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nonpartisan think tank determined
to increase global prosperity by
advancing collaborative solutions
that widen access to capital, create
jobs and improve health. We do this
through independent, data-driven
research, action-oriented meetings
and meaningful policy initiatives.

Ideas Into
Action
For this edition of “The Power of Ideas,” the Milken
Institute Asia Center invited senior leaders to offer their
insights on issues close to their hearts. The pages that
follow exemplify the spirit of the Institute’s work and
speak to the pertinent issues faced by leaders in Asia.

the backdrop of slowing economic growth in China
and other parts of East Asia, along with resistance to
structural reforms in the United States and Europe,
how can investors and policymakers navigate the path
before them?

As we have seen once again, developments in Asia exert
great impact on the global economic outlook, influence
public policy and shape corporate strategy around the
world. For individual countries in the region, the key
challenge is achieving higher levels of development and
more inclusive and sustainable growth.

At the Milken Institute, we believe these challenges can
be surmounted as we bring minds and deeds together.
These articles in “The Power of Ideas” reflect the need
for change and serve as a call to action.

In that task, Asia has natural advantages. The growing
middle class and increasingly educated population
offer not only a vibrant consumer market with rising
disposable incomes, but also an expanding skilled
workforce and sophisticated management expertise.
Besides being a driver of growth at home, Asia’s
workforce deepens the talent pool for skills much
needed in the developed and developing worlds.

We are grateful to all our contributors for their insights.

Michael Klowden
President and CEO
Milken Institute

Chan Heng Wing
Chairman
Asia Center, Milken Institute

With this emerging middle class that easily interacts
with the rest of the world, longstanding schisms are
exposed, creating tensions in both old and new
societies. To name a few, the Islamic State’s ability to
attract the well-educated and affluent, the societal
transformation brought about by the internal migration
of Chinese workers and the erosion of traditional values
such as filial piety in aging Asian societies.
In spite of Asia’s enormous stores of capital, the
translation of finance into tangible improvements
in people’s lives has been uneven at best. What
opportunities will the array of road, rail and seaport
infrastructure projects offer? More broadly, against
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Eight Essential
Conditions
for Economic
Development
Takehiko Nakao
President
Asian Development Bank

The fundamentals
include investment
in infrastructure
and human
capital, a market
orientation,
suppressing
corruption and
keeping the peace.
That’s how Asia
will enjoy strong,
stable growth into
the future.
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Once, Asia was defined by poverty.
One of the most important issues for
the Asian Development Bank (ADB)
when it was established in 1966
was agricultural assistance, meant
to safeguard a large and growing
population against hunger. Nearly
half a century later, Asia’s amazing
growth and poverty reduction have
exceeded the most optimistic
forecasts. The ratio of extremely
poor people (with a per-capita
income of $1.25 or less a day in
2005 purchasing power parity terms)
against the region’s total population
was 55 percent in 1990, but had
dropped to 19 percent by 2010.
Similarly, its share of global GDP
— including Japan and Australia —
increased from about 15 percent in
1970 to over 30 percent by 2013.

The 2008 global financial crisis did
not derail Asia’s robust momentum.
It is fair to say, however, that growth
rates vary across the region. For
instance, the Philippines, whose
per-capita income was substantially
higher than that of Thailand in 1965,
now comes last among the original
five members of ASEAN. In contrast,
South Korea, whose per-capita
income was lower than Ghana’s half
a century ago, has attained highincome status. While India remains
a lower-middle-income country,
the People’s Republic of China,
the region’s other giant, attained
upper-middle-income status through
sustained high growth based on
reforms after opening its economy.

Since becoming ADB president in
April 2013, I have visited more than
20 developing member countries in
Asia and the Pacific and had candid
discussions with leaders and senior
officials about their policy
challenges. I have been engaged in
development issues throughout my
career, including at Japan’s Ministry
of Finance and the International
Monetary Fund. My recent
encounters with leaders in Asia have
increasingly convinced
me that economic development
depends not so much on a country’s
“original characteristics” such as
endowment of human capital,
natural resources or cultural and
social traditions, but on the right
policies. I believe there are eight key
conditions for development.

procurement processes. These
standards meet the evolving and
expanding needs of our member
countries.

Infrastructure Investment
Sufficient energy, road and railway
infrastructure helps countries
develop industry and attract foreign
direct investment (FDI). A good road
network gives people access to
schools and clinics and enhances
job opportunities. Infrastructure is
the core area of the ADB’s loans and
technical assistance. In providing
assistance, the ADB emphasizes
adherence to international standards
for environmental and social
safeguards and fair and transparent

In many of the region’s developing
countries, the share of public
investment in total GDP stood at 5
percent or less in 2010—far lower
than China’s 22 percent. In those
countries, development tends to
be slower. According to an ADB
study last year, a 1 percentage
point increase in the infrastructure
investment-to-GDP ratio would
raise the growth rate by 1.3
percentage points. In addition to
ensuring sufficient tax revenue to
build basic infrastructure, countries
must mobilize private resources. In
this context, the ADB is promoting

milken institute
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My encounters with
		
leaders in Asia have
increasingly convinced me that
economic development depends
not so much on a country’s
‘original characteristics,’ but
on the right policies.

public-private partnerships,
or PPPs. In Vietnam and the
Philippines, the ADB has helped
draft basic laws on PPPs and set
up special government agencies
for them.
Macroeconomic Stability

Human Capital
Investment in education and
health to develop human capital:
In most countries, primary school
enrollment has improved, but low
graduation rates and the variable
quality of secondary and tertiary
schools remain challenges. The
ADB is helping several countries,
including Bangladesh, with
vocational training reforms, engaging
the business community to ensure
that training matches employment
needs. The ADB is also supporting
the use of information technology
in health care and the transition
to universal health coverage in
member countries.
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In countries that suffer from inflation
exceeding 10 percent, large fiscal
deficits and high interest rates, it is
obvious that savings and investment
for the future are hampered. It is
encouraging that in Asia, after the
currency crisis of the late 1990s,
governments now pay more
attention to sound fiscal policy,
stable monetary policy and stronger
regulation and supervision of the
financial sector.

not formally classified as centrally
controlled economies, adopted
import substituting industrialization,
price controls and nationalization
of key industries. The catalyst was
an ideological pursuit of socialism
combined with anticolonial sentiment.
These policies seriously damaged
their economic growth. Today, there
is no Asian leader who does not
regard the market as the foundation
of economic development. In today’s
more integrated global economy,
FDI and technology transfer from
overseas play an even greater role
than in the past.
When I met Indian Prime Minister
Narendra Modi and Indonesian
President Joko Widodo after they
took office, they expressed deep
commitment to promoting structural
reforms by further opening their
economies, streamlining regulations
and cutting energy subsidies. In
many countries, the ADB provides
budget-supporting program loans
tied to the implementation of
structural reforms. The ASEAN
Economic Community, which the
ADB supports, is playing a key
role in reducing tariffs, simplifying
customs procedures and unifying
standards in participating countries.

Public Governance

Open Trade &
Investment Regimes
Open trade and investment regimes
and an active private sector: In the
past, even some countries such
as India and Indonesia, though

Corruption is not only unjust, it
smothers growth by diverting
people’s energy to unproductive
activities. Good governance also
means better transparency and
accountability among governments
and state-owned enterprises.
Countries, including those in Central
Asia, are increasingly aware that

these issues need to be tackled.
It is also important to note that,
as a 2013 ADB report indicates,
the effectiveness of government in
delivering its services and the quality
of regulations closely correlate to the
performance of its economy. In this
regard, competent public officials
and managers are essential.

responsibility to examine their
national comparative advantages,
design a development strategy
and share this strategy with their
citizens. They should carefully
allocate public finances to priority
areas while giving appropriate
guidance to business. Of course,
this is not to say that governments
should embrace inward-looking
policies to protect domestic industries.

Social Inclusiveness
In a society with great disparities
between rich and poor, economic
growth goals may not be shared by
citizens. Income inequality nullifies
the incentive to improve one’s
prospects by getting an education
or vocational training and limits
the quality of the labor force. To
avert this scenario, decisive steps
are needed to strengthen public
education, redistribute income by
tax reforms, reduce rural-urban
inequality and provide farmers as
well as small and midsize enterprises
with access to finance. I may add
that a sound middle class increases
domestic consumption and fosters
political stability.

Vision for the Future
In this area, South Korea and
Singapore have shown how
governments can make crucial
contributions to national
development. While the private
sector is a key economic growth
engine, governments have a

Political Stability
Political stability, security and good
relations with neighbors: Sri Lanka’s
economy has expanded by 7.5
percent annually since its civil
conflict ended in May 2009.
Myanmar, thanks to efforts to pursue
democratization and reconcile with
ethnic minorities together with
economic reforms, has successfully
reengaged with the international
community and attracted prodigious
amounts of foreign investment. In
the Philippines, the government
recently reached a comprehensive
peace agreement with Islamic
groups in Mindanao, a breakthrough
that raises new hopes for resurgent
economic growth in that part of the
country.
I expect that successful
implementation of policies in these
eight areas can elevate countries
at least to upper-middle-income
status. I have been struck by the
convergence in the thinking of Asia’s
leaders about what needs to be
done for economic development.
At the same time, implementation is
never easy, as reforms often widen
political divisions, especially when
they confront vested interests.

Making the transition further to
high-income status involves another
set of tough challenges. In addition
to the aforementioned actions,
well-designed policies are needed
to promote technological innovation,
elevate the skills of workers,
upgrade industrial structures, and
foster sustainable growth.
As Professor Akira Suehiro of the
University of Tokyo has pointed
out, Asia’s growth model is being
reshaped into a complicated
network model. Industrial catch-up
takes less time thanks to the IT
revolution and rapidly changing
production systems. The flyinggeese paradigm of Asian growth,
in which Japan flies fastest, may
no longer capture the reality. Still,
Japan’s experience in building
quality infrastructure, livable cities
with public transport systems, a
social security system for its aging
society, as well as its financing,
environmental protection, and
disaster risk management, offer
useful lessons for the ADB’s
developing members.
The ADB will continue to serve
the region as Asia’s growth story
unfolds, taking into account the vital
principles discussed above.
A version of this article was
published in the Nikkei Asian Review

“Implementation
is never easy, as
reforms often widen
political divisions,
especially when
they confront
vested interests.”
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Sustaining Social
Development in the
21st Century
Noeleen Heyzer
Former Under-Secretary-General
United Nations

Since the Millennium
Development Goals
were set, the world
has made progress
in reducing poverty,
improving health
and expanding
education. Yet
with humanity
facing multiple
crises, our societies
are in need of
transformation.

10

September 2015 Edition

Two thousand and fifteen is
a milestone year for member
states and peoples of the United
Nations—a year of global action for
inclusive, equitable and sustainable
development. It invites us to look at
what we have achieved and what
remains to be done in promoting
social progress, social inclusion and
social justice.
Twenty years ago, the World
Summit for Social Development was
held in Copenhagen. The leaders
gathered there agreed that we must
place human beings at the center
of our development efforts. The
member states pledged to make
the conquest of poverty, the goal of
full employment and the fostering
of social integration our overriding
objectives. This consensus has

helped shape our development
pathway to the present day.
The objectives of Copenhagen
have since then propelled policies
and actions at the national and
international levels, including the
2000 Millennium Development
Goals (MDGs). Also, by 1995
member states understood that
sustainability must be an integral
part of development efforts,
recognizing that to secure social
progress we must give due
attention to the nature and quality of
economic development as well as
environmental protection.
Progress has been made. A smaller
proportion of the world’s population
lives in extreme poverty since the
millennium turned. More people

live longer and healthier lives. We
have seen important advances in
health and education. The Asian
region has already achieved the
MDG on reducing extreme poverty.
It is also an early achiever on
other MDGs, including access to
safe drinking water, gender parity
based on school enrollment and
reducing the prevalence of HIV and
tuberculosis. In addition, Asia has
exceeded the MDGs due largely to
the “Asian miracle,” which generated
shared prosperity through the
developmental role of the state and
the market investing in peoplecentered development, creating
middle-class societies by reducing
poverty and addressing inequality
through job-led growth. Quality

health and education have been
instrumental, while technological
and social innovations have helped
to build productive industries.
However, despite our achievements,
Asia-Pacific countries still account
for the bulk of the world’s deprived
people, including more than 60
percent (or 763 million people) of
those living in extreme poverty;
nearly 70 percent of underweight
children under the age of 5; and
more than 70 percent (1.74 billion
people) of those without proper
sanitation. It is clear that despite
the MDGs, there is still great
deprivation and insecurity. Hence,
the MDGs are unfinished business
in Asia and the Pacific, and we are

in a race against time to achieve this
basic human development agenda.
Our world has changed since the
MDGs were adopted in 2000 and
will continue to change by 2030.
We are becoming more urban,
more middle class, older, more
connected and mobile, more
interdependent, more vulnerable
to shocks and more constrained
in our resources and planetary
boundaries. The path ahead is
neither easy nor does it require
simply doing what we’ve done
before. In my view, there are five
challenges we must urgently
address to sustain social progress
in a changing landscape:

Challenges in a Changing World

1
2

Widening Wealth Inequality
Inequality is rising rapidly due to wealth and asset concentration, as
profits are increasingly made through financial channels and rent-seeking
rather than in the real economy. The problem encompasses limited
access to basic social services and inequality of opportunity. These rising
disparities could alter the political and social fabric of our region. One must
be concerned that they could intensify tensions along the fault lines of
ethnicity, religion, geography and gender, and exacerbate discrimination
against women and girls.

Precarious Jobs and Lives
While many parts of Asia are upbeat and modernizing, in other parts jobs
are precarious and the conditions that create secure and meaningful lives
are elusive. With “Factory Asia” producing cheap goods for the world
market, “the right to work” often sacrifices rights at work. The informal
economy is expanding while even formal-sector work is becoming
increasingly casual, flexible, outsourced and unregulated. In Thailand in
2010, informal employment accounted for 63 percent of total employment,
in the Philippines 75 percent and so on. This has real implications for
workers, most of whom are women and migrants from low-income
countries, in terms of security of employment, working conditions and
health and safety.

milken institute
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In addition, the world faces a humanitarian emergency. Wars, conflicts and
persecution have forced more people than ever before to flee their homes
and seek refuge and safety elsewhere. This situation is likely to worsen further
amid our leaders’ inability to work together to stop conflicts and to build and
preserve peace in too many places.

3

Changing Demography
Rapidly changing demographic trends are affecting employment and
well-being. The challenge is how our economic systems can accommodate
the youth bulges appearing in many countries. Between 2012 and 2020,
almost 1 billion young people are expected to enter the job market, making
employment generation urgent. Young people are three times more likely than
adults to be unemployed, and many more are trapped in jobs where they
are objects of exploitation. This leaves them marginalized and disillusioned,
increasing their vulnerability and exposure to the criminal economy, including
human trafficking, as well as political radicalization.
In countries with rapidly aging populations, on the other hand, the challenge
is how care will be provided and how societies can prepare. It is also about
how to design cities for greater accessibility for the aging and those with
disabilities; it is about our social protection systems, our care services,
opportunities for healthy aging and the participation in the community and
workplace. Unless both the public and private sectors invest in the care
infrastructure, women in their productive years will be expected to carry
the burden. Yet extended family support systems are under stress because
of migration, urbanization and the increasing need for two incomes in the
household.

4

Managing Our Ecosystems
Climate change and threats to our ecosystems are perhaps the most
important long-term challenges facing humanity, affecting every person,
irrespective of country or income. We must therefore leave a smaller carbon
footprint as we reduce poverty and expand shared prosperity. This requires
a paradigm shift in the ways goods are made, food is grown, energy is
generated and cities are designed. It means that industrialization and
urbanization need to rely less on fossil fuels to keep global temperature from
rising more than 2 degrees Celsius.
Asia, as the most disaster-prone region of the world, has a particularly
large stake in the well-being of the planet. In fact, 75 percent of global
disaster fatalities occur in Asia. Coupled with economic shocks, disasters
can wipe away years of development gains, increasing social and political
vulnerabilities. In this “new normal,” a major shock such as the recent financial
crisis or a natural disaster can quickly become a cascade of crises. In such a
world, we need more than economic growth to seriously address new risks.
We need to build resilience into the fabric of how society functions.
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5

Weak Governance in an Interdependent World
Our destinies are linked in the globalizing world. We breathe the same air; we
pollute the same air. Contagious diseases like MERS or Ebola do not need
a passport. Terror, transnational crimes, human trafficking, the trade in arms
and drugs do not heed borders nor recognize nationalities. Our institutions
and governance systems are not designed to respond to these emerging
transnational risks.
In several countries, the deterioration in the quality and credibility of
institutions, illustrated by corruption, identity-driven indifference to the wellbeing of their people and institutional capture by powerful interests, is likely
to constrain equitable social progress. Yet, trust and accountable governance
are essential elements of human well-being, social cohesion, stability and
development.

The Sustainable
Development Agenda:
Action to Transform
Our World
We know that the world we have
is not what it should be. Our world
is facing multiple challenges and
crises, and many of our systems are
at breaking points, overwhelmed
and unable to prevent emergencies
and respond effectively. Today,
however, we have a once-in-alifetime opportunity to prevent
new problems, to find solutions
to our multiple vulnerabilities and
to renew our world to be what it
can be. We agree that to do this,
we need transformative change
affecting all sectors of our societies,
our governance systems and our
partnerships.
This post-2015 development
agenda presents a historic challenge
to the international community and
national institutions. It is a call to
action to transform our world by:
• Committing to a universal
approach, with solutions that
address all countries and groups

• Integrating sustainability in all
activities, mindful of the economic,
environmental and social impacts
• Ending poverty and addressing
inequalities in all areas, agreeing
that no goal or target be
considered met unless met for all
social and economic groups
• Ensuring that all actions respect
and advance human rights, in
full coherence with international
standards
• Addressing the drivers of climate
change and its consequences
• Expanding our global partnership
for means of implementation
to maximum effect and
full participation, including
multistakeholder, issue-based
coalitions
• Anchoring the new compact
in a renewed commitment
to international solidarity,
commensurate with the ability of
each country to contribute

of policy measures. The economic
and social transformation we seek
must deal holistically with extreme
inequality and social exclusion,
decent and productive work, the
care economy, and environmental
sustainability. These are the priorities
of human sustainability and social
development in the 21st century.
However, this agenda for renewal
will only succeed in giving people
meaningful, secure and dignified
lives if there is bold leadership,
mindset change and moral courage
at every level of society to ensure
implementation and accountability.
We cannot go on doing business as
usual and expect different results.
If we get it right now, we can leave
a better world for our children, their
children, and generations to come.

Adapted from her keynote address
during the 2015 International
Symposium for Social Development,
International Consortium for Social
Development, Singapore

We need to rethink the way we
implement development. This
requires more than a new toolbox

milken institute
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Why Wall Street and
Main Street Are Not
So Far Apart
Michael Corbat
CEO
Citi

From facilitating
overseas
investment to
safeguarding
retirement
accounts, global
banks are essential
to economic
growth as well
as individuals’
financial goals.
The most valuable
currency, however,
is integrity.
14
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Six years since the financial crisis,
it isn’t surprising that the financial
sector still faces heavy scrutiny. The
crisis remains a fresh memory and
many of its aftereffects are still with
us — from settlements of legacy
issues that keep banks in the
headlines with negative news to
the prolonged, uneven recovery from
the recession. The economy —
and in particular, the housing and
employment markets — have taken
far longer to improve than they have
from past recessions.
This has created an environment in
which the role banks play in our
industries, communities and the
economy at large is often ignored,
and sometimes twisted into
something sinister. To some extent,

that’s to be expected. Rightly or
wrongly — and the truth is a little bit
of both — people blame banks for
the lion’s share of what led to the
financial crisis.
But as we move forward and think
about what consumers, businesses
and governments need to grow,
innovate and compete on an
increasingly global stage, it becomes
clear that banks of all sizes are
needed to drive job and economic
growth. Wall Street must help Main
Street prosper.
How? Almost everyone intuitively
knows that banks are necessary to
help people safeguard their cash,
deposit their paychecks and pay
their bills. But the modern financial

system keeps the global economy
running in many other ways and
provides much-needed support
and services to companies and
institutions of all shapes, sizes,
scale and scope.

would be a nightmare. And not
merely from an expense standpoint,
but from a regulatory and control
perspective as well. The more banks
a company is forced to use, the
more complexity and risk it takes on.

Global banks help their clients
compete on the world stage, create
jobs and sell their products in
markets everywhere. In fact, last
year alone, Citi facilitated some
$600 billion in trade flows for our
clients, about half of that for U.S.domiciled firms or their overseas
subsidiaries. When Apple opens a
store in South Africa, or Caterpillar
ships a tractor to Thailand, you can
be sure there’s a global bank
supporting them.

It would be naive to think that
multinational companies wouldn’t be
harmed if we undermined their ability
to sell their goods and services
around the world. Big banks provide
more than geographic diversity to
these firms. We also help them meet
payroll, help finance the supply
chain, manage their cash and
exchange currencies—in addition to
core lending across a range of
timeframes and terms. For a client
looking to break into a new market
or expand in an existing one, the
expertise of its banking partner
is invaluable.

From the perspective of these and
other companies, having to navigate
20 or more different banks on a daily
basis and handling thousands or
even millions of transactions per day

And it’s not just established
companies and multinationals that

		 ...it becomes clear
		 that banks of all
sizes are needed to drive
job and economic growth.
Wall Street must help Main
Street prosper.

“For a client
looking to
break into a
new market or
expand in an
existing one, the
expertise of its
banking partner
is invaluable.”

need these services. For today’s
startups hoping to become
tomorrow’s giants, sources of early
support vary widely — from angel
investors to venture capital. All
require the capital markets —
facilitated by global banks — to
redeem those investments through
initial public offerings and the
liquidity provided by the securities
market. Individuals also benefit from
the operations of the capital markets
in funding and growing pensions,
retirement accounts, college savings
plans and many other vehicles for
meeting their financial aspirations.
To be a trusted partner to today’s
multinational companies, global
banks must operate with integrity. It
is the currency through which we
earn and deserve the trust of our
clients and customers. With that
foundation, we can and will continue
to play the vital role that banks like
Citi have for more than 200 years —
serving the needs of our clients to
support economic growth and
expand financial inclusion.

milken institute
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Holistic, Not
Fragmented. Long-Term,
Not Quarterly
Adrian Orr
CEO
New Zealand Superannuation Fund

An investment
model emphasizing
environmental,
social and
governance
considerations
would support
fairness and
stability. Postcrisis regulation
has shifted risk
to those who
may be unable to
manage it.
16
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Current capitalist systems, and
general financial market practices,
do better than the alternatives at
allocating scarce capital to its most
productive uses. Witness the rapid
per-capita income growth of recent
centuries, which is unprecedented
in human history. The economic
outcomes in health, shelter, security
and choice have never been greater.
However, not all is well. Social
cohesion, culture and the
environment continuously come
under immense pressure. Likewise,
modern economies lurch between
boom and bust. The income and
opportunity divide remains wide
between and within countries.
Cultural dominance strips
communities of their sense of
purpose. And the environment is
being degraded at the cost of future

generations. At times, capitalism and
financial markets, when left alone,
yield outcomes that can be unfair,
unstable and unsustainable. How do
we create more inclusion and stability?
At the least, financial efficiency and
stability are met when all relevant
financial risks are adequately
identified, priced and allocated to
those best able to manage them.
However, if these activities go astray,
the economic system will go astray
also. In fact, left unfettered, it is
almost guaranteed that economic
booms/busts will continue to occur.
The well-known economic problems
of myopia, asymmetric information
and the “curse of the commons”—in
which individuals acting in their
self-interest undermine the interests
of the community—will ensure
perpetual problems.

to be patient. Patience enables
countercyclical investment,
thereby providing markets with
the liquidity needed during times
of dysfunction.

3

Finally, let’s think smarter
about the role of our
international financial
institutions (IFIs). How
can they better leverage their
horizon and reputation, more
than their capital?

This means we can anticipate
protracted periods of economic,
environmental and social instability
until we take a holistic and long-term
view of our investment activities.
Much is to be done, and urgently.
I offer three thoughts, two general
and one specific.

1

First, investors must foster
closer relationships with the
companies they invest in,
making environmental, social
and governance considerations
central. Investors must bring the true
“price” of companies’ activities to
the fore. The distanced, arm’s-length
relationship that blows hot and
cold with quarterly results is not
defensible.

2

Second, all must focus very
hard on the unintended
consequences of regulation.
For example, while a

new wave of post-financial crisis
regulation is aimed at making the
system more stable, it is shifting
risk to those who may be unaware
of it, or simply unable to manage or
mitigate it.
For example, with banks having
withdrawn from being price-making
intermediaries in many markets,
liquidity has evaporated and
transaction costs have risen.
Outsize market roles are being
thrust upon other, non-bank, noninsurer, global financial institutions.
Collective savings vehicles such as
pension and sovereign wealth funds
are increasingly carrying risks they
may be unaware of or least suited
to manage.
Unintended regulatory
consequences must not remove
the fundamental endowment of the
large long-term investors: their ability

There is no shortage of private
and public capital looking to
invest for the long term, filling the
infrastructure void in developed
and emerging economies. There
is no shortage of demand for
that capital also. However, the
market will never “clear” as long as
access to investment opportunities
is hamstrung by the lack of
consistent deal flow, as well as
fear of property right interference
and regulatory instability.
IFIs could play a significant role in
underwriting sovereign/government
contract breaches. A simple
insurance construct—similar to
the ideas underpinning social
bonds—would greatly leverage
the impact the IMF, World Bank,
European Bank for Reconstruction
and Development, Asian
Development Bank, and the new
Asian Infrastructure Investment
Bank could have on the collective
desired outcomes. How IFIs price
this service depends on their ability
to leverage their reputation.

		Investors must foster closer relationships with
the companies they invest in and bring the
true ‘price’ of companies’ activities to the fore.
milken institute
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Back to the Basics of
Growth: Four Questions

Curtis S. Chin
Asia Fellow, Milken Institute
Trustee, World Education Services
Former U.S. Ambassador to the
Asian Development Bank

Commitments to
critical financial
and economic
reforms have
faltered as nations
emerged from the
global financial
crisis.
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With emerging market and
developing economies now
contributing by some measures
a larger share of global gross
domestic product than their
developed counterparts, more
investors are looking beyond the
United States, Europe and Japan
for the next drivers of growth.

Indonesia is a mighty long-term
contender, and the Philippines is
now among the fastest-growing
economies.

Indeed, nearly five years since I
stepped down from the board of
the Asian Development Bank,
a question asked of me by the
investment community and
policymakers persists. Which
country will be the next “BRIC”?

Yet, around the world, significant
challenges remain. Commitments
to vital financial and economic
reforms have faltered as nations
emerged from the global financial
crisis. Most recently, China took a
near-term step back from its pledge
to give a “decisive role to markets”
and instead dramatically devalued
its currency and intervened in its
Shanghai and Shenzhen stock
exchanges.

Which will emerge to join Brazil,
Russia, India and China to
capture people’s imaginations and
investment dollars? And will that
nation be in the Asia-Pacific region?

In Asia and elsewhere, we must ask
our leaders four simple questions.
Building consensus around the
answers will help us shape solutions
and address the true constraint

on economic growth — the “little
bric” of bureaucracy, regulation,
interventionism and corruption —
that too often holds back individual
businesses and organizations,
and ultimately entire nations
and economies.

1

Is our government
bureaucracy hindering
or fostering economic
growth?

Whether in Asia, the Americas,
Europe or Africa, the real fight
against bureaucracy is less about
new organization charts and the
size of government, and more
about assessing what works and
what does not. And then, it is
about getting rid of the latter.
It is not just the size, but also the
service quality, of the bureaucracy
that matters. One step forward
will entail building mutual respect
between the public and private sectors.

2

How are
regulations affecting
job creation?

Businesses and investors are often
challenged by not just too many
or too few regulations, but also by
unequal application and uneven
enforcement. A consistent, equitable
approach is crucial.
Clearly, not all regulation is
bad. Basic environmental and
labor protections are an example
of essential safeguards. But
policymakers must ask if near-term
job creation and growth are losing
out to red tape and regulatory
excess. Well-intended regulations
that limit access to capital can
also reduce the potential for
stronger growth.

Building consensus
		 around the answers will
help us shape solutions and
address the true constraint on
economic growth: the ‘little
bric’ of bureaucracy, regulation,
interventionism and corruption.

3

When is government
intervention
appropriate?

Governments, particularly in Asia,
have long been both praised and
criticized for seeking to pick winners
and losers, often distorting the
market in favor of national players.
Too often, however, government
interventions and inefficiency can
go together.
In the long run, policymakers need
to ensure interventions, if any, are
limited and a matter of last resort.
And as nations mature, what was
once seen as necessary government
involvement should be revisited as
new focus is placed on innovation
and entrepreneurship. Singapore is
an example of this.

4

What more can be
done to root out
corruption?

All governments voice the intent
to root out corruption, but longsuffering citizens are perhaps
best positioned to judge whether
progress is being made in the fight

to strengthen judicial systems,
improve rule of law and increase
transparency.
Allegations of favoritism or leniency
must be investigated, institutions
strengthened and individuals
held accountable if there is to be
confidence in leaders and systems
of governance.
At the end of the day, from
Washington to London to Beijing,
policymakers know at some level
that the prescription for growth
is simple and straightforward —
improve the bureaucracy, regulate
fairly, intervene rarely and stamp
out corruption. That prescription is
also neither “Eastern” nor “Western.”
As Asia-Pacific economies and
economic systems interact and
converge, every nation will find its
own way, but the path to success
is clear: a free, accountable and
transparent private sector that will
drive sustainable development and
job creation in the long run.
It is time to get back to the basics of
moving the global economy forward.
Let’s begin by getting the “little bric”
out of the way.

milken institute
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The Two
Latin Americas

Pierpaolo Barbieri
Chief Strategist
Brevan Howard Argentina Fund

Nations that
cultivated respect
for institutions
have reaped the
benefits. 2015 will
be a watershed
year for one that
has not.

During the commodity boom that
lasted more than a decade, the
most transformative idea in Latin
America has been rising respect
for institutions, both political and
economic. At first this might seem
like a simple idea, yet the most
powerful ones often are. The region
that witnessed recurring crises
with deep systemic effects in the
second half of the 20th century
(debt disasters, the Tequila effect,
the Argentine meltdown of 2001-02)
is now evenly divided in two — and
this year will see the beginning of a
positive transformation in one of its
key economies.
The first of these Latin Americas is
best represented by the countries
that used the benign economic
environment of the 2000s to expand
their middle classes, entrenching
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respect for market mechanisms
while developing social safety nets
where there were none. Mexico,
Peru, and Colombia are perhaps
the best examples of this Latin
America, one where local capital
markets have boomed and foreign
direct investment has helped finance
not only needed infrastructure but
also jobs and development. In this
context, the inequality that had
plagued these economies has been
reduced, underwritten by political
stability.
With the clear exception of drugrelated violence in Mexico, this
respect for institutions and the
deepening of democratic ways
has allowed for more peaceful and
sustainable development. As a
consequence, these countries are
much better positioned than most

emerging markets for a time of rising
interest rates and less plentiful global
capital. Even a cursory comparative
look at the front pages of Peruvian
or Colombian newspapers a decade
ago and today shows the depth of
the transformation and the positive
effects for their populations.
The destiny of the other Latin
America could not be more
different. Ecuador, Venezuela, and
Bolivia have moved in the opposite
direction, driven by populist politics
and heterodox economics. The
rise of the “new left” regimes in
the 2000s was not as benign in

continental figures, they were also
politically hegemonic at home. The
result is self-evident: the highest
inflation rates in the region by far,
1970s-style stagflation, international
ostracism and record low foreign
investment. In the case of Argentina
it even led to a new debt default
in 2014, driven by the Kirchner
government’s intransigence to deal
with its debt holdouts.
Perhaps more worryingly, the
late Chávez, like Rafael Correa
in Ecuador and Evo Morales in
Bolivia, changed constitutions,
repressed dissent and fought

With the clear exception
		 of drug-related violence
in Mexico, this respect for
institutions and the deepening of
democratic ways has allowed for
more peaceful and sustainable
development.
Caracas or Buenos Aires as it was
in Brasilia during the governments
of Luiz Inacio Lula da Silva. Brazil
has somehow remained stuck
between the two Latin Americas,
with large inflows into the country
and impressive growth rates during
Lula’s presidency, but dubious
progress on curbing systemic
corruption, all too obvious in light
of the Petrobras scandals.
Under the presidencies of Hugo
Chávez and Néstor and Cristina
Kirchner, Venezuela and Argentina
implemented extremely heterodox
policy mixes; these leaders of the
new left were not just dominant

freedom of the press, trampling on
the very institutions that have thrived
elsewhere.
These two Latin Americas have
therefore diverged for the better part
of the last decade. Yet 2015 will be
positively transformational in one key
respect: The presidential election
in Argentina this coming October
will put an end to the Kirchner era.
The new government in power
as of December will catalyze two
separate but intertwined transitions.
The first is a legal one, finishing a
debt restructuring that has been
incomplete for a decade. This is
a sine qua non for reversing the

country’s international ostracism.
But the second transition is
perhaps even more critical. The
next government will take decisive
steps to rectify Cristina Kirchner’s
extremely heterodox and evidently
failed economic policy.
After a decade of populism (and
depressing comparisons with the
“other” Latin America), the Argentine
electorate is tired of stagflation,
capital controls, foreign currency
controls and pressures on the
private sector. Opinion polls speak
loudly of a desire for change that
will begin to be implemented on
December 10.
Such deep political transitions do
not happen often. The last one that
took place in Argentina, in 2003,
brought the Kirchners to power.
That era is now coming to an
end, underwriting the promise of
Argentina joining the Latin America
of more successful democracy and
more sustainable development.
milken institute
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Stability and Solvency:
Obligations to Ourselves

Norman T.L. Chan, GBS, JP
Chief Executive
Hong Kong Monetary Authority

An Asian financial
leader examines
the debt dilemma
that plagues the
world economy.

Q:
Although the global
financial crisis of 2008 and the
European sovereign debt crisis
shook the world’s economies,
the Asian financial crisis of
1997-98 brought to light lessons
that apply to the financial issues
facing many nations today. What
are those?

Many people in the developed world
believed, rather mistakenly, that
financial or debt crises would be
the kind of mishaps that only occur
in the developing world. However,
considering what happened in the
U.S. and Europe in the last five
years, we have come to realize that
this belief is misplaced and that
prosperity and the good life have
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to be earned. No economies — be
they developed or emerging ones
— will be totally immune. How does
one get out from a financial crisis
caused by excessive borrowing or
leverage? The experience of Asia
demonstrates there is no easy
way out.
The hard lesson Hong Kong learned
after the bursting of the property
bubble in late 1997 is that one
needs to persevere, endure the pain
and pursue reforms that enhance
the resilience of the financial system.
Gradually, the economy will become
more efficient, increase productivity
and regain competitiveness. If this
can be done, it should be possible
to return to sustainable economic
growth.

Q: Do you think the global
economy is moving toward
substantial growth, and is GDP
growth strong enough to cover
the indebtedness facing most
major industrialized countries?

While borrowed money can make
wonderful things possible, debt
must be repaid with interest
somehow, someday. The higher the
interest rates and the longer the
duration of the debt, the more we
will have to pay back. A prudent
person or enterprise must ensure
there will be sufficient future income
to meet the payment liability arising
from the obligation. Likewise,
heavily indebted governments can
only service their debts when they
have sustained economic growth
and rising tax revenue. This would
require them to use the borrowed
funds wisely, in areas that would
bring about economic and income
growth over time.

But there is a limit, largely
determined by market forces, to
how much debt an individual or
a firm can incur. Moreover, there
is another important reason why
people as well as the politicians
elected by them would want to
continue to spend beyond their
means, even though they realize
they could not afford to repay the
debts in their lifetime. I would call
this the “collective irresponsibility”
syndrome. Precisely because the
vote is cast in anonymity, voters
will have no direct accountability
for how they vote, no matter what
the consequence of such voting
decisions are.
While many people would agree that
excessive debt and leveraging was
a major factor leading to the crises
in the U.S. and Europe, many would
still think it possible to overcome
the problems without having to
deleverage. But once an economy
falls into the trap of excessive
leverage, it is hard to get out without
going through a painful adjustment.

Governments’ Responsibility

1

Implement credible
and meaningful fiscal
consolidation

2

Allocate resources to
investments that will
renew healthy growth

3

Pursue structural reforms
that raise productivity and
enhance competitiveness

Q: Why the rise in indebtedness?

There are many narratives about
why this trend has occurred.
Perhaps the financial “deepening”
made credit much easier and
cheaper for many households,
corporations and governments to
obtain. Or financial innovation in the
form of securitization and financial
derivatives, such as credit default
swaps and collateralized debt
obligations, enabled leverage to be
amplified and distributed throughout
the financial system and beyond. At
the same time, it is far too tempting
to spend or consume now and
worry about payment later. That
explains why, in addition to public
debt, household debt has risen to
very high levels all over the world.

Q: The world seems to be in a
volatile, daunting financial state,
both on an individual basis and
at the international level. Where
does the solution lie?

Moving forward, the outlook for
the macroeconomic and financial
environment is very uncertain. It
would seem clear to many people
that the solution to excessive levels
of debt is not through borrowing
more money. It must be through
deleveraging over time in the overly
indebted sectors. For households
and corporations, they should take
precautionary measures, learn
from others’ experiences and avoid
overstretching themselves.

At the national level, three things
must be done at the same time.
First, governments must implement
credible and meaningful fiscal
consolidation programs to reduce
public spending and increase
revenue. Second, governments,
within their reduced budgets, should
allocate resources to infrastructural
and other productive investments
that could facilitate the return of
healthy growth in the medium to
long term. Third, governments must
pursue structural reforms that would
enhance the flexibility and capacity
of the labor, product and services
markets that would over time raise
the productivity and competitiveness
of the economy as a whole.
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Forging a Financial
Future for the
Asia-Pacific
Cesar V. Purisima
Secretary of Finance
Republic of the Philippines
Chair
APEC 2015 Finance Ministers’ Process

The Philippines
is taking a
leadership
role in APEC
development
efforts this year.
A top policymaker
discusses the
path to regional
integration
and inclusive
economic growth.
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This year, the Philippines hosts the
Asia-Pacific Economic Cooperation
meetings. The central agenda driving
our Finance Ministers’ Process is the
Cebu Action Plan (CAP), a roadmap
for inclusive and resilient economies
in the region. Four ideas form each
pillar of the CAP, each one serving
as both a response to current
challenges and a vision to pursue
opportunities.
Promoting Financial Integration
Financial integration in the AsiaPacific region can pave the way for
greater intraregional trade and
investment, as well as more
developed financial markets. Such
integration involves addressing the
following areas: development of
supply-chain financing; liberalization
of financial markets to allow the
entry of financial services providers

across APEC economies; capital
account liberalization to gradually
remove restrictions on foreign
exchange transactions and the Asia
Region Funds Passport to facilitate
cross-border marketing of managed
funds, foreign direct investments,
portfolio investments and other flows
while ensuring adequate safeguards;
reduction of remittance costs; and
spurring capital market development
to strengthen Asia-Pacific’s market
infrastructure and eventually link and
harmonize regulations.
For example, Asia is the world’s
wealthiest region, with 34.2 percent
of global private financial assets,
amounting to US$52 trillion (followed
by America’s 33.1 percent). Yet it
professionally manages only
US$10.6 trillion, or 15.4 percent of
global assets.1 With the current Asia

Region Funds Passport initiative to
improve efficiency, a simulation
shows that “if the current costs of
managing funds in Asia can be
lowered by only 20 basis points, a
savings of more than $20 billion U.S.
dollars per annum can be achieved.”
A good example, although not entirely
similar, was that of the European
Union before the crisis. According to
the European Central Bank, financial
integration decreased interest rates by
up to 70 percent on average in 2012
compared to 1990 levels, benefiting
households and corporations through
lower financing costs.
Advocating Financial
Transparency
The second pillar, financial
transparency, allows greater scrutiny
that leads to a more efficient use of
government resources for
development priorities such as the
provision of social services and other
crucial public goods. To this end, we
propose the development of Open
Government Data Portals among
APEC economies that will be linked
into one website.
Easily accessible public sector
information through the UK’s Open
Data initiative is valued at
approximately UK£1.8 billion.
Examples include using live data
from Transport for London in apps that
can save users time, translating to
economic value in the range of UK£15
million to UK£58 million per annum.2
Further, financial transparency will
prevent illicit financial flows and trade
underinvoicing, estimated at US$1
trillion in 2012. This is 1.3 times
larger than foreign direct investments
and 11 times larger than official
development assistance to developing
countries, according to the Global
Financial Integrity think tank.

Enhancing Financial Resilience
The third pillar is enhancing financial
resilience. This has become vitally
important after the world
experienced four consecutive
years—2011 through 2014—in
which annual economic losses
exceeded US$100 billion.
Unfortunately for APEC, the AsiaPacific region accounts for 70
percent of global natural disasters,
based on United Nations data. A
World Bank study showed that
adapting to a 2-degrees Celsius
warmer world by 2050 would cost
US$75 to US$100 billion a year,
which the developing economies of
APEC cannot spare. Thus, we must
consider disaster risk financing and
insurance mechanisms through riskpooling funds, catastrophe bonds
and disaster response financing for
rebuilding and rehabilitating
infrastructure.
Supporting Infrastructure
Development and Financing
Finally, another reality of the AsiaPacific region is the need for
connectivity. Thus, APEC leaders
endorsed the APEC Connectivity
Blueprint for 2015-2025 focusing
on physical, institutional and
people-to-people connectivity.
For our part, the Finance Ministers’
Process has already been taking
action on improving infrastructure
development and financing, with a
focus on public-private partnerships.
To further hasten and strengthen
existing PPP programs across APEC
economies, a PPP knowledge portal
and standardization of PPP terms
and practices can help to ensure
that projects are financially viable
while drawing private sector
support. If PPP project terms and
practices were standardized, APEC
firms that participate in their home

economy’s PPP project may already
have the necessary knowledge and
capability to participate in projects
throughout the APEC region. On the
other hand, APEC economies will
benefit from best practices to ensure
that infrastructure is being
developed to support expanding
trade and development. An example
of good results in this sphere is
Australia’s Rolling Stock rail project,
in which the preferred proponent
provided a bid 30 percent lower than
the public-sector comparator.3
Conclusion
APEC nations are addressing these
issues at the country level to varying
degrees and they are at varying
stages of progress. Similarly, global
factors and country-specific
circumstances also influence each
country’s needs, pace of progress
and priorities. However, as APEC
economies integrate, convergence
on these issues will be needed. For
this reason, a medium-term regional
roadmap is proposed to help guide
regional and country actions that
reflect regional and country priorities.
During its hosting of the APEC FMP
in 2015, the Philippines is actively
engaging stakeholders in ensuring
that the region’s needs and priorities
are considered. Throughout this year
to our finance ministers’ meetings
on September 10 and 11 in Cebu,
the region’s economies are coming
together to jointly shape APEC’s
evolving role, solidifying the region’s
sustainable growth and inclusive
development.
We are proud to take the lead this
year in creating an environment for
shared prosperity in the region. I
look forward to the outcome of our
September meetings and to the long
but exciting road beyond.

1. Boston Consulting Group. Perspectives 2014.
2. Deloitte. Market Assessment of Public Sector Information.
3. APEC FMM Secretariat. Infrastructure Public-Private-Partnership Case Studies of APEC Member Economies 2014.
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The Bigger Picture for
Small Business Loans

Thomas Finke
Chairman and CEO
Babson Capital Management LLC

Asset managers
once again have
an opportunity to
invest institutional
capital into the
SME segment of
the U.S. credit
market.

As the 1980s drew to a close, the
collapse of the commercial real
estate market pushed the country
into recession. The government
was forced to step in and stabilize
the financial system as widespread
failures of community and regional
banks as well as savings and
loans impacted the flow of credit

to borrowers. While regulators and
lawmakers attempted to deal with
the crisis and write new rules to
prevent a recurrence, the ability
of banks to restart certain credit
markets was impacted, and a new
source of capital was needed.
This lack of available capital through
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traditional bank financing extended
into the early 1990s, presenting
an opportunity for asset managers
and institutional investors to replace
banks as the primary source of
funding for the corporate leveraged
loan market, in particular. This market
developed alongside the high-yield
market in the 1980s, and was critical
to sustaining growth in corporate
mergers and leveraged buyouts. As
asset managers stepped in to fill
the void left by banks, the broadly
syndicated, leveraged loan asset
class emerged as a new capital
market and today is primarily funded
by institutional investors.
Crisis Rebooted
Fast-forward 25 years, and credit
markets are facing many of the
same challenges they did in the early
’90s—grappling with new post-crisis
regulations and dealing with a dearth of
lending in parts of the market. Central
banks have attempted to solve the
problem with quantitative easing (QE),
pushing interest rates to record-low
levels and leaving institutional investors
struggling to find yield.
While the low-rate environment
has allowed larger companies to
raise capital and build significant
cash balances, this has not
necessarily been the case for
smaller companies. Often referred
to as “small and medium-sized
enterprises” or SMEs, this
sector remains heavily reliant on
commercial banks as its primary
source of financing. SMEs’ access
to credit, however, is being affected
by the reduced lending appetite
of commercial banks brought on
by changes in regulations and the
passing of Dodd-Frank.
Herein lies the opportunity for some
asset managers to once again
institutionalize a segment of the
U.S. credit markets. The challenge
is efficiently investing institutional

capital into the broad and fragmented SME sector.
The Way Forward: New Thinking
For asset managers and institutional investors to lend to SMEs on a large
scale, they must develop new means of originating, underwriting and
monitoring loan portfolios. Building a new system of capital transmission
will not be without its challenges, but forward-thinking asset managers
are working to overcome them. Among these challenges and possible
solutions are:
How can asset managers profitably originate large numbers
of smaller loans directly—without bank branches or traditional
storefront infrastructure?

To efficiently originate SME transactions at such a large scale, asset
managers will need to invest, not only in local teams with on-the-ground
credit-underwriting expertise, but in new technologies that will allow
them to identify and track small and medium-sized businesses in need
of capital. Crowdfunding concepts that have emerged for venture capital
and peer-to-peer lending platforms are also likely to play a role in bringing
small businesses and institutional lenders together.
How can asset managers underwrite and monitor the credit risk of
SME issuers on a large scale?

While large corporate debt transactions are assigned credit ratings and
consumer credit risk can be assessed using FICO scores, a vacuum
exists for SMEs. The industry must develop a cost-effective way to
“risk-rate” SME debt—most likely by leveraging new technologies and
“big data.” Such methods for assessing and monitoring credit risk must
be standardized to facilitate the development of this market and allow for
broader inclusion in institutional portfolios.
How can asset managers create investment vehicles that meet the
differing needs of institutional investors?

There is no one-size-fits-all approach to delivering returns to institutional
investors. Asset managers should create investment solutions that are
transparent and cost-effective. These may take the form of closed-end
funds, separately managed accounts or even securitizations, such
as SME-focused collateralized loan obligations. This customization of
solutions segmented by risk-reward profiles will be essential to developing
a market with broad investor participation.
Ultimately, the success or failure of bridging the gap in SME lending
will depend on asset managers’ ability to create scalable and profitable
direct-lending operations, as well as investors’ willingness to invest in
new structures if offered a reasonable return profile. Small business is the
core of any economy, and credit must be present to promote sustained
economic growth. If modern regulations limit traditional banks from
operating profitably in this space, other investors must and will fill the void.
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Where Is the Prudence
in Macroprudential
Policy?
Scott Minerd
Chairman of Investments and
Global Chief Investment Officer
Guggenheim Partners

Well-intended
regulations are
limiting access
to capital—as
well as the
potential for
growth. It could
be another crisis
in the making.

Milton Friedman once said that
“when that crisis occurs, the actions
that are taken depend on the ideas
that are lying around.” After the
2008-2009 financial crisis, there
was no shortage of ideas for how to
prevent catastrophic financial events
from ever happening again. What
ultimately resulted was forceful and
wide-ranging regulatory responses
that included Dodd-Frank, the
Volcker Rule, Basel III, Solvency II,
the Federal Reserve Supplemental
Leverage Ratios… the list goes on
and on. Today, policymakers have
coined a term for the cog wheels of
overlapping regulations: They call it
“macroprudential policy.”
While you may not be familiar with
the concept of macroprudential
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policy, it is one of the most important
factors in determining the longterm growth potential of the U.S.
economy and the ability for all its
citizens to share in that growth.
Without significant adjustment,
actions taken by policymakers today
may come at a great cost to future
generations.
The rationale for macroprudential
policy is that it is in everyone’s
best interest to never face a
financial crisis like the one we did
in 2008-2009. Prior to the crisis,
policymakers believed that it was
generally hard to identify bubbles,
but that once a bubble developed
and subsequently collapsed, the
tools existed to clean up the mess.
This meant that capital, usually in

the form of credit, would sometimes
be allowed to flow to marginal
borrowers, who ultimately would
default.
In the new era of macroprudential
policy, the theory is that regulations
will restrain the availability of credit—
even to the extent that some good
borrowers may have not access to
capital—in order to avoid allowing
bad loans to exist. This means that
growth, on balance, will be lower
over the business cycle and there
will be less upward pressure on
interest rates. Credit will only be
accessible by certain borrowers,
some of whom are likely to become
overleveraged and allocate capital
into marginal investments, while
other, more speculative credits, will
have to access capital in the shadow
banking system.
The principal problem with
macroprudential policy is that the
regulation of banks’ ability to lend
has become so restrictive that
people who would normally qualify
for a mortgage or a loan or who
need capital to start a business
can’t get it. Proof of that is when
Ben Bernanke announced that he
couldn’t get a mortgage. When you
get to the point where we can’t give
the chairman of the Federal Reserve

Macroprudential
policy is one of the
most important factors
in determining the
long-term growth
potential of the U.S.
economy and the
ability of all its citizens
to share in that growth.

By restricting access
to capital only to the
wealthiest borrowers, these
policies fuel the income inequality
that is already tearing at the
fabric of our society.
a loan on his house, then regulation
has probably become too restrictive.
For macroprudentialists, however,
the risk of stalling the economy
by restricting credit is a small
price to pay for what is believed
to be a regulatory system that will
prevent catastrophic collapse. The
macroprudentialists’ argument
is that even if the current web of
regulations result in lower average
growth in the economy over time,
long-term output can still be higher
by mitigating deep downturns and
financial crises along the way. In the
real world, however, these restrictive
policies are making it more difficult
for the economy to gain traction,
to create jobs, and to invest in
productivity gains necessary for
sustainable growth. And, despite
all of this macroprudential policy,
debt continues to pile up—at 230
percent, nonfinancial sector debt to
U.S. GDP is the highest on postwar
record and climbing.
In the near term, the negative
impact of macroprudential policy
isn’t likely to be obvious. The U.S.
economy for the next few years will
likely continue to be strong. But
macroprudential policy will ultimately

lead to mal-investment, which will
result in lower levels of productivity,
making the economy less resilient
to increases in real interest rates.
As the Fed begins “lift off” later this
year or in 2016, there will be less
headroom for rate increases before
inducing a recession.
The bottom line is that a policy
that intentionally leads to a
misallocation of capital in the long
run leads to lower levels of efficiency,
productivity, and growth. That’s just
basic economics. What’s worse is
that by restricting access to capital
only to the wealthiest borrowers,
these policies fuel the income
inequality that is already tearing
at the fabric of our society. Lower
growth and greater income inequality
are the real economic crises. These
crises cannot be cured by policies
designed to prevent the economic
crises of the past. When will
policymakers awaken to this reality?
As Milton Friedman suggests, it may
take another crisis. Let’s hope that
it will not take another generation
before policymakers find ideas
“lying around” to unwind the current
cobwebs of overregulation and
set the stage for a stronger, more
equitable economy.
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Our Bet for 2030

Bill and Melinda Gates
Co-Chairs
Bill and Melinda Gates Foundation

The lives of the
world’s poor are
poised to improve
faster than at any
time in history. We
can all play a part
with our effort
and resources.
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Fifteen years ago, the two of us
made a bet that by backing
innovative work in health and
education, we could help billions
of people improve their lives.
The progress we’ve seen so far
is so exciting that we are
doubling down.

Here’s our new bet: The lives of
people in poor countries will improve
faster in the next 15 years than at
any other time in history. We’re putting
our credibility, time and money
behind this bet because we think
there has never been a better time
to accelerate progress and have a
big impact around the world.

		 We need advances in
		 technology and we need
to deliver them to the people who
need them most. We also need to
close the gender gap.

Four breakthroughs we see coming
Child deaths will
go down by half.

In 1990, one in 10 children in the world died before age 5. Today, it’s
one in 20. By 2030, it will be one in 40. Almost all countries will include
vaccines for diarrhea and pneumonia, two of the biggest killers of children,
in their immunization programs. Better sanitation will cut the spread of
disease dramatically. And we’ll help more mothers adopt practices such
as proper breastfeeding and skin-to-skin contact with their babies that
prevent newborns from dying in the first month of their lives.

Africa will
be able to
feed itself.

Today, the continent has to rely on imports and food aid to feed its people,
even though seven out of 10 people in sub-Saharan Africa are farmers.
With better fertilizer and hardier crops, African farmers will be able to
grow a greater variety of food and sell their surpluses to supplement their
family’s diet with vegetables, eggs, milk and meat. In 15 years, Africa will
still import food when it makes sense to do so, but it will also export much
more, eventually achieving a net positive trade balance.

Mobile banking
will help the
poor radically
transform
their lives.

Today, some 2.5 billion people lack access to cheap and easy financial
services. If your savings are in the form of jewelry or livestock, for example,
you can’t very well chip off tiny pieces to cover routine daily expenses.
Already, in developing countries with the right regulatory framework,
people are using their phones to store money digitally and make
purchases. By 2030, 80 percent of the adults without bank accounts
today will be doing the same. By then, mobile money providers will be
offering the full range of financial services, from interest-bearing savings
accounts to credit and insurance.

As high-speed cell
networks grow and
smartphones become
as cheap as today’s
voice-only phones,
online education
will flourish.

Of course, software will never replace teachers. But by allowing teachers
to do things like upload videos of themselves and get feedback from their
peers, it can connect them with students in new ways.

What will it take to make sure
life really does improve faster for
the poor? We need advances in
technology and we need to deliver
them to the people who need them
most. We also need to close the
gender gap. In most countries,
girls don’t go to school at the same
rate as boys, and women can’t
open a business as easily as men.
As long as sex discrimination
continues, it will be a drag on
progress for everyone.

Another crucial factor will be global
citizens — people who care about
helping those in the world’s poorest
places improve their lives and who
will hold governments and other
decision-makers accountable.
The two of us feel a responsibility
for returning the resources we have
received to society. We are trying
to do that in a way that delivers
the most benefit for saving and
improving lives. But you do not

need a large foundation to have an
impact on the world. Philanthropy’s
role is to reach the places that
governments can’t and markets
won’t. Whether your main resource
is volunteer time or hard-earned
dollars, for a relatively small
contribution, catalytic philanthropy
can make a big impact. For us it’s
proven to be the best job in the
world, as challenging and rewarding
as anything we’ve ever done.
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Gender Balance as a
Metric for Success

Helena Morrissey
CEO
Newton
Founder
30% Club

Companies
are learning to
embrace both
masculine and
feminine energies
in their quest
for excellence.
Among the UK’s
biggest firms,
for instance, allmale boards have
become a rarity.
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Smart companies know that
difference is valuable and should be
cherished. They are increasingly
aware that a balance between
masculine and feminine energies
creates better results and a healthier
corporate environment than a maledominated one that accesses only
part of our human potential. The
reality is that men and women
complement each other.
Consider that in today’s networked
world, true power is gained
increasingly through influence and
collaboration rather than by force.
Empathy, listening, building trust,
thinking about the group and
transparency are all required to build
networks. These attributes are
traditionally viewed as feminine—
though of course, many men have

them, too—but neuroscience
suggests that women are wired in
an advantageous way for today’s
world. These attributes are now
recognized as necessary for good
decision-making, creating a model
for the future.
This gives everyone a great
opportunity to make progress
in what has too often been
characterized as a fight for gender
equality. This is not a battle of the
sexes. Rather, it’s collaboration
on a shared goal, so that both
men and women can enjoy a
work environment that is more
natural, normal and productive.
Seeing the issue through this lens
has already delivered exciting results
in the United Kingdom. A major
focus for me over the past few years

has been the unfolding of the 30%
Club, a group of business leaders
(men and women) working together
toward better gender balance at all
organizational levels. In November
2010, we launched with the simple
voluntary goal of 30 percent female
directors of FTSE 100 companies
by the end of 2015. Back then, the
actual figure was just 12.5 percent.
Fast-forward four years, and 12.5
percent has jumped to 23.6 percent.
And where there were 21 all-male
FTSE 100 boards in 2010, now
there are none. (You can imagine
how intense the competition was
not to be that last one!) In the
next-biggest group of UK-listed
companies, the FTSE 250, just 23
all-male boards remain compared
with 131 in 2010.
This has been voluntary change—
businesses doing it for themselves,
without legislation.
How was such
progress achieved?
In addition to the critical recognition
that better gender balance leads to
better results, these five factors
created a replicable formula for
success:

1

A measurable
goal with a defined
timetable.

2

Political consensus
that the status quo was
unacceptable.
A cross-party review concluded
that working with businesses
rather than imposing regulations
was the best way to encourage
genuine change.

3

Change driven
by those in power—
that means the chairs and CEOs of
top companies, who are mostly
men. Their evangelism helped
transform public perception in the
UK; gender imbalance is no longer
considered just a women’s or
special-interest issue.

4

Openness
to collaboration.
The 30% Club started with an
openness about how to achieve its
goal—at the time, our approach
drew criticism, but ultimately it
contributed to our progress. After all,
nothing had worked before, so while
we had a clearly defined destination,
we had to write a new map. By
being open-source and collaborative,

we evolved as momentum developed
and moved quickly to meet the next
challenge or opportunity.

5

A concerted and consistent
series of actions and
programs, from schoolrooms
to boardrooms.
There is no single program that can
solve the problem of too few women
at the top. We need an ecosystem
that nurtures female talent and helps
organizations embed new attitudes
and approaches.

I’m confident we will build on the
progress made so far. Companies
that have yet to see this as normal
risk being left behind as talent
gravitates towards smarter
organizations. Working together
as true equals in a world created
for the benefit of us all is the path
we are now taking.
Most of all, I’m excited for my (six!)
daughters because we are heading
for a stage where they can be
themselves. My generation has had
to make compromises to fit in with
the status quo and get that seat
at the table. As the old power
order breaks down, replaced by
something much more inclusive,
the next generation needs to
contribute to this new culture.
We can get to 30% — and beyond!

The 30% Club opposes quotas.
We’re not interested in seeing a few
token women at the top; rather, we
seek sustainable change at all levels.
Setting a numerical target, like
business-plan objectives, created
a new sense of urgency and kept
the focus.
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Embracing Stewardship
and Renewing Trust

John Riady
Director
Lippo Group
Co-Founder
MatahariMall.com

What is true
leadership?
Managing assets
and resources
for the benefit
of those around
us and future
generations.
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Two important global gatherings
took place this year in Indonesia,
a place I am very blessed to call
home. Both provided the opportunity
to reflect on how we ought to
address the deficiency of trust that
confronts our institutions today.
The first gathering was the East
Asia meeting of the World Economic
Forum (WEF). The second was the
Asian-African Conference, which
celebrated the 60th anniversary
of Indonesia’s extraordinary role
in the pivotal 1955 conference in
Bandung. The Bandung conference
brought together the world’s
emerging nations in the wake of
colonialism and gave them a
collective voice in shaping policies
that had hitherto been dominated
by Western powers.

Since then, our world has seen
unprecedented change. Asia and
Africa are no longer colonized
peoples fighting for a voice, but
rather among the fastest-growing
and most dynamic regions of the
world. Today they comprise more
than half of global output. Existing
in an increasingly multipolar world
and recognizing our inevitably
interdependent and shared futures,
we must work together in spite of
our differences.
Divisive issues such as the conflicts
in the South China Sea and Ukraine
will always exist and cause tension,
but they should not be allowed to
outweigh the commitment to our
common future.

Moreover, governments no longer
hold a monopoly on power.
Technology has empowered the
individual and democratized power
across and within countries. A
complete and legitimate forum
must include non-state actors and
individuals. This new equilibrium
requires a new approach.
Our institutions, whether it be
government, religion, business or
the market, are at risk of paralysis.
This is because many do not
adequately mirror today’s reality and
over the years have depleted the
trust they once enjoyed. As a result,
our institutions no longer command
the credibility and trust required
to lead, particularly during these
changing times.
To be effective, today’s institutions
must be recalibrated to reflect this
democratization of power and
promote a more inclusive view
of collaboration across countries
and among varied stakeholders
in our societies. Organizations
like the Milken Institute and WEF
provide a platform for governments,
businesses, civil society and
academia to dialogue and commit
to finding shared solutions.
But even as we work toward
improving our institutions, it is
imperative to recognize that we
face the deeper problem of trust.
Moises Naim, formerly of Foreign
Policy magazine and the World
Bank, writes in “The End of Power”
that “those in power today are more
constrained in what they can do with
[power] and more at risk of losing
it than ever before.” We live in an
era of great change and volatility
across economics, politics, faith,
society and the environment. These
changes are testing the efficacy
and strength of our institutions to
continue to lead.

To be effective, today’s
institutions must be
recalibrated to reflect this
democratization of power
and promote a more inclusive
view of collaboration across
countries and among varied
stakeholders.
In too many countries citizens
are questioning their forms of
government, whether democratic
or otherwise, and many no longer
believe that their leaders are able to
carry out their mandates. Societies
find it difficult to trust business and
markets to fairly create and allocate
wealth and opportunities. Religion
faces an existential crisis as more
people than ever claim they do
not participate in organized religion
in its many shades. Universities,
too, have come under scrutiny for
not producing graduates with the
right skills.
The springtime WEF meeting on
East Asia, which focused on the
topic of anchoring trust, was
critical. I believe the key to a
solution is a renewed commitment
to stewardship. In other words,
recognizing that what we have—
whether as an individual, a society,
a country or a civilization—is not
ours to use as we desire, but
rather to cultivate for the benefit of
those around us and to grow for
generations to come.
This is acutely true for business,
which has attracted widespread
cynicism since the 2008 subprime

mortgage crisis. While one may
have ownership over assets and
resources, this is perhaps merely a
legal construct. More crucial is the
moral imperative that we should
strive to be better stewards of
what has been entrusted to us by
growing, innovating and enabling
our businesses to elevate the lives
of others.
For many of us doing business
in the world’s emerging markets,
where societies’ needs are greater,
we have an unparalleled opportunity
to greatly impact our surroundings
and through stewardship provide a
deeper meaning to business.
Businessman and author Paul
Laudicina inspires us when he
writes: “Society and business need
to move away from a system in
which people do good by doing
well — that is benefit others and
the planet only as a byproduct of
focusing on personal profit — to a
system in which one does well by
doing good — when providing true
leadership and service is the central
priority and financial returns and
personal enrichment are merely
the corollaries.”
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Enabling the
Energy Economy

John S. Watson
Chairman of the Board and CEO
Chevron Corporation

Meeting the world’s
growing energy
needs will require
not only trillions
in investment, but
commonsense
public policy that
allows markets
to work.

Over the past 150 years, we’ve
seen the greatest advancements in
living standards in recorded history
brought about by energy. These
advancements have delivered
light, heat, mobility, mechanized
agriculture, modern communications
and other benefits to billions of
people around the world. Along
the way, numerous consumers and
businesses have come to depend
on affordable, reliable energy to
drive economic development and
provide the goods and services the
world needs.
As we look to further advance the
world’s living standards and to
improve the quality of life for people
everywhere in the years ahead,
global energy demand will rise. In
fact, the U.S. Energy Information
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Administration projects demand
will increase roughly 40 percent
by 2035, and the world is going to
need all forms of energy — crude
oil, natural gas, coal, renewable and
nuclear — to meet it.
In the past 10 years alone, the world
has added three-quarters of a billion
people to the middle class. And the
global middle class is set to rise
from an estimated 2.3 billion people
in 2015 to nearly 5 billion by 2030.
That’s twice the population that will
need fuel for heating and cooling,
mobility, and manufacturing.
And we cannot forget the
approximately 1.4 billion people
around the world who still have no
access to electricity, and a billion
more who have access only

AT A GLANCE

Global middle class
is set to rise to

5 billion
2.5 billion
people still burn
solid fuels

1.4 billion
people still have
no access to
electricity

40%
Global energy demand will
increase roughly 40 percent
by 2035

$40,000,000,000,000
in additional investments in energy supply and
$8 trillion in energy efficiency will be required

to unreliable electricity networks.
Neither can we forget the more than
2.5 billion people who still burn solid
fuels, such as wood, crop residue
and dung, to cook their food and
heat their homes.

Over the past decade, the world
in general and the United States in
particular have seen a resurgence of
supply. As a result, many struggling
nations see the ensuing low
commodity prices as a blessing that

can provide much-needed stimulus.
Yet while today’s prices are good
for consumers, they also have
the potential to jeopardize future
investments in new production.
According to the International
Energy Agency, more than $40
trillion in additional investments
in energy supply and $8 trillion in
energy efficiency will be required
to meet the world’s energy needs
through 2035. That is equivalent to
roughly 60 percent of 2014 global
annual gross domestic product.
To ensure that sufficient capital
is invested, it’s essential that the
policies and regulations governing
the energy industry support
the continued development of
reliable and affordable supplies.
Unfortunately, there are many
examples of government
interventions in the energy
marketplace that hurt business and,
ultimately, consumers. We have seen
complicated systems of production
and price controls that have caused
artificial shortages in the past. And
in recent years, we’ve seen how
subsidizing one fuel over another
can undermine economies and
industries, which again underlines
how important it is for governments
to allow markets to work.
Energy-producing nations must
develop commonsense policy
frameworks that not only support
further development of resources,
but enable this affordable and
reliable production to reach the
market. This can be achieved only
if governments of both energyproducing and energy-consuming
nations resist the temptation
to pick winners and losers and
instead improve terms, encourage
investment through free markets,
ensure level playing fields and
develop transparent policies.
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At the Milken Institute,
we pursue research and
build relationships that
turn powerful ideas into
transformative action.
OUR RESEARCH

is objective and nonpartisan. Our ambitious
research agenda tackles the issues that
matter in a complex and interconnected global
economy. We publish reports that inform policy
and our interactive sites make data come to life.

OUR EVENTS

from the 3,500-person Global Conference to
35-person roundtables, bring together leaders
from across the aisle and around the world
because we believe the most powerful ideas are
generated when nontraditional allies join forces
to find solutions.

Add your voice to
the conversation
and help shape
the future. Join us.
MilkenInstitute.org
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collaborative solutions that will drive progress. Each center is uniquely poised to steer
policies toward practical solutions and sound decision-making.
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CENTER FOR THE FUTURE OF AGING
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and capital flows that will define the region’s future.

Promotes healthy, productive and purposeful aging.
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Advances innovative solutions to challenges facing the
state with the potential for national and global impact.

CENTER FOR JOBS AND HUMAN CAPITAL
Analyzes the dynamics that drive job creation and
workforce development.

CENTER FOR PUBLIC HEALTH
Clears roadblocks that prevent medical breakthroughs
from reaching patients sooner.

Draws on applied research, economics,
policy and communications to overcome public
health challenges.
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CENTER FOR STRATEGIC PHILANTHROPY

Identifies ways to broaden access to capital and
strengthen financial markets globally.

Improves the return on philanthropic investment by
facilitating smarter giving decisions.
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