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The economies of Asia and the Pacific recovered strongly in 2010 from the depths of the “Great Recession” 
of 2008/09 but they face fresh challenges in 2011. These include the return of food and fuel crises that are 
threatening hard-won development gains, sluggish recovery in the advanced economies, and a deluge of short-
term capital flows that in turn is leading to volatility in capital markets, the build-up of asset bubbles and the 
appreciation of exchange rates. Furthermore, the devastation wrought by the recent earthquake and tsunami in 
Japan provides another stark reminder of the region’s vulnerability to natural disasters. These challenges pose 
significant downside risks to an otherwise robust growth outlook as the region emerges as the growth pole of the 
global economy. 

In addition to addressing short-term risks, policymakers have to meet the challenge of rebalancing the region’s 
economies in favour of domestic and regional investment and consumption. While wide development gaps provide 
significant headroom for expanding domestic demand, deepening regional economic cooperation is also critical to 
sustain dynamism in coming years. Some of the areas needing policy attention are enhancement of connectivity 
between markets and peoples through improved transport linkages, regional institution-building, streamlined transport 
and trade facilitation and progress towards a regional energy framework. 

The region’s least developed countries have not been able to enjoy the emerging opportunities offered by 
expanding markets and strengthened connectivity owing to their lack of productive capacity. Besides putting in 
place a supportive national policy framework, they need to be assisted in building productive capacities by their 
development partners. 

The 2011 edition of the oldest and most comprehensive annual review of development in this vast and diverse 
region, the Economic and Social Survey of Asia and the Pacific assesses the critical issues, policy challenges 
and risks that the region faces in coming months and outlines the elements of a policy 
agenda for sustaining dynamism and inclusive development for an 
Asia-Pacific century.



ESCAP is the regional development arm of the United Nations and serves as the main economic 
and social development centre for the United Nations in Asia and the Pacific. Its mandate is to foster 
cooperation between its 53 members and 9 associate members. ESCAP provides the strategic link 
between global and country-level programmes and issues. It supports Governments of countries in the 
region in consolidating regional positions and advocates regional approaches to meeting the region’s 
unique socio-economic challenges in a globalizing world. The ESCAP office is located in Bangkok, 
Thailand. Please visit the ESCAP website at www.unescap.org for further information.

The shaded areas of the map indicate ESCAP members and associate members.

The cover design concept

It depicts the themes covered in the Survey. The board is divided into two parts. The orange part 
grows from left to right and becomes larger suggesting the dynamism. The grey represents the 
development gaps. The orange part also contains a group of people in movement. In the background, 
a stylized graph of lines and nodes of light represents the promises of connectivity. The ridge between 
the orange and the grey parts represents the vulnerable areas in the region. The group of women 
engaged in manual work symbolizes the lack of productive capacity in the least developed countries 
that prevents them from exploiting more value adding opportunities for work.
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FOREWORD
The dynamism of the Asia-Pacific region was a major factor driving the 
global economic recovery in 2010, with the developing economies of Asia 
and the Pacific increasing their rate of growth in gross domestic product from 
4.7 per cent in 2009 to an impressive 8.8 per cent.  There has also been 
a strong green component in these efforts.  Welcome as this performance 
has been, the region continues to face serious challenges.

Rising prices of food and energy are at the top of the list.  Food costs 
account for well over a third of household budgets for the region’s poor, 
meaning that the health, education and productivity of these already vulnerable 
individuals will be affected disproportionately by any erosion in food and nutrition 
security.  Energy is a primary input for the region’s massive manufacturing 
activities; more expensive energy will raise costs and, potentially, make this 
vital sector less dynamic.

Unemployment remains an additional concern, especially among young people.  
There is a need to strengthen climate change mitigation and adaptation.  
And those economies whose exports to developed countries are expected 
to experience a slowdown in 2011 need to generate alternative sources of 
demand, including within their own countries.

This Survey explores ways the region can sustain dynamism in the medium 
term. It highlights the importance of greater connectivity in infrastructure and 
transport, and of more investment in the region’s human resources.  It also 
stresses the need to expand and diversify the productive capacity of the 
least developed countries in order to overcome their structural limitations 
and take advantage of opportunities arising from globalization.  This year’s 
Fourth United Nations Conference on the Least Developed Countries, and 
next year’s UN Conference on Sustainable Development – Rio+20 – are 
timely and important opportunities to re-think these issues and to set the 
world on a path of inclusive, clean-energy development that benefits all 
people, today and tomorrow.



iv

The devastating earthquake and tsunami in Japan have added to the 
uncertainties that policymakers in the region and beyond must grapple with 
during 2011.  That tragic event has also underscored the need for collective 
disaster preparedness in the region.

The 2011 Survey should be of great interest inside and outside the Asia-
Pacific region. It aims to help ESCAP economies to implement policies that 
will protect their hard-won development gains and ensure that progress at the 
aggregate level translates into far more rapid improvements in the lives of 
the poor and vulnerable.  I commend the information and analysis contained 
here to a wide global audience.

BAN Ki-moon
Secretary-General of the United Nations

April 2011
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PREFACE
The economies of Asia and the Pacific recovered strongly in 2010 from the 
depths of the “Great Recession” of 2008/09 but they face fresh challenges 
in 2011. These include rising inflationary pressures, the return of food and 
fuel crises that are threatening hard-won development gains, sluggish recovery 
in the advanced economies, and a deluge of short-term capital flows that 
are causing volatility in capital markets and other problems. Furthermore, the 
devastation wrought by the recent earthquake and tsunami in Japan provides 
another stark reminder of the region’s vulnerability to natural disasters. These 
challenges pose significant downside risks to an otherwise robust growth 
outlook as the region emerges as the growth pole of the global economy. 

The key immediate challenge is to address rising food prices that are 
threatening to seriously undermine the process of poverty reduction. ESCAP 
projections reported in the Survey 2011 suggest that as many as 42 million 
more people could remain in poverty in 2011 as a result, in addition to 19 
million already affected in 2010. The challenge has to be addressed through 
a combination of policies at the national, regional and international levels 
including tariffs and tax policies, regulation of hoarding and speculative activity 
in food commodities, disciplining the conversion of food into biofuels, using 
buffer stocks in a countercyclical manner, and protecting vulnerable households 
through targeted subsidies. In the medium term, it is critical to increase food 
supply by paying greater attention to agriculture and rural development and 
to foster a new green revolution based on sustainable agriculture. 

Another fundamental challenge for the medium term will be to boost 
domestic and regional sources of demand to sustain growth and reduce 
global macroeconomic imbalances. For that purpose, consumption can be 
boosted through the creation of employment for men and women and by 
strengthening social protection programmes, including the establishment of a 
minimum social floor. In the case of investment, funds should be directed to 
narrowing development gaps within and across countries, which are particularly 
large in the area of infrastructure. 
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The Asia-Pacific region is already moving towards exploiting the potential of regional economic integration 
for sustaining its dynamism. This is reflected in the rising shares of intra-regional trade and intra-regional 
foreign direct investment flows, and in improvements in connecting the region through transport, energy 
and ICT networks. However, much more can and should be done. 

On the trade front, the region could leverage its regional trading arrangements so that they become building 
blocks for the creation of a seamless, broader and unified Asia-Pacific market. In light of the large trade 
complementarities across subregions, a broader approach to regional integration which focuses not just 
on deepening integration within subregions but also in fostering trade links across subregions would be 
fruitful. Promoting cooperation in energy security, strengthening transport connectivity covering not only its 
hard but also its soft dimension viz. trade and transport facilitation, and developing mechanisms for the 
financial intermediation between the region’s huge savings and its equally huge investment needs are also 
key areas which should receive a high priority in the region’s policy agenda.

Last but not least, for the benefits of regional integration to truly contribute to a more inclusive and 
balanced pattern of economic growth, special attention should be paid to the development of the least 
developed countries of the region. The Survey argues that a critical reason for their slow progress is their 
poor productive capacities, which do not allow them to take advantage of emerging opportunities in the 
region and beyond. These countries need to be assisted in building capacities-- not only to produce more 
of the same but to produce and trade new and more sophisticated products. The Survey argues that 
productive capacities can be built through a process of strategic diversification by the combined efforts of 
the State and the private sector,  with a supportive role played by development partners, and it outlines 
a policy agenda for such an effort in the context of the forthcoming United Nations Conference on Least 
Developed Countries. 

In sum, the Asia-Pacific region emerged from the global financial crisis as a growth driver and anchor of 
stability of the global economy. It now has the historic opportunity to rebalance its economic structure in 
favour of itself to sustain its dynamism with strengthened connectivity and balanced regional development 
and make the twenty-first century a truly Asia-Pacific century. The 2011 edition of the Survey reviews some 
of these issues and policy challenges. I hope that it will help shape the policy debate in the region.
     

     Noeleen Heyzer
     Under-Secretary-General of the United Nations and 
     Executive Secretary, United Nations Economic and Social   
       Commission for Asia and the Pacific
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EXECUTIVE SUMMARY
The Asia-Pacific developing economies have recovered well in 2010 from the global financial crisis of 
2008/09. The dramatic V-shaped recovery witnessed in 2010 by the economies in the region was supported 
by massive fiscal stimulus packages along with renewed strength in exports. It helped the Asia-Pacific 
region emerge as a growth pole and a critical anchor for global recovery. As the recovery consolidates 
in 2011, the economies face fresh challenges, notably the rising inflationary pressures especially with 
the return of food and fuel crises. Furthermore, many export-driven Asia-Pacific economies could suffer 
the knock-on effects of sluggish growth in some advanced economies, including the United States of 
America and the European Union, in which some governments have undertaken drastic programmes to 
reduce deficits through spending cuts and tax increases. Moreover, there is a risk that some Asia-Pacific 
economies could be destabilized by volatile flows of speculative capital.

The 2011 earthquakes and tsunami in Japan will also have wide repercussions, though smaller than might 
have been expected initially. ESCAP estimates that a one percentage point slowdown of economic growth 
in Japan relative to 2011 baseline growth would result in a 0.1 percentage point slowdown in growth for 
the Asia-Pacific developing economies as a whole. 

In the medium term, governments will also need to consider ways to boost domestic demand and intensify 
regional integration. In this light, the Economic and Social Survey of Asia and the Pacific 2011 considers 
how to improve regional connectivity, and also indicates how the least developed countries can take 
advantage of this by increasing their productive capacities. 

Growth outlook for 2011

The Asia-Pacific developing economies are projected to grow in 2011 at 7.3%, as the recovery process 
consolidates. This rate is down from the 8.8% growth achieved in 2010 which was high due to a low 
base, and partly due to the withdrawal of fiscal stimulus policies, adoption of tight money policies and 
sluggish recovery in the advanced economies.  Economic growth in 2011 is expected to be broad-based. 
Growth projections of developing and transition economies by subregions are as follows: East and North-
East Asia at 7.9%, North and Central Asia at 4.8%, the Pacific island developing economies at 5.5%, 
South and South-West Asia at 6.8%; and South-East Asia at 5.5%.  

The region’s large developing economies continue to power ahead. The fastest-growing economies in 
2011 are expected to be China at 9.5% and India at 8.7% respectively, followed by Indonesia at 6.5%. 
The economies of India and Indonesia stand to benefit from robust consumption and investment, while 
China should benefit from the Government’s measures to reorient towards a more consumption-driven 
economy.
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However, in 2011 most economies are likely to see an increase in inflation. To some extent, inflationary 
pressures reflect a resumption in growth. Inflation also results from rising food and energy prices, which 
would have a particularly damaging impact on the poor and vulnerable populations. Furthermore, there 
are significant risks associated with the excess liquidity in developed countries, which is resulting in large 
inflows of speculative capital to Asia and the Pacific. This, in turn, is creating asset price bubbles as well 
as causing inflation and the appreciation of regional currencies.

The return of the food-fuel crises

Since early 2010, global food and oil prices have been on a sustained and synchronized upward trend. 
ESCAP estimates that oil price increases will reduce growth by up to one percentage point in some 
developing Asia-Pacific economies as well as put pressure on inflation and adversely affect current 
accounts. High oil prices will increase costs for domestic industry and push up the price of imports and 
reduce demand for exports. 

Food prices have increased in various countries by up to 35%.  While adverse climatic conditions have 
affected supply in many countries, increasing conversion of food crops into biofuels, export bans, hoarding 
and heightened speculative activity in food commodities backed by the massive injection of liquidity in 
the advanced countries have exaggerated the price surge. Rising food prices are having dire effects on 
the poor, and reversing hard won development gains. Due to the higher food and energy prices, ESCAP 
estimates that up to 42 million additional people across Asia and the Pacific may remain in poverty in 
2011 in addition to the 19 million already affected in 2010.  In the worst-case scenario in which food 
price inflation doubles in 2011 and the average oil price rises to $130 per barrel, achieving the Millennium 
Development Goal for many least developed countries would be postponed by up to a half a decade.

Depending on the degree of pass-through of food price inflation to prices of other products, and to related 
wage demands, governments may respond with monetary policy. However they will also need to address 
supply-side causes of food price increases. First, international cooperation through the United Nations 
and the G20 should be stepped up to curb financial speculation in food commodities and to regulate 
the diversion of food for biofuels. Second, price volatility for food grains should be addressed through 
the countercyclical use of buffer stocks. Third, vulnerable sections of the population should be protected 
through public food distribution systems, food vouchers or targeted income transfer schemes. In addition, 
prices could be reduced by lowering tariffs and/or taxes. Finally, in the medium term, efforts should be 
made to deliver a supply response by reversing the neglect of agriculture in public policy by enhancing 
support for agricultural research, development and extension and providing easier access to credit and 
other inputs in order to foster a new, knowledge-intensive “green revolution”. It would also make agriculture 
more environmentally resilient while enhancing agricultural productivity. Agricultural productivity can also 
benefit from South-South and triangular cooperation on knowledge and technology transfer. 

At the regional level, price shocks can be managed cooperatively by establishing regional food stocks such 
as the Rice Reserve Initiative of ASEAN+3 and the South Asian Association for Regional Cooperation 
Food Bank.  

Managing capital inflows

Accommodative monetary policies and low interest rates in developed economies are prompting investors 
to seek higher returns in emerging markets in Asia and the Pacific. As a result, overseas funds are 
being placed in currency deposits and local bond and equity markets. Equity markets in the Republic of 
Korea, the Philippines and Thailand, for example, are already at their pre-crisis peaks. Many investors 
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have also turned to the property markets, both in emerging economies such as China and high-income 
economies, such as Singapore and Hong Kong, China. As a result, the Asia-Pacific region has seen 
some the world’s steepest increases in property prices.

Many economies in the region have current account surpluses, which would tend to put upward pressure 
on exchange rates. But capital inflows have introduced additional appreciation pressures, including for 
economies that are running current account deficits such as India. Most major currencies in the region 
have risen significantly since 2009. 

Governments have attempted to insure against volatile capital flows by building up foreign exchange 
reserves. But this may be inadequate. A vulnerability yardstick developed by ESCAP indicates that the 
reserves of a number of countries are lower than their overall exposure to these vulnerabilities. 

Capital controls should be seen as important elements of the policy tool kit for reducing the volatility of 
the capital flows, as recommended by ESCAP previously. Some economies in the region have imposed 
capital controls over the past year, an approach which is now supported even by the International Monetary 
Fund. Developed economies should also support the imposition of such controls by taking measures that 
deter capital outflows, such as taxing them or requiring high margin requirements on foreign exchange 
derivatives that mimic actual outflows. 

Unemployment remains a concern for the vulnerable

Growth has supported a recovery in many labour markets but there are still acute concerns about 
the quality of jobs and the vulnerability of workers. The most serious problems are for young women 
and men, who are 3.2 times more likely than adults to be unemployed. In South-East Asia and the 
Pacific, that ratio rises to 4.7 times, the highest among the world’s subregions. Across the region, 
some 1.1 billion workers remain in vulnerable employment. For instance, 47% of workers are living 
with their families on less than $2 a day, and 23% of workers are living in extreme deprivation on 
less than $1.25 a day. 

As labour markets grow, policy makers need to focus more on quality jobs and incomes.  A post-crisis 
macroeconomic framework should seek full employment for men and women as a core policy goal, besides 
economic growth targets, inflation and sustainable public finances. As countries in the region reconsider 
their fiscal policies, and their sustainability, it is critical to incorporate a basic social floor. In addition to 
reducing insecurity for the poor, improved social protection can support countries in their efforts to rebalance 
the sources of growth. The crisis has prompted some countries in the region, including Malaysia and 
the Philippines, to consider establishing unemployment insurance schemes, while India has expanded its 
national rural employment guarantee scheme. 

Support alternative sources of demand

In the medium-term, Asia-Pacific exporting economies will need to generate more aggregate demand in 
the region to sustain their dynamism in order to mitigate some loss of demand from developed economies 
as they unwind the global imbalances by restraining debt-fuelled consumption. In particular, an ESCAP 
analysis finds that East Asian countries need to enhance consumption to drive future growth and investment 
in South-East Asian countries. With over 950 million people living on less than $1.25 a day, the region 
has lot of room for expanding consumption. Consumption rates can be enhanced by generating more 
household income, by such means as raising wages, enhancing employment opportunities or expanding 
social protection programmes, as discussed earlier.
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In the context of enhancing investments, the ESCAP analysis shows that wide infrastructure gaps exist 
in the region, with the least developed countries particularly lagging behind in infrastructure development. 
According to estimates, closing these gaps could require annual investments of about $800 billion over the 
next decade. For this purpose it can not only use domestic resources, but also benefit from the region’s 
considerable foreign exchange reserves. One option for using these would be an infrastructure development 
fund managed by a regional institution that could assist in intermediating between region’s vast foreign 
exchange reserves and unmet investment needs. Asia-Pacific economies also have the opportunity to 
develop new greener industries, which would lead to savings on energy and materials, and provide more 
affordable products to the poor while maintaining growth and enhancing environmental sustainability. 

Development-friendly global economic governance 

The region must also exert its influence, through the G20 and other forums, in the process of reform of 
the international financial architecture to make it more development friendly.  Important proposals in this 
regard include: establishing a special drawing rights-based global reserve currency that could be issued 
counter-cyclically; a global tax on financial transactions to raise resources for achieving the Millennium 
Development Goals and moderate short-term capital flows; and international regulations to curb excessive 
risk-taking by the financial sector. The approach adopted by the G20 to address global imbalances by 
restraining current account imbalances to a certain percentage of GDP is a good start.  The 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 which are highly disruptive to efforts to achieve sustainable 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. The two groups 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 market is for the G20 to create a global strategic 
reserve that would release the oil 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 includes a 
provision of financing to developing countries for food security. In these and other areas, the Asia-Pacific 
region can further coordinate its actions through its eight members of the G20 which would ensure that 
the global economic governance architecture meets the region’s developmental needs. G20 can further 
enhance its credibility and effectiveness by evolving mechanisms for consultation with the non-member 
countries, as was arranged by ESCAP prior to the Seoul Summit. 

Extending regional connectivity

Rapid growth in dynamic economies such as China and India can also benefit smaller and poorer 
neighbours as it helped in recovery of the region from the crisis. But this cannot be taken for granted. 
The rising tide of development opportunities will not lift all boats if these are separated by water locks. 
These obstructions can take the form, for example, of restrictive non-tariff measures, complicated and time-
consuming customs procedures, differences in regulations, and poor transport infrastructure. As a result, 
the enormous opportunities generated by the more dynamic centres may stop at their national borders.

Intraregional trade

Intraregional trade among Asia-Pacific countries has expanded at a faster pace than their global trade 
bringing its share to nearly 52% in 2008. The analysis presented in the Survey shows that the potential 
of intraregional trade has not been fully exploited partly due to high trade costs and other barriers. The 
potential for greater trade is evident from the extent of complementarities between and within Asia-Pacific 
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subregions – particularly between East and North-East Asia and South-East Asia, and within East and 
North-East Asia. Moreover, for four of the five ESCAP subregions trade complementarities were greater 
with other subregions than within the subregions themselves. Regional integration should, therefore, not just 
focus on deepening integration within subregions but also on fostering trade links across subregions.

Intraregional foreign direct investment

Trade is closely linked with foreign direct investment (FDI). In the past, inflows to Asia-Pacific countries came 
from developed countries, but currently, an increasingly larger proportion is coming from other countries in 
the region, notably China, India, Malaysia, the Russian Federation, and Singapore as these countries have 
companies that can offer much-needed investment and technological expertise to lower-income countries.

Preferential trading arrangements 

The Asia-Pacific countries have been very active in pursuing preferential trading arrangements in recent 
years and by end of 2010, some 170 such agreement were in place in the region. These agreements tend 
to be bilateral or  subregional in nature and consequently, do not create a seamless, broader and unified 
Asia-Pacific market. However, they can serve as stepping stones toward achieving that goal. Two important 
initiatives in that direction are the East Asia Free Trade Agreement (EAFTA) and the Comprehensive 
Economic Partnership of East Asia (CEPEA). In particular, CEPEA, covering about 80% of the region’s 
population and GDP, and with greater potential of welfare gains for the participants, could constitute the 
nucleus for an incipient Asia-Pacific-wide free trade area to which other countries in the region could 
accede in the future. A complementary option would be a regional framework to link various subregional 
groupings in a preferential arrangement. As a broader regional forum with convening power, ESCAP could 
facilitate the emergence of such broader arrangements in the region. Considering the diverse levels of 
development in the region, the regional trading arrangements should not only include special and differential 
treatment provisions but also incorporate economic cooperation to narrow the development gaps.

Transport links

Rapid export growth has resulted in a sharp pick-up in maritime shipping. As of 2009, Asia had the 
world’s top five container ports – Singapore; Shanghai, China; Hong Kong, China; Shenzhen, China and 
Busan, Republic of Korea – which accounted for 23% of the world’s total container throughput. Much of 
the economic development has, however, been concentrated around major ports, leaving large hinterland 
areas relatively underdeveloped. Although land transport networks have improved, moving goods can still 
be very expensive because of long distances, high operating costs for trucks due to poor roads and 
ageing vehicles, high transhipment costs, and complex border- crossing procedures. In addition, the Pacific 
island developing economies face high costs because their small populations and low productive capacities 
make regular liner services unprofitable.

The Intergovernmental Agreement on the Asian Highway Network (AH) and the Intergovernmental Agreement 
on the Trans-Asian Railway Network (TAR) signed under the auspices of ESCAP have contributed 
to infrastructure investment and also triggered several multilateral initiatives. For instance, the Asian 
Development Bank (ADB), in collaboration with ESCAP, recently initiated a project on the development of 
priority AH routes and TAR lines. To assist in the integration of networks, ESCAP is developing a third 
intergovernmental agreement, which focuses on dry ports across the AH and TAR networks.

Trade and transport facilitation

Many countries now realize the importance of streamlining trade procedures. Consequently,  they are 
relying more on electronic data interchange, and are looking to institute national electronic single windows 
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through which traders can submit required documentation, pay duties, and receive clearance. The national 
single windows considerably help facilitate trade but in order to be effective, it needs to be accepted by 
all trading partners.  Many regional trading arrangements now cover trade facilitation within their scope. 

The overall efficiency of transport depends on the harmonization of legal regimes through international 
conventions. In the Asia-Pacific region, progress in this area has been uneven. The 12 landlocked countries 
in the region have acceded, on average, to only four of the seven relevant conventions, with their transit 
partners acceding to an even fewer number, leading to territorial discontinuity, which significantly reduces 
the conventions’ effectiveness. 

ICT connectivity 

As a result of the rapid diffusion of mobile networks and services, many poor people now have access 
to telecommunication services. In contrast, the region’s developing countries have very low broadband 
penetration, well below 10%, partly due to the cost of deploying land-based or submarine fibre-optic 
cables. However, there has been some progress in the Pacific, where some countries have benefited 
from linkages to existing cables. 

In order to boost information and communications technology (ICT) connectivity, governments need to 
establish regulatory frameworks that promote the development of fair and competitive markets, establish 
compatible national standards and encourage innovative applications, such as mobile banking. At the 
regional level, it is important to take into account potential synergies between ICT infrastructure and other 
physical infrastructure. For example, rights of way for roads and railways, such as those established under 
the AH and TAR agreements, could also accommodate telecommunications cabling or base stations. 

Energy connectivity

As the Asia-Pacific region has both large energy-importing and large energy-exporting countries, energy 
security would benefit from better physical connectivity between them as well as from institutions to promote 
cooperation. In this respect, the AH and TAR agreements serve as useful models. A potential regional energy 
arrangement should also consider issues of pipeline security and safety and explore low carbon paths that place 
more emphasis on efficiency and take greater advantage of renewable resources. Finally, it is important for 
the region to develop a deep, liquid and transparent market for crude oil, oil products, and gas. A structured 
Asia-Pacific regional energy dialogue may be established to foster energy cooperation on a sustained basis.

People-to-people connectivity: migration, overseas education, and tourism 

People-to-people connectivity could help promote better mutual understanding, enhanced trust and greater 
respect for diversity, thus contributing to a culture of peace. The Asia-Pacific region is a growing source 
as well as destination of migrants for higher education and overseas employment, and is also experiencing 
rapid growth in tourism.  While the majority of migrant workers in Asia and the Pacific leave the region, 
a significant proportion move within the region – most of them to neighbouring countries within the same 
subregion. Many of the subregions and countries in Asia and the Pacific have already taken some initiatives 
towards creating a legal framework for migration. North and Central Asia, ASEAN, and the Pacific have 
signed multilateral agreements, while some countries have established bilateral memoranda of understanding 
that establish guidelines and procedures for employment protection and the return of workers. 

Financial cooperation 

Asia and the Pacific has moved forward with regard to fostering regional cooperation through various 
initiatives, such as the Chiang Mai Initiative Multilateralization (CMIM), the Asian Bond Fund and the Asian 
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Bond Market Initiative. However, most of these initiatives are in their early stages and have limited scope 
and coverage. The region should build on CMIM to create a well-endowed, truly regional crisis response 
facility by expanding its membership to cover other systemically important countries and increasing its pool 
of resources.  Additional elements of a regional financial architecture, that ESCAP is currently elaborating 
on include: achieving closer cooperation between central banks, financial institutions and capital markets; 
creating a large infrastructure development fund, improving exchange rate coordination; and capacity-building 
for harnessing the public-private partnerships for investment in infrastructure. 

Building the productive capacity of the least developed countries

The least developed countries need to increase their productive capacity in order to benefit from greater 
connectivity and regional integration. Over the past 40 years, however, these countries have remained 
marginal exporters of manufactured goods. A renewed focus on building the productive capacity of the 
least developed countries should bring production and productive employment back to the development 
agenda. However, this should not mean simply producing more of the same goods and services; least 
developed countries need to expand the range of goods produced. 

Diversification, however, is path dependent in the sense that products that a country produces today affect 
those it will be able to produce tomorrow. Therefore, the least developed countries must keep in mind 
strategic diversification when choosing new products and select those that would increase the range of 
possibilities for further diversification. But when left to the market forces alone, least developed countries 
often do not diversify along the path that would lead to higher possible future returns. 

An assessment of the transformation of productive capacities of least developed countries in the Asia-Pacific 
region shows that these countries have lagged behind in the past two decades; not because they have 
reduced their productive capacity but because they have progressed more slowly than others. Moreover, 
few countries have been able to improve their productive capacities starting from levels similar to those of 
the Asia-Pacific least developed countries. That highlights the special circumstances that these countries 
face and the need to target assistance and strategies for the improvement of their productive capacities. 

The experiences of developed and newly industrialized countries has demonstrated the critical role played 
by strong and active intervention by the “development State” in the early stages. A pragmatic strategy for 
least developed countries to build their productive capacities is to let these capacities be generated or 
acquired as part of the process of strategic diversification through the combined efforts of the State and 
the private sector with a supportive role played by development partners.  The implementation of such 
strategy, as discussed at the ESCAP high-level policy dialogue on Asia-Pacific least developed countries 
in Dhaka in January 2010, would involve:

Stable investment-friendly macroeconomic policy framework: Least developed countries need to 
maintain strong macroeconomic fundamentals to foster productive investments for strong and sustained 
economic growth leading to expanding employment opportunities. Countries need to utilize the full scope 
of appropriate countercyclical policies to maintain economic and financial stability in the face of shocks 
to avoid abrupt economic fluctuations. 

Industrial policy and infrastructure development: Active public intervention is required to create 
infrastructure and promotional measures that are covered under industrial policy, including infant industry 
protection to domestic industry in the early stages of development. Public investment could play a proactive 
role in infrastructure development and act as catalyst of public-private partnerships by creating a virtuous 
cycle of investment and spurring inclusive growth. 
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Domestic resource mobilization: Least developed countries also need to foster a diversified, well-regulated 
and inclusive financial system that promotes savings and channels them to productive investments. The 
domestic supply of long-term capital also needs to be increased by developing domestic capital markets, 
venture capital funds and term-lending institutions and industrial development banks to provide financing for 
the creation of new productive capacities. Governments should also provide appropriate and coordinated 
support to meet the rising demand for microfinance. 

Technological upgrading: The scientific, technological and research and development capacities of the 
least developed countries need to be enhanced through national programmes, and supported by international 
institutions and programmes. Developed countries should facilitate technology transfer to least developed 
countries as required under the Article 66.2 of the TRIPS Agreement. It is also timely to consider setting 
up a technology bank for least developed countries, which could promote the transfer of key technologies, 
including pro-poor-, green-, agricultural- and renewable energy-related technologies.  

Financing for development: The policies aimed at harnessing the development potential of FDI should 
stimulate productive investment, technological capacities, the development of infrastructure and the 
strengthening of linkages within and across sectors and between different enterprises. Least developed 
countries could also adopt associated policies, such as performance requirements, to facilitate technology 
transfer and diffusion from FDI. Intraregional FDI originating in other developing countries, as observed 
earlier, enhances the options for them. Development partners could assist in investment promotion through 
leveraging official development assistance (ODA) and by providing risk cover, and capacity-building for 
project development, among other policies.  

Efforts need to be made to improve the quality of ODA and increase its development impact. There is 
also a need to set up special purpose thematic funds dedicated to least developed countries, such as a 
commodity stabilization fund, a technology fund, a diversification fund and environment-related funds. Aid 
for “new” purposes needs to be truly additional and should not divert resources from other internationally 
agreed goals.  

Market access and aid for trade: Least developed countries need to be provided with enhanced and 
predictable market access, support for the establishment of export supply capacity that is competitive both 
in cost and quality, and new trade-related infrastructure. More transparent and simplified rules of origin 
and more comprehensive product coverage could improve the use and value of Generalized System of 
Preferences (GSP). In addition, developed countries and developing countries in a position to do so should 
implement fully the duty-free, quota-free market access as agreed in the Hong Kong WTO Ministerial 
Declaration. 

The focus of aid for trade should be to assist least developed countries in building productive infrastructure 
and trade capacities to enable them to participate effectively in the multilateral trading system. Aid for 
trade should be aligned to the national development strategies. In addition, least developed countries 
should receive priority in the disbursement of funds. 

South-South, triangular and regional cooperation: With the rise of emerging countries in the region as 
the growth poles of the world economy, South-South, triangular and regional cooperation have become 
viable strategies for development. An increasing number of countries, such as China, India, Malaysia, 
the Russian Federation, Singapore and Thailand, have well developed programmes for assisting other 
developing countries, especially their neighbouring least developed countries. Such initiatives should be 
further promoted and extended.

***
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Tajikistan, Turkmenistan and Uzbekistan.

The term “Pacific” in this issue of the Survey refers collectively to American Samoa, Australia, Cook Islands, Fiji, French Polynesia, 
Guam, Kiribati, Marshall Islands, Micronesia (Federated States of), Nauru, New Caledonia, New Zealand, Niue, Northern Marina Islands, 
Palau, Papua New Guinea, Samoa, Solomon Islands, Tonga, Tuvalu and Vanuatu.

The term “South and South-West Asia” in this issue of the Survey refers collectively to Afghanistan, Bangladesh, Bhutan, India, Islamic 
Republic of Iran, Maldives, Nepal, Pakistan, Sri Lanka and Turkey.

The term “South-East Asia” in this issue of the Survey refers collectively to Brunei Darussalam, Cambodia, Indonesia, Lao People’s 
Democratic Republic, Malaysia, Myanmar, Philippines, Singapore, Thailand, Timor-Leste and Viet Nam.

Bibliographical and other references have not been verified. The United Nations bears no responsibility for the availability or functioning 
of URLs.
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on the part of the Secretariat of the United Nations concerning the legal status of any country, territory, city or area, or of its authorities, 
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In the tables, two dots (..) indicate that data are not available or are not separately reported; a dash (–) indicates that the amount is nil 
or negligible; and a blank indicates that the item is not applicable.

In dates, a hyphen (-) is used to signify the full period involved, including the beginning and end years, and a stroke (/) indicates a crop 
year, fiscal year or plan year. The fiscal years, currencies and 2010 exchange rates of the economies in the ESCAP region are listed 
in the following table:

Country or area in the ESCAP region Fiscal year Currency and abbreviation
Rate of exchange 

for $1 as at 
January 2011

Afghanistan ........................................ 21 March to 20 March afghani (Af) 45.28
American Samoa ............................... .. United States dollar ($) 1.00
Armenia ............................................. 1 January to 31 December dram 363.02
Australia ............................................. 1 July to 30 June Australian dollar ($A) 1.01
Azerbaijan .......................................... 1 January to 31 December Azerbaijan manat (AZM) 0.80
Bangladesh ........................................ 1 July to 30 June taka (Tk) 71.15
Bhutan ............................................... 1 July to 30 June ngultrum (Nu) 45.95
Brunei Darussalam ............................ 1 January to 31 December Brunei dollar (B$) 1.29
Cambodia .......................................... 1 January to 31 December riel (CR) 4 052.00
China ................................................. 1 January to 31 December yuan (Y) 6.59
Cook Islands ...................................... 1 April to 31 March New Zealand dollar ($NZ) 1.30
Democratic People’s Republic of 
   Korea .............................................. .. won (W) 98.10
Fiji ...................................................... 1 January to 31 December Fiji dollar (F$) 1.83
French Polynesia ............................... .. French Pacific Community 

franc (FCFP) 87.11
Georgia .............................................. 1 January to 31 December lari (L) 1.81
Guam ................................................ 1 October to 30 September United States dollar ($) 1.00
Hong Kong, China ............................. 1 April to 31 March Hong Kong dollar (HK$) 7.80
India ................................................... 1 April to 31 March Indian rupee (Rs) 45.95
Indonesia ........................................... 1 April to 31 March Indonesian rupiah (Rp) 9 057.00
Iran (Islamic Republic of) .................. 21 March to 20 March Iranian rial (Rls) 10 352.00
Japan ................................................. 1 April to 31 March yen (¥) 82.05
Kazakhstan ........................................ 1 January to 31 December tenge (T) 146.87
Kiribati ................................................ 1 January to 31 December Australian dollar ($A) 1.01
Kyrgyzstan ......................................... 1 January to 31 December som (som) 47.27
Lao People’s Democratic Republic ... 1 October to 30 September new kip (NK) 8 041.23
Macao, China .................................... 1 July to 30 June pataca (P) 8.03
Malaysia ............................................ 1 January to 31 December ringgit (M$) 3.06
Maldives ............................................. 1 January to 31 December rufiyaa (Rf) 12.80
Marshall Islands ................................ 1 October to 30 September United States dollar ($) 1.00
Micronesia (Federated States of) ...... 1 October to 30 September United States dollar ($) 1.00
Mongolia ............................................ 1 January to 31 December tugrik (Tug) 1 245.01
Myanmar ............................................ 1 April to 31 March kyat (K) 5.52a

Nauru ................................................. 1 July to 30 June Australian dollar ($A) 1.01
Nepal ................................................. 16 July to 15 July Nepalese rupee (NRs) 73.15
New Caledonia .................................. .. French Pacific Community 

franc (FCFP) 87.11
New Zealand ..................................... 1 April to 31 March New Zealand dollar ($NZ) 1.30
Niue ................................................... 1 April to 31 March New Zealand dollar ($NZ) 1.30
Northern Mariana Islands .................. 1 October to 30 September United States dollar ($) 1.00
Pakistan ............................................. 1 July to 30 June Pakistan rupee (PRs) 85.70
Palau ................................................. 1 October to 30 September United States dollar ($) 1.00
Papua New Guinea ........................... 1 January to 31 December kina (K) 2.63
Philippines ......................................... 1 January to 31 December Philippine peso (P) 44.09
Republic of Korea .............................. 1 January to 31 December won (W) 1 114.30
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Country or area in the ESCAP region Fiscal year Currency and abbreviation
Rate of exchange 

for $1 as at 
January 2011

Russian Federation ........................... 1 January to 31 December ruble (R) 29.67
Samoa ............................................... 1 July to 30 June tala (WS$) 2.36
Singapore .......................................... 1 April to 31 March Singapore dollar (S$) 1.29
Solomon Islands ................................ 1 January to 31 December Solomon Islands dollar (SI$) 8.06
Sri Lanka ........................................... 1 January to 31 December Sri Lanka rupee (SL Rs) 111.10
Tajikistan ............................................ 1 January to 31 December somoni 4.40
Thailand ............................................. 1 October to 30 September baht (B) 31.14
Timor-Leste ....................................... 1 July to 30 June United States dollar ($) 1.00
Tonga ................................................. 1 July to 30 June pa’anga (T$) 1.82
Turkey ................................................ 1 January to 31 December Turkish lira (LT) 1.60
Turkmenistan ..................................... 1 January to 31 December Turkmen manat (M) 2.85
Tuvalu ................................................ 1 January to 31 December Australian dollar ($A) 1.01
Uzbekistan ......................................... 1 January to 31 December Uzbek som (som) 1 651.00
Vanuatu ............................................. 1 January to 31 December vatu (VT) 93.15a

Viet Nam ........................................... 1 January to 31 December dong (D) 18 932.00

Sources: United Nations, Monthly Bulletin of Statistics website, unstats.un.org/unsd/mbs/app/DataSearchTable.aspx, 5 April 2011; and national sources.

                 a December 2010.
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ABBREVIATIONS

ADB Asian Development Bank

AFTA ASEAN Free Trade Area

APEC Asia-Pacific Economic Cooperation

APTA Asia-Pacific Trade Agreement

ASEAN Association of Southeast Asian Nations

BIMSTEC Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation

CD-ROM compact disk read-only memory

CEPEA comprehensive economic partnership for East Asia

c.i.f. cost, insurance and freight

CIS Commonwealth of Independent States

CMI Chiang-Mai Initiative

CMIM Chiang Mai Initiative Multilateralization

COMTRADE United Nations Commodity Trade Statistics

CPI consumer price index

EAFTA East Asia free trade agreement

ECO Economic Cooperation Organization

ECOTA Economic Cooperation Organization Trade Agreement

EPZs export processing zones

FAO Food and Agriculture Organization of the United Nations

FDI foreign direct investment

f.o.b. free on board

FTAs free trade agreements

G20 Group of Twenty

G-7 Group of Seven

GDP gross domestic product

GNI gross national income

GSP Generalized System of Preferences

ICT information and communications technology

IEA International Energy Agency
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ABBREVIATIONS (continued)

ILO International Labour Organization

IMF International Monetary Fund

JETRO Japan External Trade Organization

LNG liquefied natural gas

M1 demand deposit 

M2 broad money supply

Mtoe million tons of oil equivalent

NAFTA North American Free Trade Agreement

ODA official development assistance

OECD Organization for Economic Cooperation and Development

OFDI outward foreign direct investment

OPEC Organization of the Petroleum Exporting Countries

RTAs regional trade agreements

SAARC South Asian Association for Regional Cooperation

SAFTA South Asia Free Trade Area

SATIS SAARC Agreement on Trade in Services

SDRs special drawing rights

SEACEN South East Asian Central Banks

SEANZA South East Asia, Australia and New Zealand

SITC Standard International Trade Classification

SMEs small and medium-sized enterprises

TNCs transnational corporations

TRIPs Trade-related Aspects of Intellectual Property Rights

UNCTAD United Nations Conference on Trade and Development

UNESCO United Nations Educational, Scientific and Cultural Organization

UNNExT United Nations Network of Experts for Paperless Trade in Asia and the Pacific

VAT value added tax

WHO World Health Organization

WTO World Trade Organization
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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

1
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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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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 
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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.
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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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�gure 1.22

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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�gure 1.24

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 



45

SuStaining DynamiSm anD incluSive Development     cHapteR 1

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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2

Macroeconomic Performance and 
Policy Challenges at the 

Subregional Level

While the developing countries of Asia and the Pacific strengthened 
their growth performance substantially from 4.7% in 2009 to 8.8% 
in 2010, this region is so vast and diverse that aggregate figures 
mask the diversity in performance and challenges being faced at 
the subregion and country levels. Therefore, this chapter provides 
a more disaggregated analysis of macroeconomic performance 
and policy challenges at the subregional level with some details at 
the country level. In the Survey, the Asia-Pacific region is divided 
into five geographic subregions, namely East and North-East Asia, 
North and Central Asia, Pacific, South and South-West Asia and 
South-East Asia. An overview of the macroeconomic performance 
and policy challenges of all the subregions is followed by more 
detailed analysis.

“Asia is undergoing a rapid and strong economic, social,
cultural and strategic resurgence — the sum of which is
certain to redefine global affairs.”
Susilo Bambang Yudhoyono, President of Indonesia
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Divergent performance of subregions

The economic recovery in East and North-East 
Asia strengthened in 2010, while the primary 
channels of recovery tended to differ, reflecting the 
economic diversity in the subregion. Indeed, China 
emerged as the world’s second largest economy 
in 2010, with its growth increasingly driven by 
robust domestic demand, particularly investment. 
The more export-oriented economies of Japan and 
the Republic of Korea benefited from a recovery 
in demand for key export products, especially 
durable consumer goods, while the commodity-
based economy of Mongolia grew on the back 
of rising commodity prices and mining activities. 
Somewhat worryingly, inflation has also started to 
rise throughout the subregion, except in Japan. This 
phenomenon has been mainly due to the rebound 
in aggregate demand but has also been the result 
of increases in food and fuel prices driven up, in 
part, by speculation and excess liquidity in the 
market. Fiscal policy measures that were part of 
the stimulus packages introduced in 2008 and 
2009 in China and the Republic of Korea are 
expected to be withdrawn gradually in 2011 so as 
to restrain the growth in public debt. On the other 
hand, the Government of Japan will still need to 
provide further support to the economy through 
the injection of public spending and other stimulus 
measures to rebuild the economy in the wake of 
the devastating earthquake and tsunami.

The North and Central Asian subregion consists 
of major energy and mineral exporters. Recovery 
in global demand for oil and gas, gold, cotton and 
other commodities in 2010, as well as higher prices 
for them, therefore, gave a strong boost to these 
economies. Domestic demand in several countries 
also benefited from a modest recovery in remittance 
flows from Kazakhstan and the Russian Federation, 
the two major economies of the subregion. The 
agricultural sector, however, contracted in several 
economies of the subregion due to poor weather 
conditions. Inflation rates were relatively high, over 
5% in most countries, although they came down 
in 2010 in several countries. Countries with large 

oil revenues have been able to cushion some of 
the budgetary shortfalls with transfers from State 
oil funds, while others have had to rely more on 
international assistance and are undergoing fiscal 
consolidation in consultation with the International 
Monetary Fund (IMF). Although oil and gas exporters 
continued to enjoy current account and trade 
surpluses to varying degrees, oil and gas importers 
have experienced deficits.

In the Pacific subregion, the Pacific island develop- 
ing economies experienced sharp declines in GDP 
growth in 2009 on account of the global economic 
crisis. For 2010, however, the results appear to 
be mixed, with only Papua New Guinea, Palau 
and Solomon Islands recording a significantly 
improved GDP growth performance in 2010. Most 
of the other economies virtually stagnated, with 
the economy of Tonga actually contracting. There 
was some deceleration in inflation in some major 
economies. Most countries suffered deficits in their 
current account balances. Available data suggest a 
mixed picture in terms of budget performance for 
the economies in 2010 with Kiribati, Papua New 
Guinea and Solomon Islands recording balanced 
or surplus budgets while others expecting budget 
deficits. The economies of both Australia and 
New Zealand enjoyed positive growth in 2010 
following the global economic crisis but with 
varying impacts on employment. Australia was 
much more successful in reducing unemployment 
than New Zealand.

The global economic crisis had a limited impact 
on the economies of South and South-West Asia 
because of their greater dependence on domestic 
than on external demand. With global economic 
recovery gathering pace in 2010, however, a surge 
in economic activities was witnessed in several 
economies, particularly in India, in 2010. Strong 
growth was driven by a revival in investment and 
private consumption, a growth in exports, a rise 
in industrial production and improved performance 
by the agricultural sector. Sustained high growth 
is critical to bring down poverty levels, which are 
still high compared to those in other subregions. 
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(Percentage)
Real GDP growth Inflationa

2009 2010b 2011c 2009 2010b 2011c

East and North-East Asiad -1.0 6.4 4.5 -0.2 1.2 2.4
China 9.1 10.3 9.5 -0.7 3.3 4.5
Democratic People’s Republic of Korea -0.9 .. .. .. .. ..
Hong Kong, China -2.8 6.8 4.9 0.5 2.4 4.0
Japan -6.3 3.9 1.5 -1.4 -0.7 0.6
Macao, China 1.3 35.0 9.2 1.2 2.8 3.4
Mongolia -1.3 6.1 9.0 6.3 10.1 16.0
Republic of Korea 0.2 6.1 4.5 2.8 3.0 3.6

Table 2.1.     Rates of economic growth and inflation in selected East and North-East Asian economies, 2009-2011

High inflation, however, remains a serious problem 
in the subregion. While monetary policy has been 
tightened in some countries to contain inflation, there 
is a greater need to address supply side issues. 
Moreover, as budget deficits remain high, there is a 
clear need for further fiscal consolidation to tackle 
the problem of inflation.

South-East Asia, after an earlier-than-expected 
recovery in 2009, once again exceeded expectations 
with strong, broad-based economic growth in 2010. 
With rising consumer and investor confidence, the 
private sector is driving the economies forward. Years 
of prudent macroeconomic management also paid 
off well. Unlike many developed economies, South-
East Asia was able to sustain fiscal stimulus through 
much of 2010 until recovery became fully secured. 
Against the backdrop of an uncertain global outlook, 
monetary policy was also carefully managed so as 
to remain accommodative while keeping inflation 
in check. In some countries, measures were also 
taken to limit exposure to the short-term foreign 
capital that flooded the domestic equity, bond, and 
property markets.

EAST AND NORTH-EAST ASIA

Recovery gains momentum in 2010

The economies of East and North-East Asia, which 
started to recover from the global economic crisis 
during the second half of 2009, increased their growth 
momentum in 2010. The economies rebounded 
strongly, with manufacturing output and exports 
returning to near pre-crisis levels by the second 
quarter of 2010. Government stimulus spending played 
an important role in boosting economic growth, as 
did strong domestic demand, which benefited from 
broader social protection programmes, improvements 
in the labour markets and rising asset prices. Private 
investment also picked up, as most economies in 
the subregion maintained a relatively loose monetary 
stance to support economic growth. Led by strong 
growth in China, the subregion grew at 6.4% in 
2010, after experiencing a negative growth of 1.0% 
in 2009 (see table 2.1). 

The Chinese economy expanded by a remarkable 
10.3% in 2010, after achieving GDP growth of 9.1% 

Sources: ESCAP, based on national sources; and CEIC Data Company Limited; data available from http://ceicdata.com (accessed 25 March 
2011).

 a Changes in the consumer price index.
 b Estimates.
 c Forecasts (as of 8 April 2011).
 d GDP figures at market prices in dollars in 2009 (at 2000 prices) are used as weights to calculate the subregional growth rates.
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in 2009. In 2009, urban fixed asset investments fuelled 
by government spending on infrastructure projects had 
provided much-needed support to economic expansion. 
In 2010, fixed asset investment continued to be the 
main contributor to growth, with real estate development 
becoming one of the key drivers of investment growth. 
China’s real estate market started to recover during 
the second half of 2009, buoyed by favourable 
government policies, such as lower taxes on certain 
real estate transactions and lower down-payment 
requirements, as well as rising confidence in China’s 
economic recovery. By the end of 2009, the rapid 
rise in property prices and concerns over speculative 
investment, however, prompted the government to 
reverse the incentive measures. Nonetheless, real 
estate investment increased by 33.2% in 2010, amid 
intensified measures to curb overheating. Retail sales 
of consumer goods increased sharply and the slack in 
external demand was picked up by domestic demand. 
Furthermore, in an effort to boost private consumption 
and promote a more equitable distribution of growth, 
minimum wages were increased in several provinces 
across China (for example, Hainan has raised the 
minimum wage by 37%).1

Aided by the strong domestic demand in China and 
recovery in the rest of the world, Hong Kong, China, 
rebounded strongly in 2010, with GDP growth reaching 
6.8% after the 2.8% contraction recorded in 2009. 
Domestic demand growth was particularly strong 
throughout the year and retail sales also benefited 
from the robust growth of inbound tourism. Residential 
property sales, which recorded a rise of 28.5% in 
2009, continued to increase sharply in 2010. The 
exchange rate policy of Hong Kong, China, pegging 
its currency to the dollar, has contributed to the 
boom in the property market, as the peg requires it 
to maintain negative real interest rates despite strong 
domestic growth. In Macao, China, the real GDP 
growth rate soared to 35.0% in 2010 from 1.3% in 
2009, largely owing to a major increase in tourists 
from mainland China. The tourism and gaming sector 
constitutes the core of the economy.

Although the Democratic People’s Republic of Korea 
does not publish official statistics, the economy most 

likely contracted in 2010 due to the negative impact 
of unusually bad weather on the agricultural sector, 
which accounts for a large share of GDP. In addition, 
the economy suffered additional losses from disruptions 
in trade, aid and tourism from the Republic of Korea 
in 2010. Trade with the Republic of Korea accounts 
for approximately 50% of the country’s exports.

The Japanese economy, which contracted by 6.3% 
in 2009, bounced back after the second quarter 
of 2009 and continued to record positive growth 
in 2010, although the size of the economy still 
remained well below its pre-crisis level. Economic 
recovery decelerated in the second half of the 
year; nevertheless, GDP still grew by 3.9% in 2010. 
While growth continued to be heavily dependent 
on net export growth, domestic demand also 
contributed, albeit weakly. Domestic demand is led 
by the growth of private consumption, especially of 
durable goods, reflecting the subsidies for “green” 
durables as part of the fiscal stimulus. Growth of 
nominal wage income turned positive in 2010 after 
recording a more than 7% decline during 2009, 
thus contributing to the improvement in consumer 
confidence. Recovery of residential investment has 
stalled, however, hovering around the 2007 level 
when residential investment plunged due to regulatory 
changes. Corporate investment has continued to 
recover, reflecting an improvement in corporate 
profits and business sentiment.

Japan was hit by a massive earthquake and a 
devastating tsunami in March 2011. The Fukushima 
nuclear power plant crisis, as a result, caused a 
radioactive contamination scare and disruptions 
in the electricity supply. It is first and foremost a 
human tragedy in which thousands of people lost 
their lives and an even larger number were rendered 

The adverse economic impact 
caused by the devastating 

earthquake and tsunami in Japan 
will continue to be felt for many 

years to come
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homeless, but the adverse economic impact caused 
by the extensive damage inflicted upon the coastal 
infrastructure in north-eastern Japan will continue 
to be felt for many years to come. According to 
some preliminary estimates by the Government, the 
economic damage could reach $309 billion. Thus, 
huge resources will be required for reconstruction 
and rehabilitation activities. While these activities 
should compensate for some of the losses in GDP 
growth suffered as a result of the earthquake and 
tsunami, the enhanced government spending will 
add to the fiscal deficit and very high public debt. 
The Bank of Japan has already injected massive 
funds into the money market to shore up consumer 
confidence and maintain liquidity.

Mongolia’s economy was hit hard in 2009 by 
collapsing mineral prices, contraction in the 
construction sector and a steep drop in external 
demand for major exports, such as cashmere. The 
contraction of the economy by 1.3% in 2009 was 
also due, in part, to the underlying weaknesses in 
the economic environment, as demonstrated by the 
sudden deterioration in fiscal and external balances 
and in the quality of bank balance sheets. The 
strong policy response by the government, however, 
aided by improved external conditions, particularly 
the rise in copper and gold prices, led to a rapid 
turnaround in 2010, with GDP growing by 6.1%. 
Significant progress has also been made in mining 
sector reform and development.

The economy of the Republic of Korea grew by 
6.1% in 2010, up from 0.2% in 2009. Growth 
was supported by the recovery in demand for 
exports, growth in private consumption, fixed 
asset investment and stock-building. The country 
was among the first in the Asia-Pacific region to 
recover from the economic crisis. Economic output 
stabilized as early as the first quarter of 2009 and 
by July 2010 manufacturing activity had surpassed 
pre-crisis levels, with factories operating at 84.8% 
of capacity, the highest level since October 1987. 
Inventory-rebuilding, however, which had contributed 
significantly to economic expansion in early 2010, 
came to completion towards the beginning of the 

third quarter, leading to the subsequent deceleration 
in economic activity to a more sustainable level. 
The stock market posted strong gains during the 
year but the housing market remained flat.

Inflation rises moderately but risks 
remain

Inflation has picked up in the subregion, although at 
a modest and manageable rate. Higher international 
commodity prices, the absorption of excess capacity 
and strong domestic demand are putting upward 
pressure on prices but the appreciation of subregional 
currencies is having a tempering effect on imported 
inflation. Consumer prices in China and Hong Kong, 
China, increased by 3.3% and 2.4%, respectively, 
and inflation in Macao, China, rose to 2.8% in 2010 
(see figure 2.1). Within the increase in inflationary 
pressure, the rapid rise in grain prices and other 
foodstuffs is a cause for concern. A series of natural 
disasters has led to poor harvests in many parts of 
the world. For example, floods along the Yangtze 
River system and in the north-east have devastated 
major corn-producing regions in China, and in 
August 2010, the Russian Federation banned grain 
exports for the remainder of the year due to the 
severe drought that had destroyed about 20% of its 
wheat crop.2 In the Republic of Korea, inflation rose 
marginally to 3.0% in 2010, with food prices rising 
at even higher rates. As Mongolia relies on imports 
for much of its food and fuel, higher-than-expected 
rises in food prices had a substantial impact on 
overall inflation. The Mongolian agricultural sector 
was also adversely affected by weather conditions, 
which exacerbated inflationary pressures. In 2010, 
inflation rose to 10.1% from 6.3% in 2009.

In contrast, deflation has once again become a major 
concern for the economy in Japan. Consumer prices 
continued to decline, by 0.7% in 2010, although the 
pace was slower than the 1.4% decline recorded in 
2009. While this current bout of deflation reflects 
the output gap stemming from the slower economic 
growth, it also reflects structural factors, such as 
market deregulation and competitive pressure from 
China, which is making it more difficult for producers 
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to increase prices. Other contributing factors include 
sluggish wage growth and the appreciation of the 
Japanese currency, which have brought down 
imported prices in yen terms.

Preparing for a normalization of fiscal 
policies

China and the Republic of Korea injected fiscal 
stimulus through spending on infrastructure projects 
and investment in agriculture, education and health 
care in 2009 and 2010, but with plans to unwind 
most of the stimulus spending in 2011. In China, 
the 2010 budget reflected a shift in focus away 
from short-term growth towards improving the quality 
of longer-term growth by strengthening rural sector 
investments and social welfare programmes. Due 
to the ongoing rollover of increased spending and 
reduced tax receipts, budget deficits have increased 
in China and the Republic of Korea to a slightly 
higher but manageable level of -2.2% and -1.9% of 
GDP, respectively (see figure 2.2). Japan, which had 
accumulated gross Government debt amounting to 
217.5% of GDP in 2009, experienced a further rise 
to 225.0% in 2010. Interest and maturity payments on 
Government bonds alone came to 20% of the national 
budget in fiscal year 2010. Despite the growing need 
to consolidate its fiscal balance, the Government of 

Sources: ESCAP, based on national sources; and CEIC Data Company Limited, data available from http://ceicdata.com (accessed 25 March 
2011).

Note: Data for 2010 are estimates.

Figure 2.1.     Inflation in selected East and North-East Asian economies, 2008-2010 

Japan launched a fresh fiscal stimulus package in 
late 2010 called The Three-Step Economic Measures 
for the Realization of the New Growth Strategy, in 
view of deflationary pressures and soft labour market 
conditions. The additional spending coupled with 
sluggish recovery and reduced tax receipts led the 
Government budget deficit to increase to 7.5% of 
GDP in 2010. The Government of Mongolia, which 
relies heavily on mining-related revenues, saw its fiscal 
deficit declining substantially in 2010 as a result of 
recovering commodity prices. The Government also 
introduced a new fiscal responsibility bill to reduce 
the budget deficit gradually and keep spending in 
check as it faces increasing pressure to redistribute 
the mining revenue to the public.

Monetary tightening begins cautiously 

After maintaining low interest rates for a year or longer, 
monetary policies in the subregional economies have 
begun to be tightened. Early signs of overheating in 
the property and stock markets, together with rising 
inflationary pressure, led the Government of China 
to increase the benchmark rates several times since 
October 2010. Similarly, the Bank of Korea adjusted 
its policy rate upwards from 2.00% to 3.00% in a 
series of moves beginning in July 2010, after keeping 
it on hold for 17 months. Going the other way, the 
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Figure 2.2.     Budget balance in selected East and North-East Asian economies, 2008-2010

Sources: ESCAP, based on national sources; and CEIC Data Company Limited, data available from http://ceicdata.com (accessed 16 February 
2011).

Notes: Data for 2010 are estimates. Budget balance for Mongolia includes grants.

Bank of Japan announced further monetary easing 
in October 2010. The policy target rate was lowered 
from 0.1% to a range between 0.0% and 0.1% due 
to the re-emergence of deflation. The Bank of Japan 
stated that it would keep rates at virtually zero until 
prices had stabilized in the medium- to long-term 
and would consider further temporary measures to 
inject liquidity into the market, including a buy-back 
of Government securities and the purchase of other 
assets, such as corporate bonds and real estate 
investment. The central bank of Mongolia increased 
interest rates by 100 basis points in May 2010 to 
combat the return of double-digit inflation. While 
economies in the subregion look towards raising 
interest rates in 2011, a growing concern for the 
subregion is that rising interest rates are likely to 
attract an inflow of speculative capital from countries 
where interest rates are low, pushing asset prices 
higher and fuelling inflation.

External sector returns to pre-crisis levels 

Export growth rates returned rapidly to pre-crisis 
levels. In China, demand for consumer products, 
which had been extremely sensitive to the economic 
downturn, led the growth in exports. Over the years, 
Hong Kong, China, has moved away from the low-
cost manufacturing of clothing and apparel to higher 

value-added manufacturing. During this transition, the 
manufacture and export of a new range of products, 
including electronic and optical products, machinery 
and equipment, have increased. Along with strong 
gains in merchandise exports, the export of services 
maintained double-digit growth throughout the year, 
largely due to the increase in tourists from mainland 
China. Similarly, Macao, China, benefited from a 
large rise in tourists from mainland China. Japanese 
exports, which nose-dived at the beginning of 2009, 
bounced back despite the continued appreciation of 
the Japanese yen vis-à-vis the dollar. Export growth 
faltered in the third quarter of 2010, however, as the 
demand from Asia, which accounts for around half 
of Japanese exports, experienced a sharp slowdown. 
Exports from Mongolia increased in line with rising 
commodity prices. The Republic of Korea, whose 
key exports include semiconductors, electronics, 
automobiles, container ships and oil tankers, greatly 
benefited from the broad-based recovery of the 
global economy, as well as from specific incentive 
programmes, both at home and abroad, designed to 
boost demand for consumer goods, such as “Cash 
for Clunkers”3 in the United States.4 Exports from 
the Republic of Korea have also been helped by a 
relatively weak currency compared to the Japanese 
yen, given that the two economies share a broadly 
similar export basket.
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Figure 2.3.     Current account balance in selected East and North-East Asian economies, 2008-2010

Sources: ESCAP, based on national sources; and CEIC Data Company Limited, data available from http://ceicdata.com (accessed 16 February 2011). 

Note: Data for 2010 are estimates.
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In China, import growth was particularly strong during 
the first half of 2010, as restocking demand for raw 
materials, intermediate inputs and capital equipment 
increased in response to the global economic 
recovery. In addition, demand for imported durable 
consumer goods, such as vehicles and electronics, 
soared. Due to the large increase in imports, the 
current account surplus shrank considerably during 
the first half of 2010 but then bounced back; it did 
not, however, reach levels seen prior to the crisis. 
Japan also saw a steady increase of imports since 
the trough in 2009, although to a lesser extent 
than exports. The appreciation of the yen against 
the dollar brought down import prices in yen terms, 
resulting in a widening of Japan’s current account 
surplus, despite the growth in imports. In contrast 
to the growth of the merchandize trade surplus, the 
deficit in services remained modest, with a relatively 
moderate recovery in overseas travel. Together with 
a large income surplus reflecting the substantial 
stock of overseas investment, the current account 
surplus remained well above 3% of GDP in 2010 
(see figure 2.3). While China, Japan and the Republic 
of Korea were able to maintain a current account 
surplus in 2010, the strengthening of currencies vis-
à-vis the dollar is likely to lead to a narrowing of 
the surplus in 2011. Mongolia is the exception, as 
its current account deficit widened as imports rose 

faster than exports, in part reflecting the need for 
machinery and equipment for the Oyu Tologi project 
to develop the copper and gold mine.

Return of capital inflows

Stronger economic fundamentals and expectations of 
higher returns have led to a rapid recovery in foreign 
direct investment (FDI) inflows to the subregion. In 
2010, China maintained its position as the largest 
recipient of FDI in the world, with investment inflows 
increasing 12.0% year-on-year. After mainland China, 
Hong Kong, China, became the second largest 
recipient of FDI in Asia and the fourth largest in the 
world. The Republic of Korea, however, saw inbound 
FDI drop by 6.7% in the first half of 2010, mainly 
due to a fall in investment from Japan, the United 
States and Europe. The decrease in investment from 
developed countries was partially offset by a large 
increase in investment from emerging economies, 
including China and the Middle East. Macao, China, 
saw a return of FDI to the gaming and hospitality 
sector, as Mongolia did to its mining sector.

The inflow of portfolio investment is also on the 
rise, aided by stronger stock market performances in 
the economies of the subregion. Short-term capital 
inflows to China and the Republic of Korea were 
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Figure 2.4.     Index of exchange rate movements of domestic currencies against the dollar in selected East and North-East  
              Asian economies, 2009-2010
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particularly strong during the post-crisis period. The 
position of foreign exchange purchases in China, for 
example, showed that the Chinese banking system 
had acquired $78 billion in foreign exchange in 
October 2010 alone. While the position of foreign 
exchange purchases stems from both trade and 
investment flows, the fact that it continued to 
increase while the trade surplus declined between 
July and September indicates that short-term capital 
flows have, indeed, increased. The pattern of capital 
inflows also appears to be highly correlated with 
asset (primarily property) prices in China and poses 
a challenge as the Government attempts to rein in 
property prices and overall inflation.

Appreciating currencies

All currencies in the subregion gained against the 
dollar in 2010, with the exception of those of Hong 
Kong, China, and Macao, China, which are pegged 
to the dollar (see figure 2.4). The Chinese yuan 
renminbi started to appreciate gradually following the 
move by the Government in June 2010 to loosen 
the dollar/yuan peg that had been in place since 

July 2008. Despite weak economic prospects, the 
Japanese yen strengthened further to 83 yen per 
dollar in 2010, up by almost 10% since the beginning 
of the year and an over 30% appreciation since 
its recent low level of about 120 yen per dollar 
recorded in 2007. The rapid appreciation of the yen 
led the Bank of Japan to intervene in the foreign 
exchange market in September for the first time in 
six years, but with limited impact. The Mongolian 
togrog appreciated on the back of rising export 
values of gold and copper and increased foreign 
investment in mining activities. In the Republic of 
Korea, the won continued to experience volatile 
movements triggered by external events and swings 
in investor sentiment. In order to curb the potentially 
destabilizing effects of capital flows on currency 
movements, the Government of the Republic of 
Korea instituted capital controls, setting limits on the 
accumulation of foreign exchange derivatives. On the 
other hand, the Government of China lifted a series 
of restrictions that limited the flow of yuan renminbi 
into Hong Kong, China, resulting in a leap in yuan 
renminbi deposits in Hong Kong banks.5  These 
reforms, together with the growing global significance 

Source: ESCAP calculations based on data from International Monetary Fund, International Financial Statistics online database. Available from www.
imfstatistics.org/imf (accessed 16 February 2011).

Note: A positive trend represents appreciation and vice versa.
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of the economy of China, are likely to translate into 
increasing use of the yuan renminbi as a medium 
of exchange, especially in the subregion.

Future outlook and policy challenges

The strong rebound in economic activity seen in the 
first half of 2010 for economies in the subregion 
appears to have decelerated with the slowdown 
in the global economic recovery, the completion 
of the inventory cycle and the gradual unwinding 
of Government stimulus spending. This trend is 
expected to continue into 2011, with all economies 
in the subregion forecast to grow at a slower rate. 
China is expected to grow at 9.5% and, at this rate, 
should continue to lead growth in the subregion. 
Hong Kong, China, should revert to its near-trend 
growth rate of 4.9%. Economic expansion in the 
Republic of Korea is also expected to decelerate to 
around 4.5%. On the other hand, Mongolia, whose 
mining sector is expected to strengthen in 2011 and 
to profit from the rise in export prices of gold and 
copper, should grow around 9%. Japan faces the 
grim prospect of slower economic growth, partly 
due to the damage caused to the economy by 
the devastating earthquake and tsunami. Economic 
growth is expected to slow to 1.5%.

Overall, the East and North-East Asian subregion 
is expected to continue on a firm recovery path. 
Nevertheless, a number of downside risks remain. 
One of the key risks facing the subregion is the 
rapid inflow of short-term capital due to the loose 
monetary policies in the developed economies. Short-
term capital attracted by higher returns in the region 
is leading to exchange rate pressure and could spill 
over into asset bubbles, which fuel inflation and create 
market distortions. Furthermore, a mass repatriation 
of capital, once the bubbles deflate, could result in 
balance of payment problems and inject gratuitous 
financial instability. The economies in the subregion 
are already under intense pressure to curb property 
and stock prices. In this regard, the potential impact of 
further quantitative easing in the developed countries 
is a matter of major policy concern for asset prices 
in the economies of the subregion.

By enhancing domestic consumption, economies 
in the subregion have an opportunity to boost 
their economic development processes while also 
contributing to the reduction of the global macro- 
economic imbalances. Furthermore, promoting 
investments in infrastructure, creating employment 
and business opportunities for the poor with an 
emphasis on those living in rural areas, enhancing 
social protection systems and fostering inclusive 
financial development are all policies that can 
contribute to both boosting economic growth and 
rebalancing the region’s trade by enhancing domestic 
demand. Further loosening of the exchange rate may 
assist in this. In view of the need to address global 
imbalances, China is shifting its emphasis towards 
greater social protection and domestic market growth. 
In China’s twelfth Five-Year Programme on National 
Economic and Social Development, which covers 
the period from 2011 to 2015, the expansion of 
domestic demand and household consumption was 
emphasized as a long-term growth strategy.

The subregion holds the key to 
rebalancing unsustainably large trade 
and current account imbalances in 

the global economy 

The subregion’s dependence on trade with developed 
countries, in which recovery has been weak, is also an 
ongoing risk and source of uncertainty. Furthermore, 
as economies in the subregion increasingly rely on 
China to replace demand from traditional export 
markets, China’s private sector demand will need 
to fill the gap left by the withdrawal of Government 
stimulus in 2011 to ensure continued growth in the 
subregion. In addition, the subregion also holds the 
key to rebalancing unsustainably large and increasing 
trade and current account imbalances in the global 
economy. For example, during the period 1996-
2006, net exports contributed 13% of China’s 9.3% 
growth rate, on average, while during the same 
period, household consumption growth only averaged 
7.7% and the share of domestic consumption as a 
percentage of GDP was still very low.6  
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Table 2.2.     Rates of economic growth and inflation in North and Central Asian economies, 2009-2011

Sources: ESCAP, based on national sources; and data from the Interstate Statistical Committee of the Commonwealth of Independent States. 
Available from www.cisstat.com (accessed 16 February 2011).

 a Changes in the consumer price index. 
 b Estimates.
 c Forecasts (as of 8 April 2011).
 d GDP figures at market prices in dollars in 2009 (at 2000 prices) are used as weights to calculate the subregional growth rates.

(Percentage)
Real GDP growth Inflationa

2009 2010b 2011c 2009 2010b 2011c

North and Central Asiad -5.4 4.6 4.8 10.8 7.1 8.2
Armenia -14.2 2.6 4.0 3.4 8.2 7.0
Azerbaijan 9.3 5.0 5.5 1.5 5.7 7.0
Georgia -3.9 6.0 5.0 1.7 7.1 8.0
Kazakhstan 1.2 7.0 6.2 7.3 7.1 8.0
Kyrgyzstan 2.3 -1.4 5.0 6.8 8.0 10.5
Russian Federation -7.9 4.0 4.3 11.7 6.9 8.0
Tajikistan 3.4 6.5 6.0 6.5 6.5 9.0
Turkmenistan 6.1 8.0 9.5 10.0 12.0 14.0
Uzbekistan 8.1 8.5 8.5 14.1 9.3 10.0

The generation of employment opportunities also 
remains an important challenge. While the impact 
of the crisis on labour markets in the subregion 
appears to have been limited, high unemployment 
among young people and increases in informal, 
more vulnerable forms of employment are a major 
economic and social concern. Moreover, as the 
official unemployment figures do not take into 
account those who have given up looking for jobs, 
actual unemployment rates could be higher when 
such hidden unemployment is included. In order to 
promote a more job-rich recovery, policies need to 
provide greater support, such as access to low-cost 
finance, to small and medium-sized enterprises, 
especially in the service sector.

NORTH AND CENTRAL ASIA

GDP growth receives a boost from higher 
oil and mineral prices

The North and Central Asian subregion registered 
GDP growth of 4.6% in 2010, in sharp contrast 
with 2009 when the economies of the subregion 
contracted by 5.4% (see table 2.2).

After years of strong GDP growth, Armenia’s 
economy saw a sharp contraction of 14.2% in 2009 
as a result of the global financial and economic 
crisis. Although the financial services sector is not 
internationally exposed to any great extent, the 
country relies heavily on inflows of remittances and 
official transfers, and much of its export revenue is 
generated by commodities, in particular non-ferrous 
metals, such as copper. In 2010, global recovery 
led to higher export earnings and remittances and, 
as a result, industrial output grew by 9.7%. The 
agricultural sector, however, contracted by 13.5% 
due to poor weather conditions. GDP grew by 2.6% 
in 2010. A narrow export base and geographical 
isolation (closed borders with Turkey and Azerbaijan) 
are sources of vulnerability.

In recent years, Azerbaijan has enjoyed large and 
growing oil exports and has been among the fastest 
growing economies in the subregion. However, as 
existing oilfields reach their productive capacity, oil 
output is slowing down. The hydrocarbon sector 
accounts for some 55% of GDP and over 80% 
of export earnings and, as such, GDP growth 
itself slowed to 5% in 2010 from over 9% in the 
previous two years. Greater efforts are needed to 
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diversify the economy and institute market-based 
reforms to boost competitiveness. The agricultural 
sector has also been adversely affected by poor 
weather conditions, particularly flooding.

Recovery gathered pace in Georgia after it suffered 
from military conflict in 2008 and from sharp 
declines in FDI and remittances in 2009. GDP 
expanded by 6.0% in 2010, from -3.9% in 2009. 
Global recovery led to a rebound in exports and 
remittances and translated into strong manufacturing 
production and increased domestic demand. All the 
sectors of the economy expanded except agriculture, 
which suffered losses. Although far below pre-crisis 
levels, FDI also began to recover from the second 
quarter of the year.

In Kazakhstan, a strong Government response was 
vital in stabilizing the banking sector and turning the 
economy around. GDP grew by 7.0% in 2010, after 
a modest 1.2% in 2009. The strong rebound was 
partly driven by a recovery in external demand for 
oil and other mineral products. Meanwhile, growth in 
the non-oil sector, including construction, was more 
modest, owing to weak domestic demand, which was 
affected, in turn, by limited credit availability.7 The 
agricultural sector and the grain harvest, in particular, 
were badly affected by a severe drought. As a 
result, the sector contracted sharply in 2010.

Kyrgyzstan, which suffered from widespread political 
and social instability in April and June, was the 
only economy in the subregion to contract in 
2010, by 1.4%. Led by strong gold production and 
construction activity, the economy expanded at a 
rapid 16.4% in the first quarter, before civil unrest 
disrupted agriculture, trade and other services. Retail 
trade, for instance, was hit hard by the closure of 
the border with Kazakhstan and Uzbekistan. On 
the bright side, industrial output still managed to 
grow due to a higher output of gold and improved 
construction activity. Remittances and international 
assistance also played a supportive role.

The economy of the Russian Federation, which 
has a large impact on other economies in the 

subregion through both trade and remittance 
channels, began a gradual recovery in 2010 after a 
7.9% contraction in 2009. GDP increased by 4.0% 
in 2010. A large stimulus package and a strong 
Government response to stabilize the currency and 
the financial sector laid the groundwork for recovery, 
which received a boost from strengthening external 
demand for oil and gas and higher prices for them. 
Growth began to gain momentum in the second 
quarter, with tradable goods and manufacturing 
leading the way. This then translated into more 
broad-based domestic demand growth in the 
third quarter, when retail trade and construction 
expanded by 5.9% and 2.2%, respectively. The 
firming of the labour market also gave a boost to 
domestic demand and the unemployment rate fell 
to 6.7%. The financial sector, however, will take 
longer to recover due to the large share of bad 
loans. Despite rapid export growth, the contribution 
of net exports to GDP growth became less as 
imports gained rapidly as the year progressed. 
The agricultural sector was severely affected by 
the worst drought in decades. 

The economy of the Russian 
Federation, which has a large 
impact on other economies in 

the subregion through both trade 
and remittance channels, began a 

gradual recovery in 2010 

Tajikistan saw economic growth slow to 3.4% in 
2009 owing to declines in aluminium exports and 
remittances. These two main drivers of growth saw 
a strong rebound in 2010. Aluminium and cotton 
remain the primary export items, while nearly half of 
the labour force works abroad, mainly in Kazakhstan 
and the Russian Federation. GDP grew by 6.5% 
in 2010. Industry continues to be susceptible to 
problems in the power sector, with the country 
facing periodic blackouts.

With sizeable gas and oil resources, Turkmenistan 
enjoyed over 10% GDP growth for several years, 
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Figure 2.5.     Inflation in North and Central Asian economies, 2008-2010

Sources: ESCAP, based on national sources; and data from the Interstate Statistical Committee of the Commonwealth of Independent States. 
Available from www.cisstat.com (accessed 16 February 2011).

Note: Data for 2010 are estimates.
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but a disruption in the main gas pipeline to the 
Russian Federation led to slower growth in 2009. In 
late 2009 and early 2010, however, new pipelines 
to China and the Islamic Republic of Iran began to 
operate and, from the beginning of 2010, gas exports 
to the Russian Federation resumed. As a result, 
GDP growth bounced back to 8% in 2010. The 
hydrocarbon sector continues to drive the economy, 
but retail trade has also experienced double-digit 
growth, reflecting strong domestic demand.

Uzbekistan has been the steadiest economy in 
the subregion, with GDP growing 8.5% in 2010 
compared to 8.1% in 2009. Growth was broad-based, 
supported by both the industrial and services sectors. 
The agricultural sector also contributed positively to 
economic growth. Key commodities, such as cotton, 
gas and gold, received a boost from stronger 
commodity prices and external demand, while FDI 
into infrastructure projects and the hydrocarbon sector 
continued to rise, particularly from joint ventures 
with China and the Russian Federation.

Inflation remains relatively high despite 
deceleration in some countries

Growing domestic demand and rising real wages, 
as well as higher food and energy prices, have put 
some upward pressure on inflation. In most countries, 
inflation was above 6% in 2010 (see figure 2.5). 
Inflation remained high in 2010 in Turkmenistan 
(12%) and Uzbekistan (9.3%), where Government 
stimulus measures have continued through 2010 
at the risk of overheating.

The severe drought and wildfires in the summer 
of 2010 fed inflationary pressures in the Russian 
Federation. The Government introduced a ban on 
grain exports in order to avoid food price inflation. 
Consumer price inflation at 6.9% in 2010 was lower 
than the 11.7% recorded in 2009. The strengthening of 
the currency, low import prices and sluggish domestic 
demand, however, kept inflation from rising higher. 
Consumer price inflation in Kazakhstan reached 
7.1% in 2010, within the Government target range 
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of 6%-8%. This outcome was helped by a relatively 
stable exchange rate and food prices. Global food 
and fuel prices influenced inflation in Tajikistan, as 
the country is forced to import much of its food 
and fuel. Consumer price inflation averaged 6.5% 
in 2010, the same rate recorded in 2009. Rising 
wages and remittance inflows, however, as well 
as higher global grain prices, increased inflationary 
pressure towards the end of 2010.

Kyrgyzstan was unable to avoid price hikes because 
of a poor domestic harvest and the drought in 
Kazakhstan and the Russian Federation. Planned 
increases in utility prices were cancelled, but inflation 
still reached 8% in 2010. Inflation picked up again 
in Turkmenistan in 2010 due to higher global prices 
for food and energy and increased investment in 
the energy sector. Inflation in Uzbekistan exceeded 
9% in 2010 as a result of increased public sector 
wages and welfare benefits.

Armenia, Azerbaijan and Georgia, which experienced 
sharp deceleration in inflation during the global 
economic crisis, witnessed accelerated inflation in 
2010. In Armenia, rising prices for imported gas 
and mineral products exerted upward pressure. 
Inflation moderated somewhat after monetary 
tightening at the beginning of 2010 but picked up 
again in the third quarter. Food prices witnessed 
a spike in September due to the ban on wheat 
exports from the Russian Federation. Inflation in 
Armenia for 2010 is estimated at 8.2%, somewhat 
higher than the Government target. Azerbaijan saw 
significant deceleration in inflation from 20.8% in 
2008 to 1.5% in 2009, but it rose again to 5.7% 
in 2010. Higher prices of grain imports from the 
Russian Federation, among others, have exerted 
upward pressure, but the stable exchange rate 
pegged to the dollar and moderate expansion in 
credit have helped to keep inflation in check. In 
Georgia, inflation was low at the beginning of 2010 
but picked up quickly in the second half of the 
year due to strong recovery in domestic demand, 
higher real wages and rising commodity prices. In 
response, monetary policy was tightened. Inflation 
rose to 7.1% for the full year.

Fiscal and monetary policy responses

Improvement in fiscal balances

In general, fiscal balances improved in 2010. Oil 
exporters, particularly the Russian Federation, 
Kazakhstan and Azerbaijan, received budgetary boosts 
from stronger global demand and higher oil prices. The 
Russian Federation saw its deficit fall from 5.9% of 
GDP in 2009 to 4.1% in 2010. At the same time, the 
Government has made a commitment to restore the 
non-oil fiscal balance, which improved only modestly in 
2010 after deteriorating sharply in 2009. In addition to 
drawing support from the National Fund (the sovereign 
oil wealth fund), Kazakhstan raised export duties by 
almost 22% to cover additional social spending. Such 
measures, together with rising tax revenues from 
the recovery in economic activity, placed the budget 
deficit at 3.0% of GDP in 2010. The Government of 
Azerbaijan increased its transfers from the State Oil 
Fund in order to finance infrastructure and social 
programmes. While the central Government maintained 
a large budget surplus, it would be advisable for 
it to also make efforts to reduce its non-oil fiscal 
deficit, which stands at over 35% of GDP and is 
the highest in the subregion.

Among the gas exporters, only Turkmenistan and 
Uzbekistan have surplus budgets. For Uzbekistan, the 
budget has been in surplus for most of the past decade, 
but increased infrastructure and social spending, as 
well as increased public sector wages, narrowed the 
surplus to near balance in 2010. In Turkmenistan, the 
budget has been in surplus owing to rapidly growing 
revenues from the hydrocarbon sector, which remains 
the main contributor to the government budget.

On the other end of the spectrum, the oil and gas 
importing countries had to struggle with wide budget 
deficits. In Armenia, additional public spending and 

Oil exporters received budgetary 
boosts from stronger global demand 

and higher oil prices
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Figure 2.6.     Index of exchange rate movements of domestic currencies against the dollar in selected North and Central Asian  
             economies, 2009-2010

Source: ESCAP calculations based on data from International Monetary Fund, International Financial Statistics online database. Available from www.
imfstatistics.org/imf (accessed 16 February 2011).

Note: A positive trend represents appreciation and vice versa.
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lower revenues widened the budget deficit to 5.2% 
of GDP in 2010 from 4.7% of GDP in 2009. To 
contain budget deficit, the Government instituted a 
three-year programme calling for the suspension of 
public sector salary increases and a cap on public 
spending. Efforts to improve the tax and customs 
administrations are also in place. Nevertheless, 
subsidies to local communities and expenditures on 
debt servicing continue to exert pressure. Georgia’s 
budget benefited from strong economic activity and 
a new excise tax in 2010 and its budget deficit 
decreased to 6.6% of GDP in 2010.

Despite a significant increase in revenues from 
aluminium and cotton exports, Tajikistan’s overall tax 
base remained narrow and budgetary support from 
international donors was needed amid rising levels 
of social spending. Some deterioration in the budget 
deficit was estimated for 2010. The budget deficit of 
Kyrgyzstan widened from 1.5% of GDP in 2009 to 
9% in 2010 mainly because of increased spending on 
wages for State employees, job creation measures, fuel 
imports and infrastructure improvements. Revenues 

suffered from the social unrest in mid-2010, as retail 
trade underwent a sharp downturn and resulted in 
a sharp decline in value added tax (VAT) collection. 
The new tax code introduced in 2009 also reduced 
the VAT rate from 20% to 12%, and the unified tax 
on small businesses from 10% to 6%.

Central banks take measures to contain inflatio- 
nary pressures and maintain exchange rate stability 

The economic recovery provided a fresh impetus for 
the economies in North and Central Asia to focus 
on their exchange rates, a key policy issue being to 
maintain a nominally stable rate of exchange against 
the dollar. The national currencies of several subregional 
economies depreciated in 2010 (see figure 2.6) owing to 
downward pressure on foreign-exchange reserves and 
concerns about the loss of international competitiveness 
during the economic crisis. However, increasing export 
earnings, FDI and remittance inflows eased downward 
pressure. In addition, several central banks widened 
their trading bands for national currencies in order to 
rebuild foreign exchange reserves.
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The Central Bank of Armenia raised its refinancing 
rate by a total of 275 basis points from January 
to September and broadened its policy instruments, 
such as the sale and repurchase of Government 
securities, in order to deepen the domestic debt 
market. To enable the domestic currency, the dram, 
to exchange at a free-floating rate, the Central Bank 
reduced its intervention in the foreign exchange 
market in 2010. Georgia’s monetary policy in 2010 
was aimed at stimulating the economy and reducing 
the pace of depreciation of the national currency, the 
lari. Improved economic conditions led the National 
Bank of Georgia to gradually tighten its monetary 
policy and resume the use of an inflation-targeting 
regime after midyear.

In Uzbekistan, the central bank allowed the sum to 
depreciate in order to support exports and boost 
the country’s competitiveness in both the global 
and regional markets. Kazakhstan widened the 
trading band of the national currency from 127.5 
to 165.0 tenge per dollar at the beginning of 2010 
in order to prevent excessive real exchange rate 
appreciation. As a result, the tenge appreciated 
modestly against the dollar by the end of the year. 
In Kyrgyzstan, the national currency depreciated by 
more than 11% in 2010 due to a fall in foreign 
currency inflows and reduced cross-border trade 
with neighbouring countries from April to July. In 
response, the national bank made extensive foreign 
currency sales, an action which also helped it to 
control the money supply.

The central bank of the Russian Federation main-
tained a nominally stable rate of exchange for the 
rouble against a dual-currency basket consisting of 
55% dollar and 45% euro. Currency strengthening 
remained one of the most effective ways to reduce 
inflationary pressure, which nevertheless led the 
rouble to strengthen against its target basket in 
real effective terms in 2010. A reduction of the 
excessive appreciation of the rouble, however, 
remained a key monetary policy objective in 2010. 
By mid-2010, the real effective exchange rate of 
the rouble was about 9% stronger than at the 
end of 2009.

Policy rates were raised in Azerbaijan and Tajikistan 
amid inflationary pressure concerns. The national 
currencies of the two countries were relatively 
stable owing to increasing foreign exchange inflows. 
In Tajikistan, growth in remittances, mainly from 
Kazakhstan and the Russian Federation, allowed 
the somoni to remain much more stable in the first 
half of 2010 than in 2009. Nevertheless, the national 
currency was around 5% lower against the dollar in 
annual average terms by the end of 2010.

Economic recovery and continued 
reform of the financial sector led to 
greater operational efficiency in the 
banking sector and increased public 

confidence

Economic recovery and continued reform of the 
financial sector led to greater operational efficiency in 
the banking sector and increased public confidence 
in 2010. The financial authorities of economies in 
the subregion committed to maintaining the stability 
of their banking systems and to ensuring sufficient 
liquidity in their financial systems, with a view to 
providing support to economic growth in the short 
and medium term. In Azerbaijan and Kazakhstan, 
reserve requirements for commercial banks were 
lowered to increase liquidity and support economic 
activities. The banking sector of Georgia increased 
its lending and started recording a net profit. The 
level of deposits in the banking system of Tajikistan 
bounced back rapidly at the beginning of 2010. The 
currency reform implemented by the Government of 
Turkmenistan in 2009 benefited the economic and 
financial development of the country. The banking 
system of Uzbekistan received an upgrade in Moody’s 
ratings from “negative” to “stable” in 2010.

Strong growth in trade driven by 
commodity exports

Oil and gas exporters continued to enjoy current 
account and trade surpluses to varying degrees, 
while oil and gas importers suffered deficits. In 
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Sources: ESCAP, based on national sources and International Monetary Fund, International Financial Statistics online database. Available from www.
imfstatistics.org/imf (accessed 16 February 2011).

Note: Data for 2010 are estimates..

Figure 2.7.     Current account balances in North and Central Asian economies, 2008-2010
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the case of the former, securing alternative export 
routes (gas pipelines) was important to avoid sharp 
disruptions in production and exports. In both groups, 
recovery in remittance inflows provided a modest 
boost to the current account balance, although the 
stronger domestic demand that followed led to faster 
growth in imports in some countries. Remittance 
inflows from the Russian Federation to the other 
economies in the subregion also saw a healthy 
recovery. The non-oil exporting economies in the 
subregion are still in short supply of FDI, though, 
and their external debts are high and rising.

In the Russian Federation, the current account surplus 
improved from 4.0% of GDP in 2009 to 4.5% in 
2010 (see figure 2.7). The main country exports 
of oil and gas, about two thirds of total exports, 
benefited from higher prices. Kazakhstan turned its 
2009 current account deficit into a surplus of 4.5% 
of GDP in 2010 as a result of rising oil exports. 
Exports expanded at a much faster rate than imports, 
resulting in a higher trade surplus. The large current 
account surplus of Azerbaijan rose further in 2010. Oil 
and refined petroleum products continue to account 
for the largest share of export earnings, which grew 
much faster than imports. Among the largest imports 
were food products and capital goods, such as 
machinery, metals and transport equipment.

Turkmenistan saw its current account surplus rise 
again as oil and gas exports recovered, after 
disruptions in gas exports to the Russian Federation 
in 2009 led to a narrowing current account surplus. 
Imports continue to be dominated by machinery and 
equipment for the gas sector and construction. The 
current account surplus of Uzbekistan remained high, 
at around 18% of GDP, in 2010 owing to a large 
trade surplus and increasing remittances, mainly from 
Kazakhstan and the Russian Federation. Rising global 
prices of principal export commodities, including 
gold, gas and cotton, increased export revenues 
by more than 22% in 2010. Hydrocarbons remain 
an important source of export earnings.

The oil and gas importers—Armenia, Georgia, 
Kyrgyzstan and Tajikistan—export other commodities, 
such as non-ferrous metals, aluminium and cotton, 
and they benefited from rising commodity prices 
but still suffered current account deficits. Armenia’s 
wide current account deficit narrowed slightly from 
16.0% to 14.2% of GDP in 2010, owing to higher 
prices and demand for metals and mineral products, 
as well as the economic recovery in the Russian 
Federation, its largest trading partner. Georgia saw 
its high current account deficit shrink to 11.7% in 
2009, owing to sharp declines in imports. In 2010, 
the deficit stabilized around the previous year’s level 
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amid a general recovery in imports, as well as higher 
oil and gas import prices. Georgia’s gold and base 
metal exports also benefited from higher prices, but 
the overall trade deficit widened. This was partially 
offset by recovery in remittance inflows.

In Kyrgyzstan, exports grew much faster than imports. 
The largest imports were food and fuel products, 
mainly from Kazakhstan and the Russian Federation. 
Meanwhile, due largely to the economic recovery in 
the Russian Federation, remittances were reported 
to have gone up 33% in the first eight months 
of the year. The country witnessed a reduction in 
its current account deficit in 2010 as compared to 
the previous year. The current account deficit of 
Tajikistan narrowed from 4.9% of GDP in 2009 to 
3.6% in 2010, owing to increased remittances from 
Kazakhstan and the Russian Federation, as well as 
higher export earnings. The trade deficit narrowed, 
helped by slower growth in imports. Aluminium, 
cotton and electrical energy remain Tajikistan’s 
key exports, while its largest imports are food and 
consumer goods.

Future outlook and policy challenges

Following a long transition from the Soviet-era  
economic system, North and Central Asian eco- 
nomies have become progressively more integrated 
in the global economy. A degree of macroeconomic 
fragility, lack of f inancial depth and lack of 
competitiveness, however, make these economies 
vulnerable to external shocks. In this regard, despite 
the economic recovery and positive macroeconomic 
growth prospects following the global economic 
crisis, there is a risk of some slowdown in a few 
subregional economies, particularly due to volatile 
commodity prices and the knock-on effects of slower 
global economic recovery in the second half of 2010. 
Economies in the subregion tend to experience sharper 
declines and upswings due to their heavy reliance on 
oil and gas, metals and other commodities. Hence, 
diversifying the sources of economic growth, including 
through the development of the non-oil sector, will 
be important not only for future growth but also for 
greater socio-economic stability.

The economy of the Russian Federation is projected 
to grow by 4.3% in 2011. Key challenges will be 
to strengthen the investment climate, improve the 
situation in the food markets and lower inflation. In 
Kazakhstan, GDP is projected to expand by 6.2% 
in 2011, where Government plans to implement a 
five-year industrial development and diversification 
plan announced in 2010. The plan envisages 
diversification of the economy, improvement of 
labour productivity through investment in training 
and improvements to infrastructure. The pursuit of 
broad-based growth and the development of the 
non-oil sectors are also the principal economic 
policy challenges of the Governments of Azerbaijan 
and Turkmenistan. The National Socio-Economic 
Development Programme of Turkmenistan for 2011-
2030 aims to diversify the economy to move it away 
from its reliance on natural gas, oil, liquefied natural 
gas, cotton and textiles. A variety of measures are 
planned to develop a new management cadre and 
a skilled labour force. GDP is expected to grow 
by 9.5% in 2011 owing to strong export earnings. 
In Azerbaijan, the Government is expected to use 
its State Oil Fund to finance social spending and 
infrastructure projects, and to increase investment 
in the non-oil sectors, such as agriculture and 
manufacturing. The GDP of Azerbaijan is expected 
to grow by 5.5% in 2011. Uzbekistan is expected 
to maintain its growth at 8.5%. Assuming political 
stability holds in Kyrgyzstan, the country is expected 
to register a positive growth of 5% in 2011, as 
opposed to 2010, when the economy contracted. 
Some slowdown in GDP growth in Georgia and 
Tajikistan is expected. 

Rising dependence on imported energy has become 
a major concern for several economies in North 
and Central Asia, leading to the expectation that 
they will develop their energy resources and 
infrastructure, and increase energy self-sufficiency 
with technical and financial assistance from the 
Russian Federation. The entire subregion could, 
however, benefit from a strengthening of economic 
cooperation in the energy sector that would facilitate 
future economic dynamism in the subregion (see 
box 2.1).
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Box 2.1. Energy self-sufficiency and dependency in North and Central Asia

Before 1990, the Central Asian economies were integrated into the single national economy of the Union of Soviet Socialist 
Republics. While close linkages between these economies and with the Russian Federation continue, Kazakhstan, the Russian 
Federation and Turkmenistan are also now competitors in the global energy market.

Natural gas

The economies of North and Central Asia provide nearly 29% of world gas exports.8 The subregion has a common legacy 
concentrated in physical energy infrastructure—a huge gas transport system connecting Central Asia with the Russian Federation 
and, further, with the European Union. The common interests of the subregion are the sustainability of gas extraction and gas 
transit. Gas supply sustainability has three key dimensions: (a) the stability of the gas transmission system; (b) opportunities to 
diversify routes; and (c) stable demand from China and the European Union, which would justify and support the longer-term 
investment required in gas exploration in North and Central Asia.

The most extensive gas pipeline system in the subregion starts in Turkmenistan—the country with the highest proven reserves—and 
has a capacity of approximately 80 billion cubic metres of natural gas per year. An ambitious project in the diversification of 
gas supplies has been undertaken by Kazakhstan, Turkmenistan and Uzbekistan, together with China, which should allow about 
40 billion cubic metres of natural gas to be supplied annually from Central Asia to China as of 2013. The signing of another 
gas pipeline project by Afghanistan, India, Pakistan and Turkmenistan in December 2010 is expected to bring 33 billion cubic 
metres of natural gas per year from Turkmenistan to Pakistan and India via Afghanistan.

Electric power

Difficulties with electricity supplies affect all countries in North and Central Asia, particularly Kyrgyzstan and Tajikistan. The problem 
is in the particular features of the climate and agriculture of the subregion. Kyrgyzstan and Tajikistan generate almost all their 
electricity using only hydroelectric stations and only at certain times of the year. They now have an opportunity to manage their 
energy problems by using their hydropower potential more efficiently throughout the year, which could increase the well-being 
of the entire subregion. The achievement of this goal is connected with investment in new hydroelectric stations; the Russian 
Federation could play an important role in facilitating this process, both financially and by providing technical expertise.

Oil: balancing diverse interests

Oil production in Central Asia will grow substantially in the next two decades following the development of new oilfields, and 
much of the additional oil is expected to be exported. The main issues for intraregional relationships are the development 
of new export routes and timely investment in new projects. There are two giant oilfields currently under development in 
Kazakhstan that are likely to bring considerable additional volumes of oil to the world market. There is an obvious need to 
make this possible by renovating the tanker fleets of Kazakhstan’s neighbours and enlarging pipeline capacity from Kazakhstan 
to its markets in China and Europe.

The development of a common infrastructure in the oil and gas industries is a key issue for strengthening cooperation in the 
energy sector in North and Central Asia. Specific policy areas to be addressed include the efficient management of the existing 
infrastructure and the creation and implementation of a joint development programme for oil, gas and electricity based on 
forecasts of subregional energy demand. Most important, it involves looking at the energy infrastructure as a systemic whole 
and preventing the accumulation of bottlenecks within the subregion.

Source: ESCAP.
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Food security was another challenge faced by the North 
and Central Asian economies in 2010, with adverse 
weather conditions severely affecting grain production 
in Kazakhstan and the Russian Federation. The spike 
in grain prices triggered by crop failure in these 
economies led to the imposition of export restrictions. 
In particular, the poor harvest and subsequent wheat 
export ban by the Russian Federation pushed wheat 
prices to very high levels. The grain export restrictions 
were expected to be lifted once the final results of 
the 2010 harvest were known. 

Pacific island developing economies

Diverse economic performance

There are good prospects for some Pacific island 
developing economies, particularly those that are 
resource-driven, but this masks the fact that the 
majority of them are barely growing. The GDP 
growth of these economies as a group averaged 
4.3% in 2010, up from 2.2% in 2009 (see table 
2.3). In recent years, Papua New Guinea, enjoying 
strong demand and prices for its exports (oil, gold, 
copper, coffee, cocoa and palm oil), has been the 
fastest growing economy. Furthermore, driven by 
the commencement of the Papua New Guinea 
liquefied natural gas project, the country’s GDP grew 
by 7.1% in 2010 as compared to 5.5% in 2009. 
Solomon Islands suffered significantly reduced log 
exports when demand from China declined for some 
raw material imports. Its economy experienced a 
contraction of 1.2% in 2009, compared to a growth 
of 7.3% in 2008. Benefiting from higher commodity 
prices, particularly for logs, the Solomon Islands 
economy rebounded by 4.0% in 2010.

Tuvalu’s economy contracted by 1.7% in 2009 
and recorded no growth in 2010 due to slowdown 
in remittance flows into the country. Remittances 
contribute about 15% of Tuvalu’s GDP. Vanuatu’s 
GDP growth rate stood at 3.8% in 2009. In 2010, 
the economy expanded by 3.0%, a downward revision 
from the 4.6% 2010 budget growth forecast. The 
revision reflects lower than expected tourist numbers 
and delays in the implementation of infrastructure 
projects.

Fiji has experienced declining preferential European 
Union sugar prices, highly unfavourable weather 
conditions (severe flooding in early 2009 and the 
devastating cyclone Tomas in March 2010), a blow 
to investor confidence from the 2006 military coup 
and the continuation of the military-led Government.10  
The economy contracted by 3.0% in 2009 and 
virtually stagnated with a growth of 0.1% in 2010. 
Samoa continues to recover from the devastation 
of the September 2009 tsunami, which affected 
about 20% of its population and killed at least 

Food security was another challenge 
faced by the North and Central Asian 

economies in 2010, with adverse 
weather conditions severely affecting 

grain production

The Food and Agriculture Organization of the United 
Nations (FAO) forecasts that global food prices 
will be sustained at record levels in 2011,9  which 
could have a severe impact, especially on the lower 
income economies of the subregion. In Tajikistan, for 
instance, the share of household income devoted to 
food purchases is around 60%. The Government of 
Tajikistan addressed the issue of food self-sufficiency 
in a new food security programme and introduced 
measures aimed at reducing food shortages in the 
country. Food imports accounted for more than half 
of all food products in the domestic consumer market 
in 2010. In addition to a poor domestic harvest in 
2010, the economy of Kyrgyzstan suffered from 
border closures with its neighbouring countries. The 
Government of Uzbekistan stimulated the agricultural 
sector to ensure more ample local supplies in rural 
areas.

PACIFIC

The subregion has been divided into two distinct 
groups for analytical purposes. One group consists 
of Pacific island developing economies and the other 
of Australia and New Zealand.
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Table 2.3.     Rates of economic growth and inflation in selected economies in Pacific, 2009-2011

Sources: ESCAP, based on data from International Monetary Fund, 2010 Article IV Consultations. Available from www.imf.org/external/siteindex.
htm; Asian Development Bank, Asian Development Outlook 2010 Update: The Future of Growth in Asia (Manila, 2010). Available from www.adb.
org/Documents/Books/ADO/2010/Update/default.asp; CEIC Data Company Limited, data available from http://ceicdata.com (for Australia and New 
Zealand) (accessed 25 March 2011).

 a Changes in the consumer price index.
 b Estimates.
 c Forecasts (as of 8 April 2011).
 d GDP figures at market prices in dollars in 2009 (at 2000 prices) are used as weights to calculate the subregional growth rates.

(Percentage)
Real GDP growth Inflationa

2009 2010b 2011c 2009 2010b 2011c

Pacificd 1.2 2.6 2.4 1.9 2.7 3.4
Pacific island developing economiesd 2.2 4.3 5.5 6.7 4.7 6.1

Cook Islands -0.1 0.5 2.0 6.6 3.5 4.2
Fiji -3.0 0.1 1.3 6.8 4.0 3.0
Kiribati -0.7 0.5 1.8 8.4 0.8 6.7
Marshall Islands 0.0 0.5 1.2 0.5 1.0 5.0
Micronesia (Federated States of) -1.0 0.5 1.0 7.4 3.5 4.0
Nauru 0.0 0.0 4.0 2.2 -0.5 2.4 
Palau -2.1 2.0 2.0 5.2 3.8 4.0
Papua New Guinea 5.5 7.1 8.0 7.0 6.0 8.2
Samoa -4.9 0.0 2.5 6.6 1.0 3.0
Solomon Islands -1.2 4.0 7.0 7.1 3.0 4.2
Tonga -0.4 -1.2 0.8 5.0 2.0 3.0
Tuvalu -1.7 0.0 0.0 0.0 -1.9 1.5
Vanuatu 3.8 3.0 4.0 4.5 3.4 5.0 

Developed countriesd 1.2 2.6 2.3 1.8 2.7 3.4
Australia 1.3 2.7 2.3 1.8 2.7 3.2
New Zealand 0.1 1.5 2.4 2.1 2.3 4.6

143 people. Damage and losses to the economy 
were estimated at $124 million,11 around 22% of 
GDP, with an expected contraction in GDP growth 
of 4.9%. Post-tsunami reconstruction stimulated 
the economy, as did the increase in remittances 
recorded after the tsunami. Nevertheless, it will take 
considerable time for the economic damage to be 
repaired, particularly that suffered by the tourism 
sector. Samoa’s economy did not grow in 2010. 
Tonga’s economy also continued to struggle to find 
its way back to full recovery following the tsunami 
that hit the country in September 2009. Moreover, 
the global economic crisis, which led to lower 
remittance inflows and lower tourism demand, has 
had a significant impact on the Tongan economy, 
with GDP contracting by 0.4% in 2009 and again by 
1.2% in 2010. The Cook Islands was also affected 

by natural disasters. After two years of economic 
contraction, the Cook Islands economy grew by 
0.5% in 2010. The destruction caused by Cyclone 
Pat in February 2010 also hurt the tourism industry 
in the first quarter of 2010, but it recovered in the 
second quarter.

Kiribati’s economy contracted by 0.7% in 2009 and 
is estimated to have grown by 0.5% in 2010. The 
economy of Nauru grew by 1% in 2008 and showed 
no growth in 2009 and 2010. Nauru continues to 
be heavily dependent on phosphate exports. Due 
to damage caused to the export facilities by stormy 
weather, phosphate exports have been irregular. The 
economies of the other small islands have also been 
stagnating in recent years. Tourism, which makes 
up more than 95% of service exports in Palau, 
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Sources: ESCAP, based on data from International Monetary Fund, 2010 Article IV Consultations. Available from www.imf.org/external/siteindex.htm; Asian 
Development Bank, Asian Development Outlook 2010 Update: The Future of Growth in Asia (Manila, 2010). Available from www.adb.org/Documents/
Books/ADO/2010/Update/default.asp; International Monetary Fund, International Financial Statistics online database. Available from www.imfstatistics.org/
imf (accessed 15 December 2010).

Note: Data for 2010 are estimates.

Figure 2.8.     Inflation in selected Pacific island developing economies, 2008-2010

-15 

-10 

-5 

0 

5 

10 

15 

20 

P
er

ce
nt

ag
e 

C
oo

k 
Is

la
nd

s 

Fi
ji 

K
iri

ba
ti 

M
ar

sh
al

l I
sl

an
ds

 

M
ic

ro
ne

si
a 

(F
ed

er
at

ed
 S

ta
te

s 
of

) 

N
au

ru
 

P
al

au
 

P
ap

ua
 N

ew
 G

ui
ne

a 

S
am

oa
 

S
ol

om
on

 Is
la

nd
s 

To
ng

a 

Tu
va

lu
 

Va
nu

at
u 

 

2008 2009 2010 

has been doing poorly as a result of the global 
economic crisis. Palau’s economy grew by 2.0% 
in 2010 as compared to its contraction by 2.1% in 
2009. The economies of the Marshall Islands and 
the Federated States of Micronesia remain flat. The 
economy of the Marshall Islands recorded no growth 
in 2009, while a slight improvement of 0.5% in GDP 
growth was observed for 2010. The economy of 
the Federated States of Micronesia grew by 0.5% 
in 2010, after contracting four years in a row. The 
pickup in activities in 2010 was mainly due to 
increased infrastructure investments, which increased 
employment opportunities and domestic demand.

Inflation driven by higher commodity 
and fuel prices

Inflation has been driven by higher global prices 
for oil and commodities, and by accelerating price 
pressures in some of the trading partners of the 

Pacific island developing economies, particularly 
Australia and New Zealand. With the exception 
of the Marshall Islands, the remaining countries 
recorded lower inflation rates in 2010 as compared 
with 2009, with inflation pressures actually easing 
significantly in Kiribati and Samoa.

Papua New Guinea recorded the highest inflation 
rate in the subregion at 6% in 2010 (see figure 2.8). 
The global economic recovery in 2010, with higher 
food and commodity prices and increasing domestic 
demand associated with the Papua New Guinea 
liquefied natural gas project, contributed to this 
outcome. The inflation rate in Fiji declined to 4% 
in 2010 from 6.8% in 2009. Considering the 20% 
devaluation of the Fiji dollar in April 2009, the 
increasing global petroleum price and the increased 
minimum wage, this was a good performance. In 
Samoa, the rate of inflation for 2009 reached 6.6% 
because of the high global prices for food and other 
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Figure 2.9.     Budget balance in selected Pacific island developing economies, 2008-2010

Sources: ESCAP calculations based on data from national sources; Asian Development Bank, Key Indicators for Asia and the Pacific 2010 (Manila, 
2010); and International Monetary Fund, 2010 Article IV Consultations. Available from www.imf.org/external/siteindex.htm.

Note: Data for 2010 are estimates.
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commodities, in combination with an expansionary 
budget. Since Samoa relies heavily on imports of 
basic food items, such as rice, flour and milk, the 
impact of inflation on lower-income households was 
substantial. Inflationary pressures eased significantly 
in 2010 to about 1%. This significant drop was due 
to lower international food and commodity prices as 
well as the tightening of monetary policy to reduce 
credit growth. In Tonga, inflation came down from 
5.0% in 2009 to 2.0% in 2010. The main factors 
contributing to inflation in 2010 were an increase 
in transport costs and increases in the prices of 
food and household commodities. The inflation 
rate in Solomon Islands declined to 7.1% in 2009 
and further to 3% in 2010, partly helped by tight 
monetary policy in combination with the cutting of 
government expenditure. In Vanuatu, the inflation 
rate declined from 4.5% in 2009 to 3.4% in 2010 
due to increased international commodity prices.

Key macroeconomic policy responses

Reconstruction efforts lead to increasing budget 
deficits

Available data suggest a mixed picture in terms 
of fiscal performance for Pacific island developing 

economies in 2010, with Samoa and Tuvalu recording 
larger budget deficits, while others, such as Fiji, Papua  
New Guinea, Solomon Islands and Tonga, were 
expecting improved budget performance. In Papua 
New Guinea, a balanced budget was estimated for 
2010 after a small budget deficit of 0.2% of GDP 
in 2009 (see figure 2.9). In 2009, Vanuatu recorded 
a budget surplus of 0.7% of GDP. Due to higher-
than-forecast grants and lower interest payments, 
the budget is estimated to have been in deficit of 
2.1% of GDP in 2010.

In the 2009 budget, the Government of Fiji introduced 
some fiscal stimulus measures to respond to the 
global economic and financial crises. Debt servicing, 
which had already increased because of the effect 
of the April 2009 devaluation on foreign loans, 
increased further due to the higher domestic interest 
rates on Government bonds. Due to the shortfall in 
revenue and the widening of the budget deficit, the 
Government introduced a revised budget in June 
2010 to tackle the negative fiscal developments. 
The budget deficit in Fiji reached 3.6% of GDP in 
2010, slightly better than the 2009 budget deficit 
of 3.8% of GDP. In Samoa, the expansionary 
2010 budget was a response to the economic and 
financial crises. The budget saw capital expenditure 
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increasing even further, primarily on infrastructure, 
to be funded by a highly concessional loan from 
the Asian Development Bank and from donor 
grants. As a result, the budget deficit for 2010 
accelerated to 8.1% of GDP compared to 3.9% of 
GDP in 2009.

In Tonga, provisional figures from the 2010/11 
budget show that revenue and grants declined 
in 2009/10, mainly because of lower collections 
of taxes on goods and services. The continuing 
decline in remittances also played a large role in 
these falls, through its impact on the retail sector 
and on imports. In addition, the Government’s 
removal of tariffs on some food items and on fuel 
for aviation and shipping reduced customs revenue. 
Due to the continuation of relatively large grant 
funding, and adjustments on the expenditure side, 
the overall budget was in deficit equivalent to 0.6% 
of GDP in 2010 compared to a deficit of 1.0% 
of GDP in 2009. Tuvalu recently began reform 
efforts to prepare for freer trade with Australia 
and New Zealand. The Government introduced a 
3% consumption tax, which is set to be gradually 
adjusted in line with import tariff reductions. 
Government expenditures increased in 2010; the 
increase was mainly financed by Australia and New 
Zealand. Tuvalu’s budget deficit increased sharply 
in 2010. In Solomon Islands, the budget surplus 
increased slightly from 2.2% of GDP in 2009 to 
2.4% of GDP in 2010.

Monetary policy aimed at control of the money 
supply 

Most of the countries in the subregion have used 
monetary policy measures to boost aggregate 
demand. As demand for credit is not very responsive 
to changes in interest rates, central banks in these 
countries do not place much emphasis on interest 
rates as a monetary policy instrument. Rather, they 
try to influence the expansion of the money supply, 
as seen from action taken on monetary policy in Fiji, 
Samoa, Solomon Islands and Vanuatu. In addition, 
commercial banks are encouraged to lend, as was 
the case in Fiji and Solomon Islands. This is not 

As demand for credit is not very 
responsive to changes in interest 

rates, central banks in these 
countries do not place much 

emphasis on interest rates as a 
monetary policy instrument

a very effective instrument, however, particularly if 
there are few profitable investment opportunities 
on offer, and it could lead to the creation of credit 
bubbles, as it did in Tonga.

In Papua New Guinea, the Bank of Papua New 
Guinea has kept its main policy interest rate, the 
kina facility rate, at 7% since December 2009. The 
central bank is determined, however, to keep the 
inflation rate in the single digits, and it is wary 
of a rise in inflationary pressures owing to the 
current high level of government spending and the 
ongoing development of a large liquefied natural 
gas project. There was also a growing concern 
of inflationary pressures emanating from imported 
inflation, with the kina depreciating against its 
major trading partners and the excess liquidity 
within the economy. Fiji has faced considerable 
monetary policy challenges since the 2006 coup, 
which damaged investor confidence and generally 
reduced the supply response to any monetary 
policy actions. The Reserve Bank of Fiji raised 
the reserve requirement for commercial banks 
in two stages in June and July 2010 to reduce 
excess liquidity in the banking system. Credit to 
the private sector grew by only 1% in 2010, and 
credit fell in some months. The Reserve Bank of 
Fiji recognizes that, in the current climate, foreign 
reserves can be drawn down quickly; therefore the 
monetary policy stance remains tight.

In Samoa, credit growth slowed in 2010, which 
helped to slow inflation, as well. With inflation 
declining and economic output not improving, 
monetary policy was relaxed later in 2010 in order to 
increase liquidity in an effort to stimulate economic 
activity. In Tonga, the credit bubble ended as the 
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Figure 2.10.     Current account balance in selected Pacific island developing economies, 2008-2010

Sources:  ESCAP calculations based on data from International Monetary Fund (IMF), International Financial Statistics online database. Available 
from www.imfstatistics.org/imf; IMF, 2010 Article IV Consultations. Available from www.imf.org/external/siteindex.htm; and Asian Development Bank, 
Key Indicators for Asia and the Pacific 2010 (Manila, 2010).

Note: Data for 2010 are estimates.
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banking sector experienced liquidity problems in 
2008 and saw a sharp rise in non-performing loans, 
which represented 20% of outstanding loans by 
the first quarter of 2009. Following large injections 
of capital into the two largest banks, the liquidity 
and the capital positions of the banking sector are 
now comfortable, but lending to the private sector 
has declined in recent years. The main reasons 
for the decline were weaker demand for loans 
and stricter lending standards. According to the 
Reserve Bank of Vanuatu, the strong performance 
of the Government and the fast growth in credit 
have driven growth in total money supply, which 
will help the economy as consumer spending 
increases.

Current account deficits widen 

As in previous years, most countries had current 
account deficits for 2010, with deficits widening for 
Kiribati, Papua New Guinea and Samoa, as growth 
in imports of goods and services outpaced that in 
exports (see figure 2.10). The managed currencies 
of the countries are linked fairly closely to the dollar. 

In 2009 and 2010, the dollar depreciated against 
most currencies and, as a result, although imports 
from these sources became more expensive, Pacific 
tourism became a better bargain. Pacific tourism 
therefore performed quite well in 2009 and 2010, 
despite the impact of the global economic crisis 
on important source markets. For many economies 
in the subregion, private inflows through home 
remittances are a more robust source of income 
than other private financial flows, such as foreign 
direct investment. Remittances vary hugely in 
importance among the countries in terms of the 
share of GDP: from 0.1% in Papua New Guinea 
to 25.9% in Samoa in 2009.

In Papua New Guinea, the kina was stable against 
the dollar while it depreciated by 14% against the 
Australian dollar in 2010. In the first nine months 
of 2010, total exports increased by 20.8% and 
imports by 26.3%. Reflecting these developments, 
the country’s current account deficit is estimated 
to have widened considerably in 2010 to 26.6% of 
GDP after having been in deficit at 7.3% of GDP 
in 2009. By early 2009, the level of reserves in 
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Fiji had fallen to about one month of import cover 
and in April 2009, Fiji devalued its currency. This 
action has increased tourist arrivals considerably 
by making Fiji more attractive to tourists from 
Australia and New Zealand. The devaluation has 
also helped to offset the decline in the European 
Union price paid for Fiji’s sugar exports, increase 
the value in Fijian dollar terms of remittances and 
increase foreign reserves. Exports have grown 
faster than imports and the current account deficit 
was 2.3% of GDP for 2010, much lower than for 
the previous year.

Samoa has only a limited number of export products 
apart from the automobile wire harnesses assembled 
for export to Australia. The main import is petroleum 
products, which accounts for about 30% of the total. 
The huge merchandise trade deficit is largely offset 
by remittance inflows. Nevertheless, the current 
account deficit widened from 2.0% of GDP in 2009 
to 8.0% of GDP in 2010. In Tonga, the negative 
trend in merchandise trade and remittances continued 
in 2009 and 2010. Estimates indicate that tourist 
receipts fell by 13.3% in the first six months of 
2010. The current account deficit was 5.6% of GDP 
for 2010 compared to 9.2% of GDP for 2009. The 
capital account, however, has recently benefited from 
the injections of capital into the commercial banks 
and from foreign loans. By the end of June 2010, 
official reserves had increased to the equivalent of 
7.1 months of imports.

A high level of inflation and continuing upward 
pressure on the real exchange rate, leading to 
pressure to devalue, has been a long-term problem 
in Solomon Islands. The exchange rate has not 
been devalued, however, as pressure on foreign 
currency reserves has been relieved by injections 
of donor funds and the general allocation of special 
drawing rights (SDRs) by IMF in late 2009. As 
a result, foreign reserves rose to 4.8 months of 
import cover by October 2009 and to 6-7 months 
of import cover by mid-2010. Still, the balance of 
payments outlook remains poor, particularly given 
the heavy reliance of output and export earnings 
on log exports and the threat that this industry 

faces from over-exploitation. The current account 
deteriorated further in 2010, with an estimated deficit 
in excess of 20% of GDP, which is not sustainable 
and threatens to destabilize the economy. Vanuatu’s 
current account deficit is estimated at 2.4% of GDP 
for 2010, not much different than the previous year. 
The country’s foreign reserves were equivalent to 
5.9 months of merchandise imports at the end of 
March 2010.

Future outlook and policy challenges

The Pacific island countries are strongly linked 
to the neighbouring major economies of Australia 
and New Zealand. Both of these economies are 
projected to grow in 2011, which contributes to the 
positive outlook for small island economies. Papua 
New Guinea is again expected to lead this growth 
with 8.0% growth as investment accelerates in a 
large gas export project and several mining projects 
come on stream. The economy of Solomon Islands 
is also projected to grow by 7.0% in 2011, largely 
reflecting higher commodity prices, especially 
for logs. GDP growth of 4.0% is projected for 
Vanuatu in 2011. Compared to most other Pacific 
economies, Vanuatu has made good progress and 
has shown that the reform of the international 
air transport sector and of telecommunications, 
which in turn led to solid tourism growth from 
both fly-in tourists and visits by cruise liners, 
can offset the negative external shocks flowing 
from the global economic and financial crises. 
Nauru’s economy is also expected to grow by 
4% in 2011 after zero growth in 2009 and 2010, 
while Samoa’s economy will also rebound with a 
2.5% growth in 2011. Similarly, Tonga’s economy 
is forecast to rebound with 0.8% growth in 2011 
after contracting in 2010. The main stimulant of 
the economy is the work on the reconstruction 
of Nuku’alofa and continuing donor support. The 
loans (from Australia, China and New Zealand) for 
reconstruction will be spread over four years and 
some of the funds will be spent on imports of 
goods and services related directly to the project; 
reconstruction overall should have a significant 
positive impact. Most of the rest of the Pacific 
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island economies are also expected to grow in 
2011, but by 2% or less.

Food and oil prices are showing an increasing 
trend. While the increase in commodity prices is 
good for producers and bad for consumers, it has 
to be managed by Governments in a sensible 
manner. For the larger resource-rich countries, such 
as Fiji, Papua New Guinea and Solomon Islands, 
there will be opportunities to increase exports of 
minerals, timber, and fish. Attention to enhancing the 
productivity of these industries would be beneficial. 
On the other hand, food and oil prices could put 
pressure on the economy and the fiscal balances 
of the countries. The impact of oil and food price 
increases could have serious negative consequences 
for the poor. Therefore, the challenge for Pacific 
governments would again be to devise appropriate 
social protection policies to protect the poor. While 
many governments adopted some good social 
protection policies in 2009 and 2010, they ought 
to evaluate further and refine them to ensure the 
maximum positive impact for the poor.

however, increases vulnerability to global economic 
shocks.

Pacific island developing countries face the ever-
present challenges of diversifying their economies 
and developing high-end ecotourism, which puts 
less strain on the environment. One area that offers 
potential for diversification is agriculture. A large 
proportion of the population lives in rural areas 
and produces largely for a subsistence economy. 
There are a number of problems which must be 
addressed as a priority, though, if the productivity 
of the agricultural sector is to be increased. The 
involvement of the private sector is crucial. In 
this connection, the role of the government as 
a facilitator in improving agricultural productivity 
is important. Governments need to invest heavily 
in physical infrastructure (roads, ports, water and 
electricity) and in research and development. They 
must also ensure that farmers have access to 
financing, markets and information on commodity 
prices.

The impacts of natural disasters continue to affect 
the economic performance of several economies in 
the medium term. The effects of climate change 
and natural disasters on the island economies are 
well known and, for some of them, the implications 
are serious, as they not only affect their short-
term growth and development prospects but could 
threaten their very existence if predictions of a rise 
in sea levels are borne out. Most economies are 
highly vulnerable to natural disasters. Samoa and 
Tonga were devastated by a tsunami in September 
2009. Fiji experienced damaging flooding in January 
2009 and two cyclones in December 2009 and 
March 2010. These events have and will continue 
to have a major impact on the economic situation 
for these small and vulnerable economies. A policy 
challenge for them is to focus on adapting to 
climate change and reducing their vulnerability to its 
effects, particularly in a manner that also mitigates 
it. In this context, the adoption of a green growth 
strategy could be one such policy initiative that the 
Pacific island developing economies could consider 
(see box 2.2).

Tourism has become one of the 
most important income-generating 
sectors in many economies of the 

subregion

In recent years, tourism has become one of the 
most important income-generating sectors in many 
economies of the subregion. The recent growth in 
visitor numbers and revenue earnings from tourism 
has strongly supported economic growth in the 
Cook Islands, Fiji, Niue, Palau, Samoa, Solomon 
Islands, Tonga, and Vanuatu. In the medium term, 
political stability and development of the physical 
infrastructure and telecommunications would be 
critical to further expand earnings from tourism. At 
the same time, another policy challenge for these 
economies is to build strong linkages between the 
tourism sector and the local communities so that 
the benefits of tourism are widely shared among 
all stakeholders. Increasing dependence on tourism, 
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Box 2.2. Green growth in the Pacific island developing economies

In recent years, a new paradigm of economic growth combined with environmental sustainability has emerged. Most countries, 
however, are still grappling with the question of how to continue to grow and lift more people out of poverty. Green growth 
offers a solution.

Sustainable development and green growth in the Pacific

Achieving sustainable development is critical for the Pacific island developing economies to meet such challenges as climate 
change, limited resource endowments and vulnerability to external economic shocks. Over time, these economies have faced 
increased vulnerability while their coping capacity has decreased. The green growth strategy, as articulated by ESCAP, provides 
a road map to fill the existing gaps while moving towards the achievement of sustainable development. The following six paths 
provide a useful framework within which each economy can design its unique policies.

Sustainable consumption and production. The green growth approach aims to shape economic incentives to ensure that consumption 
and production are sustainable. Agriculture and tourism offer the best overall opportunities for combining economic growth 
and environmental sustainability. Capitalizing on the relatively unspoiled environments of the Pacific, the further development of 
organic and fair trade certification could allow traditional farming practices to be scaled up into profitable and environmentally 
sustainable commercial production.12 

Greening business and the market. The private sector is recognized as the key engine for growth in the Pacific.13 Nonetheless, 
the role of government is crucial in creating a more favourable environment for green businesses to prosper. A green rating 
system for buildings and businesses could be adopted and promoted through tax incentives.

Green tax and budget reform. Green tax reform involves shifting tax revenues by lowering taxes on “goods” and increasing 
taxes on “bads”.14   The main purpose is increased resource efficiency and environmental improvement, rather than simply 
raising more revenue.

Sustainable infrastructure. Many community-based projects operate in the Pacific to promote the use of renewable energy, 
waste-to-energy schemes and rainwater harvesting, and many electricity utilities are experimenting with biofuels. Such 
schemes need to be replicated widely in the subregion.

Investment in natural capital. Natural capital, such as mangrove forests and oceans, act as a carbon sink and a buffer against 
climate change impacts.15 Investment in natural capital is an expenditure that results in more sustainable management of 
ecosystems and promotes green growth.

Eco-efficiency indicators. Eco-efficiency indicators measure how the environment is used and how it is affected by an economic 
activity. The development of measures of vulnerability, resilience and progress is currently a focus area for small island developing 
States. The United Nations is developing vulnerability-resilience country profiles based on a range of previous initiatives in this 
area. Indicators relating to green growth will be incorporated into this work to improve policies in individual countries.

Effective implementation of the green growth strategy will involve more research on the options for each country. It will also 
require recognition by policymakers that green objectives are key elements of macroeconomic policy and particularly of fiscal 
policy.

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

Note: Real GDP growth rates for 2010 and 2011 are estimates and forecasts respectively.

Australia and New Zealand

Recovery continues

Australia marked an extraordinary 17 years of 
continuous economic expansion when its economy 
grew by 2.7% in 2010 after a growth of 1.3% in 
2009 (see figure 2.11). Australia was one of the few 
developed countries that had weathered the global 
economic crisis and achieved positive growth during 
the 2008/09 economic downturn. Moreover, growth in 
2010 was broad-based, with the public sector making 
a major contribution to the process as the result of 
a sizeable economic stimulus package that buoyed 
demand and income in both the public and private 
sectors. Household consumption was also buoyed 
by the wealth effect of rising asset prices and by 
employment growth. The relatively strong growth of 
domestic demand was, however, offset to some extent 
by the growth of net imports, reflecting both higher 
consumption demand emanating from households and 
investment demand from companies, particularly in 
the mining sector. The expanding Australian economy, 
which has been driven by strong external demand 
for raw materials, such as coal and iron ore, helped 

to generate employment, with the mining sector 
leading growth in this area. With higher demand 
for labour in the economy, the unemployment rate 
fell to a low of 5.1% in December 2010.

The New Zealand economy grew 1.5% in 2010 after 
virtually stagnating in 2009, although the pace of 
growth in 2010 decelerated in the middle of the year. 
The slowdown of growth mainly reflected sluggish 
private consumption, as households rebalanced their 
consumption expenditures and mortgage debt in the 
face of declining house prices and less favourable 
tax conditions for mortgages. Stagnant house prices 
also reduced the ability of households to access 
credit. The resultant weaker private consumption 
was offset partly by higher levels of investment 
and partly by export growth, which benefited from 
an increase in commodity prices. However, a 
devastating earthquake hit New Zealand’s second 
largest city, Christchurch, in September 2010, with 
substantial damage to local infrastructure estimated 
at around 2% of GDP. Given the weakness in 
private consumption, the unemployment rate in the 
country remained high, fluctuating between 6% and 
7% over much of 2010.

Figure 2.11.     Economic growth of Australia and New Zealand, 2008-2011
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Modest inflationary pressure

Both Australia and New Zealand witnessed modest 
increases in inflation in 2010. Inflation in Australia 
rose to 2.7% in 2010 from 1.8% in 2009, reflecting, 
in part, the effect of the looser monetary and fiscal 
policies of the last two years in response to the 
global economic crisis. In addition, the marked 
increase in global commodity prices in 2010 fed 
into domestic price pressures. Import prices have 
been, by and large, contained due to the strong 
Australian dollar; consequently, consumer price 
inflation has been broadly restrained in the economy. 
Inflation in New Zealand increased to 2.3% in 
2010 from 2.1% in 2009. The rate of inflation in 
non-tradable goods and services went up in 2010, 
reflecting price rises in rents, house construction 
and property maintenance, along with the effects 
of tax changes and of overall economic recovery. 
Wages have started to rise despite still sluggish 
employment growth in 2010.

Export growth turns trade balance into  
surplus

In both Australia and New Zealand, the trade 
balance turned from deficit to surplus in 2010, 
buoyed by the strong demand for raw materials 
and commodities from the Asia-Pacific region aided 
by higher prices of a wide range of commodities 
produced by the two countries. The strong growth 
in exports from Australia reflected acceleration in the 
growth of export volumes and the strong recovery 
of commodity prices. Australia’s growing trading 
links with Asia-Pacific countries, led by demand 
from China, supported the continued growth of its 
exports even during the economic crisis of 2008/09 
in Europe and North America. For instance, China’s 
share in Australia’s exports has grown from around 
5% to over 20% in the past 10 years. China, Japan 
and the Republic of Korea together absorbed half 
of Australia’s exports in 2009. New Zealand, too, 
enjoyed export growth, with buoyant external demand 
and higher prices for its main commodities, dairy 
products. Its export growth was also supported by 

the growth of the Australian economy, the major 
export partner of New Zealand.

It should be stressed that, despite its impressive 
growth and export performance, Australia ran a 
deficit in its current account of around 2.7% of GDP 
in 2010. It therefore has to deal with a significant 
external financing gap whose counterpart is its 
relatively low domestic savings rate, a matter requiring 
policy attention in 2011 and beyond. Like Australia, 
New Zealand, too, has a current account deficit of 
around 3.4% of GDP. Although financing it has not 
been an issue in the past, in the more uncertain, 
risk-averse global financial environment that is likely 
to persist for some time, access to external financing 
could potentially become problematic.

The currencies of both countries appreciated against 
the United States dollar, in line with global trends. 
The Australian dollar has steadily appreciated against 
the United States dollar since the beginning of 
2009, by over 50% by the end of 2010, while the 
New Zealand dollar appreciated by 40% over the 
same period.

Fiscal consolidation policies 

Australia’s fiscal position has been relatively 
favourable compared to the dire state of public 
finances in many other countries of the Organization 
for Economic Cooperation and Development (OECD), 
particularly in Europe. The Government ran a 
budget surplus of about 1.00%-1.75% of GDP 
for six years prior to the global economic crisis, 
leaving substantial fiscal space to launch a large 
fiscal stimulus package to pre-empt the effects 
of the 2008/09 global recession. Fiscal stimulus 
in Australia amounted to over 4% of GDP in the 
two years ending in June 2010, above the G20 
average in this regard. The stimulus package led 
to a budget deficit of about 2.4% of GDP in 2009 
and 4.1% in 2010. Damage caused by floods and 
cyclones in early 2011 will put further pressure on 
fiscal balance. In New Zealand, the fiscal deficit 
widened to 5.3% of GDP in 2010 from 3.7% in 
2009. Government expenditures are expected to 
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increase in the 2010/11 fiscal year as the Government 
continues its stimulus package to ensure that the 
economic recovery and reconstruction of earthquake-
hit areas continues apace.

Tightening of monetary policies

In Australia, monetary policy has been progressively 
tightened since October 2009, much earlier than 
in other OECD countries. By November 2010, the 
cash rate had been gradually raised to 4.75%. In 
the view of the Reserve Bank of Australia, the 
historically favourable terms of trade, increasing 
private investment and a firming labour market 
pose a medium-term risk of higher inflation. In 
New Zealand, the easing of monetary policy was 
even more extensive, with the cash rate slashed 
from 8.25% in June 2008 to 2.50% by April 2009, 
before it was gradually tightened to 3.00%.16 The 
rate was lowered to 2.50% in March 2011 to lessen 
the adverse economic impact of the devastating 
earthquake in the country the previous month.

Future outlook

The Australian economy is projected to grow at 
2.3% in 2011, driven by continuing investment 
growth buoyed by the strong demand for mining 
sector products in the Asia-Pacific countries. 
Higher investment expenditures, in turn, should 
have positive knock-on effects for the rest of the 
economy. Consequential employment and income 
growth should support continued growth of household 
consumption. The economic damage and fiscal 
burden related to the large-scale flooding and 
cyclones in Australia in the first quarter of 2011 will 
have a significant impact on the above prospect. The 
economic losses are expected to run into several 
billions dollars. The Government introduced a flood 
tax for reconstruction. The New Zealand economy is 
expected to strengthen in 2011, with the projected 
growth of 2.4%, reflecting the continuation of strong 
export demand, principally from the Asia-Pacific 
region and, in particular, from Australia. However, 
the devastating earthquake that occurred in February 
2011 could dampen economic growth.

SOUTH AND SOUTH-WEST ASIA

Growth remains strong and accelerates 
in some major economies

In general, the growth prospects of economies in 
South and South-West Asia improved in 2010. The 
subregion is estimated to have grown at 7.5% in 
2010 as compared to 3.9% in 2009, with India 
leading this growth momentum (see table 2.4). 

Afghanistan’s economy is estimated to have grown by 
an impressive 8.9% in 2010 despite serious security 
concerns. This expansion was supported by strong 
investment in construction, much of which was linked 
to donor-led projects, and by private consumption. 
Performance in 2010 follows GDP growth at an 
exceptional 22.5% in 2009 that was largely driven 
by the performance of the agricultural sector and 
greater spending by both the Government and foreign 
donors. Agriculture grew by 53.0% as a result of 
good weather in the year and the base effect of a 
poor harvest in the previous year. Growth in services 
had also reached double digits in 2009. By contrast, 
manufacturing and construction growth was modest. 
The new three year economic programme that was 
agreed with IMF in July 2010 contains policies to 
keep inflation low, strengthen banking supervision 
and regulation, achieve sustained increases in fiscal 
revenues, ensure transparency in the mining sector 
and improve efficiency in the budget process and 
public spending while protecting the poor.

The economy of Bangladesh demonstrated con-
siderable resilience despite the global economic crisis. 
GDP grew at 5.8% in 2010 on top of the 5.7% 
growth achieved in 2009. In both years, agriculture 
expanded by over 4%, helped essentially by favourable 
weather conditions and the Government’s broad-based 
support for the agricultural sector. Industrial sector 
growth slightly decelerated from 6.5% in 2009 to 
6.0% in 2010, mainly due to sluggish growth in the 
manufacturing subsector, which was a delayed effect 
of the global economic recession. The services sector 
grew by over 6% in both years. The growth of services 
was broad-based in 2010, with strong growth in key 
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sectors, such as hotels and restaurants, transport and 
communications, real estate, public administration and 
defence, education, and health and social services. 
On the expenditure side, both private and public 
consumption contributed strongly to growth and the 
rise in consumption was driven by the remittances 
of overseas workers, which induced demand. This 
was supported by a budgetary stimulus package that 
included higher social safety net spending.

In Bhutan, the completion of the Tala hydroelectric 
project in 2007 provided a boost to electricity 
exports to India and, consequently, to Government 
revenues. As a result, GDP growth had accelerated 
to a high of 17.9% in 2007 but it returned to a 
more normal level of 4.7% and 6.7% in 2008 
and 2009, respectively. Economic growth rose to 
6.8% in 2010 with the start of construction work 
on two more large hydroelectric projects. A new 
economic development strategy finalized in March 
2010 aims to diversify the economy, generate 
employment opportunities, promote exports and 
entrepreneurship, and enhance economic self-

Sources: ESCAP, based on national sources.

 a Changes in the consumer price index. 
 b Estimates.
 c Forecasts (as of 8 April 2011).
 d GDP figures at market prices in dollars in 2009 (at 2000 prices) are used as weights to calculate the subregional growth rates.
 e The estimates and forecasts for countries relate to fiscal years. The fiscal year referred to as 2009 in the table is defined as follows: 21  
  March 2009 to 20 March 2010 in the Islamic Republic of Iran; 1 April 2009 to 31 March 2010 in India; 1 July 2008 to 30 June 2009 in  
  Bangladesh and Pakistan; and 16 July 2008 to 15 July 2009 in Nepal.

(Percentage)
Real GDP growth Inflationa

2009 2010b 2011c 2009 2010b 2011c

South and South-West Asiad,e 3.9 7.5 6.8 11.0 10.3 8.6
Afghanistan 22.5 8.9 6.8 -8.3 8.2 9.5
Bangladesh 5.7 5.8 6.4 6.7 7.3 7.2
Bhutan 6.7 6.8 7.2 3.0 6.1 7.5
India 8.0 8.6 8.7 12.4 11.0 7.4
Iran (Islamic Republic of) 1.5 3.0 3.5 10.8 12.0 17.0
Maldives -2.3 4.8 4.0 4.0 6.0 7.2
Nepal 4.0 3.5 4.0 13.2 10.7 8.0
Pakistan 1.2 4.1 2.8 20.8 11.7 15.5
Sri Lanka 3.5 8.0 8.0 3.4 5.9 7.5
Turkey -4.7 8.1 5.0 6.3 8.6 6.0

Table 2.4.    Rates of economic growth and inflation in South and South-West Asian economies, 2009-2011

reliance. It also emphasizes sustainable development 
so that economic growth is not achieved at the 
cost of environmental degradation.

The economy of India maintained a strong and steady 
growth momentum throughout the current global 
economic crisis, unlike many other emerging market 
economies where growth decelerated sharply and, in 
some cases, turned negative. GDP growth of 8.0% 
in 2009 is estimated to have strengthened to 8.6% 
in 2010. Growth prospects for the agricultural sector 
were boosted by the relatively good monsoon season, 
which increased agricultural output in 2010, as the 
deficient monsoon in 2009 had limited agricultural 
growth to only 0.4%. The performance of the 
industrial sector indicates that the 2009 momentum 
was consolidated, leading the economy to converge 
rapidly to a longer-term trend towards growth. The 
industrial production index depicts robust growth of 
8.6% over the first nine months of the fiscal year 
in 2010, while the services sector grew by 9.6% 
in 2010. With a share of over 57% in GDP, the 
services sector has been fuelling economic growth. 
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On the demand side, a rise in savings and investment 
and a pickup in private consumption contributed 
to strong GDP growth. Growth in government 
consumption moderated somewhat, reflecting its 
fiscal consolidation programme.

1.2% in 2009.17 This improved GDP performance 
was led by a recovery in large-scale manufacturing, 
a reasonable harvest of major agricultural crops and 
improved performance in the services sector. On 
the expenditure side, growth was largely due to a 
substantial increase in public sector consumption 
and investment expenditures. Severe floods across 
the country from August to October 2010, however, 
added to the existing difficulties of the economy. 
More than 20 million people (or more than 10% 
of the population) were affected by the floods, 
which also severely damaged housing, businesses, 
agricultural crops and physical infrastructure. Private 
and public losses due to floods are estimated at 
$9.7 billion. Indeed, the impact of the floods on the 
economy will continue to be felt in the coming years 
as damaged infrastructure will not only need to be 
repaired but also upgraded to meet the needs of 
a modern economy.

In Sri Lanka, the economic recovery that began in 
the second half of 2009 gained momentum and GDP 
growth is estimated to have accelerated sharply to 
8.0% in 2010 from 3.5% in 2009. With the end of the 
country’s civil war in May 2009, the strong recovery 
is being supported by robust growth in agricultural 
output and a surge in domestic trade and transport 
activities. Growth in industrial production has also 
picked up, supported by strong growth in investment, 
particularly private investment. Total gross investment 
is estimated to have increased to 27.8% of GDP in  
2010 from 24.5% in 2009.18 Increased tourist arrivals 
and reconstruction of the war-torn Eastern and 
Northern provinces and their integration into the rest 
of the country also supported growth momentum. 
Damage caused by heavy rains and widespread 
floods may affect growth prospects for 2011.

The economy of Turkey, whose trading links are 
primarily with European Union countries, contracted 
sharply in 2009 due to the global economic crisis. 
The sound macroeconomic policy and reforms carried 
out in the past, however, helped to limit financial 
system stress by keeping the balance sheets of banks 
and households strong and successfully containing 
interest and exchange rate volatility. Business and 

The economy of India maintained 
a strong and steady growth 

momentum throughout the current 
global economic crisis

The Islamic Republic of Iran is the net oil exporter 
of the subregion. Its economy remains highly 
dependent on oil revenues, which provide over 80% 
of government revenues. Higher oil prices in 2010 
contributed to a higher growth rate of GDP at 3.0%, 
as compared to 1.5% in 2009. The hydrocarbon 
industry, however, continues to suffer from a lack 
of foreign investment, which is adversely affecting 
prospects for a sustainable increase in the output 
of oil and gas over the long term.

In Maldives, after contracting by 2.3% in 2009, GDP 
grew at 4.8% in 2010, based on a rebound in tourism 
and construction. Both of these sectors had registered 
negative growth in 2009 and their performance in 
2010 exhibited significant positive trends in line with 
broader trends in the subregion and globally.

In Nepal, GDP growth slowed to 3.5% in 2010 from 
4.0% in 2009. This relatively low growth rate is partly 
due to frequent strikes in the country, persistent labour 
problems and severe electricity shortages. It is also 
due to adverse weather conditions on account of 
which growth in the agricultural sector decelerated 
in 2010. There was some deceleration, too, in the 
growth of services. On the other hand, the industrial 
sector expanded by 3.9% in 2010 as compared to 
the negative growth it experienced in 2009.

In Pakistan, despite challenging security conditions 
and severe energy shortages, domestic economic 
activity rebounded to some extent in fiscal year 2010, 
with economic growth accelerating to 4.1% from 
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Figure 2.12.     Inflation in selected South and South-West Asian economies, 2008-2010

Sources: ESCAP, based on national sources.

Notes: Data for 2010 are estimates. Inflation refers to the consumer price index for industrial workers for India and to Colombo for Sri Lanka.
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consumer confidence remained high, which helped 
the economy to grow faster. The economy grew by 
8.1% in 2010, aided by a strong recovery in domestic 
and external demand, as well as a surge in private 
investment. The relaxation of fiscal, monetary and 
financial policies also contributed to the recovery.

High inflation is a major challenge as 
food prices rise rapidly

Of greater concern in the subregion is high inflation, 
especially as it concerns food prices. As food 
inflation affects the poor disproportionately, it is a 
serious problem for countries with a high incidence 
of poverty. Reducing inflation is and will remain the 
key macroeconomic challenge for this subregion.

A sharp increase in inflation in India in 2010 has 
been a particular cause for concern following a 
major surge in food prices in 2009 (see figure 2.12). 
Average inflation in 2009 was in the double digits. 
Consumer price inflation (for industrial workers) is 
estimated at 11.0% for the first nine months of 
fiscal year 2010 and food prices, which are heavily 
weighted in the consumer price basket, remained 
elevated in 2010. Deficient monsoon rains in 2009 

contributed to higher food inflation. Rapid economic 
recovery has also generated inflationary pressures 
due to significant supply-side constraints in the 
economy. What was initially a process driven by 
food prices gradually became more generalized, 
as reflected in the sharp increase in inflation for 
non-food manufactured products. The increasing 
generalization of inflation required appropriate policy 
actions to anchor inflation expectations.19 It was 
thus a major challenge for the monetary authorities 
to moderate inflationary pressures through the 
judicious use of monetary policy without disrupting 
the momentum of growth. Monetary policy was 
tightened gradually and included several policy rate 
increases. Inflation appears to have stabilized in 
recent months, although the rate may remain high 
for some time. The early signs of a downturn in 
non-food manufacturing inflation suggest that recent 
monetary actions are having an impact on both 
inflationary expectations and demand in a non-
disruptive manner. In addition, a normal monsoon 
in 2010 led to a rebound in agricultural output, 
boosting food supplies and overall GDP growth 
and easing inflation somewhat in the process. High 
international oil and commodity prices, however, are 
keeping upward pressure on inflation.
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monetary policy by mopping up excess liquidity due 
to the upsurge of inflows from overseas worker 
remittances. In addition, the Bangladesh Bank, the 
central bank of the country, raised its policy rate in 
May 2010 to contain inflationary pressures.

In Sri Lanka, improved domestic supply conditions 
and supportive fiscal policies helped to limit inflation 
to 5.9% in 2010. Domestic supply conditions 
improved due to improved performance by the 
agricultural sector and an increased supply of food 
commodities, mainly from the north and east of 
the country, due to the improved security situation 
in those areas. The continued stability of the 
domestic currency cushioned the price increases of 
imported commodities, while measures taken by the 
Government, particularly downward adjustments to 
tariffs applicable to imported commodities, helped 
to reduce price pressures further. The unchanged 
domestic prices for petrol and diesel during the 
year helped to contain inflation.

Inflation in Bhutan and Nepal is closely linked to 
inflation in India because of the fixed exchange 
rates between the currencies of these countries 
as well as the close economic ties among them. 
In Nepal, there was some deceleration in inflation 
in 2010 as compared to the previous year, but it 
remained high at 10.7%. Moreover, food prices rose 
at a much higher rate. Inflation increased somewhat 
in Bhutan in 2010. Inflation in Maldives increased 
to 6.0% in 2010 from 4.0% in 2009.

Inflation in Turkey also picked up, rising to 8.6% 
in 2010 as compared to 6.3% in 2009. Large 
excise tax increases and food price shocks in early 
2010 caused a temporary spike in inflation that 
also raised inflationary expectations. Food prices 
witnessed sharp increases and volatility over the 
year. In the Islamic Republic of Iran, which had 
been experiencing high inflation for several years, 
inflation fell sharply to 10.8% in 2009 due to lower 
international commodity prices and a good agricultural 
crop. Nevertheless, it was in the double digits in 
2010, due partly to a gradual reduction in subsidies 
on consumer goods and partly to the fiscal policy, 

A major challenge for the monetary 
authorities is to moderate inflationary 
pressures through the judicious use 
of monetary policy without disrupting 

the momentum of growth

Pakistan has been experiencing double-digit inflation 
over the past three years. In 2010, inflation stood 
at 11.7%, having decelerated from 20.8% in 2009. 
Increases in electricity and natural gas charges 
and upward revisions in petroleum prices influenced 
production and transport costs, causing prices of 
other consumer price index items to rise, as well. 
This cost-push pressure on inflation was the result 
of a pressing need to reduce government subsidies 
in order to contain the budget deficit, which has 
been one of the major factors responsible for high 
inflation. Ironically, efforts in this case to contain 
the budget deficit have also led to inflationary 
pressures. Food prices rose more sharply not 
only due to the increased cost of transport but 
also because of a surge in the prices of imported 
food commodities, mainly pulses, spices and milk 
powder. Inflationary pressures increased further due 
to the devastation caused by the floods. Further 
increases in electricity and natural gas charges and 
reforms in the generalized sales tax will automatically 
contribute to keeping inflation high, at least over 
the medium term.

Inflationary pressures also re-emerged in the 
Bangladesh economy as the consumer price index 
increased by 7.3% in 2010 against 6.7% in 2009. 
The increase in commodity prices, particularly 
in neighbouring India, contributed to an increase 
in domestic prices in Bangladesh. Food price 
inflation rose at an even higher rate. To check 
this upward trend of prices, the Government took 
several steps, including ensuring an improved supply 
of commodities, allowing the sale of essential 
commodities in open areas, and closely monitoring the 
price situation and demand-supply gaps. At the same 
time, the Government attempted to keep inflation at 
a tolerable level by pursuing a less accommodative 
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Figure 2.13.     Budget balance in selected South and South-West Asian economies, 2008-2010

Sources: ESCAP, based on national sources.

Note: Data for 2010 are estimates.
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which continued to be expansionary, albeit not to 
the extent of previous years.

Monetary and fiscal policy responses

Monetary policy tightened

Governments in South and South-West Asia, as 
in other subregions, used expansionary monetary 
policies to counter negative fallout from the global 
slowdown and moderate the decline in GDP growth. 
Monetary policy is being tightened in most countries, 
though, to contain growing inflationary pressures. It 
was tightened in Bangladesh, India and Pakistan 
by raising key policy interest rates. In India, policy 
rates have been raised several times. The Central 
Bank of Sri Lanka, on the other hand, eased its 
monetary policy in July 2010 and January 2011 as a 
result of a deceleration in inflation. In Pakistan, the 
monetary policy debate has been complicated by the 
worsening of most macroeconomic aggregates. On 
the one hand, there is the argument that the central 
bank should respond to rising inflationary pressures 
and the excessive increase in the fiscal deficit with 
higher interest rates; on the other hand, the demand 
shock stemming from the flood damage argues for 

a degree of countervailing easing of monetary policy 
to help revive the faltering economy.20

Budget deficits remain high and fiscal 
consolidation is taking place in some 
countries

Although budget deficits were already high prior 
to the global crisis, governments had little choice 
but to run up yet higher deficits as a means 
of countercyclical stabilization (see figure 2.13). 
Persistent large fiscal deficits, however, carry several 
adverse macroeconomic risks, including higher 
inflation, lower savings, crowding-out pressures on 
private investment, upward pressure on interest rates 
and a worsening of external imbalances. These 
concerns may be largely absent in the short term 
in a phase of economic slowdown that requires 
the use of fiscal stimulus. In the medium term, 
however, such risks often materialize if the fiscal 
deficit is not brought down significantly under a 
credible fiscal consolidation strategy.

It is important that governments prepare and im- 
plement fiscal consolidation plans to contain their 
budget deficits and growing public debt. India has 



87

MACROECONOMIC PERFORMANCE AND POLICY CHALLENGES AT THE SUBREGIONAL LEVEL     CHAPTER 2

already devised such a plan, within which a budget 
deficit of 5.1% of GDP in 2010 was well within the 
target of 5.5% of GDP. The deficit is expected to 
come down further to 4.6% of GDP in 2011. In June 
2010, the Government of India took a bold decision 
to decontrol petrol and diesel prices to reform its 
fuel subsidy programme for fiscal consolidation. 
Moreover, a higher-than-expected realization on third-
generation and broadband wireless access licence 
auctions combined with buoyant tax revenues helped 
the budget deficit to perform better than had been 
targeted in 2010.

In Pakistan, lower revenue generation and higher 
current expenditures are the underlying reasons for 
the stressed fiscal position. The tax-to-GDP ratio 
has fallen to a low of around 10% and, without 
substantially increasing the resource envelope, it 
would be difficult to sustain the fiscal deficit at 
manageable levels. Similarly, the Government must 
carefully scrutinize and reprioritize spending to 
create room for public investment to support growth. 
The budget deficit, at 6.3% of GDP in 2010, will 
face further pressure in 2011 as a result of the 
devastation wreaked on the economy by the severe 
floods and the consequential need for rehabilitation 
and reconstruction activities.

In Bangladesh, the budget deficit deteriorated slightly to 
4.5% of GDP in 2010. The fiscal situation is expected 
to deteriorate further in 2011 as the Government 
attempts to tackle a complex array of problems, 
ranging from shortages of power, gas and water to 
the need for enhanced welfare spending. The sectoral 
outlays of public expenditure in the fiscal year 2011 
budget contain distinct inclusive features that aim to 
combat poverty, with one third of total outlays going 
to social infrastructure, including nearly one fourth for 
human development (health, education, science and 
technology, and other related subsectors).

In Sri Lanka, the budget deficit is estimated at 8% 
of GDP for 2010 as compared to the 2009 deficit 
of 9.9%. The improvement in the fiscal situation was 
helped by the considerable recovery in government 
revenue due to the expansion of economic activities 

and through savings in government expenditure in 
certain areas, which was achieved while maintaining 
public investment at the targeted level. Further 
reductions in budget deficit are expected in 2011. 
Defence spending may fall with the improvement 
in the security situation, but infrastructure projects 
launched for reconstruction will keep capital spending 
high.

In Nepal, with growing tax revenues, the tax-to-GDP 
ratio has been improving and it stood at over 13% 
in 2010. The budget deficit fell from 5.0% in 2009 
to 3.9% of GDP in 2010. Maldives, on the other 
hand, has been experiencing very high budget 
deficits in recent years. Some reduction in the budget 
deficit of 29.4% of GDP in 2009 was expected in 
2010 due to an increase in revenue on account of 
higher import duties and tourism-related revenues 
associated with the economic recovery.

The Government of the Islamic Republic of Iran 
has been undertaking measures to strengthen its 
fiscal position. The system of indirect taxes is being 
modernized with the introduction of a value added 
tax and other measures to improve tax policy and 
administration. The parliament has approved a bill to 
increase energy prices and phase out subsidies on 
several other commodities and services. In Turkey, 
the budget deficit fell to 3.3% of GDP in 2010 
from 5.5% of GDP in 2009, helped by indirect tax 
increases, the favourable impact of low global and 
domestic interest rates on borrowing costs and the 
rise in tax revenues resulting from a solid recovery 
in economic activity.

Exports revive but imports grow more 
rapidly

In the wake of the global economic crisis, there 
were unprecedented falls in the merchandise exports 
and imports of all countries in the subregion. Both 
exports and imports started to pick up again in late 
2009, but growth in imports has been faster than 
that in exports, leading to widened trade deficits. 
Large remittances from overseas workers are still 
growing, albeit at a slower rate; for Bangladesh, 
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growth is estimated at 13.4% in 2010 against 
22.4% in 2009.21 Growing worker remittances will 
help to contain the current account deficits that 
are expected to rise somewhat in the subregion 
(see figure 2.14).

In India, exports and imports began to expand from 
October/November 2009 after a continuous decline 
for nearly a year. In fiscal year 2010, export growth 
exceeded import growth. Due to the significantly larger 
size of imports, however, the trade deficit widened. 
The net invisible surplus also shrank. As a result, 
the current account deficit could increase in 2010 to 
around 3.0% from 2.8% of GDP in the previous year. 
Financing of the current deficit was not a problem in 
2009 due to stronger capital inflows, but capital inflows 
in the initial months of fiscal year 2010 moderated 
somewhat. Given the strong growth outlook of India, 
capital inflows are expected to accelerate in 2011. 
In theory, volatile capital flows can be a potential 
source of instability, as their costs can be alarming 
for an economy during periods when capital flows are 
either too small or too large unless they are managed 
judiciously. To deal with the adverse ramifications of 
capital flows, India has, in the past, used a mix of 
a flexible exchange rate, sterilization of the impact 

of inflows on domestic liquidity, a cautious approach 
to the liberalization of the capital account and the 
cushion of its large foreign exchange reserves. This 
approach is expected to continue in 2011.

In Pakistan, the external current account deficit came 
down to 2.0% of GDP in 2010 from 5.7% of GDP 
in 2009. The improved performance in 2010 was 
helped by the relatively strong recovery of exports, 
which grew at 9.4% in 2010, while imports continued 
to contract, although at the much smaller rate of 
0.3%. While the increase in exports was largely due 
to a higher quantum of goods, the fall in the import 
bill was mainly a result of lower prices. Overseas 
worker remittances grew by 14% and reached close 
to $9 billion in 2010, helping to reduce the current 
account deficit. The financial account recorded a 
surplus, mainly due to disbursements by IMF under 
a standby arrangement. With the overall balance 
of payments in surplus, foreign exchange reserves 
reached an all-time high of about $17 billion by the 
end of fiscal year 2010.

In Bangladesh, after witnessing a slump during the 
first half of fiscal year 2010, exports picked up in 
the second half of the year and registered an overall 

Figure 2.14.     Current account balance in selected South and South-West Asian economies, 2008-2010

Sources: ESCAP, based on national sources; and International Monetary Fund, International Financial Statistics online database. Available from www.
imfstatistics.org/imf (accessed 16 February 2011).

Note: Data for 2010 are estimates.
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growth of 4.1% in the full fiscal year. While exports of 
jute goods, engineering and electronic goods, textiles 
and garments experienced an increase, exports of 
chemical products, frozen food and tea fell sharply. 
Total imports grew faster than exports, thus widening 
the trade deficit. Remittances from overseas workers 
continued to grow, albeit at a slower rate. They reached 
close to $11 billion in 2010 and not only closed the 
gap on merchandise trade but also helped to post 
a surplus in the current account balance.

reserves, however, are expected to improve with 
enhanced private capital inflows supplemented by 
financial support from IMF.

In Turkey, strong growth in imports widened the 
current account deficit from 2.3% of GDP in 2009 
to 5.9% of GDP in 2010. Containing this external 
imbalance by avoiding a heavy dependence on 
potentially unstable external financing will be 
important for sustained economic recovery, given 
the uncertain global outlook. In contrast, due to 
higher oil prices, the current account surplus of 
the Islamic Republic of Iran is expected to widen 
in 2010 compared to 2009.

As in other subregions, some domestic currencies 
have appreciated against the dollar. With a strong 
growth outlook and continued capital inflows, the 
Indian rupee witnessed some fluctuations over the 
year but appreciated by about 2% between January 
and December 2010 but appreciating again in 2011 
(see figure 2.15). The Sri Lanka rupee gained 
marginally while the taka of Bangladesh remained 
relatively stable over the same period. Deterioration in 
the macroeconomic aggregates of Pakistan, including 
higher inflation, contributed to continuous depreciation 
of the rupee. The Turkish lira fluctuated over the 
year but the average exchange rate between 2009 
and 2010 remained relatively stable. Bhutan and 
Nepal have pegged their currencies to the Indian 
rupee and Maldives maintains a fixed exchange 
rate against the dollar.

Future outlook and policy challenges

Amidst uncertainties surrounding global economic 
recovery, the subregion is nevertheless expected 
to maintain its growth momentum into 2011. India 
will lead this growth dynamism, with its economy 
projected to grow at 8.7% in fiscal year 2011, with 
private consumption and investment demand being 
the two major drivers of growth. In Bangladesh, 
projected GDP growth for 2011 at 6.4% is ex 
pected to be supported by improved growth in 
the agricultural sector, recovery in export growth 
with diversification into new markets, including the 

Remittances from overseas workers 
continued to grow, albeit at a 

slower rate

Foreign trade witnessed a sharp boost in Sri Lanka. 
While exports grew at a double-digit rate in 2010, 
import growth was even faster due to increased 
economic activity and infrastructure investment. 
Exports grew at 17.3% and imports at 32.4% in 
2010. While the growth in exports of textiles and 
garments was relatively small, agricultural and 
manufactured goods registered strong growth. On the 
import side, growth was generally more broad-based, 
with consumer goods registering the highest growth 
rate. With recovery in tourism and continued strong 
worker remittances, the current account deficit was 
expected to stabilize around 4% of GDP in 2010. 
Foreign exchange reserves reached $6.6 billion by 
end of the year

In Nepal, while exports contracted, imports grew at 
a faster rate in 2010, which led to a wider trade 
deficit. At the same time, growth in worker remittances 
slowed. As a result, the current account balance 
turned into a deficit in 2010 from the surplus of the 
previous few years. Obstacles in the movement of 
goods due to strikes, the deterioration of industrial 
relations and the uncertainty of energy supplies 
are factors that have been detrimental to export 
promotion. In Maldives, both exports and imports 
improved in 2010, the latter at a faster rate. As 
a result, the current account deficit remained high 
at about 27% of GDP in 2010. Foreign exchange 
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emerging economies, and an improved situation in 
power and gas supplies. With the end of the civil 
war in Sri Lanka, reconstruction activities in the 
war-torn areas and enhanced tourist arrivals are 
expected to provide a further boost to economic 
growth, which should reach 8% in 2011. Damage 
caused by severe floods in the country in the first 
quarter of 2011 could have dampening effect on 
growth, though. In Nepal, GDP is projected to grow 
at 4% in 2011, somewhat higher than the 2010 rate. 
Economic revival in the country hinges in large part 
on the ability of the government to improve law and 
order, as Nepal’s poor security and political instability 
limit the government’s capacity to spend money and 
boost rural incomes. Devastation caused by severe 
floods in Pakistan has dampened its immediate 
growth prospects and GDP growth is expected to 
fall to 2.8% in 2011. Reconstruction activities should 
provide some support in achieving even this low 
growth. A firming of oil prices may help the Islamic 
Republic of Iran to improve its growth rate in 2011. 
The current draft of the Fifth Five-Year Development 
Plan, covering the period of 2011/12-2015/16, 

puts forward ambitious macroeconomic objectives, 
including 8% GDP growth and a comprehensive 
structural reform agenda. Turkey, which has strong 
economic ties with European Union countries, may 
face a slowdown in GDP growth to 5.0% in 2011 
as external demand softens.

Figure 2.15.     Index of exchange rate movements of domestic currencies against the dollar in selected South and South-West  
               Asian economies, 2009-2010

Source: ESCAP calculations based on data from International Monetary Fund, International Financial Statistics online database. Available from www.
imfstatistics.org/imf (accessed 16 February 2011).

Note: A positive trend represents appreciation and vice versa.
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High inflation rates in the subregion 
can compromise the achievement of 

sustained high growth rates

High inflation rates in the subregion can compromise 
the achievement of sustained high growth rates. 
Containing inflationary pressures should therefore be 
a priority in the policy agenda of governments. Both 
demand- and supply-side factors have contributed to 
inflationary pressures in the subregion. High budget 
deficits in most countries have been instrumental 
in increasing liquidity and have generated price 
pressures in the face of supply constraints. There is 
an urgent need to bring budget deficits down to a 



91

MACROECONOMIC PERFORMANCE AND POLICY CHALLENGES AT THE SUBREGIONAL LEVEL     CHAPTER 2

more sustainable level. Some countries have been 
tightening monetary policy to alleviate pressures on 
inflation from the demand side but a combination 
of monetary, fiscal and other measures is needed 
to reduce price pressures in the subregion (see 
box 2.3). Repeated supply shocks pose a constant 
challenge to sustaining a low inflation regime. A 
more medium-term approach is needed in order to 
augment the supply of items of mass consumption 
by addressing structural supply constraints. Moreover, 
food prices are, in part, being driven by structural 
imbalances between demand and supply as, for 
instance, increasingly affluent consumers diversify 
their dietary patterns away from cereals towards 
protein sources, which calls for an effort to increase 
the supply of such items rapidly. The success of 
this effort will largely determine the longer-term 
outlook for food price inflation.

Strong and sustained growth momentum is needed 
in the subregion to tackle the long-term problem 
of widespread poverty. Over the past few years, 
most countries have made progress in reducing 
poverty. Even today, however, at least one in every 
three persons in South Asia is classified as poor. 
The fight against poverty therefore must continue. 
Countries need to continue pursuing economic 
reforms to improve productivity, strengthen public 
institutions, improve economic governance, and build 
social safety nets to protect the more vulnerable 
segments of the population. To promote more 
inclusive growth, the provision of basic services 
such as health and education and the generation 
of ample employment opportunities should remain 
the principal priority in the policy agenda of the  
governments. Growth cannot be sustained in the 
long run if it is not inclusive.

Remittances from overseas workers are quite large 
and play an important role in the economies of 
South Asian countries. A large number of South 
Asian workers (more than 5 million, most of whom 
are unskilled or low-skilled) are employed in oil-
rich Middle Eastern countries. Despite the global 
economic crisis, remittances from these countries 
have been growing in recent years, although the 

rate of growth is slowing. One of the main issues 
that should be addressed is the transfer of these 
remittances through informal channels. To take full 
advantage of these resources, policymakers need to 
take steps to promote the use of formal channels by 
lowering their transaction costs. There is also need 
to create a commission that can present a united 
stance of countries in the subregion to oversee 
migration and enhance its positive aspects.22 The 
South Asian Commission can help in protecting 
workers’ rights and enhancing their social protection. 
The Commission can also work to ensure that the 
workers’ remittances and their savings when they 
return can be invested in productive areas. The 
South Asian countries need to provide a diverse 
pool of investment and savings options for this 
purpose. 

On the physical infrastructure side, one of the 
biggest challenges being faced by several countries 
is improving the electricity supply. Electricity supply 
disruptions are common in Bangladesh, Nepal and 
Pakistan. Electricity outages that last many hours 
have been affecting productivity in all sectors of 
these economies. Businesses and even households 
use small electricity generators, operated on imported 
fuel, to meet their electricity needs. This raises the 
cost of production, which leads to higher inflation 
and adds to the import bill. Exports from these 
countries are also being affected due to high 
production costs and low outputs. Disruptions in 
the electricity supply are adversely affecting both 
the quality of life and the development of human 
capital. Without addressing the severe electricity 
problem, the full potential of economic growth in 
some of these countries cannot be realized.

To promote more inclusive growth, 
the provision of basic services such 

as health and education and the 
generation of ample employment 
opportunities should remain the 

principal priority in the policy 
agenda of the governments
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Box 2.3. Some policy options to contain inflationary pressures in South Asia23

Spikes in food and fuel prices in 2008 caused inflation rates to increase in most Asian countries. With the onset of the global 
financial crisis in 2008/09, however, price pressures subsided rapidly across the region, except in South Asia. Indeed, India 
and Pakistan are experiencing double-digit inflation driven mainly by food. Given the high incidence of poverty in the region, 
higher food and overall inflation rates disproportionately affect the poor. Moreover, because of the large share of food in the 
average household consumption budget, a sustained rise in food prices tends to put upward pressure on wages and, with a 
time lag, on general inflation.

Causative factors of inflation 

An analytical and empirical examination of the causative factors of inflation can be divided broadly into two categories, demand 
and supply. The analysis shows that demand components have tended to fluctuate with output levels and growth rates but 
they have not been major independent sources of price shocks. The major sources of price volatility have been from the 
supply side. Although longer-run aggregate supply in South Asian countries is elastic given youthful populations in transition to 
more productive occupations, it is subject to frequent negative supply shocks (see figure). Demand contractions tend to amplify 
these shocks. South Asian economies are supply constrained in the sense that, while output is largely determined by demand, 
inefficiencies on the supply side tend to perpetuate inflation by creating shortages of goods and services from time to time.

Figure. Aggregate demand and supply

Inflation

Output

LAS0

LAS1

AD1

AD0

With a supply shock, the aggregate supply curve in the figure shifts upward, leading to higher inflation. If, in response, a 
demand contraction shifts the aggregate demand curve downward, this reduces inflation only marginally and at a high cost in 
terms of output lost.  Therefore, the use of restrictive demand-side policies to tackle inflation when its causes are primarily 
on the supply side may not help much in reducing overall inflationary pressures. Both formal econometric tests and analysis 
of shock episodes based on Indian data support this analysis.

In South Asia, the food price-wage cycle is an important mechanism for propagating price shocks and creating inflationary 
expectations in response to a supply shock, which acts as an inflation trigger. The political economy of farm price support, 
consumption subsidies and wage support, with built-in waste, inefficiencies and corruption, contributes to chronic cost-push  
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Box 2.3 (continued)

pressures. Poor targeting of consumption subsidies implies nominal wages rising with a time lag, pushing up costs and generating 
second-round inflationary pressures from a temporary supply shock.

The political economy of the subregion informally indexes wages with food price inflation. If the rise in average wages exceeds 
that of agricultural productivity, however, prices of food will inevitably go up, propagating more generalized inflation. Populist 
policies that provide short-term subsidies but raise indirect costs also contribute to cost-push pressures. For example, neglected 
infrastructure and poor public services increase overall costs in the economy. The power shortages from which most South 
Asian countries suffer are a case in point.

Virtually all countries in the subregion have shifted to more flexible exchange rates that are managed to varying degrees. 
Bangladesh and Sri Lanka avoided significant exchange rate depreciation during the global crisis and their inflation rates dropped 
into the low single digits in 2009. Elsewhere, however, food inflation has remained high. These differential outcomes indicate 
a more strategic use of exchange rates in anti-inflation policy.

Policy options

Once the nature and structure of shocks and elasticities of aggregate demand and supply are identified, certain policy implications 
follow: a shift down the supply curve in response to a supply shock; avoidance of an excessively large demand contraction; 
and the identification and removal of propagation mechanisms. Above all, a hasty tightening of monetary policy will, in all 
likelihood, involve a large output cost with little effect on inflation.

Temporary shocks

Mild but early monetary tightening after a supply shock can prevent inflationary wage expectations from becoming entrenched 
and further pushing up the supply curve. Given this, a first-round price increase from a supply shock might be allowed, but 
a second-round wage-price increase should be prevented inasmuch as possible. A nominal appreciation of the exchange rate 
can serve to push down the supply curve.

Short-term fiscal policies to push down the supply curve include tax and tariff cuts and freer imports. These policies can 
also lower inflationary expectations. Trade policy works best for individual country shocks that are not globally correlated. 
Nimble private trade can defeat speculative hoarders. It should be stressed that short-run policies are likely to work only for 
a temporary shock. A long-lasting shock requires a longer-term productivity response.

Preventing chronic cost-push

Food prices play a central role in propagation mechanisms since they raise nominal wages with a time lag. A fundamental 
reason for chronic supply-side inflation is that real wages tend to exceed labour productivity. The solution is to raise labour 
productivity, especially in agriculture.

Following liberalization, as farm produce has become part of the wider traded economy, border prices have begun to affect 
domestic food prices. In such a situation, the exchange rate can affect food prices and overall inflation. Conflict between a 
depreciated exchange rate to encourage exports and an appreciated exchange rate to increase real wages can contribute to 
a wage-price cycle, with depreciation raising nominal wages and prices and leading to real appreciation. Attempts to dampen 
exchange rate appreciation sustain the cycle. Only improvements in productivity can close the demand-supply gap and break 
this inflation propagation mechanism.
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Box 2.3 (continued)

Capital inflows will tend to appreciate the exchange rate, thus satisfying the wage target, and finance the accompanying rise 
in imports. But a widening current account deficit is risky even though it might allow gross investment to exceed domestic 
savings. It would be preferable to set a sustainable current account deficit and meet it by raising productivity in the economy. 
Rising productivity increases the level of capital inflows that can be safely absorbed at a reasonable current account deficit. In 
this regard, better governance and improved delivery of public services improve productivity in the economy and, within the 
corpus of governance, reform of food policy is especially urgent given the economy-wide impact of food inflation.

Governance in food policy

Developing East Asian countries with large food components in household budgets have successfully moderated food inflation 
by focusing on raising agricultural productivity. India moved early to agricultural subsidies together with implicit taxes generated 
through the imposition of restrictions on different activities within the agricultural sector, including public distribution schemes. 
Procurement prices were raised with the rise in border prices but did not fall with them, thus imparting generalized cost-push 
pressures in the economy and creating unnecessarily large food stocks in costly and dysfunctional food support programmes. If  

the procurement price becomes a true support price, food stocks should come down in a bad agricultural season when market 
prices rise and go up as market prices fall in a good year. Through such a policy, farmers would receive some assured income 
support even as a removal of restrictions on the movement and marketing of agricultural goods and better infrastructure 
allowed them to diversify their crops.

With lower average stocks, the public distribution scheme should focus more on remote, inaccessible areas. Food coupons 
or cash transfers directed primarily to female members of households can provide food security to the poor while allowing 
them to diversify their food consumption basket. Since the income elasticity of demand for food is still high, more moderate 
nominal price increases could serve to incentivize higher agricultural output and income growth.

Political jostling when deciding on food policy, in general, and procurement prices, in particular, ignores their negative long-term 
effects. Poor coordination means that multiple agencies do not factor in each other’s costs or consider the wider picture. Until 
thorough food policy reform occurs, a possible nominal appreciation of the nominal exchange rate can prevent a sharp rise in 
border prices from triggering multiple interest group actions resulting in complex domestic distortions.

International

Emerging markets must find non-distortionary ways to respond to spikes in food and commodity prices. Large global spikes 
imply distortions beyond supply shocks, which should be prevented. Policies that are driving up prices across all asset categories, 
such as excessive liquidity creation in some of the developed countries that is directing large funds into commodities, might 
be re-examined at a subregional or regional level and its impact modified through some form of collective action.

Futures markets help output planning through better information on future demand and supply and the hedging of risk, but 
any overreaction implies that prices in financial markets do not reflect their real determinants. The answer is not to ban such 
markets but to improve their working and regulation. Progressive convergence towards common global regulatory standards 
can prevent arbitrage. Participation by more diverse groups in commodity trading could be encouraged within a framework of 
rules that discourage market abuses and thereby limit volatility.

Source: ESCAP.
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Both short-term and long-term measures are needed 
to tackle the electricity problem. To boost electricity 
supply in the short term, Bangladesh and Pakistan 
are implementing rental power projects, where 
the private sector quickly installs small thermal 
power generation units and sells electricity to the 
government. This is clearly an expensive stop-gap 
option and, in the long term, much greater attention 
would need to be paid to renewable sources of 
energy. It is useful to note that the Government 
of Bangladesh plans to generate 5% of its total 
electricity from renewable energy sources by 2015 
and 10% by 2020. In the subregion, transmission 
and distribution losses vary from 20% to 40% in 
different countries and theft of electricity is a major 
problem. There is therefore a need for greater 
efficiency on both the generation and distribution 
sides.

SOUTH-EAST ASIA

Growth remains robust despite some 
cooling off

In 2009, South-East Asia posted a mere 1% GDP 
growth. With the recovery in global trade and 
boosted by bold stimulus packages, however, GDP 
growth steadily improved over the second half of 
2009 and reached its peak in the first half of 2010, 
when such countries as Singapore and Thailand 
grew by over 10%. Due to a lower base effect and 
weaker demand for exports, growth decelerated in 
the second half of the year. Nevertheless, domestic 
demand remained robust and the 11 South-East 
Asian economies grew by an estimated 8.1%, on 
average, in 2010 (see table 2.5).

After three years of weak growth and contraction, 
Brunei Darussalam saw its economy expand by 
2.0% in 2010, supported by small increases in oil 
and gas production, which accounts for some 50% 
of real GDP, 95% of total exports and 90% of 
government revenue. Stronger economic expansion 
from higher global oil and gas prices should be taken 
as an opportunity to accelerate investment in the 
non-energy sector, which remained subdued despite 
fiscal stimulus measures. Some early progress was 
seen with a new methanol plant in 2010.

One of the hardest hit economies in 2009, Cambodia, 
benefited from a rapid recovery in tourism, a modest 
rebound in garment exports and higher agricultural 
output in 2010, when the economy expanded by 6.0%. 
The construction sector, however, which contracted by 
some 40% in 2009, remained subdued due to delays 
in major property projects. Government efforts to 
strengthen trade ties with neighbouring Asian countries 
need to be accelerated, as a narrow export base with 
heavy reliance on the markets of developed countries 
in the West poses significant risks. Export items could 
also be diversified into areas of comparative advantage, 
including rice, footwear and low-end electronics. The 
rice harvest, for instance, was reported to have 
reached nearly 8 million tons in 2010, but suffered 
from a shortage of processing facilities.

Promotion of regional cooperation in 
the energy sector can benefit the 
participating countries enormously

Concerning electricity pricing, some countries have 
been providing substantial subsidies, but they are 
being withdrawn. This process has been raising 
the cost of living, though, and there is a need to 
provide some form of protection to the poor. Tariff 
rates somehow need to be kept affordable for small 
consumers. It is also worth considering a more 
targeted approach to providing subsidies following 
the pattern of food stamps, where electricity stamps 
or coupons can be given to the poor to pay their 
electricity bills.

Finally, the promotion of regional cooperation in the 
energy sector can benefit the participating countries 
enormously. The signing of a gas pipeline project 
in December 2010 by Afghanistan, India, Pakistan 
and Turkmenistan will bring 3.2 billion cubic feet of 
natural gas per day from Turkmenistan to Pakistan 
and India via Afghanistan. Along with economic 
benefits, this project should contribute to peace 
and stability in the region.
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Indonesia, with its large domestic market, was 
among the fastest growing major economies in 2009 
at 4.5% and grew even faster, by 6.1%, in 2010. 
The economy benefited from continued strength in 
household consumption, robust exports and improving 
investment. Private consumption was supported 
by the availability of consumer financing and low 
household debt and mounting consumer optimism. 
Meanwhile, investment benefited from a recovery in 
lending to the private sector as well as increased 
FDI inflows. On the production side, the services 
sector, including retail and telecommunications, saw 
a sharp rebound compared to the more modest 
and steady recovery in industry. Overall confidence 
in the economy also increased, as reflected in the 
credit rating upgrades. Strong capital inflows and 
rising commodity prices, if well managed, should 
provide additional resources to narrow the social 
and infrastructure gaps.

The Lao People’s Democratic Republic has been 
enjoying steady growth in recent years, with most 
of its trade done with neighbouring China, Thailand 
and Viet Nam. The economy, which expanded 

by 8.0% in 2010, received a boost from a surge 
in the global price of minerals, especially gold 
and copper, which together account for over half 
of export earnings, and from a new hydropower 
facility which began to operate in March. These 
developments, in turn, helped to attract further 
inflows of private investment and donor aid. As 
the only landlocked country in the subregion, the 
Lao People’s Democratic Republic stands to gain 
from rising intraregional trade as a “land-linking” 
country, but customs modernization and upgrading 
of railways need to be accelerated.

After contracting in 2009, the economy of Malaysia 
expanded by 7.2% in 2010, with double-digit 
growth in exports and manufacturing in the first 
half of the year. Amid concerns over currency 
appreciation and weak demand from the United 
States, growth clearly moderated in the second 
half. Private consumption remained strong, however, 
and on the supply side, services continued to 
grow robustly, bolstered by retail trading as well 
as financial and insurance activities. Expenditure on 
machinery and equipment also picked up. Gross 

Table 2.5.     Rates of economic growth and inflation in South-East Asian economies, 2009-2011

Sources: ESCAP, based on national sources; and CEIC Data Company Limited, data available from http://ceicdata.com (accessed 25 March 
2011).

 a Changes in the consumer price index. 
 b Estimates.
 c Forecasts (as of 8 April 2011).
 d GDP figures at market prices in dollars in 2009 (at 2000 prices) are used as weights to calculate the subregional growth rates.

(Percentage)
Real GDP growth Inflationa

2009 2010b 2011c 2009 2010b 2011c

South-East Asiad 1.0 8.1 5.5 2.3 4.0 4.8
Brunei Darussalam -1.8 2.0 1.7 1.8 1.8 2.1
Cambodia -2.0 6.0 6.2 -0.7 4.1 6.0
Indonesia 4.5 6.1 6.5 4.8 5.1 6.2
Lao People’s Democratic Republic 7.6 8.0 8.3 0.0 5.4 6.1
Malaysia -1.7 7.2 5.2 0.6 1.7 3.0
Myanmar 4.9 5.5 5.8 8.0 7.9 9.1
Philippines 1.1 7.3 5.2 3.2 3.8 4.5
Singapore -0.8 14.5 5.0 0.6 2.8 3.3
Thailand -2.2 7.8 4.5 -0.8 3.3 3.5
Timor-Leste 11.6 7.9 8.2 0.7 6.5 7.5
Viet Nam 5.3 6.8 6.2 6.9 9.0 11.0
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domestic investment, however, remains low at some 
20% of GDP, behind other major economies in the 
subregion. This is a key challenge for Malaysia, and 
implementation of structural reforms as envisioned 
in the Government’s New Economic Model will be 
vital for its future growth.

Myanmar saw its economy slow down sharply in 
2009, but with new foreign investments in oil and 
gas, electric power and mining, growth picked up 
again and reached 5.5% in 2010. It was reported 
that FDI, mostly from Asia, reached a record $16 
billion in the first 11 months of 2010.24 A special 
economic zone law was enacted in January 2011 
in a bid to attract more foreign capital. Plans 
are also under way to promote tourism and to 
expand banking, telecommunications, shipping 
and agriculture. Nevertheless, the overall domestic 
economy still suffers from restrictive measures, such 
as licensing, which pose barriers to the agricultural 
and manufacturing sectors in gaining access to 
inputs and equipment.

After a modest 1.1% growth in 2009, the Philippines 
benefited from a revival of exports and manufacturing, 
especially in electronic goods, which account for over 
60% of its export earnings. The economy exceeded 
expectations with a 7.3% growth in 2010, despite 
adverse weather conditions hitting the agricultural 
sector and rice production hard. Private consumption, 
which accounts for over 70% of GDP, received a 
boost from strong remittance inflows and pre-election 
spending as well as an accommodative monetary 
policy. Early progress in the new administration’s 
efforts to improve the fiscal balance has also led 
to improved investor perceptions. The business 
process outsourcing industry also continued to 
grow rapidly. Gross domestic investment remains 
among the lowest in the subregion, however, and 
greater efforts are needed to improve the business 
environment and basic infrastructure.

Singapore, one of the most open economies in 
the world, was also one of the fastest growing 
in 2010 at 14.5% after contracting by 0.8% in 
2009. A sharp revival in exports led to over 40% 

growth in manufacturing in the first half of 2010 
and this, in turn, had positive effects on the large 
services sector, including wholesale trade, transport 
and financial services. Industry growth markedly 
decelerated in the third quarter but bounced back 
in the fourth quarter, led by the biomedical industry. 
Singapore continues to rank at the top in terms of 
competitiveness and enjoys prudent macroeconomic 
management. The Government plans to focus more 
on productivity growth, for example by strengthening 
human capital development.

Thailand, which suffered a 2.2% contraction in 
2009, grew robustly by 7.8% in 2010. The economy 
benefited from a revival in merchandise exports 
and decisive policy responses, including a record 
low policy rate and an estimated fiscal stimulus of 
3% of GDP.25 There was a minor bit of a time lag, 
but private consumption and investment eventually 
began to expand from the second quarter and 
remained robust despite the political instability 
in May. Services were hit hard, however, albeit 
temporarily, with hotels and restaurants posting a 
sharp drop. Growth decelerated in the third quarter, 
owing to slowing demand for exports and a drop 
in agricultural production due to bad weather and 
plant diseases. The economy picked up again in 
the fourth quarter owing to the continued strong 
performance of the major trading partners in Asia 
and a steady high level of future orders for key 
exports items.

Boosted by oil revenues, the economy of Timor-
Leste has been growing steadily in recent years 
and expanded by 7.9% in 2010. Public spending 
accounts for about half of non-oil and gas GDP 
and plays a critical role in effectively spreading 
the benefit of its petroleum wealth to the wider 
population. The national oil fund was reported to 
stand at about $7 billion. Sound management of 
the fund will be important in achieving the national 
development plan, which envisions sharp reductions 
in the poverty rate. 

Viet Nam, which came out strongly in 2009 with 
5.3% growth, continued to expand at a faster pace 
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throughout 2010 amid concerns about the economy 
overheating. Manufacturing benefited from the global 
recovery in demand for exports but also from the 
growing domestic consumer market. Production of 
garments, shoes, motorcycles, refrigerators and air 
conditioners all grew at a rapid pace, while the 
value of retail sales expanded by 24.5% for the 
full year. With high inflation, however, there are 
clear signs of overheating. Large public sector-
led investments in the areas of transportation 
and industry and trade, while contributing much 
to economic growth, have also resulted in fiscal 
deterioration and raised questions over the quality 
of investments. The economy grew by 6.8% in 
2010 but could benefit more if accompanied by 
macroeconomic stability, which would further boost 
business confidence.

Price stability remains vital to rising 
confidence

With the narrowing of output gaps, inflation picked 
up across the subregion, but at an overall modest 
and manageable rate (see figure 2.16). Inflation is 
not the primary challenge for South-East Asia at the 
moment, except in Viet Nam. There is no doubt, 
however, that buoyant domestic demand and rising 
consumer and investor confidence were possible 
because of price stability. Moreover, given that several 
countries in the subregion have recent histories of 

high inflation,26 it is possible that confidence could 
be easily affected even by signs of its modest 
resurgence. As such, any risk factors should be 
carefully monitored and necessary actions taken 
in a timely manner.

Driven by a credit expansion boom, inflation in 
Viet Nam was at 28.3% as recently as mid-2008. 
After moderating to 6.9% in 2009, prices began 
to climb up again to reach an average 9.0% in 
2010, with the December figure hitting a 22-month 
high at 11.9%. Inflationary pressure is also rising 
in Indonesia amid surging food prices and rises 
in transportation costs. Inflation in December 2010 
reached around 7.0%, although the average for the 
year was 5.1%. Food commodities, in particularly 
rice, dominate the list of commodities contributing 
most to inflation. Rise in electricity tariffs have also 
led to some upward pressure. Inflation in Malaysia is 
among the lowest in the subregion, but the phasing 
out of price controls and subsidies could result in 
upward pressure in 2011.

After experiencing relative stability in 2009, food 
prices increased across the subregion in 2010, partly 
due to lower agricultural output caused by adverse 
weather conditions. Food accounts for a large portion 
of consumption in low-income households, and 
governments should be vigilant against a possible 
resurgence of food price pressure hikes. In the 

Sources: ESCAP, based on national sources; and CEIC Data Company Limited, data available from http://ceicdata.com (accessed 25 March 2011). 

Note: Data for 2010 are estimates..

Figure 2.16.     Inflation in South-East Asian economies, 2008-2010
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until 2011. In addition, such countries as Indonesia 
and the Philippines are aiming to front-load public 
expenditure in 2011, as their economies in the 
first half of the year are generally expected to 
be more sluggish than in the second half, when 
exports and manufacturing activities are expected 
to bounce back.

Even with recent fiscal expansions, fiscal positions 
remain relatively sound in most countries, and 
deficits narrowed as economic expansion led by the 
private sector set in (see figure 2.17). Nevertheless, 
efforts have been under way to rebuild the buffers 
for future crises and, moreover, to create fiscal 
space to finance growing social programmes and 
address infrastructure gaps. Some countries are 
also pushing for fiscal consolidation to further 
reduce public debt. To this end, most Governments 
included in their 2011 budget plans to strengthen the 
tax administration and, in some cases, to increase 
taxes and/or introduce new taxes.

In addition, a number of countries have plans to 
reorient public expenditure away from poorly targeted 
subsidies and tax breaks to a more direct delivery 
of education, health and anti-poverty programmes. 
The implementation of such plans will require not 
only strong political will, however, but also capacity-
building of the civil service.

Thailand’s large fiscal support programme known as 
“Strong Thailand (TKK)” focuses on infrastructure, 
agriculture, education and health. It is estimated to 
have added some 2.3 percentage points to economic 
growth in 2010 and is expected to continue to 
contribute to growth in 2011.28 To finance such 
programmes, the Government may need to cut 
down on a number of tax breaks and allowances, 
particularly those favouring the relatively wealthy. 
With a view to boosting its competitiveness and 
balancing its budget by 2020, Malaysia is gradually 
reducing its subsidy bills, starting with sugar and 
energy, and reviewing all areas of government 
expenditure to prevent waste from inefficiency. In 
an effort to widen its tax base,29 it further plans to 
gradually implement a value added tax.

Philippines, the Government was able to alleviate 
upward pressure on food prices by supplementing 
national stocks with a record 2.45 million tons of 
rice imports in 2010. The Indonesian Government 
is also beginning to scale up rice imports. Rice 
import duties were suspended in January 2011 in 
a bid to boost rice stockpiles to 2 million tons from 
1.5 million tons.27 In contrast, prices of foodstuffs 
rose in Myanmar when the Government closed the 
border-trade checkpoint with Thailand. High inflation 
in the Lao People’s Democratic Republic was also 
affected by high food prices, in addition to strong 
money supply growth fuelled by foreign investment 
in the extractive sector.

In several economies, the steady appreciation of 
local currencies since mid-2009 has helped to 
contain imported inflation, including in commodities.  
In contrast, Viet Nam has been more vulnerable 
to imported inflation due to their weak currencies 
and wide current account deficits. Viet Nam risked 
further inflation by devaluing its currency twice in 
2010 and again in February 2011.

Fiscal and monetary policies remain 
supportive of growth

Fiscal policy

The South-East Asian countries at large were able 
to implement bold stimulus packages through 2009 
and much of 2010, thanks to healthy fiscal balance 
sheets. Such measures were vital in supporting 
domestic demand in the face of external demand 
shocks. A number of countries, including Malaysia 
and Thailand, introduced a second stimulus package 
following the initial one launched in early 2009. As 
the recovery became more entrenched, several 
countries started a gradual exit from policy support 
in 2010, although in some cases, it was postponed 

After experiencing relative stability in 
2009, food prices increased across 

the subregion in 2010
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In the Philippines, government efforts to rein in 
tax evasion saw early progress in the second 
half of 2010. Government revenue is still low as 
a proportion of GDP and it may be necessary 
to introduce new taxes to boost revenues and 
continue making progress in reducing public debt, 
which is still above 50% of GDP. The Government 
also introduced plans to rationalize spending by 
cutting down on inefficient programmes and instead 
putting in place a larger conditional cash transfer 
programme. Indonesia has successfully reduced 
its public external debt to below 30% of GDP 
from almost 90% in the past decade. The fiscal 
deficit is also gradually narrowing to near balance, 
making it cheaper for the Government to raise 
funds. In 2010, it began to take steps to reduce 
the subsidy bill, which took up 4% of GDP, on 
average, from 2007 to 2009. The Government 
has also proposed boosting capital expenditure to 
finance infrastructure development and continue 
pro-poor social programmes. 

Viet Nam has the highest fiscal deficit in the 
subregion and a growing public debt, which now 
exceeds 50% of GDP. Much of this debt can be 
attributed to economic growth, which is largely 

driven by public investment that is often channelled 
through inefficient State-owned enterprises in need 
of streamlining. These enterprises account for some 
40% of GDP, and questions about their solvency 
led to a credit downgrade at the end of 2010. 
The Government aims to reduce its fiscal deficit 
from some 6.2% of GDP in 2010 to 4.5% by 
2015. In Cambodia, the Government introduced 
a tax on property and doubled the road tax on 
vehicles. The Lao People’s Democratic Republic 
has also been more proactive in its revenue-raising 
efforts, with the VAT reinstated in January 2010 
and plans for taxes on land and inheritances. In 
addition, the new hydropower dam is expected 
to contribute significantly to the national budget. 
There are no timely fiscal data on Myanmar, but 
it is likely that the country is continuing to run a 
large fiscal deficit.

Monetary policy and financial markets

The aggressive easing of monetary policy through 
lowered policy interest rates and bank reserve 
requirements was also vital in sustaining domestic 
demand amid external demand shocks. As output 
gaps narrow, inflationary pressures have returned 

Figure 2.17.     Budget balance in selected South-East Asian economies, 2008-2010

Sources: ESCAP, based on national sources; and CEIC Data Company Limited, data available from http://ceicdata.com (accessed 16 February 2011). 

Note: Data for 2010 are estimates.
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and the focus of monetary policy has largely been 
refocused on maintaining price stability even as 
authorities are careful not to disrupt the recovery amid 
uncertainties in the global economy. Simultaneously, 
major economies in the subregion are facing massive 
capital inflows resulting in a surge in equity and 
property prices, with most stock markets in the 
subregion reaching record levels in 2010.

In response to the faster- and stronger-than-expected 
recovery, Malaysia quickly raised its policy rate three 
times between March and July 2010, by a total of 
75 basis points. Thailand also raised its policy rate 
five times between July 2010 and March 2011 by a 
total 125 basis points. Further tightening could take 
place, but with concerns in both countries that further 
increases in interest rates could attract even greater 
foreign capital inflows and that growth in the key export 
markets remains subdued, there will need to be a 
careful balancing act in this area. Meanwhile, Singapore 
has allowed a gradual rise in the nominal effective 
exchange rate to curb inflationary pressure.

excessive credit in the economy, the base interest 
rate was left unchanged through most of 2010. As 
inflationary pressure mounted, however, strong policy 
measures were introduces between November 2010 
and March 2011, including significant hikes in the 
refinancing and discount rates.

Boosted by strong foreign capital inflows, South-
East Asian stock exchanges were among the 
best performers in the Asia-Pacific region in 2010. 
Indonesia’s stock market surged 46%, Thailand was 
up 41%, the Philippines 38% and Malaysia 19%. 
Singapore’s Straits Times Index gained 10%. In 
January 2011, however, stocks dropped in major 
stock markets as capital outflows led to a weaker 
baht in Thailand and fear of rising inflation led to 
a sell-off in Indonesia. Meanwhile, Viet Nam did 
not benefit from strong capital inflows in 2010 due 
to such risk factors as declining foreign exchange 
reserves, high inflation and a weak currency. In the 
Lao Peoples Democratic Republic, the first stock 
exchange began to operate in January 2011, initially 
with two State-owned companies listed. Similarly, 
Cambodia is expected to the launch its first stock 
exchange in July 2011.

External sector poised for rebalancing, 
with strong currencies and intraregional 
trade

Current account balances

Most countries in South-East Asia used to have 
current account deficits until the Asian financial 
crisis resulted in a turnaround in surpluses and 
sharp declines in investment rates (while savings 
rates remained roughly the same). Due to their 
high reliance on exports, however, countries suffered  
more from the recent fluctuation in global demand, 
which has led to renewed interest among policy- 
makers in rebalancing strategies geared toward 
boosting domestic demand, both consumption and 
investment.

There is early evidence that rebalancing is taking 
place in South-East Asia in the post-crisis period. 

Boosted by strong foreign capital 
inflows, South-East Asian stock 

exchanges were among the best 
performers in the Asia-Pacific region 

in 2010 

Indonesia and the Philippines, on the other hand, kept 
policy interest rates unchanged through 2010 at record 
low levels. In Indonesia, bank reserve requirements 
were raised from 5% to 8% in November 2010, 
but the policy rate remained at 6.5% until February 
2011, when a 25 basis point hike took place amid 
concerns over rising inflation. To encourage banks 
with sufficient reserves to continue lending, including 
to micro-, small and medium-sized enterprises, banks 
with loan-deposit ratios below 78% face a penalty 
beginning in March 2011. In the Philippines, the 
policy interest rate remained unchanged, but other 
measures to increase credit flow, such as lower 
bank reserve requirements, were rolled back at the 
beginning of 2010. In Viet Nam, despite signs of 
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Current account surpluses narrowed, on average, in 
2010, owing to a faster rise in imports supported 
by robust domestic demand as well as recovery 
in exports requiring imported inputs. At the same 
time, gross domestic investment is also rising 
or is expected to rise due to brighter economic 
prospects, increased public infrastructure spending 
and capital inflows.

Malaysia and Singapore continued to post large 
current account surpluses of over 13% of GDP, while 
the Philippines and Thailand maintained surpluses 
at more modest levels in 2010 (see figure 2.18). 
Thailand saw its current account surplus cut by half 
from 2009, due to strong domestic demand and 
input demand for electronics and vehicle exports. 
As for the Philippines, merchandise trade was in 
deficit but there was a large surplus in services 
from overseas worker remittances. Indonesia saw 
its trade surplus rise in 2010, but with rapidly 
growing imports driven by a large and buoyant 
domestic market, the current account balance may 
turn negative within a few years.

On the other end of the spectrum, Cambodia and 
Viet Nam continued to post large current account 

deficits in 2010, while the Lao People’s Democratic 
Republic recorded more modest deficit. Viet Nam’s 
trade deficit rose slightly from 2009 levels, despite 
the fact that the dong was devalued twice in 2010. 
In Myanmar, major foreign investment projects rapidly 
increased capital imports in 2010, so the current 
account was likely to be in deficit.

Broader trends affecting South-East Asian exports 
are sluggish demand in the developed countries, 
offset by rising demand from China and India. 
This holds true even after taking into account that 
a bulk of the electronic parts and components 
are eventually re-exported from China to the 
United States and Europe. In particular, under the 
Association of Southeast Asian Nations (ASEAN)-
China free trade agreement, which came into effect 
in January 2010, South-East Asian countries are 
likely to see an increase in raw materials, food and 
natural resource-based exports to China. There are 
also concerns, however, that cheaper manufacturing 
goods from China will threaten the development 
of domestic industries in the subregion. What has 
received less attention is the rising trade with India, 
which actually ran a larger trade deficit than China 
with the six largest South-East Asian economies30 

Sources: ESCAP, based on national sources; and International Monetary Fund, International Financial Statistics online database. Available from www.
imfstatistics.org/imf (accessed 16 February 2011).

Note: Data for 2010 are estimates.

Figure 2.18.     Current account balance in selected South-East Asian economies, 2008-2010
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in 2009.31  While China’s total trade with South-
East Asia is almost five times that of India’s, given 
India’s rapidly expanding economy, the country will 
increasingly become a key source of export growth 
for South-East Asia. Finally, intra-ASEAN trade is 
continuing to rise rapidly. Trade cooperation among 
Cambodia, the Lao Peoples Democratic Republic 
and Viet Nam is also increasing.

Capital flows and foreign reserves

In some countries, measures were also taken to limit 
exposure to short-term foreign capital, which flooded 
the domestic equity, bond and property markets. 
Indonesia introduced restrictions on foreign purchases 
of short-term bonds issued by the central bank in 
June 2010, followed by additional measures to slow 
the currency appreciation introduced in December 
2010. Similarly, Thailand reinstated a tax on foreign 
investors’ capital gains and interest from bonds issued 
by the Government, State-owned enterprises and the 
central bank in October 2010. It is more difficult, 
however, to curb the flows into equities, and regional 
stock exchanges are expected to see further, albeit 
smaller, rises in 2011, not least due to the second 
round of quantitative easing in the United States.

After suffering a decline in 2009, FDI is also returning 
to South-East Asia. In Indonesia, FDI inflows more 
than doubled to $12.8 billion in 2010 from $4.9 
billion in 2009, while Malaysia saw a rise from 
$1.4 billion to $7 billion over the same period. In 
fact, in a sign of resilience, its share of global FDI 
actually increased from 2.8% in 2008 to 3.6% in 
2009, even as the amount itself was down during 
the global economic crisis.32  In 2009, countries in 
the subregion received about $40 billion in FDI, 
with approximately half of it coming from OECD 
countries. South-East Asia is enjoying a rise in 
South-South investment, with intra-ASEAN direct 
investment becoming more prominent in recent years 
and China also becoming an important source of 
investment as observed in chapter 1.

Official development assistance (ODA) remains 
important for the least developed countries in the 

Official development assistance 
remains important for the least 

developed countries in the subregion

subregion, which benefit less from private capital 
inflows than the emerging market economies. In 
2008, ODA was equivalent to about 16% of GDP 
in Timor-Leste and about 9% in Cambodia and 
the Lao People’s Democratic Republic. ODA to 
Myanmar doubled after Cyclone Nargis in 2008 
to around 2% of GDP, but it is still relatively low 
compared to the amount received by other least 
developed countries. Although Viet Nam is not a 
least developed country, it received ODA equivalent 
to approximately 4% of GDP.

With surpluses in both current and capital accounts, 
several South-East Asian economies saw their official 
foreign reserves rise rapidly in 2010. With a few 
exceptions, such as Viet Nam, most countries are 
at comfortable levels and are able to cover several 
months of imports and servicing of official external 
debt. In particular, Thailand saw its reserves more 
than double between 2008 and 2010. Indonesia, 
Malaysia, the Philippines, Singapore and Thailand 
together have some $630 billion33 in reserves, which 
is comparable to the total reserves of about $710 
billion in the entire euro region.

Exchange rates

Fuelled by massive capital inflows, the ASEAN-5 
economies saw their currencies appreciate 
substantially against the dollar in 2010: the Malaysian 
ringgit gained 11.8%, the Thai baht 11.0%, the 
Singapore dollar 9.6%, the Philippine peso 5.7% and 
the Indonesian rupiah 4.6% (see figure 2.19). In the 
case of Indonesia, currency appreciation was more 
modest in 2010 after sharper rises in 2009. The 
currencies of major South-East Asian economies are 
expected to see further appreciation in 2011.

Currency appreciation has raised concerns about 
losing competitiveness, but the slowdown in export 
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current account deficit. Lao People’s Democratic 
Republic, which also saw the kip gain against the 
dollar, tried to maintain a stable exchange rate vis-à-
vis the Thai baht. These economies are also highly 
dollarized,34 and a weaker dollar could mean a loss 
of purchasing power and higher imported inflation 
from neighbouring countries whose currencies 
have strengthened against the dollar. Meanwhile, 
in Myanmar, the multiple exchange rate system 
continues to create economic distortions and an 
inefficient allocation of resources.

Future outlook and policy challenges

South-East Asian countries will continue to see 
their economies expand at healthy rates in the 
coming years. Of course, there are risk factors 
which could upset the positive momentum. As one 
of the most open areas in the world, the subregion 
will inevitably be affected if there is a slowdown in 
the United States or turbulence in the European 
financial markets. China’s possible slowdown due 

growth in the third quarter of 2010 appears to be due 
more to weaker demand in the developed countries. 
Nevertheless, certain sectors and small business 
exporters were hit harder than others and several 
governments introduced support measures, such as 
encouraging State banks to offer dollar loans and 
to help companies with forward contracts. At the 
same time, however, currency appreciation has its 
positive side. In addition to taming imported inflation, 
stronger local currencies, if they are broadly in line 
with fundamentals, could provide an opportunity to 
develop the domestic market and replace old plants 
and machineries to boost productivity. This, in turn, 
should help to rebalance the global economy, which 
is desirable.

The Vietnamese dong, on the other hand, was 
devalued for the fourth time since November 2009 
in February 2011, weakened by a cumulative 13.6% 
against the dollar, making it the sharpest depreciating 
Asian currency. The Cambodian riel appreciated 
slightly against the dollar in 2010, despite its large 

Figure 2.19.     Index of exchange rate movements of domestic currencies against the dollar in South-East Asian economies,  
          2009-2010

Sources: ESCAP calculations based on data from CEIC Data Company Limited, data available from http://ceicdata.com (accessed 16 February 
2011); and International Monetary Fund, International Financial Statistics online database). Available from www.imfstatistics.org/imf (accessed 16 
February 2011).

Note: A positive trend represents appreciation and vice versa.
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to monetary tightening to curb inflation could also 
affect the subregion’s growth. On the other hand, 
currency appreciations may be less of a problem if 
they are in line with the fundamentals and supportive 
of rebalancing. Domestic sources of risk vary from 
country to country. For instance, Thailand could 
suffer a fall in investor and consumer confidence 
if political instability rises again, while in Viet Nam, 
high inflation and wide fiscal and trade deficits 
continue to be sources of instability.

In 2011, Indonesia is expected to see growth accelerate 
slightly to 6.5%. The more export-driven economies 
of Malaysia, Singapore and Thailand are likely to see 
growth slow more in the first half of the year than 
in the second. Malaysia and Singapore are forecast 
to see around 5.0% growth in 2011, while Thailand 
is expected to see 4.5% growth. The Philippines, 
after posting strong growth in 2010, will see growth 
moderate to 5.2%. Growth in Viet Nam is expected 
to slow slightly to 6.2%, which is still higher than 
the subregional average. Cambodia is expected to 
grow faster at 6.2% as recovery gains hold, while 
the Lao People’s Democratic Republic will maintain 
high growth at 8.3%. The projection for Myanmar is 
5.8%, but this could improve if substantial reforms 
are introduced in the wake of the general elections in 
November 2010. The oil-driven economies of Brunei 
Darussalam and Timor-Leste are expected to see 
growth at 1.7% and 8.2%, respectively.

the self-employed and unpaid family workers—had 
fallen from 55.3% a year earlier to 53.2%.35 In 
several countries, including Malaysia, Indonesia 
and Viet Nam, this change was often reflected in 
a decline in employment in the high value added 
manufacturing jobs and a rise in low value added 
activities in services and agriculture.

The informal sector, however, suffers from lower 
productivity, lower wages, poorer working conditions, 
lower employment protection and minimum levels of 
social protection. The International Labour Organiza- 
tion (ILO) estimated that over 60% of all workers 
in ASEAN countries were in the informal sector in 
2009. From 2007 to 2009, average annual labour 
productivity in the subregion contracted by 0.3%, 
while the ratio of the working poor (earning less than  
$2 per day) in the total labour force rose from 51%  
to 57%.36 This implies that informal sector employ- 
ment has had serious implications not only for poverty  
but also for the future growth potential of the sub- 
region. Hence, if the priority during the economic 
crisis was to keep jobs, in the post-crisis period the 
focus should be on improving the quality of jobs.

To this end, human resources and skills develop- 
ment—including strengthened education, technical 
and vocational training and lifelong learning—is 
vital for sustained dynamism in South-East Asia. 
Such efforts will also help to tackle high youth 
unemployment in the subregion. For instance, 
Thailand’s youth unemployment rate was 3.6 times 
higher than the total unemployment rate in 2009. 
Moreover, considering that labour is one of the few 
assets of the poor, creating more and better jobs 
will help the poor to earn their way out of poverty. 
In this regard, economic policies should be tailored 
towards expanding opportunities for poor workers 
to move into better jobs in the formal and non-
agricultural sectors.
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3

Regional Connectivity and 
Economic Integration

“We should encourage various economies to draw on
each other’s strengths for mutually beneficial growth.”
Hu Jintao, President, People’s Republic of China

in view of the uncertain prospects for a speedy and strong 
recovery in the industrial countries and the need to unwind the 
global imbalances indicated in chapter 1, the economies of asia 
and the Pacific will need to rely more on domestic and regional 
demand. Regional economic integration could enhance regional 
demand, driven by populous and rapidly growing economies, such 
as China and india, the dynamic domestic markets of which could 
also benefit their smaller and poorer neighbours. However, such a 
desirable outcome cannot be taken for granted. the rising tide of 
development opportunities will not lift all boats if these are separated 
by water locks. these obstructions can take the form, for example, 
of restrictive non-tariff measures, complicated and time-consuming 
customs procedures, cross-country differences in legal and regulatory 
regimes and poor transport infrastructure. as a result, the enormous 
opportunities generated by the more dynamic economic growth 
centres may stop at their national borders.
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Connectivity to boost regional 
integration

economic development involves expanding not just 
production and consumption but also the kind of 
exchange activities that are enabled by the growth 
of cities and by the development of long-distance 
transport, telecommunication and energy networks. 
in this chapter the term “connectivity” refers to the 
degree to which exchange activities are facilitated, 
both within and across countries. 

this term has often been associated with cross-country 
connectivity or regional connectivity. according to the 
master Plan on asean Connectivity the term refers 
to “the physical, institutional and people-to-people 
linkages that comprise the foundational support and 
facilitative means to achieve the economic, political-
security and socio-cultural pillars towards realising 
the vision of an integrated asean Community”.1 
similarly, the Heads of governments of the south 

asian association for Regional Cooperation (saaRC) 
agreed at their 14th summit to improve intraregional 
connectivity – particularly physical, economic and 
people-to-people connectivity – as a stepping stone 
towards a vision of a south asian community “where 
there was smooth flow of goods, services, peoples, 
technologies, knowledge, capital, culture and ideas”.2  
examples across the saaRC subregion include the 
recent initiative of Bangladesh to sell seaport services 
to Bhutan, india and nepal, and the $1 billion soft 
loan that india granted to Bangladesh to help it 
upgrade its transport infrastructure. 

However, it is important to keep in mind that 
physical transport, telecommunications and energy 
infrastructure connectivity take place mostly within 
countries, where these factors are closely related to 
economic development. This is illustrated in figure 
3.1, which shows the relationship between the 
esCaP infrastructure index, a composite measure of 
infrastructure development in countries of the region, 

Source: esCaP, based on data from the World Bank, World development indicators database.

Note: the composite measure of infrastructure development is based on eight physical infrastructure indicators covering 40 esCaP member 
countries for 2007. see esCaP (2010b, p. 143) for details. 

Abbreviations: am=armenia; au=australia; aZ=azerbaijan; Bd=Bangladesh; Bt=Bhutan; Bn=Brunei darussalam; Cn=China; fJ=fiji; ge=georgia; 
HK=Hong Kong, China; id=indonesia; in=india; iR=iran (islamic Republic of); JP=Japan; Kg=Kyrgyzstan; KH=Cambodia; KR=Republic of Korea; 
KZ=Kazakhstan; la=lao People’s democratic Republic; lK=sri lanka; mn=mongolia; mo=macao, China; mv=maldives; my=malaysia; nP=nepal; 
nZ=new Zealand; Pg=Papua new guinea; PH=Philippines; PK=Pakistan; Ru=Russian federation; sB=solomon islands; sg=singapore; tH=thailand; 
tJ=tajikistan; tm=turkmenistan; to=tonga; uZ=uzbekistan; vn=viet nam; vu=vanuatu; Ws=samoa.
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Figure 3.1.     Infrastructure and gross domestic product per capita in Asia and the Pacific, 2007
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The rising tide of regional 
development opportunities will not lift 
all boats if these are separated by 

water locks

Source: esCaP computations based on data from international monetary fund, direction of trade statistics, Cd-Rom, august 2010; united nations 
statistics division, national accounts main aggregates database; CePii, Bilateral distances dataset, www.cepii.fr/anglaisgraph/bdd/distances.htm.

Figure 3.2.     Proportion of Asia-Pacific trade that is intraregional, 1993-2009
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Figure 3.2

and gdP per capita. there is also robust evidence 
of the importance of infrastructure for increasing 
productivity and reducing income inequality.3

Intraregional trade

according to a common model known as the “gravity 
equation”, the value of bilateral trade increases with 
the economic size of the trading partners, measured 
by their gdP, and decreases with their distance apart.4 
the model usually includes additional variables, such 
as the use of a common language or a common 
land border, although it omits other significant 
determinants, including sources of comparative 
advantage and trade policy regimes. according to 
this model about half of Asia-Pacific trade should 
be intraregional. 

This is illustrated in figure 3.2 for the period 1993-
2009, which compares modelled and actual data. in 
both cases the trend has been upwards. Between 
1998 and 2008 the proportion of trade that was 
intraregional increased from 46.7% to 51.5%, and the 
modelled value from 44.7% to 53.6%. until 2003, 
the actual shares exceeded the modelled values, 
but subsequently have been lower. This could reflect 
large trade surpluses. Between 1999 and 2008, the 
region accumulated a $3 trillion surplus with the united 
states and a $2 trillion surplus with the european 
union, which during that period represented 20% of 
the region’s imports. in comparison, between 1993 

enhancing connectivity requires a two-pronged 
approach. on one hand, it is necessary to build 
strong regional institutions for planning, managing and 
funding major cross-country initiatives – in physical 
infrastructure, trade, transport and harmonization of 
rules and regulations. at the same time it is important to 
provide specific support to the region’s least developed 
countries, landlocked developing countries and small 
island developing states so that they can take full 
advantage of better regional connectivity. this chapter 
considers these issues starting with assessments 
of connectivity in trade, investment, transport and 
information and communications technology. it also 
discusses the roles of regional and subregional 
institutions, as well as national policies, and their 
potential for promoting regional connectivity.
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and 1997 the region’s trade surpluses represented 
only 6% of its imports.

the trends in both modelled and actual intraregional 
trade suggest that the region could become an 
increasingly important market for its own exports, 
particularly if its gdP continues growing faster than 
that of the rest of the world. However, it may be 
asked: will this be supported by the region’s physical 
connectivity? Will governments of countries in the 
region be able to dismantle non-tariff measures and 
harmonize and simplify regulations?

the extent to which countries trade with partners 
within a region as vast as that of Asia and the Pacific 
can also be expected to differ across subregions. 
the proportion of trade of each subregion conducted 
within Asia and the Pacific is indicated in figure 
3.3, panel a. over the period 2006-2009 it varied 
from 66% for both the Pacific and South-East Asia 
to a low of 31% for north and Central asia, the 
countries of which are, on average, closer to europe 
than to the rest of the Asia-Pacific region. The low 
figure of 38% for South and South-West Asia can 
also be explained by its proximity to europe and 
the middle east.

Source: esCaP computations based on data from international monetary fund, direction of trade statistics, Cd-Rom, august 2010; united nations 
statistics division, national accounts main aggregates database; CePii, Bilateral distances dataset, www.cepii.fr/anglaisgraph/bdd/distances.htm.

Abbreviations: enea=east and north-east asia; nCa=north and Central asia; sea=south-east asia; ssWa=south and south-West asia.

Figure 3.3.     Intraregional trade shares of the Asia-Pacific subregions, 1993-1996 and 2006-2009
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Figure 3.3

The trends in both modelled and 
actual intraregional trade suggest 
that the region could become an 

increasingly important market for its 
own exports

over the period 2006-2009, the actual intraregional 
trade shares for north and Central asia, south and 
south-West asia, and east and north-east asia 
were lower than modelled, suggesting that these 
subregions have room for expanding intraregional 
trade. In the Pacific, on the other hand, the actual 
share was greater than modelled, probably as a 
result of the long distances between countries in 
that subregion and those in the rest of the world, 
which creates an incentive for them to trade more 
with each other.5

Between the periods 1993-1996 and 2006-2009 
both modelled and actual intraregional trade shares 
increased significantly. the greatest modelled 
increase, 8 percentage points, was in east and 
north-east asia, while the greatest actual increase, 
again 8 percentage points, was in south-east asia, 



111

Regional ConneCtivity and eConomiC integRation     CHaPteR 3

Table 3.1.     Decomposition of intraregional trade shares of the Asia-Pacific subregions, by partner subregions, 
        2006-2009

Source: esCaP computations based on data from international monetary fund, direction of trade statistics, Cd-Rom, august 2010; united nations 
statistics division, national accounts main aggregates database; CePii, Bilateral distances dataset, www.cepii.fr/anglaisgraph/bdd/distances.htm.

Notes: modelled shares are shown in parentheses within each cell. Cells where the actual intraregional trade share exceeds the modelled share 
by 2 percentage points or more are highlighted in yellow. Cells where the actual share is less than the modelled share by two percentage points 
or more are highlighted in red. see isgut (2011) for details on the computation of modelled shares.

followed by south and south-West asia and the 
Pacific (7 percentage points each). 

to offer more insights, table 3.1 decomposes 
intraregional trade shares of the asia-Pacific 
subregions by partner subregion; the data should 
be read horizontally. for instance, the intraregional 
trade share of east and north-east asia (51.9%) is 
decomposed as 32% with itself, 2.2% with north 
and Central Asia, 3.2% with the Pacific, 3.4% with 
south and south-West asia and 11.1% with south-
east asia. the table shows that the east and 
north-east asian subregion was the most important 
trading partner not just for itself but also for the 
other four subregions.

the numbers in parentheses in the table 3.1 show 
the modelled shares. the cells highlighted in yellow 
are those in which the actual trade shares exceed 
the modelled shares by 2 percentage points or 
more, indicating that trade is significantly larger 
than might be expected on the basis of the trading 
partners’ gdP and their distance apart. this may 
be the result of preferential trade agreements, good 

transport infrastructure, proper transport and trade 
facilitation, or complementarities that make trade 
particularly attractive. Conversely, cells highlighted in 
red are those in which the actual trade shares are 
less than the modelled ones by 2 percentage points 
or more, which could be explained by the lack of 
effective preferential trade agreements, insufficient 
transport infrastructure, high trading costs, poor trade 
facilitation or the lack of complementarities.

the main cases in which actual trade exceeds that 
indicated by the gravity model are within south-
east asia, within north and Central asia, between 
east and north-east asia and south-east asia and 
between the Pacific and both East and North-East 
asia and south-east asia. Possible explanations 
include the trade and investment promotion institutions 
of asean, infrastructure links in Central asian 
countries that were developed in the former union 
of soviet socialist Republics, the deployment of 
supply chains linking south-east asia with north 
and north-east asia and complementarities in 
production. Also significant are the relatively shorter 
distances from the Pacific to  South-East Asia and 

table 3.1
East and 

North East-
Asia

North and 
Central 

Asia
Pacific

South and 
South-West 

Asia

South-East 
Asia

Asia and 
the Pacific

east and north east-asia 32.0 2.2 3.2 3.4 11.1 51.9
(38.8) (3.1) (3.3) (6.7) (7.7) (59.5)

north and Central asia 14.9 8.3 0.2 6.5 1.4 31.3
(18.2) (4.6) (1.4) (8.6) (2.6) (35.5)

Pacific 37.6 0.3 8.8 3.6 15.5 65.8
(22.6) (1.7) (7.5) (5.5) (9.2) (46.6)

south and south-West asia 17.4 4.9 1.5 8.1 6.3 38.4
(20.1) (4.3) (9.8) (9.8) (5.2) (41.7)

south-east asia 32.7 0.6 3.8 3.7 25.0 65.9
(30.5) (1.8) (5.3) (7.0) (21.2) (65.7)

Asia and the Pacific 29.3 2.6 3.1 4.3 12.6 51.9
(31.3) (3.1) (3.5) (7.4) (8.7) (54.0)

Partner 
subregion

Subregion
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north and north-east asia –7,700 and 7,300 km 
respectively – compared with 11,400 km to north 
america and 15,400 km to Western europe.

the table highlights in red cases in which actual 
trade is less than the gravity model suggests. these 
include trade between east and north-east asia 
and West and south-West asia, trade within east 
and north-east asia, and trade between north and 
Central asia and east and north-east asia – all of 
which suggest unexploited opportunities. 

shows calculations of the complementarity index 
between and within Asia-Pacific subregions. This 
index measures the degree to which the export 
pattern of one subregion matches the import 
pattern of another. a high value of the index for 
a pair of subregions indicates that there is high 
potential for them to trade with each other. the 
results suggest that the region could benefit from 
a broader approach to regional integration, which 
focuses not just on deepening integration within 
subregions but also on fostering trade links across 
subregions.

Trade costs

the volume of trade could be adversely affected 
by various costs, including import tariffs, export 
taxes, costs related to fulfilling regulatory import and 
export requirements, and domestic and international 
shipping and logistics costs. in particular, the costs 
associated with completing documents and other 
import and export procedures for international trade 
can account for up to 15% of the value of traded 
goods.6 the analysis of this section is based on 
a broad measure of trade costs, drawn from the 
esCaP trade Cost database.7

Box 3.1. Complementarities in products

Since many Asia-Pacific countries export the same products as others in the region they may have less potential for trade with 
each other. The World Bank (2000) and Chen and Liao (2005) argue that the export structures of East Asian countries were 
becoming increasingly similar towards the mid-1990s and early 2000s, although a more recent study by Shirotori and Molina 
(2009) shows evidence of increasing trade complementarities among Asian developing countries. 
 
To assess the degree of complementarities across Asia-Pacific subregions, values of the complementarity index between their 
exports and imports for 2007 are shown below. The index is calculated as follows:

          ,

where     is the share of product p in subregion i’s exports and     is the share of product p in subregion j’s imports. In 
the hypothetical case where both shares coincide for all products, the summation is 0 and the value of the index is 100. If, 
instead, there is no overlapping between one subregion’s exports and the other subregion’s imports, the summation is 2 and 
the value of the index is 0. It should be noted that in general               (except when i = j), so one subregion’s exports  

! !

! 

CIij " CI ji!

The region could benefit from 
a broader approach to regional 

integration which focuses not just 
on deepening integration within 

subregions but also on fostering 
trade links across subregions 

although the gravity model provides useful insights 
about potential trade, it overlooks the product 
composition of exports and imports, which could 
play a role in determining the volumes of bilateral 
trade. to complement this analysis, box 3.1 

!
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Box 3.1 (continued)

can be complementary with another subregion’s imports even if the second subregion’s exports are not complementary with 
the first subregion’s imports. This could happen, for example, if the first subregion exports a wide array of products but the 
second subregion is very specialized in a few export products. In this calculation, the products are defined at the five-digit 
level of the Standard International Trade Classification (rev. 2) and the unit of analysis is the subregion.

Table. Complementarity index for trade between and within Asia-Pacific subregions, 2007

Source: esCaP based on data from the united nations Commodity trade statistics database (ComtRade) for 2007.

Note: the exports (imports) of a subregion are the sum of exports (imports) of all its countries.

Abbreviations: enea=east and north-east asia; nCa=north and Central asia; sea=south-east asia; ssWa=south and south-West asia. 

The results of this calculation, shown in the table above, suggest that there is an important degree of complementarity between 
the Asia-Pacific subregions. The pair of subregions with the most complementarities are East and North-East Asia (ENEA) and 
South-East Asia (SEA), with               = 60 and                = 55. The table also shows the complementarity index for  
trade within subregions (shaded). Interestingly, it shows that the highest degree of complementarity is within the East and 
North-East Asia subregion, the economies of which, as seen above, are trading less than expected (see table 3.1 above) and 
are characterized by high trade costs (see table 3.2 below). It is also noteworthy that, with the exception of East and North-
East Asia, the value of the complementarity index is lower for trade within a subregion than for trade between that and other 
subregions. For instance, the exports of North and Central Asia are more complementary with the imports of South-East Asia 
and South and South-West Asia than with imports from the North and Central Asia subregion itself. Similarly, exports from 
South and South-West Asia are more complementary with imports from East and North-East Asia and the Pacific. The case of 
East and North-East Asia suggests that there are important gains from trade to be realized from further regional integration 
within this subregion. The case of the rest of the Asia-Pacific subregions suggests the desirability of pursuing a broader 
approach to regional integration, which focuses not just on deepening integration within subregions but also in fostering trade 
links across subregions.

Finally, it should be emphasized that the index is based on historical data for 2007, and that the pattern of comparative advantage 
changes over time, as countries develop and diversify their exports. For instance, a similar calculation for 1995 reveals that 
South and South-West Asia increased substantially its complementarities with other Asia-Pacific subregions, from an average of 
31 in 1995 to 38 in 2007. Such an increase in the index was particularly sharp for exports from South and South-West Asia 
to South-East Asia (from 23 in 1995 to 37 in 2007), but was also important for exports from South and South-West Asia to 
East and North-East Asia (from 34 in 1995 to 40 in 2007). It is expected that these trends will continue in the future and 
not just for South and South-West Asia. If progress in regional integration and connectivity accelerate in the years to come, 
countries in the region will be able to greatly benefit from trade opportunities.

Source: esCaP.

 

Complementarity
index between exports of 

Subregion 1...

... and imports of subregion 2 Average of the complementarity 
index between exports of subregion 
1 and imports of other subregionsENEA NCA Pacific SEA SSWA

ENEA 64 49 55 55 44 51
NCA 33 24 23 34 42 33
Pacific 39 31 34 32 41 36
SEA 60 41 46 51 44 48
SSWA 40 36 39 37 37 38

! !
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Source: esCaP trade Cost database.

Note: the data are for the latest available year, 2008 in most cases. germany and the united states are included for reference.

Figure 3.4.     Comprehensive international trade costs between selected Asia-Pacific countries and Japan
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Figure 3.4

For illustration, figure 3.4 shows the costs for trading 
with Japan for a range of Asia-Pacific countries, 
along with those of two other trading partners: 
germany and the united states. expressed as an 
ad valorem tariff equivalent, the median value is 
158%, ranging from 45% for malaysia to a high of 
328% for Kyrgyzstan. distance is one factor: trading 
costs with Japan are lower for neighbouring countries, 
such as China and the Republic of Korea, as well 
as for australia, indonesia, malaysia, thailand and 
viet nam. However, distance is not the main factor. 
for instance, the distance from Bhutan to Japan 
is roughly the same as that to thailand – about 
4,500 km– but the cost of trade is almost five 
times higher. In general, trade costs are significantly 
higher for landlocked countries, such as afghanistan, 
armenia, Bhutan, georgia and Kyrgyzstan, as well 
as for Pacific island developing economies, such 
as fiji, samoa, tonga and vanuatu.

other costs include documents, administrative fees 
for customs clearance and technical control, customs 
broker fees, terminal handling charges and inland 
transport. These are reflected in the World Bank’s 
doing Business database. for instance, in 2010 the 
average cost of importing a 20-foot container for 
China, malaysia, the Republic of Korea, thailand 
and viet nam was $645, compared with $2,630 
for afghanistan, armenia, Bhutan, georgia and 
Kyrgyzstan. similarly, the average number of days 
to import was 15.8 for the first group of countries 
and 43.6 for the second.

Across Asia and the Pacific there are also significant 
differences in trade costs within and between 
subregions. as indicated in table 3.2, the trade 
efficiency of ASEAN is comparable to that of the 
north american free trade agreement (nafta) 
and the european union. But trade costs are more 
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Source: esCaP trade Cost database, www.unescap.org/tid/artnet/tcdb.asp.

Notes: asean4 comprises indonesia, malaysia, the Philippines and thailand; saaRC4 comprises Bangladesh, india, Pakistan and sri lanka; and 
eu5 comprises france, germany, italy, spain and the united Kingdom of great Britain and northern ireland; asean = association of southeast 
asian nations; aus-nZl = australia and new Zealand; eu = european union; nafta = north american free trade agreement; saaRC = south 
asian association for Regional Cooperation. 

Table 3.2.     Ad valorem intra- and extra-subregional trade costs, 2007

Percentage

ASEAN4 SAARC4
East and 

North 
East-Asia

North and 
Central 

Asia
AUS-NZL EU5 NAFTA

asean4 53
saaRC4 139 138
east and north east-asia 141 227 113
north and Central asia 280 282 204 149
aus-nZl 90 168 155 329 61
eu5 113 139 135 166 129 59
nafta 109 162 122 259 130 107 50

Partner

Reporter

than twice as high for saaRC, east and north-
east asia, and north and Central asia. in general, 
trade costs are lower within subregions because 
of geographic proximity as well as similarities in 
language and culture. 

for saaRC, however, intra-subregional trade costs 
remain high: they are only 1% lower than those 
between saaRC and asean or those between 
saaRC and the european union. trade is similarly 
expensive within north and Central asian countries 
– only 10% less than between this subregion and 
the european union. and trade costs within east 
and north-east asia are only 9% lower than those 
between this subregion and nafta. it should also 
be noted that the costs of trade between asian 
subregions are also high. for example, trade costs 
between asean and saaRC are nearly 30% higher 
than those between asean and nafta. similarly, 
trade costs between north and Central asia and 
saaRC are 70% higher than those between north 
and Central asia and the european union.

on a more positive note, the time spent in moving 
goods from factory to ship at the nearest seaport 
– or vice versa – fell on average by about 16% in 
esCaP developing economies between 2005 and 
2010, although the experience varied greatly from 

country to country.8 the greatest progress was in 
south-east asia, which cut its average time to only 
19 days; Cambodia and thailand cut their trade time 
by over 40%. india and Pakistan achieved similar 
improvements, although in south and south-West 
asia trade procedures still take 50% more time to 
complete than in south-east asia. the north and 
Central asian subregion, with its many landlocked 
countries, made small improvements, but procedures 
employed in moving goods to a seaport from most 
countries remain extremely lengthy (52 days on 
average). And no significant progress was made in 
the Pacific. Overall it still takes three times longer 
to complete trade procedures in esCaP developing 
economies than in esCaP developed economies.

However, in most ESCAP economies the inflation-
adjusted cost of trade procedures has marginally 
increased. this may be attributed partially to the 
increased cost of labour or to the greater demand 
for logistics and transport services as trade volumes 
increase. Between 2005 and 2010 the biggest increases 
in the average cost of moving goods from factory to 
seaport by container were for south and south-West 
asia (17%), and north and Central asia (9%).

trade costs are also affected by restrictions on the 
movement of vehicles and trains across borders. 
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for example, many countries allow only international 
transport by road within 30 to 100 km of their 
borders, or along limited routes, and designate only 
a few loading and unloading points. in addition, 
there are restrictions on the number of transport 
permits issued per year and on the length of 
their validity. in 2008 and 2009, the international 
Road transport union monitored road freight from 
the borders that China shares with Central asian 
countries to Western and Central europe and 
estimated that 40% of the overall travel time was 
being spent at national borders. these delays, 
together with the relatively high level of official and 
non-official payments at borders, act as deterrents 
to land-based road transport.

finally, it is clear from available statistics and 
consultations that logistics account for a substantial 
component of production costs. in indonesia, for 
example, logistics comprise 14% of total production 
costs compared with 5% in Japan.9  in China in 
2004, logistics costs accounted for 21.3% of the total 
gdP, while in thailand, the logistics costs in 2007 
were equivalent to 18.9% of gdP.10 Better logistics 
can provide a substantial boost to competitiveness 
and trade. for example, it has been estimated that, in 
Cambodia and the lao People’s democratic Republic, 
a 20% reduction in logistics costs could increase 
the trade-to-gdP ratio by more than 10%.11

Intraregional foreign direct investment

another important cross-border economic activity 
is foreign direct investment. in the past, most 
foreign direct investment (fdi) inflows to asia-
Pacific countries came from developed countries, 
but nowadays increasingly larger proportions come 
from developing countries. according to the united 
nations Conference on trade and development 
(unCtad), between 1985-1989 and 2005-2009 
those flows increased from an annual average of 
$9.5 billion to $234.7 billion – or from 5% to 15% 
of the global FDI outflows.12

this trend is roughly consistent with the “investment 
development path theory”, which states that, as 

countries develop, some of their firms acquire 
ownership advantages that enable them to compete 
successfully outside their home markets – either 
to access a larger market or to relocate some 
production to countries where costs are lower.13 

However, fdi now seems to be increasing more 
rapidly than predicted by theory. this is partly due 
to intense competition in home markets and more 
liberal investment policies and privatization, along with 
the need for fast-growing economies, such as China 
and india, to secure key resources. many developing 
countries also believe that by investing overseas 
domestic firms can catch up with established players 
and offset their latecomer status.14 

Companies from Asia-Pacific 
developing countries can contribute 

investment and technology to 
enhance the productive capabilities 

of lower-income countries in the 
region 

over the last two decades, esCaP developing 
economies have been the source of two significant 
waves of outward foreign direct investment (ofdi) 
(see figure 3.5). The first was between 1993 and 
1997 (up to the start of the Asian financial crisis), 
when these countries accounted for 12.8% of global 
OFDI flows. Of this amount, almost 80% came from 
the “newly industrialized economies”: Hong Kong, 
China; the Republic of Korea; singapore; and taiwan 
Province of China. the second wave started in 2004: 
from 2004 to 2008, esCaP developing economies 
accounted for an average of 10.5% of the global 
flows. During this second period, however, only 50% 
came from asian newly industrialized economies. in 
fact, between 1993-1997 and 2004-2008, China and 
india increased their joint share from 5% to 20% 
and the Russian federation increased its share 
from 1% to 18%.

Companies from asian and Pacific developing 
countries can have a significant impact in the 
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Source: esCaP based on data from unCtad (2010b).

Note: esCaP developed economies consist of australia, Japan and new Zealand.

Figure 3.5.    Share of ESCAP developed and developing economies in global outward foreign direct investment flows, 
      1992-2009
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Figure 3.5

region’s lower-income countries. they tend to invest 
in neighbouring countries that have similar economic 
conditions and institutions. these firms have an 
advantage over companies from developed countries 
because their technologies are more appropriate to the 
factor endowments and market sizes of the recipient 
developing countries. the smaller technological gap 
puts these firms in a good position to transfer and 
diffuse knowledge and competencies.15 Such firms can 
contribute much-needed investment and technological 
expertise to enhance the productive capabilities of 
lower-income countries. 

Many low-income countries in Asia and the Pacific 
now get most of their fdi from other developing 
countries in the region. in nepal, for instance, 
india (in manufacturing and services) and China (in 
manufacturing) account for more than half of fdi; 
in sri lanka, many of the foreign manufacturing 
firms are indian; in mongolia, most of the fdi 
comes from China and the Russian federation.16 an 
important contribution to such flows has been the 
development of regional production networks. as a 
result, China and malaysia, for example, have been 
investing in emerging countries such as viet nam. 
Industries that have benefited from intraregional FDI 

flows are electronics, steel and automotives. Banking 
has also been expanding: for example, a Chinese 
commercial bank, the industrial and Commercial Bank 
of China, has recently acquired financial institutions 
in indonesia and thailand.

OFDI not only benefits the destination countries but 
also boosts the competitiveness and performance 
of firms and industries in the source country. To 
encourage this type of investment, asian countries 
have therefore been liberalizing regulations on capital 
account outflows and, in some cases, providing 
financing for domestic firms seeking to invest 
abroad.17 in China, for example, the government has 
declared its intention to develop national champions 
that can compete on the global stage.18 similarly, 
the government of india has gradually liberalized its 
ofdi policies, initially raising the threshold for the 
automatic approval of proposals and then in 2004 
removing the limit and allowing indian enterprises to 
invest abroad up to 100% of their net worth.19 

Regarding investment facilitation, a number of 
bilateral and subregional free trade agreements 
(ftas) have provisions for investment liberalization, 
besides numerous bilateral treaties that are generally 
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confined to investment promotion and protection, 
and to frameworks for the settlement of disputes. in 
addition a network of bilateral double tax avoidance 
treaties has been signed by a number of countries 
in the region to facilitate investments. in the asia-
Pacific region, asean has the most developed 
provisions on intraregional investment promotion 
and facilitation. 

Preferential trading arrangements

as discussed above, the last decade has witnessed 
a steady increase in intraregional trade flows, a 
trend that is expected to deepen in the future as 
a result of the higher rate of economic growth of 
Asia-Pacific countries compared with the rest of the 
world. However, important differences in the cost of 
trade across countries and subregions remain. in this 
context, the significantly lower costs of trade among 
asean countries compared with other subregions 
in asia and the Pacific suggest that preferential 
trading arrangements may play a role in stimulating 
trade. therefore, expanding such arrangements 
region-wide could result in reduced trade costs 
and increasing volumes of trade across the region. 
lowering trade costs is particularly important to enable 
smaller countries to extend their markets and reap 
efficiency gains by exploiting economies of scale  
and specialization. Such process of efficiency-seeking 
industrial restructuring also facilitates the creation of 
supply capabilities in relatively poorer countries and 
their convergence to higher levels of development.20 
this section provides an overview of the region’s 
preferential trading arrangements and suggests 
possible ways to creating a unified regional market 
to foster efficiency-seeking industrial restructuring.

Countries in Asia and the Pacific have been late 
starters in exploiting the potential of preferential 
trade agreements, as they tended to rely more on 
the multilateral trading system. Before the turn of 
the century, preferential trading arrangements in the 
region were limited to a few between countries in 
Central Asia, others in the Pacific subregion, the 
Bangkok Agreement (later known as the Asia-Pacific 
trade agreement, or aPta), a framework agreement 

on the asean fta, and bilateral agreements 
between india and nepal and between the lao 
People’s democratic Republic and thailand. at the 
turn of the century, bilateral ftas and regional trade 
agreements (Rtas) were given due recognition in 
the trade policy of the Asia-Pacific region because 
of two factors. one was the growing importance of 
Rtas in the Western world, which started with the 
formation of the single european market in 1992 
and the north american free trade agreement 
(nafta) in 1994. that trend was followed by the 
implementation of similar arrangements in the rest 
of the world, such as the southern Common market 
(mercosur) in south america and the Common market 
for eastern and southern africa (Comesa), leading 
to more than half of global trade being conducted 
on a preferential rather than most favoured nation 
basis. the second factor was the recognition of the 
importance of regional economic interdependence in 
the aftermath of the 1997/98 Asian financial crisis, 
which led to the formation of the asean+3 (China, 
Japan and the Republic of Korea) grouping. such 
recognition also contributed to strengthening the 
asean dialogue partnership process, which has 
brought together the leaders of the 10 asean 
countries with those of australia, China, india, Japan, 
new Zealand and the Republic of Korea for annual 
summits on the sidelines of the asean summits, 
and to the creation of a new annual forum, the 
east asia summit.21  these interactions have led to 
the negotiation and implementation of multiple ftas 
between asean countries, both individually and as 
a grouping, and their dialogue partners, creating a 
veritable Asia-Pacific RTA “noodle bowl”. 

one decade later, at the end of 2010, there were 
170 preferential agreements involving at least one 
esCaP member state, 115 of which were in force, 
16 were pending country ratification and 39 were 
under negotiation. of these 170 agreements, 125 
were bilateral ftas and 95 were signed between 
an asia-Pacific country and a country outside 
the region. subregional trade agreements include 
the asean free trade area (afta), the Bay of 
Bengal initiative for multi-sectoral technical and 
economic Cooperation (BimsteC) fta, the economic 
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Cooperation organization trade agreement (eCota) 
and the south asia free trade area (safta). 

most Rtas with members from the asia-Pacific 
region only are aimed at eliminating tariffs and 
other trade barriers. trade agreements include rules 
of origin to avoid trade deflection to unintended 
partners. for some, especially the most recent 
ones, their scope extends beyond trade in goods to 
cover trade in services, investments and economic 
cooperation, in order to exploit the full potential of 
regionalism. While liberalization of trade in goods is 
generally on a negative list basis, that is, covering 
all products except those on a small exclusion list, 
trade in services and investment are liberalized 
generally on a progressive or positive list basis. 
However, some ftas, such as the Japan-singapore 
economic agreement for a new age Partnership, 
include investment liberalization on a negative list 
basis as well, and a few have provisions for the 
movement of natural persons, such as the Japan-
Philippines economic Partnership agreement, which 
allows the movement of medical caregivers to Japan, 
subject to a limit. 

agreements such as afta, safta, BimsteC, 
Pacific Island Countries Trade Agreement and APTA 
provide room for special and differential treatment 
for least developed countries, offering them longer 
periods for tariff elimination, along with special 
measures regarding rules of origin. 

the asia-Pacific network of ftas and Rtas, 
summarized in figure 3.6, presents a picture of a 
dense web of trade arrangements criss-crossing the 
region mostly within the subregions but also linking 
subregions. for instance, eCota links some Central 
asian countries with some south and West-asian 
countries and BimsteC links south asian countries 
with some South-East Asian countries. The figure 
shows that North and Central Asia and the Pacific 
island developing economies are mostly unconnected 
with the rest of the region. it also shows that some 
countries, such as australia, China, india, Japan, 
malaysia, new Zealand, the Republic of Korea, 
singapore and thailand, are important hubs, with 
bilateral agreements linking them with other countries 
in their subregion and in three other subregions. 
asean is the only subregional grouping that has 
trade agreements with countries in other subregions. 
the emerging asean+3 (eafta) and asean+6 
(CePea) agreements, while not yet formally under 
negotiation, are included for reference. 

While these agreements provide incentives to 
increase trade among their members, their bilateral 
and subregional nature does not contribute to 
the creation of a seamless, larger market in the 
region. one of the key components of a scheme 
of economic integration is to create a larger 
integrated market through trade liberalization and 
trade facilitation that would enable businesses in 
the region to be restructured on the most efficient 
basis and to exploit economies of scale, scope and 
specialization. This process of efficiency-seeking 
industrial restructuring could offer substantial welfare 
gains for participating countries. The benefits of 
extended markets could be particularly significant 
for smaller economies. indeed, the diversity in the 
levels of development across the region makes 
regional economic integration particularly fruitful as 

Because of their bilateral and 
subregional nature, trading 

arrangements in Asia and the 
Pacific are not contributing to the 

creation of a seamless, larger 
market in the region

the process of asean economic integration is the 
most advanced in the region. it covers a progressive 
deepening, with afta being complemented by 
a number of agreements, including the asean 
framework agreement on trade in services (afas), 
the asean industrial Cooperation scheme and the 
asean investment area, with the goal to form an 
asean economic community, comprising a single 
market, by 2015. following the asean lead, saaRC 
also adopted the saaRC agreement on trade in 
services (satis) in 2010 to complement its safta 
and it is working on an investment agreement. 
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Figure 3.6.     The Asia-Pacific network of preferential trading arrangements

Sources: ESCAP, based on data from the Asia-Pacific Trade and Investment Agreements Database, available from www.unescap.org/tid/aptiad/agg_db.aspx.

Notes: This figure represents 78 trade agreements among 51 ESCAP Asia-Pacific countries. Only agreements in which all the members are Asia-Pacific 
countries are included. yellow circles represent countries, small red circles represent bilateral agreements and large red circles represent subregional agreements. 
Dashed lines represent agreements under negotiation and dotted lines represent emerging agreements (EAFTA and CEPEA). The figure was created using 
the program Cytoscape, which is available from www.cytoscape.org.

Abbreviations: afg=afghanistan; aRm=armenia; aus=australia; aZe=azerbaijan; Bgd=Bangladesh; Btn=Bhutan; BRn=Brunei darussalam; KHm=Cambodia; 
CHn=China; CoK=Cook islands; fJi=fiji; geo=georgia; HKg=Hong Kong, China; ind=india; idn=indonesia; iRn=iran (islamic Republic of); JPn=Japan; 
KaZ=Kazakhstan; KiR=Kiribati; KgZ=Kyrgyzstan; lao=lao People’s democratic Republic; maC=macao, China; mys=malaysia; mdv=maldives; mHl=marshall 
islands; fsm=micronesia (federated states of); mmR=myanmar; nRu=nauru; nPl=nepal; nZl=new Zealand; niu=niue; PaK=Pakistan; PlW=Palau; Png=Papua 
new guinea; PHl=Philippines; KoR=Republic of Korea; Rus=Russian federation; Wsm=samoa; sgP=singapore; slB=solomon islands; lKa=sri lanka; 
tWn=taiwan Province of China; tJK=tajikistan; tHa=thailand; ton=tonga; tuR=turkey; tKm=turkmenistan; tuv=tuvalu; uZB=uzbekistan; vut=vanuatu; 
vnm=viet nam.
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the synergies between factor endowments, production 
structures and specializations provide for mutually 
beneficial exchanges as highlighted by the analysis 
of complementarities reported above. the region is 
becoming aware of the potential for broader regional 
economic integration as a number of leaders, 
including those from australia, india, Japan and 
the Philippines, have articulated visions of broader 
pan-asian economic communities. 

in particular, CePea, which represents about 80% 
of the region’s population and gdP, could constitute 
the nucleus for an incipient Asia-Pacific-wide free 
trade area to which other countries in the region 
could accede in the future.

a complementary option could be to set up 
a regional framework to enable members of 
subregional groupings to exchange market access 
on a reciprocal basis. a good example of such a 
framework could be the european economic area 
(eea) through which three of the four members 
of the european free trade association, namely 
iceland, liechtenstein and norway, entered a free 
trade agreement with the european union. given 
the large number of subregional groupings that exist 
in the Asia-Pacific region, a regional framework to 
facilitate the signing of agreements, such as the 
european economic area, among them could be 
useful. a broad regional organization with convening 
power in Asia and the Pacific, such as ESCAP, 
could provide a platform and a forum to assist in 
evolving such a framework.

finally, in view of the wide developmental gaps in 
the Asia-Pacific region, an important objective of a 
broader economic integration in the region should be 
to bring about convergence in the levels of economic 
development of all countries through the optimum 
deployment of the region’s resources. However, there 
is some evidence suggesting that increased trade 
by itself, even if balanced, does not always ensure 
economic development. Complementary policies on 
investment in infrastructure and public goods such 
as education and research and development, as 
well as regional and sectoral programmes, are 
also needed. 

Transport links

merchandise trade depends on effective transport 
links. Today, Asia is home to the world’s top five 
container ports: singapore; shanghai, China; Hong 
Kong, China; shenzhen, China; and Busan, Republic 
of Korea. together they account for 23% of global 
container throughput. over the past three decades 

CEPEA, which represents about 
80% of the region’s population and 
GDP, could constitute the nucleus 

for an incipient Asia-Pacific-wide free 
trade area to which other countries 
in the region could accede in the 

future

in the context of broader regional economic 
integration, two initiatives resulting from the asean 
dialogue partnership could serve as stepping 
stones to a broader, unified asia-Pacific market 
and economic community: an east asia free trade 
agreement (eafta) proposed within the framework 
of the asean+3 summit, and the comprehensive 
economic partnership of east asia (CePea) 
proposed within the framework of the east asia 
summit combining asean+6 countries. feasibility 
studies on these two proposals were conducted in 
parallel by track-ii study groups and their reports 
were presented to the respective leaders at the 
fifteenth east asia summit held in Cha-am/Hua 
Hin, thailand, in october 2009. four asean-plus 
working groups were appointed by the leaders of the 
respective countries to work further in parallel on the 
recommendations of the eafta and CePea studies. 
independent simulation studies using computable 
general equilibrium models show that the eafta 
and CEPEA proposals would offer significant welfare 
gains for their member countries. Higher welfare gains 
were reported for CePea compared with alternative 
options probably because of synergies brought by 
additional members, such as australia, india and 
new Zealand, and indeed a much larger market.22 
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China in particular has dramatically increased its 
port throughput: between 1983 and 2005 such 
throughput rose from 1 million to 43.6 million 20-
foot equivalent units.

the most important liner routes from asia are still 
to europe and north america. However, there has 
been a substantial increase in intra-asian container 
shipping, particularly between China, Japan and the 
Republic of Korea, and between these countries 
and those in south-east asia. China now tops the 
unCtad liner shipping connectivity index, followed 
by Hong Kong, China; and singapore. other asian 
economies, namely india, Japan, malaysia,  the 
Republic of Korea, sri lanka, taiwan Province 
of China and thailand, were among the top-25 
economies (see figure 3.7).

many governments of countries in the region have  
established special economic zones or export  
processing zones near their maritime ports. such  
facilities, combined with the liberalization of some 
manufacturing sectors, the reduction of shipping 
costs, dedicated industrial infrastructure and 

improvements in communication technologies and 
internet connectivity, have opened up a broader range 
of potential manufacturing locations. transnational 
corporations can now break down production into 
discrete functions and carry them out in the most 
cost-effective locations, taking advantage of access 
to resources and capabilities, thus enabling them 
to gain competitive advantage to better penetrate 
important growth markets. 

these factors have helped to disperse productive 
capacities across the region, but have also increased 
the significance of transport and logistics costs. 
as a result, much of the new growth has been 
concentrated in coastal areas, leaving large hinterland 
areas relatively underdeveloped. 

the region’s land transport networks have streng-
thened since the 1990s, although, as elsewhere in 
the world, this phenomenon has been more rapid for 
road than for rail networks. in most countries road 
networks have increased faster than the population. 
Between 1993-1997 and 2003-2007 road networks 
increased fastest for China, at an annual average 

Source: unCtad, unctadstat.unctad.org/tableviewer/tableview.aspx?Reportid=92.

Notes: The index has five components: (a) number of ships; (b) the container carrying capacity of those ships in 20-foot equivalent units; (c) the 
number of companies; (d) the number of services; and (e) the maximum ship size, always referring to the ships that are deployed to provide liner 
shipping services to a country’s port(s).

Figure 3.7.     Liner shipping connectivity index, 2004 and 2010Sri Lankaa
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growth rate of 9.3%, followed by viet nam (7.2%) 
and the Russian Federation (5.9%) (see figure 3.8). 
the increase in rail networks was slower: in China, 
it was at an annual rate of 1.2%, followed by the 
Republic of Korea (0.8%) and viet nam (0.5%). 
The faster expansion of roads probably reflects the 
significantly higher costs of extending rail networks; 
it might also reflect the rising demand among the 
middle classes for using automobiles.23 

In recent years, regional transport has benefited 
from intergovernmental frameworks (see figures 3.9 
and 3.10). the intergovernmental agreement on the 
asian Highway network,24 for example, which entered 
into force in 2005 under the esCaP auspices, sets 
out the route alignment for roads of international 
importance and defines technical standards. While 
the infrastructure along the asian Highway is of 
varying quality it has been improving: between 2004 
and 2008, the proportion of the roads under class 
iii (2 lanes, paved) fell from 16% to 8%.25 

similarly, esCaP facilitated the intergovernmental 
agreement on the trans-asian Railway network, 
which entered into force in 2009, aims at constructing 
missing links and dealing with the problem of 

differences in track gauges between countries. 
the latter are being overcome by improvements 
in logistical capacity and equipment.

despite these efforts, it is still often expensive to 
move goods to the hinterlands and across countries. 
this reflects not just the distances involved but 
also high operating costs for trucks due to poor 
roads and ageing vehicles, high transshipment costs 
and delays at border crossings due to complex 
procedures. at a particular disadvantage are the 
landlocked countries in Central asia, for which 
reaching external markets involves multiple border 
crossings. The Pacific island developing economies 
face other challenges. not only are they far from 
major ports, but with small populations and low 
productive capacities they do not warrant regular 
liner services, so they face high transport costs 
and low profits.26 

some countries are overcoming the problems posed 
by geography and economic size by developing air 
transport. indeed, the international air transport 
association reported that, despite the global 
economic downturn, airlines in Asia and the Pacific 
outperformed the industry average. the association 

Source: esCaP, based on World Bank, World development indicators.

Note: The figure shows the annual average growth rates in the number of kilometres of roads and railroads between the periods 1993-1997 and 
2003-2007.

Figure 3.8.     Growth of road and rail networks, selected Asia-Pacific countries, 1993-1997 to 2003-2007
Sri Lankaa
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Figure 3.9.     Asian highway network

of Asia Pacific Airlines estimated that in October 2010 
year-on-year traffic was up by 8.2% for passengers 
and by 16.6% for freight. much of this growth is 
attributed to strong demand on intraregional routes. 
However, the high cost of air transport limits its use 
to low-weight, low-volume, high-value products, such 
as organic foods for european markets. 

Between 1993-1997 and 2003-2007, most asia-
Pacific countries saw a significant increase in both 
the number of air passengers and the volume of air 
freight. For those included in figure 3.11, the median 
annual rate of growth was about 4%; compared 
to 2.5% for the world. the annual rate of growth 
in the number of air passengers was highest in 
China (11.1%), viet nam (9.2%), india (7.9%) and 

Source: esCaP.

the islamic Republic of iran (5.4%). the volume of 
air freight increased spectacularly in China (16.4% 
per annum), followed by viet nam (8.8%), malaysia 
(8.6%) and the Russian federation (5.6%).

Developing an integrated international transport 
network

the intergovernmental agreement on the asian 
Highway network and the intergovernmental 
agreement on the trans-asian Railway network 
have contributed to infrastructure investment and 
also triggered several multilateral initiatives. for 
instance, the asian development Bank (adB) recently 
initiated a project on the development of priority 
asian Highway routes and trans-asian Railway 

Source: esCaP.
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Figure 3.10.     Trans-Asian railway network

Source: esCaP.

lines in collaboration with esCaP. the networks 
are forming the basis of infrastructure cooperation 
through other subregional organizations, such as 
asean, economic Cooperation organization (eCo) 
and saaRC. in addition, the trans-asian Railway 
network is increasingly being used for cross-border 
movements of container block trains. 

the main challenge for transport connectivity now 
is to improve linkages between modes, for example, 
between ports, roads and railways. it will also be 
important to extend routes to hinterland areas and 
through landlocked countries and transit countries, 
as well as to small island developing states in the 
Pacific. To assist in the integration of the networks, 
esCaP is developing a third intergovernmental 

agreement focusing on international dry ports along 
the asian Highway and trans-asian Railway networks 
(see box 3.2).

another approach is the development of transport 
corridors. the Central asia Regional Cooperation 
programme of adB, for example, has identified 
a number of priority corridors and is planning to 
combine infrastructure investments with activities 
to streamline cross-border procedures. Corridor-
based approaches also lend themselves to railway 
services. for example, in 2009 there was a trial 
run of a container block train on the 6,500-km 
rail route from islamabad to istanbul, turkey, via 
tehran. these demonstration runs have shown a 
clear time advantage. 
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Transport and trade facilitation

While building physical transport infrastructure 
is important to facilitate trade across borders, a 
geographical simulation study found that border costs 
constitute a much more serious obstacle.27 Reducing 
these trade costs is a great challenge because 
transport and trade facilitation measures are wide-
ranging in complexity and resource requirements, 
and to be effective they depend on the level 
of infrastructure and the quality of the business 
regulatory environment. However, many countries 
in the region have fully realized the importance of 
streamlining procedures and are now engaged in 
the implementation of advanced facilitation measures, 
often taking advantage of modern information and 
communications technologies. 

Streamlining trade documents. the preparation of 
documents takes about four times the amount of 
time needed for customs clearance and technical 
control at borders.28 most countries now rely more 
on electronic data interchange; the long-term goal is 
to set up national electronic single windows through 
which traders can submit all the information online 
and also pay duties and receive relevant authorization 
and clearance. Hong Kong, China; the Republic of 

Korea; and singapore are world leaders in the use 
of single windows. However, their full benefits cannot 
be realized until the electronic data and documents 
in a national single window can be accepted by 
authorities in partner economies. although international 
standards have been developed to address technical 
issues related to cross-border data exchange, there 
has been little progress in developing an international 
legal framework. even the pioneering asean single 
Window initiative, which is aimed at creating a regional 
single window by 2012, has struggled to establish the 
necessary legal basis for electronic exchange.

The full benefits of single 
windows cannot be realized until 

the electronic data and documents 
in a national single window can 

be accepted by authorities in 
partner economies.

Figure 3.11.     Air transport indicators, 1993-1997 and 2003-2007, selected Asia-Pacific countriesSri Lankaa
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Source: esCaP based on World Bank, World development indicators.

Abbreviations: CHn=China; ind=india; idn=indonesia; iRn=iran (islamic Republic of); JPn=Japan; KoR=Republic of Korea; mys=malaysia; 
Rus=Russia; tHa=thailand; vnm=viet nam.

to build capacity for single windows and paperless 
trade, esCaP and the economic Commission 
for europe in 2009 established a community of 
knowledge and practice: the united nations network 
of experts on Paperless trade for asia and the 



127

Regional ConneCtivity and eConomiC integRation     CHaPteR 3

Box 3.2.  Developing dry ports

In the past, inland freight facilities were designed to handle simple functions, such as temporary container storage. However, now 
they are offering a wider range of services to support the transport and logistics needs of companies engaged in international 
trade. A dry port, for example, provides services for containers, as well as bulk cargoes entering by any mode of transport. 
According to ESCAP, dry ports should also, whenever possible, offer full customs and related services, such as inspections of 
cargos for export and import. 

Dry ports enable goods to be transferred efficiently between transport modes. They can also serve as magnets for investment in 
manufacturing, agricultural processing and associated transport services, thereby stimulating local development and increasing 
employment. The ESCAP region has a number of successful dry ports, such as the Uiwang Inland Container Depot near Seoul and 
those of the Container Corporation of India which has 59 inland container depots, of which 49 are export-import depots.

Dry ports can add value to the logistics chain by offering single-window facilities to the various agencies involved in containerized 
cargo, such as customs, railways, road hauliers, freight forwarders and shipping lines. 

A comprehensive regional strategy to develop dry ports at key locations would ensure more evenly spread economic growth and 
may also encourage modal shifts from road to rail and to inland waterways. In this regard, ESCAP will continue to collaborate 
with member States in 2011 and 2012 to define and finalize an intergovernmental agreement on dry ports along the routes of 
the Asian Highway and the Trans-Asian Railway networks.

Source: esCaP.

Pacific (UNNExT). Some of the UNNExT tools, such 
as the Business Process analysis guide to simplify 
trade Procedures, have already been applied in 
almost a dozen countries. 

most regional trade agreements now include pro- 
visions for trade facilitation. for example, the latest 
asean trade in goods agreement, which came into 
force in 2010, includes an entire chapter on trade 
facilitation, while the third round of negotiations on 
aPta also resulted in a trade facilitation framework 
agreement in 2009 among China, india and other 
members of aPta. there have also been less formal 
approaches, such as the voluntary but systematic 
preparation by Asia-Pacific Economic Cooperation 
(aPeC) members of an individual trade facilitation 
action plan and annual reporting of progress. this 
provides a potentially useful model for strengthening 
regional cooperation among all esCaP members, by 
providing an inventory of trade facilitation measures 
and highlighting examples of effective practice.

Facilitating border crossing. in the area of transport 
facilitation, the harmonization of legal regimes 

related to international transport is a prerequisite to 
ensuring the smooth movement of goods through 
national borders and optimizing the overall efficiency 
of international transport. according to the almaty 
Programme of action, addressing the special needs 
of landlocked developing Countries within a new 
global framework for transit transport Cooperation 
for landlocked and transit developing Countries,29 
international conventions in the area of international 
transport and transit, as well as regional and bilateral 
agreements, should be considered by landlocked 
developing countries as the main vehicles by which 
harmonization, simplification and standardization could 
be achieved. However, progress in implementing 
Commission resolution 48/11 of 23 april 1992, 
which recommended that countries in the esCaP 
region accede to seven international conventions, 
has been uneven. the 12 landlocked countries in 
the region have acceded, on average, to only 4 of 
the 7 conventions, and only 2 countries, Kyrgyzstan 
and uzbekistan, have acceded to all of them. 
furthermore, some transit countries neighbouring the 
region’s landlocked countries have acceded to even 
fewer conventions, leading to a territorial discontinuity 
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not yet entered into force, and the unCtad/iCC 
(international Chamber of Commerce) Rules for 
multimodal transport documents.

many esCaP member countries have recognized 
the importance of logistics services and reflected 
this in their national development plans. for example, 
China has included measures to promote the rapid 
development of logistics in its eleventh five-year 
plan. in support of asean vision 2020 strategies 
for economic integration, the economic ministers of 
the association resolved that logistics should be 
the asean economic Community’s twelfth priority 
sector for integration. further efforts should be 
directed towards improving all aspects of logistics 
systems, including transport and communications 
infrastructure and equipment; international, regional 
and national rules, policies and institutions; and the 
professionalism of all actors.

Improving cooperation and coordination. trade 
facilitation could benefit from better inter-agency 
cooperation and consultation with the private sector, 
more use of information and communications 
technologies and generally a more integrated 
approach to trade, transport and connectivity. While 
these issues are national they also affect connectivity 
with neighbours and the rest of the region. at the 
national level, governments need to strengthen 
institutional mechanisms to remove bottlenecks, based 
on high-level political support and the involvement 
of multiple agencies and the private sector. one 
option is to designate single national lead agencies 
for transport and trade facilitation. governments can 
declare their determination eventually to establish full 
fledged single windows and make a start on a detailed 
analysis of the processes to be streamlined.

at the regional level, such measures can be 
accompanied by a harmonized framework for 
electronic exchange of trade data and documents. 
this could involve, for example, creating an asia-
Pacific coordination mechanism that brings together 
representatives of key regional and subregional 
organizations, such as adB, aPeC, asean, esCaP 
and saaRC. it could also involve bilateral and global 

in their application, which significantly affects their 
effectiveness. the barriers hindering accession to the 
international conventions include costs of adjustment to 
meet their requirements, difficulties in implementation 
and inadequate national capacities. 

Barriers of access to international 
transport and transit conventions 
include costs of adjustment to 

meet their requirements, difficulties 
in implementation and inadequate 

national capacities.

in recent years, subregional organizations have 
been actively promoting subregional agreements 
on cross-border or transit transport. asean, for 
example, has adopted the framework agreement 
on the facilitation of goods in transit and the 
framework agreement on the facilitation of inter-
state transport, while a subset of asean member 
states plus China has also adopted the agreement 
on facilitation of Cross-border transport of goods 
and People in the greater mekong subregion. 
eCo member states have also adopted a wide-
reaching transit transport framework agreement. in 
recent years esCaP has been providing technical 
support for the formulation of an agreement among 
members of the shanghai Cooperation organization 
on facilitation of international Road transport. the 
effectiveness of these agreements will partly depend 
on the harmonization of arrangements for cross-
border and transit transport across subregions.

Improving logistics and freight forwarding. Efficient 
movement of goods also depends on the performance 
of the logistics and freight forwarding industry. 
some countries monitor the industry quite closely, 
requiring bonds and compulsory training and 
certification. However, many countries have yet to 
establish liability regimes for loss of, or damage to, 
goods while in the custody of service providers. 
such liability regimes are based on a combination 
of the united nations Convention on international 
multimodal transport of goods of 1980, which has 
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donors and be linked with the annual Asia-Pacific Trade 
facilitation forum organized by esCaP in collaboration 
with adB and many other organizations.

all these activities need to take place in an 
integrated manner. an electronic single window, 
for example, will not be successful if the basic 
iCt infrastructure is not already in place. similarly, 
there will be little progress in corridor approaches 
without accompanying legal and regulatory changes 
at the national level. in addition, boosting trade will 
require improvement in the business environment 
which includes,  for example, ready access to credit 
information and the capacity to enforce contracts.

Information and communications 
technology connectivity

information and communications technologies (iCt) 
have revolutionized the way in which people and 
businesses communicate and exchange information. 
iCt connectivity infrastructure can be categorized 
as wired, wireless and satellite. fibre-optic wired 
connectivity occurs via submarine or terrestrial 
cables. for submarine cables, the asia-Pacific 
region relies almost exclusively on those installed 
by various consortia; however, for terrestrial cables, 

countries have been building up their own networks 
to expand backhaul services.

Source: esCaP, based on World Bank, World development indicators.

Note: figures are simple averages for the countries in each subregion.

Figure 3.12.     Mobile telephone subscriptions and fixed lines, by subregion, 1993-2008
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For the poor, who are gaining 
access to telecommunication services 
for the first time, mobile technology 

is a tool for economic empowerment

the most astounding development in the region’s iCt 
connectivity, however, has been the rapid diffusion 
of mobile telephone networks and services (see 
figure 3.12). For the poorest countries almost all 
telephone lines are now mobile, as in afghanistan 
(99%), Bangladesh (97%), Bhutan (92%) and 
Cambodia (99%). Just as important, access to mobile 
telephones has become more equal. Between 2000 
and 2009, the Gini coefficient of the distribution 
of mobile telephone subscriptions across countries 
decreased from 0.75 to 0.55.

for the poor, who are gaining access to tele-
communication services for the first time, mobile 
technology is a tool for economic empowerment.30 for 
instance, after the introduction of mobile telephones in 
Kerala, India, in 1997, fishermen started telephoning 



130

eConomiC and soCial suRvey of asia and tHe PaCifiC 2011

Figure 3.13.     International Internet bandwidth per capita in Asia and the Pacific, 2007, selected countries

while still on their boats to choose the best beach 
market for selling their catch. This has benefited both 
fishermen and consumers, evening out the price of 
fish along the coast and reducing waste.31 

Nevertheless there is still significant inequality in ICT 
connectivity. the least developed countries and the 
Pacific island developing economies have on average 
fewer than 28 mobile telephone subscriptions per 
100 persons, compared with an average of 99 in 
high-income countries. internet usage remains low: 
1 per 100 people in least developed countries, 6 in 

Pacific island developing economies and only 19 in 
the middle-income countries, compared with 78 in 
high-income countries. in addition, despite several 
countries having announced national plans for setting 
up broadband services, broadband penetration 
rates remain well below 10% of the population in 
developing countries of the region. moreover, the data 
on international internet bandwidth, which measures 
the contracted capacity of international connections 
between countries for transmitting Internet traffic, 
reveals that great inequalities exist across countries 
in the Asia-Pacific region (see figure 3.13).

Source: esCaP, based on data from the international telecommunication union, World telecommunication/iCt indicators database, 2010.
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deficiencies in broadband internet services are 
hampering efforts to increase cost efficiency 
and productivity, particularly among small and 
medium-sized enterprises, which typically operate 
in highly competitive environments. inadequate 
services reduce the opportunities for synergies 
among telecommunications, electricity, water and 
transportation grids, which could enable, for 
example, the design of “smart buildings” that use 
iCt innovations to control energy consumption. they 
also reduce the possibility of communities to access 
images, video and audio through the internet, which 
could reach even illiterate people and children.

an important obstacle is the cost of deploying land-
based fibre-optic cables. This is especially difficult in 
countries such as mongolia, with widely dispersed 
populations, or in countries such as the lao People’s 
Democratic Republic and Nepal, with their difficult 
terrain, or in remote island countries in the Pacific. 
such countries can instead use satellites, although 
connections are slow and more expensive. With 
limited purchasing power, small economies have less 
bargaining strength in dealing with international service 
providers, although they can improve their positions 
through coordination and group negotiations.32 other 
areas of possible cooperation include sharing ground 
facilities for satellite antennae, as well as for servers 
and information systems. 

across the region, there have been a number of 
initiatives on land-based, fibre-optic cabling. Progress 
continues, for example, in completing and upgrading 
the national sections of the greater mekong subregion 
information superhighway network. similarly, the 
south asia subregional economic Cooperation 
information Highway Project is aimed at enhancing 
connectivity between Bangladesh, Bhutan, india 
and nepal. the trans-eurasia information network 
provides high-capacity connectivity between research 
institutions in australia, China, india, indonesia, Japan, 
the lao People’s democratic Republic, malaysia, 
nepal, Pakistan, the Philippines, the Republic of 
Korea, singapore, sri lanka, taiwan Province of 
China, thailand and viet nam and is expanding 
into Bangladesh, Bhutan and Cambodia. the Central 

asia Research and education network, which has 
been operating since 2010, connects Kyrgyzstan, 
tajikistan and turkmenistan and is expected to be 
extended into Kazakhstan and uzbekistan.

Deficiencies in broadband Internet 
services are hampering efforts 
to increase cost efficiency and 

productivity 

There has also been some progress in the Pacific, 
where some least developed countries have become 
connected by building linkages to existing cables. 
for example, samoa and american samoa are 
now connected through the american samoa-Hawaii 
submarine cable, and marshall islands and the 
federated states of micronesia are connected via 
guam through the HantRu-1 submarine cable. other 
Pacific island developing economies connected via 
submarine cables are  french Polynesia through the 
Honotua cable to Hawaii, new Caledonia through 
australia using the gondwana-1 cable, and fiji through 
the Southern Cross Cable Network (see figure 3.14). 
fostering regional cooperation on submarine cabling 
and other infrastructure arrangements is one of the 
priorities of the framework for action on iCt for 
Development in the Pacific of the Secretariat of the 
Pacific Community.33 

the private sector has been playing an increasingly 
more important role in iCt connectivity. at the end 
of 2009, of the world’s top 30 telecommunications 
service providers by revenue, 9 were from asia and 
the Pacific.34 although some of these companies 
are government-controlled, they are all listed in 
stock exchanges and have large numbers of private 
shareholders. as a result, increasing shareholders’ 
returns is an important priority for them. Private 
companies are also playing an important role in iCt 
infrastructure investment. for example, since 2009 
there has been a terrestrial link between China 
and india established by Reliance Communications 
and China telecom. in 2011 one of the tata 
companies in india and China telecom will roll out 
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Figure 3.14.     Submarine telecommunications cables in the Pacific

a 500-km fibre-optic terrestrial cable linking the two 
countries. as well as linking the region’s largest 
and fastest-growing economies these cables will 
provide additional high-speed connectivity between 
europe and asia, thus helping to increase network 
redundancy and security.

Boosting ICT connectivity

in order to boost iCt connectivity, policies at both 
the national and regional levels are needed. at the 
national level, policymakers need to adapt quickly 
to a rapidly changing technological environment, 
working with the private sector to promote economic 
growth while protecting consumers. thus, they will 
need to foster fair and competitive markets, through 

transparent licensing practices, while establishing 
standards to ensure interoperability between service 
providers. they will also want to encourage innovative 
applications such as mobile banking. 

for these purposes it is important to establish 
independent regulators. acting in the best interests of 
both the state and end-users, independent regulators 
can also encourage investment and innovation by 
service providers, as well as stimulating competition 
between them. Between 1990 and 2009 the number 
of independent regulators around the world increased 
from 12 to 153.35

While promoting investments in iCt infrastructure, 
governments need to take into account not just 

Source: esCaP, based on data from the Final Report for the Pacific Islands Forum Secretariat: Review of Pacific Regional Digital Strategy, 2010, 
annex C: submarine cable connectivity. available from: www.forumsec.org.fj/resources/uploads/attachments/documents/Review%20of%20digital%20 
Strategy_PartA.pdf.
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private returns but also social returns by, for example,  
connecting schools, health facilities and rural govern- 
ment offices to the internet, establishing disaster 
early-warning systems and enhancing access to public 
information. Policymakers should also consider potential 
synergies with other types of infrastructure investments. 
for example, rights of ways established for roads and 
railways can also accommodate telecommunications 
cabling or base stations. this is particularly important 
at the regional level, where rights of way established 
under the intergovernmental agreement on the  
asian Highway network and the intergovernmental 
agreement on the trans-asian Railway network could 
accommodate investment in iCt infrastructure. in fact, 
the linkages between iCt, energy and transport have 
been considered at the Joint ministers meeting for 
energy, iCt and transport that took place in noumea 
in april 2011 under the auspices of the secretariat 
of the Pacific Community. 

for these purposes, small and low-income countries 
should also be able to rely on partnerships with 
development agencies and donor countries. they 
can also work together on the basis of regional or 
subregional cooperation to share resources, maximize 
the use of existing investments and improve their 
bargaining power with commercial service providers. 
a number of country groupings, such as asean, 
saaRC and eCo, have working groups and 
committees for improving subregional connectivity 
through harmonization of their policies and regulations 
and through the exchange of good practices.36 for 
example, the master Plan on asean Connectivity, 
developed with the assistance of esCaP and adB, 
emphasizes the need to narrow the digital divide 
between lagging regions and urban areas, as well 
as between countries.37 Similarly, the Pacific Islands 
telecommunications association and the secretariat 
of the Pacific Community are trying to assist member 
countries in improving iCt services. in June 2010, 
the Pacific Regional Information and Communication 
technology ministers’ meeting adopted the tonga 
declaration, iCt for development, governance and 
sustainable livelihoods, recognizing the potential of 
iCt for socio-economic development; the ministers 
also endorsed the framework for action on iCt 
for development in the Pacific. iCt connectivity 
could enable these countries to overcome the 
disadvantages of distance by expanding their trade 
in services (see box 3.3).

Energy connectivity

Between 1992 and 2008, demand for primary 
energy from esCaP economies rose from 36.7% 
to 45.2% of the global total. China, india, Japan 
and the Russian federation were among the top 
five consumers, accounting for 71% of Asia-Pacific 
consumption and 32% of the world’s consumption. 
only a few countries satisfy their needs from their 
own resources; the region as a whole is a net 
importer of primary energy. nevertheless, by global 
standards the region’s net imports are relatively 
small: 83 million tons of oil equivalent (mtoe) in 2008 
compared with 477 mtoe for north america and 
1,020 mtoe for europe. However, this average hides 

Policymakers should consider 
potential synergies between ICT 
and other types of infrastructure 

such as rights of ways established 
for roads and railways 

another major concern is affordability and access. for 
this purpose governments can, for example, consider 
taxing service providers to create universal obligation 
funds to develop infrastructure in underserved areas. 
Policymakers also need to consider the appropriate 
level of import tariffs on iCt equipment and services 
to ensure that the required materials are available 
at competitive prices.

taking full advantage of iCt does not depend, 
however, only on the availability of physical infra- 
structure. Countries also need people with adequate 
skills – from government officials, to private entre- 
preneurs, to school teachers. at the same time they 
need to protect the integrity of their infrastructure, 
with appropriate policies for both cybersecurity and 
physical security to ensure that iCt gains are not 
reversed by natural or man-made disasters.
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Box 3.3. Information and communications technology overcomes the disadvantages of distance

ICT has created many new opportunities for cross-border trade in services. The ability to transmit documents and data instantly 
has enabled companies to shift some operations from Europe, Japan and the United States to lower-cost locations. There they can 
offer services such as software design and development, customer helpdesks, hosting data centres, accounting, administration, 
graphic design and other business processes. By 2009, India was the global leader for business processing offshore with 35% of 
the trade, followed by Canada, 21%; the Philippines, 15%; Ireland, 4%; China, 3%; and Central and Eastern Europe, 6%. Smaller 
and more remote countries however have also joined in. In Nepal, for example, entrepreneurs have established a state-of-the-art 
facility to produce animation and visual effects for the global movie industry.

Another country starting to make inroads into this market is Fiji where English is the language of education. In 2009, part of 
the Emirates Group, Dnata Mindpearl, established a call centre with capacity for 1,000 operators to serve the airline industry. 
According to the company, the country selected had to have three key characteristics: (a) a first-world telecommunications 
infrastructure; (b) people with the ability to speak English that would be easily understood by customers in Canada, the United 
Kingdom of Great Britain and Northern Ireland and the United States of America; and (c) readily available staff. Fiji was found to 
have all three characteristics.38

Some countries in the Pacific have also generated ICT-related revenues by creatively using their Internet domain codes. Tuvalu, 
with a population of 10,000, sells the use of the country code “.tv”; Time Warner Inc., for example, has registered the domain 
name TNT.tv. Other countries and territories in that subregion have used their code to gain global recognition, as well as revenue. 
For example, the territory of Tokelau competes globally with large countries, such as China and the Russian Federation, in the 
number of websites registered under its code “.tk”.39 At no cost, users can register a convenient website name, such as “escap.
tk”, to redirect traffic to an existing web page that has a much longer address.

Smaller countries also use the Internet effectively to promote tourism. Samoa, for example, with a population of 180,000, 
displays six hotels in expedia.com, with room charges ranging from $100 to $300 and can thus compete in the global tourism 
marketplace.

Source: esCaP.

large net surpluses and deficits across subregions. 
As shown in figure 3.15 for the period 1992-2008 
the main energy trading subregions were north and 
Central asia, whose surplus increased from 382 to 
767 mtoe, and east and north-east asia, whose 
deficit increased from 550 to 947 Mtoe. The Pacific 
and south-east asia have relatively small surpluses 
that have changed little over time. net exports of 
south and south-West asia deteriorated from a small 
surplus of 48 Mtoe to a deficit of 134 Mtoe.

the region’s largest exporter of primary energy is 
the Russian Federation (see figure 3.16). In 2008, 
its net exports of 589 mtoe represented 77% of the 
total for north and Central asia. other important 
net exporters from that subregion are Kazakhstan 

(84 mtoe), turkmenistan (50 mtoe) and azerbaijan 
(46 Mtoe). Other significant net exporters from the 
Asian and Pacific region are Australia (155 Mtoe), 
indonesia (154 mtoe) and the islamic Republic of 
iran (130 mtoe). 

in contrast, in east and north-east asia all the 
major economies are net importers: Japan (462 
mtoe), the Republic of Korea (208 mtoe), China (148 
mtoe) and taiwan Province of China (102 mtoe). 
south-east asia has net exporters, such as Brunei 
darussalam, indonesia, malaysia and myanmar, 
as well as net importers, such as the Philippines, 
singapore, thailand and viet nam. except for the 
islamic Republic of iran, most countries in south 
and south-West asia are net importers, among 
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Source: esCaP, based on data from international energy statistics, united states energy information administration.

Notes: total primary energy comprises crude oil, natural gas and coal, plus net generation of nuclear, hydroelectric and non-hydroelectric renewable 
electricity. the original data, expressed in quadrillion British thermal units (Btus), were converted into million metric tons of oil equivalent (mtoe) 
using the conversion factor 1 quadrillion Btus = 24.9 mtoe.

Figure 3.15.     Production minus consumption of total primary energy, by subregion, 1992-2008
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Figure 3.15

which the most significant are India (157 Mtoe) and 
turkey (77 mtoe).

Oil. in 2008 the region imported 1,132 million tons 
of crude oil, or 42% of the world’s imports. that 
year, the combined oil imports of China, india and 
Japan alone amounted to 612 million tons, an 
amount comparable to the imports of the united 
states or the european union. the largest source is 
the middle east, which provides more than 60% of 
the total. While most of the oil trade is by maritime 
transport, there are two important oil pipelines. the 
sino-Kazhak pipeline, opened in may 2006, transports 
oil from Kazakhstan and the Russian federation 
to China, and the Russia-China oil pipeline, which 
opened in January of 2011, is part of the eastern 
Siberia–Pacific Ocean oil pipeline that is designed 
to pump up to 1.6 million barrels of crude oil per 
day from siberia in the Russian federation to China. 
the construction of another important oil pipeline, 
as well as a gas pipeline, connecting myanmar with 
yunnan Province of China started in mid-2010.

Gas pipelines. in 2008, asia and the Pacific 
exported by pipeline 183 billion cubic metres (bcm) 
of gas, representing 31% of the world’s total. the 
Russian federation, the main exporter from the 
region, exported 154 bcm to european countries 
and Turkey. Other Asia-Pacific exporters of natural 
gas are the islamic Republic of iran (to turkey and 
armenia), turkmenistan (to the islamic Republic of 
iran), myanmar (to thailand) and indonesia and 
malaysia (to singapore). the region’s natural gas 
imports by pipeline accounted for less than 10% of 
the global total in 2008 and were sourced only from 
within the region. However, a number of pipeline 
construction projects, some of which are already 
operational, are expected to increase this figure 
considerably. among them is a new 1,000-mile 
pipeline which in 2009 started pumping liquefied 
natural gas from turkmenistan to north-western 
China. During its first year of operation, this pipeline 
pumped 4 bcm, a figure that is expected to triple 
in the future, furnishing 50% of the gas imported 
by China. 
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attacks in mumbai in 2008, the islamic Republic of 
iran and Pakistan agreed in march 2010 to build 
a 7.5 bcm pipeline by 2015. finally, the 1,640-km 
turkmenistan-afghanistan-Pakistan-india pipeline, 
which will cost $7.6 billion, could inaugurate a new 
era of cooperation and solidarity in the region; it 
has been labelled by the Prime minister of india 
as the “peace pipeline”.

Liquefied natural gas. gas is also traded by ship 
as liquefied natural gas (LNG). The Asia-Pacific 
region is a net importer of lng. in 2008 it 
exported 86 bcm, but it imported 161 bcm, which 
accounted for more than 70% of total lng trade 
worldwide. more than half of this amount went to 
Japan. Other significant LNG importers from the 
region are China, india, the Republic of Korea, 
taiwan Province of China and turkey. more than 
half the region’s lng imports come from australia, 
Brunei darussalam, indonesia and malaysia. these 
countries export lng only within the region, and 
in 2008 their exports represented 38% of total 
lng trade.

In 2008 the combined oil imports 
of China, India and Japan alone 
amounted to 612 million tons, as 

much as the imports of the United 
States or the European Union 

Figure 3.16.     Production minus consumption of total primary energy, by economy, 2008

Source: esCaP, based on data from international energy statistics, united states energy information administration.
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Recent initiatives include gas pipelines linking the 
Russian federation with China; myanmar with 
Bangladesh and india; the islamic Republic of iran 
with Pakistan; and turkmenistan with afghanistan, 
india and Pakistan. Construction for the Russia-
China pipeline, which will go through the altai 
area in southern siberia, will start in 2011; it is 
expected to supply China with 30 bcm annually. 
in 2009, Bangladesh agreed to allow the passage 
through its territory of the myanmar-Bangladesh-
india tri-nation pipeline that would enable regional 
gas trade, but construction has yet to start. the 
iran-Pakistan-india gas pipeline project was launched 
in the 1990s, but after long years of negotiations, 
from which india virtually withdrew after the terror 
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Coal. The Asia-Pacific region is a net coal exporter. 
its exports reached 751 million short tons in 2007, 
71% of the global trade in coal, and its imports 
amounted to 599 million short tons, or 59% of 
the world’s total. the region’s largest exporters are 
australia. indonesia and the Russian federation, 
with combined exports in 2007 of 491 million short 
tons. the region’s largest importers are China, 
india, Japan, the Republic of Korea and taiwan 
Province of China.

Republic, malaysia and singapore. in south and 
south-West asia electricity trade is relatively small, 
but Bhutan exports 75% of its hydroelectricity 
to india; afghanistan imports electricity from the 
islamic Republic of iran, turkmenistan, uzbekistan 
and tajikistan; Pakistan imports electricity from 
the islamic Republic of iran to the isolated grid 
of Baluchistan; the power system of nepal is 
interconnected with the power systems of the states 
of uttar Pradesh and Bihar in india, and talks are 
under way to set up a 130-km power transmission 
link connecting Behrampur in india and Bheramara 
in Bangladesh.

Between 1993-1997 and 2003-2007, per capita 
electricity consumption of the median Asia-Pacific 
country grew by close to 50%. growth has been 
even faster for large energy importers, such as 
China (140%) and the Republic of Korea (100%). 
By contrast, some countries in the region have 
extremely low levels of electricity consumption. for 
instance, during the period 2003-2007 Bangladesh, 
Cambodia, myanmar and nepal consumed less 
than 138 KWh per capita – among the lowest 
consumers of electricity in the world. similarly, the 
average annual electricity consumption per capita 
of india, indonesia, Pakistan and sri lanka during 
that period was 508 KWh or less, placing these 
countries in the bottom 20% of such consumers 
in the world. Clearly, as development proceeds 
all these countries will increase their consumption 
of electricity substantially, giving rise to further 
opportunities for energy trade.

Towards a regional framework for energy 
connectivity 

Because energy is a critical production input, and 
disruptions to either its availability or price can have 
serious economic consequences, energy security – 
understood as both a stable supply for importing 
countries and a stable demand for exporting 
countries – is a fundamental goal. as discussed 
above and shown in figure 3.17, the Asia-Pacific 
region includes both large energy-importing and large 
energy-exporting countries. therefore, the region’s 

In 2008 Asia and the Pacific 
exported by pipeline 183 billion 

cubic metres of gas, 31% of the 
world’s total 

Electricity. trade in electricity usually takes place 
among countries that share a common border. 
Just over half the electricity trade in asia and 
the Pacific is currently taking place in North and 
Central asia, facilitated by a collective system of 
electricity management established in the period of 
the former union of soviet socialist Republics. Within 
this system, the Russian federation buys electricity 
from Kyrgyzstan and tajikistan and supplies its own 
electricity to the northern regions of Kazakhstan. 
in addition, these countries, plus uzbekistan and 
turkmenistan, have had equal stakes in a public 
company based in tashkent – the Central asian united 
dispatch Centre – which maintains a synchronized 
and balanced system for the transfer and distribution 
of electricity for member countries. However, electricity 
transmission within the region remains a major 
problem. there are a number of reasons for this: 
the absence of connections between certain regions 
within each country; considerable energy losses owing 
to the poor state of lines; and a lack of financing 
for constructing new lines or repairing old ones.

in addition, China has been exporting electricity to 
Hong Kong, China; macao, China; and viet nam, 
and importing electricity from the Russian federation. 
in south-east asia the electricity grid of thailand is 
connected with those of the lao People’s democratic 
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Figure 3.17.     Asia-Pacific energy imbalances

Source: esCaP, based on data from international energy statistics, united states energy information administration, available from www.eia.doe.
gov/cfapps/ipdbproject/iedindex3.cfm?tid=44&pid=44&aid=1 (accessed on 24 January 2011).

energy security could be increased by enhancing 
physical connectivity and building institutions to 
promote cooperation between the region’s energy 
importers and energy exporters. 

While no region-wide institutions currently exist, a 
number of subregional initiatives could serve as 
building blocks for a regional energy cooperation 
framework. a subregion that has built strong 
institutions over the years for cross-country energy 
cooperation is south-east asia (see box 3.4). 
Because, as mentioned above, this subregion 
includes both net exporters and net importers 
of energy, cooperation among them has been 

particularly fruitful. In several Asia-Pacific countries, 
there is a predominance of net exporters or net 
importers that provides opportunities for a region-wide 
cooperation on energy matters.  for this reason, the 
development of a regional Asia-Pacific Energy Forum 
is essential to ensure the consolidation of subregional 
efforts towards developing regional connectivity and 
enhancing energy security.  such a regional forum 
could provide the basis for institutional cooperation, 
the harmonization policies, exchanges of knowledge 
and facilitating physical connectivity.

enhancing physical connectivity infrastructure across 
countries is one important objective of regional 
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Box 3.4. Association of Southeast Asian Nations institutions for energy cooperation 

Since the 1970s, South-East Asia has built institutions to promote energy cooperation. In 1976, for example, the Association of 
Southeast Asian Nations (ASEAN) established the ASEAN Council on Petroleum to promote collaboration in the development of 
petroleum resources. In 1981 it established a task force involving the Heads of ASEAN Public Utilities/Authorities to establish 
cooperation on power grid connections and avoid supply disruptions. In 1986 the ASEAN Petroleum Security Agreement obliged 
ASEAN members to provide oil/petroleum products to a member in distress because of a sudden shortfall in supply.40

Since the 1990s, cooperation has extended beyond energy security to issues such as energy efficiency and environmental 
impacts. For instance, the ASEAN Plan of Action for Energy Cooperation included six programme areas: (a) Trans-ASEAN Gas 
Pipeline; (b) ASEAN Power Grid; (c) coal, including clean-coal, technologies; (d) energy efficiency and conservation; (e) new and 
renewable sources of energy; and (f) regional energy outlook, energy policy and environmental analysis. These initiatives are 
coordinated through the ASEAN Centre for Energy established in 1999.41 

Among these programmes, the ASEAN Power Grid was created in 1997 to enhance trade in electricity across borders, optimize 
energy generation and development, and encourage reserve sharing. One important challenge will be to connect the power grids 
of Cambodia, the Lao People’s Democratic Republic, Myanmar and Viet Nam. Although the projects are technically viable they 
have yet to be accepted by participating economies.42

The Trans-ASEAN Gas Pipeline  programme is aimed at developing a regional gas grid by 2020. With the completion in 2013 of 
the offshore Block M9 pipeline from Myanmar to Thailand, ASEAN will have 3,020 km of pipeline in place. The Trans-ASEAN 
Gas Pipeline will encounter substantial financial and legal complexities. The main challenges include high investment costs, 
synchronizing national technical and security regulation requirements and addressing differences in the supply, distribution and 
management of natural gas across countries. Countries also need to overcome the issues of political trust common in energy 
market cooperation.43 

Source: esCaP.

energy cooperation. as the number of pipelines 
planned or currently being constructed increases, 
it may be useful to identify missing infrastructure 
links and investment needs from a region-wide 
perspective, taking into account projected increases 
in the demand for energy within the region. in this 
respect, the modalities developed for the previously 
mentioned intergovernmental agreements on the 
asian Highway and on the trans-asia Railway 
networks could provide useful models.

in addition, a region-wide energy cooperation 
framework could encourage joint investments by 
buyers and sellers in the region to create a pan-
asian gas grid linking multiple demand and supply 
sources. Cooperation could also be greatly beneficial 
for undertaking longer-term multilateral projects, 
such as joint research on energy technologies 

relevant to the region, or for the formation of 
joint ventures of regional energy companies for 
joint prospecting and exploration. further, regional 
cooperation could play an important role for the 
development, commercialization and dissemination 
of energy-efficient technologies, including solar 
panels, wind turbines and other technologies that 
take advantage of renewable resources. such an 
approach will be increasingly needed, given the 
region’s economic dynamism, the imperative of 
making energy available to all and the expectation 
that the price of crude oil will continue increasing 
over the next two decades.44

in order to promote energy cooperation and trade 
in the region, it is also necessary to develop a 
deep, liquid and transparent market for crude oil, 
petroleum products and gas. Building blocks of 



140

eConomiC and soCial suRvey of asia and tHe PaCifiC 2011

such a market include identifying a benchmark 
price for crude oil or marker crude that is relevant 
for the region, obtaining support from key buyers 
and sellers to ensure adequate trading volumes, 
securing adequate physical storage infrastructure, 
establishing a conducive regulatory framework 
and being able to access robust financial markets 
to support hedging and tradings.45  other fruitful 
areas for regional energy cooperation include 
sharing detailed information on demand, supply and 
inventory positions and building emergency response 
mechanisms by increasing physical supply security 
in Asia and the Pacific through strategic reserves 
and cross-border inventories.

result in economic benefits for both countries. The 
country of origin often benefits from remittances 
sent by migrant workers to their families and the 
recipient country benefits from the purchases of 
goods and services by migrants, tourists and 
international students. in addition, such economic 
activities, which are often referred to as people-
to-people connectivity, could help promote better 
mutual understanding, enhanced trust and greater 
respect for diversity, thus contributing to a culture of 
peace.46 this section provides a succinct overview 
of the state of people-to-people connectivity in the 
areas of labour migration, education and tourism.

Migration

international migration of both skilled and less 
skilled workers is driven by three basic factors: 
income differences across countries, proximity 
and networks.47 income differences are due to 
differences across countries in economic growth, 
technological progress, levels and distribution of 
skills and population dynamics, which result in 
imbalances across their labour markets and create 
employment opportunities for migrants. Proximity 
between the countries of origin and destination of 
migrants reduces the financial and cultural costs 
of migration and enables migrants to be in closer 
contact with family and friends left behind in their 
country of origin. immigrant networks often facilitate 
the search for employment for new migrants and, 
by creating a sense of community, their adaptation 
to live in a different country.

Migration flows are difficult to capture because of 
the variety of types of flows and channels to migrate 
and because a large number of migrants actually 
remain unrecorded. the most comprehensive data 
set of bilateral migration, prepared by researchers 
of the World Bank and the university of sussex 
and updated to 2010, is based on stocks rather 
than flows. One problem of these data that should 
be kept in mind is that some countries define 
immigrants as “foreign born” individuals while others 
define them as “foreigners”, which include people 
born in the country but who are not citizens. 

The region’s energy security could 
be increased by enhancing physical 
connectivity and building institutions 
to promote cooperation between its 

energy importers and exporters 

overall, a region-wide framework could encourage 
further investments in energy infrastructure with a 
more systematic involvement of the private sector, 
resulting in increasing volumes of intraregional 
energy trade and enhanced energy security for 
both importing and exporting countries. 

People-to-people connectivity

Exchange activities across countries can be classified 
into two kinds: those in which the parties to the 
transaction exchange goods, services, money, or 
information across the border but without leaving 
their respective countries, and those in which one 
of the parties moves to another country to provide 
a service and/or consume goods and services there. 
short-term and long-term labour migration by both 
skilled and less skilled workers is a prime example 
of an exchange activity that involves people moving 
to another country to provide a service. international 
tourism and studying abroad are examples of 
exchange activities that involve people moving to 
another country to consume services. such activities 
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Source: esCaP, based on data from World Bank, international migration and Remittances, 2010.

Figure 3.18.     Destination of Asia-Pacific migrants and origins of migrants to Asia and the Pacific, 2010
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Figure 3.18

another problem is that the stock data show the 
accumulation of past migration flows, but those flows 
could have occurred a long time ago. as a result, 
data on migrant stocks are more useful to measure 
long-term trends. With these caveats in mind, this 
section uses that data set to explore the degree 
to which the Asia-Pacific region is connected with 
itself and with other selected regions of the world 
through migration.

south and south-West asia is the subregion with 
the most migrants in the rest of the world (20.8 
million), followed by north and Central asia (14.5 
million), south-east asia (7.3 million) and east and 
North-East Asia (6.3 million). The Pacific is the only 
subregion in Asia and the Pacific that has been a 
net receiver of immigrants.

the World Bank data show that approximately 34 
million Asia-Pacific migrants live in other countries 
in the region. they represent 41% of the stock of 
migrants from the region and 64% of the stock 
of migrants to the region. much of this movement 
is within subregions. intra-subregional migration 
ranges from 30% of the stock of migrants in south 
and South-West Asia to 57% in the Pacific. Such 
migration could be partially attributed to historical 
ties and geographic proximity. in contrast, there has 
been less migration between subregions. east and 
north-east asia and south and south-West asia 
have been net senders of migrants to the rest of 
the Asian and Pacific region, while the Pacific and 
south-east asia have been net receivers of migrants 
from the rest of the region.

some of the key migration corridors within the region 
extend from south-east asia to east and north-east 

Economic activities such as labour 
migration, studying abroad and 

tourism could promote better mutual 
understanding, enhanced trust 

and greater respect for diversity, 
contributing to a culture of peace 

The data show that the Asia-Pacific region has been 
a net sender of migrants to the rest of the world, 
with a stock of 49.4 million Asia-Pacific migrants 
living in the rest of the world compared with 19.4 
million migrants from the rest of the world living 
in Asia and the Pacific. As shown in figure 3.18, 
four of the five Asia-Pacific subregions have been 
net senders of migrants to the rest of the world. 
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Table 3.3.     Bilateral migrant stocks, by Asia-Pacific subregions and selected regions in the world, millions, 2010

Source: esCaP, based on data from World Bank, Bilateral migration and Remittances, 2010, go.worldbank.org/JitC7nytt0.

Note: eu15 = austria, Belgium, denmark, finland, france, germany, greece, ireland, italy, luxembourg, netherlands, Portugal, spain, sweden 
and united Kingdom.

table 3.4
East 
and 

North 
East-
Asia

North 
and 

Central 
Asia

Pacific

South 
and 

South-
West 
Asia

South-
East 
Asia

Middle 
East 
and 

North 
Africa

EU 15 North 
America

east and north east-asia 4.09 0.00 0.68 0.04 1.24 0.08 1.17 4.59
north and Central asia 0.02 11.06 0.03 0.07 0.00 1.04 0.88 0.67
Pacific 0.02 0.00 0.91 0.01 0.03 0.00 0.26 0.35
south and south-West asia 0.09 0.13 0.50 9.28 0.62 9.66 6.56 3.70
south-east asia 0.46 0.00 0.82 0.07 3.97 1.38 1.37 4.32
middle east and north africa 0.00 0.01 0.26 0.43 0.01 9.91 5.27 1.32
eu 15 0.05 0.19 2.35 0.49 0.10 0.22 10.31 4.63
north america 0.11 0.00 0.19 0.02 0.07 0.12 0.84 13.35

Origin

Destination

asia or to migrant-receiving countries in south-east 
asia, such as Brunei darussalam, malaysia, singapore 
and thailand. for instance, as of 2010, there was a 
stock of 1.4 million indonesians living in malaysia and 
1 million malaysians living in singapore.  meanwhile, 
workers from Central asian countries migrate easily 
to Kazakhstan and the Russian federation through a 
visa-free regime among most of the countries of the 
Commonwealth of independent states (Cis). as of 
2010, there was a stock of about 6.6 million migrant 
workers from Central asia in the Russian federation 
and a stock of about 2.2 million from the Russian 
federation in Kazakhstan. these numbers, however, 
include migration flows that took place while these 
countries were part of the former union of soviet 
socialist Republics. another important migration route 
is from China to other east and north-east asian 
countries (3.4 million) and to south-east asia (1 
million). finally, in south asia 5.2 million migrants 
from Bangladesh, nepal, Pakistan and sri lanka 
reside in india, while 2.2 million migrants from india 
reside in Bangladesh, nepal and sri lanka.

table 3.3 shows the origins and destinations of 
migrants for the five ESCAP subregions and selected 
regions elsewhere in the rest of the world. the main 
destination of migrants from east and north-east asia 
and from south-east asia has been north america. 

in contrast, the main destinations of migrants from 
south and south-West asia have been the middle 
east and north africa, followed closely by the south 
and south-West asia subregion itself. for north 
and Central asia, the most important destination 
is that subregion itself. the same is true for the 
Pacific, although, as mentioned above, this subregion 
has been the only net receiver of migrants in the 
Asia-Pacific region, mostly from countries that are 
currently part of the european union. 

a major limitation of migration data is that they do not 
account properly for irregular migration. it is virtually 
impossible to accurately estimate irregular migration 
flows, which often are revealed only in regularization 
campaigns that register irregular migrants in order to 
offer them amnesty. migrants may have an irregular 
status owing to unauthorized entry, unauthorized 
employment, or a change in employment status, 
such as working for a different employer than the 
one specified in the employee’s work permit. Many 
irregular migrants, particularly in asean countries, 
cross borders legally but work without permits. 

Studying abroad

an important form of cross-border exchange of people 
is for education, especially at the tertiary level. this 



143

Regional ConneCtivity and eConomiC integRation     CHaPteR 3

is becoming an increasingly attractive option for 
students who also want to familiarize themselves 
with the language and culture of the destination 
country. it may also result eventually in longer-term 
migration. Countries such as australia, interested in 
attracting skilled immigrants, often facilitate the long-
term settlement in the country of foreign students 
who completed their studies there. according to 
data from the unesCo institute for statistics, the 
asian countries that sent the most students abroad 
in 2008 were China (445,000), india (170,000) and 
the Republic of Korea (113,000). While most asian 
international students go to north america and 
Europe, many study in other Asia-Pacific countries, 
such as australia (183,000), Japan (118,000) and 
the Russian federation (34,500).

Tourism

tourism not only encourages greater interaction 
between countries and enhances mutual under- 
standing but is also a major source of employment 
and foreign exchange. intraregional tourism is very 
important in Asia and the Pacific. According to the 
World tourism organization, the number of tourist 
arrivals originating from the asia-Pacific region 
increased between 1980 and 2009, from 14 million 
to 140 million, which represented 77% of total tourist 
arrivals that year.

much of this increase may be traced to easier 
travel. for instance, entry-visa exemption has been 
agreed between Cambodia and the lao People’s 
democratic Republic, as well as between Cambodia 
and Viet Nam, resulting in a significant increase in 
cross-border travel. in the aftermath of the global 
financial crisis, Asian consumers, whose purchasing 
power is rising, seem less constrained by debt than 
their Western counterparts and are now spending 
some of their savings on travel. tourists from 
China, india and other asian countries appear to 
be the driving force behind rapid growth in intra-
asian tourism.48

other factors that are contributing to expanding 
intra-regional tourism are the deregulation of airline 

services and the development of low cost carriers 
(lCC) in some countries of the region.49 the latter 
is a relatively recent phenomenon. in east and 
North-East Asia the first LCCs, Skymark Airlines and 
air do, entered the market in 1998, offering limited 
routes in Japan. a decade later, other 9 airlines 
started operations in that subregion, including Jeju 
air in the Republic of Korea, spring air in China 
and oasis Hong Kong in Hong Kong. lCCs grew 
even more rapidly in south-east asia, the most 
developed region for low-cost aviation in asia. air 
asia, based in malaysia, is the leading lCC in 
asia. the development of lCCs was facilitated by 
deregulation policies. for instance, in 2001 thailand 
allowed private airlines to enter any domestic route, 
and in 2003 airlines were free to charge any price, 
subject only to an upper limit. unfortunately, the 
regulatory environment for intra-asian routes is 
much more restrictive, but progress is under way, 
with asean gradually moving towards a regional 
open sky policy.

Managing labour migration

across the region, countries are keen to ensure 
that labour migration occurs on a legal basis. some 
subregions and groups, such as north and Central 
asia and asean, have already moved ahead 
with multilateral agreements. some countries have 
established bilateral memorandums of understanding. 
although such agreements will not eliminate irregular 
migration, since many migrants may be deterred 
by the costs of and controls involved in using 
official channels, they can offer some protection 
from abuses.

North and Central Asia. this is the subregion most 
connected through migration. it is moving towards 
becoming a common labour market, facilitated by 
historical ties and a legacy of proficiency in the use 
of the Russian language. this led, for example, to 
the 1994 agreement among Cis on cooperation in 
labour migration and social guarantees for migrant 
workers. the 1998 agreement between the Cis 
countries on cooperation in preventing irregular 
migration, and the 2005 eurasec Customs union 
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agreement on visa-free trips between Belarus, 
Kazakhstan, Kyrgyzstan, the Russian federation 
and tajikistan. there are also bilateral agreements 
on labour migration, such as between the Russian 
federation and Kyrgyzstan and tajikistan.50 since 
July 2010, migrants from Cis countries can enter 
the Russian federation visa-free but they have to 
obtain licenses. Kazakhstan also grants visa-free 
entry to nationals of most of the Cis countries, 
allowing them 90 days to search for work.51

ASEAN. in the asean economic Community 
Blueprint, the Association foresees a free flow of 
skilled labour by 2020 and is working to “facilitate the 
issuance of visas and employment passes for asean 
professionals and skilled labour who are engaged in 
cross-border trade and investment-related activities”. 
As a first step, ASEAN has already agreed on a 
mutual recognition agreement for nurses, dental and 
medical practitioners, engineering and architectural 
services, surveying professionals and accountancy 
services. However, there are likely to be persistent 
language barriers. in singapore, for example, migrants 
from Myanmar and the Philippines find it easier to 
obtain employment than those from indonesia and 
Thailand who often lack proficiency in the English 
language. on the other hand, for nurses coming to 
thailand, the government requires that they speak 
thai.52 moreover, the asean framework foresees 
a free flow only of skilled labour. in reality the 
majority of migrants within asean are unskilled, 
attracted by persistent diffferences in real wages 
across countries, and the majority doing so are 
irregular migrants.

Pacific. Migration flows in the Pacific are largely 
shaped by political and other ties between source 
and destination countries. migrants from several 
Polynesian and micronesian states, for example, have 
had relatively easy access to australia, new Zealand 
or the united states. However, access is more 
difficult for nationals of island States in Melanesia 
and therefore only about 1% of melanesians live 
abroad.53 australia and new Zealand have recently 
started opening up their borders for seasonal labour 
migration from all Pacific countries, as well as Asian 

countries, to work in agriculture. Although few Pacific 
islanders have yet benefited from the scheme, it is 
a step towards connecting all the Pacific countries, 
not only those with historical ties to australia and 
new Zealand. 

Key destination economies, such as Hong Kong, 
China; macao, China; malaysia; the Republic of 
Korea; singapore; taiwan Province of China; and 
thailand, have points-based application schemes. 
the Quality migrant admission scheme of Hong 
Kong, China, facilitates immigration of skilled workers 
based, among other criteria, on proficiency in the 
Cantonese or english languages. it also facilitates 
the migration of domestic helpers. However, neither 
scheme is open to nationals of afghanistan, albania, 
Cambodia, Cuba, the democratic People’s Republic 
of Korea, the lao People’s democratic Republic, 
nepal or viet nam. in addition, the scheme for 
domestic helpers does not apply to residents of 
China; macao, China; and taiwan Province of 
China. 

in addition to general admission criteria and 
multilateral agreements, a number of countries 
have established memorandums of understanding. 
thailand, for example, has entered into such 
arrangements with Cambodia, the lao People’s 
democratic Republic and myanmar. these 
cover guidelines and procedures for employment 
protection and the return of workers. even so, 
most migrants continue to move through irregular 
channels because this is easier and cheaper than 
doing so legally. 

the Republic of Korea in 2004 established an 
employment permit system that determines yearly 
quotas for the admission of foreign workers for 
three-year stays. to administer this scheme it has 
entered into memorandums of understanding with 
15 asian countries: Bangladesh, Cambodia, China, 
indonesia, Kyrgyzstan, mongolia, myanmar, nepal, 
Pakistan, the Philippines, sri lanka, thailand, timor-
leste, uzbekistan and viet nam. in addition, it has 
reserved quotas for persons who are ethnically 
Korean but holding foreign nationality.54
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Regional financial cooperation

as mentioned in chapter 1, it is widely recognized 
that a regional financial architecture could be a useful 
complement of the international financial architecture. 
the recognition of this advantage led the members 
of esCaP to set up the asian development Bank in 
the mid-1960s as a regional multilateral development 
bank to provide its member states with development 
financing. Another institution created in the ESCAP 
framework was the asian Clearing union, which was 
set up in the mid-1970s to facilitate intraregional 
trade through the periodic settlement of debits and 
credits accumulated by each member against the 
other members, using a unit of account. 

The Chiang Mai Initiative

The 1997/98 Asian financial crisis highlighted both 
the vulnerabilities and the economic interdependence 
of economies, and stimulated a discussion on the 
need for a regional crisis-prevention and response 
mechanism in the form of an asian monetary 
fund. While the proposal for such a fund did 
not go very far, the Chiang-mai initiative (Cmi), 
a regional network of bilateral swaps to provide 
emergency assistance in times of crisis, was set 
up within the framework of asean+3. in 2010 
Cmi was “multilateralized”, becoming the “Chiang 
mai initiative multilateralization”, or Cmim, with a 
total pool of  $120 billion to supplement the exiting 
international financing arrangements; 80% of the 
pool is contributed by the “plus three” countries – 
China, Japan and the Republic of Korea – while the 
asean countries provide the remaining 20%. an 
independent regional surveillance office, ASEAN+3 
Macroeconomic Research Office set up in 2010, 
is responsible for conducting surveillance for Cmim 
operations.

Development of regional financial markets

Another approach to financial cooperation resulting 
from policy discussions in the aftermath of 1997 
crisis focused on the development of regional bond 
markets, which provide a relatively more stable source 

of debt financing than bank loans. Two initiatives 
have been taken in this regard.

Asian Bond Fund. this fund was established by 
the Executives Meeting of East Asia-Pacific Central 
Banks (emeaP), an association of central banks of 
several economies in the region (australia; China; 
Hong Kong, China; indonesia; Japan; the Republic 
of Korea; new Zealand; the Philippines; singapore; 
and thailand). the first stage of the fund was 
launched in 2003 with voluntary contributions by 
the members of emeaP to a $1 billion fund that 
invested in bonds denominated in the dollars issued 
by sovereign and quasi-sovereign borrowers from 
eight emeaP members, and was managed by the 
Bank for international settlements. in the second 
stage of the fund, launched in 2005, emeaP 
created a $2-billion fund to invest in local currency 
bonds issued by sovereign and quasi-sovereign 
borrowers from eight emeaP members. the main 
goal of the fund has been to enhance further 
the underdeveloped bond markets of the member 
economies by enhancing the efficiency of financial 
intermediation and promoting financial stability.55

Asian Bond Market Initiative. launched by asean+3 
in 2003, this initiative is aimed at developing local 
currency bond markets to make private savings 
available for regional investment needs. efforts 
are being made to promote the demand for and 
issuance of such bonds. the relevant infrastructure 
and regulatory framework also need to be put into 
place. in this connection, asean+3 has recently 
endorsed the establishment of a $700 million credit 
guarantee and investment facility that will provide 
guarantees for local currency denominated bonds 
issued by companies in the region. it is expected 
that such initiatives will help to channel money for 
regional investment needs and reduce the currency 
and maturity mismatches which made the region 
more vulnerable to external shocks in the past.

Subregional investment funds

SAARC Development Fund. this fund was set up 
in Bhutan in 2010 as a part of SAARC financial 
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cooperation with authorized capital of 1 billion 
special drawing rights (sdRs) and paid up capital 
of $200 million. The fund will finance infrastructure 
projects in the subregion, including the preparation 
of feasibility studies.

ASEAN Infrastructure Fund. Created as a part 
of an asean initiative to mobilize resources for 
infrastructure development, this fund has a capital 
base of $800 million.

Other initiatives

in addition to the above-mentioned initiatives, 
several other initiatives are taking shape for 
regional cooperation in the fields of finance and 
macroeconomic policy. Within the framework of 
groupings such as asean, saaRC, asean+3, 
east asia summit and asian Cooperation dia- 
logue, finance has been identified as an area of 
cooperation. Cooperation takes the form of periodic 
meetings of finance ministers and central bank 
governors, as in asean and saaRC, as well as 
the exchange of information and expertise. Central 
banks in the region have formed four groupings or 
cooperative associations with different permutations 
of membership, namely south east asia, australia 
and new Zealand, or seanZa; south east 
asian Central Banks, or seaCen; network of 
Central Bank governors and finance secretaries 
of the saaRC Region, or saaRCfinanCe; and 
Executives’ Meeting of East Asia-Pacific Central 
Banks, or emeaP, all of which promote cooperation 
between members with a focus on capacity-building 
and sharing expertise. in addition, the asian exim 
Banks forum was formed in 1996 with membership 
comprising the export credit agencies of australia, 
China, india, indonesia, Japan, the Republic of 
Korea, malaysia, the Philippines and thailand. 
Besides sharing information and training resources, 
the forum has fostered mutual cooperation among 
its members by facilitating lines of credit on a 
reciprocal basis. finally, some countries in the 
region, such as Japan and india, have instituted 
bilateral swap arrangements that are not covered 
under Cmi.

Towards a development-friendly regional 
financial architecture for Asia and 
the Pacific

although several initiatives have been taken in 
the area of financial cooperation in the region, 
most of them are in their early stages and have 
limited scope and coverage. Cmim is an important 
initiative in the direction of developing a regional 
crisis response facility. However, it should be seen 
as a work in progress as it has been limited in 
scale and scope. first, the overall size of the fund 
is rather small when compared with the scale of 
bailouts in the recent crises. second, only 20% of 
the liquidity available to a country is available without 
any conditionality, and beyond that threshold imf 
conditionality is invoked. this link to imf conditionality 
has possibly deterred some countries that needed 
liquidity support during the 2008/09 crisis from 
approaching Cmi, such as indonesia, the Republic 
of Korea and singapore, which  preferred to raise 
emergency financing from Japan and the United 
states on a bilateral basis. finally, the expansion of 
Cmim membership to cover other key systemically 
important countries needs to be considered in 
order to make the initiative truly regional. aBf and 
the asian Bond markets initiative have also been 
important initiatives towards developing regional 
financial markets, but they have been rather modest 
in scale to make a significant impact in view of 
the size of the region’s economy. the saaRC 
development fund and the asean infrastructure 
fund are also important initiatives for expanding 
the options for infrastructure financing facilities in 
the region but currently at a modest scale. Besides 
enhancing the depth of domestic bond markets in 
the region, it is important to facilitate cross-border 
listings to enhance the access of the region’s least 
developed countries to capital markets, among 
other possibilities.

the region needs a more developed regional 
financial architecture that not only could assist it 
in managing the financial crisis but also could 
provide an adequate supply of development finance 
to narrow the development gaps. esCaP analysis 
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Source: esCaP, based on data from World Bank, World development indicators database, and esCaP (2010b, p. 135).

Note: the composite measure of infrastructure development is based on eight physical infrastructure indicators covering 40 esCaP member countries 
for 2007. see esCaP (2010b, p. 143) for details.

Figure 3.19.     Gaps in infrastructure development in Asia and the Pacific, 2007

Sri Lankaa

Singapore
Japan

New Zealand
Republic of Korea

Australia
Hong Kong, China

Macao, China
Brunei Darussalam

0.60
Infrastructure composite score, 2007 (index)

0.550.500.450.400.350.300.250.200.150.100.050.00

Malaysia
Russian Federation

China
Thailand
Turkey

Iran (Islamic Republic of)
Azerbaijan

Kazakhstan
Georgia
Armenia
Sri Lanka

Viet Nam
India

Fiji
Kyrgyzstan
Maldives
Indonesia
Philippines

Uzbekistan
Bangladesh
Pakistan

Tonga
Tajikistan

Samoa
Mongolia

Vanuatu
Bhutan
Cambodia
Solomon Islands
Lao People’s Democratic Republic

Nepal
Papua New Guinea

shows that the region is characterized by wide 
infrastructure development gaps (see figure 3.19). 
there are also similarly wide gaps in social 
infrastructure and achievement of the millennium 
development goals, as shown in the Economic 
and Social Survey of Asia and the Pacific 2010.56 
Closing the infrastructure and other development 
gaps would require huge investments. available 
estimates suggest that infrastructure gaps would 
require $8 trillion in investments over 10 years.57 

Closing the gaps in achievement of the millennium 
development goals would require an additional $639 
billion in investments. With appropriate mechanisms 
available for mobilizing the region’s savings and 
channelling into these unmet investment needs 
through institutional intermediation and catalysing 
public-private partnerships, it would be possible not 
only to sustain the region’s dynamism for many 
years but also to make it an anchor of global 
stability.
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The elements of a possible regional financial archi- 
tecture that need to be developed for supporting the 
region’s development needs include the following:

Crisis prevention and management. in the area of 
crisis prevention and response, it is important to 
scale up and build further on the pioneering Cmim 
to expand its scope and coverage. the expansion 
of the membership to cover other key systemically 
important countries, such as australia, india and the 
Russian federation, needs to be considered in order 
to make the initiative truly regional. furthermore, 
with combined foreign exchange reserves of over 
$5 trillion, the region has the ability to expand 
considerably the size of the Cmim pool. the 
goal should be to build Cmim further into a well-
endowed, truly regional crisis response facility that 
could reduce pressure on governments to build 
large foreign exchange reserves for protecting their 
economies against speculative attacks and liquidity 
crises. enhanced regional cooperation for crisis 
response and management, however, should not 
be 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.

one option would be to create a large infrastructure 
development fund managed by a regional institution, 
as indicated in chapter 1. if such a fund secured just 
5% of the region’s reserves of over $5 trillion it could 
provide start-up capital of $250 billion in addition to 
its ability to borrow from the central banks. such a 
regional institution should be able to issue securities 
to enable the region’s central banks to be able to 
park their surplus reserves with it. this pooling of 
reserves could assist the region in meeting some of 
its investment needs, which are estimated to be on 
the order of more than $800 billion per annum in 
transport, energy, water and telecommunications. 

the development of regional bond markets and the 
integration of the region’s capital markets would 
also facilitate investment flows within the region. 
a framework needs to be developed to enable 
cross-border listings in the region so that corporate 
entities in countries with relatively underdeveloped 
capital markets could raise capital in other regional 
markets. 

The Asia-Pacific region is becoming 
more economically integrated 

and has considerable scope for 
deepening this integration 

In the area of crisis prevention 
and response, the goal should 
be to build CMIM further into a 
well-endowed, truly regional crisis 

response facility  

Exchange rate cooperation. another area where 
regional financial architecture could make a positive 
contribution is in coordination of exchange rates. 
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 competitive devaluations. 
one option worthy of consideration is a basket 
parity relative to a number of reserve currencies, 
including key currencies of the region instead of 
the dollar alone, and a set of weights determined 
on the basis of regional trade shares. 

Closer cooperation between central banks and 
financing institutions. as observed previously, a 
number of cooperative bodies of central banks have 

Development finance and capital markets integration. 
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. 
lack of an appropriate mechanism is the reason 
why the bulk of the region’s foreign exchange 
reserves has been invested in securities issued 
by Western governments, such as united states 
treasury bills. 
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been set up in the region, including south-east 
asia, australia and new Zealand; the executives’ 
meeting of east asia-Pacific Central Banks; the 
network of Central Bank governors and finance 
secretaries of the saaRC Region; and south-east 
asian Central Banks, facilitating the coordination, 
exchange of information and cooperation in training 
and capacity-building between them. However, there 
is a need for a broader regional body that could 
facilitate region-wide information sharing and assist 
in closing capacity gaps. similary, the asian exim 
Banks forum could move forward to create an apex 
regional trade finance institution, for which it has 
developed an initial concept, in order to facilitate 
cooperation in trade finance.

Capacity-building in public-private partnerships. the 
enormity of resource requirements in asia and the 
Pacific for infrastructure development makes it clear 
that a strong contribution from the private sector is 
needed, not just to bridge funding gaps but also 
to overcome the public sector’s limited delivery 
capacity and take advantage of the private sector’s 
efficiency and advanced technology. For this purpose 
governments are increasingly turning to public-
private partnerships (PPPs) to develop and operate 
both economic and social infrastructure. some 
governments have made considerable progress 
in the areas of institutional development, capacity-
building, streamlining administrative processes and 
financing and approving new projects. important 
steps have included the following: formulating PPP 
policy frameworks (Bangladesh, india, indonesia, 
the Republic of Korea); enacting new laws or 
amending existing ones to create a PPP-supportive 
environment (Cambodia, fiji, indonesia, the 
Philippines, the Republic of Korea, turkey, viet nam 
and many states in india); establishing institutional 
mechanisms to furnish government grant/support to 
PPP projects (Bangladesh, india, the Republic of 
Korea); establishing special infrastructure financing 
institutions (Bangladesh, india, indonesia, the Russian 
federation); creating special PPP units in government 
(australia, Bangladesh, fiji, india, indonesia, 
malaysia, Pakistan, the Republic of Korea, sri lanka, 
turkey); streamlining administrative processes (india, 

the Republic of Korea), among others. as a result 
there has been a considerable increase in PPPs 
for infrastructure. Between 2005 and 2009, 826 
projects worth about $204 billion reached financial 
closure. However, a few countries, namely China, 
india, the Russian federation and turkey, accounted 
for the bulk (82%) of these projects. 

in the aftermath of the global financial crisis, 
some governments have been reinvigorating PPPs 
as a part of their stimulus packages, sometimes 
through policy and fiscal measures, including debt 
guarantees, direct financial stakes, tax-free bonds, 
lower-equity capital requirements and sharing interest 
rate risks. International financing institutions have 
also considered various measures. for example, 
the international finance Corporation, the private 
sector arm of the World Bank, created a global 
$300 billion equity fund and a loan financing trust 
to support PPPs. 

Enhancing regional connectivity 
is a multifaceted task that will 

require the implementation of bold 
policy initiatives at the national and 

regional levels

there is need for building capacity for fuller exploitation 
of PPPs for infrastructure development in the region. 
this would include a better understanding of PPPs 
at the policymaking level, with a clear policy on risk 
sharing, capacity for developing bankable projects 
and managing contracts, standardized administrative 
processes and project documents, clear legal and 
regulatory regimes and availability of long-term 
finance. in these areas regional cooperation for 
sharing development experiences and capacity–
building, drawing upon the expertise of countries that 
started earlier, may be fruitful. Regional organizations, 
such as esCaP and adB, may assist the region 
in building such capability in the region. 

Regional cooperation for the reform of the inter- 
national financial architecture. the development of 
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a regional financial architecture would also enable 
the region to develop a regional perspective on 
the reform of the international financial architecture, 
including on various proposals such as an sdR-based 
global reserve currency, a global tax on financial 
transactions to moderate short-term capital flows, 
international regulations for curbing excessive risk-
taking by the financial sectors, among other issues 
that are emerging in the g20, united nations and 
other forums, as discussed in Chapter 1. 

at its sixty-sixth session, held in incheon, Republic 
of Korea, in may 2010, the Commission mandated 
the esCaP secretariat to assist member countries 
in elaborating the elements of a regional financial 
architecture. in line with that mandate the secretariat 
is engaged in further work on a subject which will 
feed into the policy agenda of the region in years 
to come.

Conclusion

the analysis in this chapter suggests that the asian 
and Pacific region is becoming more economically 
integrated and that it has considerable scope for 
deepening this integration. first, as a result of 
its higher rates of economic growth vis-à-vis the 
rest of the world, the region’s intraregional trade 
has increased faster than its total trade – a trend 
expected to continue into the future. second, there is 
a large degree of complementarity in the structures 
of imports and exports in esCaP subregions, 
suggesting large unexploited opportunities for 
increasing trade both within and across subregions. 
Third, intra-regional FDI flows are becoming more 
and more important in the region, providing smaller 
and poorer countries with much needed capital 
and technological expertise. fourth, because the 
region includes both large energy-importing and 
energy-exporting countries, it has much to gain 
from boosting regional cooperation and trade in 
energy products. fifth, economic activities that 
involve the movement of people across borders 
within the region are increasingly important, with a 
large share of the region’s labour migrants residing 
in neighbouring countries. 

these trends towards a greater degree of regional 
economic integration suggest that the region is 
increasing its contribution to supporting its own 
economic growth and has the potential to contribute 
even more in the future. However, regional integration 
does not take place in a vacuum. exchange activities 
across borders cannot take place without the physical 
and institutional infrastructure often referred to as 
connectivity. although the region is making progress 
in boosting its connectivity, much more needs to be 
done to facilitate the seamless movement of goods, 
services, energy, capital and people throughout all 
countries of Asia and the Pacific.

in the area of trade, although the region has a large 
number of preferential trading arrangements, they 
are not contributing to the creation of a seamless, 
broader and unified Asia-Pacific market because 
of their bilateral and subregional nature. However, 
initiatives such as CePea, which represent about 
80% of the region’s population and gdP, could 
constitute the nucleus of an incipient Asia-Pacific-
wide free trade area to which other countries in 
the region could accede in the future. 

a major obstacle to the expansion of trade is the 
high cost of moving goods to the hinterlands of 
some countries and across countries because of 
long distances, high vehicle operating costs, high 
transshipment costs and complex border crossing 
procedures. the latter in particular have been 
found to constitute a much more serious obstacle 
to trade and development of hinterland areas than 
the lack of physical transport infrastructure. in order 
to streamline trade procedures, countries are relying 
more on electronic data interchange and are trying 
to institute national electronic single windows through 
which traders can submit required documentation, 
pay duties and receive clearance. However, for 
the full benefits of single windows to be realized, 
the electronic data and documents should be 
accepted by authorities in all partner countries. for 
this to happen, it is necessary to develop of an 
international legal framework. similarly, to reduce 
cross-border transport costs it is necessary for 
landlocked and transit countries to accede to the 
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relevant international conventions in the area of 
international transport and transit, as recommended 
by the almaty Programme of action.

in the area of physical infrastructure investment, 
it is important to exploit synergies across various 
types of infrastructure. for instance, rights of way 
for roads and railways, such as those established 
under the intergovernmental agreements on the 
asian Highway and the trans-asian Railway, could 
also accommodate telecommunications cabling or 
base stations. similarly, those agreements could 
provide a useful institutional model for identifying 
missing links and investment needs from a region-
wide perspective for other types of infrastructure 
investment, such as oil and gas pipelines. in the 
area of energy, the development of a deep, liquid 
and transparent market for crude oil, petroleum 
products and gas could also be useful to promote 
intraregional energy trade.

finally, in order to fund the large infrastructure 
investments required to boost its connectivity, the 
region needs to further develop mechanisms for the 
financial intermediation between its large savings 
and its equally large investment needs, estimated 
to be on the order of $800 billion per year. for 
that purpose, useful initiatives include deepening the 
development of bond markets, building on initiatives 
such as the asian Bond fund and the asian 
Bond markets initiative, integrating capital markets 
by allowing cross-listings across stock exchanges, 
expanding the use of public-private partnerships 
for investment in infrastructure and considering the 
creation of a large regional infrastructure development 
fund to channel a small part of the region’s foreign 
exchange reserves into much needed infrastructure 
investments in the poorer and smaller countries of 
the region.

in sum, enhancing regional connectivity is a 
multifaceted task that will require the implementation 
of bold policy initiatives at the national and regional 
levels, and in many different areas. However, 
by facilitating the creation of a seamless and 
region-wide market, such a task could contribute 

to sustaining the region’s dynamism in decades 
to come and to reducing the wide disparities in 
economic opportunities within and across asia-
Pacific countries.
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The previous chapter considered how future growth and development 
in the region could be achieved through greater regional integration 
supported by greater connectivity. If the least developed countries 
are to benefit from regional integration, however, they will need to 
increase their productive capacity. For this purpose, they must do 
more than increase the output of existing products; if they are to 
climb the rungs of the development ladder, they will instead need 
to produce and trade new and more sophisticated products. This 
was the development path successfully followed by Japan and, from 
the early 1960s, by the Republic of Korea, Singapore and Taiwan 
Province of China. 

Building the Productive Capacity of 
the Least Developed Countries 

4
“Technology and know how, innovation and creativity are today key factors for
productivity improvement and economic growth. Unfortunately, the international
environment presents to the LDCs more challenges than opportunities. We need
to address this gap to achieve our MDGs and other development goals.”
Sheikh Hasina, Prime Minister of Bangladesh
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Table 4.1.     Share of Asia-Pacific least developed countries in international production and trade 

(Percentage)
Indicator 1970 1980 1990 2000 2007 2008 2009
Population 3.18 3.21 3.44 3.65 3.83 3.78 3.86
GDP 0.43 0.22 0.18 0.22 0.23 0.24 0.25
Manufacturing, value added 0.60 0.14 0.16 0.16 0.20 0.31 0.58
merchandize exports 0.11 0.12 0.09 0.17 0.19 0.19 0.24
manufactured exports 0.01 0.06 0.07 0.16 0.12 0.04 0.01
High-technology exports .. .. 0.00 0.00 0.01 0.00 ..

Source: ESCAP, based on data from the World Bank. 

Table 4.1 summarizes a few indicators that are 
typically associated with productive capacity for 
the production and trade of Asia-Pacific least 
developed countries. It shows that their share in 
total GDP is less than one tenth of their share in 
the global population, and for the past 30 years, it 
has been lower than it was 40 years ago—lower 
than 0.25% since 1980 compared with 0.43% in 
1970. Similarly, their share of global manufacturing 
value added, which measures the contribution of 
the manufacturing sector in total production, has 
also been lower—it was 0.6% in 1970 and declined 
to about half of that value for most of the past 
three decades. In terms of trade, least developed 
countries have been marginal exporters—their share 
in merchandise exports has been lower than 0.25% 
throughout a period when total world merchandise 
exports in current terms has increased 42-fold. In 
addition, least developed countries have contributed 
less than 0.2% of manufactured exports and less 
than 0.01% of world’s high-technology products.

The importance of the transformation of productive 
capacities for development has received growing 
attention through a series of United Nations 
Conference on Trade and Development (UNCTAD) 
least developed country reports,1 which have argued 
that national and international policy should focus 
on developing productive capacities—and the related 
expansion of productive employment—to achieve 
sustained development and poverty reduction in the 
least developed countries (see box 4.1). Such an 
approach to development presents an alternative to 

the set of orthodox growth theories that have guided 
policy discourse over the past three decades, and it 
brings production and productive employment back 
to the development agenda. Strategic diversification 
of production is a key element of this approach.

Anyone from a developing country visiting a super- 
market in an industrialized country for the first 
time will be struck by the amount and variety of 
products on offer. Wondering how her own country 
could one day become that rich and match that 
range, the curious visitor would be told that the 
country should specialize in the things that it can 
produce with higher relative efficiency. Hence, if it 
grows bananas more efficiently than it manufactures 
cars, computers or airplanes, then it should stick to 
bananas and acquire the variety of products needed 
to fill its supermarket shelves through trade.

The inquisitive visitor would certainly note, however, 
that the developed country also has the advantage 
of many other kinds of diversity. For example, it has 
a rich variety of professionals specializing in every 
imaginable area, along with a wide range of companies 
producing all manner of goods and services, and 
farms producing an ever-increasing range of agricultural 
products. Further, this variety of economic activities 
and the whole social structure that supports and 
co-evolves with them emerged not more than few 
generations ago—a time in which the living standards 
were comparable with those in her own country. How 
could her country rapidly achieve something similar by 
producing bananas? The answer is: it cannot.
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Box 4.1. Least developed countries in Asia and the Pacific

The ESCAP region currently has 13 designated least developed countries: Afghanistan, Bangladesh, Bhutan, Cambodia, Kiribati, Lao 
People’s Democratic Republic, Myanmar, Nepal, Samoa, Solomon Islands, Timor-Leste, Tuvalu and Vanuatu. Maldives graduated 
from that status in January 2011 but it is included in the group of least developed countries analysed in this chapter given that 
it refers to the period prior to the graduation. The list is reviewed every three years based on three criteria. The first criterion 
is low income, based on gross national income (GNI) per capita, with a threshold of $905 for addition to the list and $1,086 
for graduation from it. The second is human assets weakness, based on indicators of nutrition, health, school enrolment and 
literacy. The third is economic vulnerability, based on indicators of exposure and vulnerability to natural and trade shocks. To 
graduate from least developed country status, a country needs to meet thresholds under at least two criteria in at least two 
consecutive reviews. Regardless of its performance on the other two criteria, however, a country will be eligible for graduation 
if it has a GNI per capita of more than double the threshold.2

The least developed countries in Asia and the Pacific face a range of problems. They generally suffer from high costs for food, 
development and transport. In addition, they lack technical skills, have limited domestic savings and are vulnerable to external 
shocks, including natural disasters.

They also have limited opportunities for realizing economies of scale. For some, such as those in the Pacific, this is because 
they are remote and have small populations. For others, such as Bangladesh, Cambodia and Nepal, it is because a high 
proportion of their people live below the poverty line. These limitations have hampered progress towards reducing poverty 
and hunger and achieving other Millennium Development Goals. Their progress has also been slowed by the food and energy 
crises of 2008 and 2009, the global financial and economic crisis, and the recent increase in food and oil prices, all of which 
have increased their vulnerability and further undermined their economic and social development.

Source: ESCAP.

The recent literature has demonstrated that eco- 
nomic development is associated not with producing 
more of the same goods and services but with 
expanding the range.3 As incomes increase, eco- 
nomies become more diversified. Only much 
later are they likely to specialize.4 As a result, 
the rich nations export a wide range of products, 
including goods also exported by poorer nations, 
although the rich-country versions have higher 
unit values.5

The importance of diversity may not be evident 
in current mainstream economic policy discourse, 
but it has certainly been noticed in the past. 
One review of the work of seventeenth century 
economists, for example, concluded: “… it is as 
if these theorists said: if you wish to estimate the 
wealth of a city, count the number of professions 
found within its walls…the larger the number of 
professions, the wealthier the city”.6

This chapter reviews the relationship between 
development, diversity and productive capacities. 
Instead of the usual approach, which focuses on 
particular elements of productive capacities, such as 
productive resources, entrepreneurial capabilities and 
production linkages, this chapter takes an empirical 
approach, inferring a country’s productive capacity 
from its mix of actual products (see box 4.2). 

Since there are few systematically disaggregated 
data on each country’s production, however, it uses 
as a proxy the more readily available data on the 
composition of exports (see box 4.3). It then identifies 
the opportunities for expanding capacities and take 
greater advantage of regional integration.

Patterns of diversification

Diversification is the process of expanding the range 
of goods produced. It may involve producing higher 
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Box 4.2. Assessing productive capacities

This chapter’s assessment of productive capacities seeks to infer the capabilities available in a country by looking at the products 
that it already produces.7 The methodology assumes that: (a) products require specific combinations of capabilities; (b) countries have 
some capabilities but not others; and (c) if they have all the required capabilities, they will produce the corresponding goods.8

As illustrated in the figure below, if country C1 has capacities A1, A2 and A3, it can produce all three products P1, P2 and 
P3. Country C2, however, only has capacity A2 and A3, so it can only produce P2 and P3. The figure also presents a subset 
of the bipartite network showing Bangladesh, China, Japan and Samoa and all the products they exported. Thus, each country 
has products that are also produced by other countries, which are indicated in the shared circles, along with other products 
for which it is the sole producer in this group.

Box 4.3. Use of trade data to assess productive capacities

To estimate the products that a country can produce, this chapter uses trade data from the United Nations Commodity Trade 
Statistics Database (COMTRADE),9 disaggregated at the five-digit level using the Standard International Trade Classification (SITC), 
Rev. 2, which makes it possible to differentiate products that are otherwise very similar. For example, one can differentiate 
women’s dresses based on their fabric, such as cotton or man-made fibre.

If a country exports a certain product, it is assumed that the country has the capabilities required to produce it. Exports may not, however, 
fully reflect diversification since some of the production may only be for local consumption. This chapter, however, uses the composition 
of exports as a proxy for the country’s production and uses the terms “exports”, “products” and “goods” interchangeably. 

One issue to take into account is that, for a given product, one country seldom produces all the constituent parts. Indeed, many 
developing countries export, with minor value added, products that they have just imported. The analysis in this chapter, however, 
is able to differentiate between two cases, as can be illustrated by the production of computers. In the first case, a developing 
country may import from a developed country the microprocessors needed to assemble computers. The analysis considers that the 
capacities required to produce computers are different from those required to produce microprocessors. The fact that developing 
countries import sophisticated parts and components of products does not, therefore, increase their productive capacity. A second 
issue is the degree of sophistication, even of the same product. When developed and developing countries export the same 
product to the same country, the higher-income country will systematically export one with a higher unit price. In the analysis, 
we consider computers, for example, of different prices as different products. Hence, the productive capacities available in 
these countries for these products are inherently different.

Source: ESCAP.
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value added versions of the same good: firms can, 
for example, sell a product at a higher price by 
incorporating different designs, developing new brands 
or exploring new ways of marketing. Diversification 
may also involve producing a wider range of products. 
Thus, Bangladesh or Cambodia, for example, could 
diversify to produce more expensive garments or they 
could diversify into the manufacture of the relevant 
machinery and other related products.

Diversification leads to increases in total output, as 
illustrated in figure 4.1, which shows that the countries 
that export the greatest number of categories of products 
and those which have more products at different prices 
within those categories tend to have higher levels of 
GDP. The patterns of GDP increase differ, though. For 
diversification towards a wider range of products, the 
increase tails off at higher levels of GDP – in the figure 
that happens near the GDP value for malaysia. This 

Source: ESCAP, based on data from the World Bank, World Development Indicators Database and the United Nations Commodity Trade Statistics 
Database (COmTRADE). Available from http://comtrade.un.org/db/default.aspx (accessed November 2010).

Notes: Products are classified using five-digit SITC, Rev. 2 classifications. Products under the same five-digit classification are further differentiated 
based on their unit value. See Freire (2011) for details. The three-letter codes used in the figure to represent country names are the alpha-3 
country codes published in International Organization for Standardization (2006).

Figure 4.1.     Diversification and GDP, 2009
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Figure 4.2.     Simultaneous diversification within and across product categories, 2009

observation is consistent with other studies that have 
used disaggregated export data.10 For diversification 
into different varieties of similar goods, however, the 
increase does not seem to reach an upper limit.

These results suggest that richer countries continue 
to diversify. Japanese garment firms, for example, 
diversified into medium- and high-unit-value products 
beginning in the 1980s. Jane Jacobs noted in 1969 
the emergence of the differentiated production of 
garments, based on much smaller production runs: 
“This method produces relatively modest amounts of 
each item as compared with mass production, yet it 
is not craft manufacturing either…. Thanks to this… 
kind of garment making, one can look at a crowd of 
thousands of persons in a large city park… and be 
hard put to find two women or two children dressed 
in identical outfits.” The richer countries have steadily 
adopted this differentiated production leaving most 
of the mass production to poorer nations.11

Diversifications within and between categories of 
products are not mutually exclusive. On the contrary, 
they occur simultaneously, as illustrated in figure 4.2, 

which shows that the countries that produce the larger 
range of products are also those that produce the 
larger variety within each category. As the number of 
product categories rises, however, (for example, to over 
1,200 in 2009), the dominant form of diversification is 
the expansion of production of different varieties within 
the same category. Given that the two processes are 
interlinked, the analysis in this chapter will therefore 
consider diversification to be the sum of the two—both 
the number of different categories and, within these, 
the products at different unit values.

Making exports more exclusive

As economies diversify, they tend to export products 
that are exported by fewer other countries. This 
will generally mean more exclusive manufactured 
goods as opposed to more common exports, such 
as vegetable oils, fish, textiles, garments or mining 
products. This is illustrated in figure 4.3. Each 
country’s position on this chart is determined by 
both the number of products it exports and their 
exclusiveness, as indicated by the number of other 
countries exporting a similar product mix.

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Notes: Products are originally classified using five-digit SITC, Rev. 2 classifications. Products under the same five-digit classification are further 
differentiated based on their unit value. See Freire (2011) for details. The three-letter codes used in the figure to represent country names are the 
alpha-3 country codes published in International Organization for Standardization (2006).

 

D
iv

er
si

fic
at

io
n 

w
ith

in
-p

ro
du

ct
 

(a
ve

ra
ge

 n
um

be
r o

f p
ro

du
ct

s 
of

 d
iff

er
en

t p
ric

e 
pe

r c
at

eg
or

y 
of

 p
ro

du
ct

)

7

6

5

4

3

2

1

0
0 200 400 600 800 1 000 2 000 1 400 1 600

Diversification across-product 
(number of categories of products exported)

Diversification within-product 
(average number of products of different price per category of product)

 

TUVKIRTLSVUTBTNSLB
WSM

PYF
MDVASM

ARM
MNG

PNGNCL
TJK

KHM

MMR
LAOAZE

BRNKGZ
UZB

MAC
NPL
GEO
KAZ

FJI AFG

BGD PRK

LKA
IRN

PAK

PHL
VNM

IDN

NZL RUS MYS

TURTHA
HKGSGP

IND
CHNKOR

AUS

JPN

USA

Figure 4.2



159

BUILDING THE PRODUCTIVE CAPACITY OF THE LEAST DEVELOPED COUNTRIES     CHAPTER 4

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Notes: Products are originally classified using five-digit SITC, Rev. 2 classifications. Products under the same five-digit classification are further 
differentiated based on their unit value. See Freire (2011) for details. The three-letter codes used in the figure to represent country names are the 
alpha-3 country codes published in International Organization for Standardization (2006).

Figure 4.3.     As countries diversify, they produce more exclusive products

Non-diversified
countries

producing
common products

Diversified
countries
producing
common products

Diversified
countries
producing
uncommon
products

Non-diversified
countries

producing
uncommon

products

Mean = 1 868

Mean = 91.4

150

140

130

120

110

100

90

80

70

60

50

0
0 2 000 4 000 6 000 8 000 10 000

Diversification (number of products exported)

C
om

m
on

al
ity

 o
f p

ro
du

ct
s 

ex
po

rte
d

(n
um

be
r o

f c
ou

nt
rie

s 
ex

po
rti

ng
 a

 s
im

ila
r p

ro
du

ct
 m

ix
)

USA
JPN

AUSCHN
INDKORSGP

HKGTHA
TURRUS

MYSNZL
IND

PHL
VNM

PAK
IRN

LKA
NPL

BGDAFG
KHM

LAOMMRSLB
VUT

MDVBTN
TLS

WSMKIR
MNP
TUV

Figure 4.3

Countries that fall in the top left quadrant are the  
least diversified. This is typical of small island 
economies in the Pacific. Tuvalu, for example, 
exported only 75 different types of products in 2009 
and was in competition with 126 other economies 
that exported products of that same export mix. 
Very different, and diagonally opposite, is the 
United States, which exported almost 9,000 types 
of products, which are also less common, being 
exported, on average, by only 44 other economies. 
This suggests that, as they diversify, countries do 
not select new goods at random but rather choose 
those that are likely to be more exclusive.

Table 4.2 lists countries in the Asia-Pacific region 
that fall in each quadrant. The countries with more 
diversified production and more exclusive product 
mixes are Japan, Australia, China and India, with 
Japan being the most diversified. In general, the least 
developed countries are less diversified and produce 
fairly standard goods. One exception is Nepal: 
although not yet diversified, it has an above-average 

exclusive mix, including medium-priced textile yarn, 
floor coverings, and apparel and clothing accessories. 
Similarly, the Democratic People’s Republic of Korea 
and Kazakhstan are not very diversified but they 
nevertheless have less common products, such 
as electrical machinery, base metal manufactured 
goods, and artificial resins and plastics.

All of the Pacific island developing economies are 
less diversified and tend to produce common goods. 
The least diversified is Palau, which exported 64 
products in 2009 with a mix that is exported by 
126 economies, while the most diversified is Fiji, 
which exported 922 products. most countries in 
North and Central Asia also produce relatively 
common products. 

Figure 4.4 highlights the situation of the least 
developed countries. Here again, the Pacific island 
countries are in the weakest position. To some extent, 
this is a result of their small size. Bangladesh, on 
the other hand, with the largest population, can 
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Table 4.2.     Economies classified by the diversity of their product mix

Subregion Economy
Diversified economies producing uncommon products
ENEA China; Hong Kong, China; Japan; Republic of Korea
NCA Russian Federation
PAC Australia, New Zealand
SEA Indonesia, Malaysia, Philippines, Singapore, Thailand, Viet Nam
SSWA India, Iran (Islamic Republic of), Pakistan, Sri Lanka, Turkey
Non-diversified economies producing uncommon products
ENEA Democratic People’s Republic of Korea
NCA Kazakhstan
SSWA Nepal
Non-diversified economies producing common products
ENEA Macao, China; Mongolia
NCA Armenia, Azerbaijan, Georgia, Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan 
PAC American Samoa, Cook Islands, Fiji, French Polynesia, Guam, Kiribati, Marshall Islands, Micronesia 

(Federated States of), Nauru, New Caledonia, Niue, Northern Mariana Islands, Palau, Papua New
Guinea, Samoa, Solomon Islands, Tonga, Tuvalu, Vanuatu

SEA Brunei Darussalam, Cambodia, Lao People’s Democratic Republic, Myanmar, Timor-Leste 
SSWA Bangladesh, Bhutan, Maldives 

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Note: Subregional groupings are as follows: ENEA, East and North-East Asia; NCA, North and Central Asia; PAC, Pacific; SEA, South-East Asia; 
SSWA, South and South-West Asia.

Figure 4.4.     Diversification in the least developed countries

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).
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Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Figure 4.5.     A dynamic world: diversity and ubiquity of production, 1984-2009
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support more diversified production. Overall, a 
1.0% increase in population is associated with a 
0.3% increase in diversification. This association 
is statistically significant and explains over 30% of 
the intercountry variation in diversification. Countries 
with small populations therefore face an inherent 
disadvantage in their process of diversification.

Countries wishing to diversify can anticipate 
competition, since most other countries are aiming 
to move in a similar direction. Figure 4.5 tracks 
global progress in diversification. Between 1984 and 
2009, average diversification rose from 968 to 1,868 
products. The product mix, however, was becoming 
more standard: for the average country, the number 
of countries exporting a similar product mix increased 
from 41 to 91. Given this global trend, countries that 
do not diversify are likely to fall behind.

Mapping diversification

In order to diversify, firms in poorer countries will 
need to choose the most appropriate new products. 

The easiest will be those for which the required 
capabilities are similar to those already available. 
Moving from women’s dresses to undergarments, 
for example, would be quicker than moving to 
the production of women’s shoes, which would 
not only entail working with new materials, such 
as leather, plastic, rubber, wood, jute or metal, 
but also have different environmental and health 
requirements. New products may need different 
capabilities, such as machinery or skills, as well as 
better infrastructure, marketing strategies, standards 
and regulations.

When considering the most appropriate diver- 
sification path, it is therefore useful to get a sense 
of how products are related. This might be done 
by analysing the package of resources and skills 
used for their production, but it is also possible to 
do so more empirically by observing the positions 
that the country occupies on the “product space 
map”.12 Using international export data, it is possible 
to create a global product space map (see figure 
4.6).13
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Source: ESCAP, based on Hidalgo and others (2007) and on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). 
Available from http://comtrade.un.org/db/default.aspx (accessed November 2010).

Notes: This map indicates clusters and the links between the clusters. The overall shapes they form are arbitrary. For clarity, however, most 
products are aligned around circles.

Figure 4.6.     The global product space map
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In this map, each small circle represents a single 
product and is coloured according to the broad 
industry with which it is usually associated. These 
products are then clustered according to the 
likelihood that they are part of the same export 
mix. The grey lines to icons around the edge of 
the map also indicate the broad industry of clusters. 
The lines linking the products indicate associations, 
based on the probability that the export of one is 
accompanied by the export of the other.

The large circle at the centre of the map repre- 
sents the core of the space where many products— 
largely manufactured goods, machinery and tran- 
sport equipment—are linked by a dense network of 
lines. Further out, around the periphery, are clusters 
of less connected products, including some traditional 
industries of developing countries, such as garments, 
fish, fruit, vegetable oils and textiles. Of these more 
peripheral clusters, the largest is that of garments, 
for which the products, arranged in a circle in the 

Source: ESCAP, based on Hidalgo and others (2007) and on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). 
Available from http://comtrade.un.org/db/default.aspx (accessed November 2010).

Notes: Small circles represent a single product in the product space, which is independent of the country. Red squares represent the effective 
products of the country depicted in the figure.

Figure 4.7.     Cambodia’s occupation of the product space map

1991 2009

upper middle of the space, are so closely connected 
that the lines fill the circle solidly with blue.

One surprising characteristic of the product space map 
is that goods produced by the same industry can be 
far apart. For example, the map has two clusters of 
products under the vegetable oils industry. In addition to 
the main one at the top, which is linked with garment 
production, there is another in the middle right, which 
is associated with the production of fruit.

Each country can consider this product space when 
assessing the most appropriate opportunities for 
diversification. If its main products are in the core, it 
should have the capability to produce many others. 
If its products are on the periphery, the immediate 
options are probably more limited, and diversification 
will require more new capabilities.

It is also possible to use the map to track each country’s  
diversification history, as illustrated in figure 4.7 
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Bangladesh Exports remain highly concentrated in the garment, fishing and textile clusters. 
Little diversification towards the core products (see box 4.4).

Bhutan Less diversified in 2009 than in 1991. Forest products in the core.

Cambodia
Diversification in the garment cluster, which is almost totally occupied in 2009, 
and to some extent in the textile cluster. No move towards products at the 
core.

Kiribati Some diversification in textiles and fishing clusters by 2009. No move towards 
products at the core.

Lao People’s Democratic Republic 
Diversification in the garment cluster, which is almost totally occupied in 2009, 
in vegetable oils, and to some extent in mining and textiles. Reduction of the 
number of forest products at the core.

maldives Concentration in the fishing cluster and reduction of products in the garment 
cluster. Few new machinery products at the core were exported in 2009.

myanmar
Diversification in the garment cluster, which is almost totally occupied in 2009, 
and in the fishing and, to some extent, mining clusters. Few new forest 
products at the core.

Nepal

Diversification in the periphery and towards the core. Sectors that have diversified 
are the garment cluster and textiles, which are almost totally occupied by 2009. 
Most products at the core in 2009 were related to textiles, machinery, iron, 
paper and forest products.

Samoa

Diversification towards the core. moved into the textiles cluster and away 
from the garment cluster. No changes in diversification in the fishing and 
vegetable oil clusters. Products at the core in 2009 are in the iron, vehicles 
and machinery industries.

Solomon Islands
Exports remain concentrated in the vegetable oil and fishing clusters in the 
periphery, with a few forest products at the core. No further move towards 
core products.

Timor-Leste Some diversification in the textile cluster and machinery products. 

Tuvalu Some diversification in textiles, mining, and chemicals in the periphery and 
forest products in the core. 

Vanuatu Further diversification in the fishing cluster and some diversification in textiles, 
mining and vegetable oils in the periphery. 

Table 4.3.     Changes in occupation of the product space for least developed countries, 1991-2009

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

for Cambodia in 1991 and 2009. Its “effective 
products”—those for which the share in national 
exports is higher than the share in world exports—
are highlighted on the map with red squares. In 
1991, almost all of Cambodia’s effective products 
were on the periphery: one in the vegetable oils 
cluster at the top of the map; a few others in the 
garment, fishing, textiles and mining clusters on 
the right; and still others in the animal agriculture, 
fruit and vegetable oils clusters on the left. The 
only ones at the core were forest products. By 
2009, however, Cambodia was exporting almost 
all the products in the garment cluster. Figure 
4.7 shows how Cambodia has steadily occupied 

the product space. Some of the notable changes 
in the product space of other least developed 
countries during the same period are presented 
in table 4.3.14

The product space presented in figure 4.6 focuses 
attention on the supply side. When firms are 
investing in new production, however, they also 
need to consider potential demand. United Nations 
Conference on Trade and Development (UNCTAD) 
has found, for example, that if demand is taken 
into account, the opportunities for diversification can 
be greater in commodities than in certain labour-
intensive manufacturing industries.15
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Box 4.4. Ready-made garments business in Bangladesh

Since the late-1980s, Bangladesh has focused on ready-made garment manufacturing, which has created numerous market 
opportunities for small, export-oriented enterprises. The industry is highly labour-intensive and employs approximately 2 million 
workers, 90% of whom are women. The industry imports most of its raw materials, since domestic cotton production is very 
limited. It exports primarily to the United States and European Union markets. Bangladesh benefited from the abolition of the 
Multifibre Arrangement. The Government responded proactively and established close ties with China, which included direct 
air connections and road links through Myanmar.

Most garment companies are located in export processing zones, which account for three quarters of Bangladesh’s foreign direct 
investment in manufacturing. The main foreign investors are China, India, Japan, Malaysia, the Republic of Korea, the United 
Kingdom and the United States. The most important zone of this type, established in 1993, is the Dhaka Export Processing 
Zone. Bangladesh’s garment production remains highly competitive on the garment market, focusing on labour-intensive, low-
value garments based on lower labour costs than in China or India. Domestic firms, however, have little capacity for innovation: 
lacking design capacity, most simply assemble products according to buyers’ specifications.

Source: United Nations Industrial Development Organization, “Bangladesh: sustainable exports of ready-made garments in a new competitive 
environment”, n.d. Available from www.unido.org/index.php?id=953.

The demand situation is analogous to mountain 
climbing, where products are equivalent to 
mountains; the higher the mountain, the higher 
the demand. If one domestic firm starts climbing 
a mountain that represents a high-demand product, 
others will follow. This concept is illustrated in 
figure 4.8. Initially, firms are producing product A 
but are looking to branch out to a closely-related 
product that offers an easy path for diversification. 
Suppose that the most closely-related product is 

A 
B 

C 

Figure 4.8

Figure 4.8.     Demand side of the product space

Source: ESCAP.

B. Unfortunately, this mountain is smaller, so it 
offers fewer incentives. Mountain C is higher, and 
thus more attractive, but firms cannot jump directly 
to C because it is too far away—the product 
requires too many new capabilities. One solution, 
elaborated in the final section of this chapter, 
is for the State and the private sector to jointly 
identify the required supportive policies, incentive 
structures and institutional arrangements required 
to travel the distance from A to C.
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Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Notes: The unit of measurement is the standard deviation of the distribution of productive capacities. See Freire (2011) for details.

Figure 4.9.     Productive capacities, compared with the global mean, 2009
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Assessing productive capacity

If a country is to consider how best to diversify, it 
will need to assess its current productive capacity. 
For this purpose, it might consider, for example, 
current levels of technology, education and skills, 
along with policies, regulations and infrastructure, as 
well as how all of these things are related. This 
is a daunting task.

As previous sections have indicated, however, an 
alternative is to focus not on the possible components 
of the productive capacity but on its result—the 
actual production. The assumption is that the fewest 
capabilities will be found in the countries that are the 
least diversified and whose product mixes are similar 
to those of many other countries. This information on 
diversification can be combined with other measures to 
arrive at a composite “productive capacity index”.16
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The results for countries of Asia and the Pacific 
are indicated in figure 4.9, in which each country 
is compared with the global mean. It shows that 
most countries in the region are below the global 
average, and by a similar amount (about half a 
standard deviation).

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Notes: The unit of measurement is the standard deviation of the distribution of productive capacities. See Freire (2011) for details.

Figure 4.10.    Evolution of average productive capacity, 1991-2009, selected countries
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Some of the region’s larger economies have been 
moving in this direction, as is depicted for the 
period 1991-2009 in figure 4.10, which shows that, 
relative to the global mean, capacities in China and 
India have been rising while those in the United 
States and the European Union have remained 
fairly flat, and those in Japan have been falling. 
Figure 4.11 shows the corresponding picture for 
Asia-Pacific subregions. It indicates a slow increase 
in South-East Asia, mostly in the 1990s, but little 
change in North and Central Asia and in East 
and North-East Asia. The situation in the Pacific 
is disturbing since this subregion has experienced 
a fall, even though its average level will have been 
boosted by the rising capacities of Australia and 
New Zealand.

This information is confirmed in figure 4.12, which 
shows the pattern in the Asia-Pacific least developed 
countries. Bangladesh and Nepal have held their 
positions, while all of the other countries, despite 
recent rises, have generally lost ground. It is 
worth noting that this is not because they have 
lost productive capacity but because they have 
progressed more slowly than other economies.

Developing countries should aim for 
a productive capacity that will allow 
them to reach a GDP per capita 

similar to that of developed countries

Other things being equal, the greatest production 
capacities, which lead to higher total GDPs, are 
found in countries with larger populations. This will 
not necessarily translate into higher standards of living, 
however, since what matters most is GDP per capita. 
Singapore, for example, has a lower productive capacity 
than the United States, but it has a similar GDP per 
capita, and it also has a comparable standard of living. 
Developing countries do not, therefore, need to aim 
for a productive capacity that is above average but 
rather for one that will allow them to reach a GDP 
per capita similar to that of developed countries.
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Figure 4.12.     Evolution of average productive capacity, 1991-2009, Asia-Pacific least developed countries

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Notes: The unit of measurement is the standard deviation of the distribution of productive capacities. See Freire (2011) for details.
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Figure 4.11.     Evolution of average productive capacity, 1991-2009, Asia-Pacific subregions

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Notes: The unit of measurement is the standard deviation of the distribution of productive capacities. See Freire (2011) for details.
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Figure 4.13.     Evolution of productive capacity: Asia-Pacific least developed countries and successful countries starting at  
                similar levels, 1984-2009

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).
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Learning from the transformers of 
productive capacity

Valuable lessons can be learned from the more 
successful countries that have transformed them- 
selves while starting from productive capacity levels 
similar to those of the Asia-Pacific least developed 
countries. Only four countries have done so: Estonia, 
Latvia, Lithuania and Viet Nam. Having started far 
behind, they were able to raise their productive capacity 
to above the world average (see figure 4.13).

Particularly instructive is the experience of Viet 
Nam, where diversification took off from 1987 with 
the shift to free-market reforms known as Dổi Mới 
(renovation). In 1985, Viet Nam exported only 15 
more product categories than in the previous year, 
but from 1987 to 1990 the annual average increase 
rose to 34, and during the period 1991-1997, the 
average number of additional product categories 
exported annually had reached 77. From 1984 to 
2009, the number of product categories exported 

increased ninefold: from 125 to 1,143. Since then, 
the pace has slowed and, particularly in terms of 
within-product differentiation, it has flattened out (see 
figure 4.14). Viet Nam has not only diversified, it has 
also achieved a more exclusive product mix that 
requires a larger set of capabilities for production 
and marketing (see box 4.5).

Viet Nam’s progress can also be assessed by 
considering its occupation of the product space 
map over time (see figure 4.15). In 1984, Viet 
Nam had only a few effective products, mainly in 
the vegetable oil, fruit, fishing, textile and mining 
industries. By 1990, however, it had made inroads 
into the garment cluster, and by 1995, it had fully 
occupied the cluster. Since 1990, Viet Nam has also 
consolidated its position in textiles and fishing. At 
the same time, it has occupied more of the core 
of the product space, mainly through manufacturing 
related to electronics, textiles and forest products, 
although this was a gradual process, with new 
products linked to existing ones.
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Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Figure 4.14.     Evolution of Viet Nam’s product diversification, 1984-2009
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Box 4.5. Complexity of Viet Nam’s product mix, 1984-2009

Product complexity can be assessed by analysing how diversified the countries that export a product are and how common 
the other products that they export are. Products that are exported by diversified countries that export an exclusive product 
mix are considered to be more complex than products that are exported by less diversified countries that export broadly 
common products. The figure below shows how the complexity of the product mix exported by Viet Nam has changed over 
time, shifting to the right towards more complex products. 

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://
comtrade.un.org/db/default.aspx (accessed November 2010).

Note: Graphs are normalized so that products with average complexity are in the middle (measured as zero complexity) and the standard 
deviation from the average is one. See Freire (2011) for details on the calculation of product complexity.

These charts also indicate that there have been no big jumps in product complexity. New products of higher complexity are 
only slightly more complex than the products that were previously the most complex. The transformations have thus been 
based not on sudden jumps but on steady increments.
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1984 2009

Figure 4.15.     Evolution of Viet Nam’s occupation of the product space

Source: ESCAP, based on Hidalgo and others (2007) and on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). 
Available from http://comtrade.un.org/db/default.aspx (accessed November 2010).

Notes: Small circles represent a single product in the product space, which is independent of the country. Red squares represent the effective 
products of the country depicted in the figure.

Graduating from least developed 
country status

Can Asia-Pacific least developed countries make 
similar progress? How can Tuvalu, for example, with 
a population of around 10,000, sufficiently increase 
its productive capacity and produce a wider range 
of goods and services? The prospect is not as 
daunting as it might seem since countries with 
small populations do not have to increase productive 
capacity as much as Viet Nam to boost their GDP 
per capita above the threshold required to graduate 
from least developed country status.

Table 4.4 presents estimates of the increase in the 
number of products that the less populated least 
developed countries would need in order to graduate. 
For example, Bhutan exported 158 products in 2009, 
and to graduate from least developed country status, 
it would need to increase that number to 260. This 

is a sizeable increase, but by no means impossible; 
this total number has already been reached by some 
other small developing economies, such as the 
Central African Republic, Grenada and Guam.

It should also be emphasized that small least 
developed countries can boost their per capita GDPs, 
and thus their prospects of graduation, through means 
other than expanding their productive capacities. They 
can, for example, exploit and expand tourism. In 
fact, the only two countries that have graduated so 
far—Botswana and Cape Verde—have taken different 
paths, as indicated in figure 4.16. Botswana does 
have a higher productive capacity, mainly due to 
diversification within the mining industry, but Cape 
Verde has had a capacity trajectory similar to that 
of less populated countries in Asia and the Pacific. 
It was able to graduate largely by boosting tourism, 
from less than 6% in 1995 to 28% of its GDP in 
2008. Analysis suggests that, after controlling for 
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Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Figure 4.16.     Evolution of productive capacity: Asia-Pacific least developed countries and other graduating countries,  
        1984-2009
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population size and the level of productive capacity, 
a 1.00% increase in tourism revenue increases the 
total output of a country by around 0.25%. The 
two Asia-Pacific countries already recommended for 
graduation could follow a similar path. For Maldives, 
which graduated in January 2011, tourism contributes 
50% of GDP. For Samoa, which is set to graduate 
in 2014, tourism represents 21% of GDP.

Tourism can and does promote development in 
less populated countries. It is self-evident, however, 
that such activity has inherent limits. In the long 
run, an increase in productive capacity and the 
associated increase in diversification through the 
production of more complex goods is the most 
viable way to attain sustainable development in 
all countries, regardless of their size. For less 

Country
Current 
number 

of products

Number of 
products  
required

Percentage 
increase 
require

Countries with diversification similar 
to the desired level

Bhutan 158 260 64 Central African Republic, Grenada, Guam
Kiribati 99 210 112 Rwanda, Somalia
Solomon Islands 149 330 121 Bermuda, Maldives
Timor-Leste 133 470 253 Guyana, Suriname, Togo
Tuvalu 75 100 33 Montserrat, Northern Mariana Islands
Vanuatu 146 220 50 Eritrea, Nauru, Turks and Caicos Islands

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Table 4.4.     Diversification required to graduate from least developed country status, 2009
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populated least developed countries to reduce their 
economic vulnerability and promote sustainable 
development, they ultimately have to steer their 
development towards enhancement of their pro-
duction capabilities.

The benefits of regional integration

Chapter 3 indicated how countries in Asia and 
the Pacific can facilitate the movement of goods, 
services, people and finances across the region 
and overcome market constraints through greater 
regional integration. How could such integration 
also help least developed countries increase their 
productive capacity?

Over the past two decades, as globalization has 
intensified, the region has been redirecting its output 
to the rest of the world, as illustrated in figure 4.17. 
Between 1985 and 2008, the productive capacity 
that the region directed exclusively to itself fell from 
40% to 14%, while that used to service exports 
both within and beyond the region rose from 22% 
to 48%. This suggests that countries initially produce 
for the region and later direct these products to 
global markets.

Does the outside market promote an increase in 
productive capacities or is the regional market a 
better training ground for firms to upgrade their 
production? To try to answer this question, this 
chapter assesses the level of complexity of new 
exports directed to economies both inside and 
outside the region. New products are defined here as 
products that were not exported in the previous two 
years, and products are considered more complex 
if they are commonly exported by more diversified 
countries producing more exclusive goods.

For the majority of the economies in the region, the 
new products directed to the regional market are 
more complex than the new products directed to 
the outside market. This is illustrated in figure 4.18, 
which shows the list of Asia-Pacific countries for 
which 2009 trade data are available ordered by the 
difference between the average product complexity of 

Trade within the Asia-Pacific region 
can serve as a training ground 
for economies to increase their 

productive capacities

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

Figure 4.17.     Direction of Asia-Pacific productive capacity: to itself and to the rest of the world
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new exports directed inside and outside the region, 
with positive values for this difference represented by 
positive values on the horizontal axis (right side). The 
fact that there are more positive values than negative 
values reflects the fact that the new products directed 
to the regional market are more complex than the 
new products directed to the outside market for the 
majority of the economies in the region. This, in turn, 

suggests that trade within the Asia-Pacific region can 
serve as a training ground for economies to increase 
their productive capacities, thereby facilitating the 
production of more complex goods.

In summary, although the outside market is un- 
doubtedly very important for the sustainability of 
current levels of productive capacity of the economies 

Figure 4.18.     Trade within Asia and the Pacific is a training ground for increasing productive capacity

Source: ESCAP secretariat based on trade data from the United Nations Commodity Trade Statistics Database (COmTRADE). Available from http://
comtrade.un.org/db/default.aspx (accessed November 2010).

Note: The unit of measurement is the standard deviation of the distribution of product complexity.
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in the region, the intraregional market is the one 
that generally provides the opportunities for product 
upgrades that lead to the production of more 
complex products. Therefore, regional integration 
that facilitates intraregional trade has the potential to 
increase the productive capacities of the economies 
in the region.

Strategy for increasing the productive 
capacities of least developed countries

The discussions in the previous sections suggest 
that the increase in productive capacities is not a 
matter of the efficient exploitation of the existing 
comparative advantages. It requires the exploration 
of new economic activities and a strategic sense 
of direction towards building up the capabilities to 
produce goods that are more exclusive and only 
produced by countries that are more diversified.

Least developed countries, however, are constrained by 
several structural factors, such as small market size, 
along with other handicaps, such as their status as 
landlocked countries or small islands, a high degree 
of vulnerability to natural disasters and the effects of 
climate change, a poor base of domestic savings and 
entrepreneurship, skills and technological capability 
and infrastructure, and the lack of well-developed 
capital markets and financial and other institutions 
that foster industrialization. Least developed countries 
were at the tail end of the ESCAP infrastructure index, 
which captured a composite measure of infrastructure 
development as summarized in figure 3.19.17 Their 
process of industrialization has also been adversely 
affected in a number of cases by the reduction in 
policy space resulting from the policies adopted under 
the structural adjustment programmes pursued since 
the mid-1980s by the international financial institutions, 
which focused on liberalization and privatization as 
a part of the Washington Consensus. Premature 
liberalization of trade and investment regimes exposed 
relatively fragile fledgling industries to international 
competition, leading to their sickness and the closure 
of whatever capabilities had been built up while 
FDI inflows that were expected to assist in building 
productive capacities failed to turn up.

Productive capacities can be 
generated as part of the process of 
strategic diversification through the 
combined efforts of the State and 

the private sector with a supportive 
role played by development partners

This section discusses some elements of a strategy 
that countries with special needs, in particular the 
least developed countries, should consider to increase 
their productive capacities. In the past, the mainstream 
approach to expanding productive capacity has been 
to try to identify and strengthen some contributing 
factors, such as levels of human capital and the 
quality of infrastructure, along with good governance 
and the rule of law. The development experience 
of industrialized and newly industrializing countries, 
however, has demonstrated the critical role played by 
strong and active intervention by the “development 
State” in fostering their industrialization and building 
up productive capacities in the early stages.18 

Such a State would adopt macroeconomic policies 
oriented towards growth, investment and employment, 
while also creating fiscal space for the delivery of 
key services and long-term public investment in 
infrastructure, agriculture and human skills. It would 
also have a proactive industrial policy that would 
involve selective investment financing, along with a 
strategic trade policy to promote diversification and 
value addition. At the same time, it would encourage 
innovation and entrepreneurship. The State would 
also need to encourage local demand in order to 
encourage the further development of productive 
capacities and thus drive a virtuous circle.

The analysis presented in the previous sections 
suggests that economies build their productive 
capacities through a path-dependent diversification 
process that expands their production bases by 
including products that are increasingly more complex, 
thus facilitating even further diversification in the 
future. The idea is to let the productive capacities 
be generated or acquired as a part of the process 
of such strategic diversification through the combined 



176

ECONOmIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2011

efforts of the State and the private sector with a 
supportive role played by development partners.

explored. This process is the same as product 
innovation—the production of new products—as 
opposed to process innovation, in which the use 
of new technologies (physical or managerial) is 
employed to increase the scale of the production of 
existing products. Such products are not necessarily 
new to the world and, in the context of developing 
countries, they rarely are. In fact, the discussion in 
the previous sections presented the stylized fact that 
countries develop by diversifying towards products 
that are produced by fewer and more diversified 
countries. That empirical regularity highlights an 
important element of the strategy that countries 
follow while developing: they emulate the countries 
that are more developed than they are. Emulation 
of the production of richer countries seems to be 
a constant characteristic of the process of catching 
up.20 

Source: ESCAP, based on Beinhocker (2007).
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The strategy for increasing the 
productive capacities comprises three 

main processes for discovering, 
acquiring and spreading the 

productive capacities required for 
developing economies to catch up 

The first process is differentiation 
through strategic product innovation  

Such a strategy is related to models in which new 
capabilities emerge as combinations of previous 
capabilities through an evolutionary process.19 The 
evolutionary strategy comprises three main processes 
that, when set in motion, can act as an algorithm for 
discovering, acquiring and spreading the productive 
capacities required for developing economies to 
catch up to more developed economies.

The first process is differentiation through strategic 
product innovation—the identification and production 
of products that are new to the firms or farms in the 
economy and that are more complex and facilitate 
further diversification. The second process is the 
selection of the business models of those firms 
and farms that were successful in the differentiation 
process. Here, the qualifier “successful” implies a 
judge and criteria for judgement. Invariably, the best 
judge is the market and the ultimate criterion is the 
demand for the products. The third process is the 
amplification of the successful business models and 
the exploitation of the new market. It is important 
to the strategy that these processes be repeated 
continuously (see figure 4.19).

The objective of the strategy is not to outsmart the 
evolutionary process of the economy, but to better 
understand how it happens and to harness its power 
to benefit the least developed countries.

Differentiation

During the differentiation process, possible new 
activities that could be added to the economy are 

The State and the private sector should jointly 
identify a strategic direction for differentiation. Without 
a strategic direction, differentiation may lead to 
products that are less complex or to products that, 
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although more complex, do not serve as an easy 
platform for further diversification in the future, in 
which case the short-term progress will be doomed 
to grind to a halt. Having a strategic direction helps 
to avoid this problem.

A pragmatic way to look for potential new products 
is by emulating the production pattern of countries 
that have higher productive capacities, even if they 
do not have higher per capita GDPs. Bhutan, for 
example, might look to India, which has a lower per 
capita GDP but, thanks to its larger population, is 
producing a more diverse range of goods. Ideally, 
the country to be followed should not be too far 
ahead so that emulating it does not entail too 
great a leap.

Country Total
Product that are more complex and better 

positioned for future diversification 
Number Percentage

Bangladesh 439 43 10
Bhutan 498 51 10
Cambodia 468 47 10
Kiribati 343 42 12
Lao People’s Democratic Republic 493 74 15
maldives 423 75 18
myanmar 481 62 13
Nepal 514 58 11
Samoa 561 63 11
Solomon Islands 434 39 9
Timor-Leste 464 48 10
Tuvalu 340 35 10
Vanuatu 446 47 11

Table 4.5.     Potential new products related to those already produced by Asia-Pacific least developed countries

Source: ESCAP, based on trade data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.
un.org/db/default.aspx (accessed November 2010).

The State and the private        
sector should jointly identify            

a strategic direction for                
differentiation

A pragmatic way to look for potential 
new products is by emulating the 
production pattern of countries that 
have higher productive capacities

Each economy can estimate this potential for 
incremental innovation by comparing its existing 
output with that of other economies producing similar 
products. This suggests that each of the least 
developed countries in Asia and the Pacific could 
produce about 400 new products closely related to 
existing ones. Only around 10% to 15% of them, 
however, would be both more complex and better 
connected to other products, thereby helping the 
country move forward and position itself for future 
innovation (see table 4.5). It is therefore important 
to focus on those products which yield the highest 
social benefit.

New products need not be restricted to exportables; 
they should also replace some of the current imports 
of the country. Products that are imported, if they 
have levels of complexity similar to the products 
domestically produced, help domestic firms to 
discover new possibilities for the recombination of 
existing productive capacities; they show the frontier 
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of possibilities available for the use of the productive 
capacities that they already have. That increases 
the chances for new combinations of the productive 
capacities, replacing some of the imports or creating 
new products altogether. Trade decreases the cost 
of discovering such possibilities.

In the process of strategically identifying potential 
new areas of differentiation, other factors should 
be taken into consideration, such as the potential 
for employment creation in the new economic 
activities and the ecological sustainability of the 
production process. It is important for the State 
to lead the process, to function as a catalyst 
that facilitates the interests of new businesses to 
overcome the expected resistance to change of 
traditional businesses.

Selection

As in any entrepreneurial venture, some of these new 
activities and business models will fail. For example, 
entrepreneurs may try to start the production of a 
new good for which there is not enough demand, 
or the costs of production may end up being higher 
than was planned and the resulting profits may 
therefore not justify the investment. Ideally, clear 
benchmarks for success should be set and the 
market is invariably in a better position than the 
State to establish them.

Perhaps the most pragmatic measure of success 
is progress in foreign markets, which was the 
measure used by East Asian countries during their 
industrialization process. In the case of import-
substituting products, though, the State needs a 
sunset plan for the removal of protection. When 
the State provides supportive incentives to ensure 
private investment to new activities, as is the 
case with the industrial policies required for the 
differentiation process, corruption and rent-seeking 
can slow down the process of economic evolution 
or even bring it to a halt by allowing business 
failures to continue.

An important element of the selection process 
is choosing the time frame for the assessment 
of performance. Different economic activities 
require different periods to come to fruition. The 
greater the jump in complexity from existing to 
new products, the longer it will take the private 
sector and the State to acquire the necessary 
capabilities.

Amplification

When business models leading to new production 
are successful, they need to be further promoted 
and replicated by attracting sufficient capital. It 
should be noted that this amplification need not 
take place in the original companies: the aim is 
not to scale up particular firms but to replicate the 
model. In Bangladesh and Cambodia, for example, 
successful models in the garment sector were 

The second process is the 
selection of the business models 

of those firms and farms that were 
successful in the differentiation 

process

After setting such a strategic direction for differen- 
tiation, the State should establish a process designed 
to find areas where policy actions are most likely 
to make a difference—a process whereby the 
State and the private sector jointly come up with 
the required supportive policies, incentive structure 
and institutional arrangements to ensure the flow 
of private investment in the identified niche.21 The 
implementation of such strategic differentiation 
therefore requires the selective promotion of certain 
economic activities over others through the use 
of industrial policy. In this case, the policy would 
promote new economic activities/products that are 
more complex and allow for further diversification in 
the future, regardless of whether they are located 
within industry or manufacturing, per se. Such 
policies would be much more focused than most 
current policies, which provide incentives for any 
new investment regardless of its potential to spawn 
new economic activities.
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The third process is the 
amplification of the successful 

business models and the 
exploitation of the new market 

Least developed countries need 
to maintain strong macroeconomic 
fundamentals aimed at increasing 

productive investment 

initially implemented in a few companies before 
being replicated by many other firms.

Amplification will also depend on sufficient demand. 
The opportunities for boosting domestic demand may 
well be limited if the country is too small or too poor. 
One option for small developing economies is for 
them to pool their demand by providing preferential 
access to other small economies. Economies in the 
South usually import many goods from the North 
that are available, under competitive conditions, in 
other developing economies, often in the same 
region.22

National policy framework

Stable investment-friendly macroeconomic policy 
framework

Least developed countries need to maintain strong 
macroeconomic fundamentals aimed at increasing 
productive investments, which are critical for strong 
and sustained economic growth leading to expanding 
employment opportunities with macroeconomic 
stability, including low and stable inflation, and 
sustainable domestic and external imbalances. 
Countries need to utilize the full scope of appropriate 
countercyclical policies to maintain economic and 
financial stability in the face of domestic and external 
shocks in order to avoid abrupt economic fluctuations. 
The international community and the G20 should aim 
to assist least developed countries in their development 
processes by providing a stable and benign external 
environment for development and by fostering the 
flow of long-term development financing.

Industrial policy and infrastructure development 

In addition to a stable macroeconomic policy 
framework, the fostering of productive capacities 
requires more active public intervention aimed 
at creating infrastructure, including industrial 
estates and economic zones, capacity-building in 
entrepreneurship development, support services 
to small and medium-sized enterprises (SmEs) 
in technology, marketing and export market 
development and other promotional measures that 
are covered under industrial policy. An important 
aspect of industrial policy has been infant industry 
protection provided to domestic industry in the early 
stages of development. Infant industry protection 
was extensively employed as a policy tool by 
most developed countries and newly industrialized 

Repetition

The three processes described above should be put 
into perpetual motion for least developed countries to 
catch up with the frontier countries. In this process, 
it is essential to strengthen national institutions 
and good governance in order to provide a stable 
environment for the evolution of the economy, the 
curbing of capitalist cronyism and the promotion of 
development goals.

Implementing the strategy: national effort 
and international partnership

In what follows, we outline a policy agenda for 
national action and a supportive global partnership 
for implementing the strategy to increase the 
productive capacities of least developed countries, 
drawing upon the outcome of the High-level 
Asia-Pacific Policy Dialogue on the Brussels 
Programme of Action for the Least Developed 
Countries organized by ESCAP in collaboration 
with the Government of Bangladesh in Dhaka in 
January 2010.23



180

ECONOmIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2011

countries in the early stages of their development.24  
Least developed countries have every right to use 
infant industry protection to diversify their productive 
capacities in new areas and provide fledgling 
productive capacities some space to grow.

Public investment could play a proactive role in 
infrastructure development and act as a catalyst for 
public-private partnerships by creating a virtuous cycle 
of investment and spurring inclusive growth. For that 
reason, countries need to implement fiscal and tax 
reforms, improve budgetary processes, improve the 
quality of public expenditure, promote financial inclusion 
through creative monetary policies and enhance the 
transparency of public financial management.

Domestic resource mobilization

It is vital for the Asia-Pacific least developed 
countries to create a financial architecture that 
provides access to a variety of financial services and 
products, especially for SMEs and microenterprises, 
with particular emphasis on women, the poor and 
those in rural areas. This requires a diversified, 
well-regulated and inclusive financial system that 
promotes savings and channels them to productive 
investments, especially in rural areas. The domestic 
supply of long-term capital also needs to be 
increased by developing domestic capital markets, 
venture capital funds, term lending institutions 
and industrial development banks to provide the 
finances required for the creation of new productive 
capacities. Microfinance, including microcredit, is an 
effective tool in generating employment, especially 
self-employment, improving the well-being of poor 
households, including women, in the Asia-Pacific 
least developed countries, empowering individuals 

and communities, and initiating social development. 
Governments should provide appropriate and 
coordinated support to meet the rising demand 
for microfinance, including capacity-building for 
microfinance institutions and the creation of the 
necessary regulatory framework. Effective domestic 
resource mobilization and institution-building by 
least developed countries have to be supported by 
development-oriented FDI and targeted ODA, as well 
as trade policies of development partners that create 
favourable conditions for productive capacity-building. 
Support is also needed to foster the growth of the 
scale and scope of indigenous enterprises and their 
ability to partner with global enterprises and with 
production and retail chains and networks.

Least developed countries have 
every right to use infant industry 

protection to diversify their 
productive capacities in new areas 

and provide fledgling productive 
capacities some space to grow

Least developed countries need to 
foster a diversified, well-regulated 
and inclusive financial system that 

promotes savings and channels 
them to productive investments 

Technological upgrading

It is important to upgrade and further diffuse technology 
in the least developed countries in order to strengthen 
productive capacities. The scientific and technological 
and research and development capacities of these 
countries need to be built up through national 
programmes and supported by international institutions 
and programmes. It is timely to consider setting up a 
technology bank for least developed countries, which 
could promote  the transfer of key technologies, 
including pro-poor, green, agricultural and renewable 
energy-related technologies. In order to address 
the development challenges facing the Asia-Pacific 
least developed countries, it is vital to take specific 
measures to support creative, inventive and innovative 
activities, including the involvement of universities and 
research institutions, across all economic sectors and 
to emphasize the need for the commercialization 
of research outputs. Least developed countries 
should be fully assisted in meeting all of their 
technological development and adaptation objectives. 
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The creation of an enabling national environment for 
technological capacity-building should be supported 
by all organizations and development partners. Least 
developed countries should be fully supported in the 
formulation of national innovation strategies and their 
access to technological and scientific information 
for development should be ensured. Article 66.2 of 
the World Trade Organization (WTO) Agreement on 
Trade-related Aspects of Intellectual Property Rights 
(TRIPS Agreement) requires developed countries 
to facilitate technology transfer to least developed 
countries. It remains rather a statement of intent, 
however, as it defines neither technology transfer 
nor the mechanisms for encouraging it; it has 
therefore remained ineffective. In the new programme 
of action for least developed countries, transfer of 
technology should be a critical component of the 
global partnership if such countries are to develop 
productive capacities and exploit the potential of 
green industry, in particular.

high quality investments that would help them to 
build diversified and complex production capacities.25 
Policies aimed at harnessing the potential of FDI 
should be oriented towards stimulating produc- 
tive investment, building technological capacities, 
developing infrastructure and strengthening linkages 
within and across sectors and between different 
enterprises. The strengthening of domestic productive 

Least developed countries should 
be fully assisted in meeting all of 

their technological development and 
adaptation objectives 

Supportive global partnership for 
building productive capacities in least 
developed countries

Financing for development: foreign direct 
investment and official development 
assistance

FDI can help least developed countries to expand 
their production structure into more modern and 
knowledge-intensive areas that are characterized 
by higher value added production. Asia-Pacific least 
developed countries, however, continue to remain 
rather minor recipients of FDI, with their share of 
global inflows at a negligible 0.23% in 2009. The 
bulk of this FDI is concentrated in their traditional 
sectors, such as mining, textiles and garments, 
and they have not been successful in attracting 

capacities should also be aimed at producing a 
wider range of more sophisticated products. Given 
that many least developed countries have not 
been able to attract FDI despite liberalization and 
reform, in order to enhance private capital flows, 
there is a need to strengthen national, bilateral 
and multilateral efforts to overcome structural and 
other constraints that limit their attractiveness as 
destinations for private capital and FDI. Bilateral 
and multilateral partners can provide technical, 
financial and other forms of assistance; share best 
practices; promote and strengthen partnerships and 
cooperation arrangements; provide political risk cover 
and guarantees; leverage aid resources, business 
development services and funding for feasibility 
studies; and support national efforts to create a 
stable and predictable investment climate. Promoting 
investment proactively by developing projects and 
then inviting key international players in the sectors to 
undertake these projects may also help. In addition, 
least developed countries could adopt associated 
policies, such as performance requirements and 
incentives for the promotion of inter-firm linkages, 
to facilitate the transfer and diffusion of technologies 
that are introduced through FDI. The emergence of 
outward FDI from developing countries is enhancing 

Policies aimed at harnessing the 
potential of FDI should be oriented 

towards stimulating productive 
investment, building technological 

capacities, developing infrastructure 
and strengthening linkages within 
and across sectors and between 

different enterprises 
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Efforts need to be made to 
continue to improve the quality of 

ODA and increasing its development 
impact 

Least developed countries need to 
be provided with enhanced and 

predictable market access, support 
for the establishment of export 

supply capacities and new trade-
related infrastructure 

options for least developed countries in terms of 
sources of FDI, especially FDI that brings with it 
more appropriate technologies for the geo-climatic 
conditions and market sizes of least developed 
countries. South-South FDI flows have been rising 
faster and now account for over a third of FDI 
flows received by least developed countries, as 
observed in chapter 3.

Accra Agenda for Action, which include aligning 
aid with country priorities, untying aid to least 
developed countries and increasing the predictability 
of aid. There is a need to set up special purpose 
thematic funds dedicated to and earmarked for 
least developed countries, such as a commodity 
stabilization fund, a technology fund, a diversification 
fund and environment-related funds. Least developed 
countries themselves should be able to determine 
the terms of access to these funds and they should 
have equitable representation in their governance. 
Commitments to provide additional resources to 
least developed countries made at the G8 and G20 
summits should be implemented expeditiously and 
monitored by the international community.

ODA has a potential catalytic role to play in helping 
least developed countries to promote sustainable 
and inclusive development; enhancing social, 
institutional and physical infrastructure; promoting 
FDI; adapting trade and technological inventions 
and innovations; improving health and education; 
fostering gender equality; ensuring food security; and 
reducing poverty. Despite a significant increase in 
ODA to least developed countries in recent years, 
only the 9 smallest countries out of the 22 donors 
on the OECD Development Assistance Committee 
met the target of providing at least 0.15% of their 
gross national income in ODA to least developed 
countries in 2008. While it is important that the 
internationally agreed targets for ODA be met, there 
is also a need to match the assistance provided to 
the priorities set by the least developed countries, 
which include economic infrastructure-building, skills 
development and the necessary social infrastructure 
to enable universal access to essential services 
and aid for leapfrogging into green production, 
food security and rural development. Aid for “new” 
purposes, such as aid for trade and financing for 
adaptation to climate change, needs to be truly 
additional and should not divert resources from 
other internationally agreed goals. Efforts need to 
be made to continue to improve the quality of ODA 
and increase its development impact by building 
on the fundamental principles agreed in the 2005 
Paris Declaration on Aid Effectiveness and the 2008 

Market access and aid for trade

In order for the least developed countries to 
substantially increase their contribution to world trade, 
which would, in turn, enhance their development, 
they need to be provided with enhanced and 
predictable market access by their partners, support 
for the establishment of export supply capacity 
that is competitive in both cost and quality, and 
new trade-related infrastructure. Tariff and non-
tariff barriers and subsidies in developed countries 
adversely affect the export earnings of the Asia-
Pacific least developed countries. Although developed 
countries generally levy lower overall tariffs, tariff 
peaks and tariff escalation are applied to agricultural 
and labour-intensive products, which are typically 
exported by least developed countries. As a result, 
these countries face higher average tariffs than their 
developed country counterparts. most least developed 
countries enjoy preferential access to industrial 
country markets under the Generalized System of 
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Preferences (GSP), but experience suggests that the 
benefits of many GSP schemes are limited due to 
stringent rules of origin, small preference margins 

obligations far beyond those justified by their level 
of development. To enable them to benefit from the 
multilateral framework, the accession process should 
be simplified and made less onerous.

For the Asia-Pacific least developed countries, the full 
implementation of duty-free, quota-free market access 
by developed countries and developing countries 
in a position to do so, as agreed in the Hong 
Kong Ministerial Declaration, is critical to integrating 
beneficially into the global trading system. Notable 
initiatives in this direction include the expansion of 
the European Union GSP scheme for least developed 
countries to the “Everything but Arms” initiative 
in 2001. Similar initiatives have been adopted by 
Australia, Canada, Iceland, Norway, Switzerland and 
Turkey. The Republic of Korea’s presidential decree 
of 2008 granted preferential tariffs, including duty-free 
access, to least developed countries on 75% of tariff 
lines,26 and the harmonized system of preferences 
adopted by the Eurasian Economic Community, 
whose membership included Kazakhstan, Kyrgyzstan, 
the Russian Federation, Tajikistan and Uzbekistan, 
entered into force in may 2001 and offered preferential 
tariff rates to least developed countries on 100% of 
tariff lines.27 What is more encouraging is the initiative 
of some developing countries to announce their own 
preferential schemes for least developed countries. 
They include India’s duty-free preference scheme 
announced in 2008 for least developed countries on 
85% of tariff lines within a five-year time frame, in 
addition to unilateral tariff exemptions on all products 
for Bhutan and Nepal and tariff reductions on 38 
lines for Afghanistan; and China’s special preference 
tariff for Afghanistan, Maldives, Samoa, Vanuatu 
and Yemen on 288 categories of products.28 China 
and India have also offered special preferences to 
least developed country partners in the South Asian 
Association for Regional Cooperation and ASEAN 
under different agreements with these groupings and 
the Asia-Pacific Trade Agreement.

The focus of aid for trade and the Enhanced Integrated 
Framework should be to assist the least developed 
countries in building productive infrastructure and trade 
capacities to enable them to participate effectively in 

Least developed countries should 
be granted greater preferential 

treatment than other countries to 
enable them to offset some of their 

disadvantages

and intense competition among the beneficiary 
countries. More transparent and simplified rules of 
origin, allowing for cumulation of origin, at least 
at the regional level, could improve the use and 
value of preferences, as would more comprehensive 
product coverage. Least developed countries should 
be granted greater preferential treatment than other 
countries to enable them to offset some of their 
disadvantages. Few of the least developed countries 
in the Asia-Pacific region have been granted 
preferential schemes similar to those that benefit 
such countries in Africa and the Caribbean, such 
as the African Growth and Opportunity Act and 
the Caribbean Basin Initiative of the United States 
and the benefits for African, Caribbean and Pacific 
States granted by the European Union under the 
Lomé Convention. Even though the WTO agreements 
include special and differential treatment for least 
developed countries, most of the provisions are 
best endeavour clauses lacking specific targets and 
legal enforcement mechanisms and they sometimes 
provide a few additional years for implementation. 
Furthermore, a number of least developed countries 
are not yet able to benefit from the multilateral 
trade rules. In the Asia-Pacific region, Bangladesh, 
Cambodia, Myanmar, Nepal and Solomon Islands 
are WTO members and Afghanistan, Bhutan, the 
Lao People’s Democratic Republic, Samoa and 
Vanuatu are undergoing the accession process, 
while Kiribati, Timor-Leste and Tuvalu have yet 
to initiate the accession process. Concerns have 
been raised about the arduous conditions imposed 
on the least developed countries in the process 
of their accession, which make them undertake 
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With the rise of emerging countries 
in the region, South-South 

cooperation and regional economic 
cooperation have become viable 

strategies for development 

in which a traditional partner supports South-
South cooperation projects, also has a significant 
potential. In the Asia-Pacific region, Japan supports 
triangular cooperation as a modality for fostering 
development.30 

the multilateral trading system. They also need to build 
their capacity to comply with international product and 
safety standards. Aid for trade should be aligned 
with the national development strategies of individual 
countries to support them in specific areas, such 
as trade policy and regulations, trade development, 
the building of productive capacities, trade-related 
infrastructure and trade-related adjustments. Although 
total aid for trade commitments increased to $42 billion 
in 2008, least developed countries received only 25% 
of the allocations, and Afghanistan and Bangladesh 
were the only Asia-Pacific least developed countries 
among the top 20 recipients.29 Least developed 
countries should receive priority attention for the 
disbursement of funds from aid for trade.

Focus of aid for trade should be to 
assist the least developed countries 
in building productive infrastructure 

and trade capacities to enable 
them to participate effectively in the 

multilateral trading system

The emergence of South-South FDI flows is also 
helping least developed countries to build productive 
capacities, as observed earlier. In addition, emerging 
countries, such as China and India, have announced 
their own duty-free-quota-free schemes for exports 
from least developed countries, as described above. 
Given the dynamism of Asian economies, regional 
economic integration complemented by stronger 
connectivity provides valuable opportunities for 
mutually beneficial cooperation and the sharing 
of dynamism across the region, as discussed in 
chapter 3. As observed earlier in the present chapter, 
regional markets provide opportunities for venturing 
into more complex areas. The Global System of 
Trade Preferences among Developing Countries is 
another framework for cooperation that makes use 
of the exchange of trade preferences, especially 
between regions. It needs to be strengthened, 
taking into account the special trade and economic 
needs and prospects of Asia-Pacific least developed 
countries.

Choosing the diversification path

As this chapter has indicated, countries develop not 
by producing more of the same products but by 
diversifying to more complex products. The process 
of diversification is path-dependent: products that a 
country produces today affect those it will be able 
to produce tomorrow. As a result, diversifying to 
include certain products would increase the range 
of possibilities for further diversification.

South-South, triangular and regional 
cooperation

With the rise of emerging countries in the region as 
the growth poles of the world economy, South-South 
cooperation and regional economic cooperation 
have become viable strategies for development. 
An increasing number of countries, including China, 
India, Malaysia, the Russian Federation, Singapore 
and Thailand, have well-developed programmes for 
assisting other developing countries, especially the 
least developed countries, in their neighbourhoods. 
The bulk of South-South cooperation is directed 
at the capacity-building programmes through which 
emerging countries share their expertise with least 
developed countries to enhance education and 
vocational skills, thereby developing infrastructure that 
can be critical for increasing production capabilities. 
Given that developing countries may sometimes 
possess technologies and skills that are appropriate 
for other developing countries, triangular cooperation, 
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Based on market forces alone, least developed 
countries may not diversify along the path that will 
bring them the highest possible future returns. Nor 
does the current WTO international trade regime 
encourage the most effective improvement of their 
productive capacities. As a result, over the past 25 
years, the least developed countries have lagged 
behind world averages. This chapter argues that a 
pragmatic strategy for increasing productive capacity 
is to move towards increasingly more complex 
products that would serve as better platforms for 
further diversification.

This would require the State and the private 
sector to coordinate their efforts to steer innovation 
and replicate successful business models. Least 
developed countries will therefore need to pursue 
macroeconomic, trade, finance and infrastructure 
policies that promote strategic diversification and the 
evolution of their economies. All of this needs to be 
supported by enhanced and targeted development 
assistance, financing, preferential market access, 
and South-South and regional cooperation.
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Table 1.     Real gross domestic product growth rates

(Percentage)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia 3.5 5.3 3.0 3.9 4.4 5.5 5.3 5.9 6.7 2.8 -1.0 6.4 
china  7.6 8.4 8.3 9.1 10.0 10.1 11.3 12.7 14.2 9.6 9.1 10.3 
democratic people's republic of Korea 6.1 0.4 3.8 1.2 1.8 2.1 3.8 -1.0 -1.2 3.1 .. ..
hong Kong, china 2.6 8.0 0.5 1.8 3.0 8.5 7.1 7.0 6.4 2.2 -2.8 6.8 
Japan -0.1 2.9 0.2 0.3 1.4 2.7 1.9 2.0 2.4 -1.2 -6.3 3.9 
macao, china -2.4 5.7 2.9 10.1 14.2 27.3 6.9 16.5 26.0 12.9 1.3 35.0 
mongolia 3.2 1.1 0.9 4.7 7.0 10.6 7.3 8.6 10.2 8.9 -1.3 6.1 
republic of  Korea 10.7 8.8 4.0 7.2 2.8 4.6 4.0 5.2 5.1 2.3 0.2 6.1 

North and Central Asia 6.2 9.5 5.9 5.3 7.5 7.5 7.7 9.1 9.1 5.9 -5.4 4.6 
armenia 3.3 5.9 9.6 13.2 14.0 10.5 13.9 13.2 13.7 6.9 -14.2 2.6 
azerbaijan 7.4 11.1 9.9 10.6 11.2 10.2 26.4 34.5 25.0 10.8 9.3 5.0 
Georgia 2.9 1.8 4.8 5.5 11.1 5.9 9.6 9.4 12.3 2.1 -3.9 5.3 
Kazakhstan 2.7 9.8 13.5 9.8 9.3 9.6 9.7 10.7 8.9 3.3 1.2 7.0 
Kyrgyzstan 3.7 5.4 5.3 0.0 7.0 7.0 -0.2 3.1 8.5 8.4 2.3 -1.4 
russian federation 6.4 10.0 5.1 4.7 7.3 7.2 6.4 7.7 8.1 5.6 -7.9 4.0 
tajikistan 3.7 8.3 9.6 10.8 11.0 10.3 6.7 7.0 7.8 7.9 3.4 6.5 
turkmenistan 16.5 5.5 4.3 0.3 3.3 5.0 13.0 11.4 11.6 10.5 6.1 8.0 
uzbekistan 4.3 3.8 4.2 4.0 4.4 7.7 7.0 7.3 9.5 9.0 8.1 8.5 

Pacific 4.2 3.3 2.6 4.0 3.4 3.8 3.1 2.6 4.5 2.3 1.2 2.6 
  Pacific island developing economies 2.8 -1.8 0.1 1.8 3.6 2.3 2.9 2.6 5.1 4.3 2.2 4.3 

cook islands 2.7 13.9 4.9 2.6 8.2 4.3 0.0 0.7 9.5 -1.2 -0.1 0.5 
fiji 8.7 -1.7 1.9 3.2 0.8 5.4 -1.3 1.9 -0.5 -0.1 -3.0 0.1 
Kiribati -1.2 7.6 -5.1 6.1 2.3 2.2 3.9 1.9 0.4 -1.1 -0.7 0.5 
marshall islands .. .. .. .. .. 4.0 0.7 2.4 3.3 -2.0 0.0 0.5 
micronesia (federated states of) -2.1 4.7 0.1 0.9 2.9 -3.3 3.0 -0.4 -0.1 -2.9 -1.0 0.5 
nauru .. .. .. .. .. .. -14.5 6.3 -27.3 1.0 0.0 0.0 
palau -5.4 0.3 1.3 -3.5 -1.3 6.0 5.9 4.8 -0.5 -4.9 -2.1 2.0 
papua new Guinea 1.9 -2.5 -0.1 2.0 4.4 0.6 3.9 2.3 7.2 6.6 5.5 7.1 
samoa -0.6 4.8 8.0 6.2 3.8 4.2 7.0 2.2 2.3 5.0 -4.9 0.0 
solomon islands -1.6 -14.2 -8.0 -2.8 6.5 4.9 5.4 6.9 10.3 7.3 -1.2 4.0 
tonga 4.2 3.2 3.5 3.6 2.6 1.0 -1.0 0.5 -1.2 2.0 -0.4 -1.2 
tuvalu 2.4 -12.8 13.2 5.5 -3.2 -1.3 -4.1 6.6 4.9 1.3 -1.7 0.0 
vanuatu 0.4 5.8 -3.3 -4.2 3.7 4.4 5.1 7.2 6.8 6.3 3.8 3.0 

  Developed economies 4.3 3.4 2.7 4.1 3.4 3.8 3.1 2.6 4.5 2.2 1.2 2.6 
australia 4.3 3.3 2.7 4.0 3.3 3.8 3.1 2.6 4.6 2.6 1.3 2.7 
new Zealand 4.7 3.8 2.5 4.5 4.3 4.0 3.1 2.1 3.4 -0.8 0.1 1.5 

South and South-West Asia 3.6 5.1 2.6 4.7 7.1 7.6 8.6 8.3 7.6 4.7 3.9 7.5 
afghanistan -3.5 81.1 14.3 9.4 14.5 11.2 16.2 3.4 22.5 8.9 
Bangladesh 4.9 6.0 5.3 4.4 5.3 6.3 6.0 6.6 6.4 6.2 5.7 5.8 
Bhutan 7.7 7.2 8.2 10.8 4.0 8.0 8.8 6.8 17.9 4.7 6.7 6.8 
india 6.4 4.4 5.8 3.8 8.5 7.5 9.5 9.7 9.2 6.7 8.0 8.6 
iran  (islamic republic of) 1.9 5.1 3.3 7.5 6.8 4.8 5.7 6.2 6.9 2.5 1.5 3.0 
maldives 7.2 4.8 3.5 6.5 8.5 9.5 -4.6 18.0 7.2 5.8 -2.3 4.8 
nepal 4.3 5.9 4.7 0.2 3.8 4.4 3.2 3.7 2.8 5.8 4.0 3.5 
pakistan 4.2 3.9 2.0 3.1 4.7 7.5 9.0 5.8 6.8 4.1 1.2 4.1 
sri lanka 4.3 6.0 -1.4 4.0 5.9 5.4 6.2 7.7 6.8 6.0 3.5 8.0 
turkey -3.4 6.8 -5.7 6.2 5.3 9.4 8.4 6.9 4.7 0.7 -4.7 8.1 

South-East Asia 4.0 6.6 2.0 5.0 5.5 6.6 5.8 6.2 6.6 4.2 1.0 8.1 
Brunei darussalam 3.1 2.8 2.7 3.9 2.9 0.5 0.4 4.4 0.2 -1.9 -1.8 1.1 
cambodia 12.6 8.4 7.7 7.0 8.5 10.3 13.2 10.8 10.2 6.7 -2.0 6.0 
indonesia 0.8 4.9 3.6 4.5 4.8 5.0 5.7 5.5 6.3 6.0 4.5 6.1 
lao people's democratic republic 7.3 6.3 4.6 6.9 6.2 7.0 6.8 8.7 7.8 7.2 7.6 8.0 
malaysia 6.1 8.9 0.5 5.4 5.8 6.8 5.3 5.8 6.5 4.7 -1.7 7.2 
myanmar 10.9 13.7 11.3 12.0 13.8 13.6 13.6 13.1 11.9 3.6 4.9 5.5 
philippines 3.4 6.0 1.8 4.4 4.9 6.4 5.0 5.3 7.1 3.7 1.1 7.3 
singapore 7.2 10.1 -2.4 4.1 3.8 9.3 7.3 8.4 7.8 1.8 -0.8 14.5 
thailand 4.4 4.8 2.2 5.3 7.1 6.3 4.6 5.2 4.9 2.5 -2.2 7.8 
timor-leste -35.5 13.7 16.5 2.4 0.1 4.4 6.5 -5.9 9.1 11.0 11.6 7.9 
viet nam 4.8 6.8 6.9 7.1 7.3 7.8 8.4 8.2 8.5 6.3 5.3 6.8 

Memorandum items:
Developing ESCAP economies 6.2 7.2 4.8 6.8 7.3 8.2 8.6 9.3 9.9 6.1 4.7 8.8 

(excluding china and india) 4.8 6.9 1.1 5.5 4.5 6.6 5.7 6.0 6.0 2.7 -0.5 7.4 
East and North-East Asia 7.8 7.8 1.8 5.8 3.2 6.0 4.8 5.7 5.8 2.0 -0.9 7.7 
(excluding china and Japan)
North and Central Asia 5.3 7.6 9.0 7.5 8.2 8.7 12.5 14.4 12.7 7.0 4.0 6.6 
(excluding russian federation)
South and South-West Asia 0.1 5.9 -1.2 5.7 5.5 7.6 7.5 6.6 5.7 2.4 -1.0 6.1 
(excluding india)

Developed ESCAP economies 0.3 2.9 0.5 0.7 1.6 2.8 2.0 2.1 2.6 -0.8 -5.5 3.8 

source and table notes appear in the technical notes at the end of the annex.
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Table 2.     Gross domestic savings rates 

(Percentage of GDP)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia
china 38.0 38.0 39.0 40.4 43.0 45.2 46.4 47.9 50.5 51.5 52.0 51.1
hong Kong, china 30.1 32.0 29.8 31.1 31.2 30.7 33.0 33.1 31.8 30.6 29.7 28.5
Japan 26.2 26.4 24.3 23.6 23.8 24.0 24.6 24.2 24.1 21.9 18.9 20.2
macao, china 42.9 47.4 47.9 51.6 56.7 63.5 63.6 67.3 70.7 70.3 67.3 61.1
mongolia 14.6 10.4 5.7 3.4 12.2 19.5 32.0 39.8 37.2 35.7 24.7 34.5
republic of Korea 35.1 33.3 31.3 30.7 32.2 34.1 32.3 31.0 30.9 30.0 29.7 30.9

North and Central Asia
armenia -8.3 -8.9 -4.8 0.9 6.5 7.4 14.0 17.7 18.2 18.2 6.1 4.7
azerbaijan 8.6 20.4 24.9 24.7 27.6 31.3 47.5 54.4 56.9 58.1 43.9 46.6
Georgia 8.2 0.9 10.9 12.4 17.9 12.7 15.7 5.9 7.4 -2.7 -7.1 -5.0
Kazakhstan 16.0 26.0 28.7 33.8 34.3 34.9 38.9 44.1 43.8 46.3 41.6 45.5
Kyrgyzstan 3.2 14.3 17.7 13.8 5.3 5.8 -2.1 -13.1 -4.6 -10.8 -10.2 -8.4
russian federation 31.9 38.7 34.6 30.8 32.1 33.1 33.7 34.1 32.9 34.9 25.3 32.0
tajikistan 19.4 0.6 1.8 6.4 9.3 14.2 4.3 6.0 6.9 3.1 -15.3 ..
turkmenistan 12.3 49.3 36.2 43.2 31.1 25.2 40.5 58.0 55.0 40.0 41.0 40.7
uzbekistan 17.3 19.4 20.0 21.8 26.9 31.9 32.7 26.6 30.2 29.8 28.9 ..

Pacific 
  Pacific island developing economies

cook islands 22.0 23.2 27.5 25.5 24.2 21.8 24.7 24.1 21.1 18.7 21.3 ..
fiji 22.4 12.2 8.1 17.3 13.6 2.5 2.9 -5.6 -4.2 -5.5 -4.0 ..
Kiribati 7.9 7.5 4.8 4.3 -9.5 -11.0 -67.8 -64.5 -60.3 -59.9 -59.4 ..
papua new Guinea 26.6 38.8 36.0 27.9 35.7 31.0 35.9 36.1 33.1 40.8 22.9 23.0
samoa -13.0 -9.2 -14.1 -14.5 -14.0 -14.1 -14.0 -13.9 -14.1 -14.4 -13.7 ..
solomon islands -0.2 -7.9 -12.7 -5.5 4.1 0.0 -6.8 -6.5 .. .. .. ..
tonga -8.3 -9.8 -8.0 -6.1 -8.9 -11.5 -18.7 -17.9 -18.8 -19.1 -19.2 ..
tuvalu 6.5 -21.3 5.2 -61.5 -64.2 -72.2 -69.7 -81.9 -68.8 -71.3 -72.8 ..
vanuatu 19.2 19.3 17.9 9.4 12.7 16.4 20.2 23.8 24.9 25.5 23.7 ..

  Developed economies
australia 23.6 24.1 23.4 24.1 23.7 24.4 24.7 26.4 27.0 27.5 27.1 29.5
new Zealand 21.3 23.0 24.4 23.9 23.6 23.8 22.5 21.8 23.1 21.4 20.4 21.2

South and South-West Asia
Bangladesh 17.7 17.9 18.0 18.2 18.6 19.5 20.0 20.2 20.4 20.3 20.1 19.2
Bhutan 28.9 30.3 33.9 36.4 35.6 34.6 36.6 38.8 42.7 42.3 42.0 41.2
india 24.8 23.7 23.5 26.3 29.8 32.2 33.1 34.4 36.4 32.5 30.4 32.1
iran (islamic republic of) 25.4 26.8 38.4 38.5 38.6 39.6 39.3 37.7 37.0 37.6 39.1 38.0
maldives 44.2 44.2 44.9 46.3 48.8 42.7 28.0 36.8 35.8 33.5 35.4 ..
nepal 12.6 14.1 11.7 9.5 8.6 11.7 11.6 9.0 9.8 9.8 9.7 9.4
pakistan 14.0 16.0 15.9 16.5 17.3 17.6 15.2 14.2 15.4 11.0 11.4 10.6
sri lanka 18.1 15.4 16.5 16.0 16.0 16.4 17.9 17.0 17.6 13.9 18.0 19.0
turkey 19.3 17.8 19.2 19.2 16.6 16.8 16.5 17.1 15.9 17.3 13.7 14.2

South-East Asia
Brunei darussalam 36.9 49.4 44.3 47.2 48.6 51.4 59.1 62.1 57.3 65.2 61.5 57.2
cambodia 7.6 8.1 11.6 8.5 9.1 8.5 9.9 13.8 16.1 30.3 .. ..
indonesia 19.5 31.8 30.0 25.1 23.7 24.9 27.5 28.7 28.1 31.0 31.8 34.1
lao people's democratic republic 2.5 14.2 17.9 19.3 21.1 16.4 18.8 22.5 23.1 25.5 17.9 ..
malaysia 47.4 46.1 41.8 42.0 42.5 43.4 42.8 43.1 42.1 42.3 36.0 39.1
myanmar 13.0 12.3 11.5 10.2 11.0 12.3 13.1 15.2 14.9 16.9 16.6 17.2
philippines 14.3 17.3 17.1 19.1 19.7 21.2 21.0 20.1 20.8 19.3 15.6 21.0
singapore 49.0 47.4 44.2 40.5 43.6 47.1 49.4 51.0 53.0 50.6 48.3 52.6
thailand 32.5 32.5 31.4 31.7 32.0 31.7 30.9 32.4 34.4 32.5 31.7 33.2
viet nam 24.6 27.1 28.8 28.7 27.4 28.5 30.3 30.6 29.2 26.5 27.2 27.5

source and table notes appear in the technical notes at the end of the annex.
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Table 3.     Gross domestic investment rates

(Percentage of GDP)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia
china 36.7 35.1 36.3 37.9 41.2 43.3 42.1 43.0 41.7 44.0 47.7 48.8
hong Kong, china 24.8 27.5 25.3 22.8 21.9 21.8 20.6 21.7 20.9 20.4 22.6 22.6
Japan 24.8 25.4 24.8 23.1 22.8 23.0 23.6 23.8 23.7 23.6 20.4 20.3
macao, china 17.7 11.6 10.3 11.0 14.6 17.0 27.5 35.4 36.8 29.2 18.6 10.0
mongolia 37.0 36.2 36.1 39.6 35.5 34.5 37.0 35.1 40.2 52.2 49.0 47.5
republic of Korea 28.9 30.6 29.2 29.2 29.9 29.9 29.7 29.6 29.4 31.2 25.9 29.4

North and Central Asia
armenia 18.4 18.6 19.8 21.7 24.3 24.9 30.5 35.9 37.8 40.9 33.8 34.2
azerbaijan 26.5 20.7 20.7 34.6 53.2 58.0 41.5 29.9 21.5 18.7 18.3 17.4
Georgia 26.5 26.6 30.3 28.5 31.3 31.9 33.5 30.9 32.1 27.0 12.1 17.0
Kazakhstan 17.8 18.1 26.9 27.3 25.7 26.3 31.0 33.9 35.5 27.5 29.6 27.6
Kyrgyzstan 18.0 20.0 18.0 17.6 11.8 14.5 16.4 24.2 26.6 24.8 19.0 24.4
russian federation 14.8 18.7 21.9 20.0 20.8 20.9 20.1 21.4 24.3 25.4 18.7 22.5
tajikistan 17.3 9.4 9.7 9.4 10.0 12.2 11.6 16.0 24.6 26.5 25.0 24.2
turkmenistan 39.7 34.7 31.7 27.6 25.4 23.1 22.9 23.8 23.3 23.3 .. ..
uzbekistan 17.1 19.6 21.1 21.2 20.8 23.9 23.0 18.5 21.8 21.1 20.5 ..

Pacific 
  Pacific island developing economies

cook islands 13.0 12.4 11.0 12.1 13.8 14.7 13.2 13.7 14.5 14.1 14.1 ..
fiji 22.8 17.3 16.1 19.7 22.0 19.2 19.4 28.6 24.7 23.8 23.7 22.2
Kiribati 48.3 48.3 49.7 50.1 57.2 58.0 87.7 86.0 83.8 83.6 83.3 ..
papua new Guinea 16.1 21.9 23.0 25.0 21.4 21.4 17.5 15.7 15.1 15.9 17.3 19.2
samoa 14.1 14.2 14.3 13.1 12.3 11.2 10.4 9.8 9.1 8.7 9.2 ..
solomon islands 6.2 6.6 6.8 5.4 9.4 11.4 13.8 14.6 13.3 13.9 13.9 ..
tonga 21.3 21.7 24.7 30.8 25.7 23.5 22.4 19.5 19.7 26.3 26.1 26.2
tuvalu 54.8 52.0 77.3 35.5 36.6 3.3 8.1 0.9 15.6 12.9 8.2 ..
vanuatu 20.3 22.2 20.0 21.1 19.4 21.2 21.5 23.9 25.8 23.4 22.2 21.2

  Developed economies
australia 25.9 26.1 23.2 24.0 25.7 26.9 27.2 27.9 28.2 29.6 28.3 27.7
new Zealand 22.0 21.3 22.1 22.0 23.2 24.4 24.7 23.2 23.9 22.4 18.2 18.7

South and South-West Asia
Bangladesh 22.2 23.0 23.1 23.1 23.4 24.0 24.5 24.7 24.5 24.2 24.4 23.8
Bhutan 39.4 48.2 59.2 59.2 56.8 64.1 50.8 47.3 36.6 40.5 37.9 39.5
india 25.9 24.3 22.8 25.2 27.6 32.5 34.3 35.5 37.7 34.9 35.0 35.7
iran (islamic republic of) 26.0 27.1 32.6 33.9 35.1 35.7 35.8 35.0 36.4 38.9 40.8 42.7
maldives 34.0 26.0 28.0 26.0 27.0 35.0 53.0 .. .. .. .. ..
nepal 19.0 22.6 22.3 20.2 21.4 24.5 26.5 26.9 28.7 30.3 31.9 38.2
pakistan 15.6 17.2 17.0 16.6 16.8 16.6 19.1 22.1 22.5 22.1 19.0 16.6
sri lanka 25.6 25.4 22.2 22.0 21.6 24.7 26.1 27.4 27.3 27.1 24.4 24.8
turkey 19.1 20.8 15.1 17.6 17.6 19.4 20.0 22.1 21.5 21.8 14.8 17.5

South-East Asia
Brunei darussalam 21.4 13.1 14.4 21.3 15.1 13.5 11.4 10.4 13.0 13.7 14.7 15.1
cambodia 16.7 16.9 18.5 18.1 20.1 16.2 18.5 20.6 20.8 16.6 22.5 21.8
indonesia 11.4 22.2 22.5 21.4 25.6 24.1 25.1 25.4 24.9 27.8 31.0 30.7
lao people's democratic republic 22.7 20.5 21.0 24.0 21.4 21.1 17.5 21.4 22.0 24.0 .. ..
malaysia 22.4 26.9 24.4 24.8 22.8 23.0 20.0 20.5 21.6 19.3 14.5 20.0
myanmar 13.4 12.4 11.6 10.1 11.0 12.2 13.2 13.7 14.7 14.4 14.9 15.5
philippines 18.8 21.2 19.0 17.7 16.8 16.8 14.6 14.5 15.4 15.3 14.6 15.0
singapore 32.0 32.5 26.0 23.7 16.0 21.8 20.0 20.8 21.2 29.9 27.2 28.5
thailand 20.5 22.8 24.1 23.8 25.0 26.8 31.4 28.3 26.4 28.9 21.8 25.5
viet nam 27.6 29.6 31.2 33.2 35.4 35.5 35.6 36.8 43.1 39.7 38.1 39.0

source and table notes appear in the technical notes at the end of the annex.



205

Table 4.      Inflation rates

(Percentage)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia -0.6 -0.1 0.1 -0.6 0.4 1.6 0.8 0.9 2.2 3.7 -0.2 1.2 
china  -1.4 0.4 0.7 -0.8 1.2 3.9 1.8 1.5 4.8 5.9 -0.7 3.3 
democratic people's republic of Korea
hong Kong, china -4.0 -3.8 -1.6 -3.1 -2.5 -0.4 0.9 2.1 2.0 4.3 0.5 2.4 
Japan -0.3 -0.7 -0.8 -0.9 -0.3 0.0 -0.3 0.2 0.1 1.4 -1.4 -0.7 
macao, china -3.2 -1.6 -2.0 -2.6 -1.6 1.0 4.4 5.1 5.6 8.6 1.2 2.8 
mongolia 7.5 11.6 6.3 0.9 5.1 8.2 12.7 5.1 9.0 25.1 6.3 10.1 
republic of  Korea 0.8 2.3 4.1 2.8 3.5 3.6 2.8 2.2 2.5 4.7 2.8 3.0 

North and Central Asia 70.4 19.1 19.5 14.7 12.2 10.0 11.8 9.7 9.6 14.5 10.8 7.1 
armenia 0.7 -0.8 3.1 1.1 4.8 7.0 0.6 2.9 4.4 9.0 3.4 8.2 
azerbaijan -8.5 1.8 1.5 2.8 2.1 6.8 9.7 8.4 16.6 20.8 1.5 5.7 
Georgia 19.1 4.0 4.7 5.6 4.8 5.7 8.2 9.2 9.2 10.0 1.7 7.1 
Kazakhstan 8.3 13.2 8.4 5.9 6.4 6.9 7.6 8.6 10.8 17.2 7.3 7.1
Kyrgyzstan 36.0 18.7 6.9 2.1 3.1 4.1 4.4 5.6 10.2 24.5 6.8 8.0 
russian federation 85.7 20.8 21.5 15.8 13.7 10.9 12.7 9.7 9.0 14.1 11.7 6.9 
tajikistan 26.0 24.0 36.5 10.2 17.1 6.8 7.8 11.9 21.5 20.4 6.5 6.5 
turkmenistan 23.5 8.0 11.6 8.8 5.6 5.9 10.7 8.2 6.3 13.0 10.0 12.0 
uzbekistan 29.1 25.0 27.3 27.3 11.6 6.6 10.0 14.2 12.3 12.7 14.1 9.3 

Pacific 1.4 4.4 4.2 3.0 2.8 2.3 2.7 3.5 2.3 4.4 1.9 2.7 
  Pacific island developing economies 9.8 9.7 7.0 7.9 10.0 3.0 2.8 3.2 2.7 10.3 6.7 4.7 

cook islands 1.3 3.2 8.7 3.4 2.0 0.9 2.5 3.4 2.5 7.8 6.6 3.5 
fiji 2.0 1.1 4.3 0.8 4.2 2.8 2.4 2.5 4.8 7.7 6.8 4.0 
Kiribati 1.8 0.4 6.0 3.2 1.9 -1.0 -0.3 -1.5 4.2 11.0 8.4 0.8 
marshall islands 1.7 1.6 1.7 1.3 -2.8 2.2 4.4 4.3 2.6 14.7 0.5 1.0 
micronesia (federated states of) .. 2.2 0.5 -0.1 0.1 2.3 4.3 4.4 3.6 6.8 7.4 3.5 
nauru .. .. .. .. .. 2.3 2.7 3.5 2.3 4.5 2.2 -0.5 
palau .. .. -1.8 -1.3 0.9 5.0 3.9 4.5 3.2 11.3 5.2 3.8 
papua new Guinea 14.9 15.6 9.3 11.8 14.7 2.1 1.8 2.4 0.9 10.8 7.0 6.0 
samoa 0.8 -0.2 1.9 7.4 4.3 7.8 7.8 3.2 4.5 11.5 6.6 1.0 
solomon islands 7.9 6.8 7.4 9.5 10.5 6.9 7.0 11.1 7.7 17.3 7.1 3.0 
tonga 4.5 6.2 8.3 10.4 11.6 11.0 9.9 7.3 5.1 9.8 5.0 2.0 
tuvalu 4.0 1.3 1.3 8.0 3.3 2.8 3.2 3.8 2.2 10.4 0.0 -1.9 
vanuatu 3.1 2.1 3.5 2.1 1.1 3.2 1.2 2.6 4.1 4.8 4.5 3.4 

  Developed economies 1.3 4.3 4.2 3.0 2.7 2.3 2.7 3.5 2.3 4.4 1.8 2.7 
australia 1.5 4.5 4.4 3.0 2.8 2.3 2.7 3.5 2.3 4.4 1.8 2.7 
new Zealand -0.1 2.6 2.6 2.7 1.8 2.3 3.0 3.4 2.4 4.0 2.1 2.3 

South and South-West Asia 19.8 16.1 15.9 14.4 9.8 6.2 6.5 8.2 8.3 11.4 11.0 10.3 
afghanistan 13.2 12.3 5.1 13.0 26.8 -8.3 0.4 
Bangladesh 7.0 2.8 1.9 2.8 4.4 5.8 6.5 7.2 7.2 9.9 6.7 7.3 
Bhutan 6.8 4.0 3.4 2.5 2.1 4.6 5.3 5.0 5.2 8.8 3.0 6.1 
india 4.7 4.0 3.8 4.3 3.8 3.8 4.4 6.7 6.2 9.1 12.4 11.0 
iran  (islamic republic of) 20.1 12.6 11.4 15.8 15.6 15.2 12.1 13.6 18.4 25.4 10.8 12.0 
maldives 3.0 -1.2 0.7 0.9 -2.9 6.4 3.3 3.5 7.4 12.3 4.0 6.0 
nepal 11.4 3.4 2.4 2.9 4.8 4.0 4.5 8.0 6.4 7.7 13.2 10.7 
pakistan 5.7 3.6 4.4 3.5 3.1 4.6 9.3 7.9 7.8 12.0 20.8 11.7 
sri lanka 4.7 6.2 14.2 9.6 6.3 9.0 11.0 10.0 15.8 22.6 3.4 5.9 
turkey 64.9 54.9 54.4 45.1 25.3 8.6 8.2 9.6 8.8 10.4 6.3 8.6 

South-East Asia 7.9 2.3 5.0 4.8 3.3 4.2 6.1 6.7 4.0 8.8 2.3 4.0 
Brunei darussalam -0.1 1.2 0.6 -2.3 0.3 0.9 1.1 0.2 0.3 2.7 1.8 1.8 
cambodia 4.0 -0.8 -0.6 3.2 1.2 3.9 6.3 6.1 7.7 25.0 -0.7 4.1 
indonesia 20.5 3.7 11.5 11.9 6.6 6.2 10.5 13.1 6.3 10.1 4.8 5.1 
lao people's democratic republic 128.4 25.1 7.8 10.6 15.5 10.5 7.2 6.8 4.5 7.6 0.0 5.4 
malaysia 2.7 1.5 1.4 1.8 1.0 1.5 3.0 3.6 2.0 5.4 0.6 1.7 
myanmar 10.9 -1.7 34.5 58.1 24.9 3.8 10.7 26.3 32.9 22.5 8.0 7.9 
philippines 5.9 4.0 6.8 3.0 3.5 6.0 7.7 6.3 2.8 9.3 3.2 3.8 
singapore 0.0 1.4 1.0 -0.4 0.5 1.7 0.5 1.0 2.1 6.6 0.6 2.8 
thailand 0.3 1.6 1.6 0.7 1.8 2.8 4.5 4.6 2.2 5.5 -0.8 3.3 
timor-leste .. 63.6 3.6 4.7 7.2 3.2 1.1 3.9 10.3 9.1 0.7 6.5 
viet nam 4.1 -1.7 -0.4 3.8 3.2 7.8 8.3 7.4 8.3 23.1 6.9 9.0 

Memorandum items:
Developing ESCAP economies 5.2 4.5 5.2 4.0 3.6 4.2 3.6 3.9 5.0 7.3 2.9 4.9 

(excluding china and india) 11.4 8.5 9.7 8.3 5.7 4.5 5.1 5.3 4.9 8.1 3.6 4.6 
East and North-East Asia -0.2 0.9 1.9 0.9 1.4 2.3 2.4 1.8 2.3 4.4 1.4 2.3 
(excluding china and Japan)
North and Central Asia 12.4 12.6 11.9 10.4 6.7 6.6 8.5 9.7 11.7 16.0 7.6 7.8 
(excluding russian federation)
South and South-West Asia 37.6 30.4 30.2 26.5 16.8 9.1 9.1 9.9 10.8 14.2 9.4 9.6 
(excluding india)

Developed ESCAP economies -0.1 -0.2 -0.2 -0.5 0.0 0.2 0.0 0.6 0.3 1.7 -1.1 -0.3 

source and table notes appear in the technical notes at the end of the annex.
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Table 5.     Budget balance

(Percentage of GDP)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia
china -3.0 -2.8 -2.5 -2.6 -2.2 -1.3 -1.2 -0.8 0.6 -0.4 -2.2 -2.2
hong Kong, china 0.8 -0.6 -4.9 -4.8 -3.2 1.7 1.0 4.1 7.7 0.2 1.1 2.9
Japan -7.3 -6.4 -5.9 -6.7 -6.7 -5.2 -6.2 -1.0 -2.6 -2.6 -7.2 -7.5
mongolia -11.6 -7.7 -4.5 -5.8 -3.7 -1.8 2.6 3.3 2.9 -4.9 -5.4 0.0
republic of Korea -2.4 1.1 1.1 3.1 1.0 0.6 0.4 0.4 3.5 1.2 -1.7 -1.9

North and Central Asia
armenia -5.2 -4.9 -4.3 -2.6 -1.3 -1.7 -1.9 -1.5 -1.5 -0.7 -4.7 -5.2
azerbaijan -2.4 -1.0 -0.4 -0.4 -0.2 0.3 -0.7 0.4 -0.3 0.0 -0.7 -2.3
Georgia -6.7 -3.7 -1.8 -3.7 -2.9 -3.2 -1.1 -3.0 -4.7 -6.3 -9.2 -6.6
Kazakhstan -3.5 -0.1 -0.4 -0.3 -0.9 -0.3 0.6 0.8 -1.7 -2.1 -3.1 -3.0
Kyrgyzstan -2.0 -2.2 0.4 -1.0 -0.8 -0.5 0.2 -0.2 0.1 0.8 -1.5 -9.0
russian federation -1.2 2.4 3.1 1.7 2.4 4.8 7.5 7.5 5.4 4.1 -5.9 -4.1
tajikistan -2.4 -5.7 -3.1 -2.4 -1.8 -2.4 -1.6 0.4 1.7 1.6 -0.5 -1.2
turkmenistan 0.0 -0.3 0.6 0.2 -1.3 1.4 0.8 5.3 3.9 11.3 7.7 5.0
uzbekistan -1.7 -1.0 -1.0 -1.5 0.6 1.2 2.8 3.8 2.7 1.5 0.2 0.2

Pacific 
  Pacific island developing economies

cook islands -2.4 -1.8 1.3 -4.2 -0.8 -1.0 2.1 2.6 0.1 -0.8 -11.7 -0.8
fiji -0.3 -3.2 -6.5 -5.7 -5.8 -3.1 -3.4 -2.8 -1.7 -3.2 -3.8 -3.6
Kiribati 37.5 41.8 9.8 3.7 9.6 11.9 7.5 -1.7 2.7 1.8 1.7 0.6
papua new Guinea -2.6 -2.0 -3.4 -3.8 -0.9 1.7 0.1 3.1 2.4 -2.2 -0.2 0.0
samoa 0.3 -0.7 -2.2 -2.0 -0.6 -0.8 0.3 -0.5 0.6 -1.9 -3.9 -8.1
solomon islands -3.7 -7.5 -12.3 -10.3 0.2 5.1 2.5 1.5 1.3 -0.3 2.2 2.4
tonga -0.2 -0.3 -0.1 2.6 1.3 4.6 3.1 -4.8 1.6 1.8 -1.0 -0.6
tuvalu -3.5 -1.9 -43.0 33.0 -32.8 -14.3 -7.6 -15.8 -19.0 0.2 -0.3 -27.9
vanuatu -0.5 -6.1 -3.5 -3.5 -1.4 0.9 2.8 0.4 -1.4 2.2 1.0 -2.1

  Developed economies
australia 0.6 1.9 0.9 -0.4 0.7 0.7 1.3 1.7 1.5 1.8 -2.4 -4.1
new Zealand 0.1 2.1 1.9 3.7 4.0 4.2 5.0 5.7 4.1 0.4 -3.7 -5.3

South and South-West Asia
Bangladesh -4.6 -6.1 -5.2 -4.7 -4.2 -4.2 -4.4 -3.9 -3.7 -6.1 -4.1 -4.5
Bhutan -1.7 -3.9 -10.6 -4.6 -9.8 1.9 -6.7 -0.8 0.6 0.8 2.0 -6.7
india -5.4 -5.7 -6.2 -5.9 -4.5 -3.9 -4.0 -3.3 -2.6 -5.9 -6.6 -5.1
iran (islamic republic of) -0.2 -0.2 -0.4 -4.1 -3.4 -3.0 -3.7 -7.2 -3.5 -5.0 -4.0 -1.8
maldives -4.1 -4.4 -4.7 -4.9 -3.4 -1.6 -10.9 -6.8 -4.7 -16.9 -29.4 -20.9
nepal -4.9 -4.3 -5.5 -5.0 -3.3 -2.9 -3.1 -3.8 -4.1 -4.1 -5.0 -3.9
pakistan -6.1 -5.4 -4.3 -4.3 -3.7 -2.3 -3.3 -4.3 -4.4 -7.6 -5.2 -6.3
sri lanka -7.3 -9.7 -10.6 -8.6 -7.7 -7.9 -8.4 -8.0 -7.7 -7.7 -9.9 -8.0
turkey -6.4 -5.6 -11.9 -12.0 -8.7 -5.3 -1.5 -0.6 -1.6 -1.8 -5.5 -3.3

South-East Asia
cambodia -3.8 -4.8 -6.3 -7.0 -6.1 -3.5 -2.6 -2.7 -2.7 -2.5 -5.7 -5.3
indonesia -2.5 -1.1 -2.5 -1.5 -1.8 -1.0 -0.6 -0.9 -1.3 -0.1 -1.6 -0.8
lao people's democratic republic -2.6 -4.6 -4.5 -3.4 -5.7 -2.6 -4.5 -3.1 -2.6 -2.2 -3.3 -3.0
malaysia -3.2 -5.5 -5.2 -5.3 -5.0 -4.1 -3.6 -3.3 -3.2 -4.8 -7.0 -5.6
myanmar -0.3 0.7 .. .. .. .. .. .. .. .. ..
philippines -3.8 -4.0 -4.0 -5.3 -4.6 -3.8 -2.7 -1.1 -0.2 -0.9 -3.9 -3.9
singapore 0.5 2.0 1.6 -1.1 -1.6 -1.1 -0.3 0.5 3.1 1.4 -1.0 -0.7
thailand -3.3 -2.2 -2.4 -1.4 0.4 0.1 -0.6 1.1 -1.7 -1.1 -4.4 -0.7
timor-leste .. 2.0 1.0 4.0 14.0 46.0 102.0 174.0 284.0 384.0 178.0 ..
viet nam -4.4 -5.0 -4.9 -4.8 -4.9 -4.9 -4.9 -5.0 -4.9 -4.5 -6.9 -6.2

source and table notes appear in the technical notes at the end of the annex. 
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Table 6.     Current account balance

(Percentage of GDP)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia
china 1.9 1.7 1.3 2.4 2.8 3.6 7.2 9.5 11.0 9.8 6.1 5.2
hong Kong, china 6.3 4.1 5.9 7.6 10.4 9.5 11.4 12.1 12.3 13.6 8.7 8.4
Japan 2.6 2.6 2.1 2.9 3.2 3.7 3.6 3.9 4.8 3.2 2.8 3.2
macao, china .. .. .. 39.8 39.9 40.5 28.4 19.2 30.1 26.6 36.9 ..
mongolia -5.8 -5.0 -12.0 -8.6 -7.1 1.3 1.3 7.0 6.7 -14.0 -9.8 -15.0
republic of Korea 5.5 2.3 1.6 0.9 1.9 3.9 1.8 0.6 0.6 -0.6 5.1 3.5

North and Central Asia
armenia -16.6 -14.6 -9.4 -6.2 -6.7 -0.5 -1.1 -1.8 -6.4 -11.8 -16.0 -14.2
azerbaijan -13.1 -3.2 -0.9 -12.3 -27.8 -29.8 1.3 17.7 27.3 33.7 23.7 31.3
Georgia -10.0 -7.9 -6.4 -6.4 -9.6 -6.9 -11.1 -15.1 -19.7 -22.7 -11.7 -10.9
Kazakhstan -1.0 2.0 -6.5 -4.4 -0.9 0.8 -1.8 -2.5 -8.1 4.6 -3.2 4.5
Kyrgyzstan -20.1 -9.0 -3.4 -3.8 -3.2 0.2 -2.4 -10.6 -6.9 -14.6 -6.6 -3.6
russian federation 12.6 18.0 11.0 8.5 8.2 10.1 11.1 9.6 6.1 6.2 4.0 4.5
tajikistan -0.9 -1.6 -4.9 -3.5 -1.3 -3.9 -2.7 -2.8 -8.6 -7.7 -4.9 -3.6
turkmenistan -14.8 8.2 1.7 6.7 2.7 0.6 5.1 15.7 15.5 18.7 17.8 30.0
uzbekistan -0.7 1.6 -1.6 1.2 8.7 10.1 14.2 17.2 19.4 14.2 11.0 17.9

Pacific 
  Pacific island developing economies

fiji -1.1 -3.9 -6.6 2.5 -6.4 -12.6 -9.9 -18.8 -13.6 -17.9 -8.1 -2.3
Kiribati 11.9 -0.8 16.1 7.6 -19.5 -11.1 -18.5 -2.9 -1.0 -0.6 -4.1 -7.1
papua new Guinea 4.2 10.1 8.8 -4.2 3.8 2.9 12.5 8.0 2.9 9.9 -7.3 -26.6
samoa -9.6 -1.9 -4.6 -8.9 -8.3 -8.4 -9.6 -11.1 -15.9 -6.2 -2.0 -8.0
solomon islands 3.1 -7.6 -6.4 -4.3 6.3 16.3 -7.0 -1.6 -8.2 -16.4 -21.1 -20.0
tonga -0.8 -5.2 -8.1 4.0 -2.4 3.2 -2.2 -7.8 -8.3 -8.9 -9.2 -5.6
vanuatu -4.4 1.7 1.8 -4.6 -5.7 -6.0 -8.4 -5.3 -6.9 -5.9 -2.2 -2.4

  Developed economies
australia -5.1 -3.7 -2.0 -3.7 -5.3 -5.9 -5.6 -5.3 -6.1 -4.6 -4.4 -2.7
new Zealand -6.0 -5.0 -2.7 -3.9 -4.2 -6.1 -8.2 -8.4 -7.9 -8.7 -3.2 -3.4

South and South-West Asia
Bangladesh -0.9 0.0 -1.7 0.5 0.4 0.9 -0.6 1.2 1.4 1.5 2.8 3.2
Bhutan 2.2 5.4 -8.8 -14.9 -21.8 -17.6 -29.2 -4.3 12.2 -2.2 -1.7 -13.3
india -1.0 -0.6 0.7 1.3 2.4 -0.4 -1.2 -1.0 -1.3 -2.4 -2.8 -3.0
iran (islamic republic of) 6.3 13.0 5.2 3.1 0.6 0.6 8.8 9.2 11.9 7.3 3.6 4.2
maldives -13.4 -8.2 -9.8 -5.6 -4.5 -15.8 -36.4 -33.0 -41.5 -51.4 -30.8 -27.0
nepal 4.0 2.9 4.5 4.2 2.4 2.7 2.0 2.2 -0.1 2.9 4.2 -2.3
pakistan -2.6 -0.3 0.4 3.9 4.9 1.8 -1.4 -3.9 -4.8 -8.5 -5.7 -2.0
sri lanka -3.5 -6.3 -1.1 -1.4 -0.4 -3.1 -2.5 -5.3 -4.3 -9.8 -0.5 -3.7
turkey -0.4 -3.7 1.9 -0.3 -2.5 -3.7 -4.6 -6.0 -5.9 -5.7 -2.3 -5.9

South-East Asia
cambodia -5.0 -2.7 -1.1 -2.3 -3.6 -2.2 -3.6 0.4 -2.8 -7.3 -5.1 -7.3
indonesia 4.1 4.8 4.3 4.0 3.5 0.6 0.1 3.0 2.4 0.1 2.0 1.3
lao people's democratic republic -8.3 -0.5 -3.8 0.5 -1.5 -7.1 -6.1 2.2 3.4 2.2 0.2 -0.4
malaysia 15.9 9.0 7.9 7.1 12.1 12.1 14.5 16.7 15.7 17.5 16.5 13.4
myanmar -0.1 -0.1 -0.03 0.01 0.00 0.01 0.00 0.03 .. .. .. ..
philippines -3.8 -2.9 -2.4 -0.4 0.4 1.9 2.0 4.5 4.9 2.2 5.3 5.4
singapore 17.0 10.8 12.8 12.9 22.8 17.1 21.3 24.2 26.7 18.5 17.8 19.7
thailand 10.1 7.6 4.4 3.7 3.3 1.7 -4.3 1.1 6.3 0.4 7.7 3.9
timor-leste .. -6.7 -12.2 -15.6 -15.1 21.1 78.8 165.5 295.8 405.4 231.0 203.0
viet nam 4.1 3.5 2.1 -1.7 -4.9 -2.1 -1.1 -0.3 -9.8 -11.8 -7.7 -5.6

source and table notes appear in the technical notes at the end of the annex.
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Table 7.     Change in money supply

(Percentage)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia
china 14.7 12.3 15.0 13.1 19.2 14.9 16.7 22.1 16.7 17.8 28.4 18.9
hong Kong, china 8.3 9.3 -0.3 0.5 6.3 7.3 3.5 16.2 18.8 4.2 5.2 7.4
Japan 2.8 1.3 -17.1 0.9 0.5 0.6 0.5 -0.7 0.7 0.7 2.1 2.3a

macao, china 8.1 12.3 8.9 12.2 24.5 9.8 2.3 11.8 14.6
mongolia 31.6 17.6 27.9 42.0 49.6 20.4 34.6 34.8 56.3 -5.5 26.9 62.5
republic of Korea 27.4 25.4 13.2 11.0 6.7 -0.6 3.1 4.4 0.3 15.9 12.2 14.9

North and Central Asia
armenia 14.0 38.6 4.3 34.0 10.4 22.3 27.8 32.9 42.3 2.4 16.4 10.6
azerbaijan 20.1 73.4 -11.3 14.5 29.7 47.5 22.1 86.8 71.7 44.0 -0.3 24.3
Georgia 20.6 39.2 17.6 17.9 22.8 42.4 26.5 39.7 49.7 6.9 8.2 34.8
Kazakhstan 84.4 45.0 40.2 30.1 34.2 68.2 26.3 78.1 25.9 35.4 19.5 14.1
Kyrgyzstan 33.7 11.7 11.3 33.9 33.4 32.1 10.0 51.5 33.2 12.6 20.4 18.6
russian federation 56.7 58.0 36.3 33.8 38.5 33.7 36.3 40.6 44.2 14.6 16.4 28.5
tajikistan 24.6 63.3 35.0 40.5 40.9 9.8 113.3 65.4 108.7 -3.6 .. ..
turkmenistan 75.7 83.3 23.8 1.5 40.9 13.4 27.2 17.7 .. .. .. ..
uzbekistan 32.7 37.1 54.3 29.7 27.1 47.8 54.3 36.8 46.1 31.8 31.4 33.7

Pacific 
  Pacific island developing economies

cook islands 16.7 4.8 14.4 3.2 9.9 9.6 -5.2 22.4 -5.8 4.0 65.9 ..
fiji 13.6 -1.5 -3.1 7.8 25.0 10.5 15.1 20.2 10.3 -6.7 7.4 3.9
Kiribati .. .. .. .. .. .. .. .. .. .. .. ..
micronesia (federated states of) 3.4 -1.0 6.0 -12.0 -3.7 -0.1 1.6 -8.5 4.6 3.2 16.3 -0.1
papua new Guinea 9.2 5.0 6.2 7.3 -4.4 14.8 29.5 38.9 27.8 7.8 21.9 10.0
samoa 15.7 16.3 6.1 10.2 14.0 8.3 15.6 13.7 11.0 5.8 9.1 7.1
solomon islands .. .. .. 6.4 23.8 17.7 46.1 26.4 21.7 8.0 16.8 16.6
tonga 15.6 15.3 15.5 8.3 14.5 13.9 22.1 5.4 13.5 0.7 0.3 6.3
tuvalu .. .. .. .. .. .. .. .. .. .. .. ..
vanuatu -9.2 5.5 5.5 -1.6 -0.9 9.9 11.6 7.0 16.1 13.2 0.5 -6.0

  Developed economies
australia 11.7 3.7 13.2 5.7 12.8 11.4 8.6 15.0 29.9 14.2 0.5 9.3
new Zealand 7.1 1.5 9.1 0.2 9.5 3.5 9.5 11.3 11.1 10.4 -0.6 2.1

South and South-West Asia
Bangladesh 12.8 18.6 16.6 13.1 15.6 13.8 16.7 19.3 17.1 17.6 19.2 22.4
Bhutan 32.0 17.4 7.9 26.9 1.8 19.9 11.9 13.0 13.0 31.2 43.2 26.6a

india 17.1 15.2 14.3 16.8 13.0 16.7 15.6 21.6 22.3 20.5 18.0 17.5
iran (islamic republic of) 21.5 22.4 27.6 24.9 24.5 23.0 22.8 29.1 30.6 7.9 27.7 ..
maldives 3.5 4.2 7.8 21.6 17.2 31.4 10.6 18.9 24.1 21.8 12.5 16.4
nepal 20.8 21.8 15.2 4.4 9.8 12.8 8.3 15.6 13.8 25.2 27.7 14.0
pakistan 4.3 12.1 11.7 16.8 17.5 20.3 17.5 14.5 19.7 5.7 14.7 15.0
sri lanka 13.4 12.9 13.6 13.4 15.5 19.6 19.0 17.9 16.5 8.4 18.7 14.4b

turkey 96.1 42.5 48.0 31.0 33.7 31.2 120.0 24.7 15.7 26.7 13.0 15.7a

South-East Asia
Brunei darussalam .. 38.0 -16.7 1.9 4.1 15.8 -4.5 2.1 6.7 9.6 9.7 4.8
cambodia 17.3 26.9 20.4 31.1 15.4 28.3 15.8 40.5 61.8 5.4 35.6 21.3
indonesia 11.9 15.6 13.0 4.7 8.1 8.2 16.3 14.9 19.3 14.9 13.0 15.3
lao people's democratic republic 78.4 46.0 13.7 37.6 20.1 21.6 7.9 26.7 38.7 18.3 31.2 23.8
malaysia 14.2 5.3 2.3 6.0 11.1 25.4 15.4 16.6 11.0 13.3 9.5 7.1
myanmar 29.5 42.5 43.9 34.7 1.4 32.4 27.3 27.2 30.0 14.8 30.6 36.9b

philippines 16.9 8.1 3.6 10.4 3.6 9.9 9.6 21.8 10.5 15.3 7.5 13.1
singapore 8.5 -2.0 5.9 -0.3 8.1 6.2 6.2 19.4 13.4 12.0 11.3 8.6
thailand 1.8 4.0 5.8 1.3 6.2 5.8 6.1 8.2 6.3 9.2 6.8 10.9
timor-leste   41.1 6.9 18.3 28.2 43.9 34.1 39.3 9.9
viet nam 66.5 35.4 27.3 13.3 33.1 31.0 30.9 29.7 49.1 20.7 26.2 25.4b

source and table notes appear in the technical notes at the end of the annex.
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Table 8.     Merchandise export growth rates

(Percentage)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia
china 6.1 27.9 7.0 22.1 34.6 35.4 28.4 27.2 25.7 17.3 -15.9 32.0
hong Kong, china 0.0 16.1 -5.9 5.4 11.8 15.8 11.6 9.4 8.8 5.3 -12.2 22.5
Japan 8.1 14.3 -15.9 3.4 13.1 19.9 5.2 8.7 10.4 9.5 -25.7 32.5
macao, china 2.8 16.3 -9.4 2.4 9.5 9.0 -11.9 3.3 -0.6 -21.4 -51.9 -9.5
mongolia 3.8 49.6 11.3 -12.1 17.5 41.2 22.4 44.9 26.3 30.1 -25.6 59.5a

republic of Korea 8.6 19.9 -12.7 8.0 19.3 31.0 12.0 14.4 14.1 13.6 -13.9 28.6
North and Central Asia

armenia 5.1 29.1 14.1 48.2 35.4 5.5 34.8 1.1 17.0 -8.3 -34.0 43.9a

azerbaijan 51.3 81.3 11.9 10.9 13.9 42.6 104.4 70.1 63.4 43.8 -69.2 56.8a

Georgia 24.4 35.6 -1.6 8.9 33.4 40.2 33.8 8.2 31.6 21.4 -23.8 38.9
Kazakhstan -7.5 63.2 -5.2 12.3 33.5 55.0 38.6 37.3 24.8 49.1 -39.3 32.8
Kyrgyzstan -13.5 10.4 -6.1 3.8 18.5 24.2 -6.3 31.9 47.6 38.1 -6.6b -2.5c

russian federation 2.2 41.4 -3.0 6.7 25.2 35.9 32.9 24.8 16.8 32.9 -35.5 29.6
tajikistan .. .. -22.3 7.0 14.5 14.7 -0.7 54.0 4.9 -4.2 -28.3 14.0a

turkmenistan 93.3 111.1 4.5 9.0 22.5 11.2 28.3 44.7 12.9 52.7b -45.4b 44.0c

uzbekistan -3.4 5.2 -6.6 -8.4 29.1 31.6 11.6 18.0 43.0 28.3b 4.2b 22.3c

Pacific 
  Pacific island developing economies

fiji 12.5 -4.1 -6.4 -2.7 19.0 19.8 -1.2 8.7 7.7 12.4 -11.2 9.6a

papua new Guinea 18.3 0.8 -6.6 1.5 37.5 16.3 22.8 24.8 15.0 21.0 -13.3 20.8a

samoa -12.2 6.2 2.6 10.3 34.6 -7.9 138.4 -43.3 23.2 -5.9 -22.1 5.5a

solomon islands -14.6 -37.5 -12.9 12.8 28.7 41.4 16.8 14.8 36.7 14.9 -24.3 40.1a

tonga 66.7 41.1 34.7 16.7 11.9 9.2 -42.9 14.7 -17.2 0.1 -23.7 -12.2a

vanuatu 14.1 -5.0 -33.6 1.2 32.2 163.4 12.5 -4.4 53.5 51.0 -65.2 18.7a

  Developed economies
australia 0.3 13.6 -0.8 2.8 8.3 23.0 22.3 16.6 14.5 31.9 -17.2 37.6
new Zealand 3.7 6.6 3.2 4.8 14.9 23.1 6.8 3.2 20.1 13.5 -18.5 25.8

South and South-West Asia
afghanistand .. .. .. 46.8 43.6 111.1 26.5 8.5 9.6 19.9 .. ..
Bangladeshd 2.9 8.3 12.4 -7.4 9.4 16.1 13.8 21.6 15.7 15.9 10.3 4.1
Bhutand -5.9 9.2 -12.9 4.1 8.9 39.7 34.5 47.2 83.7 4.4 -23.7 ..
indiad 20.8 5.3 4.6 -5.1 10.8 21.0 -1.6 20.3 21.1 30.8 23.4 26.7e

iran (islamic republic of)d 60.3 35.3 -16.0 18.1 20.4 29.0 47.2 18.1 28.2 3.0 -13.0 40.5f

maldives  -4.3 18.8 1.4 20.2 14.8 19.1 -10.7 39.4 1.2 45.3 -49.0 18.3
nepald 18.2 37.4 4.5 -19.0 5.1 13.8 11.5 2.2 1.1 8.2 -4.0 -8.9a

pakistand -10.7 8.8 9.1 2.3 19.1 13.8 16.8 14.3 4.4 18.2 -6.4 2.7
sri lanka 0.0 19.8 -12.8 -2.4 9.2 12.2 10.2 8.4 11.6 5.9 -12.9 17.3
turkey -1.4 4.5 12.8 15.1 31.0 33.7 16.3 16.4 25.4 23.1 -22.6 11.8

South-East Asia
Brunei darussalam 28.9 23.9 5.5 3.1 28.6 2.0 24.9 26.0 0.9 42.8 -36.9 17.4a

cambodia 11.4 7.9 15.4 15.0 18.9 23.5 37.8 18.2 13.7 26.6 -2.8 -10.2g

indonesia 1.7 27.6 -12.3 3.1 8.4 12.6 19.5 18.3 16.8 16.9 -14.2 31.9
lao people's democratic republic 24.7 -15.4 -4.0 2.8 13.3 22.3 30.1 69.2 12.4 21.1 -5.2 39.2a

malaysia 15.3 16.1 -10.4 6.9 11.3 21.0 11.4 13.4 10.0 13.3 -21.0 25.9
myanmar 22.4 42.1 32.6 4.8 0.5 14.1 17.4 20.9 7.0 38.3 -21.9 ..
philippines 18.8 8.7 -15.6 9.5 2.9 9.5 4.0 14.9 6.4 -2.8 -21.7 33.7
singapore 4.4 20.2 -11.7 2.8 27.8 24.2 15.6 18.4 10.1 13.0 -20.2 30.4
thailand 7.4 19.3 -6.6 4.6 17.4 20.6 15.0 16.9 18.6 15.5 -14.3 28.1
timor-leste .. .. 230.8 48.8 21.9 6.4 10.8 12.5 -22.2 100.0 -28.6 ..
viet nam 23.3 25.5 3.8 11.2 19.0 30.8 24.0 22.9 22.2 29.5 -8.9 25.5

source and table notes appear in the technical notes at the end of the annex.
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Table 9.     Merchandise import growth rates

(Percentage)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

East and North-East Asia
china 18.2 35.8 8.2 21.2 39.9 35.8 17.7 19.9 20.8 18.4 -11.3 38.9
hong Kong, china -2.7 18.6 -5.4 3.2 11.8 16.7 10.5 11.6 10.0 5.6 -10.6 24.7
Japan 11.0 22.0 -8.0 -3.3 13.5 18.8 13.4 12.2 7.4 22.6 -27.6 25.4
macao, china 4.5 11.4 5.8 6.0 8.9 26.2 12.5 16.6 17.5 0.0 -13.9 19.3
mongolia 1.9 19.8 3.8 8.3 14.6 28.9 15.3 21.8 43.7 57.2 -33.4 66.7a

republic of Korea 28.4 34.0 -12.1 7.8 17.6 25.5 16.4 18.4 15.3 22.0 -25.8 31.8
North and Central Asia

armenia -11.4 10.3 -6.2 19.8 28.1 5.7 31.7 24.1 49.6 34.9 -25.3 19.2a

azerbaijan -16.9 7.4 -4.8 24.5 49.3 31.5 21.4 21.1 14.7 25.3 -14.0 3.8a

Georgia -21.9 2.9 6.2 5.6 43.4 61.7 34.9 47.7 41.8 20.9 -30.6 16.4
Kazakhstan -52.4 37.0 26.0 2.0 29.3 52.3 35.8 36.4 38.3 15.7 -25.0 -14.1
Kyrgyzstanb -27.1 -8.2 -11.3 27.2 26.6 25.0 22.3 62.0 47.1 42.4 -20.4c 2.9d

russian federation -30.5 11.9 23.6 10.2 24.2 31.8 30.6 39.6 45.0 33.7 -37.3 35.8
tajikistan .. .. -20.0 0.0 28.2 56.0 -3.3 29.5 42.5 33.2 -21.4 -0.4a

turkmenistanb .. .. .. .. 40.8 22.1 -6.4 -13.2 41.5 54.8c -26.6c 19.3d

uzbekistanb -4.8 -5.6 4.6 -14.4 10.0 27.3 8.1 16.0 65.0 46.4c -2.7c 4.6d

Pacific 
  Pacific island developing economies

fiji 23.7 -23.1 -1.0 12.0 17.8 23.7 17.9 9.9 -1.5 20.7 -27.0 17.3a

papua new Guinea -6.2 -2.6 -8.6 6.3 13.2 18.6 25.8 17.0 25.2 18.0 10.6 26.3a

samoa 10.4 69.5 1.1 -35.3 42.4 12.9 122.1 -50.5 8.4 9.0 -9.1 51.1a

solomon islands 16.1 -30.0 -7.6 -12.0 36.4 16.3 30.0 23.4 36.0 0.5 -13.1 22.2a

tonga 5.9 13.6 -10.7 17.8 16.5 20.0 4.9 8.6 15.1 1.1 -7.7 36.6a

vanuatu 38.1 -36.6 40.4 -23.8 59.6 8.5 16.6 1.3 16.8 39.0 4.6 -11.2a

  Developed economies
australia 7.8 3.3 -10.2 14.3 22.0 22.5 14.2 11.9 18.9 20.9 -16.6 21.6
new Zealand 14.4 -2.7 -4.3 13.1 23.3 25.0 13.1 0.7 16.9 11.3 -25.6 19.7

South and South-West Asia
afghanistane .. .. .. 36.9 -8.8 1.5 14.9 11.1 10.1 5.7 .. ..
Bangladeshe 6.5 4.6 11.5 -8.5 13.1 12.9 20.6 12.2 16.3 26.1 4.1 5.5
Bhutane 19.3 14.0 1.1 8.6 1.6 27.3 75.5 -5.6 21.1 27.4 -10.4 ..
indiae 28.0 6.7 6.0 2.2 17.2 1.7 1.7 19.4 27.3 42.7 33.8 22.6f

iran (islamic republic of)b, e -6.0 12.3 20.2 21.6 34.1 31.1 11.9 15.2 16.5 17.7 -2.8 17.2g

maldives  13.6 -3.4 1.3 -0.4 20.2 36.3 16.1 24.4 18.3 26.6 -30.3 13.2
nepale -10.3 22.0 -0.3 -10.9 14.4 15.5 12.3 15.8 14.9 23.6 8.4 44.7a

pakistane -6.7 -0.1 6.2 -7.5 20.1 20.0 39.6 31.6 8.0 31.2 -10.3 -2.2
sri lanka .. 17.4 -14.9 2.2 9.3 19.9 10.8 15.7 10.2 23.9 -27.1 32.0
turkey -11.4 34.0 -24.0 24.5 34.5 40.7 19.7 19.5 21.8 18.8 -30.2 31.6

South-East Asia
Brunei darussalam -43.1 7.5 -7.9 23.9 -17.7 22.2 1.9 17.4 98.2 -32.6 -2.2 2.1a

cambodia 10.1 14.5 2.2 15.2 3.4 19.7 22.9 17.2 118.7 -32.3 -12.0 134.5h

indonesia -5.6 30.8 -13.9 2.1 10.3 29.9 26.7 14.6 15.4 37.7 -26.8 40.6h

lao people's democratic republic 25.5 -14.7 4.3 0.4 12.0 30.5 20.3 30.1 27.6 34.0 2.4 24.0a

malaysia 11.9 25.3 -10.0 8.2 4.4 26.3 8.3 14.0 12.6 7.0 -20.7 32.6
myanmar 7.2 20.3 -12.4 11.5 8.7 7.1 3.5 9.4 43.1 24.6 1.5 39.3a

philippinesb 3.6 12.3 -4.2 18.7 3.1 8.8 7.7 9.2 7.2 2.2 -24.1 26.9
singapore 9.3 21.1 -13.8 0.4 17.0 27.4 15.2 19.3 10.2 21.5 -23.1 26.5
thailand 17.7 24.6 -0.7 4.0 16.8 25.3 25.7 9.0 8.7 28.0 -25.4 36.5
timor-leste .. .. 13.5 -16.8 -10.8 -16.1 -16.0 -9.8 74.3 100.6 24.6 ..
viet nam 2.1 33.2 3.7 21.7 26.7 26.1 17.0 20.4 37.0 32.7 -13.3 20.1

source and table notes appear in the technical notes at the end of the annex.
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Table 10.      Inward foreign direct investment

FDI inward stock FDI net inflows
Millions of 
US dollars Percentage of GDP Millions of 

US dollars Percentage of GDP

2009 91-95 96-00 01-05 06-09 2009 91-95 96-00 01-05 06-09
East and North-East Asia 1 713 362 5.6 9.0 11.9 16.0 163 974 0.5 1.3 1.4 1.7

china 473 083 10.3 16.0 13.5 9.4 95 000 3.9 4.1 3.3 2.3
democratic people's republic of Korea 1 437 7.1 9.4 10.6 10.4 2 0.3 0.6 0.7 0.0
hong Kong, china 912 166 180.8 188.5 253.8 443.3 48 449 4.4 14.8 13.8 25.2
Japan 200 141 0.4 0.8 1.9 3.4 11 939 0.0 0.1 0.2 0.3
macao, china 13 381 50.8 44.5 43.8 52.9 2 303 0.0 0.0 6.3 12.2
mongolia 2 383 1.7 9.3 27.5 39.4 437 0.6 2.5 6.6 10.1
republic of Korea 110 770 1.9 4.6 11.4 11.8 5 844 0.2 1.2 0.8 0.6

North and Central Asia 356 693 0.7 8.1 24.6 25.6 55 619 0.4 1.6 2.5 4.3
armenia 3 628 2.9 18.4 30.2 31.8 838 0.9 5.8 5.0 8.6
azerbaijan 9 044 1.5 62.9 107.0 27.0 473 0.8 14.3 24.6 -3.3
Georgia 7 547 0.4 13.7 34.3 56.1 764 0.1 4.8 7.0 12.7
Kazakhstan 72 333 5.0 33.8 52.9 48.9 12 649 2.5 6.3 7.7 10.7
Kyrgyzstan 1 075 2.1 21.7 27.1 21.6 60 1.5 3.6 2.4 4.4
russian federation 252 456 0.4 5.6 21.4 23.6 38 722 0.2 1.1 1.7 3.8
tajikistan 870 1.1 9.3 13.3 25.2 8 0.4 1.8 4.9 8.0
turkmenistan 6 103 5.2 22.3 26.4 31.7 1 355 3.2 3.3 4.5 6.6
uzbekistan 3 638 0.4 3.2 9.0 10.4 750 0.2 0.8 1.1 2.4

Pacific        
  Pacific island developing economies 12 209 21.8 25.1 28.3 35.5 1 863 2.4 2.9 1.7 6.1

american samoa           
cook islands 41 18.0 66.2 25.4 20.0 1 0.1 4.8 0.1 0.7
fiji 2 163 25.4 25.4 27.2 56.1 238 2.8 2.8 4.4 9.9
french polynesia 340 4.0 4.8 5.4 6.8 34 0.3 0.3 0.4 0.8
Guam           
Kiribati 143 1.6 50.6 131.6 114.1 2 0.2 20.0 15.2 1.8
marshall islands 8 -1.6 36.9 -5.2 5.0
micronesia (federated state of) 8 0.0 -6.8 0.0 3.0
nauru 0 -0.3 0.9 3.6 0.9
new caledonia 4 184 2.8 2.7 6.2 30.0 955 0.2 -0.2 1.2 11.1
niue 7     0     
northern mariana islands
palau 126 0.0 57.4 87.3 68.6 2 0.4 17.0 3.3 1.1
papua new Guinea 3 071 35.0 43.2 57.4 35.9 396 4.8 6.0 1.3 1.6
samoa 81 14.2 20.9 16.7 14.2 1 2.6 2.1 0.0 1.3
solomon islands 873 118.2 101.8 108.2 106.6 173 3.9 1.3 0.5 14.6
tonga 99 3.0 5.0 10.7 24.3 15 0.9 0.6 2.4 4.6
tuvalu 34 0.9 1.0 111.0 118.3 2 0.4 -1.2 28.4 8.3
vanuatu 1 046 117.5 147.2 160.3 165.9 27 11.6 8.2 5.0 6.1

  Developed economies 394 724 26.2 29.9 37.3 35.7 22 920 2.1 2.0 1.9 3.6
australia 328 090 24.9 26.7 35.7 33.9 22 572 1.8 1.8 1.9 3.8
new Zealand 66 634 35.6 51.7 48.2 50.2 348 4.3 3.3 1.8 2.8

South and South-West Asia 295 399 3.2 4.7 7.1 11.0 49 016 0.3 0.5 1.1 2.3
afghanistan 1 550 0.4 0.4 4.4 11.4 185 0.0 0.0 2.3 2.3
Bangladesh 5 139 1.6 3.8 5.5 6.2 716 0.1 1.1 0.9 1.1
Bhutan 167 1.0 1.0 1.7 9.4 36 0.1 0.1 0.5 3.2
india 163 959 1.0 3.0 5.1 9.8 34 613 0.3 0.7 0.9 2.6
iran (islamic republic of) 23 984 2.1 2.2 6.6 6.4 3 016 0.0 0.1 1.8 0.6
maldives 231 15.2 17.3 22.4 19.0 10 2.4 2.1 1.8 1.1
nepal 166 0.3 1.2 1.8 1.2 39 0.0 0.2 0.1 0.1
pakistan 17 789 5.5 10.8 8.5 12.8 2 387 0.8 0.7 1.2 3.1
sri lanka 4 687 9.4 11.5 10.1 10.7 404 1.1 1.4 1.1 1.6
turkey 77 729 6.3 6.8 11.3 15.7 7 611 0.4 0.3 1.2 2.7

South-East Asia 689 980 20.7 36.6 42.4 46.6 36 806 3.5 4.5 3.8 4.0
Brunei darussalam 10 672 4.0 52.3 105.1 84.3 311 2.9 12.9 15.7 2.6
cambodia 5 169 6.4 35.4 41.2 43.7 533 2.5 6.3 3.6 7.1
indonesia 72 841 8.3 15.9 7.9 14.9 4 877 1.3 0.5 0.6 1.4
lao people's democratic republic 1 564 6.7 29.9 29.5 27.2 157 3.0 4.5 1.1 4.9
malaysia 74 643 28.9 49.0 35.3 36.8 1 381 7.2 5.2 2.6 3.1
myanmar 5 869 12.4 41.2 44.9 32.5 323 2.8 7.1 2.3 1.9
philippines 23 559 12.7 19.2 14.8 14.0 1 948 1.9 2.1 1.2 1.6
singapore 343 599 76.5 104.0 152.1 182.3 16 809 10.4 14.3 14.0 13.7
thailand 99 000 10.8 17.3 32.4 36.7 5 949 1.5 3.4 3.8 3.6
timor-leste 238 21.3 25.2 46.4 39.7 18 5.8 0.0 5.4 3.6
viet nam 52 825 30.2 56.1 66.5 55.4 4 500 8.1 6.4 3.7 6.9

Memorandum items:
Developing ESCAP economies 2 510 809 17.6 23.8 24.8 26.0 239 720 2.1 3.2 2.8 2.9
(excluding cis)

Central Asia 104 237 3.0 23.6 46.3 38.1 16 896 1.5 4.9 7.9 6.8
East and North-East Asia 1 040 138 42.2 50.4 59.4 87.6 57 035 1.1 4.5 3.5 5.1
(excluding china and Japan)
South and South-West Asia 131 440 4.8 6.2 9.1 12.0 14 403 0.3 0.4 1.3 2.0
(excluding india)

Developed ESCAP economies 594 865 2.6 3.7 6.6 9.6 34 858 0.2 0.3 0.4 0.9

source and table notes appear in the technical notes at the end of the annex.
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Table 11.     Official development assistance and workers’ remittances

ODA received Workers’ remittances 
received

Millions of US 
dollars Percentage of GNI Millions of US 

dollars Percentage of GNI

1990 2000 2009 1990 2000 2009 1990 2000 2009 1990 2000 2009
East and North-East Asia           

china 2 030 1 712 201 0.5 0.1 0.0 124 556 13 693 0.0 0.0 0.3
democratic people's republic of Korea 8 73 14 0.0 0.7 0.1       
hong Kong, china 38 0.1
Japan        1 1  0.0 0.0
macao, china 0 0.0 65 0.3
mongolia 13 217 143 1.0 20.0 3.3  12 192  1.1 4.5
republic of Korea 52 0.0 488 63 373 0.2 0.0 0.0

 North and Central Asia             
armenia 216 176 11.4 2.1 9 86 0.5 1.0
azerbaijan  139 92  2.7 0.2  57 1 182  1.1 3.1
Georgia 169 248 5.3 2.3 95 317 3.0 3.0
Kazakhstan  189 39  1.1 0.0  64 56  0.4 0.1
Kyrgyzstan 215 58 16.7 1.3 2 983 0.2 22.0
russian federation         775   0.1
tajikistan 124 81 11.7 1.2 1 742 26.2
turkmenistan  31 4  0.8 0.0       
uzbekistan 186 89 1.4 0.3

Pacific           
  Pacific island developing  economies .. ..

american samoa             
cook islands 12 4 3 20.7 5.3 1.5
fiji 50 29 4 3.7 1.6 0.1  26 104  1.4 3.4
french polynesia 260 11.2 16 0.3
Guam             
Kiribati 20 18 6 60.1 20.2 3.5 3 7.6
marshall islands  57 0  42.7 0.1       
micronesia (federated state of) 102 0 43.5 0.1
nauru 0 4 1 0.3 13.9 2.2       
new caledonia 302 12.0 6 0.1
niue 7 3 6          
northern mariana islands
palau  39 0  31.3 0.1       
papua new Guinea 412 275 65 15.5 8.2 0.9 2 0.0
samoa 48 27 13 28.9 11.7 2.5 43  122 26.1  24.0
solomon islands 46 68 27 35.4 20.2 3.9 0 0.0
tonga 30 19 9 24.7 9.9 2.5 23   19.1   
tuvalu 5 4 1 53.0 32.9 5.2
vanuatu 50 46 15 26.8 19.8 2.6 7 11  3.7 4.7  

  Developed economies
australia             
new Zealand 254 0.6

South and South-West Asia 7 265 4 570 4 310 1.0 0.5 0.2       
afghanistan 122 136 1 010 3.4 3.8 7.9
Bangladesh 2 093 1 172 381 7.3 2.5 0.4 779 1 958 10 510 2.7 4.2 10.6
Bhutan 46 53 57 17.6 12.1 4.7 3 0.2
india 1 399 1 373 1 006 0.4 0.3 0.1 2 352 12 738 48 596 0.7 2.8 3.8
iran (islamic republic of) 105 130 59 0.1 0.1 0.0
maldives 21 19 3 11.1 3.2 0.2       
nepal 423 386 268 11.4 6.7 2.1 111 2 858 1.9 22.1
pakistan 1 127 700 1 247 2.2 1.0 0.8 2 006 1 075 8 701 4.0 1.5 5.3
sri lanka 728 275 227 9.1 1.7 0.5 401 1 142 3 330 5.0 7.0 7.9
turkey 1 202 327 50 0.6 0.1 0.0 3 246 4 560 934 1.6 1.7 0.2

South-East Asia 4 782 5 659 2 502 1.4 1.2 0.2       
Brunei darussalam 4 0.1
cambodia 41 396 193 3.3 12.6 2.1  100 140  3.2 1.5
indonesia 1 716 1 651 399 1.4 1.1 0.1 166 1 190 6 618 0.1 0.8 1.4
lao people's democratic republic 148 281 123 17.1 17.7 2.3   10   0.2
malaysia 468 45 18 1.1 0.1 0.0
myanmar 161 106 52 3.0 1.5 0.3 6 77  0.1 1.1  
philippines 1 271 572 100 2.9 0.7 0.1 262 5 161 15 141 0.6 6.4 8.2
singapore -3   0.0         
thailand 796 697 42 0.9 0.6 0.0
timor-leste 0 231 28 0.1 71.6 1.3       
viet nam 181 1 681 1 548 3.0 5.5 1.7

Memorandum items:             
Developing ESCAP economies 15 493 12 927 7 319 0.8 0.5 0.1      
(excluding cis)

Central Asia 1 268 786 2.7 0.4  
East and North-East Asia 111 0.0
(excluding china and Japan)
South and South-West Asia 5 866 3 197 3 304 1.5 0.6 0.3       
(excluding india)
Central Asia 1 268 786 2.7 0.4  

Developed ESCAP economies  
source and table notes appear in the technical notes at the end of the annex.
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Table 12.      International migration

Stock of foreign population Net migration rate

Thousands Percentage of total 
population Per 1 000 populaiton

1990 2000 2005 1990 2000 2005 90-95 95-00 00-05 05-10
East and North-East Asia 4 484 5 716 6 185 0.3 0.4 0.4 -0.1 -0.1 -0.3 -0.2

china 376 508 590 0.0 0.0 0.0 -0.1 -0.1 -0.3 -0.3
democratic people's republic of Korea 34 36 37 0.2 0.2 0.2     
hong Kong, china 2 218 2 669 2 721 38.9 40.0 39.5 10.1 9.3 3.3 3.3
Japan 1 076 1 687 1 999 0.9 1.3 1.6 0.8 0.1 0.1 0.2
macao, china 200 240 278 53.9 54.5 57.0 7.8 7.1 17.2 19.3
mongolia 7 8 9 0.3 0.3 0.4 -15.4 -4.3 1.4 -0.8
republic of Korea 572 568 551 1.3 1.2 1.2 -2.9 -0.3 -0.3 -0.1

North and Central Asia 19 510 18 214 18 078 9.1 8.4 8.3 -1.2 -0.6 -0.5 -0.8
armenia 659 574 493 18.6 18.7 16.1 -29.6 -14.3 -6.5 -4.9
azerbaijan 361 348 255 5.0 4.3 3.0 -3.1 -3.2 -2.4 -1.2
Georgia 338 219 191 6.2 4.6 4.3 -20.7 -15.9 -13.4 -11.5
Kazakhstan 3 619 2 871 2 974 21.9 19.2 19.6 -18.6 -17.1 -2.7 -1.3
Kyrgyzstan 623 373 288 14.2 7.5 5.5 -12.2 -1.1 -2.9 -2.8
russian federation 11 525 11 892 12 080 7.8 8.1 8.4 3.0 3.0 1.3 0.4
tajikistan 426 330 306 8.0 5.4 4.7 -10.7 -11.2 -10.9 -5.9
turkmenistan 307 241 224 8.4 5.4 4.6 2.5 -2.3 -1.1 -1.0
uzbekistan 1 653 1 367 1 268 8.1 5.5 4.8 -3.1 -3.4 -3.1 -3.0

Pacific         
  Pacific island developing  economies 259 301 320 4.0 3.7 3.5 -6.4 -8.7 -7.7 -8.7

american samoa 21 25 27 45.2 43.2 42.3     
cook islands 3 3 3 14.6 15.9 14.6
fiji 14 16 17 1.9 2.0 2.1 -9.3 -10.7 -10.3 -8.3
french polynesia 26 30 32 13.2 12.9 12.7 -0.5 1.4 1.5
Guam 70 74 76 52.1 47.8 45.4 -4.6 -6.4 1.0  
Kiribati 2 2 2 3.0 2.4 2.2
marshall islands 2 2 2 3.3 3.1 2.9     
micronesia (federated state of) 4 3 3 3.8 2.9 2.6 -4.4 -25.4 -17.9 -16.3
nauru 4 5 5 42.9 45.4 48.7     
new caledonia 38 50 54 22.0 23.1 23.2 5.8 5.5 4.3 4.5
niue 0 0 0 20.0 21.8 23.7     
northern mariana islands 27 45 51 61.6 65.0 63.4
palau 3 6 6 19.2 32.7 30.0     
papua new Guinea 33 26 25 0.8 0.5 0.4
samoa 3 6 7 2.0 3.2 4.0 -15.8 -16.3 -20.8 -18.4
solomon islands 5 6 6 1.5 1.4 1.4
tonga 3 2 1 3.2 1.6 1.1 -18.0 -19.5 -15.9 -17.5
tuvalu 0 0 0 3.6 2.3 1.9
vanuatu 2 1 1 1.4 0.7 0.5 -1.1 -7.9   

  Developed economies 4 105 4 713 5 193 20.0 20.5 21.2
australia 3 581 4 027 4 336 21.0 21.0 21.3 4.2 5.0 6.5 4.8
new Zealand 523 685 858 15.5 17.7 20.9 8.1 2.3 5.1 2.4

South and South-West Asia 21 346 16 933 15 181 1.7 1.1 0.9 -0.4 -0.4 -0.5 -0.3
afghanistan 58 76 86 0.5 0.4 0.4 42.6 -3.8 7.2 7.5
Bangladesh 882 988 1 032 0.8 0.7 0.7 -0.8 -0.8 -1.0 -0.7
Bhutan 24 32 37 4.3 5.7 5.7 -38.2 0.1 11.6 2.9
india 7 493 6 411 5 887 0.9 0.6 0.5 -0.2 -0.3 -0.3 -0.2
iran (islamic republic of) 4 292 2 804 2 062 7.6 4.2 2.9 -3.9 -0.2 -2.9 -1.4
maldives 3 3 3 1.2 1.1 1.1     
nepal 431 718 819 2.3 2.9 3.0 -1.0 -0.9 -0.8 -0.7
pakistan 6 556 4 243 3 554 5.7 2.9 2.1 -4.2 -0.1 -1.6 -1.6
sri lanka 459 395 366 2.7 2.1 1.9 -2.9 -4.3 -4.6 -3.0
turkey 1 150 1 263 1 334 2.1 1.9 1.9 -0.2 0.0 -0.2 -0.1

South-East Asia 3 060 4 838 5 624 0.7 0.9 1.0 -0.9 -0.7 -0.5 -0.5
Brunei darussalam 73 104 124 28.5 31.2 33.6 2.6 2.2 2.0 1.8
cambodia 38 237 304 0.4 1.9 2.2 2.8 1.3 0.2 -0.1
indonesia 466 292 136 0.3 0.1 0.1 -0.8 -0.9 -0.9 -0.6
lao people's democratic republic 23 22 20 0.5 0.4 0.3 -1.3 -3.4 -4.1 -2.4
malaysia 1 014 1 554 2 029 5.6 6.7 7.9 3.0 4.5 1.2 1.0
myanmar 134 98 93 0.3 0.2 0.2 -0.6 0.0 -4.2 -2.0
philippines 159 323 375 0.3 0.4 0.4 -2.7 -2.4 -2.2 -2.0
singapore 727 1 352 1 494 24.1 33.6 35.0 15.4 19.6 6.7 22.0
thailand 387 792 982 0.7 1.3 1.5 -0.1 -1.5 4.4 0.9
timor-leste 9 9 12 1.2 1.1 1.2  -40.9 9.1 1.8
viet nam 29 56 55 0.0 0.1 0.1 -2.4 -0.5 -0.5 -0.5

Memorandum items:
Developing ESCAP economies 28 074 26 101 25 311 1.0 0.8 0.7     
(excluding cis)

Central Asia 7 985 6 322 5 998 12.0 8.9 8.1 -10.4 -8.2 -4.3 -3.1
East and North-East Asia 3 032 3 522 3 596 4.2 4.5 4.4
(excluding china and Japan)
South and South-West Asia 13 853 10 521 9 294 3.5 2.2 1.7     
(excluding india)

Developed ESCAP economies 5 180 6 399 7 192 3.6 4.3 4.7

source and table notes appear in the technical notes at the end of the annex.
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Table 13.     Primary, secondary and tertiary education

Net enrolment ratio in 
primary education

Net enrolment ratio in 
secondary education

Gross enrolment ratio in 
tertiary education

Percentage of primary 
school-aged children

Percentage of secondary 
school-aged children

Percentage of tertiary 
school-aged children

1999 2000 2009 1999 2002 2004 2009 1999 2002 2004 2009
East and North-East Asia          

china 6.6 12.8 17.6 22.7 (08)
democratic people's republic of Korea          
hong Kong, china 93.5 73.9 74.6 74.6 31.2 56.6
Japan 100.0 100.0 100.0 (08) 99.4 99.6 99.4 98.3 (08) 45.2 51.0 54.2 58.0 (08)
macao, china 84.7 85.4 87.4 62.2 71.6 75.6 75.9 27.8 64.3 67.0 62.9
mongolia 93.0 93.6 90.5 57.7 73.2 82.9 82.4 26.9 34.9 39.4 52.7
republic of Korea 98.2 99.1 98.8 (08) 97.4 89.7 91.9 95.5 (08) 72.5 86.9 90.5 98.1 (08)

North and Central Asia         
armenia 84.1 (07) 83.1 83.6 87.2 23.7 26.5 26.2 50.1
azerbaijan 88.7 89.5 96.0 (08) 75.3 77.8 80.7 98.3 (08) 15.7 15.9 14.9 15.8 (08)
Georgia 99.6 75.8 80.8 (07) 36.0 40.9 41.3 25.5
Kazakhstan  87.2 89.0  87.9 90.7 88.5 24.5 38.8 47.2 41.1
Kyrgyzstan 88.0 86.7 83.5 82.1 79.1 29.0 42.9 39.6 50.8
russian federation      51.1 66.4 69.7 77.2 (08)
tajikistan 95.9 97.3 (08) 62.9 76.5 79.9 82.5 (08) 13.6 14.0 16.4 19.8
turkmenistan          
uzbekistan 87.3 91.7 12.8 13.8 14.1 9.8

Pacific         
  Pacific island developing  economies

american samoa         
cook islands 84.8 92.7 96.8 (07) 59.0 78.8 (07)
fiji 98.7 97.5 89.5 (08) 78.6 77.0 81.1   15.5
french polynesia
Guam         
Kiribati 96.6 97.0 70.3
marshall islands   80.0 (07)  60.2  52.4 (07)  16.4  
micronesia (federated state of) 14.1
nauru         
new caledonia
niue 98.5  93.4      
northern mariana islands
palau 96.8 96.4     37.9  
papua new Guinea 2.0
samoa 91.9 90.0 92.8 71.8 64.7 64.2 70.6 11.5   
solomon islands 80.6 (07) 23.0 27.6 30.2 (07)
tonga 88.1  71.7  71.2 3.4 5.6 6.4
tuvalu
vanuatu 91.4 93.9 29.6 36.2 38.1 4.0 5.0 4.8  

  Developed economies
australia 94.1 94.5 96.9 (08)  87.8 85.8 88.0 (08) 65.4 76.3 72.2 77.0 (08)
new Zealand 98.7 98.2 99.5 (08) 90.8 64.1 68.5 84.8 78.5 (08)

South and South-West Asia         
afghanistan 26.8 (07) 1.3
Bangladesh   85.5 (08) 39.6 43.8 41.1 41.5 (07) 4.9 5.5 5.1 7.9
Bhutan 55.6 58.4 87.4 16.7 24.2 47.5 2.7 6.6 (08)
india  79.4 91.4 (08)     10.4 11.3 13.5 (07)
iran (islamic republic of) 92.9 92.6 17.5 18.1 21.2 36.5
maldives 97.6 98.5 96.2 (08) 30.7 50.5  69.4 (07)    
nepal 65.2 71.2 4.9 5.6
pakistan   66.4 22.2  29.6 32.7  2.5 3.1 6.4 
sri lanka 99.5 (08)
turkey  92.2 94.7 (08)  69.1 70.4 73.9 (08) 21.6 24.5 29.2 38.4 (08)

South-East Asia         
Brunei darussalam 92.9 89.1 12.3 13.7 14.9 17.1
cambodia 83.2 87.3 88.6 (08) 15.4 22.2 25.9 34.0 (07)  2.5 3.0 7.0 (08)
indonesia 94.3 95.7 (08) 57.9 68.4 (08) 15.5 17.1 21.3 (08)
lao people's democratic republic 77.5 78.6 82.4 (08) 25.9 30.5 35.9 36.0 (07) 2.4 4.2 5.7 13.4 (08)
malaysia 97.7 96.8 96.1 (07) 65.1 65.4 72.0 67.9 (07) 23.0 28.0 30.6 32.1 (07)
myanmar   30.8 36.9 42.0 49.2 (08)    10.7 (07)
philippines 90.0 91.7 (08) 49.8 55.1 59.6 60.7 (08) 28.4 29.9 28.2 28.7 (08)
singapore         
thailand 90.1 72.2 34.1 42.4 42.9 44.6
timor-leste   82.0    31.4 (07)  9.8  15.2
viet nam 95.7 95.1 58.8 10.8

source and table notes appear in the technical notes at the end of the annex.
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Table 14.     Poverty and malnutrition

Population living below $1.25 (2005 PPP) per day Undernourished 
population

Prevalence of 
underweight children

Percentage Percentage Percentage of children 
under 5

1990 1996 2002 2007 1991 2005 Earliest Latest
East and North-East Asia      

china 60.2 36.4 28.4 15.9 (05) 15 10 19 (90) 7 (05)
democratic people's republic of Korea 21 32 60 (98) 23 (04)
hong Kong, china
Japan  5 5   
macao, china
mongolia 18.8 (95) 15.5 2.2 (08) 30 29 12 (92) 6 (05)
republic of Korea 5 5

North and Central Asia      
armenia 17.5 15.0 3.7 23 4 (98) 4 (05)
azerbaijan 15.6 (95) 6.3 (01) 2.0 (05)  11 10 (96) 10 (06)
Georgia 4.5 15.1 13.4 (05) 12 2 (05)
Kazakhstan 4.2 (93) 5.0 5.2 2.0  5 8 (95) 4 (06)
Kyrgyzstan 18.6 (93) 15.5 (99) 34.0 3.4 5 11 (97) 3 (06)
russian federation 2.8 (93) 3.5 2.0 2.0  5 3 (95)  
tajikistan 44.5 (99) 21.5 (04) 26 18 (07)
turkmenistan 63.5 (93) 24.8 (98)   6  11 (05)
uzbekistan 32.1 (98) 42.3 46.3 (03) 13 19 (96) 5 (06)

Pacific      
  Pacific island developing  economies

american samoa      
cook islands 10 (97)
fiji  8 5 8 (93)  
french polynesia 5 5
Guam      
Kiribati 8 5
marshall islands      
micronesia (federated state of) 15 (97)
nauru      
new caledonia 8 9
niue      
northern mariana islands
palau      
papua new Guinea 35.8 26 (05)
samoa  9 5   
solomon islands 25 9
tonga      
tuvalu
vanuatu  10 6  16 (07)

  Developed economies
australia  5 5   
new Zealand 5 5

South and South-West Asia      
afghanistan 48 (97) 39 (04)
Bangladesh 66.8 (92) 59.4 57.8 (00) 49.6 (05) 36 26 67 (92) 46 (07)
Bhutan 26.2 (03)
india 49.4 (94) 41.6 (05) 24 22 53 (93) 48 (05)
iran (islamic republic of) 3.9 2.0 (98) 2.0 (05) 5 5 16 (95) 5 (04)
maldives  9 7 39 (94) 30 (01)
nepal 68.4 55.1 (04) 21 16 49 (95) 45 (06)
pakistan 64.7 (91) 48.1 (97) 35.9 22.6 (05) 22 23 40 (91) 38 (02)
sri lanka 15.0 (91) 16.3 14.0 27 21 38 (93)
turkey 2.1 (94) 2.0 2.6 (06) 5 5 10 (93) 3 (08)

South-East Asia      
Brunei darussalam 5 5
cambodia 48.6 (94) 25.8 38 25 40 (93) 36 (05)
indonesia 29.4 19 16 34 (95) 28 (03)
lao people's democratic republic 55.7 (92) 49.3 (97) 44.0  27 19 44 (93) 37 (06)
malaysia 2.0 (92) 2.1 (95) 2.0 (04) 5 5 23 (93) 8 (05)
myanmar  44 17 32 (90) 32 (03)
philippines 30.7 (91) 28.1 (94) 22.0 (03) 22.6 (06) 21 15 34 (90) 28 (03)
singapore      
thailand 5.5 (92) 2.0 2.0 2.0 (04) 29 17 19 (93) 9 (05)
timor-leste 52.9 (01) 37.2 18 23  49 (07)
viet nam 63.7 (93) 49.7 (98) 40.1 21.5 (06) 28 13 45 (94) 20 (06)

source and table notes appear in the technical notes at the end of the annex.
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Table 15.     Unemployment

Total unemployment 
rate

Total unemployment 
rate, female

Total unemployment 
rate, male

Youth unemployment 
rate

Percentage of labour 
force

Percentage of female 
labour force

Percentage of male 
labour force

Percentage of labour 
force

1995 2000 2009 1995 2000 2009 1995 2000 2009 1995 2000 2009
East and North-East Asia             

china 2.9 3.1
democratic people's republic of Korea             
hong Kong, china 3.2 4.9 5.2 2.9 4.0 4.3 3.4 5.6 6.0 6.9 11.2 12.6
Japan 3.2 4.8 5.0 3.3 4.5 4.7 3.1 5.0 5.3 6.1 9.2 9.1
macao, china 3.6 6.7 3.6 3.0 4.6 2.8 4.1 8.6 4.3 9.9 7.5
mongolia           
republic of Korea 2.1 4.4 3.6 1.7 3.6 3.0 2.3 5.0 4.1 6.3 10.8 9.8

North and Central Asia
armenia
azerbaijan
Georgia 10.8 10.5 11.1 21.1
Kazakhstan 11.0 12.8 6.6   7.5   5.6   6.7 
Kyrgyzstan 7.5
russian federation 9.5 10.6 8.2 9.2 10.4 7.9 9.7 10.7 8.4 18.7 20.5 18.3
tajikistan
turkmenistan             
uzbekistan

Pacific             
  Pacific island developing  economies

american samoa  5.1   6.0   4.9     
cook islands
fiji 5.4            
french polynesia
Guam  15.3       
Kiribati
marshall islands             
micronesia (federated state of)
nauru             
new caledonia
niue             
northern mariana islands 3.8 3.3 4.4
palau             
papua new Guinea 1.3 4.3 5.3
samoa             
solomon islands
tonga             
tuvalu
vanuatu             

  Developed economies
australia 8.5 6.3 5.6 8.1 6.1 5.4 8.8 6.5 5.7 15.4 12.1 11.6
new Zealand 6.5 6.2 6.1 6.5 6.0 6.1 6.4 6.3 6.1 12.3 13.6 16.6

South and South-West Asia             
afghanistan
Bangladesh  3.3   3.3   3.2   10.7  
Bhutan
india 2.2 4.3  1.7 4.1  2.4 4.4   10.1  
iran (islamic republic of)
maldives 0.8 2.0  1.3 2.7  0.6 1.6  1.9 4.4  
nepal
pakistan 5.0 7.2 14.0 15.8 3.7 5.5 8.9 13.3
sri lanka 12.2 7.7 7.6 18.7 11.4 8.1 9.0 5.9 7.2 35.2 23.6 21.3
turkey 7.6 6.5 14.0 7.3 6.3 14.3 7.8 6.6 13.9 15.6 13.1 25.3

South-East Asia             
Brunei darussalam
cambodia  2.5   2.8   2.2     
indonesia 6.1 7.9 6.7 8.5 5.7 7.5 19.9 22.2
lao people's democratic republic 2.6   2.6   2.6   5.0   
malaysia 3.1 3.0 3.7 3.8 3.1 2.8 2.9 8.3
myanmar             
philippines 8.4 11.2 7.5 9.4 11.5 7.4 7.7 11.0 7.5 16.1 21.2 17.4
singapore 2.7 6.0 5.9 2.8 6.6 6.5 2.6 5.6 5.4 5.0 8.8 12.9
thailand 2.4 1.2 2.3 1.1 2.4 1.2 6.6 4.3
timor-leste             
viet nam 2.3 2.1 2.4 4.8

source and table notes appear in the technical notes at the end of the annex.
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Table 16.     Telecommunications

Fixed and mobile phones Internet
Number of dedicated 
fixed telephone lines

Number of mobile 
cellular subscriptions

Number of internet 
users

Fixed broadband 
internet subscribers

Per 100 
population

per 
annum 

(%)
Per 100 

population
per 

annum 
(%)

Per 100 
population

per 
annum 

(%)
Per 100 

population
per 

annum 
(%)

2005 2009 05-09 2005 2009 05-09 2005 2009 05-09 2005 2009 05-09
East and North-East Asia 28.8 25.0 -2.9 35.4 59.7 14.6 15.5 34.3 22.5 4.9 9.9 19.9

china 26.7 23.3 -2.7 30.0 55.5 17.4 8.5 28.9 36.6 2.8 7.7 29.2
democratic people's republic of Korea 4.3 4.9 4.2 0.0 0.3  0.0 0.0  0.0 0.0  
hong Kong, china 55.1 60.9 3.1 124.1 179.4 10.2 56.9 69.4 5.6 24.1 29.2 5.4
Japan 45.6 34.1 -7.0 75.7 91.5 4.8 66.9 78.0 3.8 18.3 24.9 8.0
macao, china 35.8 31.7 -0.6 109.3 192.8 18.1 34.9 50.2 12.3 13.9 23.4 16.7
mongolia 6.1 7.1 4.9 21.9 84.2 41.7 10.5 13.1 6.9 0.1 1.4 112.5
republic of Korea 50.3 53.7 2.1 80.6 100.7 6.1 73.5 81.5 3.0 25.6 33.8 7.6

North and Central Asia 22.1 25.3 3.5 60.2 132.2 21.8 11.4 26.5 23.5 0.7 6.4 71.3
armenia 19.4 20.4 1.5 10.4 85.0 69.4 5.3 6.8 6.6 0.1 0.2 31.6
azerbaijan 12.9 15.9 6.4 26.5 87.8 36.4 8.0 27.4 37.4 0.0 1.1 159.7
Georgia 12.8 14.6 2.1 26.3 66.6 24.7 6.1 30.5 47.9 0.1 3.5 181.2
Kazakhstan 17.8 24.7 9.2 35.5 107.9 33.0 3.0 33.9 85.2 0.0 3.7 272.4
Kyrgyzstan 8.4 9.1 3.1 10.4 81.8 69.6 10.5 40.0 41.3 0.0 0.3 60.6
russian federation 28.0 32.2 3.1 83.8 163.6 17.7 15.2 29.0 17.0 1.1 9.2 68.8
tajikistan 4.3 4.2 0.9 4.1 70.5 107.4 0.3 10.1 144.8 0.0 0.1
turkmenistan 8.2 9.4 4.7 2.2 29.4 94.4 1.0 1.6 13.6 0.0 0.1  
uzbekistan 6.8 6.8 0.9 2.7 59.7 118.5 3.3 17.1 51.9 0.0 0.3 80.8

Pacific             
  Pacific island developing  economies 5.2 5.4 3.2 8.4 25.2 33.2 4.8 6.4 9.5 0.3 1.0 31.6

american samoa 16.6 15.4 0.0 3.5      0.0   
cook islands 34.6 34.8 1.1 21.0 35.3 15.0 26.2 30.3 4.7 0.5 7.6 96.8
fiji 13.6 16.1 5.0 24.8 75.4 32.9 8.5 13.4 13.0 0.8 2.5 31.6
french polynesia 20.9 20.2 0.4 47.0 77.4 14.8 21.5 44.6 21.5 4.3 11.2 28.5
Guam 38.9 36.9 0.0 58.1   38.6 50.6 8.5 1.1 1.7 13.6
Kiribati 4.6 4.1 -1.2 0.7 1.0 13.6 4.0 8.0 20.5 0.0 0.0
marshall islands 7.8 7.1 0.0 1.2 4.8 43.9 3.9 3.5 0.0 0.0 0.0  
micronesia (federated state of) 11.3 7.9 -8.5 12.9 34.3 28.1 11.9 15.4 6.9 0.0 0.1
nauru 17.8 18.6 1.4 14.8   3.0      
new caledonia 23.5 27.0 5.1 57.2 83.8 11.8 32.4 34.0 2.8 4.1 13.2 36.3
niue 60.8 74.5 2.4 36.5   48.7 74.5 8.3 0.0 0.0  
northern mariana islands 29.1 28.9 1.9 25.6 0.0 0.0
palau 39.8 34.7 -2.9 30.3 64.5 21.3 26.8   0.5 1.0 18.9
papua new Guinea 1.0 0.9 -1.5 1.2 13.4 86.1 1.7 1.9 4.5 0.0 0.0
samoa 10.9 17.8 13.1 13.4 84.4 58.4 3.4 5.0 10.7 0.1 0.1 18.9
solomon islands 1.6 1.6 2.6 1.3 5.7 49.5 0.8 1.9 25.7 0.1 0.4 49.5
tonga 13.4 29.8 22.6 29.3 51.0 15.4 4.9 8.1 13.8 0.6 1.0 13.6
tuvalu 9.2 17.1 17.2 13.3 20.1 11.4 25.6 43.3 14.5 2.0 4.0 18.9
vanuatu 3.2 3.0 0.7 5.9 52.8 77.7 5.1 7.1 11.5 0.0 0.2 49.5

  Developed economies 48.4 42.6 -2.1 89.6 113.1 7.1 63.0 75.2 5.6 9.5 24.2 27.5
australia 49.6 42.4 -2.8 90.3 113.7 7.1 63.0 74.3 5.3 9.9 24.4 26.7
new Zealand 42.1 43.8 2.0 85.9 110.2 7.4 62.7 79.7 7.2 7.8 23.0 32.2

South and South-West Asia 5.9 5.0 -2.3 10.2 46.3 48.4 3.3 6.9 21.6 0.2 0.9 50.0
afghanistan 0.4 0.5 6.6 4.9 42.6 77.8 1.2 3.5 35.1 0.0 0.0 49.5
Bangladesh 0.7 0.9 9.2 5.9 32.3 55.4 0.2 0.4 13.7 0.0 0.0  
Bhutan 5.1 3.8 -5.5 5.5 48.6 75.2 3.8 7.2 18.9 0.0 0.4
india 4.4 3.1 -7.3 8.0 43.8 55.4 2.4 5.1 22.8 0.1 0.6 54.8
iran (islamic republic of) 28.7 34.8 6.1 12.0 70.8 57.6 8.1 11.1 9.4 0.0 0.5 388.9
maldives 11.0 15.8 11.0 69.6 147.9 22.5 6.9 27.9 44.0 1.1 5.8 52.4
nepal 1.8 2.8 13.8 0.8 19.1 122.8 0.8 2.0 26.6 0.0 0.1
pakistan 3.2 1.9 -9.4 7.7 52.2 64.9 6.3 11.3 18.1 0.0 0.2 113.4
sri lanka 6.4 17.0 28.9 17.2 69.6 43.1 1.8 8.8 50.1 0.1 0.8 68.6
turkey 26.7 22.1 -3.4 61.3 83.9 9.5 15.5 36.4 25.4 2.2 8.5 41.6

South-East Asia 8.4 12.5 11.8 26.8 79.5 32.9 8.7 15.2 16.3 0.3 1.8 57.9
Brunei darussalam 22.7 20.1 -1.0 62.9 103.3 15.4 36.5 78.8 23.6 2.2 5.0 25.4
cambodia 0.2 0.4 13.2 7.7 42.3 55.9 0.3 0.5 15.6 0.0 0.2 134.0
indonesia 6.2 14.8 25.9 21.4 69.2 35.7 3.6 8.7 26.2 0.0 0.7 99.1
lao people's democratic republic 1.5 2.1 9.8 11.2 51.2 48.9 0.9 4.7 56.5 0.0 0.1 130.0
malaysia 17.0 17.6 2.5 76.2 109.7 11.4 48.6 55.9 5.3 1.9 6.1 36.4
myanmar 1.0 1.1 2.3 0.3 1.0 40.5 0.1 0.2 36.7 0.0 0.0 194.3
philippines 3.9 7.4 19.1 40.7 100.3 27.6 5.4 9.0 15.7 0.1 1.9 93.4
singapore 43.2 40.7 1.1 102.8 145.2 11.9 61.0 68.3 5.6 15.4 24.7 15.6
thailand 10.7 10.6 0.6 47.2 97.3 20.6 15.0 25.8 15.3 0.2 1.5 75.4
timor-leste 0.2 0.2 1.1 3.3 29.1 77.7 0.1 0.2 20.4 0.0 0.0  
viet nam 18.8 19.8 2.4 11.4 111.5 78.9 12.7 26.6 21.6 0.2 3.6 97.8

Memorandum items:
Developing ESCAP economies 14.5 13.4 -0.8 21.0 55.4 28.9 7.1 17.0 26.0 1.5 3.9 27.6
(excluding cis)

Central Asia 10.6 12.5 5.1 14.5 74.7 52.0 4.1 22.0 53.3 0.0 1.2 161.4
East and North-East Asia 35.8 38.5 2.3 59.2 78.4 7.7 48.5 54.4 3.4 17.2 22.5 7.5
(excluding china and Japan)
South and South-West Asia 8.9 9.1 2.2 14.8 51.6 39.0 5.4 10.5 20.4 0.3 1.3 45.7
(excluding india)

Developed ESCAP economies 46.0 35.5 -6.1 77.9 95.1 5.2 66.3 77.5 4.1 16.9 24.8 10.3
source and table notes appear in the technical notes at the end of the annex.
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Table 17.     Infrastructure and transport

Road density Paved roads Railway density Passenger cars
Km per 1 000 km2 Percentage of total 

roads Km per 1 000 km2 Per 1 000 population

1990 2000 2007 1990 2000 2007 1990 2000 2007 2002 2005 2007
East and North-East Asia 198 239 432   44 7 7 8 50.9 48.4 55.2

china 110 150 384 50 6 6 7 8.0 15.0 22.5
democratic people's republic of Korea 231 259  6 6        
hong Kong, china 100 100 53.7
Japan 3 057 3 200 3 284 69 77 79 56 55 55 428.0  324.6
macao, china 100 100 118.0 143.2
mongolia 27 32  10 4  1 1 1 26.0  42.2
republic of Korea 574 881 1 053 72 75 78 31 32 35 205.0 230.0 248.1

North and Central Asia 62 41  72   5 5 5 132.2  175.5
armenia 270 264 99 90 30 30 96.3
azerbaijan 630 332      26  43.0 57.0  
Georgia 311 293 94 23 22 22 55.0 94.6
Kazakhstan 59  34 55  90 5 5 5 72.0 93.0 141.0
Kyrgyzstan 98 96 177 90 91 2 38.0 39.0 43.9
russian federation 54 32  74   5 5 5 156.0  205.8
tajikistan 213 198 72 28.6
turkmenistan 45 51  74 81    7   81.4
uzbekistan 170 192 79 87 9 9

Pacific             
  Pacific island developing  economies 51 54 5 6 20.0

american samoa             
cook islands
fiji 167 188  45 49     85.0  113.1
french polynesia
Guam             
Kiribati 827 99.4
marshall islands             
micronesia (federated state of) 343 16 18 16.0
nauru             
new caledonia
niue             
northern mariana islands
palau             
papua new Guinea 41 43 3 4 6.0
samoa           45.5  
solomon islands 43 50 2 2
tonga  944   27        
tuvalu
vanuatu  88  22 24        

  Developed economies 114 114 114 36 1 2 2 552.9 557.0
australia 105 106 106 35   1 1 1  542.0 545.4
new Zealand 352 350 356 57 63 65 15 613.0 607.0 614.8

South and South-West Asia 415 623 639  47  14 14 14 9.9   
afghanistan 32 32 13 13 15.3
Bangladesh 1 444 1 594   10  21 21 22   1.0
Bhutan 50 77 12.0 29.9
india 673 1 115 1 115  47  21 21 21 7.0   
iran (islamic republic of) 80 3 4 4 24.0 13.0
maldives            10.0
nepal 48 92 38 3.0 3.1
pakistan 219 311  54 56  11 10 10 7.0  8.9
sri lanka 1 483 23 13.0 15.8 18.1
turkey 477      11 11 11 66.0 80.0 87.6

South-East Asia 173 234  37        40.1
Brunei darussalam 192 218 31 35 330.0 649.1
cambodia 203   8   3 3     
indonesia 159 196 45 57 42.1
lao people's democratic republic 61 94  24        2.2
malaysia 164 202 70 76 5 5 5 211.0
myanmar 38 43  11 11  5    4.0 5.6
philippines 538 676 2 2 10.0 9.0 10.7
singapore 4 176 4 584 4 744 97 100 100    97.0 101.0 112.7
thailand 141 55 99 8 8 52.0
timor-leste             
viet nam 295 693 516 24 48 9 10 10 13.5

Memorandum items:
Developing ESCAP economies 212 306 411    8 8 8 16.2   
(excluding cis)

Central Asia 93 76 64 6 7
East and North-East Asia 72 94 13 8 8 214.6
(excluding china and Japan)
South and South-West Asia 233 274     8 8 8 16.0  17.9
(excluding india)

Developed ESCAP economies 243 249 253 37 41 41 4 4 4 445.4 362.8

source and table notes appear in the technical notes at the end of the annex.
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Table 18.     Energy and water use

Energy use Water withdrawal
Consumption of 

electricity for domestic 
purposes

Energy use per $ 1 000 
GDP [2005 PPP] 

Share of total 
renewable water 

resources
Withdrawal for 

domestic purposes
Kilowatt-hours per 

capita
Kilograms of oil 

equivalent Percentages Cubic metres per 
capita

1990 2000 2008 1990 2000 2008 1992 1997 2002 1992 1997 2002
East and North-East Asia 194 325 522 276 224 218       

china 42 132 329 691 325 280 17.6 18.5 21.8 29.9 20.4
democratic people's republic of Korea         11.7   77.2
hong Kong, china 927 1 343 1 476 65 67 50
Japan 1 495 2 035 2 260 136 143 124 21.3  20.6 137.0  136.9
macao, china
mongolia 213 216 335 695 486 363  1.2 1.3  36.9 36.7
republic of Korea 413 799 1 168 191 211 183 34.0 36.5 136.8 141.0

North and Central Asia 598 803 695 502 517 342       
armenia 577 507 582 740 284 174 45.1 37.7 22.3 275.9 168.9
azerbaijan 236 1 389 853 759 571 190 44.9 36.1 29.0  28.0 61.0
Georgia 532 561 664 411 259 151 5.5
Kazakhstan 478 319 478 628 501 432 33.4 29.5 30.7  37.7 39.5
Kyrgyzstan 224 474 424 676 325 265 53.4 43.7 43.7 63.7 63.1
russian federation 722 959 828 470 491 328 1.8 1.7 1.5  96.6 92.2
tajikistan 245 527 454 327 347 207 75.2 74.3 74.8 69.4 69.7
turkmenistan 278 272 364 1 428 1 388 605 100.1 96.2 99.7  80.6 90.6
uzbekistan 173 291 272 1 129 1 261 753 124.0 115.2 115.7 108.8 109.0

Pacific             
  Pacific island developing  economies

american samoa             
cook islands
fiji         0.2   12.3
french polynesia
Guam             
Kiribati
marshall islands             
micronesia (federated state of)
nauru             
new caledonia
niue             
northern mariana islands
palau             
papua new Guinea 0.0 7.0
samoa             
solomon islands
tonga             
tuvalu
vanuatu             

  Developed economies 2 383 2 609 2 791 209 190 174
australia 2 255 2 544 2 761 211 190 176   4.9   179.1
new Zealand 3 032 2 930 2 939 195 193 158 0.6 257.5

South and South-West Asia 56 107 154 236 222 190       
afghanistan 35.8 19.2
Bangladesh 11 39 65 162 148 142   6.6 14.1 30.2  
Bhutan 0.5 33.5
india 37 73 105 301 255 195 26.3  34.0 27.8  48.5
iran (islamic republic of) 306 467 722 201 243 269 60.4 65.2 93.5 71.9
maldives             
nepal 14 22 32 426 367 333 4.8 10.8 11.7
pakistan 81 154 182 237 239 214 69.1  75.2 20.5  21.1
sri lanka 38 110 165 160 145 105 18.5 23.9 11.0 15.8
turkey 162 359 536 120 122 112 14.8  19.7 89.5  93.6

South-East Asia 88 182 267 233 229 203       
Brunei darussalam 1 300 1 568 3 077 139 155 197 0.9 1.1
cambodia 7 17 51 432 309 199   0.9   4.5
indonesia 48 149 221 281 278 237 2.6 2.9 25.8 31.4
lao people's democratic republic         0.9   23.2
malaysia 561 487 718 183 198 205 1.7 1.6 42.9 61.9 62.7
myanmar 15 28 37      2.8   8.7
philippines 90 166 184 185 204 140 5.8 6.0 58.4
singapore 793 1 425 1 462 160 122 80       
thailand 143 312 427 187 208 213 21.2 25.7
timor-leste             
viet nam 35 142 299 407 299 267 6.1 8.1 29.0 68.5

Memorandum items:   
Developing ESCAP economies 63 140 251 340 256 229       
(excluding cis)

Central Asia 321 481 449 725 691 420
East and North-East Asia 462 839 1 167 168 186 159
(excluding china and Japan)
South and South-West Asia 100 185 262 173 185 184       
(excluding india)
Central Asia 321 481 449 725 691 420

Developed ESCAP economies 1 621 2 123 2 348 145 150 133

source and table notes appear in the technical notes at the end of the annex.
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Technical notes

Table 1.  Real gross domestic product growth rates

Sources: Escap, based on national sources; international 
monetary fund, international financial statistics online database. 
available from www.imfstatistics.org/imf (accessed 16 february 
2011); asian development Bank, Key Indicators for Asia and 
the Pacific 2010 (manila, 2010); cEic data company limited, 
data available from http://ceicdata.com (accessed 25 march 
2011); and the website of the interstate statistical committee 
of the commonwealth of independent states, www.cisstat.
com (accessed 16 february 2011). historical data are based 
on the national accounts main aggregates database of the 
united nations statistics division, with updates from national 
and local sources. the data for 2010 are generally Escap 
estimates and calculations, although some projections are 
in line with the economic programmes/projections of the 
governments concerned.

Notes: real annual percentage changes in Gdp are reported in 
this table at constant market prices in national currencies. Gdp 
is defined as the total cost of all finished goods and services 
produced within the country in a given year. most countries use 
constant market price values. the growth rates of some countries, 
including fiji, india, the islamic republic of iran and pakistan, 
are shown at factor cost, while that of Bhutan is at purchasers’ 
prices and that of nepal is at producers’ prices. in the case 
of timor-leste, the data refer to real non-oil Gdp, including 
the locally paid compensation of united nations peacekeeping 
mission staff. Data and estimates for countries relate to fiscal 
years, defined as follows: 2009 refers to the fiscal year spanning 
21 march 2009 to 20 march 2010 in the islamic republic of 
iran; 1 april 2009 to 31 march 2010 in india; 1July 2008 to 
30 June 2009 in Bangladesh and pakistan; and 16 July 2008 
to 15 July 2009 in nepal. developing Escap economies refer 
to developing Asian and Pacific economies, excluding those of 
north and central asia. developed Escap economies refer to 
australia, Japan and new Zealand.

Table 2.  Gross domestic savings rates

Sources: most historical data are generated by Escap, based 
on asian development Bank, Key Indicators for Asia and the 
Pacific 2010 (manila, 2010), with updates and estimates from 
national and local sources. the data for 2010 are obtained from 
input supplied by national authorities and Escap calculations 
and estimates. data for the islamic republic of iran and nepal 
are based on national sources. data for macao, china, the 
lao people’s democratic republic, the russian federation, 
solomon islands, turkmenistan and turkey are based on 
World Bank, World development indicators online. available 
from http://data.worldbank.org/data-catalog/world-development-
indicators (accessed 14 January 2011). data for the cook 
islands, Kiribati, maldives, samoa and tuvalu are calculated 
based on united nations statistics division databases.

Notes: Gross domestic savings are calculated as the difference 
between Gdp and total consumption expenditure in the national 
accounts statistics. All figures used in computing gross domestic 
savings as a percentage of Gdp are in current prices.

Table 3.  Gross domestic investment rates

Sources: historical data are mostly generated by Escap, based 
on asian development Bank, Key Indicators for Asia and the 
Pacific 2010 (manila, 2010), with updates and estimates from 
national and local sources. the data for 2010 are obtained from 
input supplied by national authorities and Escap calculations 
and estimates. data for the islamic republic of iran, the lao 
people’s democratic republic and nepal are based on national 
sources. data for macao, china, maldives and the russian 
federation are based on World Bank, World development 
indicators online. available from http://data.worldbank.org/data-
catalog/world-development-indicators (accessed 14 January 
2011). data for the cook islands, Kiribati, samoa, solomon 
islands and tuvalu are calculated based on united nations 
statistics division databases.

Notes: Gross domestic investment is the sum of gross 
fixed capital formation and changes in inventories. Gross 
fixed capital formation is measured by the total value of a 
producer’s acquisitions, minus disposals of fixed assets in a 
given accounting period. additions to the value of non-produced 
assets, such as land, form part of gross fixed capital formation. 
inventories are stocks of goods held by institutional units to 
meet temporary or unexpected fluctuations in production and 
sales. All figures used in computing gross domestic investment 
as a percentage of Gdp are in current prices.

Table 4.  Inflation rates

Sources: historical data are based on international monetary 
fund, international financial statistics online database. available 
from www.imfstatistics.org/imf (accessed 16 february 2011) and 
the World Economic outlook database. available from www.imf.
org/external/pubs/ft/weo/2010/02/weodata/index.aspx  (accessed 
28 november 2010), with updates and estimates from national 
sources, statistical publications and secondary publications. the 
figures for 2010 are generally estimates based on ESCAP 
calculations. projections/estimates are also provided by country 
authorities. data are also drawn from asian development 
Bank, Key Indicators for Asia and the Pacific 2010 (manila, 
2010); cEic data company limited, data available from 
http://ceicdata.com (accessed 25 march 2011); the website of 
the interstate statistical committee of the commonwealth of 
independent states, www.cisstat.com (accessed 16 february 
2011). figures for 2010 are estimates.

Notes: Rates of inflation in this table refer to changes in 
the consumer price index (CPI) and reflect changes in the 
cost of acquiring a fixed basket of goods and services by 
an average consumer. data and estimates for countries 
relate to fiscal years defined as follows: 2009 refers to the 
fiscal year spanning 21 March 2009 to 20 March 2010 in 
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the islamic republic of iran; 1 april 2009 to 31 march 
2010 in india; 1July 2008 to 30 June 2009 in Bangladesh 
and pakistan; and 16 July 2008 to 15 July 2009 in nepal. 
developing Escap economies refer to developing asian and 
Pacific economies, excluding those of North and Central Asia. 
developed Escap economies refer to australia, Japan and 
New Zealand. Consumer price inflation data for the following 
countries are for a given city or group of consumers: data 
on cambodia are for phnom penh; data on india refer to 
the industrial workers index; data on nepal are for urban 
consumers; data on sri lanka are for colombo; and data 
on timor-leste are for dili.

Table 5.  Budget balance

Sources: Escap, based on national sources; asian development 
Bank, Key Indicators for Asia and the Pacific 2010 (manila, 
2010); international monetary fund, article iv consultations, 
various issues; and Escap estimates.

Notes: The government fiscal balance (surplus or deficit) is the 
difference between central government total revenues (including 
grants) and total expenditures as a percentage of Gdp. this 
provides a picture of the changes in the government’s financial 
position each year. When the difference is positive, the fiscal 
position is in surplus; otherwise, it is in deficit. Government 
revenue is the sum of current and capital revenues. current 
revenue is the revenue accruing from taxes, as well as all 
current non-tax revenues, except for transfers received from 
other (foreign or domestic) governments and international 
institutions. major items of non-tax revenue include receipts 
from government enterprises, rents and royalties, fees and 
fines, forfeits, private donations and the repayments of loans 
properly defined as components of net lending. Capital revenue 
consists of the proceeds from the sale of non-financial 
capital assets. Government expenditure is defined as the 
sum of current and capital expenditure. current expenditure 
comprises purchases of goods and services by the central 
government, transfers to non-central government units and 
to households, subsidies to producers and the interest on 
public debt. capital expenditures, on the other hand, cover 
outlays for the acquisition or construction of capital assets 
and for the purchase of land and intangible assets, as well 
as capital transfers to domestic and foreign recipients. loans 
and advances for capital purposes are also included. Grants 
are excluded in Bangladesh, cambodia, china, hong Kong, 
china, indonesia, Kiribati, malaysia, pakistan, the republic 
of Korea, singapore, sri lanka, thailand, turkmenistan 
and developed countries. in the case of timor-leste, the 
budget balance was computed as a share of non-oil Gdp. 
The budget surplus/deficit of Singapore was computed from 
government operating revenue minus government operating 
expenditure and minus government development expenditure, 
while the budget balance of thailand refers to a government 
cash balance comprising the budgetary balance and non-
budgetary balance. in the case of australia, budget balance 
refers to data on a cash basis and are based on national 
sources.

Table 6.  Current account balance

Sources: historical data are mainly generated by Escap 
based on international monetary fund, international financial 
statistics online database. available from www.imfstatistics.
org/imf (accessed at various times in october 2010) and the 
World Economic outlook database. available from www.imf.
org/external/pubs/ft/weo/2010/02/weodata/index.aspx (accessed 
27 november 2010), with updates and estimates from national 
and local sources. the 2010 data are estimates and are 
derived from projections supplied by national authorities and 
Escap estimates. the current account balances of samoa 
and tonga for 2006-2010 are based on international monetary 
fund, 2010 Article IV Consultations.

Notes: the current account balance refers to the sum of 
the balance on goods, services and income. it also includes 
current transfers crossing national borders. a positive (or 
negative) balance shows that the foreign currencies flow into 
(or out of) the domestic economy. The figures are reported 
as a percentage of Gdp at current prices (in the national 
currency) to allow for cross-country comparisons. in the case 
of Cambodia, current account includes official transfers. For 
timor-leste, the current account balance includes international 
assistance and is represented as a percentage of non-oil 
Gdp.

Table 7.  Changes in money supply

Sources: historical data for m2 are mainly obtained from 
international monetary fund, international financial statistics 
online database. available from www.imfstatistics.org/imf 
(accessed 16 december 2010), with updates and estimates 
from national and local sources. data for 2010 are computed 
by Escap on the basis of imf data and estimates based 
on national sources. for the cook islands, turkmenistan and 
uzbekistan, data are based on asian development Bank, Key 
Indicators for Asia and the Pacific 2010 (manila, 2010).

Notes: 
a november, compared with the corresponding period of the  
 previous year.
b october, compared with the corresponding period of the  
 previous year.

the table depicts annual growth rates of broad money supply 
(at the end of a given period), as represented by m2. m2 is 
defined as the sum of currency in circulation plus demand 
deposits (m1) and quasi-money, which consists of time and 
savings deposits, including foreign currency deposits. 

Table 8.  Merchandise export growth rates

Sources: Escap calculations based on data from national 
sources; international monetary fund, statistics department, 
Direction of Trade Statistics (february 2011), cd-rom; Economist 
intelligence unit, Country Reports; cEic data company limited, 
data available from http://ceicdata.com (accessed 30 march 
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2011); and the website of the interstate statistical committee 
of the commonwealth of independent states, www.cisstat.com 
(accessed 25 March 2011). Historical data and figures for 
2010 on exports are mainly obtained from country sources, 
statistical publications, and secondary publications.

Notes:
a Refers to first 9 months.
b Estimate.
c forecast.
d fiscal year.
e Refers to first 8 months.
f Refers to first 3 months.
g Refers to first 10 months.

the annual growth rates of exports, in terms of merchandise 
goods only, are shown in the table. calculations are based 
on data expressed in millions of united states dollars. data 
are primarily obtained from the balance-of-payments accounts 
of each country. Exports, in general, are reported on a free-
on-board (f.o.b.) basis. in this case, exports are valued at the 
customs frontier of the exporting country plus export duties 
and the costs of loading the goods onto the carriers unless 
the latter is borne by the carrier. it excludes the cost of 
freight and insurance beyond the customs frontier.

Table 9.  Merchandise import growth rates

Sources: Escap calculations based on data from national 
sources; international monetary fund, statistics department, 
Direction of Trade Statistics (february 2011), cd-rom ; Economist 
intelligence unit, Country Reports; cEic data company limited, 
data available from http://ceicdata.com (accessed 30 march 
2011); and the website of the interstate statistical committee 
of the commonwealth of independent states, www.cisstat.com 
(accessed 25 March 2011). Historical data and figures for 2010 
on imports are mainly obtained from country sources, statistical 
publications, and secondary publications. 

Notes:
a Refers to first 9 months.
b f.o.b. value.
c Estimate.
d forecast.
e fiscal year.
f Refers to first 8 months.
g Refers to first 3 months.
h Refers to first 10 months.

the annual growth rates of imports, in terms of merchandise 
goods only, are shown in the table. calculations are based 
on data expressed in millions of united states dollars. data 
are primarily obtained from the balance-of-payments accounts 
of each country. data for imports are reported either on an 
f.o.b. or c.i.f. (cost, insurance, freight) basis. on a c.i.f. basis, 

the value of imports includes the cost of international freight 
and insurance up to the customs frontier of the importing 
country. it excludes the cost of unloading the goods from 
the carrier unless it is borne by the carrier.

Table 10.  Inward foreign direct investment

Source: calculated by Escap using data from united 
nations conference on trade and development, “foreign 
direct investment”, unctadstat database. available from 
http://unctadstat.unctad.org/reportfolders/reportfolders.aspx 
(accessed 23 July 2010); and united nations statistics division, 
national accounts main aggregates database. available from 
http://unstats.un.org/unsd/snaama/selbasicfast.asp (accessed 11 
January 2011).

Notes: FDI stock represents the value of the share of 
capital and reserves (including retained profits) attributable to 
the parent enterprise, plus the net indebtedness of affiliates 
to the parent enterprise. Inward stock is the value of the 
capital and reserves in the economy attributable to a parent 
enterprise resident in a different economy. aggregates are 
calculated by Escap as the sum of fdi inward stock of a 
country (value in millions of united states dollars) and as 
the sum of fdi inward stock divided by Gdp (percentage 
of Gdp). FDI flows comprise capital provided (either directly 
or through related enterprises) by a foreign direct investor 
to an fdi enterprise, or capital received by a foreign direct 
investor from an fdi enterprise. FDI inflows comprise capital 
provided (either directly or through related enterprises) by a 
foreign direct investor to an fdi enterprise in the reporting 
economy. aggregates are calculated by Escap as the sum 
of FDI inflows to an economy (value in millions of United 
States dollars), and as the sum of FDI inflows divided by 
Gdp (percentage of Gdp). 

Table 11.  Official development assistance and workers’ 
remittances

Sources: Figures on official development assistance (ODA) 
are calculated by Escap using data from the organization 
for Economic cooperation and development, development 
database on aid from development assistance committee 
members. available from www.oecd.org/maintopic/0,3348,en_
2649_201185_1_1_1_1_1,00.html (accessed 14 october 2010); 
and united nations statistics division, national accounts main 
aggregates database. available from http://unstats.un.org/unsd/
snaama/selbasicfast.asp (accessed 11 January 2011). figures on 
workers’ remittances are calculated by Escap using data from 
the international monetary fund, Balance of payment statistics 
(cd-rom, January 2011) and united nations statistics division, 
national accounts main aggregates database. available from 
http://unstats.un.org/unsd/snaama/selbasicfast.asp (accessed 11 
January 2011).

Notes: the amount of ODA received in grants and loans 
during the reporting period is provided in the table. aggregates 
are calculated by Escap as the sum of oda received by 
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an economy (value in millions of the dollars), and as the 
sum of oda received divided by Gni (percentage of Gni). 
Workers’ remittances received represent current transfers from 
abroad by migrants who are employed or intend to remain 
employed for more than a year in another economy in which 
they are considered residents.

Table 12.  International migration

Sources: The figures on foreign population are drawn from 
united nations department of Economics and social affairs, 
World migrant stock: the 2008 revision population database. 
available from http://esa.un.org/migration/ (accessed 25 august 
2009). the net migration rate figures are drawn from 
World population prospects: the 2008 revision population 
database. available from http://esa.un.org/unpp/ (accessed 28 
april 2009).

Notes: the foreign population represents the estimated number 
of international immigrants, male and female, in the middle of 
the indicated year. Generally, this represents the number of 
persons born in a country other than where they live. the 
number of international immigrants divided by the total population 
is expressed as a percentage in the middle of the indicated 
year. Where data on the place of birth are unavailable, the 
number of non-citizens is used as a proxy for the number 
of international immigrants. in either case, the migrant stock 
includes refugees, some of whom may not be foreign-born. 
the net migration rate is the number of immigrants minus the 
number of emigrants over a period, divided by the average 
population of the country over that period. 

Table 13.  Primary, secondary and tertiary education

Source: United Nations Educational, Scientific and Cultural 
organization (unEsco) institute for statistics, data centre. 
available from http://stats.uis.unesco.org/unesco/tableviewer/
document.aspx?reportid=136&if_language=eng&Br_topic=0 
(accessed 11 January 2011).

Notes: the net enrolment ratio in primary education is the 
enrolment rate of children in the official age group for primary 
education expressed as a percentage of the primary school-
aged population. the net enrolment ratio in secondary education 
is the enrolment rate of children in the official age group 
for secondary education expressed as a percentage of the 
secondary school-aged population. the gross enrolment ratio 
in tertiary education represents the total enrolment in tertiary 
education, regardless of age, expressed as a percentage of 
the eligible official school-aged population corresponding to 
tertiary education in a given school year. for the tertiary 
level, the population used is that of the five-year age group 
following the end of secondary school. numbers in parentheses 
indicate the year for which data are available.

Table 14.  Poverty and malnutrition

Source: united nations millennium development Goals indicators. 
available from http://mdgs.un.org/unsd/mdg/data.aspx (accessed 

12 January 2011).

Notes: the poverty rate at $1.25 per day is the proportion 
of the population living on less than $1.25 per day, measured 
at 2005 international prices, adjusted for purchasing power 
parity (ppp). the purchasing power parity conversion factor is 
the number of units of a country’s currency required to buy 
the same amounts of goods and services in the domestic 
market as the united states dollar would buy in the united 
states. the undernourished population is the proportion of the 
population receiving less than the minimum level of dietary 
energy consumption as a percentage of the total population. 
the prevalence of underweight children is the percentage of 
children aged 0-59 months whose weights for their age are 
less than two standard deviations below the median weight 
of the international reference population. the international 
reference population, often referred to as the nchs/Who 
reference population, was formulated by the united states 
national center for health statistics (nchs) as a national 
reference and later adopted by the World health organization 
(Who). numbers in parentheses indicate the year for which 
data are available.

Table 15.  Unemployment 

Sources: figures for total unemployment are calculated by 
Escap using data from international labour organization, Key 
Indicators of the Labour Market, 6th ed. interactive software 
cd-rom. figures on youth unemployment are drawn from 
united nations millennium development Goals indicators. 
available from http://mdgs.un.org/unsd/mdg/data.aspx (accessed 
4 august 2010).

Notes: the total unemployment rate is the number of persons 
of working age who, during the reference period, were without 
work, currently available for work and seeking work, divided 
by the total labour force. National definitions and coverage 
of unemployment may vary. data are disaggregated by sex. 
the youth unemployment rate represents the number of young 
persons aged 15-24 who are without work, currently available 
for work and seeking work, divided by the total labour force 
of that age group.

Table 16.  Telecommunications

Sources: calculated by Escap using data from international 
telecommunication union, ict statistics database. available from 
www.itu.int/itu-d/ictEyE/indicators/indicators.aspx (accessed 
11 January 2011); and World population prospects: the 2008 
revision population database. available from http://esa.un.org/
unpd/wpp2008/index.htm (accessed 28 april 2009).

Notes: Fixed telephone lines refer to telephone lines that have 
been active during the past three months, that connect a 
subscriber’s terminal equipment to the public switched telephone 
network (pstn) and that have a dedicated port on a telephone 
exchange. They include the active number of analogue fixed 
telephone lines (112a), isdn channels (28c), fixed wireless 
(Wll), public payphones (1112) and voip subscriptions (112ip). 
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aggregates are calculated by Escap using total population as 
weight. the number of mobile cellular subscriptions refers to 
subscriptions to a public mobile telephone service that provides 
access to the public switched telephone network (pstn) using 
cellular technology, including pre-paid subscriber identity module 
(sim) cards that were active during the past three months. it 
includes both analogue and digital cellular systems imt-2000 
(third generation/3G), fourth generation/4G subscriptions and all 
mobile cellular subscriptions that offer voice communications, 
but excludes mobile broadband subscriptions via data cards or 
universal serial Bus (usB) modems. subscriptions to public 
mobile data services, private trunked mobile radio, telepoint or 
radio paging, and telemetry services is also excluded. aggregates 
are calculated by Escap using total population as weight. 
the estimated number of Internet users out of total population 
includes those using the internet from any device (including 
mobile phones) in the last 12 months. aggregates are calculated 
by Escap using total population as weight. the number of 
fixed broadband Internet subscribers refers to the number of 
subscriptions to high-speed access to the public internet (a tcp/
ip connection) at downstream speeds equal to, or greater than, 
256 kbit/s. It includes, for example, cable modem, DSL, fibre-to-
the-home/-building and other fixed (wired) broadband subscriptions. 
it excludes subscriptions to data communications (including the 
internet) via mobile cellular networks. aggregates are calculated 
by Escap using total population as weight. missing data are 
assumed to be zero when calculating aggregates.

Table 17.  Infrastructure and transport

Sources: data for all topics in the table are drawn from World 
Bank, World development indicators online. available from http://
data.worldbank.org/data-catalog/world-development-indicators 
(accessed 10 January 2011). additional data for road and railway 
density are drawn from food and agriculture organization of the 
united nations, faostat database. available from http://faostat.
fao.org/site/348/default.aspx (accessed 20 october 2010). 

Notes: Road density (km per 1,000 km2) represents the 
total length of the road network divided by the land area. 
the total road network includes motorways, highways, and 
main or national roads; secondary or regional roads; and all 
other roads in a country or area, measured in kilometres. 
aggregates are calculated by Escap using land area as 
weight. missing data for some countries and years have been 
imputed. Paved roads (percentage of total roads) comprise 
the share of roads surfaced with crushed stone (macadam) 
and hydrocarbon binder or bituminized agents, concrete or 
cobblestones. aggregates are calculated by Escap using 
land area as weight. missing data for some countries and 
years have been imputed. Railway density (km per 1,000 
km2) is the length of rail lines divided by the land area. the 
length represents railway routes available for train service, 
measured in kilometres, irrespective of the number of parallel 
tracks. aggregates are calculated by Escap using land area 
as weight. missing data for some countries and years have 
been imputed. Passenger cars (per 1,000 population) refer to 
road motor vehicles, other than two-wheelers, intended for the 

carriage of passengers and designed to seat no more than 
nine people (including the driver). aggregates are calculated 
by Escap using total population as weight. missing data for 
some countries and years have been imputed.

Table 18.  Energy and water use

Sources: data on both categories of energy use are drawn 
from international Energy agency, World Energy statistics and 
Balances online database. available from www.oecd-ilibrary.
org/content/datacollection/enestats-data-en (accessed 19 and 
20 January 2011). additional data on the consumption of 
electricity for domestic purposes are drawn from united nations 
department of Economic and social affairs, population division, 
World population prospects: the 2008 revision population 
database. available from http://esa.un.org/unpp/ (accessed 28 
april 2009). additional data on energy use per $1,000 Gdp 
are drawn from World Bank, World development indicators 
online. available from http://data.worldbank.org/data-catalog/
world-development-indicators (accessed 20 January 2011). data 
on water withdrawals are obtained from food and agriculture 
organization of the united nations, aQuastat database. 
available from www.fao.org/nr/water/aquastat/data/query/index.
html?lang=en (accessed 10 January 2011).

Notes: the consumption of electricity for domestic purposes 
(kilowatt-hours per capita) is annual electricity consumption divided 
by total population. aggregates are calculated by Escap using 
total population as weight. Energy use per $1,000 GDP (2005 
PPP) (kilograms of oil equivalent) is the energy use per gross 
domestic product converted to 2005 constant international dollars 
using purchasing power parity rates. Energy use refers to use 
of primary energy before transformation to other end-use fuels, 
which is equal to indigenous production plus imports and stock 
changes, minus exports and fuels supplied to ships and aircraft 
engaged in international transport. aggregates are calculated 
by Escap using Gdp (2005 ppp dollars) as weight. Water 
withdrawals represent the gross amount of water extracted 
in a day from any source, either permanently or temporarily. 
Water can be withdrawn from surface water, groundwater or 
produced (non-conventional) water sources, such as treated 
wastewater and desalinated water.
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since the 1957 issue, the Economic and Social Survey of Asia and the Pacific has, in addition to a review of the current situation  
of the region, contained a study or studies of some major aspect or problem of the economies of the Asian and Pacific 
region, as specified below: 

1957:  postwar problems of economic development 
1958:  review of postwar industrialization 
1959:  foreign trade of EcafE primary exporting countries 
1960:  Public finance in the postwar period 
1961:  Economic growth of EcafE countries 
1962:  asia’s trade with western Europe 
1963:  Imports substitution and export diversification 
1964:  Economic development and the role of the agricultural sector 
1965:  Economic development and human resources 
1966:  Aspects of the finance of development 
1967:  policies and planning for export 
1968:  Economic problems of export-dependent countries.  implications of economic controls and liberalization 
1969:  strategies for agricultural development. intraregional trade as a growth strategy 
1970:  the role of foreign private investment in economic development and cooperation in the EcafE region.  problems and prospects  
 of the EcafE region in the second development decade 
1971:  Economic growth and social justice.  Economic growth and employment.  Economic growth and income distribution 
1972:  first biennial review of social and economic developments in EcafE developing countries during the second united  
 nations development decade 
1973:  Education and employment 
1974:  mid-term review and appraisal of the international development strategy for the second united nations development  
 decade in the Escap region, 1974 
1975:  rural development, the small farmer and institutional reform 
1976:  Biennial review and appraisal of the international development strategy at the regional level for the second united nations  
 development decade in the Escap region, 1976 
1977:  The international economic crises and developing Asia and the Pacific 
1978:  Biennial review and appraisal at the regional level of the international development strategy for the second united nations  
 development decade 
1979:  regional development strategy for the 1980s 
1980:  short-term economic policy aspects of the energy situation in the Escap region 
1981:  recent economic developments in major subregions of the Escap region 
1982:  fiscal policy for development in the Escap region 
1983:  implementing the international development strategy:  major issues facing the developing Escap region 
1984:  financing development 
1985:  trade, trade policies and development 
1986:  Human resources development in Asia and the Pacific:  problems, policies and perspectives 
1987:  international trade in primary commodities 
1988:  recent economic and social developments 
1989:  Patterns of economic growth and structural transformation in the least developed and Pacific island countries of the ESCAP  
 region:  implications for development policy and planning for the 1990s 
1990:  infrastructure development in the developing Escap region:  needs, issues and policy options 
1991:  challenges of macroeconomic management in the developing Escap region 
1992:  Expansion of investment and intraregional trade as a vehicle for enhancing regional economic cooperation and development  
 in Asia and the Pacific 
1993:  fiscal reform. Economic transformation and social development. population dynamics: implications for development 
1995:  Reform and liberalization of the financial sector. Social security 
1996:  Enhancing the role of the private sector in development. the role of public expenditure in the provision of social services  
1997:  External financial and investment flows.  Transport and communications 
1998:  managing the external sector.  Growth and equity 
1999:  social impact of the economic crisis.  information technology, globalization, economic security and development 
2000:  Social security and safety nets.  Economic and financial monitoring and surveillance 
2001:  socio-economic implications of demographic dynamics. financing for development 
2002:  The feasibility of achieving the Millennium Development Goals in Asia and the Pacific. Regional development cooperation  
 in Asia and the Pacific 
2003:  the role of public expenditure in the provision of education and health.  Environment-poverty nexus revisited: linkages and  
 policy options
2004:  poverty reduction strategies: tackling the multidimensional nature of poverty 
2005:  Dynamics of population ageing: how can Asia and the Pacific respond? 
2006:  Emerging unemployment issues in Asia and the Pacific: rising to the challenges 
2007:  Gender inequality continues – at great cost 
2008:  Unequal benefits of growth – agriculture left behind 
2009:  triple threats to development: food, fuel and climate change policy challenges 
2010: multiple imbalances and development gaps as new engines of growth.  a regional policy agenda for regaining the dynamism 
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QUESTIONNAIRE

                Very
         Excellent    good    Average   Poor

1. Please indicate your assessment of the quality 
 of the publication on:

 • Presentation/format        4       3   2      1
 • Readability         4        3   2      1
 • Timeliness of information       4        3   2       1
 • Coverage of subject matter       4        3   2       1
 • Analytical rigour        4        3   2      1
 • Overall quality         4        3   2      1

2. How useful is the publication for your work?

 • Provision of information        4        3   2       1
 • Clarification of issues        4        3   2       1
 • Its findings         4        3   2      1
 • Policy suggestions         4        3   2       1
 • Overall usefulness         4        3   2       1

3. Please give examples of how this publication has contributed to your work: 

 ...................................................................................................................................................................................... 

 ...................................................................................................................................................................................... 

 ...................................................................................................................................................................................... 

 ......................................................................................................................................................................................
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Please use additional sheets of paper, if required, to answer the questions.
Thank you for your kind cooperation in completing this questionnaire.

4. Suggestions for improving the publication: 

 ..........................................................................................................................................................................................

 ..........................................................................................................................................................................................

 ..........................................................................................................................................................................................

 ..........................................................................................................................................................................................

5. Your background information, please: 

 name: ...........................................................................................................................................................................

 title/position: ...............................................................................................................................................................

 institution: .....................................................................................................................................................................

 Office address: ..........................................................................................................................................................

 ..........................................................................................................................................................................................

Please use additional sheets of paper, if required, to answer the questions.
Thank you for your kind cooperation in completing this questionnaire.



ESCAP is the regional development arm of the United Nations and serves as the main economic 
and social development centre for the United Nations in Asia and the Pacific. Its mandate is to foster 
cooperation between its 53 members and 9 associate members. ESCAP provides the strategic link 
between global and country-level programmes and issues. It supports Governments of countries in the 
region in consolidating regional positions and advocates regional approaches to meeting the region’s 
unique socio-economic challenges in a globalizing world. The ESCAP office is located in Bangkok, 
Thailand. Please visit the ESCAP website at www.unescap.org for further information.

The shaded areas of the map indicate ESCAP members and associate members.

The cover design concept

It depicts the themes covered in the Survey. The board is divided into two parts. The orange part 
grows from left to right and becomes larger suggesting the dynamism. The grey represents the 
development gaps. The orange part also contains a group of people in movement. In the background, 
a stylized graph of lines and nodes of light represents the promises of connectivity. The ridge between 
the orange and the grey parts represents the vulnerable areas in the region. The group of women 
engaged in manual work symbolizes the lack of productive capacity in the least developed countries 
that prevents them from exploiting more value adding opportunities for work.

Design and photographs by Marie Ange Sylvain-Holmgren
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The economies of Asia and the Pacific recovered strongly in 2010 from the depths of the “Great Recession” 
of 2008/09 but they face fresh challenges in 2011. These include the return of food and fuel crises that are 
threatening hard-won development gains, sluggish recovery in the advanced economies, and a deluge of short-
term capital flows that in turn is leading to volatility in capital markets, the build-up of asset bubbles and the 
appreciation of exchange rates. Furthermore, the devastation wrought by the recent earthquake and tsunami in 
Japan provides another stark reminder of the region’s vulnerability to natural disasters. These challenges pose 
significant downside risks to an otherwise robust growth outlook as the region emerges as the growth pole of the 
global economy. 

In addition to addressing short-term risks, policymakers have to meet the challenge of rebalancing the region’s 
economies in favour of domestic and regional investment and consumption. While wide development gaps provide 
significant headroom for expanding domestic demand, deepening regional economic cooperation is also critical to 
sustain dynamism in coming years. Some of the areas needing policy attention are enhancement of connectivity 
between markets and peoples through improved transport linkages, regional institution-building, streamlined transport 
and trade facilitation and progress towards a regional energy framework. 

The region’s least developed countries have not been able to enjoy the emerging opportunities offered by 
expanding markets and strengthened connectivity owing to their lack of productive capacity. Besides putting in 
place a supportive national policy framework, they need to be assisted in building productive capacities by their 
development partners. 

The 2011 edition of the oldest and most comprehensive annual review of development in this vast and diverse 
region, the Economic and Social Survey of Asia and the Pacific assesses the critical issues, policy challenges 
and risks that the region faces in coming months and outlines the elements of a policy 
agenda for sustaining dynamism and inclusive development for an 
Asia-Pacific century.




