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Foreword

The global financial and economic crisis has so far done serious damage to the world economy, and 
Asia has not been spared. The major developed countries are now in a rare synchronized recession, 
while the growth prospects for the developing and emerging economies throughout the world 
have been severely curtailed.

What was initially a credit problem escalated into global financial turmoil that has spilled 
over into Asia through its strong exposure to the world economy. Through trade, investment, and 
financial channels, the crisis is causing slowing growth, tighter external financing conditions, reduced 
capital flows, and increased vulnerabilities in Asia. As credit is choked off, private investments could 
sour further, while the crisis could also hurt investment in regional public goods. Concerns are 
rising about Asia’s world trade and the emergence of protectionism. 

The impact of the global financial and economic crisis is analyzed in depth in this Boao Forum 
for Asia Annual Report for 2008. The report provides a preliminary assessment of the effects of the 
crisis on emerging Asia and the responses adopted by governments. It also suggests policy options 
for addressing the crisis in the context of regional cooperation.

One fundamental feature that needs to be highlighted is that Asia is not in a state of economic 
crisis as it was in 1997/98.  But it has been seriously affected, and the impact could translate into 
an economic crisis if the response is not decisive and collective. Thus, the urgent task for Asia is to 
restore growth, largely through unprecedented fiscal measures. In the medium and long-term, the 
region’s growth strategy should focus on protecting and boosting growth potential by rebalancing 
the sources of growth from over-reliance on exports to domestic demand. 

In this more positive context, the crisis has been instrumental in helping the region work more 
closely together and to forge new initiatives relying, as in the past, on the private sector as its 
driving force. In this respect, further strengthening regional economic cooperation is fundamental 
to dealing with the crisis and its aftermath. The key challenge to the region is not only to avoid the 
worst of the crisis as rapidly as possible, but also to put the region’s economies on a growth path 
that is expected to accelerate the trend toward greater economic integration. With Asia’s growing 
influence on the global economy, Asia is poised to take even greater responsibility as a partner to 
help address global challenges. 

Unless we act together and coordinate our actions, recovery may take considerable time. I am 
pleased that the Asian Development Bank continues to partner with the Boao Forum for Asia  in 
finding solutions to regional issues through dialogues and forums. I hope this report will be useful 
to government officials and policy makers and members of the private sector in their unrelenting 
efforts to make Asia a prosperous and better region. 

Long Yongtu
Secretary General
Boao Forum for Asia
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Executive Summary

The world is in the midst of a sweeping 
financial and economic crisis that in the near 
term seriously threatens growth prospects and 
development goals. An unusual, synchronized 
recession in the United States (US), Europe, 
and Japan is underway, and because it has 
not yet fully run its course, Asia’s economic 
outlook faces significant downside risks and 
the prospect that recovery will be protracted. 
Political and economic leaders should therefore 
focus on (i) restoring regional growth,  
(ii) balancing growth recovery and long-term 
fiscal sustainability, (iii) safeguarding financial 
stability, (iv) rebalancing drivers of growth 
from reliance on export to domestic demand,  
(v) preventing trade and financial protectionism, 
and (iv) strengthening foreign exchange policy 
cooperation and coordination.

While the direct impact of the crisis has so 
far been relatively moderate on emerging Asian 
financial markets and its banking systems, 
there is no guarantee that it will remain that 
way. Continued banking and financial stability 
cannot be taken for granted. Indeed, it is 
too early to gauge to what extent and how 
profound the impact of the crisis may be on the 
Asian financial sector. Greater regional financial 
cooperation and integration in Asia is a critical 
option in this context—it is imperative that it is 
sustained. A common agenda can be formed in 
advocating the reform of the regional financial 
system, while  measures should concentrate 
on strengthening the regional financial 
architecture by improving existing regional 
processes such as the ASEAN+3 Chiang Mai 
Initiative, the ASEAN+3 Policy Dialogue and 
Surveillance Processes and establishing new 
regional mechanisms such as the Asian Financial 
Stability Dialogue.

Asia’s exports dropped sharply in response 
to the crisis and further slowing is expected in 
2009. Asian countries have tried to substitute 
domestic consumption for exports, but this 
decline opens a huge gap that it cannot be 
completely filled. In addition, the global scarcity 
of liquidity has spread to regional banks.  Access 

to international interbank markets is limited, 
severely reducing emerging market economies’ 
access to trade finance. The global recession also 
fuels the rise of trade protectionism and this can 
intensify as the crisis deepens.  In this context, 
it is for Asian economies to (i) work together 
to preserve the multilateral trading system, 
(ii) consider the possibility of formulating a 
region-wide free trade agreements (iii) prevent 
a possible surge of protectionism in Asia and 
elsewhere, (iv) strengthen trade finance, and  
(v) improve trade facilitation.

Regional cooperation in the provision 
of regional public goods in the areas of 
environmental protection, clean energy and 
energy efficiency, prevention of communicable 
diseases, natural disaster response and 
management, and good governance has 
generated substantial benefits in the last 
decades. It has helped the region move toward 
its goals of rapid and inclusive economic growth 
and development. But the global economic and 
financial crises has called for a reassessment of 
previous optimism, particularly on whether or 
not the region can sustain its achievements 
in the efficient provision and management of 
regional public goods. Dwindling resources will 
translate into a decline in spending on both the 
“core components” of regional public goods 
and complementary national public goods.   

Given the growth and employment 
effects of the financial and economic crises, 
government spending on infrastructure is well 
targeted and complements private production. 
Economies with favorable economic conditions 
and government budget and current account 
surpluses stand a good chance of positive 
growth results from such spending. Sectors 
with promising prospects in this connection 
include transport, energy, and information and 
communications technology. Public–private 
partnerships in infrastructure development are 
important, while stabilizing financial markets 
and getting banks to lend again properly 
complement infrastructure spending.
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CHAPTER 1

Overview of the Global 
Financial Crisis

The world is in the midst of a financial and 
economic crisis of such breadth and depth 
that growth prospects and development 
goals in the near term could be dangerously 

compromised. In what is a very rare occurrence, 
a synchronized recession in the United States 
(US), Europe, and Japan is underway. 

The bursting of the US real estate bubble 
exposed banks’ highly leveraged and faulty 
lending practices, a lack of due diligence, and 
a regulatory framework unable to ensure the 
protection of consumers and the stability of the 
financial system. The consequent breakdown of 
the US subprime mortgage market precipitated 
a global liquidity crisis, deepening into a global 
financial and economic crisis in September 2008 
as the real sector started to suffer spillover from 
the financial meltdown.

Evolution of the Crisis

A Brewing Storm

The credit boom in developed economies 
was fueled by an abundance of liquidity that 
resulted from innovations arising mainly 
from more integrated financial markets and 
accommodative US monetary policy. Flush with 
unprecedented income growth in the developed 
economies and the emerging markets such 
as the People’s Republic of China (PRC) and 
India, investors poured money into an array 
of sophisticated investments developed by 
financial intermediaries.

As credit ballooned, the US economy 
experienced an extended housing boom 
fueled as banks—using advances in financial 

Presidents and prime ministers join President Hu Jintao of China to discuss the challenges of climate change to build a green Asia.
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engineering—securitized US home mortgages, 
further easing homeowners’ access to credit. By 
pooling housing loans into saleable assets, such 
securitization effectively spread and transferred 
the risk to the buyers of the securities. The 
result was excessive lending under loosened 
underwriting standards and an accumulation 
of subprime mortgages or high-risk loans in 
investment portfolios. Rising real estate prices 
veiled the associated risks as investors and 
buyers mistook high valued real property for 
a sufficient shield in the case of loan default. 
When the real estate bubble burst, those 
properties proved doubtful and even useless 
security to souring mortgage loans. 

The securitized subprime loans, bundled 
into portfolios with other loans, assets, or 
bonds were known as collateralized debt 
obligations. These were then “sliced and diced” 
into derivative assets with varying degrees of 
risk, leading to the development of the credit 
default swap market, where large insurers such 
as the American International Group provided 
insurance against default. 

But as housing prices fell and interest 
rates rose upon the easing of US base money 
growth, mortgage defaults escalated.1 Financial 
institutions underestimated the systemic risk or 
the likelihood of default in a situation where 
housing prices were falling and interest rates 
rising at the same time (Stiglitz 2008). The 
consequent devaluation of mortgage-related 
assets led to massive balance sheet write-downs 
and the erosion of financial institutions’ capital 
bases, which had already been undercapitalized 
relative to their exposure (in part because of the 
use of Special Purpose Vehicles or “conduits”). 
A number of big-name US financial institutions 
collapsed.

As confidence in the financial markets fell 
and doubts about the valuation of mortgage-
related assets rose, US interbank and credit 
markets froze. Key short-term market rates shot 
up and, amid the liquidity squeeze, financial 
institutions were obliged to draw funds almost 
entirely from overnight markets. The subprime 
mortgage crisis thereupon evolved into a 
liquidity crisis. 

The collapse of confidence snowballed into 
a sharp drop in equity prices, a sharp increase 

in credit spreads, and an appreciation of the US 
dollar against the euro. The Standard & Poor’s 500 
Index dropped to a 12-year low by end-February 
2009 as shares of financial companies declined 
and worries about a deepening recession rose. 
Between the peak in the stock market in October 
2007 and 11 March 2009, the Dow Jones 
Industrial Average fell by nearly 54% and the S&P 
500 Index by 57%. The scale of the decline in 
equities since 2007 has been huge. The market 
capitalization of the New York Stock Exchange, 
by far the largest in the world, was estimated at 
end-2007 at $15.7 trillion. By September 2008 
it had already fallen to $13.0 trillion, and has 
clearly dropped a great deal more since then 
(ADB 2009b). As the crisis unfolded, the cost of 
credit moved inexorably higher as bank spreads 
between deposit and loans widened sharply, and 
investors exchanged equities for cash and US 
Treasuries. In effect, the price of risk surged: the 
London Interbank Offered Rate (LIBOR), the rate 
of interest banks charge one another for short-
term loans, rose sharply. By 27 February 2009 
the LIBOR-OIS2 spread was roughly 10 times its 
average for the decade before August 2007 (see 
Bloomberg 2009).

Crisis Makes Landfall  
in Industrial Economies

The subprime mortgage crisis originating 
in the US was exported worldwide through 
the sale of securitized mortgages to a wide 
spectrum of investors. Leading investment 
banks, insurance firms, and mortgage banks 
in developed economies, especially in the US 
and Europe, were heavily exposed to subprime-
related investments. Global banks suffered 
unprecedented losses of $1.2 trillion from July 
2007 to March 2009 (see Bloomberg 2009).

Around the world, financial institutions 
scrambled for liquidity. Investment banks 
without secure retail funding or sufficient 
deposits went under. Even the large capital 
reserves of big banks dried up. Insurance and 
pension funds had to deal with thinning asset 
portfolio value to cover their commitments. By 
September 2008, upon the collapse of Lehman 
Brothers, the global liquidity crisis deepened 
into a global financial crisis.

1 A continued rise in US housing prices could not have been sustainable given Americans’ falling real incomes and 
falling house prices in other industrialized countries, as noted in Stiglitz (2008).

2 The spread between LIBOR and the overnight indexed swap.
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According to the Bank of England (BOE), 
as of October 2008 the world’s financial firms 
had lost $2.8 trillion, while $8 trillion was used 
to prop up its banks (BOE 2008). The decline in 
asset values lowered household wealth, reducing 
demand for consumer and capital goods, while 
contracting credit constrained household 
spending and curbed production and trade. The 
financial crisis had seeped into the real sector 
and escalated into an economic crisis.

Foreign direct investment (FDI) nosedived 
as a result of uncertainties and risks brought 
about by changes in lending behavior and credit 
risk assessment. FDI plunged 20% in 2008, 
mirroring the slowdown in economic growth in 
developed economies, the decline continuing 
into 2009 (UN 2009). In the same manner, 
global trade plunged in the final quarter of 
2008. The Baltic Dry Index, a leading indicator 
of international trade and economic activity, 
in December hit a 22-year low of 663 points, 
after peaking at 11,793 points in May 2008. 
It has since shown signs of recovery, however, 
surging 160% from 1 January to 25 February 
2009 on expectations of rising demand from 
the PRC (Financial Times 2009).

A Synchronized Economic  
Recession Emerges

The US economy has officially been in recession 
since December 2007. Its housing recession 
dragged on in the second half of 2008, banks 
suffered steep losses, household wealth eroded 
and employment and business conditions 
deteriorated. This pulled down the wealth-
income ratio, resulting in a sharp reduction in 
consumption. As of February 2009, 4.4 million 
US jobs had been lost (since the onset of 
recession), bringing unemployment to 8.1%.

At the same time, industrial economies still 
face headwinds from the financial turbulence 
and US downturn. Canada’s economy, for 
example, even though the country’s robust fiscal 
and current account positions and relatively 
healthy banks have helped cushion the blow 
from the financial crisis, is likely to slow instead 
as US imports contract. 

For the eurozone, on the other hand, 
while economies grew in the first quarter 
(Q1) of 2008, they contracted in Q2 and Q3 
as rising commodity prices, a strong euro, and 
high lending rates took their toll. Business and 
consumer sentiment turned gloomy as the 
risk of corporate and consumer debt defaults 
escalated, and eurozone exports dropped due 
to softening import demand from the US. 
Although current account and fiscal balances, 
and inflation pressures in the eurozone were 
less precarious than in the US, housing prices 
had risen excessively in parts.

The UK has similar problems to the US in 
terms of rising current account deficits since 
1998 and a persistent budget deficit since 
2001. Consumer credit had expanded at double 
digit rates for a prolonged period (1998–
2005), fueling a housing bubble that extended 
throughout 2007 before housing prices began 
to fall in the second quarter of 2008. High 
levels of debt finally drove consumers to slow 
spending in the second quarter. Nonetheless, 
weak GDP growth of 0.7% in 2008 was largely 
a result of the sharp slowdown in gross capital 
formation that year. GDP growth was flat in 
the second quarter of 2008, and the country 
fell into recession in the second half of the year 
(ADB 2009b)

As the financial crisis deepened, Japan 
appeared to be well placed to weather the 
storm. Yet the economy had been weakening 
even before the collapse of global financial 
markets. Economic activity peaked in October 
2007—ending almost 6 years of expansion—
and entered a recession. GDP growth fell 
sharply from 2.4% in 2007 to a contraction 
of 0.6% in 2008, driven by sharp declines in 
exports and gross capital formation, mainly the 
private investment component (ADB 2009b).

Economic Storm Reaches Shores of Asia 
and the Pacific3

Though it did not emanate from Asia, 
the financial crisis has hit the region with 
considerable force. The economic downturn in 
the US and eurozone has spread into the real 

3 Throughout the report, Asia and Asia and the Pacific are loosely used to refer to countries in East, Southeast and 
South Asia, and Australia and New Zealand. While Boao Forum members would include the five countries in Central 
Asia—Kazakhstan, Kyrgyz Republic, Tajikistan, Turkmenistan and Uzbekistan—it is not always possible to use the  
28-member countries as a group due to incomplete data series for some.
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economy in Asia through financial and trade 
channels, while the integration of Asia’s major 
financial markets with the US and eurozone 
has made them vulnerable to the financial 
turbulence. 

Financial Channel

Asian commercial banks’ direct exposure to 
subprime assets and indirect exposure to 
infected major US and European financial firms 
have proved minimal, albeit uneven across the 
region’s economies and banks. Available data 
show that Asia, excluding Japan, accounted 
for less than 3% of global losses arising from 
the toxic subprime assets (James, et al. 2008). 
Taipei,China and the Republic of Korea (Korea) 
had the highest exposure to Lehman Brothers. 

The direct impact of the subprime-related 
losses seems to have been generally limited 
to a few Asian banks that have been major 
players in international financial markets. Asian 
financial institutions, given their relatively 
unsophisticated state, shied away from 
securitization and structured credit products. 
At the same time, reforms had improved 
the soundness of the region’s financial 
institutions somewhat, as reflected in improved 
nonperforming loan ratios, high capital-
adequacy ratios, rates of return, and other key 
indicators (see Chapter 2). 

Nonetheless, the scramble for liquidity 
by beleaguered financial firms in developed 
economies saw huge amounts of capital 
withdrawn from emerging markets and short-
term credit to developing economies dry up. 
External financing for new investment and 
development programs narrowed as a result. 
Weaker capital inflows into Asia in the first 
half of 2008 turned into net outflows in most 
economies in the second half through sales 
of securities by nonresidents, discriminatory 
withdrawals of deposits in domestic banks, 
and slower FDI inflows. This is especially 
true in India, Korea, Malaysia, Philippines, 
Taipei,China, and Thailand. In Singapore, direct 
investment reversed capital flows outward 
while it moderated movements in PRC, 
Indonesia, and Korea. The knock-on effect of 
the liquidity squeeze in developed economies 
is visible in the reduction of interbank credit 

of major international banks to Asian banks. 
This reflects the global liquidity shortage and 
increased price of risk, more than a decline in 
Asian banks’ creditworthiness.

Share prices have suffered heavy losses since 
the fourth quarter of 2007, meanwhile, while 
volatility increased in the middle of September 
2008. Massive sell-offs on a sharp reversal in 
risk appetite, and later expectations of a major 
global economic recession saw stock markets 
slide across the region. Japan was hit hardest, 
with stock prices plunging 54% from July 2008 
to end-March 2009 (Figure 1.1).

In Thailand, unease over a delayed policy 
response to the crisis due to political uncertainty 
added to market malaise. In Indonesia, concerns 
about additional inflationary pressures on 
the back of a weaker rupiah contributed to 
the decline. Stock markets in Singapore and 
Korea came under pressure due to tight credit 
conditions, weak domestic spending, and soft 
export demand. In the PRC, the stock market 
likewise suffered losses despite the fiscal 
stimulus. Stock indexes in Hong Kong, China, 
India, Australia, Viet Nam, Malaysia, New 
Zealand and Philippines also dropped on the 
grim global outlook.

Following massive financial deleveraging, 
and amid a flight to safety, several Asian 
currencies depreciated against the US dollar 
(Figure 1.2). The Australian and New Zealand 
dollars depreciated about 28% and 26% 
respectively, between July 2008 and end-March 
2009. The Korean won depreciated 24.3% 
on a worsening current account deficit and 
withdrawal of foreign portfolio investments. 
The Indonesian rupiah plunged 21.2% on 
account of foreign portfolio deleveraging, 
while Pakistan’s rupee slumped 15% against 
the dollar. Currencies in the Philippines and 
Thailand likewise depreciated in 2008, a 
reversal of an appreciation trend since 2005. In 
general, currencies in more externally vulnerable 
economies depreciated most (Figure 1.3).4

In bond markets, the spread on dollar-
denominated offshore bonds of Asian issuers 
has soared since the subprime crisis erupted, 
restricting the issuance of new bonds from 
the region. This risk re-pricing in international 
dollar bond markets is part of a widening of 
spreads on high-risk borrowers. Credit spreads 

4 External vulnerability is defined as the ratio of the sum of the current account deficit, short-term debt, and foreign 
holdings of stocks and local currency bonds and total reserves.
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are widening, especially in Indonesia, Pakistan, 
Philippines, and Viet Nam, on account of 
relatively huge foreign borrowings and large 
current account deficits. In India, credit spreads 
are widening for corporate sector borrowing 
as well as household loans, severely affecting 
middle- to low-income consumers of durables 
and automobiles, small- and medium-sized 
enterprises, and property companies (Ahya 
2008). Credit spreads in the PRC have been 
relatively low, given that large foreign exchange 
reserves surpass its external debt. 

Given the highly procyclical nature of 
financial intermediation, the decline in share 
prices and currency depreciation reflects not 
so much poor economic fundamentals as the 
impact of the global financial crisis on funding 
conditions, weighing down broad economic 
activity. Moreover, banking systems remain 
the weakest link in the evolution of this crisis. 
The persistence of negative annual returns 
and narrowing standard deviation of returns 
of banking sector indexes are largely driven 
by worsening global economic conditions. 
Notwithstanding the resilience of Asia’s banking 
sector, the region may yet prove vulnerable to 
the second-round impact of deleveraging and 
flight-to-safety.

Overall, most Asian economies have not 
seen significant disruption in private domestic 
short-term credit, with domestic interbank 
rates generally under control. Nonetheless, the 
effect of the crisis through the financial channel 
remains significant. Tightened credit conditions 
led to a deceleration in FDI, particularly in Hong 
Kong, China; Singapore; and Thailand in the 
first half of 2008, thereby affecting capital stock 
and technological capability. The slump in Asian 
stock prices has hurt investment and household 
consumption, with private consumption 
starting to weaken in Asian economies such 
as Hong Kong, China; Korea; Philippines; and 
Taipei,China in 2008. Deteriorating business 
and consumer confidence has further dulled 
economic activity, with significant ramifications 
for trade and investment.

Trade Channel

Trade has been a critical channel of contagion to 
the Asian region. As the major driver of growth 
in many Asian economies, the deceleration 
of export growth has reduced income and 
employment. Through their reliance on 

exports and remittances, Asian economies are 
particularly vulnerable to the real-economy 
effects of the global financial crisis.  

Asia’s exports have slowed alongside 
softening external demand, with  the US and 
the EU in recession and Japan’s economy in 
the fourth quarter 2008 suffering its worst 
contraction in 35 years (gross domestic 
product [GDP] fell at an annualized pace of 
12.7%). Notwithstanding the expansion of 
intraregional trade, the rest of the region 
remains closely linked and highly harmonized 
with G-3 markets through the PRC, which has 
become an assembly point for Asia, particularly 
for machinery and transportation equipment 
exports. The slowdown in the region’s exports 
to the PRC reflects its dependence on external 
demand through its forward links to the PRC, 
casting doubt on the de-coupling theory (ADB 
2007a). The slowdown in export growth has, 
in turn, weakened current account balances 
in most economies in Asia and the Pacific 
(Table 1.3). 

The global liquidity squeeze and crisis of 
confidence has also tightened trade financing, 
with bank lending reduced or stopped 
completely, and the risk premium for letters 
of credit has increased. Evidence shows that 
exporters in Indonesia, Korea, and Singapore 
are finding it hard to access trade finance. 
This supply-side constraint to trade has been 
compounded by weak global demand for the 
region’s exports.

Riding Out the Storm:  
Global and Regional Responses

The policy responses of individual economies 
will be shaped by the varied causes and 
manifestations of the financial crisis as well 
as the relative conditions of financial systems. 
Nonetheless, coordinated global fiscal stimulus 
to deal with trade tensions, rising protectionism 
and weak consumer spending, and cooperation 
in macroeconomic policies to support emerging 
and developing economies are needed.

Monetary Easing in Industrial Economies

As the crisis unfolded, the US and eurozone as a 
first line of defense injected liquidity through a 
range of facilities and an increase of swap lines 
or reciprocal currency arrangements. Central 
banks in the US, Canada, and some European 
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economies also coordinated a cut in interest 
rates to support liquidity in the market. But 
market pessimism dampened the anticipated 
impact of monetary easing. 

Broad-based rescue packages, which 
included the purchase of troubled assets and 
commercial paper, direct infusion of capital 
to troubled banks, and the staking of equity 
positions in distressed financial institutions, 
supplemented the easing of monetary policy. 
In October 2008, the US Congress passed 
a $700 billion financial rescue package to 
recapitalize financial institutions and another 
$787 billion economic stimulus bill in February 
2009. The European Central Bank from 
September to October 2008 infused liquidity 
equal to 5.8% of annual eurozone GDP. 
Germany also unveiled a $544 billion package, 
which included equity infusions and loan 
guarantees for banks. The British government 
nationalized distraught banks and committed 
a £500 billion bailout to boost liquidity and 
recapitalize banks. Iceland and France also 
nationalized banks, while other governments 
raised the guarantee on depositor’s savings to 
€50,000, from €20,000. 

The G20 finance ministers, meeting on 
14 March 2009 in Horsham, England, committed 
to taking the necessary action to restore growth 
by maintaining expansionary policies as long as 
needed, using the full range of monetary policy 
instruments, including unconventional policy 
instruments, consistent with price stability.

Monetary Policy Responses in Asia

From mid-September 2008, the balance of risks 
confronting Asia shifted from rising inflation to 
prospects of slowing growth due to spillover 
from the financial crisis. Many Asian economies 
took immediate action through accommodative 
monetary policy, including liquidity support and 
injections to financial institutions, improved 
deposit and loan guarantees, interest rate cuts, 
and other accommodative monetary measures. 

Given its positive but moderate inflation 
rate, Japan cut policy rates from 0.5% to 
0.3% in October 2008, and further to 0.1% 
in December 2008, following rate cuts in the 
US. Korea has cut its key policy interest rates 
325 basis points since early October 2008, 
on top of a $130 billion financial rescue 
plan. Singapore committed additional loan 
support of S$2.3 billion to improve local firms’ 

credit access. The PRC shifted from restrictive 
to expansionary monetary policy, cutting 
benchmark interest rates four times since the 
middle of September 2008, reducing banks’ 
reserve requirement ratios and lifting the credit 
quota. Malaysia, Thailand, and Viet Nam cut 
interest rates, as did Indonesia and Philippines, 
although the latter two were initially more 
constrained due to ongoing concerns about 
inflation and exchange rate volatility.

Economies in the region also undertook 
various measures to stem the slide in equity 
prices, including: (i) widening of trading bands; 
(ii) buying of bank equities in the PRC; and  
(iii) investment in undervalued domestic equities 
in Malaysia.

In response to sharp currency depreciation, 
Singapore abandoned its appreciation policy in 
support of a neutral position, while Indonesia 
limited to $100,000 each month the amount 
that can be purchased from commercial banks 
without an underlying transaction. Korea and 
Singapore established swap lines with the US 
Federal Reserve while PRC, Korea, Malaysia, and 
Singapore expanded the coverage of deposit 
guarantees.

Fiscal Stimulus Takes Center Stage 

Fiscal measures have moved to center stage in 
Asia and the Pacific. The PRC announced the 
biggest fiscal stimulus package, at $586 billion, 
to be invested between the last quarter of 2008 
until 2010 in key sectors such as infrastructure, 
transportation, health, education, industry, 
and environment. Japan announced two sets 
of fiscal stimulus packages amounting to 
$383.1 billion, which include expanded credits 
for small businesses and cash disbursements to 
households.

Korea approved a $207 billion plan for 
2009, while Malaysia unveiled a $2 billion fiscal 
stimulus package for infrastructure spending 
and private sector initiatives, and will announce 
another package for 2009. Thailand passed a 
$3.35 billion package in January 2009, which 
includes cash handouts, tax cuts, education 
loans, and transport subsidies. The Philippines 
recently announced an economic resiliency plan 
amounting to $6.4 billion for the construction 
of classrooms and school buildings, among 
other things.

Economies in the region have also 
implemented selective measures to spur 
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demand. To sustain export-driven growth, the 
PRC announced export tax rebates on labor-
intensive goods, reduced the transfer tax for 
real estate sales, and deferred stamp duty. 
Korea slashed fuel tax rates and some customs 
tariff rates, made targeted tax rebates, and 
granted oil subsidies to some businesses. On 
top of corporate and personal income tax cuts, 
Indonesia plans to shift budget deficit financing 
from volatile capital markets to bilateral and 
multilateral borrowing. The Philippines raised 
its social spending and implemented tax breaks, 
effectively deferring its balanced budget goal 
to 2010.

In October 2008, India approved a 
supplementary budgetary grant to stimulate its 
economy and announced a $4 billion stimulus 
package in December of the same year. The 
government also unveiled two other stimulus 
packages in January and February 2009. Pakistan 
announced a welfare program known as the 
Benazir Income Support Program in an attempt 
to prop up the banking system and attract 
foreign investors with bigger tax holidays.

Beyond the Storm:  
Regional Outlook 

With the deepening of the global financial crisis 
and contraction of economic activity, economic 
growth in the Asian region is expected to 
decelerate further in 2009, following a weak 
2008 (Table 1.1). Notwithstanding robust, albeit 
easing growth in many regional economies, 
the slowdown has gained momentum in Korea 
and PRC as a result of sluggish exports, tight 
credit conditions, and weak FDI and portfolio 
investment. Containing inflation also remains 
a crucial macroeconomic challenge in several 
economies (Table 1.2). 

ASEAN+35

The global slowdown had a negative but 
limited impact on GDP growth in the ASEAN+3 
until Q2 2008. But given the intensification of 
the financial crisis in the second half of 2008, 
growth is expected to moderate to 0.7% in 
2009, from 3.2% in 2008 and 6.4% in 2007.

Tempered growth in the PRC—to 9.0% 
in 2008—is due to the combined effects of 

policy tightening to curb inflation and cool the 
economy, and of softening external demand. 
Notwithstanding buoyant consumption 
supported by growth in real incomes, the pace 
of the economic slowdown accelerated on the 
back of real declines in investments and exports 
due to rising prices and slumping external 
demand. Growth is expected to decelerate 
further to 7.0% in 2009 due to smaller trade 
surpluses and weaker investment.

In Korea, GDP eased to 2.5% in 2008 (from 
5.0% in 2007) due to a sharp contraction in 
domestic demand. The economy is expected to 
contract in 2009 by 3.0%, amid expectations 
of falling exports and weakening private 
consumption and investments.

Japan was in recession even before dismal 
fourth quarter economic growth. Overall GDP 
growth contracted 0.6% in 2008 from 2.4% 
in 2007. For 2009, deteriorating terms of 
trade, currency appreciation, and US import 
contraction will exert downward pressure on 
growth prospects.

Headline inflation moderated in 2008 
in most ASEAN+3 economies—except in 
Cambodia, Indonesia, Philippines and Viet 
Nam—due to the decline in food and oil 
prices. Core inflation is still on the rise in Korea, 
Philippines and Singapore, indicating that 
previously high prices continue to work their 
way through these economies. 

South Asia

Double-digit inflation, fiscal and current 
account imbalances, and weakening local 
currencies in 2008 exerted downward pressure 
on the aggregate growth of economies in  
South Asia, on top of tightened credit 
conditions emanating from the global financial 
crisis. Economic growth in the subregion will 
slide further in 2009 to 4.8% from 6.9% in 
2008, led by the economic slowdown in India, 
its largest economy.

Given that most economies in South Asia 
are net importers of food and fuel, the current 
account deficit in the subregion widened in the 
face of rising prices, albeit somewhat alleviated 
by robust services exports in India and strong 
remittance inflows in Bangladesh, Nepal, and 
Sri Lanka.

5 The 10 economies of the Association of Southeast Asian Nations, plus PRC, Japan, and Korea.
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Central Asia

The economic performance of the subregion 
as a whole is expected to also slow down to 
3.9% in 2009, from 5.7% in 2008, on weaker 
external demand. Remittance inflows will help 
boost private consumption—especially in the 
Kyrgyz Republic, Tajikistan, and Uzbekistan—
and mitigate the negative impact of rising 
prices on the current account balance of net 
importers. A modest improvement is under 
way in Central Asia on the back of lower 
inflation expectations, in 2009, largely due to 
supply factors.

Higher world prices benefited net exporters 
of hydrocarbon and food, most especially 
Kazakhstan and Uzbekistan. On top of food 
price shocks disproportionately affecting the 
poor, net importer economies also had to 
contend with food supply shortages due to 
a subregional export ban and slack domestic 
production.

Australia and New Zealand

Australian and New Zealand GDP growth eased 
in 2008, ending a long economic expansion, 

propelled by housing booms. Australian GDP is 
expected to contrast 0.2% in 2009, while growth 
in New Zealand is expected at 1.7%. Australia 
became vulnerable to a slowdown in the year 
due to its growing current account imbalances, 
which reached more than 6% of GDP in 2007, 
leading to a plunging exchange rate and against 
a backdrop of rising inflation. Despite strong net 
exports on the back of high oil prices, investment 
and household demand weakened as the global 
financial crisis gained traction.

Crisis Aftershocks: Risks to the 
Outlook and Policy Issues

Because the financial crisis has not yet run its 
course and the full impact of aggressive policy 
actions remains to be seen, the outlook is subject 
to several major downside risks: (i) a deeper 
or prolonged global recession, (ii) persistent 
financial stress with volatile capital flows,  
(iii) further tightening of external and domestic 
funding conditions, and (iv) excessive volatility 
in foreign exchange markets and weakening 
of Asian currencies (ADB 2008b). A retreat 
from open trade and emergence of financial 
protectionism is another threat.

Chairman Ramos of BFA speaking with Colin Powell.
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Economic recovery in Asia is expected to 
be protracted as advanced economies grapple 
with the recession. Mature Asian economies, 
including the newly industrialized economies, 
have shown some resilience. But developing 
Asian economies need to find the right policy 
response to the crisis. 

Restoring regional growth under growing 
recessionary pressure

With the US, eurozone, and Japan already in 
recession, the International Monetary Fund 
(IMF) estimated GDP growth in advanced 
economies will contract 0.9% in 2009. Deeper 
or prolonged recessions in the advanced 
economies could signal a further decline 
of growth in Asia’s economies. One of the 
most important policy objectives at present 
is therefore to restore growth without delay. 
Asian economies should act decisively and in a 
coordinated manner.

Due to subsiding inflationary pressures 
in the bulk of Asian economies, governments 
have more scope for substantial fiscal measures 
to stimulate demand, create jobs, and restore 
growth. As a result, various economies in 
Asia have already unveiled stimulus plans to 
(i) shield marginalized groups from the dire 
consequences of the crisis, (ii) boost domestic 
demand, and (iii) maintain domestic confidence 
that can facilitate domestic investment.

An ideal stimulus package should, among 
other things: (i) target individuals who will 
likely spend and not save the funds and/or 
businesses that are likely to increase investment 
and employment, (ii) take effect quickly and 
ideally within a year, and (iii) not result in long-
term fiscal instability (See Box 1.1)

Balancing economic recovery  
and long-term fiscal stability

The restoration of growth in the immediate 
and short-term would ensure the long-term 
fiscal sustainability. But the IMF has warned 
that direct stimulus measures will push up 
government deficits and debt in the long-term, 
if not carefully designed. In addition, falling 
share prices will hit government revenues as 
capital gains taxes decline. Taxes on financial 
sector profits, a significant part of government 
revenue, have already fallen sharply. Other 
expenditures on automatic stabilizers, such as 

unemployment insurance, rise in a recession. 
All of these will widen government deficits 
and undermine long-term fiscal stability. 
Governments must take this into account as 
they ramp up fiscal stimulus. 

Safeguarding financial stability 

Three broad sets of short-term policy responses 
are imperative to ensure financial stability and 
market confidence: (i) crisis management,  
(ii) adequate and timely provision of liquidity, 
and (iii) responses to contain spillover to the 
real economy (ADB 2008b). Crisis management 
implies prudent oversight of financial 
institutions and case-by-case corrective actions. 
Governments in the region should have at their 
disposal a wide range of tools to inject liquidity, 
such as lender of last resort facilities, deposit 
insurance schemes, and official guarantees, 
among others. Measures such as guarantees on 
new lending, capital injections to the banking 
system, public sector buying of firms’ financial 
instruments, or central bank credit extensions 
may also be warranted.

Rebalancing growth from exports  
to domestic demand

The global crisis has hurt Asian economies 
mostly through exports. The collapse of demand 
from traditional export markets in the US, EU, 
and Japan has resulted in a sharp deterioration 
of exports from emerging economies in Asia. 
Structural reforms at the country level are 
therefore urgently required to shift growth from 
dependence on exports and onto domestic 
demand. Structural reforms that continue to 
address policy uncertainty, strengthen governance 
and legal and institutional frameworks, and 
expand regulatory capacity will improve 
competitiveness, economic efficiency, and 
productivity, and thereby encourage domestic 
consumption and investment (ADB 2009b).

At the regional level, it is essential to 
rebalance the sources of growth from too much 
reliance on trade outside Asia to trade within 
Asia. Trade within Asia varies greatly from 
region to region. Intraregional trade in East Asia 
was 56% of the total in 2005, even higher than 
the North American Free Trade Agreement and 
European Union countries. But intraregional 
trade in South Asia, the Pacific, Central Asia, 
and even within ASEAN—the most integrated 
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grouping of Asia—fall short of potential. In 
the long-term, market integration is crucial 
to ensure free flowing goods and services 
within each of the subregions and regions in 
Asia. Such subregional market integration will 
help significantly increase cross-border trade 
and encourage greater market integration. 
To facilitate the process, it is important to 
continue trade and investment liberalization 
and facilitation: the goal of forming the ASEAN 
Economic Community by 2015 is a move in the 
right direction.

Preventing protectionism

Trade protectionism may be negligible at this 
stage of the global financial crisis, with the 
urgent priority on restoring growth and fixing 
the financial and banking system. But worrying 
signs of protectionism have already emerged in 
both developed and developing countries. The 
classical type of trade protectionism, through 
increased tariffs, may not be as popular as 
in the past due to a number of global and 
regional mechanisms in place to reduce and 
bind tariffs. Nonetheless, protectionism may 
come back in the form of non-tariff measures 
such as subsidies, domestic support, standards 
and conformity, and other ways.

The emergence of new type of 
protectionism, so-called financial or capital 
protectionism, is another worrying trend. 
Financial or capital protectionism limits finance 

to domestic firms and discriminates trade by 
imposing local-content requirements in fiscal 
stimulus packages. This may have a devastating 
impact on trade financing facilities for Asian 
developing countries. Asia therefore has to 
commit to preventing the rise of both trade 
and finance protectionism within the region 
and in the world.  

Need for greater regional cooperation on 
foreign exchange policy 

Foreign exchange policy cooperation and 
coordination are needed. With the notable 
exception of the Japanese yen and the PRC 
yuan, most Asian currencies have tumbled 
against the US dollar since mid-September. Even 
more worrisome is the heightened volatility and 
growing divergence in currency movements 
within the region.  

While Asian countries all understand how 
sensitive this is, helping stabilize currency 
movements between trading partners in 
Asia can fortify the accelerating trend of 
intraregional trade and investment flows. Asian 
countries should avoid competing against each 
other through currency depreciations. After all, 
when the dust of the crisis settles and there 
is less demand for US dollars by US financial 
institutions, capital flows may naturally surge 
once more. Asia should be ready with a 
coordinated response to what would likely be 
renewed appreciation pressures (ADB 2009b).
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Box 1.1: Fiscal Stimulus 

The wealth erosion, credit squeeze, and economic uncertainty of the global financial crisis have worked 
together to greatly reduce aggregate demand. Due to the depth and breadth of the crisis, an export-led 
recovery and traditional monetary stimulus would have less traction in shoring up economies. In this case, 
a fiscal stimulus is decidedly beneficial and even essential to supporting economies in the short run. To be 
effective, fiscal stimulus should be well targeted, timely, temporary, and transparent. 

Targeting

Because the objective of a stimulus is to bolster demand, funds should be pumped into sectors where 
spending would likely increase immediately. Policies aimed at low to moderate income households with 
a higher propensity to spend will be more effective. Similarly, an extension of unemployment insurance 
benefits would have the biggest bang for the buck, as cutbacks in the spending of unemployed workers 
due to lost wages would be prevented. 

Timely

Good fiscal stimulus should expedite economic recovery. Due to the time required to set-up new 
government spending programs, funds to currently existing programs must be sustained or advanced. 
Rather than cutting back on spending, raising public investment on infrastructure and education would 
not only stimulate the economy in the short-run by generating jobs, but also spur growth in the long run 
by improving productivity. Given the uncertain response of households and firms, due to larger multiplier 
effects, increased public spending measures may be more advantageous than tax cuts and transfers. 

Temporary

A stimulus policy should be temporary. It should not extend beyond the relevant time frame, as it would 
entail revenue losses and exacerbate future fiscal problems. Expectations of future deficits put upward 
pressure on interest rates, which subsequently undermine current recovery. 

Transparent

Tools to pump-prime the domestic economy should guard against protectionist measures such as sector-
specific subsidies and preferential treatment for domestic products. Rather than interfere with the firms’ 
operational decisions, government could guarantee new credit, to accompany the credit restructuring of 
firms. This is the approach underlying International Monetary Fund-supported program lending: lending 
plus policy adjustment.

A Coordinated and Collective Effort

The global scope of the crisis calls for a collective approach to providing fiscal stimulus. Although fiscal 
maneuvering may be limited by volatile capital flows, large debt, and huge risk premium in many low 
income and emerging economies in Asia, countries that have fiscal room must use it given the gravity and 
international dimension of the economic slowdown. It is imperative that countries coordinate stimulus 
efforts, such as exchange of fiscal policy information to prevent “beggar-thy-neighbor” policies.

Sources: Lee (2003), Mishel, L., Eisenbrey, R., and Irons, J (2008). Spilimbergo, A., Symansky, S., Blanchard, O., and Cottarelli, C. (2008).
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Table 1.1  
Growth Rate of GDp (% per year)

Subregion/Economy 2004 2005 2006 2007 2008 20091 20101

A. ASEAN+3

Brunei Darussalam2 0.5 0.4 4.4 0.6 (2.7) (0.4) 2.3

Cambodia 10.3 13.3 10.8 10.2 6.5 2.5 4.0

China, People’s Republic of 10.1 10.4 11.6 13.0 9.0 7.0 8.0

Indonesia 5.0 5.7 5.5 6.3 6.1 3.6 5.0

Japan3 2.7 1.9 2.0 2.4 (0.6) (2.6) 0.6

Korea, Republic of 4.7 4.2 5.1 5.0 2.5 (3.0) 4.0

Lao PDR 7.0 6.8 8.3 7.8 7.2 5.5 5.7

Malaysia 6.8 5.3 5.8 6.3 4.6 (0.2) 4.4

Myanmar2 13.6 13.6 13.1 11.9 2.0 6.0 4.0

Philippines 6.4 5.0 5.4 7.2 4.6 2.5 3.5

Singapore 9.3 7.3 8.4 7.8 1.1 (5.0) 3.5

Thailand 6.3 4.6 5.2 4.9 2.6 (2.0) 3.0

Viet Nam 7.8 8.4 8.2 8.5 6.2 4.5 6.5

Weighted Average* 5.0 4.7 5.4 6.4 3.2 0.7 3.6

B. South Asia

Bangladesh 6.3 6.0 6.6 6.4 6.2 5.6 5.2

India 7.5 9.5 9.7 9.0 7.1 5.0 6.5

Nepal 4.4 3.2 3.7 2.7 5.3 3.0 3.5

Pakistan 7.5 9.0 5.8 6.8 5.8 2.8 4.0

Sri Lanka 5.4 6.2 7.7 6.8 6.0 4.5 6.0

Weighted Average* 7.3 9.1 9.0 8.5 6.9 4.8 6.1

C. Central Asia

Kazakhstan 9.6 9.7 10.7 8.9 3.2 2.0 3.3

Kyrgyz Republic 7.0 (0.2) 3.1 8.5 7.6 4.0 6.0

Mongolia 10.6 7.3 8.6 10.2 8.9 3.0 4.5

Tajikistan 10.6 6.7 7.0 7.8 7.9 3.0 4.0

Turkmenistan 14.7 13.0 11.4 11.6 10.5 10.0 10.0

Uzbekistan 7.7 7.0 7.2 9.5 8.5 7.0 6.5

Weighted Average* 9.7 9.0 9.7 9.2 5.0 3.5 4.4

D. pacific

Australia3 3.9 2.8 2.9 3.9 2.1 (0.2) 1.8

New Zealand2 4.5 2.7 1.9 3.2 0.7 1.5 2.3

Weighted Average* 4.0 2.8 2.8 3.8 1.9 0.0 1.9

E. Middle East

Iran, Islamic Republic of 2 5.1 4.7 5.8 6.4 5.5 5.0 4.9

Israel2 5.0 5.1 5.2 5.4 4.3 2.8 3.4

Weighted Average* 5.1 4.9 5.6 6.0 5.0 4.2 4.3

% = percent, ( ) = negative value, ADB = Asian Development Bank, ASEAN = Association of Southeast Asian Nations, GDP = gross domestic 
product, GNI = gross national income, IMF = International Monetary Fund, Lao PDR = Lao People’s Democratic Republic.

* Annual GNI values were used as weights.

1 ADB forecast unless otherwise stated.
2 Based on IMF figures. In the case of Myanmar, only 2008-2010 growth rates are IMF estimates.
3 Figures for 2004-2008 are derived from national sources, while 2009-2010 forecasts are from IMF. 

Sources: ADB Asian Development Outlook 2009; IMF World Economic Outlook October 2008 and January 2009 Update; Economic Research and 
Social Research Institute of Japan, and Australian Bureau of Statistics.
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Table 1.2  
Inflation (annual % change)

Subregion/Economy 2004 2005 2006 2007 2008 20091 20101

A. ASEAN+3

Brunei Darussalam2 0.9 1.2 0.2 0.3 2.7 1.5 1.2

Cambodia 3.8 5.9 4.7 5.9 19.7 7.0 4.3

China, People’s Republic of 3.9 1.8 1.5 4.8 5.9 0.8 1.0

Indonesia 6.1 10.5 13.1 6.4 10.3 6.3 6.9

Japan2 0.0 (0.3) 0.3 0.0 1.6 0.9 1.2

Korea, Republic of 3.6 2.8 2.2 2.5 4.7 2.0 2.0

Lao PDR 10.5 7.2 6.9 4.5 7.6 5.0 6.0

Malaysia 1.4 3.1 3.6 2.0 5.4 1.5 2.4

Myanmar2 3.8 10.7 26.3 32.9 26.4 30.0 23.5

Philippines 6.0 7.6 6.2 2.8 9.3 4.5 5.0

Singapore 1.7 0.5 1.0 2.1 6.5 0.5 2.0

Thailand 2.8 4.5 4.6 2.3 5.5 0.5 1.5

Viet Nam 7.7 8.3 7.5 8.3 23.0 4.0 5.0

Weighted Average* 1.6 1.1 1.5 2.2 4.0 1.2 1.6

B. South Asia

Bangladesh 5.8 6.5 7.2 7.2 9.9 7.0 6.5

India 6.4 4.4 5.4 4.7 8.7 3.5 4.0

Nepal 4.0 4.5 8.0 6.4 7.7 10.0 8.0

Pakistan 4.6 9.3 7.9 7.8 12.0 20.0 6.0

Sri Lanka 9.0 11.0 10.0 15.8 22.6 8.0 6.0

Weighted Average* 6.2 5.3 5.9 5.5 9.4 5.6 4.4

C. Central Asia

Kazakhstan 6.9 7.6 8.6 10.8 17.3 10.0 6.4

Kyrgyz Republic 4.1 4.4 5.6 10.2 24.5 15.0 12.0

Mongolia 8.2 12.7 5.1 7.5 26.8 9.5 8.0

Tajikistan 7.2 7.3 10.0 13.2 20.7 15.5 9.5

Turkmenistan 5.9 10.7 8.2 6.3 8.9 12.0 10.0

Uzbekistan 6.6 10.2 14.3 12.3 13.0 12.5 13.0

Weighted Average* 6.7 8.4 9.4 10.7 16.6 10.8 8.0

D. pacific

Australia2 2.3 2.7 3.5 2.3 4.6 3.6 3.0

New Zealand2 2.3 3.0 3.4 2.4 4.2 3.8 2.7

Weighted Average * 2.3 2.7 3.5 2.3 4.5 3.6 2.9

E. Middle East

Iran, Islamic Republic of 2 15.3 10.4 11.9 18.4 26.0 22.0 18.0

Israel2 (0.4) 1.3 2.1 0.5 4.8 3.3 2.0

Weighted Average* 8.3 6.5 7.9 11.4 17.8 14.7 11.8

% = percent, ( ) = negative value.

ADB = Asian Development Bank, ASEAN = Association of Southeast Asian Nations, GDP = gross domestic product,  
GNI = gross national income, IMF = International Monetary Fund, Lao PDR = Lao People’s Democratic Republic.

* Annual GNI values were used as weights.
1 ADB Forecast unless otherwise stated
2 Based on IMF figures. In the case of Myanmar, only 2009-2010 figures are IMF estimates.

Sources: ADB Asian Development Outlook 2009 and IMF World Economic Outlook, October 2008.
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Table 1.3  
Current Account Balance (% of GDP)

Subregion/Economy 2004 2005 2006 2007 2008 20091 20101

A. ASEAN+3

Brunei Darussalam2 36.8 42.4 45.6 40.5 46.1 39.3 35.3

Cambodia (8.2) (9.6) (7.2) (7.8) (14.0) (16.0) (10.0)

China, People’s Republic of 3.6 7.2 9.5 11.0 10.1 8.4 7.8

Indonesia 0.6 0.1 2.9 2.4 0.1 (0.6) 0.8

Japan2 3.7 3.6 3.9 4.8 4.0 3.7 3.3

Korea, Republic of 4.1 1.9 0.6 0.6 (0.7) 1.9 1.4

Lao PDR (8.0) (17.8) (13.7) (19.7) (18.9) (15.9) (16.0)

Malaysia 12.1 14.5 16.3 15.6 17.9 14.0 13.8

Myanmar2 2.4 3.7 7.1 9.1 3.6 1.6 (0.3)

Philippines 1.9 2.0 4.5 4.9 2.5 1.0 2.0

Singapore 18.1 22.7 25.4 23.5 14.8 10.0 14.0

Thailand 1.7 (4.3) 1.1 5.7 (0.1) 8.0 4.5

Viet Nam (3.4) (0.9) (0.3) (9.9) (9.3) (11.5) (9.7)

Weighted Average* 3.9 4.5 5.6 6.7 5.5 5.1 4.7

B. South Asia

Bangladesh 0.3 (0.9) 1.3 1.4 0.9 0.2 (0.5)

India (0.4) (1.2) (1.1) (1.5) (3.0) (1.5) (2.0)

Nepal 2.7 2.0 2.2 (0.1) 2.6 1.5 1.0

Pakistan 1.3 (1.6) (4.0) (4.8) (8.4) (6.0) (4.5)

Sri Lanka (3.1) (2.7) (5.3) (4.5) (7.1) (7.5) (7.0)

Weighted Average* (0.2) (1.2) (1.3) (1.7) (3.4) (2.0) (2.3)

C. Central Asia

Kazakhstan 0.8 (1.8) (2.5) (7.0) 6.7 (2.0) (0.5)

Kyrgyz Republic 1.3 (1.6) (10.1) (6.0) (10.5) (10.0) (10.0)

Mongolia 3.5 3.8 11.8 4.4 (12.9) (7.0) (6.0)

Tajikistan (4.0) (2.7) (2.8) (11.2) (9.3) (8.8) (7.0)

Turkmenistan 0.6 5.1 16.3 16.1 33.4 35.0 35.0

Uzbekistan 10.2 14.3 17.2 19.1 18.0 11.0 10.5

Weighted Average* 2.7 2.1 2.6 (0.8) 8.9 2.1 3.1

D. pacific

Australia2 (6.1) (5.8) (5.3) (6.2) (4.9) (4.3) (4.4)

New Zealand2 (6.4) (8.5) (8.7) (8.2) (9.3) (8.1) (7.4)

Weighted Average* (6.1) (6.2) (5.8) (6.5) (5.5) (4.8) (4.8)

E. Middle East

Iran, Islamic Republic of 2 0.9 8.8 9.2 10.1 11.2 6.7 4.7

Israel2 2.4 3.2 5.9 3.2 0.4 0.5 0.9

Weighted Average* 1.5 6.4 7.9 7.4 7.0 4.3 3.2

% = percent, ( ) = negative value.

ADB = Asian Development Bank, ASEAN = Association of Southeast Asian Nations, GDP = gross domestic product, GNI = gross national income,  
IMF = International Monetary Fund, Lao PDR = Lao People’s Democratic Republic, PRC = People’s Republic of China.

* Annual GNI values were used as weights.
1 ADB Forecast unless otherwise stated
2 Based on IMF figures. In the case of Myanmar, only 2008-2010 figures are IMF estimates.

Sources: ADB Asian Development Outlook 2009 and IMF World Economic Outlook, October 2008.
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Figure 1.1  
Stock price Indexes (1 Jul 2008 to 31 March 2009, % change)

Source: Bloomberg data.
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Figure 1.2  
Regional Currencies (1 July 2008 to 31 March 2009, % change)

Latest closing as of 30 January 2009, based on the US$ value of local currency. Negative values indicate depreciation of 
local currency.

Source: Bloomberg data.
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Figure 1.3  
External Vulnerability

1 External vulnerability ratio is derived by dividing the sum of current account deficit, short-term debt, and foreign holdings of 
stocks and local currency bonds by total reserves. Currency movement is the percentage changes of the US$ value of local 
currency. Negative values indicate depreciation of local currency, and positive values indicate appreciation..

Sources: Bloomberg, Citibank, IMF IFS Online, IMF WEO October 2008, and Joint External Debt Hub.
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CHAPTER 2

Regional Monetary and 
Financial Cooperation 
in a Global Economic 
Crisis

Financial Sectors and Banking 
Systems in Asia

Highly vulnerable to external shocks

During the latter part of 2008, the global 
liquidity squeeze saw capital flows 
reverse in most Asian economies, which 
in turn led to exchange rate volatility, 

plunging equity prices, and an increase in the 
price of risk. While the direct impact of the crisis 
has so far been moderate on emerging Asian 
financial markets and its banking systems, 
there is no guarantee that it will remain that 
way: continued banking and financial stability 
cannot be taken for granted. Indeed, it is 
too early to gauge to what extent and how 
profound the impact of the crisis may be on the 
Asian financial sector, with the global economic 
and financial crisis still unfolding.

The interactive, downward spiral of 
troubled assets, capital inadequacy, and illiquid 
credit markets intensified in the second half 
of 2008, spreading turmoil across advanced 
market economies. Growing concerns over 
solvency triggered bankruptcies, forced mergers 
and public interventions in the United States 
(US) and Europe. These problems are playing 
a key role in transmitting the crisis to other 
financial institutions and to the real economy. 
In response, a drastic reshaping of the global 
financial architecture is underway. 

Financial integration in Asia is still weak, 
as seen in data showing intraregional asset 

holdings among 13 member economies of 
the Boao Forum (Table 2.1). Intraregional asset 
holdings as a percentage of the total rose from 
2001 and 2007, but remain below 20%. And 
East Asian markets tend to be relatively more 
integrated with global markets than with one 
another, particularly when compared with 
Europe (Kim, Lee and Shin 2007). 

The Asian Development Bank (ADB) has 
observed declining interbank rate differentials 
and converging bond yields among 10 Asian 
economies (ADB 2008c). But interbank rate 
differentials remain higher than comparable 
European Union (EU) figures before the 
introduction of the euro. In the same ADB 
study, which examined cross-border portfolio 
holdings of assets and liabilities of 16 Asian 
economies, the data likewise show that while 
Asian financial integration has been rising, it 
remains limited. 

Clearly, therefore, Asia’s financial sectors 
remain vulnerable to external shocks, particularly 
those emanating from global financial centers. 
The resilience of the Asian financial sectors 
partially stems from more prudent policies and 
a more conservative approach in its banking 
systems in the aftermath of the 1997/98 
financial crisis, with dramatic improvements 
in financial regulation and supervision  
since then. 

Reforms have focused on the strengthening 
of financial systems and their alignment with 
best practices to bolster efficiency and reduce 
vulnerability to crisis. Attempts have been 
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made to broaden access to credit by reforming 
banks while strengthening bond and equity 
markets as a platform for allocating capital 
to larger institutions. Such reforms have also 
sought to bolster financial sector efficiency 
and innovation. Competition in the banking 
sector has been increased by easing entry rules, 
notably for foreign banks, and by encouraging 
greater private sector ownership, subject to 
prudent capital requirements. In addition, 
reforms have promoted appropriate business 
conduct and greater financial integrity. 
Sound and independent regulatory regimes 
have been established, prudential banking 
regulations strengthened, private monitoring 
of banks encouraged, corporate governance 
and financial disclosure improved, and deposit 
insurance and sufficient protections for debt 
and equity holders introduced. Payments 
systems have also been improved.

Many Asian economies have also committed 
themselves to a variety of globally accepted 
standards and codes. They have adopted 
the Bank for International Settlements’ Basel 
banking rules, the International Organization of 
Securities Commission standards for bond and 
equity markets, the International Association of 
Insurance Supervisors rules for insurance, and 
the Committee on Payments and Settlement 
Systems regulations for payments systems. 
Asia complies fairly well with these standards 
compared with other regions, while many Asian 
economies are also now aiming to comply with 
the Basel II Core Principles.  

However, a significant part of Asia’s weak 
financial integration has to do with its level and 
disparity of economic development, particularly 
when compared with Europe. ADB notes that 
“Asia’s legacy of underdeveloped national 
financial markets and institutions is perhaps 
the biggest impediment to greater financial 
integration and intermediation. While some 
economies have more developed financial 
sectors than others,  all of which have made 
huge progress over the past decade, the 
traditional dependence on bank financing and 
the legacy of financial repression have stunted 
the growth of equity and bond markets in many 
economies” (see ADB 2008c).

Controls on capital account transactions 
have been found to have a persistent effect on 
the volume of cross-border claims. The impact 
of such controls is longest when they have been 
maintained for an extended period. Similarly, 

the limited openness of national financial 
markets impede development. These factors 
hinder the issuance of local currency bonds, 
limit investment in foreign bonds by domestic 
investors, and prevent foreign borrowers 
from issuing bonds denominated in different 
currencies in Asian markets.

The divergence of macroeconomic policies 
in East Asia may also hamper regional financial 
integration. Different exchange rate regimes 
lead to higher exchange rate volatility between 
various currencies. Weak fiscal positions in some 
economies also prevent involvement in efforts 
at stronger regional financial cooperation. 

Relatively prudent banking systems 

The global financial crisis is still unfolding and 
its prolonged impact on the manufacturing 
sector may still severely impair the resilience of 
the Asian banking sectors. But Asian banking 
systems have so far weathered the crisis, and 
their relative strength has provided ample room 
to implement proactive policies that shield them 
from further fallout from the crisis (as discussed 
later in this chapter). An ADB report attributes 
the resilience of regional banking and financial 
systems to:

“…(i) the very limited direct exposure 
of the region to subprime and other 
related securitized products; (ii) rela-
tively strong bank balance sheets with 
a return to profitability—as impaired 
loans from the 1997/98 Asian 
financial crisis have been worked off; 
(iii) improvements in risk and liquidity 
management; (iv) strengthening of 
supervisory and regulatory systems; 
and (v) moves by banks into new 
and profitable domestic business 
lines such as consumer lending. The 
move into consumer lending implies 
an absence of the strong search for 
yield that led many banks and other 
financial institutions in industrialized 
economies to take on too much 
leverage and risk” (ADB 2008b).

As of 3 March 2009, $1.2 trillion in total 
writedowns and credit losses were reported, 
with only about $30 billion—or about 3%—
attributed to Asian financial institutions. 
Moreover, the bulk of the latter was concentrated 
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in Japan and, to a lesser extent, the People’s 
Republic of China (PRC). 

Crucial prudential indicators show the 
relative health of the banking systems in capital 
adequacy, profitability, and liquidity cushions. 
Loan-to-deposit ratios across the region, except 
Australia and the Republic of Korea (Korea), 
have been rather conservative (Figure 2.1) 
and many banking systems report high ratios 
of short-term assets to liabilities. The ratio of 
nonperforming loans to total loans continued 
to decline through 2008 (Table 2.2) while the 
key measure of capital adequacy has been 
sustained at high levels (Table 2.3).

Through the first three quarters of 2008, 
most banking systems in the region continued 
to report relatively high rates of return on 
assets and equity, and did not experience 
increases in impaired assets (Tables 2.4 and 
2.5). This performance reflects a relatively 
limited exposure of the region’s banks to toxic, 
structured mortgage products that globally 
were sold extensively. Given business that was 
largely domestically focused and relatively 
strong economies, the profitability of emerging 
East Asia’s banking systems remained generally 
high in 2008. 

Regional Response to  
the Global Crisis

Liquidity support through  
the Chiang Mai Initiative

In the context of the current financial crisis, the 
ASEAN+3 Chiang Mai Initiative (CMI), started 
in 2000, remains the hallmark liquidity support 
facility in East Asia. With the core objectives of 
addressing short-term liquidity difficulties in the 
region and supplementing current international 
financial arrangements, the CMI formed a 
network of bilateral swap and repurchase 
agreements among PRC, Japan, Korea, and 
individual ASEAN economies.

By May 2005, the CMI framework had 
incorporated various improvements, including: 
(i) an enhanced ASEAN+3 economic surveillance, 
(ii) a clearly defined swap activation process, 
(iii) a collective decision-making mechanism 
for the bilateral swap arrangements as a step 
toward multilateralization, (iv) a significant 
increase in the size of the swaps, and (v) an 
improved drawdown mechanism allowing 
10–20% of withdrawals without International 
Monetary Fund (IMF)-supported program. As 

Chairman Liu Mingkang of China Banking Regulatory Commission discussing with bankers and scholars on the balance of 
financial innovation and oversight.
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of February 2009, the number of bilateral swap 
arrangements (BSA) had reached 17, with a 
total funding volume of $90 billion.

ASEAN+36 is developing BSAs into a more 
efficient regional financing framework. In 2006, 
it increased the effectiveness of the financing 
framework by introducing collective decision-
making wherein financing countries are called 
upon within 2 days after the outbreak of a crisis, 
and fully provide the support required within one 
week after deciding to finance. The ASEAN+3 
Finance Ministers’ Meeting in May 2006 
agreed to initiate discussions on developing the 
framework for multilateralization. Members 
completed the first stage of discussions in May 
2007 by agreeing to a self-managed foreign 
exchange reserve pooling arrangement under a 
contractual agreement and to strengthen their 
surveillance of financial and economic trends 
through the ASEAN+3 Economic Review and 
Policy Dialogue.

In the second half of 2007, countries held 
working-level discussions on concrete plans for 
multilateralization of current BSAs, including 
financing methods. In particular, at the ASEAN+3 
Finance and Central Bank Deputies’ Meeting in 
November 2007, members discussed the volume 
of the multilateralized CMI fund, borrowing 
quotas by groups, and details including payment 
methods and borrowing conditions. 

At a February 2009 meeting of ASEAN+3 
finance ministers, they stressed the importance 
of implementing the multilateralization of the 
CMI and agreed that: 

• The total size of Chiang Mai Initiative 
Multilateralisation (CMIM) will be increased 
from the initially agreed $80 billion to $120 
billion, the proportion of the amount of 
contribution between ASEAN and the plus 
three7 countries will be maintained at 20:80 
respectively. 

• The regional surveillance mechanism should 
be further strengthened into a robust and 
credible system that will facilitate prompt 
activation of the CMIM. An independent 
regional surveillance unit will be established 
to promote objective economic monitoring. 

• After the above surveillance mechanism 
becomes fully effective in its function, the 

IMF de-linked portion may be increased 
above the current limit of 20% (ASEAN+3 
2009).

Developing Asian Bond Markets and 
Implementing the Asian Bond Markets 
Initiative

One of the most valuable lessons of the 1997/98 
crisis was that the region must develop bond 
markets as an alternative funding source to 
bank loans. Asia, particularly East Asia, has 
reached a consensus on the need to promote 
the development of regional bond markets to 
ensure the availability of long-term domestic 
currency funding, prevent maturity and currency 
mismatches, and channel the region’s savings 
into regional investment. 

In August 2003, the ASEAN+3 finance 
ministers established the Asian Bond Markets 
Initiative (ABMI) to promote the development 
of domestic and regional bond markets by  
(i) facilitating a wide variety of issuers’ access 
to the bond markets, and (ii) removing policy 
and regulatory impediments to developing the 
markets.  

Bond markets in the region have been 
dominated largely by government bonds. 
Emerging East Asia’s local currency bonds 
outstanding grew nearly 15% in 2008 and 
fell sharply in the last quarter of 2008 as 
bond issuance by central banks and monetary 
authorities plummeted due to a reversal in 
capital flows that negated the need for any 
sterilization. Government bonds continued to 
dominate the market in 2008.  But unfavorable 
market conditions during the last quarter led 
to a slowdown in government bond issuance. 
Emerging East Asia’s local currency government 
bond markets grew to $2.75 trillion in the last 
quarter of 2008, from $2.73 trillion in the third 
quarter (ADB 2009a).

Corporate bond market growth slowed 
as risk premiums spiked and credit conditions 
remained stressed. The corporate bond market 
for emerging East Asia grew 5.1% in the last 
quarter of 2008, driven by growth in PRC, Korea, 
Philippines, Thailand, and Viet Nam. Corporate 
bond markets contracted in Hong Kong, China; 
Indonesia; Singapore; and Malaysia. 

6 The Association of Southeast Asian Nations plus PRC, Japan, Korea.
7 PRC, Japan, and Korea.
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Significant ABMI progress has been made 
in various relevant fields (Box 2.1) in 2008. A 
new ABMI road map was agreed at the 11th 
ASEAN+3 Finance Ministers’ Meeting in May 
2008, its objective to have member countries 
voluntarily develop local currency-denominated 
bond markets. Through the efforts of individual 
countries and the concerted efforts of 
ASEAN+3, it will also develop a regional bond 
market that is more accessible for both issuers 
and investors (Figure 2.2).

Preserving the Gains of Regional 
Financial Cooperation

Improving regional financial architecture

The question is not only whether economies 
in Asia and the Pacific should pursue greater 
financial liberalization, including greater 
financial integration, but also whether Asian 
economies can create efficient regional 
institutions to manage and facilitate regional 
financial cooperation and integration. The 
argument for promoting regional integration 
therefore usually highlights the institutional 
dimension. 

One of the most important mechanisms to 
encourage regional financial cooperation in Asia 
is the Policy Dialogue and Surveillance Process 
(PDSP). At present, the PDSP is carried out 
through ASEAN+3’s Economic Review and Policy 
Dialogue and the ASEAN Surveillance Process, 
each with a peer pressure mechanism to induce 
appropriate policy responses and reforms in the 
financial sector. The European and, more recently, 
the Asian experiences show that peer pressure 
has promoted the upgrading and harmonization 
of local practices in the functioning of financial 
systems, including accounting, tax treatment, 
and even regulation and supervision (Garcia-
Herrero and Wooldridge 2007). Regional 
institutions can apply peer pressure and also 
foster dialogue and information sharing as well 
as best practices in financial regulation and 
supervision (ADB 2008c).

Whether under the purview of ASEAN or 
the ASEAN+3, to ensure its effectiveness the 
PDSP should be transparent, comprehensive, 
and open. One way to attain these qualities is to 
restructure objectives and align them more closely 
with the current global and regional reform 
agenda. Instead of focusing only on the ability 
to anticipate a crisis and minimize its impact, 

the PDSP should also aim at: (i) coalescence  
of common interests in the region and their 
projection in a global rules setting, (ii) support 
of domestic policy making and hence domestic 
stability and growth through the provision of 
mechanisms for discussion of economic issues 
and problems and the creation of peer pressure 
for policy makers in countries not performing as 
well, and (iii) provision of the necessary inputs 
for regional economic cooperation.

Given the need to enhance coordination 
within and across domestic financial systems 
and to help face the current turmoil in global 
financial markets, the establishment of a new, 
high-level Asian Financial Stability Dialogue 
on financial sector issues becomes a particular 
priority (see ADB 2008c). This could operate in 
parallel with the Economic Review and Policy 
Dialogue, which addresses macroeconomic 
cooperation. An Asian Financial Stability 
Dialogue would bring together the authorities 
responsible—finance ministries, central banks, 
and other financial supervisors and regulators—
to address financial market vulnerabilities, 
regulations, and efforts at integration, and 
engage in dialogue with the private sector. Its 
immediate task would be to consider appropriate 
responses to the global financial situation. In 
the longer term, it could promote discussion of 
challenges arising, for instance, from financial 
conglomeration and internationalization, 
and seek to develop codes for best practices 
in investment and service agreements. And 
because government-level groups may not be 
able to capture the complex nature of financial 
regulation in a rapidly changing world and 
across varying systems, greater private sector 
involvement would be needed, notably in crisis 
management coordination and development 
of protocols to share information.

Strengthening the regional supervisory  
and regulatory framework

Identifying reforms in the international financial 
architecture will enable various regional 
forums to coalesce around common interests 
and project them in a global rules setting. As 
indicated earlier, this can help sustain regional 
financial cooperation without expending a great 
deal of political capital. A logical outcome of 
this process is the identification of areas where 
regional and national reforms can support 
the global effort. ADB has provided a useful 
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summary of the main issues at the international, 
regional, and national levels (ADB 2008b):

Strengthening transparency and accounta
bility: Special attention needs to be paid to 
measures that would strengthen financial 
system transparency. This is in response to the 
problem associated with the opacity of complex 
derivative products and the lack of clarity about 
who holds the risks. Accordingly, disclosure of 
complex financial products and of the financial 
conditions of firms should be emphasized.

Enhancing sound regulation and prudential 
oversight: Weaknesses and gaps in financial 
sector regulation and supervision arguably 
allowed excessive leverage and risk taking, and 
the buildup of significant off–balance sheet 
leverage in Special Investment Vehicles and 
other conduits. Accordingly, strengthening and 
broadening regulation and oversight can help 
address those features of regulatory regimes 
that may have contributed to the current 
turmoil.

Regulators need to strike an appropriate 
balance between competing objectives such as 
fostering financial innovation and maintaining 
financial stability. In doing so, however, they 
need to resolve issues regarding regulatory 
gaps and ensure that all financial institutions 
and markets are subject to “appropriate” 
supervision or oversight.

Mitigating procyclicality of financial systems: 
Regulators should consider designing prudential 
regulation in a countercyclical fashion, including 
forward-looking risk evaluation and adequate 
liquidity provisioning, to help avoid large 
financial swings and their destabilizing effects 
on the economy. Currently, most financial 
systems exhibit a high degree of procyclicality. 
For example, as a result of variations in specific 
provisioning and changes in perceived risk, the 
Basel II framework may lead to a situation where 
the amount of capital banks are required to 
hold declines during business cycle expansions 
and increases during contractions. Particularly 
in emerging market economies, excessive risk 
taking during booms—associated with large 
capital inflows and rapid domestic credit 
growth—is often the origin of a financial crisis. 
Maturity and currency mismatches on financial 
and nonfinancial balance sheets during booms 
also add severe strain on currencies and financial 

systems. Effective risk analysis by financial 
institutions, together with countercyclical and 
forward-looking prudential provisioning, will 
therefore help sustain financial stability through 
the down cycle.

Reinforcing regional cooperation in regu
lation: Asian economies should strengthen 
the existing ASEAN+3 framework by sharing 
more information, harmonizing prudential 
indicators, increasing coordination in the 
conduct of early warning system analysis, and 
more openly discussing national and regional 
policy interventions. To help monitor potential 
financial vulnerabilities and to develop a plan of 
action in response to the immediate challenges 
of a financial crisis an “Asian Financial Stability 
Dialogue” can be established with the help of 
the private sector, 

Broadening and deepening financial markets 
to enhance resilience: Broadening and 
deepening financial markets—in particular local 
currency bond markets—remains an important 
long-term goal for more efficient and resilient 
domestic financial systems. The development of 
liquid and well-functioning local currency bond 
markets offers an alternative financing source 
to bank loans, provides long-term domestic 
currency funding for investment, and helps 
foster regional financial stability. A broad range 
of reforms is required to develop well-integrated 
and functioning Asian bond markets. This 
includes: (i) improving the legal and regulatory 
frameworks to ensure transparency and 
investor protection; (ii) removing impediments 
to market entry and investment, particularly 
those on capital and exchange controls;  
(iii) broadening and diversifying the investor 
base; (iv) strengthening capacity of regulators; 
and (v) improving related infrastructure such 
as clearing and settlement, credit guarantee, 
and data collection. At the regional level, for 
instance, the new medium-term road map 
under the Asian Bond Markets Initiative aims to 
address many of these issues.

Contributing to the strengthening the 
international financial system

In the near future, at the global level, policy 
discussions related to international financial 
architecture will revolve around the G20. 
Regionally, existing mechanisms such as 
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ASEAN+3 and East Asia Summit will continue 
to serve as important venues for Asian countries 
to calibrate their collaborative efforts toward 
greater regional financial cooperation. These 
regional platforms should preserve regional 
financial cooperation in Asia and complement 
G20 efforts.

The broader regional cooperation agenda 
is to contribute to address weaknesses in the 
global financial system to improve its functioning 
and integrity. Measures in these areas can be 
usefully coordinated with initiatives from the 
G20, the Financial Stability Forum, and the 
International Monetary Fund (IMF) in calling for 
detailed work programs on crisis prevention and 
crisis management. Based on the experience of 
addressing the Asian financial crisis as well as 
its spillover, the region has a strong interest in 
contributing to the work programs and making 
financial systems less prone to crisis. 

Given the growing importance of Asian 
economies, it is time to consider a greater 
Asian representation in international financial 
architecture. The G20 finance ministers in their 
meeting on 14 March 2009 called for (i) the 
expansion of membership of the Financial 
Stability Forum to cover all G20 members 
and (ii) a greater voice and representation of 
developing countries in the IMF and World 
Bank.

Conclusion

Not surprisingly, Asian financial sectors have 
been hurt by the current financial crisis, 
particularly by the financial meltdown in the 
US, given their considerable integration with 
global financial centers, yet weak regional 
financial integration.  

On balance, pursuing greater regional 
financial integration remains a viable response, 

with an important precondition for greater 
integration the narrowing of the disparity 
between developed and underdeveloped 
financial sectors in the region. This can be 
accomplished by helping lower income 
economies catch up, a desirable goal in its 
own right, while greater financial integration 
also dovetails with widespread proposals to 
enhance intra-Asian trade and investment 
to weather the global recession in the short 
term and reduce dependence on the US in the 
medium- to long-term.

Given the rapid progress in regional 
financial and monetary cooperation, it was 
expected that policy makers and government 
leaders in Asia would respond vigorously to the 
current global financial crisis. It is imperative 
that regional financial cooperation in Asia be 
sustained. This will allow countries to preserve 
the gains of the past decade and complement 
G20 efforts. One way to sustain regional 
financial cooperation is to focus on measures 
that do not require a great deal of political 
capital. Examples include the reshaping of the 
Policy Dialogue and Surveillance Process and 
the broadening of the latter by establishing an 
Asian Financial Stability Dialogue.

Another set of measures relates to the 
coalescence of shared regional interests and 
their effective projection in a global setting. A 
common agenda can be formed in advocating 
the reform of the international financial 
architecture. For example, ADB has identified 
longer-term reforms of financial systems 
aimed at strengthening transparency and 
accountability, enhancing sound regulation 
and prudential oversight, mitigating the 
procyclicality of financial markets, broadening 
and deepening financial markets to enhance 
resilience, and reinforcing cross-border 
cooperation. 
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Box 2.1: A Credit Guarantee Facility—Easing the Impact of Financial Crisis

One of the most valuable lessons learned from the 1997/98 Asian financial crisis was the need to develop 
local currency bond markets as an alternative source of funding to bank loans. 

At the time of the crisis, bank lending dominated, and with inadequate hedging, banks were highly 
vulnerable to foreign exchange risk. There was also considerable short-term borrowing to finance long-
term investment. These currency and maturity mismatches made bank balance sheets vulnerable to sudden 
withdrawals by foreign investors, which helped trigger the crisis. 

Since then, to ensure availability of long-term domestic currency funding (preventing maturity and 
currency mismatches) and better channel the region’s savings into regional investment, East Asia’s policy 
makers have developed and promoted regional bond markets.

In December 2002, the finance ministers of the Association of Southeast Asian Nations (ASEAN) 
and the People’s Republic of China, Japan, and Republic of Korea (Korea)—or ASEAN+3—launched the 
Asian Bond Markets Initiative to promote the development of local currency bond markets. ASEAN+3 has 
focused policy support to create a larger supply of bonds denominated in Asian currencies, improve credit 
information on debt issuers to allow better investment decisions, and help build market infrastructure 
supporting cross-border bond issuance and investment.

The Asian Bond Markets Initiative has made considerable achievements: local currency-denominated 
bonds outstanding in emerging East Asia grew sharply from $1.4 trillion in 2003 to almost $3.7 trillion 
in September 2008. But much more needs to be done to give corporations better access to the region’s 
bond markets and to offer a variety of maturities to meet issuers’ financing needs. For example, regulators 
normally prescribe minimum ratings for bond investments for the institutions they supervise—generally 
A for banks and AA for insurance companies. The risk return properties of these markets have not yet 
developed to the point where lower-rated companies can sell bonds—at any price.

This market failure is compounded by the lack of local bond guarantee agencies to enhance investment 
grade companies ratings (BBB and higher)—up to at least A, if not AA—to gain full market access. 
Most guarantee agencies in the region focus on providing loan guarantees for small and medium-sized 
enterprises, a business that requires annual fiscal support, given the 2–4% nonperforming loans generally 
associated within this lending. Neither the skill sets nor the small capitalizations of these guarantee 
agencies allow them to be bona fide bond guarantee agencies. 

Limited bond maturities present issuers with another difficulty, particularly for infrastructure projects. 
For example, in Korea, while BBB-rated companies can issue bonds, the maximum maturity tends to be 
3 years. Maturities of bonds issued by AAA-rated companies are not much longer although government 
bonds can have maturities up to 20 years. 

To address these constraints, the ASEAN+3 has worked with the Asian Development Bank (ADB) 
on establishing a regional credit guarantee for bonds issued in local currencies to improve the corporate 
sector’s access to bond markets and to minimize the currency and maturity mismatches. 

ASEAN+3 and ADB recently agreed to establish a credit guarantee and investment mechanism (CGIM) 
to provide credit guarantees for bonds issued in the region and investments in domestic credit guarantee 
companies. The CGIM will be an ADB trust fund, with capital from the ASEAN+3 and ADB. It will carry 
an AAA rating. During the November 2008 Deputy Ministers of Finance meeting, the ASEAN+3 and ADB 
agreed to fast track the setting up of the CGIM, especially in light of the current global financial crisis. 

With global credit tight, dollar illiquidity has reached Asian shores despite the large buildup of foreign 
exchange reserves across the region.  Major international banks have drastically reduced lending to Asian 
banks as they try to hoard dollars for their own liquidity needs. This hurts Asian exporters where dollar 
supply is an essential element for trade finance.

As the financial turmoil deepens, investors increasingly become risk averse. Offshore bond issuance 
dropped by more than half and credit default swap spreads for Asian sovereign and corporate issuers have 
widened significantly with the global trend. External borrowing costs have thus risen and many of the 
region’s economies have trouble accessing dollars. Cross-currency basis swap spreads increased sharply in 
several economies, both from rising counterparty risk and dollar funding demand. Banking systems with 
relatively large short-term external debt face further stress with heightened concerns about rollover risk. 
Global liquidity and pricing strains have already transmitted to domestic interbank and local currency bond 
markets. Should this continue, the high cost of capital would severely dampen investment and economic 
growth in the region.

To help mitigate the impact of the financial turmoil, it would be highly desirable if the region’s policy 
makers—together with ADB—could establish a credit guarantee facility to guarantee bonds issued by the 
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corporate sector and selected ADB member countries seeking external funding for fiscal purposes. The 
facility could be built on the agreed ASEAN+3 framework for the CGIM, with a provision, however, to 
expand availability to other ADB member countries. Moreover, the guarantees under the facility could be 
extended to bonds issued in both local currencies and US dollars to ease access to both international and 
domestic bond markets.

Credit guarantees for bonds in general help minimize capital outflows. Those for bonds issued by 
banks in US dollars in particular make it possible for these institutions to continue lending to exporters, 
including small and medium-sized enterprises. Moreover, the facility would help reduce risks in the 
region’s financial sectors by helping reduce currency and maturity mismatches. In turn, this helps make 
the region’s financial systems more sound and resilient. Additionally, the credit guarantee facility would 
serve to promote regional public goods through promoting financial integration—allowing companies in 
the region to more effectively tap regional savings for financing regional trade and investment and, thus, 
promote economic growth. 

Source: ADB (2008x)
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Table 2.1: Intraregional Financial Asset holdings in Asia ($ millions)

Financial Asset Holdings 2001 2002 2003 2004 2005 2006 2007

Asia

Total Portfolio Investment Assets 153,254 158,062 220,225 273,643 333,040 478,125 710,826

Equity Securities 50,562 49,045 85,314 118,200 162,185 269,629 446,246

Total Debt Securities 102,015 103,376 131,421 156,094 172,401 205,336 262,428

Short-term Debt Securities 32,974 28,431 32,509 41,146 42,346 55,134 69,635

Long-term Debt Securities 69,787 75,609 99,426 111,530 125,038 144,855 183,276

Portfolio Share, in % 9.0 8.4 9.2 9.7 11.0 13.3 16.6

ASEAN-5+2

Total Portfolio Investment Assets 40,417 35,801 42,590 57,862 67,448 79,082 118,606

Equity Securities 13,199 13,921 16,247 23,614 28,629 36,193 52,994

Total Debt Securities 27,217 21,865 26,323 34,155 38,481 42,487 65,292

Short-term Debt Securities 7,427 3,425 7,848 13,408 14,818 12,390 23,535

Long-term Debt Securities 19,790 18,448 18,489 20,747 23,663 30,097 41,757

Portfolio Share, in % 3 2.9 2.3 2.2 2.6 2.8 2.9 3.9

Asia here refers to 13 economies: Australia; Hong Kong, China; India; Indonesia; Japan; Kazakhstan; Republic of Korea; Malaysia; New Zealand; 
Pakistan; Philippines; Singapore, Thailand.

ASEAN5+2 includes Indonesia; Malaysia; Philippines; Singapore; Thailand; Japan; Republic of Korea.

Portfolio share is the percentage of intra-regional portfolio assets, which are portfolio assets held by economies in other economies in the region.
The numerator consists of intra-regional portfolio assets, that is, portfolio assets invested by member countries in the region (in this case, Asia and 
ASEAN5+2). 
The denominator consists of total portfolio assets invested by member countries.

Source: Asia Regional Integration Center Integration Indicators Database.

5th proof_Boao Report_1st part_e26   26 4/14/2009   1:05:15 PM



2�The Boao Forum for Asia Annual Report 2008

Table 2.2: Nonperforming Loans in Asia and the pacific (% of commercial bank loans)

Economy
2000–2004 

Average 2004 2005 2006 20071 20082

Australia 0.5 0.2 0.2 0.2 0.2 0.3

China, People’s Republic of 22.9 13.2 8.6 7.1 6.2 …

Hong Kong, China3 5.4 2.3 1.4 1.1 0.9 0.8

India 10.9 7.2 5.2 3.3 2.5 2.8

Indonesia 11.8 5.7 8.3 7.0 4.6 3.9

Japan 6.5 2.9 1.8 1.5 1.4 1.4

Korea, Rep. of 3.9 1.7 1.1 0.8 0.6 0.7

Malaysia3 9.5 6.8 5.6 4.8 3.2 2.4

Pakistan 20.4 11.6 8.9 6.9 8.4 …

Philippines3 15.4 12.7 8.2 5.7 4.4 3.8

Singapore 5.4 5.0 3.8 2.8 1.8 …

Taipei,China 5.8 2.8 2.2 2.1 1.8 1.6

Thailand 14.2 10.9 8.3 4.1 3.9 3.3

Memo items: compromised assets ratio (Indonesia) and nonperforming assets ratio (Philippines)

Indonesia 14.2 15.6 16.02 …

Philippines 24.7 19.7 18.63 …

… = not available

1 Data for Singapore as of Sep 2007.
2 Data for Australia, India, Hong Kong, China and Japan as of Mar 2008; Taipei,China as of Jun 2008; Indonesia, Korea, Republic of, Malaysia and 

Thailand as of Sep 2008; and the Philippines as of Oct 2008.
3 Reported nonperforming loans are gross classified loans of retail banks.

Notes: 

1 The table excludes nonperforming loans (NPL) transferred from bank balance sheets to asset management companies.
2  The measurement of NPLs follows official definitions and differs across economies depending on loan classification (for example, whether a 

3–month or 6–month rule is used), the treatment of accrued interest, and whether specific provisioning is deducted from the NPL measure. 
3 For Malaysia and the Philippines, reported NPLs are net of specific provisioning. 
4  Compromised assets ratio includes reported NPLs, restructured loans, and foreclosed assets for the 16 largest banks in Indonesia; distressed asset 

ratio refers to the ratio of NPL + real and other properties owned and acquired (ROPOA) + restructured loans, current to total loan portfolio,  
gross + ROPOA.

Sources: National sources; CEIC; and Global Financial Stability Report, International Monetary Fund.
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Table 2.3: RiskWeighted Capital Adequacy Ratios in Asia and the pacific (% of risk-weighted assets)

Economy
2000–2004 

Average 2004 2005 2006 20071 20082

Australia 10.1 10.4 10.4 10.4 10.2 10.5

China’s People Rep. of … -4.7 2.5 4.9 7.7 ...

Hong Kong, China 16.1 15.4 14.8 14.9 13.4 13.8

India 11.8 12.9 12.8 12.3 12.3 12.6

Indonesia 12.0 19.4 19.5 20.5 19.3 17.1

Japan 10.7 11.6 12.2 13.1 12.9 13.3

Korea, Rep. of 11.2 12.1 13.0 12.7 12.3 10.7

Malaysia 13.4 14.3 13.6 13.1 12.8 12.5

Pakistan 11.6 10.5 11.3 12.7 13.6 ...

Philippines 17.0 18.7 17.7 18.5 15.9 15.5

Singapore 17.7 16.2 15.8 15.4 14.0 …

Taipei,China 10.5 10.7 10.3 10.1 10.6 10.6

Thailand 13.2 13.0 14.2 14.5 15.4 15.7

… = not available.

Note: Based on officially reported risk-adjusted capital adequacy ratios under Basel I and applied to commercial banks (except Republic of Korea, 
where data includes nationwide commercial banks, regional banks, and specialized banks). Data for the Philippines as of June 2008.

1 Data for Singapore as of September 2007.
2 Data for Australia, India, and Japan as of March 2008; Republic of Korea, Malaysia, and Thailand as of September 2008; Indonesia as of  

August 2008. 

Hong Kong, China  as of Sep 2008; and the Philippines as of Jun 2008.

Sources: CEIC, national source s, and Global Financial Stability Report, International Monetary Fund.
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Table 2.4: Rate of Return on Commercial Bank Assets (% per annum)

Economy 2000 2001 2002 2003
2000–2004 

Average 2004 2005 2006 20071 20082

China, People’s Rep. of 0.1 0.1 0.1 0.3 0.2 0.5 0.6 0.7 1.0 …

Hong Kong, China 0.8 0.8 0.8 1.9 1.2 1.7 1.7 1.7 1.9 …

India 0.7 0.5 0.8 1.0 0.8 0.8 0.9 0.9 0.9 1.0

Indonesia 0.1 0.8 1.3 2.6 1.7 3.5 2.6 2.6 2.8 2.7

Kazakhstan 1.5 0.9 2.0 2.0 1.5 1.2 1.6 1.4 2.2 …

Korea, Rep. of (0.6) 0.7 0.7 0.2 0.4 0.9 1.3 1.1 1.1 0.9

Malaysia 1.5 1.0 1.3 1.3 1.3 1.4 1.3 1.3 1.5 …

Pakistan 0.0 (0.5) 0.9 1.9 0.8 1.8 2.8 3.1 3.0 …

Philippines 0.4 0.4 0.8 1.2 0.8 1.0 1.1 1.3 1.4 1.2

Singapore 1.3 0.8 0.8 1.0 1.0 1.2 1.2 1.4 1.4 …

Taipei,China 0.4 0.4 (0.5) 0.5 0.3 0.6 0.3 (0.4) 0.1 0.3

Thailand (1.7) (0.1) 0.4 0.7 0.1 1.3 1.4 0.8 0.1 1.2

… = not available, (  ) = negative value.

1 Data for Pakistan and Singapore as of Sep 2007; for PRC and Hong Kong, China as of June 2007; and for Kazakhstan as of December 2007.
2 Data for Indonesia as of Aug 2008; India and Korea, Republic of as of March 2008;  Philippines, Taipei,China, and Thailand as of June 2008.

Sources: CEIC, national sources, and Global Financial Stability Report, International Monetary Fund.

Table 2.5: Rate of Return on Commercial Bank Equity (% per annum, end of period)

Economy 2000 2001 2002 2003
2000–2004 

Average 2004 2005 2006 20071 20082

China, People’s Rep. of … 13.7 15.1 14.8 19.9 …

Hong Kong, China 13.5 13.9 13.3 16.9 15.3 18.7 18.4 18.9 … …

India 12.8 10.4 15.3 18.8 15.6 20.8 13.3 12.7 … …

Indonesia 19.6 12.0 19.0 19.2 18.5 22.9 16.5 16.4 17.7 19.2

Kazakhstan 7.9 5.4 13.8 14.2 10.6 11.5 16.6 14.6 18.2 …

Korea, Rep. of (11.9) 12.9 12.1 3.4 6.3 15.2 18.4 14.6 14.6 …

Malaysia 19.6 13.3 16.7 15.3 16.2 16.0 16.8 16.2 19.7 …

Pakistan (0.3) (0.3) 14.3 35.4 15.9 30.5 38.2 35.2 30.1 …

Philippines 2.6 3.2 6.2 9.3 5.8 7.6 9.5 11.5 11.8 10.6

Singapore 12.6 7.7 7.6 8.7 9.6 11.6 11.2 13.7 13.4 …

Taipei,China 4.9 5.5 (5.1) 6.5 4.1 8.8 4.4 (7.3) 2.6 4.4

Thailand (15.9) (1.9) 3.5 15.7 3.4 15.7 14.2 8.5 2.4 14.4

…= not available, (  ) = negative value.

1 Data for India as of March 2006; and Pakistan and Singapore as of September 2007.
2 Data for Philippines, Taipei,China, and Thailand as of June 2008; for Indonesia as of March 2008.

Sources: CEIC, national sources, and Global Financial Stability Report, International Monetary Fund.
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Table 2.7: Activities of ABMI Working Groups

Working groups Activities

New Securitised Debt Instruments Finding ways to provide tax incentives for regional currency-
denominated bond transactions to promote efficient supply of these 
bonds, ways to issue ABSs, and ways of coordinating a response to 
withholding taxation

Credit Guarantee and Investment Mechanisms Discussing ways to establish a single credit guarantee and investment 
institution to facilitate more active issuance of regional bonds

Foreign Exchange Transactions and Settlement Issues Studying ways to improve the regional payment/settlement system; 
organising a group of experts to study establishment of a regional 
depository organisation

Rating Systems and Information
Dissemination on Asian Bond Markets

Studying ways to improve the regional credit rating systemand 
reinforce the credit information dissemination system

Technical Assistance (TA) Coordination Team for the 
Focal Group

TA for globalisation of members’ bond markets and for improvement 
of human resource quality in these markets

Source: Jung (2008)

Figure 2.1  
private Sector Loans to Deposit Ratio (in %)

Q3 = third quarter.

Source: IMF, International Financial Statistics online.
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CHAPTER 3

The Global Economic 
Downturn and Asian 
Trade and Investment 
Links

Pre-crisis Trends in Regional Trade 
and Investment

Production networks  
and intraregional trade

In 2007, despite uncertainties in the global 
economy, trade and investment in Asia and 
the Pacific still grew at double-digit rates, 
albeit less robustly than in 2006. In East 

Asia, growth was led by the People’s Republic 
of China (PRC) (26%), Viet Nam (22%), Thailand 
(17%), and Republic of Korea (Korea) (14%), 
with other ASEAN countries growing from 
10% to 13%. In South Asia, India remained the 
top performer (22%) while the Central Asian 
countries sustained 2006 growth levels (Table 
3.1). The PRC, with an 8.9% share of world 
exports, is also now the second largest exporter 
in the world after Germany (9.6%).

From 2007 to mid-2008, major global 
developments largely explained Asia’s export 
growth, foremost among them the increase in 
food prices and buoyant fuel, metal, and mineral 
ore prices, which had been riding a commodity 
boom since 2000. This benefited leading food 
and rice exporters such as Australia, PRC, India, 
Thailand, and Viet Nam and allowed resource 
exporters such as Australia, Brunei Darussalam, 
Kazakhstan, Malaysia, Mongolia, Uzbekistan, 
and Viet Nam to maintain strong export 
growth.

East Asia’s trade and investment links 
have remained strong, with the PRC as the 

hub providing a large market for Asian exports 
of intermediate products assembled into 
finished products and exported to the United 
States (US) and European Union (EU). This is 
reflected in the PRC’s trade imbalances: large 
and growing trade surpluses with the US and 
EU, as well as an increasing trade deficit with 
Asia, in particular with, Korea, and Japan, and 
Taipei,China and, beginning in 2000, with ASEAN 
countries (Table 3.2). In the PRC, the relocation 
of production networks in the information 
technology (IT) sector started with low-tech, 
labor-intensive products in the early 1990s. 
But global competition has led to increasingly 
smaller slices of the production chain, and 
the need to restructure production networks 
continues to drive trade and investment links 
in East Asia. Trade in the IT sector received a 
big boost from the World Trade Organization 
(WTO) IT Agreement, which in January 2000 
eliminated and bound most-favored nation 
(MFN) tariffs for IT products covered by the 
agreement at zero. As of October 2008, 44 
participants represented 97% of world trade in 
IT products.  

Trade links between developing Asia and 
major industrial economies remain substantial 
despite a gradual decline in overall trade share 
over the years. The G-3 (US, EU, and Japan) 
economies still account for more than 60% of 
final demand for Asian exports (ADB 2008c). 
Broadly seen, half of Asia’s trade is with itself, 
20% with North America, 19% with the EU, 
2.5% each with South and Central America, 
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Africa and the Central Asian republics, and 4% 
with the Middle East (WTO 2008).

Table 3.3 shows that the shares of the US 
and EU in Asia’s exports have dropped relative 
to 2000, albeit unevenly: Cambodia’s exports 
to the US remained above 50% through 2007 
although below levels earlier in the decade, 
while Viet Nam’s exports to the US rose from 
2000 to 2007. Shares from Indonesia, Malaysia, 
Philippines, and Thailand hovered between 
13% and 16%, while the newly industrialized 
economies (NIE) were lowest as they shifted 
to the PRC. Shares from Japan and the PRC 
declined to about 20% in 2007, while South 
Asia also had slightly less exposure to the US 
market. The same declining trend and pattern 
can be seen in Asian exports to the EU, but the 
decline has been less steep. 

Asian exports to the US, meanwhile, have 
tended to concentrate on a few products 
(Table 3.4): office and/or telecommunications, 
clothing, automotive products, and IC/electronic. 
In the PRC, 30% of exports to the US were in 
electronic data processing (EDP) and office 
and/or telecommunications equipment; and 
20%, in clothing); in Japan (41% in automotive 
products); Korea (27% in automotive parts 
and 17% in telecommunications equipment); 
Malaysia (40% in EDP and office equipment); 
Singapore (30% in integrated circuits (IC) and 
electronic components); Indonesia (30% in 
clothing); and the Philippines (40% in EDP and 
office equipment and clothing).

Asia and the Pacific continued to lower 
MFN tariffs in 2007, with larger cuts in South 
Asia. But countries such as PRC, India, Korea, 
Thailand, and Sri Lanka retained double-digit 
tariffs on agricultural products, with wide 
margins between MFN tariffs and bound rates, 
coupled with generally lower binding coverage 
for South Asia (Table 3.5).

Intraregional trade

Overall, Asia and the Pacific maintained 
high levels of intraregional trade, with the 
East Asia 158 at an all-time peak of 56% in 
2005. But shares of intraregional trade for all 
regional groupings and trade blocs dipped 
slightly in 2006 and 2007 (Table 3.6). World 
trade increased from $21 trillion in 2005 to 
$24 trillion in 2006 and $28.3 trillion in 2007. 
That intraregional trade shares for the East Asia 
15, ASEAN+3, SAARC, NAFTA, MERCOSUR, EU 
15 and EU 27 9 all dropped from 2005 to 2007 
implies that a trade bloc or country grouping 
was trading more with countries outside of its 
respective region and/or trade bloc. This could 
be due to multilateral or preferential trade.

But lower intraregional trade shares, 
which do not include trade in services (TIS) and 
therefore underestimate the degree of trade 
integration, should not be construed as lower 
trade integration in Asia. Many Asian FTAs 
include a services chapter containing WTO 
commitments or better, and Asia’s intraregional 
trade in services can contribute significantly to 
the overall total. 

As early as 2005, meanwhile, East Asian 
countries, while concluding comprehensive 
regional free trade agreements (FTAs), also 
concluded FTAs that were trans-regional or 
trans-continental, such as the Trans-Pacific 
Strategic Economic Partnership (Brunei 
Darussalam, Chile, New Zealand, Singapore), 
which in November 2008 began negotiations 
with Australia.10 Except for New Zealand, each 
of the plus-611 countries is implementing a 
bilateral FTA with Chile: Korea implemented 
one in 2004, PRC and India in 2006, Japan in 
2007, and Australia in 2008. Japan also has a 
bilateral FTA with Mexico. 

Meanwhile, Asia is becoming an increasingly 
important exporter and importer of commercial 

8 East Asia 15 includes the 10 members of the Association of Southeast Asian Nations, PRC, Hong Kong, China, Japan, 
Korea, and Taipei,China.

9 ASEAN+3 = The Association of Southeast Asian Nations, plus the PRC; Hong Kong, China; Japan.  
SAARC = South Asian Association for Regional Cooperation. NAFTA = North American Free Trade Association.  
MERCOSUR = Mercado Commun del Sur (members Argentina, Brazil, Paraguay, Uruguay). EU15 = Austria, Belgium, 
Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and 
United Kingdom. EU25 = EU15 plus Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, 
Slovakia, and Slovenia.

10 The US and Peru will also join the trade block.
11 “Plus-6” countries refer to the six of the ASEAN+6: Australia, PRC, Japan, Korea, India, New Zealand.
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services (Tables 3.7, 3.8). World trade in 
commercial services has been increasing at a 
faster pace than in goods in the last 5 years. 
But the share of commercial services in total 
trade remains low at roughly 20%. Trade in 
commercial services (in Asia’s top 10 exporters) 
grew 14% in 2000–2007, compared to the 
world’s 12%, with faster growth from 2005 to 
2007. Japan led the trend, with a 4.2% share 
of world exports of such services, followed by 
PRC; Hong Kong, China; and India (Table 3.7). 

The region was equally active in importing 
commercial services, with a 12% average 
growth rate in the top 10 importers from 2000 
to 2007, slightly higher than the world average 
of 11%.  

FTAs in Asia 

Asia made substantial progress in regional 
liberalization in 2007 and 2008. FTAs were 
instrumental in bringing about broader and 
deeper integration within and outside the 
region, bringing it closer to the possibility of 
forming a region-wide FTA that includes the 
ASEAN+6 countries (ASEAN plus Australia, 
PRC, Japan, Korea, India, and New Zealand).

The most significant achievements were 
in the ASEAN+1 FTAs: the entry into force of 
the ASEAN-Japan Comprehensive Economic 
Partnership (CEP) in October 2008; the signing 
of the ASEAN–CER FTA in February 2009; the 
conclusion of the ASEAN-India FTA; and the 
start of negotiations by ASEAN with the EU in 
late 2007. Moreover, the ASEAN-China FTA and 
ASEAN-Korea FTA achieved broader and deeper 
liberalization with implementation of trade-in-
service (TIS) components in 2007 and 2008, 
respectively. Both agreements have granted 
market access beyond General Agreement on TIS 
commitments. In the ASEAN-Korea FTA TIS, the 
number of sectors or subsectors that are open 
to foreign suppliers increased and limitations 
on market access and national treatment in 
certain sectors or subsectors decreased. The 
ASEAN-Japan CEP and ASEAN-India FTA both 
contain provisions for negotiations on services 
and investment (Table 3.10). Overall, these 
developments point to broader liberalization in 
terms of areas covered and deeper liberalization 
in the sectors covered.

Each of the plus-6 countries, meanwhile, 
also has bilateral FTAs with ASEAN members, 

although originally only with Singapore. But 
from 2006 to 2008 Japan concluded bilateral 
FTAs with Brunei Darussalam, Indonesia, 
Malaysia, Philippines, and Thailand, and in 
December 2008 with Viet Nam. Australia, 
India, and New Zealand have also started FTA 
negotiations with Thailand and Malaysia. All 
cover more areas of liberalization than the 
ASEAN+1 FTAs. 

Another layer of bilateral FTAs has also 
been emerging among the plus-6 countries 
themselves: PRC, Japan, and Korea have started 
negotiations with Australia; Japan and Korea 
have started negotiations with India; and the 
PRC implemented an FTA with New Zealand 
in 2008. Outside of these countries, Australia 
and New Zealand have independently sought 
new partners: Australia with Chile and the Gulf 
Cooperation Council (GCC) and New Zealand 
with the PRC and the GCC as well (Table 3.11).  

Pakistan also recently joined the rush, 
implementing an FTA with Malaysia and the 
PRC while negotiating FTAs with Singapore and 
Indonesia. The PRC FTA is expanding into services 
and investment liberalization (Table 3.12). 
Singapore is still the most active among the 
ASEAN member countries in negotiating 
and concluding FTAs. It has consolidated all 
negotiations with five countries in the Middle 
East into a Singapore-GCC FTA. In a similar 
manner, Australia, PRC, Japan, and Korea were 
also negotiating FTAs with the GCC in 2005, 
2006, and 2008, respectively. 

The building blocks for an ASEAN Economic 
Community are being put in place. ASEAN 
is expanding as a trade bloc with the plus-6 
countries and other, individual economies. The 
progression of the ASEAN+1 FTAs has been 
faster than the ASEAN+3 and the ASEAN+6 
FTAs. One of the most likely routes to the 
fulfillment of an ASEAN+6 FTA will be indirectly 
through full implementation of the trade in 
goods agreements of the 5 ASEAN+1 FTAs 
around 2013–2015. By that time, the plus-6 
countries will also have established an indirect 
free trade area among themselves, providing 
a good foundation for the formation of an 
ASEAN+6 FTA (Table 3.13). The formation of 
the recently floated idea of a Comprehensive 
Economic Partnership in East Asia, meanwhile, 
would offer even broader country coverage 
and larger gains—at a minimum—to world 
income ($260 billion, measured in constant 
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2001 prices) than the East Asia Free Trade Area 
or ASEAN+6 ($214 billion). The projected 
gains take into consideration a reduction of 
tariffs and service barriers, and the impact of 
trade facilitation (Kawai and Wignaraja 2008) 
(Table 3.14).

Trade facilitation

The ASEAN Single Window, a synchronized 
processing of data and information into a single 
decision making entity for customs to clear 
and release goods will soon become a reality. 
National single windows in Brunei Darussalam, 
Indonesia, Malaysia, the Philippines, Thailand 
and Singapore were already all operational 
in 2008. The remaining members will be on 
board by 2012 at the latest and, with national 
single windows completed, the region will then 
begin operation of the ASEAN Single Window 
as a cornerstone of the ASEAN Economic 
Community (ASEAN 2009).

In South Asia, the results of World Bank 
Doing Business Surveys in 2007 and 2008 
showed substantial progress in trade facilitation 
in the region, although with mixed results 
for individual countries (World Bank 2009). 
Bangladesh and India reduced the time required 
for processing imports by 50%, and the number 
of documents needed by 40%. Likewise, 
Pakistan reduced the number of documents 
needed by 30%, but a reduction in costs for 
exports was accompanied by an increase in 
the trade costs for imports, thereby resulting 
in only minor gains. Sri Lanka showed some 
improvement in reducing the time required for 
processing imports and exports while Nepal’s 
trade facilitation parameters changed little.  

Meanwhile, the Aid for Trade initiative 
recently launched by the WTO is an important 
element of trade facilitation in Asia. Through 
trade-related capacity building, trade-related 
infrastructure, supply-side capacities and, 
more generally, facilitation of trade-related 
adjustment, it aims to enhance the participation 
of developing countries in world trade, thereby 
strengthening the multilateral trading system 
and improving economic development and 
poverty reduction.

The Asian Development Bank (ADB), 
Philippine government, and the WTO (in 
cooperation with the World Bank) in Manila in 
September 2007 jointly hosted a regional Aid 
for Trade review. It was the second of three 

parallel regional events, with the others in Lima, 
Peru (for Latin America) and Dar es Salaam, 
Tanzania (for Africa). A Regional Technical 
Group on Aid for Trade for Asia and the Pacific 
was established to assess recent trade–related 
developments and Aid for Trade flows, especially 
for least developed countries and small states, 
and to serve as a venue for discussing country, 
subregional, and regional needs and priorities, 
and sharing good practices in Aid for Trade 
projects and programs. In a March 2009 
meeting at ADB’s Manila headquarters, the 
group agreed to formulate a regional work 
plan to implement the initiative. 

FDI and cross-border capital flows in Asia

FDI into the Boao Forum member countries 
was $306 billion in 2007, up 23% from 2006, 
representing a 17% share of the global total. 
The top destinations were PRC ($83 billion); 
Hong Kong, China ($60 billion); Singapore 
($24 billion); India ($22.9 billion); and Japan 
($22.5 billion). FDI also increased in Malaysia, 
Indonesia, Viet Nam, and Pakistan over 
2006 levels. In contrast, FDI inflows to Korea 
have been decreasing since 2004 due to the 
appreciation of the won and slower growth. 
Kazakhstan, meanwhile, continued up to 2007 
to attract the largest share of FDI in the Central 
Asian countries, largely due to its oil and mineral 
industries (Table 3.9).  

The Asian region remained attractive to 
FDI due to continued economic integration, 
significant cross-border merger and acquisitions 
driven by market and efficiency-seeking FDI and 
policy developments. The relaxation of foreign 
equity participation in India’s retail trade and 
telecommunications industry and in Pakistan’s 
financial services, petroleum, and IT sectors 

enhanced the trend (WTO 2007, 2008). Inflows 
to Viet Nam doubled due to its WTO membership 
in 2007. The PRC continued to favor foreign 
investors in high-tech industries, which are 
subject to a lower, 15% tax rate, even after tax 
rates for all foreign and domestic enterprises 
were unified at 25% in January 2008. 

On the other hand, FDI outflows from 
the region continued the upward trend of 
2006, led by Japan ($75 billion); Hong Kong, 
China ($53 billion); and Australia ($25 billion). 
Also notable was the participation of PRC  
($23 billion), India ($14 billion), and the  
ASEAN-5 countries, boosted by Asian 
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corporations’ continued drive to access foreign 
markets and acquire global brands. Outflows 
were also encouraged by the region’s massive 
buildup of foreign exchange reserves and a 
previous steady weakening of the US dollar. 
Malaysia and Philippines in 2007 posted larger 
outflows than inflows for the first time. In the 
PRC, the government encouraged outward FDI 
to upgrade skills, and source and secure key 
raw materials by eliminating restrictions on 
the purchase of foreign currency in mid-2006. 
India’s growing outward FDI gained strongly 
with the conclusion of an FTA with ASEAN and 
the launching of an FTA with the EU in mid-
2007, becoming a top investor in the United 
Kingdom. 

Asia, in particular East Asia, has been one 
of the most dynamic regions, experiencing 
6 consecutive years of increased FDI inflows, 
with PRC and India dominating. Together, the 
two countries took an average of 48% of all 
inflows in Asia12 during 2000–2007; if Hong 
Kong, China were included, the share would 
jump to an average of 70%. Inflows, through 
mergers and acquisitions, had increasingly 
targeted the services sector (financial services, 
outsourcing, and telecommunications). But new 
investments from transnational corporations, 
although remaining in the manufacturing 
sector, have shifted to advanced technologies 
(semiconductors, integrated circuit, and airline 
assembly) and research and development. 

On the other hand, the region has also 
become a growing source of outbound FDI. For 
most developing Asian economies, outflows 
are directed primarily at locations within the 
region, with more pronounced flows from East 
Asia to South East Asia.  However, resource-
seeking investments, specifically to Africa, have 
increased. PRC; India; Korea; Malaysia; and 
Taipei,China were the top investors. Parallel to 
this trend, PRC, India, and Korea have begun 
serving as new important donors in Africa. The 
PRC’s outbound FDI also started targeting Latin 
America in 2000.  

But even as Asia has shown signs of 
increasing financial integration, the US remains 
the main source of international portfolio 

investment in the region accounting for some 
36-37 percent of the total in 2001-2006 
among the Asian 15 and Japan (ADB, 2008c). 
The buildup of reserves in the last decade or so 
has been encouraged by trade surpluses from 
the export power houses of East Asia and the 
resource-rich countries—Australia, Kazakhstan, 
and Viet Nam—that have benefited from an 
improvement in terms of trade and sustained FDI 
inflows. For countries with relatively open capital 
accounts and relaxed currency convertibility, 
portfolio investments have flowed in as well. 
An offshoot of this newly accumulated wealth 
has been the establishment of sovereign wealth 
funds (SWFs) in the last 2 years in Asia and the 
Pacific. This development has drawn much 
attention from policy makers and governments 
in developed countries because of the impact 
of SWFs on global financial markets; moreover, 
developed countries have generally been host 
countries of acquired assets. The establishment 
of SWFs has been motivated by the seeking 
of higher returns and longer-term investment 
horizons, both of which are constrained when 
such reserves are in the purview of a central 
bank’s management, which leans toward 
higher liquidity and safer financial assets and 
thus lower returns. 

Asia’s SWFs include Singapore’s Govern-
ment Investment Corporation established in 
1981 with $100 billion assets;13 PRC’s State 
Foreign Exchange Investment Corporation 
established in 2006 with $200 billion; the 
Australia Future Fund established in 2007 
with $42 billion; Brunei Darussalam’s Brunei 
Investment Authority General Reserve Fund 
with $30 billion; and the Korea Investment 
Corporation with $20 billion. Kazakhstan is also 
planning to set up a national fund to save part 
of its revenues from oil and other extractive 
industries.

As direct investors, SWFs have been involved 
in large–scale, cross-border mergers and 
acquisition; major capital injections in troubled 
financial institutions; and business services 
of developed countries. The role of the more 
developed countries of Asia as a major supplier 
of gross capital flows has declined over the last 

12 Asia here consists of the 10 ASEAN countries, Bangladesh, PRC; Hong Kong, China; India; Korea; Mongolia; Nepal; 
Pakistan; Sri Lanka; and Taipei,China. The group is essentially East, Southeast and South Asia, excluding Japan.

13 Temasek Holdings was established in 1974 to hold and manage investment previously held by the principal shareholder, 
the Ministry of Finance and is an “exempt” private company. The official SWF in Singapore is GIC. Source: WTO 
website, Trade Policy Review July 2008 and the International Monetary Fund.
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few years although their contribution remains 
quite sizable. Meanwhile, the contribution 
to gross capital flows from Asia’s newly 
industrialized economies (NIE) and emerging 
economies has risen significantly since 2000. 
As a group, the emerging market economies 
have become net exporters of capital, with the 
capital to mature economies going through 
SWFs. The capital from mature markets to 
emerging markets, however, has been through 
institutional investors, banks, and cross-border 
investment. 

Effects of the Global Financial 
Crisis on Trade and Investment  
in Asia 

Impact on trade performance 

As the global economy enters its worst 
recession since World War II, Asia’s export 
growth is expected to slow. Directly, lower 
import demand from the US, EU, and Japan, 
all of which were in recession in January 2009, 
is already cutting into exports. Indirectly, lower 
imports by the PRC of intermediate products 
from Asia will also slow exports. This is a cause 
for great concern given that Asia’s phenomenal 
growth for decades has largely been built on 
liberal trade regimes and export production. 
The overall impact on the region would be 
diverse and uneven, depending on whether the 
country is taking a direct hit from its exposure 
to toxic assets in the US financial markets or 
from a combined effect of the exposure and 
the lower import demand from the US due to 
the financial sector-induced recession. In both 
cases, secondary rounds of indirect and/or 
combined effects can likewise ensue. 

Export growth in the NIEs, the ASEAN-4  
(Indonesia, Malaysia, Philippines, and 
Thailand) and South Asia (India and Pakistan) 
began slowing around August 2008 and 
decelerated sharply starting in September 2008 
(Figures 3.1, 3.2) Among the three dominant 
economies in Asia, India’s exports contracted 
5% in November 2008, while growth rates of 
PRC and Japan have slowed considerably but 
are still positive (Figure 3.3). As destinations for 
Asian exports, slowing imports from the PRC 
and Japan portend things to come. The PRC’s 
total import growth has dropped more sharply 
than Japan’s, which has held up around 20% 
(Figure 3.4). 

In terms of the direct impact channeled 
through the countries’ export shares in the US 
and EU markets, countries with higher exposure 
to the US market and with higher concentration 
in a few key exports that are income elastic 
would take a bigger fall compared with 
countries with lower exposure and with more 
diversified export goods structure. Economies 
in the former category include Japan; 
Korea; Malaysia; Philippines; Singapore; and 
Taipei,China. Luxury goods (such as cars), and 
consumer durable goods (such as those subject 
to higher income elasticities) are most likely 
to suffer. India, on the other hand, appears to 
have the least exposure to the US and the most 
diversified export structure (Tables 3.5, 3.6). 

Further negative impact on Asia’s 
exports through lower import demand 
from the PRC is also likely, albeit with a lag 
and with effects tempered by the PRC’s  
$536 billion stimulus package announced 
on 8 November 2008 and by Japan’s  
$17 billion aid package for Asia. The PRC has 
also frontloaded and fast-tracked projects in the 
pipeline to as early as the last quarter of 2008. 
Nevertheless, the PRC’s export performance has 
been diverse across sectors. While growth in 
exports of light manufacturing—including toys 
and textiles—has declined sharply, exports of 
(higher value added) machinery and equipment 
have continued to grow at a high pace. Exports 
of electronics have also held up well (World 
Bank 2008a). 

Meanwhile, the exports of resource-
dependent economies face two key risks. The 
end of the commodity price boom and the 
lower demand for oil, metals, and minerals will 
certainly translate into lower export revenues. 
In normal times, the demand for oil is inelastic 
and higher prices result in higher export 
revenues. The drop in world crude oil prices in 
mid-2008, together with lower demand due 
to the recession, will thus translate into lower 
export receipts in real terms.  

However, the nominal depreciation of Asian 
currencies, except the yen, starting during the 
last quarter of 2008 is one mitigating factor. 
This provides some reprieve to Asian exporters 
of manufactured goods and processed 
agricultural products who had previously faced 
appreciating currencies since 2007 as the US 
dollar declined. 

In the 1997/98 financial crisis, Asia 
experienced reduced access to trade finance 
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as a result of a region-wide credit crunch. The 
scarcity of liquidity is now global and has spread 
to regional banks. Access to international 
interbank markets is limited. As Asian banks 
use swap markets in lieu of illiquid international 
interbank markets, the cost of borrowing dollars 
increases sharply. This dollar scarcity also has 
important implications for Asian exporters as 
liquid dollar supply is essential for trade finance 
(ADB 2008i). Banks in the region have reduced 
capacity to provide trade financing because 
letters of credit drawn on US and European 
banks have become unattractive due to higher 
counterparty risk and/or could stem from banks 
that are already highly leveraged. From January 
to September 2008, using balance of payments 
data, Korea’s net trade credit fell 25% relative 
to the same period in 2007 (WB 2008c).  

Threats of protectionism 

The current global recession is fueling 
protectionist sentiments and this could intensify 
as the crisis deepens. The shift to domestic 
consumption arising from fiscal stimulus 
packages worldwide is adding to this threat. 
Protectionism may be manifested in many 
ways but broadly, there are three channels 
through restrictions on: (i) trade in goods and 
services, (ii) FDI and capital flows, and (iii) labor 
migration.

In trade in goods, countries could resort to 
the use of non-tariff measures and the policy 
space created between the average tariffs 
and the bound rates, with very clear leverage 
in agricultural products (Table 3.5). Another 
avenue is the use of the trade-environment 
nexus or the use of environmental standards as 
technical barriers to trade. This new barrier is 
more relevant now and will be more binding in 
the future as the world moves toward greener 
technology. The most vulnerable here are 
developing countries without access to newer 
and cleaner technology.

G20 leaders in Washington in November 
2008 promised to impose no new trade-
restricting measures for 12 months. But since 
then, according to a recent report from the 
World Bank, 17 members of the G20 and 
other countries have implemented a total of 
47 measures that restrict trade. Increased 
tariffs account for about one-third of the 
new measures.  Subsidies proposed for the 
auto industry have proliferated and total 

some $48 billion worldwide, mostly in high-
income countries, including direct subsidies of 
$17.4 billion to the US big three automakers, 
and other subsides in other countries.

Financial protectionism is also worrisome. 
British Prime Minister Gordon Brown in an 
interview with The Wall Street Journal called 
this “a form of financial mercantilism”.  This 
will likely result in: (i) the increased use of 
discriminatory national treatments in trade, 
with local-content requirements in stimulus 
packages that can spark retaliatory measures 
in other countries; and a (ii) retreat of capital 
from developing countries with weak banking 
systems to home-based banks.  

This can have detrimental effects on trade 
financing and consequently hurt international 
trade. According to the WTO, trade finance 
flows to developing countries have fallen 6% in 
2008 or more year-on-year. Up to 90% of the 
$13–14 trillion in international trade is funded 
by trade finance. This would mean a sharp 
slowdown of world trade and output. 

At this stage, countries around the world 
are giving priority to fixing their financial and 
banking systems and thus the emergence of 
protectionist measures may have received little 
notice. This may cause the perception that 
protectionism is negligible.  However, this is a 
real and substantial threat to economic recovery 
if countries do not act to prevent it in the first 
place. Recognizing the danger, G20 finance 
ministers on 14 March 2009 committed to 
fight all forms of protectionism and maintain 
open trade and investment.

In Asian economies, currency intervention 
was necessary given the extreme volatility 
in the foreign exchange markets. But there 
appears to be no move to restrict capital 
account outflows or to revert to fixed exchange 
rate regimes. Asian countries remember the 
lessons of a decade ago—that in situations 
of exchange rate volatility, greater exchange 
rate flexibility is necessary to avoid prolonged 
and unsustainable currency intervention that 
would lower international reserves and raise 
opportunity costs. 

Impact on FDI and capital flows 

As the global financial crisis intensified in 
September 2008, followed by a series of 
financial failures, it engendered a loss of global 
investor confidence and a spike in risk aversion 
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that led to deleveraging by firms and banks. 
The flight to safety caused equity prices across 
the world to tumble and resulted in a massive 
sell-off of Asian equities, triggering an exodus 
of portfolio investment and a simultaneous 
nominal depreciation of Asian currencies (except 
the yen). In East Asia, gross capital flows to the 
region dropped 50% in the first 9 months of 
2008, mainly reflective of sales of debt and 
equity securities by non-residents and foreign 
financial intermediaries (WB. According to the 
Institute of International Finance, investment of 
private capital to emerging markets in 2009 is 
expected to be 82%, lower than in 2007.  

The United Nations Conference on Trade 
and Development projected in a recent report 
that FDI flows declined more than 20% in 
2008, while a further decrease can be expected 
in 2009 as the full consequences of the crisis 
on transnational corporations’ investment 
expenditures continues. But the impact varies by 
region and sector. Developed countries have so 
far been the most affected, with a decline in FDI 
inflows in 2008, due mainly to sluggish market 
prospects. Flows into developing economies 
continued to grow in 2008, but at a much lower 
rate than the year before (UNCTAD 2008).

In Japan, the outflow of portfolio invest-
ments was over a $100 billion in the first three 
quarters, while in Korea outflows of other 
investments remained large in the last quarter 
of 2008. Philippines, Singapore, and Thailand 
still managed to post small but positive levels of 
FDI (Table 3.15). In general, the most vulnerable 
countries include those with more open and/or 
liberal capital accounts, with large nonresident 
holdings of equity and debt securities in local 
currencies, as well as with high loan-deposit 
ratios suggesting reliance on foreign sources 
for domestic lending.  

Evaluation of Possible  
Policy Responses 

Preservation of multilateral trading system

The region should continue to work for 
progress in the multilateral trading system, 
with a return to and successful conclusion of 
the Doha Development Round a good place 
to start. A successful round would strengthen 
the multilateral trading system through the 
conclusion of a trade facilitation agreement, the 

best way to prevent the use of administrative 
measures as trade barriers. There is room for 
lowering wide margins between MFN tariffs 
and bound rates for agricultural products in 
Asia and increasing the binding coverage for all 
goods. This will introduce more transparency 
and certainty into Asia’s tariff regime and act 
as a deterrent to raising tariffs. 

Formation of a region-wide FTA

Whether or not Doha succeeds, consolidation 
of multiple, overlapping FTAs in East Asia 
into a single region-wide FTA could make a 
significant positive contribution. The question 
is: what would be the best grouping for such 
FTA consolidation? ASEAN is a natural “hub” 
for the creation of an East Asia-wide FTA as 
key production networks are rooted in ASEAN 
and major economies are linked to ASEAN via 
ASEAN+1 FTAs. A single FTA with ASEAN as 
its core may be built upon ASEAN+1 FTAs and 
FTAs among subsets of non-ASEAN countries 
(Australia, PRC, India, Japan, Korea, and New 
Zealand). Two East Asia-wide FTAs—EAFTA and 
CEPEA—offer larger gains to world income 
than any of the three ASEAN+1 FTA scenarios 
(see Table 3.14) (Kawai and Wignaraja 2008). 

To ensure that this region-wide FTA is a 
building block rather than a stumbling block 
to the multilateral trading system, Asia has 
to build on an “open-regionalism” principle 
that is consistent with the WTO agreements. 
Complementary support for participating, 
low-income countries to strengthen the 
structural and institutional foundations of their 
economic systems is also critical to ensuring 
the achievement of a region-wide FTA. The 
region should continue to encourage member 
countries to conclude WTO-consistent FTAs.  

Prevention of protectionism

The best way to prevent protectionist policies 
is to continue to liberalize multilaterally and 
regionally. Asia has generally pursued WTO-
consistent, if not WTO-plus, liberalization; 
hence, its continued use of FTAs to achieve 
regional liberalization should not be perceived 
as “protectionist”. Past achievements have 
been concentrated on trade-in-goods and 
investment liberalization, which have been 
mainly responsible for the high intraregional 
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trade shares. The region should then move 
forward with liberalization of trade in services, 
which will simultaneously act as a strong 
signal to the rest of the world and at the same 
time continue to sustain the region’s trade 
and investment links. The signing of several 
economic agreements in the 14th ASEAN 
Summit in February 2009 should be a strong 
indication that the region is moving forward 
with its regional liberalization. 

Strengthening trade finance 

Domestic and international banks as well 
as international development banks should 
cooperate in providing the much-needed 
liquidity to keep trade and investment flowing. 
Any deterioration due to lack of liquidity or 
financing should be prevented.  During periods 
of crisis when lending risks are abnormally 
heightened, reinsurance and/or risk-sharing 
would constitute the most appropriate 
responses. Adequate finance should be made 
available to business, including small- and 
medium-sized enterprises. Existing export credit 
agencies may receive reinsurance from their 

governments or purchase such in the private 
reinsurance market. 

For example, the Asia Pacific Trade Insurance 
Network launched in November 2008 by 
Australia, Indonesia, Japan, and Korea seeks the 
expansion of bilateral reinsurance arrangements 
with other Asian export credit agencies to 
eventually function as a reinsurance network 
covering the whole region. The network will be 
able to facilitate intra- and extra-regional trade 
and investment flows. 

After the G-7 Finance Ministers Meeting 
in Rome in February 2009, the Government 
of Japan announced an initiative to facilitate 
trade finance through the Japan Bank for 
International Cooperation in cooperation with 
ADB’s Trade Finance Facilitation Program (TFFP) 
implemented in 2004. The TFFP shares with 
commercial banks the risk of providing essential 
trade finance to exporters and importers in 
the region (Box 3.1). The expansion of the 
TFFP will help fill the gaps in trade financing 
left by a weak international financial sector. 
ADB is seeking to accelerate the trade finance 
support by boosting the size of the TFFP from 
$150 million to $1 billion.

Regional integration through increased trade.
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Box 3.1: ADB’s Trade Finance Facilitation Program 

The Trade Finance Facilitation Program (TFFP), started in 2004, is the Asian Development Bank’s (ADB) 
first region-wide program aimed at helping banks in developing member countries provide trade finance 
products to importers and exporters. The TFFP provides guarantees to confirming banks and revolving 
credits to issuing banks in developing member countries, enhances banks’ abilities to offer importers and 
exporters access to financial services, and works in partnership with the private sector to provide capacity, 
liquidity, and stability to the trade finance system.  

The TFFP has two main products: the partial credit guarantee (PCG) product provides guarantees to 
participating regional and international banks (confirming banks) against the payment of trade credits 
issued by approved issuing banks. Operationally, ADB provides guarantees to confirming banks covering 
country risk as well as risk on issuing banks’ letters of credit and other instruments in support of trade. 
Through the PCG, ADB shares risk with confirming banks to provide comfort to exporting companies that 
they will in fact get paid for shipments to the most challenging Asian markets. The second is the revolving 
credit (RCF) product, which provides loans to issuing banks for on-lending to private sector exporters and 
importers, many of which are small and medium-sized enterprises, to finance trade-related transactions. 
The RCF is focused on lending to DMCs’ issuing banks to fund the banks’ advances to importers and 
exporters for pre-shipment and post-shipment financing. These loans are on-lent to exporting and 
importing companies in Asia’s less developed emerging markets.

A third product called the risk participation agreement (RPA) was launched under the TFFP in 2007. 
This product is similar to the PCG in that it shares risks with the private sector in support of trade. It differs 
from the PCG in its structure, which is designed to facilitate the rapid expansion of the TFFP into new 
markets through a closer partnership with international banks. The RPA provides its partners with a new 
and efficient vehicle for trade portfolio management in less-developed markets.

Source: Asian Development Bank.

Improving trade facilitation

The ASEAN Single Window is already 
operational for several ASEAN countries.  With 
the formation of a region-wide FTA possible 
in the near future, the ASEAN+6 countries 
should also start harmonizing with ASEAN 
to move toward a seamless border consistent 
with a free trade area. The regional institutions 
to achieve trade facilitation are already in 
place, most of which are provided for in the six 
ASEAN+1 FTAs. 

Aid for Trade is one mechanism that 
can facilitate such a transition through 
its trade-related capacity building, trade-
related infrastructure, supply-side capacities 
and, more generally, facilitation of trade-
related adjustment particularly for the poorer 
developing countries. It may also enhance the 
participation of developing countries in world 

trade, thereby strengthening the multilateral 
trading system.

Conclusion 

The global economic and financial crisis has had 
impact on Asia largely through trade: as demand 
from developed economies has contracted, 
so have Asian exports. Asia’s recovery will 
therefore largely depend on trade. Despite the 
efforts of Asian countries to substitute domestic 
consumption for falling exports, there remains 
a huge gap that it cannot completely fill. In 
this context, it is for developed and developing 
Asian economies to (i) preserve the multilateral 
trading system, (ii) consider the possibility 
of forming a region-wide FTA, (iii) prevent a 
possible surge of protectionism in Asia and 
elsewhere, (iv) strengthen trade finance, and 
(v) improve trade facilitation.
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Table 3.1 
Export performance of Asia ( 2006–2007)

Region/Economy

($ billions) Growth Rates (%)

2006 2007 2006 2007

A. ASEAN+3 2,706.53 3,161.63 17.91 16.81

Brunei Darussalam 6.70 7.35 18.93 9.72

Cambodia 3.56 3.93 18.21 10.29

Indonesia 100.80 114.10 17.67 13.20

Japan 646.28 714.06 8.58 10.49

Korea, Republic of 325.46 371.49 14.43 14.14

Lao PDR 1.13 1.25 62.59 9.97

Malaysia 160.73 176.25 14.00 9.66

Myanmar 4.38 4.79 18.26 9.33

Philippines 47.41 50.47 14.92 6.45

Singapore 271.82 299.35 18.36 10.13

Thailand 129.72 152.10 16.93 17.25

Viet Nam 39.61 48.39 22.87 22.17

China, People’s Republic of 968.94 1,218.12 27.16 25.72

B. South Asia 163.55 192.98 18.08 17.99

Bangladesh 10.61 11.78 26.32 11.03

India 120.97 147.03 21.43 21.55

Nepal 16.81 17.30 0.65 10.57

Pakistan 8.28 9.15 5.59 2.90

Sri Lanka 6.88 7.71 8.45 12.04

C. Central Asia 55.53 70.23 35.95 26.47

Kazakhstan 38.25 47.76 37.35 24.85

Kyrgyzstan 0.79 1.13 18.17 42.83

Mongolia 1.54 1.95 44.88 26.34

Tajikistan 1.40 1.47 53.96 4.94

Turkmenistan 7.16 8.93 44.73 24.84

Uzbekistan 6.39 8.99 18.14 40.72

D. pacific 137.27 167.53 15.79 22.04

Australia 114.83 140.66 18.56 22.50

New Zealand 22.44 26.87 3.44 19.72

Sources: ARIC Website; ADB Key Indicators, 2008.
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Table 3.2  
pRC Trade Balances with the World ($ million)

Economy 1990 1995 2000 2005 2006 2007

US -1,277 8,621 29,786 114,354 144,572 166,592

EU15 -2,871 -2,055 7,880 63,267 81,731 117,193

EU25 -3,162 -1,287 10,209 71,721 99,249 136,047

Hong Kong, China 12,598 27,405 35,089 112,273 144,641 173,598

ASEAN5 820 -401 -5,903 -23,722 -24,823 -24,416

ASEAN10 1,018 578 -4,839 -19,538 -18,221 -14,154

Japan 1,555 -541 134 -16,371 -24,039 -30,244

Korea, Republic of 196 -3,600 -11,915 -41,757 -45,260 -49,136

Taipei,China -1,935 -11,686 -20,455 -58,131 -66,366 -77,563

World 8,950 16,795 24,033 102,119 177,491 270,050

Exports 1990 1995 2000 2005 2006 2007

US 5,314 24,744 52,162 163,348 203,898 237,822

EU15 6,275 19,258 38,230 134,971 169,109 222,442

EU25 6,942 20,503 41,056 145,664 189,926 246,165

Hong Kong, China 27,163 36,004 44,520 124,505 155,435 186,404

ASEAN5 3,846 9,001 15,096 48,210 61,687 79,153

ASEAN10 4,151 10,475 17,341 55,479 71,328 93,241

Japan 9,210 28,466 41,654 84,097 91,773 102,596

Korea, Republic of 433 6,688 11,293 35,117 44,558 55,753

Taipei,China 320 3,098 5,039 16,550 20,733 23,458

World 62,760 148,959 249,208 762,337 969,284 1,222,840

Imports 1990 1995 2000 2005 2006 2007

US 6,591 16,123 22,376 48,995 59,326 71,230

EU15 9,147 21,313 30,350 71,704 87,377 105,250

EU25 10,104 21,790 30,847 73,942 90,677 110,118

Hong Kong, China 14,565 8,599 9,431 12,232 10,795 12,806

ASEAN5 3,026 9,402 21,000 71,932 86,510 103,569

ASEAN10 3,133 9,896 22,181 75,017 89,549 107,395

Japan 7,656 29,007 41,520 100,468 115,811 132,840

Korea, Republic of 236 10,288 23,208 76,874 89,819 104,889

Taipei,China 2,255 14,784 25,494 74,680 87,099 101,022

World 53,810 132,164 225,175 660,218 791,793 952,790

PRC = People’s Republic of China;

ASEAN10 includes Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, Philippines, Singapore, Thailand, 
and Viet Nam.

ASEAN5 is comprised of Philippines, Indonesia, Malaysia, Singapore, and Thailand.

EU15 includes Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy,  Luxembourg, Netherlands, Portugal, Spain, Sweden, and 
United Kingdom.

EU25 includes EU15 plus Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland,  Slovakia, and Slovenia.

Sources: IMF Direction of Trade Statistics and China National Bureau of Statistics.
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Table 3.3a  
US and EU Shares in Asian Exports (%)

US Share 2000 2001 2002 2003 2004 2005 2006 2007

ASIA 23.1 22.3 21.7 19.5 18.4 17.9 17.6 15.9

ASEAN10 19.0 17.9 17.7 15.9 15.0 14.4 14.1 12.3

Brunei Darussalam 12.0 11.6 8.1 7.8 8.6 9.5 7.8 5.2

Cambodia 65.9 64.2 64.5 63.6 60.0 52.9 53.3 59.1

Indonesia 13.7 13.8 13.2 12.1 12.3 11.5 11.5 10.7

Lao PDR 2.3 1.0 0.7 0.9 0.6 0.6 0.7 1.6

Malaysia 20.5 20.2 20.2 19.6 18.8 19.7 18.8 15.6

Myanmar 22.4 17.4 12.5 9.7 0.0 0.0 0.0 0.0

Philippines 29.8 28.0 24.7 20.1 18.2 18.0 18.3 13.4

Singapore 17.3 15.4 15.3 12.9 11.7 10.4 10.2 8.9

Thailand 21.3 20.3 19.6 17.0 16.1 15.4 15.0 12.6

Viet Nam 5.1 7.1 14.7 19.6 19.0 18.3 21.9 22.5

East Asia 26.0 25.4 24.7 22.1 21.0 20.8 20.4 18.6

China, People’s Republic of 20.9 20.4 21.5 21.1 21.1 21.4 21.0 19.4

Japan 30.1 30.4 28.8 24.9 22.7 22.9 22.8 20.4

Korea, Republic of 21.9 20.8 20.3 17.7 17.0 14.6 13.3 12.3

NIEs 21.7 20.5 19.6 16.9 15.5 14.1 13.3 11.6

Hong Kong 23.3 22.3 21.4 18.6 16.9 16.1 15.1 12.4

Taipei,China 23.5 22.3 20.2 17.6 15.8 14.7 14.4 13.0

Singapore 17.3 15.4 15.3 12.9 11.7 10.4 10.2 8.9

Korea 21.9 20.8 20.3 17.7 17.0 14.6 13.3 12.3

ASEAN+3 23.7 23.0 22.5 20.3 19.3 19.0 18.6 16.9

East Asia 15 23.7 22.9 22.2 19.9 18.8 18.3 18.0 16.3

ASEAN+6 23.0 22.2 21.8 19.7 18.7 18.3 18.0 16.3

Australia 9.8 9.7 9.6 8.7 8.1 6.7 6.2 5.8

New Zealand 14.8 15.0 15.5 14.5 14.4 14.1 13.1 11.5

South Asia 24.5 23.4 22.7 20.6 19.1 18.8 18.5 16.3

India 21.3 20.6 20.4 18.6 17.0 16.7 17.0 15.1

Bangladesh 31.8 29.6 27.6 23.9 22.4 23.6 25.0 23.9

Maldives 44.2 38.3 38.1 32.4 26.5 0.8 1.3 2.0

Nepal 27.5 26.9 20.0 25.4 18.0 12.9 11.7 8.9

Pakistan 25.2 24.3 24.5 23.1 23.5 24.8 21.0 17.7

Sri Lanka 40.2 40.8 37.7 34.6 32.5 31.1 27.7 23.1

NIE = Newly industrialized economy.

ASEAN includes Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, Philippines, Singapore, Thailand, 
and Viet Nam.

ASEAN+3 includes ASEAN10 plus People’s Republic of China, Japan, and Republic of Korea.

ASEAN+6 includes ASEAN10+3 plus Australia, India, and New Zealand.

East Asia15 includes  ASEAN+3 plus Hong Kong, China; and Taipei,China.

EU15 includes Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and 
United Kingdom.

EU25 includes EU15 plus Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, and Slovenia.

Sources: IMF Direction of Trade Statistics and Bureau of Foreign Trade of Taiwan.
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Table 3.3b  
US and EU Shares in Asian Exports (%)

EU Share 2000 2001 2002 2003 2004 2005 2006 2007

ASIA 16.0 16.0 15.2 15.7 15.7 15.5 15.7 15.7

ASEAN 15.0 15.2 14.4 13.8 13.8 12.7 13.0 12.4

Brunei Darussalam 3.6 1.5 1.9 0.3 2.6 1.1 2.0 1.4

Cambodia 20.6 24.9 19.4 19.6 27.0 16.8 18.2 20.5

Indonesia 14.4 14.3 14.5 13.7 12.7 12.1 12.2 12.2

Lao PDR 26.2 29.4 29.9 28.8 28.9 19.7 10.5 10.4

Malaysia 14.0 14.2 12.8 12.6 12.6 11.8 12.8 12.9

Myanmar 16.7 15.5 13.2 13.8 15.8 8.5 7.4 6.8

Philippines 18.1 19.5 18.5 16.6 17.2 17.0 18.5 10.2

Singapore 14.0 14.1 13.3 12.8 13.1 12.1 11.3 10.8

Thailand 16.3 16.7 15.3 15.2 14.9 13.6 13.8 13.9

Viet Nam 20.6 21.1 19.9 20.0 18.8 17.0 20.5 21.1

East Asia 16.3 16.2 15.6 16.5 16.7 16.9 17.2 17.4

China, People’s Republic of 16.5 16.7 16.3 18.1 18.3 19.1 19.6 20.1

Japan 16.9 16.5 15.3 16.0 15.8 14.6 14.5 14.8

Korea,Republic of 14.5 14.2 14.8 14.1 15.1 15.6 15.3 13.6

NIEs 14.9 14.6 13.9 13.5 13.8 13.6 13.1 12.3

Hong Kong, China; and 
Taipei,China

15.7 14.9 13.8 13.8 14.0 14.6 14.0 13.3

Taipei,China 15.4 15.2 13.4 13.2 12.5 11.3 11.1 10.9

Singapore 14.0 14.1 13.3 12.8 13.1 12.1 11.3 10.8

Korea, Republic of 14.5 14.2 14.8 14.1 15.1 15.6 15.3 13.6

ASEAN+3 15.9 15.9 15.2 15.7 15.9 15.7 16.0 16.0

East Asia 15 15.8 15.7 14.9 15.3 15.4 15.3 15.5 15.5

ASEAN+6 15.9 16.0 15.3 15.9 15.9 15.7 16.1 16.0

Australia 11.6 12.1 12.5 14.2 11.2 10.8 12.5 10.9

New Zealand 15.0 14.5 15.2 15.7 15.0 15.1 15.3 13.9

South Asia 26.6 26.6 25.3 25.6 25.8 24.9 23.8 23.9

India 24.4 24.5 22.6 22.7 22.0 22.4 21.1 21.5

Bangladesh 40.3 41.6 43.1 47.2 51.2 46.9 46.8 45.3

Maldives 18.6 14.8 14.0 15.6 19.3 24.5 30.2 35.6

Nepal 23.0 17.3 14.5 13.7 14.0 11.8 12.1 11.2

Pakistan 27.9 27.7 28.0 28.8 30.4 26.6 22.2 22.0

Sri Lanka 28.3 27.1 30.1 28.6 32.4 31.0 33.8 35.8

ASEAN includes Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, Philippines, 

Singapore, Thailand, and Viet Nam.

ASEAN+3 includes ASEAN10 plus People’s Republic of China, Japan, and Republic of Korea.

ASEAN+6 includes ASEAN10+3 plus Australia, India, and New Zealand.

East Asia15 includes  ASEAN+3 plus Hong Kong, China; and Taipei,China.

EU15 includes Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and 
United Kingdom.

EU25 includes EU15 plus Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, and Slovenia.

NIE = Newly industrialized economy.

Sources: IMF Direction of Trade Statistics and Bureau of Foreign Trade of Taiwan.
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Table 3.4  
Top 10 Exports to US, Selected Countries in 2007 ($ billion,% share )

China, People’s Republic of

Electronic data processing & Office equipment 42.69 19%

Telecommunications equipment 28.38 12%

Miscellaneous manufactures 21.19 9%

Clothing 18.79 8%

Electrical machinery, apparatus & appliances and parts 15.60 7%

Manufactures of metals nes 11.60 5%

Furniture and parts, bedding, mattress, cushions, etc. 11.21 5%

General industrial machinery, parts and equipment 8.74 4%

Footwear 8.24 4%

Textiles 6.09 3%

Total Top 10 Exports to US 172.54 76%

Total Exports to US 227.09 100%

Japan

Automotive products 56.57 41%

Other transport equipment 8.55 6%

Specialized industry machinery 7.59 5%

Telecommunications equipment 7.37 5%

General industrial machinery, parts and equipment 6.67 5%

Special transactions and commodities not classified 6.15 4%

Electrical machinery, apparatus & appliances and parts 6.09 4%

Scientific and controlling instruments 4.50 3%

Electronic data processing & Office equiment 3.97 3%

Integrated circuits and electronic components 3.23 2%

Total Top 10 Exports to US 110.68 80%

Total Exports to US 138.33 100%

Hong Kong, China

Clothing 10.76 24%

Miscellaneous manufactures 9.08 20%

Telecommunications equipment 6.02 13%

Electrical machinery, apparatus & appliances and parts 3.88 9%

Footwear 2.64 6%

Electronic data processing & office equipment 2.62 6%

Travel goods, handbags 1.89 4%

Photographic apparatus and supplies, optical goods, watches and clocks 1.79 4%

Non-metallic mineral manufactures 1.25 3%

Integrated circuits and electronic components 0.92 2%

Total Top 10 Exports to US 40.84 90%

Total Exports to US 45.32 100%
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Korea, Republic of

Automotive products 10.96 27%

Telecommunications equipment 6.55 16%

Electronic data processing & office equipment 2.97 7%

Electrical machinery, apparatus & appliances and parts 2.39 6%

Specialized industry machinery 1.98 5%

Scientific and controlling instruments 1.62 4%

Iron and steel 1.50 4%

Integrated circuits and electronic components 1.49 4%

General industrial machinery, parts and equipment 1.37 3%

Manufactures of metals nes 0.97 2%

Total Top 10 Exports to US 31.80 78%

Total Exports to US 40.62 100%

Malaysia

Electronic data processing & office equipment 11.18 41%

Integrated circuits and electronic components 3.94 14%

Telecommunications equipment 3.39 12%

Electrical machinery, apparatus & appliances and parts 1.95 7%

Clothing 1.33 5%

Scientific and controlling instruments 0.73 3%

Furniture and parts, bedding, mattress, cushions, etc. 0.67 2%

Fixed vegetable fats and oils 0.48 2%

Miscellaneous manufactures 0.39 1%

Animal, vegetable fats, oils, n.e.s. 0.29 1%

Total Top 10 Exports to US 24.37 89%

Total Exports to US 27.25 100%

Singapore

Integrated circuits and electronic components 6.60 29%

Electronic data processing & office equipment 3.05 14%

Pharmaceuticals 2.58 11%

Telecommunications equipment 2.51 11%

Scientific and controlling instruments 0.92 4%

Electrical machinery, apparatus & appliances and parts 0.91 4%

Organic chemicals 0.87 4%

Other transport equipment 0.82 4%

Clothing 0.69 3%

Miscellaneous manufactures 0.47 2%

Total Top 10 Exports to US 19.42 86%

Total Exports to US 22.49 100%
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India

Non-metallic mineral manufactures 3.46 18%

Clothing 2.89 15%

Miscellaneous manufactures 2.43 13%

Textiles 1.81 9%

Iron and steel 1.10 6%

Pharmaceuticals 0.90 5%

Organic chemicals 0.71 4%

Manufactures of metals nes 0.69 4%

Electrical machinery, apparatus & appliances and parts 0.52 3%

General industrial machinery, parts and equipment 0.50 3%

Total Top 10 Exports to US 15.01 78%

Total Exports to US 19.36 100%

Thailand

Electronic data processing & office equipment 3.21 17%

Clothing 1.98 10%

Fish, crustaceans, mollusks 1.77 9%

Miscellaneous manufactures 1.44 8%

Telecommunications equipment 1.40 7%

Electrical machinery, apparatus & appliances and parts 1.13 6%

Integrated circuits and electronic components 0.80 4%

Manufactures of metals nes 0.56 3%

Rubber manufactures nes 0.56 3%

Other transport equipment 0.52 3%

Total Top 10 Exports to US 13.37 70%

Total Exports to US 19.05 100%

Indonesia

Clothing 3.58 31%

Crude rubber inc. synthetic and reclaimed 1.29 11%

Fish, crustaceans, mollusks 0.77 7%

Miscellaneous manufactures 0.58 5%

Furniture and parts, bedding, mattress, cushions, etc. 0.56 5%

Coffee, tea, cocoa, spices 0.42 4%

Footwear 0.38 3%

Telecommunications equipment 0.35 3%

Cork and wood manufactures excluding furniture 0.34 3%

Electrical machinery, apparatus & appliances and parts 0.33 3%

Total Top 10 Exports to US 8.60 74%

Total Exports to US 11.64 100%
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Philippines

Electronic data processing & office equipment 2.42 28%

Special transactions and commodities not classified 1.72 20%

Clothing 1.21 14%

Electrical machinery, apparatus & appliances and parts 1.04 12%

Fixed vegetable fats and oils 0.31 4%

Telecommunications equipment 0.30 4%

Vegetables and fruit 0.21 2%

Miscellaneous manufactures 0.16 2%

Furniture and parts, bedding, mattress, cushions, etc. 0.15 2%

Fish, crustaceans, mollusks 0.14 2%

Total Top 10 Exports to US 7.66 89%

Total Exports to US 8.60 100%

Share of US in Total Exports 17%

Australia

Meat, meat preparations 1.31 20%

Beverages 0.72 11%

Scientific and controlling instruments 0.53 8%

Other transport equipment 0.47 7%

Non-ferrous metals 0.42 6%

Special transactions and commodities not classified 0.30 4%

Miscellaneous manufactures 0.28 4%

Automotive products 0.25 4%

Petroleum, petroleum products 0.20 3%

Specialized industry machinery 0.18 3%

Total Top 10 Exports to US 4.65 71%

Total Exports to US 6.59 100%

Share of US in Total Exports 5%

New Zealand

Meat, meat preparations 0.66 22%

Chemical materials nes 0.32 10%

Dairy products, bird eggs 0.31 10%

Cork and wood, raw 0.19 6%

Beverages 0.14 5%

Other transport equipment 0.13 4%

Non-ferrous metals 0.12 4%

Scientific and controlling instruments 0.12 4%

Fish, crustaceans, mollusks 0.12 4%

Miscellaneous edible products 0.12 4%

Total Top 10 Exports to US 2.23 73%

Total Exports to US 3.07 100%

Share of US in Total Exports 11%

nes = not elsewhere specified.

Source: Computed from UN COMTRADE Data Using SITC Revision 3. 
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Table 3.5  
Average MFN, Bound Rates and Binding Coverage of Boao Forum Members (2007) 

Average tariff Bound rate Binding coverage

All 
goods Agri Mfg

All 
goods Agri Mfg

All 
goods Agri Mfg

A. ASEAN+6

Brunei, Darussalam 2.9 0.1 3.3 24.3 23.4 24.5 95.3 97.7 95.0

Cambodia 12.5 16.8 12.0 19.0 28.1 17.7 100.0 100.0 100.0

Indonesia 6.6 9.8 6.3 37.1 47.1 35.6 96.6 100.0 96.1

Lao PDR 5.8 12.8 5.3 … … … … … …

Malaysia 5.8 2.8 6.1 14.5 12.2 14.9 84.2 99.9 81.9

Myanmar 4.1 7.1 3.9 83.4 104.7 22.3 16.8 94.1 5.0

Philippines 5.3 8.7 5.0 25.7 34.9 23.4 66.9 99.4 62.0

Singapore 0.0 0.0 0.0 7.0 9.5 6.4 69.7 100.0 65.1

Thailand 10.0 22.1 8.2 25.7 35.3 24.2 75.0 100.0 71.2

Viet Nam 11.7 21.6 10.9 11.4 18.5 10.4 100.0 100.0 100.0

China, People’s Republic of 8.7 14.7 8.3 10.0 15.7 9.1 100.0 100.0 100.0

Japan 2.8 7.6 2.3 2.9 7.2 2.4 99.7 100.0 99.6

Korea, Republic of 8.3 37.7 6.0 15.6 50.3 10.2 94.5 99.3 93.8

B. South Asia

Bangladesh 14.6 17.2 14.4 161.7 187.9 35.6 15.0 94.1 3.0

India 14.0 39.1 12.5 49.6 113.3 34.4 73.8 100.0 69.8

Nepal 12.4 14.2 12.3 26.0 41.4 23.7 99.4 100.0 99.3

Pakistan 14.5 16.6 14.4 52.2 96.8 35.4 44.7 92.5 37.4

Sri Lanka 10.7 22.3 10.1 29.6 49.8 19.5 36.8 94.1 28.0

C. Central Asia

Kyrgyz Republic 2.9 5.0 2.7 7.4 12.2 6.7 99.9 100.0 99.9

Mongolia 4.9 5.2 4.9 17.5 18.9 17.3 100.0 100.0 100.0

Tajikistan 4.7 5.4 4.6 … … … … … …

Uzbekistan 10.8 11.2 10.8 … … … … … …

Kazakhstan 7.8 12.5 7.1 … … … … … …

Turkmenistan 5.1 13.2 3.9 … … … … … …

D. pacific

Australia 2.8 0.8 2.9 10.0 3.3 11.0 97.1 100.0 96.7

New Zealand 3.7 1.8 3.8 10.2 5.9 10.9 100.0 100.0 100.0

E. Middle East

Iran, Islamic Republic of 21.3 24.3 21.2 … … … … … …

Israel 2.1 5.9 1.9 20.9 73.4 9.2 76.3 98.7 72.8

…= data not available.

ASEAN10 includes Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, Philippines, Singapore, Thailand, 
and Viet Nam.

ASEAN+3 includes ASEAN10 plus People’s Republic of China, Japan, and Republic of Korea.

ASEAN+6 includes ASEAN10+3 plus Australia, India, and New Zealand.

East Asia 15 includes ASEAN+3 countries and Hong Kong, China and Taipei,China. 

EU15 includes Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and 
United Kingdom.

EU25 includes EU15 plus Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, and Slovenia.

Source: World Bank Website.
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Table 3.6  
World Intraregional Trade Shares

1990 1995 2000 2001 2002 2003 2004 2005 2006 2007

ASEAN+6 33.7 40.8 40.5 40.6 41.3 42.3 43.0 43.1 42.4 42.4

ASEAN+3 29.4 37.6 37.3 37.1 37.9 38.9 39.2 38.9 37.9 37.6

ASEAN 18.8 24.0 24.7 24.1 24.4 26.6 26.7 27.2 27.1 27.0

EAST ASIA 15 43.5 51.9 51.7 51.4 53.5 55.6 55.2 55.6 54.9 52.3

NIEs 12.4 16.4 16.0 15.4 15.9 15.6 14.4 14.3 14.8 12.6

EU15 72.4 70.8 62.3 62.2 62.5 63.0 62.2 60.4 59.5 58.9

EU25 67.0 67.4 66.8 67.2 67.8 68.5 68.0 66.5 66.1 66.2

SAARC 2.7 3.9 4.0 5.0 4.8 5.6 5.2 5.1 4.8 4.7

MERCOSUR 10.9 19.2 20.3 17.9 13.6 14.7 15.2 15.5 15.8 15.5

NAFTA 37.9 43.1 48.8 49.1 48.4 47.4 46.5 46.0 44.8 43.0

NIE = Newly industrialized economy, NAFTA= North American Free Trade Association.

ASEAN includes Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic,  Malaysia, Myanmar, Philippines, Singapore, Thailand, 
and Viet Nam.

ASEAN+3 includes ASEAN plus People’s Republic of China, Japan, and Republic of Korea.

ASEAN+6 includes ASEAN+3 plus Australia, India, and New Zealand.

East Asia 15 includes Emerging East Asia -14 and Japan. Emerging East Asia -14 includes ASEAN+3;  Hong Kong, China; and Taipei, China.

NIEs includes Hong Kong, China; Republic of Korea; Singapore; and Taipei,China.

EU15 includes Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and 
United Kingdom.

EU25 includes EU15 plus Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, and Slovenia.

South Asia Association for Regional Cooperation includes Pakistan, Maldives, Bhutan, Nepal, Bangladesh, India, and Sri Lanka.

MERCOSUR country members are Argentina, Brazil, Paraguay, and Uruguay.

Sources: Data for Taipei,China: UN COMTRADE (accessed, 22 Jan 2009); and IMF Direction of Trade Statistics (accessed, 15 Jan 2009).
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Table 3.7  
Top 10 Exporters of Commercial Services, Boao Member Economies (2007)

Average 
Shares 

Average 
Growth 

Rates (%) ($ billion) 

2000–2007 2000–2007 2003 2004 2005 2006 2007

World 11.5 1,829,300 2,209,900 2,473,400 2,777,900 3,291,500

Top 10 18.8 13.7 321,974 411,624 478,741 559,652 667,891

Japan 4.2 9.9 71,784 89,668 102,071 115,140 127,060

China, People’s Republic of 2.8 21.4 46,375 62,056 73,909 91,421 121,655

India 1.8 27.3 23,633 37,931 55,508 75,057 89,746

Hong Kong, China 2.6 11.3 46,500 55,103 63,651 72,674 82,723

Singapore 2.0 13.6 36,196 46,584 52,633 58,957 67,329

Korea, Republic of 1.8 12.1 31,753 40,505 43,711 48,382 61,536

Australia 1.2 10.4 23,227 27,841 30,378 32,438 39,739

Thailand 0.9 9.5 15,694 18,932 20,011 24,636 28,773

Malaysia 0.8 12.1 13,459 16,999 19,463 21,722 28,184

Israel 0.8 8.3 13,353 16,005 17,406 19,225 21,146

ROW 81.2 11.1 1,507,326 1,798,276 1,994,659 2,218,248 2,623,609

ROW= rest of the world.

Source: International Trade Statistics, 2008. 

Table 3.8  
Top 10 Importers of Commercial Services, Boao Member Economies (2007)

Average 
Shares 

Average 
Growth 
Rates ($ billion) 

2000–2007 2000–2007 2003 2004 2005 2006 2007

World 10.9 1,777,100 2,117,100 2,350,800 2,620,100 3,085,900

Top 10 21.0 11.6 352,929 439,069 491,916 566,621 670,569

Japan 5.8 4.9 99,906 119,925 122,369 133,900 148,685

China, People’s Republic of 3.3 19.7 54,852 71,602 83,173 100,327 129,254

India 2.4 15.4 39,928 49,373 58,055 68,023 82,523

Hong Kong, China 1.7 21.5 24,679 35,293 47,545 63,053 77,200

Singapore 2.2 13.9 39,794 50,029 54,898 61,745 70,109

Korea, Republic of 1.5 7.2 25,994 30,983 33,838 36,905 41,035

Australia 1.2 10.1 21,476 27,377 29,909 31,600 38,187

Thailand 1.1 14.2 17,999 22,909 26,881 32,841 38,020

Malaysia 1.0 8.6 17,323 18,967 21,750 23,493 27,784

Israel 0.7 7.8 10,978 12,611 13,498 14,734 17,772

ROW 79.0 10.7 1,424,171 1,678,031 1,858,884 2,053,479 2,415,331

ROW - rest of the world.

Source: International Trade Statistics, 2008.
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Table 3.9  
Asia’s Foreign Direct Investment (2000–2007)

Inflows ($ billion) Outflows ($ million)

2000 2004 2005 2006 2007 2000 2004 2005 2006 2007

1398 718 959 1411 1833 World 1,231,639 920,151 880,808 1,323,150 1,996,514

170 201 141 249 306 BOAO 112,693 119,478 74,997 198,653 249,367

144 147 155 167 229 A. EAST ASIA 105,050 103,801 103,331 146,764 197,946

1 0 0 0 0 Brunei Darussalam 20 41 47 18 38

0 0 0 0 1 Cambodia 7 10 6 8 1

-4 2 8 5 7 Indonesia 150 3,408 3,065 2,703 4,790

0 0 0 0 0 Lao PDR 4 0 0 0 0

4 5 4 6 8 Malaysia 2,026 2,061 2,971 6,041 10,989

0 0 0 0 0 Myanmar 0 0 0 0 0

2 1 2 3 3 Philippines 125 579 189 103 3,442

16 20 14 25 24 Singapore 5,915 10,803 6,943 12,241 12,300

3 6 8 9 10 Thailand -22 76 503 1,032 1,756

1 2 2 2 7 Viet Nam 0 0 65 85 150

41 61 72 73 84 PRC 916 5,498 12,261 21,160 22,469

62 34 34 45 60 Hong Kong, China 59,352 45,716 27,201 44,979 53,187

8 8 3 -7 23 Japan 31,558 30,951 45,781 50,266 73,549

9 9 7 5 3 Korea, Republic of 4,999 4,658 4,298 8,127 15,276

5 8 11 25 29 B. South Asia 524 2,247 3,063 12,984 13,863

1 0 1 1 1 Bangladesh 2 6 3 4 21

4 6 8 20 23 India 509 2,179 2,978 12,842 13,649

0 0 0 0 0 Nepal 0 0 0 0 0

0 1 2 4 5 Pakistan 11 56 44 109 98

0 0 0 0 1 Sri Lanka 2 6 38 29 95

2 5 3 8 12 C. Central Asia 9 -1,235 -146 -387 3,160

1 4 2 6 10 Kazakhstan 4 -1,279 -146 -387 3,161

0 0 0 0 0 Kyrgyzstan 5 44 0 0 0

0 0 0 0 0 Mongolia 0 0 0 0 0

0 0 0 0 0 Tajikistan 0 0 0 0 0

0 0 0 1 1 Turkmenistan 0 0 0 0 0

0 0 0 0 0 Uzbekistan 0 0 0 0 0

15 39 -34 34 25 D. Pacific 3,771 10,052 -34,671 23,829 27,048

14 36 -35 26 22 Australia 3,161 10,956 -33,523 22,638 24,209

1 3 2 8 3 New Zealand 610 -905 -1,148 1,191 2,840

5 2 6 15 11 E. Middle East 3,339 4,614 3,420 15,464 7,349

5 2 5 15 10 Israel 3,317 4,547 2,968 15,078 7,047

0 0 1 0 1
Iran, Islamic 
Republic of 22 68 452 386 302

PRC= People’s Republic of China.

Source: UNCTAD, World Investment Report 2008 (Tables 24 and 31).
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Figure 3.1  
Merchandise Exports of NIEs, Average Growth Rates (3-month moving average)
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Figure 3. 2  
Merchandise Exports of ASEAN 4, Average Growth Rates (3-month moving average)

Source: ARIC Database, ADB.
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Figure 3.4  
Growth Rates of Imports, pRC and Japan (3-month moving average)

Source: www. aric.adb.org, ADB.

Source: ARIC Database, ADB.

Figure 3.3  
Merchandise Exports of pRC, Japan and India, Average Growth Rates (3-month moving average)
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Signed/Under Implementation
Framework Agreement Signed/ 

Under Negotiation Proposed/Under Study

ASEAN-CER FTA (2009) ASEAN-India RTIA (for signing 2009) ASEAN + 6 FTA

Singapore-GCC FTA (2008) Korea-India (for signing) Australia-Indonesia FTA

Japan-Vietnam EPA (2008) Korea-Malaysia FTA (2009) Australia-Indonesia FTA

Japan-Switzerland FTA (2009) ASEAN-Australia-New Zealand FTA China-India RTA

Japan-Brunei FTA (2008) Australia-Korea FTA (2009) East Asia FTA

Japan-Indonesia EPA  (2008) India-Malaysia CECA (2008) East Asia Summit FTA

Japan-Philippines EPA (2008) Korea-GCC FTA ( 2008) India-Indonesia CECA

Malaysia-Pakistan FTA (2008) Korea-EU FTA Indonesia-EFTA FTA

PRC- Singapore FTA (2008) New Zealand-Korea CEP Japan-Canada FTA

PRC- Pakistan FTA (2008) Japan-Switzerland FTA (2008) Korea-European Union FTA

PRC-New Zealand FTA (2008) ASEAN-EU FTA (2007) Korea-Peru FTA

ASEAN-Japan CEP (2008) Singapore-Ukraine FTA (2007) Korea-MERCOSUR FTA

Singapore-Peru FTA (2008) Japan-Australia EPA (2007) Korea-South Africa FTA

Japan-Chile FTA (2007) Japan-India EPA (2007) Korea-Thailand FTA

Japan-Thailand EPA (2007) PRC-SACU FTA (2006) Korea-GCC FTA

India-Thailand FTA (2006) United States-Malaysia FTA (2006) Malaysia-Korea FTA

US-Korea FTA (2006) Singapore-Peru FTA (2006) Pakistan-Philippines FTA

Japan-Malaysia EPA (2006) Malaysia-Chile FTA (2006) Pakistan-Thailand FTA

ASEAN-Korea FTA (2006) PRC-Iceland FTA (2006) PRC-Japan-Korea FTA

Trans-Pacific SEP (2006) Korea-Mexico SECA (2006) PRC-Korea FTA

PRC-Chile FTA (2006) Japan-GCC FTA (2006) PRC-Peru FTA

EFTA- Korea FTA (2006) India-Korea CEPA (2006) Shanghai Cooperation Organization FTA

Singapore-Panama FTA (2006) TPS-OIC (2005) Thailand-Chile FTA

Korea-Singapore FTA (2006) Thailand-EFTA FTA (2005) Thailand-MERCOSUR FTA

PTA-D8 (2006) PRC- GCC FTA (2005) United States-Brunei FTA

Thailand-Peru FTA (2005) PRC- Australia FTA (2005) United States-Indonesia FTA

Singapore-Jordan FTA (2005) Pakistan-Singapore FTA (2005) United States-Philippines FTA

Singapore-India CEPA (2005) Pakistan-Indonesia FTA (2005) Korea-Peru FTA

Japan-Mexico EPA (2005) Malaysia-New Zealand FTA (2005) Korea-New Zealand FTA

Thailand-New Zealand CEPA (2005) Malaysia-Australia FTA (2005) Pakistan-Brunei FTA

Thailand-Australia FTA (2005) Korea-Canada FTA (2005) 

ASEAN-China FTA (2005) United States-Thailand FTA (2004)

Korea-Chile FTA (2004) PRC SACU FTA (2004)

US-Singapore FTA (2004) BIMSTEC FTA (2004)

PRC-Macao CEPA (2004) Japan-Korea FTA (2003) 

PRC-Hong Kong CEPA (2004) Canada-Singapore FTA (2002)

EFTA-Singapore FTA (2003) Thailand-Bahrain FTA (2002)

Singapore-Australia FTA (2003) New Zealand-Hong Kong CEP (2001) 

PRC-Thailand FTA (2003) Singapore-Mexico FTA (2000)

Table 3.10  
Free Trade Agreements in East Asia
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Signed/Under Implementation
Framework Agreement Signed/ 

Under Negotiation Proposed/Under Study

Japan-Singapore EPA (2002)

New Zealand-Singapore CEP (2001)

ASEAN Free Trade Area (1993)

Laos-Thailand PTA (1991)

Asia-Pacific Trade Agreement (1976)

CECA = Comprehensive Economic Cooperation Agreement; CEP= Closer  Economic Partnership; CEPA = Closer Economic Partnership Agreement;  
CER = Closer Economic Relations.

ASEAN includes Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic,  Malaysia, Myanmar, Philippines, Singapore, Thailand, 
and Viet Nam.

ASEAN+6 includes ASEAN10+3 plus Australia, India, and New Zealand.

Source: Updated from Table 2.4 Boao Forum for Asia Annual Report 2007;  www.aric.adb.org;  government websites.

All information as of 1 March 2009. 

Table 3.11  
Free Trade Agreements in the pacific 

Signed/Under Implementation Framework Agreement Signed/Under Negotiation

ASEAN-CER FTA (2009) New Zealand -GCC FTA ( 2007)

Australia-Chile FTA (2008) Australia- GCC FTA ( 2007)

Papua-New Guinea-Australia Trade and Commercial Region Australia-Japan EPA (2007)

PRC-New Zealand FTA (2008) Malaysia -New Zealand (2005)

Trans-Pacific SEP (2006)* Malaysia -Australia (2005)

Thailand-New Zealand CEPA (2005) PRC- Australia FTA  (2005)

Thailand-Australia FTA (2005) Australia-UAE FTA (2005)

US-Australia FTA (2004) New Zealand-Hong Kong, China (2002) 

Singapore-Australia FTA (2003) Trans-Pacific SEP *

New Zealand-Singapore CEP (2001)

PATCRA II (1991)

Australia-New Zealand CER Trade Agreement (1983) 

SPARTECA (1981)

* The Agreement was implemented in 2006 but Australia will join the Partnership and has started negotiations.

ASEAN10 includes Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, Philippines, Singapore, Thailand, 
and Viet Nam.

CEP = Closer Economic Partnership.

CEPA = Closer Economic Partnership Agreement.

CER = Closer Economic Relations.

GCC = Gulf Cooperation Council for the Arab States.

PATCRA = Papua New Guinea - Australia Trade and Economic Cooperation Agreement.

SEP = Strategic Economic Partnership.

SPARTECA = South Pacific Regional Trade and Economic Cooperation Agreement.

Sources: Updated from Table 2.5 Boao Forum for Asia  Annual  Report 2007; Official government websites of Australia and New Zealand.

All information as of 1 March 2009. 
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Table 3.12  
Free Trade Agreements in South Asia

Under Implementation
Framework Agreement Signed/ 

Under Negotiation Proposed/Under Study

Malaysia-Pakistan FTA   (2008) ASEAN-India RTIA (For signing 2009) China-India RTA

PRC-Pakistan FTA (2007); TIS Under 
negotiation (2007)

India-Malaysia CECA  (2008) India-Indonesia CECA

Pakistan-Mauritius PTA (2007) Japan-India EPA  (2007) India-Australia FTA

Preferential Tariff Arrangement-Group of 
8 Developing Countries (2006)

India-GCC FTA (2006) India-Colombia PTA

India-Chile PTA (2006) India-Korea CEPA (2006) India-EU FTA

India-MERCOSUR PTA                             
                            (For ratification 2006)

Pakistan-Morocco PTA (2005) India-Israel PTA

“Pakistan-Iran, Republic of  
PTA (2006)”

India-Mauritius CECPA (2005) India-Uruguay PTA

South Asian Free Trade Area (2006) Trade Preferential System of  
the Organization of the Islamic 
Conference (2005)

India-Venezuela PTA

India-Singapore CEPA (2005) Pakistan-Indonesia FTA (2005) Pakistan-Philippines FTA

Pakistan-Sri Lanka FTA (2005) Pakistan-Singapore FTA (2005) Pakistan-Thailand FTA

Sri Lanka-Iran, Republic of  PTA (2004) Pakistan-Turkey PTA (2004) Pakistan-Afghanistan FTA

ECO Trade Agreement (2003) Pakistan-GCC FTA (2004) Pakistan-Kazakhstan PTA

India-Afghanistan PTA (2003) India-SACU PTA (2004) Pakistan-Tajikistan PTA

India-Nepal Treaty of Trade (2002) India-Thailand FTA (2004) Pakistan-Brunei FTA

“India-Sri Lanka FTA (2001);  
TIS Under Negotiation (2003)”

BIMSTEC FTA (2004) Pakistan-Bosnia

Asia-Pacific Trade Agreement (1976) Pakistan-Bangladesh FTA (2003) Pakistan Canada

India-Egypt PTA (2002) Pakistan-EFTA

Pakistan-Egypt

Pakistan Jordan FTA

Pakistan-Jordan

Pakistan-Kenya

Pakistan-Mexico

Pakistan-Japan

Pakistan-ASEAN 

New Zealand-India CECA

US-Pakistan FTA

US-Sri Lanka FTA

ASEAN10 includes Brunei Darussalam, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, Philippines, Singapore, Thailand, 
and Viet Nam.

BIMSTEC refers to the Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation.

SAFTA refers to South Asia Free Trade Agreement.

CECA = Comprehensive Economic Cooperation Agreement.

CECPA = Comprehensive Economic Cooperation and Partnership Agreement.

CEPA = Closer Economic Partnership Agreement.

EPA = Economic Partnership Agreement.

GCC = Gulf Cooperation Council for the Arab States.

MERCOSUR = Mercado Comon del Sur.

SACU = South Asian Customs Union.

Source: Updated from Table 2.6 Boao Forum for Asia Annual Report 2007. All informaton as of 1 March 2009.
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ASEAN Track Bilateral Track with ASEAN
Bilateral/Regional Track  

within the + 6 countries

East Asia

ASEAN–China FTA TIG under 
implementation (2005);TIS Agreement 
under implementation 2007; 
negotiations on investment is going on. 
Full implementation with ASEAN 6 by 
2010 and with other members by 2015.

PRC–Singapore FTA (Signed 2008) East Asia FTA (ASEAN+3);  
ASEAN+6 FTA; and East Asia 
Community (EAC)

PRC–HongKong, China CEPA 
(Under implementation 2004)

PRC–Australia FTA 
(Under negotiation 2005)

PRC–New Zealand FTA 
(Entered into force 2008)

ASEAN–Japan CEP (Entered into force 
December 2008; for implementation). 
Full implementation by 2012. TIS and 
investment liberalization to begin one 
year after AJCEP enters into force.

Japan–Singapore EPA 
(Under implementation 2002)

Japan–India EPA 
(Under negotiations 2007)

Japan–Malaysia EPA (Under 
implementation  2006)

Japan–Australia EPA 
(Under negotiation 2007)

Japan–Thailand EPA 
(Entered into force 2007)

Japan–Philippines EPA 
(Under implementation 2008)

Japan–Indonesia EPA  
(Entered into force 2008)

Japan–Brunei FTA  
(Entered into force 2008)

Japan–Vietnam FTA (Signed 2008)

ASEAN–Korea FTA (AKFTA): TIG Under 
implementation 2006; TIS entered into 
force 2008; investment liberalization 
are going on.* Full implementation with 
ASEAN6 by 2010

Korea–Singapore FTA  
(Under implementation 2006) 

Japan-Korea FTA  
(Negotiation suspended 2004)

Korea–Malaysia FTA  
(Negotiations to begin 2009)

India-Korea CEPA  
(Under negotiation  2006)

Korea-Australia FTA  
(Negotiations to begin)

pacific

ASEAN–CER FTA (2009) 
Full implementation with ASEAN 2013.

New Zealand–Singapore CEP  
(Under implementation  2001)

Australia–Singapore FTA  
(Under implementation 2003) 

Australia–Thailand FTA  
(Under implementation 2005)

Thailand–New Zealand CEPA 
(Under implementation 2005)

Australia–Malaysia FTA  
(Under negotiation  2005)

New Zealand–Malaysia  
(Under negotiation 2005)

Table 3.13  
Towards an Integrated Asia 
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ASEAN Track Bilateral Track with ASEAN
Bilateral/Regional Track  

within the + 6 countries

South Asia

ASEAN–India RTIA (For signing 2008);TIS 
and investment liberalization provided in 
FA signed in 2003. Full implementation 
by 2012 with ASEAN5. 

India–Singapore CEPA 
(Under implementation 2005)

India–Thailand FTA  
(Under implementation 2006)

India–Malaysia FTA  
(Under negotiation 2008)

Includes FTAs that are under implementation, have entered into force, are concluded, signed and under negotiations only. Proposed FTAs are 
excluded.

* In the 14th ASEAN Summit February 2009, Thailand and Korea acceded to the TIG and TIS of the AKFTA. 

FTA = free trade agreement; EPA = economic partnership agreement; FA = framework agreement; TIG = trade in goods; TIS = trade in services.

FTAs of the ASEAN+ 6 countries of China, Japan, Korea, Australia, New Zealand and India concluded with non-Asian are included. 

Source: Boao Forum Report 2007 Table 2.8; additional updates from government websites.

All information are as of 1 March 2009.
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Table 3.15  
Capital Flows in Asia (billion $)

2005 2006 2007
2008 
Q1

2008 
Q2

2008 
Q3

2008 
Oct

2008 
Nov

2008 
Q4

China, people’s Republic of

FDI inflows 68 57 121 41 ... .... ... ...

Portfolio inflows (5) (68) 19 20 ... ... ... ...

Other Investment (4) 13 (70) 10 ... ... ... ...

Japan

FDI inflows (42) (57) (51) (19) (12) (19) (53) (12) ...

Portfolio inflows (13) 128 73 (150) 66 (23) (33) (73) ...

Other Investment (61) (175) (212) 94 (92) 12 26 85 ...

Korea, Republic of

FDI inflows 2 (5) (14) (5) (3) (2) (0) (0) (1)

Portfolio inflows (0) (19) (25) (10) 6 (12) 5 (3) 1 

Other Investment 7 48 41 16 (7) 14 (26) (7) (34)

hong Kong, China

FDI inflows 6 0 (7) 7 (10) 4 ... ... ...

Portfolio inflows (31) (27) (3) (24) 3 10 ... ... ...

Other Investment (0) 3 (16) 18 4 (25) ... ... ...

Taipei,China

FDI inflows (4) 0 (3) (3) (2) (1) ... ... ...

Portfolio inflows (3) (19) (40) 3 (11) (11) ... ... ...

Other Investment 11 0 5 (0) 13 5 ... ... ...

Indonesia

FDI inflows 5 2 2 (1) 0 0 ... ... ...

Portfolio inflows 4 4 6 2 4 (0) ... ... ...

Other Investment (12) (4) (5) (3) (2) 0 ... ... ...

Malaysia

FDI inflows 1 0 (3) (1) 1 (6) ... ... ...

Portfolio inflows (4) 3 5 7 (7) (17) ... ... ...

Other Investment (7) (15) (14) 2 3 4 ... ... ...

Singapore

FDI inflows 7 13 12 2 1 (1) ... ... ...

Portfolio inflows (3) (9) (17) (6) (6) (5) ... ... ...

Other Investment (21) (22) (14) 5 (1) (2) ... ... ...

Thailand

FDI inflows 8 8 7 2 1 2 ... ... ...

Portfolio inflows 6 4 (7) 4 (5) (4) ... ... ...

Other Investment (1) (6) (3) 7 1 2 ... ... ...

philippines

FDI inflows 2 3 (1) 1 0 0 ... ... ...

Portfolio inflows 3 5 5 0 (1) (1) ... ... ...

Other Investment (3) (6) (1) (0) 1 1 ... ... ...

… = data not available; (  ) = negative value.

Sources: IMF International Finance Statistics, Central Bank of China, Bank of Korea, Ministry of Finance of Japan, Bangko Sentral ng Pilipinas, and CEIC. 

Data as of 4 February 2009.

Negative Portfolio Inflows is the same as portfolio outlfows.

5th proof_Boao Report_1st part_e64   64 4/14/2009   1:05:20 PM



CHAPTER 4

Regional Public Goods 
in Asia and the Pacific:  
The Role of Demand

Progress of Asian Regional  
Cooperation in Selected Regional 
Public Goods

Environmental protection and preservation

A sia and the Pacific have made remarkable 
strides toward high economic growth 
and poverty reduction in recent years. 
But progress has put considerable stress 

on ecological limits, making several threats 
considerably more urgent.1 Many major urban 
centers now suffer from high levels of dangerous 
air pollutants (Figure 4.1) and poor sewage and 
sanitation services arising from improper solid 
waste disposal. Changing weather patterns and 
rising temperatures have given rise to a new 
set of refugees—“environmental refugees” or 
“climate change refugees”—comprised mainly 
of residents in coastal and atoll areas affected 
by flooding, and in non-coastal areas affected 
by drought.  

According to a World Wide Fund report 
in 2008, most of the challenges can be 
addressed by making ecological limits a central 
consideration in individual and collective 
decision making. The ecological footprint, 
which measures demands on nature (from 
people or economies) is a useful accounting 
tool for gauging priorities and demanding 
protection and preservation of biodiversity and 
environment as regional public goods.  

1  In recent years the issues of climate change, air and water pollution, high urbanization, population pressure and 
encroachment, food shortages due to unsustainable farming and consumption practices, resource depletion, heavy 
industrialization, municipal and industrial solid waste, land degradation, loss of croplands from salinization, defores-
tation, and ecosystem collapse have become more urgent.

While Asia and the Pacific make a relatively 
small footprint per person, with 50% of global 
population, the region has the largest total 
footprint. As of 2008, for instance, the region’s 
ecological footprint was twice as large as its 
own environmental capacity and is expected 
to expand due to high urbanization, rapid 
industrialization, motorization, and intensive 
resource use by emerging Asian economies. 
Further, most environmental challenges in Asia 
and the Pacific have transboundary dimensions. 
The region compensates for its ecological 
deficits by using resources within its borders, 
importing environmental services and depleting 
the resources of economies outside the region, 
and exploiting the global commons—areas not 
owned by one country—from the atmosphere 
to oceans (World Wide Fund 2008).

The region’s high ecological deficit is a 
reflection of the undersupply of environmental 
public goods. The high dependency on external 
environmental capacity in economies within 
and outside the region poses a great threat to 
economic security and well-being—addressing 
it needs effective regional coordination.    

In the Association of the Southeast Asian 
Nations, significant effort has been made in 
marine, aquatic and integrated coastal resources 
management, air quality management, forest 
conservation, and biodiversity preservation. In 
South Asia, addressing wildlife, forest and soil 
conservation and biodiversity, integrated coastal 
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community development, integrated pest 
management, solid waste management, water 
supply and mitigation of arsenic contamination 
on the water table, and urban sanitation are 
at the forefront of environmental interventions. 
East Asian ventures include protecting 
wetlands, urban environmental improvements 
such as wastewater treatment, acid rain 
control, and combating land degradation in 
dryland ecosystems. Central Asian economies 
have increased efforts to address water supply 
and sanitation and watershed management, 
in addition to air quality management, land 
management, desertification, dust pollution, 
and sandstorms. The Pacific has made initial 
progress in providing regional public goods 
such as water supply, waste management, and 
coastal resource management.

Many initiatives on environmental regional 
public goods cut across subregional clusters, 
for example the Urban Service Initiative 
(USI), Clean Air Initiative for Asian Cities, and 
Methane to Markets (M2M) Partnerships. The 
USI aims to address the main challenges in 
urban environmental management faced by 
major cities and secondary towns in Asia and 
the Pacific. These include inadequate physical 
infrastructure in water, clean air, energy and 
transport, and institutional reforms to address 
weak and poorly coordinated, decentralized 
institutions. Regional development institutions 
such as the Asian Development Bank (ADB) 
have joined the M2M partnership promoted 
by the United States Environmental Protection 
Agency. Currently adopted by economies 
such as Bangladesh, India, and the People’s 
Republic of China (PRC), the initiative aims to 
capture methane gas, which is then used for 
energy. It is in line with the program to control 
greenhouse gas emissions and acid rain in Asia 
and the Pacific. As issues with spillover effects 
on the global commons, and according to 
the subsidiarity principle, these challenges are 
best addressed at the regional level, allowing 
territorial jurisdiction to coincide with the 
extent of the spillover. 

Other important recent efforts implemented 
in the area of environmental regional 
public goods include the strengthening of 
the environmental safeguard capacities of 

developing economies and support for the 
climate change adaptation program. The need 
to support millions of environmental refugees 
in the region is also a priority. 

Environmental regional public goods in 
Asia and the Pacific are varied in their exclusivity 
and non-rivalness.2 Regional public goods that 
are highly nonexclusive and non-rivaled are 
very likely to be undersupplied. Contributors 
to the good can perfectly substitute inputs, 
especially when the regional public good is 
assembled through “summation” so that 
collective action and support from multilateral 
agencies are viable institutional arrangements. 
For climate change adaptation programs, 
meanwhile, under-provision of support 
programs, such as infrastructure adjustments 
to address environmental refugees, is likely to 
happen. One reason for the undersupply is the 
United Nations’ failure to recognize them as 
refugees (Windisch 2008). Optimal provision 
of such goods can be facilitated by codifying 
collective action in regimes—for example 
through treaties, protocols, conventions—
and by explicitly recognizing on a timely 
basis emerging environmental concerns and 
paradigms. Once environmental refugees are 
recognized, coordination of efforts to provide 
support services, including livelihood and social 
protection programs, can be made possible 
through diplomatic channels.

Various strategies have been pursued to 
improve the efficient provision of environmental 
regional public goods in Asia and the Pacific. 
In fact, regional institutions and individual 
economies can build on these mechanisms so 
that the efficiency gains generated in previous 
efforts will not be lost altogether because 
of the global recession. This can be done 
through (i) a mechanism to stimulate demand 
for environmental regional public goods by 
individual economies, (ii) raising the demand for 
complementary environmental national public 
goods, and (iii) environmental public goods 
can be “interlinked” with non-environmental 
regional public goods. This strategy becomes 
useful as fiscal authorities shift priorities toward 
sectors such as social protection programs in 
response to the recession.   

22  “Non-rivaled” means that consumption of the good does not reduce the consumption of the good by others. A 
good’s “exclusivity” reflects the degree to which its consumption can be excluded from others.  
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Clean energy and energy security  
and efficiency

Economic growth in Asia and the Pacific has 
been carbon-intensive. It is estimated that 
by 2030, the region will account for 30% of 
aggregate world oil consumption. The current 
rapid pace at which the region consumes energy 
from traditional sources such as fossil fuels 
holds serious implications for the environment 
and economic security. Its share of greenhouse 
gas emissions from the energy sector rose from 
8.7% in 1973 to 24.4% in 2003. This will rise 
further to 30.4% in 2030 (ADB 2007). Major 
economies, including India, Japan, the Republic 
of Korea (Korea) and the PRC, are highly 
dependent on oil and gas imports.

These challenges highlight the need 
to reassess the efficacy of current energy 
technologies, policies, and complementing 
infrastructure in Asia and the Pacific. They  also 
underscore the beneficial prospect of mutual 
cooperation in the energy sector to address 
efficiency issues in production as well as energy 
use, with due consideration for a better and 
cleaner environment. Efficient consumption of 
energy could cut greenhouse gas emissions by 
more than half. Cooperation in the energy sector 
will provide opportunities to address issues 
on energy security and supply sustainability, 
rational management of energy demand, policy 
frameworks, and implementation modalities for 
energy networks. It will also create scope for 
establishing an energy security insurance policy 
in response to supply disruptions and energy 
price fluctuations (Kumar 2005).  

Several activities related to clean energy 
and energy security as regional public goods 
have been undertaken in Asia and the Pacific, 
including the Energy Efficiency Initiative, 
Energy Efficiency in Transport and Sustainable 
Transport Initiative, Renewable Energy, Energy 
Efficiency and Climate Change (REACH), Energy 
for All, and regional knowledge hubs. 

Among the difficulties developing economies 
face in adopting clean and efficient energy as 
regional public goods, are the large fixed and 
switching costs (for example, education or 
training needed to adopt new technologies). 
Several financing facilities were established 
precisely to address this gap. One is the Carbon 
Market Initiative, which provides developing 
economies with incremental financial resources 
and technical and marketing support to promote 

clean energy development in meeting their 
commitments to the Kyoto Protocol. Another is 
the Clean Energy Financing Partnership, which 
aims to finance smaller and efficient projects 
that require quick and efficient transactions, and 
to cover technology transfer costs of renewable 
energy investments. In encouraging developing 
economies to cooperate in financing clean 
energy projects, the partnership pools resources 
from governments, private companies, and 
foundations. A third is the Asia-Pacific Carbon 
Fund, which is a cofinancing facility that provides 
up-front payments on clean and development 
mechanism projects.

Regional knowledge hubs in Bangkok, 
Beijing, and New Delhi were created to address 
the hook-up or switching costs incurred by 
developing economies in adopting clean 
and efficient energy and to scale up regional 
capacity and encourage innovations in clean 
energy development.  

The amount of clean and efficient energy 
and energy security provided depends on the 
extent of excludability and rivalry of benefits 
generated from the good. Clean and efficient 
energy is a joint product because it gives rise 
to several products with varying degrees of 
“publicness”. It not only produces an exclusive 
and rival good to facilitate production and 
trade of goods and services and movements of 
people, but its consumption also contributes to 
reducing greenhouse gas emissions relative to 
traditional fuel sources. In short, the outcomes 
(for example, hydropower also controls flooding) 
and inputs (the construction of hydropower 
facilities destroy the local ecosystem) used 
to produce the good are also public goods. 
Optimal provision of a joint product depends 
on how large its excludable benefits are relative 
to the total benefits (both excludable and non-
excludable). Since there are complementary 
benefits attached to clean and efficient energy, 
optimal provision can be done through markets 
or clubs. The amount of contribution to the 
regional public good must be based on the 
generated payoffs that are specific to the 
economy. 

Energy security is a club good when it is 
viewed as establishing a cross-border network 
of gas pipelines. Some Asian economies such 
as the PRC, India, Japan, and Korea explored 
the possibility of conducting joint exploration 
or oil equity sharing in projects within and 
outside Asia and the Pacific (see Kumar 2005). 
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Energy security is also a “weakest-link good” 
because the overall level of the regional public 
good is determined by economies with least-
functioning pipelines or economies not yet 
connected but willing to be connected to the 
network. The efficient provision of energy 
security as a “weakest-link regional club good” 
can be best achieved by meeting the demand 
for energy security of those already connected 
to the oil pipelines or energy grids and by 
being able to guarantee that the demand 
is met for those not yet, but willing to be 
connected to the grid. Any disruptions within 
the energy network will likely mean the club 
good is underprovided. The infrastructure for 
the energy network and the support services 
to operate the club good should be installed 
to achieve the desired level of energy security 
within the region. Cooperation provides 
room to rationalize pricing and cost-recovery 
measures of economies that are members 
of the proposed club and to conduct joint 
patrolling of the seas or lands to prevent piracy 
and sabotage, to ensure supply stability.

Communicable diseases

The vulnerability in Asia and the Pacific to 
epidemics and zoonoses (animal diseases 
that can affect humans, such as H5N1 avian 
influenza) has rarely been greater than in 
recent times. For one, many economies in the 
region have high population densities and 
limited or poorly equipped health services 
(ADB 2008d). The loosening of cross-border 
restrictions, which help explain the remarkable 
progress in economic growth of the region, 
has also facilitated increased movements of 
tradable goods and services, and large-scale 
mobility, migration, and human contact. The 
increased mobility of the population and trade 
have raised the risk of communicable diseases 
such as HIV/AIDS and avian influenza. Climate 
change has likewise increased the range of 
vector-borne tropical diseases, including 
malaria and dengue fever. Because vectors and 
communicable diseases do not respect political 
borders, surveillance and response need to 
focus on eco-systems across borders. 

An ADB/UNAIDS study warned that if no 
additional efforts were made, about 10 million 
adults and children in Asia and the Pacific 
would be infected by HIV/AIDS from 2004 
and 2010 (ADB/UNAIDS 2004). The resulting 

economic losses from the disease are estimated 
to reach $17.50 billion by 2010. But the social 
cost to communities and households as the 
disease cripples families, incapacitates or kills 
the household’s primary bread winner, (ADB, 
2008d) and in most cases, destroys social ties 
is likely to be the biggest cost. Annual deaths 
from the disease may increase from 0.50 
million in 2001 to 0.75 million in 2010. The 
demand for the treatment of AIDS (which is also 
essential for an effective prevention program) 
far exceeds the supply. The ADB/UNAIDS study 
projected that in 2007 AIDS funding for Asia 
and the Pacific reached $1.6 billion, less than a 
third of the $5 billion needed.

The social and economic risks from avian 
flu are potentially much higher. It has in 
fact become a global concern as the H5N1 
avian influenza virus has spread to Europe, 
Africa, and elsewhere, increasing the risks 
of a global influenza pandemic. Since 2003, 
61 countries have reported outbreaks of 
H5N1 avian flu (FAO 2008). A World Bank 
study estimates that the global cost of a 
pandemic could be devastatingly high at  
$1.5 trillion to $2.0 trillion (Burns, et al 2006). 
In Asia and the Pacific, a flu pandemic could 
exact a cost that is 2.6% to 6.8% of gross 
domestic product in the region and claim the 
lives of 3 million people (Bloom et al 2005, and 
ADB 2007). In rural areas, farmers are now the 
worst affected as avian influenza infects flocks, 
and they lack the social support to cope (ADB 
2008). The financing gap for fighting avian 
flu in the region is estimated at $306 million 
to $517 million for 2006–2009 (World Bank 
2006). Farmers are also the group most affected 
economically when animal diseases (including 
zoonoses) affect their livestock.

These threats highlight the fact that public 
health concerns, traditionally handled nationally 
or locally, are best addressed regionally. 
Given increasingly mobile populations, they 
make clear the importance of coordinated 
surveillance and response systems to curb 
the spread of disease. Timely and region-
wide coordination and sharing of information 
among economies and international institutions 
were behind the successful containment of the 
severe acute respiratory syndrome in 2003. 
To prevent and mitigate the spread of the 
disease, an action plan for rapid assessment, 
surveillance, identification, and response was 
initiated at the regional level. Cooperation 
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to address public health concerns will open 
an avenue to advance initiatives on advocacy 
and awareness generation on surveillance, 
treatment and containment mechanisms, and 
rationalization of pharmaceuticals and vaccine 
policies. Regional collaboration is necessary to 
create a market that will permit recovery of 
costs, research and development; coordinate 
quarantine services and standards; and allow 
regional stockpiling of drugs and vaccines, and 
sharing of experiences, among other things. 

The region has supported various initiatives 
to efficiently and effectively address public 
health-related concerns as regional public 
goods.  These initiatives include the Regional 
Communicable Disease Control Project in 
the Greater Mekong Subregion, the Control 
and Prevention of Avian Influenza in Asia 
and the Pacific Project, HIV/AIDS Prevention 
and Capacity Development in the Pacific, and 
Control of Transboundary Animal Diseases, 
among others.  

The epidemiological dimension of commu-
nicable diseases demands a multi-pronged 
approach, with local, national, and regional 
interventions. This is the approach adopted by 
the region for HIV/AIDS prevention. The main 
objectives are to increase commitment and 
capacity of regional leaders, to build capacity 
at regional, subregional, and national levels, 
and to provide targeted programs to lessen 
the risk of HIV/AIDS among the poor and the 
vulnerable, including mobile populations and 
cross-border minorities. To effectively address 
this, the Cooperation Fund for fighting HIV/
AIDS was established in 2005 to promote 
effective HIV/AIDS interventions and to support 
innovative approaches to fight the disease. 
To effectively provide HIV/AIDS prevention 
as a regional public good underscores the 
comparative advantages of contributors. 
Sweden financed the Cooperation Fund while 
Australia allocated $5.0 million for HIV/AIDS 
for the Mekong subregion.

The region has also successfully linked various 
health-related regional public goods with non-
health ones. Through economies of scale and 
span, this arrangement saves contributors on 
costs. For example, major providers of regional 
public goods (ADB, African Development Bank, 

Department for International Development, 
Japan Bank for International Cooperation, KfW 
Bankengruppe and the World Bank) signed the 
Toronto Joint Initiative in 2007 to integrate 
HIV/AIDS prevention and treatment programs 
in infrastructure projects. Similar efforts are 
found in the transportation sector in the 
southeast and central Asian economies, where 
highly mobile populations, and cross-border 
and ethnic peoples are vulnerable.

Linking regional public goods also provides 
an integrated approach for addressing regional 
public concerns with multiple outcomes. 
One area where such linking can be used 
is in the changing weather patterns and 
increasing temperatures of climate change, 
which bring increased risk of expanding 
vector-borne diseases, water-borne diseases, 
pest infestations—and even malnutrition as 
a result of drought and forced changes in  
diet. Finally, linking of activities reflects the 
complementarities of preferences over certain 
regional public goods.3

Natural disaster response  
and management

Asia and the Pacific are vulnerable to various 
natural disasters, with often devastating 
casualties and economic losses. The 2004 Asian 
tsunami attests to how collective action and 
speedy assistance to afflicted communities can 
allow efficient management and response as a 
regional public good.

The region has pursued various initiatives 
related to natural disaster response and 
management. These include emergency 
response mechanisms in the Greater Mekong 
Subregion to address agricultural pests and 
disease infestations, forest fires, and flooding 
(for example, the Flood Management and 
Mitigation Program of the Mekong River 
Commission), development of an insurance 
system (for example, the Development of 
Catastrophe Risk Insurance), curbing of the risk 
of sandstorms and desertification in Central Asia 
and coordinated mechanisms to address haze 
problems in Southeast Asia (for example, the 
ASEAN Coordination Center for Transboundary 
Haze Pollution Control), and adoption of the 

3  This “complementation” of preferences implies that a certain proportion dictates efficient consumption of the 
regional public goods, given budget constraints. 
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Hyogo Framework of Action for 2005–2015 
by economies to improve frameworks for 
managing disasters.

Effective natural disaster response relies 
on efficient surveillance systems, reliable 
forecasting methods and models, and precise 
early warning systems. These aspects of 
regional public good highlight the importance 
of speed in information gathering, processing 
and dissemination, and of internalization and 
immediate action by relevant regional and 
local institutions. Effective natural disaster 
management, on the other hand, depends on 
the risk management and preparedness systems 
of the afflicted communities. A mix of risk 
strategies is available to affected communities 
or economies in managing natural calamities. 
A distinction should be made in initiatives 
or activities that are inherently considered 
risk-management strategies (ex-ante natural 
disaster management programs as regional 
public good) and those options that are risk-
coping mechanisms (ex-post natural disaster 
management programs as regional public 
good).

Risk-management activities are typically 
confined to preparedness systems and 
hazard reduction standards. However, how 
a community or an economy is prepared to 
manage a calamity can be traced to the root 
cause of the disaster which, in most cases, is  
related to other regional public “bads”, such 
as environmental failures. Climate change has, 
for example, brought frequent tropical storms, 
flooding, and increased incidence of water-
borne diseases. The demand for ex-ante natural 
disaster management as a regional public good 
is essentially rooted to the unmet demand for 
a clean and better environment. On the other 
hand, risk-coping strategies can be relegated to 
humanitarian assistance and social protection 
and integration programs, including the 
provision of disaster-risk insurance. The case of 
environmental refugees from the Pacific atoll 
and island economies underscores the immense 
challenge faced by regional institutions and 
economies to effectively operate certain risk-
coping activities. These require collective 
action not only to rationalize certain aspects 
of migration rules and policies, but also to 
assess underlying fundamental principles such 
as expanding the scope of the UN definition of 
refugees.

Good governance, anticorruption and 
anti-money laundering 

Good governance is a regional public good 
necessary to support rapid and inclusive 
economic growth and development in Asia 
and the Pacific, especially in developing and 
transition economies. As economies become 
integrated and more interdependent, so does 
the need for collective action to install new and 
adequate institutions and promote international 
and local good governance.  

The recent global economic and financial 
crisis attests to the urgent and extensive 
demand for strong and suitable governance 
architecture in financial and capital markets. 
Good governance in the financial system 
includes providing crisis management, adequate 
accounting rules, and appropriate supervisory 
mechanisms (for example prudential) and 
addressing misalignment of incentives 
arising from information asymmetry between 
subprime security providers, rating agencies, 
and buyers of securities. Good governance 
must adequately complement the proposed 
stimulus and rescue packages to guarantee 
that the available resources are efficiently 
and effectively spent on social protection and 
livelihood and employment programs for the 
poor, the displaced, and the unemployed. Good 
governance also helps address systemic risks 
and transboundary crimes such as kleptocracy 
or corruption, money laundering, and threats 
of terrorism. It also ensures market stability, 
confidence, and the integrity of the financial 
and capital markets, economic development, 
and public security.

The region has pursued initiatives related 
to the promotion of good governance and 
improvement of institutional capacity and 
quality. The adoption of the joint ADB-
OECD Anti-Corruption Initiative, which 
helps economies build regional and country-
specific anticorruption mechanisms through 
policy dialogue and capacity building, has 
encouraged economies to develop and endorse 
the Anti-Corruption Action Plan for Asia and 
the Pacific. The strategy of adopting a demand-
driven, nested enterprise (which refers to an 
arrangement that is part of a broader system) is 
basically a response to the unanimous concern 
of participating economies in the suitability 
of many broader international frameworks 
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to their specific markets, as is observed in 
previous regional public goods, such as the 
implementation of the Basel II framework.  
Further, a demand-driven, nested enterprise 
provides an assurance to each contributor that 
the others will likewise contribute to the public 
good and the legitimacy to ensure acceptability 
and sustainability. The region also advanced 
the recommendations of the Financial Action 
Task Force to prevent money laundering 
and terrorism by pursuing the Anti-Money 
Laundering/Combating Terrorist Financing 
initiative.    

Good governance is an “impure” regional 
public good because the benefits generated 
accrue to all economies and regional institutions, 
while no single economy is willing to shoulder 
the total cost of the good. It is also a “weakest-
link regional public good”, while the delivery 
mechanism to promote good governance 
in economies and regional institutions is 
a weighted sum. On one hand, installing 
adequate and suitable institutions such as 
rules, standards, protocols, and frameworks, 
make good governance a “weakest-link public 
good” since minimal provision determines the 
overall amount of the good. On the other hand, 
the effectiveness of good governance largely 
depends on the contribution of each economy 
or regional institution concerned (hence, a 
weighted-sum good) to properly enforce various 
instruments that must be binding to all parties.

Several constraints hinder the effective 
enforcement of good governance. These 
include: differences in legal and regulatory 
structures and philosophies among economies 
in implementing anti-money laundering; lack 
of a comprehensive database on measures of 
actual progress to curb corruption; absence of 
adequate capacities to pursue international, 
complex cases such as bribery, confidentiality, 
and sensitivity of information on law 
enforcement; and differences among national 
systems of criminal justice, among others 
(Truman 2006). In some sectors, restrictions on 
media reporting and restricted access of citizens 
to relevant government information limit the 
optimal enforcement of good governance.

Impact of the Global Financial Crisis 

The recent global financial and economic crisis 
holds harmful implications—both global and 

regional—for the provision and management 
of international public goods. Because 
resources are becoming relatively scarce, 
several analysts predict the amount of regional 
public goods will decline as fiscal pressures 
prompt developed economies to reduce their 
development assistance to less developed and 
emerging economies.  Similarly, individual 
developing economies in Asia and the Pacific 
are facing tough decisions as the prospect of 
fiscal tightening translates to a reduction in 
spending on public goods such as biodiversity, 
health, education, and social protection. Many 
of these public goods, typically in the domain 
of national or local governments, have regional 
dimensions. A decline in spending on national 
public goods that are complementary to regional 
public goods will thus have a devastating effect 
on their overall contribution to regional public 
goods.  

To illustrate, in the health sector, the 
global economic downturn will have serious 
implications for health and social spending, 
especially in developing countries. There will 
be a huge financing gap in the health care 
sector due to a rapid contraction of overseas 
development assistance (ODA) of developed 
economies to developing countries. The 
International Monetary Fund identifies three 
periods of global recession in the past 20 years: 
1990–1993; 1997–1998; and 2001–2002. 
The last two were driven by financial crises 
and are, in some ways, similar to the current 
crisis. Although it is subject to the accuracy 
of ODA disbursement data, one of the trends 
economists have identified is that in all three 
recessions, total ODA commitments declined. 
While ODA for health increased during the 
1990–1993 recession, it fell more than overall 
ODA commitments in the two subsequent 
recessions. Beyond the decline in ODA, another 
striking fact economists point out is that overall 
health expenditure tends to fall in countries 
affected by recession, except for economies 
where active government policy shields social 
protection programs, including provision of 
basic health services, as a key development 
priority (WHO 2009). 

Thus, protecting investments in health and 
social structures is essential to maintaining 
stability and security, and accelerating economic 
recovery. The challenge now is to prevent an 
economic crisis becoming a social and health 
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crisis. In her statement in November 2008, 
WHO Director-General Margaret Chan urgently 
called for increasing investment in health and 
the social sector.  

The acute global financial crisis may also 
severely impact the commitment of countries 
to climate change mitigation and adaptation. 
Climate change issues might be given lower 
priority in the agenda of developed and 
developing countries as attention is focused 
on reviving financial systems. However, the 
financial crisis could also provide opportunities 
for greater regional cooperation in this area, for 
example in a green technologies transfer from 
developed to developing countries through 
regional and global collaborative efforts. 

Clean energy investments could also be hit 
seriously by the crisis. Although lower economic 
activity due to the financial crisis will reduce 
carbon dioxide emissions, in the longer term the 
drying up of funding for lower-carbon energy 
solutions is likely to have far greater adverse 
impact on emissions. Conversely, the global 
financial crisis could also boost investment 
in clean energy and energy efficiency. There 
are also more incentives to invest in energy 
efficiency during a recession and spending on 
renewable and other low-carbon industries 
could help stimulate economies (Environment 
News Service 2009).

Stimulating Demand For Regional 
Public Goods

The recent global slump has raised fears that a 
decline in regional public goods in Asia and the 
Pacific is highly likely. But this is not necessarily 
the case. In fact, the economic recession has 
only highlighted the fact that the demand for 
international and local public goods is higher 
than ever before.

First, the recession reflects the existence of 
high demand for regional public goods that 
are associated with risk-management strategies 
(ex ante strategies), and risk-coping initiatives 
(ex post initiatives). As mentioned earlier, risk 
management refers to the assessment and 
monitoring of risks to reduce occurrence (risk 
reduction) or to prevent the economy from 
falling into recession (risk prevention). Inefficient 
provision of monitoring and surveillance 
mechanisms, preparedness systems, governance 
structures, prudential supervisory arrangements, 

and accounting rules, among other things, 
will only leave the region vulnerable. The 
success of risk-management regional public 
goods depends on the varying attitudes of 
leaders in economies and regional institutions 
toward present and future generations. They 
are more likely to shoulder a high amount of 
risk-management regional public goods. Risk 
coping, by contrast, refers to strategies for 
coping with the consequences of a crisis. They 
normally cover humanitarian assistance, social 
protection programs, and economic stimulus 
packages.

Second, the demands for various regional 
public goods in the region are intimately 
related. Policies to encourage optimal provision 
of regional public goods in Asia and the Pacific 
should recognize the complementarities of 
preferences. This implies that the demand 
for the goods can be transformed into a 
“maximize-the-minimum” program in which 
efficient consumption of regional public goods 
is determined by a certain minimum proportion, 
given budget constraints. Miscalculating 
the proportion translates into inefficient 
consumption, and is therefore too costly to 
bear.  

Third, regional public goods can be 
distinguished by the “core components” of 
regional public goods (that are normally treated 
under the domain of regional institutions) 
and complementary national public goods 
that are under the domain of individual 
economies (Sagasti and Bezanson 2001). For 
certain regional public goods, demand for 
the “core components” can be stimulated if 
individual economies are equipped with the 
technical, financial, and institutional capacity 
to complement the “core components”.  

And fourth, the demand for regional 
public goods may be limited if there is 
substantial switching or hook-up costs (for 
example, educating the user to use a clean and 
renewable energy technology). Insufficient 
capacity prevents the optimal provision of the 
regional public good by regional institutions 
and the delivery of complementary national 
public goods by individual economies. 
Incorporating technical, financial, marketing, 
and education support services to certain 
regional public goods therefore significantly 
improves acceptability of the good and demand 
in the home country. 
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Conclusion 

Regional cooperation in the provision of regional 
public goods in Asia and the Pacific has, without 
doubt, generated substantial benefits to the 
region. It has helped the region move toward 
rapid and inclusive economic growth and 
development. But the global slump has raised 
policy doubts about whether regional institutions 
and individual economies can sustain previous 
achievements in the efficient management of 
regional public goods. Declining resources will 
likely restrict their supply.

The recession as a global market failure has 
only confirmed that the demand for regional 
public goods is higher and deeper than ever 

before. In Asia and the Pacific, economies are 
becoming more integrated, market failures 
more interdependent, management of regional 
public goods more synergistic, and demand 
for regional public goods to address market 
failures more interlinked. Understanding 
the complementation of preferences over 
regional public goods will ensure the efficient 
consumption of the good. It would also likely 
scale up investments in regional public goods, 
using available limited resources from the 
proposed stimulus packages, provided a pivotal 
regional public good is identified. Combined 
with appropriate institutional arrangements, 
these advantages will ensure the efficient 
provision of regional public goods.

Box 4.1: Energy Efficiency Initiative

Energy is fundamental to attempts to address climate change and poverty in Asia and the Pacific. While 
the region enjoys rapid, carbon-intensive economic growth, its contribution to greenhouse gas emissions 
tripled from 1973 to 2003. Clean and efficient energy is vital in the region, especially among the poor. 
Current estimates suggest 1 billion people are without access to electricity and 1.7 billion rely on traditional 
biomass for cooking. Societies, whether rich or poor, need access to clean and efficient energy, the lack 
of which takes a significant toll on prospects for health, education, and livelihood. Improving economic 
access allows the poor to participate and share the benefits of growth.

The Asian Development Bank (ADB) launched the Energy Efficiency Initiative (EEI) in 2005 to pursue 
its long-term strategic goal of creating a sustainable energy economy. Through the EEI, ADB is allotting 
$1 billion annually from 2008–2010 to promote efficient energy use and production to mitigate greenhouse 
gas emissions and oil price fluctuations. The EEI and greenhouse gas mitigation are “interlinked” regional 
public goods so that consumption of one translates to consumption of the other.  

Over 2008–2010, the EEI will focus on developing country and regional strategies and action plans to 
achieve targets and the needed capacity building to scale up investments. These initial efforts at providing 
institutional and capacity building directed at individual economies and regional institution (that is, the 
ADB itself) essentially reflect (i) the desire to address switching or hook-up costs that otherwise constrain 
demand for clean and efficient energy by the economies, and (ii) the interdependence or complementation 
of delivery mechanisms of the regional public good. High demand for “core components” of regional 
public goods (for example, clean and efficient energy) will not be made possible if complementary public 
goods (for example, institutional and capacity building) are not delivered.

Once these capacities are addressed, complementation of demands and delivery mechanisms will allow 
the scaling up of investments in energy-efficient technologies over the next decade. 

Scaling up of investments is multiplicative because increased investment in energy-efficient technologies 
inherently contributes to investment in the mitigation of greenhouse gas emissions and climate change. 
By implication, it translates, although remotely, to investment in flood control and in curbing water-borne 
diseases.  

Sources:  ADB. 2006. Report of the Energy Efficiency Initiative. Manila; ADB. 2008. Environment Program 2003–2007. 
Manila.
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Figure 4.1  
Average Annual Air Quality Levels of Selected Asian Cities (2000-2004)
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µg/m3 = micrograms per cubic meter, NO2 = nitrogen dioxide; PM10 = particulate matter of 10 microns or less; SO2 = sulfure dioxide, and TSP = 
total suspended particulates.

Note: Limits to pollutants are set by the World Health Organization in pertinent to specific years.

Sources:  Clean Air Initiative Asia. 2006; ADB (2008c).
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CHAPTER 5

Cross-Border  
Infrastructure  
in a Time of  
Economic Crisis

Public Infrastructure Spending: 
Output Effects, Policy,  
and Financing

In examining the potential of infrastructure 
spending in the current economic 
climate, it is helpful to understand 
both the possibilities and limitations of 

countercyclical fiscal measures. The short-run 
output effects of increased public spending, 
particularly for infrastructure, are often 
discussed in the context of an economic 
depression similar in depth and extent to that 
of the United States in the 1930s. To jumpstart 
growth, given high unemployment, excess 
capacity, and moribund private investment, 
governments resort to spending as a demand-
management tool with an aim to lifting 
output, income, and employment without 
triggering inflation. The notion of an output 
multiplier from expansionary government 
spending is associated with the Depression era. 
Some analysts view the current recession as 
“Depression II”, prompting many policy makers 
to prescribe similar countercyclical government 
spending. 

Infrastructure is normally considered part of 
social overhead capital. In the public- financing 
tradition, markets guided by a decentralized 
pricing system are able to provide such capital 
only in limited amounts. One reason is that 
externalities or third-party effects tend to render 
pricing impossible or unreliable, resulting in 

either under provision of such goods and services 
and, in some instances, utter market failure. 
The situation often necessitates government 
provision of the good or service through a tax-
and-spend scheme. Hence, insofar as the good 
is not adequately supplied by a market system, 
public provision enhances output.

The government generally relies on tax-and-
spend schemes to provide public goods. But if 
infrastructure has cost-recovery features and 
it is technologically possible to exclude those 
unwilling to pay for the service, the private 
sector may be enlisted to provide it, through 
a build-operate-transfer scheme, for example. 
A public-private partnership (PPP) may thus 
evolve for some forms of infrastructure, such as 
those for toll roads and bridges, electric-power 
generation, and electronic information systems. 
Faced with the large financial requirements of 
infrastructure programs, many governments 
have begun to explore PPP in recent years.

Many former government services are now 
provided by private entities under government 
contract. In electric power generation and 
distribution, for example, users who do not 
pay can be disconnected. In transport, pricing 
is possible for ports and airports, in addition 
to toll roads, highways, and bridges. Through 
information and communications technology 
(ICT), many frontline services such as motor-
vehicle registration, birth certificate issuance, 
and passports are being outsourced to private 
enterprises.
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The current global financial turmoil and 
resultant credit crunch are making it difficult 
for private enterprises to raise loan or equity 
financing for infrastructure projects under PPP 
schemes. This presents an opportunity for a 
greater role for government financing and 
concessional loans from donor partners that 
can also provide some form of loan guarantee.

But the financing mix must be properly 
designed and great caution must be observed 
if the government stimulus entails deficit 
financing. If the government is starting with 
a budget shortfall, additional spending would 
only fatten the deficit and the public debt. And 
if the government borrows from the public to 
finance its budget deficit, it absorbs resources 
that would otherwise go to the private sector, 
thereby inhibiting growth. If financed by 
money creation by borrowing from the central 
bank, then the risk is inflation. Deficit countries 
mulling expansionary government spending 
have to do a careful balancing act. 

Once the financing is resolved, choosing 
socially efficient projects poses the next challenge. 
In choosing projects deserving of public funds, 
governments generally resort to cost-benefit 
analysis. Market prices are not observed for 
infrastructure services. Shadow pricing is resorted 
to, an exercise that entails the estimation of the 
opportunity costs of factor inputs like labor and 
capital. The resulting economic rates of return 
are often relied on to rank the order of priorities 
among public investment candidates. The 
discussion below presents promising sectors for 
public investment.

Transport

Transport infrastructure, including roads, 
highways, and bridges, supports private 
production. A good road system helps integrate 
markets, improving the distribution of products 
to consumers, and on the consumption side, 
improving access to schools, hospitals, and 
other services. But many transport systems 
have the attributes of a public good. Although 
people value the service, they hesitate to reveal 
the true value they attach to it for fear of being 
made to pay accordingly. The private sector will 
therefore not provide the service and so the 
government steps in, providing the service by 
taxing and spending.

Nonetheless, there are transport projects 
with cost-recovery features that permit the 

pricing of services. People reluctant to pay fees 
for use of the facilities may be excluded, making 
a PPP possible. 

In low-income economies, a road system’s 
existing traffic volume may be unable to 
support a fee-for-use system. The cost may be 
too high and, if cost recovery is attempted, a 
prohibitively high, politically unfeasible toll fee 
is needed. The government may thus end up 
providing the facility.

In middle-to-high income economies, 
meanwhile, traffic volumes are high enough 
to allow operators to charge affordable user 
fees. The fees yield acceptable financial rates 
of return to investors. Barring failures or severe 
rationing in financial markets, a PPP is viable. 
The government secures right-of-way and bids 
out the project. The winning private enterprise 
writes a contract with the government, finances 
and builds the project, and charges tolls agreed 
upon with the government.

But debt rationing arising from the current 
financial crisis impedes implementation of 
PPP projects. The debt-equity ratio that the 
private sector normally observes in such 
projects is about 80–20%. Without bank 
loans, PPP projects will find it hard to take off 
under current circumstances. To overcome this 
obstacle, governments and donor partners may 
step up financial support. 

Lack of regional coordination in the conduct 
of bank policies exacerbates the problem. 
Some countries, seeing that depositors are 
withdrawing bank deposits, offer 100% 
deposit guarantees. This attracts depositors in 
droves from countries not offering guarantees, 
inducing bank runs and making it more difficult 
for these countries to undertake PPP projects. 
Coordination of deposit-insurance policies is 
warranted under these circumstances.

Energy

It is widely agreed that energy and electricity are 
important sources of total factor productivity, 
the long-run source of economic growth. And 
since the oil-price shocks of the 1970s, much 
energy policy in developed and developing 
countries has been directed at the supply side, 
such as finding substitutes for expensive fuel 
energy sources. Countries highly dependent on 
fossil fuels have started developing indigenous 
and renewable sources of energy. Policy has 
also focused on harnessing clean energy.  
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Nonetheless, many energy projects 
still involve the exploration, extraction, and 
processing of fossil fuels, along with the 
development of non-fossil sources. These are 
high-risk activities that private individuals and 
groups may not go into without guarantees and 
fiscal incentives. These deals call for contracts 
that include risk-sharing arrangements.

Developing country governments with 
domestic energy sources (such as geothermal) 
and with potential for tapping renewable 
energy sources (such as wind and solar) are also 
undertaking these energy projects. At the same 
time, the recurrence of oil-price shocks in 2008 
has prompted many oil-importing countries to 
venture into biofuels and renewable sources 
of energy. In the absence of private long-
term financing, they tap official development 
assistance fund facilities to do so.

As a vital downstream energy industry, 
meanwhile, electricity has been at the center of 
recent reforms in many developing countries, 
with electric-power generation and distribution 
being privatized. Transmission continues to 
be treated as a public utility, but provided by 
private enterprises through franchising.

The success of privatization efforts in the 
electricity industry, it is clear, hinges a great 
deal on the availability of loan financing. This 
indicates a greater role for government financial 
institutions to increase the likelihood of success 
of the reforms. Many private electric utilities, 
which before the financial crisis had won 
bids for power generation in some countries, 
are now invoking termination clauses in their 
contracts in view of the difficulties to raise 
financing, whether loans or equity.  

Information technology

The potential of ICT for growth and development 
is immense. Recent major ICT advances have 
created huge efficiency gains in many stages 
of the production process, from design to 
retailing, with significant effects on output 
growth. These developments have seen the 
emergence of so-called knowledge economies. 

Many governments are aware of the 
tremendous economic and business oppor-
tunities this creates. The emergence of 
outsourcing and off-shoring, recent phenomena 
in international trade, owes much to ICT. 

In consequence, World Trade Organization 
(WTO) members, for example, have 

made commitments to facilitate trade in 
telecommunications services. This includes 
the establishment of new telecommunications 
companies, foreign direct investment in 
existing companies, and cross-border trans-
mission of telecommunications services. They 
have also adjusted competition policies in 
telecommunications to allow for interconnection 
and networking. Liberalization of foreign direct 
investment in many countries has facilitated 
such networking. The private sector has also 
taken up many downstream activities, such as 
in software and hardware development. 

Evidently, much progress has been made 
globally in ICT networking. But policy challenges 
remain, such as in the area of intellectual 
property rights, particularly in software. To 
encourage further development, intellectual 
property rights must be protected.

In the interest of equitable development, it 
is also vital to bring ICT to disadvantaged areas 
within countries. Poor, rural households need 
access to information to catch up with their 
urban counterparts in accumulating human, 
physical, and technological capital. Through ICT, 
remote areas can be better integrated with the 
center, helping overcome geographical barriers 
in the provision of public services, especially 
social services. 

But most Asian developing economies 
still lag in the initial conditions that permit 
widespread use of ICT for economic and 
business activities. Because they are still 
developing ICT infrastructure, the impact of 
country-level efforts can be enhanced if this 
development is coordinated regionally. Private 
sector participation is also crucial to ICT 
development, calling for a sound regulatory 
framework and an efficient ICT network for 
traffic flows. Yet ICT regional interconnectivity 
and interoperability in Asia are still hampered 
by a lack of regional legal frameworks, technical 
standards, and price- and revenue-sharing 
mechanisms. Cooperating governments must 
endeavor to overcome these challenges as they 
step up ICT infrastructure spending. 

Scarce credit, meanwhile, is posing 
huge problems to ICT companies engaged in 
extensive research and development. Venture 
capital is a major source of financing for such 
high-risk activities, but the financial crisis is 
curtailing its supply. At the same time, amid 
declining corporate earnings, spending for 
ICT services is decreasing sharply, forcing plant 
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shutdowns in the software and hardware 
industries, including by such industry leaders as 
Intel Corporation. Likewise, stock market values 
have fallen sharply, making it difficult to raise 
new equity capital.

Cross-Border Infrastructure and 
Regional Cooperation:  
A Review of Progress

Governments are well advised to support 
infrastructure projects as part of fiscal-
stimulus programs. But to generate increasing 
returns and scale economies from this type of 
expenditure, they must implement economically 
efficient projects that have benefited from 
rigorous project evaluation. In this regard, 
cross-border infrastructure projects deserve 
serious consideration.

This section looks at regional cooperation 
in infrastructure development among Asian 
developing countries. The Asian Development 
Bank (ADB) has been instrumental in organizing 
discussion forums for issues related to this form 
of cooperation, and has provided technical 
assistance and concessional loans supportive 
of cross-border initiatives. The recent deve-
lopments in transport, energy, and ICT are 
reviewed below.

Transport

Transport projects spur development, the 
physical infrastructure facilitating trade among 
countries in and outside the region, opening 
up employment opportunities, and linking 
countries. Efficient transport networks are also 
important to investment and competitiveness, 
which depend on connectivity. The demand for 
and the complexity of the transport systems 
needed in the various subregions is therefore 
expected to increase as economies grow and 
integrate. 

In the Central Asia Economic Cooperation 
(CAREC) Program, the Transport and Trade 
Facilitation Strategy endorsed in November 
2007 contains a 10-year action plan. The 
strategy follows an integrated approach to 
(i) combine transport investments with trade 
facilitation initiatives to establish links between 
the CAREC region and the world market;  
(ii) facilitate movement of goods and people 
along economic corridors and across borders; 

and (iii) develop safe, sustainable, and reliable 
transport and trade networks. 

The action plan, begun in 2008, focuses 
on the development of six CAREC corridors: 
(i) Europe–East Asia, (ii) Mediterranean-East 
Asia, (iii) Russian Federation-Middle East-South 
Asia, (iv) Russian Federation–East Asia, (v) East 
Asia-Middle East- South Asia, and (vi) Europe–
Middle East-South Asia. The plan has identified 
the priority investment and technical assistance 
projects that will address infrastructure, 
technology, and human resource management, 
and skill bottlenecks in the CAREC region.  

Under the plan, the investment requirements 
for the transport and trade facilitation related 
projects for the 10-year period is estimated 
at $21.1 billion (ADB 2008). The list includes 
about 62 investment projects, 40 of which are 
new, with an estimated cost of $15.8 billion. 
The projects will be financed jointly among 
CAREC governments, development partners, 
and the private sector.  

There are currently 22 ongoing investment 
projects amounting to about $5.3 billion, of 
which CAREC governments are financing about 
49% of the total, development partners 32%, 
and the private sector 2%. About $900 million 
in financing still needs to be sourced for these 
projects.

Of the 62 projects, 25 are road-related, 
13 already ongoing. Railway projects rank second 
with a total of 18 projects, but only 3 ongoing 
and 15 awaiting implementation. There are 
seven airport and civil aviation projects, only one 
of which has been implemented to date. Other 
investment projects in the plan are in ports, 
shipping, logistics, and trade facilitation.  

Six major projects along the identified 
corridors amounting to $9.4 billion were to 
be implemented in 2008. One of these is the 
upgrading of the Azerbaijan Railway segment 
financed by the Government of Azerbaijan 
with support from the World Bank, ADB, 
and the European Bank for Reconstruction 
and Development. CAREC Transport Corridor 
1 (Bishkek-Torugart Road), financed by ADB 
and the Islamic Development Bank, was 
also approved. A new international airport 
in Ulaanbaatar, to be financed by the Japan 
International Cooperation Agency was approved 
in 2008. Other major investment projects lined 
up are Corridor 1b (Kazakhstan Road segment), 
running from Korgas at the People’s Republic 
of China (PRC) border to Zhaisan at the Russian 
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Federation border via Almaty and Shymkent, and 
Corridor 4a (the Mongolia segment connecting 
Yarant at the PRC border to Ulaanbaishint at 
the Russian Federation border via Hovd).          

In addition, the plan includes a list of 
technical assistance (TA) projects that would 
undertake feasibility studies for investment 
projects, and provide advisory support for 
sector reforms, planning, institutional capacity 
development, and technical knowledge transfer. 
A total of 65 technical assistance projects 
amounting to $65 million has been identified, 
with 6 of them (amounting to $5.1 million) 
ongoing. These include: (i) preparation of the 
Road Network III (Afghanistan); (ii) Logistics 
Development and Capacity Building in Xinjiang 
Uygur Autonomous Region (PRC); (iii) Integrated 
Trade Facilitation Support for Central Asia 
Regional Economic Cooperation (Regional); 
(iv) Transport Sector Master Plan (Tajikistan); 
and (v) development of Coordinated National 
Transport Policies (Regional).

In the Greater Mekong Subregion (GMS) 
Program, meanwhile, transport projects 
have dominated since inception in 1992. 
Recognizing the importance of regional coo-
peration to the integration of a country’s 
economy into the global economy, the GMS 
sought to improve connections between 
member countries to strengthen their ability to 
compete. The program has developed priority 
transport corridors linking major population 
centers and major tourist destinations in the 
subregion, developed remote and low-income 
areas by increasing their access to markets and 
social and economic services, and facilitated 
the movement of goods and services. The 
development of the North-South and East-
West transport corridors is among the major 
GMS achievements (ADB 2009).

Some projects that support this initiative 
are at various stages of implementation. 
These include the Phnom Penh–Ho Chi Minh 
City Highway, the East–West Corridor Project, 
the Northern Economic Corridor (Boten–
Houayxay), the Yunnan Expressway (Chuxiang–

Dali) and Southern and Western Yunnan Roads 
Development, the Guangxi Roads Development 
Project, the Siem Reap airport, and the Dali–
Lijiang Railway Project. Civil aviation projects are 
also helping to improve connectivity, air safety, 
and access to remote or distant destinations.

As the scope of the GMS transport 
corridors was broadened to incorporate trade, 
investment, and production, the program 
shifted to the development of economic 
corridors. The focus shifted from enabling 
cross-border traffic to a strategy based on 
improving the capacity and efficiency of the 
transport network of the region. From three 
identified corridors in 1998, the GMS Transport 
Strategy 2006–201514 increased the number 
of economic corridors to nine. These include:  
(i) North-South Corridor (Kunming-Bangkok; 
(ii) Eastern Corridor (Kunming-HCMC);  
(iii) East-West Corridor (Mawlamyaing-Da Nang; 
(iv) Southern Corridor (Dawei-Quy Nhon/Vung 
Tau;(v) Southern Coastal Corridor (Bangkok-
Nam Can); (vi) Central Corridor (Kunming-
Sihanoukville/Sattahip); (vii) Northern Corridor 
(Fangcheng-Tamu); (viii) Western Corridor 
(Tamu-Mawlamyaing); and (ix) Northern 
Corridor (Nanning-Bangkok/Laem Chabang).    

The required investment, of course, 
has also increased, with implications for 
the implementation capacity of countries 
undertaking the projects.

As of the 13 August 2008 meeting of 
the 12th  GMS Subregional Transport Forum, 
some 27 road projects, 5 rail projects, 5 water 
transport, and 5 air transport projects were 
included in the priority list.15 The list also 
included four projects addressing the policy, 
capacity, and institutional development needs 
of the sector in the GMS. The total cost of 
the projects has yet to be firmed up. ADB, 
meanwhile, has included 16 of the projects  
(8 transport, 1 rail, and 7 multisector and/or 
trade facilitation) in its 2009–2011 pipeline.

In 2008, ADB financed two investment 
and three TA projects in support of the GMS 
program. The investment projects include the TA 

14  The GMS Transport Strategy 2006–2015 identified five goals, namely: (i) to exploit synergies in the GMS transport  
system, (ii) to move toward an open market and open borders for transport services, (iii) to improve economic  
efficiency to reduce transport costs, (iv) to complete the GMS transport network and improve links with South Asia, 
and (v) to encourage use of different modes of transport (multi-modalism).

15  During the 12th Meeting of the Subregional Transport Forum held in August 2008 in Viet Nam, a matrix showing 
priority GMS transport projects and the countries that will be undertaking such investments in the medium term was 
adopted.  
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loan to the Hanoi-Lang Son and Ha Long Mong 
Cai Expressway and the Central Yunnan Roads 
Development IV, which is being cofinanced with 
other donors. The three project preparatory 
TA projects include: (i) Second Northern GMS 
Transport Network Improvement; (ii) Preparing 
the GMS Hanoi-Lang Son and Ha Lang–Mong 
Cai Expressway Project, which is attached to 
the VIE: Expressway Preparation Facility; and 
(iii) Western Yunnan Roads Development. 

From 1992 to 2007, 26 transport projects 
had been implemented under the GMS 
Program, with estimated total cost of $8.34 
billion. Of the 26 projects, roads accounted for 
20 loans; railways 3; ports 2; and airports 1. 
Financing for these projects came mainly from 
the government and development partners. Out 
of the $8.34 billion financing, ADB provided 
about $3.35 billion in loans and grants since 
1996.  

During the same period, 57 TA projects 
were approved: 37 of these project preparatory 
TA ($27.59 million), 14 advisory TA ($9.34 
million), and one core TA ($5.26 million) for 
transport projects. 

In prioritizing the investments in the 
sector, the GMS Transport Strategy 2006–2015 
identified a number of factors that future 
investments and TA should consider. These 
are: (i) end-user demand; (ii) internal and 
external subregional links; and (iii) efficiency in 
cross-border traffic (ADB 2007). High priority 
investment projects were identified along the 
priority corridors.  

Much has been said and written about the 
challenge of pursuing regional cooperation 
initiatives in South Asia. Despite significant 
potential benefits, however, progress has 
been painstakingly slow. While South Asian 
economies have been growing faster, the 
region remains among the least integrated in 
the world (ADB 2006).  

Various economic and political factors 
have stalled progress. While policy reforms 
and trade-related measures such as tariff 
reduction and trade-facilitation initiatives are 
necessary to further promote free trade and 
investment, improving physical infrastructure—
for example, in transport, energy and power, 
communications, and transit facilities—is also 
critical for promoting the smooth movement 
of goods and people. Improved physical 
infrastructure and regional connectivity would 
lower transport costs and increase the region’s 

competitiveness. This is particularly important 
for landlocked countries such as Bhutan and 
Nepal, considering that transit through India 
and Bangladesh is essential to increasing trade 
and promoting economic development. 

Similarly, an improved road network 
with regional neighbors would help increase 
intraregional and interregional trade and 
transit. Likewise, road connectivity between 
two countries within or outside the region via 
another country could significantly increase 
trade and investment among the three 
countries. 

Furthermore, connectivity can generate 
revenues from natural resource endowments 
unique to each country (for instance, a 
transit facility for gas from Central Asia to 
Pakistan and India through Afghanistan could 
generate sizeable revenues for Afghanistan). 
Improvements in land and air transport between 
countries, and the resultant decline in transport 
costs, can also increase the transport of people, 
goods, and services among countries in the 
region. As economic relations among countries 
in the region continue to improve, for example 
between India and Pakistan, more opportunities 
for cooperation in the areas of road, rail, civil 
aviation, and shipping will emerge. 

A number of regional cooperation 
initiatives at the regional, subregional, and 
interregional levels have been launched, for 
example the South Asian Association for 
Regional Cooperation (SAARC), Economic 
Cooperation Organization (ECO) and the Bay 
of Bengal Initiative for Multi-sectoral Technical 
and Economic Cooperation (BIMSTEC). These 
initiatives promote active collaboration and 
regional cooperation in various priority sectors, 
among other goals. But factors such as limited 
institutional and technical capacity to identify 
and implement programs and projects, cost 
implications, and financing modalities limit the 
agenda.     

To enhance transport connectivity in 
SAARC, ADB supported the SAARC Regional 
Multimodal Transport, which has identified 10 
regional road corridors, 5 regional rail corridors, 
2 regional inland waterways corridors, 10 
maritime gateways, and 16 aviation gateways. 

ADB also supported the BIMSTEC Transport 
Infrastructure and Logistic Study, completed 
in 2008. It focused on connectivity between 
South Asia and Southeast Asia, and proposed 
a BIMSTEC transport and logistics policy 
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framework and strategies that aim to develop 
road, rail, and air connection; improve cross-
border trade; and develop logistic hubs among 
the BIMSTEC member countries from South 
and Southeast Asia. 

Concurrently, ADB supported South 
Asian countries’ regional cooperation agenda 
through the South Asia Subregional Economic 
Cooperation (SASEC) Program launched with 
ADB support in 2001 to help facilitate economic 
cooperation initiatives in Bangladesh, Bhutan, 
India, and Nepal. SASEC provided a forum for 
participating countries to coordinate subregional 
activities and implement subregional cooperation 
projects in six priority sectors: transport; energy 
and power; tourism; environment; trade, 
investment, and private sector cooperation; 
and ICT. The Subregional Transport Logistics 
and Trade Facilitation Project is one of the three 
major multi-country regional projects identified, 
and project preparatory TA is currently being 
implemented with ADB support.  

SASEC activities have evolved into concrete 
projects as regional cooperation initiatives 
have intensified in recent years. One of the 
three major multi-country regional investment 
projects identified is the SASEC Transport and 
Logistics and Trade Facilitation Project. Five 
other transport and trade facilitation projects 
have also been given priority, but total cost 
estimates are not due until 2010 (ADB 2007).  

Energy 

The CAREC regional cooperation strategy 
recognizes the critical role of energy 
infrastructure in advancing member countries’ 
vision of economic growth and development. 
CAREC’s vision is based on ensuring energy 
security through balanced development of 
infrastructure and institutions in the region as 
well as the establishment of energy trading that 
fosters economic growth.  

Through the regional cooperation 
initiatives, energy cooperation is expected to 
develop new energy market opportunities and 
to increase transit revenues. Such cooperation 
also seeks to produce least-cost development 
solutions to energy-related requirements while 
addressing issues and concerns on agreements 
in the joint use and protection of resources. 
These objectives are to be achieved through 
a three-pronged approach: pursuit of focused 
domestic and cross-border investments, 
enhancement of institutional capacity through 
exchange of knowledge and experience within 
the region, and sharing of international best 
practices and pursuit of policy reforms or 
measures that support the vision of energy 
security in the region.16 

Similar to the transport sector initiatives, the 
regional strategy for the energy sector focuses on 
five major energy corridors, namely: (i) Central 
Asia-China (energy trade and investments); 
(ii) Central Asia-South Asia (energy trade);  
(iii) cooperation opportunities within Central 
Asia; (iv) Central Asia-Russia (direct energy 
export as well as rehabilitation, expansion and 
operation of pipeline systems); and (v) Central 
Asia-EU (facilitate export of energy to Europe) 
(ADB 2008f).

The list of capital investment projects as well 
as TA projects and studies under the regional 
cooperation strategy has already been identified. 
For the 40 capital investment projects, the 
estimated financing requirement to carry out 
the initiatives is about $20.625 billion.17 A total 
of 15 studies were also identified amounting 
to $10.85 million, the majority of which are 
expected to be completed in the short to medium 
term.18 The cooperation program also identified 
capacity-building initiatives to be undertaken in 
the short to medium term, with an estimated 
cost from 2008–2014 of $12 million.

The CAREC governments have spearheaded 
the financing of the identified investment 

16  Policy measures identified as what countries will pursue focus on enhancing: (i) energy trade and security, (ii) finan-
cial viability of energy entities and sustainability of energy services, (iii) energy restructuring and commercialization, 
(iv) sector regulation, (v) promotion of private sector cooperation, (vi) alternative and renewable energy options,  
(vii) social protection in the energy sector, (viii) energy efficiency and initiatives under the Clean Development 
Mechanism (CDM) and other carbon financing mechanisms, (ix) cooperation in international river basins, and  
(x) agreements on protection and use of sea-bed resources by littoral states.

17  The amount is only an indicative cost of the 30 investment projects in the list. Cost data for the other 10 investment 
projects are not yet available.

18 About 85% of the studies, amounting to $9.2 million, is expected to be completed in 2009.
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measures. They are supported by private and 
commercial sources, international financial 
institutions, bilateral sources (the PRC and 
Russia) and hydrocarbon investors. Individual 
contributions, however, have not been firmed 
up at this point.

In the GMS, meanwhile, the energy 
subsector has been an important factor in its 
remarkable economic growth, its contribution 
recognized with the formulation of a GMS 
regional energy sector strategy. The objectives of 
the strategy include the following: development 
of a regional cooperation strategy to meet the 
rising energy needs of the region, identification 
of priority investment projects, and drawing 
up of an operating framework for enhancing 
regional energy security. The strategy also laid 
out the challenges, including: uneven access 
to modern energy services, the dependence 
of GMS countries on imported energy, 
environmental and social issues, improvement 
of energy efficiency, and weak policy regimes 
and institutional capacity. 

In the last 15 years, there has been greater 
regional cooperation in the energy sector in the 
GMS, with bilateral power trading becoming 
increasingly well established. Among the first to 
have a framework agreement for power trade 
were Thailand and the Lao People’s Democratic 
Republic (Lao PDR) when their agreement was 
signed in June 1993. Meanwhile, the most 
recent power sale arrangement among Lao 
PDR, Cambodia, and Viet Nam was signed 
in March 2008. Similarly, another important 
achievement is in the area of regional power 
trade and interconnection (ADB 2008g). 

The GMS program in the energy subsector 
has come a long way since the regional 
cooperation strategy program was prepared. 
The subsector is the second largest in the GMS 
after transport. Of 36 investment projects, 4 
were in the energy sector, consisting of three 
hydro power stations and one transmission-
related project. Total cost for these projects 
amounted to $1.7 billion. The latest project 
approved was the Nam Theun 2 Hydroelectric 
Project in Lao PDR. 

Meanwhile, TA projects amounting to 
$9.1 million have been approved for the 
subsector. Ten have been completed, and six 
are ongoing and expected to be completed in 
2009.

For 2009–2011, six energy investments 
have been identified, with estimated cost of 

$494.5 million (ADB 2008h). Similar to projects 
implemented under the GMS Program, financing 
will come from government and development 
partners such as ADB, World Bank, and other 
bilateral donors.

While there is considerable potential in 
the energy sector for regional cooperation in 
South Asia, it has not seen much progress. 
Substantial gains from cooperation can 
be expected if investment projects can be 
implemented. But cross-border sensitivities 
and issues remain, hindering the translation 
of planned initiatives to actual projects. The 
first and second meetings of the Energy and 
Power Working Group already identified the 
priority areas for cooperation, namely: (i) rural 
electrification, (ii) hydropower development in 
Nepal, (iii) feasibility of electricity exchange, 
and (iv) collaboration in oil and gas activities. 
Only two cooperation projects and one energy-
related technical assistance project have been 
implemented.   

To enable cooperation, two priority 
investment projects are lined up for implemen-
tation: (i) the Green Power Development Project 
(Bhutan), and (ii) the West Seti Hydroelectric 
Project (Nepal). The proposed Subregional 
Energy Trade Project is another project that will 
support initiatives for trading energy.

Information and communications  
technology

There is no separate strategy for ICT under 
CAREC or the GMS. Under the regional 
cooperation strategy, ICT is already incorporated 
in the development of the transport and trade 
facilitation strategy. In particular, ICT initiatives 
support custom reforms and modernization, 
transport and trade facilitation, and development 
of regional logistics services initiatives. Some of 
the projects and studies that help achieve these 
objectives in the CAREC include: (i) Customs 
Modernization Trade and Industrial Logistic 
Centers with Information Exchange Systems, 
and (ii) Enhancement of IT Systems at Customs. 
Similarly, in the GMS, the ICT component is 
imbedded in trade and facilitation activities. 
Projects in the pipeline include three Trade 
Facilitation and Logistics Development projects, 
specifically for Cambodia, Lao PDR, and Viet 
Nam (ADB 2008i and ADB 2005). 

Based on the SASEC ICT Development 
Master Plan, meanwhile, the three most urgent 
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areas for ICT improvement were identified:  
(i) cross-border connectivity, (ii) rural access to 
information, and (iii) human resource capacity. 
Subsequently, in 2007, the SASEC Information 
Highway Project—the first multi-country 
investment project involving Bangladesh, 
Bhutan, India and Nepal—was approved, 
with an attached regional TA financed from 
the Regional Cooperation and Integration 
Fund. The project has three components:  
(i) a regional network with fiber-optic and data 
interchange capacity, directly connecting the 
participating countries; (ii) a village network 
expanding broadband ICT access to 110 rural 
communities in the participating countries and 
directly connecting the communities for local 
networking and information sourcing; and 
(iii) a research and training network building 
technical and business skills in ICT, particularly 
in developing local content and e-applications 
(such as e-government, e-learning, telemedicine, 
e-remittance, e-commerce) for the needs of 
the poor. The project is expected to bridge the 
digital divide and improve communications 
connectivity among participating countries.   

Regional Response to the Global 
Economic Crisis and Next Steps

As discussed in Chapters 1 and 2, growth in 
many economies slowed in 2008 as a result of 
the ongoing financial and economic crisis. The 
US, Japan, and many of the industrial countries 
in Europe, and newly industrializing economies 
in East Asia such as Hong Kong, China and 
Taipei,China have each acknowledged the onset 
of recession, a situation that is bound to have 
harmful impact on many developing economies 
worldwide. Even rapidly growing economies, 
such as the PRC and India, slowed last year and 
are now bracing for harder times in 2009.

To combat recession, a consensus has 
emerged over the need for governments 
to increase public spending for economic 
stimulus. Japan, the PRC, and other Asian 
countries, for example, have each announced 
stimulus packages amounting to several billions 
of US dollars (see Chapter 1). At the core of 
the discussions emerging in the debate over 
government-led stimulus of this nature is the 
need to make such spending serve goals of 
both short-run stability and long-run growth. 

It is widely agreed that an economic stimulus 
program should have at least two objectives:  

(i) arrest the decline in output, employment, 
and income, and usher in an economic recovery; 
and (ii) stabilize financial markets and create 
conditions that will allow banks to resume 
lending to the private sector.

In this regard, investments in infrastructure 
are very appealing, in particular, cross-border 
infrastructure projects such as those in 
transport, energy, and ICT that some of ADB’s 
developing member countries have forged. 
Some have formed regional and subregional 
arrangements in an attempt to realize scale 
economies in a variety of interrelated activities 
and create economic benefits within reach of a 
large segment of the population. 

Infrastructure spending, which is critical 
to stimulating demand and engineering a 
recovery, makes sense because it creates jobs 
and generates income. Moreover, new and 
improved infrastructure services may induce 
additional trade and investments, magnifying 
the benefits and raising human welfare. As 
the recovery gathers strength, government 
revenues improve, bolstering the capacity to 
finance public infrastructure projects.

But precautions are warranted. It is well 
understood that initial macroeconomic con-
ditions are critical in realizing the expected 
output and employment effects of this type of 
stimulus. Countries with budget surpluses are 
likely to achieve the desired results. Those with 
deficits and large public debts, less so, in that 
when government borrows to finance deficit 
spending, it crowds out the private sector for 
loanable funds.

Meanwhile, efforts to stabilize financial 
markets and get banks to lend again properly 
complement infrastructure spending. PPPs in 
infrastructure development have been gaining 
popularity. Bank loans are vital to successful 
PPPs. Generally, implementation of projects will 
not materialize if there is no financial closure 
with banks. The sooner the problem of banks’ 
nonperforming loans is resolved, the better it 
will be for infrastructure development.  

Policy makers in government generally 
acknowledge the growth and employment 
effects of infrastructure spending. Moreover, 
the expected depth and severity of the 
recession suggest the need for government 
spending that stands a good chance of 
delivering positive spillover, that is, additional 
benefits that go beyond the contemplated 
direct benefits. In this regard, spending for 
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cross-border infrastructure systems involving 
regional cooperation in transport, energy, and 
ICT—provided that prevailing macroeconomic 
conditions are favorable—is worth considering. 
Fiscal stimulus programs directed at cross-
border infrastructure projects are therefore well 
advised amid the ongoing financial turmoil.

Developing countries in Asia contemplating 
fiscal stimulus programs aimed at avoiding 
a recession should prioritize well-designed 
cross-border infrastructure projects that lie at 
the core of regional economic cooperation 
agreements. Countries in budget surplus, such 
as the PRC, are well positioned to do this. But 
those in deficit must do a careful balancing act 
to prevent the breakout of inflation. 

Infrastructure projects to be supported 
under any government stimulus plan must 
be economically efficient. The expected 
beneficiaries must be well identified and 
implementation risks minimal. Cross-border 
infrastructure projects under regional coo-
peration arrangements described above are 
promising in this regard, having benefited from 

careful project evaluation studies. They tend 
to exhibit high economic rates of return and, 
in the long run, serve as reliable sources of 
economic growth and prosperity within reach 
of the majority of the population. 

Much progress has been achieved in ADB-
supported cross-border infrastructure projects. 
But the process is by no means complete, with 
many policy and implementation challenges 
remaining. Financing issues loom large.

In low-income developing countries, the 
government generally initiates participation in 
cross-border infrastructure projects and leads 
in the financing of its own projects. But in high 
middle-income economies, private participation 
in construction and financing of infrastructure 
projects for which user fees can be levied is 
a viable option. PPP, where feasible, must be 
pursued. Financing of PPP projects amid the 
ongoing financial turmoil is not easy to come 
by. Official development assistance, whether 
from bilateral or multilateral sources with both 
their lending and nonlending activities, can play 
a big role amid the ongoing credit crunch. 
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