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Major Economic Challenges 

Global economy remains weak and its recovery is still fragile and 
uneven 

 Post 2008/2009 global economic meltdown and the protracted 
European Debt crisis have not only weakened global economy 
but also contributed to uncertainty and nervousness in global 
market.

 Asia-Pacific region witnessed deceleration in economic growth 
during the Post 2008/2009

 Economic growth slowed to 5.6 percent in 2012 against an 
average of 8.6 percent during 2002-2007. Growth is likely to inch 
up to 6.0 percent in 2013
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2008 2009 2010 2011 2012 2013

Bangladesh 6.2 5.7 6.1 6.7 6.3 6.0

India 6.7 8.0 8.4 6.2 5.0 6.4

Pakistan 4.1 1.7 3.8 3.0 3.7 3.5

Sri Lanka 6.0 3.5 8.0 8.0 6.2 6.5

China 9.6 9.1 10.4 9.2 7.8 8.0

Republic of Korea 2.3 0.2 6.1 3.6 2.0 2.3

Indonesia 6.0 4.5 6.1 6.5 6.2 6.6

Malaysia 4.7 -1.7 7.2 5.1 5.6 5.0

Singapore 1.8 -0.8 14.8 5.2 1.3 3.0

Philippines 3.7 1.1 7.6 3.7 6.6 6.2

Thailand 2.5 -2.2 7.8 0.1 6.4 6.3

Vietnam 6.3 5.3 6.8 5.9 5.0 5.5

Myanmar 3.6 4.9 5.3 5.5 6.3 6.3

Developing ESCAP 6.3 4.6 8.6 7.0 5.6 6.0

Table 1: Selected Economics of the ESCAP region Real 
GDP growth (%)

Source: ESCAP Economic Survey 2010 and 2013
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Was Growth Inclusive or broad-based?

- Strong economic growth in the region has succeeded in taking over 700 
million poor people out of poverty in two decades

- The region is still home to more than 800 million people living in poverty; 
563 million are undernourished; more 1.0 billion workers in vulnerable 
employment 

- Income inequality and economic insecurity have increased in many
countries of the region 

- Economic growth appears to have not been inclusive

- Recent debate in India also suggest that Indian growth has not been 
inclusive. 

- Despite strong growth for over two decades not only income inequality 
has widened but bulk of its population did not receive the benefits of 
strong growth. 
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 How to revive economic growth and make it 

- Inclusive

- Broad – based 

- Sustainable

is the challenge facing the policy – makers of the Asia – Pacific  
region

What is required is complementing the emphasis on growth with 
a focus on equality, social development and environmental 
sustainability
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How can these objectives be achieved?

 Are conventional macroeconomic policies capable to address 
the challenges?

 Conventional macroeconomic policies have always 
emphasized stabilization in the narrow sense of 

- reducing budget deficit

- controlling public debt

- keeping Inflation low

 Conventional macro polices have focused on stabilization first 
to create conditions for growth  and employment.

 Two pronged strategy has been advocated by conventional 
macro policies

- Austerity Measures (Tight fiscal Policy)

- Controlling Inflation through tight monetary policy 
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 Recent experience of Stabilization first has failed to address the problems 
of Euro zone Countries. It has caused heavy social costs and human 
sufferings. 

 People lost their jobs, incomes were drastically reduced, subsidies 
eliminated, demand destroyed, tight monetary policy raised interest rate,  
investment hurt, demand destroyed, and ultimately brought pain and 
miseries to the people and delayed economic recovery

 The World leaders have changed their views. Stabilization first have 
lost its charm.

 G – 20 nations met in Moscow on July20th, 2013 and agreed to take 
measures to put their economies on the job – rich growth path

 They have called for reframing the development agenda and rethinking 
the macroeconomic  policy paradigm that focuses on stabilization first

 The world leaders have now pledged to adopt forward – looking 
macroeconomic polices that promote sustainable development and 
lead to sustained, inclusive and equitable economic growth 
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What is forward – looking macroeconomic policies?

– striking a balance between stabilization and development 

roles of macroeconomic policies 

– changing the way fiscal and monetary policies are 

designed and implemented 

– Bottom line is that macroeconomic policies should not 

focus narrowly on reducing budget deficit, debt 

stabilization and reducing Inflation. Polices should be 

supportive of growth and employment generation

9

 How to design fiscal policy to achieve developmental goals of 
macroeconomic policies?

 One thing has to be noted. Such macroeconomic policies do 
not in any way advocate lax fiscal policy or encourage fiscal in
discipline.

 Rather they give greater emphasis to domestic resource 
mobilization and quality of expenditure 

 Domestic  resource mobilization through                         

– Tax system and tax administration reform

– Broadening tax bases

– Improving efficiency of tax administration through training 
and retraining

– Tightening regulation on tax heavens
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Composition and quality of expenditure        

– greater budgetary allocation to 

 education

 Health Human Capital 

 social safety nets

 skill developments 

 infrastructure

– roads and highways

– communication Physical Infrastructure

– energy
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 For the purpose of development what matters is where and how 
fiscal deficit is being spent 

– Is it spent on building human Capital that would improve 
productivity and hence growth?

– Is it spent on building or strengthening physical 
infrastructure that could contribute to promoting  growth 
and employment generation

 If the answer is yes! Public debt, even though it is high and rising 
in the short-term, would be sustainable.

 As long as fiscal deficit is being used to enhance debt carrying
capacity of the country, higher and rising debt is not a burden to 
the economy

 It is important to note that public debt does not contribute 
positively to growth contemporaneously, its contribution to 
growth comes with a lag 

 Public debt – to – GDP  ratio therefore, may rise in the short-
term 
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 Countries that often face serious debt problem are the ones that
failed to mobilize domestic resources or that failed to enhance 
tax – to – GDP  ratio on the one hand and never bothered to 
scrutinize the composition or quality of expenditure

 The rising debt caused serious balance of payment crisis (for 
example Pakistan, Euro zone). Countries landed in IMF 
program, implemented stabilization first policy and experienced 
low economic growth and human sufferings

 Bottom line: from the perspective of forward – looking  
macroeconomic policies, overall fiscal deficit or public debt 
matters for short – term macroeconomic stability

– But for development purpose, what matters most is where 
the fiscal deficit is being spent.

– Domestic resource mobilization and quality of expenditure 
are key to achieving developmental goals of 
macroeconomic policies.
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 In the light of development challenges of the Asia –

Pacific  region that includes

– High degree of economic insecurity

– large development gaps

– serious infrastructure bottlenecks

– poor quality and quantity of human capital

– environmental degradation
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 The good news is that many countries in Asia – Pacific  region 
have already started to adopt forward – looking macroeconomic 
policies

– They are looking new drivers of growth (agriculture, SME, 
Construction)

– Closing development gaps

– Reducing dependence on export – led growth and 
enhancing reliance on domestic demand for sustained 
growth

– Increasing spending on health, education, skill 
development, social protection, disaster management

– addressing infrastructural bottlenecks

– Giving more attention to environmental issues

 At the same time, they are implementing reforms to mobilize 
more domestic resources to finance above – listed  initiatives 

 They have now committed to spent fiscal deficit on the above –
listed initiatives
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Concluding remarks

– Forward – looking  macroeconomic polices is new received 

wisdom to robust and job – rich growth which is inclusive, 

broad – based and sustainable

– Conventional macroeconomic policies have lost its charm, 

particularly after the experiences of Euro zone countries

– Many countries in Asia have already started adopting new 

received wisdom

– North and Central Asian Countries may like to adopt the 

same
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