
   

EXECUTIVE SUMMARY  

On 17-18 September 1998, the ADB Institute held at its Tokyo headquarters the first of a 
series of workshops on Strategic Perspectives and Governance, one of the four current 
research program areas of the Institute. Participants came from academe, think tanks, and 
other private and public institutions in Japan and overseas.  
 
I. Opening Statement of the Dean of the ADB Institute 
A. In his welcome remarks, the Dean, Dr. Jesus Estanislao, explained the Institute's mandate, 
relating it to the ADB's mission and placing it in the context of the challenge of development in 
Asia. He said that this challenge not only remains formidable but also has been magnified by 
the current regional economic and sociopolitical crisis. He pointed out that ADB's developing 
member countries (DMCs) are searching for development strategies that suit their specific 
circumstances, and that the Institute aims to help these DMCs identify such strategies through 
research on alternative development paths and issues with long-term implications on 
development. He added that while ADB's research work is geared toward the Bank's lending 
and technical assistance programs, research at the Institute is forward-looking and long-term 
in orientation, seeking to underpin the formulation of effective strategies for broad-based and 
sustainable development in Asia, including those for capacity building and training. In this 
sense, the Institute's research activities complement those in the Bank's Headquarters that are 
more directly related to the Bank's operations and to the more immediate policy issues of its 
DMCs.  
 
B. The Dean also mentioned that during its start-up period, the Institute is giving priority to 
building research networks across the region and to ensuring a close interface between the 
Bank and the Institute. He said that the Institute has identified four broad areas as its initial 
focus of research:  
 
1. Asian Development Paradigm  
 
2. Strategic Perspectives and Governance  
 
3. Education and Social Development  
 
4. Reform and Strengthening of Financial Systems  
 
C. The Dean said that the workshop was the first of a series being organized by the Institute 
under its Research Program Area II. This program area seeks to foster strategic thinking and 
to help improve governance (i.e., the manner in which strategies and decisions are formulated 
and implemented) in all sectors of Asia-Pacific countries. He announced that the first 

ADBI Workshop on Current Asian Financial Development 

Tokyo, 17-18 September 1998 

Page 1 of 8ADBI Workshop on Current Asian Financial Development



workshop, focusing on Japan, would be followed by three other workshops: one on the ASEAN 
in November 1998, another on APEC in February 1999, and a fourth one (which will 
synthesize the results of the first three workshops) in April 1999. He added that the synthesis 
of the results of the workshop series would serve as a major input for the Institute's capacity 
building and training programs for Strategic Perspectives and Governance.  
 
II. Summary of Presentations and Discussions  
 
A. At the outset, Dr. Robert Brent, ADBI Senior Research Fellow and Director of the Institute's 
Research Program Area II, laid down the guidelines for the workshop. He stressed that 
strategic thinking entails taking a long-term and broad view of trends and issues, especially 
those related to governance.  
 
B. The presentations and discussions in the workshop may be summed up under four key 
topics:  
 
1. global trends and driving forces affecting the Asia-Pacific region,  
 
2. Asia: trends and strategic responses,  
 
3. Japan: trends and strategic responses, and  
 
4. governance and related issues.  
 
 
C. Here are the highlights of the points taken up under each of these topics:  
 
1. Global trends and driving forces affecting the Asia-Pacific region  
 
Most participants agreed that among the fundamental global trends driving business activity as 
well as government policy, the following have had a significant impact on the performance and 
prospects of firms and countries in the Asia-Pacific region:  
 
a. the international integration of capital markets  
 
This process is generally acknowledged to have historically begun in 1971 after the formal 
breakdown of the fixed exchange rate regime and the 1944 Bretton Woods Agreement.  
 
b. the globalization of manufacturing industry  
 
This trend has arisen because of the growing reality of global competition, coupled with 
volatile, market-driven currency alignments. Globalization refers to a firm's conscious effort to 
harness all of its resources, wherever these might be, against its perceived competitors. 
Typically, it involves "moving production facilities around wherever necessary to benefit from 
the quickest brains or the cheapest hands." The implicit assumption is that if the firm does not 
or cannot do so, its competitors can and most likely will.  
 
c. the rise of regionalism  
 
A natural consequence of the first two global trends is the emergence of regionalism. Most big 
companies with worldwide operations have realized that globalization effectively means 
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regionalization. Hence, they are focusing their international activities on three key geographical 
areas or "circles" corresponding to major potential trade groupings: North America, Western 
Europe, and the Asia-Pacific. The strategic goal is to eventually enable the firm to "follow the 
sun" on a 24-hour basis. The idea is captured in three catch phrases: "Think globally, 
strategize regionally, act locally."  
 
d. the changing nature, structure, and imperatives of global capital flows  
 
A major, if not the most important, distinctive economic trend in the past decade has been the 
rapid development of the "emerging markets." These "markets" are mostly non-OECD 
countries that are perceived to be pursuing "sound" development strategies and policies and, 
for that reason, have gained increasing access to global capital flows from the more developed 
economies. Several developing Asian countries have benefited from this trend since the late 
1980s.  
 
The past few years, however, have been marked by severe financial problems resulting from 
highly volatile short-term capital flows, better known as "hot money." These funds have flowed 
in and out in swift and wild swings, in response to rapid exchange rate fluctuations, leaving 
much trauma and pain in their wake. In Asia, such volatile capital flows have hit five countries 
hard: South Korea, Indonesia, Thailand, Malaysia, and the Philippines. The precise outcome 
has been the abrupt collapse of the world's most dynamic growth zone of the 1990s.  
 
The huge increase in the size and speed of global capital flows now looms as an increasingly 
unpredictable and potentially destabilizing threat to sustainable wealth creation, particularly in 
the emerging markets. A major portion of these flows is in the form of professionally managed 
funds looking for opportunities for arbitrage and seeking the highest returns across the globe 
and around the clock.  
 
In many ways, these fundamental global trends have been aided by the convergence of the 
technological advances in the telecommunication and computer industries. By virtually 
shrinking the earth, the revolution in information technology has irreversibly changed the lives 
of nations, institutions, and people.  
 
 
2. Asia: trends and strategic responses  
 
a. In general, participants agreed that Asian countries will rebound from the current regional 
economic crisis, but their recovery will be gradual and at varying rates in the next decade. 
Moreover, the region as a whole will have to fashion a new strategic thrust that steers clear of 
two extremes: on one hand, the aggressive overreaching that marked Asia's dynamic growth 
years; on the other, the self-defeating defensiveness now evident in the posture and policies of 
many Asian countries as they grapple with the regional contagion.  
 
b. The discussions indicated that there are at least three keys to Asia's recovery and sustained 
growth and development:  
 
· In the short term: solving the problem of currency instability  
 
This problem has triggered a chain of crises (a private sector debt crisis, then a banking crisis, 
and then a sociopolitical crisis) in several Asian countries. It needs to be addressed squarely 
and soon, because the Asian currency system needs "firm anchors." Otherwise, the economic 
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turmoil in the region will not begin subsiding.  
 
· In the medium term: regaining and rebuilding investor confidence in Asia  
 
The current crisis has unmasked long-standing defects in governance at various levels of 
Asian economies and societies. Hidden by rapid economic growth in the past two decades, 
these defects (see summary of discussions on "Governance and related issues") now need to 
be corrected. The starting point may well be the systemic banking problems that have arisen in 
several Asian countries because of inadequate prudential standards and supervision. But the 
confidence of investors may not be fully restored unless and until the other serious flaws in 
governance are addressed.  
 
· In the long term: creating a true region-i.e., a real community of economies and nations-in 
Asia  
 
Participants shared the perception that "Asia" is still nothing more than a geographical term 
and far from being a true region in the sense and manner that Europe and North America are. 
This situation is attributed to at least two important reasons: Asian countries and their people 
show great diversity (sociocultural, economic, political, geographic, etc.), and they still have to 
know one another more deeply (and thus progress, as participants put it, from being mere 
"acquaintances" to being "friends," if not "brothers").  
 
Moreover, participants agreed that Asia continues to be in great need of a "regional 
architecture"-i.e., a set or network of regional institutional (economic, financial, and political) 
arrangements similar to those serving the European Union and North America. These 
arrangements should be strong and responsive enough if they are to be of help to Asian 
countries in dealing with their common and specific development problems.  
 
Nonetheless, participants acknowledged that the transformation of Asian countries into a true 
region would take time, noting that the process took at least 40 years in Western Europe. But it 
was also pointed out that, despite the evident diversity of Asian countries, a process of relative 
convergence has been at work, even if rather slowly, in the past few years. This convergence 
has been driven by, among other things, globalization and the opening up of individual 
economies to the world market. The task now is to exploit the existing institutional mechanisms 
and, if needed, establish new ones in order to create a suitable "regional architecture."  
 
There was a clear consensus among participants on the strategic importance of the free 
movement of goods and services, people, capital, and ideas in the region. Several participants 
stressed, though, that regionalization should not mean the homogenization of Asian 
economies and societies, and that the social cost and impact of globalization should be 
considered in government policies and business decisions.  
 
b. Participants noted that these three keys to Asia's recovery and sustained growth and 
development all call for good governance at all levels. In other words, if there is any major or 
strategic change that Asian countries and institutions need most, it is effective governance.  
 
c. It was also acknowledged that Washington, Tokyo, and Beijing form a crucial triangle of 
power that bears watching in the Asia-Pacific. As one participant pointed out, this triangular 
relationship "set the actual seeds in motion for what actually happened to Asia in the second 
half of 1997." This same US-Japan-China combination will also have to figure prominently in 
the ultimate solution of the current regional crisis.  
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3. Japan: trends and strategic responses  
 
The following main ideas can be gleaned from the presentations and discussions on Japan:  
 
a. Japanese firms, particularly those in manufacturing, are under increasing pressure to 
change their strategic behavior. The traditional arrangements (related to product and R&D, 
production and procurement, marketing and sales, finance, personnel, etc.) that used to work 
so well for these firms are now proving to be a drag on their performance.  
 
The driving forces of change may be grouped in two: external and internal.  
 
The external pressures include, among other things, difficulties in buying new technology, 
increased competition resulting from the progress of the newly industrializing economies, trade 
conflicts and regionalism, the currency instability in the region, and the advances in information 
technology. These developments have compelled Japanese manufacturing firms to increase 
their R&D spending, shift to other lines of business, reform their supply system, and expand 
overseas production and offshore sourcing. Today, globalization with an Asian focus is 
acknowledged as the norm for these firms.  
 
The internal pressures are also varied. First, the domestic economy has turned sluggish in the 
wake of the bursting of the real estate bubble. For the first time in Japanese history, domestic 
production capacity is being slashed in major industries, thereby worsening the country's 
unemployment problem. Moreover, Japan's labor force is aging, forcing industries and firms to 
reform their traditional employment schemes and policies.  
 
b. Participants noted that the globalization of Japanese companies is bringing about its own 
set of challenges. Some participants remarked that these firms, especially those with global or 
regional operations, may have to change their management style, described as highly 
centralized, ethnocentric, and restrictive (e.g., with respect to the appointment of local 
managers). One suggested solution is to provide extensive and intensive crosscultural 
management training in Japanese firms, especially those with global operations. As regards 
the indigenization of management, however, this may not be easy to do in places where the 
supply of qualified local managers is limited.  
 
c. One major demographic trend is giving Japanese policymakers and business leaders a 
reason for concern: an impending long-term domestic labor shortage. Not only is Japan's labor 
force aging; it is also expected to decline sharply in the next century. Since this development is 
unprecedented in Japanese history, the country has no experience to bank on in dealing with 
the problem.  
 
Nonetheless, some possible solutions and approaches have been suggested, such as:  
 
· allowing import-led growth,  
 
· adopting a more liberal foreign labor migration policy,  
 
· boosting Japanese foreign direct investments in countries with adequate labor supply,  
 
· encouraging a more active and extensive participation of women in the country's labor force, 
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· extension of working life to allow continued employment for the elderly, and  
 
· promoting the clustering or amalgamation of industries to reduce their overall labor 
requirement.  
 
d. One question that elicited much discussion was Japan's role in Asia (and, as a corollary, 
Japan's commitment to the development of the region).  
 
· Several non-Japanese participants said that while the rest of Asia looks to Japan for 
leadership, Japan seems reluctant to assume that role. It was pointed out, for instance, that 
Japan appears hesitant to sort out the serious problems in its banking and financial sector, 
even if their solution will be a big first step toward dispelling the current regional crisis. Other 
participants think that the leadership question need not be asked because, whether willing or 
not, Japan is de facto Asia's leader by virtue of its economic dominance in the region. At least 
one Japanese participant, however, expressed the alternative view that Asian countries 
generally prefer that no one among them become too dominant relative to the others.  
 
· In the view of several non-Japanese participants, Japan's economic and financial clout is so 
formidable that it may not be possible to create "win-win" situations for Japan and the rest of 
Asia. The concern was expressed that since Japan is so big and dominant, it can, if it wants to, 
"pull the plug" anytime in any part of Asia, whenever circumstances turn against Japanese 
economic and business interests.  
 
This last point drew much comment from other non-Japanese participants. One said that 
Japan must realize an important point: "What is good for the region is good for Japan. But 
what is good for Japan may not be necessarily good for the region." Another said that Japan's 
"pulling the plug" anytime for its convenience would be a clear case of economic and political 
myopia, if not a serious failure in strategic thinking, and therefore that it is not in Japan's long-
term interest for it to do so.  
 
· At the moment, Japan seems beset with enough internal problems (a banking crisis, growing 
unemployment, etc.) to keep its attention focused on the home front for a while. But the 
Japanese participants themselves admitted that given the external and internal pressures 
bearing on Japan, its best strategic option is to commit itself to across-the-board globalization-
i.e., not only in its corporate sector, but also in its trade sector, its financial market, and its 
labor market. In the short to medium term, though, market-enhancing and confidence-building 
policies need to be put in place in Japan. It was pointed out, for instance, that the current 
measures intended to deregulate the Japanese economy and shrink the government 
bureaucracy may just prove to be palliatives if the country's banking sector is not cleaned up 
and reformed.  
 
 
4. Governance and related issues  
 
a. Effective governance has clear and distinctive marks, among which are accountability, 
transparency, predictability, and participation. Taking this basic premise into account, 
participants agreed with the observation that the current regional crisis not only has unmasked 
long-standing defects in governance in Asia, but also provides a very good opportunity for 
correcting these defects and putting things right. At least six major defects in governance were 
cited:  
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· defects in corporate governance, resulting in serious neglect of responsibilities to customers, 
workforce, shareholders, and other stakeholders,  
 
· crony capitalism, resulting in privileged access to contracts, capital, and monopolies,  
 
· systemic banking problems caused by inadequate prudential standards and supervision,  
 
· opaque legal systems,  
 
· inadequate financial disclosure standards, and  
 
· unhealthy check-and-balance systems.  
 
b. With respect to corporate governance, at least three driving forces were mentioned:  
 
· democratization  
 
In most Asian countries, ordinary people have become increasingly aware of the activities of 
business firms and government agencies for various reasons, among them the penchant of 
politicians for seeking public issues and the zeal of practitioners of investigative journalism. As 
a result, consumers, taxpayers, and other concerned citizens are asking piercing questions 
what businessmen and government officials are doing. Lobbying has also become a growth 
industry in the region. If properly harnessed, this trend should spur greater transparency in 
business and government transactions, as well as a keener sense of accountability and social 
responsibility in private and public institutions.  
 
· emphasis on efficiency  
 
A new breed of managers is rising in Asia. These managers put a premium on efficiency and 
performance, rather than loyalty and seniority. The stress on efficient operations spells good 
news for consumers and taxpayers who expect to receive value for the money they spend. But 
the heavy emphasis on efficiency and performance can also make managers focus almost 
exclusively on short-term results and on impressing shareholders (many of whom may well be 
just pension fund managers).. In the process, they end up giving little attention to securing the 
long-term future of their organizations and to taking care of the interests of the other 
stakeholders.  
 
· changing ownership structure  
 
Among the trends resulting in changes in the ownership structure of Asian firms and 
institutions are privatization and outsourcing. But in some countries (e.g., China), the shift from 
social to private ownership has not occurred trouble-free. Such questions as who should own 
and how they should get to own the privatized enterprises have become thorny public issues. 
In other countries, especially where the proper safeguards have not been put in place, 
outsourcing has affected the quality of products and services.  
 
c. Participants agreed that the need for more effective governance, as well as for more ethical 
conduct, in private and public institutions is being felt throughout the region. In more and more 
business firms, for instance, the appointment of "outside directors" is becoming an established 
practice in the hope of improving internal governance. The results have been mixed thus far, 
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but the outcome is not deterring the search for approaches and solutions to the problem of 
widespread mismanagement and ineffective governance in many Asian countries. Participants 
thus acknowledged the need throughout Asia not only for market-enhancing policies but also 
for standards and systems (institutional codes of conduct, prudential norms of banking, etc.) 
that foster good governance.  
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