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FOREWORD

This is the fortieth annual Economic and Social Survey o f Asia and the Pacific (until 1974 entitled the 
Economic Survey o f  Asia and the Far East). The Survey is divided into two parts, as in previous years. Part 
one is devoted to a survey of current economic developments in the region in the perspective of events in the 
world economy. Part two contains a study on human resources development, which is the Commission’s current 
theme topic.

The deteriorating economic performance in developing Asian and Pacific countries in 1985 turned out to 
be deeper and more widespread than indicated by preliminary data reported in last year’s Survey. Generally, 
declining exports and worsening external balances were mostly responsible for the slow-down in. economic 
activity, which affected the dynamic economies of East and South-East Asia more sharply than others in the 
region. However, the continued fall in primary commodity prices, which were at the decade’s lowest ebb in 1985, 
had an adverse impact in almost all member and associate member countries, especially the least developed and 
Pacific island economies.

In 1986, changes in the external economic environment caused by the depreciation of the dollar, crumbling 
oil prices and declining interest rates had mixed effects in this region. These changes have put a premium on 
economic diversification and on flexibly responding to rapid shifts in the global economy. Most countries in the 
region continued to face an unfavourable external environment and difficult adjustments, with scarce financial 
resources, domestic and external, to help them strengthen their economies.

In the past, most developing countries in Asia and the Pacific have tended to pay inadequate attention to 
the abundant asset of human resources, and it is thus heartening that heightened concern is now being shown 
to the need to develop this resource. The study in Part two on the Commission’s continuing theme topic of 
human resources development focuses on three major issues: population, nutrition and health, and education. 
It examines the potentialities, problems and policies in each broad area and highlights their interrelationships. 
The study concludes with suggestions for possible regional co-operation in human resources development.

Like previous Surveys, this issue is published on the sole responsibility of the secretariat, and the views 
expressed herein do not necessarily reflect those of the Governments of the members and associate members of 
the Commission.

S.A.M.S. Kibria 
Executive Secretary

February 1987
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EXPLANATORY NOTES
The term “ESCAP region” is used in the present issue of the Survey to include Afghanistan, Australia, Bangladesh, Bhutan, 

Brunei Darussalam, Burma, China, Commonwealth of the Northern Marianas, Cook Islands, Democratic Kampuchea, the Federated 
States of Micronesia, Fiji, Guam, Hong Kong, India, Indonesia, the Islamic Republic of Iran, Japan, Kiribati, the Lao People’s 
Democratic Republic, Malaysia, Maldives, Mongolia, Nauru, Nepal, New Zealand, Niue, Pakistan, Papua New Guinea, the Philip-
pines, the Republic of Korea, the Republic of the Marshall Islands, the Republic of Palau, Samoa, Singapore, Solomon Islands, Sri
Lanka, Thailand, Tonga, Tuvalu, Vanuatu and Viet Nam. The term “developing ESCAP region” excludes Australia, Japan and 
New Zealand.

The designations employed in this publication do not imply the expression of any opinion whatsoever on the part of the 
Secretariat of the United Nations concerning the legal status of any country or territory or of its authorities, or concerning the 
delimitation of its frontiers.

The abbreviated title Survey in footnotes refers to Economic and Social Survey o f  Asia and the Pacific for the year indicated.
Figures relating to national accounts and public finance are on a fiscal year basis and are assigned to the calendar year which

covers the major part or second half of the fiscal year.
Reference to “tons” indicates metric tons.
Values are in United States dollars unless specified otherwise.
The term “billion” signifies a thousand million.
In the tables, three 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 (/) indi-

cates a crop year, a fiscal year or plan year. The fiscal years, currencies and 1986 exchange rates of the ESCAP countries are listed 
in the following table:

Country or area Fiscal year Currency and abbreviation
Mid-point rate o f  

exchange for $US 1 
as o f  June 1986

Afghanistan......................................... 21 March to 20 March Afghani (Af) 50.600
Australia............................................... 1 July to 30 June Australian dollar ($A) 1.477
Bangladesh......................................... 1 July to 30 June Taka (Tk) 30.300
Bhutan.................................................. 1 April to 31 March Ngultrum (Nu) 12.533
Brunei Darussalam.............................. 1 January to 31 December Brunei dollar ($Br) 2.240
B urm a.................................................. 1 April to 31 March Kyat (K) 7.337
China .................................................. 1 January to 31 December Yuan renminbi (YRMB) 3.198
Cook I s la n d s ....................................... 1 April to 31 March New Zealand dollar ($NZ) 1.845
Democratic Kampuchea..................... 1 January to 31 December Riel (KR)
F i j i ........................................................ 1 January to 31 December Fijian dollar ($F) 1.117
Guam .................................................. 1 October to 30 September United States dollar ($US) 1.000
Hong K o n g .......................................... 1 April to 31 March Hong Kong dollar ($HK) 7.810
In d ia ..................................................... 1 April to 31 March Rupee (Rs) 12.533
Indonesia ............................................. 1 April to 31 March Rupiah (Rp) 1 131.000
Iran, Islamic Republic o f .................. 21 March to 20 March Rial (Rls) 78.799
Japan .................................................. 1 April to 31 March Yen (Y) 165.000
K ir ib a t i ................................................ 1 July to 30 June Australian dollar ($A) 1.477
Lao People’s Democratic Republic 1 July to 30 June New Kip (NK) 35.000
Malaysia............................................... 1 January to 31 December Ringgit ($M) 2.630
Maldives............................................... 1 October to 30 September Rufiyaa (Mal Rf) 7.132
Mongolia ............................................. 1 January to 31 December Tughrik (Tug) 3.270
Nauru..................................................... 1 July to 30 June Australian dollar ($A) 1.477
Nepal .................................................. 16 July to 15 July Rupee (NRs) 21.150
New Z ea lan d ....................................... 1 April to 31 March New Zealand dollar ($NZ) 1.845
N iu e ..................................................... 1 April to 31 March New Zealand dollar ($NZ) 1.845
Pakistan............................................... 1 July to 30 June Rupee (PRs) 16.820
Papua New G uinea.............................. 1 January to 31 December Kina (K) 1.038
Philippines ......................................... 1 January to 31 December Peso (P) 20.580
Republic of K o re a .............................. 1 January to 31 December Won (W) 886.600
S am oa.................................................. 1 January to 31 December Tala ($WS) 2.175
Singapore............................................. 1 April to 31 March Singapore dollar ($S) 2.190
Solomon Is la n d s ................................. 1 January to 31 December Solomon Islands dollar ( $SI) 1.716
Sri L a n k a ............................................. 1 January to 31 December Rupee (SLRs) 28.000
Thailand............................................... thaB rebmetpeS 03 ot rebotcO  1 26.300
T o n g a ..................................................  1 July to 30 June Pa’anga (P) 1.371a
T uvalu ................................................... 1 January to 31 December Australian dollar ($A) 1.477
V anuatu ................................................ 1 January to 31 December Vatu (VT) 103.730
Viet N a m ............................................. 1 January to 31 December New Dong 15.000

Sources: United Nations, Monthly Bulletin o f  Statistics, various issues; International Monetary Fund, International Financial
Statistics, various issues; and national sources. a May 1986.
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Part One

RECENT ECONOMIC DEVELOPMENTS



I. DEVELOPMENTS IN THE WORLD ECONOMY 
AND THEIR IMPACT ON THE ESCAP REGION

A. DEVELOPMENTS IN 
THE WORLD ECONOMY

1. Increasing uncertainties in 
the international economic 

environment

After the bleak performance of 
the world economy in 1985, 

the conjunction of three major 
developments — the fall in the 
value of the dollar, the price of 
oil and interest rates — gave rise 
to hopes for a much more vigorous 
growth in 1986. However, by the 
end of 1986 these hopes failed to 
materialize as full advantage could 
not be taken of the opportuni-
ties presented by the new devel-
opments. In the meanwhile, the 
international economic environ-
ment has become clouded by in-
creasing uncertainties, making it 
unlikely that these developments 
may exercise a favourable lagged 
effect on the growth in the world 
economy in 1987.

The economic policies adopted 
by the major developed market 
economies since the beginning of 
this decade have not, of course, 
been lacking in achievements. They 
have, first of all, provided a stable 
environment for non-inflationary 
growth replacing stagflation which 
held sway in the 1970s. This 
has been achieved largely by 
pursuing monetary discipline and 
by limiting the share of real and 
financial resources absorbed by 
the public sector. Secondly, 
they have succeeded in improv-
ing the functioning of markets,

including capital and labour mar-
kets, through a variety of struc-
tural reforms which have resulted 
in better allocation of resources. 
The outcome of these factors 
has been a sustained, if slow, 
recovery extending over a pe-
riod of four years. In the last 
two years, the policy focus has 
shifted to the correction of some 
of the major imbalances created 
by the pattern of growth which 
resulted from the new macro- 
economic policy regime. Through 
some degree of policy co-ordina-
tion among major developed mar-
ket economies a realignment of 
foreign exchange rates of key 
currencies at more realistic levels 
and a lowering of nominal interest 
rates was effected in 1986.

These considerable achieve-
ments, however, have been made 
at no small cost and have created 
some unbearable burdens in both 
the developed and developing econ-
omies. The most serious social 
cost incurred by developed mar-
ket economies is the continuing 
high rate of unemployment. An 
equally important problem is the 
low growth of fixed investment 
in most developed market econo-
mies, especially in the United 
States of America, which has had 
adverse effects on production, in-
dustrial productivity and the com-
petitiveness of exports. For the 
developing countries, the cost in 
terms of foregone incomes and the 
slower pace of development was 
enormous as a result of the conti-
nuing fall in the prices of primary

commodities, which had lent a 
helping hand in the control of 
inflation in the developed market 
economies. The compensating 
gains from reduced interest rates 
and exchange rate adjustments 
since late 1985 have been mixed 
and comparatively small. More-
over, there remains considerable 
uncertainty about the future move-
ments in exchange rates and in-
terest rates.

The most significant result of 
policy changes since 1981 has been 
the considerable directional shifts 
in capital flows that have taken 
place. Unlike during the past 
two decades, developing countries 
have not been the major recipients 
of capital flows, although the bulk 
of capital exports still originate 
from developed countries. This 
has set back the process of de-
velopment and the growth in the 
world economy. The savings of 
developed market economies with 
large surpluses, such as the Federal 
Republic of Germany and Japan, 
and of some of the more fortu-
nate developing countries have 
been used to finance the dissav-
ings and high consumption ex-
penditures in the United States 
rather than being used in favour 
of capital-starved developing coun-
tries.

At the same time, despite 
converging perceptions of debtors, 
international financial institutions 
and commercial banks on the 
debt problem, no real progress 
has been made since 1982 towards 
its solution. The recognition of

1



the need for growth-oriented ad-
justment underlying the United 
States initiative launched in Oc-
tober 1985 has yet to be trans-
formed into a viable practical 
mechanism. For many major debt-
or countries the normal access 
to commercial sources of credit 
has not been restored and re-
source flows to low-income coun-
tries have become woefully in-
adequate. Coupled with the poor 
export performance of develop-
ing countries has been the rise 
in their debt-service ratios, de-
spite some relief owing to the 
lowering of interest rates.

Perhaps the most serious ad-
verse outcome of the macro-eco-
nomic policies of developed market 
economies and one which contri-
butes to the greatest uncertainty 
in the current international eco-
nomic environment is the growing 
threat of protectionism. To the 
extent that effective international 
co-ordination fails to achieve stable 
growth and establish a more sus-
tainable pattern of exchange and 
current account balances, the pro-
tectionist trends are likely to gain 
strength in developed market econ-
omies. A rise in the protection of 
markets in developed market econ-
omies will further adversely affect 
prospects for development in the 
developing countries.

2. Macro-economic performance 
in the world economy

(a) Developed market economies

The sudden slow-down in 
the growth of real gross national 
product (GNP) in the developed 
market economies in 1985 and 
the emergence of large imbalances 
brought home the need for and 
resulted in a determined effort 
at policy co-ordination among 
them. Since 1985 and particularly 
in 1986, growth has been more 
widely shared among developed 
market economies than in pre-

vious years, with the unfortunate 
consequence, however, of depress-
ing the overall growth rate from 
4.8 per cent in 1984 to below 3 
per cent in 1985 and 1986 (see 
Figure I.1). The other developed 
market economies have generally 
not been able to catch up with 
even the much reduced growth 
rate of the United States economy 
in the past two years. Japan, 
which had a growth rate approach-
ing double that of the United 
States in 1985, also slowed down 
to almost the same pace as the 
latter in 1986, as a result of 
the deflationary effect induced 
by a sharp appreciation in the value 
of the yen (table I .1).

The retardation in the growth 
of developed market economies in

1985 stemmed mainly from the 
considerable loss in momentum of 
the United States economy, which 
had already started to diminish 
in the second half of 1984. Al-
though the effect of the current 
account deficit remained a major 
braking force in the United States 
economy it was overtaken in im-
portance by the movement of the 
inventory cycle into a downward 
phase as the main negative factor 
on growth in 1985, eroding about 
half the 4.5 per cent increase in 
domestic demand. Private fixed 
investment and public spending 
grew at a fast rate, although the 
former slowed down from 17.6 
per cent growth in 1984 to 7.4 
per cent increase in 1985.

Despite the improvement in

Figure I.1. Growth of world outputa and trade volume, 1971-1986
(Percentage)

Sources: United Nations, Division for Economic and Social Information, Back-
grounder, No. 57 (14 October 1986), p. 8, table 1; and United Nations, World Econo-
mic Survey 1986, p. 12, table II. 1.

a Gross domestic product. The classification of countries into the various analy-
tical groups is shown in the explanatory notes of the United Nations, World Economic 
Survey 1986. Output data for these country groups and for each member country 
are aggregated with weights estimated on the basis of 1980 prices and dollar exchange 
rates. Developed market economies are aggregated with weights based on 1982 prices 
and dollar exchange rates.  Average of changes for 1971-1975 and 1976-1980. 
c Provisional estimate.

b
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the growth climate, the perform-
ance of the United States economy 
in the first three quarters of 1986 
was disappointing. Although net 
exports and stock-building con-
tributed positively to growth in 
the first half of 1986, there was 
a weakening in the final domestic 
demand — mainly as a result of 
the decline in government con-
sumption, which had shown an 
abnormal increase in the second 
half of 1985 owing to the bunching 
of defence and agricultural pur-
chases. Business fixed investment 
declined as a consequence of re-
duced capital spending in the oil 
sector following the sudden fall 
in oil prices. Housing was the 
strongest element of domestic de-
mand, reacting to declines in in-
terest rates. In 1986, while the 
growth rate in the first quarter 
was 3.8 per cent, in subsequent 
quarters it continued to fall be-
low expectations. The overall 
growth rate of the United States

economy was not likely to be 
above 2.7 per cent in 1986.

The developments in the United 
States economy presented both 
challenges and opportunities to 
the other developed market econ-
omies. The disappearance in 1985 
of the surge in import demand 
from the United States which 
had fuelled their growth in 1984 
necessitated the search for new 
avenues to sustain the momentum. 
At the same time, however, the 
continuing rise in the value of the 
dollar during most of 1985 made 
the United States exports less 
competitive and enabled these de-
veloped market economies to bene-
fit from the fall in the United 
States export market share in third 
countries, as well as in their own 
economies.

Among these economies, Cana-
da and Japan which have the closest 
trade links with the United States, 
emerged with the highest GNP 
growth rates among developed

market economies in 1985 — al-
though slightly lower than their 
above 5 per cent GNP growth rates 
in 1984. In Japan export growth 
fell from 17.5 per cent in 1984 
to 6 per cent in 1985, while in 
Canada the deceleration in export 
growth was even sharper — fall-
ing from 20 per cent in 1984 
to 4.5 per cent in 1985. But a 
fall in import demand accom-
panied by a strong rise in domestic 
demand helped both these coun-
tries to maintain their growth in
1985. In particular, the growth 
of private gross fixed investment, 
especially in Japan, helped do-
mestic demand play an important 
role in stimulating the economy. 
The performance of both econ-
omies, particularly Japan, however, 
slackened further in 1986.

Although the developed mar-
ket economies of Western Europe 
were less affected by the slow-
down in the United States econ-
omy, their lack-lustre growth in

Table I.1. Growth of world outputa and trade volume, 1971-1987
(Annual percentage change)

1971-
1980

1981-
1985 1984 1985 1986b 1987c

World output 4.0 2.7 4.7 3.3 2.9 3.5
Developing countries 5.6 1.4 2.0 2.3 2.1 3.2

Oil-importing countries 5.0d 2.3 3.8 3.3 4.5 4.5
Oil-exporting countries 6.4d 0.1 -0.3 1.2 1.0 2.0

Developed market economies 3.1 2.3 4.8 2.8 2.5 3.1
United States 2.9 2.6 6.6 2.7 2.7 3.5
Western Europe 2.9 1.3 2.2 2.3 2.5 2.7
Japan 4.7 4.0 5.1 4.6 2.5 3.0

Centrally planned economiese 5.3 4.5 6.2 5.1 4.4 4.8
China 5.7 9.8 14.6 12.3 7.0 7.0
Eastern Europe and the USSR 5.2 3.0 3.8 2.8 3.5 4.0

World trade 5.2 2.8 9.0 3.2 3.0 3.5

Sources: United Nations, Division for Economic and Social Information, Backgrounder, No. 57 (14 October 1986), p. 8, table 1; 
and United Nations, World Economic Survey 1986, p. 12, table II. 1.

a Gross domestic product. The classification of countries into the various analytical groups is shown in the explanatory notes 
of the United Nations, World Economic Survey 1986. Output data for these country groups and for each member country are 
aggregated with weights estimated on the basis of 1980 prices and dollar exchange rates. Developed market economies are aggre-
gated with weights based on 1982 prices and dollar exchange rates.  Provisional estimate. c Forecast (based in part on 
Project LINK and medium-term and annual plan figures for the centrally planned economies). d Average of changes for 1971- 
1975 and 1976-1980. e Net material product of China, Eastern Europe and the USSR.

b
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1984 became even weaker in
1985, except in the United King-
dom of Great Britain and Northern 
Ireland, where the miners’ strike 
in 1984 had adversely affected 
growth in that year. Most of Eu-
rope also suffered the ill effects 
of a severe winter in 1985. In 
the Federal Republic of Germany, 
while growth in private consump-
tion expenditure weakened, private 
non-residential investment was the 
fastest-growing component of do-
mestic demand in 1985.

In 1986, the growth perform-
ance of most developed market 
economies was considerably weaker 
than in 1985. The growth rate 
decelerated sharply in the first 
half of 1986 and hopes for a 
stronger recovery in the second 
half remained clouded by uncer-
tainties about both the direction 
and magnitude of further move-
ments in the price of oil, exchange

rates and interest rates. Real 
GNP growth was expected to be 
highest in the Federal Republic 
of Germany, which benefited great-
ly from oil price reductions, per-
mitting less restrictive policies to 
stimulate domestic demand.

(b) Developing economies

The economic performance of 
developing countries in 1985 bore 
a striking resemblance to that 
in 1982 when the world economic 
recession had reached its lowest 
point. As in that year, the trade- 
oriented, small- and medium-sized 
middle-income economies suffered 
the effects of the 1985 slow-down 
in the developed market econo-
mies much more sharply than the 
larger, domestic-demand-based low- 
income economies. Brazil, China, 
India and Pakistan were among 
the countries which were able

to achieve high growth rates in
1985 despite the deterioration 
in external factors. Significantly, 
the number of developing coun-
tries which were able to achieve 
more than 5 per cent gross do-
mestic product (GDP) growth de-
clined by a half — from 17 in
1984 to 8 in 1985 (see table 
I .2).1

In 1985, the average rate 
of growth of GDP of develop-
ing countries, excluding the three 
largest economies (Brazil, China 
and India), was well below 2

1 Interestingly, a similar attrition 
in the number of developing countries 
with above 5 per cent GDP growth rates 
occurred in 1982, when their numbers 
declined from a total of 31 countries 
in 1981 to 14 in 1982; World Econo-
mic Survey 1986: Current Trends and 
Policies in the World Economy (United 
Nations publication, Sales No. E.86. 
II.C.l), p. 169.

Table I.2. Rates of growth of output of developing countries, 1976-1986
(Annual percentage change)

1976-
1980

1981-
1985 1981 1982 1983 1984 1985a 1986b

c dDeveloping countries 4.9 1.3 1.3 0.3 0.8 2.0 2.4 3.0
By analytical grouping

Net energy exporters 5.1 0.1 0.4 -0.2 -0.8 -0.3 1.2 1.0
Net energy importers 4.8 2.3 1.7 0.6 1.9 3.8 3.3 4.5

By region
Western hemisphere 5.1 0.5 0.7 -1.2 -2.6 3.1 2.8 2.0
Western Asia 3.6 -1.1 -3.6 -0.8 2.6 -3.5 -0.3 2.0
South and East Asiad 6.1 4.9 6.8 3.5 5.6 5.1 3.8 4.5
Chinae 6.0 9.8 4.8 8.3 9.3 14.6 12.3 7.5
Africa 4.6 -0.6 -1.4 -1.0 -1.0 -0.7 1.4 2.5
Mediterranean 4.3 2.7 2.7 2.6 1.0 3.9 3.3 2.5

Distribution of growth 
ratesd (number of cases)

0 or below 9 33 26 41 34 26 18
0.1-2.5 16 25 14 17 17 21 29
2.6-5.0 17 14 12 11 18 19 28
5.1-7.5 27 10 17 9 8 13 5 . . .
7.6 and over 14 1 14 5 6 4 3

Source: United Nations, World Economic Survey 1986, p. 169, table A.V.l.
a Preliminary estimates. b Forecasts for developed market economies and developing countries are based on Project LINK 

and other institutional forecasts; for centrally planned economies, the data are based on current plan targets. c Country growth 
rates aggregated with 1980 output values in dollars.  d  Excluding China. e Net material product, 1980 weights.
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per cent or considerably below 
the average rate of growth of 
population in these countries. In 
1986, the overall economic per-
formance of developing countries 
was poorer than in 1985, although 
a number of countries, benefit-
ing from the new elements in the 
international economic environ-
ment, did exceedingly well.

Though less sharply than in 
1982, the Latin American coun-
tries suffered a severe set-back to 
their growth in 1985. The overall 
growth rate of their GDP fell 
from 3.1 to 2.8 per cent. Real 
GDP per capita fell or remained 
stagnant for as many as 18 coun-
tries in 1985, in contrast to only
11 in 1984. Excluding Brazil, 
whose GDP accounts for 30 per 
cent of total GDP in Latin America 
and grew by 7 per cent in 1985, 
the region grew by less than 1 
per cent and the real per capita 
income significantly declined 
for the fifth consecutive year. 
The countries of the region con-
tinued to be burdened with serious 
debt-servicing problems with ex-
ternal payments of interest and 
repatriated profits amounting to 
$35 billion and a debt-service ratio 
of 28 per cent in 1985.

Although the serious drought 
conditions that have stalked many 
African developing countries have 
eased somewhat in the last two 
years, falling prices of primary 
commodities, food shortages and 
the debt burden still continue to 
thwart their development process. 
In 1985, the average rate of growth 
of Africa was only slightly above
1 per cent. However, as many 
as 21 African countries, repre-
senting 84 per cent of the popula-
tion, had stagnant or declining 
GDP in 1985. Between 1980-
1985, Africa’s average per capita 
income declined by 16 per cent, 
eroding almost entirely the gains 
in standard of living achieved since 
1960.

Up to 1985, the oil-exporting

Western Asian countries continued 
to suffer negative income growth 
owing to the decline in world de-
mand for oil and their falling 
share in the world oil market. At-
tempts to increase incomes by 
increasing outputs by individual 
producers — both within and out-
side the Organization of the Petro-
leum Exporting Countries (OPEC) 
— led to further declines in oil 
prices. Nevertheless, the rate of 
decline in GDP was halted to
0.3 per cent in 1985 compared 
with 3.5 per cent in 1984. With 
the steep fall in oil prices in 1986, 
the GDP will again decline sharply.

While the average rate of 
growth of output in the develop-
ing ESCAP region remained high 
in comparison with the rest of 
the developing world in 1985, it 
underwent a sharper deceleration 
than that of other regions. Ex-
cluding China and India, the re-
gion’s output grew by only 3 
per cent in 1985, or by almost 
half that in 1984. Most of the 
countries adversely affected by the 
slow-down in the pace of recovery 
in developed market economies 
belonged to the dynamic subre-
gion of East and South-East 
Asia, some of which became victims 
of near stagnation or actual de-
cline in GDP for the first time in 
two decades. The larger economies 
of China, India and Pakistan, how-
ever, had managed to maintain 
improved growth performance since 
the 1980s. Much of the continued 
improvement in their growth per-
formance stemmed from the vi-
gorous policy reforms and restruc-
turing of the domestic economy 
undertaken in recent years and 
from their greater dependence on 
domestic sources of growth, es-
pecially in agriculture.

In 1986, a much more dif-
ferentiated pattern of growth was 
emerging among developing coun-
tries. While natural-resource-based 
and primary producing economies 
continued to suffer, many diversi-

fied oil-importing economies were 
able to reap some benefits from the 
fall in oil prices, dollar deprecia-
tion and interest rate reductions. 
Oil-exporting countries would gen-
erally have had low growth, averag-
ing 1 per cent. Although the oil- 
importing countries’ growth rate 
is likely to have improve in 1986 
to 4.5 per cent compared with
3.3 per cent in 1985, there is like-
ly to be a considerably greater 
variation in their performance than 
in 1985. Countries with a diversi-
fied economic structure and poten-
tial for exports of manufactures or 
services, and countries with com-
mercial borrowings on variable in-
terest rates are likely to benefit 
most.

(c) Centrally planned economies

The pace of overall economic 
growth in the centrally planned 
economies of Eastern Europe and 
the Union of Soviet Socialist 
Republics slowed down in 1985 
after having accelerated in the pre-
vious three years. The average 
annual growth rate of output of 
these developed centrally planned 
economies fell to 2.8 per cent, 
compared with an average of 3.7 
per cent during 1981-1984. The 
deceleration was centred mainly 
in Eastern Europe. The reasons 
for the slow-down in the European 
centrally planned economies were 
largely exogenous: severe winter
and prolonged drought in some 
countries, deterioration in terms 
of trade mainly due to falling oil 
prices, energy bottle-necks and 
agricultural set-backs. The growth 
performance of centrally planned 
economies was also affected by the 
slow-down in world trade, parti-
cularly in the demand for imports 
from developed market economies, 
and the increasing competition in 
export markets from developed 
and developing countries. Trade 
surpluses with developed market 
economies generally declined, ow-
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ing to both depressed exports and 
rising import volumes which had 
accompanied some relaxation of 
imports.

In 1986 there was a marked 
shift in the policy stances of 
European centrally planned econ-
omies. The unanticipated external 
and domestic constraints which 
adversely affected growth were be-
ing clearly recognized in the new 
five-year plans for the second 
half of the decade. Institutional 
reforms that had been on the policy 
agenda for a long time were being 
more seriously implemented. More 
active trade and financial relations 
with other countries were part 
of the new strategies for intensify-
ing growth. The performance of 
the agricultural sector, which had 
been a major source of concern 
for policy makers, started showing 
signs of improvement. In 1986, a 
record food-grain crop was ex-
pected in the USSR, sharply 
reducing the massive expenditure 
on imports and bringing in its 
wake further downward pressure 
on international prices of food 
grains, especially wheat and corn.

The fall in oil prices and the 
Chernobyl nuclear accident have 
been major set-backs to the econo-
mic performance of the centrally 
planned economies of Europe, es-
pecially the USSR. They have 
added to the challenges being faced 
with regard to the introduction 
of new economic goals and the 
thrust of changes in economic poli-
cies, instruments and institutions 
in order to overcome the many in-
ternal and external imbalances be-
ing faced by these economies. 
Among the important new pro-
grammes is one which envisions 
a 30 per cent increase in the pro-
duction of consumer goods in 
the USSR in the next five years 
and plans to bring the supply of 
these products into a closer rela-
tionship with the demand for 
them.

3. Impulses and imbalances in
the international economy

In last year’s Survey, consider-
able attention was devoted to 
the emergence of imbalances in 
the world economy and the de-
celeration caused by them on the 
pace of recovery.2 After a period 
of inertia the policy makers in the 
major developed market economies 
finally abandoned their attitude of 
benign neglect which had failed 
to correct these imbalances. Some-
what belatedly, they took the de-
cision to co-ordinate their macro- 
economic policies with a view to 
achieving a more balanced pat-
tern of growth and as a result the 
meeting of finance ministers of 
the five leading developed market 
economies (the G-5 meeting) was 
held in New York in September
1985.

The meeting lent its support to 
and reinforced an already discern-
ible market trend in the weaken-
ing of the dollar which began in 
March 1985. A year after the 
meeting of the finance ministers 
the dollar had depreciated more 
than 20 per cent in nominal effec-
tive terms, while the Japanese yen 
had appreciated by over 55 per 
cent and the deutsche mark by 
over 40 per cent. The value of 
the dollar fell markedly mainly 
with respect to the major key 
currencies, while it remained 
unchanged or improved vis-à-vis 
a number of the currencies of its 
important trading partners, such 
as Canada, Mexico, the Republic 
of Korea and Taiwan (a province 
of the People’s Republic of China). 
By October 1986, there was some 
apprehension that the decline of 
the dollar vis-à-vis the key curren-
cies, especially the Japanese yen, 
might have gone too far, dampen-
ing the recovery in Japan and 
igniting fears of inflationary pres-

2 See Survey, 1985, pp. 1-2.

sures in the United States. This 
resulted in an agreement between 
the Japanese and the United States 
authorities to attempt to stabilize 
the dollar-yen exchange rate for 
some time in order to strengthen 
the Japanese commitment to stimu-
late their economy by expansionary 
fiscal and monetary policies.3

Although the exchange rate 
adjustments were the most signifi-
cant results of concerted policy 
action by the authorities in de-
veloped market economies, they 
were followed by other important 
developments in the international 
macro-economic environment. In 
early 1986, concerted efforts were 
also undertaken to reduce the in-
terest rates in the major industrial 
countries. The United States cut 
its discount rate four times in the 
year bringing it to 5.5 per cent, 
following a slow-down in the an-
nual GNP growth rate to only 0.6 
per cent during the second quarter 
of 1986. The United States interest 
rate reductions were also aimed at 
inducing other developed market 
economies, especially the Federal 
Republic of Germany and Japan, 
to lower interest rates to provide 
the necessary growth stimulus to 
their economies. However, interest 
rates have been much more rigid 
outside the United States, al-
though Japan lowered its discount 
rate from 5 to 3 per cent by half a 
per cent each time at four differ-
ent occasions between January 
and November 1986. In early Jan-
uary 1987 the Bundesbank of the 
Federal Republic of Germany also 
reduced the discount rate by
0.5 per cent. In spite of the re-
ductions in nominal interest rates,

3 The agreement between the 
United States Treasury Secretary and 
the Japanese Finance Minister has, 
however, evoked considerable skepti-
cism in the United States; see, for
example, Martin Feldstein, “Bailing 
out Tokyo” in The Asian Wall Street 
Journal, 26 November 1986.
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real interest rates did not fall 
below the 1981 levels and as 
such have so far failed to have 
a significant impact on invest-
ment decisions.

Another significant effort at 
policy co-ordination was in the 
sphere of fiscal policy, bringing 
about a major change in official 
attitudes in the United States to-
wards the federal budget defi-
cit. The United States Congress 
adopted the Gramm-Rudman-Holl- 
ings legislation in December 1985, 
which stipulated reductions in the 
federal deficit for each fiscal year

from 1986 with the objective of 
achieving fiscal balance in 1991. 
The legislation also provided for 
automatic procedures for cutting 
certain categories of expenditures, 
including defence, if projected de-
ficits exceeded prescribed ceilings — 
a provision which led to its being 
declared unconstitutional by the 
Supreme Court. Despite the con-
stitutional difficulty, the Congress 
was expected to carry out the spirit 
of self-restraint implied in the 
Gramm-Rudman-Hollings legisla-
tion. In developed market econ-
omies outside the United States,

the fiscal stance continued to be 
cautious. For the present, the 
possibilities of co-ordinated fiscal 
expansion in developed market 
economies look very slim.

The external account deficit 
of the United States, however, con-
tinued to increase in absolute 
terms in 1986 and was not ex-
pected to come down significantly 
before 1987. The reason for this, 
despite success in controlling fiscal 
expansion and dollar devaluation, 
is the well-known J-curve effect 
(see Box I.1) which arises due to 
the lags in the response of trade

Box I.1. The J-curve effect of exchange rate adjustments
A major aim of the process of 

macro-economic policy co-ordination 
started at the meeting of the Finance 
Ministers of the five leading indus-
trialized market economies held in 
September 1985, which led to far- 
reaching realignments of foreign ex-
change rates of major currencies 
during the following 12 months, 
was the elimination of the large cur-
rent account imbalances among the 
leading developed market economies. 
It was hoped that the exchange rate 
realignments would result in a re-
duction of the current account de-
ficit of the United States of America, 
and the erosion of the current ac-
count surpluses of the Federal Re-
public of Germany and Japan. In 
the event, however, the current ac-
count imbalances have continued to 
increase during 1986, in spite of 
substantial devaluation of the dollar 
vis-à-vis the deutsche mark and the 
yen.

A common explanation of the 
perverse changes in the current ac-
count balances of the major developed 
market economies is provided by 
the phenomenon known as the J-curve 
effect. This arises in the short run 
owing to the lag between exchange 
rate changes and the impact on trade 
volumes. While exchange rate changes 
occur instantaneously, the effect on 
trade volumes takes place with a 
considerable lag. Thus, initially, 
the deficit in the devaluing country 
and the surplus in the revaluing coun-
try may widen instead of narrowing — 
although the rate of growth of the

deficit or the surplus decelerates. 
The United States deficit, for instance, 
would have expanded much more 
in the absence of the dollar devalua-
tion. Part of the initial impact of 
the depreciation of the dollar served 
only to correct the lagged effect 
of the over-valuation in the past. 
The full impact of the current depre-
ciation may take as much as two to 
three years to work itself out. How-
ever, it is somewhat surprising that 
the current account deficits (surpluses) 
have not yet peaked and the J-curves 
of the United States (and the reverse 
J-curves of the Federal Republic of 
Germany and Japan) had not yet 
reached the turning points by the 
end of 1986 (see figure).

In the long-run the effect of 
a devaluation is to make imports 
more expensive at home and to make 
exports cheaper abroad and thus 
to bring about an adjustment in the 
balance of payments. In the short 
run, however, exporters to the de-
valuing country may be willing to 
absorb at least some of the effect 
of the devaluation by lowering their 
export prices. Hence, initially the 
United States import prices rose 
considerably less than the rise implied 
by exchange rate changes owing to 
the willingness of Japanese exporters 
to lower their export prices in yen, 
softening the impact on import vo-
lumes. Therefore, much of the burden 
of adjustment in the balance of trade 
had to be borne by expansion in 
United States exports through their 
increased competitiveness. How-

ever, this factor is also considerably 
weakened by the fact that many 
countries which compete with the 
United States in third country markets 
have kept the parity of their currencies 
with the dollar and have not suffered 
any significant loss of competitiveness 
with the United States exports. In 
other words, the effective exchange 
rate of the dollar may have fallen by 
far less than its nominal depreciation 
vis-à-vis the deutsche mark or the yen.

Similar factors, operating in the 
opposite direction, have stood in 
the way of any significant reduction 
in the current account surpluses 
of the Federal Republic of Germany, 
Japan and some other developed 
market economies. Thus, in the 
case of Japan, between September
1985 and September 1986, export 
prices (in dollar terms) rose by only 
24.7 per cent, much less than the 
extent of the appreciation of the yen, 
while export volumes rose by 2.4 
per cent. On the other hand, import 
prices fell by 18.2 per cent, while 
import volumes rose by 17.2 per 
cent. These factors combined to 
increase Japan’s trade balance by 
$51.5 billion, according to provisional 
estimates.a

a The Bank of Japan, Research 
and Statistics Department, Tokyo, 
Special Paper No. 146 (Winter 1986), 
p. 11.

(continued overleaf)
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volumes to devaluation, together 
with more immediate effects on 
prices.

The crumbling of oil prices in 
the first quarter of 1986 raised 
high expectations about strengthen-
ing the recovery in the developed 
market economies. However, this 
failed to materialize by the end of 
1986. Although the magnitude 
of the abrupt fall in oil prices was 
greater than the rise in prices during 
the second oil shock of 1978-1981, 
which had led to a prolonged reces-

sion in the world economy, their 
consequences were far from being 
symmetrically opposite. In the 
case of the 1978-1981 oil shock 
there was a simultaneous con-
traction of domestic demand in 
oil-importing countries, through 
exacerbation of inflation and con-
traction of real purchasing power, 
and the accumulation of large oil 
revenue surpluses in oil exporting 
countries, leading to a recession in 
the world economy. The 1986 
oil price declines, however, did not

exercise the strong stimulative ef-
fect on oil-importing economies 
or dissaving on the part of oil ex-
porters to produce the hoped for 
favourable effects on growth.

The continuing and deepening 
slump in commodity markets has 
also been a source of major and 
unabating concern to developing 
countries. International commo-
dity markets have been depressed 
since 1980. By 1982, prices of 
commodity exports of developing 
countries had fallen by about a

(continued from preceding page)

Apart from the J-curve effects 
explained above, two other factors 
have served to dampen the effects 
of the exchange rate adjustments 
on the current account balances. 
The first is the effect of the sharp 
fall in the price of oil. This has served 
to improve the current account of 
most oil-importing developed market 
economies, especially the Federal Re-
public of Germany and Japan, whose 
surpluses have swelled more than 
they would have otherwise. In the 
United States, where the sharp fall 
in oil prices has also had a considera-
ble adverse effect on domestic eco-
nomic activity and where income 
elasticity of imports is high, this may 
have contributed to a more favoura-
ble adjustment in the balance of 
payments. To that extent, the con-
tinuing expansion of its current ac-
count deficit emphasizes the weakness 
of its export sector.

The second factor affecting con-
tinuing imbalances in the current 
account positions among the major 
developed market economies is the 
increasing indebtedness of the United 
States to the rest of the world and 
the accumulation of foreign claims 
by creditor countries, including the 
Federal Republic of Germany and 
Japan. Over a period of years, the 
debt-service payments of the United 
States and the income on assets of 
the Federal Republic of Germany 
and Japan have formed an increas-
ing proportion of their current ac-
count balances and have tended to 
aggravate the imbalance, adding to 
the size of the exchange rate adjust-
ments necessary to bring about any 
significant reduction in them.

While the recent exchange rate

movements can be expected to bring 
about further narrowing of imbalances 
in the coming months as the J-curve 
effects are gradually worked off, 
the persistence of imbalances points 
out the necessity for taking addi-
tional policy measures. In the United 
States, this would require an increased 
effort to reduce the fiscal deficit, 
not only to underpin the sustainabi-

lity of the exchange rate, but also 
to ensure that resources are availa-
ble to be redirected to substantially 
increase exports. In the surplus 
countries, especially in Japan, a greater 
effort to stimulate domestic demand 
and expand external assistance pro-
grammes would be needed to bring 
about the desired reduction in current 
account imbalances.

J-curve effects of adjustments in foreign exchange rates on trade and 
current account balances of the Federal Republic of Germany, Japan 
and the United States, 1985 and 1986
(Billions o f  US dollars)

Source: International Monetary Fund, International Financial Statistics,
vol. XXXIX, No. 12 (December 1986).
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quarter from 1980 levels. In 1983 
and 1984, there was some recovery, 
giving rise to hopes that the eco-
nomic recovery in the developed 
market economies would have a 
favourable effect. In 1985, how-
ever, these prices fell below even 
those prevailing in 1982 and the 
trend has continued into 1986

(see Figure I.2). Thus a remarkable 
and uncharacteristic feature of 
the current recovery has been that 
it has failed to raise commodity 
prices. It has been estimated that 
the deterioration in the terms of 
trade of industrial countries dur-
ing the second oil shock, which was 
only 6.5 per cent, was more than

recouped during 1982-1986 by 
an improvement in the terms of 
trade of these countries by 15 
per cent owing to the fall in oil 
and non-oil commodity prices.4

Both demand and supply fac-
tors seem to have caused this

4
World Economic Survey . . . , p. 113.

Figure I.2. Quarterly indices of free market prices of principal commodity exports of developing countries,a 
)001=1891-9791( 6891-2891

(Index numbers)

Food

Tropical beverages

Vegetable oil-seeds and oils

Agricultural raw materials

Combined index in terms of current dollarsc

Combined index in terms of special drawing rightsd

Source: United Nations Conference on Trade and Development, Monthly Commodity Price Bulletin (September 1986).
a Free market prices (excluding sales under long-term contracts or at preferential prices) in terms of current dollars. b Aver-

age of July and August for the third quarter of 1986. c Weighted according to the relative importance of each group in the
value of exports of developing countries in 1979-1981. d Calculated in terms of special drawing rights as defined by the In-
ternational Monetary Fund.
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secular decline in the prices of 
primary commodities. Structural 
changes, reflected in the lower 
primary commodity intensity of 
industrial production, have been 
largely responsible for the con-

tinuing decline in the prices of 
metals. In the case of agricul-
tural commodities, especially food 
grains, on the other hand, supply 
factors seem to be more important. 
Subsidies to high cost producers of

food products in developed coun-
tries have tended to increase their 
supply in world markets (see Box 
I.2). Technological change and its 
spread in agriculture have resulted 
in an outward shift of the supply

Box I.2. Recent changes in developed countries’ policies on 
agricultural incomes and trade

The developed countries have 
pursued agricultural policies from 
the perspective of achieving a variety 
of ends, such as food self-sufficiency 
and security, maintaining high levels 
of farm incomes and retaining ex-
port competitiveness. The emphasis 
placed on these objectives has varied 
widely among countries and in dif-
ferent periods. For example, food 
security has been less of a concern 
in the United States of America than 
in Europe or Japan, while export 
competitiveness is a relatively recent 
concern and of much less relevance 
for Japan than for Europe and the 
United States. In pursuit of these 
objectives most of the developed 
countries have protected their agri-
cultural sector from cheaper imports 
by means of tariff and non-tariff 
barriers. Towards the same end, 
they have provided price and income 
support to domestic producers through 
guaranteed prices or subsidies to 
promote exports of surplus outputs.

The specific mechanisms by 
which developed countries protect 
their agriculture also vary from case 
to case. In addition to tariffs, imports 
of a wide variety of agricultural pro-
ducts are subject to quotas, sometimes 
disguised as voluntary export restraint 
agreements. A more common instru-
ment in almost every developed 
country is the government support 
measure through which farmers re-
ceive a fixed minimum price for 
their produce. Until recently, Euro-
pean Economic Community (EEC) 
farmers could sell as much as they 
could produce to the EEC buffer 
stock at a fixed minimum price. 
However, to stem the tide of over-
production, EEC has recently intro-
duced quotas for individual farmers. 
In the United States, agricultural 
credit arrangements contain provisions 
to give farmers an effective minimum 
guaranteed price. The loan rate, 
which is the amount of loan per

unit of a crop advanced by the Federal 
Commodity Credit Corporation in 
lieu of crop-pledges to the Corpora-
tion by farmers, is such an effective 
price, since the farmers have the 
option not to retrieve their crops 
from the Corporation. The United 
States also sets a target price which 
is higher than the loan rate. The 
farmers receive a deficiency payment 
equal to the difference between 
the target price and the loan rate 
in case of non-retrieval.

In addition, protectionist poli-
cies have indirectly affected relative 
prices of agricultural imports such 
as sugar, and coconut and palm oil 
which have led to their substitution 
by domestic products. For example, 
import quotas on sugar have stimulated 
the production of corn syrup in the 
United States and beet sugar in EEC 
as substitutes for cane sugar and 
reduced the demand for the latter. 
EEC-subsidized production of butter 
and olive oil has affected the demand 
and prices of palm and coconut oil 
although there were no regulatory 
measures in EEC against palm and 
coconut oil as such. At the same 
time, high grain prices in EEC had 
created a new market there for feed 
grain substitutes such as cassava, 
although when countries such as 
Thailand succeeded in penetrating 
this market imports have been limited 
through voluntary export restraint 
agreements.

A new measure introduced under 
the United States Food Security 
Act of 1985 has further aggravated 
the situation for the agricultural 
exports of developing countries. Un-
der the provision of the Act, the 
United States may spend close to 
$2.5 billion during 1986-1990 in 
kind or cash subsidies to exporters. 
Through the loan rate and deficiency 
payment provisions of the Act, the 
floor prices for wheat and feed grains 
were reduced by 25 to 30 per cent

in 1986.a The reduction in the floor 
price of rice was even greater and 
made it possible to export rice virtually 
at any price. b

These new measures have been 
taken by the United States in the 
wake of its huge balance-of-trade 
deficit in order to counteract sub-
sidies given by other exporters and 
to restore the competitiveness of 
its agricultural exports, as well as 
to reduce large accumulated stocks 
of commodities. These measures 
have, however, adversely affected the 
exporters of grains, cotton and sugar 
in the ESCAP region. The release 
of additional United States stocks 
added to market supplies of these 
commodities in 1986 further de-
pressed the already low international 
prices of these commodities.

a Deficiency payments bridge the 
gap between market price (or loan 
rate, if the market price falls below 
it) and target price, the price support 
level used to provide income support 
to the farmers. Although originally 
intended to help farmers in financial 
trouble, two thirds of deficiency 
payments in 1985, according to 
the United States Department of 
Agriculture, went to support farmers 
who were wealthier than the average 
citizen. See the World Bank, World 
Development Report 1986 (New York, 
Oxford University Press, 1986), p. 119.

b  For details, see Sally Jones, 
Peter Snickers and Graham Love, 
"T he impact of the 1985 US Food 
Security Act on Australian coarse 
grains industry” and Walter Gerardi 
and Graham Love, “Developments 
in Thai and US rice policies: implica-
tions for world and Australian prices”, 
Quarterly Review o f  the Rural Econ-
omy (Australia), vol. 8, No.3 (August 
1986).
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curve for many commodities. Sev-
eral developing countries, including 
those in the ESCAP region, have 
successfully achieved self-suffi-
ciency in food production and 
a number of them, such as Indo-
nesia, Pakistan and Thailand, have 
developed export surpluses in food-
stuffs. These secular trends have 
had an impact on short-term fac-
tors to produce in 1985 a decline 
in commodity prices comparable 
with those in the 1975 and 1981- 
1982 recessions.

The imbalances between world 
demand and supply thus generated 
reached critical proportions in 
1985-1986, especially in cereal and 
food supplies. Protectionism of 
and conflicts over agricultural trade 
which intensified substantially dur-
ing 1985 and 1986 were mani-
festations of these critical supply- 
demand imbalances.5

In 1985, the appreciation of 
the United States dollar also played 
some part in aggravating demand- 
supply imbalances and depressing 
commodity prices. For importers 
outside the United States, an ap-
preciation of the dollar led to 
a rise in the price of primary com-
modities, discouraging demand. 
For exporters of primary products, 
it led to a rise in their domestic 
prices relative to goods sold in 
the domestic market, creating ex-
cess supply. It has been estimated 
that more than half of the fall 
in commodity prices between May
1984 and September 1985 could 
be attributed to the appreciation 
of the dollar.6 By the same token, 
the depreciation of the dollar in
1986 did contribute to some firm-
ing of primary commodity prices 
in dollars. From an average of
72.5 in the third quarter of 1985, 
the United Nations Conference on 
Trade and Development (UNCTAD)

5 See “The outlook for agricultural
policies and markets”, The OECD Ob-
server, No. 139 (March 1986), pp. 
27-31.

combined index of primary com-
modities in terms of current dollars 
rose to 85.3 in the first quarter of 
1986. However, it fell to 80.3 
in the second quarter of 1986 and 
weakened further to almost the 
same level in the third quarter as 
a year earlier. The stabilization 
in the value of the dollar and the 
continuing slow-down in developed 
market economies were among 
the factors which prevented any 
recovery in commodity prices in 
dollar terms in the latter half of 
1986.

4. World trade and 
balance of payments

(a) Exports

In recent years the relation-
ship between world trade and 
growth has weakened significantly, 
with the income elasticity of world 
trade declining from nearly 2 in 
the period 1950-1973 to just above
1 in the 1980s.7 Thus, unlike pre-
viously, world trade has not been 
growing faster than world out-
put. The slow growth of trade in 
the 1980s is partly a result of the 
unbalanced growth in developed 
market economies, which was large-
ly centred on the import demand 
of the United States stimulated 
by expansionary fiscal policies, 
whereas the other developed mar-
ket economies relied largely on 
export growth and subdued do-

6 An econometric analysis has 
shown that the elasticity of the dollar 
prices of primary commodities with 
respect to the exchange rate of the 
dollar vis-a-vis a basket of major cur-
rencies is about -0.75 [International 
Monetary Fund, World Economic Out-
look (Washington, D.C., April 1985), 
p. 138]. Between the first quarter of
1984 and 1985 the dollar appreciated 
by 16 per cent.

7 The elasticity for trade in manu-
factures has, however, increased 
somewhat in the 1980s, compared 
with the 1970s. World Economic 
Survey. . . ,  pp. 39-40.

mestic demand with tight mone-
tary and fiscal policies.8 In part, 
they are also the result of such 
diverse factors as the slump in 
commodity markets, continuing 
instability in the financial and 
foreign exchange markets and grow-
ing protectionist pressures, especial-
ly in the principal developed mar-
ket economies.

After the vigorous growth of
9 per cent in 1984, world trade 
volume grew by only 3 per cent 
in 1985 and preliminary figures 
for 1986 indicate no acceleration 
in the growth rate of the volume 
of trade. The dollar value of trade 
in 1985 rose by only 1 per cent 
owing to a rapid fall in commo-
dity prices.

The slow-down in the growth 
of world trade in 1985 was much 
more pronounced than that in 
world output and it affected de-
veloping countries, especially those 
exporting primary commodities, 
much more adversely than devel-
oped market economies. While 
there was virtual stagnation in 
the trade volume of developing 
countries, that of developed market 
economies suffered only mild de-
celeration.

The sharp deterioration in the 
trade performance of developing 
countries was due to a fall in both 
volume and value of exports. The 
growth rate of the volume of ex-
ports of the developing countries 
fell from 7.1 per cent in 1984 
to 0.4 per cent in 1985. In United 
States dollar value terms, develop-
ing country exports, which had 
grown by 7 per cent in 1984, fell 
by 3.3 per cent in 1985. A major 
factor contributing to the de-
terioration in the export perform-
ance of developing countries was 
the growth stagnation in developed 
market economies which accounted 
for two thirds of their total ex-
ports. In particular, this led to a

8 For an elaboration of the argu-
ment, see Survey, 1985, p. 9.
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sharp deceleration in the import 
growth in the United States from 
28.7 per cent in 1984 to 6.5 per 
cent in 1985 and to a virtual 
stagnation of developing country 
exports to Japan in 1985 com-
pared with 10.3 per cent growth 
in 1984. In 1986, while the volume 
of exports of developing countries 
is expected to rise by 3.8 per cent, 
the value is estimated to fall by
4.3 per cent (see table I .3 and 
Figure I.3).

Most of the deterioration in 
the trade performance of develop-
ing countries stemmed from the 
decline in the volume of oil in 
1985 and in the price of oil in
1986. Thus, for fuel-exporting 
developing countries, the 8.5 per 
cent decline in the value of ex-
ports in 1985 was accounted for 
by a 3.6 per cent decline in vol-
ume and a 5.1 per cent decline 
in unit prices. In 1986, however, 
because of the sharp fall in oil 
prices, the value of their exports 
was estimated to decline by 31 per 
cent despite a 9 per cent increase 
in volume.9 Another reason for 
the poor performance of developing 
countries has been the depressed

state of non-fuel commodity ex-
ports, whose dollar export price 
fell by an average of 12.2 per cent 
in 1985 and whose price index 
was 26 per cent below its 1980 
peak.

A redeeming feature of the 
trade performance of developing 
countries in recent years has 
been their continuing success in 
expanding their market share in 
exports of manufactures, which 
rose from 7 per cent in 1975 
to 13 per cent in 1984. In 1985, 
that share fell to 12.5 per cent 
owing to a much slower increase 
in the export of those manufac-
tures usually produced by de-
veloping countries.10 The share

9 There is considerable uncertainty
about the accuracy of average changes 
in both prices and quantities of ex-
ports of oil-exporting countries as 
towards the end of the year OPEC 
countries changed their strategy of 
increasing their market share to that 
of restricting outputs and of raising 
prices.

10 General Agreement on Tariffs 
and Trade, Press Release, GATT/1392 
(1 September 1986). Data for 1986 
would probably show a reversal of 
this trend.

of the developing countries’ ex-
ports of manufactures in the 
total imports of manufactures by 
countries of the Organisation for 
Economic Co-operation and De-
velopment (OECD) increased 
from 10 per cent in 1979 to 14.5 
per cent in 1984. Much of this 
improvement was due to the in-
creasing absorption of manufac-
tured exports of developing coun-
tries by the United States, es-
pecially since the onset of the re-
covery. Thus the share of the 
developing countries exports of 
manufactures to the United States 
rose and that to Western Europe 
correspondingly declined.11

The fastest growing manu-
factures exports from developing 
countries in 1985 were automo-
biles, household appliances, ma-
chinery for specialized industries 
and other consumer goods, while 
clothing, textiles and other semi-
manufactures grew at a much 
slower rate. The simpler type of

11 See “Change and continuity in 
OECD trade in manufactures with 
developing countries”, The OECD Ob-
server, No. 139 (March 1986), pp. 3-9.

Table I.3. Developing countries. Change in value and unit value of merchandise trade and purchasing power of 
exports, 1984-1986
(Percentage)

A ll developing countries Fuel exporters Non-fuel exporters

1984 1985 1986 1984 1985 1986 1984 1985 1986

Value (in US dollar terms)
Exports 6.7 -3.7 -7.6 - 1.1 -8.5 -31.3 12.3 -0.5 6.4
Imports 0.3 -3.3 0.5 - 8.2 -12.4 - 8.6 4.2 0.4 3.7

Unit value (in US dollar terms)
Exports - -4.3 -12.7 - 1.1 -5.1 -37.0 0.7 -3.8 1.6
Imports -1.4 - 2.2 4.3 - 2.0 -0.7 12.8 - 1.2 - 2.8 1.3

Purchasing power of exportsa 8.2 -1.5 -11.4 0.9 -7.9 -39.1 13.7 2.3 5.0
Market prices (in US dollar terms) of 

primary commodities (excluding
petroleum) exported by the region 3.7 - 12.2 -1.5 3.6 -12.4 -1.5

Oil export prices . . . -2.4 -4.3 -45.7 . . .

Source: International Monetary Fund, World Economic Outlook (October 1986), p. 61, table A23.
a Export earnings deflated by import prices.
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Figure I.3. Percentage annual change in the terms of trade and in the 
volume of exports and imports of industrial countries and developing 
countries, 1984-1986

(Percentage)

Terms of trade 

Export volume 

Import volume

1984

1985

1986

Source: International Monetary Fund, World Economic Outlook (Washington,
D.C., October 1986), p. 60, table A 22 and p. 61, table A 23.

manufactures, such as shoes and 
textiles, have been more seriously 
affected by protectionist trends 
in developed countries. Protec-
tionist measures on textiles, which 
have been restrained for many 
years under the various phases 
of the Arrangement Regarding 
International Trade in Textiles 
(Multifibre Arrangement), became 
stiffer. At the same time, similar 
restraints on market shares under

various guises such as orderly 
marketing arrangements spread to 
steel, automobiles, consumer elec-
tronics, machine tools and semi-
conductors. The agenda for a 
new round of trade negotiations 
under the General Agreement on 
Tariffs and Trade (GATT), adopted 
in September 1986, includes these 
and other trade-related issues (see 
Box I.3).

A factor which has helped

the developing economies of the 
ESCAP region relatively more in 
maintaining its export growth is 
the increasing importance of in- 
traregional trade, which accounts 
for over 25 per cent of total ex-
ports and has grown twice as fast 
as exports to countries outside 
the region during 1980-1984. In 
contrast, in the western hemisphere, 
intraregional trade represents only 
15 per cent of total exports and 
has declined by 27 per cent during 
the same period.

Trade prospects in 1987 do 
not show any signs of significant 
improvement over 1985 and 1986. 
The growth of world trade is un-
likely to exceed 3.5 per cent per 
annum. The developing coun-
tries’ export performance is like-
ly to improve as some abatement 
in the fall in non-oil commodi-
ty prices may result from supply 
adjustments. Non-oil developing 
countries, especially major ex-
porters of manufactures, gained in 
varying degrees from the three 
major changes in the external 
economic environment, the fall in 
the value of the dollar, oil prices 
and interest rates in 1986. In 
1986, the rise in the value of the 
yen provided a considerable boost 
to the exports of manufactures 
from some developing countries 
and the decline in oil prices re-
duced the import bills of the non-
oil developing countries. As against 
this, primary producing countries 
in general, and oil-exporting coun-
tries in particular, experienced 
severe erosion of their export 
earnings and import capacity.

(b) Imports

Although lack of strong growth 
in exports is the major source of 
concern for developing countries, 
the stagnation in and slow growth 
of imports in recent years has 
hardly served them any better. 
For developing countries as a 
whole, the volume of imports in
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1985 was still 5 per cent below its 
peak level in 1981. In contrast, 
during the previous decade and a 
half, the volume of imports had 
grown at an average annual rate 
of 8 per cent. The import capacity 
of developing countries has been 
severely eroded in the 1980s by 
adverse terms of trade, increas-

ing debt-service burdens and the 
marked reduction in the availabi-
lity of external finance. The de-
cline in imports was particularly 
sharp in 1985, with countries ex-
porting oil and other primary pro-
ducts and those with serious debt- 
servicing problems suffering the 
brunt of import contraction.

(c) Terms o f trade

Despite the slight recovery in
1984 from the declines of the 
previous two years, the terms of 
trade of developing countries fell 
again in 1985, by 2.2 per cent. 
The drop was twice as sharp for 
oil-exporting countries than for

Box I.3. The new GATT round
Ministers representing contract-

ing parties to the General Agreement 
on Tariffs and Trade (GATT) at a spe-
cial session at Punta del Este, Uruguay, 
in September 1986, decided to launch 
a new round of multilateral trade 
negotiations. The ministers adopted 
a declaration stating the objectives 
of the negotiations, the principles 
and the negotiating procedures to 
be followed, and an agenda for the 
negotiations, which were to begin 
in late 1986 and last for four years. 
The previous seven rounds of negotia-
tions under the auspices of GATT 
since its inception succeeded in libera-
lizing international trade considerably 
by reducing tariff barriers to trade 
in industrial goods. Efforts to con-
tain the spread of protectionism 
in the myriad forms of non-tariff 
barriers have, however, met with 
considerably less success.

The aim of the new round of 
negotiations would be to bring about 
further liberalization and expansion 
of world trade to the benefit of all 
countries, especially less developed 
contracting parties; to strengthen 
the role of GATT, improve the mul-
tilateral trading system and widen 
the coverage of world trade under 
agreed, effective and enforceable mul-
tilateral disciplines; and to increase 
the responsiveness of the GATT 
system to the evolving international 
economic environment. The agree-
ment reached at Punta del Este reaf-
firmed the principle of differential 
and more favourable treatment to 
the developing countries. The de-
veloped countries would not expect 
reciprocity for commitments made 
by them in trade negotiations to 
reduce or remove tariffs and other 
barriers to the trade of developing 
countries which would not be thus 
required to make concessions that

were inconsistent with their develop-
ment, financial and trade needs. 
Special attention would be given to 
the particular situation and problems 
of the least developed countries 
and to the need to encourage posi-
tive measures to facilitate expansion 
of their trading opportunities.

The agreement also contained 
standstill and rollback provisions re-
quiring participants not to take any 
trade restrictive or distorting measure 
inconsistent with the provisions of 
the General Agreement, not even 
in the legitimate exercise of their 
GATT rights if that would go beyond 
that which was necessary to remedy 
the specific situation. All trade res-
trictive or distorting measures which 
were inconsistent with those provi-
sions were also to be phased out or 
brought into conformity with the 
provisions of the General Agreement 
or instruments negotiated within its 
framework, not later than by the 
date of formal completion of the 
negotiations.

The agenda adopted for negotia-
tions included most of the issues 
of traditional concern to GATT 
within the framework of the Minis-
terial Declaration adopted in 1982. 
Among these were reduction or elimi-
nation of tariff and non-tariff barriers; 
the fullest liberalization of trade 
in tropical and natural resource-based 
products, including their processed 
and semi-processed forms; formula-
tion of modalities that would permit 
the eventual integration of the textile 
and clothing sector into GATT rules 
and disciplines; greater liberalization 
of trade in agriculture by improving 
market access improving the competi-
tive environment by increasing dis-
cipline on the use of all direct and 
indirect subsidies and other measures 
affecting agricultural trade directly

or indirectly, and improving the 
adverse effects that sanitary and 
phytosanitary regulations and barriers 
can have on trade in agriculture; 
negotiations and agreement on safe-
guards encompassing transparency, 
coverage, objective criteria for ac-
tion, including the concept of serious 
injury and threat thereof, temporary 
nature, degressivity and structural 
adjustment, compensation and retalia-
tion, notification, consultation, mul-
tilateral surveillance and dispute settle-
ment; and improvement of GATT 
disciplines regarding safeguards as 
well as subsidies and countervailing 
measures.

In addition, the agreement, for 
the first time, brought some new 
issues on the negotiating agenda, 
including trade-related aspects of in-
tellectual property rights and trade 
in counterfeit goods, trade-related 
investment measures, and trade in 
services.

The negotiations on trade in 
services will aim to establish a mul-
tilateral framework of principles and 
rules for such trade with a view to 
its expansion under conditions of 
transparency and progressive liberali-
zation and as a means of promoting 
the economic growth of all trading 
partners and the development of 
developing countries. Such a frame-
work, however, would respect the 
policy objectives of national laws 
and regulations applying to services. 
The negotiations on services would 
be conducted in a separate group, 
while other negotiations would be 
conducted in a group of negotiations 
on goods. Both groups would report 
to the Trade Negotiating Committee 
and the results would be placed before 
a special session of ministers of the 
contracting parties for decision re-
garding the international implementa-
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developing countries. For non-
oil exporting countries, whose 
terms of trade declined by 1.1 
per cent on the average, the de-
terioration was accounted for main-
ly by primary producing countries, 
whose terms of trade as a whole 
fell by 3.2 per cent. Notwith-
standing these losses, the exporters

tion of the respective results.a
It is difficult to predict the 

results of negotiations which were 
expected to last at least four years.b 
From the interest evoked in the 
preparation of the agenda, which 
was adopted after a long period of 
negotiations and some preliminary 
assessments, it would appear that 
the developing countries in the ESCAP 
region have much to gain from the 
successful conclusion of the negotia-
tions on a number of issues.c

The agreement on the agenda 
for the new round of trade negotia-
tions is one of the more hopeful 
developments for the revival of world 
trade and growth and represents 
a considerable achievement in mul-
tilateral co-operation in recent years. 
However, the success of the negotia-
tions will depend largely on a per-
ceived stake in and commitment 
to an open multilateral trading system 
by all countries, in particular the 
major trading nations of the world.

a All information on the new 
declaration is based on GATT Press 
Communiqué (GATT/1396), 25 Sep-
tember 1986.

b See Food and Agriculture Or-
ganization of the United Nations, 
Commodity Review and Outlook, 
1985-1986, pp. 22-23, for progress 
in preparation for the new round.

c For some quantitative estimates 
of benefits resulting from assumed 
negotiating success in a number of 
areas to some developing countries 
in the region, see Kim Kihwan, “Trade 
negotiations and developing countries 
in the Asian and Pacific region”, 
Asian Development Review, vol. 4, 
No. 2 (Asian Development Bank, 
1986).

of manufactures and some non-
oil developing countries slightly 
improved their terms of trade 
owing to the fall in the price 
of oil.

In 1986 the terms of trade 
of developing countries plummeted 
mainly owing to the fall in oil 
prices of about 40 per cent. Al-
though there was considerable re-
covery in the terms of trade of 
non-oil exporting countries it was 
concentrated among producers of 
coffee, whose prices rose abruptly 
owing to crop failure in the major 
producing country, Brazil. Other 
primary producers were expected 
to have a 2 per cent deterioration 
in their terms of trade. The out-
look for the terms of trade of 
developing countries in 1987 de-
pends largely on the price of oil, 
which is highly-unpredictable, 
and the prospect of economic re-
covery in developed market econ-
omies. The two are not unrelated.

(d) Developments relating to
balance o f  payments

The pattern of balance of 
payments created in the world 
economy in 1984 remained broadly 
unchanged in 1985, although the 
imbalances became more enlarged. 
Both the current account deficit 
in the United States and the over-
all surplus of other developed 
market economies, principally of 
the Federal Republic of Germa-
ny and Japan, expanded further, 
yielding a $8.5 billion reduction 
in the current account deficit of 
this group of economies between
1984 and 1985. The current ac-
count deficit of the developing 
countries was also reduced by 
about $14 billion between 1984 
and 1985. In 1986, however, 
despite only a slight expansion in 
the United States current account 
deficit, that of the developed 
market economies as a whole, 
which was $53.5 billion in 1985, 
was expected to almost totally

disappear mainly owing to 
the burgeoning surpluses of the 
Federal Republic of Germany and 
Japan whose combined value was 
expected to increase from $62.5 
billion to $113.5 billion between
1985 and 1986. On the other 
hand, the current account deficit 
of developing countries was ex-
pected to triple to about $60 
billion in the same period (see 
table I .4).

These large changes in the 
balance-of-payments configura-
tion have taken place mainly at 
the expense of developing coun-
tries. In 1985, the developed 
market economies received a large 
boost from the decline in the de-
veloping countries’ non-oil com-
modity prices which is estimated 
to have contributed as much as 
half a per cent of their GDP or 
a quarter of their growth.12 Ac-
cording to OECD, in the second 
half of 1986 the fall in oil prices 
will result in the net annual transfer 
of income of $59 billion from 
OPEC and $6 billion from central-
ly planned economies, of which 
$63 billion will accrue to OECD 
countries and only $2 billion to 
non-oil developing countries.13

The major reason for the wor-
sening of the developing countries’ 
balance of payments in 1985 and
1986 has been the further deterio-
ration in the terms of trade and in 
the volume of their exports (as 
discussed earlier). The effect of 
the fluctuations in export earn-
ings on the balance of payments 
of developing countries has been 
considerably dampended by the 
lack of availability of external 
financing resulting in severe cur-
tailment of growth in their im-
ports and increased resort to 
the use of their foreign exchange 
reserves.

12 World Economic Survey. . . , p. 
13 note 3.

13 OECD Economic Outlook, No. 
39 (Paris, May 1986).
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According to the World Bank, 
developing countries (excluding 
high-income oil exporters) received 
$35.5 billion in long-term loans 
in 1985 as compared with $74.6 
billion in 1981.14 Private capital 
flows amounted to only $15 
billion in 1985 and were avail-
able mainly in the context of 
concerted lending within the frame-
work of rescheduling agreements 
for large debtor countries. This 
compared with $18.8 billion in
1984 and $52 billion in 1981. 
Net financial flows to developing 
countries declined from $55 bil-
lion in 1984 to $42 billion in
1985, largely owing to a sharp 
decline in the short-term private 
liabilities of oil-importing develop-
ing countries. In contrast to
1984, when the foreign exchange 
reserves of developing countries 
rose by $15.7 billion, in 1985 
the net accumulation was less than 
$2 billion, with a number of coun-
tries suffering declines in their

14 The World Bank, The World 
Bank Annual Report 1986 (Washington, 
D.C., 1986), p. 43.

barely adequate reserves.
A disturbing and retrogressive 

development in the balance-of-pay- 
ments situation of developing coun-
tries has been the reversal of the 
direction of resource transfers from 
developed to developing countries, 
as noted earlier. Although the 
majority of developing countries are 
still receiving, albeit at a diminish-
ing rate, significant positive re-
source transfers, the developing 
countries as a whole, and an in-
creasing number among them, have 
started experiencing net outflow of 
resources. Collectively, for all 
developing countries (excluding 
China), national savings have ex-
ceeded gross domestic investment 
since 1983. Much of this resource 
transfer has arisen out of the need 
to finance payments on external 
debt, mainly in the Latin Ameri-
can and Caribbean region.

In 1985, a net transfer of re-
sources of $31 billion is estimated 
to have taken place from develop-
ing to developed countries, largely 
owing to an increase in payments 
of interest and repatriation of 
earnings on direct investment.15

As many as one third of a total of 
83 capital-importing developing 
countries were found to have ex-
perienced negative net resource 
transfers in 1984 — including four 
middle-income economies of the 
ESCAP region. With the consi-
derable worsening of external eco-
nomic environment in 1985-1986, 
the proportion of such countries 
is likely to have risen further, in 
the face of a sharp deterioration 
in the current account balance 
of payments. This has placed 
severe strain on some heavily- 
indebted countries undertaking 
comprehensive domestic adjust-
ment policies.

15 See , . . . yevruS cimonocE dlroW
p. 74. Net transfer of resources can 
be defined in two ways: (a) net capital 
inflow less net income payments on 
foreign capital or (b) balance of trade 
and non-capital services. The two de-
finitions differ by the extent of changes 
in foreign exchange reserves. In 1985, 
the resource transfers from develop-
ing countries based on the two defini-
tions were $31 billion and $32 bil-
lion respectively, the difference being 
accounted for by $1 billion increase 
in their reserves.

Table I.4. Summary of payments balances on current account, 1978-1987a
(Billions o f  US dollars)

1978 1979 1980 1981 1982 1983 1984 1985 1986b 1987c

Industrial countries 14.8 -25.4 -61.2 -19.5 -22.4 -22.4 -62.0 -53.5 — -11.6
United States -15.6 -1.0 1.9 6.3 -9.1 -46.7 -106.5 -117.7 -123.0 -123.0
Other industrial countries 30.4 -24.4 -63.0 -25.8 -13.3 24.3 44.5 64.2 123.0 111.4
of which:

Germany, Federal
Republic of 9.0 -6.0 -15.7 -5.2 4.1 4.2 6.5 13.3 30.8 25.5

Japan 16.5 -8.8 -10.7 4.8 6.9 20.8 35.0 49.2 82.7 74.1
Developing countries -34.7 6.9 28.4 -45.5 -83.7 -61.5 -32.5 -19.0 -57.6 -46.5

By region
Africa -13.0 -3.6 -2.1 -22.3 -21.5 -12.2 -7.3 -0.1 -8.5 -6.4
Asia -6.8 -12.6 -19.0 -20.9 -17.6 -15.6 -4.3 -12.7 -11.8 -9.1
Europe -7.1 -10.0 -12.3 -9.9 -6.0 -4.1 -1.9 -2.0 -0.4 -1.8
Middle East 11.2 54.2 92.0 50.1 3.3 -19.0 -15.9 0.5 -23.9 -16.7
Western hemisphere -19.0 -21.1 -30.1 -42.6 -41.9 -10.7 -3.1 -4.6 -12.9 12.6

Source: International Monetary Fund, World Economic Outlook (October 1986), p. 70, table A30.
a Including official transfers. b Preliminary estimates. c Forecast.
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B. IMPACT OF DEVELOPMENTS 
IN THE WORLD ECONOMY ON 
TRADE AND THE BALANCE 
OF PAYMENTS OF DEVELOP-

ING ECONOMIES EM THE 
ESCAP REGION

1. Export performance

The deterioration in the ex-
ternal economic environment dis-
cussed in section A of this chapter 
cast a long shadow on the export 
performance of most developing 
countries of the ESCAP region in
1985. The specific elements of 
that environment which had the 
greatest effect on the region’s 
export performance were the de-
cline in primary commodity prices, 
the slow-down in the growth of 
developed market economies and 
the continuing large imbalances 
in the world economy which 
strengthened protectionist pres-
sures in developed countries. Most 
developing economies of the re-
gion, which had benefited con-
siderably from the upsurge in im-
port demand in the United States 
and other developed market econ-
omies, suffered a sudden decelera-
tion in their exports in 1985.

The extent of the impact of 
the adverse external environment 
on export performance varied con-
siderably across the region in
1985. It varied not only with 
the degree of overall openness 
of the various economies, but also 
with the nature of commodity 
composition and the buoyancy of 
their export markets. The export 
performance was also affected by 
domestic factors such as weather 
conditions, especially for agricul-
tural exports and the management 
of domestic demand, reflected in 
changes in inflation and foreign 
exchange rates. It is not easy to 
isolate the effects of changes 
in external and domestic factors 
on export performance. However, 
in the short run, the external fac-
tors tend to be more important

since domestic policy responses, 
even in the better managed econ-
omies, operate with a consider-
able time lag.

Growth rates of exports of 
all countries in the region were 
lower in 1985 than in 1984, with 
the exception of the Islamic Re-
public of Iran and Pakistan, where 
in 1984 there were abnormal 
declines in exports on account 
of special factors.16 The econ-
omies of East and South-East Asia, 
whose export performance in the 
past has generally been strong, 
along with those of the Pacific is-
lands were among the worst af-
fected by the external economic 
environment. In contrast to
1984, exports in these economies 
suffered a substantial set-back in
1985. While exports from Hong 
Kong and the Republic of Korea 
decelerated sharply, those in many 
ASEAN countries and Pacific is-
land economies declined. Burma, 
India and Sri Lanka also suffered 
declines in their export earnings 
in 1985 (see table I .5).

Improved or high export per-
formance was the exception rather 
than the rule in 1985 and was in-
variably accounted for by some 
special factors. For example, the 
high growth of Nepal’s exports 
in 1985, though lower than in 
1984, was mostly attributable to 
trade with India; exports to coun-
tries other than India, which pro-
vide most of the convertible foreign 
exchange earnings, were on the de-
cline. Bangladesh’s exports grew 
by 7.3 per cent in 1985, con-
tinuing on a much stronger growth 
of 28.7 per cent in 1984, mainly 
because jute prices, which had 
long been depressed, temporarily 
recovered, falling sharply again

in 1986. China’s export growth 
of 10.3 per cent in 1985 was lower 
than the 12.6 per cent achieved 
in 1984. Some of the export 
growth was linked with the phe-
nomenal increase in imports in
1985 through counter trade and 
other bilateral trading arrange-
ments.

While both manufactures and 
primary commodity exports were 
adversely affected in most coun-
tries of the region, the fall in the 
latter was more generalized and 
severe. For almost all significant 
exporters of both types of ex-
ports, proceeds from primary pro-
ducts declined (see Figure I.4). The 
only exceptions were Bangladesh 
and Pakistan, the prices of whose 
principal commodity exports, jute 
and cotton, respectively, improved 
that year. In the case of exports 
of manufactures, while only Singa-
pore experienced an absolute de-
cline, the rate of growth fell in 
a number of economies, especially 
the major exporters of manufac-
tures such as Hong Kong and 
the Republic of Korea. In many 
of the smaller exporters, however, 
the rate of growth of exports of 
manufactures increased, possibly 
at the cost of a reduction in the 
market share of larger exporters.17

Although the major exporters 
of munufactures in the region 
such as Hong Kong and the Re-
public of Korea, which were bene-
ficiaries of the fall in commodity 
prices, did not suffer declines in 
their exports, their export per-
formance in 1985 was much 
weaker than in 1984. These 
economies, which in 1984 had 
achieved the high rates of 28.2 
and 19.6 per cent growth in ex-
ports, respectively could achieve 
only 6.6 and 3.5 per cent growth 
rates respectively in 1985 in the 
absence of the stimulus of strong 
demand in the United States

16 The changes in the Islamic Re-
public of Iran’s exports largely reflect 
the changes in the quota for oil pro-
duction assigned by OPEC. Pakistan’s 
exports in 1984 suffered largely owing 
to the failure of the cotton crop, which 
is the main source of its exports.

17 “Change and continuity in OECD
pp. 3-9.
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market. Hong Kong’s export 
performance in 1985 was also 
helped by the upsurge in im-
ports by China, its other major 
export market. Singapore, how-
ever, was the worst affected ma-
jor exporter of manufactures in 
the region, its overall exports 
having fallen by 5.2 per cent in
1985 owing to sluggish external 
demand, especially in regional mar-
kets on which it relies for a quar-
ter of its exports. In 1985, ex-
port of food, beverages and to-

bacco fell by 21.6 per cent and 
crude materials by 20.8 per 
cent. Growth in fuel exports 
was limited to 1.7 per cent while 
exports of manufactures of all 
categories except chemicals de-
clined.

Exports of manufactures served 
to offset the generally declining 
trend in export earnings from 
primary commodities in most coun-
tries of the region. In India, largely 
because of the increase in export 
earnings from a wide variety of

manufactures such as chemicals, 
engineering goods, cotton fabrics, 
leather and footwear and garments, 
total exports (excluding oil) in-
creased by 7.6 per cent during 
April-September 1985. In Sri 
Lanka, where total exports in 
terms of special drawing rights 
declined by 8 per cent in 1985, 
exports of manufactures increased 
by 3 per cent, despite a 1 per 
cent decline in garment exports, 
the second largest item. Exports 
of manufactures in the Philippines

Table I.5. Developing economies in the ESCAP region. Annual growth rates of current dollar value of exports 
and imports, 1983-1986
(Percentage)

Exports Imports

1983 1984 1985 1986
Jan.-Mar.a 1983 1984 1985 1986 

Jan.-Mar.a

South Asia and Iran (Islamic Republic of) 
Afghanistan 3.0 9.3 21.7 4.8
Bangladesh -6.0 28.7 7.3 .. . -11.7 30.5 -2.4
Burma -3.8 0.0 -19.6 -23.0 -34.4 -10.2 17.9 22.8
India -2.1 3.3 -16.1 -4.8 6.7 -2.7
Iran (Islamic Republic of) - -35.8 6.8 29.3
Nepal 6.8 37.0 25.4 13.6 17.3 -10.3 10.4 20.4
Pakistan 28.4 -15.0 4.0 26.9 -0.8 10.0 0.3 1.1
Sri Lanka 3.5 37.6 -9.2 -16.4 -3.9 -3.5 4.2 5.2

East and South-East Asia

Brunei Darussalam -11.3 -5.6 ... -1.0 -14.2 ...

China 1.3 12.6 10.3 12.9 24.0 62.0
Hong Kong 5.3 28.2 6.6 -2.4 2.5 18.4 4.0 3.0
Indonesia -5.1 3.5 -15.1 ... -3.0 -15.1 -26.1 .. .

Malaysia 17.3 16.8 -6.4 -5.9 6.8 5.9 -12.4 -18.6
Philippines -1.0 7.6 -13.4 -4.3 -3.5 -19.2 -15.4 32.5
Republic of Korea 11.9 19.6 3.5 27.6 8.0 16.9 1.6 18.6
Singapore 5.1 10.2 -5.2 -9.4 0.0 1.8 -8.3 9.8
Thailand -8.3 16.4 -4.0 19.6 20.3 0.8 -10.8 -7.1
Viet Nam -9.6 10.6 8.6 . . . -13.8 18.6 -0.5

South Pacific
Cook Islands -12.7 15.3 -3.4 . . . 16.2 - 10.8 - 0.6 . . .
Fiji -16.1 6.7 -7.8 8.1 - 6.0 -7.0 - 1.8 -0.4
Kiribati 50.8 217.0 . . . . . . -22.5 14.5 . . .

Papua New Guinea 6.6 8.7 2.3 -4.1 - 0.8 . .  .

Samoa 32.1 12.4 -19.4 -17.5 - 2.2 4.0 1.0 - 11 . 2
Solomon Islands 7.1 50.1 -24.6 -20.9 3.9 7.0 5.3 -14.1
Tonga 75.0 71.4 .. . .. . 9.5 19.6
Vanuatu 29.3 49.7 -31.7 -47.5 7.0 6.1 5.3 -15.1

Sources: International Monetary Fund, International Financial Statistics, vol. XXXIX, No. 9 (September 1986); United Na-
tions, Monthly Bulletin o f  Statistics, vol. XL, No. 7 (July 1986); Asian Development Bank, Key Indicators o f  Developing Member 
Countries o f  ADB, vol. XVII (July 1986); and national sources.

a Compared with the corresponding period of the previous year.
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and Thailand, also helped to 
offset or moderate the impact 
of the fall in primary commodity 
exports in these countries. In 
the Philippines, where earnings 
from traditional exports declined 
by 30 per cent in 1985, exports 
of manufactures declined by 9 
per cent. The share of Indonesia’s 
exports of manufactures was 
still too small to offset the huge 
declines in its oil exports.

With the exception of the new-
ly industrializing economies spe-
cialized in the export of manufac-
tures and services the continuing 
fall in primary commodity prices

in 1985 adversely affected almost 
all countries of the region. Among 
the countries worst hit on this 
account were Brunei Darussalam, 
Burma, Indonesia, Malaysia, the 
Philippines, Sri Lanka, Thailand 
and most of the Pacific island 
countries.

In Brunei Darussalam, Indone-
sia and Malaysia, petroleum and 
natural gas constitute 93, 69 
and 23 per cent respectively of 
total exports, the prices of which 
fell by an average of 10 per cent 
in 1985. Besides oil, these coun-
tries export a number of agricul-
tural and mineral primary commo-

dities whose prices fell even more 
sharply than those of oil in 1985. 
About 40 per cent of Burma’s ex-
ports consist of agricultural and 
forestry products such as rice, logs 
and timber, whose prices fell sub-
stantially in 1985. In Indonesia, 
Malaysia, the Philippines and Thai-
land, prices of almost all the pri-
mary commodity exports on which 
these countries depend, includ-
ing rubber, sugar, rice, tapioca, 
maize, palm oil, coconut products, 
timber and tin tumbled in 1985. 
Many of these commodities also 
figure prominently in the list of 
major exports of Pacific island

Figure I.4. Changes in value of exports of manufactures and primary commodities in selected economies in the 
ESCAP region, 1984 and 1985

(Percentage)

Sources: National sources; and Asian Development Bank, Key Indicators o f  Developing Member Countries o f  ADB, vol. XVII 
(July 1986), for the Philippines.

a Fiscal year. b SITC 0-2 and 4. c SITC (standard international trade classification) 5-8.
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countries. In Malaysia, export 
earnings from primary products 
fell by about 12 per cent in 1985 
and in the Philippines by 30 per 
cent; in Thailand volume increases 
offset much of the sharp fall in 
prices of primary commodities, 
especially rice, rubber, maize and 
sugar.

Some of these commodities 
are also important export items 
of South Asian countries, such as 
sugar for India, rice for Pakistan, 
and rubber and coconut products 
for Sri Lanka. The prices of other 
primary commodities produced 
mainly in South Asian countries 
also fell in 1985. Tea and cotton 
prices fell very sharply, hurting 
Sri Lanka and Pakistan respective-
ly. Jute prices continued to stage 
a delayed recovery and brought 
some relief to Bangladesh and In-
dia. Tea and rubber exports in 
Sri Lanka, which account for 40 
per cent of its total exports, suf-
fered in terms of both volume and 
prices in 1985, while the fall in 
coconut prices partially offset the 
increase in the volume of coconut 
exports. Increase in the volume 
of exports of rice, cotton and 
cotton-based manufactures offset 
the corresponding price falls to 
achieve a modest growth in the 
value of Pakistan’s exports in 1985. 
Many of India’s primary exports, 
including oil cakes, cotton, sugar, 
spices, tea, tobacco and jute, de-
clined in value terms, while cashew 
nuts, coffee, fishery and rice grew 
in value terms.

The export performance of 
the developing countries of the 
region generally improved in 1986, 
with the major exception of those 
with substantial oil exports, which 
were badly hit by the crumbling 
of oil prices in the first quarter 
of 1986. The main stimulus for 
growth of non-oil exports was 
the decline in the value of the 
United States dollar, which in-
creased the competitiveness of the 
exports of the developing coun-

tries of the region mainly at the 
expense of those from Japan 
and European countries, whose 
currencies have appreciated vis- 
a-vis the United States dollar. 
It did not, however, bring much 
relief to producers of primary 
commodities, whose export prices 
continued to be weak. There 
was additional pressure on some 
exports of agricultural products 
owing to the protectionist stance 
of certain developed market econ-
omies. There was thus a high de-
gree of variation in the fortunes 
of developing economies of the 
ESCAP region in export markets 
in 1986.

The shift in the production 
strategy of OPEC aimed at achiev-
ing a higher market share for its 
members resulted in the crumb-
ling of the price of oil in the world 
market, which had already been 
weakened by the entry of a sub-
stantial number of new producers 
since 1981. Oil prices tempora-
rily went below $10 in the first 
half of 1986, causing OPEC to 
revert to its production ceilings 
strategy in August 1986 and 
enabling it to maintain prices 
at around $14-$15 for the rest 
of the year. The impact of these 
price changes were, however, mod-
erated to some extent by the 
existence of longer-term contracts 
and varied a great deal among 
individual exporting and import-
ing countries (see Box I.4, pp. 22-23).

Besides oil, lower prices of 
other primary commodities also 
depressed export earnings in 1986. 
Malaysia, for example, has been 
particularly hit by a sharp decline 
in the price of palm oil, its second 
largest export, although some firm-
ing of prices of rubber and timber 
prices would help offset some of 
the loss. The prices of major ex-
port commodities of the Philip-
pines — coconut products, timber 
products, copper and sugar — also 
continued to decline in 1986, with 
some (e.g. coconut products) falling

to less than half their 1985 levels. 
The price of copper which, along 
with that of sugar, had fallen be-
low the 1982 level in 1985, de-
clined further in 1986, although 
there was some improvement in the 
price of sugar. With the improve-
ment in the export of minor non- 
traditional products and of manu-
factures, the overall export per-
formance of the Philippines in
1986 was expected to be limited 
to a decline of only 1 per cent 
over 1985.

Owing to the steep fall in the 
prices of petroleum and related 
products, which formed more than 
a quarter of total exports, China’s 
exports were expected to grow 
at a slower rate in 1986, com-
pared with the 10.3 per cent 
growth in 1985. Textiles and 
yarn, which formed one fifth of 
exports, were unlikely to register 
any large increases in view of 
the operation of quotas in the 
importing countries as was the 
case for other textile exporters 
in the region. Prospects for cereal 
exports, which formed 4.3 per cent 
of the total in 1985, were not so 
good in the prevailing demand 
and price situation in the inter-
national market. During the first 
four months of 1986, exports were 
reported to have increased by 7.7 
per cent over the same months of 
the previous year.

Despite continued difficulties 
owing to lower prices of exports 
and intensified competition in 
the export market, especially for 
rice and sugar, Thailand’s exports 
registered a 19.6 per cent increase 
during the first quarter of 1986. 
The dollar value of eight major 
exports rose approximately by 7 
per cent compared with the first 
quarter of 1985. Gains were 
made in maize, tapioca products, 
shrimp and textile products, while 
losses were registered in rice, rub-
ber, tin and sugar. Notwithstand-
ing volume increases, the lower 
prices of the latter four products
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depressed earnings from their ex-
ports. A number of other pro-
ducts, including canned and frozen 
fish, jewelry and iron pipes, re-
gistered increases. Thailand’s ex-
ports, though still dominated by 
primary commodities, were more 
diversified than those of many 
other countries in the region, which 
enabled the country to avoid the 
sharp declines in export earnings 
which characterized the experience 
of the other members of the Asso-
ciation of South-East Asian Na-
tions (ASEAN).

The South Asian countries 
were also affected by the continu-
ing fall in some commodity prices 
in 1986. In the first half of the 
year prices fell further — raw jute 
by 45 per cent, coconut by 50 
per cent and tea by 5 per cent — 
affecting Bangladesh, India and 
Sri Lanka respectively. Burma’s 
exports continued to decline, with 
a first quarter fall of 23 per cent 
over the same period in 1985, 
reflecting the fall in the price of 
agricultural exports. Pakistan’s 
agricultural exports, consisting 
mainly of rice and cotton, increased 
impressively on account of greater 
volume resulting from bumper 
crops of those commodities. Sri 
Lanka’s total exports were pro-
jected to suffer a decline of 
20 per cent, largely owing to the 
continuing fall in the prices of its 
major agricultural exports. Gar-
ment exports of many South Asian 
countries, especially Bangladesh 
and Sri Lanka, continued to face 
difficulties despite some easing 
of restrictions on quotas by de-
veloped market economies.

The region’s exporters of man-
ufactures generally benefited from 
the changes in the external en-
vironment that took place dur-
ing the period towards the end 
of 1985 and early 1986. The 
decline in the value of the dollar, 
to which the currencies of most 
of the major exporters were linked, 
gave a considerable competitive

edge to their exports in third 
country markets. In addition, 
the fall in the price of oil and 
other primary product imports 
helped reduce their rate of in-
flation and costs of production. 
There was, however, some rise 
in costs owing to components 
or industrial inputs imported from 
Japan and other countries whose 
currencies appreciated vis-à-vis the 
dollar.

The economy which reaped 
the greatest benefit from these 
favourable factors was that of 
the Republic of Korea. Its ex-
ports, which had grown by only
3.5 per cent in 1985, rose sharp-
ly in the first half of 1986 by 
20.2 per cent, while imports ex-
panded by 15 per cent. Foot-
wear, automobiles, auto parts, 
machinery and petrochemical pro-
ducts led in the recovery of ex-
ports. Exports of vessels registered 
slow growth while those of electro-
nic goods were falling. Steel pro-
ducts also suffered set-backs owing 
to voluntary restraints on exports 
of such products in deference to 
the wishes of importing countries. 
The Korea Development Institute 
in its review of the economy in 
early 1986 forecast exports to 
rise by 16.1 per cent in 1986.18 
Many later forecasts showed even 
higher growth rates.

In Hong Kong, exports in the 
first quarter of 1986 showed a 
decline of 2.4 per cent over a year 
ago owing to the dampening 
effect of import cut-backs by 
China and Hong Kong’s increas-
ing restraints on textile exports 
to other countries under the bila-
teral textile agreements negotiated 
within the framework of the Mul-
tifibre Arrangement. However,
1986 as a whole was expected 
to show a substantially positive 
growth in Hong Kong’s exports.

18 See Korea Development Institute, 
Quarterly Economic Outlook (Summer 
1986), p. 4.

Data for the first half of the year 
indicated that the value of ex-
ports exceeded half their annual 
value in 1985. Singapore’s export 
of manufactures began an upward 
climb in the second quarter of
1986, limiting the continuing de-
cline in exports from oil refining 
and other primary processing ac-
tivities.

2. Imports and trade balance

With the general slow-down 
in the growth of exports and their 
purchasing power (export earnings 
deflated by import prices) in 1985 
and 1986, the growth in imports 
of developing countries in the 
ESCAP region also decelerated con-
siderably. The deceleration in 
the dollar values of imports was, 
on the aggregate, larger than that 
in import volumes owing to the 
decline in import unit values — 
mainly of primary commodities.

However, the degree of com-
pression of imports varied greatly 
among countries, with oil-exporting 
countries and those having serious 
financial difficulties undergoing 
substantial cut-backs in imports. 
The oil-importing countries were 
generally able to maintain or in-
crease the volume of other needed 
imports (e.g. capital goods and 
raw materials) which had been 
restricted to modest levels in the 
recent past.

Owing to slower growth of im-
ports than exports, the balance- 
of-trade deficits were reduced in
1985 and were expected to be 
further reduced in 1986 for oil- 
importing countries in the re-
gion, while for oil-exporting coun-
tries the trade surpluses were whit-
tled down. These trends were also 
reflected in the current account 
balance, of which the trade bal-
ance is often the most important 
component (see table I.6, pp. 24-25).

Indonesia, Malaysia, the Philip-
pines, the Republic of Korea, Singa-
pore and Thailand — all of which
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Box I.4. The impact of the fall in oil prices on the developing ESCAP region

The main impact of the decline in 
oil prices in the developing ESCAP 
region has been on the balance of 
payments of individual countries 
through changes in the import bill of 
and export earnings from oil. The 
number of significant oil-exporting 
countries in the region is only five, 
whereas most of the developing coun-
tries in the region are importers of oil. 
However, the reduction in the ex-
port earnings from oil in the five major 
oil exporters of the region far exceeded 
the reduction in the oil import bill 
of the vast majority of the region’s 
developing countries.

The main oil-exporting countries 
in the region, Brunei Darussalam, 
China, Indonesia, the Islamic Republic 
of Iran and Malaysia, earned a total 
of about $40 billion in export receipts 
(net of oil imports) in 1985. In 
1986, these export earnings from 
oil are likely to have declined, on 
an average, by 50 per cent for most 
countries, although with substantial 
variations among them.

The export earnings of Brunei 
Darussalam in 1985 from oil, includ-
ing petroleum products and natural 
gas, amounted to $6.4 billion, 56 
per cent of which was from crude 
oil. Since natural gas prices have 
fallen less steeply than those of crude 
oil, the export receipts of the coun-
try are likely to have fallen by 
about 40 per cent, to about $3.8 
billion.

In China, which has become 
a major oil exporter in the ESCAP 
region, foreign exchange revenues 
from crude petroleum and petroleum 
products exports amounted to about 
$6.1 billion in 1985, representing 
nearly 24 per cent of total export 
earnings in that year. In 1985, total 
production was 917 million barrels, 
out of which 220 million barrels 
were exported, representing a 40 
per cent increase over 1984. In 1986, 
exports were to be maintained at 
the same level in order not to desta-
bilize world oil prices further. In 
view of the sharp fall in oil prices, 
the export earnings from oil in 1986 
would be about $2.5 billion-$3 billion 
lower than in 1985.

Indonesia, which, along with the 
Islamic Republic of Iran, is a member 
of the Organization of the Petroleum

Exporting Countries (OPEC), pro-
duces about half as much oil as Chi-
na but because of its much smaller 
domestic consumption, its oil ex-
ports are much higher than those 
of China. In 1985, the export earn-
ings of Indonesia from petroleum 
and petroleum products reached 
about $8.9 billion. Indonesia also 
exported, in 1985, 16 million tons of 
liquid natural gas worth $3.8 bil-
lion. Allowing for imports of pe-
troleum products, its net earnings 
from petroleum products and natural 
gas were about $11.6 billion in 1985. 
This amount was likely to be almost 
halved in 1986. In 1987, although 
oil prices are likely to be higher on 
average than in 1986, Indonesia, 
as an OPEC member, will have to 
reduce its output by about 5 per 
cent.

The crude petroleum exports of 
the Islamic Republic o f  Iran amounted 
to around $13.1 billion in 1 985 
at the rate of about 1.2 million barrels 
a day, out of an output of 2.2 mil-
lion barrels a day. At constant export 
volume, the Islamic Republic of Iran 
would also stand to lose about $6 
billion on its crude oil exports in 
1986. Indications are, however, that 
export volumes also fell substan-
tially in 1986, to perhaps below 
1 million barrels per day, reduc-
ing the export earnings by up to 
$7 billion in 1986., With the oil 
sector contributing about 60 per 
cent to gross national product, the 
collapse of the oil market has caused 
a severe set-back to the economy 
of the Islamic Republic of Iran in 
1986.

With a production of around 
446,400 barrels per day in 1985, Ma-
laysia is a relatively small oil producer. 
Even so, its oil exports amounted 
to nearly 350,000 barrels per day
and exports of petroleum and liquid 
natural gas together reached about 
$4 billion, or 28.9 per cent of total 
exports, in 1985. Allowing for imports 
of about $1.5 billion of oil and oil
products, the net export earnings
from petroleum in Malaysia during 
1985 are estimated at $2.5 billion. 
Even with increases of 13.6 per cent 
in crude petroleum and 26.7 per
cent in liquid natural gas exports, ex-
port values for the first seven months

of 1986 were down by 32.1 per 
cent over the same period of 1985. 
The net export earnings of Malaysia 
from oil and gas are estimated to 
decline by one third or by about 
$0.8 billion in 1986.

Against this, the oil price fall 
has brought substantial gains to oil- 
importing developing countries of 
the region. However, since the oil 
price increases in 1973, many oil- 
importing countries in the region 
have achieved substantial increases 
in domestic production of oil. India, 
for example, produces about 70 
per cent of its domestic oil require-
ments compared with a much smaller 
proportion a decade ago. Bangladesh, 
Pakistan, Thailand and other coun-
tries of the region have also con-
siderably increased the degree of 
self-sufficiency in energy. Moreover, 
oil prices have steadily fallen since 
1982 and the import bill on oil has 
been declining for most countries 
in the region. In 1985, the oil-im-
porting countries of the region ran 
an oil import bill of about $21 billion.a 
The savings on import of oil in 1986 
may, therefore, amount to about 
$8 billion-$9 billion, which is $6 
billion-$7 billion less than the decline 
in the export earnings of the region’s 
oil exporters. These savings have, 
however, considerably eased the ba- 
lance-of-payments situation in a num-
ber of oil-importing developing coun-
tries of the region.

The Republic o f  Korea was 
the largest beneficiary, with savings 
on oil imports worth up to $2.8 
billion in 1986, despite the substan-
tial increase in oil consumption. 
Owing to its high economic growth 
in 1986, oil consumption is estimated 
to have increased from 193 million

a Excluding imports by Indonesia, 
Malaysia and Singapore of $1,229 
million, $915 million and $7,741 
million, respectively. Those by Indo-
nesia and Malaysia have been netted 
out against their exports; imports 
by Singapore are roughly equivalent 
to its exports, reflecting the entrepot 
nature of Singapore’s oil trade, which 
consists of importing crude and ex-
porting refined oil.
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barrels in 1985 to 250 million bar-
rels in 1986.

The savings in import bills for 
oil in the Philippines and Thailand 
are estimated to be $0.5 billion- 
$0.7 billion each. The Philippines 
imported about 47.5 million bar-
rels of oil in 1985b at a cost of about 
$1,330 million. At constant 1985 
import volume, savings on oil imports 
could thus represent $642 million 
in 1986. Recent estimates for Thai-
land by the Thailand Development Re-
search Institute put the average price 
at $16 a barrel in 1986, at which the

b The recession and the foreign 
exchange problems led to a decline 
in oil imports in the Philippines in 
recent years. Data for 1983, 1984 
and 1985 are 59.7, 52.6 and 47.5 
million barrels per year, respectively. 
The corresponding values are $1.7 
billion, $1.4 billion and $1.3 billion. 
In 1986, imports of oil were estimated 
to reach 49.1 million barrels per 
year at a value of $0.76 billion.

oil import bill was estimated to fall
to 34 billion ($1.3 billion) in 1986
from 56.7 billion ($2.08 billion)
in 1985, or a decline of about 40 per 
cent.

Among the South Asian coun-
tries, India was a major beneficiary 
from the fall in oil prices. In 1985/86, 
there was an estimated doubling 
of net imports of crude oil, com-
pensated for by the 38 per cent fall 
in net imports of petroleum products 
as a result of an expansion in the 
oil refining capacity. The estimated 
saving owing to lower oil prices in 
1986 could, on unchanged produc-
tion and import levels, reach $800 
million.

In Pakistan, despite total energy 
consumption rising at about 10-11 
per cent in 1985/86, for the period 
July 1985 to April 1986, the volume 
of crude oil imports declined by
10.8 per cent compared with the 
same period a year before. This 
was mainly due to an increase of
57.8 per cent in domestic oil produc-
tion in 1985/86. Pakistan was thus 
likely to have saved about $435

million in reduced oil imports in 
1986. Similarly, Bangladesh and 
Sri Lanka, assuming unchanged im-
port volumes of oil, could save about 
$100 million each on their oil im-
port bills.

The fall in oil prices will have 
other accompanying effects, which 
are not easy to estimate and will 
be spread over a longer span of time. 
The remittances from Western Asia 
to the region, which at currently 
prevailing oil prices finance the region’s 
entire import bill of oil, are already 
on a downward trend could fall fur-
ther as a result of the steady erosion 
in the oil revenue surpluses of the 
oil-exporting countries in Western 
Asia. There will inevitably also be 
considerable fall-off in the substan-
tial amount of aid from OPEC and 
Arab countries. Yet another seri-
ous consequence is the fall in the 
rate of investment in oil explora-
tion as a result of the decline in its 
profitability. Many countries of the 
region have given additional incentives 
to foreign oil companies to induce 
them to continue their operations.

Shares of exports and imports of oil of major exporting and importing countries of the developing ESCAP region, 
1985

Sources: Asian Development Bank, Key Indicators o f  Developing Member Countries o f  ADB, vol. XVII (July 1986); and 
national sources.
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Table I.6. Developing economies in the ESCAP region. Balance of payments: principal components, 1982-1986
(Millions o f  US dollars)

Merchandise
Trade

balance

Services
and

income
balance

Private
transfers

(net)

Balance on 
goods, services 

and private 
transfers

Exports Imports

Bangladesh 1982 768.4 -2 221.1 -1 452.6 -346.8 394.4 -1 405.0
1983 723.9 -1 930.7 -1 206.8 -271.1 649.6 -828.3
1984 931.7 -2 340.0 -1 408.3 -324.3 473.3 -1 259.3
1985 999.5 -2 299.8 -1 300.4 -317.6 394.8 -1 223.2
1986a 220.9 -561.2 -340.3 -82.3 110.8 -311.8

Burma 1982 422.8 -913.0 -490.2 -74.7 7.1 -557.8
1983 375.2 -728.2 -353.0 -73.2 8.1 -418.1
1984 364.1 -564.5 -200.4 -85.3 7.2 -278.5
1985 310.8 -512.9 - 202.1 -83.9 5.8 -280.2

China 1982 21 125 -16 876 4 249 1 088 530 5 867
1983 20 707 -18 717 1 990 1 986 436 4 412
1984 23 905 -23 891 14 2 053 305 2 372
1985 25 108 -38 231 -13 123 1 463 171 -11 489

Fiji 1982 251.4 -440.2 -188.8 78.6 -3.0 -113.2
1983 217.1 -421.2 -204.1 114.8 2.0 -91.3
1984 227.9 -390.7 -162.8 121.0 -3.8 -45.6
1985 209.1 -382.7 -173.5 138.7 -10.4 -45.2

India 1982 9 226 -14 046 -4 820 -621 2 599 -2 842
1983 9 770 -13 868 -4 098 -917 2 650 -2 365
1984b 5 367 -7 046 -1 679 -492 1 096 -1 075

Indonesia 1982 19 747 -17 854 1 893 -7 351 - -5 458
1983 18 689 -17 726 963 -7 415 10 -6 442
1984 20 754 -15 047 5 707 -7 730 53 -1 970
1985 18 527 -12 705 5 822 -7 833 61 -1 950

Malaysia 1982 11 966 -12 719 -753 -2 816 -53 -3 622
1983 13 683 -13 251 432 -3 920 -35 -3 523
1984 16 407 -13 426 2 981 -4 614 -63 -1 696
1985 15 138 -11 563 3 575 -4 267 -49 -741

Nepal 1982 87.6 -406.3 -318.7 90.8 34.0 -193.9
1983 101.5 -468.3 -366.8 88.7 39.1 239.0
1984 130.1 -402.9 -272.8 59.9 34.8 -178.1
1985 162.6 -451.1 -288.6 45.3 36.4 -206.9

Pakistan 1982 2 341 -5 744 -3 403 -552 2 793 -1 162
1983 2 877 -5 592 -2 715 -635 3 116 -234
1984 2 480 -6 234 3 754 -767 2 942 -1 579
1985 2 648 -5 925 -3 277 -863 2 687 -1 453
1986a 776 -1 537 -761 -180 753 -188

Papua New 1982 765.4 -1 017.6 -252.2 -373.7 - 122.6 -748.5
Guinea 1983 823.6 -974.8 -151.1 -379.6 -97.4 -628.1

1984 915.4 -965.6 -50.2 -440.7 -95.0 -585.9

Philippines 1982 5 021 -7 667 -2 646 -1 040 322 -3 364
1983 5 005 -7 490 -2 485 -738 237 -2 986
1984 5 391 -6 070 -679 -975 118 -1 536
1985 4 629 -5 111 -482 111 172 -199
1986a 1 089 -1 220 -131 141 55 65

Republic of 1982 20 879 -23 473 -2 594 -555 447 -2 702
Korea 1983 23 204 -24 967 -1 763 -435 566 -1 632

1984 26 335 -27 371 -1 036 -877 516 -1 397

1985 26 442 -26 461 -19 -1 446 555 -910
1986b 15 138 -14 292 846 -608 398 636
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Table I.6 (continued)

Merchandise
Trade

balance

Services
and

income
balance

Private
transfers

(net)

Balance on 
goods, services 

and private 
transfers

Exports Imports

Samoa 1982 13.46 -45.31 -31.86 -6.44 18.63 -19.67
1983 17.69 -44.12 -26.42 -5.56 20.33 -11.65
1984 19.75 -45.55 -25.80 -5.53 20.27 -11.06
1985 16.11 -46.60 -30.49 -2.61 23.63 -9.47

Singapore 1982 19 435 -26 196 -6 762 5 670 -101 -1 193
1983 20 429 -26 252 -5 823 5 187 -170 -806
1984 22 662 -26 734 -4 071 3 550 -193 -714
1985 21 500 -24 535 -3 035 2 955 -159 -239

Solomon 1982 58.3 -59.1 - 0.8 -16.6 -4.5 -21.9
Islands 1983 62.0 -61.5 0.5 -19.0 - 2.6 - 2 1 .1

1984 91.7 -65.8 25.9 -33.5 -1.7 -9.3
1985 70.1 -69.4 0.7 -30.1 -1.4 -30.8

Sri Lanka 1982 1 013.9 -1 794.3 -780.4 -194.0 263.8 -710.6
1983 1 061.2 -1 725.6 -664.4 -246.4 274.5 -636.3
1984 1461.6 -1 698.7 -237.1 -235.6 276.5 -196.2
1985 1 302.9 -1 960.2 -657.3 -311.5 268.7 -700.1

Thailand 1982 6 835 -7 565 -731 654- 75 -1 112
1983 6 308 -9 169 -2 861 -290 153 -2 998
1984 7 338 -9 236 -1 898 -386 59 -2 226
1985 7 059 -8 391 -1 332 -370 47 -1 655
1986a 2 115 -2 014 101 -14 9 96

Vanuatu 1982 10.7 -43.3 -32.6 1.5 8.2 -22.9
1983 17.9 -45.8 -27.9 4.1 6.0 -17.8
1984 32.5 -51.5 -18.9 3.2 6.9 - 8.8
1985 18.1 -52.3 -34.2 2.3 6.8 -25.1

Source: International Monetary Fund, International Financial Statistics, vol. XL, No. 1 (1 January 1987).
Note: The data on merchandise trade in this table are not strictly comparable with those in table I.7, which are from dif-

ferent sources.
a  .retrauq dnoceS b .retrauq tsriF

suffered significant set-backs in 
their growth and export perform-
ance in 1985 — had also to re-
duce their imports substantially 
in that year. Among the major 
countries, only China had an im-
port boom in 1985, with imports 
growing at the phenomenal rate 
of 62 per cent. The import growth 
was likely to be much slower in
1986.

The services and income bal-
ance is a major component of the 
current account balance of pay-
ments, which, for most develop-
ing countries in the region, is 
negative. Among the countries in 
the region for which data were 
available, there was a substantial

positive balance on the services ac-
count in China, Fiji, Nepal, Singa-
pore and Vanuatu. In 1985 and
1986 there was some moderation in 
the payments for service imports 
in the countries of the region. 
While the payments on account of 
shipping and insurance tended to 
be subdued owing to lower volumes 
of trade and stable freight rates, 
income payments on account of 
loans and investment also tended 
to moderate with a fall in the no-
minal rates of interest on foreign 
loans.

However, the sharp apprecia-
tion of the yen since late 1985 
was increasing the cost of servicing 
the large portfolio of yen deno-

minated obligations in a number 
of countries in the region. The 
high value of the United States 
dollar since 1982 had encour-
aged countries in the region to 
diversify the currency composi-
tion of their external liabilities 
especially in favour of the Ja-
panese yen. Consequently the 
yen-denominated external liabi-
lities of a number of countries 
in the ESCAP region, especially 
among the ASEAN members, rose 
quite rapidly over the past several 
years. In Thailand, for example, 
government and government-guar-
anteed long-term yen obligations 
increased by 66 per cent between 
December 1983 and April 1986
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whereas dollar-denominated ob-
ligations increased by about 14 
per cent during the same period. 
The debtor countries faced in-
creased liabilities on yen loans

which partially eroded the benefits 
of lower interest rates on their 
debt servicing (see Box I.5).

The growth in a major item 
of service exports in the region,

tourism, was also generally weak. 
Earnings from tourism remained 
subdued in several countries in-
cluding Nepal, the Philippines, 
Singapore and Sri Lanka. Rates

Box I.5. Effect of exchange rate adjustments on external debts
Though the total external debt 

of the developing ESCAP region, 
amounting to about $210 billion in
1984, is still less than a quarter of total 
developing country debt, many coun-
tries of the region are becoming 
concerned about the growth of debt 
and the increasingly uncertain pros-
pects of their ability to service it. 
In many countries this has also led 
to inhibitive policies of economic 
management and to postponement 
of important development projects, 
which are bound to have adverse 
effects on future growth. Many 
countries of the region are increas-
ingly facing the dilemma of either 
stepping up their debt burden beyond 
the prudent limits warranted by cur-
rent uncertain export prospects or 
curtailing badly needed development 
projects which cannot be carried out 
without external finance.

During 1985 and 1986, the 
changes in the external environment 
have had considerable impact on the 
debt situation of many developing 
countries in the region. The impact 
has varied according to the structure 
of the debt in terms of concessional 
and commercial sources of financing, 
as well as in terms of the currency 
composition of the debt. Countries 
with a higher proportion of commer-
cial debt have benefited correspond-
ingly more from the fall in interest 
rates in the last two years, while 
those with a significantly high pro-
portion of debt denominated in 
yen and currencies which have appre-
ciated against the dollar have had 
to pay correspondingly more in debt- 
servicing payments in dollars.

A related factor has been the 
effect on exports. In 1985, the ex-
port performance of most developing 
countries in the region deteriorated, 
giving rise to both an increase in ex-
ternal debt and slow growth and, 
in many cases, an absolute decline 
in exports. This led to a sharper 
rise in the debt-service ratio in a num-
ber of countries, especially Indonesia, 
Malaysia, Pakistan and Thailand (see 
table).

The above factors have affected 
most countries in East and South- 
East Asia, where, generally, the ratio 
of commercial debt is high and the 
proportion of non-dollar denominated 
debt is significant. Owing to the 
differences in the composition of 
their debt and, especially in the na-
ture of their exports, Indonesia and 
Malaysia, on the one hand, are likely 
to have increased their debt-service ra-
tio in 1986, while, on the other hand, 
the debt situation in the Republic of 
Korea and Thailand improved con-
siderably. These four countries ac-
count for almost two thirds of total 
external debt in the developing ESCAP 
region.a

In Indonesia, the debt-service

a For a detailed discussion on 
the debt problems of the Philippines 
in the context of the country’s ef-
forts to revive the economy, see 
box I. 7, pp. 42-43.

ratio for total gross debt, public and 
private, rose from 21.6 per cent 
in 1984 to 25.0 per cent in 1985. 
The ratio is estimated to rise to 32.7 
and 30.0 per cent in 1986 and 1987, 
respectively. The debt situation 
has been adversely affected by the 
fall in its exports and the currency 
composition of its trade and out-
standing debt.

More than 80 per cent of its 
exports earnings, mostly from oil, 
are dollar denominated, while nearly 
60 per cent of its imports originate 
from countries with currencies ap-
preciating against the dollar. Real 
exports fell sharply during the second 
half of 1985 and in 1986.

On the other hand, about 60 
per cent of Indonesian debt (public 
and publicly-guaranteed) is denomi-
nated in currencies which have appre-
ciated against the dollar. As the dollar 
depreciated, the external debt servicing 
of Indonesia rose rapidly. The increase

Selected developing countries in the ESCAP region. Debt outstanding 
and debt-service ratio, 1983,1984 and 1985

Debt outstanding Debt-service  ratio

1983 1984 1985 1983 1984 1 985

(Billions o f  US dollars) (Percentage)

Bangladesh 5.4 5.9 6.4a 28.6 29.0 29.2a

China 6.4b 7.2b 4.2 3.9

India 26.1 28.4 17.0 19.2

Indonesia 23.5c 24.6c 28.3c 19.2 21.6 25.0

Malaysia 31.8 37.6 40.2 9.7 11.4 14.0

Pakistan 12.2d 12.5d 12.7a d 24.6 28.1 35.1

Philippines 24.8 25.4 26.2 32.7 35.0 35.0

Republic of Korea 40.2 42.6 47.2 20.9 22.9 23.9
Thailand 14.0 15.6 17.3 23.2 24.0 27.4

Sources: National sources.
a bEstimated. Outstanding medium- and long-term external debt. 

c Medium- and long-term public and publicly-guaranteed debt. d Disbursed 
external public debt.
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of growth in tourist arrivals slowed 
from -5.1 per cent in 1984 to 
-7.9 per cent in 1985 in the Philip-
pines, from 4.5 per cent to -3.0 
in Malaysia, from 4.8 per cent

to 1.3 per cent in Singapore and 
from 7.1 to 3.9 per cent in Thai-
land.

The services and income ac-
count balance under the influence

of the above factors tended to 
deteriorate in 1985 in a number 
of countries in the region, in-
cluding China, Nepal, Pakistan, 
the Republic of Korea, Singapore 
and Sri Lanka. Substantial im-
provements were recorded in Fiji, 
Indonesia, Malaysia and the Philip-
pines. In 1986, this balance could 
be expected to improve consider-
ably as a result of the decline in 
interest rates and the somewhat 
better prospects for tourism in 
the region, whose attractiveness 
has increased relative to other 
tourist destinations in recent years.

Unrequited private transfers, 
which include workers’ remittances, 
represent an important positive 
item on balance for countries such 
as Bangladesh, India, Nepal, Paki-
stan, the Philippines, the Repub-
lic of Korea, Sri Lanka and Thai-
land. Remittances have tended 
to decline in recent years with 
the fall off in demand for ex-
patriate workers in the oil-ex-
porting countries in Western Asia 
and the reduced rates of earnings 
of those still working there. For 
countries such as Malaysia and 
Singapore, inflows of gifts and 
donations to charities were out-
weighed by outflows of remit-
tances by non-nationals, produc-
ing small deficits. Private transfers 
were small for other countries 
as well.

In 1986, although export earn-
ings were almost certain to fall 
further for most countries of the 
region, most of the oil-importing 
countries expected lower oil prices 
and interest rates on their external 
debt to produce favourable effects 
on their current account balance 
of payments. Among the major 
oil-exporting countries in the re-
gion, while China was expected 
to substantially reduce its record 
current account deficit of 1985, 
the deficits of other oil-export-
ing countries were likely to widen 
considerably.

in debt servicing owing to currency 
realignments is estimated to be around 
$1 billion annually in 1986. The 
offsetting gain from the falling in-
ternational interest rates, however, 
is estimated at $140 million-$150 
million.

In Malaysia, external debt rose 
rapidly in 1983 and 1984 but in 1985 
the growth of outstanding external 
debt slowed down considerably as a 
result of the Government’s effort 
to reduce the fiscal deficit and the 
size of the public sector in the econo-
my. Debt increased by only 7 per 
cent in 1985 compared with 31 and
18 per cent in 1983 and 1984. Ex-
cluding short-term debt, the exter-
nal debt of Malaysia represented 55.6 
per cent of gross national product 
at the end of 1985 and amounted 
to $40.2 billion.

In 1985, the debt-service ratio 
climbed steeply from 12.4 per cent 
in 1984 to 26.4 per cent but this 
included prepayments for debt res-
tructuring to secure more favourable 
terms with regard to the interest 
and maturity profile. The debt- 
service ratio (excluding prepayments) 
rose from 11.4 per cent in 1984 
to 14.0 per cent in 1985, owing to a 
marked increase in debt-service pay-
ments and sluggish growth in export 
earnings. In 1986, the debt-service ra-
tio in Malaysia will be affected by a 
sharp fall in oil exports as well as by 
the appreciation of the yen, in which 
about 17 per cent of the debt is de-
nominated.

The Republic o f Korea has 
the highest level of external debt 
in the region, estimated at about 
$42.6 billion in 1984. The external 
debt increased rather rapidly in 1985 
owing to a sharp deterioration in 
the current account balance of pay-
ments. Debt rose by 11 per cent 
to amount to a high of 57 per cent 
of gross national product. In 1986, 
the combination of lower interest 
rates, lower oil imports and the en-
hanced competitiveness of its exports 
owing to the appreciation of the 
yen caused a remarkable turn-around

in its current account balance, which 
showed a substantial surplus. In turn, 
this enabled the Republic of Korea 
not only to limit its borrowings but 
also to lower its outstanding debt.

Nevertheless, exchange rate ad-
justments resulted in some rise in 
the dollar value of outstanding debt 
and of debt-service payments. On 
the positive side, the Republic of 
Korea gained substantially from lower 
interest rates as it had a high propor-
tion of short-term and variable in-
terest rate long-term debt. How-
ever, owing to higher amortization 
payments, the debt-service ratio grew 
rapidly, reaching 23.9 per cent in
1985, up from 22.9 per cent in 1984 
and 20.9 per cent in 1983. The net 
effect of recent changes on the debt- 
service burden will be substantially 
favourable to the Republic of Korea 
in 1986.

The growth in foreign debt has 
been a major policy concern in Thai-
land in recent years. Its external 
debt has been rising rapidly since 
1983, to reach about $17.3 billion 
at the end of 1985. Total outstand-
ing debt increased by more than
11 per cent in 1985, about the same 
rate as in 1984. Part of the increase 
is, however, due to valuation adjust-
ments in the non-dollar denominated 
part of the debt which is estimated 
to be around 47 per cent for medium- 
and long-term public sector debt. 
In 1985 alone, about $0.9 billion 
of the $2 billion increase in debt 
resulted from the exchange rate 
adjustment. Between mid-September
1985 and mid-July 1985, the increase 
in outstanding debt owing to the 
appreciation of the yen and other 
lending country currencies was es-
timated at slightly over $2 billion. 
The accumulation of debt, the bunch-
ing of repayments and the low value 
of exports resulted in a significant 
jump in the debt-service ratio in 1985, 
from 24.0 per cent in 1984, to 27.4 
per cent in 1985. In 1986, the fall 
in interest rates and favourable effects 
of yen appreciation on exports mod-
erated the rise in debt-service ratio.
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3. Balance of payments and 
capital flows

Despite their declining rela-
tive importance, official transfers 
consisting of foreign-aid grants 
continue to be an important sup-

plement to the foreign exchange 
earnings of low income countries 
and have served to reduce the 
deficits to be financed by loans 
and other forms of debt-creating 
capital flows. Available data for
1985 indicate a general decline

in such transfers to most coun-
tries in the region (see table I .7).

Long-term capital flows con-
sisting of borrowing from both of-
ficial and private creditors, and 
direct foreign investment, consti-
tute the most important source

Table I.7. Developing economies in the ESCAP region. Balance of payments and capital flows, 1982-1986
(Millions o f  US dollars)

Balance 
on goods, 
services 

and private 
transfers

Long-term capital
Short-
term

capital

Errors
and

omissions

Change b 
in reserve 

(— =increase)

Official
transfers Total Direct

investment
Others Overall a

balance

Bangladesh 1982 -1 405.0 749.2 609.9 _ 609.9 -121.1 67.4 -91.5 43.9
1983 -828.3 768.5 476.1 1.7 474.4 -51.4 -16.3 363.1 -322.0
1984 -1 259.3 730.1 547.5 1.0 546.5 12.3 -47.1 -6.1 28.8
1985 -1 223.2 645.6 496.6 -7.2 503.8 -22.1 -12.5 -120.4 122.0
1986c -311.8 115.3 148.0 0.4 147.6 9.5 26.0 -20.8 20.8

Burma 1982 -557.8 59.1 328.9 328.9 11.3 25.5 -146.7 146.7
1983 -418.1 74.1 213.4 . . . 213.4 32.2 72.4 -24.5 24.5
1984 -278.5 60.7 193.5 . . . 193.5 0.2 9.3 -15.7 15.7
1985 -280.2 74.7 132.4 132.4 16.4 38.7 -22.6 22.6

China 1982 5 867 -44 409 427 -18 98 -5 6 338 -6 338
1983 4 412 75 1 172 563 609 -28 -848 4 785 -4 785
1984 2 372 137 1 608 1 207 401 -411 -1 847 1 816 -1 816
1985 -11 489 72 4 439 1 795 2 644 2 270 34 -4 638 4 638

Fiji 1982 -113.2 20.5 79.3 35.9 43.4 7.0 -15.7 -22.6 22.6
1983 -91.2 26.7 17.3 32.0 39.3 -3.8 -9.1 -9.6 9.6
1984 -45.6 18.8 34.8 23.1 11.7 -0.1 -0.3 1.1 -1.1
1985 -45.2 38.4 8.1 33.6 -25.5 1.8 -7.8 12.0 -12.0

India 1982 -2 842 318 1 116 — 1 116 -659 369 -1 894 1 894
1983 -2 365 411 1 532 - 1 532 510 -824 -755 755
1984d -1 075 260 1448 - 1 448 312 -35 806 -806

Indonesia 1982 -5 458 134 5 096 540 4 556 526 -2 151 -1 879 1 879
1983 -6 442 104 5 323 660 4 663 731 467 172 -172
1984 -1 970 114 3 032 178 2 854 476 -702 941 -941
1985 -1 950 110 1 824 236 1 558 -98 585 528 -528

Malaysia 1982 -3 622 21 3 605 3 201 404 140 -406 -389 390
1983 -3 523 26 3 966 2 670 1 296 -113 -371 -44 42
1984 -1 696 24 3 143 1 800 1 343 -123 -863 338 -344
1985 -741 19 1 573 1 021 552 410 -109 1 207 -1 203

Nepal 1982 -193.9 108.6 60.5 — 60.5 2.1 24.4 3.5 -4.2
1983 239.0 93.4 62.0 - 62.0 45.4 30.1 -59.4 59.2
1984 -178.1 82.9 71.9 - 71.9 -11.8 12.8 -44.7 44.7
1985 -206.9 80.6 90.3 - 90.3 -29.5 0.7 -32.6 32.6

Pakistan 1982 -1 162 360 524 66 458 47 33 -194 170
1983 -234 258 432 31 401 335 -14 805 -846
1984 -1 579 384 422 69 853 28 -95 -779 756
1985 -1 453 347 602 259 343 241 40 -325 254
1986c -188 129 205 74 131 77 -48 170 -171

Papua New 1982 -748.5 206.7 481.4 84.1 397.3 -1.8 -27.8 61.0 -61.0
Guinea 1983 -628.1 256.7 449.8 137.7 312.1 6.3 12.4 -10.5 10.4

1984 -585.9 261.9 237.1 113.4 123.7 19.2 114.8 25.8 -25.8
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Table I.7 (continued)

Balance 
on goods, 
services 

and private 
transfers

Official
transfers

Long-term capital
Short-
term

capital

Errors
and

omissions

Overall a 
balance

Change b 
in reserve 

(-= increase)
Total Direct

investment
Others

Philippines 1982 -3 364 152 1 565 17 1 548 1 281 -364 -641 629
1983 -2 986 235 1 156 112 1 044 -1 550 -356 -3 373 1 918
1984 -1 536 268 291 6 285 474 100 -255 -392
1985 -199 207 3 042 -9 3 051 -2 741 643 1 125 -25
1986c 65 54 247 35 212 -396 -75 -14 97

Republic of 1982 -2 702 52 1 919 61 1 858 2 159 -1 301 74 -74
Korea 1983 -1 632 26 1 791 131 1 660 524 -945 -171 171

1984 -1 397 25 3 012 406 2 606 -189 891 527 -527
1985d -910 23 2 295 1 182 1 113 -333 -883 158 -158
1986 636 2 -220 389 -609 -624 -129 -245 245

Samoa 1982 -19.67 12.80 -0.53 _ -0.53 -0.03 3.27 -3.37 -1.04
1983 -11.65 15.61 3.81 - 3.81 0.08 0.71 3.02 1.37
1984 -11.06 11.89 5.10 - 5.10 0.02 0.89 1.34 2.45
1985 -9.47 11.16 0.58 - 0.58 -0.05 2.64 -0.39 1.45

Singapore 1982 -1 193 -13 1 943 1 272 671 365 74 931 -931
1983 -806 -14 1 130 851 279 1 545 -798 784 -784
1984 -714 -13 1 239 1 221 18 697 305 1 152 -1 152
1985 -239 -14 915 1 490 -575 -220 908 2431 -2 431

Solomon 1982 -21.9 11.4 13.4 1.0 12.4 3.1 15.9 17.4 -17.4
Islands 1983 - 2 1 . 1 15.2 10.2 0.3 9.9 3.5 6.8 8.7 -8.7

1984 -9.3 14.6 8.1 1.9 6.2 1.1 4.2 13.7 -13.7
1985 -30.8 11.8 7.9 0.9 7.0 - -4.2 -24.0 24.0

Sri Lanka 1982 -710.6 161.6 518.5 63.6 454.9 -18.1 0.6 -28.7 -51.2
1983 -636.3 170.1 408.7 37.8 370.9 36.0 14.8 -26.7 24.5
1984 -196.2 202.6 369.7 32.6 337.1 - 20.2 -45.3 311.9 -238.6
1985 -700.1 143.9 328.2 29.8 298.4 28.4 85.5 -69.3 59.0

Thailand 1982 -1 112 108 1 235 257 978 58 -528 -270 120
1983 -2 998 124 1 300 456 844 662 587 -352 188
1984 -2 226 115 1 786 555 1 231 767 71 432 -432
1985 -1 655 118 1 617 1 057 560 -99 102 212 -212
1986c 96 42 41 91 -50 -146 46 183 -183

Vanuatu 1982 -22.9 35.0 -37.7 6.9 -44.6 22.4 6.4 - 2.8 2.8
1983 -17.8 26.2 12.2 5.9 6.3 -23.4 3.8 0.9 -0.9
1984 - 8.8 31.7 110.1 7.4 102.7 -137.7 2.1 1.5 -1.5
1985 -25.1 23.8 -42.6 4.6 -47.2 47.7 -4.0 2.5 -2.5

Source: International Monetary Fund, International Financial Statistics, vol. XL, No. 1(1 January 1987).
a Including counterparts to monetization/demonitization of gold, special drawing rights allocations and valuation changes. 
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of financing the current account 
balance of payments for most 
countries.

Direct foreign investment, 
which has been an important com-
ponent of long-term capital inflows 
to South-East Asian countries, has 
been declining in recent years in 
Indonesia, Malaysia, the Philip-
pines and Singapore. Between

1982 and 1985, direct foreign in-
vestment grew rapidly in China, 
increasing more than fourfold. It 
also grew rapidly in the Republic 
of Korea and Thailand in 1985. 
Among the South Asian countries 
where foreign direct investment 
is relatively less important, it 
has grown rapidly in Pakistan, 
especially in 1985, while in Sri

Lanka it has declined continuous-
ly since 1982, to fall to less than 
half that year’s level in 1985.

A major part of long-term 
capital flows in the region are 
loans from official and private 
creditors abroad principally to 
official borrowers at home. Data 
published by the International 
Monetary Fund (IMF), incorpo-
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rated in table I .7, indicate a de-
cline in these flows for most 
countries in the region since 1982, 
with the exception of China, Pa-
kistan and the Philippines. The 
rise for the Philippines largely 
reflects rescheduling of that coun-
try’s existing debts rather than 
net inflow of new credits.

Since 1982, the internation-
al capital market has been cha-
racterized by changes in both 
composition and direction of cre-
dit flows, resulting in a decline 
in bank-related borrowing relative 
to direct recourse to internation-
al securities markets and an un-
precedented concentration of 
lending in favour of OECD bor-
rowers. The market for syndi-
cated loans remained subdued, 
with the volume of business esti-
mated at around $35 billion-$40 
billion in 1986, forming only some
13 per cent of overall international

borrowing compared with 22 per 
cent in 1984-1985. The 1986 
volume of bank lending repre-
sented the lowest figure since 
1977.19 However, bank bor-
rowing still remains the most im-
portant source of financing for 
the small number of Asian mar-
ket participants, although coun-
tries such as China, India, Malay-
sia, the Republic of Korea and 
Thailand have also increasingly 
used the international bond market 
to raise funds in recent years. 
The total market borrowings of 
nine major developing country 
borrowers (China, India, Indonesia, 
Malaysia, Pakistan, the Philippines, 
the Republic of Korea and Thai-
land) increased from $11.9 bil-
lion in 1983 to $16.6 billion

in 1985, while their bond offer-
ings increased from $2.2 billion 
in 1983 to $6 billion in 1985. 
Syndicated bank credit has, how-
ever, been declining slightly. It 
fell from $9.7 billion in 1983 
to $9.6 billion in 1984 and to 
$8.1 billion in 1985. During 
the first five months of 1986 
total syndicated bank credit for 
these countries was $3.8 billion, 
compared with $2.0 billion for 
bond issues and total market 
borrowings of $5.9 billion during 
the same period.

The Asian and Pacific de-
veloping country borrowers con-
tinued to enjoy relatively high 
credit ratings in world financial 
circles and absorbed major pro-
portions of new lendings to de-
veloping countries in recent years, 
partly because of their reputa-
tion for pursuing cautious mone-
tary, fiscal and financial policies.

1 9 Organisation for Economic Co-
operation and Development, Financial 
Market Trends, No. 34 (June 1986), 
p. 5.
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II. ECONOMIC DEVELOPMENTS IN THE ESCAP 
REGION

A. DEVELOPING COUNTRIES

1. South Asia and Burma

T he three major developing 
economies of South Asia — 

India, Pakistan and Sri Lanka — 
account for 88 per cent of the 
population and 93.5 per cent of the 
income of the subregion.1 These 
economies, though quite dissimilar 
in size, do not differ much in terms 
of per capita income, stage of 
economic development and the 
nature of economic and social 
problems faced by them. The 
transition from their currently 
low-income status is not easy 
for any of the three countries 
and the goal of achieving the 
middle-income status has remained 
elusive, though for different rea-
sons.

During 1981-1985 all three 
countries had higher growth rates 
in their real gross domestic pro-
duct (GDP) than the average 
for all developing countries. Their 
per capita income during the 
period rose by an average of 2.9 
per cent for India, 3.8 per cent 
for Pakistan and 3.4 per cent 
for Sri Lanka (see Figure I.5).

Pakistan and Sri Lanka are 
considerably more open economies 
than India and are affected much 
more by external demand factors, 
while India’s diversified economic

1 The other four South Asian coun-
tries, Bangladesh, Bhutan, Maldives and 
Nepal are least developed countries, 
which are separately treated in section 
B of this chapter (pp. 47-57).

structure is much more domestic- 
demand-oriented. None the less, 
in all three economies foreign 
trade plays an important role 
in affecting growth performance.

The economy of India in 
1985/86 continued its growth along 
the upward path that has been 
evident in recent years, despite 
a slow-down in the growth of the 
agricultural sector which still ac-
counts for over a third of GDP. 
The growth rate of real gross na-
tional product (GNP) was estimated 
to have risen to 4 per cent in 
1985/86 from 3.7 per cent achieved 
in 1984/85. The three-yearly 
averages of real GNP growth 
rate since 1980/81 have been 
above 5 per cent. The agricul-
tural sector, which grew by a 
record 10.3 per cent in 1983/84

Figure I.5. Selected developing 
economies in South Asia and Bur-
ma. Average annual growth rates 
of real gross domestic product, 
1976-1980 and 1981-1985

Sources: National sources.

owing to a bumper crop, has 
not grown significantly since that 
year — the 1 per cent growth 
in 1985/86 merely offset the 0.9 
per cent decline in the previous 
year.

The industrial sector grew at 
a slightly slower pace in 1985/86, 
despite a considerably improved 
performance in the manufactur-
ing subsector, which accounts for 
about 80 per cent of industrial 
output. The fall-off in indus-
trial growth from 6.8 per cent 
in 1984/85 to 6.3 per cent in 
1985/86 was mainly owing to 
a slow-down in the growth of 
energy outputs, crude petroleum, 
coal and electricity. This also 
had severe adverse effects on 
energy-using manufacturing indus-
tries as widespread reductions in 
power supply were necessitated, 
ranging from one third in West 
Bengal to two thirds in Haryana. 
The energy situation is expected 
to ease in 1986/87.

A disappointing feature of In-
dian economic performance in 
1985/86 was the considerable 
weakening of the external sec-
tor, which is assigned to play 
a key role in the fulfilment of 
the seventh plan targets. While 
exports declined, and imports grew 
at abnormally high rates. Accord-
ing to provisional figures, India’s' 
exports declined by about 2.7 
per cent, while imports grew 
by 19 per cent during 1985/86. 
However, much of the fall in 
exports was due to the reduction 
in crude petroleum export, which
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was occasioned by the recent 
expansion in refinery capacity. 
Nevertheless, even non-petroleum 
exports grew by only 11 per 
cent, in contrast to the seventh 
five-year plan target of 15 per 
cent and the sixth five-year plan 
achieved average of 14.8 per 
cent for total exports. The ab-
normal rise in imports, on the 
other hand, is attributable to 
some bunching of bulk imports 
(such as petroleum, fertilizers, 
iron and steel and sugar). The 
effect of recent import liberaliza-
tion policies is not easily separa-
ble but the slow-down in imports 
in the second half of the financial 
year suggests that it is relatively 
small in magnitude. The export 
performance also improved con-
siderably in the second half of 
the financial year, partly as a 
result of a more favourable ef-
fective exchange rate.

Although the figures for the 
first quarter of 1986/87 seem 
to confirm that the imbalance 
in external trade is not likely 
to increase, the need for accelerat-
ing export growth seems obvious. 
This is further heightened by the 
increasing pressures on the invisi-
bles and services account because 
of rising interest payments and 
falling remittance receipts. Never-
theless, the foreign exchange re-
serve position remained fairly sta-
ble during 1985/86 owing to 
the increase in non-resident foreign 
exchange accounts and some im-
provements in tourist receipts.

Despite the steady improve-
ment in sectoral and overall growth 
rates during recent years, the 
manufacturing sector’s performance 
fell considerably short of the 
growth target of 6.5 per cent 
during the sixth five-year plan. 
In the seventh plan period (1985/ 
86-1989/90) the target has been 
lowered to 5.6 per cent, which 
is still considerably higher than 
the 4.3 per cent growth rate 
achieved during the sixth five-

year plan period (see B ox  I.6). 
However, the planned growth is 
well within the possibility of 
achievement, given India’s vast 
pool of human resources, the large

size of its domestic market and 
the considerable potential for ex-
port expansion. A breakthrough 
in India’s manufacturing growth 
could lift its overall growth con-

Box I.6. New development plans launched in
Within an interval of a few 

months, the two largest and most 
populous countries, China and India, 
launched new development plans 
which are likely to be of momentous 
significance in the pursuit of economic 
and social development for their 
own countries, as well as for the 
world at large.

Despite considerable difference 
in their economic and social systems, 
the seventh five-year development 
plans of the two countries have a 
striking number of similarities in 
the perception and approach to ac-
celerated economic growth.

Both plans have been drawn 
against a long-term perspective of 
the two economies up to the year 
2000. The main objective of the 
seventh plan of China is to achieve 
the long-term goal of quadrupling 
the gross annual value of industrial 
and agricultural production by the 
end of the century. The seventh 
year plan of India sets the target 
of creating “by the year 2000 the 
conditions necessary for self-sustaining 
growth and to provide the basic 
material requisities of well-being for 
all people”. Both countries thus 
clearly aim at reducing significant-
ly the incidence of poverty and at 
enabling the majority of their popu-
lation to satisfy the basic needs.

These plans underline the neces-
sity of pursuing rather ambitious 
growth targets with annual gross 
domestic product growth set at 7.5 
per cent for China and gross domestic 
product growth set at 5 per cent

a “The Seventh Five-Year Plan 
of the People’s Republic of China 
for Economic and Social Develop-
ment (1986-1990), Excerpts”, Beijing 
Review, vol. 29, No. 17 (28 April 
1986), pp. I-XXIII; and An Zhiguo, 
“Discussions on the New Five-Year
Plan” , loc. cit., pp. 4-5.

b

Government of India, Planning 
Commission, Seventh Five Year Plan, 
1985-90, vols. I and II (New Delhi, 
October 1985).

for India. In historical terms, the 
Chinese target is considerably lower, 
while the Indian target is slightly 
above the growth rates achieved 
in the preceding five years.

Both development plans acknow-
ledge limits to further acceleration 
in investments. In India, the gross 
investment ratio is projected to in-
crease from 24.5 per cent in 1984/85 
to 25.9 per cent in 1989/90. In the 
case of China, the average accumu-
lation rate stands at 30 per cent 
over plan duration, a figure slightly 
below the 1985 level. In both coun-
tries, the fulfilment of the plan ob-
jectives is to be achieved largely 
through a sharp increase in and ef-
ficient use of capital and other re-
sources. However, the rough estimates 
of the incremental capital output 
ratio reveal considerable differences. 
While in China it stands at about 
3.8, for India the ratio is projected 
at 5. These figures reflect differences 
in the product and technological mix 
of incremental output in the two 
countries. However, although the In-
dian ratio is a little higher than that 
realized during the sixth plan period, it 
is somewhat lower than the trend value 
of 5.5. The attempt to lower the 
values of the ratio underpin the em-
phasis on efficiency in both coun-
tries.

In China, the reforms to read-
just the industrial structure, the 
introduction of an appropriate incen-
tive system in production and in-
vestment decisions, the concentration 
on investments in directly produc-
tive sectors and, finally, the con-
tinuous technological upgrading at 
all levels are all aimed at sharply ris-
ing productivity and efficiency in the 
economy. Very similar measures 
are provided in the Indian plan, which 
calls for “greater efficiency, reduc-
tion of costs and improvement in 
quality” as well as for “absorption 
of new technology, greater atten-
tion to economies of scale and greater 
competition”. In both countries 
improved productivity and growth 
in the industrial sector are predicated
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siderably above the levels so far 
achieved.

In the past two years or 
so there has been a determined 
effort on the part of the Govern-

ment to change the policy envi-
ronment so as to unshackle and 
invigorate the manufacturing sec-
tor. A comprehensive set of policy 
measures were introduced in the

1985/86 budget designed to re-
move or relax many of the con-
straints facing the manufactur-
ing sector, including restrictions 
on the use and expansion of capa-
city, price controls, limits on im-
ports of inputs and capital goods 
and lack of sufficient incentives to 
exporters. These measures, many 
of which have already been imple-
mented, along with the continu-
ing high growth rates of the infra-
structure industries, are bound to 
accelerate manufacturing growth 
above the unimpressive rates 
evident in the past.

India’s expanding external cap-
ital requirements are being increas-
ingly met from private, rather 
than official sources of finance. 
Over the past decade, it has been 
estimated that while the average 
annual real inflow of capital has 
increased by 22 per cent, offi-
cial flows in real terms have de-
clined by 4 per cent and the pro-
portion of private capital flows 
in the first half of the 1980s 
has risen to about 25 per cent. 
At the same time, the terms of 
aid to India have hardened with 
a decline in the average conces-
sional element from 68.6 per 
cent during the early 1970s to
38.6 per cent in the early 1980s.

For 1985/86, the Aid India 
Consortium pledged total assistance 
equivalent to $3,879 million as 
against $3,956 million pledged 
last year. Of the total amount 
pledged by the Consortium, $2,500 
million was pledged by the World 
Bank and International Develop-
ment Association, $227 million by 
other multilateral agencies and the 
balance of $1,152 million by the 
bilateral donors. Up to 1979/80, 
India’s external commercial bor-
rowings aggregated to only Rs
6 billion (approximately $0.5 bil-
lion). With the deteriorating 
climate of aid, however, India 
has stepped up external com-
mercial borrowings on a larger 
scale, while keeping an eye on

Chinaa and Indiab
on the provision of a more competi-
tion environment. Appropriate indus-
trial policies are called for. Greater 
exposure to foreign competition and 
trade through the “opening up” 
of their economies is also considered 
an important move towards raising 
efficiency and reducing production 
costs. Finally, both plans recognize 
the high priority to be given to the 
provision of infrastructure and trans-
port, and to the rapid growth of 
the energy sectors.

For the mobilization of resources 
to finance plan outlays, both plans 
put emphasis on efforts to build 
a more comprehensive and efficient 
tax system and a more appropriate 
public sector pricing system, related 
in the case of India largely to public 
enterprises. The Government has 
undertaken important measures in 
recent years to improve the elastici-
ty and efficiency of the tax system 
and to raise public enterprise savings.

In both development plans, the 
crucial importance of earning more 
foreign exchange by accelerating ex-
port growth is explicitly stressed. 
This will be necessary to finance 
increasing import requirements to 
realize the planned industrial growth 
and to upgrade technology in the econ-
omies. The volume of exports is pro-
jected to rise by 7 per cent annually 
in the Indian plan, while China’s 
exports are projected to grow by 
8.1 per cent. The differences in 
import growth are smaller, with 
Indian imports projected to rise by
5.8 per cent compared with 6.1 per 
cent annual growth of imports in 
China. Finally, direct foreign invest-
ment is considered an important source 
of finance in both countries, particular-
ly in China plans, which intends to 
“improve laws and regulations con-
cerning foreign nationals and firms 
and make investment more attrac-
tive to foreigners” .

Some key objectives of the seventh five-year development plans of 
China and India
(Percentage average annual growth)a

China India

Gross domestic product 7.5 5.0
Primary industry 4.2 2.5
Secondary industry 7.7 6.6
Tertiary industry 11.4 6.3
Agricultural output 4.0 4.0
Industrial (total) output 7.0 8.3
Investment ratio 30.0 25.9
Consumption 5.0 5.0
Export volume 8.1 7.0
Import volume 6.1 5.8
Grain output 2.4 3.5

Sources: “The Seventh Five-Year Plan of the People’s Republic of China 
for Economic and Social Development (1986-1990), Excerpts”, Beijing
Review, vol. 29, No. 17 (28 April 1986), pp. I-XXIII; An Zhiguo, “Discus-
sions on the New Five-Year Plan”, loc. cit., pp. 4-5; and Government of India,
Planning Commission, Seventh Five Year Plan, 1985-90, vols. I and II (New
Delhi, October 1985).

a Except investment ratio, which measures the ratio of gross investment 
to gross domestic product.
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the debt-servicing capacity. From 
1980/81 to 1984/85, the amount 
of external commercial borrowings 
has averaged Rs 14.5 billion (about 
$1.2 billion) per year. In the 
first three quarters of 1985/86, 
India borrowed Rs 12.35 billion 
(or a little over $1 billion) from 
commercial sources. Debt ser-
vicing as a proportion of export 
earnings has remained at a level 
of 13.7 per cent (as of 1985/86) 
but is likely to go up in the next 
few years.

After the slow-down in 1983/ 
84, when real GDP grew by 4.2 
per cent, the economy of Pakistan 
showed considerable resilience and 
buoyancy, with real GDP growth 
rising to 8.4 per cent in 1984/85 
and decelerating slightly to 7.5 
per cent in 1985/86. The growth 
in 1985/86 was balanced, with 
the agricultural sector showing 
renewed vigour and producing 
bumper crops of wheat and cot-
ton. Industrial investment is 
slowly reviving through a package 
of new incentives to private in-
vestment. The balance-of-payments 
position has shown considerable 
improvement after a sharp de-
terioration in 1984/85. The 
prospects for sustained growth of 
the Pakistani economy in the 
medium term were, however, not 
unequivocally clear, with domestic 
resource mobilization being the 
major area of uncertainty and 
concern.

The growth in agriculture in 
the last two years has been impres-
sive but is partly in the nature 
of a recovery from the low levels 
to which it plunged in 1983/84. 
The growth in agriculture’s value 
added in real terms was about 12.1 
per cent between the period 1983-
1986. Food grains production 
has increased at an annual average 
rate of 2.6 per cent during the 
three-year period. Wheat produc-
tion did not fully recover to its 
1982/83 level until 1985/86, when 
it rose by 18.8 per cent over

the previous year. Cotton out-
put, which had sharply dropped 
in 1983/84, recovered strongly in 
1984/85 to 5.93 million bales 
and increased further to 7.1 mil-
lion bales in 1985/86. Rice out-
put, however, has been declining 
since 1982/83 and in 1985/86 
it declined by 8 per cent as com-
pared with the previous year. 
Sugar-cane output also declined 
by 16.7 per cent over the pre-
vious year. Both rice and sugar-
cane are irrigated crops and were 
adversely affected by shortage 
of water. Pakistan’s agricultural 
growth in the past has relied 
on expansion of acreage or irriga-
tion facilities while crop yields 
have continued to stagnate des-
pite increasing use of fertilizers 
and other inputs. The resurgence 
in cotton output, however, has 
been largely due to an improve-
ment in yields brought about 
by the introduction of a new 
seed variety with yields twice 
as high as those of traditional 
varieties.

In 1985/86, the manufacturing 
sector is estimated to have grown 
by 8.2 per cent, slightly slower 
than the growth of 8.6 per cent 
in the preceding year. All large 
scale manufacturing industries, with 
the exception of sugar and tex-
tiles, increased their output. The 
decline in sugar output was caused 
by the fall in sugar-cane produc-
tion, while the fall in cotton
textiles output was due to a shift 
towards increased production and 
export of yarn. Among indus-
tries whose annual output in
1985/86 increased significantly 
were cement (22.2 per cent),
cotton yarn (9 per cent) and
petroleum products (5.1 per cent). 
Total industrial investment in-
creased by 4.8 per cent during 
1985/86, with the private invest-
ment increasing by 22.8 per cent 
and public investment in industry 
declining by 37.3 per cent.

Pakistan’s manufacturing sec-

tor now accounts for about 20 
per cent of GDP and has recently 
undergone a great deal of diver-
sification. In addition to the 
significant increase in steel pro-
duction in recent years, the sec-
tor has been engaged in the manu-
facture and assembly of automo-
biles, refrigerators and electronic 
products. It has become self- 
sufficient in sugar, nitrogenous 
fertilizer, vegetable ghee and en-
gineering goods, and partly self- 
sufficient in cement, while it 
exports a variety of manufactures, 
such as cotton yarn, cotton cloth 
and engineering goods. However, 
exports of manufactures are largely 
marginal to most production and 
investment plans in the industrial 
sector. They have depended 
greatly on short-run changes in 
export incentives and on the 
domestic surplus of each commo-
dity. In recent years, the Govern-
ment has paid increasing attention 
to restructuring the industrial in-
centives system and to making 
exports more competitive.

Pakistan’s balance of payments 
remained under pressure during 
1983/84 and 1984/85, owing to 
shortfalls in the targets for exports 
and home remittances and the 
deterioration in terms of trade. 
During 1985/86, however, the 
balance-of-payments situation im-
proved considerably, notwithstand-
ing continued deterioration in 
terms of trade. The improvement 
was accounted for by the substan-
tial increase in export receipts, 
the rise in home remittances and 
a 0.9 per cent decline in imports.

Exports grew impressively dur-
ing 1985/86, with an increase 
of 20.7 per cent over the previous 
year, concentrated largely on tradi-
tional export items, especially cot-
ton and rice. The exports of cotton 
doubled, while that of rice recorded 
an increase of 53.6 per cent over 
the previous year. Made-up arti-
cles of textiles and ready-made 
garments, yarn, leather and leather
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products also made considerable 
gains, while the export of carpets 
and rugs, petroleum oil and lu-
bricants, and fish and fish pre-
parations declined. The share 
of primary commodities in total 
exports increased from 27 per 
cent in 1984/85 to 35 per cent 
in 1985/86, while that of manu-
factured goods decreased from 
55 to 49 per cent.

As a result, the trade deficit 
showed considerable improvement, 
declining from $3,552 million dur-
ing 1984/85 to $2,992 million 
during 1985/86. There was also 
some improvement in remittances, 
which had been declining over 
the past two years. As a result 
of new measures to encourage 
remittances as well as a conse-
quence of the increase in number 
of returning migrants who bring 
back their accumulated savings, 
remittances during 1985/86 in-
creased to $2,570 million compared 
with $2,446 million in 1984/85, 
or an increase of 5.1 per cent. 
The improvement in balance of 
trade and larger inflow of home 
remittances contributed to a sub-
stantial decline in the current 
account deficit in 1985/86.

The steady growth that Sri 
Lanka had been recording after 
1977 has come under severe strain 
since 1983 as a result of the ethnic 
strife that has seriously disrupted 
the economy. This has caused 
an abnormal rise in security ex-
penditures along with serious ad-
verse effects on tourism and foreign 
investments. However, the dra-
matic rise in the price of tea, the 
country’s major export, enabled 
the pace of past economic growth 
to be sustained until 1985, when 
tea prices slumped again. In 1986, 
real GDP growth was estimated 
to be around 4 per cent, lower 
than in any year since 1977, 
as a result of a poor performance 
in agriculture, reducing the primary 
sector growth rate from 8.6 per 
cent in 1985 to 1.5 per cent in

1986. The rate of growth of real 
GNP is likely to be lower than 
that of real GDP owing to an 
increase in net factor payments 
abroad.

The deterioration in the per-
formance of agriculture was main-
ly responsible for the slow-down 
in the economy in 1986. Both 
the Maha and Yala crops of rice 
are estimated to be lower, by
4 per cent and 15 per cent, res-
pectively. The Yala crop was 
more seriously affected by shortage 
of water as a result of damage 
to the Kantale reservoir which 
irrigates 7,000 hectares of land. 
In addition, the disruption of 
transport services adversely affected 
the supply of fertilizer and other 
inputs and the marketing of rice 
output. The production of other 
food and minor export crop were 
estimated to have increased by
5 per cent in 1986.

Tea production in 1984 and
1985 increased by 16 and 2.9 
per cent respectively in response 
to rising prices in the preceding 
year. However, in 1985 tea prices 
fell by 24 per cent and another 20 
per cent drop was estimated for
1986. The farmers’ response to 
falling prices has been reflected 
in the intensity of fertilizer use, 
the growth of which decelerated 
from 18 per cent in 1984 to 9 per 
cent in 1985. In 1986, fertilizer 
use was estimated to be lower 
than in 1985. The decline in 
tea output in 1986 is estimated 
at about 2 per cent and the decline 
is likely to continue in 1987. 
Among other export crops, rubber 
production, which had declined 
in 1985, was estimated to rise by
3.6 per cent in 1986 as a result 
of replanting and increased fer-
tilizer use. There was some im-
provement in rubber prices in
1986. Coconut output also rose 
strongly in 1985 and 1986. How-
ever, coconut prices have been 
falling, with unfavourable effects 
on fertilizer use, outputs and

farmers’ incomes in 1986.
The manufacturing sector in 

Sri Lanka grew by 5.2 per cent 
in 1985 compared with 12.2 
per cent in 1984. The estimated 
growth rate in 1986 is also 5.2 
per cent. In 1985, the value- 
added contribution of the tree 
crop (e.g., tea, coconut, rubber) 
processing sector increased by 8 
per cent, compared with the 
9.9 per cent growth rate in 1984. 
In 1986, the value added in this 
sector is estimated to increase 
by only 3.6 per cent, mainly on 
account of lower output of tea. 
The value-added contribution of 
factory industries, which increased 
by 5 per cent in 1985, is estimated 
to rise by 6 per cent in 1986 
partly through some expected im-
provement in the performance of 
the public sector industries, es-
pecially in the northern and north-
eastern areas which were badly 
affected by the deterioration in 
the security situation in 1985.

Private sector manufacturing 
industries are likely to grow more 
slowly in 1986 owing to external 
demand. The production levels 
of industries in the Katunayake 
Investment Promotion Zone (KIPZ) 
had slower growth in 1985. The 
gross export earnings of these 
enterprises increased by only 1.5 
per cent in 1985. Moreover, the 
export of garments, which re-
presented about 80 per cent of 
the total industrial exports of 
the KIPZ, declined by 1 per cent 
in terms of special drawing rights, 
reflecting restrictions against gar-
ment imports by many developed 
market economies.

The foreign investment level 
in the export promotion zone of 
the Greater Colombo Economic 
Commission and other enterprises 
fell to SDR 29 million in 1985 
from SDR 32 million in 1984. 
A major improvement in the in-
vestment level is not expected 
in 1986. The domestic private 
investment is expected to decline
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in 1986 as reflected by reduced 
imports of investment goods.

The external sector in Sri 
Lanka has been subjected to con-
siderable strain since 1985 as a 
result of the falling prices of tea 
and coconut, declining external 
demand for industrial exports and 
continued stagnation in tourism 
and remittance earnings. In 1985, 
export earnings in terms of special 
drawing rights declined by 8 
per cent, while import expendi-
ture increased by 5 per cent, 
enlarging the trade deficit from 
SDR 391 million in 1984 to SDR

605 million in 1985. In 1985, 
the fall in export earnings is like-
ly to be much steeper, provisional-
ly estimated at 18 per cent; with 
an estimated reduction in im-
ports by about 15 per cent largely 
owing to lower oil prices, the trade 
deficit will exceed the 1985 level. 
The current account balance-of- 
payments deficit rose sharply in
1985 to about 9.5 per cent of 
GDP. The widening of the ex-
ternal deficit was attributable to 
the deterioration in the terms 
of trade, a slow-down in the growth 
of export volume and by a marked

deterioration in the balance on 
services. The latter mainly re-
flected lower tourist receipts and, 
for the first time in many years, 
a decline in private transfers, 
consisting largely of workers’ remit-
tances.

At the same time, external 
capital inflows declined in 1985, 
mainly because of reduced offi-
cial transfers. The overall deficit 
was covered largely by drawing 
on official reserves, which fell 
by SDR 111 million. Net bor-
rowing on commercial terms, in-
cluding short-term borrowing, was

Table I.8. Selected developing economies in South Asia and Burma. Growth rates and relative shares of com-
ponents of gross domestic product at constant prices, average of 1976-1980, 1981-1985 and 1982, 1983, 1984, 
1985 and 1986 (estimated)

Average annual growth rates Sectoral shares

Totala Agriculture Industry Services Agriculture Industry Services

Burma
1976-1980 5.6 5.6 7.9 4.9 36.3 14.5 49.2
1981-1985 5.6 5.5 7.3 5.2 37.6 15.7 46.7

1982 5.6 6.0 6.6 4.9 37.8 15.5 46.7
1983 4.4 4.9 4.0 4.1 38.0 15.4 46.6
1984 5.6 4.4 8.8 5.6 37.6 15.9 46.6
1985 6.2 4.6 9.9 6.2 37.0 16.4 46.6
1986 5.7 4.6 11.2 4.7 36.6 17.3 46.1

India
1976-1980 3.7 1.6 4.8 5 . 7 41.3 23.3 35.3
1981-1985 4.8 4.9b 7.4b 38.2b 22.8b 39.0b

1982 2.6 -2.2 5.8 8.2 37.6 23.2 39.2
1983 7.7 10.3 5.0 7.0 38.5 22.6 39.0
1984 3.7 -1.0 5.2 7.3 36.7 22.9 40.3
1985 4.8

Pakistan
1976-1980 5.4 3.9 7.3 5.4 31.8 24.5 43.7
1981-1985 6.6 3.4 9.2 7.2 27.6 28.0 44.4

1982 7.0 3.6 10.7 7.1 28.8 27.3 43.9
1983 6.4 3.8 8.1 7.0 28.1 27.8 44.2
1984 4.4 10.7 7.1 25.2 29.4 45.3
1985 8.8 12.0 7.1 8.1 26.0 29.0 45.0
1986 7.5 6.5 9.1 7.0 25.8 29.4 44.8

Sri Lanka
1976-1980 5.5 4.4 6.4 5.7 25.5 23.6 50.8
1981-1985 5.2 4.6 3.8 6.2 25.6 25.3 49.0

1982 5.1 2.6 3.4 6.9 26.4 26.3 47.3
1983 5.0 5.0 1.8 6.7 26.4 25.5 48.1
1984 5.0 -0.4 7.0 7.0 25.0 26.0 49.0
1985 5.0 8.6 3.5 3.8 25.9 25.6 48.5
1986c 3.9 1.5 10.6 4.3 -25.3 26.0 48.7

Sources: National sources.
a GNP for India. b Average of 1981-1984. c ESCAP secretariat estimates.
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limited to SDR 41 million. The 
debt-service ratio rose to 19 per 
cent, largely because of the lower 
value of export earnings and 
increased amortization payments.

In Burma in 1985/86, the 
last year of the fourth four-year 
plan, the rate of growth of real
GDP was 6.2 per cent over the
preceding year. The average an-
nual growth achieved during the 
fourth four-year plan was 5.5 per 
cent. In 1986/87, the GDP in
real terms was estimated to grow
by 3.6 per cent. The fall-off 
in the GDP growth is largely due 
to the expectation of a much 
slower growth of the agricultural 
sector — 2.2 per cent in 1986/87 
compared with 4.2 per cent in 
1985/86 — owing to unfavourable 
weather conditions and the de-
pressed level of agricultural prices. 
The forestry sector is expected 
to grow by 2.8 per cent and live-
stock and fishery by 4.6 per cent. 
The mining and manufacturing sec-
tors are expected to grow more 
strongly — at 5.3 and 5.1 per 
cent, respectively, in 1986/87.

The high growth rate of the 
Burmese economy in the 1980s 
has been sustained largely through 
the improvements in the agricul-
tural sector. A major factor con-
tributing to this success has been 
the sustained expansion of the 
Whole Township Programme for 
introducing high-yielding varieties 
of rice and other crops. This 
highly successful effort has yielded 
a 50 per cent increase in paddy 
output between 1978 and 1985. 
This has led to the expansion of 
modern storage and milling fa-
cilities in order to upgrade the 
quality of milled rice for export. 
With the decline in export prices 
of rice since 1982, the Government 
has been giving attention to increas-
ing the yields of non-rice crops 
and diversifying agriculture. A 
total of 20 major crops and 82 
townships are now covered by 
the Programme, which encourages

the use of fertilizers, pesticides 
and quality seeds. This is facili-
tated through the provision of 
seasonal and medium-term loans 
and by advance payments for in-
dustrial crops to farmers.

Export expansion is a key 
factor in development efforts in 
Burma. Exports in real terms 
during the fourth four-year plan 
(1981/82-1985/86) grew by an 
average annual rate of 5.7 per 
cent. In recent years, Burma 
has, however, been hit by the 
fall in prices of its major agricul-
tural and mineral exports such 
as rice, pulses, tungsten, zinc, 
teak, tin and lead. In spite of the 
increasing volume of exports of 
most of these commodities, export 
earnings fell by 19.6 per cent 
in 1985 and by 23 per cent yearly 
rate in the first quarter of 1986. 
Notwithstanding declining imports, 
the balance-of-trade deficit con-
tinues to expand, necessitating 
increasing flows of the foreign 
loans and grants.

The weakness in the external 
sector has led to a considerable 
shortfall in investment and has 
resulted in large public sector 
deficits, rapid increases in domes-
tic credit and high rate of inflation. 
The increasing current account 
deficit has been financed by foreign 
borrowing which has resulted in 
a high foreign debt and one of 
the highest debt-service ratios in 
the region. To remedy this, the 
government policy has been to 
reduce imports and capital expendi-
ture which have adverse effects 
on medium- and long-term growth. 
The Government is also trying to 
avoid adding to the burden of 
its external debt by seeking more 
concessional loans.

2. East and South-East Asia

East and South-East Asia, 
being the subregion with the 
most trade-oriented economies in 
the ESCAP region, shows the grea-

test susceptibility to changes in 
the international economic environ-
ment. While for some countries 
in the subregion 1986 did not 
represent any significant departure 
from the depressed economic con-
ditions which prevailed in 1985 
generally, two major groups of 
economies saw their fortunes 
change sharply — in opposite direc-
tions. The major oil-exporting 
countries, Brunei Darussalam, In-
donesia and Malaysia, were badly 
hurt by the sharp decline in oil 
prices which turned their already 
low rates of growth in 1985 to 
stagnation or decline.

The economies which were 
able to accelerate their growth 
rates appreciably in 1986 were 
led by the Republic of Korea 
and included Hong Kong and 
Taiwan (a province of the People’s 
Republic of China). For the 
Republic of Korea, a double-digit 
growth rate became a distinct 
possibility after a subdued per-
formance in 1985. The slower 
growth in 1985 of these economies 
further depressed the average an-
nual growth rate of real gross 
domestic product during 1981- 
1985, which was considerably lower 
than in the preceding five years 
(see Figure I.6).

For most economies of the 
subregion, 1985 provided a difficult 
transition from the buoyant con-
ditions of 1984, when both primary 
commodity and manufactures ex-
ports were favourably influenced 
by a strong recovery in the United 
States of America. In 1985, ex-
ternal stimuli became weaker with 
the slow-down in the United States 
economy, a major export market 
for the subregion, and the slump in 
commodity prices to the lowest 
levels, affecting even the most 
robust economies. Singapore, Ma-
laysia and Hong Kong all expe-
rienced uncharacteristically low 
growth rates, with Singapore re-
gistering a negative growth rate 
for the first time in two decades.
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Figure I.6. Selected developing economies in East and South-East Asia. 
Average annual growth rates of real gross domestic product, 1976-1980 and 
1981-1985

Sources: National sources. 
a Average of 1981-1984.

Owing to balance-of-payments pres-
sures aggravated by increasing debt- 
service burdens, macro-economic 
policies were geared to reducing 
inflation and keeping aggregate de-
mand in check through cautious 
fiscal and monetary policies, often 
at the expense of discouraging 
investment expenditures. As a re-
sult, the average growth rate of the 
subregion fell from 5.8 per cent 
in 1984 to 2.6 per cent in 1985.

The improvement in economic 
conditions in 1986 was both less 
widespread and slower in its effects 
than the slow-down in 1985. The 
three basic elements of change 
in the external economic environ-
ment — oil prices, exchange rates 
and interest rates — did not augur 
well for all countries or affect them 
equally. The fall in oil prices, 
however, had a much more qua-
lified effect as it hurt the three 
oil exporters severely, while its 
growth impact on the oil-importing 
countries of the subregion did not 
generally prove to be very strong.

The fall in aggregate demand in 
Brunei Darussalam, Indonesia and 
Malaysia induced by the decline 
in oil prices and to a lesser extent 
in the prices of other primary 
commodities, had unfavourable re-
percussions on other countries of 
the subregion, especially Singapore 
which had close links with the three 
economies.

The appreciation of the yen 
was a more powerful stimulus for 
exports, especially of manufactures, 
from the subregion. Its effect, 
however, was not uniform and its 
benefits were concentrated in such 
economies as Hong Kong, the 
Republic of Korea and Taiwan 
Province which export a wide 
range of manufactures. The Phi-
lippines and Thailand also gained 
significantly. The effect of the 
reduction in oil prices on oil- 
importing countries was mainly 
through an improvement in the 
balance of payments and fiscal 
positions, rather than directly 
on cost reduction at the micro

level. The ultimate effect on 
growth varied widely among coun-
tries.

The effect of the decline in 
the nominal interest rates in in-
ternational markets was mainly on 
the debt-service burden, which is 
quite large in a number of econo-
mies of the subregion. It has had a 
favourable impact on the balance 
of payments of a number of coun-
tries, especially the Philippines and 
the Republic of Korea and has 
enabled them to restructure their 
debts. The debt-service ratio of 
many countries remains high, as the 
fall in interest payments has been 
eroded by the fall in export receipts 
or by the increase in the dollar 
value of non-dollar denominated 
debt (see Box I.5, p. 26).

Macro-economic performance and 
prospects

In 1985, the deceleration in 
the growth of world trade volume 
to only 3.2 per cent, compared 
with 9 per cent in 1984, was 
the main negative factor affect-
ing the growth of almost all econo-
mies in the subregion. The re-
cession in international primary 
commodity markets (discussed in 
greater detail in chapter I) ac-
counted for the poor perform-
ance of the main exporters of 
primary commodities in South- 
East Asia — Indonesia, Malaysia, 
the Philippines and Thailand.

The total exports earnings of 
Indonesia fell by 15.7 per cent 
in 1985 compared with 3.5 per 
cent growth in 1984. The largest 
fall was in oil exports which de-
clined by 24.5 and 28.7 per cent 
respectively in volume and value 
in 1985. This was moderated 
to some extent by increases in 
natural gas exports by 8.1 per 
cent in volume and 7 per cent 
in value, respectively. In contrast 
with an increase of 17.2 per cent 
in 1984, non-oil primary com-
modity exports fell by about
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2 per cent in value, despite a 
7 per cent increase in volume. 
Non-oil export prices declined 
by an average of 8 per cent, with 
particularly steep declines in the 
prices of rubber (—23 per cent) 
and tea (—38 per cent).

The export performance of 
Malaysia was severely affected 
by low prices for its primary agri-
cultural commodities, namely rub-
ber, sawn timber, palm kernel 
oil, palm oil and saw logs. While 
total export earnings fell by 6.4 
per cent, the fall in non-oil pri-
mary commodity exports was 13.4 
per cent. The fall in the export 
earnings of the Philippines and 
Thailand was also mainly due 
to the falling prices of their pri-
mary products, which depressed 
the agricultural growth rate to 
a level barely above that of the 
population.

The major exporters of manu-
factures in the subregion in 1985 
were adversely affected by the 
weakening of the import demand 
in developed market economies, 
which in 1984 had provided a 
strong stimulus to their growth. 
For example, the total domestic 
exports of Hong Kong fell by 
6 per cent in value and 5 per 
cent in volume compared with 
growth of 32.1 and 17.3 per 
cent respectively in 1984,2 while 
real domestic exports to the United 
States fell by 7 per cent in 1985 
compared with an increase of 
22 per cent in 1984. Hong Kong’s 
domestic exports to China, how-
ever, continued to rise in real 
terms, albeit at a slower rate, i.e. 
by 33 per cent in 1985 compared 
with 60 per cent in 1984.

In the case of the Republic 
o f  Korea, real merchandise trade

increased in 1985 by only 3.7 
per cent, while invisible trade 
receipts in real terms fell by 3.6 
per cent, mainly as a result of 
the sharp fall in marine transporta-
tion. In real terms, exports of 
goods and services increased by
2.3 per cent in 1985, compared 
with 10 per cent growth recorded 
in 1984.

The exports of Singapore, re-
presenting about two thirds of 
total demand, declined by 2.3 
per cent in 1985, compared with 
a growth of 11 per cent in 1984, 
resulting in a sharp deterioration 
in overall growth performance. 
The export earnings from key 
industries such as electronic com-
ponents, consumer electronic equip-
ment, ships and boats and cloth-
ing registered a decline of 3.3 
per cent. The value of total do-
mestic exports fell by 1.4 per 
cent in 1985 compared with a 
growth of 13.2 per cent in 1984. 
Re-exports declined by 3.7 per 
cent after a growth of 7.9 per 
cent in 1984.

In 1986, however, a much 
more mixed growth performance 
was in evidence in East and South- 
East Asia. Their experience can 
best be analysed by grouping 
them in three major categories: 
the first consists of the group 
of oil-exporting countries, whose 
growth suffered a serious set-
back; the second being the newly 
industrializing economies of East 
Asia, which, benefiting considera-
bly from exchange rate adjust-
ment and oil price falls, expe-
rienced a marked acceleration in 
their growth; the third comprises 
the Philippines, Singapore and 
Thailand, which were able to 
improve, in varying degrees, their 
performance over that in 1985, 
mainly through efforts to restruc-
ture their economies.

In the oil-exporting economies 
of Brunei Darussalam, Indonesia 
and Malaysia, the sharp decline 
in the price of oil in 1986 further

reduced their export earnings and 
worsened their economic prospects. 
The non-oil primary commodity 
price situation also did not show 
much improvement while protec-
tionist pressures constrained ex-
ports of manufactures. Both 
Indonesia, which managed to have 
a 1.9 per cent GDP growth in 
1985, and Malaysia, which had 
a 1 per cent decline in real GDP 
in 1985, were hovering around 
stagnation in 1986. In 1987, 
growth prospects will continue 
to depend on changes in oil and 
non-oil commodity prices, with 
the improvement in oil prices 
likely to benefit Brunei Darussa-
lam and Indonesia relatively more.

Indonesia and Malaysia, which 
have been buffeted by unfavour-
able external factors in the past 
few years, have had to curb ag-
gregate demand in order to avoid 
severe balance-of-payments pres-
sures and resort to extensive 
commercial borrowings. This has 
been done in Indonesia by pro-
moting the growth of non-oil 
exports, through exchange rate 
policies and by reducing imports 
through rephasing of the public 
sector’s investment programme. 
The Government has also been 
successful in reducing the domestic 
inflation rate to less than 5 per 
cent in 1985.

Successful demand manage-
ment policies, however, have had 
adverse effects on investment ex-
penditures. Thus, while consumer 
expenditures grew by 4.2 per cent 
in 1985, only slightly slower than 
in the previous year, total real 
investment contracted by 6.5 per 
cent owing to an austere budget, 
high interest rate and generally 
depressed economic outlook. Bud-
getary austerity in fiscal 1987 
will bring about cut-backs in total 
expenditures by 7 per cent and 
in development expenditures by 
22 per cent. On the other hand, 
the recent devaluation of the 
Indonesian rupiah by 31 per cent

2 Government of Hong Kong, 1986, 
economic prospects; T.B. Lin and W.L. 
Chou, “The outlook for the Hong 
Kong economy in 1986 and 1987” (20 
August 1986), paper presented at the 
World Project LINK Meeting, Bangkok, 
8-12 September 1986.
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has given rise to inflationary pres-
sures. The Government’s options 
are rather limited as countering 
the slow-down in external demand 
by stimulating the economy will 
have adverse effects on the bal-
ance of payments and inflation. 
As a result, the Government is 
aiming at medium-term reforms 
to improve the investment climate 
for both domestic and foreign 
investors. These have included 
tariff reforms and abolition of 
import monopolies, incentives for 
foreign investments and foreign 
exchange swap facilities. The 
Government hopes that these mea-
sures will eventually serve to sti-
mulate domestic investment and 
counteract the recessionary effects 
in the oil sector.

The poor performance of the 
Malaysian economy in 1985 was 
reflected in a fall in real total 
domestic expenditure by 3.9 per 
cent with a decline in investment 
of 9 per cent in real terms and 
virtual stagnation in real consump-
tion expenditures. Part of the 
slow-down was attributable to 
the Government’s adjustment pro-
gramme to reduce the fiscal and 
current account balance-of-pay- 
ments deficits. Aggregate develop-
ment expenditure in the public 
sector declined by 8 per cent in 
1985. Some relief was, however, 
provided by monetary expansion 
to counter the recessionary im-
pact of falling commodity prices 
and to ease the upward pressure 
on interest rates.

Export incentives were among 
the principal measures taken to 
stimulate the Malaysian economy 
in 1986. These included the ex-
tension of the tax relief period 
for new companies and import 
duty exemptions for component 
parts used in assembling pro-
ducts for export, reduction of the 
export duty on palm oil and 
the extension of the export re-
financing facility for rubber and 
palm oil. The Government’s ef-

forts to stimulate the economy 
through public expenditures are 
sharply limited by falling reve-
nues and the public sector defi-
cit has been rising at a high rate. 
Severe cost-cutting measures, in-
cluding a three-year wage freeze, 
reductions in government employ-
ment and of perquisites enjoyed 
by civil servants, were announced 
in the new budget in October 1986. 
Tax revenues were to be raised 
through compulsory income tax 
deduction for wage earners and 
through increases in sales tax on 
liquor and cigarettes.

For the non-oil exporting 
economies of the subregion in 
general, and for the major exporters 
of manufactures in particular, the 
economic outlook in 1986 steadi-
ly improved as the year advanced. 
The major changes in the external 
environment, on the whole, began 
to have strongly favourable ef-
fects. The most favourable fac-
tor has been the realignment of 
key currencies, which has resulted 
in a vast improvement in the com-
petitiveness of their exports vis- 
a-vis those from Japan.

In Hong Kong, domestic ex-
ports grew by 25 per cent in 
value and 23 per cent in volume 
in the third quarter of 1986 as 
compared with the third quarter 
of 1985. Growth rates for ex-
ports in real terms during the first 
and second quarters were 1 and
14 per cent, respectively. The 
year-on-year real growth rate of 
exports for the first nine months 
of 1986 is estimated at 13 per 
cent, partly accounted for by 
strong growth in domestic ex-
ports to China, the Federal Re-
public of Germany and Japan. 
Hong Kong’s estimated GDP 
growth rate for 1986 has been 
revised to 6 per cent from an 
earlier forecast of 4.5 per cent 
and compared with the actual 
growth of only 0.8 per cent in
1985.

The Republic o f Korea’s econ-

omy, in addition to attaining a 
phenomenal 20 per cent per an-
num increase in exports in 1986, 
effected substantial savings in its 
import bill for oil. Although 
total imports grew at about 15 
per cent, reduction in oil imports 
helped it to attain a trade and 
current account surplus for the 
first time. The economy also 
benefited greatly from the fall 
in international interest rates as 
it has the largest commercial debt 
in the region. All these factors 
had a favourable impact on its 
current account balance, which 
was estimated to turn from a defi-
cit of $0.8 billion in 1985 to 
a surplus of about $3 billion- 
$4 billion by the end of 1986, 
which would enable it to reduce 
its outstanding external debt sub-
stantially.

The growth performance of 
the Republic of Korea has steadi-
ly improved in 1986, with an-
nualized real GNP rising from
9.6 per cent in the first quarter 
to 12.1 per cent in the second 
and 14.1 per cent in the third. 
The overall growth rate is estimated 
to exceed 12 per cent, the highest 
in the current decade.

Despite its impressive success 
in 1986, it is difficult to be overly 
optimistic about the continuation 
of the Republic of Korea’s cur-
rent growth performance without 
significant changes in the interna-
tional economic environment. Al-
ready, the export success of the 
Republic of Korea, along with 
that of Hong Kong and Taiwan 
Province, has aroused protectionist 
concerns in and calls for reduction 
in its bilateral trade surplus with 
the United States through an 
appreciation of its currency, the 
won. However, the underlying 
uncertainties about growth in the 
developed market economies, the 
price of oil, movements in the 
value of key currencies and in-
terest rates, as well as its con-
tinuing large trade deficit with
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Table I.9. Selected developing economies in East and South-East Asia. Growth rates and relative shares of com-
ponents of gross domestic product at constant prices, 1982,1983,1984,1985 and 1986 (estimated)

Average annual growth rates Sectoral shares

Total Agriculture Industry Services Agriculture Industry Services

Hong Kong a
1982 2.9 0.7 28.1 71.2
1983 6.5 . . . . . . 0.6 29.8 69.6
1984 9.8 . . . . . . . . . 0.5 30.2 69.3
1985 0.8
1986 6.0 ...

Indonesia
1982 2.2 2.1 -1.4 5.2 29.8 30.1 40.2
1983 4.2 4.8 3.0 4.6 24.0 37.0 38.9
1984 5.8 5.9 7.5 4.1 24.0 37.6 38.3
1985 1.9 ...

Malaysiab
1982 5.9 6.4 11.3 6.6 23.0 35.6 41.4
1983 6.2 -0.6 10.4 6.5 21.5 37.0 41.5
1984 7.8 2.8 11.4 7.9 20.4 38.1 41.4
1985 -1.0 2.5 -3.4 1.5 21.0 36.9 42.1
1986c 0.5 2.7 1.9 0.0 21.3 37.1 41.6

Philippines
1982 2.9 3.2 2.0 3.8 25.6 36.1 38.4
1983 0.9 -2.4 0.8 2.9 24.8 36.0 39.1
1984 -5.7 2.4 -10.6 -6.4 27.0 34.2 38.8
1985 -3.9 2.4 -10.6 -2.5 28.7 31.8 39.4
1986c 0.9 3.0 -2.9 1.8 29.4 30.8 39.8

Republic of Korea
1982 5.7 3.3 6.7 6.1 16.2 40.9 42.9
1983 10.9 6.5 14.3 8.9 15.6 42.2 42.2
1984 8.6 0.2 13.4 8.1 14.3 43.9 41.8
1985 5.2 5.9 4.5 6.9 14.3 43.4 42.3
1986 12.0 ...

Singapore
1982 6.3 -6.2 3.4 8.8 0.9 29.2 69.9
1983 7.9 1.7 9.2 8.4 0.9 29.3 69.8
1984 8.2 3.8 10.9 8.8 0.8 29.7 69.4
1985 -1.8 -11.9 -7.5 1.5 0.7 27.9 71.4
1986c 1.0-2.0 ...

Thailand
1982 4.1 1.0 2.9 6.5 24.2 28.9 46.9
1983 5.8 3.8 6.8 6.3 23.7 29.1 47.1
1984 6.2 5.5 8.3 5.2 23.6 29.7 46.7
1985 4.0 2.3 2.9 5.5 23.2 29.4 47.4
1986c 3.8-4.4

Sources: Asian Development Bank, Key Indicators o f  Developing Member Countries o f  ADB, vol. XVII (July 1986); and 
national sources.

a Sectoral shares were based on current price series. b New series started from 1983. c Secretariat estimates based 
on national sources and Project LINK forecasts.
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Japan and the high level of its 
external debt argue strongly against 
a significant upward adjustment 
in the value of its currency. Pro-
tectionist trends in developed mar-
ket economies, moreover, depend 
only partly on perceptions of 
bilateral trade imbalances and de-
rive their sustenance from deeply- 
rooted distortions in their own 
economies. Nevertheless, these 
considerations make it unlikely 
that the Republic of Korea will 
be able to sustain the momentum 
of high growth generated in 1986 
by the confluence of a number 
of favourable factors which can-
not be expected to provide con-
tinued stimulus to its growth. 
In 1987, a growth rate of 7-8 
per cent seems more likely given 
the aforementioned constraints.

In the Philippines and Singa-
pore, the two economies which 
experienced the most severe set-
backs to their growth in the sub- 
region in 1985, the problems 
were not merely those of transi-
tory changes in external demand 
but stemmed from more deep- 
seated structural factors in the 
economy. Both countries were 
engaged in undertaking structural 
adjustments and institutional re-
forms whose impact would be 
visible only in the medium term. 
But even in the short run some 
of the favourable factors in the 
international economic environ-
ment had also begun to help 
them towards recovery in 1986, 
although the Philippines’ problems 
were proving much more diffi-
cult (see Box I.7).

In the Philippines, where in 
the first half of the decade real 
GDP declined, there was some 
hope that the downward spiral 
which started after 1983 would 
be reversed and yield a small 
positive growth rate in 1986. 
However, in the first half of 1986 
real GDP continued to decline, 
though at a slower rate of 2.2 
per cent, with agriculture and

public utilities being the only 
growing sectors. Although con-
sumer expenditures increased dur-
ing the first half of 1986 by 0.9 
per cent, investment expenditures 
fell by 14.6 per cent during the 
same period. The average infla-
tion rate during the period was 
only 1.7 per cent, and for the 
year as a whole was estimated

Box I.7. Tackling the
At the heart of the economic 

troubles in the Philippines since
1983 has been its serious and de-
teriorating debt problem. The coun-
try had an outstanding external debt 
of $19.1 billion in 1983 and one 
third of its exports were used for 
debt servicing. During 1981-1983, 
exports fell at an average rate of 
4.5 per cent, widening the current 
account balance-of-payments deficit to 
$2.7 billion and bringing down ex-
ternal reserves to record low levels. 
Unmistakably, the country was in 
the throes of a serious financial crisis. 
A series of short-term debt mora-
toriums were announced beginning 
in late 1983.

The sharply deflationary fiscal 
and monetary policies which the 
Government followed in the wake 
of these agreements in 1984-1985 
helped to reduce the balance-of- 
payment deficits and bring down 
inflation in 1985, but at the cost 
of large cut-backs in imports ($2.4 bil-
lion reduction in 1985 over the 1983 
level) and investment, and a 5.3 
per cent average annual contraction 
in gross national product (GNP) 
during 1984-1985.

In early 1986, the new Govern-
ment undertook a series of policy 
initiatives aimed at achieving both 
short-term recovery and sustainable 
longer-run growth of the economy. 
One of its major objectives was a 
reduction in the country’s debt-ser- 
vice burden through a growth-oriented 
strategy based on encouragement of 
exports, liberalization of imports and 
greater mobilization of domestic sav-
ings through a pursuit of judicious 
monetary and fiscal policies. To 
achieve that objective, the Govern-
ment sought external financing ar-
rangements that would ensure a just 
sharing and effective reduction of

at 2.5 per cent, compared with
23.1 per cent in 1985. A second 
significant change in the domestic 
economic environment was the 
lowering of the interest rate — 
from 22 per cent in the first quarter 
to 13 per cent by August 1986. 
Political stability and improved 
economic management contributed 
to these favourable factors which

debt problem in the
the country’s debt burden. These 
arrangements included debt restruc-
turing, conversion of debt to equity 
and greater mobilization of official 
development assistance for balance- 
of-payments support, structural re-
forms, and priority development pro-
jects. The Government clearly saw 
the need for a debt management 
strategy that would allow an accep-
table rate of economic growth as 
a means to eventual settlement of 
external indebtedness.a

The country’s total external debt 
liabilities at the end of 1986 were 
estimated at between $26 billion 
and $27 billion. The debt-service 
ratio in 1984, the latest year for which 
official data were available, stood 
at 34.9 per cent of exports. In pur-
suance of its objectives and policies, 
the Government negotiated with -IMF 
a $506.8 million credit facility in
1986, more than half of which would 
be under the Compensatory Financ-
ing Facility to compensate for export 
shortfalls. A substantial amount 
of other multilateral and bilateral 
development assistance was also mo-
bilized during the year. The Govern-
ment sought to reschedule on softer 
terms debts amounting to at least 
$6 billion, which would fall due for 
payment during the period 1987- 
1992. A total of $14.2 billion (or 
more than half) of the debt was 
owed to commercial banks as of 
end-June 1986.b The new terms 
sought by the Philippine Government 
on the debts to be rescheduled in-
cluded a repayment period of up 
to 20 years with a 7-year grace period. 
An interest rate of 0.625 per cent

a “Policy agenda for people-pow-
ered development”, Philippine De-
velopment, vol. XIII, No. 4 (July- 
August 1986), p. 9.
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are likely to increase investment 
and output in the coming months. 
For 1986, as a whole, real invest-
ment is estimated to have declined 
by 9 per cent, following a decline 
of 20.7 per cent in 1985.

The export performance for 
the period January-June 1986 re-
mained depressed with a slight 
fall in receipts, mainly owing to

the low prices for traditional ex-
ports such as coconut oil, sugar 
and copper concentrates. Over 
the year as a whole, merchandise 
export receipts are projected to 
virtually stagnate at around $4,600 
million. However, while commo-
dity imports have declined by
6.1 per cent during the first half 
of 1986, for the year as a whole

a very slight increase of 0.7 per 
cent is expected.

The possibilities of the resump-
tion of sustained growth in the 
Philippines rest largely on a satis-
factory solution of its debt prob-
lem which has seriously constrained 
the availability of resources needed 
for this task. The new Govern-
ment has initiated a number of 
measures to revive and restructure 
the economy, which can come to 
fruition only in the context of 
a growing economy. If the efforts 
to achieve political stability and 
economic reforms are comple-
mented by a sufficiently suppor-
tive role from its creditors, the 
Philippines has a real chance of 
resuming its development process 
which has remained interrupted for 
a much longer period than in any 
other ASEAN country.

Singapore's economy, which 
suddenly changed its growth tra-
jectory in 1985 with a 1.8 per 
cent fall in its real GDP, was be-
ginning to bounce back earlier 
than expected. While continu-
ing its efforts to restructure its 
economy and bring it in greater 
harmony with its changing role 
in the subregion, it was never-
theless helped by some favour-
able factors in the international 
economic environment, especially 
the appreciation of the yen.

Manufacturing led the recovery 
in the second quarter of 1986, 
with output rising by 4.1 per cent 
compared with a decline of 7.4 
per cent in the first quarter. The 
revival in the manufacturing sec-
tor, particularly for electronics 
products, was mainly fuelled by 
rapidly rising external demand 
for office equipment, machinery, 
transport equipment and chemicals 
and chemical products. Non-oil 
domestic exports grew by 18 
per cent in the second quarter of
1986. The decline in total do-
mestic exports, accounted for by 
continued weakness in oil pro-
ducts, was only 0.8 per cent for

Philippines
above LIBOR (London Inter Bank 
Offer Rate) was sought as compared 
with the 1.625 per cent which was 
applied in the case of the first agree-
ment on debt rescheduling reached 
with the banks in 1985.

The Government also tried to 
tap other avenues, such as swapping 
debt for equity, which has been 
tried by other countries with serious 
debt burdens. Such debt-equity 
swaps relieve debtor countries from 
the burden of annual interest pay-
ments in exchange of payment of 
dividends which, however, depend on 
the profitability of the investment 
in question. They may induce locals to 
repatriate their overseas capital for 
investment in the home country. 
The success of these schemes de-
pends on the strength of the incen-
tives available and the investors’ 
confidence in the investment climate 
in the country.

Following the examples set by 
Latin American countries such as 
Argentina, Chile and Mexico, the 
Philippines has offered to convert 
part of the country’s debt into equity 
investment in selected investment 
projects. The programme which 
was adopted allowed repayment in 
local currency to the holder of a 
dollar-denominated foreign debt, pro-
vided the proceeds were reinvested 
in the Philippines. The creditors 
could sell their debt to others who 
could then convert the debt into 
investment.

b Organisation for Economic Co-
operation and Development-Bank of 
International Settlements, Statistics 
on External Indebtedness: Bank and 
Trade-Related Non-Bank External 
Claims on Individual Borrowing Coun-
tries and Territories (January 1987), 
table 1.

The programme generated con-
siderable interest among creditors and 
investors in the Philippines. Several 
of the creditor banks converted their 
debt into equity investment in local 
banking and other businesses. A 
secondary market for sale and pur-
chase of debts developed, where 
buyers could buy debt instruments 
at a substantial discount from the 
creditor banks. The programme 
announced by the Government al-
lowed local currency payment to 
the full face value of the dollar debt, 
thus providing a strong incentive to 
investors to buy such debts for con-
version into equity. The creditor 
banks which were not willing them-
selves to invest could sell their 
debts to other investors. It also 
provided a strong incentive for the 
return of the flight capital from 
the Philippines during the critical 
period since 1983. The programme 
thus suited the interests of banks, 
private investors, and of the country 
in terms of a reinvigoration of pri-
vate investment and a reduction 
in the debt burden. Although firm 
estimates were lacking the scheme 
could result in a $500 million reduc-
tion in the Philippine debt over a 
two-year period.

The Philippine economy was 
expected to recover in 1986 with 
a small positive growth in GNP, proba-
bly less than the 1 per cent that 
the Government had projected. The 
burden of external indebtedness is 
a serious drag on the country’s econo-
mic recovery and long-run growth. 
The Government has emphasized that 
“a reduction in the country’s debt- 
service burden must set the stage 
for economic recovery”.c

c “Policy agenda....” , p. 9.
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the second quarter of 1986, com-
pared with 12.5 per cent in the 
first quarter. Other export in-
dustries, such as ship-building and 
ship-repairing, also benefited con-
siderably from the high yen and 
the reduction in labour costs in 
Singapore.

These favourable factors in-
teracted with domestic policy meas-
ures to revive Singapore’s economy. 
In 1985, the decline in capital 
formation was one of the worst 
features of Singapore’s downturn, 
with total real investment falling 
by 13 per cent and private invest-
ment by 16.7 per cent. However, 
a package of fiscal measures an-
nounced in the second half of
1985 injecting $S 1 billion into 
the economy over a period of 12 
months, through tax concessions 
and accelerated development ex-
penditures, helped the revival of the 
economy. Easy liquidity condi-
tions on the domestic money 
markets and the downward trend 
in interest rates also played a sup-
portive role. As a result, total 
investment commitments started 
showing signs of revival and the 
total investment level in 1986 
was estimated to be higher than in
1985.

The real GDP of Singapore 
continued to slide during the first 
quarter of 1986 at a rate of 3.4 
per cent compared with the first 
quarter of 1985. The economy’s 
revival was handicapped by three 
major dampening factors. First, 
the severe adjustment measures, 
especially the two-year wage freeze 
enforced in April 1986, slowed 
down the growth of consump-
tion. Secondly, the glut in the 
property market discouraged con-
struction activities. Finally, the 
depressed economic conditions in 
neighbouring ASEAN countries re-
duced Singapore’s exports to them, 
which account for about a quar-
ter of the total exports of Singa-
pore. However, the economy 
recovered to positive growth during

the second quarter, with a growth 
rate of 0.8 per cent. Third quarter 
growth registered a vigorous 3.8 
per cent, and a yearly positive 
growth of above 1 per cent was 
estimated for 1986.

The economy of Thailand, 
heavily dependent on non-oil pri-
mary commodity exports, staged 
a strong recovery in 1986, although 
until firm figures for the year 
become available, the full ex-
tent of the strength of the reco-
very will not be clear. GDP 
growth in 1986 has been esti-
mated at 3.8-4.4 per cent by 
various sources. All estimates 
are higher than the forecasts made 
a year ago, when the extent of 
changes in the three key variables 
during the year could not be fully 
anticipated. Even so, Thailand 
has benefited from these changes 
to a far greater extent than any 
other economy in South-East Asia. 
The diversified nature of its export 
basket, despite the predominance 
of primary products, has held it 
in good stead in taking advantage 
of the emerging factors. A ma-
jor factor has been the expansion 
of non-traditional export items 
such as marine products, canned 
fruits and vegetables and bone-
less chicken and greater explora-
tion of unsaturated export markets 
such as Asia, the Middle East 
and the European Economic Com-
munity.3

However, the relatively poor 
performance of the agricultural 
sector and very low prices for its 
major agricultural commodities ex-
ports, namely, rice, cassava, sugar 
and rubber, have pulled down the 
growth rate in 1986. Manufac-
tures exports have benefited sub-
stantially from the appreciation 
of the Japanese yen and stimulated 
growth in the non-agricultural sec-
tor which is projected to increase

3 This was the first time that Thai-
land fulfilled its textile quota in the 
European Economic Community.

by about 6 per cent in 1986. 
For the period January-July 1986, 
Thailand’s exports other than ma-
jor agricultural exports grew at 
an annualized rate of 23.8 per 
cent in value terms compared with 
the same period in 1985. Re-
ceipts from major agricultural ex-
ports grew by 7.8 per cent only. 
Despite a substantial increase in 
non-oil imports, total imports de-
clined by 3 to 4 per cent, main-
ly because of a decline of about 
40 per cent in the value of oil 
imports. A significant improve-
ment is expected in 1986, with 
a possible disappearance of the 
deficit in the current account.

Low agricultural commodity 
prices and a poor harvest year 
have resulted in the decline of 
value added in agriculture by 
an estimated 0.2 per cent. In
1987, higher export growth and 
recovery in agriculture are ex-
pected to push real GDP growth 
substantially beyond 5 per cent.

3. Centrally planned economies

(a) China

The rates of real economic 
growth recorded by China during 
the two final years of its sixth 
five-year plan (1981-1985) were 
among the highest in the world; 
in 1984 and 1985 the total pro-
duct of society4 at constant 
prices grew at 13.8 and 16.2 
per cent, and national income 
by 13.9 and 12.3 per cent, respec-
tively. Real GDP growth is es-
timated at 12.5 per cent in 1985. 
The gross output value of industry

4 Total product of society is the
sum of the total output value of agri-
culture, industry, the building trade, 
communications and transportation, and 
commerce, including the supply and 
marketing of materials and equipment 
and the catering trade. National in-
come is the sum of the net output 
value of the five above-mentioned 
material producing departments.
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and agriculture, which represents 
about 81 per cent of the total 
product of society, grew by 16.4 
per cent in 1985, compared with
15 per cent in 1984.5

The rapid pace of double - 
digit growth during the sixth 
five-year plan period created many 
imbalances in the Chinese econo-
my. Rising incomes and the sharp 
expansion of credit and consump-
tion funds led to a widespread 
excess demand situation. A rapid 
increase in investment demand 
created an unsustainable pressure 
on imports, which caused a sub-
stantial drop in foreign exchange 
reserves. A marked acceleration 
of inflation was recorded, though 
it did not exceed manageable li-
mits.

In order to avoid excessive 
pressures on resources, the Gov-
ernment adopted a series of policy 
measures which moderated the 
growth of the economy and at-
tempted to ease infrastructural 
constraints, especially in energy 
and transport. By 1986, con-
trols were progressively relaxed 
and incentives restored to en-
able a more balanced growth.

Despite continued reforms in 
the rural production system and 
smaller volumes of fixed purchases 
by the State, the real growth rate 
of gross output value of the broad 
agricultural sector registered a slight 
decline, from 14.5 per cent in 
1984 to 13 per cent in 1985. 
However, much of the growth 
rate was attributable to a sharp 
rise in the output of rural indus-
tries. Agricultural output itself 
grew by only 3 per cent in 1985, 
compared with 9.9 per cent in
1984. A fall in the area under 
cultivation, natural disasters, slower

5 For detailed information, see
State Statistical Bureau, “Communiqué 
on the statistics of 1985 economic and 
social development” , issued on 28 
February 1986, published in Beijing 
Review (24 March 1986), pp. 27-33.

productivity gains and lower pro-
curement prices led to a decrease 
in grain output, from 408 mil-
lion tons in 1984 to 379 million 
tons in 1985. However, output of 
all other cash crops continued 
to increase rapidly, with the ex-
ception of cotton the output 
of which fell by 33 per cent owing 
to a reduction in the cultivated 
area and adverse climatic condi-
tions.

Decentralized decision-making 
in industrial enterprises and con-
tinued technological improvements 
boosted the gross industrial output 
by 18 per cent in 1985 compared 
with a 14 per cent rise in 1984 
and the planned growth target 
of 8 per cent in 1985. The gross 
output value of light industry 
grew by 18.1 per cent while heavy 
industry grew at 17.9 per cent 
in that year.

The industries producing house-
hold durables, such as television 
sets, refrigerators and washing ma-
chines, grew at a rapid rate, while 
important export industries such 
as textiles also continued to grow 
at above average rates. Among 
infrastructural sectors, energy pro-
duction, which had been stagnant 
for many years, went up by 7.8 
per cent, while the transport and 
communications sector, despite its 
rapid growth, remained a bottle-
neck sector.

Domestic trade grew very ra-
pidly in 1985, with total retail 
sales increasing by 27.5 per cent 
in value and 17.2 per cent in vol-
ume. Sales of consumer goods 
grew by 30.7 per cent, while sales 
of farming materials and equip-
ment went up by 7.9 per cent.

The fast growth in consumer 
demand and the effect of the price 
reforms resulted in some increase 
in inflationary pressure (see Box 
I.8). The general retail price 
index rose by 8.8 per cent in 1985 
compared with an increase of 2.8 
per cent in 1984, largely owing 
to the readjustment and decon-

trol of commodity retail prices 
for farm and sideline products. 
The urban general retail price 
index rose by 12.2 per cent, while 
in rural areas prices rose by only
7 per cent.

Investment in fixed assets grew 
by 35 per cent in 1985 to reach
247.5 billion yuan renminbi ($84.3 
billion). This rapid expansion 
of capital construction has caused 
some shortage and wastage of 
funds, as well as a strain on raw 
materials. Since the second half 
of 1985, the growth of invest-
ment has been controlled more 
closely.

China’s rapid growth towards 
the end of the sixth five-year 
plan also resulted in severe bal-
ance-of-payments pressures. Ex-
port growth slowed down sub-
stantially in 1985, while imports 
registered a tremendous surge. 
The value of exports amounted 
to $27.36 billion.6 This represents 
an increase of 4.7 per cent com-
pared with a growth of 17.6 per 
cent registered in 1984. Imports, 
on the other hand, jumped by a 
huge 54.2 per cent in 1985 to reach 
$42.62 billion. For 1984, imports 
had already increased by 28.1 
per cent. The trade balance of 
China thus deteriorated sharply 
in 1985. The deterioration in 
the trade balance was due to a 
combination of factors. Export 
growth stagnated owing to slack 
world demand, weak incentives 
and strong domestic demand pres-
sures. The surge in imports was 
linked to the modernization drive 
and imports of technology and 
equipment. Tighter controls on 
imports were introduced in 1985

6 Figures in this section are based 
on the State Statistical Bureau of China, 
Statistical Communiqué o f  the State 
Statistical Bureau o f  the People’s Re-
public o f  China on China’s 1985 Econo-
mic and Social Development (Beijing, 
28 February 1986) and Statistical 
Yearbook o f  China 1985 (Beijing, 
December 1985).
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Box I.8. Increasing use of market prices 
in China

Within the framework of the 
overall reform of economic manage-
ment in China, several steps have 
been taken since 1979 towards realiz-
ing a structuring of relative prices 
to achieve planned objectives and 
to reduce specific scarcities. Over 
a long period of time, the rigid struc-
ture of state price fixation had serious-
ly distorted prices which the new re-
forms attempted to gradually redress 
through a combination of planned 
readjustment and market forces.

For several commodities, the 
two-tier price system prevails in China. 
Steps taken in 1985 to reform the 
price system included the replace-
ment of the state monopoly on the 
purchase and marketing of products 
such as grain, cotton and edible oil 
by a “contract responsibility” system. 
Under this system the portion of 
a farmer’s output that is above the 
contract quota could be sold on the 
market at prices substantially above 
the state price.

In China’s multilevel price sys-
tem, the prices at the lowest level 
are those fixed by the Govern-
ment. These “allocated” or “nor-
mal” prices are for raw materials, 
semi-finished products and fuel, which 
are allocated to state enterprises 
in accordance with an annual plan. 
They also include prices at which 
products are purchased by the Gov-
ernment. The state enterprises are 
permitted to retain the quantities 
of the output which exceeds the 
production quota allocated to it. 
This retained output can be sold 
by the enterprises at “negotiated 
prices”, which are determined by 
the demand and supply forces in 
the market and form the highest 
tier of prices.

Apart from these two extreme 
sets of prices, there also exists an 
intermediate level of prices. To 
maintain these prices the Govern-
ment purchases some of the goods at 
“semi-allocated semi-negotiated prices” 
which are higher than “allocated 
prices” but lower than “negotiated 
prices” and sells the quantities thus ob-
tained at lower than negotiated prices 
to needy enterprises or regions. The 
purpose of these operations is to 
stabilize prices in case of shortages. 
Generally, the three prices are re-

lated in the following manner. If 
the “allocated price” is taken as 100, 
the intermediate “semi-allocated -  
semi-negotiated” price and the mar-
ket or “negotiated price” would 
be in the range of 130-140 and 180- 
200, respectively.a

The price reforms in China 
were designed to boost the growth 
of agriculture and industry through 
increasing the role of the market 
mechanism. It has also facilitated 
a wider distribution of goods. The 
price changes pertaining to farm 
products have spurred the develop-
ment of the rural commodity econ-
omy. As a result, the supplies of 
several products such as coal, tex-
tiles and light industrial products 
improved significantly. At the same 
time, however, rate of inflation in-
creased by 8.8 per cent in 1985, 
mainly owing to the structural read-
justment of prices; prices in cities 
like Beijing rose faster than in the 
rural areas.b In 1986, steps were 
taken to improve the pricing measures 
already in force to stabilize the 
prices. Price controls on bicycles, 
black and white televisions, refrigera-
tors, washing machines, tape recorders, 
some varieties of pure cotton yarn 
and viscose polyester were eased.

It was announced in November
1986 that price controls on an ad-
ditional 749 commodities would be 
lifted with a view to raising their 
production. In view of the unduly 
high prices of vegetables in big and 
medium-sized cities, suburban areas 
have been required to allot certain 
acreage for vegetable farming. In 
addition, ceilings on the prices of 
some major industrial inputs and 
certain vegetables have been intro-
duced. Finally, measures have been 
taken to strengthen the monitoring 
and stabilization of prices.

a The above is based on infor-
mation provided by the State Eco-
nomic Commission to the Seminar 
on Development Experience in the 
Developing Countries of the ESCAP 
Region, held in China from 24 May 
to 6 June 1986.

b Beijing Review, No. 4 (27
January 1986), p. 16.

but did not become effective im-
mediately. China’s currency also 
depreciated against the United 
States dollar by about 14 per 
cent in 1985. The balance of 
non-merchandise foreign exchange 
earnings recorded a positive $3.49 
billion.

By the end of 1985, China’s 
economic growth had slowed down 
as a result of measures taken 
by the Government to avoid 
overheating. As macro-economic 
controls were progressively relaxed 
and credits became more readily 
available again, industrial growth 
revived by the second half of 1986. 
Industrial output value for the first 
nine months of 1986 was estimated 
to have increased by 6.4 per cent.7 
Agricultural growth responded fa-
vourably to price incentives and, 
with moderately good climatic 
conditions, achieved a higher growth 
rate than in 1985, especially for 
food grains. The output value of 
rural industry is estimated to 
rise by more than 20 per cent in
1986 and the agricultural output 
by about 4.5 per cent. Aggregate 
GDP growth for 1986 is estimated 
at over 7 per cent.

(b) Mongolia

The national income of Mongo-
lia grew by 4.7 per cent in 1985. 
Despite unfavourable weather con-
ditions, the agricultural production 
increased by 12.5 per cent in 
1985. The industrial gross output 
grew by 6.6 per cent. The number 
of state and co-operative housing 
units grew by 5.7 per cent, as a 
whole, and by 7.4 per cent in rural 
areas. The population’s income 
increased by 4.1 per cent.

During the period of the 
seventh five-year plan (1981-1985), 
the national income produced went

7 Statement of the Chinese delega-
tion to the ESCAP Committee on 
Development Planning at its sixth 
session, Bangkok, 4-10 November 1986.
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up by 37 per cent. Per capita 
real income grew by 12 per cent, 
the allocation of the state budget 
for financing social programmes 
grew by 1.4 times, and the retail 
trade turnover grew by 24 per cent. 
During 1981-1985, the average an-
nual rate of growth of agricultural 
production was 18 per cent. The 
share of industry in national in-
come rose from 14.6 per cent in 
1960 to 32.6 per cent in 1985. 
The total volume of the foreign 
trade turnover increased by 2.7 
per cent in 1985.

(c) Viet Nam

The real GDP of Viet Nam 
grew by 3.6 per cent in 1985, 
compared with a 7.7 per cent 
growth in 1984. The slow-down 
was attributed to both agricul-
ture and industry. Agriculture, 
which contributes 54 per cent 
of national income, grew by only
2 per cent in 1985. The out-
put of food grains, mainly pad-
dy, which rose to 18.2 million 
tons grew by 2.7 per cent against 
an average of 7 per cent in the 
past three years. The slower 
growth was largely due to the 
adverse effects of severe typhoons 
and drought and despite the provi-
sion of price incentives and the 
introduction of high-yielding grain 
varieties. The rise in procurement 
prices for food grains resulted 
in the acceleration of the rate of 
inflation from 50 per cent in
1984 to 160 per cent in 1985.

Industrial production is esti-
mated to have risen by 9 per cent 
in 1985, compared with an average 
annual rate of 14 per cent in 
1982-1984. As in previous years, 
light industry, which is locally 
managed, grew faster than heavy 
industry, which is largely centrally 
managed. These growth rates 
were 10 and 7 per cent, respective-
ly. Lack of raw materials and 
spare parts and managerial short-
comings resulted in the fall of the

rate of industrial capacity utili-
zation to 50 per cent, which 
contributed to slow growth of 
industrial output.

Energy sectors made good pro-
gress in 1985, with coal produc-
tion increasing by 10 per cent 
to 5.4 million tons, but still lagged 
far behind the target of 9 million 
set for the 1981-1985 five-year 
plan. Production of electricity 
rose by 8 per cent in 1985, owing 
to the operation of Pha Lai Ther-
mal Power Station in the north. 
By 1987, the first turbine of 
the Hoa Binh Hydropower Station, 
as well as the first turbine of 
the Tri An Station in the south, 
should be in use.

In September 1985, a new 
set of reforms in prices and wages 
were introduced, with the objec-
tive of reducing the budget de-
ficit, which amounted to 5.6 
per cent of GDP in 1984 and 1985, 
to reduce the price distortions 
and to consolidate the autonomy 
of the production units. These 
reforms, however, resulted in a 
rapid increase in consumer prices,8 
with the inflation rate estimated 
to rise from 160 in 1985 to 300 
per cent in 1986.

Exports increased by 13 per 
cent in 1985, mainly owing to the 
rise in exports of marine products, 
handicrafts and coal. The exports 
of rubber, coffee and tea to the 
member countries of the Council 
for Mutual Economic Assistance 
also increased substantially. Im-
ports increased by 5 per cent in
1985 to reach $1.9 billion. The 
slower growth of imports resulted 
from reductions in imports of raw 
materials by state enterprises. The 
trade deficit was estimated at $1.04 
billion. There was also a shift 
away from imports paid in conver-
tible currencies and towards im-
ports from the non-convertible 
area. Fertilizers, equipment, raw 
materials and rice are among the

8 See Survey, 1985, p. 49.

main items imported.
Viet Nam’s high external debt 

is a matter of great concern to 
its policy makers since the debt- 
service ratio averages between 40 
and 45 per cent of exports. In
1985, Viet Nam reached a num-
ber of rescheduling agreements with 
its creditors. Total debt relief 
in 1985 amounted to $252 mil-
lion which helped narrow its over-
all balance-of-payments deficit to 
$42 million.

B. LEAST DEVELOPED AND 
PACIFIC ISLAND COUNTRIES

1. Least developed countries

A major asymmetry in the 
development of the developing 
ESCAP region is represented by 
the economic performance of the 
region’s eight least developed coun-
tries.9 These countries, with 
a total population of 120 mil-
lion people and an average per 
capita income of about $150, 
had pinned their hopes for ac-
celerated development on the ef-
fective implementation of the Sub-
stantial New Programme of Action 
for the 1980s for the Least De-
veloped Countries through the 
active assistance of the interna-
tional community and their own 
efforts. Unfortunately, more than 
half a decade after the adoption 
of the Programme many of its 
targets, at both the macro-eco-
nomic and sectoral levels, remain 
unfulfilled.

It is perhaps symptomatic of 
the underdevelopment of the re-
gion’s least developed countries 
that their economic performance 
has remained largely at the mercy 
of fluctuations in weather, which 
determines output in the agricul-
tural sector, by far the most im-

9 Afghanistan, Bangladesh, Bhu-
tan, the Lao People’s Democratic Re-
public, Maldives, Nepal, Samoa and 
Vanuatu.
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portant contributor to their GDP. 
In addition, three main external 
factors have affected growth in 
these countries much more ad-
versely than in other developing 
countries: (a) the fall in the
prices of primary commodities has 
reduced their foreign exchange 
earnings; (b) other sources of 
foreign exchange earnings, such 
as export of manufactures, re-
mittances and tourism, have also 
been adversely affected in recent 
years; and (c) the quantum of 
external resources, which not only 
provide foreign exchange but often 
finance a considerable proportion 
of domestic development expendi-
ture in these countries, has not 
increased (see B ox  I.9). These 
factors have seriously reduced im-
port capacity and have slowed 
down the pace of growth in the 
least developed countries.

The economies of the majority 
of the least developed countries 
during the period 1981-1985 grew 
at rates well below the 7.2 per 
cent per annum target envisaged 
in the Substantial New Programme 
of Action (see Figure I.7). For 
instance, the annual average growth 
rates during the period 1981-1985 
were 2.9 per cent in Afghanistan, 3.7 
per cent in Bangladesh and 4 per 
cent in Nepal. During 1983-1984, 
while the annual rate of growth 
in the Lao People’s Democratic 
Republic was estimated at 6.4 
per cent, it remained negative 
in Samoa, despite some modest 
growth in 1983 and 1984. Bhu-
tan’s GDP was estimated to have 
grown at an annual rate of 6.5 
per cent during 1981-1984. After 
considerable set-backs in 1980, 
economic activities in Vanuatu 
recovered substantially during the 
1981-1983 period. GDP growth 
rate in real terms was estimated 
to have averaged over 4 per cent 
during 1982-1984, but declined 
by 2 per cent in 1985. In Maldives 
alone, real GDP has exceeded the 
target of the Substantial New Pro-

gramme of Action, averaging 12.5 
per cent during 1981-1985.

(a) Macro-economic performance
and prospects

The economic performance of 
Afghanistan was affected adversely 
by the set-back in the agricul-
tural sector in 1985/86. As a re-
sult, the GDP and national income, 
58 per cent of which originates 
in agriculture, grew by 1 per 
cent and 0.6 per cent respectively 
in 1985/86. Agricultural output 
remained virtually unchanged at 
the 1984/85 level. The production 
of cereals, sugar beet and potatoes 
was the worst affected by the 
drought.

However, the industrial sector 
showed considerable progress, with 
a gross output increase of 8 per 
cent in 1985/86.

The total value of foreign 
trade of Afghanistan declined from 
$1,885.3 million in 1984/85 to 
$1,362 million in 1985/86 or 
by 27.7 per cent, with exports 
declining at a slightly lower rate 
of 26.5 per cent, because of the 
unfavourable external environment. 
Natural gas accounts for more than 
40 per cent of total export and 
about 85 per cent of the state 
export earnings. For the year 
1986/87, it is envisaged that an 
overall increase in the value of 
foreign trade by 11.2 per cent 
compared with 1985/86 would be 
achieved. The USSR will remain 
the largest trading partner of 
Afghanistan, accounting for an 
estimated 60.4 per cent of its 
total exports in 1986/87.

The growth rate of the Bang-
ladesh economy perceptibly im-
proved in 1985/86 to 4.9 per 
cent, raising per capita incomes 
by 2.5 per cent. The growth rates 
in real GDP and per capita in-
comes were one percentage point 
above those achieved in 1984/85 
but about half a percentage point 
below that envisaged in the third

five-year plan (1986-1990). The 
agricultural sector, helped by fa-
vourable weather conditions, grew 
by 4.7 per cent, while the industrial

Box I.9. Official develop- 
Pacific island economies

Recent dataa on official develop-
ment assistance (ODA) flows reflect 
the continuing stagnation and inade-
quacy of these flows to most least 
developed and Pacific island coun-
tries of the ESCAP region. While for 
the region’s eight least developed coun-
tries, the target of aid disbursements 
of the Substantial New Programme 
of Action for the 1980s for the Least 
Developed Countries remains largely 
unfulfilled, the smaller Pacific island 
countries have also experienced severe 
decline in aid inflows.

Whereas the Substantial New 
Programme of Action envisaged a 
doubling of the aid flows to the 
least developed countries by 1985 
over the bench-mark of the average 
flow during the period 1976-1980, 
the 1985 actual aid flow from all 
sources to the least developed coun-
tries in this region was about 32 
per cent higher than the bench-mark 
figure, and the average for the period
1981-1985 was only 34 per cent 
higher than the 1976-1980 average.
After some growth during the early 
years of this decade, aid flows to 
most countries in this group have 
tended to decline. The average level 
of assistance to the eight countries 
during 1984-1985 was at the same level 
as that during 1981-1983. In recent 
years, however, Bhutan and Nepal 
seem to have received aid flows which 
were commensurate with the targets 
set in the Substantial New Programme 
of Action. On the other hand, the 
flows of aid to Bangladesh have stag-
nated, while those to Afghanistan, 
the Lao People’s Democratic Re-
public, Samoa and Vanuatu have 
declined in recent years (see table).

Development aid supplements do-
mestic incomes and along with philate-
ly and migrant remittances, provides 
considerable support to the economies

a Organisation for Economic Co-
operation and Development, Develop-
ment Co-operation: 1986 Review,
pp. 12-20.
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sector showed subdued growth 
of 5 per cent compared with 10 
per cent in 1984/85. The GDP 
growth target for 1986/87 is 5.7

per cent with some deceleration 
in agricultural growth, improved 
performance in manufacturing and 
sharp increases in electricity and

gas outputs. The delay in mon-
soons may, however, adversely 
affect growth in agriculture, es-
pecially rice, and hence of GDP.

ment assistance flows to the least developed and
of the ESCAP region
of small islands of the South Pacific.b 
These highly aid-dependent economies 
have experienced a severe fall-off in 
aid levels in recent years. With the sole 
exception of the then Trust Territory 
of the Pacific Islands, which received 
almost the whole of its aid from

b See, Geoffrey Bertram, “Sus-
tainable development in Pacific micro-
economies”, World Development, vol. 
14, No. 7 (July 1986).

the United States, aid levels to all 
other island-country members or as-
sociate members of ESCAP have de-
clined during 1984-1985 compared 
with their levels during 1981-1983 
(see table). This is true also of Samoa 
and Vanuatu, the two least developed 
countries in the Pacific subregion. 
A part of the explanation for the 
decline in aid flows to these coun-
tries is provided by the remarks of 
the Chairman of the Development 
Assistance Committee that “problems

facing the small island economies of 
the Pacific have been eclipsed by 
events elsewhere. Aid dependence 
in this (Pacific) region is, neverthe-
less, increasing; and solutions to 
the problems of small-scale develop-
ment remain complex”.c

c Organisation for Economic Co-
operation and Development, Develop-
ment Co-operation: 1986 Review,
p. 13.

Net official development assistance flows to the least developed and Pacific island economies of the ESCAP 
region, 1976-1980 and 1981-1985
(Millions o f US dollars)

Average
1976-1980

Average
1981-1985

Percentage
change

1981-1985/
1976-1980

Average
1981-1983

Average
1984-1985

Percentage
change

1984-1985/
1981-1983

A. Least developed countries 1 363.2 1 821.3 34 1 821.1 1 821.9 -

Afghanistanc 177.1 259.7 47 268.3 246.8 - 8.0
Bangladesh 942.1 1 169.7 24 1 168.6 1 171.4 0.2
Bhutan 4.7 15.2 223 11.4 21.0 84.2
Lao People’s Democratic 

Republica 78.3 115.9 48 116.4 115.1 - 1.1
Maldives 8.6 8.8 2 9.8 7.4 -24.5
Nepal 101.4 203.3 100 194.0 217.3 12.0
Samoa 21.6 22.8 5 24.8 19.8 - 20.2
Vanuatu 29.4 25.9 -12 27.8 23.2 -16.5

B. Other South Pacific island
economies 473.6 576.7 22 589.4 557.8 -5.4

Cook Islands 8.0 9.6 20 10.1 8.9 -11.9
Fiji 28.0 34.4 23 36.2 31.6 -12.7
Kiribati 9.9 14.2 43 15.7 11.9 -24.2
Niue 3.8 4.2 10 4.7 3.4 -27.7
Papua New Guinea 280.5 312.0 11 326.5 290.4 - 11.1
Solomon Islands 26.9 25.5 -5 29.0 20.2 -30.3
Tonga 12.3 16.5 34 17.8 14.6 -18.0
Trust Territory of the 

Pacific Islands 100.7 155.4 54 144.1 172.4 19.6
Tuvalu 3.5 4.9 40 5.3 4.4 -17.0

Sources: Organisation for Economic Co-operation and Development, Geographical Distribution o f  Financial Flows to De-
veloping Countries, various issues; and Development Co-operation: 1986 Review.

a Disbursements from members of the Council for Mutual Economic Assistance are as estimated by the secretariat of the 
Organisation for Economic Co-operation and Development.
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Figure I.7. Selected least developed economies in the ESCAP region. Aver-
age annual growth rates of real gross domestic product, 1976-1980 and 
1981-1985

Sources: National sources.
a Average of 1977-1980. b Average of 1982-1985.

The decline in jute prices, con-
sequent upon overproduction of 
jute, are also likely to have ad-
verse effects on farmers’ incomes 
and export earnings.

In 1985/86, there was a con-
siderable recovery in the flow 
of workers’ remittances which rose 
to $550 million after dropping 
sharply to $439 million in 1984/ 
85 from a peak of $617 million 
in 1982/83. The recovery was 
partly attributable to action taken 
by the Government to restrict 
illegal imports and transfer of 
funds through clandestine channels. 
However, remittances, particularly 
from the Gulf States, are likely 
to continue to be on the declining 
trend.

The recovery in the export 
earnings of Bangladesh, which be-
gan in 1983/84 and continued 
through 1984/85, was not sus-
tained in 1985/86. The value 
of exports rose barely by 1.2 
per cent to $950 million in 1985/86

from a level of $939 million in 
the previous year. Bangladesh 
experienced a sharp decline in 
the prices of major exports; aver-
age export prices fell by over 23 
per cent in 1985/86. The export 
prices of jute, tea and jute goods 
declined by 43, 48 and 48 per 
cent respectively between 1984/85 
and 1985/86. As a result, earnings 
from traditional exports dropped 
by 12 per cent, despite an increase 
in volume. However, earnings 
from non-traditional exports rose 
by 35 per cent in 1985/86, with 
impressive gains in exports of 
ready-made garments and frozen 
shrimps, as well as of vegetables 
and tobacco. The share of non- 
traditional exports in total re-
ceipts increased to 37 per cent 
in 1985/86 from 28 per cent in 
1984/85. The terms of trade of 
Bangladesh deteriorated by over 
25 per cent in 1985/86.

Imports decreased by about 
7 per cent in value to $2,493

million, almost entirely owing to 
lower food-grain imports. Pay-
ment on account of food-grain 
imports was lower by $256 mil-
lion owing to 46 per cent reduc-
tion in the volume of imports 
of food grains. A 5.4 per cent 
increase in imports of petroleum, 
oil and lubricants proved helpful in 
raising the degree of capacity utili-
zation in the manufacturing sec-
tor. The acceleration of disburse-
ment of project aid in 1985/ 
86, through its favourable impact 
on public sector investment, also 
increased the imports of capital 
goods.

Both the trade and current 
account deficits were lower in 
1985/86, primarily owing to re-
duced imports. The trade deficit 
fell by 8 per cent to $1,543 mil-
lion, while the current account 
deficit narrowed by 19.5 per cent 
to $1,058 million. The current 
account deficit is likely to in-
crease again in 1986/87 as im-
ports are planned to increase faster 
than export receipts and workers’ 
remittances.

Based on available national 
accounts data, which are in the 
nature of rough estimates, real 
GDP growth in Bhutan in the 
first half of this decade is estimated 
at 6.4 per cent per annum. A 
little over 50 per cent of the 
GDP is derived from agriculture, 
about a quarter from construc-
tion, wholesale and retail trade 
and hotels and restaurants and 
the remainder from transport and 
other services.

Available data do not permit 
an assessment of domestic sav-
ings and investment levels. How-
ever, since 1983/84 there has 
been a surplus of government 
revenue over maintenance expendi-
tures, which in 1984/85 amounted 
to less than 2 per cent of GDP. 
Budgeted public investment, equi-
valent to 25 per cent of GDP in 
1984/85, was funded almost wholly 
by external sources. If expendi-
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ture on the Chukha hydroelectric 
plant, which is wholly financed 
by India and not included in 
the national budget, is added, 
the investment rate rises to a 
high 45 per cent. Private invest-
ment appears to be limited, main-
ly in traditional areas such as 
housing.

Between 1980/81 and 1984/
85, exports to India have grown 
at an average annual rate of 7.4 
per cent, while imports have grown 
at an average rate of 19.1 per 
cent. Trade with the outside 
world is still small, but is growing 
at a much higher rate than with 
India. The very large and increas-
ing current account deficit with 
India, over 40 per cent of GDP 
in 1984, is more than covered 
by receipts from India in the 
form of budgetary grants and 
project aid. Bhutan’s Indian 
rupee reserves have increased each 
year since 1980/81 and currently 
cover over four months of im-
ports.

The hard currency trade de-
ficit is partly offset by tourism 
earnings of some $1.8 million 
annually, which is the principal 
non-aid source of hard currency. 
Aid receipts more than cover 
the remainder, permitting Bhutan 
to run overall balance-of-payment 
surpluses. External aid often 
provides a component to cover 
a part of local costs. This has 
enabled Bhutan to add to its 
foreign exchange reserves. At 
present, convertible currency re-
serves exceed one year’s imports 
from countries other than India.

The volume of external assi-
stance has doubled over the fifth 
plan period from some Nu 480 
million in 1980/81 to over Nu 
900 million in 1984/85. Exclud-
ing the Chukha loan, which is 
outside Bhutan’s development bud-
get and repaid through sales of 
electricity to India, external as-
sistance shows an increase from 
Nu 300 million to over Nu 600

million. Loan expenditures other 
than for Chukha are estimated 
at some Nu 40 million from 1981/
82 through March 1985. Given 
the concessional nature of most 
of the loans contracted in the 
past and only modest amounts 
of commercial borrowings under-
taken recently, the debt-service 
ratio is still very low.

The economy of the Lao 
People’s Democratic Republic grew 
at an estimated rate of 5 per 
cent per annum during the 1981- 
1985 plan period with a 7 per 
cent growth in 1985. The agricul-
tural sector, which represents about 
75 per cent of total output, re-
bounded strongly after negative 
growth in 1982 and 1983 and 
achieved 19 per cent growth in
1984 followed by an estimated 
17 per cent increase in 1985. 
Food self-sufficiency has been 
achieved with the fulfilment of 
the rice production target of
1.4 million tons set for the 1981 -
1985 five-year plan.

According to available esti-
mates, the output of manufac-
turing and forestry, which de-
creased considerably during 1983-
1984, resumed its growth in 1985. 
However, the strong performance 
of construction activities pulled 
up overall industrial growth, which 
increased by 9.7 per cent during 
the period 1981 to 1985. The dif-
ficulties encountered in industrial 
development are attributable large-
ly to inadequacies in public sec-
tor management and pricing poli-
cies which result in low return 
on state investment.

In consequence of the above 
developments, a comparison of 
the plan targets with the estimated 
actual achievements indicates that 
by the end of 1984, the targets 
for the 1980-1985 period had 
been overfulfilled in the agricul-
tural sector, while the outputs 
of industrial and services sectors 
had fallen significantly short of 
the plan targets.

A reform of the public en-
terprise management system was 
launched in 1985. It includes, 
as a first step, a significant rise 
in official retail prices with a 
view to eliminating subsidies and 
improving enterprise profitability. 
It has so far been applied to eight 
enterprises and will eventually 
encompass all public enterprises. 
State enterprises have been given 
autonomy in determining levels 
of production and investment. 
Wages of state employees have 
also been raised. This has in-
creased the domestic inflation rate 
to more than 50 per cent per 
annum. The current account 
deficit in 1985 is estimated to 
have risen to $95.3 million with 
an increase of $10 million during 
the previous year. The trade 
deficit remained large, with ex-
port earnings amounting to only
29 per cent of imports. The debt- 
service ratio in 1985 is relatively 
high, 33.7 per cent.

The Maldives economy con-
tinued to perform strongly in
1985 with an estimated real GDP 
growth rate of 10 per cent, con-
tributed largely by the expansion 
in fishing, government services 
and tourism and by the virtual 
elimination of operating losses of 
the international shipping sector. 
The fisheries sector, which con-
tributes about 21.5 per cent of 
real GDP, has shown a vastly im-
proved performance in the last 
few years arising from rapid in-
crease in the number of mechanized 
boats which enable the fishermen 
to go beyond the traditional 
fishing area. Improved infra-
structure facilities, including those 
for refuelling and repair of boats 
and for refrigeration and canning 
of fish, have also enhanced the 
value of the fish catch. Almost 
half of the catch, predominantly 
tuna, is exported.

Since 1984, tourism has 
emerged as an important growth 
sector in the Maldives economy.
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In 1985, it accounted for about 
15 per cent of GDP, 50 per cent 
of foreign exchange earnings, about
26 per cent of government tax 
revenue and a substantial number 
of jobs. Through promotional 
campaigns and the introduction 
of wide-bodied jet flights from 
Europe, Australia and Japan, the 
tourism sector has been trans-
formed to reach a much higher 
level than in previous years, when 
it depended mainly on Indian 
tourists. This has also led to an 
increase in the rate of capacity 
utilization of hotel facilities, which 
rose to 52 per cent in 1985, al-
though it remains lower than in 
many Pacific island resorts (such 
as in Vanuatu, which has a 67 
per cent utilization rate).

Inflation is estimated to have 
risen moderately, from 3 per cent 
in 1984 to 5 per cent in 1985, 
largely reflecting wage increases 
in the buoyant tourism sector 
and mark-up in the prices of some 
non-essential commodities. Fiscal 
policies have become less expan-
sionary in Maldives, with the over-
all budgetary deficit declining from
5.4 per cent of GDP in 1984 
to 4.5 per cent in 1985, reflecting 
a fall in capital expenditure. Mone-
tary policies have also been tight-
ened with the introduction of 
credit rationing and guidelines on 
the sectoral allocation of credit.

The balance-of-payments posi-
tion improved noticeably in 1985, 
with the current account deficit 
declining by about one third to 
$11 million. The improvement 
was brought about by favourable 
terms of trade, a decline in im-
ports as a result of tighter fiscal 
and monetary policies and the 
increase in tourism receipts. Ex-
ternal debt and the debt-service 
ratio have declined as a result of 
favourable balance-of-payments de-
velopments.

During 1983-1986, the growth 
rate in real GDP in Nepal averaged 
about 3 per cent, barely above

the growth rate of population. 
In 1984/85, the growth of agri-
cultural production, particularly of 
food grains, fell below 2 per cent 
and brought down the GDP growth 
rate to 2.8 per cent. In 1985/86, 
the first year of the seventh five- 
year plan (1985-1990), real GDP 
growth is preliminarily estimated 
to have increased by 4.2 per cent. 
Fluctuations in GDP growth have 
originated from the agricultural 
sector, whose output continues 
to be subject to large variations 
caused by changes in weather 
conditions. Unfavourable weather 
conditions led to a decline in 
GDP in 1982/83 and to a con-
siderable slow-down in 1984/85 
after strong recovery in the inter-
vening year. Unfavourable weather 
seems to recur almost every alter-
nate year, making sustained growth 
an elusive goal.

Price stability has also been 
affected by frequent changes in 
output. In 1982/83, the main 
source of inflation was external, 
raising the inflation rate to 14 
per cent. In the two subsequent 
years, inflation moderated con-
siderably, largely owing to the 
good performance of the agricul-
tural sector in 1983/84. In 1985/
86, inflation rose steeply to 19 
per cent in the first three quarters 
from an average of 6 per cent in 
1983/84 and 1984/85. This 
was caused mainly by a sharp 
devaluation at the end of 1985.

Balance-of-payments pressures 
have been rising in the Nepalese 
economy in recent years. Exports, 
which have been concentrated on 
a narrow range of agricultural 
commodities, have been stagnant 
and subject to large fluctuations 
along with agricultural output, 
while imports have been rising at 
a steady rate. As a result, during 
the past decade (between 1974/75 
and 1984/85) the ratio of ex-
ports to imports has declined from
49 per cent to 35 per cent. Cor-
respondingly, during the same pe-

riod, the ratio of exports and im-
ports to GDP have risen very dis- 
parately — from 5.4 to 6.6 per 
cent and from 10.9 to 18.6 per 
cent, respectively. The deficit 
on the current account has also 
been expanding rapidly, partly fi-
nanced by a sharp decline in foreign 
exchange reserves between 1982/
83 and 1984/85.

The balance-of-payments and 
inflationary pressures in the Ne-
palese economy were also a re-
flection of the expansionary fiscal 
and monetary policies adopted by 
the Government in recent years 
to stimulate growth. The growth 
in public revenue has lagged far 
behind that in public expenditure, 
raising the ratio of the fiscal de-
ficit to GDP to about 8 per cent 
in 1984/85. Government bor-
rowing increased from both do-
mestic and foreign sources.

In 1985/86, the Government 
took firm measures to correct 
both the external and fiscal im-
balances. The Nepalese currency 
was devalued by 14.7 per cent 
against a basket of currencies in-
cluding the Indian rupee. The ef-
fect on the balance of payments 
was favourable, producing a modest 
surplus and resulting in some ac-
cumulation in foreign exchange 
reserves. This was complemented 
by curtailment of government ex-
penditure and by the imposition 
of ceilings on credit expansion.

The two Pacific island least 
developed countries of the region, 
Samoa and Vanuatu, experienced 
somewhat contrasting changes in 
economic fortunes during the last 
two years. In 1985, whereas in 
Samoa real GDP went up by an 
estimated 2-2.5 per cent, in Vanua-
tu real GDP declined by 2 per cent, 
largely as a result of two severe 
cyclones that hit the country 
early in the year. Both countries 
were hit by the lower international 
prices of coconut and its products, 
but in Vanuatu the output of 
coconut declined by 20 per cent
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while in Samoa agricultural pro-
duction increased and coconut 
production and exports rose. Sa-
moa and Vanuatu also had con-
trasting fortunes with regard to 
tourism, an important source of 
their foreign exchange earnings, 
which rose strongly in the former 
and fell considerably in the latter. 
However, inflation was declining 
in both countries.

The sustained but moderate 
improvement in the economic per-
formance of Samoa in 1985 was 
due largely to the continued re-
covery in agricultural production 
and agro-based processing, despite 
falling export prices of coconut 
products. Aided by good weather 
conditions and higher producer 
prices maintained by the Copra 
Board,10 the exportable surplus 
rose by 7,100 tons, or over one 
quarter, during the year. The co-
conut oil mill, which dominated 
the processing/manufacturing sec-
tor, operated at almost full capa-
city (compared with a utilization 
rate of 88 per cent in 1984) and 
raised output by almost one fifth. 
However, the stagnant export vol-
ume of coconut oil reduced earn-
ings by one quarter, to tala 15.6 
million (approximately $6.9 mil-
lion) in 1985. This was offset 
to some extent by increased ex-
ports receipts from coconut cream 
by almost 80 per cent. The com-
bined value of these coconut- 
based products, accounting for 
just over one half of total mer-
chandise export value, fell by 17 
per cent during 1985.

Among other crops, taro out-
put increased marginally but its 
exports rose faster, reflecting the

10 Although export prices of coco-
nut oil declined in 1985 from tala 
2,000 to 850 a ton, producer prices 
for copra were maintained at the end- 
of-1984 level of tala 745 a ton until 
mid-November when it was reduced 
to tala 512 a ton. Central Bank of 
Samoa, Report and Financial State-
ments (31 December 1985), p. 12.

greater freedom granted to small-
holders to encourage exports. Ship-
ments expanded by one third (to 
6,600 tons) and value by one 
quarter (to tala 5.3 million), mak-
ing taro the second most important 
export product with a relative 
share of 14 per cent in 1985. 
Cocoa production expanded by 
60 per cent, to reach 1,030 tons, 
after two successive years of 
drought-induced poor harvests. Co-
coa export earnings, however, re-
mained stagnant, at tala 2.4 mil-
lion, owing to a sharp drop in 
export volume in 1985.

Unlike most other Pacific is-
land countries, tourism receipts 
in Samoa rose significantly in
1985, achieving a growth of 75 
per cent to reach a total of tala
14.8 million. This increase was 
attributable mainly to a larger 
number of home visits made by 
expatriate Samoans and the longer 
duration of stay or higher spend-
ing by the average tourist. Another 
favourable influence on the econo-
my was an increase in net private 
remittances by 40 per cent, reach-
ing a total of tala 53 million, or 
the equivalent of about half the 
value of merchandise imports.

In 1986, it seemed likely that 
Samoa would be able to sustain 
continued real growth in GDP.11 
According to data available for 
the first half of 1986, private 
remittances remained strong, al-
though export earnings fell by 
about one quarter (compared with 
the same period of 1985), owing 
to weaker prices for Samoa’s prin-
cipal export of coconut-based pro-
ducts. However, there was a 
substantial reduction in imports — 
by over 13 per cent during the 
first half of 1986 — owing to fall-
ing oil prices, exchange rate de-
preciation and lower public sec-
tor demand, in line with the wide-

11 Minister of Finance, The 1986 
Supplementary Estimates Statement, 
July 1986, p. 2.

ranging stabilization programme. 
The net result of these changes 
was reflected in a surplus on 
the balance of payments of over 
tala 2 million between December
1985 and May 1986.

In Samoa, the rates of increase 
in consumer prices had fallen 
steadily from 16.4 per cent in 
1983 to just over 10 per cent in
1985 and 6 per cent for the year 
ending June 1986. Increased 
availability of imported consumer 
goods, ample supply of local food 
items owing to favourable weather 
conditions, falling oil prices and 
lower import duties for certain 
food items (including beef, mut-
ton and chicken) were among the 
factors responsible for the sustained 
moderation in domestic inflation 
during 1985 and the first half of
1986.

Real GDP in Vanuatu fell 
by about 2 per cent in 1985 as a 
result of low copra export prices, 
and weather-induced set-backs in 
coconut production and tourism. 
The two cyclones, which hit 
several northern islands in Jan-
uary 1985, created extensive dam-
age to coconut palms. Output 
fell by about 20 per cent but 
copra export earnings dropped by 
almost vatu 1.4 billion ($13.2 mil-
lion) or over one half, owing to a 
sharper fall (of 27 per cent) in ex-
port volume and lower prices. 
There were some significant in-
creases in the volume of and earn-
ings from several less important 
export products — beef and veal, 
and cocoa. Nevertheless, the 
value of domestic exports fell by 
vatu 1.2 billion, or 47 per cent, 
during 1985.

Tourism was adversely affected 
in Vanuatu owing to bad weather 
conditions in the early part of 
the year, reducing tourist arrivals 
by 28 per cent and earnings by 
15 per cent. Inadequate inter-
national air links and shortage of 
first-class hotel accommodation, 
competition from other destina-
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tions in the subregion, as well 
as the dampening effect of the 
depreciation of the Australian dol-
lar on tourists from Australia, 
Vanuatu’s largest tourist market, 
also accounted for the fall in 
tourism earnings. The adverse 
trends in exports widened the 
trade deficit by 80 per cent and, 
along with reduced tourism earn-
ings, resulted in a small current 
account deficit in 1985, for the 
first time since independence.

Among the sectors of the 
economy which performed com-
paratively better were primary 
activities, most notably produc-
tion of cocoa and coffee, whose 
prices remained relatively firm, 
livestock and fisheries, as well 
as construction, transport and com-
munications. Banking services 
doubled their value added in 
1985, after registering a 70 per 
cent reduction during 1984. As 
a whole, during 1985 off-shore 
Finance Centre institutions con-
tributed vatu 1.3 billion or 18 
per cent of foreign exchange 
earnings equivalent to almost 70 
per cent of domestic exports. 
The Finance Centre’s nominal fac-
tor incomes (consisting of wages 
and salaries, and profits) jumped 
by 52 per cent to vatu 797 mil-
lion. In contrast, the value added 
in manufacturing increased by 
5 per cent in real terms.

In Vanuatu, the rate of in-
flation of 2.9 per cent in 1985 
showed a significant decline owing, 
in part, to the appreciation of the 
vatu relative to the Australian 
and New Zealand dollars. Over 
two fifths of Vanuatu’s imports 
for home consumption are deno-
minated in these currencies. There 
were also statutory price controls 
on basic necessities to protect 
the poorer sections of the popu-
lation.

(b) Agricultural development

The fluctuations in the out-

put of the agricultural sector, 
which has a predominant weight 
in the GDP, are a characteristic 
feature of the region’s least de-
veloped economies. Fluctuations 
in output largely depend on weath-
er conditions, since in most of 
the region’s least developed coun-
tries agriculture is predominantly 
rain-fed, rather than irrigated. In 
addition, many of the least de-
veloped countries are frequently 
ravaged by climatic disasters such 
as cyclones, floods and droughts. 
For instance, Bangladesh was hit 
by cyclonic storms and floods 
for three consecutive years from 
1984 to 1986, causing extensive 
damage to the production of 
food grains, jute, sugar-cane, cot-
ton, tobacco and tea. On the 
other hand, Afghanistan’s agricul-
tural output has been adversely 
affected by two consecutive years 
of drought, while Samoa and 
Vanuatu have suffered at the

hands of cyclones, which have 
dealt destruction to their coconut 
crops.

The agricultural performance 
of the region’s least developed 
countries during the first half of 
the current decade has been gen-
erally unimpressive, averaging well 
below the Substantial New Pro-
gramme of Action target of 4 
per cent annual growth and sub-
ject to wide fluctuations. Ex-
cept in the Lao People’s Demo-
cratic Republic, which has made 
impressive progress in agricultural 
production, all other least de-
veloped countries in the region 
have registered growth in food 
production below the Programme 
targets and in half of these coun-
tries, the growth in food produc-
tion has lagged behind population 
growth (see Figure I.8). Non-
food production has grown even 
less impressively and has been 
subject to larger fluctuations.

Figure I.8. Least developed economies in the ESCAP region. Average an-
nual growth rates of total and per capita food production, 1981-1985

Sources: United Nations Conference on Trade and Development, The Least De-
veloped Countries 1985 Report (TD/B/AC.17/25/Add.l(c)), 17 July 1985; Food and 
Agriculture Organization, computer printout received in ESCAP on 12 January 1987; 
United Nations, Monthly Bulletin o f  Statistics, September 1986; Asian Development 
Bank, Key Indicators o f  Developing Member Countries o f  ADB, vol. XVII (July 1986).
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The weakness and volatility 
of the agricultural growth in the 
region’s least developed countries 
highlights the severity of the food 
security problem. The low growth 
rate of food production and the 
high growth rate of population 
make it necessary for many least 
developed countries to import 
food grains for consumption. In 
Bangladesh, for example, 1.25 
million tons of food grains were 
imported in 1985 at a cost of 
$245 million, despite food grain 
production reaching a record high 
in 1984/85, thus raising the de-
gree of food self-sufficiency in 
recent years. Bhutan imports 
15,000-20,000 tons of cereals every 
year. The Lao People’s Demo-
cratic Republic, on the other 
hand, succeeded in achieving rice 
self-sufficiency in the 1981-1985 
plan period.

The problems in the agricul-
tural sector also reflect the in-
adequate level of technical pro-
gress. For example, only about
27 per cent of the total cultivated 
area is currently under irrigation 
in Bangladesh. Although the use 
of chemical fertilizer has increased 
rapidly since the mid-1970s, dosage 
levels are pitiably low compared 
with those of other developing 
countries. For example, only 
about 21.6 kilograms per acre of 
fertilizers were being used in 
Bangladesh in 1985/86, compared 
with about 114 kilograms per 
acre in the Republic of Korea in 
1982. In addition, there is also 
balanced use of phosphatic and 
nitrogenous fertilizers and the ap-
plication of new inputs is largely 
confined to food grains and major 
cash crops.

The region’s least developed 
countries have been adopting com-
prehensive policies to raise agri-
cultural output and minimize fluc-
tuations in output. They range 
from social policies, such as the 
land reform programmes adopted 
in Afghanistan, to technical meas-

ures such as extension and up-
grading programmes promoting im-
proved grain varieties and increased 
fertilizer and pesticide inputs, un-
dertaken in Afghanistan, Bangla-
desh, the Lao People’s Democra-
tic Republic, Nepal and Samoa, 
as well as the construction of im-
proved damage mitigation systems, 
carried out especially in Bangla-
desh in recent years. However, 
resource constraints have stood 
in the way of wider and more 
effective application of these po-
licies.

(c) Industrial development

In the industrial sector, growth 
rates in almost all the least de-
veloped countries of the region 
fall short of the 9 per cent an-
nual growth rate target set by the 
Substantial New Programme of 
Action. The small and remote 
least developed island countries 
especially face severe constraints 
to industrial development such as 
economies of scale, high cost of 
infrastructure, particularly tran-
sport and communications systems, 
and small size of domestic markets 
which are doubly limited by small 
populations and low levels of 
per capita income. Expansion 
into export markets is restrained 
by the narrow production base 
which is generally limited to 
processing of agricultural and fish-
eries products and light industries 
such as textiles. The shortage 
of skilled manpower at all pro-
fessional levels is also a serious 
constraint in many countries. Not-
withstanding these constraints, the 
region’s least developed countries 
have continued to make progress 
in the industrial sector.

In Afghanistan, output of the 
industrial sector grew by 7.9 per 
cent in the 1985/86 fiscal year, 
falling only slightly short of the
8.4 per cent target stipulated 
in the country’s socio-economic 
development plan.

Continuing the modest re-
covery that took place in the 
previous years, the industrial sec-
tor in Bangladesh grew by 5 per 
cent in 1985/86. However, the 
average annual growth rate of 
industrial value added was only
4.7 per cent compared with the 
second plan target of 8.4 per cent. 
Apart from weak demand and 
shortage of raw materials, the 
slow-down of investment affected 
creation of new capacities while 
liberalization of imports which 
caused domestic industries to face 
severe competition had an ad-
verse effect on capacity utiliza-
tion. The jute and garment manu-
factures were among the worst 
affected by external demand fac-
tors. The latter suffered severe-
ly from the export restrictions
adopted by developed countries 
in early 1986, especially since
production lacks diversification in-
to different product lines.

In Bhutan, where industrial 
output increased by 11.8 per cent 
in 1983 and by 6.6 per cent in
1984, large-scale industries based
on natural resources are being
set up in the public sector and 
indigenous private enterprises are 
being encouraged to invest in 
small-scale, forest-based industries. 
At present, the only major manu-
facturing unit in the public sector 
is the Penden cement plant, ac-
counting for two thirds of the 
country’s industrial output and 
half of the total employment in 
the industrial sector.

In the Lao People’s Demo-
cratic Republic, where industrial 
output decreased considerably in
1983 and 1984, there was resump-
tion of industrial growth in 1985. 
However, owing to good perform-
ance in the construction sector, 
overall industrial growth increased 
steadily from 1982, achieving 9.7 
per cent for the period 1981 to
1985. The difficulties encountered 
in industrial development are at-
tributable mainly to inadequacies
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in public sector management and 
the low return on state invest-
ment.

In Nepal, where the industrial 
sector contributes only 5 per cent 
to GDP, its growth has been closely 
linked with agriculture which pro-
vides the basic raw materials to 
the major industries, jute goods, 
sugar, cigarettes and textiles, Dur-
ing the first four years of the sixth 
plan (1980-1985), industrial growth

was fairly vigorous, reflecting the 
improved availability of inputs 
and electricity supply. During 
1984/85, however, output of jute 
goods, sugar, cement and bricks 
declined. The decline in sugar 
production for the second con-
secutive year reflected the decline 
in sugar-cane output. The pro-
duction of jute goods declined 
because of diversion of raw jute 
to export following a sharp rise

in international prices. The pro-
duction of textiles, the bulk of 
which are exported, continued 
to increase.

In Samoa, the manufacturing 
sector experienced an annual rate 
of growth of 9.4 per cent in real 
terms during the first four-year 
plan (1980-1984). This was mainly 
the result of the government po-
licy of diversification of manu-
facturing. This sector now includes

Table I.10. Least developed economies in the ESCAP region. Growth rates and relative shares of components 
of gross domestic product at constant prices, average of 1976-1980, 1981-1985 and 1981, 1982, 1983, 1984,
1985 and 1986 (estimated)

Average annual growth rates Sectoral shares

Total Agriculture Industry Services Agriculture Industry Services

Afghanistan

1976-1980 0.4 0.3 2.0 -1.7 59.7 27.0 13.2
1981-1985 2.3 1.0 4.9 3.4 60.2 26.8 12.9

1981 1.8 3.1 -1.7 3.0 62.6 25.1 12.3
1982 2.0 0.5 3.2 7.7 61.7 25.4 13.0
1983 4.8 2.2 11.8 3.8 60.1 27.0 12.8
1984 2.0 -0.4 4.0 9.5 58.6 27.6 13.8
1985 0.9 - 0.1 7.0 -7.2 58.1 29.2 12.7
1986 5.4 4.1 7.9 5.7 57.4 29.9 12.7

Bangladesh
1976-1980 5.2 3.2 6.5 8.1 51.7 14.2 34.0
1981-1985 3.9 2.8 5.1 4.8 48.3 15.2 36.4

1981 6.8 5.3 7.5 8.4 48.7 14.9 36.3
1982 0.8 0.9 3.0 - 0.2 48.8 15.3 36.0
1983 3.6 4.6 0.6 3.5 49.2 14.8 35.9
1984 4.2 1.6 8.3 6.2 48.0 15.4 36.6
1985 4.1 1.8 6.2 6.3 46.9 15.7 37.4
1986 5.2 

Lao People’s Democratic

4.9 3.8 6.0 46.8 15.5 37.7

Republic

1976-1980 . . . .  .  . . . . . . .
1981-1985 5.6 5.5 9.7 4.0 76.3 9.5 14.2

1981 6.3 6.9 -2.4 8.3 77.9 7.8 14.2
1982 2.0 -0.4 23.2 3.2 76.1 9.5 14.4
1983 - 2.1 -4.9 7.0 6.9 73.9 10.4 15.7
1984 14.5 19.0 4.6 0.2 76.8 9.5 13.7
1985 7.2 7.1 15.9 1.4 76.8 10.2 13.0

Maldives

1977-1980 13.8 3.8 41.7 18.3 39.0 12.5 48.4
1981-1985 12.9 14.2 4.9 14.7 32.3 12.9 54.8

1981 9.4 8.2 -4.3 14.4 34.0 13.5 52.4
1982 9.7 -5.3 14.8 18.1 29.4 14.2 56.4
1983 5.8 5.8 4.6 6.2 29.3 14.0 56.6
1984 25.6 46.7 8.6 18.9 34.3 12.1 53.6
1985 14.1 15.5 1.1 16.1 34.7 10.7 54.6
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Table I.10 (continued)

Average annual growth rates Sectoral shares

Total Agriculture Industry Services Agriculture Industry Services

Nepal
1976-1980 2.6 - 1.0 -------- 9 . 0 ----------- 61.7 -------- 38.3 --------
1981-1985 4.0 5.1 2.2 61.2 -------- 38.7 --------

1981 8.3 10.4 -------- 5.5 -------- 59.8 --------40.1 ---------
1982 3.8 4.6 60.3 -------- 39.7 --------
1983 -3.0 - 1.1 -----------  8.5- -------- 61.5 -------- 38.5 --------
1984 7.8 9.5 -------- 4 . 9 -------- 62.5 -------- 37.5 --------
1985 3.0 2.4 -------- 4.0 -------- 62.1 -------- 37.9 --------
1986 4.2 4.7 -------- 3.4 -------- 62.4 -------- 37.9 --------

Samoa
1981-1985 - 1.0 . . .  . . .

1981 -9.1 . . .  . . .

1982 - 1.1
1983 0.5 . . .  . . .

1984 2.2
1985 2.5-3 . . . . . .

Vanuatu
1982 2.0 . . .
1983 3.0 . . .  . . . . . .
1984 8.0
1985 - 2.0 . . .  . . .

Sources: Asian Development Bank, Key Indicators o f  Developing Member Countries o f  ADB, vol. XVII (Manila, July 1986); 
and national sources.

various coconut- and fruit-pro-
cessing plants and other light in-
dustries. In addition, several im-
port-substituting industries are in 
operation. In Vanuatu, the Va-
nuatu Cement Industry, the first 
large-scale industry, commenced 
operation in 1983, with govern-
ment equity participation.

2. The Pacific island subregion

The vulnerability of small,
highly open economies in the
developing Pacific island subregion
to sudden changes in external
environment, including the ele-
ments of nature, has been em-
phasized by the reversal of eco-
nomic fortunes experienced by
most developing islands in the 
Pacific between 1984 and 1985. 
An underlying factor for these
changes was the response of world 
prices of major export commodi-

ties to changes in the pace of 
recovery in world economic growth 
and trade which markedly weak-
ened in 1985. In many island 
countries, the weakness in the 
demand for exports was aggra-
vated by the vagaries of weather, 
notably cyclone and drought, which 
had a considerable adverse impact 
on both commodity production 
and tourism, the major sources 
of export earnings. The recent 
weakening in the performance 
of the subregion’s two neigh-
bouring developed market econo-
mies, Australia and New Zealand 
(discussed in greater detail else-
where in the Survey12) also had 
unfavourable repercussions. Not-
withstanding these adverse fac-
tors, some economies in the subre-
gion, especially Papua New Guinea 
and Samoa, were able to show

12 See pp. 64-67.

moderate growth in output, in-
come and employment.

Frequent changes in the ex-
ternal environment imparted an 
element of instability to the Paci-
fic island economies, which was 
reflected in the highly volatile 
nature of their economic per-
formance. This created consider-
able disruption in development 
planning and management, as well 
as frequent discontinuity in the 
fiscal and financial policy stance 
designed to reduce budgetary and 
external imbalances. During 1985-
1986, for example, falling export 
earnings reduced revenue growth, 
on the one hand, and there were 
increased public spending needs 
for income support and relief and 
rehabilitation of cyclone victims, 
on the other, in several Pacific 
island countries, including Fiji, 
Solomon Islands and Tonga. As a 
result, this led to discretionary
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cuts or restraints on government 
expenditure, the rescheduling of 
development programmes and pro-
jects and, in a few cases, supple-
mentary fiscal measures (see Box 
I.10).

A comprehensive account of 
the Pacific islands’ major structural 
characteristics and recent economic 
changes, together with a discus-
sion of related policy develop-
ments and issues, was undertaken 
in last year’s Survey. 13 The cur-
rent discussion has a more selec-
tive focus on the principal fac-
tors affecting recent developments 
and relevant policy issues in the 
subregion.

(a) Aggregate income and out-
pu t14

Though external conditions 
were extremely important, they 
were not the sole determinants of 
economic performance in the Paci-
fic subregion; specific conditions 
in each country, as well as policy 
responses to them, gave rise to 
quite dissimilar growth patterns. 
The two major economies of the 
subregion, Fiji and Papua New 
Guinea, for example, presented 
contrasting economic performance 
in 1985. This was largely ex-
plained by the favourable effect 
in Papua New Guinea, on the one 
hand, of rising production of 
gold and copper whose prices 
were relatively stable, and the 
unfavourable effect in Fiji, on 
the other hand, of cyclones on 
agricultural production, especially 
sugar, whose prices fell sharply 
in 1985.

The economic performance of 
most Pacific island economies for

13 See Survey, 1985, pp. 53-71.
14 The discussion relating to the 

two least developed economies in 
the subregion, Samoa and Vanuatu, 
is included along with other least de-
veloped countries in the preceding 
pages.

which estimates of GDP in real 
terms were available, including 
Fiji, Solomon Islands and Tonga, 
considerably worsened in 1985. 
Solomon Islands suffered a severe 
set-back, with real GDP falling 
by about 6.5 per cent, while 
Fiji’s aggregate income declined 
by almost 3 per cent in real terms 
(see Figure I.9). Most Pacific 
island countries, especially the 
smaller ones, underwent a reversal 
of the rapid growth experienced 
in 1984, owing to a sharp drop 
in the export price of copra, which 
fell to one third of its peak. Papua 
New Guinea was among the few

economies whose performance im-
proved in 1985 — recording 2.2 
per cent increase in real GDP in
1984, marginally above the growth 
rate in 1985.

The modest improvement in 
the level of economic activity of 
Papua New Guinea during 1985 
was made possible by a 12.3 
per cent increase in merchandise 
export earnings. This increase 
was largely the result of resump-
tion of full operation of the Ok 
Tedi mine, whose gold output 
reached 16.8 tons in spite of a 
short shut-down during the year. 
The higher rate of ore processing

Box I.10. The Tuvalu Trust Proposal: an 
innovative modality of development assistance

The serious constraints on the 
financing of government recurrent 
and capital expenditure in very small 
countries were discussed at some 
length, with special reference to 
Tuvalu, in the Survey 1985.a

Among the modalities of such 
assistance proposed for Tuvalu, the 
establishing of an internationally spon-
sored trust fund, the interest on which 
could then be used for budgetary 
support, has recently found concrete 
form, following the report jointly 
prepared by a team of experts from 
New Zealand, the United Kingdom 
of Great Britain and Northern Ireland 
and the United Nations.b The report 
called for a total endowment of 
$A 27 million by the beginning of 
1987 in order to provide for the 
required recurrent budget support and 
reinvestment necessary to maintain 
the real capital value of the fund. 
This funding level was equivalent 
to about 6.9 times recurrent expendi-
ture and 9 times recurrent revenue 
estimates in Tuvalu for 1986.

Other principal recommendations 
were that the proposed fund should 
have the capacity to receive and pool 
financial inputs in varied forms (e.g.

a See Survey, 1985, p. 69.

b Government of Tuvalu, Tuvalu 
Trust Proposal, July 1986.

one-time grants, interest-free loans, 
periodic subscriptions etc.) as might 
be offered by potential donors. In 
addition, the management of the 
fund itself should be separated from 
consideration of the distribution of 
the (net) income generated, and the 
Government of Tuvalu be given maxi-
mum autonomy in the use of in-
terest income so distributed. For 
obvious reasons, the proposed fund 
must be given maximum protection 
against appropriation, confiscation or 
other attachment by third parties, 
and must be free from all forms of 
taxation.

The Tuvalu Trust Fund proposal 
thus represents an innovative and 
practicable approach towards develop-
ment assistance to very small develop-
ing countries. It would help establish 
a predictable basis for the conduct 
of the country’s economic affairs, 
and increase Tuvalu’s efficiency in 
the management and planning of 
its fiscal expenditure. The conser-
vative estimates on which funding 
requirements and income generation 
were based would necessitate the 
continuing pursuit by Tuvalu of 
prudent economic policies. The 
implementation of the fund, in the 
long run, would promote autonomy 
and the sense of self-reliance which 
constituted an integral part of the 
process of nation-building in Tuvalu 
and similarly situated economies.

58



envisaged under the terms of the 
Sixth Supplemental Agreement15 
could raise the contribution of Ok 
Tedi to export earnings and GDP 
significantly from the second half 
of 1986. The mine already ac-
counts for one third of total 
mineral export receipts. Copper 
export earnings grew by kina 
25 million, or by almost one 
fifth, reflecting largely an increase 
in the output of copper concen-
trates.

In contrast, the value of non-
mineral domestic exports fell by 
kina 62 million ($62 million), 
or 13 per cent in 1985. This was 
generally due to a combination 
of lower export prices and reduced 
volume of exports of major com-
modities, except coconut oil and 
copra. Copra export volume ex-
panded by 11 per cent and co-

15 Between the Government of Pa-
pua New Guinea and other shareholders 
and concerning, among other things, 
new developmental plans for the mine.

conut oil by 2 per cent, but earn-
ings fell respectively by 32 and 
40 per cent (or by kina 15.7 
million each), owing to a sharp 
fall in copra prices, which had 
subregion-wide adverse effects. The 
combined increase in export re-
ceipts from gold, copper and 
other minerals amounting to kina 
101 million, however, far out-
weighed lower earnings from agri-
cultural, forestry and fishery pro-
ducts (see Box I.11).

The prospects for sustained, 
positive GDP growth in Papua 
New Guinea during 1986 were 
reasonably bright. In addition 
to the economic stimulus from the 
higher rate of processing and pro-
duction noted earlier, gold prices 
firmed up during the first half 
of 1986 and remained reasonably 
high during the rest of the year. 
Earnings from this export commo-
dity, at kina 186 million during 
the first half of 1986, rose by 
almost 60 per cent compared 
with those of the corresponding

period in 1985. A spurt in cof-
fee prices and higher volumes 
of coffee and cocoa shipments 
lifted their first half 1986 earnings 
by almost 90 and 10 per cent 
over the receipts from these res-
pective commodities during the 
same period in 1985. The positive 
impact from rising export earnings, 
together with the expected high 
level of building and construction 
activities, should help sustain conti-
nued growth despite fiscal re-
straint in 1986.

Falling commodity prices and 
unfavourable weather conditions 
cast a longer shadow on the econ-
omic performance in most other 
Pacific island economies, includ-
ing Fiji, Solomon Islands and 
Tonga. The significant growth 
in the real GDP of Fiji in 1984, 
amounting to about 8.7 per 
cent, was sharply reversed in 
1985, with a fall in real GDP 
of 2.9 per cent. This set-back 
was due to two major factors. 
First, prices for Fiji’s principal 
export commodity, sugar, averaged 
about 12 per cent lower in 1985. 
Secondly, two cyclones during 
the first quarter of 1985 caused 
considerable damage to economic 
activity, especially agricultural ex-
ports and tourism, Fiji’s prin-
cipal exports. The contribution 
of sugar-cane growing and sugar 
manufacturing to real GDP (at 
factor cost) fell to 11.3 per cent, 
compared with 15.4 per cent dur-
ing 1984, as a result of the fall 
in both prices and outputs.

Of the other major agricultural 
crops, the upward trend in rice 
production continued with a gain 
of almost one third in 1985; 
this helped sustain the relative 
share of other agricultural activi-
ties in GDP. The degree of self- 
sufficiency in rice increased to 
60 per cent, with a commensurate 
drop of about 17 per cent in the 
value of imported rice. The contri-
bution to GDP of the building 
and construction sector, which

Figure I.9. Selected Pacific island economies. Percentage change in gross 
domestic product, 1982-1985

Sources: National sources.
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had been declining since 1981 
with the completion of major 
public work projects, recovered 
considerably during the post-cy-
clone rehabilitation period. The 
contribution of other major acti-
vities, including other manufac-
turing, distribution, community 
and other services, remained vir-
tually unchanged or marginally 
declined.

The impact of adverse weather 
conditions and commodity prices 
on Fiji’s external balance was 
considerably reduced by several 
mitigating factors. First, the fall 
in sugar prices was considerably 
moderated owing to an increase 
of 8 per cent, to a total of 410,000 
tons, in export volume during
1985. As a result, sugar export 
earnings fell by about 5 per cent

to $F 104 million ($90 million). 
Secondly, merchandise imports 
grew modestly by $F 21 million, 
or 4.3 per cent, partly owing to the 
moderating influence of falling oil 
prices and a general reduction in 
import expenditure during 1984. 
Thirdly, the impact of the cyclone- 
induced fall of 9 per cent in the 
volume of tourist arrivals on tour-
ism receipts was more than offset

Box I.11. Fishery resources development and fishing rights in the Pacific
The 16 developing Pacific is-

land economies of the ESCAP region 
occupy a land surface area of less 
than 0.53 million square kilometres 
but their exclusive economic zones 
extend over 22 million square kilo-
metres of the middle Pacific ocean. 
An enormous potential of fishery 
resources is waiting to be exploited 
in this vast expanse of water; much 
of these resources are currently bene-
fiting countries outside the zone. 
Recent surveys in the tropical Pacific 
suggest a standing stock of 3 million 
tons of skipjack tuna (Katsuwonus 
pelainis) alone; this volume would 
apparently sustain the annual catch 
of this species in recent years.a The 
gradual development of local fishery 
industries -  including the establish-
ment of locally-owned fishing fleets, 
and of shore-based maintenance fa-
cilities as well as tuna processing 
plants — has been widely recognized 
as of crucial importance to the long-
term development, particularly of 
smaller island economies.

Many developing Pacific islands, 
however, have not realized fully 
the substantial economic benefits from

a R.E. Kearney, “Fishery poten-
tials in the tropical central and western 
Pacific” in United Nations Environ-
mental Programme, Environment and 
Resources in the Pacific, UNEP Re-
gional Seas Reports and Studies 
No. 69, 1985, pp. 75-84; and G. 
Waugh, “The Development of fisheries 
in the South Pacific region with 
reference to Fiji, Solomon Islands, 
Vanuatu, Western Samoa and Tonga”. 
Islands/Australia Working Paper No. 
86/2, Canberra, National Centre for 
Development Studies, Australian Na-
tional University, 1986, pp. 27-30.

their fishery resource endowment 
owing to their limited capability 
to exploit, or to initiate activities 
to raise domestic value added from 
this natural endowment. The bulk 
of skipjack tuna caught in the ex-
clusive economic zones of the Pa-
cific islands, which at times con-
stitutes up to one half of world har-
vest of this species, has been landed 
and processed elsewhere. Several 
islands have received generally modest 
amounts of economic rent mostly 
in the form of bilateral licensing 
fees on others — including Japan, 
the Republic of Korea, Taiwan (a 
province of the People’s Republic 
of China), and the Union of Soviet 
Socialist Republics — for the right 
to fish in their exclusive economic 
zones.

A recent major development 
in this connection was the signing of 
an agreement on a long-term region- 
wide tuna fishing agreement between 
the United States of America and 
16 Pacific island economies in Tonga 
on 20 October 1986. This five-year 
accord, reached after two years of 
negotiations, calls for an annual 
licensing payment of $1.75 million 
and technical assistance worth $0.25 
million to island tuna fishing enter-
prises from the American tuna in-
dustry. In addition, the United States 
Government would simultaneously of-
fer an aid package of $10 million 
per year to the Pacific islands par-
ticipating in the treaty. Such assis-
tance would be directed towards 
the promotion of island capabilities 
to gain more benefits from their 
commercial fishery resources — in-
cluding the harvesting and processing 
of a significant proportion of all 
tuna netted in the subregion.

The agreement, when effective,

would channel a considerable, ad-
ditional amount of much needed 
resources to the island subregion. 
The agreement also provides for a 
higher or additional licensing fee 
payment if the American tuna fleet 
fishing in the subregional waters 
exceeds 35 in number. It would also 
help promote both interregional and 
subregional economic and technical 
co-operation for the fuller exploita-
tion of a major potential economic 
resource. For example, an average 
(300-ton) pole-and-line or long-line 
vessel suitable for use in distant water 
fisheries has a replacement value of 
several million (United States) dollars; 
an average tuna purse-seiner of 1,100 
tons cost approximately $11 million 
to build and about $3 million to run 
annually. Few individual developing 
island countries can afford such 
expenses. Most of them, in addition, 
do not have suitable slipping and 
docking facilities for large fishing 
vessels, nor do they carry extensive 
stocks of spare parts and ancillary 
equipment; these are equally expen-
sive requirements.b Lastly, the agree-
ment would help in the solution of 
the long-standing dispute, and related 
difficulties, between American tuna 
boat owners and Pacific island Govern-
ments.

The agreement must be seen 
as a major step towards the exercise 
of greater autonomy by the develop-
ing Pacific island countries over their 
natural resources. The addition 
to the much-needed financial resources 
will help the development of their 
economies and the building of the 
infrastructure which would ensure 
their greater participation in the 
exploitation of their natural resources.

b Ibid.
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by larger tourist expenditures, 
resulting in an increase of over 
$F 10 million (or 6.3 per cent). 
Finally, there were large inflows 
of insurance monies and of net 
private and official transfers. These 
transfers, at $F 32.3 million, more 
than doubled the previous year’s 
receipts. The current and capital 
accounts balance registered a sur-
plus of about $F 9 million during 
the year (compared with a deficit 
of $F 5.4 million in 1984).

Fiji’s prospects for positive 
growth brightened considerably in 
1986; real GDP was estimated 
to expand by around 5.5 per cent, 
resulting in a gain of 3.4 per cent 
in real income per head of popula-
tion. Both output and prices 
of sugar were likely to recover 
substantially, restoring its lost share 
in GDP. There were also signs 
of an upturn in investments, re-
flected in an acceleration of con-
struction activities. Tourism re-
ceipts, however, did not revive 
despite a strong resumption of 
growth in tourist arrivals by over 
15 per cent during the first half 
of 1986 compared with the cor-
responding period in the previous 
year. This seemed largely due to 
an increase in stopover and shorter- 
staying tourists, whose number 
has increased at the expense of 
longer-staying Australian tourists, 
following the devaluation of the 
Australian dollar. This caused 
a 2.2 per cent fall in tourist re-
ceipts on a year-to-year basis 
ending in June 1986.

The economic performance of 
Solomon Islands suffered a con-
siderable set-back in the last two 
years. Revised data indicated 
a drop of 6.5 per cent in real 
GDP in 1985, while the extensive 
devastation caused by cyclone 
Namu in May 1986 was likely 
to have lasting effects on the 
economy. The poor performance 
during 1985 was attributable in 
large measure to unfavourable de-
mand for exports, which accounted

for about 52 per cent of GDP 
over 1983-1985. In 1985, export 
earnings from palm oil and kernels 
and copra fell by 25 per cent, while 
those from timber dropped by 7 
per cent. These losses were offset 
by modest gains in the value 
of other export products, yielding 
a net fall of $SI 12.9 million 
($8.7 million), or 11 per cent, 
in merchandise export earnings, 
and equivalent to 8 per cent of 
the monetized GDP in 1984.

The economic difficulties were 
compounded by the devastation 
and the subsequent floodings and 
silting caused by cyclone Namu, 
which struck the country in May
1986. Besides serious loss of 
life and property, including homes 
and standing crops of rice, coconut, 
cocoa and palm oil, the damage 
to public buildings and infra-
structures was estimated at $SI 15 
million.16

The prospects for any notice-
able recovery in the economic 
growth of Solomon Islands during
1986 or the early part of 1987 
were thus not very promising. 
The export earnings during the 
first half of 1986 were marginally 
lower than the depressed level 
of the first half of the previous 
year. Reduced export earnings 
from coconut products were largely 
compensated by higher earnings 
from fishery and forestry pro-
ducts, owing to higher volumes 
in the first half of 1986. The af-
termath of the cyclone was re-
flected in the planned termination 
of large-scale logging (under con-
tract to the statutory Timber 
Corporation) in New Georgia, and 
the cessation of rice production 
on the Guadalcanal Plains by 
the government-owned company, 
owing, in part, to the cyclone- 
induced flood damage. The reper-
cussions on the imbalance in the 
trade account, which turned from

16 Central Bank of Solomon Islands, 
Mid-Year Review 1986, pp. 15-16.

a surplus of $SI 6.3 million for the 
year ending in June 1984 to a de-
ficit of $SI 0.5 million a year later, 
and to $SI 22.9 million for the 
12 months ending in June 1986, 
were indeed disquieting, the trade 
deficit having risen to 22 per 
cent of merchandise export earn-
ings. The deficit in the current 
account likewise widened five-
fold, from $SI 7.3 million for 
the year ending in June 1984 
to $SI 38.5 million two years 
later.

The economy of Tonga shared 
the set of exogenous factors which 
characterized the experience of 
Fiji in 1985. The cyclone in 
January damaged over two fifths 
of the banana output in Tonga, 
while a prolonged drought during 
the second half of the year brought 
further damage to agriculture. In 
common with other countries in 
the subregion, it was also ad-
versely affected by falling prices 
for coconut-based products, the 
principal export of Tonga. Al-
though the rate of agricultural 
growth fell off only marginally 
in 1985, there was a sharp fall 
in the exports of coconut oil 
and desiccated coconut, which, 
at $T 3.3 million ($2.2 million), 
were 44 per cent lower than in
1984.

The loss of $T 2.7 million 
in merchandise export earnings, 
however, was more than made 
up by receipts from tourism which, 
at $T 10.1 million, represented 
an increase of almost 40 per cent 
over 1984. The surplus in the 
services account, together with 
large remittance inflows from over-
seas Tongans, helped finance two 
thirds of the widening trade deficit 
of $T 49.6 million (from $T 36.2 
million in 1984); external grants 
covered the remainder. These 
favourable factors, along with a 
higher rate of public spending 
and a moderate growth in the ser-
vices sector, enabled the economy 
to achieve an increase of about
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1.5 per cent in the GDP for the 
year 1985/86.17

(b) Macro-economic policy issues

(i) Inflation

The highly open economies of 
the Pacific island subregion have 
been experiencing a declining trend 
in inflation in recent years owing 
to declining prices of essential 
imports, including oil. Inflation 
had fallen from the high levels of 
the early 1980s to moderate levels 
by 1984; consumer prices generally 
continued on a downward trend

17 Tonga Development Bank, Ninth 
Annual Report for the Financial Year 
ended 31 December 1985, p. 1.

in 1985 and 1986 (Figure I.10). 
However, the performance varied 
considerably among countries of 
the subregion with Papua New 
Guinea, Solomon Islands and Ton-
ga, among others, experiencing ris-
ing inflationary pressures. Weather 
conditions, exchange rate changes, 
and monetary and fiscal develop-
ments played an important role 
in determining the rate of in-
flation.

In Papua New Guinea, where 
inflation had slowed down from 
an average of 8 per cent in 1983-
1984 to 4.5 per cent in 1985, 
there was some upward pressure 
on prices in 1986, despite lower 
oil prices. The 5 per cent deva-
luation of the kina against its

basket of currencies in November
1985, along with the increase in 
March 1986 of the import levy 
(from 4 to 7.5 per cent), is ex-
pected to add about 1.5-2 per cent 
to consumer prices in 1986. The 
yearly rate of inflation stood 
at 5.6 per cent for the year ending 
June 1986.

In Fiji, the rate of inflation 
continued its downward trend, 
decelerating from an annual aver-
age of 6 per cent in 1983-1984 
to 4.4 per cent in 1985 and just 
1.2 per cent in the year ending 
June 1986. This remarkable de-
gree of price stability in Fiji was 
attributed to a number of favour-
able factors, including falling or 
stable import prices, continuing

Figure I.10. Selected Pacific island economies. Changes in consumer prices, 1983-1986

Sources: National sources.

a First quarter 1986 over first quarter 1985. b  First half  1986 over first half 1985.
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decline in food prices and im-
proved management of aggregate 
demand through public expenditure 
restraints and monetary stability.

In Solomon Islands, inflation 
rose appreciably between 1983 
and 1984, from 7 to 11 per cent, 
because of the export boom, 
rapid monetary expansion and 
shortages in domestic supply of 
agricultural products as a result 
of a shift to increased coconut 
farming. Inflation declined to
9.5 per cent in 1985, as food prices 
softened owing to increased sup-
plies of agricultural products during 
the latter part of the year. In 
contrast, increases in the prices 
of beverages and tobacco, cloth-
ing, and other manufactures were 
high during most of the year, 
partly reflecting the impact of the 
depreciation of the Solomon Is-
lands dollar against the major cur-
rencies, despite its relative stabi-
lity vis-à-vis the Australian dol-
lar. Utility prices rose somewhat 
towards the latter part of the 
year as electricity tariffs were 
raised. After declining in the first 
quarter of 1986, inflation ac-
celerated in April-May to 11 
per cent, as the increase in prices 
of food, beverages and tobacco, 
and manufactured goods rose more 
rapidly, partly as a result of in-
creases in import duties.

In contrast to other Pacific 
island economies, Tonga has ex-
perienced considerable price insta-
bility. After a period of high in-
flation in the early 1980s, peaking 
at 22.4 per cent in 1980, it fell 
to only 0.1 per cent in 1984, 
largely as a result of a fall in domes-
tic food prices, a moderation in 
inflation rates in Australia and New 
Zealand and an appreciation of the 
pa’ anga vis-à-vis the New Zealand 
dollar. More recently, however, 
the inflation rate jumped sharply 
to 20 per cent during 1985 and 
accelerated further to a yearly 
rate of 32 per cent in the first 
half of 1986. Three major fac-

tors have contributed to this 
upsurge. First, the domestic 
prices of imports from New Zea-
land, which account for 40 per 
cent of Tonga’s total imports, 
went up significantly because of ap-
preciation of the New Zealand 
dollar, the rise in New Zealand’s 
inflation rate and an increase in 
Tonga’s tariff rates. Secondly, 
the domestic food supply was 
adversely affected by drought. 
Finally, domestic demand was 
subjected to considerable pres-
sure from a high level of remit-
tances and an upward adjust-
ment of public sector wages.

(ii) Employment

The continued buoyancy in 
economic conditions in Papua New 
Guinea contributed to stable 
growth in formal sector employ-
ment. Survey data indicated that 
the volume of non-mining employ-
ment within the private sector 
expanded by 3 per cent in 1985 
and by 3.6 per cent for the year 
ending in March 1986. Employ-
ment in the mining sector conti-
nued to decline as construction 
at Ok Tedi mine reached com-
pletion. Employment on plan-
tations, the largest subsector, went 
up by 4.6 per cent, while the num-
ber of building and construction 
workers increased by 30 per cent. 
Public sector employment conti-
nued to grow, by 1 per cent in 
provincial governments and 2 per 
cent at the national level. As 
part of the programme of expen-
diture restraints, the Government 
planned to effect a marked reduc-
tion in public sector employment, 
which about doubled in size bet-
ween 1978-1986.18 This would 
be achieved primarily through attri-
tion at a normal annual average 
rate of 4.5 per cent. Although

18 Minister for Finance and Plan-
ning, Budget Speech and Related Bills 
1986, March 1086, p. 20.

reliable estimates on unemploy-
ment and underemployment are 
scant, as in other developing econo-
mies, the problem is reaching 
a serious proportion, especially 
among youth, and this has contri-
buted to the increased security 
problem in Port Moresby and other 
urban areas.

In Fiji, where economic con-
ditions have been considerably 
less buoyant, the employment 
situation has deteriorated since the 
early 1980s. Total regularly 
paid employment fell by 3 per 
cent between 1981 and 1984, 
following an increase of 16 per 
cent between 1976 and 1981. 
Employment in the building and 
construction sector was particularly 
depressed, reflecting the absence 
of hiring for large public sector 
projects and layoffs by private 
firms in the service sector. Em-
ployment in this sector has recent-
ly revived owing to increasing 
demand for labour in connec-
tion with rehabilitation of cy-
clone-affected areas and the com-
mencing of construction on some 
hotel projects and commercial 
buildings. The growth of employ-
ment has also been constrained 
by a general freeze in effect since
1982 on new hiring by the central 
government. In other sectors 
also, there was little growth in 
employment, except for the distri-
bution sector and, more recently, 
construction.

The slow growth in employ-
ment opportunities in Fiji has not 
kept pace with the labour force 
growth of an average of 3 per cent 
per annum. Besides normal in-
crease in population, the labour 
force growth has been boosted 
by the steady increase in the female 
participation rate and an increasing 
number of school drop-outs. As a 
result, the unemployment rate is 
estimated to have increased from 
about 6.4 per cent in 1982 to
7.6 per cent in 1984.

The cessation of rice cul-
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tivation and logging, necessitated 
by the aftermath of the cyclone, 
will also cause a loss in employ-
ment of about 2.5 per cent of 
the work force in the formal 
sector of Solomon Islands.

In Vanuatu, where 80 per 
cent of the labour force is em-
ployed in agriculture, formal sec-
tor employment has a narrow 
base and is concentrated in the 
service sector. There is consi-
derable use of immigrant labour, 
especially in the skilled category. 
The Government is concerned 
about the shortage of trained

Ni-Vanuatu manpower. The Sec-
ond National Development Plan 
(1987-1991) will give high priori-
ty to finding a solution to this 
problem. Similar problems were 
also being faced by many other 
small Pacific island economies.

C. DEVELOPED MARKET 
ECONOMIES OF THE 

ESCAP REGION

The developed market econo-
mies, Australia, Japan and New 
Zealand, experienced a considera-
ble change in economic fortunes

between 1985 and 1986. Their 
aggregate real GNP growth rate 
of about 6 per cent in 1984, 
compared with 4.8 per cent for 
all developed market economies, 
is estimated to have dropped to
1.6 per cent in 1986, more than 
one percentage point lower than 
the average for all developed 
market economies. While Austra-
lia and Japan continued to have 
strong growth in 1985, New Zea-
land suffered a decline in out-
put. In 1986, growth in Australia 
and Japan had also slowed down 
considerably (see figure I.11).

Figure I.11. Developed economies in the ESCAP region. Economic performance, 1984-1986

1984

1985 

1986a

Growth rate of gross domestic product 

Change in consumer price index

Ratio of current account balance to gross domestic product 

Unemployment rate

Sources: OECD Economic Outlook, No. 39 (Paris, May 1986); and national sources. 

a Estimated.
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(a) Australia

The economy of Australia, 
which grew by 6.8 per cent in
1984, slowed down to a growth 
of 4.7 per cent in 1985 and its 
growth rate for 1986 is estimated 
to decelerate sharply to 1.5 per 
cent.19 For fiscal year 1984/85, 
real GDP growth was 4.4 per 
cent, slightly down from 5 per 
cent in 1983/84. Growth was 
stronger in the non-farm sector, 
which grew by 4.6 per cent in 
1984/85 as compared with 1.7 
per cent GDP growth from farming, 
which suffered owing to climatic 
factors.20

The vigorous growth perfor-
mance of the Australian economy, 
which began in 1983/84 as a 
result of expansionary fiscal policy 
and was aided by strong growth 
in agricultural output, continued 
in 1984/85 with a sharp rise in 
external demand and strong revival 
of non-farm activity as its major 
source. Domestic final demand, 
especially private consumption ex-
penditures and housing investment, 
revived strongly in 1984/85 and 
reduced unemployment significant-
ly — from 10.4 per cent in mid- 
1983 to less than 8 per cent by 
the end of 1985.

As in many other developed 
market economies, the rate of 
inflation as measured by the 
increases in the consumer price 
index decelerated in Australia 
from double-digit growth in 1983 
to about 3.9 per cent in 1984. 
Since 1985, however, inflation 
has been accelerating, peaking at 
an annual rate of 8.3 per cent 
in the first quarter of 1986. For
1985, the consumer price index

rose by 6.8 per cent; increases 
of 8.6 and 8.4 per cent are fore-
cast for 1986 and 1987, respec-
tively. Inflation accelerated in 
spite of moderate growth in unit- 
labour costs and was mainly the 
result of the successive strong 
depreciation of the trade-weighted 
index of the Australian dollar.

With domestic demand remain-
ing relatively buoyant, the econ-
omy continued to grow at a yearly 
rate of around 4-4.5 per cent 
in 1985/86. However, in early
1986 the economy began to de-
celerate markedly. GDP declined 
for at least three successive quar-
ters, starting in the fourth quar-
ter of 1985. During the quarter 
ending September 1986, GDP is 
estimated to have risen by 0.2 
per cent from the previous quarter 
but it fell by 0.5 per cent compared 
with the quarter ending Septem-
ber 1985.

The deceleration in the Aus-
tralian economy was caused by 
severe balance-of-payments pres-
sures. The steep upturn in final 
domestic demand which charac-
terized growth in 1984 led to 
a sharp increase in imports of 
goods and services in real term, 
estimated at 20.5 per cent, while 
exports of goods and services 
grew by an estimated 15.6 per 
cent, causing the trade balance 
to deteriorate significantly from 
a surplus of $A 30 million in
1983 to a deficit of $A 892 million 
in 1984 and $A 1,270 million 
in 1985. The current account 
deficit widened to $A 10.7 billion.

High domestic growth in 1984/
85 and the first half of 1985/86, 
as well as falling terms of trade, 
led to a sharp widening of Aus-
tralia’s trade deficit in the second 
half of 1985. The current account 
deficit for 11 months up to May
1986 was $A 13.2 billion, up from 
$A 9.9 billion for the same period 
in 1984/85. Falling prices for 
its agricultural commodities and 
an increase in agricultural pro-

tectionism have adversely affected 
Australian exports.

The worsening external balance 
in mid-1986 compelled the Govern-
ment to introduce strong austerity 
measures in its tight fiscal budget 
for 1986/87 announced in August
1986. No real growth in public 
expenditure was envisaged, and 
borrowings have been curtailed 
drastically. The Government’s 
objective was to reduce its fiscal 
deficit to $A 3.5 billion from 
$A 5.73 billion in 1985/86. Ex-
penditures on social security and 
health, education and defense were 
particularly affected. These meas-
ures, along with continuing in-
flation, high interest rates and 
weak external demand, caused a 
considerable slow-down in the 
Australian economy in 1986, re-
sulting in an estimated real GDP 
growth rate of 1.5 per cent. The 
prospects for 1987 are predicated 
on a considerable improvement 
in the balance-of-payments situa-
tion which was not yet in sight. 
Expansion of exports depended 
largely on external demand fac-
tors, while further curtailment 
of domestic demand to reduce 
imports faced the opposition of 
the trade unions to a further 
deterioration in real wages.

(b) Japan

The Japanese economy, which 
had thrived on exports as a major 
stimulus for its growth in the 
past, entered a new phase in 1986 
in which domestic demand must 
play a larger role. As a conse-
quence, however, the pace of 
growth in the Japanese economy 
will remain considerably subdued 
during this period of transition 
as the growth in domestic demand 
is unlikely to accelerate fast enough 
to compensate for the fall-off 
in exports. The rapid appreciation 
of the yen since late 1985 has 
served to dampen the growth 
of exports. On the other hand,

19 National Institute of Economic
and Industry Research, “Prospects for 
the Australian economy: 1986-1987”,
paper presented at the World Project 
LINK Meeting, Bangkok, 8-12 Septem-
ber 1986.

20 Reserve Bank of Australia, Bulle-
tin, June 1986.
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the sharp fall in oil prices and 
continuing weakness in commodity 
prices have brought about an 
improvement in terms of trade 
which is favourably affecting do-
mestic demand. These changes 
have been reflected in both the 
pace and pattern of Japan’s econo-
mic growth since 1985.

While in 1984, Japan’s real 
GNP growth of 5.1 per cent was 
second only to the strong recovery 
in the United States, its economic 
performance in 1985, though slight-
ly weaker than in 1984, was the 
best among developed market eco-
nomies, whose average real GNP 
growth rate fell from 4.8 per cent 
in 1984 to only 2.8 per cent in
1985. This was despite a sharp 
deceleration in export growth from
17.5 per cent in 1984 to 5.9 
per cent in 1985. However, the 
change in current account sur-
plus as a percentage of GNP was 
only from 1.3 to 1 per cent owing 
to a sharp decline in imports. 
Final domestic demand accelerated 
from 3.7 to 4.25 per cent largely 
owing to strong growth of pri-
vate non-residential investment, 
which accelerated from its already 
high rate of growth of 10.9 per 
cent in 1984 to 12.6 per cent 
in 1985; in contrast, public in-
vestment declined by 6.9 per 
cent in 1985, compared with a 
decline of 2.9 per cent in 1984.

In 1986, the Japanese econ-
omy slowed down markedly, with 
quarterly growth rates on annua-
lized bases of 3.2, 2.2 and an 
estimated 2.6 per cent, for the 
first three quarters respectively 
and an expected annual rate of 
well below 3 per cent. Much 
of the deceleration has been caused 
by the fact that the ratio of cur-
rent account balance to GNP 
fell sharply during the period 
and eroded about half of the 
real GNP growth. Domestic de-
mand, on the other hand, has 
continued to grow at an annual 
rate of 4.3 per cent and has pre-

vented a more serious growth 
deceleration.

The Japanese foreign balance, 
which is a source of concern 
not only domestically but inter-
nationally, has been affected signi-
ficantly by the recent appreciation 
of the yen. However, the foreign 
balance has moved in opposite 
directions when measured in nomi-
nal and real terms. In real terms, 
which has greater significance for 
growth in the Japanese economy, 
the current account surplus as a 
ratio of real GNP is estimated 
to have fallen from 4.2 per cent 
in the third quarter of 1985 to
3.5 per cent in the second quarter 
of 1986 (2.4 per cent if the sub-
stantial import of non-numismatic 
gold in connection with the minting 
of coins to celebrate the 60th 
anniversary of the Emperor’s reign 
are included). On the other hand, 
the nominal value of the current 
account surplus and its ratio
to nominal GNP have continued 
to increase, the latter rising from
3.8 per cent in the third quarter 
of 1985 to 4.6 per cent in the 
second quarter of 1986.

The rise in the nominal foreign 
balance, despite the sharp rise
in the value of the yen, has been 
due to a combination of the sharp 
decline in oil prices and the J- 
curve effects which continued until 
the end of 1986. As a result, the
Japanese current account, which
registered a surplus of $55 bil-
lion in fiscal 1985, might reach 
a record $80 billion in fiscal 1986. 
By the beginning of 1987, the J- 
curve effects are likely to be dis-
sipated and, along with some 
anticipated increase in oil prices, 
the current account surplus will 
start decreasing (see Box I.1, p. 7).

The appreciation of the yen 
has had a deflationary impact 
on the Japanese economy, parti-
cularly on the export sector. 
While consumption expenditures 
continued to grow strongly in
1986 owing to favourable terms-

of-trade effects, private invest-
ment lost its buoyancy.

The rate of increase in pri-
vate real fixed capital forma-
tion declined substantially on a 
quarterly basis during the second 
quarter of 1986, to an annual 
rate of 6.5 per cent, compared with
10.6 per cent in the previous 
quarter. This is a reflection of 
the gloomy prospects in the ex- 
port-dependent manufacturing in-
dustries, which started to decline 
in the third quarter of 1986.

The key to the revival of the 
Japanese economy lies in greater 
reliance on domestic demand, 
which is capable of considerable 
expansion given the high level 
of per capita incomes and savings. 
In recognition of this, the Govern-
ment of Japan announced on
19 September 1986 a package 
of comprehensive economic mea-
sures to stimulate domestic de-
mand. The package costing Y3.636 
trillion (approximately $22 billion), 
features Y3 trillion in additional 
public investment to expand public 
works projects and promote hous-
ing. The stance of monetary 
policy has also shifted towards 
stimulating domestic demand. The 
official discount rate has been 
lowered in stages from 5 per cent 
at the end of 1985 to 3.5 per cent 
by April 1986 and to 3 per cent 
in November 1986.

The structural changes slowly 
taking place in the Japanese econ-
omy, including financial liberaliza-
tion, demographic change and the 
relaxation of controls on imports 
and consumption are likely to make 
its growth much more balanced 
in the coming years. However, 
in the transitional period it would 
seem counter-productive to impose 
protectionist measures against its 
exports or to require its bilateral 
trade surpluses to be reduced 
through such measures. A much 
more desirable measure would be 
the redeployment of large current 
account surpluses of Japan to
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support multilateral efforts to re-
activate capital flows to developing 
countries.

(c) New Zealand

The economy of New Zea-
land, which had experienced a 
strong economic expansion over the 
period 1983-1984, progressively 
slid into a deepening recession in 
1985 and 1986. After a growth 
of 7 per cent in the year ending 
in March 1985, real GDP declined, 
for the first time in several years, 
by 1.5 per cent in the first quar-
ter of 1985. After a brief upturn 
in the second quarter with 2 
per cent growth, GDP declined 
for several successive quarters. Real 
GDP declined by 0.4 and 0.6 
per cent in the third and fourth 
quarters of 1985.

The decline of activity in 1985 
originated mainly in the agri-
culture and manufacturing sectors, 
while the construction and services

sectors continued to experience 
relatively high growth. Annual 
growth for the year ending in 
March 1986 was 0.8 per cent. 
The decline in economic activity 
in the second half of 1985/86 
was mainly in response to the 
tightening of fiscal stimulus and 
monetary policy. The positive 
contribution to growth was main-
ly from investment and external 
balance, while consumption and 
stock-building contributed negative-
ly to growth. The unemployment 
rate edged up from a cyclical 
low of 3.3 per cent in May 1985 
to 3.7 per cent in March 1986.

Inflation as measured by the 
consumer price index has been 
declining steadily since the begin-
ning of 1985. Inflation peaked 
at an annual 16.6 per cent in the 
second quarter of 1985. In the 
first quarter of 1986 it was down 
to 13 per cent.

Forecasts for the economy 
over the fiscal year 1986/87 ending

in March 1987 indicate that a con-
traction of about 1.5 per cent 
is possible. A gradual recovery 
in economic activity is likely 
to start in the beginning of 1987 
and growth of around 1 per cent 
is projected for 1987/88.21 The 
decline in real household dispos-
able incomes in 1985/86 resulted 
in a stagnation of private consump-
tion in 1986/87; at the same time 
tight financial policies, lower pro-
fits and declining activity brought 
a decline of real private investment 
by perhaps as much as 10-11 
per cent in 1986/87. In line with 
the movements in domestic de-
mand, import volumes are pro-
jected to decrease by about 3.5 
per cent in 1986/87.

21 Bank of New Zealand, “Reserve 
bank econometric model forecasts”, 
press release of 8 August 1986, pre-
sented at the World Project LINK 
Meeting, Bangkok, 8-12 September 
1986.
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III. SELECTED ECONOMIC ISSUES AND POLICIES

A. PRICES AND PUBLIC 
FINANCE

1. Consumer prices

A remarkable degree of stabi-
lity in consumer prices pre-

vailed throughout most of the 
developing ESCAP region during
1985 and the first half of 1986 
(figures I.10 and I.12). The average 
rate of increase in consumer prices 
slowed down slightly from 6.6 
per cent in 1985 to 6.4 per 
cent (yearly rate) in the first half 
of 1986. Among the economies 
registering a rate of inflation 
significantly lower than the re-
gional average were Hong Kong, 
Malaysia, the Republic of Korea, 
Singapore, Thailand and Vanua-
tu, with inflation remaining at 
less than 2 per cent annually 
in most of these economies during 
this period. It is significant also 
that the number of countries in 
the region with a double-digit 
inflation rate has fallen steadily.1

Much of the decline in prices 
was contributed by the falling 
prices of food grains and primary 
products, which form a large 
part of consumer expenditures. 
There were generally easier sup-
ply conditions of food and other 
essential items in most of the 
region. This was, in turn, due

1 The following discussion will 
be confined largely to Asia as the be-
haviour of consumer prices in the Pa-
cific island subregion was examined 
at some length in the previous chap-
ter.

to reasonably good harvests and 
adequate stocks of food crops 
and industrial raw materials, lower 
external demand and prices of 
exportable commodities, particular-
ly vegetable oils and oil-seeds. The 
falling trend in inflation in indus-
trialized countries also imparted 
a considerable degree of stability 
to the prices of many imported 
manufactures in spite of the di-
verse movements in the exchange 
rates vis-à-vis currencies of prin-
cipal trade partners. In addition, 
relatively restrained local demand 
conditions as a result of lower 
growth in gross domestic product 
(GDP), and a cautious financial 
policy stance contributed to price 
stability in the region.

The relative importance and 
particular combinations of these 
favourable domestic and external 
developments varied considerably, 
contributing to differential rates 
of decline in inflation in the de-
veloping economies of the region 
during 1985 and 1986. In par-
ticular, Afghanistan, Guam, Hong 
Kong, Indonesia, the Islamic Re-
public of Iran, Malaysia, Papua 
New Guinea, the Philippines, Singa-
pore, Sri Lanka and Vanuatu 
all experienced a fall-off in the 
rate of inflation of over one half. 
Inflation rates continued to re-
main stable at relatively low levels 
in most of these economies in 
the first half of 1986; in Burma, 
Fiji, Niue, Pakistan, the Philippines 
and Samoa, the inflation rate 
dropped significantly during the 
same period.

India was able to reduce the 
rate of domestic price rises to
5.6 per cent, or by one third, in 
1985; this was the lowest rate of 
consumer price inflation in several 
years. There were, however, some 
increases in administered prices 
(for coal, fertilizer, some grains, 
petroleum and railway freights) 
and seasonal fluctuations in the 
prices of food items. These con-
tributed to a rise in retail prices 
to a yearly rate of 8.2 per cent 
during the first half of 1986. 
Sri Lanka experienced a re-
newal of inflation from a very 
low rate of 1.4 per cent during
1985 to a 6.1 per cent yearly 
rate for the first half of 1986. 
The contributing factors included 
increases in vegetable prices as 
a result of transport difficulties 
in certain areas affected by flood-
ing. There were, in addition, 
upward adjustments implemented 
within the 1986 budget in the 
price of postage, cigarettes, locally- 
produced liquor and entertainment.

Among the countries of the 
region where inflation continued 
unabated in 1985 and 1986 were 
Nepal and Tonga. In Tonga the 
inflation rate jumped from less 
than 1 per cent in 1984 to almost 
20 per cent a year later and to 
a 32 per cent yearly rate in the 
first half of 1986. In Nepal, 
the rate of inflation went up to 
8 per cent in 1985 and to a
19 per cent yearly rate during 
the first half of 1986, compared 
with less than 3 per cent in 1984. 
The inflationary pressure stemmed
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largely from domestic demand 
expansion stimulated by a high 
rate of public spending, and con-
siderable extension of credit to 
both public and private sectors. 
The growth in money supply 
in Nepal, for example, averaged 
about 13 per cent annually during
1984-1985; it accelerated to almost 
24 per cent between December
1985 and April 1986. However, 
the growth in domestic produc-
tion was much slower, giving 
rise to overall imbalances. In-
creasing inflation eroded the value 
of Nepalese rupee and led to 
its devaluation by 14.7 per cent 
against all major foreign currencies 
in November 1985.

2. Public finance

(a) Revenue trends

The considerable weakness in 
export demand since 1984, which 
affected most of the region’s 
economies, contributed to a slow-
down in their GDP growth and 
to a noticeable fall-off in the 
rate of expansion of government 
revenue in most of the develop-
ing economies in the ESCAP 
region in 1985. In 1986, revenues

declined sharply in Indonesia and 
Malaysia and growth decelerated 
considerably in several other econ-
omies, including Bangladesh, China, 
Hong Kong, Samoa and Solomon 
Islands, while it improved con-
siderably in Fiji, Pakistan, the 
Republic of Korea, Sri Lanka 
and Tuvalu (table I.11).

Several common factors ac-
counted for the slow-down in 
fiscal resource mobilization in 1985 
and 1986. Reduced export prices 
and volumes, and lower domestic 
demand contributed directly to 
shortfalls in exports, customs and 
excise duties, and in sales taxes 
and surtaxes. Indirect taxes pro-
vided by far the bulk of total 
government revenue in most de-
veloping economies in the ESCAP 
region (table I.12 and Box I.12). 
Lower growth in indirect taxes 
was largely responsible for the 
slow-down in the rate of total 
revenue growth in India, Malaysia, 
Pakistan, Samoa, Solomon Islands, 
Sri Lanka, Thailand, Tonga and 
Vanuatu during 1985 and/or 1986, 
while the main cause of decelera-
tion in total revenue growth was 
lower direct taxes in Fiji (1985) 
and Indonesia (1986), and lower 
non-tax revenue in Burma (1985)

and Hong Kong (1985-1986).
In several countries, including 

Fiji, India, Malaysia, Pakistan and 
Sri Lanka, policy responses in the 
form of tax concessions and tax re-
forms also contributed to slower 
growth in tax collection. For ex-
ample, in India the 1985/86 budget 
contained major reforms in the 
structure and rates of both direct 
and indirect taxation so as to 
simplify tax procedures, introduce 
reasonable tax rates, and improve 
the built-in capacity to raise reve-
nue. Among other objectives, 
these reforms were designed to 
provide relief to lower-income 
groups; to encourage the growth 
of small industries, export and 
import substitutes; and to promote 
domestic savings and tax com-
pliance. These reforms form 
part of a long-term fiscal policy, 
formulated for the first time, 
with a view to serving as an in-
strument for the basic objectives 
of the seventh five-year plan.

Some countries of the region, 
including Bangladesh, China, Nepal 
Papua New Guinea, the Republic 
of Korea and Singapore, were 
able to achieve a relatively high, 
although considerably varied, rates 
of government revenue growth,

Table I.11. Selected developing economies in the ESCAP region. Percentage changes in government revenue and 
expenditure,a 1984-1986

Total revenue

1984 1985 1986

Total expenditure

1984 1985 1986

Development expenditure

1984 1985 1986

Bangladeshb 9.2 17.6 13.5 - 1.0 21.9 13.9 1.0 16.6 9.1
Burma 1.1 -3.2 5.6 4.0 8.6 7.7 0.8 4.0 11. 8

Chinac 14.6 27.4 14.5 17.3 20.5 17.2 19.2 -0.4
Fiji 13.5 0.2 9.8 10.5 4.9 5.3 - 6.2 31.1 25.0
Hong Kong 19.5 9.8 - 0.0 10.5 7.9 -0.7 3.7 -3.9 -31.5
India 21.8 7.8 26.5 9.5 31.3 -0.3
Indonesia 10.3 17.4 -4.5 5.8 18.9 -7.0 0.5 7.0 - 22.1

Malaysiad 11.8 1.5 -9.3 0.3 -3.8 4.5 -26.1 -10.4 14.6
Nepald 20.0 14.9 18.1 6.6 12.9 14.3 3.6 6.3 9.2
Pakistane 22.4 7.6 23.5 16.2 17.0 11.8 6.0 10.8 8.7
Papua New Guinea 11.8 9.7 11.0 5.2 14.1 -0.7 1.1 29.6 -8.5
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Table I.11 (continued)

Total revenue Total expenditure Development expenditure

1984 1985 1986 1984 1985 1986 1984 1985 1986

Philippinesd 24.8 21.3 25.8 20.1 -5.8 - 10.2

Republic of Koread 9.2 8.2 13.4 10.2 9.0 15.9 8.2 7.9 26.2
Samoa 40.9 20.7 0.1 22.2 9.4 -5.2 21.8 10.6 -16.8
Singapored - 0.6 18.8 20.0 - 11.1 47.2 40.2 62.8 -15.3 33.9
Solomon Islandsd 43.0 5.5 1.2 18.5 17.9 4.7 0.0 15.9 - 1.1

Sri Lankad 48.7 -0.4 9.7 24.3 20.2 -0.9 25.8 11.3 -3.5
Thailandd 8.7 8.2 5.4 6.7 15.9 3.8 -4.4 23.5 -0.5
Tonga - 1.1 25.6 -0.9 - 1.2 17.4 37.2 -6.9 14.9 70.8
Tuvalu 12.6 - 0.2 14.5 6.9 5.0 6.7 43.6 6.0

Vanuatuf 32.3 12.7 10.9 13.6 6.9 10.9 17.8 -4.0 5.7

Sources: National sources.
a                                  bFigures for 1986 are original or revised budget estimates. Total expenditure including outside annual development

plan. c Development expenditure consists of spending on state capital construction only. d Total expenditure including 
net lending. e Total expenditure including transfer to provinces. f Development expenditure including technical assistance, 
transfer of STABEX (scheme for stabilization of export earnings) funds to the Vanuatu Commodities Marketing Board, and pay-
ments of claims from the Civil Disturbance Fund.

which were higher in 1985 and 
in 1986. compared with those in
1984. The main factors behind this 
above average performance in-
cluded concerted efforts to mobi-
lize fiscal resources — through 
new taxes, mostly indirect, and 
non-tax levies. Tax revenues in 
some countries, such as the Re-
public of Korea, benefited from 
the recovery of domestic and ex-
port demand growth.

In Singapore, there were con-
siderable declines in direct and 
indirect tax collections by a total 
of 31 and 18 per cent, respective-
ly, between 1984 and 1986 owing 
to reduced export demand and 
a slow-down in the level of domes-
tic economic activity. In addition, 
there was an accumulated im-
pact of significant tax conces-
sions to improve the competitive-
ness of exports and of built-in 
stabilizers, particularly in the 1986/ 
87 budget. The major discretionary 
counter- cyclical tax measures in-
cluded reductions in the corporate 
profit tax rate and in the top mar-
ginal personal income tax rate from

Table I.12. Selected developing economies in the ESCAP region. Pro-
portion of indirect tax in total tax revenue, 1981-1986
(Percentage)

1981 1982 1983 1984 1985 1986

Bangladesh 87.6 86.8 85.2 85.8 86.1 85.0
Burma 90.8 90.6 88.7 87.7 89.2 88.6

Fiji 44.8 40.6 42.9 42.2 45.4 39.8
Hong Kong 36.4 31.1 39.6 37.9 41.4 39.4
India 76.2 77.1 78.6 79.3 81.1
Indonesia 15.0 16.5 16.6 15.6 19.8 23.6
Malaysia 52.8 51.2 51.7 51.0 46.8 43.8
Nepal 91.4 90.5 88.6 87.8 89.1 89.1
Pakistan 80.3 79.0 80.6 82.6 68.7 84.4
Papua New Guinea 44.4 45.2 44.7 46.7 47.6 50.3
Philippines 75.2 75.4 77.7 75.4 69.9
Republic of Korea 72.4 71.1 73.4 73.2 78.7 72.0
Samoa 67.5 64.8 67.4 74.6 78.5 76.4
Singapore 32.9 31.6 32.0 32.7 35.5 36.6
Solomon Islands 56.1 53.5 60.5 57.8 59.4

Sri Lanka 83.7 79.0 80.9 80.0 79.4 79.7
Thailand 77.3 75.3 76.7 75.4 74.9
Tonga 57.9 54.1 52.7 55.5 59.3 61.6
Vanuatu 74.4 78.2 77.6 81.4 84.7 82.4

Sources: National sources.
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40 to 33 pe r  cen t  along with a 
lowering of the rate structure of 
personal income taxation plus an 
across-the-board personal income 
tax rebate of 25 per cent for the
1986 assessment year. The rebate 
on property tax was increased 
from 30 per cent to 50 per cent. 
The consequent revenue shortfalls, 
estimated to reach almost $S 2 
billion, or 13 per cent of pub-
lic spending over the 1985-1986 
period, were more than com-
pensated for by a substantial in-
crease in non-tax receipts amount-
ing to $S 14.4 billion during 
the same period. This increase 
consisted largely of proceeds from 
the sale of government-owned land 
to the Housing Development Board, 
totalling $S 9.1 billion over the 
same period.2

(b) Government spending

In view of the difficult eco-
nomic and financial circumstances 
of most countries of the region 
during the 1985-1986 period, their 
fiscal stance was noticeably cau-
tious and was aimed at limiting 
the budget deficit. This was 
well illustrated by the high posi-
tive correlation in the direction 
of changes in the rate of revenue 
and expenditure growth in a large 
number of countries, especially in
1985. During 1986, in some coun-
tries, especially Pakistan, Papua 
New Guinea and Sri Lanka, the 
rate of expansion of public expen-
diture slowed down in spite of 
a generally strong rise in the rate 
of revenue growth (ta b le  I .12).

There was marked restraint 
in government expenditure in Fiji, 
India, Malaysia, Samoa and Vanua-
tu during 1985. A larger num-
ber of the region’s economies 

 .6891 ni skcab-tuc repeets deretsiger
In Hong Kong, Indonesia, Papua

2 These transfers were offset by an 
equivalent increase in net lending to 
the Board from the Government.

New Guinea, Samoa and Sri Lanka 
there was an absolute decline 
in total government outlays, while 
the growth rate of public spending 
in Pakistan, Solomon Islands and 
Thailand decelerated very markedly.

Low rates of inflation and 
concerted efforts to limit go-
vernment spending helped in re-
straining government expenditure. 
Price stability reduced the need 
for large public sector wage ad-
justments, while permitting some 
net gain in real terms in spite of 
modest increases in nominal govern-
ment expenditure. In fact, the 
real value of public spending over 
the period 1985-1986 increased 
across the developing ESCAP re-
gion. Increases in real govern-
ment expenditure were particularly 
large, ranging from 12 to 20 per 
cent in Bangladesh, Pakistan, the 
Republic of Korea, Sri Lanka, 
Tonga and Vanuatu during 1985 
and 1986.

Singapore registered an excep-
tional upswing in real public 
spending of 86 per cent during
1985-1986, mainly owing to gov- 
ernment-aided efforts to improve 
the country’s export competitive-
ness and stimulate economic re-
covery through accelerated public 
works projects and programming 
as discussed earlier. Government 
outlays in Malaysia increased in 
both nominal and real terms in
1986, after three successive years 
of expenditure restraints within 
the context of a wide-ranging 
financial stabilization programme. 
These restraints reduced public ex-
penditure by about 3.7 per cent 
compared with an increase of 
almost 8 per cent in consumer 
prices over 1983-1985. However, 
the outlook for the country’s 
public finances remained fragile, 
owing to poor prospects of eco-
nomic growth and declining com-
modity prices. Similar concerns, 
particularly the falling price of oil, 
were also largely responsible for 
the reduction of 7 per cent in no-

minal government spending in In-
donesia during 1986; public outlays, 
budgeted to recover (by 6.4 per 
cent) in 1987, were still marginally 
below the 1985 total. An increas-
ingly high proportion of recurrent 
government spending, approaching 
45 per cent in the 1987/88 budget, 
was earmarked for meeting debt- 
service payments.

In contrast to the above 
pattern of public spending, a 
few economies in the region, not-
ably Burma, Pakistan and Papua 
New Guinea in 1985, and Tonga 
during 1986, displayed buoyan-
cy in government spending. The 
rate of government expenditure 
in these economies increased, in 
spite of a lower rate of revenue 
expansion, to sustain or generate 
further domestic momentum for 
growth. Moreover, public spend-
ing in Nepal remained at a rela-
tively high rate over both 1985 
and 1986. Improved fiscal re-
source mobilization helped reduce 
the fiscal deficit as a proportion 
of total spending, from 54.2 
per cent in 1984 to 51.8 per 
cent in 1986. Larger public out-
lays, however, aggravated supply 
bottle-necks and contributed to 
an accelerated inflation which, 
at about 27 per cent during 1985-
1986, tended to negate most 
of the nominal increase (of 27.2 
per cent) in government spending 
over the years 1985 and 1986. The 
high rate of public expenditure 
growth in Tonga, totalling about 55 
per cent in 1985-1986 period, was 
also significantly eroded by an 
increase of over 51 per cent in 
inflation during the same period. 
Singapore registered, for the first 
time in two decades, a budget 
deficit equivalent to 2 and 16 
per cent of total spending respec-
tively in 1985 and 1986; in con-
trast, during 1981-1984, the coun-
try had recorded a budget surplus 
averaging 10-20 per cent.

Both current and development 
expenditure were subject to con-
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siderable restraint during 1985-
1986. It was increasingly clear, 
however, that savings on govern-
ment spending were made largely 
at the expense of development 
outlays in the large majority of 
the developing economies in the 
region. Consequently, the amount 
of development spending has tended 
to fall as a proportion of total

expenditure (Figure I.13, overleaf); 
this widespread tendency has consti-
tuted an issue of considerable con-
cern (see Box I.12). Although fis-
cal restraint helped contain the over-
all budget deficit, a large number 
of the economies in the region 
were still registering an increase 
in fiscal imbalance as a percentage 
of total spending in 1985 and,

in a lesser number, 1986 as well. 
The relatively straitened econo-
mic and financial situation current-
ly facing many developing econo-
mies in the ESCAP region would 
necessitate continuing expenditure 
restraints if the fiscal, and overall 
financial, deficits were to be kept 
at manageable levels.

Box I.12. Some emerging issues in public finance
The first half of the 1980s was, 

by and large, a period of slow growth 
in gross domestic product and export 
earnings in most developing economies 
in the ESCAP region. In turn, this 
necessitated the adoption by many of 
these economies of policy measures 
for economic and structural adjust-
ment so as to restore and promote 
greater financial balance and sustain-
able growth consistent with the less 
supportive external economic and 
financial environment. However, the 
process of mobilizing resources under 
conditions of fiscal austerity has given 
rise to a number of emerging issues in 
public finance.

The mobilization of resources 
in the developing ESCAP region has 
been heavily dependent on indirect 
taxes. Contrary to expectation, this 
dependence has been rising in recent 
years. Indirect taxes account for the 
bulk of total government revenue in 
the large majority of the developing 
economies in the ESCAP region 
(see table I.12, p. 71). In particular, 
the proportion of indirect taxes in 
total revenue reaches more than three 
quarters in Bangladesh, Burma, India, 
Nepal, Pakistan, the Philippines, the 
Republic of Korea, Samoa, Sri Lanka, 
Thailand and Vanuatu. In most other 
developing ESCAP economies, the 
relative importance of indirect taxes 
ranges from one third to over one half. 
The basic reason for the preponderance 
of indirect taxes arises from the fact 
that it is possible to reach a far larger 
number of tax payers in developing 
economies through taxes on items of 
mass consumption than through the 
taxation of wealth and income. In-
direct taxes are, in addition, easier and 
thus more cost-efficient to administer 
because they are levied at source — 
entry ports, and points of produc-
tion and transactions.

These factors are generally ex-

pected to diminish as the economy 
becomes better organized during the 
development process. In fact, how-
ever, there is some evidence of the 
rising relative importance of indirect 
taxes in many of the developing 
economies of the region in the 1980s.

To the extent this is indicative 
of any trend, this is somewhat dis-
turbing as indirect taxation by and 
large is regressive in its impact on 
equity, among other adverse im-
plications.a Such an effect can be, 
and has been, modified through the 
introduction of a system of differen-
tiated taxes on the types or nature of 
goods and services consumed by 
different income classes and, on the 
other hand, through subsidies and 
transfers. There are, however, severe 
limits on these efforts because of the 
urgent need to raise revenue as well as 
to economize on recurrent expendi-
ture.

Another emerging public finance 
issue in the region relates to develop-
ment expenditure which seems to have 
borne the brunt of expenditure res-
traint in the developing ESCAP region. 
Development expenditure has tended 
to expand less rapidly than the annual 
rates of growth in total, and hence 
recurrent, outlays. Its relative import-
ance consequently has declined in the 
large majority of the region’s develop-
ing economies (see Figure I,13 in the 
text). The decline was comparatively 
more noticeable in Hong Kong, In-
donesia, Nepal, Pakistan, the Phi-
lippines, Solomon Islands and Vanua-
tu in the mid-1980s.

However, the low rates of, infla-
tion during the past few years have 
helped cushion considerably the ad-

a These implications were dis-
cussed at some length in Survey, 1982, 
pp. 137-140.

verse impact of lower rates of nominal 
growth in development spending. Ap-
proximately one half of the developing 
economies of the ESCAP region (11 
out of 20), especially Fiji, India, 
the Republic of Korea, Singapore, 
Solomon Islands, Tonga and Tuvalu, 
experienced some real gain in de-
velopment outlays during 1984-1986. 
Among those which experienced sub-
stantial contraction in real develop-
ment expenditure during the same 
period were Hong Kong, Indonesia, 
Malaysia and the Philippines.

The patterns of fiscal resource 
mobilization and development spend-
ing discussed earlier are largely the 
consequence of the severe revenue 
constraints arising from the less favour-
able external and domestic economic 
conditions in the early and mid-1980s. 
They will have serious implications 
concerning development planning and 
the development process in the coming 
years and will widen the divergence in 
the intent of fiscal policy and develop-
ment strategies as specified in develop-
ment plans and the realities of fiscal 
policy making and development plan 
implementation. Increased co-ordina- 
tion between development planners 
and fiscal policy makers would help in 
the harmonization process. Diver-
gences, however, are likely to persist 
as long as the fiscal authorities con-
tinue to be preoccupied with the 
growing pressures to solve short-term 
economic problems in their annual 
budgeting efforts, losing sight of the 
longer-term perspective.

b Several issues and implications
relating to the harmonization of 
short-term fiscal and expenditure po-
licy measures, and the longer-term 
development plan objectives and tar-
gets are discussed in Survey, 1982, 
pp. 189-203.
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Figure I.13. Selected developing economies m the ESCAP region. Proportion of development expenditure to
total expenditure, 1983-1986

Sources: National sources. 
a Estimated.
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B. TRADE AND EXCHANGE
RATE POLICIES

1. Import policies

A number of developing coun-
tries in the region made progress 
during 1984-1985 in reducing im-
port restrictions and simplifying 
import regimes. In the develop-
ing countries of the region in 
general there has been a gradual 
movement away from import quo-
tas towards tariffs. Steps taken 
by these countries towards liberali-
zation have varied, depending large-
ly on prevailing balance - of-pay- 
ments pressures and the extent 
of prevailing distortions.

Although the recent fall in
oil prices has favourably affected 
most oil-importing countries, it 
has had unfavourable effects on 
the flow of foreign direct invest-
ment in oil exploration. Many 
countries in the region have taken 
measures to revive or maintain 
the level of oil exploration activi-
ty (see Box I.13).

Import policy in Bangladesh 
has been undergoing a process of 
reform since 1982. The various 
import policy measures taken are 
aimed at rationalization, simplifi-
cation and liberalization of im-
port controls. Import duty slabs 
were reduced from 23 to 12 in 
the 1982/83 budget and again 
to 7 in the 1983/84 budget. The 
annual import policy formulated 
for 1984/85 laid down a broad 
programme of expenditure on im-
ports. In July 1984, the Govern-
ment further liberalized the im-
ports under the wage earners’ 
scheme, which was designed pri-
marily to attract workers’ remit-
tances, by eliminating the re-
quirement to obtain an import 
registration certificate for imports 
needing the opening of letters 
of credit.

The massive upsurge in im-
ports by China in 1984 and 1985 
was propelled by far-reaching meas-

ures taken in the past few years 
to liberalize imports. During 
1984-1985, China initiated a major 
decentralization of foreign trade 
operations. In September 1984, 
a reform of the foreign trade 
system was approved whereby, 
for all but a few commodities, 
exporters and importers were al-
lowed to choose their agents free-
ly from among licensed foreign 
trade entities other than the 14 
national foreign trade corporations. 
In addition, the Ministry of Foreign 
Economic Relations and Trade 
would no longer be involved in 
actual transactions, but would 
concentrate on the design, imple-
mentation and monitoring of over-
all policies. Effective 1 January
1985, the national foreign trade 
corporations have become increas-
ingly independent accounting units. 
In March 1985, China announced 
changes in import duties which, 
on average, lowered tariffs by
10 per cent. As a result of bal-
ance -of-payments pressures caused 
by the import boom, some restric-
tions were reintroduced in 1985 
but their effect was not imme-
diately realized.

In recent years, India has 
liberalized imports with a view 
to improving the competitiveness 
and technological efficiency of 
Indian industry. The level of 
protective tariffs is being lowered 
to increase the pressure of foreign 
competition on Indian industry. 
The basic thrust of trade policy 
has been to place increasing reliance 
on tariffs and progressively to 
reduce the role of quantitative 
restrictions. The Government pro-
poses to reduce the enormous 
multiplicity of nominal and ef-
fective rates of protection in-
herent in the current customs 
tariff structure and to move grad-
ually towards a two-tier rate 
structure of customs duties for 
capital goods, raw materials and 
components. In the 1985/86 
budget, customs duties on pro-

ject imports in general were 
reduced from 45 to 25 per 
cent in the case of power pro-
jects, and completely withdrawn 
for fertilizer projects. How-
ever, duties for modernization 
of equipment for existing units con-
tinue to be high. Import policy 
for computer systems has been 
greatly liberalized. In order to 
encourage the use and manu-
facture of computers, the customs 
duty was substantially reduced in 
respect of some components, and 
the duty on certain advanced types 
of computers, not manufactured 
in the country, was completely 
withdrawn.3 For providing easier 
and quicker access to imported 
inputs, the category of automatic 
licences has been abolished and 
the majority of items shifted to 
open general licence. This 
measure is designed particularly 
to benefit the small-scale sector.4

In order to provide for greater 
stability of the investment environ-
ment and to impart continuity, 
in 1985 the Government intro-
duced, for the first time, a medium- 
term framework for import and 
export policy. The first such 
policy will be effective for a period 
of three years ending March 1988 
and aims to minimize year-to- 
year changes, thus enabling the 
industry to plan its economic 
activity in a longer-term perspec-
tive. The policy incorporates a 
number of recommendations of the 
Committee on Trade Policies, 
which was set up in July 1984 
and presented its report at the 
end of 1984. Some of the major 
recommendations of the Commit-
tee have already been implemented. 
These include, apart from the 
announcement of import-export 
policy for a period of three years 
and abolition of the category of au-

3 Government of India, Econo-
mic Survey 1985-86 (New Delhi, 1986), 
p. 67.

4 Ibid., p. 92.
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tomatic licences, the introduction 
of the import-export passbook 
scheme for manufacturer-exporters 
and channelling of imports through

enterprises not engaged in manu-
facture of such products. Among 
other measures recently introduced 
is the adjustment, generally up-

wards, of duty-drawback rates for 
some 800 items, including gar-
ments, electrical goods and ma-
chinery.

Box I.13. Policies to revive declining investments in oil exploration
One of the major policy concerns 

arising from the collapse of the price 
of oil is to maintain the level of oil 
exploration and production, which 
many marginal producers find un-
profitable at current prices. Some 
countries in the region have offered 
more favourable terms to potential 
investors in order to encourage con-
tinued investment in petroleum ex-
ploration and development since oil 
prices are unlikely to remain at their 
current low levels indefinitely.

During the seventh plan period, 
1985-1990, India plans to spend a 
total of $20 billion on exploration 
and development of new oil fields. 
While foreign oil companies have 
shown little interest in taking up 
exploration blocks, lower oil prices 
have cast further uncertainty over 
such prospects. The Indian Gov-
ernment has revised oil explora-
tion terms to attract foreign oil com-
panies. A significant concession 
that has been made is the softening 
of the terms of petroleum sharing. 
Previously, once a commercial dis-
covery was made, one of the two 
state-owned exploration agencies had 
the right to participate to the extent 
of 50 per cent in the development 
and production of oil. This share 
has now been reduced to 40 per 
cent. A scheme for the graded shar-
ing of profits has been introduced, 
which varies the Government’s share 
of profits according to changes in 
world oil prices. However, the con-
tractor is required to sell the entire 
output to the Government at a fair 
valuation until India becomes self- 
sufficient. The valuation will be 
based on spot market prices. Fur-
ther, the oil exploration companies 
will be exempted from the surtax 
at the production stage, though they 
will have to pay a corporate profits 
tax at the rate of 50 per cent. The 
earlier provisions requiring payment 
when the contract is signed, a produc-
tion bonus and royalties have been 
withdrawn. One of the most attrac-
tive features of the new package 
is the seismic option. A company 
can now pull out of a block if the

findings of the seismic survey are 
not promising. In the past, the com-
pany was required to make a firm 
commitment on minimum drilling and 
expenditure, which often meant an 
uncertain investment of up to $30 
million.

In Indonesia, total spending on 
exploration, development and produc-
tion by oil companies (excluding 
Pertamina) fell to $2.8 billion in
1985 compared with $3.2 billion 
in 1983, and the budgetary expendi-
ture on exploration for 1986 was 
6 per cent lower than in 1985. In 
May 1986, the Government of In-
donesia announced changes in taxa-
tion favourably affecting investments 
in exploration and production. The 
changes basically relate to the use 
of actual (realized) prices as a tax 
base in place of the government 
selling prices.a

In Malaysia, investment in oil 
exploration and development accounts 
for a significant portion of the overall 
investment in the economy. In order 
to maintain that high level in the face 
of the fall in oil prices, the Govern-
ment of Malaysia has recently an-
nounced new terms for production- 
sharing contracts. The new terms 
for oil exploration will be on a sliding 
scale based on average daily produc-
tion. Under these terms, contractors 
of small fields can claim up to 50 
per cent of the gross production 
of crude oil, allowing for speedy 
cost recovery. The profit oil split 
for the first 10,000 barrels per day 
(bpd) of production will be in the 
ratio 50:50 between Petronas and 
the contractor. The ratios for the 
next 10,000 bpd and all production 
in excess of 20,000 bpd will be 
60:40 and 70:30 respectively in 
favour of Petronas. The new profit 
formula extends only to the first

a Energy Policy Concerns and 
Responses to Falling Oil Prices, Energy 
Planning Unit, Asian Development 
Bank, Regional Meeting on Energy 
Policy, 11-12 December 1986, Manila, 
p. 23.

50 million barrels of cumulative 
production from the contract area. 
All production exceeding this limit 
will revert to the old profit split 
of 70:30 favouring Petronas.b As 
an additional incentive, all bonus 
payments have been waived. The 
elimination of signature, discovery 
and production bonuses is also ex-
pected to spur exploration activities.

Although lenient terms are of-
fered, it has been difficult for Nepal 
to attract foreign companies to carry 
out oil exploration work. In May 
1986, Nepal signed an agreement 
with two foreign companies to un-
dertake petroleum exploration work 
in one of the 10 selected blocks 
for oil exploration; the option for 
exploration in 9 blocks remains open. 
The exploration work will be carried 
out under a production-sharing agree-
ment. Although the Government
will receive a royalty of 12.5 per 
cent plus 50 per cent income tax 
and nominal surface rentals, the 
companies will have a guaranteed 
share of up to 87.5 per cent of the 
income until the costs of the explora-
tion have been met.

The total number of wells drilled 
in 1986 (up to October) in Thai-
land was only 11, compared with 64 
in 1985. A major foreign oil com-
pany recently announced a cut-back 
of 30 per cent in its spending on 
exploration and development of oil 
in Thailand in 1986, as compared 
with 1985. The company has pointed 
out that at the current price levels, 
development of the oilfield as a whole 
would not be viable. In view of 
this, a slow-down in exploration 
activity was inevitable since other 
companies, less advanced in their 
exploration and development, were 
also seeking a reassessment of their 
agreements with the Government of 
Thailand. One of the options before 
the Government to help reduce pro-
duction costs was a reduction in 
the 12.5 per cent royalty on oil pro-
duction.

b Ibid,, p. 30.
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In recent years, Indonesia has 
revised import duties on a num-
ber of items based on a variety 
of considerations. First, in order 
to rationalize the tariff structure, 
the government relaxed the im-
port duty and sales tax on im-
ports of certain raw materials, 
auxiliary and capital goods such 
as laboratory and mechanical equip-
ment, tool kits, electronic motors 
and soybeans. Secondly, with 
a view to maintaining price stabi-
lity, the Government exempted 
the import duty and sales tax 
on imports of cooking oil. Third-
ly, to protect certain domestic 
industries, the Government re-
moved the exemption from, and, 
in some cases, increased the im-
port duties and the sales taxes 
on imports of a number of goods, 
such as paper of particular types 
and polymerized products. Fur-
thermore, an import duty and 
sales tax were imposed on a num-
ber of domestically-assembled pro-
ducts, including hydraulic excava-
tors.

The import policy in Pakistan 
has been progressively liberalized. 
Under the import policy for 1985/ 
86 among some items removed 
from the prohibited list and made 
importable, were carbon fibre need-
ed by hockey stick manufacturers 
and components of tractors above
20 tons for assembly in the public 
sector only. Under the restricted 
list, 28 categories of products 
were importable by industrial con-
sumers, 12 items by specific in-
dustries, 11 items were subject to 
specific conditions, while another
20 categories of products were im-
portable from specified sources. 
Steps were also taken to simpli-
fy other aspects of the regulatory 
framework concerning imports.5

In 1980, the Philippines em-
barked on a structural adjustment

5 Government of Pakistan, Ministry 
of Finance, Economic Survey 1985-86 
(Islamabad, 1986), p. 95.

programme which consisted of a 
co-ordinated reform of tariff rates 
and liberalization of imports. A 
five-year tariff programme for 
1980-1985 was launched which 
effectively reduced average tariffs 
from 43 to 28 per cent, concurrent-
ly with an import liberalization 
scheme. Although the scheme 
initially affected only consumer 
goods, in the longer run it aimed 
to cover all imports which were 
restricted to provide protection 
to local industry. In April 1986, 
the Government announced an 
overhaul of the tariff structure 
and implementation of a staggered 
import liberalization programme.6

In the Republic o f  Korea, 
progress continued to be made 
in removing import restrictions. 
The annual list of imports to 
be freed from restrictions is an-
nounced two or three years in 
advance to enable domestic manu-
facturers to prepare for increased 
competition; advance notice was 
given to remove restrictions on 
the import of 546 items in 1985-
1986 and to bring down the pro-
portion of restricted import items 
to below 5 per cent of total im-
ports by 1988.

In Sri Lanka, liberalized trade 
policies, which were first instituted 
in November 1977, continued to be 
pursued during 1984-1985. A com-
prehensive review of the tariff 
structure aimed at rationalizing 
the levels of effective protection 
was carried out by the Presidential 
Tariff Commission. Based on 
the recommendations of this Com-
mission, a more rational structure 
of import duties was introduced 
in November 1984. Import duties 
on certain categories of interme-
diate goods (mainly fertilizer, ce-
ment clinker and chemicals) were 
removed completely, while duties

6 Carmen V. Hemedes, “Trade 
policy in Philippine industrialization”, 
CB Review, vol. XXXVIII, No. 3 
(March 1986), pp. 31-32.

on other categories (machinery, 
motor vehicles, iron and steel 
etc.) were reduced substantially. 
Duties on consumer goods such 
as medicines, infant milk foods, 
printed books etc. were also re-
moved. Higher duties were im-
posed to provide protection to 
some local industries (full cream 
milk powder, rice, sugar, sanitary 
ware etc.).7

In 1985, the strict quantita-
tive controls on import of textiles 
were removed with the imposition 
of a tariff of 100 per cent of the 
c.i.f. value or Sri Lanka rupees 
(SLRs) 40 per square metre for 
synthetic textiles and 100 per cent 
of the c.i.f. value or SLRs 25 per 
square metre for cotton textiles. 
As a result of liberalization of the 
import of textiles, only a few 
commodities remain subject to 
import licensing.

2. Export promotion policies

Measures taken in 1984-1985 
affecting exports reflected con-
tinued efforts by developing coun-
tries in the ESCAP region to di-
versify export products as well as 
export markets. During 1980-1983, 
stagnant or slow-growing inter-
national demand for primary pro-
ducts resulted in lower commo-
dity prices and lower export earn-
ings for primary goods exporters 
as a whole. Faced with severe 
balance-of-payments pressure, de-
veloping countries in the region 
intensified measures with a view 
to boosting nontraditional exports. 
Furthermore, there has been a 
rising trend in the developing 
countries of the region to set 
up export processing zones.8

Over the years Bangladesh has 
developed a comprehensive ex-

7 Central Bank of Ceylon, A n-
nual Report 1984 (Colombo, 1985), 
p. 64.

8 
For information on export pro-

cessing zones in the region see Survey, 
1985, pp. 187-192.
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port incentives structure, parti-
cularly designed to promote non- 
traditional exports. The current 
export promotion measures in-
clude: (a) bonded warehouses
for import of tax-free materials;
(b) duty drawback for taxes on 
imported inputs for export pur-
poses; (c) export performance bene-
fit on the basis of f.o.b. of exports;
(d) export credit at subsidized 
interest rates and export credit 
guarantee scheme; (e) concession-
al duty on import of machinery; 
and (f) income tax rebate on in-
come earned through exports.

Efforts in many directions are 
being made by the Government 
of India to stimulate exports. 
Along with other measures, in
1984 the Government increased 
cash compensatory support of ex-
ports of leather, garments, ke-
rosene engines, processed food 
items, marine products, marine 
freight containers, various jute pro-
ducts, guar and gum, and frozen 
meat. However, the sharp deterio-
ration in the balance of trade in 
1985/86, the first year of the 
seventh plan, has been a matter for 
concern. A new scheme known as 
the “import-export passbook 
scheme” was introduced in January
1986 for manufacturer-exporters 
to provide duty-free access to 
imported inputs for export pro-
duction. A new scheme of cash 
compensatory support was intro-
duced from 1 July 1986 to com-
pensate for unrebated taxes, 
the high transport cost of pe-
rishables, etc. Moreover, a 50 
per cent subsidy is provided on 
expenditure incurred in submitting 
tenders for overseas projects by 
consulting firms. Interest on ex-
port credit has been reduced. 
Further concessions were an-
nounced in October 1986 to 
boost exports, viz. duty-free or 
low duty import of capital goods, 
excise remission on exports and 
provision of raw materials at 
international prices for key export

products.
Since the price of oil started 

falling and oil exports started 
declining the Government in Indo-
nesia has launched a vigorous 
export policy to strengthen the 
competitiveness of non-oil export 
commodities. The policy covers 
measures on credits, taxation and 
marketing. Under the 1 June
1983 monetary policy, banks were 
free to determine the level of 
interest rates on credits, including 
credits for exports. However, 
for credits on realized exports, 
a lower interest rate of 9 per 
cent was charged. Export taxes 
levied on nickel (ore and con-
densate) and bauxite (ore and 
condensate) were reduced to 10 
and 0 per cent, respectively. Fur-
thermore, with the enactment of 
the new income tax law since 
1 January 1984, the withholding 
tax on exports was abolished. 
Regarding marketing, efforts to 
improve the quality control on 
exportable goods were enhanced 
to enable Indonesia to obtain 
better prices in world markets. 
During 1983-1984, the Government 
added 49 items to the number 
of export commodities subject to 
quality standardization. In 1986/
87, for the first time, non-oil 
exports from Indonesia are esti-
mated to have exceeded oil exports, 
partly owing to the sharp fall 
in the latter.

The export policy in Pakistan 
for 1985/86 aimed at improving 
the competitiveness of exports, di-
versifying export items and markets 
and simplifying export procedures. 
An export action group has been 
set up to review the production 
and assess the export potential 
of leather goods, carpets, garments, 
fruits and vegetables and to take 
appropriate measures in order to 
increase the competitiveness of 
Pakistan in these items. A com-
mittee on simplification of pro-
cedures has been set up, while 
another committee has been ex-

amining the rationale of various 
export incentives.9 While most 
of the export promotion meas-
ures introduced earlier continued, 
the export rebate scheme was 
abolished in the 1986/87 bud-
get.

In view of the worsening 
external trading environment and 
the loss of competitiveness of 
its exports, Singapore redoubled 
its export promotion efforts in
1985, focusing on development 
and expansion of existing markets 
as well as the search for new 
markets and diversification into 
new products and services for ex-
port. The Trade Development 
Board which entered its third 
year of operation, spearheaded the 
subsequent export drive. Em-
phasis was placed on the promo-
tion of high value-added products 
and specialized services, with a 
number of areas identified for 
active promotion, including high- 
fashion apparel, electronics, time- 
sensitive high-value publications, 
industrial machinery and plant 
engineering, infrastructure engineer-
ing and consultancy services. In 
the establishment of new trade 
missions, the Board concentrated 
its efforts on new growth of mar-
kets in China, India and Western 
Asia.

The numerous incentives pro-
vided to exports in Sri Lanka since 
1977, such as tax concessions, 
import duty rebates, concessionary 
financing and export credit in-
surance, have failed to have a 
strong favourable impact on the 
performance of the non-traditional 
export sector. More recently, 
the reduction in interest rates and 
the more realistic exchange rate 
policies introduced towards the 
end of 1985 provided further 
support to non-traditional exports. 
At the same time, as a relief meas-

9 Government of Pakistan, Minis-
try of Finance, , . . .   yevruS cimonocE  
pp. 91-92.
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ure to exporters, the Govern-
ment reduced the export duty 
on all varieties of tea after April
1985, when price began to fall 
sharply. The export duty on 
desiccated coconut and edible cop-
ra was also reduced. Stabili-
zation funds for the three main 
traditional export commodities pro-
duced in Sri Lanka (tea, rubber 
and coconut) were announced in
1985. The main objective of the 
fund is to stabilize the income 
of producers by siphoning off 
excess income at times of high 
prices and by price support at 
times of low prices.

3. Exchange rate policies

A major policy instrument 
which has received increasing at-
tention in many developing coun-
tries in the ESCAP region to 
counteract the effects of frequent 
external shocks has been the 
exchange rate. In recent years, 
the exchange rate system in these 
countries has moved towards great-
er flexibility and responsiveness 
to changing external factors. The 
trend in the developing countries 
of the region has been away from

fixed pegs against a single cur-
rency toward flexible arrangements 
and pegging to currency baskets. 
Exchange rate arrangements in 
most of the ESCAP member coun-
tries fall under the classification 
of currency pegged to a currency 
composite or managed floating 
(see Table I.13). Some countries, 
notably Malaysia and Singapore, 
in addition to pegging their cur-
rencies to composites of currencies, 
also allow for the existence of free 
foreign exchange markets. Several 
countries in the region which 
have adopted comprehensive ad-
justment programmes have under-
taken a policy of maintaining 
realistic exchange rates with a 
view to stimulating exports and 
reducing imports. These coun-
tries have adjusted nominal ex-
change rates more frequently than 
in the past and have adopted po-
licies that restrain domestic prices 
and factor costs.

During December 1980-Decem- 
ber 1983 the nominal exchange rate 
of most of the currencies in the 
region vis-à-vis the United States 
dollar depreciated, except in the 
case of the Brunei dollar, Maldives 
rufiyaa and Tongan pa’anga (table

1.14). On an average, the rate of 
depreciation exceeded 10 per cent 
annually in many of these coun-
tries, although rates of deprecia-
tion in nominal exchange rates 
against special drawing rights were 
lower since the dollar appreciated 
against the special drawing rights. 
However, during December 1984- 
December 1985 the pattern of 
change in the nominal exchange 
rate of currencies in the region 
was less uniform. In East and 
South-East Asia, the curren-
cies of the Philippines, Singapore 
and Thailand appreciated against 
the United States dollar while that 
of Brunei Darussalam, Indonesia, 
Malaysia and the Republic of 
Korea depreciated.10 Similarly, 
in the South Asian region, the 
Indian rupee and Iranian rial

10 The percentage changes of nomi-
nal exchange rate of currencies for 
the United States dollar and special 
drawing rights are calculated using 
year end rates. It must be noted that 
in case of the Philippines if the aver-
age value of nominal exchange rate 
over the whole year used, then the 
Philippine peso’s value against the 
United States dollar depreciated by 
6.9 per cent between 1984 and 1985.

Table I.13, Selected economies in the ESCAP region. Exchange rate arrangements as of 31 March 1985

Single currency

Pegged

Currency composite Flexibility limited 
vis-à-vis a 

single currencya

More flexible

Managed
floating

Independently
floatingUnited States Others 

dollar
Special drawing 

rights
Others

Lao People’s Bhutan Burma, Bangladesh,b Afghanistan, India,c Australia,
Democratic (Indian Iran (Islamic China, Maldives Indonesia, Japan,
Republicb rupee) Republic of), Fiji, Pakistan, New Zealand,

Vanuatu, Malaysia, Republic Philippines
Viet Nam Nepal, o f  Korea,

Papua New Samoa,
Guinea, Sri Lanka

Singapore,
Solomon

Islands,
Thailand

Source: International Monetary Fund, Annual Report on Exchange Arrangements and Exchange Restrictions, 1985 (Washing-
ton, D.C., 1986), p. 9.

a  b Both exchange rates have shown limited flexibility vis-à-vis the United States dollar. Maintains dual exchange markets 
involving multiple exchange arrangement. The arrangement shown is that maintained in the major market. c The exchange 
rate is maintained within margins of ± 5 per cent on either side of a weighted composite of the currencies of the main trading part-
ners.
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Table I.14. Selected developing economies in the ESCAP region. Percentage changes of nominal exchange rate 
for the United States dollar and special drawing rights, December 1980-December 1985a

United States dollar Special drawing rights

Currency
Dec. 1980- 
Dec. 1983

Dec. 1980- 
Dec. 1983 

annual 
average

Dec. 1984- 
Dec. 1985

Dec. 1980- 
Dec. 1983

Dec. 1980-
Dec. 1983 Dec. 1984- 

annual Dec. 1985 
average

Afghanistan Afghani 10.4 3.5 — -9.4 -3.1 12.1
Bangladesh Taka 53.8 17.9 19.2 26.3 8.8 33.6
Brunei Darus-

salam Brunei dollar -3.2 - 1.1 3.3
Burma Kyat 21.7 7.2 -10.4 - - -

China Yuan renminbi 29.5 9.8 14.5 6.2 2.1 28.4
Fiji Fijian dollar 32.4 10.8 - 2.0 8.5 2.3 9.9
Hong Kong Hong Kong dolla 51.6 17.2 - 0.2
India Indian rupee 32.3 10.8 -2.3 8.6 2.9 9.5
Indonesia Rupiah 58.6 19.5 4.7 30.2 10.1 17.4
Iran (Islamic Repub-

lic of) Rial 21.9 7.3 -10.4 _ _ _
Lao People’s 

Democratic 
Republic New kip 250.0 83.3

Malaysia Ringgit 5.2 1.7 2.5 -13.6 -4.5 12.1
Maldives Rufiyaa - 6.6 - 2.2 1.1 -23.3 -7.8 13.3
Mongolia Tughrik 18.9 6.3 -5.0
Nepal Nepalese rupee 26.7 8.9 15.0 4.0 1.3 28.9
Pakistan Pakistan rupee 36.4 12.1 4.0 11.9 4.0 16.6
Papua New 

Guinea Kina 35.9 12.0 7.5 11.7 0.7 20.5
Philippines Peso 84.2 28.1 -3.7 51.2 17.1 7.9
Republic of 

Korea Won 20.5 6.8 7.6 - 1.0 -0.3 20.6
Samoa Tala 74.4 24.8 5.6 43.1 26.2 18.4
Singapore Singapore dollar 1.6 0.5 -3.3 -16.6 -5.5 8.3
Solomon Islands Solomon Islands 

dollar 53.2 17.7 20.1 25.8 8.6 34.5
Sri Lanka Sri Lankan rupee 38.9 13.0 4.3 14.0 4.7 16.9
Thailand Baht 11.5 3.8 - 1.8 -8.5 - 2.8 10.0
Tonga Pa’anga -21.3 -7.1 -20.7
Vanuatu Vatu 39.4 13.1 -2.3

14.1 4.7 9.3
Viet Nam Dong 367.3 122.4 49.1b

Sources: Asian Development Bank, Key Indicators o f  Developing Member Countries o f  ADB, vol. XVII (July 1986), p. 34; 
International Monetary Fund, International Financial Statistics, vol. XXXIX, No. 5 (May 1986); United Nations, M onthly Bul-
letin o f  Statistics, vol. XL, No. 6 (June 1986); and national sources.

a A positive figure indicates depreciation of a national currency vis-à-vis the United States dollar or special drawing rights 
.4891 enuJ revo 5891 rebmetpeS   .noitaicerppa setacidni erugif evitagen a dna b

appreciated against the United 
States dollar, while the Pakistani 
and Sri Lankan rupees depreciated 
by about 4 per cent. In the least 
developed countries of the region, 
the rates of depreciation in the 
nominal exchange rate of curren-
cies during December 1984-Decem- 
ber 1985 varied from 19 per 
cent in Bangladesh and 15 per

cent in Nepal to 5.6 per cent 
in Samoa and 1 per cent in Mal-
dives. However, the vatu appre-
ciated by 2.4 per cent while the 
currencies of Afghanistan and the 
Lao People’s Democratic Republic 
remained unchanged against the 
United States dollar. The yuan 
renminbi depreciated against the 
United States dollar by 14.5 per

cent during this period while the 
dong of Viet Nam depreciated 
against the United States dollar 
by 49 per cent between June 1984 
and September 1985. However, 
against the special drawing rights 
the nominal exchange rate of 
most of the currencies in the re-
gion depreciated significantly, while 
the United States dollar itself
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depreciated against the special 
drawing rights by 12 per cent 
during this period.

The movement in bilateral 
exchange rates in terms of the 
United States dollar or special 
drawing rights does not provide 
a representative measure of changes 
in a country’s international ex-
change rate. In contrast, the 
nominal trade -weighted exchange 
rate measures the average change 
of a country’s exchange rate 
against currencies of major trading 
partners. However, it does not 
take into account differences 
in the degree of inflation which 
can erode or reinforce the com-
petitive advantage of goods and 
services brought about by devalua-
tion. To remedy this, the trade- 
weighted real effective exchange 
rate, which takes into account 
the differences between the rate 
of inflation in the home country 
and the major trading partners 
following devaluation, provides a 
better measure of a country’s 
changing competitive advantage in 
foreign trade.

The real effective exchange 
rate of currencies in developing 
countries in the ESCAP region 
has generally depreciated in re-
cent years, owing to low rates 
of inflation. However, the speed 
of adjustment and degree of in-
flation have varied greatly among 
countries and affected their ability 
to maintain or to improve their 
international competitiveness.

In Bangladesh, for example, 
during the fiscal year 1984/85 
the trade-weighted exchange rate 
depreciated substantially less than 
the nominal exchange rate vis-à- 
vis the United States dollar. More-
over, as the rate of inflation in Bang-
ladesh exceeded the weighted aver-
age rate of inflation in its major 
export markets, the real exchange 
rate depreciated by less than half 
the rate of nominal depreciation.

Similarly, the trade-weighted 
real effective exchange rate for

the Nepalese rupee has been appre-
ciating in recent years. Compared 
with July 1979, the nominal trade- 
weighted exchange rate in Nepal 
appreciated by 8 per cent through 
May 1983. During the same 
period, the real effective exchange 
rate appreciated by more than 
17 per cent, as prices rose faster 
in Nepal than in partner coun-
tries, in particular during the 
1982/83 drought. However, dur-
ing the period June 1983-February 
1984, nominal trade-weighted ex-
change rate and trade-weighted real 
effective exchange rate depreciated 
by 0.8 and 6.5 per cent respective-
ly, although by the end of that 
period, they were still above 
their July 1979 levels, by 7.1 
and 9.5 per cent respectively. In 
view of the increasing balance- 
of-payments deficit, in December 
1985 Nepal devalued its currency 
by 14.7 per cent vis-à-vis currencies 
of its major trading partners, in-
cluding India. Subsequently, in 
May 1986 Nepal adopted a flexible 
exchange rate system based on 
a currency basket, including the 
Indian rupee (see Box I.14).

In Pakistan, since the rate 
of inflation was below the average 
rate of its trading partners over 
the period 1981-1983, the real 
effective trade-weighted exchange 
rate generally depreciated by more 
than the corresponding nominal ef-
fective exchange rate, giving its ex-
ports a considerable edge. From 
1981 to 1983, the real depreciation 
amounted to nearly 9 per cent. 
Although there was a small real 
appreciation of 2 per cent in 
1984, it was reversed in 1985 
when the real effective exchange 
rate depreciated by 7.3 per cent.11

In Sri Lanka, in 1985 the 
trade -weighted nominal exchange

rate depreciated by 16 per cent 
while the real effective exchange 
rate depreciated by 10.8 per 
cent.12

Among the South-East Asian 
countries the experience in ex-
change rate policies has been 
varied. On 30 March 1983, the 
Indonesian rupiah was devalued 
by 28 per cent in terms of the 
United States dollar. However, 
between June 1983 and October
1984, the trade-weighted real effec-
tive exchange rate appreciated by 
about 5 per cent, which was largely 
attributable to the deterioration 
in relative prices against Indonesia, 
while the nominal effective ex-
change rate appreciated only slight-
ly. In September 1986, plum-
meting oil prices led the Indonesian 
Government to devalue the rupiah 
vis-à-vis the United States dollar 
by 31 per cent with a view to 
improving its trade balance.

In Malaysia during 1981-1984 
the nominal exchange rate and real 
effective exchange rate appreciated 
annually by 2 and 3 per cent 
respectively. In 1985, the Gov-
ernment allowed the nominal ex-
change rate to depreciate against 
the reference basket of currencies. 
Moreover, conservative fiscal and 
monetary policies were pursued 
which kept the domestic rate of 
inflation low. Thus 1985 witnessed 
a downward drift in the nominal 
exchange rate by 5 per cent and 
in the real effective exchange 
rate by 8.4 per cent.

The Philippine peso depre-
ciated in real effective terms by 
27.4 per cent between January 
and October 1983. As the nominal 
exchange rate against the United 
States dollar had been maintained 
since October while the inflation 
rate accelerated sharply, the peso is 
estimated to have appreciated by
19.9 per cent in real terms between11 Mohsin S. Khan, “Exchange rate 

policies of developing countries in 
the context of external shocks” , Third 
Annual General Meeting, Pakistan So-
ciety of Development Economists, 10- 
12 August 1986, pp. 28-29.

12 Central Bank of Sri Lanka, An-
nual Report 1985 (Colombo, 1986), 
p. 91.
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Box I.14. Recent movements in exchange rates
Several countries in the ESCAP 

region have essentially pegged their 
currencies to the United States dollar. 
As the value of the dollar started to 
fall towards the end of 1985, these 
currencies were in effect devalued 
against the yen and some European 
currencies. During the first nine 
months of 1986, the United States 
dollar depreciated against the yen 
and the deutsche mark by about 
24 and 18 per cent, respectively. 
Substantial depreciation of domestic 
currencies against the yen served to 
encourage exports to and reduce im-
ports from Japan and thus to im-
prove the balance of trade of de-
veloping countries with Japan. The 
maintenance of parity with or further 
depreciation against the United States 
dollar also helped exports from the 
countries in the region by gaining

price competitiveness vis-à-vis those 
of Japan and Europe in the markets 
of the United States of America 
and other countries.

While 1986 witnessed major rea-
lignment in international currencies, 
in a number of ESCAP countries 
the depreciation in exchange rates 
was more than necessitated by changes 
in dollar-yen or dollar-deutsche mark 
parity (see figure). For example, 
China devalued yuan renminbi against 
yen by about 41 per cent during 
January-September 1986 so as to 
stimulate exports and reduce its 
large trade deficit with Japan. Serious-
ly affected by the plunging price 
of oil, in September 1986 the Indo-
nesian rupiah was devalued by 31 
per cent against the United States 
dollar. In May 1986, the Govern-
ment of Nepal adopted a floating ex-

change rate against a basket of inter-
national currencies, ending its cur-
rency’s direct link with the Indian 
rupee; the basket of currencies in-
cluded the Indian rupee. The move 
was made in the light of the fact 
that the Indian share in total trade 
has declined from 90 per cent to 
about 50 per cent, with Japan, the 
United States, the major European 
Economic Community countries, Sing-
apore and Hong Kong accounting 
for most of the remaining 50 per 
cent of the trade. The Malaysian 
dollar has weakened considerably 
during the period January-Septem- 
ber 1986. The currency has dropped 
by 31 per cent against the yen, 25 
per cent against the deutsche mark 
and 4 per cent against the Singapore 
dollar. Singapore is Malaysia’s major 
trading partner.

Source: International Monetary Fund, International Financial Statistics, vol. XXXIX, No. 11 (November 1986).
a Rates converted from the rate of each currency in terms of special drawing rights.
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October 1983 and March 1984. Ef-
fective 15 October 1984, the Philip-
pine Government abandoned the 
practice of publishing a “guiding” 
exchange rate, permitting the rate 
to be determined only partly on 
the basis of supply and demand 
in the foreign exchange market. 
The rate was to be determined 
freely by market forces.

In the Republic of Korea, 
during 1980-1983 exchange rate 
adjustments were co-ordinated 
with macro-economic policies in 
such a way that the nominal 
depreciation also resulted in real 
depreciation. Since there was 
a slight real appreciation of the 
won in late 1984 and early 1985 
the Government depreciated the 
won sharply so as to restore com-
petitiveness and the real effective 
exchange rate dropped consider-
ably.

In Singapore, the real effec-
tive exchange rate depreciated 
steadily during 1981-1985 by 3.2 
per cent per annum. In November
1984, the Thai baht was devalued 
by 14.8 per cent against the United 
States dollar, and since then has 
been pegged to a basket of cur-
rencies. As a result of devalua-
tion, the real exchange rate was 
restored to its 1980 level. During
1985, the real effective exchange 
rate of the Thai baht depreciated 
by around 9 per cent.

During 1980-1983, the nomi-
nal and real effective exchange 
rates of the Samoan tala depre-
ciated by 24.5 and 1.8 per cent 
respectively. As a result of ad-
justments in the nominal exchange 
rate, together with substantial slow-
ing of domestic inflation during 
1984, the nominal and real effec-
tive exchange rates depreciated 
by 11.7 and 10.2 per cent respec-
tively.

The Solomon Islands dollar 
was devalued by 10 per cent in 
August 1982 to compensate for the 
substantial real appreciation of the 
currency over the previous year.

Between September 1982 and April
1984, the Solomon Islands dollar 
appreciated in real effective terms 
by about 8.5 per cent, and by a 
further 8 per cent between April
1984 and May 1985.

C. AGRICULTURAL PRICE
POLICIES IN A CHANGING 

INTERNATIONAL 
ENVIRONMENT

Despite substantial structural 
changes, agriculture continues to 
be the most important sector 
in a majority of the developing 
economies of the ESCAP region. 
It contributes between a fifth 
and a half of domestic output 
in these countries and accounts 
for a much higher share of na-
tional employment. As a source 
of supplies of food, raw mat-
erial and export earnings, its role is 
vital in these economies. Agri-
cultural development crucially de-
termines the pace and pattern of 
their national economic develop-
ment. The well-being of the vast 
majority of the people in most 
countries of the region hinges direct-
ly on growth and development in 
agriculture which is an important 
source of consumption, income, 
employment, exports, and raw ma-
terials for many domestic indus-
tries.

After a period of benign 
neglect, most countries in recent 
years have made attempts to 
introduce more supportive policies 
towards and to correct biases 
against agriculture with a view 
to a more balanced development 
of the economy. The trend to-
wards providing positive incentives 
through price policies for expand-
ing agricultural production has 
been a relatively recent develop-
ment in the policy orientation 
of developing countries. These 
efforts have been largely suc-
cessful in expanding agricultural 
production in most countries of 
the region.13 Indeed, there is

a growing body of opinion which 
considers that these policies may 
have been too successful and 
their continued pursuit may be 
beginning to turn counter-produc-
tive.

The policy environment facing 
the world agricultural economy 
in the second half of the 1980s 
stands in marked contrast to the 
shortages in supply and high 
prices of agricultural products that 
prevailed in the 1970s, which have 
been replaced by a situation of 
supply abundance and depressed 
prices. The introduction of ad-
vanced agricultural technologies 
and the rise in agricultural pro-
tectionism in many developed 
countries have led to a massive 
over-expansion of their agricultural 
outputs. Imports into their market 
have been severely restricted and 
the surplus production of a num-
ber of countries has been released 
in the international market at 
subsidized prices to compete with 
the traditional exporters. The 
European Economic Community, 
for example, which was a big 
importer of food grains and sugar 
in the 1960s, became a big exporter 
in the 1980s with the help of 
such policies. This was reinforced 
by developments on the demand 
side as slow population growth 
rates in developed countries and at-
tainment of food self-sufficiency 
in basic cereals by a large number 
of developing countries reduced 
world demand for food imports. 
Innovations of material-saving in-
dustrial technologies and develop-
ment of synthetic substitutes for 
natural products reduced the de-
mand for a number of agricultural 
raw materials. The persistent 
downturn in prices of agricultural 
commodities in the international

13 See, “Review of progress, poli-
cies and issues in food and agricul-
ture in the ESCAP region” , Economic 
Bulletin for Asia and the Pacific, vol. 
XXXVII, No. 1 (June 1986).
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market since 1980, which reversed 
the upward trend during much 
of the 1970s, has reflected these 
underlying conditions of demand 
and supply.14

The international trading en-
vironment in agricultural products 
has also added to the instability 
in their prices. Prices of inter-
nationally-traded agricultural pro-
ducts have also fluctuated in 
response to short-term variations 
in demand and supply affected 
by the level of activity in the 
importing countries and variations 
in weather conditions in major 
producing countries. Protection 
and restricted access to developed 
country markets and subsidized 
sales of their surplus production 
have also depressed world prices 
for a number of commodities 
and caused greater price fluctua-
tions. For example, restricted 
imports and preferential deals based 
on allocations of quotas reduced 
the free market share of world 
trade in sugar to 25 per cent in the 
1980s. As a result the price instabi-
lity of sugar in this residual market 
has increased considerably.15 Such 
practices have affected a number 
of agricultural export products 
from the developing countries in 
the ESCAP region, while interna-
tional commodity agreements and 
buffer stock operations have failed 
to stem the continuing downward 
trend in commodity prices (see box
I.15).16 The deterioration in the in-
ternational environment relating to 
agricultural trade has placed an 
added burden on the policy makers 
in developing countries to safeguard 
the achievements and objectives 
in the vitally important agricul-
tural sector of their economies.

14 See International Monetary Fund,
Primary Commodities: Market De-
velopments and Outlooks (May 1986).

15 The World Bank, World De-
velopment Report 1986 (New York, 
Oxford University Press, 1986), p. 114.

16 Ibid., chap. 7.

The developed countries play 
a leading role in determining 
the international environment in 
which the developing countries 
formulate and apply their agricul-
tural price policies.17 By restricting 
market access, lowering prices and 
increasing the price instability of 
a number of products, protectionist 
policies pursued by the developed 
countries have rendered more diffi-
cult the task faced by developing 
countries in formulating and im-
plementing appropriate price pol-
icies.

Agricultural price policies in 
the developing countries of the 
ESCAP region arise from a mul-
titude of concerns stemming from 
the crucial role of the agricul-
tural sector in the economies 
of the region. These concerns 
have included supplying food at 
low enough prices to consumers, 
especially to vulnerable sections 
of the population; sheltering both 
farmers and consumers from the 
instability of prices; attaining a 
high degree of national self-suf- 
ficiency in food production; ex-
panding agricultural exports; en-
suring fair returns and incentives 
to farmers the majority of whom 
are often poor; and influencing 
the commodity mix of output. 
For the purpose of raising revenues, 
the governments in the region 
have often subjected a number 
of agricultural commodities to 
export taxes, which have had 
significant price and income ef-
fects. The emphasis given to 
each of these various objectives 
has varied a great deal over time 
and among countries of the region.

Recent changes in agricultural 
price policies have involved a 
reduction or elimination of food 
subsidies, enhancement of incentive

17 Food and Agricultural Organiza-
tion of the United Nations, “Agricul-
tural price policies” (C/85/19, August
1985), Twenty-Third FAO Conference
1985, p. 5.

prices to producers, a larger in-
volvement of the private sector 
in food and agricultural marketing, 
emphasis on agricultural export 
expansion and crop substitution 
and diversification. In respect 
of cereal production price policies 
in recent years have tended to 
emphasize incentives to increase 
production rather than concen-
trate on distribution at regulated 
or subsidized prices to protect 
urban consumer interests. Low 
cost distribution to consumers, 
which often conflicted with the 
objective of providing incentive 
prices to producers, has been 
restricted in most cases to select 
consumer groups in the lowest 
income strata. In the choice 
of policy instruments, governments 
have generally favoured enhance-
ment of output prices rather 
than subsidization of input prices. 
As a means to protect farmer 
incomes and the food consump-
tion of vulnerable groups, govern-
ments have continued to intervene 
in the market to prevent undue 
price fluctuation. Procurement, 
stocking and distribution opera-
tions by public agencies have been 
part of the endeavours.

The following review of recent 
changes in price policies in a num-
ber of developing countries in the 
region brings out the attempts 
by various countries, while seek-
ing to balance a number of consi-
derations in pricing policies af-
fecting food products especially, 
to move towards more liberal 
policies of freeing trade from gov-
ernment controls and reducing the 
burden of subsidies. The policy 
stance towards instituting freer in-
ternational trade in food products, 
however, still remains cautious 
in order not to jeopardize the gains 
in production they have achieved 
after years of concerted efforts 
and with substantial investment 
in agriculture. With further con-
solidation of these gains in a more 
favourable international environ-
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ment, the developing countries in 
the region could be encouraged 
to institute freer international trade 
in agriculture.

In Bangladesh, during the first 
half of the 1980s incentive prices 
have been used for accelerated 
production to achieve the coun-
try’s objective of self-sufficiency 
in food production, for which 
the target date is 1989/90.18 The 
role of the public food distribu-
tion system has changed from

a levy-based compulsory procure-
ment system to procurement 
through incentive prices. While 
guaranteeing a price which en-
courages the farmers to produce 
more, the gap between the ration 
price and the market price of 
food grains has been substantially 
reduced. The price of rice issued

18 Bangladesh, Planning Commis-
sion, The Third Five Year Plan 1985- 
90 (Dhaka, 1985).

on ration went up by more than 
95 per cent during the first half 
of the 1980s, while the propor-
tion of the population eligible for 
rationed distribution was reduced 
from 58 per cent in 1979/80 
to 46 per cent in 1984/85. More 
food was being distributed to the 
distressed and vulnerable groups, 
under the food-for-work programme 
and through modified rationing. 
The public food distribution sys-
tem has been made more respon-

Box I.15. Agricultural exporters hit by falling prices
Among the agricultural exports 

of the ESCAP region most seriously 
affected by falling prices was rice, 
with the most adverse consequences 
for Thailand’s agriculture. Rice 
prices in Thailand have been on a 
downward trend since 1981. In 
1986 they deteriorated still further, 
falling by an average of 20 per cent. 
Market prices were expected to re-
main depressed throughout the 1986/ 
87 crop season. Conditions in the 
export market depressed local rice 
prices in Thailand to very low levels 
at the beginning of the 1986/87 
season. In attempting to shore up 
rice prices the Government had to
arrange 10.8 billion, the highest
ever amount, through the commer-
cial banks, the Bank for Agriculture 
and Agricultural Co-operatives and 
the Ministry of Agriculture, in short-
term credit at concessional interest 
rates to farmers, rice millers and 
exporters. Limited direct purchases 
were resorted to by the Ministries 
of the Interior and Commerce. Thai-
land, however, does not have either 
the capital resources or the storage 
capacity to hold adequate stocks 
and is under pressure to sell rice 
in the export market as quickly as 
possible after the harvesting of the 
crop. Thailand also has not been 
able to offer a minimum guaranteed 
price to farmers, the majority of 
whom are small rice farmers, and 
who, therefore, have had to bear 
the brunt of lower prices. Average 
annual farm income in Thailand 
was estimated to have fallen by 22 
per cent between 1981 and 1986, 
which has further serious socio-
economic implications for the coun-
try.

Thailand was not the only country 
affected by the fall in prices of agri-
cultural exports. In Burma, the 
rice export volume increased in re-
cent years but the value of exports 
fell since the price of Burmese rice 
also fell to a similar extent as in 
Thailand. Pakistan exports mainly 
high-grade Basmati rice, which does 
not directly compete with grades 
of rice exported by other exporters, 
but its export prices also fell from 
an average of Rs 4,449 per ton during 
the period July 1984-March 1985 
to Rs 3,952 during the period July 
1985-March 1986.a Other countries 
which were emerging as marginal 
exporters of food grains also had 
similar set-backs and would find 
it difficult to maintain domestic 
prices and production incentives for 
lack of resources and storage capa-
cities.

In addition to the falling price 
of rice Thailand has been hit by 
the falling price of sugar for a number 
of years. Export prices of Thai sugar
fell from 8,554 in 1981 to 3,645
per ton in 1985, or by 57 per cent. 
Prices in the fourth quarter of 1985
fell to 2,934 per ton bringing down
the price to close to one third of 
the 1981 prices. Owing to produc-
tion shortfalls in the Latin Ameri-
can and Caribbean regions and the 
slight increase in demand, world 
consumption of sugar in 1985-1986 
was estimated to have exceeded pro-
duction for the first time since 1980-

a Government of Pakistan, Minis-
try of Finance, Economic Survey 
1985-86 (Islamabad, 1986), p. 124, 
statistical table 10.5.

1981. As a result, prices tended to 
move up somewhat in early 1986, 
but fell again in the later part of
1986 following the release of sub-
sidized United States sugar to major 
importing countries. This again 
threatened Thailand’s sugar exports 
which are mainly dependent on free 
market sales.

The other sugar-exporting coun-
tries in the region -  Fiji and the 
Philippines — have faced similar low 
prices for several years, but for them, 
the situation was mitigated, to some 
extent, by assured access for a good 
part of their sugar exports to EEC 
and United States markets under al-
lotted quotas. However, the reported 
decision by the United States Govern-
ment towards the end of 1986 to 
reduce its quota of sugar imports 
to 1 million ton in 1987 from 1.7 
million tons in 1986 in view of higher 
domestic production of sugar and 
sweeteners put further pressure on 
prices. The Philippines, as one of the 
largest quota holders in the United 
States market, will be affected by 
the pro rata reduction of quota for 
all countries. The Philippines export 
earnings from sugar and sugar pro-
ducts fell from $396 million in 1982 
to $161 million in 1985. Earnings 
were projected at $76 million only 
in both 1986 and 1987. Faced with 
low prices and poor earnings, the 
country has already been making 
efforts to diversify away from sugar-
cane production and to reduce milling 
capacity. While the latest development 
makes that task more urgent, it would 
be most difficult to achieve it in 
the midst of many other problems 
facing the Philippines in the short 
run.
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sive to market trends through 
open market sales which provide 
a linkage between prices in the 
market and those charged by 
the rationing system. In order 
to smooth weather-induced fluc-
tuations in production and prices, 
the public distribution system has 
maintained a food stock through 
internal procurement, food aid 
and commercial purchases. The 
reduction in the gap between 
market procurement prices and 
the issue prices from the public 
distribution system has led to 
a decline in the cost of food 
subsidies from Tk 1,650 million 
in 1979/80 to Tk 1,090 million 
in 1984/85. Similar reductions 
have been effected on subsidies 
for use of new inputs, especially 
of chemical fertilizer and irriga-
tion water, by raising their prices. 
For example, the subsidy on 
fertilizers was reduced from 43 
per cent of the price in 1979/80 
to 15 per cent in 1984/85. Thus, 
the Government has come to 
place greater reliance on incen-
tives to raise output than on 
input subsidies. However, unlike 
in the case of cereals, price sup-
port policies have been less ac-
tively pursued for commercial 
crops, after some unsuccessful 
recent attempts to introduce them 
in favour of jute, the most im-
portant commercial crop.

China has used pricing policies 
very effectively to boost agricultur-
al production and achieve crop 
diversification. Among the in-
struments used have been pro-
gressive increases in the Govern-
ment’s purchase prices of food 
grains, cotton and oil-seeds, vary-
ing the premium on prices of out-
put above the required quota 
delivery to the State, lowering 
and stabilizing the prices of manu-
factured goods and subsidizing 
consumer prices in the rural areas. 
Over time the tax burden on 
China’s agriculture has been light-
ened which has complemented

price policies in boosting agricul-
tural production.19 The Govern-
ment has used the leverage of price 
differential to influence the agricul-
tural output mix. For example, the 
price of cotton was raised on a 
number of occasions with a pre-
mium of 50 per cent on above-
quota sales. This has led to a 
spectacular growth in cotton pro-
duction, transforming China from 
a major importer of cotton to 
a net exporter. Similar successes 
have been achieved in production 
of grains.

In India, both the central 
and state governments support 
prices of major agricultural com-
modities such as wheat, rice, oil-
seeds, sugar-cane, jute and cotton. 
Through the food-grain procure-
ment programme the Government 
has accumulated a sizeable stock 
(24 million tons in December 
1985) which it uses to support em-
ployment-generating programmes 
and distribution to consumers at 
subsidized prices. The minimum 
support and procurement prices 
have been regularly adjusted up-
wards during the period 1980/81 
to 1985/86. The procurement/sup-
port price of wheat increased by
34 per cent, of the common variety 
of paddy by 35 per cent, of cotton 
(Kapas 320 F/J-34) by 40 per 
cent and of jute by 34 per cent 
between 1980/81 and 1985/86. 
These incentives have strongly 
stimulated production, making 
the country self-sufficient in food 
and fibres. However, consider-
able quantities of edible oils and 
sugar are still imported. This 
is despite substantial gains in 
production achieved through rises 
in minimum support prices of
oil seeds such as mustard, ground-
nut, sunflower and soybean by

19 Tu Nan, “China’s new pricing 
policies for agriculture” , CERES, FAO 
Review on Agriculture and Develop-
ment, vol. 18, No. 5 (September-Octo- 
ber 1985).

considerably higher than other 
agricultural price percentages. The 
statutory minimum price of sugar-
cane was raised by 27 per cent. 
With a view to reducing its sub-
sidy burden, the Government has 
increased the role of market prices 
in several key commodities. Since 
April 1986, flour millers, for 
example, were required to buy 
wheat from the Food Corpora-
tion of India at cost-related prices, 
thus eliminating the large subsidy 
which was being provided to the 
flour mills. At the same time, 
the Corporation was to stop sub-
sidized sales of wheat to allow 
farmers to sell at prices prevailing 
in the market.20

In Pakistan, the Government 
guarantees minimum prices for 
crops including wheat, rice, cot-
ton, sugar-cane, gram, potato, 
onion and oil-seeds. Support/ 
procurement prices are announced 
before planting. These policies 
have helped Pakistan to attain 
self-sufficiency in wheat production 
and to increase surpluses of rice 
and cotton for export. In 1985/
86 a tremendous surge in cotton 
production enabled the country 
to export nearly 4 million bales 
of cotton. Increased production 
in other countries such as China 
and the subsidized sale of cotton 
by the United States led to a 
precipitous fall in cotton prices 
in the international market in
1986. The Government mono-
poly on the export of cotton 
has largely absorbed the losses 
arising out of the fall in interna-
tional prices and softened the 
effect on cotton production in 
Pakistan. However, the Govern-
ment has been gradually reducing 
controls and increasing the role 
of market forces in the agricul-
tural sector both for growers and 
consumers. In 1986, trade in and 
prices of vegetable oils and all

20 Government of India, Economic
Survey . . . .  pp. 54-56.
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nitrogenous fertilizers were deregu-
lated and decontrolled. Mono-
poly procurement of paddy was 
replaced by voluntary sales.21

As part of its comprehensive 
economic reform programmes since
1977, the Government of Sri 
Lanka introduced private trade 
in the rice market, decontrolled 
prices and gradually scaled down 
food rationing to limit it to house-
holds with annual incomes below 
a specified level. The Govern-
ment distributed among benefi-
ciaries fixed-value food stamps
whose real value declined as prices 
rose and thus reduced govern-
ment expenditure on food sub-
sidies from 19 per cent of total 
expenditures in 1978 to only 
4 per cent in 1984. Reforms of 
the price and rationing systems 
coupled with large investments in 
irrigation projects enabled the
country to expand rice (paddy)
production from 1.9 million tons 
in 1978 to 2.7 million tons in
1985. With an increasingly active 
role played by the private sector, 
the role of the Paddy Marketing 
Board in procurement under the 
guaranteed price scheme has sub-
stantially declined as reflected in 
the decrease in paddy procure-
ment by 40 per cent.

Among the South-East Asian 
countries Indonesia has successfully 
used price policies for achieving 
a breakthrough in increasing agri-
cultural production, notably of 
rice. Floor prices have also been 
set for corn, soybeans, peanuts 
and green gram. Producer prices 
have been kept favourable in 
relation to cost of production 
to provide an incentive to farmers. 
At the same time prices have 
been kept reasonably stable for 
urban consumers.

In Malaysia, the Government 
has found it necessary to retreat

21 Government of Pakistan, Minis-
try of Finance, Economic Survey . . . , 
pp. 56-57.

from the policy objective of at-
taining self-sufficiency in the pro-
duction of the main food crop, 
rice. Rice production supported 
by government subsidies to farmers 
proved excessively costly to the 
government. Government has 
lowered the food self-sufficiency 
target from 80-85 per cent set 
in the New Agricultural Policy 
in 1984 to 60-65 per cent, thus 
increasing the reliance on imports. 
The Government has decided to 
concentrate rice production in 
nine designated areas of high 
productivity with scope for double 
cropping, while farmers in mar-
ginal areas have been encouraged 
to diversify to other crops. The 
National Padi and Rice Authority 
continues to handle imports and 
internal procurements; the Au-
thority administers stocks and 
determines the maximum prices 
for rice millers, wholesalers and 
retailers. Under the Padi price 
subsidy scheme, a subsidy of 
M$165.4 per ton of Padi pur-
chased from farmers was given 
in 1985.22

In the Philippines pricing poli-
cies have been used to maintain 
relatively low food prices for 
consumers and relatively stable 
prices for rice and corn farmers 
by setting floor and ceiling prices. 
To boost production further, sup-
port prices for rice and corn were 
raised in 1984 and the ceiling on 
consumer prices for corn was 
lifted. In order to stabilize rice 
and corn prices, government pro-
curement activities were stepped 
up and imports of rice were under-
taken to boost the buffer stock. 
The role of the private sector 
in domestic and foreign agricul-
tural trading was expanded to 
provide a more efficient system 
of marketing. More recently, 
the Government has announced

22 Bank Negara Malaysia, Annual 
Report 1985 (Kuala Lumpur, 1986), 
p. 142.

specific policies to be implemented 
to stimulate agricultural produc-
tion. These include elimination 
of export taxes on all agricultural 
products, intensification of price 
support to rice and corn farmers 
“to protect them from the disrup-
tive effects of international trad-
ing practices for these commo-
dities” , and crop diversification, 
particularly on coconut and sugar 
land to reduce dependence on 
traditional crops. The Govern-
ment’s primary role in agricul-
tural pricing and marketing would 
be to improve the marketing 
infrastructure and to foster com-
petition in agricultural trading.23

In Thailand, the private sec-
tor primarily handles the mar-
keting of agricultural inputs and 
outputs. The Government, how-
ever, significantly influences the 
marketing system and the price 
paid to the farmers through taxes, 
restrictions on trade and direct 
and indirect intervention in buy-
ing and selling operations. The 
major agricultural products of Thai-
land — rice, maize, tapioca, rubber 
and sugar-cane — are all interna-
tionally traded and prices pre-
vailing in the international market 
have a direct bearing on domestic 
prices.

The recent fall in the price 
of rice and sugar owing to con-
traction in demand and inten-
sified competition among sup-
pliers, especially after the recent 
release of the United States rice 
and sugar stocks at subsidized 
prices in the international mar-
ket, have been of major concern 
in Thailand. To counteract the 
effect of falling commodity prices 
over the past several years, the 
Government has reduced taxes 
on agricultural products. The 
rice export tax has been reduced

23 Policy Agenda for People-pow-
ered Development, Philippines Develop-
ment, vol. XIII, No. 4, July-August
1986, p. 19.
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to a nominal 1.5 per cent and 
the rice premium (the fixed rate 
fee for exports) has been virtually 
abolished. Export taxes on rubber 
were reduced in October 1984 
and April 1985 to boost exports 
and arrest the fall in domestic 
prices. Similarly, taxes on the 
sugar industry were adjusted to 
boost the price of cane and the 
income of the growers. Revenue 
from export taxes declined by 
39 per cent in 1985 as a result 
of the adjustments made. In 
addition, the Government has in-
tervened, directly and indirectly, 
in the marketing of rice, maize 
and sugar-cane.

Price support operations for 
rice have been carried out by 
encouraging rice millers and ex-
porters to buy and stock rice 
in the peak harvesting seasons 
designed to give the farmers tar-
geted minimum prices.24 For 
this purpose loans at concessional 
rates of interest from the commer-
cial banks and the Ministry of Agri-
culture and Co-operatives are made 
available to those willing to hold 
stocks. Various government agen-
cies resorted to limited direct 
purchase of rice from the farmers 
with special funds alloted for 
the purpose. The maize trade 
was largely freed from restrictions

2 4 In 1985, a minimum price of
3,000 per ton of 5 per cent paddy

with a moisture content of 14 per 
cent was set. The rice policy announced 
in late 1986 did not set a minimum 
price.

in 1985-1986, letting the private 
sector handle the trade. To boost 
maize prices received by the far-
mers, the Bank for Agriculture 
and Agricultural Co-operatives and 
the Public Warehouse Corporation 
accepted crop pledges during 1985-
1986 to enable farmers to hold 
out for better prices. To protect 
the income of sugar-cane growers, 
for the past few years the Cane 
and Sugar Board has set the pre-
liminary price of sugar-cane at 
the beginning of each growing 
season based on the predicted 
market price of sugar. Farmers 
receive 70 per cent of this pre-
liminary price and millers receive
30 per cent. If the actual market 
price falls below the set price, 
the farmers pay the millers the 
difference, and vice versa, if the 
opposite materializes. During the 
1984/1985 trading year, the market 
price went down below the pre-
liminary price and the farmers 
ended up with a debt to sugar mills. 
Since the price continued to fall 
in the crop year 1985/1986, the 
preliminary price was lowered but 
the debts owed to the millers 
were cancelled to give the pro-
ducers relief.25

The above review of policies 
reveal that food security and 
food self-sufficiency have been 
overriding objectives of pricing 
policies in several countries in

25 See Bank of Thailand, Annual 
Report 1985 (Bangkok, 1986), pp. 17- 
29.

the region. Both input and out-
put prices have been used to 
provide incentives to farmers to 
produce more. Guaranteed and 
stable prices for produce to mini-
mize farmers’ risks and sustain 
their income and gradual reductions 
in input subsidies have been a 
common feature of recent policy 
trends. With the attainment of 
relative self-sufficiency in basic 
cereal outputs, consumer subsidies 
are being scaled down to reduce 
their cost to government bud-
gets. Price policies have also 
been used to diversify agricultural 
crops and encourage export pro-
duction. Prices of export pro-
ducts have been determined by 
changes in world demand and 
supply over which the producing 
countries in this region have gen-
erally had little control, but which 
has had serious effects on domes-
tic prices and farmers’ incomes. 
They have also had serious reper-
cussions on government budgets, 
as governments have attempted to 
mitigate the adverse effects of 
price changes through various poli-
cy interventions. Many countries 
in the region have taken steps 
to remove controls and restric-
tions on their agricultural trade 
to allow the market to play a 
greater role in the determina-
tion of prices and allocation of 
resources. Unfortunately, the cur-
rent international environment for 
agricultural production, trade and 
prices is hardly conducive to 
encouraging them to continue to 
take such steps.
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Part Two

HUMAN RESOURCES DEVELOPMENT 
IN ASIA AND THE PACIFIC: 

PROBLEMS, POLICIES AND PERSPECTIVES





I. RATIONALE AND COMPLEXITIES

A. RATIONALE AND 
CONTENT

Developing countries in the 
ESCAP region in the mid- 

1980s contain some 2,600 million 
people, who constitute 54 per cent 
of all people on planet Earth and 
70 per cent of people in all de-
veloping countries. The population 
in the developing countries of the 
region is growing at 1.8 per cent 
per annum; this is an addition of 
45 million people each year. The 
labour force in these countries 
amounted to approximately 1,500 
million in 1984 and it is increasing 
at the rate of 1.4 per cent per 
year. The developing economies 
of the region are generally densely 
populated. Excluding the special 
cases of Hong Kong and Singapore, 
the density varies from 12,960 
persons per square kilometre of 
arable land in Papua New Guinea 
to 230 per square kilometre in 
Afghanistan. Bangladesh, Bhutan, 
China, the Cook Islands, Indonesia, 
Malaysia, Maldives, the Republic of 
Korea and Sri Lanka are some of 
the more highly densely populated 
developing countries in the region, 
each with a density of over 1,000 
people per square kilometre of 
arable land. Consequently, oppor-
tunities for expanding the physi-
cal frontiers of production by 
developing new land for cultiva-
tion and mining available in Aus-
tralia, Canada and the Union of 
Soviet Socialist Republics even 
today and in the United States 
of America in the nineteenth cen-

tury, are severely limited. Capital 
accumulation is also unlikely to 
grow as fast as before. This is, 
in part, due to remarkable domestic 
resource mobilization efforts in 
many countries of the region in 
the past decade or so and in part, 
due to the likelihood of continued 
stagnation in inflow of external 
resources.1 In consequence, human 
resources development has to play 
a greater role than before in pro-
moting and sustaining growth.2

1. Link between human resources 
and development

In the literature on social 
and economic development it 
is well recognized that economic 
growth is the product of technical 
progress, the accumulation of capi-
tal, and an increase in the labour 
force.3 Technical progress helps 
produce more output from given 
resources. A rise in crop yields 
as a result of introduction of high- 
yielding seeds is an example.

Capital raises the output of labour. 
A fisherman with a net (capital) 
catches more fish than another 
with his bare hands. An increase 
in the labour force arising from 
demographic changes and a more 
healthy labour force owing to 
improvements in nutrition and 
a decrease of morbidity provide 
a resource which can be put to 
greater and more productive em-
ployment. Demographic factors, 
of which population policy forms 
a part, determine changes in popu-
lation and hence the size of the 
labour force. Health and nutrition 
conditions and policies determine 
the vitality and participation rate 
of the labour force. Education 
contributes to technical progress 
in a number of ways. First, it 
promotes research as required, for 
example, in plant propagation, 
discovering new deposits of min-
erals or processes of production 
and management, and applying 
scientific knowledge to the pro-
duction of new commodities and 
equipment; all of these raise effi-
ciency in the use of resources. 
Secondly, education prepares peo-
ple to apply the results of research 
undertaken by others. In a world 
where different economies are 
characterized by wide differences 
in levels of technology, there is 
a large potential for the developing 
countries to raise their output by 
adopting more productive tech-
nologies. Thirdly, and perhaps 
most important, the simple but 
essential process of learning by 
doing enables the new entrant to

1 For a review of these aspects, 
see Survey, 1984, Part Two, pp. 129- 
207.

2 Human resources development, as
will be seen later, is a broad theme. 
Some of its concerns relating to the 
development of technology were dis-
cussed at the forty-second session of 
the Commission. See ESCAP, Human 
Resources Development: Its Techno-
logical Dimensions (Bangkok, March 
1986).

3
For elaboration, see J.E. Meade, 

The Growing Economy (London, George 
Allen & Unwin Ltd., 1968), especially 
chap. VII.
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the work force to become a dis-
ciplined and productive worker. 
Education plays a role in enhancing 
the capacity to learn on the job.

2. Concern with human resources 
development

The concern for human re-
sources development, possibly ema-
nating from an understanding of 
the limits on expanding the physi-
cal frontiers of production and 
an intuitive perception of the 
crucial role such development is 
likely to play in economic de-
velopment, has found expression 
in many forms in countries of 
the region.

(a) Human resources development
in recent development plans

The recent development plans 
of several developing countries in 
the region provide evidence of 
the increased attention paid to 
human resources development in 
these countries. The seventh 
five-year plan of China lays great 
emphasis on science and tech-
nology, education and other social 
programmes. The plan contains 
extensive discussions on science 
and technology, various levels and 
forms of education including adult 
education, demographic policies, 
employment, income distribution, 
public health services and social 
security.4 In India, one of the 
primary tasks of the seventh plan 
(1985-1990) is considered to be 
“the harnessing of the country’s 
abundant human resources and 
improving their capabilities for 
development with equity” .5 The 
programmes for alleviation of pov-
erty, reduction of economic and so-

4 Beijing Review, vol. 29, No. 17 
(28 April 1986).

5 India, Planning Commission, The
Approach to the Seventh Five Year
Plan 1985-90 (New Delhi, July 1984),
pp. 5-6.

cial inequality, improving producti-
vity, manpower planning and train-
ing, educational services, health fa-
cilities and housing for the poor are 
viewed as integral components of 
human resources development. 
The sixth five-year plan (1983- 
1988) of Pakistan has a large part 
on investment in human resources 
development with separate chapters 
on education, health, women’s 
development and population 
welfare which deals mainly with 
demographic policies.6 The fifth 
five-year economic and social de-
velopment plan of the Republic 
of Korea (1982-1986) urges more 
active government intervention in 
the area of the basic needs of the 
people. Some of the areas high-
lighted are housing, health care, 
controlling population growth, 
education, manpower development 
and employment services, social 
security, attention to children and 
adolescents and continuing develop-
ment of Saemaul Undong (new 
community development).7 In 
Samoa, the paramount develop-
ment objective is to improve the 
well-being of all Samoans par-
ticularly by ensuring adequate 
food, housing and satisfactory edu-
cation and health services8 and 
to this end the country’s fifth de-
velopment plan (1985-1987) seeks 
to increase production and ensure 
a fair distribution of the fruits 
of economic development and the 
satisfaction of basic economic, 
cultural and social needs. There 
is a separate chapter in the plan 
on human resources development

6 Pakistan, Planning Commission, 
The Sixth Five-Year Plan 1983-88 
(Islamabad, May 1983).

7 Republic of Korea, Economic 
Planning Board, The Fifth Five-Year 
Economic and Social Development Plan 
1982-1986 (Seoul, 1982).

g
Samoa, Department of Economic 

Development, Western Samoa’s Fifth 
Development Plan 1985-1987 (Apia, 
December 1984), p. 12.

focusing on population, employ-
ment and manpower development.

The new and heightened con-
cern with questions of human 
resources development is, in part, 
a response to the perception that 
there is in process the development 
of a new technology comparable, 
in many respects, with the inno-
vations which brought about what 
is commonly referred to as “the 
industrial revolution” and that to 
ride with this most recent wave of 
changes and not to be swept 
aside by it, the development of 
human resources is a prerequisite. 
The perceptibly increased rapidity 
of economic change and advances 
in technology has made it necessary 
to train workers more than once 
in their working life which itself 
has expanded owing to higher 
life expectancy.

(b) Other policy statements

Parallel to the emphasis in 
development plans, there have been 
policy statements on a variety of 
elements of human resources de-
velopment supported by organiza-
tional changes. Many countries 
in the region pursue active popula-
tion policies with a view to af-
fecting the size, composition, the 
spatial distribution and the quality 
of their populations. The size, sex 
composition and age structure of 
populations largely define the quan-
titative and qualitative parame-
ters in the design of policies and 
programmes in human resources 
development. Most countries of 
the region subscribe to the target 
adopted at the thirtieth World 
Health Assembly in 1977 of the at-
tainment by all citizens by the year 
2000 of a level of health permitting 
them a socially and economically 
productive life. They also share 
the perception that “the existing 
gross inequality in the health sta-
tus of the people . . .  is politically, 
socially and economically unaccep-
table and is, therefore, of common
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concern to all countries” .9 In edu-
cation, despite unprecedented ex-
pansion of education at different 
levels and in various forms, many 
countries still fall short of pro-
viding adequate educational oppor-
tunities for all children. In others, 
the quality and relevance of educa-
tional systems are in question. It 
has been noted, moreover, that .. 
in the fast changing context of de-
velopment, educational policies, 
purposes and methods have to res-
pond to new searches and ques-
tions. All this has been building up 
a new climate of challenge and res-
ponse in education in the countries 
of the region” .10 In fact, several 
countries, including China, India 
and the Republic of Korea and, 
among the developed countries, 
Japan, have announced new educa-
tional policies in recent years.

In 1985, the Government of 
India established the Ministry of 
Human Resource Development, and 
the following year it issued a new 
national policy on education. In 
China, in May 1985, the Central 
Committee of the Party prefaced its 
Decision on Reforms in the Educa-
tional System with the assertion 
that “the development of educa-
tion has become an essential task 
before the Chinese nation” .11 In 
August 1984, the Government of 
Japan enacted the Provisional Com-
mission for Education Reform Law. 
Among its purposes was “to reform 
and reshape the educational system

9 “Declaration of Alma-Ata” in
Primary Health Care: Report o f  the
International Conference on Primary 
Health Care, Alma-Ata, USSR, 6-12 
September 1978 (Geneva, World Health 
Organization, 1978), p. 2.

10 United Nations Educational, 
Scientific and Cultural Organization, 
Regional Office for Asia and the Paci-
fic, Education for Development-Chal-
lenges: Dilemmas (Bangkok, 1985).

11 “Decision of the Central Com-
mittee of the Chinese Communist 
Party on the reforms in the educational 
system”, 27 May 1985 (translation 
from Chinese).

to better suit it to Japan’s current 
situation” .12 The Economic and 
Social Commission for Asia and the 
Pacific at its forty-first session 
adopted “Human resources de-
velopment” as the theme for its 
forty-second and forty-third ses-
sions as the development of human 
resources was a problem of imme-
diate and deep concern to the 
countries in the region.13

3. Content

The present study is in con-
sonance with the expressions of 
concern with human resources de-
velopment by developing countries 
of the region. The foregoing dis-
cussion, especially with regard to 
human resources development in 
recent development plans, is indi-
cative of the wide range of subject 
matters that could appropriately 
belong in an analysis of human 
resources development. In this 
study the focus is on population, 
health and nutrition, and education.

Moreover, while many aspects 
of policies with regard to the afore-
mentioned subjects have a bearing 
on human resources development, 
those aspects of policy which are 
concerned with efficiency in the 
use of resources, the allocation of 
resources, the mobilization of re-
sources for financing these activities 
and distributional questions which 
arise from these decisions receive 
prominence in the present analysis. 
Note is taken of the problems of 
resource allocation for human re-
sources development activities in 
a period of rising austerity in re-

12 Saburo Okita, “The most vital
resource: the role of the human ele-
ment in the development process” , 
Speaking o f  Japan, vol. 7, No. 68 (Au-
gust 1986), pp. 12-17.
13 Annual report of the Economic 

and Social Commission for Asia and 
the Pacific on its forty-first session 
(Official Records o f  the Economic 
and Social Council, 1985, Supplement 
No. 12) (E/1985/33-E/ESCAP/470), pa-
ra. 322.

source use by Governments and 
the concomitant questions of the 
extent of contributions and the 
manner of participation by the 
private sector in these activities.

4. Some dilemmas in human 
resources development

(a) Human resources development
and growth in gross domestic
product

The emphasis on human re-
sources development has been 
heightened with the perception 
that rates of growth in GDP are 
higher in those developing coun-
tries in the region where the level 
of human resources development 
is high. However, there are for-
midable conceptual problems in 
constructing any single composite 
indicator of human resources de-
velopment. Using literacy rates 
as a proxy, it is found that eco-
nomies with high literacy rates 
and high rates of economic growth 
generally tend to cluster together 
(see figure II. 1 overleaf). The liter-
acy rate of the 1970s has been cho-
sen because it may be argued that 
the current economic growth is 
influenced by previous human 
resources development. Although 
the scatter is, in general, of the 
expected pattern, it is well to note 
some exceptions. Solomon Islands 
is at an unexpected extreme while 
Tonga is with the main cluster. 
Moreover, based on growth rates 
in GDP, one would expect coun-
tries like Bangladesh, India and 
Pakistan in the same cluster as 
Japan, the Philippines and Sri
Lanka. In fact, the literacy rate 
in Bangladesh, India and Pakistan 
is less than one half of that in 
Japan, the Philippines and Sri
Lanka. Similarly, one expects 
to see the Philippines and Sri
Lanka, where literacy rates are
high, in the same category as 
Hong Kong, the Republic of 
Korea, Singapore and Thailand. 
In fact, there is considerable
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Figure II.1. Selected economies in the ESCAP region. Rate of growth of gross domestic product and literacy rate

Sources: The World Bank, World Development Report 1986 (New York, Oxford University Press, 1986) and The World 
Bank Atlas 1986 (Washington, D.C., 1986); United Nations Educational, Scientific and Cultural Organization, Statistical Year-
book, various issues; Asian Development Bank, Key Indicators o f  Developing Member Countries o f  ADB  (Manila), vol. XVI (April 
1985); and national sources.

a Literacy rate relates to the earliest available year during the 1970s except for Solomon Islands for which the rate relates 
to 1980.

divergence among these economies. 
On the other hand, the continued 
high rates of growth in GDP in 
Japan, sustained by a highly pro-
ductive labour force, seem note-
worthy. A lack of one-to-one 
correspondence is also seen in 
figure II.2 in respect of current 
rates of literacy and the levels 
of net domestic product per capita 
in 20 States belonging in the 
Indian union. These dispersions 
provide an indication of the many 
limitations in the economic analysis 
of human resources development 
and that simultaneous action in 
other areas is important for the 
promotion of growth.

(b) Human resources development
and equity

Considerations concerning hu-
man resources development are 
important because of their bearing 
on economic growth; furthermore, 
policies on human resources de-
velopment have a strong effect 
on the distribution of output. 
There are some instances in which 
economies have grown at a mod-
erate pace while the distribution 
of income has deteriorated and 
the number of persons in absolute 
poverty has increased. The domi-
nant postulate of the 1950s, 
partly influenced by the works of

some distinguished economists,14 
that economic growth would auto-
matically trickle down to the 
poor and tend to equalize levels 
of productivity, wages and incomes 
among sectors and regions has 
not been borne out by experience. 
In consequence, there has been 
some fundamental rethinking on

14 See, for example, Simon Kuznets, 
“Economic growth and income inequali-
ty ”, American Economic Review, vol. 
45, No. 1 (March 1955), pp. 1-28; and 
W. Arthur Lewis, “Economic develop-
ment with unlimited supplies of labour”, 
Manchester School o f  Economic and 
Social Studies (Manchester), vol. 22, 
No. 2 (May 1954), pp. 139-191.

94



Fi
gu

re
 II

.2
. 

St
at

es
 o

f I
nd

ia
: 

pe
r c

ap
ita

 n
et

 d
om

es
tic

 p
ro

du
ct

 1
98

1/
82

 a
nd

 li
te

ra
cy

 ra
te

 1
98

1

So
ur

ce
s:

 
In

di
a,

 M
on

th
ly

 A
bs

tr
ac

t o
f S

ta
tis

tic
s 

(J
ul

y 
19

86
); 

an
d 

H
an

db
oo

k 
on

 S
oc

ia
l W

el
fa

re
 S

ta
tis

tic
s 

(1
98

1)
.

56



the meaning of development. De-
velopment has come to be viewed 
as a process whereby structural 
changes in the economy and 
social mobility go hand in hand 
with rapid economic growth and 
there is a progressive reduction 
in disparities — regional, sectoral 
and societal. A logical corollary 
to this approach has been the 
emphasis on the alleviation of 
the severity of poverty and on 
meeting certain basic needs of the 
poor, such as health, nutrition, 
housing and education. Special 
attention has been paid to the 
public provision of related goods 
and services through, for instance, 
expanded rural water supplies, 
sanitation facilities and primary 
schools. This approach is, however, 
fraught with a dilemma. There 
is one point of view which sees 
the provision of basic needs as 
“an end in itself, not in need of 
any further justification” .15 The 
other view stresses the need to 
raise material output to enable 
the provision of these services 
and therefore the need to invest 
in capital in the form of construc-
tion, machinery and equipment.16

However, it has come to be 
increasingly realized that meeting 
basic needs would not merely 
directly promote the realization 
of an important objective of de-
velopment, namely, elimination of 
poverty and reduction of inequities, 
but also foster growth and develop-
ment by improving the quality of 
the labour force by raising human 
capital. A burgeoning literature

15 Paul Streeten, “From growth to 
basic needs”, in the World Bank, Pover-
ty and Basic Needs (Washington, D.C., 
1980), p. 8.

16 Deepak Lal, The Poverty o f  
Development Economics (Cambridge, 
Massachusetts, Harvard University Press, 
1985), has characterized the emphasis 
on satisfying “basic needs” as “diri- 
giste impulses which. . . have done so 
much indirect damage to the prospects 
of the Third World’s poor” (p. 102).

of empirical findings demonstrating 
the contribution of selected in-
dicators of human resources de-
velopment to growth and on 
returns to expenditure on selected 
components of human resources 
development is further evidence 
in support of the argument that 
there is no necessary trade-off bet-
ween developing human resources 
and promoting growth.17 Such 
vindication notwithstanding, it is 
necessary to point out that neither 
does investment in human resources 
development automatically improve 
equity. As will be elaborated in 
later chapters, the outcome is 
conditioned by many factors.

(c) Some difficulties in the theory

The concern with human re-
sources development, although new 
in emphasis and urgency in the 
region, is by no means novel in the 
literature on economic and social 
development. It has been stated 
that “as early as in 1691, for 
example, Sir William Petty pointed 
out the importance of human 
capital for economic development. 
Several classical economists — like 
Adam Smith — also assumed that 
all abilities which the members 
of society have acquired and 
from the use of which they benefit 
have to be considered as capital 
stock” .18 In the late nineteenth 
century, Alfred Marshall wrote, 
“The production of wealth is 
but a means to the sustenance 
of man; to the satisfaction of 
his wants; and to the development

17 For a survey of some of this li-
terature, see George Psacharopoulos and 
Maureen Woodhall, Education for De-
velopment (Washington, D.C., World 
Bank, 1985).
18 Hans-Ribert Hemmer, “The con-

tribution of human resources to de-
velopment: some analytical reflec-
tions”, a paper presented to the United 
Nations Development Programme, Con-
ference on Human Resources Develop-
ment, 1-5 April 1986, Tokyo.

of his activities, physical, mental 
and moral. But man himself 
is the chief means of the produc-
tion of that wealth of which he 
is the ultimate aim”.19

Despite these intuitions and 
concerns, there is no logically 
satisfactory explanation of the 
role and the means by which 
human resources development con-
tributes to development. That 
a better fed, more healthy and 
better educated population enjoys 
a higher standard of living and that 
these factors contribute to human 
development is not in debate. But 
whether they are the root causes 
of development is not a question 
to which, in the current state of 
knowledge, an unequivocal answer 
can be provided. In neoclassical 
economics, which provides the 
theoretical foundation for much 
work in development economics, 
there are insurmountable difficul-
ties in providing a place for educa-
tion and research, which form a 
very important part of human 
resources development, as a factor 
contributing to economic growth. 
This is mainly on account of 
the externalities, indivisibilities, and 
both conceptual and statistical 
problems of measurement asso-
ciated with human resources de-
velopment.

B. COMPLEXITIES

1. Interrelations among 
components

As noted earlier, the com-
ponents of human resources de-
velopment on which the present 
study concentrates are population, 
health and nutrition, and educa-
tion. This section focuses atten-
tion on the interrelations between 
these components, their bearing 
on economic growth and develop-

19 Alfred Marshall, Principles o f  Eco-
nomics, 8th ed. (London, Macmillan 
and Co. Ltd., 1956), p. 144.
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ment and the impact of policies 
in human resources development 
on social mobility.

A schematic presentation of 
the relationships among four com-
ponents of human resources de-
velopment and income is shown 
in figure II.3. There is a two- 
way relationship between the cate-
gories of fertility, health, nutrition 
and education on the one hand 
and income on the other. At the 
same time each category has a 
two-way relationship with each 
of the others. The consequent 
web of interrelations is quite 
complex and needs to be kept

well in mind in discussing policies 
in any one component of human 
resources development. However, 
the extent of these interrelation-
ships is hard to assess.

In order to obtain some 
measures, rank correlation coeffi-
cients, in respect of 22 developing 
countries in the region for which 
there were data for 1982 or 1983, 
were constructed, relating per capi-
ta income with certain indicators 
of human resources development 
as shown in table II.1 (overleaf). All 
the coefficients have the expected 
sign. There are strong rank corre-
lations between per capita food

intake and most other variables. 
Ranking by life expectancy and 
child death rate are strongly cor-
related with ranking by the ratio 
of enrolment in primary schools. 
Some of the strongest rank cor-
relations are among various mor-
tality rates and life expectancy. 
This is the result of mortality 
rates being components which 
go to determine life expectancy 
and is not of substantial signifi-
cance in the present context.

Some of these relationships are 
examined further on the basis of 
disaggregated information. The out-
standing interrelationship is that

Figure II.3. Interaction among selected aspects of human resources development and of economic development

Source: Adapted from The World Bank, World Development Report, 1980 (New York, Oxford University Press, 1980),
p. 69.
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Table II.l. Rank-correlation coefficientsa of selected developing countries in the ESCAP region ranked by selected 
indicators of economic development and of human resources development

Life
expectancy

rate

Crude
death
rate

Infant
mortality

rate

Child
death
rate

Daily per 
capita calorie 

supply as 
percentage o f  
requirement

Primary
school

enrolment
ratio

GNP per capita 0.55b -0.52b -0.77 -0.73 0.69 0.60

Life expectancy -0.83 -0.97 -0.94 0.73 0.72

Crude death rate 0.91 0.89 -0.51 -0.63

Infant mortality rate 0.97 -0.78 -0.59

Child death rate -0.77 -0.76

Daily per capita calorie 
supply as percentage 
of requirement 0.50

Source: ESCAP secretariat calculation.
a  tnec rep 01 ta tnacifingiS b .detacidni esiwrehto sselnu level tnec rep 5 ta tnacifingis yllacitsitats era stneiciffeoc eht llA

level.

between high literacy rates among 
females and low infant mortality 
(table II.2). Sri Lanka, with 82.7 
per cent of females literate, has an 
infant mortality rate of 37 per thou-
sand; Thailand, with 87.8 per cent 
of females literate, has an infant 
mortality rate of 44 per thousand; 
corresponding figures for the Phi-
lippines are 85.4 per cent and
49 per thousand. At the other 
end are Bangladesh, with a literacy 
rate of females at 22.2 per cent 
and an infant mortality rate of 
124 per thousand; Nepal, with a 
literacy rate of females at 11.9 
per cent and an infant mortality 
rate of 135 per thousand; and
Pakistan, with a literacy rate of 
females at 18.6 per cent and
an infant mortality rate of 116 
per thousand. Countries where 
the relationships seem to require 
further explanation are China, 
with a literacy rate of females 
of 55.5 per cent and an infant 
mortality rate of 36 per thousand, 
and the Lao People’s Democratic 
Republic, with a literacy rate of 
females of 75.8 per cent and
an infant mortality rate of 153

per thousand.
Similarly, one expects a posi-

tive relationship between infant 
mortality, both as indicative of 
general health conditions and of 
chances of survival of infants, 
and crude birth rates. While the 
expectation is true in respect 
of most countries, there are ex-
ceptions. The Philippines and 
Viet Nam, where the infant mor-
tality rate is low, have crude 
birth rates well above 30 per 
thousand.

The lack of uniformity dis-
cussed above is itself an indication 
that there is no necessary cor-
respondence among components 
of human resources development, 
nor between them and per capita 
income, though, in general, these 
tend to move in the same direc-
tion.

2. Population and development

As per capita income is total 
income divided among the total 
population, the higher the size 
of the population, the lower the 
per capita income; and the higher

the rate of growth of population, 
the lower the rate of growth of 
per capita income. This inverse 
relationship has not held in the 
long run. The population of some 
15 present-day developed countries 
increased threefold during the 150 
years since about 1830 while total 
production increased about fifteen- 
fold. While the historial circum-
stances in the modern world are 
very different from those 150 
years ago, that income increased 
much faster than population, points 
to complex interactions between 
the numerator (income) and the 
denominator (population) as a 
result of operation of many other 
factors in economic and social de-
velopment, not considered here.20

Natural growth in population 
is a result of fertility and mor-
tality. High fertility is likely to 
change the age structure of a 
population so as to increase the

2 0 For an elaboration, see Philip 
M. Hauser, “Introduction and over-
view”, in World Population and De-
velopment, Philip M. Hauser, ed. (New 
York, Syracuse University Press, 1979), 
pp. 22-60.
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Table II.2. Selected developing economies in the ESCAP region. Indicators of human resources development 
and gross domestic product per capita

1984 1985

Per thousand 
population

Crude Crude 
birth rate death rate

Infant
mortality

rate

Literacy ratea 

Male Female

Per capita 
GDP 

( US dollars)

Afghanistan 38.9 7.8 165b
Bangladesh 41 15 124 43.3 22.2 148
Bhutan 43 21 135 108c
Burma 30 11 67 80.5 59.3 174

China 19 7 36 82.4 55.5 254
Hong Kong 14 5 10 94.7 80.9 6 314
India 33 12 90 57.2 28.9 226d
Indonesia 33 12 97 83.0 65.4 518d
Iran (Islamic 

Republic of) 41 9 112 62.3 39.0
Lao People’s Democratic 

Republic 42 19 153 92.0 75.8 219d
Malaysia 30 6 28 80.9 66.0 2 218
Mongolia 35 8 50

Nepal 43 18 135 38.7 11.9 137
Pakistan 42 15 116 39.9 18.6 307
Papua New Guinea 38 13 69 54.8 35.3 675
Philippines 33 8 49 86.0 85.4 600
Republic of Korea 20 6 28 2 099
Singapore 17 6 10 93.4 78.6 6 826

Sri Lanka 26 6 37 91.2 82.7 368
Thailand 26 8 44 94.2 87.8 752

Viet Nam 35 8 50

Sources: Asian Development Bank, Key Indicators o f  Developing Member Countries o f  ADB  (Manila), vol. XVII (July 1986); 
The World Bank, World Development Report 1986 (New York, Oxford University Press, 1986); United Nations Educational, 
Scientific and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985); and national sources.

a Calculated on the basis of population of age 15 years and over. b Per capita GDP at 1978/79 prices. c 1983. d 1984.

dependency ratio. A most likely 
consequence of this would be 
an increase in consumption, a re-
duction in savings, a lowering 
of investment and a decline in 
the rate of growth in output.21

21 For an alternative scenario, see 
P.T. Bauer, Equality, the Third World 
and Economic Delusion (London, Wei- 
denfeld and Nicolson, 1981), chap. 3.

Moreover, an increase in the num-
ber of dependent children may 
reduce expenditure per child on 
nutrition, health and education 
with direct consequences for hu-
man resources development. Eco-
nomic benefits of declining fer-
tility are hard to quantify pre-
cisely. There are, however, many 
empirical studies which attempt 
to show that the present value

of a birth averted in developing 
countries is large.22 A decrease 
in mortality usually accompanied 
by lower morbidity and improved 
health contributes to high labour 
productivity and increases the per-

22 See, for instance, The Costs 
and Benefits o f  Family Planning Pro-
grammes, World Bank Staff Occasional
Paper No. 12 (Washington, D.C., 1971).
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son-years in the labour force and 
in production. On the other 
hand, decreased mortality, at least 
in the short run, may also increase 
the proportion of dependent chil-
dren in the population with con-
sequences similar to those of 
high fertility, but with less waste. 
However, lower mortality itself 
may influence peoples’ choice in 
favour of a smaller family size 
and a consequent fall in fertility. 
Depending on initial conditions, 
a given growth rate of population 
may impede growth and develop-
ment by adversely affecting the 
land-man ratio, or promote growth 
and development by relieving a 
labour constraint or raising demand 
both for consumer and investment 
goods.

In addition to the size, the 
growth rate and the age-structure 
of a population, its geographical 
distribution also has implications 
for the pace and character of 
development. In particular, large- 
scale migration to a few urban 
areas may raise a host of problems 
relating to the degradation of 
the environment, a demand for 
economic and social infrastructure 
such as transport and power sup-
plies, housing, education, health 
and recreational facilities, a rise 
in delinquency and crime, in the 
exploitation of child and female 
labour and an aggravation of 
the general problems of governance. 
Rural areas would suffer con-
sequent upon the emigration of 
mature and enterprising individuals. 
On the other hand, a certain degree 
of mobility of labour and con-
sequently of population is an 
essential requirement for develop-
ment. Similarly, the number 
and the quality of people migrating 
from or into a country affect its 
development.

In a reverse flow, develop-
ment itself has impacts on popula-
tion growth and mobility. The 
level of income and the way it is 
earned, for instance, are known

to influence attitudes towards 
family size and child-rearing prac-
tices. The pattern of development 
has its impact on decisions to 
migrate.

3. Health and nutrition 
and development

The growing recognition of 
the link between health and de-
velopment is evident from the 
increasing acceptance of certain 
indicators of health and nutrition 
status such as average life ex-
pectancy, infant mortality or calo-
rie intake as partial measures of 
social and economic development. 
It has been argued that “improve-
ments in health would promote 
learning, reduce absenteeism, im-
prove stamina and increase energy 
output. Therefore better health, 
especially among adults, would 
contribute to improving the eco-
nomic status of the poor and to 
expanding total output” .23 What-
ever the other consequences, a 
fall in mortality rates and a rise 
in the average expectation of 
life are in themselves increases 
in welfare, generally not reflected 
in figures of income per head.24

Malnutrition is a major factor 
reducing vitality and raising mor-
tality. It impairs normal body 
responses, thereby reducing im-
munity against and increasing sus-
ceptibility to infection. Moreover, 
malnutrition among children can 
cause permanent and irreversible 
damage to their physical develop-
ment affecting their productivity 
as adults. In a recent study of 
a project on supplemental feeding 
for malnourished children in Tamil 
Nadu, India it was shown that 
the internal rate of return on the

23 Federick Galladay, “Health prob-
lems, policies in the developing coun-
tries”, World Bank Staff Working Paper 
412 (Washington, D.C., 1980), p. 2.

24 P.T. Bauer, Dissent on Develop-
ment (Cambridge, Massachusetts, Har-
vard University Press, 1976), p. 63.

project was well above the oppor-
tunity cost of capital and that 
even under the worst case scena-
rio, it would remain so with the 
inclusion of social benefits.25

An important link between 
health status and output occurs 
through the availability of labour. 
Even if premature death of poten-
tial workers may cause no serious 
problem of replacement under 
conditions of high unemployment, 
absenteeism caused by poor health 
disrupts production processes and 
leads to loss in output. Some 
careful studies on the control 
of tuberculosis in the Republic 
of Korea and on anti-malaria 
programmes in India and the 
Philippines indicate large economic 
returns to expenditure on im-
proved health.26

Poor health also uses up 
current resources. Individuals and 
households incur expenses for treat-
ment that could be otherwise 
available for investment in physi-
cal or human capital. In addition, 
certain diseases increase metabolic 
demands upon the body or im-
pair the absorption of nutrients, 
thereby requiring a greater than 
normal intake of nutrients. The 
higher incidence of school absen-
teeism and drop-out among chil-
dren suffering from ill health

25 Odin K. Knudsen, “Economics 
of supplemental feeding of malnourished 
children: leakages, costs and benefits”, 
World Bank Staff Working Paper 451 
(Washington, D.C., April 1981).

26 See, for instance, Martin A.
Feldstein and others, Resource Alloca-
tion Model for Public Health Plan-
ning: A  Case Study o f  Tuberculosis
Control, supplement to volume 
48 of the Bulletin of the World Health 
Organization (Geneva, 1973); C.E.A. 
Winslow, The Cost o f  Sickness and 
the Price o f  Health, WHO Monograph 
Series No. 7 (Geneva, 1973); and Rati 
Ram and Theodore W. Schultz, “Life 
span, health, savings and productivity”, 
in Economic Development and Cul-
tural Change, vol. 27, No. 3 (April 
1979).
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reduces the efficiency of invest-
ment in education.

There is also an enormous 
loss of output when unhealthy 
conditions restrain human settle-
ment in areas with fertile land 
and other natural resources. It 
has been shown that in Nepal 
and Sri Lanka, for instance, an 
important initial result of the 
control of malaria was to induce 
the movement of labour and 
capital into resource-rich districts 
from less well-endowed areas lead-
ing to a net increase in total out-
put.27 The prevalence of infec-
tious diseases prevents the full 
exploitation of the tourism poten-
tial in a country. Improvements 
in health conditions may also 
promote development by bringing 
about attitudinal changes and re-
ducing fatalistic apathy, which 
may be a quite rational response 
to forces beyond a person’s control.

The impact of development 
on raising levels of human resources 
development is, perhaps, most 
clear in the health sector. A rise 
in food supplies and improvements 
in hygiene which accompany de-
velopment raise standards of health. 
It has been observed that in de-
veloping countries today and in 
all countries in the recent past, 
mortality is due largely to a high 
incidence of infectious diseases. 
The level of infection is determined 
mainly by the standard of living 
and even modest improvements 
are reflected rapidly in lower 
death rates. This reduction benefits 
mainly children and infants.28

4. Education and development

Education contributes to eco-
nomic and social progress in a

27 See World Bank, Health Sector 
Policy Paper (Washington, D.C., 1975), 
p. 27.

28 Thomas McKeowen, The Modern 
Rise o f  Population (London, Edward 
Arnold, 1956), p. 35.

great many ways. Education 
in itself is highly valued in the 
long-lived civilizations in this re-
gion. It is the principal means 
of acquiring literacy, an essential 
requirement for participating in 
and benefiting from economic 
and social advancement. The 
acquisition of literacy is the first 
step towards gaining knowledge 
of and skills in new techniques 
and processes of production and 
ways of management. Higher 
education is an essential require-
ment for reaching the frontiers 
of knowledge and the exploration 
of terrain hitherto uncharted. De-
pending on policies for financing 
and providing educational services, 
it also can be a mechanism for 
providing social mobility. While 
at this level of abstraction, edu-
cation may receive extremely high 
priority in human resources de-
velopment decisions, there is much 
uncertainty as one approaches 
details regarding the allocation of 
resources.

Measuring the contribution of edu-
cation to development

This uncertainty and lack of 
firmly-founded conclusions have 
led to a plethora of empirical 
analyses of the contribution of 
education to development. There 
are three main strands of analysis. 
The first, pioneered by Denison,29 
and based on a growth accounting 
approach, is an effort to explain 
overall economic growth not ac-
counted for by increases in labour 
and capital in terms of other 
factors, including education. The 
second, pioneered by Schultz,30

29 E.F. Denison, The Sources o f  
Economic Growth in the United States 
and Alternatives Before Us (New York, 
Committee for Economic Development,
1962).

30 Theodore W. Schultz, The Econo-
mic Value o f  Education (New York and
London, Columbia University Press,
1963).

seeks to estimate rates of return 
to investment in education based 
mainly on earnings differentials. 
The third, that of manpower 
planning, attempts to estimate 
skill inputs required for growth. 
Following the first two pioneering 
contributions, empirical investiga-
tions regarding the contribution 
of education to economic growth 
have been carried out in many 
countries. These studies generally 
substantiate the positive contri-
bution of education to growth.31 
However, they all suffer, in vary-
ing degrees, from limitations with 
regard to both method and meas-
urement.

These limitations are quite 
substantial. The concepts of 
capital and labour as measured 
in growth accounting exercises 
of the kind undertaken by Deni-
son make it absolutely certain 
that there would be a large residual 
of rates of growth unaccounted 
for by these two factors. The 
attribution of two fifths of this 
residual to education as in Deni-
son’s work, should leave most 
readers no more convinced than 
by the intuitive suggestion that 
education contributes to growth. 
The estimates of returns to edu-
cation also come up against serious 
problems of measurement. Al-
though education adds cognitive 
skills and performs a socialization 
process, its main function, es-
pecially at the higher levels, is to 
function as a filter to separate

31 The statistical information from 
these analyses can be found in George 
Psacharopoulos, “The contribution of 
education and economic growth: in-
ternational comparisons”, in J. Ken-
drick, ed., International Productivity -  
Comparisons and the Causes o f  Slow-
down (Cambridge, Massachusetts, Har-
vard University Press, 1984), p. 337; 
and in George Psacharopoulos, “Re-
turns to education: an updated in-
ternational comparison”, Compara-
tive Education, vol. 17, No. 3 (1981), 
pp. 321-341.
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the more able from others.32 
Diplomas and certificates announce 
to the purchaser of labour that 
their possessors are the most 
competent among the labour force; 
in any case they can be expected 
to be more productive and to 
earn higher wages. Wage differen-
tials between people at different 
levels of education are to that 
extent not wholly returns to 
the additional expenditure on more 
education; only a part is; and how 
large a part is not easy to deter-
mine.

A variant of Schultz’s analysis 
establishing a link between edu-
cation and economic growth meas-
ures the effect of education on 
differences in physical measures 
of output. A detailed study that 
explored the relationship between 
education and agricultural pro-
ductivity measured in crop pro-
duction per unit of land con-
cluded that farmers who had 
completed four years of primary 
education on average had sub-
stantially higher productivity than 
those with no education.33 More 
recent studies carried out in Ma-
laysia, Nepal, the Republic of 
Korea and Thailand testify to 
the significant positive effect of 
education on farmers’ producti-
vity.34

Against the backdrop of this 
brief discussion on empirical evi-

32 See, among others, Kenneth J. 
Arrow, “Higher education as a filter”, 
Journal o f  Public Economics, vol. 2, 
No. 3 (July 1973), pp. 193-216.

33 M.E. Lockhead, D.T. Jamison 
and L.J. Lau, “Farmer education and 
farm efficiency: a survey”, in Timothy 
King, ed., “Education and income”, 
World Bank Staff Working Paper 402 
(Washington, D.C., 1980).

dence and limitations, one might 
with profit quote from an exhaus-
tive study relating to the Republic 
of Korea. “Both the expansion 
of education and the growth of 
the economy of Korea are unique 
events in the history of develop-
ment. There is a relationship 
between the two phenomena but 
it is not a simple cause-and-effect 
or facilitation linkage.”35

The third approach, that of 
manpower planning, which has 
a much longer history and has 
been intuitively more appealing 
in circumstances where there has 
emerged mismatch between the 
skill output of the system of 
education and the skill require-
ments of the economy, has not 
had much success for two main 
reason. First, output of the edu-
cation system requires long gesta-
tion periods. In periods of rapid 
change, there are insurmountable 
difficulties in foreseeing changes 
in manpower requirements suffi-
ciently in advance. The problem 
with input-output coefficients in 
inter-industry tables appears mag-
nified in this instance. Secondly, 
the definition of skill in man-
power plans has not been very 
useful in educational planning.

The conclusion of the fore-

34 D.T. Jamison and L.J. Lau,
Farmer Education and Farm Efficiency 
(Baltimore, Johns Hopkins University 
Press, 1982); and D.T. Jamison and 
P.R. Moock, “Farmer education and 
farm efficiency in Nepal: the role of
schooling, extension services and cogni-
tive skills”, World Development, vol. 
12, No. 1 (January 1984).

35 Noel F. McGinn and others, Edu-
cation and Development in Korea 
(Cambridge, Massachusetts, Harvard Uni-
versity Press, 1980), pp. 240-241.

going discussion is that the role 
of education in promoting de-
velopment cannot be denied, nor 
can it be precisely measured. 
In consequence, some degree of 
subjectivity in educational invest-
ment decisions is unavoidable. 
The analysis in chapter IV should 
be read with this in mind.

C. DATA SOURCES AND 
ORGANIZATION

In preparation of this Survey, 
there have been serious problems 
in obtaining comparable data. Al-
though there is a wealth of infor-
mation on population, health and 
education in the developing coun-
tries in the region, these are not 
always comparable or of such 
nature as to enable one to answer 
or even formulate questions re-
garding the economic and social 
rationale of decisions regarding 
expenditure on these services. Ef-
forts have been made to use data 
from international sources, com-
plemented by national sources, 
wherever possible. At any rate, 
there has been more usable infor-
mation regarding some countries 
than others. Consequently, there 
is likely to be more evidence 
from some countries than others 
and comments thereon. The 
reader is advised that the reason 
for this imbalance is simply that 
there was no access to compara-
ble data for other countries.

The next three chapters of 
this study are devoted to a dis-
cussion of problems and policies 
in population (chapter II), in 
health and nutrition (chapter III), 
and in education (chapter IV). 
These are followed by a summary 
of the major findings and direc-
tions for further work (chapter V).
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II. POPULATION

A consideration of human re-
sources development must be-

gin with the people. Their re-
quirements of education, health 
care, housing, sanitation and others 
which contribute to the develop-
ment of human resources largely 
depend on the various characteris-
tics of a country’s population: 
its size, age structure, spatial 
distribution, diversity by race or 
ethnic groups, dispersion by so-
cial and economic status and 
others. Population planning, there-
fore, forms an integral component 
of planning for human resources 
development. There are many 
aspects of population relevant to 
such development. In this dis-
cussion, the focus is on popula-
tion size and growth, fertility, 
age structure, spatial distribution, 
and related policies.

A. SIZE AND GROWTH

The size of a population and 
its rate of growth provide the 
basic information in human re-
sources development. The initial 
stock of a country’s population 
may not necessarily be in har-
monious balance with other pro-
ductive factors e.g. land, other nat-
ural resources and capital. Hence 
there arises the need for conscious-
ly influencing the growth rate of 
population to bring about changes 
in the desired direction. At the 
same time, the initial stock and the 
anticipated growth rates of popu-
lation relative to those of other 
factors of production may dictate

a particular pattern of development 
(e.g. capital-intensive or unskilled 
labour-intensive or technology-in- 
tensive) with implications for hu-
man resources development.

The growth of the popula-
tion of a country is determined by 
natural increase and net migration. 
Natural increase is the excess of 
births over deaths. In most coun-
tries of the region it is the na-
tural increase that has largely de-
termined population growth rates. 
In some of the Pacific island 
countries, net migration has been 
of substantial importance.

The population of each ESCAP 
member and associate member 
ranges from a few thousand to over 
1,000 million, as shown in table II.3 
(overleaf). The total population of 
the region has increased rapidly 
from 1,800 million in 1965, to 2,300 
million in 1975 and 2,700 million 
in 1985. Given the size and the 
rate of growth of population in de-
veloping ESCAP countries, certain 
points deserve to be highlighted.

First, in many countries of the 
region agriculture remains the most 
important economic activity either 
as a source of output or employ-
ment. As noted in chapter I, 
in several of them, the density 
of population per square kilometre 
of arable land is already high 
with virtually no scope for ex-
panding physical frontiers of pro-
duction.1 In the absence of rapid 
industrialization and technological 
improvements, therefore, a fast

1 See chapter I, p. 91.

increase in population will severely 
constrain the growth of output by 
setting in motion forces of dimi-
nishing returns to labour and hence 
the emphasis on investment in hu-
man resources development in 
these countries. Moreover, the 
existing unemployment problems 
will be exacerbated. In itself, 
unemployment involves a waste of 
human resources; besides, it often 
causes social unrest, dissension, and 
apathy, creating an environment 
inimical to development.

Second, unlike in nineteenth- 
century Europe, large-scale emi-
gration is not a feasible option for 
most developing countries in the 
region. A few Pacific island coun-
tries have been able to take advan-
tage of this option in the past. 
Some of the Asian countries 
managed to export a sizeable 
volume of labour services to coun-
tries in Western Asia following the 
buoyancy in oil prices during the 
1970s. However, in most cases, 
such employment abroad cannot 
be viewed as permanent migra-
tion. In fact, a significant return 
flow has already started with the 
decline in demand for labour 
consequent upon the fall in the 
prices of oil.

Third, despite a substantial 
decline during the last decade 
in practically all countries, the 
growth rate still remains high. 
During its period of industriali-
zation, the growth rate of the popu-
lation in Western Europe hardly 
exceeded 1.5 per cent a year. As 
can be seen in table II.3, the
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growth rate is much higher in most 
countries of the region, with the 
noteworthy exception of China.

Fourth, within countries, it is 
often the poorer families, already 
disadvantaged in securing access 
to productive employment, health

and nutrition, and education, that 
have relatively higher fertility. To 
the extent the reduction in popu-
lation growth rates is accompanied 
by a fall in fertility among poor 
families, there may be substantial 
improvements in equity in human

resources development which, as 
the later chapters show, remains 
a major challenge in the develop-
ing countries in the region. It 
has been stated that excluding 
China, where fertility has already 
been reduced dramatically, a rapid

Table II.3. Selected developing economies in the ESCAP region. Size and growth of population, 1965-1985

Total population 
(in thousands)

Average annual rate 
o f  growth (percentage)

1965 1975 1985 1965-1975 1985

ESCAPa 1 798 343 2 274 734 2 711 856 2.35 1.68

East Asia 761 942 969 892 1 108 055 2.44 1.22
China 728 567 928 771 1 059 521 2.43 1.21
Hong Kong 3 597 4 396 5417 2.01 0.99
Mongolia 1 070 1 444 1 908 3.00 2.75
Republic of Korea 28 706 35 280 41 209 2.06 1.53

South-East Asia 248 612 317 543 392 650 2.48 2.00
Brunei Darussalam 114 162 232 3.51 4.10
Burma 24 414 30 834 37 699 2.33 1.96
Indonesia 107 040 135 666 166 440 2.37 1.85
Lao People’s

Democratic Republic 2 652 3 427 3 614 2.56 2.47
Malaysia 9 531 12 257 15 557 2.52 2.29
Philippines 32491 42 623 54 498 2.71 2.33
Singapore 1 880 2 263 2 558 1.85 1.14
Thailand 31 778 41 880 51 705 2.76 1.88
Viet Nam 38 709 48 427 60 347 2.24 2.18

South Asia 665 428 847 379 1 059 030 2.42 2.16
Afghanistan 11 115 14 038 16 519 2.33 2.26
Bangladesh 58 373 76 581 101 147 2.71 2.68
Bhutan 949 1 159 1 417 2.00 2.03
India 491435 620 654 762 065 2.33 1.99
Iran (Islamic Republic of) 24 676 33 344 44 632 3.01 2.83
Maldives 98 133 183 3.05 3.70
Nepal 10 343 13 000 16 482 2.29 2.31
Pakistan 57 211 74 734 100 380 2.67 2.71
Sri Lanka 11 225 13 734 16 205 2.05 1.64

Pacific 3 272 4 172 5 095 2.46 2.14
Cook Islands 19 18 17 -0.54 -1.70
Fiji 464 576 691 2.16 1.73
Guam 74 96 114 2.60 1.36
Kiribati 44 54 63 2.05 1.76
Nauru 6 7 8 1.54
Niue 5 4 3 -2.23 - 0.10
Papua New Guinea 2 148 2 757 3 362 2.50 2.24
Samoa 128 150 160 1.59 0.60
Solomon Islands 142 193 268 3.07 3.30
Tonga 75 88 109 1.60 2.12
Tuvalu 6 6 8 — 1.28
Vanuatu 74 101 138 3.11 3.20

Source: Printout of population projections prepared by the ESCAP Population Division in 1984.
a Including population of Australia, Japan and New Zealand.
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fall in fertility could reduce pover-
ty by as much as 40 per cent 
in Asia.2

Fifth, relative to Japan, Europe 
and North America in their periods 
of fastest population growth, the

2 The World Bank, World Develop-
ment Report 1984 (New York, Oxford 
University Press, 1984), p. 83, box 5.2.

level of income as well as develop-
ment of physical and human capi-
tal is lower in the developing 
countries of the region.

Finally, most countries in the 
region have been successful in 
reducing the crude death rate. 
Since there has occurred simul-
taneous decline in the growth 
rate, birth rates must have de-

clined faster. This is revealed in 
figure II.4. However, it can be 
seen in table II .2 in chapter I that 
there are many countries in which 
the infant mortality or crude 
death rates are much above the 
levels in Hong Kong and Singa-
pore. It can be assumed that 
those countries would continue 
to strive to reduce mortality.

Figure II.4. Selected developing economies in the ESCAP region. Crude birth and death rates, 1970-1975 and 
1980-1985

Source: Printout of population projections prepared by the ESCAP Population Division in 1984.

a Births (or deaths) in one year per 1,000 population.
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Therefore, a fall in the birth rate 
is the key to bringing about a 
decline in the growth rate of 
population.

B. FERTILITY

By the mid-1960s most de-
veloping countries of the re-
gion started recognizing that 
high growth rates of population 
constrained their development ef-
forts and limited the availability 
of resources for development of 
human capital. Reduction in 
mortality being an incontroverti-
ble objective of economic as 
well as human resources develop-
ment, policies and programmes 
were focused upon reduction of 
fertility and birth rates. The fac-
tors affecting fertility and birth 
rates are complex. Those varia-
bles which have been found to 
influence fertility and the number 
of births include levels of living, ur-
banization, industrialization, length 
and effectiveness of family plan-
ning programmes, cultural factors, 
social mobility, declining mortality, 
alterations in family functions and

structures. Factors which influence 
individual behaviour regarding fer-
tility include the educational level, 
age at marriage and other socio-
cultural factors. This section 
provides a brief overview of the 
fertility situation in the region 
and of policies adopted towards 
reducing fertility.

1. An overview of the fertility 
situation

In developing countries of the 
region there have been varying 
degrees of success in arresting 
population growth by reducing 
fertility. This success has been 
due partly to well-directed po-
licies and partly to the operation 
of autonomous influences of de-
velopment. Fertility in the re-
gion had declined 32.7 per cent 
between the periods 1970-1975 to 
1980-1985. Despite this im-
pressive decline in fertility over 
the last decade, fertility in few 
economies has yet reached the 
replacement level where the total 
fertility rate would be 2.1 to 2.2. 
It is estimated that the total fer-

tility will reach 2.6 by the year 
2000 from the present level of
3.5 if the assumption of a con-
tinued decline in fertility holds 
good. Among the subregions, 
countries in East Asia, depending 
on the trend in China, are expected 
to reach replacement level during 
1990-1995. According to this 
projection, the countries of South- 
East Asia will reach replacement 
level in the period 2005-2009 
and South Asia some time be-
yond 2015. The Pacific region 
is expected to enter the replace-
ment level in 2015. The total 
fertility rate in South Asia is 
4.7, which is more than double 
the replacement level. It is es-
timated to be 4.1 in South-East 
Asia. Unless high fertility in these 
two subregions can be drastically 
reduced, it will be impossible to 
achieve the target of replacement 
fertility by 2000 set for the region 
at the Third Asia-Pacific Popu-
lation Conference.

Table II.4 contains more infor-
mation on countries/territories with 
regard to their fertility levels. 
Hong Kong and Singapore have

Table II.4. Selected economies in the ESCAP region. Distribution according to the total fertility rate (TFR), 1985

TFR Population 
(in millions)

Percentage o f  
total population 
in the developing 

ESCAP region

Remark

<2 Hong Kong, Singapore 7.97 0.31 Below
replacement

2-3 China, Republic of Korea 1 100.73 42.92 Near
replacement

3-4 Fiji, Indonesia, Malaysia 
Sri Lanka, Thailand

250.59 9.78 Towards
replacement

4-5 Burma, India, Philippines, 
Viet Nam

914.61 35.66 Considerably
above
replacement

5+ Afghanistan, Bangladesh 
Bhutan, Iran (Islamic 
Republic of), Lao People’s 
Democratic Republic, 
Mongolia, Nepal, Pakistan, 
Papua New Guinea

289.46 11.28 Far above 
replacement

Source: ESCAP secretariat estimates.
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achieved fertility levels below the 
replacement level but together 
they account for only a minuscule 
proportion of the population of the 
region. China and the Republic 
of Korea are at near-replacement 
levels and they represent about 
43 per cent of the population. 
Thus slightly over 40 per cent of 
the population of this region have 
either achieved the replacement

level or are near it. The remain-
ing population, although moving 
towards replacement level, are 
above or far above that level. 
There are 13 countries, including 
the large countries, Bangladesh, 
India, Pakistan, the Philippines and 
Viet Nam, in these last two cate-
gories in table II.4. In these 13 
countries the total fertility rate 
is above 4 and in some it is in the

range of 6. The remarkable decline 
in fertility in the region during the 
last decade was greatly influenced 
by the decline in China, but the 
decline will be of smaller magnitude 
in coming decades as China reaches 
replacement level. Unless some 
dramatic reduction takes place in 
other countries with high fertility 
and large populations, a rapid fall 
in fertility in the region such as

Box II.1. Employment of women and fertility: an experiment in 
rural Bangladesha

The negative correlation often 
observed between fertility and wo-
men’s participation in the labour 
force provides a rationale for com-
bining income-generating employment 
and family planning in a single service 
setting as a means to reduce fertility. 
Critics, however, point out that the 
correlation holds strongly only for 
women employed in the modern 
formal sector. These women are 
generally not priority clientele either 
for family planning or for income- 
generating employment. Rather, fer-
tility is higher among poor women, 
both urban and rural. Their involve-
ment in work is underestimated 
for a variety of reasons: they are 
frequently self-employed and work 
in the informal economic sector, 
their work may be unpaid or irregu-
larly compensated, and the work 
of many rural women is carried on 
within the domestic compound. Poor 
women may value both a larger num-
ber of children and income-generat-
ing work, and can have both by re-
ducing their own leisure, selecting 
occupations with flexible work hours 
or substituting the labour of older 
children for their own in both child 
care and income-generating activities.

The logic of the aforementioned 
criticisms cannot be summarily re-
jected. However, the evidence from 
a rural development project in Bang-
ladesh suggests that the combination

a Based on Judith Bruce, “In-
come generating schemes: the Bang-
ladeshi experience” in Populi, Journal 
of the United Nations Fund for Popu-
lation Activities, vol. 12, No. 2 (1985).

of income-generating activities and 
family planning services significantly 
contributes to the effectiveness of 
the latter.

It may be recalled from table 
II.2 in chapter I that the crude birth 
rate in Bangladesh is still one of the 
highest in the region. The contracep-
tive practice rate was only 8.2 per 
cent of eligible couples in 1974 and 
steadily increased to 14 per cent in 
1980, 21.7 per cent in 1983 and 
an estimated 25 per cent in mid- 
1985. Against this background, 
a pilot project entitled “Population 
Planning and Rural Women’s Co-
operative Project” was launched in 
1974 as a part of the country’s Inte-
grated Rural Development Programme. 
Among the objectives of the project 
were (a) to establish co-operative 
associations for rural women which 
create an atmosphere in which women 
can pursue economically profitable 
activities by fostering their self-con-
fidence and by legitimizing these 
new activities in the eyes of the vil-
lage society, (b) to encourage the 
emergence of capable and active 
women leaders — through the co-
operative process — which can bring 
modern ideas to the village, and (c) 
to use the co-operatives as channels 
for spreading knowledge about health, 
nutrition and family planning as 
well as for imparting literacy.

Over the years the project has 
made steady progress in terms of 
the number of co-operatives, mem-
bership of women, savings and capital 
formation and acquisition of diverse 
skills by women. More importantly, 
in the present context, the project 
has made a notable contribution 
in promoting knowledge and accep-

tance of family planning.
In 1979, a Planning Commis-

sion study of women with similar 
socio-economic backgrounds, some of 
whom were participants in the pro-
ject and some of whom were not, 
found that (a) women in the pro-
ject had more knowledge than non-
project women about the types of 
contraceptive technology available and 
how to use them, and (b) more 
project women were actually using 
contraception than non-project wo-
men. By July 1983, 31 per cent 
of all members, whether eligible 
or not, had accepted family planning; 
this amounted to 66 per cent of those 
considered eligible. Data for 1984 
showed that the percentage of women 
using contraception, eligible or not, 
increased to 40 per cent. Applying 
this rate of increase to eligible mem-
bers using contraception in 1983, 
the percentage of eligible women 
who were using contraception in 
1984 is estimated to have been over 
80 per cent; this figure presents a 
sharp contrast to the estimated na-
tional average of 25 per cent in 1985, 
noted earlier.

Apparently a loan programme 
for income-generating activities pro-
vided the initial stimulus for the 
formation of co-operatives. The co-
operatives provided an opportunity for 
some 50 women of varying ages, both 
married and unmarried, in each co-
operative to come together to dis-
cuss issues of common concern such as 
contraception. This brought about 
a remarkable change in rural mores 
and created the opportunity for 
government to provide contraceptive 
services more effectively to a large 
number of rural women.
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occurred during the last decade 
will not be possible.

2. Approach to the general 
problem

Recognizing that there are a 
multiplicity of determinants of 
fertility and population growth, 
virtually all governments in the 
developing countries of the region 
have begun to adopt a comprehen-
sive approach to population plan-
ning. For instance, the popula-
tion control programme of Bang-
ladesh is described as multi-sectoral, 
involving eight ministries, and as 
constituting “a reorientation of 
strategy from the previous clinic- 
oriented, isolated birth control 
programme to an all-out multi-
dimensional family welfare pro-
gramme”.3 China, in the seventh 
five-year plan (1986-1990), con-
tinues to attach great importance 
to family planning. It prescribes 
that the country’s population should 
not exceed 1.11 billion at the end 
of 1990.4

The population programme in 
India also has been modified to 
make it a family welfare pro-
gramme embracing all aspects of 
family welfare, and in particular, 
maternal and child health, nutri-
tion, female education and wo-
men’s rights. The policy of the 
Government is to control popula-
tion growth through voluntary 
acceptance of the small family 
norm.5 Indonesia focuses on com-
munity participation and the inte-
gration of health and nutrition 
education in the programme. Tax 
disincentives, income-generating ac-
tivities for those who accept fami-

3
United Nations Fund for Popu-

lation Activities, Inventory o f  Popu-
lation Projects in Developing Coun-
tries Around the World, 1983/1984 
(New York, 1985), p. 2.

4 Beijing Review, vol. 29, No. 
17 (28 April 1986), pp. xx-xxi.

5
United Nations Fund for Popu-

lation Activities, Inventory . . . , p. 208.

ly planning practices, a minimum 
marriage age law and efforts to 
improve the status of women 
are other measures being imple-
mented.6 As analysed in the 
fifth five-year economic and social 
development plan of the Republic 
of Korea, the decline in birth 
rate attained in the country was 
a result of rapid socio-economic 
development accompanied by a vig-
orous government-supported family 
programme, an increased level of 
education and a rise in the mean 
age at marriage. However, it 
was noted in the plan that the 
traditional preference for male 
children remained and the tendency 
towards later marriage was no 
longer continuing, and it was urged 
that a more efficient programme 
to further reduce the population 
growth rate be implemented.7 
The Government of Thailand has 
vigorously pursued a national fami-
ly planning programme aimed at 
making a range of contraceptives 
available to the entire population. 
The government programme has 
been supplemented by valuable 
non-governmental projects empha-
sizing the dissemination of infor-
mation and a community-based 
scheme of distribution of family 
planning services.

These are but a few instances 
of the emphasis on reducing fer-
tility and birth rates in many coun-
tries of the region. However, 
it is noteworthy that several coun-
tries perceive their population size 
or density to be too low, and have 
taken steps to increase their popu-
lation. Although most of the 
countries not desiring a lower 
population growth rate have small 
populations, Burma, with a popu-
lation of 37.7 million in 1985, 
maintains a pronatalist position

6 Ibid., p. 220.

7 Republic of Korea, Economic 
Planning Board, The Fifth Five-Year 
Economic and Social Development Plan
1982-1986 (Seoul, 1982), p. 96.

and limits access to methods of 
contraception.8 While seeking 
to increase their population pri-
marily to settle surplus land, 
both Bhutan and Vanuatu provide 
family planning services in order 
to promote maternal and child 
health. The Lao People’s Democra-
tic Republic does not provide 
family planning as part of its 
health services. The Government of 
Mongolia encourages high growth 
rates by efforts to reduce morta-
lity. Women are supported by 
means of a comprehensive series 
of health and social programmes 
designed to subsidize the costs 
of child bearing and rearing while 
actively engaged in the labour 
force. In Malaysia, the Govern-
ment considers the 1985 popu-
lation of 15.6 million to be too 
small to support mass consumption 
industries and has established a goal 
of a stable population of 70 mil-
lion to be achieved over the next 
century. Even this goal implies 
a reduction in the current rate of 
growth, and government policy 
is to provide a broad network 
of family planning programmes, 
maternal and child-care services 
and improvements in the status 
of women.9

Fertility in Singapore has been 
below replacement level since 1976, 
and in 1984 the total fertility 
rate was only 1.6 children per 
women. As a result, family plan-
ning programmes are being main-
tained essentially as a part of 
maternal and child health and 
family welfare services.

Population policy in Pacific 
countries is generally less 
directed toward reducing fertility 
than towards achieving population 
levels commensurate with the re-
sources and the level of economic 
development of the country. Some 
family planning services are pro-

8 
United Nations Fund for Popu-

lation Activities, Inventory . . . , p. 79.
9 Ibid., p. 290.
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vided in most countries, but the 
emphasis is more on public health 
measures, especially for children 
and mothers.

3. Selected determinants of 
fertility

(a) Family planning programmes

Despite the exceptions noted 
above, family planning programmes 
were initiated in many coun-
tries of the region primarily to 
reduce fertility levels and popu-
lation growth. These programmes 
have been in existence for nearly 
one and a half decades.

(i) Role o f  family planning 
programmes in reducing 
birth rates

In a recent study an attempt 
has been made to assess the 
strength of effort in these pro-
grammes and relate it to the de-
cline in fertility. Under this study 
each programme was broken down 
into four components and 30 
activities. The components are 
policy and stage-setting activities,

service and service-related activi-
ties, record-keeping and evaluation, 
and availability and accessibility. 
Performance under each activity 
earns a score within the range 0-4, 
with 4 indicating a strong and 
3 considerable activity. The total 
score will range from 0 to 120. 
Within this range, scores have 
been grouped into four levels of 
effort: strong (scores of 80-120), 
moderate (55-79), weak (25-54), 
and very weak or none (0-24).10 
The relationship between fertility 
decline and programme effort is 
examined in table II.5 within the 
overall context of social setting.11 
The countries are classified into 
four categories in terms of social 
setting: high, upper middle, lower

middle and low. The variables 
used in determining the categories 
are adult literacy, primary and 
secondary school enrolment, life 
expectancy at birth, infant mor-
tality, gross national product per 
capita, the proportion of males 
aged 15-64 employed outside agri-
culture and the proportion of the 
total population living in cities 
of 100,000 or more people.

In table II.5, data are cross-
classified by social setting in
1970 and the strength of pro-
gramme effort in the 1972-1982 
period. Data on the social sett-
ing in 1970 were chosen to give 
sufficient time for the selected 
variables to produce the expected 
impact on fertility. As may be seen 
in table II.5, the decline in birth 
rate generally increases as pro-
gramme effort improves within a 
given social setting. Because of 
the observed association between 
programme effort and birth rate 
decline within each social setting, 
it is apparent that programme 
effort brings about a more rapid 
decline in fertility than socio-
economic variables alone.

10 For details, see Robert J. Lapham 
and W. Parker Mauldin, “Family plan-
ning programme effort and birthrate 
decline in developing countries”, In-
ternational Family Planning Perspectives, 
vol. 10, No. 4 (December 1984), pp. 
109-118.

11 See W. Parker Mauldin and B. 
Berelson, “Conditions of fertility de-
cline in developing countries, 1965-75”, 
Studies in Family Planning, vol. 9, 
No. 5 (May 1978), pp. 89-148.

Table II.5. Selected economies in the ESCAP region. Percentage decline in crude birth rates, 1965-1980, by 1970 
social setting and 1972-1982 programme efforts

Social 
setting 

Programme
effort

Strong Moderate Weak
Very weak 

or none

High Singapore 
Hong Kong 
Republic of Korea

43
40
30

Fiji 31

Upper-middle China 
Sri Lanka

41
28

Thailand
Malaysia
Philippines

37
30
23

Lower-middle Indonesia 28 India
Viet Nama

12
10

Pakistan
Papua New Guinea

9
5

Burma 6

Low Bangladesh 0 Nepal -1 Afghanistan 3

Source: Robert J. Lapham and W. Parker Mauldin, “Family planning programme effort and birthrate decline in developing
countries”, International Family Planning Perspectives, vol. 10, No. 4 (December 1984), p. 115, table 4.

Note: The figures are the percentage drop in crude birth rate.
a Does not include whole of Viet Nam.
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(ii) The distribution o f  family 
planning services

Because of the importance of 
family planning services in reduc-
ing fertility, access to such ser-
vices assumes special relevance 
in human resources development. 
Fertility rates are usually highest 
among the poorest and, there-
fore, the potential benefits from 
reduced fertility in improved mater-
nal health, better care for children 
and greater access to health, nu-
trition and education are greater 
to them than to most others.

The limited evidence available 
suggests that access to family 
planning services remains uneven 
in countries of the region. In 
Bangladesh, the percentage of mar-
ried women aged 15 to 49 using 
contraception during 1983/84 was 
36 in urban areas and 17 in rural 
areas.12 In the Philippines in 
1978, the corresponding percentage 
was 47 in urban areas and 31 
in rural areas. Similar differences, 
though of smaller magnitude, were 
observed in Thailand in 1981 
and in Sri Lanka in 1982.13

There also exist interregional 
differences. In India, for instance, 
35 per cent of couples were using 
contraception in 1981-1982 in 
the States of Gujarat and Maharash-
tra compared with 11 per cent 
in Uttar Pradesh.14 In Indonesia 
in 1983, contraceptive use ranged 
from 53 per cent of couples on 
the islands of Bali and Java to 
16 per cent in some of the outer 
islands.15

gninnalp ylimaf gnicnaniF )iii(  
programmes

Partly in recognition of its 
importance to the poor, govern-

12 The World Bank, World Develop-
ment . . . , p. 127, table 7.1.

13 Ibid.
14 Ibid., pp. 128-129.
15 Ibid., p. 128.

ments have subsidized family plan-
ning services heavily or even offered 
them free of charge. However, 
as shown in figure II.5 govern-
ment expenditure on family plan-
ning is usually very small, ranging 
from 0.02 per cent of total govern-
ment budget in Fiji to 3.1 per 
cent in Bangladesh, the only 
country in the sample that spends 
more than 1 per cent of the govern-
ment budget on family planning. 
Further, expenditure per capita 
is generally small. Based on a 
sample of 12 countries and areas 
(Bangladesh, China, Hong Kong,

India, Indonesia, Nepal, Pakistan, 
the Philippines, the Republic of 
Korea, Singapore, Sri Lanka and 
Thailand), it was found that per 
capita public expenditure on popu-
lation programmes including, but 
not limited to family planning ser-
vices, ranged from $0.30 in Paki-
stan to $1.00 in China in 1980.16

In some countries, including 
the Republic of Korea and Thai-
land, private suppliers provide sig-
nificant family planning services. 
Nevertheless, there are severe con-

16 Ibid., p. 149, table 7.4.

Figure II.5. Selected developing countries in the ESCAP region. Family 
planning budget as proportion of total budget, the early 1980s

Source: Dorothy L. Nortman, Population and Family Planning Programs: A
Compendium o f Data Through 1983, 12th ed. (New York, The Population Council, 
1985).

Note: The percentages are not directly comparable since in some cases these
relate to budget allocations and in some cases to actual expenditure.

110



straints on the expansion of family 
planning services by the private 
sector. There is often a need 
for medical service back-up in 
providing contraceptives. The 
private sector may be unwill-
ing to provide such back-up ser-
vices. The task of stimulating 
demand for family planning ser-
vices through education, the 
spread of information, and appeal 
to community institutions and 
pressures is unlikely to interest 
the private sector. Moreover, the 
cost of providing services on 
a commercial basis, especially in 
rural areas, is high and the ability 
to pay low. In low-income coun-
tries, the cost can be indeed pro-
hibitive. For instance, it was 
estimated that the retail cost of 
a year’s supply of oral contracep-
tives in Bangladesh was of the 
order of 20 per cent of the coun-
try’s per capita income.

In the circumstances, the Gov-
ernments may wish to examine the 
options available to them with 
a view to extending the coverage 
of family planning services to 
provide better access for them. 
The options include greater allo-
cation of public sector resources, 
increasing efficiency and effec-
tiveness of services provided by 
governments, increased cost re-
covery from those who are able 
and willing to pay, and encourage-
ment to the private sector to 
provide services, wherever feasible.

(b) Education

Of particular relevance in the 
present context is the role of 
education in reducing fertility. 
One can establish, a priori, many 
links between education and fer-
tility, all of which are not unidi-
rectional. For instance, by raising 
couples’ aspirations for higher 
education for their children, edu-
cation tends to reduce the labour 
value and often the old-age in-
surance value of children. The

same aspiration would also increase 
the perceived costs of raising 
children. The desire to have 
a large family is thereby reduced. 
Female education can reduce fer-
tility by raising age at marriage. 
Education enables employment, 
which in turn increases the oppor-
tunity cost of child-rearing. On 
the other hand, education may 
increase fertility by interfering 
with breast-feeding which tends 
to reduce fecundity. In prin-
ciple, therefore, the net effect 
of education on fertility can be 
zero, positive or negative.

The empirical relationship bet-
ween wife’s education and fertility 
in selected developing countries 
in the ESCAP region can be seen 
in figure II.6. In general, the total 
marital fertility rate (TMFR) is 
inversely related to education.

Out of a sample of 10 countries 
included in the figure, there are 
seven in which the total marital 
fertility rate is the lowest among 
women with 7+ years of educa-
tion. Among the three others, 
in Fiji and Sri Lanka, fertility 
of women with different levels 
of education does not differ sub-
stantially. It may be recalled from 
chapter I, table II.2 that crude 
birth rates in these countries 
are already relatively low; it appears 
that fertility levels are converging 
there to a common level. In 
Indonesia, however, the fertility of 
women with 7+ years of educa-
tion is considerably higher than 
that of women with no education. 
In this case, it has been suggested 
that in the short run women 
with education may show higher 
fertility because the efforts to

Figure II.6. Selected developing countries in the ESCAP region. Age- 
specific total marital fertility rates (TMFR) by length of women’s educa-
tion, 1975-1980

Source: Iqbal Alam and J.B. Casterline, Socio-Economic Differentials in Recent
Fertility, WFS Comparative Studies, No. 33 (May, 1984).
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regulate fertility do not compen-
sate the loss of traditional res-
traints, resulting in a curvilinear, 
or simple positive, relationship 
between education and fertility.17 
In the long run, the negative 
relationship will probably become 
dominant, as in those countries 
which have passed the transitional 
stage.

The inverse relationship bet-
ween education and fertility is 
often violated by the subgroups 
with 1-3 years and 4-6 years of 
education. This possibly points 
to the conclusion that there is a 
minimum level of education re-
quired for any significant effect 
on fertility. This evidence of a 
“threshold effect” cautions against 
specifying linear effects of educa-
tion on fertility18 and has implica-
tions for both women’s access 
to schools and their retention 
up to some years. These aspects 
are examined at some length 
in chapter IV on education.

Broadly speaking, therefore, 
empirical evidence suggests a gener-
ally inverse relationship between 
women’s education above a certain 
level and fertility. In recognition 
of this, many governments have 
attempted to influence fertility and 
the acceptance of family planning 
by combining education with in-
formation campaigns. The coun-
tries that have specifically cited 
education and information as com-
ponents of their population policies 
include Afghanistan, India, Indo-
nesia, Maldives, Nepal, Samoa, 
Singapore, Sri Lanka, Thailand and 
Tuvalu. Many other countries 
implicitly employ some degree of

17 Susheela Singh and John Cas- 
terline, “The socio-economic determi-
nants of fertility”, in Cleland and 
Hobcraft, eds., Reproductive Change 
in Developing Countries (New York, 
Oxford University Press, 1985).

18 Iqbal Alam and J.B. Casterline, 
Socio-Economic Differentials in Re-
cent Fertility, WFS Comparative Studies, 
No. 33 (May, 1984).

education and information in their 
population programme.

C. AGE STRUCTURE

The age distribution of a 
population depends on past rates 
of fertility and mortality. In 
addition, international migration 
has a significant impact, but in 
the region this is limited mostly 
to countries in the Pacific sub- 
region. Couples’ decisions regard-
ing spacing of children may also 
have an effect on age distribution. 
However, factors influencing such 
decisions are even less known 
than the determinants of fertility 
or mortality. Moreover, population 
policies in countries generally do not 
specify any target spacing, though 
the need for adequate spacing is 
often emphasized as a requirement 
for sound maternal health and 
as a means of reducing fertility.

Therefore, the impact of pol-
icies on fertility and mortality 
predetermines the age structure 
simultaneously with the growth 
of population. A fall in fertility 
has the immediate effect of lower-
ing the proportion of young chil-
dren in the population and prod-
uces an aging population. The 
impact of decreasing mortality is 
less clear. Initially, declining 
infant and child mortality increase 
the proportion of children. In 
the long run, the combined effect 
of decreasing fertility and mor-
tality is to increase the proportion 
of the elderly.

Table II.6 contains estimates 
of the distribution of population 
in selected economies in the ESCAP 
region according to four different 
age groups: below 6, 6-14, 15-64 
and 65 and over. The first of these 
groups comprises infants and young 
children. From the point of view 
of human resources development, 
they are important because, as ex-
plained in a later chapter, lack of 
nutrition or affliction by various 
diseases at that stage substantially

affects later achievement. More-
over, other out-of-school factors to 
which this age group is exposed 
have a significant impact on their la-
ter performance in school. By the 
year 2000, the proportion of the 
population in this age group is ex-
pected to decline in all the develop-
ing countries in the ESCAP region. 
Nevertheless, in an overwhelming 
majority of countries, there will 
be an absolute increase (table 
II.7, p. 114) and some of the largest 
increases will take place in the 
region’s least developed countries.

The second age group (6-14) 
comprises children of primary and 
lower secondary school age approx-
imately. Here again, though 
the proportion of the total popula-
tion will decline in practically 
all cases, there will be an increase 
in the absolute number in many 
of the countries. What is par-
ticularly worrisome is that large 
increases are anticipated in coun-
tries which currently have low 
primary school enrolment. In 
general, however, the fact that 
the school-age population will in-
crease more slowly than the total 
population, and particularly the 
working-age population, will allow 
countries an opportunity to in-
crease enrolment ratios and to 
improve the quality of education. 
Careful educational planning is 
required to take into account 
demographic changes in the school- 
age population. In countries 
where the population in primary 
and lower secondary school age 
declines in absolute numbers, there 
is a danger that institutions of 
higher education may graduate 
more teachers than required if the 
past pattern is followed. More-
over, internal migration will be 
expected to affect regional re-
quirements for educational facili-
ties. If the trend of urbanization, 
as detailed later in this chapter, 
continues, rural requirements will 
decrease relatively while urban 
requirements will increase.
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Table II.6. Selected economies in the ESCAP region. Percentage distribution of population by age groups, 1985 
and 2000

1985 2000

Below 6 6-14 15-64 65+ Below 6 6-14 15-64 65+

ESCAP 13.8 20.9 60.6 4.6 12.1 17.0 65.2 5.8
East Asia 10.8 19.3 64.3 5.6 10.2 14.2 68.1 7.4

China 11.1 19.9 63.8 5.2 10.5 14.6 68.2 6.7
Hong Kong 9.5 14.1 69.0 7.4 8.1 13.2 69.0 9.8
Japan 7.6 14.1 68.4 9.9 7.5 10.2 67.4 14.9
Mongolia 18.5 23.1 55.1 3.2 16.7 22.0 57.5 3.8
Republic of Korea 12.6 18.5 64.7 4.2 10.3 16.0 67.4 6.2

South-East Asia 16.0 22.5 57.8 3.7 12.9 18.7 64.0 4.5
Burma 16.6 22.4 57.2 3.8 14.7 20.2 60.8 4.3
Indonesia 15.4 23.0 58.1 3.4 12.0 17.9 65.6 4.6
Lao People’s Democratic Republic 19.2 23.3 54.4 3.1 16.3 22.2 58.0 3.5
Malaysia 15.4 21.6 59.2 3.8 12.0 18.5 64.9 4.6
Philippines 17.4 23.0 56.1 3.4 13.8 20.1 62.3 3.8
Singapore 9.6 14.8 70.4 5.2 7.9 13.2 71.8 7.0
Thailand 14.7 21.5 60.2 3.6 12.6 16.7 66.1 4.7
Viet Nam 16.8 23.1 55.6 4.5 13.7 19.7 62.0 4.6

South Asia 16.7 22.4 57.2 3.8 13.8 19.3 62.5 4.4
Afghanistan 19.9 23.6 54.1 2.4 18.6 24.4 54.5 2.5
Bangladesh 20.9 24.9 51.2 3.1 17.3 23.2 56.7 2.8
Bhutan 18.0 22.5 56.3 3.3 16.4 21.5 58.5 3.6
India 15.3 21.9 58.7 4.0 12.6 17.9 64.6 5.0
Iran (Islamic Republic of) 19.3 23.5 53.9 3.3 15.5 21.9 59.1 3.5
Nepal 19.6 23.9 53.7 2.9 17.9 22.5 56.3 3.4
Pakistan 20.4 23.2 53.6 2.8 16.3 22.9 57.8 3.0
Sri Lanka 15.0 19.3 61.1 4.6 10.7 17.4 65.8 6.1

Pacific 10.9 16.0 64.3 8.8 10.0 14.7 65.7 9.6
Australia 9.3 14.3 66.4 10.1 8.5 13.0 67.3 11.1
Fiji 16.8 20.0 59.7 3.5 11.5 19.0 64.4 5.0
New Zealand 9.1 15.5 65.4 10.1 8.7 13.0 67.5 10.9
Papua New Guinea 18.8 23.2 54.7 3.3 16.5 21.6 58.3 3.7

Source: ESCAP Population Division,  printouts of population projections and estimates as assessed in 1984, Medium Variant.

The third age group (15-64) 
comprises potential upper seconda-
ry and higher education students 
and participants in the labour 
force. The relative share of this 
group will rise from three fifths 
of the population in 1985 to 
nearly two thirds by 2000. The 
age group will increase in absolute 
size by 34 per cent, from 1.6 
billion to 2.1 billion. The demand 
for higher secondary and tertiary 
education and for employment 
will, therefore, accelerate during 
the remainder of the century.

Shifts in age structure resulting 
from declining fertility and mort-
ality in countries of Asia and the 
Pacific will greatly increase the

strain on institutions of higher 
learning and on the capacity 
to expand employment. Changes 
in age structure will simultaneously 
provide an unprecedented opportu-
nity for socio-economic develop-
ment. The proportion of the 
population in the younger working 
ages will increase steadily while 
that in the elementary school age 
groups will decline, and the elderly 
population will continue to com-
prise a relatively small percentage 
of the population in most coun-
tries for the remainder of this 
century. As age-specific migra-
tion rates are highest for the age 
groups from 15 to about 30 years, 
the emerging age structures are

likely to carry with them increased 
migration and urbanization.

In practically all countries of 
the region, there will be an increase 
in the proportion of the popula-
tion in the last age group (65+). 
Despite such increases, this pro-
portion will remain relatively small 
in most developing economies in 
the region. By the year 2000, 
the proportion of this age group 
in Hong Kong and Singapore 
is expected to reach 9.8 and 7 per 
cent respectively compared with 
9.9 per cent in Japan in 1985. 
Nevertheless, as shown in table
II.7 there will be a large absolute 
increase in most countries. The 
potential of people in this age
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Table II.7. Selected economies in the ESCAP region. Change of population by age groups, between 1985 and 2000

Below 6 6-14 15-64 65+

Population 
in 1985 

(thousands)

Percentage 
increase 
1985 to 

2000

Population 
in 1985 

(thousands)

Percentage 
increase 
1985 to 

2000

Population 
in 1985 

(thousands)

Percentage 
increase 
1985 to 

2000

Population 
in 1985 

(thousands)

Percentage 
increase 
1985 to 

2000

ESCAP 374 373 8.5 565 929 1.1 1 638 757 34.0 125 223 55.4

East Asia 134 116 12.0 238 409 - 12 .2 795 820 25.8 69 210 57.6
China 118 849 13.1 212 593 - 12 .2 681 753 28.2 55 028 56.2
Hong Kong 528 3.8 781 14.3 3 821 22.4 410 62.4
Japan 9 192 4.5 16 980 -23.0 82 530 5.1 11 982 60.2
Mongolia 353 5.8 441 41.3 1 052 54.6 62 74.2
Republic of Korea 5 194 0.4 7615 6.6 26 665 27.9 1 728 82.5

South-East Asia 63 474 4.0 89 417 7.0 229 823 42.4 14 580 56.2
Burma 6 256 16.6 8 446 19.2 21 553 40.3 1 444 49.1
Indonesia 25 447 -3.7 37 960 -3.8 95 794 40.0 5 686 64.8
Lao People’s Democratic 

Republic 792 18.8 957 34.5 2 240 49.9 127 59.0
Malaysia 2 370 2.5 3 320 13.1 9 106 44.6 588 58.7
Philippines 9 490 7.7 12 543 18.4 30 585 50.6 1 862 51.6
Singapore 246 -4.9 380 2.6 1 803 17.6 132 57.6
Thailand 7 574 8.6 11 051 - 1.1 30 928 40.0 1 856 65.2
Viet Nam 9 931 8.6 13 671 13.4 32 961 48.2 2 686 36.4

South Asia 174 121 7.4 234 196 12.2 597 591 41.9 39 335 52.4
Afghanistan 2 971 52.0 3 533 67.3 8 097 63.0 362 66.8
Bangladesh 21 098 19.3 25 159 34.2 51 770 59.8 3 119 33.2
Bhutan 256 23.4 320 29.1 801 40.3 47 48.9
India 115 052 2.2 164 286 1.9 440 216 37.4 30 279 53.8
Iran (Islamic Republic of) 8 609 17.1 10 480 35.6 24 083 59.5 1 496 52.5
Nepal 3 233 29.4 3 954 33.2 8 874 48.5 473 68.5
Pakistan 20 463 12.2 23 305 38.5 53 795 51.5 2 818 50.4
Sri Lanka 2411 -13.1 3 118 9.6 9 854 31.1 735 63.3

Pacific 2 635 12.0 3 866 11.8 15 549 24.6 2 138 32.6
Australia 1 452 9.2 2 246 7.7 10417 20.3 1 577 31.4
Fiji 117 -17.1 138 15.2 414 30.4 24 75.0
New Zealand 297 8.4 504 -4.8 2 134 17.2 328 22.6
Papua New Guinea 654 22.9 808 30.2 1 903 49.4 115 56.5

Source: ESCAP Population Division, printouts of population projections and estimates as assessed in 1984, Medium Variant.

group to provide human resource 
input for development is inherently 
limited. However, the need for ad-
vance planning for ensuring old-age 
security, provision of appropriate 
health care and, where possible, of 
retraining facilities for the able 
elderly cannot be ignored. The im-
plications of aging population are 
further analysed in box II .2.

D. SPATIAL DISTRIBUTION

The spatial distribution of 
population has implications for 
human resources development in

terms of both demand for related 
services and their cost. One ele-
ment of spatial distribution is 
internal migration, and the other 
relates to international migration.

1. Internal migration

There are difficulties in com-
paring the distribution of urban 
and rural populations both over 
time and between countries. Never-
theless, such data as are available 
(see table II.8, p. 116) show that 
there has been an increase in the 
proportion of the urban popula-

tion in all the subregions between 
1970-1985. There was a dramatic 
increase in the Republic of Korea. 
The trend towards increased ur-
banization is likely to continue 
throughout this century and pos-
sibly beyond. The rate of growth 
of urban population in Asia was 
3.3 per cent per annum during 
1965-1970 compared with 2.2 
per cent in the rural popula-
tion. Between 1985 and 1990, 
the growth rate in rural popula-
tion is anticipated to decelerate 
to 1 per cent per annum while 
the urban growth rate is expected
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Box II.2. The implications of aging populationa
The combined impact of a fall 

in fertility and reduction in morta-
lity with concomitant increase in 
life expectancy is to increase the 
proportion of the aged (defined 
as the 65+ age group) in the total 
population. This situation will charac-
terize the developing countries of 
the region in the years to come. 
As noted in the text, the proportion 
of the aged will remain quite small 
in most developing countries until 
the year 2000, but there will be a 
large absolute increase. By the year 
2000, developing countries are likely 
to see an addition of 60 million to 
the present size of the elderly popu-
lation, estimated to be some 110 
million.

The growing proportion of aging 
population has several implications 
which need to be taken into account 
in human resources planning. As 
the relative size of the aged popula-
tion increases, there is a shift of 
dependency from the young to the 
elderly. On the face of it, the mere 
change in composition should not 
impose a net additional burden on 
those who have to support the de-
pendent members. However, consump-
tion requirements of the elderly 
are usually double those of children 
and therefore a mere change in the 
composition of dependency increases 
the burden of support. Malnutrition 
often plays an important role in 
weakening the immunological defenses 
of the elderly.

Most of the Asian and Pacific 
societies have maintained rather strong 
family ties despite the eroding ef-

a Based on Mercedes B. Concep-
cion, “Review of regional situation 
as regards aging”, presented at ESCAP 
Meeting on the Emerging Issues of 
the Aging of Population, 22-26 Sep-
tember 1986, Bangkok.

fects of industrialization and urbaniza-
tion. Such traditions have left the 
care of the elderly largely in the 
hands of their children. Thus far 
few problems have been encountered 
and certainly there is no imminent 
crisis. However, as industrializa-
tion expands, more working adults 
migrate abroad or internally to loca-
tions distant from where the parents 
are located, and more married women 
find employment, traditional family 
ties will weaken and alternative ar-
rangements for the care of the aged 
have to be planned.

As of now, there are rare in-
stances of direct financial support 
to the aged by governments. In 
Malaysia, the Welfare Department 
provides support ranging from $M 30 
to $M 50 per month to destitute 
old people and supplies free spectacles 
to the very poor. Some financial 
support is given in the Philippines 
to limited numbers in dire need. 
Singapore provides income tax relief 
of $S 1,000 to a tax payer for sup-
porting each of the aged parents/ 
grandparents staying with him/her. 
With the possible exceptions of Hong 
Kong and Singapore, the proportion 
of elderly population entitled to re-
tirement or pension benefits, which 
generally cover employees of large in-
dustrial establishments and the public 
sector, is very small. As family ties 
weaken, alternative financial support 
mechanisms for the elderly have to 
be organized and existing arrange-
ments expanded.

There are few health establish-
ments in the region specifically geared 
to cater to the health needs of the 
aged. In the Philippines, there are a 
few geriatric clinics, mostly in urban 
areas. In Thailand, the Ministry 
of Public Health has set up health 
care units for the aged in 17 general 
hospitals in Bangkok and plans to

set up geriatric clinics in both govern-
ment and private hospitals all over 
the country.

Health facilities specifically geared 
to meet the specialized needs of the 
elderly have to expand in keeping 
with the growth of their numbers; 
health personnel have to be trained 
or retrained to manage the aged 
sick. Moreover, there is a need to 
monitor the pattern of diseases among 
the elderly as there is some evidence 
that there may be differences across 
countries. A fifth or more of deaths 
among Japan’s elderly in 1983 were 
due to cerebrovascular disease, can-
cer and heart disease. By contrast, 
the leading cause of death in India 
was respiratory disease, accounting 
for more than one half of deaths 
among the elderly in 1982. Simi-
larly, 7 out of 10 deaths among the 
Filipino elderly in 1979 were caused 
by tuberculosis, pneumonia and bron-
chitis.

Many people over 65 years 
of age are still capable of produc-
tive work. It would, therefore, 
be necessary to revise compulsory 
retirement regulations as well to make 
arrangements for meeting the educa-
tional and training/retraining needs of 
the elderly.

Finally, the physical and men-
tal well-being of the elderly depends 
to a large extent on how they spend 
their time, maintaining interest in 
work, keeping up social contacts 
and pursuing new interests and ac-
tivities. Therefore, recreational facili-
ties have to be provided. It may 
also be beneficial to encourage the 
elderly to form their own clubs and 
organizations, as has already been 
done in several countries, which 
can serve as vehicles for both their 
recreation and pursuit of productive 
activities.

to be 3 per cent, thus enlarging 
the difference between the two 
growth rates.

There are several implications 
of urbanization for human re-
sources development. On the 
one hand, the growth in urban 
population gives rise to substantial 
economies of scale in the provision 
of housing, sanitation, health care

and educational facilities. On the 
other hand, too rapid growth 
may severely strain the financial 
resources and the managerial capa-
city to provide these services as 
well as gainful employment in 
urban areas. The outcome may be 
severe unemployment, unhealthy 
slums, pollution and crime. There 
may arise a situation of unused

capacity in services related to 
human resources development in 
rural areas. The educational 
facilities would require readjust-
ment in terms of both their phy-
sical location and academic con-
tent.

Of particular concern in this 
context is the size and growth 
of the largest cities. Though
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urbanization can yield economies 
in the provision of services, as 
noted above, diseconomies creep 
in beyond a certain size. In 1985, 
there were five cities in the ESCAP 
region with a population exceed-
ing 10 million. By the year 2000, 
there is likely to be an addition of 
seven more to this category. Some 
20 cities in the region are expected

to have populations exceeding 
5 million by that year.

Most countries in the region 
perceive that there is a need for 
change in the distribution of 
populations in their countries. A 
1983 United Nations Survey19

19 Quoted in The World Bank, 
World Development. . . .  p. 97.

of 126 governments of develop-
ing countries found that only 
three considered the distribution 
“appropriate” and of these only 
one, Nauru, was in the ESCAP 
region. As a result, population 
policies of many countries in the 
region explicitly seek to alter 
the current distribution or to 
reverse its trend.

China long ago adopted poli-
cies to encourage movement away 
from large urban centres toward 
rural areas and from the eastern 
provinces to less populous fron-
tier areas. Among the measures 
taken to achieve this have been 
direct controls in the form of 
travel permits and food ration 
cards that can be used only in 
specified areas.20 Indonesia has 
identified three major concerns in 
its population policy: population 
size and growth, population dis-
tribution, and the quality of the 
population. Indonesia has been 
implementing a large-scale trans-
migration project to resettle per-
sons from Bali and Java to other 
islands. It also provides skill train-
ing for the rural labour force and 
the development of growth centres 
and industries in outer islands as 
attempts to redress the imbalance 
in the distribution of the popu-
lation.

In order to decelerate rural-to- 
urban migration and to redress 
internal imbalances, the Islamic 
Republic of Iran has implemented 
programmes of decentralization, 
investment and other economic 
and social activities favouring rural 
disadvantaged areas.21 Malaysia, 
partly in response to its concern 
over population distribution, has 
given high priority to rural land 
development and resettlement 
schemes, promotion of industrial 
development in low-income States 
and the development of new

20 Ibid., p. 98.
21 United Nations Fund for Popu-

lation Activities, Inventory . . . , p. 236.

Table II.8. Selected economies in the ESCAP region. Proportion of popu-
lation living in urban areas, 1970,1985 and 2000

1970 1985 2000

ESCAP 23.1 27.2 34.2

East Asia 25.9 28.3 33.4
China 19.3 21.0 26.6
Hong Kong 89.7 90.8 92.6
Japan 71.2 76.5 79.3
Mongolia 45.1 55.9 65.8
Republic of Korea 40.7 65.4 80.5

South-East Asia 20.0 26.0 35.7
Brunei Darussalam 61.7 80.8 87.0
Burma 22.8 30.0 40.9
Indonesia 17.1 25.3 36.5
Lao Peoples Democratic Republic 9.6 15.9 25.1
Malaysia 27.0 31.5 41.6
Philippines 33.0 39.6 49.0
Singapore 75.3 74.2 78.5
Thailand 13.2 15.6 23.2
Viet Nam 18.3 20.3 27.1

South Asia 19.6 25.4 33.7
Afghanistan 11.0 18.5 28.9
Bangladesh 7.6 11.9 18.3
Bhutan 3.1 4.5 7.8
India 19.8 25.5 34.2
Iran (Islamic Republic of) 41.0 55.0 66.3
Maldives 13.5 29.7 46.2
Nepal 3.9 5.8 9.8
Pakistan 24.9 29.8 37.8
Sri Lanka 21.9 21.1 24.2

Pacific 71.1 72.2 73.7
Australia 85.2 86.9 89.1
Cook Islands 29.9 31.2 40.4
Fiji 34.8 41.2 50.7
Guam 25.8 47.0 62.9
Kiribati 25.6 43.7 57.1
New Zealand 81.1 83.7 86.0
Niue 21.1 21.6 29.7
Papua New Guinea 9.8 14.3 20.2
Samoa 20.3 22.5 29.7
Solomon Islands 8.9 9.8 13.8
Tonga 24.4 35.9 48.1
Trust Territory of the Pacific Islands 40.5 55.6 66.3
Vanuatu 13.5 25.4 39.1

Sources: ESCAP Population Division, printouts of estimates and projections as 
assessed in 1984; and United Nations, Estimates and Projections o f  Urban, Rural 
and City  Populations, 1950-2025: the 1982 Assessment (ST/ESA/SER.R/58).
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growth centres and towns.22 In 
Pakistan, policies are in effect to 
alter the spatial distribution of the 
population by integrating rural 
and urban development, increas-
ing agricultural production and 
implementing an industrial location 
policy.23 Similar policies are in 
effect in several other countries.

In combination with other 
measures, the Republic of Korea 
introduced special tax and credit 
incentives in the early 1970s to 
attract population to smaller cities. 
One result was that population 
growth in Seoul slowed from 9.8 
per cent a year in the 1960s to 4.5 
per cent a year in the 1970s.24

A few countries are concerned 
that the level of urbanization is 
insufficient for their development 
objectives. Both Bhutan and 
Mongolia have adopted policies 
to encourage migration from rural 
to urban areas. Mongolia has 
developed industrial complexes in 
second-order cities to promote 
urbanization.

Most governments in the Pa-
cific perceive two types of prob-
lems related to population dis-
tribution. The first is internal 
migration from rural to urban 
areas or from outer islands to the 
main island. The second problem 
concerns international migration, 
which is discussed later in this 
section.

Not much evidence is available 
regarding the impact of population 
redistribution policies. It has been 
stated that “Few of these policies 
have achieved their demographic 
objectives, and their social and 
financial costs have been high” .25 
Macro-level policies such as those 
related to development of agri-
culture and industry, pricing and

22 Ibid., p. 290.
23 Ibid., p. 360.
24 The World Bank, World Develop-

ment . . . , p. 100.

25 Ibid., p. 98.

foreign exchange rates probably 
exert much greater influence on 
population distribution than do 
programmes designed especially to 
slow rural-to-urban migration, such 
as integrated rural development 
projects, resettlement schemes and 
residence restrictions. The impact 
of the former on population 
distribution is difficult to assess, 
however, and their purpose is not 
usually related to distribution.26

2. International migration

As mentioned above, the con-
cern over international migration is 
particularly serious in most Pacific 
island countries. These countries 
experience high rates of emigration 
especially of the most educated and 
skilled persons and, at the same 
time, have to rely on the tem-
porary services of foreign na-
tionals to fill many positions re-
quiring technical skills.

During the 1970s, some Asian 
countries experienced at least tem-
porary migration on a substantial 
scale, especially to Western Asia 27 
To the extent that such emigration 
is confined to unskilled workers or 
people with relatively simple skills, 
there may be no serious problem in 
terms of human resources de-
velopment. Remittances they make 
may enable their dependants to 
have access to better nutrition, 
health care and education. This 
may be partially offset by the 
adverse effect of the absence of 
the male guardian. National 
economies can quickly adjust to 
loss of such working-age popu-
lation. In fact, in response to the

26 For a more thorough discussion 
of those issues, see Pietro Garau, “Big 
cities: myths and challenges”, Populi, 
vol. 13, No. 1 (1986), pp. 57-63.

27 See ESCAP, International Labour 
Migration and Remittance Between the 
Developing ESCAP Countries and the 
Middle East: Trends, Issues and Policies
(forthcoming).

demand for labour in Western Asia, 
government vocational schools have 
expanded their programmes and 
new private training courses have 
been established in several coun-
tries. However, the migrants are 
often selected from a particular 
occupation or location and specific 
bottle-necks emerge. Both the 
number of workers migrating to 
Western Asia and the volume of 
remitances have declined since
1983. In some instances, the 
migrants have returned, creating 
problems for their reabsorption. 
The recent decline in demand 
may have also given rise to prob-
lems in the use of training capa-
cities put in place in the earlier 
period of booming demand.

From the point of view of 
human resources development, a 
more serious problem arises when 
the emigrants are professionals and 
skilled workers. A longer gestation 
period is required in replacing 
them, and their replacement creates 
an additional strain on the capa-
city of institutions to impart 
the required education and train-
ing. Moreover, their emigration 
entails a substantial waste of re-
sources on their education and 
training by the exporting countries.

Between 1969 and 1979, the 
United States of America, for 
instance, admitted approximately
500,000 professionals and techni-
cal workers, of whom nearly 
50 per cent were from Asia.28 
Indeed, the loss of professional 
and skilled workers appears to 
have been substantial in some 
countries of the region. In Bang-
ladesh, professional and techni-
cal personnel constituted 17 per 
cent of the total emigration dur-
ing 1976-1978. During the 1970s, 
professionals from the Philippines 
who emigrated to the United 
States constituted 12.3 per cent

28 The World Bank, World Develop-
ment . . . , p. 102, box 5.6.
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of the increase in their num-
bers at home; for the Republic of 
Korea, the corresponding figure 
was 10 per cent. The emigration of 
professionals from several other 
countries (e.g. India, Sri Lanka) has 
been large in absolute numbers, but 
not necessarily in relative terms.

There are several difficult ques-
tions in formulating policies to 
alleviate the problems created by 
the large outflow of professionals 
and skilled workers. First, there 
are questions concerning the re-
vision of curricula so as to reduce 
the marketability abroad of the 
output of the educational system 
without compromising the for-
mation of skills required for mo-
dernizing economies of the de-
veloping countries. Secondly, 
there are questions regarding the

justification of subsidizing the 
education and training of those 
who are likely to emigrate and 
the related question of taxing 
those who do find employment 
abroad. Finally, there are ques-
tions regarding the desirability 
and administrative feasibility of 
policies to directly control emi-
gration of professionals and skilled 
workers.

E. CONCLUSION

Population and demographic 
changes have naturally, a marked 
relevance for human resources 
development. With fewer children, 
the pressure on food, health, and 
education services is relieved. Bet-
ter spacing in time between one 
child and another enables parents

to look after them better, quite 
apart from the salutary impact 
on maternal health. Fewer children 
help reduce the dependency ratio 
and new entrants to the labour 
force and therefore demand less 
resources for training in various 
skills. The beginning of greying 
in the age composition of the 
population in developing coun-
tries in the region warns of the 
requirements of services par-
ticular to older age groups: geron-
tology, hospitals for old-age di-
seases, centres of welfare for the 
old and many others. Chapters III 
and IV are partly devoted to a 
discussion of the consequences 
for human resources development 
of population growth and de-
mographic changes in the de-
veloping countries of the region.
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III. NUTRITION AND HEALTH

Growth in population, changes 
in its age composition and ur-

banization, discussed in chapter II, 
comprise one set of factors which 
determine the requirements of 
health care and nutrition in the 
developing countries of the re-
gion. The level and distribution 
of income, the volume and com-
position of food intake, feeding 
practices, literacy, the quality of 
housing, water supply and sewage 
disposal are some of the other 
factors which determine health 
and nutrition conditions. It cannot, 
therefore, be assured that condi-
tions of health are governed by 
policies in the health sector alone. 
On the other hand, the wide 
disparities in the health conditions 
of countries at comparable levels 
of economic well-being point to 
the importance of government 
policies in determining these con-
ditions. The primary objective 
in this chapter is to highlight 
selected aspects of such interven-
tions. However, before doing 
so, it is necessary to look at the 
larger environment in which health 
policies are formulated and im-
plemented.

A. NUTRITION AND LIVING 
CONDITIONS

1. Nutrition

The first element in this 
larger environment is the nutri-
tional status of the population, 
which predisposes it to certain 
diseases and provides resistance

against others. The second ele-
ment comprises housing and other 
living conditions which provide 
quarter to pathogens and make 
their transmission from one person 
to another easy or difficult. Air-, 
water- and food-borne diseases 
become endemic in crowded living 
quarters in unsanitary conditions. 
The third element is the presence 
of vectors which transmit diseases 
from one person to another. 
An increase in food supplies, 
improvements in hygiene and pre-
ventive public health measures 
alter patterns of morbidity from 
endemic deficiency diseases asso-
ciated with malnutrition, those 
resulting from exposure to micro-
organisms and a lack of protec-
tion by immunization, to others 
now more characteristic of de-
veloped countries.1

The association of undernu-
trition and malnutrition with poor 
health is a phenomenon most 
common in developing countries. 
The impairment of children’s men-
tal and physical development as 
a consequence of malnutrition 
has been well known for quite 
some time.2 A lack of proper 
nutrients results in kwashiorkor

1 See Thomas McKeowen, The Mo-
dern Rise o f  Population, (London, 
Edwin Arnold, 1976).

2 Alan D. Berg, The Nutrition 
Factor: Its Role in National Develop-
ment (Washington, D.C., The Brook-
ings Institution, 1973); and Jean Mayer, 
ed., Food and Nutrition Policy in A 
Changing World (New York, Oxford 
University Press, 1979), p. 292.

and marasmus, and protein and 
calory deficiency diseases which 
directly or indirectly cause many 
deaths among children in develop-
ing countries. It has been esti-
mated that at least 50 per cent 
of the children in developing 
countries suffer from protein-calo- 
rie malnutrition and hence offer 
less re sistance to disease.3 In adults, 
deficiencies in iron and iodine 
lead to lower productivity, lower 
resistance to disease or to goitre 
and cretinism.4 Vitamin A de-
ficiency, leading to blindness, is 
a major concern, especially in 
Asian developing countries. Nutri-
tion is, therefore, an important de-
terminant of the state of health.

(a) Nutrition status

The quantification of malnu-
trition in developing countries 
is not an easy task. Alternative 
methods and techniques are used 
and these provide disparate con-
clusions.5 In a recent World

3 James E. Austin. Nutrition Pro-
grammes in the Third World: Case 
and Readings (Cambridge, Massachu-
setts, Gunn and Hain, 1981).

4 Margaret Biswas and Per Pin- 
strup Andersen, eds., Nutrition and 
Development (Oxford, Oxford Univer-
sity Press, 1985), p. 121; and S. Basta 
and A. Churchill, Iron Deficiency 
Anemia and the Productivity o f  Adult 
Males in Indonesia (Washington, D.C., 
World Bank, 1974).

5 Philippe Payne and Peter Cutler, 
“Measuring malnutrition: technical prob-
lems and ideological perspectives”, Eco-
nomic and Political Weekly (25 August 
1984), pp. 1485 to 1491.
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Bank study it has been estimated 
that in the developing countries 
in 1980 there were 340 million 
people whose energy intake was 
insufficient to prevent stunted 
growth and serious health risks 
and 740 million whose energy 
intake was insufficient to allow 
an active working life.6 In the 
Asian and Pacific region, excluding 
the centrally planned economies, 
the corresponding figures were 
220 million and 510 million people

6 The World Bank, Poverty and 
Hunger (Washington, D.C., 1986), p. 17, 
table 2.3.

respectively. The Food and Agri-
culture Organization of the United 
Nations,7 in the Fifth World Food 
Survey using the basal metabolic 
rate (BMR), estimated that in 
1979-1981, there were 355 mil-
lion undernourished people at 1.2 
BMR and 494 million at 1.4 BMR 
in the developing world, exclud-
ing the centrally planned coun-
tries. In Asia, the corresponding 
figures are 210 million and 313 
million. Under both standards

7 Food and Agriculture Organi-
zation of the United Nations, Fifth
World Food Survey (Rome, 1985).

of estimate, three fifths of the 
undernourished are in Asia. In 
absolute numbers, there has been 
an increase in the number of 
undernourished people in Asia, 
between 1969-1971 to 1979-1981, 
though the percentages of the 
population have declined.

Table II .9 contains more de-
tailed information from selected 
countries in Asia and the Pacific. 
Per capita dietary energy supply 
(DES) declined in four countries 
(Bangladesh, Solomon Islands, Sri 
Lanka and Vanuatu) from 1969-
1971 to 1979-1981. In all the 
others, per capita DES increased

Table II.9. Selected developing economies in the ESCAP region. Per capita dietary energy supplies (DES), 1969- 
1971 and 1979-1981, its growth rate and constituents

Per capita 
DES

Per capita 
DES

1969-
1971

1979-
1981

(kcals/day)

Average annual 
growth rate

1969-1971
to

1979-1981
(Percentage)

Share o f  DES, 1979-1981

Cereals
Roots 

and tubers
Pulses 

and nuts
Animal

products Sugar Other foods

(Percentage)

A. Economies where per capita DES declined between 1969-1971 and 1979-1981 

Bangladesh 1 992 1 837 -0.8 87.2 1.8 1.1 3.2 3.1 3.6
Solomon Islands 2 114 2 050 -0.3 25.6 38.5 11.9 9.5 3.2 11.3
Sri Lanka 2 308 2 250 -0.3 62.4 3.6 13.0 3.7 6.7 10.6
Vanuatu 2 407 2 126 - 1. 2 24.1 18.0 18.8 22.1 5.0 12.0

B. Economies where per capita DES approximately 

Hong Kong 2 754 2 770

constant between 1969-1971 and 1979-1981a

0.1 35.0 1.2 4.0 30.5 8.7 20.6
Nepal 2 020 1 993 - 0.1 83.0 1.8 1.3 6.8 1.4 5.7

C. Economies where per capita DES increased between 1969-1971 and 1979-1981 
Burma 2 035 2 289 1.2 81.3 0.3 3.9 3.8 2.1 8.6
China 2 071 2 416 1.5 66.7 12.2 3.5 10.1 1.7 5.8
Fiji 2 464 3 103 2.3 31.3 15.2 1.9 12.7 16.7 12.2
India 1 992 2 056 0.3 74.2 1.6 5.6 3.9 7.0 7.7
Indonesia 1 872 2315 2.1 68.4 8.4 7.2 2.2 5.9 7.9
Kiribati 2 177 3 176 3.8 24.2 15.0 13.7 24.0 9.7 13.4
Malaysia 2 407 2 519 0.5 51.0 2.7 1.6 14.0 13.5 17.2
Mongolia 2 432 2 752 1.2 52.2 1.5 0.1 35.8 7.7 2.7
Pakistan 2 029 2 180 0.7 75.5 0.4 1.7 7.0 8.6 6.8
Philippines 2 027 2 405 1.7 59.5 7.2 1.2 9.5 9.9 12.7
Republic of Korea 2 455 2 909 1.7 65.6 2.0 4.0 8.2 3.8 16.4
Samoa 2 088 2 552 2.0 9.8 20.8 14.6 23.0 13.0 18.8
Singapore 2 682 2 962 1.0 45.5 2.9 2.1 21.6 13.7 14.2
Thailand 2 160 2 308 0.7 66.4 2.7 3.3 6.1 12.4 9.1
Tonga 2 567 3 200 2.2 6.4 45.9 12.6 18.1 5.4 11.6

Source: Food and Agriculture Organization of the United Nations, The Fifth World Food Survey (Rome, 1985).
a Economies where the increase or decrease was within the range of 0.1 per cent during the period.
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modestly, within a range of 0.7 
to 3.8 per cent; however, in Hong 
Kong and Nepal it remained con-
stant over the period. These 
changes are in sharp contrast 
to the 12 per cent increase during 
the last two decades globally.8

As of the early 1980s, there 
were several countries in the 
region where per capita dietary 
energy supplies fell short of mi-
nimum nutritional requirements. 
Among these were all the Asian 
least developed countries.9

The major sources of energy 
for the population in Asian coun-
tries continue to be derived from 
cereals, except in Hong Kong 
and Singapore. In the Pacific 
countries, roots and tuber crops 
together with animal products com-
prise the more important sources.

Rapid urbanization in the 
Pacific islands has resulted in 
a change in food habits, with 
a diet heavily reliant on processed 
and imported foods, often more 
accessible, convenient to prepare 
and consume, and cheaper. The 
new diet is not always nutritionally 
better since the traditional foods 
contain less animal fat and salt 
and more vegetal protein.10 Both 
protein deficiency and obesity 
have been observed to be the 
common results.

(b) Distributional aspects

There are wide disparities in 
food consumption, undernutrition 
and malnutrition among regions, 
between urban and rural areas,

8 Ibid., p. 10.
9 See Survey, 1983, p. 38, figure 

II.1.
10 R.R. Thamann, “Deterioration 

of traditional food systems, increasing 
malnutrition and food dependency in 
the Pacific islands”, Journal o f  Food 
and Nutrition, No. 3 (1982). See 
also Darton-Hill, J. Badcock, R. Taylor, 
“Nutrition problems in the Pacific — 
an overview”, paper presented at the 
Second International Symposium of 
Clinical Nutrition, Sydney, Australia, 
1985.

between the sexes and among 
different income classes. Thus, 
even in countries where overall 
per capita dietary energy supplies 
exceed the minimum requirements, 
the problem of equitable access 
to food among and within house-
holds remains formidable. There 
are a variety of factors, including 
income, which entitle households 
and individuals to have command 
over food.11 In Bangladesh, in a 
recent survey of over 4,000 rural 
households, it was found that 
nearly 80 per cent of those had 
inadequate food. There also 
existed substantial differences in 
food intake among these house-
holds by occupational groups. Over 
95 per cent of wage labour house-
holds suffered from inadequate 
food intake, whereas the per-
centage was 61 in households 
in business.12 Again in Bangla-
desh, 14.4 per cent of female 
children were classified as severely 
malnourished, in comparison with
5.1 per cent of male children.13 
The percentage of stunted boys 
in China in 1979 was 2.6 for 
urban areas and 12.7 in rural 
areas. Among girls, the corres-
ponding figures were 2.7 and
13.1 respectively. As regards 
low weight for age, the incidence 
was 7.6 per cent among boys in 
urban areas and 13.1 per cent 
in rural areas; the corresponding

11 For an elaboration of these 
ideas, see A. Sen, Poverty and Famines: 
An Essay on Entitlement and Depri-
vation (Oxford, Clarendon, 1981); and 
Resources, Values and Development 
(London, Blackwell, 1984), pp. 346-359.

12 S.R. Domani, “The food prob-
lems of Bangladesh”, paper presented 
at the Food Strategies Research Con-
ference, World Institute for Develop-
ment Economics Research, Helsinki, 
July 1986, p. 3.

13 Lincoln C. Chen, Emadual Hug, 
Stan D’Souza, “Sex bias in the family 
allocation of food and health care 
on rural Bangladesh”, Population and 
Development Review, vol. 7, No. 1 
(March 1981).

figures among girls were 8.7 and 
14.7 per cent, respectively.14 In 
India, among children with kwa-
shiorkor, a disease caused by 
protein deficiency, females out-
number males by 4 to 3 in poor 
communities.15 Furthermore, mor-
tality among females in the age 
group 0-12, and particularly 0-9, 
is higher than that among boys.16 
In the Philippines, a comparison 
between planned residential quar-
ters and slum areas in Manila 
revealed that low birth weight 
was five times more frequent 
in the latter, infant mortality 
three times greater and malnu-
trition and anaemia twice as high.17 
In Sri Lanka, it is agricultural 
labour and farmers with minuscule 
holdings who are exposed to 
the highest risk of seasonal nu-
tritional deprivation.18 In Thai-
land, protein calorie malnutrition 
among pre-school children is esti-
mated at 51.3 per cent with the 
percentage in the North-East re-
gion rising to 57.4.19

14 D.T. Jamison and F.L. Trow-
bridge, “The nutritional status of chil-
dren in China: a review of the anthro-
pometric evidence”, Supplementary Pa-
per No. 8 to World Bank Report No. 
4664-CHA, “The health sector in China” 
(Washington, D.C., 1983).

15 Asok Mitra, “The nutrition situa-
tion in India”, Nutrition and Develop-
ment, in Margaret Biswas and Per Pin- 
strup Andersen, eds., Nutrition and 
Development (Oxford, Oxford Univer-
sity Press, 1985), p. 146.

16 P. Padmanabha, “Mortality in 
India: a note on trends and implica-
tions”, Economic and Political Weekly 
(7 August 1982).

17 S.A. Basta, “Nutrition and health 
in low-income urban areas of the third 
world”, Ecology and Food Nutrition 6 
(1977).

18 National Agriculture, Food and 
Nutrition Strategy (Colombo, Ministry 
of Finance and Planning, 1984).

19 Supaporn Asavachaichan, Deter-
minants o f  Malnutrition among Young 
Children in Urban Slum: A  Case Study 
o f Klong Toey Slum (Bangkok, Tham- 
masat University, May 1984), p. 5.
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There are many factors which 
determine the access and enti-
tlement to food and nutrition 
for different households and for 
different members of households. 
In consequence, policies aimed at 
the removal of malnutrition and 
undernutrition from all segments 
of population have to be com-
prehensive, ranging from macro- 
economic policies to specific tar-
get-group-oriented measures. A 
review of such policies adopted 
in countries of the region would 
be far beyond the scope of the 
present exercise. The evidence 
cited above is intended to un-
derscore the importance of a 
disaggregated approach in formu-
lating nutrition policies.

2. Living conditions and 
sanitations

Living conditions, including 
space in residential quarters, fa-
cilities for the disposal of waste 
and water supplies, determine in 
great degree the conditions of 
health of a population.20 With 
rapid population growth, provid-
ing adequate housing facilities has 
become a problem of major im-
portance in most developing coun-
tries of the region. In China 
in 1984, the average residential 
floor space per person in house-
holds with wage earners was 7 
square metres in cities and 8 
in country towns.21 The com-
parable figures in Sri Lanka in 
1981/82 were 13 square metres 
in urban areas, 12 in rural areas

20 . . . “The number of water taps 
per 1,000 persons is a better indica-
tion of health than the number of 
hospital beds”, World Health Statis-
tics, 1985 (Geneva, World Health Or-
ganization, 1985), p. 49.

21 A Survey o f  Income and House-
hold Conditions in China (Beijing, 
China Statistical Information and Con-
sultancy Service Centre, 1985), pp.
207 and 228.

and 4 in estates.22
Some information regarding 

water supply and waste disposal 
facilities in selected developing 
countries in the region is avai-
lable in figure II .7. Rural water 
supplies had improved in all coun-
tries except Bangladesh. In urban 
areas also, the coverage has become 
generally higher. However, in 
two countries, Nepal and Thailand, 
there has been a marked decrease 
in the water supply coverage 
since 1975: the percentage in 
Nepal decreased from 85 in 1975 
to 71 in 1983 and the corres-
ponding figures for Thailand are 
69 and 50 per cent.

Sanitation is a more severe 
problem. In rural areas, there 
has been an improvement between 
1970 and 1983 except in Burma, 
India and Nepal. The percen-
tage of population having access 
to facilities in Bangladesh, India 
and Nepal was 2, 1 and 1 respec-
tively in 1983. Sri Lanka, Thai-
land and Indonesia have better 
coverage, with 63 per cent (1980) 
44 per cent (1983) and 30 per 
cent (1983), respectively.

In urban areas, there has 
been a sharp decrease in the pro-
portion of population covered 
by sanitation services with few 
exceptions. The percentage of 
population covered decreased in 
Bangladesh from 87 per cent 
in 1970 to 21 per cent in 1983, 
in India from 85 per cent to 30 
per cent, in Indonesia from 50 
per cent to 31 per cent, and in 
Thailand from 65 per cent to 
50 per cent. There are difficulties 
in comparing these numbers aris-
ing out of, among other factors, 
definitional changes. Nevertheless, 
the growth in urban population 
without adequate resources for 
services is possibly an important

22 Report on Consumer Finances 
and Socio-economic Survey 1981/82: 
Sri Lanka (Colombo, Central Bank 
of Ceylon, 1984), part I, table 3.22.

reason for such degradation and 
hence the concern about the 
health situation in large cities.

B. CONDITIONS OF HEALTH

Health status

Given deficiencies in nutri-
tion, poor housing and other in-
adequately sanitary conditions of 
living, one must expect rather 
low levels of health conditions 
in most developing countries in 
the region. Some indicators of 
health conditions are provided 
in table II.10 (p. 125). These indi-
cators are average life expectancy at 
birth, infant mortality and the 
crude death rate.

Life expectancy has risen dra-
matically over the last 25 years. 
In several countries, life expectancy 
increased by 10 years or more. 
Improvements have been most 
impressive in China, the Islamic 
Republic of Iran and the Republic 
of Korea. In others, the gain 
has been substantial. There is 
not one where life expectancy 
has declined. However, it is worth 
pointing out that there are only 
nine countries, one half of the 
sample, in which it was higher than 
60 years, an objective adopted by 
the World Health Organization 
(WHO). The figure is close to 
50 or below in Indonesia, Nepal, 
Pakistan and Papua New Guinea.

Similarly, major improvements 
have been effected in infant mor-
tality rates and crude death rates. 
In some cases, the change has 
been most dramatic; China, for 
instance, succeeded in cutting the 
infant mortality rate from 165 
in 1960 to 36 in 1984. Fiji and 
Malaysia have brought it down 
to 28 and 17 respectively from 
fairly high levels. Here again, 
some worrisome facts deserve men-
tion. The targeted reduction 
of infant mortality rate to 50 
per 1,000, as espoused in the 
“Global strategy for health for
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Figure II.7. Selected developing countries in the ESCAP region. Percentages of population covered by water sup-
ply and sanitation, 1970 and 1983

Source: World Health Statistics, 1985 (Geneva, World Health Organization, 1985).

a 1980.
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all by the year 2000” ,23 adopted 
at the thirty-fourth World Health 
Assembly, has so far been achieved

23 Global Strategy for Health for 
All by the Year 2000 (Geneva, World 
Health Organization, 1981), p. 76.

in only one half of the countries 
in the sample. In Bangladesh, 
the Islamic Republic of Iran, 
Nepal and Pakistan, the infant 
mortality rate remains well above 
100 per thousand of new-born 
babies and in Viet Nam there

has been a rise over the last 25 
years. The crude death rate is a 
less accurate indicator of health 
conditions than the infant morta-
lity rate and generally reflects, 
with some distortion, changes in 
the latter. In 9 of the 16 coun-

Box II.3. The quality of life in urban settlementsa
The trend towards urbanization 

in developing countries of the region 
has been elaborated in chapter II. 
While growth rates of population 
in several major cities have started 
to decline during the recent past, 
the massive concentration of popu-
lation in large cities will continue 
in absolute terms for the years to 
come. The region can anticipate 
a gradual shift in the incidence of 
poverty from rural to urban areas, 
though rural poverty will still re-
main a major problem.

Housing in many large cities 
of the region often costs $10,000 
to $15,000, which is estimated to 
be affordable by less than 40 per 
cent of the urban households. Public 
sector intervention in the low-in- 
come housing market generally re-
mains weak. Many poor urban dwel-
lers, therefore, resort to self-help 
housing construction in unauthorized 
settlements. In addition to the 
existing population suffering from 
deficient housing stock, the increas-
ing number of poor urban dwellers 
will be compelled to find their hab-
itat in slums and squatter settle-
ments.

A recent aerial photo study 
of the Bangkok Metropolitan area 
has identified some, 1,000 slums 
and squatter settlements where an 
estimated 1.1 million, or 20 per 
cent, of the metropolitan popula-
tion live. In Calcutta, Colombo

a Based on ESCAP, State o f  
the Environment in Asia and the 
Pacific, vol. 1 (ECU/OES/MCEA/PM/ 
4), 1985; National Housing Authori-
ty, “Bangkok Metropolitan region 
housing and urban poor sector study”, 
Draft Final Report (National Econo-
mic and Social Development Board, 
November 1985); and The World Bank, 
Poverty, Shelter, Poverty and Basic 
Needs Series (Washington, D.C., 1980).

and Karachi, about 40-45 per cent 
of the people live in substandard 
neighbourhoods. Metropolitan Mani-
la officially recorded 415 slums and 
blighted areas in 1979 containing 
more than 30 per cent of the en-
tire city population, and such popu-
lation is estimated to be increasing 
by 12 per cent per annum. The 
heavy concentration of dwellings is 
very common in these slum areas 
and the degree of overcrowding is 
further aggravated by the practice 
of subdividing existing units to ac-
commodate more families.

The proportion of urban house-
holds with individual piped water 
rarely exceeds 50 per cent in the 
region, and it is often below 20 per 
cent. The poor majority rely on in-
termittent supplies from public stand-
pipes, or they buy from street vendors; 
the poorest households often have 
to spend almost 15 per cent of their 
monthly income on water, while the 
well-to-do with house connection ser-
vice can frequently benefit from 
the subsidized water projects.

Practically all cities in the de-
veloping ESCAP countries lack ap-
propriate garbage disposal services. 
In Bangkok, though the areal coverage 
of the garbage collection network 
extends to some 80 per cent of the 
metropolitan population, in practice 
only 50-55 per cent of the city’s 
refuse is actually collected and dis-
posed of. In many cities, the slums 
and squatter settlements and out-
lying fringe areas are not covered, 
unless the communities make special 
arrangements with garbage workers. 
Widespread scavenging takes place 
at refuse dumps and land-fill sites, 
and indeed some squatters are settling 
in these sites as scavengers. In Dhaka 
and Karachi, the municipal service 
collects no more than 30-40 per 
cent of household refuse. Serious 
levels of heavy metal and other pollu-
tants have often been reported in 
rivers and coastal waters in and around

metropolitan areas, owing to the 
increasing discharge of industrial and 
domestic wastes without treatment. 
In China, about 8,000 industrial 
enterprises had to be shut down 
in 1981 because of their polluting 
impact. The river near Tianjan showed
17 times the allowable level of mer-
cury content at the entrance of the 
city’s largest water supply plant.

In the 1970s, a series of new 
policies for low-income housing and 
settlement emerged in place of the 
earlier approach of slum clearance 
and public housing. During the 1950s 
and 1960s, while many governments 
tolerated or simply ignored the pres-
ence of burgeoning squatter settle-
ments, some attempted to eliminate 
these settlements by mass eviction 
of residents and outright demolition 
of substandard structures. On the 
other hand, public housing projects 
were promoted to a limited extent. 
However, it is now well recognized 
that except in a few notable cases, 
as in Hong Kong and Singapore, these 
official housing projects largely failed 
to provide decent housing for the 
poorer urban residents. These pro-
jects were unable to cope with the 
magnitude of demands, involved huge 
subsidies, set standards which were 
too high and rigid and were some-
times located too far from the inner 
city areas. High-rise flats constructed 
by government agencies often neg-
lected the needs and life-style of 
people in the urban informal sector 
engaged in small business activities 
or home industries involving family 
labour. It is also not uncommon 
for former slum dwellers, after being 
relocated from slums and accom-
modated in public housing, to sell 
their tenancy right to better-off 
people and go back to the slums.

The new approach, as represented 
by slum upgrading, of provision 
of services on site and aided self- 
help housing, emphasizes a “self- 
help” component in housing and
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tries, the crude death rate has 
been reduced below the two- 
digit level, the improvement in 
several countries has been quite 
striking.

These improvements are partly 
a result of the rise in living con-

ditions brought about during the 
last generation. Yet there re-
mains widespread prevalence of 
communicable diseases in most 
developing countries of the re-
gion. In Bangladesh, communi-
cable diseases are still the major 
diseases and the resulting mor-
tality and morbidity are very 
high.24 Communicable diseases 
account for more than two thirds 
of the total mortality and mor-
bidity in India.25 Infectious di-
seases continue to dominate mor-

2 4 Bangladesh, Planning Commis-
sion, The Third Five Year Plan 1985-90 
(Dhaka, 1985), p. xv-4.

2 5 India, Planning Commission, 
Seventh Five Year Plan 1985-90 (New 
Delhi, 1985), vol. II, p. 275.

bidity and mortality patterns in 
Pakistan. In Papua New Guinea, 
“the chief cause of mortality 
and morbidity is still infectious 
diseases. These diseases are pre-
ventable and a number of them 
are debilitating” .26 In Thailand, 
mortality from infectious diseases 
such as pneumonia, tuberculosis, 
malaria and diarrhoeal diseases 
declined sharply during 1960-1984. 
However, some infectious diseases 
remain significant factors in mor-
bidity. In fact the incidence of 
diarrhoea, measles, typhoid and

26 Ken Gannicott and Jeff Richard-
son with John Eyres, “Problems, poli-
cies and perspectives in human resources 
development in Papua New Guinea” 
(mimeographed) (September 1986), 
p. 28.

environmental improvement. It is 
assumed that people would be will-
ing to invest in and improve their 
own houses once they were assured 
of certain rights, including tenurial 
rights. “Self-help” housing does 
not always imply that the poor can 
be totally self-reliant; people’s ini-
tiatives and organizations need to 
be supported by the governments, 
and sometimes international agencies, 
in terms of finance, technology and 
access to relevant supplies. The 
success of the approach has been 
exemplified by such innovative at-
tempts in the region as, to name 
a few, the “Nadi” programme in 
Kuala Lumpur (characterized by multi-
agency, comprehensive delivery of 
services with direct participation of 
the beneficiary poor groups), “land- 
sharing” projects in Bangkok (involv-
ing squatter people’s acquisition of 
part of the occupied land at a con-
cessionary price as an alternative to 
eviction), and the “Orangi” project 
in Karachi (starting with a locally- 
designed sanitary system with appro-
priate technology adaptation in an 
extensive squatter settlement). While 
the new approach, now adopted by 
many Governments in the region, 
has not yet solved all urban housing 
problems, it represents a clear change 
in perception. Whereas previously 
slums were considered merely a con-
centration of misery and a threat 
to the overall human settlements 
situation, now planners recognize that 
low-income settlements do contain 
viable communities capable of upgrad-
ing the quality of life in their own 
settlements, and therefore these com-
munities should be protected and 
supported to let them develop accord-
ing to their own dynamism. Without 
such development, malnutrition as-
sociated with poverty, unsatisfactory 
housing, inadequacy of pure drinking 
water and poor sanitary conditions will 
severely aggravate health problems 
in urban areas.

Table II.10. Health status in selected Asian and Pacific countries, 1960 
and 1984

Life expectancy Infant mortality Crude death
year rate rate

1960 1984 1960 1984 1960 1984

Bangladesh 48-54 56 159 124 21 15

Burma 45-47 57 149 67 20 11
China 53 68 165 36 11 7
Fiji 64 68a 68 28a 10 5

India 45-47 56 139 90 23 12

Indonesia 47 53 125 97 21 12

Iran (Islamic Republic of) 46 61 163 112 24 9

Malaysia 56-58 68 69 28 9 6

Nepal 36 46 195 135 37 18
Pakistan 47 52 142 116 17 15
Papua New Guinea 41 51 165 69 13
Philippines 49-53 61 99 49 8 8
Republic of Korea 52 65 45 28 16 6

Sri Lanka 62 68 57 37 9 6
Thailand 54-59 62 44 8 8

Viet Nam 63 43 50 7 8

Sources: ESCAP/UNICEF, The 1980 Asia and the Pacific Atlas o f  Children in 
National Development (1982), United Nations, Monthly Bulletin o f  Statistics, vol. 
XL, No. 7 (July 1986); The World Bank, World Tables, 3rd ed., vol. II, Social Data; 
and The World Bank, World Development Report 1986 (New York, Oxford University 
Press, 1986).

a 1983.
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food poisoning has shown an 
upward trend from 1979.27

Over the last decade, mala-
ria was considered to be well 
under control in the region. Never-
theless, the resistance of the vec-
tor to insecticide and of the para-
site to treatment, and the rising 
cost of the drugs and the expan-
sion of irrigation projects for 
high-yielding agricultural crops have 
renewed concern about this disease. 
In 1983, there was a resurgence 
of malaria in Indonesia, Sri Lanka 
and Viet Nam.28 In countries 
where there has been a dramatic 
decrease in the incidence of mala-
ria during the last decade, including 
India and Thailand, close sur-
veillance is still necessary as mi-
gratory populations may carry 
the disease with them to other 
parts of the country.

Tuberculosis is still a major 
public health problem. In 1983, 
around 700,000 cases were re-
ported in the group of countries 
comprising Bangladesh, Bhutan, 
Burma, India, Indonesia, Maldives, 
Mongolia, Nepal, Sri Lanka and 
Thailand.29 The lack of detec-
tion of infection and irregular 
maintenance treatment explain the 
failure to register a significant 
reduction over the last decade. 
Leprosy remains endemic in this 
group of countries where five 
million cases were estimated to 
exist in 1982, representing 50 
per cent of the reported cases 
in the world. Burma, Bangladesh 
and Maldives are among the worst

2 7 Thienchay Kiranandana, “Prob-
lems, policies and perspectives of human 
resources development in Thailand” 
(mimeographed) (September 1986), 
p. 31.

28 World Health Organization, Re-
gional Office for South-East Asia, 
Health Care in South-East Asia (New 
Delhi, 1985), pp. 16-29; and Sophie 
Quinn-Judge, “Shortages confront Viet-
nam’s health care”, Indochina Issues 65 
(April 1986), p. 4.

29 Ibid., p. 17.

affected countries.30 Diarrhoea is 
still an important cause of illness 
and death, particularly among in-
fants and children. In 1983, 
20 per cent of deaths in Bangla-
desh, Indonesia, Nepal and Sri 
Lanka in the age group under 
5 years were due to diarrhoea.31 
Diphtheria, measles, pertussis, teta-
nus and poliomyelitis are still 
major causes of concern. Finally, 
visual impairment, blindness and 
dental problems affect a large pro-
portion of the population, es-
pecially in rural areas.

C. MEDICAL AND HEALTH 
SERVICES

1. Indicators of health services

A part of the reason for 
improved conditions of health 
is that governments have moved 
decisively to provide medical and 
health services. At the same 
time, the private sector has also 
made useful contribution. Table 
II.11 contains some indicators 
of the facilities available in se-
lected developing countries of the 
region. The first of these indi-
cators is the number of persons 
per physician. This number is 
very high in Afghanistan, Indonesia, 
Maldives, Nepal, Papua New Guinea 
and Solomon Islands. The number 
of persons per bed indicates a some-
what similar pattern with some al-
terations. However, the smaller 
economies in the region, including 
those in the Pacific subregion, 
seem to rank quite high on this 
indicator. The number of nurses 
per physician is partly indicative 
of the number of paramedical 
personnel available in each coun-
try and the nature of the ser-
vices provided by the physicians. 
In Afghanistan, Bangladesh, Bur-
ma, India and Pakistan, nurses are 
even rarer than doctors. The

30 Ibid.
31 Ibid.

Philippines, which is a large-scale 
exporter of nursing personnel, 
also comes reasonably close to 
this group of countries. As in-
dicative of the nature of the ser-
vices provided by physicians, the 
number of nurses per physician 
follows roughly the same pat-
tern as the number of persons 
per hospital bed. Where hospital 
beds are numerous so are nurses. 
The number of hospital beds per 
physician is more directly indi-
cative of the nature of the me-
dical practice in each country. 
Hospital-based curative services 
seem to be more prevalent in 
Brunei Darussalam, the Cook Is-
lands, Fiji, Hong Kong, Indonesia, 
Malaysia, Nepal, Niue, Papua New 
Guinea, the Philippines, Samoa, 
Solomon Islands, Sri Lanka and 
Thailand than in others. In these 
other countries, there is probably 
a deployment of physicians on 
public health work and curative 
work not associated with hos-
pitals.

It is well to note some of the 
limitations of these indicators be-
fore proceeding further. There 
are many medical practitioners 
besides the physicians shown in 
table II.11 practising medicine 
in these countries. Those prac-
tising traditional medicine in South- 
East and East Asia and ayurveda 
in South Asia probably outnum-
ber these physicians. Further, 
the number of people per hospi-
tal bed is not indicative of the 
intensity of use of these facilities. 
The number of days spent by 
a patient suffering from diar-
rhoea or upper respiratory in-
fections generally tend to be 
much less than by one suffering 
from the degenerative diseases 
such as arthritis or dementia. 
Since diseases of the first kind 
tend to be more common among 
the relatively youthful population 
of developing countries in the re-
gion, direct comparisons with fa-
cilities in developed countries may
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be somewhat misguided. However, 
when used with adequate care 
these indicators may well bring 
out the main features of inade-
quate medical facilities in the 
developing countries of the region. 
In some countries of the region, 
it is not uncommon for the less 
seriously ill patients to sleep on 
the floor.

2. Distributional aspects

The figures in table II.11 
are averages for each country. 
These averages hide, as they often 
do, wide variations in the quan-
tity and quality of the services 
available to persons in different 
parts of each country and to 
different income groups. Despite 
continued effort in recent years,

essential health care covers only 
30 per cent of the total popu-
lation in Bangladesh. Most of 
the health establishments outside 
the major cities lack essential 
physical and functional facilities 
as well as manpower.32 In China, 
80 per cent of the total popu-
lation reside in the country side, 
yet only 52 per cent of medical 
professionals work there. Of 
these, 90 per cent lack adequate 
training.33 Forty per cent of 
the population in India do not

3 2 Bangladesh, Planning Commis-
sion, The Third Five Year Plan . . pp. 
xv-1 and xv-3.

33 Ruan Liansan, ‘ Problems, policies 
and perspectives in human resources 
development in China” (mimeographed) 
(September 1986), p. 31.

have access to medical facilities 
within a distance of five kilo-
metres from their homes. The 
proportion is nearly two thirds 
in the north-eastern region (in-
cluding Manipur, Nagaland, Tripura 
and Arunachal Pradesh), indicating 
substantial disparity in access to 
medical facilities among regions.34 
In Malaysia, despite significant im-
provements in the spatial distribu-
tion of public health care facilities, 
registered doctors per 10,000 popu-
lation in 1983 ranged from 8.2 
in the Federal Territory to 1.3 
in the States of Sabah and Treng-

34 Brahm Prakash and Yash Agarwal, 
“Development of human resources: 
education, training, health and nutri-
tion in India” (mimeographed), p. 80, 
table 13.

Table II.11. Selected developing economies in the ESCAP region. Indicators of health facilities, the early 1980s

Year
Population

per
physician

Population 
per 

hospital bed

Nurses
per

physician

Hospital beds 
per 

physician

Afghanistana 1982 14 472 4 813 0.9 3.0
Bangladesh 1985 6 703 3 634 0.4 1.6
Brunei Darussalamb 1983 1 793 239 5.4 7.5
Burma 1984 3 995 1 406 0.6 2.8
China 1983 1 768 493 1.4 3.6
Cook Islands 1981 944 126 3.4 7.9
Fiji 1981 2 232 364 4.3c 6.3
Hong Kong 1984 1 163 223 2.9 5.2
India 1981 2 546 1 265 0.6 2.0
Indonesia 1984 9 060 1 473 2.5 6.1
Iran (Islamic Republic of) 
Malaysia (Peninsular

1985 2 551 661 1.8 4.0

Malaysia) 1983 3 429 419 6.3 8.4
Maldives 1984 8 652 3.6
Mongolia 1983 426 1.9
Nepal 1984 28 115 5 268 3.5 5.3
Niue 1980 1 500 71 17.0 21.0
Pakistan 1985 2 263 1 721 0.3 1.3
Papua New Guinea 1980 16 052 243 8.7 66.1
Philippines 1984 6 561 753 1.3 8.7
Republic of Korea 1984 1 471 598 1.9 2.5
Samoa 1981 1 492 231 5.5 10.8
Singapore 1984 1 007 261 3.1 3.9
Solomon Islands 1983 7 353 351 17.7c 21.0
Sri Lanka 1984 5 528 355 2.5 15.6
Thailand 1982 6 332 734d 5.6 8.6

Sources: ESCAP, Statistical Yearbook for Asia and the Pacific, 1981, 1982 and 1984; and national sources.
a Data relate to persons employed in a government service. b Data include authorized physicians. c Including mid-

wives. d 1981.
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ganu. Interstate differences in 
infant mortality fell, but remained 
substantial.35

In Papua New Guinea, infant 
mortality rates range from close 
to 30 in the province of North 
Solomons to nearly 120 in South-
ern Highlands. There also exist sig-
nificant inter-province differences 
in life expectancy.36 Over 80 
per cent of hospital beds in the 
Republic of Korea are located 
in urban areas which also con-
tain a similar or even higher pro-
portion of single practitioner’s 
clinics, oriental medicine clinics 
and midwifery clinics. The se-
verity of the differences is, how-
ever, partially mitigated by govern-
ment facilities such as health 
centres and primary health posts, 
most of which are in rural areas.37 
In Tonga, 75 per cent of medical 
practitioners and more than 50 
per cent of the total medical 
work force are employed in the 
main hospital. The rest are dis-
tributed among the outer islands.38

The regional differences in 
accessibility to medical services 
within countries parallel differences 
of access to health facilities among 
people in different income groups. 
Although little documented evi-
dence is available regarding this 
aspect, in general, people in lower 
income classes have less access 
to health facilities and are less 
healthy. In Metro Manila, for in-

35 Malaysia, Mid-term Review o f  
the Fourth Malaysia Plan 1981-1985 
(Kuala Lumpur, 1984), p. 161, table 
5-7.

36 Gannicott and Richardson, op. 
cit., p. 54, appendix table 5.

37 Choo Hakchung and Lee Shi- 
Baik, “Problems, policies and perspec-
tives in human resources development 
in the Republic of Korea” (mimeo-
graphed) (September 1986), pp. II-2- 
II-3.

3 8 Tonga, Central Planning Depart-
ment, Mid-term Review Fourth De-
velopment plan 1980-1985 (Nuku’alofa,
1985), pp. 19/8 and 19/13.

stance, it was reported that infant 
mortality in the slums was three 
times higher than that in the 
rest of the city.39 In the bustees 
(slums) of New Delhi, the overall 
child mortality rate (0-5 years) 
was found to be 221 per thousand 
against the Indian national average 
of 90.40 These findings probably 
apply in many other cases.

There are also some indica-
tions of probable sex discrimina-
tion in health care, especially 
in the early years of life. Data 
on age-specific sex mortality ratios 
of eight countries are presented 
in table II.12. Among the infants, 
female mortality is lower in all 
these countries; whereas among 
the toddlers and children, it is 
higher in five countries. These 
data, therefore, show a mixed 
picture; mortality is also not 
necessarily the best indicator of 
lack of health care. However, 
based on sex differentials in infant

39 S. Basta, “Nutrition and health 
in low income urban areas of the third 
world”, Ecology o f  Food and Nutri-
tion, vol. 6 (1977), p. 115.

40 G.J. Ebrahim, “Health care and 
 dna sdrahciR .J.P ni ,”roop nabru eht

A.M. Thompson, eds, Basic Needs 
and the Urban Poor (London, Groom 
Helm, 1984), p. 95.

and child mortality in 34 develop-
ing countries including those listed 
in table II.12, a recent report 
of the World Health Organization 
concluded that in the postnatal 

-fid . . ." ,spuorg-ega raey 4-1 dna
ferential feeding, lower rates of 
attendance for immunization and 
maternal and child care, and 
less prompt medical attention lead 
to higher morbidity and morta-
lity in girls” .41

D. SELECTED ISSUES IN 
HEALTH POLICY

There are two areas of policy 
which cover the major issues 
in health services. These are the 
pattern of resource use and the 
financing of expenditure on health 
services. In the pattern of resource 
use, the allocation to primary 
health in contrast to curative 
services is perhaps the most im-
portant. The services of a primary 
health care system depend very 
much on the active participation 
by the community in its design 
and implementation. The pattern

41 World Health Organization, “Eval-
uation of strategy for health for all 
by the year 2000: seventh report of 
the world health situation” (mimeo-
graphed) (A/39/3), p. 65.

Table II.12. Sex mortality ratio (male/female) among infants, toddlers 
and children in selected countries

Infants Toddlersa Childrenb

Bangladesh 1.18 0.73 0.84
Fiji 1.19 0.92 1.04
Indonesia 1.30 1.15 1.31
Malaysia 1.31 1.41 1.19
Nepal 1.03 0.89 0.95
Pakistan 1.05 0.65 0.68

Sri Lanka 1.04 0.63 0.87
Thailand 1.08 1.42 0.65

Source: World Health Organization, “Evaluation of the strategy for health for
all by the year 2000” (mimeographed) (A/39/3), p. 66.

a   dnoces neewteb :nerdlihC b .syadhtrib dnoces dna tsrif neewteb :srelddoT
and fifth birthdays.
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of resource use is also important 
in deciding upon the kind of edu-
cation and training imparted to 
medical personnel and in the choice 
of equipment for use in treatment. 
Finally, it is essential to inquire 
into the intensity in the use of 
facilities and equipment.

1. Primary health care
Following the Declaration of 

Alma Ata which asserted that 
health is a universal human right 
and that Governments should pur-
sue policies to provide accessi-
ble, affordable and socially rele-
vant health care to all,42 primary 
health care has been recognized 
as an important means of satis-
fying the health needs of develop-
ing countries. Most countries 
of the region are signatory to the 
Declaration. Targeted primarily 
on rural areas and the urban poor, 
primary health care offers the 
possibility of expanded access to 
the most cost-effective forms of 
intervention, even in the poorest 
countries. Under primary health 
care, provision is made for im-
munization against common infec-
tious diseases, prenatal care, quali-
fied birth attendants, control of 
vector-borne diseases and health 
education. In addition, primary 
health care includes non-medical 
activities such as nutrition edu-
cation, food fortification and pro-
vision of safe water supplies and 
improved sanitation. It has been 
estimated that a fully successful 
programme of primary health care 
will increase life expectancy at 
birth in the average Asian com-
munity by over 10 years.43

42 World Health Organization, Alma- 
Ata 1978: Primary Health Care, Report 
of the International Conference on 
Primary Health Care (Alma-Ata, the 
USSR, 6-12 September 1978) (Geneva, 
1978).

43 Fredrick Golladay, “Health prob-
lems and policies in the developing 
countries”, World Bank Staff Working 
Paper 412 (Washington, D.C., August 
1980), pp. 26-27.

The potential significance of 
primary health care has received 
widespread recognition among de-
veloping countries in the region. 
In the third five-year plan (1985- 
1990) of Bangladesh, nearly three 
fourths of the health programme 
budget has been allocated to 
primary health care activities.44 
China, with its barefoot doctors, 
decentralized system of health 
care services and mass mobili-
zation is viewed as one of the 
most inspiring examples in the 
design of primary health care.45 
In India, the priority given during 
the sixth plan (1980-1985) to 
the development of primary health 
care with a network of commu-
nity health centres, primary health 
centres and subcentres has been 
retained in the succeeding five- 
year plan.46 In Indonesia, a 
million health volunteers are work-
ing in 40,000 villages to help 
communities in protecting chil-
dren’s health.47 Papua New 
Guinea has taken important steps 
towards primary health care by 
setting up a comprehensive child 
health service, establishing an ex-
tensive network of health aid 
posts within two-hour walking 
distance of 96 per cent of the 
population, and by engaging com-
munity health workers.48 In Thai-
land, the allocation to primary 
health care in the budget of the 
Ministry of Public Health has risen

44 A. Samad, “Human resources 
development in Bangladesh: problems, 
policies and perspectives” (mimeo-
graphed) (September 1986), p. 40.

45
China: the Health Sector, A

World Bank country study (Washing-
ton, D.C., The World Bank, 1984), 
p. 40.

46 India Planning Commission, 
Seventh Five Year Plan . . . , pp. 270 
and 273.

47 United Nations Children’s Fund, 
The State o f  the World’s Children
1986 (New York, 1986), p. 40.

4 8 Gannicott and Richardson, op.
cit., pp. 32-33.

from about one third in 1982 to 
nearly two fifths in 1985.49

Despite the commitments, the 
provision of primary health care 
faces a variety of obstacles in 
the countries of the region. These 
pertain to insufficient financial 
resources, inadequate manpower, 
poor training of personnel re-
sources, weaknesses in health edu-
cation, lack or inadequacy of 
community involvement and prob-
lems of intersectoral co-ordination. 
The recent development plans of 
many countries propose a variety 
of measures to alleviate them, 
too numerous to be dealt with 
here. In most countries, modern 
health systems have tended to 
be centred on expensive, hospi- 
tal-based curative care which, as 
indicated earlier, also tended to 
be concentrated in urban areas. 
By contrast, in spite of recent 
trends towards urbanization, an 
overwhelming majority of the pop-
ulations in these countries still 
live in the rural areas. Greater 
attention to primary health care, 
therefore, is likely to contribute 
to greater cost-effectiveness in 
the use of resources allocated to 
health care services. Since suc-
cess with primary health care 
requires that the programme be 
treated as a package with each 
measure reinforcing the other and 
that areas adjacent to one another 
implement the programme at the 
same time, it requires substantial 
resources and management capa-
city to implement a successful 
programme of primary health care. 
Some reviews of the experience 
in several countries in Africa 
have demonstrated the weakness 
of attempts to implement parts 
of the programme in selected 
areas in isolation.50 It may be

4 9 Kiranandana, op. cit., pp. 39-40.
5 0 See “Primary health care is not 

curing Africa’s ills”, The Economist 
(31 May 1986), pp. 93-96.
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useful to conduct some similar 
studies in countries in this region.

2. Education and training

A common criticism of medi-
cal education is that the courses 
are lengthy and costly, that in 
some respects the learning is 
irrelevant to the main problems 
of public health in the country 
and that the numbers trained 
are inadequate. These charac-
teristics of medical education are, 
to some degree, the consequence

of efforts on the part of the pro-
fession to emulate standards of 
training in the most advanced 
countries with much larger re-
sources than developing coun-
tries can afford. The advances in 
scientific knowledge relevant to 
medical practice, especially in bio-
chemistry and medical engineer-
ing, have made medical studies 
both more arduous and costly. 
While this learning builds up the 
self-confidence of medical practi-
tioners, especially in their rela-
tions with counterparts in other

countries, and is certainly useful 
in the treatment of patients, 
it is argued that that part of their 
learning is less relevant to the 
major features of the pattern 
of morbidity in developing coun-
tries. However, since there is no 
evidence that physicians and sur-
geons with such training suffer 
from a lack of demand for their 
services, the problem lies in part 
with the pattern of distribution 
of purchasing power. It can hardly 
be dealt with by reforms in medi-
cal education alone.

Box II.4. Health policy in Chinaa
The success of China in improv-

ing the health of its population far 
exceeds what can be expected at 
its stage of development. Life ex-
pectancy in China is one of the highest, 
and the crude death rate one of the 
lowest, among developing countries 
in the region. There are several ele-
ments in Chinese health policy un-
derlying this remarkable achievement.

Despite occasional set-backs, there 
has been a strong commitment on the 
part of the Government to improving 
the health of the people. This has 
been reflected in the allocation of 
sizeable resources to the health sector. 
As of the early 1980s, expenditure 
on health has generally exceeded 
3 per cent of the country’s gross do-
mestic product, financing of which 
has been shared by the State, com-
munity organizations and individuals. 
In rural areas, an important mecha-
nism for mobilizing resources has 
been the co-operative health insurance 
system.

China has consistently pursued 
a policy of “prevention first”. Shortly 
after 1949, successful campaigns were 
carried out to eliminate such pests 
as rats, flies, mosquitoes and bedbugs. 
A large part of the dramatic increase 
in the production of pharmaceuticals

a Based on Beijing Review, vol. 
29, No. 17 (28 April 1986); Ruan 
Liansan, “Problems, policies and per-
spectives in human resources develop-
ment in China” (mimeographed) (Sep-
tember 1986); and The World Bank, 
China: The Health Sector (Washing-
ton, D.C., 1984).

has been in vaccines and chemicals 
used in preventing and curing infec-
tious diseases and in controlling the 
vectors of major endemic disorders 
such as malaria and schistosomiasis. 
The emphasis on prevention is re-
tained in the country’s seventh five- 
year plan (1986-1990). However, with 
the achievement of dramatic reduc-
tions in morbidity and mortality, 
progressively greater emphasis is being 
placed on curative aspects of health 
care.

The success of preventive strate-
gy has been largely due to the abili-
ty of the Government to mobilize 
the masses by organizing nation wide 
health campaigns. The first campaign 
was launched in 1951 and since then 
there has been an average of four 
or five campaigns per year supported 
by an effective organizational network 
at all levels closely linked to political, 
administrative and economic organi-
zations. At each level from the na-
tional, provincial, and prefectural to 
commune and brigades, there has 
been a small full-time health cam-
paign staff reporting to health cam-
paign committees which also existed 
at all levels and included high-ranking 
party and government officials as 
well as the representatives of mass 
organizations such as the youth league 
and women’s federation.

The concern with prevention led 
to the pursuit of a health strategy 
extending beyond the health system. 
In particular, improved nutrition, pro-
vision of safe drinking water, sanita-
tion, waste disposal and reduction 
of fertility have all been viewed as 
essential ingredients in the success

of the health strategy. Since 1971, 
the water quality of five large river 
systems, 177 rivers and 5,000 lakes 
has been systematically monitored, 
According to the seventh five-year 
plan, 80 per cent of the rural popu-
lation will have safe drinking water 
by 1990.

Finally, an important element 
in the health policy of China had 
been the provision of adequate man-
power for rural health care. Clearly 
recognizing that training requirements 
for giving vaccinations or assisting 
communities in environmental sanita-
tion are far less than those for cura-
tive care, health manpower policy 
laid a great deal of emphasis on the 
provision of lower-level staff without 
ignoring the need for providing the 
minimal level of curative care for 
large numbers. In 1985, some 784,000 
health professionals were working in 
villages along with nearly 1.3 million 
other health workers, including “vil-
lage doctors” comprising “barefoot 
doctors” or “upgraded barefoot doc-
tors”.

As the basics of hygiene and 
preventive health care have become 
well established, increasing attention 
is being paid to  upgrading the skills 
of health manpower and provision of 
curative services. During the seventh 
five-year plan, the Government aims 
at increasing the number of hospital 
beds by 400,000, building 16 general 
hospitals at State expense and train-
ing more professional health work-
ers whose number will increase by 
770,000, of whom 560,000 will 
be doctors trained in both traditional 
Chinese and western medicine.
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Partly in order to meet some 
of these criticisms, several coun-
tries of the region have instituted 
reforms in medical education. The 
scheme for the reorientation of 
medical education introduced dur-
ing the sixth five-year plan in 
India is illustrative of these re-
forms. The objectives of the 
reforms were to (a) introduce 
a community-medicine bias in the 
training of undergraduate medical 
students with emphasis on pre-
ventive and promotive services,
(b) bring about a change in the 
role of medical colleges so that 
they become an integral part of 
the health care system and do 
not function in isolation, (c) 
effect attitudinal change in facul-
ty members so that the hospi-
tal-based and disease-oriented train-
ing system was progressively com-
plemented by community-based 
and health-oriented training and 
(d) develop effective linkages bet-
ween primary health centres, dis-
trict hospitals and medical colleges. 
However, the results achieved were 
modest owing to, among others, 
a lack of commitment at all levels 
and the absence of effort in restruc-
turing teaching and training pro-
grammes at the colleges.51

If the emphasis on primary 
health care were to bear fruit, 
there would have to occur paral-
lel changes in the systems of 
medical education and training. 
Under primary health care, in 
addition to dispensing their skill 
in treating diseases, doctors will 
assume leadership roles in plan-
ning, organizing and following 
up diverse activities. Reforms 
in schemes of medical education 
and training systems may need 
to be more thorough and far- 
reaching than they have been 
hitherto.

Another aspect of education

51 India, Planning Commission, 
Seventh Five Year P l a n . . . ,  pp. 271- 
272.

and training systems which im-
pinges on the efficiency of re-
source use is the balance among 
different categories of medical 
personnel. For instance, a normal 
ratio of physicians to nurses is 
often taken as 1:3. As shown 
earlier, there is wide divergence 
from this ratio in some countries 
of the region. There are proba-
bly similar imbalances among other 
categories of medical personnel. 
These balances will depend on 
morbidity patterns, the nature of 
organization for health care, the 
technology in use, relative wages 
and other factors. Systematic 
research on these lines may con-
tribute to a more efficient and 
effective use of resources in health 
care.

3. Choice of technology in 
health care

An efficient use of resources 
also demands a rational choice 
of technology for health care. 
In this respect, experience of 
developed countries is particularly 
illuminating. It has been argued 
persuasively in one recent study 
that the sophistication and the 
volume of equipment used to 
produce particular health services 
are often neither technically jus-
tifiable nor cost-efficient.52 Based 
on an analysis of growth and 
the variety of pathological tests 
in England and the consumption 
of radiology services in France, 
it was concluded that the kind 
of growth in their use, steadily 
progressive and haphazardly varied, 
represented “technological creep” . 
The equipment and the tests 
were used because they were 
there. The same argument applied 
to the use of new and highly- 
advanced technologies. Based on

52 See A. Griffiths, “Economics and 
health: developed countries”, in A.
Griffiths and Z. Bankowski, eds., Econo-
mics and Health Policy (Geneva, 1980), 
pp. 53 and 59-64.

the use of electronic foetal moni-
toring in the United States of 
America and computed tomograph-
ic scanning in England and the 
United States, it was argued that 
much of the increase in the use 
of expensive diagnostic equipment 
could not be justified. In these 
days of wider contact among 
nations and the easier spread 
of information, there exist under-
standable pressures for introducing 
the most recent and advanced 
technologies. These pressures are 
further raised by the demand 
for their use by those in authori-
ty and capable of making their 
desires known to the relevant 
decision makers in developing coun-
tries. It would be in the interest 
of developing countries in gen-
eral to examine the costs and 
benefits of such technologies to 
provide a logical foundation for 
the choice of technology appro-
priate to their conditions.

4. Use of facilities

Another source of efficiency 
lies in the intensity of use of 
existing facilities. In Bangladesh, 
it has been observed that the 
utilization rate in district hos-
pitals, medical college and post-
graduate institute hospitals was 
over 100 per cent while that 
in the upazilla (sub district) hos-
pitals, of which some 341 were 
functioning in 1985, was only 
50 to 60 per cent. This was not 
because of less morbidity in rural 
areas, but because these insti-
tutions could not create enough 
confidence for use by the popu-
lace, who bypassed these insti-
tutions.53 A similar problem 
has been noted in India. To ob-
viate this, it is recommended 
in the seventh five-year plan that 
institutions providing specialized 
services be declared as referral

53 Bangladesh, Planning Commis-
sion, , ...  nalP raeY eviF drihT ehT  
p. xv-3.
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institutions and that any indivi-
dual seeking the services of spe-
cialized institutions directly should 
be made to pay the full cost 
for such services.54 In Tonga, 
the occupancy rate of hospital 
beds in 1982 was well below 
50 per cent.55 Less than optimal 
utilization was also observed in 
Thailand where provincial and 
regional hospitals tended to be 
overutilized whereas health centres 
and district hospitals were under-
utilized because of lack of con-
fidence in their usefulness. Thai-
land has introduced an incen-
tive scheme for the more intensive 
use of these facilities; persons 
with referral slips from lower- 
level hospitals are entitled to 
more prompt care via “green 
channels” in provincial and dis-
trict hospitals.56 Similarly, there 
are instances of the perennial 
underutilization of equipment ow-
ing to a lack of proper maintenance 
and repair services.

5. Community involvement

Parallel with the recent em-
phasis on primary health care, 
health policies in most countries 
emphasize the importance of the 
community in ensuring greater 
efficiency in the delivery of health 
services. However, the mechanisms 
for community participation and 
the role it is expected to play 
are less clearly specified.

There are instances of suc-
cessful community participation 
in select small communities. Such 
participation has assumed several 
forms. Some communities have 
contributed to building health 
facilities, in which they have used

5 4 India, Planning Commission, 
Seventh Five Year Plan . . . , p. 275.

5 5 Tonga, Central Planning Depart-
ment, Mid-term Review Fourth De-
velopment Plan . . . , p. 19/2, tables 
19-1 and 19-2.

56 Kiranandana, op. cit., pp. 38 and 
46.

low-cost local construction mate-
rial. Some communities have es-
tablished organizational units to 
keep a watchful eye on the perfor-
mance of health workers. Others 
have organized supportive activi-
ties such as digging wells and 
the construction of latrines. Yet 
others have provided community 
health workers at low cost.

In these respects, local par-
ticipation can increase the level 
of efficiency in the use of re-
sources devoted to health by 
reducing costs and by increasing 
the acceptability and hence uti-
lization. However, it has been 
generally difficult to replicate suc-
cessful examples on a larger scale 
on account of inadequacies in 
management and a lack of serious 
commitment. There is much 
scope to bridge the gap between 
potential results and the actual 
achievement in community par-
ticipation in providing low-cost 
health care.57

E. DRUGS IN HEALTH CARE 
SERVICE

Historically, next to the im-
portance living conditions and 
public health measures is the 
use of new and highly effective 
drugs which has helped to im-
prove health services. The pro-
tection, maintenance and recovery 
of health has become increasing-
ly subject to the availability of 
drugs as indispensable complements 
to other health services. The 
quality of a health care service 
cannot be measured by the quan-
tity of drugs used, but drugs 
do constitute an important com-
ponent in the health systems and, 
as such, drug policy is an integral 
part of a health policy. There 
are several issues in drug policy 
that require attention. These 
include expenditure on drugs, pric-

5 7 For a more detailed review, 
see Golladay, op. cit., pp. 34-45.

ing, avoiding mismatch between 
the requirements of drugs as 
dictated by the needs of an ef-
ficient health system and those 
actually offered on the market, 
and ensuring a minimum accep-
table quality in drugs. A closely- 
related question is that of in-
digenous drugs.

1. Level of expenditure

In 1981, the Asian and Paci-
fic region accounted for 53 per 
cent of the world population but 
only 13.2 per cent of the world 
consumption of pharmaceuticals. 
In addition, Asia had the lowest per 
capita expenditure on pharmaceu-
ticals at less than $5, compared 
with $70.50 in North America and 
$6.50 in Africa. Among develop-
ing countries in the region there 
are wide variations in expenditure 
on drugs. In seven countries 
(India, Indonesia, Malaysia, the 
Philippines, the Republic of Korea, 
Singapore and Thailand), per capita 
pharmaceutical expenditure in the 
late 1970s or the early 1980s 
ranged from $1.30 in India to 
$16.60 in the Republic of Korea. 
While per capita expenditure on 
health was higher in Singapore 
than in other countries, the pro-
portion of expenditure on phar-
maceuticals in total health expen-
diture was one of the lowest, 
at 15 per cent; the comparable 
proportion in Thailand was nearly 
50 per cent. These compare with 
10 to 20 per cent in the European 
countries.

Differences in expenditure on 
pharmaceuticals among countries 
may arise owing to differences 
in conditions of health, the pat-
tern of disease, compensation to 
medical personnel, the degree of 
sophistication in health technology, 
the price of drugs and other fac-
tors. Nevertheless, the dispari-
ties noted above indicate that 
there exists scope for rationali-
zing expenditure on drugs in some
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countries. More research in this 
area may well be worth while.

2. Pricing and quality

As noted in box II.5 (p. 135), 
the market for pharmaceuticals is 
dominated by a small number of 
transnational corporations. The 
main reason for this agglomera-
tion is probably the high cost 
of research and development in 
the production of drugs, which 
restricts new entry. Such a situa-
tion raises many important and 
controversial issues in the pricing 
and marketing of drugs. In a 
survey carried out by the United 
States Congress it was shown 
that prices charged for pharma-
ceuticals by transnational corpora-
tions were around 350 per cent 
more in India than in Europe.58 
In a study in India it was found 
that intra-firm trade was extremely 
important in the pharmaceutical 
industry: in a sample of 28 com-
panies in 1977, 52.6 per cent 
of the major imports were sup-
plied by their own subsidiaries/ 
affiliates.59 Intra-firm transactions 
result in the use of transfer prices 
which may or may not be equiva-
lent to “arms length” or market 
prices. It has been shown in 
India that overpricing of bulk 
drugs imported by transnational 
corporations for a sample of six 
products ranged from about 50 
per cent to as high as 1,680 per 
cent.60 Another closely related 
issue is the role of patents and 
trademarks. There are large dif-
ferences between the prices of

58 Cited in German Velazquez, “Pour 
une nouvelle politique pharmaceulique 
dans les pays du Tiers-Monde”, Revue 
Tiers Monde, vol. XXVII, No, 105 
(January-March 1986), p. 117.

59 Sudip Chaudhuri, “Manufacturing 
drugs without TNCs: status of indige-
nous sector in India”, Economic and 
Political Weekly, vol. XIX, Nos. 31, 32, 
33 (August 1984).

60 Ibid., p. 1367.

some brand products and generic 
products. In a sample of 24 pro-
ducts, the former price was higher 
than the latter by an average 
of 46 per cent, the range of the 
excess being 25 to 360 per cent.61

The safety of certain drugs 
has been brought into question 
as obsolete or substandard drugs 
not approved for use in developed 
countries are sometimes sold in 
developing countries.62 The use of 
substandard drugs in these coun-
tries is partly due to the inade-
quacy of laws and regulations 
and the absence of adequate 
laboratory facilities to ensure quali-
ty control.

3. Mismatch

In 1982 in Bangladesh there 
were 4,340 registered pharmaceuti-
cal products on the market, of 
which 2,600 were local and 1,740 
were foreign brands. Nearly 
50 per cent of the local capacity 
was being utilized to manafac- 
ture non-essential products.63 In 
1981, local production was valued 
at 1,734 million taka, with 30.3 
per cent of that figure devoted 
to the production of the 45 most 
essential drugs. Following the 
introduction of the Drugs (con-
trol) Ordinance in June 1982, 
production had risen to 2,830 
million taka by 1984, of which
64.7 per cent was for the produc-

61 A. November, Medicaments et 
Tiers-Monde (Paris, Favre 1981), p. 
82. The differences do not seem much 
wider than in the European Economic 
Community markets. See “A regulatory 
overdose”, The London Economist (18 
December 1986), p. 67.

62 Transnational Corporations in the 
Pharmaceutical Industry o f  Developing 
Countries (United Nations publication, 
Sales No.E. 84.II.A.10), p. 41.

63 Andrew Chetley, “Drug produc-
tion with a social conscience — the ex-
perience of Gonoshasthaya Pharmaceu-
ticals”, Development Dialoque, 1985:2, 
pp. 99-100.

tion of essential drugs.64 Fur-
thermore, it is worth noting that 
in Bangladesh, a grass-roots primary 
health care project has established 
its own pharmaceutical factory 
called Gonoshasthaya Pharmaceu-
ticals Limited (GPL). It has been 
demonstrated under the project 
that it is possible to produce low- 
cost, high-quality essential drugs 
domestically and reduce the de-
pendence on transnational corpora-
tions in the pharmaceutical in-
dustry.65

While India’s pharmaceutical 
industry is one of the best de-
veloped in the third world, with 
a capacity for total self-reliance 
in drug production, shortages of 
essential and life-saving drugs 
persist. At the same time there 
is in the market a large supply 
of non-essential ones. Yet it 
produces only half the minimum 
requirement of anti-tuberculosis 
drugs. For example, India has
10 million tuberculosis patients. 
Another example is the produc-
tion of vitamin A. Although around
40,000 children become blind each 
year owing to vitamin A deficien-
cy, the vitamin is in short sup-
ply and production has been going 
down.66 During 1979-1982 owing 
to stagnant production of chlo- 
roquin (malaria drug), its import 
shot up more than three times.67 
It has been estimated that India’s 
basic drug requirements could be 
met by 116 generic drugs, which 
is less than 1 per cent of over

64 H.K.M.A. Hye, “Action pro-
gramme on essential drugs: the Bang-
ladesh experience” (mimeographed) 
(Dhaka, 1985).

65 Chetley, loc. cit., pp. 94-107.
66 Mira Shiva, “Towards a healthy 

use of pharmaceuticals: an Indian
perspective”, Development Dialogue, 
1985:2, pp. 74-76.

67 P.L. Narayana, The India Phar-
maceutical Industry: Problems and
Prospects (New Delhi, National Coun-
cil of Applied Economic Research,
1985).
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15,000 brand drugs available in 
the country.68

There is evidence of overuse 
of certain drugs in several coun-
tries. In Malaysia, these were 
methyldopa, ampicillin, tetracy-
cline and gelusil. In the Philip-
pines, some antibiotics are re-
ported to be overused by between 
200 to 300 per cent, while vita-
mins and minerals are undercon-
sumed.69

In response to the existence 
of similar problems, Sri Lanka 
took a bold initiative in 1972 
which constituted a milestone in 
the search for rational drug policies 
by developing countries. The 
four main elements of the policy 
were (a) centralization of all 
pharmaceutical imports; (b) a re-
duction in the number of drugs 
imported and liberalization of pa-
tents law to enable drugs to be 
bought from a wide range of 
sources; (c) the replacement of 
brand names by generic names; and 
(d) the promotion of the domestic 
production of drugs geared to the 
health needs of the country rather 
than to those of the most pro-
fitable private markets.

Thailand has more than 20,000 
finished forms of drugs on the 
market, a much greater number 
than available in most developed 
countries. Furthermore, over the 
period 1969-1981, there has been a 
tenfold increase of the pharmaceu-
tical market in Thailand. The 
highest increases were in phar-
maceutical classes such as psy-
chotherapeutics, sedatives and hyp-
notics, diuretics, hormones and 
certain antibiotics. In 1981, the 
expenditure on four drugs (para-
cetamol, ampicillin, diazepam and 
dexamethasone) alone comprised

68 K. Jayasena, “Drugs -  registra-
tion and marketing practices in the 
third world”, p. 41.

6 9 C. Sepulveda and B. Bumrung- 
cheep, eds., “Pharmaceutical industry 
in ASEAN countries: a consultation, 
19-23 May 1980, Bangkok”, p. 24.

a high percentage of Thailand’s 
total public health expenditure.70 
These patterns of consumption do 
not seem to tally with the pre-
valent pattern of morbidity in 
the country.

4. Policies regarding drugs

From this brief summary of 
problems and the main issues 
in the use of pharmaceutical 
drugs, the options open to de-
veloping countries in the region 
appear to be: (a) to adopt an 
essential drugs policy, (b) to use 
generic names on all labels with 
adequate product information and 
other descriptive materials and with 
generic names more prominently 
displayed than brand names, (c) 
to evaluate, test and regulate 
drugs for quality, efficacy, safety, 
and benefit before they are re-
leased to markets, (d) to adopt 
measures to ensure that these 
countries do not become a dump-
ing ground for banned, severely- 
restricted and substandard drugs, 
and (e) to encourage research 
into the use and local production 
of traditional medicines.71

These options should be con-
sidered in the light of the fol-
lowing facts. Some countries 
in the region provide only a small 
market for efficient local pro-
duction. In order to obtain a 
market size more appropriate to 
the minimum efficient size of 
investment, regional co-operation 
in the pharmaceutical industry 
may be a necessary requirement. 
Besides, the regulation of the 
production and sale of drugs 
raises complex and sensitive ques-

70 C. Sepulveda-Alvarez, “In search 
of pharmaceutical health -  the case 
of Thailand”, Development Dialogue, 
1985:2, p. 60-62.

71 For more information, see Ted 
Wheelwright, “The world drug indus-
try”, in Ted Wheelwright, ed., Con-
sumers, Transnational Corporations and 
Development (Sydney, 1986), p. 120.

tions such as the control of trans-
national corporations, the freedom 
of medical practitioners to pre-
scribe and of patients to choose 
drugs. A better-informed public 
could be a strong ally of govern-
ments to bring about changes 
in drug policy.

F. RESOURCES FOR HEALTH 
CARE SERVICES AND THEIR 

FINANCING

The proportion of a society’s 
total resources which it spends 
on health care varies widely among 
countries. On the basis of the 
fragmentary evidence that is avai-
lable there are few developing 
countries in the region which 
spend more than 5 per cent of 
their gross domestic expenditure 
on health services,72 which was 
the target in the “Global strategy 
for health for all by the year 
2000” . In most developed coun-
tries the corresponding proportion 
is about 7 per cent. The propor-
tion is lower in developing coun-
tries mainly because they are 
poorer and the maintenance of 
health competes with more urgent 
needs. More resources are spent 
on health services in affluent 
societies despite satisfactory hous-
ing and sanitary conditions, partly 
on account of illness which is 
costly in treatment and partly 
because of higher standards of 
medical services in general. The 
diseases of old age and traffic 
accidents which are more com-
mon in developed countries re-
quire both expensive treatment 
and long periods of hospitaliza-
tion. As the incomes of societies 
increase there will be tendencies 
for the pattern of diseases to 
change and for the cost of medi-
cal care to increase.

72 David de Ferranti, “Paying for 
health services in developing coun-
tries: an overview”, World Bank Staff 
Working Paper 721 (Washington, D.C., 
1985).
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The means of financing health 
care services also varies among 
countries, with a large propor-

tion being financed by govern-
ments in some. The mechanisms 
for financing have strong implica-

tions for the kind of health ser-
vices provided and access to them 
by various groups in society.

Box II.5. The role of transnational corporations in the marketing
and production of drugsa

It has been estimated that the 
combined expenditures of developing 
countries on pharmaceuticals amounted 
to $17 billion-$20 billion in 1980 
and that this will rise to $200 bil-
lion in the year 2000. A substantial 
proportion of these expenditures is 
in foreign exchange. Import of phar-
maceutical drugs by developing coun-
tries in the year 2000 is estimated 
to be of the order of $55 billion- 
$60 billion.

The importance of transnational 
corporations in pharmaceutical trade 
can be gauged from the fact that 
in 1985, over 25 per cent of global 
pharmacy sales of ethical drugs was ac-
counted for by 10 transnational cor-
porations. Seven of them were based 
in the United States of America, two 
in Switzerland and one in the Federal 
Republic of Germany. Total pharmacy 
sales by each of these firms ranged 
from $1.2 billion to $2.2 billion. 
There were probably another five 
transnational corporations with annual 
sales exceeding one billion dollars 
each. Despite some improvements 
in the supply capabilities of domestic 
pharmaceutical industries, most Asian 
and Pacific countries continue to 
rely on transnational corporations 
for the supply of drugs in finished 
form as well as raw materials, and 
for product development, processing 
technology and other services in 
varying combinations and cost con-
figurations. In addition, transna-
tional corporations participate in local 
production through branches and sub-
sidiaries as well as through licensing 
or other arrangements with local 
producers.

a Based largely on Transnational 
Corporations in the Pharmaceutical 
Industry o f  Developing Countries 
(United Nations publication, Sales 
No. E.84.II.A.10), and C. Sepulveda 
and P. Bumrungcheep, eds., Pharma-
ceutical Industry in ASEAN  Coun-
tries; a Consultation, 19-23 May 
1980, Bangkok, ESCAP programme on 
health and society, Health technical 
paper No. 42/PHI 21.

In Bangladesh, though there were 
166 licensed pharmaceutical manu-
facturers in 1982, local production 
in the country during that year was 
dominated by eight transnational cor-
porations manufacturing about 75 
per cent of the pharmaceutical pro-
ducts. All the pharmaceutical com-
panies were mainly engaged in drug 
formulation, importing their raw ma-
terials at an annual expenditure of 
taka 60 crores ($30 million) in foreign 
exchange. Owing in part to the New 
Drug Policy introduced in 1982, 
the share of local firms in the pro-
duction of pharmaceuticals increased 
considerably thereafter.

In India, production of finished 
drugs meets most local needs, though 
imports continue to be substantial 
in the area of raw materials and in-
termediate chemicals. The market 
share of foreign firms remained at 
the high level of 70 per cent in 1980, 
though the country was a net exporter 
of pharmaceuticals during the year.

In Malaysia, approximately 50 
per cent of the country’s drug needs 
in 1980 were covered by imports 
and the remainder was manufac-
tured locally by 13 major firms. 
A large share of local production 
was by subsidiaries of five transna-
tional corporations.

In the Philippines, approximately 
50 per cent of the paid-up capital 
in the pharmaceutical industry is 
owned by Filipinos and the rest by 
transnational corporations. Imports 
of raw materials and finished pro-
ducts amounted to $18.3 million 
in 1968 and increased to $56 mil-
lion in 1978.

Of the approximately 300 phar-
maceutical firms in the Republic of 
Korea in 1980, 14 were transnational 
corporations subsidiaries; the sales 
turnover of these firms (including 
locally manufactured drugs and im-
ported products) accounted for 18 
per cent of the local market.

The supply of drugs in Indo-
nesia in 1976 represented $262 mil-
lion at wholesale value, more than 
90 per cent of which was produced 
locally. The industry was active in

both the formulation of dosage forms 
and production of raw materials, 
and consisted of 263 producers, of 
which 33 represented foreign firms. 
Three state enterprises also played 
a significant role in drug production.

In Thailand, some 25-30 per 
cent of drugs in finished form were 
imported in 1979. Local production 
reached $250 million, or 75 per 
cent of local consumption. How-
ever, imports of raw materials ac-
counted for $150 million, or 60 per 
cent of the value of local production. 
In the same year, 14 transnational 
corporation subsidiaries operating in 
Thailand produced approximately 
$65 million worth of pharmaceu-
ticals.

Development strategies for do-
mestic drug industries in develop-
ing countries have generally been 
aimed at achieving vertical integra-
tion which, through backward linkages, 
would result in a gradual increase 
in the sophistication of the local 
industry, starting with packaging, then 
working back to various kinds of 
dosage formulation, and ending with 
the manufacture of bulk drugs or 
intermediate chemicals. However, 
most developing countries in the 
ESCAP region are still a long way 
from reaching the last stage, with 
the possible exceptions of India 
and the Republic of Korea.

The presence of large transna-
tional corporations, with huge budgets 
for research and development, pro-
duction, advertising and sales promo-
tion, makes the market for pharma-
ceuticals highly monopolistic. b  In 
these circumstances, the ability of 
local producers to withstand com-
petition from the giant drug transna-
tionals becomes a matter of con-
cern. Without such capability coun-
tries are severely constrained in estab-
lishing a measure of national control 
over the vitally important activity 
of producing and marketing drugs.

b However, see “A regulatory 
overdose?”, The Economist, 18-24 
October 1986, pp. 86 and 87.
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Whereas publicly financed health 
sector may be directed to pro-
viding communal health services, 
private sector is unlikely to provide 
for such services because non-
payers cannot be excluded from 
the benefits deriving from better 
communal health. Health in-
surance schemes are likely to 
benefit a rather small propor-
tion of the total population in 
most developing countries of the 
region, because it is mostly the 
regular wage earners who may 
enrol themselves in such schemes; 
the vast majority of the rural 
population is likely to be ex-
cluded. By the same token, me-
dical services under health in-
surance schemes are likely to be 
available to the rather better- 
off groups in the developing coun-
tries. The purchase of the ser-
vices of health care personnel 
by these insurance funds may 
deny health services in substan-
tial measure to the rest of society. 
The payment of fees for service 
without any intermediation would 
make access to medical services 
entirely dependent upon a per-
son’s ability to pay at the time 
of sickness.

The sources of financing are 
also relevant for considerations 
of efficiency. The most care-
ful husbanding of resources is 
to be expected when an indivi-
dual pays for the medical ser-
vices purchased. However, the 
services rendered will depend en-
tirely on capacity to pay and 
may not be commensurate with 
the requirements to combat the 
disease. Under both health in-
surance schemes and government 
health schemes, there is an ineffi-
cient use of resources because 
the payments for services are 
not met fully by each individual 
payee and the providers of ser-
vices do not have a direct interest 
in husbanding resources, as the 
insurer or the government will 
pay the bill as presented. Where

a government finances the ser-
vices and the service itself is pro-
vided by others, compensation 
to whom is in the form of a lump 
sum, there is an incentive for 
those who provide services to 
economize resources, but there 
is also the danger that the ser-
vices provided may be below 
that for which payments are 
made. It is in the light of these 
considerations that alternative 
mechanisms of financing will be 
discussed in the ensuing para-
graphs.

1. Public expenditure on 
health

Table II.13 contains data on 
public expenditure on health ser-
vices. These data suffer from 
varying limitations of coverage 
and differences in definition and 
should be taken as indicative

of orders of magnitude. As shown 
there, per capita public expendi-
ture on health is quite low in 
several countries of the region. 
The need for augmenting public 
expenditure on health is quite 
intense for several reasons. First, 
the capacity to pay for health 
care is not distributed in the same 
way as the need for it. The poorer 
people with inadequate shelter, 
housing and nutrition often need 
greater health care, as do children 
and women with little control 
over family budgets. Secondly, 
many health services have the 
attributes of merit goods or pub-
lic goods characterized by exter-
nalities and indivisibilities and there-
fore, a market-determined solution 
is likely to prove inadequate. 
Thirdly, the public provision of 
health care permits governments 
to control the range and quality 
of services and enables public

Table II.13. Selected developing countries in the ESCAP region. Public 
expenditure on health, 1984

Public health expenditure Per capita public 
expenditure 

on health 
(US dollars)

As percentage 
o f  total public 

expenditure

As percentage 
o f  gross domestic 

product

Bangladesh 13.3 0.9 1.4

Burma 11.3 1.2 2.0

Fiji 7.2 2.5 35.5
Indiaa 2.4 0.6 1.6
Indonesiaa 2.2 0.5 2.3
Malaysia 4.7 1.2 25.1
Nepal 4.9 1.2 1.7
Pakistan 5.2 0.3 0.9
Papua New Guineaa 9.3 3.2 21.2

Philippines 6.8 0.9 5.0
Republic of Korea 2.2 0.5 10.6

Singapore 4.1 0.9 74.8
Sri Lanka 3.3 1.2 4.3
Thailandb 6.1 1.2 8.5

Sources: International Monetary Fund, Government Finance Statistics Year-
book, 1985 (Washington, D.C., 1985); and national sources.

a 1983. b Including private health expenditure.
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authorities to direct resources to 
specific geographical areas or popu-
lation groups. Finally, it fixes 
the wages of health workers, 
thus alleviating the severity of 
the widespread problem of es-
calating fees for services privately 
provided.

However, the provision of 
health services by government does 
not necessarily require them to be 
financed entirely by government. 
At least some of the costs can 
be covered by levying user charges. 
In general, the proportion of 
the total costs of health services 
covered by user charges tends 
to be quite low in the develop-
ing countries of the region. In 
the four countries for which 
there are data (Indonesia, Pakistan, 
the Philippines and Sri Lanka), 
revenue from user charges as 
a percentage of total government 
expenditure on health services 
in the early 1980s ranged from 
under 1 per cent in Sri Lanka to 
about 13 per cent in Indonesia.73 
These figures point to the need 
for a closer examination of the 
scope for raising user charges 
for medical and health services. 
This examination is all the more 
advisable where there is reason 
to believe that the services paid 
for out of general revenue are 
used free or virtually free of charge 
by persons in higher income groups.

The particular scale and struc-
ture of user charges must differ 
with the circumstances of each 
country and there are no univer-
sally valid guidelines. However, 
it may be worth recapitulating 
the suggestions offered in a recent 
elaborate study on the subject.74 
After dividing health service into 
three categories (see table II.14), 
it was concluded that (a) ser-
vices in category I should be 
subjected to full efficiency pric-
ing unless proposals for departure

73 Ibid., p. 11, table 3.
74 Ibid.

from this principle could be rig-
orously supported, (b) for services 
in category II, charges were feasi-
ble, but there could often be 
good reasons for setting prices 
lower than at the full efficiency 
level or even at zero, and (c) 
for services in category III, charges 
should be zero or negative, in the 
latter case offering incentive pay-
ments to users.

2. Private expenditure

A part of medical and health 
services is provided by the pri-
vate sector and privately financed 
in most developing countries in 
the region. The available data are 
shown in figure II.8 (overleaf). 
While competition among private 
hospitals, practitioners and other 
providers may result in better ser-
vices to the public, and the services 
provided by the private sector 
are likely to relieve the pressure 
on public sector institutions, the 
main problem is their accessibi-
lity to larger segments of the 
population. The prices of their

services generally tend to be be-
yond the purchasing power of 
low-income groups. This might 
have the advantage that private 
sector institutions would serve 
those in higher-income groups 
while public sector institutions 
would serve those in lower-income 
groups. Complications set in when 
persons in high-income groups 
begin to use high-quality services 
in public sector institutions at 
the same price as those paid by low- 
income groups so that both public 
and private sector institutions large-
ly serve a very restricted group 
of the whole population. The 
provision of services is restricted 
mostly to urban areas where 
purchasing power is high and the 
density of population provides 
a reasonable market for the ser-
vices of these establishments. In 
the absence of adequate transport 
facilities it would be much less 
profitable for private sector es-
tablishments to locate themselves 
in rural areas.

In the Republic of Korea 
and Thailand, where the private

Table II.14. Health services: categories for user charge policies

I. Curative care

Includes personal services (care of patients) by health facilities and indepen-
dent providers, including traditional practitioners; and purchases by users 
of medicines. Can be subdivided into:

(a) “first-contact” services (all out-patient)
(b) referral services (in-patient and some out-patient)

II. Preventive care: patient-related

Includes services to well-defined categories of patients, particularly infants, 
mothers, and pregnant women; also oral rehydration therapy and hyperten-
sion control. Delivered through maternal and child health clinics at health 
facilities and community health programmes. Typical services are: immuni-
zation, growth monitoring, and instruction on improved breast-feeding and 
weaning practices.

III. Preventive care: non-patient-related

Includes disease control (both vector control and mass campaigns), sanitation, 
education and promotion of health and hygiene, control of pests and zoonotic 
diseases, and monitoring of disease patterns.

Source: David de Ferranti, “Paying for health services in developing countries:
an overview” , World Bank Staff Working Paper 721 (Washington, D.C., 1985), p. 67.
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sector has played an important 
role in providing high-quality care, 
there has been a pronounced urban 
bias in the provision of private- 
sector facilities. In Thailand, 
for instance, of 1,996 hospital 
beds added in the category of 
general services by the private 
sector during 1979-1983, 1,297 
beds were located in the Bang-
kok metropolis. Further, in a 
market characterized by imperfect 
flows of information, ensuring 
standards of service in private 
practice becomes a major problem. 
Since patients do not know enough 
to evaluate the quality of ser-
vices, there is likely to be abuse 
unless there is adequate regula-
tion. It has been noticed that 
in Pakistan, the growth in pri-
vate medical practice by young 
inexperienced graduates from medi-
cal colleges who cannot find 
employment in the public ser-
vice has brought a marked drop

in the quality of services.
Nevertheless, the role that the 

private sector can play in providing 
medical services is quite substan-
tial. First, it can relieve pressure 
on the publicly-provided services. 
Secondly, it can provide a com-
parator against which the quality 
and the price of publicly-provided 
services can be assessed. Finally, 
it can serve those in income groups 
who can afford to pay. However, 
there are disadvantages in that 
privately provided services are gen-
erally inaccessible to those in 
rural areas and with low incomes 
and governments need to regulate 
the functioning of private-sector 
institutions to ensure high stan-
dards of quality. Consequently, 
in most developing countries, medi-
cal and health services in the 
private sector are unlikely to 
be more than a useful comple-
ment to those provided by the 
public sector.

3. Other financing mechanisms
A part of health expenditures 

is financed through schemes 
of social security. In Burma, 
India, the Republic of Korea, 
Sri Lanka and all ASEAN coun-
tries, such schemes exist for a 
part of the labour force. The 
beneficiaries of the social security 
system are mainly employees in 
government or in large business 
establishments. In the Philippines, 
although the coverage under the 
scheme had increased during the 
last five years, it did not exceed 
50 per cent in 1986.75 In Thai-
land, the Health Card Fund will 
be extended to all rural areas and 
there is a project in the sixth 
five-year plan (1987-1991) to in-
troduce it in urban areas.76 On 
the whole, the population bene-
fiting from one or another scheme 
of social security is still low. 
In India, it accounts for less than 
6 per cent, and in Indonesia 11.5 
per cent; the Republic of Korea 
is an exception where it accounts 
for 56 per cent of the population.

Social security systems thus do 
not yet play a major role in financ-
ing health care services in most de-
veloping countries of the region. 
They cover those with stable 
employment in the formal sector 
of the economy. Those living 
in rural areas and the labour force 
in the informal sector rely on 
other resources for paying for 
health care.77

75 Mario B. Lamberte, “Social ade-
quacy and economic effects of social 
security: the Philippine case” (mimeo-
graphed), presented to the Tenth An-
nual Conference Federation of ASEAN 
Economic Associations on Social Securi-
ty Systems in ASEAN, Singapore, 
5-7 November 1985.

76 Pawadee Tonguthai, “Social in-
surance for the Thai People” (mimeo-
graphed), presented to the Tenth An-
nual Conference Federation of ASEAN 
Economic Associations on Social Securi-
ty Systems in ASEAN, Singapore, 
5-7 November 1985.

77 Survey, 1982, p. 166.

Figure II.8. Selected developing countries in the ESCAP region. Share 
of privatea expenditure in total health expenditure, various years

Source: David de Ferranti, “Paying for health services in developing countries: an
overview”, World Bank Staff Working Paper 721 (Washington, D.C., 1985), p. 9, ta-
ble 2.

a Because definitions of “private” are not uniform, figures are not directly com-
parable.
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Health insurance schemes or-
ganized by private-sector financ-
ing institutions operate in some 
countries. There are some well- 
known problems associate with 
conventional health insurance 
schemes. These are that they 
do not provide for comprehensive 
health care including preventive 
care; that the system is vulnerable 
to cost escalation owing to the 
risk of over-treatment, though 
this may be reduced through co-
payments and deductions; and 
that they are usually expensive 
and can be afforded by only a 
small section of the population.

G. CONCLUSION

In attempting to provide ade-
quate health services for all, policy

makers in developing countries 
in the region concern themselves 
with a wide range of issues. First, 
there are fundamental concerns 
about the importance of econo-
mic and social factors, including 
nutrition and housing, in the 
improvement of conditions of 
health. Secondly, decisions need 
to be made regarding priorities 
between public health measures 
and curative measures in the pro-
vision of health services. Thirdly, 
there are a set of decisions con-
cerning the level of sophistica-
tion in providing medical ser-
vices. The second and third con-
cerns are intimately related to 
the kind of education medical 
and health personnel receive, which 
is a fourth major issue. Fifthly, 
there are the extremely important

questions of access to medical 
services. The distribution of 
medical facilities among various 
regions and sectors of the coun-
try is of much significance with 
regard to who has access to the 
facilities. The means of financing 
the provision of services is the 
sixth major issue and has impli-
cations both for equity in access 
to services and the efficiency 
with which they are provided. 
It is the interconnections among 
these issues which make policy-
making in the health sector so 
very difficult, and the compara-
tive analysis of policies among 
the countries is likely to be of 
substantial value in improving poli-
cies and their implementation.
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IV. EDUCATION

I n human resources development, 
education occupies a central 

role. It is the means for provid-
ing literacy and passing on know-
ledge from one generation to 
another. The advancement of 
knowledge through research is 
an output of education. The 
acquisition of skills useful in 
economic activity also is a func-
tion of education. In a world 
where there are wide differences 
in technology used in economic 
activities, the capacity to acquire 
and propagate existing technology 
and to develop new technology 
depends, among other things, on 
education.1 Since education usu-
ally endows its recipient with an 
income-earning asset, access to 
education determines, in part, the 
distribution of earning power in 
society. Therefore the means of 
access to education contributes 
to social mobility. For these rea-
sons, policy makers in develop-
ing countries of the region have 
attached much importance to edu-
cation. In formulating and im-
plementing policies in education 
there have emerged several pat-
terns and many difficult ques-
tions in the developing coun-
tries of the region. In this chap-
ter current developments in edu-
cation in the ESCAP region are 
surveyed and some major ques-
tions are raised.

1 These and the related questions 
of skill promotion are treated in ESCAP, 
Technology for Development (1984) 
and will not be dealt with in detail 
in this Survey.

A. ACCESS TO EDUCATION

1. First-level education

All developing countries in 
the region have assigned high 
priority to achieving universal pri-
mary education by specified dates. 
However, many of them are yet 
far from that goal, as can be seen 
from the figures in table II.15 
which show changes in gross en-
rolment ratios2 between 1970 
and the most recent year, in se-
lected developing economies in 
the region.

Countries in Asia and the 
Pacific have made significant strides 
in providing increased access to 
primary education. Despite high 
population growth in most coun-
tries during the last several de-
cades and a consequent concen-
tration of population in the lower 
age brackets, the gross enrolment 
ratio at the primary level went up 
in most of the countries between 
1970 and the early 1980s. How-
ever, in Afghanistan, a low gross en-

2 Enrolment ratios are expressed
as the percentage of students enrol-
led to all students in the age group 
eligible for enrolment in school. Gross 
enrolment ratios include all students en-
rolled in a class in the numerator ir-
respective of their age, so that it is 
quite feasible for gross enrolment 
ratios to exceed 100 per cent. In con-
trast, in estimating net enrolment 
ratios, the numerator contains that 
number of students who are enrolled 
in each class and are of the same age 
as those in the denominator. Con-
sequently, net enrolment ratios can 
never exceed 100 per cent.

rolment ratio of 28 per cent fell to 
14 per cent in 1982. In Bangladesh, 
the ratio declined from 73 per cent 
in 1975 to 62 per cent in 1984. 
In Sri Lanka, the ratio fell from
99 per cent in 1970 to 77 per cent 
in 1975 and then rose to 101 
per cent in 1984. In some of 
the least developed countries the 
enrolment ratio at the primary 
level increased dramatically: from
6 in 1970 to 25 in 1982 in Bhutan, 
from 53 in 1970 to 87 in 1981 
in the Lao People’s Democratic 
Republic and from 26 in 1970 
to 73 in 1983 in Nepal. In several 
other countries there has been 
a rapid growth of primary-level 
enrolment. The enrolment ratio 
had reached above 100 per cent 
in 1970 in Fiji, Hong Kong, Mongo-
lia, the Philippines, the Republic 
of Korea and Singapore and there-
fore remained virtually unchanged 
in the early 1980s. Minor changes 
occurring in these countries during 
this period are not of much practi-
cal significance.

In virtually all countries, what-
ever the changes in the primary- 
level enrolment ratio, there has 
been an increase, massive in some 
cases, in the number of students 
enrolled. The number of students 
enrolled in Bangladesh increased 
from a little over 5 million in 1970 
to nearly 9 million in 1982, and in 
Indonesia the number increased 
from under 15 million to over 
29 million. The exception is the 
Republic of Korea, where primary- 
level enrolment declined in ab-
solute terms from nearly 6 million
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Table II.15. Selected developing economies in the ESCAP region. First-level gross enrolment ratios, 1970, 1975 
and later years

1970 1975 Latest available yeara

Total M F Total M F Total M  F

Afghanistan 28 47 8 26 44 8 14 19 9
Bangladesh 54 72 35 73 95 51 62 67 55
Bhutan 6 11 1 9 13 5 25 32 17
Burma 83 88 78 83 86 80 91
China 89 126 135 115 104 116 93
Fiji 105 106 103 115 115 115 110 111 109
Hong Kong 117 118 115 119 122 117 106 107 104
India 73 90 56 79 94 62 85 100 68

Indonesia 80 87 73 86 94 78 115 118 112

Iran (Islamic 
Republic of) 72 93 52 93 114 71 101 113 88

Lao People’s Democratic 
Republic 53 66 40 58 87 94 80

Malaysia 87 91 84 91 92 89 99 100 98

Mongolia 113 108 111 104 106 105 107
Nepal 26 44 8 51 86 16 73 100 43
Pakistan 40 57 22 46 63 28 44 56 30
Papua New Guinea 52 63 39 56 68 43 61 68 55
Philippines 108 107 114 115 113
Republic of Korea 103 104 103 107 107 107 103 104 102

Singapore 105 109 101 110 113 107 113 115 111
Sri Lanka 99 104 94 77 81 74 101 103 99
Thailand 83 86 79 83 87 80 99 101 97
Viet Nam 119 125 114 113 120 105

Source: United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985), pp. III-
44-III-66, table 3.2.

a 1980 -  Thailand, Viet Nam. 1981 -  Fiji, Lao People’s Democratic Republic, Pakistan. 1982 -  Afghanistan, Burma, India, 
Mongolia, Papua New Guinea, Philippines. 1983 — China, Hong Kong, Indonesia, Islamic Republic of Iran, Malaysia, Nepal, Singa-
pore. 1984 — Bangladesh, Bhutan, Republic of Korea, Sri Lanka.

in 1970 to a little over 5 million 
in 1984.3 This was due to a com-
bination of universal primary en-
rolment in 1970 and a decline 
in the birth rate in recent years; 
Sri Lanka and Thailand may 
have reached similar positions.

2. Second- and third-level 
education

Gross enrolment ratios in sec-
ondary and tertiary education are 
presented in tables II.16 (overleaf)

and II.17 (p. 143) respectively. A 
comparison of the figures in table
II.16 and those in table II.15 is in-
structive. Among the least devel-
oped countries gross enrolment at 
the second level has increased dra-
matically in Bhutan, the Lao Peo-
ple’s Democratic Republic and Ne-
pal, as has enrolment at the first

3 Based on United Nations Edu-
cational, Scientific and Cultural Or-
ganization, Statistical Yearbook 1985 
(Paris, 1985), table 3.4.

level. A fall in the enrolment 
ratio at both levels is marked 
in Bangladesh between 1975 and
1984. In Afghanistan, enrolment 
at the second level has been well 
maintained in contrast to en-
rolment at the first level.

The enrolment ratio at the 
second level has remained below 
20 per cent in all the selected 
least developed countries except 
Nepal, where the ratio was 22 
per cent in 1983. The other 
countries in which the low
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second-level enrolment ratio has 
not changed substantially are Bur-
ma, Paksitan and Papua New 
Guinea. Gross enrolment at the 
second level fell in China from 
47 per cent in 1975 to 34 per 
cent in 1983. It virtually doubled 
and rose to high levels in Hong 
Kong and the Republic of Korea 
between 1970 and the early 1980s. 
It increased substantially and to 
high levels in Fiji, Malaysia, the 
Philippines, Singapore and Sri Lan-

ka. Substantial increases not-
withstanding, the enrolment rate 
at the second level remained low 
in China, India, Indonesia, the 
Islamic Republic of Iran and
Thailand. Very high second-level 
enrolment has been maintained 
in Mongolia.

Some of the differences among 
changes in enrolment at the first, 
second and third levels are most 
striking. Among the least de-
veloped countries, the change in

enrolment at the third level runs 
parallel with that at lower levels 
in the Lao People’s Democratic 
Republic and Nepal. In contrast, 
in both Afghanistan and Bangladesh 
enrolment at the third level has 
increased dramatically, wholly un-
like enrolment at lower levels. 
Among other countries and areas, 
there have been spectacular in-
creases in enrolment at the third 
level — in China (13 times), Fiji 
(3 times), Malaysia (3 times),

Table II.16. Selected developing economies in the ESCAP region. Second-level gross enrolment ratios, 1970, 
1975 and later years

1970 1975 Latest available yeara

Total M F Total M F Total M  F

Afghanistan 7 13 2 8 13 2 8 11 5
Bangladesh 26 40 11 19 26 11
Bhutan 1 1 0.04 1 2 0.3 4 6 1
Burma 21 25 16 21 23 19 23
China 24 47 55 38 34 41 27
Fiji 52 55 47 66 65 66 74 72 75
Hong Kong 36 40 31 49 51 47 68 65 70
India 26 36 15 26 36 16 34 44 24
Indonesia 16 21 11 20 25 15 37 42 31
Iran (Islamic 

Republic of) 27 36 18 45 57 33 40 47 33
Lao People’s Democratic 

Republic 3 5 2 7 16 21 12
Malaysia 34 40 28 42 46 38 49 50 49
Mongolia 87 81 77 84 86 82 90
Nepal 10 16 3 13 23 4 22 34 10
Pakistan 13 20 5 15 22 7 14 20 8

Papua New Guinea 8 11 4 12 16 7 11 15 8

Philippines 46 54 63 61 66

Republic of Korea 42 50 32 56 64 48 89 92 86

Singapore 46 47 45 52 51 52 69 68 69
Sri Lanka 47 46 48 48 47 49 56 54 58
Thailand 17 20 15 26 28 23 29 29 28
Viet Nam . . . . . . . . . 46 47 45 48 53 43

Source: United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985), pp. III-
44-III-66, table 3.2.

a 1980 — Thailand, Viet Nam. 1981 — Fiji, Pakistan. 1982 — Afghanistan, Burma, India, Lao People’s Democratic Republic, 
Mongolia, Papua New Guinea, Philippines. 1983 — China, Hong Kong, Indonesia, Islamic Republic of Iran, Malaysia, Nepal, Singa-
pore. 1984 — Bangladesh, Bhutan, Republic of Korea, Sri Lanka.
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Table II.17. Selected developing economies in the ESCAP region. Third-level gross enrolment ratios, 1970, 1975 
and later years

1970 1975 Latest available yeara

Total M F Total M F Total M  F

Afghanistan 0.7 1.1 0.2 1.0 1.7 0.3 1.5
Bangladesh 2.3 4.0 0.4 4.5 7.2 1.7
Bhutan - - - - - - 0.3 0.4 0.1
Burma 2.2 2.2 . .  . 5.1 . . . . . .
China 0.1 0.6 0.7 0.4 1.3 1.8 0.7
Fiji 0.9 1.3 0.5 2.9 4.2 1.6 2.9 3.8 2.0

Hong Kong 7.3 9.7 4.6 10.1 14.7 5.3 11.9 15.1 8.3
India 6.2 8.8 13.1 4.2 8.7 12.5 4.7
Indonesia 2.6 4.0 1.3 2.4 4.2 5.8 2.7
Iran (Islamic 

Republic of) 3.1 4.5 1.6 4.9 6.8 3.0 3.9 5.3 2.3
Lao People’s Democratic 

Republic 0.2 0.3 0.1 1.1 1.5 0.7
Malaysia 1.6 2.3 0.9 2.8 4.0 1.6 4.5 4.9 4.1
Mongolia 6.4 8.4 8.2 8.6 25.5 18.9 32.2
Nepal 2.3 4.8 7.1 2.0

Pakistan 2.3 3.5 1.0 1.9 2.7 0.9 2.0 2.8 1.1
Papua New Guinea 0.5 0.8 0.2 2.5 3.4 1.4 1.8 2.5 1.0
Philippines 19.8 17.4 22.2 18.4 26.5 24.3 28.8
Republic of Korea 7.9 11.6 3.9 9.6 13.7 5.4 26.6 36.6 15.8
Singapore 6.7 9.3 4.1 9.0 10.7 7.3 11.8 13.3 10.2
Sri Lanka 1.2 1.3 1.0 1.3 1.7 1.0 3.9 4.3 3.5
Thailand 1.7 1.9 1.4 3.4 4.0 2.7 22.2 . . . . . .
Viet Nam . . . .  .  . 2.0 2.4 1.5 2.5 3.9 1.1

Source: United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985), pp. III-
44-III-66, table 3.2.

a 1979 — India, Pakistan. 1980 — Bhutan, Viet Nam. 1981 — Burma, Fiji, Mongolia, Nepal, Philippines. 1982 — Afghanistan, 
Hong Kong, Indonesia, Lao People’s Democratic Republic, Malaysia, Papua New Guinea, Thailand. 1983 -  Bangladesh, China, 
Islamic Republic of Iran, Singapore, Sri Lanka. 1984 -  Republic of Korea.

Mongolia (4 times), Papua New 
Guinea (4 times), the Republic 
of Korea (3½ times), Sri Lanka 
(3 times) and Thailand (13 times). 
Substantially large increases have 
taken place in Hong Kong, India, 
Indonesia, the Islamic Republic of 
Iran, the Philippines, Singapore 
and Viet Nam. The only country 
in which there has been a drop 
in enrolment ratio at the third level 
is Pakistan. In some countries, 
education abroad may be signifi-
cant at the third level and this

is not reflected in the enrolment 
ratio.

3. Major concerns in policy

Quite clearly low enrolment 
at the primary level remains a 
major problem in Afghanistan, 
Bangladesh, Bhutan, Nepal, Pa-
kistan and Papua New Guinea. 
Substantially large resources will 
be needed to raise these levels to
100 per cent or more and funda-
mentally difficult decisions will

need to be taken regarding the 
allocation of resources. Even 
in India, where the enrolment 
ratio at the first level is relatively 
high (85 per cent in 1982), the 
resource requirements to achieve 
universal enrolment in elementary 
education for the age group 6- 
14 by 1990, as targeted in the 
seventh plan, will be enormously 
large. It is estimated that 50 
million additional children will 
have to be enrolled by the end 
of the seventh plan to achieve this

143



goal.4 Clearly, lateral expansion 
of facilities to accommodate as 
many children will impose heavy 
strains on the availability of re-
sources.

A second major problem is 
that there persist considerable dis-
parities in access to education by 
female compared with male pupils. 
To be sure, the gap has narrowed 
over the years as female enrol-
ment ratios have risen faster than 
those of males. Yet the first-level 
enrolment ratio of females re-
mains lower than that of males. 
At the second level this relation-
ship holds, except in Fiji, Hong 
Kong, Mongolia, the Philippines, 
Singapore and Sri Lanka. At the 
third level, the enrolment of fe-
males ratio exceeds that of males 
only in Mongolia and the Philip-
pines. The disparity is generally 
greater in countries where total 
enrolment ratios are lower. Fur-
ther, the disparity is sharpest at 
the third level. A variety of so-
cial and economic factors con-
tinue to militate against female 
education in many countries of 
the region. Among measures taken 
to encourage greater enrolment 
of girls in several countries of 
the region are the establishment 
of separate schools for girls, in-
centive awards for high enrol-
ment of girls, recruitment and 
training of more women teachers, 
provision of child care centres 
around schools, community cam-
paigns to break cultural barriers 
and the creation of special ad-
ministrative units/cells to deal with 
female education.5 Other meas-
ures include the construction of 
schools with greater proximity 
to communities and better trans-
port facilities between school and 
home. The persistence of the 
problem implies that as coun-
tries expand educational facilities,

4 India, Planning Commission, 
Seventh Five Year Plan 1985-90 (New 
Delhi, 1985), vol. II, p. 255.

policy makers will have to pay 
greater attention to this aspect 
of inequity in access to educa-
tion.

A third major concern to poli-
cy makers is that disparities in 
access to education continue to 
be large between rural and urban 
areas, and among regions and so-
cio-economic classes; where there 
are facilities they differ markedly 
in quality. In Bangladesh, the 
rural literacy rate in 1981 was 17 
per cent against 35 per cent in 
urban areas.6 Educational de-
velopment in the outlying pro-
vinces of China lags behind that 
in the central and coastal pro-
vinces. In Beijing, Jiangsu, Shang-
hai and Tianjin provinces, with 
a total population of 92 million, 
in 1986 there were 9,331 secondary 
schools and 172 higher educational 
institutions, while the correspond-
ing numbers for outlying provinces 
such as Guangxi, Guizhou, Ning- 
xia, Tibet, Qinghai, Xinjiang and 
Yunnan with a total population 
of 126 million were 9,733 and 
81. Furthermore, the percentage 
of qualified teaching staff in these 
areas was much lower than in 
the first category.7 In India, es-
timates of likely enrolment ratios 
in 1984/85 show a wide range 
of variation among States.8 Fur-

5 For a detailed review of factors 
adversely affecting girls’ access to 
primary education and the effective-
ness of measures taken to counter 
them in selected countries of the re-
gion, see United Nations Educational, 
Scientific and Cultural Organization, 
Regional Office for Asia and the Paci-
fic, Towards Equality o f  Educational 
Opportunity (Bangkok, 1985).

6 Bangladesh, Planning Commis-
sion, The Third Five Year Plan 1985-90 
(Dhaka, 1985), p. 14-1.

7 Ruan Liansan, “Problems, poli-
cies and perspectives in human resources 
development in China” (mimeographed) 
(September 1986), p. 8.

8 India, Planning Commission, 
Seventh Five Year Plan. . . , annexure 
10.2, pp. 266-267.

ther, despite a rapid expansion in 
the enrolment at the first level 
of students from disadvantaged 
groups such as scheduled castes

Box II.6. Access to
Access to educational opportuni-

ties is determined by a number of 
factors. One of the most important 
among these is the distance from 
home to school and the availability 
and affordability of transport faci-
lities. Facilities in Sri Lanka with 
its high literacy and gross enrolment 
ratios at the primary level should be 
indicative of some of the features of 
an ideal system. However, as is evi-
dent from the following table, the dis-
tribution of these facilities is highly un-
even; the persistence of the prob-
lems elaborated below in a coun-
try like Sri Lanka is illustrative of 
the challenge that other low-income 
developing countries will have to 
face in the years ahead.

The average area served by a 
school varies from 0.9 square miles 
in the capital city Colombo and 
suburban districts Gampaha and 
Minuwangoda to 10.8 square miles in 
Ampara and 12.6 square miles in 
remote Moneragala, both districts 
in south-east Sri Lanka. All the 
other school districts with an aver-
age area exceeding 7 square miles 
are in mostly rural and drier and 
poorer parts of the country. Most 
school districts with an average area 
of less than 2 square miles are in the 
more urbanized south-western quarter, 
the notable exception being the 
Jaffna school district. The school 
districts in plantation areas, includ-
ing Kalutara, Kandy East, Matale, 
Nuwara Eliya, Bandarawela and Ke- 
galle, are well served with school 
facilities.

Since schools are most sparse 
in districts where transport facilities 
are least developed, it is natural to 
expect that 5-year-olds would not 
be able to attend school in these areas. 
Among these children, it is most like-
ly that those in the lowest income 
groups would find their habitats 
the most remote from service centres 
where schools are located and would 
be unable to afford the cost of trans-
port were such available. Children of 
poor homes in mostly rural districts 
would therefore be the worst af-
fected by having to walk long dis-
tances to schools.
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and scheduled tribes, the gap in 
the relevant ratio between them 
and the rest of the population 
remains large. Similarly, in Pa-

schools in Sri Lanka
These handicaps are worsened at 

higher levels of education. The average 
area served by a school with the 
terminal grades 11 and 12 exceeds 
50 square miles in Mannar, Vavuniya, 
Ampara, Kalmunai, Trincomalee, Chi- 
law and Moneragala. Again, the school 
districts where plantations dominate 
are well served. The more urbanized 
south-western quarter of the country 
is the best served. Schools with faci-
lities for teaching science in grades
11 and 12 are the most unevenly dis-

kistan the distribution of educa-
tional opportunities among prov-
inces and between urban and ru-
ral areas is considerably uneven.

tributed. The average area served by 
a school of this nature exceeds 100 
square miles in Moneragala, Polon- 
naruwa, Chilaw, Ampara, Vavuniya 
and Tangalle. It is a mere 6 square 
miles in Colombo and 16 in Jaffna.

In the sparsely populated, mostly 
rural districts with poor transport 
facilities, the provision of educational 
facilities is not a problem which is 
solvable in the education sector it-
self. The construction of roads and 
the provision of public transport

The participation rate in first- 
level education ranges from about 
80 per cent for urban boys to 
20 per cent for rural girls. In

are essential components in the solu-
tion of the problem of access to edu-
cational facilities. However, resources 
for the provision of roads and trans-
port must compete with other needs 
in the economy. Until such time 
as rural districts can win in this com-
petition, the richer rural families will 
either migrate to urban areas or send 
their children to schools in urban 
centres; the poorer will be denied 
comparable access to opportunities 
for education.

Geographical distribution of schools, 1980, Sri Lanka

School district
Area in 
square 
miles

Total 
number o f  

schools 
in 1979

Number o f  
schools with 

grades 11 
and 12

Area per school Proportion o f  
schools with 

grades 11 and 12 
(percentage)

All Science
Total

With grades 
11 and 12

All Sciencè All Science

1. Colombo 252 275 85 45 0.9 3.0 6.0 30.9 16.4
2 . Homagama 206 207 42 10 1.0 4.9 20.6 20.3 4.8
3. Gampaha 318 374 99 25 0.9 3.2 12.7 26.5 6.7
4. Minuwangoda 215 250 51 20 0.9 4.2 10.8 20.4 8.0
5. Kalutara 623 468 90 25 1.3 6.9 24.9 19.2 5.3
6 . Kandy, East 360 164 65 12 2.2 5.5 30.0 39.6 7.3
7. Kandy, West 457 357 93 25 1.3 4.9 18.3 26.1 7.0
8. Matale 779 305 61 9 2.6 12.8 86.6 20.0 3.0
9. Nuwara Eliya 675 470 67 17 1.4 10.1 39.7 14.3 3.6

10. Galle 642 521 115 32 1.2 5.6 20.1 22.1 6.1
11. Matara 481 420 87 22 1.1 5.5 21.9 20.7 5.2
12 . Tangalle 1 001 279 58 8 3.6 17.3 125.1 20.8 2.9
13. Jaffna 800 566 78 51 1.4 10.3 15.7 13.8 9.0
14. Mannar 715 97 12 6 7.4 59.6 119.2 12.4 6.2
15. Vavuniya 1 916 214 14 7 9.0 136.9 273.7 6.5 3.3
16. Batticaloa 241 20 10 8.3 4.1
17. Ampara 1 100 102 15 5 10.8 73.3 220.0 14.7 4.9
18. Kalmunai 780 154 15 13 5.1 52.0 60.0 9.7 8.4
19. Trincomalee 1 911 192 29 13 10.0 65.9 147.0 15.1 6.8
20 . Kurenegala 1 524 384 98 17 4.0 15.6 89.6 25.5 4.4
21 . Kuliyapitiya 485 288 63 9 1.7 7.7 53.9 21.9 3.1
22 . Nikaweratiya 244 40 6 16.4 2.5
23. Chilaw 1 173 171 15 6 6.9 78.2 195.5 8.8 3.5
24. Puttalam 596 137 31 11 4.4 19.2 54.2 22.6 8.0
25. Anuradhapura 506 68 9 13.4 1.8
26. Polonnaruwa 1 321 145 30 5 9.1 44.0 264.2 20.7 3.4
27. Bandarawela 1 088 387 61 15 2.8 17.8 72.5 15.8 3.9
28. Moneragala 2 197 175 29 3 12.6 75.8 732.3 16.6 1.7
29. Kegalle 632 608 87 17 1.0 7.3 37.2 14.3 2.8
30. Ratnapura 1 250 578 98 22 2.2 12.8 56.8 17.0 3.8

Source: ESCAP secretariat based on Sri Lanka Administration Reports, 1980 (Part IV -  Science and Art), Education.
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Papua New Guinea, there exists 
considerable variation in access 
to schools among provinces, as 
measured by travel time from 
home to school; during 1978/79 
between 40 and 50 per cent of 
the population in Morobe and 
Gulf provinces lived at a distance 
of more than one hour’s walk from 
the nearest community school.9 
In the Republic of Korea, num-
ber of successful entrants to well- 
known universities indicates that 
students from high schools in 
the cities perform better than 
those in the non-city areas.10 
According to a survey in Sri Lanka 
in 1981/82, lower participation 
in schooling and a larger drop-
out rate were observed in low- 
income urban areas, dry-zone agri-
cultural areas and in the planta-
tion sector. Among those who 
received an income of less than 

 ,28/1891 ni aknaL irS ni 008 sR
the school avoidance rate was 17 
per cent in urban areas and 36 
per cent in the plantation sector.

Governments have responded 
in diverse ways to the need to 
reduce such disparities. These 
include attempts to expand pub-
lic schooling facilities in rural 
areas, grants to rural private in-
stitutions, scholarships for poor 
but meritorious students and the 
training of teachers working in 
rural schools. The efficacy of 
such measures cannot be judged 
in the absence of adequate time 
series data. In this context, it 
should be mentioned that data 
on the various dimensions of 
inequity indicated above, with 
the exception of enrolments by 
sex, are generally not available. 
It would be a highly worth-while 
exercise for educational planners

9 Papua New Guinea, The Na-
tional Public Expenditure Plan 1984- 
1987 (Waigani, November 1983), p. 106.

10 Choo Hakchung, “Education and 
vocational training in Korea” (mimeo-
graphed), p. 17.

and administrators to bring out 
indicators of the several dimen-
sions of inequity in access to 
education and systematically gather 
the relevant data, if not annually, 
at least every five years. The col-
lection and analysis of such in-
formation should provide the foun-
dation for monitoring the impact 
of policies designed to secure 
greater equity and for initiating 
appropriate changes.

B. EFFICIENCY

Because of the fairly rapid 
expansion in education facilities 
in most developing countries of 
the region during the last decade 
and more, and the allocation of 
large resources for the purpose, 
efficiency in the use of these re-
sources has become of major 
significance. Efficiency in an 
educational system can be thought 
of in two dimensions — internal 
and external. Internal efficiency 
is concerned with the relation-
ship between inputs and outputs 
of the school system. Internal 
efficiency is concerned with the 
flow and progression of students 
through the system with mini-
mum waste and maximum quality. 
External efficiency deals with the 
relationship between the output 
of the school system and the ex-
ternal world. Specifically, the is-
sue of primary concern in external 
efficiency is the extent to which 
students, on completing school, 
become useful and productive hu-
man beings, socially, economic-
ally and otherwise. The two as-
pects of efficiency are not entire-
ly separate. For instance, irrele-
vant curricula may cause a high 
rate of drop-out, to the detri-
ment of internal efficiency. They 
also can make knowledge or skills 
acquired in schooling irrelevant 
to the needs of society, causing 
external inefficiency. For the 
sake of analytical convenience, 
the present section is devoted

to questions of internal efficiency 
and the subsequent section deals 
with external efficiency. 

1. Internal efficiency

(a) Grade repetition and drop-
out

In as much as drop-out be-
fore completing a cycle of educa-
tion wastes resources, the repeti-
tion of grades by students raises 
the costs of education. Students 
repeating a grade once or more 
hold down resources, both ma-
terial and human, which could 
have been devoted to other pur-
poses. Data provided in figure
II .9 show that a considerable pro-
portion of students repeat grades 
in several countries. The available 
evidence suggests that in most of 
these countries the percentage of 
such students has been declining, 
though slowly. It is not known 
to what extent differences in grade 
repetition between countries or 
changes over time are due to im-
proved performance by students 
or to changes in systems of exa-
minations and promotions. In 
general, there is no large difference 
in the rate of repetition of grades 
by male and female students. How-
ever, the range of variation between 
grades is substantial in several cases. 
In Bangladesh, for instance, the 
range of grade repetition within 
the first level in 1981 was from 
9 per cent in grade V to 25 per 
cent in grade I. There are several 
other countries in which the in-
cidence of repetition in grade I 
was quite high in the years for 
which data are presented in figure
II.9. Among these are Bhutan, 
Fiji, Indonesia, Solomon Islands, 
Sri Lanka and Thailand.11

11 For more detailed information 
on grade repetition, see United Na-
tions Educational, Scientific and Cul-
tural Organization, Statistical Year-
book. . . , tables 3.6 and 3.9.
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A major factor undermining 
the efficiency of the educational 
system in many countries in the 
region is the high incidence of 
drop-out of students before they

have completed a particular cycle 
of education. Students once en-
rolled have to stay long enough 
in schools to be able to consoli-
date and retain what they have

learned. Literacy skills learned 
in four years of primary educa-
tion and no more tend to be 
lost; skills learned in five to eight 
years of basic education are re-

Figure II.9. Selected economies in the ESCAP region. Percentage of grade repeaters by level, various years

Source: United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985), tables
3.6 and 3.9.

Note: 1984 data of the Republic of Korea are zero for both levels.
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tained; but skills learned for 
more than eight years tend to 
be elaborated, developed and used 
for further learning.12 Thus, 
those who drop out from the 
school system before completing 
a certain minimum number of 
years are likely to relapse into 
illiteracy, and resources devoted 
to them yield little or no return 
in terms of enhancing their pro-
ductive capacity.

Figure II.10 contains drop-
out rates at the primary level in 
15 developing countries. Informa-
tion available in respect of Pa-
pua New Guinea indicates a drop-
out rate of over 30 per cent.13 
In Sri Lanka, though the drop-
out rate within the primary level 
is relatively low, less than two 
thirds of students participated 
in the secondary level in 1980.14 
Similarly, in Thailand, where over 
90 per cent of those enrolled com-
pleted the primary school cycle 
in 1985/86, only 49 per cent 
of them continued to secondary 
school.15 In contrast, the Re-
public of Korea has an extreme-
ly low drop-out rate at the prima-
ry level and a high enrolment ratio 
at the secondary level.16

12 United Nations Educational, 
Scientific and Cultural Organization, 
Regional Office for Asia and the Paci-
fic, Asia-Pacific Programme o f  Edu-
cation for A ll (APPEAL) (Bangkok, 
1986), p. 10.

13 Ken Gannicott and Jeff Richard-
son with John Eyres, “Problems, poli-
cies and perspectives in human re-
sources development in Papua New 
Guinea” (mimeographed) (September 
1986), p. 6.

14 Gamani Abeysekera, “Problems, 
policies and perspectives in human 
resources development in Sri Lanka” 
(mimeographed) (September 1986), p. 
30.

15 Thienchay Kiranandana, “Prob-
lems, policies and perspectives of human 
resources development in Thailand” 
(mimeographed) (September 1986), p. 
13.

16 See table II.16.

Figure II.10. Selected developing countries in the ESCAP region. Drop-out 
in primary education, various years

Source: United Nations Educational, Scientific and Cultural Organization,
Regional Office for Asia and the Pacific, Towards Universalization o f  Primary Educa-
tion in Asia and the Pacific: Regional Overview (Bangkok, 1985).

Note: Years show the beginning years of the relevant cohort. Figures in
parentheses are the number of grades.

There are many reasons why 
students drop out. The drop-
out rate is higher among pupils 
from poor homes and rural areas 
than from rich homes and ur-
ban areas. The poverty of house-
holds compels parents to withdraw 
children from schools and to use 
their labour for augmenting the 
family’s meagre resources. In 
the case of girls, social prejudice, 
culturally-determined gender roles 
in family decisions and domestic 
chores (like infant care) are im-
portant additional factors. Fur-
thermore, ill-fed children from 
poor homes tend to fall ill more 
frequently, causing them to give 
up school as they fall behind. 
Other causes include inappropriate 
and irrelevant curricula, poorly 
trained teachers, lack of text-

books and other educational ma-
terials, and poor physical faci-
lities in schools. The lack of 
even small amounts of resources 
to buy clothing, transport to 
school and outside meals also 
prevents children from continu-
ing in school.

Indian policy makers diagnosed 
poor school facilities, unrelated 
curriculum, poor methods of teach-
ing and poverty as the principal 
causes for drop-out from school. 
Measures proposed in the seventh 
five-year plan to alleviate the 
malady include the reorientation 
of teacher training, provision of 
incentives, the improvement of 
physical facilities, increasing com-
munity awareness, reform in the 
curriculum, adjustment of school 
hours and the selective introduc-
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tion or expansion of earn-while- 
you-learn schemes.17 In Pakistan, 
where the literacy rate among 
rural females has yet to exceed 
5 per cent, the high incidence 
of drop-out among girls is prob-
ably caused by the indifference 
of the community and parents to 
female education, demands on 
girls to help mothers and other 
factors. An excessively demand-
ing curriculum is also identified 
as a major factor responsible for 
large-scale drop-out at the prima-
ry level. Among a variety of re-
medial actions proposed in the 
sixth five-year plan are the uti-
lization of mosques to supple-
ment schools, the simplification 
of curricula, especially for prima-
ry school grades I to III, the provi-
sion of separate schools for girls 
wherever mixed enrolment is not 
feasible and greater community 
involvement in education.18

Although the causes of drop-
out are generally known, there 
is little information on the rela-
tive importance of different fac-
tors. Since social and economic 
causes operate simultaneously with 
educational factors, there is of-
ten a tendency to underestimate 
the educational factors. Experience 
in Malaysia, Mongolia, the Re-
public of Korea and Thailand sug-
gests that “determined educational 
measures aimed at preventing large- 
scale drop-out have been effective 
within a quite short period and 
have dramatically raised retention 
rates” .19 Even where social and 
economic causes play a major role

17 India, Planning Commission, 
Seventh Five Year Plan. . . , p. 257.

18 Pakistan, Planning Commission, 
The Sixth Five Year Plan, 1983-1988 
(Islamabad, 1983), pp. 304-306.

19 United Nations Educational, 
Scientific and Cultural Organization, 
Regional Office for Asia and the Paci-
fic, Towards Universalization o f  Pri-
mary Education in Asia and the Paci-
fic: Regional Overview (Bangkok,
1985), p. 8.

in causing high drop-out, measures 
within the educational system can 
have a significant mitigating im-
pact. In many instances, the edu-
cational and other factors are 
inextricably intertwined. In Sri 
Lanka, for instance, “the decision 
of the government to provide 
free textbooks to school children 
since 1980 and the continuation 
of the School Biscuits Programme 
and other supplementary feeding 
programmes appear to have con-
tributed to improving the school 
participation rate” .20 Many of 
the causes and cures of drop-
out also impinge on the quality 
of education. Measures to reduce 
the incidence of drop-out would, 
therefore, help improve not merely 
the retention of those enrolled, 
but also their achievement. Fur-
ther, since the drop-out rate is 
often higher among the econo-
mically disadvantaged, rural pupils 
and females, efforts to reduce 
drop-out would have high pay-
off in improving equity in educa-
tion.

In concluding this discussion, 
it is useful to take note of some 
innovative non-formal programmes 
being implemented in several coun-
tries to reduce the extent of loss 
by drop-out.21 In Bangladesh, 
there is a programme which al-
lows children of higher age to 
complete a five-year primary educa-
tion in two and a half years. In 
China, a massive programme of 
self-taught preparation for exami-
nations has been initiated at dif-
ferent levels. On the basis of 
performance in these examinations, 
the State issues certifications which 
enjoy the same status as diplomas 
obtained after attending regular

20 Abeysekera, op. cit., p. 30.
21 United Nations Educational, 

Scientific and Cultural Organization, 
Regional Office for Asia and the Paci-
fic, Towards Universalization o f  Pri-
mary Education: Review o f  National
Plans and Innovative Efforts (Bang-
kok, 1985), pp. 32-33.

schools. In India, an elaborate 
non-formal education programme 
with opportunities for multiple 
point entry into any elementary 
class (classes I-VIII) in the formal 
schools has been developed. In 
Indonesia, there are evening classes 
for primary school drop-outs. In 
the Philippines, school leavers may 
later undergo a test for re-entry 
to schools with credit for their 
work experience. It has been 
found that, in general, school 
leavers re-enter the formal system 
at a grade higher than that pre-
viously completed. In Sri Lanka, 
there is in operation a large num-
ber of literacy centres for children 
of school age who do not attend 
school. In Viet Nam, there are 
some simplified curriculum schools 
with 20 to 26 weeks of learning 
a year.

(b) Quality o f  education

Educational quality is hard 
to measure objectively. Some 
analysts use such measures as 
examination scores, achievement 
tests in a range of subjects, length 
of time needed for pupils to reach 
a required standard, scores in 
standardized tests of linguistic 
ability, mathematics and science 
and non-cognitive tests designed 
to measure students’ attitude and 
motivation.22 Detailed informa-
tion on these criteria for develop-
ing countries in the ESCAP re-
gion is not available. However, 
judging from concern expressed 
in development plans, problems 
of low quality in education ap-
pear quite widespread. In India, 
despite considerable progress in 
increasing the number of institu-
tions and enrolment and in diversi-
fying educational programmes, it

22 George Psacharopoulos and Mau-
reen Woodhall, Education for Develop-
ment: An Analysis o f Investment
Choices, a World Bank publication 
(New York, Oxford University Press, 
1985), p. 206.
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Box II.7. The challenge of reducing adult illiteracya
The failure to achieve universal 

enrolment of children in the rele-
vant age group at the primary school 
level, early drop-outs and the past 
backlog have led to the emergence 
of a gigantic problem of adult illi-
teracy in Asia and the Pacific. De-
spite the fact that the aggregate li-
teracy rate of developing countries 
in the region had risen substantially 
from 53.6 per cent in 1970 to 63.7 
per cent in 1985, the number of adult 
illiterates (aged 15 and above) in-
creased by about 80 million. Out 
of an estimated 857 million adult 
illiterates in 1985 in the world, the 
region contained three fourths, over 
640 million. An enormous mass of 
humanity in the region thus remains 
unexposed to the world of learning. 
Of these 640 million, 410 million 
were women (see figure below).

The South Asian subregion has 
the largest number of adult illiterates, 
368 million. India alone accounts 
for 264 million. Among the East 
and South-East Asian countries con-
taining 271 million adult illiterates, 
the highest concentration is in China,

a Based on United Nations Educa-
tional, Scientific and Cultural Or-
ganization, Regional Office for Asia 
and the Pacific, Asia-Pacific Pro-
gramme o f  Education for A ll 
(APPEAL) (Bangkok 1986).

with 229 million. As a proportion 
of adult population, the highest 
illiteracy rate is in Afghanistan (76.3 
per cent). Many countries in the 
region assign great importance to 
adult education and have some adult 
education programmes. b Yet many 
problems in their implementation 
persist. Among the major problems 
are:

(a) Owing to social, cultural 
and other factors, there is a serious 
lack of motivation among women, 
which hampers their successful parti-
cipation in the programmes.

(b) There is a dearth of people’s 
participation and inadequate mobiliza-
tion of community resources for the 
planning and implementation of li-
teracy programmes.

(c) In many cases literacy pro-
grammes axe not linked with socio-
economic development activities; and 
often co-operation and co-ordination 
between the agencies engaged in 
literacy campaigns and those handling 
other development tasks are lacking.

b For a review of policies and 
programmes directed to adult educa-
tion in individual countries, see, 
Bulletin o f the UNESCO Regional 
Office for Education in Asia and 
the Pacific, Special Issue (Bangkok, 
January 1982).

(d) Literacy programmes in 
many countries do not receive ade-
quate financial and manpower sup-
port. There is also a shortage of 
expertise in planning, management, 
training, curriculum and materials de-
velopment, monitoring, evaluation and 
research.

(e) Post-literacy and continuing 
education are not properly planned 
and developed.

Experience in the countries of 
the region has shown that there are 
a number of conditions which have 
to be met for the success of adult 
education programmes. First, com-
mitment to literacy campaigns in-
volving people’s participation and 
mobilization of community resources 
has to be sustained. Successful li-
teracy programmes mobilize the 
population and create a vast network 
of learning centres, using people’s 
residences, factories, farms, clubs, 
and other indigenous institutions. 
Second, crucial to their success are 
efficient planning, management, train-
ing, curriculum and materials develop-
ment. Such campaigns do not become 
effective and productive unless the 
target clientele perceive the relevance 
of literacy programmes to the en-
hancement of their quality of life. 
Third, follow-up action is required 
in the form of post-literacy and con-
tinuing education.

Source: United Nations Educational, Scientific and Cultural Organization, Regional Office for Asia and the Pacific, Asia-
Pacific Programme o f  Education for A ll (APPEAL) (Bangkok, 1986), p. 5, table 1.
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has not been possible to meet 
the nation’s aspirations in respect 
of the quality of education.23 In 
Malaysia, in 1982/83, in an assess-
ment of students in grade V, 25 
per cent scored below minimum 
standard in Bhasa Malaysia, 52 
per cent in English, 44 per cent 
in mathematics and 30 per cent 
in the physical and the social 
sciences. A World Bank appraisal 
of primary education in Pakistan 
carried out in early 1978 identi-
fied low quality as one of the 
basic problems.24 The revised 
fifth five-year economic and so-
cial development plan of the 
Republic of Korea, while acclaim-
ing quantitative expansion in edu-
cation in the country, stated that 
“such quantitative growth, however, 
has not been matched by qualita-
tive improvement” .25 This is 
sufficient evidence to show that 
improvements in the quality of 
learning imparted in the formal 
school system remain an important 
concern of educational planners in 
the developing countries of the 
region.

(c) Measures to improve internal
efficiency

This discussion has focused 
on two dimensions of internal 
efficiency: reducing wastage and
improving the quality of educa-
tion. Both outcomes are signi-
ficantly influenced by factors both 
in and out of school. It follows 
that improving internal efficiency 
in education systems would re-
quire action on a broad front.

23 India, Ministry of Education, 
Challenge o f  Education — A Policy 
Perspective, p. 8.

24 World Bank, Education in World
Bank Education Projects: Lessons
from Three Case Studies, Report No. 
EDT 5 (August 1985), p. 80.

25 Republic of Korea, The Revised 
Fifth Five-Year Economic and Social 
Development Plan 1984-1986 (Seoul, 
1983), p. 90.

Some of the principal areas are 
discussed briefly below.

The capacity to benefit from 
facilities provided in school is 
substantially determined by factors 
which belong in the home environ-
ment. Nutritional deficiency in 
childhood affects learning capacity 
and tends to reduce attention and 
motivation. Poor health resulting 
from poverty and malnutrition in-
creases absenteeism, causes apathy 
and adversely affects cognitive de-
velopment. Homes where space 
is limited, where the quiet and
solitude necessary for study are
lacking, where books, periodicals 
and newspapers are not common 
everyday objects and where parents 
themselves are illiterate provide 
an environment almost hostile to 
learning. Similary, parental care 
and home environment during the 
pre-school period influence pu-
pils’ attentiveness and motivation. 
Children from affluent homes usu-
ally have access to pre-school
academic facilities, such as kinder-
gartens, which profess to prepare 
them to meet the challenges in 
regular schools more effectively. 
As developing countries in the 
region seek to expand enrolment 
and cover wider segments of the 
socially and economically disad-
vantaged population, their educa-
tional systems will tend to have 
a greater proportion of students 
subject to initial handicaps. Meas-
ures aimed at improving internal 
efficiency in educational systems 
cannot, therefore, be conceived in 
isolation. These have to be in-
tegrated with programmes for the 
reduction of poverty, the elimi-
nation of malnutrition, maternal 
and child health care, water supply 
and sanitation as well as demo-
graphic policies.

The importance of these con-
siderations is being increasingly re-
cognized. In India, for instance, 
an early childhood education pro-
gramme is being dovetailed with 
nutrition, health care and social

welfare as a package within the 
broad framework of the Pro-
gramme of Integrated Child De-
velopment Service.26 In the 
Republic of Korea, 45 per cent 
of total expenditure on kinder-
garten education in 1985 was 
financed by the Government.27

Among in-school factors which 
contribute to internal efficiency, 
perhaps the first consideration 
is that of better qualified teachers. 
One facet of this requirement 
is that they should have com-
pleted a high level of education. 
Another facet is that they should 
be trained in pedagogy.28 In a 
major review, after examining 32 
studies, it was concluded that 
trained teachers do make a dif-
ference to the level of students’ 
achievement.29

Most developing countries in 
the region emphasize teacher train-
ing in their educational programmes. 
This is reflected in their develop-
ment plans as well as in increased 
enrolments in teacher-training in-
stitutions. In Bangladesh, there 
is an acute shortage of trained 
teachers at all levels. Twenty 
per cent of primary school teachers 
are yet to be trained. The per-
centage of untrained teachers is 
as high as 70 per cent at the sec-
ondary level. Among the pro-
grammes proposed in the coun-
try’s third five-year plan to alleviate 
the severity of the problem are 
an expansion of pre-employment 
as well as in-service training faci-
lities, the provision of audio-

26 India, Planning Commission, 
Seventh Five Year Plan. . . , p. 257.

27 Hakchung, op. cit., table 1.6.
28 Some studies cast doubt on 

this assertion. See, for instance, Stanley 
Nollen, “The economics of education: 
research results and needs”, Teachers’ 
College Record 77, No. 1 (September 
1975), pp. 51-77.

29 ‘Teacher training and student 
achievements in less developed coun-
tries”, World Bank Staff Working Paper 
310 (Washington, D.C., 1978).
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visual material and equipment to 
training institutions and the in-
troduction of a pilot programme 
for training secondary school 
teachers through correspondence 
courses.30 A major thrust is be-
ing given to teacher training in 
China were 50 per cent of primary 
and secondary school teachers 
in 1984 had not been adequately 
trained. Besides encouraging local 
governments to establish teacher- 
training institutions, since 1984 
the central government has been 
sending out “lecturer troupes” , 
recruited from among college and 
university graduates, to many coun-
ties to help train teachers. Ten 
thousand college and university 
graduates are expected to join 
the lecturer troupes in 1986. 
In addition, the country is es-
tablishing a system to appraise 
teachers’ performance and relate 
their salary to performance with 
a view to motivating teachers 
to undergo training.31 In the 
Indian seventh five-year plan it 
is sought to introduce a variety 
of training arrangements including 
the use of mass media, the adop-
tion of schools at lower levels 
by those at higher levels for up-
grading teachers’ competence, 
the despatch of teacher guidance 
notes from training institutions 
and the use of correspondence 
courses supported by occasional 
contact.32 In Sri Lanka, the ratio 
of graduate teachers to the total 
number of teachers in government 
schools increased from 1:26 in 
the late 1960s to 1:5 in 1985, the 
corresponding increase in trained 
teachers being from 1:2.3 in 1968 
to 1:1.7 in 1985.33 In Thailand,

30 Bangladesh, Planning Commis-
sions, The Third Five Year Plan. . . , 
pp. xiv-10 and xiv-11.

31 Liansan, op. cit., pp. 14-16.
3 2 India, Planning Commission, 

Seventh Five Year Plan. . . , pp. 256- 
257.

33 Abeysekera, op. cit., p. 13.

at present the number of primary 
school teachers with no training 
has become almost nil compared 
with 14 per cent in 1977, while 
the qualifications of second-level 
school teachers have been consi-
derably improved over the last de-
cade through various measures, in-
cluding short-course teacher train-
ing programmes and opening up 
new facilities in the two open 
universities which use distance 
learning systems.34

While the importance of teacher 
training as a means of improving 
the efficiency of school systems 
cannot be over-emphasized, there 
are a few points worth noting. The 
most important of these is the 
need for refresher courses for 
teachers, in a period when know-
ledge itself keeps growing fast 
in quite unexpected directions. 
This is especially important in 
mathematics and the sciences which 
will form the foundation on which 
to build knowledge and skills in 
technology. There are several 
ways of doing this and an econo-
mical one may be that of master 
teachers who train and supervise 
other teachers on the job. Second-
ly, although teacher training may 
positively contribute to student 
achievement, it may not necessa-
rily be the most cost-effective 
way in all circumstances. It is, 
therefore, necessary to assess how 
training compares with other in-
puts in raising the quality of out-
put in alternative circumstances. 
These assessments certainly would 
add to the value of decisions with 
regard to the allocation of resources 
between training and other inputs.

It is often argued that a re-
duction in the pupil/teacher ratio 
improves the quality of learning. 
While an unwieldy class size does 
not obviously provide a congenial 
learning environment, there is evi-
dence of very wide variations in 
the ratio, with rather high ratios

34 Kiranandana, op. cit., pp. 14-15.

in Japan among developed coun-
tries and the Republic of Korea, 
without any evidence that the high 
ratio itself has reduced efficiency 
in the school system. According 
to the World Bank, “Despite evi-
dence to suggest that very small 
classes (15 students or fewer) 
can have an important postive 
effect on student achievement, 
variation in the size of the class 
within a range of 20 to 40 makes 
little or no difference in average 
achievement” .35

In the developing ESCAP re-
gion, there are very few coun-
tries with a student/teacher ratio 
of 40 or above (see table II.18). 
It is worth noting that the Re-
public of Korea is practically free 
from the incidence of grade repeti-
tion or drop-out despite a rela-
tively high student/teacher ratio. 
In many countries of the region, 
there may be a case for increasing 
average class size to reduce teacher 
requirements per class. Resources 
thus saved can be devoted to 
either larger enrolment, to other 
school inputs or to improved teacher 
training, as appropriate. However, 
different norms of student/teacher 
ratios may be required at different 
levels or for different disciplines.

An important requirement for 
improving the quality of learning 
is the provision of adequate teach-
ing material, in particular, text-
books. A review of 10 studies in 
developing countries found a more 
consistently positive relationship 
between achievement and the 
availability of books than between 
achievement and other factors such 
as class size, teacher training and 
boarding facilities.36 It was ob-

35 World Bank, Education Sector 
Policy Paper (Washington, D.C., April 
1980), p. 39.

36 Stephen Hyneman, Farrell Joseph 
and Manuel Sepulveda-Stuardo, “Text 
book and achievement in developing 
countries: what we know”, Journal
o f  Curriculum Studies 13(3), pp. 227- 
246.
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served in the Philippines that scores 
in the first grade increased by
12 per cent on tests in mathema-
tics science and language after the 
ratio of students to books de-

creased from 10:1 to 2 :1.37
The availability of textbooks

37

p. 35.
World Bank, Education Sector.. . ,

at primary and higher levels finds 
mention in development plans of 
several countries e.g. Bangladesh, 
India and Pakistan. In the seventh 
plan of Nepal it is proposed to

Table II.18. Developing economies in the ESCAP region. Pupil/teacher ratios

First level Second level Third level

1970
Latest

available
year

1970
Latest

available
year

1970
Latest

available
year

Afghanistan 41 30a 23 18b 10 11a
Bangladesh 46 47c 26 c 16 26 d
Bhutan 22 39c 10c 9b
Brunei Darussalam 23 16a 19 12e • • • 3d
Burma 47 48a 32 30a 13 27f
China 33 25c 22 17c . .  . 4d
Cook Islands 20 17d 15 .  .  . . . . 9b
Fiji 32 28e 24 18e 10g
Guam 26 23 d 20 19d 22 .  .  .

Hong Kong 33 28d 22 26 d 15 13a
India 41 43c 21 .  .  . 20g 19g
Indonesia 29 29a 13 16e 12 8a
Iran (Islamic Republic of) 32 20d 34 14d 12 15d
Kiribati 27 28c 11 15d .  .  . .  .  .

Lao People’s Democratic 
Republic 36 27d 17 19b 12d

Malaysia 31 26d 26 21d • • • 10b
Mongolia 30 32a • • • 23 g 12g 16e
Nepal 22 43d 23h 26 d 16g 13b
Niue 18 17c 19 13c • • •

Pakistan 41 31d 20 18e 33 22g
Papua New Guinea 30 31a 20 21a 8b
Philippines 29 32a 33 34a 22 30e
Republic of Korea 57 40c 36 35c 19 37c

Samoa 28 21d 22 5 15d
Singapore 30 29d 20 20d 12 11d
Solomon Islands 24 25g 14 16b • • • . . .

Sri Lanka 30g 32c . . . 8 11d
Thailand 35 22e 16 27g 7 26e

Tonga 27 20d 24 11e
Vanuatu 23 24d 11 13e .  .  . • • •

Viet Nam 36g 39b 25h 8 7b

Source: United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985), pp. III-
92-III-274, tables 3.4, 3.7 and 3.11.

a 1982. b 1980. c 1984. d 1983. e 1981. f 1975. g 1979. h 1976.
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distribute textbooks free up to 
grade III at primary level.38 Men-
tion was made earlier of free dis-
tribution of textbooks in Sri 
Lanka. Nevertheless, very few 
developing countries in the re-
gion spend even 6 per cent of 
their recurrent expenditure on 
education on teaching material, 
including textbooks. It there-
fore appears worth while for 
governments to examine the value 
of measures aimed at supplying 
textbooks on time, in adequate 
quantity, of required quality and 
on a continuing basis.39

Examinations are an insepar-
able part of the school system. 
Their value lies in that they pro-
vide goals for both the student 
and the teacher and are a means 
of assessing the extent to which 
these goals have been achieved. 
Yet complaints are quite com-
mon that examinations are inef-
ficient in that they encourage rote 
learning, and fail to measure skills, 
knowledge and ability and to in-
dicate potential for future achieve-
ment. The examinations systems 
may even distort the motive for 
education as both teachers and 
students tend to become obsessed 
with performance in examina-
tions and lose sight of the broader 
objectives of the cultivation of 
the mind and the acquisition of 
skills.40 It has been suggested 
that to reduce grade repetition 
and drop-out, it may be desirable

38 Nepal, National Planning Com-
mission, The Seventh Plan 1985-1990 
(Kathmandu, 1985), p. 747.

39 For a review of some major 
issues in implementing projects on 
provision of textbooks, see World 
Bank, General Operational Review o f  
Text Books, Report No. EDT 1 (July
1985).

40 See International Labour Office,
Matching Employment Opportunities 
and Expectations a Programme o f  
Action for Ceylon (Geneva, 1971),
chap. 9, for an excellent account of
such distortion.

to reduce the number of examina-
tions and introduce automatic pro-
motion, particularly at lower levels. 
The rationale is based on studies 
showing that there is no educa-
tional advantage derived from mak-
ing low achievers repeat grades.41 
Malaysia and the Republic of Korea 
practise automatic promotion at 
the first level. The above-men-
tioned criticisms notwithstanding, 
with limited resources, a buoyant 
demand for education and a short-
age of employment opportunities, 
examinations perform a useful 
selective function in developing 
countries. Measures need to 
be taken to ensure that this func-
tion is better performed 42

Education planners and policy 
makers in the region seek curri-
culum development for several 
reasons. Two of the most im-
portant among these are the di-
versification and vocationalization 
of education and the need to de-
velop curricula to absorb advances 
in knowledge. In several coun-
tries in the region there have 
been continuing attempts at cur-
riculum development, this func-
tion often falling within the terms 
of reference of Commissions en-
trusted with the examination of 
education systems and making re-
commendations for the improve-
ment thereof. The adoption of 
new or reformulated curricula re-
quires the development of text-
books and the retraining of teachers 
competent to handle the new 
subject matter. These two activi-
ties require a much larger commit-
ment of resources and a persistence 
stronger than required for the

41 For a review of such studies, 
see Wadi Haddad, “Educational and 
economic effects of promotion and 
repetition practices”, World Bank Staff 
Working Paper 319 (Washington, D.C., 
1979).

42 For an elaboration of the issue 
of reforms in the examination system, 
see Psacharapoulos and Woodhall, op. 
cit., pp. 235-238.

development of curricula itself. 
It is perhaps these latter factors 
which have slowed down the 
adoption of new curricula and 
there are hardly any studies which 
evaluate the improvements brought 
by curriculum development.

Finally, improvements in man-
agement are an essential ingredient 
in policies to improve the internal 
efficiency of educational systems. 
Educational systems contain with-
in them large subsystems such as 
schools, teachers and examinations 
whose management at high levels of 
efficiency requires much analysis 
and thought. The delegation of 
more power to lower levels so 
as to eliminate excessive and 
rigid control over schools at all 
levels in China, the creation of 
autonomous colleges in India and 
the emphasis on community in-
volvement in Pakistan are but a 
few examples of a variety of ad-
ministrative reforms implemented 
in many countries. Perhaps greater 
attention needs to be paid to 
ensuring accountability within the 
educational systems. Where pay 
and promotions are based on 
seniority rather than ability, where 
termination of employment is near-
ly impossible and where there is 
no penalty for substandard per-
formance, the effectiveness of re-
forms in other areas runs a risk 
of being seriously undermined.

2. External efficiency

The external efficiency of 
an educational system ensures that 
it contributes productive and well- 
developed output to a society. 
This output is mainly in the form 
of students, but research useful 
to growth and development can 
also be of very high significance. 
Indeed, in societies which are 
latecomers to development but 
undertake that process in circum-
stances wholly different from those 
of the earlier epoch, originality 
and imagination in research in
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solving the problems which beset 
the process of development can 
be of immense value. However, 
in this Survey no attempt will 
be made to discuss research, large-
ly because of the absence of assess-
ments which can be used for the 
purpose. The main attempt here 
will be to consider some of the 
issues connected with the out-
put in the form of students.

One symptom of the ineffi-
ciency of the education system 
is that of long-term unemployment 
of graduating students. Although 
it is difficult to separate the prob-
lem of a general lack of employ-
ment opportunities from that of, 
say, the problem of unemploy-
ment among university graduates, 
the progressively larger number 
of university graduates waiting 
longer periods for their first em-
ployment is prima facie evidence 
of the emergence and growth 
of inefficiency. In a society lacking 
publicly-financed social insurance 
schemes, those waiting to choose 
the right kind of employment 
do so because they can afford it, 
the loss to society from the idle 
time of highly-educated persons, 
nevertheless, can be quite substan-
tial. Although recent data on the 
extent and the nature of the prob-
lem are scarce, concern over it has 
continued unabated. It has been 
estimated that in 1985 in China, 
14 per cent of university graduates 
were engaged in work irrelevant 
to the fields they had studied in 
colleges and universities, whereas 
there was an acute shortage of 
graduates in some other speciali-
ties.43 The total number of edu-
cated unemployed in India in 
1978 was crudely estimated to be 
about 3 million. A special enu-
meration of the 1971 census 
in India showed that the average 
waiting period of first degree 
holders in 1971 was 12.7 months 
for males and 14.2 months for

43 Liansan, op. cit., p. 6.

females, 13.1 months for male 
masters’ degree holders and even 
for Ph.D.s, it was as high as 12 
months. Such long waiting periods 
were not only for “general” de-
grees in liberal studies. For civil 
engineers, it was 11.4 months 
and for masters and doctoral de-
gree holders in physics, as high 
as 13 and 11.6 months respec-
tively. Partial evidence from 
Bangladesh and Sri Lanka also 
suggests the high incidence of 
unemployment among the edu-
cated.44 Of late, the problem 
has assumed importance in Thai-
land as well; the rate of unemploy-
ment in 1982 among graduates 
with tertiary education was 7.2 
per cent and as high as 13.4 per 
cent among graduates with lower 
vocational education. There also 
has been a notable increase in 
the duration of job search for 
most types of graduates between 
1977 and 1982.45 The number 
of university graduates unemployed 
increased from 1,200 in 1971 to 
15,200 in 1981. 46

Although the problem has 
been less well articulated, the 
mismatch between the output of 
the school system and the economy 
has been a problem in most coun-
tries of the region. This mismatch 
may show up in many forms. 
One of these is the employment

44 For some more details on un-
employment among the educated in 
Bangladesh, India and Sri Lanka, see 
Mark Blaug, “The quality in develop-
ing countries with particular reference 
to education and training”, in Philip 
M. Hauser, ed., World Population and 
Development: Challenges and Prospects 
(Syracuse, Syracuse University Press,
1979), pp. 367-369.

4 5 Kiranandana, op. cit., p. 81, table
29 and p. 82, table 30.

46 Thailand Development Research
Institute (TDRI), “Position paper No. 
5: human resources and social de-
velopment”, Seminar on Development 
Research and National Development, 
Position Papers No. 5-8 (Bangkok, 
December 1984).

of highly-educated persons in acti-
vities which require much less 
skill e.g. office clerks with uni-
versity education. A second 
is the scarcity of skills such as those 
of accountants, quantity surveyors, 
architects and actuaries, while some 
others are in plentiful supply. 
Comparable mismatches also exist 
in lower categories of skills such 
as between draftsmen, welders and 
mechanics on the one hand against 
those with a liberal arts education 
on the other. While the most severe 
imbalances in these categories seem 
to have been alleviated, they con-
tinue to be an impediment to the 
successful implementation of pro-
jects time and again. Finally, it 
is sometimes argued that the out-
puts of the educational system 
lack flexibility and a capacity 
to change and that innovation 
and enterprise are not among their 
outstanding qualities. In the fol-
lowing paragraphs, an attempt is 
made to examine policies and prac-
tices in developing countries in the 
region designed to provide solutions 
to some of these problems.

(a) Educational structure

A key requirement for ensuring 
the external efficiency of the edu-
cational system is to devise an 
appropriate structure. There are 
two important choices to be 
made in this regard. The first 
relates to the balance between 
different levels of education, the 
second to the diversity in curri-
cula, including the vocationaliza- 
tion of education.

(i) Balance between levels o f  
education

A thumb nail sketch of the 
growth of the education pyramid 
with primary education at its bot-
tom in some developed countries 
indicates that the pyramid was 
allowed to grow at the base first 
with growth in the middle and
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at the apex subsequently. In 
Japan since around 1890 and 
the USSR since 1917, policies 
were directed towards achieving 
universal primary education. Only 
after primary education became 
nearly universal, was a more gen-
erous attitude adopted towards 
secondary education, in Japan 
around 1912 and in the USSR 
around 1930. Emphasis on higher 
education emerged still later, in 
Japan around 1930 and in the 
USSR around 1950, after nearly 
universal secondary education was 
achieved.47

In contrast, in the overwhelm-
ing majority of countries, growth 
in enrolment at the tertiary level 
between 1970 and the early 1980s 
has been higher than that at the 
first level. In some countries, in-
cluding the Republic of Korea, 
Sri Lanka and Thailand, there 
may have appeared limits to growth 
in enrolment at the first level. 
One such limit is demographic. 
As the rate of growth of popula-
tion in the primary school age 
group falls with a decline in the 
birth rate, the rate of growth 
of enrolment at the first level 
will decelerate. To make allow-
ance for this, rates of growth 
of enrolment ratios rather than 
enrolment itself at the primary 
and tertiary level are compared 
in table II.19. Enrolment ratios 
at the tertiary level had grown 
much faster in practically all 
countries. A second factor limit-
ing the growth of primary level 
enrolment arises as countries reach 
a stage where 100 per cent of the 
relevant age group is enrolled in 
primary education. This would 
be true of some countries includ-
ing the Philippines, the Republic 
of Korea, Sri Lanka and Thailand. 
There are several countries where 
these limits have not been reached, 
yet enrolment ratios at the third

47 Blaug, loc. cit., p. 365.

level have grown much faster than 
at the first.

Quite clearly, it is not feasible 
to suggest a priori a bench-mark 
for tertiary level enrolment ratio 
in any particular country. Yet 
the configuration of these magni-
tudes with others such as per capita 
income requires explanation. The 
ratio was about the same in the 
Philippines in 1981 (26.5 per cent) 
as in the Republic of Korea in 
1984 (26.6 per cent) and in Thai-
land in 1982 it was not too far 
behind (22.2 per cent). It was 
8.7 per cent in India in 1979, 
compared with 11.8 per cent in 
Singapore in 1983. The ratios 
in Bangladesh in 1983 (4.5 per

cent), Indonesia in 1982 (4.2 per 
cent) and Nepal in 1981 (4.8 
per cent) were similar to that 
in Malaysia in 1982 (4.5 per 
cent).

Of course, there is no reason 
why educational development need 
traverse a uniform path across 
countries. In order to shorten 
the routes to development and to 
meet situations created by initial 
low levels of skill development, 
greater emphasis on secondary and 
higher level may appear to be 
justified at the early stages of 
educational development. How-
ever, such justification weakens 
with the passage of time. The 
employment of graduates in fields

Table II.19. Selected developing economies in the ESCAP region. Growth 
in gross enrolment ratio
(Percentage)

First level Third level

Afghanistan 1970-1982 -50.0 114.3
Bangladesh 1970-1983 14.8 95.6
Burma 1970-1981 8.4 131.8
China 1970-1983 16.8 1 200.0
Fiji 1970-1981 4.8 222.2
Hong Kong 1970-1982 -9.4 63.0
India 1970-1979 11.0 40.3
Indonesia 1970-1982 40.0 61.5
Iran (Islamic Republic of) 1970-1983 40.3 25.8
Lao People’s Democratic 

Republic 1970-1983 56.6 600.0
Malaysia 1970-1982 12.6 181.2
Mongolia 1970-1981 -6.2a 298.4
Nepal 1975-1983 43.1 108.7
Pakistan 1970-1979 5.0 -13.0
Papua New Guinea 1970-1982 17.3 260.0
Philippines 1970-1981 5.6 33.8
Republic of Korea 1970-1984 - 236.7
Singapore 1970-1983 7.6 76.1
Sri Lanka 1970-1983 2.0 225.0
Thailand 1970-1982 21.7b 1 205.9

Source: ESCAP secretariat based on United Nations Educational, Scientific
and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985), pp. III-44-III- 
66, table 3.2.

a 1970-1982. b 1970-1981.
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unrelated to their specialization, 
the persistence or emergence of 
unemployment among the edu-
cated, as discussed earlier, and 
generally higher social rates of 
return to primary education do 
point to the need for serious re-
examination of the educational 
structures in many countries of 
the region.

Such re-examination is under 
way in several countries. For 
instance, India in its latest policy 
announcements lays the main em-
phasis in higher education on the 
consolidation and expansion of 
facilities in existing institutions, 
rather than on creating new in-
stitutions.48 Under the sixth 
five-year plan of Pakistan, fi-
nancial allocation to higher edu-
cation was reduced to 28 per cent 
of the total allocation to education 
from 39 per cent during the fifth 
plan and no new university is 
to be opened.49 Policy guidelines 
for the fifth national economic 
and social development plan of 
Thailand provided for the Go-
vernment to concentrate on lower 
levels of education while invest-
ment by the private sector was 
to be encouraged with the pro-
vision of technical assistance by 
the Government for the expan-
sion of higher secondary and 
university education.50

(ii) Balance among disciplines

There is the further question 
of striking an appropriate balance 
among disciplines. This is of special

48 India, Ministry of Human Re-
source Development, National Policy 
on Education — 1986 (New Delhi, 
May 1986), p. 14.

4 9 Pakistan, Planning Commission, 
The Sixth Five Year Plan. . . , p. 304. 
table 2, and p. 311.

50 Thailand, National Economic and 
Social Development Board, The Fifth 
National Economic and Social Develop-
ment Plan (1982-1986) (Bangkok, 1982), 
p. 290.

relevance at the tertiary level be-
cause of the higher degree of special-
ization associated with that level. 
Table II.20 (overleaf) contains data 
on the distribution of students of 
the third level by selected fields 
of study. There are some prob-
lems of comparability of data 
across countries. These notwith-
standing, the following facts emerge 
as noteworthy.

There are several countries 
in which the proportion of students 
enrolled in the humanities, and/ 
or social and behavioural sciences 
is a quarter or more. Even in some 
countries with economies where 
the agricultural sector is large, 
the proportion of students en-
rolled in agriculture, forestry and 
fisheries is very small. Among 
these are Bangladesh, India and 
Sri Lanka. In most of the Pacific 
island countries, the proportion 
of enrolment in education science 
and teacher training appears high, 
ranging from 16 per cent in the 
Cook Islands to 41 per cent in 
Fiji. Among the 16 non-Pacific 
countries/areas included in table
II.20, there are 10 with lower than 
16 per cent of enrolment, the 
lowest proportion among the Paci-
fic countries in education science 
and teacher training. Singapore 
has the highest proportion of 
enrolment in engineering and tech-
nology (48.6 per cent). The 
second highest enrolment is in 
Hong Kong (36.9 per cent). Papua 
New Guinea has a high enrolment 
(24.1 per cent) in these disci-
plines, exceeded only by China, the 
Republic of Korea, the Philippines 
and Sri Lanka, besides Hong 
Kong and Singapore.

The appropriate distribution 
among disciplines depends on the 
economic structure and foresee-
able changes in it in each country. 
Yet, the dispersion in the data 
suggests the need for a review of 
the appropriateness of prevailing 
distributions.

Enrolment in some disciplines

has grown in response to demands 
from students and their parents 
for opportunities for higher edu-
cation. When there are no facili-
ties for teaching science at second- 
level schools, the increasing number 
of aspirants to higher education 
from second-level schools must 
perforce end up in the humani-
ties, social sciences and related 
disciplines in universities. One 
reason for governments to permit 
the expansion of higher education 
in the humanities and related fields 
is that the costs in these disciplines 
are four to five times cheaper 
than in disciplines related to 
science and technology. In view 
of these considerations, to in-
crease opportunities for higher 
education in the humanities and 
related disciplines is understand-
able. However, employment op-
portunities for such university 
graduates are not expanding rapid-
ly. One must, therefore, reduce the 
cost of providing such educa-
tion through the use of methods 
and techniques which minimize 
costs. A variety of distance learn-
ing techniques being practised in 
several countries, including “open 
universities” in Sri Lanka and 
Thailand and TV universities as 
envisaged in China, are a step in 
that direction.

However, one major danger 
should be guarded against. Al-
though higher education in the 
humanities and the social sciences 
is cheaper than that in science 
and technology, provision of low- 
cost education in the former 
category must not reduce opportu-
nities for that small minority of 
students who wish to excel and 
have the capacity to do so. To 
immerse them in the large pool 
of average students in these dis-
ciplines is to deny the economy 
the benefits which accrue from 
their talent and the skill in the 
relevant professions. Well-trained 
and skilful accountants, historians, 
linguists, lawyers, economists, so-
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Table II.20. Selected developing economies in the ESCAP region. Distribution of students in the third level by 
field of study, the early 1980s
(Percentage o f  enrolment)

Year
Education 

science and 
teacher 
training

Humanitiesa
Social and 

behavioural 
scienceb

Natural 
sciencec

Engineer-
ing and 

technology d

Agriculture, 
forestry and 

fishery
Othere

Afghanistan 1982 23.6 11.3 9.4 6.2 17.6 7.9 24.0
Bangladesh 1983 1.0 34.1 35.9 22.1 1.3 1.0 4.7
China 1983 25.4 7.8 5.8 8.2 32.4 6.7 13.7
Cook Islands 1980 15.8 - 64.7 19.4 — - _

Fiji 1982 40.9 - 34.3 13.6 - 9.5 1.7
Hong Kong 1982 6.8 10.1 34.4 7.1 36.9 - 4.6
India 1980 3.0 53.0 16.3 16.3 7.4 0.9 3.0
Indonesia 1982 26.8 16.2 31.0 2.1 13.0 6.5 4.5
Iran (Islamic 

Republic of) 1983 28.5 10.7 11.6 11.9 16.5 3.4 17.4
Malaysia 1982 23.4 5.9 30.3 12.7 17.1 3.2 7.3
Mongolia 1982 11.0 10.5 12.8 5.8 23.0 13.9 23.0
Nepal 1983 11.5 40.8 19.8 20.0 2.3 3.1 2.5
Pakistan 1980 3.6 36.5 8.4 15.1 11.6 3.9 20.7
Papua New Guinea 1982 19.6 6.6 17.8 5.8 24.1 4.7 21.3
Philippines 1982 8.2 2.7 36.5 6.7 27.2 4.1 14.6
Republic of Korea 1983 12.5 19.5 19.0 6.2 28.7 6.1 8.0
Samoa 1983 17.4 13.7 64.6 4.3 — — —

Singapore 1983 14.7 9.7 11.8 7.7 48.6 — 7.3
Sri Lanka 1983 13.9 13.2 21.1 7.5 28.7 1.6 14.0
Tonga 1982 29.1 35.6 15.0 6.2 - _ 14.0
Viet Nam 1980 36.9 5.5 13.5 3.9 19.2 9.4 11.6

Source: United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985), table 3.12.

a Including religion, theology, fine and applied arts, and law. b Including commercial and business administration, mass 
communication and documents, home economics and service trades. c Including mathematics and computer science. d In-
cluding architecture and town planning and trade, craft and industrial programmes. e Including medical science and health- 
related fields and transport and communications.

ciologists and managers are an 
essential component of modern 
economies, as are architects, en-
gineers, physicians and scientists. 
Therefore, the humanities and re-
lated disciplines, while providing 
opportunities for large numbers 
of persons who wish to receive 
higher education, must also pro-
vide high-quality education to 
those who wish to excel in these 
areas.

The need for persons with 
training in other disciplines ac-
quired at universities and com-
parable institutions continues to 
be high in most developing coun-
tries in the region. The need to 
provide services of medical per-
sonnel to the vast rural areas of 
most of these countries was high-

lighted in chapter II on health and 
nutrition. The effective demand 
for these services, in contradistinc-
tion to the need for them, is very 
much a function of the prices of 
those services and the incomes 
of those who wish to buy them. 
Thus although the services of 
agronomists, soil scientists and 
plant pathologists would be most 
useful to small-scale farmers, they 
would not have the purchasing 
power to command these ser-
vices at currently prevailing prices. 
Therefore, on the one hand there 
is a need to find organizational 
mechanisms which would make 
it feasible for small-scale farmers 
to obtain the services of these pro-
fessionals; on the other hand, it 
is necessary to bring down the

prices of these services to the 
farmers. An increase in their 
supply may be one means of bring-
ing down prices.

(b) Vocational and technical edu-
cation

Development plans of most 
countries in the region emphasize 
the importance of vocational and 
technical education. Among the 
underlying reasons are the need 
for research and development to 
achieve self-reliance in the genera-
tion of technology and to adapt im-
ported technology to meet local 
needs; for the wider diffusion 
of technology, whether locally- 
developed or imported; and 
for keeping abreast of develop-
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ments in technology elsewhere. 
One reason which has assumed 
greater importance recently is the 
need for flexibility in switching 
from one set of skills to another 
in a period of rapidly changing 
technology and an increase in 
the working age as a result of 
longer life spans.

Policies in respect of voca-
tional and technical education 
in Asia and the Pacific, includ-
ing questions of on-the-job train-
ing and outflow of skilled man-
power, were analysed at some 
length in the paper on human 
resources development presented 
to the Commission last year.51 
The discussion here is brief and 
limited to selected aspects.52

In providing vocational and 
technical education, governments 
have adopted one or more of three 
approaches. In the first, practical 
subjects such as industrial arts, 
home economics, and agriculture 
have been introduced at the lower 
secondary level to encourage pre- 
vocational orientation and to de-
velop a healthy attitude toward 
work. Secondly, one or more 
occupational streams have been 
added to a general academic stream. 
Thirdly, specialized institutions, 
including universities, have been 
created to impart vocational or 
technical education or separate 
faculties have been added to 
general purpose universities.

As regards the first two ap-
proaches, the evaluation of ex-
perience has been generally nega-
tive. Clearly, curricula diversifica-
tion involves higher cost as it re-
quires new teachers, new curricula,

51 ESCAP, Human Resources Devel-
opment: Its Technological Dimensions 
(Bangkok, March 1986).

52 For an elaboration of these 
aspects and specific country experience 
and policies, see Technical and Voca-
tional Education in Asia and Oceania, 
Bulletin o f  the UNESCO Regional 
Office for Education in Asia and Ocea-
nia, No. 21 (Bangkok, June 1980).

additional physical infrastructure 
and greater skill. The benefits 
tend to be limited. There is no 
dependable empirical evidence to 
suggest improvements in attitude 
to work among students trained 
at such institutions. The skill 
imparted is often too inadequate 
to bring about a significant dif-
ference in employment prospects. 
Many students are constrained 
to choose occupational streams 
because they cannot find place-
ment in academic streams. In 
consequence, they are not mo-
tivated to taking the best advantage 
of the potential benefits offered 
in occupational streams.

As regards the creation of 
specialized vocational or technical 
training institutions, the experience 
does not appear to lead to an 
unambiguous conclusion. On the 
one hand, critics cast doubt on 
the possibility of the formation 
of skills within formal systems 
of education. Work is learned 
best at the work site and not 
in schools. On the other hand, 
imparting certain pre- employment 
skills appears to be necessary for 
a growing economy experiencing 
structural changes. Besides, there 
are often high externalities to 
the provision of such training 
and it is doubtful that enter-
prises, left to themselves, would 
meet such educational or train-
ing needs.

Institutional arrangements for 
providing vocational or technical 
training have undergone substantial 
change in recent years. During the 
1960s and the early 1970s there 
were usually three tiers: the first, 
providing certificate-level courses
for training skilled or semi-skilled 
workers with first-level education as 
an entry requirement, the second 
providing diploma courses with
lower secondary education as an 
entry requirement, and the third 
providing university-level degree
courses with complete secondary 
education as a prerequisite for

entry. Though these tiers, by 
and large, exist, new institutions 
which straddle more than one 
tier have emerged. Further, various 
short courses are being offered 
in institutions at different tiers. 
There is increasing use of part- 
time vocational or technical educa-
tion courses and of distance learn-
ing techniques. The objective 
is to extend the outreach of vo-
cational and technical education 
without interruption to the con-
tinuity of the workers’ current oc-
cupation. In a similar manner, 
a large number of in-service courses 
have been introduced to upgrade 
the existing skills or as prepara-
tion for alternative occupations. 
Finally, courses which were ter-
minal previously have been changed 
to be both terminal and to act 
as entry into other courses at si-
milar or higher tiers. These mea-
sures help to improve the horizon-
tal and vertical mobility of learners.

In designing changes in voca-
tional education, it would be neces-
sary to take account of the im-
portance of the changes in techno-
logy which are now within the 
horizon of the economies of 
most developing countries in the 
region. The application of com-
puters in work places, whether 
in manufacturing, services or re-
search, will be increasingly more 
common in the developing coun-
tries of the region, although for 
a long time to come conventional 
technology will be in use. The 
high degree of automation in this 
equipment reduces the manual 
and technical skills required in 
operating them when compared 
to operating mechanical equip-
ment. The use of integrated cir-
cuits in manufacturing the equip-
ment again reduces the require-
ments of mechanical skills in 
repairing and servicing them. Their 
design and manufacture, however, 
require persons with very high 
skills and knowledge in the rele-
vant disciplines. These are con-
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siderations which developing coun-
tries in the region should now take 
into account in formulating plans 
for education in skills and tech-
nology.

Problems continue to manifest 
themselves in regard to the develop-
ment of curricula, teaching material 
and teacher training. In many 
countries there have been interest-
ing changes in curricula. Based 
on needs identification, task analy-
sis and the establishment of specific 
learning outcomes, curricula have 
been reformed to provide flexi-
bility to meet changing employment 
and occupational situations and 
a balance between practical as-
pects and academic work. The 
wide variety of innovations have 
ranged from modular curricula 
to unstructured training on the 
job. Educational technologists 
and practitioners from the world 
of work have become increasingly 
involved in the development of 
curricula for technical and voca-
tional education with a view to 
improving the efficacy of teach-
ing and establishing greater rele-
vance of what is taught at school 
to the work place.

Generating teaching material 
which meets training needs and 
ensuring their continued availabi-
lity have been a major problem 
in vocational teaching. In view 
of the greater emphasis on re-
levance to the world of work, 
there is an increasing tendency 
towards pooling expertise from 
work places to supplement the 
expertise of those in ministries 
of education.

An insufficiency of teachers 
with suitable academic qualifica-
tions and practical experience has 
also been a significant problem 
in many countries. Efforts have 
been made to overcome this prob-
lem in a number of ways. Special 
institutions have been created for 
training vocational and technical 
teachers serving various tiers of 
the system. Services of part-time

teachers also have been drawn upon 
from other educational institutions 
and industry.

(c) Interface

There are several major issues 
which will continue to stand out 
and call for continuing atten-
tion from policy makers. First, 
there is the unsatisfactory nature 
of the interface between voca-
tional and technical education on 
the one hand and general academic 
education on the other. Secondly, 
there is the need for satisfactory 
mechanisms for co-ordination bet-
ween institutions providing instruc-
tion and work places. This is es-
pecially important since access 
to work places is an essential 
part of the process of teaching 
and learning skills and techniques. 
Thirdly, there are problems of 
developing course material and 
textbooks which are relevant to 
the local context and maintain 
their relevance when there is 
rapid change in technology and 
industry. Fourthly, the train-
ing and retention of teachers 
with the requisite vocational and 
technical skills and pedagogic com-
petence is an important issue. 
Fifthly, it is necessary that the 
entire system, while national in 
scope, should be flexible enough 
to meet local needs. Finally, there 
is the continuing need for infra-
structure facilities and the scienti-
fic and technical equipment neces-
sary for teaching.

C. RESOURCES AND 
THEIR FINANCING

1. Resources requirements

Total resources spent on edu-
cation comprise direct costs on 
schooling and the value of time 
students spend in learning. The 
latter is rarely taken into account. 
Among the former there are two 
parts, the first comprising the

cost of schools, teachers and 
teaching materials and the second, 
costs of transport, or board and 
lodging, special clothing and other 
expenses necessary for a person 
who attends school rather than 
stays at home. There is very little 
and piecemeal information on ex-
penditure on the costs of transport, 
board and lodging, clothing and 
other expenses incurred in the 
process of schooling.53 There 
is equally little information on 
textbooks and other teaching ma-
terials which are paid for by 
students or their families. Such 
systematic evidence as there is, is 
limited to expenditure on schools, 
teachers and supplies used in 
schools. Most of this expenditure 
in the developing countries of 
the ESCAP region is provided 
for by governments. Some sub-
stantial proportions are spent by 
voluntary organizations such as 
the church, especially in some 
of the economies in the Pacific 
subregion. As access to this in-
formation has not been feasible, 
observations in this section are 
limited in the main to public 
expenditure on education.

(a) Public expenditure

It is shown in figure II.11 
(p. 162) that between the early or 
mid-1970s and the early 1980s, the 
proportion of government expendi-
ture on education has generally 
fallen. Of the 17 countries/areas 
selected, the proportion declined 
in 11 and remained stable in the 
Republic of Korea. Among the 
five countries where the propor-
tion increased, the increase was 
substantial only in the Islamic 
Republic of Iran, Nepal and Thai-
land. In Pakistan and Papua New 
Guinea, the increase was of the 
order of one percentage point.

5 3 For such information, see Pscha- 
ropoulos and Woodhall, op. cit., pp. 
130-131.
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There are only a few countries 
which spent more than 15 per 
cent of government expenditure

on education in the early 1980s.
The allocation of public cur-

rent expenditure to different levels

of education is shown in table
II.21 (p. 163). In many countries, 
between the mid-1970s and the early 
1980s, the proportion of public ex-
penditure on primary education has 
either fallen or remained stagnant. 
Some of the major exceptions are 
Afghanistan, Bhutan, Fiji and the 
Islamic Republic of Iran. It, there-
fore, appears that some of the 
resource constraints for basic edu-
cation can be significantly relieved 
by a reallocation of public ex-
penditure from higher levels to 
primary level. There are several 
countries, among them Bangla-
desh, India, Nepal and Pakistan, 
in which literacy rates and en-
rolment at the first level of educa-
tion are low and there has been 
no rise in the proportion of re-
sources devoted to it.

It is not easy to see the ra-
tionale behind the wide diver-
gence in the proportions in which 
resources have been allocated among 
different levels of education in 
different countries, nor is it easy 
to lay down precise guidelines from 
economic analysis for deciding 
upon patterns of expenditure on 
education. There is, perhaps, least 
disagreement on the desirability 
of allocating resources for primary 
education. The provision of several 
years of primary school attendance 
or other forms of basic education 
to make every one literate is per-
haps less of an economic question 
than a political and social one. It 
also can be supported on grounds 
of equity since to deny education 
at the primary level to any one 
is to permanently handicap his/ 
her access to second-level and 
higher education. There is then 
a need for some proportion of the 
population to complete second- 
level education to provide the 
variety of skills required in the 
economy. Some proportion of 
those who complete second-level 
education will proceed to receive 
higher education. Some of this 
investment in second-level and

Box II.8. On the role of distance educationa

Distance education consists of 
various modes of study under which 
there is not a continual and immediate 
supervision of students by teachers 
physically present with their students. 
It uses a variety of delivery vehicles 
and communications technologies such 
as printed materials, colour slides, 
word processors, satellites, diskettes, 
videotapes, telephones, postal systems, 
television and radio broadcasts.

By now most countries in the re-
gion have implemented some form 
of distance education. Modern com-
munications technologies such as com-
puters and satellites are being in-
creasingly used. India, for instance, 
launched the Satellites Instructional 
Television Experiment (SITE) in 1975. 
However, radio and correspondence 
courses still form the backbone of 
distance education in Asia and the 
Pacific.

The programmes of distance edu-
cation cut across various levels of 
education. In the Republic of Korea, 
radio broadcasts for elementary schools 
began in 1974. In India, Indonesia, 
Papua New Guinea and the Philippines, 
distance education is being progres-
sively developed at the secondary 
level to bring primary school graduates 
who have had no opportunity to go 
on to high school back into the edu-
cational mainstream. Open universities 
function in India, Pakistan, the Repub-
lic of Korea, Sri Lanka and Thailand. 
In China, distance education at the 
tertiary level is offered through cor-
respondence courses conducted by the 
conventional universities or through 
multi-media courses run by the Central 
Radio and Television University. In 
Nepal, Pakistan and Sri Lanka, a ma-
jor reason for introducing distance 
education has been for training 
teachers.

Compared with the formal school 
system, distance education has a 
number of advantages. First, it can 
be cost-effective, at least in selected 
activities. It costs no more to pre-

a Based on “Distance education 
in Asia and the Pacific”, Bulletin o f  
the UNESCO Regional Office for 
Education in Asia and the Pacific, 
No. 26 (Bangkok, December 1985).

pare and present an educational radio 
or television programme to a very 
large group of students than to a small 
group. Hence, the larger the number, 
the smaller the per unit cost. How-
ever, economies of scale do not hold 
good in all activities, for instance, 
correcting essay assignments as for 
one for certain types of assignments. 
Second, distance education is a po-
tent means of enlarging access to 
those who are likely to be bypassed 
by the formal educational system. 
These are students from geographi-
cally-isolated areas where formal edu-
cational facilities cannot be provided 
economically, groups economically 
disadvantaged who cannot afford the 
expenses of formal systems (e.g. tui-
tion fees, school uniforms etc), and 
socially or physically disadvantaged 
students who may feel psychologically 
uncomfortable in the company of the 
more advantaged. Third, distance edu-
cation is particularly suited to the 
needs of adults, who can choose their 
own time and venue for learning with 
least disturbance to their other res-
ponsibilities, including employment 
obligations.

A number of constraints need to 
be removed in order to maximize 
the potential benefits of distance 
education. The cost-effectiveness of 
such education depends on large en-
rolment. However, it is yet to gain 
full acceptance owing to the percep-
tion, often shared by employers, edu-
cators and students themselves, that 
the quality of education it imparts 
is inferior to that of the formal system. 
Qualified producers, script-writers, 
technical support staff and presentors 
are required to produce quality course 
materials and to use them effectively. 
Printed materials need to be special-
ly designed for distance education. 
Many of the personnel working in 
distance education come from the 
formal system and remain attuned 
to the methods of traditional educa-
tion; they need to be retrained and 
re-oriented for their changed task. 
Finally, the network of communica-
tions in countries has to expand and 
function effectively and students need 
access to equipment for receiving the 
broadcasts.
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Figure II.11. Selected developing economies in the ESCAP region. Total public expenditure on education as per-
centage of total government expenditure, 1970 and latest available year

Islamic Republic of Iran and South Asia Pacific Islands

East and South-East Asian economies

Sources: United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1985 (Paris, 1985), table 
4.1; and the World Bank, World Development Report 1985 (New York, Oxford University Press, 1985), table 26.
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Table II.21. Selected developing economies in the ESCAP region. Pub-
lic current expenditure by level of education, various years
(Percentage)

Year First
level

Second
level

Third
level

Afghanistan 1974 38.3 34.0 17.7
1982 43.2 22.0 19.3

Bangladesh 1975 57.0 16.5 17.4
1983 45.8 30.8 20.8

Bhutan 1974 13.6 23.9 52.8
1978 22.5 55.9 9.2

Brunei Darussalam 1975 33.0 53.2 8.9
1982 33.2 47.9 13.5

China 1975 85.2a 14.8
1982 79.4a 20.6

Fiji 1975 43.0 41.6 6.7
1981 53.0 45.1 1.9

Hong Kong 1975 48.7 26.3 20.7
1983 31.2 36.7 24.9

India 1975 40.0b 26.6 12.1
1980 36.9b 24.2 13.5

Iran (Islamic Republic of) 1976 19.0 19.8 43.1
1983 38.5 34.0 17.9

Kiribati 1974 48.3 35.2 10.6
1982 43.2 36.8 -

Malaysia 1980 35.0 34.0 12.4
1982 33.6 34.0 14.0

Nepal 1975 48.8c 40.7
1982 48.6c 44.2

Niue 1975 35.1 39.3 —

1982 38.3 37.0 -

Pakistan 1975 41.1 30.3 17.2
1981 38.9 32.6 19.7

Philippines 1976 65.7 6.7 22.4
1982 61.0 12.1 22.1

Republic of Korea 1975 62.4 25.5 12.2
1983 51.4 37.0 10.9

Samoa 1975 65.2 18.8 —

1978 60.6 24.6 -

Singapore 1975 38.1 34.3 17.6
1982 34.3 34.4 26.4

Sri Lanka 1975 84.5d 6.5
1978 86.1d 8.7

Thailand 1975 62.5 16.2 11.1
1983 60.2b 21.1 13.8

Tonga 1974 50.0 35.1 1.3
1983 40.3 43.3 11.9

Source: United Nations Educational, Scientific and Cultural Organization, Statis-
tical Yearbook 1985 (Paris, 1985), pp. 1V-36-IV-40, table 4.3.

Note: The percentages do not add up to 100 because of exclusion of com-
ponents which cannot be classified by level.

a b
Including expenditure on pre-primary and first level. Including expen-

-nI   .level dnoces no erutidnepxe gnidulcnI c .level yramirp-erp no erutid
cluding expenditure on first level.

d

higher education is essential be-
cause these levels of education 
provide the teachers to expand 
primary education. Some of it 
is necessary because the acquisi-
tion of skills in different branches 
of agriculture, industry and services 
cannot await the completion of 
universal primary education. The 
design and construction of bridges 
and power plants, the develop-
ment of high-yield crops and the 
management of large enterprises 
need not and cannot await the 
completion of universal primary 
education. Yet a great part of 
the dispersions in allocation of 
resources among different levels of 
education in different countries 
is simply the creation of political 
and societal forces. A disturbing 
outcome of these dispersions is 
the phenomenon of unemployment 
among the educated, to which 
reference was made earlier in this 
chapter. Hence, in countries where 
the primary enrolment ratio is 
low, adult illiteracy is high and 
the number of the educated who 
are unemployed is sizeable, the 
reallocation from the third to the 
first level seems logical. Whatever 
the potential for reallocation bet-
ween sectors or within the educa-
tion sector in meeting the resource 
requirements for expanded access, 
improved equity and greater quali-
ty in education, there will arise 
significant need for governments 
to mobilize additional resources.

(b) Additional teachers

Some estimate of the addi-
tional requirement of teachers to 
ensure the enrolment of all students 
in the relevant age group at the 
first level of education is pro-
vided in table II.22 (overleaf). The 
additional requirement is less than
1 per cent in Sri Lanka only. 
In Afghanistan, the additional num-
ber required is more than tenfold 
the present number of teachers. 
In Bhutan, the problem is less
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formidable, though yet serious. 
Pakistan would require twice as 
many teachers at the primary 
level as now. The additional re-
quirement in Bangladesh and Papua 
New Guinea would exceed by 100 
per cent their present strength. 
India, the Lao People’s Demo-
cratic Republic, and Nepal will 
require to increase the number 
of teachers substantially, though 
less than 100 per cent. The in-
crease required in the other coun-
tries is of more modest magni-
tude. The education of teachers 
in the numbers required will 
need the expansion of both the 
second and third level of edu-
cation in most of the countries.

(c) Physical infrastructure

There will arise greater need 
for resources to meet the infra-
structural requirements for educa-
tion. In providing physical in-
frastructure, the main problems 
are those of insufficient capacity, 
inadequate quality and the uneven 
distribution of facilities geographi-
cally, with rural areas the worse 
off. In several countries with 
a low enrolment ratio and a large 
population in the age group which 
should be at school, there is need 
for the construction of a larger 
number of schools. Bangladesh, 
India and Nepal, for instance, 
aim at a substantial expansion

in the number of schools, especial-
ly at lower levels, in their de-
velopment plans. There is also 
the problem of maintaining ap-
propriate physical standards of 
the existing buildings and of pro-
viding them with adequate furni-
ture, blackboards and laboratory 
equipment. The inadequacy of 
these facilities, even in a coun-
try such as Sri Lanka which in-
vested quite heavily in education, 
in the past, can be seen from 
figure II.12.

Although comparable data 
on the school systems in develop-
ing countries other than Sri Lanka 
were not available when this Survey 
was written, there are some in-

Table II.22. Selected developing economies in the ESCAP region. Estimates of additional enrolment at first level 
and consequent requirement of additional teachers in the year 2000

Age group

(Thousands)

Population 
in age group 

in 2000

Enrolment 
in base 
year

Additional
enrolm enta

Teachers in 
base year

Additional 
requirement 
for teachers 

in 2000b

Afghanistan 7-14 5 227 450c 4 777 15c 159
Bangladesh 6-10 19 368 8 915d 10 453 190d 222

Bhutan 7-11 233 44d 189 1d 4
Burma 5-9 5 814 4 542c 1 272 95c 26
Hong Kong 6-11 592 540e 52 19e 2

India 6-11 119 121 77 039c 42 082 1 389c 978
Iran (Islamic Republic of) 6-10 8 073 5 994e 2 079 297e 104
Lao People’s Democratic Republic 6-10 890 482e 408 18e 15
Malaysia 6-11 2918 2 120e 798 82e 31
Nepal 6-10 3 081 1 626e 1 455 38e 34
Pakistan 5-9 18 601 6 412e 12 189 206 e 393
Papua New Guinea 7-12 708 314c 394 10c 13
Philippines 7-12 9 957 8 591c 1 366 212c 43
Republic of Korea 6-11 5 436 5 041d 395 126d 10
Sri Lanka 5-10 2 186 2 145d 41 136d 1
Viet Nam 6-10 8 848 7 887f 961 204f 25

Sources: ESCAP secretariat calculations based on United Nations Educational, Scientific and Cultural Organization, Statistical 
Yearbook 1985 (Paris, 1985), table 3.4; and printouts of population projections of ESCAP Population Division.

a Additional enrolment is calculated as the difference between population in the age group shown and enrolment in base year.b Additional requirement of teachers is calculated on the basis of additional enrolment and student/teacher ratio of the latest 
.0891 f .3891 e .4891 d .2891 c .s0891 ylrae eht ni raey elbaliava
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dications that the situation is 
not much better in several others. 
During the second five-year plan, 
Bangladesh could repair and re-
novate only 9,606 primary schools 
against a target of 13,209, largely 
owing to a shortfall in financial 
resources:54 It has been stated 
that in China, for the same rea-
son, “many schools still do not 
have enough buildings, equipment 
and laboratory apparatus, especially 
in rural areas” .55

In some countries of the re-
gion there is a dual problem re-
garding the optimum use of school 
space. In densely populated areas, 
especially urban areas, classrooms 
tend to become overcrowded. On 
the contrary, in sparsely populated 
areas where pupils who live with-
in an acceptable range of distance 
from school are not numerous 
enough to fill the classes, space 
remains underutilized. To resolve 
the problem of overcrowding, sev-
eral countries have introduced mul-
tiple shifts. To resolve the prob-
lem of underutilization, such prac-
tices as biennial intake, or multi-
grade teaching, have been resorted 
to. The Philippines is experiment-
ing with a system under which 
students seeking admission to over-
crowded public schools are given 
vouchers which can be used in 
private schools.

Another problem in physi-
cal infrastructure planning is that 
students taught in urban schools 
do not wish to go back to rural 
areas and, therefore, skilled hu-
man resources become progressive-
ly scarce in rural areas. Prima 
facie, this points to the need for 
the expansion of educational fa-
cilities in rural areas. However, 
considerations of economies of 
scale put severe limits on such 
policies, particularly in respect of 
post-secondary education. A re-

5 4 Bangladesh, Planning Commission, 
The Third Five Year Plan. . . .  p. xiv-2.

5 5  Liansan, op. cit., p. 8.

Figure II.12. Percentage of government schools with specified facilities, 
Sri Lanka, 1980

Source: ESCAP secretariat based on Administration Report o f the Director-
General o f  Education for the Year 1979-1980 (Colombo, Government Printer, 1985).

duction in the differences in the 
quality of education between urban 
and rural schools could partially 
help reduce the demand for entry 
into urban schools. However, the 
problem cannot be surmounted 
without fundamental changes in 
development strategies so as to 
increase the demand for skilled 
human resources within rural econ-
omies and wages policies which 
take into account non-wage dif-
ferences in the attractiveness of 
employment in urban in preference 
to rural areas.

2. Financing resource 
requirements

The large requirement of addi-
tional resources on account of 
teachers, physical infrastructure 
and other reasons makes it im-
perative that governments seek 
means of economizing on resources. 
Less costly buildings, multiple 
shifts to ensure the maximum

use of classrooms, and teaching 
material and equipment which 
can lead to more economic use 
of teachers need to be examined 
in the process. Though a large 
part of public expenditure on 
education is on teachers’ emolu-
ments, it is unlikely that teachers’ 
wages can be reduced at all, given 
the importance of maintaining 
teachers’ incentives and morale, 
and the administrative problems 
any such effort would create.

It is also imperative that as 
many other sources as possible 
be tapped to augment resources 
released by economy measures. 
There is very little information 
available regarding private expendi-
ture on education. Out-of-date 
estimates available in respect of 
a few countries indicate that there 
is wide variation among countries 
in respect of private contributions. 
Moreover, there appears no systema-
tic relationship between per capita 
income and private expenditure on
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education.56 Non-governmental 
organizations such as the church 
are important sources of resources 
for education at the first level 
in a number of countries in the 
Pacific subregion.

In the Republic of Korea, in 
1985, private expenditure as a 
proportion of total expenditure on 
education ranged from 52.7 per 
cent at the middle-school level 
to 29.3 per cent at the university 
level.57 In Thailand, the share 
of costs by households in terms 
of tuition and fees in 1984 varied 
between 12 and 22 per cent at 
the lower secondary level, and 
between 4 and 10 per cent at 
the university level.58 In South 
Asian countries also efforts are 
being made to increase private 
financing of education. In Sri 
Lanka, for instance, a departure 
was made in this direction when 
a private sector medical college 
was opened five years ago.

As returns to individuals who 
benefit from education, especially 
at the higher levels, are quite 
high in many developing coun-
tries, there is good reason why 
some large part of this should 
be financed by the beneficiary. 
Furthermore, as quite often bene-
ficiaries from higher education 
are from the better-off sections 
of society, they are able to pay 
for these benefits. A somewhat 
unsystematic evidence of the will-
ingness and ability to pay is that 
a sizeable number of people send 
their children for education abroad 
at much higher cost to themselves. 
Some recent studies of the distribu-
tive effects of public expenditure 
suggest that, in Indonesia,59 and

56 Pschaiopoulos and Woodhall, op. 
tit., pp. 130-131, table 6-2.

5 7 Hakchung, op. cit., table 1.6.
58 Kiranandana, op. cit., p. 92, table 

40.
59 O.A. Meesook, “Financing and 

equity in the social sciences in Indo-
nesia”, World Bank Staff Working 
Paper 703 (Washington, D.C., 1984).

Malaysia60 public subsidies at post-
secondary and higher levels of edu-
cation benefit the affluent families 
more than others. Therefore, a 
reduction in subsidies would re-
lieve government resource con-
straints and promote equity simul-
taneously. Since unit costs are 
much higher at higher levels of edu-
cation than at lower levels, the sav-
ing in government expenditure 
per student at the higher levels 
can be used to finance the cost 
of several students at primary 
school.

Some countries in the region 
have been successful in securing 
contributions in the form of land 
or labour for the construction of 
school buildings. Such efforts 
may be strengthened. Other ex-
periments tried in several coun-
tries of the region at different 
points of time to shift the burden 
of educational expenses partially 
to the private sector include the 
use of student loans (e.g. in India, 
Pakistan and Sri Lanka), taxes 
earmarked for educational purposes 
(e.g. education cess in Bangladesh 
collected with land revenue), the 
imposition of lump sum taxes 
on specified professions (e.g. for 
doctors and lawyers in Bangla-
desh) and efforts to secure private 
donations and endowments. It 
has been suggested in some quarters 
that it may be feasible to charge 
higher fees for education in dis-
ciplines that promise quicker em-
ployment and higher emoluments. 
In some countries, tuition fees in 
some instituions have not been 
increased for over a decade, al-
though costs have kept rising. 
There appears to exist a case for 
increasing tuition fees and re-
ducing subsidies in many coun-
tries, especially at higher levels 
of education.

60 Jacob Meerman, Public Expendi-
ture in Malaysia: Who Benefits and
Why? (New York, Oxford University 
Press, 1979).

In seeking to shift the burden 
of financing education from the 
public to the private sector, it is 
extremely important not to lose 
sight of questions of equity since 
education provides one of the 
most certain means of social 
mobility in these societies. How-
ever, where facilities provided by 
governments tend to be urban-
centred and result in an absence
of opportunities for access to 
schools for the majority of the 
poor in rural areas, publicly- 
financed education, especially at 
the higher and second levels,
tends to benefit mostly those 
already on the higher rungs of 
the social ladder.

On the contrary, if all educa-
tion were to be financed privately, 
it would be limited to those who 
could afford it. Given the wide-
spread limitations on the access
to capital markets faced by the 
poorer sections of the communi-
ty, they could hardly raise finances 
to meet educational costs, even 
if incurring such cost were pro-
fitable from a private point of 
view. Continued high percentages 
of adult illiteracy and far from 
universal enrolment at the primary 
level in several countries demand 
greater allocation of public re-
sources to education. Moreover, 
the need for ensuring better geo-
graphical and regional distribution 
of educational facilities within 
countries would require higher pub-
lic expenditure. It would be 
unrealistic to expect large pri- 
vate-sector investment in educa-
tion in remote or economically- 
depressed areas of a country.

In most cases, differences in 
access to opportunities for edu-
cation discriminate between those 
who will come to possess earning 
power and those who will not. 
Therefore, the pattern of distri-
bution of access to learning op-
portunities, principally in schools, 
goes a long way to determine so-
cial mobility. The means of fi-
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nancing is an important determi-
nant of access to education. Pay-
ing for education entirely out of 
private means helps strengthen 
existing patterns of distribution 
of earning power, since the poor 
simply cannot afford to go to 
school. Some alleviation of the 
severity of these problems is 
brought about by the contri-
bution of charitable, religious 
and other non-governmental or-
ganizations to finance the educa-
tion of those who cannot afford 
the expenses. Schemes of scholar-
ships, bursaries and loans and other 
provisions must be provided by 
governments whenever the private 
sector assumes greater importance 
in education.

D. CONCLUDING 
OBSERVATIONS

It has been shown in this 
chapter that policy-making in edu-
cation is a very complex pro-
cess. These complexities derive 
from a number of sources. First, 
there are the questions concerning 
the relationship of education to 
growth and development, as indi-
cated in chapter I. Secondly, there 
are the problems of deciding on 
the allocation of resources among 
different levels of education. Third-
ly, there are the decisions regard-
ing the kind of education (whether, 
general or technical, liberal or 
vocational) to be imparted. Fourth-
ly, there are the questions regard-

ing the choice of the appropriate 
combination of school inputs and 
of cost-effective technology with-
out sacrificing quality. Fifthly, 
the questions of access to educa-
tion are important both from an 
efficiency point of view, to avoid 
a waste of talent, and from the 
objective of social mobility and 
equity. Finally, most of these 
questions are intertwined with the 
means of financing the provision 
of education. Given these com-
plexities, research into the com-
parative mechanism and processes 
at work in the education sector 
in the developing countries of the 
region is likely to be a highly re-
warding exercise.
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V. CONCLUSIONS AND DIRECTIONS FOR 
FURTHER WORK

I n the developing countries of 
the ESCAP region, containing 

54 per cent of the world popu-
lation, human resources devel-
opment is a question of paramount 
importance. Human resources are 
an input to the production of 
goods and services, whose supply 
determines the greater part of 
human well-being, and their de-
velopment is, in some respects, 
an end in itself. Although there 
has been a plethora of studies 
attempting to demonstrate the 
contribution of human resources 
development to growth and de-
velopment, especially of education 
to growth, few of them provide 
systematic and satisfactory guid-
ance to the policy maker. Until 
such time as there are major ad-
vances in scientific knowledge re-
garding these relationships, it is 
not realistic to expect that such 
studies can provide a dependable 
foundation for practical policies. 
The search for advances in under-
standing the fundamental under-
lying relationships between hu-
man resources development and 
social and economic development 
is a major responsibility of schol-
ars and universities in the region. 
What has been attempted in this 
Survey is to obtain some insights 
through the juxtaposition of in-
formation on the situation and 
policies regarding human resources 
development in the developing 
countries in the region. The ana-
lysis ensuing from this informa-
tion certainly needs to be carried 
further.

One of the main conclusions 
which emerge from the analysis is 
the strong interrelationship among 
the components of human re-
sources development. Population 
and demographic changes are, from 
one point of view, data to be used 
in designing policies for human 
resources development. However, 
it would be a gross mistake to 
minimize the influence of health 
and education policies on popu-
lation growth and other demo-
graphic changes. Consequently, in 
both the formulation of policy 
and the scientific analysis of 
human resources development, it 
is essential to take into account 
the very strong interactions among 
the several components of hu-
man resources development. There 
are impediments to both analysis 
and policy making in such a ho-
listic manner. The impediments 
result from the divisions in aca-
demic disciplines and professions 
on the one hand and allocation of 
responsibilities to separate minis-
tries and departments with inade-
quate co-ordination on the other. 
Research as well as policy-mak-
ing institutions at both the na-
tional and the international levels 
work in compartments which are 
connected by narrow doors only, 
and these are often closed shut. 
It would be most desirable to wid-
en these doors and to keep them 
open on a continuing basis. In 
view of the importance the Com-
mission attaches to the subject 
of human resources development 
in the region, it may consider the

feasibility of setting up machin-
ery which would establish and 
maintain close relationships among 
international agencies working on 
these subjects in the region. Mem-
ber States of the Commission al-
so may wish to review institution-
al arrangements in each of these 
countries, in order to obtain simi-
lar results.

A. POPULATION

There have been large and 
rapid changes in population and 
demographic factors in the region. 
These are more pronounced in 
some countries than in others. 
Taken in sum, the changes in 
fertility and mortality rates are 
not such as to produce stable 
populations in the immediate fu-
ture except in two economies 
containing small populations. The 
changes in the least developed 
countries are such as to maintain 
extremely high rates of growth of 
population. The total population 
of the developing countries in 
the region will keep on growing 
well into the twenty-first century 
unless there are some drastic im-
provements in population policies 
and their implementation in the 
near future. A major consequence 
of this growth in population will 
be a growth in the labour force 
a few years into the future. This 
rapid growth in the labour force 
will take place at a time when 
the world is being swept by a 
wave of change in technology 
which will reduce the demand
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for labour. If the developing 
countries in the ESCAP region 
can absorb this technology, even 
on a limited scale, opportunities 
for employing the larger labour 
force are not likely to be very 
wide. The analogy with the first 
industrial revolution, when em-
ployment creation by capital-wid- 
ening swamped, many times over, 
the employment loss effects of 
capital-deepening, is quite mis-
leading in this instance. A sys-
tematic inquiry into this problem 
in the region would help govern-
ments in many countries to un-
derstand the questions better and 
to formulate policies and pro-
grammes designed to solve at 
least some of the related problems.

The continuing fall in infant 
mortality rates, while birth rates still 
remain rather high, has increased 
the number of those who have to 
receive an education. Although 
declarations have been made and 
plans designed to provide uni-
versal primary education by cer-
tain target dates, there has not 
been an adequate assessment of 
resource requirements to achieve 
these targets. Estimates of that 
nature would have brought out 
the impracticability of some of 
these targets, which remain far 
distant to date. Estimates of 
costs in this manner would also 
have pointed to the wisdom of 
seeking alternative and less costly 
means of achieving the same 
ends. A comparative analysis 
of costs among countries may 
demonstrate feasible and less cost-
ly alternatives to achieve the 
objectives. The Commission may 
wish to recommend to countries 
work of this nature.

A third major change which 
is yet incipient is the rise in the 
population of people living beyond 
65 years. There are special prob-
lems in providing for their re-
quirements, and the need for 
social security measures is like-
ly to loom large when demo-

graphic and other social changes 
taking place in the developing 
countries in the region break 
the bonds of family relationships 
which have provided succour to 
old people so far. They also 
have implications for patterns of 
medical care. Member States 
may wish to examine the nature 
of these problems as they pertain 
to their societies and investigate 
if the experiences in some de-
veloped countries can be of some 
help in designing policies and 
programmes.

Finally, migration of popula-
tions, both internal and external, 
are important issues in most de-
veloping countries in the region. 
The small populations in coun-
tries of the Pacific subregion tend 
to lose relatively large numbers 
of able workers to other econo-
mies in the region. In many 
countries of the rest of the ESCAP 
region, temporary emigration to 
Western Asia is a major source 
of income. Virtually all develop-
ing countries tend to lose skilled 
and highly-educated workers to 
the rest of the world. While this 
is indicative of relatively high 
levels of human resources develop-
ment in the region, it is not with-
out cost to these economies. 
It is well worth examining the 
costs of as well as the returns 
from the export of these services.

B. NUTRITION AND 
HEALTH

The rapid successes in increas-
ing the production of cereals in 
the developing countries notwith-
standing, malnourishment is a ma-
jor problem in several economies 
in the region. The most impor-
tant reason is that those who go 
without adequate food do not 
command the purchasing power 
to acquire the available supplies. 
A wide range of questions cover-
ing ownership of land, agricul-
tural wages, consumer food prices

and distribution systems are re-
levant to this issue. Now that 
there is capacity for raising food 
supplies, member States where 
the problem is most acute may 
wish to examine the feasibility 
of policies and programmes which 
would ensure a better distribution 
of that supply to prevent wide-
spread undernutrition. Malnutri-
tion is a problem because there 
are acute shortages of proteins, 
vitamins and minerals in the aver-
age diet of the people. Policies 
to ensure diversity in food sup-
plies and the improvement of 
diets assume much importance 
for these reasons.

The other major factors de-
termining standards of living are 
poor housing and inadequate sani-
tation. The rapid rise in popula-
tions and their even more rapid 
conglomeration in cities have quick-
ly outpaced the supply of resources 
to provide satisfactory living quar-
ters, safe drinking water and the 
sanitary disposal of waste. A few 
countries in the region have em-
barked on bold, innovative and 
highly successful programmes to 
redress these deficiencies. These 
programmes deserve study by 
others in order that they may be 
improved upon for application in 
their own countries.

Poor nutrition and insanita-
ry living conditions are the main 
factors responsible for high mor-
tality and morbidity in the de-
veloping countries in the region. 
There is sufficient evidence from 
the experience of these coun-
tries that policy interventions can 
be effective in raising the health 
status of the average person well 
above what may seem feasible 
at first sight under poor living con-
ditions. The elimination of tuber-
culosis, malaria, leprosy and si-
milar other diseases has proved 
feasible in some low-income coun-
tries. A high level of educa-
tion, especially among females, 
and a good public health ser-
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vice have proved extremely help-
ful in raising the level of health 
of the population in a few coun-
tries in the region. It is in this 
context that primary health care 
assumes much importance. The 
provision of such care requires 
the allocation of adequate re-
sources and the reorientation 
of systems of medical education. 
While policy statements have been 
made in several countries announc-
ing intentions to provide primary 
health care services to all, it would 
be most useful to examine the 
implications of these policies for 
both resource requirements and 
medical education.

The supply of medical ser-
vices, estimated by conventional 
measures, is quite low in most of 
the countries in the region. How-
ever, given the morbidity pat-
terns and the purchasing power 
of the average person in these 
countries, these measures may 
not be all that useful as guides 
in measuring the adequacy of 
medical services in the develop-
ing countries of the region. Diar-
rhoea and upper respiratory tract 
infection do not call for the same 
volume of medical services as 
do cardio-vascular and degenera-
tive diseases. In any case, it would 
be wholly unrealistic to com-
pare the availability of physi-
cians per 10,000 of the popula-
tion in the developing and the 
developed countries. It is there-
fore necessary to generate realis-
tic measures of adequate medi-
cal services in these societies and 
to improve the supply thereof.

C. EDUCATION

The provision of primary edu-
cation to all children remains a 
distant goal in several developing 
countries of the region. The least 
developed countries are, as ex-
pected, among this group. The 
expansion of opportunities for 
primary education to all remains

a prime objective of governments 
in all the developing countries 
of the region. While there is 
not the same urgency with re-
gard to the expansion of sec-
ondary and tertiary education, 
any substantial expansion of pri-
mary education is most likely 
to spark demands for more edu-
cation at each of the successive 
levels. The relative rate of ex-
pansion at each level, therefore, 
is an extremely important con-
sideration to policy makers in 
most developing countries in the 
region. As the demand for re-
sources to satisfy these require-
ments is likely to be far more 
than can be satisfied under cur-
rent technology and practices, it 
would be worth while to examine 
alternative means of providing 
satisfactory services. Technology 
for constructing facilities, the more 
intensive use of them, class size 
and the use of teaching material 
and new techniques of instruc-
tion are included among these 
alternative means. Given the 
importance of education at the first 
level, it is essential to re-examine 
the rationale for the allocation 
of resources in the education 
sector among first, second and 
third levels of education. Inter-
country comparisons of these pat-
terns well beyond what has been 
achieved in this Survey are like-
ly to shed instructive insights 
into the nature of the problems 
and the consequences of certain 
policy options.

There are a whole series of 
issues in pedagogy including the 
curricula in schools, content of 
textbooks and the nature of ex-
aminations which have been bare-
ly touched upon in this Survey, 
because they he beyond the com-
petence of the secretariat. How-
ever, they are extremely im-
portant questions on which the 
relevant specialized agencies of 
the United Nations have been ac-
tive in looking for answers. There

have been substantial amounts of 
work, especially on curriculum 
development, in several develop-
ing countries of the region. An 
exchange of information and ex-
perience in these areas would be 
of substantial benefit to them.

The nature and the contribu-
tion of research which is an out-
put of the education system has 
not been discussed at all in the 
Survey, principally because of a 
lack of material evaluating this 
output. Advances in applied 
sciences and technology and the 
humanities and the social sciences 
have not been negligible in the 
region. To give but two examples, 
the development of high-yielding 
crops and the management of 
economies during the difficult 
first half of the 1980s have been 
major achievements based upon 
the mastery of certain branches of 
the natural and the social sciences. 
There has been much good work 
in epidemiology and in under-
standing the cultures of the peo-
ples of the region. An assessment 
of these and other contributions 
in research indicating directions for 
future work should remain a ma-
jor responsibility of scholars in 
the developing countries of the 
region.

D. RESOURCE ALLOCATION 
AND FINANCING

Given the rapid growth and 
the age structure of the population 
in the developing countries of the 
region, the demand for resources 
for human resources development 
cannot but be large. These de-
mands must compete with the 
requirements in economic infra-
structure, directly productive sec-
tors and others. There are no 
easily derivable practical guide-
lines which can be used by poli-
cy makers in deciding upon al-
location for human resources de-
velopment vis-à-vis other sectors. 
This is partly on account of inter-
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relations among the various sec-
tors of activity and partly on ac-
count of limits to knowledge on 
the nature and extent of these 
relationships. Under these cir-
cumstances, decisions have to be 
taken pragmatically. There is 
little purpose in allocating re-
sources to primary education if 
children must go to school on 
empty stomachs. Those educated 
in power engineering will emi-
grate if there are no power sta-
tions to design and maintain. 
A healthy but unemployed work 
force would be a waste to both 
themselves and society. There-
fore decisions regarding alloca-
tion to human resources devel-
opment need to be weighed against 
the claims of other sectors, using 
such techniques as are currently 
available. In helping the decision 
makers, greater knowledge about 
the conflicting claims can be a 
most useful aid.

The supply of resources for 
development is financed by both 
the private and the public sec-
tor. In most developing coun-
tries in the region the public sec-
tor is predominant as a source of 
finance for population, health and 
education services with marginal 
provision for nutrition and food 
services. Yet there are several 
countries where private-sector fi-
nancing is of substantial impor-
tance in both health and educa-
tion. The major question regard-
ing financing is the impact of 
such schemes on the distribution 
of access to human resources de-
velopment facilities. Partly be-
cause these services are in the 
nature of public and merit goods, 
the market fails as an efficient 
instrument of allocation. The 
lack of adequate information for 
making decisions makes the func-
tioning of capital markets for al-
locating resources for human re-
sources development especially im-
perfect. Hence the importance 
of the public sector in financing

such development. The contri-
bution of voluntary non-profit 
organizations is quite important 
in some countries and is of sub-
stantial value in almost all de-
veloping countries in the region.

Financing by the public sec-
tor does not always need to be 
combined with the provision of 
services by that sector itself. There 
are examples from many parts 
of the world, including some 
developing countries of the re-
gion, of public financing and the 
private provision of these ser-
vices. The main arguments for 
the provision of these services 
by the private sector are those 
of efficiency spurred on by com-
petition and the opportunity for 
choice provided to the consum-
er. However, in many markets, 
especially in rural areas, the pro-
vider of primary education or 
primary health care is likely to 
become a monopolist and thus 
the argument on efficiency is 
lost. In some others, as in medi-
cal care, the information avail-
able to the consumer may be 
wholly insufficient to enable him 
to make an intelligent choice. 
Nevertheless, in some instances 
such as those for higher and vo-
cational education and some medi-
cal services, the organization of 
the provision of human resources 
development services in private 
enterprises exists. More infor-
mation on this experience itself 
and intercountry comparisons can 
be of much value to policy makers.

E. EQUALITY IN ACCESS 
TO SERVICES

Inequality in opportunities to 
benefit from human resources de-
velopment is pervasive in the 
developing countries of the re-
gion. There is inequality between 
sexes, among regions within each 
country, between rural and urban 
areas and among persons in dif-
ferent economic and social groups.

In general, females, people in the 
hinterland and rural areas, and 
those with lower incomes have 
less access to institutions and 
services which provide human re-
sources development facilities and 
benefit proportionately less than 
others from the resources spent 
on human resources development. 
The allocation of limited resources 
more equitably, therefore, is a 
major responsibility of policy mak-
ers. In the first instance, it would 
be most useful to recognize the 
patterns of this inequality, on 
which there is not a wealth of 
information, and research to bring 
out these patterns would be most 
useful to policy makers. A com-
parative analysis of patterns of
inequality in the light of policies 
and programmes in human re-
sources development in the de-
veloping countries in the region 
would greatly raise the level of 
understanding of factors which 
bring about such patterns. Some 
preliminary effort has been made 
in this Survey; however, in the 
absence of the primary research 
necessary for the purpose, this 
comparison has been of limited 
scope. The Commission may 
wish to accord high priority to 
research of this nature.

Research in this instance is 
only a preliminary step in formu-
lating policies and programmes 
which can reduce inequalities in 
access to services. Since patterns 
of such inequality tend to rein-
force the inequality of opportuni-
ty arising from the ownership of 
physical assets, egalitarian policies 
in human resources development 
can reduce, in some substantial 
degree, rigidities in social mobility 
which are the consequences of 
the ownership of property. Im-
provements in living standards 
in some developing countries in 
the region which have implemented 
egalitarian policies in food distri-
bution, health services and educa-
tion, while still at low levels of
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average well-being according to 
measures such as gross domestic 
product per capita, provide evi-
dence of the efficacy of these 
policies even when constrained 
by a severe shortage of resources.

F. THE EXCHANGE OF 
INFORMATION AND 

EXPERIENCE

The emphasis in this last chap-
ter has been on the generation 
and exchange of information and 
on the exchange of experience 
in policies and programmes. Hu-
man resources development is es-
sentially a domestic economic ac-
tivity with some marginal input 
from overseas. Multilateral agen-
cies which finance development 
projects and programmes conduct 
some analytical work on these 
which are country-specific. In 
general, they depend on primary

research carried out in each eco-
nomy to formulate their own 
policies and decisions. The im-
portance of research and infor-
mation regarding human resources 
development cannot be gainsaid 
and these are not likely to be gen-
erated by efforts overseas. There-
fore, there is a heavy responsibi-
lity on each country to initiate 
such research and to generate 
the relevant information.

Comparative studies between 
countries on human resources de-
velopment do not fall within the 
major interests of international 
financial agencies, although some 
work of this nature is occasional-
ly undertaken. The specialized 
agencies of the United Nations 
also mostly undertake country- 
specific studies. Funds from uni-
versities and foundations in some 
developed countries sometimes ena-
ble individual scholars to undertake

some selected work comparing 
policies and programmes among 
countries. With the rapid decline 
in the availability of resources 
of this nature, there is a very strong 
need to undertake intercountry 
comparative analytical work of the 
kind delineated in earlier para-
graphs. The secretariat of the Com-
mission with interests in a wide 
variety of problems of economic 
and social development and with 
no sectoral loyalties would be in 
a position to undertake such work 
with the collaboration of the re-
gional offices of the relevant 
specialized agencies of the United 
Nations and other multilateral 
and national agencies with com-
petence and resources. The Com-
mission may wish to direct the 
secretariat in undertaking further 
work as proposed in this chapter.
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