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FOREWORD

This is the forty-first annual Economic and Social Survey o f  Asia and the Pacific (until 1974 titled the 
Economic Survey o f  Asia and the Far East). The Survey is divided into two parts, as in previous years. Part one 
presents a survey of current economic and social developments in the region in a global economic context. Part 
two contains a study on problems of international trade in primary commodities.

Amid increasing uncertainties in the world economy and despite the damaging effects of unfavourable 
weather, the developing economies of Asia and the Pacific substantially improved their economic performances 
in 1987. Economic growth reached an enviable average of 6 per cent, or about 2 per cent higher than in 1986. 
However, this should be viewed in the perspective of the great diversity in performance of the region’s developing 
economies, with double-digit growth being achieved by China and the newly industrializing economies of East 
Asia, on the one hand, and stagnation or decline in many least developed and Pacific island countries, on the other.

Two factors had a particularly significant bearing on the region’s 1987 growth performance. One was the 
sizeable increase in exports of manufactures, especially from countries in East and South-East Asia. The other 
factor was harsh climatic conditions, mainly the unprecedented drought, the effects o f which were widely felt 
across the region but most severely in South Asia. However, the region today can derive some satisfaction that 
the vulnerability to capricious weather has been significantly reduced. In India, for example, the unprecedented 
drought slowed the GDP growth rate, but did not cause famine or a sharp drop in per capita incomes. Neverthe-
less, the costly drought, plus floods in Bangladesh and eastern India, are likely to cause a considerable set-back 
to the development efforts of many countries in the region. The region’s growth prospects for 1988 will, however, 
be considerably weaker, due largely to slower growth in the world economy.

Part two of the Survey deals with the problems of international trade in primary commodities. Despite the 
increasing role of exports of manufactures, non-fuel primary commodities still provide a major source of employ-
ment, exports and incomes in many developing countries of the region. Notwithstanding a limited revival in 1987 
in the export earnings of primary commodities, especially metals and minerals, most commodity prices in real 
terms remained at a low ebb. The main focus of part two of the Survey is on the structural problems facing the 
economies in the region that are dependent on primary commodities. It analyses the long-term trends affecting 
demand and supply in commodity markets, trade patterns and technological changes and their effects on the eco-
nomies of the region and suggests some policy options emerging from the analysis.

Like previous issues, this Survey is published on the sole responsibility o f the secretariat, and the views ex-
pressed herein do not necessarily reflect those o f the Governments o f the members and associate members o f the 
Commission.

S.A.M.S. Kibria 
Executive Secretary

February 1988
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EXPLANATORY NOTES
The term “ESCAP region” is used in the present issue o f  the Survey  to  include Afghanistan, Australia, Bangladesh, Bhutan, 

Brunei Darussalam, Burma, China, Com m onwealth o f the N orthern Marianas, C ook Islands, Democratic Kampuchea, the Federated 
States o f Micronesia, Fiji, Guam, Hong Kong, India, Indonesia, the Islamic Republic o f  Iran, Japan, Kiribati, the Lao People’s 
D emocratic Republic, Malaysia, Maldives, Mongolia, Nauru, Nepal, New Zealand, Niue, Pakistan, Papua New Guinea, the Philip-
pines, the Republic o f Korea, the Republic o f the Marshall Islands, the Republic o f 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 n o t imply the expression o f any opinion whatsoever on the part o f the 
Secretariat o f the United Nations concerning the legal status o f any country or territory  or o f its authorities, or concerning the 
delimitation o f its frontiers.

The abbreviated title Survey  in footnotes refers to  Econom ic 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 tha t data are n o t available or are n o t separately reported, a dash ( – ) indicates tha t the 

am ount is nil or negligible, and a blank indicates th a t the item is n o t 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 1987 exchange rates o f  the ESCAP countries are listed 
in the following table:

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

exchange fo r  $U S 1 
as o f  June 1987

A fghan is tan ............................................. 21 March to  20 March Afghani (Af) 50.600
A ustra lia .................................................... 1 July to 30 June Australian dollar ($A) 1.388
B a n g la d e s h ............................................. 1 July to 30 June Taka (Tk) 31.000
B h u ta n ....................................................... 1 April to  31 March Ngultrum (Nu) 12.934
Brunei D aru ssa lam ................................. 1 January to 31 December Brunei dollar ($Br) 2.240
B u r m a ....................................................... 1 April to  31 March K yat (K) 6.722
China ....................................................... 1 January to  31 December Yuan renm inbi (YRMB) 3.722
Cook I s l a n d s .......................................... 1 April to  31 March New Zealand dollar ($NZ) 1.692
Democratic K am p u ch ea ....................... 1 January to  31 December Riel (KR)
F i j i ............................................................. 1 January to  31 December Fijian dollar ($F) 1.305
G u a m ....................................................... 1 O ctober to  30 September United States dollar ($US) 1.000
Hong K o n g ............................................. 1 April to  31 March Hong Kong dollar ($HK) 7.809
I n d i a .......................................................... 1 April to  31 March Rupee (Rs) 12.934
I n d o n e s ia ................................................. 1 April to  31 March Rupiah (Rp) 1.648
Iran, Islamic Republic o f .................... 21 March to  20 March Rial (Rls) 72.195
Japan ....................................................... 1 April to  31 March Yen (Y) 147.000
K i r i b a t i .................................................... 1 July to  30 June Australian dollar ($A) 1.388
Lao People’s Democratic Republic 1 July to  30 June New Kip (NK) 35.000
M alaysia .................................................... 1 January to  31 December Ringgit ($M) 2.524
M aldives.................................................... 1 O ctober to  30 September Rufiyaa (Mal Rf) 9.340
Mongolia ................................................. 1 January to  31 December Tughrik (Tug) 2.830
Nauru.......................................................... 1 July to  30 June Australian dollar ( $A) 1.388
Nepal ....................................................... 16 July to  15 July Rupee (NRs) 21.600
New Z e a la n d .......................................... 1 April to  31 March New Zealand dollar ($NZ) 1.692
N i u e .......................................................... 1 April to  31 March New Zealand dollar ($NZ) 1.692
P a k is ta n .................................................... 1 July to  30 June Rupee (PRs) 17.350
Papua New G u in e a ................................ 1 January to  31 December Kina (K) 0.901
Philippines ............................................. 1 January to  31 December Peso (P) 20.456
Republic o f K o r e a ................................. 1 January to 31 December Won (W) 808.9
S a m o a ....................................................... 1 January to  31 December Tala ($WS) 2.123
S in g a p o re ................................................. 1 April to  31 March Singapore dollar ( $S) 2.122
Solomon I s l a n d s .................................... 1 January to  31 December Solom on Islands dollar ($SI) 2.026
Sri L a n k a ................................................. 1 January to 31 December Rupee (SLRs) 29.265
T h a ila n d .................................................... 1 O ctober to 30 September 25.840
T o n g a ....................................................... 1 July to  30 June Pa’anga (P) 1.388
T u v a lu ....................................................... 1 January to 31 December Australian dollar ($A) 1.388
V a n u a tu .................................................... 1 January to  31 December V atu (VT) 111.160
Viet N a m ................................................. 1 January to  31 December New Dong 15.000

Sources: United Nations, M onth ly  Bulletin o f  Statistics, January 1988; and national sources.
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Part One

RECENT ECONOMIC AND  
SOCIAL DEVELOPMENTS



I. WORLD ECONOMIC DEVELOPMENTS AND  
THEIR IMPACT ON THE DEVELOPING ESCAP 
REGION

A. DEVELOPMENTS IN 
THE WORLD ECONOMY

1. Increasing risks of 
a recession

H opes for continuing growth 
in the world economy were 

dampened considerably in the last 
quarter of 1987. Although it is 
too early to predict how lasting 
will be the impact on the world 
economy of the turbulent events 
o f  October 1987 in the stock 
exchanges and key currency mar-
kets, they did signify a watershed 
in the emerging perceptions about 
the future. In their own way, the 
financial markets clearly indicated 
their lack o f confidence in the 
adequacy o f efforts to co-ordinate 
the macro-economic policies o f the 
major industrial countries.

The imbalances in the world 
economy proved too persistent to 
be reduced through the narrow 
scope o f co-ordination on the 
exchange rates among key cur-
rencies. The expectation that the 
depreciation of the dollar since
1985 would soon have significant 
favourable effects on the balance 
of payments turned out to be as 
misplaced as the earlier hope 
that the imbalances would be 
self-correcting and no interventions 
in the currency markets would 
be needed. Policy interventions, 
however, often prove to be self- 
defeating if they appear to the 
markets to be too little and too 
late. This is the inherent danger in 
the present situation in the world

economy which, more than at any 
time since 1982, is facing increas-
ing risks of sliding into a major 
recession.

Underlying the efforts to co-
ordinate international economic 
policy has been the assumption 
that the current account deficit 
of the United States of America 
and the surpluses of the Federal 
Republic of Germany and Japan 
are merely two sides of the same 
coin. As a corollary to this, the 
basis for policy co-ordination has 
been the view that the surplus 
countries should reduce their 
savings ratio by expanding domestic 
consumption while at the same 
time taking up the slack caused by 
fiscal restriction in the United 
States.

However, there is no reason 
to consider the outflow of Japan’s 
–  and other countries’ –  savings, 
which are by no means excessive 
by historical standards, as a threat 
to the world economy. What the 
world economy is suffering from is 
not a glut of savings but a lack of 
appropriate allocation of those 
savings consistent with the aims 
of world development and sustain-
able growth. What is required, 
therefore, as a necessary comple-
ment to the reduction of the 
external deficit o f the United States 
is not so much a reduction of the 
surpluses o f Japan and other coun-
tries but increases in balance-of- 
payments support to developing 
countries, thus enabling them to 
resume their development process. 
This would restore the pattern of

capital flows disrupted in 1982, 
and at the same time counter-
balance the slackening world de-
mand that would be caused by the 
much-needed reduction in the fiscal 
and trade deficits of the United 
States (see box I.1).

The worst scenario –  and the 
one that needs to be avoided the 
most –  is that in which the surplus 
savings would be reduced through 
income reductions caused by a 
world-wide recession. In late 1987, 
the immediate challenge facing 
the developed market economies 
was to arrive at a consensus on 
policies to forestall this threat. 
A major recession would lead to a 
further increase in the fiscal deficit 
of the United States making any 
stimulation of the economy to 
counteract a deepening depression 
virtually impossible. Such a 
recession would be equally de-
trimental to the growth of the 
developing countries as it would 
stretch to the breaking point 
their ability to service their debts 
and pay for their imports. Through 
a further fall in the prices of 
primary commodities and the 
strengthening of the protectionist 
backlash in developed market 
economies, which this scenario 
would necessarily entail, the capa-
city of the developing countries 
to service their debts could be 
totally crippled, leading to much 
more serious and widespread 
consequences than those portended 
by the events of October 1987.

The outlook for the world 
economy for 1988 is clouded by
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Box I.1. Recycling the trade surpluses of Japan
A lthough the financial world 

holds its breath before each m o n th ’s 
announcem ent o f trade figures o f 
Japan and th e  U nited States of 
America, it  is increasingly clear tha t 
the imbalances in  the  world balance o f 
paym ents are likely to  continue to 
be w ith us fo r some years. E fforts 
to  reduce them  w ith in  the narrow 
fram ew ork o f  m acro-econom ic policy 
co-ordination am ong th e  m ajor devel-
oped m arket econom ies have so far 
failed to  produce the desired results.

Taking a long-term view, Profes-
sor Saburo O kita o f Japan and his col-
leagues a t the U nited N ations World 
Institu te  o f D evelopm ent Economics 
Research have proposed the recycling 
o f  the surpluses o f  the Federal 
Republic o f G erm any and Japan to  
finance the developm ent of Third 
World countries. This w ould also 
enable the developing countries to  in-
crease their im ports from  the U nited 
States, thus reducing the trade gap of 
th a t cou n try .a

Professor O kita’s proposals are 
based n o t only on the intrinsic reasons 
for helping the developing countries, 
bu t also on the grounds th a t the re-
cycling would help  to  reduce the im-
balances in the global econom y. His 
proposals involve recycling $125 bil-
lion over the n ex t five years.

The need for capital transfers to  
developing countries on this scale is

evident from  the sharp tu rnaround  in 
capital inflows to  developing countries 
to  the ex ten t th a t there now  are sub-
stantial net capital outflow s from  
them . The developing countries are 
paying m ore in  principal repaym ents 
and in terest paym ents on their long-
term deb t than  they receive in new 
loans. According to  the calculations 
made in the O kita R eport, in the 
1990s these net financial transfers 
will rise to  around $40 billion. To 
reverse this trend, large net transfers 
o f resources to  developing countries 
are needed –  to  improve their capacity 
to  increase im ports from  developed 
countries, reduce the  hardship caused 
by n e t transfer from  developing coun-
tries, and to  ease the adjustm ent pro-
cess. The R eport argues th a t a well 
co-ordinated in ternational economic 
policy for the orderly developm ent of 
the world econom y should provide for 
the generation o f substantial current 
account surpluses in industrial coun-
tries to  facilitate needed resource 
transfers to  developing countries.b

The surplus countries, such as 
the Federal Republic o f Germany 
and Japan, have genuine problem s in 
dom estic expansion in a non-infla-
tionary  m anner. Despite the efforts 
o f Japan to  restructure the econom y 
tow ards dom estic dem and, the neces-
sary adjustm ent cannot be achieved in 
the short run . F or quite some time, 
Japanese savings will exceed dom estic 
investm ent and seek investm ent in 
foreign countries. Moreover, the in-
creasing foreign investm ent incom e 
will add to  the surplus. A precipitous 
decline in the Japanese savings and 
external surplus could hardly be in the 
in terest o f world econom ic grow th. 
Therefore, it  is argued, the to ta l 
elim ination o f  these surpluses is

b  Saburo O kita, and others, op. 
cit., p. 15.

neither necessary nor desirable for the 
world econom y.

N either can the U nited States 
deficit be elim inated in the short 
run. U nited States im ports are more 
than 50 per cent higher than exports 
and therefore the tu rnaround will be 
massive and, the U nited States net 
foreign deb t, now  estim ated a t $300 
billion, is projected to  be around 
$500-$600 billion by 1990. Interest 
paym ents on this deb t ($16 billion in
1986) will, by 1990, be in the region 
o f  $4 5-$70 billion.

T he O kita proposals are thus 
seen as an im aginative and bold initia-
tive to  overcom e the current crisis 
through recycling and to  break the 
vicious circle o f lagging economic 
grow th in  the developing countries 
and stagnating world trade. The in-
creased recycling o f capital to the de-
veloping countries will activate their 
la ten t dem and and capacity to  im port 
m uch-needed capital goods from  the 
industrialized countries. As a result, 
the triangular in teractions among 
trade-surplus countries, developing 
countries, and o ther industrialized 
countries will function  to  reactivate 
the world econom y as a whole.

There are, however, considerable 
difficulties in the im plem entation of 
the proposal for recycling the Japanese 
surplus. Unlike the recycling o f the 
oil m oney, which was held by the 
Governm ents o f  the oil-exporting 
countries, Japan’s surplus capital is 
largely held by the  private sector. The 
private sector has learned from the 
experiences of the 1970s to  be ex-
trem ely wary o f  investing in or lending 
to  the high-risk, heavily-indebted 
developing countries. It is thus essen-
tial th a t the Governm ents o f the trade-
surplus countries take the initiative in 
p rom oting and underw riting the re-
cycling o f  the surplus.

A lready the Japanese G overnment 
has made com m itm ents to  provide

uncertainty about the “wealth 
effects” resulting from the loss in 
financial assets. Both the mag-
nitude o f such “losses” and their 
negative impact on consumption 
and investment are very difficult to 
estimate, especially in view of

the fact that at least part o f  the 
decline in the values o f these assets 
was in the nature o f an overdue 
“correction” . More importantly, 
the future course o f world eco-
nomic events depends crucially on 
the policy responses o f the Govern-

ments o f the leading industrial 
countries which are yet to be fully 
articulated.

Notwithstanding these uncer-
tainties, the Organisation for Eco-
nomic Co-operation and Develop-
ment (OECD) has revised its pro-
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a Saburo O kita, and  others, World 
Institu te for Developm ent Economics 
Research, M obilizing International Sur-
pluses fo r  World D evelopm ent –  A  
WIDER Plan fo r  a Japanese Initiative  
(The O kita R eport) (S tudy Group 
Series No. 2, Helsinki, 1987). See also 
his Third Paul Prebisch lecture, “The 
emerging prospects for developm ent 
and the world econom y” delivered to  
the U nited Nations Conference on 
Trade and Developm ent a t its  seventh 
session held a t Geneva on 9 July 1987.



untied funds o f  $30 billion over three 
years, 1987-1989. These include $10 
billion consisting of, among others, 
its increased pledges to  the World Bank 
in the form o f an access facility in 
Japan’s domestic capital m arket ($2 
billion), contributions to  the Interna-
tional D evelopment Association ($2.6 
billion), the International M onetary 
Fund ($3.6 billion) and the Asian 
D evelopment Bank ($1.3 billion); and 
$20 billion –  also over three years –  
loan recycling to  indebted  developing 
countries in untied  loans, presumably 
either through the E xport-Im port Bank 
or through comm ercial banks with 
E xport-Im port Bank guarantee. In 
addition, the Governm ent has an-
nounced its in tention  o f  doubling its 
official developm ent assistance (ODA) 
in five years, instead o f  seven years 
as originally planned.

In order to  raise the level o f  funds 
to  be recycled to  th a t suggested by 
Professor O kita, a num ber o f new 
measures will have to  be taken by 
the Japanese Governm ent. These 
would include concessional interest 
rates, with subsidies to  be financed 
from  ODA, raising funds in capital 
m arkets against collateral provided by 
a governm ent guarantee or subsidy, 
and involvement o f m ultilateral in-
stitu tions in the recycling process. 
In addition, the present low  ODA to 
GNP ratio of 0.29 per cent needs to  
be raised to , at least, the average of
0.36 per cent o f the Development 
Assistance Com m ittee, if no t to  the 
ratio o f  0.43 per cent o f the Federal 
Republic o f Germany, and the 
Japanese aid policies need to be further 
liberalized. The possibility o f in-
troducing such measures as the is-
suance o f zero coupon bonds and 
grants-in-aid for interest paym ents for 
heavily indebted countries and the 
least developed countries also needs 
to  be examined.

jections of the average economic 
growth in 1988 of its member 
countries downwards by 0.5 per 
cent below that for 1987; and the 
1989 rate has been projected by 
another 0.5 percentage points be-
low the 1988 rate.1 Such a slow-

down in the industrial countries 
would weaken world trade and have 
a significant negative impact on the 
growth prospects of the develop-
ing world.

2. Slow growth in the world 
economy

The rate of growth of the 
world economy, at 2.8 per cent 
in 1987, slowed down for the 
third successive year. In the 
industrial countries as a group 
the rate o f expansion decelerated 
from 2.7 per cent in 1986 to 2.4 
per cent, while in the developing 
world it decelerated from 4.0 to
3.3 per cent (see table I.1).

A disconcerting feature o f the 
economic performance of the 
industrial countries was the stagna-
tion of productive investment (see 
box I.2). Despite continued 
economic growth during the last 
four years, productive capacity did 
not appreciably increase. As a 
result, inflation continued to be an 
ever-present concern and inhibited 
expansionary policies.

The pattern of economic 
expansion in developed market 
economies during 1987 also re-
flected some shifts in the sources 
o f growth in the major economies 
which were broadly in accordance 
with the need for reducing their 
imbalances. In the United States, 
for example, there was a shift 
away from domestic demand, 
which until 1986 had been the 
main force behind expansion, 
towards the export sector. The 
expansion in net exports, however, 
was not sufficient to compensate 
for the slow-down in domestic 
demand. As a result the growth 
rate at 2.4 per cent was 0.5 per 
cent below that for 1986.

On the other hand, the eco-
nomy of Japan was showing some 
signs of adjustment away from

1 OECD Econom ic O utlook, No. 42 
(Paris, December 1987).

its traditional dependence on ex-
port markets. During the year the 
fiscal policy was eased, reinforc-
ing the favourable effects on pri-
vate consumption and residential 
construction o f the appreciation of 
the yen and terms-of-trade gains 
accruing from lower prices of oil 
and other primary commodities 
during 1986. As a consequence in 
1987 domestic demand grew by 4 
per cent, more than offsetting the 
negative impact of decline in net 
exports, and resulting in an in-
crease in the rate of growth o f the 
economy form 2.9 per cent in 1986 
to 3.2 per cent in 1987. However, 
in the Federal Republic of 
Germany the economic perform-
ance remained weak as the export- 
oriented sectors weakened, while 
the stimulus to domestic demand 
came too late in the year to make 
any impact on the economy’s 
growth rate during 1987.

In the developing world an 
overall growth rate of slightly over
3 per cent in 1987 implies that 
there was little prospect of any 
improvement in per capita incomes 
in a large number of countries 
(see table I.2). Moreover, when 
terms-of-trade losses are taken 
into account, economic perform-
ance turns out to be much less 
satisfactory than that indicated 
by per capita incomes. Thus, for a 
large part of the developing 
world, 1987 was another year of 
stagnant or falling living standards, 
especially in Africa and Western 
Asia.

3. The changing nature of 
interdependence in the world 

economy

Global developments in the 
past few years have strongly under-
scored both the increase in inter-
dependence in the world economy 
and its changing nature. The 
current world economic crisis can 
be viewed as being partly a result 
of the failure to accept the interna-
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Table I.1. World output, 1969 1987a
(Annual percentage change)

Average 
1969-1978b

1979 1980 1981 1982 1983 1984 1985 1986 1987
(estimated)

World 4.3 3.4 2.1 1.8 0.7 2.6 4.5 3.3 3.2 2.8

Industrial countries 3.4 3.4 1.3 1.5 – 0.3 2.7 5.0 3.1 2.7 2.4

Developing countries 6.0 4.3 3.4 1.6 1.6 1.6 4.1 3.3 4 .0 3.3

By region

Africa 5.1 3.3 3.8 2.0 1.0 – 1.6 1.4 2.1 0.8 1.5
Asia 5.8 4.5 5.4 5.5 5.2 7.6 8.0 6.4 6.3 6.0
Europe 5.9 3.8 – – 1.1 1.9 4 .0 2.5 3.9 3.0
Middle East 8.2 1.8 – 2.5 – 2.1 0.3 0.1 0.2 – 1.1 1.2 – 1.5
Latin America 5.8 6.1 6.1 0.1 – 1.0 – 2.8 3.6 3.5 4.4 3.6

By analytical criteria

Fuel exporters 7.8 3.7 1.0 0.8 0.1 – 2.0 0.9 0.3 – 0.1 – 0.6
Non-fuel exporters 5.4 4.5 4.3 2.0 2.4 3.4 5.7 4 .7 5.8 4 .8

Centrally planned 
economiesc

5.9 2.5 4.0 3.4 3.7 4.2 3.3 3.6 4.1 3.6

Source: IMF, World E conom ic O utlook  (Washington, D.C., O ctober 1987), which lists countries in the various groups in this
table.

a Real GDP (or GNP) for industrial and developing countries and real net m aterial p roduct (NMP) for centrally planned econo-
mies. Composites for the country  groups are averages o f  percentage changes for individual countries weighted by the average U nited 
States dollar value of their respective GDPs (GNPs or NMPs where applicable) over the preceding three years. Because o f the un-
certainty surrounding the valuation o f the com posite NMP o f  the centrally planned econom ies, they  have been assigned –  some-
what arbitrarily –  a weight o f 15 per cent in the calculation o f  the grow th or world ou tpu t. Excluding China prior to  1978. 
k Com pound annual rates o f change. c The U nion o f  Soviet Socialist Republics and Eastern Europe.

tional policy implications of this 
interdependence.

Despite a sharp fall in the 
dollar against other leading curren-
cies –  35 per cent in real effective 
terms between early 1985 and 
the second quarter o f 1987 –  
imbalances in the current accounts 
of the major industrial countries 
showed no sign of a turnaround.2 
Towards the end of 1986 and early 
1987 there were widespread mis-
givings in financial markets about 
the pace of adjustment. Owing 
to the growing uncertainty in 
financial markets, the dollar came 
increasingly under pressure in early 
1987. There was serious risk that 
the fall of the dollar would become 
disorderly, with damaging con-

sequences for world trade and 
economic growth.

For much o f 1987, as the flow 
of private capital into the United 
States dried up, central banks of 
the major industrial countries, 
notably the Federal Republic of 
Germany and Japan, sold deutsche 
mark and yen worth billions of 
dollars (by some estimates, around 
$100 billion in the first nine 
months o f 1987) in attempts to 
bolster the dollar and to  finance 
the United States fiscal and current 
account deficits. As a consequence 
o f these interventions, the money 
supply in the Federal Republic 
o f Germany and Japan significantly 
increased, engendering fears of 
inflation. The monetary authorities 
in the two countries tightened 
the monetary policy which led to 
upward pressures on interest rates. 
This threatened to negate the 
efforts to shore up the dollar. In 
the United States the increasing

fear o f inflation induced by the 
continuing depreciation o f the 
dollar had already led to a sig-
nificant increase in long-term 
interest rates. With the threat o f  a 
general increase in interest rates 
and uncertainty caused by the 
continuing loss o f ground by the 
dollar, the onset o f a recession, 
first in the United States and then 
across the world, began to be 
perceived as a real possibility. 
By the autumn o f  1987 it was 
apparent that the objectives o f 
redistributing aggregate demand 
among leading developed market 
economies in order to reduce 
external imbalances were becom-
ing increasingly difficult to achieve.

In the wake o f the stock 
market crash, serious efforts have 
been under way in the United 
States to reduce the budget deficit. 
A package o f measures to reduce 
the deficit by $76 billion over 
two years was agreed between the
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2 IMF, World E conom ic O utlook  
(Washington, D.C., O ctober 1987), p.
12. By the end o f 1987, the dollar’s 
nominal value in terms o f  the yen was 
less than half its peak value in February
1985.



Box I.2. The weak link between profits and investments in developed 
market economies

The macro-economic policies fol-
lowed by the leading industrial coun-
tries since 1979-1980 were devised 
largely as a reaction to the inflationa-
ry experience o f the 1970s. The oil 
shock o f 1973-1974 was followed by 
high rates o f oil price induced infla-
tion, rise of labour costs relative to 
final product prices and squeeze of 
profit margins, decline in the rate of 
investm ent, and rise in unem ploy-
m ent. In the early 1980s decline in 
the rate o f return  on outstanding 
capital stock was a major policy 
concern in most developed countries 
and macro-economic policies were 
designed to restore the profitability 
of capital in order to  raise the level 
o f investment.

The policy response to  the 
second oil price shock thus had a num -
ber o f objectives in terms of m edium-
term strategies:

(i) To manage aggregate demand
in such a way as to ensure tha t the 
burden of adjustm ent to  oil price 
rises would fall on labour costs rather 
than on profit margins: there was
widespread reduction in m onetary 
expansion to  ensure tha t only a low 
rate o f price increases was accom-
modated.

(ii) To reduce budget deficits 
through cuts in public expenditure 
and reduce the role of government 
in p roduction ; it was widely believed 
tha t government deficits raised in-
terest rates and made private invest-
m ent less profitable than it otherwise 
would be.

(iii) To institute structural re-
forms. It was argued tha t macro-
econom ic policies needed to  be sup-
ported by micro-economie reform s – 
their essence being that production 
and investment decisions should be 
guided by market signals.

These reforms were aimed at 
changes in taxation to strengthen 
incentives for private initiative in pro-
duction and investm ent, removal of 
obstacles to labour mobility, dis-
mantling of wage indexation, deregu-
lation, privatization, and others. These 
reforms were expected to improve 
efficiency, restore business profita-
bility, and thus lead to higher rates 
of investment and econom ic growth.

Since the early 1980s control 
o f  inflation and “ fiscal consolidation” 
have continued to  be the dom inant 
features o f econom ic policy in most 
o f the industrial countries. Restric-
tive aggregate demand policies were 
continued even after the oil price in-
creases of 1979-1980 had passed 
through the economies. The out-
standing exception was the United 
States o f America, where a liberal 
fiscal policy was combined with tight 
m onetary control.

Most o f the objectives set ou t 
in medium-term policies had been 
successfully achieved by the mid- 
1980s. According to  an assessment 
made in 1987 by the Organisation 
for Economic Co-operation and De-
velopm ent: “ . . . inflation is under
control in m ost countries: corporate 
financial positions are generally good; 
interest rates have declined markedly 
in recent years; budget positions 
have im proved in a num ber o f coun-
tries; and labour m arkets show signs 
o f increased flexibility .”a

However, a m ajor expectation of 
the macro-econom ic policies adopted 
in the early 1980s tha t increase in 
profitability would lead to  increase 
in productive investm ent has gen-
erally no t been realized (see figure). 
For example, in the United States, 
growth of non-residential fixed in-
vestm ent decelerated in 1985, and 
its level declined in 1986. In 1987, 
the level o f investm ent was projected 
to fall further. In Japan, non-resi-
dential fixed investm ent grow th, after 
acceleration in 1985, decelerated in
1986 and in 1987 was projected to 
stagnate at the 1986 level. Similarly, 
in the Federal Republic o f  Germany 
investm ent decelerated in 1986 and 
was projected to  decline in 1987. The 
experience o f o ther leading industrial 
countries was in general similar. 
According to OECD projections, in 
1987 the contribution  o f non-residen-
tial private investm ent (in the seven 
leading industrial countries) to change 
in real GNP/GDP was zero –  against 
a mere 0.2 per cent in 1986. This 
contribution has, in fact, consistently

a OECD Econom ic O utlook, No. 
41 (Paris, June 1987).

Major developed market econo 
mies. Shares of gross profits and 
investment in value added in 
manufacturing industry

Source: Figure reproduced from
UNCTAD, UNCTAD Bulletin, No. 236 
(O ctober 1987).

(continued overleaf)
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(continued from  preceding page)

declined over the four-year period
1984-1987.b

The above evidence clearly in-
dicates th a t the econom ie policies 
adopted  by the leading countries 
as a group, though they have suc-
ceeded in raising profits and controll-
ing inflation, have n o t led to  any 
significant revival o f productive in-
vestm ent. This is a m atter o f consi-
derable concern for the long-term 
grow th prospects o f  developed m arket 
econom ies on which the revival of 
w orld trade and growth largely de-
pends.

Two explanations for the con-
tinuing sluggishness o f  investm ent 
in developed m arket economies sug-
gest themselves. According to  the

b Ibid.

first, the failure o f investm ent in 
industrialized countries is attribu tab le  
to dem and m anagem ent policies. “In 
the absence o f  strong dem and grow th, 
firm s are restricting their investm ent 
to  th a t needed fo r rationalization. . . 
This serves to  increase productivity, 
b u t it does n o t reduce unem ploy-
m ent or add to  po ten tia l ou tpu t 
and grow th” .c There are also other 
factors affecting the weakness o f 
dem and th a t con tribu te  to  th e  cur-
ren t stagnation o f investm ent. These 
are uncertainties created by trade 
im balances and the th rea t o f  pro-
tectionism . B oth have m ade invest-
m en t riskier, thus increasing the re-
quired re turn  on investm ent.

c UNCTAD, Trade and D evelop-
m en t R eport 1987, p. 53.

A nother way to  explain the poor 
perform ance o f investm ent in  the 
1980s is th a t grow th rates achieved 
by industrialized countries during the 
1950s and the 1960s reflected a 
“ once and for all” increase in produc-
tivity in W estern Europe and Japan 
as those countries “caught up ” with 
technology in the United States. 
T hat process, i t  is argued, has been 
com pleted and the “special factors” 
o f the 1950s and the 1960s cannot be 
expected to reproduce themselves in 
th e  1980s. The possibility th a t a 
similar catching-up operation by de-
veloping countries could stim ulate 
world econom ic grow th and favoura-
bly affect investm ent in the indus-
trial countries is suggested by the 
logic o f the emerging interdependence 
betw een developed and developing 
countries.

Table I.2. Developing countries. Per capita real GDP, 1969-1987a
(Annual percentage change)

Average 
1969-1978b

1979 1980 1981 1982 1983 1984 1985 1986 1987
(estimated)

Developing countries 3.4 1.9 1.0 – 0.6 – 0.9 – 0.6 2.0 1.3 1.9 1.3

By region

Africa 2.2 0.2 0.7 – 1.0 – 2.0 – 4.6 – 1.7 – 0.6 – 2.1 – 1.1
Asia 3.5 2.6 3.4 3.6 3.1 5.7 6.1 4.6 4.6 4.3
Europe 4.7 2.8 – 0.9 – 0.8 0.2 1.1 3.2 1.5 2.8 1.9
Middle East 4.0 – 2.1 – 6.2 – 5.8 – 3.8 – 2.8 – 3.0 – 3.8 – 2.0 – 4.1
Latin America 3.3 3.7 3.7 – 1.9 – 3.2 – 5.0 1.3 1.4 2.2 1.6

By predom inant export

Fuel exporters 3.9 0.2 – 2.3 – 2.5 – 3.4 – 4.7 – 2.3 – 2.3 – 3.0 – 3.2
Non-fuel exporters 3.3 2.6 2.4 0.2 0.4 1.5 3.9 2.9 4.0 2.9

Primary product
exporters 2.8 2.4 2.4 – 1.7 – 2.0 – 2.5 1.6 1.0 3.3 1.9

Agricultural exporters 3.4 2.6 2.4 – 2.5 – 1.3 – 1.8 1.9 1.5 3.8 2.3
Mineral exporters 0.6 1.1 2.4 1.5 – 4.9 – 5.1 0.5 – 1.6 0.1 0.1

Exporters o f
manufactures 4 .2 2.8 2.2 2.3 2.9 5.8 6.6 5.2 5.1 4.4
Service and rem ittance 
countries 3.0 2.6 3.0 0.6 1.9 1.5 1.8 2.5 2.5 1.0

By alternative analytical 
categories

Oil-exporting countries 4.3 – 1.4 – 4.6 – 4.7 – 3.7 – 4.1 – 3.0 – 3.1 – 2.2 – 3.5
N on-oil-exporting countries 3.3 2.8 2.6 0.7 – 0.6 3.5 2.7 3.1 2.6

Source: IMF, World E onom ic O utlook  (Washington, D.C., O ctober 1987), which lists countries in the various groups in this
table.

a  
Excluding China prior to 1978. b  Com pound annual rates o f change.
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Administration and congressional 
leaders, and the Administration 
was making strenuous efforts to 
win wider congressional support for 
the legislation to give effect to the 
agreed measures. In the surplus 
countries there was also greater 
recognition of the importance of 
stimulating domestic demand. 
Both the Federal Republic of 
Germany and Japan lowered their 
discount rates. In Japan, in parti-
cular, a more balanced pattern 
of expansion was observable. How-
ever, by the end of 1987 it was 
evident that far more intensive 
efforts would be necessary for 
adopting mutually consistent and 
growth-oriented policies to stimu-
late the sagging world economy.

The second major aspect of 
interdependence in the world 
economy –  often not adequately 
recognized –  is that between 
developed and developing coun-
tries. This aspect was highlighted 
by the lopsided response to the
1986 fall in the prices of oil and 
primary commodities generally. 
The collapse of oil prices in 1986 
resulted in very substantial gains 
owing to positive income terms 
o f trade in most of the developed 
market economies. These gains 
were increased by continued 
weakening of commodity prices 
generally. For the developed
countries as a whole these gains 
amounted to 1 per cent of their 
collective gross national product 
(GNP).3 These benefits were
reflected in improvements in busi-
ness profitability and higher house-
hold incomes. Lower oil and 
commodity prices generally were 
also a significant factor in keep-
ing the rate o f inflation under 
control.

3 OECD Econom ic O utlook, No. 41
(Paris, June 1987). For the European 
OECD members, with the exclusion of 
the two oil-exporting countries, these 
gains were equivalent to 2.5 per cent 
of GNP.

The counterpart of the de-
veloped country gains from terms 
of trade was, of course, the loss 
suffered by developing countries 
exporting primary commodities, 
particularly oil. These losses 
necessitated cut-backs in imports 
and thus had a negative influence 
on output in the developed econo-
mies. Less developed countries 
now account for 20 per cent of 
world output and 25 per cent of 
imports, while the exports of goods 
and services from the OECD coun-
tries to developing countries ac-
count for about 20 per cent of their 
collective GNP.

In 1986, oil-exporting develop-
ing countries, as a direct conse-
quence of the collapse of oil 
prices, reduced their imports from 
developed countries by approxi-
mately 20 per cent; other primary 
commodity exporting developing 
countries, despite some overall 
terms-of-trade gains arising from 
the fall in oil prices, were also 
obliged to restrain their imports. 
Overall, the imports of non-OECD 
countries fell by 6 per cent and the 
exports of industrial countries

exper ienced  a m ark e d  slow-down 
in g rowth  f rom  a rate o f  4.3 per 
cen t in 1985 to  2.6 per cen t  in
1986. As a result ,  the  shrinking 
developing c o u n t ry  m arke ts  for 
industrial co u n t ry  expo r ts  had a 
significant depressive effect on 
the  econom ic  activity o f  industrial 
coun tr ies  (see figure I .1). Thus, 
reduc t ion  in the  expor ts  o f  the  d e -
veloped countr ies ,  largely as a result 
o f  the  reduc t ion  in the  incom es o f  
oil and  o th e r  p r im ary  co m m o d i ty  
p roducers ,  offset a significant part 
o f  the bo o s t  received f rom  im prove-
m ents  in the  term s o f  trade.  Ac-
cording to  one es tim ate  the  decline 
in the ne t  expor ts  o f  the  OECD 
countr ies  in volume term s was 
equivalent to  1 per cen t o f  GNP.4

Figure I.1. Real per capita GDP growth rates in developed and developing 
market economies, 1975-1986

Source: United Nations Departm ent o f International Economic and Social 
Affairs (1986).

7

4 Ibid. On the general question 
o f linkages between the developed and 
developing countries, see also Paul 
Saunders and Andrew Dean, “The in-
ternational debt situation and link-
ages between developing countries and 
the OECD” , OECD Econom ic Studies, 
No. 7 (Paris, Spring, 1987); and R. 
Dornbusch, “ Policy and performance 
links between LDC debtors and indus-
trial nations”, Brookings Papers on 
Economic A c tiv ity . No. 2 (1985).



With some recovery in oil 
prices in 1987 no significant terms- 
of-trade gains to developed econo-
mies are likely to have accrued 
from that source. As the volume 
of oil exports in 1987 fell below 
the 1986 level (mainly because 
of destocking in developed coun-
tries) there is a strong probability 
that the exports of developed 
countries did not receive any 
stimulus from that source either.

The position of developing 
countries dependent on exports of 
commodities other than oil was 
unlikely to have improved over 
that in 1986. Indeed, in 1987 real 
commodity prices were estimated 
to fall well below the 1986 levels.5 
With oil prices higher than in 1986 
and commodity prices falling re-
lative to the prices of their manu-
factures imports and little im-
provement in their access to funds 
from developed countries, the non-
oil primary producers will con-
tinue to suffer import compression.

Thus, the impetus to developed 
country economic activity from the 
developing countries as a group is 
unlikely to be strong unless growth 
in the latter is resumed through 
the restoration of the flow o f re-
sources to developing countires 
interrupted in the early 1980s. In 
addition to meeting one of the 
requirements of long-term growth 
of the developing world this would, 
at the same time, give the boost 
to world aggregate demand needed 
to counterbalance the deflationary 
implications o f reduction in the 
fiscal and trade deficits o f the 
United States.

4. Trade and balance o f payments

The volume o f world trade in 
1987 grew at the annual rate o f 3.4 
per cent as against 4.8 per cent in

1986 (see table I .3). The main 
influences on world trade during 
the last two to three years have 
been the relative trade prices, 
marked changes in exchange rates, 
and the shifts in fiscal policies 
among the major, industrial coun-
tries. The volume of world trade 
in 1986 was significantly affected 
by the decline in oil prices and, 
to a lesser extent, in non-oil com-
m odity prices. The decline in these 
prices led to a larger volume of 
demand from industrial countries 
through both increases in incomes 
arising from gains in terms o f trade 
and inventory buildings, particu-
larly o f oil. (Exports o f fuel 
exporters increased in 1986 by 11 
per cent and declined in 1987 by
2.1 per cent). In contrast, de-
veloping countries were forced to 
restrain their imports which,' in
1986, fell by 2.8 per cent.

The depreciation o f the dollar 
during 1986 has had a favourable 
effect on the volume of world 
trade. There was some recovery in 
United States exports w ithout ad-
versely affecting exports from the 
countries with unchanged or appre-
ciating currencies. The exporters 
from the surplus countries were 
able to maintain their exports by 
accepting reductions in profit
margins. The countries whose
currencies were linked to the
dollar, in general, improved their 
competitive position and made 
substantial gains in export per-
formance.

The slow-down in world trade 
during 1987 is attributed to  cuts in 
the oil imports o f industrial coun-
tries following reductions in stocks, 
continued import reductions 
suffered by oil-exporting countries, 
and a deceleration in the United 
States imports.

Oil prices during 1987 made 
a recovery over the exceptionally 
low prices prevailing from late
1985 to mid-1986. Prices o f 
non-oil primary commodities also 
showed some recovery in dollar

terms but these improvements did 
not m atch increases in the prices 
o f  manufactures, which, on average, 
were expected to rise by 12 to 13 
per cent in 1987. Real commodity 
prices continued to fall in 1987.

Two encouraging features of 
the world trade situation in 1986-
1987 are worth noting. First, 
developing countries as a group, 
in 1986, earned more foreign 
exchange from the export o f 
manufactures than from primary 
products. Second, unlike in the 
past, the expansion in manufactures 
was not confined to the East Asian 
industrializing countries; a number 
of other developing countries also 
made substantial gains.

Following large terms-of-trade 
losses, the combined current ac-
count position of the developing 
countries deteriorated in 1986. 
Their current account deficit in-
creased from $24 billion in 1985 to 
$47 billion in 1986. The increase 
in the deficit would have been 
much larger had the adverse terms 
o f trade not been partly offset 
by changes in real trade flows. 
The fuel-exporting countries, with 
terms-of-trade losses equivalent to 
$100 billion, were the worst hit. 
Their current account position 
deteriorated by $35 billion. Non- 
fuel exporters continued to record 
improvement in the current ac-
count, their deficit falling from $27 
billion in 1985 to $9 billion in
1986. In 1987, both  groups were 
projected to  record improvements 
in their deficits, fuel exporters 
from a deficit o f  $38 billion to 
$12 billion, and non-fuel exporters 
from a deficit of $7.7 billion.6

The combined current account 
position o f the industrial countries 
improved by $32 billion in 1986. 
Within the group the United 
States deficit increased by $25 
billion and the surpluses o f the 
Federal Republic o f Germany and

6 IMF, World E conom ic O utlook  
(Washington, D.C., October 1987).
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5 IMF, World E conom ic O utlook  
(Washington, D.C., October 1987), p. 
12. However, some commodities did 
record remarkable im provements in 
1987 (see box II .2, p. 91).



Japan grew by $20 billion and 
$37 billion respectively. In 1987 
and 1988, despite continuing ef-
forts to correct the trade imbal-
ances among the major industrial 
economies, the deficit of the

United States and the surpluses of 
the Federal Republic of Germany 
and Japan were projected to persist 
though some adjustment in the 
Federal Republic of Germany in 
the desired direction was expected.7

Financial flows between the 
developed countries continued to

Table I.3. Summary of world trade volumes and prices, 1969-1987a
(Annual percentage change)

Average 
1969- 
1978b

1979 1980 1981 1982 1983 1984 1985 1986 1987  
(estimated)

World trade

Volume 6.7 6.3 1.2 0.8 – 2.2 3.0 8.9 3.1 4.8 3.4
Unit value (in US dollar terms) 10.8 18.7 20.1 – 1.2 – 4.2 – 4.8 – 2.4 – 2.2 4.4 9.9

(in SDR terms)c 8.3 15.0 19.3 9.1 2.3 – 1.7 1.8 – 1.3 – 9.7 0.4

Volume o f trade

Exports
Industrial countries 7.1 7.2 3.9 3.6 – 2.1 3.0 9.9 4.3 2.6 2.5
Developing countries 4.6 4.3 – 4.2 – 6.0 – 7.6 3.2 7.1 0.9 8.5 5.9

Fuel exporters 3.1 1.9 – 13.5 – 15.1 – 16.2 – 3.2 0.7 – 5.7 11.0 – 2.1
Non-fuel exporters 6.1 6.7 8.4 5.3 1.2 8.2 11.5 5.1 7.7 8.9

Im ports
Industrial countries 6.8 8.9 – 1.6 – 2.0 – 0.6 4.7 12.6 4.6 8.4 3.5
Developing countries 7.2 2.9 7.4 7.9 – 3.9 – 2.2 2.3 – 0.3 – 2.8 1.9

Fuel exporters 15.0 – 4.7 13.4 18.6 – 1.4 – 10.0 – 5.6 – 12.3 – 20.5 – 12.0
Non-fuel exporters 4.9 6.4 5.0 3 .3 – 5.1 1.7 5.8 4.6 4.0 5.9

Unit value o f  trade 
(in SDR terms)c

Exports
Industrial countries 7.6 11.7 12.3 5.8 2.6 – 1.0 1.2 – 0.2 – 1.7 1.0
Developing countries 12.1 25.0 36.5 15.4 1.9 – 4.5 3.9 – 3.9 – 25.9 0.5

Fuel exporters 19.6 39.9 62.0 23.1 3.1 – 8.7 2.7 – 3.3 – 19.3 9.3
Non-fuel exporters 7.3 13.1 12.4 7.2 0.7 – 1.0 4.8 – 4.3 – 12.7 – 2.5

Im ports
Industrial countries 8.2 15.0 20.8 7.7 0.7 – 2.4 0.9 – 1.0 – 9.8 1.3
Developing countries 8.0 14.2 17.3 11.4 2.8 – 1.1 2.6 – 2.5 – 11.1 – 0.1

Fuel exporters 7.6 10.9 12.4 10.7 3.1 – 0.3 2.0 – 0.6 – 3.6 – 0.5
Non-fuel exporters 8.0 15.8 19.3 11.8 2.7 – 1.6 2.9 – 3.3 – 13.7 0.1

Terms o f  trade

Industrial countries – 0.5 – 2.9 – 7.1 – 1.8 1.9 1.4 0.3 0.8 9.0 – 0.3
Developing countries 3.8 9.5 16.4 3.6 – 0 .9 – 3.5 1.3 – 1.4 – 16.7 0.6

Fuel exporters 11.2 26.2 44.0 11.2 0.1 – 8.5 0.7 – 2.7 – 47.4 9.9
Non-fuel exporters – 0.7 – 2.3 – 5.8 – 4.1 – 2.0 0.6 1.8 – 1.1 1.1 – 2.5

Memorandum

World trade prices (in US 
dollar terms) for major 
com m odity groups

Manufactures 9.6 13.6 10.4 – 3.9 – 2.1 – 2.8 – 3.0 1.2 17.9 12.8
Oil 22.8 46.0 63.6 9.8 – 4.1 – 11.7 – 2.4 – 4.8 – 49.8 27.6
Non-oil primary
commodities 10.3 17.9 5.5 – 13.5 – 9.9 6.9 4.2 – 12.9 – 1.1 – 1.8

Source: IMF, World Econom ic O utlook  (Washington, D.C., O ctober 1987).

a Excluding China prior to 1978. b  Compound annual rates o f change. c For years prior to 1970, an im puted value
of $1.00 has been assigned to the special drawing rights (SDR).
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7 The U nited States trade deficit 
for the first 10 m onths o f 1987 was 
$146 billion, against $138 billion for 
the corresponding period o f 1986.



increase rapidly. In 1986, total 
international lending increased by 
70 per cent; in 1985, the rate o f 
increase was 40 per cent. These 
large increases were accounted for 
by the rapid structural changes 
taking place in the domestic and 
international financial markets and 
the large current account and fiscal 
imbalances of the major industrial 
countries.

By contrast, the flow of funds 
from the industrial to developing 
countries continued to stagnate. 
Net lending by industrial country 
banks to developing countries was 
negative as repayment exceeded 
new borrowing in 1986.8 Private 
lending is expected to recover 
somewhat in 1987-1988 but it will 
be linked to the restructuring of 
existing debts. The debt position 
of many countries has continued 
to worsen. The total developing 
country debt in 1987 was projected 
to increase by nearly $100 billion 
to an estimated $1,200 billion. In
1988 it was further expected to 
increase by $37 billion.9 For 
many Latin American and African 
countries, their indebtedness was 
seriously retarding sustained eco-
nomic growth and making the 
process o f structural adjustment 
extremely difficult.

B. IMPACT OF WORLD 
ECONOMIC DEVELOPMENTS 

ON THE DEVELOPING ESCAP 
REGION

The effects of changes in the 
external environment in the past 
two years, discussed in the preced-
ing section, have not been uniform,

the elements o f  change in that 
environment have had varying sig-
nificance, extent and sometimes 
even direction, for different coun-
tries and groups o f countries. The 
three factors that had the greatest 
impact on the region’s developing 
economies were: the continuing
depreciation of the dollar vis-à-vis 
other key currencies, the generally 
adverse trends in primary com-
modity prices and the lack o f any 
substantial improvements in the 
capital inflows to the region’s 
developing countries.

1. Trade flows

(a) General

The ESCAP region’s exports 
in 1987 were mainly helped by the 
continued fall o f the dollar in 1987 
and the appreciation o f the yen by 
about 22 per cent against it. The 
currencies of the region generally 
had a stable relationship with the 
United States dollar, which en-
hanced further the competitiveness 
o f their exports on world markets. 
In the United States market, 
exports from the region, especially 
from East and South-East Asia, 
displaced to some extent more 
expensive Japanese exports. With 
the rise in its domestic demand 
and the progressive opening of 
its market, Japan also provided an 
expanding market for exports from 
developing economies o f the region. 
Both the rise in manufactures 
exports, which largely benefited 
newly industrializing economies 
and some South-East Asian ex-
porters, as well as some improve-
ment in prices o f primary com-
modities, including oil, from the 
second quarter of 1987 onwards, 
contributed to growth in export 
values of commodity-dependent 
economies o f South and South- 
East Asia and the Pacific islands.

Exchange rate changes in the 
developing economies of Asia and 
the Pacific region have played an 
important part in their export

performance. Thus the deprecia-
tion o f the regional currencies 
against the yen and other non-
dollar key currencies helped to 
boost the East Asian newly in-
dustrializing economies’ exports 
and create large current account 
surpluses for them. As a result, 
the soaring current account 
surpluses o f  the Republic o f Korea 
(which reached $5.2 billion for the 
first seven months o f 1987 and is 
estimated at $8-9 billion for 1987) 
and Taiwan (a province of the 
People’s Republic of China) (esti-
mated at $18.2 billion for 1987) 
have increased pressure to appre-
ciate both the won and the new 
Taiwan dollar. The won appre-
ciated by about 10 per cent against 
the United States currency bet-
ween July 1986 –  October 1987. 
In November 1987 the dollar 
slipped below 800 won, its low-
est point in three and a half 
years. In November 1987, the new 
Taiwan dollar had appreciated by 
about 20 per cent compared with 
the average rate o f 1986. The 
effects of the appreciation of 
both the won and the new Taiwan 
dollar started to  be felt on the 
trade performance during the 
second half  o f 1987, particularly in 
the case o f Taiwan Province which 
experienced a stronger deceleration 
of its export growth during the 
last quarter o f the year. The gains 
in competitiveness resulting from 
the currency realignments (includ-
ing the appreciation of the won 
and the new Taiwan dollar), on 
the other hand, helped the exports 
o f South-East Asian economies. 
In addition, the Indonesian rupiah’s 
devaluation by 31 per cent in 1986 
helped accelerate the country’s, 
non-oil exports (table I .4).

(i) Exports o f  manufactures

The manufactures exporters of 
East Asia, which have shown more 
flexibility in adjusting to changes 
in world demand and have been

10

8 
The estim ated net transfer on 

long-term debt (principal repaym ents 
plus interest paym ents minus disburse-
ments) from developing countries dur-
ing 1986 was estim ated to  be around 
$28 billion. For details, see World Bank, 
World D ebt Tables: E xternal D ebt o f
Developing Countries (Washington, D.C.,
1987).

9 IMF, World Econom ic O utlook  
(W ashington, D.C., O ctober 1987).
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more successful at diversifying their 
export markets, were the main 
beneficiaries of the continuing 
appreciation o f the yen and other 
key currencies and the consequent 
increase in the competitiveness o f 
their exports. Total exports of 
goods from Hong Kong were 
estimated to rise by 27 per cent 
in real terms in 1987 compared 
with 15.2 per cent in 1986. In 
the case of the Republic of Korea, 
nominal merchandise exports 
surged by 28 per cent during the 
first half of 1987. Exports of 
goods and services of Taiwan Prov-
ince were estimated to rise by 
about 32 per cent in 1987.

The exports of manufactures 
from South-East Asian economies 
benefited by the appreciation of 
both the non-dollar key currencies 
and the regional currencies o f the 
newly industrializing economies. 
Along with firmer commodity 
prices, some South-East Asian 
economies recorded impressive 
gains. Thailand, in particular, 
experienced rapid increases in 
manufactures exports, which are 
estimated to rise by about 39 per 
cent in 1987 compared with 32.8 
per cent in 1986. These favourable 
factors also helped Singapore to 
accelerate its manufactures exports 
by an estimated 33 per cent during 
the first half o f 1987 and to attain 
the high GDP growth rate o f 6.8 
per cent in 1987 after a three- 
year long recession. The other 
economies o f South-East Asia –  
Indonesia, Malaysia and, to a 
lesser extent, the Philippines –  
also experienced large growth in 
their manufactures exports. In 
Malaysia, manufactures exports 
grew by 22.6 per cent with total 
export growth, including oil and 
primary commodities, projected 
to rise by 14.7 per cent in nominal 
terms in 1987.

The strong expansion in m anu-
factures exports in 1987 was not 
confined to East and South-East 
Asia. The more diversified econo-

mies of South Asia –  India and 
Pakistan –  also experienced large 
increases in exports. Exports from 
India, which revived in 1986, were 
estimated to grow during 1987 at 
a nominal rate of about 15 per 
cent. The impact o f the drought 
on irrigation and power supply 
is likely to have adversely affected 
the export performance o f India 
during the second half o f the year. 
The liberalization programmes un-
dertaken by the Government in the 
past appear to be having some 
lagged effect on exports. Pakistan, 
favoured by better prices for some 
of its commodities, especially 
cotton, continued to experience 
export growth at rate exceeding
10 per cent during 1987, which, 
however, was below the exception-
ally high growth of around 21 
per cent in 1986. The other 
South Asian economy, Sri Lanka, 
which was also badly affected by 
adverse climatic conditions also 
experienced a deterioration in its 
trade performance in 1987. Lastly, 
the exports of China have also 
revived strongly in 1987, rising 
for the period January to June
1987 by 24.2 per cent from a year 
earlier (figure I.2).

(ii) Primary commodity ex-
ports

While the region’s manufac-
tures exports grew rapidly in 1987, 
its primary commodity exports, 
which provide the main source of 
income and foreign exchange in the 
region’s poorer countries contin-
ued to arouse concern.10 The 
global index of non-fuel primary 
commodity prices in 1986 was 
about 30 per cent lower than in
1980. Although the index rose to 
77 per cent o f its 1980 level by 
August 1987, the average commodi-
ty prices remained well below their

10 A detailed analysis o f the region’s 
non-fuel primary com m odity exports is 
undertaken in part two of this Survey.

cyclical highs. Between 1980-1985, 
the terms-of-trade for non-fuel pri-
mary commodities declined by an 
annual average o f 0.8 per cent for 
the developing South-East Asian 
and Pacific island economies and by
1.4 per cent for the South Asian 
countries. The growth in export 
volume, however, has more than 
offset relative price declines to 
yield higher foreign exchange earn-
ings for the South-East Asian sub-
region. For the South Asian coun-
tries volume growth was insuffi-
cient to offset relative price de-
clines, and their foreign exchange 
earnings fell substantially during 
1980-1985.

There was, however, some 
improvement in commodity prices 
between December 1986 and 
August 1987, especially those of 
agricultural raw materials which 
increased by about 23.4 per cent. 
Cotton, jute, timber and rubber 
prices rose significantly during 
the first half of the year, although 
remaining far below their cyclical 
peaks. While minerals and metals 
prices also rose by about 20 per 
cent prices for food and bever-
ages, which are the main ex -
ports o f the countries of the 
ESCAP region, continued to stag-
nate. Prices for tin, an impor-
tant export item for a number 
o f South-East Asian countries, 
which had suddenly collapsed in
1985, rose very marginally. Prices 
for tropical beverages, in particular 
coffee and tea, continued to decline 
markedly. Rice prices rose by
about 13 per cent but maize and 
sugar prices continued t o stagnate. 
Prices for vegetable oil-seeds and 
oils rose only marginally but 
prices o f coconut oil and palm
oil firmed somewhat more. The 
stock market collapse o f October
1987 has created considerable
uncertainty about continued in-
creases in primary commodity
prices. Some prices, notably 
for industrial raw materials such 
as aluminium, started to drop
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after the stock market crash of 
October 1987. On the average, 
however, prices of primary com-
modities have been firmer in 1987 
than in 1986. The increase in
oil prices of about 7 to 8 per cent 
during first eight months of 1987 
benefited the oil exporters of the 
region, notably Brunei Darussalam 
and Indonesia.

(b) The subregional pattern11

(i) China and East Asia

China’s external position, 
which had weakened substantially 
in 1984 and 1985, improved 
considerably in 1987 after a series

1 1   Trade flows, capital flows and 
developments in external debt of least 
developed and Pacific island countries 
are discussed in chapter III, this Survey.

of austerity measures and efforts 
to strengthen economic manage-
ment and fiscal policies during
1986. China’s foreign trade deficit 
fell from $8.98 billion to $2.7 
billion in the first nine months of
1987, mainly owing to appreciation 
of the Japanese yen and rising oil 
prices. Exports rose by 23.9 per 
cent to $26.5 billion, while imports 
were down by 3.8 per cent to 
$29.2 billion. Much of the increase 
in exports was in light industrial 
goods, textiles and electrical ma-
chinery.

In 1986, the Government tight-
ened monetary control, adopted 
a more restrictive fiscal policy, 
and undertook revisions of key 
prices and a number of pricing 
measures, including interest and 
exchange rates. Administrative 
controls over wages and investment

and selective tightening o f  foreign 
exchange allocations and im port  
restric tions, no tab ly  on luxury  
consum er  goods were some o f  
the supp lem entary  measures in-
troduced .  Moreover, to  restore 
ex p o r t  com peti t iveness ,  the a u th o r -
ities allowed C h ina’s currency  to 
deprecia te .

In Hong Kong, the growth 
m o m e n tu m  in expo r ts ,  since the 
recovery in March 1986, was sus-
ta ined  th ro u g h o u t  the  first ha l f  o f
1987. The deprecia t ion  o f  the 
Hong Kong dollar,  in line w ith  the 
deprecia tion  o f  the  United States 
dollar under  the l inked exchange 
rate system , against m ost  m ajor  
currencies con t r ib u ted  to  this im -
proved perform ance.  Moreover, 
the  rate o f  deprecia t ion  o f  the 
Hong Kong dollar against the 
deu tsche m ark and yen during

Figure I.2. Selected developing economies in the ESCAP region. Movements in share of manufactures exports, 
1980a, 1983 and 1986b

a  Data represent 1981 for China. b  Data represent 1985 for India, Indonesia and Sri Lanka.



the 12 months ending June 1987 
was higher than that o f the cur-
rencies of its major competitors, 
the Republic of Korea, Singapore, 
and Taiwan Province, thus enhanc-
ing the external competitiveness 
o f Hong Kong’s products. In Hong 
Kong, the value of imports has 
kept up with the growth of exports. 
The strong growth in imports 
during 1986/87 was partly attri-
butable to an increase in retained 
imports, induced by a buoyant 
economy, and partly by the con-
tinued rapid growth in the re-
export trade. For 1987, the 
merchandise trade balance is ex-
pected to be in deficit amounting 
to $874 million, in view of the 
rapidly rising value o f imports. 
The strengthening of the yen 
has also made the imports o f 
capital and intermediate goods 
from Japan more expensive. The 
healthy performance o f the services 
sector, however, would offset the 
negative visible trade balance and 
bring about a surplus o f  $0.8 
billion.

In the Republic of Korea, 
where exports picked up sharply 
in 1986, increasing by more than 
14 per cent compared with 3.6 
per cent in' 1985, a growth rate 
Of 21.6 per cent was expected 
to be achieved in 1987. Imports 
rose by only 1.4 per cent in 1986, 
benefiting from the fall in oil 
prices and increased import sub-
stitution in intermediate goods. 
In 1986, the trade balance recorded 
a surplus o f $4.2 billion, a marked 
contrast to the $2.6 billion trade 
deficit in 1982. The invisible 
trade balance recorded a deficit 
of $628 million in 1986, a marked 
improvement over the previous 
year, owing to the considerable 
increases in travel account re-
ceipts, as well as to the continuous 
decline in interest rates.

During the second quarter of
1987, the Republic of Korea 
began to implement a package of 
economic measures to slash its

burgeoning trade surplus with 
the United States, which is the 
country’s biggest export market, 
along with the appreciation o f  the 
won against the United States 
dollar. Despite these measures, a 
record trade surplus of nearly 
$3 billion resulted during the 
first half of 1987. Merchandise 
exports reached $20.7 billion, while 
merchandise imports totalled $17.7 
billion. The services balance was 
also in surplus, at $649 million, 
owing to decreased interest pay-
ments and increased earnings from 
tourism and overseas construction. 
Net transfers also recorded $516 
million surplus owing to remit-
tances from abroad. This resulted 
in a current account surplus of 
$4.1 billion for the first half of 
this year, compared with $600 
million for the same period last 
year.

(ii) South-East Asia

In Indonesia, export earnings 
from oil are likely to have revived 
slightly in 1987 as the 5 per cent 
cut in oil production adopted by 
that country in 1986 was expected 
to be more than offset by the in-
crease in price. The devaluation of 
the rupiah interacting with the in-
creased demand from Europe and 
Japan were expected to boost non-
oil export earnings by 8.5 per cent. 
It was estimated that merchandise 
exports and merchandise imports 
would amount to $16.1 billion and 
$12.6 billion respectively, resulting 
in a trade surplus o f $3.5 billion, 
up from $1.4 billion in 1986. The 
current account deficit in 1987 was 
expected to decrease by 26.7 per 
cent to $3.4 billion owing partly 
to the fall in the invisible trade 
deficit.

In Malaysia, the surplus in the 
merchandise trade account was 
expected to rise from $3.3 billion 
in 1986 to $4.7 billion in 1987. 
In 1986, although export volume 
rose by 14.5 per cent, the increase

was not strong enough to offset 
the sharp decline of 18 per cent 
in export prices, mainly of pri-
mary commodities. The terms 
of trade deteriorated by another
12 per cent on top o f the decline 
of 5 per cent in 1985. In 1987, 
some recovery in terms of trade 
was expected owing to an estimated 
4 to 5 per cent rise in the average 
prices of Malaysia’s commodity 
exports. After stagnating in 1985, 
exports of manufactured products 
rose sharply by 24.5 per cent in
1986 and a further 12 per cent 
increase was expected in 1987. 
This would raise the share of 
manufactures exports to the record 
level o f 44 per cent of total exports 
in 1987, owing to the remarkable 
effort to diversify the sources 
of Malaysia’s export earnings.

In line with the slack in aggre-
gate domestic demand, imports 
were estimated to fall further in
1987, after a decline of 7.5 per 
cent in 1985 and 12 per cent in
1986. Significant declines were 
recorded in imports of crude 
petroleum and products, ma-
chinery, completely-knocked-down 
parts for passenger car assembly, 
metal products, fertilizer and rice. 
Malaysia’s improved performance 
in external trade in 1987, with, the 
stable services account deficit of 
$3.9 billion, would result in a 
surplus on the current account 
amounting to $784 million.

In the Philippines, a mer-
chandise trade deficit of $660 
million is predicted for 1987 
owing to the higher import bill 
resulting from the import lib-
eralization scheme adopted in 1986 
as well as increased consumer 
demand in the domestic market. 
In 1986, merchandise exports rose 
to $4.5 billion (6.6 per cent), 
while merchandise imports in-
creased by 2.5 per cent to $5.3 bil-
lion, leaving a trade deficit o f $0.7 
billion. The country’s traditional 
exports, consisting of coconut, 
sugar and copper concentrates,
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accounted for about two thirds 
of total export earnings. The 
decline in the value of imports 
was mainly due to reduced de-
mand for capital goods and lower 
oil prices. A lower trade deficit 
combined with a positive net 
services and transfers account 
resulted in a current account 
surplus of $0.8 billion. In 1987, 
the current account is expected 
to remain in surplus amounting 
to $410 million, which is lower 
than last year’s surplus as a result 
of the increased trade deficit.

Exports from Singapore ac-
celerated sharply in 1987 after 
declining by 1.4 per cent in 1986. 
Exports were boosted by adjust-
ment measures taken at the be-
ginning of 1986 and the apprecia-
tion of the yen and major European 
currencies against the Singapore 
dollar. The main impetus to 
growth in non-oil domestic exports 
came from strong external demand 
for disk drives, integrated 
and printed circuits, radio and 
television sets and garments. While 
oil exports continued to post 
negative growth rates, non-oil 
exports grew by 33 per cent for the 
first half of 1987. For the year 
as a whole, nominal exports are 
projected to grow at about 15 
per cent. Imports also grew in 
nominal terms, mainly because of 
the depreciation of the Singapore 
dollar against the currencies of its 
major suppliers, except the United 
States. Income from tourism was 
expected to rise substantially in
1987. Thus, the projected growth 
of real exports of goods and 
services by 9 per cent and o f real 
imports by 6 per cent was expected 
to improve the current account 
balance.

In Thailand, growth in total 
merchandise exports was expected 
to slow down to about 15 per cent 
for 1987 from 23 per cent in 
1986. The rapid expansion of 
the economy, large increases in 
urban incomes, the need to import

larger amounts of raw, semi-
processed and capital goods, 
together with the firming of oil 
prices, have led to a rapid increase 
in imports by about 33.3 per 
cent during the first nine months 
of 1987. For the first nine months 
of 1987, the balance-of-trade de-
ficit rose sharply leaving a gap of 
about 26.8 billion baht (over 
$1 billion). The current account 
balance, however, was not expected 
to deteriorate much as revenues 
from tourism increased sharply by

26 per cent for the first three 
quarters o f 1987 to an estimated
34.1 billion baht (about $1.3 bil-
lion).

(iii) South Asia

In India, performance in 
foreign trade improved consider-
ably in 1986/87. According to 
provisional figures, exports grew 
by 14 per cent in 1986/87, com-
pared with fall of 7.1 per cent in 
the previous year, while imports

Figure I.3. Selected developing economies in the ESCAP region. Average 
annual growth rate o f exports and imports, 1980-1985, 1985-1986 and 
1986-1987
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rose by 1.5 per cent compared 
with 15.1 per cent in 1985/86. 
As a result, the trade deficit fell 
from 4.1 per cent of GNP in 
1985/86 to 3.2 per cent in 
1986/87. High rates of growth 
in exports were registered for 
precious and semi-precious stones 
(37.5 per cent), leather manu-
factures (61.3 per cent) and en-
gineering goods (27.5 per cent). 
As a result of concerted efforts, 
the level o f exports o f electronics 
is likely to go up from Rs 1,510 
million in 1984/85 to Rs 2,000 
million in 1986/87. The decline 
in imports in India during 1986/87 
was primarily attributable to a 
sharp fall in the oil import bill, 
to the tune of Rs 21 billion (44 
per cent), as a result of the steep 
fall in international oil prices.

Between 1981/82 and 1985/ 
86, the invisibles account re -
corded a yearly surplus of R s  35 
billion to Rs 38 billion mainly 
owing to tourism and transfer pay-
ments which have emerged as an 
important source of foreign ex-
change receipts. In 1986/87, earn-
ings from tourism are expected to 
go up considerably in view of the 
significant increase in tourist 
arrivals in the country. Negative 
factors on the balance o f payments 
are the increase in debt-service 
payments and some slackening in 
the flow of remittances from 
Indians working abroad.

In Pakistan, in 1986/87 ex-
ports surpassed the plan target 
for the first time despite the fall 
in the world prices of rice and raw 
cotton. The merchandise exports, 
which averaged around $2.5 billion 
during the first half of the 1980s, 
increased to $3.0 billion in 1985/ 
86 and are estimated to increase 
further to $3.5 billion in 1986/87. 
Exports of manufactured goods are 
expected to increase by nearly 42 
per cent during 1986/87. Major 
gains were made in the exports 
o f cotton and synthetic textiles. 
The rapid growth o f exports

was accompanied by significant 
changes in the composition of 
exports. From July 1985 to 
March 1986, the share o f primary 
goods declined from 35 to 27 
per cent, while that of semi-
manufactures and manufactured 
goods increased from 16 and 49 
per cent to  20 and 53 per cent 
respectively. During 1986/87, 
exports proceeds are estimated to 
increase by 17.7 per cent in dollar 
terms and imports are expected 
to fall by 2.5 per cent over the 
previous year. The trade deficit is, 
therefore, likely to decline to 
$2.4 billion. Workers’ remittances 
are estimated at $2.3 billion, 
lower by 6 per cent than the 
target. As a result, the current 
account deficit is expected to 
decline from over $1.1 billion 
(3.3 per cent of GNP) in 1985/ 
86 to $0.9 billion (2.4 per cent 
of GNP) in 1986/87.

In Sri Lanka, the perform-
ance o f the external trade sector 
continued to be unfavourable in 
1986. The value of exports de-
creased by 8 per cent. However, 
imports also declined by 4.3 per 
cent, resulting in a contraction in 
the trade deficit by about 3 per 
cent as compared with the deficit 
in 1985. In common with other 
primary producing exporters, Sri 
Lanka suffered a heavy drop in 
the earnings from agricultural ex-
ports as a result o f the fall in 
agricultural commodity prices. 
Industrial exports earned 11 per 
cent more in terms of rupees in 
1986, but in terms of special 
drawing rights the earnings were 
lower by 7 per cent. The current 
account balance o f  Sri Lanka re-
mained under pressure in 1986. 
The gross foreign exchange earnings 
from tourism in 1986 at Rs 2,000 
million (SDR 61 million) were the 
lowest since 1980. When compared 
with the peak level o f earnings 
of SDR 133 million in 1982, the 
earnings in 1986 showed a de-
crease o f  54 per cent.

2. Capital flows

The marked decline in total 
net resource flows to developing 
countries throughout 1982-1985 
continued in 1986, when measured 
at constant 1985 prices and ex-
change rates, with a decline in 
volume of some 15 per cent in
1986 from the 1985 level. This 
fundamental underlying downward 
trend during 1982-1986 was 
dominated by sharp cuts in export 
credits and private flows. Dis-
bursements of official development 
finance from all sources, including 
both concessional aid and non-
concessional development loans, 
also fell by about 4 per cent in 
volume terms. At the same time, 
disbursements to developing coun-
tries by multilateral agencies ap-
pear to have fallen in volume terms 
in 1986, despite the increase in 
fast-disbursing adjustment lending 
by the World Bank. For the 
capital-importing developing coun-
tries together, the net transfer of 
financial resources resulting from 
net capital flows minus inter-
national payments o f interest and 
profit was negative in 1986 for the 
third consecutive year, primarily on 
account of private credit flows.12 
Negative transfers from developing 
countries amounted to  $50 billion 
in 1985 and 1986 and are expected 
to continue for the next few years.

A welcome development for 
Asia, however, has been the in-
crease in its share o f private capital 
flows to developing countries in 
1985-1986 to 55 per cent, com-
pared with 19 per cent in 1981. 
Asia has replaced the western 
hemisphere (20 per cent in 1985-
1986, compared with 70 per cent 
in 1981) as the main recipient.13

12 U nited Nations, World Econom ic  
Survey 1987  (U nited N ations publica-
tion , Sales No. E .87.II.C .1), p. 72.

13 OECD, Financing and External
D eb t o f  D eveloping Countries, 1986
Survey  (Paris, May 1987), p. 27.
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The current dominance o f Asia 
covers bank lending, bonds and 
foreign direct investment. Total 
flows to Asia increased from 
$29 billion in 1984 to $31 billion 
in 1985 and $33 billion in 1986, 
and the increase was due to both 
official and private flows. Nominal 
gains in official development assist-
ance (ODA) in 1985-1986 are 
considerably lower if amounts are 
adjusted for constant prices and 
exchange rates. Within Asia, the 
share of China and India together 
in ODA receipts remained modest 
(22 per cent during 1984-1986) 
but was much higher in private 
flows (48 per cent).

(a) Bank lending

Net international bank lending 
grew by $160 billion in 1986, 
some 50 per cent more than in
1985 and a figure comparable to 
the historical high recorded in 
1980-1981. However, the bulk of 
the expansion ($142 billion) was 
accounted for by new lending to 
countries within the Bank for 
International Settlements reporting 
area. Private bank lending to 
developing countries fell in 1986 
to one half of its level in 1985. 
For the great majority o f develop-
ing countries, the continued low 
level o f bank lending is a reflection 
largely o f  the interaction between 
the large overhang of debt and the 
persistent worsening of the terms 
o f trade. Moreover, the near 
totality o f international bank 
lending to developing countries in
1986 and early 1987 consisted 
o f lending to a few creditworthy 
Asian countries. In 1986, Asian 
countries received some $2.7 
billion o f new lending and in-
creased their deposits by $11.7 
billion. The reasons for their 
reduced loan demand in 1986 
were several and varied.

While China sharply curtailed 
its borrowing from foreign banks 
in 1986, following a large uptake 
of loans in 1985, its net creditor

position declined by $1.5 billion 
to an outstanding level of only $0.5 
billion by the end of 1986. The 
Republic o f Korea’s large current 
account surpluses have induced it 
to repay loans with the aim of 
reducing its outstanding debt over 
the next five years. Debt repay-
ments by the Republic o f Korea 
led to a $2.3 billion fall on out-
standing claims on the country, 
which more than offset a $1.7 
billion contraction in deposits. 
For similar reasons, Taiwan Pro-
vince developed a net creditor 
position o f over $29 billion by 
the end o f 1986.14 Several credit-
worthy countries in Asia, such as 
Malaysia and Thailand, cut net bor-
rowing from international banks.

During the decade ending in
1981, net export credits to develop-
ing countries had become an 
important source o f financing, 
reaching $18 billion in 1981. 
These credits fell, on a net basis, 
throughout 1982-1986, down to 
an estimated $2 billion in 1986, 
which represents an even sharper 
decline than for bank lending. 
The reasons for this weakness 
include debt crises and loss of 
creditworthiness, cuts in imports 
and increased recourse to financial 
markets. In some cases the de-
velopment of barter trade reduced 
the demand for export credits. 
The fall in commodity prices also 
played a role, e.g., in leading to 
cuts in new mining projects.15

New gross external bond of-
ferings rose by 35 per cent in 1986, 
reaching $226.4 billion. The 
concentration of external bond 
offerings in favour o f borrowers 
from the OECD area remained 
extremely high, as indicated by a 
share of nearly 94 per cent in 1986. 
In a major turnaround, develop-

14 OECD, Financial M arket Trends 
(Paris, May 1987), pp. 46-47.

15 OECD, Financing and External 
D ebt o f  Developing Countries, 1986  
Survey  (Paris, May 1987), p. 20-21.

ing country borrowing on external 
bond markets fell significantly in
1986 to $4.4 billion from $7.9 
billion in 1985. As a result, the 
share o f the developing countries 
in total bond issues more than 
halved, from 4.7 per cent in 1985 
to 1.9 per cent in 1986, the 
lowest figure in the present decade. 
Among developing countries, those 
from the ESCAP region were the 
predominant borrowers on external 
bond markets. The aggregate 
volume of borrowing on external 
bond markets by countries o f the 
ESCAP region amounted to $6.9 
billion in 1985 and $3.2 billion in
1986. As far as individual coun-
tries and areas are concerned, in
1986, only China, Hong Kong 
and the Republic of Korea were 
in a position to raise significant 
amounts in floating bond issues.16 
At $600 million, aggregate bor-
rowing on external bond markets 
by developing countries was very 
modest in the first quarter of
1987, confirming the slowdown 
that had become apparent in the 
final quarter of 1986.17

(b) Direct foreign investment

There has been a renewed 
and growing interest in foreign 
direct investment, both as a possi-
ble substitute for international 
bank lending, and as a comple-
ment to the ODA, whose future 
growth prospects continue to be 
dim. At present, the contribu-
tion of foreign direct investment to 
total external resource inflows is 
moderate when considered for the 
developing ESCAP region as a 
whole, amounting to about 14 
per cent of the total.18 The

17

16 OECD, Financial M arket Trends 
(Paris, May 1987), pp. 96.

17 Ibid., p. 63.
18 ESCAP/UNCTC Joint Unit on 

Transnational Corporations, Trans-
national Corporations and External 
Financial Flows o f  Developing Econo-
mies in Asia and the Pacific (Bangkok, 
1986), p. 28.



economies o f  East and South- 
East Asia receive the lion’s share 
o f foreign investment flows to the 
region. The disparity in the shares 
of different economies within the 
East and South-East Asian region 
is also worth noting. Hong Kong, 
Malaysia, the Republic of Korea, 
Singapore and Thailand have 
attracted a great deal of for-
eign investment compared with 
Indonesia and the Philippines. 
Resources mobilized through for-
eign investment have been ex-
tremely low in all of the South 
Asian countries. In some South 
Asian countries, o ther private 
sector flows, particularly export 
credits, have been more impor-
tant than foreign investment in 
external finance received (table 
I.5).

3. Developments in external debt

The decline in net resource 
flows contributed to the dece-
leration in the underlying growth in 
the external debt o f developing 
countries as a group during 1985-
1986. The fall in the value o f the 
dollar vis-à-vis other key currencies, 
however, had the effect o f boosting 
the dollar value o f  non-dollar 
debt stocks. Thus, total external 
debt of developing countries in-
creased by $83 billion in 1985, 
only $32 billion of that amount 
was due to increased new borrow-
ing and the rest represented the 
“exchange rate effect” . This 
valuation effect was even more 
overwhelming in 1986 during which 
changes in the value o f the United 
States dollar accounted for more 
than three fourths of the $95 
billion total estimated increase 
in the debt of developing countries.

In recent years, growth in 
external debt has accelerated in 
several developing countries of 
the ESCAP region. This is partly 
due to the fact that these coun-
tries were less affected by debt-

servicing difficulties and so they 
were in a better position to  borrow 
from the international capital 
markets that were looking for new 
borrowers. In contrast to the 
rapid increase in external debt, 
exports and GNP in United States 
dollar terms grew much more slow-
ly, thereby aggravating the debt- 
servicing situation in some ESCAP 
countries.

According to OECD data,19 
the external debt o f 15 ESCAP 
developing countries and areas –  
Bangladesh, Burma, China, Hong 
Kong, India, Indonesia, Malaysia, 
Nepal, Pakistan, the Philippines, 
the Republic o f Korea, Singapore, 
Sri Lanka, Thailand and Taiwan 
Province –  increased by 15.3 
per cent in 1985, against 9.8 per 
cent in 1984 and 11.7 per cent 
in 1983. These countries and 
areas experienced much faster 
growth in their external debt 
relative to all developing countries. 
Their external debt situation, as-
sessed by various external debt 
indicators, worsened in 1985. 
Both the external debt outstanding 
and debt-service payment increased 
significantly. According to OECD 
data, the debt outstanding to  GNP 
ratio increased from 26 per cent 
in 1984 to 31 per cent in 1985. 
The ratio o f debt outstanding to ex-
ports jum ped from 124 to 149 per 
cent during the same period. Ac-
cording to World Bank data, the 
debt-service ratio increased from
1 1  to  16 per cent and the interest- 
service ratio increased from 8 to 
9 per cent. However, it should be 
noted that these ratios are still 
lower than the averages o f all 
developing countries, implying that 
the debt situation in the ESCAP

19 The OECD coverage o f external 
deb t is broader and therefore data 
are higher than World Bank data. See 
Jungsoo Lee and I.P. David, “ A survey 
o f the external d eb t situation in Asian 
developing countries, 1985” , Statistical 
R eport, Series No. 9 (Manila, Asian 
D evelopm ent Bank, A pril 1987).

region is relatively better than in 
other regions.20

The Republic o f Korea was the 
largest debtor in the ESCAP region, 
its debt outstanding being $57.5 
billion at the end o f 1985. Its huge 
debt, however, does not invoke 
serious concern since its exports 
have been increasing rapidly in 
recent years.

Indonesia was the second largest 
debtor among the developing coun-
tries o f the ESCAP region, its debt 
reaching $37.1 billion at the end of
1985. Its 1985 debt-service pay-
ments increased by $0.76 billion, 
while export earnings decreased 
owing mainly to the lower oil 
prices, thus pushing up the debt- 
service ratio to  20 per cent.

The external debt of the 
Philippines reached $28 billion 
at the end o f 1985. The ratio of 
debt outstanding to GNP at 88 
per cent and that o f  debt outstand-
ing to exports at 361 per cent in
1985 were quite high. The debt- 
service ratio rose from 13.9 per 
cent in 1984 to 15.8 per cent in
1985, in spite o f the fact that 
close to $1 billion bilateral official 
loans by the Paris Club were 
rescheduled in 1984.21 Over 
$5.8 billion of commercial debts 
were also rescheduled in 1985. 
Nevertheless, the country’s debt 
situation continued to cause anxiety 
owing to  depressed export earnings. 
The external debt o f the Philippines 
was estimated to  rise to  $29 billion 
by the end o f  1987, owing mainly 
to the decline o f the United States

20 Ibid., pp. 10-12.
21 The Paris Club is the name 

given to an ad hoc  G roup o f Creditor 
G overnm ents –  all o f them  industrial-
ized countries –  which m eets in Paris 
a t m eetings organized and chaired by 
the  French Treasury. The club ori-
ginated in 1956 when A rgentina re-
quested th a t bilateral negotiations be 
replaced w ith m ultilateral meetings of 
its creditors. Since then  it has become 
the m ajor forum  for rescheduling official 
debt.
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dollar against the deutsche mark 
and the yen in which a consider-
able portion of the country’s for-
eign debt is denominated. Interest 
payments alone have been sapping 
almost half o f total export revenue. 
In an effort to trim the debt

burden, the Government adopted 
a debt-to-equity conversion scheme 
allowing foreign traders to sell 
Philippine foreign currency obliga-
tions at a slight loss to investors. 
These obligations, called Philippine 
investment notes, which are con-

vertible into equity in firms taken 
over by government banks, are also 
designed to channel foreign invest-
ment into the country (see box 
I.3). The debt-service burden is 
expected to ease off slightly in
1987 with the debt-rescheduling

Box I.3. The role of debt-equity swaps in the solution of 
the debt problem

In recent years, a num ber of 
deb tor developing countries in Latin 
America, notably  Argentina, Brazil, 
Chile and Mexico, have adopted  mecha-
nisms for converting deb t in to  equity. 
In the ESCAP region, the Philippines 
has adopted such measures. Although 
similar in objectives, the debt-equity 
swap programmes o f various coun-
tries differ as to  the types o f deb t 
used, the effective exchange rate for 
the swap, the equity investm ents al-
lowed, and the restrictions placed on 
profit rem ittances and capital re-
patriations.

The basic m odality o f a debt- 
equity  swap is for a corporation or 
individual to  purchase deb t in the 
secondary m arket a t a discount, re-
deem that paper w ith the debtor 
country  for local currency and use 
the currency to  make an investm ent 
in a local operation. Since the paper 
is purchased at a discount bu t is con-
verted in to  local currency for its full 
value a t the m arket foreign exchange 
rate (although a portion  of the local 
currency proceeds o f the operation 
is usually retained by the Governm ent 
for its own account), the buyer of 
the paper is effectively getting a sub-
sidy to  make the investm ent. T hat 
subsidy comes no t from the debtor 
country  itself, which is able to  retire 
its deb t a t its full foreign currency 
face value, bu t from  the original credi-
tor, who has disposed o f the asset at 
a loss. However, the deb tor country  
does give some incentives for invest-
m ent by the purchaser o f the debt.

U nder the Philippine scheme, 
preferred investm ents are granted su-
perior treatm en t w ith respect to  both  
the disco u n t from  face value at which 
debts are converted to  local currency 
and the restrictions placed on profit 
rem ittances and capital repatriation. 
While in  m ost countries the p ro-
grammes are restricted to  foreign

individuals and corporations, the 
Philippine programm e also allows do-
mestic residents to  participate in debt 
conversions. Under the debt con-
version scheme in the Philippines, 
American Express (United States of 
America) exchanged $10 million in the 
Philippine public sector loans for 40 
per cent interest in the International 
Corporate Bank o f Manila.

Although debt-equity  swaps can 
make some contribu tion  to  reducing 
external deb t levels and to  increasing 
the flows o f foreign direct investm ent, 
their beneficial econom ic im pact and 
their fu ture  po ten tia l are o ften  
overestim ated. On balance, deb t 
conversions will be beneficial to  a 
deb tor country  only if  they  result in 
a net inflow  o f  capital. The balance-of- 
paym ents effect o f  swaps depends on 
a num ber o f  factors. On current 
account, fixed in terest paym ents are 
replaced by variable p ro fit outflow s. 
W hether p ro fit rem ittances are smaller 
or larger than  savings on in terest will 
depend on the p rofitability  o f the 
investm ent and the share o f p ro fit th a t 
is reinvested. I t is w orth  no ting  th a t 
during 1970-1983 in the Philippines, 
aggregate inflow  o f  foreign d irect in-
vestm ent am ounted to  $1,144 million, 
whereas outflow  o f foreign direct in-
vestm ent incom e was $1,641 million, 
or about 40  per cent higher.a F u rther-
m ore, in ternational banks m ay be less 
willing to  ex tend  new credits to  coun-
tries th a t have been purchasing existing 
debt a t a discount.

The im pact o f debt-equity  swaps 
on reducing the level o f external deb t 
has been generally very small in m ost

a ESCAP/UNCTC Jo in t U nit on 
Transnational Corporations, Transna-
tional Corporations and E xternal Fi-
nancial Flows o f  D eveloping E cono-
mies in Asia and the Pacific (United 
Nations, 1986), p. 35.

countries, including the Philippines. 
Up to  Septem ber 1986, the value 
o f developing country  deb t retired 
through such means is estim ated to 
have been around $3 billion. This 
is less than  1 per cen t o f the to ta l value 
o f the stock o f  the developing country 
debt. Moreover, m arket prices o f de-
veloping country  deb t have been fall-
ing, particularly since January 1987. 
Secondary m arket prices o f the inter-
national deb t o f the Philippines fell 
from  the range of 72-76 per cen t o f 
face value in  January 1987 to  65-67 
per cent in August 1987 and 57-60 per 
cent in O ctober 1987.b Even if debt- 
equ ity  conversions or swaps were to 
increase m arkedly they would be un-
likely to  be o f sufficient magnitude 
to  reduce the volum e o f  outstanding 
debt very significantly. The secondary 
m arket can be nurtured  by improving 
the inform ational efficiency and by 
creating new  financial instrum ents that 
enhance is liquidity. This process is 
under way and as a result the  secon-
dary m arket can be expected to  make 
some contribution  tow ards resolving 
the in ternationl deb t problem , mainly 
through resuming financial flows to 
developing deb to r countries. B ut it 
cannot reasonably be expected to 
resolve the whole problem . O n the 
contrary, there is some danger tha t 
it  may breed com placency among 
leading creditor G overnments and in-
ternational institu tions abou t the debt 
problem  and over-emphasis o f th e  role 
o f  a m arket solution w ithou t un-
dertaking o ther broader initiatives to  
solve the deb t problem .
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b Ja im e  de Piniés and George 
A nayiotos, The Secondary M arket 
and the International D ebt Problem, 
D epartm ent o f  In ternational Economic 
and Social Affairs, Working Paper No. 
7 (U nited Nations, Novem ber 1987), 
pp. 15-16.



package covering loans of $13.2 
billion being worked out in March
1987. The debt is payable over 17 
years from 1987 with a grace 
period of seven and a half years 
and interest rate of 0.875 over 
LIBOR (London Interbank Offered 
Rate).

Until recently, Malaysia’s ex-
ternal debt situation was relatively 
comfortable compared with other

highly indebted countries in the 
region. However, its debt-service 
ratio increased from 7.8 per cent 
in 1984 to 22.3 per cent in 1985 
(see table I.6). This sudden in-
crease was partly caused by the 
decline in its exports o f goods and 
services and partly by the increase 
in its debt-service payments. The 
debt-service ratio was projected to 
decline to less than 20 per cent

in 1986, but it would still be 
much higher than the level in 1984.

China’s debt has increased 
rapidly in recent years, by 35 
per cent in 1984 and 49 per cent 
in 1985. However, its $19.5 billion 
debt at the end of 1985 was only 
65 per cent of its exports and 7 
per cent of its GNP. While inter-
national banks are the major 
sources of the country’s debt, it

Table I.6. Selected developing countries in the ESCAP region. Debt-service payments, 1982-1987
(Millions o f  US dollars)

1982 1983 1984 1985 1986a 1987a

India A 1 137.3 1 282.1 1 464.2 1 885.1 3 636.3 3 712.0
B 470.3 567.1 680.2 800.8 1 262.2 1 304.6
C 667.0 715.0 784.0 1 084.3 2 374.1 2 407.4
D 8.9 9.5 10.7 13.3 . . . . . .

Indonesia A 2 246.3 2 548.2 3 251.0 4 015.1 4 930.6 5 407.8
B 1 144.7 1 255.1 1 623.6 1 655.2 2 142.1 2 218.6
C 1 101.6 1 293.1 1 627.4 2 360.0 2 788.6 3 189.2
D 10.6 12.8 14.7 20.1 . . . . . .

Malaysia A 793.5 954.1 1 479.6 3 969.3 2 859.9 3 019.8
B 536.6 668.5 966.5 1 129.9 1 499.0 1 433.5
C 256.9 285.6 513.1 2 839.4 1 360.9 1 586.3
D 5.5 5.9 7.8 22.3 . . . . . .

Pakistan A 575.8 1 066.0 937.4 1 071.7 1 070.1 1 163.5
B 251.5 307.8 317.5 305.3 352.2 351.6
C 324.3 758.2 619.9 766.4 718.0 8 11.9
D 17.6 28.0 27.1 29.5 . . . . . .

Philippines A 1 091.2 1 298.4 1 115.3 1 257.0 2 980.2 3 296.5
B 547.9 656.7 780.3 831.1 1 314.8 1 302.1
C 543.3 641.7 335.0 425.9 1 665.4 1 994.3
D 13.6 16.0 13.9 15.8 . . . . . .

Republic o f Korea A 3 844.5 4 147.3 4 671.3 5 030.1 7 317.8 7 548.7
B 1 947.4 1 889.7 2 068.6 2 151.0 2 800.6 2 655.0
C 1 897.1 2 257.6 2 602.7 2 879.1 4 517.2 4 893.8
D 13.6 13.6 13.9 15.2 . . . . . .

Sri Lanka A 142.3 167.0 201.7 226.3 288.1 324.6
B 69.0 92.2 102.7 107.8 102.6 99.2
C 73.4 74.8 99.0 118.5 185.5 225.4
D 10.6 11.9 11.2 13.9 . . . . . .

Thailand A 784.6 939.1 1 251.2 1 499.1 2 609.8 2 278.7
B 476.5 521.5 562.3 602.8 1 023.9 949.5
C 308.1 417.5 688.8 896.3 1 585.9 1 329.2
D 8.3 10.2 12.0 14.7 . . . . . .

Source: World Bank, World D ebt Tables: External D ebt o f  Developing Countries, 1986-87 edition (Washington, D.C., 1987).

N otes: A Total debt-service payments.
B Interest.
C Repaym ent o f principal.
D Debt-service ratio.

a 1986, 1987 figures are projections.
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reduced its commercial bank debts 
by $1.7 billion in the first half o f 
1986.22

While Thailand has the lowest 
level o f external debt among the 
South-East Asian debtor countries 
its debt-service ratio has consist-
ently increased during 1982-1985, 
reaching 14.7 per cent in 1985. The 
external debt situation is likely 
to have improved in 1986 as 
Thailand recorded an external 
current account surplus owing to 
the lower oil prices and increased 
exports.

India’s external debt increased 
gradually during 1981-1984, bu t 
accelerated by 20.7 per cent 
in 1985. Although its debt ou t-
standing was only 20 per cent of 
GNP, it was over 2.5 times its 
exports and the debt-service ratio 
was 13.3 per cent in 1985. The 
adverse impact o f commercial 
borrowings on the overall debt- 
service ratio can be seen from 
the fact that the debt-service 
ratio for the external assistance 
remained between 6 and 7 per cent

22 Bank for In ternational Settle-
ments, The M aturity D istribution o f  
International Bank Lending  (Basle, 
Switzerland, 1986).

during the period 1982-1983 to 
1985-1986, while the overall debt- 
service ratio for commercial bor-
rowings and external assistance 
put together increased consider-
ably. The debt-service burden is 
expected to  increase even further 
in the coming years. Repayments 
o f instalments to  the International 
Monetary Fund (IMF) which have 
started in 1985-1986 with SDR 
250 million, will increase pro-
gressively to SDR 909 million by 
1988-1989.

The debt situation in Pakistan 
has worsened in recent years. 
The debt-service ratio reached 29.5 
per cent in 1985, from 27.1 per 
cent in 1984, and debt outstand-
ing reached 3.9 times its exports.

The external debt situation o f 
Sri Lanka deteriorated in 1985 
owing mainly to  the decline in 
export earnings. Its debt ou t-
standing increased from 191 per 
cent o f exports in 1984 to 241 
per cent in 1985.

Debt pressures intensified in
1986 as world growth slowed and 
commodity prices fell further. 
The decline in oil prices markedly 
affected oil-exporting debtor coun-
tries. The fall in export prices 
has been so sharp that ratios of

total outstanding debt to exports
–  the most widely used measure 
o f the degree of indebtedness –  
have risen despite sizeable increases 
in export volumes; their average 
level in 1986 was more than 70 
per cent higher than in 1981 for a 
group o f highly indebted coun-
tries, and more than 90 per cent 
higher for low-income countries. 
Ratios of debt service to exports 
have changed little and declines in 
nominal interest rates have not 
been accompanied by correspond-
ing movements o f real interest 
rates. In 1987, new actions and 
initiatives have emerged, both  pub-
lic and private, aimed at introduc-
ing more leeway into the treatment 
o f debt problems, reflecting the 
more sober assessment which is 
now widely shared regarding the 
immediate prospects for growing 
out o f debt problems. The inter-
ruption o f  debt servicing by a num-
ber o f countries (notably Brazil 
and Côte d’Ivoire), together with 
the steps taken by some United 
States and other banks in the late 
spring o f 1987 to set aside major 
new reserves against developing 
country loans, is a manifestation 
o f  the increased pressures and 
uncertainties.
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II. MACRO-ECONOMIC PERFORMANCE OF 
THE DEVELOPING ESCAP ECONOMIES

A. OVERVIEW

The developing countries of 
the Asian and Pacific region con-
tinued to achieve satisfactory 
growth in 1987 despite growing 
uncertainties in the global economy 
and the costly effects o f unfavour-
able weather in many countries. 
Performance varied widely, how-
ever, and the region’s robust 
aggregate growth stemmed mainly 
from the much stronger perfor-
mance of East Asia’s newly indus-
trializing economies and China, 
which pulled up the lower average 
growth elsewhere in the region. 
Thus, despite slower growth in 
some countries, the real GDP 
growth rate o f the overall ESCAP 
developing region was expected, 
from available data, to have risen 
from 4.2 per cent in 1986 to 6 
per cent in 1987. The region’s 
growth prospects for 1988 are 
likely to be adversely affected by 
recessionary trends in the world 
economy, reducing average growth 
to 5.6 per cent.

Notwithstanding the increasing 
uncertainties in the global econo-
my, the developing countries o f the 
ESCAP region pursued their ef-
forts to adjust their economies to 
the changing international environ-
ment and to achieve continuing 
growth with varying degrees of 
success. The region’s East Asian 
newly industrializing economies, 
which had regained double-digit 
growth rates in 1986 as their ex-
port competitiveness improved with 
the rise o f the yen, strengthened

their performance further in 1987 
and achieved a remarkable average 
of 11.7 per cent growth, with 
Hong Kong and the Republic of 
Korea expanding more than 12 
per cent.

The performance of the South- 
East Asian economies, which in
1985 and 1986 had dropped to 
its lowest average during the 
1980s, owing largely to primary 
commodity-related problems, re-
covered considerably in 1987. 
Their overall performance was 
notably lifted by the growth re-
sumption in the Philippines and 
Singapore, whose expansion rates 
of 4.9 and 8.0 per cent, respec-
tively, in 1987 were their highest 
in more than five years. The in-
creasingly robust performance of 
the Thai economy, which grew 
by nearly 6 per cent in 1987, 
was second only to that of Singa-
pore which was recovering from 
a prolonged recession.

The region’s largest develop-
ing economy, China, recovered to 
a near double-digit growth rate in
1987. It had decelerated its growth 
pace through fiscal measures in
1986 in response to problems of 
overheating and inflationary pres-
sures experienced during 1984-
1986, when measures for opening 
up the economy had unleashed 
pent-up aggregate demand. The 
corrective measures introduced in 
the latter half of 1986 were gra-
dually relaxed in 1987, and the 
economy regained its momentum 
with 9.5 per cent growth, com-
pared with 7.8 per cent in 1986.

A major set-back to the re-
gion’s growth performance in 1987 
was caused by unfavourable weath-
er conditions, which affected vir-
tually the entire ESCAP region, 
but particularly South and South- 
East Asia. In several countries of 
the region, including Burma, China, 
Indonesia, the Lao People’s De-
mocratic Republic and the Phi-
lippines, the effect of unfavourable 
weather might not be fully re-
flected in the aggregate growth of
1987 figures. The impact has, how-
ever, been felt very unevenly across 
countries mainly because agricul-
tural production in some coun-
tries had become more “weather 
p ro o f", owing to increased irriga-
tion and improved cropping cycles. 
Although the full effect of the 
adverse climatic conditions of 1987 
is not yet fully assessed, some 
countries whose economic pros-
pects appeared reasonably optimis-
tic at the start of the year have 
experienced a dramatic fall in their 
growth performance in 1987.

The performance o f the major 
South Asian economies was ad-
versely affected by both drought 
(northern India, Pakistan and Sri 
Lanka) and floods (Bangladesh and 
eastern India). India’s GDP growth, 
which has shown a strong upward 
trend in recent years, slowed to
2.4 per cent in 1987 and was only 
half of that in 1986. This was 
the major contributor to South 
Asia’s growth deceleration from
5.1 to 3.2 per cent. Drought had 
a delayed effect on Pakistan and 
its GDP growth rate, the high-
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est in South Asia, improved slight-
ly to 7.7 per cent in 1987, while 
Bangladesh managed to maintain 
the growth rate of about 4.5 per 
cent achieved in 1986. Sri Lanka 
and Nepal were also hard hit by 
drought, and their GDP growth 
rates in 1987, at 2.5 and 2.3 per 
cent respectively, were considerably 
lower than in 1986.

The growth performance o f the 
least developed and Pacific island 
economies weakened perceptibly in
1987 and is the major cause of 
concern in the growth picture of 
the developing Asian and Pacific 
region.1 With the inclusion of 
Burma, accorded least developed 
status by the General Assembly in
1987, the number of such dis-
advantaged countries in this region 
has risen to 11. In 1987 the per-
formance of three major ones, 
Bangladesh, Burma and Nepal, 
were affected by adverse weather 
and low commodity prices, though 
Burma’s growth recovered from 3.7 
per cent in 1986 to 5.0 per cent 
in 1987.

Disparities in the growth per-
formance of various Asian and 
Pacific subregions and country 
groups (see box I .4) stemmed 
largely from two factors. The first 
was how well the countries were 
placed to take advantage of the 
changed international economic en-
vironment. The East Asian newly 
industrializing economies, with a 
strong industrial base and able to 
compete with the manufactures of 
Japan and other developed coun-
tries whose currencies had appre-
ciated considerably vis-à-vis the 
dollar, benefited a great deal from 
the dollar’s continuing fall, in 
spite o f some pressure to  appreciate 
their own currencies. China and 
some South-East Asian countries, 
especially Singapore and Thailand, 
also benefited considerably from

1 For a detailed discussion o f  the 
perform ance of these economies, see 
C hapter III, this Survey.

these changes. The second group 
o f countries growing more rapidly 
in 1987 were those that had already 
undertaken strong measures to 
restructure their economies. These 
included the Philippines, Singapore, 
and to  an extent, China.

The prospects for the region’s 
growth in 1988 were generally 
subdued as towards the end of
1987 the international economic 
environment became much more 
uncertain. World trade and o u t-
put growth entered a period o f 
heightened uncertainty after the 
October 1987 stock market col-
lapse. Econometric forecasts es-
timate world GNP growth rate 
to be 1-1.5 percentage points 
lower compared with earlier fore-
casts for 1988. For developing 
countries o f the ESCAP region 
this would imply a sizeable slow-
down in export growth, which 
fuelled expansion in the major 
East and South-East Asian econo-
mies. Fortunately, however, there 
has been no clear evidence so far 
of a large negative impact o f  the 
stock market crash on the perfor-
mance o f the United States of 
America and other developed econ-
omies Nevertheless the earlier 
optimism concerning the region’s 
growth outlook does not seem 
valid and regional growth is ex-
pected to slow down substantially 
in 1988.

Although the direct impact o f 
the stock market crash will be 
marginal for a number of coun-
tries of the region, as domestic 
stock markets did not fall so sharp-
ly,2 its effects are likely to be felt 
largely through a slowing down in 
world output and trade. This 
could result in a reduction in the 
GNP growth rate forecasts of the 
region made by the Link model 
before the stock market crash o f 
October 1987 by 0.8-1.0 per cent 
in 1988.3 The economies o f the 
region likely to  be particularly af-
fected by the world trade slow-
down would be mainly the East

Asian newly industrializing econo-
mies, especially Hong Kong, but 
also South-East Asian economies 
such as Malaysia, Singapore and 
Thailand. Finally, the optimism 
about a sustained general rise in 
primary commodities prices also 
received a set-back from the stock 
market crash. A sustained marked 
increase in primary commodity 
prices now appears unlikely in
1988. This will obviously hurt 
the growth prospects o f the com-
modity exporters o f the region.

All the above uncertainties 
make growth projections for 1988 
very tentative and hazardous. As-
suming that the recessionary im-
pact o f the above factors is not 
excessive, growth for the ESCAP 
region in 1988 is estimated at about
5.6 per cent in 1988. The slow-
down in growth is expected to  be 
particularly marked in East Asia, 
which is projected to  grow by 7.4 
per cent in 1988. A slight de-
cline in growth is projected in 
South-East Asia as growth in the 
economies of Singapore and Thai-
land is foreseen to decelerate. 
Finally, if  normal weather con-
ditions prevail next year, the eco-

2 
This is the case in South  Asia 

and also in the Republic o f Korea and 
Taiwan (a province o f the People’s Re-
public o f China). However, in econo-
mies such as Hong Kong, Singapore 
and Thailand, the decline in the d o -
m estic stock m arket m ight be felt. 
From  historical experience, real private 
consum ption expenditures declined, for 
instance, by 1.9 per cen t in 1974, fol-
lowing the 1973 stock m arket fall in 
Hong Kong. Real investm ent declined 
by 1.5 per cent. In  Singapore, the 
GDP grow th rate m ight lose about 
0.5 per cen t owing to  the wealth ef-
fect.

3 Most o f the forecasts made for
1988 are on the basis o f  an econom etric 
m odel for the world econom y, under 
Project LINK which the N obel Laureate 
Professor Lawrence R. Klein has con-
structed  w ith the collaboration o f  the 
U nited Nations. ESCAP is responsible 
for making projections for the Asian 
and Pacific region under Project LINK.
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Box I.4. Disparities in growth performance
The overall GDP grow th rate 

o f  developing ESCAP region which 
reached 6 per cent in 1987 hides 
substantial disparities in economic 
perform ance in the region. If the 
three newly industrializing economies 
and China were excluded, the region’s 
GDP growth rate would be a little 
over 3 per cent and the per capita 
GDP grow th rate would be nearly 
1.5 per cent. GDP growth in South- 
East Asian and South Asian coun-
tries was estim ated at 4.3 and 3.2 
per cent, respectively, with per capita 
GDP growth o f 2.4 and 1.3 per cent, 
respectively.

A m ore disaggregated analysis 
carried ou t on a per capita income 
grow th basis, which m ore accurately 
reflects changes in welfare, shows 
how  varied the growth picture is in 
the ESCAP region. In a sample of
17 countries, in 1987 per capita in-
come declined in three countries 
and grew by less than  2 per cent in 
five countries. Thus, about half the 
countries considered had per capita 
grow th rates far to o . low for much 
hope of significantly im proved living 
standards w ithin a generation. For 
assessing growth trends, it is more 
appropriate to  look a t average growth 
rates over time. Thus, during 1985- 
1987, the average per capita growth 
rate o f  the developing countries o f the 
ESCAP region was 3.3 per cent, com-
pared w ith 4 per cent in 1987. While 
the num ber o f countries with negative 
per capita grow th rates remained 
unchanged, the num ber o f  countries 
w ith per capita growth rates below 5 
per cent was higher in 1985-1987 on 
average than during 1987 (see table).

It is interesting to note that 
all the South-East Asian countries 
listed in the table, except Thailand, 
had an average annual per capita 
growth rate o f below 2 per cent during
1985-1987, while three major South 
Asian economies, India, Pakistan and 
Sri Lanka, had an average per capita 
growth rate above 2 per cent. The 
two m ajor South Asian least developed 
countries, Bangladesh and Nepal, how-
ever, had per capita incom e grow th sig-
nificantly lower than 2 per cent. The 
general trend is in contrast to  the pat-
tern o f  growth rates prevailing in ear-
lier years, especially in the 1970s. The 
reasons for the weaker perform ance 
o f the South-East Asian economies

in the 1980s has been due largely 
to  their greater dependence on pri-
m ary com m odity exports. The de-
teriora tion  in the perform ance of 
South Asian economies in 1987, on 
the o ther hand, has been due to  the 
m ore adverse effects o f unfavourable 
w eather conditions.

A greater convergence o f growth 
rates among the region’s developing 
countries is likely in the medium 
term . Past differences in economic 
perform ance between South Asian, 
on the one hand, and o f East and 
South-East Asian countries, on the 
other, have been based on the dif-
ferential emphasis placed on domestic

and external sources o f growth. In 
the 1980s, bo th  groups of countries 
have tried to adopt a more diversified 
approach to ensure continued growth 
in a changing and uncertain interna-
tional economic environment. This 
has been particularly evident in 1986 
and 1987 as the South Asian econo-
mies were forced to pay more atten-
tion to  export growth, in response to 
declining foreign exchange receipts. 
The East and South-East Asian coun-
tries com plem ented their export-led 
growth with a recovery in domestic 
demand, mainly to cushion themselves 
from the uncertainties of the external 
economic environment.

Selected developing economies of the ESCAP region. Distribution by 
per capita GDP growth rates, average 1985-1987 and 1987.

Average 1985-1987 1987

Below 0 per cent Below 0 per cent

Iran (Islamic Republic of)
Malaysia
Philippines

Iran (Islamic Republic of)
Malaysia
Nepal

0-1.9 per cent 0-1.9 per cent

Bangladesh
Fiji
Indonesia
Nepal
Singapore

Bangladesh 
Fiji 
India 
Indonesia 
Sri Lanka

2.0-4 .9  per cent 2.0-4 .9  per cent

Burma 
India 
Pakistan 
Sri Lanka 
Thailand 
Viet Nam

Burma
Philippines
Thailand

Above 5 per cent 5.0-9 .9  per cent

China 
Hong Kong 
Republic o f Korea

China 
Pakistan 
Singapore 
Viet Nam

10 and above

Hong Kong 
Republic o f Korea

Sources: National sources; Population Division, ESCAP; Statistical Yearbook 
fo r  Asia and the Pacific 1985  (U nited Nations publication, Sales N o.E /F .86.II . 
F .24); secretariat estim ates based on results from the UNDP/ESCAP Interlinked 
Country Model Project.
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nomies of South Asia should ex-
perience some recovery.

The forecasts o f world and 
regional growth will be more pes-
simistic if  the recession in the 
United States is avoided but its 
trade and fiscal deficits continue 
unabated. This is likely to  lead to 
a strong resurgence of protectionist 
tendencies in the United States 
and to hurt the developing coun-
tries even more. Protectionism 
would also increase pressures on the 
East Asian newly industrializing 
economies to revalue their cur-
rencies.

B. EAST AND 
SOUTH-EAST ASIA

1. East Asian newly 
industrializing economies 
and the People’s Republic 

of China

Newly industrializing economies

The factors that aided the 
recovery o f the newly industrializ-
ing economies o f East Asia in 1986 
propelled their growth more strong-
ly in 1987, helping them achieve 
double-digit growth rates. Some 
overheating o f the economies, ex-
change rate appreciation and the 
uncertainties in the business ex-
pectations after the October 1987 
stock market crash slowed down 
growth in the last quarter of the 
year. However, prospects for 1988 
remain generally optimistic, al-
though GDP growth rates are like-
ly to decelerate from the excep-
tional levels of 1987, they are still 
expected to range between 6.5 and
7.5 per cent for the East Asian 
subregion as a whole.

The Hong Kong economy has 
displayed more flexibility and re-
silience in 1987 than was expected. 
Although production was running 
nearly at full capacity towards the 
end of 1986 and the labour mar-
ket was very tight, significant in-

creases in output were achieved in
1987 so as to meet strong domes-
tic and external demand. This 
was achieved w ithout inflationary 
pressures getting beyond manage-
able limits. On a year-to-year basis, 
inflation was running at 5.8 per 
cent in June 1987, while an aver-
age inflation rate o f about 6 per 
cent might be expected in 1987, 
up from 2.8 per cent in 1986 
(see figure I .4).

The shortage o f labour was 
compensated for by productivity 
increases which allowed increases 
in the levels o f export quota u ti-
lizations. For textiles and clothing, 
for instance, as o f 31 August 1987, 
quota utilization levels were 67.8 
per cent for the United States 
market compared with 63.2 per 
cent for the corresponding period 
o f 1986. However, increased labour 
demand pushed the wage index in 
nominal terms in manufacturing 
by 8.3 per cent during the 12 
months ending March 1987, while 
in construction wages increased by
15.8 per cent in May 1987 com-
pared to  that a year ago.

With rapidly rising incomes in 
the export sector for two years 
in a row, domestic demand con-
tinued to grow rapidly. Owing to 
large increases in household in-
comes, further stimulated by a half 
per cent decrease in the standard 
staff income tax and the strong 
increases in property and stock 
prices, private consumption is pro -
jected to grow by 11 per cent in
1987, up from 9.5 per cent in 
1986. Investment demand also 
recovered with the return o f con-
fidence in the economy along with 
the rise in exports and the lower-
ing o f the corporate profits tax. 
Overall, real gross fixed capital for-
mation was expected to rise by
15.5 per cent in 1987, double the
1986 rate o f increase.

The rapid growth in both do-
mestic and external demand is 
expected to be dampened substan-
tially in 1988, with the wealth ef-

fects of the October stock market 
crash likely to exercise a consider-
able negative effect on consump-
tion and investment expenditures. 
On the external market, slower 
growth in export markets and 
protectionist legislation, affecting 
in particular textile exports, are 
also likely to reduce the growth 
rate o f real exports to about 11-12 
per cent in 1988 compared with the
27 per cent estimated for 1987.

The strong recovery o f the 
economy of the Republic o f Korea 
continued to strengthen during the 
first half o f 1987, fuelled by mark-
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Figure I.4. Selected developing 
economies in the ESCAP region. 
Movements in consumer price in-
dices, 1985-1987a

a First half o f 1987.



Table I.7. Selected developing ESCAP economies in East and South-East Asia. Average annual growth rates and 
relative shares of gross domestic product at constant prices, 1 9 8 3 , 1984, 1985, 1986 and 1987 (estimated)

Total
Average annual growth rates Sectoral sharesa

Agriculture Industry Services Agriculture Industry Services

China b
1983 9.8 9.6 8.8c . . . 44.3 41 .4c 14.2d
1984 13.5 14.5 13.6 . . . 44.1 40.6 15.3
1985 12.3 6.4 17.5 . . . 41.4 41.5 17.0
1986 7.4 . . . . . . . . . . . . . . . . . .
1987e 9.5 . . . . . . . . . . . . . . . . . .

Hong Kong f
1983 6.5 . . . . . . . . . 0.6 31.7 73.8
1984 9.5 . . . . . . . . . 0.6 32.0 72.5
1985 0.6 . . . . . . . . . 0.5 29.5 74.7
1986 11 .0 . . . . . . . . . . . . . . . . . .
1987e 12.1 . . . . . . . . . . . . . . . . . .

Indonesia
1983 4.2 4.8 3.0 4.6 24.0 37.0 39.0
1984 6.1 5.5 7.3 5.4 23.9 37.4 38.7
1985 1.9 3.4 – 0.5 3.3 24.2 36.6 39.2
1986 3.1 . . . . . . . . . . . . . . . . . .
1987e 3.2 . . . . . . . . . . . . . . . . . .

Malaysia
1983 6.2 – 0.6 10.4 6.5 21.1 36.3 40.7
1984 7.8 2.8 11.4 7.9 20.1 37.5 40.7
1985 – 1.0 2.5 – 3.4 1.5 20.8 36.6 41.8
1986 1.2 2.8 5.0 – 1.0 21.2 38.1 41.0
1987 2.0 2.1 2.8 1.2 21.4 38.6 40.8

Philippines
1983 0.9 – 2.4 0.8 2.9 24.8 36.0 39.1
1984 – 6.0 2.4 – 10.3 – 7.4 27.0 34.3 38.6
1985 – 4.4 3.5 – 10.2 – 4.4 29.3 32.3 38.5
1986 1.1 3.4 – 2.8 2.3 30.0 31.0 39.0
1987e 4.9 . . . . . . . . . . . . . . . . . .

Republic o f Korea
1983 10.9 6.5 14.3 8.9 15.6 42.3 42.2
1984 8.6 0.2 13.4 8.1 14.4 44.1 42.0
1985 5.4 4.8 5.0 7.7 14.3 44.0 42.9
1986 11.9 4.4 15.1 11.4 13.3 45.2 42.7
1987e 12.1 . . . . . . . . . . . . . . . . . .

Singapore
1983 7.9 1.7 9.2 8.4 0.9 31.4 74.8
1984 8.2 3.8 10.9 8.8 0.9 32.2 75.2
1985 – 1.8 – 12.4 – 7.1 3.5 0.8 30.5 79.3
1986 1.8 – 1 1 .5 – 1.4 4.6 0.7 29.5 81.5
1987e 8.0 . . . . . . . . . . . . . . . . . .

Thailand
1983 5.9 3.8 19.5 6.5 23.7 29.1 47.1
1984 5.5 .3.3 8.0 5.1 23.2 29.8 46.9
1985 3.2 3.2 2.0 4.0 23.2 29.4 47.3
1986 3.4 1.6 9.3 4.2 22.8 31.1 47.7
1987e 6.1 . . . . . . . . . . . . . . . . . .

Sources: National sources.

a The sectoral shares may no t add up to 100 per cent owing to im port duties and im puted bank service charge. b National
incom e and the sectoral shares were calculated on current price basis. c Excludes construction. d  Comprises construction,
transportation and commerce. e  Link Project forecasts. f  Calculated on current price basis.
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edly rapid export growth and the 
increased competitiveness o f ex-
ports following substantial appre-
ciation of the Japanese yen. Sus-
tained domestic and external de-
mand resulted in fairly large in-
creases in imports which were 
reinforced by the acceleration in 
the won appreciation.

Domestic demand in 1987 was 
characterized by higher growth in 
consumption expenditures, which 
rose at an annual rate o f 6.9 and
8.0 per cent respectively in the 
first two quarters. This was about
1.5 per cent faster than the cor-
responding figures in 1986. Gross 
fixed capital formation expanded 
very rapidly during the first quar-
ter by 16.5 per cent before slow-
ing down to 13.5 per cent in the 
second quarter over the corres-
ponding period in the previous 
year. For 1987, real consumer 
expenditures should accelerate to
7.6 per cent up from 6.7 per cent 
in 1986, while fixed capital forma-
tion might grow slightly slower 
at about 13.5 per cent, just below 
the 15 per cent recorded in 1986.

The high growth o f the eco-
nomy for two consecutive years, 
some increases in primary com-
modity prices, including oil, as 
well as higher import prices from 
Japan have fuelled inflationary 
pressures, particularly during the 
first half of the year. However, 
the inflation rate increased only 
moderately, with the consumer 
price index increase o f  only about 
4 per cent in 1987 compared with 
2.3 per cent in 1986. The success 
in keeping inflation under control 
can be attributed to  fiscal and 
monetary policies adopted during 
the period.

During 1987, the unemploy-
ment rate in the economy of the 
Republic o f Korea was one o f the 
lowest it had ever recorded, fall-
ing from 4.3 per cent in January
1987 to 2.6 per cent in June and
2.8 per cent in July. At the same 
time, th ere was a significant in-

crease in labour participation rates, 
from 52 per cent in January 1987 
to 60 per cent in July.

The prospects for the Korean 
economy for 1988 will depend 
primarily on the strength of foreign 
demand and the ability to keep 
inflation under control. It will 
also depend on the smoothness of 
the political transition process and 
on meeting the demands for a more 
equitable pattern o f development. 
The export growth in the Repub-
lic o f Korea will be considerably 
slower owing to mounting pres-
sures to appreciate the won and 
the slower growth in the world 
economy.

People’s Republic o f  China

After a slow-down in its eco-
nomy in 1986, the national income 
of China in 1987 was expected to  
have grown by 10.5 per cent. The 
main targets of the 1987 annual 
plan have been fulfilled, with the 
value of gross output o f agricul-
ture and industry expected to 
grow by 12.6 per cent. The value 
o f total industrial output increased 
faster than agriculture, bu t the 
growth of light and heavy indus-
tries was balanced, both  expand-
ing by more than 14 per cent dur-
ing the first half o f  1987.

In the agricultural sector, grain 
output in 1987 was expected to  be 
about 400 million tons; cotton 
and oil crops were well harvested. 
The output o f summer crops to -
talled nearly 96 million tons, 2.4 
million tons less than the output 
o f  1986, owing to the fall in the 
acreage for summer crops and poor 
weather conditions. Since 1985, 
when the volume o f  grain produc-
tion fell by 7 per cent, domestic 
food supply has been increasingly 
falling short o f  domestic demand 
and thus tending to create heavy 
pressure on prices and resulting in 
heavy imports o f food and feed 
grain. It has also resulted in declin-
ing production o f pork, the meat

staple, the shortage o f which led 
in late 1987 to  the introduction of 
pork rationing in major cities. The 
decline in grain production was 
partly in response to changes in 
procurement prices which reduced 
the profitability o f grain produc-
tion relative to  cash crops, such as 
cotton, causing a decline in acre-
age devoted to grain. Another 
adverse influence on yields was 
the difficulty experienced by far-
mers in securing adequate access 
to  chemical fertilizers and pesti-

cides, total supplies o f which in-
creased very slowly, resulting in the 
large increase in prices o f  these 
products. Moreover, in recent 
years, there has been some weaken-
ing o f investment in agriculture.

Growing concern about record 
grain imports, a below-target grain 
harvest and falling investment in 
agriculture have led to adoption 
of measures to raise the profitabi-
lity of grain production with a 
view to  achieving the target o f at 
least 400 million tons in 1987. 
These measures have included a 
rise in the average price o f grain 
paid to farmers by reducing the 
target for state procurement at 
quota prices from 79 million tons 
to 61.5 million tons, and raising the 
proportion procured at the higher 
negotiated or market prices,4 and 
by raising quota prices in some 
provinces. Among other incentives 
provided to boost agricultural ou t-
pu t are the linking o f  the availa-
bility o f fertilizer at lower prices 
to the state procurement quota, as 
well as a variety o f other mea-
sures with a view to increasing in-
vestment in infrastructure, con-
servation, and research, and efforts 
to channel part o f the profits of 
rural industry into agriculture.

The am ount of investment in 
fixed assets in state-owned units

4 F o r inform ation on price re-
form s in China, see the box on “ In-
creasing use o f  m arket prices in C hina” , 
Survey, 1986, p. 46.
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increased by 21 per cent during 
the first half of 1987, compared 
with the same period in the pre-
vious year. The investment in capi-
tal construction increased by 19.3 
per cent, while investments for 
technological transformation in-
creased by nearly 25 per cent. 
By June 1987, the proportion of 
small state-owned enterprises that 
had carried out management re-
forms was nearly 38 per cent, as 
against 8 per cent by the end of
1986. Over 50 per cent o f small 
state-owned commercial enterprises 
also implemented the system of 
collective management, leasing and 
the individual contract system 
while retaining state ownership. 
Several large and medium-sized 
industrial enterprises have imple-
mented the contract responsibili-
ty system.

Foreign exchange reserves rose 
by $2 billion in the first half of
1987 reaching $12.6 billion at the 
end of June 1987, mainly owing 
to rise in exports. Foreign bor-
rowings increased in 1987 as China 
sought funds for modernization 
projects (see box I .5).

One o f the major problems 
o f economic management in China 
in 1987 was the building up of 
inflationary pressure, which was 
aggravated by the rapid rise in con-
sumption funds and investment in 
capital construction projects out-
side the state plan. In the first six 
months of 1987, the retail sales 
price index was 6 per cent higher 
than during the corresponding pe-
riod in 1986. Prices of vegetables, 
meat, poultry, eggs and aquatic 
products rose markedly in large 
cities.

According to the projections 
for 1988, the value o f gross out-
put o f agriculture, industry and 
national income will rise by 4,
12.6 and 10.7 per cent respective-
ly. Light industry will grow by 13 
per cent, whereas heavy industry 
will grow by 12 per cent. The 
investment in fixed assets will be

controlled, as a result of which 
its growth rate will drop by 3 to
4 per cent. The value of exports 
and imports is projected to in-
crease by 11 and 8 per cent res-
pectively in 1988. Economic re-
forms in 1988, among others, will 
be focused on enterprise manage-
ment, supply of raw materials and 
allocation of foreign exchange.

2. South-East Asia

For 1987, the economic 
growth o f the South-East Asia 
(ASEAN countries) as a whole 
is expected at around 4 per cent, 
compared with 2.2 per cent in
1986. The higher growth rates 
of the Philippines, Singapore and 
Thailand, compared to those of 
Brunei Darussalam, Indonesia and 
Malaysia were largely the reflec-
tion of continuing weakness in oil 
and other commodity prices.

The economies o f the ASEAN 
countries, with the exception of 
Singapore, are largely dependent on 
the production and export of 
primary commodities. In 1987, 
the production o f major commodi-
ties, except for palm oil and crude 
petroleum, is likely to have in-
creased owing to stable prices 
and a slight rise in external de-
mand. Performance o f the manu-
facturing sector in these countries 
improved in 1987 mainly owing to 
increased export competitiveness 
arising from relative depreciation 
of their currencies vis-à-vis the cur-
rencies of their major competitors 
such as the yen, the Korean won 
and the Taiwanese dollar. The 
construction sector in the South- 
East Asian countries as a whole 
remained sluggish in 1987. The 
glut in office space in both Malaysia 
and Singapore adversely affected 
the sector. In Indonesia and the 
Philippines, growth in this sector 
was estimated to have risen at a 
lower rate because o f the slow-
down in the rest o f the economy 
and the reduction in government

expenditure. For Thailand, the 
growth o f the construction sector 
picked up compared with the pre-
vious year owing to significant 
expansion in economic activity.

The rate o f inflation for 
the South-East Asian countries 
decelerated markedly in 1986, 
rising to less than 2 per cent com-
pared with 5.7 per cent in 1985 
as a result o f lower oil prices, lower 
interest rates and sluggish domestic 
demand. Singapore recorded the 
lowest rate, at 1.4 per cent and 
Indonesia the highest, at more 
than 8.5 per cent. The overall rate 
o f inflation in this subregion was 
expected to increase to 3.4 per 
cent in 1987 in line with the pick-
up in economic activities.

During the period 1974-1985, 
the Brunei Darussalam economy 
grew in real terms by nearly 3 per 
cent per annum. However, the 
economy experienced a declining 
trend during the period 1979-1985 
owing to the drop in oil prices 
after 1981 and the sluggish d o -
mestic demand. During this period, 
GDP in real terms declined by
4.2 per' cent per annum. More-
over, owing to the decline in oil 
prices and production, the share 
of the oil and gas sector in total 
GDP declined from 87.5 per cent 
in 1974 to 71.3 per cent in 1985.

The growth of real GDP in 
Indonesia slowed considerably dur-
ing 1985/86, following two years 
o f accelerating growth after the re -
cession of 1982. The slow-down 
was attributable to the stagnation 
of the oil sector and a deceleration 
in the growth o f agricultural out-
put, marginally offset by a small 
increase in the growth of manu-
facturing. In 1987, GDP was es-
timated to have grown by about 3 
per cent as a result of recovery in
oil export revenue with the firming 
up of prices to $18 a barrel and 
increased non-oil/liquefied natural 
gas exports.

Agricultural output, account-
ing for about one fourth o f GDP
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in 1986, increased by a yearly 
average o f 2.5 per cent during 
1985/86, compared with 3.5 per 
cent during 1983/84, largely re -
flecting a decline in the expansion 
of rice production after several 
years o f rapid gains. In recent

years, agricultural policy has aimed 
at achieving self-sufficiency in rice, 
enhancing agricultural exports, and 
creating employment opportunities.

The manufacturing sector ex-
panded steadily in the past few 
years. Value added in the sector

rose at an average of about 6 per 
cent during 1984/85 in real terms. 
In 1986, real growth of manufac-
turing is expected to be about 5.5 
per cent. Among the industries 
that appear to have expanded 
markedly in 1986, important ones

Box I.5. Changing patterns of resource inflows to China
U ntil 1985, China made relative-

ly little net use of foreign capital. 
During the period 1981-1984, the 
country  enjoyed a sizeable current 
account surplus resulting from the 
success in export prom otion during 
the early years o f  “opening u p ” the 
econom y. Medium- and long-term 
borrowing, mainly from  international 
institutions, and foreign direct invest-
m ent in China were largely offset by 
Chinese aid to  o ther countries, direct 
investm ent abroad by China, and 
short-term  capital m ovem ents (includ-
ing errors and omissions) during this 
period.

However, reflecting the  sharp 
rise in im ports which led to  th e  de-
terioration in the balance o f  paym ents 
on current account in 1985, the  capi-
tal account recorded a net inflow  of 
m ore than  $8 billion in th a t year. 
Medium- and long-term borrowing 
rose to  over $3 billion from  $0.7 
billion in 1984. The large increase 
m ainly reflected borrowing from for-
eign banks, which rose to  $2.1 billion 
n e t from  alm ost nil in 1984. China 
m ade nine bond issues equivalent to  
$0.8 billion, com pared w ith $0.1 bil-
lion (one issue) in 1984.

A notew orthy  feature o f resource 
inflows in 1985 was a sharp rise in 
net short-term  capital borrowing to  
nealry $4 billion, ou t o f which $2.5 
billion was from  foreign banks. More-
over, foreign direct investm ent in 
China increased by 32 per cent in 
1985. This followed substantial in-
creases recorded in 1982-1984 owing 
to the liberalization o f  regulation on 
foreign investm ent and the in tro-
duction o f incentives for jo in t ven-
tures operating in  special economic 
zones and 14 coastal cities. On an 
approval basis, foreign direct invest-
m ent rose by 110 per cen t to  $5.5 bil-
lion with nearly 3,000 projects in 
1985. The cum ulative to ta l o f for-
eign direct investm ent for the period 
1979-1985 reached $12 billion with 
6,200 projects.

In  1986, foreign borrowing in 
China rose sharply, reaching $4.83 bil-
lion. In to tal, the  country  has taken 
on $20.6 billion in  foreign loans from
1979 to  1986, o f  w hich only $7.6 bil-
lion has been in the form o f  long-term , 
low -interest official loans.

Along w ith th e  grow th in foreign 
resource inflows, the to ta l external 
debt of China (including short-term  
debt) approxim ately doubled betw een 
the end o f  1983 and the end of 1985, 
bo th  in absolute term s and as a ratio  
o f GDP, although the ratio , a t 7.5 per 
cent, was still relatively small. A t the 
same tim e, the m aturity  structure o f 
th e  c o u n try ’s deb t worsened w ith 
short-term  debt rising to  45 per cen t o f 
to ta l external debt. A t the end o f 
1985, bilateral loans and loans from 
m ultilateral institu tions (m ainly the 
W orld Bank) accounted for 24 per cent 
o f to ta l deb t (27.5 per cen t in 1984); 
suppliers’ credits and o ther trade 
credits, 19 per cent (30 per cent in 
1984); foreign com m ercial banks, 48 
per cent (37 per cent in 1984); and 
bond issues, 5 per cen t (0.5 per cen t in
1984). Balance-of-paym ents develop-
m ents during the first ha lf o f  1986 in-
dicated a fu rther increase in external 
deb t o f $2.8 billion. Debt-service 
paym ents am ounted to  $2.1 billion in
1985, or 7.2 per cent o f exports o f 
goods and services.a

Following the sharp increase in 
external deb t in 1984 and 1985, 
measures were taken to  strengthen 
deb t m anagem ent in China. In  April

a Calculated from OECD, Statis-
tics o f  External Indebtedness  (Paris,
1985); OECD/Bank o f International 
Settlem ents, Statistics on External 
Indebtedness: Bank and  Trade R elated  
N on-B ank E xternal Claims on Indivi-
dual Borrowing Countries and Terri-
tories, (Paris and Basle, Ju ly  1986); 
OECD, Financing and E xternal D ebt 
o f  D eveloping Countries 1986 Survey  
(Paris 1987).

1986, the S tate A dm inistration o f Ex-
change C ontrol (SAEC), a un it w ithin 
the People’s Bank, was designated by 
the State Council as the sole agency 
responsible for m onitoring external 
debt. Subsequently, SAEC established 
reporting channels for all borrowing 
units. Efforts are continuing to 
improve the coverage of external deb t 
statistics. Limits on to ta l external 
borrowing and on short-term  debt are 
determ ined so as to  be consistent 
w ith a viable m edium -term  balance 
o f  paym ents on the current account. 
Approval procedures have been revised 
to  ensure th a t external borrowing 
rem ains w ithin these limits. All com -
m ercial borrowing, including place-
m ent o f  bonds abroad, has been made 
subject to  prior approval by SAEC.

All entities are now required to 
report their borrowing to SAEC. Cen-
tral governm ent agencies, financial 
institu tions, local governments, m uni-
cipalities, jo in t ventures and foreign- 
ow ned enterprises subm it reports to 
SAEC, through their supervising 
agencies which indicate inter alia:
(a) am ount o f debt outstanding;
(b) actual and prospective draw-down 
schedule; and (c) actual and fu ture 
debt-service schedule. This has been 
the reaction to  the unrestrained bor-
rowing undertaken by various institu -
tions in the earlier period o f “opening 
u p ” and decentralized decision making 
in the econom y.

More recently, the Governm ent 
has been considering three further 
measures w ith a view to  ensuring 
effective use of foreign loans: con-
tro l over their overall am ount and 
m ore careful assessment o f th e  ability 
to  apply as well as repay the loans; 
concentration o f  foreign loans in the 
p roduction  and construction  sectors; 
and m andatory  tying o f a portion  o f  
the resultant earnings to  repaym ent.b

b China Newsletter, No. 68 (May- 
June 1987).
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are plywood, textiles, cement, and 
steel. Following the policy to 
encourage plywood exports (in-
cluding the prohibition of log ex-
ports in 1980), domestic output 
of plywood rose steadily from 
around 2 million cubic metres 
in 1982 to over 5 million cubic 
metres in 1985-1986. During this 
period, the share of exports rose in 
total production from one fifth 
to four fifths, and Indonesia be-
came the world’s largest producer 
and exporter o f hard wood and 
plywood. Despite sluggish domes-
tic demand, the textile industry 
is estimated to have expanded 
sharply because of the increase 
in exports.

The inflation rate increased in 
late 1986 and early 1987, after 
several years of steady decline. The 
rise in the consumer price index 
was broadly based, but was parti-
cularly pronounced for food and 
clothing. In the case o f foodstuffs, 
an important factor was a sharp 
increase in the domestic market 
price for rice in October 1986 
owing to less buoyant growth in 
domestic production. Increases in 
other prices largely reflected the 
feed through of the September
1986 devaluation.

The economy of Malaysia, 
which has been severely affected 
during the last few years by low 
non-oil primary commodity prices, 
and since 1985, by sharp fall in oil 
prices, revived in 1986 with the real 
GDP growing by 1 per cent, and 
in 1987 by 1.5 per cent. The 
recovery in 1986 originated in 
some revival in primary commodity 
prices, while in 1987 it stemmed 
largely from the export-oriented 
manufacturing industries.

The output of the agricul-
tural sector, despite better com-
modity prices, was adversely af-
fected by the decline in the pro-
duction o f palm oil in 1987, al-
though the production of rubber 
expanded to 1.6 million tons in
1987 and accounted for nearly 36

per cent of world natural rubber 
production. In 1986, for the first 
time in this decade, rubber pro-
duction in Malaysia recorded an 
increase, estimated at about 4.8 
per cent, reflecting mainly in-
creased smallholder output.

The manufacturing sector, 
which stepped up its output by
7.5 per cent in 1986, continued 
to maintain a steady pace of out-
put expansion in 1987. Underly-
ing this steady increase in out-
put were firmer overseas sales or-
ders, which have recovered mark-
edly since March 1986. This has 
prompted export-oriented manu-
facturing industries, such as elec-
trical machinery and electronics, 
as well as textiles, to increase their 
output significantly.

Construction activity weakened 
further in 1987. For the third con-
secutive year, real value added in 
the construction sector declined, 
reflecting an increasing oversupply 
of office space, continued weak 
demand for residential housing, 
except for low-income housing and 
restraint in government develop-
ment spending.

The country’s low rate of in-
flation continued in 1987 owing 
to effective enforcement of various 
price control legislations, the mod-
eration in import price increases, 
as well as the tight budgetary 
policy. In line with the moderate 
growth in the Malaysian economy, 
the employment situation in 1987 
was expected to have remained 
weak as in 1986. The growth 
in the labour force was estimated 
to have expanded at a rate of
2.8 per cent in 1987, compared 
with 2.9 per cent in 1986. Total 
employment, however, was ex-
pected to have grown by only
2.1 per cent compared with an in-
crease o f 1.8 per cent in 1986.

In the Philippines, after two 
years of steep contraction and a 
year of slow recovery, real GNP 
was estimated to have grown by 4.5 
per cent in 1987. The Philippines

was in the midst of economic crisis 
for nearly three years. During this 
period, steps were taken to reduce 
a large external imbalance and to 
restore price stability. These gains, 
however, were accompanied by a 
substantial decline in output and 
a large fall in per capita real in-
come. The impressive performance 
in 1987 was attributable to expan-
sion in domestic demand as well 
as revival of investors’ confidence 
as a result o f the increase in real 
income, the decline in interest 
rates, the stable local currency 
and the low rate of inflation.

In 1987, the output of the 
agricultural sector, which accounts 
for around one fourth of GDP, 
over one half of total employment, 
and one third of merchandise ex-
ports, was adversely affected by 
a serious drought. Output of rice, 
corn, sugar and coconut declined 
by nearly 1.5 per cent in the first 
half o f 1987. For 1987 as a whole, 
the agricultural sector was esti-
mated to have grown by less 
than 1.5 per cent.

Growth in the industrial out-
put at 8.3 per cent in the first half 
of 1987 was largely due to the up-
turn in domestic demand. During 
the first half of 1987, manufac-
turing, construction and mining 
grew by nearly 7, 14 and 15.4 per 
cent respectively. Output from 
mining and quarrying represents 
only about 2 per cent of GNP. 
However, the subsector is an im-
portant source of export earnings –  
over 10 per cent of merchandise 
export earnings –  with gold and 
copper production accounting for 
about three fourths of total value 
added.

The manufacturing sector ac-
counts for about one quarter of 
GNP, and manufactures exports 
represent over one half of total 
merchandise exports, although the 
sector is largely oriented towards 
production for the domestic mar-
ket. Export-oriented manufactures, 
especially electrical equipment and
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garments, grew rapidly during the 
late 1970s and early 1980s, but 
their contribution to total value 
added is still relatively small since 
they depend largely on imported 
inputs. In 1985, the electrical 
products and garments industries 
still accounted for under 11 per 
cent o f total value added in the 
manufacturing sector.

The high inflation rates o f the 
early 1980s were brought down 
by the end o f 1985, with the 
consumer price index rising by 
only 5.7 per cent and wholesale 
prices actually declining by about 
1 per cent. In 1986, inflation in 
terms of consumer prices eased 
further to 0.8 per cent, mainly 
owing to reduction in oil prices 
and stabilization o f the exchange 
rate o f the Philippine peso. In
1987, the boost in domestic de-
mand generated a faster growth 
in money supply and consequent-
ly revived inflationary pressures. 
Consumer prices were expected 
to rise by 6 per cent and whole-
sale prices by 1 per cent in 1987.

Since commodity prices are 
unlikely to recover much, exports 
are not expected to contribute 
much to economic growth. Thus 
the prospects for sustained eco-
nomic growth in the Philippines 
in 1988 will hinge largely on 
strong revival of private sector in-
vestment. If  investors’ confidence 
in the economy is restored and 
investment strongly revived, GNP 
can be expected to grow at a rate of 
over 5 per cent in 1988. As eco-
nomic activity gains momentum, 
the current account is expected 
to post a deficit of about $710 
million in 1988.

After recovery from the severe 
recession of 1985 and the register-
ing of a 1.8 per cent growth rate 
o f real GDP in 1986, the growth 
rate of the economy of Singapore 
accelerated to over 6 per cent in
1987, reflecting substantial streng-
thening o f domestic as well as 
external demand.

In 1986, the gross capital for-
mation declined by 12 per cent, 
while private consumption recov-
ered somewhat with 3 per cent 
growth. In 1987, gross capital 
formation grew by 3 per cent 
and trade expanded rapidly in 
consequence o f the implementa-
tion o f  the Government’s in te -
grated policy package designed 
to restore the competitiveness of 
Singapore through measures to 
cut production costs and stimulate 
domestic demand.

The rise in labour productivity 
and the easing o f the exchange rate 
improved considerably the rate of 
return on capital and Singapore’s 
international competitiveness. While 
the recovery at first was narrowly 
based and concentrated mainly in 
the electronics industry, all sectors 
except construction recorded pro-
gressively higher growth rates.

Singapore’s recent economic 
growth was accompanied by re -
markable price stability. Follow-
ing an increase o f only 0.5 per cent 
in the previous year, consumer 
prices fell by 1.4 per cent during
1986, mainly owing to poorer 
petroleum prices. During the first 
half o f 1987, the rate of inflation 
was zero, partly because o f low 
commodity prices and partly owing 
to wage restraint and other cost- 
cutting measures.

Trade, particularly in non-oil 
exports, will continue to remain 
the main source o f growth in the 
Singapore economy, although do-
mestic spending and tourism con-
tributed substantially to  growth 
in 1987. However, the recent 
plunge in the stock market is like-
ly to affect adversely the economic 
activity in 1988 as companies find 
it difficult to raise equity capital 
and consumer expenditure declines 
owing to the wealth effect. Never-
theless, if Singapore maintains its 
competitive edge by keeping labour 
costs down in the face o f a very 
tight labour market and avoiding 
the danger o f  an overheated econo-

my, the growth rate in 1988 is 
likely to be in the range of 5 to
6 per cent. The rate o f inflation 
may accelerate but would remain 
less than 4 per cent.

The economy of Thailand 
continued to be South-East Asia’s 
fastest growing economy for the 
second consecutive year in 1987. 
After lacklustre growth perform-
ance o f 3.5 per cent in 1986, the 
growth rate o f GDP in 1987 was 
expected to reach 6 per cent, in 
spite o f the adverse effects on 
agriculture of drought during the 
first half of the year and o f floods 
in the third quarter o f 1987. 
Growth in the agricultural sector 
was not likely to exceed 4 per 
cent for the year, with crops such 
as maize, soybean, first crop paddy 
and kenaf being worst hit by bad 
weather conditions.

Growth in manufacturing, trans-
port and public utilities was spurred 
by low oil prices and interest rates 
reducing operating and production 
costs. Growth in industry was 
expected to be around 9 per cent 
in 1987, slightly lower than in
1986. On the demand side, the 
growth was stimulated by some 
increase in rural income owing to 
firmer farm prices, rapidly rising 
urban incomes, tax reforms which 
boosted purchasing power and an 
accommodating monetary policy. 
Easier access to credit at lower cost 
stimulated the construction sector, 
which resumed positive growth in
1987. The service sector benefited 
greatly from the “Visit Thailand 
Year” campaign and the large in-
crease in tourist arrivals (up by 
at least 20 per cent for the first 
half o f 1987).

Although Thailand achieved 
high export growth, the balance of 
trade deficit rose sharply in 1987 
owing to the unprecedented increase 
in imports. However, the balance 
o f payments surplus was favour-
ably affected by the boom in tour-
ism and large inflows o f foreign 
investment.
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Inflation remains low w ith 
the GDP deflator expected to  rise 
in the range o f  about 2.5-3.0 per 
cent for 1987. The consumer price 
index rose by 1.8, 2.1 and 2.7 per 
cent respectively for the first three 
quarters o f  the year. Most o f  the 
rise in prices is due to  firmer prices 
for most agricultural products, in 
particular rice, and some increase 
in im port prices.

The m anufacturing sector, led 
by  the export-oriented industries, 
is projected to be the main source 
o f  growth in 1988. With the ap-
preciation o f  the currencies of 
other newly industrializing econo-
mies, the Thai econom y should re-
main very competitive and foreign 
investment inflows should continue 
to  provide a strong stimulus to 
manufacturing growth. While in -
dustrial growth is projected at 7 
to  8 per cent, the agricultural sector 
m ay no t grow rapidly in 1988 
partly  because o f  the overhang o f 
the 1987 drought. In 1988, in-
flation m ay accelerate largely owing 
to higher agricultural p roduct prices 
following the 1987 drought. Over-
all, the econom y is expected to 
grow at a slightly lower rate in 
1988 than in 1987.

C. SOUTH ASIA

There is increasing evidence 
tha t the medium-term growth 
performance o f  two o f the larger 
South  Asian economies, India and 
Pakistan, has improved significantly 
in the 1980s. Following the in tro -
duction o f  wide-ranging economic 
reforms in 1977-1978, Sri Lanka 
achieved a sustained period o f 
economic growth, exceeding 5 
per cent per annum  in each year 
until 1986. However, in recent 
years, economic perform ance in 
Sri Lanka has been severely a f -
fected by a com bination o f  under-
lying structural weaknesses, adverse 
external factors and civil conflicts. 
In 1987, the economic performance 
o f  South  Asian countries, p a r t i-

cularly Bangladesh, India and Sri 
Lanka, was adversely influenced 
by weather conditions (see box 
I .6).

In Bangladesh in 1986/87 
the rate o f  growth o f  GDP, at
4.5 per cent, was well below the 
target rate o f 5.2 per cent. This 
was largely due to the depressed 
export prices for the coun try ’s 
principal com m odity  exports and 
the sluggish perform ance in the 
industrial sector. Heavy rains and 
floods during July-Septem ber 1987 
caused extensive damage to  the 
econom y and thus adversely a f -
fected the grow th prospects for 
1987/88. Economic growth in 
Bangladesh, averaging about 4.4 per 
cent per year so far in the 1980s, 
seems satisfactory when compared 
w ith  low-incom e countries gen-
erally. In 1986/87, the agricul-
tural sector grew by less than 2 
per cent mainly owing to the fall 
in the ou tpu t o f  ju te , and in food 
grains, which necessitated im ports 
o f  food grains o f  about 500,000 
tons. In 1986/87, the ju te  crop, 
at 900,000 tons, was the lowest for 
several years and was 42 per cent 
below the 1.5 million tons re-
corded in 1985/86. The ju te  
acreage in 1986/87, at around
600,000 hectares, was 40 per 
cent lower on the 1985/86 level.

The growth o f  the industrial 
sector, estimated at around 2 per 
cent, was m uch below the planned 
target o f  10 per cent. The de te rio -
ration o f  industrial performance 
was largely attributable to  disrup-
tion o f  power supplies, labour 
disputes and. to  flood-induced 
supply shortages o f  raw materials 
which particularly affected agro-
based industries such as foodstuffs 
and tobacco.

Despite slow grow th o f  the 
econom y, there was impressive 
growth in export earnings in 1986/
87, estimated at over $1 billion, 
25 per cent over 1985/86. The 
increase in export earnings o c -
curred, despite the serious set-

back in ju te  exports largely as a 
result o f  buoyant non-traditional 
exports as well as the favourable 
im pact o f  exchange rate align-
ments. Earnings from garment ex-
ports increased by more than 100 
per cent to  $226 million, while 
shrimp exports rose by  24 per 
cent. Among non-traditional ex-
ports, garments and frozen sea-
food have grown rapidly in the 
last few years. However, it is 
w orth  noting that while Bangladesh 
has achieved impressive growth 
rates o f garment exports, it holds 
less than 0.3 per cent o f  the de-
veloping countries’ share o f  such 
exports to the industrial countries.

In contrast, export receipts 
from raw ju te  am ounting to  nearly 
$80 million were 30 per cent down 
over the previous year, mainly 
owing to  a fall in ju te  prices. At 
the same time, exports o f  ju te  
m anufactures fell by  m ore than
8 per cent in volume term s in the 
first nine m onths o f  1986/87 
over the same period o f  the pre-
ceding year. The Bangladesh m ar-
ket share in ju te  products has 
fallen m arkedly in recent years 
as exports from  India and Thailand, 
which, excluding China, are the 
only o ther significant suppliers o f 
ju te  m anufactures to  world m ar-
kets, were m uch higher than  in 
1985/86. In the period July- 
December 1986, exports o f  ju te  
goods from India and Thailand 
were up by 38 and 17 per cent 
respectively.

It is estimated tha t the value 
o f  im ports in 1986/87 rose by
9 per cent over 1985/86, largely 
as a result o f  food im ports. The 
trade deficit in 1986/87 increased 
by more than 10 per cent. In 
1987/88, the trade deficit was 
expected to widen, mainly owing 
to the higher im port bill resulting 
from food grain im ports, higher 
oil prices as well as depressed 
m arkets for the main exports, 
ju te , tea and leather. While pledges 
o f  external aid w orth  nearly $2
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Box I.6. The impact of unfavourable weather on the developing economies

Despite considerable progress in 
agricultural development in recent 
years, the performance of the agri-
cultural sector in the region remains a 
considerable “gamble on the mon-
soon” . This was illustrated by the 
prevalence of adverse climatic condi-
tions in 1987 virtually throughout the 
developing ESCAP region. Mainly 
drought, but in some countries floods 
or a combination of the two disasters, 
have severely curtailed agricultural pro-
duction in most countries of the re-
gion, adversely affecting their overall 
economic growth and causing serious 
strains on economic management, es-
pecially owing to inflationary pres-
sures and balance-of-payments diffi-
culties.

Although the impact of unfavour-
able weather across countries has not 
been uniform, the region has shown an 
improved capacity to cope with the 
calamity. While a few decades earlier 
wide-ranging drought would have 
caused famine in some parts of the 
region, its present damage has been 
limited to lower economic growth. 
Although the effect of the drought 
was only partly felt in 1987 and will 
continue to reverberate to some extent 
into future years, agricultural pro-
duction has exhibited much more 
resistance to adverse weather, at least 
in some countries, as a result of irri-
gation and higher input intensity. In-
creased irrigation facilities and better 
cropping patterns have resulted in 
reducing agriculture’s vulnerability to 
the caprices of the monsoon. Some 
countries, such as India, have launched 
special programmes for compensatory 
production, the key elements of which 
consist of the use of varieties of rice 
and other crops which mature quickly, 
supplemented by farming practices to 
conserve moisture and increased nu-
trient supply.

The South Asian economies have 
been particularly hard hit by drought 
and/or floods, and with the exception 
of Pakistan, where a much larger pro-
portion of land is irrigated, their rate 
of economic growth in 1987/88 will 
be considerably lower than that which 
could have been expected under nor-
mal monsoon conditions. The growth 
rate of India, for instance, is projected 
to be about 3 per cent below the 
forecasts made before the drought.

The extent of the drought was parti-
cular severe in India, where the sum-
mer monsoon (mainly in June/July) 
measured from the all-India rainfall 
index, has been the worst since 1950.a 
The drought has affected virtually 
the whole of India except the eastern 
region and some areas of the north-east 
(such as Bihar and West Bengal) which 
have, however, been plagued by severe 
floods. The States producing a large 
surplus of food grains, such as Punjab, 
Haryana and Uttar Pradesh, have all 
suffered badly from the monsoon 
failure. It is estimated that, compared 
with a good crop year such as 1983/84, 
about 60 per cent of the area sown was 
affected by drought in 1987/88. Al-
though the country has faced a num-
ber of droughts during the past, e.g. 
in 1965-1967, 1973-1975, 1979-1980 
and 1982-1983, the present drought 
is the most severe and widespread 
with 17 out of 24 States in its grip.

It is not easy to estimate the 
exact extent of the losses in agricul-
tural outputs (and incomes) in India. 
Among other things, the outcome of 
the rabi (winter) crop is not yet known 
although early indications point to-
wards rather good winter rains (Sep-
tember 1987-February 1988) and a 
normal rabi crop, which would put es-
timates for the output loss of food 
grains between 18 million and 40 
million tons, compared with poten-
tial normal monsoon output of 160 
million tons. Estimates around 25-30 
million tons are considered most 
likely. Losses for other crops are 
estimated at about 25 per cent for 
sugar-cane, 40 per cent for cotton 
and 50-70 per cent for oil-seeds. 
Agricultural incomes could fall by 
as much as 24 per cent, about 9 
per cent of national income.b Other 
estimates put the decline in agricul-
tural GDP at about 7 per cent . c

a Prannoy Roy, The 1987 Mon-
soon and Its Impact on the Indian 
Econom y (mimeographed), UNDP/ 
ESCAP, Seminar on an Interlinked 
Country Model System, November 
1987, Bangkok.

b Arun Kumar, Consequences o f  
the 1987 Monsoon Failure, a preli-
minary assessment, EPW, 26 Septem-
ber 1987.

The repercussions of the 1987 
drought on the economy are likely to 
be far reaching although, perhaps, 
not as serious as in previous droughts 
in view of the sizeable stocks of food 
grains accumulated in the past. Besides 
the serious slow-down in its growth 
rate, per capita income will at best 
stagnate; inflation, on which India 
has had a good record in recent years, 
may revive and reach double-digit 
levels; the budgetary resources of the 
Government will come under increased 
strain owing to drought relief expen-
ditures; the balance of payments is 
also likely to worsen significantly. The 
drought will also have far-reaching 
impact on the growth performance of 
other sectors, particularly industry as 
domestic demand weakens as a con-
sequence of falling incomes.

Among other effects the drought 
has had on the economy are: the size-
able shortage of power, which can 
have adverse effects on the utilization 
of industrial capacity; the increase 
in budget deficits owing to famine 
relief measures and curtailment of 
some public expenditures; and im-
position of additional taxation meas-
ures announced in September 1987. 
The drought will also necessitate the 
import of agricultural commodities of 
about $600 million, which will largely 
be financed with assistance from the 
World Bank, Japan and the European 
Economic Community. The balance 
of payments is, however, likely to 
remain under pressure. Finally, and 
perhaps more importantly, the fall in 
agricultural incomes will reduce agri-
cultural and industrial demand and is 
likely to result in increasing poverty. 
While it is estimated that about 40 per 
cent of the population, or nearly 300 
million people, will have their incomes 
affected, the consequences will be 
particularly serious for landless farmers 
and for marginal and small farmer 
families on non-irrigated land.

The Indian economy is by no 
means the only economy badly hit by 
drought in 1987. Growth in Sri Lanka 
is estimated to decline to only 2.5 per 
cent in 1987, compared with 4.3 per 
cent in 1986, while in Nepal, growth 
performance will also be badly hit. 
Bangladesh, on the other hand, has

c Prannoy Roy, op. cit.
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of the ESCAP region

been dramatically affected by floods, 
which could cause up to 2  per cent 
reduction in its growth rate. Losses 
of food grain output are estimated at
3 million tons, necessitating the im-
port of some 3.5 million tons of food 
grains, mainly wheat. The flood dam-
age has been estimated at about $ 1  bil-
lion. The Government is diverting 
funds from urban and other low pri-
ority projects to repair bridges, roads 
and other infrastructure destroyed by 
floods. It has also launched a recovery 
plan to generate employment and 
restore purchasing power.

Although adverse weather has 
plagued agriculture nearly all over 
the ESCAP region, drought and/or 
floods have particularly affected China, 
Fiji, Indonesia, the Lao People’s 
Democratic Republic, Thailand and 
Viet Nam.

In Indonesia and Thailand, the 
consequences of severe drought have, 
to some extent, been offset by strong 
manufacturing sector growth, while 
the impact of the drought will in 
part manifest itself in lower agricul-
tural production in 1988. In Thailand, 
severe drought has increased income 
growth differentials between regions 
in the country, depending on the im-
portance of agriculture, the produc-
tivity of land and the extent of irriga-
tion.

In Thailand, the effect of the 
drought has resulted in a further 
decline in the sector’s output by 1 

per cent in 1987 following a decline 
of 0.7 per cent in 1986. Rice pro-
duction, particularly in the north 
and north-east –  the poorest areas 
of the country –  will be seriously 
affected in terms of both areas cul-
tivated and areas damaged. A de-
cline in production of about 9 per 
cent for the main crop is estimated for 
1987, while the 1986 production was 
already low at 6 . 1  per cent below the
1985 level. The consequences on 
rice production, a major export of the 
country, are thus serious. The second 
crop will also be badly curtailed and 
could fall by a half compared with
1986, with an adverse effect on growth 
in 1988. The output of maize, a major 
crop, was also seriously affected, while 
that of other major crops, such as 
cassava, sugar-cane and cotton, are not 
expected to suffer significantly.

billion have been made for 1987/
88, up 5.4 per cent on 1986/87, 
$1.3 billion (17 per cent above the 
1986/87 level) would be disbursed.

Domestic savings at 3.2 per 
cent o f  GDP in 1985/86 remain 
among the lowest in the world. 
R em ittances from Bangladeshis 
working abroad rose from $441 
million in 1984/85 to $555 mil-
lion in 1985/86, perm itting national 
savings to  rise. Over the longer 
term , however, the im portance o f 
rem ittances as a share o f domes-
tic investment is expected to fall, 
requiring tha t domestic savings 
rise if investment is no t to  fall.

The rate o f  inflation, which 
was below 10 per cent in 1985/
86, rose to 11 per cent in 1986/
87, mainly owing to  increases in 
prices o f  food grains and other 
food items.

In India, although the rate o f  
growth o f  real GDP decelerated 
marginally in the second year (1986/ 
87) o f  the seventh five-year plan, 
the average rate o f  growth in the 
first two years o f  the plan was very 
close to the targeted growth rate 
o f  5 per cent (see figure I .5).

The real GDP was expected to 
grow betw een 4.5 and 5 per cent 
during 1986-1987, compared with
5.1 per cent for 1985/86. The set-
back in the perform ance was pri-
marily caused by the poor monsoon. 
Food grain production during 1986/ 
87 was likely to  have fallen short 
o f  the 150.5 million tons achieved 
in 1985-1986 by about 0.5 to
1.5 million tons. Despite three suc-
cessive years o f  drought o f increas-
ing intensity, Indian agriculture has 
shown some degree o f  resilience 
and m aintained an average p ro -
duction  level o f  over 148 million 
tons o f  food grains during the three 
years ending 1986/87, which was
10 million tons more than the 
average annual p roduction  recorded 
during the sixth plan period, 1980-
1985.

The industrial ou tp u t recorded 
a robust perform ance, growing at 
more than  8 per cent during two 
years 1985/86 and 1986/87. Al-
though the m anufacturing su b -
sector has shown the m ost signifi-
cant acceleration, o ther subsectors 
have also perform ed well. There 
have been fewer bottle-necks in the

Figure I .5. Selected South Asian economies. G rowth rates in GDP, 1983- 
1987
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industrial infrastructure subsectors 
for the  th ird  year running, w ith  
high grow th in the three m ajor 
com ponents: electricity  generation, 
railway m ovem ent and coal p ro -
duction.

A lthough the share o f  the ag-
ricultural sector in GDP has r e -
corded a fall from  41 .4  per cent 
in 1980/81 to  abou t 37 per cent 
in 1985/86, the share o f  m anufac-
turing has stagnated at a round 22 
per cent, while the share o f  the 
tertiary  sector (transport, com m u-
nication, trade, financial services, 
real estate, public adm inistration 
and o ther services) has increased 
rapidly. A major area o f  concern 
is the increase in the problem  o f  
sick industries resulting from  u n -
econom ic scales o f  operation and 
old technology. It is estim ated tha t
120,000 industrial units involving 
institu tional credit o f  Rs 43 billion 
were sick as at the end o f  D ecem -
ber 1985; 83 per cent o f  these
units were considered to  be non -
viable. In view o f  the adverse im -
plications o f  this problem , Gov-
ernm ent has initiated measures, 
b o th  legislative and administrative, 
to  identify  and prevent i t .5

In recent years, the o u tp u t 
o f  the electronics industry , a major 
grow th industry , has grown at the 
rapid rate o f  around 40 per cent 
per annum  during the tw o years
1984-1985 and 1985-1986. Its 
remarkable grow th was accom -
panied by a significant increase 
in productiv ity  and fall in the 
prices o f  electronic item s, e.g. 
the prices o f  com puters declined 
by over 50 per cent and o f  televi-
sion sets by around 10 per cent. 
During 1986-1987, the industry  
expected to  reach a level o f  o u t-
p u t o f  Rs 36 ,850  m illion, a grow th 
o f  abou t 28 per cent over 1985- 
1986.

Balance –of-paym ents pressure 
in India seems to  have eased during

1986-1987. India’s foreign exchange 
reserves im proved marginally by
3.5 per cent during 1986-1987. 
However, the overall trend  shows 
deceleration in the grow th o f  r e -
serves over the past tw o years 
ending M arch 1987. The overall 
foreign exchange reserves position 
was equivalent to  over four m on ths’ 
im port requirem ents.

N et external assistance (net o f  
debt-servicing) received by  India 
is estim ated to  increase by  about 
43 per cent to  Rs 22 ,410  million 
in 1986-1987 against Rs 15,710 
million in 1985-1986. In  recent 
years, India has had greater r e -
course to  external borrowings sub-
jec t to  the m aintenance o f  a safe 
debt-service capability. Approvals 
for external com m ercial borrow -
ings am ounted  to  Rs 72 ,580  mil-
lion in the sixth plan, Rs 17,000 
million in 1985-1986 and Rs 6 ,490 
million during the first six m onths 
o f  1986/87. Reliance on the in-
flow o f  capital from  abroad has 
increased from  1.5 per cent o f  
GDP in 1984/85 to  1.8 per cent 
in 1985/86.

For the th ird  year in su c -
cession, in 1986/87 the GDP in 
Pakistan grew at a rate exceeding
7 per cent w ith  relative price stabi-
lity . During 1986/87 , per capita 
income increased by  nearly 3 per 
cent at constan t factor cost. Agri-
cultural o u tp u t increased by  nearly 
6 per cent during 1986/87 , mainly 
because o f  increases o f  over 20 
per cent in rice, 9 per cent in 
co tton , 7 per cent in sugar-cane 
and 10 per cent in maize. The 
value added in m anufacturing, 
w hich is the second largest sector 
o f  the econom y and accounts for 
one fifth  o f  GDP, increased by 
7 .4  per cent in 1986/87 , against
7.8 per cent in 1985/86. Services 
as a whole registered an increase 
o f  6.8 per cent.

Rapid grow th in recent years 
has led to  significant structural 
changes in Pakistan’s econom y. 
F o r exam ple, the share o f  agricul-

tu re  in the GDP has declined from
30.5 per cent in 1979/80  to  25.5 
per cent in 1986/87 , while the 
relative con tribu tion  o f  m anufac-
turing and mining has risen from 
17.6 per cent in 1979-1980 to 
20.5 per cent in 1986/87. Changes 
in sectoral em ploym ent have been 
relatively less sharp, w ith  agricul-
tu re  still absorbing m ore than  half 
o f  the labour force. A griculture’s 
role in industrialization and exports 
is also reflected by  the fact tha t 
a round one half o f  m anufacturing 
o u tp u t and four fifths o f  the coun-
t ry ’s exports are agro -based.

During 1986/87, for the second 
year in succession, Pakistan’s bal-
ance o f  paym ents continued to 
improve. The foreign aid com m it-
m ent increased by 21 per cent from 
$2,150  million in 1985-1986 to  an 
estim ated $2,606 million during 
1986/87 , while the disbursements 
o f  $1,531 million remained almost 
a t the  1985/86 level.

The grow th in 1986/87 was 
accom panied by remarkable price 
stability. A ppropriate  m onetary  
policy, increased p roduction , liberal 
im ports, derationing o f  w heat and 
rice and decontro l o f  edible oil 
and cem ent have resulted in slow-
ing dow n the inflation rate in terms 
o f  consum er prices to  3.5 per cent 
in the first nine m onths o f  1986/
87.

A continuing weakness in 
Pakistan’s econom ic perform ance 
has been in dom estic resource 
m obilization efforts, which need 
to  be considerably strengthened. 
Both the public and private savings 
have been inordinately low. A l-
though in 1986/87 the estim ated 
investm ent/G D P ratio rose to  17.2 
per cent from  16.7 per cent in 
1985/86 , abou t one third o f  the 
required investm ent continues to  be 
financed through foreign capital. 
Unless the currently  low rates o f 
dom estic savings are stepped up, 
Pakistan’s debt burdens are likely 
to  exceed manageable levels.
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In Sri Lanka, the GDP growth 
rate in real terms slowed down to
2.5 per cent in 1987 compared 
w ith  4.5 per cent, mainly as a result 
o f  a major drought, in late 1986. 
The rate o f  inflation rose signifi-
cantly, from  near price stability 
in 1985 to  6 per cent in 1986 and 
over 8 per cent in 1987.

Alm ost all subsectors o f agri-
culture, bu t especially paddy and 
coconuts, have been adversely af-
fected by a serious drought. Hence, 
agricultural ou tpu t is expected to 
decline by about 5 per cent in 1987 
com pared w ith the growth o f  2.6 
per cent in 1986.

Value added in manufacturing 
continued to  grow, rising at an 
estim ated average annual rate o f
7.5 per cent during 1985-1986 
and the same rate o f  growth was 
expected for 1987. In 1986, o u t-
put in the construction sector 
remained virtually flat during the 
past three years, reflecting the near 
com pletion o f  the major headworks 
o f  the Mahaweli project. In 1987, 
the construction sector was e x -
pected to expand at about 5 per 
cent largely owing to  downstream 
development in Mahaweli, road de-
velopment, flood protection  and 
building construction activities. The 
service sector was expected to  grow 
by more than 5 per cent in 1987. 
However, in recent years, the tou r-
ist industry has declined signifi-
cantly; by 1986, to tal tourist ar-
rivals had fallen by more than two 
fifths from their peak 1982 level.

The external sector imbalance 
which has been a recurrent feature 
o f  the Sri Lankan econom y has 
become a major constraint on eco-
nomic performance in recent years. 
The external current deficit more 
than doubled in 1985 and then nar-
rowed only slightly in 1986, r e -
maining over 9 per cent o f  GDP, 
as domestic supply-demand im -
balances continued and the ex ter-
nal environment deteriorated. A l-
though the special drawing rights 
value o f  Sri Lanka’s export earn-

ings declined by about 15 per cent 
during the first half o f  1987, the 
flow o f  im ports continued more 
or less at the same level as in 
1986, largely through utilization 
o f  foreign aid and the coun try ’s 
international reserves. During the 
period May 1986-May 1987, ex -
ternal reserves o f  Sri Lanka d e -
clined by  18 per cent.

Sri Lanka’s domestic saving 
rate recovered only slightly in 1986, 
to  just over 14 per cent, a little 
below the average for the period 
1978-1983. Much o f the variation 
in savings was due to  movements 
in the terms o f trade. The decline 
in tea prices during 1985/86 eroded 
the financial position o f  the pub-
licly-owned plantations, whose sav-
ings are included w ith those o f 
the private sector, and also led to 
sharply lower export tax receipts. 
Gross fixed capital form ation as 
a percentage o f  GDP has fallen 
every year since 1982, from 30.5 
to  23.6 per cent in 1986. This was 
mainly due to  weakening o f busi-
ness confidence and the completion 
o f  im portant com ponents o f  the 
Mahaweli programme contributing 
to a decline in investment activities 
by private enterprises and public 
corporations. While a substantial 
portion  o f Sri Lanka’s to ta l invest-
m ent is financed by foreign savings, 
the resource gap narrowed sharply 
from 15.2 per cent o f  GDP in 1982 
to 9.3 per cent in 1986.

In 1988, a greater expansion 
o f  economic activities, particularly 
in manufacturing, tourism, coastal 
fishing and construction, was ex-
pected mainly as a result o f  the 
favourable impact o f  the peace 
accord.

D. OTHER DEVELOPING 
ECONOMIES

The performance o f  the econo-
my o f  the Islamic Republic o f Iran, 
in which oil plays a predom inant 
role, has been adversely affected 
by falling oil prices and difficulties

in its oil shipments arising ou t o f 
the continuing G ulf war. As a 
result GDP is estim ated to  have 
stagnated in 1984/85, to  have 
fallen by about 1 per cent in 1985/
86 and then to have slumped by 
about 8 per cent in 1986/87 as 
a result o f  the impact o f  the oil 
price drop as well as war-time 
conditions. The country  has also 
suffered from the falling value 
o f the United States dollar since 
1985 since oil exports are general-
ly denom inated in United States 
dollars.

The agricultural sector showed 
some hopeful signs o f  improve-
m ent in recent years. There has 
been a rapid rise in cereal ou tput 
as a result o f  increased incentives. 
Sugar ou tp u t has also shown strong 
growth, w ith  increases in the o u t-
pu t o f  bo th  sugar-beet and cane. 
However, climatic changes in 1986/
87 also adversely affected the 
Islamic Republic o f Iran, w ith 
severe flooding in some areas.

The m odern industrial sector 
in the Islamic Republic o f  Iran, 
which produces a wide range o f 
m anufactures, including fertilizer, 
sugar, cem ent, textiles, machine 
tools and petrochemicals, has suf-
fered heavily owing to shortages 
o f  physical and hum an inputs. 
There have been chronic shortages 
o f  electric power as power stations 
have been a prime target in the 
war, and their maintenance and 
repair has no t been adequate. 
Delay in the com pletion o f  major 
power schemes has also contributed 
to the shortage. The traditional 
sector in the Islamic Republic o f 
Iran, comprising carpet-making, 
metalware, ceramics, jewellery and 
other crafts, is a major employer 
w ithin industry as a whole. While 
the handicraft industry has m ain-
tained remarkable resilience in bo th  
the major towns and m any villages, 
carpet production has increasingly 
faced severe international com peti-
tion from traditional producers 
o f  hand-woven rugs and carpets.
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In  1983/84  the value o f  the ex-
p o rt o f  carpets fell to  $69 mil-
lion from  $149 million in 1981/
82 and a peak o f  $425 million in 
1980/81.

Since 1983 there has been 
a declining trend  in export earn-
ings, mainly owing to  the fall 
in the volume and price o f  oil. 
Only a small volume o f  refined 
products is exported , am ounting 
to  approxim ately 39 ,000  barrels 
per day in 1985, com pared w ith
94 ,000  barrels per day in 1981. 
During the first ha lf  o f  the 
1980s export earnings from  o ther 
prim ary com m odities also declined. 
In  1985, oil accounted for 98 per 
cent o f  all exports.

In the early 1980s there has 
been a m ajor shift in the type o f 
goods im ported . The share o f  
capital goods in to ta l im ports 
declined from  30 per cent in 1979 
to  15 per cent in 1982. There 
was also a sharp cut in im ports o f 
consum er goods. However, the 
value o f  im ports o f  food and live 
animals rose rapidly th roughout 
the early 1980s, from  $1.5 billion 
in 1980/81 to  $2.4 billion in 
1983/84.

The current account o f  the 
Islamic Republic o f  Iran has m ain-
ly followed oil income develop-
m ents. Thus, increased oil volume 
in 1985 and drastic im port cuts 
re turned the balance o f  trade to  
surplus. However, w ith  the fall 
in oil prices and the lower volume 
available for export in 1986, ex -
po rt earnings plum m eted and thus 
a large trade deficit was incurred.

The national income o f  M on-
golia increased by  5.6 per cent 
in 1986. Industrial and agricul-
tural ou tp u t grew by  8.0 per cent 
and 12 per cent respectively.6 La-
bour productiv ity  in industry  was 
up by 5.8 per cent, in construction

6  Council for Mutual Economic 
Assistance, Economic Co-operation o f  
the CMEA Member Countries, No. 4,
1987, p. 105.

by  3.8 per cent, and in transport 
b y  6.9 per cent. In  1986, national 
income in real term s was 2.5 times 
the  level in I9 6 0 .7

Agriculture accounts for 25 
per cent o f  national incom e, and 
abou t 60  per cent o f  the co u n try ’s 
exports .8 Recently  the coun try  
has becom e self-sufficient in grain. 
In 1985, 890 ,000  tons o f  grain 
were harvested and the per capita 
grain p roduction  reached 450  kg, 
exceeding the w orld average.9 Li-
vestock breeding accounts for 70 
per cent o f  the gross agricultural 
o u tp u t. Mongolia is am ong the 
w orld ’s leading countries in term s 
o f  per capita head o f  cattle  and 
m eat p roduction : there are ap-
proxim ately  16 livestock per per-
son.

The share o f  industry  in na-
tional income rose from  14.6 per 
cent in 1960 to  32.6 per cen t in
1986. There has been a consider-
able grow th in the productive ca-
pacities designed to  strengthen the  
energy and raw materials base o f  
the national econom y and to  ensure 
a b e tte r  supply o f  food  and con-
sumer goods. The sectoral p a t-
tern  o f  industry  has been u nder-
going qualitative changes. The 
degree o f  processing agricultural 
raw m aterials has been on the 
rise. One o f  the m ost developed 
national econom ic branches o f  
Mongolia is light industry . It 
accounts for abou t 35 per cent o f  
the  export earnings o f  the  country , 
ab o u t 4 0  per cen t o f  the aggregate 
industrial and agricultural o u tp u t.

In 1986, the volume o f  foreign 
trade increased by 3.2 per cent 
over the previous year.10 The

7  National Report o f  the Mongolia 
People’s Republic, p. 6 .

8  News from  Mongolia, No. 13,
1986.

9  Ibid., No. 8 , 1986.
1 0  CMEA, Economic Co-operation 

o f  the CMEA Member Countries, No. 
4, 1987, p. 105.

volume o f  foreign trade is equiva-
lent to  ab o u t one th ird  o f  M ongo-
lia’s real national incom e. In the 
e ighth five-year plan (1986-1990), 
the volume o f  foreign trade is 
targeted to  increase by  20-25 per 
cent as com pared w ith  the  seventh 
five-year plan. Mongolia meets 
alm ost 90 per cent o f  its require-
m ents o f  investm ent goods and 
60  per cen t o f  consum er goods 
through im ports. Mongolia’s main 
trade partner is the Soviet Union, 
accounting for 80 to  9 0  per cent 
o f  the co u n try ’s foreign trade. 
From  a trad itional supplier of 
animal husbandry  products and raw 
materials, Mongolia is diversifying 
and becom ing an exporte r o f  semi-
processed and finished industrial 
goods. Mongolia exports, am ong 
others, hides and finished leather 
goods, camel w ool and goat fleece, 
non-ferrous m etals, tim ber, clothes, 
kn itted  goods, m eat and m eat 
p roducts. Foodstuffs, m anufac-
tured  consum er goods, buses, cars, 
household electrical goods, machine 
tools, agricultural machines and 
spare parts predom inate in M on-
golia’s im ports.

In 1987, the national incom e 
was expected to  grow by  n o t less 
than 5 per cent over 1986, and the 
o u tp u t o f  the agricultural and in-
dustrial sectors by  3 and 5.3 per 
cent, respectively. The to ta l vol-
um e o f  capital investm ents in 1987 
was targeted to  grow by 5.3 per 
cent over the  preceding year.

The national incom e o f  Viet 
Nam in 1986 increased by 4  per 
cen t over 1985. However, food p ro -
duction  remains a m a tte r  o f  great 
concern. A lm ost stagnant agricul-
tural o u tp u t in 1986 resulted in 
decline in per capita food pro-
duction  from  304  kgs in 1985 
to  301 kgs in 1986. In  the first 
h a lf  o f  1987, o u tp u t o f  rice and 
subsidiary crops was adversely 
affected by  hailstorm s and drought.

In 1986, livestock production  
grew b y  2.2  per cen t. Indus-
trial o u tp u t was estim ated to  be
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up nearly 8 per cent on the year 
for the first six m onths o f 1987, 
w ith investment in the productive

Box I.7. Foreign investment code of Viet Nama
Beset by severe balance-of-pay-

ments constrainsts which have caused 
a slow-down in its economic growth, 
the Government of Viet Nam has 
been making persistent efforts to at-
tract foreign capital inflows. Towards 
this end, it promulgated a new Invest-
ment Code on 1 January 1988, super-
seding the Investment Code of 18 
April 1977. The new Code, which has 
substantially modified the previous 
Code, reflects a flexible and pragmatic 
approach by the Government aimed 
at facilitating and speeding up foreign 
investment inflows from developed as 
well as developing countries. The 
policy towards foreign investment in 
developing countries generally centres 
on five major issues: definition of
foreign capital; permissible and pri-
ority areas for investment; foreign 
ownership (and control); performance 
requirements; and investment incen-
tives.

The definition of foreign capital 
in the Code is broad. A foreign partner 
can contribute capital in the form of 
foreign currency; plants, buildings, 
equipment, machineries, tools, com-
ponents and spare parts; and patents, 
technical know-how and technical 
services.

All regions and almost all sectors, 
including public utilities, are open for 
foreign investment. However, the 
Code delineates priority areas for 
foreign investment, including produc-
tion for export and for import sub-
stitution. A detailed list of industries 
and sectors in which foreign invest-
ment is encouraged will be published 
by the State organization responsible 
for management of foreign investment.

The policy with respect to foreign 
ownership and control has three 
major facets: foreign ownership,
employment of national personnel 
and foreign control at the enterprise 
level. One of the major revisions in 
the Code relates to the maximum

a Based on an unofficial English 
translation of the Code provided to 
the secretariat by the Government of 
Viet Nam.

share of foreign capital that is per-
mitted. This share has been raised 
from 49 to 100 per cent foreign owner-
ship and management. Moreover, there 
is no upper limit for the sum of capital 
that a foreign investor can invest in 
Viet Nam. The Code retains the mini-
mum requirement of 30 per cent 
foreign ownership of capital in a joint 
venture operating in Viet Nam. For-
eign investors can enter into various 
forms of agreement with host country 
partners such as joint ventures, pro-
duction-sharing agreements, technical 
assistance agreements, etc. While the 
duration of the venture with foreign 
capital cannot, in principle, exceed
20 years, it may be extended for a 
longer period in special cases. The 
Code stipulates that priority should 
be given to Vietnamese nationals 
in the recruitment of personnel for 
enterprises with foreign capital. How-
ever, employment of expatriate per-
sonnel is allowed when Vietnamese 
personnel of sufficient calibre are 
not available.

The major performance require-
ments for foreign enterprises in most 
developing countries generally take the 
form of export obligations, utilization 
and processing of domestic raw ma-
terials and natural resources and em-
ployment generation. The Vietnamese 
Code does not specify such perform-
ance obligations of enterprises re-
ceiving foreign financial or technolo-
gical participation and inter alia seems 
less restrictive. Regarding export 
obligations, foreign enterprises are 
not required to export a minimum 
amount of their output. Nevertheless, 
the guiding principle is that they have 
to meet their own foreign exchange 
needs.

The Code contains provisions 
guaranteeing: (a) repatriation of in-
come, profit, interest as well as capital 
invested; and (b) protection of for-
eign investment against nationalization. 
The Code accords liberal fiscal incen-
tives to stimulate foreign investment. 
The corporate income tax levied on 
foreign enterprises has been reduced 
from the range of 30 to 50 per cent in 
the old Code to 15 to 25 per cent in

the new Code. It must be noted that 
the current range of corporate income 
tax on foreign enterprises is quite low 
compared with the norm of 30 to 40 
per cent in other developing countries 
of the ESCAP region.

The State organization for man-
agement of foreign investment is em-
powered to grant tax holidays exempt-
ing foreign enterprises from payment 
of income tax for up to two years 
starting from the first year in which 
a profit is made. Foreign enterprises 
may also be allowed a 50 per cent re-
duction in income tax for a maximum 
period of two successive years. Fur-
ther incentives in the form of reduc-
tion of income tax up to 10 per cent 
of earned profits and extension of the 
period of income tax exemption may 
be granted at the discretion of the 
State organization for management of 
foreign investment. While foreign 
enterprises are liable to pay tax from
5 to 10 per cent on repatriation of 
profits, reduction of, or exemption 
from, this tax may be permitted. Fur-
thermore, the State organization for 
management of foreign investment has 
the discretion to grant further incen-
tives including exemption from, or 
reduction of, export and import duties 
in spheres where foreign investment is 
particularly encouraged.

As alluded to in the Code, a 
State organization for management of 
foreign investment has been set up to 
deal with matters pertaining to foreign 
investment. The major functions 
of this body include the formulation 
of investment priorities and the range 
of incentives, the screening and proces-
sing of investment applications, and 
granting of incentives.

The Code provides that further 
regulations will be enacted with a 
view to facilitating investment inflows 
from overseas Vietnamese residents. 
Cognizant of the fact that the foreign 
exchange arrangement is an impor-
tant factor influencing foreign in-
vestment inflows, the Government 
is in the process of deciding on a 
single foreign exchange rate that 
will be applied to all business tran-
sactions.
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sector growing rather slowly at 
4 .0 per cent. Investment appears 
to  have been directed away from

industry as agriculture’s share rose 
to  29 per cent from 24.5 per cent 
in 1986 (including forestry and



w ater conservancy). Perform ance 
was particularly disappointing in 
textiles, sugar, paper, soap and 
detergent owing to  shortage o f  raw 
materials.

In 1986, exports  and im ports 
estim ated at $641 million and 
$1,590 million, respectively, resulted 
in a trade deficit o f  $949 million. 
The rate o f  inflation was estim ated 
at 700 per cent for 1987.

Several reform s were in tro -
duced in 1986 and early 1987, 
especially in the field o f  wages 
and distribution o f  goods. A n u m -
ber o f  measures were initiated 
w ith  a veiw to  encouraging over-
seas Vietnamese to  rem it funds 
to  V iet Nam in order to  augm ent 
the m uch-needed foreign exchange 
inflows (see box  I .7, p. 41). Sub-
stantial ta r iff  reductions have been

announced  for im ports o f  invest-
m en t goods used in m ost eco -
nom ic activities, including agri-
culture , industry , fisheries and 
public health . These reductions are 
to  bring the cost o f  such goods 
in to  line w ith  the price on the 
free m arket. Renewed a tten tion  
is being paid to  improving the 
quality  o f  goods entering the state 
wholesale sector.
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III. LEAST DEVELOPED AND PACIFIC ISLAND  
ECONOMIES

A s far as can be judged from 
the limited data available,1 

the recent rate o f  grow th o f  per 
capita income in most o f the 
region’s least developed coun-
tries fell, stagnated or rose very 
slowly. In most cases, per capita 
grow th has been considerably 
lower than  2 per cent, while some 
o f  the smaller Pacific island eco-
nomies have had declining per 
capita incomes. In V anuatu, per 
capita income has declined for 
tw o successive years; the per 
capita income o f  Kiribati fell 
by 9 per cent in 1985.

The vulnerability o f  the agri-
cultural sector illustrates the se-
verity o f  the food security p rob-
lems in the least developed coun-
tries. The low growth rates o f 
food production  and above-average 
population grow th rates in the 
m ajority  o f  the region’s least 
developed countries make it ne-

1 Any discussion on current eco-
nomic developments and recent growth 
performance in the least developed 
and Pacific island economies of the 
ESCAP region must be prefaced by 
cautioning the reader on the reliability 
of the available macro-economic data 
for most of the countries discussed in 
this chapter. With few exceptions, these 
countries are still in the process of 
developing the basic data series that are 
prerequisites for the compilation of 
the national accounts and related macro- 
economic aggregates. As such, it would 
be advisable to treat the data pub-
lished and the accompanying analy-
sis as providing only broad indications 
of the level and pace of economic 
activity in the countries concerned.

cessary for them  to spend a large 
am ount o f  their foreign exchange 
receipts for food grain imports. In
1985, for instance, in Afghanistan, 
Bangladesh, Bhutan, Nepal, Samoa 
and V anuatu, the rate o f  popula-
tion growth exceeded that o f  food 
production; only Burma and the 
Lao People’s Democratic Republic 
were able to  achieve overall food 
self-sufficiency.

A disquieting aspect o f  the 
lack o f  food self-sufficiency in 
the least developed countries is 
widespread m alnutrition, which is 
most serious among vulnerable 
groups in rural areas where the 
majority o f  the people live. The 
problem is no t simply one o f 
augmenting aggregate food supply 
bu t also o f  improving its distri-
bu tion  and generating effective 
demand.

The flow o f  official develop-
m ent assistance (ODA) to  the 
least developed countries o f  the 
ESCAP region has no t registered 
any satisfactory increase over the 
first half o f  the decade. The net 
ODA flow from DAC member 
countries to  these countries de-
clined marginally from $1.88 bil-
lion in 1985 to $1.84 billion in
1986, expressed in constant prices 
w ith  adjusted exchange rates (see 
box I.8).

The developing Pacific island 
countries have generally registered 
a poor economic performance in 
recent years, w ith real GDP growth 
reaching 3 per cent or less for 
m ost island countries in 1986, 
the latest year for which data are

available. This was largely the 
result o f  external factors. These 
included unfavourable prices for 
the m ajor export com m odities o f 
the subregion, notably  vegetable 
oil products, and the adverse im -
pact o f  natural disaster (on the 
Solomon Islands). The relatively 
unfavourable economic perfor-
mance in Australia and New 
Zealand also contributed to poorer 
earnings from tourism in some is-
lands, including Vanuatu The 
adverse external circumstances 
created pressures on the fiscal 
and external balances, resulting in 
a more restrained rate of public 
spending and aggregate dem and in 
several countries.

A. LEAST DEVELOPED 
COUNTRIES

1. Macro-economic performance

With the inclusion o f Burma 
in the category o f  least developed 
countries, the num ber o f  this 
group o f  countries in the Asian 
and Pacific region stood at 112 out 
o f  a to tal o f  41, as o f  December
1987. However, in terms o f  po p u -
lation the region’s least developed 
countries account for about half 
o f  the total population o f  the 
least developed countries o f the 
world. This indicates tha t the 
problem  o f  underdevelopment re-

2  Afghanistan, Bangladesh, Bhutan, 
Burma, Kiribati, the Lao People’s De-
mocratic Republic, Maldives, Nepal, 
Samoa, Tuvalu and Vanuatu.

43



Box I.8. Development assistance to the ESCAP least developed countries
The prospects of the least de-

veloped countries of the ESCAP 
region attaining the aid target of the 
Substantial New Programme of Ac-
tion for the 1980s for the Least 
Developed Countries appear, with a 
few exceptions, to be getting more 
distant. Neither of the two alter-
native official development assistance 
(ODA) targets set out in the Pro-
gramme have even a remote chance 
of being fulfilled before the Pro-
gramme fot the 1980s is concluded.

The first of these two targets, 
requiring all bilateral donors to pro-
vide, by 1985 or as soon as possible 
thereafter, 0.15 per cent of their 
gross national product (GNP) as 
ODA to the least developed coun-
tries, was fulfilled in 1985, by 6  

out of 18 members of the Develop-
ment Assistance Committee (DAC), 
while the DAC countries as a group 
achieved a little over half that target,

i.e., 0.08 per cent of their combined 
GNPs.a

The average annual flow of 
ODA to the eight ESCAP least de-
veloped countries during 1976-1980 
was estimated at $1.4 billion. The 
1981-1986 average flows for the same 
eight countries, according to data 
available (see table) can be estimated at 
$ 1 . 8  billion at current prices and ex-
change r ates, an increase of 28.6 
per cen t.b

a Development Assistance Com-
mittee, DAC Chairman’s Report for  
1987 (DAC/(87)14), table 2, p. 12.

b For Afghanistan and the Lao 
People’s Democratic Republic, the
1986 flows are assumed at $259.7 
million and $115.9 million respec-
tively, which are averages during 
1981-1985, see Survey, 1986, p. 49.

Net disbursement of ODA to the 
present 1 1  least developed coun-
tries of the ESCAP region in current 
dollar terms fluctuated between the 
lowest of $1.61 billion in 1983 to 
$2.25 billion in 1986 over the period
1980-1986. In terms of constant 
prices and exchange rates, the lowest 
and the highest values of $1.58 and 
$1.88 billion are estimated in 1983 
and in 1985 respectively. Price and 
exchange rate changes in recent years 
have greatly distorted financial flow 
data. It is interesting to observe that 
the $2.25 billion current dollar aid 
flow to the 11 countries in 1986, 
representing a 19.7 per cent rise over
1985, reduces to $1.84 billion in 
constant dollar and exchange rate 
terms, a decrease of 2 . 1  per cent 
over the 1985 flow of $1.88 billion. 
Per capita real aid receipts for the 
group of 1 1  countries have stagnated 
at $ 1 0 - $ 1 1  over the period.

N et disbursem ent o f  official developm ent assistancea to  the  ESCAP least developed countries, 1980-1986 
( Millions o f  US dollars)

1980 1981 1982 1983 1984 1985 1986

Afghanistan 30.8 2.6 8.9 15.7 7.3 18.3 6.0

Bangladesh 1 212.3 1 047.6 1 220.2 970.4 1 186.6 1 142.0 1 373.4

Bhutan 8.3 9.8 11.3 12.9 17.6 21.3 31.7

Burma 308.7 283.4 319.0 302.0 274.9 355.7 416.1

Kiribati 19.2 15.3 15.1 16.8 12.0 12.1 13.4

Lao People’s 
Democratic 
Republic 40.8 35.0 38.3 29.7 34.2 37.0 46.7

Maldives 6.3 6.6 3.9 7.4 6.2 10.5 16.0

Nepal 156.3 171.8 200.6 201.7 199.2 237.8 296.3

Samoa 25.7 25.0 22.9 26.7 20.3 19.1 23.1

Tuvalu 4.9 5.4 6.3 4.2 5.5 3.4 4.4

Vanuatu 44.0 30.5 26.0 26.9 24.5 21.8 24.4

Totalb 1 857.3 1 633.0 1 872.5 1 614.4 1 788.3 1 879.0 2 251.3

Totalc 1 728.8 I 576.7 1 846.3 1 579.9 1 807.8 1 879.0 1 835.7

Per capita flowsd 11.0 9.8 11.2 9.3 10.4 10.6 10.2

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

a Net disbursement from members of the Development Assistance Committee of the OECD and multilateral agencies. 
b Total in current United States dollars. c Total in constant prices and adjusted exchange rates. Per capita real 

flows in United States dollars for all ESCAP least developed countries.
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in the 1980s
This rather disappointing record 

of aid flows to the least developed 
countries of the region is in line 
with the continuing crisis in capital 
flows since 1982, characterized by 
declines in most major components 
to virtually all groups of develop-
ing countries. c

The flow of ODA in current 
dollar terms to Bangladesh, the lar-
gest aid recipient among the least 
developed countries of the region, 
remained stagnant at around $ 1 . 2  

billion for most of the 1980-1986 
period. However, there was a sharp 
downturn in 1983. On the other 
hand, for the other two large recipi-
ents, Burma and Nepal, a general 
rising trend is discernible despite 
year-to-year fluctuations, and for both 
countries ODA flows in current prices 
in the mid-1980s are much higher 
than the levels attained by them 
earlier in the decade. No firm trend 
is noticeable for Maldives. Its aid 
receipts came mainly from the OPEC 
members in western Asia and their 
aid flows have declined sharply since 
1982. In 1985 and 1986, the cur-
rent dollar aid flow to Maldives showed 
sharp upturns again, large propor-
tions of which are, however, price 
and exchange rate effects. Bhutan 
is the only country in the group 
that displayed an uninterrupted in-
crease in the ODA flow, which rose 
from $8.3 million in 1980 to $31.7 
million in 1986.

Afghanistan’s receipt of ODA 
from members of the Development 
Assistance Committee of OECD and 
multilateral agencies declined sharply 
after 1980. Similarly, the ODA 
flows to the Lao People’s Democra-
tic Republic from these sources 
showed no significant improvement 
during 1980-1986.d

Aid flows to the four least de-
veloped Pacific island countries over 
the recent past have been very dis-
appointing. For Kiribati, Samoa, 
Tuvalu and Vanuatu, the levels of 
ODA in current dollar terms in the 
1985-1986 period were much lower 
than in the early 1980s.

c UNCTAD, Review o f  Interna-
tional Monetary and financial Ques-
tions related to Trade and Develop-
m ent (TD/B/C. 3/215), p. 8 .

d See footnote b.

presented by the existence o f 
such countries is no less serious 
than in any other developing re-
gion and tha t the flattering image 
o f Asia as having largely rid itself 
o f  its past inheritance o f  back-
wardness is greatly exaggerated.

In spite o f  continuing diffi-
culties in bo th  the external en -
vironment and domestic develop-
ments, the rate o f  growth o f  o u t-
put in a num ber o f the region’s 
least developed countries increased 
in 1986 and 1987 (see table I .8). 
The GDP o f  Afghanistan grew 
at the rate o f  3.3 per cent 
in 1986/87 compared w ith that 
o f  0.1 per cent in the previous 
year, owing to  increased p ro-
duction in the agricultural and in-
dustrial sectors. For 1987/88, 
GDP was estimated to  have in-
creased by 4.5 per cent. However, 
the econom y continued to  suffer 
because o f  continuing political 
problems. The first five-year socio-
economic plan (1986-1991), ap-
proved by the Governm ent in 
February 1986, envisages economic 
growth o f  25 per cent (compared 
w ith an official estimate o f  only 
2 per cent average annual growth 
rate since 1978), with the indus-
trial production set to increase by 
38 per cent and agricultural p ro -
duction by 14-16 per cent. Despite 
recent improvements in economic 
perform ance, the prospects o f  these 
targets being achieved do n o t look 
bright.

The econom y o f Bangladesh 
achieved an annual growth rate 
o f  4 per cent in the first two 
years o f  the third five-year plan 
(1985/86-1989/90), as compared 
w ith the overall target o f  5.4 per 
cent annual growth rate for the 
plan period.3 Reflecting the 
widespread feeling tha t the sta-
tistical base o f  such estimates

3 
For a more detailed account of 

the macro-economic performance of 
Bangladesh economy, see pp. 35-37, this 
Survey.

needs to  be strengthened, the Na-
tional Income Commission was set 
up to assess the contribution o f 
different sectors to  the national 
econom y and to ensure proper 
and systematic collection o f  data 
and m ethodology for the prepara-
tion o f reliable estimates o f na-
tional accounts.

In Bhutan, GDP grow th rate 
increased by 9.2 per cent in 1986, 
compared w ith  the grow th rate o f
3.3 per cent in the previous year. 
This was due to  the inclusion o f 
hydroelectricity  generated by the 
Chukha project w hich started in 
Septem ber 1986. Consequently, 
the average annual grow th rate o f 
ou tpu t during 1981-1986 period 
reached 6.3 per cent. The sixth 
five-year plan (1987-1992), which 
was launched in July  1987, e n -
visaged at to ta l outlay o f  Nu 
9,485 million, o f  which develop-
m ent expenditure and current ex -
penditure will account for 63 
and 37 per cent respectively. 
A major plan objective is to  pursue 
further the decentralization p ro -
cess which was initiated during 
the fifth  plan period.

The annual average growth 
rate o f  GDP achieved by Burma 
during the fou rth  four-year plan 
period (1982/83-1985/86) was 5.0 
per cent. This comparatively fa-
vourable economic grow th rate 
was attribu ted  to  the improvement 
in the planning process and greater 
participation o f  the people in 
plan im plem entation. However, the 
GDP growth in 1986/87 slowed 
dow n to 3.6 per cent as a result 
o f  lower ou tpu t in the agricultural 
sector because o f  drought condi-
tions brought about by the late 
onset and early w ithdrawal o f  the 
m onsoon.

In the Lao People’s Dem ocra-
tic Republic, the annual growth 
rate o f  ou tpu t averaged over 5 
per cent betw een 1982 and 1985 
w ith  large fluctuations; the growth 
o f  the econom y has been on an 
upward trend since 1984 as a re-
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suit o f  continuing good harvests. 
The econom y continued to  improve 
in 1986, benefiting from favour-

Table I .8. Selected least developed economies in the ESCAP region. Growth rates and relative share o f  com -
ponents o f  GDP at constant prices, 1982-1987

Total
Growth rates Sectoral ratesa

Agriculture Industry Services Agriculture Industry Services

Afghanistan
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 21.6 13.8
1985 0.1 – 0.6 6.5 – 10.1 58.3 29.4 12.4
1986 3.3 1.6 6.3 4.3 57.3 30.2 12.5
1987b 4.5 2.2 6.5 8.8 56.1 24.2 19.7

Bangladesh
1982 0.8 0.9 3.1 – 0.2 48.8 15.2 36.0
1983 3.6 4.6 0.6 3.5 49.2 14.8 35.9
1984 4.2 1.6 8.3 6.1 48.0 15.4 36.6
1985 3.7 1.0 6.2 6.3 46.7 15.8 37.5
1986 4.4 3.4 2.3 6.6 46.3 15.4 38.3
1987b 4.5 1.6 7.9 6.6 45.0 15.9 39.1

Bhutan
1982 10.8 11.5 18.3 5.5 49.2 18.9 33.8
1983 6.1 18.3 5.4 3.9 49.7 18.8 33.2
1984 2.6 5.4 – 3.7 5.3 50.2 17.6 34.0
1985 3.3 6.7 – 10.2 5.6 51.9 15.3 34.8
1986 9.2 9.4 21.0 2.4 52.0 17.0 32.7

Burma
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 9.4 5.2 37.6 16.0 46.4
1985 6.2 2.5 4.7 5.6 36.9 16.0 47.0
1986 3.6 3.0 6.2 3.3 36.7 16.4 46.8
1987 5.0 5.5 9.0 3.2 36.9 17.1 46.0

Lao People’s Democratic Republic
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
1985b 7.2 7.1 15.9 1.4 76.8 10.2 13.0

Maldives
1982 7.5 – 5.3 14.8 18.1 35.5 15.5 49.3
1983 4.4 6.3 4.5 3.2 35.8 15.5 48.6
1984 13.9 15.8 8.6 14.2 36.4 14.8 48.8
1985 15.3 20.9 4.2 14.5 38.2 13.4 48.4
1986 4.2 3.6 8.2 3.6 38.0 13.9 48.1

Nepal
1982 3.8 4.6 ---------- 2.6 ---------- 60.3 ---------- 3 9 .7  ----------
1983 – 3.0 – 1.1 ---------- –5.8 ---------- 61.5 ---------- 38.5 ----------
1984 7.8 9.5 ---------- 4.9 ---------- 62.5 ----------37.5 ----------
1985 3.0 2.4 ---------- 4 . 0 ---------- 62.1 ----------3 7 .9  ----------
1986 4.0 4.4 ---------- 3.4 ---------- 62.3 ---------- 37.6 ----------
1987 2.3 1.0 ---------- 4 . 4  ---------- 61.6 ---------- 38.4 ----------

Sources: National sources; and ADB, Key Indicators o f  Developing Member Countries o f  ADB, vol. XLI, No. 5 (July 1986).

a The sectoral shares might not add up to 100 per cent owing to import duties and imputed bank service charge. b Es-
timated.
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able w eather, improved incentives 
and easing o f  im port constraints. 
During the first plan period (1981-

1985), official inform ation indi-
cated the achievement o f  self- 
sufficiency in food production



and higher literacy rate. The 
second five-year plan (1986-1991), 
which was adopted in November
1986, has the main objectives o f 
sustaining self-sufficiency in food 
production and developing natural 
resources, especially hydropow er 
and timber.

In Maldives, real GDP in-
creased at an annual average rate 
o f  15 per cent during 1984-1985 
compared w ith a 6 per cent an-
nual increase in 1982-1983. This 
strong perform ance was associated 
w ith  a substantial increase in the 
fish catch, owing to  a rise in the 
num ber o f  mechanized fishing 
vessels and improved fuel dis-
tribution system for those ves-
sels. Tourist arrivals also increased 
rapidly, reflecting the expansion 
o f  new resorts and related faci-
lities. In 1986, however, economic 
activity slowed down markedly 
as a result o f  unfavourable weather 
conditions which hampered fish-
eries activity. During 1987, the 
coun try  was hit by three unex-
pected high tidal waves, causing 
heavy damage to  the assets and 
crops in the low-lying islands.

In Nepal, GDP growth fell 
to  2.3 per cent in 1986/87. Dur-
ing the sixth plan period (1981- 
1985), the annual average growth 
rate o f  GDP was 4.1 per cent in 
real terms as compared with the 
target o f  4.3 per cent. However, 
this masks the highly volatile 
year-to-year performance, which 
ranged from the negative rate 
o f  3.0 per cent in 1982/83 to
8 per cent in 1983/84. The GDP 
growth rate during 1984/85 was 
reported at 3 per cent, owing to  
sluggish agricultural and industrial 
p roduction. It improved slight-
ly as a result o f  the expansion 
in the agricultural and industrial 
p roduction in 1985/86.

The four least developed island 
countries o f  the Pacific, Kiribati, 
Samoa, Tuvalu and Vanuatu, have 
also experienced slow economic 
growth owing to  stagnant agri-

cultural production and decline in 
the export prices o f  their com m od-
ities. Apart from serious structur-
al problems, these countries suffer 
from geographical disadvantages as 
they are located far away from the 
main international shipping routes. 
These economies are also suscep-
tible to  frequent natural disasters.4

In Kiribati, with the term ina-
tion o f  phosphate mining in 1979, 
the Government began to  focus 
its a tten tion  on increasing the 
ou tp u t o f  coconuts and fishing. 
However, despite the Governm ent’s 
incentives to producers, copra pro-
duction has been volatile because 
o f  export price fluctuations and 
weather conditions. In ' contrast, 
commercial fishing expanded sharp-
ly and its share o f  GDP almost 
tripled between 1979 and 1984. 
On the o ther hand, progress in de-
veloping other resources has been 
minimal. Both copra and fisheries 
are exported  in unprocessed form. 
With the establishment o f an ex-
clusive economic zone o f  over 3 
million sq km in the Pacific, fish-
ing offers the best overall prospects 
for the country.

During the 1982-1986 period, 
Samoa had a rather slow growth 
rate o f  GDP, ranging from – 1.1 to
2.2 per cent. The m arket value o f  
its exports o f  agricultural and for-
estry products diminished and the 
price o f  its most im portant pro-
duct, copra, fell from $1,050 per 
ton  in 1984 to  an all-time low o f  
$390 in 1985.

In Vanuatu, the annual aver-
age GDP growth rate in real terms 
was 2.0 per cent between 1982 
and 1986. However, the economy 
was adversely affected by major 
cyclones in 1985 and 1987, which 
caused widespread damage to  agri-
cultural crops, including copra, 
the main export and foreign ex-
change earner. Manufacturing con-

4  For greater details on some of 
these economies, see the following 
section on Pacific island countries.

tributed less than 5 per cent. 
Tourism and financial services are 
im portan t sources o f  revenue.

2. Sectoral performance

(a) Agriculture

Agriculture constitutes the lar-
gest com ponent o f  GDP in most 
o f  the least developed countries 
o f  the region. This sector contri-
butes well over 50 per cent o f  the 
total GDP (except in Bangladesh, 
Burma and Maldives), provides em -
ploym ent for 80 per cent o f the 
labour force and accounts for 
over half o f  the exports. However, 
the performance o f  these coun-
tries in the agricultural sector has 
been mixed and o u tpu t growth 
has fluctuated frequently owing 
largely to weather conditions, with 
slow growth as the main feature 
in most countries in the 1980s.

During 1987, agricultural o u t-
pu t grew at a slow pace in the 
m ajority o f  the least developed 
countries. In Afghanistan, the 
rate o f growth o f  agricultural o u t-
p u t continued to  be m odest, partly 
as a result o f  a reduction o f  total 
area under cultivation by  18,000 
hectares in 1986/87, compared 
w ith the previous year. Produc-
tion o f  cereals and raw cotton 
correspondingly declined.

In Bangladesh, the rate o f 
grow th o f  the agricultural sector 
in 1987 was only 1.6 per cent 
owing mainly to  the lower p ro -
duction o f  ju te , which fell by 
over 20 per cent from the pre-
vious year’s production level. Suc-
cessive floods and heavy rain caused 
extensive damage to  the econo-
m y estimated at about $1,000 
million. In  Bhutan, the fifth 
plan (1981-1987) target o f  self- 
sufficiency in food production 
could not be achieved. The coun-
try ’s demand for rice was met 
largely by im ports from India. 
However, there was a continuing 
progress in the production o f cash
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crops such as po tatoes, apples 
and oranges. In Nepal, agricultural 
o u tp u t grew at the rate o f  1 per 
cent in 1986/87 because o f  u n -
favourable w eather conditions and 
also on account o f  the deterioration 
o f  ju te  prices in the previous year. 
P roduction o f  cereals was adverse-
ly affected owing to  drought in 
late 1986 and floods in early
1987.

In the Lao People’s D em o-
cratic Republic, a poor harvest 
was expected, particularly in the 
m ountain  area in the middle o f
1987 on account o f  the  late ar-
rival and weak in tensity  o f  m o n -
soon rains. However, Burma 
achieved a rate o f  grow th o f  agri-
cultural o u tp u t o f  over 5.5 per 
cent in 1987, which was above 
the 4 per cent annual grow th 
target envisaged by  the Substan-
tial New Programme o f  A ction for 
the 1980s for the Least Developed 
Countries. Measures were taken 
in Burma to  raise agricultural 
o u tp u t through widespread adop-
tion o f  im proved m ethods o f  cul-
tivation, including d istribution  o f  
agricultural inputs and im plem ents,

and an increase in the area under 
cultivation.

The agricultural sector in small 
South  Pacific island least developed 
countries, K iribati, Sam oa and 
V anuatu , were badly affected by 
w eather and o ther unfavourable 
conditions in 1986/87 . Severe 
cyclones caused significant damage 
to  V anuatu  in early 1987. M ore-
over, the steep drop in prices 
in  coco n u t products adversely af-
fected these econom ies.

In Tuvalu, agriculture is essen-
tially o f  the  subsistence type  and 
the resources are extrem ely  lim ited. 
The coun try  has only  one export 
crop, copra. A crop developm ent 
program m e has been launched w ith  
the aim o f  achieving self-suffi-
ciency in food p roduction  and 
in troducing new crops w ith  im -
port substitu tion  and export p o te n -
tial. The prospects for fishing are 
also good, as the  co u n try  pos-
sesses a vast exclusive econom ic 
zone.

Owing to  the continued  p ro -
blems in the agricultural sector, 
inadequate food supply and  re -
sultant m alnu trition  rem ain a seri-

ous concern in the  m ajority  o f  the 
region’s least developed countries. 
The per capita pro te in  and calo-
rie in take in general are far be-
low the norm ative requirem ent 
levels (see table I .9).

(b ) In d u stry

In  m ost o f  the  least developed 
countries, the  m anufacturing sec-
to r  consists m ainly o f  proces-
sing prim ary com m odities and 
producing consum er goods. Food , 
beverages, tobacco  and textiles 
account for tw o thirds o f  the to ta l 
m anufacturing activities in m any 
o f  these countries. As a result, 
this sector is closely linked w ith  
the  agricultural sector w hich p ro -
vides b o th  raw materials as well 
as m arkets for the industrial p ro -
ducts. The generally weak per-
form ance in the agricultural sector 
has adversely affected  industrial 
grow th as well as overall econom ic 
perform ance in these countries.

In Afghanistan, the  o u tp u t o f  
the industrial sector grew by 
over 6 per cent betw een 1985 and
1987. During this period the  p ro -

Table I.9. Selected least developed economies in the ESCAP region. Daily per capita protein and calorie supplies, 
selected years

Protein
(grams)

Caloriea
(calories) Normativeb 

requirement
1975 1980 1985 1975 1980 1985

Afghanistan
. . .

. . . 2 010 2 220 2 180 .  .  .
Bangladesh 39 39 41c 1 760 1 820 1 870b 2 310
Burma 57 62 63 2 220 2 360 2 510 2  160
Kiribati 58 67 68c 2  160 2 670 2 520 . . .

Lao People’s Democratic 
Republic 49 56 61 1 840 2 100 2 320 2 220

Maldives 62 54 55c 1 750 1 980 1 950 2 210
Nepal 49 51 51 2 030 1 960 2 000 2 200

Samoa 54 58 . . . 2  260 2 400 2 300 2  280
Vanuatu 65 66 63c 2 400 2 420 2 290 2  160

Source: FAO Basic Data Unit, Statistics Division, 9 January 1987.
a Figures are rounded to the nearest ten. b Survey, 1985, p. 75. c  1984 estimate.
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duction o f  natural gas increased 
and measures were taken to  op ti-
mize the use o f  the existing capa-
city o f  the plants and to  bring 
additional plants in to  operation. 
Greater emphasis was given to 
agro-based industries. A new in-
vestment law was prom ulgated to 
encourage private investment. A 
central office has been set up to 
expand the activities o f  the private 
sector in the econom y, including 
providing technical and economic 
advice to  private entrepreneurs.

The industrial sector in Bang-
ladesh, which progressed well in 
1983/84 and 1984/85 w ith growth 
rates o f 8.3 and 6.2 per cent, 
decelerated to  2.3 per cent in 
1985/86. However, it was esti-
m ated to  pick up again to  8 per 
cent in 1986/87. The fluctuations 
were mainly on account o f  uneven 
development o f  the ju te  m anufac-
tures and garment m arkets. The 
la tter suffered severely from the 
export restrictions imposed by de-
veloped countries in early 1986. 
In early 1986, the industrial policy 
was thoroughly reviewed in the 
light o f  past experience and a new 
industrial policy was introduced 
to  accelerate industrialization in 
the country . A high-powered com -
m ittee was established w ith  a view 
to  facilitating industrial investments 
and entrusting greater responsibi-
lity to  the principal development 
institutions. In June 1987, the 
Industrial Enterprises Bill was pas-
sed which em powered the Govern-
m ent to  transform  nationalized 
corporations in to  holding com -
panies which would then sell shares 
to  the public to  widen the owner-
ship base. W orkers’ representa-
tives would be elected on the 
Board o f  Directors o f  these en -
terprises to  safeguard the interests 
o f  workers.

In Bhutan, industrial ou tpu t 
o f  o ther than forest-based pro-
ducts consists o f  a small range o f 
consumer goods (soap, liquor) and 
a few interm ediate goods (cement).

More than tw o thirds o f  the to tal 
industrial ou tp u t and em ploym ent 
(excluding construction) are ac-
counted for by the three major 
enterprises: the Penden Cement
A uthority , the Arm y Welfare Pro-
jec t (distilleries) and the Bhutan 
F ruit Products Company.

In Burma, the average annual 
rate o f  growth in the m anufactur-
ing sector recorded for the fourth  
four-year plan (1982/83-1985/86) 
was 6.1 per cent and a high rate o f 
growth o f  9 per cent was achieved 
in 1986/87 (see box I .9). This 
was a ttribu ted  to  the measures 
taken to  enable factories and 
plants to  run at their full capacity 
and to  ensure the availability 
o f  raw materials and spare parts –  
bo th  domesitic and im ported. E f-
forts to  improve the supervision 
and co-ordination  o f  im plem enta-
tion o f  the on-going projects 
have also contributed to  indus-
trial growth.

In the Lao People’s Democra-
tic Republic, the industrial sector 
which is comprised o f  a num ber 
o f  state industrial enterprises, m ost-
ly located in and around Vientiane, 
achieved a growth rate o f  16 per 
cent in 1985. This was in con-
trast to  the deceleration experi-
enced in the past, particularly in 
1983 and 1984, owing to  lack o f 
adequate raw materials, equipm ent, 
spare parts, qualified expertise and 
m arkets. In order to  revitalize this 
sector, the Government introduced 
m ajor reforms in 1985 involving 
increased prices to  reflect actual 
production  costs and increased 
wages. Moreover, the managers 
o f  several public enterprises were 
given greater freedom to  make their 
own production and marketing 
decisions. Priority is being given 
to  the processing o f  agro-industries 
aimed at meeting the growing in-
ternal dem and for daily consum p-
tion goods and for exports.

The m anufacturing sector in 
Maldives accounts for about 5 per 
cent o f  GDP because o f  the limited

size o f  the domestic m arket and a 
lack o f  raw materials. The major 
activities in this sector are b o a t-
building and handicrafts, p roduc-
tion o f  consumer goods such as 
soft drinks and breads and m anu-
facturing o f  garments for exports. 
The value added in this sector 
increased by  11 per cent per 
year in 1982-1986, w ith  the gar-
m ent sector being the main con-
tribu tor to  the rapid growth.

The industrial growth in Nepal 
was fairly stable at the rate o f  4 
per cent during the 1984/85- 
1986/87 period, after a decline in 
o u tp u t by 6 per cent in 1983/84. 
During the sixth five-year plan 
(1980-1985) period, Nepal became 
self-sufficient in a variety o f  con-
sumer products and confectionary. 
In order to  prom ote industriali-
zation, emphasis is given to  the 
adequate supply o f  raw materials 
and to the increase in efficiency 
and capacity utilization o f  exist-
ing industries. In October 1987, 
the New Industrial Policy was 
promulgated w ith the objective 
o f  further accelerating the pace 
o f  industrialization in the coun-
try  and meeting the basic needs 
o f  the people by the year 2000.

3. Foreign trade

The im portance o f  the for-
eign trade sector varies consi-
derably among the least devel-
oped countries o f  the ESCAP 
region. Thus, while Bangladesh, 
Bhutan and the Lao People’s De-
m ocratic Republic and Nepal have 
a relatively small ratio o f  exports 
to GDP, the degree o f  openness 
is significantly higher in the island 
economies, Maldives, Samoa and 
Vanuatu. In all countries, however, 
marchandise exports are highly con-
centrated on a few primary com -
modities, and there is considerable 
instability in earnings owing to 
fluctuations in world prices. For-
eign exchange earnings from n o n -
merchandise exports are significant
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in a num ber o f  least developed 
countries, form tourism in Bhutan, 
Maldives, Nepal and V anuatu  and

Box I.9. Inclusion of Burma in the least developed category
The United Nations General As-

sembly at its forty-second session held 
in 1987 unanimously approved the 
inclusion of Burma in the category of 
least developed countries. There are 
thus 41 least developed countries, of 
which 11 are in the Asian and Pacific 
region. However, in terms of the total 
population of all the least developed 
countries in the world, about half is 
in this region.a

With an area of 676,580 square 
kilometres (261,228 square miles) 
Burma is bounded on the east by 
Thailand and the Lao People’s Demo-
cratic Republic, the north and north-

east by China and the west by 
Bangladesh and India. The population 
of Burma is 37.12 million (1985/86), 
with a growth rate of about 2 per cent 
per annum, and the density is about 
54.59 per square kilometre. The per 
capita GDP at current market prices in 
1982/83 was $175 and by 1985/86, 
it increased very slightly to $179. The

a The total population of all the 
41 least developed countries was 
estimated at 359 million, of which the 
population of the 11 Asian and Pacific 
least developed countries accounted 
for 172 million (1984).

average annual real GDP growth 
since 1970 has remained at a low 
level, about 2.5 per cent.

Agriculture (including livestock, 
fishery and forestry) contributes near-
ly half of the total GDP and accounts 
for 66 per cent of the labour force 
in the country. Traditionally, the
economy is dominated by rice, which 
is the main staple food, the major 
export commodity, and a primary 
source of fiscal revenue. It accounts 
for approximately one third of the 
agricultural output and 40 per cent 
of total exports. However, lack 
o f adequate infrastructural support;

Least developed countries o f  the ESCAP region: selected indicators

Population
total

(million)
1984

Population 
growth 

rates 
(percentage 
per annum) 
1980-1984

Per capita 
GDP 
(real 

product) 
(percentage) 

1984

Annual 
average 
growth  
rates per 

capita (real 
product) 

(percentage) 
1980-1984

Share o f  
agriculture 

in GDP 
(percentage) 

1984

Share o f  
manufacturing 

in GDP 
(percentage) 

1984

A dult
literacy

rate
(percentage)

1985

Year o f  
inclusion 

in the 
list o f  

the least 
developed 
countries

Afghanistan 17.7 2.6 210 0.1 59 28 24 1971
Bangladesh 96.7 2.2 145 1.6 48 9 33 1975
B hutan 1.4 2.0 122 4.9 50 4 – 1971
Burma 36.2 – 180 6 .0 a 37a 10a 53b 1987
Kiribati 0.1 – 460 – – – – 1986
Lao People’s D em ocratic 

Republic 3.7 2.2 203 1.0 60 7 84 1971
Maldives 0.2 3.0 432 5.8 29 5 – 1971
Nepal 16.1 2.4 155 2.0 56 4 26 1971
Samoa 0.2 0.6 619 – 2.5 51 6 – 1971
Tuvalu 0.01 – 491 – – – – 1986
V anuatu 0.1 2.8 683 0.2 – – – 1985
ESCAP least developed

countries 172.4 – – . . . . . . . . . . . . . . .
All least developed

countries 359.3 2.6 206 – 0.2 45 9 32

All developing
countries 2471.7 2.4 870 – 1.3 17 18 58

Developed m arket
econom ies 787.7 0.6 10 106 1.4 . . . . . . . . .

Socialist countries  o f
Eastern Europe 390.7 0.9 2 606 2.5 . . . . . . . . . . . .
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Sources: UNCTAD, The Least Developed Countries 1986 Report (TD/B/1120); World Bank Atlas, 1986; and national 
sources.

a Key Indicators o f  Developed Member Countries o f  ADB, July 1987. b  Committee on Development Planning, 
twenty-third session, New York, 21-24 April 1987, Identification o f  the Least Developed among the Developing Countries: 
the Cases o f  Burma and Zambia, 10 March 1987.

from  private transfers (w orkers’ 
rem ittances) in Bangladesh and 
Samoa. Neighbouring countries

are im portan t trading partners for 
the land-locked least developed 
countries (India for Bhutan and



Nepal; Thailand and Viet Nam 
for the Lao People’s Democratic 
Republic; and the Union o f  Soviet

in particular irrigation facilities, in-
sufficient milling and storage capa-
city, together with transport diffi-
culties, have hampered production 
as well as domestic distribution and 
exports. Apart from agriculture, 
forestry is a major component of the 
Burmese economy, with teak and other 
hard-woods providing about a quarter 
of total export earnings.

Burma is well endowed with 
energy resources; crude oil, natural 
gas, and hydropower. Although oil 
production has decreased in recent 
years, this is due to technical con-
straints rather than an exhaustion of 
reserves. Natural gas output and coal 
production are expanding rapidly, and 
concomitantly, electric power genera-
tion grew by 19, 23 and 12 per cent 
respectively in the last three fiscal 
years (1984/85-1986/87).

The share of manufacturing in 
GDP was only 4.7 in 1985/86. How-
ever, with primary processing activities 
included, it accounted for about 10 
per cent of GDP at current market 
prices. Employment in the manu-
facturing sector is estimated at 8.5 
per cent of the total labour force, 
which is about the average for other 
least developed countries.

Burma is a centrally planned 
economy, and about two fifths of 
the GDP originates in the public sector. 
The planning process in Burma gained 
momentum with the launching of the 
20-year long-term plan (1973/74-1993/ 
94). The main objectives of this plan 
are: (a) to raise the per capita output 
to twice the level prevailing in 1973/ 
74; and (b) to transform Burma from 
a predominantly agricultural economy 
to an agriculture-based industrial eco-
nomy. Within the framework of this 
long-term plan, a series of four-year 
plans have been implemented. The 
fifth four-year plan (1986/87-1989/ 
90) is at present in its second year of 
implementation.

Burma’s foreign trade is mainly 
with Asian countries: Japan, Singapore 
and China are its main trading partners. 
The European Economic Community 
ranks second in importance. Besides 
rice and teak, other important agri-
cultural exports include pulses and

beans, jute, rubber, and animal feed-
stuffs as well as metals and ores such 
as tin, tungsten, lead, zinc, copper 
and nickel.

As has occurred for other primary 
commodity exports, demand for the 
major export commodities of Burma 
has declined and there has been a 
significant fall in prices. Average 
export prices of rice as well as of 
metals and ores have fallen during 
1981/82-1985/86, with the overall 
level of prices of the country’s exports 
declining by about 30 per cent during 
the period.

In 1986/87, external factors large-
ly outside its control continued to 
affect the country’s economic de-
velopment. The world demand for 
its major exports, particularly rice, 
slackened and the terms of trade 
further declined. This resulted in a 
62 per cent import cut in 1986/87 
as compared with the level in 1981/82. 
These drastic cuts affected all the 
sectors of the economy and con-
sequently the implementation of the 
development projects. Despite these 
adverse developments, GDP for 1986/ 
87 was estimated to have increase by 
3.7 per cent as against the target of 
3.6 per cent. With the exception of 
livestock and fisheries, growth rates 
in major sectors exceeded the target. 
Mining and forestry sectors made 
considerable gains during the year.

As a result of reduced earnings 
from traditional exports, the foreign 
exchange position of Burma has come 
under considerable strain. The coun-
try’s international reserves fell from 
$239 million in 1981 to $40 million 
in 1985. The debt-service ratio rose 
from a level of 15.9 per cent in 1970 
to over 50 per cent in 1985. As a 
result, efforts were made by the 
Government to curtail further com-
mercial borrowings as well as to seek 
loans on concessional terms. Burma 
has a good reputation in meeting its 
international debt obligations.

The transport network of Burma 
has remained virtually unchanged for 
the past two decades or so. Expen-
diture on road maintenance and con-
struction is rather low and the poor 
conditions of roads make them a rela-

tively slow and hazardous mode of 
transport. Moreover, vehicle operating 
costs are high. Road transport ser-
vices increased by about 4.8 per 
cent annually during the period from 
1970/71 to 1985/86. In fact, the 
formal transport sector has also been 
supplemented by traditional non-
powered facilities. This indicates the 
need to improve transport services by 
expanding modern transport facilities.

Medical care is free in Burma. 
A basic objective of Burmese health 
planning is to extend health services 
throughout the country. Neverthe-
less, diseases such as malaria, tuber-
culosis and leprosy still pose a threat 
in certain parts of the country. The 
average annual per capita expenditure 
on health is estimated at less than 
$2.

The literacy rate is estimated 
at 53 per cent. However, the pro-
portion of people with more than 
four years of education who could 
meaningfully contribute to develop-
mental activities is less than 20 per 
cent. Only 17 per cent of the total 
population has access to safe drink-
ing water and the sewerage system 
serves only one third of the urban 
population or about 10 per cent of 
the total population.

Despite abundant natural re-
sources, Burma remains underde-
veloped and economic progress has 
not matched its potential. The dif-
ficulties encountered in its efforts 
towards development are long term 
and structural in nature; resources 
for development have to be generated 
from a relatively low capital and 
technological base, and heavy depend-
ence has to be placed on a limited 
range of primary commodities for 
export. The crisis that is affecting 
the world economy has had serious 
repercussions on the development 
efforts of the least developed coun-
tries, including Burma. With its in-
clusion in the least developed group, 
Burma stands to benefit from the spe-
cial measures extended to it by the 
international community within the 
context of the Substantial New Pro-
gramme of Action for the 1980s for 
the Least Developed Countries.
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Socialist Republics for Afghanistan) 
under bilateral trade and transit 
agreements or barter arrangements.

Generally food grain and fuel ac-
count for a significant part o f  the 
im port bill o f  these countries. But



again exceptions can be noted: 
Burma is a significant exporter o f  
rice, while Afghanistan and the 
Lao People’s Dem ocratic Republic 
have substantial foreign exchange 
earnings from  energy exports.

The weak foreign trade posi-
tion  o f the least developed coun-
tries o f  the region is reflected n o t 
only in the narrow com position 
o f  their exports  b u t  also in the 
virtual stagnation or deterioration  
o f  export earnings in real terms. 
For instance, in Afghanistan the 
value o f  exports, after achieving 
the all-time high o f  $729 million 
in 1983, declined to  $557 million 
in 1985, and in 1986 the level 
declined slightly further. In Bang-
ladesh, the value o f  exports  de-
creased in 1986 com pared w ith 
the preceding year. Burma ex-
perienced a continual decline in 
exports from $393 million in 1982 
to $300 million in 1986. B hutan’s 
exports, which remained more or 
less stagnant during 1983-1984, 
achieved steady gains in 1985 and 
1986. Kiribati showed a sharp

fall in its exports, from  $25 million 
in 1979 to  $4 million in 1983; 
it  reached $11 m illion in 1984 
to  slump again to  $4 million 
in 1985. E xport grow th in 
Maldives continued to  rise from 
$13 m illion in 1983 to  $25 million 
in 1986. In  Nepal, the exports, 
which had risen up to  1985 de-
clined in 1986. Similarly, Samoa 
and V anuatu  experienced a decline 
in exports in 1986 com pared w ith  
1985 (see table I .10).

In Afghanistan, the value o f 
exports in 1985 and  1986 declined 
mainly owing to  the decrease in ex -
port volume o f  w ool and fruits. The 
value o f  im ports also declined as cer-
tain essential consum er items such 
as sugar, cem ent, w heat and clothes 
began to  be im ported  as grants from  
the USSR. The share o f  the USSR 
in the exports o f  Afghanistan was 
over 70 per cent in 1986. Natural 
gas has featured prom inently  as 
the major export item , accounting 
for more than 48 per cent o f  the 
to ta l export and abou t 8 per cent 
o f  the earnings o f  the State.

In  Bangladesh, in 1985/86, 
for the first time export receipts 
reached one billion dollars. The 
export receipts increased by  7.3 
per cent over the figure in 
1984/85. Significant contributions 
came from  the  non-trad itiona l 
exports, nam ely ready-made gar-
m ents, frozen food , leather and 
vegetables. The share o f  the non- 
traditional exports accounted for 
60 per cent in 1985/86 , compared 
w ith  43 per cent in 1984/85. H ow -
ever, the value o f  overall exports 
declined by  12 per cent in 1986/87. 
In  order to  improve the com petiti-
veness o f  exports and encourage 
export expansion and diversifi-
cation , the Governm ent in tro -
duced various incentive measures, 
including: (a) exchange rate ad-
ju s tm en t to  m ake exports  com -
petitive; (b) access to  reduced 
or tax-free im ports o f  in term edi-
ate and capital goods used in ex -
port industries by  a variety o f  m ea-
sures; (c) cash prem ium  on ex-
port sales; and (d) liberal and sub-
sidized access to  credit. An export

Table I .10. Selected least developed economies in the ESCAP region. Balance o f  trade, 1983-1986
(Millions o f  US dollars)

Exports (f.o .b) Imports (c.i.f.) Balance o f  trade

1983 1984 1985 1986 1983 1984 1985 1986 1983 1984 1985 1986

Afghanistan 729 633 557 552 1 064 1 390 1 194 1 404 – 335 – 757 – 637 – 852

Bangladeshb 725 932 1 000 880 2 166 2 827 2 760 2 703 – 1 441 – 1 895 ––1 760 – 1 823

Bhutan 16 18 22 26 72 71 75 89 56 53 53 63

Burma 378 378 331 300 268 240 283 306 110 138 48 – 6

Kiribati3 4 11 4 18 18 15 – 14 – 7 – 11

Lao People’s 
Democratic 
Republic 43 44 61 70 135 149 110 113 – 92 – 105 – 49 – 4 3

Maldives 13 18 23 25 57 53 53 64 – 44 – 35 – 30 – 39

Nepal 94 128 160 142 464 416 453 459 – 370 – 288 – 293 – 317

Samoa 18 19 16 11 49 51 51 47 – 31 – 32 – 35 – 36

Vanuatuc 18 32 19 9 43 48 50 46 – 25 – 16 – 31 – 37

Sources: IMF, International Financial Statistics, vol. XL, No. 5 (May 1987); IMF, International Financial Statistics Yearbook 
1986; and national sources.

a Domestic export earnings beginning from 1980 decline significantly owing to the exhaustion of phosphate in Banaba Island 
by the end of 1979; imports are at c.i.f. values. b For fiscal years 1983/84 to 1986/87. c Domestic origin only.
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processing zone was set up near 
Chittagong Port, the first phase 
o f  which was com pleted, w ith  the 
necessary back-up facilities, in 
June 1985.

Although value o f  im ports d e -
clined by  an average o f  2.2 per cent 
during 1984/85 – 1986/87, food im -
ports figured prom inently . The vol-
ume o f  food grain im ports increased 
from 1.19 million tons in 1985/86 
to 1.77 million tons in 1986/87. 
Im ports o f  capital goods also in -
creased as public sector investment 
and disbursem ent o f  project aid 
picked up significantly in 1986/87.

The exports o f  the Lao Peo-
p le’s Democratic Republic in-
creased from $61 million in 1985 
to  abou t $70 million in 1986; 
over half o f  this export trade was 
w ith the convertible currency area. 
The value o f  im ports also increased 
from $110 million in 1985 to 
$113 million in 1986, o f  which 
about 60 per cent were from  the 
non-convertible area. The exports 
were dom inated by the sale o f 
hydro-electricity to  Thailand from 
the Nam Ngum Dam, which pro-
vided a significant portion  o f  the 
coun try ’s hard currency earnings. 
In turn , about one fourth  o f  
its imports, mainly o f  consumer 
goods, comes from Thailand. The 
deficit is m et from foreign grants 
and credits. However, the coun-
try has significant potential for 
exports of minerals, hydropow er, 
and forestry products. New op-
portunities are being sought to 
increase performance o f  the ex-
port sector. Forestry and m in-
erals have better prospects for 
trade, bu t the basic infrastruc-
ture and internal security are 
lacking. The second five-year 
plan envisages a doubling o f  for-
eign trade by 1990.

The main export earning ac-
tivities o f  Maldives are fishing, 
tourism , garment production  and 
international shipping, although the 
significance o f  the la tter has de-
clined in recent years. Domestic

exports increased during 1984- 
1985 at an average annual rate 
o f  28 per cent, reflecting a bu o y -
ant expansion o f fish exports. In
1986, however, domestic exports 
increased m odestly. While garment 
exports recorded an increase, ex-
ports o f  fish remained virtually 
unchanged at the 1985 level, be-
cause o f  the stagnant fish catch 
and weak export prices. However, 
w ith the establishment o f  a new 
cannery in November 1986, the 
prospects appeared better for 1987 
and beyond. The private sector 
has been encouraged to  be involved 
in garment production and exports.

Between 1982/83 and 1984/ 
85 the value o f Nepal’s exports had 
increased by 70 per cent as a result 
o f  the increase in the export of 
ready-made garments, carpets and 
pulses. However, they declined 
in 1986/87, as exports o f ready-
made garments and hides and 
skins suffered a set-back. During 
the same period, exports to  India 
increased, mainly owing to the 
increase in exports o f ginger, 
rice and bran oil. In 1986/87, 
the value o f  to ta l im ports increased 
marginally com pared w ith the pre-
vious year. As the increase in 
exports could no t keep pace 
w ith the increase in imports, 
the trade gap continued to  widen.
Although in 1985/86, the total
trade deficit declined by about
4 per cent compared with 1984, 
it increased in 1986/87 by 14 
per cent.

B. THE PACIFIC ISLAND 
SUBREGION

Economic performance in the 
developing Pacific island economies 
during 1985-1987 continued to 
be conditioned by the persistent 
volatility in the external trade
environm ent, adverse w eather con-
ditions and other unfavourable de-
velopments o f  a non-economic 
nature. These factors contributed 
directly to corresponding changes

in domestic consum ption and in-
vestm ent dem and, government re-
venue, external resource inflows 
and hence a “ stop-and-go” pattern  
o f  overall economic growth.

Most Pacific island countries 
for which the relevant estimates 
are available suffered a reversal 
o f  economic fortunes in 1986 
(see figure I .6). Real GDP, which 
registered a further decline o f  8.6 
per cent in the Solom on Islands, 
exhibited a  slow-down of various 
magnitudes in Papua New Guinea, 
Samoa and V anuatu. Fiji, however, 
recovered strongly from a decline 
o f  4.8 per cent in its real GDP 
in 1985 to expand by over 9 per 
cent in 1986.

The prospects for improved 
growth performance were generally 
good in the Pacific island subre-
gion during 1987-1988. The pro-
spects o f  further expansion for
1988 were predicated considera-
bly on the possibility o f improve-
m ent in world com m odity prices, 
on national policy responses and 
economic management, and on 
technical and economic assistance 
from the international com m unity 
(see box I .10). Prospects for in-
dividual island countries are likely

Figure I.6. Selected Pacific island 
economies in the ESCAP region. 
Percentage change in real GDP, 
1984-1986
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to  differ according to  the nature  
o f  their past econom ic difficulties. 
The process o f  econom ic rehabi-
lita tion , stabilization and recovery 
in some countries such as Fiji, 
Solom on Islands and V anuatu  is

likely to  be a com paratively longer- 
term  one. However, others, such 
as Papua New Guinea and Samoa, 
could reasonably expect a sus-
tained rate o f  real GDP grow th in
1987.

The Solom on Islands, which 
had registered a drop o f  almost 9 
per cent in real GDP largely owing 
to  falling export prices and lower 
m erchandise earnings during 1985, 
experienced some abatem ent in

Box I.10. International assistance for private sector development in the 
Pacific through international business joint ventures

In their pursuit of diversifying 
their economies in order to overcome 
the instability and stagnation asso-
ciated with the dependence on a few 
primary commodities, many Pacific 
island economies are fostering greater 
private sector development. This has 
long been recognized as an urgent 
need and given due emphasis by 
Governments in the Pacific island 
subregion by introducing a variety 
of business incentives and other 
promotion measures. Given the 
many serious problems facing the 
island economies, private-sector busi-
ness development has to be a long-
term goal whose achievement is con-
siderably aided by several schemes 
o f international assistance currently 
in operation –  particularly through 
training and strengthening and ac-
quisition of technical and business 
skills in co-operation with overseas 
equity partners. Three im portant 
sources of international aid provide 
such assistance.

Australia’s (South Pacific) Joint 
Venture Scheme has provided, or 
committed, since its inception in 
1976 approximately $A 6 million 
through the Australian International 
Development Assistance Bureau in sup-
port of local equity participation by 
Pacific island bodies or firms in both 
the public and private sectors in joint 
business undertakings with Australian 
partners;a the latter normally hold 
at least a quarter of the equity in-
vestment in the projects. To be eligible 
for aid, all assisted ventures should be 
commercially viable and development-

a Details and issues relating to 
external development assistance by 
Australia are extensively discussed in 
the Report o f  the Committee to R e-
view the Australian Overseas A id  
Program (Canberra, Australian Govern-
ment Publishing Service, March 1984), 
particularly ch. 4-8.

ally worth while. The funds are not 
used to assist the jo in t ventures them-
selves or the Australian partners; 
they are only available to facilitate 
the acquisition of project equity by 
the local counterparts.

The financial assistance is trans-
ferred as a grant to island Govern-
ments, or is treated as a grant-in-aid 
if made available to public sector 
bodies. For private-sector local part-
ners, JVS funds are to be on-lent 
through a local institution, usually 
a development bank or the economic 
development board, under its normal 
terms although some concessionary 
elements may be involved (e.g. less 
demanding lending and repayment 
conditions). The am ount of repaid 
loans, however, remains in the parti-
cipating island and thus finance under 
the Joint Venture Scheme constitutes 
a de facto  revolving fund available 
to meet additional local needs for de-
velopment finance. 

The available information indi-
cates that support under the Scheme 
has been extended to 10 projects, 
covering banking and finance (2 pro-
jects); agro-business activities such as 
forestry, agriculture and cattle-raising 
(3 projects); transport (1 project); 
and manufacture, including wood 
veneer products, cement and leather 
work, and wine-making (4 projects). 
Of these joint ventures, nine remain 
operational. In terms of geographical 
distribution, three assisted projects 
each were located in Samoa and 
Vanuatu, while there were two in Fiji 
and one each in Kiribati and 
the Solomon Islands.

A similar aid programme, the 
Pacific Islands Industrial Development 
Scheme, was initiated by New Zealand 
in November 1976. The Scheme, ad-
ministered by the Department of Trade 
and Industry, offers financial incen-
tives and assistance for New Zealand 
entrepreneurs to establish approved 
manufacturing or agro-based proces-

sing ventures .with local business part-
ners of the South Pacific Forum.b 
Among other qualifying conditions, 
for assistance under the Scheme 
business projects and joint ventures 
must have a minimum New Zealand 
share holding of 20 per cent, and a 
minimum combined New Zealand / 
island share holding of 75 per cent.

Currently, financial assistance un-
der the Scheme is obtainable for a 
number of purposes.c Grants may be 
provided for up to 50 per cent of the 
cost of approved feasibility studies; 
of training local employees either in 
the islands or in New Zealand; and 
of transfer of key employees, and 
plant and equipment owned by New 
Zealand shareholders to the island 
location. In addition, interest-free 
loans may be provided for up to 30 
per cent of qualifying capital expendi-
ture in large business joint ventures. 
The maximum size of such loans is 
$NZ 75,000 although larger amounts 
would be considered in exceptional 
circumstances. These loans will be 
converted to grants if the business is 
still operational after 5 years from the 
time of loan disbursement. Lastly, 
there are smaller grants of up to 
$NZ 25,000 for approved capital ex-
penditure or working capital costs or 
job creation measures. The value of 
the qualifying capital assets or costs 
must not exceed $NZ 50,000, and the

b Forum members are the Cook 
Islands, Fiji, Kiribati, Nauru, Niue, 
Papua New Guinea, Samoa, Solomon 
Islands, Tonga, Tuvalu and Vanuatu, 
with the Federated States of Microne-
sia and the Republic of the Marshall 
Islands attaining full membership in
1987.

c Further details can be found in 
Department of Trade and Industry, 
New Zealand, Pacific Island Indus-
trial Development Scheme (Wellington, 
October 1985), pp. 4-8.
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its externally-induced economic dif-
ficulties in 1986, bu t growth was 
negated by the devastation, and 
subsequent floodings and silting, 
caused by cyclone Namu in May
1986.5 The set-backs, together

new jobs must be maintained for at 
least six months for grant qualification.

As of March 1986, assistance 
under the Scheme of $NZ 1.93 million 
was made to 228 proposals; of these, 
one third related to feasibility study 
grants, 42 per cent to other types of 
grants, and 15 per cent to suspensory 
loans. Most of the established projects, 
totalling some 78 in number, received 
more than one type of assistance; 
about 20 projects, of which 19 were 
joint ventures, were no longer operat-
ing.

In terms of geographical distri-
bution, projects were set up in seven 
countries with Fiji accounting for 27 
per cent of the established ventures, 
followed by Samoa (24 per cent), 
and Cook Islands and Tonga (17 and 
14 per cent respectively). Businesses 
assisted by the Scheme covered a wide 
range of activities, from food process-
ing, wood works, building materials 
and accessories to various kinds of 
manufactured goods. There were an 
estimated 935 jobs directly created 
with assistance under the Scheme.

Lastly, the Centre for Develop-
ment of Industry set up by the Eu-
ropean Economic Community (EEC) 
under the Lome' Convention also 
provides technical and financial as-
sistance for the joint promotion of 
industrial development in the region 
as part of its assistance to the African, 
Caribbean and Pacific (ACP) coun-
tries. Under this scheme, assistance 
is obtainable for the promotion of, 
and negotiations concerning contrac-
tual agreements on and/or finance 
for, joint ACP-EEC ventures. The 
Centre also assists the conduct of 
feasibility studies, as well as the re-
habilitation or upgrading of existing 
industrial activities and the training 
of key technicians and supervisors 
in EEC or ACP countries. The Centre, 
however, does not participate directly 
in any financial investment in the 
joint venture.

w ith exchange rate depreciation, 
exerted a severe squeeze on social 
and economic well-being. Real 
GDP declined by another 8.6  per 
cent during the year, while real 
per capita income fell significant-
ly, from $SI 272 in the boom  year 
o f  1984 to  $SI 139 tw o years later.

Earnings from two o f  the 
Solomon Islands’ traditional major 
exports, copra and palm oil pro-
ducts, fell to  one third o f  the al-
ready depressed level recorded in 
the previous year. Copra p roduc-
tion dropped by almost 30 per 
cent and export earnings to just 
one quarter o f  the previous year’s 
total. Palm oil production, how -
ever, was more severely h it by the 
cyclone. Total oil production 
and export for 1986, at 14,500 
tons, was the lowest since 1980, 
which, coupled with lower export 
prices, reduced earnings from palm
oil products by over one half in
1986.

However, to ta l export earnings, 
expanded strongly by about $SI 11 
million, or 10.6  per cent, over the
1985 level (see table I .11). This was 
attributable to two factors: first,
there was a depreciation o f  about 
19 per cent in the local currency 
relative to  the United States dollar; 
second, significant increases in 
earnings were registered by for-
estry and fishery products, which 
reached $SI 88.6  million in 1986, 
compared w ith $SI 56.7 million 
a year earlier. Higher forestry 
and fishery export receipts, in 
turn, were largely the result o f  in-
creased harvests: log export vol-
umes expanded by over one half, 
and fishery export quantities by 
31 per cent. At the same time, 
world prices for these com m odi-
ties, particularly for forestry pro-

5  The cyclone damage was esti-
mated at about $SI 20 million, or 10 per 
cent of the current value of GDP during
1986. Further details relating to the 
extent of such damage can be found 
in Central Bank of Solomon Islands, 
Annual Report 1986, pp. 10-11.

ducts, also picked up somewhat 
during 1986.

Rising dem and for public ser-
vices owing to  a high rate o f  po p u -
lation growth,6 sustained wage 
costs in real terms, a higher debt- 
service burden, the localization 
o f  public service positions and 
cyclone damage combined to cause 
a 31 per cent rise in public sector 
expenditure in 1986, compared 
w ith an increase o f  27 per cent 
in the previous year (see figure I .7). 
Domestic prices w ent up by 13.6 
per cent, or over tw o fifths higher 
than the 1985 level (see table I .12), 
largely as a result o f  higher landed 
prices o f  im ported goods owing 
to the 24 per cent depreciation 
o f  the local currency on a trade- 
weighted basis.

There was a slow-down in 
nominal im port demand, which 
grew by almost 23 per cent in
1985 b u t by only 13.4 per cent a 
year later. Given the lower ex -
change rate, this represented a 
considerable compression in real 
terms. Receipts from the transfer 
account were boosted by sizeable 
inflows from cyclone relief and 
assistance, and STABEX (system of 
stabilization o f  export earnings) 
transfers. Net transfers conse-
quently  reached $52 million, which 
substantially negated the combined 
deficit in the trade and services 
account. The large increases in 
loan capital receipts improved the 
overall balance-of-payments situa-
tion. The debt-service burden, 
however, remained relatively m od-
est, at just about 10 per cent o f 
export earnings and 7 per cent o f  
the m onetized com ponent o f  GDP.

Given the serious set-backs 
borne by the Solomon Islands over 
1985-1986, the prospects o f  im-
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of November 1986 indicated an aver-
age annual rate of population growth 
of 3.5 per cent in the Solomon Islands 
during 1976-1986. Central Bank of 
Solomon Islands, Annual Report 1986, 
p. 9.



Table I.11. Selected Pacific island economies. Major components o f  external transactions, 1983 1987a
(Million units o f  local currency)

1983 1984 1985 1986 1987

Fiji
1. Exports 245 280 271 312 64

Of which: Sugar 112 110 112 134 25
Gold 17 20 22 39 10
Travel receipts (gross) 136 163 169 185 31

2. Merchandise imports 493 487 508 497 124
3. Current accounts balance – 64 – 27 – 14 – 20
4. Exchange rate ($US/$F) 0.98 0.92 0.87 0.88 0.89

Papua New Guineab
1. Exports 687 822 926 1 004 435

Of which: Gold 201 183 319 401 197
Copper 161 135 164 156 75
Coffee 95 111 117 208 49

2. Merchandise imports 815 867 873 950 513
3. Current accounts balance – 309 – 209 – 197 – 183 – 218
4. Exchange rate ($US/kina) 1.20 1.12 1.00 1.03

Samoab
1. Exports 27 34 36 23 11

Of which: Coconut oil and cream 12 23 19 10 5
Taro 2 3 5 4 3
Private remittances 31 38 53 63 37

2. Merchandise imports 75 93 115 105 59
3. Current accounts balance – 18 – 23 – 21 – 11 – 9
4. Exchange rate ($US/$WS) 0.65 0.54 0.45 0.45 0.47

Solomon Islands
1 . Exports 71 119 104 115 22

Of which: Logs and timber 20 30 25 36 9
Fish 29 29 32 53 6
Copra 8 32 23 6 2

2. Merchandise imports 85 100 122 140 . . .
3. Current accounts balance – 7 9 – 28 – 22 . . .
4. Exchange rate ($US/$SI) 0.87 0.79 0.68 0.57 . . .

Vanuatub
1. Exportsc 1.78 3.22 1.98 0.93 0.57

Of which: Copra 1.31 2.73 1.39 0.44 0.31
Meat 0.19 0.14 0.20 0.13 0.10
Travel receipts (gross) 2.20 2.36 2.00 1.52 0.77

2. Merchandise imports 4.30 4.81 5.29 4.85 1.46a
3. Current accounts balance
4. Exchange rate

0.96 2.52 0.75 – 0.31 – 0.32a
1.00 1.00 0.94 0.94 0.90

Sources: Official national sources.
a  First quarter only for 1987 data; figures may not add up owing to rounding. b  First-half data for 1987; Vanuatu data 

are in billion vatu. c Domestic origin only. d  United States dollar per 100 vatu.

proved econom ic perform ance and 
a return to  positive grow th in real 
GDP were reasonably- good, par-
ticularly in 1988. The econom y 
displayed a rem arkable degree o f  
resilience during 1986 despite the 
great strains and constraints on, 
and the subsequent adjustm ents

in, its econom ic activities and 
operations necessitated by  lower 
export earnings (in foreign cur-
rency term s), substantial damage 
and considerable increases in prices 
owing directly  o r  indirectly  to  
cyclone N am u, and the  tighter 
m oneta ry  stance to  sustain, am ong

o ther things, the dom estic and 
external financial balance.

The set-backs to  export earn-
ings o f  some m ajor com m odities 
w ould partly  be offset b y  the im-
proved perform ance o f  o ther com -
m odities. Higher copra prices were 
expected  to  raise dom estic o u t-
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Figure I.7. Selected Pacific island economies in the ESCAP region. Per-
centage change in total and development expenditure, 1984-1987

put and hence earnings considera-
bly, although copra would remain 
a comparatively minor source o f 
foreign exchange in 1987. On 
the other hand, receipts from a 
major export, fishery products, 
would tend to be lower than the 
level attained during an extraor-
dinary good year in 1986. The 
planned addition o f two purse 
seiners, which would enlarge the 
fishing fleet capacity by a quarter, 
would contribute significantly to 
higher export volume and earnings 
in 1988. On balance, domestic 
demand and the external balance- 
of-payments position would tend 
to weaken somewhat.

Vanuatu, one o f  the four 
least developed countries in the 
Pacific island subregion, also suf-
fered a considerable economic set-
back caused by adverse factors 
o f  an exogenous origin. Real GDP 
remained virtually unchanged bet-

ween 1984 and 1986 (figure 
I .6, p. 53). The process o f  recov-
ery was constrained measurably 
by another natural disaster, one 
o f the worst cyclones in recent 
m em ory, in February 1987; cy-
clone damage to physical buildings, 
facilities and infrastructures, esti-
mated to  reach 11.4 billion vatu 
or 90 per cent o f nominal GDP 
in 1986, was expected to have 
a far-reaching long-term impact 
on the country’s capital develop-
ment programme.

Real GDP had expanded by 
only 0.4 per cent in 1985, largely 
as a result o f  the losses caused by 
two cyclones on the agricultural 
and tourism sectors. The damage 
to coconut palms and copra driers, 
and hence physical production o f  
copra, was aggravated by a sharp 
drop in export prices. Earnings 
from this commodity consequent-
ly fell by over one half. At the

same time, the volume o f  tourist 
arrivals was additionally constricted 
by the economic dow nturn in 
Australia, the major source of 
V anuatu’s tourists; gross travel 
receipts were then reduced by 
about 15 per cent (table I.11, 
p. 56).

These adverse developments, 
however, were largely negated by 
three stabilizing forces. Rural 
income and hence demand were 
effectively sustained through high 
domestic support prices from the 
Vanuatu Commodities Marketing 
Board.7 Second, there was higher 
government spending which, after 
being discounted by the current 
inflation rate, represented a real 
increase o f almost 8 per cent in
1985. Lastly, the subsistence 
sector recovered strongly from the 
devastation o f  the two cyclones. 
These factors contributed to the 
higher value added registered dur-
ing the year by commercial, fi-
nancial and government services, 
among other sectors.

Such economic resiliency appa-
rently was inadequate to propel 
the Vanuatu economy on the re-
covery path in 1986 when real GDP 
fell by about 1 per cent. Among 
other reasons, copra export earn-
ings were lower than the 1985 
level by over two thirds. Although 
receipts from cocoa exports went 
up by almost one half owing to a 
record harvest, this commodity 
is only a minor export with a re-
lative share o f  one fifth o f  domestic 
export value in 1986, and only 
5 per cent during 1984-1985. As 
a whole, merchandise export re-
ceipts, at 930 million vatu in 1986, 
were less than one half o f the 
previous year’s total. Another 
major source o f  foreign exchange

7 In fact, the domestic prices paid 
to copra producers during 1985 aver-
aged 19 per cent higher than in the 
previous year. Central Bank of Vanuatu, 
Quarterly Economic Review –  Decem-
ber 1986, p. 198.
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Table I.12. Selected Pacific island econom ies. Major com ponents o f  public finance, and percentage change in  
the consumer price indices, 1983-1987
(Million units o f  local currency)

1983 1984 1985 1986 1987a

Fiji

1. Budget balanceb – 44 – 44 – 44 – 67 – 80
Revenue 293 330 338 348 363
Recurrent expenditure 280 324 323 337 355
Development expenditure 57 50 59 78 88

2. Changes in consumer prices (%) 6.7 5.3 4.4 1.2 3.2

Papua New Guinea

1. Budget balanceb – 77 – 46 – 44 – 82 – 21
Revenuec 632 700 749 749 844
Recurrent expenditure 627 662 687 730 768
Development expenditured 82 83 77 101 98

2. Changes in consumer prices (%) 7.9 7.5 3.7 5.5 3.7

Samoa

1. Budget balanceb – 9 – 14 – 2 8 –2
Revenuec 65 79 93 100 96
Recurrent expenditure 29 35 41 42 44
Development expenditured 44 57 51 50 54

2. Changes in consumer prices (%) 16.4 11.9 9.1 5.7 2.5

Solomon Islands

1. Budget deficitb – 13 – 15 – 17 – 29
Revenuec 40 52 59 82 97
Recurrent expenditure 39 46 58 66 73
Development expenditured 15 13 17 32 53

2. Changes in consumer prices (%) 6.8 11.0 9.6 13.6 12.0

Vanuatue

1. Budget deficitb – 0.06 0.45 – 0.04 – 0.72 0.21
Revenuec 4.49 5.62 5.58 5.25 6.76
Recurrent expenditure 2.42 2.62 2.87 3.23 3.34
Development expendituref 2.12 2.55 2.75 2.73 3.21

2. Changes in consumer prices (%) 1.7 5.5 1.1 4.8 14.0

Sources: Official national sources.
 a

First half of 1987 only consumer prices. b  Revised and provisional outturn for 1986 and budget estimates for 1987; 
figures may not add up owing to rounding. c Including foreign budgetary grant-in-aid. d Including the allocation for 
maintenance works, and net lending. e Figures in billion vatu. f  From the development fund; including technical as-
sistance from external sources.

and urban sector em ploym ent, 
tourism, was also adversely af-
fected w ith  the volume o f  arrivals 
falling by another 29 per cent 
and tourism receipts by a further 
24  per cent in 1986.

The external balance also be-
came unfavourable in 1986 for 
the first time in recent years. 
Lower im port spending, by  444  
million vatu or 8 per cent was in-
sufficient to offset reduced m er-

chandise export earnings; the trade 
deficit w en t up by 13 per cen t to
4.03 billion vatu. The balance 
on services and investm ent incom e, 
and transfer accounts showed a 
smaller surplus on account o f  
falling travel receipts, and a lower 
level o f  official aid in b o th  cash 
and kind. C onsequently , the 
balance on curren t accounts de-
teriorated from a surplus o f  752 
million vatu in 1985 to  a deficit

o f  313 m illion vatu a year later. 
The smaller am ount o f  capital 
inflows resulted in a basic paym ents 
deficit o f  46 million vatu .8

8 However, movements in net for-
eign assets of the Vanuatu authorities 
and commercial banks registered an 
overall payments surplus of 1.46 billion 
vatu. This amount reflected a sub-
stantial revaluation of assets as a result 
of two devaluations of the vatu in 
February and October 1986.
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Generally, V anuatu’s external 
financial position was reasonably 
good as a result o f  a cautious bor-
rowing policy. Post-independence 
external debt, for exam ple, rose 
from 3.7 per cent o f  GDP in 1983 
to  6.2 per cent in 1986. All ex-
ternal obligations, however, were 
contracted on soft term s and the 
service ratios were manageable at
1.3 and 2.9 per cent o f  total 
exports o f  goods and services 
during these respective years. Fur-
therm ore, in 1986 there was a 
gradual increase in gross official 
reserves which were adequate to  
cover the relatively high level o f 
the equivalent o f 6.3 m onths o f 
im ports for hom e consum ption.

The process o f  econom ic re-
covery in V anuatu became more 
difficult after February 1987 when 
cyclone Uma caused extensive 
destruction and damage to  the 
capital city and facilities and 
infrastructures in the  southern 
islands; the agricultural sector 
and tourist facilities were less 
affected. The rehabilitation o f 
physical assets would take se-
veral years and a large am ount o f 
real resources which would be 
difficult to raise w ithout in terna-
tional assistance.

In spite o f  a smaller volume, 
during the first half o f  1987 copra 
export earnings were equivalent to 
70 per cent o f  the previous year’s 
to tal, largely as a result o f  a doubl-
ing in prices received for the crop. 
Their im pact on producers’ income 
and consum ption, however, was 
partly  negated by the continuing 
low-support prices so as to  con-
serve and build up the m arketing 
authority  reserves: domestic copra 
prices had remained largely around 
the same level betw een June o f
1986 and 1987. The volume o f 
tourist arrivals also declined signi-
ficantly, although travel receipts in 
the first ha lf o f  1987 as a whole 
were only marginally below those 
recorded for the corresponding 
previous year period.

From  the available indicators, 
it would appear th a t the overall 
economic performance o f Vanuatu 
would be more resilient and b e t-
ter than  could be expected, given 
the difficult circumstances facing 
the country  in 1987. There was, 
to  begin w ith, a higher level o f  
building and construction activi-
ties w ith  the associated rise in 
urban em ploym ent. These acti-
vities were expected to  gather m uch 
pace following the successful do-
nors meeting on rehabilitation aid 
to  V anuatu in the middle o f  the 
year. A recovery in the tourism  
sector was also projected as a re-
sult o f  improved air transport 
links and travel services. More-
over, the  up tu rn  in com m odity 
earnings w ould continue w ith the 
continuing pick-up o f copra prices 
in the th ird  quarter, and w ith  pos-
sibly higher export volumes. O ther 
things being equal, the V anuatu 
econom y could possibly perform  
better than  in 1986 w ith  real GDP 
registering some positive gain dur-
ing 1987.

The Fiji econom y, in sharp 
contrast to  th a t o f  the Solom on Is-
lands and V anuatu, recovered very 
strongly from the cyclone-affected 
perform ance o f 1985 to grow by
9.1 per cent during 1986 (figure 1.6, 
p. 53). The m ajor stimuli, export 
earnings from sugar and tourism , 
made themselves increasingly felt 
in the second ha lf o f the year. 
Generally, however, the secular 
growth rate o f  real GDP tended to  
be m odest, averaging about 2.3 per 
cent annually during the 1980s, 
compared w ith an annual average 
population growth rate o f  about 
2 per cen t.9 Comparatively, Fiji’s 
ability to  sustain a marginal im -
provem ent in real income per head 
o f  population during the same 
period was a notable achievement 
w ithin the Pacific island subregion.

9 Central Planning Office, F iji’s 
Ninth Development Plan 1986- 
1990 (Suva, November 1985), p. 25.

Sugar production, at the re-
cord level o f  502,000 tons, was 
over tw o fifths higher than the
1985 level although its export 
volume fell by  21 per cent, partly  
as a result o f  the rebuilding o f  
sugar stocks previously run down to  
m eet contractual com m itm ents. 
Receipts fr om sugar exports w ent 
up by almost tw o fifths to  reach 
$F 134 million, or 43 per cent o f  
merchandise trade receipts, owing 
to  a significant pick-up in unit 
prices, averaging 57 per cent in
1986.

The num ber o f  tourist arrivals 
in 1986 was also at a record high 
of almost 258,000, or 13 per cent 
up on the previous year’s to tal. 
Gross tourism  receipts, however, 
expanded by about one ten th  to 
reach $F 185 million (table I .11, 
p. 56).

The upw ard trend in gold 
production, making this com m od-
ity  the second m ost im portan t 
export item , continued in to  1986 
w ith shipm ent quantities to ta l-
ling 2.9 tons; this represented a 
56 per cent increase over the 1985 
level. Boosted by higher prices, 
gold export value reached $F 38.6 
million, or ju s t over 12 per cent o f 
merchandise trade receipts. Fishery 
exports likewise benefited consi-
derably from higher catches. The 
volume and value o f canned tuna 
exports were b o th  up  by almost 
one half. Total dom estic exports 
o f  fishery products am ounted to 
over $F 18 million, compared 
with less than  $F 12 million in
1985.

The net result o f  these upward 
m ovements in com m odity exports 
was an increase o f  just over 15 per 
cent to  $F 312 m illion in earn-
ings during 1986. The increase 
was som ewhat lower in foreign 
currency term s, as the local cur-
rency unit depreciated by about
5 per cent against its currency 
basket. Higher export volumes 
and income contribu ted  to  the 
recovery o f m anufacturing pro-
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duction , which rose by 20 per 
cent over the 1985 level. Much 
o f this expansion, however, was 
attributable  to  the larger volume 
of processed sugar-cane; n o n - 
sugar m anufacturing w ent up by 
ju s t under 8.8 per cent and con-
struction by alm ost 11 per cent.

These favourable develop-
m ents con tribu ted  to  the improved 
current accounts balance and the 
declining trend in inflation in 
Fiji during 1986. The merchandise 
trade deficit fell by  11 per cent 
owing to  almost equally to  higher 
export receipts (by $F 41 million) 
and lower im port expenditure , by
2.4 per cent to  $F 497 million. 
The surplus on the services ac-
count, at $F 134 million, was 17 
per cent lower than the previous 
year’s level owing to  the lower 
value o f  service exports , includ-
ing re-insurance m oney  receiva-
bles, and lower im port spend-
ing itself. Nevertheless, Fiji re-
gistered a small surplus o f  $F 7.6 
million on current accounts. This 
represented a significant reversal 
o f  the earlier trend: the current
accounts deficits, at $F 71.6  mil-
lion or 15 per cent o f  GDP in 
1981, steadily declined to  $F
14.5 million or 1.2 per cent o f  
GDP in 1985; the small surplus 
was equal to  0.6 per cent o f  GDP 
in 1986.

Inflation also continued on a 
declining trend in Fiji (see figure I .8). 
Apart from the demand-restraining 
forces no ted earlier, supply fac-
tors were also exerting a stabiliz-
ing influence on consum er prices. 
The net result was an increase o f
1.2 per cent in consum er prices 
in 1986. This rate o f inflation 
was the lowest w ithin the Pacific 
island subregion, and was among 
the lowest elsewhere among the 
developing economies o f  the 
ESCAP region.

The Fiji econom y continued 
to expand during the first four 
m onths o f  1987. The available 
data indicated buoyan t domestic

dem and which represented the 
lagged response to  the  previous 
year’s strong econom ic perfo rm -
ance. There were higher earnings 
on the m ajor com m odities and 
services ex ports .10 Rising effective 
dem and, however, generated some 
upw ard pressures on consum er 
prices which, by  the end o f  the 
first quarter, had increased by
1.9 per cen t com pared w ith  1985 
as a whole.

The Fiji econom y entered 
a dow nturn  phase following the 
events and developm ents since May
1987. The late start fo r the sugar-
cane harvest and crushing, and the 
prolonged drought, are expected 
to  result in considerably lower

1 0  Provisionally and on a quarter-
ly basis, sugar export value expanded 
by almost 180 per cent in the March 
quarter of 1987; the export value for 
gold and fishery products went up by 
one third and over one half respective-
ly. Gross tourist receipts rose by about 
30 per cen t

a First half 1987 over first half 1986. 
1986.

o u tp u t com pared w ith  the initial 
forecast. Tourism  receipts are 
also expected to  be lower. There 
was some capital outflow , with 
gross foreign reserves am ounting 
to  $F 120 m illion at the  end of 
June 1987, com pared w ith  $F 189 
m illion in ne t foreign assets in
1986.

Several policy measures were 
in troduced  for dom estic econom ic 
and financial stabilization. There 
were several restraints on public 
spending to  contain the budget 
deficit. The tw o devaluations 
o f  the local currency (in June 
and O ctober 1987) reduced its ex-
change value by abou t 33 per cent 
relative to the U nited States dollar. 
These adjustm ents were to  dis-
courage capital outflow s and im -
ports , to  p rom ote  com m odity  and 
services exports. To minimize 
fu rther external leakages, m onetary  
policy and exchange controls were 
tightened during June and August
1987. The measures taken included

b First quarter 1987 over first quarter

Figure I.8. Selected Pacific island econom ies in the ESCAP region. Changes 
in consumer prices, 1984-1987a
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the imposition o f a higher mini-
m um  lending rate from the Reserve 
Bank and sta tu tory  reserve de-
posit ratio, the rationing o f  emi-
grant transfers and remittances, 
the suspension o f  overseas portfo-
lio investments, and the relaxation 
o f  regulatory ceilings on interest 
rates on bank deposits and loans.

Consumer prices picked up 
somewhat in the middle o f  1987, 
largely owing to rising prices for 
foodstuffs. Inflationary pressures, 
however, were expected to be 
felt more strongly following the 
two devaluations o f  the local 
currency. The annualized rate 
o f  inflation reached 3.2 per cent 
during the first half o f 1987, com -
pared with 1.2 per cent for 1986 
as a w hole .

After undergoing a com prehen-
sive economic adjustm ent and stabi-
lization programme supported by 
IMF in 1983-1985, real GDP 
growth in Samoa totalled 4.2 per 
cent over 1984-1985, compared 
with a decline o f 0.6 per cent 
during the previous biennium, and 
the rate o f  inflation recorded a sig-
nificant fall. Although inflation 
has also continued to  decline, 
the rate o f growth in real GDP 
has slowed down to  1.5 per cent 
in 1986 (figure I .6, p. 53).

Samoa’s merchandise export 
earnings fell by almost 35 per cent 
in 1986, largely owing to a severe 
contraction in the export value 
of processed and semi-processed 
agricultural products (table I .11, p. 
56). Falling prices reduced the re-
ceipt from coconut oil exports 
by 42 per cent, in spite o f an in-
crease o f  15 per cent in volume. 
Taro export earnings were also 
15 per cent lower, while earnings 
from forestry products and co-
conut cream remained by and 
large stagnant. O ther minor export 
items, including fruit juice and 
such m anufactured goods as beer 
and cigarettes, also brought 
back less foreign exchange during 
the year.

Poorer export performance 
and the continuing restraint on 
public spending, among other fac-
tors, caused im ports to fall by 9 
per cent, or almost $WS 10 mil-
lion, in 1986 compared w ith the 
rise o f 24 per cent a year earlier. 
The trade deficit o f $WS 82 mil-
lion was largely covered by a sub-
stantial inflow of private remit-
tances and, to a less ex ten t, by 
tourism receipts. Overseas Sa-
moans had become in the early 
1980s the m ost im portant source 
o f  foreign exchange, sending home 
in 1986 a total o f $WS 63.5 mil-
lion, which was almost one fifth 
higher than the 1985 level. The 
num ber o f  tourists, at 49,280 
persons, w ent up by 12 per cent 
and net tourist receipts rose by 
31 per cent to $WS 15.5 million 
(or two thirds o f  merchandise 
trade earnings). There was also 
a large inflow o f  international aid 
and other official transfers, to 
reach $WS 35.1 million from 
$WS 25.7 million in 1985. The 
net result was a surplus o f  almost 
$WS 25 million in the overall 
balance o f payments while interna-
tional reserves went up by two 
thirds to $WS 53.7 million, equi-
valent to  five m onths o f  imports 
o f  goods and services.

Despite the comfortable ba-
lance-of-payments situation, the 
Samoan economy suffered from 
a num ber o f structural weak-
nesses.11 The economic base re-
mained relatively undiversified, 
with coconut production account-
ing for an average o f  56 per cent 
o f  merchandise trade receipts dur-
ing 1983-1986; the proportion 
rose to over two thirds with the 
addition o f  cocoa beans. Mer-
chandise exports covered on aver-
age less than one third o f  imports, 
and the export/im port ratio de-
clined from 36 per cent during

11 Central Bank of Samoa, Annual 
Report 1986, pp. 3-4 and p. 9.

1983-1984 to  26 per cent during
1985-1986.

The largest economy in the 
Pacific island subregion, Papua New 
Guinea, experienced a slow-down 
in 1986 with real GDP growing 
by an estimated 3.3 per cent (fig-
ure I .6, p. 53). As in the previous 
year, however, economic perform -
ance in 1986 was also dominated 
by the strong positive contribu-
tion from mineral exports. Earn-
ings from these products, which 
formed 56 per cent o f  total export 
value, went up by 15 per cent. 
Most o f  the increase in export 
earnings came from gold; boosted 
by a rise o f  around 15 per cent each 
in export prices and volume (to
36.5 tons), gold receipts increased 
by a quarter over the previous 
year total (table I .12, p. 58). By 
comparison, exports earnings from 
copper fell by 5 per cent as a 
result o f  lower export unit values 
o f  around 9 per cent, no tw ith-
standing a modest increase in 
copper shipments. The country 
has become one o f  the major 
gold producers and this commodity 
accounted for 71 per cent o f its 
mineral export receipts in 1986.

Agricultural exports receipts 
were stagnant during the year, 
w ith the exception o f coffee 
earnings, which expanded by 78 
per cent to  208 million kina, on 
account o f  bo th  price and volume 
increases. In sharp contrast, earn-
ings from other traditional export 
commodities declined sharply. This 
was due to substantial falls in the 
prices o f  vegetable oil products 
(coconut and palm oil), tea, and 
to a less extent, cocoa. Copra ex-
port shipments also fell marginal-
ly while those o f  other com m odi-
ties remained stagnant.

The export values o f minor 
products from the fishery and 
forestry sectors in particular, rose 
only marginally. The net re-
sult was an 8 per cent increase in 
total merchandise trade receipts in
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1986 com pared w ith  13 per cent in
1985.

The fiscal policy stance was 
m oderately  expansionary (table 
I .11, p. 56 and figure I .7, p. 57). 
Public spending, at 831 million 
kina in 1986, w ent up by 9 per 
cent com pared w ith  an increase 
o f  2.2 per cent the previous 
year. The im m ediate im pact o f  
the fiscal stimulus apparently  was 
constrained owing to  several fac-
tors. There were tight limits 
on recurrent outlays im posed by 
the Governm ent. In addition, 
the im pact was also dissipated 
through external leakages. Mer-
chandise im port spending, in par-
ticular, w ent up by almost 9 per 
cent in 1986. Part o f  this large 
expansion reflected a certain 
am ount o f  pent-up dem and and 
commercial restocking and higher 
public sector spending on capital 
w orks; the value o f  merchandise 
im ports, for exam ple, was almost 
stagnant in 1985. Taking into 
account capital m ovements, there 
was a negligible addition to  Papua 
New G uinea’s net reserves; at 
461 million kina, this was suffi-
cient to  cover about six m onths 
o f  merchandise im port expenditure.

In spite o f  the relatively less 
robust economic perform ance in
1986, formal em ploym ent and con-
sumer prices continued to  rise. 
Private sector em ploym ent outside

the mining sector expanded in
1986 by 3 per cent, concen tra t-
ing m ostly  in rural p roduction , 
transport, retail trade and finan-
cial services. Mining sector em -
ploym ent rose by 17 per cent 
owing to  an upsurge in capital 
spending at Ok Tedi and, to  a 
less ex ten t, higher labour intake at 
the Bougainville mine.

The increase in m inim um  
wages, the sharp appreciation o f  the 
yen  and increased im port duties 
con tribu ted  to  the increase in 
consumer prices, which w ent up 
sharply, particularly  during the 
first three quarters o f  1986 (figure 
I .8, p. 60). F o r the full year, it  stood 
at 5.5 per cent which was alm ost 
one h a lf  higher than the 1985 
rate (o f  3.5 per cent), n o tw ith -
standing the restraining and stabi-
lizing influence o f  lower im ported  
energy costs and m ore subdued 
aggregate demand.

Papua New Guinea was likely 
to  have another year o f  relatively 
strong real GDP grow th during
1987. The m ajor im petus w ould 
continue to  com e from  the export 
sector although the perform ance 
o f  dom estic sectors could exert 
a restraining influence on the pace 
o f  econom ic grow th. Export 
earnings would likely improve con-
siderably, particularly those from 
mineral com m odities, especially 
gold, the prices o f  which w ent up

by 16 per cent in 1986, and ac-
celerated further to  an average 
o f  over $460 dollars per troy  ounce 
during the second and th ird  quar-
ters o f  1987, or over 22 per cent 
higher than  in  1986. Copper prices 
also firmed up during the same 
period to  average almost one fifth  
higher than  the 1986 level. At the 
same tim e, m ineral p roduction  
would increase, especially w ith  the 
commissioning a t the  Ok Tedi gold/ 
copper mine o f  the first stage o f  
copper concentrate processing faci-
lities in late 1986 and o f  facilities 
at the Bougainville copper/gold 
mine to  recover precious metals 
from  the ores th a t were discarded 
previously as waste. However, p ro -
spects o f  export earnings from  n o n -
mineral com m odities were poor.

The 1987 budget provided for 
a ne t reduction, in real term s, o f  
around 3.5 per cent in public 
spending. This policy stance con-
tinued to  reflect official com m it-
m en t to  lowering recurrent ex -
penses, and to  redirecting and 
concentrating fiscal resources in 
areas and sectors, econom ic and 
infrastructure especially, tha t 
would con tribu te  m ost to  generat-
ing production  activities, income 
and hence revenue. At the same 
tim e, additional fiscal resources 
w ould help lower the budget de-
ficit which was only one quarter 
o f  the 1986 to tal.
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IV. SELECTED ISSUES OF SOCIAL AND  
ECONOMIC POLICY

A. SOCIAL SECURITY

1. Social protection

Development economists in the 
past have implicitly treated social 
security as a luxury which poor 
countries cannot afford in the 
initial stages o f development and 
should postpone until significant 
per capita income increases have 
taken place. This view has, how -
ever, been changing in recent years 
owing to the growing inadequacy 
o f  the two safety nets tha t the 
developing countries had relied on. 
First, the traditional family or 
tribal structure, which provided an 
“ inform al” social security system, 
has considerably weakened over 
time in m ost developing economies, 
especially in the urban areas. 
Second, economic growth, which 
was supposed to  provide a safety 
net through its trickle-down 
effect, is now considered a much 
less reliable ally o f  the poor and 
the disadvantaged than earlier.

As a result, there have been 
increasing pressures for establish-
ing formal social security struc-
tures along the lines prevalent in 
many developed countries. The 
growth o f per capita real income 
and the need for institutionalized 
savings have also accelerated the 
interest in establishing social se-
curity  arrangements in developing 
countries. In m any centrally 
planned economies the emphasis 
has been no t so m uch on the for-
mal social security system as on 
guaranteed em ploym ent at real

wages tha t provide exchange en-
titlem ents adequate to  avoid ex-
treme poverty.1

This section examines the 
rationales for establishing social 
security structures o f different 
kinds and their relevance to  the 
developing ESCAP region. It also 
looks at the scope and coverage 
o f  these arrangements and the 
likely problems to  be encountered 
in establishing and maintaining 
them.

The concept o f  social secu-
rity is open to  a wide variety of 
definitions ranging from  some form 
of paternalism on the part o f  an 
em ployer towards the employee to 
the “cradle to grave” kind of 
social protection prevalent in many 
developed welfare States. Its 
social function consists largely of 
protecting the population against 
major risks associated with the 
conduct o f  daily economic activity 
and in contributing to the health 
and well-being o f the population. 
A more formal and comprehensive 
definition o f social security pro-
vided by the International Labour 
Organisation (ILO) runs as follows: 
“The protection which society p ro -
vides for its members, through a 
series o f  public measures, against 
the economic and social distress 
tha t otherwise would be caused 
by the stoppage or substantial 
reduction o f earnings resulting from

1  See Amartya Sen, Poverty and 
Famine: An Essay on Entitlement and 
Development (Oxford, Clarendon Press, 
1981).

sickness, m aternity , employment 
injury, unem ploym ent, invalidity, 
old age and death; the provision 
o f  medical care; and the provision 
o f  subsidies for families with 
children” .2

In m ost developing countries 
the formal social security system 
is still in its infancy and has only 
limited coverage. However, infor-
mal social security systems do 
exist and provide a safety ne t to 
people in distress. These operate 
mainly through the jo in t family 
system, com m unity solidarity, and 
even through landlord-tenant and 
farmer-moneylender relationships. 
These informal arrangements are 
embedded in a set o f  social obliga-
tions tha t are m utually understood, 
accepted and reciprocated, but 
seldom spelled ou t as a formal 
contract.

There is a growing view that 
these traditional arrangements are 
being eroded under the impact 
o f  m odernization, which brings 
w ith  it m onetization and commer-
cialization o f  the econom y.3 How-
ever, it seems too  early to  predict 
the demise o f  these informal 
relationships –  although systema-
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2 ILO, Introduction to Social Se-
curity (Geneva, 1984), p. 3.

3 
For some evidence on the con-

tinuing resilience of traditional relation-
ships in the rural areas of India, see 
G.K. Karanth, “New technology and 
traditional rural institutions: case of

Jajmani relations in Karnataka”, Eco-
nomic and Political Weekly, vol. XXII, 
No. 51 (Bombay, 19 December 1987), 
pp. 2217-2224.



tic studies o f  the  im pact o f  develop-
m en t on such arrangem ents are 
lacking and are badly needed for 
form ulating policies to fill the 
vacuum created by  the erosion o f  
such relationships.4 There are 
obvious ways in w hich the inform al 
support systems come under stress 
during the process o f  developm ent. 
R esettlem ent and urbanization re-
sult in the breaking o f  traditional 
ties. The increasing participation 
o f  wom en in the work-force re-
duces their ability to  care for 
older parents and parents-in-law. 
The reduction in the size o f  the 
family itself reduces its capability 
as a social support mechanism.

In spite o f  these developm ents, 
formal social security arrangem ents 
have hardly been able to  replace 
the traditional arrangements and 
cover only a small p roportion  o f  
the labour force. The evolution 
o f  formal social security systems 
in m ost countries started  w ith  the 
coverage o f  the  m ost organized 
or patronized sections o f  the labour 
force (the arm ed forces, the civil 
service, employees in public u t i-
lities). There is alm ost no  coverage 
for agricultural w orkers, landless 
labourers, self-employed and p a rt-
time or seasonal workers. These 
groups also form “poor risks” 
for social insurance schemes.

The social security schemes in 
developing countries have to  be 
selective n o t only in term s o f  w hom  
to  cover bu t also in term s o f  
what risks to  cover. In m ost 
developing countries the coverage

4  The United Nations University 
has launched such a study to examine 
the components of the systems and 
networks constituted by such informal 
support systems, especially in regard 
to the problems of the aged. See A. 
Hashimoto, “Cross-cultural research 
design: methodology of the United
Nations University project on social 
support systems for the aged” , a paper 
presented at the Seminar on Research on 
Aging in Asia and the Pacific, held in 
Singapore in September 1987.

relates m ainly to  the liability o f  
the  industrial em ployers in large- 
scale industries in respect o f  paid 
leave in case o f  sickness and m a-
te rn ity  and for providing medical 
and cash benefits in the event 
o f  w ork-connected accidents or 
the contracting o f  occupational 
diseases. Even these benefits are 
o f  lim ited nature  and avoidance 
and non-com pliance by  em ployers 
in paying benefits are w idespread. 
This has led m any countries to 
convert the em ployers’ liability 
schemes in to  social insurance
schemes, w hich, by sharing o f
risks and pooling o f  financial re-
sources by em ployers, em ployees 
and the G overnm ent, are able to  
achieve a higher degree o f  com -
pliance and larger benefits to  the 
employees.

A b rief survey o f  the social 
security program m es in the ESCAP 
region shows its main features. 
First, all the countries (see table 
I .13) have some schemes for the 
long-term contingency covering old 
age, surviving dependants and in-
validity cases. This is identical 
w ith  the  restrictive definition o f 
social security used by some de-
veloped countries. Most o f  these 
countries also have program m es 
covering w ork  injury.

U nem ploym ent schemes exist 
only in a few developing countries 
w ith  num erous restrictions. How-
ever, some innovative a ttem pts  
for guaranteeing em ploym ent have 
been m ade (see box  I . 11). Lastly, 
there is practically no scheme for 
family allowances, w ith  the ex -
ception o f  the centrally  planned 
econom ies. This too , indicates 
th a t the ex tended  fam ily, ra ther 
than the em ployers or the  public, 
continues to  be the m ain source o f  
support in tim e o f  need. Here, the 
process o f  urbanization and the 
ensuing dissolution o f  large families 
in to  tw o-generation cell families 
will p robably  entail the emergence 
o f  pension schemes for old age 
and dependants.

Table 1.14 provides inform a-
tion  on the  type  o f  social security 
schemes based on d ifferent sources 
o f  funding for work-related in -
ju ry  and old age, survivors and in-
validity insurance schemes. There 
are basically fo u r sources o f  fund -
ing: em ployers’ liability schemes;
social insurance systems; sta tu to ry  
provident funds; and non-contri-
b u to ry  schemes. The following 
section examines these different 
types o f  insurance and their func-
tioning in the  ESCAP region.

The em ployers’ liability m e th -
od is extensively used for w ork 
injury, sickness and m atern ity  leave 
coverage.5 There is a legal obliga-
tion  for em ployers to  give paid 
leave in respect o f  sickness and 
m atern ity  and to  provide medical 
benefits in the event o f  work-con-
nected accidents or in the case 
o f  occupational diseases. These 
schemes are easier to  im plem ent 
than  a unified system o f  p ro tec-
tion , since they  depend on the 
nature  o f  the w ork and are there-
fore lim ited in m any ways.

F irst, they  apply only to  tha t 
part o f  the w ork-fo rce  facing 
job  accidents. In  Afghanistan, 
Indonesia, the Republic o f  Korea 
and Sri Lanka, the coverage is 
lim ited to  employees in construc-
tion , transport, mining and occupa-
tions using m achinery. There 
are some limits to  participation 
th rough  earning ceilings, for ex -
ample in India, Singapore and 
Sri Lanka.

O ther lim itations result from  
the definition o f  the contingency 
itself, the inadequacy o f  medical 
care in case o f  severe in jury and the 
form  o f  financial com pensation. 
In m any schemes, the in terp re ta-
tion  o f w ork-injury is so narrow 
th a t its benefits are ou t o f  reach o f  
m ost w orkers. For instance, pen-

5 
K. Thompson, “Survey of social 

security in developing countries in Asia 
and the Pacific” (Bangkok, ILO, 1986), 
p. 7 (mimeographed).
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Table I.13. Social security programmes, by type

Type o f  social security programme

Old age 
survivors 

and  
invalidity

Sickness and 
maternitya 
(medical

carejb

Work injury Unemployment
Family

allowance

Afghanistan Xc Xd X . . . .  .  .

Burma Xc Xo X .  .  . .  .  .

China X Xo X .  .  . .  .  .
Fiji X .  .  . X .  .  . .  .  .

Hong Kong X X X X .  .  .
India X Xo X Xe .  .  .

Indonesia X Xo X .  .  . .  .  .
Iran (Islamic Republic of) X Xo X xf Xg

Kiribati X .  .  . X .  .  . .  .  .
Malaysia X . . . X .  .  . .  .  .
Nepal X .  .  . X .  .  . .  .  .
Pakistan X Xo .  .  . .  .  .
Papua New Guinea X .  .  . X .  .  . .  .  .
Philippines X Xo X .  .  . .  .  .
Singapore X .  .  . X .  .  . .  .  .
Solomon Islands X .  .  . X xf .  .  .
Sri Lanka X .  .  . X .  .  . .  .  .
Taiwan (a province o f the

People’s Republic o f  China) X Xo X
.  .  . .  .  .

Thailand Xc xh X .  .  . xh
Trust Territory of 

Pacific Islands X
.  .  . .  .  .

. . .
.  .  .

Western Samoa X .  .  . X .  .  . .  .  .

Source: United States, Department of Health and Human Services, Social Security Programs Throughout the World –  1985,
Research Report No. 60 (Washington, D.C., 1986).

-ni eb ot stifeneb htob edivorp tsum seirtnuoC .ytinretam dna ssenkcis rof stifeneb hsac ot srefer ytinretam dna ssenkciS a
cluded. b  An “o” denotes that medical care and/or hospitalization coverage are provided in addition to sickness and maternity 
benefits. c Special system for public employees only. d  Larger employers are required to maintain own medical facilities. 
e 4 States –  Kerala, West Bengal, Punjab and Maharashtra have instituted temporary unemployment programmes. f  Dismissal 
indemnity to be paid by employers. g Employment related system. h  Regulation never came into force.

sions and survivors benefits would 
be preferable in case o f  serious dis-
ablem ent or d ea th  o f  the provider 
b u t em ployers’ liability schemes 
are generally based on lump-sum 
cash benefits.6

In Burma, India, Indonesia, 
Malaysia, Nepal, Pakistan, the 
Republic o f  Korea, Sri Lanka and

Thailand, the  legal obligation to  
have a liability scheme exists only 
for enterprises w ith  a m inim um  
num ber o f  em ployees, from  5 to
10 or m ore. This is in tended  to  
reduce the financial burden and 
risk borne by employers. 
However, the trend  tow ards a 
transform ation  o f  em ployers’ liabi-
lity schemes in to  a social insurance 
system is noticeable in Indonesia

and the Philippines and indicates 
growing concern for w ider coverage 
o f  the population .

With regard to  the quality o f  
the benefits derived from the va-
rious schemes, there is consider-
able variation among developing 
countries w ithin the ESCAP region. 
For exam ple, sick leave in Burma, 
India, Pakistan and the Philippines 
is for 26 weeks, 91 days, 121 days
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Box I .11. Guaranteeing employment to the rural poor: 
the Maharashtra Schemea

Although most developing coun-
tries are not yet able to provide an 
unemployment insurance scheme es-
pecially in the rural areas, the Maha-
rashtra State in India has taken an 
innovative initial step in this direction. 
The Employment Guarantee Scheme 
(EGS) was started in Maharashtra in 
1972-73 with two objectives in view, 
namely, to create job opportunities 
for the rural poor and to promote 
capital formation in the countryside. 
These two objectives were considered 
equally important. Thus, the work 
guarantee provided by EGS is only 
for unskilled manual labour and the 
Scheme is restricted to certain types 
of work and to certain locations.

The focus of the Scheme on 
providing jobs for unskilled manual 
labour and the importance it a t-
taches to rural capital formation have 
meant reliance on labour-intensive pub-
lic works for employment creation. 
A sample of these would include 
minor irrigation works, soil conserva-
tion and land development projects, 
road construction, tree planting, and 
work associated with building of 
minor irrigation tanks and improving 
drainage and water distribution chan-
nels.

The Scheme has taken consider-
able care to ensure that its activities 
do not lead to a drain of labour away 
from agriculture or from other es-

sential rural services. The stress has 
therefore been on providing supple-
mental employment that do not 
compete with normal- agricultural work 
or with labour required by other 
government projects in rural areas. 
Indeed, a stipulation exists which 
prohibits expenditure of EGS funds 
until budgetary resources on other 
government rural projects have been 
used up.

In the light of the above, a fair 
degree of co-ordination and planning 
is required to prepare a manpower 
budget for the Scheme. Since the ob-
jective is to generate employment op-
portunities in excess of the labour 
that would normally be absorbed in 
agricultural production and in govern-
ment rural projects, the preparation 
of an EGS budget involves three steps. 
These are: (a) estimation of employ-
ment needs of unskilled labour net 
of the requirement in agriculture and 
related activities; (b) assessment of 
the employment likely to be provided 
by existing and planned government 
rural projects; and (c) estimation of 
the additional employment required 
to be created under EGS.

The Scheme has been found use-
ful and has been made a permanent 
scheme of the Maharashtra state 
government. Regular provisions are 
made for it in the state budget, and 
from 1975-76 onwards special taxes 
were levied to raise revenue for the 
Employment Guarantee Fund. The 
Maharashtra state government makes 
a further annual contribution to the 
Fund in amounts that match the

total net receipts realized each year 
from the special taxes.

Notable achievements have been 
made by the Scheme both in terms 
of the resources committed to  it 
as well as in generating employment. 
Thus, during the five-year period 
from 1980-81 to 1984-85, total ex-
penditures under EGS increased from 
Rs 1.22 billion to Rs 2 billion. Similar-
ly, the state’s budgetary provisions for 
it over the same period rose from
Rs 1.11 billion to  Rs 1.56 billion. 
The total man days of employment 
created under the Scheme from its 
inception up to 1985 is estimated to 
be 1.58 billion while the average 
number of participants went up
from about 478,000 in 1982-83 to
roughly 600,000 in 1984-85. Fur-
ther, it is of considerable significance 
to  note that of the beneficiaries, a 
fairly large percentage, amounting to 
35 to  48 per cent, represented the 
poorest of the poor of rural society. 
It has also been pointed out that the 
Scheme has a particular appeal to
female workers, and estimates indi-
cate that on average, about 40 per 
cent of the additional employment 
created by EGS has been taken up by 
women.

The Employment Guarantee 
Scheme of the state of Maharashtra 
therefore provides an interesting case 
where local initiative and resources 
have been successfully marshalled to 
meet a pressing social and economic 
need to  provide, in a limited manner, 
some form of job security in the rural 
areas.

and 120 days respectively, w ith 
provision for extended periods. In 
China, Hong Kong, Indonesia, the 
Islamic Republic o f  Iran, Pakistan, 
the Philippines and Taiwan (a p ro -
vince o f  the People’s Republic o f  
China), sickness benefits represent 
from  50 to  100 per cen t o f  earn-
ings for a period varying w ith  the 
length o f  service.7 There is general-
ly a trade-off betw een benefit 
coverage o f  the popula tion  and 
the rate o f  com pensation. In em -

ployers’ liability schemes, benefits 
tend  to  be higher, since the  cover-
age is narrow  and the probability  
o f  incidence is lim ited. In genera-
lized social insurance systems, the 
cash benefits tend  to  be lower, 
b u t a greater p roportion  o f  the 
population  is covered. In the

7  United States, Department of 
Health and Human Services, Social 
Security Programmes throughout the 
World, 1985 (Washington, D.C., 1986).

la tter case, the m ore general access 
to  benefits can be in terp re ted  
as a greater degree o f  social p ro -
tection .

The m edical care and health  
service delivery system was 
analysed in the  Survey, 1986.8 
It was indicated th a t  social securi-
ty  schemes do n o t play a m ajor 
role in financing hea lth  care services 
in m ost developing countries o f  the
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a Based on C. Dinesh, “Guaran-
teeing employment to the unskilled: 
assessing the Maharashtra experiment”, 
Ceres 114, pp. 24-26.

8  Survey, 1986, pp. 110-139.



Table 1.14. Social security contingencies covered and type o f statutory general schemes o f  income protection in 
selected ESCAP countriesa

Economy
(1)

Employment
injury

(2)
Sickness

(3)
Maternity

(4)
Old age 

(5)
Invalidity

(6)
Survivorship

(7)

Bangladesh EL EL EL b b b

Burma EL/SI EL/SI SI . . . . . . . . .

Chinac EL/SI EL/SI EL/SI SI SI SI
Fiji EL d EL NPF NPF NPF

Hong Kong EL EL EL NCe NCe . . .

India EL/SI EL/SI EL/SI NPF NPF NPFf

Indonesia EL/SI d EL NPFg NPFg NPFg

Iran (Islamic Republic of)h EL/SI EL/SI EL/SI SI SI SI
Kiribati EL . . . . . . NPF NPF NPF

Malaysia EL/SI ELi ELi NPF SI/NPF SI/NI
Nepal EL EL EL NPF NPF NPF
Pakistan EL/SI EL/SI EL/SIj SI SI SI
Papua New Guinea EL . . . . . . NPF NPF NPF
Philippines EL/SI EL/SI EL/SIj SI SI SI
Republic of Korea EL/SI d ELk l l l

Samoa SI EL . . . NPFm NPF NPF
Singapore EL EL ELn NPF NPF NPF
Solomon Islands EL EL ELn NPF NPF NPF

Sri Lanka EL d EL NPF NPF NPF
Thailand EL/SI EL EL . . . . . . . . .

Source: K. Thompson, Survey o f  Social Security in Developing Countries in Asia and the Pacific (Bangkok, ILO, 1986), pp. 
29-31.

Notes: EL = Employers’ liability. S I = Social insurance. NPF = National provident fund. 1VC = Non-contributory.

a In addition, medical care is provided under social insurance arrangements in Burma, India, the Islamic Republic of Iran, 
Pakistan, the Philippines, and the Republic of Korea. b There is a statutory provident fund which applies only to workers 
in the tea plantations. c The social security programmes shown are for employed persons in state-run enterprises (different 
from collectively owned enterprises). There are separate systems for employees of government and party organizations, mass or-
ganizations and cultural educational public health and scientific institutions. Medical services are provided in employers’ clinics 
or hospitals at the expense of the employer. Fees include treatment by doctor, surgery, maternity care, midwifery, bed and full 
cost of ordinary medicines. Employees pay registration fees for both out-patient and in-patient care, and also fees for nourish-
ment and tonic medicines. d  Collective agreements generally provide for periods of certified sick leave with pay. e Per-
sons aged 70 and over who satisfy certain conditions mainly concerned with residence in Hong Kong qualify for old-age allowance. 
Severely disabled persons are entitled to disability allowance. Both types of allowance are non-means tested. f In addition 
to the provident fund benefits, there is the Family Pension Scheme for survivors, the Gratuity Fund for termination of employ-
ment by superannuation, resignation, retirement or death and a deposit-linked insurance scheme for additional payments on death 
in certain circumstances. g Indonesia also has a special scheme for employees of central and provincial governments paying 
lump-sum benefits in respect of old age and death, as well as a compulsory savings and insurance scheme for the same employees. 
h Family allowances are also payable (on an employment-related basis). i  These provisions apply to employees earning up 
to $M 500 per month. j  Limited to four confinements after March 1973. k Under the medical insurance system in the 
Republic of Korea, a maternity grant is payable in respect of the confinement of an insured person or the wife of an insured per-
son. Medical insurance benefit is not payable for the third and subsequent children from January 1983, except where illness results 
from the delivery. l Legislation for a national welfare pension scheme was enacted in 1973 but has not been implemented. 
m In Samoa, provident fund pensions are payable compulsorily with the right to commute 25 per cent of the pension, unless 
the total amount credited is below the prescribed figure, when it is paid out as a lump sum or a pension as desired by the member. n 

Entitlement is limited to three confinements since 1968.
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region, w ith  the noticeable ex-
ception o f  the Republic o f  Korea. 
The issue relates to  the choice b e t-
ween private/individualized and 
public schemes o f  m edical care. In 
the  case o f  hea lth  systems funded 
directly  by  beneficiaries as prac-
tised in India and Pakistan, there 
are deficiencies in term s o f  trained 
personnel, equipm ent and buildings 
owing to  a lack o f  financial re 
sources.

2. Role o f  social security 
schemes in savings mobilization

Interest in social security 
schemes also arises from their 
role in mobilizing savings. H ow -
ever, in order to  generate savings, 
the social security schemes should 
be funded or capitalized, or o f  the 
“ save-as-you-earn” type , rather 
than  the  “pay-as-you-go” type 
which is com m only used in devel-
oped countries. The “ save-as-you-
e am ” type is financed via capi-
talization and accum ulates pay-
m ents, m ade by  current econom i-
cally active popula tion  during their 
working lives, in a trust fund, 
ou t o f  which lum p-sum  or annuity  
paym ents are m ade to  the m em -
bers o f  the fund. The capacity o f  
the  fund to generate savings de-
pends on a num ber o f  factors, 
including the demographic p ro -
file o f  m em bers, the nature  o f  
risk coverage provided, the  im pact 
o f  the econom ic environm ent, such 
as inflation which erodes the real 
value o f  reserves and recession 
and unem ploym ent which adverse-
ly affect the con tribu tion  as well 
as the adm inistrative costs o f  
operating the fund.

The ex ten t to  which social 
security schemes com pete w ith  
o ther form s o f  savings and result 
in lower (or even negative) net 
savings depends on the o ther 
savings instrum ents available and 
the saving habits o f  the people. In 
view o f  the special na ture  o f  social 
security paym ents, especially its

illiquidity, it is unlikely th a t an 
increase in such paym ents will be 
offset by  a decline in o ther forms 
o f  savings. The net savings are 
likely to  be substantially positive. 
Some analysts, however, believe 
th a t social security program m es 
are n o t an effective m eans o f  m obi-
lizing savings in the long term  and 
th a t the ir  savings m obilization 
po ten tia l is generally short-lived.9 
The evidence cited, however, is 
from  Latin America, where the 
m acro-econom ic environm ent is 
substantially d ifferent from  th a t in 
the ESCAP region. In the develop-
ing ESCAP region, Singapore has 
the highest ra tio  o f  social security 
receipts to  GDP, 11 per cent, 
w hich com pares favourably w ith 
the ratios o f  developed m arket 
econom ies. However, during the 
recent recession, Singapore had  to  
lower the social security co n tribu -
tions considerably.

According to  available in form a-
tion , 11 countries are using the 
provident fund m ethod  for finan-
cial support in cases o f  old age, in -
validity and death  o f  the b read-
w inner. The scheme in Malaysia 
had  4 .8 million active m em bers in
1986. Sri Lanka had  2.5 m illion in 
1985 and Singapore abou t 943 ,000  
in 1984. In India, the Em ployees 
Provident F und  had  approxim ately
13.2 m illion m em bers in 1986, ou t 
o f  w hich 700 ,000  were coal miners 
and 500 ,000  were tea  p lan ta tion  
w orkers in A ssam.10

The m ain features o f  these 
schemes are th a t their benefits 
depend  largely on the length o f 
service, the stability  and location 
o f  em ploym ent, and the am oun t o f 
earnings. In India, Indonesia, 
Malaysia, Nepal, the  Republic o f

9 See C. Wallich, Savings Mobi-
lization through Social Security, The 
Experience o f  Chile during 1916-1977, 
World Bank Staff Working Papers, No. 
553 (Washington, D.C., 1983).

10 K. Thompson, op.cit., fn. 10, 
p. 14.

Korea and Singapore, lum p sum pay-
m ents are m ainly used for hous-
ing,11 for financing small en ter-
prises and to  pay educational ex-
penses. In Fiji and Malaysia, a for-
m ula is added to  the provident 
fund  to  raise the benefits in case 
o f  death  to  allow for the  length o f  
m em bership in the fu n d .12

In a num ber o f  countries, 
there are circumstances in which 
all or part o f  the curren t credit 
m ay be w ithdraw n prior to  retire-
m ent age, including the purchase 
o f  approved housing accom m oda-
tion  (Malaysia and Singapore), 
while the Em ployees’ Provident 
F und  in India allows non-refund- 
able advances for such purposes 
as the financing o f  life insurance, 
purchase o f  a house or land for 
the purpose o f  constructing a 
dwelling and the marriage o f 
daughters. In Nepal, governm ent 
employees m ay apply for real 
estate loans from  the fund up to  
a value o f  five years’ salary, the 
repaym ent term  being 25 years 
at 12 per cen t per annum .

Capitalized social security 
funds can also play an im portan t 
role in determ ining the allocation 
o f  investm ent funds in the eco-
nom y. There are a num ber o f 
ways in w hich this can be achieved. 
In the case o f  larger economies, 
social insurance schemes can con-
tribu te  to  the widening o f  the 
capital m arkets by  ensuring a con-
s tan t dem and for assets. Second, 
the surpluses can be invested in 
im portan t national developm ent 
projects or social infrastructure 
(schools, hospitals, roads) or in 
governm ent securities to  finance 
such projects. F inally, surpluses 
can be re turned  to  the schem es’ 
affiliates through the lowering o f 
con tribu tion  levels, increased ben -
efits and subsidized loans or o ther 
purposes.

11 A SE A N  Economic Bulletin, vol. 
3, No. 1 (July 1986), p. 15.

12 K. Thompson, op. cit., p. 15.
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In m ost developing countries 
o f the region the investment policy 
o f social security institutions is 
regulated by Government, bu t 
the ex ten t o f  government influence 
varies widely. In Malaysia, for 
example, the Employees Provident 
Fund is required to invest at 
least 70 per cent o f  its surplus 
funds in government securities (in 
practice, this proportion  reached 
94 per cent in 1975); the rest must 
be invested in high-quality, ap-
proved assets.

In India and the Philippines, on 
the other hand, investment is 
authorized in a wide variety o f as-
sets. In the case o f  the Philippines, 
such a policy reduced the potential 
contribution which the social se-
curity scheme’s surpluses could 
have made to development. In 
addition to  salary loans and educa-
tional loans, real estate and m o rt-
gage loans represented a very large 
proportion o f  to tal loans and in-
vestment over the period 1965- 
1975, encouraging private real 
estate investment, while a housing 
programme for the low-income 
group was interrupted.

The cases o f Singapore and 
Sri Lanka provide an interesting 
comparison. In bo th  countries, 
state influence on the allocation 
patterns o f  funds is strong: all
surpluses must be invested in gov-
ernm ent securities. However, in 
Sri Lanka, these funds were used 
to finance up to  one third o f the 
G overnm ent’s net cash deficit, 
since they were used for the coun-
try ’s welfare system of extensive 
social services. It could therefore 
be said tha t there was no direct 
contribution to  financial, indus-
trial or agricultural development.

By contrast, in Singapore, a 
programme o f  mass housing and 
urban renewal was begun in 1968, 
in which the Central Provident 
Fund participated directly. An 
overt effort was made to  rehouse 
the lower-income population by 
allowing affiliates o f the Fund to

borrow against their contributions 
in order to  finance housing pur-
chases. By acting as a financing 
agent for public housing schemes, 
the Fund contributed to  the de-
velopment o f the social infrastruc-
ture o f Singapore and made pos-
sible a general sharing o f capital 
wealth generated in the economy.

B. URBANIZATION AND  
HOUSING PROBLEMS

1. Trends in urbanization in 
the ESCAP region

In spite o f  high population 
growth rates in many o f  the large 
cities of the ESCAP region, the 
overall pace o f  urbanization over 
the past quarter century has not 
been rapid in comparison with 
the other developing regions o f  the 
world. The rate o f  urbanization is, 
however, projected to  increase 
between now and the end o f  the 
century. Between 1960 and 1985, 
the total urban population o f 
Asia13 grew at an annual rate o f
3.0 per cent, doubling in a period 
o f  23 years .14

There have been declines in the 
rate o f growth o f urban and rural 
populations in Asia in the recent 
past. The annual growth rate o f 
the urban population declined from 
3.24 per cent during the 1960s 
to 3.03 per cent in the 1970s, 
while the growth rate o f the rural 
population declined from 2.03 
to  1.71 per cent in these two 
periods. As a consequence, the p ro -
portion o f  the population living 
in urban areas increased from 21.1 
per cent in 1960 to 23.2 per cent 
in 1970, to  25.6 per cent in 1980, 
and to a further 26.9 per cent in
1985.

13 Excluding countries west of the 
Islamic Republic of Iran.

14 Calculated from The Prospects 
o f  World Urbanization, revised as o f  
1984-85 (United Nations publication,
Sales No. E.87.XIII.3).

Trends in the pace o f  urbani-
zation depend on no t only the 
absolute rate o f  growth o f  the 
urban population but also the rela-
tive rates o f  growth o f  urban and 
rural populations. The difference 
between the urban and rural 
population growth rates is a useful 
measure for reflecting the pace o f 
urbanization. Its usefulness is 
apparent if, for example, the rate 
of urbanization o f India is com -
pared with that o f  the Republic o f  
Korea. During 1985-1990, the 
absolute annual rate o f urban 
growth in India is projected to  be 
higher (3.58 per cent) than in the 
Republic o f  Korea (3.36 per cent), 
yet the relative rate o f  growth o f 
urbanization in the Republic of 
Korea is much higher (5.37 per 
cent) than in India (2.54 per cent) 
because the form er’s rural popula-
tion is declining by 2.0 per cent 
per annum whereas tha t o f India is 
expanding by 1.0 per cent (see 
table 1.15).

Although the growth in overall 
urbanization has not been very 
rapid, the abnormal growth of a 
few cities and urban agglomera-
tions does present a serious chal-
lenge to  planners in the developing 
ESCAP region. For example, there 
are five urban agglomerations with 
a population o f  over 10 million, 
namely, Tokyo/Y okoham a, Shang-
hai, Calcutta, Seoul and Greater 
Bombay (see figure I .9 ). By 1990,
40.1 per cent o f  the urban popula-
tion o f East Asia and 38.6 per 
cent in South Asia will reside in 
cities with a population o f over
1 million. In bo th  subregions, cities 
in the 1 to 2 million category are 
expanding most rapidly. The 
populaiton in cities o f 4 million 
and over is also growing rapidly.

The ESCAP region contains 
another 11 “mega-cities” exceed-
ing 5 million population.15 Half 
o f  the w orld’s 20 largest urban 
agglomerations are located in Asia.
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Rates o f population growth in 
Asia’s largest urban agglomerations 
vary widely. China’s largest cities 
o f  Shanghai, Beijing and Tianjin 
are projected to grow at rates 
between 1.2 and 1.4 per cent to 
the year 2000, bu t the pace of 
urbanization in China is likely to 
have increased since these projec-
tions were prepared. O ther urban 
agglomerations in the developing 
ESCAP region, however, are pro-
jected to  expand more rapidly 
during the remainder o f  the cen-
tury. The average annual rate o f 
growth o f  Jakarta would be 3.4 per 
cent, Calcutta 2.7 per cent, Greater 
Bombay 3.1 per cent, and Tehran
3.9 per cent.

2. Housing problems

One o f  the more serious social 
consequences o f  urban growth and

its concentration in a few big cities 
is the emergence o f  slums and 
squatter settlements in urban areas. 
It is estimated that up to  30 per 
cent o f the urban population in 
the ESCAP region is living in 
slums.16 The problems in slums 
and squatter settlem ents are of 
serious concern and have been 
highlighted recently in the United 
Nations Centre for Human Settle-
m ents (Habitat) Global R ep o rt.17 
The following b rief survey shows 
the widespread nature o f  the p rob-
lem in the developing ESCAP 
region.

16 UNCHS, Human Settlement Po-
licy Issues in the ESCAP Region (Nai-
robi) (HS/33/84/E).

17 UNCHS, Global Report on Hu-
man Settlements (Oxford University 
Press, 1987).

In Bombay, whose total popu-
lation was estimated at 10.1 mil-
lion in 1985, some 3.5 million 
slum dwellers live on about 8,000 
acres o f  land. It was also estimated 
tha t some 100,000 people live 
on the pavem ent.18 In Calcutta, 
where about one third o f the c ity’s
8.3 million people live in over-
crowded settlements comprising 
single-storey huts o f temporary 
construction, the num ber o f pave-
m ent dwellers was estimated at 
600 ,000 .19 In Greater Bangkok, 
an estimated one million people, 
or nearly 18.6 per cent o f the 
population, were estimated to live 
in slums in 1984.20 Similar figures 
were also reported from the 
Philippines, where one third o f  the 
city population dwell in slums and 
squatter settlements, while in 
Jakarta  the proportion o f  slum 
dwellers was estimated at one 
quarter o f  urban households.21

In Colombo, more than half 
o f the c ity ’s population in 1985 
was estimated to  be living in sub-
standard accom m odation.22 In 
Hong Kong, despite a considerable 
effort to  remove and resettle 
squatters, it was estimated tha t in 
1982 their numbers had increased 
when compared with the situation 
in 1976.23 In Dhaka, 24 per cent

18 Ibid., p. 80.
19 Department of International Eco-

nomic and Social Affairs, Population 
Growth and Policies in Mega-Cities: 
Calcutta, Population Policy Paper No. 1 
(United Nations, New York, 1986) 
(ST/ESA/SER.R/61).

20 Shlomo Angel and Sopon Porn- 
chokchai, Bangkok Slum Lands: The
Policy Implications o f  Recent Findings, 
Working Paper No. 4, The Bangkok 
Land Management Study (April 1987).

21 Trinidat S. Osteira, “Recent
trends in urbanization in the ASEAN 
region: implications for health pro-
grammes” , South-East Asian Affairs 
(Singapore, 1987), p. 81.

22 UNCHS, Global Report. . . , p. 81.

23 Ibid., p. 82.

71

Figure I.9. Population o f  ten largest urban agglomerations in Asia, 1985  
and 2000



o f the popu la tion  was estim ated to  
be living in slums.24

The living conditions o f  the 
u rban poor are m uch worse than  
those o f  the  average urban inhabi-
tan ts, w ho themselves are deprived 
o f  the basic amenities. For ex-
ample, less than  a th ird  o f  the 
u rban popula tion  in Bangladesh, 
India, Indonesia and Nepal are 
provided w ith  a satisfactory sani-
ta tion  system. 26 to  38 per cent 
o f  the urban population  is served 
w ith  com m unity  w ater supply 
in Afghanistan, Bangladesh, Burma 
and Indonesia. In India, Pakistan, 
Sri Lanka and Thailand, the figures 
are 65 to  77 per cent.

3. Changing attitudes towards 
urban slums

A basic cause o f  the origin and 
grow th o f  slums and squatter 
settlem ents in the large cities o f 
the region is the lack o f  adequate 
facilities relating to  the supply, 
control, and planning o f  urban 
land. Housing opportun ities for 
low-income urban dwellers have 
been decreasing in the inner-city 
areas o f  m any countries in the 
ESCAP region. This has resulted 
in changing attitudes o f  public 
authorities tow ards slum dwellers, 
w hich varies from  benign neglect 
and tolerance to  eviction and slum 
clearance. In the 1970s, m any 
G overnm ents adopted  m ore suppor-
tive “innovative approaches” em -
phasizing on-site upgrading and 
tenure regularization o f  slum areas. 
They were a response to  the sim -
mering unrest and social tensions 
created by the earlier approach o f 
slum clearance and involuntary 
resettlem ent. However, in recent 
years, as the land price increased 
sharply in the m etropolitan  areas, 
landow ners o f  slums and squatter 
settlem ents becam e increasingly

24 Centre for Urban Studies, Slums 
in Dhaka City (Dhaka, University of 
Dhaka, June 1983).

aware o f  the m ore lucrative pos-
sibilities o f  land use. This aware-
ness has tem pted  m any landow n-
ers, b o th  private and public, to 
resort to  massive evictions and 
involuntary resettlem ent o f  squat-
ters, and to  abandon the previous 
policy o f  improving the conditions 
o f  the present residents o f  the 
squatter-occupied settlem ents.

This has been evident from  
the sharp rise in land prices in re-
cent years. F o r exam ple, the  resi-
dential land price in Kuala Lum pur 
increased at an average annual 
rate o f  50 per cent during 1980- 
1983, while the rate o f  inflation 
was around 6 per cent. In  Bangkok, 
the price o f  land along m ajor 
roads, lanes, and vacant parcels, 
increased in real term s on an 
average o f  17, 7 and 12 per cent 
per year respectively, betw een 
1977 and 1986. During the height 
o f  the Bangkok p roperty  boom  
from  1977 to  1981, the  price o f  
centrally-located land increased 
m ore than  50 per cen t per year.25

Sim ultaneously, a num ber o f  
mass evictions have taken  place in a 
num ber o f  large cities in the  region. 
For exam ple, in 1987, some 20 ,000  
dwellers were evicted from  their 
existing slum settlem ents in Cal-
cu tta  and their dwellings dem ol-
ished com pletely , while an old 
public housing area in Seoul was 
dem olished under the U rban R ede-
velopm ent A ct, affecting nearly 
100 families. In  Bangkok, during 
a period o f  tw o years 1 9 85-1986 , 
more than  5 ,000  households have 
been evicted, and an additional 
1,500 are being dem olished.26

The curren t trend  tow ards 
m ore “ effic ien t” land use o f  co n -
verted slums and squatter se ttle-
m ents, involving eviction, is no t 
simply a reversion to  the  earlier

25 David E. Dowall, “The Bangkok 
land and housing market study” (1987) 
(mimeographed).

26 Shlomo Angel and Sopon Porn-
chokchai, op. cit.

approach o f  slum clearance. It 
represents a new trend  towards 
the  form alization and com m er-
cialization o f  the urban land and 
housing m arket, w hich is now 
being increasingly dom inated by 
large corporations and developers. 
I t has replaced a num ber o f  in -
form al housing arrangem ents w hich 
benefited  the u rban  poor, such as 
unauthorized occupation o f  govern-
m en t land, cheap land rental, 
and subdivision o f  housing units 
for sublease. F o r exam ple, in 
Dhaka, while the  poor living in 
bustees, old tenem ents, e tc ., con-
stitu te  70 per cent o f  the c ity ’s 
popula tion  and are confined to 
only 20  per cen t o f  the land, the 
middle- and the upper-incom e 
groups form  only 30 per cent o f 
the population b u t occupy 80 per 
cent o f  the residential land o f  the 
city . Such d istorted  structures o f  
residential patterns are prevalent in 
m any o ther m etropolises in the 
region. At the same tim e, land 
currently  occupied by low-income 
people is under increasing pres-
sure from  the governm ent and 
corporate sectors for conversion to 
m ore profitable uses, w ithou t p ro -
viding the slum dwellers adequate 
alternative opportun ities for re-
settlem ent.

4. Policy responses

W ith a view to  m eeting the 
urgent housing needs o f  the region, 
the U nited  N ations Centre for 
Hum an Settlem ents (H abita t) has 
set a target annual construction 
rate o f  10 dwelling units per
1,000 popu la tion .27

Budget and land constraints 
together w ith  the im pact o f  reces-
sion, w hich lim ited social expendi-
tures in m any countries, have 
prevented m ost countries o f  the 
region from  reaching this target, 
w hich only Hong K ong and 
Singapore have been able to

27 UNCHS, Global Report. . . .  p. 14.
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achieve. The shortage o f  public 
resources, however, has induced 
a change in the a ttitude o f  Govern-
m ents towards substandard housing 
and slums. Self-help construction 
arrangements, im provem ent of 
urban services and upgrading of 
the housing units are now encour-
aged, to  the ex ten t possible, as an 
alternative to  the eviction of 
families and destruction o f these 
slums.28

National housing programmes 
have included the establishm ent o f 
new financial institutions and o f 
an integrated urban development 
approach. In centrally planned 
economies, w ith the State as 
traditional main provider o f  hous-
ing finance, private and co-opera-
tive sectors are increasingly in -
volved in housing investment.

A num ber o f  countries in 
the region have undertaken special 
programmes for assisting housing 
developm ent programmes for the 
poor. Thus, in Indonesia, the 
Kampung Im provem ent Scheme 
has become one o f  the main na-
tional shelter programmes ad-
dressed to  the needs o f  the dis-
advantaged. In Malaysia, the 
special low-cost housing programme 
aims to construct 80,000 houses 
through incentives to  the private 
sector.

In the Republic o f  Korea, the 
Housing Construction Prom otion 
Act has provided the basic fram e-
work for governm ent efforts 
to prom ote low-income housing. 
Through a World Bank project, 
the private sector in the Philippines 
is participating in the construc-
tion  o f low-income housing. 
Sri Lanka has established a per-
m anent process for the provision 
o f shelter for the poor know n as

the Million Houses Programme. 
It provides small loans for con-
struction and rehabilitation o f  
shelter and essential services.

In the short-term , government 
policies contribute in various ways 
to the im provem ent o f  housing 
finance and credit schemes, es-
pecially for the low-income popu-
lation. In some States o f India and 
Malaysia, housing programmes allo-
cate a certain proportion o f  housing 
units to  low-income groups. In 
India, Nepal and Papua New Guinea, 
housing finance institutions have 
been established w ith  a three- 
tier system covering the national, 
regional and local levels. Such 
institutions are strengthened in 
Thailand, where the Government 
carefully reviews the loan system 
and housing subsidies.

In China and Viet Nam, re-
forms in the urban housing system 
have led to  a larger share o f  per-
sonal investm ent in urban and 
rural housing projects and have 
encouraged individual families to 
buy houses. Building materials 
in China are provided at subsidized 
prices w ith tax exem ption granted 
for buildings purchased.29

In Indonesia, the National 
Urban Development Strategy pro-
vides for the establishment o f a 
m unicipal developm ent fund to  be 
administered by the National Urban 
Development Co-ordination Board. 
O ther financial arrangem ent in-
clude mortgage schemes for the 
purchase o f  complete and sub-core 
houses.

The Million Houses Programme 
o f Sri Lanka has adopted an in-
stitutional approach based on the 
principle o f  m inim um  intervention, 
maximal support by the State and 
maximal involvement o f  the builder 
families. It is claimed th a t through 
this approach the num ber o f houses 
built is triple the num ber tha t 
would have been built through 
conventional sources o f  finance.

 92E. Carlson, op. cit

The preceding brief survey 
highlights the necessity o f an 
integrated approach to housing 
policies. Such an approach includes 
three main com ponents: first,
the institutional aspect, which 
consists o f  reform o f land tenure, 
rent control and public and private 
schemes o f  financing; second, 
the physical aspect, which includes 
housing im provement as well as the 
extension o f basic services to the 
urban poor; lastly, the economic 
aspect, which involves the aug-
m entation o f the incomes o f  the 
low-income groups through various 
em ploym ent schemes.

The success or failure o f dif-
ferent resettlem ent programmes is 
linked to  the capacity to  develop 
such an integrated approach to 
hum an settlements.

C. SMALL-SCALE 
INDUSTRIES

Interest in small-scale indus-
tries in the developing world has 
stemmed largely from  their po ten-
tial for increasing em ploym ent 
opportunities. I t has been rein-
forced by the disappointing im-
pact of increases in m anufactur-
ing ou tpu t on em ploym ent. In-
terest in small-scale industry was 
further enhanced after the disil-
lusionm ent w ith the growth-ori- 
ented development strategies in 
the 1960s and the increased con-
cern for equity .30

However, over the past decade 
and a half experience w ith res-
pect to  the role o f  small-scale 
industries in development has been 
rather mixed. The ESCAP region, 
in fact, presents a very variegated 
picture concerning small-scale p ro -
duction, w ith respect to bo th  its 
relative size in the m anufacturing 
industry and the policies adopted.

30 ILO, Employment, Incomes and 
Equality: A  Strategy for Increasing
Productive Employment in Kenya 
(Geneva, 1972).
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28 Alan Gilbert, “Self-help housing 
and State intervention: illustrated
reflection on the Petty Commodity 
Production debate” in David Drakais- 
Smith, ed., Urbanization in the Develop-
ing World (London, Croom Helm, 1986), 
pp. 175-194.



Moreover, definitions o f  the sector 
vary from  coun try  to  coun try  
and , indeed, w ith in  countries.

A comprehensive assessment o f  
the subject can only be undertaken  
as a m ajor pro ject w hich falls 
well beyond the scope o f  the 
present Survey . 31 This section 
therefore, focuses on six econo-
mies –  India, Indonesia, Malaysia, 
Thailand, the Republic o f  Korea, 
and Hong Kong –  as the basis 
for discussing the  policy issues 
relating to  the small-scale m anu-
facturing sector in the ESCAP 
region. O f all countries in the 
region, India has perhaps the m ost 
wide-ranging policy experience in 
prom oting small-scale industries. 
Indonesia, Malaysia and Thailand 
have substantial small-scale sectors 
and have active policies to  support 
them . In the Republic o f  Korea, 
such support is lim ited and selec-
tive, b u t the small-scale sector 
has an im portan t role in the coun-
t ry ’s export-oriented econom y. In 
Hong Kong, the sector has enor-
m ous im portance b u t it  has no 
clear small industry  policy. Taken 
together, these countries provide 
a good cross-section o f  the  ESCAP 
region’s small-scale production  
sector.

1. A cross-section view

This section presents an over-
view o f  trends in grow th o f  the 
small-scale industries, their relative 
im portance in the industrial sector, 
problem s they have encountered 
and policies th a t have been adopted  
for their developm ent.

The small industry  sector in 
India includes all units whose 
investm ent in p lan t and m achinery 
is less than  Rs 1 m illion. These

industries have been  given a distinct 
place under the heading “Village 
and Small Industries (V SI)”  in 
the national developm ent plans. 
Village and  small industries com -
prises tw o subsectors. One con-
sists o f  trad itional cottage and 
village activities such as the pro -
duc tion  o f  khadi, coir and hand i-
crafts, etc. This subsector is dis-
tinguished by  its wide geographi-
cal d istribu tion , household-based 
p roduction , and ra ther semi-urban 
and rural nature . The o ther is the 
m o d em  small-scale industry  sub-
sector, w hich is characterized by a 
relatively high technological level, 
p roduc t sophistication and urban 
orien tation .

The 1970s and 1980s have 
seen a trem endous grow th  in vill-
age and small industries. Over 
the period 1973 /74-1985 /86 , the 
num ber o f  small-scale industry  
un its rose from  312 ,0 0 0  to  1.3 
m illion and em ploym ent increased 
from  3.9  m illion to  9 .6  million 
persons.32 However, em ploym ent 
has n o t grown as m uch as o u tp u t 
and exports, m ainly  because o f  
technological im provem ents and 
higher productiv ity  achieved over 
the years. The small-scale in-
dustry  subsector also decisively 
im proved its ex p o rt perform ance. 
It now  accounts for 22.5 per cen t 
o f  the  to ta l exports  o f  Ind ia .33 
The village and small industry  
sector as a w hole em ploys abou t 
29 million persons. H alf o f  the 
m anufacturing secto r’s o u tp u t is 
generated by  this sec to r.34

A fter independence, m odem  
small-scale p roduction  was first 
established in industries producing 
soap, detergents, leather goods,

32 India, Economic Survey 1986- 
87  (New Delhi, Ministry o f Finance, 
1987), p. 43.

3 3  Ibid.

3 4  ESCAP, Small Industry Bulletin 
fo r  Asia and the Pacific, No. 21 (United 
Nations publication, Sales No. E.86.II.
F.25), p. 42.

e tc., b u t m ore recently  small-scale 
activity has ex tended  in to  such 
sophisticated fields as electrical 
goods, electronics and electro-
m edical devices. Small-scale leather 
m anufacture  is export-oriented and 
provides em ploym ent to  a large 
num ber o f  people belonging par-
ticularly to  the w eaker sections 
o f  the com m unity . The export 
perform ance in the p roduction  o f 
coir, handicrafts, silk, handloom  
clo th , e tc., has also m ade con-
siderable progress. The o u tp u t o f  
the khadi and  village industries, 
traditionally  aim ed a t the local 
m arket, has been increasingly ex-
ported .

As n o ted  earlier, the Govern-
m en t o f  India has an explicit policy 
aim ed at p rom oting  the  develop-
m en t o f  village and small indus-
tries. A m ong its o ther objectives, 
the small industry  m ovem ent aims 
a t uplifting the weaker sections 
o f  the  population  and redressing 
regional imbalances.

In order to  im plem ent its 
small-scale industry  p rom otion  poli-
cy, the G overnm ent has adopted  
a wide range o f  support p ro-
grammes. One such programme 
reserves p roducts for exclusive p ro -
duc tion  in the small-scale sector. 
In troduced  in 1956/57 , the list 
has been enlarged to  163 from
47 item s included initially.

In  the field o f  finance, the 
state governm ents have set aside 
special funds to  provide medium- 
and long-term  finance to  small-scale 
industries adm inistered through the 
state financial co rpora tion , state 
small industry  corporations, and 
the  N ational Small Industry  Corpo-
ration. The G overnm ent, through 
the  Reserve Bank o f  India, has 
also im plem ented  a credit guarantee 
scheme to  provide the sharing o f 
possible losses betw een private 
lending institu tions. The Govern-
m en t also encourages com m ercial 
banks and o ther credit institu tions 
to  jo in  in the  e ffo rt to  provide 
loans to  small industries.

7 4

 13For a recent comprehensive re-
view of the problems of small-scale 
manufacturing enterprises, see I.M.D.
Little, Dipak Mazumdar and John M. 
Page, Small Scale Manufacturing Enter-
prises: A  Comparative Study o f  India
and Other Countries (New York, Oxford 
University Press, 1987).



Other schemes include the 
provision o f  consultancy services, 
aid in marketing, m odernization 
o f  production as well as encourage-
m ent o f  subcontracting between 
small units and medium/large units. 
The Governm ent also encourages 
public sector undertakings to  en-
gage in subcontracting arrange-
m ents w ith small-scale units. In 
addition, a comprehensive indus-
trial estate programme has been 
launched which provides electricity 
to small factories at subsidized 
rates.

The degree o f  success o f  the 
village and small industry schemes 
and programmes is n o t easy to 
estimate. Sick industries continue 
to  cause concern, and lack o f  
reliable statistics has hindered sys-
tem atic analysis o f  the problems 
in the subsector.

In Indonesia, small-scale indus-
try  is defined in a num ber of 
different ways. The Jakarta-based 
Bank Indonesia characterizes small- 
scale enterprises as having a net 
w orth  n o t in excess o f  Rp 20 mil-
lion and current assets n o t exceed-
ing Rp 10 million. The Depart-
m ent o f  Industry has used three 
criteria to  define a small indus-
trial enterprise: (i) investment in
plant and equipm ent no t more 
than $120,000, (ii) investment per 
w orker no t m ore than $1,000, and 
(iii) ownership by an Indonesian 
citizen. The Indonesian Central 
Bureau o f  Statistics includes in 
the sector units employing b e t-
ween 5 and 19 persons. Enter-
prises w ith four or less employees 
are categorized as part o f the 
cottage and household sector.

According to a 1979 survey 
o f  industrial establishments, the 
small-scale and cottage sector (1-19 
employees) accounted for 99 per 
cent o f  all m anufacturing enter-
prises, over 80 per cent o f  total 
industrial em ploym ent and 22 per 
cent o f  value added in the coun-
try ’s m anufacturing industry .35 
Small-scale and cottage units are

largely found in industries pro-
ducing food, beverages, tobacco, 
textiles and apparel, leather and 
leather goods, and furniture and 
other wood products. Subcon-
tracting between small-scale units 
and medium/large enterprises is 
still rare in the manufacturing 
industry o f  Indonesia.

Because o f  the im portance o f  
the small-scale and cottage sector 
for em ploym ent and its wide 
geographical dispersion in the coun-
try , the Indonesian Government 
extends it strong support. Most 
o f  the Governm ent’s efforts are 
focused on financial and technical 
assistance.

The primary source o f  finan-
cial credit for the cottage and 
small-scale industries of Indonesia 
is Kredit Investasi Kecil (KIK), 
a scheme for loans for plant and 
equipm ent, and Kredit Modal Kerja 
Permanen (KMKP), a similar loan 
scheme for working capital. There 
are other programmes, such as 
the Mini Kredit (a programme 
for financing equipm ent and w ork-
ing capital with a ceiling o f  $160 
only), and the Kredit Candak 
Kulak, a working capital loan 
programme with a lending ceil-
ing o f  $24 for tiny businesses. 
These financial credit schemes are 
generally administered by the Cen-
tral Bank, funded by the Govern-
m ent and supplemented by ex-
ternal sources. According to 
the World Bank, while the Mini 
Kredit and the Kredit Candak 
Kulak play some role in the de-
velopment o f  Indonesia’s small 
industrial enterprises, the KIK/ 
KMKP programmes have become 
increasingly im portant in meeting 
the financial needs o f  these enter-
prises since 1974.

In Malaysia, small-scale in-
dustry consists o f establishments

35 Biro Pusat Statistik, Statistik 
Indonesia, Statistical Yearbook o f  
Indonesia 1986 (Jakarta, 1986), pp. 
292-295.

having 5 to  49 employees. En-
terprises with less than 5 persons 
are referred to  as tiny-scale (or 
traditional) establishments. These 
are generally artisan-type units, 
owned and managed by craftsmen.

Official surveys indicate that 
42 per cent o f  all manufacturing 
establishments are tiny-scale and
45 per cent are small-scale. In the 
industrial sector as a whole (m anu-
facturing, mining, construction),
87 per cent o f the enterprises 
employ less than 50 workers. Of 
the manufacturing em ploym ent, 
tiny-scale accounts for 3 per cent 
and the small-scale for nearly 20 
per cent o f  the work-force. Fur-
therm ore, tiny- and small-scale 
enterprises contribute 14 per cent 
o f  the manufacturing value added. 
In the industrial sector as a whole, 
the small- and tiny-scale enterprises 
combined account for 31 per cent 
o f  em ploym ent and 20 per cent 
o f  value added.

Large enterprises, defined as 
those employing more than 200 
employees, account for nearly 41 
per cent o f the labour force and
46 per cent o f  the value added 
in the industrial sector, bu t only 
for 2.6 per cent of industrial 
establishments. The rest o f the 
em ploym ent and value added in 
the industrial sector is accounted 
for by the medium-scale, that is 
units employing 50 to 199 workers.

Since the 1970s, the Malaysian 
Government has actively prom oted 
the development o f  small-scale 
industries. As stated in the fourth 
plan, “ Small-scale industries played 
an im portant role in the develop-
m ent o f  entrepreneurship, creation 
o f  em ploym ent, mobilization of 
individual savings for investment, 
broadening o f the industrial base 
for the Bumiputra and the provi-
sion o f  inputs and supportive ser-
vices for larger-scale industries” . 36

36 Malaysia, Fourth Malaysia Plan
1981-1985 (Kuala Lumpur, 1981), p. 
297.
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Box I.12. The rise and decline of small-scale tube-well industry in Pakistan

The case of the Pakistan tube- 
well industry in Punjab throws inter-
esting light on both the strengths and 
weaknesses of small-scale manufactur-
ing activity. A sector which had earlier 
shown remarkable dynamism, when 
confronted with a sudden collapse 
of its market in the mid-1970s, went 
into decline. A field survey conducted 
in 1982-1983 showed that in the 
course of its growth the artisanal 
type of enterprise reaches a stage 
when it confronts a barrier blocking 
its further expansion and technological 
improvement.

The story goes back to the early 
1960s. As the installation of tube- 
wells in the private agriculture of 
Punjab gained momentum, a large 
number of artisan-type units estab-
lished production of slow-speed diesel 
engines and low-capacity water pumps. 
A survey conducted in 1969 estimated 
the size of the small-scale sector at 
444 enterprises employing 6,000 
workers.a Nearly 66 per cent o f these 
units were estimated to employ less 
than 10 workers.

Two features of the phenomenon 
attracted particular attention: the 
ease with which these units were able 
to acquire the new technology, and 
their entry into an oligopolistic in-
dustry dominated by a few large firms. 
Both these features called for an ex-
planation.

A detailed study of the industry 
sought to answer these questions.b

a See F.C. Child and H. Kaneda, 
“ Links to the Green Revolution: a
study of small-scale agriculturally – 
related industry in Pakistan Punjab”, 
Economic Development and Cultural 
Change, vol. 23, No. 2 (January 1975).

b Khalid Aftab and Eric Rahim, 
“The tube-well industry in Pakistan 
Punjab: entry, survival and the role
of small-scale engineering units”, Eco-
nomic Bulletin fo r Asia and the Pacific, 
vol. XXXVI, No. 1 (June 1985).

On the acquisition of the new tech-
nology, the study identified two fac-
tors which complemented each other. 
First, although the new technology 
was distinctly more advanced than 
the production methods familiar to 
the artisanal units, it was not too 
remote to be inaccessible on the 
basis of existing skills. For instance, 
production of most tube-well com-
ponents needed no more than simple 
equipment, the operation of which 
required no formal training and was 
thus within the competence of a labour 
force with metal-working experience, 
which was in abundant supply.

Further, the assembly nature of 
the product provided considerable 
scope for vertical specialization within 
both the small-scale sector, and the 
engineering industry generally. By 
giving the small enterprise the choice 
to buy or make various components 
in-house, the possibility of vertical 
specialization reduced both the tech-
nological and capital requirements of 
entry into tube-well production. The 
components which were beyond the 
production capacity of small enter-
prises could be purchased from larger 
engineering enterprises or commercial 
importers. Thus, though unable to 
enjoy economies of scale, the small 
enterprises could benefit from econo-
mies of specialization available with-
in the industry.c

Two considerations have been 
offered to explain the second feature 
of the development –  the entry into 
an oligopolistic industry. The first 
o f these relates to the opportunities 
for expansion available to large enter-
prises in the buoyant industrial en-
vironment of the early 1960s. This 
period saw not only the expansion 
of the private agriculture demand 
for tube-wells but also a variety of 
investment opportunities in related 
markets. The erttry of small firms

c Ibid.

into the private agriculture market 
did not pose a threat to large enter-
prises, as it inevitably would have 
done in static markets. Second, 
small units, with access to relatively 
simple equipment only, chose to es-
tablish themselves in the large, low- 
price, low-quality segment of the 
market. The large firms continued 
to cater for the upper segment of the 
market and expanded in related but 
more protected markets. This hori-
zontal specialization, together with 
the small firms’ comparative advant-
age in the fabrication of relatively 
low-quality products, provided favour-
able conditions for the coexistence of 
both types of enterprises.

Decline of the small sector

From around 1974 there was 
a substantial decline in the private 
agricultural market for tube-wells. The 
average annual rate of tube-well in-
stallation in Pakistan, which was 
14,700 during the period from 1970/ 
71 to 1974/75, fell to an annual 
average of 7,400 in the subsequent 
four years. Correspondingly, the 
small-scale tube-well sector contracted. 
In 1982-1983, it was difficult to 
find enterprises that had successfully 
adapted by switching production to 
superior or even similar products, such 
as the tube-well. More generally, 
over the entire period 1960-1983 the 
small artisan unit, having once up-
graded its technological and produc-
tion base, was unable to go beyond 
the level of tube-well production.

It was observed that on the basis 
of their technological and financial 
resources these artisan units could 
achieve technical upgrading and ex-
pansion only within certain definite 
limits. Beyond that point expansion

d Khalid Aftab and Eric Rahim, 
“Barriers to the growth of informal 
sector firms: a case study”, 1987
(forthcoming).

The main purpose o f  govern-
m ent agencies assisting and co-
ordinating the development o f 
small-scale industries is to  provide 
financial aid. The loans are at

well below m arket interest rates. 
For instance, Bank Pembanguaan 
Malaysia Berhad (BPMB) lends at 
betw een 0 and 2 per cent interest 
rate, Majlis Am anah R akyat

(MARA) a t 5 to  7.5 per cen t and 
the commercial banks o f  the C o -
ordinating Council for D evelop-
m ent o f  Small-Scale Industries at 
betw een 7.5 to  8.5 per cent.
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required (i) a range of skills that were 
qualitatively different from those pos-
sessed by these firms and which are 
necessarily acquired through formal 
training, and (ii) a certain minimum 
volume of funds which was well be-
yond their resources. The educational 
and social background of the owner, 
and the very nature of the artisanal 
enterprise, proved a serious 
barrier to the acquisition of qualita-
tively different skills. Further, the 
intensely competitive nature of the 
product market environment left little 
room for internal generation of in-
vestment funds. The size and the 
economic position of the enterprise 
also restricted its ability to absorb 
requisite resources through the mar-
ket –  for the ability to acquire re-
sources is determined by the poten-
tial of the firm as perceived by the 
market. It is this perceived potential 
which is ultimately limited by the 
essentially artisanal character of the 
firm.

The story offers a number of les-
sons, two of which are noted here. 
The expansionary phase of the in-
dustry’s development supports the 
view that there is no necessary con-
flict between the simultaneous de-
velopment of large- and small-scale 
industries. Large and small firms can 
specialize on the basis of their com-
parative advantages not only across 
industries but also, where the market 
situation permits, within industries. 
The second phase of the industry 
suggests that even competitive factor 
markets need not treat large and 
small firms equally. In particular, 
small enterprises of artisanal origin 
suffer from certain disadvantages, 
which cannot be explained in terms 
of identifiable distortions of policies 
affecting them. Their main disadvan-
tage is in terms of their inability to 
upgrade their technology and it could 
be removed through active human 
resource development policies in their 
favour.

In Thailand, three different de-
finitions o f  small-scale enterprises 
are used. First, the Small Industry 
Finance Office defines small units 
as those having fixed assets o f

2 million baht or less. Second, 
the Division o f Industrial Service 
uses a definition based on the 
characteristics rather than the size 
o f  enterprises. Accordingly, small 
enterprises are defined as units 
tha t are owner-managed and in 
which business functions are no t 
clearly departmentalized. Finally, 
m ost o f  the empirical studies o f 
the small-scale sector and indus-
trial structure distinguish four types 
o f  enterprises –  handicraft and 
cottage, having 1-9 employees, 
small-scale, w ith  10-49 workers, 
medium-scale, w ith 50-199 em -
ployees, and large-scale, employing 
200 or m ore persons.

According to  the last defini-
tion, cottage and small-sized firms 
account for nearly 95 per cent o f  
the to tal num ber o f  enterprises 
in the manufacturing sector. They 
em ploy nearly 40 per cent o f  the 
labour force and account for 16 
per cent o f  value added in the 
manufacturing industry.37

Smaller enterprises are gener-
ally concentrated in the Greater 
Bangkok area and, to  a lesser 
ex ten t, in central Thailand. This 
is due to  the proxim ity o f  a large 
m arket and infrastructure facilities 
in the capital.

Small-scale industries have de-
veloped in to  a significant sector 
o f  the Thai econom y. However, 
Government policy measures di-
rectly aimed at the prom otion 
o f  the sector have been rather 
limited in scope. Nevertheless, 
various public agencies provide 
such services as the supervision o f 
the industrial service institutes, 
handicraft prom otion and planning, 
enhancing industrial productivity 
and assistance to cottage and 
textile industries.

Two industrial service insti-
tutes –  one in Bangkok and the

other in Chiang Mai –  were set 
up w ith international support a 
decade ago. Their task is to  p ro -
vide technical assistance and ad-
visory services to  small-scale in-
dustries. Financial assistance is 
organized by the Small Industry 
Finance Office. Loans o f  less 
than baht 500,000 are selectively 
given to  small enterprises by the 
Krung Thai Bank a t below m arket 
interest rates. The to tal am ount 
o f  credit provided is usually bet-
ween baht 20 million and 46 
million a year. There is, however, 
no separate agency in Thailand 
to  co-ordinate the activities o f 
various bodies providing assistance 
to  small-scale industries.

In the Republic o f  Korea, 
small and medium industries are 
usually treated as part o f  the 
same sector. The small- and me- 
dium-scale sector includes enter-
prises having less than  300 em -
ployees. However, in one survey 
(1984) a distinction was made 
betw een small (5 –49 employees) 
and medium-size firms (50-299 
employees). According to  this 
survey, 81 per cent o f  all m anu-
facturing establishments were small 
and 17 per cent fell in the medium 
category. Based on this definition, 
small enterprises accounted for 
22 per cent o f  the em ploym ent 
and 11 per cent o f  the value added 
o f  the manufacturing sector. The 
corresponding shares o f  the m e-
dium-scale sector were 33 and 25 
per cent.38 The main products 
o f  small- and medium-sized en-
terprises include fabricated metal 
products, m achinery and equip-
m ent, textiles, apparel, and leather 
goods.

Despite the adoption o f some 
measures favouring small-scale pro-
duction, the Republic o f  Korea’s 
industrial policy during the 1970s
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37 Saen Sanguanruang and others, 
Development o f  Small and Medium 
Scale Manufacturing Enterprises in 
Thailand, vol. 1, Main Report (1978), 
pp. 1 2 , 16 and 17.

38 Republic of Korea, National 
Bureau of Statistics, Economic Plan-
ning Board, Korea Statistical Year-
book 1986 (Seoul, 1986), pp. 164- 
167.



tended  to  favour large enterprises, 
such as those in the heavy and 
chemical industries, and lately  it 
has favoured the  electronics sector 
as well. Assistance given to  the 
small-scale sector has been highly 
selective and influenced by  con-
siderations related to  export ex -
pansion.

In the beginning o f  the 1960s, 
the Small Industry  Division was 
established in the Ministry o f  
Commerce and Industry  and several 
measures were in troduced  to  en-
courage the form ation  o f  small 
industry  co-operatives and to  in -
crease their export-orientation. 
Furtherm ore , small industry  centres 
were set up  to  provide consul-
tancy services and m anagem ent 
courses. Since 1964/65 , financial 
assistance has been provided for 
small enterprises on a m ore se-
lective basis.

W ithin the general con tex t 
o f  a policy aimed a t “ structural 
m odern ization” , the  Governm ent 
encourages specialization o f  small 
enterprises and subcontracting b e t-
ween large and small units. The 
measures adopted  include the es-
tablishm ent o f  specialized indus-
trial estates and co-operatives to 
bring together small-scale units o f  
the same type operating in related 
industries. The G overnm ent also 
annually selects 100 small-sized 
enterprises w ith  good export- 
grow th potentia l for intensive 
prom otion  and the award o f  in -
centives. With the exception o f  
the favoured enterprises, the small- 
scale industries are usually charged 
m arket rates for services and 
credit.

Hong Kong classifies small- 
scale enterprises as those having 
less than 50 employees. These 
establishm ents are largely found  in 
industries producing textiles and 
clothing, plastic goods, w atches and 
clocks, and electrical and electro-
nic products.

In 1985, 92 per cent o f  all 
m anufacturing enterprises were

small-scale; o f  these, nearly 67 per 
cent had  less than  10 em ployees. 
The small-scale sector as a whole 
accounted  for 40  per cen t o f  the 
m anufacturing sec to r’s em ploy-
m en t, and for 32  per cent o f  gross 
o u tp u t.39 Over the last decade 
b o th  th e  num ber o f  establishm ents 
and to ta l em ploym ent o f  small 
enterprises have increased signi-
ficantly.

The Hong Kong G overnm ent 
does n o t ex tend  any direct as-
sistance to  industry ; there is 
no  specific policy on small indus-
try , and no governm ent or n o n -
governm ental agency is engaged in 
prom oting  small enterprises. H ow -
ever, Hong Kong has a loose system 
o f  support for encouraging ex-
ports . This includes, fo r exam ple, 
facilities for exports  and p ro m o t-
ing goods in overseas m arkets. 
Because o f  the small in d u stry ’s 
high stake in exports  –  in several 
cases only indirectly  as a supplier to  
large exporting  industries –  they 
o f  course benefit from  the  Govern-
m e n t’s trade p rom otion  efforts.

2. Some general policy issues

The preceding brief account o f 
policies adop ted  in the six econo-
mies o f  the ESCAP region allows 
some degree o f  generalization. 
F irst, the small-scale sector in 
all six econom ies acounts for a 
large p roportion  o f  the industrial 
labour force. In fact, the actual 
volume o f  the labour force em -
ployed in the small-scale sector 
is usually underestim ated  as a 
large num ber o f  unregistered en -
terprises are often  n o t covered in 
official surveys. In m any  countries 
the em ploym ent-generating p o te n -
tial o f  small-scale p roduction  p ro -
vides the principal justifica tion  for 
the official support th a t the sector 
receives.

Second, the  small-scale sector

39 Hong Kong Annual Digest o f  Sta-
tistics, 1986 edition (Hong Kong Census 
and Statistics Department), p. 48.

is seldom found  to  be a hom oge-
neous group. In m ost countries 
it includes three distinct types: 
(i) cottage and household  estab-
lishm ents producing traditional 
types o f  p roducts using traditional 
m ethods –  for instance, handi-
crafts, khadi clo th , hand-knitted  
carpets, and o thers; (ii) enterprises 
m aking m o d em  products, such as 
electrical and electronic goods, 
using m odern  techniques; and 
(iii) an in term ediate type  o f  en-
terprise w hich has a traditional 
background and has graduated in to  
the p roduction  o f  non-traditional 
p roducts –  simple m etal p ro -
ducts such as w ater pum ps, slow- 
speed diesel engine com ponents, 
and repair and m aintenance o f  
m o to r vehicles. These various types 
o f  enterprises vary significantly in 
their levels o f  technology and 
face d ifferent problem s.

Third, small enterprises operate 
in certain definite types o f  indus-
tries and certain types o f  m arkets. 
In these sectors and m arkets, they 
enjoy a com parative advantage 
w hich is based on certain techni-
cal factors and m arket situations. 
The technical conditions favour-
able to  small-scale p roduction  are 
the absence o f  econom ies o f  scale 
and  the  technical separability o f  
vertical processes o f  p roduction  
(see box  I .12, p. 76). This technical 
separability is found in engineer-
ing and m etal fabricating indus-
tries where the final p roduct is 
m ade o f  d ifferent com ponents th a t 
can be independently  m anufac-
tu red . These and similar technical 
features also provide the appro-
priate conditions for subcon trac t-
ing arrangem ents betw een large and 
small firms.

The m ost usual type o f  m ar-
ke t condition  favourable to small- 
scale p roduction  is provided by 
m arket fragm entation, which may 
be the  result o f  geographical 
dispersion o f  dem and, or p roduct 
d ifferen tiation  based on p roduct 
quality , design, etc., and consum er
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tastes. Where markets are large 
and homogeneous or distant, small 
firms can only reach them  through 
co-operatives and larger distribution 
and export enterprises. The latter 
type o f  arrangements sometimes 
emerges through the m arket; when 
appropriate arrangements do no t 
evolve through the m arket, govern-
m ent assistance becomes necessary.

Another area in which m ar-

kets do no t always produce the 
desired results relate to the trans-
fer o f  technology to  small enter-
prises. Small firms often lack 
the necessary financial resources 
and managerial expertise to  acquire 
new and unfamiliar technologies. 
Thus, in a num ber o f  countries 
(India and the Republic o f  Korea, 
for instance) a network o f  offici- 
ally-supported small industry tech-

nical institutes, extension services, 
etc., have been established to  bring 
new m ethods o f  production and 
improved managerial practices to 
small enterprises.

In general, policy will be more 
successful where it is based on close 
observation o f  the technical and 
m arket conditions tha t favour small- 
scale production and where it is 
aimed at rectifying market failures.
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Part Two

INTERNATIONAL TRADE 
IN PRIMARY COMMODITIES





I. GENERAL PERSPECTIVE ON 
ISSUES AND POLICIES

A. THEME AND CONTENTS 
OF THE STUDY

T
rade in primary commodities 
has provided the Ufe blood to  
most economies o f the Asian and 

Pacific region and has been their 
main link w ith  the world economy. 
Although founded during a period 
o f  colonial dom ination o f the 
region, such trade has proved most 
valuable in generating the external 
and domestic financial resources 
needed for development. During 
the past tw o decades, however, 
extrem ely im portan t developments 
have taken place in the volume, 
value, structure and direction o f 
such trade, raising serious questions 
about the role o f  trade in primary 
commodities in the economic de-
velopment o f  the developing coun-
tries o f  the region.

The fortunes o f  developing 
countries dependent on trade in 
prim ary com m odities have fluc-
tuated  widely during this period, 
w ith sudden and short booms 
alternating w ith long periods o f 
stagnation and decline. The per-
ceptions about the long-term trends 
in terms o f  trade between primary 
commodities and m anufactured 
goods largely governed the debate 
on “ inward- and outward-looking” 
development strategies in the 
1950s and 1960s. In the 1970s, 
the increasing concerns about the 
depletion o f  natural resources and 
the limits o f growth in developed 
countries coincided w ith the quad-
rupling o f oil prices and suddenly 
engendered optimism among the

producers o f  prim ary commodities. 
It lulled the disquiet and fears o f 
developing countries about peren-
nial dependency on primary com-
m odities and provided them  a 
breathing space (o f  which they 
did no t always fully avail them -
selves) in which to diversify their 
economies.

A confluence o f  events in the 
early 1980s brought the virtual 
collapse o f  the prices o f a wide 
range o f primary commodities, 
which has served to  revert the 
a tten tion  to  the problems o f 
international trade in primary 
commodities. The failure o f  
prices o f  primary commodities to 
recover appreciably since 1980- 
1982 has led to  the strengthen-
ing o f  apprehensions –  no t yet 
fully supported by incontrovertible 
empirical evidence –  tha t an irre-
versible secularly declining trend 
in the demand for primary com-
modities has set in. The current 
pessimism among the producers 
o f  primary commodities contrasts 
w ith  the euphoria which charac-
terized the prospects o f primary 
commodities, especially oil, over 
a decade ago. Indeed it has been 
argued tha t the present “com-
m odity  crisis” is partly a legacy 
o f  the somewhat misplaced per-
ception o f  and policy responses 
to the com m odity boom of the 
1970s. However, since the early 
1980s a num ber o f new develop-
m ents have taken place altering 
the basic configuration o f supply 
and demand which have further 
limited the contribution o f  primary

commodities as an im portant source 
o f  the foreign exchange earnings 
o f  developing countries.

The problems o f trade in pri-
m ary commodities are, o f course, 
part o f the general weakening o f  
the stimulus provided by inter-
national trade to  the development 
o f  developing countries, reflected 
in the slowing down in the rate o f 
growth o f total exports of goods 
and services from 9 per cent per 
annum  in the years 1963-1973 
to  3.0 per cent in the years 1973-
1986. Since 1980, the growth in 
world trade has barely kept pace 
w ith the growth o f ou tpu t in the 
world economy. Moreover, even 
the strong, though transient, up -
surge o f  world trade in 1984 
which accompanied the recovery 
in growth in the United States 
o f  America was centred around 
growth in m anufactures.1

A more pressing need for a 
study o f  trade in primary commodi-
ties is the growing threat o f  p ro-
tectionism which is being faced 
by producers o f  primary com-
modities, especially agricultural 
products, in a num ber o f  developed 
country markets. In recent years 
two parallel trends have become 
noticeable in agricultural produc-
tion. First, a num ber o f countries 
in the developed world, especially 
the United States, the members o f 
the European Economic Communi-
ty (EEC) and Japan, have adopted 
policies o f either protecting or

1 See Survey, 1985, p. 2.
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subsidizing their agriculture, which 
have con tribu ted  to  growing agri-
cultural surpluses in these countries 
and are creating dow nw ard pres-
sures on prices in com m odity  
m arkets. Second, there has been 
a parallel developm ent in develop-
ing countries, especially those o f 
the ESCAP region, which have 
increased their agricultural p roduc-
tion  largely through the adoption 
o f  new agricultural inputs, m ultiple 
cropping and investm ent in irri-
gation facilities. These countries 
have n o t only succeeded in achiev-
ing self-sufficiency in food and 
in keeping the Malthusian spectre 
at bay b u t some have even becom e 
significant exporters o f  food  grains 
and m any others are vying to  a ttain  
th a t status.

Both these developm ents have 
resulted in a situation o f  excess 
supply in m any agricultural p ro -
ducts in the international m arket 
and have depressed their prices. 
In the case o f  non-agricultural 
prim ary com m odities, technologi-
cal factors, rather than  p ro tec-
tionist measures, have been m ore 
im portan t, reducing effective de-
m and and creating excess supply. 
A m ajor adjustm ent is, therefore, 
needed in the world-wide p roduc-
tion o f  prim ary com m odities which 
w ould lead to  a m ore balanced 
pattern  o f international specializa-
tion , reflecting m ore closely the 
underlying elements o f  com para-
tive advantage and the need for 
increasing the export opportunities 
for developing countries.

The issues relating to  in ter-
national trade in prim ary com -
modities, especially agriculture, 
have begun to  receive the belated 
a tten tion  o f  developed countries. 
In their m ost recent sequence o f  
meetings at the ministerial level 
(Organisation for Econom ic C o -
operation and D evelopm ent (OECD) 
in May) and at the Sum m it level 
(in June  1987), have agreed to  ne-
gotiate at the U ruguay R ound o f  
GATT (General Agreement on

Tariffs and Trade) to  phase ou t ag-
ricultural subsidies and o ther m eas-
ures affecting agricultural trade. The 
outcom e o f  these negotiations is 
uncerta in  and it  will be a long time 
before the benefits o f  any agree-
m en t accrue to  developing coun-
tries which depend so m uch  on 
com m odity  trade for their econo-
mic grow th and developm ent. The 
continuing instability  o f  prices and 
export earnings from  trade in 
prim ary com m odities and the  de-
clining trends in the long-term 
dem and for a num ber o f  com -
m odities are issues w hich require 
urgent policy action a t the n a -
tional, regional and in ternational 
levels. Recognizing the critical 
im portance o f  these issues for the 
developm ent o f  the developing 
countries in the ESCAP region, 
as well as for tw o o f  the developed 
m arket econom ies o f  the  region, 
Australia and New Zealand, w hich 
have a vital stake in these issues, 
the Commission at its forty- 
th ird  session urged the secreta-
riat to  undertake a study  on  the 
subject.

It seems, therefore , necessary 
and opportune  to  undertake a 
detailed study  o f  the issues and 
problem s which affect trade in 
prim ary com m odities and to  
evaluate their likely role in 
the future developm ent strategies 
o f  the countries o f  the region. 
The purpose o f  this Survey  is to  
highlight the issues and policies, 
b o th  dom estic and  in ternational, 
which have given rise to  curren t 
concerns abou t prim ary com -
m odities in this region and to  
suggest, where necessary, the possi-
bilities o f  rem edial policy actions 
at the national, regional and in te r-
national levels.

In 1985 the Survey  devoted 
its a tten tio n  to  the problem s o f  
trade and developm ent, in general. 
A lthough the problem s o f  trade 
in prim ary  com m odities were also 
addressed in th a t  Survey, the  tre a t-
m en t was m ore general and the

focus was n o t on the differences 
b u t on the  similarities o f  con-
straints faced by  different cate-
gories o f  exports. This Survey  
a ttem pts  to  highlight the critical 
im portance o f  com m odity  trade in 
the structural transform ation  o f  
the developing econom ies o f  the 
ESCAP region.

The present Survey  is struc-
tu red  in the following way. The 
remaining sections o f  this chapter 
discuss some o f  the im portan t 
general features o f  and develop-
m ents in trade in prim ary com -
m odities and their im plications for 
national and in ternational policies. 
C hapter II exam ines the changing 
role and structure  o f  primary 
production  in the  dom estic econo-
mies o f  the ESCAP region. Chapter
III analyses the pa tterns o f  com -
m odity  trade flows in term s o f  bo th  
exports and im ports  in the  ESCAP 
region. In addition  to  the  com -
m od ity  structure o f  trade, it looks 
in to  the  geographical pa ttern  o f 
trade flows. Chapter IV examines 
fluctuations in and trends of 
prices o f  prim ary com m odities o f 
export in terest and their impact 
on the economies o f  the region. 
C hapter V looks in to  the issues 
concerning m arket access barriers 
and o ther developments affecting 
trade in prim ary com m odities of 
interest to  the region. Chapter VI 
seeks to  assess fu ture  prospects 
and policy options available at the 
national regional/sub regional and 
in ternational levels in the light of 
past initiatives and efforts and 
based on the findings o f  the preced-
ing chapters.

Before proceeding further, it is 
necessary to  define the scope o f 
the com m odities covered in this 
s tudy . However, defining a primary 
com m odity  is far from  easy. A 
com m only used definition is to 
include the produc ts obtained from 
the use o f  natural resources, such 
as land, sea and mines and sub-
jec ted  to  a m inim um  degree of
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processing,2 a proviso which often 
leads to controversy. Although for 
most commodities accepted con-
ventions exist to define the stage 
at which they cease to be primary 
commodities, for some commodi-
ties this stage is defined with a 
degree of arbitrariness. The prob-
lem is not an academic one either. 
In a world riddled with protec-
tionist legislation which protects 
domestic processing industries the 
definitional boundaries are often 
used to strengthen trade barriers. 
For example, new-process, scien-
tifically graded rubber exported 
under the Standard Malaysian Rub-
ber Scheme is often treated as a 
semi-manufacture for tariff pur-
poses by developed countries and 
smelted tin or copper is treated as 
a manufactured product by some 
countries.

In this study, the SITC (Stand-
ard International Trade Classifica-
tion) is followed to define the pri-
mary products. In much of the 
discussion in the text attention is 
concentrated on non-fuel primary 
products, since trade in oil and 
other fuels has assumed a quite 
distinctive role in international 
trade discussions in recent years. 
Many of the general findings of 
this study, however, are equally 
applicable to oil and related pri-
mary commodities.

B. DISTINGUISHING
FEATURES OF TRADE IN
PRIMARY COMMODITIES

Trade in primary commodi-
ties has a number of distinctive 
characteristics which require sep-
arate analysis from the other 
major component of merchandise

2 
For other possible definitions of 

primary commodities, see J.F.W. Rowe, 
Primary Commodities in International 
Trade (Cambridge University Press, 
1965) and C.P. Brown, Primary Com-
m odity Control (Kuala Lumpur, Oxford 
University Press, 1975).

trade, trade in manufactures. In-
deed, there are some striking 
asymmetries between the two cate-
gories o f trade; failure to recognize 
this often oversimplifies discussions 
on international trade policies. 
Many of the distinctive characteris-
tics derive from the physical nature 
of commodities –  such as greater 
perishability and bulkiness –  but 
the more significant differences 
are rooted in the institutional 
arrangements governing their pro-
duction, distribution and exchange. 
These asymmetries go a long way 
toward explaining why the inci-
dence of “market failure” and the 
need for government intervention 
is so high in the case o f trade in 
primary commodities relative to 
trade in manufactures.

In general, production and 
trade o f primary commodities, 
unlike manufactures, are location- 
specific.3 This is illustrated by 
substantial differences in the types 
of commodities traded by different 
country groups and individual 
countries. Climate and the natural 
environment have largely deter-
mined the patterns of commodity 
production. The North-South 
division of the globe, based on a 
natural boundary with a large part 
o f the developing world being 
located within the tropics and 
most of the developed world in 
the temperate and subtropical 
zones, has ordained the pattern 
of specialization in primary pro-
duction (see box II. 1).

Trade in primary commodities 
produced by the developed coun-
tries has been relatively free of 
trade barriers compared with other 
trade between developed and de-
veloping countries. Similarly, the 
developing countries have histori-
cally sold their produce to de-

3 
See Paul S. Armington, “A theory 

of demand for products distinguished 
by place of production” , International 
Monetary Fund S ta ff Papers, vol. 16 
(March 1969), pp. 159-178.

veloped country markets without 
any hindrance since there was 
generally no competition with their 
domestic production. The above 
dichotomy, however, was neat only 
in theory. In fact there was often 
substantial overlap since some of 
the large developed countries ex-
tend into the tropics while some 
of the large developing countries 
extend into the temperate zones. 
However, technological progress 
and discoveries have continually 
eroded this special feature of com-
modity trade.

Asymmetry in trade in primary 
commodities arises in major part 
from the inflexibilities in the pro-
duction structure of commodities, 
which often leads to a high degree 
of specialization by individual de-
veloping countries with limited 
resources. Switching from one 
product to another or even adjust-
ing the rate of output is virtually 
impossible in the short run in 
the case of primary commodities, 
unlike that in most manufactures. 
This makes for the high dependence 
of individual countries on a few 
products for their exports, low 
elasticities of supply and con-
sequent instability in their export 
receipts. Although many developed 
countries also have substantial 
exports of primary commodities, 
they are not heavily dependent 
on them –  with some significant 
exceptions such as Australia, 
Canada and New Zealand, whose 
production structures are, never-
theless, more flexible and diver-
sified.

An important difference bet-
ween primary commodities and 
manufactures is in the micro- 
economic adjustment of output in 
response to changes in prices. Since 
land and other fixed assets have 
a large share in total costs and 
have few readily available alter-
native uses, mobility of résources 
into or out of the production of 
a primary commodity is more 
difficult, particularly in the case
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of tree and plantation crops. The 
objective o f maintaining employ-
ment, irrespective o f family or 
hired labour, also transforms wages 
partially or wholly into fixed 
costs. Thus faced with falling

prices production is carried out 
much beyond the optimal point 
for primary commodities com -
pared w ith manufactures.

The structure of primary 
commodity markets is qualitatively

different from that o f manufac-
tured goods. This is partly derived 
from the degree o f homogeneity 
o f non-processed primary com-
modities. At a certain level, most 
primary commodities are com-

Box II. 1. Historical evolution o f primary commodity trade
Primary commodity trade has 

played a major historical role in the 
development of the North-South eco-
nomic relationships. In particular, 
the commodity trade between Europe 
and the developing countries of the 
ESCAP region has played a key role 
in the evolution o f the pattern of in-
ternational specialization that exists 
in the world today.

Since very ancient times, the 
countries of the South Asian sub- 
region and China have been known 
as the main producers and exporters 
of primary commodities. Long be-
fore the advent of large European 
merchant companies in the seven-
teenth and eighteenth centuries, the 
Greeks and Romans were well ac-
quainted with Indian merchandise 
and direct commerce developed bet-
ween Europe and the western seaports 
o f India.a From Ptolemy’s map, 
the Greeks are considered to have 
travelled as far as the South-East 
Asian peninsula in search of gold 
and ivory.

With the spread of Islam and 
the maritime supremacy of the Arabs, 
direct contacts with Europe were in-
terrupted but trade continued to 
develop via three routes: the first
north via the Don and Volga towards 
the Baltic Sea and the Hanse towns of 
northern Germany; the second in 
the centre via the Persian Gulf and 
the Middle East ending by sea in 
Genoa, Venice or Constantinople, and 
finally the southern route via the 
Red Sea, the Nile and Alexandria. 
Because of the necessary long over-
land journies, only less bulky mer-
chandise could be transported and 
the “East” became known as the land 
of silks, spices and precious stones.

a Hugh Murray, History o f  British 
India (London, T. Nelson and Sons, 
1860).

b A.L.A. Morton, People ’s History 
o f  England (London, Lawrence & 
Wishart, 1951).

At the same time regional trade 
developed rapidly in Asia between the 
east coast o f India and the western 
shores of Sumatra, Java, Bali and the 
Malaysian peninsula. Chinese traders 
had traded with Malaysia since pre- 
Christian times and had settled in 
Malacca by 1400 A.D., while Arab 
traders were based in Sumatra.

However, Europe’s trade with the 
Asian and Pacific region really started 
to expand significantly with the 
rise of the merchant class in Europe 
and the emergence of some European 
nation-states as the foremost mari-
time powers in the world.c The 
fifteenth century saw some signifi-
cant improvements in shipbuilding 
and navigation techniques, as the 
overland trading routes to India 
became increasingly threatened and 
the attraction of the “riches” of 
India grew stronger. The main break-
through came with the discovery of 
the Cape of Good Hope route by 
Vasco da Gama in 1498. The trade 
in spices from India and the islands 
of Sumatra and Java was the major 
commodity trade at that time. A 
century later, the British and the 
Dutch created their East Indian com-
panies and intensified their trade in 
the region.

The spice trade was practically 
a monopoly of the Dutch through-
out the seventeenth century. Other 
main commodities traded both within 
the region and with Europe were 
indigo, raw silk, calicoes, textiles, 
saltpetre, rice, gangetic opium, por-
celain, ebony as well as tea, tobacco, 
sugar and cotton.

The development of trade was 
also accompanied by the expansion 
of European colonialism all over 
Asia; trade also became monopolized 
by European powers, and Asian 
traders –  particularly Indian traders –

c R.H. Tawney, Religion and the 
Rise o f  Capitalism (London, Pelican 
Books, 1948).

were driven out. The Dutch traded 
mainly with Indonesia but were
also established in Gujarat (India), 
Bengal and Sri Lanka (then Ceylon).d 
Large Asian cities such as Calcutta, 
Dhaka, Goa, Madras, Canton and 
Bombay are associated with the 
expansion of commodity trade during 
this period.

As trade with South-East Asia 
and the Far East, in particular China, 
developed, other major trading settle-
ments were established such as Penang 
in 1786. While “China trade” involved 
tea, porcelain and silk, while the 
South-East Asia trade involved mainly 
tin, coconut oil, gambier, nutmeg, 
pepper and cloves. This trade was 
partly financed through the imports of 
European cloth, woolens and cottons 
as well as other manufactured goods.

The so-called “China trade” was 
further boosted by the founding of 
the free port of Singapore in 1819 
by Sir Stamford Raffles. Very rapidly 
Singapore became a centre for regional 
entrepôt trade, with commodities 
from all over East and South-East 
Asia being brought there by Chinese 
merchants and other “country” vessels 
for trans-shipment to India or Europe. 
The abolition of the East India Com-
pany’s monopoly on British “China 
trade” in 1813 played a major role 
in the rapid growth of the port of 
Singapore. Officers of the East India 
Company could no longer trade on 
their own account and received a 
fixed salary. However, this restriction 
was applied only to shipments to and 
from China’s ports and not on those 
destined for or coming from ports in 
South-East Asia. Hence, trans-ship-
m ent to East India ships in Singapore 
became very profitable. Regional 
trade between India and East Asia, 
mainly China, was already very im-
portant at that time, as was com-

d Maurice Dobb, Studies in the 
D evelopment o f  Capitalism (London, 
George Routledge & Sons, Ltd., 1946).
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pletely homogeneous. There may, 
of course, be quality differences, 
such as between different varieties 
of rice, cotton or different grades 
of iron ore, or differences in con-
sumer preferences for different

modity trade with South-East Asia. 
Rice, rattans and spices were increas-
ingly important commodity exports 
within the region.

Throughout the nineteenth cen-
tury, numerous new commodities were 
discovered and traded, for instance, 
antimony from Borneo and Gutta-
percha or “Jelutong”, a type of rub-
ber, from Borneo, Sumatra and the 
Malaysian peninsula. Demand for 
rubber expended rapidly, in parti-
cular for producing telegraph cables in 
Europe. Coffee was also produced on 
a large scale in Malaysia, but the Asian 
coffee market collapsed towards the 
end of the nineteenth century (1894) 
as Brazilian coffee flooded the market. 
However, a few seedlings of rubber 
brought from Brazil some years earlier 
in 1876 resulted in a major trans-
formation in South-East Asian com- 
modity-producing economies, mak-
ing rubber a major export commodi-
ty for Malaysia and Indonesia, par-
ticularly from the beginning of the 
twentieth century. Another impor-
tant commodity, palm oil, had been 
first planted in Java in 1859. How-
ever, commercial-scale production and- 
trade of palm oil started only in 
1910, first in Sumatra and soon 
afterwards in Malaya.e

This brief account of the evolu-
tion of commodity production and 
trade in the Asian and Pacific region 
provides a perspective on its histori-
cal importance. Not only has the 
region the longest tradition in com-
modity trade across national frontiers 
but throughout the centuries it has 
consistently shown a remarkable capa-
city for introducing new primary pro-
ducts and exports. While the impor-
tance of some traditional commodities 
is declining, the trade continues to 
thrive on the introduction of new 
and exotic primary commodities.

e Sjovald Cunyngham-Brown, The 
Traders (London, Newman Neame, 
1971).

types of mangoes, pineapples or 
wheat. However, these can be 
produced, by and large, by any 
producer, given climatic and other 
production constraints. On the 
other hand, most manufactured 
goods have a high degree o f product 
differentiation –  increasingly re-
flected in designer clothes and 
other high fashion goods. As a 
result, much of the primary pro-
duction is carried out under condi-
tions of perfect competition with 
costs being the main determinant 
of prices, while the market for 
manufactured goods is generally 
non-competitive to some extent. 
These differences manifest them-
selves in the ability of individual 
firms in manufacturing to protect 
themselves from falling demand 
and prices for a particular category 
of goods (such as cigarettes), 
whereas the effect is more general-
ized on the primary producers 
(such as tobacco).

The weak bargaining power 
at the micro level of commodities 
also is reflected in the vulner-
ability of most primary-producing 
developing economies at the macro- 
economic level. Although there is 
generally no presumption that 
cyclical fluctuations discriminate 
against or in favour of primary- 
producing countries, the macro- 
economic consequences of these 
fluctuations are highly asymme-
tric.4

The fact that primary com-
modities trade is much more sus-
ceptible to instability than trade 
in manufactures produces asymme-
tric macro-economic effects. Thus 
while commodity price increases 
cause inflationary pressures in de-

4 See D.M.G. Newberry and J.E. 
Stiglitz, The Theory o f  Commodity 
Price Stabilization –  A  Study in the 
Economics o f  Risk (Oxford University 
Press, 1981); and S.M. Ravi Kanbur, 
“How to analyse commodity price 
stabilisation?: a review article”, Oxford 
Economic Papers, vol. 36, No. 3 (No-
vember 1984), pp. 336-358.

veloped countries because of real 
wage resistance and lead to re-
strictive macro-economic policies 
causing a contraction of aggregate 
demand, the fall in commodity 
prices does not lead to an expan-
sion of aggregate demand in de-
veloped market economies. First, 
since the demand for primary 
commodities, as raw materials, is 
partly a derived demand as their 
prices can be delinked with final 
product prices with little impact of 
fall o f input prices on demand for 
final products. Second, as has 
been evidenced by the experience 
in 1980, the fall in commodity 
prices, despite causing a substantial 
reduction in the rate o f inflation 
in developed market economies, 
has not led to a reversal of the 
restrictive monetary policies of 
those economies and of the con-
tractionary fiscal stance in Europe 
and Japan. On the other hand, the 
developing countries, in view of 
their worsening foreign exchange 
earnings position, are “ frequently 
compelled to sell competitively on 
a falling market ... in the face 
of a limited number of financially 
strong buyers in developed coun-
tries who postpone purchases in 
the expectation of lower prices” .5 
The external financial difficulties 
of the developing countries since 
the early 1980s, which have been 
caused by lower inflows of capital 
and the increasing debt-servicing 
burden, have further underscored 
this asymmetry.

Another asymmetrical effect 
at the macro-economic level related 
to the cyclical nature of primary 
commodity trade, arises through 
the emergence of balance-of- 
payments difficulties during both 
commodity booms and recessions.
It is evident that non-oil com-
modity producing countries have

5 D. Avramovic, “Commodity prob-
lem: what next?” World Development,
vol. 15, No. 5 (Oxford, Pergamon Jour-
nals Ltd., May 1987), pp. 645-655.
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suffered large balance-of-payments 
deficits during the commodity 
booms o f the 1970s when the 
favourable effects on balance of 
payments were largely negated by 
the much steeper rise in oil prices, 
and during the continuing com-
modity slumps o f the 1980s when 
the fall in primary commodity 
prices was no t offset by that in oil 
prices.6 However, some developing 
countries, mainly those in the 
western hemisphere, did benefit 
from the recycling o f large sur-
pluses o f major oil-exporting coun-
tries in the 1970s. During the 
slump in commodity prices since
1980, the balance-of-payments sur-
pluses have accrued largely to some 
developed countries. Unfortunate-
ly, these surpluses have been used 
largely to finance the large cur-
rent account deficit o f the United 
States, rather than the deficits 
o f the developing countries (see 
box I.1, part I, p. 2).

There is also an asymmetry 
between trade in primary com-
modities and trade in manu-
factures in terms o f  the trade 
barriers and regulations imposed on 
them by developed and developing 
countries. While the developed 
countries give significantly greater 
protection to their primary sector 
than to  their manufacturing sector, 
the reverse is the case for develop-
ing countries –  where the primary 
sector is often taxed rather than 
subsidized. The asymmetry goes 
even further. In many developed 
countries, agriculture is highly

6 The oil-exporting countries did,
of course, accumulate large current
account surpluses during the 1970s. 
Their problems characterized by the
“Dutch disease” consisted mainly of 
the reduced competitiveness, created 
through a rise in exchange rate conse-
quent on the windfall gains in export 
revenues, of non-oil exports; see, for 
instance, W.M. Corden and J.P. Neary, 
“Booming sector and de-industrialization 
in a small open economy” , Economic 
Journal (December 1982), pp. 825-848.

protected and it was explicitly 
excluded from the discipline of 
GATT from the very beginning. 
Conversely, many developing coun-
tries have not only followed a 
policy o f protecting industry but 
have often done so at the expense 
o f neglecting their agriculture 
sector. This asymmetry is at the 
heart o f  the difficulty which 
developing countries are faced with 
in accepting demands for “ recipro-
city” in GATT negotiations on 
agriculture.

C. CHANGING PERCEPTIONS
ABOUT TRADE IN PRIMARY 

COMMODITIES

During the post Second World 
War period, perceptions about the 
prospects of primary commodities 
in the world economy have under-
gone considerable changes. Before
1970 the world view o f the pros-
pects o f  primary commodities was 
broadly in accord with Prebisch’s 
hypothesis o f a secular trend in 
declining terms o f trade o f primary 
commodities.7 The predictions o f 
the classical economists about a rise 
in price o f food relative to m anu-
factures did not come about as the 
rise in productivity o f temperate 
agriculture offset diminishing re-
turns to land while Engel effects 
m oderated food demand.

However, around 1970, a 
number o f  major developments 
significantly changed perceptions 
about the adequacy of resources 
to  sustain the demand for primary 
commodities in the growing world 
economy. The commodity boom 
of 1973-1979 resulted in an annual 
rate o f growth in the prices o f non- 
fuel primary commodities o f 7.8

7 For a comprehensive review of 
the literature, see David Evans, “The 
long-run determinants of North-South 
terms of trade and some recent empiri-
cal evidence”, World Development, vol. 
15, No. 5 (Oxford, Pergamon Journals 
Ltd., May 1987), pp. 657-671.

per cent in terms o f dollars and 
6.7 per cent in terms o f special 
drawing rights. In real terms, 
however, the prices declined at 
an average o f  2.6 per cent per 
annum. Moreover, the rise in 
nominal prices was concentrated in 
tropical beverages (tea, coffee and 
cocoa), which grew by an average 
o f  22.8 per cent per annum, with 
much slower growth in the prices 
of agricultural raw materials (7.5 
per cent) and mineral ores and 
metals (5.7 per cent). Food prices 
declined at the rate o f  2.9 per cent 
per annum, notwithstanding a 
yearly increase o f  4.4 per cent in 
the prices o f  vegetable oil-seeds 
and oils (see table II .1).

Although the nominal prices 
o f primary commodities increased 
substantially during the 1970s, 
the fluctuations in the prices were 
much larger. According to  an 
International Monetary Fund (IMF) 
estimate, during 1972 to 1982 
the price instability o f non-fuel 
primary commodity prices was 
more than threefold that from 
1957 to  1971.8 This was especially 
true o f  raw materials, whose prices 
fluctuated much more sharply in 
response to  changes in industrial 
production after 1971. The sharp 
rise in prices in 1972-1974 was 
followed by an almost equally 
sharp fall in 1974-1975 and a 
recovery in later 1975 and in 1976 
and again, after a sharp fall, by  a 
sharp rise in 1978 accompanying 
the second oil shock. These fluc-
tuations were fed by changing 
expectations concerning inflation 
far more than by changes in real 
demand.9

Expectations about emerging

8 See K.Y. Chu and T.K. Morrison, 
“The 1981-82 recession and non-oil 
primary commodity prices” , Interna-
tional M onetary Fund S ta ff Papers, 
vol. 31, No. 1 (March 1984), p. 94.

9 N. Kaldor, “The role of com-
modity prices in economic recovery” , 
Lloyds Bank Review  <July 1983).
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Commodity 1973–
1979

1980 
1986b

1962–
1980

Food and beverages 9.1 – 4.5 9.3

Food – 2.9 – 11.4 8.0
of which:
Vegetable oil-seeds and oils 4.4 – 5.2 7.2

Tropical beverages 22.8 1.3 10.0
Agricultural raw materials 7.5 – 5.0 7.4
Minerals, ores and metals 5.7 – 6.1 6.9

All non-fuel primary commodities: 
in current dollars 7.8 – 4.8 8.2
in terms of special drawing rights 6.7 – 2.0 6.5
in real termsc – 2.6 – 3.9 1.3

Source: UNCTAD, Revitalizing Development, Growth and International Trade:
Assessment and Policy Options (United Nations publication, Sales No. E.87.II.D.7), 
annex table 16.

a The growth rate for each period has been calculated using the following for-
mula: Log p = a + bt, where p is the price index and t is time. b For 1986,
commodity prices are an average of the first 9 months and the deflator is that of 
the first half of the year. c Nominal price index deflated by the United Nations 
index of export unit vatue of manufactured goods exported by developed market- 
economy countries (1980=100).

shortages in resource-based primary 
commodities played an important 
role in the commodity boom, 
which was triggered by oil price 
increases in the early 1970s (see

figure II. 1 ). In the 1960s, the prices 
of primary commodities remained 
subdued and there were no signs of 
any significant upturn in them. 
Indeed oil prices were declining

and the formation of the Organiza-
tion of the Petroleum Exporting 
Countries (OPEC) in 1960 was 
mainly to resist the downward 
pressure on prices resulting from 
overproduction by the major oil 
companies.10 Non-oil primary 
commodities, after experiencing a 
transitory boom in the early 1950s 
as a result of the Korean conflict, 
were also declining between 1963 
and 1972.

However, with the change 
in the status of the United States 
from a substantial self-sufficiency 
in oil supplies to substantial import 
dependence around 1970 and the 
we 11-publicized apocalyptic findings 
of such studies as Forester’s World 
Dynamics11 and Meadows’ The 
Limits o f Growth,12 the percep-
tions about primary commodities 
dramatically changed. Continuing 
economic growth in the developed 
countries and population growth in 
the developing countries raised the 
spectre of serious raw materials and 
food shortages in the foreseeable 
future. These factors began to 
dominate the formation of price 
expectation and were reinforced 
by such factors as holding stocks 
off the market, the upsurge in 
economic activity in industrial 
countries in 1972-1973 and the rise 
in interest rates in 1969-1970 
and 1972-1973. These develop-
ments culminated in the sharp 
increase in 1973 in prices of oil, 
which also gave rise to similar –  
though considerably less steep –  
increases in the prices of other 
commodities.

The sharp increase in the prices 
of oil and other primary commodi-

10 See P. Dasgupta and G.M. Heal, 
Economic Theory and Exhaustible Re-
sources (Oxford University Press, 1979), 
pp. 438-455.

11 J.W. Forrester, World Dynamics 
(Wright Allen Press, 1971).

12 D.H. Meadows and others, The 
Limits o f  Growth (New York, Universe 
Books, 1971).

Figure II. 1. Movements In the price indices of petroleum and non-oil 
primary commodities, 1961-1987a

89

Table II. 1. Trendsa in prices of various groups of non-fuel primary com-
modities, selected periods
(Annual percentage rate o f  change)



ties in early 1973 changed the per-
ceptions about the profitability of 
producing primary commodities. 
This led to an expansion in their 
outputs and in the case o f oil and 
minerals in the increase in explora-
tion and production capacity. The 
area under cultivation of a number 
of these commodities (sugar, cof-
fee, tea, rice and cotton, for 
example) increased substantially 
in the 1970s in response to high 
prices as compared with the 1960s.

Since 1980, however, the 
prices of primary commodities have 
been on a downward trend and 
have failed to recover or even 
stabilize at a lower level, except 
for a brief period between 1983 
and 1984. By early 1987, real 
commodity prices had fallen to a 
level 40 per cent below those 
in 1980.13 The pendulum has 
swung back beyond the 1970 
position and the world is again 
faced with commodity pessimism 
as in the 1950s and 1960s. Indeed, 
there seems to be continuing down-
ward pressures in most commodity 
markets and it seems unlikely that 
the current perceptions about the 
long-term prospects o f  primary 
commodities will change soon. In-
deed, one analyst has compared 
the current commodity crisis with 
that of the great depression o f the 
late 1920s for having “had the 
strongest and longest lasting nega-
tive impact on nominal commodity 
prices” .14

The predominant perception 
about commodity prices is that of 
“glut” rather than “scarcity” . Ac-
cording to the World Bank, until 
1990 supplies are likely to be 
abundant and demand rather 
weak. Even by 1990, real prices 
are not likely to recover to the

13 IMF, Annual Report 1987 (Wa-
shington, D.C., 1987).

14 E.R. Grilli and M.C. Yang, “Long-
term movements of non-fuel commodity
prices: 1900-1983” (Washington, D.C., 
World Bank, 1986).

levels prevailing in 1985. While 
some strengthening is expected in 
the first half o f  the 1990s, the 
World Bank predicts this no t to  
last beyond 1995 “due to  continu-
ing productivity increases, the long-
term declining trends in the prices 
of most commodities should re-
assert themselves” .15 However, in 
1987 there was a limited improve-
m ent in commodity prices, especial-
ly in minerals and metals (see box 
II. 2), which called for some reas-
sessment o f these predictions.

D. STRUCTURAL CHANGES 
IN PRIMARY COMMODITY 

TRADE: 1970-1986

The annual value o f world 
non-fuel commodity exports has 
risen from about $103.9 billion 
in 1970 to $399.8 billion in 1985, 
or by about 10 per cent per annum. 
However as a percentage o f  total 
world exports, their share has 
declined from 37.5 to about 26.7 
per cent.

For developing countries, the 
share of non-oil export earnings has 
fallen from one half to less than 
one fifth o f their total export 
earnings between 1970 and 1985 
mainly owing to increases from 
petroleum and manufacture ex-
ports. The developed market 
economies, which accounted for 
about 55.8 per cent o f  the world’s 
non-oil primary com m odity exports 
during 1966-1967, increased their 
share to 62.8 per cent in 1983- 
1984. The share o f develop-
ing countries correspondingly fell 
from 33.9 to  30.9 per cent, while 
that o f East European socialist 
countries also fell from 8.6 to
5.3 per cent.16

In terms o f imports o f  non-

15 World Bank, Price Prospects fo r  
Major Primary Commodities, Report 
No. 814, vol. 1 (Washington, D.C., Octo-
ber 1986), p. 35.

oil primary commodities, however, 
the share o f developed market 
economies declined from 72 to 
67 per cent, while that o f  develop-
ing countries correspondingly in-
creased from 18 to  23 per cent 
during the decade. The largest 
change in primary commodity 
trade shares occurred in the case 
o f  European countries, which in-
creased their export shares from
26.5 to 33.2 per cent and reduced 
their im port shares from 49.0 
to 39.4 per cent during 1966- 
1967 to  1983-1984.

The most noticeable change in 
the composition o f non-oil primary 
com m odity trade during the last 
two decades has been a marked 
increase in the share o f food items 
(from 56 per cent in 1966-1967 
to  62 per cent in 1983-1984). This 
increase has been mainly at the 
expense o f  agricultural raw ma-
terials which have fallen from 20 
to 15 per cent, while the share o f  
minerals and metals has remained 
unchanged. These changes reflect 
partly relative price movements
–  the prices o f  food rising m ost and 
those o f  minerals and metals rising 
the least –  and partly the effect o f 
differential rates o f  increase in the 
degree o f local processing.

Significant changes have also 
occurred in the direction o f trade 
in primary commodities (see table 
II.2) o f developing countries during 
the last decade. The m arket share 
o f  developed m arket economies in 
the primary commodity exports o f 
developing countries declined from
70.8 per cent in 1973-1974 to
60.0 per cent in 1983-1984, while 
their share in primary com m o-
dity imports remained almost un -
changed. The absorption o f de-
veloping countries food exports 
in developed market economies

16 Figures in this section are based 
on UNCTAD, Revitalizing Development, 
Growth and International Trade : Assess-
m ent and Policy Options (United Na-
tions publication, Sales No.E.87.II.D.7).
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declined markedly from 70.0 per 
cent in 1973-1974 to 56.1 per 
cent in 1983-1984, reflecting large-
ly the impact of their recent poli-
cies to increase output and reduce 
imports of agricultural products. 
The largest fall was in cereals and 
oils and oil-seeds, in which shares

of developing country exports 
to developed market economies fell 
from 37.0 to 12.4 per cent and from
81.3 to 46.8 per cent, respectively, 
between 1973-1974 and 1983- 
1984. The importance of de-
veloped market economies for 
exports from developing countries

of agricultural raw materials and 
mineral ores and metals has de-
clined to a lesser extent.

There has been a considerable 
increase in the importance of 
South-South trade in primary com-
modities. The share of the develop-
ing countries’ exports of primary

Box II. 2. The rise in commodity prices in 1987
There was some cause for opti-

mism and hope among commodity 
producers as prices of many primary 
commodities began to rise in 1987 
after reaching in 1986 their lowest 
levels in many years. The overall 
index of commodity prices rose by 
9.6 per cent between December 1986 
and August 1987. Prices of agricul-
tural raw materials (19.2 per cent) 
and metals (23.9 per cent) recorded 
the highest rise during the period. 
Prices of food products registered a 
rise of 4.9 per cent but those of 
beverages fell by 17.7 per cent. How-
ever, the overall index based on 1980 
stood at 77.6 in August (see table 
below) and despite increases from
the very low levels of the past year,
almost all prices, with the exception 
of some metals and minerals, were 
still below their cyclical highs. The 
prices in 1987 were also lower than 
their levels during the short-lived boom 
that the commodity market experi-
enced in 1983-1984.

The upturn in 1987 did not 
strongly indicate a basic change in 
the downward trend in prices observed 
since 1980. Most forecasters predicted 
that the trend would continue into the 
1990s. Apart from the sharp depre-

ciation of the United States dollar 
since 1985, there was little change 
in the world economic situation which 
could explain the upturn in the prices 
in 1987 or which could be expected 
to lead to a sustained upward trend. 
The October 1987 stock market crash 
caused further uncertainties for the 
world economy and the weakening 
of commodity markets. The depre-
ciation of the dollar failed to arrest 
the fall of commodity prices in 1985 
and 1986. It may, however, have had 
its belated effects in 1987. The un-
evenness in the rise of commodity 
prices suggested that the explanations 
perhaps lay in micro-economic or 
structural causes specific to particular 
commodity markets.

The strongest rise in prices 
was in the case of some metals and 
minerals, especially copper, alumin-
ium and nickel which experienced 
a fall in reserves and decline in pro-
duction capacity, sharply pushing 
up their prices. The recovery in 
copper prices which had been de-
pressed for years was indeed phe-
nomenal, almost doubling during the 
year. Nickel prices also rose sharply 
during 1987 but began falling in early 
1988. Aluminium prices rose more

steadily during the year but showed 
some signs of weakening again to -
wards the end of the year. On the 
other hand, supply overhang since 
the market collapse in 1985 kept 
the tin prices depressed. Iron ore 
prices remained similarly depressed.

Among raw materials, cotton 
made strong gains in prices in 1987, 
after significant cuts in production 
and inventories occurred in 1986- 
1987 following the steady decline in 
prices that took place between 1984 
and 1986. There was an increase in 
rubber demand following strong per-
formance of the auto industry, the 
increasing scare about the Acquired 
Immune Deficiency Syndrome (AIDS) 
and a rise in the cost of synthetic 
rubber following some recovery in
oil prices. Demand was also favour-
ably affected owing to strong con-
struction activities in Japan.

Food, beverages and edible oil 
prices, except for palm oil, generally 
remained soft. Prices of wheat rose 
somewhat in expectation of lower 
production in the Union of Soviet 
Socialist Republics and that country’s 
large purchase recently from the 
United States of America. The USSR 
crop estimate was subsequently re-
vised upwards, stocks remained high 
and the upward drift in prices was 
halted. Com prices fell further from 
their 1986 level. Production short-
fall in Australia, Burma, Indonesia, 
Pakistan and Thailand was the main 
cause of the recovery of rice prices, 
which had bottomed out in the first 
quarter of 1987. Sugar prices, af-
ter recovering somewhat in the first 
quarter of 1987, stabilized and even 
declined later in response to expecta-
tions of higher production in several 
countries. Coffee and cocoa prices 
fell in response to larger supplies 
and difficulties in reaching agreements 
on the extension of their commodity 
agreements.

Item December
1986

August
1987

Percentage
change

Food 61.6 64.6 4.9
Beverages 83.7 68.9 -17 .7
Agricultural raw

materials 85.5 101.9 19.2
Metals 66.1 81.9 23.9
Global index 70.8 77.6 9.6

Source: F.G. Adams and J. Vial, “Factor influencing recent commodity
price movements”, paper presented at the Regional Seminar on an Interlinked 
Country Model System, sixth session, 17-20 November 1987, Bangkok.
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Table II .2. Commodity exports and imports of developing countries by destination and origin, selected periods

Destination o f  exports 
(Percentage o f  exports to  the world)

Origin o f  im ports 
(Percentage o f  imports from  the world)

Composition o f  
com m odity  
trade among  
developing 
countries 

(Percentage)
Comm odity group

Developed market 
econom y 
countries

Developing
countries

Developed market 
econom y  
countries

Developing
countries

1973–
1974a

1983–
1984

1973–
1974

1983–
1984

1973–
1974

1983–
1984

1973–
1974

1983–
1984

1973–
1974

1983– 
1984

I. Food and beverages 70.0 56.1 19.4 26.5 62.1 60.9 27.6 30.9 60.4 67.7
of which:

Cerealsb 37.0 12.4 51.7 58.2 76.5 75.4 17.4 22.5 14.1 14.0
Tropical beveragesc 83.6 78.7 8.2 16.0 6.9 6.9 84.4 80.7 5.6 3.8
Oils and oil-seedsd 81.3 46.8 14.6 43.5 68.2 53.6 25.3 40.8 5.4 12.1

II. Agricultural raw
materials 61.5 56.9 22.9 31.1 46.9 50.1 45.6 38.8 27.1 20.7

III. Mineral ores and 
metals 81.6 76.5 10.1 15.7 63.1 62.7 32.9 30.4 12.5 11.6

Total non-fuel primary 
commodities 70.8 60.0 18.1 25.3 59.4 59.3 31.6 32.2 100.0 100.0

Source: UNCTAD, Revitalizing Development, Growth and International Trade: Assessment and Policy Options (United Nations
publication, Sales No. E.87.II.D.7), annex table 20.

a Use of hyphen between dates representing years, e.g., 1973-1974, signifies the full period involved, including the initial and 
final years. b SITC 041 to 045. c Coffee, cocoa and tea: SITC 071 + 072 + 074. d SITC 22 + 4.

commodities destined for other de-
veloping countries has increased 
from 18.1 to 25.3 per cent during 
the last decade, with oils and oil-
seeds and agricultural raw materials 
showing the highest increase. How-
ever, the developing countries have 
not been able to significantly in-
crease their share in the imports 
of primary commodities from other 
developing countries, which has 
remained unchanged at around 32 
per cent over the last decade. 
Nevertheless, with increasing in-
dustrialization and the higher raw 
material use intensity of industrial 
production as well as the higher 
income elasticities of demand for 
food in developing countries, the 
importance o f commodity trade 
among these countries can be 
expected to rise, if adequate sup-
plies can be ensured.

E. FACTORS AFFECTING 
SLOW GROWTH IN 

PRIMARY COMMODITY TRADE

Aggregative analysis of primary 
commodities is useful only in iden-

tifying the general trends and is 
not very helpful in revealing the 
policy options available to different 
countries and for different com-
modities.17 Only a detailed and 
disaggregated analysis can uncover 
the complexity of underlying forces 
at work in commodity markets. 
However, there are certain com-
mon factors affecting all primary 
commodities and producing coun-
tries, which can be identified at an 
aggregate level and can be helpful 
in formulating policy options at a 
disaggregated level.

The recent trends in primary 
commodity trade –  the declining 
prices and earnings, increased insta-
bility, falling shares o f developing 
countries, decreasing importance 
of developed market economies for 
developing countries’ primary com-

17 For a recent analysis of primary
commodity exports from developing 
countries see M.E. Bond, “An econo-
metric study of primary commodity 
exports from developing country re-
gions to the world” , International 
Monetary Fund S ta ff Papers, vol. 34, 
No. 2 (June 1987) pp. 191-227.

modity exports and the emerging 
importance of South-South trade
–  can be explained in terms of 
broad developments by three main 
factors: demand, supply and tech-
nological changes. The last factor 
affects the other two but it may 
be better for analytical and policy 
purposes to consider each of them 
separately.

1. Demand factors

The major determinant of 
demand for primary commodities 
is the rate of growth of the world 
economy. For more than a decade 
and a half, especially since 1980, 
the rate of growth o f the world 
economy has slowed down per-
ceptibly. The growth of world 
GDP, which averaged above 5 
per cent per annum during 1963- 
1972, slowed down to 3.6 percen t 
during the rest of the 1970s 
and fell to below 2 per cent during 
1980-1986. The period has also 
been marked by two severe re-
cessions, in 1975 and in 1981-1982. 
Moreover, the spread o f growth,
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especially during the 1980s, has 
been very uneven, among both 
developed and developing coun-
tries. These factors have un-
doubtedly exercised a considerable 
depressing effect on the demand 
for primary commodities in recent 
years (see figure II.2).

A second major factor affect-
ing the demand for primary com-
modities is the structural shift in 
many developed market economies 
away from the manufacturing 
sector, which is the most intensive 
user of primary commodities as 
raw materials. The growth elasti-
city o f industrial production in 
developed market economies fell 
from 1.1 during 1960-1972 to 0.7 
during 1973-1984. The sector 
mainly responsible for GDP growth 
in the period from 1973 to 1984 
was services. In recent years a strik-
ing phenomenon in many European 
countries has been the emergence 
of agriculture as the fastest grow-
ing sector –  a somewhat unusual 
evolution in the post-industrial 
society. Thus the agricultural

sector in Europe grew at the 
rate of 3 per cent per annum 
during 1980-1985, almost double 
its average rate o f GDP growth 
during the period. In many coun-
tries, the rate of agricultural growth 
was several times more rapid 
than GDP growth.18 This de-
velopment is, of course, related 
to the growing protectionism and 
subsidization of agriculture in
Europe and other developed market 
economies, which is discussed 
below.

Not only is the manufacturing 
sector expanding less rapidly than 
other sectors in developed market 
economies, available evidence also 
suggests that growth within manu-
facturing industries is concentrated 
in those industries which are less 
raw material intensive. In the 
period from 1973 to 1984, the 
relatively more raw-material-
intensive industries such as textiles, 
wearing apparel and leather, wood

18 See The Economist, 3-9 October 
1987, p. 82.

and furniture and basic metals, 
recorded zero or negative growth, 
whereas the high growth industries 
such as those producing industrial 
robots, computers, consumer elec-
tronics and telecommunication 
were those where relatively little 
raw materials are used. These 
developments have led some ob-
servers to believe that the raw 
materials economy has become 
“uncoupled” from the industrial 
economy.19

In recent years, some of the 
raw-material-intensive industries 
have been relocated to developing 
countries in view of their lower 
labour costs. To the extent that 
the income elasticity of consump-
tion of raw materials is higher in 
developing countries this should 
have some offsetting influence on 
the decline in the demand for raw 
materials. However, since many

19 See Peter F. Drucker, “The
changed world economy”, Foreign 
Affairs, vol. 64, No. 4 (Spring 1986), 
pp. 771-775.

Figure II.2. Major developed market economies. Share of commodity imports from developing economies and 
growth of GDP, selected periods

a Commodity imports from developing economies into selected developed market economies as a percentage of total world 
commodity imports from developing economies.
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of these industries change their 
location frequently in search of 
cheap labour and tax concessions, 
this makes for higher instability 
in the pattern o f consumption of 
raw materials. Nevertheless, this 
source o f strengthening the demand 
for primary commodities needs to 
be tapped further and taken greater 
advantage of by developing coun-
tries, perhaps, in collaboration 
with developed market economies 
and transnational corporations.

2. Protectionism

A major impediment to  the 
growth in international demand for 
primary commodities has been the 
emergence o f a new wave of pro-
tectionism in many developed mar-
ket economies. This has taken two 
main forms: (a) measures to  assist 
domestic production against com-
petitive imports o f agricultural 
commodities, and (b) measures 
to raise border prices o f imports 
through (i) tariff barriers, (ii) im-
port quotas, and (iii) non-tariff 
barriers. Huge amounts have been 
spent by developed market econo-
mies to subsidize a wide range of 
primary commodities, in particular 
agriculture. For example, in the 
four-year period ending 1985, 
the United States and EEC are 
estimated to have spent about $60 
billion each on agricultural support 
programmes, while Japan spent 
$51 billion during 1980-1983.20 
These budgetary expenditure are 
in addition to costs o f income 
transfers from consumers to pro-
ducers through higher domestic 
prices.

The effect o f these fiscal 
measures on developing countries 
is twofold, affecting both  demand 
and suppply o f primary commodi-
ties. They reduce the demand for 
developing countries exports and 
often lead to export surpluses 
which compete with the latter in 
third countries. Both these effects 
contribute to sharp declines in 
prices. Subsidized exports from 
developed countries have affected 
developing country exports of 
meat, sugar, wheat, rice, cotton 
and edible oils in recent years.21

Tariffs are an im portant barrier 
to  trade for a number o f  primary 
commodities and are considerably 
high on coffee, tea, processed meat 
and fish, fresh and preserved vege-
tables and fruits, sugar, spun silk, 
yam  and woven fabrics, processed 
aluminium and copper. Import 
quotas have been placed on a 
number o f commodities, particular-
ly those which compete with 
domestic production and include 
such commodities as sugar, oil-
seeds, grains, meat and raw silk.

Non-tariff measures are wide-
ly prevalent against imports of 
primary commodities into de-
veloped market economies. Meat, 
dairy products, sugar, tobacco, 
mushrooms and fruits and vege-
tables are among the commodities 
most severely affected by such 
measures as import quotas (global 
and bilateral), seasonal tariffs and 
quotas, discretionary im port licens-
ing, health and sanitary regulations 
as well as outright prohibition. 
There is, however, considerable 
scope for developing countries to 
overcome many o f these barriers 
through quality control, following 
the specifications o f developed 
countries and understanding their 
genuine concerns about health 
and environment.

21 For a more detailed discussion 
of these policies and their impact on 
ESCAP developing countries, see chap-
ter V.

3. Increasing pressures on supply 
of primary commodities

The current “ commodity 
crisis” is perceived by some as 
mainly a problem of supply glut 
or supply bias created largely by 
the inability of developing coun-
tries to adjust supplies to the 
changing patterns o f  world demand. 
The preoccupation o f developing 
countries with expanding supplies, 
and maintaining market shares and 
foreign exchange earnings from 
their primary commodity exports 
has often proved counter-produc-
tive and has led to even greater 
declines in prices and increased 
dependence on primary commodi-
ties. However, as was pointed out 
earlier, the increase in the supply of 
commodities, especially agricultural 
products, is largely the creation 
o f developed countries. Never-
theless, it is well-known that in 
recent years the developing coun-
tries, especially in the ESCAP re-
gion, have also been able to expand 
outputs of primary commodities at 
a rate much higher than can be ab-
sorbed at existing levels o f domestic 
demand. However, there is con-
siderable room for expansion of 
this demand through growth and 
redistribution of income. Indeed, 
since the growth in the demand 
for most primary commodities 
either significantly decelerated in 
the 1980s, compared with the 
1970s, or became negative, any in-
crease in the rate of growth of pro-
duction was likely to have increased 
downward pressure on prices. A 
qualitative difference in the supply 
pressure created in the 1980s and 
that which occurred in earlier 
periods is that the current supply 
pressures are not the result of 
random factors, such as good 
harvests, bu t o f systematic increases 
brought about either by policy- 
induced factors or by technological 
changes.

An analysis o f aggregate data 
shown in table II .3 confirms, in
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20 See Economic Report o f  the 
President (Washington, D.C., United 
States Government Printing Office,
1986), p. 30 for the United States, 
Commission of the European Coun-
tries, The Agricultural Situation in the 
Country, 1985 Report (Brussels, Luxem-
bourg, 1986) for EEC and S.J. Anjaria 
and others, Trade Policy Issues and 
Developments, Occasional Paper No. 38 
(Washington, D.C., IMF, July 1985).
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general, the tendency of prices 
o f commodities, the annual rate 
o f growth o f world production 
o f which in 1980-1984 period 
exceeded that in 1973-1979, to 
have fallen much more sharply 
than those the growth rates of 
which were lower in the latter 
periods. The commodities in the 
first group are sugar, rice, fish and 
fish products, tea and wheat in the 
food group, cotton, rubber and sisal 
in agricultural raw materials and 
copper ore among minerals.22 Con-
sumption and stocks also generally 
rose for these commodities.

The commodities for which 
output growth rates during 1980- 
1984 were smaller than in 1973- 
1979 were cocoa, coffee, maize, 
bovine meat, bananas, vegetable 
oils and oil-seeds and jute among 
agricultural produce and a variety 
o f minerals and metals, for which 
prices rose or fell less sharply 
than in the first group. However, 
the relationship between the de-
gree of price falls and the increase 
in growth rates o f output is not 
a simple one and needs more de-
tailed and rigorous econometric 
analysis. It does seem, however, 
to support the conjecture that 
supply increases are the main 
factor affecting fall in the prices 
of most agricultural commodities. 
Minerals and metals generally tend 
to  adjust to demand conditions 
much better.

There are a number of reasons 
why developing countries have not 
been successful in adjusting supplies 
to changes in demand, apart from 
the usual explanation in terms of 
low elasticities o f supply at the 
micro-economic level. Much o f the

22 However, tea and cotton are 
exceptions in that the increase in their 
output growth rates did not lead to 
steep price declines in 1980-1984. The 
price of tea rose strongly despite a small 
increase in the growth rate of world 
output, while in the case of cotton the 
price decline was moderate despite a 
large increase in growth rate of output.

supply pressure generated in the 
early 1980s was in the nature of 
lingering perceptions about com-
modity scarcities generated in the 
1970s, which was discussed in 
section B. Both developed and 
developing countries undertook 
large investments to increase pro-
duction capacity, especially in
mining. The expectations about 
high prices brought many marginal 
producers into the market, while 
hopes for continuing growth in 
developed market economies raised 
expectations o f  higher demand 
for commodities. Both these
expectations largely failed to ma-
terialize in the early 1980s.

An overwhelming reason for 
many developing countries to
expand supplies o f primary com-
modities for exports since 1980 
has been to overcome the balance- 
of-payments problems caused by 
declining commodity prices. In 
order to meet their foreign ex-
change needs for imports and debt 
servicing, they had to increase 
the volume of exports in the face 
of falling prices. Many countries 
have attem pted to achieve this 
through devaluation o f their cur-
rencies. When this is done for 
the same commodity or same 
set o f commodities by a large 
number o f competing exporters, it 
results in the “fallacy o f com-
position” , not unlike the case of 
exports o f manufactures, and leads 
to not only a fall in prices but also 
restrictive action by importing 
developed market economies.

Other sources of supply pres-
sures come from the fact that 
most primary-producing economies, 
especially in Asia, consist o f small 
independent producers who seldom 
have a co-ordinated response to 
changes in market demand. The 
small farmers, because o f the high 
initial costs o f their investment 
in plantation crops such as rubber 
and palm oil, find it difficult to 
switch to other crops or activities 
or to withhold their output from

the market. They can also absorb 
some of the decline in prices as 
the ratio of fixed labour costs is 
generally low.

4. Technological factors

Among the long-term factors 
affecting the prospects o f  primary 
commodities, technological de-
velopment is, perhaps, the most 
im portant factor affecting the 
growth o f export earnings from 
primary commodities. In general, 
however, the effects o f  technologi-
cal change act on factors affecting 
both  demand and supply. Most of 
the recent technological develop-
ments affecting the demand for 
primary commodities are related 
to raw materials, especially metals 
and minerals.

Technological substitution is 
not a new problem for primary 
commodities. Steel per unit of 
final output has been showing a 
historically declining trend. Low- 
cost synthetic substitutes have 
been increasingly eroding the 
demand for such im portant ex-
port crops as rubber, cotton, sugar, 
jute and wool for decades. While 
some of these commodities (such 
as cotton, wool and rubber) have 
staged a come-back, mainly based 
on rising health and environmental 
concerns created by the use o f syn-
thetic materials, the general trend 
is unmistakably unfavourable and 
indeed disquieting. The rapid and 
somewhat mind-boggling tech-
nological advancements are likely 
to have much greater adverse 
effects on the use o f primary 
products in the future than has 
been the case so far.23 Most metal 
industries –  notably copper, alumi-
nium, zinc, lead, nickel and tin –  
are likely to face continuing weak-

23 See for example, E.O. Larson,
M.H. Ross and R.H. Williams, “Beyond
the Era of Materials” , Scientific Am eri-
can, vol. 254, No. 6 (June 1986), pp. 34- 
41.
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ness in demand due to declines in 
the intensity o f their use.

Technological improvements in 
production are likely to exert 
downward pressure on prices –  
but not necessarily on export 
earnings –  in agriculture. The 
green revolution has yet to be 
consummated in many developing 
countries o f the region and break-
throughs in biotechnology continue 
unabated. The shortening o f the 
agricultural production cycle and 
the virtual elimination o f the need 
for growing plants in the field –  
such as has been recently achieved 
in the case of vanilla by growing 
cells from plants in fermentation 
vats or laboratory flasks24 –  are 
likely to continue to reduce costs 
and increase supplies.

However, the technological 
concerns should not be exagger-
ated. The “frontier” technologies 
are not likely to have an immediate 
or medium-term impact on most 
developing countries. Neither is 
technology transfer likely to be 
possible without complementary 
progress in human resources de-
velopment. The need in the large 
majority o f developing countries 
is for more sober and pragmatic 
efforts which will upgrade rather 
than replace existing technologies.

F. IMPLICATIONS FOR 
DEVELOPMENT STRATEGIES

A major objective o f develop-
ment during the last three decades 
has been the reduction of depend-
ence on the primary sector. This 
has been motivated by a number 
of considerations, including raising 
of per capita incomes, protection 
against declining terms of trade, 
avoidance of external dependency 
and the many social and economic 
benefits that accompany diversifi-
cation of the economy. Historical 
evidence on growth in both de-
veloped and developing countries

has amply demonstrated the asso-
ciation o f the declining share of the 
primary sector and the correspond-
ing rise in manufacturing and other 
non-primary sectors and the rise 
in income and living standards.25

In retrospect, it does seem, 
however, that the “pioneers of 
development” underestimated the 
difficulties o f transformation from 
traditional agriculture to  modem 
industry. A number o f important 
transitional problems, such as de-
mographic changes, human resource 
development, rural-urban migra-
tion, environmental deterioration 
and infrastructural difficulties, 
were totally ignored, at worst, or 
inadequately taken into account, 
at best. But, it appears from 
hindsight that the most important 
error in many countries was to 
treat the primary sector, especially 
agriculture, as a passive sector 
whose basic role was to give with-
out any need to receive. Such 
a cavalier attitude resulted in 
agricultural stagnation and in trans-
forming many agricultural surplus 
and exporting countries into 
deficit and importing countries 
in the 1950s and 1960s.

Both domestic and external 
factors were instrumental in 
changing the policies of developing 
countries towards the primary 
sector, particularly agriculture. 
Infrastructural investments, espe-
cially irrigation, and the availa-
bility o f productivity-raising inputs 
at fair prices considerably reversed 
the tendency of terms of trade to 
move against agriculture. The rising 
prices o f food grains in the early 
1970s made the import bill of food 
deficit countries an unbearable 
burden. In addition there was a 
decline in concessional food assist-

25 See S. Kuznets, Modern Eco-
nomic Growth (New Haven, Yale Uni-
versity Press, 1966); and H. Chenery 
and L. Taylor, “Development patterns: 
among countries and over time” , Review 
o f  Economics and Statistics, vol. L, 
No. 4 (November 1968), pp. 391-416.

ance. These factors led to growing 
concern about food security and 
the need for developing countries 
to attain a high degree o f self- 
sufficiency in food.26

By the 1980s in many de-
veloping countries, even outside the 
newly industrialized countries, the 
value o f exports of manufactures 
had exceeded that of primary 
products. However, because of 
both increasing protectionism in 
developed market economies and 
increasing competition among de-
veloping countries in exports of 
manufactures, there is an increasing 
need for the expansion of commod-
ity exports. The development of the 
primary sector in the current cir-
cumstances seems essential for their 
overall development not only to 
generate external financial and in-
vestment resources but also to pro-
vide the basis for further economic 
growth and industrial advances.

The primary commodities 
could provide a basis for renewed 
and integrated industrialization ef-
forts through processing industries 
with forward and/or backward 
linkages.27 Although during the 
last two decades the degree of 
processing of locally-produced 
primary products has generally 
increased, there remains a con-
siderable scope for increasing it 
further to maximize the value 
added.28 For developing coun-

26 See chapter II for the evolution 
of the policies in the ESCAP region.

27 See F.G. Adams and J.R. 
Behrman, “The linkage effects of raw 
material processing in economic de-
velopment: a survey of modelling and 
other approaches”, Journal o f  Policy 
Modelling, vol. 3, No. 3 (October 1981), 
pp. 375-397.

28 It is significant that the Tokyo 
Declaration of 1986 Economic Govern-
ment of developed countries contains a 
commitment to support the effort 
of developing countries heavily de-
pendent on the export of primary 
commodities “for further processing of 
their products and for diversifying their 
economies” .
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tries, since 1970 both  the rates 
of growth o f local processing 
and their share o f processed and 
m anufactured imports by de-
veloped countries have decelerated. 
Further, in many countries process-
ing remains limited to the first 
stages of transformation. With 
the expansion in export pro-
cessing zones and export-oriented 
strategies in general, there has 
also been an increase in exports 
o f certain manufactured goods, 
such as those based on iron and 
cotton, from those developing 
countries importing such raw 
materials rather than producing 
it themselves.

The models o f development, 
on which the development strate-

gies (whether emphasizing import- 
substitution or export prom otion) 
o f many developing countries are 
based, have generally assigned a 
passive role to the primary sector. 
It is that o f an accessory to  
achieving industrial growth. What 
happens to it or to  those who 
earn their livelihood in it, is no t 
considered o f primary importance. 
The current com m odity crisis seems 
to  have some effect on develop-
m ent theory as evidenced by 
attem pts to  correct this bias.29

An implication o f the prevail-
ing com m odity situation for de-
velopment strategies which has no t 
received adequate attention is the 
possibility o f taking advantage o f 
the currently low level o f prices

o f m any primary commodities for 
pursuing basic-needs-oriented de-
velopment strategies. The demand 
for materials required for housing, 
water, nutrition  and health care, 
as well as rural infrastructure, is 
likely to  remain insatiable in 
m ost developing countries for the 
next few decades and the availa-
bility o f cheap raw materials in 
the current situation should provide 
an opportunity  for meeting these 
needs at relatively low social cost.

9 8

2 9 See, for example, I. Adelman, 
“Beyond export-led growth” , World 
Development (September 1984); and 
A.P. Thirlwall, “Model of growth and 
development on Kaldorian lines, Ox-
ford  Economic Papers, vol. 2, No. 2, 
(July 1986).



II. CHANGING ROLE OF THE PRIMARY SECTOR 
IN THE DEVELOPING ESCAP REGION

A. SIGNIFICANCE OF 
THE CONTRIBUTION OF 
THE PRIMARY SECTOR

1. Overview

T he developing countries of the 
ESCAP region, with only a 

few exceptions, continue to depend 
on the production of primary 
commodities as one of the main 
sources of their income, employ-
ment and export earnings. The 
degree of this dependence has, 
however, varied considerably across 
countries and has generally 
diminished in recent years. For 
the region as a whole, it is lower 
and has declined faster than that 
for other developing regions. This 
lower and decreasing dependence 
on primary commodity production 
is largely a reflection of the region’s 
poorer endowment of natural 
resources and the relatively higher 
population pressure on land, which 
necessitates a more serious pursuit 
of other economic activities. The 
aggregate situation, however, hides 
considerable differences across the 
region.

The availability of natural 
resources and land, however, varies 
a great deal in the region. Japan, 
the Republic of Korea and Taiwan 
(a province of the People’s Repub-
lic of China), are extreme examples 
of economies of the region which 
during the process of their deve-
lopment have been forced to 
diversify out of commodity 
production owing to the scarcity of 
natural resources. Australia and

New Zealand stand at the other 
end of the spectrum for the 
opposite reason (Hong Kong and 
Singapore never had significant 
primary activities). It is worth 
noting that both groups have the 
highest per capita incomes, which 
goes to show that there is no a 
priori reason for primary produc-
tion to be strongly associated with 
low levels of per capita incomes.

Most countries of the region 
lie somewhere between these two 
extremes. In large developing 
countries of the region, such 
as China and India, primary com-
modity exports form a relative-
ly small proportion of total output 
and do not affect changes in 
overall economic performance
significantly. In medium-sized
countries such as Indonesia, 
Pakistan, the Philippines and 
Thailand, the effect of changes 
in primary commodity trade is 
greater and serious policy dilemmas 
about whether to promote the 
primary or the industrial sector 
often confront their policy makers.

The smaller and more open 
economies, such as Malaysia and 
Sri Lanka, as well as those in the 
Pacific islands, and the least 
developed countries have a much 
greater, and in some cases even 
rising, dependence on primary
commodities –  many on one or 
two main crops or minerals –  
for generating income, employment 
and exports. Many of these 
countries, import significant 
amounts of food grains as well 
as essential manufactures and indus-

trial raw materials, which have 
to be paid for by the export of 
the few primary commodities they 
produce. As a result of declining 
terms of trade, many of these 
economies have had to increase 
their relative dependence on 
primary commodities in order to 
earn the same level of income 
and exports. The current concern 
about primary commodities in the 
region relates much more strongly 
to this particular group of countries, 
whose opportunities for diversifica-
tion remain limited. For the poorer 
and least developed countries 
this concern is enhanced by the 
diminishing prospects for capital 
inflows to assist such diversification.

In the 1980s, in contrast to 
the previous decade, the economic 
performance of various groups 
of countries has varied inversely 
with the degree of their export 
dependence on primary commo-
dities. Exports, imports, invest-
ment and real GDP have grown 
more slowly in country groups 
with a higher proportion of primary 
exports to GDP. The relative 
resilience of the economies of 
the ESCAP region, especially if the 
least developed and Pacific island 
economies are excluded, is thus 
largely explained in terms of their 
lower dependence on primary 
commodity exports, whose prices 
have fallen steeply during this 
period. In the 1970s, when com-
modity prices were more buoy-
ant, these differences were not 
so marked (except in the case 
of oil-exporting economies, whose
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per capita incomes rose sharp-
ly).

Empirical evidence, based on 
both the historical experience of 
contemporary developed economies 
and the more recent experience 
o f developing countries, suggests 
that the share of primary producing 
sectors in income, exports and 
employment falls steadily in a 
growing economy.1 The contem-
porary experience of the Asian and 
Pacific developing region indicates, 
inter alia, that the steepest fall 
has occurred in the proportion of 
GDP contributed by the primary 
sector while the proportion of 
employment provided by the pri-
mary sector remained relatively 
stable. The proportion of prima-
ry exports generally fell but the 
extent of the decline varied widely 
among countries, with the smallest 
decline occurring in the least 
developed and Pacific island 
economies.

2. The share o f primary sectors
in gross domestic product

The majority of countries in 
the developing ESCAP region derive 
less than a third of their GDP 
from primary producing sectors, 
while in most o f the least developed 
countries this proportion is still 
more than a half. More signifi-
cantly, the proportion in many 
countries has declined by 20 to
50 per cent during the last two

1 Three factors are generally cited 
for the falling proportion of the con-
tribution of primary sectors (especially 
agriculture) to GDP in a developing 
economy. First, the elasticity of de-
mand for food and other agricultural 
products, which is generally low com-
pared with manufactures. Second, 
the increasing reliance of agriculture and 
mining on industrial inputs, which 
accompanies technological progress. 
Third, the demand for off-farm mar-
keting services, such as distribution, 
storage and processing, which is more 
income-elastic than the agricultural pro-
ducts.

decades (see figure II.3). Thus, for 
example, in the Republic o f Korea 
the proportion o f GDP contri-
buted by the primary sector fell 
from 28.9 per cent in 1970 to 
14.4 per cent in 1984, in India, 
from 47.4 per cent in 1970 to 30.7 
per cent in 1984, in Pakistan, from 
39 per cent in 1970 to 25.8 
per cent in 1986, and in Sri Lanka

from 35.6 per cent in 1970 to 25.3 
per cent in 1986. In South-East 
Asia, the reduction in primary 
commodity dependence has been 
slower, except in Thailand, where 
the contribution to GDP declined 
from 32 per cent in 1970 to 23.2 
per cent in 1982, while in Indonesia 
the proportion fell from 58 per 
cent in 1970 to 41 per cent in

Figure II.3. Changes in share o f  primary commodities in GDP o f selected 
developing economies o f the ESCAP region
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1984 and in Malaysia from 38.9 
to 32.4 per cent between 1970 
and 1986; in the Philippines, it 
rose marginally from 29.2 to 29.4 
per cent during the same period. 
In many other countries, especially 
those in the least developed and 
Pacific island countries, the propor-
tions have been more stable or 
have generally fallen much more 
slowly.

3. Share in the labour force

In contrast to the general 
decline in the primary sector’s 
contribution to GDP, there has 
been a much less marked decrease 
in the proportion of the labour 
force employed in the sector. In 
the majority of countries of the 
region, between half to three 
fourths of the labour force con-
tinues to be employed in the 
primary sector. The decline in the 
proportion of the labour force 
employed in the primary sector 
has been generally significant. 
Among the countries where signifi-
cant declines have taken place 
since 1970 are China (from 81 
to 61 per cent in 1986), Malaysia 
(from 55 to 28 per cent in 1986) 
and the Republic of Korea2 (from
51 to 39.2 per cent in 1985). 
India, Pakistan, the Philippines and 
Thailand have also recorded similar, 
but less significant, declines.

The explanation for the slower 
decline in the proportion of the 
labour force employed in the 
primary sector (mainly agriculture) 
in the developing countries of

2 The experience of the Republic 
of Korea in reducing the proportion of 
the labour force employed in the pri-
mary sector was even more successful 
between 1955 and 1965 when there 
was an absolute decline in the agri-
cultural labour force, the proportion 
of which fell from 78.6 to 59.6 per cent. 
This initial phase of the development 
of the Republic of Korea was, signifi-
cantly, associated with import sub-
stitution, rather than export-led in-
dustrialization (see box II.4).

the region compared with those 
experienced by the contemporary 
developed countries, including 
Japan,3 lies largely in the dif-
ferences in initial conditions relat-
ing their respective demographic, 
technological and external econo-
mic environments. The increase 
in the rate of population growth, 
brought about largely by declines 
in mortality rates unattainable in 
earlier decades, preceded rather 
than followed the rise in agricul-
tural productivity, with resulting 
absorption of the bulk of incremen-
tal labour force in agriculture. This 
has diminished the possibility of 
mobilizing the surplus from the 
agricultural sector to finance non- 
agricultural investment. Moreover, 
the pattern of industrial investment 
adopted in many developing 
countries has not only been capital- 
intensive but has resulted in 
increasing the dualism in the 
economy and in enervating the 
agriculture sector.4 As a result, 
the productivity of labour has not 
risen adequately and a relatively 
large number of farmers continue 
to be required to meet the rising 
demand for food and raw materials 
for industry. The consequences of 
a slower decline in the proportion 
of the labour force on labour and 
land productivity have been
adversely affected by two other 
factors: (a) the rapid disappearance 
of the land frontier and (b) the 
lack of sufficient investment in 
infrastructure, such as flood 
control, irrigation and drainage.

4. Share of primary 
commodities in total exports

Primary commodity exports 
have provided the main source of

3 
See S. Ishikawa, Economic 

Development in Asian Perspective 
(Tokyo, Kinokuniya Bookstore Co. Ltd., 
1967) for a detailed discussion of 
these differences in initial conditions, 
especially in relation to the Japanese 
experience.

foreign exchange for the develop-
ment of the Asian and Pacific 
economies. In Japan, the initial 
impulse for industrialization was 
provided by primary commodity 
exports. As Professor Ishikawa 
points out: “The foreign currency 
required for the industrialization of 
Japan since the Meiji revolution 
was raised mainly by its export of 
raw silk to the United States of 
America and of cotton fabrics to 
underdeveloped countries” .5

The proportion of primary 
commodity exports to total exports 
has, however, been rapidly declin-
ing in Asian developing countries, 
but still remains relatively large. By 
1970, in many of the developing 
countries of the Asian and Pacific 
region the value o f manufactures 
export had exceeded those of pri-
mary commodities (see figure II. 
4). The decline has been due to 
four main factors. First, the 
increase in population has led to 
an increase in domestic consump-
tion and an erosion of the export 
surplus in many consumable 
commodities. Second, the increase 
in domestic processing has reduced 
the share of primary commodity 
exports. Third the decline in the 
terms of trade of primary commdi- 
ties has reduced the share of 
primary commodities in total trade. 
Lastly, the better access to de-
veloped country markets through 
the GSP (generalized system of 
preferences) and other measures has 
provided opportunities to Asian 
developing countries to shift their 
comparative advantage in favour 
of exports o f labour-intensive 
manufactures.

The combined effect of these 
trends is reflected in table II .4, 
which shows that while the share 
of primary exports in world trade 
has declined generally during the 
last two decades, the Asian and
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Pacific region has become the 
developing region least dependent 
on primary commodity exports. 
Its share o f primary commodity

Figure II.4. Growth o f primary 
commodity and manufactures ex-
ports, selected years

exports was only marginally higher 
than the world average.

However, large differences exist 
between the countries o f the re-
gion. Many countries –  mainly 
low-income or least developed –  
still depend on commodity exports 
for well over 50 per cent o f their 
export earnings. The region’s new-
ly industrializing economies are 
among the least dependent on pri-
mary commodity export and are 
major importers o f primary com-
modities in the region. Owing to 
their large weightage and the high 
proportion o f manufactures in 
their total exports, the develop-
ing ESCAP region’s share of pri-
mary commodity exports is the 
lowest among the world’s develop-
ing regions. Two of the three de-
veloped countries o f the region 
are also among those highly de-
pendent on primary commodity 
exports. In 1984, Australia’s pri-
mary commodity exports share of
55.6 per cent and New Zealand’s
77.7 per cent were, except for 
Iceland far above the correspond-
ing share in developed countries. 
On the other hand, Japan is the 
least dependent on commodity 
exports. This pattern o f country 
composition largely explains why

the region’s share in world com-
modity exports is so low.

B. STRUCTURE OF PRIMARY 
COMMODITY PRODUCTION 

AND EXPORTS IN 
THE ESCAP REGION

1. General

The primary sector in the 
ESCAP region comprises largely 
agriculture, non-fuel minerals being 
im portant only in a few countries. 
The impact on overall development 
is also much greater in the case of 
agriculture than o f non-fuel 
minerals. Within agriculture, short – 
cycle crops, especially cereals, 
dominate production and utiliza-
tion of land and labour resources. 
A high proportion of these crops 
is domestically consumed (see table
II.5). Tree crops use relatively few 
resources, but their production is 
destined largely for exports. In
1984, 63.8 per cent o f primary 
commodity exports of the develop-
ing ESCAP region consisted of 
food products, 23.9 per cent 
of agricultural raw materials and 
the remaining 12.3 per cent of 
non-fuel minerals. The correspond-
ing percentages in Australia were

Table II.4. Major world and ESCAP regions. Shares of primary commodi-
ties in total merchandise exports, 1970 and 1984
(Percentage)

1970 1984

World 27.0 17.6
Developed market economies 21.8 17.0

Australia 73.5 55.6
New Zealand 88.1 77.7

Socialist Eastern Europe 21.4 9.7
Developing countries 50.3 22.1

Non-oil developing countries 69.3 35.3
Africa 58.0 23.8
Latin America 69.0 41.7
Developing ESCAP countries 45.8 19.6

Non-oil developing ESCAP countries 51.3 21.5

Source: UNCTAD primary commodity trade data on tapes, secretariat calcula-
tions.
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Table II.5. Selected primary commodities in the developing ESCAP region. Exports as percentage of production, 
selected years

Sources: FAO Trade Yearbook, various issues; FAO Production Yearbook various issues, and Computer Printout, 1987; Year-
book o f  Forest Products, various issues; and Yearbook o f  Fishery Statistics, Fishery Commodities 1986.

a The figures contain large margins of inaccuracies since production data for some of the products in some countries were 
lacking. Re-exports from some countries may partly account for high percentage exports in total regional production. b 1976.

43.0, 17.4 and 39.6, while in 
New Zealand they were 65.2, 27.2 
and 7.3, respectively.

In individual countries, how-
ever, a few commodities form the 
bulk of commodity exports. Table
II .6 gives an overview of country- 
commodity dependence on primary 
exports. With few exceptions 
(Australia, Burma, Pakistan and 
Thailand), cereals do not figure 
prominently in the ESCAP re-
gion’s primary commodity export 
basket. Tropical beverages (tea and 
coffee), fibres (jute and cotton) –

exported mainly by South Asian 
countries –  oil-seeds and fats, rub-
ber, tropical wood –  mainly ex-
ported by the South-East Asian and 
Pacific island countries are among 
the most important commodity 
exports o f the region. The pattern 
of commodity export is, however, 
undergoing considerable change 
with progress in agricultural and 
industrial development. Many 
developing countries of the region 
which have successfully overcome 
their concerns about food scarcity 
are now poised to export cereals

and other agricultural products, 
including fish, fruits and vegetables 
for which there is a growing 
demand in the world market. On 
the other hand, many primary 
commodities, at present exported 
in unprocessed forms, are likely to 
be exported after processing or 
as manufactures.

2. Institutional structure of 
commodity production

Most of the agricultural pro-
duction in the Asian and Pacific
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1970 1975 1980 1985

Agricultural products
Wheat 0.2 – 0.1 0.3
Rice 1.7 1.4 2.0 1.6
Maize 3.8 3.6 2.9 10.5
Sugar (total) 1.0 1.4 1.4 1.0
Copra 22.5 24.1 10.3 8.1
Palm oil 79.1 97.0 94.6 84.7
Bananas 4.2 8.9 8.0 7.5
Coffee green and roasted 69.3 61.1 62.9 74.6
Tea 56.1 54.0 50.4 45.5
Cotton lint 7.3 10.9 8.9 9.1
Jute and similar fibres 23.8 17.0 15.1 5.1
Tobacco unmanufactured 10.0 12.6 12.2 5.4
Natural rubber 96.3 84.0 87.7 85.7
Wool greasy 5.9 3.4 1.9 0.6

Fishery productsa
Fish, fresh, chilled or frozen – 80.0b 101.8 43.3
Fish, dried, salted or smoked – 1.4b 1.5 1.4
Crustaceans and molluscs, fresh, frozen,

dried or salted – 98.8b 122.2 114.3
Fish products and preparations – 20.0b 27.5 33.8
Crustacean and mollusc products and preparations – 73.7b 52.6 36.1
Oils and fats, crude or refined of aquatic 

animal origin – 41.2b 121.4 35.2

Forest products
Sawnlogs and veneer logs (non-coniferous) 47.5 36.4 31.4 21.4
Fuelwood and charcoal 0.1 0.1 0.2 0.2
Sawnwood (non-coniferous) 14.0 13.8 18.9 14.2
Wood-based panels 57.7 63.3 65.8 49.9
Paper and paperboard 2.5 3.7 4.3 3.3



Table II.6. Primary commodity-export dependence of selected developing countries of the ESCAP region. Per-
centage share o f individual commodities in countries’ total merchandise exports,a 1984
(Percentage)

> 50 > 25 < 50 > 1 0 < 2 5

Bangladesh Jute Fish
Burma Rice, tropical wood
Fiji Sugar

India Tea
Indonesiab Tea, coffee, rubber, 

tropical wood

Lao People’s Democratic Republic Coffee Tropical wood

Malaysia Palm kernel oil, palm oil, coconut 
oil, copra, rubber, tropical wood

Maldives Fish

Nepal Tropical wood, jute
Pakistan Rice, cotton
Papua New Guinea Gold, copper, coffee Tropical wood, copra, palm oil
Philippines Coconut oil

Samoa Coconut oil Tropical wood
Solomon Islands Fish, tropical wood, copra, palm 

oil

Sri Lanka Tea Rubber
Thailand Rice, maize Rubber

Tonga Coconut oil Bananas, spices
Vanuatu Copra Fish

Viet Nam Fish, copra, rubber
Australia Wheat
New Zealand Meat Wool

Source: UNCTAD commodity tape.
a Approximate shares of indicated commodities in total merchandise exports, 

exports.

region is for domestic consumption 
and only a few crops are exported. 
Thus the majority of farmers in 
the region are not directly depen-
dent on export o f  primary com-
modities. However, in the case of 
fibre and tree crops a much larger 
proportion of output, either in raw 
form or with limited processing, 
has traditionally been exported. 
The institutional arrangements gov-
erning the production, processing 
and marketing of these commodi-
ties vary across the countries and 
among different crops. The infor-
mation on institutional arrange-
ments concerning some of the

region’s major export commodities, 
e.g., ju te , rice, sugar-cane, rubber, 
tea and palm oil presented below 
is intended to help in understanding 
the problems o f efficiency as well 
as welfare aspects o f  primary 
commodity production.6

(a) Small-holders versus plantation
estates

Most primary commodities in 
the ESCAP region are produced 
and partly processed by small

6 The latter aspect is discussed in 
some detail in chapter IV.

peasant farmers, but some, such 
as tea, rubber and palm oil, are 
also grown on large plantations 
or estates. In recent years there 
has been a noticeable trend towards 
increasing the share of smallholders 
in some of these products. For 
example, the share of estates in 
the total acreage of rubber in 
Malaysia has decreased from 32 
per cent in 1970 to  24 per cent in
1983. The proportion o f small-
holders in rubber plantation is 
even higher in Indonesia and 
Thailand, the two other major 
rubber producers in the region, 
accounting for 80 and 96 per cent
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of total acreage, respectively. In 
Thailand, smallholders are defined 
as those having a holding of less 
than 15 rai (1 rai = 0.16 hectare). 
The productivity per acre of small 
farmers is considerably lower than 
that of larger estates, being only 
37 per cent in Indonesia and 70 
per cent in Malaysia, compared 
with the productivity of larger 
estates.

In the production of palm oil 
the share of smallholders was lower, 
i.e. about a half in both Malaysia 
and Thailand in 1984, but the share 
in Malaysia had risen from 4 per 
cent a decade earlier. In Malaysia, 
which produces more than half 
of the world’s and three fourths 
of the region’s palm oil output, 
about 670,000 people, mainly 
smallholders, were dependent on 
palm oil output as a source of in-
come and employment. In sugar-
cane the picture is somewhat 
mixed. In Thailand, for example, 
sugar-cane growers are mainly small 
farmers, but in the Philippines 
sugar-cane is grown in estates in 
Negros, while in Luzon it is grown 
mainly by small farmers. On the 
whole, large-scale estate operations 
account for 4 per cent of the total 
farms and 42 per cent of the 
acreage, while small farmers ac-
counting for 79 per cent of farms 
take up only 23 per cent of the 
acreage. While productivity is higher 
per acre in large estates, unit costs 
are lower for small farmers.

In the case of rice, a major ex-
port crop, in Thailand approxi-
mately 6 million farm households 
are estimated to be involved in 
rice production. Rice producers 
constitute 30 per cent of Thailand’s 
labour force, about half of the 
total agricultural labour force. 
An average rice farm in Thailand 
is 3 hectares with 59 per cent of 
the farms from 1.6 to 6.4 hec-
tares, 24 per cent being between
0 and 1.6, and 17 per cent bet-
ween 6.4 and 22.4. Only 0.3 
per cent of the rice farms are above

22.4 hectares. Thus, rice, like jute, 
in Thailand and other countries 
in the region, is produced by a 
very large number of small farmers, 
unlike in the land-rich North 
American and Australian conti-
nents.

3. Transnational corporations

The transnational corporations 
have in the past played a key role 
in both the production and trading 
activities relating to primary com-
modities. Plantations were the pre-
ferred form of transnational cor-
porations involvement in the pro-
duction of agricultural crops since 
they provided economies of scale, 
a captive supply of raw materials 
and a labour force which could 
be made dependent on plantation 
work. Crops for which plantation 
was the common mode were ba-
nana, sugar, tea, rubber, cotton and 
tobacco. Where peasant farming 
was more efficient or administra-
tively convenient, the transnational 
corporations assumed the role of 
resident trading companies buying 
primary products from the peasant 
farmers for local processing and/or 
export. In some cases this was com-
bined with selling imported manu-
factures to the farmers. This en-
abled the exercise of combined 
monopsony/monopoly power.7

The above pattern started dis-
appearing in the ESCAP region dur-
ing the post-war decolonization 
period as many Governments in the 
region took measures for land re-
forms and public ownership of na-
tional resources. Transnational cor-
porations involved in production 
have been affected by the break-
ing up of large estates into smaller 
holdings or outright nationalization 
with operation by state enterprises;

7 See Norman P. Girvan, “Trans-
national corporations and non-fuel pri-
mary commodities in developing coun-
tries”, World Development, vol. 15, 
No. 5 (Oxford, Pergamon Journals Ltd., 
May 1987), pp. 713-740.

transnational trading companies 
were affected either by regulation 
of prices paid to farmers or by their 
replacement by state marking enter-
prises. In the mining sector there 
has been a gradual elimination of 
concessions for production based 
on royalties by more equitable con-
tracts, joint ventures and state min-
eral enterprises.

The purpose of these measures 
was to ensure a fairer distribution 
of gains from trade in primary com-
modities and the appropriation of 
a larger share of retained earnings 
in commodity production by the 
developing producing country. This 
has, however, tended to reduce the 
incentives for transnational cor-
porations and to increase their 
risks. They have responded to 
these measures of developing coun-
tries by diversifying into such acti-
vities as provision of management, 
marketing and technology transfer, 
of which the developing countries 
continue to have a growing need. 
There has also been an increase in 
the risk premium sought by the 
transnational corporations for their 
involvement in the commodity 
trade and production of developing 
countries in the form of reduced 
taxation and a better investment 
climate, as well as greater political 
safety. The transnational corpora-
tions have, over time, shifted away 
from production to trading and 
processing primary commodities, 
which offer them better oppor-
tunities for exercising their bar-
gaining power over their suppliers 
and purchasers through horizon-
tal and vertical integration of 
their activities, product diversifi-
cation and differentiation as well 
as through increasing use of re-
search-and-development-innovation 
in marketing. Recent years have 
also seen the formation of con-
glomerates through mergers and 
acquisitions which have given even 
greater advantage to the transna-
tional corporations in terms of 
opportunities for capturing eco-
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nomic rents and effective use of 
their bargaining power.

However, in spite of the gen-
eral decline in the importance of 
transnational corporations in pri-
mary commodities, especially in 
production, they continue to play 
a significant role in both agricul-
tural and non-fuel mineral primary 
commodities. Thus they continue 
to have an important presence in 
the production of rubber, tin and 
palm oil in Malaysia, sugar in Fiji, 
hardwood in Indonesia, and cop-
per and gold in Papua New Guinea. 
In recent years the role o f transna-
tional corporations in the produc-
tion of primary commodities has 
been more indirect, mainly through 
marketing, transfer o f technology 
and processing arrangements. The 
examples of production of cassava 
pellets for export from Thailand 
to EEC, the production of MSG 
(monosodium glutamate) from tap-
ioca and the collaboration for pro-
ducing radial tyres in Japan provide 
important evidence o f the conti-
nued involvement of transnational 
corporations in primary com m o-
dities in the region.

The prominent role o f trans-
national corporations in marketing 
and trading in primary commodi-
ties in the ESCAP developing re-
gion is evidenced by the high level 
of assets of transnational trading 
corporations in the region. For 
example, the assets of such co r-
porations of the United States ori-
gin trading in Asia and the Pacific 
alone surpassed $1 billion in 1981. 
In Hong Kong, India, Singapore 
and Thailand each foreign invest-
ment in wholesaling and trading 
(mainly of primary commodities) 
exceeded $100 million.8

A major concern about the

8 For details, see Transnational 
Corporations and Primary Commodity 
Exports from  Selected Developing Coun-
tries, ESCAP/UNCTC publication Series
B, No. 5 (ST/ESCAP/321).

activities o f the transnational cor-
porations in primary commodities 
is the continuing low ratio of do-
mestic value added in traded pri-
mary commodities. Studies on 
transnational corporation in pri-
mary commodity exports in the 
ESCAP region show that the share 
o f the Asian and Pacific developing 
country producers in final users’ 
prices is still quite low for many 
commodities. The combined mark-
ups of exporters in the producing 
country and importers, wholesalers 
and retailers in the consuming 
country exceed 100 per cent for 
many products. This has induced 
many countries o f the region to 
assume an increasing role in the 
marketing o f  primary products 
in order to internalize the gains 
from trade in primary commo-
dities.

C. AGRICULTURAL
GROWTH AND TRADE

IN THE ESCAP REGION

1. The developmental role 
of agriculture in the 

ESCAP region

The role o f agricultural d e -
velopment in the majority o f the 
developing economies o f the ESCAP 
region is central to their overall 
development. As the largest sector 
in terms o f employment and out-
put generation, it has a key role to 
perform in providing incomes and 
the most basic o f all necessities, 
food, to a growing population and 
in earning foreign exchange through 
exports (generally, non-cereals) or 
through import substitution of 
food supplies. In addition, its dy-
namic role throughout the crucial 
phases of the economy’s structural 
transformation is to generate and 
transfer a continuing flow of re -
sources to other sectors o f the 
economy for its balanced develop-
ment. However, for the sector to 
be able to perform its dynamic role

in the economy, its own vitality 
and vigour needs to be continually 
ensured. The pivotal role o f the 
agriculture and primary goods sec-
tor in the recent upsurge in the 
growth of China and Thailand 
are discussed in box II.3 and 
box II.4, respectively.

Many developing countries in 
the ESCAP region have learned 
through hindsight the harmful ef-
fects o f siphoning off too p re-
maturely or too intensively the 
agricultural sector’s surplus. They 
have also learned the high cost of 
attending too inadequately to its 
needs for investment in in fra-
structure, human resource develop-
ment and extension services which 
would enhance its capacity to gen-
erate larger surpluses. In the early 
decades o f development there was 
a tendency to look upon the agri-
culture sector mainly as a source 
of transferring money, people, food 
and raw materials to the urban- 
industrial sector. The domestic 
obstacles of such transfers were 
not well recognized and their im-
plicit costs were considered neg-
ligible. As a result, unantici-
pated problems o f uneven struc-
tural change, excessive rural-urban 
migration, infrastructural b o ttle -
necks, social imbalances and en-
vironmental depredation arose and 
frustrated the planners’ dreams in 
most Asian and Pacific developing 
countries. The terms o f trade in 
agriculture generally deteriorated 
and domestic demand for industrial 
goods did not expand sufficiently 
in many countries. This presented 
particularly difficult problems for 
countries which had im port-sub-
stituting industrial strategies.

The population explosion and 
inadequate attention to agriculture 
in most developing countries in 
the ESCAP region in the early 
phases o f their development re-
sulted in large deficits in basic 
foods, mainly cereals. The region 
became the largest importer of 
cereal food in the world in the 1960s
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and the 1970s as a result of the 
need to avert serious food shortages 
and, in some countries, to avoid 
the risk of famine. This imposed 
severe burdens on the balance of 
payments in many countries. Food 
shortages and the high prices of 
wage goods, in turn, caused in-
flationary pressures, which frus-
trated industrialization efforts and 
created other imbalances such as 
increasing poverty and income 
inequalities. These factors even-
tually made it inevitable for policy

makers to revert their attention to 
increasing domestic food produc-
tion and agricultural development. 
However, since the development 
strategies continued to have a high 
urban-industrial bias, many of the 
policies pursued in the 1960s, such 
as low procurement prices offered 
to producers and subsidized sup-
plies of food to urban consumers, 
continued to have overall disincen-
tive effects on agriculture.

Agricultural productivity re-
mained low in most countries of

the region until well into the mid- 
1960s when the advent of the green 
revolution and the availability of 
high productivity wheat and rice 
strains relieved some of the im-
balances mentioned above. The 
“green revolution” helped, to some 
extent, in achieving a greater bal-
ance between the harmful effects 
of lower prices on farmers and 
future food production and the 
beneficial effects on consumers 
(mainly urban-industrial workers 
and landless labour). The transfer

Box II.3. The role of agriculture in the economic transformation of China
The economy of China has un-

dergone substantial structural trans-
formation since 1950. From a pre-
dominantly agrarian economy, with 
agriculture contributing two thirds in 
the value of gross industrial and agri-
cultural products and providing 80 per 
cent of employment, it has reached 
a stage of development where agri-
culture’s share in these products was 
slightly more than a quarter in 1985. 
However, agriculture’s contribution to 
total employment remained high, at 
around 60 per cent.

Despite its vast land area and 
plentiful natural resources, per capita 
availability is very low owing to heavy 
population pressure. Arable land 
per capita, for example, amounts to 
only about one third of the world 
average and the possibility of increas-
ing cultivable land is limited. This 
relative scarcity of land required the 
application of new technological and 
scientific methods to bring about the 
necessary increases in land productivi-
ty. The Government adopted policies 
to encourage the use of such methods. 
However, pressures for rapid indus-
trialization, and pricing, and taxation 
policies followed, and the introduc-
tion of the commune system during 
the late 1950s and the 1960s, led to 
relative stagnation of the agricultural 
sector and a rapid decline in agricul-
ture’s share in national output.

Policy reforms introduced since 
1978 (dismantling the commune sys-
tem, allocating land to household units 
for private organization of produc-
tion, giving price incentives, reducing 
tax burdens, etc.) have stimulated 
agricultural growth to an average level

at 3.5 times higher during 1978-1985 
than the average growth rate during 
the 20-year period prior to 1978. The 
average rate of growth in gross agri-
cultural products at 1980 constant 
prices reached 8.4 per cent during
1980-1985.

Acceleration of agricultural 
growth put the economy as a whole 
on a more balanced development path. 
Agriculture’s rapid decline in econo-
mic output was halted and its 
share in total national income rose 
during the early 1980s above its level 
in 1978. Since then the share has been 
declining, but at a much slower rate 
than in the past.

The policy reforms aimed at 
bringing dynamism in agricultural pro-
duction were based on the recognition 
that agriculture still constituted the 
base of China’s economy, which con-
tributed more than a third of national 
income, two fifths of employment and 
a quarter of its foreign exchange 
earnings. Despite recent growth in 
agricultural production and exports, 
the importance of primary commodity 
exports has dropped from about 
60-80 per cent of the total in the 
1950s, 50-60 per cent in the 1960s, 
and about 50 per cent in the 1970s to 
25 per cent in the 1980s. This trend is 
largely the result of falling commodity 
prices. China has also suffered owing 
to the sharp drop in the price of oil, 
one of its main exports. However, it 
has succeeded in stepping up other pri-
mary products, especially agricultural 
products. For example, although once 
a net importer of maize and cotton 
it has now become a significant expor-
ter of those products. In 1986 it was

second only to the United States of 
America as a world-wide exporter of 
cotton as well as an exporter of maize 
to Japan. Higher production has been 
absorbed mostly in domestic use, for 
both consumption and industrial pur-
poses. Only 4.98 per cent of agricul-
tural output value was exported in
1985, almost the same share as in 1957 
(4.31 per cent), but double the share 
of such exports in the 1960s and the 
1970s.

Growth in agriculture has bene-
fited the economy in many other ways. 
Chronic food deficits have been elimi-
nated and even small surpluses of 
cereals have emerged for export. An 
important policy objective, namely, 
food self-sufficiency, has been met. 
The rise in agricultural income, on 
which more than 60 per cent of the 
population still depends, has created 
additional demand for both agricul-
tural and industrial products in the vast 
rural areas of the country, and has 
stimulated production through its feed-
back effects. Rural industrialization, 
an essential element in the develop-
ment strategy of China, has greatly 
benefited from agricultural growth 
which saw two-digit level rates of ex-
pansion in the production of crops 
such as oil-seeds, sugar, fruits, jute, 
cotton, rubber and aquatic products. 
Rural industries (village and township 
factories), which currently employ 80 
million people, or 14 per cent of the 
total labour force, greatly benefited 
from these expansions in agricultural 
production. In 1985-1986, one fifth 
of the village and township factories 
were involved in the processing of agri-
cultural products and foodstuffs.
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Box II.4. Transition to a newly industrializing economy: 
experiences of the Republic of Korea and Thailand

The transition of the Repub-
lic of Korea from an agricultural 
economy to a newly industrializ-
ing economy within two decades 
has raised high expectations 
among many developing economies 
of the ESCAP region. Predictions 
are rife that Thailand will be among 
the region’s next newly industri-
alizing economies –  the only un-
answered question is how soon.a

It is, therefore, interesting to 
compare the performance of Thailand’s 
economy in the 1980s with that of 
the Republic of Korea between 1965 
and 1975 in order to have some idea 
of how close Thailand is to becoming 
a newly industrializing economy. In 
1965 the two economies had roughly 
comparable per capita incomes. The 
more rapid export-led growth in the 
Republic of Korea, however, raised 
its GDP per capita 66 per cent above 
that of Thailand by 1975 and by 1980 
the per capita GDP of the Republic 
of Korea was more than double that 
of Thailand.

The two economies, however, 
had rather different endowments and 
other characteristics before they em-
barked on the course of rapid eco-
nomic development. The Republic of 
Korea was a relatively more resource- 
poor, labour-abundant and closed 
economy at the start of its develop-
ment process in 1955, with about 
half the GDP contributed by, and 
80 per cent of labour force employed 
in, the primary sector, and with a share 
of exports of only 1.6 per cent in 
GDP.

The Republic of Korea had two 
distinct phases of industrialization. 
The first, broadly between 1955 and 
1965, consisted mainly of import 
substitution activities. Production was

a  A recent study by the Thailand 
Development Research Institute found
the current Thai situation to be com-
parable to that of the Republic of Korea 
around 1975. See Prospects fo r  Thai 
Economic Development (Bangkok, 
Thailand Development Research Insti-
tute, Macroeconomic Policy Program 
and Human Resources and Social 
Development Program, November
1987).

largely for the domestic market –  al-
though the ratio of exports to GDP 
grew during the period from 1.6 per 
cent in 1955 to 8.5 per cent in 1965. 
However, primary exports were more 
than 80 per cent of total exports 
until 1962. Moreover, the import-suIn-
stitution phase of industrialization in 
the Republic of Korea, unlike in many 
other developing countries, was highly 
labour-intensive. GDP grew in this 
phase by about 5 per cent per annum. 
While the primary sector output ex-
panded by 3.5 per cent annually, 
growth reached 6.1 per cent in the 
non-primary sector, thus reducing the 
share of the former from 48.0 to 43.0 
per cent. At the same time the labour 
force in the primary sector declined by
2.3 per cent per annum and that in 
the non-primary sector grew by 7.1 per 
cent per annum, resulting in a fall in 
the proportion of the labour force in 
the primary sector from 78.6 to 59.6

per cent.b Thus the growth of primary 
sector output was maintained through 
higher labour productivity in agricul-

b This was made possible by a 
high growth rate of population of 
2.8 per cent in the Republic of Korea 
during 1955-1965, which implied that 
almost the entire increase in labour 
force due to population growth was 
absorbed in the non-primary sector. 
After 1965 the population growth rate 
fell to 1.8 per cent and some of the 
increase in labour force was absorbed 
by the primary sector, as well. See, 
Sung-Hwan Jo, ‘T h e  impact of the raw 
materials sector on employment gen-
eration in the process of South Korea’s 
industrial growth (1955-1978)” , World 
Employment Programme Research 
Working Papers (Geneva, International 
Labour Office, August 1980), p. 9, 
table I-1.

Republic o f Korea and Thailand. Share o f primary sector in GDP, ex-
ports and labour force, 1960-1985

108

Note: The years in brackets are the bench mark period for Thailand.



ture, in spite of a significant outflow 
of labour into the non-primary sector.

In the export-promotion phase of 
the Republic of Korea, between 1965 
and 1978, the economy not only grew 
faster –  at an average rate of 10.4 
per cent in real terms per annum –  but 
also achieved a remarkable growth in 
exports, mainly of manufactures. Bet-
ween 1965 and 1978, the share of the 
primary sector in total output, labour 
force and exports fell from 43.0, 59.6 
and 38.9 per cent to 25.8, 39.2 and
11.3 per cent, respectively.

Developments in the economy 
of Thailand have, however, been some-
what different. While the share of agri-
culture declined from 40 to 17 per 
cent of GDP between 1960 and 1986 
and is lower than that of the Republic 
of Korea in 1978, the share of the 
labour force employed in and the share 
of exports generated by the agricul-
tural sector remains much higher 
than they were in the Republic of 
Korea about a decade earlier. Both 
these ratios have, however, declined 
markedly in Thailand since the 1960s 
–  from 84 to 67 per cent in 1986 for 
the labour force and from over 90 to 
about 40 per cent in 1986 for the pro-
portion of primary commodity exports 
to total exports.

The economy of Thailand, much 
better endowed with land and other 
natural resources, has not faced the 
same tight constraints in expanding 
agriculture as the Republic of Korea 
had encountered in its initial phase of 
development. However, the growth of 
its agricultural sector, along with the 
rest of the economy, slowed down to 
an average of 3.9 per cent, thus con-
tributing to an overall GDP growth of 
6.4 per cent during 1973-1984, com-

pared with 5.4 and 7.2 per cent res-
pectively, during 1958-1973. Growth 
decelerated considerably during the 
1980s, with agriculture growing at the 
annual rate of 2.9 per cent and real 
GDP at 4.8 per cent in 1981-1986. 
Both external and domestic factors 
contributed to the slow-down.c

The difficulties faced by agricul-
ture in Thailand in 1985 and 1986 
were largely attributable to the sharp 
decline in the prices of the country’s 
major export commodities. They also 
arose as the “extensive margin” for 
further expansion of land areas (in-
cluding fishing and forestry grounds) 
had been almost exhausted. Agricul-
tural productivity has been compara-
tively low despite substantial past 
investments. Further investments to 
boost productivity in traditonal crops 
appeared hardly justifiable in the face 
of continuing oversupply and the low 
world prices of the commodities on 
which Thailand depends.

The response of Thailand to its 
problems has been to diversify its eco-
nomy –  in both agriculture and 
industry –  and to reduce its depend-
ence on traditional exports. The 
country’s performance in the last two 
years, 1986 and 1987, has been quite 
impressive, especially in the field of 
exports of manufactures. In current 
United States dollar terms, nominal 
manufactures exports from Thailand 
grew by 39.5 per cent in 1986 and are 
estimated to have increased by about
42.5 per cent in 1987, the highest

c  See Ammar Siamwalla and 
others, “Agricultural pricing policies 
in Thailand” (Bangkok, Thailand De-
velopment Research Institute, 1987).

manufactures export growth rate 
among a ll the economies of the ESCAP 
region.d Exports are expected to 
continue to grow by more than 20 
per cent in 1988.

In both 1986 and 1987, manu-
factured exports have been the main 
source of growth in the Thai economy, 
the traditional agricultural sector re-
maining depressed owing to low com-
modity prices combined with a bad 
drought for two years in a row. In 
current prices, the contribution of 
manufacturing to GDP has overtaken 
that of the whole agricultural sector 
since 1984, their shares being 20.6 and 
16.7 per cent respectively in 1986.

In agriculture, which continues to 
play a significant role in the economy’s 
growth, efforts have also been made, 
with a considerable measure of success, 
to diversify the traditional crop pat-
terns and to encourage horticultural, 
fisheries and livestock production. 
However, the infrastructure invest-
ment, technological and skill impro-
vements needed to effectively pursue 
the course of industrial and agricul-
tural diversification cannot be easily 
undertaken in the absence of large 
capital inflows such as those that 
were available to the Republic of 
Korea during its comparable period of 
development. An improvement in the 
external economic environment relat-
ing to both trade and capital inflows, 
which the Republic of Korea had the 
good fortune to benefit from, would 
greatly shorten the time needed for 
structural transformation of Thailand 
into a newly industrializing economy.

of agricultural surplus was made 
less painful.9 Most food deficit 
countries adopted and expanded

9 
As Per Pinstrup-Andersen and 

Peter Hazell argue, “Since the green 
revolution generates an economic surplus 
by more efficient use of resources and 
reduced unit costs, consumer gains need 
not imply producer losses. Both may 
gain” . See the “Impact of the green 
revolution and prospects for the future” , 
Food Review Internatonal, vol. 1, No. 1 
(1985), pp. 1-25.

as quickly as possible the cul-
tivation of high-yielding varieties 
of rice and wheat. The new in-
put requirements of water and 
fertilizer were made available 
through government efforts, often 
at subsidized prices. The spread 
of these high-yielding varieties 
raised the yield rates per land acre 
and helped boost total production 
throughout the region.

Thus the agriculture sector has 
been called upon to perform two

basic developmental roles in the 
developing ESCAP region. First, 
to provide a degree of food security 
for its growing population which 
would enable it to pursue its de-
velopmental goals without the 
disruptive effects of inflation, fre-
quent balance-of-payments diffi-
culties and the social and eco-
nomic tensions that food short-
ages bring in their wake. The 
second important role of agricul-
ture has been to generate sufficient
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surplus resources, especially foreign 
exchange, to  enable the economy 
to diversify itself. There are, of 
course, other roles which the agri-
culture sector plays in a develop-
ing economy, such as the supplier 
o f  inputs and wage goods to  the 
industrial sector and as a market 
for industrial goods. The inter-
sectoral linkages and interdepend-
ence o f these are discussed in sec-
tion D. The green revolution has 
greatly strengthened these impor-
tan t direct and catalytic roles o f the 
agriculture sector in the develop-
ment of the economies of the 
developing ESCAP region.

2. Special conditions o f 
Asian agriculture

The progress o f the green re -
volution in Asia was, however, 
a challenging task owing to a 
number o f peculiarities o f Asian 
agriculture. First, the Asian region 
is subject to  the monsoon rainfall 
pattern that imparts a distinct sea-
sonality to  agriculture and de-
pendence on rainfall which is 
heavily concentrated at high levels 
for four to  five m onths per year. 
Second, the population density in 
rural Asia is three times or more 
that o f other developing reigons. 
Farm land is intensively culti-
vated and farm size tends to  be 
extremely small. Undeveloped land 
w ith agricultural potential is scarce 
in Asia and, for most countries, 
there is no new frontier left. 
Third, in some countries (such as 
India, Pakistan and the Philippines) 
the concentration of holdings and 
inadequate progress in land re -
forms, limited the spread o f green 
revolution technology to  large 
farmers.

In view o f these structural 
characteristics o f Asian agriculture 
and notwithstanding concerted ef-
forts to  reduce its dependence on 
adequate monsoon rainfall through 
irrigation and better crop varieties, 
until the late 1970s the food

security situation in the develop-
ing ESCAP region remained fragile 
and seriously vulnerable to  the 
fluctuations in the world market. 
The situation was dramatically 
highlighted by the fourfold in, 
creases in grain prices between 
1972 and 1974 as a result o f crop 
failures in China and the Union 
o f Soviet Socialist Republics and 
shortfalls associated w ith drought 
and pest attacks in South and 
South-East Asia.

The food situation in South- 
East Asia improved only marginally 
between 1965 and 1975; that in 
South Asia, including India, de-
teriorated sharply. Net cereal im-
ports in South Asia rose from 2.7 
million tons in 1972 to  11.5 mil-
lion tons in 1975 as shortfalls 
worsened in Bangladesh, India, 
Pakistan and Sri Lanka. China’s 
net im ports o f  cereals more than 
doubled in 1973 from 1972 levels, 
and rose to  over 6 million tons in 
1974. In the Association o f South- 
East Asian Nations (ASEAN) re-
gion, despite a small surplus in
1971 by 1973 there was a huge 
shortfall o f 2.8 million tons which 
forced Indonesia to  resort to large- 
scale im portation o f grain.

3. Changes in policy 
objectives and stances

The heightened concern about 
food security in the region has led 
to  a more intensive reappraisal of 
policies towards agriculture and 
a more vigorous pursuit o f con-
summating the green revolution 
in Asian agriculture. To accelerate 
the pace o f agricultural develop-
m ent, increased reliance was placed 
on agricultural price policy. How-
ever, the pricing policies in the 
agricultural sector pursued by Go-
vernments have tried to  strike a 
delicate balance among multiple 
objectives. This has been an exer-
cise in political economy in most 
countries and has not always served 
the basic interest o f making agricul-

ture more productive as a founda-
tion for sound and sustained eco-
nomic development. Besides low 
output prices, export and other 
taxes and exchanges rate disincen-
tives, the fiscal and financial poli-
cies pursued by most Governments 
have tended to  discriminate in 
favour o f the industrial sectors. 
The adverse effects o f these meas-
ures on agriculture have been cal-
culated in many studies in terms of 
the differential rates o f nominal 
and/or effective rates o f protection 
to  agriculture vis-à-vis the indus-
trial sector. Most o f these studies 
find that the rates of ' protection 
to agriculture were pronouncedly 
negative in the 1950s and 1960s 
and, despite recent progress in 
policy reforms, they continue to 
be negative in many cases.10

In many respects, policies have 
been reformed and liberalized in 
more recent years to varying d e-
grees in different countries in the 
region. The recent successes in 
agricultural development in the 
region, are at least partly owing 
to the policy reforms that have 
been carried out. Real agricultural 
GDP has grown during 1975- 
1985 at compound rates exceed-
ing 3 per cent per annum in the 
major agricultural countries in the 
region such as Bangladesh, Burma, 
China, India, Indonesia, Malaysia, 
Pakistan, the Philippines, Sri Lanka 
and Thailand. In some cases the 
growth rates have exceeded 5 per 
cent.

The success in agricultural pro-
duction in Asia is reflected in 
achievement o f rice self-sufficiency
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10 See World Bank, World Develop-
m ent Report 1986 (New York, Oxford 
University Press, 1986); Ammar Siam- 
walla and others, Agricultural Pricing 
Policies in Thailand (Bangkok Thailand 
Development Research Institute, May 
1987); Cristina C. David, “Economic 
policies and Philippine agriculture”, 
working paper 83-02 (mimeographed) 
(Philippine Institute for Development 
Studies, 1983). Also see chapter V 
below.



in Indonesia, which was trans-
formed from being the largest rice 
importer in the world in the 1970s 
and early 1980s to having a small 
surplus in the mid-1980s. India’s 
achievement of self-sufficiency in 
cereals would have been thought 
nearly impossible only a decade 
ago. Given the poor external con-
ditions and weak initial conditions 
for growth for Asian countries like 
Bangladesh, China, India, Indonesia, 
Pakistan and Sri Lanka, their suc-
cess must be at least partially at-
tributed to policy initiatives by 
Governments that helped overcome 
various constraints. In particular, 
there is strong evidence that in-
centives for agriculture were im-
proved in most of these countries. 
This is seen in the improvement 
since the late 1970s in agricultural 
terms of trade in countries like 
India, Indonesia and Pakistan. At 
the farm level, there was improve-
ment in paddy prices relative to 
fertilizer prices in many Asian 
countries despite the rising costs 
of chemical fertilizer as a result 
o f the oil shocks.

Some recent studies point out 
that there is a tendency in the 
region for the negative protection 
to agriculture to be reversed and 
that there is even a rise in positive 
protection.11 In contrast to the 
experience of the developing coun-
tries, where agriculture is often 
taxed rather than protected, the 
experience of developed countries 
shows that agriculture tends to be 
positively protected as the econo-
my advances, the importance of 
agriculture in the economy shrinks 
and its continued sustenance b e-
comes dependent on increased sub-
sidies. However, the average levels

1 1  See for example, Rodney Tyers 
and Kym Anderson, “The price, trade
and welfare effects of agricultural pro-
tection” in Kym Anderson and Yujiro 
Hayami, eds., The Political Economy 
o f  Agricultural Protection (Sydney, 
Allen & Unwin, 1986), pp. 50-62.

of nominal protection for impor-
tant traded commodities (grains, 
livestock and sugar) between 1965- 
1974 and 1975-1983, have fallen 
more in Asian developing countries, 
with few exceptions, compared 
with the levels in some major 
African, Middle Eastern and Latin 
American countries.12

4. The unfinished tasks and 
emerging challenges in 

agricultural development

(a) Food security

The preceding discussion on 
the evolution of agricultural strate-
gies and policies and their impact 
on agricultural development in 
Asia should not give an exaggerated 
view of the region’s accomplish-
ments. The green revolution has 
not yet run its full course in most 
of the region and large sections of 
the farming population continue 
to use sub-optimum levels of 
modern inputs owing to lack of 
complementary irrigation, infra-
structure, marketing or credit faci-
lities. The region is still a net im-
porter of cereal food (table II.7). 
Per capita production and food 
availability have fluctuated consi-
derably during the period 1975- 
1985 although the overall trend 
has been perhaps slightly upward. 
However, imports of cereal food 
still exceed exports. The rate of 
growth in food production still 
lags behind population growth rates 
in many countries, such as 
Afghanistan, Bangladesh, Nepal and 
other low-income economies.

The major agricultural econo-
mies of China, India, Indonesia, 
Pakistan and the Philippines which

12 Don B. Gunasekera and Rodney 
Tyers, “Distortions in international food 
trade and their impact on the ESCAP 
region” (mimeographed) (Canberra, Na-
tional Centre for Development Studies, 
Australian National University, Septem-
ber 1987), p. 47.

have achieved a measure of suc-
cess, food self-sufficiency remains 
quite precariously balanced from 
year to year. This has underscored 
the need for food storage capacities 
in these countries to be able to 
smooth out supplies between good 
and bad agricultural years –  even 
though it is sometimes considered 
a costly investment.

A complicating factor has been 
the increase in the degree of vari-
ability in year-to-year production 
and prices of food grain following 
the green revolution.13 The yields 
of crops grown with new tech-
nologies may be more sensitive to 
year-to-year variations in input use 
owing to changes in their availabi-
lity or prices. The degree o f price 
instability can be quite high in 
countries where only a high por-
tion of total output is consumed 
on the farm and markets are rela-
tively thin. In India, for example, 
where only a third of total output 
is marketed farm price variability 
for wheat and rice has more than 
doubled since the mid-1960s.14 
This has increased the importance 
of keeping considerable margins 
in achieving the self-sufficiency goal 
pursued by many countries and the 
necessity for large food reserves. 
However, there exists considerable 
scope for pooling food reserves at 
the regional and subregional levels.

The dramatic improvement in 
world food supplies in the 1980s 
from the bleak and precarious sit-
uation in the 1970s in which the

13 See S. Mehra, “Instability in 
Indian agriculture '  in the context of 
the new technology”, Research Report 
25 (Washington D.C., International Food 
Policy Research Institute, 1981); and 
R. Barker, E.C. Gabler and D. Winkel- 
man, “Long-term consequences of tech-
nological change on crop yield stability” 
in A. Valdés, ed., Food Security for 
Developing Countries (Boulder, Colo-
rado, Westview Press).

14 See Per Pinstrup-Andersen and 
Peter Hazell, Food Review International, 
vol. 1, No. 1 (1985).
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Table II.7. Developing ESCAP region cereal supplies, 1975-1985

Production
Export Im port

Supplya
Production 
per capita 

(kg)(Millions o f  tons)

1975 509 6.7 29.8 532 240
1976 512 8.0 27.8 532 237
1977 522 8.3 29.2 543 236
1978 566 8.2 33.6 591 251
1979 569 9.9 38.3 597 248
1980 581 10.1 40.4 611 249
1981 606 10.4 41.7 637 255
1982 623 11.5 43.7 655 257
1983 695 10.5 46.1 731 282
1984 716 15.4 42.2 743 285
1985 700 17.4 34.0 717 274

Sources: FAO computer printout dated 1 June 1987, FAO Trade Yearbook, various issues; and ESCAP, H andbook on Agri-
cultural Statistics fo r Asia and the Pacific (Bangkok, 1985) (ST/ESCAP/459).

a Supply = production –  export + import.

developing countries o f Asia have 
played an important part has to 
some extent taken away the a t -
tention of public policy from the 
still serious problems of the food 
availabilities and nutritional ade-
quacy for millions o f poor in Asia. 
Their situation, though not as grave 
as in famine-ravaged Africa, still 
does not brook complacency. In 
periods o f recession and adjustment, 
the vulnerability o f the poorer sec-
tions o f the population increases, 
despite an abundance o f food sup-
plies and falling prices. As P ro-
fessor A.K. Sen has aptly pointed 
out: “Starvation is the charac-
teristic of some people not having 
enough food to eat. It is not the 
characteristic o f there not being 
enough food to eat. While the 
latter can be the cause o f the 
former, it is but one of the many 
plausible causes” .15 A brief survey 
o f  empirical evidence on the nega-
tive impact o f the current reces-

15 A.K. Sen, Poverty and Famines: 
An Essay on Entitlem ent and Depriva-
tion (Oxford, Clarendon Press, 1981), 
p. 1.

sion in primary commodities on 
employment and incomes is p re -
sented in chapter IV.

(b) Trade possibilities

As per capita incomes rise, 
the demand for food consumption 
shifts away from cereals to animal- 
based diets, such as meat, poultry 
and milk. At present, the diets 
in most Asian countries are pre-
dominantly cereal-based –  with 
over two thirds o f otal calorie- 
intake being derived from cereals 
(see figure II .5). Although the 
region has achieved a degree of 
self-sufficiency in basic cereals for 
satisfying these inadequate calo-
rie intake levels, the progress is 
still limited. The region is more 
than self-sufficient in rice, but 
imports significant proportions of 
wheat and coarse grains.

With rising per capita incomes, 
the demand for livestock and poul-
try  products will rise. However, the 
demand for cereals will rise even 
faster, as they will be used for 
feeding bo th  humans as well as 
animals, who are poor converters

o f protein. The calorie-equivalent 
grain-meat conversion ratios vary 
from 2:1 for poultry to 7:1 for 
grain-fed beef. Thus both  the need 
for higher calorie-intake and the 
shift in demand for animal-based 
diets in the developing ESCAP 
region is likely to increase demand 
for cereals at a much higher rate, 
even if demographic factors are 
kept in check.16

To meet these emerging chal-
lenges, the developing Asian and 
Pacific economies will have to con-
tinue their efforts to accelerate 
agricultural development. While 
the strategic goal of food self-suf-
ficiency will probably continue to

16 For detailed implications of this 
shift and the emerging food-feed com-
petition in developing countries, see 
Rajiv Chaudry and C. Peter Tanmer, 
‘T he impact of changing affluence on 
diet and dietary patterns for agricultural 
commodities”, World Bank Staff Work-
ing Paper 785; and Pan A. Yotopoulos, 
“Middle-income classes and food crises: 
the new food-feed competition, Eco-
nomic Development and Cultural 
Change, vol. 33, No. 35 (April 1985), 
pp. 463-484.
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Figure II.5. Food consumption, average per capita per day in selected de-
veloping economies of the ESCAP region, 1981-1983

be pursued by most countries of 
the region, there will be increasing 
scope for international trade in a 
number of agricultural commodi-
ties both among the developing 
countries of the region and in the 
rest of the world. For this to be 
achieved, however, adequate in -
vestments will have to be under-
taken in the agriculture sector to 
enable it to respond flexibly to 
changes in the external environ-
ment and domestic consumption 
patterns.

The improved performance 
of the agricultural sector in the 
ESCAP region in recent years 
has been reflected in a generally 
rising trend in exports and in 
import substitution of major food 
products except sugar. Thus the 
exports of coarse grains in the 
developing ESCAP region more

than doubled during 1981-1985, 
while that of rice increased by 17 
per cent, of beef and veal by 34 
per cent, and of all other meats 
by 23 per cent during the period. 
Sugar exports fell marginally during 
the period, but the developing 
region’s dependence on outside 
supplies increased 3.5 times. This 
was mainly due to the large im-
ports by China and some shortfalls 
in India, Indonesia and Pakistan –  
which are likely to be consider-
ably reduced. The main exporters 
of sugar in the region, Fiji, the 
Philippines and Thailand, however, 
face considerable competition from 
subsidized sugar exports from de-
veloped countries. There was a 
large increase in the net exports 
of rice from the region, largely 
owing to a reduction in imports 
by about 40 per cent by other

importing countries of the region.
The attainment of self-suf-

ficiency in basic food supplies 
has aiso enabled many countries 
in the region to diversify their 
agriculture with a view to de-
veloping new exports or substi-
tuting current food imports. This 
has led to considerable increases 
in the volume of intraregional 
trade in several commodities, such 
as that in edible oil between South- 
East and South Asian countries, 
and of sugar between China on the 
one hand and, the Philippines and 
Thailand, on the other. However, 
many importing countries are striv-
ing to achieve self-sufficiency in 
these and other products, which 
either reduces the possibility of 
mutual trade or contributes to 
increased supplies in the world 
market and further depresses com-
modity prices. The situation calls 
for greater efforts for promoting 
regional understanding in produc-
tion and trade planning, which 
would give due consideration to 
comparative advantage before em-
barking on massive investments 
for the production and export of 
new commodities.

A considerable upsurge in the 
demand for meat, dairy products 
and coarse feed-grains is likely to 
take place in the region in the 
medium term, mostly in relative-
ly high-income developing econo-
mies although a rising trends is 
likely in other countries also, with 
continued growth in per capita 
income levels. This will lead to 
large increases in imports by coun-
tries with limited land or other re-
source constraints. At the same 
time, it can provide opportunities 
to countries having such resources 
to develop exports of livestock 
and dairy products. This suggests 
a possibility of regional co-opera-
tion among countries of the region 
with differing resource endow-
ments, although surpluses of the 
developed countries generated with 
heavy subsidies at low market
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prices are likely to be the main 
obstacle to such a possibility.

D. INTERDEPENDENCE 
BETWEEN THE PRIMARY AND  

OTHER SECTORS OF 
THE ECONOMY

1. Overall linkage effects

A salient feature o f the tech-
nological changes which have been 
associated with the green revolu-
tion in agriculture and the growth 
o f a domestic industrial sector is 
the increase in economic inter-
dependence or linkages between 
the primary and the modern sector. 
This has considerably reduced the 
“ enclave” nature o f the primary 
export sector which characterized 
it during the colonial period.

A number o f empirical studies 
on Asian agriculture have shown 
that there exist substantial indirect 
effects between agriculture and 
the rest o f the economy. Thus 
an empirical study in India17 found 
that a 1 per cent addition to the 
growth rate o f the agricultural 
sector resulted in a 0.5 per cent 
growth rate o f industrial output 
and a 0.7 per cent growth rate of 
national income, which implied an 
indirect effect on the economy of 
about 0.3 per cent increase in the 
overall growth rate. Studies in 
Malaysia18 and the Philippines,19 
though somewhat limited in scope,

17 C. Rangarajan, “Agricultural growth 
and industrial performance in India, 
Research Report 33 (Washington, D.C., 
International Food Policy Research 
Institute, 1982).

18 Clive Bell, Peter Hazell and Roger 
Slade, Project Evaluation in Regional 
Perspective (Baltimore, Maryland, Johns 
Hopkins Press, 1982).

19 Arthur Gibb, Jr., Agricultural 
Modernization, Non-Farm Em ploym ent 
and Low-Level Urbanization: A  case
Study o f  a Central Luzon Sub-region 
(Ann Arbor, University of Michigan, 
1974).

found similar indirect effects. The 
Malaysian study o f  technological 
change in rice showed that for 
each dollar o f  income created 
directly in agriculture by the pro -
ject, an additional 80 cents of 
value added was created in the 
local non-farm economy, while the 
Philippines study, for example, 
found that each 1 per cent increase 
in agricultural income generated 1 
to  2 per cent increase in em ploy-
ment in most sectors o f the local 
non-farm economy.

The direction o f the multiplier 
effects o f changes in rural income 
transmitted to  the economy de-
pend on the nature o f backward 
and forward linkages that charac-
terize a given economy. In the 
Malaysian study, about two thirds 
o f the 80 per cent income mul-
tiplier was due to increased rural 
household demand for consumer' 
goods and services and only one 
third agriculture’s increased de-
mand for inputs and processing, 
transport and marketing services. 
In the past, there has been a tend-
ency to  ignore these consumption 
linkages; however they are becom-
ing increasingly im portant as rural 
incomes rise significantly above 
the subsistence level. The existence 
o f strong consumer expenditure 
linkages between households and 
the non-farm economy also creates 
additional benefits to the rural 
economy if there exist non-farm 
activities in the rural areas and 
rural employment if, as often is 
the case, the goods and services 
demanded are produced by small 
labour-intensive enterprise.

2. Processing o f primary 
commodities

A major instrument o f streng-
thening the linkages between the 
primary and industrial sectors o f a 
developing economy is through the 
prom otion o f industries for down-
stream processing o f primary com-
modities. Besides the considera-

tion o f  linkages, however, other 
arguments in favour o f  increased 
domestic processing o f primary 
commodities also exist. Among 
these are the increase in value 
added, the reduction or cushion-
ing o f export earnings fluctuations 
(more valid for agricultural com-
modities), access to more distant 
export markets (through canning 
or packaging) and the appropria-
tion o f  economic rents (mainly 
for natural resources such as 
minerals).

In general, the arguments about 
processing rest on an appropriate 
delineation o f economic benefits 
(and costs) at each technological 
stage o f  production. This, in gen-
eral, is no t possible due to the in-
herent arbitrariness in the defini-
tion o f  various stages o f production 
and determination o f their benefits 
and costs. The profitability o f  pro -
cessing activities can be affected 
by a number o f  factors, including 
availability o f  financial and human 
resources, as well as the access to 
export markets.

Simple processing o f primary 
commodities has formed the basis 
of industrialization o f  most de-
veloping economies in the ESCAP 
region. Around half the value 
added in the manufacturing sector 
in the medium-sized primary-pro-
ducing countries o f  the region 
(Indonesia, Malaysia, Pakistan and 
the Philippines) is contributed by 
the domestic processing o f  prim a-
ry commodities. In the least d e -
veloped economies, the proportion 
is much higher. In Bangladesh, for 
instance, the value added o f food 
products, tobacco and textiles, to -
gether formed about 70 per cent 
of total value added in m anufac-
turing in 1981. In the larger 
and more industrialized econo-
mies, such as China, India and the 
Republic o f  Korea, the proportions 
of primary processing industries’ 
value added was less than a third. 
In the case of the Republic of 
Korea, however, a high proportion
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of processed primary products were 
imported.

The growth of primary proces-
sing industries has often led to sub-
stantial reduction in the export sup-
ply of the commodities in their pri-
mary form (see table II.5). While 
having several beneficial effects , 
including the reduction of the glut 
in primary commodities and aiding 
the industrialization of the region, 
it has also given rise to some prob-
lems. First, reduction in raw mate-
rial supplies has encouraged p ro -
cessing industries traditionally lo -
cated in the developed countries 
to shift to substitutes competing 
with the natural products. This 
has initially led to shifts in “ sourc-
ing” to other countries, rather than 
outright substitution –  but the 
long-term effects have generally 
been towards such technical sub-
stitution. Second, domestic pro-
cessing industries have not always 
been able to maintain the p ro -
duct quality standard and speci-
fication to suit the taste of the 
developed country consumers who 
have shifted to substitutions. This 
points out the need for better 
market research in consuming coun-
tries and the possibility of estab-
lishing dowstream processing or 
designing facilities in consuming 
countries with a view to monitor-
ing changes in tastes and adapting 
production. Third, escalating tariff 
and non-tariff barriers to trade in 
processed and semi-processed pro-
ducts (see chapter V) have further 
encouraged the above processes of 
substitution in both production and 
consumption in the developed 
countries. Finally, both final con-
sumption and intermediate demand 
for these products being mainly 
located in the developed coun-
tries, there has been little intrare-
gional trading in these commodi-
ties except largely as entrepot trade 
from Hong Kong and Singapore. 
Producing countries in the region 
have, as a result, found themselves 
competing against each other in

developed country markets which 
have tended to shrink over time.

It is difficult to satisfactorily 
discuss in the present Survey the 
problems facing the developing 
countries of the region that wish 
to increase the total value added, 
as well as total foreign exchange 
earnings, derived from their pri-
mary commodities, through in-
creased processing. A recent study 
undertaken by the United Nations 
Conference on Trade and Develop-
ment (UNCTAD) secretariat, which 
included four developing countries 
of the region and four primary 
commodity processing activities: 
India (bauxite and phosphates), 
Indonesia (bauxite and tropical 
timber), Malaysia (palm type oils 
and tropical timber) and the 
Republic of Korea (bauxite and 
tropical timber), has identified 
a num ber o f  important barriers fac-
ing their development.20

Among the important domestic 
factors identified in the study was 
the importance of a continuous 
flow of both the basic and secon-
dary raw materials, especially ener-
gy supplies. Some countries, such 
as Indonesia in the case of timber, 
have ensured this through a vertical 
integration of raw materials and 
processing industries. A second 
domestic policy element has been 
government support services, such 
as preferential export policy, de-
velopment of necessary infrastruc-
ture, support for training, quality 
control and research and develop-
ment activities. For example, the 
Malaysian Government has pro -
vided the palm oil processing in-
dustry research, training and mar-
keting support without resorting to 
government ownership or control 
of marketing. A supportive policy 
environment is considered more 
essential than direct subsidies.

The transnational corporations

20 ‘The local processing in develop-
ing countries of primary commodities” 
(UNCTAD/ST/CD/2) (August 1986).

according to the UNCTAD study, 
have played a somewhat ambiguous 
role in the development of pro-
cessing activities. When a coun-
try offers an attractive local market 
(e.g., bauxite in India), it becomes 
an interesting investment proposi-
tion for the transnational corpora-
tions, but if the project would 
produce for export in competition 
with existing products of other 
locations, the status, size and the 
dynamics of the world market 
are more relevant considerations. 
Their dominance of final product 
markets –  through superior market-
ing, advertising and product dif-
ferentiating techniques –  are often 
a formidable barrier to the entry 
of local processing firms.

The development of technol-
ogy and technological research is 
also a major problem in processing 
primary commodities. Although 
the capacity for indigenous re-
search is expanding, especially in 
larger countries such as China 
and India, technology research 
and development is expensive and 
most technologies continue to be 
bought or licensed from large firms, 
through ownership arrangements, 
tied sales and management con-
tracts. Here negotiating expertise –  
both technical and legal –  is an 
essential element for success.

E. PROBLEMS AND 
PROSPECTS OF 

MINERAL DEVELOPMENT

As pointed out in section
B, the contribution of non-fuel 
minerals to total value added 
in GDP is small in most develop-
ing countries of the ESCAP re-
gion. This is partly a reflection 
of the relatively poor endowment 
of natural resources of the region, 
of the inadequate investment in 
prospecting and evaluating the 
potential for these resources and 
of the lack of even primary pro-
cessing of most minerals. The re-
cent recession in the world econo-
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my, reinforced by widespread tech-
nological changes affecting the use 
o f metals (discussed in chapter I), 
have resulted in further downward 
pressure on mineral prices and on 
the incentives for exploration of 
new deposits and o f domestic pro-
cessing o f  minerals.

In terms of exports, although 
in most developing countries of 
the region minerals do not con-
tribute very significantly to  total 
exports, they do provide a sub-
stantial source o f foreign exchange 
in many countries. The exports of 
some of the major minerals form 
a high proportion o f exports in 
individual countries, as shown 
below:

Mineral Country

Iron ore India
Copper Papua New

Philippines
Tin Malaysia

Thailand

The developing ESCAP region 
has a significant share in world 
trade o f a number o f non-fuel 
minerals, such as nickel, chromite, 
cobalt, tin, tungsten and copper. 
Despite the current depressed state 
o f commodity markets in metals 
and minerals, developing countries, 
including those o f the ESCAP re-
gion, have continued to  expand 
the production and exports of 
minerals in order to augment their 
foreign exchange reserves. For 
example, the production of iron 
ore expanded in spite o f the de-
pressed demand for iron and steel 
in the world in the 1980s. There 
was substantial growth in the iron 
ore production in Australia, China 
and India between 1981 and 1984. 
A recovery in world steel output 
and the emergence of new markets 
for iron ore resulted in a substantial 
increase in iron ore production and 
sales from Australia; in 1984 its 
exports increased to more than the 
levels o f the mid-1970s. China

gained steadily from 107 million 
tons in 1982 to almost 122 million 
tons in 1984. Iron ore production 
in India fluctuated between 1981 
and 1984, declining by some 9 
per cent in 1983 over a total output 
o f 38.6 million tons in the previous 
years, while in 1984 production 
rose to about 41.5 million tons. 
The total deposits o f iron ore in 
India are estimated at some 13.5 
billion tons.

The production o f bauxite in 
the region continued to increase 
from 32.5 million tons/year in 
1981 to about 42 million tons 
in 1984. Australia remains the 
world’s leading producer o f bauxite: 
its economic bauxite resources

21 ESCAP, The Triennial Review o f  
Mineral Development Activities in the 
ESCAP Region, 1982-1984, Mineral 
Resources Development Series No. 55 
(United Nations publication, Sales No.
E.87.II.F.5). p. 28.

declined substantially by 26 per 
cent to 225,216 tons in 1984 
compared with 305,262 tons in
1981. Mine production o f  copper 
increased in Australia, China, India, 
Indonesia, Malaysia and Papua New 
Guinea (see box II.5).

The region’s tin production 
declined continuously during the

Box II.5. Mineral
The 16 developing Pacific island 

economies in the ESCAP region oc-
cupy a land surface area of less than 
0.53 million square kilometres but 
their exclusive economic zones extend 
over 22 million square kilometres of 
the middle Pacific Ocean. Much of 
the rich fishery resources, however, 
remain to be fully exploited by these 
islands because of their limited capa-
bility to invest in the infrastructure, 
such as fishing fleets and canning 
factories, needed for large-scale har-
vesting, processing and marketing of 
these resources.a

The few other known natural re-
sources o f great commercial potential 
which have been discovered and/or 
are under exploitation are concen-
trated largely in a few islands. Nauru 
is rich in phosphate and this resource 
is expected to  last until the end of 
this century. The income from phos-
phate exports has made this island 
one o f the world’s richest countries 
in terms of per capita income, in 
spite of its having the highest popula-
tion density within the Pacific island 
subregion.

Phosphate exports used to ac-
count for about four fifths o f the mer-
chandise export earnings of Kiribati 
in the 1970s. The exhaustion and 
consequent cessation of mining on 
Banaba (also known as Ocean) Island 
after 1979 eliminated minerals as a

a See, Survey, 1985, pp. 53-54 
and pp. 58-59; Survey, 1986, p. 60; 
and D.M. King, “Global tuna markets: 
a Pacific island perspective” in D.J. 
Doulman, ed., Tuna Issues and Per-
spectives in the Pacific Island Region 
(Honolulu, East-West Center, 1987), 
pp. 279-296.

b Nauru is not an aid recipient, 
but provides small amounts of assis-
tance to others in the subregion 
(Survey, 1985, fn. 1, p. 53).
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Percentage o f  
country’s exports

4.0
Guinea 29.0

9.0
8.0
8.0

total 4.3 billion tons.21 It ac -
counts for 20 per cent o f the 
world’s bauxite reserves and 35 
per cent o f world production. 
Developing Asia’s bauxite reserves 
are estimated at over 1.6 billion 
tons, or about 7 per cent o f the 
world’s reserves and production 
o f 5.6 million tons or about 5.5 
per cent o f  world total. China, 
India, Indonesia, Malaysia and 
Pakistan are among the major 
producers of bauxite in the region.

The principal producers o f 
copper in the region registered 
gains in copper output in the 
1980s, with the exception o f the 
Philippines. The ou tput in the 
Philippines, although continuing to 
lead the region in mine production,



period, owing to the weakness of 
international demand and the 
consequent collapse of the Inter-
national Tin Agreement in 1985. 
That agreement had been consider-
ed the epitome of a co-operative 
agreement between producers and 
consumers; its collapse highlighted 
the difficulties of the mineral

resources in the Pacific
major source of exchange earnings; it 
also caused GDP in real terms to fall 
by almost 40 per cent in 1980.c The 
adverse impact of such a drastic eco-
nomic loss on government revenue 
has been cushioned by interest in-
come from the Revenue Equalization 
Reserve Fund, which had been set up 
from the accumlated proceeds of the 
phosphate tax, which were then in-
vested in bonds denominated in sev-
eral major international currencies. 
The current value of the Fund’s hold-
ings was over $A 178 million as of 
September 1987, compared with the 
initial balance of $A 0.56 million in 
1956.d

In absolute terms, Papua New 
Guinea is perhaps the most richly 
endowed Pacific island, in terms of 
both potential and current exploita-
tion. Deposits of hydrocarbons, par-
ticularly gas, of commercial poten-
tial have been discovered. The large- 
scale, capital-intensive mining and ex-
port of gold and copper, in particular, 
have transformed the country from 
an agriculture-based to a minerals- 
based primary exporting country. The 
first copper/gold mine at Bougain-
ville was commissioned at an estimated 
investment of $A 400 million in 1972 
and reached full production capacity 
a year later. Exports of copper con-
centrates (plus the gold and silver con-
tained therein) contributed about one 
half of total export receipts during 
1973-1980.

The second large-scale, capital in-

c United Nations, Special Eco-
nomic, Humanitarian and Disaster 
Relief Assistance –  Assistance to Kiri-
bati (E/1985/67), pp. 10 and 12.

d National Planning Office, Ki-
ribati Sixth National Development 
Plan, 1987 to 1991 (Tarawa, Ministry 
of Finance, 8 December 1986), statis-
tical appendix table 5.

producers of the region and the 
constant need for monitoring 
demand and supply changes. De-
mand fell largely owing to tech-
nological changes, such as gal-
vanoplasty, can molding and pro-
cessing techniques, pressing and 
welding techniques, as well as the 
emergence of cheaper alternative

tensive gold/copper mine, developed at 
Ok Tedi at an estimated cost of over 
one billion United States dollars, 
started yielding significant gold exports 
in 1985; copper exports are expected 
to rise considerably during 1987 with 
the commissioning of the first stage 
of processing facilities in late 1986. 
Gold exports, which had been almost 
stagnant at around 19 tons annually 
during 1982-1984, went up by almost 
two thirds (to 32.1 tons) in 1985, and 
a further 14 per cent (to 36.5 tons) in
1986. Exports of gold and copper 
(plus a small amount of contained-in 
silver), at about 526 million kina, con-
sequently accounted for 56 per cent of 
the annual domestic merchandise earn-
ings during 1985-1986; agricultural 
commodities, by comparison, pro-
vided around 35 per cent of domestic 
export value during the same period.

The development of mineral re-
sources has helped propel the eco-
nomic growth of Papua New Guinea 
but has also rendered the growth pro-
cess more vulnerable to exogenous 
economic shocks, especially changes in 
mineral commodity prices. However, 
the adverse domestic impact of such 
cyclical instability, particularly on the 
flow of public expenditure, has been 
offset to some extent principally 
through the operations of the Mineral 
Resources Stabilization Fund.e The 
Fund distributes annually to consoli-

e For a detailed analysis of this 
innovative counter-cyclical institution, 
see N.V. Lam, “Government responses 
to export instability in Papua New 
Guinea” , Malayan Economic Review, 
vol. 26, No. 2 (October 1981), pp. 
29-32; and James Guest, “Problem's 
in managing the Mineral Resources 
Stabilization Fund”, Bank of Papua 
New Guinea, Quarterly Economic 
Bulletin, vol. XV, No. 2 (June 1987), 
pp. 17-24.

materials such as aluminium and 
TFS (tin-free steel). The level of 
demand in the United States, the 
largest consumer in the world, fell 
by 30 per cent between 1975 and
1985. At the same time, produc-
tion of countries outside the 
International Tin Council (ITC) 
grew rapidly, while repeated un-

dated fiscal revenue a relatively stable 
flow of resources receivable from 
normal and excess profits taxation, 
dividend withholding taxes on non-
resident shareholders, and the Govern-
ment’s share of dividends from its 
equity holdings in the relevant mining 
enterprises. The important role of 
this innovative counter-cyclical insti-
tution is clearly evidenced from the 
uneven flow of Fund receipts which 
reached, for example, 109 million 
kina in 1980 and averaged 25 million 
kina in 1982-1983.

Mining for precious metals, gold 
and silver in particular, constitutes 
only a minor production and export 
activity in Fiji, with an estimated share 
of less than 1 per cent in GDP.g In 
value terms, mineral exports are domi-
nated by gold, and to a much less ex-
tent, silver. Fiji’s gold exports had 
been rising rapidly, from 0.95 ton in 
1981 to about 2.9 tons in 1986, re-
flecting the exploitation of new re-
serves, the granting of special mining 
leases to a joint venture in 1983, and 
the influence of rising gold prices. 
Consequently, earnings from this com-
modity went up from an annual 
average of $F 13.7 million, or 7 per 
cent of domestic export value during-
1981-1982, to reach $F 38.6 million, 
or 16 per cent, in 1986.

f
The Mineral Resources Stabi-

lization Fund Act was also amended 
in November 1986 to cover designated 
petroleum enterprises, besides hard- 
rock mining companies. Fund receipts 
so far have come from Bougainville 
Copper Limited as Ok Tedi Mining 
Limited is not yet liable for corporate 
taxes: it began commercial produc-
tion only in 1984 and is still in its capi-
tal recovery stage.

g Central Planning Office, Fiji’s 
Ninth Development Plan 1986-1990 
(Suva, November 1985), p. 79.
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position o f quotas reduced the 
share o f the ITC-controlled mar-
kets from 80 to  53 per cent in 
1984.

Although the present fall in 
commodity prices has affected 
non-fuel minerals much more 
than other primary commodities, 
there seems to be much greater 
opportunity for developing coun-
tries, including those o f the ESCAP 
region, to  develop their mineral 
sector in the medium and long 
term. This arises from the asym-
m etry in the configuration of 
demand and supplies in global 
agricultural and mineral primary 
commodities. While in the agri-
cultural sector, the supply pres-
sures have arisen from both  the 
developed and developing countries
–  and are likely to continue to  do 
so –  in the mineral sector there is

a tendency to contract mining 
output in developed countries pri-
marily because o f the relatively 
high energy and labour costs.22 
At the same time, the demand 
for mineral goods has fallen in 
developed countries owing to  struc-
tural and technological changes, 
while in developing countries 
the substitution effects are not 
yet widespread. Further, the 
dominance o f multinationals in 
mining production has been con-
siderably reduced and barriers to 
entry in the international market 
have been correspondingly lowered.

If and when the prices o f non-
fuel minerals begin to  rise through

22 See John Toye, “The recession, 
the third world and the base metal 
industries” , World Development, vol. 12, 
No. 9 (September 1984).

a conjuncture o f supply reduc-
tions in developed economies and 
stronger dem and in the developing 
economies, it is likely that profita-
bility o f  mineral production and 
investment will rise significantly. 
The developing economies may 
also be able to attract m ulti-
nationals to  invest in mining 
activities, as perceptions o f profita-
bility increase as a result o f  the 
better investment environment in 
such economies. In view o f their 
need for foreign exchange resources 
and the likely impetus vertically- 
integrated mineral industries can 
provide to  industrialization efforts, 
the developing countries of the 
the ESCAP region need to  weigh 
the option o f developing their 
mineral resources more seriously 
than the currently low prices of 
minerals induce them  to  do.
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III. CHANGING PATTERN OF THE ESCAP 
REGION’S TRADE IN PRIMARY COMMODITIES

T he preceding chapter has high-
lighted the varied nature of 

dependence on commodity trade in 
the ESCAP region as measured by 
the share of primary commodities 
exports in total merchandise ex-
ports. Although the aggregate 
figure would suggest that the 
ESCAP region is not so heavily 
dependent on primary commodity 
trade as the other two developing 
regions of Africa and Latin America, 
it hides large differences among 
countries of the region, many of 
which depend on commodity ex-
ports for well over 50 per cent of 
their export earnings. In addition 
many countries, in particular some 
of the lower-income countries, are 
almost completely specialized in 
the exports of only a few, some-
times not more than 2 or 3, prima-
ry commodities. The analysis 
presented in this chapter focuses 
on the changing importance, com-
position, growth performance and 
direction of primary commodity 
trade in the ESCAP region. It assess-
es in detail the changes that have 
taken place in commodity trade for 
individual ESCAP countries over 
the last two decades so as to enable 
a better understanding of the impli-
cations of the changing nature and 
importance of commodity trade to 
the economies of the region.

A. CHANGING IMPORTANCE 
OF PRIMARY COMMODITIES 

IN WORLD AND 
REGIONAL TRADE

The changing importance of 
primary commodity exports in 
total world trade in aggregate

and by commodity groups is a 
good starting point for assessing 
movements in their comparative 
importance for the ESCAP re-
gion. The changing importance 
is also well reflected in the rela-
tive shares for particular com-
modity groups of the ESCAP 
region in world commodity trade. 
Trade shares by major commodity 
groups are shown in table II.8 
for main world regions and for 
the developing ESCAP region. The 
table also shows the share of 
commodity trade in total mer-
chandise trade by regions.

An overview of the trends at 
the aggregate level indicates that 
the developing countries’ share in 
world primary commodity trade 
between 1970 and 1984 declined 
from 34.3 to 31.8 per cent. So-
cialist countries of Europe, whose 
shares have been rather small, also 
experienced a decline. Thus the 
gain in shares accrued to developed 
market economies, which increased 
their share to 63 per cent of non-
oil commodity exports in 1984. 
In terms of total merchandise trade, 
the importance of primary com-
modity exports fell for both devel-
oped market economies and devel-
oping countries. However, for de-
veloping countries, primary com-
modity exports as a percentage of 
total merchandise exports fell much 
more sharply, from 50.3 per cent 
in 1970 to 22.1 per cent in 1984, 
while the corresponding fall in de-
veloped market economies was 
from 21.8 to 17.0 per cent.

The decline in the importance 
of primary commodities in the mer-
chandise trade o f developing coun-

tries partly reflects the rapid in-
crease in other categories of ex-
ports, particularly manufactures 
and petroleum exports, but partly 
it is also a reflection of deteriorat-
ing terms of trade for primary com-
modities. However, primary com-
modities assume much more impor-
tance in the exports of non-oil de-
veloping countries, with their share 
falling by just a half between 1970 
and 1984, from 69.3 to 35.3 per 
cent. Hence, more than one third 
of exports from non-oil developing 
countries still consist o f primary 
commodities.

Among the main groups of de-
veloping countries shown in table
II.8, African countries experienced 
a sharp decline in their share of pri-
mary commodity trade, but Latin 
American countries roughly main-
tained their share. In contrast, 
ESCAP developing countries signi-
ficantly increased their share in pri-
mary commodity trade from 9.6 
per cent in 1970 to 11.4 per cent in 
1984, in spite of the decline in the 
importance of primary commodi-
ties in total merchandise trade of 
the region.

Table II.8 also reveals some 
interesting changes in trade by 
broad categories of primary com-
modities (see box II.6). For 
developing countries as a whole, 
the market share of agricultural 
raw materials and minerals and 
metals fell perceptibly during 1970- 
1984, while the share o f food 
products exports remained rela-
tively stable at around 34-35 
per cent. Equally interesting are 
the regional differences. There was 
a precipitous fall in Africa’s share
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Table II.8. Selected country groupings and ESCAP developing region. World commodity trade shares and com-
modity export dependence, 1970 and 1984
(Percentage)

Source: UNCTAD primary commodity trade data on tapes, secretariat calculations.
Notes: First line: percentage of world exports. Second line (in parenthesis): percentage of total exports of each grouping

or country.
a Note that the definition excludes cotton yarn (SITC 651.3) and jute products (SITC 654.5, 658.1 and 651.98). (See box 

II.6.)

of food product exports in total 
world commodity exports from 8.2 
per cent in 1970 to 4.3 per cent in 
1984. There were also percep-
tible declines in its share of the 
other two categories. The Latin 
American region also suffered de-
clines in its share of all three sub-
groups. However the developing 
ESCAP region improved its share 
in all major subcategories and 
emerged as by far the largest agri-
cultural raw material exporter and 
the second largest food exporter.

Its share o f exports o f  minerals and 
metals, which was the lowest 
among the developing region in 
1970, surpassed that o f Africa 
bu t remained about half that of 
Latin America.

As noted earlier, Australia and 
New Zealand have a much larger 
degree of dependence on primary 
commodities than the average de-
veloping country o f  the region. 
Both countries maintained their 
share in world primary commodity 
trade roughly constant between

1970 and 1984. In 1984, about 5.4 
per cent o f  all primary commodity 
exports originated from Australia 
and New Zealand. With a 4.1 per 
cent share in world primary com-
m odity exports in 1984, Australia 
was the largest com m odity ex-
porter in the world.

The developing ESCAP re -
gion has gained substantially in 
food products exports, in which 
its world market share increased 
from 9.1 per cent in 1970 to  11.6 
per cent in 1984. This performance
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Total merchandise 
exports

A ll primary 
commoditiesa Food products

Agricultural raw 
materials

Minerals and 
metals

1970 1984 1970 1984 1970 1984 1970 1984 1970 1984

World 100.0
(100.0)

100.0
(100.0)

100.0
(27.0)

100.0
(17.6)

100.0
(14.6)

100.0
(11.0)

100.0
(5.0)

100.0
(2.8)

100.0
(7.3)

100.0
(3.9)

Developed market economies 71.6
(100.0)

65.3
(100.0)

57.8
(21.8)

63.0
(17.0)

57.9
(11.8)

62.8
(10.6)

55.2
(3.9)

62.6
(2.7)

59.3
(6.1)

63.5
(3.8)

Australia 1.5
(100.0)

1.3
(100.0)

4.2
(73.5)

4.1
(55.6)

3.1
(29.9)

2.8
(23.9)

6.2
(20.1)

4.5
(9.7)

5.0
(23.5)

7.3
(21.9)

New Zealand 0.4
(100.0)

0.3
(100.0)

1.3
(88.1)

1.3
(77.7)

1.6
(57.5)

1.3
(50.6)

2.3
(29.4)

2.2
(21.2)

0.0
(0.6)

0.4
(5.7)

Socialist Eastern Europe 10.0
(100.0)

9.5
(100.0)

7.9
(21.4)

5.2
(9.7)

6.7
(9.9)

3.4
(4.0)

10.2
(5.1)

8.1
(2.4)

8.8
(6.4)

8.4
(3.4)

Developing countries 18.4
(100.0)

25.2
(100.0)

34.3
(50.3)

31.8
(22.1)

35.4
(28.1)

33.8
(14.7)

34.6
(9.4)

29.3
(3.2)

32.0
(12.7)

28.1
(4.3)

Non-oil developing 
countries

11.7
(100.0)

14.1
(100.0)

29.9
(69.3)

28.3
(35.3)

30.8
(38.6)

31.1
(24.2)

29.0
(12.4)

24.5
(4.8)

28.9
(18.1)

23.4
(6.4)

Africa 4.2
(100.0)

3.5
(100.0)

8.9
(58.0)

4.7
(23.8)

8.2
(29.1)

4.3
(13.2)

8.7
(10.5)

5.0
(3.7)

10.4
(18.4)

6.1
(6.8)

Latin America 5.4
(100.0)

5.7
(100.0)

13.8
(69.0)

13.6
(41.7)

16.0
(43.5)

15.8
(30.3)

6.8
(6.3)

5.1
(2.5)

14.0
(19.1)

13.0
(8.8)

ESCAP developing countries 5.6
(100.0)

10.2
(100.0)

9.6
(45.8)

11.4
(19.6)

9.1
(23.6)

11.6
(12.5)

16.4
(14.6)

17.3
(4.7)

5.9
(7.6)

6.5
(2.5)

ESCAP non-oil developing 
countries

4.5
(100.0)

8.3
(100.0)

8.5
(51.3)

10.1
(21.5)

8.4
(27.6)

10.8
(14.4)

13.6
(15.2)

14.2
(4.8)

5.2
(8.5)

5.3
(2.5)



Box II.6. Primary commodities in the SITC 
classification

The primary commodity export 
statistics presented in this Survey 
are classified according to the United 
Nations Standard International Trade 
Classification, Revision 2 (SITC, Rev. 
2).a The main definitions of the 
various export categories are as 
follows:

(i) Total merchandise trade: the 
sum of SITC sections 0 to 9.

(ii) Total primary commodities: 
the sum of agricultural primary com-
modities and mineral commodities 
defined as SITC section 0 (food and 
live animals), section 1 (beverages and 
tobacco), section 2 (crude materials, 
inedible, except fuels) (less groups 
233 (synthetic rubber), 244 (cork), 
266 (synthetic fibres suitable for spin-
ning), 267 (other man-made fibres)), 
section 4 (animal and vegetable oils, 
fats and waxes), division 68 (non-
ferrous metals) and item 522.56 
(aluminium hydroxide).

(iii) Total food products: the
sum of SITC section 0, section 1, 
section 4 and section 2, division 22 
(oil-seeds and oleaginous fruits).

(iv) Agricultural raw materials
(excluding synthetics): SITC section
2 (less divisions 22, 27 (crude fer-
tilizers), 28 (metalliferous ores and

'metal scrap) and groups 233, 244, 
266 and 267).

(v) Minerals, ores and metals: 
the sum of SITC divisions 27, 28, 
68 and item 522.56.

a United Nations, Standard In-
ternational Trade Classification Re-
vision 2, Series M, No. 34/Rev.2 
(United Nations publication, Sales 
No. E.75.XVII. 6).

Small differences in coverage 
occur between the aggregate com-
modity categories presented above 
and the detailed categories discussed 
in chapter III. These differences 
relate to the inclusion of some semi-
manufactured products in the dis-
aggregated classification. The major 
differences are as follows:

(i) “Oil-seeds” refers to oil-seeds 
and oleaginous fruits, animal and 
vegetable oils and fats (excluding 
marine oils), lard and magarine, oil-
seed cake and meal and meat meal.

(ii) “Vegetable oil” is a sub- 
category of “oil-seeds” and includes 
SITC 22 (oil-seeds and oleaginous 
fruits) and SITC 42 (fixed vegetable 
fats and oils, crude, refined or frac-
tionated).

(iii) Non-coniferous wood in-
cludes part of SITC 634 and refers 
to sawnlogs, veneer logs, sawn- 
wood veneer sheets and plywood, 
in roundwood equivalents.

(iv) Total cotton includes SITC 
263.1 (cotton linters) and SITC
651.3 (cotton yam).

(v) Jute refers to jute and bast 
fibres (SITC 264); jute products 
include SITC 645.5, 658.1, 651.98 
(i.e. fabrics, woven of jute or of 
other textile bast fibres under SITC 
264, sacks of jute and similar fibres, 
and yam of jute).

(vi) Hard fibres includes manu-
factures of these products (SITC 
651.99).

b More detailed information can 
be found in UNCTAD Commodity 
Yearbook, 1986.

is particularly remarkable consider-
ing the high domestic demand growth 
rates owing to high population and 
income growth rates in the region.

This is largely the result of 
the rapid rise in the output of food 
products, in particular o f food 
grains, in the ESCAP region bet-
ween 1970 and 1984, with several 
countries reaching near self-suf-
ficiency (e.g., China, India and 
Indonesia) or being able to pro-

duce larger exportable surpluses 
(such as Pakistan and Thailand for 
maize and rice).1 Although de-
clining in relative terms to 12.5 
per cent in 1984 down from
23.6 per cent in 1970, food pro-
ducts also represent by far the 
largest category of primary com-
modity exports from the ESCAP 
region.

The developing ESCAP region 
exported 17.3 per cent of world 
agricultural raw materials in 1984. 
The region increased slightly its 
share in the world market com-
pared with 1970 and accounted for 
about two thirds of the develop-
ing countries’ exports of this 
category in 1984. They amounted 
to about 5 per cent of the region’s 
total merchandise exports.

In minerals and metals, the 
ESCAP region’s world market share 
slightly increased, from 5.9 to 6.5 
per cent. This is a creditable per-
formance in view of the region’s 
relatively poor endowment, the 
relatively steeper fall in the prices 
of minerals and the decline in the 
shares of the other two developing 
regions.

B. DIFFERING IMPORTANCE 
OF AND EXPOSURE 

TO CHANGES IN 
COMMODITY TRADE

1. Developing economies

The market share of develop-
ing countries of the ESCAP region, 
as a whole, in primary commodity 
trade is rather small and not much 
different from its share in world 
merchandise exports –  a little 
over one tenth in 1984. Unlike 
trade in manufactures, the 
other most important category 
of total trade for the region, the 
exports of primary commodities 
are much less heavily concen-
trated among a few developing 
countries of the region. Two of the 
largest developing country expor-
ters of the region, China and 
Malaysia, account for a little over
2 per cent each of world commod-
ity exports or about 20 per cent 
each of the developing ESCAP re-
gion’s commodity exports. India, 
Indonesia and Thailand –  the next 
largest exporters –  accounted for 
another 3.4 per cent of total world 
exports. Thus the five large prima-
ry commodity exporters account
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for about 70 per cent o f the de-
veloping ESCAP region’s primary 
commodity exports.2, 3 Except for 
the five largest primary commodi-
ty exporters, no other country 
had a world market share above
1 per cent.

The world market share o f the 
developing countries o f the ESCAP 
region in primary commodity 
trade rose from 9.6 per cent in 
1966 to 11.4 per cent in 1984. 
However, only a few countries, 
mainly in East and South-East Asia, 
saw any significant increase in 
their world market shares. China, 
Indonesia, Malaysia and Thailand 
were among the countries which 
experienced such increases; their 
aggregate share rose from 4.9 per 
cent in 1966 to 6.9 per cent in 
1984. The Philippines was the 
only South-East Asian country 
which suffered a significant de-
cline in its share –  from 1.2 per 
cent in 1966 to 0.7 per cent in 
1984. Papua New Guinea and 
Thailand saw a doubling o f their 
shares during the last two de-
cades. Surprisingly, the largest 
percentage increase in the share 
o f primary commodity exports 
took place in the Republic of 
Korea, which saw a 150 per cent 
increase in its world market 
share in primary commodity ex-
ports, while the proportion o f 
such exports to total merchan-
dise exports fell from 20.1 to
5.4 per cent between 1966 and
1984.4 South Asian countries 
saw their market share eroded

2 In contrast, the five largest ex-
porters of manufactures in the devel-
oping ESCAP region (China, Hong Kong, 
India, the Republic of Korea and Taiwan 
(a province of the People’s Republic of 
China)) accounted for 73.2 per cent 
of total manufactured exports of the 
region.

3 
The country with the next 

highest market share, Singapore, is an 
entrepôt trader and most of its ex-
ports originate from Malaysia.

by 20-25 per cent between 1966 
and 1984.

While changes in the world 
share o f  exports o f individual coun-
tries depend on a complex inter-
play o f factors, bo th  domestic and 
external, an increase in a country’s 
m arket share can be taken as evi-
dence o f  its revealed comparative 
advantage in primary production 
and indicative o f its success as an 
efficient primary producer. Among 
the factors which seem to  have ac-
counted for the increase in the mar-
ket shares o f  the countries in the 
region, diversification into new 
primary commodities appears to 
have been an im portant factor 
(see box II.7). Indonesia and 
Thailand seem to be the economies 
which have succeeded in broad-
ening and shifting their com -
m odity base over time, while 
countries which have failed to 
change the pattern o f their com-
m odity specialization have general-
ly not done well.

Although the change in the 
share o f primary commodities is to 
some extent modified by changes 
in share in other categories o f ex-
ports, especially manufactures, for 
the major primary-producing coun-
tries o f the region, the share of 
total exports in world merchan-
dise exports has improved only 
in cases where the share in primary 
commodity exports has increased 
as well. This indicates to some ex-
tent the complementary, rather 
than competitive, character o f  pri-
mary com m odity trade in the re-
gion. This is in contrast to the evo-
lution o f  trade both  in the devel-
oped market economies and devel-
oping economies, as a whole. For 
the developed m arket economies, 
while the total shares in exports 
have fallen, the shares in primary

4 The dramatic increase in the 
Republic of Korea’s share, however, 
is largely due to the increase in fishing, 
and is related to  the increase in its 
fishing fleet.

com m odity exports have risen, and 
vice versa for the developing eco-
nomies.

Large world market shares are 
likely to be associated with a 
stronger production base, allow-
ing price fluctuations to be com-
pensated by volume changes, thus 
reducing overall export earnings 
instability. In addition large pro-
ducers and exporters probably are 
no t only more competitive bu t also 
have a much stronger marketing 
infrastructure, allowing them to 
keep their markets at the expense 
o f  small exporters when demand 
deteriorates. Small exporters might 
thus be marginalized, hence the 
larger fluctuations in their export 
earnings growth.

Primary commodity problems, 
however, are im portant no t only 
to countries having a large share in 
the world commodity economy but 
also to those which have a high de-
gree o f  dependence for their export 
earnings on a few such commodi-
ties. The pattern o f this depend-
ence was brought out in chapter
II.5 The changes in this pattern 
are shown in figure II.6. Many 
countries o f  the region, includ-
ing most o f its least developed 
countries, continue to depend on 
primary commodity exports for 
a very high proportion o f  their 
export earnings. Thus, while 
Burma and Samoa depend prac-
tically exclusively on primary com-
modities as exports, Papua New 
Guinea, Tonga and Vanuatu also 
depend more than 80 per cent 
on primary commodity exports 
for foreign exchange earnings. 
In the case o f Fiji, Nepal, the 
Solomon Islands, Sri Lanka, 
Thailand and Viet Nam, depend-
ence on com m odity exports is 
more than 60 per cent. For other 
economies, such as India, the 
Lao People’s Democratic Repub-

5 See this Survey, ch. II, tables
II.5 and II.6.
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lic, Malaysia, Maldives, Pakistan 
and the Philippines, primary com-
modity export earnings continue 
to play an important role in fi-

nancing development and in 
macro-economic management.

A developing country’s de-
pendence on primary commodi-

ty trade is also considerably ex-
posed in the instability and growth 
in its export earnings. Although 
these issues are discussed in greater

Box II.7. Emerging new export commodities in the ESCAP region
While the analysis of the main 

primary commodity exports is use-
ful in demonstrating the main trends 
in the commodity trade of the ESCAP 
region and its impact on overall 
economic growth, the aggregate figures 
do not provide sufficient information 
about the constant changes in the 
commodity composition of such trade 
and the continuing entry of “new” 
commodities in the primary commodi-
ty market. Indeed it is the emergence 
of these new export commodities 
which has enabled the ESCAP region 
to maintain its market share.

Sometimes the “new” products 
entering trade are “traditional” com-
modities whose scale of production 
has been boosted through public and 
private sector development efforts to 
expand their production and mar-
keting. Sometimes commodities which 
have not been produced before in a 
country or region have been intro-
duced to diversify and to discover 
new sources of exports and incomes. 
Among the first category of pro-
ducts, the exports of coffee and 
vanilla by Tonga, fishery products by 
Bangladesh and chicken, fishery pro-
ducts and different kinds of fruits 
and vegetables from Thailand and 
the Philippines are significant ex-
amples. Among the new export 
products emerging in several countries 
of the region are cashew nuts and 
coffee in Thailand and tropical flowers 
in Singapore.

Amongst the traditional products, 
poultry meat, both fresh and frozen, 
has been a particularly rapidly ex-
panding export product for several 
countries of the region, especially 
Thailand. Exports of chicken by 
Thailand have expanded very rapidly 
since 1973. Exports of frozen chicken 
have grown particularly fast in recent 
years at an average annual rate of 
over 50 per cent during 1984-1986. 
They have now attained a share of 1.3 
per cent in total Thai exports, com-
parable with those of other fast- 
growing and important export pro-
ducts of Thailand, such as canned 
pineapple or footwear. Japan is the

major market for Thai chicken exports, 
but vast market potential exists in 
the Middle Eastern and European 
countries.a

The vast marine resources of the 
region and the rapid expansion of 
aquaculture have enabled several coun-
tries of the region, besides such tradi-
tional exporters as Maldives and 
many Pacific islands, to sharply in-
crease their exports of fishery pro-
ducts. During the last decade, fishery 
exports from Bangladesh increased at 
an average annual rate of more than
25 per cent, making them one of the 
country’s major exports. Other coun-
tries which have rapid growth in 
fishery exports are the Philippines, 
the Republic of Korea, the Solomon 
Islands, Sri Lanka, Thailand and 
Viet Nam. In Thailand in particular, 
the raising of shrimps and other aqua-
culture is becoming increasingly im-
portant. Fresh shrimp exports grew, 
for instance, by 22.3 and 27.7 per 
cent respectively in 1985 and 1986.

High-quality fruits and vegetables 
are another category of commodities 
emerging as an important export 
for some countries of the region which 
have paid sufficient attention to the 
development of horticulture. Fresh 
mango exports from the Philippines 
reached, for instance, about $7.5 
million in 1985 and are emerging as 
an important non-traditional agricul-
tural export. China and Thailand 
are also important fast-growing ex-
porters of fruits and vegetables. For 
Thailand, the category represented 
about $38.9 million in 1986 and has 
been listed by the Government under 
the sixth development plan (1987- 
1991) as an export commodity having 
high potential. The neighbouring eco-
nomies of Hong Kong, Malaysia and 
Singapore are major clients but the 
European market is expanding Rapidly, 
in particular in the Netherlands.

In recent years, temperate climate 
fruits and vegetables have also been

a Bangkok Bank, Monthly Re-
view, vol. 27, No. 5 (May 1986).

adapted to the soil and weather con-
ditions of Thailand and have proved 
a major success in the foreign market.c

Finally, there are lesser known 
commodities whose exports, though 
small, have expanded rapidly as, for 
instance, fresh and cut flowers for 
Singapore and Thailand, and tropical 
fish (aquarium fish) for Thailand and 
several other countries of the ESCAP 
region.

There is in many countries of the 
ESCAP region an enormous potential 
to develop the production of new 
commodities for export. Several coun-
tries, such as Thailand, have gone a 
long way in exploring these possibi- 
ties and in such cases ECDC-TCDC 
(economic and technical co-operation 
among developing countries) should 
be increased between the countries 
of the region. In many cases, such as 
the exports of fish products or fresh 
fruit and vegetables, the continued 
growth in exports will depend on the 
investments to be made in stabilizing 
supply (for instance through irriga-
tion), ensuring the high quality of the 
products (through improving the 
strains and seeds and by keeping them 
free from plant disease) and in acquir-
ing the appropriate processing techno-
logy so as to obtain products which 
conform to the high quality and 
hygiene standards set by importing 
countries. In some cases, costly 
investments will have to be made in 
infrastructure (such as fishing vessels, 
cold storage and cargo air transport) 
as well as research and extension 
services. The problems and costs 
encountered in the development of 
new export commodities are thus not 
negligible and need to be carefully 
assessed in each case.

b Made in Thailand, vol. 2, No.
2 (November 1987).

c Kamolluck Tosakul, “Processed 
fruit and vegetables –  an agro-in-
dustry producing for export” in 
Bangkok Bank, Monthly Review, vol. 
27, No. 5 (May 1986).
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Figure II.6. Selected developing ESCAP economies. Commodity export 
dependence, 1970 and 1984a

 eht fo esac eht ni 3891 dna natsinahgfA fo esac eht ni 2891 tneserper ataD a
Lao People’s Democratic Republic.

detail in the next chapter, some 
general trends relevant in the 
context are discussed below.

Several countries o f  the region 
simultaneously experienced very 
low commodity export growth 
rates (less than half the average for 
the region as a whole) and high 
instability in their growth rates. 
They happen to be economies with 
the most unfavourable commodity 
specialization and with a high de-
pendence on and vulnerability to 
the evolution of commodity mar-
kets. This group o f countries com-
prises Bangladesh, Bhutan, the 
Islamic Republic of Iran, Nepal, 
Tonga and Vanuatu. Four o f  these 
countries are least developed coun-
tries.

A second group of countries, 
with a somewhat better situation, 
with growth rates o f about 3-4

per cent below the region’s aver-
age and high instability, con-
sists of Burma, Fiji, the Lao
People’s Democratic Republic, 
the Philippines, Samoa and Sri 
Lanka –  three of which are least 
developed countries.

These two groups o f countries 
comprise about half o f the 26 de-
veloping countries of the ESCAP 
region included in the analysis 
and the majority of the least
developed countries.

Thus, while on the aggregate 
the commodity export growth per-
formance of the region was quite 
strong over the last two decades, at 
least half o f the countries of the 
region, including almost all o f the 
least developed countries, fared 
very poorly in terms o f commodity 
exports. In addition, for these
countries and for many others

o f the region, large yearly fluc-
tuations characterized commodi-
ty  export growth, thus rendering 
the planning of economic de-
velopment more difficult. Fur-
thermore, the trends in the last 
decade show a general deterio-
ration in both growth and sta-
bility in primary commodity 
earnings.

2. Developed economies

As pointed out earlier, two 
of the developed countries o f the 
region, Australia and New Zealand, 
are major exporters o f primary 
commodities, which in 1984 pro-
vided nearly 56 and 78 per cent 
respectively o f their export earn-
ings. However, unlike other coun-
tries of the region with high de-
pendence on primary commodity 
exports, the importance o f  such 
exports for them has not signifi-
cantly declined during the period 
1970-1984.

In terms o f broad commodity 
categories presented in table II.8, 
Australia and New Zealand rough-
ly maintained their share in the 
world export markets o f food 
products, and in the case o f New 
Zealand, also o f agricultural raw 
materials. The Australian share 
in this latter category has declined 
steadily from 6.2 per cent in 1970 
to 4.5 per cent in 1984. Australia, 
however, significantly increased 
its share in the minerals and metals 
market from 5 per cent in 1970 
to 7.3 per cent in 1984.

The importance o f the minerals 
and metals market for Australia 
is obvious, with exports represent-
ing about 22 per cent o f its total 
exports in 1984, almost equivalent 
to its exports of food products 
(23.9 per cent). For New Zealand, 
exports o f food products represent 
more than half o f its merchan-
dise exports, followed by agricul-
tural raw materials with over 20 
per cent o f  total exports, and 
minerals and metals with about
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6.0 per cent. The exports of 
minerals and metals has, how-
ever, increased rapidly compared 
with 1970, when they were neg-
ligible (0.6 per cent of total ex-
ports).

A detailed analysis of world 
market shares by main commodi-
ties shows, as might be expected, 
that the commodity composition 
of the trade of Australia and 
New Zealand differs substantial-
ly from that of the developing 
countries of the ESCAP region. 
In this sense the commodity 
trade issues faced by both coun-
tries are rather different from 
those of the developing part of the 
region, although for some catego-
ries of products strong commonal-
ity of interests exist. This is under-
lined by the fact that both Austra-
lia and New Zealand are among the 
most primary-commodity-depen-
dent economies of the region.

Australia and New Zealand 
have sizeable shares in the world 
market for live animals and meat, 
dairy products, fishery products, 
hides and skins and wool. Australia 
is also an important producer of 
cereals, sugar and minerals, iron 
and nickel among other commodi-
ties. Meat exports represented 
more than 20 per cent of 
New Zealand exports in 1984 
and about 5 per cent of Australian 
exports. Both countries had a 
6-7 per cent world maket share.

The importance of dairy pro-
ducts has declined considerably 
though for New Zealand it still 
represents about 15 per cent of 
total exports. Both countries 
lost about half of their world 
market share between 1966 and 
1984. Exports of fishery products 
expanded rapidly over the last 
two decades, particularly for 
New Zealand. Fishery product 
exports represented nearly 5 per 
cent of New Zealand exports 
in 1984, up from only 1.6 per 
cent in 1970. Cereals, mainly 
wheat, account for over 10 per

cent of Australian exports, which 
amount to nearly 6 per cent of 
the world market. Australia 
managed to increase its world 
market share by over 1 per cent 
between 1966 and 1984. Australia 
is also a large exporter of sugar, 
supplying about 6 per cent of the 
world market. Australia’s share 
in the sugar market has remained 
rather stable over the last two 
decades whereas all sugar ex-
porting developing economies of 
the ESCAP region, except Thailand, 
have experienced sharply declin-
ing world market shares.

Australia and New Zealand 
dominate the market for wool 
supplying together over 80 per 
cent of the world market. Their 
dominance in this market in-
creased significantly between 1966 
and 1984. As a proportion of 
their respective total exports, the 
importance of wool has, how -
ever, declined considerably. For 
Australia, wool exports represented 
about 7 per cent in 1984, com-
pared with 17 per cent in 1970. 
For New Zealand, the share fell 
from 18.7 per cent in 1970 to
13.6 per cent in 1984.

Australia has emerged as a 
major exporter of several min-
erals and metals accounting for, 
for example, nearly one fifth o f the 
world iron ore market, about 
one third of that of nickel ore 
and one quarter of that of tin 
ore in 1984. Australia also ac-
counts for 10 per cent of the 
world supply of bauxite. In 1966, 
the share of Australia in all these 
markets was very small, amounting 
to 1-2 per cent. Altogether, about 
one fifth of Australian exports 
were minerals and metals in 1984. 
The Australian economy is thus 
particularly vulnerable to the vola-
tile metals and minerals market. 
Most developing countries of the 
ESCAP region, in contrast, are 
only small exporters of minerals 
and metals, as discussed in the 
preceding chapter (see pp. 115-118).

As regards the growth perform-
ance of their commodity trade, 
Australian and New Zealand com-
modity exports grew slower than 
the average for all developed mar-
ket economies, especially in the 
case of New Zealand. Food pro-
ducts exports of Australia grew 
at about the same rate as the aver-
age for the developed market 
economy countries, 12.2 per cent. 
Growth in the exports of agri-
cultural raw materials, and of 
minerals and metals was, how-
ever, very low and about 2 per 
cent below the world averages. 
It was even below the average 
for all developing countries. For 
both the countries, instability in 
trade growth has been very high, 
in fact, much above the average 
instability levels for either devel-
oped or developing countries.

Hence, while their commodity 
export structure is generally very 
different from that of the develop-
ing countries of the ESCAP region, 
both Australia and New Zealand 
face the problems of slow ex-
port value growth, deteriorating 
commodity terms of trade and 
export instability in common with 
the developing ESCAP region.

C. CHANGING COMPOSITION 
OF PRIMARY  

COMMODITY TRADE

Figure II.7 indicates the com-
modities for which the devel-
oping ESCAP region accounted for 
a substantial share of world ex-
ports in 1984 –  ranging from over 
20 per cent for fishery products 
to almost 100 per cent for jute 
products.6 Between 1966 and 
1984 some important changes in 
the ESCAP region’s world market

6 For a few commodities such as 
natural rubber, vegetable oils and tin, 
the world trade share of the region 
might be somewhat overestimated be-
cause of the important entrepôt trade 
of Singapore.
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Figure II.7. Developing ESCAP region. Exports of major primary com-
modities, 1966 and 1984

shares for different commodities 
have occurred. The shares o f 
palm oil products, canned pine-
apple, tin and copper ore, and 
fishery products increased tremen-
dously. Significant declines oc-
curred in abaca, tea, rice, spices 
and tin metal.

Amongst the commodities for 
which the ESCAP region’s world 
market share was less than 20 per 
cent, remarkable growth was ob-
served for poultry meat, pineapples, 
coffee, cocoa products, cotton and 
nickel intermediate products, while 
that for sugar fell by about 50 per 
cent between 1966 and 1984.

While aggregate trends in the 
region’s market shares reflect

changes in the region’s competi-
tiveness in world markets, the ex-
tent to which individual countries 
within the region respond to the 
changing situation are reflected in 
the changes in their market shares. 
In this section the performance o f 
the region’s developing economies 
in respect of their market shares 
of major commodities is discussed 
in some detail.

Agricultural exports accounted 
for about 90 per cent o f total pri-
mary commodity exports in the de-
veloping ESCAP region in 1984. Of 
these, the predominant subcategory 
was that o f food, which accounted 
for about 65 per cent o f  total com-
m odity exports. Agricultural raw

materials, in which the developing 
ESCAP region has a high world 
market share (17.3 per cent in 
1984), accounted for about a quar-
ter of the developing ESCAP re-
gion’s primary commodity exports. 
Minerals and metals was a relative-
ly less im portant category o f pri-
mary commodity exports, both  in 
terms o f the developing ESCAP re-
gion’s world market share and in 
terms o f the share in the region’s 
total primary commodity exports 
(6.5 and 12.6 per cent, respectively, 
in 1984).

Food exports were also the 
fastest growing category o f primary 
commodity exports o f  the region. 
Their importance is bound to grow 
further as the developing ESCAP 
region increases its food supplies 
and as food demand moderates 
both  with the deceleration in popu-
lation growth rates and with the 
stronger assertion o f  Engel curve ef-
fects. The developing "ESCAP re-
gion’s world share in food exports, 
however, remains small and was 
about the same as that in total pri-
mary commodity exports in 1984. 
Whereas the developed market eco-
nomies’ world share of food ex-
ports was 62.8 per cent and Latin 
America’s 15.8 per cent, the re-
gion’s share was only 11.6 p e rcen t 
in 1984.

Among the categories for which 
significant growth in the market 
shares o f the region occurred 
during 1966-1984 are poultry, 
fish, pineapple, tropical beverages 
(except tea) and oils and oil-seeds. 
The commodities in which the de-
veloping ESCAP region suffered 
substantial losses o f world share 
are cereals and sugar.

In the meat products category, 
the most remarkable change was 
the emergence o f the region as a 
large exporter o f poultry meat, 
mainly due to exports from China 
and Thailand, which rose from in-
significant levels in 1966 to over 3 
per cent o f world market share.
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China is also a significant exporter 
of live animals.

Fishery products have emerged 
as one of the most successful ex-
port commodities for a large num-
ber of developing countries of the 
ESCAP region, particularly for 
Bangladesh, China, the Republic of 
Korea and Thailand. Fishery pro-
ducts exports are, however, also 
vital for Maldives, the Solomon 
Islands, Vanuatu and Viet Nam.

In the cereals category, the re-
gion lost about two percentage 
points of its world market share of 
about 10 per cent between 1966 
and 1984. Pakistan and Thailand 
each nearly doubled their mar-
ket share for rice while Burma, 
China and Nepal lost a large part 
of their market. For Burma and 
Nepal, this is due to slow growth 
in production, leading to a de-
cline in exportable surplus.

Among fruits, pineapples ex-
ports, both canned and fresh, are 
one of the fastest growing exports 
of the region. The Philippines and 
Thailand have been remarkably suc-
cessful in carving out for themselves 
a large share of the world market 
in canned pineapples and in raising 
the developing ESCAP region’s 
share of the world market from 41 
per cent in 1966 to 68 per cent in 
1984. For bananas, the Philippines 
replaced China as the region’s ma-
jor banana exporter and managed 
to take nearly 10 per cent of the 
world market.

In 1966, the ESCAP region 
supplied about one fifth of the 
world sugar market; by 1984, its 
market share had dropped by a 
half. This again is probably an in-
dication of increased self-sufficien- 
cy within trade zones such as the 
Europeon Economic Community 
(EEC). Nearly all exporting coun-
tries lost sizeable market shares but 
the changes are particularly drama-
tic for Fiji which in 1984 still de-
pended on sugar for about 40 per 
cent of its total exports. Neverthe-
less, some countries o f the region,

especially Malaysia, the Republic of 
Korea and Thailand, were able to 
make inroads into a falling world 
market.

While the ESCAP region’s total 
share of the tropical beverages mar-
ket increased marginally between 
1966 and 1984 to reach about 20 
per cent, its share for the main 
commodity exported, tea, dropped 
by nearly 10 per cent with the 
emergence of exporters outside the 
region, especially in Africa. How-
ever, the region still dominates the 
tea market, with a 70 per cent mar-
ket share in 1984. The large tea 
exporters of the region, India and 
Sri Lanka, each had substantial 
losses in their market share, with 
a combined drop from 61.7 per 
cent in 1966 to 44.5 per cent in
1984. Bangladesh, which depends 
on tea for 10 per cent of its exports, 
lost nearly two thirds o f its market 
share between 1966 and 1984. 
China nearly doubled its share in 
the world tea market. Indonesia 
was the most successful country in 
expanding its exports of all tropi-
cal beverages, coffee, cocoa and tea: 
its aggregate market share increased 
from 1.3 per cent in 1966 to 4.4 
per cent in 1984.

Supplying about half of the 
world market, the ESCAP de-
veloping region experienced only 
a marginal drop in its market 
share of spices. The main sup-
plier, India, maintained its share 
at about 20 per cent. Bangladesh, 
Bhutan, the Islamic Republic of 
Iran and Sri Lanka lost much of 
their importance in the world spices 
market.

The ESCAP developing region 
supplies about one fifth of the 
world oil-seeds, fats and oils market 
and generally increased its share 
between 1966 and 1984. For some 
products, however, such as copra, 
coconut oil, palm kernel oil and 
palm oil, the region supplies most 
of the market. The region’s share 
in the case of palm kernel oil and 
palm oil increased spectacularly

from supplying about half of the 
market in 1966 to becoming the 
predominant supplier in 1984. 
Malaysia, in particular, was ex-
tremely successful in increasing its 
world market share for both com-
modities, while Indonesia virtually 
lost all of its share in the palm oil 
market. In the case o f coconut oil, 
Indonesia, Malaysia, the Philippines 
and Samoa gained sizeable market 
shares. For Samoa this is particu-
larly significant, as coconut oil re-
presents about 60 per cent of its ex-
ports, while Sri Lanka’s share evapo-
rated from 16.0 per cent to only  
1.3 per cent. For copra, the 
Pacific island countries such as 
Papua New Guinea, the Solomon 
Islands and Vanuatu gained sizeable 
world market shares over the 
period reviewed; while the share 
of the three ASEAN producers 
rose in the aggregate, Malaysia was 
a substantial gainer and Indonesia 
and the Philippines heavy losers 
of their respective shares. Pacific 
island countries thus dominate 
the world copra market and de-
pend very heavily on it for their 
livelihood, as can be seen in table
II.9.

In the case of agricultural raw 
materials, although the developing 
ESCAP region has a high share in 
the world market and its share has 
slightly increased, unlike that of 
other developing regions whose 
shares have fallen, this category of 
primary exports grew more slowly 
than food and metals and minerals. 
Among the commodities for which 
the region’s shares have increased 
are: tobacco, natural rubber, wood 
and cotton. Except for wood, 
these commodities have not had 
buoyant demand in world markets.

For tobacco, India, the Repub-
lic of Korea and Thailand are the 
main exporters and have increased 
markedly their world market share 
which remain, however, rather small 
at about 2-3 per cent. Indonesia 
and Pakistan, however lost most of 
their market share.
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Over 90 per cent of the world 
supply of natural rubber originate 
in the developing ESCAP region, 
slightly more than in 1966. Malay-
sia, along with Indonesia and 
Thailand supply the bulk of the 
world market. While Indonesia
expanded its market share by about 
5 per cent between 1966 and 1984 
to reach 26.9 per cent, Thailand 
nearly doubled its share, from
8.5 per cent in 1966 to 15.6 per 
cent in 1984. Malaysia maintained 
its share, while Sri Lanka’s share 
was reduced by almost a half o f  its 
level in 1966 to 3.7 per cent in 1984. 
The region’s developing countries 
supply about 50 per cent of world 
exports o f tropical wood. Indone-
sia and Malaysia have emerged as 
major suppliers during the last two 
decades, increasing enormously their 
world market share, which together 
reached about 40 per cent in 1984, 
while the Philippines, lost a large 
part of its world export share.

In cotton, jute and other hard 
fibres, the ESCAP region’s overall 
world market position generally 
improved between 1970 and 1984. 
In cotton, China made impressively 
large gains in its trade share to 
reach 7 per cent of the world mar-
ket while the shares of other tradi-
tional exporters in the region, such 
as India and Pakistan, whittled 
down. Bangladesh increased its 
dominance of the world jute mar-
ket, while the other major produ-
cer, India, experienced a decline of 
nearly 50 per cent in its world mar-
ket share. China and Thailand 
emerged as important jute produ-
cers. More than 80 per cent of 
all jute exports come from the 
ESCAP developing region. In abaca, 
the Philippines remains the do-
minant world exporter though 
its share dropped by over 20 per 
cent between 1966 and 1984. 
At 71 per cent it still remained 
high.

Finally, while the developing 
ESCAP region has only a small 
share in the world market in min-

erals and metals a few countires are 
major exporters. Among the re-
gion’s important exports are tin, 
copper and nickel. Besides Papua 
New Guinea, which has become a 
major exporter of copper, Indone-
sia and the Islamic Republic of Iran 
have also emerged as important ex-
porters. However, the Philippines 
suffered a large drop in its market 
share, from nearly 21.8 per cent in 
1966 to only 7.0 per cent in 1984. 
Nickel is a major metal exported by 
the ESCAP region. The Philippines 
has become a main exporter, its 
share in the world market increas-
ing from 0 in 1966 to 32.6 per cent 
in 1984. However, Indonesia ex-
perienced a sharp drop in its world 
market share. Nickel intermediate 
products have become important 
exports from Indonesia. Tin 
has traditionally been a major 
export from the ESCAP developing 
region. Indonesia, Malaysia and 
Thailand are large tin metal ex-
porters. Malaysia, however, lost 
a sizeable share of the world 
market while Indonesia increased 
its share very rapidly.

A general trend in primary 
commodity trade between 1966 
and 1984, as noted in table II.10, 
is that the exports of developing 
countries grew more slowly than 
those of developed market econo-
mies. In addition, instability of 
export earnings was higher for de-
veloping countries. The primary 
commodity exports of the ESCAP 
region, however, grew even faster 
than those of the developed mar-
ket economies, for all commodities 
as well as for each major commodi-
ty group except agricultural raw 
materials.

The high rate of growth of 
primary exports of the developing 
ESCAP region was, however, ac-
companied by a high degree of in-
stability. The instability was not 
only higher than that in the de-
veloped market economies but 
also higher compared with the 
developing countries’ total com-

modity trade and for each broad 
category. This is a rather signi-
ficant and disturbing finding, with 
important adverse implications for 
the macro-economic management 
of the region’s developing econo-
mies.

D. DIRECTION OF 
THE COMMODITY TRADE 
OF THE ESCAP REGION

The first part of this section 
examines the geographical distribu-
tion of the ESCAP region’s trade 
in primary commodities by main 
SITC groups. The second part re-
views the main intraregional trade 
flows.

1. World directions of ESCAP 
commodity trade

Table II.11 provides a summary 
of the flows of primary commodity 
trade from developing countries of 
the ESCAP region to main world 
regions and economic groupings of 
countries. The developed market 
economies, as a whole, provide the 
largest market for the primary com-
modity exports of the region, ac-
counting for about 50 per cent of 
such exports, while about 3.3 per 
cent go to socialist countries of 
Eastern Europe and the remain-
ing 46 per cent to developing coun-
tries. Intraregional trade represents 
more than a quarter of total trade. 
Japan, with a market share of about 
20 per cent, represents the single 
largest market. EEC and North 
America follow with shares of 17.0 
and 11.7 per cent respectively. 
Africa is a larger market than the 
socialist countries of Eastern Eu-
rope, while trade with Latin Ameri-
ca is much smaller.

(a) Trade directions by main ag-
gregate commodity categories

The developed market econo-
mies absorb the largest share of all 
the major categories of primary 
commodities from the region ex-

129



Table II.10. Selected country groupings and developing ESCAP region. Average annual growth rate and variabilitya 
of primary commodity export values, 1966-1984
(Percentage)

Total merchandise 
exports

A ll primary 
commodities

Food
products

Agricultural 
raw materials

Minerals
and

metals

World 13.8
(0.5)

10.9
(0.5)

11.7
(0.4)

9.3
(0.8)

9.7
(0.9)

Developed market economies 13.3
(0.4)

11.7
(0.5)

12.2
(0.5)

10.4
(0.8)

10.3
(1.0)

Australia 12.5
(0.6)

11.3
(0.8)

12.1
(0.9)

6.9
(1.6)

7.2
(0.8)

New Zealand 11.4
(0.8)

10.6
(0.8)

10.4
(0.8)

9.4
(1.3)

24.9
(3.6)

Socialist Eastern Europe 12.6
(0.3)

6.8
(0.5)

2.3
(0.7)

5.6
(0.6)

7.8
(0.6)

Developing countries 16.1
(1 0 )

10.0
(0.6)

11.1
(0.5)

8.3
(1.0)

9.2
(1.0)

Africa 11.5
(1 2 )

4.4
(0.8)

4.2
(0.7)

4.8
(1.0)

5.8
(1.2)

Latin America 14.8
(0.8)

10.5
(0.6)

11.0
(0.6)

7.2
(0.8)

9.6
(1.0)

Developing ESCAP region 17.0
(0.8)

11.8
(0.7)

12.9
(0.6)

10.2
(1.2)

11.6
(1.2)

Source: UNCTAD primary commodity trade data on tapes, secretariat calculations.
Notes: First line: percentage of average annual growth rate. Second line (in parenthesis): coefficient of variation.

a Variability is measured by the coefficient of variation, defined as the average absolute deviation from trend value (standard 
error of estimate of log-linear trend regression) divided by the mean o f the data series.

cept food, for which developing 
countries are the most important 
market, accounting for more than 
half of the region’s food exports. 
About 70 per cent of the region’s 
minerals and metals exports and 
over 50 per cent of agricultural raw 
materials exports are destined for 
the developed market economies.

Japan is the most important 
single-country market for the re-
gion’s primary commodities, with 
a share of about 20 per cent o f  the 
region’s primary commodity ex-
ports, about 40 per cent of its m in-
erals and metals and over 20 per 
cent of its agricultural raw materials 
exports. EEC and North America 
rank as the next most important 
markets. For exports of food pro-
ducts, all the three major developed 
market economy regions have com-
paratively lower shares. Japan’s 
market share is particularly low 
compared with that o f the other

two categories o f primary com -
modities. This is an indication o f 
high protection to domestic agricul-
ture.

Africa is a relatively large im-
porter o f food products from the 
ESCAP region, its share reaching 
over 7.0 per cent, much larger than 
the socialist countries of Eastern 
Europe and, in fact, only about half 
o f Japan’s share. Socialist coun-
tries o f  Eastern Europe are the only 
significant importers o f agricultural 
raw materials, taking up about 5 
per cent o f  ESCAP exports.

(b) Trade directions by main SITC
comm odity trade divisions

Developed market economies 
absorb a large variety of primary 
exports from the region. Thus, 
about three quarters or more o f the 
ESCAP region’s exports o f  fish 
products (SITC 02), fruits and ve-

getables (05), and metalliferous 
ores (28) are exported to developed 
market economies. For meat (SITC 
01), tropical beverages (07), hides 
and skins (21), rubber (23), and 
wood (24), the shares are over 50 
per cent. More than 40 per cent o f 
the region’s sugar (SITC 06), animal 
feed (08) and tobacco (12) exports 
are absorbed by developed market 
economies while for dairy products 
(02) –  a small export category for 
developing countries o f the ESCAP 
region –  oil-seeds, nuts and kernels 
(22) and oils and fats (42), the 
share is about 30 per cent. Ce-
real exports to the developed mar-
ket economies are very low, repre-
senting only 7.4 per cent.

EEC is a large im porter o f  fruit 
and vegetables, coffee and tea, ani-
mal feed, tobacco, hides and skins, 
rubber and metal ores. However, it 
has a relatively low share o f sugar 
exports, fish products, oil-seeds
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and, mainly, cereals. Japan is a 
large importer of the region’s meat 
and fish products, wood and met-
alliferous ores; its imports of these 
represent about 50 per cent of the 
ESCAP region’s exports. It is 
rather surprising to find that 
Japan has a comparatively low 
export share of cereals, fruit and 
vegetables, sugar, tropical bever-
ages, animal feed, tobacco, oil-
seeds and nuts, and vegetable oils.

Although about a half of the 
exports of the developing ESCAP 
region are imported by developing 
countries, the share o f such coun-
tries outside the region, especially 
those in Africa and Latin America, 
is relatively small. Both high trans-
port costs and the fact that these 
regions also produce similar tropi-
cal commodities account for such a 
small proportion. Most of the 
primary commodity exports from 
the region are intraregional exports 
or they are destined for Western 
Asia. About 30 per cent o f the 
region’s total commodity exports,
32.5 per cent of food exports,
26.6 per cent of agricultural raw 
materials and 23.3 per cent of 
minera! and metal exports are 
absorbed within the region. Wes-
tern Asia and neighbouring de-
veloping countries absorb over 
10 per cent of the region’s pri-
mary exports, mainly food and 
agricultural raw materials. The 
only significant exports of primary 
commodities to developing coun-
tries outside the region are those 
to Africa, which takes about 7 
per cent of the region’s food ex-
ports.

2. Intraregional primary 
commodity trade flows

The regional trade matrix for 
each of the SITC categories pre-
sented in table II. 11 has been com-
puted for 1984.7 As mentioned

7 Excluding trade with Australia,
Japan and New Zealand.

in the previous subsection, intra-
regional trade flows are important 
for several commodity categories 
of particular interest to the devel-
oping ESCAP region. Some salient 
features of the main intraregional 
commodity trade flows are detailed 
below.8

Intraregional trade in fishery 
products (SITC 03), which are im-
portant exports for the Republic 
of Korea and Thailand and an im-
portant emerging export for Bang-
ladesh, is fairly small, amounting to 
1.1, 9.7 and 10.5 per cent respec-
tively o f total exports of the above- 
named countries. The Republic of 
Korea exports to Hong Kong and 
Singapore, while Thailand exports
4.5 per cent of these products to 
Malaysia, followed by Hong Kong 
(2.8 per cent), and Singapore (2.2 
per cent). Hong Kong, the Re-
public of Korea, Singapore and 
Thailand import about 2 per 
cent each of Bangladesh fishery 
exports.

The Islamic Republic of Iran 
provides a major market for cereals 
(SITC 04) exports from Pakistan 
and Thailand, with export shares of
25.3 and 6.8 per cent of each of the 
countries respective cereals exports, 
out of about 30 and 45 per cent, 
respectively, of their cereals exports 
received by the region as a whole. 
Malaysia takes 3 per cent of Pakis-
tan’s exports and 12.0 per cent o f 
Thailand’s exports, while Bangla-
desh, China, Hong Kong, India, 
Indonesia, the Philippines and Sin-
gapore are the other important mar-
kets for Thailand’s cereal exports, 
with shares between 0.7 and 7.5 
per cent. The developing ESCAP 
region provides a market for nearly 
half o f Thailand’s rice exports.

For fruits and vegetables (SITC
05) exports, important for Malaysia, 
the Philippines, Sri Lanka and 
Thailand, the largest market in

8 All percentages are calculated in 
terms of total exports of the respective 
countries.

the region was Singapore followed 
by Hong Kong. Pakistan (6.4 
per cent), India (1.9) and Maldives 
( 1.3) provide a market for most 
of the 10.5 per cent of Sri Lanka’s 
fruit and vegetable exports to the 
region. China, Hong Kong, the 
Republic of Korea and Singapore 
each provide a market of about
2 per cent of Thailand’s exports 
under SITC 05.

Sugar (SITC 06) exports from 
the developing ESCAP region are 
important mainly for Fiji, the 
Philippines and Thailand, fo r  Fiji, 
Malaysia (20.2 per cent), China (2.6 
per cent), Singapore (1.3) and the 
Republic of Korea (1.1) were major 
markets in the region, which ac-
count for a total of 27 per cent of 
its sugar exports. For Thailand, 
which exports 44 per cent of its 
sugar products to the region, China 
(17.6), the Republic of Korea (14.0) 
and Malaysia (6.9) are the main re-
gional export markets.

For tropical beverages (SITC 
07), among the countries for which 
data are available in 1984, Sri 
Lanka’s main exports to the region 
were destined to the Islamic Repub-
lic of Iran (5.2 per cent), Pakistan 
(3.1 per cent), India (1.5) and 
Singapore (0.6). For Indonesia, 
Pakistan (4.3), Singapore (4.4), the 
Republic of Korea (1.1) and Hong 
Kong (0.9), were among the largest 
regional markets for its exports 
of tropical beverages.

For tobacco (SITC 12), among 
the main exporters for which data 
are available relatively little is ex-
ported to the region –  Thailand 
exports 18.8 per cent, Indonesia
6.8 per cent and the Republic 
of Korea 4.5 per cent to the re-
gion. For Thailand, China (13.0 
per cent) is the largest market, 
while Singapore and Hong Kong 
are the important regional mar-
kets for such exports of Indonesia 
and the Republic of Korea, re-
spectively.

Intraregional trade in oil-seeds 
and nuts (SITC 22) is important,
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amounting to 62.3 per cent of the 
region’s trade in this commodity. 
A substantial share of the exports 
of the two main producers (Malaysia 
and Indonesia) goes to Singapore 
for re-export, with 73.7 per cent of 
Malaysia’s and 23.7 per cent 
of Indonesia’s exports transiting 
through Singapore. Indonesia also 
exports to the Republic of Korea 
(8.3 per cent) and Hong Kong (2.4 
per cent) while Malaysia exports
16.0 per cent of such products to 
Pakistan and 9.4 per cent to the 
Republic of Korea.

For rubber product exports 
(SITC 23), Malaysia, the main pro-
ducer, exports 31 per cent of its 
total rubber exports to the region, 
with 13.7 per cent going to Singpa-
pore for re-export, 7.3 per cent to 
the Republic of Korea, 6.9 per cent 
to China, and 1.3 per cent to India 
and the Islamic Republic of Iran. 
Indonesia transits its regional ex-
ports through Singapore, which 
absorbs 23.9 per cent of Indonesia’s 
24 per cent export share to the re-
gion. Singapore re-exports its re-
gional imports to China (7.1 per 
cent), the Islamic Republic of Iran 
(2.2 per cent) and the Republic of 
Korea (3.5 per cent). A quarter of 
Thailand’s rubber exports go to the 
region, 2.6 per cent to the Republic

of Korea, 6.7 per cent to China and 
12.3 per cent to Singapore.

For wood (SITC 24) exports, 
21.7 per cent of Malaysian exports 
are absorbed in the region, 11 per 
cent going to the Republic of Korea, 
5.1 to Singapore, 2.1 to China, 1.9 
to Thailand and 1.5 per cent to 
Hong Kong. The Republic of 
Korea, Singapore, Thailand and 
Hong Kong are also Indonesia’s 
main markets. The percentage of 
Indonesia’s wood exported to the 
developing ESCAP region is 23.8. 
Thailand exports 67.3 per cent of 
its wood to the region, with 41.9 
per cent going to Malaysia, 15.3 
per cent to Singapore, 6.6 per cent 
to Hong Kong and 2.0 per cent to 
the Republic of Korea. Important 
bilateral trade flows for this com-
modity exist between Thailand and 
Malaysia.

For textile fibres (SITC 26), 
about 40 per cent of Bangladesh 
exports (mainly jute) are absorbed 
by the region, Pakistan (23.0 per 
cent) and India (10.4) being its ma-
jor markets. Hong Kong, Bang-
ladesh, the Republic of Korea, 
Indonesia, the Islamic Republic of 
Iran, Sri Lanka and Thailand are 
the largest markets in order of mag-
nitude for the 25 per cent of Pakis-
tan’s SITC 26 (mainly cotton) ex-

ports to the region.
Finally, for fixed vegetable oils 

and fats (SITC 42), Indonesia and 
Malaysia, the largest palm oil and 
kernel oil exporters, export respec-
tively 21.8 and 53.6 per cent of 
their exports to the region. For 
both countries, Singapore is a large 
re-export centre, absorbing all of 
Indonesia’s exports to the region 
and 23.1 per cent of Malaysia’s to-
tal exports. Malaysia exports 17.4 
per cent of its SITC 42 exports to 
India, 6.6 per cent to Pakistan and 
about 1.4 per cent to Bangladesh 
and the Republic of Korea.

The above analysis makes evi-
dent that important regional trade 
flows exist, particularly in respect 
to food products, with food de-
ficit countries of the region repre-
senting large markets for food sur-
plus countries. Over the longer 
run the pursuit of active food self- 
sufficiency programmes by most 
food deficit developing countries 
of the ESCAP region will have no 
doubt far-reaching consequences 
for the export market of food sur-
plus countries such as Thailand. 
Food products provide an impor-
tant area for regional co-operation 
in trade, particularly between 
South Asian and South-East Asian 
countries.
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IV. INSTABILITY AND DECLINING TREND  
IN PRIMARY COMMODITY TRADE

A. MOVEMENTS 
IN EXPORT PRICES 

AND EARNINGS

T he instability of the merchan-
dise export earnings of de-
veloping countries in the ESCAP 

region, which in the short term is 
considerably greater than that in 
developed countries, arises largely 
from dependence on primary com-
modities. This instability is greater 
in the case of the least developed 
countries, and the developing Paci-
fic island countries and territories, 
which depend predominantly on 
primary commodity exports. In 
these economies, the short-term in-
stability of export earnings was 
about twice as high as the regional 
average during the past two dec-
ades, which added to their already 
disadvantaged and fragile economic 
situation.1

For some countries, such as 
China and those in the Associa-
tion of South-East Asian Nations 
(ASEAN) group, export instability 
is compensated for by faster growth 
in the medium term. In the least 
developed and small islands, how-
ever, the combination of high in-
stability and low growth has a 
pronounced effect on export and 
economic performance.

The relative instability, which 
is calculated as the relative mag-

1 For a discussion of the causes 
o f instability and growth of all mer-
chandise export earnings, see the Survey,
1985, ch. IV, pp. 161-165.

nitude of fluctuation around the 
trend of the concerned variable,2 
and the growth performance of 
various groups of economies are 
depicted in figure II.8. It ap-
pears that the greater instability 
of overall merchandise export earn-
ings of country groups such as the 
least developed, small island, and 
ASEAN, directly relates to their 
greater dependence on primary 
commodities. Merchandise export 
earnings of the developed market 
economies and of the region’s new-
ly industrializing economies, which 
are mainly from manufactures, are 
much more stable.

Fluctuations in export earnings

2 
All indicators o f instability in this 

chapter are calculated in the form of 
instability indices. The instability index 
is defined as the ratio o f the standard 
error of estimated trend values over the 
mean value of the relevant variable. The 
trend is approximated as the coefficient 
o f variable t estimated from the log- 
linear regression of the form log (X) = 
a + b t where “X ” represents the relevant 
variable, and “t ” represents time. The 
index is a pure number and indicates 
the magnitude of fluctuations around 
the trend. For ease o f presentation, 
the decimal has been moved three digits 
to the right.

All money values are in United States 
dollars, and all data are obtained from 
official publications o f the United 
Nations and the Asian Development 
Bank, among others. The base for 
all serial indices extends from 1974 to 
1978. This time span helps avoid biases 
due to the selection of a single year 
bench mark; it covers almost one com-
plete economic cycle and conveniently 
lies between the first and second oil 
shocks.

arise from fluctuations in prices 
or quantities or in both. However, 
the magnitude of short-term in-
stability and the secular growth of 
merchandise trade receipts have 
often been significantly modified 
by compensating variations in prices 
and quantities. In the following 
sections of this chapter the trends 
in prices, quantities and earnings 
relating to the region’s trade in 
32 non-oil primary commodities 
of considerable socio-economic 
significance are analysed for the 
period 1964-1985. Many of these 
commodities are also of great signi-
ficance to the external world.

1. Short-term instability in
primary commodity trade

(a) Prices

With few exceptions, both the 
nominal and real (or deflated)3 unit 
values of primary commodity ex-
ports from the ESCAP region have 
shown large fluctuations during the 
period 1964-1985. The pattern of 
price instability, whether considered 
in real or nominal terms, varies 
greatly among commodity groups. 
For example, the prices of certain 
categories of food products, such 
as meat and fish, appear to be rela-
tively stable, while those of cereals, 
mainly rice and wheat, tropical 
beverages, such as coffee and cocoa, 
vegetable oils, and most raw mate-

3 Adjusted by the unit value index
of manufactured imports from the de-
veloped market countries.
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Figure II.8. Average instability indices and growth rates o f merchandise export earnings, 1964-1985 and 1973-  
1985

a  
Consisting o f  Cook Islands, Fiji, Papua New Guinea, Solom on Islands and Tonga. b  Consisting o f  Afghanistan, Bangladesh 

(1974-1985 only), Malaysia, Nepal, Samoa and V anuatu. c Excluding Singapore. d Consisting o f  Burma, India, Pakistan 
and Sri Lanka. e Consisting o f  Hong Kong, Republic o f  Korea, Singapore and Taiwan (a province o f the People’s Republic 
o f  China).

rials, are highly volatile (see table 
II .12).

The more moderate fluctua-
tions in world prices for meat and 
fish products are due to more stable 
supplies, existence of storage faci-
lities (mainly in Australia and New 
Zealand) and, unlike in agriculture, 
the absence of marked seasonal 
swings in output.

The instability index of current 
and deflated sugar prices over the 
past two and a half decades was al-
most twice as high as that of most 
other primary products, despite 
successive international agreements 
on this commodity. The volatility 
of sugar prices is due to several 
factors. Special trading agreements 
cover a large part of the trade, and 
a variety of protective and subsidy 
measures in the industrial market 
countries shift the burden of ad-
justment to changes in demand or 
supply to the small residual free 
market for sugar. Since only about 
one fifth of global annual produc-
tion is traded internationally at free 
market prices, even a moderate

production swing can produce a 
pronounced market impact. The 
greater instability in sugar prices 
also stems from production condi-
tions. First the crop yield and 
sugar content are sensitive to mar-
ginal changes in climatic conditions 
and second the long production 
cycle of 8 months (beet sugar) to 
15 months (cane sugar) causes a 
considerable lag in any production 
response to price changes. Other 
rigidities include the economic vi-
ability of successive harvests from 
the same cane crop, and the high 
(fixed) costs o f the processing plant 
and equipment.4

Rice and wheat, the two main 
staple food crops of the region, are 
also subject to volatile price swings. 
However, the major determinant of 
instability in their prices are condi-
tions of global demand and supply, 
including changes in stocks held in

4 IMF, Primary C om m odities –  
M arket D evelopm ents and O utlook
(Washington, D.C., May 1986), pp. 21-24.

the major importing and exporting 
countries.5

Other commodities subject to 
relatively pronounced price instabi-
lity include cocoa and coffee, co-
conut and palm oils, tropical wood, 
rubber –  mainly tree crops –  and 
wool and coal. One characteristic 
of most of these products is the 
delayed supply response through 
price-induced investments largely 
owing to a long gestation period 
before commercial production. 
Rubber, wool and coal prices also 
reflected the steep hikes in mineral 
oil prices during the mid-and-late- 
1970s. Oil price adjustments raised 
significantly the prices of synthetic 
or natural substitutes for these pri-
mary products. In addition, the 
major end uses of rubber, coal and, 
to a less extent, wool, are in cycli-
cally sensitive industries.6

5 See Survey, 1985, pp. 161-162.
6 IMF, Primary C om m odities  –  

M arket D evelopm ents and Outlook  
(Washington, D.C., May 1986), pp. 35, 
50 and 53.
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Aggregation over commodities, 
countries, as well as over time 
periods, however, hides considerable 
variations. The relative stability

in volumes in contrast to the higher 
instability in prices, as pointed 
out above, is partly attributable to 
such aggregation. There is generally

Table II.12. Instability indices of export values, volumes and unit values. Various categories of non-oil primary 
products from selected economies of the ESCAP region, 1964-1985

a much larger degree of instability 
in the volume of exports at the 
country level than is evident at the 
regional level. The commodities

1964-1973 1973-1985 1964-1985

Value Volume Unit
value

Value Volume Unit
value

Value Volume Unit
value

Foodstuffs

Meat and fish products

Beef, chilled and frozen 
Lamb, chilled and frozen 
Butter 
Milk, dry
Crustaceans and molluscs 
Fish products

16
10
14
24
10
30

12
4
5 

11
12
27

9
23
32
50
14
4

20
16
12
18
13
15

12
8

14
12
6
9

32
24
23
36
16
17

21
14
15 
26 
21 
33

15
8

12
17
14
34

25
29 
28 
44 
19
30

Cereals and fruit

Maize
Rice
Wheat
Banana
Pepper
Sugar, raw
Sugar, refined

12
15
13
15

9
20
46

10
7

12
14
13
4

20

43
40
20
15
27
48
79

23
16
23
12
23
25
50

20
8

14
7
7
9

24

27
39
48
16
32
62
68

20
20
21
17
22
33
61

17
8

14
15 
10

8
29

48 
55 
57
49 
34 
78 
99

Beverages and tobacco

Cocoa
Coffee
Tea
Tobacco, unmanufactured

20
8
5

12

9
24

3
13

29
40

6
12

25
32
15
16

12
4
4
8

50
52
26
18

27
27
17
19

16
16
4

15

52
52
28
21

Vegetable oils and oil-seeds

Coconut oil 
Copra 
Palm oil

15
11
20

10
10

7

30
31 
39

24
31
18

15
26

4

55
65
38

26
26
25

13
22

9

53
59
50

Agricultural raw materials

Cotton
Jute fibres
Logs, non-conifer
Sawn wood, non-conifer
Rubber
Wool greasy
Wool, non-greasy

18
13
10
22
20
19
21

13 
11

5
14
6 
3 
7

19
24
44
40
33
40
36

19 
12 
24
20 
16 
12 
14

24
12
13
18

3
8
8

20
36
64
31
34
20
22

18
13
28
25
21
17
21

21
12
31
22
4
8
9

25
32
66
43
42
38
39

Metals and ores

Aluminium and alloy 
(un wrought)

Coal
Copper ores and concentrates
Iron ores
Tin

35a

11d
43
19
10

24a

7d 
37 

9 
15

22a

24d
24
16
12

33b

26b
36b

14b47b

17b

8b13b

5b 24b

22b

64b29b
32b
26b

58c

41c
82e
40e
42e

44c

14c
60e
30e
33e

25c

78c
30e
40e
28e
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issues; and United Nations, Yearbook o f  International Trade Statistics, various issues.

a 1967-1973. b 1973-1984. c 1966-1984. d 1966-1973; Australian coal only. e  1964-1984.



for which export volume fluctua-
tions at the country level were con-
siderably higher than those at the 
regional level included cotton, cof-
fee, banana, sugar, rubber, cocoa, 
coconut oil, iron ore, copper, tin 
and bauxite. Supply factors often 
seemed to be more important than 
those affecting demand –  which 
in many cases was internationally 
determined.

Aggregation over time can also 
give an exaggerated sense of homo-
geneity. However, separate calcula-
tions of price instability for 1964- 
1973 and 1973-1985, as in table 
II.12, reveal greater instability 
in 1973-1985, which, as is well- 
known, was a period of great 
turbulence in the international 
economy. Since 1980, however, 
the major development dominating 
world primary commodities has 
been the secular decline in their 
prices.

(b) Earnings

An analysis of the data on the 
principal primary commodities of 
the developing ESCAP region re-
veals –  not surprisingly –  that, 
in general, short-term instability 
in commodity prices is consider-
ably more pronounced than that in 
commodity export earnings (table
11.12). Export earnings, in abso-
lute terms, are, by and large, stable. 
Adjustments in export quantities 
have evidently reacted to price va-
riations. However, the revealed 
instability in commodity-specific 
regional earnings is a result of a 
complex aggregation process and 
considerably understates the degree 
of short-term fluctuations in export 
earnings from a given commodity 
or in total commodity exports 
experienced at the country level. 
The aggregation process tends to 
dampen the amplitude of fluctua-
tions as differences in the timing 
and direction of the movements 
in price and quantity largely can-
cel out at the regional level. The

net result is that, with few excep-
tions, the degree of instability in 
export earnings from individual 
commodities or from all commo-
dities at the country level tend to 
be considerably higher, averaging 
at least twice as high as those 
registered by commodity-specific 
earnings on a region-wide basis.

Region-wide earnings on cere-
als, sugar, coffee and cocoa, copra, 
non-conifer logs and coal were 
more unstable than those on most 
other primary products during 1973- 
1985. This is to be expected from 
the highly volatile prices of these 
commodities, as discussed in sec-
tion 1 (a) above. Export earnings 
from most other commodities, with 
a few exceptions, despite compen-
sating variations in quantities, were 
also more unstable during 1973- 
1985. The exceptions appear to 
be milk, crustaceans and molluscs, 
fish products, banana, palm oil, 
rubber, tropical sawn wood, wool 
and some metals.

During 1973-1985, in the large 
majority of cases, commodity prices 
and earnings registered lower rates 
of growth. Sub-section 2 below 
examines the secular behaviour of 
commodity prices and earnings and 
provides the necessary background 
for the subsequent discussion on 
the implications of these develop-
ments for countries in the ESCAP 
region.

2. Trend declines

There is much controversy 
on both theoretical and empirical 
grounds concerning the compara-
tive behaviour over the long run 
of the export price trends of prima-
ry commodities and manufactures. 
Some of the major a priori argu-
ments and empirical findings are 
reviewed briefly in the Survey, 
1985. The evidence, on balance, 
appears to indicate that the com-
modity (or net barter) terms of 
trade tend to decline in the long 
run.7 This tendency is confirmed

by the falling trend in the unit 
values of primary export commodi-
ties as deflated by the unit value 
index of exports of manufactures 
from the industrial market coun-
tries over the relatively shorter 
period, 1964-1985.

(a) Prices

Annual rates of growth of the 
cereals and fruit group of commo-
dities averaged 5.3 per cent in nomi-
nal prices and, over 7 per cent in 
the case of beverages and tobacco, 
as well as of metals and ores during 
1964-1985. However, the real rates 
of growth in the prices of most 
commodities, obtained by deflating 
nominal prices by the cost of 
manufactures’ imports, declined at 
an annual rate ranging roughly 
between 1 and 5 per cent (table
II.13). The rate of decline was 
much sharper in most cases dur-
ing the sub-period 1973-1985.

The steepest falls for individual 
commodities were recorded by the 
cereals and fruit group –  with the 
real prices of rice and maize declin-
ing by 5.9 and 4.3 per cent an-
nually, and those for raw and re-
fined sugar by 7.4 and 9.3 per cent 
during 1973-1985. The real price 
of copper fell at the annual rate of
5.3 per cent during the same period, 
while that of wheat, pepper, co-
conut and palm oils and wool fell 
at a more moderate rate of 2-3 
per cent per year.

A variety of factors, affecting 
both demand and supply, were re-
sponsible for these large declines 
in real prices. As has been pointed

7 For a comprehensive survey and 
analysis o f issues and evidence, see J. 
Spraos, Inequalizing Trade: A  S tu d y  o f  
Traditional N orth /S o u th  Specialization  
in the C on tex t o f  Terms o f  Trade Con-
cepts (Oxford, Clarendon Press, 1983), 
pp. 21-68; and D. Evans, “The long 
run determ inants o f N orth-South  terms 
o f trade and some recent empirical 
evidence” , World D evelopm ent, vol. 15, 
No. 5 (O xford, Pergamon Journals Ltd., 
May 1987), pp. 657-672.
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out earlier, world demand for cere-
als became weaker as a consequence 
of higher levels of self-sufficiency

Table II.13. Average annual rates of growth. Deflated export values and unit values, and quantities of various 
categories of non-oil primary products from selected economies of the ESCAP region, 1964-1985
(Percentage)

1973-1985 1964-1985

Deflated
values Quantity

Deflated 
unit value

Deflated
value

Quantity Deflated 
unit value

Foodstuffs

Meat and fish products

Beef, chilled and frozen – 0.1 0.4 – 0.5 3.3 4.4 – 1.1
Lamb, chilled and frozen 1.0 1.8 – 0.8 1.5 1.6 – 0.1
Butter 1.1 1.4 – 0.4 – 2.5 – 0.6 – 1.8
Milk, dry 1.8 2.1 – 0.3 6.8 5.7 1.2
Crustaceans and molluscs 7.2 8.4 – 1.2 12.5 12.6 – 0.1
Fish products 20.5 21.6 – 1.0 15.9 17.6 1.7

Cereals and fruit

Maize 4.4 8.7 – 4.3 4.3 5.7 – 1.4
Rice – 2.2 3.7 – 5.9 0.4 2.4 – 2.0
Wheat 4.1 6.6 – 2.5 3.4 3.8 – 0.4
Banana 2.9 1.2 1.7 0.1 5.5 – 5.4
Pepper – 2.0 0.9 – 2.3 1.0 2.0 – 1.0
Sugar, raw – 6.4 1.0 – 7.4 1.4 2.6 – 1.2
Sugar, refined – 4.0 5.2 – 9.3 4.2 4.0 0.3

Beverages and tobacco

Cocoa 12.2 13.1 – 0.8 11.6 9.0 2.6
Coffee 7.9 7.5 0.4 7.9 6.3 1.6
Tea 3.9 2.3 1.6 – 0.4 1.7 – 2.0
Tobacco, unmanufactured – 0.4 – 0.6 0.2 2.8 3.2 – 0.4

Vegetable oils and oil-seeds

Coconut oil 2.3 4.8 – 2.5 4.3 5.8 – 1.5
Copra – 9.7 – 10.3 0.6 – 8.3 – 7.5 – 0.7
Palm oil 8.6 10.8 – 2.2 13.3 13.6 – 0.3

Agricultural raw materials

Cotton 5.1 6.5 – 1.4 3.1 3.5 – 0.4
Jute fibres – 6.2 – 5.1 – 1.1 – 8.0 – 4.0 – 4.0
Logs, non-conifer – 2.9 – 4.8 1.9 4.0 2.5 1.6
Sawn wood, non-conifer 4.3 4.2 0.1 9.0 8.1 0.9
Rubber – 0.6 0.9 – 1.5 0.4 1.6 – 1.2
Wool, greasy – 3.6 – 0.8 – 2.7 – 3.3 – 1.7 – 1.5
Wool, non-greasy 4.4 6.5 – 2.1 4.5 5.6 – 1.1

Metals and oresa

Aluminium and alloy (unwrought) 7.2 4.7 2.5 12.9 12.5 0.4
Coalb 10.1 8.2 2.0 15.0 10.6 4.4
Copper ores and concentrates – 3.6 1.7 – 5.3 9.0 11.9 – 3.0
Iron ores 0.4 0.1 0.3 6.2 8.6 – 2.4
Tin 1.0 – 2.0 3.0 3.1 1.0 2.2

Sources: FAO Production Yearbook, various issues; UNCTAD, Yearbook o f  International Comm odity Statistics, various 
issues; and United Nations, Yearbook o f  International Trade Statistics, various issues.

a  1973-1984 and 1964-1984 for copper, iron and tin; and 1966-1984 for aluminium and Australian coal. b  From 
Australia only.
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in food-importing countries, includ-
ing those in the ESCAP region, 
while at the same time excess sup-

plies emerged in developed market 
economies as a result of increased 
subsidization of production of edi-



ble food grains, especially cereals 
such as wheat and rice. Some food 
grains such as maize, which were 
also used as animal feed, also faced 
severe competition from other sub-
stitutes, including cassava, soybeans 
and, to a less extent, oil-seed and 
oil-nut cakes.

There are a few commodities –  
most notably banana, tea, tropical 
hardwood, aluminium and tin –  
whose prices exhibited a rising 
trend of between 1.5 and 2.0 per 
cent annually in real terms in the 
past decade. The movements of 
banana and tea prices were, by and 
large, in the nature of recovery 
from serious falls in their real 
prices, reaching 11 and 6 per cent 
per year respectively, during 1964- 
1973 as a result of oversupplies. 
Price movements of the other com-
modities reflected generally favour-
able demand factors, including the 
lack of competitive substitutes. In 
the case of tin, this was also attri-
butable to the combined influence 
of buffer-stocking operations and 
export controls carried out under 
a series of international agreements. 
In fact, the International Tin Coun-
cil had been successful in its de-
fense of the floor prices for this 
commodity in the years prior to 
1985.8 Aluminium prices rose 
largely because of increases in the 
price of oil, since its production 
is highly energy-intensive.

(b) Earnings

The adverse impact of declines 
in real world commodity prices on

export earnings in the ESCAP re-
gion was, in most cases, moderated 
by increases in the volume of ex-
ports. For most commodities in 
the food, beverages and tobacco 
group, the increase in volume aver-
aged from 4 to 6 per cent during 
1964-1985 or the sub-period 1973- 
1985, generally offseting real price 
declines. Raw materials, in con-
trast, which had experienced a high 
rate of growth in export volumes –  
ranging from 5-6 per cent annually 
for vegetable oils, oil-seeds and 
other agricultural raw materials, to
18 per cent for metals and ores over 
1964-1973 –  suffered a sharp fall- 
off in the growth rate of their ex-
port quantities to below 2 per cent 
per year during 1973-1985.

Among the commodities whose 
real earnings were hardest hit by 
relatively unfavourable prices and/ 
or lower growth in export volume 
were copra, sugar, jute fibres, greasy 
wool and copper. Real earnings 
from copra fell between 8 and 9 
per cent annually throughout the 
last two and a half decades, largely 
because of falling export quantities. 
This, in turn, was due to the greater 
degree of local-processing of copra 
into coconut oil to obtain higher 
value added for export. The vol-
ume of coconut oil exports, for 
example, expanded more strongly 
at a rate of almost 5 per cent per 
year during 1973-1985, more than 
offsetting the negative trend in real 
prices for over two decades.

Jute presents an exceptional 
case as it is one of the few prima-
ry products subject to substantial 
commodity substitution through 
technological innovation.9 Develop-
ing countries of this region, prin-
cipally Bangladesh, India and Thai-
land, which account for over 95 
per cent of the global export value

and volume o f this commodity, 
have suffered a substantial decline 
in real earnings, averaging 8 per 
cent annually over 1964-1985. Ap-
proxim ately one half o f  this decline 
was due to  adverse price trends as 
demand shifted toward cheaper 
synthetic substitutes, primarily 
polypropylene. The other half was 
attributable partly to  a decline in 
exportable surplus which arose 
from shifts to other crops, such as 
rice, and partly to  increased local 
spinning and processing o f  this 
fibre. Annual ju te  production in 
Bangladesh, for example, was es-
timated to  have fallen from an aver-
age o f around 7 million bales dur-
ing 1969/70 and 1970/71 to  about
5.5 million during the decade end-
ing in 1982/83.10

The region’s sugar producers 
were most severely affected by a 
fall in free market prices, which in 
real terms, recorded the steepest 
rate o f  decline, almost 10 per cent, 
during 1973-1985. Real earnings 
on this commodity therefore de-
creased by about 4 per cent an-
nually during the same period, 
in spite o f  a notable increase of 
over 5 per cent per year in the 
export volume o f refined sugar. 
Among the major factors behind 
sugar price trends are excess sup-
plies in a market subject to  signi-
ficant degrees o f policy interven-
tion concerning conditions o f pro-
duction and consumption, as noted 
earlier.

Palm oil and rubber producers 
were also confronted with adverse 
trends in prices which, in real terms, 
fell by an annual average rate of 
4 and 5 per cent respectively for 
1964-1973. The rate o f decline 
m oderated to  2.2 per cent for palm 
oil and 1.5 per cent for rubber in 
1973-1985. A significant growth 
in export volumes, which reached

10 Takamasa Akiyama, “Ju te  supply
response in Bangladesh” , World Bank
S taff C om m odity Working Papers, No.
13 (1985), p. 16.
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8 The sixth International Tin Agree-
m ent broke down in O ctober 1985 
owing, among other causes, to sub-
stantial net forward m arket purchases 
in support of tin  prices during a period 
o f  excess supplies. These forward pur-
chases enabled control over larger quan-
tities of the metal than the specified 
maximum size for the buffer stock.
See C.L. Gilbert, “In ternational com-
m odity agreement: shadow and sub-
stance” , World D evelopm ent, vol. 15, 
No. 5 (Oxford, Pergamon Journals 
Ltd., May 1987), pp. 595 and 609-610.

9 
K. Raffer, “ Unfavourable speciali-

zation and  dependence: the  case o f  p e ri-
pheral raw  m aterial exporters” , World 
D evelopm ent, vol. 15, No. 5 (Oxford, 
Pergamon Journals L td., May 1987), 
p. 706.



an annual rate of 17 and 11 per 
cent for palm oil during 1964-1973 
and 1973-1985 respectively, more 
than offset the adverse impact of 
price on earnings. The real value 
of palm oil exports expanded by 
an average of over 13 per cent per 
year during the last two and a half 
decades. Higher export volumes 
also contributed to large increases 
in real overall earnings on cocoa, 
coffee and coconut oil despite un-
favourable price trends in the last 
decade or so. In contrast, nominal 
earnings on rubber export barely 
kept up with the rising prices of 
imported manufactures owing to 
much lower growth in export 
volumes (table II.13).

The commodities displaying 
the most rapid rate of growth in 
export volumes from the ESCAP 
region, in spite of relatively un-
favourable real prices, belong to the 
subgroup of fishery products in 
the food category. Induced by 
strong world demand and favour-
able prices in the 1960s,11 the 
export volume of fishery products 
accelerated from an annual growth 
rate of less than 4 per cent during 
1964-1973 to almost 22 per cent 
in the following decade. Such high 
growth was sustained despite the 
falling trend in real prices for these 
products of about 1 per cent 
per year, a rate of secular decline 
steeper than for most other kinds 
of food exports. It contributed to 
earnings growth, in real terms, of 
20 per cent annually during 1973-
1985 (table II.13).

The ESCAP region accounts 
generally for about one third of 
the global trade in crustaceans and 
molluscs. Although real prices of 
these commodities were falling by
1.2 per cent per year during 1973- 
1985, export quantities expanded 
by 8.4 per cent, thus helping to 
sustain an annual growth of 7.2

11 Prices in real terms were rising 
by about 2.8 per cent annually over 
the years 1964-1973.

per cent in real earnings on cru-
staceans and molluscs. The growth 
of this particular group, however, 
has been limited largely by the 
rapid depletion of available re-
sources: the export volume of cru-
staceans and molluscs used to grow 
by almost 16 per cent annually 
during 1964-1973. Given the rela-
tively high income elasticity of 
demand for these products, and the 
health-related shift in demand to-
ward poultry and fishery products 
generally, aquaculture represents a 
potentially attractive option for 
producers of this region.

B. CONSEQUENCES OF 
DECLINING TRENDS 

IN COMMODITY PRICES

1. The impact of 
declining terms of 

trade and price instability

The consequences of instability 
and the secular decline of primary 
commodity export earnings are 
transmitted into the overall econo-
my through a variety of channels. 
There is the cumulative or mul-
tiplier effect of these export-sector 
constraints on the size and stability 
of income flow received by export 
producers and the government, and 
on the reserve base and money sup-
ply. The structure of domestic 
prices and costs, and the expecta-
tions of consumers and investors 
are also altered, sometimes perver-
sely, giving rise to lower investment 
and sub-optimal allocation of re-
sources. To some extent, these 
interactive effects may be offset 
by government counter- cyclical 
measures, but the operation of 
these measures themselves involves 
considerable opportunity cost in 
both the short and long term. Fur-
thermore, there are problems re-
lating to the adequacy, timeliness, 
and assymetrical nature of govern-
ment intervention.

The most striking impact of 
instability and growth in export

earnings on the domestic economy 
relates to that on merchandise 
imports. Cross-sectional evidence 
from a sample of 26 developing 
economies of the ESCAP region 
indicates a very close interde-
pendence in terms of both instabi-
lity and growth between export 
earnings and import expenditure.12 
The rank correlation coefficient, 
significant at the 1 per cent level, 
between instability in export earn-
ings and import expenditure reached
0.80 during 1973-1985, and 0.76 
for export earnings growth and im-
port expenditure growth during the 
same periods. These results imply 
a substantial and possibly increas-
ing13 degree of interdependence 
between developing and developed 
market economies in the glo-
bal commodity and financial 
markets.14

The substantial decline in the 
real prices of a wide range of 
primary commodities produced in 
the ESCAP region during the last 
decade has been partly caused 
by the rising productivity, especial-
ly in agriculture, since the 1970s.15 
While the gains in agricultural pro-
ductivity have largely served to 
achieve the goal of attaining greater 
food security in the region, they 
have also benefited external con-
sumers of a considerable number 
of commodities –  notably rice, 
pepper, sugar, rubber and palm oil —

12 For a perspective on the chang-
ing nature of this interdependence, see 
the present Survey, part one, ch. I.

13 The rank correlation coefficients 
for the entire period 1964-1985 were 
slightly lower.

14 UNCTAD, Compensatory Financ-
ing o f  E xport Earnings Shortfalls (United 
Nations publication, Sales No. E.85. 
II.D.3), p. 6; and A. Maizels, “Com-
modities in crisis: an overview o f
the main issues” , World Development, 
vol. 15, No. 5 (Oxford, Pergamon 
Journals Ltd., May 1987), p. 539.

15 See the present Survey, part two, 
ch. II.
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through cheaper import prices. To 
the extent that these gains have 
been passed on to importers –  
despite the increasing importance 
of intraregional and South-South 
trade, a large share of the commo-
dity exports of the developing 
ESCAP region are still destined for 
developed countries outside the 
region16 –  this implies a substantial 
transfer of resources outside the 
region.

While the benefits of increased 
commodity production have been 
partly shared by the region’s trad-
ing partners, many of the resultant 
social costs, not reflected in com-
modity prices, have to be borne 
by the region’s producers. Such 
costs, largely unmeasurable, arise 
from the external diseconomies 
imposed by the depletion of natu-
ral resources, such as forests, clean 
air and water and the negative eco-
logical effects of increased use of 
fertilizers and other chemicals (see 
box II.8).

2. An estimate o f  
terms-of-trade losses

As discussed above, most pri-
mary commodity producing coun-
tries in the ESCAP region have 
been able to more than compensate 
for the adverse trends in relative 
prices through higher export vol-
umes, resulting in some, if in-
adequate, growth in their capacity 
to import. On the average, pro-
ducers of meat and fish products, 
beverages and tobacco, and metals 
and ores recorded the highest rate 
of growth in their income terms 
of trade and hence import capabi-
lity (figure II.9). Nevertheless, such 
capability would have been much 
larger had the commodity (or net 
barter) terms of trade been more 
favourable. In fact, it often fell 
considerably short of their import 
requirements. This erosion or lack 
of satisfactory growth in the pur-

16 Ibid., ch. III.

chasing power of primary com-
modities has been the prime mover 
for attempts at export diversifi-
cation –  principally of manufac-
tures –  in the developing countries 
of the region.

Any attempt to quantify the 
(potential) income losses through

adverse terms of trade on the basis 
of ex-post commodity trade data 
is an extremely difficult empirical 
exercise. Generally, the available 
data and information on complex 
international trade flow matrices 
at specific country levels are either 
inadequate or highly aggregated.

Box II.8. Growing environmental concerns 
about commodity trade

The need to  export larger volumes 
o f com m odities to  sustain or increase 
export earnings in the face o f declin-
ing prices and terms o f trade has led 
to bo th  extensive and intensive use o f  
land and other natural resources by 
m any developing countries o f the 
region. The consequent rapid deple-
tion and  degradation o f  these resources 
have caused serious concern about 
environm ental issues in the region. 
While, in general,, the developing coun-
tries in the region have shown growing 
awareness o f  environm ental deteriora-
tion, whose costs are often neglected 
when policy decisions are made, 
the compelling necessity o f  generating 
enough exports to  pay for their im-
p o rt needs often  does no t leave them 
enough room  for manoeuvre.

An im portan t environmental con-
cern relates to  the region’s forestry 
resources, which have contributed  to its 
prim ary com m odity  exports. In 1980 
forests accounted for 21 per cent o f  the 
region’s land area, com pared with a 
32 per cent average for the entire 
world. The region originally had a 
sizeable coverage o f  closed broad-
leaved, open broad-leaved, coniferous 
and bam boo forests. They have been 
depleted at the annual rate o f  bet-
ween 0.6 and 2.0 per cen t in recent 
years.a

W hether for dom estic needs or for 
exports, com m ercial logging through-
ou t the region has caused the loss o f 
m ature  trees and associated damage 
such as loss o f non-targeted trees and 
vegetation. Soil erosion, including 
tha t associated w ith the opening up 
o f  roads and tracks to  forest areas, 
increase in water-logging and  salinity

and extinction o f species, are some 
o f the o ther consequences o f  the 
deforestation process. A mong the 
various subregions o f  Asia and the 
Pacific, South-East Asia has the 
highest rate o f forest degradation 
from logging. The high value o f  trop i-
cal hardw ood, coupled with the rich-
ness o f the dipterocarp forests, has 
made the subregion one o f  the w orld’s 
major exporters o f  hardw ood.

D eforestation in the region has 
also taken place owing to  the exten-
sion o f  crop agriculture to  forest 
lands to  m eet the growing demand 
for food as well as export needs. Crop 
production in recent years has been 
expanded through enhanced producti-
vity owing to the use o f chemical 
fertilizers and pesticides. Cross-coun-
try  com parison in the generally land-
scarce Asian countries indicates tha t 
the intensity o f  their use tends to rise 
with the  overall level o f development. 
However, the  increasing use o f  pesti-
cides and o ther chemicals increases 
the  risks to  hum an health and the lives 
o f  o ther species. Continuing long-term 
exposure to  pesticides and chemical 
residues in food, w ater and the air 
is hazardous. Children are particularly 
vulnerable to  these hazards. It is 
difficult to  estim ate the exact extent 
o f  damage. I t is generally known 
th a t pesticides poison hundreds of 
thousands o f people and kill many 
thousands o f others each year in de-
veloping countries. The problem  may 
be m ore serious in the Asian and 
Pacific region owing to  the high 
popula tion  density, the non-existence 
o f appropriate regulations or lack 
o f  strict enforcem ent o f  regulations, 
inadequate inform ation and train-
ing opportun ities for safe use, and 
high rates of soil erosion, which lead 
to  pesticide contam ination o f the 
environm ent.
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m en t in Asia and  the Pacific, Volum e  
One: Sum m ary  (ECU/OES/M CEA/ 
PM/4), p. 11.



Figure II.9. Average annual percentage change in the commodity and 
income terms of trade of various categories of non-oil primary products, 
1964-1985 and 1973-1985

a 1964-1984 for copper, iron and tin; and 1966-1984 for aluminium and 
Australian coal. b 1973-1984.

Furthermore, merchandise trade 
consists of a variety of classes and 
categories of goods whose different 
weights in exports or imports are 
not available in sufficient detail. 
In addition, the rapid changes in 
the composition of exports from 
rapidly growing economies –  the 
newly industrializing economies and 
ASEAN in particular –  complicate 
the analysis.

Apart from the difficulties 
of availability of data mentioned 
above, the estimation of terms-of- 
trade losses requires a satisfactory 
analytical framework, which takes

account of not only non-linearities
in supply and demand but also their 
interaction in a general equilibrium 
model. Such an effort is clearly 
beyond the scope of the present 
study and is, in any case, not easy 
to achieve at a satisfactory level 
of aggregation.17

The estimates attempted below

are more narrowly focused and 
much less ambitious in scope : they 
relate only to the losses of potential 
earnings by commodity producers 
in the ESCAP region as a result of 
lower trend growth in their export 
prices relative to those associated 
with imported manufactures. The 
estimation approach draws upon 
available time series data on the 
quantities of commodity exports, 
and on nominal as well as real 
earnings from these commodities.

The results, like those obtained 
by other approaches, present only 
order-of-magnitude approximations 
and need to be used with the 
greatest caution and the awareness 
that they are based on several 
working assumptions –  including 
unchanged ex ante demand and 
supply schedules, and hence prices 
of both the primary commodities 
and the manufactures traded. These 
assumptions are unlikely to hold 
if commodity prices rise so as 
to eliminate the disparity in the 
rate of growth in commodity ex-
port and manufacture import unit 
values. In particular, higher re-
alized earnings on primary exports 
would induce increased supplies in 
the medium term, higher import 
demand and domestic expenditure. 
Higher raw material costs would 
affect both demand and inflation 
in the countries which export 
manufactures thus giving rise to 
another series of complex inter-
actions in both the primary ex-
porting and importing countries.

In spite of the many con-
ceptual and statistical limitations 
noted above, the results of this
approach imply an income loss of 
about $20 billion to the producers
of the 32 significantly important 
non-fuel primary commodities dur-
ing 1964-1985, with about four 
fifths of the loss concentrated 
in the period 1973-1985 (table
11.14). These estimated losses were 
equivalent to 70 and 88 per cent of 
the increase in nominal commodity 
export earnings during these respec-
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17 However, for a country-level exer-
cise see B. Gibson, N. Lustig and L. 
Taylor, “Terms of trade and class con-
flict in a computable general equilibrium 
model for Mexico” in Journal o f  De-
velopment Studies, vol. 23, No. 1 (Octo-
ber 1986), pp. 40-59.



Table II.14. Estimate of cumulative losses of potential export earnings on various categories of non-oil primary 
products from selected economies of the ESCAP region owing to declining commodity terms of trade, 1973-1985 
and 1964-1985
(Millions o f  US dollars)

1973-1985 1964-1985

Cumulative earnings Cumulative earnings

Current D eflated
E stim ated

loss Current D efla ted
E stim ated

loss

F oodstuffs 6 455.9 380.0 6 075.9 9 191.9 2 277.1 6 914.8

Meat and fish products 
O f which:

2 782.5 – 23.3 2 805.8 4 607.5 1 982.9 2 6 24.6

Beef, chilled and frozen 
Crustaceans and molluscs

228.3 
1 615.2

– 689.1
713.5

917.4 
901.7

1 101.5
2 072.4

335.1 
1 316.1

766.4
756.3

Cereals and fruit 
O f which:

3 673.4 403.3 3 270.1 11 523.4 294.2 11 229.2

Rice
Wheat

383.2 
1 844.2

– 608.3
935.7

991.5
908.5

907.2 
1 855.4

– 350.3
656.6

1 257.5 
1 198.8

Beverages and tobacco  
Of which :

2 673.5 1 111.9 1 561.6 2 855.9 818.8 2 037.1

Tea 1 154.7 424.8 729.9 1 068.1 – 108.5 1 176.6

Vegetable oils and oil-seeds 
Of which:

2 640.4 1 256.7 1 383.7 2 959.2 1 419.6 1 539.6

Palm oil 2 120.8 1 201.3 919.5 2 369.5 1 506.1 863.4

Agricultural raw materials 
O f which:

2 802.1 – 2 576.9 5 379.0 5 687.9 – 852.5 6 540.4

Cotton
Logs, non-conifer 
Rubber

690.4
32.3

902.7

227.3
– 962.1
– 675.1

463.1 
994.4 

1 577.8

858.5 
1 152.1 
1 526.5

349.5
447.4

– 617.1

509.0 
704.7 

2 143.6

Metals and  oresa 
Of which :

5 285.9 2 227.8 3 058.1 7 483 .0 4 905.9 2 577.1

Iron ores 
Tin

953.5
500.5

186.9
4.2

766.6
496.3

1 632.2  
820.6

1 030.0 
264.7

602.2
555.9

Total 19 857.8 2 399.5 17 458.3 28 177.9 8 568.9 19 609 .0

,koobraeY noitcudorP OA F :secruoS  various issues; UNCTAD, Yearbook o f  International C om m odity  Statistics, various issues; 
and United Nations, Yearbook o f  In ternational Trade Statistics, various issues.

a 1973-1984; and 1964-1984 for iron and tin.

tive periods.18 These estimates of 
the income losses suffered by the 
primary producing countries of the 
ESCAP region are comparable with 
the United Nations Conference on 
Trade and Development (UNCTAD) 
estimates that the loss of foreign 
exchange earnings by 48 develop-

18 In comparison, losses o f potentia l 
income reached only one quarter o f 
the increase in nominal export earnings 
during 1964-1973.

ing countries owing to the fall 
in commodity prices over 1980-
1983 was in the region of $28 
billion, equivalent to about 28 
per cent of their cumulative cur-
rent account deficits, and to 
almost one half of their cumula-
tive debt accumulation during the 
period.19

Although both the develop-
ing economies of the ESCAP 
region and the two primary com-
modity exporting developed econo-

mies, Australia and New Zealand, 
suffered heavily from the decline 
in primary commodity prices dur-
ing the last decade, the loss was 
much greater for the developing

19 UNCTAD, Trade and  D evelop-
m en t R eport, 1985  (United Nations 
publication, Sales No. E. 85. II. D. 16), 
p. 79. The estim ated losses reached 
$38 billion during 1980-1984. See 
UNCTAD, Trade and  D evelopm ent R e -
port, 1986  (United Nations publication,
Sales No. E.85.II.D .5), p. 46.
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economies. While these economies 
suffered an estimated decline of 
$10.93 billion or 91 per cent of 
their cumulative nominal commo-
dity export earnings during 1973- 
1985, the corresponding figures for 
Australia and New Zealand were 
$6.53 billion and 83 per cent. 
These losses more than offset the 
gains during the commodity boom 
period of 1964-1973, in which 
producers of beef, powdered milk 
and a variety of minerals (except 
tin) gained substantially in real 
terms. For Australia and New 
Zealand, such a gain totalling $0.5 
billion, was equivalent to almost 
a quarter of the cumulative growth 
in nominal export earnings on these 
commodities.

The above estimates of losses 
in potential export income borne 
by commodity producers in the 
ESCAP region, like others made 
on the basis of movements in the 
net barter and income terms of 
trade, must be regarded as broad 
order-of-magnitude rather than 
as precise estimates. Nevertheless, 
these losses are substantial in ab-
solute terms or in relation to other 
relevant financial flows. Between 
1973 and 1985, for example, the 
non-oil merchandise trade deficit of 
the developing primary exporters 
of the ESCAP region registered 
a combined increase of over $11.28 
billion.20 Another telling compari-
son is that the combined amount 
of official development assistance 
to the developing ESCAP region 
(excluding the newly industrializing 
economies) rose by $3.73 billion 
in the same period,21 or approxi-
mately one third of the estimated 
potential income losses.

20 Consisting o f $109 million from 
the developing Pacific islands, $873 mil-
lion from the least developed countries, 
$8,054 million from ASEAN (including 
Brunei Darussalam bu t less Singapore, 
a newly industrializing economy), and 
$2,245 from South Asian countries.

C. WELFARE EFFECTS OF 
FALLING COMMODITY 

PRICES IN THE DEVELOPING 
ESCAP REGION

There is growing concern that 
the economic difficulties facing 
the developing countries since the 
beginning of the current dacade, 
and –  in the context of the ESCAP 
region –  largely related to the fall 
in prices of primary commodities, 
have a distinct welfare dimension 
(or “human face”) which deserves 
greater attention.22 Earlier at-
tempts to treat these difficulties 
purely as problems of economic 
adjustment and efficiency not only 
have been inadequate, but have 
created additional socio-economic 
problems and tensions. However, 
owing to the continuing neglect 
of the welfare aspects of economic 
development, the statistical data 
for analysing them are not general-
ly available in sufficient detail or 
timeliness. Nevertheless, on the 
basis of the data available an at-
tempt is made below to assess the 
direct or specific effects –  on the 
incomes of commodity producers, 
employment, poverty and real 
wages. Additionally, the indirect 
or more general economic and 
social effects brought about largely 
as a result of enforced curtailment 
of expenditure in pursuance of 
adjustment policies are examined.

1. Direct effects

The impact of low commodity 
prices on income and employment 
depends on the nature of the crop 
produced, as well as the institutional

21 Consisting of $112 million to the 
developing Pacific islands, $894 million 
to the least developed countries, $854 
million to  ASEAN (excluding Singapore), 
and $1,870 to South Asian countries.

22 See UNICEF, A djustm ent with 
a Human Face, Vol. 1, Protecting the
Vulnerable and Promoting Growth, G.A. 
Cornia, R. Jolly and F. Stewart, eds. 
(Oxford, Clarendon Press, 1987), p. 94.

structure of its production. The 
severity of the impact also varies 
according to whether it is of short-
or long-term nature. For annual 
crops a short-term price decline 
is relatively easily borne by the 
farmer who can switch to other 
crops if it is technically feasi-
ble to do so. Its impact can be 
softened if credit is available or 
crop insurance schemes exist, which 
is generally not the case. As a 
result, the farmer is forced to shift 
to a less remunerative crop –  to 
the extent such a shift is technically 
feasible. For example, with a fall 
in jute prices, some jute growers 
may shift to paddy cultivation 
while others may not have such 
an option. Since rice requires a 
higher input of water than jute, 
jute growers in flood plains and 
lowlands are able to shift easily 
to rice production but those cul-
tivating upland and medium lands 
find such a shift difficult or even 
impossible. The adjustment to 
lower prices is also harder on the 
hired worker, who is likely to  be 
thrown out of employment or 
suffer a reduction in real wages, 
than the peasant cultivator who 
may have other sources of income 
and ownership of assets providing 
him some security.

For producers of permanent 
crops, both short- and long-term 
adjustments are more difficult and 
costlier. Where production is or-
ganized in smallholdings, as is 
the case for most commodity pro-
duction in the region,23 a price 
fall has to be absorbed by the 
small-holder as a loss of income. 
In plantations, where wage em-
ployment is the norm, low prices 
are more likely to press wages 
rather than profits down, unless 
public intervention, trade union 
pressure or labour shortage should 
prevent it.

Data on change in employ-
ment, wages and income over time
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are generally not available for the 
rural agricultural sector of the 
economies in the ESCAP region. 
The inadequate data available in-
dicate a worsening of the employ-
ment and income situation of 
farmers and workers in the agri-
cultural sector where a large con-
centration of poverty already exists.

That the prices received by the 
producers of annual export crops 
move very closely with export 
prices –  though the gap between 
the two has varied over time –  is 
clearly seen in the cases of rice in 
Thailand and of jute in Bangladesh 
(see figure II.10). When the price 
of rice falls, not only farmers 
with marketable surpluses suf-
fer a reduction in their income 
but a sizeable section of the farm-
ing community is also affected. 
The 24 per cent of rice farmers 
in Thailand whose holding size 
does not exceed 1.6 hectares and 
who already live below the pover-
ty line may gain marginally to 
the extent that they meet their 
rice consumption requirements by 
market purchases –  although this 
is offset by decline in wage in -
comes. However, the two thirds 
of the rice farmers in Thailand 
who have farm holdings of 1.6 
to 6.4 hectares were badly hit 
when rice prices at the growers’ 
level were pushed to $110 in 1985 
and $102 in 1986, as many of such 
farmers were pushed below the 
poverty line.

Sugar is another commodity 
which has been hit hard by re-
cent price declines in the inter-
national market. The Philippines 
and Thailand are the two coun-
tries worst affected. Whereas in 
Thailand a 70:30 per cent revenue- 
sharing arrangement between the 
planters and millers has largely 
succeeded in mitigating the un-
favourable effects on the farmers, 
the consequences have been catas-
trophic for plantation workers in 
the Philippines, where low com-
modity prices were a major factor

Figure II.10. Domestic and export prices o f jute and rice, 1980-1986
($U S/ton)

of economic decline during 1983-
1985. The Philippines, which pro-
duced an average of 20 million 
tons of sugar-cane between 1979- 
1984 with an employment of above 
300,000 workers, saw its sugar 
production fall to 16 million tons 
as a result of reduced quotas by 
importing countries, bringing about 
a corresponding fall in employ-
ment levels.

These developments have re -
sulted in the rising indicence of 
poverty in rural Philippines, which 
is estimated at 62 per cent com-
pared with 56 per cent in the urban 
areas. Relative poverty in rural 
areas has worsened over the years, 
as witnessed by a decline in the 
ratio of average rural family income 
to average urban family income 
from .67 in 1975 to .46 in 1985. 
Real wages in agriculture fell by 
about a quarter during 1980-1984; 
sugar-cane workers in Negros Islands

and Central Luzon suffered the 
most.

Prices of tea, which have been 
well below their 1980 level during 
the years through 1981-1987, with 
the exceptions of 1983 and 1984, 
have affected economic welfare 
in Sri Lanka, not only because 
tea workers form the largest seg-
ment of agricultural workers but 
also because of their impact on 
government revenues generated by 
tea estates which mostly belong 
to the public sector. Although 
real minimum wages have been 
maintained in the face of falling 
tea prices and rising consumer goods 
prices, many of the welfare pro-
grammes, including food subsidy 
schemes, had to be curtailed. Tea 
and other plantation workers in 
Sri Lanka, besides being generally 
low paid and economically vulner-
able, are socially disadvantaged and 
have limited scope for mobility.
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Many of the workers employed 
are women and youth and their 
hardship tends to increase in times 
of low prices.24

Rubber prices have fallen al-
most uninterruptedly since 1980 
to about half their levels in 1985. 
Real wages for rubber-tappers fell 
by 10.5 per cent in 1984 over 
1980. In 1983, a year in which 
rubber prices firmed up somewhat, 
the percentage of poor households 
rose to 61 per cent, compared with
41.3 per cent in 1980 (see table
11.15). In Malaysia, almost all pri-
mary producing households, ex-
cept oil palm smallholders, had 
a high proportion of poverty in
1980 at the beginning of the cur-
rent commodity recession, which 
generally increased in 1983.

24 See K. Jayawardena, The Planta-
tion Sector in Sri Lanka: R ecent Changes 
in the Welfare o f  Children and Women, 
in R. Jolly and G.A. Cornia, The Im pact 
o f  World Recession on Children (Oxford, 
Pergamon Journals Ltd., 1984).

2. Indirect effects

The macro-economic and bal-
ance-of-payments impacts of the 
recession in primary commodities 
get easily translated into cut-backs 
in investment and government ex-
penditures. The adjustment pro-
cess, which is inevitable in any 
case, is further accentuated if the 
country is a significant borrower 
in the international market or ap-
plies for stand-by credits from 
the International Monetary Fund 
(IMF) or structural adjustment loans 
from the World Bank to help tide 
over the balance-of-payments dis-
equilibrium. In the first half of 
the 1980s there was a sudden jump 
in the number of developing coun-
tries seeking such assistance as a 
result of the abrupt cutting off of 
the supply of external finance at 
the same time as their foreign ex-
change earnings were being eroded 
by declines in primary commodity 
prices. As many as 13 countries 
in the region had IMF-assisted ad-
justment.

In assisting a developing coun-
try undergoing programmes of non- 
transitory balance-of-payments dif-
ficulties during 1980-1985,25 IMF 
and the World Bank, at the re-
quest of the Government of that 
country, prepare a package o f do-
mestic policies designed to correct 
such imbalance. Such policy pack-
ages have in recent years been 
subjected to considerable unfavour-
able comment from both the re -
cipient countries and independent 
analysts. The burden of this cri-
ticism has been that they are in 
conflict with the pursuance of 
growth and pay little attention 
to the problems of distributive 
justice.26 However, many analysts

2 5  These were Bangladesh, Burma, 
China, India, Lao People’s Democratic 
Republic, Nepal, Pakistan, Philippines, 
Samoa, Solomon Islands, Sri Lanka 
and Thailand.

26 See, for instance, S. Dell, “ Stabi-
lization: the political economy of
overall”  in J. Williamson, ed., IM F Con-
ditionality  (Washington, D.C., Institute
for International Economics, 1983).

Table II.15. Peninsular Malaysia. Number of poor households by sector, 1983a

Total
households
(Thousands)

Total poor 
households 
(Thousands)

Incidence  
o f  poverty  

(Percentage)

Percentage 
among poor

Rural 1 489.5 619.7 41.6 86.4

Agriculture 906.6 497.6 54.9 69.4

Rubber smallholders 405.8 247.9 61.1 34.6
Oil palm smallholders 23.0 1.5 6.5 0.2
Coconut smallholders 31.0 10.1 32.7 1.4
Padi farmers 138.9 75.0 54.0 10.5
Other agriculture 161.7 87.3 54.0 12.2
Fishermen 40.5 18.1 44.7 2.5
Estate workers 105.7 57.7 54.6 8.0

Other industries 582.9 122.1 20.9 17.0

Urban 881.2 97.9 11.1 13.6

Mining 5.2 2.1 41.0 0.3
Manufacturing 222.2 28.0 12.6 3.9
Construction 38.0 5.2 13.7 0.7
Transport and utilities 92.3 14.4 15.6 2.0
Trade and services 523.5 48.2 9.2 6.7

Total 2 370.7 717.6 30.3 100.0

Source: Malaysia, Fourth Malaysia Plan 1981-1985 (Kuala Lumpur, 1981), p. 80, table 3-2.

a The calculations took into consideration the effects of programmes implemented during the latter part of the 1970s and 
the period 1981-1983 as well as changes in other factors, such as prices and costs.
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point out that at least in the 1960s 
and 1970s “the costs associated 
with the external adjustment ef-
fort appear to have been less severe 
than has sometimes been suggested 
by participants in the controversy 
on Fund conditionality” 27

In the 1980s, however, the 
adjustment policies began to hurt 
more severely as the period was 
characterized by greater external 
shocks and decline in resource in-
flows to developing countries. Al-
though the policy packages contain 
a number of specific elements and 
some, such as supply expansion 
policies and institutional policy re-
forms, are designed specifically to 
promote growth, an essential ele-
ment of all adjustment policy 
packages is on demand restraint 
policies. According to an IMF 
study of 78 Fund-aided adjustment 
programmes,28 it appears that de-
mand restraint policies were im-
plemented in almost all the coun-
tries analysed. For example, limits 
on credit expansion were applied 
in 99 per cent of the cases, restraint 
on central government expenditure 
in 91 per cent, reduction of the 
budget deficit to GDP rates in 83 
per cent and wage restraint in 
60 per cent. Potentially growth- 
stimulating supply expansion poli-
cies were adopted less frequently. 
Pricing policies were introduced in 
about 40 per cent of the cases, 
exchange rate policies in 54 per 
cent interest rate reform in 27 per 
cent, and restructuring of parti-
cular sectors in 65 per cent of

2 7  D.J. Donovan, “ Macroeconomic 
performance and adjustm ent under fund- 
supported programs: the experience
of the seventies” , IM F  S ta f f  Papers, 
vol. 29, No. 2 (June 1982), p. 197.

2 8 IMF, F und-Supp ly  Programs, 
Fiscal Policy and Incom e D istribution  
(Washington, D.C., 1986).

the 78 cases. This composition of 
policy packages is predominantly 
deflationary in the short run and 
possibly in the medium run as 
well, as there are substantial time 
lags.

In contrast to the other de-
veloping regions, the adjustment 
policies pursued in the develop-
ing countries of the ESCAP region 
have had a less contractionary ef-
fect on growth, especially over 
the entire first half o f the decade.29 
However, investment growth –  a 
better indicator of medium-term 
growth –  has declined in almost 
half the cases undergoing adjust-
ment payment during 1980-1983. 
Current account balances also im-
proved only in half the cases during
1980-1984. An asymmetrical char-
acteristic of balance-of-payments 
changes has been that they have 
been made to improve in the years 
(e.g., 1982 and 1983) in which in-
vestment and GDP were falling. 
The strategy of improving balance 
of payments through economic con-
traction has been self-destructive 
as it has created greater foreign 
exchange shortfalls.

Adjustment policies generally 
require government expenditure 
to be reduced. During 1980-1984, 
real government expenditure per 
capita fell in over half the coun-
tries of the world. The necessity 
for adjustment and reduction of 
aggregate government expenditures 
is inescapable for a developing 
country trying to correct its dis-

29  See G.A. Cornia, “ A djustm ent 
policies 1980-85: effects on child wel-
fare” in UNICEF, A d ju stm e n t w ith  a 
H uman Face, Vol. 1, Protecting the  
Vulnerable and  Prom oting Growth, G.A. 
Cornia, R. Jolly and F. Stewart, eds. 
(Oxford, C larendon Press, 1987), pp. 
48-72.

equilibrium in balance of payments 
and to resume its growth. How-
ever, at issue is whether such ad-
justment should result in across- 
the-board reductions or in selective 
increases and decreases. Generally, 
adjustment policies have implied 
selective rates of decline in dif-
ferent categories of expenditure. 
In the Survey, 1986 it was noted 
that the proportion of develop-
ment expenditure had declined 
in a number of countries of the 
region.30 In some countries, es-
pecially those in which per capita 
incomes have declined, per capita 
government expenditure has also 
declined and the burden of such 
curtailment in government expendi-
ture has been borne largely by the 
education and health sectors.

In an analysis of the impact 
of reduction in aggregate govern-
ment expenditure on different 
categories during 1979-1983 in 
Asia, it was revealed that expen-
ditures on goods purchased by 
government were most vulnerable, 
followed by subsidies and capital 
expenditures. In these categories 
the expenditure cut was larger than 
aggregate reduction in government 
expenditure in 75 per cent, 63 per 
cent and 60 per cent of the sample 
countries.31 The development ex-
penditure on health and education 
suffered relatively more than other 
sectors in Asia, unlike in other de-
veloping regions. The effect of ad-
justment policies on human welfare 
is illustrated by the experience of 
the Philippines and Sri Lanka, two 
of the region’s economies worst 
affected by the decline in primary 
commodity prices (see box II.9).

30 Survey, 1986, pp. 73-74.

31 IMF, G overnm ent Financial Sta-
tistics Yearbook, vol. IX (Washington,
D.C., 1985).
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Box II.9. The human impact of recession on the Philippines and 
Sri Lankaa

Among the economies o f the 
ESCAP region on which the impact 
o f recession caused by declining com-
modity prices and deflationary demand 
management policies was most keenly 
felt were the Philippines and Sri Lanka. 
Their experience illustrates vividly the 
risks of pursuing macro-economic 
policies for adjustment to  the external 
environment, w ithout giving adequate 
consideration to their human welfare 
consequences.

The Philippine economy, which 
was one of the region’s most dynamic 
economies in the 1960s, faced the first 
oil shock reasonably well, largely 
through its ability to borrow in the 
international market. However, like 
many other developing country bor-
rowers, the facts of world economic 
recession, high interest rates and fall-
ing com modity prices confronted it 
soon after the second oil shock. Debt- 
servicing obligations and external and 
internal balances grew to unsustainable 
proportions. By 1982, the current ac-
count deficit was 8.1 per cent and 
the budget deficit 4.3 per cent o f GNP, 
while the debt-service ratio had risen 
to 36.6 per centb and the inflation rate 
was over 10 per cent. A sudden de-
terioration in the political situation 
in 1983 led to capital flight and rapid 
depletion of foreign reserves.

The economy was in the midst of 
its worst recession when deflationary 
measures were introduced to control 
inflation and to reduce the balance- 
of-payments deficit in 1984. The 
stabilization programme undertaken 
with the agreement o f the Interna-
tional Monetary Fund restricted gov-
ernm ent expenditures and increased 
taxation. Controls on credit creation, 
and reforms of tariffs, public invest-
m ent and energy policies were intro-
duced. While the reforms were largely 
effective in achieving the desired

a Based largely on information 
contained in UNICEF, Adjustm ent 
with a Human Face, Vol. 1, Protecting 
the Vulnerable and Promoting Growth, 
G.A. Cornia, R. Jolly and F. Stewart, 
eds. (Oxford, Clarendon Press, 1987), 
pp. 44, 117-119 and 121-122.

b IMF/IBRD definition.

macro-economic objectives –  princi-
pally o f reducing the balance-of- 
payments and budget deficits to 
sustainable limits and of reducing 
inflation –  the costs were heavy in 
terms of growth, employment, real 
incomes and human welfare. Em-
ploym ent fell in every sector but 
services. Declining real incomes and 
employment led to an increase in 
poverty and income inequality, already 
among the highest in the region.

The stabilization measures in-
troduced by the Government in the 
1980s reduced public expenditures, 
which fell overall by 17 per cent 
per capita between 1979 and 1984. 
Expenditure on education per capi-
ta fell by two thirds and tha t on 
health and community amenities by 
one third. The human impact o f these 
developments was evidenced by rising

rates o f malnutrition and a slow-down 
in the fall in infant mortality rates. 
In the worst-affected region of Negros, 
infant mortality rates registered a 
sharp rise. The worst-affected sector 
was education, which showed a de-
terioration in both access to and 
quality of elementary education, as 
well as in falling rates of participa-
tion, retention and cohort survival. 
Also on the increase were the more 
visible signs of social misery, such as 
street begging and scavenging for a 
living, along with a rise in stealing and 
other petty  crimes.

In Sri Lanka, which has a long 
tradition o f welfare policies, since 
the late 1950s slow growth, unemploy-
ment and balance-of-payments diffi-
culties have created pressures for eco-
nomic diversification. In the late 
1970s, the Government adopted an

Per capita real government expenditures on food subsidies, calorie intake 
by the bottom 20 per cent of the population, and child malnutrition 
in Sri Lanka, 1970-1982

Source: Figure reproduced from UNICEF, Adjustm ent with a Human Face,
Vol. 1, Protecting the Vulnerable and Promoting Growth, G.A. Cornia, R. Jolly 
and F. Stewart, eds. (Oxford, Clarendon Press, 1987).

(continued overleaf)
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export-oriented strategy and decided 
to  scale down some o f  the welfare 
measures. Policy reforms included 
devaluation, im port liberalization, re-
duction in the role o f  public sector 
monopolies and im proved producer 
prices for farmers. These reforms 
accelerated the  average annual rate 
o f  growth o f  the  econom y from 
2.9 per cent during 1970-1977 to  
4.7 per cent during 1978-1984. The 
investment rate rose from  an average 
o f  15.7 per cent during 1971-1978 
to  27.7 per cent during 1978-1984, 
with bo th  private and public invest-
m ent having almost an equal share 
in to ta l investment. However, dur-
ing 1979-1983 the  share o f  foreign 
savings in to tal investm ent increased 
considerably, financing m ore than  
half the to ta l investm ent in some 
years. Foreign capital inflows began 
to  fall in 1983 and had fallen to  3.4 
per cent o f GDP in 1984 from  a high 
o f 19.8 per cent in 1980.

Since 1983, the com bination  o f 
the falling resource inflows, th e  high 
debt-servicing burden o f  past debts 
and the falling prices o f  its m ain com -
modity exports have considerably re-
duced public resources for expendi-
ture, a large part o f  which is now  de-
voted to maintaining law and order 
in the country. The increasing budget 
deficit has also caused inflationary 
pressure. Both the change in the 
development strategy since 1977 and 
the change in the external environm ent

since the early 1980s have had  signifi-
can t effects on  Sri Lanka’s social wel-
fare program m es.c A lthough, unlike 
in the Philippines, ad justm ent in Sri 
Lanka has raised the  GDP grow th rate, 
the  rise has n o t  been strong enough 
to  p ro tec t the  standard  o f  living o f 
the  poorer sections o f  the  population . 
E xpenditure  on  the  social service 
sectors as a whole fell from 33 per 
cen t o f  the  budget in 1977 to  22 per 
cen t in  1983, the  fall being largely due 
to  th e  decline in  fo o d  subsidy expendi-
ture. The health  and  education sectors 
have suffered from a shortage o f  fi-
nance for repairs and  m aintenance 
and  for supplies.

c The debate on the effects of 
changes in developm ent strategy on 
social welfare is, however, inconclu-
sive and is still continuing. Some 
recen t con tribu tions to  this debate 
include: Paul Glewwe and  Surjit
Bhalla, “G row th and equity  in  de-
veloping countries: a re in terpreta-
tion  o f  the Sri Lankan experience” , 
The World B ank E conom ic  R eview , 
vol. 1, No. 1 (Washington, D.C., World 
Bank, Septem ber 1986), pp. 35-63 and 
Com m ents on  th e  above by  Graham  
P ya tt and Paul Isenm ann and  Response 
by  Paul Glewwe and Surjit Bhalla 
in the  same journal, vol. 1, No. 3 (May 
1987), pp. 515-531.

The m ost significant effect, how -
ever, has been on the  nu tritional status 
o f  the  Sri Lankan popula tion , which 
had  m arkedly im proved during 1976- 
1979 as a result o f  the  rice ra tion  pro-
gramme covering almost 50 per cent 
o f  the population. However, in 1979 
the  scheme was first restricted to  
low-income groups and  la ter replaced 
by  a food  stamp scheme with fixed 
food  value. As a result o f  the w ith-
drawal o f  food  subsidies in 1980 and 
the  consequent rise in the  price of 
food  items, which m ore than  doubled 
betw een 1979 and 1982, there was 
a sharp reduction  in the quan tity  of 
food  available under the  food  stamp 
scheme. The stagnant or declining 
incomes o f  those in the  lower deciles 
o f  the popula tion , together with the 
rapid erosion o f  the  value o f  the  food 
stamps, resulted in a decline in caloric 
in take even allowing for some sub-
stitu tion  o f  cheaper rice for wheat. 
The daily per capita calorie consum p-
tion  o f  those in the  bo ttom  two 
deciles o f  the popula tion declined from 
1,500 in  1978/79 to  1,405 in 1980/ 
81 and 1,370 in 1982 (see figure). 
There was also a significant increase 
in wasting, i.e. in the proportion  of 
children aged half-a-year to  5 years 
w ith a weight or height less than  80 
per cen t o f  the standard for the re-
ference popula tion . A comparison 
for 1975/76 and 1981/82 shows an 
alm ost 50 per cen t increase in wasting 
for the  rural areas.
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V. GLOBAL MACRO-ECONOMIC TRENDS AND  
AGRICULTURAL PROTECTIONISM

T
he policies of developed 
market economies exercise a 
strong influence on the world 

economy with which developing 
economies have become increas-
ingly integrated in recent years. 
Despite the fact that the primary 
sector is relatively unimportant 
in their domestic economies, the 
former plays a dominant role 
in the trade in primary commo-
dities, especially agricultural trade. 
An increasingly larger part of world 
agricultural output is being traded 
in world markets and most of the 
increased export surpluses are ori-
ginating from developed market 
economies. Thus during 1960-1980, 
while world agricultural output 
grew by 2.5 per cent per annum, 
trade in agricultural commodities 
grew by 4.3 per cent per annum. 
At the same time the share of de-
veloped market economies in world 
exports of major agricultural com-
modities rose from 54.3 per cent in 
1967 to 65.0 per cent in 1980.1

Much of the increase in pro-
duction and export surpluses of 
developed market economies has 
come from growing subsidization 
measures of domestic agriculture. 
According to Alberto Valdés, “In 
no other major sector is such a high 
proportion of production sold on 
world markets at less than domes-
tic prices. This is, to a great extent, 
a direct effect of domestic farm 
policies of developed countries.”2 
As a consequence, growing sur-

pluses enter world markets and de-
press prices of several agricultural 
commodities that are of interest to 
developing countries to levels which 
are too low to reflect either mar-
ginal costs to efficient producers 
or real scarcities.

The growing interdependence 
of the world economy is, perhaps, 
nowhere more evident than in the 
context of agriculture. The econo-
mies of both the developed market 
countries and, more so, the devel-
oping countries grew much faster 
during 1970-1980 than during 1980-
1986. This slow-down resulted in 
a decline in the annual growth rate 
of the agricultural exports of devel-
oping countries to developed mar-
ket economies from 13.2 per cent 
during 1970-1980 to 2.0 per cent 
during the 1980s. However, the 
growth of exports of the agricul-
tural products of developed market 
economies to developing countries 
dropped dramatically from an aver-
age annual increase of 22 per cent 
in the 1970s to a decline of 4 per 
cent per annum in the 1980s. This 
reflected partly the conversion of 
the United States of America from 
a net exporter of agricultural pro-
ducts to a net importer with the 
developing countries largely as a 
result of the increasing balance- 
of-payments constraints faced by 
many developing country importers.

The recognition of this grow-
ing interdependence, the need for 
agricultural reform in the Organisa-
tion for Economic Co-operation 
and Development (OECD) coun-
tries and the need to ensure a better 
environment for developing coun-
tries is reflected in the OECD Min-
isterial Press Communique of 13 
May 1987; which stated, inter alia: 

“Commodity-dependent 
developing countries face dif-
ficult problem in view of the 
outlook for many commodi-
ties. An acceleration in world 
growth would improve the pro-
spects for these countries. New 
efforts should be made to di-
versify their economies and to 
address the structural and devel-
opment dimensions of commo-
dity dependence. Action to re-
move measures distorting trade 
in commodities will make an 
important contribution to ex-
port prospects for commodity- 
dependent developing coun-
tries. . . .

“Agricultural reform is 
not solely in the interests of 
(OECD) Member countries. De-
veloping countries which are 
agricultural exporters will be-
nefit from a recovery on world 
markets. Developing countries 
which are importers of agricul-
tural produce will be encour-
aged to base their economic 
development on more solid 
ground, by strengthening their 
own farm sector. . . .

“Economic cooperation 
with developing countries must
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(Washington, D.C., World Bank, 
September 1987), p. 573.



respond to varying capacities 
and needs in the critical areas 
of development, trade, debt 
and finance. Developed coun-
tries must strive to ensure a 
better environment for devel-
oping countries’ growth and 
exports in the interest of these 
countries as well as of the in-
ternational economy more gen-
erally.”
In this chapter, the various as-

pects of policies adopted by devel-
oped market economies which af-
fect commodity trade are discussed. 
Section A summarizes some of the 
effects emanating from the macro- 
economic policy changes intro-
duced in major developed market 
economies since the early 1980s. 
Section B concentrates on com-
modity sector-related policies and 
their effects on developed market 
economies. Section C is devoted to 
surveying attempts to assess the im-
pact of these policies and the likely 
effect of liberalization in them on 
the export earnings of developing 
countries in general and of the 
ESCAP region in particular.

A. MACRO-ECONOMIC 
POLICY ENVIRONMENT

Since 1980 there have been 
significant changes in the macro- 
economic policy environment in 
developed market economies af-
fecting trade in primary commodi-
ties. Their main impact has been 
through the slowing down of eco-
nomic activity in these countries. 
However, there have been signifi-
cant effects resulting from ex-
change rate realignments and inter-
est rate changes which have also 
contributed to the decline in de-
mand and prices of primary com-
modities in the 1980s. To some ex-
tent, the macro-economic policies 
have also strengthened the trend to-
wards protectionism in agriculture 
which has a much longer history in 
the developed market economies 
and which has remained relatively

untouched, unlike trade in manu-
factures which has been considera-
bly liberalized over the years.

After growing at the remark-
able rates of 25 per cent per annum 
during the first half and 20 per cent 
during the second half of the 1970s, 
the international market for non-
oil primary commodities collapsed 
dramatically in the early 1980s and 
has not yet recovered. This was 
almost directly attributable to the 
severe recession, which initially hit 
the developed market economies 
but was quickly transmitted to the 
rest of the world. In 1980-1981 
world economic growth decelerated 
to 1.8 per cent from an average of 
4 per cent during 1975-1980. World 
trade also declined by the same per-
centage, reversing for the first time 
the trend of rapid growth in the 
1970s. In 1981-1982, while global 
economic activity stagnated, world 
trade declined by nearly 6 per cent.

However, the deceleration in 
economic growth and in import de-
mand in developed market econo-
mies was more marked than in the 
developing or in the centrally plan-
ned economies. While imports for 
all three major categories of non-
oil primary commodities declined 
sharply in the developed market 
economies (see table II.16), imports 
in the developing countries and the 
centrally planned economies were 
still mostly rising. In 1982 and 
1983, the pattern of decline seems 
to have spread around the world 
and brought about the sharpest 
decline in world demand for and 
trade in primary commodities. The 
recovery in 1984, derived largely 
from an expansion in the United 
States economy, was less than full 
and short-lived. Demand and prices 
plunged again in 1985 and 
1986 as part of a continuing down-
ward trend in demand for and 
prices of primary commodities.

Among the non-oil primary 
commodities, import demand for 
agricultural raw materials and met-
als and minerals fell much more

than for food and beverages. Ex-
ports of agricultural raw materials 
are more sensitive to business cycle 
fluctuations than food products, 
because raw materials are inputs 
into manufacturing and construc-
tion which are more sensitive to 
recession than other sectors of the 
economy.

The greater severity of the im-
pact of recession on demand for 
metals and minerals than on agri-
cultural commodities (see figure
II. 11), partly reflects the greater in-
cidence of the recession on the 
output of durable goods industries 
which are major users of metals 
and minerals and partly the trend 
decline in demand for metals and 
minerals. The emergence of syn-
thetic substitutes and improve-
ments in the efficiency of the use 
of metals and minerals has resulted 
in the fall in long-run demand for 
these inputs. The ratio of aggre-
gate minerals and metals consump-
tion to industrial production in the 
developed market economy coun-
tries declined by 9 per cent bet-
ween 1979 and 1984, or by an aver-
age of 1.8 per cent per annum, 
compared with an annual average 
decline of 0.9 per cent during the 
1970s; in 1981-1984, the ratio fell 
to 15 per cent below the level of 
1971-1974.3

A disturbing aspect of the rela-
tionship between the level of eco-
nomic activity and demand for 
primary commodities is that the 
economic recovery since 1982 has, 
by and large, bypassed the com-
modity economy almost entirely. 
In earlier business cycles an upsurge 
in the developed market economy 
countries led to an increased vol-
ume of international trade in pri-
mary commodities and an increase 
in their prices. The recent recov-
ery, although hesitant, does not

3 UNCTAD, Trade and  D evelop-
m en t R ep o rt 1986  (U nited Nations 
publication, Sales No. E.86.II.D .5), p. 
43.
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seem to be any weaker than the 
recovery phases of earlier cycles. 
Yet, after brief signs of rather weak 
recovery in 1983-1984, commodity 
prices relapsed again and remained 
very depressed in 1985-1986. This 
has led some analysts to speculate 
that the world commodity econo-
my has become “delinked” with 
the industrial economy.4 An alter-
native explanation is in terms of

long cycles in the prices of primary 
commodities (see box II.10).

However, part of the reason 
for the difference between the pre-
sent and the earlier patterns may 
lie in the geographical pattern of 
economic recovery. Although the 
overall pace of economic recovery

4 See part two, ch. I, fn. 19 of the 
present Survey.

was broadly the same in 1983-1984 
as during 1976-1977,5 the 1983-
1984 recovery reflected mainly a

5 
As measured by changes in the 

year-end index numbers. Year-over- 
year average growth was much lower 
in 1983 (3 per cent) than in 1976- 
1977 (6 per cent). See IMF, World 
Economic Outlook, Occasional Paper 
No. 27 (Washington, D.C., April 1984), 
p. 139.

Table II.16. Annual average growth rates of GDP and of imports. World and by country groups, 1970-1984
(Percentage)

Variables/ country groups
1970–
1975

1975–
1980

1980–
1984

1980–
1981

1981–
1982

1982–
1983

1983–
1984

A. GDP (1980 prices) growth

World 3.5 4.0 2.3 1.8 0.3 2.4 4.5
Developed market 2.9 3.5 2.4 1.5 – 0.2 3.0 5.1
Developing market 6.4 5.5 1.9 2.7 1.8 0.2 2.8
Centrally planned 5.6 5.6 3.7 5.4 6.9 8.9

B. Growth in imports 

Total imports
World 35.9 45.7 – 1.2 – 1.8 – 5.8 – 2.3 5.3
Developed market 32.1 26.9 – 1.6 – 5.9 – 6.6 – 0.7 7.5
Developing market 49.9 26.3 – 1.5 9.6 – 6.1 – 7.9 – 0.7
Centrally planed 53.0 8.3 1.7 – 0.5 – 0.4 3.5 4.0

Manufactures
World 32.6 24.7 1.3 – 0.2 – 3.6 – 0.7 10.2
Developed market 28.0 26.1 2.2 – 4.3 – 2.5 4.2 11.9
Developing market 46.0 25.3 – 1.1 11.2 – 6.9 – 8.2 0.8
Centrally planned 36.5 14.9 0.6 – 5.2 – 2.4 – 10.8 23.7

Non-oil primary commodities
World 25.1 19.8 – 2.9 – 5.4 – 7.8 – 4.0 5.3
Developed market 20.0 19.6 – 3.4 – 10.5 – 7.8 – 1.7 6.6
Developing market 53.8 22.4 – 1.5 4.5 – 10.4 – 6.2 7.1
Centrally planned 33.7 16.3 – 2.4 5.4 – 2.2 – 10.4 – 2.4

Food and beverages
World 30.4 18.5 – 1.5 – 0.1 – 6.3 – 3.6 4.2
Developed market 25.7 16.1 – 1.7 – 5.3 – 3.6 – 1.8 4.0
Developing market 68.0 23.0 – 0.4 7.7 – 11.5 – 2.7 6.3
Centrally planned 35.9 22.7 – 1.9 13.6 – 6.4 – 12.6 – 0.6

Agricultural raw materials
World 17.3 24.4 – 3.1 – 7.4 – 10.4 0.6 4.9
Developed market 16.0 23.1 – 3.6 – 12.2 – 11.3 1.5 8.3
Developing market 24.7 30.1 0.4 – 2.5 – 11.3 5.2 11.7
Centrally planned 17.1 24.8 – 5.7 12.8 – 5.7 – 7.9 – 21.2

Metals and minerals
World 22.7 19.8 – 4.8 – 11.5 – 8.9 – 6.8 7.3
Developed market 15.6 23.1 – 5.3 – 15.8 – 11.7 – 3.2 9.7
Developing market 51.0 19.1 – 17.8 1.9 – 8.1 – 16.8 6.4
Centrally planned 39.6 7.9 – 1.6 – 9.8 7.6 – 8.2 5.0

Sources: UNCTAD, Handbook o f  International Trade and Development Statistics, 1984, 1985  and 1986; and IMF, Inter-
national Financial Statistics Yearbook, 1986.
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substantial rebound of economic 
activity in the United States. In 
the European countries and Japan, 
on the other hand, the rise in indus-
trial output was much more sub-
dued and significantly less than in 
1976-1977. As these countries are 
much more dependent on impor-
ted primary commodities than the 
United States, this divergence of 
growth rates could explain the 
more moderate rise in commodity 
prices during the recovery phase of 
the current price cycle than during 
the earlier one (see figure II.12).

Part of the explanation for the 
weak association between growth in 
industrial production and commod-
ity prices in the 1980s may lie in 
the structural changes that are tak-
ing the economies of the industrial 
countries away from basic and 
heavy industries towards lighter 
manufacturing (particularly in elec-
tronics) and service industries.6 
While such changes were already 
under way in the 1970s, they were 
given additional impetus by the 
sharp rise in energy prices during
1979-1980.

Restrictive monetary policies 
initiated in the early 1980s and the 
resulting high interest rates were 
helpful in fighting the high rates of 
inflation in most OECD countries 
in 1979-1980. The expectation that 
interest rates would decline sub-
stantially once inflation was under 
control, however, was not realized 
in the face of high current and pro-
spective government deficits in the 
United States.7

Thus, in the early 1980s, nomi-
nal and real interest rates in the 
OECD countries reached historical-
ly high levels. Although nominal 
interest rates in the United States 
have been declining and in 1985 
reached only 50 per cent of the

6 See part two, ch. I, this Survey.

7 R obert E. Baldwin, “ U.S. trade 
policy and Asian developm ent” , Asian  
D evelopm ent Review, vol. 2, No. 2 (1984), 
pp. 43-68.

Figure I I .11. Annual average growth rates o f GDP and imports o f primary 
commodities. World and the developed m arket economies, 1970-1984
(Percentage)

Figure II.12. Movement in index of non-oil commodity prices and major 
underlying factors, 1970-1985
(Annual percentage change)

a Deflated by the export un it value index o f m anufactured  goods. b  Ef-
fective exchange rates: IMF –  M ultilateral Exchange Rate Model (MERM) o f  the
United States dollar against o ther industrial country  currencies.
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1981 levels, real interest rates con-
tinued to stay at levels higher than 
4 per cent per year.

The main direct effect of

interest rate rises on commodity 
prices has been through stock hold-
ing and inventory-management poli-
cies. High interest rates raise the

Box II.10. Prospects for world economic 
recovery: is there a long wave?

The average rate of economic 
growth in the developed market 
economies slowed to 3.2 per cent dur-
ing 1970-1980 compared with an 
average of 5.6 per cent during the 
period 1948-1971 (a 24-year period). 
The rapid rate o f post-war economic 
expansion, which achieved the highest 
acceleration during the 1960s, thus 
appeared to have come to a definite 
end in 1971. Growth since 1980 
further decelerated to an average 
of less than 2 per cent during 1980-
1986, confirming the general down 
trend since 1971. Long waves or 
cycles are believed to exist in 
economic activities in market econo-
mies, characterized by long periods 
o f expansion followed by equally 
long periods of slow-down. A Russian 
economist, Nicholai Kondratief, is 
credited with the discovery of cycles 
governing economic activities in the 
developed market economies, lasting 
roughly for a period of 50 years —
25 years o f boom followed by 25 
years o f slump.

Kondratief came to his conclu-
sion on the basis of observations on 
wages and commodity prices in the 
United Kingdom of Great Britain and 
Northern Ireland, France and the 
United States in the nineteenth and 
early twentieth centuries, ending with 
1920. He concluded that after the 
industrial revolution had begun to-
wards the end of the eighteenth 
century, western economies expanded 
and contracted in a roughly 50-year- 
long wave, with approximately 25 
years of expansion and 25 years of 
contraction in each cycle.

Kondratief did no t offer a hy-
pothesis to account for these long 
cycles. But others have tried to pro-
vide the theoretical underpinning. 
Rostow, for example, offered the

a W.W. Rostow, The World Econo-
my, 1978; Getting from  Here to  There, 
1979; and Why the Poor Get Richer 
and the Rich Slow Down  (London, 
Macmillan, 1980).

explanation in terms of the oscilla-
tion in the relative prices o f raw 
materials, which in turn reflect per-
petual over- and under-shooting of 
supply and demand in markets for 
manufactures, food, and raw m ate-
rials. According to Rostow, boom 
years are associated with declining 
relative prices for raw materials since 
they lower industrial costs, while 
rising relative raw material prices 
affect industrial output adversely, 
thereby generating slumps.

Empirical support for Rostow’s 
explanation can be claimed from the 
post-war economic boom coinciding 
with a period o f declining relative 
commodity prices and the post-1970 
slump coinciding with rising relative 
commodity prices, although Rostow 
did not suggest a regular cycle but 
only a process of oscillatory adjust-
ments to  perpetual shocks.

Others have also tried to explain 
the economic slow-down in the 1970s 
in terms of high commodity prices, 
including the price of oil.b As stated 
in the text, this association between 
commodity prices and the boom cycle 
in economic activities seemed to have 
been lacking in the 1980s when lower 
commodity prices failed to revive suf-
ficient economic expansion.

Critics have expressed scepticism 
over the adequacy of the statistical 
time series for empirically verifying 
the existence o f the Kondratief long-
wave cycle. Others question the ex-
istence of autonomous long waves 
and predetermined booms and re-
cessions in the economic process. 
However, the recent stock market 
upheaval, and the continuing predic-
tions o f low economic growth and 
falling or depressed commodity prices 
right into the 1990s, strengthen the 
belief that the world economy is in 
the downward phase of a Kondratief 
cycle.

b Michael Beenstock, The World 
E co n o m y in Transition  (London, 
George Allen & Unwin, 1983), ch. 7.

cost of holding stocks, particularly 
at the last stages of the distribution 
chain in consuming countries. This 
has discouraged the accumulation 
of stocks, thereby cutting demand, 
and has provided an incentive to 
unload existing stocks, thus adding 
to supply. In particular, in the 
metal sector, the limitation of 
stocks held by end-using compa-
nies has been made possible by the 
adoption of the new “just-in-time” 
inventory management system res-
ponding to the need for these com-
panies to cut down costs in a reces-
sion-ridden market. Just-in-time 
methods are now becoming estab-
lished and it is possible they may 
not be reversed in all cases by de-
cline in interest rates. On the direct 
effect of interest rates on commod-
ity prices, the results from one eco-
nometric study indicate that a 1 
percentage point rise in the real 
three-month Eurodollar rate was 
associated with a more than 0.8 per 
cent decline in commodity prices.8 
The results of another study were 
less conclusive, but showed an in-
verse relationship between interest 
rates lagged by one quarter and 
prices for agricultural raw mate-
rials and metals.9

However, the indirect effects 
of interest rate rises on primary 
commodity prices are both less am-
biguous and more important. First, 
high interest rates have been the 
main factor in slowing down the 
growth rates in developed market 
economies which, in turn, has had a 
depressing effect on the demand 
for primary commodities. Second, 
by increasing the debt-servicing

8 See UNCTAD, Revitalizing D e-
velopment, Growth and International 
Trade: Assessment and Policy Options 
(United Nations publication, Sales No. 
E.87.II.D.7), p. 107.

9 Ke-Young Chu and Thomas K. 
Morrison, “The 1981-82 recession and 
non-oil primary commodity prices” , In-
ternational Monetary Fund S ta ff Papers, 
vol. 31, No. 1 (March 1984), pp. 93- 
140.
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burden, high interest rates have 
forced the developing countries to 
increase their volume of exports by 
competitive devaluations and wor-
sening terms of trade.

Another major factor influenc-
ing the international economy over 
the past decade has been the swings 
in the value of the United States 
dollar. The dollar fell to a histori-
cally low level in the late 1970s, 
but rose sharply over the period
1981-1984 partly as a consequence 
of the restrictive monetary policies 
followed in the United States. By 
the beginning of 1985, the dollar 
was generally considered to be over-
valued by between 20 to 40 per 
cent. During 1985, the dollar de-
preciated by about 20 per cent and 
has been falling further in 1986-
1987. These wide fluctuations in 
the value of the dollar have had 
implications for all major traded 
goods, especially primary commod-
ities.

Floating exchange rates have 
constituted a source of instability 
in markets for primary commodi-
ties. Although increased exchange 
rate volatility is not the sole factor 
responsible for greater instability 
of commodity prices, empirical 
evidence suggests a strong relation-
ship between the two. Since the 
introduction of floating exchange 
rates, commodity price instability 
has significantly increased in all 
currencies, including the special 
drawing right, but this increase has 
been most pronounced for prices 
expressed in the United States dol-
lar.10 This factor was important, 
especially in the 1972-1974 period 
and during 1981-1984 when the 
sharp appreciation of the United 
States currency served to further 
depress commodity prices in dol-
lars.11 Asymmetrically, however, 
the depreciation of the dollar since 
late 1985 has resulted in a much

10 See UNCTAD, C om m odity  Survey  
1980-1985  (TD/B/C. 1 /274); and Chu 
and Morrison, loc. cit.

more limited rise in commodity 
prices (see box II.2, p. 91).

The control of inflation since 
the beginning of the 1980s is con-
sidered a major achievement of the 
fiscal and monetary policies fol-
lowed by developed market econo-
mies. In the seven largest OECD 
countries, the rate of increase in 
consumer prices was brought down 
from an average of over 12 per cent 
in 1980 to about 3.5 per cent in 
1985, the lowest for more than two 
decades.

Although the control of in-
flation in the OECD countries was 
achieved through a variety of fiscal, 
monetary and structural measures, 
it was in no small measure contri-
buted by the decline in commodity 
prices, which were depressed to his-
torically low levels largely as a re-
sult of the slow-down in the growth 
of developed market economies. 
The linkage between changes in 
commodity prices and world eco-
nomic growth is an aspect of the 
new interdependence in the world 
economy, the neglect of which 
is an important factor in the con-
tinuing global imbalances in in-
ternational balance of payments.12

B. RISING TRENDS IN 
AGRICULTURAL 
PROTECTIONISM

Protectionism in agriculture is 
generally a more complex and less 
transparent phenomenon than in 
manufactures. While in manufac-
tures trans-border measures, such 
as tariffs, quantitative import res-
trictions and export subsidies are 
the main instruments used, in ag-
riculture non-tariff barriers, do-
mestic subsidies, taxes as well as 
other non-border trade influences, 
including macro-economic policies,

11 IMF, World E conom ic O utlook, 
Occasional Paper No. 27 (Washington, 
D.C., April 1984), p. 140.

12 See part one, ch. I, this Survey.

are additionally significant. There 
has been an upsurge in the pro-
portion of agricultural trade sub-
ject to non-tariff barriers such as 
quantitative restrictions, health and 
sanitary restrictions, packaging and 
labelling regulations and, more re-
cently, voluntary export restraints.

In addition, a wide range of 
support and intervention measures 
in favour of agriculture are practised 
in various developed market econo-
mies. The stated objectives of these 
policies have included food self- 
sufficiency and security, and the 
maintenance of per capita farm 
incomes at close parity with levels 
in other sectors of the economy, 
as well as such policy concerns as 
regional development and the pro-
tection of the environment. How-
ever, as revealed by a number of 
studies, the extent of support pro-
vided has far exceeded such con-
cerns and has distorted the struc-
ture of agricultural trade and pro-
duction.13 The successful conclu-
sion of the Uruguay Round of trade 
negotiations launched in 1986 with

13 The following is a selected list 
o f  references. World Bank, World D e-
velopm ent R eport 1986  (New York, 
O xford University Press, 1986); OECD, 
Problems o f  Agricultural Trade (Paris, 
1982), Agricultural Trade with D e -
veloping Countries (Paris, 1984), Na-
tional Policies and Agricultural Trade 
(Paris, 1987); A lberto Valdés and 
Joachim  Zietz, Agricultural Protection  
in OECD Countries: Its Costs to Less- 
D eveloped Countries, Research Report 
No. 21 (Washington, D.C., International 
F ood  Policy Research Institute, Decem-
ber 1980); The Costs o f  Protectionism  
to Developing Countries: A n  Analysis
fo r  Selected  Agricultural Products, World 
Bank S taff Working Papers No. 769 
(Washington, D.C., 1986); Tim olty
Josling, Developed-Country Agricultural 
Policies and Developing Country Sup-
plies: The Case o f  Wheat, Research
Report No. 14 (Washington, D.C., In-
ternational Food Policy Research In-
stitute, 1980.); S.J. Anjaria, Naheed 
Kirmani and Arne B. Petersen, Trade 
Policy Issues and Developments, Oc-
casional Paper No. 38 (Washington, D.C., 
International Monetary Fund, 1985).
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agricultural trade on the agenda 
is expected to remove many of 
these measures (see box II. 11).

1. Tariff barriers

Under the General Agreement 
on Tariffs and Trade (GATT) system, 
tariffs, as opposed to quantitative 
or other restrictions, constitute the 
principal form of permissible trade 
protection. Tariffs, however, have 
been recognized to constitute ser-

ious obstacles to trade, and tariff 
reduction has been the focus of ef-
forts to liberalize trade through ne-
gotiations under successive GATT 
rounds. They have achieved re-
markable success in reducing indus-
trial tariffs, which, with the full im-
plementation of the Tokyo Round 
agreement to be completed by 
January 1988, may come down to 
an average of 3 to 4 per cent in the 
developed market countries com-
pared with their average of more

than 40 per cent in the 1940s.
Despite the success in the re-

duction of most-favoured-nation 
tariffs, the institution of GSP (gen-
eralized system of preferences) 
schemes by most of the developed 
countries offering preferential tar-
iff margins to developing country 
exports, and the fact that most raw 
material exports from the develop-
ing countries enter duty free in de-
veloped country markets, tariff bar-
riers remain an important, though

Box II.11. Negotiating proposals before the GATT Committee on 
Agriculture

Within a year of the agreed Punta 
del Este Declaration, formal proposals 
were submitted to the GATT Commit-
tee on Trade in Agriculture in which 
the negotiations on agriculture were 
to take place in the New Round. The 
United States of America, the 14- 
member Cairns Group o f countries, 
the European Economic Community, 
and Canada, submitted their proposals, 
which specified the issues to be nego-
tiated, the m ethod o f conducting the 
negotiations and the m ethod of im-
plementation of rules and disciplines 
governing agricultural trade which 
might be agreed upon. Japan had 
not yet submitted its formal pro-
posals to the Committee but had made 
statements on principles which, in its 
view, should govern trade in agricul-
ture. The developing countries agreed 
to participate effectively in the pro -
cess of negotiation.

The various proposals submitted 
before the committee were in agree-
ment on the broad objectives of 
(1) liberalization of agricultural trade 
by improving market access through, 
inter alia, the reduction in or elimi-
nation of import barriers, (2) a 
phasing out o f agricultural support 
and subsidies which directly or in-
directly affect trade and (3) harmo-
nization of health and sanitary regula-
tions on internationally agreed stan-
dards so as to avoid disguised barriers 
to trade.

The proposals differed mainly 
on the emphasis in two major areas. 
The first related to the extent of 
support measures to be included in 
negotiations for their possible con-
certed reduction or elimination. The

second concerned the speed with 
which support to agriculture should 
be reduced or eliminated. Most of 
the proposals favoured a comprehen-
sive commodity coverage and inclu-
sion of the overall levels of support
–  in particular those which distort 
production, consumption and trade. 
The producer subsidy equivalent, with 
suitable modification for use as a nego-
tiating instrument, found favour as 
the basis of the measurement of sup-
port levels, although there were some 
reservations about its accuracy and 
suitability as a comparator.

Regarding the speed with which 
support, including subsidies and im-
port access barriers, should be re-
moved, some proposals favoured a 
complete phase-out o f all support 
measures over a period of 10 years 
after the negotiations were ended. In 
other proposals no definite time limit 
for complete elimination o f support 
measures was set. Most o f the pro-
posals, however, required negotiations 
and support reductions to be carried 
out in stages. The stages included 
very short-term or emergency meas-
ures such as a freeze on subsidies, a 
halt on the introduction o f new ac-
cess barriers, including sanitary or 
phytosanitary regulations, and an or-
derly release o f stocks so as to avoid 
short-term market disruptions. In 
the interim, commitment would be 
undertaken by countries to reduce 
or eliminate trade distortion policies 
in the form of a schedule o f reduc-
tions in individual countries. In the 
longer-run framework, GATT rules 
and disciplines should be agreed to 
remove all restrictions to the free

flow of trade in agricultural commo-
dities and to prohibit the use of all 
subsidies and other government sup-
port measures having an effect on 
agricultural trade. Any exceptions 
should be set within strictly defined 
limits and trade in agricultural pro-
ducts should be fully integrated into 
the generally applicable provisions 
and mechanisms for consultation, sur-
veillance and dispute settlement with-
in the GATT system.

Some of the proposals explicitly 
recognized the need for differential 
and more favourable treatm ent for 
the developing countries.

There appeared to be consensus 
that the long-term objective of agri-
cultural policies affecting international 
trade should be to allow market forces 
to function more effectively. How-
ever, some countries felt that consi-
deration should be given to social and 
other concerns such as food security, 
environmental protection and overall 
employment, which are not purely 
economic concerns.

The speed with which major ag-
ricultural trading countries had sub-
mitted their formal negotiating pro-
posals was itself a sign o f progress 
and an indication of the earnestness 
with which the negotiations had been 
viewed by major trading nations. The 
GATT secretariat expressed its satis-
faction . with the progress as of 
the end of 1987. More significant 
progress could be expected in 1988 
since all parties have committed 
themselves to doing more. The final 
conclusion could be expected to 
reflect the true needs of world agri-
cultural trade.
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by no means the only impediment 
to  the developing countries’ com-
m odity trade. Most o f  the tropical 
products exported from the ESCAP 
region still face high duties and 
their rates rise w ith  increases in the 
stages o f processing.

Since 1980, the GATT and 
the United Nations Conference on 
Trade and Development (UNCTAD) 
secretariats have prepared ex ten -
sive docum entation on the com -
mercial policy situation and trade 
flows w ith respect to  tropical 
products covering coffee, cocoa, 
tea, banana, spices, oils and oil-
seeds, rubber, ju te  and ju te  pro-
ducts, plant and vegetable m ate-
rials, tropical wood, tropical roots, 
tobacco, and tropical fruits and 
nuts and their products. Their re-
sults show that the levels o f  tariffs 
on these products in many indus-
trialized countries remain consider-
ably high despite the im plem enta-
tion of the Tokyo Round agree-
ments on most-favoured-nation tar-
iffs, and o f the preferential trea t-
ments under GSP schemes. More-
over, in some cases such tariffs are 
also openly discriminatory against 
developing country exports. Im -
port tariffs on plywood exports and 
boneless chicken meat from some 
South-East Asian countries in some 
developed country markets provide 
examples o f such discrimination.

A more disturbing problem fac-
ing developing countries is that of 
tariff escalation. While most o f  the 
natural-resource-based and tropical 
agricultural raw materials face zero 
or low duty rates in the developed 
countries, the same products in pro-
cessed forms are subject to  higher 
tariff rates, which results in an 
amplified rate o f  effective protec-
tion to  value added by domestic 
industries in the importing coun-
tries. Table II .17 illustrates the de-
gree o f such escalation o f tariffs by 
degree o f processing in the case of 
several categories o f  products which 
are o f interest to  the developing 
countries in the ESCAP region.

The data in table II .17 show 
clear evidence o f escalation, as in 
all cases the nominal tariff for the 
final stage exceeds that for the 
primary goods, while the escalator 
indicators also show some increase 
as a result o f  Tokyo Round tariff 
changes, which have brought about 
a greater percentage reduction in 
tariffs on the primary product than 
on its processed form. Subsequent 
analysis in term s o f the 1983 ap-
plied rates o f tariffs in 11 indus-
trial countries also confirmed the 
tendency o f tariffs to escalate over 
given processing chains.14 With 
these escalations, the apparently 
low nominal tariffs constitute very 
high rates o f effective protection 
when they are applied to  processed 
products which have relatively low 
value-added contents. Moreover, 
since the demand for processed pro-
ducts is generally more elastic than 
the raw materials, even equal nomi-
nal rates o f  tariffs on bo th  will have 
a more demand-restraining effect 
for the processed product than for 
the raw material. With the rates 
escalating on the processed pro-
ducts, the demand-restraining ef-
fects become magnified. Together 
w ith non-tariff measures in the 
structure o f which escalation is also 
present, they constitute an im por-
tan t restraint on the efforts o f  the 
developing countries to process 
their primary commodities and to  
export value-added products (see 
chapter II).

A num ber o f  commodities, es-
pecially tropical beverages, are sub-
jected to  internal taxes in the devel-
oped countries. They are an im -
portan t source o f government re-
venue. To the ex tent that these 
taxes raise internal prices signifi-
cantly, they tend to decrease con-
sum ption and imports. They thus 
act as a barrier to trade expansion 
in the products concerned. More-

14 UNCTAD, “Protectionism  and 
structural ad justm en t” (T D /B /1126, part
I, January  1987), p. 21.

over, to the ex tent that the product 
may com pete, as in the case o f tro -
pical fruits like banana, w ith do-
mestically produced alternatives, 
the internal tax  is in effect no dif-
ferent from any other tariff or non-
tariff trade protection.

2. Non-tariff barriers

Non-tariff barriers are a more 
im portant hurdle to  trade in pri-
mary commodities. They have 
greatly proliferated in recent years 
and take a variety o f forms. Hence 
their impact is harder to  analyse. 
Two indicators have been widely 
used to  measure the extent o f this 
proliferation. The first is the fre-
quency ratio, calculated in terms of 
percentage o f the 4 -digit Customs 
Co-operation Council Nomencla-
ture product groups affected by the 
given non-tariff barrier to the total 
num ber o f 4 digit product groups 
in a given category (e.g., product 
section). The second is the im port 
coverage ratio calculated as the per-
centage o f the value o f imports cov-
ered by the given non-tariff barrier.

Volume-restraining measures, 
including quotas, licensing, im port 
permits and authorizations, and 
voluntary export restraints, are the 
non-tariff barriers that affect trade 
m ost and form the hard-core of 
non-tariff barriers. In the case o f 
several groups o f products, such as 
animals and animal products, and 
textiles, tariff quotas are a major 
impediment. In the case o f animals 
and animal products, vegetable pro-
ducts, fats and oils, prepared food, 
tobacco, and sugar, the system of 
variable levies constitutes a high 
barrier to  trade, next to  volume- 
restraining measures in their im -
portance.15

15 UNCTAD, “Protectionism  and 
structural ad justm en t” (T D /B /940, Feb-
ruary 1983), tables 1 and  2. Also see 
Sam Laird and Michael Finger, “Pro-
tectionism  in developed and  develop-
ing countries” (Bangkok, Thailand D e-
velopm ent Research Institu te , 1986).
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According to the preliminary 
findings of a recent analysis of non-
tariff barriers applied by selected 
developed countries, conducted sim-
ilarly in terms of trade coverage 
and frequency ratios, trade inter-
vention in general increased signi-
ficantly between 1981 and 1986. 
For primary commodities, the per-
centage of imports of all food items 
affected by non-tariff barriers went 
up from 40.8 per cent in 1981 to
42.5 per cent in 1986; for oil-seeds 
and nuts, they went up from 7.5 
to 11 per cent and for animal and 
vegetable oils they went up from 
9.1 to 12.5 per cent. For agricul-
tural raw materials, the percentage 
of coverage went up from 2.8 in 
1981 to 8.4 in 1986, and for ores 
and metals it went up from 12.7 to 
24.7 per cent.16 The increased in-
cidence of intervention most cer-
tainly has affected the exporters of 
the products concerned in the 
ESCAP region.

The other major concern of the 
primary commodity exporting coun-
tries in the ESCAP region relates 
to export subsidies given to devel-
oped country exporters, which act 
as a barrier to import not so much 
into the countries giving subsidies 
but to third country markets. The 
structural surpluses of several com-
modities, which have resulted from 
policies of high internal support 
prices in the developed countries, 
have been released at subsidized 
prices in the international market. 
They have had the effect of lower-
ing the prices of the commodities 
concerned and tend to deprive the

16 Percentages indicate share of the 
value of imports covered by selected
non-tariff barriers which exclude health 
and technical regulations as well as 
excise taxes. Data covered 8 devel-
oped countries plus EEC(10). Ratios 
were computed by using 1981 import 
trade weights. Computations were 
made at tariff line levels and the re-
sults were aggregated to relevant pro-
duct group levels. See UNCTAD, “Pro-
tectionism and structural adjustment” 
(TD/B/1126/Add. 1 ), p. 3, table I .1.

developing countries of their mar-
ket share for commodities, includ-
ing grains, sugar, oil-seeds and cot-
ton. The recent efforts by the 
United States to regain its lost mar-
ket share in commodity exports, 
which it perceived was lost to sub-
sidized exports from other coun-
tries, resulted in a heightening of 
this concern in the region. This is 
because the United States action 
directly affected a number of com-
modity exports from the region 
which bear hardly any subsidies, 
and has threatened to escalate fur-
ther the competitive subsidization 
of exports by others. The lowering 
of the market prices of grains, sugar 
and cotton in 1985-1986 was to a 
large extent the consequence of the 
measures introduced through the 
United States Food Security Act 
of 1985.

There are other examples of 
specific trade actions in recent 
years affecting specific export pro-
ducts from countries in the region. 
These include safeguard actions to 
protect seafood processors in some 
developed countries, which affect 
canned tuna exports from the re-
gion; health and other product 
standards affecting fruits and sea-
food exports; frequent changes in 
import regulations in response to 
the domestic growing season and 
size of harvests, affecting exports 
of banana for example, from the 
Philippines; imposition of addi-
tional levies on canned pineapples 
from the Philippines and Thailand 
in certain markets because of the 
sugar contents of these fruit pro-
ducts; the recent reduction of 
United States sugar quotas affect-
ing the Philippines and Thailand; 
and the restraint on Thai tapioca 
exports to the European Economic 
Community (EEC) market under 
a voluntary restraint agreement.17

3. Total costs of protection

In order to capture the effects 
of overall, economy-wide costs of

protection in OECD countries a 
number of measures have been 
used. The three measures most 
often used, in increasing degrees of 
comprehensiveness and sophistica-
tion, are discussed below:

(a) Budgetary costs

The budgetary costs of sup-
port, although they do not fully 
reflect total cost, are themselves 
very large and have escalated in 
several cases in recent years. OECD 
estimates these costs in the United 
States at $57.0 billion in current 
dollars, or 4.1 per cent of total 
Federal Government disbursement 
in 1985 compared with $25.9 
billion or 2.9 per cent of the total 
in 1980. Other estimates suggest 
an expenditure of $30 billion in 
1986 compared with $3.5 billion 
in the early 1980s. In the EEC 
after rapid escalation throughout 
the 1970s, the budgetary costs 
of the Common Agricultural Poli-
cy seem to have stabilized recent-
ly in the face of growing budget 
constraints. EEC price supports 
under the Policy cost $23.5 bil-
lion in 1984 compared with $5.6 
billion in 1974. In 1986 direct sub-
sidy costs of the Policy amounted 
to $23 billion. An additional $2-3 
billion was spent on surplus dis-
posal. More than two thirds (72.8 
per cent in 1985) of the EEC bud-
get have been spent on the Policy 
in recent years.

Japan subsidized its farmers 
at the rate of $10.5 billion in 
1985, although the level of bud-
getary support has been stabilized 
or reduced over the past sever-
al years. Agricultural spending 
amounted to 3.1 per cent of gov-
ernment spending in 1985 com-
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“GATT law, agricultural trade, and 
developing countries: lessons from two 
case studies” , The World Bank Eco-
nomic Review, vol. 1, No. 4 (Washington, 
D.C., World Bank, September 1987), 
pp. 595-618.



pared w ith 4.9 per cent in 1980. 
Public spending related to  the im -
plem entation  of  agricultural policy 
has tended to  remain stable in p ro -
portionate terms in o ther  OECD 
countries such as Australia, Austria, 
Canada and the Federal Republic 
o f  Germany, although their ab -
solute levels have increased. In 
France, New Zealand and the 
United Kingdom the proportion  of  
expenditure on this account has 
tended to decline at least in con-
stant price term s.18 However, in 
these calculations national govern-
m ent expenditures do no t include 
EEC expenditures, and the EEC 
expenditures exclude the expendi-
tures o f  EEC member countries.

(b) Nominal costs o f  protection

Domestic prices are often  kept 
well above border prices th rough 
import restraints, domestic support 
measures and other institu tional 
means. For example, in Japan  con-
sumers are estimated to  pay around 
60 per cent higher prices for food 
than would be the case if the fall in 
world prices and the yen apprecia-
tion since 1985 had been reflected 
in internal agricultural prices.19 
Some reports suggest tha t dom es-
tic prices o f  rice in Japan  are m ain-
tained at levels 6-10 times higher 
than the international price.

The nominal costs o f  p ro tec -
tion provide a way o f  measuring

the influence of tariff and non-
tariff barriers on domestic prices. 
The nominal protection coefficients 
measure the protective effect of 
measures which raise domestic 
prices relative to border prices. 
The nominal protection coefficient 
measures, however, fail to take ac-
count of product quality differ-
ences, the impact of domestic pro-
tective and support measures on 
world prices, and the protective ef-
fects of domestic input subsidies, 
deficiency payments and acreage 
controls. Despite such weaknesses 
the nominal protection coefficient 
estimates indicate the degree of 
variation in the level of protection 
over countries and commodi-
ties.

The estimated nominal protec-
tion coefficients expressing pro-
ducers’ prices as indices of border 
prices for several products in the 
developed countries are given in 
figure II.13. The weighted average 
price of wheat, coarse grains, rice, 
beef and lamb, pork and poultry, 
dairy products and sugar was found 
to be 40 per cent above the world 
price level in the concerned coun-
tries in 1980-1982. Variations 
across countries and commodities 
were substantial.

The measure of ad valorem 
tariff equivalence of various pro-
tective measures in selected coun-
tries for wheat, maize and rice, 
based on the differences between 
domestic producer and consumer 
prices and the world market price, 
also indicated very high levels of 
protection for all the three com-
modities in the EEC and Japan.20

(c) Producer subsidy equivalent

Various measures have been 
devised in recent years, the pro-
ducer subsidy equivalent among 
them, to provide relative indices 
of the extent of intervention

20 OECD, Agricultural Trade with  
Developing Countries (Paris, 1984).

across countries and commodi-
ties on a common basis. These 
measures indicate the domestic 
price effects and producer gains 
resulting from policy interventions. 
The measures of producer and con-
sumer subsidy equivalents establish 
an equivalence of the estimated 
amount of revenue that would be 
required to compensate producers 
(consumers) if existing government 
programmes were eliminated. They 
are thus measures of producer (con-
sumer) gains resulting from inter-
ventionist government policies, all 
of which are not reflected in direct 
budgetary costs to Governments. 
These measures, although they lack 
precision in many ways, are more 
satisfactory than the size of bud-
getary outlays, which is often cited 
as an indicator of the level and ex-
tent of government support. The 
producer and consumer subsidy 
equivalents21 take account of the 
usual budget outlays that finance 
intervention; they also include poli-
cies such as tariffs, import quotas, 
permits and variable levies that do 
not result in specific budget out-
lays. The results constitute an in-
dex of government intervention 
and provide a common basis for 
cross-country and cross-commodity 
comparisons.

The Food and Agriculture 
Organization (FAO), the United 
States Department of Agricul-
ture (USD A) and OECD have 
estimated the producer subsidy

21 Measures o f consumer subsidy 
equivalents are developed in studies 
by USDA and the OECD. These mea-
sures generally estim ate the effects 
on consum ers of policies th a t separate 
dom estic and external prices. These 
are n o t discussed in detail in the pre-
sent Survey. I t should be no ted , how-
ever, th a t where policy instrum ents 
are functionally linked, such th a t  they 
jo in tly  affect producers and consumers, 
the producer subsidy equivalents meas-
ure the net effect o f the package of 
policies. See United States D epartm ent 
o f Agriculture, “G overnm ent interven-
tion in agriculture . . .” , p. 21.
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Policies and Agricultural Trade, p. 37, 
table 4; see also World Bank, World 
Developm ent R eport 1986  (New York, 
Oxford University Press, 1986), p. 121; 
“GATT negotiators under fire” , The 
Economist, vol. 304, No. 1507 (18-24 
July 1987); G. Müler, The Political 
E conom y o f  International Agricultural 
Policy R eform  (Canberra, D epartm ent 
o f Primary Industry, 1986), pp. 1-2; 
and United States D epartm ent of Agri-
culture, “G overnm ent intervention in 
agriculture: measurement, evaluation
and implications for trade negotiations” , 
l-AER-229 (mimeographed) (April 1987), 
p. 13.

19 Miller, op. cit., p. 2.



Figure II.13. Nominal protection coefficients for producer prices of selected commodities in industrial countries, 
1980-1982

a Excluding Greece, Portugal and Spain. b Austria, Finland, Norway, Sweden and Switzerland. c Averages are
weighted by the values of production at border prices.

equivalents of all transfers to 
farmers effected through domes-
tic support programmes and trade 
measures. FAO estimated them for 
five commodities, namely wheat, 
rice, maize, milk and sugar. The 
transfers, measured as proportions 
of receipts from sales of the res-
pective commodity, indicated high 
levels of subsidies, especially for 
sugar and also for wheat and rice 
in some markets.22

The USDA and the OECD sec-
retariat also measured producer sub-
sidy equivalents which expressed 
policy transfers as a ratio or per-
centage of gross domestic value of 
production including direct net 
payments, such as deficiency pay-
ments less producer levies. The 
number of commodities included

 larutlucirga lanoitanretnI“ ,OAF 22
adjustment, fifth progress report” (C. 85/
21) (Rome, August 1985), p. 11, table
1.7.

in both the USDA and the OECD 
studies were 11, although the group-
ings of the commodities in the two 
studies are somewhat different. In 
the USDA study, producer subsidy 
equivalents are calculated for grains 
(wheat, rice, maize, sorghum and 
barley), oil-seeds (soybeans and 
other oil-seeds), cotton, sugar, live-
stock and dairy products for 17 
developed and developing coun-
tries.

The results of the USDA study 
show that sugar in th United States, 
dairy in Canada, beef in the EEC, 
and beef, pork, soybeans, sugar, 
barley, milk, rice and wheat in 
Japan, are the commodities most 
protected. In the United States and 
EEC support levels for most com-
modities fall in the middle range 
of 25 to 50 per cent. In countries 
such as Australia, Canada and New 
Zealand support levels are at a low 
or moderate level ranging from 0 to 
25 per cent. In some developing

countries such as India, the levels 
of support for commodities such 
as cotton, wheat, rice, sugar and 
oil-seeds are negative or very small.

The percentages of producer 
subsidy equivalents attributed to 
policies linked with border mea-
sures in the developed countries 
have been separately calculated. 
The USDA study shows that the 
highest percentage (75-100) of sub-
sidies to dairy and sugar in the 
United States, rice and sugar in 
Australia, barley, beef, wheat, corn, 
milk, poultry meat, rice and sugar 
in the EEC and beef, milk, pork, 
rice and sugar in Japan, are ac-
counted for by border measures 
or policies linked with border mea-
sures, which are more directly 
trade-restrictive. In Canada, New 
Zealand and the United States such 
measures account for the lowest 
percentage of total support.

The OECD study included the 
following 11 commodities for cal-
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culation of producer subsidy equi-
valents: dairy, wheat, coarse grains, 
beef and veal, pig meat, poultry 
meat, sugar, rice, sheep meat, wool 
and soybeans. It calculated the 
producer subsidy equivalents for 
the period 1979-1981 in individual 
and groups of OECD countries and 
found high average levels of sup-
port for the commodities con-
cerned in Japan, the Nordic coun-
tries and the EEC .

Although the producer subsidy 
equivalent is the most comprehen-
sive indicator of total support to 
commodity producers in different 
countries so far devised, it falls 
short of a fully comprehensive mea-
sure of effective rate of assistance 
for a number of reasons.23 First, 
there are limitations of data for a 
fully satisfactory coverage of all 
protectionist measures. The pro-
ducer subsidy equivalents fail to 
take account of the price effects, 
for example, of intermediate inputs 
owing to assistance provided to the 
industries producing these inputs. 
Second, the external reference 
prices used in the calculations, 
which are derived from observed 
market prices, already include ef-
fects of government policy actions 
in agricultural and financial mar-
kets. Third, external reference 
prices vary as a result of exchange 
rate changes that may be entirely 
unrelated to behaviour in agricul-
tural markets. Finally, the pro-
ducer subsidy equivalent does not 
capture the large country effect on 
the world reference price.

Despite its limitations, the pro-
ducer subsidy equivalent is the 
most comprehensive measure de-
vised so far and is useful for a 
quantitative comparison of levels 
of support and protection among 
countries for different commodi-

23 “Price adjustm ent GAP and world 
agricultural policy reform ” , Quarterly  
R eview  o f  the Rural E conom y,  vol. 9, 
No. 2 (Canberra, Bureau o f Agricultural 
Economics, June 1987).

ties. The estimates so far made 
demonstrate that in general the sup-
port levels are higher in the import-
ing than in the exporting coun-
tries, and higher in the developed 
than in the developing countries 
which, in many cases, provide nega-
tive protection to agriculture. The 
levels of support and protection 
are quite high in developed market 
economies on commodities such as 
rice, corn, sugar and cotton, in 
which developing countries of the 
ESCAP region compete for export 
markets.

The policy measures under-
taken by the OECD countries and 
evaluated above have had several 
adverse consequences for world 
agricultural production, supply, 
demand, trade and prices. First, 
artificially high domestic prices 
have encouraged production and 
discouraged consumption in the 
developed countries and contri-
buted to the supply-demand imbal-
ance that has developed. Second, 
surplus production has led to rapid 
commodity stock buil-up, especial-
ly of cereals in the developed coun-
tries. Thus, the world stock of 
cereals rose from 247.6 million tons 
in 1981 to 395.7 million tons in
1986 and was forecast to rise to 
448 million tons in 1987.24 Stocks 
in the developed countries rose 
much faster from 145.4 million 
tons in 1981 to 269.0 million tons 
in 1986 and were forecast to rise 
to 324 million tons in 1987. The 
most noticeable rise in stocks took 
place in the United States (table
11.18). Third, disposal of surplus 
production and stocks, often at 
subsidized prices on the world 
market, has served to depress and 
destabilize world market prices. 
Fourth, an escalation of competi-
tive subsidization of exports by

24 The forecasts for 1987 were be-
ing revised la ter in the year in the face 
o f poor crop prospects due to w eather 
effects and some effects o f acreage 
contro l measures in developed countries.

major developed country exporters, 
in which the United States moves 
since 1985 have been rather pre-
cipitous, has driven developing 
country producers to the verge of 
bankruptcy. Fifth, by altering 
trade flows in favour of OECD 
countries vis-à-vis developing coun-
tries which do not promote their 
exports in a comparable way, world 
trade in agriculture has become 
more distorted.

C. LIKELY IMPACT ON 
THE ESCAP REGION 
OF AGRICULTURAL 

TRADE LIBERALIZATION
BY OECD COUNTRIES

It is obvious that any trade 
liberalization measure by developed 
market economies will generally 
have a large effect on the prices of 
agricultural commodities and hence 
their foreign exchange earnings. To 
investigate the impact of such hy-
pothetical trade liberalization mea-
sures, a number of studies based on 
simulation models have attempted 
to explore their implications.

One of the first such attempts 
was made in 1980 by the Interna-
tional Food Policy Research Insti-
tute (IFPRI). That study indicated 
a $3 billion gain in export earnings 
of developing countries, out of a 
$8.5 billion per year increase in 
world trade in constant 1977 values 
resulting from a 50 per cent reduc-
tion across the board in tariffs and 
non-tariff barriers for 99 commodi-
ties in 17 developed OECD coun-
tries.

An updated version of the 
IFPRI model in 1986 found that 
developing countries would have 
increased their export revenue by 
an additional $6 billion in 1985 
prices, which represented an 11 per 
cent increase for developing coun-
tries as a whole. The figures were 
calculated taking 1977-1979 levels 
of protection and trade flows. It 
was noted, however, that trade 
flows and OECD protection had
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Table II.18. World stocks.a Estimated total carryover of cereals, 1981-1987

Crop year ending in:

1981 1982 1983 1984 1985 1986
Preliminary

1987
Forecast

Total cereals 247.6 295.7 335.7

(Millions o f  tons) 

274.7 321.5 395.7 448
held by:

Main exportersb 119.4 166.7 210.5 135.4 167.2 242.4 293
Others 128.2 129.0 125.2 139.3 154.3 153.3 155

By grains 

Wheat 98.2 106.9 119.8 129.8 144.6 148.1 156
held by:

Main exporters 47.2 55.2 65.9 64.0 73.3 82.4 89
Others 51.0 51.6 53.9 65.8 71.4 65.7 67

Coarse grains 105.6 143.5 172.9 97.5 123.7 194.8 243
held by:

Main exporters 51.3 88.6 119.0 45.6 63.7 134.4 182
Others 54.3 54.9 53.9 51.9 60.0 60.4 61

Rice (milled basis) 43.8 45.2 43.0 47.4 53.1 52.8 49
held by:

Main exporters 20.9 22.8 25.6 25.8 30.2 25.6 23
Others 22.9 22.4 17.4 21.6 22.9 27.2 26

By regions 

Developed countries 145.4 187.7 229.9 152.6 189.8 269.0 324
of which: 
North America 83.9 125.6 169.4 92.7 111.0 195.8 251

Canada 14.0 16.2 18.5 13.3 12.2 14.7 24
United States 69.9 109.4 150.9 79.4 98.8 181.1 227

Others 61.6 62.1 60.4 59.8 78.8 73.2 73
Australia 2.7 5.2 2.5 8.2 8.9 6.1 6
EECc 21.3 18.8 23.1 15.4 30.7 31.0 27
Japan 8.8 7.1 5.2 4.5 4.8 5.7 6
USSRd 14.0 14.0 14.0 19.0 20.0 19.0 22

Developing countries 102.1 107.9 105.9 122.2 131.7 126.7 124
o f which: 
Asia 84.5 87.3 88.7 108.3 117.2 105.6 102

Africa 5.8 7.5 6.3 4.9 4.5 8.9 11

Central America 4.7 4.5 2.9 3.0 4.2 4.7 4

South America 7.2 8.6 8.0 5.9 5.7 7.5 7

World stocks

As percentage o f consumption 17 19 22 17 20 24 26

Sources: OECD, O utlook fo r  Agricultural Policies and Markets: Comm odity Notes  (Paris, 1987), p. 11, table 3. Based on 
FAO data.

a Stock data are based on an aggregate of national carryover levels at the end o f national crop years and should not be con-
strued as representing world stock levels at a fixed point in time. b  Major exporters of wheat and coarse grains are: Australia
Argentina, Canada, EEC and the United States. For rice, the countries include: Burma, China, Pakistan, Thailand and the United 
States. c Twelve member countries. d  FAO estimates.

increased since 1977-1979, so that 
the benefits of liberalization would 
be substantially greater in 1985. 
While for most commodities the

price increase ranged between 2 and 
10 per cent, for commodities that 
faced little or no protection in the 
OECD markets, the world price

change was nil. The latter category 
of commodities included cotton 
lint, jute, natural rubber, sisal and 
hemp tow. Sugar and sugar deri-
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vative and meat were identified as 
the most promising of commodi-
ties, capturing approximately 47 
per cent of the potential increase 
in export revenues in the develop-
ing countries.

The results of the 1980 IFPRI 
study indicated that for a number 
of countries in the ESCAP region 
a 50 per cent reduction in overall 
trade barriers would result in both 
increased exports and import ex-
penditures on account of commodi-
ties. With a few exceptions, the 
countries could achieve net gains in 
foreign exchange earnings from their 
overall commodity trade (table
11.19). Importers of cereals, such 
as Bangladesh, however, were likely 
to incur net losses owing to the 
probable increase in the price of 
cereals. In fact, the increased ex-
penditures on imports indicated in 
most cases are largely due to cereal 
imports. With the attainment of 
greater self-sufficiency in cereals, 
these losses were likely to be small-
er in more recent years. However, 
for the poorer countries the trade

effect on imports tended to out-
weigh that on exports because these 
countries either exported few agri-
cultural products and/or exported 
commodities facing low rates of 
protection, and imported foods 
bearing high rates of protection 
(subsidies) in the OECD countries. 
Trade liberalization, however, may 
stimulate more production in food 
deficit countries, as most studies 
point out, owing to higher prices 
resulting from liberalization of poli-
cies.

An OECD study25 simulated 
the impact of an average 10 per 
cent reduction in assistance in the 
OECD countries on world prices of 
the 11 commodities studied and 
found that world prices of live-
stock products, dairy products, 
wool and sugar would increase, 
while those of wheat, coarse grains, 
soybeans, and livestock feeds would

25 See OECD, N ational Policies and  
Agricultural Trade (Paris, May 1987), 
ch. Ill, p. 31, table 2; and the explana-
tory  text, p. 26.

fall when assistance in OECD coun-
tries was reduced.

The price effects of the reduc-
tion in the OECD assistance level 
were of rather small magnitudes, 
the highest rise of about 5 per cent 
was indicated for dairy products 
expressed in terms of milk equiva-
lents. and the highest fall of just 
above 1 per cent was indicated for 
soybeans. The OECD data, how-
ever, related to the years 1979-1981 
when commodity prices were gener-
ally much higher than have pre-
vailed since then and the level of 
assistance also was much lower than 
in more recent years.

A study commissioned by the 
ESCAP secretariat for the purpose 
of the present Survey, simulated 
with the help of a seven-commod-
ity26 thirty-country econometric 
model the effects of liberalizing 
food markets in industrial coun-

26 The com modities are: wheat, 
coarse grain, rice, rum inant meat, non-
rum inant m eat, dairy products and 
sugar.

Table II.19. Potential trade effects on selected developing economies of the ESCAP region from reducing trade 
barriersa

Source: Alberto Valdés and Joachim Zietz, Agricultural Protection in OECD Countries: Its Cost to  Less-Developed Coun-
tries, Research Report No. 21 (Washington, D.C., International Food Policy Research Institute, December 1980), ch. 4, p. 33, table 4.

a Calculations use the base period 1975-1977 for the 99 selected agricultural com m odities only.
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Change in 
export revenues

Change in 
agricultural im port  

expenditures

Increase in 
agricultural export 

revenues

M ost a ffec ted  
export com m o d ity  
in absolute terms

( -  Thousands o f  US do llars  – ) (Percentage)

Asia

Bangladesh 2 017 – 5 511 5.3 Beverages /  to bacco
Burma 6 344 – 466 3.0 Rice
Hong Kong 723 – 16 168 16.2 Fats
India 254 872 – 1 8 1 5 7 6 18.4 Sugar
Indonesia 42  461 – 29 256 6.1 Vegetable oils
Malaysia 49 314 3 626 6.4 Vegetable oils
Nepal 1 034 – 605 2.3 Rice
Pakistan 14 850 – 5 2 6 3 1 4.5 Beverages /  tobacco
Philippines 154 356 – 1 2 4 8 0 10.7 Sugar
Republic o f  Korea 34 986 1 739 22.9 Sugar
Sri Lanka 14 841 3 823 4.1 Beverages / tobacco
Thailand 105 518 – 106 6.6 Sugar



tries on food self-sufficiency levels 
in selected countries in the ESCAP 
region in 1995, as shown in figure 
11.14. The study also quantified 
the trade effects of policy liberaliza-
tion in the industrial countries on 
the ESCAP region which, inter alia, 
shows that imports of the products 
concerned in the traditionally im-
porting countries will decrease and 
exports from the traditionally ex-
porting countries will increase, and 
for some products exports will take 
place from some newly exporting 
countries, most importantly dairy 
products from China and India. On 
the basis of assumed/predicted 
levels of protection in industrial

countries, simulations predict prices 
and production to be much higher 
in 1995 than in 1980-1982. Pro-
ducers in the ESCAP region, except 
in Japan, would experience welfare 
gains whereas consumers would 
sustain losses, except in Japan 
where consumers will gain substan-
tially. Net economic welfare losses 
(balancing losses and gains to pro-
ducers and consumers) are indi-
cated for most developing coun-
tries in the region, whereas gains 
accrue to the three developed 
countries, substantially so to Japan. 
Net welfare losses for the develop-
ing countries may however be 
less significant economically be-

cause the gains to producers may 
stimulate production which will 
of greater and longer-term bene-
fits to the countries concerned.

It appears that the gains from 
liberalization of trade, though sub-
stantial, would not be uniform 
among country groups and coun-
tries within a group. It has been 
pointed out, however, that a fea-
ture of the structure of assistance in 
the OECD countries is the existence 
of policies which in many cases 
have evolved to counteract the ef-
fects of other policies. There is 
therefore an urgent need for poli-
cies to be rationalized with the 
multiple objectives of reducing

Figure II.14. Effects of liberalizing food markets in all industrial market economies on food self-sufficiency in 
major countries of the ESCAP region, 1980-1982 and 1995

(Ratio of domestic production to consumption of selected products)
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market distortions arising from as-
sistance programmes, making the 
sector more flexible and more res-
ponsive to world market signals; 
reducing the cost to the economy 
of agricultural assistance and the 
disparity of benefits among pro-
ducers, and of improving inter-
national relations in agriculture. 
If progress is to be made in resolv-
ing the serious problems confront-
ing all OECD member countries,

a multilateral, multi-commodity ap-
proach to the analysis and the re-
solution of these problems should 
be urgently pursued.27

While any liberalization of 
trade by OECD countries in tem-
perate zone products is likely to

27 OECD, N ational Policies and A g -
ricultural Trade (Paris, May 1987), pp. 
34 and 36.

confer benefits to developing coun-
tries, including those in the ESCAP 
region, it is evident that developing 
countries stand to gain more from 
liberalization of trade in tropical 
products. A wide range of tropical 
products therefore needs to be in-
cluded in liberalization efforts 
which aim to eliminate tariff and 
non-tariff barriers which greatly 
hamper trade, especially in the pro-
cessed products.
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VI. POLICY ISSUES AND OPTIONS IN 
PRIMARY COMMODITY TRADE

A. INTRODUCTION

T
he preceding chapters have 
analysed the various issues 
relating to trade in non-fuel pri-

mary commodities confronting the 
ESCAP region in the context 
of its changing role in the process 
of development. While the impor-
tance of such trade in overall 
commodity trade for the world, 
as well as for the developing coun-
tries of the region, has declined 
considerably in recent years, its 
strategic role in world trade and 
as a vital source of foreign ex-
change earnings for many de-
veloping countries makes it an 
important item on any current 
agenda of international trade issues. 
For developing countries its im-
portance stems not merely from 
its role as a net foreign exchange 
earner but also as an important 
source of employment and income 
to a majority of their population 
and a source of funds for their over-
all development. For developed 
countries, except such countries 
as Australia and New Zealand, 
trade in primary commodities has 
been a small proportion of total 
merchandise trade but their world 
share of this trade is more than 
a half and has risen in recent 
years. However, the population 
that is dependent on primary 
production, especially agriculture, 
as a full-time occupation in de-
veloped countries is small and is 
now less than the proportion 
of unemployed in those economies.

A major source of concern 
for developing countries is their

declining share in world exports 
of primary commodities. The loss 
in world market share of develop-
ing countries has been the result 
of both developed and develop-
ing country policies. The former 
have pursued policies of protec-
ting their agricultural sectors and 
subsidizing export surpluses, there-
by restricting and depressing com-
modity markets in which de-
veloping and developed markets 
compete with similar products, 
for example, temperate zone agri-
culture and tropical substitutes 
such as oil-seeds which compete 
with butter and oils. This has 
been by far the most important 
structural factor in depressing com-
modity prices in the 1980s. The 
supply increases have been large-
ly generated in the developed 
market economies.

Most developing countries, on 
the other hand, have been handi-
capped by an inherited pattern of 
specialization in products such as 
tropical beverages, cotton, jute 
and hard fibres for which demand 
grows more slowly and inroads 
from synthetics continue to pose 
a serious threat. However, some 
individual countries or country 
groups have been able to increase 
their market shares, often at the 
expense of some other countries, 
by following more liberal policies 
towards their agriculture, especially 
exports.

In general, the developing 
countries, unlike developed coun-
tries, have taxed rather than sub-
sidized their agriculture and to that 
extent their share of world agri-

cultural output and trade is much 
lower than it would be in the 
absence of these distortions. Al-
though the developing ESCAP 
region has been able to maintain 
its .share, it could have achieved 
much more in the absence of 
the export subsidization by de-
veloped countries.

The second major problem 
that has continued to confront 
the developing countries, including 
those of the ESCAP region, is the 
short-term fluctuation in the pri-
mary commodity export earnings. 
This problem is of much greater 
significance to smaller economies 
which are heavily dependent on a 
few commodities and where possi-
bilities of diversification remain 
low. Fluctuations in commodity 
prices in such countries have 
large domestic macro-economic im-
pact and bring economic misery 
to vulnerable social groups.

Finally, there is concern about 
the impact of the changing inter-
dependence between developed and 
developing countries. The growth 
in primary commodity trade in 
the past was largely linked to 
growth in the industrial countries. 
In recent years, there have been 
some signs of a weakening in that 
link, especially in the use of raw 
materials. However, growth in the 
developed market economies still 
exercises a positive influence on the 
demand for primary commodities. 
Moreover, although the nature 
of interdependence between de-
veloped and developing countries 
has been changing, the latter 
do not have the passive role that
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they had earlier. They provide 
a substantial market for the ex-
ports of the developed market 
economies which serve to stimulate 
growth in developed countries.

Therefore, in spite of the 
changing nature of complementa-
rity (or interdependence) between 
the industrialized market countries 
and the primary exporting econo-
mies, there are many mutually- 
reinforcing benefits to be derived 
by both consumers and producers 
of primary commodities in their 
joint efforts to stabilize and main-
tain reasonably remunerative prices 
for primary commodities.

In the longer run, however, 
growing world trade relationships 
would necessitate accommodating 
“structural adjustment” in the 
economies of both trading part-
ners for a more harmonious in-
terdependence. It is apparent that 
changes in both the commodi-
ty composition and geographical 
flows of trade are inevitable at 
the national level. This is ne-
cessary in order to take full ad-
vantage of the domestic resources 
endowment in relation to the
dynamic movements in interna-
tional comparative advantage as 
well as for deriving greater bene-
fits from regional co-operation in 
trade and production planning
among developing countries of 
the ESCAP region.

These major problems relating 
to primary commodity trade re-
quire –  and have evoked –  policy 
responses at the international, re-
gional and national levels. A com-
prehensive evaluation of these poli-
cy responses is neither possible 
nor necessary in this Survey. 
A brief account of the current 
international policy initiatives is
given in section B, while regional 
co-operation efforts are discussed 
in section C. In section D, some 
of the major policy options emerg-
ing from the findings discussed 
in the previous chapters of this 
study are spelled out in greater

detail. Section E puts forward 
some tentative suggestions for in-
creased regional co-operation among 
the member countries of ESCAP.

B. INTERNATIONAL 
POLICY INITIATIVES

Instability in the prices of 
primary commodities has been a 
major public concern in both 
developed and developing countries 
for over half a century. Schemes 
for securing “ remunerative and 
stable prices” for the main agri-
cultural crops have been in ex-
istence since 1930, patterned af-
ter the agricultural price support 
programme of the Roosevelt Ad-
ministration. Many developing 
countries have experimented with 
marketing boards and similar stabi-
lization schemes. Keynes, who 
is recognized as one of the intel-
lectual architects of the current 
international system of multilateral 
economic co-operation, had pro-
posed the establishment of an 
international agency for stabilizing 
commodity prices –  more ambi-
tious in scope than the Common 
Fund under the Integrated Pro-
gramme for Commodities (IPC) pro-
posed by the United Nations Confer-
ence on Trade and Development 
(UNCTAD).1 The main aim of 
Keynes’ proposal was to ensure 
a stable supply of commodities 
to industrial countries without 
causing inflationary pressures and 
to ensure investment in new capa-
city in primary products at an 
adequate scale.

However, despite the agree-
ment reached in 1980 on the es-
tablishment of the Common Fund, 
a major component of the IPC, 
it has remained non-operational. 
The required number of ratifica-

1 For details, see Nicholas Kaldor, 
“ The role o f com m odity prices in re-
covery” , World D evelopm ent, vol. 15, 
No. 5 (O xford, Pergamon Journals 
Ltd., May 1987), pp. 551-558.

tions were reached in 1986 but 
the capital subscribed fell some-
what short of the required two 
thirds. The decision to ratify in 1987 
by two more countries, the Union 
of Soviet Socialist Republics and 
Côte d’Ivoire has improved the 
prospects of entry into force of 
the Agreement to establish the 
Common Fund for Commodities 
in the near future.2 The general 
weakness in commodity markets 
since 1980 has cast a shadow 
on the prospects of the emergence 
of new international commodity 
agreements or the effective con-
tinuance of the old ones. The 
international commodity agree-
ments which the Fund was de-
signed to support have, in the 
meanwhile, been dealt a con-
siderable blow by the collapse in
1985 of one of the most important 
and well-functioning agreements, 
the International Tin Agreement. 
There are only five currently or 
recently active international com-
modity agreements –  on sugar, 
coffee, cocoa, rubber and tin –  
with price support and, to a less 
extent, enhancement, as major ob-
jectives. For a variety of reasons, 
the success of these agreements 
has been limited.3

Another international initiative 
to support primary commodity 
trade, the Compensatory Financing 
Facility, administered by the Inter-
national Monetary Fund (IMF)

2 UNCTAD, Final A c t  o f  UNCTAD  
V II  (TD /350), para. 76, p. 25.

3 The agreements on sugar and 
tin, with pricing provisions, have be-
com e inoperative in this respect, while 
the perform ance o f the agreements on 
cocoa and natural rubber is, a t least, 
mixed. However, the  agreem ent on 
coffee appears to have been m ore suc-
cessful as an in ternational price en-
hancem ent measure. See C.L. Gilbert, 
“ International com m odity  agreements: 
design and perform ance” , World D e-
velopm ent, vol. 15, No. 5 (Oxford, 
Pergamon Journals Ltd., May 1987), 
pp. 600-614.
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since 1963, is designed to help 
alleviate the domestic impact of 
export earnings shortfalls through 
short-term balance-of-payments as-
sistance. The Facility was extended 
to cover earnings on services (name-
ly, workers remittances and tour-
ism) in 1976 and instability in 
cereals imports in 1981. However, 
several recent modifications of the 
scheme have resulted in the loss 
of a semi-automatic compensation 
element through the application of 
stricter test of co-operation with 
IMF introduced in 1983. The 
access limits of the CFF were also 
lowered from 100 per cent to 
83 per cent of a country’s quota.

Global drawings under this 
facility totalled special drawing 
rights 16.1 billion of which special 
drawing rights 15.4 billion or 
almost 96 per cent were made by 
the developing countries as of 
September 1987. The developing 
economies of the ESCAP region 
accounted only special drawing 
rights 4.4 billion or 27 per cent 
of the global drawings. There 
is a growing need for an alter-
native or supplementary scheme 
for export earnings stabilization. 
However, the several proposals 
for supplementary multilateral ac-
tion and funding, in particular 
the UNCTAD proposal for a com-
plementary compensatory financ-
ing facility,4 have so far failed 
to evoke a response from the 
developed countries commensurate 
to the urgency and seriousness

4 The proposed scheme is designed
to reduce supply instability in specific 
primary commodity sectors consonant 
with national and international policies 
and arrangements. The facility would 
operate basically on self-financing and 
commercial principles, with voluntary 
contributions from donor countries 
used to cover any elements of conces-
sionality for primary-producing, low- 
income and least developed countries 
(UNCTAD, Compensatory Financing o f  
Export Earnings Shortfalls (United Na-
tions publication, Sales No.E.85.II.D.3), 
p. 24).

of the commodity problem being 
faced by developing countries.

The STABEX scheme spon-
sored by the European Economic 
Community (EEC) has the same 
objective as the IMF Facility. 
It is a regional and commodity- 
specific scheme, with a high grant 
element and generous repayment 
conditions. However its financial 
impact is much more limited in 
absolute terms as well as in com-
parison to the financial resources 
disbursed under the Facility. Fund-
ing for the scheme amounted to 
about $400 million for 1975- 
1979 and $500 million during
1980-1984. In particular, the peak 
year for claims under STABEX was
1981 when a total of $327 million 
was finally approved. The an-
nouncement by the EEC in Octo-
ber 1985 that STABEX would be 
extended to cover the least de-
veloped countries (including six 
in the ESCAP region) outside 
the present African, Caribbean and 
Pacific States is, however, an 
encouraging development.5

The new round of multilateral 
trade negotiations under the aus-
pices of GATT (the Uruguay 
Round) has raised much ex-
pectation because trade in agri-
cultural commodities, whether in 
processed or semi-processed form, 
is now on the agenda for the first 
time in four decades (see box II.11). 
In addition, there appears to be 
a broad measure of agreement, 
backed by a certain level of politi-
cal will expressed at various forums

5 The allocated STABEX budget of 
925 million European currency units 
for 1985-1990, however, was earmarked 
for African, Caribbean and Pacific 
(ACP) countries only. No claim was 
submitted by the non-ACP least de-
veloped countries up to  1986. For 
further details, see A.P. Hewitt, “ Stabex 
and commodity export compensation 
schemes: prospects for globalization”,
World Development, vol. 15, No. 5 (Ox-
ford, Pergamon Journals Ltd., May 
1987), pp. 617-631.

–  the OECD Ministerial Coun-
cil meeting in May and the Venice 
Summit in June of 1987, and the 
Cairns Group (of 14 developed 
and developing primary exporters) 
in particular –  concerning the 
urgent need for more liberalized 
agricultural trade and production 
conditions. It is, however, diffi-
cult to predict the likely outcome 
of the Uruguay Round of mul-
tilateral trade negotiations whose 
benefits would in any event take 
many years to become apparent. 
Nevertheless, it is undeniable that 
the commodity a problem has 
global dimensions which require 
a co-ordinated international ap-
proach by both the producing 
and consuming countries for its 
relief and resolution.

C. REGIONAL 
CO-OPERATION EFFORTS

Regional co-operation for 
strengthening the economic posi-
tion of primary producers in the 
ESCAP region has existed for over 
two decades but, unfortunately, 
has not acquired the momentum 
that present challenges call for. 
Regional co-operative arrangements 
exist for a number of primary 
commodities, including coconut, 
pepper, rubber, tin, tropical timber, 
silk and jute, although the scope 
and intensity of their activities 
vary greatly. Two of these arrange-
ments, for pepper and tin, have 
non-regional members, although the 
majority belong to the ESCAP 
region. Many of these regional 
initiatives have been undertaken 
under the auspices or with the 
help of ESCAP.

Among the earliest regional 
commodity arrangements to be 
established in the region is the 
Asian and Pacific Coconut Com-
munity, established in 1969. The 
Federated States of Micronesia, 
India, Indonesia, Malaysia, Papua 
New Guinea, the Philippines, the 
Republic of Palau, Samoa, the
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Solomon Islands, Sri Lanka, Thai-
land and Vanuatu, are members of 
APCC. The Association of Natural 
Rubber Producing Countries, at pre-
sent comprising India, Indonesia, 
Malaysia, Papua New Guinea, 
Singapore, Sri Lanka and Thailand, 
was established in 1970. The 
International Pepper Community, 
in which the participating coun-
tries are Brazil, India, Indonesia 
and Malaysia, was created in 1972.

The activities of the three 
regional commodity organizations 
involve all aspects of the respec-
tive industry, including production, 
processing, marketing, transport 
and shipping, research and develop-
ment and training. Among the 
major activities of these organiza- 
tins are: (a) the collection and
publication of statistics and other 
information on the performance 
of the commodity in each of the 
producing countries as well as 
in the international market place 
(information which is vital for 
policy-making); (b) the study of 
the cost structure of production 
and the adequacy of returns to 
farmers (information which is 
needed for both shaping domestic 
policies and negotiations at inter-
national levels on prices); (c) the 
study of shipping and transport 
problems; and (d) the study of 
medium-term and long-term de-
mand prospects.

The intergovernmental co – 
operative/counsultative forums are 
relatively new arrangements in the 
region. The Government Con-
sultation Among Jute Producing 
Countries comprising Bangladesh, 
Burma, China, India, Nepal and 
Thailand was formed in 1979, 
which helped to bring about agree-
ment among the producing coun-
tries on the establishment of 
the International Jute Organiza-
tion (IJO), a body consisting of 
representatives of both producing 
and consuming countries and aimed 
at the general improvement of 
the world jute economy.

The Intergovernmental Con-
sultative Forum of Developing 
Tropical Timber Producing/Export-
ing Countries came into existence 
in 1981 with a view to adopting 
a co-ordinated policy approach 
by Governments of concerned 
countries in areas of common 
interest. Indonesia, Malaysia,Papua 
New Guinea, the Philippines and 
Thailand are members of the 
Forum, which meets periodically 
at the governmental level to devise 
ways and means to co-ordinate 
efforts towards the improvement 
of the timber industry.

The Regional Consultative 
Group on Silk was established in 
1982, with China, India, Indonesia, 
Malaysia, the Philippines and 
Thailand as members. Among its 
objectives are identification and 
implementation of co-operative ac-
tivities in the production, proces-
sing and marketing of silk. Besides 
periodic consultation on and moni-
toring of the implementation of 
various co-operative activities, in-
cluding comparative studies of 
techniques of production and pro-
cessing which have evolved in 
response to local conditions, ef-
forts have been made to promote 
the sale of regional silk products 
by organizing Asian Silk Fairs in
1984 and 1986.

For tin, the Association of 
Tin Producing Countries (ATPC), 
with Malaysia, Indonesia and 
Thailand as leading Asian members, 
has drawn in other tin-producing 
countries such as Australia, Bolivia, 
China, Nigeria and Zaire to col-
laborate in research and develop-
ment efforts in the face of the 
serious long-term threat to tin 
from substitutes. Recently these 
countries have also attempted to 
co-ordinate their production and 
marketing activities through the 
auspices of the Association with 
a view to minimizing the damage 
to their economies owing to the 
collapse of the international tin 
market.

Two recent regional initiatives 
at the subregional level also deserve 
mention, although their immediate 
purpose is somewhat different from 
the other regional efforts dis-
cussed earlier. These are the 
proposals for the building up of 
an emergency reserve of 200,000 
tons of food grains by members 
of the Association of South- 
East Asian Nations and more 
recently the decision of the 
South Asian Association of Re-
gional Co-operation countries to 
build up a similar reserve for 
the South Asian countries. It 
is not unlikely that these could 
lead to greater co-operation in 
food security matters among the 
member countries of the two 
subregions.

D. EMERGING POLICY
ISSUES AND OPTIONS

The underlying concern of 
developing countries of the ESCAP 
region about the prospects of 
growth in export earnings from 
primary commodity trade is the 
uncertainty that surrounds them. 
This uncertainty stems from a 
variety of sources, including the 
external economic environment, 
policies of developed market econo-
mies and competing developing 
countries vis-à-vis particular prima-
ry products, technological changes 
and, last but not least, changes in 
weather. Perceptions about the 
importance of primary commodi-
ty trade undergo periodic change 
based on the interaction of these 
factors.

The present decade has been 
characterized by great pessimism 
about the future growth of primary 
export earnings in developing coun-
tries. Most forecasters believe 
that the weakness in commo-
dity prices is likely to continue 
well into the next decade. In 1987, 
an upturn in some commodity 
prices, especially in minerals and 
metals, which had been depressed
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for a long time, has raised some 
optimism. Prices of food grains, 
especially rice, also began to rise 
strongly as a result of drought- 
induced crop failures and increased 
demand in some countries. As 
a result, large countries such as 
China and India, which were 
hoping to become major exporters 
of food grains, faced the pro-
spects of running large import 
bills to ensure food security for 
their populations. These uncer-
tainties considerably limit the scope 
for policy options and constrain 
planned development in primary- 
producing developing countries. 
The basic concern for food security 
and avoiding large balance-of-pay- 
ments deficits greatly limit the 
policy options available to de-
veloping countries of the ESCAP 
region heavily involved in the 
production and trade of primary 
commodities.

Nevertheless, over the past two 
decades, many economies in the re-
gion which have specialized in prima-
ry production and trade, have now 
become leading exporters of manu-
factures. Others have reinforced 
their comparative advantage as pri-
mary producers and exporters by 
introducing new commodities and 
establishing downstream industries 
for processing. Many of these 
policy options are subsumed under 
the broad rubric of diversification. 
Diversification adds to the resili-
ence of an economy and to its 
capacity to withstand external 
shocks in an increasingly uncer-
tain world.

However, the policy of diver-
sification is not without problems. 
First, it raises the possibility of 
a “fallacy of composition” or 
“crowding out” effect if the same 
trade diversification options are 
chosen by a number of countries 
simultaneously in the context of 
a shrinking or slowly expanding 
market demand. It then becomes 
a zero or negative sum game, in 
which the benefits to any one

developing country may be posi-
tive but take place at the expense 
of other developing country pro-
ducers and reduce the competi-
tors’ market shares. There are 
many examples of such diversifi-
cation efforts. Foreign exchange 
earnings from tea exports in South 
Asia were reduced as a result of 
the expansion, partly financed by 
World Bank loans, of smallholder 
tea production in East Africa. 
The success of Malaysia in com-
mercial agriculture diversification 
has had adverse effects on earnings 
from traditional palm oil and cocoa 
exports by African producers.6 
Trade diversification may thus 
result in a “beggar-thy-neighbour” 
approach to development from the 
standpoint of the developing coun-
tries of the region as a whole. The 
policy could, however, succeed in 
an expanding market situation or 
in a situation where high-cost pro-
ducers are willing and able to shift 
to production of other commo-
dities.

Second, the world market for 
non-traditional exports, including 
manufactures, may not expand at 
a sufficient rate to absorb the 
higher flow of the exports of de-
veloping countries. However, the 
available evidence points to com-
paratively brighter prospects con-
cerning effective demand for such 
products in industrial countries.7

6 A. Maizels, “Commodities in cri-
sis: an overview of the main issues” ,
World Development, vol. 15, No. 5 
(Oxford, Pergamon Journals Ltd., May 
1987), p. 545.

7 For example, manufactures from
the developing ESCAP region constitute 
less than 12 per cent o f the aggregate 
value of manufactures imports ($629
billion in 1981) into North America, 
the European Economic Community and 
Japan. Besides, a modest income growth 
of 2 per cent would enlarge apparent 
consumption in these regions by $76 
billion, of which well over one billion 
could be met by ESCAP region ex-
porters under the existing patterns of 
trade. See Survey, 1985, p. 222.

The emerging factor relates to 
the entrenchment of a variety of 
tariff and non-tariff measures in 
the industrial countries, despite 
the substantial resource costs in-
volved. The viability of diversifi-
cation into non-traditional exports 
would certainly be much less pro-
mising if such a policy option 
evokes a stronger protectionist 
response in the major importing 
countries.8

Third, diversification is not 
a costless option and resource 
limitations often limit the scope 
and extent of such measures. For 
example, production of new crops 
may require extension to and/or 
improvement in upland areas in 
countries where they exist, once 
the possibilities in the wet flat 
plains have been exhausted. This 
would require new investments, 
including those in human resources, 
for upland farming such as cattle- 
raising or tree-cropping, which are 
generally quite capital-intensive. 
Any large-scale effort to diversify 
would require a substantial in-
crease in infarastructure invest-
ments.

Fourth, marketing difficulties 
and market aecessibility may 
limit the prospects of a viable ex-
port sector based on such diversi-
fication efforts. Investment needs 
in marketing infrastructure may 
be quite large in many countries. 
Requirements for processing, pack-
aging and quality standards for 
foreign markets may be difficult 
to meet. Already many of these 
products face severe barriers in 
their access to markets on account 
of these very factors.

Finally, commodity diversifica-
tion through downstream proces-
sing poses similar problems. In ad-

8 Conversely, a reduction in the 
existing barriers to trade would sub-
stantially widen the available access 
for developing country exports of 
manufactures and commodities. See 
chapter V, this Survey.
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dition to new capital investment 
needs, there remains the problem 
of product quality improvement, 
cost competitiveness and intra-
industry product diversification to 
successfully withstand the competi-
tive challenges from substitutes. 
The escalating barriers to market 
access for processed products also 
stand in the way of such efforts.

The objective of diversifica-
tion, nevertheless, needs to be 
pursued by all economies even in 
the face of the above-mentioned 
difficulties. However, the choice 
of directions in which to diversify 
is likely to be dictated by each 
country’s resource endowment and 
stage of development. The larger 
agricultural economies of Asia, such 
as China, India and Pakistan, are 
likely to pursue a diversification 
strategy which would maximize 
their gains from trade subject to 
guaranteeing minimum food secu-
rity. The Pakistan Agricultural 
Commission, for example, has re-
commended a compromise between 
an export-oriented option and 
minimum food self-sufficiency goals 
in food grains, sugar, edible oils 
and other essential food commo-
dities. Besides cotton and rice, 
the traditional exports, the Com-
mission has recommended acceler-
ated growth in high-value agri-
cultural exports, such as fruits 
and vegetables, meat, milk, fish 
and forestry products.9

A problem with large econo-
mies, such as those of China and 
India, is the increasing pressure 
on exportables owing to domes-
tic absorption, especially of pri-
mary products, as population and 
incomes increase. Often the in-
crease in domestic absorption is 
greater than in domestic produc-
tion and “in so far as such a do-
mestic demand pull improves the

9 G overnm ent o f Pakistan, “ Re-
port o f the National Commission on 
A griculture” (Islamabad, 1987) (mi-
meographed).

relative profitability of sales in 
the home market vis-à-vis exports, 
it has a further adverse effect on 
export performance” 10 Policies 
to insulate the domestic market 
from the export market may, 
therefore, be necessary to generate 
larger export surpluses.

For the South-East Asian coun-
tries, the opportunities for diversi-
fication are generally much greater 
in both agriculture and industry, 
and they have steadily taken ad-
vantage of those opportunities to 
reduce their dependence on com-
modity exports. Nevertheless, the 
traditional primary commodities re-
main an important part of their 
economy and continue to affect 
their economic performance. Their 
best option seems to be to reduce 
the number of people dependent 
on primary commodities through 
labour –intensive industrialization 
based on the processing of their 
primary commodities. Many coun-
tries in South-East Asia are mov-
ing towards the export of more 
finished products, especially of 
wood and forestry products. Sev-
eral countries have imposed a ban 
on exports of log and rattan and 
encouraged exports of sawn timber, 
plywood and rattan furniture. Pro-
cessing of food, fruits and veget-
able products also has been ex-
panded in many countries, for 
both local consumption and export. 
Expansion of these activities has 
been sought as a source of value 
added in production and exports, 
employment generation, and as 
a means to strengthen the linkages 
between primary production and 
industrialization.

The problems of small and 
medium-sized economies among 
the least developed and Pacific 
island countries of the region,

10 D eepak Nayyar, “ India’s export 
perform ance, 1970-85, underlying fac-
tors and constrain ts” , Econom ic and  
Political Weekly, vol. XXII, No. 19, 20 
and 21 (May 1987).

whose dependence on primary 
commodity exports is heavy, are 
more serious. However, they have 
the advantage of having rather 
small individual shares in primary 
commodities, which makes the im-
pact of their extra export effort 
on the overall volume of interna-
tional trade rather small for any 
of the commodities concerned. 
They may therefore be able to 
introduce certain extra exports 
without a threat to the level of 
prices and the terms of trade or 
of a protectionist reaction from 
the developed countries.

Towards this end, institutional 
and policy-oriented measures are 
needed to promote new primary 
products and exports. These would 
include improvements in product 
quality and marketing through 
even rudimentary processing, quali-
ty control, refrigeration, canning 
and packaging. However, these 
would require considerable invest-
ments in such service sectors as 
transport, marketing and other 
infrastructure. For this to be pos-
sible, the level of international 
support currently being made avail-
able to the least developed and 
Pacific island countries of the 
region would need to be raised 
substantially.

E. INCREASING SCOPE FOR 
CO-OPERATIVE EFFORTS

IN PRIMARY COMMODITIES

In the previous sections, some 
of the policy issues in primary 
commodity trade have been iden-
tified and their national, regional 
and international dimensions high-
lighted. National efforts are ob-
viously the core of any policy ini-
tiative for solving a country’s prob-
lems. However, in today’s inter-
dependent world there are serious 
limits on the efficacy of national 
efforts, limits which regional and 
international co-operation can help 
remove. Some of the initiatives 
already undertaken or under way
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at the regional level were dis-
cussed in section C. Additional 
efforts which may be undertaken 
at the regional level are discussed 
below.

1. Intraregional trade

Despite the general presump-
tion of the existence of lack of 
complementarity between the de-
veloping countries of the region, 
there exist considerable opportuni-
ties for intraregional trade in pri-
mary commodities. Both exports 
and imports of raw and semi-pro-
cessed materials in the region have 
been traditionally concentrated in 
developed country markets. How-
ever, in recent years, markets for 
several products, including jute and 
jute products, rubber and rubber 
products, edible oil-seeds and cot-
ton, have already been diversified 
to a certain extent to other de-
veloping countries both within and 
outside the region. The expansion 
of trade among the developing 
countries of the ESCAP region has 
increased the share of such trade 
to over a quarter of total primary 
exports, largely in food products 
and agricultural raw materials. The 
observed trend towards expansion 
can be further aided by co-opera-
tive endeavours among the develop-
ing countries of the region.

At present intraregional trade 
is hampered by various tariff and 
non-tariff barriers and their reduc-
tion or removal can benefit non- 
traditional commodity trade. The 
trading arrangements set up under 
the Bangkok Agreement and sub-
regional arrangements such as the 
ASEAN Preferential Trading Ar-
rangement provide mechanisms for 
multilateral negotiations. Improved 
bilateral contacts, understanding 
and co-operation can also be use-
ful for exchange of mutually bene-
ficial trade. Counter-trade mecha-
nisms need to be more fully ex-
plored. A number of countries 
in the region have tried to solve

their balance-of-payments problems 
through such trade involving pri-
mary commodities and manufac-
tures and even services (such as 
construction).

The developed countries of the 
region can also play a major role 
in this respect. Japan is a major 
importer of most categories of 
primary exports from the region. 
Japan can assist the developing 
countries in the region by giving 
better access to its markets for 
their primary products and by 
providing greater technical and 
financial assistance to imrprove 
production, processing, marketing 
and distribution of their primary 
products. Such financial assistance, 
along with contributions from 
other developed countries, could 
conceivably be channelled through 
a regional commodity development 
fund especially to benefit more 
vulnerable countries. Australia and 
New Zealand, themselves being 
major commodity exporters, im-
port very little at present from the 
rest of the region, and can presum-
ably increase their imports of some 
categories of products from the 
developing countries in exchange 
for their increasing exports of meat 
and dairy products to the region.

There also exist considerable 
possibilities for collaboration 
among both developing and de-
veloped countries of the region 
in intensifying the development 
of minerals and metals exports, 
which have so far played a rather 
minor role in the developing 
ESCAP region’s primary exports. 
The resurgence of interest in 
these commodities is reflected in 
the recent rise in their prices, 
which owes largely to the dis-
sipation of the excess supplies 
and stocks, which were generated 
in the past. A careful planning and 
weighing of alternative possibilities 
of mineral exploration and de-
velopment may serve to increase 
the region’s potential for gen-
erating minerals and metals ex-

ports and in increasing the region’s 
share in world exports of primary 
commodities.

2. Institutional arrangements

First, there seems to be a need 
for systematic collection and as-
sembly of data on regional and 
possibly global production (includ-
ing technological developments af-
fecting production), consumption, 
stocks, trade and prices of indi-
vidual primary commodities, es-
pecially the newly-emerging com-
modities, of interest to the region. 
This could assist in the develop-
ment of an early warning and alert 
system on future trends in demand 
and supply of, and technological 
changes affecting, particular com-
modities. Existing regional com-
modity arrangements could be 
strengthened or the establishment 
of new organizations considered 
for the purpose among other things 
of collection and exchange of data 
and information. Among the com-
modities for which new arrange-
ments could be considered are 
oil-seeds, cotton, fisheries, poultry 
and horticultural products. These 
arrangements could effectively sup-
plement, at the regional level, 
the work of the global organiza-
tions such as the Food and Agri-
culture Organization of the United 
Nations, the World Bank and the 
International Monetary Fund.

Second, countries could come 
together to develop common pro-
duction, trade and marketing strate-
gies for the primary sector. Per-
iodic meetings of national eco-
nomic planners at the regional, 
or subregional level with inter-
changes between subregions, may 
be a useful device to harmonize 
development strategies and plan-
ning activities in the field of pri-
mary commodities and thereby 
avoid duplication and promote 
complementarity while undertaking 
programmes of agricultural and in-
dustrial diversification and restruc-
turing.
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Third, the countries could pool 
their resources for a joint market-
ing strategy with a view to effect-
ing economy and efficiency. Es-
tablishing joint marketing institu-
tions for the purpose may appear 
too ambitious initially, but may 
be feasible in cases where interests 
converge on the basis of both com-
modity identity and geographical 
proximity, that is, sub regionally.

Fourth, the possibility of pool-
ing and sharing of research results 
with regard to production plan-
ning and marketing may be con-
sidered.

Fifth, the possibility to share 
existing transport, marketing and 
banking facilities for intraregional 
and international trade in the re-
gion’s primary commodities may 
also be considered.

Finally, the possibility of evolv-
ing common production and mar-
keting strategies aimed at streng-
thening the bargaining and nego-
tiating positions of the commodity- 
producing countries of the region 
may be considered with a view to 
co-ordinating the production and 
marketing activities in the absence 
of wider international agreements 
which have been slow in emerging.

176




