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A note from the Editor

This mid-year issue of the Asia-Pacific Development Journal presents six
papers on a wide range of development topics of contemporary interest with significant
policy implications.  The first paper discusses the nexus between growth and the
Millennium Development Goals (MDGs) and explores the role of policy in harnessing
that nexus.  Through the introduction of two interrelated concepts of growth within
the MDG context, the paper makes a valuable contribution to the understanding of
the policy mix that needs to be pursued in addressing the critical areas in which
some of the countries in the region are facing particular difficulties.  The next four
papers address some of the most topical issues in the Asian and Pacific region and
draw on country experiences from India, Indonesia, Sri Lanka and Thailand.  In this
cluster of four papers, there is a paper on remittances in the context of Sri Lanka.  It
is a sequel to one published in the last issue which dealt with a micro study on
domestic remittances in the state of Andhra Pradesh in India.  This partly reflects the
current interest in workers’ remittances as a development resource and its potential
role in poverty reduction.  The paper on Thailand looks at labour market issues in the
wake of trade liberalization and provides some important insights in identifying sectors
which require attention in order to mitigate some of the negative impacts.  The third
paper looks at the impact of economic reforms introduced by India in its manufacturing
sector.  The paper on Indonesia explores the role of aid in the country’s fiscal behaviour.
The last paper revisits the much-discussed topic of competitiveness and its importance
for the Asian and Pacific region in a globalizing world with reference to the rise of
China as a manufacturing and trading powerhouse.

With the adoption of the Millennium Declaration1  in 2000, the achievement
of the internationally agreed development goals, including the MDGs, has become
a major part of development agenda of the developing countries of the Asian and
Pacific region.  The importance of economic growth has always been explicitly or
implicitly recognized in achieving those goals.  The paper by Hiren Sarkar, “The nexus
between achieving the Millennium Development Goals and economic growth:  the
role of policy”, introduces an ingenious way to highlight this connection.  The search
for the optimal mix of polices has become all the more imperative as the region is
still home to 641 million poor people.2  Although the region as a whole is expected to
reach the poverty target by 2015, there are other areas and indicators where progress
has been either slow or insufficient.  In particular, millions of people continue to suffer
from malnutrition, a large number of children drop out of school, and the region’s
overall infant and maternal mortality numbers remain unacceptably high.  With this as
the backdrop, the paper introduces the concepts of pro-MDG economic growth and

1 See General Assembly resolution 55/2 of 8 September 2000.

2 See ESCAP/ADB/UNDP, The Millennium Development Goals:  Progress in Asia and the Pacific
2007 (ST/ESCAP/2465), available online at http://www.mdgasiapacific.org.
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MDG economic sectors.  Optimal policies are then those which achieve these
dual objectives:  promoting pro-MDG economic growth and promoting economic
growth in MDG sectors.  In essence, pro-poor economic growth policies should be
able to facilitate the achievement of these two dual objectives.  The author uses an
MDG-consistent CGE model to evaluate alternate sets of policies in meeting the dual
objectives.  Not only are the results interesting and highly intuitive, but they also
validate the results of other studies and reports.  The paper shows that the MDG
areas in the Asian and Pacific region that require the most policy attention are
underweight children, maternal mortality, carbon dioxide emissions, malnutrition
and infant mortality.  As regards the policy mix, priority attention should be given
to increasing (a) the expenditure on the education-to-GDP ratio, (b) financial
inclusiveness and (c) the ratio of direct tax-to-total tax.  However, it should be noted
that over-reliance on growth policies can have its own limitations.  Pro-poor economic
growth policies would have to be combined with micro-level interventions to create
the right kind of synergy to achieve the MDGs.  For instance, policy and programme
interventions are needed along a whole range of interrelated issues and areas in
order to reduce maternal deaths.  Additionally, growth polices not only need to be
inclusive but should also have social protection as a key strategic component,
particularly for the poor and other vulnerable groups, including those living in remote
and difficult-to-reach areas.  Another issue that deserves policy attention is the quality
of institutions that are tasked with the formulation and implementation of policies.
Good policies sometimes do not yield desired results simply because of insufficient
or inefficient institutions.

There is a growing recognition that workers remittances are fast becoming
a significant development resource for the developing countries of the region.  A
study3  released by the International Fund for Agricultural Development in October
2007 shows that some 150 million migrants worldwide remitted more that
US$ 300 billion to their families in developing countries during 2006.  In the Asian
and Pacific region alone, remittances reached an all time high of US$ 114 billion, led
by South Asia with US$ 47 billion.  Total remittance flows to developing countries
now far exceed that of official development assistance.  In addition to their poverty
reduction impact, such remittance flows have a significant impact on growth and
investment in the recipient countries.  Being private flows, remittances are also
non-debt-creating, a particularly attractive feature for developing countries.
Remittances also act as a cushion against economic shocks.  Vibrant literature has
grown around the recent surge in workers’ remittances.  The paper by Erik Lueth and
Marta Ruiz-Arranz, illustrative of the trend, probes the way in which workers’
remittances act as a hedge to absorb macroeconomic shocks.  The authors look at

3 International Fund for Agricultural Development, Sending Money Home:  Worldwide Remittance
Flows to Developing Countries, available at http://www.ifad@org.
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recent data from Sri Lanka and estimate a vector correction model to determine the
response of remittance receipts to macroeconomic shocks.  They argue that, despite
solid macroeconomic performance, the economy of Sri Lanka remains highly vulnerable
to external shocks.  With a narrow export base and heavy dependence on imported
oil, the expiration of the Multifibre Arrangement and the prevailing security situation
have compounded the economic challenges faced by Sri Lanka.  A bright spot in this
environment is the country’s growing access to foreign exchange in the form of
remittances sent home by those citizens who work abroad.  The authors provide
a succinct analysis of the evolution of inward remittances in Sri Lanka and their
correlations with macroeconomic variables.  In the medium term, the outlook for
a stable inflow of remittances looks good for Sri Lanka due to persistent rural poverty,
growing inequality and ethnic tensions.  The literature on remittances suggests that
a variety of macroeconomic and other variables influence decisions to send money
home.  Among the macroeconomic variables that influence remittances are home
country income and interest differentials between home country and host country.
Relative price levels and the exchange rate also influence those flows.  The authors
position their enquiry within this framework, pointing out that attempts to construct
a relationship between remittances and a set of macroeconomic variables have their
own pitfalls.  By estimating a vector error correction model for Sri Lanka, they try to
overcome these pitfalls and report that “remittance receipts in Sri Lanka may be less
of a shock absorber than usually believed”.  Using a number of macroeconomic
variables, namely real GDP, consumer price index, exchange rate, interest rate and oil
price, and the response of remittances to those variables, the authors offer some
interesting results.  There is a positive correlation between remittances and the price
of oil, a result that is consistent with the experience of a few other developing countries
of the region in the wake of recent oil price hikes.  In addition, remittances decline
when the currency of Sri Lanka depreciates, a result that is quite in line with regional
experience.  But the result standing out prominently in this paper is that remittances
into Sri Lanka are strongly pro-cyclical, more so than any other source of foreign
exchange.  Few other countries have also shown similar tendencies.  This finding
would suggest that a country faltering in its growth can experience declines in
remittances, possibly complicating its foreign exchange situation.  Policymakers need
to remain alert to such possibilities.

Trade liberation and its impact on the labour market is a much debated
issue.  The paper by Piriya Pholphirul, “Labour market issues under trade liberalization:
implications for Thai workers”, provides some evidence of that impact on the labour
market in Thailand.  The paper positions trade liberalization and its impact on the
labour market within the broader context of globalization.  It argues that, unlike previous
waves of globalization, during which labour and capital were more or less equally
mobile, the current phase of globalization is characterized by a higher degree of
mobility of capital than labour.  This raises some important distributional issues and
the relative bargaining power of labour and capital.  With heightened uncertainties,



Asia-Pacific Development Journal Vol. 14, No. 1, June 2007

x

workers have become more concerned about their incomes and job security.  As
both physical and financial capital become more mobile, labour has to compete more
vigorously in order to attract capital, resulting in lower wages for workers.  The paper
reports that trade liberalization has had several impacts on the labour market in
Thailand, the most important of which are those related to wages, employment, gender,
labour standards and protection, human development and unionization.  These impacts
vary from sector to sector, as expected, and particularly depend on factor intensity,
type of technology used, and structural changes occurring within the industries.  These
impacts are also highly nuanced as the Thai labour market continues to have large
numbers of workers who are non-wage employees and who work in the non-formal
sector.  Using data from Thailand’s labour force survey, the paper shows that trade
liberalization, within the present context, has led to bad working conditions and low
levels of protection and bargaining power.  An important insight provided by the
paper relates to the issue of social protection and its role in times of rapid changes in
employment and earnings.  Thailand introduced labour protection mechanisms more
than a century ago.  However, labour protection laws would have to be upgraded in
order to better cope with greater openness to trade and to comply with international
standards.  Since job security is one of the primary concerns of trade liberalization,
a comprehensive package of social protection, involving all segments of the labour
market and paying particular attention to gender dimensions, would go a long way
towards allaying some of these concerns.

The rise of India as an economic power has renewed the interest of academics
and experts alike in its development path.  Many observers of India’s ascent take the
economic reforms introduced in early 1990s as the main contributing factor to that
ascent, although the issue has by no means been settled.  Eckhard Siggel’s paper,
“Economic reforms and their impact on the manufacturing sector:  lessons from the
Indian experience”, continues that debate.  However, most of the studies on India’s
reforms have principally focused on macroeconomic impacts and consequences.  This
paper is therefore a welcome addition to the existing literature.  It focuses on the
period from 1987/88 to 1997/98 and analyses the impact of India’s economic reforms
on its exports and employment by using indicators of competitiveness and comparative
advantage.  The author concentrates on the reforms introduced soon after the 1991
crisis and their impact on the performance of the manufacturing sector.  Changes in
manufacturing competitiveness due to changes in trade policy, exchange rate policy
and interest policy are used to evaluate the export and employment performance of
the manufacturing industries.  The paper explains in rich detail the main reform
components and the methods of analysis employed.  The main reform components
are well known and have been widely documented.  The methods used by the author
to assess the competitiveness of the manufacturing industries under study are
interesting.  The study results are of particular interest.  The author finds that the
competitiveness of the manufacturing industries increased significantly after the reforms
were introduced.  Consequently, real resources began to move into the industries
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with increased comparative advantage, leading to increased exports in a number of
industries.  As unit costs declined and productivity grew, these industries expanded
rapidly.  Employment grew by an annual average rate of more than 2 per cent.  The
author notes with interest the gradualist approach of India to trade and financial
liberalization, and the sequencing of internal and external reforms, both of which
could be of considerable value to policymakers in other countries of the Asian and
Pacific region.

The impact of foreign aid has long been debated in the development literature.
Foreign aid can have multidimensional impacts, affecting, among others, economic
growth, domestic savings and investment, fiscal and monetary policies, exports and
imports.  It can have a powerful impact on domestic price levels, interest rates and
exchange rates.  Foreign aid can also have systemic impacts.  The paper by Iman
Sugema and Anis Chowdhury, “Has aid made the Government of Indonesia lazy?”,
focuses on the impact of foreign aid on the fiscal behaviour of Indonesia and adds to
the ongoing debate on aid effectiveness.  Using the empirical model advanced by
Franco-Rodriguez and others (1998) and McGillivray (2002), the paper’s chosen vector
regression consists of a vector of five variables:  project aid, programme aid, non-oil
tax revenue, development expenditure and routine expenditure.  The authors report
four main findings.  First, foreign aid provides budgetary support by filling up the
fiscal gap.  It is therefore demand-driven.  Second, project aid frequently translates
into routine government expenditure, making foreign aid quite fungible and reducing
government incentives to adhere to budgetary discipline.  Third, programme aid tends
to increase routine expenditure but not development expenditure.  Lastly, aid
discourages domestic resource mobilization efforts in Indonesia.  These findings have
important lessons for Indonesia and other developing countries that rely on foreign
aid to finance a significant part of their development expenditures.  Indonesia has
always succeeded in securing comfortable levels of foreign aid.  One of the most
interesting aspects of recent Indonesian development history is its continuous reliance
on foreign aid despite its relatively high domestic savings rate.  Why did Indonesia
find foreign borrowing more attractive than domestic borrowing?  The authors put
forward five reasons which, again, can be of interest to other developing countries.
Firstly, the domestic financial market could have been underdeveloped and incapable
of raising sufficient resources.  Secondly, it was cheaper to borrow externally from
official sources than from domestic sources.  Thirdly, the Government wanted to
avoid the crowding-out effects of budget deficits.  Fourthly, aid made it possible to
avoid inflationary financing.  Fifthly, aid in a crisis situation could help in preserving
fiscal sustainability and ensuring growth.  These factors can explain why a particular
Government would remain keen to retain its access to foreign aid even if other
domestic factors indicated otherwise.

The economic and social panorama of the Asian and Pacific region is rapidly
changing.  In such a scenario, the role of competitiveness in shaping the economic
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fortunes of the countries of the region remains a key area of interest.  In their paper,
“Competitiveness:  an essential ingredient for growth in Asian and Pacific developing
countries in a globalizing world”, Marin Yari and Ron Duncan argue that an integrated
approach is required in order to foster and sustain competitiveness.  By positioning
their paper within the broader context of globalization and evolving competitive
advantages of countries in the region, they bring new perspectives to the issue of
competitiveness.  In the neoclassical paradigm, the issue of competitiveness, either
as a concept or as a practical option, can be viewed essentially as a micro issue,
involving firms and enterprises.  Investments decisions are made by individual firms,
which also make decisions regarding trade and expansion into new areas of production.
In making these decisions, the firms are required to ensure that their shareholders
receive a competitive return on their investment.  They must also contribute to an
increase in the net worth of all the shareholders in those firms.  The role of public
policy remains confined to creating an environment that encourages entrepreneurship,
innovation and risk-taking.  The authors take this issue further and argue that
Governments have important roles to play as well.  In particular, Governments need
to invest in social and physical infrastructure, to provide time-bound incentives and
inducements through judicious regulations and policies, to ensure macroeconomic
stability, and to foster entrepreneurship and risk-taking.  However, it should be
remembered that government interventions to create competitiveness in industry can
carry risks and that each country would to have weigh the risks and benefits and
take decisions in the light of their own circumstances.

Syed Nuruzzaman

Editor


