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Absorbing Innovative Financial Flows: Looking at Asa

1. Coverage of the paper

This paper focuses on the access to innovativendiah flows of the developing and least
developed countries (LDCs) of Asia, and its releeato the developmental agendas as well
as need for finance in the countries of the reghsia encompasses a large region with a

population of 3.7 billion which may be disaggregbaes follows:

+ East Asia and the Pacific : 1.98 billion
* South Asia : 1.73 billion

Of the seven continents, Asia hosts more than bflthe world’s population. For the
purposes of our paper we will focus on East andtfSéwsia. However, in discussing the
scope for widening financial flows within the Agiegion, we will also take into account the

resources of West and Central Asia for reasonshwiit be explained later.

The paper is structured under four heads:

» Conceptual issues
» Contextualizing Innovative Development Finance (JDirthe Asia region
¢ IDFin Asia

» Making more effective use of IDF opportunities igi&

2. Conceptual Issues

The concept of Innovative Development Finance (ID&$ yet to satisfactorily resolve the
issue of innovation. The discourse on innovatiopassibly of recent origin and two decades
ago did not figure in any substantive discussiorthiwi the literature and practice of

development. The search for innovation was possislyired through two different problems

arising out of the global commitment in 2000 taaattthe Millennium Development Goals

(MDGs). These arenter alia, insufficiency of development finance to meet thallenge of

MDGs, and, ineffective use of development finamcenitigating poverty.



The global conference in 2002 at Monterrey, Mexiooused on the need to generate a
sufficiency of development finance to meet the MDGse conference culminated in the so
called Monterrey Consensus where DAC countries were encouraged to ensureahbdast
0.7% of their GDP would be disbursed as OfficiavBlepment Assistance (ODA). How far
any country actually accepted, even at Monterrest theConsensus was a set of binding
commitments, remains contestable. It was hardlpr&ing that only 5 countries have come
close to crossing the targets set at Monterreycadke ago. The follow up to Monterrey at
Doha in 2008 was designed to remind defaulting Ofédviders of the commitments at
Monterrey. However, there must have been some deap®oha that these ODA targets
would be realized. The resultadbha Declaration on Financing for Development, thus, put
renewed emphasis on IDF, presumably to compensateght failures in realizing the
Monterrey Consensus.

Running parallel to the discussion on mobilizing-libr the MDGs was the discussion on
enhancing aid effectiveness. Global conferencedidouss this issue were held in Rome
(2003) and Paris (2005), followed by meetings itra(2008) and most recently at Busan in
the Republic of Korea (ROK) from 29 November to é&cbmber 2011, which was designated
as thed™ High Level Forum on Aid Effectiveness. At Busan, aid effectiveness was expected

to be realized through:

* Ownership of development priorities by developiogmtries (DCs)
* Focus on results
* Inclusive development partnership

» Transparency and accountability to each other

The fact that four global conferences have investeamous human and financial resources
to address the issue of aid effectiveness indiaatgsbal and as yet unresolved concern, that
billions of dollars of aid flows to developing cdues over the last half century could have
been used more effectively. The imprecision andsipbs contradictions inherent in the
Busan Declaration do not hold promise that other such conferencesidmeffectiveness will

no longer be necessary. The central weakness bfauaéscourse originates in the declining
significance of ODA as a relevant factor in infloerg development in the DCs and the ODA

contributors’ inability to meet ODA commitments. i$tperpetuates the growing irrelevance



of ODA while simultaneously eroding its capacity teverage better development

governance.

This symbiotic link between ODA volume and its effeeness ensured that issues of aid
effectiveness would intrude into the discussionemanced aid flows at Monterrey and

Doha. The consequent discussion on IDF, thus, septe a confluence of these two streams
of discussion so that issues of innovation addtesscope for both enhancing IDF as well as
for improving its effectiveness. This distinctias) however, not always kept very clear. Nor
is it recognized that attempts to improve aid dffeness may not always involve enhanced
access to IDF, or that enhanced IDF will necessariprove aid effectiveness and may well

result in the opposite outcomes.

The identification of IDF products will inevitablpeed to take these two objectives into
account in any discussion of the innovativenesthefrespective products. Furthermore, the
IDF products will need to be linked to the specitircumstances of the different

regions/countries of the developing world sincerélevance of these products are not likely

to be uniformly applicable across the DCs.

The original search for IDF was largely inspiredthg shortfalls in development finance in
relation to the targets set at the Millennium Suimnm order to attain the MDGs. These
targets were subsequently set at Monterrey and tatelified at Doha. The original ODA
targets of 0.7% of GDP set for all members of Eresel opment Advisory Committee (DAC)

at Monterrey have continued to lag. By 2010 ODAelevhad reached 0.32% of Gross
National Income (GNI). At the original level of @6/ $282 billion was to be delivered as
ODA in 2010. In practice, $129 billion was disbutse@ shortfall of $153 billion. Three
Nordic countries, Denmark, Sweden and Norway, alty Netherlands and Luxemburg
met their targets of 0.7%. At a subsequent sumrithe G-8 countries at Gleneagles,
Scotland, the donors committed to deliver arounsiOfdillion as ODA but this too fell short
of its target. These shortfalls in meeting ODA #&sghave, of course, been cumulative over
the years so that ODA donors have been engagédwitask of looking for IDF for several
decades, in the perhaps mistaken belief that theesevations would contribute to

compensate for the ODA shortfalls to DCs.



There is as yet no clear agreement on what shoeldl&ssified as IDF. The original
inspiration of IDF was derived from the search dompensating finance to overcome ODA
deficits. However, it is far from clear that IDF riitutes a source of additionality to
development finance or merely seeks to repackagk raprioritize traditional forms of
financial flows. The actual content of the IDF pag& and the extent of additionality it has
provided to DCs will, thus, need to be examinedandosely. Additionality has to a large
extent been identified in new forms of public rewengeneration in such areas as
international financial currency transactions (fleden tax) or the levy on airline tickets. The
Airline tax has already been made operational mesgountries and has generated as much
as a $1.2 billion so far. However, the Toben theugh 4 decades have passed since it was
proposed, is still to see the light of day. It éported that under the leadership of President
Sarkozy, a formal proposal for such a tax is albolte presented by the French government

to the DAC for consideration.

The problem with all such forms of additional fic@noriginating in some form of fiscal levy
is that such taxes are really another means ofrgeng public revenues. The relevant tax is
then dedicated to underwrite ODA in general (Totax) or to provide ODA for a particular
sector such as health (airline tax). Such an apgpraa raise additional fiscal revenues is
hardly innovative. A government could, for exampulecide that 2% of all taxes collected on
sales of gasoline at petrol pumps could be earrdafie promoting global literacy. This
would be no different from the Airline tax and wduiave to be acceptable to tax payers and
voters as an acceptable new form of taxation anidh@noved way to use its revenues. Such
additional fiscal levies could also be generated gocommodating many unmet uses of
public expenditure, or could be used to financdiputealth deficiencies in the taxed country
itself. In countries such as the United States (Whjch has a large constituency supporting
lower taxes as well as opposing increases in pexgenditure, new taxes to meet the needs

of another country, however poor, are hardly likelyind ready acceptance.

Other sources of additionality for ODA provided dhigh mobilizing some new donors
mostly from the South or from the private sect@ also not particularly innovative. Several
of these new donors such as the Peoples Republthiola (PRC) and Saudi Arabia have
been providing development finance to DCs for mgegrs. They may now be in a position
to provide significantly more aid than before iretiame way that a DAC member may

choose to do so if their finances or domestic jpsliso permit.



Attempts to mobilize private resources in the nashdDF are also not very innovative.

Private foundations such as the Ford and Rockefetlendation have been funding DCs for
many years. The emergence of new donors such ailttend Melinda Gates Foundation,

now operating at an exponentially larger scale tlaay other Foundation, may have
introduced additionality into development finanag this does not indicate innovation. The
additionality of such funds will have to be conteadized in relation to aggregate private
flows from the voluntary sector to DCs. In practitee actual content of the IDF packages
and the extent of additionality they have providedCs needs to be examined in a region

and country specific context to assess the valdeatrom this process.

It can be argued that the innovativeness of an Il§ely lies in its ability to improve aid
effectiveness. However, it can also be arguedtti®asearch for effectiveness may have been
at the expense of additionality in ODA flows. Im®® countries in the Asian context, the new
emphasis on effectiveness may not have been particieffective and may even have
served to reduce aid disbursements because ofitteriaconditionalities associated with the
IDF product.

IDF products which may be classified under the vative category as new funds, such as
the Global Fund to Fight Aids, Tuberculosis and Malaria (GFATM) and theGlobal Alliance

for Vaccines and Immunization (GAVI), are directed to the health sector. Thd3E products
have aspired to innovation through blending pubhd private funding, front loading some
of the delivery of funds pledged over a longer @ear{lIFM) and relocating the actual
management of the funds. The principal point ofagiee in managing such funds appears to
have been in transferring the control and managewnfemline of funding from the exclusive
control of public agencies to a vertically struetr autonomously managed, funding entity.
Whether such an arrangement constitutes a formDéf or is a form of ‘innovative’

governance, merits separate discussion.

For the purposes of our paper we will focus on erarg the contribution of IDF, as it is
defined in the discussion by the World Bank and @€CD, to development in the Asia
region. In this exercise we will attempt to locHd¥ within the broader financial flows, both
within and external to the Asia region. These exdkinflows include ODA, foreign direct

investment (FDI) and remittances from overseas amitgt. IDF within Asia will thereby be



contextualized within the overall external resoumBows entering the Asia region and
countries. However, development in Asia is no legkienced by the flow of domestic
resources generated within the faster growing Asaonomies, identified through the
broader measures of domestic savings and its narrawbilization in the form of public

revenues.

We will, in this discussion, examine the changialg of ODA in these external and domestic
financial flows in order to place the issue of IbFsome perspective to the circumstances
and funding needs of particular Asian countrieghis task, we will attempt to explore how
far IDF can be used to leverage enhanced resolows from both domestic and external
sources and can also contribute to its more etedctiilization. Finally, we will identify some
more specific sources for generating additionakel resource flows within Asia and
assess the wider global as well as regional imadioa for realizing access to such innovative

sources.

3. Contextualizing Innovative Development FinancelDF)

Financial flows within the developing countries (§)Chave been exposed to significant
structural changes. High levels of dependence oA @Dunderwrite development are today
largely limited to Sub-Saharan Africa (SSA) wheradcounts for 10% of GDP (2009). Aid

shares to SSA have run from 21% in 1960-69 to 4@%2000-09. Obviously there are

significant variations within SSA, with some of thkerger countries such as South Africa
(0.46) and Nigeria (1.1%) registering much lowerels of ODA dependence.

In contrast to SSA, the share of ODA in Asia (E&styuth, West and Central) declined from
47% in 1960-69 to 39% in 2000-2009. As a resulpetelence on ODA in Asia has declined
substantially for most countries so that in 2008 tégional average stands at 1.4% of GDP.
This decline is spread across the Asia region witluth South and East Asia. If we look at a
cross section of Asian countries cited in tablendnost countries, levels of aid dependence
fall below 2% of GDP. We have outliers such as Afgltan (46%) and Nepal (7%) as well
as the micro-economies such as Bhutan in South Asththe smaller South-East (SE) Asian
economies of Cambodia (8%), Lao PDR (7%), Mong(dPa) and Timor-Leste (10%) where

dependence remains high but has declined overeiduesy



Surprisingly, Vietnam (4.4%) retains higher levef<ODA dependence than any of the other
larger East Asian economies. However, Vietnam’'semdl resource flows for its
development have been matched by even higher le¥étglow of FDI (8.5%) and migrant
remittances (7.4%) so that its aggregated exteesalurce inflows of 20.3% of GDP are the
highest in Asia, which even exceeds the regionarane of 15.8% for SSA. What is so
unique about Vietnam is that it also retains onthefhighest rates of domestic savings (32%)
and public resource mobilization (24.4%) in the eleping world, which has enabled it to
attain a level of gross capital formation of 39%GIDP and sustain a GDP growth of 7.6%
between 2000 and 2009, which is exceeded only iy, RRiongst larger DCs.

Table 1: Structure of External Resource Flows to De&loping Countries in Asia (2009)

External resource flows (% of GDP)*

Region FDI (net) (% of ODA (% of total) Remittances (% of | Total (%)

total) total)
East Asia Pacific 1.9 (51.4) 0.4 (10.8) 1.4 (37.8) 3.7 (100)
Latin America and 2.1 (52.5) 0.4 (10.0) 1.5 (37.5) 4.0 (100)
the Caribbean
South Asia 2.1 (26.3) 1.4 (17.5) 4.5 (56.2) 8.0 (100)
Sub-Saharan Africa 3.7 (23.4) 9.9 (62.7) 2.2 (13.9) 15.8 (100)
South Asia
Afghanistan 1.3(2.8) 45.7 (97.2) 0.0 (0.0) 47.0 (100)
Bangladesh 0.8 (5.8) 1.3(9.3) 11.8 (84.9) 13.9 (100)
Bhutan 2.9 (23.2) 9.6 (76.8) 0.0 (0.0) 12.5 (100)
India 2.5(39.7) 0.2 (3.2) 3.6 (57.1) 6.3 (100)
Iran 0.9 (75.0) 0.0 (0.0) 0.3 (25.0) 1.2 (100)
Nepal 0.3 (1.0) 6.7 (21.7) 23.8 (77.3) 30.8 (100)
Pakistan 1.5 (17.4) 1.7 (19.8) 5.4 (62.8) 8.6 (100)
Sri Lanka 1.0 (9.3) 1.7 (15.9) 8.0 (74.8) 10.7 (100)
South-East and East Asia
Cambodia 5.4 (32.7) 7.7 (46.7) 3.4 (20.6) 16.5 (100)
PRC 1.6 (66.7) 0.0 (0.0) 1.0 (33.3) 2.6 (100)
Hong Kong (China) 24.9 (99.2) 0.0 (0.0) 0.2 (0.8) 25.1 (100)
Indonesia 0.9 (27.5) 0.2 (8.4) 1.3 (54.1) 2.4 (100)
Korea, Rep. of 0.2 (40.0) 0.0 (0.0) 0.3 (60.0) 0.5 (100)
Lao 5.4 (40.9) 7.2 (54.5) 0.6 (4.6) 13.2 (100)
Malaysia 0.7 (50.0) 0.1(7.1) 0.6 (42.9) 1.4 (100)
Maldives 7.6 (73.8) 2.4 (23.3) 0.3 (2.9) 10.3 (100)
Mongolia 14.8 (51.0) 9.4 (32.4) 4.8 (16.6) 29.0 (100)
Philippines 1.2 (8.7) 0.2 (1.5) 12.3 (89.8) 13.7 (100)
Singapore 9.2 (100) 0.0 (0.0) 0.0 (0.0) 9.2 (100)
Thailand 1.9 (76.0) 0.0 (0.0) 0.6 (24.0) 2.5 (100)
Timor-Leste 0.0 (0.0) 9.5 (100) 0.0 (0.0) 9.5 (100)
Vietnam 8.5 (41.9) 4.4 (21.6) 7.4 (36.5) 20.3 (100)

*Figures in parentheses indicate the share of each sauta&i external resource flows into the country.

Source: Human Development Report (2011)

Table 1 shows that Asian countries have substituterir dependence on ODA with

increasing reliance on FDI or migrant remittanaeariderwrite their external resource needs.



FDI flows have emerged as the major source of rateinance in the case of India, Iran,
Vietnam, PRC, Hong Kong, ROK, Malaysia and Singapér this context, remittances have
emerged as the largest source of external resdlows in most South Asian countries,
excluding Afghanistan, Maldives and Bhutan. In Easia, Philippines (90% of all external
inflows) is the only country which matches Southafsreliance on remittances but a few
other countries such as Vietham (37%), Indonesi&o]5and interestingly, PRC (33%), also

receive a significant inflow of remittances.

What is of special interest in the Asia regionhis toncurrent increase in the share of savings
in the GDP which has contributed to the reduceceddpnce on ODA. Table 2 shows that
with the exception of Pakistan (13%), rates of sgsiexceed 20% and in many cases come
close to or cross 30%. Such high levels of savinggched in some cases with appreciable
inflows of FDI and occasionally ODA, as in the cadeNepal, have contributed to high
levels of gross domestic investment (GDI) in relatio GDP which again exceeds 20% in all
countries of the region except Pakistan (17%), Gatdigb(17%) and Philippines (16%). Such
levels of savings and investment are apprecialgiidr, again with some individual country

exceptions, to rates registered for SSA and evéin anerica.

High levels of gross national savings (GNS) arenestessarily always captured by the state
and channeled into development. Table 2 showscthattries such as Bangladesh can raise
only 11% of its GDP as public revenue compared @GNS of 29%. Other Asian countries

have recorded higher levels of public revenue cotle though here the record of East/SE

Asia appears rather better than for South Asia.



Table 2: Savings and Investment in Asia, 2010

Countries | Savings (% of GDP)| Govt Revenue (% of GDP| Govt Expenditure (% of GDP) | Gross domestic inveshent (% of GDP)
South Asia 2009 2010
Afghanistan 28.31 20.57 21.98 27.2 25.1
Bangladesh 29.18 10.50 14.53 24.4 25.0
Bhutan 80.18 40.44 38.56 - -
India 34.18 17.98 27.35 36.5 37.0
Iran 37.20 25.84 27.77 - -
Nepal 35.92 16.78 19.76 31.9 38.2
Pakistan 13.24 14.70 19.87 19.0 16.6
Sri Lanka 24.77 14.53 24.91 245 27.8
South-East and East Asia

Cambodia 10.84 15.63 18.97 21.4 17.2
PRC 54.20 20.01 23.10 48.2 50.7
Hong Kong (China) 29.91 19.05 17.50 21.3 23.8
Indonesia 33.58 16.50 18.26 31.0 32.5
Korea, Rep of 29.86 24.01 23.97 25.9 -
Lao PDR - 17.72 24.52 - -
Maldives -3.54 27.32 50.12 - -
Malaysia 30.99 27.02 32.96 14.5 21.3
Philippines 20.45 14.61 18.55 14.6 15.6
Singapore 45.40 18.77 19.59 26.4 23.8
Thailand 29.53 20.82 24.00 - -
Timor-Leste - 347.93 108.65 - -
Vietnam 31.56 24.40 33.40 - -

Source: IMF World Economic Outlook database (2011)




We have attempted to situate IDF in the wider canoé external and domestic sources of
finance for development in order to establish thatirtually all Asian countries, even those
with a relatively higher level of aid dependencd&)Ais no longer a decisive variable in
influencing their levels of development. In couesrsuch as Bangladesh, Sri Lanka, Pakistan,
even Nepal, ODA/GDP ratios in the 1980s exceedéd. 10 3 of these countries this ratio
has fallen below 2%. In the case of Nepal, its ddpace has fallen and would, in practice,
have been much below the current 7% had their dpugtnt process not been interrupted by
the recent years of insurgency and political tutmaicontrast, Vietham which two decades
ago had little access to ODA, has used its impraamss to aid with great effectiveness to
not only enhance its level of development but toeas a large share of FDI as well as

generate domestic savings to sustain its highdesedlomestic investment.

In East Asian countries, such as PRC, ROK, Thajldalaysia, Indonesia and Vietnam, FDI
is now the principal source of external resourdws but is not necessarily the principal
source of development finance which is increasirigdyng underwritten by rising rates of
domestic savings. In the countries of South Asialy dndia has so far emerged as a
significant recipient of FDI but its principal iflvs originate from migrant remittances which
amounted to 3.6% of GDP in 2009 and accounted &6 bf external inflows. Table 3 shows
that India’s most recent figures for remittances,ha 2010, reached $54 billion and are
projected to reach $57 billion in 2011. In otheu®oAsian countries such as Bangladesh,
Nepal, Pakistan and Sri Lanka, remittances areabyhie most important source of external

resource inflows as is also the case for PhilippineSE Asia.

Remarkably, remittances into Asia have been thst leaposed of all resource inflows to
volatility. FDI and ODA have been volatile and séwue to the overall economic conditions
of the sending countries. As a result, remittarie@ge significantly eased foreign exchange
constraints and improved the balance of paymenthasfe countries. They have also played
an important role in improving household incomesl @hereby contributed to reducing
poverty in these countries. However, the full depetent potential of these remittances,
which could be realized by using these resourcesd&velopment, remains a work in
progress. The truly innovative source of IDF in &svould appear to lie in transforming
these flows, contributed by the hardworking citeesf these countries, into a substantive

development resource. This will be discussed irctreeluding section.
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Table 3: Remittance Inflows to Asia

Countries | Migrant remittance inflows (US$ million) | Remittances as a share of GDP, 2010 (%)
2000| 2009 2010 2011(e)
Bangladesh| 1,968 10,521 10,85 11,989 9.6%
Cambodia 121 338 369 407 3.0%
PRC 4,822 48,852 53,034 57,28p 0.8%
India 12,883| 49,468 54,035 57,81y 3.0%
Korea, Rep| 4,858 8,913 8,708 9,257 0.9%
Lao PDR 1 38 41 44 0.6%
Malaysia 342 1,131 1,301 1,457 0.5%
Maldives 2 4 4 4 0.2%
Myanmar 104 116 133 137 0.3%
Nepal 111 2,986 3,468 3,951 20.0%
Pakistan 1,075 8,717 9,690 12,190 4.8%
Philippines 6,961 19,765 21,423 23,026 10.7%
Sri Lanka 1,166 3,363 4,155 4,547 6.9%
Thailand 1,697 1,637 1,764 2,177 0.5%
Vietnam 1,340 6,020 8,260 8,600 5.1%
Total 37,451| 161,869 177,241 192,830

Source: World Bank staff estimates based on ttenational Monetary Fund's Balance of PaymentssBiat
Yearbook 2011.

Finally it should be recognized that the Asia regiowhich extends beyond East and South
Asia, into West and Central Asia, is now the latgepository of external resources in the
globe. This, in addition to Asia’s high levels abrdestic savings, is perhaps the world’'s
largest potential source of innovative additionalafhce. This resource is of special
significance for meeting the development needs siiAWe will discuss the potential for
IDF provided by such South-South sources of extefimance and the implications for

deploying these resources within Asia in a latetieg.

4. IDF in Asia

The coverage for Asia

IDF at the global level has not as yet made anwifsegnt contribution to development
finance. If we look at the World Bank’s measurelbf, around $57 billion have been
generated through such products. The two prin@patces of IDF, according to the World
Bank, have bee&merging Donors ($10.7 billion), drawn principally from countried the
South and_ocal Currency Bonds ($40 billion) generated from within developing otues.
These two heads of finance account for 89% of@H.|Significantly both these resources
originate in the DCs. Theocal Currency Bonds are, by definition, utilizable in the country
where they will be used for development so thatrthe of ODA can, at best, be catalytic to

this process. While data on country level mobilaatof local bond financing could not be
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accessed, most of such resources mobilized witlsia,Ariginated in a few of the stronger

economies.

The other source of information on IDF, OECD, hatneated that $36 billion of resources
have been explicitly raised as IDF, of which, $2idn (77.8%) has been raised through
Carbon Emission Trading under the Kyoto Protocol. Here again it is undar@s to how
much of the resources from Carbon Trading have bre@sformed into IDF. It is estimated
that around 2% of such resources are to be chahnete IDF. Germany, for one has
invested its carbon funds in IDF in supporting pot¢ for Climate Change. Pakistan has

received $1.7 million from this fund.

It is evident that IDF products, whether from lobahd finance or climate finance, have not
made any noticeable contribution to providing addl finance for Asian countries. In table
4 we look exclusively at climate finance and sonealth related products which have
provided some of the largest sources of IDF, tamede their direction to Asia. The table
reveals that in some of the larger countries, winiakie been the biggest recipients of IDF,

overall contribution to the totality of developmdimance in the country has been marginal.

Table 4: Innovative Development Finance (IDF) in OB, GDP and TPE, 2009

Countries Total Total GEF* Total IDF Share in Share in Share in total
GFATM+GAVI* (US$ million) | (US$ million) | ODA (%) GDP (%) public
(US$ million) expenditure (%)
Afghanistan 44.7 0 44.7 0.78 0.31 1.62
Bangladesh 51.1 1.1 52.2 3.53 0.06 0.38
Bhutan 1.8 25 4.3 4.34 0.34 1.01
Cambodia 51.2 1.1 52.3 8.16 0.24 2.5
PRC 122.7 61.3 184 6.5 0.00 0.02
India 143.7 55.3 199 4.79 0.01 0.06
Indonesia 161 8.4 169.4 5.12 0.03 0.17
Lao PDR 19 3.2 22.2 7.89 0.38 1.61
Malaysia 0 5.4 5.4 5.08 0.00 0.01
Nepal 2.2 1 3.2 0.32 0.02 0.13
Pakistan 50.4 8.3 58.7 1.08 0.04 0.18
Philippines 22.7 15 37.7 2.59 0.02 0.13
Sri Lanka 24.9 0.9 25.8 2.76 0.06 0.25
Thailand 47 0.7 47.7 4.79 0.02 0.08
Timor-Leste 13.6 0 13.6 7.32 2.27 2.25
Vietnam 24.9 5.9 30.8 0.84 0.03 0.1
Total in Asia 831.3 180.3 1011.6
*From the OECD-CRS Database http://stats.oecd mdgit.aspx?DatasetCode=CRSNEW (Accessed on
19/01/2012).

**Calculation from the IMF's World Economic Outloakatabase.
Source: Author’s calculation from the OECD-CRS bdate and the World Economic Outlook database.
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In most other cases of IDF, the resources genetated been modest and their contribution
to the financing needs of Asian countries have beesn less significant, given Asia’s
generally reduced dependence on ODA. We will, floeee limit our review of IDF in Asia to

disbursements under some of the more promisingpli@Bucts.

The two sectors where IDF appears to have been efitesitively deployed are health and
climate change. In this section we will examine #ezess to funds from the two most
important programs in the health sector, the GFA¥Mch has generated $19.5 billion (upto
31 May 2011) and the GAVI fund which has generataely $5.4 billion (upto 15 April
2011). However, according to the OECD, only 2% hd GFATM and 37% of the GAVI
fund is classified as innovative. This stringentvdograding of the innovative character of
the two funds owes to the fact that the largestesb&these funds have originated as ODA
from particular bilateral and multilateral donoend should, thus, be classified as normal
ODA rather than as IDF. We will not linger over skeconceptual issues but will attempt to
deconstruct the allocation of these funds to exants deployment in the Asia region. The
GFATM has committed $3.4 billion to East Asia arfd3billion to South and West Asia.
The total funds committed to Asia thus account2f#o of the Global Fund. The GAVI fund
accounts for $1.9 billion (disbursement from 2002011), of which, 29% has been invested

in Asia.

Beyond the health funds we will look at the fundseisted in climate change. Here again,
beyond the realization of the $28 billion generabgdrading in carbon emissions, most of
which is yet to be allocated, little of these furc be classified as IDF insofar as it is
directed to development finance. Of this fund wenested that only $1.5 billion has actually
been invested in DCs of which 80% has been invast&®RC (58%) and India (22%). In the
subsequent section we will discuss the commitment disbursement of the GFATM, the
GAVI fund and the various funds directed to climateange, in order to assess their
distribution in the Asia region and their possiloigact in relation to the needs and resources

of the Asian countries.

IDF in the Health Sector: GFATM and GAVI
Upto 2011, $22.8 billion worth of projects had besproved under the GFATM of which
$15.7 billion had been disbursed. Of this, Eastafastcounted for 15% of the approved

proposals and 14% of disbursements, while South Ascounted for 9% of approved funds
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and 8% of disbursement. East and South Asia weipieats of 22% of disbursements under
the fund.

In table 5, we present the distribution of the GIRAdisbursements within the various Asian
countries. India ($802 million) and PRC ($626 roitl) were the largest recipients of this
fund in the Asia region. Other large recipientslude Indonesia ($385 million), Thailand
($291 million), Cambodia ($626 million), Banglade§¥190 million), Philippines ($167

million) and Vietnam ($131 million).

A significant feature of the GFATM was its attentptdraw upon both the government and
civil society to both bid for funds and utilize theThe fund was thus managed through an
autonomous entity in each country made up of mesnfsem the government, civil society
and multilateral institutions working in the re@pt country. In practice, this admixture of
public and non-governmental ownership over the fuad not always possible and largely
depended on the role of the state and the strevigtivil society in the respective countries.
Table 5 shows that in Cambodia, PRC, Lao PDR, V@inTimor-Leste and Bhutan, 100%
of the fund was contributed and used by the govemmin India (89%), Indonesia (91%),
Thailand (86%), Pakistan (76%) and Sri Lanka (62%g,state was the dominant partner.

It should be noted that in Philippines the domineole was played by civil society and
private sector (93%). Interestingly, in Myanmar,emhthe state is the dominant player, 66%
of the $55 million fund was catalyzed by the mattiral agencies and 34% by NGOs. This
possibly owes to the fact that many of the develepimagencies, both bilateral and
multilateral, were embargoed from funding the Myammovernment which would normally
have meant that no ODA funds would have been madiahle to Myanmar. However, the
military government appears to have conceded to TfAunds entering Myanmar through
non-government agencies, though it is possible sbate of the NGOs receiving such funds

are fronts for government agencies.
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Table 5: Distribution of the GFATM in Asia

Countries Total Share of Share of civil society | Share of
disbursements | government (%) | and private sector multilateral
(in US$) (%) organizations (%)
Afghanistan 56,197,790 52.3 47.7 0.0
Bangladesh 189,746,201 44.8 55.2 0.0
Bhutan 7,939,951 100.0 0.0 0.0
Cambodia 278,219,722 100.0 0.0 0.0
PRC 626,171,096 100.0 0.0 0.0
India 801,648,737 88.8 9.8 14
Indonesia 384,640,912 90.9 9.1 0.0
Lao (Peoples 0.0
Democratic Republic) 86,189,479 100.0 0.0
Malaysia 1,333,367 0.0 100.0 0.0
Myanmar 55,298,890 0.0 33.8 66.2
Nepal 70,773,620 44.4 36.4 19.2
Pakistan 90,188,800 76.3 23.7 0.0
Philippines 166,991,020 7.2 92.8 0.0
Sri Lanka 40,965,653 61.7 38.3 0.0
Thailand 290,602,309 85.8 14.2 0.0
Timor-Leste 30,072,614 100.0 0.0 0.0
Viet Nam 130,892,904 100.0 0.0 0.0

Source: Author’s calculation for the country-wisstdirsement as recorded in the Global Fund website
http://portfolio.theglobalfund.org/en/DataDownlo&dgstomizeReportDownloa@ccessed on 12/12/2012)

In tables 6a and 6b, we present data on the fumehsnitted and disbursed under the GAVI.
Between 2008 and 2012, globally $2.3 billion wasioatted under this fund and $1.9 billion
was disbursed, of which 28.5% ($546 million) washbdirsed within East and South Asia.
Within Asia, the three largest recipients of thied, Afghanistan ($65 million), Bangladesh
($129 million) and Pakistan ($205 million) are fbm South Asia. This may be contrasted

with the GFATM where the largest disbursementsidatef India, were in East/SE Asia.
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Table 6a: Global Alliance for Vaccines and Immunizéion (GAVI), Commitments (US$ million)

Grand
Total for
Asia
Pacific
(2008-
Country 2008 | 2009 | 2010 | 2011 2012 2012)
Afghanistan 9.50| 26.12| 20.00| 17.97 12.51 86.1
Bangladesh 2.86| 64.56| 38.28| 32.43 28.97 167.1
Cambodia 1.37 1.78 5.93 4.97 4.52 18.57
India 0 6.94| 102.74| 62.26 171.94
Indonesia 10.81| 18.26 $0 2.63 31.7
Lao PDR 0.34| 0.96 2.03 1.55 1.13 6.01
Myanmar 5.75 2.53 1.62 0.30 8.63 18.83
Nepal 6.43| 14.22| 11.26 2.91 10.20 45.02
Pakistan 63.03| 71.67| 53.58| 39.14 148.55 375.97
Sri Lanka 6.08 1.01 4.46 4.87 3.19 19.61
Vietnam 4.94 5.79| 23.22| 15.77 11.47 61.19
Grand Total (including all other countries) | 445.51| 578.12| 576.44| 727.15| $1,157.27 229.17

Table 6b: Global Alliance for Vaccines and Immunizaion (GAVI), Disbursements (US$ million)

Grand Total for Asia
Country 2008 | 2009 | 2010 | 2011 Pacific (2008-2011)
Afghanistan 18.87| 17.53| 22.99 5.38 64.77
Bangladesh 27.72| 26.79| 52.00| 24.07 130.58
Cambodia 0.93 4.75 3.56 4.91 14.15
India 7.19 1.46 8.65
Indonesia 9.06 1.85 10.91
Lao PDR 0.68 0.59 3.38 0.44 5.09
Myanmar 3.16 0.60 0.09 5.37 9.22
Nepal 10.86| 2.15| 13.39| 5.83 32.23
Pakistan 71.10| 31.78| 95.37 7.57 205.82
Sri Lanka 2.72| 327| 6.32 1.09 13.4
Vietnam 16.02 2.45| 19.43| 13.05 50.95
Grand Total (including all other countrie| 594.71| 335.32| 584.41| 401.90 545.77

Sourcehttp://www.gavialliance.org/results/disbursemeiifgicessed on 12/12/2012)

The disbursement of these two funds, which are @tas some of the prize examples of the
use of IDF, was of some benefit to the recipientntoes. However, how useful and relevant
they may have been in each country needs to be iegdmn relation to the broader
expenditures for health care, the role of the govemts in health expenditure and the role of
ODA in the funding of the government’s health peaogs. In table 7, we attempt to place the
GFATM and GAVI disbursements under this broadepatsstion of resources in the health
sector.
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stem Financing in Asia2009

Table 7: Profile of Health S
Countries Total Per capita Aid GAVI+GFATM Aid Fund Public Aid Fund IDF as % IDF as %of
Expenditure expenditure Fund ($ million) as % of expenditure as % of of total public
(% million) ($) (% total health as % of public health health
million) expenditure | total health health expenditure | expenditure®
expenditure | expenditure
Afghanistan 1,400 51 252 44.7 18 21 86 3.2 15.24
Bangladesh 3,000 19 240 51.1 8 33 24 1.7 5.15
Bhutan 68 98 5 1.8 8 82 10 2.6 3.17
Cambodia 639 43 58 51.2 9 21 43 8.0 38.10
PRC 227,000 169 104 122.7 >0 50 >F 0.1 0.20
India 54,000 44 540 143.7 1 30 3 0.3 1.00
Indonesia 13,000 55 260 161 2 52 4 1.2 231
Lao (Peoples
Democratic 227 36 34 19 1% 19 79 8.4
Republic) 44.21
Malaysia 9,300 337 0 0 0 45 0 0.0 0.00
Maldives 102 331 1 0 1 65 2 0.0 0.00
Myanmar 624 12 62 0 10 10 100 0.0 0.00
Nepal 743 25 104 2.2 14 35 40 0.3 0.86
Pakistan 4,100 23 7 50.4 4 33 12 1.2 3.64
Philippines 6,100 66 244 22.7 4 35 11 0.4 1.14
Sri Lanka 1,700 84 34 24.9 2 45 4 1.5 3.33
Thailand 1,100 168 11 47 1 76 1 4.3 5.66
Timor-Leste 83 73 28 13.6 35.8 71 49 16.4 23.10
Viet Nam 7,000 80 140 24.9 2 39 5 0.4 1.03

Notes:#Author’s calculation from the funds disbursed un@&ATM (annual average of 2006-11Data for 2007 from World Health Statistics 20hese figures should be carefully interpreted give not all

IDF fund is channeled through the government.

Source: Author’'s compilation from the Health Systeimancing Country Profile available at the Worldatth Organization (WHO) websitéttp://apps.who.int/nha/database/StandardRepomkist(Accessed on

15/01/2012)
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Looking at table 7, two issues come to light. Finst a number of countries public
expenditure is superseded by private expendituteeaith financing. This partly reflects the
inadequacy of the public health services and theesponding emergence of the private
sector to fill the gaps left by pubic provisionifthis has, in some measure, impacted on the
design of the GFATM which seeks to draw in civicety and the private sector in delivering
particular services within its ATM program. If wake into account total expenditure on
health (public + private) the role of external atmice or ODA becomes much less
significant. Except for Afghanistan (18%) and Nefia%), ODA accounts for less than 10%
of health expenditure. If, however, we relate exaérassistance only to public health
expenditure, the dependence on aid rises apprgcfablcountries such as Afghanistan
(86%), Cambodia (43%), Nepal (40%), Lao PDR (79%{l &ven Bangladesh where it
accounts for 25% of public expenditure. On the othand, for most other countries,
including the bigger countries such as PRC, Indakistan, Indonesia, Philippines, Thailand
and Vietnam, aid constitutes an insignificant pafrtpublic expenditure on health. In the
above circumstances the contribution of progranth sts GFATM and GAVI become less

important in the overall scheme of health care.

If we look at the additionality provided by GFATMh@& GAVI, these two funds together
account for a relatively low share of the publiahie care budget. According to table 7, we
note that even among the biggest of the recipigmty as PRC ($123 million in 2009), and
India ($144 million in 2009), the proportion of tHaF funds for health amounted to less than
2%, an insignificant amount of total public expend? in health care. In most other cases,
expenditure under these two funds accounted far tlesn 10% of the aid budget and less
than 3% of the public health budget. It, thus, Ipees difficult to work out the causal link
between reduction, if any, in ATM infections andalédies contributed by the funds,
compared to the total public health budget. In ficadt is likely that in some of the smaller
economies, some of these funds did make some ingua&TM or at least released public

health funds so that it could concentrate on atketors.

In the case of Bangladesh, for example, the twadun 2009 accounted for 21% of the aid
budget for health but only 5% of the total publEalth budget. Under these circumstances,
the GFATM and the GAVI funds cannot be said to hajected much additionality either

into the total development or even health carebambets, or to public expenditure on health

care.
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If we are to look for any value addition from thdsmlth funds it will need to be in the form
of more effective uses of aid, derived from theticat and autonomous management of the
fund where such arrangements are permitted by éispective governments. In actual
practice it remains questionable how far a standelarrangement, where the government
surrenders its right to select projects, disburgkraanage the funds, would be sustainable as
a regulamodus operandi for managing ODA. Some governments may have accmated
themselves to such a process but this should neeée as the trend of the future in order to
seek external resources for some particular dise#gethe end of the day effective use of
aid, which is largely disbursed through governmemtdll depend on the quality of
governance in the use of such resources. It isr ¢let certain countries such as PRC,
Vietnam, Lao PDR, and India, who preside over gretates, have chosen to disburse the
funds either exclusively or mostly through publigeacies. How far the new funding
dispensation governing GFATM has had a substamtiygact on the management of these
diseases again remains unclear. More intensivey ssuckquired to explore the effectiveness
of these two funds on ATM. In Annex A, we presergrafile of the impact of GFATM and

GAVI on one Asian country, Bangladesh.

Climate Change Funds

Table 8 indicates a plethora of funds dedicatedlitnate change across the globe. These
funds indicate significant gaps between pledgeppsited funds and actual disbursements
which added up to $2.66 billion by end 2011. Sorhéiggest of the funds such as from
Japan or the LDC Fund which was pledged at Copearhdmve yet to take off. The
Adaptation Fund which was identified by the OECDtlaes largest potential source of IDF
was expected to generate $28 billion. The Adaptdfond is a financial instrument under the
UN Fund on Climate Change, and is guided by thet&yrotocol which was established to
reduce the adverse effect of climate change. Tinel Ftas expected to be financed by a share
of the proceeds from thetean development mechanism (CDM) project activities as well as
through voluntary pledges by donor governments. $hare of proceeds of the CDM
amounts to 2% of theertified emission reduction that are issued for CDM activities and it
has so far provided around $384 million. Small dbations from bilateral donors such as
Germany, Spain and Sweden have provided a modeaheement to the fund where around
$254 million have been deposited in the CDM. Ondy7% of the fund has actually been
received for project in Asia in contrast to 30.786 Africa, 21.6% to South America and

26.5% to Central and North America. Since only $24illion of the CDM has actually been
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disbursed, only $4.5 million has been delivered\$ia where Pakistan has been the largest

recipient with $1.7 million of funding.

Table 8: Climate Change Funds

Fund Pledged Deposited | Approved | Disbursed
Adaptation Fund $254.95 $254.9( $84.46 $25.61
Amazon Fund (Fundo Amazonia) $1,027/93 $53.20 B2 $32.73
Clean Technology Fund $4,433.00 $2,992.47 $1,936.50 $384.00
Congo Basin Forest Fund $165.00 $165.00 $20.34 7%15.
Forest Carbon Partnership Facility $436/90 $386.90 $22.46 $11.35
Forest Investment Program $599.00 $348.34 $60.79  4.081
GEF Trust Fund - Climate Change focal area (GEF 4) $1,032.92 $1,032.92 $1,035.93 $915|70
GEF Trust Fund - Climate Change focal area (GEF 5) $1,141.00 $1,048.10 $79.01 $1.00
Global Climate Change Alliance $226.12 $224/62 396 $130.99
Global Energy Efficiency and Renewable Energy Fund  $169.50 $65.66 $64.0[7

Indonesia Climate Change Trust Fund $18.47 $10.92  5.48%

International Climate Fund $4,640.00 $40J/00

International Climate Initiative $680.40 $680.40 5850 $557.6Q
International Forest Carbon Initiative $216.p7 967 $47.60 $47.6(
Japan's Fast Start Finance - private sources $0000

Japan's Fast Start Finance - public sources $10000

Least Developed Countries Fund $379|86 $278.62 $159 $107.71
MDG Achievement Fund — Environment and Climate| ;
Change thematic window $89.50 $89.50 $89.5p $83.30
Norway's International Climate and Forest Initiativ $517.00 $90.80 $70.10
Pilot Program for Climate Resilience $982.00 $708.5 $143.46 $55.0(
Scaling-Up Renewable Energy Program for Low

e Counias gy Frog $352.00]  $236.31 $31.64 $6.00
Special Climate Change Fund $206/39 $145.21 $118.18 $86.10
UN-REDD Program $150.84 $98.25 $137.13 $117.90
Grand Total: $32,719.05 $8,926.96 $5,007.47 $2,662.40

Source: Climate Funds Websttgp://www.climatefundsupdate.or(fAccessed on 21/01/2012)

Drawing upon the somewhat uneven data bases cgvémm deployment of the various

climate change funds identified in table 9, we hattempted to work out a rather improvised

distribution of these funds within the Asia regihich shows that the funds have, indeed,

been distributed rather unevenly. The 3 largesagiountries, PRC ($187 million), India

($144 million) and Indonesia ($87 million) account 16% of these funds. Bangladesh,

regarded as one of the countries most vulnerabtéirtmte change has received $18 million.

The total funds disbursed in the world’s most popslregion, with some of the highest level

of exposure in terms of people to climate changeeived only 0.7% of the aggregate of

these funds.
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Table 9: Climate Change Funds in Asia, 2011

Countries Total Number | Number of projects | Amount Approved | Amount Disbursed Sources of Funds
of Projects (received funding) | (US$ million) (US$ Million)
South Asia
Afghanistan 3 9 10.01 4.94 Least Developed Countries Fund, MDG Achievementd~uBnvironment
and Climate Change
Global Climate Change Alliance, Least Developedr@des Fund, GEF
=i ’ L
Bangladesh ) 1 19.78 18.06 Trust Fund, Pilot Program for Climate Resilience
India 31 30 143.69 143.56 GEF Trust Fund, International Climaigative
Global Climate Change Alliance, Least Developedr@des Fund, GEF
Trust Fund, Pilot Program for Climate Resilienceal$ig-Up Renewable
Nepal 9 4 34.08 14.92 Energy Program for Low Income Countries, Forest@arPartnership
Facility
Pakistan 6 4 8.48 15.13] GEF Trust Fund, Adaptation Fund, Spétiiahate Change Fund
Sri Lanka 4 2 10.06 5.7| GEF Trust Fund
East Asa
. Global Climate Change Alliance, Least Developedr@oes Fund, Pilot
Cambodia 9 i 10.97 33.46 Program for Climate Resilience, GEF Trust Fund, REDD Program
PRC 38 35 237 57 187 31 Interqatlonal Climate _In|t|at|ve, GEF Trust FundPi@ Achievement Fund
- Environment and Climate Change
International Forest Carbon Initiative, Internagbglimate Initiative, GEF
Trust Fund, Indonesia Climate Change Trust Fundwsyg's International
Indonesia 24 15 230.94 86.56 Climate and Forest Initiative, Clean Technology éurorest Investment
Program, Forest Carbon Partnership Facility, Sp&liemate Change
Fund, UN-REDD Program
Least Developed Countries Fund, Forest InvestmeagrBm, Forest
Lao 8 4 12.32 6.64 Carbon Partnership Facility, GEF Trust Fund
Malaysia 2 9.2 9.2| GEF Trust Fund
. GEF Trust Fund, International Climate Initiativgge8ial Climate Change
Thailand 12 8 96.31 20.07, Fund, Clean Technology Fund
International Climate Initiative, GEF Trust FundPi@& Achievement Fund
Philippines 10 8 63.23 32.23 - Environment and Climate Change, Special Climdtar@e Fund, UN-
REDD Program, Clean Technology Fund, Special Cln@zttange Fund
Vietnam 14 10 68.78 33.38 International Climate Initiative, GEF Trust FungheBial Climate Change

Fund, Clean Technology Fund, UN-REDD Program

Source: Author’s compilation from the Climate Fundisdate websitehttp://www.climatefundsupdate.org/projechccessed on 06/01/2012

21



Within the wider context of ODA, the IDF funds, comtted to climate change in Asia, even
for the largest of the recipients remains insigaifit. In relation to the overall financial flows
into the region, dedicated climate funds remaituaity off the map in every country of Asia.
If we aggregate the climate funds with GFATM and BAVI, this adds up to $1 billion in

2009. These funds for IDF, which remain the priatgources of innovative funding, add up
to less than the $3.5 billion worth of migrant réamces flowing into just one Asian country,

Nepal.

Placing IDF funds in the Asian perspective

In table 4, we have attempted to place these Xeewf IDF within a national perspective,
across the Asia region. It can be seen that IDFuatsoto less than 0.1% of GDP in every
listed Asian country and less than 3% of public engitures in these countries. Indeed,
except for small countries such as Bhutan, Cambaddia PDR and Timor-Leste and war

ravaged Afghanistan, IDF funds account for lesa tti of public expenditure across Asia.

The exclusion of Asia from the distribution of the HIPC Fund

In case of another IDF, identified as tHeavily Indebted Poor Countries (HIPC) initiative,
which was considered as another successful formiD&f $43.3 billion in debt to 24
countries, was written off. As it transpired noeofssian country was included in the HIPC
list, even though the absolute volume of debt agtut dervice involved for countries such as
Bangladesh, Nepal and Cambodia, were higher thamBmy SSA countries. The Asian
countries were, in fact, penalized for their suscesexport diversification and growth as
well as the energy and enterprise demonstratechdiy migrants in sending back a rising
volume of remittances. Their rising export earniegsbled these countries to service their
debt more effectively. Today Bangladesh bears aereal debt of $24 billion (2008) which
covers 20% of its GNI. Nepal's debt comes to 21%0GNI and Cambodia’s debt comes to
42% of its GNI. However, Bangladesh’s debt servat®o in 2010 stood at 3% of its export

of goods and services, Nepal’s ratio was 6% andlodia’s was as low as 1%.

In contrast to Asian countries, those countriemf®@SA whose debt was written off, such as
Ethiopia (8% of GNI), Ghana (20%), Kenya (19%), M@&l1%), Nigeria (5%), Senegal
(26%), Tanzania (14%) and Uganda (10%), today damser weights of external debt than
the three South Asian LDCs, cited above. Indeedpsolute terms, Bangladesh’s volume of
debt of $24 billion is higher than any of the SSBQs and is more than double that of
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Nigeria which has a GDP of $169 billion compare&89 billion for Bangladesh, and whose
per capita income (PCI) at $1140 is also more tlarble that of Bangladesh’s PCI of $590.

Given the difficult circumstances faced by many S&Aintries no one should grudge them
the right to have their debts forgiven. But the tdisgiveness rationale should be more
flexibly designed so that economic success by LDGsther low income countries, who face
many complex problems and also carry sizeable Haldens, is rewarded not penalized.
Such perverse measures for defining conditionsdilst forgiveness would appear to be
neither efficient nor just, nor should they be meigal as a form of IDF since it originates

exclusively through ODA.

5. Making more Effective use of IDF in Asia

IDF in its present configuration has not generatedh in the way of additional finance. Nor
is it as yet appropriate to establish whether somis products provide a more effective
service to DCs. In such circumstances it may béulise explore some more credible and
sustainable sources of IDF which has the potefargbroviding a significantly larger source
of external finance or could ensure its more eiectise. This discussion will be carried

forward in the Asian context where such sourcdsimding are available in sizeable volume.

Asia’s capacity to both generate and effectiveliizet IDF derives from the following
strengths:
* Asia and particularly East Asia have emerged asapmsource of exports in the
global economy
* Asia’s global competitiveness in the manufactusegtor has enhanced its attraction
for FDI
* Most Asian countries have relatively strong macooeenic fundamentals which
make them attractive to FDI
* Asian countries, including LDCs, have enhanced rtlesipacity for generating
domestic savings
* Low income households across Asia, but particul&dyth Asia, have increasingly
entered the formal financial sector through MFIsl alemonstrated high levels of
creditworthiness

» Asia, including West Asia, is the principal soudfeylobal capital surplus.
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The dynamism of the Asian economies

Asia today has emerged as the most dynamic regitimei global economy in terms of both
economic and export growth. The share of global GDEast and South Asia has grown
from 4.9% in 1990 to 15.4% in 2010 whilst its shafglobal exports has grown from 20.6%
to 31.4% in the same period. The region’s GDP dnolads been fairly uniform. Although
East Asia, led by the global powerhouse PRC, aeetdyj5% between 2010-2012, South
Asia averaged 6.5% and South East Asia averageéd.83ly 2 countries, Pakistan and

Cambodia registered GDP growth rates below 4%.

Growth rates of merchandise exports have also padicularly robust. Again, in the last 4
years, from 2009-2012 (projected) East Asia’s etgpgrew at 20%, South Asia did even
better, with an average export growth of 23% wiie Asia sustained growth rates of 19%.
Again the dispersal of export growth has been umtdly high with most countries across

these three regions registering double digit grawtine last two years.

What is significant is that this export growth fr@ksia, in most countries, is not derived from
traditional commodity based exports, but is largatyibuted to export diversification into the
manufacturing sector. Whilst exports in this sector a number of LDCs at least, remain
highly concentrated in a few labor intensive atieg, their ability to establish global
competitiveness in these value added areas holuwige for further growth and export
diversification.

In most Asian countries manufacturing exports eddes thirds of total commodity exports.

Even in countries such as Indonesia (41%) and ¥iet(b5%) which still have a dependence
on export of primary products, their manufacturiexports have registered high rates of
growth. Manufacturing exports from Vietnam which2@09 amounted to around $31 billion
and Indonesia where it amounted to around $48ohillireflected their substantial and

growing competitiveness in manufacturing exportthatglobal level.

The significant point of emphasizing the substdrdigersification and growth of exports
from the Asia region is that the region’s interoatil fortunes do not depend on the
instability associated with the export of primaryogucts, but from their global
competitiveness derived from the exploitation ogithcomparative advantage. In a more

rational and coherent global trading regime themetofs would indicate the long term
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capacity for growth and change in these countiiégse forces may not always be able to
resist the negative influences of a global recesa®was manifested by the negative export
growth registered by most Asian countries in 20B8t beyond such exogenous global
shocks, the Asia region shows a consistent unifoattern of export growth through the last
decade, mostly registered through the growth ofpmditive manufacturing export. This form
of export dynamism has considerable relevance fuoiting innovative sources of
development finance particularly within the Asigimn, in the form of FDI. The scope for

using ODA to leverage such FDI will be discussethaconcluding section.

There have been two significant outcomes from ttenemic and export growth registered
by the Asian economies. These are manifested iim thereasing capacity to mobilize
domestic savings for investment and their accunaradf capital surpluses in the form of
foreign exchange reserves derived from the growtlex@ernal earnings. These external
earnings derive both from growth in export of go@iswell as the explosive growth of
migrant remittances, particularly into South Asibrough the export of labour services.
Migrant remittances contribute both to the growthdomestic savings as well as the

accumulation of foreign reserves.

In table 2 we observed that the growth of GNS nowlenwrites a substantial part of the
rising rates of GDI in the Asia region. There asens exceptions to this trend in Asia where,
for example, Pakistan’s GNS is as low as 13.2% wipiermits for low investment levels of

16.6%. The some situation prevails in Cambodia @lteeGNS of 10.8% sustains a GDI of
17.2%. In contrast, Vietnam now generates a GN8&§ but finances an investment level of
39% through high inflows of FDI and remittancesetviam’s GDI is exceeded in Asia only

by PRC’s GDI of 50%.

Asia as a source of capital surpluses

Rising levels of GNS in the Asian regime are matchg the accumulation of external
reserves (see table 10). This explosive growthesénves is largely underwritten by PRC
whose reserves grew from $165 billion in 2000 taO$2illion in 2010 (in 2011 this now
stands at $3.2 trillion). However, the rest of thésree Asian regions have contributed 46%
to the global reserves in 2010 compared to 4099062where every single country, with the

exception of Pakistan and quite paradoxically Vaetnaugmented their reserves.
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Table 10: Asia’s Gross International Reserves anddidings of US Treasury Bills

1A

(US$ billion)
US Treasury Bills
International Reserves (TBs)
Reserves | TBs as %
held in of
2006 2007 2008 2009 201d US TBs | Reserves
Central Asia
Armenia 1.1 1.7 1.4 2 1.9
Azerbaijan 2.5 4.3 6.5 5.4 6.4
Georgia 0.9 1.4 1.5 2.1 2.3
Kazakhstan 19.1 17.6 19.9 23.1 28.B8
Kyrgyz Republic 0.8 1.2 1.2 1.6 1.7
Tajikistan 0.1 0.09 0.2 0.3 0.6
Turkmenistan 8.1 13.2
Uzbekistan 4.7 7.5 9.5 12.2 13.9
Total Central Asia 37.3 46.9 40.2 46.7 54.y
East Asia
PRC 1068.5 1530.21949.3| 2416 2900 1152 39.7
Hong Kong, China 133.4 152y 1825 254.8 264.7 132  49.1
Korea, Rep. of 239 262.7 201.p 270 29116 39 13.
Mongolia 0.7 1 0.6 1.3 2.2
Taipei, China 266.1f 270.3 291f  348{2 382 153 40
Total East Asia 1707.5 2216|52625.4| 3291.3 3844.5 1476
South Asia
Afghanistan 2 2.8 3.6 4.2 5
Bangladesh 3.5 5.1 6.1 7.5 10.9
Bhutan 0.5 0.6 0.6 0.7 0.9
India 191.9| 299.2 252 278.2 301.8 40 13.2
Maldives 0.2 0.3 0.2 0.3 0.4
Nepal 1.8 2 2.5 2.9 2.8
Pakistan 10.8 13.3 8.6 9.1 13
Sri Lanka 2.8 3.5 1.8 5.1 6.6
Total South Asia 213.4 326.9 2754 3079 341.2 40
South-East Asia
Brunei Darussalam 0.5 0.7 0.8 1.4
Cambodia 1.1 1.6 2.2 2.4 2.7
Indonesia 42.6 56.9 51.6 66.1 96.2
Lao PDR 0.3 0.5 0.6 0.6 0.7
Malaysia 82.2 101.5 91.6 96.1 106.p 12 11.3
Myanmar 2.5 3.6 4 5.2 5.5
Philippines 23 33.8 37.6 44.7 62.4 19 30.4
Singapore 136.3 163 174p 187(8 2258 57 25.
Thailand 67 87.5 111 138.4 167.% 50 29.9
Vietnam 115 21 23 14.1 12.4
Total South-East Asia 367 470 496(7 557.1 679.7 8 13
West Asia
Iraq 20.1 31.5 50.1 44.3 50.6
Kuwait 14.2 18.8 19.3 23 24.8
Oman 5 9.5 11.6 12.2 13
Qatar 54 9.7 10 18.8 31.2
Saudi Arabia 229 309.3 4518 421 459]3
United Arab Emirates 27.6 77.2 31y 361 428
Yemen 7.5 7.8 8.2 7 6
Total West Asia 308.8 463.8 5822 5624 627.7 215 423
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Total Asia 2634.2| 3524.1| 4019.9| 4765.4| 5547.8
Japan 895.3] 973.3 1030{8 105(.1096.1 861 78.5
Total global reserves 5788.4 7380 [ 8058 | 9392 | 10768.4
Asia's share in global reserves (%) 44 48 50 81 52
Japan's share in global reserves (%) 15 13 | 3 11 10
Source: ADB (2011); World Development Indicatorsi{l)/for estimates of West Asia and global reserves.

For a number of countries in the Asia region theagh of reserves have been driven by the
growth of remittances which have increased from Bi#lion in 2000, for a selection of Asia
countries to $193 billion in 2011. Table 3 earBbowed that Bangladesh, PRC, India, Nepal,
Pakistan, Philippines, Sri Lanka and Vietham haegistered exponential growth in
remittances.

The build up of reserves in the East and South Asggon may be linked to the growth of
reserves in two other regions of Asia, Central Wkt Asia, where reserve accumulation is
largely driven by export of energy resources. Assult, the reserves from this region have
grown from $346 billion in 2006 to $682 billion 2010. The two main drivers of reserve
growth have been the energy rich economies of \We&t along with energy exporters in
Central Asia - Kazakhstan ($28 billion), Azerbaij&6 billion) and Uzbekistan ($13.5
billion).

The sizeable reserves in West Asia are driven é\ettergy exporting economies of the Arab
world which include Saudi Arabia, UAE, Kuwait andd along with Iran. The reserves of
West Asia stood at $627.7 billion in 2010. Resemeeumulation by the energy exporting
regions of Asia remains a more unstable propostiiiven by the global demand and price
of energy. However, the relatively lower capacity dbsorb its energy related earnings
through economic growth and diversification, ensuthat reserves in West Asia will

continue to build up even when energy prices dechrparticular years.

If we total the reserves of the 5 Asian regions add to these Japan’s reserves of $1.1
trillion in 2010, then greater Asia presides ovér6$trillion in reserves which accounts for
62% of global international reserves. It will begyaed that these sizeable reserves, located
within the developing regions of Asia, have enorsomplications for promoting IDF,

particularly within the dynamic Asia region.
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6. Catalyzing Asia’s Strengths through IDF
In this section we will seek to draw upon Asia’sesgths identified above in section 5 to
stimulate IDF through:

* Mobilizing additional funds from within the Asiag®n

* Using innovative financial mechanisms and IDF tokenanore effective use of

remittances in the development process

Mobilizing additional funds from within the Asia region

Asia is now the repository of the largest volumarafestible resources accumulated in the
history of the world. Table 10 has shown that As@irrent international reserves (excluding
Japan) amount to $5.5 trillion. However, most afsin reserves are not readily available for
development purposes. International reserve acatronlis largely viewed as a resource
kept on deposit for use on a rainy day when a cgurgeds ready access to an internationally
fungible currency. These reserves are, thus, mostested in short term financial
instruments, such as US Treasury Bills (TB) whiad/very low returns. The current yield
on TBs is 2.05% (for a five-year bond). These askate to be held in currencies which can
be universally transacted which preserve theirevalnd can be encashed on demand. Dollar
denominated US TBs, were seen as the safest reposit the reserves of many countries,
including PRC. The current holdings of TBs amountS$ 4.6 trillion of which PRC alone
holds $1.1 trillion.

Whilst US TBs pass the test of convertibility itshgarticularly in recent years, neither been
able to pass the test of stability in value, nomparticular cases, ready encashability. The US
dollar is no longer the strongest currency in thalek Its value has fluctuated greatly and
has, for long periods, depreciated against majoreagies such as the Euro, the Japanese
Yen and most recently the Chinese Yuan. For a e¢pwuch as PRC which holds $3.2
trillion as international reserves, of which 70% held in dollar denominated assets,
depreciation of the US dollar against the Yuan cedithe capital value of its reserves held in
US dollars.

Interestingly, PRC is under severe pressure, pdattly from the US Congress, to appreciate

the Yuan against the dollar on grounds that an matleed Yuan gives it an unfair

competitive advantage in global exports. Appreo@tine Yuan against the US dollar is a
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double edged weapon for PRC. Whilst appreciatimgban may help US exports to PRC,
the appreciation of the Yuan is more likely to Hegnmany Asian and even European
countries who are also major exporters to PRC. Hewehe real benefit to the US will be
through the devaluation of PRC'’s reserves held $ddllars, which would be appreciably
larger than any export gains accruing to the Ushftiee appreciation of the Yuan. The notion
that US politicians are motivated by principleseniforcing fair competition and not by the

need to reduce their country’s debt liabilitiesdldde further explored.

More serious, for countries such as PRC and sontleeoénergy exporting countries of West
Asia who hold sizeable reserves in US TBs and adbéiar denominated liquid assets, is the
difficulty of encashing such assets on any scatéeénshort or even medium term. Were PRC
to liquidate even 20% of its US TBs within 2012uMbuld create a run on the dollar which
would severely devalue its dollar denominated assetvould create an economic crisis in
the US and even the global economy which couldgetdipe PRC’s exports to the US and
Europe. Any such move by PRC would, in all likelldo be viewed by the US administration
and Congress as a threat to US national securitycanld lead to a freeze on PRC financial
assets in the US. In such a world, large investotee US such as PRC, Japan or the energy
surplus West Asian countries, are effectively hetdtage to both US economic policy as
well as US national security. Thus, holding resenveany one country, on the scale that we
have seen for East, West and even some South Asiartry such as India, is not the most

efficient or even secure way to hold reserves.

Such large investments, held at low interest rategrounds of security of the asset, are in
practice neither secure nor good value for moneyAsia’s investors. Thus, it could be
argued that one of the most innovative sources OF Wwhich would provide instant
additionality to resource flows into Asia would teerelocate just 2% of dollar denominated
reserves held in US TBs by just PRC and Hong Kdmgywan, Saudi Arabia, Kuwait, UAE,
Qatar, India and Japan and channel this into FEHimithe Asia region or even into special
purpose, fixed interest bonds guaranteed by DAC lbeesn A 2% move of low yield TBs

into higher yield investments would serve an imaottdevelopmental purpose within Asia.

The operative issue would be to persuade prosgeotiserve holders that the relocation of
their investments into Asia would also be secunegible and financially rewarding. In all

these areas, an international effort to underwoiteguarantee such investments in lower
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income Asian countries, hithertoo less receptivE@b or external capital flows, would need

to be developed. Some of the major recipients of &ibd capital flows such as India,

Indonesia, Malaysia, Thailand and Vietham haveaalyeestablished their attractiveness to

FDI (See table 11). Such an intervention may, h@wgve initially useful in establishing the

long run investment worthiness of these weakermsauntries.

Table 11: Foreign Direct Investment (FDI) (US$ milion)

| 2006 | 2007 2008 2009 | 2010
Central Asia
Armenia 450 701 925 725 750
Azerbaijan -584 -4749 15 2899 2272
Georgia 1186 1675 1523 659 553
Kazakhstan 6663 7966 13118 10653 2154
Kyrgyz Republic 182 208 377 190 -
Tajikistan 66 160 190 100 160
Turkmenistan 731 804 820 1355 -
Uzbekistan 174 700 711 838 944
Total Central Asia 8868 7465 17679 17419 6834
East Asia
PRC 72715 83521 108312 94065 105735
Hong Kong, China 45058 54343 59622 52394 68903
Korea, Rep. of 3586 1784 3311 2249 -150
Mongolia 290 382 845 570 1635
Taipei, China 7424 7769 5432 2805 2481
Total East Asia 129073 147799 177522 152083 178604
South Asia
Afghanistan 238 243 300 201 220
Bangladesh 743 793 748 961 636
Bhutan 6 73 30 15 11
India 7693 15893 19816 35600 27600
Maldives 64 91 135 112 164
Nepal -6 5 5 24 164
Pakistan 3521 5140 5410 3720 2151
Sri Lanka 451 548 691 384 500
Total South Asia 12710 22786 27135 41017 31446
South-East Asia
Brunei Darussalam 70 260 237 - -
Cambodia 483 867 815 539 801
Indonesia 4914 6929 9318 4878 12734
Lao PDR 650 790 930 769 394
Malaysia 6060 8594 7242 1430 8584
Myanmar 428 715 976 963 958
Philippines 2921 2916 1544 1963 1713
Singapore 29056 37033 8589 152794 38638
Thailand 9460 11330 8539 4976 6668
Vietnam 2315 6516 9279 6900 -
Total South-East Asia 56357 75950 47469 3769)7 70492
West Asia

Bahrain 2915 1756 1794 257 156
Iraq 383 972 1856 1452 1426
Kuwait 121 112 -6 1114 81
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Oman 1596 3332 2952 1509 2333
Qatar 3500 4700 3779 8125 5534
Saudi Arabia 18317 24334 39455 364589 2156p
United Arab Emirates 12806 14187 13724 4003 3948
Yemen 1121 917 1555 129 -329
Total West Asia 40759 50310 65109 53047% 3470P
Total Asia 247767 304310 334914 301268 322085
Japan -6784 22180 24552 11834 -1359
Total Global FDI 1594552 2352055 1905620 1345818 31285
Asia's share in global FDI

(%) 16 13 18 22 24
Japan's share in global FDI

(%) 1 1 1

Source: ADB (2011); World Development Indicators@Y)/for estimates of West Asia and global reserves.

Sovereign Wealth Funds (SWFs) as a Source of IDF for Asia

We have discussed the opportunities provided foF librough access to the large
accumulation of international reserve in particldaian countries. The relevant issue in this
area is the willingness of concerned countries tivenlargely liquid funds, held on short
maturities, into longer term development resouréésilst the suggested volumes for transfer
of funds remain relatively small, the move to chatige maturity composition of a country’s
external holdings, however attractive the altex@atpossibilities, requires a major policy
decision to redeploy these reserves. A number darAsountries preside over sizeable
Sovereign Wealth Funds (SWF). These are portfolios designed to generatecare stream of
revenues for a future day when the countries irstijpie may not be able to generate such
high volumes of current export earning, which havade it possible for them to build up
reserves. The emergence of the SWF was itself atetivby the search for longer maturity,
somewhat more risk prone investments which coultege higher rates of return than on
offer by US TBs. Thus, the idea of moving some mese into longer term IDF had already

been anticipated by these Asian countries whenghegut to establish their SWF.

SWEF initially emerged as investment options in wgse rich, particularly energy exporting

countries, who anticipated that their natural weattay be finite. They argued that a part of
their current export earnings should thus be ireck$0 generate a sufficiency of revenues
from longer term investments which could compengat¢he possible erosion in their export
earnings. The earliest of the SWFs, possibly estaddl by Norway, derived from the export
bonanza generated by the discovery of enormousygmnesources in the North Sea. The

later, better known SWF, emerged in West Asia il the build up of capital surpluses
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acquired through the sharp escalation in globatgneprices in the 1970s and 1980s. The

energy/natural resource based SWFs originatingarAisian regions are listed in table 12.

These energy based SWFs were eventually matchsdniar funds originating from Asian
countries who managed to build their funds drawamgmore sustainable export earnings
derived from a more diversified export base. Summtries as PRC, Hong Kong, ROK, and
Singapore have accumulated reserves built up fhaim trade surpluses which have enabled
them to establish sizeable SWF for addressing éuteeds. Since these countries derive their
current earnings from their export competitivenegber than a finite natural resource, it is
presumed that they can go on expanding the sitlkeaf funds. In the not so distant future,
such SWF with an inexhaustible source of replenestinwill enable these countries to
acquire a level of financial power in the globasteyn which is today associated with Wall

Street and the City of London.

However, beyond addressing future revenue needs iwhmaore relevant about the SWF is
that the funds accumulate in the hands of stateedwnstitutions. The deployment of such
funds, which are usually managed by highly competprofessionals committed to
maximizing investment returns, are in the finallgsia driven by government policy. This
means that the placement of these funds are naisaxely driven by market considerations
but can also be influenced by both public policy éime strategic interests of the concerned
governments. A government may, thus, decide, astieemof policy, that it would like to
invest a part of the fund in particular countries, long as these investments are not
prejudicial to the returns being derived from tlssed. For such reasons, it is not to be ruled
out that such SWF investments may be willing tarifiae a few percentage points on their
investments for both longer term economic and igalitgains to be derived from such
investments in a particular country. To invest isuper highway opening up a region rich in
natural resources in Lao PDR, or even Angola, n@yimmediately be more profitable than
investing in real estate in London or Manhattant Bumay well be a more sensible
investment in the long run. Such longer term deasimay not be taken by the manager of a

private mutual fund but can be take by a statecthteSWF.
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Table12: Share of Asia in Sovereign Wealth Funds {8Fs), 2011

as

Region/Countries Fund Name Assets in| Inception | Origin
US$
billion
Central Asia
Kazakhstan Kazakhstan National Fund $38.6 200( Qil
Azerbaijan State Oil Fund $30.2 1999 Qil
Total in Central Asia (% share in global SWFs) $68.8 (1.4)
Eastern Asia
SAFE Investment Company $567.9*1 1997 Non-
Commodity
China Investment Corporation $409.6 2007 Non-
PRC . ' . Commodity
National Social Security Fund $134.5 2000 Non-
Commodity
China-Africa Development Fund $5.0 2007 Non-
Commodity
PRC Sub-total %311)7
. Hong Kong Monetary Authority $293.3 1993 Non-
China — Hong Kong Investment Portfolio Commodity
Mongolia Fiscal Stability Fund n/a 2011 Mining
Korea Investment Corporation $37 2005 Non-
South Korea .
Commodity
Total in East Asia (% share in global SWFs) 1,447.3
(30.3)
South Asia
Iran | Oil Stabilisation Fund $23 1999 | il
Total in South Asia (% share in global SWFs) $ 23 (0.5
South-East Asia
. Government Investment Unit $0.3 2006 Non-
Indonesia .
Commodity
. Khazanah Nasional $36.8 1993 Non-
Malaysia .
Commodity
Government of Singapore Investment $247.5 1981 Non-
Singapore Corporation Commaodity
Temasek Holdings $157.2 1974 Non-
Commodity
Singapore Sub-total $é431)8
Timor-Leste Timor-Leste Petroleum Fund $6.3 2005 | &3bas
Vi State Capital Investment Corporation $0.5 2006 Non-
ietham .
Commodity
Total in South-East Asia (% share in global SWFs) 448.6 (9.4)
West Asia
Azerbaijan State Oil Fund $30.2 1999 Oil
Bahrain Mumtalakat Holding Company $9.1 2006 Non- '
Commodity
Kuwait Kuwait Investment Authority $296 1953 Qil
Oman State General Reserve Fund $8.2 1980 Qil &G
Oman Investment Fund n/a 2006 Oil
Qatar Qatar Investment Authority $85 2005 Qil
. . SAMA Foreign Holdings $472.5 n/a Qil
Saudi Arabia Public Investment Fund $5.3 2008 Qil
Saudi Arabia Sub-total 432.8 (9.1)
UAE Abu Dhabi Investment Authority $627 1976 Oil
Investment Corporation of Dubai $70 2006 Oll
International Petroleum Investment $58 1984 Oil
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Company
Mubadala Development Company $27.1 2002 Oll
RAK Investment Authority $1.2 2005 Qil
Emirates Investment Authority n/a 2007 Oil
Abu Dhabi Investment Council n/a 2007 Oil
UAE Sub-total 783.3
(16.4)
Total in West Asia (% share in global SWFs) 1,689.6
(35.4)
Total in Asia (% share in global SWFs) 3,677.3
(77.0)
Global SWF Total 4,771.9

Source: Author’s calculation from the Sovereign Wre&und Institute (SFWI).

The SWFs listed in table 12 indicate the long temestment capacity of a selection of Asian
countries. Investments by these Asian SWFs ada $§317 trillion which accounts for 77%
of the total worth of SWF around the world. Thed#gt single fund and the oldest in Asia,
the Abu Dhabi Investment Authority (ADIA), was set up in 1976 and is today worth $627
billion. The UAE presides over a number of othenaler, SWF which together add upto
$783 billion. The other major energy based SWFtude the Saudi base@audi Arabian
Monetary Authority (SAMA) Foreign Holdings which manage a fund of $472.5 billion, the
Kuwait Investment Authority (KIA) with a fund of $296 billion and th&atar Investment
Authority with a fund of $85 billion. The emergence of Kazstan, the largest of the Central
Asian countries, as a large energy exporter, habled it to build up a SWF of $39 billion

and even Azerbaijan has managed to accumulatéeaasitéuind worth $30 billion.

Outside of the energy based SWF, the oldest of ABen funds were established in
Singapore wher&emasak Holdings, set up in 1974 ($157 billion), followed by tBegapore
Investment Corporation, set up in 1981 ($247.5 billion), together managestments worth
$404 billion. Singapore, as a major sovereign \eadtvestor, has now been overtaken by
PRC which has established 3 major SWF which toggtteside over investments worth $1.1
trillion, perhaps the largest single collective estment resource, public or private, in the
financial world. PRC has even set up a SWF dedicdte Africa, the China-Africa
Development Fund, with a capitalization of $5 billion, indicatingsilong term strategic stake
in Africa. These Chinese funds may be supplememted, global investment resource, by the
$293 billion SWF managed by tlitong Kong Monetary Authority. ROK and Malaysia have

also established sizeable SWFs though not on the saale as PRC or Singapore.

34



We should examine the deployment of these variondd in order to learn more about where
these funds have been invested. Some earlier studiethe location of SWF investments
originating in the West Asian region indicated tivathe early years of the oil boom in the
1970s and 1980s, these funds were largely investBidrth America and Europe. Today the
direction of these funds is somewhat more diverdifivith a growing share of investments
being directed to the more dynamic countries ot/Basith East Asia and even into India and
Pakistan. Nor do we know much about the investrsmategies of the SWF in PRC, Hong
Kong or Singapore, though here again available emgd suggests that some of these

investments have been directed within Asia, ineigdvithin the home country of the SWF.

The evidence that we have presented above gives swasure of the vast resources which
are currently available within Asia in the formladth international reserves and SWF, under
the direct control of the respective governmentdAsia. These state controlled resources
dwarf not just current flows of IDF which we havees are insignificant, but even total ODA
flows into Asia. They remain a far larger resoutban some of the hypothetical IDF
resources associated with the realization of theefoTlax, the utilization of SDRs or other
big ticket opportunities for enhancing capital infis to DCs. The challenge for those seeking
to channel IDF resources into Asia will be to explahe rationale, policies, institutional
arrangements and financial instruments neededptuEapotential investible resources from

the Asia region for reinvestment within developAsgja.

Channeling IDF within Asia

Some of the rationale underlying intra-Asian investt flows has already been spelt out
above. We observed that Asian countries have detmaded a consistent pattern of high GDP
and export growth. The macro-economic fundamemtatsost Asian countries compare well
with other global regions. There are a few outlierthin Asia such as Nepal and Pakistan,
who have been victims of specific political probkerthough prior to these events their

development performance had been quite promising.

These favorable economic indicators in Asia havenb®sompounded by the growth in both
intra-Asian trade and investment flows. This insieg economic connectivity within the

Asia region is symbiotically linked to the broaalmamism of the Asian economies where
trade and investment opportunities, in turn, statellgrowth across the region. Asia’s share

of trade in the world economy has increased corsiye. Developing Asia’s (East Asia +
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South Asia) share of world exports rose from 15%000 to 23% in 2010, whilst its share of
imports in this period rose from 14% to 22%. Whdssignificant part of this increase was
driven by the emergence of PRC as the world's Ergxporting nation and the second
largest destination for global imports, other As@wuntries also improved their share in

global trade.

A significant part of Asia’s rising share in gloliedde was driven by trade within Asia. PRC
remains the driving force of intra-Asian trade whés share of exports to developing Asia
was 34% of its total exports. However, other cadestm Asia also increased their intra-Asian
exports, not just to PRC but to other Asian coestriin East Asia outside of PRC, ROK
increased their export share within Asia from 3492000 to 44.3% in 2009, whilst China-

Taipei increased its share from 41% to 61.5%. Séudian countries also increased their
export share to Asia from 19% to 26% with PRC enmgr@s India’s second largest global
export destination. SE Asia also increased itseslfiamm 41% to 52%. Smaller economies
such as Cambodia (10% to 47%) and Lao PDR (45%1%)@xponentially increased their

trade shares within Asia, whilst the bigger ecoresnsuch as Indonesia (37% to 50%),
Malaysia (43% to 53%), Thailand (35% to 45%) amug&pore (48% to 62%), also increased
their export share to Asia.

It is evident that within East and South East Asiaparticular, intra-Asian trade is
increasingly critical for both export and economiowth. Whilst PRC is the driving force in
the growth of intra-Asia trade, trade within thegioe outside of PRC is also playing a
significant role. This growth in intra-Asian tradk built upon the construction of trading
networks within the region which stimulate suchdeaPRC’s dynamic growth has, thus,
spilled over, through such trade links into sustejrgrowth in the Asia region among both

the big and smaller economies.

Asia’s growth dynamism has spilled over into WestiaAwhere the Asia region including
Japan has emerged as the largest destination fet &ta’s energy exports (68%). If we
look at West Asia’s total trade then 62% of its @tp mostly energy based and 44% of its
imports now connect the region to East/South A$tae enhanced trade links have been
preceded by the heavy dependence of the energycaghtries of West Asia on migrant
labour from the Asia region, particularly South &sThis immigrant labour has not just been

essential to the maintenance of the comfortablelseaf living in West Asia but is integral to
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the dynamic of the economic growth of the energh Bconomies. This structural change in
West Asia’s economic links from Europe/North Amario Asia provides the economic logic

for realizing a redirection of West Asia’s capilalws along the same lines.

The dynamism of the Asian economy has already nfaeleegion an increasingly attractive
magnet for FDI. Between 2005-2009, an annual aeecddb560 billion of FDI stocks was
invested in Developing Asia. The bulk of the invesnht ($349 billion) was located in PRC.
Whilst the US still remains the largest destination FDI, investments in Asia, indeed in
PRC alone, exceed FDI stocks to 27 EU countrie4g$sllion).

However, Asia is now graduating into an outwardrseuof FDI and accounted for an
average of $260 billion of overseas investment betw2005-2009. Here again PRC was the
leader ($121 billion) but India ($44 billion) anket rest of Asia ($92 billion) were not far
behind. $71 billion of FDI flows into Asia, in thigeriod, originated from within Asia where
PRC alone invested $59 billion in 2010. If we loakjust 7 countries, PRC, Hong Kong,
China-Taipei, India, ROK, Malaysia and Thailand%#0f their outward investment went to

Asia and 32% of their inward investment originairedsia.

These figures of FDI flows within Asia do not digguish between private and public flows.
We cannot, therefore, indicate the extent to wtiledse investments originate from SWF
investments in the Asia region. Here again estimafe-DI flows into Asia from the West
Asia region indicate that a growing volume of reses were being invested in Asia. We
cannot identify what part of this investment oragied from West Asia’s SWF for which

further study will be required.

This discussion of both trade and FDI flows inta avithin Asia indicates the extraordinarily
promising prospect for promoting intra-Asian flosfscapital. If such south-south flows can
be categorized as IDF, then both emerging praeta future potential indicate that intra-
Asia investments by PRC including Hong Kong, Siragapand West Asia remain the most
promising of all IDF opportunities for Asia.

Resource flows within Asia are not limited to FQUtkalso include a rising volume of ODA
originating from the larger economies within thegiom. PRC, for example, has been

providing grants and soft loans to a variety of Dd@sund the world. Its aid has quadrupled
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from $0.5 billion in 1999 to $1.9 billion in 2008bout 50% of its aid has gone to Africa and
a third to Asia. India has also become more \asdd an ODA donor which amounted to
about $700 million in 2009/10. This mostly goestsoSouth Asian neighbours though ODA
to Africa has recently increased. PRC and India aldend commercial loans to DCs in the
form of suppliers credit and hard loans. By wayerdmple, PRC extended $934 million in
suppliers credit to Bangladesh between 1994 and 201 another $327 million as hard
loans. These were mostly invested in the finan@hgndustry, energy projects and the
telecom sector. This may be compared with the $8llion in ODA as grants ($86 million)
and soft loans ($221 million) extended by PRC tadadesh between 1979-2010. India has
also extended some ODA as soft loans as well asommercial credits to Bangladesh
between 1972-2010. However, its biggest investraerg made in 2011 through a soft loan
of $1 billion to Bangladesh, its largest single Opygram anywhere in the world.

Migrant Remittances as IDF

Another major resource generated within Asia, wtdohld be categorized as IDF, are the
remittances sent back to particular Asian countlgstheir overseas migrants. These
migrants may be permanent residents, as is theafab®se located in North America and
Europe, or temporary migrants, as is the case af wiothe labor flows to West, South-East
and East Asia. We also need to take account dhtige numbers of undocumented migrants
from Asia distributed all over the world but alsathin Asia and particularly in South Asia,
whose remittances constitute a sizeable sourcetefreal resource inflows.

Such unrecorded flows used to be much higher wherofficial rate of exchange for the
currency of the recipient country was noticeablyervalued in relation to the curb rate.
However, over the last three decades, in most degnbf Asia, exchange rates have
increasingly tended to be driven by market foraeshat the gap between the official and
curb rate has drastically narrowed. Furthermoram& banking channels, now increasingly
helped by advances in IT, are in a position to m#tehawala houses in the delivery time of
their remittances. As a result there has been i shurn in remittances between 2000 and
2011 (See table 3) in every single country in A8faich of this increase has, indeed, been
driven by the sharp rise in labor flows from th@diag countries but some part of this also
reflects the graduation of informal flows into fahflows which are thereby recorded in
BOP statistics.

For the purposes of our discussion it will be ustduake both formal and informal inflows

into account but for purposes of recording the ¢jtative significant of remittances in IDF,
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we use only the official numbers. Table 3 recorts tjuite remarkable escalation in
remittances into East, SE and South Asia whicheim®ed from $37 billion in 2000 to $193
billion in 2011. The world’s two largest recipiemremittance, PRC ($57.3 billion in 2011)
and India ($57.8 billion) are also the region’sgkst economies. Among the smaller
economies, Philippines ($23 billion) in East Adrakistan ($12.2 billion) and Bangladesh
($12.0 billion) in South Asia are major recipienfsremittances. For some countries such as
Nepal whose official remittances add up to justoifon in 2011, they account for 20% of

their external resource inflows.

This sizeable flow of remittances into Asia remaimslerused as a development resource.
Whilst formal remittances serve to strengthen antiyis balance of payments and reserve
position, these resources are not recorded indbeuating of public expenditure or private
investment. The ultimate disposition of these resesi remains in the hands of millions of
remittance receiving households across Asia whotlaeultimate beneficiaries of these
resource flows. The bulk of the remittances seoverthance household consumption in low
income families which may include liquidation ofbdeobligations or investment in home
improvement. Investment in land is much favored rbigrants across Asia. Such land
purchases in particular countries serve as a fdrasset transfer rather than capital creation
so they cannot be strictly regarded as developrhentastments. We should not, however,
dismiss such consumption oriented resource infloags entirely disconnected from
development. Migrant remittances, used for varibasns of current consumption, have
boosted domestic effective demand thereby stimgalibcal economic activity which can
play a developmental role. Enhanced purchases adstaffs, clothing and even home
construction, have boosted both farm and non-fagmcalture, as well as the domestic

construction industry which has a strong linkageafin the economy.

It has been argued in virtually every Asian courtmat more effort should be made to
channel such remittance into more conventional aachmercially beneficial forms of
investment. In all countries, host to large remitees, there has been some diversion of funds
into family based SMEs or trading activities. Bety little of these funds have been captured
by the capital market or within the national deypst@nt budget. Much of this deficiency
originates in the lack of imagination of governngenh accessing these remittances.
However, this deficit also reflects a significananket failure by the financial institutions in

designing financial instruments which could medidteese remittances into capital
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investments. The omission is particularly noticeaké a much larger volume and share of
remittances are now being transacted through daenisancial institutions with banking

facilities located in the remitting country.

At the official level there have been some efforks. Bangladesh, for example, the
government has floated some investment productsapdure remittances and has reserved
10% ofInitial Public Offerings (IPOs) in the capital market for remittances by-nesident
Bangladeshis. This has yielded some results, mésiiy better off Bangladeshi migrants,
usually permanently settled professionals, who ramre comfortable in interfacing with
financial institutions, both public and private.tBsery few, if any products of any relevance
or accessibility, have been designed to attractéh@ttance of temporary migrants, mostly
from the working class. These migrants remain wggeized as prospective investors and on
their own are unlikely to explore investment oppaities outside their own local or family
domain.

One of the more conspicuous efforts to capture spameof the large remittances entering
India was attempted through the flotation @ifaspora Bonds (DBs). The work by Suhas
Ketker and Dilip Ratha has explored the experienicéhe Government of India (GOI) in
floating DBs. There studies indicate that India virespired by the earlier, more sustained
experience of the government of Israel to reachtow large and affluent Jewish diaspora
with a strong emotional stake in the security apdetbpment of the state of Israel. These
bonds were initially floated by the government sifakel in 1951 and managed by a separate
entity, theDevelopment Corporation of Israel (DCI). Bonds of varying design and amounts
have been floated by the DCI which raised over Biflon upto 2004. The resources raised
from these floatations were invested in Israel, thgds infrastructure related projects, such

as water resources, energy, transportation ancotr@iaunications.

In contrast to Israel, the GOI has been more episadts resort to diaspora finance and has
used the existing, government owned State Bankdiil(SBI) to mange these flotation. The
first of these bonds, titlethdia Development Bonds (IDB) was issued in 1991 as a response
to a severe balance of payments crisis faced kg lwben India’s external reserves had been
almost exhausted. The IDB raised $1.6 billion. ®goent floatations carrying such
patriotism-inspiriting titles adresurgent India Bonds (RIB) were motivated by sanctions

imposed on India due to its nuclear tests in 1988 mised $4.2 billion. Another bond,

40



termed thelndia Millennium Deposit, floated in 2000, raised $5.5 billion. Whilst lelia
bonds invoked patriotism to secure some discouatsvb market rates from its investors,
India’s bond rates tended to be market determimeldpgoximate to rates on comparable US
corporate bonds. In contrast to Israel, which distadd a large establishment under the DCI,
to market its bonds within the Jewish communitytihe US, the SBI outsourced the
marketing of their DBs to institutions such as @itik and HSBC, who had no special stake

beyond their commission fees, in marketing theselbo

Ketkar and Ratha argue that the Israeli and Inéigmerience with DBs provides a useful
insight into opportunities open to other countméth large diaspora populations. They draw
on this experience to list other countries with dnajasporas who may attempt to develop
similar financial instruments to mobilize fundingom their diaspora. Ketkar and Ratha
identify only 5 Asian countries Philippines, IndRRC, Vietham and Pakistan as sources for
diaspora financing. They identify their highly $&d emigrant stock, located in OECD
countries, as the prospective market for such hosdgh a criterion inevitably omits
migrants from countries such as Bangladesh, NepalSxi Lanka, where the majority of
migrants are less skilled and mostly located in WWesa. The design of the proposed DBs
would, thus, need to be such as would appeal te@ated investors living in an OECD
country, who may have no strong reason to divest gavings from corporate bonds issued
in the US, UK or France. For the same reasons, dlsyinclude governance indicators as a

measure of the attraction of these countries fochmse of bonds.

The conceptualization of the Ketker study implibattno sensible Pakistani professional
working in the US would be willing to divert somé lbis corporate savings into an ill-
governed state such as Pakistan with a governanticey rof -0.29! In contrast to Pakistan,
India, with a highly skilled emigrant stock livinen OECD countries and a governance
indicator of +0.09, would obviously be a strong kedrfor its DBs compared to PRC with a
population of 817,000 migrants and a governandagatf -0.47. The connectivity between
governance and the potential for investment in RBguestionable, given the fact that PRC
attracted $106 billion in FDI in 2010 compared &8%illion coming into India. Presumably
foreign investors, who are not even nationals, vietter persuaded about the governability
of PRC than of India.
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Targeting remittance from the working people of Asia

Whilst every effort should be made to attract vegilowed Asian migrants to invest in their
respective countries of origin in special purpasaricial products, it should be kept in mind
that such prospective investors are not the onlyramit investors in the market. We should
bear in mind that the class of migrants targete&étkar and Ratha are mostly drawn from
permanent migrants. Such migrants have decidedatcentheir fortunes, rear and educate
their families, invest in homes and secure thestaunability after retirement, in their
countries of settlement. Much of their current imeoand any available investible resources
are invested in the realization of these familytderobligations. This is not to rule out the
possibility that such permanent migrants will ne¢ls to support family members remaining
in their countries of origin or invest in the upldf their ancestral village. There has also been
a steady stream of prospective diaspora investois, for patriotic and occasionally also for
profit seeking reasons, who are now more willingrieest in their original home country.
Today, as particular Asia countries become muchenattractive areas of opportunity, more

such investors are seeking out such investmenttplasss due to their potential for profit.

However, all such permanent migrants continue taimetheir primary loyalty to their
country of settlement so that investments in thenty of origin, remain only a residual
possibility after they have satisfied all theirdilhood related goals abroad. For these reasons
this class of well healed migrants have never l@significant source of remittances, even
though much of the energy of governments in Sowta Aave been invested in providing

incentives and designing financial products speslly targeted to this class.

The most reliable and the largest source of rematao their home country, particularly in
the South Asia region, remain working class miggantostly of the non-permanent variety.
Even those seeking permanent settlement abroat, asiBangladeshi taxi drivers in New
York or restaurant workers in London, retain oltiigas to less well-off family members at
home. However, the migrants across much of Asialssundocumented workers in Europe
and North America, all leave behind major houselutitigations at home. They thus live in
conditions of great austerity in their country ofgration in order to send home as much of
their earnings as they can beyond meeting theisistémce needs. The higher remittance
figures for Asia and particularly for South Asiated in table 3 are largely underwritten by

the social compulsions of this class. To tap tmeittance of this class for IDF it is, thus, not
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just pie in the sky since this class is actuallseadly investing at home as part of their

revealed preference without any special officiakintive to do so.

The operative challenge for governments in Asi@ ishannel some of these remittances into
special purpose investment products which wouldysste the remitter that there is a more
remunerative source of investment than buying lianttheir village or bringing home a 64”
color TV set which can be sold off at home. Sucpl@ations of investment products would
need to be structured according to the needs acdnestances of particular Asian countries.
Here we present a few suggestions which could stedeout immediately in particular South

Asian countries.

1. Design special purpoddigrant Mutual Funds (MMF), exclusively targeted to a
large number of migrant workers who may be invitedsubscribe to the fund
through small denomination share units. Exit frame fund by a prospective
investor would be limited to the sale of the asg#tin the MMF so that the fund
would always retain its collective personality exthhan expose itself to capture
by larger private funds. The MMF may then subscribea dedicated bond
flotation on offer to migrants by their home govaent. Since this will be a
government sponsored bond its return will be guaeh and hopefully secure.
The point of using a mutual fund for such a purpegkbe that the migrant funds
will be held as a collective resource which carebsily mobilized, invested and
professionally managed for prospective investors wbuld, on their own, not be
able to undertake any of the above tasks.

2. Such MMF, designed to market bonds to migrants,ldcalso be used for
mobilizing a part of migrant remittances for cotlge investment in corporate
IPOs or even divestiture of assets of state owmeergrises. As in Bangladesh,
where 10% of IPOs are targeted for individual, preably wealthy diaspora
members, this same facility or a part of it or adigonal 10% of IPOs could be
targeted to the proposed MMF.

3. Government designed MMFs can also be supplementsdrilar funds set up by
private financial institutions in South Asia whiere already handling a large
volume of remittance from West Asian countries. deamicro-finance or civil
society based institutions such as Grameen Bank@&nd ASA in Bangladesh,
or SEED in Sri Lanka, or the Kushali Bank in Pakistvho have strong links with
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the rural areas may also be appropriate entitiesnter the remittance market.
These entities could be permitted to set up brashenigrant-rich countries such
as Saudi Arabia, UAE or Kuwait, where they couldtiatly establish their
credibility and connectivity with migrants througistablishing their efficiency as
services providers in delivering their remittances the door steps of the
beneficiaries. Grameen Bank and BRAC for examplehbranch offices in
virtually every village in Bangladesh. Nearly afl Grameen’s branches are now
electronically connected. Grameen Bank’s capaoitgdilect remittances in Abu
Dhabi and deliver it into the remotest village iargjladesh, would be superior to
that of any commercial bank. These MFI's have distadd their financial
reliability, earned global recognition and gainée tconfidence of millions of
families in the rural areas. Such organizationsidioum due course, move on to
design financial products for their migrant clientsgain perhaps using the
instrument of the mutual fund, to encourage theroditectively invest some of
their remittances in IPOs or to buy up governmeond floatations, whether
dedicated to the diaspora or for a special purpasepuld invest in larger scale
projects in rural areas.

The government or an MFI centred mutual fund calkb be used to channel
remittances into major infrastructure projects lom lines of the Israel DCI bonds.
For example, the prospective Padma Bridge projecBangladesh which is
currently being financed through $2.9 billion irafes from the World Bank and
Asian Development Bank, could, in part, be off-leddto a diaspora-centred
mutual fund. Such a fund could be broadened bytimyilocal Bangladeshi
investors of limited means to subscribe to suchral for a separate fund targeted
to locals could also be designed. These infrastradevelopment funds collected
by the mutual funds could be paid back from them@erent revenue stream
generated by a heavily used bridge or a road. &henue stream of such projects
could also be securitized and marketed both intermally and at home.

The millions of migrants from South Asia who areegimg the balance of
payments of Bangladesh, India, Nepal, Sri LankaneRakistan, healthier than it
might have been, need not depend exclusively oruahdtinds sponsored by
MFIs or the government. There is much scope fomaoimg the income earning
capacity and investment opportunities of migrahtsugh direct collective action

by the migrants themselves. Migrants could be armgahinto professionally
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managed labor exporting companies. Such compaoigs de incorporated and
owned by collectives of migrants. The company caalde funds in the market or
even establish specially designed funds which areerbged by ODA. The
company could negotiate with prospective employensost countries to deliver
services, for which it would then specially trais worker-owners, finance and
organize their migration, manage their living, wiatkrelations and welfare in the
host country.

These worker-owned entities may also remit thewrggs and could, eventually,
also assume responsibility for providing investmentidance, training and
assistance in the management of enterprises sdiyuprospective individual
migrant investors. The organization could also grenfthe same role for migrants
as envisaged for the MMF discussed above and ¢ond&kd constitute their own
special purpose mutual fund.

A series of such labor exporting enterprises ofkes from Nepal, Bangladesh or
India or for nurses from Philippines or women dotizeservice providers from
Sri Lanka, each with 100,000 or more owner/workersjld eventually evolve
into significant corporate enterprises and invesiartheir country of origin. A
world where millions of migrant workers, instead bfing precariously as
exploited, insecure, debt-ridden individuals, coefderge as a significant source
of IDF and a collective force in the economy andiety, would be a major
contribution to a more efficient and just Asia. Téxploration of the feasibility
and design of such institutions of migrants shdagdan important challenge for

the international community.

7. Conclusion: Using ODA to stimulate IDF in Asia

Looking at the Asian scene over the last decadbave observed the declining role of ODA

as a factor in development finance across the vggjn. There is no single country, with the

exception of Afghanistan, where the ODA/GDP rat&s Imot declined over the last 25 years.

This decline in access to ODA has been compengagtétk rising role of FDI, mostly in East

and South East Asia countries, and the growthrofttances into South Asia.

It may still be useful to explore the scope foreating the declining role of ODA by

exploring IDF mechanisms which enhance the voluntkedficacy of ODA flows. Our paper

has established that IDF may, in specific cases maproved the efficacy of ODA outcomes

though this remains a contestable propositioncdtgribution to additionality has, however,
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depended on how far we are willing to recognize FDH migrant remittances as the
principal instruments of innovation and can enstivat this rising flow of resources is
invested in development funds within Asia. Mostled conventionally defined IDF products,
as defined by the OECD and World Bank indicatoesiehremained insignificant contributors
to the development process and, with some exceptieven as a source of development

finance in Asia.

In view of the declining influence of ODA in Asid,would be more productive to focus on
the areas where a large and growing volume of ressuare available to the Asia region —
Asian, including West Asian, based capital resaréavested abroad and migrant
remittances. These are the two areas which have diseussed above. The operative issue
will be to focus on how a larger share of Asia’pital surpluses can be channeled into Asian
development. This paper has only identified theeeixbf these resources and the growing
receptivity of the Asia region to host these resesr The possible scope of relocating a
fraction of the capital surpluses of Asia, invesa¢disk and with low returns, from European
and North American capital markets into Asia, sddo¢ the principal work agenda of both
UN and development finance institutions such asWld Bank and ADB, as also of the
governments and research institutions of each Asmumtry. What part of these Asian
resources should come into Asian economies asd&aDipmmercial debt or as ODA, or as an

admixture of all three products, can also be exgglor

In such an investigation, perhaps the most innegaise which could be made of the limited
volumes of ODA now available to Asia, would be iplere its use in leveraging these intra-
Asian resource flows for the development of Asiactsan exploration need not limit itself to

inflows from within Asia. Global FDI, for exampleyould be no less motivated to enter
hithertoo neglected Asian countries, if approprigi@arantees and matching deployment of

ODA resources could be used as leverage.

For a range of countries in Asia such as PRC, dioty its affiliates in Hong Kong and
Taiwan, ROK, Malaysia, Thailand and Singapore, Flak become the prime source of
external resource flows. PRC in particular is a medor FDI not just from Asia, including
West Asia, but from across the world. PRC, in tusnalso emerging as an investor in the
developing world, including Asia but its principalvestments remain in the developed

world. This may be justified for reasons of investisecurity and contemporary political
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expediency but within a longer term perspectiveas ian inefficient and even strategically

guestionable investment strategy for both PRC disaséhe global economy.

Two countries in Asia, India and Vietham, remaig kecipients of FDI, ODA and migrant
remittances. The resource mix in India has largéld towards FDI but Vietnam continues
to draw heavily on all three resources, which makesxternal resource gap one of the
largest in Asia. Vietnam, perhaps, remains the bgample of how ODA can be used to
leverage FDI. Its experience should be carefuligistd as an object lesson to other countries,
particularly in South Asia.

The countries where ODA can indeed play a more rmaporole in both leveraging FDI and
ensuring more effective developmental use of migramittances, are the countries of South
Asia, other than India, as also Philippines, Canmda@ohd eventually Myanmar, Lao PDR
from SE Asia. These countries have considerableao@ potential which makes them
more receptive to foreign investors. For exampiastructure deficits remain critical to
every country and serve as perhaps the most immgatisincentive to FDI. The challenge for
IDF would be to identify ways in which ODA targetéal these countries could be blended
with domestic savings and FDI as also through thelayment of migrant remittances, to
invest in the infrastructure of the region. Such AOBan also be used to underwrite
guarantees for the security of both FDI and invesihof the remittances of risk averse

investors.

Other parts of the developing world such as SSA tmayin need of more ODA and its
associated innovations, in order to put them onaensustainable path to development
already established in much of Asia. However, imaAsself, there is a world of opportunity
emerging which is already attracting the attentbAsian investors, both public and private.
Asian governments, with perhaps some conspicuocsptions have begun to explore these
opportunities but such an exercise remains lowheir agendas. The countries, once heavily
dependent on ODA, now much less so, have yet twusftheir economic diplomacy away
from traditional sources for resource inflows andrkets, towards the resource rich and

growth prospective countries of Asia.

In articulating the potentially most rewarding sces of IDF into Asia, we should not be

carried away by our romantic imagination about Wmtues of South-South cooperation.
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Asian governments, whether from West or East Asil, reflect deeply and would need
much inducement to move their investments away freai estate in London or even low
yield TBs in the US. Nor should we discount thatggic considerations which guide their
investment decisions. In such circumstances, weatdiest explore the scope for moving a
small volume of such North-centred resources intsiaAperhaps 1% of international
reserves, which come to $66 billion and 2% of itvests as SWF, a sum of $74 billion.
Together this comes to $140 billion which is famgkr than any available projection of the
availability of both current and prospective IDFogucts and even ODA entering Asia. The
challenge would be to initially study very careyulthe economic implications of such a
move, with a focus on the investment compulsiongdividual Asian countries with large
investible surpluses. A second study should explloeescope for transforming remittances,
particularly from low income households into inntva development resources. These two
studies could provide a more realistic basis foeripg up discussions with the capital
surplus and capital deficient countries of Asiatagheir reception to any such move to
relocate their investments. The interest and ptessiie of ODA supplying countries to

facilitate such an agenda for Asia may also beargpl

Whilst such efforts to tap these two IDF sources laging pursued, every effort should be
made to augment flows of ODA into the Asia regi®here appears to be no good reason
why low-income countries of Asia, particularly tleosvith as yet limited access to FDI,
should not be rewarded for their promising develepmperformance through enhanced
access to ODA which can also serve to leverage FDst of these countries can beneficially
draw on ODA to substantially improve both theirisband physical infrastructure. Such an
exercise in ODA replenishment into Asia may begitihthe application of the HIPC process
to at least the LDCs of Asia.

There is little doubt that many Asian countries cenmuch to enhance their governance
capabilities which would further improve their pmrhance and receptiveness for both FDI
and its IDF component. In a global order commitiegoverty alleviation, a region which as

yet hosts the largest number of the global resopom®, notwithstanding their comparably
strong development performance on a global scdleuld not be marginalized in the

distribution of ODA.
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Annex A
GFATM and GAVI funds in Bangladesh'

1. GFATM

GFATM, between 2004 and 2012, invested a total&7$ million in Bangladesh. This fund
is being utilized by agencies of the government Biingladesh (GOB), NGOs and
international agencies. The fund is overseen hypartite committee made up of the GOB,
BRAC (Bangladesh’s biggest NGO) and UNICEF. Aplimas for grants under GFATM are
evaluated and approved for forwarding to the Gldbaiincil which oversees the GFATM.
The fund'’s resources have been obligated as folasmMsetween 2004-2012.

Table 13: Utilization of the GFATM in Bangladesh (U5$ million)

Agencies B Malaria HIV Total
GOB 47.4 25.2 43.2 115.8
BRAC and other 66.6 16.1 - 82.7
NGOs

International - - 39.0 39.0

Agencies (ICDDRB
and Save the
Children)

114.0 41.3 82.2 237.5

Since the inception of GFATM, there has been sorogrpss in the detection of TB cases
from 41 in 2003 to 74 in 2009, though the succédseatment of TB cases was always high.
In the case of Malaria, death rates appear to Hagkned from 50 in 2005 to 37 in 2010 and

it has shown no conspicuous improvement, risingf85% in 2004 to 92% in 2009.

2. The GAVI Fund

The GAVI program has committed and disbursed $2%8om between 2004 and 2012.
GAVI funds the supply of vaccines for immunizatiagainsthepatitis B, measles and Penta.
Some part of the fund is invested in strengthemigghealth system support and improving
the cold chain through inspection and immunizagafety support. The biggest investment
of $215 million has been in the supply of the Pestecine. Unlike GFATM the GAVI fund

is exclusively administered by the Ministry of Hisal

It should be kept in mind that in Bangladesh, tigtwaut the 1980s and 90s, UNICEF played

a key role in investing in immunization programs @result Bangladesh emerged as one of

! Prepared from BRAC (2012).
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the global success stories in immunization. In megears, UNICEF's commitments have
declined so that GAVI has now emerged as a newcsoaf funding for immunization,

though not necessarily as an additional sourcereTlg evidence of UN based funding
programs for immunization being substituted by ke@raative source of funding provided by

governments as ODA and by a large grant from thie$3aoundation.

Similarly, commitments under the GFATM to managecsfic diseases such as TB, malaria
and HIV/Aids, also reflect an element of substitiitty for funding which hithertoo had been
channeled to the GOB as part of their general hgatigram. Prior to the emergence of the
GFATM and the GAVI funds, donors had collectivetyweésted large sums in the Health and
Population Sector (HPS) program. ODA funding in tiealth sector increased from $73
million in 1997-98 to $266 million in 2009-10 whidtoosted the GOB'’s development budget
for health from $118 million to $438 million. Theedlth sector remains one of the few
sectors in Bangladesh where ODA funding has cartetita major part of the development
budget though it still remains a small part of kqiablic expenditure on health due to the
large, internally funded current budgetary expemdit Table 7 shows that ODA thus
accounted for 8% of total public expenditure onltiedn this broader context of ODA
commitment to Bangladesh’s health sector, it is olgar if GFATM or GAVI have

significantly added resources, or value to thethesdctor program.

Furthermore, the governance, at least of the GFAfEvhains problematic since the fund is
managed by a vertical agency rather than the G@Hsaexecuted through a large number of
individual entities/projects. Whilst much emphasisplaced on the outcome of individual
projects under the GFATM, there is no scope foniiflging a more holistic measure of
oversight captured through conspicuous improvenremalaria, TB and HIV/Aids control
or through general improvements in health. Whistcentral coordinating agency in
Bangladesh is responsible for overseeing (GFATM)quts, it cannot be held accountable
for overall health outcomes in a way that the GG@B be made responsible for the health
condition of the people of Bangladesh. This remansore universal problem for the
management of health care under such targetedidodamously managed programs such as
GFATM, around the world.
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