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the asian and pacific region has recovered strongly from the 
2008/09 recession but it is not out of the woods yet. the global 
environment in 2011 is turning more difficult than that of 2010, as 
it will require dealing with a multiplicity of concurrent challenges. as 
demand from the developed world continues to remain sluggish, the 
region is being further assailed by a resurgence in food and energy 
prices, with the repercussions of a host of natural disasters in the 
region having further impacts on both economic growth and prices. 
Nevertheless, the divergence in overall growth prospects for the 
region in the coming years as compared with the developed world 
suggests a central role for the Asian and Pacific region in driving 
its own development and, at the same time, being a critical anchor 
for the global recovery from the recession. 

Sustaining Dynamism and 
Inclusive Development

“The only lasting solution for food price inflation lies in increasing
agricultural productivity ... the public distribution system
needs to be strengthened...”
Manmohan Singh, Prime Minister of India
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the region’s growth recovery has come under 
pressure in recent months from increasing price 
pressures, driven by dramatic increases in global 
food and energy prices as well as the resumption of 
robust growth after the global crisis. excess global 
liquidity has been partly responsible for the commodity 
price rises, coupled with supply disruptions in key 
producing economies due to geo-political instability 
and adverse climatic conditions. this supply-side 
inflationary pressure has disproportionately hurt the 
poorest and most vulnerable sections of society 
in the region and made the ongoing challenge 
of inclusive development an increasingly urgent 
issue. High food prices will have the greatest direct 
impact on livelihoods in developing economies but 
high energy prices may also substantially affect 
the region. eScap has estimated that high oil 
prices could lead to a reduction in growth of up 
to 1 percentage point for some developing eScap 
economies in 2011. High energy prices would 
increase the input costs for industry in the region, 
which is more energy intensive than in developed 
economies. Demand for exports from the region 
would be affected if the growth recovery in the 
developed economies is impacted, with the risk of 
some degree of “stagflation” in the developed world. 
eScap has estimated that high food and energy 
prices in 2011 may lead to as many as 42 million 
additional people in the region living in poverty. it 
is possible that up to half a decade could be lost 
in the battle to achieve the millennium Development 
Goals in many countries of the region, with poverty 
in some of the least developed countries being 
among the worst affected by the price rises. 

Another key short-term challenge for the region, 
stemming from the developed countries’ recovery 
measures to stimulate their economies, is the impact 
of the enormous liquidity injections undertaken by 
those countries to revive their economies. favourable 
growth prospects and comparatively high interest 
rates in developing economies have attracted 
large foreign portfolio inflows from international 
investors to asset markets in the region. These 
capital inflows have led to potential asset market 
bubbles in some countries and boosted demand-

side inflationary forces. Additionally, capital inflows 
have led to pressure for exchange rate appreciation, 
thereby hampering the recovery of exports from 
the region.

exacerbating these short-term threats has been 
a host of natural disasters that have afflicted the 
region in the past year. The catastrophic earthquake 
and tsunami which struck Japan in March 2011 has 
affected both the country itself and the wider region 
due to the key role of Japan in the interconnected 
Asia-Pacific economy. Other major disasters resulting 

The region’s growth recovery has 
come under pressure in recent 

months driven by dramatic increases 
in global food and energy prices

in loss of life and having a severe impact on domestic 
economies include flooding in Pakistan and the 
earthquake in New Zealand. Climatic conditions, such 
as drought or excess rainfall, have also had impacts 
on a host of food-producing economies, such as 
Australia, China, India and Kazakhstan, as well as 
economies outside the region. the reduction in food 
supply has been an important element underlying the 
rise in regional food prices. While specific natural 
disasters may be difficult to predict, overall trends 
indicate that Asia and the Pacific as a whole has 
suffered the maximum losses when compared with 
different regions of the world suffering from such 
incidents in recent decades.1 it is therefore imperative 
that the possibility of such disasters be integrated as 
a key downside risk into regional economic and social 
policymaking while adopting measures to increase 
the resilience of economies, thereby mitigating the 
effect of such shocks.

the major medium-term challenge for the region 
continues to be the slow pace of recovery of 
the developed world, as many leading developed 
countries continue to see sluggish gDp growth in 
2011. And the likelihood that these countries are 
unlikely to be as significant a growth driver for the 
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Figure 1.1.     Real growth in gross domestic product, year-on-year, in selected Asian developing economies, 2008-2010

region as before the crisis. the continuing export 
dependence on developed country markets of many 
small economies in the region will mean that growth 
rates in the region will be impacted. Conversely, an 
increasing trend of intraregional trade with markets 
characterized by large domestic demand in the region 
should provide some replacement of the contribution 
of exports to developed country markets. 

the approach to managing these challenges shares 
a common element: the need for greater regional 
cooperation. the main alternatives to economic 
growth which depends on exports to developed 
countries lie in boosting domestic demand in the 
large economies of the region and increasing 
intraregional trade in goods destined for consumption 
and investment within these economies. Regionally 
coordinated action to manage foreign portfolio 
inflows among the affected countries would be 
fruitful because any particular economy not imposing 
controls on capital may otherwise be penalized by 
the financial markets. Furthermore, as put forward 
by the Group of Twenty (G20) countries, coordination 
of exit policies, in particular of revoking deposit 
guarantees, is needed as such a measure could 
have a significant impact on the flow of capital. 
The recent lifting of blanket deposit guarantees in 

a coordinated fashion by the monetary authorities of 
Hong Kong, China; Malaysia and Singapore is an 
example of successful coordination. Regional food 
prices can be managed through the use of regional 
food reserves. the cross-country nature of many 
natural disasters makes regional cooperation critical 
in mitigating risks and impacts. In these and a host 
of other areas, it is evident that the time has come 
for the Asian and Pacific region to further integrate 
and coordinate its policies, thus not only ensuring its 
recovery and future dynamism but also supporting 
the global recovery to the greatest extent possible. 

Recovery under pressure

Stellar performance in 2010

the region witnessed a dramatic recovery in economic 
growth in 2010 following the 2008/09 recession (see 
figure 1.1). While large economies with significant 
domestic private demand weathered the crisis with 
only moderate decreases in growth, many export-
oriented economies started moving into positive growth 
territory only around the third quarter of 2009. the 
key driver of the private sector recovery for the most 
adversely affected economies in the region in 2010 
was renewed strength in the export and investment 

Source: ESCAP, with data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 10 March 2011).
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sectors, following the initial critical support to growth 
through massive fiscal stimulus packages. Exporting 
economies began their recoveries in part through 
intraregional sales to the large robust economies, 
particularly china which further spurred its domestic 
demand with significant stimulus, and eventually to 
developed economies, which saw improved demand 
from late 2009 onwards in response to their own 
stimulus policies. 

the past year has seen the recovery of the most 
adversely affected economies to pre-crisis income 
levels. Since year-on-year growth numbers in a crisis 
are influenced by the base effect of low growth 
in the previous period, absolute gross domestic 
product (gDp) numbers give a better picture of 
the extent of recovery in the region. it can be 
seen that GDP in a number of key export-oriented 
economies recovered and surpassed pre-crisis gDp 
levels during late 2009 (see figure 1.2), implying 
that the income shock at the aggregate level had 
lasted for approximately one year. 

Despite headwinds to growth emerging in 2010 due 
to the slow recovery in the developed world, growth 
for the region as a whole remained impressive in 
global terms. As was the situation in 2009, the Asia-
Pacific region was by far the fastest-growing region 

in the world, with close to double the growth rate 
of the next highest growth performers. this brings 
into stark relief the role of the region as a possible 
growth locomotive for the global economy. 

the growth impact on other regions comes from asia 
and the Pacific serving as a source of demand for 
the goods and, even more so, for the commodities 
of other regions. Since many manufactured goods 
are produced within the region as well as in the 
developed economies of the world, the main impact 
on other developing regions has come from demand 
for their commodities which are not available within 
the region. Thus, producers of manufactured goods 
in other developing regions may not obtain a 
significant lift to their growth from demand in the 
region due to a lack of competitive advantage, 
whereas commodity producers may obtain a greater 
impact. The influence of Asia-Pacific demand was 
seen during 2010, especially in Latin America 
and Africa, with increased trade and investment 
in commodity-related sectors. Asia now takes up 
to 27% of africa’s exports compared with 14% 
in 2000, with the new figure being similar to the 
ratio of africa’s exports to its traditional trading 
partners: the united States of america and europe.2 
exports of primary materials to asia were one of 
the principal factors underlying the high growth of 

Figure 1.2.     Real GDP trends in selected Asian developing economies, 2008-2010 

Source: ESCAP, with data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 24 February 2011).
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Figure 1.3.     Real GDP trends in selected developed economies, 2006-2010

Figure 1.4.     Trends in exports of selected Asian economies, January 2008 to February 2011, year-on-year

exports from the latin america and the caribbean 
region in 2010, with the region’s exports to China 
estimated to have grown by 49%.3

Coping with sluggish growth in developed 
countries 

General consumption and specifically demand for 
exports from developed economies continues to 
be restrained as the economies’ recovery process 

Source: ESCAP calculations based on data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 23 March 2011).

continues. this can be seen from the fact that 
absolute gDp in these economies has yet to recover 
to pre-crisis levels (see figure 1.3). Sluggish recovery 
in the developed world is partly responsible for the 
lower export growth numbers being witnessed in the 
region in recent months (see figure 1.4). 

growth in the united States in the fourth quarter 
of 2010 remained moderate at 2.8% (year-on-year). 
the slow recovery has emanated from the lower 

Source: ESCAP, based on data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 22 March 2011).
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consumption of households paying off their debt 
burdens, and the impacts of low house prices 
and high unemployment rates. On a similar note, 
growth in the european union in the fourth quarter 
of 2010 slowed from 2.1% in the previous quarter 
to 2.0%, with a wide diversity of performance 
among economies in the region.4 Sluggish growth 
in the united States and the european union has 
had a negative impact on export-related growth 
in Germany, the best performing major economy 
in the european union. growth in other major 
economies of the european union continues to be 
constrained by low consumption, compounded by 
fiscal retrenchment that will increasingly act as a 
drag on growth during 2011. the overall close-to-
neutral fiscal stance of advanced European countries 
in 2010 will turn contractionary in 2011.5

The growth prospects for Japan are subject to a 
great deal of uncertainty currently, as the longer-term 
repercussions of the recent natural disaster in the 
country become clearer. Prior to the disaster Japan 
was engaged in some further moderate fiscal stimulus 
measures, although concerns about the size of the 
budget deficit restricted the amount of stimulus. 
However, post-disaster reconstruction will clearly 
result in enormous additional spending, with careful 
consideration required on the appropriate financing 
mix through borrowing and revenue generation in 
order to ensure both fiscal sustainability and growth 
recovery. While reconstruction itself is likely to have 
a stimulative effect on the domestic economy and 
on the Asia-Pacific region through greater demand 
for imports, the cost of recovery will impose a 
high burden on the budget and may have serious 
macroeconomic repercussions. a raising of taxes 
to meet the reconstruction costs may dampen 
consumption while increased borrowing may result 
in rising interest rates. the short to medium-term 
concern regarding growth is also due to the possible 
impact of reconstruction on the Japanese yen. The 
immediate aftermath of the disaster saw repatriation 
and speculation regarding such repatriation of money 
back to Japan, which substantially increased the 
exchange rate for the yen. concerted action by 
the group of Seven (g-7) countries subsequently 

reversed this appreciation, although if such elevated 
levels of the yen were to re-emerge the country’s 
exports may be significantly affected. Furthermore, 
production in the economy may be reduced beyond 
normal levels for an extended period due mainly 
to energy disruption. the export sector remains 
critical to the Japanese economy in the presence of 
continued weak domestic demand, but even before 
the disaster the sector had been beset by slow 
united States demand for its high-end products both 
as direct exports and as inputs for onward export 
from china. the rate of export growth remained 
volatile throughout most of 2010, driving the sharp 
fall in quarterly gDp growth in year-on-year terms 
in the fourth quarter of 2010. 

While there is the risk of below-
baseline growth in Japan in 2011 
due to the disaster, it is expected 

that the direct impact on the region 
will be limited

While there is the risk of slowdown in growth below 
baseline in Japan in 2011 due to the disaster, it is 
expected that the direct impact on the region will be 
limited. eScap has estimated that a 1.0 percentage 
point slowdown in Japan relative to 2011 baseline 
growth would result in only a 0.1 percentage point 
slowdown for Asia-Pacific developing economies as a 
whole (see box 1.1). the economies most adversely 
affected would be Singapore (an impact of 0.24 
percentage point), Indonesia (0.16 percentage point) 
and malaysia and thailand (0.13 percentage point). in 
terms of the direct impact on export growth numbers, 
developing Asia-Pacific economies as a whole would 
see a reduction in export volume growth of 0.35 
percentage point, with the economies most affected 
being Indonesia (an impact of 0.49 percentage point), 
malaysia (0.46 percentage point) and china (0.42 
percentage point). the economies experiencing the 
greatest impact on gDp growth are those with the 
strongest trade ties with Japan and those where 
their exports to Japan are a more important driver of 
overall GDP growth. In general, the lack of substantial 
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Box 1.1. Implications of the earthquake in Japan on developing Asia

The earthquake and tsunami that took place in north-eastern Japan on 11 March 2011 resulted in a devastating death toll, massive 

destruction of property and the displacement of hundreds of thousands of people. The disaster also damaged nuclear power plants, 

resulting in several explosions and prompting the evacuation of the surrounding population.

Based on the latest news and assessments of the earthquake and tsunami damage, growth in Japan is expected to lag 0.2-0.3 

percentage points behind earlier forecasts in 2011, with the second quarter having the largest reduction in GDP growth. One of the 

major reasons that the immediate economic damage to Japan is not expected to be significant as the affected region is mostly an 

agricultural area with some raw material industries, such as oil, steel and pulp, accounting for 6.5% of the country’s GDP.   Nonetheless, 

the underlying assumption is that the national impact of the disaster will be limited so long as major economic centres such as 

Tokyo avoid prolonged disruption.  Moreover, reconstruction in the affected area should provide an economic boost in the following 

year. However, the impact of the earthquake and tsunami is likely to have longer-term repercussions in other aspects, particularly 

domestic supply-chain interruptions. These disasters produced significant aftershocks in the markets for Japanese stocks, government 

bonds and the yen. They severely interrupted the supply of nuclear power, which accounts for nearly 30% of the total electricity 

production in Japan, therefore affecting the ability of industries to maintain normal production. Information remains incomplete, but 

at least 10 reactors automatically shut down in response to the earthquake, meaning that Japan faces a potential loss of around 

15%-20% of its total nuclear energy capacity.

In assessing the implications for the Asia-Pacific region of a slowdown in Japan due to the disaster, it is expected that the impact 

on developing countries in the region should not be substantial. Overall, the ESCAP simulations in the framework of the Oxford 

Economic Forecasting model, under the assumption of the worst-case scenario that the growth of the Japanese economy would 

shrink by 1.0 percentage point from the baseline growth in 2011. This suggests that the growth impact for the developing countries 

of the Asia-Pacific region would be around 0.10 percentage point from the baseline mainly through export linkage, as exhibited in the 

decline in export volume growth by 0.35 percentage point from the baseline. Despite the overall moderate economic impact, some 

countries may be more adversely affected than others.  Based on the sensitivity analysis, Singapore may be relatively more affected 

in terms of economic growth, while Indonesia may experience a relatively greater impact in terms of export performance, due to 

the scenario of lower Japanese economic growth in 2011. It should be borne  in mind that exports for countries in the region may 

be further affected due to disruption in inputs from Japan as part of regional production chains.  

Table. Scenario: Economic growth decline of 1.0 per cent in 2011 in Japan from baseline 

Impact on economic growth Impact on export growth
china -0.12 -0.42
india -0.03 -0.20
indonesia -0.16 -0.49
malaysia -0.13 -0.46
philippines -0.09 -0.41
Republic of Korea -0.06 -0.23
Singapore -0.24 -0.28
thailand -0.13 -0.35
Developing Asia-Pacific economies -0.10 -0.35

Apart from the direct impacts of a slowdown in Japan exerted through the trade channel, the region may be affected through 

other channels. Developing Asia-Pacific countries still depend significantly on Japanese investment flows, particularly foreign direct 

investment; it remains to be seen how the disaster would affect the Japanese corporate sector and its investment decisions in the 

coming months and years.  

Source: eScap analysis.

Notes: Impacts are shown in terms of absolute percentage difference from the baseline; and impacts on exports are based on constant 
prices in dollars.
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impact on the region is related to the diminishing 
importance of Japan as an export market for the 
region. However, the effect will be significant on select 
industries, such as automobiles and electronics, due 
to disruption of supply chains, although this will be 
for a limited period. An industry that is likely to face 
a backlash from the disaster is the nuclear power 
industry as countries begin to rethink their reliance 
on this source of power generation in view of safety 
concerns. It is also likely that any slowdown in Japan 
due to the disaster will have various other impacts 
which are not considered in this analysis, such as 
a slowdown in aid disbursements and foreign direct 
investment, as both the Government and the private 
sector redirect funds home from abroad. 

Monetary policy in the United States is unlikely to 
exert a significant additional impact in supporting 
the country’s growth, while leading to substantial 
repercussions globally through depreciating the 
dollar (see section entitled Managing capital inflows). 
Quantitative easing is aimed at boosting domestic 
demand by increasing asset prices and therefore 
household wealth, encouraging borrowing through 
lowering interest rates and encouraging lending 
through increasing the amount of funds available to 
the banking sector. However, each of these avenues 
may not be effective in practice. the household 
wealth effect of increasing asset prices such as 
equities may not increase consumer spending when 
the public is still contending with the major impact of 
the housing downturn on their wealth, and because 
the increase in asset prices may be viewed as 
temporary. Quantitative easing may not increase 
lending by reducing interest rates significantly to 
jump-start borrowing, as those rates are already at 
low levels even with the inclusion of the risk premium 
to lend to individuals and companies. Such easing 
is also not appearing to increase the extension of 
credit from banks to the private sector. 

Japan has continued to undertake monetary stimulus 
through quantitative easing, having taken various moves 
during the course of 2010 and 2011 to inject funds 
into the banking sector. Such stimulus had been 
undertaken partly to revive growth in the economy  
before the recent earthquake and to maintain economic 
confidence after the disaster, as well as to exert 
downward pressure on the yen which had seen rapid 
appreciation at a time when other major currencies 
had depreciated sharply. However, as is the case in 
the United States, the concern for monetary stimulus 
as a strategy to support growth in Japan is that 
already-low interest rates could not be decreased 
substantially and that banks might be unwilling to use 
any extra liquidity to further increase the extension 
of credit to the private sector as the banks already 
possessed sufficient funds and have chosen not to 
do so. The European Union is unlikely to stimulate 
economies by monetary easing owing to its central 
bank being more concerned about potential inflationary 
pressures as a result of such measures. 

The likelihood of further stimulus in 
the developed economies to support 

growth is limited due to growing 
concerns about fiscal sustainability

The likelihood of further stimulus in the developed 
economies to support growth is limited due to 
growing concerns about fiscal sustainability. for 
example, while the United States decided on further 
stimulus measures in December 2010 the amount of 
stimulus remains limited, especially after discounting 
the extension of existing tax cuts; actual new fiscal 
stimulus measures are far lower than the headline 
figure. Such a moderate amount of new stimulus 
is unlikely to have a large effect on the speed of 
recovery. Some european union member States 
experienced the greatest pressure to consolidate 
fiscally. Early 2010 saw the onset of a sovereign 
debt crisis through a sharp increase in debt financing 
costs in some european union economies owing 
to the lack of confidence of international financial 
investors in the ability of those governments to repay 
their growing debt burdens. this has persuaded the 
imperiled Governments, as well as other economies 
under less immediate financial market pressure in 
the region, to shift from a policy of fiscal stimulus 
to drastic programmes to reduce deficits through 
spending cuts and tax increases. 
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Managing the blowback from the European 
debt crisis

the asia-pacific economies should prepare for 
possible spillovers from the public debt crisis in a 
number of european economies.6 In recent months, the 
bailouts of Greece, Ireland and Portugal, as well as 
concerns about Spain, have led to credit downgrades 
across many european economies and increases 
in the debt servicing costs of those countries. in 
response, Governments have pledged to decrease 
their levels of debt in the coming years through 
stringent programmes of budget cuts, as affirmed by 
the g20.7 Global financial markets have yet to be 
convinced that the affected countries will be able to 
reduce public debt to a level viewed as sustainable 
by the financial markets. The worst-case scenario of 
sovereign debt defaults in one or more european 
countries at some point remains a concern.

The risk for Governments in Asia and the Pacific 
lies in the possibility that any financial contagion 
would spark off another seizure in global inter-bank 

lending, arising from uncertainty regarding the extent 
to which banks in developed countries hold financial 
assets in the affected countries and the possibility of 
losses through default on some of these assets. the 
concern is that the scale of investments in financial 
products would be underestimated and that the full 
range of transmission mechanisms through which 
these products could spread contagion between 
financial institutions would not be recognized until 
it is too late. While the banking sector in most 
of the region is healthy at the domestic level, in 
some economies it is exposed to global shocks 
due to dependence on borrowings from abroad. in 
a number of economies, banks are carrying loans 
that exceed domestic deposits (see figure 1.5), 
necessitating wholesale funding from foreign banks. 
As with the subprime crisis, banking operations in 
such cases have the potential to be disrupted by 
an international credit crunch during which affected 
banks in other regions are unwilling or unable to 
engage in inter-bank lending.8 there may also be an 
impact on asset markets in the region, as affected 
financial institutions in developed countries withdraw 

Figure 1.5.     Loan-to-deposit ratios in selected Asian economies, latest available data

Sources: ESCAP, based on data from CEIC Company Limited, available from http://ceicdata.com/ (accessed 15 February 2011);  IMF, India: 2010 
Article IV Consultation-Staff Report, IMF Country Report No. 11/50 (Washington, D.C., February 2011); Kazakhstan: 2010 Article IV Consultation-Staff 
Report, IMF Country Report No. 10/241 (Washington, D.C., July 2010); and the Philippines: 2010 Article IV Consultation-Staff Report, IMF Country 
Report No. 11/59 (Washington, D.C., March 2011).

Notes: Kazakhstan data refer to May 2010. Indonesian data refer to December 2009. Philippine data refer to June 2010. Indian data refer to 2009/10. 
Republic of Korea and the Russian Federation data refer to Q3 2010. Hong Kong, China; Malaysia and Singapore data refer to October 2010.
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from portfolio investments in Asia and the Pacific in 
an attempt to cash in on profitable investments to 
offset losses that occurred during the debt crisis.

While the Asia-Pacific region currently has not been 
affected to a substantial degree by the spillover 
from the European debt crisis, it is necessary to be 
watchful as the crisis has the potential to worsen in 
the coming months, with the risk of possibly greater 
contagion. In this climate of uncertainty, policymakers 
in the region should adopt measures to protect their 
economies against contagion from the debt crisis. 
Governments that are at risk of sharp withdrawals 
of external financing and a credit crunch should 
maintain channels for rapid liquidity support to their 
financial sectors in the case of a financial shock from 
abroad. These channels, which were established in 
the wake of the subprime crisis, are currently being 
wound up following the region’s growth recovery. 
these measures will be most applicable not only to 
those economies that are exposed through foreign 
trade or external financing needs, but also to those 
that may experience excessive attention from the 
international investment community in the form of 
large inflows of speculative capital.

Exports recover strongly in 2010

Since their nadir in mid-2009, the exports of many 
Asian economies grew strongly until mid-2010, 

painting a picture of a v-shaped recovery. the 
rebound of exports that started in mid-2009 resulted 
in the quarterly value of exports returning to pre-crisis 
levels by mid-2010 in most developing economies of 
Asia (see figure 1.6). There was very little variation 
in the pace of the export rebound of the countries 
in the five subregions.9 even the countries which 
prior to the crisis followed somewhat different paths 
of export growth have started to converge towards 
the median values, such as Mongolia in East and 
North-East Asia, Armenia in North and Central Asia, 
Samoa in the Pacific and Viet Nam in South-East 
Asia. Similarly, the sectors which traditionally have 
been labelled as export-oriented, such as electric 
machinery, footwear and textiles, all grew at a similar 
pace in most of the dynamic trading economies.

it is clear that intraregional demand was an important 
factor in export recovery in the initial part of the crisis. 
the imports of china from major suppliers of parts 
and components in asian countries fell sharply and 
several months prior to the time when the united 
States began cutting its imports from china10 (see 
figure 1.7). Spurred partly by large fiscal stimulus 
measures, domestic demand in China contributed the 
vast majority of GDP growth in the economy, that 
is, 92% in 2010. Robust domestic demand spurred 
demand for imports, which grew by 38.7% in 2010,11 

thereby boosting the exports of other economies in 
the region. prior to a recovery in the exports from 

Source: ESCAP calculations based on data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 23 March 2011).

Figure 1.6.     Exports of selected Asian economies rise to pre-crisis levels
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China to the United States, the country had already 
started to increase its imports from asian countries 
(see figure 1.7),12 and countries exporting goods for 
final demand in China experienced a faster growth 
rate for exports than those exporting intermediate 
goods from the second quarter of 2009. these 
trends suggest that there have been two engines 
of growth in the recovery: one involves exports to 
economies outside the region and the supply of 
inputs to China for processing and onward export, 
and the other involves exports intended to satisfy 
final demand in China which was being fuelled by 
the strength of domestic demand during the crisis 
and supported by various stimulus packages. While 
final demand in China has played an important role 
in the export recovery of the region, the future role 
of that economy in providing an alternative source 
of final demand within the region may be lower due 
to the withdrawal of fiscal stimulus, albeit on an 
increasing trend. this outcome will be a continuation 
of the ongoing process of rebalancing the economy 
of China, without the temporary contribution of fiscal 
stimulus measures, as long-term actions to increase 
domestic consumption continue to bear fruit. 

india is playing a growing role in driving the exports 
of the region.13 Unlike China, which tends to dominate 
in manufactured exports of finished goods, India 

has always been a net importer of goods from 
countries in the region, except for the Republic of 
Korea with which it has a positive trade balance. 
As India continues to grow at robust rates, its 
imports will provide buoyant demand in the region. 
Even more significant than net trade figures in the 
region’s trade with india might be the sharp contrast 
in complementarities of competitive structure. india is 
a global leader in the export of services, especially 
commercial services; whereas the comparative 
advantage for many of the region’s trading partners 
lies in manufactures and commodities. Hence, the 
Agreement on Trade in Goods under the Framework 
agreement on comprehensive economic coopera- 
tion between the association of Southeast asian 
Nations and the Republic of India, which went 
into effect on 1 January 2010, and continuing 
negotiations in services and investments appear 
promising for regional integration. the agreement 
marks intensification of the “Look East” strategy of 
india and the need for aSean countries to engage 
with rapidly growing markets and to balance their 
relations with all major asian economic powers.

given that export growth has moderated for many 
economies in recent months, the question is the 
extent to which future export growth is likely to be 
hampered. the  relevant factors which started to 

Figure 1.7.     The role of China in the export recovery of Asia and the Pacific

Source: eScap calculations based on data from ceic Data company limited. 

Notes: Export growth rates are expressed in percentages as three-month moving averages, year-on-year. Asia-8 comprises Hong Kong, China; 
Taiwan Province of China; Republic of Korea; Singapore; Malaysia; Indonesia; Thailand and the Philippines. 
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take effect about the same time in 2009 to drive 
the export growth recovery of asian economies were 
the following: (a) the need to rebuild inventories 
in the importing developed economies, as well as 
in the asian economies which are hosting major 
components in the established global and regional 
supply chains; (b) successful measures to stimulate 
domestic demand in large regional economies, most 
importantly China; and (c) continuing competitive 
strengths of asian exporters and their ability to 
diversify.14 The stylized facts are presented in the rest 
of the section in support of these arguments.

which is relied upon by many economies in the 
region to sustain their recovery and growth, rather 
than production for the local (domestic) market. The 
exploration of trade flows prior to and during the crisis 
shows that most eScap economies saw exports 
and imports contract both globally and regionally. for 
the economies where data exist, during the recovery 
the shares in more recent months changed only 
slightly in favour of intraregional trade, particularly 
with China. However, this was in a situation of 
recovering developed country demand in 2010. if 
such demand were to stagnate, the resilience of 
intraregional demand might increase the relative 
contribution of intraregional exports. 

Intraregional flows help foreign direct 
investment to recover

the region saw strong recovery in foreign direct 
investment (FDI) flows in 2010 although performance 
across countries varied greatly. Indonesia, Japan, 
Malaysia, Thailand, the Republic of Korea and China 
recorded robust growth rates in FDI inflows of 48%, 
41%, 32%, 18%, 14% and 12%, respectively, and 
viet nam posted a 3% increase relative to that 
of the previous year. In contrast, inflows dropped 
sharply in some other countries, with a 22% drop 
in India, 14% in Pakistan and 13% in the Russian 
Federation (see figure 1.8). The good performance 
of much of the region is in contrast to that of the 
global FDI environment, which remains circumspect. 
it is expected16 that there will be a slow but steady 
recovery in global FDI flows. FDI flows in the world 
are estimated to have increased modestly to about 
$1.12 trillion in 2010 from $1.11 trillion in 2009.  
FDI flows in the region, on the other hand, are 
increasing as a result of the comparatively healthy 
growth prospects for the region and the increase 
in South-South investment flows. 

While the effects of the global crisis were felt 
most in the developed countries, which have tra- 
ditionally been the main FDI source for the region, 
developing countries in Asia and the Pacific have 
gained importance and are expected to become 
an increasingly complementary source of FDI,17 as 

The “trading-out of crisis” approach 
used in the past needs modification-

traditional markets need to be 
partially replaced by developing 
countries and by local demand

the source of recovery is of course the key factor 
in understanding how durable the export sector will 
be. Some economies in Asia, such as China, India 
and Indonesia, were able to exploit domestic demand 
to partially make up for the lack of external demand, 
but most other economies still depend on exports 
as an engine of growth. this means that access to 
“two engines of growth” is not an immediate option 
for many smaller developing economies and their 
reliance on exports will continue. export orientation 
was one of the key factors of quick rebound from 
the Asian financial crisis of 1997/98. The then most 
adversely affected asian economies were able to 
continue their expansion of exports to developed 
country markets, predominantly in the European 
Union and the United States, which were not affected 
by the (regional) crisis.15 During the 2008-2009 
crisis, it was the developed countries where demand 
collapsed, so the “trading-out of crisis” approach 
used in the past needed modification: traditional 
destination markets needed to be (partially) replaced 
by new markets of developing countries (within and 
outside the region) and by local demand. 

An important point is that, even in a switch from 
traditional to regional markets, it is still exporting 
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Source: ESCAP calculations based on data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 23 March 2011).

Note: All 2009-2010 growth rates are whole year figures, except for Kazakhstan and Malaysia which are for quarters 1-3 only.

Figure 1.8.     Percentage growth/decline of FDI inflows of selected Asian economies, 2008/09 versus 2009/10 
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Figure 1.8

described in chapter 3. comparison with 2000 data 
reveals that the Asia-Pacific region, particularly East 
and North-East Asia, has increased its share of 
FDI inflows to China in 2009, although South-East 
Asia slightly reduced its share. As a result, both 
europe and north america reduced their shares in 
2009. While asian fDi in aSean countries dropped 
from 2007 to 2009, its share in aggregated FDI 
inflows to the subregion showed an increase in 
2009 as compared with that in 2007 (see table 
1.1). The European Union and the United States, 
two traditional FDI sources for ASEAN, reduced 
both their amounts and shares of fDi in aSean 
in 2009 compared with those in 2007.

There is a growing trend of intraregional FDI inflows 
to India. The share of Asia-Pacific economies in the 
FDI inflows to India increased from 8% in 2004 to 
20% in 2010. At the same time, both Europe and 
the United States, two major sources of FDI in India, 
saw their shares decline significantly (from 36% 
to 17% for europe and from 20% to 7% for the 

United States), although both increased the amounts 
of their FDI inflows to India, especially before the 
outbreak of the recent global economic crisis. Among 
the subregions in Asia and the Pacific, South-East 
asia and east and north-east asia dominated the 
FDI inflows to India, posting an approximately 99% 
share (60% for South-east asia and 39% for east 
and north-east asia) of the total.18

Remittance flows to the Asia-Pacific region 
remain robust

The Asia-Pacific region, in comparison with other 
major remittance-receiving regions of the world, 
continued to record positive growth in remittance 
flows even during the height of the global economic 
crisis. While all other financial flows to developing 
countries in the region dropped rapidly, remittance 
flows remained resilient mainly due to the large and 
stable stock of labour migrants in a diversified range 
of host countries, including the countries belonging to 
the Gulf Cooperation Council (Saudi Arabia, Kuwait, 
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Source: ESCAP, based on data from the ASEAN Secretariat (2010).

Note: Offshore financial centres include Bermuda and Cayman Islands.

Region/economy
2007 

(millions of 
US dollars)

Share (%)
2008 

(millions of 
US dollars)

Share (%)
2009 

(millions of 
US dollars)

Share (%)

Asia 25 191 34 22 005 44 14 939 38
   Japan 8 829 12 4 658 9 5 308 13
   aSean 9 682 13 10 462 21 4 429 11
   Hong Kong, China 1 496 2 1 447 3 1 582 4
   china 1 684 2 2 110 4 1 510 4
   Republic of Korea 2 716 4 1 583 3 1 422 4
   taiwan province of china 785 1 1 745 4 688 2
European Union 17 766 24 9 520 19 7 297 18
United States 8 068 11 5 133 10 3 358 8
Offshore financial centres  4 855 7 4 664 9 4 180 11
Others 18 517 25 8 178 17 9 850 25
Total 74 395 100 49 500 100 39 623 100

Table 1.1.     Major sources of FDI inflows to ASEAN, 2007-2009

Bahrain, Qatar, the United Arab Emirates, and the 
Sultanate of Oman) and neighbouring Asia-Pacific 
economies that fared better in the crisis. Also, in 
countries such as Pakistan, government initiatives to 
promote the use of formal channels of remittances 
led to a remarkable growth in recorded remittance 
inflows. In addition, remittances for investment 
purposes would likely have increased during the 
crisis period when most Asian currencies weakened 
against the dollar. Overall, in 2010, remittance inflows 
to South Asia grew by an estimated 10.3%. Similarly, 
East Asia and the Pacific saw remittances grow by 
an estimated 6.4% to $91 billion.  

In 2010, the Asia-Pacific region remained the world’s 
largest remittance-receiving region. india and china 
were the largest remittance-receiving countries in 
the Asia-Pacific region, followed by the Philippines, 
Bangladesh, Pakistan, Viet Nam and Indonesia (see 
figure 1.9). Remittance flows to Central Asian countries 
rebounded in 2010 after experiencing a decline in 
2009. Remittances to central asian countries were 
more vulnerable to the impact of the crisis largely 
owing to their heavy dependence on the Russian 
federation as the primary migrant-receiving country. 
The loss was especially severe for Kyrgyzstan and 
Tajikistan, given their reliance on remittances. 

Remittances are especially significant for small 
economies. Among the 10 countries in the Asia-Pacific 
region with the largest remittance-to-GDP ratios in 2010, 
seven of them were least developed countries, landlocked 
developing countries or small island developing States. 
In Tajikistan, although still the country with the highest 
remittances-to-GDP ratio, the percentage dropped from 
49.6% in 2008 to 37% in 2010 due to the large losses 
in remittances as a result of the global economic crisis. 
In Nepal and Tonga, remittances became even more 
important as a result of the crisis.

In 2010, the largest year-on-year growth rates in 
remittances were experienced by nepal and the 
philippines, while in Bangladesh and Pakistan 
the growth rates slowed considerably (see figure 
1.10). The lower growth rate of remittance inflows 
in Bangladesh mirrors the drop in migrant worker 
deployment from that country. Pakistan, on the 
other hand, saw a surge of remittances in June 
and July 2010 as a response to the floods that 
devastated the country.

in looking ahead, while remittances to the Asia-Pacific 
region grew robustly in 2010, there are a number of 
factors that could have an impact on future flows to the 
region. First and foremost, the sluggish recovery and 
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Figure 1.9.     Top 10 remittance-receiving Asia-Pacific economies, 2008-2010

Source: ESCAP, based on World Bank, World Development Indicators online, 2010.

Note: Remittances refer to workers’ remittances and compensation of employees.
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Figure 1.10.     Remittance growth in selected Asian developing economies, 2008/09 and 2009/10 

Sri Lankaa

0 

5 

10 

15 

20 

25 

30 

Philippines Bangladesh Pakistan Nepal 

P
er

ce
nt

ag
e 

2008/09 

2009/10 

Figure 1.10

soft labour markets in some of the major remittance-
sending countries could weigh down the income of 
migrant workers. Also, as a result of persistently 
high unemployment in some of the traditional host 
countries, the risk of further immigration controls is 
significant. For example, in the United Kingdom of 
Great Britain and Northern Ireland, the number of 

immigrants from non-european union countries has 
been restricted, and Australia shortened the list of 
occupations under its skilled migration programme in 
an effort to reduce the intake of migrants.19 For workers 
earning an income in dollar terms, the weakening 
dollar vis-à-vis their home country currency, coupled 
with rising inflation in the Asia-Pacific region, could 
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also reduce their incentive for sending remittances 
home for investment purposes.

one of the ways to offset the impact of negative 
external factors on remittance flows is to improve the 
financial infrastructure underlying remittances. Among 
the critical issues are enhancing remittances by 
regularizing informal remittance channels, improving 
regulatory and institutional frameworks,  and reducing 
the money transfer transaction costs. migrants face 
several challenges in accessing formal financial 
institutions. Stringent identification and documentation 
requirements to open bank accounts compel migrants 
to divert a larger share of remittance transfers into 
informal channels. 

Remittances, mainly from workers, have generally 
had a huge impact on small island States. However, 
the amount remitted has fluctuated over time. Small 
States, such as Tonga, Haiti, Jamaica, the Dominican 
Republic, Cape Verde, Kiribati and Guinea-Bissau, 
were among the top 20 remittance-receiving countries 
in the world.20 in the pacific it has traditionally 
been Samoa and tonga which have been the 
largest recipients of remittances, accounting for 
about 25% of their GDP. More recently, however, 
remittances have become increasingly important in 
other Pacific islands. These include Fiji, Kiribati, 
Solomon Islands and Vanuatu. Between 2004 and 
2007, the remittance receipts of Fiji accounted for 
about 6% of its gDp. Since then the country’s 
remittance receipts declined in 2007, 2008 and in 
2009, coinciding with the global economic crisis. 
These figures, however, underestimate the true 
magnitude of receipts since they represent only 
those officially recorded. a large proportion of 
remittances is transferred through informal means 
and these support consumption and to a lesser 
extent productive investment.21

Growth outlook for 2011

Growth to moderate

growth in developing economies of the region is 
forecast to be 7.3% in 2011. it represents a decline 

compared to 8.8% achieved in 2010. the 2010 
growth rates were particularly high, partly because 
they represented a recovery from a low base or 
trough due to recession in 2009. Besides the base 
effect, the 2011 growth slowdown also reflects the 
effect of withdrawal of fiscal stimulus policies, of 
tighter monetary policy adopted in some countries to 
meet the challenge of rising inflation, and also that 
of sluggish recovery in the developed economies of 
the world. the slower growth in exports driving some 
of the growth slowdown in developing economies 
began to become evident during the course of 
2010 and this trend is expected to continue during 
2011, with impacts on other components of GDP 
growth over time, thus driving some of the overall 
slowdown in growth in exporting economies.

The Asia-Pacific region              
will remain by far                           

the most dynamic growth 
region in the world                           

in 2011

the forecast growth rate in 2011 is similar to that 
experienced by the region in the early part of the 
previous decade (see figure 1.11). A return to the 
growth rates seen before the period of pre-crisis 
debt-driven consumption in the developed economies 
would indicate the need to look to alternative 
sources of growth within the region to maintain 
the dynamism of Asia-Pacific economies. Indeed, 
the divergence between the growth forecasts (see 
figure 1.11) of the largest developing economies in 
the region and the other developing economies also 
illustrates the potential to benefit from the dynamism 
of the former.

Despite the moderation in growth in 2011, the Asia-
Pacific region will remain by far the most dynamic 
growth region in the world. As was the case in  2010, 
the Asia-Pacific region will remain the locomotive 
of global growth, with its growth rate being nearly 
one and a half times more than that of any other 
region of the world (see figure 1.12). 
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Figure 1.11.     Economic growth rates for Asia-Pacific developing economies, 2003-2011

Sources: eScap calculations based on table 1.2. 

Note: gDp growth for 2010 and 2011 are estimates and forecasts respectively.

Sri Lankaa

-4 

-2 

0 

2 

4 

6 

8 

10 

2003 2004 2005 2006 2007 2008 2009 2010 2011 

P
er

ce
nt

ag
e 

Asian and Pacific developing economies 

Asian and Pacific developing economies
(excluding China and India)

Figure 1.12.     Real GDP growth by region, 2010-2011

Sources: eScap calculations based on data from the united nations regional commissions.

 a Developing economies in the eScap region.
 b Developed and developing member countries of the european economic commission.
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Exporting economies experience greatest impact 

Subregions for which exports are a key driver of 
growth will experience the most significant moderation 
in growth, after the rapid increase of the previous 
year. South-east asia is expected to experience 
the greatest moderation in growth, from 8.1% in 
2010 to 5.5% in 2011 (see figure 1.13). Similarly, 
the economic growth rate of developing economies 

in east and north-east asia is expected to slow 
from 9.4% in 2010 to 7.9% in 2011. Conversely, 
subregions where domestic demand is important 
will see relatively solid growth performance. the 
South and South-West asian subregion is forecast 
to see growth decelerate slightly, from 7.5% in 2010 
to 6.8% in 2011. Subregions where commodities 
play a substantial role are expected to experience 
robust growth in 2011. north and central asia are 
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Sources: ESCAP, based on table 1.2.

Notes: Rates of real GDP growth for 2010 are estimates and those for 2011 are forecasts (as of 8 April 2011). Asian and Pacific developing 
economies comprise 37 economies (excluding those in North and Central Asia). East and North-East Asia in this figure excludes Japan. The 
calculations are based on the weighted average of GDP figures in dollars in 2009 (at 2000 prices).

Figure 1.13.     Real GDP growth and forecasts of Asia-Pacific economies by subregions, 2008-2011

expected to see relatively stable growth at 4.8% 
in 2011. Pacific island developing economies are 
forecast to see higher growth at 5.5% in 2011 after 
having grown by 4.3% in 2010.

large developing economies in the region will 
continue to grow strongly in 2011. the fastest-growing 
major economies in the region in 2011 are expected 
to be China and India, with estimated growth rates 
of 9.5% and 8.7%, respectively, followed by Indonesia 
at 6.5% (see table 1.2). factors that will contribute 
to their steady performance in 2011 include robust 
consumption and investment in India and Indonesia, 
both of which countries are characterized by the 
increasing wealth of their populations, and in China by 
gradually increasing consumption due to government 
measures to reorient the economy towards a more 
consumption-driven one.

after experiencing a strong rebound driven by ex- 
port growth and fiscal stimulus measures, export- 

dependent economies will experience some slow 
down in 2011. Some deceleration in the region 
in 2011 would be inevitable, given the especially 
high growth rates seen in 2010 due to the base 
effect of low to negative values of growth in 2009. 
However, the concern is that medium-term growth in 
the developed economies may remain moderate in 
coming years as the effects of stimulus end and the 
economies remain beset by low private consumption 
and high private and public debt. this indicates the 
risk that the previous growth model, which was 
dependent on exports to developed economies, may 
pose: a reduction in the growth trend for exporting 
economies in coming years. To replace this loss, 
there is a compelling need to increase intraregional 
exports in order to benefit from growth in large 
domestic demand-led economies, as well as in many 
cases to increase domestic demand in the exporting 
economies through investment, which has decreased 
substantially in many of these economies since the 
1997 Asian financial crisis (see figure 1.28). 
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Table 1.2.     Selected economies of the ESCAP region: rates of economic growth and inflation, 2007-2011

(Percentage)
Real GDP growth Inflationa 

2007 2008 2009 2010b 2011c 2007 2008 2009 2010b 2011c

East and North-East Asiad,e 6.7 2.8 -1.0 6.4 4.5 2.2 3.7 -0.2 1.2 2.4 
East and North-East Asia (excluding Japan)d,e 11.4 7.1 5.8 9.4 7.9 4.0 5.4 0.0 3.0 4.0 
    china  14.2 9.6 9.1 10.3 9.5 4.8 5.9 -0.7 3.3 4.5 
    Democratic People’s Republic of Korea -1.2 3.1 -0.9 .. .. .. .. .. .. ..
    Hong Kong, China 6.4 2.2 -2.8 6.8 4.9 2.0 4.3 0.5 2.4 4.0 
    Japan 2.4 -1.2 -6.3 3.9 1.5 0.1 1.4 -1.4 -0.7 0.6 
    Macao, China 26.0 12.9 1.3 35.0 9.2 5.6 8.6 1.2 2.8 3.4 
    mongolia 10.2 8.9 -1.3 6.1 9.0 9.0 25.1 6.3 10.1 16.0 
    Republic of Korea 5.1 2.3 0.2 6.1 4.5 2.5 4.7 2.8 3.0 3.6 
    taiwan province of china 6.0 0.7 -1.9 10.1 4.7 1.8 3.5 -0.9 1.0 1.5 
North and Central Asiad 9.1 5.9 -5.4 4.6 4.8 9.6 14.5 10.8 7.1 8.2 
    armenia 13.7 6.9 -14.2 2.6 4.0 4.4 9.0 3.4 8.2 7.0 
    Azerbaijan 25.0 10.8 9.3 5.0 5.5 16.6 20.8 1.5 5.7 7.0 
    georgia 12.3 2.1 -3.9 6.0 5.0 9.2 10.0 1.7 7.1 8.0 
    Kazakhstan 8.9 3.3 1.2 7.0 6.2 10.8 17.2 7.3 7.1 8.0 
    Kyrgyzstan 8.5 8.4 2.3 -1.4 5.0 10.2 24.5 6.8 8.0 10.5 
    Russian federation 8.1 5.6 -7.9 4.0 4.3 9.0 14.1 11.7 6.9 8.0 
    Tajikistan 7.8 7.9 3.4 6.5 6.0 21.5 20.4 6.5 6.5 9.0 
    Turkmenistan 11.6 10.5 6.1 8.0 9.5 6.3 13.0 10.0 12.0 14.0 
    Uzbekistan 9.5 9.0 8.1 8.5 8.5 12.3 12.7 14.1 9.3 10.0 
Pacificd,e 4.5 2.3 1.2 2.6 2.4 2.3 4.4 1.9 2.7 3.4 
    Pacific island developing economiesd,e 5.0 4.3 2.2 4.3 5.5 2.7 10.3 6.7 4.7 6.1 
    Cook Islands 9.5 -1.2 -0.1 0.5 2.0 2.5 7.8 6.6 3.5 4.2 
    fiji -0.5 -0.1 -3.0 0.1 1.3 4.8 7.7 6.8 4.0 3.0 
    Kiribati 0.4 -1.1 -0.7 0.5 1.8 4.2 11.0 8.4 0.8 6.7 
    marshall islands 3.3 -2.0 0.0 0.5 1.2 2.6 14.7 0.5 1.0 5.0 
    micronesia (federated States of) -0.1 -2.9 -1.0 0.5 1.0 3.6 6.8 7.4 3.5 4.0 
    nauru -27.3 1.0 0.0 0.0 4.0 2.3 4.5 2.2 -0.5 2.4 
    palau -0.5 -4.9 -2.1 2.0 2.0 3.2 11.3 5.2 3.8 4.0 
    papua new guinea 7.2 6.6 5.5 7.1 8.0 0.9 10.8 7.0 6.0 8.2 
    Samoa 2.3 5.0 -4.9 0.0 2.5 4.5 11.5 6.6 1.0 3.0 
    Solomon islands 10.3 7.3 -1.2 4.0 7.0 7.7 17.3 7.1 3.0 4.2 
    tonga -1.2 2.0 -0.4 -1.2 0.8 5.1 9.8 5.0 2.0 3.0 
    tuvalu 4.9 1.3 -1.7 0.0 0.0 2.2 10.4 0.0 -1.9 1.5 
    vanuatu 6.8 6.3 3.8 3.0 4.0 4.1 4.8 4.5 3.4 5.0 
    Developed countriesd 4.5 2.2 1.2 2.6 2.3 2.3 4.4 1.8 2.7 3.4 
    australia 4.6 2.6 1.3 2.7 2.3 2.3 4.4 1.8 2.7 3.2 
    New Zealand 3.4 -0.8 0.1 1.5 2.4 2.4 4.0 2.1 2.3 4.6 
South and South-West Asiad,f 7.6 4.7 3.9 7.5 6.8 8.3 11.4 11.0 10.3 8.6 
    afghanistan 16.2 3.4 22.5 8.9 6.8 13.0 26.8 -8.3 8.2 9.5 
    Bangladesh 6.4 6.2 5.7 5.8 6.4 7.2 9.9 6.7 7.3 7.2 
    Bhutan 17.9 4.7 6.7 6.8 7.2 5.2 8.8 3.0 6.1 7.5 
    india 9.2 6.7 8.0 8.6 8.7 6.2 9.1 12.4 11.0 7.4 
    iran (islamic Republic of) 6.9 2.5 1.5 3.0 3.5 18.4 25.4 10.8 12.0 17.0 
    maldives 7.2 5.8 -2.3 4.8 4.0 7.4 12.3 4.0 6.0 7.2 
    nepal 2.8 5.8 4.0 3.5 4.0 6.4 7.7 13.2 10.7 8.0 
    Pakistan 6.8 4.1 1.2 4.1 2.8 7.8 12.0 20.8 11.7 15.5 
    Sri Lanka 6.8 6.0 3.5 8.0 8.0 15.8 22.6 3.4 5.9 7.5 
    Turkey 4.7 0.7 -4.7 8.1 5.0 8.8 10.4 6.3 8.6 6.0 
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Sources: ESCAP, based on national sources; United Nations, Department of Economic and Social Affairs (2011). World Economic Situation and Prospects 
2011, Sales No. E.11.II.C.2. Available from www.un.org/en/development/desa/policy/wesp/wesp_current/2011wesp.pdf; IMF, International Financial Statistics 
databases (Washington, D.C., March 2011); ADB, Key Indicators for  Asia and the Pacific 2010 (Manila, 2010);  CEIC Data Company Limited; and website 
of the Interstate Statistical Committee of the Commonwealth of Independent States, www.cisstat.com, 16 February 2011 and ESCAP estimates.

 a changes in the consumer price index.
 b estimates.
 c forecasts (as of 8 april 2011).
 d Calculations are based on GDP figures at market prices in dollars in 2009 (at 2000 prices) used as weights to calculate the regional and  
  subregional growth rates.
 e estimates for 2010 and forecasts for 2011 are available for selected economies.
 f The estimates and forecasts for countries relate to fiscal years defined as follows:  2009 refers to fiscal year spanning 1 April 2009 to 31 March  
  2010 in India; 21 March 2009 to 20 March 2010 in the Islamic Republic of Iran; 1 July 2008 to 30 June 2009 in Bangladesh and Pakistan and  
  16 July 2008 to 15 July 2009 in Nepal.
 g Developing Asian and Pacific economies comprise 37 economies excluding North and Central Asia.
 h Developed Asian and Pacific economies comprise Australia, Japan and New Zealand.

Table 1.2    (continued)

Key challenges to the outlook: protecting 
growth from external headwinds

Rising inflationary pressures create further 
challenges for sustaining growth momentum

Inflationary pressures are rising in the region in 
2011 due both to the growth recovery and to price 
rises for imported food and energy. most economies 
are forecast to see an increase in inflation in 2011 
(see figure 1.14). External supply-led increases in 
food and energy prices are having a damaging 

effect on economies and on the lives of the poor 
and vulnerable (see section entitled Return of food 
and fuel crises: impacts on income and poverty). 
Furthermore, there are significant risks that the 
excess liquidity resulting from monetary easing in 
developed economies could spill over into speculative 
asset price bubbles, as well as general inflation 
and real currency appreciation due to incomplete 
sterilization of capital inflows. 

For much of the region, headline inflation rose 
in 2010. Some of the price increases were due 

Real GDP growth Inflationa 

2007 2008 2009 2010b 2011c 2007 2008 2009 2010b 2011c

  South-East Asiad 6.6 4.2 1.0 8.1 5.5 4.0 8.8 2.3 4.0 4.8 
    Brunei Darussalam 0.2 -1.9 -1.8 2.0 1.7 0.3 2.7 1.8 1.8 2.1 
    cambodia 10.2 6.7 -2.0 6.0 6.2 7.7 25.0 -0.7 4.1 6.0 
    indonesia 6.3 6.0 4.5 6.1 6.5 6.3 10.1 4.8 5.1 6.2 
    lao people’s Democratic Republic 7.8 7.2 7.6 8.0 8.3 4.5 7.6 0.0 5.4 6.1 
    malaysia 6.5 4.7 -1.7 7.2 5.2 2.0 5.4 0.6 1.7 3.0 
    myanmar 11.9 3.6 4.9 5.5 5.8 32.9 22.5 8.0 7.9 9.1 
    philippines 7.1 3.7 1.1 7.3 5.2 2.8 9.3 3.2 3.8 4.5 
    Singapore 7.8 1.8 -0.8 14.5 5.0 2.1 6.6 0.6 2.8 3.3 
    thailand 4.9 2.5 -2.2 7.8 4.5 2.2 5.5 -0.8 3.3 3.5 
    timor-leste 9.1 11.0 11.6 7.9 8.2 10.3 9.1 0.7 6.5 7.5 
    viet nam 8.5 6.3 5.3 6.8 6.2 8.3 23.1 6.9 9.0 11.0 
memorandum items:
Developing ESCAP economiesg 9.9 6.1 4.7 8.8 7.3 5.0 7.3 2.9 4.9 5.2 
    (excluding china and india) 6.0 2.7 -0.3 7.4 4.9 4.9 8.1 3.6 4.6 5.3 
    East and North-East Asia 5.8 2.0 -0.9 7.7 4.7 2.3 4.4 1.4 2.3 3.1 
    (excluding China and Japan)
    North and Central Asia 12.7 7.0 4.0 6.7 6.7 11.7 16.0 7.6 7.8 8.8 
    (excluding Russian federation)
    South and South-West Asia 5.7 2.4 -1.0 6.1 4.6 10.8 14.2 9.4 9.6 10.0 
    (excluding india)
Developed ESCAP economiesh 2.6 -0.8 -5.5 3.8 1.6 0.3 1.7 -1.1 -0.3 0.9 

(Percentage)
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Sources: ESCAP, based on table 1.2.

Notes: Rates of inflation for 2010 are estimates and those for 2011 are forecast (as of 8 April 2011). Developing economies of the region comprise 37 
economies (excluding the Central Asian countries) and the calculations are based on the weighted average of GDP figures in 2009 dollars (at 2000 prices). 

Figure 1.14.     Consumer price inflation as measured by changes in consumer price index of selected economies in the ESCAP  
        region, 2009-2011
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to normalization in economic activity, particularly 
for export-oriented economies which had seen 
sharp declines in economic activity and inflationary 
pressure during the onset of the crisis. Conversely, 
some economies where domestic demand plays an 
important role, which were less affected by slowdown 
during the crisis, continued to experience relatively 
high inflation. Inflation in a number of South Asian 
economies in 2010 was in double digits, or close to 
such a figure. High budget deficits and accomodative 
monetary policies in most South asian economies 
have contributed to high inflation. Viet Nam saw 
its inflation rate reach almost 9% in 2010, with 
import costs rising from currency devaluations and 
strong credit expansion driving domestic spending. 

Inflation in China has been a growing concern, due 
to strong domestic demand as a result of stimulus 
measures during the crisis.

In response to growing inflationary pressures, several 
economies across the region started to tighten 
monetary policy over the course of 2010 (see figure 
1.15). In economies where inflation is a pressing 
concern, such as China, India and Viet Nam, rates 
have been raised in recent months. However, for many 
other economies, such as Malaysia, the Republic of 
Korea and Thailand, inflation has not yet become a 
major issue; nevertheless, to counter growing price 
pressures, those economies also started to raise 
interest rates. Such monetary tightening will place 
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added pressure on growth in 2011, especially for 
strongly export-oriented economies that will also see 
their growth affected by relatively weak demand 
from the developed economies. 

Return of food and fuel crises: impacts on 
income and poverty

Rising food and energy prices are emerging as an 
issue of serious concern across much of the region 
in a manner reminiscent of the 2007-2008 period 
just before the onset of the financial crisis. Since 
2010, global food and oil prices have been on a 
sustained and synchronized upward trend. The Food 
Price Index of the Food and Agriculture Organization 
of the united nations (fao) in December 2010 
exceeded its previous record value that had been 
recorded in 2008 (see figure 1.16). Since crossing 
that record level, the index continued to set new 
records in subsequent months, with increasingly 
dire impacts on the livelihoods of the poor and 
causing social upheaval across the globe. Since 
2010, oil prices have also been rising rapidly (see 
figure 1.16), with increased global demand due to 
growth recovery in emerging markets coupled with 

a number of supply shocks, particularly resulting 
from geo-political instability in the middle east. While 
oil prices, which are denominated in dollars, have 
been influenced by movements in that currency, it 
can be seen that oil prices have been on a rising 
trend even when expressed in terms of a basket 
of major currencies, such as special drawing rights 
(SDRs) (see figure 1.17).

Apart from the direct impact on consumption, high 
food and energy prices have a negative impact on 
the macroeconomic fundamentals of many developing 
economies. The key macroeconomic variables 
affected include inflation, trade balance and fiscal 
balance. The obvious impact on general inflation 
of food and energy price rises, especially as such 
increases pass through from the first-round impact 
on domestic prices to the second-round impact on 
wages, would necessitate higher interest rates as part 
of the macroeconomic toolkit needed to tackle the 
issue, that would in turn adversely affect investment 
activity. For food- and energy-importing economies, 
increased import prices would lead to deterioration 
in their trade balance and consequent pressure for 
exchange rate depreciation and increased prices for 

Source: ESCAP calculations based on data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 25 March 2011).

Notes: China: policy rate (rediscount rate); India: policy rate (repo rates (Reserve Bank of India)); Republic of Korea: policy rate (base rate (Bank 
of Korea)); Malaysia: policy rate (overnight policy rate); and Thailand: policy rate.

Figure 1.15.     Policy rates in selected Asian developing economies, January 2008 to February 2011
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Figure 1.16.     Food price index and crude oil price, 2004-2011

Source: ESCAP, based on food price data from the Food and Agriculture Organization of the United Nations, available from www.fao.org/
worldfoodsituation/FoodPricesIndex/en/. Oil price (Europe: Brent spot price), available from the United States Energy Information Administration, www.
eia.doe.gov/dnav/pet/pet_pri_spt_s1_d.htm.

Figure 1.17.     Nominal oil prices in dollars and special drawing rights per barrel, January 2006 to March 2011

Source: eScap calculations based on data from ceic Data company limited (accessed 21 april 2011).

Note: Oil prices refer to the price of Brent crude.
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other imported consumption goods and inputs for 
production. the need for government assistance 
for the poor, such as through income support or 
price subsidies, would lead to deterioration in fiscal 
balances. increased use of government resources 
for managing the impact of food and energy price 
rises would lead to reduced availability of government 
funds for other policies to support growth and poverty 
reduction. the overall impact of such deterioration 
in macroeconomic fundamentals for the economies 

most adversely affected would be a dampening of 
gDp growth below potential levels. the degree of 
impact on economies would depend on a number of 
factors, such as the extent of their dependence on 
food and energy imports, the amount of government 
subsidies to offset higher food and energy prices, 
the relative importance of food based on the income 
level of the economy, and the relative importance 
of energy based on the energy efficiency of the 
economy. Under these criteria, rising food prices 
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would particularly affect a number of economies 
in the region, such as Bangladesh, Pakistan, the 
Philippines and Sri Lanka.22 Similarly, with regard 
to rising energy prices, economies in the region 
which may be severely affected include india and 
thailand.23

eScap has estimated that high energy prices would 
lead to a significant adverse impact on growth, that 
is, up to 1.0 percentage point in some developing 
Asia-Pacific economies, as well as upward pressure 
on inflation and a deterioration of current accounts 
(see box 1.2). the impacts on these macroeconomic 

Box 1.2. Economic impact of oil price increases on the Asia-Pacific region

Given the recent upward trend in crude oil prices, there are increasing concerns about the potential negative impacts on 
the oil-importing countries in the Asia-Pacific region.  Developing countries in the region are especially vulnerable to high oil 
prices as they still rely heavily on energy-intensive industries and need to import substantial amounts of oil and other energy 
commodities as essential inputs for economic production.  

Energy and food prices have risen substantially starting in the second half of 2010 as the global economy continues on its 
gradual recovery path and the economic stimulus policies, such as successive rounds of monetary quantitative easing by the 
major developed economies have resulted in increasing market liquidity, which has contributed to increasing asset and commodity 
prices. Moreover, geo-political instability in the Middle East has added further upward pressure to prices. As of March 2011, 
current levels of energy and food prices are much higher than the averages in 2010.  In order to assess the impact of higher 
energy and food prices for 2011, a “what-if” counterfactual scenario has been created under the “optimistic” assumptions of 
the Brent crude oil price being $90 per barrel and food prices increasing by 10% in 2011, with a comparison of the “current” 
baseline assumptions of the crude oil price at $105 per barrel and food prices increasing by 27% in 2011.  Overall, it was found 
that the current energy and food price increases (as in the baseline scenario) have adversely affected growth in the developing 
countries of the Asia-Pacific region compared with the what-if scenario, by 0.47 percentage point, which resulted in additional 
inflation of 1.09 percentage point, and lowered the current account-to-GDP ratio by 0.53 percentage point of GDP in 2011. 

Table a. Impacts from energy and food price increases on developing Asia-Pacific economies in 2011

Baseline scenario versus counterfactual scenario
Output growth Inflation Current account to GDP

china -0.34 0.94 -0.58
india -0.61 1.96 -0.30
indonesia -0.52 0.92 0.49
malaysia -0.47 1.10 0.65
philippines -0.79 1.24 -0.11
Republic of Korea -0.60 0.56 -0.82
Singapore -1.14 1.57 -4.98
thailand -0.50 1.11 1.20
Developing Asia-Pacific economies -0.47 1.09 -0.53

In going forward, the macroeconomic implications of high energy prices for the region should be carefully assessed in order 
to gauge the impacts, as well as to prepare appropriate and timely policies to deal with the situation.  Based on the baseline 
scenario of the crude oil price being $105 per barrel, it was estimated that if the oil price increased to $115 per barrel,  

Source: ESCAP computations in the framework of the Oxford Economic Forecasting model.
 
Notes: 
 1. Counterfactual scenario is under the assumptions of the Brent crude oil price being $90 per barrel and food prices increasing by 10% in 2011. 
 2. Baseline scenario is under the assumptions of the Brent crude oil price being $105 per barrel and food price increases being 27%  
  in 2011.
 3. impacts are shown in absolute percentage differences of baseline from counterfactual scenario (i.e. baseline scenario - counterfactual scenario). 
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Box 1.2 (continued)

overall economic output in the region would be adversely affected by 0.17 percentage point from the baseline scenario in 2011. 
However, if the average oil price level were to increase further to $130, developing Asia-Pacific countries would experience an 
even more adverse scenario, with output growth declining from the baseline by 0.47 percentage point. 

The impacts of high oil prices would also be evident in other macroeconomic indicators, particularly for headline inflation and 
the current account balance. For headline inflation, if the oil price were to increase to $115 per barrel, this would generate 
increasing inflation of an additional 0.31 percentage point. Under the scenario of $130 per barrel, overall headline inflation 
in the region would increase by an additional 0.87 percentage point. Based on these analyses, the countries most adversely 
affected in terms of inflationary impact would be Malaysia, the Philippines and Thailand. As for the impact on the current 
account balance, most developing Asia-Pacific countries have strong external balances that would support the region as a whole 
so that it is expected to remain resilient against the negative impact of high oil prices. However, oil prices ranging from $115 
to $130 would lower the current account-to-GDP position of developing Asia-Pacific countries by 0.25 to 0.73 percentage points.  
The most impact-sensitive countries are the Republic of Korea and Thailand, the current account positions of which could turn 
to deficit under the scenario of $130 oil prices. India is the major exception among the major developing Asia-Pacific countries 
in that it has been steadily recording current account deficits, so the possibility of an upward trend in oil prices could further 
worsen the external balance of India. 

Clearly, higher energy prices offer undesirable scenarios for development in the developing Asia-Pacific region. Given the 
possibility of sustained high oil prices in the coming years, it is imperative for developing Asia-Pacific countries to promote 
efficient energy consumption and to expand their energy choices to other alternative energy sources in the future.

Table b. Summary of oil price impacts on macroeconomic variables for developing Asia-Pacific economies

Source: ESCAP computations in the framework of the Oxford Economic Forecasting model.

Notes: Under the baseline assumption of the Brent crude oil price being $105 per barrel; Impacts are shown in absolute percentage 
differences from the baseline scenario.

+10 US dollars oil price increase +25 US dollars oil price increase

 Output 
growth Inflation

Current 
account to 

GDP

Output 
growth Inflation

Current 
account to 

GDP
china -0.13 0.28 -0.17 -0.36 0.77 -0.49
india -0.23 0.52 -0.16 -0.64 1.46 -0.47
indonesia -0.18 0.26 -0.06 -0.49 0.73 -0.15
malaysia -0.16 0.33 0.23 -0.44 0.92 0.68
philippines -0.27 0.39 -0.14 -0.75 1.09 -0.39
Republic of Korea -0.23 0.34 -0.16 -0.64 1.46 -0.47
Singapore -0.33 0.26 -0.24 -0.91 0.74 -0.68
thailand -0.22 0.19 -0.37 -0.62 0.94 -1.06
Developing Asia-Pacific economies -0.17 0.31 -0.25 -0.47 0.87 -0.73

variables would be through the effects of high oil 
prices on costs for domestic industries, on the price 
of imports, and on the demand for exports. The 
region and emerging economies in general are more 
energy-intensive in their production than developed 
economies, leading to a greater proportional impact 

of an oil price shock on production costs. In addition 
to the possible slowdown in production due to 
higher costs, businesses would be affected by the 
slowdown in exports to developed economies as 
a result of higher energy costs. consumers in the 
developed world are more dependent on energy 
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Source: ESCAP calculations based on data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 10 March 2011).

Figure 1.18.     Food consumer price index trends in selected Asian developing economies, January 2009 to February 2011 

than those in developing economies and therefore 
any substantial price increase would have an impact 
on consumption and therefore import demand 
from this region. There is the risk of a return of 
“stagflation” in the developed world last seen in 
the 1970s, a phenomenon which was characterized 
by low growth accompanied by high inflation. At a 
time when growth in developed economies remains 
fragile, high oil prices would have a greater impact 
on their economic growth than would be the case 
when they are experiencing relatively high growth 
rates. Additional measures required to restrain inflation 
related to energy prices would introduce an added 
constraint to growth in developed economies, such 
as higher interest rates which would further curb 
consumption and investment. Therefore, the Asia-
Pacific region may face a greater threat to its exports 
owing to high energy prices than would have been 
the case if such prices had occurred at a time of 
robust growth in the developed world. 

of even greater direct impact on the livelihoods of 
the poor and vulnerable in region would be the 
effects of rising food prices. economies in various 
parts of the region have seen their general food 
prices increase by as much as 35% since 2009 
(see figure 1.18). Higher food prices exert upward 
pressure on inflation, particularly in lower-income 
economies where such prices account for a major 

proportion of the inflation basket. For example, 
China, India, Indonesia and Thailand have CPI 
weightings of between 33% and 46% for food. 
Rising food prices have exceeded headline cpi 
numbers in many economies in 2010, representing 
a key factor in the rise in overall CPI (see figure 
1.19).24 Beyond the impact on CPI, rising food prices 
are of intrinsic concern because they represent 
a higher proportion of spending for the poorest 
citizens than for the general population, even in 
lower-income economies. the 2008 food crisis 
forced millions into destitution in asia and the 
Pacific.25 As was the case in the 2008 crisis, the 
poor, both in rural and urban areas, particularly net 
food buyers, the landless and households headed 
by females, are the most adversely affected by 
high food prices.26 

eScap has estimated that an additional 19.4 
million people may have remained in poverty due 
to increased food prices in 2010 (see box 1.3). 
High prices have prevented 15.6 million people in 
the region from emerging from poverty and have 
pushed another 3.8 million below the poverty line, 
with the result that a total of 19.4 million additional 
people are now living in poverty who otherwise 
would have been above the poverty line, had it not 
been for the onset of high food prices. eScap has 
estimated the impact on poverty of a number of 
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Figure 1.18. Food CPI movements in selected Asian developing economies, 2009 to February 2011
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Figure 1.19.     Comparison between overall and food CPI (annualized) in selected Asian developing economies, February 2010  
      to February 2011, year-on-year

Source: ESCAP calculations based on data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 10 March 2011).

Note: Data for India refer to January 2010 to January 2011.

Box 1.3. Impact of food inflation on poverty

There is little argument that food inflation has profound and wide-ranging social and economic impacts, the most fundamental 
of which is a reduction in food security and an increase in poverty in developing countries. Rising prices of staple food 
affects the poor in two ways, conditional to their status as net sellers or net buyers of staple food. It increases the income 
of households that are net sellers and adds to the hardship of poor households that are net buyers. That occurs because the 
buyers have to expend a larger share of their income on essential food with the result that less is left to expend on other 
food items which are important as complementary sources of energy and nutrients and on non-food items, including health 
and education. In general, unexpected rises in the price of staple food items have an immediate negative effect on the urban 
poor since the majority of them are net buyers of such items. However, the same is true even in rural areas, for example, 
studies of rural income-generating activities found that 91% of the rural poor in Bangladesh in 2000 were net buyers of main 
staple food items.27

At this stage it is still too early to have definitive empirical evidence of the impact on poverty of the recent rises in food 
prices. However, it is possible to estimate the magnitude of such impacts at the regional level by using data on staple food 
prices in domestic markets in 2010. The table below shows, for main urban centres in selected Asia-Pacific countries, the 
percentage increase in the price of main staple food items, above the CPI inflation, from May 2010 to January 2011, and the 
percentage of the dietary energy supply that the staples represent. For example, wheat and its products are the main staple 
foods in many North and Central Asian countries – accounting for half or more of the total dietary supply – and the price of 
wheat has increased by 14% in the Armenian capital, Yerevan, and by as much as 107% in the capital of Tajikistan, Dushanbe. 
Price increases in general were lower in the case of rice, which is the staple food in South and South-East Asia. Particularly 
important for poverty reduction is the lower increase in prices for staples in India and China – about 6% in major cities.  
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Box 1.3 (continued)

Table a. Price changes of staple food items in major cities of selected Asia-Pacific economies

The analysis presented in this box considers the countries listed in the table above and another 15 countries in the Asia-Pacific 
region, namely Azerbaijan, Bhutan, Cambodia, the Islamic Republic of Iran, Kazakhstan, Malaysia, Pakistan, the Philippines, Papua 
New Guinea, the Russian Federation, Sri Lanka, Thailand, Turkey, Turkmenistan and Uzbekistan. Together, these countries are 
home to 96% of the total population of the developing and transition countries in the Asia-Pacific region. When information 
on price changes in domestic markets was not available, information on the international prices of commodities and the share 
of the imports of staple food in total consumption was used to estimate the price changes. Based on these data on price 
changes and information on the distribution pattern and level of consumption as assessed in household surveys, it is possible 
to estimate the effect on mean consumption expenditures and hence on rates of poverty. In addition, the likely effect of high 
oil prices on GDP growth is also taken into consideration, since it is expected to slow the rate of poverty reduction.

ESCAP has estimated that high food prices in 2010 kept an additional 19.4 million people in poverty in Asia and the Pacific; 
they prevented 15.6 million people in the region from emerging from poverty and have pushed another 3.8 million below the 
poverty line. Given the economic dynamism in Asia and the Pacific, the effect on poverty of the rise in prices of staple food 
items was not an increase in the total number of poor, but a slowdown in the rate of poverty reduction. Such slowdown in 
2010 alone may result in a one-year delay for countries in the region  in the achievement of the Millennium Development 
Goal on eradicating extreme poverty and hunger.

Given the onset of high oil prices and the continued increase in food prices in 2011, estimates of further impacts on poverty were 
produced using three scenarios (see table below). In the first scenario, if the rise in prices of staple food, above the CPI inflation, 
continues in 2011 at half the rate of 2010 and the average oil price reaches $105 per barrel, there would be a slowdown in 
the rate of poverty reduction in the region, with 9.8 million people being adversely affected. Of that number, 8.3 million people 
would be prevented from rising out of poverty, while an additional 1.5 million people would be pushed into poverty. If prices 
in 2011 rise above the CPI inflation at the same rate as in 2010 and the average oil price reaches $115 per barrel – a more 

Percentage price 
change 

(real terms)

Percentage of dietary 
energy supply Staple

armenia 14 48 Wheat
Bangladesh 17 71 Rice
china  6 27 Rice
georgia 69 50 Wheat
indonesia 16 51 Rice
india  6 21 Wheat

 6 30 Rice
Kyrgyzstan 31 49 Wheat
lao people’s Democratic Republic 20 64 Rice
mongolia 38 42 Wheat
nepal 11 34 Rice
Tajikistan 107 58 Wheat
viet nam 34 62 Rice

Source: ESCAP, based on data from the FAO Global Information and Early Warning System on national basic food prices. Available from 
www.fao.org/gviews/pricetool (accessed february 2011). 

Note: Second column shows the percentage of change of prices of staple food deflated by the national consumer price index (CPI).
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possible food and energy price scenarios in 2011. 
the increase in those remaining in poverty consists 
both of those who are pushed below the $1.25 
poverty line in 2011 and those who remain under 
the poverty line in 2011 who would otherwise have 
risen above the line in 2011 without the persistence 
of high food and energy prices. 

under the most pessimistic scenario in which there 
are further increases in food inflation and oil prices, 
with staple food prices in 2011 rising above the  cpi 
inflation at twice the 2010 rate and the average oil 
price reaching $130 per barrel, an additional 42.4 
million people could remain in poverty. this would 
result in a loss of up to 5 years in the efforts of many 

countries to achieve the millennium Development 
Goal on eradicating extreme poverty, including  
least developed countries, such as Bangladesh, the 
lao people’s Democratic Republic and nepal. the 
increase would be greatest in rural areas, where 
the majority of the poor are concentrated, with an 
increase of up to 34.8 million people remaining in 
poverty, while in urban areas the increase would 
be up to 7.6 million people.  Conversely, a less 
dire situation is simulated by halving the rate of 
food price increase in 2011 above the CPI inflation 
compared with that of 2010 and assuming an 
annual average oil price of $105 per barrel. Such 
a scenario would result in an additional 9.8 million 
people remaining in poverty. 

Box 1.3 (continued) 

Table b. Millions of people adversely affected under three scenarios for different prices for staple food items and oil

Scenario 1  
Staple food inflation in 
2011 half the 2010 rate 

and $105 oil price

Scenario 2  
Staple food inflation in 
2011 same as in 2010 

and $115 oil price

Scenario 3  
Staple food inflation 

in 2011 twice the 2010 
rate and $130 oil price

Urban Rural Total Urban Rural Total Urban Rural Total
pushed into poverty 0.1 1.3 1.5 1.5 3.7 5.1 3.9 13.9 17.8
prevented to get out of poverty 1.9 6.5 8.3 2.6 12.5 15.1 3.6 21.0 24.6
total 2.0 7.8 9.8 4.1 16.2 20.2 7.6 34.8 42.4

Source: ESCAP, based on data from the FAO Global Information and Early Warning System website and World Bank’s Global Income 
Distribution Dynamics data set. 

Notes: values may not sum to total due to rounding. See freire and isgut (2011) for details about the computation of estimates of number 
of people affected under the different scenarios.

pessimistic scenario – the resulting slowdown in poverty reduction would be expected to adversely affect 20.2 million people. 
Of that number, 15.1 million people would be prevented from getting out of poverty, while an additional 5.1 million people 
would be pushed into poverty. In an alternative scenario in which there are further increases in food inflation and oil prices, 
with staple food prices in 2011 rising above the CPI inflation at twice the 2010 rate and the average oil price reaching $130 per 
barrel, the total number of poor in the region would be expected to actually increase, with 42.4 million people being affected. 
Of that number, 24.6 million people would be prevented from getting out of poverty and 17.8 million would be pushed into 
poverty. In all three scenarios, the strongest effect is expected to be in preventing people from rising out of poverty and the 
impact would be more severe in rural areas where the majority of the poor live.

If events similar to those in scenario 3 actually happen in 2011, the achievement of the Millennium Development Goal on 
eradicating extreme poverty and hunger may be postponed by half a decade in many countries of the region, including 
Bangladesh, India, the Lao People’s Democratic Republic and Nepal.

Source: ESCAP (2011a). “Rising food prices and inflation in the Asia-Pacific region: causes, impact and policy response”, MPDD Policy 
Briefs, No. 7, March 2011.
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Causes of rising food prices

Supply shocks. On the supply side, there have been 
numerous disruptions due to adverse weather events. 
Harvests of key cereals have been affected by 
adverse weather events, especially wheat production 
of major exporters, such as Canada, Kazakhstan, 
the Russian Federation and Ukraine. Wheat prices 
(see figure 1.20) were further affected by the 
announcement made by the Russian federation 
in august 2010 of an export ban. While wheat is 
not a major staple for many countries in the asia-
Pacific region, the impact of wheat prices on the 
prices for other staples, due to increased demand 
for substitutes, is of more concern. Export prices 
of Thai rice, a benchmark for Asia, rose 17% in 
the fourth quarter of 2010,28 due to strong demand 
partially related to the wheat substitution effect, as 
well as weather-related shocks in Australia, Pakistan, 
thailand and viet nam. With multiple severe weather 
events occurring across the globe, it would be 
prudent not to view such occurrences as random 
events and instead to factor such disruptions into 
projections for long-term food supplies. 

Conversion of food into biofuels. While market forces 
play a role in the price behaviour witnessed in recent 
months, additional man-made factors have exacerbated 
the price increases and therefore significantly increased 

the hardship of the poor and vulnerable. Rising 
oil prices have been one of the channels through 
which policies have contributed to further increases 
in food prices. Critically for the poor in the region, 
the increases in oil prices would indirectly lead to 
greater pressure on food prices through the channel 
of biofuels, and this would have a greater impact 
on the poor as food expenses account for a higher 
proportion of spending of the less well-off than energy 
does. the past few months have seen the return 
of the food-energy price nexus as oil prices have 
rebounded from the relatively low levels seen during 
the crisis. the impact of biofuels was discussed 
extensively in the Survey 200829 undertaken in the 
run-up to the recent crisis. Since biofuels are viable 
only when the price of oil is high, such fuels have 
begun to emerge as a competing use for grain crops 
in recent months and such pressure will increase 
with any further oil price rise. the use of biofuels 
had been encouraged in the united States during 
2010 by the extension of tax credits for ethanol 
producers; more than one third of that country’s 
corn production in the year to 31 august 2010 was 
estimated to have gone into ethanol production.30 

Role of speculation. The other key channel through 
which policies have caused the dramatic run-up in 
food prices is the growing level of financial speculation. 
It is now increasingly clear that a significant portion 

Figure 1.20.     Food price index and other selected commodities (index 1998-2000 = 100), 2007-2011

Sources: ESCAP, based on Food and Agriculture Organization of the United Nations, available from www.fao.org/es/esc/prices/PricesServlet.jsp? lang=en; 
and United States Energy Information Administration, available from http://tonto.eia.doe.gov/dnav/pet/pet_pri_spt_s1_d.htm (accessed 7 April 2011). 
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A significant portion of the increases 
in the price and volatility of food 
and energy commodities can only 
be explained by the emergence of 

a speculative bubble 

of the increases in the price and volatility of food 
and energy commodities can only be explained 
by the emergence of a speculative bubble.31 the 
argument against the existence of such speculation 
is that the massive increase in the involvement of 
financial investors in the commodity markets is only 
in response to a rising market rather than being 
the driver of the price rises. However, a number of 
observations contradict such an interpretation of the 
current situation in commodity markets. 

shocks to food and energy supplies, coupled with 
recent instances of supply cutbacks by countries that 
instituted export bans, leads to fear that supplies will 
be decreased in the future, which therefore encourages 
the entry of speculators betting on such an outcome. 
food supplies have been affected by multiple climatic 
shocks in producing countries, while oil supplies 
have been threatened by political instability in the 
middle east. the presence of speculation serving 
to accentuate changes in fundamental factors can 
be seen, for example, in the case of the wheat 
market in late 2010. The increase in wheat prices 
was far higher than that justified by the amount of 
supply curtailed by the export ban imposed by the 
Russian Federation, indicating an additional impact 
of speculation on prices.36  

this combination of greater demand at any point 
in time for commodity-based assets due to the 
presence of speculators as well as the lack of 
belief among speculators that current stock levels 
serve as a signal of future supplies can combine 
to produce periods of self-sustaining increases in 
commodity prices. Indeed, current data seem to 
point to such a situation. prices have been high for 
a range of commodities despite stocks being more 
than adequate. For example, the largest production 
of grain in history was achieved in 2009, but grain 
prices remained elevated that year.37 this situation 
indicates that, in the presence of the current regime 
of unbridled speculation in commodity markets helped 
by massive injection of liquidity, the relationship 
between prices and demand and supply is not 
operating as would otherwise be expected. 

the current pressures for speculation are perhaps 
even more severe than in the previous period of 
food price rises immediately preceding the financial 
crisis. the massive liquidity expansion resulting from 
easy money policies in the advanced countries in 
the aftermath of the crisis and the lack of faith in 
paper money assets of the developed world due to 
these policies are creating both an increasing stock 
of investible funds and increasing interest in assets 
based on tangible goods, such as commodities, 
including gold and other metals. 

First, the recent volatility in global prices of items 
traded on commodity/financial markets cannot be 
explained solely by movements in demand and 
supply.32 the extent of price variation in such a short 
time suggests that such movements could not have 
been created by only short-term changes in supply 
and demand, especially as in world trade the effects 
of seasonality in a particular region are countered 
by supplies from other regions, and in any case, 
there was not a correspondingly significant change in 
global supply and utilisation for these products over 
this period.33 Second, the sheer weight of demand 
from the new investors in the commodity markets is 
creating a situation of persistent increase in demand 
for commodity-based assets as compared with the 
situation in the past.34 A key factor underlying the 
ability of purely financial investors to enter commodity 
markets was the Commodity Futures Modernization 
Act of 2000 in the United States, which broke the 
link between investment and eventual physical delivery 
of products by permitting traders to take long-term 
speculative positions through the rolling over of futures 
contracts.  commodity investments have reached levels 
not seen even before the start of the financial crisis, 
with commodity assets under management by financial 
investors crossing the $300-billion mark for the first 
time in July 2010.35  Third, the increasing number of 
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cooperation. Regulation of commodity markets should 
be stepped up in order to prevent speculation. in 
particular, it is important that previously unregulated 
over-the-counter derivative trades be carried out in 
public exchanges and that speculative position limits 
(total number and value of contracts for a given 
commodity) be established and applied equally to all 
investors.39 Such measures are part of the Dodd–
Frank Wall Street Reform and Consumer Protection 
Act  passed in 2010 by the United States; however, 
the challenge will lie in ensuring the implementation 
of such measures. Moreover, further measures will 
be required to effectively dampen the quantum of 
speculation. legislation in the united States will 
not be enough, as a significant degree of financial 
investment in commodity markets is conducted in other 
economies, such as the European Union. While the 
european union is also debating legislation in this 
sphere, similarly strict criteria and implementation will 
be required in order to make the legislation effective, 
and there remains the risk that trading will move to 
other jurisdictions. Therefore, global legislation would 
also be necessary as a next step, through forums 
such as the united nations or g20.  

Second, buffer stocks of food grains should be 
established and utilized in a countercyclical manner 
to moderate price volatility. Third, public distribution 
systems should be strengthened to protect the 
vulnerable sections of the population from the 
effects of spiraling prices for food items, besides 
reducing prices through lowering tariffs and taxes. 
Social protection should be strengthened through 
the distribution of food vouchers or targeted income-
transfer schemes in order to minimize the impact 
on the poor due to the higher expenditures people 
must make for food.40 mid-day meal schemes in 
schools, as implemented in certain parts of the 
region such as in India, are important means for 
protecting the nutritional security of children.

Finally, in the medium term, efforts should be made 
to deliver a supply response through reversing the 
neglect of agriculture in public policy by enhancing 
support for agricultural research, development and 
extension and providing easier access to credit and 

The importance of non-demand 
pull factors in explaining food price 
increases leads to concerns about 

utilizing monetary policy as the main 
tool to combat such increases

the dangers of commodity price changes due to 
speculation are two-fold: first, that the increase in 
prices above and beyond the situation dictated by 
supply and demand will lead to an added burden 
for the poor, and second, the increased volatility 
of food prices due to speculation will lead to the 
likelihood of more extreme falls in prices when the 
market misjudges the impact of supply curtailments. 
For example, sugar has gone through a rollercoaster 
ride in 2010 as prices first rose to record highs in 
March due to poor harvest warnings for Brazil and 
India, followed by a halving of prices a month later 
after production estimates were scaled upwards.38 
Such sharp volatility negatively affects farmers 
who make their planting decisions on price signals 
from the markets, which may prove to be fleeting 
indicators; they thereby suffer eventual losses when 
harvesting their crops. 

Addressing the challenge of rising food prices

the importance of non-demand pull factors in explain- 
ing food price increases leads to concerns about 
utilizing monetary policy as the main tool to combat 
such increases. monetary policy will be necessary 
for authorities in some cases depending on the 
degree of pass-through of food price inflation to other 
product prices due to higher costs from commodity 
inputs and higher food price-related wage demands. 
However, apart from managing inflation pass-through, 
measures are also required to address the root 
causes of food price rises. an appropriate approach 
for policymakers to deal with rising food prices would 
be to address explicit supply-side factors.

Need for regulation of speculative activity. First, 
financial speculation in international commodity 
prices should be addressed through international 
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other inputs in order to foster a new, knowledge-
intensive “green revolution”. This would also make 
agriculture more environmentally resilient while 
enhancing agricultural productivity.41 

At the regional level, there is scope for cooperation 
in establishing regional food stocks for use in manag- 
ing price shocks. An example of such a scheme is 
the rice reserve initiative of aSean+3. in response to 
the climate of rising price pressure, ASEAN member 
countries plan to formally establish a permanent 
ASEAN+3 rice reserve in October 2011, as a follow-up 
to their ongoing east asia emergency Rice Reserve 
pilot project.42 The plan foresees a total of 787,000 
tons of rice for the reserve fund committed by the 
aSean countries and the three east asian countries in 
aSean+3. another positive initiative is the agreement 
made by the South asian association for Regional 
cooperation (SaaRc) in april 2007 to establish the 
SAARC Food Bank. It would maintain food reserves 
and support national as well as regional food security 
through collective action among member countries. 
The SAARC Food Bank would also foster intercountry 
partnerships and regional integration.

on knowledge through international cooperation is 
the new Rice for africa (neRica) programme of 
what is now known as the Africa Rice Center. In 
1994 the neRica programme developed a new 
rice variety combining the best traits of african and 
Asian rice varieties. As a major collaborative project, 
it involved institutions in 17 african countries and 
CGIAR, with support from the Government of Japan 
and other multilateral donors. as a result of the 
growing demand for NERICA rice, cultivated areas 
have been extended to more than 200,000 hectares 
in West and Central Africa, exposing hundreds of 
thousands of african farmers to the new crop and 
associated technologies, and significantly increasing 
african rice production. South-South and triangular 
cooperation can play an equally important role in 
fostering the second green revolution in asia and 
the Pacific. 

Managing capital inflows

the asia-pacific region is being buffeted by the 
impact of the accommodative monetary policies 
undertaken by developed economies as part of their 
programmes to recover from the recent crisis. the 
resulting low interest rates in those economies are 
pushing investors towards developing economies, 
including those in this region. these economies 
are attractive because of the better yields offered 
by their currencies owing to the comparatively high 
interest rates in the region, as well as the potential 
capital gains to be realized from asset investments 
due to the relatively better growth prospects of asia-
Pacific economies. The scale of potential pressure 
for regional economies can be seen from the 
disproportionate size of the global fund management 
industry as compared with the size of most regional 
economies. the quantum of total global funds under 
management was estimated at $61.6 trillion in 2008,43 
representing about 100% of global gDp.

Other than reallocation of existing funds by financial 
institutions, there is once again the burgeoning “carry 
trade”, using borrowings in foreign currencies, such as 
the Japanese yen, the Swiss franc and to a certain 
extent the dollar, to invest in higher-yielding currencies 

South-South and “triangular” 
cooperation on knowledge and 

technology transfer could play a 
key role in improving the region’s 

agricultural productivity

Finally, South-South and “triangular” cooperation 
on knowledge and technology transfer could play 
a key role in improving the region’s agricultural 
productivity. For example, the system of institutes 
comprising the consultative group on international 
Agricultural Research (CGIAR), which includes the 
international Rice Research institute in the philippines 
and the international crops Research institute for 
the Semi-Arid Tropics in India, have generated new 
knowledge and technology in agriculture and made it 
available to national agricultural research systems for 
adaptation to their geoclimatic conditions. one recent 
success story in agricultural transformation based 
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in both developed and developing countries. in the 
initial months of the crisis, risk aversion led to a 
reversal of the carry trade as investors reverted 
to so-called safe havens, such as the dollar and 
yen, despite the low yields of these currencies. The 
lowering of interest rates by countries with high-yield 
currencies further accelerated this reversal. However, 
with a perception among investors of greater stability 
in global financial markets, the search for high yield 
has led to a resumption of pre-crisis carry-trade 
trends, with the destination of choice now being 
emerging markets. While the size of the current carry 
trade is difficult to measure with certainty, estimates 
put it at around $750 billion, approaching the size 
of the previous carry trade at its peak between 
2004 and 2007.44 apart from a pure carry trade to 
take advantage of yield differentials, investment in 
financial assets in the region is also being driven 
by prospects for increases in asset values due to 
comparatively higher economic growth in the region, 
and expected gains from appreciation in exchange 

rates. interest rate arbitrage is seen most clearly in 
the case of economies with liberalized debt flows 
such as those in the middle-income east asian 
economies, whereas economies such as India 
with restrictions on debt inflows have seen foreign 
inflows concentrated more in equity markets in 
order to take advantage of good domestic growth 
prospects. For example, in 2010, India recorded net 
equity investments by foreign institutional investors 
of $28.8 billion compared with debt investments of 
$10.2 billion.45

Equity markets in many economies of the region, for 
example in the Republic of Korea, the Philippines 
and Thailand, are already at their pre-crisis peaks 
or have crossed them (see figure 1.21). Foreign 
investor interest in equity markets of the region is 
reflected in booming inflows to Asian equity funds 
(excluding Japan), which stood at $45 billion in 2010, 
with the greatest interest being in China and India, 
while developed market equity funds saw an outflow 

Source: ESCAP calculations based on data from CEIC Data Company Limited, available from http://ceicdata.com (accessed 11 February 2011).

Note: The equity market of each country is noted within parentheses in the legend.

Figure 1.21.     Equity market performance in selected Asian economies, January 2008 to February 2011
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the immediate impact on economies in the region 
of the deluge in foreign capital flows has been steep 
rises in currency values. While many economies in the 
region have current account surpluses which would put 
upward pressure on exchange rates, economies are 
experiencing additional currency appreciation pressure 
due to capital inflows. Most major currencies in the 
region have risen significantly since 2009 (see figure 
1.23). For example, since the period from January 
2009 to 1 March 2011, Indonesia, the Republic of 
Korea, India and Singapore have seen real effective 
exchange rate appreciations of 20.1%, 15.9%, 10.7% 
and 7.5%. A number of countries, such as India, 
Indonesia and Singapore, are witnessing real effective 
exchange rates which have already exceeded their 
pre-crisis values. Surpluses in both the current 
and financial accounts have resulted in a massive 
accumulation of foreign exchange reserves (see figure 
1.24). of particular concern is the fact that capital 
flows are leading to appreciation pressures even on 
economies with rising current account deficits such 
as India. Rising currencies make it an even more 
difficult task to address the challenges of a current 
account deficit for macroeconomic stability.48

given the large degree of similarity in export structures 
of several countries in the region, the different 
extent of appreciation of currencies would result in 
changing relative competitive positions and thereby 
affect export performance. To avoid this, a certain 

of $62 billion.46 While price-earnings ratios in the 
region remain relatively low by historical standards, 
the steep rise in equity prices for a number of 
economies indicates the possibility of bubbles building 
up where equity prices are driven by unreasonable 
expectations of corporate earnings growth. 

eScap analysis of the impact of short-term capital 
flows indicates the role of such flows in building 
up possible asset bubbles. the economic impact of 
short-term capital flows on a number of variables 
for china and india during the period between 
1999:Q1 and 2010:Q3 were assessed using the 
vector auto regression method. Short-term capital 
flows were seen to have a particularly long-lasting 
and significant impact on asset prices in these two 
economies (see figure 1.22).

another asset class which has seen steep rises 
is property, both in emerging economies such as 
China, as well as high-income economies, such as 
Hong Kong, China; and Singapore. The Asia-Pacific 
region as a whole has seen the highest price rises 
of all regions and a number of economies have 
seen property price increases among the highest 
in the world up to the third quarter of 2010, with 
Hong Kong, China seeing the highest increase in 
the region (21.3% compared with that of a year 
earlier), followed by China (21.1%) and Singapore 
(20%).47 

Response of stock market index  to portfolio shock (India)Response of stock market index to portfolio shock (China)

Source: eScap analysis. 

Note: Response to Cholesky One S.D. Innovations  2 S.e.

Figure 1.22.     Response of asset prices to short-term capital flows for China and India 
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Figure 1.23.     Real effective exchange rates for selected Asian developing economies, January 2009 to February 2011

Figure 1.24.     Foreign reserves (excluding gold) in selected Asian developing economies, December 2007 to January 2011

Source: ESCAP calculations based on data from Bank for International Settlements database, available from http://www.bis.org/statistics/eer/index.
htm (accessed 14 april 2011).

Note: a positive trend represents appreciation and vice versa.

Sources: ESCAP calculations based on data from IMF, International Financial Statistics online, available from www.imfstatistics.org/imf/ (accessed 
10 march 2011).
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degree of coordination of exchange rate policies 
is desirable. The recent harmonized movement of 
exchange rates of some countries suggests that 
such de facto coordination may already exist. 

Protectionist trade policies, such as subsidy pro- 
grammes and other forms of preferential treat- 

ment given as part of bailout packages in many 
developed countries, could also significantly alter 
competitive conditions in international markets. As 
fiscal consolidation proceeds in many developed 
economies, there may be an additional temptation 
to replace subsidies and preferential treatments 
granted in bailout programmes with new trade 
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barriers. Such a scenario of heightened global 
protectionism is a major concern for the region 
as it would significantly jeopardize global export 
recovery and growth.

economies have attempted to insure themselves 
against the risk of sudden capital outflows by 
building up foreign exchange reserves which can 
be used to defend currencies suffering from capital 
withdrawal. Despite the high level of reserves in 
many economies in recent months, there remains 
the possibility that the quantum of reserves may not 
be sufficient to defend currencies in the case of 
sudden capital outflows. The vulnerability yardstick 
developed by eScap49 indicates that the reserves of 
a number of countries are substantially exceeded by 
their overall gross external liabilities which are most 
clearly reversible and measurable (see figure 1.25). 
These liabilities are short-term debt, the stock of 
portfolio inflows and the magnitude of imports over 
three months. The message is that, even though 
reserves may appear substantial, their adequacy 
can be deceptive in view of the scale of various 
portfolio inflows into the economies of the region. 
Apart from not being a guaranteed insurance policy, 

building up reserves is also a costly and second-
best solution for managing capital inflows. Holding 
reserves is costly because of potential exchange 
rate losses as well as the loss in interest income 
incurred from having to invest the funds in foreign 
currency assets that earn low interest. 

economies in the region are becoming receptive 
to the view that another solution to managing the 
deluge of inflows and the consequent risks of 
outflows lies in various forms of capital controls, 
as recommended by ESCAP,50 which alerted policy- 
makers to the incipient capital heading for the 
region’s shores and recommended the application of 
controls. it is increasingly accepted that a completely 
open capital account may not be appropriate from 
a cost-benefit analytical viewpoint,51 particularly since 
research has suggested that the benefits of such 
openness are ambiguous.52 Such controls become 
even more critical when economies are adopting 
high interest rate policies thereby increasing the 
attractiveness of the country as a destination for 
capital flows seeking to benefit from interest rate 
arbitrage. Thus, increased capital flow may neutralize 
the effects of interest rate increases. a number 

Sources: ESCAP calculations based on data from IMF, International Financial Statistics online, available from www.imfstatistics.org/imf/ (accessed 
5 April 2011); World Bank, Quarterly External Debt Statistics databases (accessed 26 February 2011); and CEIC Data Company Limited, available 
from http://ceicdata.com (accessed 12 april 2011).

Note: The vulnerability yardstick is the sum of short-term debt, imports of the last quarter of the year and stock of equity and debt portfolio capital. 

Figure 1.25.     Vulnerability yardstick as a percentage of foreign reserves in selected Asian economies, latest available data Sri Lankaa
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of developing economies as well as multilateral 
institutions,53 both within and outside the region, 
have now realized the value of such controls and 
have imposed various forms of capital restrictions 
in recent months. indonesia recently implemented 
controls, including a one-month minimum holding 
period for certain securities. in the Republic of 
Korea limits have been placed on currency forward 
positions and equity option contracts, and a tax 
was reimposed on earnings that foreigners make 
on government bonds, while Thailand imposed a 
15% withholding tax on foreign holders of bonds 
(see table 1.3). 

the recent controls in the region have been 
designed to reduce the attractiveness of certain 
types of inflows, such as foreign bank borrowing 
and short-term bonds. these sectors have been 
viewed as the most attractive for investors in 
particular country cases. the intention of the controls 
is to move investors towards long-term holdings of 
assets in these sectors. However, there remains 
the risk that volatility will not decline as a large 
quantum of reversible capital flows will continue to 
be attracted into these countries in spite of the type 
of controls being implemented. this is because the 

inherent attractiveness of these countries is due to 
the growth and interest rate differentials with the 
developed world, which are expected to persist for 
a long period. It is instructive to look at the case 
of Brazil, the earliest major developing economy to 
impose controls in october 2009. that country’s 2% 
tax on foreign investment in equities and debt could 
not substantially stem the inflow of volatile capital.   
In response, the country in October 2010 moved 
to tighten controls further by increasing the tax on 
debt investments to 4%. Therefore, it is possible 
that the current controls being applied in the region 
will result in investors redirecting their investments 
to reversible holdings in other sectors not covered 
by the controls. the latter course of action is 
indeed the finding of numerous assessments of 
controls imposed by other economies in the past.54 
Indeed, recent data from Indonesia indicate that 
investors responded to curbs on short-term bonds 
by retaining their capital flows, but in longer-term 
bonds which are still inherently volatile. Since the 
imposition of the controls in early July 2010, by 
mid-July 2010 there had been a 37% surge in the 
foreign ownership of longer-term debt, and yields 
on the short-term bonds rose as foreigners pulled 
out of these assets.55

Source: eScap based on media reports.

Note: information as of 2 march 2011.

C
Indonesia 7 July 2010: One-month minimum holding period on one-month Sertifikat Bank Indonesia (SBI) 

bonds. Increase in the maturity range of debt instruments by issuing longer dated SBIs (9-month 
and 12-month). New regulations introduced on banks’ net foreign exchange open positions.

Republic of 
Korea

13 June 2010: Cap on domestic banks’ and non-bank financial institutions’ currency forwards and 
derivatives at 50% of their equity capital. Cap for foreign bank branches set at 250% of equity 
to account for their lower capital. Limits effectively affect foreign bank branches. Foreign banks’ 
currency derivative positions at that time amounted to just over 300% of capital, while domestic 
banks’ exposure totaled 15.6% of equity capital. Banks will have up to two years to comply fully 
with the new limits. tightened the curbs on companies’ currency derivative trades announced 
in November 2009, lowering the ceiling to 100% of the value of their physical foreign trade 
transactions from the initial 125%. 18 November 2010: Reimposition of a 14% withholding tax 
on earnings that foreign investors make on government bonds, which had been removed in early 
2009. Scheduled to be finalized in early 2010, the tax is to be levied retroactively on all debt 
earnings from 12 november 2010. 11 January 2011: cap on the positions held by institutional 
investors in stock option contracts on option expiry days and an obligation for investors to report 
large holdings of futures and options and major changes in their positions.

Thailand 12 October 2010: 15% withholding tax on capital gains and interest payments for government 
and State-owned company bonds.

Table 1.3.     Capital control measures in the Asia-Pacific region, 2010-2011
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the next steps that may therefore be required by 
economies seeking to reduce volatile capital inflows 
would be to impose more widespread quantitative 
restrictions on foreign portfolio investments and 
bank non-investment lending. While this would be 
a strong measure, it may be justified due to the 
long-term pressure some developing economies face 
vis-à-vis the developed world. the guiding principle 
may be to have free entry of foreign investment in 
the areas which provide funding for the real sector, 
such as FDI, corporate and bank project lending 
and corporate equity and new bond issues, while 
carefully managing the entry of volatile capital for 
existing portfolio and other assets. Such discrimination 
between uses of capital would by its nature be 
difficult to optimize and there would be leakages or 
reductions in the amount of foreign funds potentially 
available for real investment. However, in practice this 
consideration may not be critical as most developing 
economies which are experiencing impacts from 
the inflow of volatile capital are arguably either not 
in significant need of foreign funds for investment 
or present such attractive investment stories that 
foreign capital would continue to enter regardless 
of the restrictions in place.

Developing economies in the region should be 
encouraged to coordinate and utilize various forms 
of capital controls as required to manage the influx 
of destabilizing flows. Such measures would best 
be implemented in a regionally coordinated manner 
among the affected countries as no one economy 
can implement such a policy without a likely exit 
of capital to comparable economies which have not 
instituted such controls. However, it remains the case 
that controls will continue to be dictated, to a large 
extent, by particular country conditions and therefore 
a collective response may prove difficult. There is 
also a need for developed economies to support 
the imposition of such controls when required by 
developing economies, especially as these controls 
have become necessary primarily because of the 
measures adopted by developed economies during 
their recovery process. In this regard, the G20 
should support the use of capital controls as an 
additional policy tool at the disposal of developing 

countries dealing with this problem.56 In addition, 
the g20 could call on the international monetary 
fund (imf) to provide these countries with technical 
assistance to help them devise appropriate forms of 
such controls.57 In a significant reversal of its policy, 
the imf now supports such controls as part of the 
policy tool kit available to the governments and is 
developing a ‘pragmatic, experience based approach’ 
to help countries manage large capital inflows, now 
endorsed by its Executive Board.58 

apart from measures by target economies to limit 
capital inflows, the developed economies should also 
take measures to limit the scale of such flows. Without 
such measures, there will be sustained pressure on 
the developing economies affected by capital seeking 
to move from developed economies into a developing 
region such as Asia and the Pacific. Furthermore, 
such measures would help to ensure that extra 
liquidity created as part of low interest rate policies 
and quantitative easing remain within the developed 
economies as intended in order to spur domestic 
lending. Numerous measures could be taken by the 
developed economies, such as taxing capital outflows 
and imposing high margin requirements on foreign 
exchange derivatives that mimic actual outflows.59 

Unemployment remains a concern for the 
vulnerable 

the regional unemployment rate is estimated to have 
fallen only slightly, from 4.6% in 2009 to 4.5% in 
2010, driven by positive developments in developing 
countries in the region.60 in most developing countries 
in the region where recent labour market information 
is available, unemployment levels in 2010 were lower 
than those in 2009, for example in Indonesia, the 
Philippines, Sri Lanka and Thailand.61 In contrast, in 
many industrialized countries in the region, unemploy- 
ment rates remained higher than before the crisis. 
Moreover, youth unemployment continues to be 
a major issue in the region, with young people 
being 3.2 times more likely to be unemployed than 
adults. In particular, the ratio for South-East Asia 
and the Pacific, at 4.7, is the highest among the 
world’s subregions.62 In the Philippines, for example, 
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the annual youth unemployment rate in 2010 was 
17.6%, compared with 5.1% for adults aged 25-54 
years; youth in that country account for 51.1% of 
total unemployment. the crisis exacerbated the youth 
unemployment problem elsewhere too, especially in 
countries that were strongly affected as employers 
with rebounding output tended to choose from the 
pool of unemployed workers with experience rather 
than those without experience. to alleviate this 
problem, employers could be given incentives to hire 
young people through measures such as allowing 
them to pay differentiated (lower) minimum wages, to 
furnish lower levels of initial employment protection, 
and to initiate apprenticeship programmes. 

Improving labour market conditions in the Asia and 
the Pacific region also translated into a decrease 
in the share of workers in vulnerable employment 
and a decrease in the share of the working poor. 
Nonetheless, some 1.1 billion workers in the region 
were in vulnerable employment in 2009. about 46.5% 
of workers are living with their families on less than $2 
a day, and 22.7% of workers are living in conditions 
of extreme deprivation on less than $1.25 a day.63

As the labour markets in the Asian and the Pacific 
region recover there is a need to focus more on 
job creation and income growth than in the past.64 

Rebalancing towards more domestic consumption-
driven growth in several countries in the region 
presupposes robust employment creation, steady 
growth of disposable incomes and enhanced social 
protection. Recent data, however, indicate that 
economic growth has not been job-rich in most 
countries recording high rates (see table 1.4).65 
During the crisis, real wages in Asia are estimated 
to have grown by 8.0% in 2009.66 this regional 
estimate is heavily influenced by China, which 
accounts for more than half of total employment in 
the region, and where real wages are estimated to 
have grown by 12.8% in 2009. In other countries, 
such as Malaysia, the Philippines and Thailand, real 
wages declined during the crisis. 

the low employment growth rate is a particular 
concern for countries in the region which have high 
rates of labour force growth (see figure 1.26). A post-
crisis macroeconomic framework that fosters more 
inclusive and balanced growth in the region thus calls 
for a renewed commitment to full employment, for 
men and women, as a core macroeconomic policy 
goal. Furthermore, many countries in the region have 
a large share of workers in the informal economy, 
where earnings are typically low and protection 
non-existent. in addition to addressing economic 
growth targets, inflation and sustainable public 

Average GDP growth (2001-2008) Average employment growth (2001-2008)
china 10.5 0.9
india 7.0 2.4
indonesia 5.4 1.7
Japan 1.4 -0.1
malaysia 5.7 1.8
mongolia 8.2 3.2
Pakistan 5.3 3.7
philippines 5.3 2.8
Republic of Korea 4.4 1.4
Sri Lanka 6.0 1.7
thailand 5.2 1.7
viet nam 7.6 2.0

Source: ESCAP, based on ILO, 15th Asia and the Pacific Regional Meeting: Building a sustainable future with decent work in Asia and the Pacific. 
Available from www.ilo.org/wcmsp5/groups/public/@ed_norm/@relconf/documents/meetingdocument/wcms_151860.pdf; IMF, World Economic 
Outlook database, October 2009; ILO, LABORSTA Internet; and ILO, Key Indicators of the Labour Market, Sixth Edition (Geneva, 2009). 

Table 1.4.     Annual growth in GDP and employment in selected Asian economies, 2001-2008
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important in underpinning an employment-friendly 
macroeconomic framework.

In the wake of the global economic crisis, fiscal 
policies to foster growth and employment in particular 
have come to the forefront of the policy agenda in 
many countries in the region and around the world, 
as evident in the significant fiscal stimulus packages 
that have been undertaken. As countries in the region 
reconsider their fiscal policies, including sustainability, 
it is critical to incorporate into these considerations the 
issue of a basic social floor. In addition to reducing 

A post-crisis macroeconomic 
framework that fosters more 

inclusive and balanced growth calls 
for a renewed commitment to full 

employment for men and women as 
a core policy goal

finances, the macroeconomic framework needs to 
ensure that growth is employment-rich and inclusive. 
In this regard, employment strategies based on 
employment growth and its gender dimensions are 

Source: ESCAP, based on ILO, Economically Active Population Estimates and Projections database (5th edition, revision 2009).

Figure 1.26.     Forecast and historical labour force growth in selected Asia-Pacific economies, 2000-2015
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insecurity for the poor, improved social protection 
can support countries in their efforts to rebalance 
the sources of growth, through the freeing up of 
excessive precautionary savings for consumption or 
investment. The 1997/98 Asian financial crisis and 
the recent economic crisis have starkly brought to 
the fore the issues of insecurity and vulnerability 
in employment; they have also demonstrated the 
urgency of building and strengthening the “automatic 
stabilizers” of social protection and gradually building 
a basic social protection floor that includes access 
to health care, income security for the elderly and 
persons with disabilities, child benefits and income 
security combined with public employment guarantee 
schemes for the unemployed and working poor. 
unemployment insurance in particular can function 
as an automatic stabilizer that cushions the impact 
of economic shocks and helps maintain aggregate 
demand. While the majority of countries in the region 
do not have unemployment insurance systems in 
place, the crisis has prompted some countries in 
the region, including Malaysia and the Philippines, 
to consider establishing unemployment insurance 
schemes that could be scaled up and expanded 
quickly during a crisis, while India expanded its 
national rural employment guarantee scheme. 

In addition to strengthening social protection, other 
measures to improve job quality could support 
the rebalancing of economies in the region. With 
the majority of workers in the Asian and Pacific 
region either in vulnerable employment or working 
poverty, there is need to sustain growth in labor 
productivity, which is estimated to have increased 
by 5.7% in 2010, and ensure that wages keep pace 
with productivity in order to improve job quality. 
Education and skills development and ensuring a 
stronger link between wage and productivity growth 
are important means through which job quality in 
the region can be enhanced.

Medium-term challenge is to support 
alternative sources of demand

In the medium term, the fundamental challenge for 
the Asia-Pacific economies will be to significantly 

bolster alternative local sources of demand to replace 
in some measure the potential loss of demand 
from developed economies in the coming years.67 
other than supporting economies in the region by 
maintaining the growth to be lost through the export 
channel, such a policy would support the international 
community in the necessary process of reducing the 
scale of global imbalances. Such imbalances were 
a key factor in the onset of the past crisis, with 
excessive debt-fuelled consumption by developed 
economies being supported by the purchase of the 
debt of developed economies by the central banks 
of developing economies. The likely fall in growth 
rates of consumption and imports of developed 
economies during the next few years as debt burdens 
are worked off, coupled with increasing exports due 
to depreciated exchange rates of such economies 
emanating from loose monetary policy, may support 
a reduction in the current account deficits of these 
economies. Within the region, a parallel process of 
expanding domestic demand, due to increasing wealth, 
as well as supportive government policies, could lead 
to reductions in current account surpluses as import 
levels increase in tandem with sluggish exports. 

At the national level, reducing the dependence of 
the region on consumption from the developed world 
will mean both increasing domestic demand in the 
major economies and boosting intraregional trade 
for the region to benefit from the growth of these 
economies. On a purchasing power parity basis, 
China, India and Indonesia combined are estimated 
to have accounted for nearly 80% of the region’s 
gDp in 2010. for these and other economies with 
significant domestic demand, boosting such demand 
further would involve placing greater emphasis either 
on the role of domestic consumption or investment. 
For instance, in East Asia (see figure 1.27) and, most 
importantly, in China (see table 1.5),  the main shortfall 
is in consumption. On the other hand, in South-East 
Asia, the share of investment has declined (see figure 
1.28). India, on the other hand, has been sustaining 
high levels of consumption and investment (see table 
1.5) through increasing levels of current account 
deficits. Measures to increase domestic consumption 
should be focused on increasing the consumption 
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rates of the poor and vulnerable, such as through 
raising wages, enhancing employment opportunities, 
and by increasing social protection programmes which 
serve to reduce precautionary savings for health 
and education needs.68 In the case of investment, 
funds should be directed towards the bridging of 
development gaps, most notably in infrastructure, 
which would serve to increase the productive capacity 
of economies including those of the least developed 

economies (see chapter 4). investment should also 
be encouraged in environmentally-friendly technolo- 
gies and products, in line with Green Growth which 
emphasizes environmentally sustainable consumption 
and production that fosters low carbon, socially inclusive 
development.  A number of Asia-Pacific countries 
including Japan, China, India and the Republic of 
Korea are promoting such innovations as part of their 
national action plans on climate change. 

Sources: ESCAP calculations, based on data from United Nations Statistics Division, National Accounts Main Aggregates Database; and Economist 
Intelligence Unit, Country Data, available from http://countryanalysis.eiu.com/ (accessed 24 September 2010). 

Notes: 2010 estimates; 2011 forecasts; see list of countries in table 7 of the Survey 2010 for country groupings.

Sources: ESCAP calculations, based on data from United Nations Statistics Division, National Accounts Main Aggregates Database and Economist 
Intelligence Unit, Country Data, available from http://countryanalysis.eiu.com/ (accessed 24 September 2010). 

Notes: 2010 estimates; 2011 forecasts; see list of countries in table 7 of the Survey 2010 for country groupings.

Figure 1.27.     Share of household and government consumption in 10-year GDP growth, 1995-2011

Figure 1.28.     Share of gross capital formation in 10-year GDP growth, 1995-2011
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C
(Percentage)

Contributions to GDP Growth rates of GDP and 
components

Contributions 
to GDP growth

1986 1996 2006 2010 1986-1996 1996-2006 2006-2010 1996-2006
China
    gDp 10.2 9.3 10.3
    c 57.0 45.1 36.7 36.3 7.6 7.0 10.0 30.7
    g 16.3 13.2 13.7 12.9 7.9 9.7 8.6 14.1
    i 36.2 40.8 41.4 44.1 11.5 9.4 12.0 41.8
    X - m -1.1 1.0 8.2 6.7 13.3
India
    gDp 6.0 6.6 8.1
    c 71.6 63.4 55.7 52.0 4.7 5.2 6.3 47.1
    g 12.3 10.7 9.8 10.9 4.6 5.7 11.0 8.8
    i 25.5 25.2 38.0 41.5 5.9 11.1 10.5 52.3
    X - m -3.7 -3.1 -9.4 -10.4 -16.4
Indonesia
    gDp 7.6 2.5 5.7
    c 53.5 57.1 60.1 58.4 8.3 3.0 5.0 70.6
    g 8.6 6.1 7.0 7.5 4.0 4.0 7.6 10.4
    i 31.7 30.1 18.5 19.3 7.0 -2.4 6.8 -23.2
    X - m 0.3 0.6 7.0 7.5 30.0
Malaysia
    gDp 9.0 4.4 3.9
    c 48.9 49.0 51.4 56.4 9.0 4.9 6.4 55.9
    g 15.2 11.4 14.5 15.7 5.9 6.9 6.0 20.3
    i 25.1 45.4 26.1 25.5 15.6 -1.3 3.3 -10.2
    X - m 10.9 -5.2 8.6 3.7 34.5
Thailand
    gDp 9.5 2.7 3.6
    c 59.0 53.8 53.0 49.7 8.5 2.5 1.9 50.2
    g 12.7 8.9 9.2 9.6 5.7 3.1 4.5 10.4
    i 27.2 44.5 24.1 20.3 15.0 -3.4 -0.8 -43.0
    X - m 1.7 -10.1 9.1 13.6 72.7
Memo item:
United States
    gDp 3.4 2.9 0.2
    c 67.1 66.5 71.0 70.4 3.3 3.5 0.0 84.7
    g 17.8 14.1 13.4 14.0 1.0 2.4 1.3 11.3
    i 18.7 21.7 21.4 17.7 4.9 2.7 -4.4 20.4
    X - m -3.5 -2.1 -6.6 -4.7 -20.7

Table 1.5.     Contributions of demand components to GDP and GDP growth in selected economies

Source: ESCAP, based on data from the United Nations Statistics Division, National Accounts Main Aggregates Database and the Economist 
Intelligence Unit, Country Data (accessed 1 november 2010).

Notes: Data for 2010 are estimates. growth rates are average annual growth rates.

Abbreviations: C = consumption; G = government expenditures; I = investments; X-M = net exports.

other than directing domestic resources towards 
meeting such infrastructure needs, there is con- 
siderable scope for intermediating a portion of the 
considerable financial resources of the region, as 

evidenced by its foreign exchange reserves, with 
its enormous infrastructure requirements, through the 
establishment of a regional infrastructure financing 
mechanism. eScap analysis shows wide gaps in the 
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by exploiting opportunities for generating additions to 
global aggregate demand, while also addressing the 
region’s most urgent development needs. the asia-
Pacific region has eight members in G20, namely 
Australia, China, India, Indonesia, Japan, the Republic 
of Korea, the Russian Federation and Turkey, which 
is more than any other region of the world, signifying 
the systemic importance of Asia and the Pacific in 
the global economy. the effective coordination of 
the positions of Asia-Pacific G20 economies would 
give them greater influence in shaping the direction, 
content and pace of reform of the international financial 
architecture so that the reform would be best attuned 
the region’s developmental needs. While g20 has 
emerged as a major forum for global policy coordination 
on economic issues, its credibility and effectiveness 
can be further enhanced by evolving a process of 
consultation with the non-member countries. in that 
context, ESCAP organized a high-level consultation 
in October 2010 with the participation of Asia-Pacific 
countries on the agenda of the G20 Seoul Summit, 
to gather their perspectives which were shared with 
the Summit chair.

global issues of importance for the region include 
proposals such as establishing a special drawing rights-
based global reserve currency71 that would include 
major developed and developing economy currencies, 
as well as other stores of value, such as gold, 
which could be issued countercyclically, supporting a 
global tax on financial transactions in order to raise 
resources for financing achievement of the millennium 
Development goals besides moderating short-term 
capital flows, and instituting international regulations 
to curb excessive risk-taking by the financial sector, 
as well as other issues concerning the reform of the 
international financial architecture that are emerging 
in the G20, the United Nations and other forums. 
In particular the approach adopted by the G20, in 
line with the recommendation of the United Nations,72 
to address global imbalances by restraining current 
account imbalances to a certain percentage of gDp 
is a good start. the g20 could also adopt measures 
to incentivize domestic consumption and investment 
by economies and discourage running of large 
surpluses by its member countries. Such a measure 

levels of infrastructure development across the region 
(see figure 3.19). Closing these gaps would require 
huge investments. a recent study has estimated the 
infrastructure needs of Asia and the Pacific for the 
period 2011-2020 to be in the order of nearly $8 
trillion ($5.4 trillion for new capacity and $2.6 trillion 
for replacement of old infrastructure).69  Therefore, an 

There is considerable scope for 
intermediating a portion of the 

considerable financial resources of 
the region, as evidenced by its 

foreign exchange reserves, with its 
enormous infrastructure requirements

investment requirement in the order of $800 billion 
per year is needed, a substantial proportion of which 
remains unfunded under current arrangements. in 
this context, the development of a regional financial 
architecture could facilitate efficient intermediation 
between a part of the more than $5 trillion in foreign 
exchange reserves of the Asia-Pacific region and the 
growing unmet needs for infrastructure development. 
one option would be to create an infrastructure 
development fund managed by a regional institution, 
as discussed in chapter 3. 

For the smaller exporting economies in the region, 
intraregional trade and integration will need to be 
boosted in order to benefit from the domestic demand 
of their neighbours. Some of the priority actions that 
can leverage complementarities across the region and 
lay the foundations for more inclusive and sustainable 
development include institutional arrangements for 
market integration, improved connectivity and the 
facilitation of the cross-border movement of goods 
and services, as discussed in chapter 3.

Development-friendly global economic governance

The centrality of growth has been recognized by the 
adoption in 2009 of the G20 Framework for Strong, 
Sustainable and Balanced Growth.70 The Asia-Pacific 
region could significantly contribute to this framework 
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would be an important element of the framework 
for balanced, fair and sustainable growth. 

G20, as a major forum for global policy coordination 
on economic issues, should also act decisively to 
moderate the volatility of oil and food prices that 
are highly disruptive of the process of development. 
In the area of oil price volatility, the G20 being 
the group of all major consumers can match the 
power exercised over the oil markets by the cartel 
of producers viz. the OPEC. OPEC and the G20 
may demarcate a benchmark “fair” price of oil and 
agree to restrict the oil price movement within a 
band around it.  an additional measure to moderate 
the volatility in the oil markets is for G20 to create 
a global strategic reserve and release it counter-
cyclically. In the case of food price volatility, the G20 
may act to regulate the speculative activity in food 
commodities, and discipline the conversion of cereals 
into biofuels. it may expedite the implementation of 
the l’aquila initiative on food Security which included 
provision of financing to developing countries for 
food security. In these areas, as well as many 
others, the Asia-Pacific region has the opportunity 
to further integrate and coordinate its actions.

Policy agenda for promoting growth 
and inclusive development

in the year ahead, economies in the region will need 
to undertake complementary policies which address 
a number of objectives: protecting macroeconomic 
fundamentals from global instability, creating new 
sources of internal and regional growth in the medium-
term, and improving the quality of growth to ensure 
that robust progress at the aggregate level translates 
into far more rapid improvement in the livelihoods 
of the poor and vulnerable while also keeping in 
mind environmental sustainability. the required policy 
measures should attempt to achieve these objectives in 
a holistic manner, ensuring that progress in achieving 
each of these aims does not prove detrimental to 
the other aims, and indeed serve where possible to 
support them. the challenges and the recommended 
approaches to manage them, as highlighted in this 
chapter, will need to be tackled, depending on their 

nature, at the national, regional, or global levels. 
While some actions may be undertaken using existing 
domestic institutional structures or global arrangements 
such as the G20, actions at the regional level will in 
many cases require enhanced and sometimes new 
cooperative setups to be established. Indeed, the 
regional aspect of economic and social cooperation 
is the critical missing piece in ensuring effective 
policies to safeguard and further support development 
in the coming years for the region’s economies and 
citizens, particularly economies with special needs 
and the most poor and vulnerable of the region’s  
peoples. Key elements of the policy agenda for the 
region are recapitulated below.

National policies

combat food and energy price rises with targeted •	
measures to directly impact prices and reduce 
the  burden on the poor. Besides reducing prices 
through lowering tariffs and taxes, buffer stocks 
of food should be established and utilized in 
a countercyclical manner in order to moderate 
the volatility of food prices, speculative activity 
in food commodities should be regulated, social 
protection  measures should be undertaken in the 
form of providing the poor with food vouchers, 
targeted income transfers should be implemented 
and school feeding programmes strengthened to 
minimize the impact on poverty due to higher 
expenditures on food and energy by the poorer 
sections of society. in the medium term greater 
emphasis should be placed on strengthening 
the supply response by reversing the neglect 
of agriculture in public policy, raising agricultural 
productivity through continued support for 
agricultural research and development, extension 
services and rural development activities, and  
instituting a new, knowledge-intensive green 
revolution which would also make agriculture 
more environmentally resilient.

use monetary policy when required to prevent •	
buildup of demand-side inflationary pressures in 
fast expanding economies and inflationary pass-
through of supply-side food and energy price 
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rises. Demand-side pressures are particularly 
keen in domestic-demand led economies, while 
inflationary pass-through will be more prevalent in 
less-developed and energy-intensive economies 
where food and energy account for a higher 
proportion of the consumption and production 
baskets. In the countries facing large inflows 
of speculative capital, capital controls may be 
considered and imposed.

enact medium-term policies to foster comple- •	
mentary sources of growth to exports by in- 
creasing the role of domestic demand.  Boost- 
ing such demand further will involve providing 
greater emphasis to either the role of domestic 
consumption or investment. For instance, in 
East Asia and, most importantly, in China, the 
main shortfall is in consumption. on the other 
hand, in South-East Asia, the key drawback is 
in investment. measures to increase domestic 
consumption should be focused on increasing 
the consumption rates of the poor and vulnerable 
such as through raising real wages, enhancing 
employment opportunities, and by increasing social 
protection programmes which serve to reduce  
precautionary savings for health and education 
needs. In the case of investment, funds should 
be directed to the bridging of development gaps, 
most notably in infrastructure, which will serve to 
increase the productive capacity of economies.

Regional policies

Regional initiatives could play a valuable role in •	
reducing the pressure of food price rises. one 
such role could be through the establishment of  
regional food reserves for key staple items, as  
demonstrated by the aSean+3 emergency Rice  
Reserve Agreement and the SAARC Food Bank. 

Developing economies in the region should be •	
encouraged to coordinate and utilize various 
forms of capital controls as required to manage 
the influx of destabilizing flows. Such measures 
would best be implemented in a regionally 
coordinated manner among the affected countries 

as no one economy can engage in implementing 
such a policy without a likely exit of capital to 
comparable economies which have not instituted 
such controls. However, it remains the case that 
controls will remain dictated, to a large extent, 
by particular country conditions and therefore a 
collective response may prove difficult.

As a part of rebalancing, regional economic •	
integration should be strengthened to leverage 
complementarities across the region and lay 
the foundations for more inclusive and sustain- 
able development through market integration, 
improved connectivity and the facilitation of the 
cross-border movement of goods and services, 
as discussed in chapter 3.

It is now widely recognized that a regional financial •	
architecture, elements of which are elaborated 
in chapter 3, could be a useful complement 
to the international financial architecture. the 
Asia-Pacific region is gradually moving towards 
developing some elements of a regional financial 
architecture with the chiang mai initiative and 
regional bond market development. However, 
with combined foreign exchange reserves of $5 
trillion, the region now has the ability to develop 
a more ambitious regional financial architecture. 
the economic crisis and subsequent recovery 
have highlighted the importance of regional options 
to complement imf facilities in order to combat 
global macroeconomic volatility. if governments 
had access to a well-endowed regional crisis 
response and prevention facility they would feel 
less need to build up large foreign exchange 
reserves to protect their economies against 
speculative attacks and liquidity crises, and 
could thus free up reserves for more productive 
investments. So far, the cooperation in the area 
has been largely limited to the chiang mai 
Initiative Multilateralization (CMIM). There is a 
need to extend the scope and coverage of the 
cmim to create a real and effective regional 
crisis prevention and management facility.  
enhanced regional cooperation for crisis response 
and management should not, however, be 
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regarded as an alternative to full participation 
in global economic relations. Rather it should 
be seen as a complement to it, filling in the 
gaps and establishing the building blocks for 
global multilateral cooperation. the region needs 
to develop further its financial architecture for 
development financing, which would include 
systems of intermediation between its large savings 
and its unmet investment needs. one option would 
be to create an infrastructure development fund 
managed by a regional institution. if this secured 
just 5% of the region’s reserves of nearly $5 
trillion it could provide start-up capital of $250 
billion besides its ability to borrow from the central 
banks. This pooling of reserves could assist the 
region in meeting some of its investment needs 
estimated to be of order of more than $800 
billion per annum in transport, energy, water 
and telecommunications.another area where a 
regional financial architecture could make a positive 
contribution is in exchange rate coordination. as 
economies of the region increasingly trade with 
each other, they will need a currency management 
system that facilitates trade and macroeconomic 
stability and discourages beggar-thy-neighbour 
currency competition. one option worthy of 
consideration is a basket parity relative to a 
number of reserve currencies instead of the dollar 
alone, and a set of weights determined on the 
basis of regional trade share. 

Global policies

the region should play an active part in reforming •	
the global economic and financial architecture in 
order to ensure that the reforms best serve the 
region’s development needs. the region should 
be active in using traditional avenues for global 
cooperation as well as the increasingly central 
importance of the g20 process.73 The Asia-Pacific 
region has eight members in the G20—Australia, 
China, India, Indonesia, Japan, the Republic of 
Korea, the Russian Federation and Turkey—more 
than any other region, signifying the systemic 
importance of Asia and the Pacific in the global 
economy. the effective coordination of the 

positions of Asia-Pacific G20 economies would 
give them greater influence in shaping the direction, 
content and pace of reform of the international 
financial architecture so that the reform is best 
attuned to the region’s developmental needs. 

global issues of importance for the region include •	
various proposals such as establishing a special 
drawing rights-based global reserve currency 
that includes major developed and develop- 
ing economy currencies as well as other stores 
of value, such as gold, which could be issued 
counter-cyclically, supporting capital controls by 
the Governments that need them, agreeing to 
a global tax on financial transactions to raise 
capital for financing millennium Development 
goals besides moderating short-term capital 
flows, and instituting international regulations to 
curb excessive risk-taking by the financial sector, 
as well as other issues concerning the reform 
of the international financial architecture that are 
emerging in the G20, the United Nations and other 
forums. in particular the approach adopted by 
the G20, in line with the recommendation of the 
United Nations,74 to address global imbalances by 
restraining current account imbalances to a certain 
percentage of gDp is a good start. the g20 
could also adopt measures to incentivize domestic 
consumption and investment by economies 
and discourage running of large surpluses by 
its member countries. Such a measure would 
be an important element of the framework for 
balanced, fair and sustainable growth. 

G20, as a major forum for global policy co- •	
ordination on economic issues, should act 
decisively to moderate the volatility of oil and 
food prices that are highly disruptive of the 
process of development. in the area of oil price 
volatility, the G20 being the group of all major 
consumers can match the power exercised over 
the oil markets by the cartel of producers viz. the 
opec. opec and the g20 may demarcate a 
benchmark “fair” price of oil and agree to restrict 
the oil price movement within a band around it.  
an additional measure to moderate the volatility 
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in the oil markets is for the G20 to create a 
global strategic reserve and release it counter-
cyclically. In the case of food price volatility, the 
g20 may act to regulate the speculative activity 
in food commodities, and discipline the conversion 
of cereals into biofuels. it may expedite the 
implementation of the l’aquila initiative on food 
Security which included provision of financing to 
developing countries for food security. 

In these areas, as well as many others, the Asia-
Pacific region has the opportunity to further integrate 
and coordinate its actions.
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