
3MULTIPLE IMBALANCES
AND DEVELOPMENT GAPS

AS NEW ENGINES OF GROWTH

The analysis in previous chapters has shown how national Governments 
have responded with timely, unprecedented fiscal stimulus packages and 
expansionary monetary policy that have helped in reviving growth in most 
Asian and Pacific economies. However, those packages must be seen 
essentially as short-term responses to an external shock. They cannot 
continue forever to sustain the growth momentum because of constraints 
of fiscal space and their potential to stoke inflationary tendencies. Consen-
sus is growing on the need for a new growth paradigm. As argued by the 
APEC leaders at their November 2009 Summit in Singapore, the advanced 
economies are unlikely to go back to “growth as usual” and “trade as 
usual” scenarios.81  As seen in chapter 1, even with a recovery, the import 
demand in the advanced countries is unlikely to revive to pre-crisis levels 
because of the compulsions to restrain debt-fuelled consumption and 
reduce levels of public debt in order to unwind global imbalances. Asian 
and Pacific countries need to find new sources of demand to sustain their 
dynamism beyond the stimulus packages to make up for the considerable 
loss of demand in the advanced countries. They will need to “rebalance” 
their economies in favour of greater domestic and regional consumption. In 
the search for new impulses for growth, this chapter investigates the differ-
ent imbalances and development gaps, for the effort to close them could 
help in generating additional aggregate demand.

Asia and the Pacific, home to 4.1 billion people who comprise more than 
60% of the world’s population, has distinguished itself as the 
fastest-growing region in the world, especially since 1990. In particular, the 
region’s developing economies82  grew at an average annual rate of 5.3% 
between 1970 and 2008, which largely exceeds the growth rates of other 
developing and developed regions (figure 49). As a result of its dynamism, 
the region has made remarkable progress on a number of fronts, including 
poverty reduction and technological advances that will see people living 
longer, healthier and more interconnected lives than ever before.

81 See the 2009 Leaders’ Declaration of the 17th APEC Economic Leaders’ Meeting, 
“Sustaining growth, connecting the region”, Singapore, 14-15 November 2009. 
Available from www.apec.org/apec/leaders__declarations/2009.html (accessed 14 
Apr. 2010).

82 The developing economies of Asia and the Pacific are all the economies in the 
region with the exceptions of Australia, Japan and New Zealand. 
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FIGURE 49. Trends in the real GDP of selected regions and countries
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83 ESCAP, Economic and Social Survey 2009.
84 United States Department of the Treasury, U.S. Gross External Debt Statistics, www.treas.gov/tic/external-

debt.shtml (accessed 20 Feb. 2010).

The region’s achievements have been punctu-
ated by two major global crises that brought
steadily worsening insecurity: the food and fuel
price crisis of 2008 and the global financial
crisis of 2008 and 2009. The crises have ex-
posed global and regional structural imbalances
that threaten the sustainability of the region’s
economic growth and dynamism. The threats to
economic growth posed by persistent increases
in fuel and food prices were examined in the
previous edition of this Survey.83 This chapter
extends the analysis by focusing on three major
imbalances that have characterized the process
of economic growth in Asia and the Pacific:

••••• Macroeconomic imbalances
••••• Social imbalances and development gaps
••••• Ecological imbalances.

The macroeconomic imbalances are global in
nature, being reflected in the large trade and
current account surpluses of Asian and Pacific
countries vis-à-vis the United States and other

Western developed countries. The imbalances
were not entirely detrimental to the region.
Firstly, the United States and other Western
countries increased their importance as motors
for the region’s economic growth by providing
expanding markets for Asian and Pacific ex-
ports. Secondly, the region’s large current ac-
count surpluses resulted in a sizeable accumu-
lation of foreign exchange reserves, which
reached $4.9 trillion as of June 2009. Those
reserves protected the region from the risk of
collapsing exchange rates – as during the Asian
financial crisis of 1997 – that could have made
the region substantially more vulnerable to con-
tagion from the current global financial crisis.

The perpetuation and deepening of the global
macroeconomic imbalances into the medium
term is very unlikely, however. With the external
debt of the United States more than doubling,
from $6.7 trillion as of September 2003 to $13.7
trillion as of September 2009,84 and its budget
deficit reaching close to 10% of GDP in 2009, a
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85 The United States Congressional Budget Office projects deficits to decrease in coming years, from 9.2% of the
GDP in 2010 to 6.5% in 2011, 4.1% in 2011, and 3.2% in 2012. See Congressional Budget Office, Budget
Projections, www.cbo.gov/budget/budproj.shtml (accessed 20 Feb. 2010).

86 See notes to figure 50 for an explanation of purchasing power parity (PPP).
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FIGURE 50. Real GDP per capita adjusted by purchasing power parity

macroeconomic adjustment of its economy is
expected.85 As a result, import demand from the
United States is not expected to play the buoyant
role it did in the past decade. Asia and the
Pacific will need to reduce its trade and current-
account surpluses and ignite new motors of
growth to compensate for the anticipated reduc-
tion in dynamism of its traditional export markets.

Despite the region’s accelerating growth, social
imbalances are pervasive, with close to 1 billion
people living under $1.25 per day poverty line.
The large number of poor reflects standards of

living that are still relatively low in the region. As
figure 50 shows, the PPP-adjusted real GDP per
capita86 of Asian and Pacific developing countries
(excluding North and Central Asia) was approxi-
mately $5,000 in 2008 or about half the world
average. The figure also shows that those coun-
tries made remarkable progress after the 1970s,
when their real per capita GDP was only $1,000
or half that of Africa. Although the number of
poor dropped very significantly – by around 600
million between 1990 and the mid-2000s – most
of the drop was concentrated in a few countries,
while the number of poor increased in others.
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Reducing poverty and making the fruits of eco-
nomic prosperity available for the population at
large is not only a moral imperative but is the
ultimate purpose of economic development. In
the case of the Asia-Pacific region, the sheer
number of poor represents a potential market
larger than the European Union and the United
States combined. If social and infrastructural
investments in the region contribute to providing
employment and business opportunities for the
poor, their additional demand has the potential
for not only preserving the dynamism of the
region’s growth but also providing a growth
engine for the global economy.

nesses and employment in promising “new
economy” industries. The preservation of natural
resources could lead to the generation of “green
jobs”. Moreover, because the poor are more
likely to live in ecologically vulnerable areas and
depend on the availability of natural resources
to make a living, addressing the ecological im-
balances of growth in Asia and the Pacific
would make a substantial contribution to the
objective of reducing poverty.

Import demand from the United States
is not expected to play the buoyant

role it did in the past decade

The ecological imbalances are reflected in the
degradation of key natural resources such as
forests and freshwater, in unsustainable uses of
energy and in fast growth of carbon emissions.
Although the impacts of those imbalances are
not immediately apparent, they pose formidable
challenges to the sustainability of economic
growth into the long run. Forests, for instance,
offer a natural protection from landslides, floods
and soil depletion which lead to desertification
and lower agricultural yields. Agricultural yields
are also suffering as a result of the increased
frequency of droughts and other extreme
weather events associated with climate change.
Thus, as the demand for food grows in tandem
with the population, measures need to be taken
to protect the natural capital. Investing in R&D
and rural infrastructure is also necessary in
order to increase agricultural yields.

Besides its critical role in supporting the long-
run sustainability of economic growth of the
region, addressing the ecological imbalances
could also provide an additional motor for
growth and help alleviate poverty. For instance,
promoting investments in renewable energy and
in technologies to improve energy efficiency
could create opportunities for innovations, busi-

Asia-Pacific’s poor constitute a potential
market larger than the European Union

and the United States. If social and
infrastructural investments in the region

create employment and business
opportunities for them, their demand

for goods and services can not
only preserve the region’s dynamism

but also provide a growth
engine to the world

In sum, sustaining economic growth in the Asia-
Pacific region beyond the current recovery calls
for addressing fundamental macroeconomic, so-
cial and ecological imbalances. As anticipated
above and explained in greater detail in the rest
of the chapter, there are important synergies
across policies that address each of the imbal-
ances. The best option for the region would be
an integrated approach that takes into account
the impacts of policy measures on the three
imbalances and gives the highest priority to
those policies that simultaneously address more
than one imbalance.

MACROECONOMIC IMBALANCES

Prior to the global financial crisis that began in
2008, the world economy was characterized by
record large trade and current account imbal-
ances among major trading partners. The
United States current account deficit increased
moderately from 1991 to 1997, reaching 1.7%
of the GDP in 1997; after that year it soared to
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87 From the macroeconomics identity GDP = C + G + I + NE, where C is private consumption, G is public
consumption, I is gross fixed capital formation, and NE is net exports, we can write
ΔGDP/GDP ≡ (ΔC/C)*(C/GDP) + (ΔG/G)*(G/GDP) + (ΔI/I)*(I/GDP) + (ΔNE/NE)*(NE/GDP). We define the share of
net exports in long-term GDP growth as 100[(ΔNE/NE)*(NE/GDP)]/(ΔGDP/GDP), where Δx ≡ xt - xt-15 is the
change in the value of variable x between year t – 15 and year t.

4.3% of GDP in 2000 and 6% of the GDP in
2005. In contrast, five Asian and Pacific econo-
mies (China, Japan, Malaysia, the Russian Fed-
eration and Singapore) have experienced soar-
ing current account surpluses, especially since
2001 (figure 51). As a percentage of their joint
GDP, their current account surpluses increased
from 2.7% in 2001 to 5.7% in 2005 and 7.7%
in 2007. Both phenomena are related, as the
United States is an important destination for
Asian and Pacific exports. Furthermore, in the
absence of a well-developed regional financial
architecture, Asian and Pacific countries have
been investing the bulk of their foreign ex-
change reserves in the United States Treasury
bills, thereby assisting the United States to con-
tinue increasing its current account deficits.

The growing global imbalances have helped the
Asia-Pacific region especially the East and

South-East Asian countries. An increasingly
buoyant United States market opened further
possibilities for exporters and contributed to the
recovery of the economies hardest hit by the
Asian financial crisis of 1997. Figure 52 shows
that net exports of goods and services
increased substantially their share in long-term
real GDP growth in East and South-East Asia
after that year.87  In the case of East Asia, the
share of net exports in GDP growth reached a
peak of 25% for the 15-year period between
1993 and 2008. As East Asia grew at an annual
average rate of 7.7% during that period, as
much as 2 full percentage points of annual
growth were accounted for by the increase in
net exports of goods and services.

Net exports also supported growth in South-
East Asia after the Asian financial crisis had
caused the  GDP in the subregion to drop 8.6%
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real GDP growth

Notes: 2009 estimates; 2010 forecasts; East Asia: China; Hong Kong, China; Republic of Korea; and Taiwan Province of
China. South-East Asia: Cambodia, Indonesia, Malaysia, Philippines, Singapore, Thailand, and Viet Nam. South Asia:
Bangladesh, India, Pakistan, and Sri Lanka.
Sources: ESCAP based on data from United Nations Statistics Division, National Accounts Main Aggregates Database and
Economist Intelligence Unit, Country Data (accessed 5 Feb. 2010).

in 1998 from the previous year. During that
dramatic adjustment process, imports contracted
by 13%, resulting in a jump of net exports to
8.2% of the GDP, compared to -1.3% the year
before. As a result, the share of net exports in
long-term GDP growth jumped from 1% in 1997
to 18% in 1998, staying roughly at that level
until 2009.

Not all the subregions of Asia and the Pacific
experienced boosts in growth through increases
in net exports. In the case of South Asia, also
shown in figure 52, the share of net exports in
GDP growth was negative throughout the period
considered in that figure. Between 1998 and
2002, it increased from -8% to -1%, but after
that year it decreased substantially as a result
of a deterioration of the trade balance. There-
fore, the macroeconomic imbalances have not
only been growing at the global level but also
between subregions of Asia and the Pacific.

The figure also shows that the share of net
exports in long-term annual real GDP growth in
the United States – a major market for Asian
and Pacific exporters – dropped from -4% in
1997 to a low of -19% in 2005 and 2006. Since

the onset of the subprime mortgage crisis in
2007, the negative share started to shrink and
is estimated to have reached -9% in 2009.

For the heavily export-oriented economies of
Asia and the Pacific, the downside risk of relying
so heavily on net exports – their vulnerability to
adverse shocks affecting export markets – be-
came evident with the onset of the global finan-
cial crisis of 2008. As shown in figure 51, the
adjustment of the United States current account
deficit was well underway by 2009 – as was the
adjustment of the current account surpluses of
the leading Asian and Pacific surplus economies.
As a result of the adjustment process, net
exports started to decrease its share in long-
term economic growth in East Asia (figure 52).

Besides boosting growth, another important con-
sequence of the growing trade surpluses of the
Asia-Pacific region has been the accumulation
of substantial amounts of foreign exchange re-
serves. By July 2008, shortly before the onset
of the global financial crisis, the region held a
total of $4.8 trillion, 43% higher than only 18
months earlier. When the crisis hit, many coun-
tries used part of their reserves to stabilize their
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FIGURE 53. Share of gross fixed investment in long-term real GDP growth

Notes: 2009 estimates; 2010 forecasts; East Asia: China; Hong Kong, China; Republic of Korea; and Taiwan Province of
China. South-East Asia: Cambodia, Indonesia, Malaysia, Philippines, Singapore, Thailand, and Viet Nam. South Asia:
Bangladesh, India, Pakistan, and Sri Lanka.
Sources: ESCAP based on data from United Nations Statistics Division, National Accounts Main Aggregates Database and
Economist Intelligence Unit, Country Data (accessed 5 Feb. 2010).

88 These shares are defined, respectively, as 100[(ΔI/I)*(I/GDP)]/(ΔGDP/GDP) and 100[(Δ(C+G)/(C+G))*((C+G)/GDP)]/
(ΔGDP/GDP), where Δx ≡ xt - xt-15 is the change in the value of variable x between year t – 15 and year t.

exchange rates. Between July 2008 and Febru-
ary 2009 countries in the region, including India,
Malaysia, the Republic of Korea, the Russian
Federation and Sri Lanka, lost 19% or more of
their reserves for that reason. However, in Feb-
ruary 2009 the financial crisis started to ease
and reserves increased again in Asia and the
Pacific, reaching $4.9 trillion by June 2009.

Overall, the huge accumulation of foreign ex-
change reserves has allowed Asian and Pacific
countries to weather the global financial storm
without suffering major disruptions to their ex-
change rates, in contrast with the experience of
the Asian financial crisis of 1997. That experi-
ence and the procyclical conditionalities of IMF
emergency loans at that time are often extolled
as a major motivation for countries in the region
to accumulate reserves and self-insure against
future crises. While self-insurance has paid off,
it is clearly not the best solution. Alternatives for
protecting exchange-rate stability in the region
are discussed below.

Sources of imbalances

Trade imbalances reflect underlying changes in
the levels of production and aggregate demand.
From the macroeconomic identity GDP ≡
C+G+I+NE, and the definition of gross domestic
saving, S ≡ GDP – (C + G), it follows that NE
≡ S – I . Thus trade surpluses can be driven by
increases in savings (or increases in consump-
tion), decreases in investment or a combination
of the two. Figures 53 and 54 show the shares
in long-term economic growth of gross fixed
investment and total consumption to assess the
relative importance of those factors in explaining
the growing trade surpluses of selected
subregions.88 Data for the United States are
included for comparison.

As shown in figure 53, a decrease in invest-
ment played a major role in South-East Asia.
The share of gross fixed investment in long-
term GDP growth dropped from 41% in 1995 to
17% in 1998, revealing that the adjustment
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process during the Asian financial crisis fell
overwhelmingly on investment.89 Similar evi-
dence for Malaysia, Thailand and Singapore
after 1997 reported by the Asian Development
Bank can be interpreted as a correction of
overinvestment before the crisis.90  A similar
correction is currently underway in the United
States, where the share of investment in GDP
growth increased from 23% in 1995 to 31% in
1997 and a peak of 33% in 2005 and 2006,
before dropping sharply to 9% in 2009. Figure
53 also shows the share of investment in long-
term GDP growth to have been large and stable
in East Asia, at around 38%, and fast-increasing
in South Asia, where it rose from 29% in 2003
to 47% in 2008.

Figure 54 shows that the share of consumption
in long-term GDP growth in the United States
increased from 74% in 1998 to 86% in 2007. In
East Asia, by contrast, it decreased steadily from
61% in 1996 to 46% in 2008. In South Asia it
also decreased, from 71% in 1998 to 60% in

2006, increasing slightly thereafter. In South-East
Asia the share of consumption in long-term GDP
growth increased from 60% in 1996 to 68% in
2004 and has remained relatively stable since
then. In East Asia higher gross domestic saving
is estimated to have accounted for 58% of the
increase in the share of net exports in GDP
growth between 1996 and 2007.

In summary, the analysis suggests that the
large trade deficits of the United States were
driven both by increases in investment and de-
creases in saving, and that the brunt of the
adjustment of the surpluses during the crisis so
far has fallen on investment. In South-East Asia
a large drop in investment after the Asian crisis
of 1997 played a key role in the growth of trade
surpluses. The opposite is true for East Asia.
Although that subregion did experience a small
drop in the share of investment in GDP growth
in the immediate aftermath of the 1997 Asian
financial crisis, that share stabilized afterwards,
in contrast with the steady decline in the share
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FIGURE 54. Share of consumption in long-term real GDP growth

89 Gross investment dropped from an average of 36% of the GDP between 1994 and 1997 to 23% between 1998
and 2001, and remained at about 22% afterwards.

90 ADB, Asian Development Outlook 2009: Rebalancing Asia’s Growth (Manila: 2009).
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of consumption. Thus, the “savings glut” expla-
nation for the increasing trade surpluses seems
to apply only for East Asia.

components to GDP growth dropped across
subregions, although with some differences. East
Asia was characterized mostly by a decreased
contribution of consumption (or increase in sav-
ing), while South-East Asia by a decrease in the
contribution of investment. Box 7 also shows that
the contribution of consumption to GDP growth
decreased considerably in South Asia, while the
contribution of investment increased.

Perhaps the most unsettling aspect of the global
imbalances discussed in this section is the
anomaly of capital flowing from Asian and Pacific
developing countries to finance consumption and
investment in rich countries such as the United
States. Such a flow is the opposite of what
conventional economic theory would dictate on
the grounds of the higher rates of return to
capital in developing countries.91 The absence of
a well-developed regional financial architecture
has impeded the productive deployment of those
resources within the region, or in subregions

The “savings glut” explanation for the
increasing trade surpluses seems

to apply only for East Asia

The analysis above is based on shares of
aggregate demand components in GDP growth,
which are not accurate measures of contributions
to GDP growth. However, box 7 assesses its
sensitivity to alternative computation methods and
finds that its conclusions remain the same: Ex-
ports increased their contribution to GDP growth
significantly between two periods, 1982 to 1997
and 1992 to 2007, especially in East and South-
East Asia. The contribution of domestic demand

BOX 7. Sensitivity of the results to alternative methods to compute the
contribution of aggregate demand components to GDP growth

Shares of aggregate demand components, such as gross domestic investment, in GDP growth are not accurate measures of
contributions to GDP growth because they do not take into account the imports needed to satisfy such demand. Shares of
aggregate demand in GDP growth are also difficult to compare across countries, for smaller and more open economies tend to
satisfy a larger share of their consumption, investment and exports through imports.

An alternative to using shares in GDP growth, the “traditional” method is to subtract from each demand component the imports
required for its production. Technical details of the “import-adjusted” method are provided in annex I. The implementation of the
import-adjusted method requires estimates of the import intensity of each component of consumption, investment and exports. For
lack of empirical data on import intensities for developing countries, two alternative assumptions are used for the intensities: that
(a) they are equal across expenditure components; and (b) they are similar to empirical data for the European Union. As explained
in annex I, that assumption that each of those components has identical import intensities leads to underestimates of the
contribution of consumption to GDP growth and overestimates of the contribution of exports to GDP growth. Using European Union
import intensities is not entirely satisfactory either, but the main purpose of the exercise is to compare the robustness of the
results across various estimation methods.

(Continued on next page)

91 During the period, the region received net private capital inflows in the form of foreign direct investment and portfolio
investment. Those funds were, however, transferred out of the region as central banks chose to invest their foreign
exchange reserves outside the region, rather than inside it.
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BOX 7. (continued)

Table 24 compares estimates of the contributions to GDP growth of consumption, investment and exports using the traditional
method and two variants of the import-adjusted method. The traditional method computes net exports, X – M, rather than exports
X alone; in this case, table 24 includes a computation of the share of exports in GDP growth for comparison with the import-
adjusted method. Notice that the shares of consumption, investment and exports to GDP growth in the traditional method cannot
be compared across countries or regions because they add up to more than 100%, but they nevertheless can be compared
across time for the same region. The latter is also true for the import-adjusted method, allowing us to check to what extent
changes over time in contributions to growth of different expenditure components are similar within regions even when different
computation methods are used.

Regardless of differences in the estimates according to the method employed, the results are consistent. In the three subregions
included in the table, the contribution of exports to GDP growth increased quite significantly between the period 1982 to 1997 and
1992 to 2007. The increase was highest in East Asia, where exports increased its contribution to GDP growth between 18 and
20% points (using the two variants of the import-adjusted method). The contribution of exports to GDP growth increased between
13 and 17% points in South-East Asia, and between 7 and 10% points in South Asia. The contribution of consumption to GDP
growth decreased some 16 to 20% points in South Asia and 14 to 15% points in East Asia, while it increased 2 to 5% points in
South-East Asia. Finally, the contribution of gross fixed investment to GDP growth increased 7 to 10% points in South Asia, but it
decreased between 4 and 5% points in East Asia and 17% points in South-East Asia.

Overall, the import-adjusted method seems to provide more accurate estimates of the contribution of expenditure components to
GDP growth. Therefore, furthering cooperation across national statistical offices to improve the collection of data on import
intensities in Asia and the Pacific is a worthwhile undertaking that could help improve the accuracy of estimates of the contribution
of demand components to GDP growth in the region.

TABLE 24. Contributions of consumption, investment and exports to
GDP growth

Import-adjusted Import-adjusted
method (equal method (EU

Traditional method import intensities) import intensities)

1982-1997 1992-2007 1982-1997 1992-2007 1982-1997 1992-2007

East Asia C 59 44 42 27 49 35
I 40 35 29 24 28 24

X 50 80 29 49 23 41

South-East Asia C 61 68 36 38 46 51
I 38 13 22 5 22 5

X 78 129 41 58 31 44

South Asia C 78 65 64 44 67 51
I 29 49 24 35 23 32

X 15 29 12 22 10 17

Notes: East Asia: China; Hong Kong, China; Republic of Korea; and Taiwan Province of China. South-East Asia:
Cambodia, Indonesia, Malaysia, Philippines, Singapore, Thailand, and Viet Nam. South Asia: Bangladesh, India,
Pakistan, and Sri Lanka.
Sources: ESCAP based on data from United Nations Statistics Division, National Accounts Main Aggregates
Database; and Kranendonk and Verbruggen (2008).
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running growing current account deficits. In fact,
the Asian-Pacific accumulated foreign exchange
reserves represent roughly one third of the re-
gional GDP. If productively deployed, they could
boost regional development and contribute to-
ward eliminating poverty and hunger.

SOCIO-ECONOMIC IMBALANCES
AND DEVELOPMENT GAPS
Poverty reduction: remarkable but uneven

As a consequence of the fast economic growth
and increase in standards of living, developing

countries in Asia and the Pacific made signifi-
cant progress in reducing poverty. Fifteen coun-
tries representing 93% of the population had
their headcount poverty rates92 reduced from
52.1% around 1990 to 25.2% in the mid-2000s
(table 25). Cuts in poverty rates were sharpest
in China, Indonesia, Viet Nam and Thailand,
and in only one of the countries shown in the
table, Turkey, did the poverty rate increase over
the period.

The total number of poor in the 15 countries
shown in table 25 was also reduced significantly
to 596 million, from 1,493 million circa 1990
and 897 in the mid-2000s. Almost all of the

TABLE 25. Poverty reduction between 1990 and the mid-2000s

Headcount
poverty rates Number of Poor

(per cent) (millions) Percentage
of total

Poverty poverty
Country Period Initial Final Initial Final reduction reduction

Bangladesh 1992-2005 66.8 49.6 80.4 76.0 4.4 0.7
Cambodia 1994-2004 48.6 40.2 5.4 5.5 –0.1 0.0
China (rural) 1990-2005 74.1 26.1 614.2 204.2 409.9 68.8
China (urban) 1990-2005 23.4 1.7 73.2 9.1 64.1 10.8
India (rural) 1988-2005 55.6 43.8 344.5 353.3 –8.9 –1.5
India (urban) 1988-2005 47.5 36.2 98.1 117.3 –19.2 –3.2
Indonesia (rural) 1987-2005 70.5 24.0 85.7 27.3 58.3 9.8
Indonesia (urban) 1987-2005 62.0 18.7 29.0 19.7 9.3 1.6
Iran (Islamic Republic of) 1990-2005 3.9 1.5 2.2 1.0 1.2 0.2
Kazakhstan 1996-2003 5.0 3.1 0.8 0.5 0.3 0.1
Lao People’s Democratic

Republic 1992-2002 55.7 44.0 2.5 2.5 0.0 0.0
Pakistan 1991-2005 64.7 22.6 76.7 37.5 39.2 6.6
Philippines 1988-2006 30.5 22.6 18.1 19.7 –1.6 –0.3
Russian Federation 1993-2005 2.8 0.2 4.2 0.2 4.0 0.7
Sri Lanka 1985-2002 20.0 14.0 3.2 2.7 0.6 0.1
Thailand 1988-2004 17.2 0.4 9.5 0.3 9.2 1.5
Turkey 1987-2005 1.3 2.7 0.7 1.9 –1.2 –0.2
Viet Nam 1993-2006 63.7 21.5 44.7 18.2 26.5 4.4
Median 48.0 22.0
Weighted average 52.1 25.2
Total (15 countries) 1 492.9 896.9 596.0 100.0

Notes: Population weights used to compute weighted averages; the 15 countries included in the table represent 93% of the population
of Asian and Pacific developing economies; poor defined as individuals consuming less than $1.25 (adjusted by PPP) per day.
Sources: ESCAP based on data from World Bank, PovcalNet Database; and United Nations Population Division, World
Population Prospects.

92 The headcount poverty rate is defined as the percentage of a country’s population living in households with
consumption or income per person below the $1.25 dollar per day poverty line (expressed in international dollars
of 2005). See notes to figure 50.
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93 As is clear from figure 55, decrease in poverty is faster at low levels of GDP per capita. That is to be expected given
the usual shape of income distribution functions. See Suryanarayana, M. H., “Pro-poor growth: Illusions of marriage
and divorce?”, Working Paper No. WP-2008-006, Indira Gandhi Institute of Development Research (Mumbai: 2008).

reduction took place in just a few countries, of
which China represented 79.5% and Indonesia
11.4%. In other countries, such as Cambodia,
India, the Lao People’s Democratic Republic
and the Philippines, the cuts in poverty rates
were insufficient to reduce the total number of
poor; India had 28 million more poor in 2005
than in 1988.

Figure 55 shows paths of poverty rates and
GDPs per capita in selected countries. All those
paths are downward-sloping, showing that the
poverty rate decreases as the GDP per capita
increases. However, the rate of poverty reduc-
tion per unit of increase in the per capita GDP
varies across countries. In some cases, such
as Bangladesh, Viet Nam, and Indonesia, the
slope has been rather steep, but in others, such
as the Philippines and Sri Lanka, the slope has
been flatter. Notice that Indonesia is the only
country in the chart in which the per capita
GDP declined and poverty increased between

two survey years. This occurred between 1997
and 2000, which encompasses a dramatic 13%
decline in this country’s GDP in 1998 as a
result of the Asian financial crisis. In any event,
the figure suggests that economic growth is an
important factor in reducing poverty, but not the
only factor.93

Poverty-inequality-household
consumption nexus

Rising inequality can adversely affect the speed
of poverty reduction with growth. Table 26
shows that the Gini coefficient increased be-
tween 1990 and the mid-2000s in 9 of 15
countries examined; the increase was higher in
urban than in rural areas. In addition, the pov-
erty rates considered in table 25 are defined on
the basis of monthly per-capita household con-
sumption data obtained from household surveys,
whose evolution over time differs from that of
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TABLE 26. Inequality and household consumption growth between
1990 and the mid-2000s

Gini Average Annual Counterfactual additional
Coefficient Growth Rate poverty reduction
(per cent) (per cent) (in millions)

Household
No consumption

Household GDP change grew at an
consumption per in additional 1%

Country Initial Final per capita capita inequality  per yeara

Bangladesh 26.2 31.0 2.2 3.2 6.5 9.5
Cambodia 38.3 41.9 1.9 5.2 0.4 0.7
China (rural) 30.6 35.9 5.1 9.1 36.3 54.5
China (urban) 25.6 34.8 7.0 9.1b 9.1b

India (rural) 30.1 30.5 0.9 4.0 2.3 66.3
India (urban) 35.6 37.6 1.2 5.8 26.6
Indonesia (rural) 27.7 29.5 3.3 3.4 1.8 0.0
Indonesia (urban) 32.8 39.9 4.6 6.6 0.0
Iran (Islamic Republic of) 43.6 38.3 –0.2 2.9 –3.3 1.0b

Kazakhstan 35.3 33.9 –0.3 6.9 –0.2 0.5b

Lao People’s Democratic
Republic 30.4 32.6 1.7 3.9 0.1 0.3

Pakistan 33.2 31.2 3.9 1.7 –3.0 0.0
Philippines 40.6 44.0 1.6 1.6 2.6 0.0
Russian Federation 48.3 37.5 0.0 2.0 –13.6 0.2b

Sri Lanka 32.5 41.1 1.9 3.2 1.4 1.6
Thailand 43.8 42.5 3.7 4.4 –0.8 0.0
Turkey 43.6 43.2 0.5 2.2 –0.2 1.9b

Viet Nam 35.7 37.8 5.7 6.0 1.6 0.0
Median 34.3 37.6 1.9 3.2
Weighted average 32.2 34.8 3.3 6.0
Total (15 countries) 53.4 172.0

Notes: Population weights used to compute weighted averages; the periods considered for each country are the same as
those of table 25; see footnote 98 in the text for details on the computation of the counterfactuals shown in the last two
columns of the table.

a Applied only to countries where the annual average rate of GDP growth exceeded the rate of growth of household
consumption by 1% or more.

b Enough poverty reduction to drive the poverty rate to zero.
Sources: ESCAP based on data from World Bank, PovcalNet Database; United Nations Statistics Division, National
Accounts Main Aggregates Database; and United Nations Population Division, World Population Prospects.

}
}
}

94 See the World Bank PovcalNet database for details on the data; available from http://iresearch.worldbank.org/
PovcalNet/povcalSvy.html.

each country’s per-capita GDP.94 Table 26
shows that in all but three countries the rate of
GDP growth exceeded the rate of growth of
per-capita household consumption during the
period considered. The three exceptions were

the Philippines, where both grew at the same
rate, urban Indonesia and Pakistan, where aver-
age household consumption grew faster than
per capita GDP. On the other hand, the rate of
growth of household consumption was zero or
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negative in three countries: the Islamic Republic
of Iran, Kazakhstan and the Russian Federation.

Differences between rates of growth of the per
capita GDP based on national accounts, and
rates of growth of household consumption based
on household surveys have been observed in a
wide cross-section of countries and can be ex-
plained in several ways.95 They are of great
significance because household consumption is
a more informative measure of economic well-
being than GDP. According to the recent report
of the Commission on the Measurement of Eco-
nomic Performance and Social Progress, “While
it is informative to track the performance of
economies as whole, trends in citizens’ material
living standards are better followed through
measures of household income and consump-
tion. Indeed, the available national accounts data
shows that in a number of OECD countries real
household income has grown quite differently
from real GDP, and typically at a lower rate”.96

The divergence between per capita GDP and
per-capita household consumption is further il-
lustrated in figure 56, which shows weighted
averages of the two variables for the 15 coun-
tries in tables 25 and 26. The figure shows that
per capita GDP doubled between 1990 and the
mid-2000s, while per-capita household con-
sumption increased by only 50%. To be sure,
those weighted averages are influenced by the
weight of the two largest countries in the region,
China and India. However, an alternative calcu-
lation shows that the median per-capita house-
hold consumption for the 15 countries increased
20 percentage points less than the median GDP
(58% against 78%), which is still a significant
difference. The discrepancy in the evolution of
both variables was recently noted by the ADB,
which considers it a major reason for the grow-
ing current account surpluses of the developing
Asian and Pacific economies over the last 10
years.97

95 Ravallion, Martin, “Measuring aggregate welfare in developing countries: How well do national accounts and
surveys agree?”, The Review of Economics and Statistics, vol. 85, No. 3.

96 Stiglitz, Joseph E., Amartya Sen and Jean-Paul Fitoussi, Report by the Commission on the Measurement of Economic
Performance and Social Progress; available from www.stiglitz-sen-fitoussi.fr/documents/rapport_anglais.pdf.

97 ADB, Asian Development Outlook 2009: Rebalancing Asia’s Growth.
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To assess the relative importance of rising in-
equality and slow growth in per-capita house-
hold consumption on the speed of poverty re-
duction, the additional reduction in the number
of poor under two “counterfactual” scenarios
was estimated: (a) no change in inequality and
(b) an additional 1% growth in per-capita house-
hold consumption in districts where the differ-
ence between the rate of growth of per capita
GDP and per-capita household consumption has
been 1% or more.98 The results are shown in
the last two columns of table 26. If the Gini
coefficient had not changed from its values of
around 1990, poverty would have been reduced
by an additional 53.5 million people, 9% more
than the poverty reduction of 611 million that
actually took place. Notice that under that coun-
terfactual scenario, China’s urban poverty rate
would have been driven to zero by 2005, com-
pared to its actual value of 1.7%.

and the Pacific, consistently with the region’s
high rates of GDP growth. However, the reduc-
tion in the number of poor was uneven, with
few countries especially China accounting for
bulk of it. The two main factors that slowed
down the rate of poverty reduction have been
rising inequality and a significantly slower rate of
growth of per-capita household consumption
compared to that of per capita GDP. The latter
factor is related to the declining share of con-
sumption in GDP growth identified in the section
on macroeconomic imbalances.

Poverty and multiple deprivations

The above analysis employs headcount poverty
rates because they provide a simple summary
measure of the extent of poverty in a given
country at a particular point in time. The state
of poverty is characterized by multiple depriva-
tions, however, that are not adequately captured
in a simple summary measure. In order to
complement the analysis, the rest of this section
explores the relationship between poverty rates
and selected characteristics of poverty in the
areas of employment security, nutrition, educa-
tion and access to sanitary infrastructure, meas-
ured by selected indicators taken from the Mil-
lennium Development Goals database.

Figure 57 shows a positive relationship between
headcount poverty rates and the share in total
level of employment of own-account and con-
tributing family workers, a common measure of
informal employment. Work in the informal sec-
tor is not subject to labour safety and regula-
tions on hours of work, dismissal rules, mater-
nity benefits, minimum wages, employers’ liabil-
ity in case of employment-related injury caused
to workers, and employers’ contributions to so-
cial insurance schemes such as pension plans
or unemployment insurance. Informal workers
are highly vulnerable to various sorts of
economy-wide and idiosyncratic risks. In the
figure, the countries with the highest headcount
poverty rates (Bangladesh, Cambodia, the Lao

98 For the computation of these counterfactuals we estimated the following regression based on data for the
districts included in tables 25 and 26: Hit = 213.6 – 49.02*log(Cit) + 0.88* Git, N = 83,  R2 = 0.88.

 (-5.76)          (3.09)

Although the total number of poor
dropped by almost 600 million

between 1990 and the mid-2000s,
almost all of this drop was

accounted for by a few countries

The additional reduction in poverty is more than
three times larger under the second counterfac-
tual scenario of an extra 1% increase in per-
capita household consumption. In that case,
poverty in the Asia and the Pacific would have
dropped by an additional 172 million, 93 million
of which would be attributable to India alone.
Under this alternative scenario, the poverty
rates of urban China, the Islamic Republic of
Iran, Kazakhstan, the Russian Federation and
Turkey would have been driven to zero by the
mid-2000s.

All in all, headcount poverty rates were reduced
remarkably in the developing economies of Asia
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FIGURE 57. Headcount poverty and employment in the informal sector
in the Asia-Pacific region

Note: Observations are for the latest years available as of September 2009.
Sources: ESCAP based on data from World Bank, PovcalNet Database and United Nations Statistics Division, Millennium
Development Goals Database.

People’s Democratic Republic and Nepal) have
between 72% and 90% of their workers em-
ployed in the informal sector. In countries with
intermediate poverty rates, such as Sri Lanka
and Viet Nam, the participation of workers in
the informal sector ranges between 43% and
74%. Finally, in countries with low poverty rates,
participation in the informal sector ranges more
widely, from 6% in the Russian Federation to
53% in Azerbaijan and Thailand.

Figure 58 shows that there is a positive rela-
tionship between headcount poverty rates and
the share of underweight children, a key indica-
tor of child malnutrition. As expected, countries
with high headcount poverty rates have also
high rates of underweight children, ranging from
36% in Cambodia to 49% in Timor-Leste. The
main exception in this group is Uzbekistan,
which despite its high poverty rate (46%) has
only 5% of its children underweight. Other tran-
sition economies such as Armenia, Georgia,
Kyrgyzstan, Kazakhstan and the Russian Fed-
eration are also characterized by low rates of
underweight children. Notice that in contrast
with the participation of workers in the informal
sector, countries with low poverty rates are also

characterized by consistently low rates of under-
weight children.

Figure 59 shows a negative relationship be-
tween headcount poverty rates and the primary
education survival rate, defined as the percent-
age of a cohort of students who enter the first
grade of primary school that complete the last
grade of primary school, regardless of repeti-
tion. Successful completion of primary school is
of critical importance for the acquisition of basic
literary and numerical skills. The figure shows
that in the case of the high-poverty countries,
this indicator ranges between 55% for Cambo-
dia and 66% for India. Uzbekistan, as well as
other countries formerly part of the Union of
Soviet Socialist Republics, is again the excep-
tion to the rule. Similar conclusions are obtained
from figure 60, which shows a negative relation-
ship between poverty rates and access to im-
proved sanitation.

In sum, while the headcount poverty rate does
not capture the multiple deprivations of poverty, it
is nevertheless associated with indicators of
some of those deprivations. Countries with high
poverty rates tend to have high rates of under-
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FIGURE 59. Headcount poverty and primary education survival rate in the
Asia-Pacific region
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FIGURE 60. Headcount poverty and access to improved sanitation in the Asia-Pacific region

Note: Observations are for the latest years available as of September 2009.
Sources: ESCAP based on data from World Bank, PovcalNet Database and United Nations Statistics Division, Millennium
Development Goals Database.

weight children, low primary school survival rates,
high rates of employment in the informal sector
and low access to improved sanitation facilities.
However, an important message of figures 57 to
60 is that while the correlation between poverty
rates and the various indicators examined is
high, it is not by any means absolute. For many
countries social indicators are better than would
be expected according to their headcount poverty
rates. Thus the data suggest that it is possible,
through the implementation of appropriate poli-
cies, to improve the social conditions of the
population regardless of a country’s poverty rate.

To be sure, improving the provision of basic
social services and developing effective social
protection systems are costly and require strong
political commitment. The data indicate that much
remains to be done in this regard in Asia and the
Pacific. The average public spending in education
in the region during 2005 was 3.4% of GDP,
below the world average of 4.7%.99 Moreover,

spending levels have been lower in low-income
economies and least developed countries (2.5%)
– those that need it the most – compared with
high-income economies (3.9%). In some
subregions, such as South and South-West Asia
and North and Central Asia, spending has
dropped during the first half of the 2000s. Re-
garding health services, a large share of health
expenditures in the region is funded out-of-
pocket, limiting access of poor individuals to
basic services.100 A related concern is the low
coverage rates of social protection programmes,
particularly in health-care assistance, labour mar-
ket programmes, assistance to persons living with
disabilities and access to microcredit by the
poor.101 But on a positive note, existing levels of
poverty and other deprivations provide substantial
headroom for increasing aggregate demand in
the Asia-Pacific region. Therefore, poverty reduc-
tion must occupy a central place in the economic
development strategy designed to sustain Asian
dynamism in the coming years.

99 ESCAP, Economic and Social Survey 2008.
100 ESCAP, Development of Health Systems in the Context of Enhancing Economic Growth towards Achieving the

Millennium Development Goals in Asia and the Pacific, Sales No. E.07.II.F.12 (Bangkok: 2007).
101 ESCAP, Economic and Social Survey 2009; and ESCAP, ADB and UNDP, Achieving the Millennium Development Goals.
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Infrastructure and other
development gaps
While the Asia-Pacific region has made impres-
sive progress in reducing the number of poor,
this progress has been uneven across coun-
tries. And the observed relationship between
headcount poverty rates and selected Millen-
nium Development Goals indicators suggests
that progress in reaching those goals must have
been uneven as well. The following section
summarizes gaps across Asian and Pacific
subregions in the achievement of the Millennium
Development Goals, together with a preliminary
examination of gaps in infrastructural develop-
ment across countries in the region.

The availability and quality of infrastructure hold
great significance for economic development.
As public goods, the availability of quality
infrastructural facilities assists in “crowding in”
private investments by reducing the magnitude
of required investments. In other words, physical
infrastructure contributes to economic growth
through “multipliers” of investment, employment,
output, income and ancillary development. The
role of physical infrastructure in fostering eco-
nomic development and integration has been
supported by extensive empirical literature.102

Thus, closing the infrastructural development
gaps across the region appears to be a neces-
sary condition for inclusive and balanced re-
gional development.

As far as the Millennium Development Goals
are concerned there is considerable variation
across subregions and country groupings.103

Table 27 shows that among the subregions, the
greatest progress has been in South-East Asia,
which has already achieved 11 out of the 21
assessed indicators and is on track for another
four. Next come the North and Central-Asian
countries which, as a group, have already
achieved nine of the indicators.

The Asia-Pacific region includes the world’s two
most populous countries – China and India –
so the region’s overall achievement on poverty
and other indicators is swayed by their perform-
ance. Table 27 shows that the performance of
Asia and the Pacific excluding China and India
on some indicators has been worse than for the
region as a whole: it has progressed only slowly
in ensuring primary enrolment, and regressed
on HIV prevalence. On the other hand, this
group of smaller countries has done better on
gender parity in secondary educational attain-
ment on which it is an early achiever. Starting
from a low base on many Millennium Develop-
ment Goal indicators, South Asia has made
good progress on eight indicators, but is pro-
gressing only slowly on many others. Given the
weight of India in subregional aggregates, it
may be useful to consider “South Asia without
India”. That grouping is on track for poverty, but
progressing slowly on primary enrolment and
the provision of clean water supplies and re-
gressing in HIV prevalence and forest cover.

The Pacific Island countries have been less
successful – regressing or making no progress
in 11 indicators and advancing only slowly in
another two, those for infant and under-five
mortality. Excluding Papua New Guinea, the Pa-
cific island countries are early achievers in gen-
der equality. The 14 least developed countries
in Asia and the Pacific have made slow or no
progress on most indicators – performing well
only on gender equality in primary and second-
ary education and on reducing the prevalence
of HIV and TB.

The existence of infrastructure gaps in the re-
gion has received less attention in recent times
than gaps in the achievement of the Millennium
Development Goals, partly because of the large
number of existing indicators of different as-
pects of infrastructure that make comparisons

102 See the following references for discussion: Aschauer, David Alan, “Is public expenditure productive?”, Journal of
Monetary Economics, vol. 23, No. 2 (March 1989), pp. 177-200; Easterly, William, and Sergio Rebelo, “Fiscal
policy and economic growth: An empirical investigation”, Journal of Monetary Economics, vol. 32, No. 3
(December 1993), pp. 417-458; Gramlich, Edward M., “Infrastructure investment: A review essay”, Journal of
Economic Literature, vol. 32, No. 3 (1994), pp. 1176-1196; World Bank, World Development Report 1994:
Infrastructure for Development (New York: Oxford University Press, 1994).

103 ESCAP, Supportive Financial System and Green Growth for Achieving the Millennium Development Goals in the
Asia-Pacific Region: Theme Study 2010.
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Source: ESCAP/ADB/UNDP (2010), p. 10.

Early achiever On track Slow Regressing/No progress

TABLE 27.  Country groups on and off track for the Millenium Development Goals

Goal 1 2 3 4 5 6 7
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across countries difficult.104 For instance, a
country may be well developed in road infra-
structure but may have poor telecommunication
or information infrastructure. Hence, neither a
measure of road transport infrastructure or of
telecommunication infrastructure would ad-
equately capture the overall quality or availability
of infrastructure. A single comprehensive indica-
tor of infrastructural development would be de-
sirable. To get a sense of the infrastructural
development gaps in Asia and the Pacific, one
such composite measure capturing aspects of
transport infrastructure (roads, railways and air

transport density), ICT infrastructure (telephone
and internet density), energy availability (inten-
sity of energy use) and banking infrastructure
(bank branches density) is proposed here. The
composite measure represents an average of all
the eight unit-free indicators following the meth-
odology of the UNDP human development in-
dex. (See annex II for methodological details.)

The patterns that emerge from the composite
indicator as summarized in figure 61 suggest
that high-income and upper-middle-income
countries such as. Singapore; Japan; New

104 The many indicators include some related to transportation facilities such as road networks, ports and airports;
and some about communication infrastructure covering telecommunication networks, information infrastructure and
energy availability, among others.
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Source: ESCAP calculations as indicated in Annex II.

FIGURE 61. Infrastructure composite scores in Asia and the Pacific, 2007
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Zealand; the Republic of Korea; Australia; Bru-
nei Darussalam; Hong Kong, China; and Macao,
China have reached a very high level of
infrastructural development, holding the top eight
positions. On the other end of the spectrum, the
least developed countries, small island econo-
mies and landlocked developing countries such
as Papua New Guinea, Nepal, the Lao People’s
Democratic Republic, Solomon Islands, Cambo-
dia, Bhutan, Vanuatu and Mongolia, among oth-
ers have very wide gaps in the levels of
infrastructural development remaining to be
closed. Other developing countries occupy the
middle positions with significant gaps remaining
to be closed.105

Closing the infrastructural development
gaps across the region appears to be a

necessary condition for inclusive and
balanced regional development

The resource requirements for bridging or even
narrowing those gaps are substantial. A recent
study estimated that the Asia-Pacific regional
infrastructure needs for the decade beginning in
2010 to be of the order of nearly $8 trillion
($5.4 trillion for new capacity and $2.6 trillion for

105 Such a composite index of infrastructure also can be used to see if the gaps are widening over time or closing.
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FIGURE 62. Net loss or increase in forest area between 1990 and 2005

Notes: Forest is determined both by the presence of trees and the absence of other predominant land uses. The trees
should reach a minimum height of 5 metres (m) in situ. Areas under reforestation that have not yet reached but are
expected to reach a canopy cover of 10% and a tree height of 5 m are included, as are temporarily unstocked areas,
resulting from human intervention or natural causes, which are expected to regenerate.
Source: ESCAP, based on data from United Nations Statistical Division, Millennium Development Goals Database.

106 ADB and Asian Development Bank Institute, Infrastructure for a Seamless Asia (Tokyo: 2009), p. 167; available from
www.adbi.org/intal/intalcdi/PE/2009/03979.pdf.

replacement of old infrastructure).106 The invest-
ment needs are on the order of $800 billion per
year of which much remains unfunded under
current arrangements.

Narrowing the development gaps in Asia and
the Pacific including poverty reduction and
achievement of other Millennium Development
Goals and infrastructural gaps provides valuable
opportunities for augmenting aggregate demand
while making the pattern of development more
balanced and inclusive.

GROWING ECOLOGICAL
IMBALANCES
Rapid economic growth and modernization has
put huge pressure on the natural capital of
many countries in the region, depleting key

natural resources such as freshwater and for-
ests. Market failures are largely to blame, re-
flected in imperfect information on the value of
goods and services provided by the natural
environment, a misalignment between the social
and private costs involved, and shortcomings in
the governance of natural resources.

The decline in the natural resource base is
particularly worrisome in Asia and the Pacific
because of the region’s high population density
and low per-capita access to critical resources
such as water and energy. Furthermore, the
economic impacts of the declining natural capi-
tal base are likely to fall disproportionately on
the poor, many of whom live on ecologically
vulnerable areas and depend on the availability
of natural resources to make a living.

Figure 62 shows the net increase or loss in forest
area between 1990 and 2005 for 28 Asian and
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Pacific countries for which data are available. In
19 of them the forest area was reduced during
that period at an average rate of loss of 1% per
annum.107 The annual average rate of decrease
in forest area was highest for the Philippines
(2.6%), Nepal (1.9%), Pakistan and Indonesia
(1.8%), and the Solomon Islands (1.6%). On
other hand, 9 countries experienced an increase
in their forest area between 1990 and 2005 at an
average rate of 0.7% per annum. The annual
average rate of increase in forest area was
highest in China (1.6%) and Viet Nam (2.2%).

The loss of forest area has several adverse
effects on the environment. When trees are cut,
burned or left to decay to convert forest areas to
agricultural and other uses, their stored carbon is
released into the atmosphere, adding to carbon
emissions from burning fossil fuels. Tropical for-
est clearing accounts for roughly 20% of the
annual anthropogenic carbon emissions.108

Forests also provide critical ecosystem services
for economies and societies. For instance, the
loss of forest area increases the likelihood of
landslides, floods and soil depletion of vital min-
eral nutrients, making it less able to sustain
agricultural production and leading to
desertification. Deforestation also causes severe
damage to natural ecosystems that provide life-
supporting services such as water purification
and waste decomposition.

The supply of freshwater resources provided by
nature is another essential ecosystem service
that faces multiple threats related to climate
change, land-use change and expanding de-
mand for water. Figure 63 shows that the rate of
use of freshwater resources varies substantially
across countries in the region. According to the
latest data available, it ranges from less than
10% in Malaysia, the Russian Federation, Indo-

nesia, Georgia and Viet Nam to close to 100%
or higher in Turkmenistan and Uzbekistan. Other
countries with elevated water-use rates include
Tajikistan and Pakistan (75%), Islamic Republic
of Iran (68%) and Kyrgyzstan (49%). In the
cases of the Islamic Republic of Iran and Paki-
stan, the percentage of water resources with-
drawn has been increasing over time. While still
at relatively moderate levels, percentages in-
creased significantly between 1990 and 2000 in
China, India and Sri Lanka, raising the risk of
water stress in those countries.

While the increasing demand for water is the
main reason for those trends, an additional
cause for concern is the uncertain impact on
freshwater resources of the loss of mass being
experienced by most world glaciers.109 In the
short- to medium-run, such a loss could cause
an increased frequency of floods; over the long-
run, it could lead to water shortages in impor-
tant river systems of the world that bring water
to billions of people.

Forest and hydrological systems are vulnerable to
climate change, and the loss of forests in turn
increases vulnerability to drought and a host of
natural disasters that are occurring with increased
frequency and intensity. Therefore, the sustain-
able management of both forests and water
systems is important not only for the preservation
of critical sources of natural capital but also for
adapting to extreme events and disasters. How-
ever, while adaptation to climate change consti-
tutes a major focus of the scientific community
and policymakers in the region, the need to take
steps towards the mitigation of climate change
has been moving up the policy agenda.

Because of their very fast economic growth,
Asian and Pacific developing economies have
been increasing their emissions of carbon diox-

107 That figure for the annual rate of loss was derived from the forest area lost between 1990 and 2005 divided by
the forest area in 1990 and expressed as an annual rate.

108 Intergovernmental Panel on Climate Change, Climate Change 2007: the Physical Science Basis – Summary
for Policymakers (Geneva: 2007); available from www.aaas.org/news/press_room/climate_change/media/4th_spm2
feb07.pdf.

109 Dyurgerov, Mark B., and Mark F. Meier, “Glaciers and the changing earth system: A 2004 snapshot”, Occasional
Paper No. 58, Institute of Arctic and Alpine Research (University of Colorado, 2005).
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Notes: Total volume of groundwater and surface water withdrawn from their sources for human use in the agricultural,
domestic and industrial sectors expressed as a percentage of the total volume of water available annually through the
hydrological cycle.

a 1995 for Islamic Republic of Iran.
b 2005 for Armenia, Azerbaijan, Georgia, Islamic Republic of Iran and Turkey.

Source: ESCAP based on data from United Nations Statistical Division, Millennium Development Goals Database.

FIGURE 63. Proportion of total renewable freshwater resources withdrawn

1990a 2000b

ide rapidly. In 2006 China became the country
with the highest level of emissions (table 28).
However, on a per-capita basis, the carbon
emissions of China, India and other developing
countries in the region are still substantially
lower than those of the developed countries.
Because the developing countries are still indus-
trializing and developing their infrastructure, their
shares in the global cumulative emissions are
also considerably lower than those of the devel-
oped countries. The developing countries are
concerned about potential trade-offs between
stringent emission-reduction commitments and
their aspirations to industrialize, reduce poverty
and raise standards of living to levels similar to
those of the developed countries. As a result,

international negotiations on how to share the
costs of addressing climate change issues have
been extraordinarily complex and contentious;
as evidenced at the United Nations Climate
Change Conference in Copenhagen in Decem-
ber 2009.110

And yet, many countries of the region are
adopting a forward-looking perspective and tak-
ing actions that seek to redress the imbalance
between the supply and demand for ecosystem
services. A consensus is starting to emerge in
the region that an inclusive approach to devel-
opment also needs to address the substantial
challenges involved in maintaining the integrity
of resources on which especially the poor de-

110 For a more detailed discussion refer to UN-DESA, World Economic and Social Survey 2009: Promoting
Development, Saving the Planet.
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TABLE 28. Carbon dioxide emissions from selected major economies

Share of Annual Per capita Share of
global CO2 average CO2 global
emissions growth rate of emissions cumulative CO2

in 2006 CO2 emissions in 2006  emissions
1992-2006 1840-2006

Per cent Rank Per cent Mta Rank Per cent

1) Asia-Pacific economies
Australia 1.4 (13) 1.6 19.3 (8) 1.1
China 21.8 (1) 6.2 4.7 (65) 8.1
India 4.7 (4) 4.8 1.2 (120) 2.4
Indonesia 1.3 (15) 3.6 1.6 (109) 0.6
Iran (Islamic Republic of) 1.7 (10) 4.6 6.7 (47) 0.8
Japan 4.4 (5) 0.5 9.8 (27) 3.6
Republic of Korea 1.8 (9) 3.7 10.8 (23) 0.8
Russian Federation 5.7 (3) –2.0 11.3 (19) 8.0

2) Other economies
Canada 1.9 (7) 1.1 16.8 (9) 2.0
Germany 3.0 (6) –1.0 10.2 (27) 6.7
United Kingdom 1.9 (8) –0.2 9.0 (32) 5.9
United States 20.3 (2) 1.2 19.3 (7) 27.8

Note: a Metric tons of CO2.
Sources: ESCAP, based on United Nations (2009, table 1.3, p. 9) and data from United Nations Statistics Division,
Millennium Development Goals Database; Marland, Boden and Andres (2008); and World Resources Institute, Climate
Analysis Indicators Tool (CAIT) Version 7.0, http://cait.wri.org/.

pend, for example by keeping freshwater use
within sustainable levels, restoring water quality
in rivers, protecting the ecological services of
forests and adapting to climate change. Conse-
quently, in response to the global financial cri-
sis, some ESCAP member countries have allo-
cated a high proportion of green investments in
their fiscal stimulus packages.111 In addition,
countries such as China, the Republic of Korea,
and India have made high-level commitments to
building environmental sustainability into eco-
nomic growth and to promote international coop-
eration mechanisms to fight climate change.
The Chinese Premier, Wen Jiabao, has stated:
“All nations should continue to find common

ground, bridge differences and strengthen coop-
eration to crack the hard issues facing human
existence and development, and benefit the
generations to come.”112

A key to addressing the region’s ecological im-
balances will be the implementation of broadly
understood technological innovations that will re-
duce the adverse impacts of production and
consumption activities on the environment, as
well as unsustainable pressures on natural re-
sources. The promotion and adoption of such
innovations is possible, but requires a societal
consensus about their benefits, as well as
strong Government support and international co-

111 Bernard, Steve, and others, “The greenest bail-out?”, Financial Times, 2 Mar. 2009; available from www.ft.com/
cms/s/0/cc207678-0738-11de-9294-000077b07658.html?nclick_check=1.

112 Xinhua News Agency, “Chinese premier, UN chief discuss climate change”, China View, Window on China sec.,
30 Dec. 2009; available from http://news.xinhuanet.com/english/2009-12/30/content_12730059.htm.
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operation. Past experience suggests that eco-
nomic incentives have encouraged the emer-
gence of such societal consensus and Govern-
ment support.

It should be pointed out that least developed
countries, landlocked developing countries and
small island developing States – which are dis-
proportionately vulnerable to the consequences
of climate change – do not have the financial
resources and expertise to develop new tech-
nologies. A number of international agreements,
notably the United Nations Framework Conven-
tion on Climate Change (UNFCCC), recognize
those constraints by stressing that developed
countries need to support developing countries
according to the principle of common but differ-
entiated responsibilities. Developed countries
are thereby committed to supporting developing
countries financially and through transfer of
technology so that they can diversify their pro-
duction into higher value-added and less pollu-
tion-intensive manufacturing and service indus-
tries, through the use of environmentally sound
technologies and know-how. To date, much re-
mains to be done, not only in terms of providing
financing to developing countries on preferable
terms, but also in enhancing “green” market
access opportunities for developing countries.

nological innovations, the prospects for South-
South technical and financial cooperation in that
area appear promising.

LINKAGES BETWEEN THE THREE
IMBALANCES

Figure 64 presents a schematic view of the
production process. It shows three uses of GDP
-investments, net exports and consumption, and
four production inputs: capital, including that de-
rived from natural resources, technology, and
labour. The figure also shows an externality
related to environmental degradation. Finally, the
figure makes clear that production alone is in-
sufficient to achieve the objective of poverty
reduction, which is shown as linked to employ-
ment and availability of consumption goods and
services. This figure illustrates the macroeco-
nomic imbalances of the growth process in Asia
and the Pacific discussed in this chapter.

A consensus is starting to emerge in
the region about the need to keep

freshwater use within sustainable levels,
restore water quality in rivers, protect
the ecological services of forests, and

adapt to climate change

In their search for new sources of growth in the
aftermath of the crisis, Asian and Pacific coun-
tries might pay attention to opportunities that
may exist in environmentally sound processes
and technologies through appropriate public in-
terventions, international support and regional
cooperation. Concurrently, as key developing
countries move ahead in their development as-
pirations and in their capacity to generate tech-

To sustain economic growth over the
long run, the Asia-Pacific region

needs to address its macroeconomic,
social and ecological imbalances
in an integrated manner: policies

that address simultaneously
more than one imbalance should

be given the highest priority

The links between elements in the figure are
depicted as colour-coded arrows to highlight the
three imbalances, as well as elements of the
current growth strategy that have delivered, on
average, positive development results. The blue
arrows highlight key elements of Asian and Pa-
cific growth strategy that have contributed to the
region’s high rates of economic growth over the
past 40 years. They include high investment
rates leading to a fast accumulation of capital
which, combined with an abundant supply of
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FIGURE 64. A schematic view of the three imbalances
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labour, have facilitated dramatic expansion of
production. The expansion of employment, also
a key contributor to the fast rate of GDP
growth, has provided earning opportunities that
have helped to lift millions out of poverty.

Addressing the imbalances means a weakening
of some links shown and strengthening of oth-
ers. Dotted arrows, linking production with con-
sumption, denote that the link is weak and that
it should be strengthened. The social imbal-
ances are highlighted with yellow arrows. They
are associated with the significantly slower
growth rates of per-capita household consump-
tion compared to per capita GDP and with
insufficient levels of investment in the provision
of basic social services and the development of
social protection systems. The links between
consumption and investment in poverty reduc-

tion are depicted with dotted arrows, indicating
that they are weaker than desirable.

The ecological imbalances are highlighted with
green arrows. Production activities involve both
(a) the overuse of natural resources, reflected
in losses of forest area and increasing risks of
water stress in some countries; and (b) the
emission of carbon dioxide from burning fossil
fuels as well as from high carbon-emitting con-
sumption activities. To address those imbal-
ances, policies should be devised to weaken
the links depicted by the green arrows. In addi-
tion, a strong investment programme in techno-
logical innovations to improve energy efficiency
and develop alternative sources of energy will
be required, combined with a clear commitment
by developed countries to support the reduction
of financial and technological gaps in the region.
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Import-adjusted method to compute the contri-
bution of aggregate demand components to
GDP growth

Assume that the production of consumption,
investment and exports requires an identical
proportion of imported goods and services, or
import intensity, m. Under this assumption we
can express the GDP identity GDP ≡ C + G + I
+ X – M as

GDP ≡ C + G + I + X – mGDP, or

GDP ≡    1     (C + G + I + X), or
         1 + m

GDP ≡                 (C + G + I + X).

Thus, to implement the decomposition it is nec-

essary to subtract     from private

consumption,          from government con-

sumption, from investment and

   from exports and proceed with the

usual growth decomposition.

While the assumption of identical import
intensities is useful as a first approximation, it
underestimate the contribution of consumption
to GDP growth because private and government
consumption typically have smaller import con-
tent than investments and exports. By the same
token, this assumption will overestimates the
contributions of investment and exports to GDP
growth.

An alternative approach is to take into account
empirical data on import intensities. Although
such data are not easily available in Asia and
Pacific countries, it is possible to explore up to
what extent the results sensitive to the assump-
tion of equal import intensities by using on import
intensities observed in other areas of the world.
The accompanying table presents data on import
intensity from a selection of European countries.

The European data show consistently that the
import intensities of both private and Govern-
ment consumption are clearly below the average,
while those of exports are clearly above the
average. Although there is some variation across
countries, the data suggest the presumption that
using identical import intensities will bias down-
ward the contribution of consumption to GDP
growth and bias upward the contribution of ex-
ports to GDP growth. In the table in the text we
apply the import-adjusted method using both
identical import intensities and the median import
intensities of the countries shown in the accom-
panying table.

To implement this alternative method, decom-
pose imports as

0.7αC + 0.3αG + 1.1αI + 1.5αX = M

where α is obtained as                .a  It is thus

necessary to subtract 0.7            from private

consumption, 0.3      from government

consumption, 1.1           from investment and

1.5         from exports before proceeding

with the usual growth decomposition.
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a The coefficients 0.7, 0.3, 1.1, and 1.5 are the medians in the bottom line of the table below. Notice that
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The composite measure of infrastructure develop-
ment is based on 8 physical infrastructure indica-
tors covering 40 ESCAP member countries in the
region for 2007. It is a summary measure and it
measures the average achievement of a country.
The aspects of infrastructure covered in the
construction of the composite index and their
measurements are as follows:

Transport infrastructure: There could be sev-
eral aspects of transport infrastructure such as
availability of roads, railways, air transport and
ports. In view of the availability of comparable
indicators, we have employed following five indi-
cators for capturing the availability of transport
infrastructure: (i) Air transport is captured by
passengers carried per 10,000 population and
air freight million ton-km, (ii) Road infrastructure
by the length of roads network per 1000 sq.
km. of geographical area, (iii) Railway infrastruc-
ture by length of railway lines per 1000 sq. km.
of geographical area.

ICT infrastructure: The availability of ICT
infrastructure is captured with the help of
“teledensity” and availability of Internet captured
by total number of telephones (mobiles and
fixed line) per 100 population and Internet users
per 100 inhabitants respectively.

Energy availability: Energy availability is cap-
tured by intensity of electric power consumption
(kWh) per inhabitant.

Banking infrastructure: Captured by number of
banks per 100,000 population.

Data sources include World Development Indica-
tors (World Bank), Statistical Yearbook for Asia
and the Pacific (ESCAP), and Key Indicators for
Asia and the Pacific (Asian Development Bank).

We follow the United Nations Development Pro-
gram’s (UNDP) Human Development Index
(HDI) methodology while indexing the physical
infrastructure development.a In general, to trans-
form a raw variable, say x, into a unit-free index
of a development dimension x between 0 and 1
(which allows different indices to be added to-
gether), we use following formula:

Dimensionx =
   x – min(x)
max(x) – min(x)

where min and max(x) are the lowest and highest
values the variable x can attain, respectively.

The composite index was calculated as a sim-
ple average of all the unit free indicators.

Annex II

a For concept and methodology, see the example in Sudhir Anand and Amartya Sen, Sustainable Human
Development: Concepts and Priorities, (UNDP, 1994).

Import intensities of selected European countries, 2005

C G I X Total

1) In per cent
Belgium 32 10 48 62 45
France 18 8 26 45 23
Germany 22 9 33 42 28
Italy 19 8 31 26 20
Netherlands 27 12 41 60 42
Spain 16 8 23 65 27

2) Ratio to total
Belgium 0.7 0.2 1.1 1.4 1.0
France 0.8 0.3 1.1 2.0 1.0
Germany 0.8 0.3 1.2 1.5 1.0
Italy 1.0 0.4 1.6 1.3 1.0
Netherlands 0.6 0.3 1.0 1.4 1.0
Spain 0.6 0.3 0.9 2.4 1.0

Medians 0.7 0.3 1.1 1.5 1.0

Source: ESCAP based on data from Kranendonk and Verbruggen (2008).




