make it the world’s only
growth locomotive.
Developing countries in the region as a whole are forecast to see a moderate increase
in inflation to 3.5% in 2010, from 2.7% in 2009 (see figure 24). There is likely to be a
divergence in the inflation performance of subregions. Inflation is forecast to increase
from its very low levels seen in some regions in 2009 during the crisis. Inflation rates
are likely to increase in East and North-East Asia and in South-East Asia. On the
other hand, inflation is likely to decrease from their comparatively high levels in the
largely domestic demand-led economies of South and South-West Asia and North
and Central Asia.
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Figure 23. Real GDP growth of selected ESCAP developing and world developed economies, 2003-2010
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September 2009); ADB, Key Indicators for Asia and the Pacific 2009 (Manila, 2009); web site of the Interstate Statistical
Committee of the Commonwealth of Independent States, www.cisstat.com, 9 October 2009; and ESCAP estimates. Figures
for world developed economies are extracted from IMF, World Economic Outlook databases (Washington, D.C., October 2009).
Note: Data for 2009 are estimates and those for 2010 are forecasts.

Figure 24. Rates of inflationa of selected developing and developed economies in the ESCAP region,
2008-2010

Developing ESCAP economies

2008
2009
2010

East and North-East Asia

South and South-West Asia

South-East Asia

North and Central Asia

Developed ESCAP economies

-2

0

2

4

6

8

10

12

14

16

Percentage
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2009); ADB, Key Indicators for Asia and the Pacific 2009 (Manila, 2009); CEIC Data Company Limited; and web site of the Interstate
Statistical Committee of the Commonwealth of Independent States, www.cisstat.com, 9 October 2009 and ESCAP estimates.
Notes: Rates of inflation for 2009 are estimates and those for 2010 are forecasts (as of 6 November 2009). Developing
economies of the region comprise 37 economies (excluding the Central Asian countries) and the calculations are based on the
weighted average of GDP figures in United States dollars in 2007 (at 2000 prices).
a
Changes in the consumer price index.
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While inflation is forecast to increase substantially in 2010 in many economies which
are estimated to have seen near-zero rates in 2009, it is expected to still remain far
below the levels experienced in 2008 (see Figure 25). This is the case, for example,
for China, Hong Kong, China, Malaysia, Singapore, Taiwan Province of China, and
Thailand. Even major countries which are forecast to display comparatively high
inflation rates in regional terms, such as India, Indonesia, Pakistan, and the
Philippines, are forecast to show lower rates as compared to their levels in 2008.
Figure 25. Consumer price inflationa of selected developing economies in the ESCAP region, 2008-2010
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2009); ADB, Key Indicators for Asia and the Pacific 2009 (Manila, 2009); CEIC Data Company Limited; and web site of the
Interstate Statistical Committee of the Commonwealth of Independent States, www.cisstat.com, 9 October 2009 and ESCAP
estimates.
Notes: Rates of inflation for 2009 are estimates and those for 2010 are forecasts (as of 6 November 2009). Developing
economies of the region comprise 37 economies (excluding the Central Asian countries) and the calculations are based on the
weighted average of GDP figures in United States dollars in 2007 (at 2000 prices).
a
Changes in the consumer price index.

DOWNSIDE RISKS TO OUTL
OOK
OUTLOOK
Premature withdrawal of expansionary policies
While the incipient signs of a recovery of growth in the region are emerging, there
are concerns about its spread, sustainability, stability and nature. In particular,
questions remain about whether the nature of the recovery will resurrect old
challenges and possibly create new obstacles to achieving stable and sustained
development in coming years. At present, the drivers of the recovery remain
government-led fiscal stimulus actions. Such policies are necessarily time-bound
due to emerging strains on government budgets, and the need for policy credibility
when crisis hits.
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The key question at present is whether growth drivers can self-ignite and remain
alight as the government turns off its throttle. Anything less could see the economy
falling back quickly into a double-dip recession. When and how to turn off the taps
of fiscal stimulus and accommodative monetary policy require careful calibration
so as not to threaten incipient growth, while at the same time avoiding the start of an
inflationary spiral. The latter would be self-defeating as it would necessitate restrictive
monetary policy and therefore also stop the recovery in its tracks as interest rates rise.

When and how to turn off
the taps of fiscal stimulus
and accommodative
monetary policy require
careful calibration

On the other hand, at present the danger of excess liquidity and overstimulated
demand being channeled into asset price bubbles such as in stocks and property
appears real. Credit growth in a number of economies has increased substantially
following declines in the early part of the crisis, notably in China, India and the
Russian Federation (see Figure 26). Recent months have also seen the resumption
in the climb of asset prices in some of these economies. China, for example, has
started to witness an increase of prices in the property and stock markets, while
India has also seen substantial increase in the prices of stocks. Sales value of property
sold in China in the first eight months of 2009 surged 70% year-on-year.18 As compared
to end-2008, the Chinese Shanghai Composite Index and Indian BSE30 jumped by
47% and 62% by August 2009 respectively.
Figure 26. Credit growth, year-on-year, in selected developing ESCAP economies, 2007-2009
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Shanghai Daily, 29 September 2009, “Concern over property prices”.
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In the short term, however, the balance of risks indicates that the benefits of stimulus
for growth and employment continue to outweigh the possibility of stoking domesticdemand led inflation in most of the region. With the exception of one or two
economies, domestic demand-led inflation in the short-term is not a pressing issue,
given the excess capacity in the private sector. While inflation is a concern in coming
months due to supply-side factors such as oil and food prices, these are best
managed by tools other than monetary policy.

The limits of export growth
Pressures for protectionist
measures in developed
countries but also
potentially in developing
countries, remain of
concern for the Asia-Pacific
region's recovery

It is not clear that Asia’s old export model of growth will be sustainable in a global
economy that is rebalancing. Pre-crisis levels of import demand for products of this
region are unlikely to be attained in the foreseeable future as the US and other
developed markets seek to address global imbalances through increased domestic
savings and a reigning in of fiscal deficits. Instead, pressures for protectionist
measures in developed countries, but also potentially in developing countries,
remain of concern for the Asia-Pacific region’s recovery. Their implementation distorts
market-entry conditions for exports from this trade-oriented region. While explicit
forms of protectionism would trigger the WTO’s dispute settlement mechanism,
numerous more covert forms of protectionism are still possible. In many cases, they
fall under the category contingency protection and they are permissible under
certain conditions under WTO rules, while in other cases subsidy programmes and
other forms of preferential treatment to local producers and purchasers given as
part of bailout packages could significantly alter competitive conditions of trade for
some time to come. Export-dependent South-East Asia will be the hardest hit, as
will the growth locomotive of China. In this respect, renewed efforts to obtain a
conclusion of the Doha Round in accordance with its development mandate by
2010 are important. There is no doubt that the successful conclusion of the Doha
Round would inject a positive signal on multilateralism, after a devastating economic
crisis that, in part, had its roots in the absence of a sound multilateral system of
regulations in finance. Furthermore, the crisis has also underscored the need for
proactive government policy action, and a conclusion of the Round with a meaningful
development content would show that government policy actions can be effectively
coordinated in a post-crisis recovery phase. Finally, the crisis also exposed the
need for policy space for countries hit by exogenous shocks. In particular, effective
safeguard mechanisms can stabilize, albeit temporarily, sectors hit by exceptional
difficulties. Therefore, the Round’s development-related deliverables that were
originally expected (for example, the special safeguard mechanism in agriculture
which is aiming at preserving the necessary policy space against negative external
situations) should be stressed in the negotiations. Further delays in finalizing the
outcome of the Round would provide additional incentives for regional or bilateral
preferential trade agreements which are a distant second best solution in addressing
the global crisis and in addressing trade and development objectives.
An additional promising route for mitigating the decline in the role of exports to
developed countries is to increase the share of intraregional trade and domestic
demand in providing markets for local producers. In terms of domestic demand,
government stimulus measures have temporarily increased the contribution of
government investment and consumption in a number of countries. Fiscal stimulus
in some countries has also acted to increase private consumption through the
provision of funds directly to consumers. However, for domestic demand to increase
its contribution beyond such temporary fillips, policy changes that induce a long
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term structural rebalancing of economies are required. Large countries in the region
have the potential to substantially increase the role of private consumption by
redoubling their efforts in poverty reduction. Accounting for two thirds of the world's
poor, the region has the potential to add millions of new consumers.
However, the option of sustainable increase in domestic demand to a level sufficient
to make up for any substantial loss in export earnings will not be a rapid process and
is not an option open to all countries. Small export-oriented economies will find it
difficult to create sufficient new domestic demand to overcome the significant
contribution currently provided by exports. For these economies, a more feasible
option lies in increasing regional trade with the large economies who already benefit
from robust domestic demand. Regional economic cooperation and integration
should be motivated by the guiding principle of the mutual benefits of sharing each
other's dynamism.

The option of sustainable
increase in domestic
demand to a level sufficient
to make up for any
substantial loss in export
earnings will not be a rapid
process and is not an
option open to all countries

There continues to be pressure on developing countries in the region to implement
protectionist measures to protect domestic jobs or to safeguard balance of payment
pressures as a result of declining exports. Maintaining the vibrancy of intraregional
trade is however to the long-term advantage of all in the region. The approach
should therefore be to continue moves to ease the ability to trade within the region
through initiatives for regional trade agreements, customs unions and common
markets. Such agreements are especially rewarding for smaller and poorer
economies, as they facilitate the creation of supply capacities with the movement of
trade-creating investments. In the past few months, the region has indeed moved
to deepen and broaden the scope of its network of intraregional trade agreements.
Despite some instances of backtracking, the establishment of the ASEAN free trade
area in which the six founding members of ASEAN will bring their CEPT to zero and
5% for all products, including those previously deferred under the sensitive and
highly sensitive lists, is set for 1 January 2010. ASEAN members have also accelerated
conclusion or implementation of agreements with the major regional economies of
China, India, and the Republic of Korea, adding to earlier subregional arrangements
such as SAFTA, AFTA, APTA and BIMSTEC.
At the 4th East Asia Summit in October 2009, the leaders of the countries endorsed
the consideration of a Comprehensive Economic Partnership of East Asia (CEPEA)
and East Asian Free Trade Agreement (EAFTA). The region nevertheless remains in
the early stages of integration and there remains the need to deepen integration by
opening up to regional sources of FDI, services and labour migration, coordinating
policies on monetary and financial issues while complementing these initiatives
with improved physical connectivity and trade facilitation.

Risks of volatile capital inflows
It has long been recognized that inadequate liquidity can threaten the stability of
international financial regimes. Illiquidity can create crises even when economic
fundamentals are sound, or it can make a bad situation worse when the fundamentals
are weak. Therefore, while the origin of the present crisis was squarely in developed
countries’ highly leveraged financial and banking systems and their securitized
assets, the region experienced the first impact of the crisis through another channel
which, as in the 1997 crisis created instability: short-term capital flows. Having
appreciated the importance of ensuring adequate liquidity as a safeguard against
future financial crises, policymakers had attempted to mitigate the risk from this
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channel by building up foreign reserves to levels which could cope with expected
capital outflows. While the reserve holdings have skyrocketed in Asia, what is rather
unclear is the appropriate size of reserves, i.e. reserve adequacy. In effect, a rule of
thumb that evolved post-1997, and that replaced the “three months of imports” rule
is the Guidotti-Greenspan rule which states that reserves should equal short-term
external debt (one-year or less maturity), implying a ratio of reserves-to-short term
debt of 1.19
However, in a post-2008 environment, even this rule may be inadequate. As shown
by the experience of some regional countries in this crisis, for example, the Republic
of Korea, one also has to be concerned about other forms of mobile capital such as
portfolio flows. There is, however, no properly developed yardstick to account for the
potential reversibility of these other types of capital flows.20
A promising vulnerability yardstick appears to be overall gross external liabilities of
a country that are reversible as of the beginning of that year, namely short-term debt
and the stock of portfolio inflows, plus any projected current account deficit for that
year itself. The quantum of short-term debt and the stock of portfolio capital inflows
are relevant because they can exit the country at any time resulting in currency
devaluation pressure. Any current account deficit could lead to an increase in the
stock of debt or portfolio capital inflows in the next period, and therefore offers a
forward-looking measure of currency pressure for 2009. Gross rather than net is
appropriate because if foreigners choose to withdraw their funds, it is not clear that
a country would be able to coordinate things in such a way that it is able to remit its
own external assets back to the country simultaneously (particularly if the investments
to and from the country are done by unconnected parties).

In a number of economies
in the region, stock of
foreign porfolio inflow
accounted for the greatest
component of the potential
vulnerability

Figure 27 shows that at the end of 2008, after the worst of the financial impact of the
crisis, a number of countries’ foreign reserves stock was less than their external
liabilities as defined above. Of the countries for which data is available, the Republic
of Korea, Indonesia, Malaysia, Philippines, and Kazakhstan displayed this
vulnerability, albeit at varying levels. In each of these countries, the stock of foreign
portfolio inflows accounted for the greatest component of the potential vulnerability,
followed by short-term debt, while current accounts in all cases were in surplus and
therefore not of relevance for the time being.
The next question that arises is how best to deal with portfolio capital flows. This is
a matter of much debate. An uncontrolled inflow requires a buildup of sufficient
reserves to buffer sudden outflows. However building up reserves is costly due to
potential exchange rate losses as well as the loss in interest income from having to
invest the funds in low-interest earning foreign currency assets. Another option
would be to manage the quantum of inflow of such funds through various methods
of capital controls. It is not obvious that a completely open capital account is
necessarily appropriate from a cost-benefit analysis,21 particularly since research
has suggested that the benefits of such openness are at best ambiguous.22
19
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Alan Greenspan, 1999, Remarks by Chairman Alan Greenspan, “Currency reserves and debt”,
Before the World Bank Conference on Recent Trends in Reserves Management, Washington,
D.C., 29 April 1999.
See, for example, Wijnholds, J. Onno, De Beaufort and Arend Kapteyn, 2001, “Reserve Adequacy
In Emerging Market Economies”, IMF Working Paper No. 01/143.
Rodrik, D. (2006), “The social cost of foreign exchange reserves”, International Economic Journal,
20, pp. 253-266.
For example, Kose, M.A., E. Prasad and K.S. Rogoff (2006), “Financial Globalization:
A Reappraisal”, Working Paper No.12484, NBER. Eichengreen (2004), Capital Flows and Crisis,
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Figure 27. Vulnerability yardstick as a percentage of foreign reserves in selected developing ESCAP
economies, 2008
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Rising oil prices
Oil prices have increased dramatically in recent months. Since its lowest point at
the end of December 2008, benchmark Brent crude oil had more than doubled in
price to more than $80 by mid-October 2009. Worryingly for this region, the foodfuel link means that key food prices could also be influenced upwards by this trend,
and thus threaten the nascent recovery process.
While in part this price rise reflects dollar weakness, the role of speculation in the oil
market is another possible contributing factor. It is not immediately obvious that
prices should be high at a time of recession in much of the world.23 However, the
large amount of liquidity available to financial investors coupled with the prospective
speculative position that oil prices will move upwards on fundamental demandsupply factors as economic growth gains traction may be responsible for the recent
oil price gains.
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For example, Paul Krugman, 8 July 2009, “Oil speculation”, New York Times Opinion; and
UNCTAD, Trade and Development Report 2009, chapter II.
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The return of food price pressures
There are now early signs that the challenge of increasing food prices is coming to
the fore once again, as ESCAP’s Economic and Social Survey of Asia and the Pacific,
2009, forewarned.24 As the recovery may arrive at different times across the region,
an increase in prices caused by the earlier recovery of some large food-consuming
economies would create a situation of higher food prices and lower growth that
would be especially damaging for the poorest and most vulnerable sections of the
population that are already facing income losses resulting from the financial crisis.
Indeed while high oil prices may be likely to impact GDP growth more through
higher manufacturing costs and lower consumption for the middle class, higher
food prices may have a far more direct impact on the least well-off sections of the
population-impacting poverty and exacerbating inequality in the region.

The Food Bank would act
as a regional food security
reserve for the SAARC
member countries during
normal time food shortages
and emergencies

The question will be how the region will respond to any situation of sudden and
excessive food price rise. In the previous episode immediately before the economic
crisis, producing countries suspended trade in some cases to safeguard domestic
supply. Such a response aggravated price rises for food-demanding countries. An
option which has been discussed to deal with this risk has been a regional rice
bank, such as a permanent East Asia Emergency Rice Reserve being discussed by
ASEAN+3 as a follow-up to its ongoing East Asia Emergency Rice Reserve Pilot
Project.25 The pilot project, which has been in existence since 2004, is a mutual
assistance system to share rice stocks among the 13 countries of ASEAN+3 and
also aims to contribute to price stability of rice in the region. Another positive initiative
has been the SAARC Food Bank which was agreed in 2007. The Food Bank would
act as a regional food security reserve for the SAARC member countries during
normal time food shortages and emergencies; and provide regional support to
national food security efforts; foster inter-country partnerships and regional
integration, and solve regional food shortages through collective action.

Natural disasters and pandemics
Other possible downside risks are natural disasters that have already struck
consecutively a large number of countries of the ESCAP region in 2009, as well as
an escalation of the pandemic flu. Following the outbreak of the H1N1 influenza, the
World Health Organization raised its pandemic flu alert to the highest phase of level
6 in mid-2009, with cases expected to increase exponentially, and spread to
accelerate globally, during the Northern Hemisphere’s winter months. Should the
virulence of the H1N1 virus increase, it will inevitably destabilize the recovery process
due to dampened consumer sentiment, work absenteeism and reduced travel. The
tourism sector and related industries and services would suffer another major blow.
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UNESCAP, 2009, Economic and Social Survey of Asia and the Pacific 2009 (United Nations publication,
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RESPONDING TO THE CHALLENGES: NA
TIONAL
NATIONAL
TIONAL,,
REGIONAL AND INTERNA
TIONAL POLICY AGEND
A
INTERNATIONAL
AGENDA
Rebalancing of Asia-Pacific economies
Government stimulus measures have temporarily increased the contribution of
government investment and consumption to economic growth in a number of
countries. Fiscal stimulus in some countries has also acted to increase private
consumption through the provision of funds directly to consumers. However, for
domestic demand to increase its contribution beyond such temporary fillips, policy
changes that induce a long term structural rebalancing of economies are required.
Structural transformation of economic systems would need to be tackled both from
the demand and supply side. From the demand side, in some countries it will mean
promoting domestic demand and reducing the propensity to save by ensuring that
more disposable income is available to the poor. The provision of universal access
to affordable health and education services is important, but it should be financed
in such a way that it represents a net increase in consumer spending power, as was
discussed above.

Structural transformation of
economic systems would
need to be tackled both
from the demand and
supply side

In others it will entail providing incentives for more investment in certain sectors
that promote an inclusive and sustainable development path. It is a matter of concern
that the increased role of the government in economies of the region has not been
accompanied by sufficient concern about environmental sustainability aspects.
There remains a gap between high level policy pronouncements and ground-level
implementation. Aside from the lack of positive measures for greener growth, some
of the new spending patterns may lock countries into high carbon-emitting
consumption. There are a host of supportive measures that could be considered by
governments in their short and medium-term fiscal planning. For example, public
infrastructure investments can be directed towards green infrastructure such as
mass transit, decentralized energy and water infrastructure, and energy efficient
buildings; corporate tax breaks, with additional incentives for SMEs, can be linked
to private investment in resource efficiency improvements; special human capital
investment can be oriented to human capital formation for green jobs; and agriculture
& rural development investments can be linked to improved environmental
stewardship.
Another supply side aspect is the need to reverse the neglect of agricultural sectors,
seen over the past decades as export-related manufactures and services became
the drivers of economic growth. Boosting the income of the agricultural sector will
serve as a powerful tool for enhancing the inclusiveness of growth, given that the
majority of the region’s poorest people are employed in this sector. Unfortunately,
the incentive provided when food prices skyrocketed was diminished as prices
came down and attention turned to the immediate pressures of tackling the financial
crisis. Nevertheless sustainable agricultural development and food security will
remain a key policy challenge—but one that with the necessary policy priority is
attainable—as the region seeks to reorient economic growth to a more inclusive
and sustainable path.
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Regional crisis management takes centre-stage
This crisis brought to the fore the lack of financial tools available at the regional level,
over and above those in the hands of national governments. While some countries
had built up sufficient reserves to protect their balance of payments, other countries
were impacted and did not have recourse to regional sources of assistance. The
funds available through the Chiang Mai Initiative involving the ASEAN+3 countries,
the clearest example of a regional financial cooperation scheme, remained
insufficiently developed as a first source of assistance and some regional members
found alternative sources of support as discussed above.

The region now has a
window of opportunity
to press forward with
regional financial and
monetary cooperation

The region now has a window of opportunity to press forward with regional financial
and monetary cooperation. Such a window was also opened immediately after the
1997 crisis but the relatively rapid return of economic growth resulted in a loss of
policy urgency. There remains little exploitation of the potential for monetary and
financial cooperation in the region. The Asian Clearing Union, for example, remains
limited both in membership and scope focused only on the clearing of trade accounts
among members. It does not deal with exchange rate stability for intra-regional
trade. The Asian Bond Fund, another regional initiative, remains small in scale and
thus still needs to evolve before it becomes a credible source of financing. Of concern
given the experiences of the financial crisis is that an Asian Bond Market should not
evolve independent of measures that would ensure it does not become an
independent source of speculation and instability. After the current crisis a return to
bank-based finance, together with effective regulation, may prove to be the only
solution to curbing the destructive instability of innovative financial instruments
and markets.
Similarly, the multilateralisation of the ASEAN+3 Chiang Mai Initiative reserves pool,
expected to be launched and implemented by the end of 2009 will address shortterm liquidity difficulties in the region and supplement existing international financial
arrangements. Among the operational details that have been agreed to already is
the conversion of the existing bilateral fund of $80 billion to a multilateral pool of
$120 billion with 80% of the new funds being provided by +3 countries while the
remainder will come mainly from the more developed ASEAN economies. Of this,
Japan will contribute $38.4 billion to the pool (it has also extended $60 billion of
yen-denominated swap facilities separately) as will China (together with Hong Kong,
China), while the Republic of Korea will contribute $19.2 billion. Within ASEAN, the
contributions of member economies will be primarily by Indonesia, Malaysia,
Thailand and Singapore (each contributing $4.76 billion) and the Philippines ($3.68
billion). However, it appears that the same conditions as the CMI, most importantly
the 20% unrestricted borrowing and 80% balance only with IMF conditionality,
remain in place.
Many issues still remain to be resolved before this agreement can truly evolve to
fulfill its true potential in the event of a balance of payments crisis. For the agreement
to become a first line of defence in a crisis its geographical coverage, size, and
functions will need to be expanded. Furthermore, to be effective in preventing
systemic crises, a regional crisis fund should attempt to include as many
systemically significant countries in the region as possible. The quantum of funds
should be sufficient for the fund to act as the lender of first recourse in the event of
macroeconomic difficulty. The fund should ideally include support to domestic
financial sectors in its remit, in addition to balance of payments support to
governments, to enable assistance to banks as was undertaken by the United
States and Europe in recent months.
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Its institutional structure, including relationship with the IMF and degree of
independence of a secretariat to undertake surveillance and monitoring, analysis of
its member economies as well as design of the terms associated with lending, are
additional issues on which political leadership is needed. Indeed, the institutional
configurations that Asia as a rapidly evolving economic powerhouse needs to
promote regional financial and monetary cooperation is a matter that needs more
explicit attention. It has been suggested26 that it is through a development financing
institution owned and controlled by the countries in the region that the reserves of
the region can be recycled into development financing opportunities.
An issue that remains of concern is the problems the region encountered with trade
finance that amplified the curtailment of trading activities as was discussed above.
Notwithstanding various initiatives undertaken, not least of which was the $250
billion pledge by the G-20 and the ADB’s expanded trade finance facilitation
programme, this region remains the only developing region in the world that does
not have a regional institution that is specifically dedicated to providing and
guaranteeing export credits. Past attempts at setting up such an institution never
gained sustained traction. The current crisis and the rapid declines in trade
experienced have seen a renewed interest in the establishment of a regional
infrastructure in trade financing.

This region remains the only
developing region in the
world that does not have a
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specifically dedicated to
providing and guaranteeing
export credits

Exchange rate cooperation for spurring recovery
Another pressing policy gap for the region which has been brought to attention by
the crisis has been the lack of mechanisms for exchange rate cooperation. Major
exporting economies in the region prior to the crisis already engaged in de facto
exchange rate coordination by means of tracking relative exchange rates and
moving in unison so as to maintain vital trade competitiveness. During the economic
recovery phase the pressure on countries to maintain exchange rate competitiveness
so as not to impair the revival of exports will increase. The risk without cooperation in
such a situation is for a destructive round of competitive devaluations which produce
no net benefit in the quantity of exports and instead result in lower domestic export
receipts due to exchange rate losses for each country. The potential for exchange
rate cooperation extends to the critical issue of managing exchange rate vulnerability
to short-term capital inflows. The need for cooperation to moderate the volatility of
portfolio flows has received increased attention, particularly in the context of
problems in imposing capital controls at national levels and the need for regional
coordination to level the playing field.27
Numerous mechanisms could be considered ranging from administrative measures
such as introducing deposit requirements on capital inflows, to market-based
instruments such as levying financial transaction taxes on inflows, including taxes
that vary with the maturity period of the capital inflow. Such measures need to be
carried out at a regional level as no one country can engage in such a policy without
a likely exit of capital to comparable countries who do not institute such controls.
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Outcome of ESCAP/ISEAS High Level Expert Group Meeting on Responding to the Global
Financial Crisis: revisiting the Role of Monetary and Financial Cooperation in the Asia-Pacific
Region, Singapore, 7 and 8 October 2009.
Gerald Epstein, “Should financial flows be regulated? Yes”, UNDESA Working Paper No. 77, July
2009; and Avinash Persaud, “We should put sand in the wheels of the market”, Financial Times
Opinion, 27 August 2009.
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The revenue generated by such a regionally imposed tax can be used to fund
poverty reduction or achievement of MDGs in the Asia-Pacific region.

Asia requires a currency
management system which
facilitates trade and
macroeconomic stability
vis-a-vis both extra-regional
and intra-regional countries

Asia requires a currency management system which facilitates trade and
macroeconomic stability vis-a-vis both extra-regional and intra-regional countries.
Such a system could move towards, for instance, providing both internal and external
stability through a collectively managed regional currency unit, as a unit of account
and a parallel currency. The collectively managed currency could float relative to
currencies of major developed country trading partners, based on agreement on a
common basket, central rates and bands, rules for intervention, and for changes in
central rates. Such an approach has the potential to produce relatively stable intraregional currency values for an initial subgroup of participating countries in the
region which possess similar trade baskets, such as the major economies of Asia.
A regional currency arrangement could eventually serve as a building block for an
additional reserve currency along similar lines to IMF Special Drawing Rights (SDRs).
There is an ongoing debate regarding diversifying currency reserves from the US
dollar to other currencies, or to a basket of currencies along the lines of SDRs. China
has proposed the development of a transnational reserve currency system, based
on a basket of the world's major currencies, similar to the current SDR scheme of the
IMF, but with the basket of SDR currencies being expanded from the dollar, pound,
euro, and yen, to also include other regional currencies.28 The Russian Federation
has also supported the idea of using a reserve system of a basket of currencies, with
a similar expansion in the mix to include other regional currencies.29 The Russian
Federation and China, in the region, have taken practical moves to support the
increased use of SDRs as an additional reserve currency. In the sale of $150 billion
SDR bonds in July by the IMF, China purchased $50 billion and the Russian
Federation $10 billion, in effect diversifying their reserves from dollars to the basket
of SDR currencies.

The unfinished international reform process
In this crisis, the current international architecture did not respond with sufficient
speed or force to the distinctive problems faced by developing countries. The role
of regional policy-making in crisis management and recovery has thus featured
prominently. Enhanced regional cooperation, however, should not be regarded as
an alternative to full participation in global economic relations but rather as a support,
filling in the gaps and putting in place building blocks for multilateral cooperation
at the global level.
In the aftermath of the crisis, there have been two major and complementary initiatives
at the global level—the G-20 process and the United Nations Conference on the
World Financial and Economic Crisis and Its Impact on Development in June 2009.
The G-20 meeting in April 2009 addressed the most immediate task of restoring
confidence and assisting recovery by providing a package of $1,100 billion at the
disposal of international financial institutions and multilateral development banks
28
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to restore lending. Nevertheless the funds would not necessarily be used and
therefore add to the quantum of global fiscal stimulus. For example, close to 70% of
the funds were allocated to the IMF, and it was stipulated that the amount of disbursal
would depend on country requests. The key part of the allocated funds which was
more likely to be spent was the $100 billion allocated to the multilateral development
banks. This many developing countries felt was a relatively modest sum considering
their needs during the crisis. The meeting dealt with largely short-term issues of
supporting global growth following the onset of the crisis. Therefore, longer-term
issues of institutional reform to reduce the risk of future crises of a similar nature were
to be discussed in subsequent fora.
The United Nations Conference in June 2009 was able to bring together nearly all of
the United Nation’s membership and thus came up with a uniquely inclusive and
comprehensive agenda for action. It was able to highlight the challenges faced by
developing, especially the poorer, countries underlining, for instance, the plight of
developing countries with the sudden reversal of private capital flows, large and
volatile movements in exchange rates, falling revenues and reduced fiscal space
for taking corrective measures. It called for a coordinated and comprehensive global
response focusing on restoration of the flow of development finance without
unwarranted conditionalities and debt relief to developing countries for ‘fostering
an inclusive, green and sustainable recovery’, among many other measures. The
need for regional cooperation to supplement global initiatives was clearly recognized
in the Outcome Document of the United Nations Conference:
Given the sensitivity of regional and subregional institutions to the specific
needs of their constituencies, we note the value of regional and subregional
cooperation efforts in meeting the challenges of the global economic
crisis and we encourage enhanced regional and subregional cooperation,
for example, through regional and subregional development banks,
commercial and reserve currency arrangements, and other regional
initiatives, as contributions to the multilateral response to the current crisis
and to improved resilience to potential future crises.
The United Nations Conference was followed by the G-20 meeting in Pittsburgh
in September 2009 which made important progress in rebalancing the world
order and giving a more influential agenda-setting role to major developing
economies of Asia-Pacific. The G-20 was acknowledged as having superceded
the G-8 as the premier forum for international economic cooperation, including
global financial and regulatory issues. This represents an important first step in
providing a greater voice to the developing world in global decision-making.
Leaders also committed to a shift in the IMF’s quota share to dynamic emerging
markets and developing countries of at least 5% from over-represented countries
to under-represented countries using the current quota formula as the basis to
work from, while also contributing more than $500 billion to the renewed and
expanded IMF New Arrangements to Borrow (NAB). Similarly, leaders stressed
the importance of adopting a dynamic formula at the World Bank which primarily
reflects countries’ evolving economic weight and the World Bank’s development
mission, and that generates an increase of at least 3% of voting power for
developing and transition countries, to the benefit of under-represented
countries. Furthermore, a peer review mechanism of the economic policy
framework of developed countries at the G-20 will allow developing country
members to comment on such policies for the first time.

The outcome of the G-20
meeting represents on
important first step in
providing a greater voice to
the developing world in
global decision-making

39

Importantly, leaders pledged that fiscal stimulus of developed countries should not
be ended prematurely as such an action would hurt developing nations the most.
Through this meeting, Asia therefore has acquired an increasingly important voice
through the presence of the major emerging nations of China, India and Indonesia
at the global policymaking table. It also places a new responsibility on these countries
to coordinate their positions with a larger membership so that the voice of the
smallest and poorest of the countries is heard and protected. Towards this end, the
UN, particularly through the intergovernmental fora of the regional commissions,
can provide an ideal coordinating platform.
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