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FOREWORD

This is the forty-second Economic and Social Survey o f  Asia and the Pacific (until 1974 entitled Economic 
Survey o f  Asia and the Far East). This Survey is devoted exclusively to the analysis of current economic and social 
developments in the region in a global context. The secretariat has prepared a special study on “Restructuring 
the developing economies of Asia and the Pacific in the 1990s” , as a background document to the theme topic 
of the forty-fifth session of the Commission. The study will be published as a separate publication by the secretariat 
in lieu of part two of the Survey.

The strong performance of the world economy in 1988, belying the fears generated about an imminent 
recession in the wake of the October 1987 stock market crash, has had its favourable effect on the region’s 
developing economies. A welcome feature of the improved growth performance is that it has been more balanced 
and evenly spread across the region than in 1987. However, the continued slower growth of the least developed 
and Pacific island economies, many of which were battered by severe natural disasters during the last year, remained 
a major cause for concern.

The fast momentum of Asian and Pacific economic growth has, however, to be seen in perspective. For most 
of the South-East Asian and South Asian countries their improved economic performance, in 1988, was partly 
because of the recovery in agricultural production from the drought affected levels of the previous year. The 
Asian newly industrializing economies and China, while continuing to be the main sources of the region’s reputation 
for dynamic growth, slowed down in 1988 owing to both domestic and external factors.

Indeed there are some significant strains that are beginning to develop as the region attempts to sustain its 
growth at the present level. There is the emergence of supply bottle-necks in many countries because of inadequate 
infrastructure development; environmental degradation such as deforestation, and protectionist reactions in 
developed market economies to manufactured exports from the region. The neglect of social development in the 
preoccupation with economic success runs the risk of creating social tensions that could prove disruptive. However, 
if appropriate policy measures are taken at the national, regional and international levels, these strains could be 
eased and the developing ESCAP region could continue to advance on a steady growth path.

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

S.A.M.S. Kibria 
Executive Secretary

February 1989
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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, Cook Islands, D emocratic 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 
Democratic Republic, Malaysia, Maldives, Mongolia, Nauru, Nepal, New Zealand, Niue, Pakistan, Papua New Guinea, the Philip-
pines, the Republic o f Korea, the Republic of the Marshall Islands, the Republic o f Palau, Samoa, Singapore, Solom on Islands, Sri
Lanka, Thailand, Tonga, Tuvalu, V anuatu and Viet Nam. The term  “ developing ESCAP region” excludes Australia, Japan and
New Zealand.

The designations em ployed in this publication do no t im ply the expression o f any opinion whatsoever on the part o f the 
Secretariat of the United Nations concerning the legal status o f any country  or te rrito ry  or o f its authorities, or concerning the 
delimitation o f  its frontiers.

The abbreviated title Survey  in foo tno tes 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 o f the fiscal year.
Reference to  “ tons” indicates m etric 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 no 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 no 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 1988 exchange rates o f the  ESCAP economies are listed 
in the following table:

Country or area Fiscal year Currency and abbreviation
M id-po in t rate o f  

exchange fo r  $U S 1 
as o f  June 1988

.............................................. natsinahgfA 21 March to 20 March Afghani (Af) 50.600
A ustra lia  .................................................... 1 July to  30 June Australian dollar ($A) 1.259

.............................................. hsedalgnaB 1 July to  30 June Taka (Tk) 31.500
........................................................ natuhB 1 April to  31 March Ngultrum  (Nu) 1.000
................................. malassuraD ienurB 1 January to  31 December Brunei dollar ($Br) 2.020
........................................................ amruB 1 April to  31 March K yat (K) 6.558

China ........................................................ 1 January to  31 December Yuan renm inbi (YRMB) 3.722
........................................... sdnalsI kooC 1 April to  31 March New Zealand dollar ($NZ) 1.505

Democratic K a m p u c h e a  ....................... 1 January to  31 December Riel (KR) …
F i j i  .............................................................. 1 January to  31 December Fijian dollar ($F) 1.437

........................................................ mauG 1 O ctober to  30 September United States dollar ($US) 1.000

.............................................. gnoK gnoH 1 April to  31 March Hong Kong dollar ($HK) 7.803

........................................................... aidnI 1 April to  31 March Rupee (Rs) 14.110

................................................. aisenodnI 1 April to  31 March Rupiah (Rp) 1,688.000
Iran, Islamic Republic o f  .................... 21 March to  20 March Rial (R ls) 70.437
Japan ........................................................ 1 April to  31 March Yen (Y) 132.400
Kiribati . . . ............................................. 1 July to  30 June Australian dollar ($A) 1.259
Lao People’s Democratic Republic 1 July to  30 June New Kip (NK) 350.000
M alaysia  .................................................... 1 January to  31 December Ringgit ($M) 2.607
Mald iv e s  .................................................... 1 O ctober to  30 September Rufiyaa (Mal Rf) 8.900
Mongolia ................................................. 1 January to 31 December Tughrik (Tug) 2.760

........................................................... uruaN 1 July to  30 June Australian dollar ($A) 1.259
Nepal ....................................................... 16 July to  15 July Rupee (NRs) 23.600

........................................... dnalaeZ weN 1 April to  31 March New Zealand dollar ($NZ) 1.505

........................................................... euiN 1 April to  31 March New Zealand dollar ($NZ) 1.505
P a k is ta n  .................................................... 1 July to 30 June Rupee (PRs) 18.000

................................. aeniuG weN aupaP 1 January to  31 December Kina (K) 0.871
Philippines .............................................. 1 January to  31 December Peso (P) 21.062

................................. aeroK fo cilbupeR 1 January to  31 December Won (W) 728.300

........................................................ aomaS 1 January to  31 December Tala ($WS) 2.249
S in g a p o r e  ................................................. 1 April to  31 March Singapore dollar ($S) 2.041
Solom on I s l a n d s  .................................... 1 January to  31 December Solomon Islands dollar ($SI) 2.128
Sri L a n k a  ................................................. 1 January  to 31 December Rupee (SLRs) 31.310
T h a ila n d  .................................................... 1 O ctober to  30 September Baht (B) 25.470

........................................................ agnoT 1 July to 30 June Pa’anga (P) 1 .2 5 9

........................................................ ulavuT 1 January to  31 December Australian dollar ($A) 1.259

..................................................... utaunaV 1 January to  31 December Vatu (VT) 104.080
Viet N a m  ................................................. 1 January to  31 December New Dong 18.000

Sources: United Nations, M onth ly  Bulletin o f  Statistics, D ecem ber 1988 ; and national sources.
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I. INTERNATIONAL ECONOMIC DEVELOPMENTS

A. RECENT TRENDS IN 
THE WORLD ECONOMY

1. Risk of recession recedes: 
economic growth accelerates

A t the end of 1987 and during 
the first few months of 1988 

there was a pervasive atmosphere 
of pessimism about the outlook 
for the world economy in 1988 
and beyond. The dominant cause 
was the profound upset of world 
financial markets in October 1987. 
Many analysts at the time saw 
in that event danger o f a deep 
recession in the world economy. 
As the year unfolded, however, 
the doubts and uncertainties en-
gendered by the financial crisis 
tended to disappear. The turn-
around was mainly due to the 
improved performance of the indus-
trialized countries that produce 
the largest part of world output, 
which recorded a fast pace of 
expansion from the fourth quarter 
of 1987 through 1988. The 
latest reports indeed suggested that 
world economic growth towards 
the end of 1988 was running in 
excess of 4 per cent and for the 
year as a whole was the highest 
since 1984.

Policy measures adopted in 
the immediate aftermath of the 
stock market plunge may well 
have helped to avert the recession 
in 1988 that it was widely feared 
the crash would cause, and to 
enable economic expansion to be 
maintained. The central banks, 
and the United States Federal 
Reserve in particular, acted 
promptly to keep the financial

markets supplied with enough 
liquidity to avert the possibility 
of a banking crisis. That was 
underpinned in the United States 
by an agreement between the 
Congress and the Administration 
to cut the budget deficit by $70 
billion over a two-year period. 
The continued holding o f the 
Louvre Accord of February 1987 
among the seven major industrial 
countries to co-ordinate macro- 
economic policy and exchange 
market intervention helped to 
restore financial market and in-
vestor confidence. The relatively 
low interest rates resulting from 
the liberal stance in monetary 
policy also helped to sustain real 
investment in plant and equipment.

One other reason advanced as 
to why the stock market crash did 
not have the dire consequences 
at first predicted was that much 
of the stock market loss had 
in fact been the result of a “correc-
tion” from the market’s swift 
rise immediately prior to the 
crash owing to some purely techni-
cal factors governing market opera-
tions.1 As a result the “wealth- 
effect” of stock market losses 
on consumer demand proved less 
deflationary than had been ex-
pected. Domestic demand in the 
United States of America remained 
strong. Moreover, strong foreign 
demand for United States exports, 
which was helped by the deprecia-
tion of the dollar as well as by the

measures to stimulate domes-
tic demand in Japan which had 
been introduced earlier in 1987, 
caused United States exports to 
increase strongly, thus opening up 
the prospect of a reduction in 
that country’s external payments 
deficits.

For the whole of 1987, world 
output, as shown in table I .1,2 
grew at 3.2 per cent. Although this 
was the same as had been achieved 
in 1986, it reflected, on the one 
hand, a much stronger performance 
by industrial countries and, on 
the other, a marked slow-down in 
the growth of developing countries 
taken as a whole. In the indus-
trial group, much of the improve-
ment was concentrated in North 
America, Japan and the United 
Kingdom of Great Britain and 
Northern Ireland. In Europe the 
growth rates of France and the 
Federal Republic of Germany, at
2.2 and 1.7 per cent respectively, 
were well below the average for 
not only the industrial group 
but also for the world as a whole. 
Moreover, as has generally been 
the case in past years, there were 
substantial differences among re-
gions as well as among countries 
having different economic struc-
ture and characteristics. Develop-
ing countries growth declined from
4.2 per cent to 3.4 per cent. The 
Asian region, with a growth rate 
of 6.8 per cent, recorded the best 
performance, as it had done consis-

1 S.K. Verghese, “ Impact of recent 
stock market upheavals” , Economic and  
Political Weekly, vol. XXIII, No. 12 
(19 March 1988).

2 For more details, see IMF, Annual 
Report 1988  (Washington, D.C., 1988), 
tables 3 and 4, pp. 10, 12.
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tently throughout the 1980s. But 
even so, as is discussed more speci-
fically in chapter II, there were 
marked differences among the 
constituent countries. The Asian 
experience contrasted sharply with 
that o f  the debt-ridden Latin 
American economies, whose overall 
growth rate declined to 2.5 per 
cent in 1987, well below what 
had been achieved in 1986, and 
the countries of Africa, which 
achieved only 2.3 per cent growth 
as against 2.1 per cent in 1986.

Classification of developing 
countries on the basis of dif-
ferent economic characteristics 
showed similar wide divergence 
in economic performance. Those 
countries for which manufactures 
exports predominate performed 
best in 1987, with a growth record 
of 6.3 per cent. This was, how-
ever, somewhat lower than the 
rates achieved during the period
1983-1986. In the case o f all

exporters o f primary products, 
the average growth rate of 3.2 
per cent in 1987 was well down 
from that o f 1986. The major 
oil-exporting countries were at the 
other end o f the scale. Throughout 
the 1980s they had generally 
had the lowest growth rates of 
any group and managed to achieve 
only 0.6 per cent in 1987. This 
was down from what had been 
achieved in 1986 but more or 
less in line with the average over 
the earlier years o f  the decade. 
Non-fuel exporters did much 
better, with a growth rate of 
4.6 per cent in 1987, though this 
was somewhat lower than the 
growth rate achieved in the pre-
vious year.

Though the prices of many 
primary commodities started to 
recover in the second half of 
1987 their effects had perhaps 
had too little time to be reflected 
in overall growth performance for

the year. Moreover, the prices 
o f many commodities in the food, 
beverages and vegetable oil groups 
either fell or rose only modestly, 
so that there was hardly any 
favourable impact on the perfor-
mance o f  the developing countries 
largely dependent on the produc-
tion and export o f  those commodi-
ties.

For 1988, various estimates
made in the course o f  the year 
suggested that world economic
growth would be the second
best for the decade so far and 
a considerable improvement over 
the pessimistic forecast o f  only 
2.9 per cent made by the Interna-
tional Monetary Fund (IMF) in 
October 1987. The forecast
was subsequently revised to 3 
per cent in April and then to 
3.8 per cent in October 1988, 
as shown in table I.1. Around 
midyear, the Organisation for Eco-
nomic Co-operation and Develop-

Table I.1. World output growtha
(Annual percentage change)

Average
1970 -
1979b

1980 1981 1982 1983 1984 1985 1986 1987 1988  
(estimate)

1989
(forecast)

World 4.1 2.2 1.7 0.5 2.7 4.5 3.4 3.2 3.2 3.8 3.1

Industrial countries 3.3 1.4 1.5 – 0.3 2.8 5.0 3 .3 2.7 3.3 3.9 2.8

Developing countries 5.7 3.4 1.8 1.7 1.9 4.0 3.5 4.2 3.4 3.6 4.0

By region

Africa 4.4 3.6 2.0 1.2 – 1.3 0.8 3.7 2.1 2.3 2.6 2.8
Asia 5.4 5.5 5.8 5.2 7.6 7.8 6.3 6.3 6.8 7.3 6.3
Europe 5.6 0.1 – 1.1 1.9 4.3 2.4 4.1 2.5 2.6 2.8
Middle East 7.3 – 2.5 – 2.1 0.2 0.9 – 0.2 – 1.1 2.2 – 0.5 0.9 1.8
Latin America 5.7 6.0 0.2 – 1.1 – 2.4 3.5 3.5 3.9 2.5 1.4 3.4

By analytical criteria
Fuel exporters 7.1 0.9 0.9 0.1 – 1.0 0.6 1.2 1.0 0.6 1.2 2.3
Non-fuel exporters 5.1 4.3 2.2 2.4 3.3 5.7 4.7 5.7 4.6 4.5 4.6

USSR and Eastern Europe 5.5 4.0 2.7 2.6 3.4 3.2 3.4 4.1 2.6 3 .4 3.1

Source: IMF, World E conom ic O utlook  (Washington, D.C., October 1988).

a Real gross domestic p roduct (GDP) or gross national p roduct (GNP) for industrial and developing countries and real net 
material p roduct (NMP) for other countries. Composites for the country groups are averages o f percentage changes for individual 
countries weighted by the average United States dollar value o f  their respective GDPs (GNPs or NMPs where applicable) over 
the preceding three years. Because o f  the uncertain ty  surrounding the valuation o f  the composite NMP o f  the  other countries, 
they have been assigned — somewhat arbitrarily — a weight o f 15 per cent in the calculation o f  the growth o f  world output, 
b Com pound annual rates o f  change. Excluding China.
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ment (OECD) projected a rate 
of 3 per cent, while the World 
Economic Survey3 forecast 3.2 per 
cent. Later reports,4 however, 
suggested that the actual rate of 
growth could be in excess of 4 
per cent for the year among the 
industrial countries, with strong 
performances from Japan and (in 
the first half of the year at least) 
the United States as well as a 
pick-up in growth on the part 
o f many European countries. On 
the other hand, both Canada and 
the United Kingdom showed signs 
of slower growth than they had 
managed to achieve in 1987.

The developing countries were 
also expected to improve their 
growth performance, but only 
marginally. Some improvement 
for fuel-exporting countries could 
be expected with the partial recov-
ery of oil prices in 1987, though 
these were not sustained in 1988. 
Growth rates in Africa and Latin 
America would also remain de-
pressed with sluggish prices for 
many of their exports and little 
sign of any relief from their debt 
and external payments problems 
(see box I.1). Climatic upsets 
during the year worsened the 
situation further in many parts 
o f both those regions. On the 
other hand, the Asian countries 
were expected as a group to im-
prove substantially, even on the 
good results achieved in 1987.

2. Uncertainties remain

Despite the achievements in 
world economic growth in 1987 
and 1988, there were grounds for 
concern about the prospects of

sustaining that growth in the years 
immediately ahead. Many organi-
zations engaged in forecasting the 
course of world economic devel-
opment foresaw a definite down-
turn in the global economy in 
1989.

The World Bank, for example, 
predicted that the global economy 
would remain fragile despite rea-
sonable short-term growth pros-
pects. Large international pay-
ments imbalances had persisted, 
and there remained a risk of fur-
ther volatility in stock markets, 
exchange rates and interest rates. 
The existing economic uncertainty 
could soon be followed by a 
world-wide recession. Despite 
considerable stabilization and 
adjustment efforts, many develop-
ing countries, especially those with 
acute debt problems, faced the 
risk of prolonged stagnation in 
real per capita income, greater 
poverty and social unrest.5

These concerns were also 
reflected by the leaders of indus-
trial countries at their fourteenth 
summit held at Toronto, Canada, 
in June 1988, who agreed that 
although the existing economic 
conditions remained satisfactory, 
there was no reason for complacen-
cy despite the continuation of 
close co-ordination of macro- 
economic and exchange rate poli-
cies among their countries. Parti-
cular emphasis was laid on the 
need to maintain vigilance against 
any resurgence of inflation, which 
had remained quite modest since 
the early 1980s in most industrial 
countries. As economic growth 
continued and unemployment rates 
fell (for example, to a 12-year

low in the United States), concern 
about higher rates of inflation re-
mained strong. In mid-1988, in-
terest rates in the United States 
were pushed higher. Most 
European countries and Canada 
followed suit and raised their 
interest rates to stem price rises 
and to protect their exchange 
rates and balance of payments, 
which in some cases were deteri-
orating.

Such interest rate rises, how-
ever, carried the threat of increas-
ing the chances of an economic 
slow-down, which was in any 
case being widely predicted for 
1989. It may be noted that any 
rise in interest rates would aggra-
vate the debt service problems 
of the developing countries, with 
consequential effects on their 
ability to import and in turn on 
the export growth o f industrial 
countries.

B. INTERNATIONAL TRADE 
AND BALANCE OF PAYMENTS

1 .  Exports grow fast

The growth in world output 
during 1987 and 1988 appeared 
to have been paralleled by devel-
opment in the volume of world 
trade. In 1987, that volume rose 
by nearly 6 per cent and in 1988, 
though data were still rather 
sketchy, it was estimated to have 
risen faster, at over 7 per cent, 
in line with the stronger pace 
of output growth in that year. 
Details of these and related changes 
are given in table I.2.

Growth in the volume of 
trade was accompanied by a rise 
in average unit prices. The price 
of oil and some primary commodi-
ties began to recover in mid-1987 
and prices of manufactured exports 
also rose under the influence of 
strong demand. In consequence, 
average dollar prices of traded 
goods rose by 10 per cent in 1987, 
so that taking into account the

3 World Economic Survey  (United 
Nations publication, Sales No.E.88. 
II.C.I), p . 5.

4 Annex to address by the Under- 
Secretary-General, Department of Inter-
national Economic and Social Affairs, 
to the Economic and Finance Com-
mittee of the General Assembly, 4 
October 1988.

5  World Bank, World Development 
R eport 1988  (New York, Oxford Univer-
sity Press, 1988), p. 13. IMF and the 
Bank for International Settlements have 
also expressed similar concern; see IMF, 
World Economic O utlook  (Washington, 
D.C., April 1988), p. 1; and Bank 
for International Settlements, 58th A n -
nual R eport (Basle, June 1988), p. 3.
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volume increase, the dollar value 
o f trade rose by almost 16 per 
cent.

In the industrial countries, 
demand for imports slackened, 
primarily because of a sharp decel-

eration in the United States require-
ments, though this was to some 
extent offset by strong demand

Box I.1. Developing country debt and development
The external indebtedness o f  the 

developing countries (see table) has 
persisted as a critical issue in inter-
national economic development since
1982. Many debtor countries have
continued to face severe difficulties 
in meeting their debt obligations, 
which are mainly owed to commercial 
banks. This has often pu t enormous
strains on a weakly co-ordinated
world financial system.

N ot all developing countries, 
however, are facing debt repaym ent 
difficulties verging on default. C oun-
tries which succeeded in growing 
and expanding exports, as is the case 
for most developing countries in 
Asia and the Pacific, have avoided 
defaulting or even large-scale re-
scheduling, despite the  large absolute 
volume o f  debt in a number o f cases. 
But m any other countries had, by the

early 1980s, accumulated large debt 
stocks on which service obligations 
fell due at a tim e when their exports 
were adversely affected by world reces-
sion. Moreover, paym ent obligations 
had tended to  rise as a consequence of 
rising real interest rates. The debt cri-
sis has affected so many developing 
countries, though no t all o f  them in 
a direct manner, tha t it has had the 
po ten tia l to retard growth and to

Developing countries. Profile o f external indebtedness, 1980-1988
(Billion dollars)

1 980 1981 1982 1983 1984 1985 1986 1987 1988
(estimate)

Total deb t o f  developing countries 
o f w hich:a

634.1 748.0 848.5 900.0 949.0 1 018.8 1 113.5 1 210.9 1 247.8

Africa 98.4 109.1 122.3 130.8 132.9 143.2 161.3 179.0 185.0
Asia 136.8 158.7 183.9 204.4 218.9 246.5 268.8 293.0 304.6
Latin America 231.2 287.8 332.8 344 .3 362.3 371.2 391.4 421.0 433.3

Proportion o f  external debt to GDP

All developing countries 24.3 27.7 31.1 33.1 34 .1 36.6 38.2 39.2 36.6

Africa 28.1 31.6 36.9 38.7 39.4 46.0 51.2 57.0 54.8
Asia 16.9 18.9 21.6 22.8 23.5 26.9 28.6 29.4 26.7
Latin America 34.5 39.3 43.6 46.4 46.3 45.5 45.5 46.8 44.8

Ratio o f external debt to exports 
o f goods and services

All developing countries 81.8 94.7 119.1 133.2 133.4 149.6 169.0 158.5 145.7

Africa 91.9 119.2 155.2 171.2 171.9 193.9 241.6 243.1 243.7
Asia 70.9 73.5 86.5 91.6 87.0 100.5 100.8 90.6 78.2
Latin America 183.2 210.0 271.4 290.2 274.4 296.1 351.8 340.6 309.5

Debt service ratio

Developing countries 13.2 15.7 19.1 17.8 19.2 20.6 22.2 19.5 19.3

Africa 14.2 17.2 21.2 23.0 26.5 29.2 29.3 24.8 26.2
Asia 8.6 9.7 11.5 11.0 11.4 13.1 13.5 13.7 10.6
Latin America 33.3 41.8 51.6 40.8 40.9 40.3 45.0 35.5 42.8

Interest service ratio

All developing countries 6.6 8.8 11.0 10.8 11.5 11.8 11.6 9.1 10.0

Africa 5.7 7.3 9.3 9.7 11.2 12.4 11.8 10.8 12.5
Asia 4.4 5.2 5.8 5.4 5.6 5.8 5.8 4.8 4.4
Latin America 18.4 24.8 32.6 30.7 30.6 30.2 29.8 22.1 27.2

Source: IMF, World E conom ic O utlook  (Washington, D.C., O ctober 1988).

a Excluding debt owed to  IMF. As a t end-year.

4



from Japan. The newly indus-
trializing economies (NIEs), espe-
cially those in East Asia, were

another source of strong import 
demand as were the developing 
countries as a whole, having in-

creased their import volume by 
over 4 per cent in 1987. This con-
trasted with the generally falling

create economic instability not only 
in the troubled debtor countries but 
in the world economy as a whole.

The debt crisis surfaced when 
a number of Latin American coun-
tries, starting with Mexico in 1982, 
announced their inability to meet 
payment obligations on accumulated 
debt. That was followed by a dry-
ing up of flows of new credit to 
the major debtor countries which 
led to a short-term cash crisis. That, 
in turn, highlighted the longer-term 
growth and development implications 
of the debt burden. Net resource 
transfers to these countries turned 
negative after 1984, with an annual 
net outflow of at least $20 billion 
since 1985 in contrast to  a $40 bil-
lion net inflow in 1980. That net 
annual outflow, however, reflected 
the offsetting effects o f net positive 
inflows on official account to all 
developing countries, though this was 
of little benefit to the major debtor 
countries. Net outward transfers 
on private account, mainly from 
large debtor countries in the middle- 
income range, averaged $33.3 bil-
lion during 1984-1987.a Major 
proportions o f domestically-earned 
foreign exchange thus were trans-
ferred abroad to meet debt obliga-
tions (see table) instead o f being 
used at home for growth-generat-
ing investment financing. Consequent-
ly, investment and economic growth 
declined in many debtor countries, 
with per capita incomes being lower 
than their 1980 levels by large mar-
gins. Reduced social expenditures, 
incomes and living standards, coupled 
with high rates o f inflation which 
have resulted at least partially from 
the monetary consequences o f gen-
erating trade surpluses in recent 
years to be able to service debt ob-
ligations, have tended to create ex-
plosive social situations in debtor 
countries. Forced cut-backs in their 
imports have contributed to lower-

ing of potential growth in world 
trade and to world trade imbalances 
as these cut-backs had large effects 
on United States exports, thus 
contributing to that country’s bur-
geoning trade deficits.

Years of effort largely directed 
to rescheduling and refinancing of 
debts have succeeded in moderat-
ing somewhat, but not in overcom-
ing, the crisis. The creditor banks 
have largely succeeded in removing 
the threats to themselves by expand-
ing their capital base and building 
up loss reserves. Some o f them have 
also succeeded in offloading at least 
part o f their loan portfolios through 
discount sales in the secondary 
markets for the debt o f developing 
countries that emerged in finan-
cial markets. At the official level, 
the debtor countries showed their 
readiness to adjust and to adopt 
various measures to accommodate 
creditor demands as conditions for 
rescheduling/refinancing of part of 
the debts due. A systematic plan 
was adopted in 1985, commonly 
known as the Baker Plan, under 
which a $20 billion additional cre-
dit to the 15 most-indebted devel-
oping countries was envisaged over 
a three-year period, on condition 
that the debtor countries agreed 
to undertake domestic economic re-
forms. While the promise of the 
Baker Plan has remained largely 
unfulfilled, the debtor countries have 
attem pted several novel methods of 
debt rescheduling, including debt- 
equity swaps and conversions of 
bank debts to bonds. These efforts 
have so far had little impact on the 
debt difficulties o f the debtor coun-
tries, as was evident from the fact 
o f  simultaneous negative financial 
transfer from them, their growing 
debt levels and continued debt-ser-
vice problems.b

What appeared to be needed 
was further political initiatives to 
develop a concerted approach to the 
debt crisis. The debtor countries

could not possibly bear the entire 
burden o f the cost o f adjustment 
and grow out o f  their debt problems. 
Some sharing o f the burden between 
the debtors and creditors therefore 
appeared essential. Debt relief or 
debt reduction appeared to be essen-
tial to any new strategy, as the debtor 
countries could not hope to overcome 
their difficulties by accumulating 
more debt, and the possibility o f 
a reduction through payments out 
o f their own earnings appeared to 
be remote.

Various proposals were advanced 
in this direction during 1987 and 
1988. They included conversion 
o f bank debt to fixed-interest bear-
ing bonds under government or mul-
tilateral guarantees. UNCTAD drew 
up a scenario with a 30 per cent 
reduction in debt owed to commer-
cial banks that would result in a 
sharp fall in debt burdens and allow 
debtor countries to maintain reason-
able growth rates.c These have not 
been acted upon. Governments of 
creditor countries have continued to 
prefer a case-by-case approach over 
any generalized solutions to debt 
problems of developing countries. 
As has been pointed out, however, a 
“solution could be to set broad guide-
lines for effective debt reduction 
packages, within which there would 
still be scope for a case-by-case ap-
proach, as negotiations would have 
to  proceed with individual coun-
tries”d  An im portant positive devel-
opment in 1988 was that the major 
industrial countries agreed to reduce 
debts owed mostly to official cre-
ditors by the poorest countries, es-
pecially those in sub-Saharan Africa, 
through interest rate subsidies, 
longer repayment terms or write- 
offs.

a World Economic Survey 1988  
(United Nations publication, Sales No. 
E.88.II.C.1), p. 50. b Ibid., pp. 60-64.

c Presentation by the Secretary- 
General o f UNCTAD to the Second 
Committee o f the United Nations 
General Assembly, 19 October 1988.

d World Economic Survey 1988  
(United Nations publication, Sales 
No. E.88.II.C.1), p. 65.
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trend o f import volume that had 
prevailed after 1981, though much 
of that decline can be attributed 
to the fuel-exporting countries. 
The non-fuel exporting group 
among the developing countries 
experienced an increase in import 
volume in most years in the 1980s; 
indeed the growth in their import

volume o f  nearly 9 per cent in 
1987 was by far the highest 
recorded over that time. A similar 
comment is applicable in the case 
o f exports. Taking developing 
countries as a whole, export growth 
at 8.6 per cent in 1987 was below 
that o f 1986. But for the non- 
fuel exporters of that group the

growth in export volume in 1987 
was over 12 per cent, the highest 
rate recorded for many years.

In the case o f industrial coun-
tries, the growth in export volume 
accelerated to 5.3 per cent in 1987 
from 2.6 per cent in 1986. Exports 
from the United States, spurred 
by the depreciation o f the dollar,

Table I.2. Summary of world trade volumes and prices, 1970-1989
(Annual percentage change)

Average 
1970- 
1979a

1980 1981 1982 1983 1984 1985 1986 1987 1988
(estimate)

1989
(forecast)

World tradeb
Volume 6.4 1.3 1.1 –2.0 3.0 8.7 2.8 4.5 5.8 7.5 5.6
Unit value in US dollar terms

in Special drawing righ ts
12.4 20.0 –1.5 –4.4 –4.8 –2.4 –1.8 4.8 10.0 4.7 1.6

(SDR) termsc 9.5 19.1 8.7 2.1 –1.7 1.8 –0.9 –9.3 –0.2 1.7 3.6

Volume o f trade 
Exports

Industrial countries 6 . 6 4 . 2 3 . 8 – 2 . 1 3 . 0 9 . 9 4 . 7 2 . 6 5 . 3 7 . 7 5 . 1

Developing countries 4 . 8 – 4 . 1 – 5 . 9 – 7 . 7 3 . 0 7 . 1 0 . 6 1 0 . 5 8 . 6 7 . 7 6 . 8

Fuel exporters 2 . 6 – 1 3 . 2 – 1 4 . 9 – 1 6 . 6 – 3 . 7 0 . 8 – 5 . 7 1 3 . 8 – 0 . 5 4 . 5 3 . 8

Non-fuel exporters 7 . 0 8 . 3 5 . 4 1 . 6 8 . 3 1 1 . 5 4 . 5 9 . 4 1 2 . 1 8 .6 7 . 6

Imports
Industrial countries 6.5 – 1.5 – 1.7 – 0.6 4.7 12.5 4.6 8.3 6.9 8.0 5.4
Developing countries 8.3 7.4 8.0 – 3.3 – 2.4 2.7 – 0.9 – 4.5 4.4 8.0 8.0

Fuel exporters 13.7 13.4 19.1 – 1.3 – 10.3 – 6.1 –11.0 – 21.9 – 11.1 1.4 3.8
Non-fuel exporters 6.6 5.0 3.3 – 4.2 1.7 6.7 3.2 2.1 8.9 9.7 8.9

Unit value o f trade 
(in SDR terms) 

Exports
Industrial countries 8.5 11.9 5.5 2.7 – 0.8 1.2 – 0.4 – 1.7 0.5 2.0 2.6
Developing countries 14.3 36.5 15.3 2.2 – 4.4 3.6 – 3.8 – 27.0 1.1 0.9 6.1

Fuel exporters 23.5 62.0 22.9 3.7 – 8.6 2.6 – 3.6 – 49.9 11.0 – 10.9 6.6
Non-fuel exporters 8.0 12.4 7.1 0.7 – 0.9 4.9 – 3.9 – 14.1 – 2.2 5.0 6.0

Imports
Industrial countries 9.4 20.7 7.3 0.8 – 2.2 0.9 – 0.8 – 9.7 — 0.9 2.5
Developing countries 9.1 17.1 11.3 2.4 – 1.0 1.9 – 1.7 – 9.1 – 1.9 3.3 6.2

Fuel exporters 8.4 12.1 10.4 3.0 – 1.9 – 1.0 – 2.4 – 1.2 3.8 4.8
Non-fuel exporters 9.4 19.2 11.7 2.0 – 1.6 1.8 – 1.9 – 11.5 – 2.1 3.1 6.5

Terms of trade
Industrial countries –0.8 –7.3 –1.7 1.9 1.5 0.2 0.5 8.8 0.5 1.2 0.1
Developing countries 4.8 16.6 3.6 –0.2 –3.4 1.7 –2.2 –19.6 3.1 –2.3 –0.1

Fuel exporters 13.9 44.4 11.4 0.7 –8.6 0.7 –2.6 –48.6 12.3 –14.2 1.7
Non-fuel exporters –1.2 –5.7 –4.1 –1.4 0.7 2.5 –2.0 –3.0 –0.2 1.8 –0.5

Memorandum
World trade prices (in US 

dollar terms) for major 
commodity groupsc

Manufactures 10.6 10.4 –3.9 –2.1 –2.8 –3.0 1.0 17.7 12.0 8.1 3.7
Oil 29.1 63.5 9.9 –4.3 –11.9 –2.1 –5.0 –50.2 28.4 –14.3 3.7
Non-oil primary commodities 11.3 5.5 –13.5 –9.9 6.9 4.2 –12.9 –1.2 3.4 15.7 –3.8

Source: IMF, World Econom ic O utlook  (Washington, D.C., October 1988).
a  

C o m p o u n d  annual rates of change. Excluding China. b  Averages of growth rates for world exports and imports

based o n  data for the t w o  groups of countries s h o w n  separately below and on partly estimated data for the U S S R  and countries 

of Eastern Europe. Estimates of the growth of world trade, especially those for 1986 by  the G A T T  Secretariat (estimated rise 

by  only 3 ½  per cent) and I M F  (estimates about 4 ½  per cent), differed. This difference resulted mainly from the choice of data 

used for the United States and countries which were not I M F  members. c A s  represented, respectively, by  the export unit 

value index for the manufactures of the industrial countries; the oil export unit value of the oil-exporting countries; and the 

index of market quotations for non-oil primary commodities exported by the developing countries.
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rose strongly, while for the Federal 
Republic of Germany and Japan 
the pace of export growth slack-
ened and thus there was some 
easing in the external payments 
imbalances of these three coun-
tries.

Broad sectors o f commodity 
prices moved upwards in the 
second half of 1987 after remaining 
generally depressed since the early 
1980s (table I .3). Continued in-
dustrial demand expansion, coupled 
with supply shortages resulting 
from production cut-backs in the 
face of the prolonged depression 
of commodity prices, pushed up 
prices of metals and some agri-
cultural raw materials. Prices of 
food and tropical beverages in-
creased much more modestly, 
and in mid-1988 the latter

prices were still below the levels 
at the beginning of the decade. 
Petroleum prices, which registered 
a precipitous 50 per cent fall in
1986, recovered by more than half 
in 1987 to an average level of about 
$18 a barrel. But that advantage 
to oil exporters was short-lived 
as prices fell again in 1988. Overall, 
the terms of trade of developing 
countries registered a small posi-
tive movement of 3.1 per cent in 
1987 compared with a fall of 19.6 
per cent in 1986. That, however, 
reflected a gain for fuel exporters 
of 12.3 per cent, temporary though 
it was, enabling them to recoup 
part of their 48.6 per cent terms- 
of-trade loss in 1986. For non-fuel 
exporters, which had suffered a loss 
of 3 per cent in 1986, the decline 
was only 0.2 per cent, partly

because of the increasing signifi-
cance of manufactures in devel-
oping country exports (especially 
from the NIEs) the prices of 
which had risen substantially
more than those for commodi-
ties.

Although firm figures on
world trade were still awaited, 
it was becoming increasingly
clear that it expanded faster 
than it did in 1987 in line 
with the faster rate of growth in 
world output. The latest available 
consolidated data indicated that 
the current dollar value of world 
trade rose by around 14 per cent 
in the first half of the year by 
comparison with the same period 
of 1987 in the case o f both exports 
and imports and for both devel-
oped and developing market eco-

Table I.3. Indices of prices of non-fuel primary commodities exported by developing countries, 1982-1988
(1979-1981  = 100)

Year Food
Tropical

beverages
Vegetable 
oilseeds 
and oils

Agricul-
tural raw 
materials

Minerals
and

metals

Combined index
Prices o f  
manufac-

turesa

Real 
prices o f  
com m o-
ditiesb

Dollar Special drawing 
rights (SDR)

1982 70 81 72 82 82 78 89 97 80

1983 75 85 88 88 85 83 98 93 89

1984 64 97 119 86 79 84 103 91 92

1985 57 89 82 77 76 75 93 92 82

1986 62 110 51 77 71 79 85 108 73

I 64 128 56 77 76 85 96 104 82

II 65 114 50 78 69 81 87 107 76

III 59 103 45 75 69 75 78 112 67

IV 61 97 54 79 69 75 79 114 66

1987 66 72 60 96 82 76 74 122 62

I 63 75 56 89 72 73 72 119 61

II 64 69 59 95 76 74 71 121 61

III 64 67 59 100 83 75 75 121 62

IV 71 74 65 102 97 84 78 128 66

1988 82 73 78 105 106 89 83 131 68

I 76 76 71 104 103 87 80 131 66

II 82 73 77 109 112 91 84 131 69

III 87 68 86 102 105 89 86 … …

Sources: U N C T A D ,  Monthly Commodity Price Bulletin; and United Nations, Monthly Bulletin of Statistics, various issues.

a Unit value of exports of manufactures from developed market economies. b Dollar index deflated by prices of m a n u �

factures.
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nomies. For the United States, 
however, exports rose in the period 
by fully one third, whereas im-
ports rose by only about 11 per 
cent. In Japan, the pattern was 
rather the opposite, with exports 
increasing by some 16 per cent 
while imports rose by over 34 
per cent.6

The IMF forecasts for 1988 
in table I .2 show that the rate of 
growth in the volume of world 
trade was expected to be 7.5 
per cent with, by and large, that 
same rate of growth applying to 
both imports and exports as well 
as to both the developed and 
developing country groups. But the 
rise in unit value was expected

to be less than half the 10 per 
cent recorded in 1987 due partly 
to  a slower rate of depreciation 
of the dollar. In these forecasts, 
though prices of non-oil primary 
commodities were expected to 
rise much faster than was the 
case in 1987, and prices of manu-
factured goods to rise more slow-
ly while oil prices would be lower, 
most commodity prices tended 
to ease off in 1988. Moreover, 
in spite of the recovery real com-
modity prices remained 11-12 per-
centage points below their 1982 
level which itself was a recession 
year (see figure I .1).

2. Payments imbalances 
still too large

Huge external payments imbal-
ances among the major industrial 
countries have plagued the world

economy for the best part o f  the 
current decade, mainly the per-
sistent large external deficit o f 
the United States and large 
surpluses recorded by Japan 
and the Federal Republic o f 
Germany (see table I .4). In
1987, the United States current 
account deficit reached $154 bil-
lion, while the surpluses o f  Japan 
and the Federal Republic of 
Germany were $87 billion and 
$45 billion respectively.7 Some 
progress was made during 1988 
in reducing these imbalances. The 
Japanese surplus in the first half 
o f 1988 was about $34 billion, 
compared with $40 billion for the 
same period in 1987, while the 
trade deficit o f the United States

6 Based on data from United 
Nations, M onthly Bulletin o f  Statistics  
(October 1988), table 47.

7 IMF, World E conom ic O utlook  
(Washington, D.C., October 1988).

Figure I.1. Nominal and real commodity pricesa (combined index for all non-fuel primary commodities)

a Dollar prices. Nominal dollar index is deflated by unit value o f  exports of manufactures from the developed market 
economies to obtain real prices.
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Table I.4. Summary of payments balances on current account, 1980-1989a
(Billions o f  United States dollars)

1980 1981 1982 1983 1984 1985 1986 1987 1988
(estimate)

1989  
(forecast)

Industrial countries – 58.1 – 16.3 – 20.0 – 17.5 – 58.1 – 48.6 – 16.3 – 42.9 – 45.2 – 51.4
United States 1.9 6.9 – 8.7 – 46.3 – 107.1 – 115.1 – 138.8 – 154.0 – 128.9 – 128.7
Other industrial countries 
O f which:

– 59.9 – 23.2 – 11.4 28.8 49.0 66.5 122.5 111.0 83.6 77.3

Japan – 10.7 4.8 6.9 20.8 35.0 49.2 85.8 87.0 78.0 80.9
Germany, Federal Rep. of – 13.8 – 3.6 5.1 5.3 9.8 16.4 39.1 45.0 44.9 41.5

Developing countries 30.6 – 47.8 – 86.4 – 63.1 – 33.3 – 24.3 – 40.7 0.3 – 17.6 – 26.1
By region

Africa – 2.2 – 22.2 – 21.5 – 12.1 – 8.0 – 0.2 – 8.8 – 5.0 – 7.9 – 7.8
Asia – 14.4 – 19. 1 – 17.4 – 14.8 – 4.3 – 13.5 5.1 20.9 16.1 8.2
Europe – 15.6 – 13.7 – 8.0 – 5.1 – 2.9 – 3.0 – 2.0 0.9 0.1 – 0.4
Middle East 92.5 50.0 3.0 – 20.2 – 15.7 – 2.8 – 18.2 – 5.2 – 15.1 – 13.0
Western Hemisphere – 29.8 – 42.9 – 42.4 – 10.9 – 2.5 – 4.7 – 16.9 – 11.3 – 10.9 – 13.2

By analytical criteria

Fuel exporters 96.4 34.8 – 18.2 – 19.6 – 5.4 2.3 – 32.1 – 3.9 – 22.9 – 20.7
Non-fuel exporters – 65.8 – 82.5 – 68.2 – 43.5 – 28.0 – 26.6 – 8.6 4.3 5.3 – 5.5

Other countriesb 0.8 – 3.4 2.7 3.1 4.8 2.3 3.1 5.7 3.9 2.7
Totalc – 26.6 – 67.5 – 103.7 – 77.5 – 86.6 – 70.6 – 53.9 – 36.9 – 58.9 – 74.8

Memorandum

Total, by selected categories

Trade balance 31.5 15.7 – 2.5 3.8 9.7 6.2 5.0 32.3 34.1 26.0
Balance on services – 46.5 – 74 .5 – 89.7 – 74.9 – 90.9 – 70.1 – 49.8 – 59.0 – 81.7 – 89.5

Private transfers, net 3.0 3.9 1.5 3.7 6.4 5.4 7.5 10.4 9.8 10.6

Official transfers, net – 14.6 – 12.6 – 13.0 – 10.1 – 1 1 .9 – 12.1 – 16.6 – 20.6 – 21.2 – 21.9

Source: I M F ,  World Economic O utlook  (Washington, D.C., O c tober  1988).

a  
Including official transfers. b  Covers estimated balances o n  current transactions only in convertible currencies of  the

tistics o n  current account, plus balance of listed groups with countries not included.

fell from $84 billion to $68 
billion with the depreciation of 
the dollar, an important factor 
in reducing imports and, as earlier 
noted, in encouraging strong 
growth in exports.8 Despite 
these signs of movement towards 
adjustment in the external balances 
of the major industrial countries, 
the pace of adjustment was slow 
while the payments gaps remained 
uncomfortably large and were ex-
pected to remain so for some time 
to come. In 1988, the United 
States current account deficit was 
expected to be high at $129 bil-
lion, the surplus of Japan was 
expected to fall by about $9 
billion to $78 billion and that of

the Federal Republic of Germany 
to remain virtually unchanged at 
$45 billion. Thus, even after 
adjustments to both past exchange 
rate movements and policy changes 
(such as those agreed among 
major countries in 1987 for co-
ordination of demand management) 
had run their course sizeable 
imbalances would remain in the 
absence of further policy changes.9

It seemed to be generally 
agreed that a meaningful reduction 
in present external imbalances was 
unlikely to be attainable without 
a very substantial reduction in 
the United States internal budget 
deficit, which stood at $151

billion in 1987 and was estimated 
to decline marginally to $148 
billion in 1988.10

Current policies continued to 
lay emphasis on an expansion of 
demand and higher domestic ab-
sorptions in the surplus countries. 
The surplus countries however had 
perceived such policies as poten-
tially inflationary and tended to 
pursue cautious monetary and 
fiscal policies which served to keep 
interest rates higher than would 
have been justified by an overtly 
expansionary policy stance, al-

8 United Nations, M onthly Bul-
letin o f  Statistics ( D e c e m b e r  1988).

ments, 58th Annual Report (Basle, 

J u n e  1988), pp. 60-61.

1 0  I M F ,  World Economic O utlook  
(Washington, D.C., April 1988), p. 4. 

Later reports, however, suggested a 

deficit of $ 1 5 5  billion for the 1 9 8 8  

financial year ending o n  3 0  S e p t e m b e r  

1988.
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Box I.2. The Uruguay Round at the mid-term

The Uruguay Round o f multila-
teral trade negotiations was launched 
in 1986 through a ministerial decla-
ration o f the contracting parties 
to  GATT. The agreed negotiating 
agenda included the traditional is-
sues o f trade liberalization in gen-
eral, through reduction or elimina-
tion o f  tariff and non-tariff meas-
ures. Importance was also attached 
to liberalization o f trade in tropical 
and natural resource-based products, 
agricultural products and textiles and 
clothing. The inclusion o f the three 
new issues of trade-related aspects 
of intellectual property, trade-related 
investment measures, and trade in 
services set new dimensions to 
GATT activities. Another aim of 
the Round was, along with the re-
view of GATT articles and related 
agreements, to strengthen the func-
tioning o f  the GATT system and 
thus to improve its effectiveness, 
especially in the areas o f  safeguards, 
subsidies and countervailing measures, 
and dispute settlement procedures.

Negotiations on the agreed agen-
da started immediately after the 
launching o f the R ound. Urgency 
was attached to the achievement 
o f some early results, in view o f the 
increasing proliferation o f non-tariff 
barriers to  trade, despite com m it-
ments on standstill and roll-back, 
and the lack, or inadequacy, o f  mul-
tilateral rules in such areas as trade 
in agriculture and textiles, and on 
subsidies or safeguards, which were 
bearing heavily on multilateral trade 
relations and causing major erosions 
o f the multilateral trading system. 
After two years of negotiations in 
the Group on Negotiations on Goods 
and its subordinate committees, and 
the Group on Negotiations on Ser-

vices, the Trade Negotiations Com-
m ittee, the supervising body o f  the 
agreed negotiating structure m et at 
ministerial level a t Montreal, Canada, 
in December 1988, for a review o f the 
progress achieved at the midpoint 
o f  the planned four-year period of 
the negotiations. The review was 
expected to announce some agreed 
measures for immediate im plementa-
tion pending final conclusion of 
the Round and also to provide the 
framework and guidelines for fur-
ther negotiations during the remain-
ing two-year period.

During the  review meeting, a 
wide measure o f  agreement appeared 
to have been reached on a number 
o f issues. These included agreement 
to  reduce tariffs on a broad range 
o f  goods, with a target reduction 
o f  about 30 per cent, and reduc-
tions by  many countries o f tariffs 
on tropical products such as coffee, 
cocoa, rubber, bananas, vegetable oil 
and ju te . Agreement was also reached 
on  the procedures o f negotiations 
during the remaining period on such 
subjects as non-tariff barriers to 
trade, liberalization o f  trade in 
resource-based products, review o f 
GATT articles, review o f  the  code 
on subsidies w ith provision for anti-
dumping measures and countervail-
ing duties, and the construction o f 
rules to govern the new issues o f  
trade-related investment and trade 
in services.

However, the  review meeting 
was unable to resolve differences 
among negotiating parties on  four 
im portant matters: safeguards, trade
in agriculture, pro tection  o f  intel-
lectual property , and trade in tex-
tiles and clothing. There were dis-
agreements among the developed and

developing countries on all o f  these, 
but the m ost im portant disagreement 
was between the United States and 
the  European Econom ic Comm unity 
on  the questions o f  support and 
subsidies to  agriculture. As these 
differences could no t be resolved 
in Montreal, it was decided that 
the  negotiations should be resumed 
in April 1989 In the meantime, 
efforts should continue to be made 
to  resolve the differences among 
the parties. A further set-back was 
tha t, pending resolution o f  these 
issues, im plem entation o f the agree-
m ents already reached on other 
m atters should be held in abeyance. 
Some countries indicated, however, 
tha t they would proceed to  imple-
m ent their pledges w ith regard to 
tropical products.

The successful and timely re-
solution o f  these issues is o f major 
concern to  the  world com munity, 
as failure to  do so could result in 
severe damage to  the open m ulti-
lateral trading system which has 
been painstakingly crafted over a 
period o f  four decades. That con-
cern was further heightened by 
moves towards the  consolidation o f 
large trading blocs in different parts 
o f  the  world. Failure to resolve 
the  m atters in dispute within the 
framework o f  agreed multilateral trad-
ing rules could lead to  open con-
flict in trade policies o f wider com-
pass and also imperil the  worthwhile 
progress th a t has already been made 
on other aspects o f  the Uruguay 
R ound. Such an outcom e could 
be to  the  detrim ent o f  all countries, 
particularly to  the  developing coun-
tries, for which access to  export 
markets is crucial to  the achieve-
ment o f  their development goals.
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though domestic policies in Japan 
had given considerable boost to 
expenditures in that country since 
the second half of 1987. A rapid 
deceleration of domestic expendi-
tures in the United States as 
an alternative to higher demand 
growth in surplus countries, even 
if feasible, could also have del-
eterious consequences for the world 
economy as a whole. In the given 
circumstances it was probably 
necessary to use mechanisms that 
would avoid forcing countries into 
too deflationary or too inflationary 
positions in the interest of sustain-
ing the highest feasible non- 
inflationary world growth. One 
view advanced was that a combi-
nation of some slowing down of 
demand in the United States, 
induced by further reduction in 
the budget deficit, faster growth 
in surplus countries and some 
further movement in exchange 
rates might be a less disruptive 
means of winding down the im-
balances.11

The problem of imbalances 
in the world economy can, how-
ever, be solved satisfactorily only 
in the context of solving the 
problems of debt and stagnant 
resource flows to developing coun-

tries. Maintaining an open trading 
system is of special significance 
in the current context of large 
imbalances and uncertainties 
characterizing the international 
economic situation. Yet, in 1987- 
1988 there were no signs that 
protectionist pressures in the world 
economy were abating. Despite 
the commitment of contracting 
parties to the General Agreement 
on Tariffs and Trade (GATT) 
to a standstill in the course of 
the Uruguay Round, so-called “grey 
area” measures, comprising volun-
tary export restraints, market- 
sharing arrangements and other 
non-tariff barriers designed to 
circumvent GATT rules continued 
to proliferate, bringing to an 
estimated 50 per cent the share 
of world merchandise trade that 
was in effect managed in one way 
or another.12 The 1988 new 
Trade Act of the United States 
empowering the government au-
thorities to retaliate against coun-
tries seen to be resorting to unfair 
trading practices, or failing to 
take appropriate adjustment meas-
ures, were viewed as potentially 
protectionist by many of its trading 
partners.

There was also an increasing 
trend towards bilateralism in trade. 
That raised questions about the 
role of such bilateralism in an 
open global trading system based 
on the principle of non-discrimi-
nation and most-favoured-nation 
treatment. Frequent concerns 
about the consequences for a 
free trading environment were 
voiced by trading nations who 
were left outside of such special 
arrangements. A free trade agree-
ment reached by Canada and 
the United States early in 1988 
and the European Community’s 
plan to establish a fully integrated 
market by 1992 heightened such 
concerns in the ESCAP region. 
Although the participating coun-
tries in these special bloc arrange-
ments emphasized the trade- 
creating possibilities of large in-
tegrated markets, countries outside 
of them were not altogether 
reassured that their trade diver-
sion effects would not be to the 
detriment of their own trading 
interests.

The current Uruguay Round 
of multilateral trade negotiations 
was of special significance in the 
above context, but the conflicts 
that became apparent, especially 
between the United States and 
the European Community, at the 
meeting of contracting parties in 
Montreal in 1988, did not augur 
well for a successful conclusion 
(see box 1.2).

11 Andrew Dean and Val Koromzay, 
“Current account imbalances and ad-
justment mechanisms” , OECD Economic 
Studies, No. 8 (Paris, Spring 1987).

12 Bank for International Settle-
ments, 58th Annual R eport (Basle, 
June 1988), p. 51. See also “Review 
of developments in the Uruguay 
Round” (UNCTAD/MTN/INT/CB.7), 
p. 6.
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II. ECONOMIC PERFORMANCE OF 
DEVELOPING ESCAP ECONOMIES

A. GENERAL OVERVIEW

T
he record of economic per
formance of the diverse 

e c o n o m i e s  o f  t h e  d e v e l o p i n g 
ESCAP region in 1988 was both 
more vigorous and geographically 
more balanced, compared to that 
in 1987. For these economies, 
the rate of growth, on average, 
would be above 8 per cent sur-
passing the 1987 rate by at least

a percentage point. For most 
major economies growth rates 
were above what had been achieved 
in 1987 (table II.1 ). Many South 
and South-East Asian economies 
had recovered from the effects 
o f drought and other unfavour-
able factors which had adversely 
affected their growth in 1987. 
Growth performance was general-
ly unaffected by the fears of a 
world recession developing. All

that was heartening notw ithstand-
ing the prevailing low living stand-
ards in most parts of the region 
including the prevalence of pover-
ty affecting a large segment of 
the region’s vast population (see 
box II.1.).

The continued robustness of 
economic activity in the indus-
trial countries, briefly surveyed 
in chapter I , was one o f the 
factors which enabled the ESCAP

Table II.1. Selected developing economies o f the ESCAP region. Growth and structure of real gross domestic 
product, 1984-1988a
(Percentage)

Total
Growth rates Sectoral shares

Agriculture Industry Services Agriculture Industry Services

Bangladesh
1984 4.2 1.6 8.3 6.2 48.0 15.4 36.6
1985 3.7 0.9 6.2 6.3 46.7 15.8 37.5
1986 4.7 4.0 2.3 6.6 46.4 15.4 38.2
1987 4.0 0.1 7.2 7.4 44.7 15.9 39.4
1988 2.6 – 2.4 6.7 6.7 42.5 16.5 41.0

Chinac, d
1984 13.5 13.0 14.9 … 39.8 44.5 15.7
1985 12.7 1.7 19.1 … 35.5 45.0 19.5
1986 7.4 3.7 9.1 … 34.9 45.6 19.5
1987 9.4 … … … … … …
1988 11.0 … … … … … …

Hong Konge
1984 9.5 … … … 0.6 32.0 72.5
1985 – 0.1 … … … 0.5 29.8 74.6
1986 11.2 … … … 0.5 29.4 74.7
1987 13.6 … … … … … …
1988 7.5 … … … … … …

India
1984 3.3 – 1.8 6.5 5.8 31.4 24.6 32.9
1985 6.1 0.3 7.9 6.8 29.7 25.0 33.1
1986 4.4 – 2.6 8.2 6.7 27.7 26.0 33.8
1987 2.0f … … … … … …
1988 9.0 … … … … … …
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Table II.1 (continued)

Total
Growth rates Sectoral sharesb

Agriculture Industry Services Agriculture Industry Services

Indonesia
1984 6.0 4.2 8.1 5.2 23.6 37.8 38.6
1985 2.3 4.2 0.5 2.7 24.0 37.1 38.8
1986 3.2 2.5 4.1 2.8 23.9 37.4 38.7
1987 3.6 … … … … … …
1988 4.0 … … … … … …

Malaysia
1984 7.8 2.8 11.4 7.9 20.1 37.5 40.7
1985 – 1.0 2.5 – 3.4 9.3 20.8 36.6 45.0
1986 1.2 4.0 4.9 – 0.6 21.4 37.9 44.2
1987 5.2 7.4 6.1 5.4 21.9 38.3 44.3
1988 7.4 3.6 11.7 6.5 21.1 39.8 43.9

Pakistan
1984 5.1 – 6.0 10.6 8.0 25.1 28.9 45 .9
1985 9.2 12.2 6.9 8.9 25.8 28.3 45.8
1986 7.0 6.4 8.5 6.3 25.7 28.8 45.6
1987 5.7 2.2 7.8 6.4 24.8 29.3 45.8
1988 5.8 4.4 6.8 5.9 24.5 29.6 45.9

Philippines
1984 – 6.0 2.4 – 10.3 – 9.3 27.0 34.4 38.6
1985 – 4.2 3.5 – 10.2 – 4.4 29.2 32.2 38.5
1986 1.4 3.4 – 2.1 2.9 29.8 31.1 39.0
1987 5.9 0.4 8.1 7.0 28.5 32.0 39.7
1988 6.7 2.0 10.0 5.9 27.4 33.0 39.6

Republic of Korea
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 11.7 3.9 14.9 11.3 13.3 45.2 42.8
1987 11.1 – 4.3 15.4 11.1 11.4 47.0 42.8
1988 11.0 … … … … … …

Singapore
1984 8.3 5.0 9.8 8.8 0.8 39.7 64.9
1985 – 1.6 – 10.5 – 9.3 5.5 0.8 36.6 69.6
1986 1.8 – 10.8 – 0.9 4.4 0.6 35.7 71.4
1987 8.8 – 10.3 9.9 8.9 0.5 36.0 71.5
1988 11.1 … … … … … …

Sri Lanka
1984 5.0 – 0.4 7.0 7.0 25.0 26.0 49.0
1985 5.0 8.6 3.5 3.8 25.9 25.6 48.5
1986 4.3 2.6 6.1 4.2 25.5 26.0 48.5
1987 1.4 – 5.8 6.3 2.7 23.6 27.3 49.0
1988 3.6 3.8 5.6 2.4 23.7 27.8 48.5

Thailand
1984 7.1 5.6 8.5 6.8 19.4 31.0 49.6
1985 3.5 6.2 – 0.1 4.7 19.9 29.9 50.1
1986 4.5 0.2 7.1 4.6 19.1 30.6 50.2
1987 8.4 – 2.0 12.0 10.1 17.3 31.7 51.0
1988 11.0 8.6 12.8 10.7 16.9 32.2 50.9

Sources: National sources.
a 1988 data are mostly estimates. b Breakdown might not add up to 100 per cent owing to import duties and imputed 

bank service charges which were included in GDP. c Industry sector excludes construction, and services sector comprises 
construction, transport and commerce only. d  The figures are calculated from national income and sectoral shares are in
current prices. 1988 growth rate was for nominal GNP. e Sectoral shares are in current prices. f GNP.
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region generally to maintain a 
good performance in 1988. The 
impact came through sustained 
demand for the region’s ex-
ports as well as through changes 
in capital movements, mainly for-
eign investment, in response to 
the 1986-1988 world currency

realignments and a more relaxed 
policy stance towards foreign in-
vestment in a number of coun-
tries. Moreover, trade flows with-
in the ESCAP region were an 
increasing part of total trade; 
and, associated with that, there 
had been significant growth in

the last few years in intrare-
gional investment flows, although 
as yet this still largely centred 
around Japan, the newly indus-
trializing economies (NIEs), and 
South-East Asia, and remained 
relatively unimportant for other 
countries. This was likely to

Box II.1. Population, income and welfare
The continuing low living stand-

ards and poverty prevailing through-
o u t the developing ESCAP region, 
despite its impressive economic per-
formance in recent years, can be 
largely explained in terms o f the 
current demographic developments. 
The developing ESCAP region ac-
counts for more than 50 per cent 
o f world population. The vast ma-
jority , an estimated 2.45 billion 
in 1988, lived in countries with 
populations ranging between 55 mil-
lion to 1.1 billion. These coun -
tries are Bangladesh, China, India, 
Indonesia, Pakistan, the Philippines, 
Thailand and Viet Nam. Other coun-
tries with medium-sized population, 
ranging approximately between 20 mil-
lion to 50 million, are Afghanistan, 
Burma, the Islamic Republic o f Iran, 
Malaysia, Nepal, the Republic of 
Korea and Sri Lanka. The rest of 
the ESCAP members have popula-
tions generally below 5 million.

With the  exception o f  Indonesia, 
the Philippines and Thailand, all the 
other countries having large popu-
lation sizes belong to  the World 
Bank-designated low-income group o f 
countries. Per capita income in the 
populous low-income countries o f  the 
region ranged approxim ately between 
$150 to $400 in 1988. Indonesia, 
the Philippines and Thailand belong 
to the lower middle-income group 
according to the World Bank clas-
sification. Per capita income in the 
three countries ranged approxim ate-
ly between $500 and $900.

With the exception o f the  Islamic 
Republic o f Iran, Malaysia and the 
Republic o f  Korea, the other m edium - 
sized countries belong to the low- 
income group, as do most o f  the 
economies with small populations. 
The basic problem o f this latter group 
o f countries is not so m uch popula-
tion growth as a lack o f  economic 
development owing to  various struc-

tural constraints. O f the three middle- 
income countries in the medium- 
sized group, Malaysia and the 
Republic o f Korea have achieved 
impressive economic growth and 
lowered population growth rates, bu t 
in the Islamic Republic o f Iran eco-
nomic growth has been disrupted 
during the 1980s (see text, section 
C) and population growth rates 
have remained high, at about 3 per 
cent per annum. Per capita income 
in the Islamic Republic o f Iran has 
tended to  decline as a result.

A hard fact o f  economic life 
in the  region is the prevalence o f 
poverty. Poverty exists no t only 
in the low-income countries but 
also in the middle-income ones. The 
total number o f poor people in the 
region is still a few hundred million.a 
The to ta l number o f poor people 
in some individual countries in 
the region w ould exceed the size o f the 
national populations o f  many coun-
tries in the  world.

The rapid population growth 
which m ost countries in the region 
experienced in the earlier decades 
undoubtedly posed serious challenges 
to  the  a tta inm ent o f  national eco-
nomic and social goals. An im por-
tan t consequence o f  rapid popula-
tion  grow th has been the increas-
ing pressure exerted on arable land, 
and growing land scarcity or land-
lessness is an  im portant cause of 
rural poverty and environmental 
degradation in the  region.b Rapid 
grow th in the  size o f the  labour force, 
which has no t been m atched by

similar growth in em ploym ent op-
portunities, has given rise to  problems 
o f widespread unem ploym ent and 
underem ploym ent. Adverse effects 
on savings and investment because 
o f the  increased consum ption needs 
o f growing populations are another 
consequence o f rapid population 
growth.

Most governments in the region 
are aware o f  the consequences o f 
high population growth rates and 
since the  early 1960s have instituted 
national population programmes based 
on family planning. As a result o f  
these programmes, and owing to 
economic development and advances 
in education, urbanization and 
health, b irth  rates have declined 
in the  region, reducing the  average 
rate o f  population grow th to  less 
than  2 per cent by 1980, despite 
a decline in death rates. However, 
population grow th rates in many 
countries, particularly in m ost of 
the low-income countries, remain well 
above 2 per cent, preventing, in many 
cases, more than half o f  the income 
grow th from being reflected in per 
capita gains (see table).

Because o f the success achieved 
by government population programmes 
in lowering b irth  and growth rates, 
experts are optimistic that fertility 
in the region will continue to fall 
steadily until the  replacement 
population level is reached. In the 
popula tion  projections prepared by 
the United Nations in 1984, and 
based essentially on 1980/1981 cen-
sus results, the growth rate was ex-
pected to decline to  1.74 per cent 
during the period 1980-1985 and 
to 1.63 per cent during the period 
1985-1990. However, while growth 
rates continue to decline in many 
countries in the region, in several 
o f the largest countries the decline 
has stalled or been reversed. The 
1988 assessment o f  population trends

a See “ Population and poverty” , 
paper presented to  the Regional 
Seminar on Fram eworks for Popu-
lation and Development Planning 
(POP/RSFPDP/1).

b See, Poverty and Landlessness 
in Rural Asia  (ILO, Geneva, 1977).
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change as conditions of both 
the supply and demand for di-
rect foreign investment were 
changing; and there were signs 
in that direction. A number 
of other countries (including the 
least developed) had adopted a 
welcoming attitude towards for-

eign direct investment flows, al-
though they had not been able 
to attract substantial amounts 
so far. The diverse conditions 
of their economies — land-
locked, remote, lacking in basic 
infrastructure to support modern 
export-oriented industry, or be-

set by economic and social in-
stability — adversely influenced 
the perceptions of foreign in-
vestors. For such countries, other 
sources of foreign capital inflows, 
more especially official develop-
ment assistance, were likely to 
be much more critical for some 
time to come. For above reasons, 
it would be a mistaken belief 
that what was happening in East 
Asia could readily be translated 
to other parts of the region and 
that direct foreign investment could 
be relied upon to provide them 
with the development resources 
they needed.

The underlying strength of 
growth capacity in many coun-
tries of the region was illustrated 
by the economies of Malaysia, 
the Philippines and Singapore 
which continued strong recovery 
from the difficult situations they 
had encountered during 1 9 85- 
1986. Malaysia was expected 
to achieve a growth rate of 7.4 
per cent in 1988, compared with 
5.2 per cent in 1987. After two 
years of cumulative economic con-
traction of more than 10 per 
cent during 1984-1985, the 
Philippine economy started to 
recover in 1986 and managed to 
achieve growth at 5.9 per cent 
in 1987 followed by over 6.7 
per cent in 1988. The economic 
growth rate of Singapore picked 
up from 1.8 per cent in 1986 
to 8.8 per cent in 1987, and was 
expected to exceed 11 per cent 
in 1988. A similar rate of growth 
was estimated for Thailand in 
1988, compared with 8.4 and 
4.5 per cent in 1987 and 1986. 
The strong economic performance 
of the economies of Malaysia, 
the Philippines, Singapore and 
Thailand was supported both by 
export demand for their manu-
factures and their primary com-
modities and by strong domestic 
demand from consumer and invest-
ment spending. The latter was 
partly stimulated by an upsurge

by the United Nations indicates 
that the population growth rate for 
Asia as a whole remained at 1.86 
per cent during the period 1980- 
1985, 0.12 of a percentage point 
higher than earlier predicted, and 
is projected to remain at 1.85 per 
cent during the period 1985-1990. 
In the 1984 assessment, the popula-
tion for the ESCAP region was pro-
jected to reach 3,381 million at the 

fo tluser a sA  .yrutnec eht fo dne

continuing high growth rates, how-
ever, the projections as revised in 
1988 indicate that the region’s pop-
ulation in the year 2000 will equal to 
3,527 million, or 146 million greater 
than the earlier projection. This 
calls for stepped up efforts to imple-
ment policies and programmes to 
stem the surge o f population growth, 
especially in countries which already 
have large populations and relatively 
high growth rates.

Selected developing economies o f the ESCAP region. Growth rates 
of population and real per capita GDP

Per capita 
GDP growth  
1981-1987

Population
growth

1981-1987

Afghanistan – 0.3 2.6

Bangladesh 1.9 2.1

Bhutan 5.9 2.0

Burma 2.0 2.0

Chinaa 8.1 1.3

Hong Kong 6.1 1.5

India 2.7 2.1

Indonesia 2.0 2.2

Malaysia 1.9 2.7

Maldives 5.4 3.4

Nepal 2.1 2.6

Pakistan 3.6 3.1

Philippines – 1.9 2.5

Republic of Korea 7.3 1.4

Singapore 4.8 1.1

Sri Lanka 3.0 1.5

Thailand 3.7 2.0

Sources: United Nations, M onthly Bulletin o f  Statistics, vol. XLII, No. 10 
(October 1988); ADB, Key Indicators o f  Developing M ember Countries o f  AD B , 
vol. XIX (July 1988); and national sources.

a National income.
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in foreign direct investment flows 
from Japan and the East Asian 
NIEs.

In Indonesia, the continued 
slack in the price o f oil, the com-
modity on which the economy 
remained substantially dependent, 
would remain a curb on its eco-
nomic growth. Despite this, 
growth should be above 4 per 
cent in 1988, an outcome which 
reflected not only the effects of 
the successful economic adjust-
ment programme in 1986 and 
1987 but also the recent strong 
growth in non-oil exports.

For China and East Asia, 
there were some signs of slacken-
ing growth in 1988, although 
the rates in themselves remained 
quite high. In China, the threat 
of inflation resulting from high 
demand pressure generated by 
rapid income growth in recent 
years, along with shortages of 
energy and raw material sup-
plies, caused concern, and re-
straint had to be used even at 
the expense of some slow-down 
in the rate of economic growth 
during the second half of 1988. 
Thus real growth rate of China 
over the whole of 1988 could 
moderate from the level of 9.4 
in 1987, even though an 11 per 
cent nominal GNP growth was 
estimated to have been achieved. 
In Hong Kong, growth was ex-
pected to be just more than half 
the 13.6 per cent rate achieved 
in 1987, while that for the 
Republic of Korea was expected 
to be maintained around the 11.1 
per cent rate recorded in 1987.

Increasing constraints faced 
in export markets and rising do-
mestic costs and inflation tended 
to put a brake on the growth 
performance of these economies, 
especially as the year progressed. 
A situation o f growing domestic 
labour shortages and increased 
labour costs encouraged many 
Hong Kong enterprises to relo-
cate themselves in China and

elsewhere in South-East Asia in 
order to maintain competitive ad-
vantage. This had a slackening 
effect on the pace o f its domestic 
economic activity.

With the exception o f  India, 
the performance o f the major 
South Asian economies remained 
rather subdued during 1988. India, 
however, was expected to  vast-
ly accelerate the pace of econo-
mic growth in 1988, overcoming 
the effects o f the adverse weath-
er situation in 1987 when the 
rate o f economic growth in the 
country slumped to 2 per cent. 
Favourable weather effects on 
the agricultural economy and the 
improved performance o f  the indus-
trial sector under the cumulative 
impact o f recent policy reforms 
could account for the 1988 over-
all result o f  around 9 per cent 
growth. In Pakistan, the growth 
rate in the agricultural sector 
o f  the economy doubled its level 
o f 1987. That enabled the coun-
try to offset lower output in 
the industrial and service sectors 
and thus to improve its GDP 
growth rate marginally to 5.8 
from 5.7 per cent in 1987. 
Pakistan’s growth rates in 1987 
and 1988, although lower than 
its achievements in 1985 and 
1986 were still relatively high 
and more stable than in other 
countries in South Asia. In Sri 
Lanka, agricultural production re-
vived to record a 3.8 per cent 
rate o f growth in 1988 in con-
trast to the 1987 contraction 
o f 5.8 per cent. However, the 
industrial and service sectors con-
tinued to show slow rates of 
growth reflecting the continuing 
political problems in that country. 
The most serious impact of the 
uncertainties appeared to have 
been on the service sector of 
the economy, in which tourism 
was an important element.

With the exception o f Bhutan, 
Maldives and Nepal, the economic 
growth performance o f the least

developed countries in the region 
remained depressed. The rate 
o f  economic growth o f  Bhutan 
showed a sudden spurt, reaching 
a level as high as 15 per cent in
1987, largely owing to the com-
missioning o f the Chukha Hydel 
Project to  generate electricity, with 
its revenue earnings giving a sud-
den boost to the whole economy, 
the total size of which was rela-
tively small. The agricultural 
and industrial sectors o f Nepal, 
aided by favourable climatic fac-
tors as well as policy reform 
stimuli, did exceptionally well in
1988. The performance of 
Bangladesh was adversely affected 
by the repeated natural disasters 
o f devastating floods and cyclones 
in the course of 1987-1988, 
which resulted in a loss of 2-3 
per cent o f  its agricultural income 
during 1988.

The region’s growth perfor-
mance continued to receive strong 
support from the sustained rapid 
growth o f exports. In 1988, 
for the third consecutive year, 
many countries recorded double- 
digit growth rates in the value of 
their exports. For China, Hong 
Kong, Pakistan, the Republic o f 
Korea, Singapore and Thailand, 
growth in 1988 seemed to have 
been around or in excess o f 20 
per cent. However, only for 
Singapore, Thailand, and perhaps 
Pakistan, the Philippines and Sri 
Lanka, was it likely that growth 
in the value of exports in 1988 
would be an improvement on 
that achieved in 1987. In most 
countries, export expansion slowed 
down in the latter part of 1988 
and this deceleration was expected 
to continue in 1989 and into 
1990. Significantly this had 
led to a search for more buoyant 
export markets and some of the 
largest shifts in trade direction 
were within the region itself. 
The rapid growth o f Japan as 
the fastest growing market for 
the exports o f most Asian and
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Pacific developing economies was 
a powerful stimulus. But an 
increasingly important source was 
trade among developing Asian eco-
nomies themselves (see chapter 
IV, box IV.1 ).

These rather more secular 
factors would not be sufficient 
to prevent the expected decline 
in the region’s export growth in 
the immediate future. For one 
thing, there was the expected 
decline in world economic activ-
ity referred to earlier. For anoth-
er there were factors specific to

various Asian economies that were 
likely to have a depressing effect. 
These included the currency ap-
preciations of the Republic of 
Korea and Taiwan Province of 
China; the limits to economic 
capacity (manpower and infra-
structure) in, for example, Hong 
Kong, Singapore, Thailand and 
possibly China; weaker com-
modity prices; and for a variety 
of reasons, changes in domestic 
demand as a response to macro- 
economic management policies in 
many countries of the region.

The latter in particular were re-
lated to the strong growth of 
imports experienced by most 
countries recently, not only as 
a counterpart to export growth 
but also to meet higher levels 
of consumer demand and invest-
ment spending on plant and equip-
ment, as well as basic infrastruc-
ture, which in many countries 
had become very inadequate in 
relation to the needs of economic 
growth. Indeed the rapid rise 
in imports and deterioration of 
the trade balance had become

Table II.2. Selected developing economies of the ESCAP region. Movement in consumer prices, 1984-1988
(Percentage change from  the corresponding period o f  the previous year)

Country 1984 1985 1986 1987
Jan-Jun

1988

Afghanistan 29.2 4.5 0.8 8.5 29.2a
Bangladesh 10.6 10.7 11.0 9.5

11.8a

Burma 4.8 6.8 9.2 23.5 5.4a
China 2.7 11.5 6.0 7.3 …

Cook Islands 11.8 12.6 9.9 10.8 9.2
Fiji 5.3 4.4 1.8 5.7 12.8
Guam 8.7 3.9 2.7 4.5 4.5
Hong Kong 8.2 3.1 2.9 5.5 6.9
India 8.4 5.6 8.7

8.8 9 .4a

Indonesia 10.4 4.7 5.9 9.3 8.6
Malaysia 3.9 0.3 0.7 1.1 2.0
Nepal 2.8 8.1 19.0 10.7 10.7
Niue 9.6 11.1 7.0 7.3 3.4a
Pakistan 6.1 5.6 3.5 4.7 7.0
Papua New Guinea 7.5 3.7 5.5 3.3 4.8
Philippines 50.4 23.1 0.7 3.8 9.1

Republic of Korea 2.3 2.5 2.8 3.0 7.3
Samoa 11.9 9.1 5.7 4.6 11.0
Singapore 2.6 0.4 – 1.4 0.5 1.6
Solomon Islands 11.0 9.6 13.6 11.0 16.7
Sri Lanka 16.6 1.4 8.0 7.7 13.3
Thailand 0.9 2.4 1.8 2.5 4.0
Tonga 0.1 19.6 21.7 4.7 15.5
Vanuatu 5.5 1.1 4.8 14.8 8.7

Sources: IMF, International Financial Statistics, vol. XLI , No. 11 (November 1988); ADB, Key Indicators o f  Developing M em -
ber Countries o f  ADB, vol. XIX (July 1988); United Nations, M onthly Bulletin o f  Statistics, vol. XLII, No. 10 (October 1988); 
and national sources.

a January-March only.
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of increasing concern and that 
was expected to become more 
widespread in 1989.

Another factor that continued 
to limit growth in many coun-
tries, especially those with large 
agricultural sectors including the 
least developed and island eco-
nomies, was the vulnerability to 
weather fluctuations and other 
destructive natural forces, caus-
ing enormous losses to life and 
property, production infrastruc-
ture and current production. By 
diverting current resources to meet 
emergencies they also hampered 
ongoing development efforts (see 
box II.2).

Although the pace of recent 
high levels o f economic activity 
in the ESCAP region had indeed 
led to an increase in inflation 
region-wide, inflationary pressures 
had, by and large, remained m od-
erate and were less pronounced 
than those which, at the begin-
ning o f 1988, had been expected 
to develop (table II .2, p. 17). The 
main exceptions were China and 
the less resilient economies o f the 
least developed countries and the 
Pacific as well as others, includ-
ing Viet Nam, which had had 
specific structural problems. In 
1988, inflation was a major policy 
concern in the Chinese economy. 
Fast growing demand, in parti-
cular investment demand, as well 
as a high degree of liquidity in 
the economy, pushed the infla-
tion rate to the 13-15 per cent 
mark. The need to control in-
flation was likely to lead to a 
reduction in the pace o f growth 
in China in 1989 and 1990. A 
series o f  measures had already 
been announced to slow down 
the rate o f economic change and 
to bring some prices back under 
direct control, lowering bank 
credit and money supply expan-
sion and reducing the rate o f 
capital investment.

Elsewhere in the region, such 
as in Malaysia and Singapore, where

recovery was only recent, demand 
growth could be achieved with 
relatively little accompanying in-

flation. In Thailand, cautious 
monetary and fiscal policies con-
strained inflation to around 5

Box II.2. The impact of natural disasters on the
The Asian and Pacific develop-

ing economies, m any o f which are 
disadvantaged by weak econom ic and 
social infrastructures, are situated 
in the w orld’s climatic hazard belts 
o f earthquakes, windstorms, tidal 
waves, floods and droughts. Mon-
soon rains, w ith their erratic pa t-
terns, frequently  cause damage to 
the economies, m any o f which are 
still largely agriculture-based. How-
ever, the frequency and intensity 
o f adverse natural phenom ena and 
the extensiveness and severity of 
the damage caused by them  seem 
to be increasing over time. Disas-
trous natural events struck the re-
gion again in 1988, even before the 
full consequences o f the adverse 
w eather effects in 1987 on the eco-
nomies o f  the region could be fully 
overcome.a In  1987, floods and 
droughts affected the agricultural pro-
duction o f virtually the whole de-
veloping ESCAP region. Similar 
events occurred again in 1988. In 
addition, severe cyclones, tidal waves 
and earthquakes occurred in a num -
ber o f  countries. The following are 
a few selective cases for the  purpose 
o f  illustration.

Thus, in Bangladesh a devastat-
ing flood in 1988, following a similar 
one in 1987, caused extensive dam-
age. In term s o f the severity of 
flooding, the  1988 flood level was 
the m ost serious in the coun try ’s 
history. Apart from  the tragic loss 
o f life and property , crops on ap-
proxim ately 4 million hectares of 
land were destroyed and on 3.2 mil-
lion hectares damaged. The total 
loss of foodgrain ou tpu ts has been 
estim ated at 2-2.5 million tons
equivalent to  12-15 per cent o f
norm al ou tpu t. A t least 25 million 
people were reported  to have lost 
their homes and at least several 
hundred deaths were reported. In 
addition, the floods inflicted ex-
tensive damage to  livestock and

fisheries, and infrastructure. Hun-
dreds o f  kilometres o f  railway track, 
thousands o f  kilometres o f roads 
and flood em bankm ents, and hun-
dreds o f  school and factory build-
ings were damaged. The to ta l costs 
o f reconstruction and rehabilitation 
o f physical and social infrastruc-
ture has been estim ated as equivalent 
to 4.4 per cent o f  GDP.

The Governm ent had m ounted 
massive relief operations, w ith prio-
rity a tten tion  to  the distribution 
o f food, by using bo th  the coun-
try ’s modified rationing system and 
open m arket sales o f  food to the  
flood-stricken people. With  the 
generous provision o f relief assis-
tance by  the  international com m u-
nity, including the United Nations, 
the Governm ent succeeded in avert-
ing a major crisis in the afterm ath 
o f the floods. The South Asian Food 
Security Reserve set up by the seven 
m em ber G overnments of SAARC in 
1987 also came to  help the country 
in the form o f foodgrain assistance 
from B hutan, India and Pakistan. 
However, the  flood waters had bare-
ly receded w hen a cyclone hit the 
coastal areas o f  Bangladesh and 
southern India in late November, 
at a wind velocity o f  100 to  150 
kilom etres per hour, inducing tidal 
waves o f  up to  eight fee t high.

Among the  o ther major coun-
tries affected by  natural disasters 
during 1987-1988 were China, India, 
Pakistan, the Philippines and Thailand. 
In the  summer o f  1988, a com bina-
tion  o f severe droughts and floods 
seriously damaged crops and energy 
production  in China. The damage 
was estim ated to be at least 4.6 bil-
lion yuan renm inbi. Roughly 11 
million hectares o f  farmland along 
parts o f  the Changjiang River were 
affected by  the  drought, while an-
other 7.5 million hectares, especial-

a The effects o f unfavourable 
weather on the developing econom-
ies were also highlighted in Survey, 
1987.

b The General Assembly adopted 
resolution 43/9  o f  18 O ctober 1988, 
on  short-term , m edium-term and long- 
term  solutions to  the problem s o f 
natural disasters in Bangladesh.
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per cent in 1988. In India, the 
expected impact on prices of 
the 1987 drought was much less

dramatic than feared earlier as 
food stocks were released to 
compensate for the fall in grain

production. Inflation was held 
below 10 per cent in 1987/88 
and indications were that it would

developing economies
ly in the north-eastern parts of the 
country, were flooded. Summer 
grain output, originally projected to 
maintain the 1987 level o f 402 mil-
lion tons, was estimated to fall short 
by as much as 30 million tons. The 
autumn crops were also affected, 
but to a lesser extent. China, which 
was able to export foodgrains in 
1985 and 1986, again had to resume 
imports in 1988 owing to the dam-
age to agricultural production. In 
addition, the flooding and drought 
had a negative impact on energy 
supplies in the form o f losses in 
oil production and cuts in hydro-
electric energy output.

In October 1988, floods in 
part o f Pakistan caused extensive 
losses o f crops, livestock and in-
frastructure. Total losses were es-
timated upto 11 billion rupees, in-
cluding a loss of an estimated 4.4 
million tons o f  crops and about 10 
per cent o f the country’s cattle 
wealth.

In late 1988, a major flood hit 
the southern provinces o f Thailand. 
Thousands of deaths and injuries 
resulted from the consequence of 
the floods and the accompanying 
mudslides. Crops of millions of 
rai o f  agricultural land were de-
stroyed or damaged by the floods. 
In one district, the extent of the 
damage to crops was estimated to 
be 95 per cent. More than 50,000 
homes and hundreds of school 
buildings and religious centres were 
damaged. Preliminary estimates put 
the cost o f total damage at 4.32 
billion baht. Apart from at least 
3 billion baht of direct relief assis-
tance provided by the Government 
to  the affected households, various 
tax relief measures for flood-stricken 
businesses and farms were planned. 
Efforts were under way to investi-
gate the causes and solutions o f the 
problems.

In Maldives, a tidal wave inun-
dated Male and the adjacent islands 
in April 1987. It was the first tidal 
wave in the recent history o f the 
country, and it destroyed much of 
the reclaimed land area on Malé

Island, as well as damaging Malé
International Airport. High waves 
in subsequent months also affected 
other islands in the Male atoll. Ac-
cording to environmentalists, Maldives 
and other countries lying close to 
sea level are threatened by the rise in 
its level due to melting of the polar 
ice-cap because of the long-term 
“greenhouse effect” o f the earth’s 
increasing average temperature.

In late August 1988, a severe 
earthquake struck eastern and 
central Nepal. Twenty-seven dis-
tricts of the country were affected. 
Several hundred persons were killed 
and several hundred more were seri-
ously injured. Private property,
cattle and infrastructure — such 
as highways, bridges, schools, and 
hospitals —   suffered considerable
damage. As many as 20,000 homes
were destroyed. Hillside erosion 
and subsequent mudslides and 
floods had exacerbated the earth-
quake impact and had increased 
the death toll further.

Many of the Pacific islands 
lie in the track of hurricanes, ty-
phoons and cyclones and have
been struck repeatedly in recent
years. Vanuatu, for example, sus-
tained considerable damage from cy-
clones in three consecutive years. 
Of these, cyclone Uma (February 
1987) was the most violent, killing 
at least several dozen people, leav-
ing thousands homeless, and destroy-
ing infrastructure and housing in 
the central and southern areas of 
Vanuatu and the capital city, Port 
Vila. In parts o f Tanna Island, farmers 
lost all of their subsistence crops. 
Since the island economy is based 
on agriculture, the impact o f each 
cyclone was most extensive and 
visible on  that sector. Copra pro-
duction fell by 80 per cent in the 
affected areas. Subsistence gardens 
were devastated, depriving households 
of vegetables, tubers and fruit.

The increasing frequency and 
severity o f  natural disasters have 
been related to widespread environ-
mental degradation, especially to the 
large-scale deforestation taking place

throughout the region. For exam-
ple, conservationists estimate that 
only 20 per cent forest cover remains 
in Thailand, half of this being pro-
tected as national parks and wild-
life sanctuaries. Similar denudation 
has been occurring elsewhere in the 
region. The phenomena of floods, 
mudslides, even earthquakes, and the 
droughts can be directly related 
to deforestation.c

Natural disaster has become a 
global issue of concern. Over the 
past two decades, natural disasters 
have claimed about 3 million lives 
globally, and adversely affected 
the lives o f 800 million people. Im-
mediate damage has been estimated 
to exceed $23 billion. In many of 
the above instances the natural disas-
ters are thought to have a common 
cause: environmental degradation
including deforestation and the so- 
called “green house” effect, caused 
by the long-term rise in the earth’s 
average temperature due to large- 
scale burning o f fossil fuels and dam-
age to the ozone layers o f the strat-
osphere, thought to be caused by 
chemical releases from the use of 
aerosol products. The United Na-
tions General Assembly has there-
fore designated the 1990s as the 
International Decade for Natural 
Disaster Reduction with the goals 
o f improving the capacity of each 
country to mitigate the effects of 
natural disasters; paying special 
attention to assisting developing coun-
tries in the establishment o f early 
warning systems; fostering scienti-
fic and engineering research aimed 
at closing critical gaps in knowledge, 
in order to reduce loss o f life and 
property; and promoting programmes 
o f technical assistance and technol-
ogy transfer, demonstration projects, 
and education and training, tailored 
to specific hazards and locations.

c See Survey, 1987, p. 142.

d  General Assembly resolution 
42/169 of 25 February 1988, on 
international decade for natural disas-
ter reduction.
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probably not be more than 7-8 
per cent in 1988/89 and lower 
still in 1989/90. In the Philippines, 
where inflation increased sharply 
to around 9 per cent in 1988 
from about 4 per cent in 1987, 
more restrictive monetary policies 
had been applied. In Hong Kong 
and the Republic o f Korea, 
where inflation moved up to 
around 8 per cent in 1988, slower 
monetary growth was expected 
to contain further rises. In the 
Republic of Korea, some further 
appreciation o f the won should 
also help.

In Pakistan, excess money 
supply growth over recent years 
had put upward pressure on prices, 
which rose by 6-7 per cent in 
1988 compared with 4-5 per cent 
in 1987. Increased indirect taxes 
announced in the 1988/89 budget, 
along with problems in control-
ling liquidity growth, could lead 
to an inflation rate o f more than 
10 per cent and thus further 
policy responses to avoid this 
could be expected. Inflation in 
Indonesia had also been relative-
ly high, at around 8-9 per cent 
for 1987 and 1988, while in Sri 
Lanka consumer prices rose by 
about 14 per cent in 1988, nearly 
twice the rate of increase recorded 
in 1987. Food prices, in partic-
ular for rice, rose rapidly, as did 
fuel and electricity prices, follow-
ing adjustments in tariffs in January 
1988. The depreciation o f the 
rupee in that year was another 
inflationary influence. However, 
an improved food supply situa-
tion and the absence o f  any fur-
ther increase in public utility 
prices should ease inflationary 
pressures in 1989 and 1990.

D esp ite  g re a te r  b a lance  
achieved in economic performance 
by the developing economies o f 
the ESCAP region in 1988, rates 
o f  economic growth continued to 
vary somewhat in the different 
subregions. Due to the constrain-
ing factors discussed on page

Figure II.1. Developing ESCAP economies and subregions. Growth rates 
of real GDP, 1987-1989

N otes: NIEs include Taiwan Province of China. ASEAN excludes Brunei
Darussalam and Singapore. South Asia includes Bangladesh, India, Nepal, Pakistan 
and Sri Lanka only. G rowth rates indicated are averages weighted by GDP share 
of economies in each group. For China, real GDP growth for 1987 and 1988 are 
Link Project forecasts. 1989 similar forecasts for all groups.

17-18, a general slow-down in 
economic growth in the region 
was expected in 1989 (see figure 
II.1).

B. EAST AND 
SOUTH-EAST ASIA

1. China and the newly 
industrializing economies

These economies, though they 
are vastly different in several re-
spects, such as size and natural 
resource endowments, share a num -
ber of common attributes from 
the standpoint of recent economic 
trends —  rapid industrialization, 
major inflows o f  direct foreign 
investment and high rates o f 
economic growth — which have 
raised some challenging problems 
o f  economic management. In 
China, estimates were for 11 per 
cent nominal GNP growth in 
1988. The industrial sector was 
the major contributor, with ou t-
put growing at around 18 per

cent. Increasing exports stem-
ming essentially from the coastal 
areas and special economic zones 
have been particularly important 
to this growth. Indeed, foreign 
investment in these areas was 
growing very fast.

However, bottle-necks in in-
frastructure, energy supply and 
the provision of raw materials 
were constraining industrial growth. 
An important problem facing 
the Chinese economy was the 
decreasing supply o f industrial 
raw materials, since imports had 
been reduced below 1987 levels 
for such goods as steel and copper, 
aluminium and zinc. To aggra-
vate the situation, the decrease 
in imports was occurring simul-
taneously with increased exports 
of minerals. Mineral and coal 
stocks fell by 25 per cent in the 
latter part o f  1988. Output growth 
of crude oil, electricity and coal 
had lagged far behind the level 
o f industrial output growth.

As a consequence of those
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and other problems o f rapid 
growth, in the latter part of 
1988 an austerity programme 
was adopted in China with a 
view to dealing with infla-
tion and containing the high in-
dustrial growth rates within the 
overall expansionary capacity o f 
the economy.

Total investment in fixed as-
sets was to  be reduced by 20 
per cent in 1989. However, jo in t 
venture investment, as well as 
some light industries, were ex-
empted from these planned re-
strictions. Institutional expendi-
ture of government enterprises 
and local governments was to 
be curbed by a combination 
of direct intervention along with 
taxation and monetary restric-
tion.

Agricultural performance was 
less spectacular, ou tpu t growing 
at 3 per cent in 1988. A series 
o f  droughts and floods had dam -
aged agricultural output to the 
extent that the 1988 harvest 
would fall short o f plan targets. 
The output o f food such as veg-
etables, pork, and poultry, en-

couraged by the household respon-
sibility system, had responded 
favourably, bu t major food sup-
plies — for example, sugar and 
vegetable oils — continued to 
fall far short o f  demand.

In international trade, export 
growth rates had slowed down 
to approximately 18 per cent 
in 1988. Agricultural commodity 
exports were stable, focusing on 
aquatic products, vegetables, and 
pork. Manufactures exports re-
mained centred on textiles. Oil 
and coal exports were on the 
increase, with the latter provid-
ing a 10 per cent share o f total 
export revenues. Imports grew 
rapidly for several reasons. Im-
ports of cotton had jumped al-
most sixfold to meet the in-
creased raw material require-
ments of textile processing. In-
creased wheat imports had been 
necessary because of poor har-
vests. Sugar and vegetable oil 
imports were also increasing. The 
import push was also largely 
due to domestic consumption de-
mand, in particular for house-
hold appliances and consumer

electronics. The Government was 
attem pting to  curtail im port growth 
by increasing import taxation.

Inflation o f bo th  consumer 
prices and raw material costs 
remained a major issue in the 
Chinese economy. The retail 
price inflation rate reached a 
high of 13-14 per cent in 1988. 
Inflation rates in major urban 
areas could be even higher. 
Consumption demand, a major 
source of inflation, had been 
fuelled by public expenditure and 
wage income increases of state 
employees o f around 20 per cent. 
Food price ceilings were removed 
in early 1988, allowing prices 
for four major food items to 
rise in response to  demand.

Monetary control measures 
adopted in 1988 included restric-
tions on capital investment and 
money supply expansion such as 
limits on bank credit, a one per-
centage point increase in bank 
reserve requirements and linkage 
of deposit interest rates to the 
retail price index.

Economic growth in the four 
NIEs o f the region, which had 
accelerated in 1987 to an average 
rate o f 11.3 per cent from 10.6 
per cent in 1986, slowed in 1988 
to  an estimated average growth 
rate o f 8.7 per cent.1 While growth 
decelerated significantly in Hong 
Kong and Taiwan Province o f 
China, the economy of Singapore 
was able to record its fastest 
annual expansion since 1973. The 
economy o f  the Republic o f 
Korea, which continued to expand 
very rapidly during the first half 
o f 1988, at about the same pace 
as in 1987, was slowing down 
during the second half o f the 
year. None the less, it was likely 
that real GDP growth for 1988

Figure II.2. China and selected NIEs. Growth rates of real GDP, 1986, 
1987 and 1988

a 1988 is Link Project forecast.

1 GDP growth for Taiwan Province 
of China was estimated at 11.1 per 
cent in 1987 and 7.0 per cent in 1988. 
The averages were weighted by GDP 
shares.
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as a whole would be m uch the 
same as th a t attained in 1987.

In all these economies, e x -
ports were a dom inant elem ent 
in their economic perform ance. 
However, only b rief reference is 
made in this chapter to  foreign 
trade aspects, w hich are discussed 
in detail in chapter IV.

In 1987, the econom y of 
Hong Kong, w hich recorded its 
second consecutive year o f  doub le- 
digit growth in GDP, expanding 
a t a rate o f  13.6 per cent, had 
reached full capacity. Despite 
definite signs o f  overheating, high 
growth was achieved in 1987 
through strong labour productivity 
gains o f 11 per cent, high labour 
utilization rates and substantial 
expansion o f  production  capaci-
ty in machinery and equipm ent.

G row th in 1987 was fuelled 
by bu o y an t external and domestic 
dem and. The volume o f  domestic 
exports, aided by  the relative 
depreciation o f  the Hong Kong 
dollar against o ther m ajor cur-
rencies, grew particularly fast at 
a rate o f  abou t 23 per cent.

Rising personal incom es, fol-
lowing large wage and salary in-
creases, boosted  domestic dem and. 
Private sector dem and rose by 
12 per cent, while public sector 
dem and grew by 6 per cent. 
Private consum ption expenditure 
rose by 11.1 per cent, and gross 
domestic capital form ation  by 
14.8 per cent, stim ulated, in 
particular, by  a 27 per cent in -
crease in investm ent in p lan t 
and machinery. Reflecting tight 
labour m arket conditions, m oney 
wages in the m anufacturing sector 
rose by 9 per cent betw een March
1987 and March 1988 and by 
25 per cent in the construction 
sector. In the service sector, 
average nom inal wage increases 
were abou t 10 per cent.

As the econom y h it capacity 
limits a t the end  o f  1987 and 
strong dem and pressure translated 
in to  an accelerating inflation rate,

the overall grow th o f  the Hong 
Kong econom y gradually settled 
to  a m ore m oderate  pace in the 
first half o f  1988. Total indus-
trial o u tp u t grow th, for example, 
was m uch m ore m odest, though 
the sector m ost affected was 
garment and textile production, 
which actually fell in the second 
quarter o f  1988. At the same 
tim e, however, grow th o f  over 
20 per cent was sustained by 
other industrial sectors — m a -
chinery, electrical and electronic 
goods, printing and  paper p ro -
ducts. Real GDP grow th for 1988 
as a whole was probably  betw een 
7.0 and 7.5 per cent, ju s t over 
half the rate recorded in 1987.

The slow-down in grow th o f 
domestic exports, which was al-
ready apparent tow ards the end 
o f  1987, continued in 1988. 
G row th o f  dom estic export vol-
umes to  m ajor m arkets such as 
the Federal Republic o f Germ any 
and Japan was m uch slower in
1988 com pared w ith  1987, and 
in the case o f the United States 
they declined. However, during 
the first ha lf o f 1988, the Chinese 
m arket for Hong Kong domestic 
exports grew by 27 per cent; and 
re-exports , stim ulated by strong 
dem and from  China, continued to 
grow rapidly during the first half 
o f  the year, a t a rate only slightly 
below th a t o f  the 46 per cent 
recorded in 1987.

Domestic dem and grow th, for 
b o th  consum ption  and investm ent, 
also slowed dow n significantly in 
1988. This had  its counterpart 
in a decline in the grow th o f  re-
tained im ports o f  capital goods 
to  12 per cent in real term s dur-
ing the first half o f 1988, com -
pared w ith  abou t 25 per cent 
during 1987.

Despite significant decelera-
tion o f  the econom y in 1988, 
capacity u tilization rem ained high, 
the seasonally adjusted unem ploy-
m ent rate remaining very low at 
only 1.8 per cent in June 1988.

Cost increases, particularly in the 
construction sector, remained high, 
the labour and material cost in -
dex in the sector rising by 24.6 
per cent during the first quarter 
o f 1988. As a result o f  factors 
such as continued strong demand 
pressure, fast m onetary  and credit 
expansion in 1987 and rising 
im port prices, inflation continued 
to  accelerate during the first 
half of 1988 and, allowing for 
some m onetary  policy restraint, 
was expected to  be about 8 per 
cent for the year.

Rem arkably, the econom y of 
the Republic o f  Korea was to  
experience in 1988 its th ird  con-
secutive year o f double-digit GNP 
growth. Despite im p o rtan t ad-
ju s tm en t problem s due to  rapid 
wage increases, production  losses 
resulting from  labour disputes and 
deteriorating export price com -
petitiveness following large a p -
preciations o f the w on , the growth 
path  o f  the econom y remained 
firm. There were signs o f a slow- 
down in the first part o f  the year, 
b u t the econom y rebounded dur-
ing the th ird  quarter w ith strong 
domestic dem and and a revival in 
export expansion fuelling growth. 
As a result, GDP grow th for the 
year as a whole was likely to  
be close to  the 11.1 per cen t 
increase o f  1987.

The high grow th perform ance 
o f  1988 was led by the m anufac-
turing sector, w hich continued to  
surge th roughou t the year as a 
result o f  sustained export dem and 
for electronics, steel p roducts, 
cars and footw ear, and also strong 
domestic dem and for consum ption 
(especially consum er durables) and 
for business investm ent in p lant 
and m achinery.

Total fixed investm ent rose 
by 13.5 per cent during the first 
quarter o f  the year, as against 
13.6 per cent in 1987. Investm ent 
in construction  during the first 
quarter rose by 11.1 per cent, 
while investm ent in m achinery
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and equipment surged by 16.2 
per cent. Investment activity 
slowed down during the second 
quarter as capacity utilization de-
clined owing to  labour disputes. 
For 1988 as a whole, however, 
real investment was expected to 
show a healthy growth rate of 
between 11.0 and 12.0 per cent, 
thus only marginally lower than 
in 1987. As 1988 advanced, the 
importance o f  the domestic market 
in sustaining the high growth of 
the Republic o f  Korea increased 
significantly, and that should be-
come an even more im portant 
source o f  growth in 1989.

In spite of  the increasing con-
tribution of domestic demand to 
overall growth, exports remained 
in 1987 and 1988 the major 
growth factor in the economy. 
Import growth was also rapid 
but despite this the current ac-
count o f  the Republic of Korea 
developed large surpluses in 1987 
and 1988. These external sur-
pluses allowed the Republic of 
Korea to continue repayments 
of its foreign debt, which was 
estimated at the end of  September 
1988 at about $33 billion (gross).

The external payments sur-
plus and the consequent in -
creased liquidity and money 
supply, together with large 
wage increases, increased prices 
of  key agricultural commodities 
and imported raw materials, led 
to a sharp acceleration in infla-
tion in the Republic of Korea in 
1988. Consumer prices rose by 
3.0 per cent in 1987 and for 1988 
it was likely that the rise would 
reach 7.5 per cent.

Giving high priority to the 
fight against inflation, the autho-
rities introduced several policy 
measures to control price in-
creases. These included a squeeze 
on private sector credit and the 
issuing of monetary stabilization 
bonds, treasury bills and foreign 
exchange bonds. Domestic oil 
prices, utility rates and import

tariffs were also lowered. Real- 
estate speculation, an important 
inflationary factor, was also curbed. 
By September 1988, money sup-
ply growth stood only slightly 
over the target of 18.6 per cent. 
The use of  monetary policy was, 
however, limited in order to avoid 
hurting business confidence and 
to maintain sufficient domestic 
investment, already affected by 
the appreciation o f  the won, 
to keep a stable economic growth 
path.

The Singapore economy re-
covered to an 8.8 per cent growth 
in 1987, compared with only 
1.8 per cent in 1986. The 1987 
recovery was essentially concen-
trated in the manufacturing sec-
tor, which more than doubled 
its growth performance to 17.0 
per cent. Construction remained 
in recession, declining by 11.7 
per cent.

The recovery spurred by strong 
export performance was progres-
sively transmitted to other domes-
tic sectors, in particular private 
consumption and investment. Pri-
vate consumption expanded by 
8.3 per cent, while gross fixed 
capital formation rose by 3.7 
per cent, following an 11 per 
cent fall in 1986. As a result of 
rising profitability and increased 
business optimism, private invest-
ment rose significantly by 15 
per cent after a 20 per cent 
decline in 1986, but reduced 
capital expenditures on building 
and construction works resulted 
in a 12 per cent decline in public 
investment.

Non-oil domestic exports and 
entrepôt exports rose particularly 
fast, at rates of  about 35 per cent 
in real terms. Such export growth 
resulted partly from increased ex-
port competitiveness owing to cost- 
cutting measures introduced in 
1985-1986 and the appreciation 
o f  the Japanese yen and European 
currencies vis-à-vis the Singapore 
dollar. Export growth was con-

centrated in computers, computer 
peripherals, radio and television 
receivers and parts, electronic com-
ponents, chemicals and garments. 
Manufacturing expansion was thus 
rather broad-based. Only petro-
leum refining continued to de-
cline.

Continued strong expansion 
in domestic and export demand 
further accelerated the growth 
performance of Singapore in 
the first half of 1988. GDP 
was up by 11.1 per cent, the 
highest half-yearly growth rate 
since 1975. Third-quarter growth, 
fed by strong external demand, 
was estimated at 11.8 per cent, 
the best quarterly growth record 
in 13 years. Despite some decelera-
tion of  growth expected during 
the fourth quarter of the year, 
overall GDP growth of Singapore 
in 1988 could be expected to 
exceed 11 per cent.

The sharp turn-around in the 
economy in less than two years 
was to a large extent due to the 
restoration of international cost 
competitiveness, in particular vis- 
à-vis the other Asian NIEs. Cost- 
cutting measures introduced since 
1985, in particular an improve-
ment in unit labour cost as a 
result of wage restraints and a 
15 per cent cut in the Cen-
tral Provident Fund contributions 
restored the competitiveness of 
Singapore in international markets. 
This structural adjustment also 
benefited from the realignments 
of  rates among both major cur-
rencies and those of the Asian 
NIEs. The trade performance 
in 1988 remained vigorous, total 
trade expanding by 33.6 per cent 
during the first half of the year, 
a rate almost double that achieved 
in the corresponding period of 
1987.

In contrast to most other 
economies of  the region, the 
rapid growth of  Singapore in 
1987 and 1988 was achieved 
with relative price stability. In
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1987, reflecting a continuing poli-
cy o f  wage restraints and cheaper 
prices for im ported  food, the CPI 
rose by only 0.5 per cent. Prices 
continued to rise only m odera te-
ly in 1988, the CPI rising by 1.6 
per cent during the first half 
o f  1988, mainly as a consequence 
o f  higher im port prices. This 
relative price stability was re-
markable given the bottle-necks 
that began to  appear owing to 
the fast pace o f  growth. The 
labour market, in particular, be-
came very tight, putting upward 
pressure on wages and resulting 
in high labour turnover. The 
labour shortage problem  became 
m ore severe as 1988 advanced 
and could affect profitability and 
competitiveness. In the longer 
term , a restructuring o f  m anufac-
turing towards higher value-added 
and more technology-intensive p ro -
ducts was required to  alleviate 
the chronic labour shortage p rob -
lem in Singapore.

2. South-East Asia2

Recovery in primary com -
m odity prices, which remained 
firm in 1988, strong export de-
mand for m anufactures and rapid-
ly rising domestic consum ption 
and investment dem and were major 
sources o f  growth in the South- 
East Asian economies o f  Indonesia, 
Malaysia, the Philippines and 
Thailand in 1988.

Indonesia, which had to  ad-
just to  a dramatic decline in oil 
revenues, particularly since early
1986, and to  a sharp increase in 
the burden o f  its external debt 
because o f  the decline o f  the 
United States dollar since mid- 
1985, managed to keep its econ-
om y growing at rates o f  between 
3 and 4 per cent in 1986 and 1987 
by means o f  a successful eco-
nomic adjustm ent programme. The 
growth performance o f  the econ-

om y in 1987 was favourably 
influenced by firmer oil prices 
than in 1986 (at least until early 
1988), firmer prices for o ther 
primary com m odities and a sharp 
u p tu rn  in non-oil exports. GDP 
estimates for 1987 placed growth 
at around 3.6 per cent. In spite 
o f  weaker oil prices, which could 
fall well below the average level 
o f  1987, the econom y o f  Indonesia 
could grow at a rate o f  above 
4 .0  per cent in 1988, little be-
low the planned target o f  5 
per cent.

Non-oil GDP, estim ated to  
have grown by  4.3 per cent in
1987, w ould continue to  lead 
grow th, mainly as a result o f  
rapid export expansion. Be-
sides strong external dem and 
several other factors could ex-
plain the export performance o f  
Indonesia. First, the exchange 
rate o f  the rupiah was allowed 
to  slide down progressively, thus 
boosting price competitiveness. 
Second, in 1986-1987 Indonesia 
successfully in troduced a series 
o f  deregulation measures in ex -
ternal trade and industry aimed 
at encouraging increased efficien-
cy and prom otion  o f  exports. 
These included the removal o f  
im port licensing restrictions, the 
adjustm ent o f  tariffs and sur-
charges and the reduction o f  
rules and regulations impeding 
exports.

Though export growth could 
remain strong in 1988, imports 
should also rise more rapidly 
than  in 1987. In addition, ser-
vices paym ents were likely to  
increase, in particular interest p ay -
ments because o f  larger deb t 
volumes and higher interest rates. 
As a consequence, the current 
account deficit which was $2.5 
billion in 1987 was n o t  likely 
to  narrow  significantly in 1988.

While the external sector grew 
rapidly, tight fiscal and m one-
tary policy dam pened growth in 
the domestic econom y. Private

consum ption expenditure rose by 
about 3.6 per cent in 1987 and 
private investment by  about 5 
per cent. Public investment con-
tinued to  decline, although by 
m uch less than  the  decline o f  
around 16 per cent tha t occurred 
in 1987. With indications o f  
increasing foreign investment in-
flows and the favourable impact 
o f  deregulation measures, private 
investment was expected to  show 
a higher rate o f  growth in 1988.

In spite o f  a tight m onetary  
policy, which kep t m oney supply 
grow th at only 4.8 per cent, and 
continued fiscal restraint, a drought 
affecting agricultural prices and 
the inflationary impact o f  the 
rupiah devaluation resulted in an 
inflation rate o f  about 9.3 per 
cent in 1987. With the deprecia-
tion o f  the rupiah, upward pressure 
on im port prices as well as in -
creases in prices o f  agricultural 
com m odities, in particular rice, 
it was likely th a t the inflation 
rate would stay around that level 
in 1988. M onetary policy had 
remained restrictive, m oney supply 
growing only by 3 per cent during 
the first seven m onths o f  1988. 
Interest rates remained very high 
at their average o f  around 20 
per cent.

The Malaysian economy 
started to  recover in 1987 after 
two years o f  stagnation, with 
real GDP expanding by 5.2 per 
cent. The recovery became in -
creasingly broad-based throughout 
1987 and strengthened consider-
ably further in 1988 as a result 
o f  strong domestic dem and con-
ditions, particularly w ith  respect 
to  investment expenditure. GDP 
growth in 1988 should be about 
7.4 per cent.

The agricultural sector, which 
expanded by 7.4 per cent in 1987, 
was expected to  experience a 
slow-down in 1988, growth being 
estimated at only 3.6 per cent. 
The main reasons for this were 
the relative supply inelasticity o f2 Excluding Singapore.
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Figure II.3. Selected South-East Asian economies. Growth rates o f  real 
GDP, 1 9 8 6 ,  1987 and 1988

rubber in the short term, rubber 
production increasing by only 2 
per cent at a time when rubber 
prices had soared to the highest 
level for 28 years, and a decline 
in sawlogs production o f  6.9 
per cent owing to stricter conser-
vation measures. Palm oil pro-
duction was estimated to rise 
by over 10 per cent, after a slight 
decline in 1987.

Under the influence o f  strong 
external demand and continued 
recovery in domestic demand, a 
growth rate in the manufacturing 
sector o f  over 15 per cent was 
expected in 1988, the highest 
since 1976. Recovery in m anu-
facturing during 1987 and 1988 
reached nearly all industries, 
whether export- or domestic mar-
ket-oriented, especially electronics 
and electrical goods industries, 
textiles and wearing apparel, and 
rubber-based and wood-based pro-
ducts. Domestic-market-oriented 
industries, such as industrial che-
micals and chemical products and 
non-metallic mineral products, had 
also shown strong growth in 1988. 
The mining sector, which stagnated 
in 1987, was expected to recover 
in 1988 with a 8.5 per cent in-

crease in oil production and a 
rise o f  5.3 per cent in tin mining. 
As in the case o f  Singapore, the 
construction sector was recover-
ing very slowly. Three successive 
years o f  decline appeared to have 
reversed, however, in 1988, with 
growth projected at 1.0 per cent. 
Medium and low-cost housing con-
struction seemed to have in-
creased and large public infra-
structural projects had contributed 
to the recovery o f  construction 
activity.

On the expenditure side, do-
mestic demand grew significantly 
in 1988, with nominal growth 
expected to reach 13.1 per cent 
from 4.4 per cent in 1987. Invest-
ment expenditures, bo th  private 
and public, were a major source 
o f  demand growth in 1988. In 
value terms, both  private and 
public investment were expected 
to  grow by 18.2 per cent in 1988 
reversing a three-year declining 
trend. There was thus a signi-
ficant turn-around in the Malaysian 
economy. In real terms, public 
investment was expected to rise 
by 15.7 per cent in 1988, revers-
ing a decline o f 14.6 per cent in 
1987. Revived business confi-

dence and optimism due to strong 
demand and measures taken by 
the Government over the past 
few years to improve liquidity, 
and lowered interest rates boosted 
private investment expenditure. 
The strong upward investment 
trend was also apparent in the 
demand for capital goods im-
ports. Foreign investment inflows 
also contributed significantly. The 
Malaysian Industrial Development 
Authority reported, for instance, 
an increase o f 180.5 per cent in 
investment applications for the 
first seven months o f 1988 over 
the corresponding period in 1987. 
Foreign equity proposed during 
the January-July 1988 period was 
about twice that o f the whole 
o f  1987.

Rising incomes and improved 
consumer optimism resulted in a 
sharp recovery o f  private consump-
tion expenditure, which rose by 
9.7 per cent in 1988 against a 
rise o f 3.8 per cent in 1987. Ex-
penditure on consumer durables 
increased particularly fast. Public 
consumption, which stagnated in 
1987, also revived in 1988, post-
ing a growth rate o f  4.6 per cent. 
As in 1987, external demand re-
mained the main source o f  growth 
in the Malaysian economy in 1988. 
The volume o f exports o f  goods 
and services was expected to 
expand by 15.5 per cent in 1988. 
Imports o f goods and services, 
which grew rather moderately in 
previous years, were expected to 
pick up significantly in 1988 
and reach a growth rate of about 
23 per cent. Besides sustained 
world demand and improved pro-
ductivity in manufacturing, the 
rapid export growth of Malaysia 
in 1988 was boosted by a favour-
able ringgit exchange rate and 
by firm non-oil primary com -
modity prices.

With a growth-accommodating 
monetary policy and recovery still 
at its early stages, inflation did not 
accelerate significantly in Malaysia.
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The CPI index was no t expected 
to  show any significant rise in 
1988. However, inflation could 
accelerate in the face o f  higher 
agricultural prices and higher im -
port prices resulting from the 
weakening o f  the ringgit.

The recovery in the econom y 
o f  the Philippines, which started 
towards the end o f  1986, strength-
ened considerably in 1987, with 
GDP growth at 5.9 per cent. 
Indications were th a t  the expansion 
o f  the econom y had remained 
robust in 1988, w ith GDP growth 
expected to  reach abou t 6.7 per 
cent. For the first six m onths 
of 1988, real GNP expanded by 
6.8 per cent, higher than the rate 
o f  6.4 per cent achieved in 1987. 
In com m on w ith o ther developing 
economies o f  the ESCAP region, 
the recovery and fast growth 
o f  the Philippines in 1987 and 
1988 primarily originated in rapid 
expansion o f domestic demand. 
The external sector, however, con-
tinued  to  record rather moderate 
growth.

Investment, particularly in con-
struction, was a major source o f  
growth. Gross investment con tin -
ued to  expand rapidly in 1988, 
at a rate o f  22.5 per cent during 
the first half o f  the year. For 
1988 as a whole, real physical 
capital form ation might expand by 
a high 25 -28  per cent, led by a 
further 21.2 per cent rise in private 
construction investm ent and a 
strong expansion in public con-
struction. Given increasingly high 
capacity utilization rates in all 
industries, investm ent in durable 
equipm ent could grow faster than 
in 1987. It was likely tha t real 
personal consum ption , which in-
creased by 5.5 per cent in 1987, 
w ould remain strong in 1988, 
registering a growth rate o f  5.8 
per cent during the first six m onths 
o f  the year. Governm ent consum p-
tion grew even faster a t a rate o f  
11 per cent during the first half 
o f the year, following an already

large increase o f  7.2 per cent in 
1987.

In 1987, while agriculture per-
form ed very poorly owing to  
adverse weather conditions, m anu-
facturing grew by a m odest 7.1 
per cent. However, construction 
and utilities expanded rapidly, at 
rates o f  17.2 and 10.7 per cent 
respectively. Mining o u tp u t  d e -
clined. These sectoral growth 
trends continued in the first half 
o f  1988, industry expanding by 
8.4 per cent, partly as a result 
o f  a continued rapid expansion 
o f  14.8 per cent in the construc-
tion sector. While the service 
sector grew at about 6 per cent, 
less than  the  rate in 1987, the 
primary sector recovered, register-
ing an expansion o f 2.2 per cent 
w ith the fisheries sector doing 
particularly well. During the 
second half o f  1988, sectoral 
performance should remain strong, 
w ith m anufacturing benefiting no t 
only from domestic investment 
growth b u t  also from  increasing 
external demand.

On the trade side, while im-
ports rose rapidly in 1987 and in 
the first half o f  1988 under the 
influence o f  strong investm ent 
dem and and im port liberalization 
measures, export growth remained 
sluggish. Real goods and services 
exports, in fact, declined slightly 
in 1987.

With external debt standing at 
an estim ated $28.95 billion on 
31 May 1988 or 85.4 per cent o f  
1987 GNP and a debt-service ratio 
o f  31.3 per cent in 1987, the 
external position o f  the Philippines 
remained o f  serious concern and 
a drag on the growth performance 
o f  the country . Higher in te rna-
tional interest rates and currency 
realignments further worsened the 
c o u n try 's debt-servicing burden in 
1987 and 1988.

While the need to  boost ex -
port growth through liberalization 
and support measures, as well as 
the necessity to  a ttrac t long-

term capital in the  form  of  foreign 
investment, was recognized, it was 
also seen necessary to  reduce the 
ne t transfer o f  resources to  credi-
tors, either through new m oney 
inflows or through debt-relief op -
tions. In the absence o f  such 
measures, net resource transfer to 
creditors could am ount to about 
$16 billion, or 7.1 per cent o f 
GNP, for the period 1988-1992. 
Hence, the sustainability and sta-
bility in the co u n try 's economic 
growth could be seriously jeo p -
ardized by the burden o f  ex te r-
nal deb t repayments.

Finally, the inflation rate o f 
the Philippines, which, as measured 
by the consumer price index, 
stood at 3.8 per cent in 1987, 
accelerated significantly in 1988. 
The wholesale price index in -
crease for Metro Manila was higher 
in 1987, a t a rate o f  8.1 per cent, 
while the Metro Manila retail 
price index rose by 6.2 per cent. 
All inflation indicators accelerated 
significantly; in fact they about 
doubled in 1988. M onetary policy, 
in these circumstances, was ex -
pected to  remain rather restrictive, 
especially as domestic liquidity 
growth at nearly 22 per cent had 
already exceeded in June 1988 
the target o f  15 per cent for the 
year as a whole.

The econom y o f  Thailand, 
which accelerated its growth sharp-
ly in 1987, was expected , t o -
gether with the economies o f 
Singapore and the Republic o f 
Korea, to  record one o f  the 
highest growth performances in 
the region in 1988. The econom y, 
which expanded by 8.4 per cent 
in 1987, could reach a grow th 
rate o f  11 per cent in 1988, the 
highest rate in a decade.

The recovery in the Thai 
econom y, which started in the 
export  industries in 1986, accel-
erated sharply in 1987 as growth 
spread to  all sectors except agri-
culture. The m anufacturing sector, 
boosted  by strong export dem and
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and rising domestic demand, ex-
panded by 10.2 per cent in 1987. 
As a result o f two successive years 
of drought, the agricultural sector, 
however, continued to perform 
poorly in 1987, real GDP in agri-
culture declining by 2 per cent. 
The decline in the cropping sec-
tor, at 4.5 per cent, was particu-
larly marked. In spite of a general 
firming o f  primary commodity 
prices in 1987, production of 
most crops was poor because of 
drought conditions. The main
1987 rice crop was estimated at 
9 per cent below the 1986 level. 
Among other crops, maize ou t-
put was also seriously affected 
by drought. Cassava, rubber, 
sugar-cane and cotton outputs, 
however, were no t so much af-
fected as they were less vulnerable 
to weather conditions.

For 1988, good weather con-
ditions and higher agricultural com-
modity prices were expected to 
lead to a significant expansion 
of the agricultural sector by 8- 
9 per cent. With agriculture repre-
senting about 17 per cent of 
GDP in 1987, the revival o f 
the agricultural sector would con-
tribute significantly to accelerated 
GDP growth in 1988. All major 
crops recorded large production 
increases in 1988, owing partly 
to  an expansion o f  cultivated 
areas induced by higher prices.

As in 1986, the manufacturing 
sector led growth in 1987 and 
1988. Responding to very strong 
export demand, GDP in manu-
facturing rose by 10.2 per cent 
in 1987 and a further increase 
o f 12-13 per cent could be ex-
pected in 1988. The acceleration 
in manufacturing growth in 1988 
resulted from the combination 
of continued strong export demand 
along with rapidly rising domestic 
demand, in particular a surge in 
investment expenditures.

All other sectors, in particular 
construction and services, benefited 
from the rapid expansion of the

economy in 1987 and 1988. Con-
struction expanded by 7.3 per 
cent in 1987 and was estimated 
to grow by a further 9.3 per cent 
in 1988. The service sector, which 
expanded by 10.1 per cent in
1987, was expected to continue 
growing at a rate o f  10-11 per 
cent in 1988, with strong growth 
in domestic expenditure and in-
creased tourism.

On the expenditure side, con-
sumption expenditure and, more 
so, investment spending were ex-
panding very rapidly in 1988, 
providing more impetus to growth 
than in 1987 under the stimulus 
of rapidly rising incomes in both 
rural and urban areas. Higher crop 
prices, for example, were estimated 
to  have increased farmers’ incomes 
by 25.6 per cent during the first 
half o f 1988. Government con-
sumption, which increased by 5.1 
per cent in 1987, should increase 
further in 1988 because o f a fa-
vourable budgetary situation, reve-
nues having risen rapidly over 
the past two years.

A major stimulus to  growth 
came from investment, particu-
larly private investment in both 
construction and equipment. This 
was also evident in the rapid rise 
o f capital goods imports, which 
rose in volume by over 50 per 
cent during the first quarter of
1988. A principal contribution
to investment growth in 1987
and 1988 was provided by the 
large inflows o f  foreign investment 
resulting from currency realign-
ments in Asia and large produc-
tion relocations. Most indicators 
for foreign investment inflows 
showed that between the end 
of the first and second quarters 
o f  1988, foreign investment in-
flows had already reached or 
surpassed the total for 1987.
During the first half o f 1988, 
the number o f  firms starting 
operations was 85 per cent more
than in the same period o f
1987.

With construction activity ac-
celerating sharply in 1988, private 
investment could increase at a 
rate o f about 20 per cent and 
was expected to remain a major 
source of growth in the next 
few years. Public investment 
should also resume positive growth 
in 1988 as investments by state 
enterprises were stepped up. Public 
capital formation should continue 
to rise rapidly as the Government 
was giving high priority to several 
large infrastructural projects aimed 
at alleviating the im portant in-
frastructural bottle-necks emerging 
in the economy. These bottle- 
necks became more severe as
1988 advanced and could have 
the effect o f inhibiting growth 
in 1989 and 1990.

High growth in exports re-
mained a major factor in the Thai 
economy in 1988. Exports of 
manufactured goods (about 51 
per cent o f  total exports in 1987) 
rose particularly fast, bu t the 
value o f food exports increased 
by only 7.6 per cent in spite of 
higher average export prices.

Strong domestic demand and 
high demand for capital goods 
and intermediates, however, also 
resulted in a sharp acceleration 
in import growth which, as in
1987, was likely to outpace the 
export growth significantly in 1988. 
Therefore, the current account, 
which posted a deficit o f  $0.5 
billion in 1987, could deteriorate 
further to $1.7-2 billion in 1988.

In spite o f signs that the 
economy was overheating, the 
earlier fears o f a rapid accelera-
tion o f inflation did not m ate-
rialize in 1988. Inflation, which 
stood at 2.5 per cent in 1987, 
was likely to  be higher at around 
4.5 per cent in 1988. Monetary 
policy tried to  counter inflationary 
pressures with increases in interest 
rates and a tightening o f credit 
expansion in the second half o f
1988. Lending by commercial 
banks, however, continued to  grow
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rapidly. By the end o f  September 
1988, bank lending was up  by 
29 per cent on tha t o f  a year 
before. Interest rates were rising 
towards the end of  1988. With 
the large continued influx o f  
foreign investment, strong dom es-
tic demand, and very good agri-
cultural sector growth prospects, 
the  Thai econom y should con -
tinue to  expand rapidly in 1989.

C. SOUTH ASIA

1. Economic growth

In the South Asian coun-
tries comprising the seven m em -
bers o f  the S outh  Asian Associa-
tion for Regional Co-operation 
(SAARC) — Bangladesh, Bhutan, 
India, Maldives, Nepal, Pakistan 
and Sri Lanka — similar economic 
and social problems prevailed, with 
low levels o f  per capita income 
as a predom inant feature. Agri-
culture being the mainstay of 
m ost o f  these economies, GDP 
growth in the subregion leaned 
heavily on the performance o f  
this sector. Consequently, the 
impact o f  the poor m onsoon 
o f  1987 was felt in terms o f  
lower growth rates in 1987/88

than in the previous year. A bun-
dant rainfall in 1988, fo r tuna te -
ly, provided an encouraging o u t-
look for 1988/89 , b u t  excess 
rainfall in certain areas leading 
to  massive floods and loss o f  
sown crops, would have some 
offsetting adverse effects.

This was a major factor im-
peding developm ent in Bangladesh. 
Large-scale floods in 1987 caused 
severe set-backs. As a result, 
GDP growth fell to  2.6 per 
cent in 1987/88 from 4.0 per 
cent in 1986/87. Thus, per 
capita income remained almost 
at the previous year' s level. Eco-
nomic activity was severely dis-
rupted in agriculture, despite post-
flood rehabilitation measures. Jute 
o u tp u t  declined by 30 per cent, 
foodgrains p roduction  stagnated, 
while only modest grow th was 
experienced in o ther food and 
cash crops. The m anufacturing 
sector also perform ed poorly and 
grew by less than  4 per cent as 
depressed demand and contrac-
tion in supply o f  agricultural 
raw materials induced underu ti-
lization o f  capacity. In this set-
ting, the significant rise in fer-
tilizer production  and expansion 
o f  gas and electricity distribution

were notable. Even more ex ten -
sive flooding in 1988 damaged 
further the econom y ' s prospects 
in the coming year.

A persistent feature o f  the 
external sector o f  Bangladesh re-
mained its large trade deficit, 
as export earnings provided cover 
for only about one third o f  the 
im port bill. In 1987/88, m er-
chandise exports rose significant-
ly as the fall in exports o f  jute 
and ju te  manufactures was more 
than offset by continued buoyan-
cy in non-traditional products, 
mainly, garments, shrimp and 
fertilizer. Larger purchases of  
foodgrains constitu ted  the bulk 
o f  an increase in imports bu t in-
creases occurred also in imports 
o f  other consumer goods includ-
ing foodstuffs, such as sugar and 
edible oils. On the other hand, 
w ith a reduced level o f  invest-
m ent during the year, imports 
o f  capital goods fell.

Despite a marginal rise in 
workers ' remittances, the current 
account deficit increased in 1987/ 
88. A lthough the external deficit 
could be financed by higher food 
credits and aid disbursements, the 
aid pipeline continued to  build 
up ($4.6 billion by  end June 
1988) owing to  the paucity  o f  
funds for local-cost financing. This 
problem, in certain instances, could 
be solved by  additional aid to 
cover counterpart domestic re-
sources. Aid-tying and higher 
conditionality , however, were dis-
couraging factors.

A disconcerting feature, with 
serious implications for growth, 
was the progressive decline of  
gross domestic investment as a 
p roportion  o f  GDP from 14.6 
per cent in 1981/82 to  11.1 per 
cent in 1986/87. The national 
savings ratio being among the 
w orld ' s lowest, investment financ-
ing leaned heavily on  foreign 
capital inflows, the scale o f  which 
had no t expanded commensurably 
to  sustain investment levels. The

Figure II.4. Selected South Asian economies. Growth rates o f  real GDP,  
1986, 1987 and 1988
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investment ratio could fall even 
further in 1987/88 as a credit 
squeeze in 1986/87 constrained 
investment by the private sector, 
while diversion o f  resources for 
flood relief and reconstruction 
resulted in cut-backs in capital 
formation by the public sector.

Maintaining price stability and 
meeting priority credit needs were 
the twin objectives o f  monetary 
policy in Bangladesh. In 1987/ 
88, net credit to government 
and the public sector was reduced, 
but availability to the private 
sector was raised by over 21 per 
cent, primarily in response to 
the needs o f agricultural rehabili-
tation and exports. Overall ex-
pansion, therefore, was o f the 
order o f  about 12 per cent, against 
3.2 per cent in 1986/87. As a 
result, inflation, measured by the 
cost o f  living index for middle-
income families, accelerated to 
11.4 per cent against 10.3 per
cent in the preceding year, al-
though the escalation was partly 
attributable to  administered price 
increases o f  public sector utili-
ties.

In India, acute drought in 
most parts o f  the country adverse-
ly affected the economy's overall 
performance in 1987/88 and halved 
the GDP growth rate to only
about 2 per cent from the pre-
vious year' s level o f  over 4 per 
cent. Consequently, per capita 
income was almost stagnant. The 
performance in the first three 
years o f the seventh five-year
plan, on the average, worked
out to 3.5 per cent against a tar-
geted figure o f 5 per cent. The 
main causal factor for the short-
fall in achievement was the per-
formance o f the agricultural sec-
tor which recorded significant 
declines in both  1986/87 and 
1987/88 caused by successive years 
o f  monsoon failure. Interesting-
ly, agricultural production did 
not impair industrial growth in 
this interregnum o f  poor m on-

soon, and industrial production 
recorded a 7.7 per cent increase 
in 1987/88 against 9.1 per cent 
in 1986/87. This was notable 
for it signified a weakening o f  
the inter-linkages between agri-
culture and industry arising out 
o f structural changes within the 
manufacturing sector.

The external trade sector, 
o f critical importance as a source 
o f foreign exchange though not 
for its weight in GDP, was another 
bright spot o f  the Indian economy 
in 1987/88. For the second year 
in succession the trade deficit 
declined, both  absolutely and as 
a proportion o f  GDP. Although, 
in value terms, import growth 
accelerated from about 3 per 
cent in 1986/87 to about 10 per 
cent in 1987/88, export growth, 
at over 25 per cent in 1987/88 
(against 15 per cent in 1986/87), 
was even more impressive. The 
spurt in exports was explained 
by sustained performance of 
garments, polished diamonds, 
leather products and cotton tex-
tiles, along with marked recovery 
in engineering goods and chemicals. 
A general factor contributing to 
higher exports was the trade 
policy initiatives adopted in re-
cent years, including direct tax 
concessions to  exporters, du ty-
free and low-duty import o f 
capital goods for selected key 
industries, provision o f  a large 
number o f  domestic intermediates 
at international prices for export 
production, and bank credit at 
preferential rates to exporters. 
In the case o f  imports, there 
were substantial increases in in-
flows o f crude oil and, in smaller 
measure, o f  edible oils, non-fer- 
rous metals, rough gems and 
drought-related imports such as 
pulses.

The current account deficit 
was financed, in the main, by 
larger aid inflows and some ex-
ternal assistance earmarked speci-
fically to help combat the reper-

cussions o f drought on the balance 
o f  payments. Commercial bor-
rowings, on a net basis, were 
not expected to increase over 
the 1986/87 level, as the country 
pursued a very prudent policy 
towards such financing. Never-
theless, servicing o f  the IMF loan 
and other debt incurred in the 
past was expected to  induce a 
rise o f 2 per cent in debt-servic-
ing as a proportion o f  current 
external receipts, to about 24 
per cent in 1987/88.

Despite a marginal slow-down 
in the growth o f money supply 
and lower overall budgetary defi-
cits, the rate o f inflation rose in 
1987/88. Consumer prices in-
creased by 8.8 per cent in 1987 
and were running somewhat higher 
in 1988.

Gross fixed capital forma-
tion as a percentage o f GDP fluc-
tuated between 19 and 21 per 
cent in the 1980s, with marginal-
ly increased dependence on foreign 
resources in 1987/88. What re-
quired attention was the fact 
that dissaving in the public sec-
tor was on the increase, primarily 
as a consequence o f the widen-
ing gap between the government' s 
current receipts and expenditures. 
Stagnation in receipts was due 
chiefly to deceleration in the 
growth o f non-tax revenues con-
sequent on continued poor pro-
fitability o f public enterprises. 
Tax revenues at 14.9 per cent 
o f GDP in 1987/88 were an 
increase upon the preceding 
year's realization by 1.4 per-
centage points. Correspondingly, 
a welcome feature was the gradual 
increase in the household sector's 
contribution to the savings effort 
(although it fell as a percentage 
o f  GDP in 1987/88 owing to 
drought-induced lower incomes). 
That, in fact, prevented erosion 
in the rate o f  investment over 
the years in the face o f the al-
most stationary nature o f  net 
capital inflow from abroad.
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The econom y o f  Pakistan, 
despite drought, dem onstrated  sat-
isfactory growth. At the same
tim e, however, it was saddled 
w ith pressures arising o u t o f  b u d -
getary and balance-of-payments 
deficits. GDP grow th at abou t
5.8 per cent in 1987/88 was below
the targeted figure o f  6.4 per 
cent and close to  the previous 
year' s achievement o f  5.7 per 
cent, as a pick-up in industrial 
activity (w ith its concom itan t 
positive im pact on o ther sectors) 
in the la tter ha lf  o f  the year com -
pensated somewhat for the lower 
than projected o u tp u t o f  cereals 
and sugar-cane. On a per capita 
basis, growth o f  the order o f
2.8 per cent was recorded in
1987/88, against 2.6 per cent
in the previous year. Value added 
in agriculture, despite experienc-
ing the b ru n t o f  tw o successive 
years o f  drought, increased by
4.5 per cent largely due to  a record 
c o tto n  harvest and growth o f  
the livestock sub-sector by  over 
6 per cent. M anufacturing o u tp u t 
w ent up by  abou t 7.6 per cent 
in the year, lower than  projected, 
as large-scale units faltered rela-
tive to  the encouraging perfor-
mance o f  small-scale industries.

The balance-of-paym ents situa-
tion deteriorated  in the year. 
Along w ith  a widening o f  the 
trade deficit, private rem ittances 
also declined, consequent on the 
contrac tion  o f  econom ic activity 
in the Middle East. The higher 
deficit on curren t account drew 
dow n foreign exchange reserves 
to  the ex ten t o f  almost $0.5 
billion, in spite o f  an increase 
in disbursem ent o f  foreign as-
sistance from  $1.4 billion in 1986/ 
87 to  $1.8 billion in 1987/88. 
Towards the end o f  1988, the 
G overnm ent decided to  enter in to  
an agreem ent w ith  IMF to  b o r-
row around $1 billion for balance- 
of-paym ents support. However, go-
ing by  standard indicators o f  ex -
ternal indebtedness, the position

on the debt-servicing fron t did 
n o t deteriorate. As regards m er-
chandise trade, while cotton-related 
products accounted for nearly 
one half o f  the increase recorded 
by exports, m ost o f  the increm ent 
to  the im port bill could be ex-
plained in term s o f  higher inflows 
o f  edible oils, pe troleum  products 
and m achinery.

During the year, the price 
situation came under pressure and 
was primarily the result o f  m one-
tary  expansion in excess o f  the 
set target. In part, it was also 
due to  decline in o u tp u t o f  food-
grains and pulses, and speculation 
over changes in governm ent-con-
trolled prices o f  energy and tran -
sport. As a consequence, the 
wholesale price index registered 
an increase o f  10 per cen t, against 
5 per cent in 1986/87; the rise 
in the consum er price index was 
som ewhat m ore m oderate at 6.7 
per cent, com pared w ith 3.6 per 
cent in the previous year. Never-
theless, m onetary  policy aimed 
at keeping credit expansion within 
reasonable limits and maintaining, 
at the same tim e, adequate availa-
bility o f  bank finances for p ro -
ductive activities in priority  sectors.

A persistent constraint to  rapid 
econom ic grow th in Pakistan had 
been the low rate o f  domestic 
savings. National savings, includ-
ing rem ittances as a ratio  o f  GNP, 
in fact, declined to  abou t 13.3 
per cent in 1987/88 from  14.1 
per cent in the previous year. 
Thus, no tw ithstanding  a rise in 
foreign savings, the investm ent/ 
GNP ratio fell to  15.7 per cent 
from  the 1986/87 level o f  16.1 
per cent. Domestic resource 
m obilization efforts, therefore, re-
quired to  be strengthened in 
order to  reduce dependence on 
foreign capital for investm ent.

With a return  to  norm al w eath -
er conditions, the econom y o f  
Sri Lanka expanded by about
3.5 per cen t in 1988 in contrast 
to  grow th o f  only 1.4 per cent

in 1987. This, however, fell short 
o f  the average growth rate o f  5 
per cent recorded in the period 
1978-1986  and reflected the ad-
verse im pact o f  socio-political strife 
on the nation. C ontributing to  im -
proved perform ance b y  the agricul-
tural sector was a 30 per cent 
rise in paddy o u tp u t (mainly 
the  Yala crop which recorded 
an alm ost 35 per cent increase) 
and smaller, b u t  significant, 
grow th in p lan tation  crops, such 
as tea and rubber. C oconut, 
on the o ther hand, w ith  a longer 
w eather response function, had 
no t recovered from  the  adverse 
climatic im pact o f  1987, while 
civil disturbances destroyed marine 
resources and caused fisheries o u t-
p u t  to  decline. Overall grow th 
o f  the agricultural sector was 
thus 3.8 per cent in 1988, as com -
pared w ith  a decline o f  5.8 per 
cent in 1987. Mining and quarry -
ing, an im portan t sector o f  the 
Sri Lankan econom y, grew at 
10 per cent in 1988, spurred 
partly  by liberalization o f  exports 
o f  unprocessed gems. The m anu-
facturing sector, including agro- 
processing, large-scale factories and 
small-scale cottage industries, 
m aintained the  previous year ' s ac-
hievem ent o f  about 7 per cent 
grow th, o f  w hich, w ith in  the fac-
to ry  sector, the entire increase 
was con tribu ted  by  the private 
sector, as public sector enterprises 
(also affected by  ethnic upheavals) 
failed to  expand.

Foreign trade occupied an 
im portan t place in the econom y 
o f  Sri Lanka and an expected 
decline in the trade imbalance 
in 1988 th rough faster export 
grow th was significant. Exports 
recording increases in 1988 were 
those o f  tea, gems and garments, 
while im ports requiring larger o u t-
lays in the  year included p e tro -
leum and textiles. The financing 
o f  the imbalance, m ainly through 
m obilization o f  external loans and 
some running dow n o f  foreign
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exchange assets, however, was 
likely to lead to a rise in the ex-
ternal debt as amortization pay-
ments were gradually increasing. 
Available information indicated 
that the debt-service ratio, which 
had risen to 28.6 per cent in 1987, 
would be about 32 per cent in 
1988.

2. Developments in 
major sectors

(a) Agriculture

Agriculture absorbed the ma-
jority of the work force in South 
Asia and produced the largest 
share of GDP, but its contribution 
to GDP growth was not as signi-
ficant owing to the prevalence 
of traditional practices and vul-
nerability to weather fluctuations. 
Average growth rates in agriculture 
continued to be much lower than 
in the industry and service 
sectors. Repeated poor perfor-
mance in the sector produced 
a pervasive retarding impact on 
the overall functioning of the 
economy in each country. Ef-
fective and speedy implementation 
of measures to expand irrigation 
facilities and spread the use of 
modern cultivation techniques to 
raise agricultural productivity were 
therefore called for if, given exist-
ing demographic pressures, per 
capita incomes were to be raised. 
Even in India, despite the growing 
resilience of its agricultural sector 
through drought-proofing and mak-
ing foodgrain production less sen-
sitive to fluctuations in monsoon 
activity, serious crop and regional 
imbalances have persisted.

Frequent drought and floods 
in recent years were responsible 
for a series of crop failures in 
Bangladesh, and inability of cereal 
production to keep pace with 
population growth tended to cause 
a deterioration in the food ba-
lance. Foodgrain imports rose 
sharply to 3.1 million tons in

1987/88 against the normal level 
of 1.5 million tons of past 
years, and the target of food 
self-sufficiency by 1990 was 
likely to be rescheduled. Con-
tributing to the slow pick-up 
in the use of high-yielding 
varieties were increased prices 
for fertilizers and irrigation equip-
ment (due to reduced subsidies), 
seed shortages, or credit restric-
tion and only limited support 
through public sector intervention.

Current strategy envisaged a 
review of the problem of this 
sector to identify corrective ac-
tion for raising crop yields, a 
programme for diversification of 
oil-seeds, pulses and potato pro-
duction, and a reappraisal of the 
co-operative and water resources 
systems to help the small farmers. 
Policy guidelines also sought to:
(a) reverse the trend of deforesta-
tion that was taking place, creat-
ing a serious environment-cum- 
ecological problem, (b) develop 
inland marine resources, and (c) 
set up additional poultry and dairy 
farms to counter the twin problems 
of draught animal and protein 
shortage. However, with floods 
recurring in 1988 and destroy-
ing crops completely in appro-
ximately 4 million hectares and 
partially in 3.2 million hectares, 
prospects of any noticeable in-
crease in agricultural production 
during 1988/89 were remote.

Although monsoon failure was, 
to a large extent, responsible for 
the decline of agricultural pro-
duction in India, slippages in 
achievement of seventh plan 
targets of rural infrastructure 
(irrigation and credit facilities) 
and provision of inputs (quality 
seeds) were also having adverse 
consequences. Production de-
clines in 1987/88 were the high-
est in rice, followed by oil-seeds 
and sugar-cane, while increases 
in other crops were, at best, mar-
ginal. Recurring adversity in 
agriculture prompted a scaling

down of almost all seventh plan 
agro-production targets and an 
emphasis on: (a) additional al-
location of resources to the ir-
rigation sector, (b) vigorous pro-
motion of fertilizer and high- 
yielding seed varieties, (c) further 
augmentation of rice cultivation 
in the Eastern region, (d) rapid 
raising of oil-seeds output, and 
(e) development of dryland farm-
ing. The crop insurance scheme 
was also substantially extended. 
With the return of monsoons to 
normal in 1988, the outlook for 
the agricultural sector in 1988/ 
89 was much brighter and a record 
foodgrains harvest was expected.

In Pakistan, too, agriculture 
suffered a set-back in 1987/88 
and its performance lagged be-
hind target. The dry spell for 
two consecutive years affected 
all major crops except cotton, in 
which bio-technological changes 
were effective in boosting yield 
in dry weather conditions. Among 
related activities, animal husbandry 
also performed well. However, 
unlike in India, the sector as a 
whole recorded positive growth 
in both 1986/87 and 1987/88. 
Increased acreage under irrigation 
and plant protection operations, 
higher offtake of improved seeds 
and continued institutional back-
up for rural credit and price sup-
port provided farmers the neces-
sary incentives. For 1988/89, 
current trends point to a mixed 
picture. While good monsoons 
should have a favourable impact 
on rice and sugar-cane output, 
it could simultaneously damage 
the cotton crop. None the less, 
it was expected that, on balance, 
agricultural growth would be higher 
than in the previous year.

However, crop yields had yet 
to realize their full potential. 
In this regard, the National Com-
mission on Agriculture, in its 
report, recommended, among other 
things, that: (a) the agricultural
sector be modernized with special
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emphasis on raising output of 
sugar, pulses and edible oils, (b) 
productivity increase be effected 
through vertical expansion in view 
of limited supplies of fertile land 
and water for irrigation, (c) rapid 
growth of animal husbandry and 
non-cereal food cultivation be 
ensured for augmenting the avail-
ability of high food value pro-
ducts, (d) the existing rural in-
frastructure be strengthened such 
that employment potential and 
living conditions in the sector 
improve, and (e) an integrated 
programme be evolved to arrest 
environmental degradation to con-
serve and improve the country’s 
natural resources.

In Sri Lanka, the impact of 
adverse weather conditions was 
reflected in a 5.8 per cent fall 
in value added in the agricultural 
sector in 1987. With sufficient 
rains in 1988, an increase of over
3 per cent was expected. Better 
performance in 1988 was ex-
pected from a growth of nearly 
8 per cent in food crops (main-
ly paddy) and about 5 per cent 
in export-oriented tree crops (rub-
ber and tea). Improved prices 
during the year and favourable 
climatic factors induced higher 
output. However, owing to its 
longer response function to weath-
er as well as prices, coconut pro-
duction, down successively in the 
years following the bumper crop 
of 1986, could be expected to 
turn around in 1989 consequent 
on favourable movements in prices 
during 1987 and 1988.

(b) Industry

In major South Asian coun-
tries, the importance of indus-
try (comprising mining, manufac-
turing and electricity, gas and 
water supply) in GDP was gradual-
ly on the increase and, over the 
period 1980-1986, had recorded 
consistently higher growth rates 
by comparison with agriculture.

However, the structure of manu-
facturing, generally the most dy-
namic part of the industrial sec-
tor, was still heavily skewed to-
wards agro-based industries pro-
ducing consumer goods (mainly 
food and textiles) in these eco-
nomies and substantial investments 
in machinery and chemical-produc-
ing units induced only minor 
shifts in the structure of output 
in their favour. Dependence of 
the industrial sector upon move-
ments within agriculture also re-
mained strong despite a weakening 
of the bond in recent years owing 
to diversification of fresh invest-
ment along new lines (in India) and 
opportunities offered by external 
markets (for Bangladesh, Pakistan 
and Sri Lanka where the exports- 
to-GDP ratio was relatively high). 
Rapid expansion of manufactured 
exports was essential in the sub- 
region in order to avert the equal-
ly undesirable outcomes of either 
excessive external indebtedness 
or a slow-down of GDP growth 
owing to import shortages, as 
agricultural-based products did not 
provide a stable base for export 
planning, given the low produc-
tivities and uncertainties in that 
sector.

Industrial growth in India, 
at about 8 per cent in 1987/88, 
was slightly down on that in the 
previous year. With the recovery 
of agriculture and improved hydro-
electric power generation, both 
the outcome of abundant rains 
in the year, the industrial sector 
was expected to grow with greater 
vigour in 1988/89. What deserved 
highlighting, however, was the 
weakening of the link between 
agricultural output and industrial 
production. This could be ex-
plained by two factors: (a) on
the supply side, utilization of a 
larger proportion of synthetic in-
puts in important industries like 
textiles lowered the weight of 
agro-based commodities in the 
revised manufacturing index and

(b) o n the demand side, the in-
fluence of agricultural incomes 
became more subdued with its 
gradually decreasing share in GDP.

Robust functioning of infra-
structure, continued liberalization 
of industrial policies and better 
availability of imported inputs 
contributed substantially to buoy-
ancy in manufacturing. In fact, 
acceleration in this sub-sector was 
remarkable and the average growth 
rate during 1984-1988 exceeded
8 per cent, in contrast to 5 per 
cent recorded over the preceding 
three years. This reflected, partly, 
the impact of an almost complete 
revamping of industrial policies 
since 1984. Apart from extension 
of policy reforms aimed at re-
moving barriers to entry (relaxa-
tion of licensing requirements), 
growth (automatic endorsement of 
capacity), flexibility (broad band-
ing of production) and efficiency 
(prescription of minimum scales 
of production in some industries), 
several steps were adopted to 
reduce procedural impediments to 
strengthening the performance of 
industry.

However, the problem of 
chronically inefficient industries 
continued to be a cause for concern 
and to deal with this the Board 
for Industrial and Financial Re-
construction was established with 
wide-ranging powers to take pre-
ventive and corrective measures, 
especially where public sector in-
stitutional credit was involved.

In Pakistan, the industrial
sector was able in 1987/88 to 
maintain growth performance at 
about the same level as the 7.5 
per cent achieved in 1986/87. 
Growth was credited mainly to 
small-scale industries which ex-
celled over the performance by 
larger plants. This was a reflec-
tion, in part, of the investment
pattern over the year, wherein
capital formation in large-scale
units slackened while that in 
the small-scale sector gained mo-

32



mentum and, in this regard, the 
increasingly important role of 
private sector investment, geared 
mainly towards small-scale fac-
tories, deserved notice.

The existing industrial policy 
reiterated the government inten-
tion to support relatively faster 
expansion of private enterprise 
in a mixed economy. The seventh 
five-year plan, operative since July 
1988, sought to ensure its imple-
mentation. Since past investments, 
mostly in consumer industries en-
joying high protection and a 
ready domestic market, had not 
strictly followed priorities laid 
down in the Industrial Policy 
Statement, several corrective meas-
ures, including fiscal concessions, 
were adopted to induce the chan-
nelling of funds into priority 
sectors. Development financial 
institutions were also instructed 
to accord preferential treatment 
to such projects. Rationalization 
and liberalization of industrial 
policy, which commenced in 1984, 
were strengthened and, except for 
certain specified industries involv-
ing strategic, foreign exchange 
or other essential considerations, 
procedural restrictions were almost 
completely dismantled. Further-
more, policy initiatives sought 
balanced regional growth through 
measures to offset locational dis-
advantages in order that employ-
ment and income benefits were 
dispersed towards backward areas. 
Moreover, these were, as well, 
biased in favour of investment 
in industries involving export- 
oriented production or advanced 
technology.

In Sri Lanka, manufacturing 
grew by an estimated rate of 7 
per cent in 1988 (almost the 1987 
level). The fortune of the agro- 
processing industries was closely 
linked to that of the output of 
tree crops. Production in this 
sector was expected to decline 
as a result of the poor coconut 
output, despite successful diver-

sification of tea-processing into 
packaging in 1987. However, the 
major reason for overall growth 
in the sector was the rapid ex-
pansion and improved perform-
ance of larger-scale export-oriented 
garment manufacturing establish-
ments. On the other hand, both 
smallscale and cottage industries 
stagnated, while the public sector’s 
performance was also lack-lustre, 
primarily owing to failure to adhere 
to the time schedule of project im-
plementation.

(c) Transport and energy

Infrastructural constraints, es-
pecially in electric power genera-
tion and transport, remained a 
major factor preventing the manu-
facturing sector from attaining its 
full potential in the South Asian 
economies. While transport facili-
ties remained poor and inadequate, 
energy supplies also fell short of 
demand. Energy consumption 
levels were much lower, even in 
relation to other less developed 
countries. Thus, while the aver-
age per capita consumption of 
oil-equivalent commercial energy 
in low-income economies was 314 
kg. in 1986, the corresponding 
levels in Bangladesh, India, Pakistan 
and Sri Lanka were 46, 208, 205 
and 139, respectively. Limited 
public funds for development in 
the region also created a dichotomy 
in both transport and energy, 
with modern transport modes and 
dependence on commercial energy 
in urban areas (including indus-
trial townships) co-existing with 
extensive use of traditional fuels 
and vehicles in villages and back-
ward locations. At the same time, 
given the high rates of population 
growth, pressures on existing in-
frastructural facilities were rapidly 
emerging. Augmentation of 
supply of traditional forms could 
only be at a slow pace, while in 
regard to commercial urban utili-
ties, lack of internal generation of

resources hampered self-sustaining 
expansion. Another conspicuous 
feature common to South Asian 
countries was their high depend-
ence on crude oil and petroleum 
imports.

Energy supplies in Bangladesh 
were mainly (70 per cent) from 
traditional sources but natural gas, 
now exploited on a commercial 
basis, was becoming increasingly 
important, owing to abundant 
high quality reserves estimated 
at 14 trillion cubic feet. More-
over, use of gas as throughput 
in fresh additions to power gen-
eration capacity was expanding. 
The country, however, was de-
pendent on imports for petroleum 
and coal supplies. Commerical 
fuels were generally expensive, 
particularly in rural areas where 
excessive dependence on fuel wood 
had resulted in indiscriminate fell-
ing of trees with adverse environ-
mental consequences. The coun-
try’s energy policy centred on 
reducing dependence on imported 
fuels, apart from conservation in 
its use, through (a) exploration 
for oil and gas on a larger scale,
(b) development of natural gas 
reserves and construction of trans-
mission and distribution lines to 
effect substitution of petroleum 
products by gas in industrial and 
commerical uses, and (c) increased 
supplies of domestically available 
energy forms.

All modes of surface transport 
were important in Bangladesh, 
with waterways dominating the 
southern part and roads assuming 
significance in the north. Railways 
had relatively less mileage. Trans-
port policy, accordingly, assigned 
priority to construction of feeder 
roads and the upgrading of arterial 
roads. Development of ports for 
handling computerized cargo, along 
with proper maintenance of exist-
ing facilities, in order to improve 
the overall efficiency of the system, 
formed part of efforts to develop 
an integrated transport system.
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As regards railways, emphasis was 
placed on revamping of the existing 
network in terms of track renewal 
and modernization of operations, 
rather than expansion of tracks. 
In a low-lying riverine and heavily 
populated land area with acute 
shortages of construction materials, 
development of an efficient trans-
port network was a stupendous 
task and remained a critical re-
quirement for the country’s eco-
nomic development.

Satisfactory performance of 
the transport and energy sectors 
in India was a positive factor in 
supporting growth of manufac-
turing industries in 1987/88 despite 
the drought. Power supplies in-
creased by about 8 per cent, the 
sharp fall in hydroelectric genera-
tion notwithstanding, as availabili-
ty of thermal electricity rose by 
over 15 per cent owing to a higher 
plant load operation factor, as 
well as the commissioning of 
additional generating capacity. On 
the other hand, production of 
crude oil stagnated in the absence 
of fresh discoveries, but petro-
leum refining units performed well. 
In this regard, the continued 
high growth in consumption of 
motor fuel, kerosene and diesel 
oil was a cause for concern. The 
more significant development in 
this subsector, however, was the 
substantially increased production 
of natural gas, up by about 17 
per cent over the 1986/87 level. 
Although coal output rose by 
around 10 per cent in the year, 
imports of quality coking coal 
for steel plants were necessitated 
by a shortfall in achievement of 
the target for this product.

The key role of energy sup-
plies in overall economic growth 
was recognized in the seventh 
plan, with about 30 per cent 
of the total development outlay 
being earmarked for this sector. 
Keeping in view its highly capital- 
intensive nature, current policy 
emphasized the need for increased

efficiency of energy use (especially 
in transport) and also sought to 
ensure productivity increases (es-
pecially in power generation) so 
that the requirement for additional 
investment was minimized.

The most important means of 
transport in India was by rail, 
which showed sustained progress 
during 1987/88 in terms of net 
(revenue earning) ton kilometres 
of gross haulage, though its growth 
at about 4.5 per cent in the year 
was lower than the 7.4 and 9.4 
per cent increases of the preceding 
two years. Cargo handled by 
major ports also rose by about 
4 per cent in 1987/88, against
3.5 per cent in 1986/87, but 
with additional capacities being 
installed, it was poised for more 
rapid growth in the future. The 
investment programme for railways 
was of greater relevance, and ef-
forts were made to improve the 
efficiency and safety of the sys-
tem through continued replace-
ment of over-age assets, moderniza-
tion of operations by the introduc-
tion of new technology to upgrade 
motive power, and computeriza-
tion of its freight and passenger 
logistics.

In Pakistan, commercial energy, 
by decreasing order of importance, 
was oil (40 per cent), gas (33 per 
cent), hydroelectricity (22 per 
cent) and nuclear (5 per cent). 
Existing development plans ad-
dressed the problem of inadequate 
energy availability and the strate-
gic approach to this sector in -
cluded: (a) intensification of
the search for fresh indigenous 
sources, (b) development of 
nuclear energy, (c) arranging 
inter-fuel adjustments, (d) inter-
vention through market forces 
by altering relative energy prices, 
and (e) encouraging participation 
by the private sector as well as 
foreign investors.

During 1987/88, both oil and 
gas production went up by about
9 per cent, while power generation

registered a more impressive growth 
of about 14 per cent. But electri-
city supplies remained inadequate, 
and this was reflected mainly in 
unsatisfied demand of small-scale 
industries and of farmers for 
operating tube-wells. The energy 
policy therefore, also stressed pro-
gressive development of renewable 
sources of energy, with emphasis 
on tapping sources such as solar, 
biogas and wind.

As regards transport, roads 
occupied a dominating position 
in Pakistan. In 1987/88, they 
carried 85 per cent of passenger 
traffic and 80 per cent of freight 
haulage. The corresponding pro-
portions for railways were 13 and 
19 per cent, and movement by air 
was practically insignificant. The 
existing pattern was the outcome 
of relatively fast development of 
roads for linking villages with 
towns, while, simultaneously, rail-
way efficiency was adversely af-
fected by low availability of funds 
to that sector.

The chief sources of energy 
in Sri Lanka were imported hydro-
carbons, hydroelectric power and 
fuelwood, of which hydroelec-
tricity generation attracted most 
of the public sector investment 
in energy, particularly under the 
Mahaweli River Development Pro-
gramme. Since by its nature water 
supply was a critical element, 
abundant rains in 1988 ensured 
an increase of over 20 per cent 
in hydroelectric generation over 
the 1987 level, when poor precipi-
tation constrained supply. This 
also explained, in part, the high 
growth of petroleum imports in 
1987, as use of heavy diesel oil 
for generating thermal power rose 
sharply. Owing to a marked rise 
in hydroelectric power supply dur-
ing 1988, imports of hydrocarbons 
registered a rise of only 3 per 
cent by volume in the year, against
8.5 per cent in 1987.

Passenger transport in Sri 
Lanka was dominated by govern-
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ment-owned buses and private- 
sector coaches, while freight 
movement was primarily through 
privately-owned trucks. The pub-
lic sector railways had a marginal 
role only. The transport system 
required improvement, but was 
handicapped, as elsewhere in the 
subregion, by low investment, 
particularly by state-owned or-
ganizations which continued to 
make significant operational losses.

D. OTHER DEVELOPING 
COUNTRIES

Growth in the economy of 
the Islamic Republic of Iran had 
been adversely affected since the 
beginning of the 1980s by dif-
ficulties encountered in its oil 
shipments owing to war, com-
pounded by the steep fall in prices, 
and thus severe loss of revenues. 
Its GDP grew at an average an-
nual rate of less than 1 per cent 
during the period 1980 to 1987; 
even this modest achievement was 
made possible by growth rates 
of 15.2 and 13.1 per cent during 
1982 and 1983, respectively, as a 
result of the resumption of the 
country’s oil exports, which had 
almost come to a halt during 
1980 and 1981. From 1984, 
the economy was on a down-
ward course, recording an aver-
age annual decline of 3.1 per 
cent in GDP in the years between 
1984 and 1986. Further declines 
or, at best, stagnation was ex-
pected in 1987 and 1988, al-
though no authoritative estimates 
were available. With the cessa-
tion of hostilities in the Gulf, 
a major resurgence in economic 
activity was likely in 1989.

The war inflicted extensive 
damage on the country’s industries 
and industrial production, includ-
ing damage to key installations 
of oil refineries, port and irriga-
tion facilities, housing and con-
struction sites, the power industry, 
and telecommunication. The tradi-

tional industrial sector, compris-
ing carpet-making, metal wares, 
ceramics and jewellery in towns 
and villages, remained relatively 
free from the effects of war and 
the foreign exchange shortages 
that further hampered large in-
dustrial production. The small 
industry sector thus showed con-
siderable resilience, unlike modern 
industries which had to bear the 
brunt of the dislocations caused 
by the conflict. The country’s 
efforts to promote non-oil ex-
ports, in order to reduce depend-
ence on oil, did not produce any 
significant success, and the pro-
duction and prices of oil remained 
of crucial significance for the 
post-war reconstruction and de-
velopment of the economy.

Although agriculture received 
priority in government policy and 
did well in some respects, its 
performance also was not alto-
gether reassuring. A trend towards 
increased imports of foodgrains 
in recent years was noticeable. 
Agriculture also suffered massive 
losses of manpower which, in 
turn, caused a set-back to non-
cereal agricultural production, in-
cluding a wide variety of products 
such as sugar beet, fruits, nuts 
and vegetables, dairy products, 
wool, hides and skins.

Since oil exports accounted 
for the bulk of total exports, 
variations in earnings from oil 
had a corresponding impact on 
the course of the economy. With 
the collapse of oil prices towards 
the end of 1985, the country ran 
into serious foreign exchange dif-
ficulties as export earnings slumped 
to about $7.5 billion in 1986, 
compared with receipts of over 
$19 billion in 1983. Oil exports 
in 1987 reached a level of 1.2 
million barrels per day with an 
income of $10.9 billion. The 
upturn in prices in 1987 was 
mainly responsible for the en-
hanced level of earnings, since 
the volume of exports remained

well below the quota allotted 
to the country under a 1987 
agreement among OPEC (Organiza-
tion of the Petroleum-Exporting 
Countries) member countries. The 
Islamic Republic of Iran retained 
its share in a production quota 
OPEC members agreed upon in 
late 1988. This could also lead 
to a firming up of prevailing soft 
oil prices, and provide the coun-
try the opportunity to find the 
required finance for the recon-
struction of its industries and 
infrastructure now that the war 
had ended. Longer-term pros-
pects of reaching growth rates 
achieved prior to the commence-
ment of hostilities, however, de-
pended not only on eventual 
trends in the oil market and the 
nation’s ability to mobilize a 
large inflow of external credits, 
but also on the stability of peace 
in the Gulf.

The real GDP of Mongolia 
grew by 3.5 per cent in 1987, 
when the volume of industrial 
production increased by 4.3 per 
cent and agricultural output de-
creased by 3.3 per cent. Labour 
productivity in industry increased 
by 4 per cent, in construction 
by 5.4 per cent, and in transport 
by 2.4 per cent. In 1988, the per 
capita national income was ex-
pected to grow by 3.8 per cent 
over 1987. An important feature 
of the 1988 economic plan was 
an emphasis on construction and 
building of social infrastructure, 
including dwellings, schools, hos-
pitals, cultural centres, and the 
improvement of public services 
in rural areas.

The 1980s saw a further 
deepening of the process of in-
dustrialization and the increased 
role and signifiance of industry 
in the Mongolian economy. Faster 
rates of output growth in industry, 
construction, transport, and com-
munication changed the country’s 
economic structure to a point 
where industry contributed three
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quarters o f the combined output 
o f  industry and agriculture. Power, 
mining, metal-working and con-
struction materials, formed the key 
sectors of industry. Being a cattle- 
breeding country, processing in-
dustries for livestock raw materials 
were also developed which, to -
gether w ith food and other light 
industries, contributed about 40 
per cent of the aggregate indus-
trial and agricultural output.

Development o f agriculture on 
an efficient basis, using the latest 
scientific and technological pro-
cesses, was also a central objec-
tive o f the Mongolian economy. 
In recent years livestock breed-
ing received considerably more 
feedstuffs; im portant work was 
under way to  build shelters for 
cattle, to  improve breeds and 
to  increase livestock productivity. 
Starting in 1985, Mongolia was 
carrying out a target-oriented 
programme for the development 
o f agriculture and improvement 
o f food supply. The programme, 
extending to  the year 2000, set 
forth the goal o f achieving an 
average annual agricultural pro-
duction growth rate of at least
4.2 per cent, 3.3 per cent for 
livestock-breeding and 5.2 per 
cent for crop-growing. In 1987, 
with 690,000 tons o f grains har-
vested, Mongolia became fully 
self-sufficient in grains, and even 
had a small export surplus.3

In Viet Nam, national income 
grew by 2.1 per cent in 1987,

1.3 and 3.5 percentage points 
below the growth rates achieved 
in 1986 and 1985 respectively. 
The slow-down was mainly a t-
tributed to  shortfalls in agricul-
ture. Agriculture, which con-
tributed 48 per cent o f national 
income, declined by 1.3 per cent 
in 1987, compared w ith a growth 
o f 1.9 per cent in 1986. The 
negative growth was largely due 
to  the adverse effects of severe 
typhoons, droughts and p o st-
harvest losses. The output o f  food- 
grains, mainly paddy, decreased 
from 18.5 million tons in 1986 
to  17.7 million tons in 1987. 
Livestock production, however, 
grew by 8.7 per cent.

Recently, the Government in-
troduced various economic reforms 
in the agricultural sector. These 
included renovation o f agricultural 
management and a revised con-
tract system. Under the revised 
contract system, peasants could 
keep 45-50 per cent o f  their ou t-
put, an upward revision from 25 
per cent under the old contract 
system. They were allowed to 
farm the same plot o f land for 
10 years to encourage them  to 
invest in improving the land. 
Foodgrain production in 1988 
was targeted to  grow by 7.6 per 
cent over the preceding year, 
to  reach 19.0 million tons.

Industrial production was esti-
mated to  have risen by 7.9 per 
cent in 1987, compared with 4.5 
per cent in 1986. As in previous 
years, light industry grew faster 
than heavy industry and the form-
er continued to  account for ap-

proximately 70 per cent o f  total 
industrial production. The indus-
trial sector was handicapped by 
shortages o f spare parts, imported 
raw materials and components; 
and a weak transport and manage-
rial system.

In the further development o f 
industry, emphasis was to  be placed 
on food and consumer goods pro-
duction. Priority was to be given 
to  new type co-operation projects 
with high technology and large 
foreign capital investment, employ-
ing domestic skilled and unskilled 
manpower and exploiting locally 
available raw materials. At the 
same time, intensive investment 
was to  be allocated for the build-
up or modernization o f existing 
enterprises, for the rapid enlarge-
m ent o f  infrastructure, and for 
the development o f  services in-
cluding maritime transport and air 
services as a means, also, to  develop 
tourism. The Law o f Foreign 
Investment in Viet Nam,4 which 
became effective in 1988, aimed 
to facilitate and speed up foreign 
investment inflows from developed 
as well as developing countries, 
and to  step up exports based on 
effective exploitation o f natural 
resources, manpower and other 
potentialities. A number o f dif-
ferent projects in the form of 
contractual business co-operation, 
jo in t ventures, and enterprises with 
100 per cent foreign capital invest-
m ent were under consideration by 
the Government o f Viet Nam 
during the year.

3
News from  Mongolia, No. 2 

(1988), p. 2. 4 See Survey, 1987, p. 41.
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III. ECONOMIC PERFORMANCE OF THE LEAST 
DEVELOPED AND ISLAND ECONOMIES

A. THE LEAST DEVELOPED 
COUNTRIES

Many of the least developed 
countries in the region re-

ceived severe set-backs in their 
socio-economic development ef-
forts owing to natural calami-
ties of one form or another during
1987 and 1988. These included 
severe floods, cyclones and tidal 
waves in Bangladesh, an unpre-
cedented earthquake in Nepal, 
untimely rains and drought in 
Burma and the Lao People’s 
Democratic Republic, high tidal 
waves in Maldives and devastat-
ing cyclones in Vanuatu. Frequent 
occurrences of such natural disas-
ters have had their impact on 
not only current activities and 
growth but also future develop-
ment prospects because of the 
damage inflicted on their already 
weak framework of infrastructure. 
Although emergency support pro-
vided temporary relief, long-term 
solutions (including intergovern-
mental co-operation on and 
monitoring of environmental is-
sues) needed to be evolved to mit-
igate these problems, which called 
for large-scale and technically 
sound investment in warning sys-
tems, flood control measures and 
irrigation facilities. That, how-
ever, remained constrained by the 
financial resources and technical 
capabilities that they could mobi-
lize, both domestically and through 
international support measures. In 
the face of repeated domestic 
difficulties, further strengthening

of international support measures 
remained a continuing necessity.

While generally failing, in the 
face of financial and technical 
difficulties compounded by nat-
ural calamities, to achieve either 
long-term structural diversification 
or the 7.2 per cent per annum 
growth target envisaged in the 
Substantial New Programme of 
Action for the 1980s for the 
Least Developed Countries, some 
of the economies showed signs 
of improvement during the 1987-
1988 period. Economic growth 
in Bhutan, Maldives and Nepal 
was in excess of or close to the 
Substantial New Programme of 
Action figure but in the remain-
ing countries growth was well 
short of this target in 1988 (table 
III.1).

Agriculture, the largest sector 
of most of these economies, re-
mained very sensitive to the va-
garies of nature. Growth rates 
of foodgrains output remained 
below population growth rates 
in many of them. They thus 
continued to depend on food 
imports to feed their growing
population, with a consequent
drain on scarce foreign exchange 
resources.

The accelerated aid disburse-
ment target, as embodied in the 
Substantial New Programme of 
Action, remained unfulfilled in
most cases. In current United 
States dollar terms, the net dis-
bursement of official development 
assistance (ODA) to the least de-
veloped countries of the ESCAP

region fluctuated between $1.61 
billion in 1983 and $2.25 billion 
in 1986, showing hardly any real 
growth. Even nominal receipts have 
tended to decline in per capita 
terms, as comparison of the 1985 
and 1986 figures showed.1

1. Macro-economic performance

In Afghanistan, GDP increased 
by 2.2 per cent in 1987/88. The 
1988/89 annual socio-economic 
plan called for a GDP growth 
rate of 4.6 per cent with an in-
crease in the agricultural and 
industrial sectors by 2.6 per cent 
and 7.3 per cent, respectively. 
Despite the good prospect of 
peace following a United Nations- 
sponsored agreement among con-
cerned parties, the prevailing con-
flict situation continued to 
hamper the country’s economic 
growth. In the agricultural sec-
tor, for example, approximately 
30 per cent of former agricul-
tural land remained uncultivated 
and average yield dropped by 
as much as one third because 
of damage to irrigation facili-
ties and shortages of agricul-
tural inputs.

In Bangladesh, GDP increased 
by 2.6 per cent in 1987/88, as 
against the target of 5.1 per cent. 
The main reasons for this short-
fall were a decline in agricultural 
output caused by the 1987 
floods, and a slow-down in the 
growth of the industrial sector,

1 See Survey, 1987.

37



because of bo th  limited raw m ate-
rial supplies and slack demand due 
to  a serious weakening o f pur-
chasing power in the rural areas 
following the flood. Growth 
in the agricultural sector de-
clined by 2.4 per cent, after 
stagnating in 1986/87. Indus-
trial output growth was 6.7 per

cent, as compared with 7.2 per 
cent in 1986/87. Thus, while 
efforts continued under a World 
Bank-supported structural adjust-
m ent programme to step up pro-
duction growth through reduc-
tion o f wasteful subsidies, in-
creased producers’ incentives and 
an expanded private sector role,

natural calamities tended to 
negate the effects o f these 
measures. The 1988 flood, cy-
clone and tidal wave devasta-
tions were certain to  have done 
more damage to  the economy’s 
short-term prospects.

In Bhutan, GDP had in-
creased by 9.2 per cent in 1986

Table III.1. Selected least developed economies o f the ESCAP region. Growth and structure o f real gross domestic  
8891 dna 7891 ,6891 ,5891-1891 egareva ,tcudorp

(Percentage)

Total
Growth rates Sectoral sharesa

Agriculture Industry Services Agriculture Industry Services

Afghanistan
1981-1985 2.2 1.4 4.8 2.8 60.3 26.9 12.8

1986 3.2 1.6 7.0 1.6 57.3 30.4 12.2
1987 2.2 0.4 4.0 5.8 56.4 31.0 12.6
1988b 4.6 2.6 7.3 7.0 55.3 31.8 12.9

Bangladesh
1981-1985 3.8 2.7 5.1 4.8 48.3 15.2 36.5

1986 4.7 4.0 2.3 6.6 46.4 15.4 38.2
1987 4.0 0.1 7.2 7.4 44.7 15.9 39.4
1988 2.6 – 2.4 6.7 6.7 42.5 16.5 41.0

Bhutan
1981-1985 5.7 7.2 2.4 5.1 50.3 17.6 34.0

1986 9.2 9.4 21.0c 2.4 52.0 17.0 32.7
1987 15.0 … … … … … …

Burma
1981-1985 5.0 5.1 5.9 4.7 37.7 15.6 46.7

1986 1.0 1.1 0.0 1.6 37.3 15.5 47.2
1987 2.2 1.3 2.8 2.7 37.0 15.6 47.4
1988 2.3 3.1 3.2 1.4 37.3 15.7 47.0

Kiribatid
1981-1985 0.5 … … … … … …

1986 – 1.4 … … … … … …
1987 0.5 … … … … … …
1988 3.5 … … … … … …

Lao People’s Democratic Republic
1983-1985 6.1 6.0 14.7 3.4 63.8 10.4 25.7

1986 7.0 7.3 9.2 5.2 63.6 11.7 24.7
1987 2.2 0.0 6.1 6.3 62.2 12.1 25.7

Maldives
1981-1985 12.9 14.2 4.9 14.7 32.3 12.9 54.8

1986 7.1 4.9 4.9 4.9 12.6 13.3 74.0
1987 8.0 … … … … … …

Nepal
1981-1985 5.3 5.1 ———— 5.8 ———— 60.2 ———— 39.7 ————

1986 3.9 4.3 ———— 3 . 5  ———— 58.4 ———— 41.5 ————
1987 2.4 1.0 ———— 4 . 4  ———— 57.6 ———— 4.24 ————
1988 7.1 8.7 ———— 5.0 ———— 58.5 ———— 5.14 ————

(continued overleaf)
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Table III. 1 (continued)

Total
Growth rates Sectoral sharesa

Agriculture Industry Services Agriculture Industry Services

Samoa
1981-1985 – 0.4 … … … … … …

1986 0.5 – 2.5 – 2.5 3.1 35.4 15.5 35.3
1987 1.0 – 2.5 3.0 0.9 34.2 15.7 35.2

Vanuatu
1981-1985 3.0 … … … … … …

1986 – 2.0 – 4.4 9.0 – 1.8 24.6 9.5 66.2
1987 0.7 – 2.2 25.1 – 2.4 23.9 11.8 64.2

Sources: ADB, Key Indicators o f  Developing Member Countries o f ADB, vol. XIX (July 1988); and national sources.
a Figures might not add up to 100 per cent owing to import duties and imputed bank service charges. They may not be 

strictly comparable between countries. b  Plan targets for 1988/89. c Including electricity generation by the Chukha 
Hydel project, which started production in September 1986. d  The original nominal data were deflated by the consumer price
index to calculate the growth rates.

and 15 per cent in 1987, as com-
pared with 3.3 per cent in 1985. 
The spurt in growth came from 
the commissioning of the Chukha 
Hydel project, mainly to produce 
electricity. The total revenue 
(domestic sales and exports to 
India) generated from this pro-
ject increased from Nu 42.5 mil-
lion in 1986 to Nu 279.7 mil-
lion in 1987. Overall growth, 
however, had yet to be balanced 
by stepping up the modest growth 
rates registered in agriculture, in-
dustry and transport.

In 1987/88, the second year 
of the fifth four-year plan of 
Burma, overall economic perfor-
mance fell short of the annual 
plan targets. The GDP increased 
by 2.3 per cent only, as against 
the target of 5.0 per cent. The 
late arrival of the monsoon in 
1987/88 reduced rice output to 
13.67 million tons, 3.5 per cent 
less than the average output of 
the previous three years.

During the period, 1983-1985, 
GDP of the Lao People’s Demo-
cratic Republic was estimated to 
have grown at the rate of 6 per 
cent per annum. This was attri-
buted to the favourable weather 
conditions and the Government’s 
emphasis on rice self-sufficiency

at the local level. Mining and 
construction subsectors also con-
tributed to the GDP growth during 
the period. In 1987, however, 
GDP growth was 2.2 per cent 
only, showing the adverse ef-
fects of drought, which sharply 
reduced rice production and elec-
tricity generation.

The GDP of Maldives in-
creased by 8 per cent in 1987 
because of significant growth in 
the fisheries and tourism sectors. 
As a result of the mechanization 
of fishing vessels and the establish-
ment of cold storage and re-
frigeration facilities, the fish catch 
increased considerably and govern-
ment revenue from fish exports 
increased by 18 per cent. Re-
venue from the tourism sector 
was up by 26 per cent in 1987 
owing to the larger number of 
tourist arrivals, consequent upon 
the opening up of a new resort 
zone and related facilities.

The economy of Nepal re-
gistered a growth rate of 7.1 
per cent in 1987/88, as against
2.4 per cent in 1986/87. Value 
added in the agricultural sector 
increased by 8.7 per cent, while 
that of the non-agricultural sec-
tor increased by 5.6 per cent. 
Industrial output increased by

10.4 per cent, while growth in 
the power sector was 5 per cent. 
As a result of liberal policies 
and continued improvements in 
the availability of raw materials, 
exports made impressive gains. 
The structural adjustment pro-
gramme launched in 1986/87 em-
phasized consolidation and more 
effective use of the country’s 
fiscal and credit resources, elim-
inating excess and waste. The 
measures adopted had helped to 
bring about an atmosphere for 
stable growth of the economy. 
The major part of the high growth 
record of 1987/88, however, must 
be credited to the 8.7 per cent 
agricultural growth, the sector 
that accounts for nearly 60 per 
cent of GDP.

In the island least developed 
countries (Kiribati, Samoa, Tuvalu 
and Vanuatu) of the Pacific area, 
the economies were dominated 
by subsistence agriculture. Growth 
of output was highly dependent 
on the export performance of 
a few commodities such as co-
conut products, cocoa and tim-
ber. Tourism and offshore 
financial services were other im-
portant sectors. However, the 
exploitation of sea-bed minerals 
and fisheries within their ex-
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clusive economic zone2 offered 
the greatest potential, the reali-
zation of which will require 
foreign investment and technology.

After attaining record strong 
GDP growth of 6 per cent in 
1985, the economy of Samoa 
slumped to 0.5 per cent and 1.0

per cent growth in 1986 and 1987. 
This was largely due to a deteri-
oration in the terms of trade 
and the adverse weather condi-
tions prevailing in 1985 and 1986. 
Although the terms of trade im-
proved significantly in 1987, they 
were still below the 1984 level. 
Under the sixth development 
plan (1988-1990), emphasis was 
placed on the attainment of in-
creased productivity in traditional 
products and diversification in 
the agricultural sector to reduce

the economy’s vulnerability aris-
ing from dependence on a nar-
row range of exports (see box 
I I I . 1).

In Vanuatu, the rate of 
growth of GDP, having reached 
its peak of about 7 per cent in 
1984, declined to 1 per cent 
in 1985. In 1986, the economy 
experienced a contraction by 2 
per cent. The main reasons for 
the downturn were the low level 
of copra prices and a continued 
fall in income from tourism and

2 The sea area covered by these 
countries is as follows: Kiribati 3.55
million km 2; Samoa 120,000 km2; 
Tuvalu 900,000 km 2; and Vanuatu 
680,000 km 2

Box III.1. The sixth development plan (1988-1990)a of Samoa
In Samoa, systematic planning 

began in 1966, when the first five- 
year plan was launched. The sixth 
development plan (1988-1990), like 
its predecessors, is, by and large, 
an “ indicative” plan and is designed 
to enable the Government to ad-
just the development programmes 
periodically taking into account chang-
ing circumstances and availability of 
resources.

The principal objectives of the 
plan are (1) to concentrate on 
measures that facilitate increased pro-
duction and provide a dependable 
cushion against the erratic move-
ments of international market prices, 
and (2) to maintain internal and 
external financial stability to pro-
vide an economic climate conducive 
to productive activities. In order 
to meet these objectives, three main 
elements in the development strategy 
have been emphasized: (a) attain-
ment of better and sustained eco-
nomic growth in key sectors of in-
dustry, agriculture, forestry and fish-
eries; (b) macro-economic policies 
to support production and main-
tain stability; and (c) human re-
source development.

Improvement of output and pro-
ductivity in the agricultural sector 
is to be achieved through more ex-
tensive and efficient land use; re-

planting on existing coconut and 
cocoa lands; and introduction and 
promotion of new crops and pro-
ducts. Appropriate macro-economic 
policies would be adopted to main-
tain stability in the economy and 
to promote and stimulate viable 
and sustainable productive ventures. 
The strategy on the development 
of human resources would be oriented 
to cover education and training in 
health and nutrition and other so-
cial development areas. Greater 
mobility in employment opportuni-
ties would be provided and “Samoani-
zation” of technical, career and 
managerial positions in the Govern-
ment would be pursued.

As shown in the table, the total 
development outlay during the plan 
is estimated at tala 170.2 million, of 
which about half would come from 
external sources and most o f the 
balance from government current sav-
ings. Only a small percentage would 
be raised through domestic borrow-
ing. In allocation of funds, infra-
structure and support services would 
receive the highest priority, with 
a share of 70 per cent of the total 
development outlay. Attempts would 
be made to relate infrastructure 
projects, as far as possible, to the 
needs of the directly productive 
sectors, which would absorb about 
20 per cent of plan outlay.

Australia and New Zealand have 
been the principal sources of devel-
opment assistance. Since 1985, 
Japan has also become a major source. 
The Asian Development Bank and 
the World Bank are the major multi-

lateral sources. In technical assis-
tance, which constitutes a sizeable 
portion of development assistance 
received by Samoa, UNDP plays 
a central role. During the period 
1984-1986, the value of technical 
assistance averaged about $10 mil-
lion annually, of which two thirds 
were from bilateral sources.

During the fifth development 
plan, the contribution of govern-
ment current savings to the devel-
opment expenditures totalled tala 96 
million (1985-1987), or 66 per cent 
of the total. However, for the sixth 
development plan, the total was 
expected to decline to tala 73.2 mil-
lion and the proportion to 43 per 
cent of the total planned develop-
ment expenditure. This is largely 
because of expected growth of gov-
ernment current expenditure, with 
growing public demand for govern-
ment services (see table). The Gov-
ernment would thus continue to rely 
heavily on external assistance for 
financing development programmes.

Under the sixth plan, however, 
efforts would be made to further 
strengthen the monitoring and evalua-
tion machinery as an integral part 
o f the development administration. 
This would enable the Government 
to maintain co-ordination in the 
implementation of specific sectoral 
programmes and activities as well 
as ensure efficient utilization of 
the limited resources available.

Consolidation and improvement 
on the achievement made during 
the fifth development plan would 
also be a major preoccupation of

a Source: Department of Eco-
nomic Development, Government of 
Western Samoa, Western Samoa’s Sixth  
Development Plan, 1988-1990  (Apia, 
December 1987).
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tourist-related activities. How-
ever, in 1987, GDP increased 
by 1 per cent, with an upward 
movement in copra prices and 
higher income from tourism, as 
well as from exports of frozen 
beef and logs. The reconstruc-
tion and rehabilitation activities, 
after cyclone Uma struck the 
country in early 1987, also helped 
to arrest the fall in income. In 
the light of recent achievements, 
however, the modest growth 
targets of 3 per cent in 1988

and 3.5 per cent in 1989 of the 
second five-year development plan 
(1987-1991) would not be easy 
to attain.

2. Sectoral developments

(a) Agriculture and food

Agriculture remained the 
mainstay of the economies of 
the least developed countries in 
the region, contributing between 
a third and three fifths of GDP

(with the exceptions of Maldives 
and Vanuatu, which had smaller 
agricultural sectors), and, in 
general, providing employment for 
about two thirds of the active 
labour force. As a source of 
raw materials for processing in-
dustries, and for exports, the 
sector’s role extended beyond its 
direct contribution to income and 
employment. Extreme dependence 
on weather remained a common 
feature of the agricultural eco-
nomies of the least developed 
countries. Further, shifting cul-
tivation or slash-and-burn agricul-
ture was still dominant among 
hill communities in Bhutan, Burma, 
the Lao People’s Democratic 
Republic and some parts of 
Nepal. The latter practices con-
tributed to deforestation in the 
countries concerned, creating 
serious ecological and environ-
mental problems.

Although the use of chemical 
fertilizer had increased in recent 
years in most of the least devel-
oped countries, the dosage per 
hectare was still far below that 
in other developing countries such 
as China, Malaysia, the Republic 
of Korea and Thailand. Crop 
production in most of the least 
developed countries was charac-
terized by low productivity; per 
hectare yield rates o f main 
cereals — rice, wheat and maize — 
were significantly lower than those 
in other developing countries in 
the region. Moreover, during 
the 1980s, the growth in food 
production fell short of the rate 
of population growth in many 
of those countries and per capi-
ta food production tended to 
fall (figure III.1).

In recent years, a number 
of least developed countries had 
sought to achieve food self-suf-
ficiency through crop development 
and diversification while introduc-
ing new crops with import sub-
stitution and export potential. 
For example, in Bangladesh, pro-

the Government during the sixth 
development plan. In addition, 
serious efforts would be made to 
maintain fiscal discipline and ensure 
rationality in the allocation of re-

sources which, together with the 
external assistance inflow at the 
scale anticipated, could bring about 
growth and stability on a sound 
footing in this island economy.

Development outlay and government finance during sixth development 
plan, 1988-1990
(Millions o f tala)

1988 1989 1990 Totala

A. Development outlay
Economic sectors 12.9 11.2 10.5 34.6

(20.3)
Infrastructure and 

support services 36.3 38.7 44.5 119.5
(70.2)

Social sectors 3.8 7.2 5.1 16.1
(9.5)

Total 53.0 57.1 60.1 170.2
(100.0)

B. Government finance
Operating revenue 82.2 86.6 82.3 251.1
Current expenditure 53.4 62.4 62.1 177.9
Savings 28.8 24.2 20.2 73.2

Development expenditure 53.0 57.1 60.1 170.2
Savings/revenue (percentage) 35.0 27.9 24.5 29.1
Savings/development

expenditure (percentage) 54.2 42.4 33.6 43.0

Source: Department of Economic Development, Government of Western
Samoa, Western Samoa’s Sixth Development Plan, 1988-1990 (Apia, December 
1987), p. 214, table 19.4.

a Figures in parentheses are percentages.

41



Figure III.1. Selected least developed economies o f the ESCAP region. Growth rates o f food production and 
population, annual average 1983-1987

duction o f oil-seeds, pulses and 
potatoes was being emphasized 
and wheat production expanded 
to reduce dependence on rice. 
In Bhutan, the area under fruits 
and vegetables production had in-
creased considerably; in the 
Lao People’s Democratic Republic, 
production of tobacco, coffee, 
sugar and cotton was being pro-
moted; the system of winter 
cropping o f vegetables and 
double-cropping o f  rice had been 
introduced in Bhutan and Nepal; 
and in Burma, measures had 
been taken for extensive adop-
tion o f  improved cropping prac-
tices and the distribution o f 
quality inputs to farmers. In 
Afghanistan, farm co-operatization 
and land reform measures were 
further strengthened and farmers 
were offered price incentives for 
the production o f  cotton and 
sugar beets as well as subsidies 
on chemical fertilizers. How-

ever, the basic weaknesses of 
agriculture in the least developed 
countries had hardly been over-
come and production trends had 
yet to show significant improve-
ment.

The third five-year plan (1985- 
1990) of Bangladesh was at its 
mid-point in 1987/88. The 
average annual growth rate of 
the agricultural sector during the 
first three years o f the plan was 
estimated at 2.3 per cent, as against 
the target o f 4.0 per cent. The 
slow growth was attributed main-
ly to resource constraints and 
the devastating floods o f 1987. 
As a result, imports o f  food- 
grains increased from the level 
of 1.8 million tons in 1986/87 
to 3.1 million tons in 1987/88.

Agricultural production and 
poverty alleviation with special 
emphasis on investment to pro-
mote rural employment were 
identified in the 1988/89 budget

as special priority areas for de-
velopment. In March 1988, an 8- 
point programme was announced, 
aimed at achieving self-reliance 
in several sectors. Attainment 
o f self-sufficiency in food was 
targeted for 1990, but the sub-
sequent disastrous events made 
this unlikely.

In Bhutan, 9 per cent o f 
the total land area was under 
cultivation, of which one third 
was under double-cropping and 
one fifth was irrigated. Food 
production rose by an annual 
average of 4 per cent owing to 
some increase in planted area 
during the period 1981-1987. 
However, production remained in-
sufficient to satisfy domestic 
needs. Imports by the Food 
Corporation o f Bhutan reached 
18,000 tons in 1986/87, as 
against 10,000 tons in 1982/83. 
On the other hand, production 
o f cash crops, in particular, pota-
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toes, apples and oranges, regis-
tered an annual growth rate of 
about 10 per cent per year during 
the period. Cultivation of some 
high value crops such as asparagus, 
strawberries, mushrooms and 
medicinal herbs was introduced. 
Steps were taken to increase 
agricultural output through inten-
sive use of land and the introduc-
tion of improved varieties of 
seeds. In addition, the system 
of winter cropping of vegetables 
was introduced, and livestock 
development activities were accel-
erated through highland livestock 
and pasture development pro-
grammes. The sixth five-year 
plan (1987 1992) aimed at ac-
hieving self-sufficiency in agricul-
tural crops and enhancing the 
incomes of the rural population.

In Burma, growth of 3.1 
per cent was better in 1987/88 
compared with that in the pre-
vious two years. However, in 
recent years there had been a 
persistent decline in the sown 
acreage of paddy, and output 
had also decreased from 686 
million baskets3 in 1985/86 to 
677 million baskets in 1986/87 
and to 658 million baskets in 
1987/88. On the other hand, 
livestock, fisheries and forestry 
subsectors recorded growth of 
over 6 per cent in 1987/88. To 
enhance crop production, meas-
ures were taken to expand the 
use of improved cropping prac-
tices, to distribute quality seeds, 
chemicals and fertilizer, and to 
extend irrigation and embankment 
facilities.

The Lao People’s Democratic 
Republic had achieved self-suffi-
ciency in basic food production 
in 1985 and 1986, aided by favour-
able rainfall, an increase in area 
under cultivation, and an in-
crease in prices paid to producers. 
However, the 1987 harvest was

poor due to weak monsoon rains 
and their late arrival. Again, 
in early 1988, a severe drought 
in the central and southern pro-
vinces was expected to cause 
a significant rice shortage. Cof-
fee, an important cash crop, had 
received priority attention by the 
Government. Action was taken 
to rehabilitate existing planta-
tions, to expand the area under 
cultivation and to improve post-
harvest processing of coffee prior 
to export. Other crops included 
maize, root crops, fruits and 
vegetables, sugar-cane, potatoes and 
cotton. The country’s forest 
resources possessed great potential 
for substantial export earnings, 
but forestry production was con-
strained by the lack of appro-
priate infrastructure, trained man-
power and financial resources.

In Nepal, because of inade-
quate and untimely rainfall, food 
production had declined by 7.5 
per cent in 1986/87. However, 
it rebounded to an impressive 
growth of 17 per cent in 1987/ 
88, despite devastating floods in 
the eastern part and partial drought 
in the western part of the coun-
try. Cash crops such as sugar-
cane, oil-seeds and potatoes, which 
occupied about 10 per cent of 
the cropped area, recorded an 
increase of 19 per cent over the 
period 1985/86-1987/88. Most 
of this increase was due to an 
increase in area under cultiva-
tion rather than to any increase 
in yield per hectare, which re-
mained virtually stagnant and, 
in some cases, even declined.

Samoa experienced relative 
stagnation in the agricultural sec-
tor in 1986 and 1987. The out-
put of copra and cocoa, the two 
main cash crops, declined as did 
fish production, which after 
reaching a record level of 3,641 
tons in 1985, fell back to only 
2,004 tons in 1987. The sixth 
development plan recognized the 
need to boost agricultural devel-

opment in the pursuit of self- 
reliance as a national objective. 
Increased productivity of existing 
crops and diversification into new 
crops was programmed in the 
plan. However, the sector was 
beset with obstacles to the real-
ization of its goals. These in-
cluded the high price and scarci-
ty of labour owing to urbaniza-
tion and emigration; high urban 
wages supported through aid and 
remittances; an overvalued ex-
change rate, scarcity of skilled 
manpower, high marketing and 
transport costs and the effects 
of pricing policies for agricul-
tural products.

In Vanuatu, the agricultural 
sector, including forestry and fish-
eries, was essentially a mixture 
of subsistence agriculture and cash 
cropping, with copra, cocoa and 
coffee as major products. Bet-
ween 1985 and 1987, the coun-
try experienced a severe economic 
set-back, owing to a drastic fall 
in copra prices in the interna-
tional market and a fall in tourism 
earnings. However, other agri-
cultural products such as vegeta-
bles, potatoes and fruits, began 
to show some growth in response 
to government encouragement and 
support. In the livestock sector, 
a modern meat-processing facility 
was set up to meet quality stan-
dards for exports to Japan, EEC 
and the United States. Signif-
icant potential existed for the 
development of the country’s 
fisheries resources, both coastal 
and oceanic, and other marine 
products in its territorial waters. 
Small-scale fishing was being 
developed under a village fisheries 
development programme.

(b) Industry

Manufacturing output of the 
least developed countries consisted 
mainly o f consumer goods such 
as textiles, processed foods, bev-
erages and tobacco, produced for

3 One basket is equivalent to 
20.9 kg.
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domestic consumption with only 
very small proportions being ex-
ported. The manufacturing sec-
tor was also closely linked with 
the agricultural sector which pro-
vided both raw materials and 
markets for industrial output. 
Through the demand and supply 
linkages o f  the two sectors, there-
fore, the performance o f  the in-
dustrial sector was very depen-
dent on the performance o f the 
agricultural sector in most least 
developed countries.

In Afghanistan, the indus-
trial sector accounted for 31 
per cent of GDP in 1987. Agro- 
industries, such as processing o f  
fruits and nuts, leather, cotton 
and wool, and the coal, cement, 
bricks, gravel, and other light 
industries formed the principal 
components. Industrial growth 
faced numerous obstacles such 
as obsolete machinery, power and 
skilled manpower shortages, and 
transport difficulties. Recent hosti-
lities had also damaged indus-
trial facilities.

The policy of developing a 
mixed public/private industrial sec-
tor remained the basic stance. 
Mining and heavy industries were 
public sector monopolies. The 
private sector operated in the 
fields of chemicals, foodstuffs, 
soap, metalwares, drugs, construc-
tion materials, paper and tex-
tiles, and was being encouraged 
to participate in other areas of 
light industry, as well as trans-
port and domestic trade. A new 
foreign and domestic private invest-
ment law had been promul-
gated to promote joint ventures 
and private investment in the 
country (see box III.2).

The manufacturing sector of 
Bangladesh, which accounted for 
less than 8 per cent o f  GDP 
within an industrial sector that 
itself contributed only 15-16 per 
cent o f total output o f the econ-
omy, had a lack-lustre performance 
in 1987/88. While significant

growth rates o f 15 per cent for 
public utilities (electricity and 
gas) and 10 per cent in respect 
o f  construction were recorded 
in 1987/88, manufacturing indus-
tries performed poorly with an 
output growth o f less than 4 
per cent in the year. Sustained 
growth of this sector was con-
strained by the small size o f the 
domestic market (owing to the 
low purchasing power of a majori-
ty o f  the population) and diffi-
culties encountered in expansion 
o f  manufactures exports. Thus, 
weak demand because o f  low 
incomes in rural areas resulted 
in low capacity utilization in the 
cotton textile industry, whereas 
slack external market conditions 
for jute goods and competition 
from substitutes depressed jute 
manufactures. Industrial produc-
tion was also affected by strikes 
in November 1987; in particular, 
that o f sugar, cement and engi-
neering products, where output 
either fell or stagnated.

Current industrial policy recog-
nized the importance of the ex-
port market to any expansion 
of manufacturing activities and 
was, therefore, designed to stream-
line functioning of the industrial 
and trade regimes such that ex-
porters were able to improve the 
competitiveness of their goods, 
with regard to both price and 
quality, in international markets. 
It also sought to  rationalize alloca-
tion of resources by equalizing 
at the margin the level of incen-
tives for export promotion and 
import substitution. In this re-
gard, a leading role was assigned 
to private—sector initiative through 
reform of the tariff structure to 
facilitate easier access to imported 
inputs, removal of several regu-
latory impediments and controls 
(including liberalization of licens-
ing) and simplification of invest-
ment procedures. In August 
1988, measures announced by 
the Government to promote small-

and cottage—industries included the 
establishment of a bank, with 
branches at district levels, to 
meet the capital needs of small 
investors, as well as an institute 
for the training of management 
personnel and artisans.

The contribution o f the manu-
facturing sector of Bhutan to 
GDP in 1986 was estimated at 
4 per cent only, in a total indus-
trial output share o f 17 per cent 
o f  GDP. Manufacturing was 
dominated by four big public 
sector industrial enterprises: the
Gedu Wood Manufacturing Corpo-
ration, the Penden Cement Author-
ity, the Bhutan Fruit Products 
Company and the distilleries of 
the Army Welfare Project. These 
accounted for more than two 
thirds o f manufacturing output. 
The private sector, small-scale in 
size, produced less than one third 
of manufacturing output.

Efforts were under way to 
promote industrialization o f the 
country through, inter alia, the 
further encouragement o f  private 
enterprise. In January 1988, 
the Bhutan Development Finance 
Corporation (BDFC) was set up 
to provide financial and techni-
cal assistance, primarily to pri-
vate sector industrial, commer-
cial and agricultural enterprises 
that used local raw materials 
in processing for exports or for 
import substitution. The Entre-
preneurial Development Pro-
gramme was launched in 1987 
with the aim of creating increased 
entrepreneurial expertise and more 
awareness o f the importance o f 
the private sector in the country’s 
development. Several new in-
dustrial projects were scheduled 
to be in full operation by the 
middle o f 1988.

In Burma, an estimated 2.3 
per cent rate of growth in the 
manufacturing sector was achieved 
in 1987/88. In view of resource 
constraints, foreign exchange for 
imports o f industrial inputs was
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allocated in  line with intra-sectoral 
priorities laid down by the Govern-
ment. With a view to achieving 
stable growth in the industrial 
sector, efforts were made to im-

prove the capacity utilization of 
factories operating with domestic 
raw materials and to ensure 
smooth operation of industries 
producing basic consumer goods.

The Lao People’s Democratic 
Republic had a very small manu-
facturing sector, accounting for 
less than 5 per cent of GDP and 
providing employment for about

Box III.2. New foreign investment regulations in three Asian least 
developed countries

As has been done by many 
other developing countries, three 
Asian least developed countries –  
Afghanistan, Burma and the Lao 
People’s Democratic Republic –  have 
also taken steps recently to encourage 
foreign direct investment in their 
economies as a means of overcom-
ing the deficiencies in the level and 
quality o f their investment owing 
to shortages o f capital and technol-
ogy. These are significant changes 
in the context of the economic 
policy orientations of these coun-
tries. The new investment codes 
adopted by the three countries have 
several features in common. These 
include various incentive provisions 
and the explicit specification of 
the permissible limit of foreign in-
vestment, as well as the sector pre-
ferences for such investment.

Afghanistana liberalized its for-
eign investment regulations in 1987. 
Joint foreign investment projects were 
hitherto oriented towards co-operation 
with CMEA countries. Investments 
from other regions are allowed un-
der the new Law on Private and 
Foreign Investment. The new regu-
lations permit enterprises with pri-
vate domestic and foreign capital, 
with a maximum share of 49 per 
cent private foreign investment. In 
mixed government-private enterprises, 
the share of foreign investment can 
be higher. Other facilities given 
to such investments include exemp-
tion from income tax and commer-
cial sales tax for two to six years 
in the capital, Kabul, and three to 
six years in the provinces; subsidies 
towards customs duties on imported 
machinery, equipment and raw 
materials; and exemption from ex-
port duties. Special provisions to 
motivate technological innovations in-

clude the registration of inventions 
in the inventor’s name and govern-
ment-supported export promotion of 
products concerned. Investment is 
sought mainly in light industries 
including foodstuffs, and export prod-
ucts such as leather, furniture and 
carpets, and infrastructure. Foreign 
banks have been invited to broaden 
co-operation with the Afghan banks, 
especially in the field of import/ 
export credits.

A similar advance towards 
liberalizing the economy has been 
made in Burma. A new Union of 
Burma Foreign Investment Law took 
effect from December 1988. The 
objectives highlighted in the preamble 
include ameliorating the standards of 
living of the people by improving the 
provision of food, clothing and shelter, 
exploiting the country’s abundant 
natural resources,b promoting exports, 
creating new employment opportuni-
ties, and expanding the transport 
and communications network.

The Burmese Foreign Investment 
Law provides for foreign direct in-
vestment and joint ventures with 
at least 35 per cent foreign-owned 
capital outlay. Full foreign owner-
ship is also possible. The newly 
established Union of Burma Foreign 
Investment Commission will scruti-
nize investment proposals. Priority 
will be given to ventures that are 
export-oriented, require large capital 
investment and employ high technol-
ogy, improve employment, contri-
bute to energy conservation and 
support regional development.

Provisions for income and cor-
porate tax exemption or relief are 
indicated, with an income tax grace 
period of three years. There is full 
exemption or relief from profits 
tax if the profits are ploughed back

into a reserve fund for reinvestment, 
and partial relief from profit tax 
on export commodities. Accelerated 
depreciation on machinery, buildings 
and other assets is allowed for at 
unspecified rates. Imported capi-
tal and raw materials are exempt 
from customs duties and related 
taxes for the first three years o f 
production.

The Law on Foreign Invest-
ment in the Lao People’s Democratic 
Republic was adopted by the Supreme 
People’s Assembly in mid-1988. It 
especially seeks to promote invest-
ment in agro-forestry, in industries 
which use available raw materials
and those which apply “ sophisti-
cated techniques” to produce goods 
for export. Other fields of interest
are infrastructure, services and tour-
ism. Both joint venture investment 
with Laotian partners, and whol-
ly foreign-owned enterprises are al-
lowed. Foreign companies are per-
mitted to set up either joint ventures 
with a minimum of 30 per cent for-
eign capital or 100 per cent foreign- 
owned equities. The Law limits 
contracts with wholly foreign-owned 
enterprises to a maximum of 15 
years, but in some cases the dura-
tion limit may be extended, depend-
ing on the nature o f the productive 
sector in which the enterprise
operates.

Income tax on productive en-
terprises established by contracts, 
joint ventures and wholly foreign- 
owned enterprises in the Lao Peo-
ple’s Democratic Republic will be 
levied at the rate of 20 per cent in 
the government’s priority sectors and 
at 35 per cent in the non-priority 
sectors such as the trading and hotel 
sectors. Joint ventures and wholly 
foreign-owned enterprises will be 
exempted from income tax in the 
second to fourth profit-making years 
and allowed a 50 per cent reduc-
tion for the two subsequent years.

a All information from The 
Kabul Times, various dates.

b For an overview o f the re-
source endowment of Burma, see 
Survey ,  1987, p. 50.
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3 per cent o f  the labour force. 
Industrial activities included tin 
and gypsum mining, processing 
o f forest and agricultural pro-
ducts for both export and domes-
tic consumption, and handicraft 
production. Most factories and 
plants operated with old and 
obsolete equipment. This, to -
gether with the shortage o f im-
ported raw materials, spare parts 
and trained staff, contributed to 
the lowering o f  average capacity 
utilization to 30 per cent. Devel-
opment o f agro-industries was 
hampered by an inadequate price 
incentives for cash crops (cotton, 
tobacco). Under the second
five-year plan (1986/1990), em -
phasis was placed on the rehabi-
litation and selective expansion 
of existing capacity for export-
oriented and efficient inport- 
substitution industries. Agro-
industries, including tannery,
tobacco-processing, wood-proces-
sing, agricultural tools and basic 
consumer goods industries, were 
identified for support measures.

With a view to attaining sus-
tained growth and expansion o f 
industry in Nepal, efforts were
made towards strengthening the 
industrial infrastructure and pro-
duction base through the stream-
lining o f policy. Greater regula-
rity in power supply, expansion 
o f transport facilities, and im-
provement in technical know-how, 
encouraged the setting up of new 
industrial installations and in-
creased production in existing fac-
tories. The index of industrial 
production rose by 29 per cent 
in 1986/87. The momentum con-
tinued in 1987/88 when a total 
o f 1 , 032 industrial units were 
registered with the Department of 
Industries, as against 954 units 
in the previous year. Further 
expansion and addition to capaci-
ty, in areas such as cement and 
paper, were planned during 1988/ 
89. Under the New Industrial 
Policy, measures were adopted to

simplify industrial registration pro-
cedures, to accord priority to 
those industries which utilized 
local materials and catered for 
the basic need programmes. Joint 
ventures with foreign collabora-
tion were also being encouraged.

In Samoa, the industrial sec-
tor remained small with its con-
tribution to GDP at about 16 
per cent in 1987. However, the 
production level o f certain indus-
tries, namely beer, cigarettes, 
matches, and corned meat, ex-
panded rather steadily. The co-
conut oil milling industry, which 
accounted for one third o f the 
manufacturing output, had mixed 
experience in recent years in 
the face o f wide fluctuations 
in export prices. Shortage of 
copra for crushing had also kept 
this industry’s capacity utilization 
low. General policy towards 
industry in Samoa now emphasized 
privatization o f public enterprises 
and the promotion o f private 
foreign investment.

The manufacturing sector of 
Vanuatu accounted for only about 
7 per cent o f  GDP. The bulk 
o f manufacturing involved the 
processing o f agriculture and fores-
try products. The main manu-
facturing activities included meat- 
canning and tanneries, fish-freez-
ing, cement, and confectionery. 
The construction sector showed 
relatively fast growth in recent 
years, as the adverse effects o f  
cyclones in 1985 and 1987 in-
creased demand for major repairs 
and reconstruction activities.

(c) Transport and energy

Weaknesses o f transport and 
energy infrastructure and the 
inadequacy o f their supplies and 
services continued to be a ma-
jor impediment to the growth 
and development of the least 
developed countries in the re-
gion. Improvements in these 
sectors had received the atten-

tion o f  Governments in recent 
years but progress had been slow 
for a number o f physical, techni-
cal and financial reasons which 
remained major constraints.

(i) Transport

A majority o f the least de-
veloped countries in the region 
were geographically disadvantaged, 
being either land-locked or island 
economies, and thus they had 
to face additional transport, 
transit and trans-shipment dif-
ficulties in international trade
as well as in internal commu-
nication. According to one 
estimate, freight costs as a per-
centage o f the value of the total 
imports of the land-locked de-
veloping countries amounted to
15.7 per cent, as compared with
10.7 per cent for all develop-
ing countries in 1982.4

Among the least developed 
countries o f  the ESCAP region, 
only Bangladesh, Burma and, to 
a minor extent, Nepal had rail-
way transport systems. But even 
though they had cost-efficiency 
advantages, particularly for the 
movement of bulk goods, they 
suffered from obsolete rolling 
stock and poorly maintained
tracks and related infrastructure. 
Roads formed the main means 
o f  transport for both passengers 
and cargo, particularly in the 
land-locked least developed coun-
tries. However, road coverage 
was inadequate in terms of both 
the proportions of the popula-
tion served and distance covered. 
Moreover, a large percentage of 
roads were in a poor state of 
repair.

Inland waterways were an 
important part o f the transport 
systems o f some of the least 
developed countries of the re-

4 UNCTAD, The Least Developed 
Countries 1986 Report, (United Na-
tions publication, Sales No. E.86.II.D. 
7), p. 50.
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gion such as Bangladesh, Burma 
and the Lao People’s Democrat-
ic Republic. However, the de-
velopment of this mode of trans-
port was inhibited by problems 
such as the poor state of water-
way infrastructure, lack of tech-
nical knowledge of waterway con-
servancy and maintenance, and 
deficiencies in operational and 
management skills.

Shipping was of special im-
portance to the island least de-
veloped countries of the region, 
both as regards their interna-
tional trade and for inter-island 
communication and movement of 
goods. Though there had been 
improvements, especially in port 
and cargo-handling facilities in
recent years, these services were 
not adequate in relation to de-
velopment needs. Being small 
and scattered, remote from 
main market centres and ship-
ping routes, the island least 
developed economies had only 
limited capacity to provide cargo 
volumes; thus, shipping services 
to these countries tended not to 
be commercially viable. More-
over, their port infrastructures were 
not adequate to accommodate large 
vessels. These countries also 
generally depended heavily on
inter-island feeder transport ser-
vices which, in many cases, con-
tinued to be seriously deficient.

Air transport had received 
priority attention from a number 
of least developed countries, main-
ly because of the potential for 
increased tourism rather than as 
a means of transporting goods. 
However, that too had been 
hampered by various difficulties 
connected with flight operations, 
poor airport infrastructure and 
facilities, and protectionist meas-
ures restricting air traffic. In
many cases, too, the narrow
market, high operating costs and 
low level of national traffic did 
not make the operation of air 
transport profitable.

(ii) Energy

In the majority of the least 
developed countries in the region, 
traditional fuels, such as fuel- 
wood and crop residues, pro-
vided the bulk of the energy 
requirements. The consumption 
of commercial energy per capi-
ta in kilograms of coal equivalent 
per annum remained very low, 
ranging between 12 kg in Bhutan 
to 97 kg in Afghanistan, among 
the Asian mainland least devel-
oped countries, and between 138 
kg in Kiribati and 348 kg in Samoa, 
among the island least developed 
countries. The consumption of 
energy per capita in developing 
Asia as a whole, by comparison, 
was 689 kg (1986) (see figure 
III.2).

The endowment of energy 
resources in the least developed 
countries varied substantially from 
one country to another, and 
in many of them the energy po-
tential had yet to be fully ascer-
tained. Bhutan, the Lao People’s 
Democratic Republic and Nepal 
had vast hydropower potential, 
while Afghanistan and Bangladesh 
had large deposits of natural 
gas,5 and Burma was endowed 
with petroleum and coal.

In order to meet the increas-
ing demand for energy for emerg-
ing industries and household use, 
the least developed countries were 
seeking to implement energy pro-
duction programmes, on the one 
hand, and to reduce wastage 
of energy by more rational utili-
zation and minimization of power 
system losses, on the other.

In Afghanistan, in 1987/88 
total power generation was ex-
pected to increase by 14.6 per 
cent over that of the previous

year, through efficient use of 
existing production capacities. Im-
ported electricity from the Union 
of Soviet Socialist Republics, the 
further decrease in power losses 
and installation of diesel gen-
erators in provinces and in-
dustrial plants were expected to 
increase energy supplies.

In Bangladesh, commercial 
energy sources were primarily of 
high quality natural gas, a large 
deposit of coal (yet to be har-
nessed), and limited hydroelec-
tricity. Current requirements of 
petroleum and coal were entirely 
imported. To meet increasing 
demand for energy, total electri-
city generation capacity increased 
from 813 MW in 1980/81 to 
1,142 MW in 1986/87. However, 
progress in power generation and 
distribution during the first three 
years of the current plan (1985- 
1990) remained below the target.

The hydropower potential of 
Bhutan was an estimated 6,000- 
8,000 MW. The country’s energy 
requirements and electricity sup-
ply were met with imports from 
India until 1986. However, late 
in that year, as a consequence of 
the commissioning of the Chukha 
Hydel project, Bhutan became a 
net exporter of power. Revenue 
from the Chukha project would 
help Bhutan reduce its huge trade 
deficit with India. Moreover, the 
availability of abundant and rela-
tively cheap power presented op-
portunities for the development 
of industries within the country.

In Burma, the growth rate in 
the power sector during 1987/88 
was estimated at 10.6 per cent. 
The Government laid down both 
long-term and short-term pro-
grammes for the development of 
electricity. Programmes for the de-
velopment of mini-hydro schemes, 
gas turbines and thermal generation 
were to be implemented in the 
short term, whereas in the long 
run, emphasis would be placed 
on the development of large hydro-

5
Reserves were estimated at 150 

billion m 3 in Afghanistan and 283 
billion m 3 in Bangladesh, UNCTAD, 
The Least Developed Countries 1986 
Report (United Nations publication, 
Sales No. E.86.II.D.7), p. 41.
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Figure III.2. Selected least developed economies o f the ESCAP region. Per capita consumption o f  commercial 
energy

electric schemes in conjunction 
with multi-purpose dam projects.

The Lao People’s Democratic 
Republic was endowed with sig-
nificant hydropower potential, esti-
mated at 8,000 MW, which could 
be generated from the Mekong 
River and its tributaries in the 
country. Despite this vast poten-
tial, the country had only a few 
hydroelectric plants with a total 
installed capacity of 168 MW 
(1985). Most of the power gen-
erated was sold to Thailand. Gov-
ernment policies were aimed at 
rural electrification and the con-
struction of small and mini-hydro-
power stations in remote areas 
of the country in order to reduce 
the need for imported petroleum 
products and to  facilitate the 
use o f power for irrigation and 
development o f agro -industrial 
activities.

Although Nepal was known 
to have a large hydropower poten-
tial o f around 83,000 MW, the to -
tal generating capacity had reached 
only about 162 MW in 1987; it 
was expected to be 204 MW by 
the end of 1988. Nepal was a 
net importer of electricity from 
India. The installation o f the 
central grid system was in progress 
to ensure power supply through-
out the country and to minimize 
power losses, which were estimated 
in 1986/87 at 29 per cent o f total 
power generation. Feasibility stu-
dies for the establishment o f a 
number of large-scale hydropower 
projects had been undertaken and 
work on them was expected to 
commence soon. In addition, 
several small hydroelectricity pro-
jects were being undertaken with 
a view to making power available 
in remote areas.

Samoa had done relatively well 
in the energy sector in recent 
years. Electricity output increased 
from 32 million kwh in 1983 to 
40 million kwh in 1987. The share 
of hydropower increased from 38 
to 59 per cent during the same 
period. With the completion of 
the Afulilo Hydro project in 1991, 
the installed capacity would further 
increase by 4.2 MW.

In Vanuatu, although the ener-
gy sector was relatively well d e -
veloped in the urban areas, the 
availability o f power in the rural 
areas was rather limited. Small 
power plants were in operation 
in two island locations in Malakula 
and Isangel in Tanna and small 
generators were operated by in-
dividuals, communities, industries, 
hospitals, schools and government 
extensions in rural areas. Biomass 
fuels such as agricultural residues
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(coconut husks and shells) and 
fuelwood were the dominant en-
ergy sources in the rural areas.

3. International trade 
and payments

A common feature of the 
trade structure of the least de-
veloped economies was a lack 
of diversification in both the 
commodity composition and the 
market orientation of trade. The 
commodity structure of their ex-
port trade continued to be
concentrated on a small range 
of products, mainly of agricul-
tural origin or raw materials.
Manufactures exports were usual-
ly relatively unsophisticated, such 
as basic textiles and clothing, 
and food products, but among 
the least developed countries of 
the region these were of signi-
ficance only for Bangladesh and 
Nepal. A general problem for 
most of the least developed
economies of the region was 
that exports were not sufficient 
in relation to import needs, even 
for current consumption, in some 
cases, quite apart from devel-
opment requirements. Further-
more, the narrow range of their
exports made these economies 
very vulnerable to externally
generated instability of demand 
or prices as well as to changes 
in the policies of other coun-
tries. Data on international trade
and payments for a selected group 
of these economies are given in 
table III.2 while recent perform-
ances of exports and imports are 
illustrated in figure III.3, and 
also in table IV.1 in the next 
chapter in an overall regional 
context.

The exports of Afghanistan 
consisted mainly of natural gas 
and agricultural products, chief-
ly raw cotton, wool, fresh and 
dried fruits, hides and skins and 
medicinal herbs. Carpets and 
rugs were major manufactured

items of exports. Imports con-
sisted of a variety of consumer, 
intermediate and capital goods. 
Between two thirds to three 
fourths of the exports went to 
the USSR and other socialist 
countries of Eastern Europe 
through bilateral arrangements. 
Similar proportions of imports 
also came from those countries.

Annual data on the dollar 
value o f exports in 1987 indi-
cated an increase o f 11.6 per 
cent and, for imports, an in-
crease of 12.9 per cent. How-
ever, on a fiscal year basis, total 
exports were shown to have de-
clined from $552 million in 1986/ 
87 to $483 million in 1987/88. 
The fall in exports in 1987/88 
was attributed to lower produc-
tion of ginned cotton, wool, 
fresh and dry fruits, and natural 
gas. Total imports also fell from 
$827 million in 1986/87 to 
$669 million in 1987/88. For the 
fiscal year 1988/89, exports were 
expected to increase slightly to 
$429 million but imports to rise 
to $765 million, thus widening 
the trade gap almost to the 1986/ 
87 level of $275 million, after 
it had narrowed to $186 mil-
lion in 1987/88.

The exports of Bangladesh 
showed some dynamic growth 
in recent years, together with 
a degree of diversification away 
from the traditional dependence 
on jute and jute products. 
During the fiscal year 1986/87, 
the value of exports stood at 
$1.07 billion and in 1987/88 
increased by 12 per cent to $1.2 
billion. A main element in this 
was the rise in the value of ready-
made garment exports from $296 
million to $429 million, an increase 
of about 45 per cent. Exports 
of leather and tea also increased. 
Exports of jute and jute pro-
ducts, however, declined from 
$405 million in 1986/87 to $360 
million in 1987/88. Export 
prospects for 1989 were serious-

ly jeopardized by the havoc 
wrought by the floods during 
1988.

The United States and EEC 
were the two major markets for 
Bangladesh, accounting for 30 
and 23 per cent, respectively, 
of exports in 1987. Exports, 
particularly of ready-made gar-
ments, registered fast growth in 
the United States market. How-
ever, the decline in exports of 
jute and jute goods, which was 
partly a consequence of flood 
damage in 1987 and partly of 
sluggish demand, underscored the 
need for sustaining these ex-
ports, at least until such time 
as the export trade of the coun-
try could be sufficiently diversi-
fied. That required strengthened 
international support measures for 
research and development in jute 
and jute products, stabilization/ 
compensation measures to offset 
the effects of price fluctuations 
and greater opportunities for 
market access to exports of 
manufactures.

Bangladesh imported a large 
variety of consumer goods, in-
cluding foodgrains, edible oils and 
oil-seeds, the volume of these 
rising in both 1987 and 1988 
as another consequence for the 
economy of flood damage. The 
need to repair flood damage also 
helped to explain the rise in im-
ports of intermediate and capital 
goods. With imports over re-
cent years being twice or three 
times the value of exports, large 
trade deficits were a feature of 
the Bangladesh economy. In 
1987/88 the deficit amounted 
to $ 1,759 million.

Bhutan had an export trade 
of the order of $59 million and an 
import trade of $78 million in 
1987/88.6 Commodity exports

6 Data from Royal Monetary Au-
thority of Bhutan, Annual Report 1987, 
p. 40 (conversion 13.132 ngultrum = 
$US 1).
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consisted primarily o f cement, 
timber, spices, and fresh fruits 
and vegetables, whereas imports 
consisted of petroleum products, 
transport equipment and other 
manufactured goods. The value 
of exports in 1987/88 was almost 
three times that o f  1985/86. 
This large increase was wholly 
due to exports of electricity to 
India from the recently com-
pleted Chukha Valley hydroelec-

tric power project. Despite this, 
exports could finance only 75 
per cent o f total imports in 1987/ 
88. The deficits, though lower 
than in the immediately previous 
years, were financed by foreign 
aid payments. These came, by 
and large, from India, although 
the share of aid flow from other 
sources had increased in recent 
years.

The foreign trade sector o f

Burma seemed to lack dynamism 
during the 1987-1988 period, both 
exports and imports rising by 
less than 1 per cent in 1987. 
In view of the dislocations in 
the economy, the situation was 
unlikely to improve during 1988.

Exports o f  the Lao People’s 
Democratic Republic, excluding 
those to the USSR and the Eastern 
European socialist countries, rose 
to  $24 million in 1987 from $14

Table III.2. Selected least developed economies of the ESCAP region. Balance of payments: principal com-
ponents, 1982-1988
(Millions o f  US dollars)

Merchandise
Trade

balance

Services
and

income
balance

Private
transfers

Balance on 
goods, services 

and private 
transfers

Exports Imports

Bangladesh 1982 768.4 (2 221.1) ( 1 452.6) (346.8) 394.4 ( 1 405.0)
1983 723.9 ( 1 930.7) ( 1 206.8) (271.1) 649.6 (828.3)
1984 931.7 (2 340.0) ( 1 408.3) (338.2) 473.3 (1 2 7 3 .2)
1985 999.5 (2 286.4) ( 1 286.9) (352.1) 449.4 ( 1 189.6)
1986 880.0 (2 300.7) ( 1 4 2 0 .7) (423.5) 618.1 ( 1 226.1)
1987 1 076.9 (2 458.2) (1 381.3) (350.8) 682.3 ( 1 049.8)
1988a 358.2 (724.4) (366.2) (104.8) 205.8 (265.2)

Burma 1982 422 .8 (91 3 .0) (490.2) (74.7) 7.1 (557.8)
1983 375.2 (728.2) (353.0) (73.2) 8.1 (418.1)
1984 364.1 (564.5) (200.4) (85.3) 7.2 (278.5)
1985 310.8 (5 12 .9) (202.1) (83.9) 5.8 (280.2)

Maldives 1982 17.3 (46.0) (28.7) 6.3 (1.3) (23.7)
1983 19.8 (57.6) (37.8) 8.5 0.5 (28.8)
1984 23.1 (61.5) (38.4) 14.8 (0.9) (24.5)
1985 25.5 (5 8 .0) (32.5) 26.4 (2.0) (8.1)
1986 2 7 .3 (63.0) (35.7) 22.3 0.6 (12.8)
1987 35.3 (73.9) (38.6) 30.7 (1.2) (9.1)

Nepal 1982 87.6 (406.3) (318.7) 90.8 34.0 (193.9)
1983 101.5 (468.3) (366.8) 88.7 39.1 (239.0)
1984 130.1 (402.9) (272.8) 59.9 34.8 (178.1)
1985 161.3 (444.0) (282.7) 42.5 37.7 (202.5)
1986 142.6 (436.5) (293.9) 63.7 41.3 (188.9)
1987 162.2 (512.4) (350.2) 86.6 67.2 (196.4)
1988a 53.7 (147.1) (93.4) 18.5 19.7 (55.2)

Samoa 1982 13.5 (45.3) (31.9) (6.5) 18.6 (19.7)
1983 17.7 (44.1) (26.4) (5.6) 20.3 (11.7)
1984 18.3 (45.6) (27.2) (5.6) 20.3 (12.6)
1985 16.1 (46.6) (30.5) (2.6) 23.6 (9.4)
1986 10.5 (42.8) (32.3) (1.1) 28.4 (5.0)
1987 11.8 (55.8) (44.0) 1.0 36.4 (6.6)

Vanuatu 1982 10.7 (43.3) (32.6) 1.5 8.2 (22.9)
1983 17.9 (45.8) (27.9) 4.1 6.0 (17.8)
1984 32.5 (51.5) (18.9) 3.2 6.9 (8.8)
1985 18.7 (52.3) (33.6) 4.3 6.8 (22.5)
1986 8.8 (46.8) (38.0) 6.6 7.2 (24.2)

Source: IMF, International Financial Statistics, vol. XL1, No. 11 (November 1988).

Note: Parenthesis indicates negative figures.

a First quarter of 1988 only.
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Figure III.3. Selected least developed economies o f the ESCAP region. Growth rates o f dollar value o f exports  
and imports, annual average 1985-1987

million in 1986, a growth rate 
o f around 65 per cent. Imports 
increased by 27 per cent to $89 
million after an 8.5 per cent rise 
in 1986. With Thailand being 
the chief trading partner o f the 
country among the non-socialist 
countries as well as a transit route 
for its trade, the recent improve-
ment in trade relations between 
Thailand and the Lao People’s 
Democratic Republic could be 
expected to  provide more fa-
vourable prospects for the trade 
o f  the Lao People’s Democratic 
Republic. However, in 1987, 
62 per cent o f  the exports of 
that country went to  the so-
cialist countries and 77 per cent 
o f  imports came from those 
sources. The total volume of 
principal export commodities, 
which included electricity, for-
estry products and coffee, de-
clined in 1987 except for chipped

wood. There were increases in 
benzoin — a chemical, and gypsum 
exports also.7

The exports o f Maldives, con-
sisting mainly o f  fishery items 
and some garments, reached $31 
million in 1987 from $25 mil-
lion in 1986. The 1987 exports, 
however, were less than a third 
of the level o f imports. Thus, 
the trade deficits o f the country 
were at least twice as high as 
the level o f its exports.8

The export trade o f Nepal 
became somewhat diversified away 
from primary commodity exports, 
which had a share o f about 90 
per cent o f  total exports in the

early 1980s. That share came 
down to 80 per cent by 1987/ 
88. Among major primary com-
modity exports were rice, timber, 
vegetable oil-seeds, fruits and 
spices. Jute goods, carpets and 
ready-made garments were major 
manufactures exports. Both car-
pets and ready-made garment ex-
ports showed very rapid growth 
over the 1985-1987 period and 
were expected to maintain simi-
lar growth in 1988. The export 
market o f Nepal also became 
more diversified. Its depen-
dence on the Indian market had

7 Lao People’s Democratic Repub-
lic, State Committee of Economy, 
Planning and Finance, Basic Data about 
the Social and Economic D evelop-
m ent o f  Lao People’s Democratic  
Republic  (1987), pp. 87-88.

8 International Monetary Fund, 
International Financial Statistics  total 
for exports and Direction o f  Trade 
Statistics total for imports are used. 
There are discrepancies between the 
two totals both for exports and im-
ports, even pointing to opposite di-
rections o f change in exports.
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fallen from  above 70 per cent 
in the early 1980s to  around 
40  per cent currently . Total 
exports in 1987 increased by  
abou t 14 per cent, while in the 
first h a lf  o f  1988 the rate o f  
expansion exceeded 41 per cent.

The im ports o f  Nepal, $493 
million in 1987, stood  at about 
three tim es the level o f  its ex -
ports o f  $167 million, leaving 
a trade deficit o f  $327 million. 
Im ports registered a very high 
grow th rate o f  almost 54 per 
cent in 1987 on account o f  in -
creases in im ports o f  mineral 
fuels and lubricants and mis-
cellaneous m anufactured goods.

The exports o f  Samoa, an 
island least developed coun try , 
grew at the rate o f  5.6 per cent 
in 1987, to  a level o f  $11 m il-
lion from $10.5 million in 1986. 
G row th o f  40  per cent during 
the first quarter o f  1988 indi-
cated a vastly improved perfo r-
mance. Exports  consisted mainly 
o f  coconut products, taro and 
cocoa which accounted for 85 
per cent o f  domestic exports. 
Beer, cigarettes and tim ber ac-
counted for another 10 per cent 
o f  exports. Total im ports in 
1987 were up by  almost 30 per 
cent and were m ore than five 
times the level o f  exports, leav-
ing a trade deficit substantially 
larger than in earlier years.

Kiribati and Tuvalu, the two 
o ther island least developed coun-
tries, had insignificant exports 
and were almost to tally  depen-
dent on o ther sources for financ-
ing their im port bills. The exports 
o f  Kiribati, having reached their 
highest level o f  $6 million in 
1984, fell to  a level o f  $1 million 
in b o th  1986 and 1987, whereas 
its im ports reached $19 million 
in 1986 and $16 million in 1987. 
Tuvalu had  virtually no  exports, 
w ith  an im port level o f  $3 -$ 4  
million.

The export trade o f  V anuatu , 
am ounting  to  $31.7 million in

1987, showed an increase o f  
4.3 per cent over the $30.4 
million in 1986. A 66.7 per cent 
grow th was indicated during the 
first quarter o f  1988. The 1987 
and 1988 grow th followed 6.2 
and 15.8 per cent declines in 
1985 and 1986, illustrating the 
strong swings tha t usually charac-
terized small island econom y ex-
ports. Exports consisted m ain-
ly o f  food  and beverage items, 
prices o f  w hich recovered m uch 
less during 1987 com pared w ith  
the  prices o f  o ther prim ary com -
modities. In 1988, the econom y 
suffered severe cyclone damage, 
w hich was bound to  reduce ex-
ports and increase the  need for 
im ports. The im port level o f  
the  co u n try , at $95.4 million 
in 1987, was m ore than  three 
times larger than  the level o f  
its exports, the deficits being 
financed by  foreign aid and o ther 
income sources. The deficit on 
the trade account was likely to 
increase substantially in 1988.9

The curren t account balances 
o f  these countries were all in 
deficit during 1987, as in past
years, principally because o f  large 
deficits on the merchandise trade 
account. Trends in private 
transfers and the services balance 
were fairly divergent amongst coun-
tries. Thus, in 1987, rem ittances 
by expatriate workers lent sup-
port to  the balance o f  paym ents 
by offsetting, to  some ex ten t,
the trade deficits in Nepal, Samoa 
and V anuatu , while a positive
services balance was obtained in 
countries where tourism  was an 
im portan t earner o f  foreign ex-
change, nam ely, Maldives, Nepal 
and V anuatu . The diversity o f  
perform ance, in a way, reflected 
the  small size and vulnerability
o f  these econom ies to  external

factors. As regards capital flows, 
although the least developed 
nature o f  the group ensured rela-
tively large allocations o f  offi-
cial transfers, foreign equity  in-
flows (also a reflection o f  that 
condition) have n o t been very 
significant. Most o f  them , how -
ever, have made efforts in re -
cent years to  a ttrac t direct fo r-
eign investm ent by offering vari-
ous facilities under legal guaran-
tees (see box  III.2, p. 45).

B. THE PACIFIC
ISLAND ECONOMIES

1. An overview

The island economies o f  the 
subregion10 may be divided into 
three broad groups. First, there 
are Fiji, Papua New Guinea, 
Solomon Islands and  Vanuatu. They 
have the relatively large populations 
and are made up o f  large volcanic 
islands w ith rich soil. They are 
well endowed w ith natural re-
sources such as minerals, forests 
and fish. The prospects for
tourist developm ent are also 
good. Given sound national eco-
nom ic m anagem ent, political 
stability and capital investment, 
these countries are capable o f 
achieving economic independence 
and self-reliance.

The second group includes 
the  Federated  States o f  Micronesia, 
Samoa and Tonga. Their im -
ports exceed their exports by  
wide margins. They are heavily 
dependent upon  aid and, in the 
cases o f  Samoa and Tonga, re-
mittances. They have good soil, 
b u t natural resources are rela-
tively lim ited. The prospects 
for finding minerals in these coun-
tries are also lim ited, although

9 
Discussions on recent trade per-

formances are based on data in table 
IV. 1 and other national source mate-
rial.

10 Four o f these — Samoa, Kiribati, 
Tuvalu and Vanuatu — are included 
among the least developed countries 
o f the region and are no t generally 
discussed in this section.
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the presence o f  minerals under 
the sea-bed, as in other island 
countries, is still to be determined. 
They have prospects for agricul-
tural diversification and for 
widening and deepening their sub-
sistence sectors. Tourism pros-
pects are also promising.

Among the third group are 
the Cook Islands, Kiribati, Nauru, 
Niue, the Republic o f the Marshall 
Islands and Tuvalu. The position

of Nauru is unique because o f 
its phosphate wealth. However, 
even in Nauru consideration o f 
needed adjustments is no t too 
early, in the light o f the finite-
ness o f all non-renewable r e -
sources.

These countries are in the 
main made up o f atolls. Except 
for the Cook Islands and Niue, 
population growth rates are high. 
They are resource poor. Land

is no t plentiful and its quality 
is no t good. Minerals are 
no t found, although the pros-
pects o f  finding mineral deposits 
under the sea-bed, within their 
exclusive economic zones, can-
not be ruled out. Gold mining 
has opened up bright prospects 
for some of the economies (see 
box III.3). The level of eco-
nomic activity in the money 
sectors of these countries is de-

Box III.3. Gold mining in the Pacific
One of the several constraints 

on economic development in a large 
part of the Pacific island subregion 
is the frequent incidence of 
natural disasters such as volcanic 
eruptions, earthquakes, tidal waves 
and flooding.a This is because 
several islands (such as Fiji, Papua 
New Guinea, Solomon Islands and 
Vanuatu) lie along weak ridges of 
the earth’s crust. This arc, dubbed 
by geologists as the “rim of fire” , 
has a golden lining nevertheless.

Many o f the islands lying on 
this rim have known gold deposits, 
and further deposits o f gold and 
other minerals are forming. The 
exploitation and export of gold 
have made the greatest impact on 
Papua New Guinea and, to a lesser 
extent and more recently, on Fiji. 
In the late 1870s, miners came to 
the hinterland of Port Moresby for 
the first time and subsequently to 
Sudest Island in Milne Bay Province, 
Papua New Guinea. New discoveries 
of mostly alluvial gold were then made 
in other parts of the country, most 
notably in Bulolo and Wau o f the 
Morobe Province. Alluvial mining, 
however, was largely a small-scale 
operation with a relatively limited 
economic impact.

It was not until the early 1970s, 
when the Panguna copper/gold mine 
came on stream, that large-scale capital- 
intensive mining operations were 
initiated in Papua New Guinea. This 
was followed a decade later by the 
Ok Tedi gold/copper mine. This 
latter project absorbed over $1.1 
billion in investment at 1981 prices, 
and helped transform Papua New 
Guinea from a largely agricultural

to a mineral exporter in the current 
decade. The value o f copper and
gold exports, at 111 and 71 million 
kina respectively in 1977, constituted 
together one third o f merchandise 
export receipts. The respective values 
went up to 289 and 428 million 
kina in 1987, as a result o f higher 
production and prices, and were 
almost two thirds of aggregate earn-
ings on commodity exports. For 
the first time, the value o f gold ex-
ports exceeded that o f the non-
mining primary sector.

Mining will continue to be very 
im portant in the economy of Papua 
New Guinea in future years. Of the 
several new discoveries, the Misima 
mine has already come on stream, 
while the commercial feasibility of 
the Lihir and Pogera deposits are 
being assessed. Deposits at the Lihir 
mine alone are estimated at 25 mil-
lion ounces and the mining scale 
is aimed at extracting the equiva-
lent o f one million ounces a year.

If all three were operational, 
the additional output would more 
than compensate for the steady de-
cline in the quality of gold-bearing 
ores at the Panguna and Ok Tedi 
mines. Total production is expected 
to reach 75 tons by 1992, compared 
with 34.5 tons in 1987. Papua New 
Guinea thus will rival Australia as 
one of the two major regional gold 
producers on a global scale. There 
are several other smaller deposits 
in Kainantu, Hidden Valley, Laloki 
and Tabar Island which lie to the 
north o f Lihir. These may come into 
production in the late 1990s.

The impact o f gold mining 
and exports in other Pacific island 
countries has been more modest. 
The first wave o f alluvial gold mining

also began in Fiji in the 1880s, but 
with limited success. The steep plunge 
in world agricultural prices during 
the late 1920s, and the consequent 
hike in gold unit values, contributed 
to the development of the Emperor 
mine at Vatukoula. Mining activi-
ties, however, became stagnant in 
recent decades until they were given 
a new lease o f life during the 1980s, 
following another upsurge in gold 
prices since the 1970s. This precious 
metal produced $F 51 million or 
12 per cent o f commodity export 
earnings in 1987, compared with a 
relatively stagnant average of around 
21 million (or 7 per cent of export 
value) during 1983-1984. In volume 
terms, however, gold exports more 
than doubled to 2.7 tons in 1987 
from 1.2 tons in 1983. Exploration 
results indicate a couple o f more 
sites with small commercial deposits 
in Vanua Levu, one o f the two main 
islands.

In Solomon Islands, small-scale 
alluvial gold operations have been 
going on for over half a century 
around Gold Ridge in central 
Guadalcanal. The value of gold ex-
ports has risen very rapidly from 
around $SI 0.5 million (or about 
45 kilograms) in the early 1980s 
to  an average of almost $SI 2.2 
million (or approximately 96 kilo-
grams) during 1986-1987.

There is also some small-scale 
alluvial gold panning in Vanuatu. 
Prospecting concessions covering al-
most the whole country have been 
granted and there are signs o f possi-
ble gold deposits in south-west Santo 
and Malakual. Alluvial gold has 
also been found at Big Bay and Santo, 
though not in great commercial 
quantities.a See box II.2.
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term ined by the external prices 
o f  copra and o ther m inor crops, 
the inflow o f  rem ittances and 
aid, ren t upon  the use o f  fishing 
rights w ithin the exclusive eco-
nom ic zones, overseas investm ents 
by financial institu tions and, in 
the cases o f  the Cook Islands and 
Tuvalu, earnings from  the sale 
o f  com m em orative stamps.

Their im ports exceed their 
exports by wide margins. The 
im port to  export ratios o f  the 
Cook Islands, Kiribati and  the 
Republic o f  the Marshall Islands 
were, for instance, in excess o f  
5 for m ost o f  the last five years. 
Levels o f  consum ption were sus-
tained through rem ittances in the 
cases o f  the Cook Islands, Niue 
and Tuvalu and through  aid in 
all cases. The level o f  depen-
dence upon  external aid was 
very high. The prospects for 
launching viable projects and p ro -
grammes were relatively limited 
and the current levels o f  consum p-
tion , welfare and aspiration were 
sustainable only through the con-
tinuing support o f  donors.

Econom ic adjustm ents in the 
pursuit o f  self-reliance were no t 
an easy task for these countries. 
They inevitably involved difficult 
political choices, based on a
careful assessment o f  the cur-
rent levels and pattern  o f  dem and 
for im ported  goods and services 
and o f  the volume, direction 
and im pact o f  aid upon their 
economies, as well as realistic 
assessment o f  developm ent goals 
in the light o f  the  severe resource 
constraints they  faced.

The available estim ates o f
GDP grow th, and o ther relevant 
in form ation  on the level o f  p ro -
ductive activities continued  to  
display the “ stop-and-go” , cy -
clical pa tte rn  o f  econom ic per-
form ance in m ost o f  the Pacific 
island subregion during 1987 .11 
Fiji and Solom on Islands ex p e-
rienced a considerable reduction 
in aggregate incom e o f  7.8 and

Figure III.4. Selected Pacific island economies o f the ESCAP region. 
Percentage change in real gross domestic product, 1985-1987

4.6 per cent respectively, in real 
term s (figure III.4). Papua New 
Guinea registered, in contrast, the 
third year o f  relatively solid ex -
pansion w ith  real GDP increas-
ing by  4.5 per cent.

As expected , the main rea-
sons for this developm ent p a t-
tern  were largely exogenous in 
nature . G row th in Papua New 
Guinea was fuelled strongly by 
higher o u tp u t and prices for the 
m ajor m ineral com m odities, cop-
per and  gold (see box  III.3). 
Econom ic perform ance in o ther 
countries, such as Solom on Islands, 
was constrained appreciably by 
the  lagged im pact o f  natural dis-
asters (m ostly  cyclones) through 
lower p roduc tion  and exports .12 
In Fiji, political uncertain ties and 
the  subsequent delay in sugar-
cane harvesting, the downswing 
in tourism , and lack o f  business

and investor confidence caused a 
steep drop o f  almost 8 per cent 
in real GDP in 1987, com pared 
w ith  a significant expansion o f  
ju s t  under 9 per cent a year 
earlier.

Inflation rem ained, b y  and 
large, on  a relatively stable, or 
slightly declining, trend  in m any 
island economies, including the 
Cook Islands and Papua New 
Guinea. These reflected, in 
part, easier supply conditions, 
stable dem and as a result o f  m od-
erate wage adjustm ents and 
budgetary restraints (and hence 
m oderate  overall deficits), and 
exchange rates which entailed 
lower un it values for im ports 
from  the  m ajor trade partners 
o f  the Pacific island subregion. 
Retail prices, however, accele-
rated  m arkedly in Fiji, Solom on 
Islands and Tonga (table III.3). 
The causal factors included ap-
preciable exchange rate devalua-
tions, as in Fiji, increases in 
public spending and hence fiscal 
deficits, and supply disruptions 
owing to  th e  curren t or lagged 
im pact o f  adverse w eather condi-
tions, such as drought and cy-
clones.

11 This characteristic o f the eco-
nomic development process in the 
subregion was highlighted (briefly) in 
Survey, 1987, p. 53.

12 The incidence o f natural disasters, 
and the adverse effects o f recent calami-
ties in the subregion are discussed at 
some length in Survey, 1985, p. 55.
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Table III.3. Selected Pacific island economies. Movement in consumer prices, 1980-1987 and January-June 1988
(Percentage change from  the corresponding period o f  the previous year)

Country or area 1980 1981 1982 1983 1984 1985 1986 1987
Jan-Jun

1988

Cook Islands 13.8 20.8 12.6 7.5 11.8 12.6 9.9 10.8 9.2
Fiji 14.4 11.2 7.0 6.7 5.3 4.4 1.8 5.7 12.8
Guam 19.5 20.5 5.1 3.5 8.7 3.9 2.7 4.5 4.5

Niue 14.5 13.5 13.9 13.0 9.6 11.1 7.0 7.3 3.4a
Papua New Guinea 12.1 8.1 5.5 7.9 7.5 3.7 5.5 3.3 4.8

Solomon Islands 13.1 16.4 13.0 6.2 11.0 9.6 13.6 11.0 16.9
Tonga 22.4 14.9 10.9 9.8 0.1 19.6 21.7 4.7 15.5

Sources: IMF, International Financial Statistics, vol. XLI, No. 11 (November 1988); ADB, Key Indicators o f  Developing M em -
ber Countries o f  ADB, vol. XIX (July 1988); United Nations, M onthly Bulletin o f  Statistics, vol. XLII, No. 10 (October 1988); 
and national sources.

a January-March only.

The prospects for improved 
economic performance over 1988- 
1989 were reasonably good, par-
ticularly for those island coun-
tries whose growth was con-
strained in 1987. World prices 
for several commodities o f im-
portance to the subregion (includ-
ing coconut products, copper, gold, 
fishery and forestry products, palm 
oil and sugar) remained at rea-
sonably stable, albeit low, levels 
during 1988. The economy of 
Fiji had recovered appreciably 
from the set-backs and uncer-
tainties o f  1987 and there had 
been substantial additions to pro-
ductive capacity in other island 
countries, including Papua New 
Guinea and Solomon Islands.

2. Recent economic performances 
of individual economies

The Cook Islands’ relatively 
small economy is closely linked 
with that o f  New Zealand and 
depends heavily not only on 
trade with that country but also 
on budgetary and project aid. 
Remittances from Cook Islanders 
living in New Zealand are also 
important in its external ac-
counts. Exports fluctuated bet-
ween $NZ 3 million to $NZ 6

million between 1981 and 1986. 
Exports were projected to reach 
a level o f  about $NZ 8 million 
in current values in 1988. Ex-
ports consisted o f fresh fruits 
and vegetables, copra, and manu-
factured items such as clothing 
and footwear. New Zealand 
was almost the sole market for 
Cook Islands’ exports. In re-
cent years, some diversification 
appeared to have taken place 
reducing New Zealand’s share in 
total exports to an average o f 
78 per cent during 1983-1986. 
Limitation o f air and shipping 
services often increased prices of 
the country’s imports and pro-
duced fluctuations in export prices 
although the situation improved 
somewhat in recent years. More-
over, prices for some of the 
major exports were fixed by 
negotiations between the Cook 
Islands authorities and the New 
Zealand importers which helped 
to stabilize prices in the cases 
o f bananas, and the clothing 
and textile items. Among lead-
ing exports, copra prices were 
directly subject to world market 
forces.

The Cook Islands was highly 
dependent on imports. In 1986, 
total value of imports was appro-

ximately eight times greater 
than exports. Imports grew at 
very fast rates without similar 
growth in exports forcing the 
gap between exports and im-
ports to widen over the years. 
Leading imports consisted of 
food items, machinery, manufac-
tured goods and fuels. Depen-
dence on imports and a narrow 
base o f  export commodities the 
prices o f which fluctuated widely 
were a source o f  instability in 
the economy. Improvements in 
air and shipping services and 
the special trading arrangements 
with New Zealand helped to 
bring about a greater stability 
in recent years.

The favourable trends o f 1986 
for the Fiji economy continued in-
to the early months o f  1987. GDP 
growth maintained the momentum 
of the previous year. Domestic 
demand had started to increase in 
pace towards the end o f the first 
quarter. The 5.5 per cent tripartite 
wage guideline became effective in 
January 1987 and, being much 
higher than the 2 per cent infla-
tion rate at the time, gave ad-
ditional impetus to this trend.

Political events during the 
second and third quarter o f  1987 
resulted in drastic changes in
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the direction o f  the econom y. 
The prevailing uncertainties con-
tr ibu ted  to  heavy capital o u t-
flows, delay in sugar-cane h a r-
vesting, a sharp drop in visitor 
arrivals, and low levels o f  invest-
m en t because o f  the lack o f in -
vestor and business confidence. 
Subsequently , foreign reserves came 
under extrem e pressure, while ag-
gregate o u tp u t and em ploym ent 
deteriorated  considerably from 
the second half o f  1987. The 
econom ic dow nturn  resulted in 
severe adjustm ents, including the 
im position o f  redundancies and 
reduced working hours, cuts in 
wages and salaries, exchange rate 
devaluations, and o ther fiscal and 
m onetary  measures. Im ports fell 
below the 1986 level bu t, aided 
by the weaker Fijian dollar and 
substantial drawing down of 
carry-over sugar stocks, export 
earnings expanded significantly 
during 1987. These factors con-
tr ibu ted  to  the restoration o f 
Fiji’s foreign reserve position by 
the end o f  the year to  around 
its 1986 level.

There was a broad  dow nturn  
in the non-agricultural sector, par-
ticularly in the construction and 
building industry , which suffered 
a steep decline. The forestry, 
fishing and subsistence sectors 
continued to  perform  reasonably 
well, b u t these were in m arked 
contrast to  the rest o f  the 
econom y.

The delayed cane harvesting 
and the drought which persisted 
th rough 1987 com bined to 
reduce the average yield in tons/ 
hectare o f  cane from 59 in 1986 
to  41 in 1987. The acreage under 
cane was the same in b o th  these 
years and sugar p roduction  de-
clined from  502 ,000 tons in 1986 
to  400 ,000  tons in 1987. The 
figure for 1987 w ould  have been 
lower had it no t been for the 
welcome b u t unexpected  0.4 
favourable change in the cane- 
to-sugar ratio. Fiji was able to

satisfy all its export com m itm ents 
by calling upon  a large stock 
o f  178,000 tons which had ac-
crued from  the previous year.

A main elem ent o f  govern-
m en t econom ic policy following 
the change in government in 
May 1987 was the preservation 
o f  the co u n try ’s foreign exchange 
reserves which had come under 
a lot o f  pressure. The liquidi-
ty  o f  the  banking system had 
rapidly dried up. The govern-
m en t budget deficit rose rapid-
ly as business profits, personal 
income and im ports declined 
sharply. The government and 
public sector corporations had 
to  rely heavily upon  Reserve 
Bank accom m odation  in the face 
o f  tight dom estic liquidity and 
unwilling overseas lenders. The 
Reserve Bank claims upon  gov-
ernm ent and public sector cor-
porations rose from  zero in April 
to  $56 million in O ctober, b e -
fore declining to  abou t $22 mil-
lion by  the end o f  December.

The Fiji dollar was devalued 
by  17.25 per cent in June and 
by a further 15.25 per cent in 
O ctober, 1987. Interest rates were 
com pletely deregulated in June. 
Money m arket rates and yields 
on public sector bonds increased 
sharply. The Fiji Electricity 
A uthority , for instance, was hav-
ing to  borrow  funds th rough 90- 
day prom isory notes a t m ore 
than  25 per cent, in Septem ber, 
O ctober and November.

O ther measures were also pu t 
in place. Exchange control guide-
lines upon capital exports  were 
tightened. The s ta tu to ry  reserve 
deposit ratio was increased from  
9 to  11 per cent and the redis-
count window o f  the Reserve 
Bank had to  be closed. Penal 
rates, upon  short-term  accom m oda-
tion  by  the Reserve Bank to 
commercial banks, were p u t in 
place.

Private businesses which faced 
difficult cash flow positions

negotiated and agreed upon  wage 
and salary reductions w ith  their 
employees. Some o f  these reduc-
tions were as high as 50 per cent. 
In Septem ber, the Governm ent 
imposed a 15 per cent reduc-
tion on salaries in the public 
sector.

Domestic exports in value 
terms, which benefited  from  the 
devaluations, increased by 38 per 
cent. Retained im ports declined 
by about 8 per cent. Taking 
in to  account the increase in im -
port unit value consequent upon 
the two devaluations, this figure 
constitu ted  a very significant drop 
in the volume o f  imports. The 
visible trade balance therefore im -
proved from  a deficit equivalent 
to  $122 million in 1986 to $12 
million in 1987. But the im -
provem ent in the trade balance 
was eroded by a reduction in 
tourist receipts,13 a decline in 
net official capital receipts as 
government overseas borrowing 
became difficult, a m arked drop 
in long-term private capital in -
flow and a sharp increase in short-
term  capital outflow. The over-
all balance o f  paym ents showed 
a deficit equivalent to  $38 mil-
lion in 1987.

By year end, foreign reserves 
had stabilized and had started 
to  increase steadily from  the 
deep trough o f  the third  quar-
ter 1987. Bank liquidity  had 
improved and commercial bank 
indebtedness to  the Reserve Bank, 
w hich had exceeded $10 mil-
lion in August, September and 
October, was virtually cleared.

While financial stability was 
effectively regained by the be-
ginning o f  1988, difficult eco-
nomic issues remained. GDP 
fell in 1987 by abou t 8 per cent, 
almost as m uch as it had increased 
in 1986. Some further contrac-

1 3 Total visitors to Fiji decreased 
from 258,000 in 1986, an all-time 
high, to  190,000 in 1987.
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tion was predicted for 1988. 
Private investor and consumer de-
mand remained weak. The rate 
o f  growth o f commercial bank 
credit to the private sector, which 
had reached a peak o f  20 per 
cent, year on year, in September
1987, fell sharply to zero per 
cent by February 1988. It de-
clined in absolute amount over 
the year to the end o f  August
1988. The weak level o f  demand 
accounted for the strong exter-
nal reserve position maintained 
throughout 1988. Net foreign 
assets had been in excess o f  $240 
million since August 1988. These 
had accounted for the high level 
o f liquidity in the banks and 
low interest rates throughout the 
year.

The impact o f  the devalua-
tions o f  1987 upon consumer 
prices continued into 1988. By 
the end o f  the third quarter o f 
1988, the annual average infla-
tion rate, despite the continu-
ing weak demand, was running 
at 11.7 per cent.

Private sector investment re-
mained sluggish. Potential investors 
were still no t taking advantage 
o f  opportunities afforded by the 
devaluations o f  1987, the com-
petitive labour costs and the 
abundant funds in the financial 
system. The restoration o f  in-
vestor and consumer confidence 
was essential if the economy was 
to embark upon a steady long-
term growth path.

After experiencing a down-
turn during the international 
recession o f  the early 1980s 
(coffee prices bottom ed in 1981 
and mineral prices in 1982), the 
economy of Papua New Guinea 
had recently enjoyed a relatively 
strong recovery led by the ex-
port sector.

The structure o f the economy 
had undergone large changes in 
recent years, with mineral produc-
tion replacing agriculture as the 
most important area o f economic

activity and making up some 
60 per cent o f export earnings, 
against about 40 per cent for 
agricultural commodities.

Gold was the principal item 
o f  production, accounting for 
around 38 per cent o f  total ex-
port receipts. Production had 
increased steadily in recent years, 
with the opening up o f  new 
mines. Export receipts in 1987, 
at $488 million, were 150 per 
cent greater than in 1984. Cop-
per accounted for about 25 per 
cent o f exports. Export earnings 
fell by 5 per cent in 1986 but 
both  the volume of ou tput and 
export prices increased sharply 
in 1987 so that export earnings 
for this product nearly doubled. 
A further increase in 1988 seemed 
likely, although export prices for 
copper tended to decline in the 
second half o f the year.

Mainly as a result o f  new 
plantings, output o f  coffee, cocoa, 
copra and palm oil had been 
rising in recent years. However, 
with the exception o f coffee, 
earnings from these commodities 
declined sharply in 1986 and 
1987, principally because of sub-
stantial fall in export prices.

Although the f.o.b. price in 
kina was down nearly 50 per 
cent, coffee production and ex-
ports continued at record levels 
in 1987. But exports were likely 
to be lower in 1988, owing to 
the stockpiling o f  part o f  the 
output to keep within the quota 
set under the International Cof-
fee Agreement. Cocoa produc-
tion was also increasing in a de-
pressed world market. Palm 
oil exports, which almost trebled 
between 1981 and 1986, fell 
slightly because o f  declining prices. 
However, prices had improved 
in 1988. Reflecting the sharp 
fall in world prices, copra exports 
declined after 1986. By October 
1987, the resources o f the copra 
stabilization fund were used up 
and the Copra Board went into

debt. Increases in copra prices 
had improved the financial posi-
tion o f the Board in 1988.

Although it had accelerated, 
economic growth remained too 
slow to contribute sufficiently 
to solving the unemployment prob-
lem and to improving social con-
ditions in the rural areas, where 
most o f  the people lived. Agri-
culture represented the main source 
o f  livelihood for about three 
fifths o f  the population, but 
private investment in this sector 
was estimated to have been as 
low as 1.4 per cent o f  GDP in 
1986, which was only 10 per 
cent o f  total private investment. 
Most investments in the past 
had benefited the mining sector, 
which was dominated by large- 
scale foreign capital and provided 
relatively few employment oppor-
tunities.

To address this situation, the 
five-year Public Investment Pro-
gramme, issued in 1988, placed 
added emphasis on the prom o-
tion o f  smallholder agriculture 
and gave priority to directly pro-
ductive investments in rural areas. 
Public investment in agriculture 
was programmed to increase by 
65 per cent over the next four 
years. In order to  encourage 
local private investment, measures 
had been taken to facilitate ac-
cess to credit for Papua New 
Guinea citizens.

The Government’s spending 
policy was to  redirect its expen-
diture away from the current 
account and focus them on priori-
ty areas that would contribute 
more directly to generating pro-
ductive activities. However, with 
current expenditure traditionally 
accounting for more than 85 
per cent o f  total expenditure, 
its investment capability would 
remain constrained, even if the 
high share o f revenues absorbed 
by general administration could 
be reduced, the more so as the 
debt servicing o f the Govern-
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m ent was increasing and budgeta-
ry aid from Australia was de-
clining. As a percentage o f  the 
to ta l receipts o f the central gov-
ernm ent, Australian aid was down 
from  33 per cent in 1984 to  27 
per cent in 1986. U nder the 
agreement w ith  the Australian 
Governm ent covering the period 
1986-1991, Australian aid was 
to  decline in real terms by 5 per 
cent annually for direct b u d -
getary support and, allowing for 
increases in project assistance, by 
3 per cent in to ta l grants.

In order to  pursue develop-
m ent objectives effectively, it has 
become essential to  improve the 
internal competitiveness o f  the 
econom y. Its high cost s truc-
ture, which has affected expan-
sion o f  the tradable goods sec-
tors, was principally a ttribu ted  
to  relatively high wages and their 
indexation to the cost o f  living. 
Although partial wage indexation 
agreements came into force in 
1983 and 1986, under which 
wages were completely indexed 
only for inflation o f u p to  5 per 
cent, additional flexibility would 
be required to allow a downward 
adjustm ent o f  real wages.

In view o f  the indexation 
o f wages to  price increases, the 
exchange rate policy has been 
directed mainly at containing in-
flation through a strong currency 
and the authorities have trad i-
tionally no t been able to  use it 
as an instrum ent to strengthen 
international competitiveness. 
Despite some tem porary  departures 
from the traditional hard kina 
policy, the currency had been 
fairly stable against the special 
drawing right over the  past three 
years, and prices had been com -
paratively stable. The rate o f  
inflation was expected to  remain 
w ithin 5 per cent in 1988. Given 
the need to  reduce the high cost 
structure  o f  the econom y and 
improve the viability and profi-
tability o f  business undertaking,

the wage indexation and hard 
kina policies seem to  have con-
tribu ted  to  the low rate o f  growth 
o f  the  econom y.

Developments in Solom on 
Islands had been affected by  a 
40  per cent decline in the terms 
o f  trade since 1980, a fall in the 
availability o f  private capital in -
vestment and a reduction in the 
real value o f  official aid trans-
fers to  the Governm ent. Real 
econom ic grow th in the last de-
cade was estimated to  have been 
lower than  the 3.5 per cent an -
nual population  increase.

GDP declined by 0.5 per 
cent in 1986 and  by a further 
4.6 per cent in 1987. This poor 
perform ance resulted from sharp 
decreases in export prices in 1986 
and a steep decline in p roduc-
tion following cyclone Namu in 
m id-1986 and persistent drought 
conditions in 1987.

The situation had improved 
in 1988. Allowing for favourable 
w orld m arket prices and strong 
investment dem and, the  official 
projections were for GDP growth 
o f  around 7 -8  per cent. Increased 
production  o f  m ajor export items 
was expected in the next tw o to  
three years. Econom ic prospects 
were relatively good, w ith  fa-
vourable resource endow m ents in 
agriculture, forestry and fisheries — 
and possibly minerals and tourism , 
as tw o untapped potentia l growth 
sectors. However, w ith  earn-
ings from  exports  equating to  
60 per cent o f  GDP, and agricul-
ture, forestry and fisheries m ak -
ing up  more than  90 per cent 
o f  exports, economic prospects 
in the m edium  term  would co n -
tinue to depend mainly on the 
o u tp u t  o f  a few primary com m o-
dities and the external terms o f  
trade.

Fishing had been the fastest 
growing sector o f  the econom y 
and accounted for approxim ately 
45 per cent o f  the value o f  to tal 
exports. However, the fishing

companies had incurred losses for 
several years, as the world prices 
for tuna  had been low. Although 
they  declined from their record 
level o f  41 ,000  tons in 1986 
to 31 ,400  tons in 1987, mainly 
because o f  unfavourable weather 
conditions, fish catches were on 
a rising trend and reflected the 
expansion o f  the fishing fleet. 
With the addition o f  three m o -
dern purse-seiners in 1986, the 
industry ’s capacity was expected 
to  increase by more than 25 per 
cent. Plans were under consid-
eration to expand catches to
7 5 ,000 tons, which was regarded 
as the m axim um  allowable in the 
surrounding waters. With a new 
cannery scheduled to  begin opera-
tions next year, the export o f  
canned fish was expected to  rise 
from  1,200 tons in 1987 to  7 ,500 
tons in 1991.

Timber accounted for about 
30  per cent o f  merchandise ex-
ports. P roduction contracted from
4 4 0 ,000  cubic metres in 1986 
to  267 ,000  cubic metres in 1987, 
because o f  land access problems. 
With logging activities clearing 
about 7 ,000 -8 ,000  hectares o f  
natural forests per year, resource 
management had become a cen-
tral issue for this sector. A t pre-
sent, reforestation was limited 
to  about 9 00 -1 ,0 0 0  hectares con-
centrated  on government-owned 
land. Very little reforestation 
was being undertaken on custom -
ary land, where 80 per cent o f 
the logging activity took  place.

Production o f  copra, which 
was the main cash crop in rural 
areas, had declined sharply, from 
44 ,500  tons in 1985 to  32,400 
and 26 ,400  tons in 1986 and 
1987, largely because o f  a de-
cline in producer prices and, 
to  a lesser ex ten t, because o f  
cyclone damage to  coconut 
trees. C ontribu tion  to  to ta l  ex-
ports was less than  10 per cent 
in 1987, as was the case for oil 
palm products and cocoa. Cocoa
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production and exports were ex-
panding rapidly and earned al-
most as much as copra in 1987.

As in most countries o f the 
region, growth prospects in
Solomon Islands were constrained 
by growing budgetary deficits. 
Even though income was declin-
ing, real government consumption 
increased at an average annual 
rate o f nearly 10 per cent dur-
ing 1985-1988, boosting its share 
o f  GDP from 27 per cent in 1984 
to 47 per cent in 1988. Budget 
deficits tripled between 1985 and 
1987, to $SI 64.3 million or 48 
per cent o f  total expenditure.

In 1987, the budget deficit 
was covered mainly by foreign 
loans amounting to $SI 35 mil-
lion and by cash grant aid of 
$SI 30.2 million — including 
exceptional STABEX (system of 
stabilization of export earnings) 
transfers o f $SI 25 million which 
were secured in the wake of the 
post-1984 collapse o f commodity 
prices.

As a result o f  dwindling 
national savings, — from 7 per 
cent o f  GDP in 1985 to minus 
6.1 per cent in 1987 — external 
savings played the major role 
in financing growing investments. 
This heavy reliance on foreign 
resources, and the decline in 
real official aid and its grant com-
ponent, resulted in a substan-
tial increase in the country’s 
external debt outstanding, from 
$SI 80 million in 1983-1984 
to $SI 222 million in 1987. Two 
thirds o f  this were official debts 
(mainly on concessional terms) 
and one third was private. The 
amount o f debt service increased 
to $19 million in 1987, or nearly 
15 per cent o f  export receipts, 
against 6.6 per cent in 1983 and 
9.4 per cent in 1986. Service 
payments on external debt were 
expected to rise sharply over 
the next few years.

Some domestic borrowing had 
been necessary, mainly to finance

recurrent expenditures not eligible 
for foreign aid. In view of the 
size and persistence o f  the govern-
ment deficit, there were dangers 
that a rise in domestic borrow-
ing from the banking system, 
leading to substantial increases 
in broad money, would further 
add to existing pressures upon 
prices, external reserves and the 
external sector. According to 
the Central Bank 1988 mid-year 
review, while government borrow-
ing from the banking system 
rose by $SI 12 million in the 
first half of this year, the money 
supply rose by $SI 14 million 
(34 per cent in the year to June 
1988). The Honiara retail price 
index rose by 8 per cent (June 
1987 to June 1988). Net ex-
ternal reserves fell by $SI 10 
million, or 16 per cent, despite 
depreciation of the exchange rate, 
on average by 7 per cent against 
its basket o f major trading cur-
rencies.

In view of these circumstances, 
the authorities faced the need 
to bring about the necessary 
adjustments rapidly, primarily by 
containing the fiscal gap which 
had become a major potential 
source o f instability in the econ-
omy and could undermine the 
otherwise favourable growth 
prospects.

Tonga, another small Pacific 
country, was very vulnerable to 
external influences. Its main 
trading partners were Australia 
and New Zealand which collec-
tively absorbed about 80 per 
cent o f  its exports and supplied 
about 60 per cent o f  its imports. 
The economy was very open, 
with imports generally exceeding 
50 per cent o f GDP. The coun-
try typically showed a substan-
tial trade deficit every year. The 
visible import-to-export ratio 
ranged between 4 and 8 from 
1984 to 1987.

The economic base of Tonga 
was very narrow. Subsistence

agriculture was important, provid-
ing the main source o f livelihood 
for the bulk o f the population. 
The agricultural sector and other 
tradable goods sectors had been 
increasingly exposed to a num -
ber o f  adverse economic factors 
in recent years. Tongans who 
emigrated tend to be able-bodied 
persons with skills. They consti-
tuted a drain o f resources which 
had immediate negative impact 
upon production, particularly in 
agriculture. The high level o f 
aid, which flowed mainly to the 
public sector, resulted in increased 
employment demand in the urban 
areas and high wages and salaries 
in the government and other 
sectors, such as the building and 
construction industry.

This particular trend had con-
tributed to the growing scarcity 
and costliness o f  agricultural la-
bour. By mid-1988, unskilled 
labour was already commanding 
a wage rate o f $2 per hour plus 
other expenses, such as transport 
and meals. This wage rate was 
considered by farmers as an ef-
fective incentive for reducing la-
bour input. In many cases, remit-
tances helped support rural fami-
lies who were then able to sustain 
an acceptable standard o f living 
accompanied by reduced family 
labour input into subsistence and 
commercial agriculture. The fa-
vourable external sector positions 
which were sustained through 
overseas aid and remittances made 
it easier for the important role 
of exchange rates in economic 
adjustments to be accorded low 
priority. They also made it pos-
sible for a hard currency policy 
to be maintained in an effort 
to cushion imported inflation. 
Such a process penalized agricul-
ture and other tradable goods 
sectors, whose competitiveness was 
further eroded.

Tourism was accorded high 
priority in the development plan 
o f the country, and its impact
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upon em ploym ent and the ex -
ternal accounts was expected to 
grow in im portance. The large 
annual trade deficits were covered 
through rem ittances from  Tongans 
w ho lived abroad and aid from  
traditional donors, such as 
Australia, New Zealand, EEC and, 
m ore recently , Japan. Annual 
rem ittances and aid were curren t-
ly running at about 25 and 20 
per cent o f  GDP respectively. 
These two items accounted for 
the annual surpluses in the cur-
rent account o f  the balance o f  
paym ents which Tonga had en -
joyed  in recent years. The over-
all balance o f  paym ents o f  Tonga 
had also traditionally registered 
m odest annual surpluses. Foreign 
exchange reserves currently  hovered 
at around five m onths o f  im ports.

The Tongan p a ’anga was tied 
to  the Australian dollar. Exchange 
rates had fluctuated w ith  wide 
amplitudes against the New 
Zealand dollar over the last four 
years, reflecting the changes b e t-
ween th a t currency and the 
Australian dollar. As New Zealand 
was an im portan t source o f  food 
im ports for Tonga, these changes 
had immediate influence upon  
the domestic cost o f  living.

The public sector was a pre-

dom inant influence on economic 
activity in Tonga. Central govern-
m ent expenditure absorbed b e t -
ween 40  and 50 per cent o f  GDP 
annually. These high levels o f  
absorption were supported  by ex-
ternal aid. C urrent expenditures 
had risen steadily, particularly 
over the  last three years, mainly 
because o f  the  rising cost o f  the 
public service and the  m aintenance 
costs o f  projects funded through 
aid. Assuming th e  current level 
o f  aid, governm ent finance was 
sustainable, provided tight control 
o f  current expenditure was m ain-
tained and capital projects con-
tinued  to  be carefully appraised 
before they  were considered for 
im plem entation . External debt, 
at less than  2 per cent o f  cur-
rent receipts, was relatively low. 
But this picture could change 
drastically if  external aid and 
rem ittances were to  becom e less 
favourable than  had been the 
case in recent years.

The rate o f  inflation, meas-
ured by  the changes in the con-
sumer price index, fluctuated 
widely in Tonga. The main fac-
tors which influenced these 
changes were the  exchange rate 
variation and the  disruptions to 
dom estic food supplies stemming

from  natural causes such as 
droughts and hurricanes. Infla-
tion  had peaked to  36 per cent 
in the  first quarter o f  1986, but 
was dow n to  2 per cent in the 
first quarter o f  1987. However, 
the  persistent drought o f  1987 
had led to  a reversal o f  this trend 
and the  inflation rate had since 
increased to  15.6 per cent by 
th e  end o f  the  first quarter o f  
1988. Interest rates are con-
trolled in Tonga. The m axim um  
lending rate for banks is 10 per 
cent. Savings and tim e depo-
sit interest rates are also regu-
lated. The m axim um  for time 
deposit rates are graduated ac-
cording to  term  u p to  6.5 per 
cent for 36 m onths. All these 
ceilings have been in place for 
some years. With inflation 
rates fluctuating widely, in-
terest rates on b o th  bank  loans 
and bank  deposits have at times 
been negative sometimes for 
relatively long periods.

A central bank  is in the p ro -
cess of being established and it 
is expected  tha t m onetary  and 
exchange rate policies will then 
becom e additional and active in-
strum ents o f  national economic 
m anagement.
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IV. INTERNATIONAL TRADE AND BALANCE OF 
PAYMENTS OF DEVELOPING ECONOMIES 
IN THE ESCAP REGION

A. MERCHANDISE TRADE

1. Regional highlights

Consistent with its im portant 
role in the economies o f 

the ESCAP region, international 
trade provided a strong stimulus 
to their economic growth during 
1987-1988. Markets generally 
were buoyant for bo th  primary 
commodities and manufactures in 
most parts o f the world. Strong 
rates of economic growth in most 
industrial countries meant sus-
tained demand for exports from 
the ESCAP region. Demand also 
remained high within the region 
itself. O f special significance for 
Asian exports since 1985 was 
the dynamic growth o f  the 
Japanese market, which benefited 
many economies, particularly those 
in East and South-East Asia.

After posting a growth rate 
o f above 30 per cent in 1987 
(table IV .1)1 , the dollar value of 
exports from the developing coun-
tries o f the region continued 
to expand rapidly in 1988. Avail-
able data indicated that the 1988 
rate of growth in exports would 
be as strong as in 1987 for many 
countries, although rates of 
growth for NIEs in East Asia

were likely to slow down from 
the previous year’s rates o f above 
36 per cent. Although the least 
developed and the smaller eco-
nomies o f the region also ben-
efited from the growth o f export 
demand, with their narrow com-
modity trade structures, they con-
tinued to remain vulnerable to 
diverse forces causing wide fluctua-
tions in their export earnings, 
with little progress being made 
towards removing the structural 
imbalances in their external trade 
and payments.

The rapid expansion o f  ex-
ports and the development of 
trade surpluses with some of 
their major trading partners put 
the East Asian NIEs under some 
pressure to  adjust and remove 
those imbalances. Their curren-
cies, especially the Korean won 
and the new Taiwan dollar, were 
allowed to  appreciate further af-
ter 1987, reducing the competi-
tive edge o f their exports (see 
chapter V.B). The value o f the 
Korean won, for example, ap-
preciated from about 808 per 
dollar in August 1987 to 722 
in August 1988. The Hong Kong 
dollar, however, kept steady at 
its fixed parity o f  $HK 7.8 to 
the United States dollar, which 
allowed Hong Kong exports to 
continue to benefit from the 
relative depreciation o f the cur-
rency o f  Hong Kong in terms 
o f other major currencies.

A number o f anti-dumping 
investigations were conducted 
during the period under review

against NIE exports in many 
developed countries, and further 
restrictive quotas were applied 
to some categories o f  their ex-
ports. The United States decided 
to  terminate the generalized system 
of preferences (GSP) privileges 
o f  NIES with effect from 1989. 
All these, coupled with the up-
ward pressure on domestic labour 
costs, tended to erode the com-
petitiveness o f  the exports of 
NIEs and to slow down their 
growth. However, their produc-
tion facilities were moving out 
elsewhere, in and outside the 
region, to keep their export drive 
strong, while they were also look-
ing for opportunities to  divers-
ify export markets. In the pro-
cess, their trade links with other 
developing economies o f  the 
ESCAP region were growing
stronger, while the industriali-
zation of those countries was 
at the same time being aug-
mented.

China and the ASEAN (As-
sociation o f South-East Asian Na-
tions) group o f  countries also 
experienced a marked increase 
in their export earnings as a result 
o f both  strong demand for their 
manufactures exports and con-
tinued recovery o f  commodity
prices. However, prices o f oil 
fell back in 1988 by almost a 
third from the 1987 level, which 
adversely affected the exports o f 
Brunei Darussalam and Indonesia, 
the two ASEAN countries most 
dependent on oil and gas exports. 
For Indonesia, however, this was

1 Table IV. 1 is used as the main 
basis for comments on movements 
in exports and imports throughout 
this chapter. Details on commodity 
and market performance have been 
supplemented by other national and 
international source material.
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Table IV. 1 . Annual growth rate o f  the dollar value o f  exports and imports in the ESCAP region
(Percentage)

Total exports Total im ports

Averages Averages

1980-
1985

1985-
1987

1986 1987 1988
(half
year)

1980-
1985

1985-
1987

1986 1987 1988  
(half 

year)

ESCAP region 4.8 14.0 8.9 19.4
...

2.0 8.9 0.4 18.1
...

Developing ESCAP region 4.1 14.5 0.3 30.7
...

4.4 9.9 1.9 18.5
...

a. East Asia

China 8.5 20.2 14.8 25.8 26.5 16.8 0.9 1.8 —0.1 19.0
Hong Kong 8.9 26.7 17.4 36.9 28.2 5.8 27.7 19.1 37.1 28.7
Republic o f Korea 11.6 25.0 14.7 36.2 26.7 6.9 14.9 1.7 29.9 29.1

b. South-East Asia

Brunei Darussalam —8.3 —21.4 —38.7 —0.1 ... 1.4 46.3 7.9 98.5 ...
Indonesia —3.2 —5.6 —40.4 49.5 ... —1.2 0.1 5.0 —4.6 —1.7a
Malaysia 3.5 7.9 —9.3 28.3 25.9 2.6 1.6 —12.0 17.3 33.7
Philippines —4.4 11.1 4.2 18.5 26.7 —8.4 13.9 —2.6 33.1 29.4
Singapore 3.3 12.0 —1.4 27.1 43.0 1.8 11.3 —2.8 27.4 40.0
Thailand 1.8 26.0 24.5 27.5 37.0 a —0.4 18.5 —1.0 41.9 54 .9 a

c. South Asia

India 3.9 10.3 3.0 18.2 28 .7a 3.7 7.9 6.9 8.9 10.9 a
Pakistan 0.9 23.4 23.5 23.2 16.4 1.9 —0.6 —8.9 8.4 17.9
Sri Lanka 4.0 3.8 —8.1 17.3 16.9 —2.0 7.7 —0.1 16.1 12.8

d. Least developed countries

Afghanistan 0.4 4.9 —1.5 11.6 ... 9.2 17.8 23.0 12.9 ...
Bangladesh 4.8 3.8 —11.0 21.1 29.7a —0.7 4.0 1.0 7.1 21.8a
Burma 4.6 0.2 —0.2 0.6 ... —3.5 1.8 3.0 0.5 ...
Lao People’s Democratic

Republicb —4.6 13.5 —21.7 64.6 ... —12.1 17.5 8.5 27.2 ...
Nepal 16.9 9.8 5.8 14.0 45.2 6.3 28.8 7.9 53.9 18.4
Samoa 9.6 —36.2 —61.5 5.6 40.0 —2.9 7.8 —10.4 29.8 25.0
Vanuatu 0.1 —6.2 —15.8 4.3 66 .7a —2.6 20.4 7.2 35.1 6 .3a

e. Pacific island countries

Fiji —8.5 10.5 4.3 17.0 ... —4.6 —15.6 —14.4 —16.8 ...
Papua New Guinea —4.1 13.0 14.2 11.9 41.6 —3.1 15.7 7.1 24.9 13.9
Solomon Islands —0.9 —5.2 —6.4 —4.1 ... —1.3 —1.5 —12.0 10.3 ...
Tonga —9.4 10.5 16.0 5.2 . . . 3.7 1.0 —3.3 5.3 ...

f. Other developing countries

Iran, Islamic
Republic o f —0.7 —10.7 —40.7 34.5 ... —1.9 —12.1 —18.0 —5.7 ...

Viet N am b 14.2 10.2 —2.3 24.3 ... —7.3 —0.2 —1.4 0.9 ...

Developed countries 5.5 13.6 16.9 10.3 16.0 —0.8 7.6 —1.5 17.5 28.7

Australia 0.5 8.3 —0.3 17.6 26.0 2.9 7.2 1.8 12.9 20.6
Japan 6.4 14.3 19.5 9.3 14.6 —1.5 7.5 —2.2 18.2 33.1
New Zealand 1.1 11.9 3.6 20.9 24.5 1.7 10.5 0.9 21.1 6.2

Sources: IMF, Direction o f  Trade Statistics Yearbook , various issues, and International Financial Statistics, vol. X LI, No. 
10 (O ctober 1988).
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substantially offset by the rapid 
growth of non-oil export receipts.

In South Asia, the export 
growth o f India tended to acce-
lerate further in 1988, after growth 
o f 18 per cent in 1987. The 
exports o f Pakistan increased at 
a sustained 23 per cent rate for 
a period o f three years, 1985-
1987, and were expected to main-
tain that impetus in 1988. The 
exports o f Sri Lanka were also 
moving upward again in 1988, 
after a growth rate o f  17 per cent 
recorded in 1987.

Exports from some o f  the 
least developed countries o f  the 
region also showed a good rate 
of growth, led by exports o f  light 
manufactures, especially garments. 
The exports o f Bangladesh and 
Nepal, for example, grew by 
21 and 14 per cent respectively 
in 1987 and were showing even 
better growth prospects in 1988, 
with an almost 30 per cent in-
crease for Bangladesh and 45 
per cent for Nepal during the 
early months. Most o f  the South 
Pacific island economies achieved 
growth rates considerably lower 
than the regional average in 1987, 
though with continued recovery 
o f commodity prices their pros-
pects improved somewhat in
1988.

While the price o f  oil de-
clined, prices o f some of the 
commodities o f export interest 
to the region continued to rise 
in 1988, a process which started 
in 198 /. Among the commodi-
ties o f export interest to the 
developing economies o f  the re-
gion, price recoveries were rela-
tively strong in the cases o f  copper, 
copra and other coconut products, 
palm oil, rice, rubber, sugar and 
timber. Prices o f cotton, coffee, 
cocoa, jute, tin and tea, how-
ever, remained stagnant or were 
falling. Some o f  the other prices 
also tended to  flatten out or 
fall later in 1988 (see figure IV. 1). 
This pattern o f  recovery in com-

modity prices, together with the 
different composition o f  exports 
o f  individual countries affected 
their export earnings in various 
ways. In some cases, as in 
Bangladesh, Malaysia, Pakistan, the 
Philippines, Sri Lanka and 
Thailand, the terms o f trade im-
proved somewhat in 1987, ena-
bling a partial recovery o f the 
losses they sustained during 1985- 
1986. With commodity prices 
easing again in the later part of

1988, these gains were likely 
to be eroded during the year.

In 1987, markets for ex-
ports from the ESCAP region 
were buoyant in all regions. The 
total exports o f  the developing 
ESCAP region to industrial coun-
tries increased by 31.3 per cent, 
from $108 billion in 1986 to 
$141.8 billion in 1987.2 Exports

2
Data exclude the Islamic R e-

public of Iran.

Figure IV. 1. Price movements o f selected commodities exported from 
developing countries o f the ESCAP region
(1980= 100)

Sources: IMF, International Financial Statistics, various issues.
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to  the U nited States rose from  
$44.6 billion to  $56.6 billion, 
and to  Japan  from  $27.4 billion 
to  $37.1 billion. Exports among 
developing econom ies o f  the region,

especially China, Hong Kong, 
India, Indonesia, Malaysia, the 
Republic o f  Korea, Singapore 
and Thailand, were up  by  34.5 
per cent from  $50.5 billion in

1986 to  $67.9 billion in 1987 
(see box  IV. 1).

With the exception o f  China, 
Indonesia and a few others, all 
countries in the region m aintained

Box. IV. 1. Growing importance of intraregional trade in the ESCAP region
The pa tte rn  o f geographical dis-

tr ibu tion  o f trade flows for the de-
veloping econom ies o f the ESCAP 
region indicated tha t the developed 
m arket economies continued to be 
their major trade partners, account-
ing for around 60 per cent o f  their 
exports and im ports (see table A). 
However, w ithin th a t group Japan 
has replaced the United States in 
recent years especially as the  largest 
source o f their im ports. Japan’s 
share o f the exports o f the develop-
ing econom ies tended to decline 
in the 1980s, whereas tha t o f  im-
ports tended to rise. Thus, cur-
rently the U nited States remained 
the largest single m arket for exports 
while Japan was the largest source 
o f im ports for the developing econo-
mies of the  ESCAP region. This 
in part was a m anifestation o f the 
structural imbalances in world trade, 
w ith the high trade surplus o f  Japan 
and the  deficit o f the United 
States.

However, spurred by the re-
cen t realignment o f currency ex-
change rates, and im port liberaliza-
tion  and demand-stimulating meas-
ures, exports to  Japan from  the 
region tended to rise faster than 
exports to the United States and 
Western Europe. On the  first half 
o f 1987, Japan’s 1988 first half 
im ports rose by 34 per cent, a much 
faster rate than tha t o f the United 
States and Europe. The im ports o f 
Japan  from  countries in East and 
South-East Asia rose at even faster 
rates. Thus, for exam ple, the im-
ports o f  Japan  from  South-East Asia 
as a whole rose by 35 per cent 
during the period. Im ports from 
China and the Philippines rose by 
rates o f  67 and 55 per cent respec-
tively.

Looking at from the side o f 
the  exporting countries, during the 
same period, the exports o f  Thailand 
to Japan rose by 45 per cent, a rate 
m uch faster than tha t o f  the  to tal 
exports growth o f  Thailand. The

exports o f the Republic o f Korea 
to  Japan also rose by m ore than 
50 per cent during the first half o f 
1988 following a 55 per cent rise 
in 1987. With 44 per cent o f 
Indonesia’s exports going to  Japan, 
a 60 per cent grow th in those ex-
ports was recorded in 1987 and 
similar increase was expected in 
1988. The relatively narrow base 
on which growth took  place may 
render th e  rates less significant than 
was apparent, bu t the high growth 
trend  could be expected to con-
tinue as part o f  the  adjustm ent p ro-
cess world wide and in the region.

The realignm ent o f m ajor cur-
rency exchange rates since 1986 
and progressive liberalization o f do-
mestic m arkets in m any countries 
o f  the region also induced larger 
volumes o f intraregional investm ent 
flows, involving relocation o f  in-
dustries w ithin the  region as a source 
o f  expanded trade relations among 
the countries. Japan was playing 
an im portan t role in th a t process. 
The process tended to  lead to  a 
horizontal division o f labour be t-
ween Japan and the developing coun-
tries, generating tw o-w ay trade flows 
in interm ediate and finished prod-
ucts betw een them .

An im portan t emerging trend 
in intraregional trade, however, 
was an expansion o f trade among 
developing Asian countries. Trade 
among developing Asian countries 
accounted for around 27 per cent 
o f exports b u t a lesser percentage 
o f  im ports. This share, however, 
did no t show m uch change during 
the period 1985-1987 , though much 
higher than  in 1980. Moreover, 
data  in table B show tha t among 
the  selected country  groups and 
countries, the  relative im portance o f 
trade w ith developing econom ies o f 
th e  ESCAP region was above average 
for China and below average for India. 
The table reveals tha t the  m ost sig-
nificant inter-subregional trade flows 
were (i) China to  NIEs, (ii) Indonesia,

Malaysia, the Philippines and Thailand 
to NIEs and (iii) NIEs to  Indonesia, 
Malaysia, the Philippines and Thailand. 
The trade flows between China and 
NIEs largely represented trade bet-
ween China and Hong Kong, w here-
as trade between Indonesia, Malaysia, 
the Philippines and Thailand and 
NIEs reflected, to some ex ten t, the 
connection between in ternational in-
vestm ent and trade. Strikingly, inter- 
subregional trade flows had little 
significance for South Asia except 
for some m odest trade flows w ith-
in South  Asia itself. The constancy 
o f  the share o f  trade among the de-
veloping econom ies o f  the  ESCAP 
region suggested tha t tha t trade had 
just kept pace w ith the expansion in 
the to tal trade o f those economies. 
There was ye t no discernible dy-
namism in intraregional trade. Most 
o f  these trade flows were deter-
mined by geographical proxim ity or 
historical links (China and Hong 
Kong) rather than by econom ic co-
operation efforts (ASEAN, SAARC, 
Bangkok Agreement). The emerging 
econom ic com plem entarity between 
Indonesia, Malaysia, the Philippines 
and Thailand and NIEs possibly 
created some trade flows b u t these 
were n o t very large.

However, recen t currency realign-
m ents and protectionist pressures in 
the  developed country m arkets have 
tended to  result in a fresh m om entum , 
as part also o f m arket diversification 
efforts. Investm ent flows from NIEs 
o f the ESCAP region, together w ith 
relocation o f some o f  their indus-
tries in o ther parts o f the  region, 
in a m anner similar to  th a t between 
Japan and o ther economies o f  the 
region, were also creating similar 
trade expansion possibilities. As 
evidence o f  tha t process, during 
the  first half o f 1988 the exports 
o f the  Republic o f  Korea to  Thailand, 
fo r example, expanded by  more 
than 80 per cent, to  Hong Kong 
by m ore than 60 per cent and to 
Indonesia by more than 40 per
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high rates of im port growth, 
total developing country imports 
increasing by 18.5 per cent in 
1987. China, although generally 
continuing with its policy o f

liberal imports, had to restrain 
imports, which had been grow-
ing strongly upto 1985, for rea-
sons related to its balance of 
payments. Notwithstanding high

rates o f  export growth, the trade 
deficit o f  China was in excess 
o f  $15 billion in 1985, which, 
with a slow-down in im port growth, 
fell to $12 billion in 1986. With

cent. These rates were to be seen in 
the context o f their narrow bases. 
However, this broadening of the 
trade base of the Asian and Pacific

region, with its own growing im-
port capacity, could enable the re-
gion to  cushion significantly the 
impact o f growth-inhibiting adjust-

ment which was bound to result 
from the correction o f current large 
imbalances in the world economy.

A. Geographical distribution o f foreign trade for developing economies o f the ESCAP region
(Percentage)

Country /C ountry group
Exports Im ports

1970 1980 1985 1986 1987 1970 1980 1985 1986 1987

Developed market economies 64.1 61.6 60.0 59.6 60.4 71.5 58.9 60.5 62.5 59.8
Japan 19.4 22.0 17.9 14.9 15.4 22.0 20.0 22.9 23.5 22.1
United States 16.2 15.5 21.1 23.3 23.0 17.3 14.4 13.2 12.7 12.5
Western Eupore 23.5 19.5 16.6 17.1 18.0 24.5 18.6 18.9 21.3 20.2
Other 5.0 4.6 4.4 4.3 4.0 7.7 5.9 5.5 5.0 5.0

Socialist Europe
Eastern Europe and the USSR 5.0 3.8 3.5 3.2 3.0 3.7 3.5 3.2 3.9 3.0

Developing countries 30.9 34.6 36.5 37.2 36.6 24.8 37.6 36.3 33.6 37.2
ESCAP developing countris 22.4 23.1 27.4 27.2 27.4 18.9 19.8 22.6 23.0 25.1
Oil-exporting countries 2.3 4.3 3.1 2.9 2.5 2.1 10.0 5.6 4.0 4.3
Other 6.2 7.2 6.0 7.1 6.7 3.8 7.8 8.1 6.6 7.8

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: IMF, Direction o f  Trade Statistics Yearbook, various issue; and national sources.

N otes: Other developed market economies = Australia, New Zealand, and North America excluding United States
o f America.

Other developing countries = South America, Africa and Middle East.

B. The distribution o f intraregional trade flows among developing economies o f the ESCAP region, 1985
(Percentage)

From /To ASEAN-4a NIEs China India South
Asia

Developing
ESCAP

World

ASEAN-4 4.50 18.05 1.30 1.25 0.97 26.47 100.00
NIEs 8.70 5.92 3.26 1.42 1.95 22.55 100.00
China 3.74 35.83 — — 1.23 40.88 100.00
India 1.85 7.07 0.00 0.00 5.13 14.12 100.00
South Asia 1.75 6.10 1.40 2.39 4.27 18.10 100.00

Source: United Nations Statistical Office, Geneva.

a Indonesia, Malaysia, the Philippines and Thailand.
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continued growth in exports and 
virtual zero growth in im ports, 
the deficits came down to  $3.8 
billion in 19873 and were likely 
to go up  again to  $7.0 billion 
in 1988. Fiji and the Islamic 
Republic o f  Iran were tw o other 
countries to  experience im port 
contraction  in 1987.

Many o f  the o ther countries 
in the region further widened 
the usual deficits in their trade 
balances in 1987, indicating a 
faster rate o f  growth in imports 
than exports. With the trend 
generally towards following more 
liberal im port policies and the 
prospects for exports, which had 
been pessimistic during 1985- 
1986, improving in 1987, im ports 
tended  to  rise faster to  cause 
the deficits in trade balances 
to  widen. The Republic o f  Korea 
and Taiwan Province o f  China 
had been the only economies 
to tu rn  their deficits in to  sur-
pluses in recent years. The sur-
pluses o f  the Republic o f  Korea 
went up from $3.1 billion in 
1986 to  $6.4 billion in 1987. 
During the first ha lf  o f  1988, 
a surplus o f  $3.0 billion was 
recorded.4 Later forecasts indi-
cated that an even larger surplus 
for the year as a whole would 
be achieved.

2. Subregional patterns

(a) China and other East Asia

The export growth rate o f  
China accelerated to  about 26 
per cent in 1987, from 15 per 
cent in 1986. The rate o f  growth 
o f  exports during the first ha lf o f  
1988 was a little higher, at 26.5 
per cent. A rate o f  18 per cent,

however, was estimated to  have 
been achieved for the  whole o f  
1988. The largest part o f  the 
trade o f  China was conducted 
w ith in  the Asian region. Almost 
44  per cent o f  its exports in 1987 
w ent to  the developing ESCAP 
region, the  largest share going 
to  Hong Kong and Macao and 
to  Singapore. The o ther major 
m arkets were Japan, w ith  16 
per cent, EEC, w ith about 10 
per cent, and the  United States 
w ith about 8 per cent. In  1987, 
the highest growth in the  exports 
o f  China took  place in the devel-
oping ESCAP region, w ith a growth 
rate o f  36.6 per cent, followed 
by a 26 per cent grow th in ex-
ports  to  Japan. Exports to  the 
United States increased by 15 
per cent, and those to  EEC de-
clined by 2.5 per cent. The ex-
port trade consisted o f  a varied 
mix o f  com m odities, including 
bo th  prim ary products  and m anu-
factures. Among them , crude 
oil, textiles, toys and shoes made 
substantial export gains during 
1987-1988.

Because o f  the continuing 
restraint on im ports after the 
widening o f  the trade deficit 
in 1985, the value o f  the imports 
o f  China showed very little change 
in 1987 from the level o f  $43 
billion in 1986. In 1988, im -
ports were rising again at the 
rate o f  about 19 per cent in the 
first half, w ith large imports o f  
grains and o the r agriculture p ro -
ducts, chemicals and fertilizer made 
necessary because o f  prolonged 
drought and o ther climatic dam -
age to  agricultural production.

In the three newly indus-
trializing economies o f  East 
Asia — Hong Kong, the Republic 
o f  Korea and Taiwan Province 
o f  China — exports consisted 
mainly o f  m anufactured goods. 
These economies continued to  
experience strong growth in ex -
ports  in 1988, after recording 
very high rates in 1987.

For Hong Kong, the growth 
o f  domestic exports slowed down 
from the last quarter o f  1987 
and was estimated to  be only 
10.6 per cent in the first half 
o f  1988. However, re-exports, 
mainly to  China, remained very 
buoyant. Growth in exports 
to  the Chinese and Japanese m ar-
kets in 1987, o f  nearly 50 per 
cent in b o th  cases, was a major 
element in the export perform -
ance o f  Hong Kong. Although 
facing protectionist restraints in 
im portan t markets, the exports 
o f  Hong Kong continued to  en -
jo y  a competitive advantage owing 
to the relative depreciation o f  
its currency against major cur-
rencies other than the United 
States dollar. For example, this 
helped Hong Kong in the Chinese 
m arket against competing Japanese 
exports. The relocation o f  a 
num ber o f  processing facilities 
from  Hong Kong to  China also 
gave a strong boost to the ex -
ports o f  Hong Kong to  China. 
Exports to EEC, especially to 
the Federal Republic o f Germany 
and the United Kingdom, also 
continued to do well, b u t  the 
United States m arket was more 
subdued, one consequence being 
tha t its m arket share o f  Hong 
Kong exports fell to  around 28 
per cent in 1987, as against 31 
per cent in 1986. It was likely 
to fall further in 1988.

Im portan t changes also oc-
curred in the growth pattern  
o f  different com m odity  groups. 
Among domestic exports, elec-
tronic com ponents, clocks, metal 
m anufactures and domestic ap -
pliances continued to register 
rapid growth, b u t textiles and 
garments tended to  decline.

The large increase recorded 
for imports in 1987 was mainly 
due to  the strong growth in the 
re-export trade. The increase 
in the volume o f  retained im -
ports, at 21 per cent in 1987, 
was m uch lower and was even

3
United Nations, M onth ly  B ul-

letin o f  Statistics, vol. XLII, No. 10 
(October 1988).

4 United Nations, M onth ly  Bul-
letin o f  Statistics, vol. XLII, No. 12 
(December 1988).
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lower in the first half o f 1988. 
China, with 30 per cent, and 
Japan, with 19 per cent, were 
the principal sources o f supply 
o f  Hong Kong imports in 1987. 
Other main sources o f supply 
were Taiwan Province o f China, 
the Republic o f Korea, Singapore 
and the United States.

The Republic o f  Korea and 
Taiwan Province o f  China, both 
o f which developed surpluses in 
their trade balances with their 
North American and European 
trading partners, would probably 
face more restraints on their 
exports. However, export growth 
during the early months o f 1988 
remained strong, with a first 
half growth rate of 27 per cent 
for the Republic o f  Korea, though 
lower than the 36 per cent growth 
achieved in 1987. The apprecia-
tion o f the won, domestic wage 
cost increases and the anti-dump-
ing investigations against a num -
ber o f  Korean exports in some 
of its major export markets, were 
expected to cause growth to 
slow down during the year.

Exports to the United States, 
which accounted for about 39 
per cent o f total exports, grew 
by 32 per cent in 1987, but in 
1988 growth was expected to 
slow down substantially. Ex-
ports to EEC, with a 14 per 
cent market share in 1987, were 
expected to rise by 25 per cent 
in 1988. Exports to Japan grew 
very rapidly, by 55 per cent in 
1987 to  $8.4 billion. In 1988 
they were expected to increase 
by a further 40 per cent.

In 1987, the value o f  im-
ports o f the Republic o f Korea 
also showed great buoyancy, with 
a rate of growth o f 30 per cent. 
Its trade surplus, however, in-
creased from $3.1 billion in 1986 
to $6.4 billion in 1987. The 
surplus with the United States 
was running at the rate o f $9.6 
billion, whereas there was a defi-
cit of $5.2 billion with Japan.

These imbalances were expected 
to moderate in 1988, through 
slower growth o f  exports to, 
and faster growth o f imports 
from, the United States, and 
a faster growth o f  exports to, 
and slower growth o f  imports 
from, Japan.

(b) South-East Asia

The structure o f  trade of 
the ASEAN group o f countries, 
which were generally more de-
pendent on primary commodity 
exports, was also changing rapidly 
with a continuing rise in the share 
of manufactures in total exports. 
With the exceptions o f  Brunei 
Darussalam and Indonesia, the 
share o f manufactures in total 
exports o f the ASEAN coun-
tries reached close to 50 per cent. 
The dependence o f Indonesia on 
oil and natural gas exports also 
came down to a level of about 
40 per cent, with rapid growth 
in that country’s non-oil exports.

In Malaysia, total exports,
o f  which manufactures accounted 
for about 45 per cent, grew at 
a rate o f  28 per cent in 1987, 
after a 9 per cent decline in 1986. 
During the first half o f  1988, 
a growth o f  26 per cent was ac-
hieved. Among the major cat-
egories o f manufactures, exports 
o f machinery and transport equip-
ment were up by 19 per cent in 
1987, but the rate of growth 
could be slower in 1988. Earn-
ings from five major non-fuel 
commodities — rubber, palm oil, 
timber, cocoa and tin — increased 
substantially as a result o f  con-
tinuing recovery in their prices. 
However, because o f the fall in 
prices, earnings from crude petro-
leum and natural gas exports 
were unlikely to grow in 1988.

In 1987, 54 per cent o f  the 
exports o f  Malaysia went to the 
markets o f  industrial countries,
mostly to the United States,
Japan and EEC in roughly similar

shares. Markets in the develop-
ing countries o f  the ESCAP re-
gion took 38 per cent o f the 
exports o f  Malaysia. Exports 
to  the industrial countries in-
creased by 20 per cent in 1987, 
with the strongest growth being 
to the markets in the United 
States and EEC, at 29 and 26 
per cent respectively. Growth 
in exports to Japan in 1987 was 
much lower, at under 8 per cent. 
The exports o f  Malaysia to  the 
developing countries o f  the 
ESCAP region registered the high-
est rate o f growth, 40 per cent, 
in 1987. This pattern o f growth 
could be expected to continue 
in 1988, though with some ac-
celeration in exports to Japan.

The total imports o f Malaysia 
were up by about 17 per cent 
in 1987 after consecutive de-
clines in 1985 and 1986. Im-
port growth was expected to 
accelerate in 1988, as the first 
half-year growth o f 34 per cent 
indicated. The upward trend 
o f imports reflected an expan-
sion in domestic demand arising 
out of expanding private consump-
tion and stock replenishment by 
business and industry. As part 
o f  continuing efforts for recovery 
from the 1985-1986 economic 
downturn, government policy also 
emphasized selective increase in 
the import o f capital goods with 
a view to modernizing produc-
tion technologies.

The exports o f  Indonesia, 
after serious declines in 1986 
owing to a sharp fall in oil prices, 
more than fully recovered in 
1987, when total exports grew 
by nearly 50 per cent. Indonesian 
oil exports received a set-back 
again in 1988, owing to the fall 
in prices, after recovering in 1987 
from their low 1986 level. How-
ever, non-oil exports, led by ex-
ports o f textiles and plywood, 
grew rapidly and could contri-
bute well above 50 per cent of 
total exports for the first time
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in 1988. E xports  to  Japan, which 
was the c o u n try ’s biggest export 
m arket, w ith  a share o f  44  per 
cent o f  the to ta l, increased by 
nearly 60 per cent in 1987, and 
were expected  to  increase fur-
ther in 1988. E xports  to  the 
U nited  States rose by almost 
40  per cent, and to  developing 
Asian countries b y  almost 39 
per cent.

The im ports o f  Indonesia re-
mained under continued restraint 
as part o f  government efforts 
to  adjust to  reduced earnings 
from  oil exports and to  limit 
the grow th in external debt, 
which had reached one o f  the  
highest levels among countries 
in the region. Im ports  had 
virtually stagnated in recent 
years, the small rise o f  5 per cent 
in 1986 being followed by  a 
similar percentage fall in 1987.

The to ta l exports  o f  the 
Philippines increased at the  rate 
o f  18.5 per cent in 1987. Tradi-
tional export com m odities consist-
ing o f  coconut products, sugar, 
forest and mineral products 
registered growth o f  over 7 per 
cent in 1987, reflecting b o th  
a rise in volume and a recovery 
in com m odity  prices in the in-
ternational m arket. Exports o f  
m anufactures, led by  electrical 
and electronic equipm ent and com -
ponents, as well as textiles, reg-
istered an increase o f  nearly 22 
per cent in 1987. During the 
first h a lf  o f  1988, to ta l exports 
increased by 27 per cent, though 
for the year as a whole the figure 
should be around 17 per cent. 
The increase for traditional com -
m odity  exports  was expected to 
be abou t 10 per cent and for 
non-traditional exports around 
19 per cent.

The United States to o k  m ore 
than  a th ird  o f  the  exports  o f  
the Philippines in 1987. Exports 
to  the United States and to  EEC, 
the second largest export m ar-
k e t, grew by  around 20 per cent

in each case. Exports to  Japan, 
w hich was the  th ird  largest m ar-
k e t, were up  by  over 15 per cent 
in 1987 and a higher rate o f  
g row th was expected  in 1988, 
as against slower grow th in the 
exports  to  the  United States 
and EEC. During the first h a lf  
o f  1988, exports to  Japan ex-
ceeded two thirds the level o f  
to ta l exports  to  th a t  coun try  
in 1987.

With the  continua tion  o f  eco-
nom ic recovery in the Philippines, 
im ports registered very high growth 
rates o f  34 per cent in 1987 and 
29 per cent during the first ha lf  
o f  1988. Im ports o f  capital 
goods were up  by  40  per cent 
in 1987, raw materials and in ter-
mediate  goods by  28 per cent, 
and fuel and lubricants by 44  
per cent. Consum er goods im -
ports, am ounting to  $368 mil-
lion, had the  lowest share o f  
im ports b u t  these showed a rise 
o f  36 per cent in 1987, which 
served to  ease the  shortages o f  
supply in the dom estic m arket 
which had developed in earlier 
years. In 1988, lower oil prices 
were expected to  slow down 
grow th in im ports o f  fuels and 
lubricants. G row th in capital 
goods im ports was projected at 
the  high rate o f  m ore than  30 
per cent, whereas im ports o f  
raw materials and interm ediate 
goods were projected to  slow 
down to  around 16 per cent. 
Im ports  o f  consum er goods, how -
ever, were seen to  be growing 
strongly by  34 per cent. As a 
result o f  these high rates o f  
grow th in im ports exceeding the 
rate o f  grow th in exports, the 
deficit on merchandise trade was 
expected to  be $1.1 billion in 
1988, com pared w ith  around $1 
billion in 1987.

The exports o f  Singapore re-
vived strongly in 1987, w ith a 
27 per cent grow th in the United 
States dollar value o f  exports, 
com pared w ith  a decline o f

around 1.4 per cent in 1986.
A 43 per cent rate o f  growth
during the first ha lf  o f  1988 in-
dicated a faster rate o f  export
growth in 1988. E xport growth
was spearheaded by  exports o f  
m anufactures, especially electronic 
goods. Strong revival o f  the in-
dustrial sector o f  the econom y, 
aided by  a large influx o f  foreign 
investment, provided the supply 
stimulus to  export growth. The 
Singapore dollar remained relative-
ly stable in term s o f  the United 
States dollar, which caused it to 
depreciate against the yen and 
m ajor European currencies. That 
helped to  a ttrac t foreign invest-
m ent, especially from Japan, and 
to  diversify the export markets 
o f  Singapore away from the 
United States. As a result, ex -
ports  to  EEC and the Asian m ar-
kets, including Japan, showed m uch 
faster growth. E xport growth 
to  EEC reached the rate o f  35 
per cent in 1987 and an even 
higher rate o f  nearly 50 per cent 
early in 1988. Exports to Japan 
grew by 30  per cent in 1987, 
after a decline o f  11 per cent 
in 1986.

Singapore’s im ports growth o f  
27 per cent in 1987 accelerated to  
40  per cent in early part o f  1988. 
As Singapore was a free p o rt  for 
im ports, its im port trade was 
diversified in to  a large variety 
o f  consumer, interm ediate and 
capital goods. Crude petroleum , 
which form ed the largest com -
ponent o f  im ports, registered a 
small rise o f  about 4 per cent 
in 1987, after a continuous de-
cline since 1983. The largest 
increase in im ports appeared to 
have occurred in im ports o f  tex -
tile yarn and fabric and electro-
nic com ponents and parts.

The exports o f  Thailand 
grew by  37 per cent during the 
first quarter o f  1988, after an 
increase o f  nearly 28 per cent 
in 1987. With strong growth 
in exports  o f  m anufactures, es-
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pecially garments, electronic parts 
and components, gems and jewel-
lery, the traditional dependence 
o f  the country on primary com -
modity exports was reduced con-
siderably. However, primary com -
modity exports were also buoy-
ant, as prices o f  commodities 
such as rice, maize, sugar, tapioca 
and rubber — Thailand’s major 
primary commodity exports — 
continued to  rise in the interna-
tional market.

Export markets o f Thailand 
were well diversified, as was 
the commodity composition o f 
its exports. The United States 
and EEC accounted for 19 and
22 per cent o f the country’s 1987 
exports, w ith about 15 per cent 
going to  Japan. Developing coun-
tries within the ESCAP region 
took 25 per cent. Exports to 
the United States, EEC and 
Japan in 1987 each increased 
by about 31 per cent, while those 
to developing countries grew by
23 per cent.

The imports o f  Thailand, how-
ever, grew even more strongly 
at the rate o f  nearly 42 per cent 
in 1987, and an even faster rate 
o f  55 per cent was recorded in 
the first quarter o f 1988. As 
a result, the deficits in the balance 
o f  trade tended to widen again 
after a substantial narrowing dur-
ing 1985-1986.

(c) South Asia

The trade structures o f three 
SAARC countries — India, Pakistan 
and Sri Lanka —  were relatively 
well-diversified, bo th  in terms of 
commodity composition and the 
geographical direction o f  trade. 
Four o f  the seven SAARC coun-
tries belonged to the least devel-
oped country group with relative-
ly weak and undiversified trade 
structures. The latter group o f 
countries, however, also came to 
achieve some success in diversi-
fying their export trade, with

the development o f export 
capacities in light manufactures, 
such as textiles and garments. 
The recent trade performance of 
these least developed countries 
is discussed more fully in chap-
ter III.

Among the other countries 
o f South Asia, the export per-
formance o f India during 1987- 
1988 was the most remarkable. 
Exports were over 18 per cent 
higher in 1987 and rose further 
by nearly 29 per cent during 
the first quarter o f  1988.

The exports o f India were 
well-diversified into areas o f 
agricultural, mineral, and manufac-
tured products. During the fis-
cal year 1985/86, the latest year 
for which complete data were 
available, agricultural products 
formed about 28 per cent of 
total exports, ores and minerals 
accounted for 7 per cent, m anu-
factured goods around 59 per 
cent, and mineral fuels and 
lubricants about 6 per cent o f  
total exports. Growth in ex-
ports during 1987-1988 was main-
ly in manufactured goods, the 
largest increases coming from cot-
ton fabric and garments, leather 
and leather manufactures, pearls 
and precious stones, and engi-
neering goods. Agricultural ex-
ports, consisting principally o f 
coffee, tea and marine products, 
showed only moderate increases, 
as did exports o f ores and 
minerals. India was a net im-
porter o f mineral fuels and lubri-
cants. Crude oil exports had 
tapered off in recent years, af-
ter reaching a peak in the mid- 
1980s.

In 1987, 59 per cent of the 
exports o f India went to indus-
trial countries, with about 24 
per cent to EEC, 20 per cent 
to North America, and 11 per 
cent to Japan. A share o f near-
ly 18 per cent went to the USSR 
and Eastern Europe and 23 per 
cent to the developing countries,

including 10 per cent to  the Asian 
and Pacific developing countries. 
Exports o f  India to industrial 
countries had recently increased 
faster than exports to other destina-
tions so that the share o f exports 
to these countries had risen. Ex-
ports to industrial countries in-
creased by over 22 per cent in 
1987, with the fastest growth 
o f  38 per cent to EEC markets, 
followed by 18 per cent and 
nearly 11 per cent to the Japanese 
and United States markets, re-
spectively. Exports to the so-
cialist countries o f Eastern 
Europe grew by 10 per cent, 
and to  the developing countries 
by 13 per cent in 1987.

The rate o f  growth o f  im -
ports in 1987 was m uch lower 
than in the case o f  exports, in-
creasing by only 9 per cent. It 
was slightly higher at 11 per cent 
during the first quarter o f  1988. 
Im port growth was primarily in 
the areas o f  fuels and lubricants, 
unpolished stones, edible oils and 
non-ferrous metals. Import 
growth remained modest even in 
the face o f  shortages tha t could 
be anticipated owing to the very 
severe drought affecting agricul-
tural production in 1987. Avail-
ability o f  stocks o f  foodgrains 
and other supplies helped to 
overcome the drought-induced 
shortages w ithout making it 
necessary to increase imports. Im -
port growth in 1988 was also like-
ly to  remain limited in view of 
the good agricultural harvests 
realized in 1988, and also because 
o f  the decline in the prices o f  
petroleum, which was one o f the 
largest import items of the coun-
try. Other categories o f  imports, 
however, were likely to  continue 
their recent upward trend in view 
o f  the continuation o f  the liberal 
stance in the Government’s im -
port policy. Because o f faster 
growth in exports and slower 
growth in imports, the trade 
deficits o f India tended to decline
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during the period 1987-1988 from 
their high levels in the period 
1985-1986.

Pakistan achieved a sustained 
export growth o f  23 per cent 
during the period 1985-1987. 
Slower growth was indicated in 
1988, with a first half-year 
growth reaching around 16 per 
cent. More than 70 per cent 
o f  the co u n try ’s exports were 
manufactures and semi-manufac-
tures. The rest were primary 
com m odities consisting o f  co tton , 
fish, rice, and fruits and vege-
tables. The largest part o f  growth 
in export earnings was a t t r ib u -
table to exports o f  textiles, rice, 
carpets, leather, fish and fish 
preparations, and fruits and 
vegetables. The increased value 
o f  exports resulted from  b o th  
higher volume and more favour-
able prices in all these areas. E x-
ports o f  co tton , however, d e -
clined in volume, b u t  price in -
creases perm itted  export earnings 
to increase by almost 37 per 
cent during the fiscal year 1987/ 
88, compared with the previous 
year’s earnings. Similarly, the 
volume o f  rice exports fell by 
over 2 per cent, b u t  the value 
o f  exports increased by over 
23 per cent owing to  higher 
prices.

As in India, the increase 
in the value o f  the im ports o f  
Pakistan in 1987, at around 8 
per cent, was m uch lower than 
tha t for exports. However, im -
ports grew more rapidly, at about 
14 per cent during the first half 
o f  1988, and were likely to  be 
up by nearly 19 per cent during 
the fiscal year 1987/88 in com -
parison w ith the previous fiscal 
year. The increase in im ports 
was largely attribu tab le  to  in-
creased im ports o f  petroleum  and 
petroleum  products, edible oils, 
fertilizers and capital goods. The 
biggest increase was registered in 
edible oil im ports, with a volume

increase o f  40  per cent and an 
increase o f  83 per cent in value 
in 1987/88. Similarly, crude 
oil and petroleum -product imports 
increased by 24 and 16 per cent, 
respectively, mainly owing to  in-
creases in the prices o f  these 
products in 1987. The value 
o f  fertilizer and tea imports, 
on the  o ther hand, declined b e -
cause o f  lower volume and also, 
in the  case o f  tea, lower prices. 
The deficits in the trade balances 
o f  Pakistan, which fell somewhat 
in 1986/87 and 1987/88 from 
the $3 billion level in 1985/86, 
were likely to  widen again in 1988 
w ith export growth slowing and 
im port growth accelerating.

The structure o f  the export 
trade o f  Sri Lanka was changing 
fast. The share o f  agricultural 
com m odities, comprising, primari-
ly, tea, rubber, and coconut,
declined from  53 per cent o f  

24 ot 5891 ni stropxe latot eht
per cent in 1987. The share o f
industrial exports correspondingly 
w ent up from 40  to  49 per cent 
during the period. The biggest 
increase in industrial exports was 
on account o f  textiles and gar-
m ents, the export share o f  which 
went up from  22 per cent o f  
total exports  in 1985 to  31 per 
cent in 1987.

The dollar value o f  total
exports  was over 17 per cent 
higher in 1987 after consecutive 
declines in 1985 and 1986, and 
was growing at the rate o f  17 
per cent during the  first ha lf  o f  
1988. Agricultural exports de-
clined in b o th  1986 and 1987, 
while in 1988 only a marginal 
increase in the  value o f  agricul-
tural exports was expected. The 
value o f  tea exports, which ac-
counted  for abou t a quarter o f  
the to ta l, was expected to  be 
abou t 5 per cent higher, with 
some increase in volume as well 
as in prices. The value o f  indus-
trial exports , which increased by 
about 8 per cent in 1987, with

the value o f  textile and garment 
exports increasing by 12.3 per 
cent, was likely to  sustain growth 
in 1988.

The im ports o f  Sri Lanka 
in 1987 grew at the rate o f  16 
per cent, after stagnating in 1985 
and 1986. During the first ha lf 
o f  1988, a further rise o f  nearly 
13 per cent was recorded. In 
1987, the value o f  consumer 
goods im ports, m ost notably  rice, 
decreased while tha t o f  in term e-
diate goods, particularly o f  tex -
tiles and fabrics as raw material 
for the garment industry , in -
creased considerably. Im ports 
o f  capital goods, on the o ther 
hand, declined. In 1988, the 
volume o f  im ports was expected 
to  increase by about 4  per cent 
and the value o f  im ports by  about 
7 -8  per cent. That forecast ap-
peared to  be an underestimate 
in view of the 13 per cent rate 
o f  growth during the first half 
o f  the year.

The export markets o f  Sri 
Lanka were mainly in the indus-
trial countries, which accounted 
for more than 50 per cent o f  
to ta l exports, and the Asian and 
oil-exporting developing countries, 
which together accounted for more 
than 40 per cent. About 4 per 
cent o f  exports w ent to the USSR 
and the East European countries. 
The im ports o f  Sri Lanka also 
came largely from the industrial 
and the developing groups o f  
countries, with a lower share 
in im ports o f  the industrial coun-
tries and a higher share o f  the 
developing countries. This re-
flected large imports o f  crude 
petro leum  from the oil-export-
ing countries for domestic re-
fining and re-export. During 
recent periods, trade growth with 
industrial countries was somewhat 
faster than  w ith o ther regions, 
bringing abou t a further change 
in the geographical structure o f 
the foreign trade o f  Sri Lanka.
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(d) Other developing economies
o f  the ESCAP region

Because oil exports accounted 
for the bulk o f  exports o f  the 
Islamic Republic o f Iran, varia-
tions in earnings from oil have had 
a major impact on the country’s 
capacity to  import and on the 
course o f its economy. With 
the collapse o f  oil prices towards 
the end o f  1985, export earnings 
slumped to $8.1 billion in 1986 
(from over $19 billion in 1983); 
part o f  the reason could also 
be ascribed to  decreased o u t-
put and, therefore, decreased ex-
ports arising from damage caused 
by the Gulf war. This had led 
to a severe foreign exchange 
shortage enforcing curtailment in 
essential imports. In 1987, the 
export earnings o f the Islamic 
Republic o f Iran were $10.9 
billion, a rise o f  about 34 per 
cent over that in 1986. That 
reflected higher oil prices, which 
had recovered from the very 
low levels reached in 1986. The 
volume of exports was well below 
the OPEC quota for the Islamic 
Republic o f  Iran o f  2.3 million 
barrels per day.

Imports declined by 18 per 
cent in 1986 and fell further 
by about 6 per cent in 1987.
Oil prices weakened during 1988 
and fell by almost a third from 
the level reached in 1987.5

Late in the year, the OPEC 
member countries negotiated an 
overall export quota and its dis-
tribution among members. The 
Islamic Republic o f Iran retained 
its own share o f  the agreed quota, 
which it had secured under the 
1987 agreement. An increase 
in export volume, with an ex-
pected rise in prices following

the agreement, would give a boost 
to  the export revenue o f the 
country and thus assist in the 
financing o f  the reconstruction 
and development needs o f  the 
war-damaged economy.

After steady growth over a 
long period, the foreign trade 
volume of Mongolia showed a 
decrease o f 1.8 per cent in 1987. 
Over the years, the composition 
o f the export trade of the coun-
try became well-diversified, with 
finished and semi-finished m anu-
factured goods becoming more 
important in place o f  the tradi-
tional animal products and raw 
materials. Exports o f minerals 
and mineral products accounted 
for 42 per cent o f total exports 
in 1986, followed by the share of 
27 per cent for foodstuffs and con-
sumer goods. The bulk o f  the for-
eign trade o f Mongolia was con-
ducted with the member coun-
tries o f the Council for Mutual 
Economic Assistance (CMEA), 
with the Soviet Union alone ac-
counting for over 87 per cent 
o f  the country’s foreign trade 
turnover in 1986.

The total value o f the ex-
ports o f  Viet Nam increased by
12 per cent in 1987. The in-
creases came mainly from ex-
ports o f coffee, forestry and 
marine products, and a miscel-
laneous group o f  products. How-
ever, exports o f  coal, rubber, 
tea, handicrafts and light indus-
trial products declined. Exports 
o f coal were down from an esti-
mated value o f $34 million in 
1986 to $12 million in 1987, 
owing to decline in production. 
Exports o f handicrafts and light 
industrial goods, which in 1987 
amounted to a quarter o f  total 
exports, also fell. Of the coun-
try ’s exports in 1987, 51 per 
cent went to the USSR and the 
other socialist countries and 49 
per cent to the market econom-
ies, as against 61 per cent and 
39 per cent respectively in 1986.

Exports to the market economy 
areas increased much faster in 
1987, at a rate o f over 24 per 
cent6 , compared with a 12 per 
cent rise in total exports.

The total imports o f Viet 
Nam in 1987 exceeded $2 bil-
lion, having increased by 1.7 
per cent over 1986. The balance- 
of-trade deficit amounted to an 
estimated $1.3 billion in 1987.

B. BALANCE OF 
PAYMENTS

1. The highlights

The current account balance 
of payments (on goods, services 
and private transfers) o f  eco -
nomies in the ESCAP region, 
benefited during 1987-1988, on 
the one hand, from the generally 
strong upsurge in exports, and, 
on the other, from restraints on 
imports by a number of coun-
tries as part o f ongoing adjust-
ment efforts to deal with struc-
tural deficits. The countries in 
East and South-East Asia, be-
cause of the stronger perform-
ance o f  their manufactures ex-
ports and favourable commodity 
prices, benefited more than did 
the countries in South Asia, which, 
in general, made slower progress 
in their a ttem pt to achieve long- 
term viability in the balance of 
payment (table IV.2).

The position in 19877 of the 
larger economies o f the ESCAP 
region thus ranged from moderate- 
to-strong surpluses on the current 
account (Malaysia, Republic of 
Korea and Singapore) through ap-
proximate balance (China) to  nega-
tive balances (Bangladesh, India, 
Indonesia, Pakistan, the Philippines, 
Thailand and Sri Lanka). What dis-

5 In November 1988, the price 
per barrel was quoted at around $12, 
compared with a price of around $18 
dollars during the same period of 
1987.

6 The rate mentioned here is based 
on data as in table IV.1.

7 Or the latest year for which 
complete and comparable data be-
came available.

71



Table IV.2. Selected developing economies of the ESCAP region. Balance of payments: principal components, 
1982-1988
(Millions o f United States dollars)

Merchandise
Trade

balance

Services
and

income
balance

Private
transfers
balance

Balance on 
goods, services 

and private 
transfers

Exports Imports

China 1982 21 125 16 876 4 249 1 088 530 5 867
1983 20 707 18 717 1 990 1 986 436 4 412
1984 23 905 23 891 14 2 053 305 2 372
1985 25 108 38 231 (13 123) 1 463 171 (11 489)
1986 25 756 34 896 (9 140) 1 727 255 (7 158)
1987 34 734 36 395 (1 661) 1 737 249 325

India 1982 9 226 14 046 (4 820) (620) 2 599 (2 841)
1983 9 770 13 868 (4 098) (917) 2 650 (2 365)
1984 10 192 14 216 (4 024) (1 089) 2 278 (2 835)
1985 9 465 15 081 (5 616) (1 337) 2 456 (4 497)
1986 10 248 15 686 (5 438) (1 780) 2 223 (4 995)
1987 (i) 2 704 4 288 (1 584) (322) 651 (1 255)

Indonesia 1982 19 747 17 854 1 893 (7 351) 0 (5 458)
1983 18 689 17 726 963 (7 415) 10 (6 442)
1984 20 754 15 047 5 707 (7 7 30) 53 (1 970)
1985 18 527 12 705 5 822 (7 833) 61 (1 950)
1986 14 396 11 938 2 458 (6 628) 71 (4 099)
1987 17 206 12 710 4 968 (6 874) 86 (1 820)

Malaysia 1982 11 966 12 719 (753) (2 816) (53) (3 622)
1983 13 683 13 251 432 (3 920) (35) (3 523)
1984 16 407 13 426 2 981 (4 614) (63) (1 696)
1985 15 133 11 556 3 577 (4 185) (46) (654)
1986 13 703 10 301 3 402 (3 519) (19) (136)
1987 17 706 11 820 5 886 (3 606) (23) 2 257

Pakistan 1982 2 341 5 744 (3 403) (552) 2 793 (1 162)
1983 2 877 5 592 (2 715) (635) 3 116 (234)
1984 2 480 6 234 (3 754) (768) 2 942 (1 580)
1985 2 648 5 878 (3 230) (914) 2 710 (1 434)
1986 3 191 5 971 (2 780) (1 016) 2 676 (1 120)
1987 3 938 6 247 (2 309) (1 094) 2 437 (966)

Philippines 1982 5 021 7 667 (2 646) (1 040) 322 (3 364)
1983 5 005 7 487 (2 482) (738) 237 (2 983)
1984 5 391 6 070 (679) (975) 118 (1 536)
1985 4 629 5 111 (482) 85 172 (225)
1986 4 842 5 044 (202 ) 757 235 790
1987 5 720 6 737 (1 017) (76) 357 (736)
1988 (i+ii) 3 249 3 784 (535) (56) 254 (337)

Republic o f  Korea 1982 20 879 23 473 (2 594) (555) 447 (2 702)
1983 23 204 24 967 (1 763) (435) 566 (1 632)
1984 26 335 27 371 (1 036) (877) 516 (1 397)
1985 26 442 26 461 (19) (1 446) 555 (910)
1986 33 913 29 707 4 206 (628) 1 028 4 606
1987 46 244 38 585 7 659 977 1 199 9 835
1988 (i+ii) 27 074 22 310 4 764 439 850 6 053

Singapore 1982 19 435 26 196 (6 761) 5 670 (194) (1 285)
1983 20 429 26 252 (5 823) 5 427 (207) (603)
1984 22 662 26 734 (4 072) 3 909 (214) (377)
1985 21 533 24 362 (2 829) 3 038 (205) 4
1986 21 336 23 402 (2 066) 2 798 (172) 560
1987 27 277 29 817 (2 540) 3 279 (178) 561

(continued on n ex t page)
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Table IV.2 (continued)

Merchandise
Trade

balance

Services
and

income
balance

Private
transfers
balance

Balance on 
goods, services 

and private 
transfers

Exports Imports

Sri Lanka 1982 1 013.9 1 794.3 (780.4) (194.0) 263.8 (710.6)
1983 1 061.2 1 725.6 (664.4) (246.4) 274.5 (636.3)
1984 1 461.6 1 698.7 (237.1) 241.1 276.5 280.5
1985 1 315.8 1 838.5 (522.7) (338.5) 265.5 (595.7)
1986 1 208.5 1 764.3 (555.8) (332.4) 294.1 (594.1)
1987 1 393.9 1 866.0 (472.1) (364.6) 312.8 (523.9)

Thailand 1982 6 835 7 565 (730) (456) 75 (1 1 1 1 )
1983 6 308 9 169 (2 861) (290) 153 (2 998)
1984 7 338 9 236 (1 898) (386) 59 (2 225)
1985 7 059 8 391 (1 332) (370) 47 (1 655)
1986 8 803 8 415 388 (366) 64 86
1987 11 595 11 981 (386) (369) 100 (655)

Source: IMF, International Financial Statistics, vol. XLI, No. 12 (December 1988).
Notes: Parenthesis indicates deficits.

i and ii are first and second quarters of the year.

tinguished Indonesia and Thailand 
from others in this last category 
was the fact that the deficits of 
these two countries concealed a 
structural improvement tha t they 
achieved in their external sector. 
While the current account im-
balance in Indonesia was marked-
ly lower than the previous year’s 
level, the performance o f Thailand 
in this respect was far superior 
in relation to 1985, although 
worse than in 1986, when a sur-
plus was achieved. The countries 
in South Asia, in contrast, recorded 
at best only marginal reductions 
in their current account payments
gap.

Merchandise trade apart, the 
services and income balance along 
with private transfers constituted 
other major components of the 
current account in the balance 
o f payments. In turn, the prin-
cipal elements o f the services and 
income balance were net receipts 
arising out o f investment income 
flows (including interest payments 
owing to the servicing o f  external 
debt) and tourism. Interest pay-
ments tended to  moderate with 
the continued decline into 1987

(although rising later in the year) 
o f international lending rates, but 
the extent o f relief to individual 
countries varied according to  the 
apportioning of debt between of-
ficial aid and commercial bor-
rowings, with higher benefits ac-
cruing to countries with greater 
dependence on private financing 
arrangements. On the other hand, 
sustained appreciation o f the yen 
against the United States dollar 
implied increased outlays on the 
servicing of yen-denominated ex-
ternal liabilities. Therefore, the 
advantage from lower interest rates 
was eroded partially, especially 
for those ASEAN countries which 
had diversified the composition 
o f their borrowings in favour of 
yen holdings in the aftermath 
o f the high United States dollar 
value in 1983 and 1984.

The relative importance of 
tourism as a source o f foreign 
exchange earnings varied across 
countries depending on the visitor 
attractions that they could offer 
and the level of infrastructure 
development geared to the hand-
ling o f the tourist trade. Tourism 
receipts, which were im portant

in China, India, Singapore and 
Thailand, showed general buoyancy 
during 1987-1988.

The net impact of the two 
service income flows (investment 
and tourism) in 1987 resulted in 
the services and income balance 
remaining negative for most coun-
tries o f the region with the ex-
ception o f China, the Republic 
of Korea, Singapore and some 
of the smaller economies de-
pendent on tourist earnings. Of 
more interest, however, was the 
fact that in most instances, the 
services and income balance was 
in line with that for the previous 
year except for the Philippines 
and the Republic o f  Korea, where 
the net outcomes were reversed.

Unrequited private transfers 
(including workers’ remittances), 
the other significant influence on 
the current account balance, had 
an im portant positive impact for 
several countries o f the ESCAP 
region, particularly in South Asia 
and, to a smaller extent, China, 
the Philippines, the Republic of 
Korea and Thailand. These in -
flows had been more or less stable 
for a number o f years, since the
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peaking o f  the  oil boom  in the 
Middle East and, accordingly, pri-
vate transfers in 1987 were gen-
erally a t a level a tta ined  in 1986 
or some year in the recent past.

The financing strategy adop ted  
by countries o f  the ESCAP region 
showed some variations, condi-
tioned  primarily by the avail-
ability o f ODA and the term s 
on which it was disbursed. O f-
ficial transfers continued  to  be 
concentrated  in, and rem ained 
very im portant for, the least 
developed countries, including 
Bangladesh, Maldives, Nepal and 
the Pacific island economies. 
While it helped these countries 
to  minimize resort to  debt-creating 
flows to  which their access also 
was strictly lim ited, the avail-
ability o f  concessional finances 
rem ained short o f  requirem ents 
o f  these weaker economies, com -
pelling them  to  limit their im -
ports and investm ent targets w ith -
in available financial capabilities.

The largest category o f  capital 
for the region as a whole was, 
however, long-term borrowings 
from  official and private creditors. 
Since m ost o f  the lending by 
multilateral agencies was generally 
tied to  specific projects and p ro -
grammes, commercial loans w hich 
accorded greater flexibility in use 
(although carrying stiffer term s 
o f repaym ent), increased in im -
portance w ith  the pick-up in 
economic growth. Consequently, 
funds from  the in ternational bond  
m arket were tapped  m ore fre-
quently  by the middle-income 
ASEAN group o f  nations and 
by  China and India, which con-
tinued to  enjoy relatively high 
credit ratings because o f  their 
p ruden t approach to  borrowing.

Foreign direct investm ent, as 
a form  o f  developm ent funds, 
played a m ore subdued role in 
1987 than  long-term  loan f i -
nance.8 On a subregional basis, 
East and  South-East Asia a t -
trac ted  far m ore equ ity  flows

than did Sou th  Asia. Available in -
form ation indicated considerable 
buoyancy in direct investm ent 
flows in 1988, especially from 
Japan and the East Asian NIEs 
to  o ther developing countries o f  
the region. While m ost o f  the 
investm ent con tinued  to  flow to  
China, Hong Kong, Indonesia, 
Malaysia, the Republic o f Korea, 
Singapore and Thailand, the three 
last-named countries had  gained 
the m ost rapid increase in foreign 
direct investm ent in recent years 
(see chapter V.A).

2. Individual country 
patterns

(a) East Asia

A substantial ne t inflow of 
incom e from  services and  invest-
m ent ($1.7 billion) in 1987 com -
pletely offset the merchandise 
trade deficit o f  China and, to -
gether w ith  the smaller positive 
elem ent o f  private transfers, made 
for a re tu rn  to  marginal surplus 
on the curren t account after a 
lapse o f  tw o years. In relation 
to  1986, however, b o th  these 
inflows were stagnant. Within 
the category o f  service exports, 
ne t earnings from  tourism  were 
on the rise, reaching a level o f  
$1.2 billion in 1986 and $1.8 
billion in 1987. The current 
account surplus o f  1987, sup-
plem ented by  long-term capital 
inflows o f $5.8 billion (see table 
IV.3), o f  which abou t one half 
constitu ted  d irect investm ent, al-
lowed a large (m ore than  $4.7 bil-
lion) accretion to  foreign exchange 
holdings, reversing the  outcom es 
o f  1986 and 1985 w hen reserve 
assets had to  be drawn down

to  finance part o f  the large cur-
ren t account deficits.

The Republic o f  Korea, aided 
principally b y  a strong posi-
tive trade balance, improved upon 
the previous year’s balance-of- 
paym ents perform ance and used 
its curren t account surplus of 
around $9.8 billion in 1987 to  
liquidate a portion  o f its external 
deb t as well as add $2.3 billion 
to  reserves. A dditional in terest-
ing features o f  the  c o u n try ’s recent 
current account trends were that 
private transfers, o f about $0.5 
billion up  to  1985, almost doubled 
in 1986 and rose further, to  $1.2 
billion in 1987. There was also 
a reversal in 1987 from  the earlier 
trend  o f net outflows on the 
services and income accounts and 
an inflow o f  about $1 billion was 
registered. While the rise in private 
transfers could be explained by 
rem ittances o f  expatriate Koreans 
working abroad in larger numbers, 
consequent on the consolidation 
o f  the increased competitiveness 
o f  the country , the positive ser-
vices balance could, partly , be 
ascribed to  a larger influx o f  
visitors.

(b) South-East Asia

Within the ASEAN group of 
nations, rapid growth o f  m anufac-
tures exports in 1986 and 1987 
helped almost all countries to 
strengthen the underlying struc-
ture o f their balance o f payments. 
Still, only Malaysia and Singapore 
enjoyed the cushion o f a surplus 
on curren t account in 1987, to 
the ex ten t o f $2.26 billion and 
$0.56 billion, respectively. While 
the surplus o f  Malaysia was due 
to  its positive trade balance which 
exceeded the outflow  due to  ser-
vices and investment income, the 
case o f  Singapore was the op p o -
site in th a t its services and income 
balance outweighed the trade de-
ficit. As regards services, the high 
outflow  for Malaysia was ex-

8 Foreign direct investm ent actual-
ly showed more buoyancy than in-
dicated by the data in table 3, where 
they are lumped w ith portfolio  in-
vestment, which in some cases in-
dicates outflows.
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plained by the deficit on account o f 
tourist travel and interest pay-
ments, whereas for Singapore net 
invisibles receipts remained high 
as a result o f investment earnings 
and its development as an inter-
national centre of finance, trade, 
tourism, transport and com m u-
nications. In contrast, private 
transfers as a component of the 
current account were relatively 
unimportant in bo th  countries. 
With a positive balance in its cur-
rent account, Malaysia refrained 
from borrowing or utilizing pri-
vate investible funds in 1987 
and used $1.4 billion from its 
surplus to build up its foreign ex-
change assets; whereas Singapore, 
owing to  continued inflows of 
foreign capital, could add to its 
reserves an am ount ($2.2 billion) 
much in excess of its surplus.

In the other major countries 
o f South-East Asia — Indonesia, 
the Philippines and Thailand — the 
current account balance was in 
deficit during 1987. However, 
this should n o t be construed 
as a persistent shortcoming in 
their balance of payments. Owing 
to  high import growth in 1987 
(the consequence of ongoing re-
structuring o f the economies), 
trade deficits widened in the 
Philippines, and wiped out a small 
surplus in Thailand, thus revers-
ing the current account surpluses 
o f 1986. On the other hand, 
in Indonesia the current account 
deficit of 1986 was more than 
halved in 1987 as the trade sur-
plus doubled to  almost $5 bil-
lion on account o f stabilization 
o f oil prices. Private transfers 
were relatively inconsequential 
in the region except in the 
Philippines, which had a large 
expatriate work force.

The services and income bal-
ance, consequent on the size-
able external debt o f these eco-
nomies, was generally negative; 
however, the services balance was 
mitigated to a large measure by

tourist earnings in Thailand and, 
to  a smaller extent, in the 
Philippines. Moreover, over the 
last three years, though resched-
uling of debt has moderated the 
immediate consequences for the 
balance of payments, the burden 
of debt remained a m atter o f great 
concern for the Philippines. In 
the absence o f  any sufficient 
offsetting force, the deficit on 
the income and services balance 
for Indonesia was expectedly large 
($6.9 billion) on account of in-
terest and investment income ou t-
flow.

The pattern o f  financing 
the current account deficit in 
Indonesia, the Philippines and 
Thailand was on similar lines 
with little dependence on official 
transfers, moderate inflows of pri-
vate equity and major resort to 
long-term loans from multilateral 
and bilateral lenders as well as 
commercial banks. However, as 
the trade outcomes of Indonesia 
and Thailand in 1987 were far 
better than that o f  the Philippines, 
these countries used the oppor-
tunity  to replenish their foreign 
exchange holdings, while exchange 
reserves o f the Philippines fell.

(c) South Asia

For the South Asian eco -
nomies o f India, Pakistan and 
Sri Lanka the merchandise trade 
imbalance constituted a structural 
weakness in their balance of pay-
ments. Although the accelera-
tion o f export growth in recent 
years narrowed the deficit, the 
overall impact remained small. 
Therefore, despite substantial in-
flows of unrequited private trans-
fers9 the deficits on current ac-
count in these economies re -
mained large and showed no

sign of any significant reversal 
of trend. Remittances, how -
ever, remained subdued and al-
most stable in the past few 
years owing to  the dampening 
of economic activity in the Mid-
dle East. The services and in-
come balance, in contrast, was 
consistently negative, reflecting 
large outflows on account of 
investment income (inclusive of 
interest payments on foreign debt), 
and was offset in 1987 to  a 
sizeable extent in India and Sri 
Lanka only by net earnings from 
tourism.

The financing o f  the cur-
rent account deficit in the sub- 
region showed some variation. 
Official grants and transfers at 
sizeable levels helped Pakistan and 
Sri Lanka to contain debt-service 
obligations. However, as the pro-
portion of private debt in the 
total of long-term borrowings (the 
prime source o f foreign capital), 
was lower for Pakistan than for 
Sri Lanka, in 1987 the debt- 
service ratio for Sri Lanka tended 
to be higher as compared with 
Pakistan. India, having shown 
good economic progress in the 
first half o f the 1980s, had rela-
tively less access to aid in the 
form of outright grants. Its cur-
rent account deficit, therefore, 
was financed mostly by long- 
term borrowings from official 
sources. However, in view o f 
limited availability o f resources 
from development aid and the 
growing needs of the country, 
India also resorted to external 
commercial borrowing on a 
fairly sizeable scale. Direct 
investment levels in South Asia, 
principally in India, Pakistan and 
Sri Lanka, were very low in re-
lation to East and South-East 
Asia. Nevertheless, as these con-
stituted non-debt creating capital 
flows, investment policy in each 
country stressed the need to a t-
tract foreign equity participation, 
though with limited success so far.

9 
As a ratio to export earnings 

for 1986 about 21 per cent in India, 
28 per cent in Sri Lanka, almost 70 
per cent in Bangladesh and 83 per 
cent in Pakistan.
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Table IV.3 . Selected developing economies of the ESCAP region. Balance of payments and capital flows, 1982-  
1988
(Millions o f  United States dollars)

Balance on 
goods, services 

and private 
transfers

Official
transfers

Long-term capital Short-
term

capital

Error
and

omission
Overallb 
balance

Change
in

reservesDirecta
investment

Others

China 1982 5 867 (44) 427 (18) (200) 293 6 325 (6 338)
1983 4 412 75 563 609 (522) (354) 4 783 (4 785)
1984 2 372 137 1 207 401 (1 369) (889) 1 859 (1 816)
1985 (11 489) 72 1 795 2 644 2 270 34 (4 674) 4 638
1986 (7 158) 124 3 032 4 515 (2 295) (263) (2 045) 2 006
1987 325 (25) 2 860 2 953 212 (1 481) 4 844 (4 735)

India 1982 (2 841) (318) – 1 116 (659) 369 (1 697) 1 894
1983 (2 365) 411 – 1 536 519 (855) (754) 755
1984 (2 835) 492 – 2 769 275 368 1 069 (908)
1985 (4 497) 320 – 3 341 (60) 500 (396) (145)
1986 (4 995) 399 – 4 373 (503) 196 (530) 326
1987 (i) 1 255 135 – 1 791 233 (504) 400 (488)

Indonesia 1982 (5 458) 134 540 4 556 526 (2 151) (1 853) 1 879
1983 (6 442) 104 660 4 663 731 467 183 (172)
1984 (1 970) 114 212 2 769 476 (620) 981 (972)
1985 (1 950) 27 275 1 605 (98) 651 510 (568)
1986 (4 099) 188 526 2 356 1 295 (1 269) (1 003) 928
1987 (1 820) 142 270 2 302 642 (435) 1 101 (876)

Malaysia 1982 (3 622) 21 3 201 404 140 (406) (262) 390
1983 (3 523) 26 2 671 1 296 (113) (372) (15) 42
1984 (1 696) 24 1 800 1 343 (123) (863) 485 (343)
1985 (654) 40 1 030 552 350 (168) 1 150 (1 204)
1986 (136) 56 1 088 31 (18) 435 1 456 (1 027)
1987 2 257 167 (373) (44) (955) 67 1 119 (1 418)

Pakistan 1982 (1 162) 360 64 458 8 33 (240) 170
1983 (234) 258 29 401 96 (14) 536 (846)
1984 (1 580) 384 69 353 (109) (96) (979) 756
1985 (1 434) 354 249 343 8 32 (448) 246
1986 (1 120) 475 189 473 (183) (42) (208) (125)
1987 (966) 414 242 118 (33) 22 (203) 8

Philippines 1982 (3 364) 152 17 1 548 1 281 (364) (730) 629
1983 (2 983) 235 112 1 044 (1 550) (359) (3 501) 1 918
1984 (1 536) 268 6 285 474 100 (403) (392)
1985 (225) 207 17 3 051 (2 741) 643 952 3
1986 790 206 140 1 158 (1 059) (104) 1 131 (1 351)
1987 (736) 197 206 249 (274) 90 (268) 35
1988 (i+ii) (337) 106 364 (220) (47) 55 (79) (137)

Republic o f  Korea 1982 (2 702) 52 61 1 858 2 159 (1 301) 127 (74)
1983 (1 632) 26 131 1 660 524 (945) (236) 171
1984 1 397 25 406 2 606 (189) (891) 560 (527)
1985 (910) 23 1 182 1 113 (333) (883) 192 (158)
1986 4 606 11 626 (3 197) (1 422) (547) 77 (165)
1987 9 835 19 305 (8 777) (462) 1 184 2 104 (2 263)
1988 (i+ii) 6 053 17 (207) (993) 769 118 5 757 71

(continued on next page)
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Table IV.3 (continued)

Balance on 
goods, services 

and private 
transfers

Official
transfers

Long-term capital Short-
term

capital

Error
and

omission
Overallb 
balance

Change
in

reservesDirecta 
investment

Others

Singapore 1982 (1 285) ( 11) 1 269 565 475 165 1 178 (931)
1983 (603) (8) 1 036 (252) 1 680 (793) 1 060 (784)
1984 (377) (9) 1 059 (285) 807 328 1 523 (1 152)
1985 4 (8) 984 34 (319) 642 1 337 (2 431)
1986 560 (19) 411 (71) (1 648) 1 304 537 (92)
1987 561 (22) 1 143 (421) (397) 230 1 094 (2 288)

Sri Lanka 1982 (711) 162 64 455 (18) 1 (48) (51)
1983 (636) 170 38 371 36 15 (7) 25
1984 281 203 33 337 (20) (40) 311 (239)
1985 (596) 177 25 304 18 (43) (115) 59
1986 (594) 177 29 313 (2) (35) (112) 64
1987 (524) 180 76 149 65 (23) (78) 21

Thailand 1982 (1 111) 108 257 978 58 (521) (231) 120
1983 (2 998) 124 456 844 662 587 (325) 188
1984 (2 225) 115 555 1 231 767 71 514 (432)
1985 (1 655) 118 1 057 558 (99) 103 82 (228)
1986 86 161 232 (174) (219) 598 684 (932)
1987 (655) 125 528 43 462 408 911 (1 252)

Source: IMF, International Financial Statistics, vol. XLI, No. 12 (December 1988).

Note: Parenthesis indicates negative values/deficits. In the last column it means increase in reserves.

a Including direct investment and portfolio investment not included elsewhere. b Including exceptional financing and 
liabilities constituting foreign authorities reserves.

3. Capital flows and 
external indebtedness

While the terms and avail-
ability o f  external resources re-
mained an important determinant 
of the current economic per-
formance o f  the developing coun-
tries, they also constituted a 
claim on future resources. Cur-
rent intake levels o f  such re-
sources and their terms, which 
together determined future obli-
gations, must therefore bear close 
relation to future capabilities to 
meet those obligations. As 
analysed above, the patterns of 
resource flows to the develop-
ing countries of  the ESCAP re-
gion to meet balance-of-payment 
obligations so far were such that 
they fared better than the devel-
oping countries o f  other regions 
in the management o f  their ex-
ternal debt, barring few excep-

tions. This was the result of 
prudent management o f  domestic 
finances, a generally cautious ap-
proach to external borrowings 
and the mostly longer-term 
nature o f  the obligations that 
were contracted. Thus, o f  the 
total outstanding debt o f  the 
Asian countries, amounting to 
$305 billion in 1988, as much 
as 85 per cent was long-term 
debt.10

It was, nevertheless, impor-
tant to note that the external 
indebtedness o f  the developing 
countries o f  the Asian and Paci-
fic region saw a rapid escalation

in the early 1980s owing to serious 
shortfalls in export earnings in 
a recession-ridden world economic 
environment. Thus, the level 
o f  total external debt o f  devel-
oping Asian countries rose from 
$137 billion in 1980 to $305 
billion i n 1988. Debt escala-
tions occurred not only in the 
absolute levels o f  debt but also 
in terms o f  critical proportions 
of  GNP and export earnings of  
countries in the region. Although 
the ratios of  outstanding debt 
to GNP and export earnings, 
and the debt-service ratio were 
generally favourable in comparison 
with the corresponding ratios for 
all developing countries, in a 
number of cases in the region the 
ratio o f  debt outstanding to GNP 
and exports reached very high levels 
(see table IV.4).

A disturbing dimension of  
international resource flows to

10 External Debt: Definition, Sta-
tistical Coverage and Methodology 
(World Bank/International Monetary 
Fund/Bank for International Settle-
ments/Organisation for Economic Co- 
operation and Development, Paris, 
1988), p. 82.
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Table IV.4. Selected developing economies of the ESCAP region. Indicators of the weight of indebtedness

Debt outstanding/GNP Debt outstanding/exports 
(Per cent)

Debt-service ratioa

1980 1986 1980 1986 1980 1986

Republic o f  Korea 49.3 47.4 131.8 107.5 12.2 16.7

Indonesia 27.9 58.5 94.1 278.1 7.9 29.3

India 11.9 19.1 157.3 276.1 8.8 18.1

Philippines 49.4 93.6 217.4 326.3 7.2 18.3

Pakistan 38.7 39.0 329.9 343.2 19.7 26.8

Thailand 25.1 44.7 96.3 154.0 5.0 16.7

China 2.8 8.8 39.2 75.3 5.4 7.9

Malaysia 2 1 .9b 76.2b 35.0 b 120.6b 2.5 13.7

Bangladesh 31.5 50.6 404.0 729.2 7.8 25.1

Sri Lanka 48.1 64.4 143.5 … 6.3 …

Burma 25.9 45.2 268.7 846.0 20.1 55.4

Papua New Guinea 29.2 95.6 66.1 192.4 5.6 12.4

Fiji 23.7 33.0 46.8 75.6 3.4 10.0

Nepal 10.4 29.0 85.0 225.4 1.7 9.2

Samoa … 68.4 232.5 307.3 18.0 24.0

Maldives 108.2 121.2 39.5 … 0.4 …

Solomon Islands 16.7 64.8 22.8 … 0.1 …

Vanuatu … … … 222.5 … 2.1

Source: World Bank, World Debt Tables: External Debt o f  Developing Countries, 1987-88 Edition, vol. II. Country Tables
(Washington, D.C., 1988).

a Public and publicly guaranteed debt. b Excluding short-term debt.

the ESCAP region over a decade 
up to  the mid-1980s, as revealed 
in a recent repo rt,11 was the 
steady decline o f  the share o f  
official aid. This share for the 
South  Asian subregion declined 
from 25.6 per cent in 1975/76 
to  16.8 per cent in 1985/86. 
One reason was the sharp reduc-
tion in the relative importance 
o f  India and Pakistan in aid alloca-
tion. The share o f  Bangladesh 
remained fairly constant, while 
tha t o f  Sri Lanka increased. On 
the other hand, over the same 
period, the share o f  the East 
Asian and Pacific region re-
mained almost unchanged at about 
17 per cent as the decline in flows

to  Indonesia, the Lao People’s 
Democratic Republic, Democratic 
K am puchea and Viet Nam were 
offset by the rise in development 
assistance to the Philippines and 
Thailand, as well as by the entry  
o f  China in to  the list o f  reci-
pient nations. The reduction 
in the aid share o f  India was due 
largely to competing claims o f  
other low-income countries, m ain-
ly China and Sub-Saharan Africa, 
and was justified by donor n a -
tions against the background o f  
a relatively robust functioning 
o f  the Indian econom y (despite 
the low per capita income) and 
its capacity to  a ttract private 
lending.

One consequence o f  the de-
cline or stagnation o f  official 
aid flows was a rapid rise in com -

mercial debt in recent years. 
Thus the outstanding com m er-
cial debt o f  India rose to  $11.3 
billion in 1987, compared with 
its level o f  $4.6 billion in 1983, 
while that o f  China went from 
$6.9 billion in 1983 to $21.7 
billion in 1987. Many other 
countries o f  the region, includ-
ing the least developed coun-
tries, have had a similar expe-
rience.12 Improvements in the 
current account positions o f  coun-

11 OECD, Development Coopera-
tion 1987  (Paris, 1988), pp. 100-103.

12 The figures referred to are ou t-
standing external bank claims and 
non-bank trade-related credits as of 
end December of the years referred 
to. Organisation for Economic C o- 
operation and Development/Bank for 
International Settlements, Statistics on 
External Indebtedness (Paris and Basle, 
July 1985 and July 1988).
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tries in the region during 1987- 
1988 meant a lower level o f bor-
rowing or a retirement o f  debt 
so that the state o f indebtedness 
improved in some cases.

Until recently the Republic 
o f  Korea was the biggest debtor 
in the ESCAP region. However, 
its external debt situation im -
proved markedly in 1987 and 
1988, as substantial current ac-
count surpluses enabled it to 
effect a reduction o f its external 
debt in 1987 by $8 billion.13 
Further reduction seemed likely 
in 1988. The economy became 
indeed a net capital exporter 
since 1986.

The external debt situation 
o f  other countries, though not 
o f  any immediate concern, re-
quired careful handling. In India, 
for example, despite recent es-
calation, debt as a proportion 
o f  GNP was less than 20 per 
cent, bu t owing to  slow growth 
in export earnings the debt-to-

export ratio shot up to  276 per 
cent in 1986 from 157 in 1980, 
and the debt-service ratio doub-
led from about 9 to 18 per cent. 
A similar pattern was noticeable 
in many of the region’s least 
developed countries (table IV .4).

Other major debtor nations o f 
the ESCAP region were China, 
Indonesia, the Philippines and 
Thailand. The external debt 
situation in the Philippines, de-
spite buoyancy in exports in 
1987, continued to cause con-
cern. Recent reschedulings of 
repayments helped to moderate 
the debt-service ratio and the 
growth in total debt. Neverthe-
less, the external debt rose to 
above $28 billion in 1988, repre-
senting about 82 per cent o f 
GNP.14 In 1986, the debt-export 
ratio already stood at 326 per 
cent. The external debt o f China 
estimated at $24.5 billion at the 
end o f 1986,15 remained relative-
ly low as a percentage o f  its GNP

and exports. Indonesia currently 
perhaps had the highest amount 
o f  external debt in the region 
and with the fall in oil export 
revenues, bo th  the debt-export 
and debt-service ratios had risen 
sharply in recent years, although 
its debt/GNP ratio remained re-
latively moderate. Thailand also 
saw a rapid rise in its debt-export 
and debt-service ratios. In the 
1987-1988 period, however, with 
continued retention o f a ceiling o f 
$1 billion on annual borrowings, 
coupled with an upsurge o f fore-
eign direct investment inflows and 
fast growth in exports, the debt 
situation o f  the country im-
proved considerably in relation 
to 1986. Malaysia also had a 
sizeable external debt, bu t its 
repayment schedule remained rela-
tively comfortable owing to  the 
Government’s aggressive refinanc-
ing policies o f  1985 and 1986, 
as well as emphasis on rectifying 
external imbalances through ex-
port-oriented manufacturing, along 
with liberalization o f  financial 
and other regulatory controls to 
encourage foreign investment.

13 World Bank, Annual Report 1988 
(Washington, D.C., 1988), p. 90.

14 Ibid., p. 95.

15 Ibid., p. 94.
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V. SELECTED ECONOMIC ISSUES AND POLICIES

A. FOREIGN DIRECT 
INVESTMENT1

Recent developments concerning 
foreign direct investment r e -

present an im portan t bench-mark in 
global economic interdependence. 
There had been a definite shift 
towards a more favourable per-
ception o f  inward foreign direct 
investment in many developing 
countries since the late 1970s, 
which became m ore widespread 
during the 1980s. Some salient 
features o f  such investment in 
the region, w ith special reference 
to the sources, inward direction 
and sectoral d istribution, together 
w ith some issues and policies 
concerning these flows, are ex -
amined in this section.

It should be noted th a t an 
exhaustive analysis o f  foreign 
direct investment flows and 
stocks2 faces serious conceptual

and statistical difficulties. Data 
from different reporting sources 
on the m agnitude o f  flows and 
outstanding stocks o f  foreign 
direct investm ent are n o t  always 
comparable. They should, there-
fore, be regarded as approxim ate 
rather than  precise, indications 
o f  the size o f  relevant investment 
variables.

The developing ESCAP re-
gion contains the w orld’s largest 
pool o f  hum an resources, which, 
although largely unskilled, are 
highly educable. It also has 
high b u t  unevenly exploited en-
dow m ent o f  natural resources: 
there are large commercial de-
posits o f  hydrocarbons and coal, 
as well as a variety o f  o ther im -
portan t minerals — such as copper, 
gold, nickel and tin. Plentiful 
supplies from  agricultural, forestry 
and fishery industries enable the 
region to  provide over 50 per 
cent o f  world exports o f  ju te , 
copra and coconut oil, palm oil, 
rubber, abaca, tea, canned pineap-
ple, rice, non-coniferous wood 
products, and spices. Several 
developing economies o f  the  re-
gion are also im portan t exporters 
o f  labour-intensive and/or technol-
ogically-standardized m anufactured 
goods — m ost typically textiles 
and apparel, footw ear, toys, and 
consum er electrical p roducts and 
equipm ent. Above all, the re-
gion’s record o f  high and stable 
econom ic growth, especially in 
the 1980s, when o ther develop-
ing regions have faced severe 
difficulties even in maintaining 
their real per capita incomes

makes the region a m ajor p o te n -
tial destination o f  foreign direct 
investment flows.

The region’s share o f  inward 
foreign direct investm ent stocks, 
however, has been m inor, reach-
ing 21 per cent o f  th a t  in the 
developing countries and 7 per 
cent o f  global stock in 1975. 
The corresponding ratios rose to  
31 and 8 per cent in 1985. Within 
the region itself, the  flows o f  
inward foreign direct investm ent 
displayed three notable  charac-
teristics: a heavy degree o f  geo-
graphical concentra tion ; a wide 
range o f  sources; and increase-
ing im portance o f  services-related 
foreign direct investment.

1. Destination and sources 
o f inflows

(a) Major recipients

The current dollar value o f  
average ne t annual flows o f  fo r-
eign direct investm ent to  the  
developing econom ies o f  the  
ESCAP region was almost one 
and a ha lf tim es greater in 1981- 
1985 than  it was in 1975-1980 . 
However, annual flows remained 
relatively stagnant in 1982-1985 , 
showing little further grow th over 
the level reached in 1981 (table 
V .1). The East and South-East 
Asian econom ies received over 
90  per cent o f  the inflows, which 
averaged $4.82 billion annually 
during 1981-1985 . Within these 
subregions, Hong Kong, Malaysia, 
Singapore and increasingly, China 
became m ajor destinations. The

1 Foreign direct investment is gen-
erally understood as an investment
made to acquire a lasting or long- 
term interest and/or effective voice 
in an enterprise operating outside
the investor’s (home) economy, large-
ly through equity participation. How-
ever, minority joint ventures, manage-
ment and turnkey contracts, p roduc-
tion-sharing and franchising arrange-
ments, licensing and sub-contracting 
agreements, and risks-service contracts 
have assumed increasing importance 
as modalities for foreign direct in-
vestment since the mid-1970s.

2 Foreign direct investment flow: 
new foreign direct investment made 
during a time period. Foreign direct 
investment stock: total existing foreign 
investment at a particular po in t in 
time.
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exact size of foreign direct invest-
ment flows into South Asian 
countries could be somewhat un-
derstated owing, in part, to the 
exclusion o f  earnings reinvestment 
and intra-firm borrowings by some 
transnational corporations, and o f 
foreign direct investment from 
countries which were not mem-
bers o f the Development Assis-
tance Committee. It was, nev-
ertheless, apparent that the South 
Asian subregion received a rela-

tively insignificant share o f  in-
ward foreign direct investment. 
The same was also true o f  the 
Pacific island economies although, 
within this group, there were 
significant inflows o f  investment 
capital for resource-based pro-
jects in Papua New Guinea and, 
to  a much lesser extent, Fiji.3

The factors behind this pa t-
tern o f geographical concentration 
o f foreign direct investment in-
cluded an uneven spread o f both

mineral and other primary re-
sources (East and South-East Asia 
and a few Pacific island coun-
tries, being relatively well en-
dowed), and the entrepôt ad-

3 
A more detailed description of 

geographical distribution of inward 
foreign direct investment can be found 
in ESCAP, Asian-Pacific TNC Review 
(ST/ESCAP/322), pp. 32-37; and 
Asia-Pacific TNC Review, ESCAP/ 
UNCTC publication No. 5 (January 
1988), pp. 1-6.

Table V.1. Developing ESCAP region. Annual average net foreign direct investment flows and their distribution 
within the region, 1975-1986
(Millions o f  United States dollars; percentage)

Average 1975-1980 Average 1981-1985 Annual flows

Amount Per cent Amount Per cent 1984 1985 1986

Newly industrializing economies 895 45 1 997 41 1 879 1 328
…

Hong Kong 241 12 562 12 682 – 216 779

Republic of Korea 61 3 116 2 112 230 428

Singapore 502 25 1 130 23 884 974 673

Taiwan Province of China 91 5 189 4 201 340 …

ASEANa and China 973 48 2 447 51 2 694 2 775
…

China … … 796 16 1 258 1 659 …

Indonesia 290 14 229 5 226 272 259

Malaysia 524 26 1 083 22 797 694 530

Philippines 74 4 58 1 9 – 11 127

Thailand 85 4 280 6 404 161 264

South Asian countries 89 4 162 3 51 235 …

India 41 2 40 1 – 37 70 89

Pakistan 33 2 79 2 55 134 110

Sri Lanka 15 1 43 1 33 31 30

Pacific island countries 15 1 140 3 149 125
…

Fiji 10 1 32 1 23 34 34

Papua New Guinea … … 102 2 116 85 100

Solomon Islands 5 – 1 – 2 1 …

Vanuatu … … 5b – 8 5 2

Other regional econom ies 36 2 70 1 – 32 …

Total 2 007 100 4 817 100 4 773 4 495 …

Sources: United Nations, Transnational Corporations in World Development — Trends and Prospects, annex table A.1, pp. 
506-507; UNCTAD, Handbook o f  International Trade and Development Statistics — 1987 Supplement (United Nations publica-
tion, Sales No. E/F .87.II.D.10); and OECD, Geographical Distribution o f  Financial Flows to Developing Countries 1982/1985 
(Paris, 1987).

a Excluding Brunei Darussalam and Singapore. b Average of 1982-1986 flows.
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vantages o f  Hong Kong and 
Singapore. Such significant lo -
cation-specific advantages were also 
reinforced by the generally higher 
levels o f  economic developm ent — 
as typified by larger per capita 
incom e, diversified infrastructures, 
availability o f  labour, managerial 
and o ther skills, and o f  risk-tak-
ing entrepreneurship. Many o f  
these elements became evident, 
or were fostered th rough  policy 
regimes designed to  take full 
advantage o f  m arket o p p o rtu n i-
ties offered by the high growth 
rates sustained by  industrial m ar-
ket countries, during the  1960s 
and 1970s. Hong Kong had fol-
lowed an export-oriented strategy, 
although no t always by  explicit 
design because o f  the nature  
o f  its economic environm ent, since 
the early 1950s. The Republic 
o f  Korea and Taiwan Province 
o f  China pursued a similar devel-
opm ent strategy, a lthough with 
a greater degree o f  public sector 
intervention, from the  m id-1960s.4 
Singapore became virtually a free- 
trade econom y in the late 1960s. 
The o ther original ASEAN m em -
bers im plem ented a series o f  
trade liberalization and export- 
prom oting measures and schemes, 
including export-processing zones, 
partly  as a response to  exogenous 
shocks and related economic p ro b -
lems, in the mid- and late-1970s.5

Within the S outh  Asian subre-
gion, Sri Lanka in troduced im -
portan t changes for greater open-
ness in policy o rien tation  in 1977. 
In recent years, however, to  boost 
econom ic activity, trade and

growth, more liberal policies to -
wards foreign direct investment 
and the operation o f  m arket 
forces were being adopted  by 
m any o ther countries in the re-
gion, including some which 
h itherto  had pursued im port sub-
stitu tion  or developm ent stra te-
gies in which direct foreign in-
vestm ent was accorded a quite 
minor role or even spurned. 
Thus in recent years, Afghanistan, 
Burma, the Lao People’s D em o-
cratic Republic and Viet Nam 
have form ulated or adopted 
specific legislative or o ther m odali-
ties designed to  prom ote for-
eign direct investment (see box  
III.2, p. 45). Many recent policy 
changes by o ther countries o f  the 
region have involved the selec-
tive im provem ent and strength-
ening o f  existing laws on such 
investment.

The Provisions o f  the State 
Council o f  the People’s R epub-
lic o f  China for the Encourage-
m ent o f  Foreign Investment, 
o f  O ctober 1986, em bodying 
22 articles, foster export-oriented 
and technologically-advanced en-
terprises th rough the provision 
o f  m ore benefits and additional 
fiscal incentives. Measures to  
redress foreign exchange problems 
o f  jo in t ventures include greater 
liberalization in the adjustm ent 
o f  their foreign balances.

There have also been ex ten -
sive changes in Malaysia. New 
equ ity  guidelines provide for 
wholly-owned enterprises, subject 
to  certain perform ance and em -

ploym ent requirements. Business 
incentives were restructured in 
January 1986, with a tax abate-
m ent programme replacing a host 
o f  labour utilization- and loca-
tion-based incentives.

Several o ther economies o f-
fer attractive fiscal and other 
incentives for investment, in addi-
tion  to the easing o f  conditions 
on entry . In India, incentives 
were improved in the mid-1980s 
through reductions in company 
income taxes and customs duties on 
project im ports, a raised exem p-
tion limit for personal income 
tax, and extension o f  tax h o -
liday concessions (to  five more 
years for all new units). Entry 
and participation o f  the private 
sector in the manufacture o f  
telecom m unication equipm ent, and 
o f  foreign companies and large 
enterprises in electronics com po-
nent m anufactures were also 
eased.

In 1985, Indonesia expanded
and loosened regulations on the
num ber o f  areas in which for-
eign direct investment would be 
perm itted — including most 
food-processing industries, agricul-
tural chemicals, industrial m achine-
ry and basic metals manufactures. 
In tha t year also, the Republic
o f  Korea opened 102 additional 
areas to  foreign direct invest-
m ent. A utom atic  approval would 
be given to  applications which
m et certain conditions regarding 
specified equity  share and size, 
and percentage o f  export ou tput.

All investm ent laws since 1967 
were consolidated in to  a single 
code (the  Omnibus Investments 
Code) in the Philippines in 
1981, w ith  the a ttendan t stream-
lining o f  procedures and harm oni-
zation o f  incentives. Revisions 
in 1983 made incentives per-
formance-oriented and further 
simplified procedures for grant-
ing incentives, among o ther things. 
Am ong additional revisions com -
ing in to  effect in June 1987 were

4 For details, see S. Naya, “ Role 
o f  trade policies: com petition  or co-
opera tion” , Challenge o f  Asian De-
veloping Countries, op. cit., pp. 174- 
183; World Bank, World Develop-
m ent Report 1987  (New York, Oxford 
University Press, 1987), pp. 99-100; 
and ESCAP, An Evaluation o f  E x-
port Processing Zones in Selected 
Asian Countries (ST/ESCAP/395), 
p. 40.

5 A succinct summary of the 
major relevant changes and measures 
can be found in S. Naya, “Economic 
performance and growth factors of 
the ASEAN countries” , The A SE A N  
Success Story — Social, Economic 
and Political Dimensions, L.G. Martin, 
ed., (Hawaii, East West Center, 1987), 
pp. 55-61; and S. Sekiguchi, Japanese 
Direct Foreign Investm ent (London, 
The Macmillan Press Ltd., 1979), pp. 
60-62.
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income tax holidays o f  four to 
six years for new business, with 
limited extensions subject to cer-
tain performance requirements, 
plus tax and duty exemption and 
credits on imported capital 
equipment and local raw material 
purchases.

New rules announced in 
1983 in Thailand served to lower 
investment incentives for projects 
producing mainly for the domes-
tic market or importing most 
of the required inputs. Matters 
concerning entitlements to a variety 
of fiscal incentives were also 
clarified. On the other hand, 
additional benefits were accorded 
to projects located in special 
industrial prom otion zones, sub-
ject to certain requirements 
regarding investment size, employ-
ment volume, use o f local agri-
cultural input and export per-
formance.

(b) Traditional sources

Historically, North America, 
Europe and Japan provided the 
bulk o f  foreign direct investment 
flows to  the region. In more 
recent years, the rapid increase 
in the availability o f  investment 
capital from Japan and the emer-
gence o f  some developing eco-
nomies o f the region as impor-
tant sources o f funds has provided 
additional opportunities for gain-
ful co-operation among host and 
home countries within the region.

Japan, among the traditional 
sources o f investment capital, had 
built up the largest foreign direct 
investment stock within the 
Asian developing region since the 
mid-1970s; this period also wit-
nessed the second extended surge 
of Japanese outward foreign di-
rect investment.6 Their stock 
expanded at a very fast rate, 
which, at $21.8 billion in 1986, 
was five times larger than it was 
in 1975. The annual flow to 
the Asian developing region

averaged $1.07 billion in 1973- 
1978, compared with $200 mil-
lion over the period 1969-1971. 
The region’s share o f foreign 
direct investment consequently 
reached almost one third, com -
pared with about a quarter, o f 
Japanese outward foreign direct 
investment during these respec-
tive periods. The reasons for 
this upswing included the search 
by Japan for resources in the 
context o f  her own needs and 
the world-wide commodity price 
boom, including the first oil price 
shock. Later, the relocation 
o f “sunset” labour-intensive and 
resource-processing industries kept 
up the impetus and the outflow.

United States investment in 
the developing Asian region was 
sustained at a high rate during 
the late 1970s and early 1980s, 
largely on account o f the boom 
in petroleum-related activities, and 
the manufacture/assembly o f elec-
trical/electronic products and com-
ponents. United States foreign 
direct investment stock, at $16 
billion in 1986, was 2.8 times 
larger than it was in 1975. In 
the mid-1980s, Japan and the 
United States together accounted 
for just over 70 per cent o f the 
accumulated stock o f foreign 
direct investment in the devel-
oping economies o f the ESCAP 
region.

It was notable that the 
flow of surplus capital from 
Japan during the 1980s, the 
third period of upsurge in for-
eign direct investment, was large-
ly in favour o f North America, 
particularly the United States, 
and to a less extent Western

Europe.7 North America, which 
received less than 30 per cent 
o f the total Japanese outflows 
during 1977-1979, absorbed 46 per 
cent, equivalent to $10.4 billion 
annually, during 1985-1987, the 
corresponding shares for Europe 
being 17 and 8 per cent respec-
tively. Such large outflows were 
greatly facilitated by the avail-
ability o f substantial external sur-
pluses and the steep apprecia-
tion o f the yen relative to the 
United States dollar, by about 
one half between the second 
quarters o f 1985 and 1988.

These investments were made, 
in part, to avoid market access 
difficulties and also to establish 
market presence within the de-
veloped market countries. The 
industries involved were capital 
intensive and technologically 
sophisticated. Moreover, most 
o f the transplanted activities were 
still expanding and being fur-
ther developed in the home coun-
try, the shift towards knowledge- 
intensive industrialization being 
initiated only from the mid- 
1970s. They were thus much 
different in nature from their 
sunset or resource-consuming 
counterparts, which had been ac-
tively relocated overseas, most-
ly in Asia, through the first two 
periods o f boom in foreign di-
rect investment.8 For these

6 Data on Japanese outward flows 
,sisab lavorppa na  no dedrocer era

and thus the actual amounts of in-
vestment in realized or implemented 
projects may be considerably smaller 
than the ex-ante levels. Also, the cor-
responding years are fiscal periods, 
which start in April and end in March 
of the following year.

7 The global flow about doubled 
to $8.1 billion between 1980 and 
1983, and reached $22.3 billion in 
1986 and $33.4 billion in 1987. The 
allocations of the Asian developing 
region were respectively $1.8, $2.3 
and $4.9 billion.

8
The areas of industrial trans-

plantation included typically the manu-
facture and assembly of transport 
equipment and allied components, com-
plex consumer and industrial elec-
tronics products, and office automa-
tion equipment. See, for example, 
T. Ozawa, “Japan” in J.H. Dunning 
ed., Multinational Enterprises, Economic 
Structure and International Competi-
tiveness (New York, John Wiley and 
Sons, 1985), pp. 167-174.
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reasons, the share o f  the devel-
oping ESCAP region o f  the cur-
ren t upswing in such investment 
declined almost steadily from  a 
peak o f  around one third o f  
the outw ard foreign direct invest-
m ent o f  Japan  in the mid-1970s 
to  19 per cent (equivalent to  an 
annual flow o f  $1.6 billion) du r-
ing 1982-1985 , and further to  
12 per cent (or $2.9 billion) over 
1985-1987.

In terms o f  d istribution o f  
inflows in to  the region, foreign 
direct investment from  Japan 
was even more heavily concen-
tra ted  in the East Asian region 
than  the to ta l from  all sources. 
For example, 57 per cent o f 
the average 1986-1987 flow was 
channelled to  NIEs, one fifth 
to  China and 22 per cen t to 
the four ASEAN members — 
Indonesia, Malaysia, the  Philippines 
and Thailand (table V.2). In 
particular, China received an in -

creasingly large flow o f  Japanese 
investm ent, which reached an aver-
age o f  $726 million or 20  per cent 
o f  the to ta l flow to  the region 
during 1986-1987 as against $52 
million (or less than 3 per cent) 
during the first ha lf  o f  the 1980s. 
There was a precipitate decline 
in the relative share o f  Indonesia 
from  41.2 per cent in the first 
h a lf  o f  1980s to  11.0 per cent 
in 1986-1987. Furtherm ore , in 
term s o f  their sectoral character, 
Japanese investm ent in the Asian 
developing economies in the 1980s 
flowed increasingly to  the service 
sector.

(c) Intraregional foreign direct in-
vestment flows from develop-
ing economies

A lthough the volume o f  o u t-
ward foreign direct investment 
flows from  the developing countries

was estim ated to  be less than 
3 per cent o f  the global total 
in 1985, the flows had expanded 
at the  highest rate w ithin the 
Asian and Pacific region. The 
accum ulated am ount stood at 
$1.9 billion in 1978 and $2.9 
billion in 1982. These were 
equivalent to  16 and 12 per cent 
o f  the outstanding stocks of 
foreign direct investment within 
the developing ESCAP region in 
1978 and 1982 respectively. The 
m ajor originating economies were 
the Asian NIEs and India. The 
available data, although rather 
sketchy, indicated an appreciably 
fast rate o f  outflows from the in-
dustrializing economies to  o ther eco-
nomies o f  the region — Indonesia, 
Malaysia, the  Philippines and 
Thailand in particular — during 
m ost recent years. Equity  in 
applied investment projects from 
the Asian developing economies 
constitu ted  one fifth  o f  annual

Table V.2. Developing economies of the ESCAP region. Annual inflows of foreign direct investment from Japan 
and their distribution, 1981-1987a
(Millions o f  United States dollars; percentage)

Average 1981-1985 Average 1986-1987

A m ount Per cent A m ount Per cent

N ew ly  industrializing econ om ies 820 42.2 2 055.5 57.1

Hong Kong 367 18.9 787.0 21.9

Republic o f  Korea 109 5.6 541.5 15.0
Singapore 266 13.7 398.0 11.0
Taiwan Province o f  China 78 4.0 329.0 9.1

A SE A N b and China 1 076 55.3 1 517.5 42.2

China 52 2.7 726.0 20.2

Indonesia 800 41.2 397.5 11.0

Malaysia 95 4.9 160.5 4.5

Philippines 56 2.9 46.5 1.3

Thailand 73 3.8 187.0 5.2

O ther Asian econom ies 48 2.5 24.5 0.7

Total 1 944 100.0 3 597.5 100.0

Sources: Ministry o f F inance, Japan.

a Fiscal years starting in April. b Excluding Brunei Darussalam and Singapore.

84



inflows o f  foreign direct invest-
ment from 1982 to 1983 and 
almost 45 per cent from 1986 
to 1987 in Malaysia. The cor-
responding ratios were 4 and 20 
per cent in the Philippines, and 
22 and 25 per cent in Thailand. 
The investment stock of the Asian 
developing economies went up 
in Indonesia from 15.9 per cent 
in 1982 to 17.3 per cent as o f 
December 1987.

The above figures do not 
include foreign direct investment 
to  and from China, which became 
a major destination o f  such in-
vestment from both  the devel-
oped countries, especially Japan, 
and the developing economies, 
after 1979. The value o f imple-
mented investment projects from 
Hong Kong and, to some extent 
from Macao, to China, stood 
at $5.1 billion or 57 per cent 
o f  the total inflows during 1979- 
1987. At the same time, foreign 
direct investment from China was 
estimated at $0.62 billion.9

Other major destinations o f 
intraregional foreign direct in -
vestment from the developing 
economies o f  the region were 
Indonesia and, to a much less 
extent, Malaysia, Singapore and 
Taiwan Province o f China. Such 
investment was allocated primari-
ly to labour-intensive, technologi-
cally-standardized or mature ac-
tivities — such as food-processing, 
textiles and garments, plastic pro-
ducts and footwear, and con-
struction — although certain in-
dustrial upgrading, in terms o f  
a shift towards products embody-
ing greater technical sophistica-

tion and capital intensities, was 
evident in recent years. The 
outward foreign direct investment 
o f India, however, was no t only 
heavily channelled to relatively 
complex products including chemi-
cals, metals and machinery but 
also more widely distributed in 
geographical coverage (for example, 
to Africa).

These investments were also 
at least partly motivated by the 
need to mitigate rising difficul-
ties in maintaining market access 
for the exports o f the home eco-
nomies, particularly o f  labour- 
intensive products. There was 
a need to offset the growing com-
parative disadvantages o f  the home 
countries owing to higher wages, 
aggravated by a considerable ap-
preciation o f their currencies in 
recent years, and other location- 
specific costs, through relocation, 
via foreign direct investment, to 
more advantageous and/or recep-
tive environments. The moves 
were further facilitated by transac-
tional advantages pertaining to 
innovative production processes 
and organizational techniques, mar-
keting expertise, and accessibility 
through ethnic and cultural connec-
tions in host economies. The 
availability o f  large markets in 
host economies was another a t-
tractive factor in their ability 
to draw in foreign direct invest-
ment. Given the nature o f the 
sunk investment, investors offered 
more favourable and competitive 
entry terms to these economies 
than to smaller economies, other 
things being equal.

There were also jo in t ven-
tures between firms from the 
developing economies o f  the re-
gion and the transnational cor-
porations of the developed coun-
tries, in advanced technology 
industries, which were neither well 
established nor im portant export 
producers. This was mainly to 
acquire, adapt and transfer back 
the relevant production and pro-

cessing technologies, organizational 
techniques, and marketing ex-
pertise, and contacts.10 Such 
pooling o f  forces among de-
veloped and developing country 
enterprises could be an increas-
ingly frequent factor behind the 
future patterns o f  foreign direct 
investment outflows, particularly 
from the NIEs o f the region, 
given the increasing importance 
o f  technological factors in shift-
ing international comparative ad-
vantages in recent years.

(d) Sectoral distribution

The changing pattern o f  inter-
sectoral distribution o f  foreign 
direct investment flows into the 
developing ESCAP region in the 
1980s reflected the economic 
climate o f the host countries and 
the dynamic process o f  economic 
development and structural trans-
formations o f  the host/hom e eco-
nomies, and shifting patterns o f 
comparative advantage. In this 
context, a number o f trends were 
discernible, notwithstanding the 
acute lack o f  adequate and com-
parable data.

First, the share o f  service- 
related foreign direct investment 
rose very fast in the 1980s, from 
less than 19 per cent in 1981 
to 32 per cent (equivalent to 
$7.8 billion) in 1986-1987 in 
the case of Japanese investment 
stock; the corresponding ratios 
in the case of United States in-
vestment were 24 per cent in 
1977 and around 30 per cent 
(or $4.6 billion) from 1985 to 
1986. The bulk o f such invest-
ment was in the development 
and diversification o f business9 Qian Hao and Xie Yangan, 

“China’s foreign direct investment: in-
flows and outflows” , a paper presented 
at the joint ESCAP/State Planning 
Commission of China Conference 
on “Economic Co-operation through 
Foreign Investment among Asian and 
Pacific Countries” (phase III), Beijing 
20-23 September 1988, pp. 31-32 
and p. 55.

10 See E.K.Y. Chen, “Multinationals 
from Hong Kong” , pp. 118-125; and 
S. Lall and others, “Synthesis and 
conclusions” , The New Multinationals — 
The Spread o f  Third World Enterprises 
(New York, John Wiley and Sons, 
1983), p. 256.
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in frastructures and facilities — 
m ostly  banking and finance, 
commerce (wholesale and re -
tail trade), and o ther business 
services (including insurance and 
real estate). These investm ents 
flowed largely to  NIEs, Hong 
Kong and Singapore in particular. 
Am ong South-East Asian countries, 
there was sizeable Japanese foreign 
direct investm ent in services in 
Indonesia and Thailand, and
American investm ent in the
Philippines.

The upsurge o f  service-related 
foreign direct investm ent and the 
predom inance o f  financial in te rm e-
diation and commercial services 
in such investm ent, could be 
accounted for by  several factors. 
Many industrial transnational cor-
porations had very close ties 
w ith  service corporations, includ-
ing general trading houses, and 
thus would w ant to  realize fur-
ther their ownership-specific and 
o ther transactional advantages by 
internalizing some o f  these cru-
cial functions themselves, or 
through allied companies w ithin 
their own industrial/business 
group. Second, the service 
sector had come to  provide a m a-
jo r  share o f  national o u tp u t in 
m any industrial m arket countries 
for some time. The service firms 
had  thus grown in to  m aturity  
and acquired considerable in te r-
national comparative advantage in 
following their industrial c o u n -
terparts abroad. Third, the grow-
ing m ultiplication and pluralism o f  
external investm ent and investors 
could be expected to  induce a 
com m ensurate rise in foreign d i-
rect investm ent in services. Last, 
services investm ent appeared to  
have been m ore profitable in 
recent times. During the period 
1980-1986 , service affiliates o f  
American transnational co rpo ra-
tions in developing countries 
managed to  deliver rates o f  re -
turn  averaging 14.5 per cent, 
com pared w ith  9.5 per cent

realized by their industrial coun-
te rparts .11

A parallel and concom itant 
trend  related to  the  declining, 
though still p redom inant, share 
o f  resource developm ent and 
m anufacturing activities in the 
to ta l flows and stocks. These 
tw o sectors accounted for four 
fifths o f  Japanese foreign direct 
investm ent stock in 1981 and 
abou t tw o thirds during 1986- 
1987. The trend was less m arked 
in the case o f  United States in -
vestm ent, w ith  the ratios being 
77 per cent in 1977 and 70 per 
cent in  1985-1986. However, 
notable variations existed w ith -
in these tw o sectors, reflecting 
different considerations and em -
phases in internationalized p ro d -
uction  from  different sources o f 
investm ent capital.

O utw ard foreign direct i n -
vestm ent from  the U nited States 
tended  to  be directed, w ith  con-
siderable unifo rm ity  b o th  global-
ly and in the ESCAP region, to  
productive activities and the provi-
sion o f  services for which American 
transnational corporations p o s -
sessed considerable comparative 
advantage. A part from  the services 
already n o ted  above, these in -
cluded oil-processing and p e tro -
chemical m anufactures, as well 
as equipm ent and parts for b o th  
electrical/e lectronic  and n o n - 
electrical goods in the ESCAP 
region. Petroleum -related activi-
ties in Indonesia (and m ore re-
cently, though  to  a m uch  less 
ex ten t, in  Malaysia, Singapore and 
Thailand) accoun ted  for abou t 
40  per cent o f  U nited States 
foreign d irect investm ent stock 
(equivalent to  abou t $6.2 billion) 
in the region in 1985-1986 and 
m anufactures for a round 25 per 
cent. The bulk  o f  such invest-

m ent was in the production o f 
chemicals, electric/electronic equip-
m ent and, to  a less ex ten t, non- 
electric m achinery in Malaysia, 
the Republic o f  Korea, Singapore, 
Taiwan Province o f  China and 
Thailand.

Japanese outw ard foreign di-
rect investment generally aimed 
at securing resource supplies, and 
relocating industries which had 
lost comparative advantage, over 
the period o f time. The relative 
share o f such investm ent in labour- 
intensive m anufactures, m ostly con-
centrated  in textiles, in NIEs 
and South-East Asia, showed the 
steepest fall from  over 12 to 
7 per cent between 1981 and 
1987. The process o f  reloca-
tion  had  started a decade earlier, 
when the comparative advantage 
o f  Japan in labour-intensive m anu-
facturing was being eroded by 
a variety o f factors, including 
changes in dem and, labour short-
ages and rising real wages, ex -
change rate changes, and m arket 
access problems. It was also 
facilitated by  substantial liber-
alization o f  outw ard foreign di-
rect investm ent from  late 1969, 
and considerable assistance from 
sta tu to ry  bodies, including the 
Overseas Econom ic C o-operation 
Fund and the Export-Im port Bank 
o f Japan. The textile-related 
foreign direct investm ent o f 
Japan  in the region, for ex -
ample, increased from  almost 
$300 million in 1972 to  just 
under $720 million in 1976. 
The flow o f  such investment 
slowed down appreciably after-
wards.

Restructuring o f  the Japanese 
econom y in favour o f  capital 
and resource-intensive industriali-
zation and  away from  labour- 
intensive industry , successfully im -
plem ented by the  late 1960s, 
subsequently  encountered  con-
siderable difficulties from  the early 
1970s and  induced growing foreign 
direct investm ent outflow s in these

11 United Nations, Transnational 
Corporations in World Development — 
Trends and Prospects (ST/CTC/89), 
pp. 420-422 .
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areas. The reasons for that in-
cluded the oil price shock, world-
wide inflation in commodity prices 
attributable in part to  weather- 
induced shortfalls in food produc-
tion, serious land constraints and 
stringent anti-pollution laws and 
regulations. These factors led 
to a decline in the competitive-
ness o f  a number o f industries 
including metal products, chemi-
cals, electrical/electronic goods 
and allied components, and tran-
sport equipment and related parts.

In the subsequent relocation 
induced by foreign direct invest-
ment, mostly to East and South- 
East Asian economies (mainly the 
former), these subsectors accounted 
for almost 63 per cent (or $6.2 
billion) of Japanese foreign direct 
investment stock in the manu-
facturing sector of the region 
in 1987, after a steady and ex-
tended growth over the years. 
They had accounted for just 
over one third, or less than $250 
million, 15 years earlier. Most 
Japanese foreign direct investment 
in the region’s primary sector, 
on the other hand (around 90 per 
cent) was channelled to extractive 
activities, mostly in Indonesia, 
with some small projects in 
Malaysia and the Philippines. The 
relative share o f such activities 
trended downward more rapidly 
in the 1980s, from around one 
third to just over 26 per cent of 
total investment between 1981 
and 1987. In absolute terms, 
however, the value of such in-
vestment stock doubled to  $7.1 
billion in 1987.

The falling share reflected 
the maturing stage and reloca-
tion o f  certain processing and 
manufacturing activities, noted 
previously, as well as the struc-
tural shift in Japan towards more 
knowledge-intensive industrializa-
tion and exports since the mid- 
1970s. In fact, since the second 
half of the 1970s through foreign 
direct investment in resources ex-

traction, Japan had become a 
major market, absorbing between 
one fifth (tin ingot and tungsten 
ores) to  upwards of nine tenths 
(iron ores, copper concentrates, 
bauxite, manganese and chromium 
ores, and crude petroleum) of the 
export values of the relevant 
minerals produced by India, 
Indonesia, Malaysia, the Philippines 
and Thailand.

2. Issues and policies 
concerning foreign 
direct investment

(a) Resource constraints and for-
eign direct investment

The many recent shifts in 
policy orientation and measures 
in favour o f inward foreign 
direct investment in the region, 
outlined earlier in this section, 
signified a changing perception 
o f the mutual benefits derivable 
from host/home country eco-
nomic interaction within the 
dynamic context of increasing 
global interdependence and com-
plementarities. They culminated 
from the totality o f  experience 
of host economies and their per-
ception of foreign investment and 
trade interacting with the de-
clining trend in other resource 
flows, especially concessional 
ODAs, and increasing risks of 
debt accumulation from com-
mercial borrowings available to 
the developing countries. On 
the other hand, the developments 
in Japan and the East Asian NIEs, 
with their higher development 
levels, rising wages and current 
account surpluses resulted in 
efforts to relocate what, in their 
context, could be regarded as 
sunset industries, but which pro-
vided other countries o f the region 
opportunities to develop industries 
emerging from shifting compara-
tive advantage induced through 
foreign investment and exports.

At the same time, many 
developing countries were increas-
ingly aware o f the acute limita-
tions and missed opportunities 
for innovative adaptations and 
development in several crucial 
areas — technological, m arket-
ing and organizational capabili-
ties, expertise, and supportive 
networks. These factors had 
proved, in recent years, to be 
the cutting edge in shaping 
the patterns o f comparative 
advantage.

There are many actual cases 
o f shifting comparative advantage 
across the whole spectrum of 
technologies induced through 
foreign direct investment and 
trade. The most notable exam-
ples range from motor vehicles, 
steel, and drugs to processed 
food items, wood products, 
electrical and electronic equipment, 
textiles and apparel, footwear, 
toys and other standardized 
manufactured consumer goods. 
Owing to rapid economic and 
industrial growth and transforma-
tion, Japan and then the “ second 
generation” o f currently indus-
trializing economies — Hong Kong, 
the Republic o f Korea, Singapore 
and Taiwan Province o f China — 
have lost a large part o f their 
location-specific advantage in 
labour-intensive and, subsequently, 
light manufactures exports to the 
“ third generation” countries. 
These are just entering into the 
early stages o f  the industrializa-
tion process and include China, 
Indonesia, Malaysia, the Philippines 
and Thailand.

The highly skewed pattern 
o f  geographical distribution of 
inward foreign direct investment 
highlighted a basic limitation of 
foreign investment as a means 
o f accelerating growth in the 
developing economies o f  the 
ESCAP region. The initiation 
o f sustained growth through in-
creased investment remained a 
fundamental difficulty in many
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o f  these economies — the least 
developed countries and a large 
num ber o f  small islands in the 
Pacific subregion in particular. 
Most o f  these economies were 
confronted  w ith  a variety o f  
special physical and o ther serious 
developm ent constraints, such as 
limited natural resource endow -
m ents, great physical isolation 
and fragm entation, and frequent 
occurrence o f  natural disasters. 
Largely as a result, they  re -
mained enmeshed in a vicious 
circle o f  low income growth, 
inadequate savings, lim ited invest-
m ent, and low level o f  dom es-
tic economic activities. These 
forces, in tu rn , generated o ther 
serious structural barriers to 
growth, including small internal 
m arkets, highly inadequate in -
frastructures and business facili-
ties, and limited supplies o f  ex -
perienced and skilled hum an 
resources, among others.

The severe physical and s truc-
tural constraints facing least de-
veloped and island developing co u n -
tries in the ESCAP region im -
plied fewer options and more 
limited scope for pulling in for-
eign direct investm ent, and for 
negotiating the com ponents and 
terms o f  such investment pack -
ages. These constraints, h ow -
ever, were n o t always insur-
m ountable , given the  availability 
o f  suitable inducem ents and /o r 
the removal o f  disincentives 
through policy reform s.12 Many 
low-income and island countries, 
including Bangladesh, Fiji, Sri 
Lanka, Tonga, and V anuatu , had 
recently a ttrac ted  relatively large 
inflows o f  foreign direct invest-
m ent in labour-intensive m anu-
factures for export and in tourism

developments, among o ther sec-
toral activities. Significantly, ex-
port processing zones and o ther 
specially designated locations were 
utilized by m any developing
economies at varying stages o f  
developm ent as an ad hoc, short-
cut to  a type  o f  greenhouse en-
vironm ent more accom m odating
to inward foreign direct invest-
m ent. This was achieved by  con-
centrating the lim ited facilities
and supplies, or otherwise
minimizing a variety o f  supply, 
infrastructural, policy and ad -
ministrative constraints.

It was therefore apparent tha t, 
am ong o ther things, an appro-
priate or receptive policy regime 
towards foreign investment and 
trade was among the  crucial de-
term inants o f  the size o f  invest-
m en t inflows and the ex ten t 
o f  associated externalities. Yet 
it would be unrealistic to  presume 
in the m edium  term  tha t the 
dom estic econom ic environm ent, 
in the least developed and other 
low-income countries especially,
would be sufficiently accom -
m odating, and inward foreign 
direct investm ent sufficiently large, 
to  transform  the prevailing 
vicious circle o f  poverty in to  a 
cycle o f  growth through expand-
ing investment and trade. Nor 
w ould  it be equally realistic to 
expect foreign direct investment
to  be a feasible substitu te for 
official developm ent aid. Such 
assistance, averaging $1.85 billion 
in real term s annually in 1985- 
1986, constitu ted  the largest bulk 
o f  external resources received by 
the  least developed countries o f  
ESCAP.

These tw o types o f  external 
resources, in fact, were com ple-
m entary  in several aspects. Official 
assistance, for example, could help 
build up  the  essential infrastruc-
tures, improve and diversify hum an 
resources skills, provide short-term 
balance-of-paym ents support and 
relieve debt-service pressures, and

foster the developm ent o f  private 
entrepreneurship and business op-
portunities. As noted  earlier, 
these ancillary factors were es-
sential for the effective prom otion 
and accom m odation o f  foreign 
direct investment and its domestic 
linkages. Yet, they were in very 
short supply in almost al l o f the 
low-income and island developing 
economies.

(b) Technology choice and transfer

It is now evident that techn-
ological factors have become an 
increasingly im portan t cutting edge 
o f  comparative advantage in dom -
estic and internationalized produc-
tion. The revolutionary advances 
in micro-electronics and the rapid 
global spread in their application 
are perhaps one o f  the outstanding 
features o f  international develop-
m ent in the  1980s. Such applica-
tions, plus induced developments 
in bio- and materials engineer-
ing, are giving rise to  new products, 
serving to  upgrade existing prod-
ucts and production  processes, and 
changing the level and concentra-
tion o f  economic activities in 
m any countries.

The rapid pace o f  technolog-
ical change and adaptations o f  the 
last decade can be expected to 
accelerate in the 1990s and be-
yo n d ,13 w ith  equally dramatic 
impact on global economic activ-
ities and interdependence, among 
other effects. Yet a large, if  no t 
an overwhelming, volume o f  the 
w orld’s technological inventions 
and innovations rests with the

12 See, for example, T.N. Srini-
vasan, “The costs and benefits o f 
being a small, rem ote, island, land- 
locked or ministate econom y” , The 
World Bank Research Observer, vol. 
1, No. 2 (July 1986), pp. 205-218.

1 3 This is because discrete ad-
vances in information-based micro 
electronics, which forms the basis 
behind a large variety o f industrial 
applications, can be harnessed or com-
bined as building blocks to achieve 
much higher levels o f systemic, inte-
grated and/or complex applications 
and follow-up research, thus yielding 
quantum  jum ps in operational effi-
ciency, and in further technological 
progress and innovations.
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industrial countries. Furthermore, 
the core components o f such 
progress and improvements — be 
they in process, product or
management technologies, and in 
technologies for quality control — 
are not always available at arms 
length or in unbundled forms. 
This applies in cases o f  significant 
product differentiation (through 
brand names or registered trade 
marks), or where heavy capital 
expenditure is involved or the 
levels o f  embodied technology
are much less complex but are 
changing constantly (such as phar-
maceuticals, consumer electronics, 
and fashion wear).

In such cases, the traditional 
modalities o f  foreign direct in-
vestment — wholly-owned enter-
prises or majority-owned jo int
ventures — may be the preferred 
modes o f  involvement o f capital 
and technology owners.14

The experience o f  several dev-
eloping economies o f the ESCAP 
region has revealed the cumula-
tive development and diversifica-
tion o f indigenous capabilities and 
dynamism through foreign direct 
investment and associated techn-
ology inflows. Japan and NIEs 
have achieved rapid industrializa-
tion through, among other things, 
a judicious mix o f  (traditional) 
joint ventures and externalized 
acquisitions with an emphasis on 
the latest technologies possible. 
The industries involved range from 
certain lines o f  electronics and 
petrochemicals to heavy engineer-
ing, including shipbuilding. Most 
o f  these economies, such as Hong 
Kong or the Republic of Korea, 
are now exporters in their own 
right o f  advanced, innovative or 
adaptive technologies in several 
industries and products.

The critical role o f ancillary 
requirements is thus evident in 
the transfer of skills, stimulation 
o f  local technological capabilities, 
and widespread diffusion o f  techn-
ologies throughout the host econ-
omies. In fact, information- 
based production and processing 
systems, through the substantial 
reduction in labour content, has 
rendered the international division 
o f  labour considerably more com-
plex than it was only decade 
ago. A corollary to this develop-
m ent is that the availability in 
host developing economies o f  skill-
ed human resources is going to 
be increasingly more important 
than just the supply o f low-wage 
labour itself.

The basic issues are thus 
not merely ways and means for 
developing countries to obtain 
access to new technological ad-
vances and innovations (see 
box V .1). They also involve 
strategies to utilize, refine and 
further develop, as appropriate, 
transferred and/or acquired tech-
nologies to maintain international 
competitiveness, penetrate addi-
tional markets and establish new 
market niches. These courses 
of action would be likely to over- 
extend the totality o f  indige-
nous socio-economic achievements 
and possibilities even in relative-
ly more developed economies. 
This is because they cover the 
whole gamut o f key areas, in-
cluding human resources infra-
structure and training, economic 
policy regimes generally and those 
relating to local research and 
development efforts, and the 
dynamism and competitiveness of 
domestic markets and productive 
entrepreneurship. Such strategic 
requirements do not bode well 
for many least developed and 
low-income countries, in which 
there are acute shortages o f 
several critical productive re-
sources and factors. These 
economies may thus remain on

the sidelines, watching their 
more fortunate counterparts grow 
by leaps and bounds within 
the interactively dynamic cycle 
of economic and technological 
development and transformation.

(c) Areas for enhanced interna-
tional co-operation

The above analysis o f issues 
and implications for development 
policy and planning as regards 
foreign direct investment and 
trade suggests much scope for ex-
tra-regional and intraregional co- 
operation in both economic and 
functional/technical areas. The 
initiation o f sustained growth in 
the least developed and other 
low-income or small island coun-
tries clearly would benefit from 
and be facilitated by the dynamic 
and catalytic influence of higher 
inward foreign direct investment 
and the associated transfer of 
appropriate technologies. There 
are encouraging signs o f a realiza-
tion o f  the need for improvement 
in the economic policy regime 
and regulatory framework in 
several low-income economies to 
facilitate foreign direct invest-
ment inflows. This would help 
induce greater efforts on the 
part o f capital owners from both 
the developed and the develop-
ing countries to seek out partic-
ular niches and opportunities for 
internationalized production. At 
the same time, there is also a 
need to facilitate mutual indus-
trial adjustment and restructuring, 
and relocation o f  economic ac-
tivities through foreign direct 
investment, as necessitated by shift-
ing comparative advantage, as well 
as to  minimize the concomitant 
social disruption that is virtual-
ly inescapable. An important 
requirement for this process is 
improved or widened market ac-
cess for international trade and 
investment generally, and in the 
developed and developing eco-

14 UNCTC, Transnational Corpora-
tions and Technology Transfer: E f-
fects and Policy Issues (United Na-
tions publication, Sales No. E.87. 
II.A.4), pp. 17-29.
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Box V.1. Implications of new technology
Rapid technological changes cur-

rently occurring in industrialized coun-
tries present major challenges as well 
as opportunities for developing coun-
tries of the ESCAP region. There 
are implications for technological ca-
pability development, for em ploy-
m ent and for shifts in the structure 
o f comparative advantage (which in 
turn  point to economic and social 
restructuring o f their societies) which 
cannot be ignored.

The central elements o f the 
new technological development are 
in micro-electronics inform ation tech-
nology, biotechnology and new m ate-
rials technology. The first two are 
likely to have the more profound 
effects on Asian and Pacific econo-
mies in the 1990s: micro-electronics
inform ation technology in its im-
pact on industrial productivity through 
the application of low-cost sophis-
ticated machine control sytems, and 
biotechnology in the possibilities it 
opens up for dramatic increases in 
agricultural p roductivity.

Micro-electronics inform ation 
technology may affect a develop-
ing econom y in two ways: by open-
ing up new industrial activities or 
by upgrading production  techniques 
in existing economic activities. Nu-
merically controlled machine tools 
have several advantages in the 
production process. First, they axe 
versatile and their lead time is short 
so they can produce a large number 
o f  small- and medium-sized batches 
of varied specifications. Second, 
as they operate to  a set programme, 
quality of work is guaranteed p ro -
vided tha t certain conditions are 
met such as reliable material quality 
and electricity supply. Numerically 
controlled machines can also deal 
with much more sophisticated and 
precise work than can conventional 
machines. Third, through program-
ming, precise specifications can be 
accurately and quickly transm itted 
from an overseas head office client 
to its local subsidiary or supplier.

Developing countries have a 
variety o f options about the na t-
ure and ex ten t of their involve-
m ent in micro-electronics inform a-
tion technology. These options 
are in terms o f  applications of 
m icro-electronics inform ation tech-

nology, the manufacture o f com -
ponents and the production  of 
relevant software. Applications, in 
addition to  their immediate and 
particular impacts on productivity, 
also pave the way for a more 
general understanding o f the use 
o f  m icro-electronics in the develop-
m ent o f  local industrial capabilities 
and the fu ture  design and develop-
m ent o f micro-electronics inform ation 
technology to  suit local needs. Soft-
ware development is an integral part 
of the in troduction  o f such tech-
nology and is o f particular relevance 
to developing countries where con-
siderable capabilities could be built 
up. As regards manufacture o f com -
ponents, the development o f design 
and production  facilities is w ith-
in reach o f developing countries 
for which foreign direct investment 
is especially relevant.

As for biotechnology, it is now 
possible, through advances in micro-
biology and genetic engineering, to 
tailor micro-organisms to specific 
tasks. This enables the production 
o f  a wide variety o f  new or signifi-
cantly improved products in a number 
o f fields, such as pharmaceuticals, 
energy production , mining and agri-
culture. Applications o f biotech-
nology to  agriculture are of special 
significance to  developing countries, 
given that for m ost o f them agricul-
ture will remain a mainstay o f their 
economies for some time to come. 
The principal areas of research in 
biotechnology which can increase 
agricultural productivity include ni-
trogen fixation, tolerance (especially 
against cold, moisture, salinity, aridity 
and aluminium toxicity) disease and 
pest resistance, enhanced p h o to -
synthetic efficiency growth regula-
tion and herbicide im munity.

Potentially, agriculture in de-
veloping countries could benefit 
enormously from new biotechnology. 
For example, genetic improvements 
can increase the resistance of major 
crops to  diseases, pests and herbi-
cides. This alone would contribute 
to the solution of food shortages 
since 40 per cent o f potentia l crop 
production in the region is cu r-
rently lost to  insects, diseases and 
weeds.

nomies experiencing trade sur-
pluses o f  a structural nature, 
in particular. Another im por-
tan t need is for frequent consul-
tations on macro-economic policy 
matters among major participants 
in world trade, investment and 
o ther capital markets. Global 
fiscal and m onetary  interdepen-
dence, and its influence on the 
size, stability and rate o f  inno-
vation in these markets are now 
a m atte r  o f  reality; and so is 
the need for international poli-
cy accord in the light o f  shared 
objectives and/or jo in t action.15

As regards the functional 
dimension o f  international co - 
operation, the period between 
1975 and 1981 witnessed the 
efflorescence o f  international codes 
o f  conduct and guidelines pre-
scribing norms and other stan-
dards for the conduct o f  transna-
tional corporations and for their 
trea tm ent by Governm ents.16 
One o f  the principal instruments, 
the United Nations code o f  con-
duct on transnational corpora-
tions, was drafted in 1975; much 
progress has been achieved by 
negotiation during the interven-
ing years although the code has 
no t yet been finalized. Several 
other proposals o f  more limited 
scope and geographical coverage 
have long been p u t forward on 
various occasions in the ESCAP 
region. These are designed to  
foster greater harm ony among

15 See W. G uth, ed., Economic 
Policy Co-ordination (Washington, 
D.C., International Monetary Fund, 
1988).

16 There were nine major or pro-
posed or adopted codes on a variety 
o f  foreign direct investment-related 
matters ranging from technology trans-
fer, restrictive business practices, to 
the protection o f  privacy and trans-
border flows of personal data. See 
United Nations, Transnational Corpora-
tions in World Development — Third 
Survey (United Nations publication, 
Sales No. E.83.II.A .14), pp. 107-108.
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national policy approaches and 
regimes towards foreign direct 
investment inflows, technology 
transfer agreements and joint ac-
quisitions, information exchange 
and clearing as regards transna-
tional corporation operations, and 
the promotion of intraregional 
joint ventures through the in-
ternationalization of intraregional 
transnational corporations.

The potential benefits deriv-
able from international co-opera-
tion to achieve even greater 
dynamism in global trade and 
investment are widely acknow-
ledged. They are reckoned as 
substantial but their precise 
magnitude and relative distribu-
tion among participating econo-
mies is very difficult to assess. It 
is also clear that the attendant 
prerequisites for enhanced global 
interaction and complementarities 
would require comparatively pro-
found reforms in crucial areas 
of economic policy. In turn, 
these changes would necessitate 
a substantial and, if history is 
any guide, unprecedented measure 
of international understanding and 
accommodation, and of national 
political will.

All these constraints imply, 
among other reasons, that it might 
not yet be timely at this stage for 
certain kinds of co-operative pro-
posals in the fields of foreign 
direct investment and technology 
transfers and acquisitions (in what-
ever form). This applies particu-
larly to suggested schemes which 
require major changes and/or ad-
justments in several integral ele-
ments of the domestic policy 
regimes. There is also a need 
for a great deal more substantive 
work to furnish information on 
foreign direct investment more 
closely related to the particular 
concerns of all parties involved, 
including Governments, transna-
tional corporations and private 
sector organizations of the host 
economies. One aspect of this

is the role of foreign direct in-
vestment in the development of 
the service sectors of the de-
veloping economies. The issues 
involved here have only recently 
begun to receive attention at 
the international level (see box 
V.2). The long gestation period 
and the limited progress of several 
proposed industrial and joint ven-
ture projects and programmes with-
in ASEAN, one of the more suc-
cessful and active subregional co-
operative institutions, underlines 
the basic need for improving the 
range and depth of information 
about the nature, size and scope 
of foreign direct investment pro-
cesses and flows, without which 
proposals for policy co-operation 
cannot be well founded. Proposals 
for co-operation in the highly 
complex areas of foreign direct 
investment and trade necessarily 
should be very modest in scope, 
precisely focused in approach and, 
at the preliminary stages of the 
co-operative processes, of direct 
relevance or practical support for 
decision-making purposes, through 
improved mutual understanding of 
major issues and implications for 
development policy and planning.

There exists, first, the long-
standing and most basic need for 
systematic collection, storage and 
update of adequate serial data on 
various aspects (including sourcing 
distribution) of foreign direct in-
vestment, economic and financial 
characteristics and propensities of 
transnational corporations, and re-
lated variables and linkages in 
host economies. Another relevant, 
although more complicated, re-
quirement is the standardization 
of definition, classification and 
reporting conventions and pro-
cedures as regards foreign direct 
investment for comparative pur-
poses. The accommodation of 
these needs, even on a partial and 
selective basis, would require a 
great deal of resources and ef-
fort at both the national, intra-

regional and extra-regional levels 
and within international institu-
tions over a long term. This is 
especially true of foreign direct 
investment in services.

The acute shortage of ade-
quate and comparable data has 
greatly constrained current un-
derstanding of the interactively 
dynamic process, particularly as
regards foreign direct investment 
and the growth and trade of the 
host countries on a subsectoral and, 
to a less extent, sectoral and 
aggregate basis. It would also 
not appear to be feasible at pre-
sent to develop modalities and 
bases for early warning and alert 
systems, for example, on future 
trends in foreign direct invest-
ment and trade, and on tech-
nological changes. Such changes 
have been both radical in nature, 
and very rapid in development 
and world-wide application, with 
equally dramatic consequences on 
comparative efficiency levels, as 
discussed earlier.

The regular or ad hoc ex-
change of policy and other ex-
perience concerning foreign di-
rect investment and trade is a 
major and highly practical area
for functional co-operation among 
economies within the ESCAP sub- 
regions or region. Such exchange 
would, through increased aware-
ness of achievements and mis-
takes elsewhere, help minimize 
undesirable duplication and pro-
mote complementarity in the 
longer run. For example, the
experience of NIEs and ASEAN 
in their industrialization and 
structural transformation would 
be of considerable interest to 
other ESCAP subregional members. 
Transnational corporations from 
East and South-East Asia, in 
particular, are relocating some 
of their production activities and/ 
or searching for new investment 
and market opportunities. A 
part of their outward foreign 
direct investment has been chan-
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nelled to several countries in
both  the South Asian and Pacific 
island subregions, indicating a
welcome convergence o f current, 
and most likely o f potential,
mutual interests as well.17

The impact of the micro-
electronics-based revolution in 
informatics, and the subsequent 
changes in the economics o f manu-
facturing activities and location
deserve careful assessment and 
consideration by the governments 
of the region. So do the far- 
reaching implications and issues 
relating to the increased presence 
of inward foreign direct invest-
ment in the service sector. The 
design and implementation of the 
relevant national policy approaches 
and regulatory framework would 
be considerably assisted through 
co-operative exchange o f ideas 
and experience. Such exchange 
would also contribute to the 
identification o f common needs 
for technical assistance, through 
consultancy and/or training ser-
vices, to  be provided by external 
agencies and/or on the basis of 
international co-operation among 
the concerned developing econo-
mies themselves.

17 It is relevant to note, in this 
connection, tha t senior-level govern-
m ent officials and experts, in a m eet-
ing jo in tly  sponsored by ESCAP and 
the State Planning Commission o f 
China, felt tha t there was a need for 
suitable arrangements designed to ful-
fil the following purposes: to p ro-
vide a forum  for the exchange o f poli-
cy experience, to disseminate inform a-
tion, to conduct research and training, 
and to provide policy advice as and 
when requested in the  fields o f  foreign 
direct investment and associated trade. 
See draft report o f  the  ESCAP/SPC 
Conference on " Econom ic co-opera-
tion through foreign investment among 
Asian and Pacific C ountries"  (phase 
III), Beijing, 20-23 Septem ber 1988 
(mim eographed), paras. 13, and 
15-16.

Box V.2. Foreign direct investment in services:
Services play an im portant, and 

o ften  crucial, role in the interactive 
process o f  economic growth and 
structural transform ation. The availa-
bility and sophistication o f  such 
services as banking and financial 
interm ediation, insurance, transport, 
com m unications, basic utilities, inter-
national and domestic distributive 
trade, health care and education 
are indispensable prerequisites for a 
m odern, money-based econom y in 
the global society, whatever the 
level or stage o f  its development. 
There is, moreover, a socio-cultural 
dimension. For exam ple, the m an-
ner in which mass media, publishing, 
en tertainm ent, tourism and advertise-
m ent needs are m et influences both  
public attitudes and behavioural pa t-
terns, including consum ption and 
saving. Within the contex t o f  given 
national developm ent priorities and 
objectives, efforts to  strengthen, diver-
sify and improve the efficiency of 
the service sector, through foreign 
d irect investm ent among o ther means, 
constitu te therefore an im portant 
area o f economic as well as o f so-
cial policy.

U ntil very recently , foreign trade 
and investment in services have at-
tracted little a tten tion  from aca-
demic and m ultilateral institutions, 
o r national Governments, com pared 
w ith  those accorded to trade and in-
vestm ent in goods. One reason is the 
widely held view tha t services are 
derivative in nature; another is the 
acute scarcity of data on service-
related m atters. A more practical

reason is that services were by and 
large no t covered by the rules of 
the  General Agreement on Tariffs 
and Trade when tha t Agreement 
was originally negotiated, partly be-
cause o f the great difficulties en-
countered in reaching agreement on 
rules governing direct foreign in-
vestment. Furtherm ore, since 1947 
it has been difficult enough to make 
progress in reducing barriers to trade 
in goods w ithout complicating the 
w hole process by attem pting to  draw 
services w ithin its embrace. Despite 
initial apprehensions the developing 
countries have agreed to  the inclusion 
of world trade in services in the agenda 
o f the current Uruguay Round of 
m ultilateral negotiations. While giving 
primary im portance to the goods 
sector, they recognize the increasing 
im portance o f services in interna-
tional trade and capital flows.

During the first half o f the 
1980s, for example, more than half 
o f the annual global investm ent flow 
o f about $50 billion was channelled 
to the service sector; o f this am ount, 
abou t two th irds was in banking, 
finance and trade-related activities. 
Foreign direct investm ent in the 
service sector accounted fo r about 
tw o fifths o f the to ta l stock of 
$700 billion in the mid-1980s, com-
pared w ith about a quarter in the 
1970s.a The share o f service-related 
foreign direct investm ent from Japan 
went up from 19 to  32 per cent 
during 1981-1987; the correspond-
ing ratios for U nited States invest-
m ent were about 24 and 30 per cent

B. EXCHANGE RATE 
ISSUES AND POLICIES

Introduction

Under the current interna-
tional system o f " managed" float-
ing exchange rates, continuous 
exchange rate realignments among 
currencies o f the major indus-
trial countries alter arbitrarily the 
values o f the currencies o f devel-
oping countries with respect to 
their trading partners. Such move-
ments in bilateral exchange rates

are an important source o f ex-
ternal disturbances affecting both 
trade and the domestic economy. 
For developing countries, a free 
floating exchange rate regime does 
not appear to be a viable option, 
as their economies are generally 
very open and their capital mar-
kets not well-integrated interna-
tionally.18 On the other hand,
pegging to one currency — as

18 R.I. McKinnon, " Optim um  cur-
rency areas" , Am erican Econom ic R e -
view, vol. LIII (1963), pp. 717-727.
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emerging policy issues
over the decade 1977-1986. The 
distribution of such foreign direct 
investment mirrors the global trends 
of concentration of service flows 
largely in the banking, financial and 

   trade subsectors. The further expan-
sion of foreign direct investment 
and technology transfer in the in-
dustrial sector, of other global in-
teraction through commodity and 
invisible trade (including tourism), 
and hence of the requisite inter-
mediation of a financial and non-
financial nature will most likely 
result in increased transnationaliza-
tion of service-related transnational 
corporations.

Issues and implications for de-
velopment policy and planning as 
regards foreign direct investment in 
the service sector are even more 
complex and diverse than those 
associated with rapid technology 
change. To begin with, most of 
the legal and regulatory measures 
and instruments that exist have 
been designed for foreign direct 
investment in the primary and manu-
facturing sectors, although they are 
applied to service investment as 
well. There are also other significant 
concerns unique to this sector. The 
provision of certain services may 
bear heavily on public order and 
national security. There are, more-

over, the requirements of national 
cultural identity and heritage, and 
consumer protection as well as infant 
industry arguments for protection.

Available, although rather limited, 
information suggests that foreign di-
rect investment plays a relatively 
minor role in the host economies' 
service subsectors outside finance (in-
cluding banking and insurance) and 
commercial trade. These, however, 
are high-skill operations and re-
quire greater capital proportions. 
Financial and several other ser-
vices also provide a good example 
of soft technologies, that is those 
accumulated and transmitted by em-
ployee skills, rather than through 
research-based physical capital as such. 
Some of these skills are linked to 
the use of hard technologies (for 
example, computers); most others 
involve, however, intellectual capital 
acquired through indigenously avail-
able education and on-the-job train-
ing, or through applied techniques 
o f quality, inventory and financial 
controls that owe little to prior and 
formal research and development ef-
forts.

Such soft technologies therefore 
tend to be more im portant as a source 
o f comparative advantage. Those 
in financial and related services are 
also of particular interest in view 
of the crucial importance of data 
technologies in current production 
and processing systems. There is, 
moreover, the desire of most host 
economies to develop their own 
financial markets. Service-related

foreign direct investment is also 
channelled to several very labour-
intensive, limited technology activi-
ties, including hotels, retailing and 
construction. These subsectors ab-
sorb a useful, although relatively
insignificant, amount of the locally 
available unskilled labour. Con-
struction, however, figures prominent-
ly among the outward foreign direct 
investment of several developing
economies, and furnishes a good 
example of a latent comparative
advantage which could be ex-
ploited.

The above points suggest that 
policies as regards service-related 
foreign direct investment must
necessarily be flexible, selective
and discriminating, where appropriate 
in accordance with socio-economic 
priorities and cultural imperatives. 
Given the absence of a policy and 
regulatory regime dealing specifically 
with such investment in many host 
economies, one of the logical first 
steps could be a careful stock-
taking study of the nature and ex-
tent of the local service sector. Such 
an exercise would help, among other 
things, to identify the present or 
potential strength and competitive-
ness displayed by particular sub-
sectors, as well as alerting coun-
tries to what issues raised in on-
going global discussions about an 
appropriate multilateral framework 
for trade and investment in ser-
vices are of relevance to the par-
ticular circumstances of their in-
dividual economies.

a United Nations, Transnational 
Corporations in World Development: 
Trends and Prospects (ST/CTC/89), 
p. 370.

under the Bretton Woods system — 
or to a basket of currencies, means 
that their currencies are fluctuat-
ing exogenously against currencies 
of countries with different peg-
ging systems or with no system. 
Such fluctuations significantly in-
crease risk and uncertainty in 
trade, with consequent impacts 
on domestic economic develop-
ments.19 In addition, currency 
fluctuations raise expectations, 
leading in some cases to impor-
tant speculative movements and 
pressures on the currencies of

developing countries.20 A case 
in point could be the speculative

attacks on the Thai baht pegged 
to the United States dollar be-
fore the devaluation of the baht 
at the end of 1984.21 Virtually 
all developing economies of the 
ESCAP region have, at various 
periods during the 1980s, suf-
fered from such expectations in-
duced by speculative movements.

19 Paul De Grauve and Bernard 
de Bellefroid, " Long-run exchange rate 
variability and international trade" 
(mimeographed) 1986; see also P.B. 
Kenen and D. Rodrik, " Measuring 
and analyzing the effects of short-
term volatility in real exchange rates" , 
The Review o f  Economics and Sta-
tistics, vol. LXVIII, No. 2 (May 1986), 
p p .311-315.

20 W.R. Cline, International Mone-
tary System  and the Developing  
Countries (Washington, D.C., Brook-
ings Institution, 1976).

21 Vimut Vanitcharearnthum, E x-
change Rate Determination and Specu-
lative A ttacks on the Baht: 1980-
1984, M.A. Thesis, Faculty o f Eco-
nomics, Thammasat University, April 
1988.
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During the 1980s, with their 
currencies pegged to the United 
States dollar or to baskets o f 
currencies in which the United 
States currency had a major 
weight, developing countries of 
the ESCAP region had to adjust 
to the large realignments among 
the currencies o f the main indus-
trial countries. During the first 
half of the decade, the exchange 
rate issue centred around the 
problem of how to cope with 
the sharp appreciation o f the 
United States dollar against all 
other major international curren-
cies. The United States dollar, 
which reached a peak in February 
1985, rose between January 1981 
and February 1985, by 22 per 
cent against the Japanese yen and 
48 per cent against the deutsche 
mark.

In contrast, during the second 
half o f the decade, the develop-
ing countries (in particular those 
with large non-United States dollar 
denominated debt) had to cope 
with the rapid depreciation of 
the United States currency and 
its consequent impact on trade 
revenues and debt-servicing bur-
dens. As the United States dol-
lar depreciated in the wake of 
imbalances in the world economy, 
notably the huge trade and fiscal 
deficits of the United States and 
the large current account sur-
pluses of the Federal Republic 
of Germany and Japan, the issue 
o f an appropriate equilibrium ex-
change rate was increasingly raised 
for several developing countries 
o f  the ESCAP region which had 
started to have surpluses on their 
current accounts and rapidly to 
repay their foreign debts. Strong 
pressure was put on these coun-
tries to participate more actively 
in world economic adjustments 
by appreciating their currencies. 
For several countries, therefore, 
the issue was no longer one of 
short-term responses to world 
currency realignment, but o f read-

justing their exchange rates to 
a longer-term equilibrium rate.

1. Official exchange rate regimes of
developing countries of the 

ESCAP region between 
March 1981-March 1988

Table V.3 shows the official 
exchange rate arrangements of 
selected developing countries of 
the ESCAP region in 1981, 1985 
and 1988.

As can be seen, most coun-
tries maintained exchange rate 
regimes of either pegging to a 
basket o f  currencies or following 
more independent arrangements 
which gave them more flexibi-
lity in setting their exchange 
rate.

In 1981, the Lao People's 
Democratic Republic, Nepal22 and 
Pakistan pegged their currencies 
to the United States dollar but 
in 1985, at the peak o f the United 
States dollar's value, only the 
Lao People's Democratic Republic 
maintained that link. In 1988, 
Afghanistan, the Lao People's 
Democratic Republic and Viet 
Nam maintained exchange rates 
pegged to the United States dol-
lar. This does not mean, however, 
that the values of their exchange 
rate with respect to the United 
States dollar remained fixed. The 
Vietnamese dong, for instance, 
was devalued several times in 
1987 and 1988. Only Burma 
and the Islamic Republic of Iran 
used the Special Drawing Rights 
basket o f currencies to peg their 
national currency. Vanuatu and 
Viet Nam also followed this re-
gime between 1982 and 198723 
About eight or nine countries 
followed a basket pegged exchange 
rate regime at one time or another.

However, between 1985 and 1988, 
China and Singapore appeared to 
have moved to a more flexible 
managed floating regime. Maldives 
and Pakistan also adopted more 
flexible arrangements, while Samoa 
moved back to a more rigid peg. 
About 11-12 countries followed 
throughout the period more or 
less flexible floating exchange rate 
regimes. Thus, except for a few 
countries, official exchange rate 
regimes did not change much 
between 1981 and 1988.

2. Movements in nominal 
exchange rates for the 

period 1981-1988

Table V.4 shows the total, quar-
terly, and average yearly percen-
tage changes in nominal terms 
o f the currencies of the develop-
ing countries of the ESCAP region 
against the United States dollar. 
For the purpose o f comparison, 
the changes of the United States 
dollar against the Japanese yen 
and the deutsche mark are al-
so shown.24 During the period, 
a major event in the world 
economy was the start of the 
depreciation o f the United States 
dollar against other major curren-
cies which began in the second 
quarter of 1985.

From the second quarter of 
1985 to the third quarter o f 1988, 
the Japanese yen appreciated by 
46.7 per cent against the United 
States dollar, while the apprecia-
tion against the deutsche mark 
was 39.5 per cent. Prior to that, 
from the beginning o f 1981 to 
the first quarter o f  1985, the 
yen depreciated by 21.9 per cent 
against the United States dollar, 
while the deutsche mark depre-
ciated by 47.9 per cent. The 
deutsche mark thus depreciated

22 The fixed rate o f  the Nepalese 
rupee is also maintained vis-à-vis the 
Indian rupee.

23 Vanuatu followed this regime 
longer than Viet Nam.

24 Given the limited currency fluc-
tuations within the European monetary 
system, the deutsche mark can be 
considered proxy for other European 
currencies.
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against the United States dollar 
by more than double the rate 
of the Japanese yen, a fact which 
was not without importance for 
developing countries of the region, 
given the direction of their trade 
flows, the significant link of 
their currencies with the United 
States dollar and the importance 
of the European market in the 
strategy of their export diversi-
fication.

For the purpose of analysis, 
it is useful to break the en-
tire 1981-1988 period into two 
sub-periods characterized by the 
upward or downward trend of 
the United States dollar.

Examining total quarterly per-
centage changes between the first 
quarter of 1981 and the first 
quarter of 1985, one can find 
large differences in the exchange 
rate responses to the United States 
dollar appreciation. While, dur-
ing the pre-1985 period, the cur-
rencies of all countries of the re-
gion, except Maldives, depreciated 
against the United States dollar, 
in several instances the deprecia-
tion against the United States 
currency was relatively small, well 
below the depreciation of the 
Japanese yen or the German 
deutsche mark. For these eco-
nomies, exchange rates thus rose 
relative to other major world 
currencies. This was the case for 
Afghanistan, Malaysia, Maldives, 
Singapore, and Taiwan Province 
of China, which can be consid-
ered as having followed closely 
the United States dollar' s upward 
trend in world exchange markets. 
They all depreciated against the 
United States currency by not 
more than 10 per cent, thus los-
ing significant export price com-
petitiveness on world markets.

Several other countries would 
have been in a similar situation 
and would certainly have been 
affected by the link of their cur-
rencies to the United States dollar 
had it not been for devaluations

occurring either during the earlier 
or the later part of the sub-period 
considered. This was the case 
for the Lao People's Democratic 
Republic, Viet Nam and, partic-
ularly, Thailand which did not 
change the nominal exchange rate 
of its currency with the United 
States dollar between the fourth 
quarter of 1981 and the third 
quarter of 1984. Other coun-
tries also, such as Burma, the 
Islamic Republic of Iran and the 
Republic of Korea, did not let 
their currencies depreciate sharply 
against the United States dollar, 
losing price competitiveness on 
European markets and remaining 
about par with Japan on the 
United States market as their 
currencies depreciated only margi-
nally more than the Japanese 
yen in nominal terms. The cur-
rencies of Fiji, Hong Kong and 
Vanuatu, while depreciating more 
against the United States dollar, 
did depreciate less than the 
deutsche mark, thus losing compet-
itiveness on European markets.25

Finally, China, Indonesia, 
Pakistan, the Philippines, Solomon 
Islands and Samoa had a much 
more active exchange rate policy, 
letting their currencies slide sig-
nificantly as the United States 
dollar rose.

There appear to have been 
relatively sharp changes in ex-
change rate policies in many 
developing countries of the 
ESCAP region in the period af-
ter the second quarter of 1985 
when the United States dollar 
started falling. First, several coun-
tries, notably China, Indonesia, 
Fiji, Maldives, Nepal and Solomon 
Islands, continued to experience 
significant exchange rate deprecia-
tions against the United States

dollar, but Afghanistan and Hong 
Kong remained closely linked to 
it. While the currencies of sev-
eral other countries continued 
to depreciate mildly against the 
United States currency (between 
5 and 20 per cent), several other 
regional currencies started appre-
ciating, but much less than either 
the Japanese yen or the deutsche 
mark, contrary to their move-
ments relative to the same cur-
rencies during the previous sub-
period. These currencies, while 
losing less of their competitive-
ness on the United States market 
relative to Japanese and European 
exporters, thus gained significant-
ly in their competitive position 
in Japan and Europe. The curren-
cies of Singapore and Thailand 
as well as Samoa and Vanuatu, 
appreciated only very marginal-
ly against the United States cur-
rency, thus gaining significantly 
in price competitiveness. For 
Singapore and Thailand, exchange 
rate movements had thus given 
an important boost to export 
competitiveness.

The currencies of economies 
such as Burma, the Islamic 
Republic of Iran, Papua New 
Guinea, the Republic of Korea 
and Taiwan Province of China 
appreciated against the United 
States dollar by a total of bet-
ween 15 and 25 per cent bet-
ween 1985 (quarter 2) and 1988 
(quarter 3). Their rates of appre-
ciation were, however, much 
less than for the yen and the 
deutche mark against the dollar. 
Hence, these countries also gained 
competitiveness on the Japanese 
and European markets, while re-
maining in a better position on 
the United States market than 
either the Federal Republic of 
Germany or Japan.

The differences in competi-
tive gains are apparent from 
table V.5, showing the changes 
in nominal rates against the 
Japanese yen and deutsche mark

25 Given the nature and direction 
of their exports, this was of more 
significance for Hong Kong than for 
Fiji or Vanuatu.
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Table V.5. Selected developing economies o f the ESCAP region. Total quarterly nominal exchange rate changes 
(period average, local currency per deutsche mark and yen) and share of export of goods and services in GDP, 
1981-1988
(Percentage)

Share o f  
exports  
in GDP 

1987

Exchange rate against deutsche m ark Exchange rate against yen

1988(Q 3)/ 
1981 (Q1)

1985(Q 2)/ 
1981 (Q1)

1988(Q 3)/
1985(Q 2)

1988(Q 3)/ 
1981 (Q 1)

1985(Q 2)/ 
1981 (Q1)

1988(Q 3)/
1985(Q2)

Bangladesh 5.48 113.94 9.47 95.43 194.16 32.77 121.56

China 10.88a 160.80 20.75 115.99 258.60 46.45 144.86

Hong Kong 123.52 81.36b – 0.11 81.56c 142.88b 21.15 100.47c

India 6 .76a 96.78 4.15 88.94 170.57 26.32 114.19

Indonesia 20.77a 201.90 19.66 152.29 315.10 45.13 186.01

Malaysia 62.83 31.13 – 25.69 76.46 80.30 – 9.87 100.05

Pakistan 13.00 105.62 9.01 88.63 182.72 32.21 113.84

Philippines 22.95 207.48 62.72 88.97 322.78 97.35 114.23

Republic o f  Korea 44.93 21.17 – 12.15 37.92 66.60 6.55 56.36

Singapore 187.22d 9.34 – 28.08 52.03 50.34 – 12.78 72.35

Sri Lanka 25.19 100.51 2.15 96.29 175.69 23.89 122.53

Taiwan Province o f  China 60.70 – 2 .87b – 25.38 30.17c 30.09b – 9.49 43.73c

Thailand 28.14 38.06 – 10.27 53.85 89.83 8.83 74.42

Sources: IMF, International Financial Statistics, various issues, and International Financial Statistics: Supplem ent on E x-
change Rates, vol. XXXVIII, No. 9 (September 1985); ADB, K ey Indicators o f  Developing M em ber Countries o f  ADB,  various 
issues; The World Bank, World Table 19 8 7  (4th edition); and national sources.

a 1986. b 1988(Q2)/1981(Q1). c   1988(Q2)/1985(Q2). d   Exports of goods and services, including re-exports.

for some of the largest trading 
economies of the ESCAP region.

Among the NIEs, the eco-
nomies which gained most com-
petitiveness after the 1985 start 
of the currency realignments were 
Hong Kong, whose currency de-
clined with the United States 
dollar, followed by Singapore, 
whose currency experienced only 
a mild appreciation. However, 
while the currency o f Singapore 
stayed with the dollar during 
its pre-1985 rise, the currency 
o f Hong Kong depreciated signi-
ficantly. Hence, in terms o f com-
petitiveness vis-à-vis Japan and 
Europe, Hong Kong gained much 
more than Singapore.

Comparing the Republic o f 
Korea and Taiwan Province o f 
China, it is clear that the exchange 
rate policy of the Republic of 
Korea let the won slide more

significantly against the United 
States dollar during the pre 
1985 period than it let it appre-
ciate as the dollar started to fall. 
The exchange rate policy o f the 
Republic o f Korea was thus more 
accommodating. The won was, 
however, appreciating much faster 
at the end o f 1988 than was the 
new Taiwan dollar.

Upto the third quarter of 
1988, the competitive posi-
tion o f the Republic of Korea 
had deteriorated much less than 
that o f Taiwan Province o f China. 
For the whole period 1981-1988, 
the Republic o f Korea gained 
against Singapore. Among the 
currencies o f  the NIEs, the ex-
change rate movements of the 
new Taiwan dollar were the less 
favourable. All NIEs gained com-
petitiveness, at least in terms 
o f  exchange rate movements, over

Japan and Europe — using the 
deutsche mark as a proxy for 
the European currency — except 
Taiwan Province of China, whose 
currency appreciated more against 
the United States dollar than 
the deutsche mark.

In South-East Asia, Indonesia 
had the most active exchange 
rate policy, letting the rupiah 
slide significantly against the 
United States dollar during both 
sub-periods. In addition, it im-
plemented two large devaluations 
in 1983 and 1986. The Philippines 
experienced large depreciations of 
the peso before 1985 but had 
a more stable exchange rate in 
recent years. Thailand had a 
less active exchange rate policy 
and was the only other more 
export-oriented economy (besides 
the Republic of Korea, Singapore 
and Taiwan Province o f China)

98



to let its currency appreciate 
during the post-1985 period. The 
Thai baht was mainly affected 
by two mild devaluations in 1981 
and 1984.

The exchange rate policy of 
Malaysia allowed its currency to 
slide mildly against the United 
States dollar during both sub-
periods. In the case of China, 
the yuan was allowed to depre-
ciate significantly against all other 
major currencies.

In South Asia, the curren-
cies of Bangladesh, India, 
Pakistan and Sri Lanka expe-
rienced similar exchange rate move-
ments against the United States 
dollar, yen and deutsche mark. 
Their currencies continued to de-
preciate against the United States 
dollar, but at a moderate pace, 
since the dollar itself had started 
to fall. It appears, however, that 
their currencies had been depre-
ciating more in recent quarters, 
indicating perhaps more active 
exchange rate policies.

3. Real exchange rate movements
for the period 1981 -1988

A more appropriate measure 
of relative exchange movements 
is provided by real exchange 
rates or real effective exchange 
rates. The real exchange rate 
is a better measure of the pur-
chasing power of a currency, 
as the nominal exchange rate 
is adjusted by the relative in-
flation rates in the countries 
concerned. The real exchange 
rate is also a more appropriate 
policy instrument for promoting 
a country's exports. For example, 
the competitive advantage gained 
by a nominal exchange rate de-
preciation can be eroded by higher 
inflation rates relative to a coun-
try 's trading partners. This in-
deed, seems to have happened 
in a number of countries in Latin 
America. Indeed, a depreciation

in nominal exchange rate could 
very well coexist with an ap-
preciation in real exchange rates, 
thus involving a deterioration of 
competitive position.26, 27

Table V.6 shows the changes 
in real exchange rates over the 
period 1981-1988 for the cur-
rencies of a number of develop-
ing economies of the region.28 
Several currencies which, in 
nominal terms, depreciated against 
the United States dollar during 
the period 1981-1988, in fact 
appreciated in real terms. In 
real terms, the Burmese kyat 
and the Iranian rial appreciated 
significantly, in the case of the 
rial, throughout the period, but 
in the case of the kyat, essentially 
only after the dollar started falling. 
The currencies of Bangladesh, the 
Philippines and Vanuatu also ap-
preciated significantly at this time. 
Because of their relatively high 
inflation rates, all these coun-
tries lost export competitiveness 
if the United States wholesale 
price was taken as the world 
export price indicator. This hap-
pened in spite of significant nomi-

nal depreciations of the curren-
cies of Bangladesh, the Philippines 
and Vanuatu.

For the period 1981-1988, 
the currencies of Hong Kong 
and Taiwan Province of China 
stayed about par in real terms 
with the United States currency, 
in spite of very different nominal 
exchange rate movement. Taiwan 
Province of China appreciated less, 
in real terms, than had appeared, 
in nominal terms, during the 
post-1985 period. Hong Kong, 
which followed the United States 
currency in nominal terms, in 
fact let its currency appreciate 
significantly in real terms. For 
both these economies, the United 
States dollar bilateral exchange 
rate was important, given the 
share of their export to the 
United States.

While most currencies depre-
ciated in real terms against the 
United States dollar during the 
period 1981-1985, a large number 
of them, which in nominal terms 
continued to depreciate after 1985, 
in fact appreciated significantly. 
This was particularly true for Fiji, 
India, Nepal, Pakistan, Papua New 
Guinea, Sri Lanka and Thailand, 
whose currencies appreciated 
more than was apparent from 
nominal exchange rate move-
ments. These countries lost sig-
nificant competitiveness in the 
United States market.

During the post-1985 period, 
the currencies of the Republic 
of Korea and Taiwan Province 
of China appreciated less against 
the United States dollar than 
nominal rates suggested. Taiwan 
Province of China, in particular, 
gained owing to its low infla-
tion rate. Among the NIEs, 
Singapore gained most after 1985 
as its currency depreciated in 
real terms by 3 per cent. For 
the period 1981-1988 as a whole, 
the Singapore dollar depreciated 
by a high 32 per cent. Given 
the importance for NIEs of the

26 R. Dornbusch, " External debt, 
budget deficits and disequilibrium ex-
change rates" , in G. Smith and J.T. 
Cuddington, eds., International Debt and  
the Developing Countries (Washington, 
D.C., World Bank).

27 V. Corbo and J. de Melo, " Les-
sons from the Southern cone policy 
reforms" , Research Observer, vol. 2, 
No. 2 (World Bank, July 1987).

28 For computing the real ex-
change rates reported in table V.6, 
wholesale price indices were used 
for countries where such indices
were available. In other cases con-
sumer price index was used. Ideally, 
however, the prices of " tradeable" 
goods should be used as appropriate 
price variables in the computation
of real exchange rates. Such price 
series are, however, not available for 
most countries. Export price indices
reflect ex post prices of exports and 
are thus less appropriate too.
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United States m arket,  real ex -
change rate m ovem ents  against 
the United States dollar were 
particularly im portant.

The above findings concern -
ing the exchange rate policies 
o f  NIEs were broadly  in line 
with the movem ents recorded in 
real effective exchange rates. 
Real effective exchange rates are 
a more accurate measure o f  the 
international purchasing power o f  
a domestic currency. They are 
calculated by  weighting the  bila-
teral real exchange rates by the 
im portance o f  bilateral trade with  
respective trading partners. Im -
port ,  export  or total trade weights 
can be used, bu t they  can give 
d ifferent results, which need care-
ful in te rp re ta t ion .29 Real effec-
tive exchange rate changes for 
NIEs are presented in table V .7.

It can be seen tha t  the
Singapore dollar, which, as found 
earlier, remained relatively stable 
in nominal terms against the
United States dollar during the 
1980s, appreciated in real effec-
tive terms by 14 per cent d u r-
ing the period 1980-1984 .  By
contrast,  in nominal term s it 
appreciated by 9 per cent b e t -
ween early 1985 and December 
1987. However, given the dollar’s 
fall against o ther  currencies, the

Singapore dollar in fact depre-
ciated by  24 per cent in real ef-
fective terms. Among NIEs, 
Singapore clearly gained m ost in 
competitiveness owing to  exchange 
rate fluctuations. The new Taiwan 
dollar appreciated by 18 per 
cent in real effective terms b e t -
ween August 1986 and December 
1987. In nominal term s the ap-
preciation was 33 per cent. The 
Korean won appreciated by 12 
per cent with  the  United States 
dollar between June 1986 and 
December 1987 bu t experienced 
little change in its real effective 
exchange rate over tha t  time.

The Korean won, however, 
nominally appreciated m ore in 
1988 but the inflation rate o f  
the Republic o f  Korea was also 
on average higher than tha t  o f  
its trade partners so tha t in real 
effective terms the exchange rate 
o f  the Republic o f  Korea had 
probably  not appreciated as much 
as indicated by nominal rates.

Finally, the Hong Kong dol-
lar depreciated by 7 per cent 
between November 1983 and 
December 1987 in real effec-
tive terms. At the end o f  1983, 
following a major financial crisis, 
the Hong Kong dollar was, in 
fact, pegged to the United States 
dollar.

F rom  the analysis o f  real 
exchange rate movements, it can 
be concluded tha t exchange rate 
policies have diverged significantly 
am ong the developing countries

o f  the region in their supportive 
role to  trade policies. The cur-
rencies o f  several countries with 
weak balance-of-payments situa-
tions appeared to  have appre-
ciated in real term s against the 
U nited States dollar during the 
1980s, particularly in the post- 
1985 period. Yet,  o ther  econom -
ies which experienced rapid e x -
port growth and strong external 
paym ents developments appeared 
to  have maintained more sup-
portive exchange rate policies.

4. Quarterly changes and 
variability o f  exchange rates

A substantial body  o f  litera-
ture on exchange rates has 
dealt with the issue o f  volatili-
ty .30 Concern about the impact 
o f  exchange-rate volatility derives 
from the belief tha t  unexpected 
changes in real exchange rates 
influence the behaviour o f  risk- 
averse decision makers, thus af-
fecting, in particular, the volume 
o f  trade31 and foreign invest-
ment. In policy-making, the 
issue o f  minimizing the variabi-

29 G. Bélanger "A n indicator of 
effective exchange rates for primary 
producing countries” , IMF staff pa-
pers, vol. XXIII, No. 1 (March 1976).

30 Peter B. Clark, “Uncertainty, 
exchange risk and the level of interna-
tional trade” , Western Economic 
Journal, vol. 11 (September 1973), 
pp. 302-313.

3 1 D.A. Brodsky, “Fixed versus 
flexible exchange rates and the meas-
urement of exchange rate instability” , 
Journal o f  International Economics, 
No. 16 (May 1984), pp. 295-306.

Table V.7. Selected developing economies o f  the ESCAP region. Annual percentage changes in real effective  
exchange rates, 1980-1987
(Percentage)

1980 1981 1982 1983 1984 1985 1986 1987

Hong Kong – 1.4 3.7 – 0.9 – 6.5 – 11.2 – 7.8 – 5.6 – 9.6

Republic of Korea – 12.3 4.1 1.3 – 4.8 1.9 – 15.9 – 6.9 – 1.8

Singapore – 3.2 11.8 – 0.3 2.3 2.3 – 8.0 – 13.1 – 5.4

Taiwan Province of China 9.0 1.8 – 1.3 – 2.3 5.4 – 12.8 2.5 8.7

Sources: IMF, World Economic O utlook  (April 1988), table 30, p. 84.
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lity  in  exchange ra tes  is o f ten  
raised th o u g h  the re  are t r a d e -
offs w ith  o th e r  im p o r ta n t  c o n -
siderations.

Risk-aversion is m o s t c o m -
m on ly  m ode lled  th ro u g h  o b je c -
tive fu n c tio n s  in w h ich  u n e x -
pec ted  events show  u p  as squared  
dev ia tions f ro m  ex p e c ted  values. 
V ariab ility  being a p ro x y  fo r  e x -

change rate  risk, q u ad ra tic  m eas-
ures o f  exchange-ra te  vo la til ity  
are theo re tica lly  m ore  cons is ten t 
w ith  risk-averse beh av io u r .32

Tables V .8  an d  V.9 show  aver-
age q u a r te r ly  percen tage  changes o f  
n o m in a l and  real exchange  rates

as well as the ir  s tandard  devia-
t i o n 33 w h ich  is used  as a proxy 
fo r  variability .

32 P.B. Kenen and D. Rodrik, 
loc. cit.

33 One could also calculate the 
variability o f  deviations from a trend 
regression line passed through the 
level o f  the rates. However, this 
would imply that expectations are 
based only on the level of the rate 
rather than past changes o f  the rate. 
Theoretically this is less satisfactory.

Table V .8. Selected developing econom ies o f  the ESCAP region. Mean quarterly percentage changes in nominal  
exchange rates and exchange rate variability, 198 1 -1 9 8 8
(Percentage)

Mean Standard deviation

1981 (Q1) 
-1988 (Q3)

1981 (Q1) 
-1985(Q1)

1985(Q 2) 
-1 9 8 8 (Q3)

1981 (Q1) 
-1988(Q3)

1981 (Q1) 
-1985(Q1)

1985(Q2) 
-1988(Q3)

Indonesia 3.3 3.4 3.2 7.7 7.9 7.7

Philippines 3.4 5.5 0.9 5.6 6.9 1.8

Samoa 2.6 5.3 – 0.5 4.9 4.8 2.7

Fiji 2.0 2.4 1.5 4.7 2.1 6.7

Maldives 0.5 – 0.4 1.6 4.1 1.7 5.6

Vanuatu 1.0 1.8 0.2 4.1 3.5 4.7

China 2.8 3.6 2.0 3.9 3.7 4.1

Papua New Guinea 1.0 2.6 – 0.9 3.4 3.1 2.6

Nepal 2.3 2.7 1.8 3.2 2.7 3.8

Iran, Islamic Republic of – 0.1 1.6 – 2.1 3.0 1.9 2.9

Thailand 0.7 1.8 – 0.6 3.0 3.6 0.9

Burma – 0.2 1.6 – 2.3 2.9 1.8 2.4

Hong Kong 1.4a 2.5 0.0b 2.9a 3.6 0 .2b

Solomon Islands 3.2 3.3 3.1 2.6 2.6 2.8

India 1.9 2.9 0.8 2.4 1.8 2.6

Pakistan 2.0 2.9 1.0 2.4 2.9 1.1

Taiwan Province o f  China – 0.8a 0.5 – 2.4b 2.4a 1.1 2.6b

Bangladesh 2.2 2.9 1.4 2.3 2.4 2.0

Malaysia 0.5 0.7 0.3 2.2 2.3 2.1

Singapore – 0.1 0.4 – 0.7 2.1 2.3 1.9

Republic o f Korea 0.3 1.4 – 1.1 2.0 0.8 2.2

Sri Lanka 1.9 2.4 1.4 1.8 2.2 1.2

Afghanistan 0.2 0.3 0.0 0.6 0.8 0.0

Viet Nam               . . . 17.1c          . . .                 . . . 44 .3c          . . .

Lao People’s Democratic Republic               . . . 8.4d          . . .                 . . . 28.4d          . . .

Bhutan               . . . 2.7d          . . .                 . . . 1.7d          . . .

Sources: IMF, International Financial Statistics, various issues, and International Financial Statistics: Supplem ent o n E x-
change R a tes , vol. XXXVIII, No. 9 (September 1985); ADB, K ey Indicators o f  Developing M em ber Countries o f  ADB, various 
issues; and national sources.

N ote: (Q 1), (Q2), (Q3) refer to first, second and third quarter o f the indicated year.
a 1981(Q 1 ) -1988(Q 2). b 1985(Q 2)-1988(Q 2). c 1988(Q 1)-1983(Q 1). d 1981(Q1)-1984(Q4).
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Table V.9. Selected developing econom ies o f  the ESCAP region. Mean quarterly percentage changes in real  
exchange rates and real exchange rate variability, 1981-1988
(Percentage)

Mean Standard deviation

1981(Q1) 
-1988(Q2)

1981(Q1) 
-1985(Q1)

1985(Q2) 
-1988(Q2)

1981(Q1) 
-1988(Q2)

1981(Q1) 
-1985(Q1)

1985(Q2) 
-1988(Q2)

Indonesia 1.7 1.7 1.7 7.4 7.7 7.4

Afghanistan 0.7a 0.0 6.0b 5.3a 4.9 7.2b

Sri Lanka 1.0 0.1 1.0 5.2 5.3 5.2

Iran, Islamic Republic of – 2.8c – 1.6 – 6.4d 5.1c 4.7 4.9d

Nepal 0.0 1.2  –1.4 5.1 5.1 4.9

Samoa 0.2 2.2 – 2.2 4.7 4.9 3.1

Burma – 2.0e 0.8 – 6.0f 4.6e 3.2 3.2f

Vanuatu – 0.5 0.7 – 1.8 4.5 2.8 5.7

Papua New Guinea 0.1 1.6 – 1.9 3.8 4.0 2.6

Philippines – 0.2 – 0.1 – 0.3 3.8 4.7 2.4

Thailand 0.5 2.2 – 1.6 3.4 3.7 1.2

Bangladesh – 0.1g 0.4 – 0.7h 3.3g 2.9 3.7h

Solomon Islands 1.2i 1.2 1.1j 3.1i 2.6 3.9j

India 0.5 1.8 – 1.1 3.1 2.3 3.3

Pakistan 0.8 1.9 – 0.6 3.0 3.4 1.4

Singapore 1.0 1.5 0.3 3.0 1.7 4.0

Fiji 0.4c 1.3 – 2.3d 2.8c 2.6 1.3d

Hong Kong 0.0 0.7 – 0.9 2.7 3.4 0.9

Malaysia 0.1 0.2 0.1 2.2 2.6 1.8

Taiwan Province of China 0.0 1.1 – 1.5 2.1 1.2 2.2

Republic of Korea 0.2 1.2 – 0.9 1.9 1.3 2.0

Sources: IMF, International Financial Statistics, various issues, and International Financial Statistics: Supplem ent on E x-
change Rates, vol. XXXVIII, No. 9 (September 1985); ADB, K ey Indicators o f  Developing Member Countries o f  ADB, various 
issues; and national sources.

a 1981(Q1)-1985(Q3). b 1985(Q2)-1985(Q3). c 1981(Q1)-1986(Q2). d 1985(Q2)-1986(Q2). e 1981(Q1)-1987(Q4). 
f  1985(Q2)-1987(Q4). g  1981(Q1)-1988(Q1). h 1985(Q2)-1988(Q1). i  1981(Q1)-1987(Q3). j  1985(Q2)-1987(Q3).

On exam ining the tables, one 
can see th a t  while average quar-
terly  changes in real exchange 
rates have generally been smaller 
than  in nom inal exchange rates, 
for the  period 1981-1988  as a 
whole and during the pre-1985 
period. A fter the second quarter  
o f  1985 w hen the  dollar s ta rted  
falling, average quarte rly  exchange 
rate changes in real term s b e -
came m ore im p o rtan t.  On the 
o ther hand , the  variability in 
real exchange rates had been 
significantly higher than  th a t  in

nom inal rates. However, coun -
tries w ith  high variability in no m i-
nal rates also generally had high 
real rate variability.

Currencies experiencing high 
volatility  in nom inal exchange 
rates were China, Fiji, Indonesia, 
the  Islamic Republic o f  Iran, 
Maldives, Nepal, Papua New 
Guinea, the Philippines, Samoa, 
Thailand, V anuatu  and  Viet Nam.

In the case o f  the  Philippines 
and Thailand, the  volatility  in 
exchange rates was concentra ted  
in the pre-1985 second quarter

period, reflecting, in particular, 
the  effects o f  discrete devalua-
tions (1983 th ird  quarte r  and 
1984 second quarter  for the  peso 
and 1984 fo u rth  quarte r for the 
Thai bah t) . The bah t and the 
peso were m uch m ore stable in 
nom inal than  in real term s af-
te r  1985. In Fiji and Maldives, 
volatility was concen tra ted  in 
the  second sub-period. All these 
countries also experienced large 
fluctuations in their  real rates.

For the o ther econom ies, fluc-
tua tions rem ained w ithin  a fairly
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n arro w  range o f  1.5 to  3 per  cen t.  
N IEs, in par t icu la r ,  expe r ienced  
a similar degree o f  f luc tua tions  
in b o th  n o m ina l and  real te rm s.  
H ong  K ong, how ever,  expe r ienced  
m u c h  m ore  s table  exchange rate  
m ovem en ts  af te r  the  second  q u a r -
ter o f  1985 , while th e  reverse 
was true  for the  R epub lic  o f  
K orea and  Taiw an Province o f  
China. The vola til i ty  in the  e x -
change rate o f  S ingapore re-
m ained  a b o u t  c o n s ta n t  in n o m i-
nal term s th ro u g h o u t  b o th  su b -
periods, b u t  vo la til i ty  in real 
exchange rates  increased  signifi-
ca n t ly  a f te r  1985.

C oun tr ies  w ith  m u c h  higher 
vo la til ity  in real exchange ra tes  
th a n  in nom inal ra tes  were 
A fghan is tan ,  Bangladesh, and  Sri 
Lanka . These coun tr ies  p ro b ab ly  
expe rienced  large f luc tua tions  in 
the ir  do m e st ic  prices relative to  
the  U n ited  S ta tes  price level.

The d iffe rences in exchange 
ra te  vo la til ity  analysed in th is  
section  reflec ted  obvious d if fe r -
ences in  exchange rate  policies. 
As n o te d  be fo re ,  China and 
Indonesia ,  fo llow ed b y  the  
Philippines (a t  least d u r ing  the  
pre-1985 per iod ) ,  had  fairly  ac -
tive exchange rate  policies. Im -
p o r ta n t  in f la t ion  diffe rentials  had  
significantly a ffec ted  m ovem en ts  
in  real exchange rates.

Several s tudies in the  e c o -
n o m ic  l i te ra tu re  have a t te m p te d  
to  d e tec t  a sys tem atic  re la t io n -
ship b e tw e en  exchange rate  vola-
ti l i ty  and  the  vo lum e o f  t rade .  
The evidence appears  to  suggest 
a negative re la t ionsh ip  be tw een  
e x p o r t  supply  and exchange rate  
vo la ti l i ty .34, 35

5. Bilateral exchange rate 
m ovem ents b etw een  the

currencies in the developing  
ESCAP region

Table V .1 0  sum m arizes the  
changes in  b ila te ra l exchange 
ra tes  b e tw e en  the  currencies o f  
th e  region fo r  the  per iods 1981- 
1985 and  1 9 8 6 -1 9 8 8 .  D uring the  
first sub-period  1 9 8 1 -1 9 8 5 ,  China, 
Indonesia  and  the  Philippines, 
d ep rec ia ted  the ir  currenc ies  against 
all o th e r  regional currencies . The 
cu rrency  o f  China app rec ia ted ,  
how ever,  against th a t  o f  Indonesia  
and  th e  Philippines, while the  
cu rren c y  o f  Indones ia  apprec ia ted  
against th a t  o f  th e  Philippines. 
D uring  th e  la te r  pe r iod ,  China 
and  Indones ia  c o n t in u e d  to  e x -
perience dep re c ia t io n  in the ir  b i -
la tera l exchange rates.  A  general 
dep rec ia t io n  o f  the  Ind ian  and  
Sri Lanka  rupee  was also observed 
b e tw e e n  1986  and  1988 (excep t 
in the  case o f  the  Ind ian  cu rrency  
against th a t  o f  C hina and  Indonesia ,  
and  ex cep t  th e  Indonesian  c u r -
rency  in  the  case o f  Sri L anka). 
H ence, du r ing  th e  pos t-1985  p e -
r iod , C hina,  India, Indonesia  and 
Sri L anka  im proved  the ir  c o m p e t i -
tive p o s it ion  inside th e  ESCAP 
region. This was par ticu la rly
im p o r ta n t  fo r  C hina,  w h ich  had  
large e x p o r ts  to  and  im p o rts  
f ro m  o th e r  developing  coun tries  
in th e  ESC AP region.

D uring  th e  first sub-period, 
th e  currenc ies  o f  Bangladesh and 
Pak is tan  also d eprec ia ted  against 
m o s t  o th e r  currenc ies , ex c ep t  the  
w eaker  currenc ies  m e n tio n e d  
above. T he Bangladesh taka
co n t in u e d  to  deprec ia te  a f te r  1985 
b u t  to  a lesser e x te n t ;  how ever, 
it app re c ia te d  against all o th e r  
S o u th  Asian currencies . The 
P ak istan  rupee  also was low er
against m o s t  currenc ies  in the  
p e r io d  1 9 8 6 -1 9 8 8 ,  b u t  i t  a p -
p rec ia ted  against th e  Ind ian  and 
Sri L anka  rupee .

T he  Philipp ine peso generally

rose b e tw e en  1986 and  1988 
ex c ep t  against the  currencies o f  
the  NIEs and Thailand. The 
changes against the  Hong Kong 
dollar, th e  Malaysian ringgit and 
th e  Thai b a h t  were, however, 
fairly small.

T he  Thai b a h t  deprecia ted  
during  th e  per iod  1981-1985  
against th e  Malaysian ringgit, the 
Singapore dollar and  the  new
Taiwan dollar,  an d  apprecia ted  
against all o th e r  currencies. In 
th e  pos t-1985  per iod ,  the  baht 
dep rec ia ted  on ly  against the cu r-
rencies o f  the  R epub lic  o f  Korea, 
Singapore and  Taiwan Province 
o f  China. T he rate  o f  deprecia-
t ion  was, how ever,  very small 
excep t against the new  Taiwan 
dollar.  During the  first sub -
per iod , the  Malaysian ringgit dep re -
ciated  on ly  slightly against the 
Singapore dollar. Malaysia thus
lost a significant degree o f  c o m -
petitiveness w ith in  the region. A f-
te r  1985 , the  ringgit w eakened  
som ew hat,  b u t  on ly  against the 
currenc ies  o f  the  NIEs and m ar-
ginally against the  Thai baht .  
The ringgit to g e th er  w ith  the 
Thai bah t had  thus been  strong 
currenc ies  w ith in  the  region.

A m o n g  NIEs, during  the  p e -
riod 1 9 8 1 -1 9 8 5 ,  the  Singapore 
dollar app rec ia ted  against all cur-
rencies, while the  new  Taiwan 
dollar dep rec ia ted  only  marginally 
against the  Malaysian ringgit and 
th e  Singapore dollar. The cu r-
rencies o f  H ong Kong and  the 
R epub lic  o f  K orea deprecia ted  
against all o th e r  N IE  currencies 
as well as the  Thai b a h t  and 
M alaysian ringgit. The currencies 
o f  Hong  K ong  and  the  Republic 
o f  K orea  gained significant c o m -
petitiveness.

During the  post-1985  period, 
the  cu rrency  o f  Taiwan Province 
o f  China co n t in u ed  to  ap p re -
ciate significantly , fo llow ed by 
th a t  o f  the  R epub lic  o f  Korea 
w hich ,  how ever,  deprec ia ted  by  
10 per  cen t against the  new  Taiwan

34 See S. Gupta, “ Exchange risk 
in international trade under alterna-
tive exchange systems” , unpublished 
Ph.D. dissertation, Michigan State Uni-
versity, 1980.

35 See also, P.B. Kenen and D. 
Rodrik, “ Measuring and analyzing the 
effects o f  short-term volatility in 
real exchange rates” , op. cit.
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dollar. The S ingapore dollar 
dep rec ia ted  on ly  against th e  cu r-
rencies o f  th e  R epub lic  o f  K orea  
and  Taiw an P rovince o f  C h ina, 
w hile th e  H ong  K ong  dollar c o n -
t in u e d  to  dep rec ia te  against th e  
Thai b a h t .

H ence, am ongst N IEs, it was 
m ain ly  H ong K ong  th a t  gained 
e x p o r t  price com peti tiveness  d u r -
ing th e  1980s. T he R epub lic  
o f  K orea p ro b ab ly  fo llow ed , its 
cu rrency  deprec ia ting  m ore  d u r -
ing th e  early  pa r t o f  th e  1980s. 
Singapore and  Taiw an P rovince 
o f  C hina had  the  strongest cu r re n -
cies. A m ong  o th e r  ex p o r t-o r ien ted  
econom ies  in the  region, Malaysia 
and  T hailand  had  rela tively  s tronger 
currencies.

T he above ana ly tica l survey 
o f  exchange rate  m o vem en ts  in

develop ing  econom ies  o f  th e  
ESCA P region ind ica tes  grea t 
d iversity  in  th e  experience  since 
th e  1970s. In  particu la r,  the 
responses in th e  degree o f  a d -
ju s tm e n t  o f  th e  currencies  vis-à-vis 
th e  U n ited  S ta tes  dollar an d  o th e r  
k ey  currenc ies, befo re  an d  a fte r  
1985 , co rresp o n d in g  to  th e  rising 
an d  falling phases o f  changes in 
th e  do lla r’s value, have been  qu ite  
varied. T he  analysis also shows 
th a t  w hile a m a jo r ity  o f  coun tries  
o f  th e  region did te n d  to  deprecia te  
th e ir  currencies in  te rm s o f  the  
do lla r ,  th e  advantage p rov ided  
to  the ir  e x p o r ts  was considerab ly  
e ro d e d  b y  a faste r  ra te  o f  in f la -
t io n  in the ir  e c o n o m y  com pared  
t o  th a t  o f  the ir  trad ing  par tne rs  
o r  c o m p e ti to rs .  The analysis 
also provides som e ind ica tion

o f  th e  degree o f  vola tility  o f  
exchange rates, w h ich  is o ften  
negatively re la ted  to  exports  
an d  inflow s o f  foreign invest-
m en t.

The above analysis also sug-
gests the  n ee d  fo r  a m ore  detailed 
s tu d y  o f  th e  effec ts  o f  foreign 
exchange rate  m ovem en ts  on  the 
e x p o r ts  and  inves tm en t flows o f  
ind iv idual coun tries , as well as 
o f  th e  region, as a w ho le . Such 
a s tu d y  will provide g reater in -
sights in to  the  relative ex p o rt 
perfo rm ance  o f  d if fe ren t groups 
o f  coun tries  an d  th e  degree to  
w h ich  exchange rate  m ovem ents  
can  prove h e lp fu l in  removing 
trad e  and  p ay m en ts  im balances 
in  th e  region.
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VI. SELECTED SOCIAL DEVELOPMENT ISSUES

A. EDUCATION AND  
EMPLOYMENT

T
he hum an factor plays a 
critical role in the devel-
opm en t process, fo r it is the  p eo -

ple w ho are the  agents and in -
tended  beneficiaries o f  econom ic 
growth. Effective use o f  the  huge 
popu la tion  o f  the ESCAP region, 
w hich remains substantially  u n -
tapped , has, therefore , been re -
peatedly  stressed.1 In this regard, 
generation o f  productive em ploy-
m en t opportun ities  and  appropria te  
m anpow er planning constitu te  es-
sential com ponen ts  o f  any in -
tegrated strategy for hum an re -
sources developm ent. By focus-
ing on education  and em ploy-
m en t in this section, a tten tio n  
is concen tra ted  on tw o major 
in terre la ted  considerations in an 
issue th a t encompasses m ulti-
disciplinary features. The two 
selected subjects also underline 
the crucial im portance o f  b o th  
dem and and supply factors in 
hum an resources developm ent. The 
issues are to  provide substan-
tive em ploym ent opportun ities  to 
new  en tran ts  in the labour force 
as well as to  increase the p ro d -
uctivity and incom es o f  those

w ho are underem ployed  or like-
ly to  be displaced from  margi-
nalized sectors o f  the econom y, 
and for the education  and skill 
developm ent programmes to  be 
geared to  m atch  the availability 
o f  expertise and qualified persons 
to  job  opportun ities and require-
m ents in an efficient m anner 
and, in a situation  o f  rapid eco-
nom ic and  technical change.

In m any developing c o u n -
tries o f  the Asian and Pacific 
region, the  challenge o f  provid-
ing sufficient jobs for the steady 
stream  o f  new  en tran ts  in to  the 
form al wage sector o f  the labour 
m arket is overwhelming and  has 
caused m em ber G overnm ents to  
concentra te  m ajor a tten tio n  on 
em ploym ent creation. However, 
changes in the econom ic d e -
velopm ent strategies th a t  develop-
ing countries o f  the region m ay 
find necessary in response to  
rapid advances in technology and 
the changing in ternational environ-
m en t, indicate the need fo r a 
m ore balanced and  in tegrated  long-
term  approach  involving b o th  the 
supply and dem and sides o f  m an -
pow er developm ent. This section, 
accordingly, reviews the cu rren t 
s ituation and recent developm ents 
in education  and  em ploym en t in 
the  ESCAP region as tw o im -
p o rtan t elem ents o f  th a t  a p -
proach. A fter a general overview 
o f  education  and em ploym ent 
in the region, the m ism atch b e t-
w een the dem and for and supply 
of jobs involving reasonably high 
levels o f  education  and  skills is 
reviewed in order to  reflect on

the forces leading to  such a situa-
tion  and to  exam ine, in th a t  con -
te x t ,  national plans and policies 
to  minimize, if  n o t  eliminate 
a ltogether, existing imbalances.

(a) Education and educational
systems in the region

The form al educational system 
has traditionally  received great 
a t ten tion  in developing countries 
th roughou t the ESCAP region as 
a means o f  equalizing opportun i-
ties for all groups in society. 
In this regard, developm ent o f  
hum an capabilities, knowledge and 
skills th rough broad-based learning, 
and vocational and technical tra in -
ing are the relevant concerns; 
the am ount o f  resources invested 
in the education sector (includ-
ing its spread betw een prim ary, 
secondary and higher education , 
as well as betw een technical and 
general education), the cost- 
effectiveness o f  alternate skill de-
velopm ent program m es, and the 
quality  o f  education  provided 
also becom e im p o rtan t issues.

The thrust o f  the education-
al system in developing co u n -
tries o f  the ESCAP region, partic-
ularly in the low-incom e econo-
mies, is tow ards achieving u n i-
versal prim ary education  by  
specified dates and , therefo re , the 
relative im portance o f  education 
in the allocation o f  to ta l central 
governm ent expenditure has gen-
erally risen in the 1980s (table 
V I .1). However, the paucity  
o f  available resources for the 
sector in relation to  require-

1 In fact, the economic future 
of the ESCAP region is considered 
to be closely tied to such utilization; 
see the report of the Economic and 
Social Commission for Asia and the 
Pacific on its forty-third session (O ffi-
cial Records o f  the Economic and  
Social Council, 1987, Supplement No. 
14) (E /1987/34-E/ESCAP/590), para. 
2 2 1 .

107



m e n ts  has given rise to  c o n -
cern  a b o u t  the  adverse effects 
o f  rapid expansion  on  the  quality  
o f  ed u c a t io n .  F o r  exam ple ,  in 
som e instances, the  leng th  o f  
teacher  tra in ing  has had  to  be 
red u c ed ,  while in o th e rs ,  availa-
b ility  o f  schooling  facilities and

in f ra s truc tu re  has becom e a 
p rob lem . The a lloca tion  to  d if -
feren t levels and types  o f  ed u c a -
tion  w ith in  the  sec to r ,  w hich  
de term ines  the  o u t- tu rn  o f  the  
sy s tem , is also im p o r ta n t .  Y et 
a n o th e r  rela ted  facet o f  the  p r o b -
lem, apar t  from  the  li teracy  o f

the w ork  force, is the  technical 
com petence  and  su itab ility  o f  the 
o u tp u t  o f  the ed u ca t io n a l  system 
to  the  types o f  dem and  generated 
by  th e  ec o n o m y .

The educa t iona l  and  training 
p rogram m es o f  the developing 
ESCAP coun tries  have m et the 
above requ irem en ts  to  varying 
degrees. In the Republic  o f  
Korea, w here there is almost 
universal p r im ary  educa t ion ,  high 
school ed u c a t io n  has increased 
rap id ly , owing to  rising aspira-
t ions  o f  the  people , along with 
s trong  sta te  su p p o r t  to  the sec-
to r .  The im p o rta n ce  o f  te ch -
nical ed u c a t io n  in  the  na tion  
has also been  recognized, w ith  
special e f fo rts  being  directed  
tow ards  induc ing  a large p ro -
p o r t io n  o f  high school graduates 
to  en te r  voca tional tra in ing  col-
leges th ro u g h  a system  o f  u p -
graded facilities, scholarships and 
o th e r  incentives. In China, r e -
cen t  educa t iona l  po licy  reform s 
has th e  objective o f  eventual 
c om pu lso ry  p r im ary  learning, and 
inc lude provisions for  spare-tim e 
pr im ary  schools, i t in e ran t  teachers, 
flexible class schedules and  aca-
dem ic  years to  ac co m m o d ate  the 
agricu ltu ral cycle, and  steps t o -
w ards expansion  o f  inst itu tions 
fo r  higher educa t ion .  As a result, 
the  n u m b e r  o f  university  s tuden ts  
a n d  en ro lm en t  in various types 
o f  secondary  schools (including 
those  for  voca tiona l train ing) has 
g row n stead ily .

In th e  case o f  th e  ASEAN 
coun tr ies ,  rapid increase in per 
cap ita  incom es has altered so -
cial a t t i tu d e s  tow ards  higher ed u -
c a t io n ;  ed u c a t io n  has th u s  assumed 
th e  ro le  o f  a m a jo r  vehicle for 
h u m a n  cap ita l fo rm a tio n ,  and de-
m a n d s  fo r  adm ission  to  schools 
and  higher ed u ca t io n a l  inst itu tions 
have bu rg eo n ed . E ffo rts  o f  
A SE A N  co u n tr ies  in  the  educa-
tio n  sec to r  are , accordingly, 
m ain ly  co n cern ed  w ith  expansion 
o f  en ro lm en t  and  literacy  pro-

Table V I.1. Selected developing econom ies o f  the ESCAP region. First- 
level gross enrolment ratios and percentage o f  total central government  
expenditure allocated to  education
(Percentage)

Gross enrolm ent ratios
Share o f  education in 

governm ent expenditure

1980 1985 1981 1986

Afghanistan 34 18
                . . .        . . .

Bangladesh 62 60                 . . . 9.9

Bhutan 15 25                 . . .        . . .

Burma 91 102a 10.1 11 .7

China 112 124                 . . .        . . .

Fiji 132 129                 . . .        . . .

India 83 92 1.9 2.1

Indonesia 107 118 7.9 8.5

Iran, Islamic Republic of 88 112                . . .        . . .

Lao People’s Democratic 
Republic 94 94

               . . .        . . .

Malaysia 93 99 15.9        . . .

Mongolia 106 105                . . .        . . .

Nepal 83 79 9.7 12.1

Pakistan 39 47 3.1 3.2

Papua New Guinea 59 60b 17.7 17.0

Philippines 113 106 14.2 20.1

Republic o f  Korea 110 96 17.9 18.1

Singapore 108 115 19.1 21.6

Sri Lanka 103 103 7.2 8.4

Thailand 98 97 19.3 19.5

Viet Nam 111 100                 . . .         . . .

Sources: UNESCO, Statistical Yearbook, 1981, 1983, 1985 and 1987; UNESCO  
Statistical Digest, selected years; The World Bank, World D evelopm ent R eport 
(New York, Oxford University Press, 1988).

N otes: (i) Owing to differences in the extent o f  coverage by the education
sector in different countries, the data on allocation o f  expenditure are not strictly 
comparable.

(ii) Enrolment ratios are those o f  enrolled to all students in the age 
group eligible for enrolment in the school; gross enrolment ratios include (in the 
numerator) all students enrolled in a class, irrespective o f  their age, so that it is quite 
feasible for gross enrolment ratios to exceed 100 per cent.

a 1984. b 1982.
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grammes, upgrading o f  the quali-
ty  o f  o u tp u t and adapta tion  to 
changing needs. The policy 
emphasis, apart from a general 
concern for an im provem ent in 
the quality , varies according to  
needs, and reflects the d ifferent 
levels o f  education  system devel-
opm ent reached by individual m e m -
bers. Thus, increasing literacy 
rates and enro lm ent in secondary 
schools and vocational training 
centres are o f  u tm ost im portance 
to  Indonesia and Thailand; a 
general stress on higher education  
to  all is operative in Singapore; 
improving re ten tion  rates in 
primary schools and the spread 
o f  such education  to  backward 
regions a ttrac ts  a t ten tion  in the 
Philippines; Malaysia is more 
concerned with evolving a li te -
rate work force for its rapidly 
expanding m anufacturing sector.

Am ong countries in S ou th  
Asia, Sri Lanka has the h igh-
est literacy rate; the others— 
Bangladesh, India, Nepal and 
Pakistan—have large illiterate 
popula tion , and therefore, cur-
ren t educational strategy includes 
school en ro lm en t programmes, 
strengthening o f  adult literacy 
efforts and concen tra ted  efforts 
to  raise the skill levels o f  rural 
labour. A t the same time, owing 
to  inadequate resource availability, 
there exists, especially in India 
and Sri Lanka, a large unm et 
dem and a t post-secondary  and 
higher educational levels as large 
num bers o f  eligible students can-
n o t obta in  en ro lm en t in courses 
in which they are in terested, 
owing to  inadequate facilities and 
limited admission possibilities.

To make education  available 
to  n o t only  the elite b u t  also 
the mass o f  the popula tion  is 
a task tha t the existing sytems 
o f  learning (formal as well as 
inform al) in m any  countries o f  
the ESCAP region have n o t al-
ways been able to  cope w ith  
adequately. While educational

policies tha t a ttack  deeply em -
bedded patterns  o f  econom ic and 
social inequality  th rough  “ posi-
tive” discrim ination in favour o f  
disadvantaged groups have helped 
to  bring ab o u t m ore balanced 
participation , m uch m ore needs 
to  be done before the educational 
com ponen t o f  the  quality  o f  
life o f  all social groups in the  
region can be judged to  be at 
satisfactory levels.

(b) The regional unemployment
situation

(i) An overview

In m ost developing countries 
o f  the ESCAP region, the bene-
fits o f  strong econom ic growth 
in the 1970s and 1980s have 
been offset to  a large ex ten t by 
rapid popula tion  growth. H ow -
ever, even faster rates o f  p o p u -
lation growth in the 1950s and 
the 1960s have increased the 
size o f  the labour force in the 
1970s and the 1980s at a faster 
rate than popula tion  growth which 
came to slow down in m any 
countries in the later decades. 
Increase in the size o f  the labour 
force has n o t  been m atched  by 
equal increases in em ploym ent 
opportun ities w ith  the result that 
unem ploym ent and underem ploy-
m ent have tended  to  rise in m any 
countries especially those with 
large populations. To give some 
dimension to  the problem , the 
unem ployed labour force in 14 
Asian and Pacific countries and 
areas (accounting  for over three 
quarters o f  the region’s to tal 
popu la tion ) taken together, to talled  
23 million, or 5 per cen t o f  their 
to ta l economically  active po p u -
lation o f  463 million in 1 9 8 1.2

This level o f  unem ploym ent 
constitu tes a large absolute figure 
and is by no means insignificant 
percentagewise. However, it is, 
in all likelihood, a gross u n d er-
represen tation  o f  the actual state

o f  unem ploym en t in the region. 
The available in form ation  on re-
p o r ted  rates o f  unem ploym ent in 
developing countries o f  the 
ESCAP region indicates, in gen-
eral, the rather low severity o f  
the problem  (table VI.2). But 
large differences in concepts 
and definition o f  unem ploym ent,  
m ethods o f  m easurem ent and 
limited reporting arrangements, 
make it difficult to  place m uch 
faith in the reliability and com -
parability  o f  these numbers.

Moreover, in low-income de-
veloping countries, several factors 
complicate the issue. F o r  one 
thing, m any o f  the em ployed 
engage themselves in activities like 
p e t ty  trade or household en ter-
prises, w ith  long hours o f  w ork  b u t 
little income, as they cannot 
afford to  wait for a jo b  with 
adequate salary. Such persons 
face an incom e, rather than  an 
em ploym ent, problem . For an -
o ther, m any potentia l workers 
are available for work b u t  do 
no t actively seek a jo b ,  which 
they know  is hard to find and 
often very poorly  paid, so tha t 
the unem ploym ent data m ay ex-
clude tha t part o f  the labour 
force which comprises the so- 
called “discouraged w orkers” . F u r-
therm ore, the definition o f  em -
ploym ent adop ted  in developing 
countries is, at times, to o  liberal 
to  reflect a correct image o f  the 
unem ploym ent situation, o r  fails 
to  capture the prob lem  o f  the 
workers who work seasonally ( tha t 
is, in te rm itten tly )  owing to  the 
nature o f  the p roduction  p ro -
cess in agriculture the  main ac-
tivity in which they  are e n -
gaged.

2
The 14 countries and areas 

are: Australia, Brunei Darussalam,
Burma, Hong Kong, India, Indonesia, 
Japan, Malaysia, New Zealand, 
Pakistan, the Philippines, the Republic 
of Korea, Singapore and Thailand. 
ILO, Yearbook o f  Statistics, various 
issues, 1982-1986.
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Table VI.2. Labour force and u nem ploym ent in selected developing econom ies o f  the ESCAP region

Labour force
R ate o f  unem ploym en t 

(per cent)
7891               7791  

(millions)

Growth 
rate 

(per cent) 1981 1982 1983 1984 1985 1986 1987

Afghanistanc 3.6 5.6 6.5 5.5 5.5 3.8 3.3 3.0 – –

Bangladesha, c 28.0 30.4 0.8 27.4 25.4 27.0 11.5 11.9 12.1 –

Burmac 12.6 15.8 2.3 4.3 4.4 2.9 2.7 2.2 1.7 –

Chinab 393.8 530.8 3.0 3.8 3.2 3.2 1.9 1.8 2.0 2.0
  d ,cijiF 78.3 81.1 0.9          . . . 15.7 16.6 17.6 18.6 – –

Hong Kong 1.9 2.7 3.6 4.0 3.6 4.5 3.9 3.0 2.8 1.8

Indiac, e 20.8 25.3 2.0 – – – – – – –

Indonesiac 48.4 70.2 3.8 2.7 3.0 2.0 2.0 2.1 2.6 –

Malaysia 4.8 6.4 2.9 4.7 4.6 5.2 5.8 6.9 8.3 8.7

Maldivesc, d 67.9 52.3 – 3.2 – – – – 1.6 – –

Pakistanc 21.0 29.3 3.4 3.6 3.5 3.9 3.9 3.9 3.7 –

Philippinesc 15.1 21.2 3.5 5.3 6.0 5.4 7.3 6.8 6.7 –

Republic o f Korea 13.3 16.9 2.4 4.5 4.4 4.1 3.8 4.0 3.8 3.1

Singapore 0.9 1.3 3.7 2.9 2.6 3.2 2.7 4.1 6.5 4.7

Sri Lankac 6.0 5.0 – 2.6 17.9         – – – – – –

Thailandc 18.6 27.7 4.1 0.8 3.5 2.4 2.3 3.8 3.5 –

Source: ADB, K ey Indicators o f  Developing M em ber Countries o f  AD B , vol. XIX (July 1988).
a  bFor Bangladesh, including underem ploym ent till 1983. For China, indicates people waiting for a job  as percentage

o f  total urban labour force. c  Reference years vary as follows: Afghanistan 1978-1985; Bangladesh, Burma, India, Indonesia, 
Pakistan and Thailand 1976-1986; Fiji and the Philippines 1982-1985; Maldives 1977-1985; and Sri Lanka 1974-1981. d La-
bour force in thousands. e Organized sector only.

D ata  o n  open  u n e m p lo y m e n t  
are , th e re fo re ,  an in a d eq u a te  too l 
fo r  analysing th e  em p lo y m e n t  
s itua tion  in  developing co u n tr ies  
and  the ir  app lica tion  leads to  
g reat u n d e rs ta te m e n t  o f  th e  
m agn itude  o f  th e  overall p rob lem . 
A m o re  relevant c o n c ep t is th a t  
o f  u n d e re m p lo y m e n t ,  w h ich  trea ts  
th e  p ro b lem  in  te rm s o f  b o th  
th e  insu ff ic ien t vo lum e o f  w ork  
available du ring  par ticu la r  periods  
and  th e  basic im balance b e tw e en  
la b o u r  and  o th e r  fac to rs  o f  p r o -
d u c t io n .  H ow ever, ow ing  to  
n u m e ro u s  techn ica l d ifficu lties  in 
defin ing  and  m easuring  th e  m ore  
co m p lex  p h e n o m e n o n ,  sys tem atic  
in fo rm a tio n  on  u n d e re m p lo y m e n t  
is generally  n o t  available; n o n e  
th e  less, several s tud ies  have in d i-
ca ted  th a t ,  in a d d i t io n  to  open

u n e m p lo y m e n t ,  a b o u t  one q u a r te r  
o f  th e  econom ically  active 
p o p u la t io n  a t  least in som e c o u n -
tries is u n d e re m p lo y e d .

F o r  ex a m p le ,  using th e  cri-
te r io n  o f  h o u rs  w o rk ed ,  i t  has 
b een  e s t im a te d  th a t  in  Bangladesh 
a b o u t  2 2  p e r  c e n t  o f  th e  e m -
p lo y e d  w o rk  force in rura l areas 
an d  23  per c e n t  in u rb an  areas 
w ere  u n d e re m p lo y e d  in 1984. By 
th e  same cr ite r ion , th e  overall 
effective u n e m p lo y m e n t  ra te  has 
b een  e s tim a te d  a t  a b o u t  30  per 
c e n t  fo r  Nepal an d  a t  23  per  
c e n t fo r  Sri Lanka . H igh u n d e r -
em p lo y m e n t ,  in  large m easure 
ow ing  to  seasona lity  o f  agricul-
tu ra l  p ro d u c t io n ,  also persists in 
Ind ia , Indonesia , P ak is tan  and  
T hailand . F o r  this g roup  o f  
coun tries ,  be tw een  one f if th  and

a b o u t  one th ird  o f  em ployees 
w o rk  a t  less th a n  the ir  full p o -
ten tia l.

Som e in teresting  in fo rm atio n  
a b o u t  the  s t ru c tu re  o f  the u n -
e m p lo y m e n t  p ro b lem  in  develop-
ing coun tries  o f  th e  ESCAP re-
gion is revealed by  disaggregat-
ing the  u n e m p lo y m e n t  rate. 
T hus, o p en  u n e m p lo y m e n t  has 
been  reco rd ed  as far higher for 
u rb an  th a n  fo r  ru ral w orkers , 
fo r the  y o u n g  th a n  fo r  the  old 
and , f req u en tly ,  fo r  the  edu -
ca ted  th a n  fo r  th e  illiterate. 
These so m e w h a t paradox ica l trends 
are exp la ined  p a r t ly  by  the fact 
th a t  th e  inc idence o f  open  u n -
e m p lo y m e n t  is closely linked  w ith  
th e  “m o d e rn ” sec to r  an d  the  
perceived range o f  o p p o rtun itie s  
in  th a t  secto r .  Thus, evidence
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on open unemployment indicates 
that it is primarily an urban 
phenomenon heavily concentrated 
among workers in their teens and 
early twenties. Since these are the 
ages at which individuals typi-
cally leave school or university, 
there has been concern that educa-
tional expansion in developing 
countries has produced a growing 
problem of the “educated unem-
ployed" .

(ii) Unemployment o f  the 
educated

By and large, unemployment 
of the educated is associated 
with the processes through which 
the labour market adjusts to 
an increased supply of school- 
leavers and graduates. First, the 
earnings expectations or job pre-
ferences of school-leavers may 
not match with changes in la-
bour market conditions brought 
about by changes in the econo-
my. Second, the structure of 
wages may be slow to adjust — 
particularly if the public sector 
is a major employer of educated 
workers. Graduates, especially, 
may then be encouraged to wait 
for jobs in well-paid occupations 
rather than immediately accept 
a job that pays significantly less. 
For, if the wage difference is 
high enough and the probabili-
ty of obtaining a higher-paid 
job is sufficiently large, a period 
of job-seeking or “waiting” in 
unemployment will yield a higher 
expected “lifetime” income.

Evidence on the educational 
status of the unemployed is con-
sistent with this explanation in 
so far as the South Asian econo-
mies and some of the ASEAN 
member countries are concerned.3 
In general, the rates of unemploy-
ment for illiterates are low, indi-
cating the ease with which they 
obtain employment and their 
willingness to accept almost any 
kind of work. At the other end

of the qualifications spectrum, 
highly trained people are scarce 
in many countries so that per-
sons with advanced degrees do 
not have to wait long and can 
get well-paid jobs readily. In bet-
ween are a sizeable number of 
school-leavers and graduates who 
have the means, and who go ahead 
with further studies which in-
crease their chances of employ-
ment though not often skills. 
The remaining category of school- 
leavers and graduates who do not 
have the means to take advantage 
of (usually highly subsidized) uni-
versity education are those who 
have to “wait” for well-paid jobs 
as, on the one hand, they lose 
out in competition with persons 
with higher qualifications but, at 
the same time, they are not com-
pletely out of the running either. 
For them, there may be high 
returns from a full-time search 
for a job, especially as the costs 
of “waiting” are low if the un-
employed are young, with few 
or no dependents and have ac-
cess to their extended family 
support.

Unemployment simply means 
that there is an excess supply of 
labour over the volume of employ-
ment that is generated by the 
existing technology and the cur-
rent rate of wages; hence, unem-
ployment of the educated implies 
that there are too many educated 
people for the prevailing job 
opportunities. It cannot, of course, 
be denied that if educated people 
were willing to accept any job

that is offered to them, includ-
ing manual work at substandard 
wages, such unemployment would 
virtually disappear. But it is 
unrealistic to discuss this issue 
without taking into account the 
job aspirations and expectations 
of the educated. The crux of 
the problem, therefore, is whether 
or not the educational system 
in the developing economies of 
the ESCAP region is artificially 
raising the expectations of school- 
leavers and graduates, such that 
they end up demanding more 
high-paying, white-collar jobs than 
are, in fact, available. Informa-
tion on educated unemployment 
indicates that in Bangladesh, the 
Philippines and Sri Lanka, current 
unemployment mostly affects 
school-leavers, while in other 
developing countries of the re-
gion, such as India, Indonesia, 
Malaysia, Singapore and Thailand, 
higher levels of the educational 
pyramid are involved.

In Singapore, the mean unem-
ployment rate in 1984 for all 
university graduates was 4.7 per 
cent, which was higher than the 
aggregate unemployment rate of 
2.7 per cent. In 1986, the unem-
ployment rate for graduates of 
vocational and industrial training 
institutions was even higher, be-
ing in the range of 12-16 per 
cent. In Indonesia, data for 
1980 revealed an oversupply of 
manpower at all educational 
levels, with the largest imbalance 
relating to the category of “gener-
al senior high school” leavers. A 
study on the situation in Malaysia 
showed an equally depressing 
scenario, with a substantial per-
centage of the skilled work force 
in 1983 unemployed or, if em-
ployed, engaged in activities un-
related to their training (55 per 
cent of the trainees were success-
ful in obtaining any form of em-
ployment, but only 33.6 per cent 
were successful in obtaining em-
ployment relevant to their train-

3 
Mark Blaug, “Educated unem-

ployment in Asia with special reference 
to Bangladesh, India and Sri Lanka” , 
Economic Bulletin for Asia and the 
Pacific, vol. XXVIII, No. 1/2 (June/ 
December 1977) (United Nations pub-
lication, Sales No. E.77.II.F.18); J. 
Krishnamurthy, “Some aspects of un-
employment in urban India” , Employ-
ment, Income Distribution and De-
velopment, Frances Stewart, ed. 
(London, Frank Cass, 1975).
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ing).4 In addition, with rapid ex-
pansion of educational facilities in 
the country, the share in the total 
of unemployed persons with secon-
dary education had increased sub-
stantially, but, in recent years, even 
university graduates were having 
difficulty in securing suitable jobs. 
University graduates in Thailand 
were no better off, with unem-
ployment rates in the range of 
19-35 per cent during the period 
1973-1983; their problem turned 
serious after 1980 when fresh 
recruitment to government service, 
where college graduates were 
mostly absorbed, was limited to 
2 per cent in each year (in fact,

approximately 70 per cent of 
Thai college graduates depended 
on public sector employment in 
the mid-1970s).5

The situation concerning 
unemployment of the educated is 
even more serious in South Asia. 
In Bangladesh, it has been esti-
mated that in 1983 the unem-
ployment rates for school-leavers 
and general graduates were as 
high as 68 per cent for certain 
age-groups, while among those 
with a masters’ degree, the rate 
ranged from 6 per cent in physi-

cal sciences to as high as 39 per 
cent in the humanities.

In India, too, the problem 
had assumed serious proportions 
(table VI.3). The issue is of 
less intensity in rural areas, 
where 63 per cent of all week-
ly male unemployed are pri-
mary educated or less. None 
the less, for the secondary edu-
cated in the 20-24 age group, 
the unemployment rate is about 
19 per cent. The unemployment 
rates are even higher for grad-
uates in the 15-29 age group 
and for the secondary educated 
in the 15-19 age group. But 
these may not be representative 
numbers because the total num-
ber of graduates in the rural 
sample is rather small, while in 
respect of the secondary educated 
the 15-19 age group reflects the

4 Human Resource Planning: The
Asian Experience, Rashid Amjad, ed. 
(New Delhi, ILO/ARTEP, 1987), p. 
105.

5 Lamduan Pawakaran and Kosit 
Panpiemras, “Employment strategy for 
accelerated growth: Thailand” , Em-
ploym ent Strategies fo r Accelerated 
Economic Growth in Asia (Asian and 
Pacific Development Centre, Eco-
nomic Planning Unit).

Table VI.3. Distribution of the male unemployed and male unemployment rates (weekly status) in India by age 
and educational attainment, 1977/78
(Percentage)

Age group 15-19 20-24 25-29 30-44 45-59 15-59

Education Share 
in total

Unem-
ployment

rate

Share 
in total

Unem-
ploym ent

rate

Share 
in total

Unem-
ployment

rate

Share 
in total

Unem-
ployment

rate

Share 
in total

Unem-
ployment

rate

Share 
in total

Unem-
ployment

rate

Rural male

Illiterate 7.50 4.01 5.00 3.24 4.50 2.68 11.20 2.22 7.70 2.19 35.90 2.63

Literate and up 
to primary 7.80 6.29 6.40 4.98 3.60 2.94 6.50 2.26 2.90 1.67 27.20 3.25

Middle 5.70 12.69 6.40 9.94 2.50 5.25 1.30 1.87 0.20 0.72 16.10 1.92

Secondary 4.00 27.47 7.50 18.71 3.10 9.09 1.00 2.25 – 0.29 15.20 10.86

Graduate and above – 36.84 3.00 37.49 1.70 19.73 0.40 2.98 0.10 0.37 5.20 16.29

Total 25.20 6.75 28.20 7.17 15.40 4.06 20.50 2.22 10.80 1.92 100.00 3.80

Urban male

Illiterate 3.25 8.76 1.73 5.10 1.14 3.44 1.81 1.80 2.00 2.85 9.91 3.61

Literate and up 
to  primary 10.25 17.63 6.36 9.82 2.54 4.35 3.64 2.27 2.43 2.32 25.25 5.64

Middle 9.25 29.70 10.52 19.46 3.59 8.28 2.19 2.70 0.76 2.02 26.31 10.64

Secondary 6.55 42.75 13.57 24.82 4.72 8.68 1.90 1.83 0.52 1.31 27.25 10.17

Graduate and above 0.37 45.08 6.89 34.66 3.28 10.59 0.67 1.18 0.08 0.45 11.28 8.93

Total 29.67 20.82 39.07 17.95 15.27 6.93 10.21 2.03 5.79 2.14 100.00 7.33

Source: National Sample Survey, 32nd round 1977/78, Draft report 298 (Government of India), adopted from J.
,.sde ,nahdraB .K.P dna nasavinirS .N.T ni ,”scitsiretcarahc dna edutingam daorb eht :aidnI ni tnemyolpmenU“ ,ytrumanhsirK

Rural Poverty in South Asia (Delhi, Oxford University Press, 1988).
Notes: (i) Unemployment by weekly status relates to individuals who were reported being without work during the re-

ference week (of the sample survey) but were seeking and or were available for work for at least one half-day during the re-
ference week. The unemployment estimates for different educational levels are, therefore, not strictly able to be aggregated for
they reflect different perceptions that vary with the educational level as well as age.

(ii) Unemployment rates are percentages of corresponding labour force.
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point at which they enter the 
work force and, as such, have 
not spent the “waiting period” 
for securing wage employment. 
It is in urban India that unem-
ployment of the young educated 
causes maximum concern, be-
cause the secondary educated and 
graduates in the 15-24 age group 
account for well over one quarter 
of all male weekly status unem-
ployment. Secondaries aged 20- 
24, who may have endured the 
“waiting period” , have an unem-
ployment rate as high as 25 per 
cent, while for graduates aged
25-29 the rate is over 10 per 
cent. For secondaries in the
15-19 age group and graduates in 
the 20-24 age group, the unem-
ployment rates relate to the 
point at which they enter the 
work force in all probability.
These numbers, respectively, 43 
and 35 per cent, illustrate the
extent of the mismatch between 
the supply and demand for job 
opportunities.

Since the problem of unem-
ployment of the educated is more 
relevant to urban areas, part of 
the explanation may lie in the 
relative shifts in absorption of 
the labour force between dif-
ferent sectors of economic acti-
vity in the countries of the region. 
In particular, since industrializa-
tion involves urbanization, changes 
in the sectoral distribution of 
the work force between agricul-
ture, industry and the service 
sectors in the developing econo-
mies of the ESCAP region could 
perhaps throw some light on 
the turn of events. This aspect 
is now reviewed briefly in an 
attempt to identify causal fac-
tors leading to the mismatch.

(c) Sectoral employment oppor-
tunities

Past experience in employ-
ment creation in certain develop-
ing economies of the region pro-

vides insights into current prob-
lems. In the newly industrializing 
economies (Hong Kong, the 
Republic of Korea, Singapore and 
Taiwan Province of China) rapid 
export-oriented industrial growth 
made a significant contribution 
towards creating fresh job oppor-
tunities, leading to low levels 
of unemployment. On the other 
hand, in some of the ASEAN 
countries (Indonesia, Malaysia, the 
Philippines and Thailand), where 
a mix of export-oriented and 
home-market-based industrializa-
tion generated substantial growth, 
the rate of growth of industrial 
employment has barely exceeded 
the rate of growth of the labour 
force. As regards China and 
South Asia, agriculture continues 
to be the dominant economic 
activity so that, despite strong 
growth of industry in some of 
the countries in this group, the 
manufacturing sector does not 
play a major role in the labour 
market. In China and most of 
South Asia, which are low-income 
and highly populated areas, the 
absolute rise in the working- 
age population is simply too 
large to be absorbed in the 
“organized” industrial sector. 
These are also the economies 
in the ESCAP region where the 
problem of underemployment is 
most acute. A significant pro-
portion of job seekers, unable 
to obtain “organized” sector high- 
wage employment, drift into in-
formal activities or shift lower 
down in the scale of aspirations.

The evidence on trends in 
sectoral employment in the larger 
developing countries of the 
ESCAP region (table VI.4) 
reveals that in some of the 
economies where agriculture domi-
nates the labour market, notably 
China and in most of the South 
Asian subregion, the share of 
agriculture in employment has 
remained high and may even 
have increased a little. Other

countries, that is, NIEs and some 
of the ASEAN member coun-
tries, have undergone a reduc-
tion of agricultural employment 
and a compensating rise in the 
share of manufacturing and, in 
particular, of services. It is the 
experience of this group that is 
reviewed because it is easier to 
draw lessons from an analysis 
of sectoral employment trends 
in the more successful cases of 
adjustment.

Within the group of NIEs, 
attention is focused on the 
Republic of Korea only, as the 
others do not possess any signi-
ficant agricultural sector or the 
associated burden of rural pover-
ty. The Republic of Korea had 
made significant progress in the 
agricultural sector prior to its 
phase of rapid export-led indus-
trial growth and, as a consequence 
of successful agrarian reform im-
plemented earlier, labour absorp-
tion along with productivity and 
income markedly improved in the 
agricultural sector. This, in turn, 
narrowed rural-urban income dis-
parities and reduced incentives 
for the rural population to move 
to the cities, where they would 
otherwise have swelled the ranks 
of the urban unemployed. In 
a way, therefore, agricultural pro-
gress in the Republic of Korea 
reduced the dimensions of the 
problem of providing employment. 
The industrialization process that 
followed also supported employ-
ment creation and augmented the 
favourable employment trends 
emanating from the agricultural 
sector. Moreover, the high de-
mand for labour that ensued 
from rapid growth of labour- 
intensive manufacturing was rein-
forced by government initiatives 
to maintain labour discipline and 
control trade union activity, which 
kept real wages in check and 
increased the international com-
petitiveness of the country’s ex-
ports. In this setting, suitable
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employment opportunities were, 
by and large, provided to the 
bulk of the labour force.

The ASEAN economies, in 
contrast, had a somewhat dif-
ferent experience. Growth of

Table VI.4. Total labour force and sectoral employment in selected  
developing countries o f the ESCAP region, 1975-1986
(Millions)

1975 1980 1986

Bangladesh
Total labour force 27.3 30.8 30.4
Total employed 16.1 18.9 26.7
Agriculture 11.6 13.0 14.5
Manufacturing 1.3 1.5 2.6

China
Total labour force 381.7 424.4 515.5
Total employed 381.7 419.0 512.8
Agriculture 294.6 302.1 313.1
Manufacturing 42.8 56.0 89.8

Indiaa
Total labour force … … …
Total employed 19.9 22.8 25.3
Agriculture 1.2 1.4 1.2
Manufacturing 5.2 6.0 6.3

Indonesia
Total labour forceb 48.43 52.4 70.2
Total employedb 47.30 51.6 68.3
Agricultureb 29.12 28.8 37.6
Manufacturingb 3.97 4.7 5.6

Malaysia
Total labour force 4.3 5.1 6.2
Total employed 4.0 4.8 5.7
Agriculture 1.9 1.8 1.8
Manufacturing 0.5 0.8 0.9

Pakistan
Total labour force 20.4 24.9 29.3
Total employed 20.1 24.0 28.2
Agriculture 11.0 12.6 14.3
Manufacturing 2.7 3.5 3.9

Philippines
Total labour force 15.2 17.3c 21.20
Total employed 14.5 16.4c 19.75
Agriculture 7.8 8.5c 9.74
Manufacturing 1.7 1.8c 1.91

Republic of Korea
Total labour force 12.2 14.4 16.1
Total employed 11.7 13.7 15.5
Agriculture 5.3 4.7 3.7
Manufacturing 2.2 3.0 3.8

Thailand
Total labour force 18.3 22.7 27.7
Total employed 18.8 22.5 26.7
Agriculture 13.3 15.9 17.8
Manufacturing 1.4 1.8 2.1

Source: ADB, Key Indicators o f  Developing Member Countries o f  ADB,
vol. XIX (July 1988).

a For organized sector only. b  Data for 1976. c Data for 1985.

manufacturing employment in 
Indonesia and the Philippines had 
been rather feeble despite sub-
stantial industrial growth; while 
in Malaysia and Thailand, though 
the relative importance of agri-
culture in total employment had 
noticeably fallen, fresh job oppor-
tunities in the industrial sector 
were not being generated at a 
rapid enough pace to absorb 
all entrants to the labour market. 
The reason for the relatively 
low absorption of labour in rela-
tion to growth of the sectoral 
share of industry in GDP lay 
largely in government policies 
which tended to favour capital- 
intensive, rather than labour- 
intensive, technologies and lines 
of production. Given these con-
ditions, there is a strong case 
for these countries (and, in 
fact, for most of the low-in-
come developing countries, too, 
including those in South Asia) 
to move away from policies which 
subsidize the use of capital and 
induce inappropriate choice of 
techniques and products. As 
long as prevailing factor prices 
do not adequately reflect rela-
tive factor scarcities, overall ef-
ficiency in the economy, as well 
as international competitiveness on 
a sustained basis, is not likely 
to be attained. The experience 
also suggests that although sub-
sidies for capital utilization may 
offer a useful incentive to attract 
investment into the manufacturing 
sector and, in particular coun-
tries into virgin lines of produc-
tion, their continued use may 
actually go counter to employ-
ment generation objectives. Thus, 
forces leading to a mismatch 
between employment opportunities 
and the educated urban work 
force may well be accentuated.

Slow growth of industrial em-
ployment has forced many deve-
loping economies of the ESCAP 
region, particularly in the low- 
income category, to look to
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diversification of rural employ-
ment away from agriculture. Thus, 
absorption of displaced agricul-
tural labour by rural agro-based 
industries (such as food pro-
cessing) has been stressed as an 
alternative to large-scale rural-urban 
migration. Other measures include 
development of rural infrastruc-
ture to augment agricultural pro-
ductivity and incomes using la-
bour-intensive methods, as well 
as temporary employment in rural 
work programmes. In addition, 
application of high-yielding agri-
cultural techniques using more 
labour per unit of land cultivated 
is being encouraged, as are occu-
pations that supplement rural 
incomes and employment opportu-
nities like cottage industries, handi-
crafts, fisheries and livestock- 
raising. These, of course, do 
not relate to, or cannot possibly 
hope to attract, the educated 
among the unemployed.

For the educated unemployed, 
particularly in the heavily labour- 
surplus South Asian countries, 
self-employment and entrepreneu-
rial activities are being pro-
moted through a system of ex-
tended institutional support. 
Moreover, development of em-
ployment in informal economic 
activities, especially in the ser-
vice sector, is being viewed as 
an alternative employment-creation 
strategy. Expansion of govern-
ment development expenditure, 
too, is expected to generate de-
mand for a large part of the 
educated additions to the labour 
force in these economies. In 
this context, an inherent draw-
back is that many informal sec-
tor enterprises, owing to com-
petitive weakness arising out of 
lack of expertise in quality con-
trol and efficient scales in mar-
keting, management and finance, 
are unable to participate in 
specialization and division of la-
bour to the same extent as larger 
enterprises. They, therefore, do

not generate an effective demand 
for many of the types of spe-
cialized skills and abilities that, 
in larger enterprises, are usually 
provided by highly skilled tech-
nicians.

Hence the issue of tackling 
the problem of the educated 
unemployed will persist in several 
economies of the ESCAP region 
in the foreseeable future. This 
is socially undesirable because 
frustrated school-leavers and col-
lege graduates can become an 
alienated group. The alternative 
of social insurance schemes or 
guaranteed public sector jobs 
for post-secondary leavers is not a 
desirable solution either; for 
such a step can result in a major 
drain on government revenues and 
impede as well the diffusion of 
educated manpower into more 
productive uses. Thus, long-range 
initiatives will have to be devel-
oped to cope with the region’s 
existing mismatch between de-
mand and supply of educated 
and skilled personnel, keeping in 
view the need to accommodate 
emerging secular trends as well.

(d) Emerging concerns and na-
tional policies6

In devising long-term strategies 
to deal with the employment 
and interrelated educational as-
pects of human resources develop-
ment in the region, it must be 
emphasized that policy makers 
need to be concerned with more 
than just employment creation. 
The primary issue is one of pre-
paring individuals for full parti-
cipation in a rapidly changing 
work environment requiring new 
skills. The appropriate concept 
of manpower development, in this

context, would be a continuing,
life-long educational process pro-
viding the broad-based capacity 
to acquire new knowledge and 
skills. Such an approach has, 
in fact, been advocated in Japan 
to prepare for employment in 
the advanced information society 
of the twenty-first century. Com-
panies are encouraged to become 
“learning companies” with sys-
tematic on-the-job training facili-
ties for the company workers, 
especially since such training can 
be related to the lifetime em-
ployment system in Japan.

In effect, therefore, the edu-
cational policy in the ESCAP 
region should involve assisting in-
dividuals in adapting themselves 
to work productively under a 
rapidly changing environment.
People should enter the labour 
market better prepared to learn 
job-specific skills within their
broad areas of competence and 
to undertake retraining as new 
skills are needed. Steps to in-
corporate this concept into exist-
ing educational and training pro-
grammes (both formal and non- 
formal), thus, require to be 
devised urgently.

Some such modifications have 
already appeared in a number 
of countries in the region. The 
new education policy of India 
emphasizes the development of 
a vocational education system 
which has well-planned and 
rigorously implemented pro-
grammes meant to enhance the 
individual’s employment prospects 
in identified occupations or skills. 
The underlying reasoning, of 
course, is that a vocational edu-
cation system could correct the 
supply-demand mismatches arising 
when individuals pursue higher 
education without particular pur-
pose or with inappropriate job 
and career expectations. In 
Indonesia, greater emphasis has 
been given to technical and voca-
tional education in the country’s

6 The discussion in this subsec-
tion is drawn primarily from Back-
ground to an Integrated Plan o f Ac-
tion on Human Resources Development 
for the ESCAP Region (ST/ESCAP/ 
601), pp. 81-89.
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fourth five-year development plan, 
1984/85-1988/89. Existing tech-
nical and vocational schools have 
been targeted for rehabilitation 
and the entire educational system 
is to be strengthened by the es-
tablishment of additional such 
schools, as well as polytechnics 
affiliated with universities and 
institutions of higher learning.

In Thailand, too, the sixth 
national economic and social de-
velopment plan, 1987-1991 has 
recognized the close inter-relation-
ship between employment, educa-
tion and training and has, accord-
ingly, emphasized the urgency of 
adjusting labour supply to the 
changing nature of agricultural 
and industrial employment. Both 
the government and the private 
sector in Malaysia have played 
major roles in establishing new 
vocational technical schools, youth 
training centres, and agricultural 
and commercial institutes. One 
professed goal of the policy is 
to shift educational preferences 
away from the arts and pure 
sciences towards the applied 
arts and sciences. An additional 
aim is to give school-leavers op-
portunities to return to study 
at vocational schools in order 
to provide them with employ-
able skills.

In Sri Lanka, the Govern-
ment, from a realization of the 
need for central direction to 
achieve better co-ordination among 
educational, economic and man-
power planning, has approved the 
establishment of the Human Re-
sources Development Advisory 
Council, where the work of the 
key ministries concerned with edu-
cation and training could be co- 
ordinated. In the Republic 
of Korea, the long-term in-
dustrial development plan is sup-
plemented by a long-term science 
and technology plan which in-
cludes a scheme to orient the 
supply of labour in an appro-
priate direction through a pro-

posed co-operative manpower de-
velopment system.

There is, thus, an emerging 
recognition among policy makers 
in the region that more years 
of formal education per se do 
not necessarily improve the na-
tion’s capacity to achieve its 
economic development objectives. 
Rapidly expanding enrolments and 
increasing expenditures on educa-
tion should be accompanied by 
substantive improvements in the 
quality of education and systematic 
co-ordination with other concerned 
sectors to ensure that the educa-
tional system produces the skills 
needed in the economy. Other-
wise, such expenditure would only 
serve to pull scarce resources 
away from other priority pro-
grammes. In fact, the massive 
resource implications of rapid ex-
tension of educational facilities 
in many developing economies 
of the region in the last decade 
have generated growing concern 
among planners about the effi-
ciency of the system in ensuring 
productive use of funds while 
turning out educated and skilled 
personnel, as well as about the 
usefulness of these graduates to 
the society at large.

Labour market functions of 
the educational system in the 
region, therefore, require to be 
reappraised. For one thing, edu-
cation has absorbed some of 
the excess labour supply through 
cascaded underemployment, as 
illustrated below. Persisting unem-
ployment causes people to accept 
jobs requiring lesser skills or train-
ing than their actual level of attain-
ment. This reflects, in a way, 
their preference for underemploy-
ment over total unemployment. 
In turn, as less-skilled jobs are 
filled by more-skilled persons, the 
former category of potential job- 
seekers are induced to pursue 
further education, so that the 
educational system often assists

in siphoning off a part of the 
excess labour supply.

While the educational system 
has been serving to delay the 
entry of new job-seekers into 
the labour market, this has been 
also encouraged by growing re-
quirements for higher educational 
credentials, some of which are 
basically “paper qualifications” 
that are, technically speaking, not 
relevant to efficient performance 
of the job. Many levels of the 
civil services of some develop-
ing economies of the ESCAP 
region are cases in point.

A related problem is to in-
duce graduates and technically 
equipped persons to enter occupa-
tions that are vitally important 
but have historically been con-
sidered of low social status. The 
solution to this problem, how-
ever, may require drastic changes 
in individual values and social 
attitudes, and to ensure such 
shifts, it would be necessary to 
first understand the basis of low 
social status attached to certain 
jobs. Attitudes which are due 
to economic considerations of 
low pay and unpleasant or diffi-
cult working conditions could be 
offset through appropriate wage 
and non-wage compensation, while 
non-economic deterrents to social-
ly less-preferred jobs should be 
addressed through modification or 
change in public attitudes to-
wards these professions.

Other measures could also 
be considered. For example, 
in Malaysia preparatory courses 
have been initiated to enable 
bumiputera students to study 
sciences, engineering, medicine and 
other technical courses. When 
a country decides to develop 
such sectors as agriculture and 
fisheries, as in Sri Lanka, it is 
clear that young, educated job- 
seekers must be shown that the 
opportunities in these fields are 
also attractive in terms of income, 
modernization and social recogni-
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tion. In the Republic of Korea, 
too, change in social attitudes 
has been recognized as important 
for developing human resources 
for industrial and technological 
progress; at the time of its in-
dustrialization, when major em-
phasis was directed towards en-
gineers and craftsmen, a techni-
cal qualification system was 
evolved to overcome the tradi-
tional low regard in which engi-
neers and craftsmen were held. 
More recently, as noted earlier, 
several developing countries 
of the ESCAP region, includ-
ing Bangladesh, China, India, 
Indonesia, Malaysia, Pakistan, 
Sri Lanka and Thailand, have 
given priority to vocational and 
technical education. But the 
eventual success of this policy 
will depend on the extent to 
which prevailing social attitudes 
can be altered and young people 
convinced that such education 
and training have at least as much 
prestige and job/career opportuni-
ties as standard university edu-
cation.

A general overview, in con-
clusion, is that there has been 
a great increase in the demand 
for education throughout the Asian 
and Pacific region in recent years, 
owing to not only population 
growth but also the overriding 
perception of the public at large 
that a higher level of education 
means better chances of getting 
higher-paying and more prestigious 
forms of employment. How-
ever, given the limited number 
of preferred jobs available in 
any economic system, that as-
piration is impossible to be sat-
isfied at a general level. On the 
other hand, however central may 
be the responsibility of the for-
mal educational system for the 
manifestation of educated unem-
ployment, it would be wrong 
to exaggerate the system’s im-
portance in determining its di-
mension. To be sure, if formal

schooling had led to significant 
increments in productive capaci-
ty, making people more skilful, 
resourceful and enterprising, and 
if it had raised their savings ratio 
and their ability to choose pro-
ductive investments and plan their 
families, it could have alleviated 
the employment situation, which 
it does not seem to have done. 
The reason is that formal edu-
cation, unfortunately, is only a 
small part of what is termed 
“life-long education” which com-
prises the role of the family, 
work-place and the community, 
along with schooling, in shap-
ing the individual’s productive 
capacity.

There is, however, a conti-
nuing need to reassess its goals 
and to attempt to harmonize 
it with the broader objectives 
of a country’s social and eco-
nomic policies.

B. WOMEN, EMPLOYMENT 
AND EDUCATION

The role of women in the 
development process has been 
given increasing attention in re-
cent years, from the point of view 
of not only maximizing the con-
tribution of all human resources 
to the development effort but 
also minimizing the relative 
disadvantages and barriers to per-
sonal fulfilment that women 
encounter on gender grounds. This 
section does not attempt to survey 
these issues in depth or to sum-
marize the findings of the large 
volume of research that has been 
undertaken on them in recent 
years by United Nations bodies 
and other organizations, and by 
Governments and individuals. 
Rather it focuses on one limited 
aspect complementary to the dis-
cussion in section A of this 
chapter and presents a broad 
profile of the participation of 
women in economic activity in

the ESCAP region,7 together with 
a note on the educational status 
of women.

1. Changing pattern of women’s 
employment

Table VI.5 gives data on 
male and female activity rates 
for selected economies of the 
ESCAP region. These data need 
to be interpreted with a degree 
of caution because, for a variety 
of reasons, they may not be 
strictly comparable across coun-
tries.8

It is apparent, however, that 
participation rates for males 
are high in all economies, fall-
ing generally within the range 
of 75-88 per cent. The rates 
for females are much lower, even 
for the developed countries of 
the region, lying commonly in 
the 40-50 per cent range. Lying 
outside this range, at the bottom 
end, are Bangladesh and Pakistan. 
However, given the fact that

7 For a more detailed treatment, 
see Women’s Economic Participation in 
Asia and the Pacific (ST/ESCAP/510).

8 The activity rates shown in this 
table are a ratio of all persons over 15 
years classified as economically active as 
a proportion of the total population over
15 years of age in the respective group. 
It should be noted that there are dif-
ferences among countries as regards the 
definition of economically active. How-
ever, in general it does not include 
“students, women occupied solely in 
domestic duties, retired persons, persons 
living entirely on their own means and 
persons wholly dependent on other” 
(ILO, Yearbook o f  Labour Statistics 
(Geneva, 1987), p. 3). A number 
of countries, for example, the Republic 
of Korea, also exclude members of the 
armed forces. A further problem is that 
in many countries relatively large num-
bers of women assist on farms or in 
other family enterprises without pay, 
and differences among countries in 
the extent to which such women are 
included within the definition of 
economically active makes cross-country 
comparisons of participation rates dif-
ficult.
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Table VI.5. Selected economies of the ESCAP region. Economically active population

Total population 15+ Economically active 15+

Male Female Male Rate Female Rate

Australia (1986) 6 020 200 6 206 800 4 527 800 75.2 2 953 600 47.6
Bangladesh (1983/84) 26 337 000 25 367 000 23 353 000 88.7 2 014 000 7.9
China (1982) 341 429 000 325 234 000 295 252 000 86.5 229 655 000 70.6
Hong Kong (1986) 2 131 300 2 019 300 1 714 900 80.5 986 600 48.9
India (1981) 208 089 000 194 134 000 172 984 000 83.1 58 029 000 29.9
Indonesia (1985) 48 475 052 51 008 389 39 607 227 81.7 22 166 561 43.5
Iran, Islamic

Republic of (1982)a 7 148 133 6 787 028 5 525 111 77.3 777 025 11.4

Japan (1985) 46 158 510 48 857 194 37 071 666 80.3 23 318 885 47.7
Kiribati (1978) 15 776 17 082 13 592 86.2 10 398 60.9
Malaysia (1980)b 3 466 100 3 525 600 2 779 800 80.2 1 479 900 42.0
Maldives (1977) 42 684 36 402 38 254 89.6 22 649 62.2
New Zealand (1986) 1 214 547 1 261 488 935 049 77.0 669 981 53.1
Pakistan (1984/85) 27 426 000 25 609 000 23 882 000 87.1 2 345 000 9.6
Philippines (1985) 16 701 000 17 186 000 13 402 000 80.2 8 241 000 48.0
Republic of Korea (1985) 14 555 548 14 644 528 9 819 000 67.5 6 296 000 43.0
Singapore (1986) 974 583 997 873 773 369 79.4 455 201 45.6

Sri Lanka (1985) 4 926 073 5 129 031 3 951 456 80.2 1 918 832 37.5
Thailand (1984) 15 614 300 15 713 200 13 711 500 87.8 11 994 400 76.0

Source: ILO, Yearbook o f  Labour Statistics (Geneva, 1987).
a  .ylno aisyalaM ralusnineP b .ylno saera nabrU

agriculture, where women are ty-
pically active, is still over-
whelmingly the principal sector 
of these economies in terms of 
employment, the very low rates 
shown are likely to reflect gross 
under-enumeration of women 
workers in census and survey 
data. Thus in these two coun-
tries it is likely that the actual 
participation rates for women are 
higher than indicated, although 
lower than in most other devel-
oping countries of the region. 
It is also likely that socio-cultural 
factors at least partly account 
for the low rates of female par-
ticipation in these countries. 
Similar factors as in Bangladesh 
and Pakistan may have led to 
the under-enumeration of women 
workers in the rural sector in 
the case of India.9

Some recent village level 
surveys in South Asia have pro-
vided the evidence that women’s 
participation in economic activi-
ties may have increased in re-
cent years as a result of labour 
migration to the Gulf region, 
which consists mainly of male 
workers from rural areas.

China and Thailand record 
very high participation rates. In

both countries the agricultural 
sector provides the bulk of em-
ployment opportunities for wo-
men, which is both socially and 
statistically recognized. In
Thailand, a very large part of 
the female agricultural labour force 
consists of unpaid family workers, 
who are shown in the statistics 
as active participants. In China, 
the manner of organization of 
agricultural production, with its 
emphasis on contracting out pro-
ductive tasks to small work units, 
helps to account for the reported 
high rate of female participation 
in the rural sector.10

9 
For a comprehensive discussion of

female participation rates in these three 
countries, see Rohini Nayyar and 
Sunanda Sen, “The employment of 
women in Bangladesh, India and 
Pakistan”, in Women’s Economic 
Participation...; D. Radha Devi, 
“Women in modern sector employment 
in India: a look through census results, 
1981” (mimeographed) (Bombay, In-
ternational Institute for Population 
Sciences, 1988).

10 Naohiro Ogawa and Yasuhiko 
Saito, “Male-female differentials in la-
bour force participation in contem-
porary China” , in Women’s Economic 
Participation..., pp. 69-96.
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Some of the highest rates
of female participation are to 
be found in some of the Pacific 
island economies. Although data 
for Kiribati only are given in
the table, as comparable data 
for other Pacific island econo-
mies are not available, other in-
formation shows that women play 
a major part in the productive 
activities of these economies. As 
with many countries in Asia, 
subsistence agriculture is the 
dominant activity in terms of
employment, for both men and 
women. The task allocation 
is, however, often different, with 
women being responsible for the 
continuous agriculture and garden-
ing work and men for the heavy 
work of establishing new gar-
dens and, in more recent times, 
for cash crops or work as day 
labourers.

The participation rates given 
in table VI.5 are aggregates cover-
ing the whole of the female 
population over 15 years of age. 
As a general tendency, however, 
women’s participation rates vary 
among different age groups. A 
common pattern is bimodal: 
an initial rise in the rate until 
the ages of the early twenties 
are reached and then a sharp 
fall, followed by a rise to a fur-
ther peak, in the ages of the 
middle forties. This is explained 
by, first, the influx of women 
into the labour force after basic 
education or training, and then 
their withdrawal in their mid- 
to-late twenties for child-bearing, 
followed by a gradual return 
to the work force in their middle 
years of life. That pattern may 
be observed in the developed 
countries of the region, the new-
ly industrializing economies of 
Hong Kong, the Republic of 
Korea, Singapore and, also, to 
some extent, Malaysia.

In other countries of the 
region that pattern does not 
apply. Participation rates tend

to reach a peak for women in 
their early twenties and to re-
main more or less at that level 
until the age of 50 or later. How-
ever, as the structure of the 
economies of the ESCAP region 
changes, with development, manu-
facturing and services becoming 
more prominent, as well as with 
increased urbanization and levels 
of education, it can be expected 
that the bimodal pattern of fe-
male participation will spread 
beyond the developed and newly 
industrializing economies of the 
region.

Participation rates of women 
are affected by manifold influences, 
both positive and negative, of 
an economic, social and cultural 
nature. As already noted, the 
requirements of a primarily 
agriculture-based economy lead to 
high rates of participation by 
women in subsistence activity, 
even as unpaid family workers. 
But even in such economies, 
as well as in advanced economies 
where manufacturing and services 
are a more prominent part of 
total output, social attitudes 
remain strong that the appro-
priate role for women is in 
household management and the 
bearing and nurturing of children. 
A counter-influence is economic 
deprivation and the concomit-
ant need to contribute to house-
hold income.

Though data on women’s 
employment participation disaggre-
gated by income group are not 
available, a number of studies 
indicate that income levels are 
an important determinant of the 
activity rates of women. In India, 
for example, female work ratios 
are much lower in regions with 
high levels of male earnings; more 
developed villages and more pros-
perous States have been found 
to have low female labour force 
participation rates.11 That, how-
ever, may apply to low- or 
middle-income households in res-

ponse to rise in real income be-
yond a certain minimum. For 
higher income groups, especially 
where their income status is long- 
standing, refraining from labour 
force participation may not hold. 
Evidence from many Asian and 
Pacific countries, as well as else-
where, indicates that labour force 
participation rates are high for 
women from upper-income groups 
who have access to secondary 
and higher education and, con-
sequently, tend to enter profes-
sional jobs.

In lower income groups, a 
dominant need is to maintain 
houshold income, which can be 
threatened by technological 
changes in industry and agricul-
ture that make many predomi-
nantly female tasks redundant. 
The displacement of women from 
agriculture may be regarded as 
one factor contributing to their 
increasing participation in, or 
availability for, employment in 
the secondary and tertiary sec-
tors, even if that is only at rela-
tively low levels of skill. Reports 
from diverse cultures in Asia 
indicate that women feel respon-
sible for maintaining the house-
hold budget and are prepared to 
take even less rewarding jobs in 
order to do so. This may be 
a factor in women’s employ-
ment being concentrated in the 
low-skill, low paid activities and 
male-female earning differentials as 
discussed later.

Data on the sectoral distribu-
tion of women’s employment are 
given in table VI.6 for selected 
economies. Table VI.7 breaks 
down the service sector into its 
main components.

In those countries where the 
agricultural sector is large, female 
participation in the non-agricul-
tural sector is still low compared 
with what it is in the industrialized

11 Rohini Nayyar and Sunanda Sen, 
“The employment of women...”, p. 102.
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Table VI.6. Selected economies o f the ESCAP region. Sectoral distribution of women’s employment
(Percentage)

Year Agriculturea Manufacturing Servicesb

Australia 1986 4.0 10.9 77.2

China 1982 78.0 11.9 8.2

Hong Kong 1986 1.7 43.9 52.5

India 1981 57.5 5.8 6.7

Indonesia 1985 52.5 11.4 33.3

Japan 1986 9.9 23.8 59.9

Malaysiac 1980 37.3 19.2 35.0

Maldives 1977 40.0 43.6 7.1

New Zealand 1981 7.0 18.8 69.0

Pakistan 1981 36.4 14.1 35.2

Philippines 1985 32.2 11.4 47.9

Republic of Korea 1986 25.7 24.4 46.5

Singapore 1986 0.5 29.3 62.5

Sri Lanka 1985 42.9 14.8 19.3

Thailand 1984 70.3 7.1 19.1

Source: ILO, Yearbook o f  Labour Statistics (Geneva, 1987).
Note: The following branches have been disregarded: mining/quarrying; electricity, gas, water; construction. The number

of women in these fields is very low in most countries of the region.

a Including hunting, forestry, and fishing. b  Comprising wholesale and retail trade, restaurants and hotels; transport,
storage, and communication; finance, insurance, real estate and business services; community social and personal services. 
c Peninsular Malaysia only.

Table VI.7. Distribution of women’s employment by subsectors in the service sectora, b

Wholesale/retail 
trade, restaurants 
and households

Transport storage 
and

communication

Finance, insurance 
real estate, 

business services

Community, social 
and personal 

services

Australia 21.7 3.8 11.8 39.9

Bangladesh 5.5 0.4 – 8.4

China 3.0 1.0 0.4 3.8

Hong Kong 22.2 2.8 6.6 21.4

Indonesia 20.8 0.1 0.2 12.2

Japan 26.7 2.0 7.4 23.8
Malaysia 11.4 1.0 —— 4.22 ——
Maldives 1.0 0.4 —— 8.5 ——

New Zealand 21.2 5.7 9.3 32.8

Pakistan 5.7 1.6 0.5 27.4

Philippines 21.7 0.5 1.6 24.1

Republic of Korea 29.0 1.0 3.3 13.2

Singapore 22.7 5.0 10.8 24.0

Sri Lanka 5.3 0.4 0.8 12.9

Thailand 9.4 0.5 —— 1.9 ——

Source: ILO, Yearbook o f  Labour Statistics (Geneva, 1987).
a  .6.IV elbat fo nmuloc secivres eht ni sa aera ro yrtnuoc hcae rof slatoT b .6.IV elbat rof sa sraeY
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or newly industrializing econo-
mies. Hong Kong and Singapore 
have never had a significant 
agriculture sector, so that em-
ployment in manufacturing or 
services has been the only op-
tion for women as well as for 
men. In the Republic o f  Korea 
and increasingly, Malaysia and 
the Philippines, the rapid expan-
sion o f new industries, combined 
with shrinking employment op-
portunities for women in mech-
anized agriculture, has been 
accompanied by a marked in-
crease in the absorption o f  
women into manufacturing and 
services.

In manufacturing, employ-
ment o f women has increased 
over the past 20 years, as a 
result o f the general increase 
in employment in this sector, 
and the higher participation of 
women as wage labourers. Table 
VI.8 shows the share of women 
employed in the manufacturing 
sector as a percentage o f all 
employees in that sector. It is 
particularly high in NIEs, and in 
countries that have established 
export processing zones. This 
is because in the economies many 
o f  the export-oriented industries — 
textiles, garments, footwear, elec-
tronics and food-processing — are 
typically those that employ a 
high proportion o f  female 
workers, and where the work 
is standardized and repetitive but 
often requires a high degree o f 
manual dexterity. The ratio 
o f  females to all employees in 
export-oriented industries, especial-
ly in export-processing and free 
trade zones, is 80 per cent and 
over in Malaysia, Maldives, Sri 
Lanka and Thailand, and at least 
75 per cent in the Philippines 
and the Republic o f Korea.12

Female labour is widely used 
in industries which use assembly 
lines. In the Republic o f Korea, 
for example, large numbers o f 
women work in car assembly

Table VI.8. Selected economies o f the ESCAP region. Female participa-
tion rates in manufacturing employmenta

Country or area Year Participation rate

Australia 1986 26.9

Bangladesh 1983/84 28.1

China 1982 44.1

Hong Kong 1986 46.2

India 1981 14.6

Indonesia 1985 45.3

Japan 1986 39.5

Malaysia 1980 39.5

Maldives 1977 78.9

New Zealand 1986 27.5

Pakistan 1984/85 5.9

Philippines 1980 48.7
Republic of Korea 1986 40.2

Singapore 1986 45.9

Sri Lanka 1981 44.6

Thailand 1984 44.7

Source: ILO, Yearbook o f  Labour Statistics (Geneva, 1987).

a Ratio of women employed to all employees.

lines.13 Food canneries and 
microchip-processing production 
may have as many as 90 per cent

female employees in the assembly 
lines.

Apart from the manufacturing 
sector, employment of women 
in the service sector is on the in-
crease. Women’s participation 
in the tertiary sector is also high 
in industrialized countries, where 
they find employment as office 
workers/secretaries, as saleswomen 
and, in teaching and the health 
and welfare public services, among 
the professions. That pattern 
is becoming increasingly evident 
in some of the NIEs in the re-
gion, such as Hong Kong and 
Singapore.

The role o f women in the 
tertiary sector is difficult to quanti-
fy appropriately in developing 
countries o f the region, since 
there is a high degree of casual 
labour. In many Asian and Pacific 
countries women work as self- 
employed or family workers, for 
example, cook and/or harvest foods

12 See, for example, Noeleen Heyzer 
and Tan Boon Kean, “Work skills and 
consciousness of women workers in 
Asia” , in Daughters in Industry: Work 
Skills and Consciousness o f  Women 
Workers in Asia (Kuala Lumpur, Asian 
and Pacific Development Centre, 1988), 
pp. 12-17; M. Petrich, “Women’s 
participation in manufacturing in de-
veloping countries, with emphasis on 
agro-industries” (UNIDO ID/WG452/2), 
p. 12; Suteera Thompson and others, 
“The role of Thai women in develop-
ment” (Bangkok, Thailand Development 
Research Institute, 1985); N. Heyzer, 
Women Workers in South-East Asia: 
Problems and Strategies (New Delhi, 
ILO/ARTEP, 1987), p. 72; ESCAP, 
Young Women Workers in Manufac-
turing: A  Case o f  Rapidly Industrializ-
ing Economies o f  the ESCAP Region 
(ST/ESCAP/553), p. 72.

13 Siew-Ean Khoo, “Development
and women’s participation in the mo-
dern economy: Asia and the Pacific” ,
in W omen’s Economic Participation..., 
p. 19.
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or sell produce in markets.14 It 
is probable that a large part of 
those falling into the “not ade-
quately defined” category in 
official statistics are so employed. 
Domestic service is another im-
portant area that absorbs women’s 
labour; large numbers o f women 
from poor rural and urban back-
grounds have traditionally worked 
as maid servants in affluent house-
holds, transforming their proficien-
cy in household management tasks 
into wage employment. Hotels, 
restaurants and the entertainment 
sectors are also major areas o f 
employment of women, especially 
in those countries where tourism 
is important.

The typical fields of women’s 
employment in services raises the 
issue of the stereotyped gender 
distribution of work. In most 
societies, whether industrialized or 
agricultural, certain patterns can 
be observed. Generally, jobs 
requiring nurturing (education, 
medical professions, social sector 
activities) or activities similar to 
household work (preparing and p ro-
cessing food, producing and m end-
ing clothing, manufacturing arte-
facts and implements) are pre-
dominantly undertaken by women. 
If women are employed in pro-
fessions that are perceived as 
masculine in that they require 
physical strength (for example, 
in construction), they will be 
assigned disagreeable and low-status 
tasks. The general pattern in 
manual labour is that the place 
of women in the task hierarchy

is at the low levels with little 
responsibility. In the profes-
sions also, women tend to be 
placed and remain at the lower 
levels of the hierarchy, although 
here the patterns do vary greatly 
in response to the socio-cultural 
setting.

In most Asian and Pacific 
countries, women perceive their 
work in the labour market as 
interm ittent, even when it is, 
in fact, long term. Thus they 
often accept work at the bottom  
of the pyramid, in terms o f both 
status and income, factors which 
are frequently (but not neces-
sarily) correlated. Owing to 
women’s generally low educational 
levels, they tend to be relegated 
to, and accept, low-skilled jobs.

In the urban sector in India, 
for example, women hold only 
approximately 14 per cent of 
all skilled jobs. Their occupa-
tions are concentrated in ser-
vices and light manufacturing, for 
example, tailoring, typing and nurs-
ing, and spinning, weaving, basket- 
making, and tobacco-processing. 
In Nepal, women are concen-
trated in industries considered 
as “ female-specific” , in particu-
lar, spinning/weaving, carpet- 
making, knitting, and tea- and 
food-processing. Women are also 
employed in canneries, pharma-
ceutical industries, and in cig-
arette production.15 In China, 
too, employment is skewed towards 
women in certain occupations, 
for example, wholesale/retail trade, 
public health services, and the 
community, social and personal 
service sectors.16

One consequence of the con-
centration of women in certain 
types o f jobs and at lower levels 
o f skill and responsibility is

that there are marked differen-
tials between men and women 
in terms o f salaries and wages, 
even for the same kinds of job.

The gender wage differen-
tial — the ratio o f female to male 
earnings — in the non-agricul- 
tural sector lies roughly bet-
ween 45 and 80 per cent. The 
differential is most pronounced 
in India, Japan and the Republic 
o f Korea (45 per cent of men’s 
earnings) while it is lowest in 
Australia (82.2 per cent).17 The 
corresponding data for the 
manufacturing sector confirm the 
pattern found in the non-agri-
cultural sector (table VI.9).

Part of the gender wage dif-
ferential can be ascribed to the 
occupations for which women 
are recruited. Tasks involved
may require less skill and train-
ing. Frequently, the differential 
is explained by the part-time 
character o f women’s work.
However, available data on 
working hours indicate that 
women in Asian countries who 
are full-time employees work
only marginally fewer hours per 
year than men; in the Republic 
o f Korea and Japan, they have
actually been found to work
more hours.18 In India, wages
for the same farm operation vary 
for men and women. Despite the 
Equal Remuneration Act of 1976, 
and despite legislation against wage 
discrimination, women are fre-
quently paid less than men for the 
same jobs.19

14 For a detailed account, see 
part II o f  Kalpana Bardhan, Women 
Workers in South  Asia: E m p loym en t
Problems and Policies in the C ontext  
o f  the Poverty Target Groups Approach  
(New Delhi, ILO/ARTEP, 1987). For 
an analysis o f  the informal sector, 
see ESCAP, “ A brief review o f  the 
informal sector in the ESCAP region 
with special a tten tion  to the role of 
w om en” (mimeographed) (Bangkok 
1986).

15 “The current and prospective 
contribution o f  women to Nepal’s 
industrial development” , UNIDO 
Working Paper (Vienna, 1988), pp. 
25-29.

16 Naohiro Ogawa and Yasuhiko 
Saito, “Male-female differentials in 
labour-force participation in contem-
porary China” , W om en’s Economic 
Participation in Asia and the Pacific, 
op. cit., p. 75.

17 Siew-Ean Khoo, “Development 
and w om en’s participation...” , p. 21 f.

18 Ibid., p. 24.
19 Rohini Nayyar and Sunanda Sen,

“The employment of women...”, p. 
105.
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Table VI.9. Selected economies of the ESCAP region. Male-female wage 
differentials, 1980-1986
(Percentage)

Country or area
Female/male wage ratios in manufacturing

1980 1986

Australia 99.4 99.4

Burma 86.1 96.4a

Hong Kong 77.7b 78.6

India 44.8C …

Japan 43.6 42.5

New Zealand 71.4 71.8

Philippines 61.3 …

Republic of Korea 45.1 48.5

Singapore 61.5 63.4d

Sri Lanka 75.4 75.5

Sources: ILO, Yearbook o f  Labour Statistics (Geneva, 1987); and Siew-Ean 
Khoo, “Development and women’s participation in the modern economy: Asia
and the Pacific” , W omen’s Economic Participation in Asia and the Pacific  (ST/ 
ESCAP/610), table 1.4, p. 25.

a 1984. b 1982. c 1971. d 1985.

One explanation offered as 
to why women tend to occu-
py low-status and low-wage jobs 
is their limited participation 
rate over time. In Hong Kong, 
Japan, Peninsular Malaysia, the 
Republic of Korea and Singapore, 
there is a drop in labour force 
participation rates in the age 
group 15-39 from approximately 
70 to 50 per cent. Nevertheless, 
in Bangladesh, China, India, 
Indonesia, the Islamic Republic 
of Iran, Maldives, Pakistan, the 
Philippines, Sri Lanka and 
Thailand, the labour force par-
ticipation of women over the 
life cycle is fairly stable or ac-
tually increase during the child- 
bearing years (age group 15-39) 
and even in NIEs the percentage 
of women who remain in the work 
force throughout their adult lives 
remains considerable, at or above 
50 per cent.20

2. Educational status o f women

Literacy as well as non- 
formal education levels in a so-
ciety have a marked impact on 
the overall well-being and quality 
of life of families. The level of 
education of mothers, in parti-
cular, is a crucial element in 
ensuring the success of family 
planning and health programmes, 
as well as in promoting child-
ren’s education. Child and in-
fant mortality rates, for example, 
have been shown to decrease 
as the general education level 
of mothers rises. In a related 
aspect, greater women’s partici-
pation in non-traditional produc-
tive areas, coupled with improved 
access to health care, contributes 
to a tendency for birth rates 
to decline,21 which is an im-

portant contribution to stepping 
up the impact of development.

The pivotal role of women 
in development notwithstanding, 
women’s access to and position 
in the system of education has 
improved only slightly in most 
of the countries of the region, 
despite a host of government 
and community-sponsored pro-
grammes to increase primary 
school enrolment rates and 
promote adult literacy for both 
men and women.

Without exception, illiteracy 
rates for women are higher than 
for men in the developing coun-
tries of Asia and the Pacific, of-
ten as much as by threefold 
(see table VI.10). Throughout 
the region, the gender educa-
tion differential is most marked 
in rural areas.

In East and South-East Asia, 
illiteracy rates range between 
roughly 20 and 40 per cent of 
adult women. Among this coun-
try grouping, the rate is highest 
for China: about 45 per cent
of the country’s adult female 
population and 53 per cent in 
rural areas remain illiterate. This 
is in part owing to the large pro-
portion of the population living 
in rural and remote areas of the 
country not being well served 
by the educational system and 
where in any case the need to 
contribute to household income 
by employment in agriculture 
at an early age is strong. It is 
probably aggravated by the in-
trinsic difficulties of the Chinese 
language, in which reading and 
writing skills rapidly diminish if 
they are not sufficiently prac-
ticed. Indeed, female illiteracy 
exceeds 50 per cent in rural 
China.

In South Asia, illiteracy is 
as high as 80 to 90 per cent 
of the female population. This 
high rate is due to a combina-
tion of factors, notably low in-
come levels, especially in rural

20 Chia Siow Yue, “Women in 
the Singapore economy” , in Women’s 
Economic Participation..., pp. 249-280.

21 For a detailed review, see S.
Selvaratnam, “ Population and status
of women” , Asia-Pacific Population
Journal, vol. 3, No. 2 (June 1988)
pp. 3-28.
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Table VI.10. Selected developing economies of the ESCAP region. Illiteracy rates of population aged 15 years 
and over, by sex and residence
(Percentage)

C ountry or area Year
Total population Urban population R ural population

Male Female Male Female Male Female

Afghanistan 1979 61.0a 92.0a 47.7 79.2 73.7 97.8

Bangladesh 1981 57.0a 78.0a 42.0 65.9 64.5 84.7

Brunei Darussalam 1981 14.8 31.0 … … … …

Burma 1985 14.0 30.0 … … … …

China 1982 18.0a 45.0a 9.5 26.4 23.1 53.2

Fiji 1985 10.0 19.0 … … … …

Guam 1980 3.6 3.5 … … … …

Hong Kong 1985 5.0 19.0 … … … …

India 1981 43.0a 7 1.0a 23.6 48.1 52.7 82.4

Indonesia 1980 17.0a 35.0a 8.8 24.0 26.8 47.7

Iran, Islamic Republic of 1976 51.8 75.6 32.7 56.5 72.3 93.4

Lao People’s Democratic Republic 1985 8.0 24.2 … … … …

Malaysia 1980 19.0a 34.0a 12.0 26.0 24.0 41.0

Maldives 1977 17.5 17.7 … … … …

Nepal 1981 66.0a 88 .0a 40.3 67.0 70.4 92.4

Pakistan 1981 60.0 a 81.0a 43.1 65.3 73.4 92.7

Papua New Guinea 1985 45.0 65.0 … … … …

Philippines 1980 14.0a 15.0a 6.1 7.7 22.4 23.9

Repulbic o f  Korea 1970 4 .0a 12.0a 2.0 9.3 8.5 26.6

Samoa 1971 2.2 2.1 1.3 1.2 2.5 2.4

Singapore 1985 7.0 21.0 … … … …

Sri Lanka 1981 9.0a 16.0a 4.4 8.9 10.0 20.5

Thailand 1985 8.0 12.0 … … … …

Tonga 1976 0.3 0.5 … … … …

Vanuatu 1979 42.7 52.2 … … … …

Viet Nam 1985 12.0 20.0 … … … …

Sources: UNESCO, Statistical Yearbook 1987  (Paris, UNESCO, 1987); and 1988 Asian and Pacific A tlas o f  Children in 
N ational D evelopm ent (Bangkok, UNICEF/ESCAP, 1987).

a 1985.

areas, and cultural influences. 
In Bangladesh, India and Pakistan, 
78, 71 and 81 per cent respec-
tively of the total adult women 
population are illiterate; in rural 
areas, the rates exceed 80 in 
Bangladesh and India, and 90 
per cent in Pakistan. Female 
illiteracy rates are even higher 
in Afganistan and Nepal.

In the Pacific, the situation 
is highly diverse. In Papua New

Guinea and Vanuatu, female illi-
teracy rates are very high, while 
in Samoa and Tonga virtually 
full literacy is achieved.

The future development in 
adult literacy levels is, of course, 
determined by the trends in pri-
mary school enrolment (see table 
VI.11). Countries with low en-
rolment ratios for both girls and 
boys include Afghanistan, Bhutan, 
and Pakistan, implying that un-

less remedial actions are initiated, 
literacy levels will remain low 
for yet another generation, with 
ensuing negative impacts on over-
all development, health and em-
ploym ent standards. In India, 
the Lao People’s Democratic 
Republic and Nepal, boys now 
appear to be fully absorbed by 
the primary school system but 
girls’ enrolment ratios are much 
lower. The literacy differential
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Table VI.11. Selected ESCAP economies. Gross school enrolment ratiosa at primary, secondary and tertiary levels
(Percentage)

Country or area Year
Primary Secondary Tertiary

Female Male Female Male Female Male

Afghanistan 1985 11.0 24.0 5.0 11.0
… …

Australiab 1985 105.0 106.0 97.0 94.0 27.0 28.4

Bangladesh 1985 50.0 70.0 10.0 26.0 1.9 8.3

Bhutan 1985 18.0 32.0 1.0 6.0 0.0 0.1

Burma 1975 82.0 88.0 20.0 24.0 … …

Chinab 1985 114.0 132.0 32.0 45.0 1.0 2.2

Fijib 1985 128.0 129.0 55.0 53.0 3.1 3.5

Hong Kongb 1984 104.0 106.0 72.0 66.0 9.3 16.0

Indiab 1984 76.0 107.0 24.0 45.0 … …

Indonesiab 1984 116.0 121.0 34.0 45.0 4.2 8.9

Iran, Islamic Republic o fb 1985 101.0 122.0 37.0 54.0 2.6 6.7

Japanb 1984 101.0 101.0 96.0 94.0 20.7 38.2

Lao People’s Democratic Republicb 1984 79.0 101.0 15.0 23.0

0.8c

1.6c

Malaysia 1985 99.0 100.0 53.0 52.0 5.3 6.7

Mongoliab 1981 106.0 106.0 92.0 84.0 32.3 18.8

Nepal 1984 43.0 100.0 10.0 34.0 1.9 7.4

New Zealandb 1983 106.0 107.0 86.0 84.0 28.7 34.2

Pakistan 1984 32.0 61.0 9.0 24.0 2.8 6.2

Papua New Guinea 1982 53.0 66.0 8.0 14.0 0.8 2.3

Philippinesb 1985 106.0 105.0 66.0 63.0 40.3 35.5

Republic of Koreab 1986 94.0 94.0 93.0 98.0 20.3 44.5

Singaporeb 1983 110.0 115.0 69.0 68.0 10.2 13.3

Sri Lankab 1985 102.0 105.0 67.0 60.0 3.6 5.5

Thailand 1980 96.0 99.0 28.0 30.0 … …

Viet Namb 1985 94.0 107.0 41.0 44.0 1.0d 3.4d

Source: UNESCO, Statistical Yearbook 1987  (Paris, UNESCO, 1987).

a Percentage of those in the appropriate age groups who are actually enrolled. b Ratios in excess of 100 per cent
recorded in respect of primary level enrolment reflect the participation of children of older ages. c 1982. d  1980.

between males and females thus 
remain wide in many countries 
and may persist at least in the 
near future. In some countries 
of the region, however, efforts 
to step up primary education 
are reflected in similar enrolment 
rates for both sexes; these include 
Burma, Malaysia, the Republic 
of Korea and Thailand.

In the field of secondary 
and tertiary schooling, the dis-
parities tend to disappear; in

fact, in some countries, secon-
dary and higher education fea-
tures a higher proportion of 
women than men of the respec-
tive age group. In many other 
countries, however, the disparities 
persist. Secondary education re-
mains rather limited among the 
middle and upper income groups 
in most developing countries. Eco-
nomic and social factors do not 
work to discriminate against 
women’s education at those levels.

In urban China and India as well 
as throughout South-East Asia, 
women of the upper income 
groups have relatively high edu-
cational levels and, subsequently, 
of professionalization. However, 
women professionals tend to be 
concentrated in education, medi-
cal and liberal arts studies, while 
men focus on engineering, the 
sciences, law and business.22

 22 Ibid.
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