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On behalf of the Asian Development Bank (ADB), I wish to express our appreciation for the 
invitation to attend the 79th meeting of the Development Committee as an Observer. 
 
I. Regional Outlook  
 

Developing Asia and the Pacific is facing its most difficult economic and development challenges 
since the Asian financial crisis of the 1990s. Growth in developing Asia and the Pacific fell abruptly from 
its recent record peak to only 6.3% in 2008 as the global financial and economic crisis spread into the 
region. ADB projects a further sharp decline to 3.4% in 2009—barely one third of the 9.5% achieved in 
2007.  
 

The effects of the crisis are now fully felt throughout the ADB’s developing member countries 
(DMCs). They pose a particularly dire threat to the region’s poorest and most vulnerable citizens. They 
will test the resources, policies, and skills of developing Asia's governments and economies. The declines 
in world trade and in domestic consumption and business confidence in the G3 countries have severely 
affected the region’s most globally integrated and export-dependent countries. Export growth was down 
by about 30% in East and Southeast Asia in early 2009. Despite a relatively strong performance by the 
People's Republic of China (PRC), growth in East Asia declined from 10.4% in 2007 to 6.6% in 2008. It 
is expected to shrink to 3.6% in 2009.  In Southeast Asia, growth may fall below 1% this year after 
dropping to 4.3% in 2008 from 6.4% in 2007.  The economies of South Asia, less dependent on exports, 
have recorded more moderate declines—to 6.8% in 2008 from 8.6% in 2007— but will slow again in 
2009. Plunging commodity prices have hurt many Central Asian DMCs and small Pacific economies will 
experience similar problems this year. 
 

The region’s growth may rebound to 6.0% if the global economy experiences mild recovery in 
2010. Overall, however, downside risks outweigh upside possibilities. Most of developing Asia remains 
inextricably linked to the advanced economies through a high dependence on exports. Recovery prospects 
in the developed world remain unclear, however, and prolonged sluggishness would deepen fundamental 
difficulties the crisis has raised across the region. The banking sector, strengthened by reforms after the 
Asian Financial Crisis of 1997–1998, has so far been remarkably resistant to crisis shocks and fears and 
continues lending normally to the real economy.  But risk avoidance has risen and continued slow growth 
could test banks’ resilience through falling earnings and growing provisions for nonperforming loans. 
Despite some recent mixed signs of tentative recovery, global deleveraging and capital flight have driven 
down many equity markets, further shrinking a key external investment source and dampening domestic 
business confidence and capital spending. International credit markets, including those for trade finance, 
have become tighter, more expensive, or simply unavailable for DMCs. Funding for infrastructure 
projects is fast drying up. A slump in net private flows for both direct and portfolio investment will likely 
to continue and slower growth in remittances is having deleterious effect on economies that rely heavily 
on their overseas workers. The decline in business and consumer sentiment and demand within DMCs—
along with rising unemployment—compounds the effects of recessions abroad.  
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The Human Costs 
 

Lower inflation and falling food and fuel prices are the lone crisis bright spot for the region’s 
poor. Slowing growth is destroying jobs and driving down the wages, consumption, and welfare of DMC 
households. It threatens to stall or even reverse poverty reduction in the region that is home to about two-
thirds of the world’s poor. ADB estimates that more than 60 million people who would have been lifted 
above the extreme income poverty line of $1.25 per day had the region's high growth continued in 2009 
will remain trapped in deprivation instead. The figure could reach nearly 100 million by the end 2010. 
They may be joined by many millions more from the swelling ranks of the newly unemployed, including 
a reported 20 million workers laid off in the PRC alone. There is a risk that levels of hunger and disease 
may rise significantly within the poorest areas in many DMCs. The crisis threatens achievement of 
income and non-income Millennium Development Goals, particularly in the 15 DMCs already behind on 
the child mortality targets and 13 countries with high or very high maternal mortality rates. 
 
II. The DMCs’ Response to the Crisis 
 

Crisis measures so far by individual DMCs have ranged from strong to inadequate, depending on 
the nature and intensity of their crisis effects, and their fiscal and institutional capacity to react. Southeast 
and East Asian governments were able to move quickly on stimulus packages to expand local demand 
and spur job creation. Central banks also took steps to stabilize financial markets and eased monetary 
policy. DMCs in other subregions have lacked either the need or the resources to act as swiftly or on the 
same scale.  
 

Regional and subregional reaction has often been prompt and effective. The February 2009 
decision to expand a network of bilateral swap arrangements among the ASEAN+3 countries to $120 
billion from $80 billion was an important confidence-building step. The group is also seeking to expand 
the local currency bond market, a large, underexploited source of investment and finance for the region. 
Some Asian countries are working bilaterally to stabilize currencies and South Asian countries are 
discussing joint action on shared crisis challenges.  
 
III. ADB’s Role in the Region’s Crisis Response 
 

ADB’s Goals 
 

ADB will work with its partners and member countries during this crisis period to achieve several 
key objectives, including restoration of three global public goods essential to economic growth. These are 
market confidence and economic stability, a healthy financial system, and expanding trade. ADB will 
promote the adoption of counter-cyclical policies and programs consistent with the global call for fiscal 
stimulus measures to compensate for the worldwide collapse in private demand. It will work in its DMCs 
to minimize cutbacks in the investments critical to long-term growth and social stability—infrastructure, 
education, and health programs. It will protect society’s most vulnerable people, the poor and the near 
poor, and defend the recent gains in poverty reduction, by supporting existing social safety nets or 
creating new ones. It will also support the structural changes necessary to enable renewed and robust 
growth in the region’s economy and to lessen its vulnerability to volatility in other financial markets.  
 

New Resources to Balance Crisis and Long-Term Development Assistance 
 

The recent Asian Development Fund (ADF) X replenishment and expected fifth general capital 
increase have enhanced its ability to prepare an aggressive response to the crisis in support of these goals 
and of its DMCs while also helping them sustain momentum on long-term development and poverty 
reduction. DMC demand for ADB’s lending, which has long exceeded supply, has grown rapidly since 
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the crisis broke. On 6 April 2009, ADB’s Board of Directors approved a recommendation for a general 
increase in ADB subscribed capital of 200%, with a paid-in portion of 4%. A resolution on this increase is 
expected to be adopted later this month by ADB’s Board of Governors. This expansion of ADB’s 
ordinary capital resources (OCR), used mainly to fund lending to middle-income DMCs, follows a 
substantial replenishment finalized in May 2008 of ADF for concessional loans and grants to ADB’s low-
income member countries.  
 

Both the ADF X replenishment and the ADB's fifth general capital increase will allow the bank to 
increase assistance for 2009–2010 under its long-term strategic framework for 2008–2020 (Strategy 
2020) to more than $32 billion. The bulk of this lending will go to Strategy 2020’s core operations, led by 
infrastructure and including finance and education. These same areas are central to generating 
employment, stimulating domestic demand, and boosting investor confidence during the crisis. This 
represents more than $10 billion of additional resources during 2009-10 as compared to 2007-8. ADB 
will prioritize crisis-response project investments, quick-disbursing policy-based support, and guarantees, 
as well as new initiatives designed to address specific crisis needs.  
 

To meet the crisis demands of low-income countries, ADB will also add to and accelerate its 
support in 2009. While the ADF replenishment has increased the average lending and grants to low-
income DMCs by 30% in the 2009–2012 ADF X period as compared to 2005–2008 and, subject to 
approval by donors, front-loading will raise overall lending and grants in 2009 to about $3.0 billion from 
the original allocation of $2.6 billion. A planned $400 million contribution from ADF’s liquidity reserve 
will increase the available ADF for 2009 to $3.4 billion. ADB may further accelerate front-loading of the 
2009–2010 program if crisis needs warrant.  
 

ADB aims to mobilize close to $4.5 billion of cofinancing with development partners for its 
projects in 2009–2010—almost double the amount marshaled in the last two years. It is pursuing 
framework agreements with interested counterparts for trade financing guarantees and infrastructure 
financing.  
 

ADB will also develop new quick-response counter-cyclical instruments. They will be designed 
for rapid approval and disbursement of funds for urgent budget support, contingency financing in critical 
situations, and further funding for crisis-response stimulus packages. Because the crisis has reset priorities 
in the public sector, ADB will, when necessary, modify assistance programs for both regular and 
supplementary lending to include crisis-related projects. ADB’s public sector operations will focus on 
several short-term goals. ADB will help DMCs manage fiscal challenges through budget support and 
advice on spending and revenue policies to efficiently meet key crisis challenges and the needs of the 
poor in a transparent and accountable way. DMCs will be helped to mitigate social impacts by 
strengthening safety nets. ADB will seek to minimize disruption to current development programs and 
support additional infrastructure and human development undertakings to prevent development advances 
from stalling. It will expand its Asian Infrastructure Financing Initiative and work proactively to arrange 
additional cofinancing for DMC infrastructure development. ADB will consider increasing its share of 
financing in projects already under way to ensure counter-cyclical capital investments.  
 
 Mobilizing the Private Sector for Crisis Recovery  
 

ADB believes the private sector has a leading role to play in overcoming the current crisis and 
driving the next stage of vigorous growth in the region. Its efforts under Strategy 2020 to help DMCs 
attract private sector investments that support inclusive growth and improve the environment will 
contribute to this end.  ADB partnerships will help prepare a crucial pipeline for private sector 
involvement in infrastructure. ADB is also taking steps to rebuild business confidence, provide incentives 
for private sector investment, and restore liquidity for trade. ADB’s Trade Finance Facilitation Program 
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(TFFP) will provide about $15 billion by 2013 on a roll-over basis to provide direct finance and 
guarantees for trade transactions in DMCs in conjunction with international and national banks. This 
expansion comes at a critical time. Many large global banks that traditionally financed DMC trade have 
retreated from the field to rebuild their capital and reduce risk. TFFP began operations in 2004 as a $150 
million program. The volume of transactions soared by 570% in 2008, on top of a 78% increase in 2007, 
and by the end of that year TFFP had supported nearly 1,200 international trade transactions in nine 
DMCs worth over $578 million. ADB mobilizes commercial cofinancing by providing credit 
enhancements. Private investors will likely increase requests for these instruments while bearish 
conditions persist in the capital markets and they seek to mitigate heightened credit risk. ADB will 
accommodate increased applications by introducing a performance and planning framework. It will also 
seek more co-guarantee support from partners. 
 
IV. The Crisis and Policy 
 

Every crisis teaches lessons and underlines a need for change. The Asian Financial Crisis of 
1997-1998 demonstrated weaknesses in the region’s financial systems and regulation—which led to the 
reforms that have helped developing Asia’s banks weather the current storm. Now the region’s policy 
makers face other complex challenges. In the short term, they must provide fiscal and monetary stimulus 
and private sector incentives without distorting markets. They must make parallel efforts to strengthen 
safety nets and to ensure that key human development work is not halted, abandoned, or overturned. 
Along with their colleagues in the rest of the world, they must also ensure that the protectionist 
temptation—warning signs of which have appeared both within and beyond the region—is suppressed.  A 
central crisis lesson for the long run, however, is that developing Asia must rebalance a growth model that 
is now too skewed towards high saving rates and overdependence on external demand. Export-led growth 
has delivered enormous benefits but its costs have become evident too. Effective rebalancing will require 
a mix of policies that will boost domestic demand and bolster the domestic economy. Specific policy 
options include transferring more corporate savings to households and strengthening social safety nets; 
creating a more attractive investment climate by improving institutions as well as social and physical 
infrastructure; pursuing a more active fiscal policy; and promoting small- and medium-sized enterprises 
and service industries. Such domestic policies must be matched by a concerted global effort to address 
global imbalances. 
 


