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FOREWORD

This is the forty-fifth issue of the Economic and Social Survey o f Asia and the Pacific. It appears at a time 
of profound economic and political changes in the world which will have a far-reaching impact on the develop-
ment of the ESCAP region. The Survey takes note of the momentous changes in the world economy and 
highlights the need for adequate and prompt adjustments by the economies of the region. Part one of the Survey 
reviews in detail the current economic performance of the diverse economies of the region and the contextual 
issues and policies. Part two of the Survey which, as in the past, is devoted to a study of a topical subject of 
common concern to the developing countries of the ESCAP region, focuses on the problems of macroeconomic 
management and reform faced by them in recent years.

The performance of the world economy in 1991 deteriorated significantly with aggregate world output falling 
for the first time in over a decade. To the continuing slow-down in major industrial countries in 1991 was 
added a sharp fall in output in the former Soviet Union, while the Eastern European economies did not show the 
hoped for resilience after undergoing wide-ranging economic reform. At the same time, the hopes for successful 

 eht fo htworg gnorts fo secnahc eht gniregnadne ,derrefed eb ot eunitnoc dnuoR yaugurU eht fo noisulcnoc
countries of the ESCAP region which have a high stake in it.

Notwithstanding these adverse factors in the world economic situation, the performance of the developing 
economies of the ESCAP region has not only remained generally strong, but its economic growth has shown a 
slight improvement in 1991 over 1990. Although growth has slowed since 1989 from the rapid pace in the 
earlier years, it has remained steady and strong in 1990-1991. The generally strong performance of the 
developing economies of the ESCAP region, of course, hides many differences. In particular, the vigour and 
dynamism of the East and South-East Asian economies contrasts with the slow growth and widespread poverty in 
many other parts of the region.

However, the lessons of sound macroeconomic management and trade policy reforms which have been 
largely responsible for the success of most dynamic Asian economies have not been lost on others. The current 
wave of macroeconomic reforms sweeping the entire developing ESCAP region, especially those in transition 
from centralized planning, is in part the assertion of a strong will on the part of the weaker economies of the 
region to catch up with the more dynamic ones. Despite significant differences in the underlying imperatives 
and impulses, the trend towards greater economic liberalization, openness and deregulation seems to have become 
universal. However, the path to successful economic reform and the creation of a viable institutional base for 
sustainable macroeconomic management is paved with uncertainty, short-term set-backs and considerable social 
costs. The Survey stresses the need for perseverance in the long-term goals of reform with due concern for the 
most vulnerable groups affected during the period of transition to a more resilient, efficient and internationally 
competitive economy.

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

S.A.M.S. Kibria 
Executive Secretary

February 1992
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EXPLANATORY NOTES

The term “ESCAP region” is used in the present issue of the Survey to include Afghanistan, Australia, Bangladesh, Bhutan, 
Brunei Darussalam, Cambodia, China, Commonwealth of the Northern Marianas, Cook Islands, the Federated States of
Micronesia, Fiji, Guam, Hong Kong, India, Indonesia, the Islamic Republic of Iran, Japan, Kiribati, the Lao People’s Democratic 

eht ,aeniuG weN aupaP ,natsikaP ,euiN ,dnalaeZ weN ,lapeN ,uruaN ,ramnayM ,ailognoM ,sevidlaM ,aisyalaM ,cilbupeR
Philippines, the Republic of Korea, the Republic o f the Marshall Islands, the Republic o f Palau, Samoa, Singapore, Solomon 
Islands, Sri Lanka, Thailand, Tonga, Tuvalu, Vanuatu and Viet Nam. The term “developing ESCAP region” excludes Australia, 
Japan and New Zealand.

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

Mention o f any firm or licensed process does not imply endorsement by the United Nations.
The abbreviated title Survey in footnotes refers to cificaP eht dna aisA fo yevruS laicoS dna cimonocE  for the year indicated.
Many figures used in the Survey 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 metric tons.
The term “billion” signifies a thousand million.

eht taht setacidni )-( hsad a ,detroper yletarapes ton era ro elbaliava ton era atad taht etacidni )...( stod eerht ,selbat eht nI
amount is nil or negligible, and a blank indicates that the item is not applicable.

)/( ekorts a dna ,sraey dne dna gninnigeb eht gnidulcni ,devlovni doirep lluf eht yfingis ot desu si )-( nehpyh a ,setad nI
indicates a crop year, a fiscal year or plan year. The fiscal years, currencies and 1991 exchange rates of the ESCAP economies 
are listed in the following table:

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

exchange fo r  $1 
as o f  June 1991

Afghanistan .......................................... 21 March to 20 March Afghani (Af) 50.600
A ustralia................................................. 1 July to 30 June Australian dollar ($A) 1.302
B angladesh........................................... 1 July to 30 June Taka (Tk) 35.790
Bhutan ................................................... 1 April to 31 March Ngultrum (Nu) 18.070a
Brunei Darussalam ............................. 1 January to 31 December Brunei dollar ($Br) 1.783
Cambodia ............................................. 1 January to 31 December Riel (CR)
C hina...................................................... 1 January to 31 December Yuan renminbi (YRMB) 5.356
Cook Islands........................................ 1 April to 31 March New Zealand dollar ($NZ) 1.730
F iji........................................................... 1 January to 31 December Fijian dollar ($F) 1.505
Guam ..................................................... 1 October to 30 September United States dollar ($) 1.000
Hong Kong .......................................... 1 April to 31 March Hong Kong dollar ($HK) 7.760
In d ia ....................................................... 1 April to 31 March Rupee (Rs) 21.190
Indonesia .............................................. 1 April to 31 March Rupiah (Rp) 1,954.000
Islamic Republic o f  I ra n ................... 21 March to 20 March Rial (Rls) 70.216
Ja p an ...................................................... 1 April to 31 March Yen (Y) 137.900
K iribati................................................... 1 January to 31 December Australian dollar ($A) 1.302
Lao People’s Democratic Republic . 1 July to 30 June New kip (NK) 700.500
M alaysia................................................. 1 January to 31 December Ringgit ($M) 2.782
Maldives ................................................ 1 January to 31 December Rufiyaa (Mal Rf) 10.060
M ongo lia ............................................... 1 January to 31 December Tughrik (Tug) 40.000
M yanm ar............................................... 1 April to 31 March Kyat (K) 6.516
N a u ru ............................... ...................... 1 July to 30 June Australian dollar ($A) 1.302
N epal...................................................... 16 July to 15 July Rupee (NRs) 35.300
New Z ealand ........................................ 1 April to 31 March New Zealand dollar ($NZ) 1.730
Niue ....................................................... 1 April to 31 March New Zealand dollar ($NZ) 1.730
Pakistan.................................................. 1 July to 30 June Rupee (PRs) 24.300
Papua New G uinea............................. 1 January to 31 December Kina (K) 0.960
Philippines............................................ 1 January to 31 December Peso (P) 27.750
Republic o f  K o re a .............................. 1 January to 31 December Won (W) 723.100
S am o a .................................................... 1 January to 31 December Tala ($WS) 2.392
Singapore.............................................. 1 April to 31 March Singapore dollar ($S) 1.765
Solomon Islands................................. 1 January to 31 December Solomon Islands dollar (SSI) 2.729
Sri L anka............................................... 1 January to 31 December Rupee (SLRs) 41.170
T hailand................................................. 1 October to 30 September Baht (B) 25.710
Tonga ..................................................... 1 July to 30 June Pa’anga (P) 1.302
T uvalu .................................................... 1 January to 31 December Australian dollar ($A) 1.302
V anuatu.................................................. 1 January to 31 December Vatu (VT) 113.850
Viet N a m ............................................... 1 January to 31 December New dong 7,600.000

Sources: United Nations, M onthly Bulletin o f  Statistics, vol. XLV, No. 12 (December 1991); and national sources.

a December 1990.
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Part One

RECENT ECONOMIC AND SOCIAL DEVELOPMENTS





I. WORLD ECONOMIC DEVELOPMENTS AND 
PROSPECTS

A. AN OVERVIEW OF 
THE EM ERGING ISSUES

A spate of rapid changes began 
to sweep the world economic 

and political scene as the rela-
tively uneventful decade of the 
1980s was coming to a close. 
Some of the events, which will 
have far-reaching implications not 
only for the present but for the 
future performance of the world 
economy, were still unfolding at 
the end of 1991. The scaling 
down of the cold war atmosphere 
following the changes initiated in 
Eastern Europe in 1989 held out 
prospects for the emergence of a 
peaceful world in which the urgent 
tasks of development could be ad-
dressed and a resulting “ peace 
dividend” from a cut in military 
spending could be utilized to that 
end. The Persian Gulf war came 
as a rude shock to that expecta-
tion. The damage resulting from 
the conflict was limited, neverthe-
less, the short-lived war had an 
adverse impact on the world 
economy which had yet to be 
overcome.

The pace of political change 
accelerated greatly in Eastern Eu-
rope and in the former Soviet 
Union in 1990-1991. Economic 
reforms and recovery, on the other 
hand, lagged behind, exposing 
many of those societies to further 
serious socio-political stresses. 
While the situation in most East-
ern European countries had largely 
stabilized with the holding of 
democratic elections and the estab-
lishment of new governments, un-
certainty prevailed about the inter-

nal political and economic organi-
zation of the component republics 
of the former Soviet Union and 
their relationships with the external 
world. Their tasks of economic 
reform and recovery were inher-
ently difficult and the process was 
bound to be lengthy. To be suc-
cessful, their reforms and recovery 
required resource supplements 
from outside, which thus placed 
additional demands on available 
world resources during the transi-
tion, although better utilization of 
their resources in a world context 
could eventually benefit the world 
as a whole.

Changes also took place in 
many countries in other areas of 
the world. Many countries in 
Asia, Africa and Latin America 
were liberalizing their policy re-
gimes and opening up to foreign 
trade and investment, moves that 
also required additional resource 
support for their successful imple-
mentation. Such liberalization 
moves were linking a larger 
number of countries more closely 
to the world economy, with greater 
exposure to its risks and rewards. 
Development experience around 
the world over the past decades 
had indicated that countries which 
followed more liberal policies and 
aligned themselves more closely 
with the world economy had, on 
balance, performed better, at least 
in terms of achieving economic 
growth. They had also tended to 
do better in terms of alleviating 
poverty and improving the overall 
quality of life of their people.1

The problem of poverty, with 
more than a fifth of the world

population still living in absolute 
poverty in the developing countries 
of the world, remained a serious 
concern for the global community. 
While accelerated growth was a 
necessary condition for the allevia-
tion of poverty in many countries 
of the world, the inequality in in-
come distribution and serious envi-
ronmental deterioration that often 
accompanied rapid economic 
growth posed a challenge to the 
achievement of distributionally eq-
uitable and environmentally sound 
and sustainable growth. A sup-
portive international environment 
was necessary for countries to 
achieve these rather formidable ob-
jectives, particularly for those 
countries with large populations 
and/or relatively poor endowments 
of resources.

Past experience had shown 
that the growth rate of the devel-
oping countries as a group tended 
to move closely in line with the 
growth rate of industrial countries, 
indicating strong linkages between 
the industrial and developing 
economies through international 
trade and capital flows, and their 
terms as reflected, for example, in 
interest rates and commodity 
prices. Their future performance 
also depended very much on poli-
cies in these areas of international

erehT .2tnemeganam cimonoce

1 World Bank, World Development 
Report, 1987, 1990 and 1991 (New 
York, Oxford University Press).

2
World Bank, Global Economic 

Prospects and the Developing Coun-
tries (Washington, D.C., May 1991).
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were positive as well as negative 
elements in the present world situ-
ation; the ability of the world 
community to grow in mutual in-
terdependence, equity, harmony 
and peace would depend on ac-
tions that harnessed the positive 
elements and neutralized the nega-
tive ones. One positive possibility 
was that of large savings from the 
approximately one trillion dollars 
that the world had been spending 
annually on military-related activi-
ties, at least part of which could 
be redirected to the task of devel-
opment.

The world shortage of in- 
vestible resources had recently be-
come more acute in the face of 
major increases in the demand for 
capital to repair the damage re-
lated to the Persian Gulf war and 
to revive the economies of Eastern 
Europe and the former Soviet Un-
ion, and the desperate need of the 
developing countries for additional 
aid and investment. The industri-
alized countries also required in-
creased investment to boost their 
own sagging growth. While the 
need had thus increased, savings 
rates tended to decline as budget 
deficits remained high in major in-
dustrial countries, some of which, 
in net terms, had been receiving 
from rather than contributing to 
the available pool of world sav-
ings. The resulting credit crunch 
had tended to put pressure on in-
terest rates to the detriment of in-
vestment and world economic 
growth, while worsening the debt 
problems of the developing coun-
tries.

It had been well recognized 
that there was large scope for im-
provement in the international trad-
ing environment. Apart from its 
other consequences, the failure to 
bring about the desired improve-
ments could discourage countries 
which had embarked on the path 
to policy liberalization and greater 
participation in the world economy 
and jeopardize those policies

which had been launched with a 
view to achieving that end. Many 
of the developing countries contin-
ued to suffer from the conse-
quences of a trend decline and 
fluctuations in the prices of pri-
mary commodities, still the main 
staple of their exports. Of single 
most importance for all countries 
was ensuring unimpeded market 
access for exports, and in that 
context, bringing the delayed Uru-
guay Round of multilateral trade 
negotiations to a successful con-
clusion.

The Uruguay Round, with the 
widest participation of countries 
than in any of the Rounds that 
preceded it, was looked upon as 
the best hope for establishing a 
freer and fairer multilateral trading 
system by stemming and reversing 
the rising tide of protectionism 
that had surged through the dec-
ades of the 1970s and 1980s. Re-
ports indicated progress in negotia-
tions on the disputed issue of sub-
sidized agricultural trade and pro-
tective markets for agricultural im-
ports, especially between the 
United States of America and the 
European Economic Community 
(EEC), after EEC initiated propos-
als for internal reforms in its 
Common Agricultural Policy (CAP) 
that would reduce price support to 
farmers in EEC countries and use 
other means to reduce production 
surpluses. Disagreement on reduc-
ing or removing price support that 
results in surplus production and 
export subsidies to dispose of the 
surpluses was a major cause of 
the breakdown in negotiations in 
December 1990. Whether an 
agreement would be reached in 
time for a successful conclusion of 
the Uruguay Round remained un-
certain as 1991 ended and fears 
that the Round might fail had not 
been entirely removed. Progress in 
negotiations could not be speeded 
up despite the GATT secretariat’s 
initiative in presenting a consoli-
dated package of proposals on the

basis of the results of almost six 
years of negotiations together with 
its own suggested compromise on 
disputed issues for the negotiating 
parties to consider. Unbridled 
protectionism, and the division of 
the world into fiercely competitive 
and discriminating trading blocs of 
which several signs had recently 
emerged, were the consequences 
apprehended from failure of the 
Round.

The movement of EEC to-
wards the establishment of a sin-
gle European market beginning in 
1993 with a free flow of goods, 
services, labour and capital, and 
towards a monetary union with a 
single currency and a central bank 
which was being negotiated for 
adoption in the late 1990s, was of 
far-reaching significance. In addi-
tion, the EEC and European Free 
Trade Area (EFTA) countries had 
reached agreement on the estab-
lishment of a larger European eco-
nomic area. The agreement thus 
created a 19-nation free-trade zone 
stretching from Iceland to Italy 
and Spain. A number of the 
present EFTA countries had also 
applied for full EEC membership 
and were likely to become EEC 
members by the mid-1990s. 
Three of the Eastern European 
countries, Hungary, Poland and 
Czechoslovakia, had signed an as-
sociation agreement with EEC as 
a step towards achieving full 
membership by the end of the 
century.

The Soviet Republics had 
agreed, in the wake of the failed 
coup in Moscow in August 1991, 
to form an economic union and 
opted for liberalizing their econo-
mies. Most of them had signed 
that agreement by November 1991. 
The subsequent development of 
the formation of a Commonwealth 
of Independent States appeared to 
have negated earlier agreements. 
How the external economic rela-
tions of the independent States in-
dividually and/or collectively were
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to emerge was still not clear. The 
three newly independent Baltic re-
publics had initiated proposals to 
form their own common market.

In North America, the United 
States-Canada Free Trade Agree-
ment came into effect in 1990 and 
negotiations were under way to in-
clude Mexico as a part of that 
agreement. Although the more am-
bitious Enterprise for the Americas 
Initiative to create a single eco-
nomic space of the North, Central 
and South Americas was still a way 
off, the idea might eventually catch 
on. Meanwhile, cooperative ar-
rangements among Central and 
South American countries had also 
undergone some recent adjustments 
in the face of challenges emerging 
from the market integration taking 
place in Europe and North 
America. For example, Argentina, 
Brazil, Paraguay and Uruguay had 
signed a treaty to launch a com-
mon market by 1995. There had 
also been moves among the smaller 
countries which were members of 
the Caribbean Economic Commu-
nity (CARICOM) to consolidate 
further their economic and political 
cooperation.

In the Asian and Pacific re-
gion, there were alternative pro-
posals and forums for forging
closer regional economic coopera-
tion. The ASEAN (Association of 
South-East Asian Nations) coun-
tries, which had recently agreed to 
establish an ASEAN free trade
area within the next 15 years,
were the most advanced among 
them. The South Asian Associa-
tion for Regional Cooperation 
(SAARC) had also initiated pro-
posals for the establishment of a 
preferential trading arrangement 
among its members but that had 
yet to be formally approved.
There had been less progress in 
establishing broader-based regional 
cooperation in the Asian and Pa-
cific region.

Apprehension that these trends 
towards regionalism could carve

up the world into exclusive blocs 
competing fiercely against each 
other while increasingly mar-
ginalizing those who were left out, 
could be genuine. It was, how-
ever, also possible to view these 
formations in a positive way (see 
box I.1), as the first step towards 
a truly multilateral global order 
extending liberalization worldwide, 
thus permitting freer flow globally 
of goods, services, capital, technol-
ogy, ideas, and perhaps people 
who were increasingly being in-
volved in cross-border movements. 
All such movements could eventu-
ally blunt the sharp differences in 
economic and social development 
achievements and levels that had 
existed for a long time among 
world regions.

Whether the positive or the 
negative possibilities of the situa-
tions described above were real-
ized would depend on the policies 
over the long term. Of immediate 
concern was the difficult economic 
situation the world faced in 1990- 
1991 when aggregate world output 
and trade expanded only margin-
ally or not at all, with different 
country groups achieving disparate 
results.

B. PERFORMANCE IN  
1990-1991

1. Output, employment and 
prices

(a) Economic growth: the diver-
gent pattern

World economic growth rate 
decelerated from 3.3 per cent in
1989 to 2.2 per cent in 1990. Es-
timates of growth in 1991 varied. 
The latest available International 
Monetary Fund (IMF) forecast put 
the 1991 world economic growth 
rate at 0.9 per cent.3 While the 
fall in output in Eastern Europe 
and the former Soviet Union con-
tributed to the global slow-down, 
the outcome was influenced mainly

by the slow-down in the industrial 
countries. The average rate of 
growth for the industrial countries 
was halved to 1.3 per cent in 
1991 from 2.6 per cent in 1990. 
The average rate for the develop-
ing countries decelerated margin-
ally to 2.4 per cent in 1991 from
2.5 per cent in 1990. In Eastern 
Europe and the former Soviet Un-
ion, output contracted by 10.6 per 
cent in 1991 after a 3.6 per cent 
decline in 1990.

The performance of the indus-
trial economies, and the seven ma-
jor ones among them, largely de-
termined the aggregate world out-
come. The seven major countries 
achieved the same 1.3 per cent av-
erage rate of growth in 1991 as 
all industrial countries, although 
the average for the smaller indus-
trial countries, at 1.4 per cent, was 
not much different from the over-
all average. One interesting pat-
tern that emerged in the growth 
performances of the major indus-
trial countries was the lack of syn-
chronization among them. Thus, 
of the three largest economies, the 
United States of America regis-
tered a growth rate of 1.0 per cent 
only in 1990, and in 1991 output 
fell by 0.3 per cent. The growth 
rates of Japan and Germany, on 
the other hand, were a strong 5.6 
and 4.5 per cent (table I.1) respec-
tively, which pushed the industrial

3
In a year-end assessment, the De-

partment of International Economic 
and Social Affairs of the United Na-
tions noted that the estimated world 
economic growth rate o f -0.3 per cent 
in 1991 marked a fall in world output 
for the first time since the Second 
World War. The Department estimates 
a  14 per cent fall in output in Eastern 
Europe and the former Soviet Union 
compared with the IMF estimate of
10.6 per cent. See Department of 
International Economic and Social Af-
fairs, “ The world economy at the end 
o f 1991: short-term prospects and
emerging issues” (16 December 
1991).
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countries’ average to 2.6 per cent 
in 1990. In 1991, a 4.5 per cent 
growth rate in Japan and a 3.1 
per cent growth rate in western 
Germany were expected to sustain 
the growth rate of the industrial

countries at 1.3 per cent. Since 
the fourth quarter of 1990, output 
had been falling in the United 
States, the United Kingdom of 
Great Britain and Northern Ireland, 
and Canada among the seven ma-

jor countries, while output in 
France had revived early in 1991 
after stagnating in the fourth quar-
ter of 1990. Australia and New 
Zealand also joined in the 
recessionary fall in output in

Box I.1. Regional integration, world interdependence and development

With the signing o f  the Euro-
pean Economic Area (EEA) agree-
ment between EEC and EFTA, Eu-
rope has been said to enter a new 
era. By signing the agreement “they 
decided to create the world’s largest 
and most integrated market, made up 
o f  19 countries with a total o f  380 
million inhabitants, in which goods, 
persons, services and capital will be 
able to move freely. Cooperation in 
a large number o f  flanking policies 
will be intensified” . Furthermore, 
Western Europe will be a stronger 
and more reliable partner for its 
neighbours in the East, and free trade 
agreements which EFTA planned to 
conclude with Hungary, Poland and 
Czechoslovakia will constitute, to-
gether with the association agree-
ments o f  EEC with the same three 
countries, an important framework 
for a wider European integration 
which would pave the way for the 
future participation o f  these and 
other countries in EEA.a

According to the 1990 world 
trade flow data, Western Europe ac-
counted for 48 per cent o f  world 
exports, 71 per cent o f  which was 
traded within the region itself. Since 
the formation o f  EEC, an increasing 
proportion o f  the Community mem-
bers’ trade has been conducted 
within the Community. Other trade 
partners o f  the Community members 
have experienced a decline in their 
share o f  trade with the Community 
group, with the possible exception o f  
the Asian developing countries (see 
table). With the projected integration 
o f  EFTA and Eastern European 
countries, the process towards a more 
interdependent Europe will undoubt-
edly hasten even w ithout an overt

a  Editorial Comments, EFTA 
Bulletin, 3-4/91.

policy o f  discrimination on external 
trade preference. This could, in turn, 
lead to the acceleration o f  regional co-
operation efforts in other parts o f  the 
world, with inherent dangers to 
multilateralism which is considered to 
be the first best solution to world trade 
and development problems.

Regionalism may not be necessar-
ily detrimental to the interest o f
multilateralism in trade and develop-
ment in the world economy so long as 
the regional groupings remain open to-
wards the world economy as a whole. 
Open regionalism in the past has been 
found to provide strong stimulus to 
growth and development. A tripolar 
world, with the United States o f
America, EEC and Japan as centres, 
which later extended to a multipolar 
configuration with the rise o f  the 
newly industrializing economies o f
Asia, Latin America and Eastern Eu-
rope, had provided a good deal o f  the 
potential to growth and development 
o f  the world economy.

A particular region’s potential 
could be more fully utilized by taking 
the advantages o f  factors such as geo-
graphical proximity, resource com-
plementarity and cultural affinity, and 
through their interactions could pro-
vide stronger impulses to world devel-
opment provided the regions did not 
turn inward and reduce their outside 
linkagesb . Although past develop-
ments have tended to be based on 
regional poles, they were not on the 
basis o f  self contained regions. The 
stimulus to world development pro-
vided by the demand for reconstruc-
tion o f  Western Europe in the immedi-
ate post-World War period was the re-
sult o f  a reactivation o f  Europe’s re-
gional potential for which the United 
States readily provided the finances. 
The liberal intake o f  imports by the 
United States during the 1980s, which

stimulated growth and development 
particularly in the Asian region with 
the finances available from a 
deregulated world financial market to 
m eet the United States deficits, could 
provide another example o f  open but 
regionally concentrated development. 
The growing import needs o f  the 
newly industrializing economies, un-
less they are stifled by retardation of 
their exports, and/or non-availability 
o f  finances, could provide a further 
phase in such patterns o f  develop-
ment. The reconstruction needs of 
Eastern Europe and the former So-
viet Union could provide another 
potential. “ One o f  the major ques-
tions facing the world community is 
how the trade and economic growth 
possibilities o f  the multipolar world 
structure can be utilized for the ben-
efit o f  the world economy as a whole 
rather than primarily feed the dyna-
mism o f  regional blocs” .c In today’s 
rapidly changing world situation, 
policies and policy makers have a 
large role in and responsibility for 
meeting this concern.

b For detailed analysis see D. 
Lorenz, “Regionalisation versus re-
gionalism —  problems o f change in 
the world econom y” , Intereco-
nomics, vol. 26 (January/February 
1991); and “Trade in manufactures, 
newly industrializing economies 
(NIEs), and regional development in 
the world economy —  a European 
view” , The Developing Economies, 
XXVII-3 (September 1989); and 
“Trends towards regionalism in the 
world econom y” , Intereconomics 
(March/April 1989).

c Bradford Jr., The World Eco-
nomy in the Mid-1990s: Alternative 
Patterns o f  Trade and Growth  (The 
World Bank, November 1989).
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1990-1991. The recession thus 
appeared to have the peculiarity of 
being largely a phenomenon of the 
English-speaking world, although 
some of the smaller European 
countries, such as Finland and

Switzerland, also experienced a fall 
in output.

The performance of the Ger-
man and Japanese economies 
seemed to have been influenced 
mainly by domestic factors. How-

ever, their domestic developments 
had wider international implica-
tions, as noted below. The 1990 
rate of growth of the German 
economy was boosted by the new 
demand from the eastern part of

Direction of EEC trade flows, 1960-1990
(Percentage shares)

(a) Exports to

EEC

Non-EEC countries

Industrial
countries

Developing countries Former 
USSR and  

othersa
Total Africa Asia Europe

M iddle
East

Western
Hemisphere

1960 34.5 30.3 28.0 9.3 3.9 5.7 3.4 5.7 7.2
1965 43.5 28.2 22.0 5.7 3.0 6.6 2.8 3.9 6.3
1970 50.1 20.6 26.1 3.1 2.8 7.6 9.3 3.3 3.3
1975 50.0 20.3 22.5 4.4 3.0 4.5 7.5 3.1 7.2
1980 55.7 17.1 23.3 6.1 3.0 4.4 6.7 3.1 3.9
1985 54.4 23.4 18.8 4.3 4.2 2.6 5.7 2.1 3.4
1986 56.7 23.4 16.8 3.7 4.2 2.6 4.5 2.2 3.1
1987 58.5 23.1 15.7 3.3 4.2 2.5 3.8 2.1 2.7
1988 59.5 22.4 15.3 3.2 4.4 2.4 3.6 1.9 2.8
1989 59.8 21.9 15.7 3.2 4.6 2.5 3.5 1.9 2.6
1990 60.6 21.0 15.7 3.0 4.5 3.1 3.2 1.8 2.7

(b) Imports fro m

Non-EEC countries

Industrial Developing countries Former
EEC countries USSR and

M iddle Western othersa
Total Africa Asia Europe E ast Hemisphere

1960 34.2 29.9 28.9 8.8 3.2 3.9 6.5 6.5 7.0
1965 41.6 27.6 24.8 8.0 2.3 3.6 5.3 5.6 6.0
1970 48.8 21.4 23.1 3.7 2.3 5.0 8.3 3.8 6.7
1975 49.4 21.6 24.2 3.8 2.6 2.3 12.8 2.7 4.8
1980 49.4 20.7 26.6 5.6 3.3 2.6 11.7 3.4 3.3
1985 52.7 22.4 21.7 5.9 3.9 2.1 5.8 3.7 3.2
1986 57.0 23.1 17.4 4.2 4.3 2.4 3.7 2.8 2.5
1987 57.9 22.9 16.8 3.5 4.9 2.4 3.5 2.5 2.4
1988 57.8 23.4 16.4 3.3 5.4 2.4 2.8 2.6 2.4
1989 57.2 23.6 16.9 3.3 5.4 2.4 3.2 2.6 2.3
1990 57.9 23.0 16.8 3.3 5.4 2.6 3.2 2.4 2.3

Sources: International Monetary Fund, Direction o f  Trade Statistics Yearbook, various issues.

Countries not included elsewhere.
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Table I.1. World output, 1988-1992
(Annual percentage change)

1988 1989 1990

Projections 

2991               1991

World 4.4 3.3 2.2 0.9 2.8

Industrial countries 4.5 3.3 2.6 1.3 2.8

Seven m ajor countries 4.7 3.3 2.6 1.3 2.9
Canada 4.7 2.5 0.5 -0.9 3.8
United States 4.5 2.5 1.0 -0.3 3.0
Japan 6.2 4.7 5.6 4.5 3.4
France 4.2 3.9 2.8 1.3 2.4
Germanya 3.7 3.8 4.5 3.1 2.0
Italy 4.1 3.0 2.0 1.3 2.5
United Kingdom 4.3 2.3 0.8 - 1.8 2.4

Other industrial countries 3.3 3.7 2.4 1.4 2.1

European community 3.9 3.5 2.8 1.4 2.3

Developing countriesb 4.2 3.7 2.5 2.4 4.8
Africa 4.1 3.5 2.1 3.2 3.3
Asia 9.0 5.4 5.5 5.0 5.2
Middle East - 1.1 4.6 0.7 -4.0 11.2
Western hemisphere 0.2 1.4 -0.9 1.2 2.2
Europe 4.3 1.9 -2.7 -9.6 -3.3
Eastern Europe and the former USSR 4.3 1.9 -3.6 - 10.6 -3.9
Eastern Europe 1.2 -0.7 -7.9 - 12.0 2.1

Source: International M onetary Fund, World Economic Outlook, October 1991 (Washington, D.C., 1991). 

a Data cover western Germany only. b Excluding Eastern Europe and the former USSR.

the country following its unifica-
tion with the western part. How-
ever, the continuing adjustment 
needs of eastern Germany tended 
to hold back the economy in 
1991. To ease the transition bur-
den of eastern Germany from a 
centrally planned to a market 
economy, the Government of Ger-
many had to arrange a huge flow 
of aid from the western to the 
eastern part of the country. One 
result of that was a sharp reduc-
tion in Germany's external sur-
pluses to meet the new import de-
mands. Yet another was a budget-
ary deficit which was estimated to 
have gone up from 2.1 per cent of 
GNP in 1990 to 4.3 per cent in 
1991, upsetting the budgetary bal-

ance of 1989. The central bank 
of Germany, for fear of rekindling 
inflation, a fear which was rein-
forced by some actual edging up 
of inflation and the emerging 
budget deficits, was reluctant to 
ease monetary policy and reduce 
interest rates. High German rates 
kept the interest rates relatively 
high throughout EEC, even in the 
face of slow economic growth 
(figure I.1). However, in response 
to the signs of a weakening 
economy, interest rates in Japan 
started falling with the lowering of 
the discount rate by the Bank of 
Japan from 6.0 to 5.5 and to 5.0 
per cent in two moves in July and 
November 1991. Meanwhile, the 
United States Federal Reserve, in

successive moves, brought down 
its discount rate from 6.5 per cent 
at the end of 1990, to 3.5 per 
cent as the United States eco-
nomic recovery was faltering late 
in 1991.

In Japan, the high rate of 
growth was sustained by growth in 
domestic demand for both con-
sumption and investment, which in 
turn caused imports to rise. Busi-
ness investment in Japan was sus-
tained at 13.9 per cent of GNP in
1990, averaging 14.8 per cent over 
the period 1988-1990, the highest 
rate in the industrial world. The 
rapid rise of the Japanese stock 
market since October 1987 was a 
factor in sustaining that demand. 
The pace could not be sustained
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Figure I.1. International interest rate. London interbank three- 
month offer

in 1991. The sharp decline in the 
stock market in the wake of some 
irregularities detected in stock 
dealings was also upsetting to 
both consumption and investment 
demand (see box I.2).

Among the developing country 
groups, output fell by 4.0 per cent 
in 1991 in the Middle East after a 
negligible 0.7 per cent rate of 
growth in 1990. Although many 
of the countries concerned ap-
peared to benefit from the tempo-
rary rise in oil prices, the damage 
and dislocation caused by the Per-
sian Gulf war seemed to have to-
tally offset that gain, causing over-
all output to fall. The rate of 
economic growth in Asia (exclud-
ing Western Asia) also declined, 
according to these estimates, to an 
average of 5.0 per cent from 5.5

per cent in 1990. A number of 
countries in the Asian region were 
also adversely affected by the con-
sequences of the war owing to the 
loss of trade, tourism and remit-
tances. The redeeming feature of 
the developing countries’ growth 
performance in 1991 appeared to 
have been an improvement in the 
growth rate in Africa from 2.1 per 
cent in 1990 to 3.2 per cent, and 
an improvement in the western 
hemisphere from -0.9 per cent to
1.2 per cent growth.

The worst result in terms of 
economic performance was re-
corded, as expected, by the econo-
mies of Eastern Europe and the 
former Soviet Union, which were 
undergoing a process of transition. 
Output in this group of countries 
fell by 10.6 per cent in 1991 after

a 3.6 per cent decline in 1990. 
Output decline was faster in the 
smaller Eastern Europe economies, 
many of which initiated large-scale 
reform and adjustments. Rates of 
their output decline accelerated 
from a fall of 0.7 per cent in 1989 
to 7.9 per cent in 1990 and to
12.0 per cent in 1991.

(b) Inflation and employment: the 
high and low points o f  
achievement

Inflation rates, measured by 
changes in the consumer price in-
dex, remained relatively low on 
average for the industrial countries 
during the second half of the 
1980s. Nevertheless, the average 
rate rose to 4.9 per cent in 1990, 
showing a persistent upward trend 
through 1988-1990 from the lowest 
rates recorded in 1986-1987. The 
average rate was weighed down by 
the low German and Japanese in-
flation rates, although these rates 
were also moving up to 3 per cent 
and above. Among other major 
industrial countries, the rate rose 
particularly steeply in the United 
Kingdom to 9.5 per cent in 1990 
from the decade's lowest of 3.4 
per cent in 1986. In the United 
States, the rate rose to 5.4, in 
Canada to 4.8 and in Italy to 6.5 
per cent. In the smaller industrial 
countries, the inflation rate aver-
aged 6.1 per cent in 1990. In 
1991, the rates were expected to 
moderate in most countries, aver-
aging 4.5 per cent for the seven 
major countries and 5.5 per cent 
for the smaller countries. The in-
flation rates of Germany and Ja-
pan were the only ones expected 
to press further upward.

While policies initiated in the 
early 1980s thus succeeded in 
moderating inflation rates and were 
intended to sustain that gain to-
gether with the output expansion 
that had, at the same time, taken 
place as the high mark of achieve-
ments of those policies, less im-
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Box I.2. The undermining of confidence in the world’s financial industry

A considerable number o f  the 
present economic difficulties in many 
countries can be attributed to the loss 
o f  confidence o f  consumers, savers 
and investors owing to a variety o f 
factors, such as the shock effect o f  the 
Persian G ulf war but, more impor-
tantly, the banking and stock market 
crises o f  recent years. In a world o f  
uncertainties, much depends on 
whether one looks to the future with 
rose or a dark coloured glasses on, as 
J.M. Keynes in a famous passage had 
written to reflect the psychology and 
mood o f  investors, apart from the 
material factors guiding the indi-
vidual. At the present stage o f  world 
development, more o f  the economic 
processes than investment alone are 
affected by the confidence factor, and 
although mood may still play a part, 
the objective factors play a more 
prominent role in building or demol-
ishing confidence because those fac-
tors are more quickly and better 
known now than before, thanks to the 
advance o f  knowledge and the m od-
em  communications media. Any loss 
o f  confidence in the monetary and 
financial mechanisms that the world 
has devised and that has been operat-
ing normally to great advantage can 
shake the entire economic foundation.

When pigs or goats served as 
money, one ran the risk o f  turning 
into a pauper overnight, since the 
outbreak o f  a freak epidemic o f  ani-
mal disease could render all one’s 
resources useless. Since then the 
search has continued to find a mon-
etary unit o f  stable value, which has 
led the world from experimenting 
with most precious metals down to 
the use o f  otherwise useless pieces o f 
paper as the monetary unit. During 
the long period o f  history when pre-
cious metals served as the monetary 
unit, the problem o f  the people’s con-
fidence in it hardly existed, although 
suspicion about the monarch debasing 
the coin from the certified weight to 
cheat his subjects was not totally ab-
sent. When the whole world shifted 
to the paper standard, the problem o f 
confidence and acceptance o f  the unit

itself, the assets denominated in it, and 
all agents dealing in money and m on-
etary assets assumed supreme impor-
tance. With the introduction o f  paper 
money, which undoubtedly facilitated 
all kinds o f  transactions and hence 
worldwide economic expansion, there 
also developed a whole range o f  market 
intermediaries dealing in money, and 
monetary assets o f  innumerable varie-
ties (see box I.3), mediating between 
the savers (the so-called “ storers” o f  
value) and the investors, who are sup-
posed to be capable o f  adding more 
value to the assets and hence profitabil-
ity to their holders.

The overwhelming majority o f  the 
intermediaries are private individuals 
and institutions, who, however, deal in 
matters o f  vital public interest. There-
fore, the guardians o f  public interest —  
the modern-day successors to the an-
cient monarch —  have stepped in to 
provide legal safeguards and other guar-
antees against any default or fraud by 
private individuals and institutions deal-
ing in finance and financial assets. 
Such safeguards and guarantees are 
meant to strengthen confidence in the 
individuals and the institutions that 
trade and the instruments traded in, and 
their smooth functioning centres around 
the essential element o f  public confi-
dence.

The safeguards and guarantees, 
however, cannot be made foolproof, as 
the recent incidents involving bank fail-
ures and stock market upsets, tainted 
with large-scale fraud worldwide, tes-
tify. A major case in point is the 
folding o f  BCCI (Bank o f  Credit and 
Commerce International) which became 
effective on 5 July 1991 following de-
tection o f  extensive fraud in its opera-
tions and consequent losses to its de-
positors, including governments o f 
some developing economies which had 
placed their central bank deposits with 
BCCI.

Reports o f  fraud and fraudulent 
practices involving banks, security deal-
ers and government officials have ema-
nated in recent years from most finan-
cial centres o f  the world, including New 
York, London, Paris, Frankfurt, Hong

Kong and Tokyo; the Ivan Boesky af-
fair which shook Wall Street in the 
mid-1980s, the Recruit affaira in Japan 
in 1988, the Triangle affairb in France 
in 1989, the closure o f  the London 
Future and Option Exchange in Octo-
ber 1991, and the investigation o f  the 
Deutsche Bank, the largest German 
commercial bank in 1989, are some 
examples. In all these cases the offence 
o f  insider trading was involved. Hong 
Kong’s financial industry was shaken 
by the detection o f  cases o f  bribery and 
fraud involving personnel such as the 
head o f  the Hong Kong Government’s 
Commercial Crime Unit, who was ar-
rested in 1989, and the chairman o f the 
Hong Kong Stock Exchange, who was 
also jailed for crimes including bribery. 
Efforts to cover up the facts relating to 
the earlier collapse o f  three o f  Hong 
K ong’s commercial banks were closely 
interlinked with this web o f financial 
fraud and bribery. More recently, the 
Japanese securities firms including the 
biggest four, Nomura, Daiwa, Nikko 
and Yamaichi, were found guilty o f 
promising their favoured customers 
compensation for losses before the 
transactions had taken place. Banks 
such as the Industrial Bank o f  Japan 
and the Fuji Bank were involved in the 
fraud and forgery in creating deposits, 
enabling their clients to borrow for 
speculative dealings in the Tokyo stock 
market.

Fraud and fraudulent practices 
may not always be the necessary ingre-
dient in the failings and failure o f 
financial institutions and dealers. Bad 
decisions or sheer recklessness on the 
part o f  the management o f  financial 
institutions can lead to failures and 
losses to their customers. The recent

a The property subsidiary o f  the 
Recruit Company was found to have 
distributed cheap shares to people 
highly placed in influential positions.

b Reference is made to suspected 
insider trading charges involving high 
government officials in a take-over bid 
by a State-owned French firm o f an 
American company named Triangle.
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collapse o f  the savings and loan insti-
tutions in the United States, which 
cost billions o f  dollars in tax money 
for rescue efforts through the Federal 
Deposit Insurance Corporation, is a 
case in point. Many o f  the United 
States banks have also suffered from a 
recent increase in the number o f  bad 
loans and consequent failures. The 
crisis in the banking industry was 
considered to be a factor hampering 
the economic recovery o f  the United 
States in 1991. The crisis was serious 
enough to cause rapid depletion o f 
the reserves o f  the Federal Deposit 
Insurance Corporation and a call for 
banking reforms, since the current 
system is deemed incapable o f  meet-
ing its goals o f  protecting depositors 
and maintaining confidence in the 
banking system without imposing ex-
cessive costs on the taxpayer.

The incidences cited above and 
many more o f their kind have led to 
losses to investors and depositors, de-
pressed stock markets and, above all, 
have shaken confidence all round. In 
many cases they were a source o f 
political instability and uncertainty, 
contributing further to economic dif-
ficulties. It is possible that the cases 
detected represent only a small per-
centage o f  the total o f such cases. 
Furthermore, they were detected in 
places where the legal and other safe-
guards are better established and the 
enforcement mechanisms more effi-
cient. In recent years, most develop-
ing economies and the economies in 
transition from central planning to 
market systems have been eager to 
make use o f  these essentially “capi-
talist”  institutions to speed up the 
process o f  economic growth and 
transformation. They have also been 
urged to decontrol, deregulate, priva-
tize and liberalize their markets to 
permit a freer and more competitive 
market environment to prevail. They 
may, however, be well-advised not to 
throw caution out o f  the window.c

c See Survey, 1990, pp. 18-19, 
box I.4.

pressive success had been achieved 
in combating unemployment, an is-
sue of very critical economic and 
social significance and wide policy 
implications. In 1990, unemploy-
ment rates fell to their lowest in a 
decade, to averages of 6.2 per 
cent for all industrial countries,
5.7 per cent for the seven major 
industrial countries, 8.7 per cent 
for other industrial countries, and
8.7 per cent in the EEC. Japan’s 
unemployment rate, at less than 3 
per cent, kept the average for ma-
jor industrial countries relatively 
low. In Canada, France and Italy 
unemployment rates were 8.1, 9.0 
and 11.0 per cent respectively. 
The United States, the United 
Kingdom and western Germany 
registered 5.5, 5.8 and 6.2 per 
cent unemployment respectively in
1990.

In 1991, unemployment was 
projected to rise across the board 
to an average of 7.0 per cent for 
all industrial countries, 6.6 per 
cent in the seven major countries,
9.3 per cent in smaller countries, 
and 9.3 per cent in the EEC, as 
the effects of the economic slow-
down intensified from the fourth 
quarter of 1990 through the sec-
ond quarter of 1991. The rates of 
unemployment in Canada and the 
United Kingdom were rising 
sharply to 10.2 per cent and 8.5 
per cent as their economies were 
more firmly in the grip of reces-
sion and for longer periods.

The industrial economies of 
Europe and North America suf-
fered from the stagflationary 
symptom of high unemployment 
rates associated with high inflation 
rates in the 1970s. Monetaristic 
viewpoints gained hold on policies 
in the early 1980s in most coun-
tries and strict monetary measures 
were used to control inflation, 
even at the risk of higher unem-
ployment. Inflation fell but high 
unemployment rates persisted 
through to the end of the 1980s. 
The period between 1983 and

1989 also saw the longest run of 
post-war economic expansion in 
the industrial countries, averaging
3.3 per cent. Unemployment fell 
too, but not to the traditionally de-
fined full-employment margin, ex-
cept in Japan (figure I.2).

(c) Policy implications

The concern at keeping infla-
tion under control led to continued 
monetary policy restraints prevent-
ing a fall in interest rates. Coun-
tries which were experiencing re-
cession in their economies in
1990-1991 — Australia, Canada, 
the United Kingdom and the 
United States — were obliged to 
ease monetary restrictions and al-
low interest rates to fall (figure I.1 
above). That had the potential of 
keeping exchange rates at levels 
that did not necessarily reflect the 
international trade and payments 
needs of individual countries (fig-
ure I.3) and required central bank 
interventions in the foreign ex-
change markets to keep them in 
line.

Meanwhile recession tended to 
push up government spending and 
erode tax revenues, thus widening 
the budget deficits and increasing 
government borrowing. Reducing 
budget deficits and government 
borrowings and thereby reducing 
pressure on interest rates, had 
been advanced as a policy pre-
scription for many years. While 
this remained a policy target, it 
became more difficult to achieve 
in 1990-1991 in the recession-rid-
den economies, and in Germany 
owing to the burden of the recon-
struction needs of the country’s 
eastern part. The United States 
federal budget deficit, after a re-
cent decline, was rising again in 
the budget years 1991 and 1992.

The prevalence of high unem-
ployment, which was worsening in
1991, appeared to have remained 
the most difficult factor in domes-
tic policy-making, since unemploy-
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Figure I.2. Trends in output growth and unemployment rates

Source: International Monetary Fund, World E conom ic  O u tlo ok , O ctober 1991  (Washington, D.C., 1991).
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Figure I.3. Exchange rates. Selected major currencies

ment generates the most political 
pressure on domestic policy mak-
ers. National policies, particularly 
those of the major countries, in-
volving trade, exchange rates, 
money and finance, nevertheless 
had major international repercus-
sions which called for the coordi-
nation of such policies at the in-
ternational level. Monetary au-
thorities in most countries were re-
luctant to relax monetary strin-
gency and lower interest rates,
even during the 1990-1991 reces-
sionary conditions, to stimulate 
economic activities and employ-
ment, for fear of a resurgence of 
inflation. In the process, fiscal
policy had to be more accommo-
dating, which explained the contin-
ued budgetary deficits despite an-
nounced intentions to reduce or
eliminate them.

It was necessary to understand 
more fully the nature of the unem-
ployment problem in individual
countries, taking into account the

changes that had taken place both 
in the labour market (for example, 
changes in the age-sex composi-
tion of the labour force) and in 
the structure and technology of 
production. A new level of unem-
ployment would probably have to 
be accepted as natural as a param-
eter for policy. The traditional full 
employment with a 2.0-3.0 per 
cent unemployment margin seemed 
to have been unattainable even 
during the longest period of eco-
nomic expansion in the 1980s, and 
would perhaps be unattainable for 
a longer time in view of the re-
cent further set-backs. The neces-
sary further expansion for reducing 
unemployment was constrained by 
the fear of releasing the inflation-
ary forces that, by and large, re-
mained in check for the best part 
of the 1980s. It would facilitate 
international coordination of poli-
cies if domestic policies were tar-
geted more realistically with a bet-
ter understanding of the inflation-

unemployment trade-off in each of 
the national situations.

2. International trade, 
payments and finance

(a) Trade growth: the slowest
movement in many years

The effects of world economic 
slow-down were reflected in the 
volume and value of trade growth 
in 1990-1991 (table I.2). The rate 
of growth in world trade volume 
declined from 6.9 per cent in 
1989 to 4.3 per cent in 1990. A 
mere 0.6 per cent growth was pro-
jected for 1991. Apart from the 
slow-down in economic activities, 
the disruption to trade caused by 
the Persian Gulf war and the col-
lapse of trade among the members 
of the former Council for Mutual 
Economic Assistance (CMEA) 
were responsible for the worst re-
sults for world trade in many 
years. The dollar value of trade,
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Table I.2. Summary indicators of changes in world trade, 1988-1992
(Annual percentage change)

Projections

1988 1989 1990 1991 1992

World tradea
0.5 6.0 3.4 9.6 1.9 emuloV

1.41 5.8 6.41 eulaV

Trade o f  industrial and developing countries 
Exports

Industrial countries Volume 8.6 6.6 5.9 2.3 4.6
Value 14.4 7.1 15.5

Developing countries Volume 10.1 4.6 -0 .7  -4.1 5.9
Value 15.2 12.4 11.5

Fuel exporters Volume 11.9 8.5 2.6 -1 .8  7.0
Value 3.0 19.9 10.2

Non-fuel exporters Volume 9.7 3.7 -1 .8  -4.5 5.8
Value 18.3 10.7 11.7

Imports
Industrial countries Volume 9.0 7.9 5.2 1.7 4.5

Value 13.1 8.2 15.7
Developing countries Volume 9.8 6.8 3.4 -1 .9  6.1

Value 19.5 10.1 12.2
Fuel exporters Volume 6.4 6.7 4.6 15.0 8.1

Value 17.7 1.6 20.6
Non-fuel exporters Volume 10.5 6.8 3.2 -5 .0  5.7

Value 19.9 11.7 10.1
World trade prices (US dollar terms)

3.0 2.0 3.9 9.0- 1.6 serutcafunaM
0.1 4.61- 2.82 5.12 4.02- liO
3.3 7.5- 9.7- 5.0- 3.32 seitidommoc yramirp leuf-noN

Terms o f  trade
5.0- 8.0 4.0- 2.0- 5.1 seirtnuoc lairtsudnI
5.0 0.2- 6.3 8.1 0.4- seirtnuoc gnipoleveD
7.2- 9.5- 5.31 7.11 4.71 sretropxe leuF
2.1 0.1- 2.1 3.0- 4.0- sretropxe leuf-noN

Source: International Monetary Fund, World Economic Outlook, October 1991 (Washington, D.C., 1991). 

a Averages o f  growth rates for world exports and imports.

however, was well sustained in 
1990, reflecting the decline of the 
dollar in relation to other curren-
cies during the year (figure I.3). 
This was reflected in an 8.3 per 
cent rise in the dollar unit value 
of trade in 1990, compared with 
only a 1.1 per cent rise in 1989. 
In 1991, the unit value was ex-
pected to rise by 0.4 per cent 
which, together with a 0.6 per 
cent volume growth, could result 
in a 1.0 per cent growth in the 
value of trade compared with a

14.1 per cent growth in 1990.
The import volume growth of 

the industrial countries fell sharply 
from 7.9 per cent in 1989 to 5.2 
per cent in 1990 and to a pro-
jected 1.7 per cent in 1991. Their 
export volume growth declined 
relatively less, from 6.6 to 5.9 per 
cent and a projected 2.3 per cent 
in 1991. The sharp decline in the 
import growth affected the exports 
of the developing countries, which 
grew by 4.6 per cent in volume in
1989 but fell by 0.7 per cent in

1990 and was projected to fall by 
a further 4.1 per cent in 1991. 
Deceleration of growth in imports 
took place in the United States, 
among others, while Germany and 
Japan sustained strong import 
growth. These patterns of import 
growth in the industrial countries 
had a differential impact on the 
different groups of developing 
country exporters, those depending 
more on the United States market, 
for example, experiencing a 
sharper slow-down in their exports.
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Among the developing coun-
tries, the non-fuel exporting coun-
tries experienced a slight gain in 
their terms of trade by 1.2 per
cent in 1990, despite a 7.9 per
cent decline in the prices of non-
fuel primary commodities. That 
reflected the greater weight, on av-
erage, of manufactures in develop-

-noc ti tub ,stropxe yrtnuoc gni
cealed the losses to and vulner-
ability of many of the weaker de-
veloping economies which are 
most dependent on primary com-
modity exports. The fuel export-
ers’ slower volume growth was 
compensated by a 13.5 per cent 
gain in their terms of trade, re-
flecting the rise in oil prices in
1990. In 1991, the trade pros-
pects of both fuel exporters and 
non-fuel exporters worsened on ac-
count of both slower growth of 
export volume and terms of trade 
losses estimated at 5.9 per cent 
for the fuel exporters and 1.0 per 
cent for the non-fuel exporters. 
Dollar prices of non-fuel primary 
commodities were to decline by
5.7 per cent in 1991, confirming a 
trend decline for three consecutive 
years. Nominal dollar prices of 
oil were to decline by 16.4 per 
cent after they rose sharply in
1990 (table I.2 and figure I.4).

(b) Balance o f payments: to-
wards a narrowing o f the gap 
for the industrial countries 
and a widening for the devel-
oping countries

The current account balance- 
of-payments imbalances among 
major industrial countries narrowed 
significantly in 1990. The United 
States deficits fell below $100 bil-
lion to $92.1 billion for the first 
time since 1984. Japan’s surplus 
fell by $21.4 billion to $35.8 bil-
lion and that of Germany was re-
duced by $9.3 billion to $47.9. 
The differential growth pattern in 
exports and imports of the three 
countries had contributed to the

Figure I.4. Movements in commodity prices

Source: United Nations Conference on Trade and Development, M onthly Com-
modity Price Bulletin (New York).

Source: International Monetary Fund, International Financial Statistics
(Washington, D.C., September 1991).
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Figure I.5. Current account balance of payments. Industrial and 
developing countries

Source: International Monetary Fund, World Economic Outlook October 1991
(Washington, D.C., 1991).

a Data upto June 1990 cover western Germany only.

convergence in their payment bal-
ances. A slow-down in activities 
in the United States, for example, 
slowed import growth in that 
country whereas imports grew 
strongly in Germany and Japan. 
In addition, large transfer pay-
ments to the United States to meet 
the cost of the P ersian Gulf war 
reinforced the convergence, which 
was more fully reflected in 1991 
with a further fall in United States 
deficits to $17.6 billion. Germany 
was running a deficit of $8.1 bil-
lion, but the Japanese surplus was 
expected to rise to $62.7 billion 
(figure I.5).

The developing countries’ cur-
rent account balance-of-payments 
deficits were projected to rise by 
more than four times to around 
$104 billion in 1991 from about 
$25 billion in 1990. This would 
result from a disappearance in
1991 of a trade surplus of $38 
billion in 1990, which had accrued 
largely to the oil-exporting and the 
newly industrializing economies. 
Unrequited private transfers were 
also estimated to fall from $32 
billion in 1990 to $3 billion in 
1991. The developing countries of 
the Middle East would incur the 
largest deficit followed by those of 
Europe, Latin America, Asia and 
Africa (table I.3).

(c) Financing the gap: continu-
ing net outflow o f resources

from the developing countries

Since 1988, the current fi-
nancing needs of the developing 
countries had risen. The struggle 
of many developing countries to 
resume and sustain growth and de-
velopment was accentuated by the 
effects of the Persian Gulf war. 
Corresponding to the increased 
need was an increase in the net 
flow of finance to the developing 
countries. The total net flow of fi-
nancial resources to those coun-
tries increased by 17.0 per cent in 
nominal terms to reach the highest

ever level of $144 billion in 1990. 
However, allowing for inflation and 
exchange rate adjustments, the in-
crease was a modest 5.0 per cent, 
resulting from higher official and 
private disbursements. Official 
loans and grants increased from 
$65 billion in 1989 to $79 billion 
in 1990, a 20.0 per cent increase. 
Private flows increased by 26.0 per 
cent, from $48 billion to $61 bil-
lion. More than half of the pri-
vate flows ($32 billion) were for-
eign direct investment. Interna-
tional bank lending increased from 
$10 billion in 1989 to $18 billion, 
half of which was in short-term 
loans. Despite the increase, bank 
lending continued to play a limited 
role in the flow of financial re-
sources to the developing coun-
tries. Since 1982 the share of

commercial bank lending in the 
total gross financial flow to the 
developing countries had fallen 
from 33.0 to 13.0 per cent. The 
share of official grants and loans, 
on the other hand, had risen from
38.0 to 55.0 per cent, and the 
share of foreign direct investment 
had more than doubled, from 11.0 
to 23.0 per cent (see box I.3).

This increased flow of re-
sources to the developing countries 
was absorbed in interest payments, 
profit remittances and, more re-
cently, the purchase of collateral, 
debt buybacks, and debt-equity
swaps, leaving the developing
countries to effect an aggregate 
net transfer abroad, a process
which had started in 1983 and 
continued through 1990 (figure 
I.6). Only the official flows with
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Table I.3. Summary of payment balances on current account, 1988-1992
(Billions o f  US dollars)

1988 1989 1990 1991

Projections

1992

Industrial countries -54.1 -81.6 -97 .5 -33.7 -96.5
Canada -11.3 -17.5 -18.9 -16.8 -14.6
United States -126.2 -106.3 -92.1 -17.6 -92.0
Japan 79.6 57.2 35.8 62.7 59.4
France -4.8 -4.6 -8.4 -9.3 - 8.0
Germanya 50.5 57.2 47.9 - 8.1 9.4
Italy -5.8 - 10.6 -14.5 -13.2 -16.1
United Kingdom -27.6 -33.5 -25.7 - 10.8 -12.3

Other industrial countries -8.5 -23.4 - 21.6 - 20.6 - 22.2

Developing countries -11.3 -19.0 -24.6 -103.8 -64.2
Africa -10.7 -7.5 -2.7 -8.7 -7.2
Asia 10.4 0.8 -1.7 - 12.1 - 10.0
Europe 7.7 - 6.1 -23.6 -21.9 -13.1
Middle East -8.7 0.7 10.3 -43.0 -18.8
Western hemisphere - 10.0 -6.9 -6.9 -18.1 -15.2

Source: International Monetary Fund, World Economic Outlook, October 1991 (Washington, D.C., 1991). 

a Data through 30 June 1990 cover western Germany only.

Figure I.6. Net transfer of financial resources to developing countries by components

Source: United Nations, World Econom ic Survey  (New York, 1991).

17



Box I.3. Changing structure of global financial flows and the developing  
countries

There have been substantial 
changes in the composition o f  glo-
bal financial flows during the 
1980s. Foreign direct investment 
(FDI) and the securitized forms o f 
borrowing, rather than bank loans, 
have become m ajor components o f 
private financial flows in both de-
veloped and developing economies. 
In developing economies, although 
the participation in FDI increased 
official development finance re-
mained the m ajor source o f  funds. 
In both developed and developing 
economies, the relative importance 
o f  international commercial bank 
lending declined.

FDI became an increasingly 
important component o f  total finan-
cial flows worldwide. Transnational 
corporations also expanded their use 
o f  a variety o f  non-equity arrange-
ments, such as licensing agreements, 
management contracts, franchising, 
turnkey contracts and international 
subcontracting. These arrangements 
involved intercountry transfers o f 
capital although they do not fall 
into the category o f  FDI. The glo-
bal flow o f  FDI grew rapidly in the 
1980s and reached a level o f  nearly 
$200 billion in 1989, o f  which $30 
billion, or 15.0 per cent, was in-
vested in developing economies. 
Thus, although FDI flows to devel-
oping economies have grown at an 
average rate o f  16 per cent annually 
since 1984, their share in worldwide 
inflows fell, on average, from 25.0 
per cent during the period 1980- 
1984 to 19.0 per cent during the 
period 1985-1989. The percentage 
share o f  FDI in total financial flows 
to developing countries, however, in-
creased from 7.9 per cent in 1985 
to 22.0 per cent in 1990. That re-
flected not only growth in FDI 
flows but a decline in commercial 
banking flows.

The major part o f  FDI flows 
originated from five developed 
economies: France, Germany, Ja-
pan, the United Kingdom o f  Great

Britain and Northern Ireland and the 
United States o f  America. Japan re-
placed the United Kingdom as the 
largest source o f  investment flows, ac-
counting for 23.0 per cent o f  the to-
tal worldwide outflow in 1989. Re-
cently, newly industrializing econo-
mies (NIEs) and ASEAN (Association 
o f  South-East Asian Nations) coun-
tries o f  the ESCAP region also 
emerged as an important source o f  
outward FDI flows. These economies 
are expected to increase their share in 
global FDI flows in the future. The 
Asian and Pacific region also received 
almost half o f  the recent FDI flows 
to developing economies.

A large proportion o f  other pri-
vate financial flows originated from 
securities and financial services firms, 
generally bypassing the commercial 
banks. These firms innovated new 
financial instruments such as 
Eurobonds, Eurocommercial papers, 
note issuance facilities, floating rate 
notes, interest rate and currency 
swaps, and options and futures. The 
Japanese and United States firms usu-
ally dominate securities markets and 
do their business mostly in developed 
countries. Developing economies 
have not benefited substantially from 
these changes in international finan-
cial markets, except for the Bahamas, 
Bahrain, the Cayman Islands, Hong 
Kong, Lebanon, the Netherlands Anti-
lles, Panama and Singapore, which 
have developed themselves as offshore 
financial centres. A few NIEs also 
floated short-term notes on the 
Eurocurrency market, although the 
scale o f  these operations was rather 
small. Overall, total bond and other 
private lending by securities and fi-
nancial firms accounted for only 4 
per cent o f  the total flows to develop-
ing countries in 1990. It is expected 
that further developments in financial 
markets will modify the structure o f 
financial flows to developing coun-
tries in the future as they securitize 
their outstanding debt through debt- 
equity swaps and shift their borrow-

ing from commercial banks to the 
securities markets.

The increase in the activities o f 
securities firms in financial markets 
was also accompanied by a sharp 
decline in international commercial 
banking activities. In 1991, there 
was a decline in the external assets 
and liabilities o f  banks due to the 
contraction o f  interbank activities 
and a further slow-down in final 
lending globally. The share o f  com-
mercial bank lending in total flows 
to developing countries declined 
from 18.3 per cent in 1985 to 12.8 
per cent in 1990, despite the abso-
lute rise in the volume o f  lending 
to $18.5 billion from an average o f 
just over $7 billion during the pe-
riod 1986-1988. Moreover, the ap-
parent surge in flows from commer-
cial banks to developing countries 
during the years 1989-1990 (see ta-
ble) did not reflect voluntary lend-
ing on the part o f  the banks but 
was substantially tied to the Brady 
Plan o f  restructuring and reschedul-
ing o f  debts.

Official development finance 
has been the most important form 
o f financial flow into developing 
economies. The two components o f 
official development finance are: (a) 
official development assistance 
(ODA), which represents grants but 
also loans given on a concessional 
basis to developing economies, and
(b) other official flows which re-
flected more or less the commercial 
terms o f  lending. In 1990, official 
development finance accounted for 
55.0 per cent o f  total net flows to 
developing economies, compared 
with 38.0 per cent in 1982. ODA 
remained the major source o f  finan-
cial flow for many o f the poorest 
developing economies o f  the world. 
In fact, for most least developed 
economies, ODA accounted for 
about 90.0 per cent o f  total external 
flows coming in. In 1990, total 
ODA flows increased by about $10 
billion in nominal terms, the largest
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such annual increase during the pe-
riod 1980-1990. However, ODA 
from major European countries has 
remained more or less stationary 
during recent years. Moreover, 
there appeared to be a risk that 
some o f  their ODA could be di-
verted to Eastern European coun-
tries. On the positive side, Japan’s 
ODA programme has grown rapidly 
in recent years. While m ost ODA 
was disbursed bilaterally, more than

a fifth was multilateral. In 1990, 
multilateral disbursements rose by 
$1.0 billion to $13.2 billion from 
$12.2 billion in 1989.

The major part o f  other official 
development finance consisted o f  dis-
bursements from multilateral develop-
ment banks, principally the World 
Bank, and bilateral official develop-
ment finance from DAC (Develop-
ment Assistance Committee) countries. 
These funds were most often utilized

for debt buy-backs, exchange o f  
debt at a discount under the Brady 
Plan o f  restructuring debt, which 
aims at the reduction o f  developing 
country debt and debt-service ratios 
In 1990, these initiatives reduced 
commercial debt and debt services 
in Costa Rica, Mexico and the Phi-
lippines by a total o f  $9.5 billion.

Components of total net resource flows to developing economies, 1980-1990

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990a 1982 1985 1990

(billions o f current US dollars) (percentage o f total)

1. Official development finance 45.6 45.5 44.1 42.4 47.5 48.6 55.8 61.5 65.5 65.5 78.8 38.0 58.5 54.6
Official development assistance 37.8 36.8 33.8 33.9 34.8 37.0 43.9 48.2 51.4 52.9 62.6 29.1 44.5 43.4

Bilateral disbursements 30.0 28.9 26.3 26.3 27.2 28.8 35.0 38.3 40.2 40.7 49.4 22.7 34.7 34.3
Multilateral disbursements 7.8 7.9 7.5 7.6 7.6 8.2 8.9 9.9 11.2 12.2 13.2 6.5 9.9 9.2

Other official development finance 7.8 8.7 10.3 8.5 12.7 11.6 11.9 13.3 14.1 12.6 16.2 8.9 14.0 11.2

Bilateral 3.0 3.0 3.7 1.3 4.5 3.7 4.1 6.6 7.6 5.6 6.0 3.2 4.5 4.2
Multilateral 4.8 5.7 6.6 7.2 8.2 7.9 7.8 6.7 6.5 7.0 10.2 5.7 9.5 7.1

2. Total export credits 16.5 17.6 13.7 4.6 6.2 4.0 -0.7 - 2.6 - 2.1 9.5 4.6 11.8 4.8 3.2
DAC countries 15.4 16.2 12.7 3.9 5.2 3.4 -0.9 -2.9 - 2.1 9.6 4.5 10.9 4.1 3.1

Of which: Short-term 1.8 2.9 3.0 -3.5 0.3 3.2 3.0 4.1 2.0 4.8 3.0 — — —

Other countries 1.1 1.4 1.0 0.7 1.0 0.6 0.2 0.3 — - 0.1 0.1 0.9 0.7 0.1

3. Private flows 66.2 74.3 58.2 47.8 31.7 30.5 26.7 33.7 43.8 48.3 60.8 50.2 36.7 42.2
Direct investment (OECD) 11.2 17.2 12.8 9.3 11.3 6.6 11.3 21.1 25.3 30.4 32.0 11.0 7.9 22.2

Of which: Offshore centres 3.0 4.1 4.1 3.7 3.8 3.7 6.2 12.6 11.4 8.0 — — —

International bank lendingb 49.0 52.3 37.9 35.0 17.2 15.2 7.0 7.0 7.8 10.5 18.5 32.7 18.3 12.8

Of which: Short-term 26.0 22.0 15.0 -25.0 - 6.0 12.0 -4.0 5.0 4.0 8.0 9.0 — — —

Total bond lendinga 1.6 1.3 4.8 1.0 0.3 4.5 1.2 -0.4 1.3 -0.3 0.8 4.1 5.4 0.6

Other private 2.0 1.5 0.4 0.2 0.3 1.3 3.9 2.5 5.2 3.7 5.0 0.3 1.6 3.5
Grants by non-government 2.4 2.0 2.3 2.3 2.6 2.9 3.3 3.5 4.2 4.0 4.5 2.0 3.5 3.1

Total net resource flows (1+2+3) 128.3 137.4 116.0 94.8 85.4 83.1 81.8 92.6 107.2 123.3 144.2 0.001 100.0 100.0

Source: Organisation for Economic Cooperation and Development, Development Co-operation, 1991 Report.

a Accounting entries related to bonds for bank debt exchanges under the Mexican debt restructuring o f  February 1990 are 
not reflected in this table. b Including changes in interest arrears; excluding Taiwan Province o f  China.
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their high grant components, and 
more recently, foreign direct in-
vestment, resulted in positive net 
transfers. They were, however, 
swamped by net outgoings on ac-
count of servicing market borrow-
ings and loss of reserves. Be-
tween the two positive compo-
nents, investment transfers had not 
shown a positive trend since 1988, 
while official transfers, after re-
maining flat in 1987-1988, had 
risen in 1990 as the multilateral 
agencies in particular stepped up 
lending and grant disbursements 
partly to assist in structural re-
forms and in debt rearrangements.

The magnitude and pattern of 
resource flows to the developing 
countries, according to current in-
dications, were not likely to 
change much in 1991. Attention 
remained focused on the former 
Soviet Union and Eastern Europe, 
although a 20.0 per cent increase 
in official flows to developing 
countries in 1990 confirmed that 
the “diversion effects” feared in 
connection with the developments 
in Eastern Europe and the Middle 
East had proved unfounded in that 
year.4 IMF and the World Bank 
were offering packages of credit to 
the Eastern European countries as 
their relationships with the two in-
stitutions were being restored and 
their reform needs drew sympa-
thetic attention. In early 1991, bi-
lateral commitments from the 24 
members of the Organisation for 
Economic Cooperation and Devel-
opment (OECD), coordinated by 
EEC amounted to $23 billion, with 
$11.4 billion pledged as capital to 
the newly established European 
Bank for Reconstruction and De-
velopment, whose objective is to 
foster transition from central plan-
ning to free market economies in

4 Alexander R. Love, Development 
Co-operation: 1991 Report (Paris, Or-
ganisation for Economic Co-operation 
and Development, 1991), p. 111.

Eastern Europe. Emergency assist-
ance, including several billion dol-
lars in food aid, was being rushed 
to the former Soviet republics, 
while debt relief and technical as-
sistance packages were being ne-
gotiated.

C. SHORT-TERM  
PROSPECTS

The world economy was pro-
jected to register a moderate re-
covery in 1992 with a growth rate 
of 2.8 per cent as against the 0.9 
per cent estimated for 1991. The 
industrial country average was 
forecast at the same 2.8 per cent 
as the world average, compared 
with 1.3 in 1991. These forecasts 
predicted the end of the recession 
in major countries such as the 
United States, Canada and the
United Kingdom, all of which suf-
fered a decline in output in 1991 
(estimated at 0.3 per cent for the 
United States, 0.9 per cent for
Canada and 1.8 per cent for
United Kingdom). Their 1992 
growth rates were projected at 3.0,
3.8 and 2.4 per cent respectively. 
On the other hand, the rates of 
growth of Germany and Japan 
were expected to slow down to
3.4 and 2.0 per cent respectively, 
compared with 4.5 and 3.1 per 
cent in 1991. Consumer price in-
flation rates in the industrial coun-
tries were also expected to decline 
from the 4.5 per cent estimated 
for 1991 to 3.8 per cent. These 
positive expectations were based 
on continued low prices of pri-
mary commodities including oil, 
falling interest rates, and a revival 
of consumer and investment confi-
dence and demand, all of which 
had been shaken by the Persian 
Gulf war and the sudden rise of 
oil prices at the end of 1990.

Output in Eastern Europe and 
the former Soviet Union was fore-
cast to fall at a rate of 3.9 per 
cent in 1992 after a 10.6 per cent 
decline in 1991. The decline,

however, was expected to be con-
fined to the former Soviet Union, 
but the magnitude of the decline 
remained clouded by the uncertain-
ties about the country’s future po-
litical structure and the pace and 
pattern of economic reforms. In 
Eastern Europe, the reform meas-
ures introduced in 1990 and 1991 
were expected to produce positive 
results, especially in countries such 
as Czechoslovakia, Hungary and 
Poland.

The economic growth rate in 
the developing countries was fore-
cast at 4.8 per cent in 1992, com-
pared with an estimated 2.4 per 
cent in 1991. The recovery in the 
industrial countries was seen to be 
a factor in this improved perform-
ance. Output in the Middle East-
ern countries was expected to rise 
sharply at a rate of 11.2 per cent, 
after a fall by an estimated 4.0 
per cent in 1991. Growth rates 
were also expected to remain 
strong in the Asian region but to 
improve only marginally from 5.0 
to 5.2 per cent. The growth rate 
in Africa was foreseen to remain 
virtually unchanged from 3.2 per 
cent in 1991, rising to 3.3 per 
cent, while in debt-ridden Latin 
America the rate of growth was 
expected to improve to 2.2 per 
cent from 1.2 per cent in 1991.

Many of these growth fore-
casts appeared too optimistic, how-
ever, as the year 1991 drew to a 
close. The recovery of the United 
States economy proved to be 
weaker than expected, and Japan 
and Germany also appeared to 
have entered a cooling-off period 
with reduced rates of growth.

The trade and payment bal-
ances among the major industrial 
countries were expected to worsen 
in 1992. Germany's payment bal-
ance, which turned negative in
1991, was expected to rebound to 
a surplus of $9.4 billion, far be-
low the 1990 surplus of $47.9 bil-
lion. Japan’s surplus was pro-
jected to remain high at $59.4 bil-
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lion, falling marginally from $62.7 
billion in 1991. The developing 
countries’ payment deficits were 
projected to moderate from $104.0 
billion in 1991 to $64.2 billion in
1992.

The developing countries 
would continue to depend on the 
multilateral and bilateral official 
sources for their additional finan-
cial resource needs. Multilateral 
agencies had sought to dispel ap-
prehensions that the additional re-
source requirements for the sup-
port of reforms and reconstruction 
needs in the former Soviet Union 
and Eastern Europe would affect 
their commitments to the develop-
ing countries. They would seek to 
meet the requirements by addi-
tional mobilizations.

The prospects for official de-
velopment assistance, which ben-
efits the poorest among the devel-
oping countries, remained uncer-
tain despite the rise in nominal 
disbursement in 1990. There was 
a distinct possibility of a part of 
bilateral aid being diverted to 
Eastern Europe and the former So-
viet Union. The United States re-
mained the largest aid donor in 
1990 but contributed a lesser pro-
portion of its gross national prod-
uct (0.21 per cent) in 1990 com-
pared with 1980 (0.27 per cent). 
Japan, the second largest aid do-
nor, announced an acceleration of 
aid disbursement, accepting the 
United Nations target of 0.7 per 
cent of GNP as its contribution to 
aid and endeavouring to reach the 
target by 1995-1996. Japan, how-
ever, also contributed a slightly 
smaller proportion of its GNP in
1990 (0.31 per cent) compared 
with 1980 (0.32 per cent). Its an-
nounced target disbursement of 
$50 billion over the period 1988-
1992 was also behind target, 
around $27 billion being actually 
disbursed in 1988-1990. Other 
donors contributing smaller propor-
tions of their GNP in 1990 com-
pared with 1980 were Australia,

Belgium, Germany, New Zealand 
and the United Kingdom. How-
ever, Austria, Italy, Finland, Den-
mark, Norway and Sweden in-
creased their contributions by sub-
stantial margins. The three Nordic 
countries and the Netherlands con-
tinued to contribute the highest 
proportion of their GNP. Norway 
topped the list with 1.17 per cent 
of its GNP contributed to aid in
1990.

D. IMPLICATIONS FOR  
THE ESCAP REGION

Recent economic develop-
ments in the developing countries 
of the ESCAP region had been 
based very substantially on their 
own internal strength. Both do-
mestic savings and investment 
rates had accelerated and an in-
creasingly larger proportion of do-
mestic investment were financed 
by domestic savings. For South 
and South-East Asia as a whole, 
for example, gross domestic saving 
rates accelerated from an average 
of 23.9 per cent in 1980 to 26.3 
per cent in 1989. With a gross 
domestic investment rate of 26.7 
per cent, a net resource gap of 
only 0.4 per cent of gross domes-
tic product (GDP) was left in
1989 compared with a gap of 2.5 
per cent in 1980. Consumption 
demand had also remained buoyant 
in the context of rising per capita 
real income levels and, together 
with buoyant investment demands, 
had sustained economic growth 
rates despite a substantial loss of 
momentum in export growth, par-
ticularly in the East and South- 
East Asian countries. The Repub-
lic of Korea, for example, 
achieved a 9.0 per cent rate of 
GDP growth in 1990 when its ex-
ports virtually stagnated.

It would be difficult, however, 
to sustain this pattern of growth 
for a longer period, since the 
countries already faced very sub-
stantial deficits in their external

trade and current account payment 
balances. For example, the Re-
public of Korea and Thailand - 
two of the fastest growing econo-
mies of the region - experienced a 
sharp deterioration in their external 
current account balances. The 
current account balances of the 
Republic of Korea plunged to a 
forecast deficit of $6.9 billion in
1991 from a surplus of $14 billion 
in 1988, and Thailand's deficits 
rose from $2.5 billion in 1989 to 
nearly $8 billion in 1990. China 
succeeded in reversing its rising 
current account balance-of-pay- 
ments deficits, but only at the cost 
of a substantial reduction in do-
mestic demand and rates of eco-
nomic growth. India also had to 
face serious balance-of-payments 
problems, with deficits rising 
sharply to $8.5 billion in 1990 
from $6.2 billion in 1989. Malay-
sia, a country with a usually com-
fortable balance-of-payments situa-
tion, also faced deficits in 1990-
1991, with figures of $1.7 and 
$4.3 billion. The smaller and less 
prosperous economies of the re-
gion remained in deep external 
disequilibrium.

Most countries in the region, 
however, were seeking to liberalize 
their economies further and im-
prove their trade and financial 
links with the world economy, 
with the objective of further im-
proving economic performance, al-
lowing private investment and en-
terprise to play a larger role in a 
competitive market environment. 
To that end they had announced 
moves to liberalize substantially 
their trade, investment, fiscal and 
financial policies. The countries 
of the ESCAP region therefore had 
an increasingly greater stake in a 
more open and liberal world trad-
ing system, which a successful 
conclusion of the Uruguay Round 
of multilateral trade negotiations 
was expected to provide.

Most countries of the region 
had retained their creditworthiness
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Box I.4. Prospective economic links of the Central Asian republics with

With the formal dissolution o f  
the USSR in December 1991, the 
six Central Asian republics o f  the 
former Union —  Kazakhstan, 
Kyrgyzstan, Tajikistan, Turkmenistan, 
Uzbekistan and Azerbaijan, —  
emerged sovereign within the frame-
work o f  a Commonwealth o f  Inde-
pendent States. The development o f  
these republics during the last half a 
century as part o f  the former USSR, 
had been largely Eurocentric and di-
rected mainly towards providing ba-
sic raw materials for industries lo-
cated in the more developed regions 
o f  the former USSR. The largely 
closed nature o f  the Soviet economy 
may have resulted in distorting the 
comparative advantage o f  the repub-
lics. Their natural resources appear 
to have been over exploited under a 
system o f  centralized planning and 
the environment and the ecology 
allowed to seriously deteriorate. The 
drying up o f  the Aral Sea owing to 
excessive withdrawal for irrigation 
purposes o f  river waters feeding 
the lake provided one example o f 
serious environmental and ecological 
deterioration. They remained poorer 
among the former Soviet Republics 
as their per capita income grew 
much slower and remained consider-
ably lower than the average for the 
former country. With the assump-
tion o f  complete autonomy in their 
economic development, the six Cen-
tral Asian republics o f  the CIS are 
likely to pursue their development 
goals and external economic rela-
tions in conformity with their natu-
ral comparative advantages. Judged 
by the nature and structure o f  their 
economies, briefly reviewed below, 
and the cultural and historical ties 
that exist between them, a mutually 
beneficial link between the six re-
publics and the developing countries 
o f  the ESCAP region appears to be 
quite promising.

The total population o f  the six 
Central Asian republics is less than 
60 million, comparable to that o f 
Thailand. Among the six republics,

Kazakhstan is the largest in terms o f 
area, while Uzbekistan has the largest 
population. The average population 
density in the republics is only about 
one fifth o f  that o f  most developing 
countries o f  the ESCAP region, 
largely because o f  the mountains and 
deserts. However, the rate o f  popula-
tion growth in the republics approxi-
mates that o f  the developing ESCAP 
region, at around 2 per cent per 
annum.

These republics, excluding 
Azerbaijan, contributed about 10 per 
cent o f  the total net material product 
(NMP) o f  the USSR in 1989, about 
77 per cent o f  which came from 
Kazakhstan and Uzbekistan (see ta-
ble). The agricultural sector’s share 
in the total NMP o f these republics 
as a whole was 34.4 per cent, with 
small variations among the shares o f 
the republics. The share o f  the in-
dustrial sector varied between 24 per 
cent (Turkmenistan) and 32 per cent 
(Kyrgyzstan), with an overall average 
o f  27 per cent for all the republics. 
Compared with the 23 per cent share 
o f  agriculture and the 42 per cent 
share o f  industry in the NMP o f the 
former USSR, the economies o f  the 
five republics are largely dependent 
on agricultural and mineral products. 
These republics produced 7 per cent 
o f  total crude oil in the USSR in 
1989, 18 per cent o f  coal and 13 per 
cent o f  iron ore. Uzbekistan is the 
world’s third largest cotton grower, 
while Turkmenistan ranks third in the 
world production o f  natural gas. Two 
other republics, Kyrgyzstan and 
Turkmenistan are famous for livestock 
breeding and carpet production re-
spectively. In manufacturing,
Kazakhstan produces machines and 
equipment, while Azerbaijan is an im-
portant producer o f  electric motors, 
caustic soda, steel pipe and canned 
food.

All six Central Asian republics 
were ranked among the poorest, in 
terms o f  per capita income, in the 
USSR. Per capita income in these 
republics as a whole was only 55 per

cent o f  the average per capita income 
in the USSR in 1989. Within the 
republics (excluding Azerbaijan owing 
to the non-availability o f  information), 
Kazakhstan had the highest per capita 
income and Tajikistan the lowest (see 
table).

The trade orientation o f  the Cen-
tral Asian republics leaned heavily to-
wards the former USSR . Over 90 
per cent o f  total exports in 1989 
from the Central Asian republics went 
to the latter. Similarly, about 83 per 
cent o f  total imports coming to the 
Central Asian republics were from the 
former USSR. The pattern o f  such 
trade was hardly based on considera-
tions o f  comparative advantage. The 
Central Asian republics, however, 
were much more dependent on for-
eign trade than most countries o f  the 
developing ESCAP region. The ex-
ports o f  these republics (both to 
member republics o f  the USSR and 
the rest o f  the world) were 41 per 
cent o f  their NMP in 1989. Simi-
larly, total imports to these republics 
were about 60 per cent o f  their NMP. 
For the developing ESCAP region, 
these ratios for exports and imports 
were about 21 per cent in 1988. The 
trade balances o f  all the Central Asian 
republics, except Azerbaijan, were in 
deficit in 1989. The combined trade 
deficit o f  the five republics was about 
15 per cent o f  their NMP. In addi-
tion, most o f  the Central Asian re-
publics are heavily indebted. The in-
ternal debt o f  the republics at the be-
ginning o f  1992 was estimated at
50.5 billion roubles for Kazakhstan,
43.6 billion roubles for Uzbekistan, 
18 billion roubles for Azerbaijan, 10 
billion roubles each for Kyrgyzstan 
and Tadjikstan and 8.5 billion roubles 
for Turkmenistan. The share o f  the 
Central Asian republics in the total 
USSR government debt is 14.2 per 
cent. The republics also have to bear 
the burden o f  the external debt accru-
ing to the former USSR.

However, compared with their 
rather poor economic performance, 
the Central Asian republics fare con-
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the ESCAP region

siderably better than many developing 
countries o f  the ESCAP region, in 
terms o f  social and human resources 
development indicators. For example, 
the infant mortality rate for the re-

publics is 34 per 1,000 population 
against 75 for the developing ESCAP 
region (see table). Life expectancy, 
both male and female, is relatively 
higher in the republics. The literacy

rate, at 86 per cent, is much higher 
than the 60 per cent average for 
the developing ESCAP region. 
Availability o f  health facilities is 
several times greater than in the de-

Socio-economic profile of Central Asian republics, 1989
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Republics
NM P  

(in billion 
roubles)

Percentage share in NM P

Agricul-
ture

Industry Othersa

Per capita NM P

Roubles,
current
price

Percentage 
o f  USSR 

total

Per 1,000 population

Annual 
crude rate 

o f  live birth

Annual 
crude rate 
o f  death

Infant
mortality

rate

Kazakhstan
Kyrgyzstan
Tajikistan
Turkmenistan
Uzbekistan
Azerbaijan

Total Central 
Asian republics

Memo item 
USSR

Developing 
ESCAP region

28.2
5.3
5.3 
4.6

21.7 
10.7b

65.1c

655.6

32.3
35.8
34.0
39.1
35.9

34.4c

22.9

24.5
32.1
26.4
23.9
29.5

26.9c 

42.4

43.3
30.2
39.6 
37.0
34.6

38.6c

34.7

1 691 
1 194 
1 011  
1 277 
1 068 
1 689b

1 248c

2 276

74.3 
52.5
44.4 
56.1 
46.9

54.8C 

100.0

23.0 
30.4
38.7
35.0
33.3
26.4

29.8 

17.6

27.9

7.6
7.2 
6.5
7.7
6.3
6.4

6.9

10.0

9.1

25.9
32.2
43.2
54.7
37.7
26.2

34.0

22.7 

74.5

Republics

Expectation 
o f  life a t birth 

(year)

Male Female

Literacy
rate

(percentage)

Per 10,000 population

Number o f  
doctors

Num ber o f  
hospital 

beds

Women s 
share in 

total 
employment 
(percentage)

Kazakhstan
Kyrgyzstan
Tajikistan
Turkmenistan
Uzbekistan
Azerbaijan

Total Central
Asian republics

Memo item 
USSR

Developing 
ESCAP region

63.9
64.3
66.8
61.8
66.0
66.6

65.1

64.2 

63.5

73.1
72.4
71.7
68.4
72.1
74.2

72.4

73.8

65.5

83.8
84.2
83.7
86.4
86.7
87.8

85.5 

60.2d

40.9
36.6
28.5
35.5 
35.8
39.0

37.1 

44.4

3.5d

135.6 
119.3
105.0
110.6
123.1 

99.9

121.1

133.0

9.4d

49
49
39
42
43 
43

46

51

Sources: The Economist Intelligence Unit, USSR Country Profile 1991-92 (London, Business International Limited, 1991); 
USSR State Committee on Statistics, Statistical Yearbook 1989; Asian Development Bank, Key Indicators o f  Developing Asian  
and Pacific Countries, vol. XXII (July 1991); and United Nations, 1989 ESCAP Population D ata Sheet.

a Inc lud ing  tran sp o rt and com m unications, co n s tru c tio n  and  d is trib u tio n . 
Azerbaijan. d Some small countries are not included due to lack o f  data.

b F or 1988. c Excludes

(Continued overleaf)



(C ontinued from  preced in g  page)

veloping countries o f  the ESCAP 
region. Per 10,000 population, there 
were 37 doctors and 121 hospital 
beds in the republics as a whole, 
against 3.5 doctors and 9.4 hospital 
beds in the developing countries o f  
ESCAP region in 1989 (see table).

From the above analysis, it 
would appear that there is scope for 
enhancing regional economic coop-
eration between the Central Asian 
republics and the ESCAP region in 
terms o f  trade and investment. The 
republics are attempting not only to 
increase their volume o f  trade and

investment but also seeking out new 
directions and sources. They would 
like to integrate their economies into 
established trading, financial and 
monetary organizations and seek as-
sistance in setting up service indus-
tries, such as banking and insurance 
and encourage investment from their 
southern neighbours. The resumption 
o f  trading ties with the ESCAP re-
gion will not only reduce the costs o f  
transport but also provide the repub-
lics a w ider variety o f  goods and 
services and also enable them to 
secure more competitive markets

for their prim ary products. 
Turkmenistan has already signed 
agreements with the Islamic Repub-
lic o f  Iran and Pakistan to export o f 
oil and natural gas to those coun-
tries. Similar other links with other 
countries o f  the ESCAP region may 
provide the republics useful lessons 
in industrial development and envi-
ronm ent conservation. Overall, ben-
efits w ill accrue to the ESCAP re-
gion as a whole since the interac-
tion with the Central Asian republics 
will provide greater scope for the 
division o f  labour in the region.

and had so far experienced few 
problems in meeting their external 
financial obligations. However, 
the recent sharp increases in their 
external deficits would require a 
larger flow of resources to be 
available to them. Many countries 
of the region would be in a posi-
tion to continue to meet their fi-
nancial requirements in market 
terms provided those terms did not 
become too burdensome, for exam-
ple, in the form of higher interest 
rates, of which there was a dis-
tinct possibility in view of the 
continuing scarcity of savings 
worldwide. On the other hand, 
the weaker economies of the re-
gion, including those of Indochina, 
would have to rely substantially on 
official development assistance 
from multilateral and bilateral 
sources.

Given the emerging situation, 
countries in the region, however, 
would have to step up their efforts 
to mobilize domestic resources to 
be able to finance growing propor-
tions of their investment from do-
mestic savings. This applies par-
ticularly to countries where savings 
rates had been exceptionally low 
or had long stagnated; for exam-
ple, in some of the least devel-
oped countries and countries in 
South Asia. A reduction in the

existing fiscal deficits of the con-
cerned countries and an improve-
ment in the efficiency of invest-
ment, particularly of public sector 
enterprises, were necessary.

The recent patterns of growth 
and change in the world economy 
had clearly indicated that countries 
with a more diversified structure 
of trade, in terms of both com-
modity composition and market di-
rection, had a better chance of sta-
bilizing and sustaining their 
growth and development. The ex-
ample of Thailand, among others, 
stood out clearly in this regard 
(see box I.11, chapter IV). Over 
the past decade the country had 
diversified its export structure 
from dependence on some five 
major agricultural commodities 
(rice, rubber, tapioca, maize and 
sugar) for the best part of its ex-
port earnings, to a large variety of 
products of agricultural and indus-
trial origin, with textiles emerging 
as the leading export. Earnings 
from a large miscellany of exports 
accounted for more than half of 
total exports, exceeding those from 
eight major items including tex-
tiles. Its export market was also 
well diversified between North 
America, Europe, Japan and the 
developing countries. Some coun-
tries were facing special problems

in regard to their export markets 
arising out of the recent changes 
in Eastern Europe and the former 
Soviet Union. India, which had a 
substantially diversified commodity 
structure and market disposition of 
its export trade, had come to face 
difficulties in view of the need to 
restructure its substantial trade 
with the former Soviet Union. 
Even more difficult was the situa-
tion being faced by the countries 
of Indochina and Mongolia, whose 
trade was mainly oriented towards 
the former Soviet Union and East-
ern Europe.

These and other countries of 
the region would have to make 
greater efforts to diversify their 
export trade, taking advantage of 
the changing situation and emerg-
ing opportunities for expanding 
trade, particularly among the de-
veloping countries within the re-
gion and in Africa and Latin 
America. Eastern Europe and the 
former Soviet republics would also 
provide increasingly greater oppor-
tunities for trade as they gradually 
overcame their transitional prob-
lems. Mutually beneficial eco-
nomic relationships can develop 
particularly between the Central 
Asian republics of the former So-
viet Union and the developing 
countries of the ESCAP region
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(see box I.4). Several countries, 
such as Malaysia, the Republic of 
Korea, Singapore and Thailand had 
been pursuing these objectives ac-
tively for the past few years. 
Such diversification, however, was 
not easy to achieve in view of the 
relative lack of the necessary

transport, communications and fi-
nance infrastructure. It would be 
even more difficult for the poorer, 
less dynamic and diversified 
economies of the region. Those 
countries, therefore, could seek 
greater opportunities for trade with 
other developing countries in the

region, particularly with the neigh-
bouring countries, taking advantage 
of the geographical proximity and 
the investment possibilities that 
some of the more dynamic neigh-
bouring countries were in a posi-
tion to offer.
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II. ECONOMIC PERFORMANCE AND POLICIES IN THE 
ESCAP REGION: 1990-1991

A. HIGHLIGHTS OF THE  
REGION’S PERFORMANCE

1. Economic growth

Overall economic performance 
in the ESCAP region re-

mained strong in 1990-1991 in 
spite of a number of domestic 
constraints and a deterioration in 
the external sector. The average 
rate of growth for the developing 
economies of the region is esti-
mated at 6.2 per cent in 1991, 
marginally higher than the 6.1 per 
cent achieved in 1990. Economic 
growth in the ESCAP region 
reached a high point in 1988, 
when a 9.4 per cent average rate 
of growth was achieved by the re-
gion’s developing economies. 
Since 1989 rates of growth have 
moderated from the hectic pace of 
expansion experienced by many 
countries during the period 1987-
1988. The big drop in the aver-
age rate of growth in the region 
by almost 4 percentage points in
1989 was due mainly to sharp de-
celeration in growth rates in 
China, Hong Kong and the Repub-
lic of Korea, as well as in India 
whose growth rate in the previous 
year had been pushed up beyond
10.0 per cent by unprecedented 
growth in its agricultural sector.

Of the two largest developing 
economies of the region, China’s 
growth rates improved considerably 
to 5.2 per cent in 1990 and 7.0 
per cent in 1991 from the sharp 
deceleration to 4.0 per cent experi-
enced in 1989. India, however, 
received some set-backs in 1991 
and was expected to achieve a

lower growth rate of 3.5 per cent 
compared with 5.0 per cent in
1990 and 5.2 per cent in 1989. 
The four Asian newly industrializ-
ing economies (Hong Kong, the 
Republic of Korea, Singapore and 
Taiwan Province of China) im-
proved their average performance 
to 7.6 per cent in 1991 from 6.9 
per cent in 1990, some decelera-
tion of growth in the Republic of 
Korea and Singapore being bal-
anced by accelerated growth in 
Hong Kong and Taiwan Province 
of China. Rates of growth in the 
four larger ASEAN countries (In-
donesia, Malaysia, the Philippines 
and Thailand) were generally 
lower, with an average of 6.2 per 
cent in 1991 compared with 7.8 
per cent in 1990. With the excep-
tions of Nepal and Pakistan, 
growth rates were also lower in 
South Asia, with an average of 3.9 
per cent in 1991 compared with
5.1 per cent in 1990 (figure I.7).

Among the three developed 
countries of the region (Australia, 
Japan and New Zealand), the eco-
nomic performance of Japan fol-
lowed classic model, with high 
economic growth rates, full em-
ployment and price stability. The 
rate of economic growth averaged
5.5 per cent during the period 
1988-1990, and the inflation and 
unemployment rates remained in 
the region of 2.0 to 3.0 per cent. 
Although the Japanese economy 
had lost some of its export stimu-
lus in recent years and large sec-
tions of Japanese industry were re-
located overseas with substantial 
outflow of investment abroad, both 
domestic consumption and invest-

ment demand expansion kept the 
economy on a high growth path 
which, however, did not upset 
price stability.

That was not the case for the 
two other high income economies 
of the region, Australia and New 
Zealand. Australia’s economic 
growth rate was well-sustained at 
an average 3.9 per cent during the 
period 1987-1990. The economy, 
however, went into recession with 
a 1.1 per cent contraction in 1991. 
Falling investment (gross fixed in-
vestment of the private sector fell 
by 3.1 per cent in 1990 and 11.3 
per cent in 1991), high inflation 
rates, and large budgetary and ex-
ternal current account deficits have 
been the major problems of the 
Australian economy, which recent 
policy changes have been seeking 
to correct. In New Zealand, the 
economic growth rate has averaged 
less than 1.0 per cent annually 
since 1987. Government policies, 
involving deregulation of wages, 
prices, interest rates and the ex-
change rate and a reduction in the 
budgetary deficits, were seeking to 
correct the structural rigidity to 
which the economy's low perform-
ance was attributed.

Facing a variety of circum-
stances, the developing economies 
of the region were emerging with 
varied records of economic per-
formance in 1990-1991 (table I.4). 
The developing economies of 
North East Asia improved their 
performance in 1990-1991 after 
the 1989 slow-down. The excep-
tion was the economy of Mongo-
lia, which was undergoing a rapid 
transformation from a centrally
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Figure I.7. Selected groups of developing economies of the ESCAP  
region. Annual rates of growth of gross domestic product

planned to a market system and 
was experiencing a decline in real 
income in 1991.

Owing largely to the strict 
measures of austerity implemented 
by China since late 1988, which 
also affected the performance of 
Hong Kong, the rates of growth in 
both economies had slumped in
1989. With the gradual loosening 
of policy restraints, the Chinese 
economy advanced at rates of 5.2 
and 7.0 per cent in 1990 and 
1991 respectively. The economies 
of Hong Kong and Taiwan Prov-
ince of China also improved over 
the period 1990-1991. Hong 
Kong’s growth rate was projected

to rise to 4.5 per cent in 1991, 
after growing at rates of around 
2.8 per cent in 1989-1990. Apart 
from the effects of the austerity 
measures implemented in China, 
Hong Kong’s economic perform-
ance in previous years had also 
been affected by domestic infra-
structure bottlenecks and labour 
shortages, and a slow-down in the 
growth of export to non-Chinese 
destinations owing to weak de-
mand. Recovery in China and the 
launching of some of the large in-
frastructure projects improved 
growth prospects in 1991. Eco-
nomic growth in Taiwan Province 
of China fell from 7.4 per cent in

1989 to 5.1 per cent in 1990, but 
was expected to reach 7.4 per cent 
in 1991.

The growth of gross domestic 
product (GDP) in the Republic of 
Korea, which had slumped to 6.1 
per cent in 1989, recovered to 9.0 
per cent in 1990 and was expected 
to decelerate to 8.6 per cent in 
1991. Domestic cost-price in-
creases with an adverse impact on 
export competitiveness, the effect 
of the economic slow-down in the 
industrial countries on exports, and 
the effects of the Persian Gulf 
war, particularly higher oil prices, 
adversely affected the country’s re-
cent economic performance. How-
ever, growth in both domestic con-
sumption and investment demand 
kept the economy growing at high 
rates in 1990-1991.

Economic growth in the 
South-East Asian countries, except 
in the Philippines, remained strong 
even though growth rates were 
lower in all countries in 1991. In
1990, rates of growth had ranged 
from 7.0 per cent in Indonesia to
10.0 per cent in Thailand. Indo-
nesia, Malaysia, Singapore and 
Thailand were expected to achieve 
lower rates of growth ranging from
6.0 to 8.0 per cent in 1991. 
High-speed growth in previous 
years had caused some overheating 
in these economies, requiring a 
cooling down and the overcoming 
of capacity constraints in several 
areas. The consequent policy re-
straints, along with a slow-down in 
the external sector, were factors in 
reducing growth rates from the 
previous year’s records. A series 
of additional unfavourable factors, 
including damage caused by 
drought, typhoons, earthquake and 
volcanic eruptions, administered a 
severe set-back in the economy of 
the Philippines in 1991 when real 
GDP growth was expected to have 
shrunk by 0.2 per cent from 2.1 
per cent growth (output basis) in 
1990 and a rate of 5.9 per cent in 
1989. Despite a series of recent
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Table I.4. Selected developing economies of the ESCAP region. Rate of  
gross domestic product growth, 1989-1992

1989 1990 1991a 1992b

Bangladesh 2.3 5.8 3.6 5.0
Chinac 4.0 5.2 7.0 7.0
Fiji 12.3 4.3 1.6 3.5
Hong Kong 2.7 2.8 4.5 5.8
India 5.2 5.0 3.5 6.0
Indonesia 7.4 7.1 6.0 6.5
Islamic Republic o f  Iran 3.6 10.5 8.0
Malaysia 8.8 9.8 8.6 8.5
Myanmar 3.6 4.0 3.7
Nepal 3.9 3.6 4.0 4.5
Pakistan 4.8 4.6 5.6 6.7
Papua New Guinea -1.4 -3.7 9.3 5.4
Philippines 5.9 2.6 - 0.2 3.5
Republic o f  Korea 6.1 9.0 8.6 8.5
Samoa 1.2 -3.0 1.5 2.5
Singapore 9.2 8.3 7.5 7.0
Solomon Islands 6.8 5.1 4.0 4.0
Sri Lanka 2.3 6.2 4.6 5.0
Thailand 12.0 10.0 8.1 8.7
Tonga 1.7 0.8 3.7 0.7
Vanuatu 4.5 4.7 5.1 4.5
Viet Nam c 2.4 2.9 3.2 4.0

Source: National source and secretariat estimates. 

a Estimates. b Forecasts. c National income.

policy reforms, the economy’s 
macro balances, which had been 
upset for years by an excessive 
external debt burden, worsened 
with a widening of the budgetary 
and external current account defi-
cits. In all ASEAN economies, 
domestic infrastructural constraints 
worsened and foreign direct invest-
ment inflows, particularly from Ja-
pan, slowed. Export growth was 
also slowing in the face of the 
economic slow-down in the indus-
trial countries.

The economy of Viet Nam 
registered slow rates of GNP 
(gross national product) growth, 
averaging 2.8 per cent in 1989-
1991 compared with an average of
7.3 per cent in 1980-1985 and 4.8 
per cent in 1986-1990. The esti-
mated 3.2 per cent growth in GNP 
in 1991 fell short of the planned
4.3 per cent growth. Weather-re-
lated set-backs in agricultural pro-
duction, the inflationary outbursts

that proceeded with policy 
liberalizations and which had to be 
contained, and the difficulties with 
the country’s external economic re-
lations compounded by aid cut-offs 
from the former Soviet Union and 
Eastern Europe as well as a loss 
of special trading privileges with 
them, were major difficulties fac-
ing the economy of Viet Nam.

Economic performance in 
South Asia received set-backs in
1991. Political changes and the 
associated uncertainties during the 
period 1990-1991, natural calami-
ties, and the consequences of the 
Persian Gulf war which particu-
larly affected South Asian econo-
mies, were the major causes of 
the set-back. India's growth rate 
was reduced from 5.0 per cent in
1990 to a forecast 3.5 per cent in
1991. The economy of Bangla-
desh managed to grow at a rate of
3.6 per cent in 1991 despite the 
serious strains it went through as

a result of the natural calamities, 
the upsetting effects of the Persian 
Gulf war and the political transi-
tion starting in late 1990. The 
economy of Nepal grew by 4.0 
per cent compared with the 3.6 
per cent rate achieved in 1990. 
Despite difficulties, Pakistan’s eco-
nomic growth rate improved by a 
percentage point from 4.6 per cent 
in 1990 to 5.6 per cent in 1991. 
The GDP growth rate of Sri 
Lanka improved to 6.2 per cent in
1990 from 2.3 per cent in 1989, 
but was expected to slow down to
4.6 per cent in 1991. The fluctua-
tion was mainly related to 
weather-induced changes in agri-
cultural production. The economy 
of the Islamic Republic of Iran, 
after having suffered a net decline 
of 0.3 per cent per year during the 
long period of turmoil and war 
between 1977 and 1988, achieved 
a GDP growth rate of 3.6 per cent 
in 1989. Growth accelerated to
10.5 per cent in 1990 and was 
projected at a rate of 8.0 per cent 
in 1991.

The least developed and small 
island economies of the region re-
mained seriously handicapped and 
many of them failed to establish 
themselves on a reasonably stable 
growth path. In addition to their 
serious geographical and infra-
structural handicaps, they remained 
subject to a number of exogenous 
shocks, such as natural calamities 
and market fluctuations. However, 
a few among them, such as 
Maldives, Solomon Islands and 
Vanuatu, have exhibited a degree 
of resilience and achieved sus-
tained rates of economic growth in 
recent years. Some of these 
economies, for example Afghani-
stan, remained steeped in domestic 
turmoil and had yet to establish 
peaceful conditions for stable eco-
nomic and social progress.

Rates of economic growth in 
the developing countries of the 
ESCAP region are expected to im-
prove in 1992, but only by small
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margins. The average rate for the 
developing countries could improve 
to 6.7 per cent in 1992 compared 
with the 6.1 per cent and 6.2 per 
cent achieved in 1990 and 1991. 
The expected improvement would 
thus be a consolidation of the pat-
tern of rather stable growth at 
moderate rates throughout the re-
gion experienced during the three 
years 1989 to 1991. The expected

moderation was largely built into 
the planning processes and policies 
(see box I.4) with a view to sus-
taining balance and stability. The 
expected recovery of economic 
growth in industrial countries 
would assist in sustaining growth 
in the region while the effects of 
recent domestic policy changes 
also would take hold on the 
growth process. Domestic mon-

etary and fiscal policies are ex-
pected to remain conservative, 
with an emphasis on containing or 
reducing the external current ac-
count and budgetary deficits and 
on not allowing the economies to 
overheat and upset the internal 
price stability in most countries of 
the region. That would have a 
restraining effect on the pace of 
economic growth slowing it to

Box I.5. A new vista on development planning in the ESCAP region
At a time when there has been 

a total breakdown o f central plan-
ning in the erstwhile country where 
it originated and which might have 
inspired others to plan, and when 
privatization and market orientation 
are in strong favour, curiosity may 
arise as to what could be happening 
to development planning in the 
ESCAP region. As a matter o f  fact 
planning, which was introduced in 
some countries in the 1950s and in 
most countries in the 1960s, contin-
ues throughout the region. None o f 
the current plans has been aban-
doned and new ones have been ini-
tiated or launched (Malaysia’s sixth 
and Thailand’s seventh, for exam-
ple). It should be noted that plan-
ning in the region (other than in a 
few countries which adopted the So-
viet model) has not been a substi-
tute for the market economy. 
Rather, planning has been under-
taken in explicit recognition o f  the 
basic weaknesses o f  poorer econo-
mies (insufficient resources, entre-
preneurship, infrastructure, and mar-
ket imperfection and fluctuations 
which could generate insufficient re-
sources and discourage entrepreneur-
ship).

Planning started as an attempt 
to coordinate centrally economic de-
cision-making over the long run in 
terms o f giving directions to indi-
vidual agents with a view to accel-
erating a country’s development. 
This process involved choosing so-
cial objectives, setting various tar-
gets, disseminating information, and 
organizing a framework for the im-

plementation, coordination and moni-
toring o f  the plan. It has thus in-
volved conscious efforts by a central 
organization in a country to influence, 
direct, and even control changes in 
the principal macroeconomic variables 
such as GDP, consumption, and in-
vestment and savings, over a certain 
time-frame and in accordance with a 
predetermined set o f  objectives. It 
may be mentioned that such planning 
was also encouraged, even forced 
upon countries, by aid donors, at 
least initially.

Within this framework and per-
spective, countries in the region have 
resorted to planning their economic 
and social development through the 
instruments o f  annual management 
plans, five-year medium-term plans 
and long-term strategic plans, with 
varying degrees o f achievement. Suc-
cess apparently has depended on the 
capacity o f  the planners to respond 
with flexibility over time to changes 
in circumstances and on the ability to 
enforce the discipline envisaged by 
the plans. Certain cases, such as 
those o f  Singaporea and the Republic 
o f  Korea, and even Japan stand out 
as examples o f  planning with flexibil-
ity. Japan’s post-war economy and

a On the metamorphosis o f  plan-
ning in Singapore, which launched its 
Strategic Economic Plan starting in 
1991, see Economic Bulletin fo r  Asia  
and the Pacific, vol XL, No. 1/2 
(June/December 1989) (United N a-
tions publication, Sales No. 
E.91.II.F.2).

industrial structure have been 
planned and projected forward 
through the instrumentality o f  a se-
ries o f  annual white papers, and 
policies have been geared towards 
the objectives laid down in them. 
The recent successful relocation o f a 
large segment o f  Japanese industries 
overseas could be credited to a con-
siderable extent to the Japanese 
planners’ vision o f  Japan’s industrial 
structure in the 1970s and 1980s as 
they saw it in the 1960s. A long-
term strategic plan has always 
guided an annual management plan 
in Japan.

In the developing ESCAP 
countries, sensible and flexible eco-
nomic planning still has a vital role 
to play. The success o f  past plans 
may be found to have been propor-
tionate to the degree o f flexibility in 
planning and the ability to adapt to 
changes. In fact, it is extreme ri-
gidity and the inability to change 
that have been the undoing o f cen-
tral planning. The value o f  plan-
ning lies, for example, in economic 
forecasting which is a major compo-
nent o f  planning. It may not al-
ways be accurate, but since forecasts 
will always be made it is better to 
have ones which are consistently 
analysed and quantified than those 
which are not. Moreover, even after 
privatization, the public sector will 
still play a major role in many de-
veloping economies. As long as 
there is an important public sector 
and a government concerned about 
equity, there will be a role for eco- 

(Continued overleaf)
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nomic planning. Where the private 
sector is weak, and unwilling to in-
vest or unable to manage vital pub-
lic utilities, and where social invest-
ment in education and health must 
remain in the domain o f  govern-
ment, economic planning will re-
main imperative.b More o f  these

b See ESCAP, “Report o f  the 
High-level Expert Group Meeting- 
cum-Training Course on Control 
and Management o f  Government 
Expenditure, Bangkok, 23 Septem-
ber-20 October 1991" (DP/CMGE/ 
Rep.)

matters are now increasingly appeal-
ing to the imagination o f  planners 
since the region has generally lagged 
more in social development than in 
economic achievements.c

However, if  planning is to play a 
significant role in the 1990s, it has to 
be more flexible, especially in a rap-

c See S um m ary  o f  the Seventh  
N a tio n a l E c o n o m ic  a n d  S o c ia l D e ve l-
opm en t P la n  (19 9 2 -1 9 9 6 )  (National 
Economic and Social Development 
Board, Office o f  the Prime Minister, 
Thailand).

idly changing global environment. 
Planning may have to be based 
upon rolling public investment
plans. The advent o f  the computer 
has enhanced the ability o f  planners 
to make the necessary changes and 
adjustments within hours rather than 
weeks. Forecasting will also have 
to be improved so that the needs of 
various sectors may be anticipated 
more accurately. Close collaboration 
among planners, researchers and sta-
tistical analysts which planning, to 
its credit, has encouraged in the 
past, will need to be strengthened.

more moderate levels than could 
otherwise be achieved.

2. Inflation

The inflation rate in China, 
measured by the retail price index, 
was brought down to 2.1 per cent 
in 1990 from 17.8 per cent in
1989. In 1991, price stability was 
maintained while the rate of eco-
nomic growth picked up to 7.0 per 
cent. In mid-1991, however, there 
were apprehensions of price stabil-
ity being affected by factors such 
as the sharp increase in the ra-
tioned prices of food grains and 
cooking oil, shortage in agricul-
tural supplies owing to flood dam-
age, and the monetary conse-
quences of financing the growing 
budget deficits.

Inflation in Hong Kong was 
accelerating in the face of a 
number of domestic constraints 
and higher energy prices, the rate 
rising to 12.0 per cent in 1991 
from 9.8 per cent in 1990. In the 
Republic of Korea also, demand 
pressures and wage cost-push led 
to an acceleration in the inflation 
rate, the CPI rising by 9.4 in 1990 
and to an anticipated 9.7 per cent 
in 1991. The inflation rate in the

Republic of Korea had risen since 
1986 from 2.8 per cent to 5.7 per 
cent in 1989; in recent years the 
rate has accelerated beyond 9.0 
per cent.

The rates of inflation in Ma-
laysia, Singapore and Thailand re-
mained relatively low although 
they were pressing upwards. An 
escalation by about a percentage 
point in 1991 raised the inflation 
rates in Malaysia and Singapore to 
3-4 per cent. In Thailand, the rate 
of inflation escalated from 5.4 per 
cent in 1989 to 6.0 per cent in
1990 and was marginally lowered 
to 5.9 per cent in 1991. Inflation 
was higher in Indonesia at 9.5 per 
cent in 1990, rising from 6.4 per 
cent in 1989. In the Philippines, 
price inflation escalated from 10.6 
per cent in 1989 to 12.6 per cent 
in 1990, and further to 17.5 per 
cent in 1991, thus confirming a 
serious upward escalation in price 
movements in the economy. De-
spite some successes achieved in 
controlling hyperinflation in 1989, 
the Viet Nam economy was con-
fronted with severe inflationary 
pressures, with an inflation rate of
67.5 per cent in 1990 after a 34.7 
per cent rise in 1989. Prices were 
rising fast in 1991 also. Though

there were some indications of 
moderation in the later part of the 
year, the annual rate of inflation 
still reached the previous year’s 
level.

In Malaysia, Singapore and 
Thailand worsening infrastructural 
constraints and other supply bottle-
necks, including an incipient la-
bour shortage, together with the 
residual effects of the Persian Gulf 
war, were responsible for the ob-
served tendencies for inflation to 
accelerate. In the Philippines, the 
severe damage caused by natural 
calamities was an additional factor 
causing inflation while in Viet 
Nam efforts to reform the 
economy and introduce free market 
policies were partly to blame.

The South Asian countries 
generally experienced high rates of 
inflation. The rates of price rise 
tended to accelerate in 1990-1991, 
particularly in India and Pakistan. 
Thus, in India the CPI for indus-
trial workers rose by 11.6 per cent 
in 1990 and 12.0 per cent in
1991. Some other group indices 
indicated an annual rate of 15.0 
per cent in 1991. In Pakistan the 
inflation rate was estimated at
12.6 per cent in 1991 compared 
with 9.1 per cent in 1990. In
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Bangladesh and Nepal, by con-
trast, inflation appeared to have 
moderated in 1990; the CPI in 
Dhaka rose by 8.9 per cent in
1990, compared with 9.3 per cent 
in 1989. In Nepal the CPI rose, 
according to provisional estimate 
by 7.9 per cent in 1991 compared 
with 11.5 per cent in 1990. The 
Sri Lankan inflation rate, as meas-
ured by the CPI in Colombo, rose 
to a peak of 21.5 per cent in
1990 and was estimated to have 
come down to 14.1 per cent in
1991. The Islamic Republic of 
Iran succeeded in reducing its in-
flation rate from 17.4 per cent in
1989 to 9.0 per cent in 1990.

3. Macroeconomic aggregates 
and balances

Savings and investment activi-
ties in the North-East Asian 
economies, particularly in China 
and the Republic of Korea, re-
mained strong. Gross fixed in-
vestment in China, after a decline 
in 1989, registered 7.5 per cent 
growth in 1990 and 14.0 per cent 
in 1991. The investment-GNP ra-
tio in China, which had tended to 
decline in 1989-1990, reaching
35.4 per cent in 1990, could rise 
again. Investment was financed 
mostly by domestic savings, leav-
ing a resource gap of just above
1.0 per cent of GNP. The Repub-
lic of Korea’s investment ratio ad-
vanced from 33.4 per cent in 1989 
to 37.0 per cent in 1990, leaving 
a resource gap of nearly 2.0 per 
cent of GNP as the savings rate 
reached 35.6 per cent. The 
economy of the Republic of Korea 
was facing disequilibrium in its 
balance of payment, with a current 
account balance-of-payment deficit 
projected at $6.9 billion in 1991 
increasing from $2.2 billion in 
1990. Thus the trend of surpluses 
during the previous four consecu-
tive years was completely reversed 
in 1990-1991. China' s balance of 
payments, however, moved favour-

ably as a consequence of the 
policy restraints that had been ap-
plied to dampen demand and en-
force stricter regulatory restrictions 
on imports.

Despite a slow-down in for-
eign investment flows, savings and 
investment activities in South-East 
Asia remained generally strong. 
The external current account bal- 
ance-of-payment deficits were in-
creasing in most cases, with im-
ports rising faster than exports ow-
ing to domestic demand pressures 
as well as higher oil prices result-
ing from the Persian Gulf crisis. 
Government policies, while seeking 
further to liberalize trade, invest-
ment and financial activities, re-
mained cautious. Most countries, 
however, embarked upon the im-
plementation of large infra-
structural investment projects, for 
example in transport and commu-
nications, to ease the bottlenecks 
that had emerged, a factor respon-
sible for higher levels of budgetary 
expenditure. Budgetary deficits 
tended to increase in Indonesia, 
Malaysia and the Philippines, 
while Singapore and Thailand ran 
comfortable surpluses.

Savings and investment activi-
ties in most countries in South 
Asia remained subdued. Domestic 
savings rates failed to narrow the 
traditional resource gap. The in-
flow of foreign resources remained 
constrained by slow disbursement 
despite larger commitments of offi-
cial resources. Some countries, 
such as Pakistan, had faced politi-
cal constraints in obtaining fresh 
commitments, especially from 
some important bilateral sources. 
Private resources flows, in which 
foreign direct investment has been 
playing a growing role, had yet to 
make a large impression on invest-
ment in South Asia despite more 
liberal, and even inviting, policies. 
Most of the economies continued 
to suffer from macroeconomic im-
balances reflected in high budget-
ary and external current account

deficits, high rates of monetary 
growth, and inflation which be-
came worse at times owing to 
supply constraints brought on by 
exogenous factors, such as the 
weather or an international crisis 
such as the Persian Gulf war.

B. DIVERSITY OF 
PERFORMANCE AND THE

RELEVANT CONTEXT1

1. Overall performance

(a) The developed countries

The economy of Japan, the 
largest in the region and the sec-
ond largest in the world, with an 
average GNP growth rate of 5.5 
per cent in 1988-1990, remained a 
dynamic force in the region and in 
the world. The economy, however, 
developed some weaknesses in
1991 achieving a 3.4 per cent rate 
of GNP growth below the 3.8 per 
cent target for the year. A weak-
ening of domestic spending, which 
had bolstered growth in the recent 
past, was seen as a cause for 
worry. Capital spending, which 
was growing very strongly in
1990, with a 13.6 per cent growth 
in private sector fixed capital in-
vestment, had slowed down to a
7.3 per cent annual rate during the 
April-June period of 1991. A 
weak equity market, following a 
series of irregularities detected in 
stock market dealings, had shaken 
confidence and made it difficult 
for Japanese companies to raise 
investment capital. At the same 
time private consumption demand 
was also weakening. The foreign 
trade sector, however, was again 
having an expansionary effect as 
exports growth was surpassing im-
ports growth, reversing the trend 
over the past few years. The 
trade balance, after falling for a

1 The performance of the least 
developed and the island economies is 
reviewed in chapter HI of this Survey.
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Table I.5. Selected economies of the ESCAP region. Summary indicators of macroeconomic performance, 1986-  
1991

1986 1987 1988 1989 1990 1991

Developed economies
Australia Real GDP growth 2.4 4.3 3.5 4.5 3.6 - 1.1

Saving/GDP 21.4 23.4 25.0 26.1 23.5
Investment/GDP 24.0 23.7 24.8 28.7 23.0
Current account balance/GDP -5.4 -4.0 -4.1 - 6.2 -5.0
Budgetary balance/GDP -2.3 - 1.2 0.5
M 1 growth 11.4 20.3 29.6 7.5 7.9
Changes in CPI 9.0 8.3 7.6 7.1 7.4 5.3

Japan Real GDP growth 2.7 4.3 6.3 4.7 5.7 3.4
Saving/GDP 32.0 32.2 33.3 33.6 34.4
Investment/GDP 27.7 28.4 30.4 31.5 33.0
Current account balance/GDP 4.4 3.7 2.8 2.1 1.4
Budgetary balance/GDP
M 1 growth 10.4 4.8 8.6 2.4 4.5
Changes in CPI 0.6 0.1 0.7 2.3 3.1

New Zealand Real GDP growth 2.5 0.5 -1.3 1.3 1.0 0.5
Saving/GDP 24.5 22.2 21.5 22.4
Investment/GDP 24.2 22.2 20.0 23.8
Current account balance/GDP - 6.1 -4.5 - 1.1 -2.9
Budgetary balance/GDP -3.7 1.1 2.1
M 1 growth 13.7 42.8
Changes in CPI 13.2 15.7 6.4 5.7 6.1

Developing economies 
N orth -E ast Asia
China Real NM P growth 7.7 10.2 11.1 4.0 5.2 7.0

Saving/GNP 36.1 39.1 38.0 35.3 34.1
Investment/GNP 39.3 39.2 38.9 36.0 35.4
Current account balance/GNP -2.5 0.1 - 1.0 - 1.1 3.3
Budgetary balance/GNP -0.7 -0.7 - 0.6 - 0.6 -0.5
M 1 growth 27.9 18.5 20.0 6.3 20.1
Changes in CPI 7.0 8.8 20.7 17.8 2.1 2.1

Hong Kong Real GDP growth 11.1 14.5 8.3 2.7 2.8 4.5
Saving/GDP 29.4 33.8 35.0 35.6 34.0
Investment/GDP 24.7 27.6 29.9 27.5 28.5
Current account balance/GDP
Budgetary balance/GDP 2.0 3.4 3.7 2.2
M 1 growth 23.9 46.0 8.5 6.8 13.3
Changes in CPI 3.2 5.3 7.4 9.7 9.8 12.0

Republic o f  Korea Real GDP growth 12.4 12.0 11.5 6.1 9.0 8.6
Saving/GDP 34.0 36.6 38.3 35.6 35.6
Investment/GDP 28.3 29.5 30.6 33.4 37.0
Current account balance/GDP 4.3 7.5 8.1 2.4 -0.9
Budgetary balance/GDP - 0.1 0.4 1.6 0.2 - 0.6
M 1 growth 16.6 14.7 20.2 17.9 11.0
Changes in CPI 2.8 3.0 7.1 5.7 9.4 

(Continued on

9.7 

next page)
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Table I.5 (con tinued)
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1986 1987 1988 1989 1990 1991

South-East Asia
Indonesia Real GDP growth

Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Malaysia Real GDP growth
Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M1 growth 
Changes in CPI

Philippines Real GDP growth
Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Singapore Real GDP growth
Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Thailand Real GDP growth
Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M1 growth 
Changes in CPI

Viet Nam Real GNP growth

South and South-W est Asia
Bangladesh Real GDP growth

Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

5.9 4.9 5.7 7.4 7.1 6.0
27.3 32.9 34.0 37.2 34.8
28.3 31.4 31.5 34.7 33.1
-5.1 -3.0 -1.8 -1.4 -2.4 -3.8a
-3.5 -0.8 -2.9 -2.0 -1.1 -0.9
14.9 9.2 13.3 42.9 15.9 -1.3
5.8 9.3 5.5 6.4 9.5 7.5

1.2 5.4 8.9 8.8 9.8 8.6
32.1 37.3 36.3 33.9 33.0 30.6
26.0 23.2 22.3 29.6 33.7
-0.6 8.1 5.0 -0.7 -4.3 -6.5a

-10.5 -7.7 -4.3 -5.5 -5.0 -5.2
2.8 12.8 14.4 17.3 15.6 24.8
0.7 0.9 2.0 2.8 3.1 4.5

1.5 4.6 6.4 5.9 2.1 -0.2
16.5 17.5 18.1 18.0 16.1 15.3
13.0 16.1 17.3 18.6 18.2 19.4
2.4 -1.9 -1.7 -4.1 -6.6 -4.5

-4.9 -2.4 -2.8 -2.0 -3.2 -2.1
17.4 24.6 13.7 32.8 14.3 18.8
0.8 3.8 8.7 10.6 12.6 17.5

1.8 9.4 11.1 9.2 8.3 7.5
39.3 40.1 42.1 44.1 44.9
38.5 39.0 36.5 34.5 38.7

1.9 1.4 5.4 9.1 7.1
1.5 -2.7 7.0 11.8 12.3

11.8 12.3 8.4 14.9 11.0
-1.4 0.5 1.5 2.4 3.4

4.9 9.5 13.2 12.0 10.0 8.1
22.4 24.8 29.8 31.1 31.0
21.8 23.9 28.8 31.5 36.8

0.2 -1.0 -3.1 -3.9 -9.0 -8.7a
-4.4 -2.3 1.0 3.1 4.0
19.3 29.3 12.2 17.7 11.8
1.8 2.6 3.8 5.4 6.0 5.9

2.4 3.5 5.9 2.4 2.9 3.2

4.3 4.2 2.9 2.3 5.8 3.6
3.2 2.8 2.2 2.5 2.3 2.7

11.0 13.3 13.6 10.7 10.7 10.4
-8.1 -5.5 -5.8 -8.3 -5.6 -5.2a
-7.6 -8.4 -7.2 -7.3 -7.6 -6.8
16.1 13.5 16.5 18.0 11.3 13.1
8.7 8.8 9.4 6.2 9.0 8.9

(C o n tin u e d  on next page)



Table I .5 (continued)

Sources: International Monetary Fund International Financial Statistics (October 1991); Asian Development Bank, Key 
Indicators o f  Developing Asian and Pacific Countries, vol. XXII (July 1991); and national sources.

Notes: Current account balance excluding official transfers.
CPI = consumer price index.
GDP = gross domestic product.
M 1 = currency in circulation plus demand deposits.
NM P = net material product.

a Including official transfers.
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1986 1987 1988 1989 1990 1991

India Real GDP growth
Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M1 growth 
Changes in CPI

Islamic Republic Real GDP growth
o f  Iran Saving/GDP

Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Nepal Real GDP growth
Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Pakistan Real GDP growth
Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Sri Lanka Real GDP growth
Saving/GDP 
Investment/GDP 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

4.0 3.4 10.4 5.2 5.0 3.5
20.8 20.7 21.8 22.6 22.9 20.6
24.3 22.9 23.9 23.6 24.1 22.6
-2.1 -2.2 -2.7 -2.3a -3.9 -2.5a
-9.3 -8.4 -8.4 -6.6 8.2 -6.7
16.1 13.5 16.5 18.0 11.3 12.4
8.7 8.8 9.4 6.6 11.6 12.0

-8.4 -1.1 -4.8 3.6 10.5 8.0
29.3 29.8 23.5 22.8 8.4
24.3 23.6 19.3 22.8
- 2.2  - 0.8
-7.5 -6.7 -8.9 -10.0 -5.3

17.3 19.4 15.8 13.3
18.4 28.6 28.6 17.4 9.0

4.3 3.9 7.3 3.9 3.6 4.0
11.7 12.4 11.6 9.8 9.3 7.5
21.0 21.8 21.4 22.0 18.2 17.3
-8.0 -7.2 -11.5 -10.1 -11.2 -8.0a
-7.2 -6.6 -6.2 -10.2 -7.9 0.0
23.8 24.9 13.2 19.3 21.1 9.1
19.0 10.8 11.0 6.3 11.5 7.9

6.4 5.8 6.4 4.8 4.6 5.6
10.9 13.9 12.4 12.6 13.2 14.5
18.8 19.1 18.0 18.9 18.6 18.3
-3.6 -3.0 -5.4 -4.9 -5.3 -4.3
-9.2 -7.3 -6.3 -7.4 -7.1 -5.8
18.0 19.1 9.7 14.3 12.6 17.9
3.5 4.7 8.8 7.8 9.1 12.7

4.3 1.6 2.6 2.3 6.2 4.6
6.0 6.6 8.2 8.4 11.6 15.8

23.7 23.3 22.8 21.7 22.6 22.9
-9.3 -7.6 -8.6 -8.6 -5.9 -5.8a

-10.1 -8.7 -12.7 -7.4 -6.8 -8.9
12.8 18.3 29.1 9.1 12.9 12.7
8.0 7.7 14.0 11.6 21.5 14.1



consecutive period of four years, 
was rising again in 1991.

Although the government did 
not feel the need for large-scale 
policy changes to shore up the 
economy, the Bank of Japan nev-
ertheless adjusted its discount rate 
downward from 6.0 to 5.5 per 
cent in July and further to 5.0 per 
cent in November 1991. This was 
as much a corrective measure for 
strengthening the domestic econo-
my as it was to meet Japan’s obli-
gations to harmonize its domestic 
fiscal and monetary policies with 
those of the other major industrial 
countries, in many of which inter-
est rates had been adjusted down-
ward to combat recessionary ten-
dencies (see chapter I).

The Australian economy went 
into full recession in 1991 al-
though growth in the previous year 
had been a strong 3.6 per cent. 
In 1991, GDP fell by an estimated
1.1 per cent. The recession was 
brought on by a weakening of do-
mestic demand, led by a fall in 
both public and private investment 
(gross fixed capital expenditure of 
public enterprises fell by 3.8 per 
cent and of the private sector by
II.3 per cent). The government 
kept up its efforts to stabilize the 
economy, which had been troubled 
by continued high rates of infla-
tion and large external balance-of- 
payment deficits over a period of 
several years. Government budget 
deficits, running as high as $A8 
billion in 1984, gradually declined 
and had turned into surpluses 
since 1988. Interest rates were al-
lowed to rise, as reflected in the 
rise in the central bank discount 
rate to an average of more than 
17.0 per cent in 1989 (figure I.8). 
As a result, the inflation rate fell 
sharply to 5.3 per cent in 1991 
from an average of 7.4 per cent 
during 1988-1990. With the 
economy in recession, the interest 
rate was gradually reduced and 
brought down to 11.0 per cent as 
of May 1991. Expanded budget-

ary expenditure also sought to pro-
vide a stimulus to growth. Real 
interest rates, however, remained 
high, which could have been a 
factor responsible for the fall in 
private capital investment. Interest 
rates were, however, further re-
duced later in the year. The weak 
demand for farm products, which 
constitute the largest share of Aus-
tralia's exports, was another weak 
spot in the economy.

The economy of New Zealand 
faced serious structural problems 
during the 1980s. Since the mid-
dle of the decade the government 
had been implementing structural 
reforms in order to reverse the 
situation characterized by output 
stagnation or decline, high infla-
tion, and budgetary and balance- 
of-payment deficits. The reform 
measures succeeded in bringing 
down the inflation rate to 6.0 per

cent in 1990, and it was expected 
to fall further in 1991. However, 
the prospects for a turnaround in 
output growth were not yet prom-
ising. After growing by just over 
1 per cent in 1990, a 0.5 per cent 
growth was expected in 1991. 
High real interest rates and an 
overvalued exchange rate had been 
arresting investment growth. With 
the inflation rate forecast to fall 
below 2.0 per cent, late in 1991 
the central bank announced meas-
ures to ease monetary restrictions 
in order to stimulate investment 
and growth.

(b) The developing economies

(i) The North-East Asian eco-
nomies

With the exception of the 
Mongolian Republic, which was

Figure I.8. Australia. Movement in interest and inflation rates
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facing exceptional difficulties in its 
attempt to transform from a cen-
trally planned to a market-based 
economic system, the growth per-
formance of most North-East 
Asian developing economies was 
improving in 1991. The rates of 
economic growth accelerated in 
China, Hong Kong and Taiwan 
Province of China although the 
Republic of Korea experienced 
some deceleration. Besides the 
accelerated inflation experienced in 
Hong Kong and the Republic of 
Korea, the North-East Asian 
economies faced a number of 
other difficulties in common.

China's economic performance, 
which significantly influenced that 
of Hong Kong, improved in 1990-
1991, although a number of seri-
ous economic difficulties remained 
to be overcome. As the severe 
credit and trade restraining meas-
ures enforced since the latter part 
of 1988 were gradually eased, 
China’s economy picked up 
growth, reaching an average of 5.2 
per cent in 1990 compared with
4.0 per cent in 1989. The rate of 
GNP growth was expected to im-
prove to 7.0 per cent in 1991. 
Both agricultural and industrial 
production recovered sufficiently. 
The inflation rate, as measured by 
retail price, was brought down to
2.1 per cent in 1990 from 17.8 
per cent in 1989. Aggregate in-
vestment, which declined by 8.0 
per cent in 1989, increased at the 
rate of 7.5 per cent in 1990 and 
was anticipated to grow by 14.0 
per cent in 1991. Demand re-
straints resulting from credit re-
strictions, and regulatory controls 
caused imports to fall by 10.0 per 
cent in 1990 while exports in-
creased by 12.0 per cent. The 
balance of trade and payments re-
corded a surplus in 1990, revers-
ing the earlier trend of deficits. 
Growth in imports picked up to a 
rate of 15.9 per cent during the 
first half of 1991, but exports con-
tinued to grow at the faster rate of

18.5 per cent and the trade bal-
ance remained in surplus.

The economy was facing diffi-
culties, however, on a number of 
fronts. Apart from the fear that 
inflation would re-emerge as policy 
controls were relaxed, some of the 
structural problems remained to be 
overcome. The market slack that 
had developed in the two previous 
years persisted and unsold stocks 
were still accumulating. State en-
terprises as a result were running 
debt defaults and stocks kept ab-
sorbing a large part of the new 
credit supplies. Many enterprises 
were running at a loss and re-
quired government subsidies. The 
profits and tax contributions of en-
terprises to government declined, 
compounding the government’s 
budgetary difficulties. The budget 
deficits remained large. In fact, 
the deficits increased considerably 
in 1990 to 15 billion yuan 
renminbi, belying a budget forecast 
of 8.6 billion yuan renminbi that 
would have been a slight decrease 
over the level of 1989. The budg-
etary subsidies to both the state 
enterprises and consumers re-
mained heavy burdens on the gov-
ernment’s fiscal operation.

The government continued to 
carry out the reform process 
gradually. From the initial policy 
stance of opening up to the out-
side world, policies in 1990-1991 
turned towards internal reforms. 
Late in 1990, the prices of a 
number of essential commodities 
such as sugar, coal and milk, and 
the user fees for telephone use, 
public transport and park entrances 
were raised. In a major reform 
package introduced in May 1991, 
food prices, which had remained 
frozen since 1960, were adjusted 
upwards and the prices of rice and 
other staples were sharply in-
creased. Thus, the distortions that 
had crept into the economy over a 
period of years were gradually be-
ing removed. Control of inflation, 
the easing of energy and raw ma-

terial shortages, the overcoming of 
agricultural stagnation and trans-
port bottlenecks were some of the 
major successes achieved. The 
economy was thus expected to 
achieve a moderate but sustained 
pace of growth in 1991-1992 at 
around 7.0 per cent.

After two years of slow 
growth, Hong Kong’s GDP was 
forecast to grow by 4.5 per cent 
in 1991. The rates of growth 
were 2.7 in 1989 and 2.8 in 1990. 
The inflation rate was expected to 
accelerate to 12.0 per cent from a 
rate of 9.8 per cent in 1990. The 
economy suffered external shocks 
resulting from its link with China 
and also weak demand for its ex-
ports in North America and Eu-
rope. The high oil prices late in
1990 also affected the economy 
adversely. However, a large part 
of the economy’s problem was 
structural. Labour shortages, 
infrastructural bottlenecks, and a 
shift in output composition from 
manufacturing to services, were 
factors contributing to accelerated 
inflation and slow output growth. 
Improvement in output growth in
1991 was partly expected on the 
basis of the recovery of China’s 
economy, and domestically the 
launching of large infrastructural 
projects including the construction 
of a new international airport.

The economy of Taiwan Prov-
ince of China improved its per-
formance, with a GDP growth rate 
of 7.4 per cent in 1991 compared 
with 5.2 per cent in 1990. The 
adverse effects of the stock market 
crash in 1990 on consumer spend-
ing and investment were being 
overcome, and exports were receiv-
ing a boost from new markets in 
China and Europe, making up for 
the slack in the United States 
market. External surpluses were 
expected to increase in 1991. 
Similar to Hong Kong, Taiwan 
Province of China was also experi-
encing a shift in output composi-
tion towards services. Investment
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and output growth in manufactur-
ing remained sluggish. The 
economy was also facing a labour 
shortage.

Economic growth rate in the 
Republic of Korea accelerated, 
with a GDP growth of 9.0 per 
cent in 1990 from 6.1 per cent in
1989. Growth was stimulated 
mainly by the expansion of do-
mestic demand. Private consump-
tion, and investment especially in 
the construction sector, were grow-
ing fast. Manufacturing output, 
the economy's main production 
base, expanded at the rate of 8.4 
per cent in 1990. In 1991, GDP 
growth was expected to be slightly 
lower, at 8.6 per cent. Output in 
the agricultural sector, after declin-
ing over the two previous years, 
was growing by 1.5. Manufactur-
ing output was growing by 7.8 per 
cent.

The difficulties that the 
economy was encountering in-
cluded a rising inflation rate, 
which had accelerated from an av-
erage 6.1 per cent during the pe-
riod 1987-1989 to 9.4 per cent in 
1990 and a projected 9.7 per cent 
in 1991. Inflation was fed by 
wage escalation in a tight labour 
market, the rise in government ex-
penditure and the rapid expansion 
of the money supply. The 
economy had also run into exter-
nal disequilibrium with a current 
account balance-of-payment deficit 
of $US2.2 billion in 1990 and a 
forecast $6.9 billion in 1991, after 
surpluses had been recorded for 
the four previous years. The loss 
of export competitiveness due to 
high domestic costs and prices and 
the appreciation of the domestic 
currency in 1989-1990 caused ex-
ports to stagnate. On the other 
hand, higher import demand in a 
booming domestic economy, and 
the oil price rise had added to im-
port costs. The government con-
tinued to implement policies aimed 
at achieving economic growth with 
price stability. The strengthening

of the competitiveness of manufac-
turing industry by improving pro-
ductivity and technology, and the 
easing of the labour supply con-
straint were the principal policy 
targets. The central bank sought 
money supply growth to be con-
sistent with price stability while 
expanding finance selectively to 
sectors such as exports and invest-
ment in manufacturing.

Mongolia embarked upon a 
programme of reforms and read-
justment with the aim of trans-
forming its economy from a cen-
trally planned to a market system. 
In the process of transition the 
economy's output growth suffered. 
In fact, GDP was expected to de-
cline by as much as 15.0 per cent 
in 1991. A major difficulty arose 
out of the need to redirect the 
supplies hitherto coming from the 
Soviet Union or to pay for them 
in hard currencies. The country’s 
financial difficulties were com-
pounded by not only the curtail-
ment of aid flows from the former 
Soviet Union together with the 
loss of opportunities for barter 
trade, but also the requirement to 
pay the existing debt obligations to 
the former Soviet Union in foreign 
currencies. Mongolia used to ob-
tain 40 per cent of its consumer 
goods, 80 per cent of its raw ma-
terial supplies and 90 per cent of 
its technical machinery imports 
from the former Soviet Union. 
The supply crisis was felt particu-
larly in the agricultural sector, 
which is oriented largely to live-
stock production. Inadequate fod-
der supply resulted in heavy live-
stock losses during the winters of 
1990 and 1991, resulting in a seri-
ous decline early in 1991 in a 
number of categories of dairy and 
livestock products. Serious short-
ages were also faced in spare 
parts, raw materials and technical 
expertise to operate industrial en-
terprises. A petroleum shortage 
and a fall in electricity production 
caused severe energy crises.

Compared with previous years, in 
1990-1991 industrial production 
levels were lower in areas such as 
coal, plywood, cement, knitwear, 
carpets and leather goods.

The country, however, went 
ahead with reforms to transform 
from a planned economy to a mar-
ket system. In two years of eco-
nomic reforms, price controls on 
agricultural and consumer products 
were removed, and new banking, 
tax, corporate and industrial laws 
were adopted. The Mongolian 
parliament also enacted a bank-
ruptcy code as a prelude to priva-
tization schemes that would create 
an environment for free enterprise. 
The first phase of the privatization 
scheme, launched in May 1991, 
would auction off shops and small 
businesses; all adult Mongolians 
would be issued vouchers which 
could be traded for shares in state- 
owned enterprises. The second 
phase would coincide with the 
opening of the new Mongolian 
Stock Exchange. A law on for-
eign investment, adopted in March
1990, encouraged investment in 
any branch of the national 
economy, priority being given to 
projects which would expand the 
country’s export potential, manu-
facture finished goods, develop the 
economic infrastructure or expand 
tourism.

(ii) South-East Asia

The South-East Asian econo-
mies generally maintained their dy-
namic growth momentum in 1990-
1991. Rates of growth, however, 
slowed somewhat in the face of 
emerging domestic constraints and 
deterioration in the external sector. 
The 1991 rates of growth con-
firmed the slow deterioration since
1989. Malaysia, however, had im-
proved its economic growth rate to
9.8 per cent in 1990 from 8.8 per 
cent in 1989. In the case of the 
Philippines there had been a sharp 
decline from 5.9 per cent growth
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in 1989 to 2.6 per cent in 1990 
and to an estimated -0.2 per cent 
in 1991. The economic perform-
ance of Viet Nam also weakened 
in 1990-1991.

The real GDP of Indonesia 
grew by 7.4 per cent in 1989 and
7.1 per cent in 1990. These rates 
were indicative of a substantial ac-
celeration from a less than 5.0 per 
cent average rate o f growth during 
the period 1986-1988, when 
growth had remained depressed 
owing to low prices in and rev-
enue from the dominant oil and 
gas sector. The economy had un-
dergone rapid structural changes 
recently and growth was led by 
the non-oil and gas sectors. Both 
consumption and investment de-
mand increased briskly in 1990. 
Real private consumption expendi-
ture rose by nearly 10.0 per cent 
and investment by about 20.0 per 
cent. As a result, non-oil GDP 
registered a rise of 7.8 per cent. 
Growth in the agricultural sector, 
however, was slower at 3.6 per 
cent compared with 4.3 per cent 
in 1989. The rate of GDP growth 
in 1991 was expected to be 
slightly lower at 6.0 per cent ow-
ing to infrastructure constraints, as 
well as monetary and credit re-
straints applied in order to slow 
down the high rates of growth of
42.9 per cent in 1989 and 15.9 
per cent in 1990. A long drought 
was also affecting agricultural pro-
duction adversely.

The inflation rate, measured 
by the consumer price index, rose 
to 9.5 per cent in 1990 compared 
with 6.4 per cent in 1989 and 5.5 
per cent in 1988. High demand 
pressures buttressed by high rates 
of monetary growth (M 1 grew by
42.9 per cent in 1989), capacity 
constraints, adjustments in the ad-
ministrative prices of petroleum 
products, electricity and other 
products, and a 15.0 per cent sal-
ary increase for civil servants in 
July 1990, were factors in acceler-
ating inflation. To curb inflation

the government tightened up li-
quidity (M 1 money supply growth 
was reduced to 15.9 per cent in
1990 and an actual decline was 
indicated in 1991). The Govern-
ment also adopted measures to re-
move some of the supply con-
straints; for example the export of 
certain items, such as construction 
materials, was banned. The infla-
tion rate in 1991 was expected to 
decline; the actual rate recorded 
up to September 1991 was 7.5 per 
cent.

The current account balance- 
of-payment deficits of Indonesia 
worsened in 1990 to 2.4 per cent 
of GDP compared with 1.4 per 
cent in 1989. The Government's 
fiscal operations resulted in larger 
deficits in spite of a buoyancy in 
domestic revenues. Both routine 
and development expenditure in-
creased rapidly in 1990-1991 as 
the government laid emphasis on 
infrastructure and human resources 
in its development activities. A 
major cause for the rise in routine 
expenditure was a rapid growth in 
debt-service payments, which ac-
counted for more than 45.0 per 
cent of total routine expenditure. 
Indonesia continued to implement 
reform measures, initiated in 1986, 
involving the external as well as 
the fiscal and financial sectors of 
the economy. A major package of 
reforms announced in June 1991 
further reduced non-tariff barriers, 
replacing them with tariffs and 
taxes and a rationalized tariff 
structure. During the course of 
implementation of reforms both 
the public sector and the external 
sector deficits have tended to in-
crease.

The economic growth rate of 
Malaysia, which rose to 9.8 per 
cent in 1990 (revised from the 
earlier estimate of 10.0 per cent), 
slowed to 8.6 per cent in 1991. 
Its growth rate in 1990 was the 
highest since 1976. Growth was 
stimulated by strong domestic de-
mand. Aggregate demand grew

by 14.4 per cent in real terms fol-
lowing similar expansions in the 
two previous years. Private sector 
consumption expenditure increased 
by 12.5 per cent, while private in-
vestment outlay increased by 37.1
per cent, aided by a 66.0 per cent
growth in foreign direct invest-
ment. Public sector investment 
also rose by 14.5 per cent owing 
to increased expenditure on 
infrastructural development. Out-
put growth was particularly strong 
in the manufacturing sector, which 
recorded 18.2 per cent growth in
1990 compared with 12.0 per cent
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grew at a rate of 10.4 per cent 
compared with 8.6 per cent in
1989. The rate of growth, how-
ever, decelerated in the agricultural 
sector from 5.8 per cent in 1989 
to 1.7 per cent in 1990. In 1991, 
demand growth decelerated. Ex-
ternal terms of trade deteriorated 
and domestic monetary measures 
also had a dampening effect. Pri-
vate consumption spending still 
grew strongly, by 14.7 per cent, 
but growth in private investment 
moderated significantly to a rate 
of 24.3 per cent. Output growth 
in the manufacturing, construction 
and service sectors remained 
strong, but in the agricultural sec-
tor it decelerated to 0.1 per cent.

The inflation rate in the 
economy rose from 2.8 per cent in
1989 to 3.1 per cent in 1990 and 
an estimated 4.5 per cent in 1991. 
The inflation rate was pushed up 
by a strong surge in domestic de-
mand, sharp increases in oil prices 
in the latter part o f 1990, and 
higher wages and emoluments in 
the private and public sectors. 
Government sought to absorb part 
o f the retail price increases of pe-
troleum and products by reducing 
duties, direct subsidy payments 
and by retaining price controls on 
certain basic items of food to 
moderate inflationary pressures. 
The inflation rate nevertheless ad-
vanced to 4.5 per cent in 1991,
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comparisons but of some concern 
in a country used to price stabi-
lity.

The external balance-of-pay- 
ments situation of Malaysia dete-
riorated in 1990-1991. Despite the 
strong growth in exports, the faster 
rise in imports resulted in a defi-
cit in 1991 in the trade balance 
(which had usually been in sur-
plus, more than offsetting the large 
outgoings on the services and in-
come accounts). Owing to re-
duced levels of trade surpluses, 
the current account had been 
negative since 1989. In 1991, the 
size of the deficits rose to more 
than double that of 1990. On the 
fiscal front, the Federal Govern-
ment kept the emphasis on pru-
dence in its operations. Revenue 
was buoyant in a thriving economy 
which permitted expenditure to 
rise also. Current operating ex-
penditure (76.0 per cent of the
1991 Federal budget) increased 9.2 
per cent over that of 1990 owing 
to higher emoluments paid to civil 
servants, and higher debt service 
and transfer payments. Develop-
ment expenditure rose by 11 per 
cent, a lower rise than in 1990. 
The overall budget deficit stayed 
almost the same as in 1990 
($M 5.2 million as against $M 5.0 
million).

After three years of expansion 
at rates averaging 6.0 per cent 
(1987-1989), the economic growth 
of the Philippines faltered in 1990- 
1991. In 1990, the rate of GDP 
growth was reduced to 2.6 per 
cent and a 0.2 per cent contraction 
in 1991 was estimated. A series 
of natural calamities (a long 
drought, typhoons, an earthquake 
and volcanic eruptions) caused 
huge damage to infrastructure, pro-
duction facilities and current pro-
duction. The drought had wors-
ened power shortages affecting in-
dustrial production. The Philip-
pines was one of the countries in 
the region worst affected by the

Persian Gulf war, which imposed 
tremendous costs on the country’s 
economy, in loss of remittances 
(40,000 Philippino workers were 
forced to return home), lower ex-
port earnings and higher import 
costs of oil. On the production 
side, the industry sector's growth 
rate fell to 1.8 per cent in 1990 
from 8.1 per cent in 1989, and in
1991 industrial output actually de-
clined by 2.7 per cent. Agricul-
tural growth also fell to 1.3 per 
cent in 1990 from 3.0 per cent in
1989. Prospects seemed brighter 
with growth during the first half 
of 1991 at 3.5 per cent. Later 
estimates indicated a 1.5 per cent 
growth during the year. On the 
expenditure side personal con-
sumption continued some growth 
but at a lower rate than in 1989 
and 1990. The investment growth 
rate fell to 2.8 per cent in 1990 
from 23.6 per cent in 1989, and 
actually declined by 21.9 per cent 
during the first half of 1991, with 
the annual decline forecast at 9.4 
per cent.

The macroeconomic balances 
of the economy worsened sharply 
in 1990-1991. The current ac-
count balance-of-payments deficits 
rose to 6.6 per cent of GDP in 
1990 from 4.1 per cent in 1989. 
The government's fiscal deficits 
similarly widened to 3.2 per cent 
of GDP from 2.0 per cent in the 
previous year. The rate of infla-
tion in the economy accelerated 
from 10.6 per cent in 1989 to
12.6 per cent in 1990 and to 17.5 
per cent in 1991. Apart from the 
effects of the macroeconomic im-
balances, the spillover effects of 
the 1990 oil price rise, the in-
creases in power and water rates, 
transport fares and wages were 
major cost-push factors contribut-
ing to inflation.

Early in 1991, the government 
adopted a stabilization programme 
aimed at reducing inflation and the 
twin (external current account and 
fiscal) deficits. The measures in-

cluded a sharp depreciation of the 
Philippine currency, contractionary 
monetary policy and the raising of 
the bank lending rates, upward ad-
justment in domestic oil prices, 
and a package of revenue raising 
and cost cutting fiscal measures 
including a 9.0 per cent import 
levy. Later in 1991 these meas-
ures started to have an effect on 
reducing the fiscal deficits, replen-
ishing foreign exchange reserves 
which had fallen to critically low 
levels, and permitting some relaxa-
tion of monetary policy and a fall 
in interest rates. The measures, 
however, had their adverse effects 
on the economy’s growth and in-
vestment performance in 1991, 
which were compounded by the 
other factors cited above.

Singapore’s economic growth 
was reduced from 9.2 per cent in
1989 to 8.3 per cent in 1990 and 
was expected to slow further to
7.5 per cent in 1991. The 1990 
growth was sustained by a faster 
rate of demand expansion at 12.0 
per cent compared with 8.5 per 
cent growth in 1989. External de-
mand, which constituted two thirds 
of total demand, provided the main 
stimulus to growth, rising by 11.0 
per cent compared with 9.1 per 
cent in 1989. Domestic demand 
rose by 14.0 per cent compared 
with 7.1 per cent in 1989. Larger 
demand, however, led to higher 
imports with a dampening effect 
on growth. Output growth in the 
economy was broad-based, with all 
sectors experiencing strong growth. 
The manufacturing sector expanded 
by 9.5 per cent, the fastest growth 
taking place in paints, pharmaceu-
ticals and other chemical indus-
tries. Financial and business serv-
ices, however, remained the lead-
ing sector of the economy with a
15.0 per cent rate of growth.

Gross fixed capital formation 
rose by 14.7 per cent after 17.7 
per cent growth in 1989. Private 
sector investment growth slowed 
from 27.3 per cent in 1989 to
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16.7 per cent, partly compensated 
by a 6.3 per cent growth in public 
investment after declines in the 
two previous years. Both invest-
ment and demand growth further 
slowed in 1991. The inflation rate 
(CPI index) rose to 3.4 per cent 
compared with the 1.5 per cent 
rise in 1988 and the 2.4 per cent 
in 1989. In 1991, the inflation 
rate could edge up to 3.8 per 
cent, a low rate in itself but a 
substantial acceleration considering 
the country's past records.

After four consecutive years 
o f rapid economic growth averag-
ing over 10.0 per cent per annum, 
the economy of Thailand was 
growing at a rate of 8.1 per cent 
in 1991. The rate of growth had 
slowed to 10.0 per cent in 1990 
from 12.0 per cent in 1989. The 
slow-down was partly the result of 
a 3.2 per cent contraction of the 
agricultural sector, which partly 
offset the very high growth rates 
in manufacturing (14.1 per cent), 
construction (24.2 per cent), and 
banking, insurance and real estate 
(30.0 per cent). In the latter three 
activities growth was faster in 
1990 than in 1989, whereas in 
manufacturing, transport and com-
munications, and wholesale and re-
tail trade, growth was somewhat 
slower. In 1991, growth in agri-
culture revived to reach 3.6 per 
cent, but overall growth of non- 
agricultural activities fell to 8.9 
per cent from 12.6 per cent in
1990, industry growing by 9.4 per 
cent and services by 8.3 per cent.

Both private and public sector 
investment rose at high rates (23.0 
and 33.3 per cent respectively) in 
1990 but were expected to slow 
down to 11.2 and 19.4 per cent 
growth in 1991. In 1990, aggre-
gate domestic demand at constant 
prices grew at a high rate for the 
fourth consecutive year, rising by
13.3 per cent compared with 10.1 
per cent in 1989. Private con-
sumption growth slowed somewhat 
to 9.0 per cent in real terms com-

pared with 10.5 per cent in 1989. 
Private investment rose by 21.5 
per cent, close to the 23.0 per 
cent of the previous year.

Exports growth was expected 
to rise to 22.4 per cent from 14.4 
per cent in 1990 but imports were 
to grow faster at 23.3 per cent af-
ter a 29.0 per cent growth in
1990. Owing mainly to the ad-
verse effect of the Persian Gulf 
war on tourism, the largest foreign 
exchange earner for Thailand, the 
services account balance was less 
favourable so that the current ac-
count balance-of-payments deficits 
widened sharply from 3.9 per cent 
of GDP in 1989 to 9.8 per cent in 
1990 and an estimated 8.7 per 
cent in 1991. Government budget 
operations, which started to de-
velop a surplus in 1988 (1.0 per 
cent of GDP), generated a larger 
surplus equivalent to 3.1 per cent 
of GDP in 1989 and 4.0 per cent 
in 1990. In 1991, the surplus 
amounted to an estimated 4.3 per 
cent of GDP.

A significant increase in do-
mestic credit (33.0 per cent growth 
in private sector credit in 1990 
compared with 29.5 per cent in
1989) was moderated by the gov-
ernment’s fiscal surplus and 
caused the money supply growth 
(M 1) to decelerate in 1990 to 11.8 
from 17.7 per cent in 1989. The 
inflation rate, however, crept up to
6.0 per cent in 1990 from 3.8 per 
cent in 1988 and 5.4 per cent in
1989. These rates caused some 
concern in the country, which had 
experienced less than 2.5 per cent 
rate of inflation since 1984. Apart 
from monetary growth, capacity 
constraints and the residual effects 
of the Persian Gulf war also put 
pressure on prices. The rate of 
inflation was expected to fall to
5.9 per cent as the government 
pursued restrictive monetary poli-
cies to ensure that the price stabil-
ity in the economy was not unduly 
upset. Amidst declining world 
economic growth, relatively high

inflation rates and rising current 
account deficits, the government 
thus maintained a cautious mon-
etary and fiscal policy stance in 
order to ensure achievement of 
growth with stability. At the same 
time, the government was imple-
menting wide-ranging policy re-
forms, including deregulation of 
foreign exchange controls, liberali-
zation of the interest rate system, 
restructuring of the tax system, 
and a liberalization of the oil pric-
ing system, among others.

The GNP growth rate of Viet 
Nam fell to 2.9 per cent in 1990 
from an average of 4.8 per cent 
during the period 1986-1990. A
3.2 per cent was expected to be 
realized in 1991, which would fall 
short of the 4.3 per cent target set 
by the government. In 1990, ow-
ing to unfavourable weather and 
pest damage, especially to the rice 
crop, the growth of the agricultural 
sector was 1.4 per cent only. In-
dustrial production also grew by
4.5 per cent after a 4.0 per cent 
decline in 1989. The light indus-
trial sector performed badly, with 
only 0.8 per cent growth as 
against a 13.0 per cent rate of 
growth in heavy industries.

Viet Nam had made consider-
able progress in recent years, such 
as a breakthrough in agriculture 
which enabled it not only to elimi-
nate domestic food deficits but to 
export 1.5 million tons of rice an-
nually in 1989-1990. Shortages of 
many essential commodities were 
overcome. Inflation was brought 
largely under control from the 
hyperinflationary monthly increases 
of 20.0 per cent in 1986 to 2.5 
per cent monthly increase in 1989 
(34.7 per cent annual rise). Price 
inflation, however, accelerated to a 
monthly rate of 4.4 per cent in 
1990 (67.5 annual rise) and 1991. 
Exports and investments in the 
economy were rising under the in-
centives provided, especially 
through the foreign investment 
code. Measures of economic re-
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form were implemented to trans-
form the economy from a State- 
regulated to a market system. 
This included price reforms imple-
mented at the end of 1990 raising 
the prices of essentials, such as 
petrol, electricity, steel and trans-
port fees, in efforts to bring about 
demand-supply balance through the 
pricing system. Foreign exchange 
rates of the domestic currency 
were also sharply reduced to bring 
them closer to the market equilib-
rium rate.

While the reform process to 
put the economy on a more liberal 
and higher growth path continued, 
the country came to face acute 
difficulties owing to profound 
changes in its international eco-
nomic relations. Viet Nam used 
to receive its annual supply of 3.5 
million tons of petrol, 2.5 million 
tons of fertilizer, 400,000 tons of 
steel and 60,000 tons of cotton, 
besides other chemicals, and ma-
chinery and equipment, under spe-
cial terms with members of the 
former Council for Mutual Eco-
nomic Assistance (CMEA). These 
supplies had to be obtained on 
market terms and paid for in hard 
currencies starting in 1991. On 
the other hand, a western policy 
embargo remained an obstacle to 
promoting trade, investment and 
international economic cooperation 
on a broader basis.

(iii) South and South-West Asia

The performance of the South 
Asian economies had generally im-
proved in 1990, with the exception 
of Nepal where the rate of growth 
declined to 3.6 per cent from 3.9 
per cent in 1989. Nepal and Pa-
kistan improved their performance 
in 1991 but Bangladesh, India and 
Sri Lanka experienced lower rates 
of growth. Inflation generally re-
mained relatively high in all the 
countries although the direction of 
price changes in 1990-1991 were 
different. The external current ac-

count, the savings-investment and 
the budgetary balances of most 
countries left significant gaps to 
be financed. The Islamic Repub-
lic of Iran achieved the most spec-
tacular improvement in its growth 
performance with a GDP growth 
rate of 10.5 per cent in 1990 com-
pared with 3.6 per cent in 1989, 
while substantially reducing the 
high inflation rates to which the 
economy had been subject for 
many years.

The economy of Bangladesh 
had achieved a real GDP growth 
rate of 5.8 per cent in 1990 (2.3 
per cent in 1989) with the aid of 
a 5.6 per cent growth in agricul-
ture. Industry and construction 
sectors also recorded relatively 
high growth rates of 8.4 and 9.0 
per cent. Agriculture produced a 
bumper crop, having recovered 
from the damage caused by floods 
in the previous two years when 
production actually suffered small 
declines (by 0.53 and 0.02 per 
cent). In 1991, the GDP growth 
rate was reduced to 3.6 per cent, 
as growth in the agricultural sector 
fell to 2.4 per cent. Growth in 
the industrial and construction sec-
tors also slowed to rates of 7.9 
and 5.1 per cent respectively.

Apart from the weather-in-
flicted damage (a cyclone in April 
and floods later in 1991), the un-
certainties associated with the po-
litical transition early in 1991 and 
the effects of the Persian Gulf war 
had adversely affected the econo-
my’s performance. The cost of 
petroleum and product imports 
rose by 37.7 per cent, reflecting 
the rise in oil prices as a conse-
quence of the Persian Gulf crisis. 
Remittance flows, widely feared to 
have been badly affected, were not 
reflected in the results for 1991 
since the volume of unrequited 
private transfers registered a rise 
from $802 million to $830 million, 
perhaps reflecting in part the relief 
transfers following the cyclone.

The structural imbalance in

the balance of payments was re-
flected in a trade deficit o f $2.3 
billion with exports ($1.49 billion) 
financing 39.5 per cent of imports 
($3.76 billion) in 1990. With $0.8 
billion private transfers, the current 
account deficit was further reduced 
to $1.58 billion. The trade and 
current account deficits were re-
duced to $1.97 and $1.17 billion 
in 1991 when imports fell by 3.3 
per cent, reflecting a serious 68.8 
per cent decline in capital goods 
imports. Exports, however, rose 
by 12.2 per cent to $1.67 billion.

The other aspect of the finan-
cial imbalance was reflected in the 
fact that a domestic savings rate 
of 2.5 per cent of GDP (average
1989-1991) financed only 23.6 
per cent of an average investment 
rate of a meagre 10.6 per cent of 
GDP. In 1990, the public sector 
Annual Development Programme 
(ADP) of Tk 51.0 billion was 98.6 
per cent financed by foreign re-
sources. Similarly, the 1991 ADP 
of Tk 61.2 billion was financed to 
the extent of 87.4 per cent by for-
eign resources. Government rev-
enue surpluses fell from Tk 9.2 
billion in 1989 to Tk 0.4 billion in 
1990 but recovered to Tk 5.1 bil-
lion in 1991.

The inflation rate (measured 
by the middle class people's cost 
of living index in Dhaka) was re-
duced from 9.0 per cent in 1990 
to 8.9 per cent in 1991. The re-
duced inflation reflected the effects 
of good harvests in 1990 and slow 
growth in money and credit in a 
recessionary environment in trading 
and industrial activities as mani-
fested in a fall in imports.

The growth performance of 
India remained rather steady dur-
ing 1990-1991. The rate of GDP 
growth declined from 5.2 per cent 
in 1989 to 5.0 per cent in 1990. 
However, growth was projected at
3.5 per cent only in 1991. While 
growth in agriculture improved 
from 2.5 per cent in 1989 to 3.0 
per cent in 1990 and 1991, indus-
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trial growth slowed from 6.8 to
6.5 and 5.0 per cent. Agriculture 
had recently suffered less weather- 
related damage and showed steady 
improvement following a spurt of 
growth in 1988 (a 15.4 per cent 
growth which pushed the GDP 
growth rate to 10.4 per cent). 
Food grain production reached a 
level of 177 million tons in 1990 
and was expected to rise to 183 
million tons in 1991 compared 
with 153 million tons in 1985. 
Production of several cash crops 
also expanded significantly. Pro-
duction of oil-seeds and pulses, 
two essential consumption items, 
however, continued to decline, 
making it necessary to import 
large quantities of such items. In-
dustrial growth was slowing down. 
The uncertainties associated with 
the political change early in 1991 
and the supply bottlenecks, espe-
cially for imported inputs in the 
face of record balance-of-payment 
deficits, were mainly responsible.

The balance-of-trade deficits 
reached $ 10 billion in 1990, 53.0 
per cent in excess of export earn-
ings. With a surplus on invisibles 
the current deficits were reduced 
to $8.5 billion. Reduction of this 
deficit was a policy target, and 
despite announcements of liberali-
zation measures by the new gov-
ernment, imports were expected to 
fall by $1.0 billion in 1991. That, 
together with a rise in exports by 
$1.4 billion, would enable the bal-
ance of trade and current account 
payments deficits to be reduced to 
$7.6 billion and $6.0 billion. Im-
balances in public finances were 
another of the country's economic 
problems. The gross fiscal defi-
cits of government reached an all 
time high of Rs 422 billion, 
equivalent to 8.2 per cent of GDP 
in 1990. Reducing the fiscal defi-
cits was a policy priority of the 
new government and a reduction 
to 6.5 per cent of GDP was tar-
geted for 1991. The gross domes-
tic investment rate in 1991 de-

clined to 22.6 per cent of GDP 
from 24.1 per cent in the previous 
year. The domestic savings rate 
also declined from 22.9 to 20.6 
per cent.

The inflation rate in India was 
rather high. The consumer price 
index for industrial workers rose 
by 11.6 per cent in 1990 com-
pared with 6.6 per cent in 1989. 
The 1988 bumper harvest had a 
very favourable effect on food 
prices and hence on the workers’ 
cost o f living index in 1989 and
1990. The annual rate of inflation 
measured by the same index was 
estimated at 12.0 per cent in
1991. Inflation in the economy 
was sustained by large budgetary 
deficits, high rates of monetary 
growth resulting partly from the 
monetization of a large part o f the 
fiscal deficits, supply shortages of 
certain essential commodities, and 
also by wage-cost pressures in cer-
tain sectors of industry.

Nepal managed to improve its 
economic performance in 1991 
with a GDP growth rate of 4.0 
per cent compared with 3.6 per 
cent in 1990. Both the agricul-
tural and the non-agricultural sec-
tors showed improved performance 
with 3.0 and 5.7 per cent rates of 
growth respectively. Favourable 
weather improved agricultural pro-
duction and a resolution of the 
trade and transit dispute with In-
dia, which had adversely affected 
the performance of the non-agri- 
cultural sector in the two previous 
years, had favourable effects on 
non-agricultural sector output.

The economy, however, came 
under stress in the wake of the 
Persian Gulf crisis owing to the 
higher prices of petroleum and the 
loss of tourism and remittance in-
comes. The rate of inflation in 
the economy moderated to 7.9 per 
cent in 1991 from 8.3 per cent in
1990. The easing of the supply 
constraints as a result o f improved 
agricultural production and the 
resolution of the trade disputes

with India had helped in easing 
the inflation rate. Nevertheless, 
external pressures such as the 
higher prices of petroleum and 
most other imports, particularly 
those coming from India, contin-
ued to work on the domestic price 
level. At the same time, the high 
rates of domestic monetary expan-
sion, largely due to government 
deficit financing, exerted pressure 
on the price level. Government 
budgetary deficits, even after ac-
counting for the substantial foreign 
grants on the revenue side, sharply 
increased to Rs 8.5 billion annu-
ally during 1989-1990 from Rs 4.7 
billion in 1988. The current ac-
count balance-of-payments deficits 
widened from 4.5 per cent of 
GDP in 1987 to 8.0-9.0 per cent 
during 1988-1991, as exports 
tended to stagnate and imports in-
creased.

Pakistan managed to improve 
its economic growth performance 
by a percentage point to 5.6 per 
cent in 1991 from 4.6 per cent in
1990, even though the economy 
came under stress owing to the 
Persian Gulf crisis. The improved 
GDP growth reflected the higher 
growth rates recorded in most sec-
tors of the economy. The large- 
scale manufacturing sector, how-
ever, continued to grow at the 
slower rate of 4.7 per cent in
1990 and 1991 although higher 
rates of growth were targeted.

Both domestic consumption 
and investment expenditures rose 
at nominal rates of 16.6 and 16.0 
per cent in 1991 over the previous 
year, which resulted in a marginal 
fall in the investment GDP ratio 
from 18.6 to 18.3 per cent. Na-
tional savings financed a higher
77.6 per cent of total investment 
in 1991 compared with 74.8 per 
cent in 1990, reducing the re-
source gap to the equivalent of 4.0 
per cent of GDP compared with
4.5 per cent in 1990. The sav- 
ings-GDP ratio thus made an ad-
vance from 13.2 per cent in 1990
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to 14.5 per cent in 1991. Not-
withstanding the adverse impact of 
the Persian Gulf crisis and of the 
domestic political changes in 
1990-1991 on the government's 
budgetary position, the overall 
budgetary deficits were reduced 
from 7.1 per cent of GDP in 1990 
to 5.8 per cent in 1991. In re-
sponse to government budgetary 
demand and private sector credit 
requirements, money supply growth 
accelerated from 12.6 per cent in
1990 to 17.9 per cent in 1991. 
The current account balance-of- 
payment deficits, like the fiscal 
deficits, narrowed marginally from 
$1.93 billion in 1989 to $1.89 in
1990 and to $1.84 billion in 1991. 
The improvement came about 
largely through export gains, as 
imports kept rising while private 
transfers, largely workers’ remit-
tances, which were the biggest 
single source of foreign exchange 
earnings, tended to decline. The 
economy was, however, subjected 
to higher inflationary pressures in
1991 when the rate of inflation 
accelerated to 12.7 from 9.1 per 
cent in 1990. The largest price 
increases were recorded in the cat-
egories of fuel and lighting, and 
transport and communications 
among the various sub-indices of 
consumer expenditures, reflecting 
the effects of higher oil prices.

The government had been im-
plementing wide-ranging economic 
policy measures involving most 
sectors of the economy. In order 
to reduce the recurrently large fis-
cal deficits, measures were taken 
to increase the elasticity of the 
revenue system by enlarging the 
coverage of sales tax, removing 
tax exemptions and increasing the 
administered prices of electricity, 
gas and telephone services. On 
the other hand, efforts were made 
to contain current outlays by con-
trolling administrative expenditures 
and reducing subsidies. Trade, in-
dustrial and financial sector re-
forms involved greater liberaliza-

tion and an enhancement of the 
private sector’s role.

Sri Lanka’s GDP growth rate 
of 6.2 per cent in 1990 was a 
substantial improvement from the
2.1 per cent average rate of 
growth during the period 1987-
1989. The agricultural sector, un-
der favourable weather conditions 
and better cultivation practices, re-
corded a growth of 8.8 per cent 
that was equally strong in both 
plantation and non-plantation agri-
culture. The manufacturing sector 
recorded a 9.5 per cent growth in 
value added, but growth was more 
subdued in the construction and 
service sectors at 2.0 and 4.3 per 
cent respectively. In 1991, the 
rate of GDP growth was expected 
to be at least a percentage point 
lower, as growth in agriculture was 
decelerating sharply owing to poor 
weather and the security situation 
in the country affecting particularly 
the plantation sector. The indus-
trial sector was expected to main-
tain its growth at the same higher 
rate as in 1990 and the construc-
tion sector was growing at a mar-
ginally higher rate.

In 1991, gross domestic in-
vestment was expected to reach
22.9 per cent of GDP from 22.6 
per cent in 1990. National sav-
ings rates of 15.8 per cent would 
thus leave a 7.1 per cent financing 
gap, marginally lower than in
1990. The external current ac-
count balance improved somewhat 
in 1990 with a reduced deficit of 
SDR 320 million compared with 
SDR 397 in 1989. A drop in 
exports growth and lower earnings 
from tourism and private transfers 
would cause the balance-of-pay- 
ment deficits to rise again to SDR 
400 million despite a deceleration 
in imports growth. The govern-
ment budget deficit amounted to
6.8 per cent of GDP in 1990 and 
was expected to rise to 8.9 in
1991. On the monetary front, M 1 
money supply growth rose at mod-
erate rates of 12.9 and 12.7 per 
cent in 1990 and 1991.

Inflation worsened in 1990. 
Consumer prices rose 21.5 per 
cent in 1990 as against 11.6 per
cent in 1989. One of the key
contributory factors was the depre-
ciation of the currency late in
1989. Another important factor 
was the adjustment and liberaliza-
tion of some administered prices 
as a response to changes in import 
prices. The steep rise in the oil 
price and the adjustment of do-
mestic prices following the Persian 
Gulf crisis in the latter half of
1990 were significant factors. The 
improvement of the domestic sup-
ply situation in agriculture in the 
latter half of 1990 and lower oil 
prices following the settlement of 
the Persian Gulf crisis aided in re-
ducing the pressure on prices. 
However, inflation was still ex-
pected to be 14.1 per cent in
1991.

Sri Lanka was implementing 
policies, aiming at fiscal and mon-
etary stabilization, trade reforms, 
public sector restructuring with ap-
propriate privatization and adminis-
trative reforms. The key policies 
included rationalization of the pub-
lic sector through improving the 
efficiency of public administration; 
improved targeting of welfare pro-
grammes; overhauling of the tax 
system and its administration; di-
vesting of government-owned ven-
tures to the private sector; stream-
lining of procedures and rules gov-
erning foreign private investment; 
new incentives for export produc-
tion; better management of the 
plantation agriculture sector and 
improved irrigation, marketing and 
extension services in the non-plan-
tation sector; and strengthening of 
infrastructure through the public 
investment programme.

After an annual 0.3 per cent 
rate of decline during the period 
1977-1988, the economy of the Is-
lamic Republic of Iran started re-
covering in 1989 with a GDP 
growth rate of 3.6 per cent in that 
year. The rate of growth acceler-
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ated to 10.5 per cent in 1990 and 
was expected to be sustained at
8.0 per cent in 1991. Contribu-
tions to growth came from the ac-
celerated pace of activities in all 
sectors, although the highest con-
tribution came from the services 
which made up more than 40.0 
per cent of the 1990 GDP growth. 
In 1990, both private and public 
consumption expenditures recorded 
high real growth at rates of 18.8 
and 20.4 per cent respectively. 
On the other hand, gross domestic 
fixed capital formation increased 
by only 1.4 per cent, which re-
sulted in an investment-GDP ratio 
of 8.7 per cent. The investment 
rate in the economy had suffered a 
serious decline during the period 
1980-1989 and failed to recover in
1990 to the pre-1979 rates.

As a result o f faster growth 
in revenue than in expenditures 
since 1988, assisted further by 
sharp increases in oil revenues in
1990, government budget deficits 
continued to fall and stood at 5.3 
per cent of GDP in 1990 from
10.0 per cent in 1989. The exter-
nal current account balance-of-pay- 
ment deficits narrowed to around 
$2.0 billion and was expected to 
be balanced in 1991. The rate of 
inflation (CPI measure) was re-
duced to 9.0 per cent in 1990 
from 17.4 per cent in 1989. Fol-
lowing the launching of the first 
five-year plan in 1990, the Gov-
ernment embarked on extensive 
policy reforms involving trade and 
industrial policies, monetary, fiscal 
and price policies.

2. Sectoral perform ance o f  the  
developing econom ies

(a) An overview

As development proceeded in 
the region at a generally strong 
dynamic pace, the output composi-
tion of economies kept shifting 
away from agricultural and other 
traditional activities in favour of

manufacturing and other industrial 
activities, and the services. As 
expected, the shift had proceeded 
to the farthest and been the most 
pronounced in the region's three 
developed countries; agriculture's 
share in GDP declined to less 
than 5.0 per cent in Australia and 
less than 3.0 per cent in Japan, 
for example. Yet the farm sector 
continued to remain of crucial sig-
nificance in the context of external 
trade and balance of payments 
and, therefore, in overall economic 
performance, particularly in Aus-
tralia and New Zealand. Unlike 
in the developing countries, the 
agricultural output of these two 
countries weighed more in favour 
o f dairy and livestock products al-
though Australia also produced 
substantial grain crops, such as 
wheat.

Some of the newly industrial-
izing economies of the region, 
such as Hong Kong and Singa-
pore, had very little agriculture to 
start with. Their output patterns 
were dominated by manufacturing 
and services. They were shifting 
more towards service activities, 
taking advantage of the rapid tech-
nological advancement in the pro-
duction and delivery of services. 
Others, such as the Republic of 
Korea and Taiwan Province of 
China, had effected a significant 
reduction in agriculture's share of 
both employment and output. Re-
cently they had also been moving 
to change the composition and 
technological levels of their manu-
facturing and service industries as 
they faced greater competition 
from other developing countries in 
the production of simpler manufac-
tures.

Output composition was 
changing at a varying pace, not 
only intersectorally but also 
intrasectorally in the region’s other 
developing countries, producing a 
pattern in which agriculture had 
lost its output share quite substan-
tially. A greater degree of trans-

formation had taken place in the 
more dynamically growing econo-
mies and the least had occurred in 
the least developed and small is-
land economies. Agriculture, nev-
ertheless, continued to remain of 
crucial significance in most of the 
developing countries, not only as a 
source of employment and income 
for the largest section of the popu-
lation but also as a source of food 
and nutrition supplies for entire 
populations.

In most countries, substantial 
sectors of domestic industries were 
devoted to processing agricultural 
products and producing the agri-
cultural sector’s supply needs for 
enhancing that sector's productivity 
and production capacity. Many of 
these are small- and medium-scale 
industries which play a significant 
role in industrial development in 
many countries in the region (see 
box I.6). In many countries, for-
eign trade in agricultural and agro- 
processing products remained of 
crucial significance. Even more 
important was the fact that in 
many countries agricultural produc-
tivity rates still were very low by 
world standards. Therefore the 
sector had the potential to make 
further contributions to output 
gains through productivity im-
provements, while releasing man-
power for other more productive 
activities, thus completing a fur-
ther progressive step in the 
gradual process of economic trans-
formation that most countries were 
experiencing. The following re-
view concentrates on the most re-
cent pattern of sectoral output 
growth in this context of continu-
ing structural change.

(b) Agriculture

In North-East Asia, China’s 
agriculture, which was about a 
third of the economy in terms of 
income share, did well in 1990 
under favourable weather condi-
tions, gross value of agricultural

44



Box I.6. Small and medium-scale enterprises and industrial development 
in the ESCAP region

Small and medium-scale enter-
prises (SMEs) have played a very 
important role in promoting indus-
trial development in the Asian and 
Pacific region. Japan and Taiwan 
Province o f  China stand out as ex-
amples. In Taiwan Province of 
China, SMEs produce 65 per cent 
o f  the economy’s total output. As 
more and more developing countries 
come to appreciate the stimulating 
role o f  SMEs in fostering develop-
ment, supportive and innovative 
measures will be needed to promote 
their growth and development in the 
ESCAP region. Such promotion 
will be particularly critical for the 
least developed countries and the 
transitional economies o f  the region 
which are embarking on a market- 
oriented path.

In terms o f the number o f  es-
tablishments SMEs in fact predomi-
nate in all developing economies o f  
the ESCAP region, but much more 
significant than their numerical su-
periority is the significant role they 
play in the overall economic and in-
dustrial development o f  the 
economy. Briefly, SMEs play the 
following roles in the economy: 
employ the bulk o f  the industrial la-
bour force with more workers em-
ployed per unit o f  capital; have a 
favourable impact on income distri-
bution and regional development; 
serve as a “training” ground for 
developing the skills o f  industrial 
workers and entrepreneurs; comple-
ment large firms and enhance the 
efficiency and resilience o f  the 
economy; and finally contribute to 
savings and export earnings.

Evidence o f  all o f  these can be 
found in the region, although only a 
few examples can be reported here. 
In Bangladesh, small-scale and craft 
industries employ 2 to 3 million 
workers, almost 80 per cent o f  the 
entire industrial workforce o f  the 
country. In the Republic o f  Korea, 
SMEs employ about 50 per cent o f 
the industrial labour force and ac-
count for almost one third o f  manu-

facturing value added. The bulk o f 
the industrial establishments in Malay-
sia are found in the SME sector. 
Around 50 per cent o f  value added 
and 55 per cent o f  industrial employ-
ment in Malaysia originate in the 
country’s SMEs. The ratio o f  fixed 
assets per worker rises continuously 
with the size o f  establishment, indicat-
ing that a given amount o f  capital 
generates more employment in SMEs 
than in large-scale enterprises.

Similar observations can be made 
for most other economies o f  the re-
gion. The observed employment-in- 
tensity o f  investments in SMEs has 
several important implications for de-
veloping countries o f  the region. Re-
search suggests that capital used per 
head o f  workers sharply increases 
with the size o f  the enterprise in 
terms o f  the number o f  employees.a 
That would mean that a given 
amount o f  capital will create more 
employment if  it is spread over a 
large number o f  SMEs than if  it is 
concentrated in a few large ones. 
These considerations are o f  crucial 
significance for government policies 
in the ESCAP region, in the context 
o f  the existing situation o f  unemploy-
ment and underemployment affecting 
large numbers o f  people in many 
countries (see chap. V).

It is plausible to assume that 
large enterprises, which tend to pro-
duce a relatively small number o f 
high-wage incomes and an even 
smaller number o f  high-capital in-
comes, have the impact o f  raising the 
income o f  a relatively small number 
o f  high-income people by a relatively 
large amount. Contrarily, it is also 
plausible to conclude that since SMEs 
produce a large number o f  relatively 
low wage payments and relatively low 
capital incomes, their impact consists 
o f  relatively small increases in income 
for a relatively large number o f  peo-

a United Nations, Industrial Re-
structuring in Asia and the Pacific 
(ST/ESCAP/960), p. 221.

p le. Under these circumstances, one 
may conclude that the income distri-
bution impact o f  SMEs is more fa-
vourable than that o f  large-scale in-
dustry. Despite the dynamism 
shown by many economies o f  the 
region, significant spatial variations 
in industrial progress can be ob-
served in the present stage o f  devel-
opment. Many analysts believe that 
this adverse process is attenuated by 
SMEs, such as in the Philippines, 
for example, where 54 per cent o f 
SMEs, employing between 1 to 99 
persons, operate outside the capital 
region and 84 per cent outside m a-
jo r cities.

SMEs serve as a “training 
ground” for developing the skills o f 
industrial workers and entrepreneurs. 
Although this is seldom appreciated, 
it is probably the most important 
contribution o f  SMEs to the 
economy. The low cost o f  setting 
up a small manufacturing unit ena-
bles an enterprising worker not only 
to provide him self with a livelihood 
but also to offer employment to oth-
ers. It has been observed that in 
many cases SME entrepreneurs do 
not have an upper secondary-level 
education. They would have found 
it difficult to secure a well-paid job 
in the labour market. More impor-
tant, the training and experience 
which they acquired in the operation 
o f  their enterprises enabled a 
number o f  them to branch out into 
other fields. Given the right kind 
o f  support, SMEs offer the best 
chance to upgrade entrepreneurship 
from the extensive informal sectors 
in the ESCAP region and thus in-
corporate a large part o f  those sec-
tors into the formal economy.

SMEs play an important role 
complementary to large establish-
ments in the economy in other 
ways. They supply a substantial 
part o f  the demand for simple and 
inexpensive consumer goods at 
prices within the range o f  the lower 
income groups. Also, specialities 

(Continued overleaf)
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that would be uneconomic for large 
firms to produce and products for 
which the market is too small to 
justify mass production are made 
available. More important, SMEs 
supply many o f  the large firms with 
ancillary parts and components 
through subcontracting. Large-scale 
industries in Japan assist SMEs in 
design, quality control, procurement 
o f  raw materials and purchases, 
while SMEs concentrate on the pro-
duction o f  contracted goods and 
delivering them in time. In the Re-

public o f  Korea, the subcontracting 
and ancilliry relationship between 
large enterprises and SMEs have been 
institutionalized in the form o f  a Sys-
tematization Promotion Council, set 
up in 1975 under the law. In Thai-
land, subcontracting linkages are 
found mostly in the light manufactur-
ing industry.

The principal sources o f  finance 
for the SME sector are the owners’ 
own family, friends and relatives as 
well as traders who extend them 
credit. It is likely that a large pro-

portion o f  the capital mobilized for 
investment in SMEs would not have 
been available to large establish-
ments or to the government for in-
vestment. M ost o f  it would prob-
ably have been devoted to consump-
tion expenditure i f  SMEs had not 
aggressively sought it. W hen spread 
throughout the economy, this pro-
pensity to save and invest, induced 
by the development o f  SMEs, can 
increase the overall savings ratio o f 
the population.

Table I.6. Selected developing economies o f the ESCAP region. Sectoral components o f gross domestic product  
and their growth rates, 1988-1991

N orth -E ast Asia
b a anihC 1988 32.5 52.8 c 14.7 d 2.3 17.4 c 6.4 e

1989 31.9 53.2 c 14.8 d 3.2 6.0 c -5 .2  e
1990 33.1 52.2 c 14.6 d 6 .8 7.6 c 1.9 e
1991

Republic o f  Korea 1988 9.6 45.4 45.0 8.0 12.3 11.4
1989 9.0 45.3 45.7 -0.9 6.0 7.9
1990 7.9 46.2 45.9 -4.1 11.1 9.3
1991 1.5 8.6 9.2

S ou th -E ast Asia
Indonesia 1988 21.2 39.9 38.9 4.7 5.2 6.8

1989 20.6 40.1 39.3 4.3 8.0 8.5
1990 19.7 40.6 39.7 3.6 8.4 8.1
1991 2.5 6.6 6.5

Malaysia 1988 21.0 39.7 39.3 5.4 12.7 7.2
1989 20.4 40.5 39.1 5.8 11.0 8.6
1990 19.4 41.7 38.9 1.7 12.8 10.4
1991 18.4 42.7 39.0 0.1 10.4 8.1

Philippines 1988 27.3 32.7 40.0 3.5 8.5 6.8
1989 27.1 33.1 39.8 3.0 8.1 5.7
1990 26.9 33.0 40.1 1.3 1.8 3.3
1991 23.0 34.9 42.1 1.5 -2.7 2.0

Singapore 1988 0.4 36.6 62.9 - 12.2 13.1 10.2
1989 0.4 36.3 63.3 - 6.6 8.3 9.9
1990 0.3 36.6 63.1 -7 .6 9.2 7.8
1991

(Continued on next page)
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Table 1.6 (continued)

Sources: Asian Development Bank, Key Indicators o f  Developing Asian and Pacific Countries, vol. XXII (July 1991); and 
national sources.

a National income. b Sectoral shares are in current prices. c Excluding construction. d Transport and commerce only. 
e Commerce only. f Excluding electricity. g Including electricity.

output having increased by 6.8 per 
cent over 1989. Grain production 
reached a record level of 446 mil-
lion tons, increasing by 9.5 per 
cent over 1989. There were nota-
ble increases also in the produc-
tion of cotton, oil-bearing crops, 
sugar crops, and fruits and vegeta-
bles. In m id-1991 the weather

turned adverse. In June-August, 
heavy rains and flooding in major 
grain-producing areas caused dam-
age estimated at 10 million tons 
of grains. Despite government ef-
forts to replant the flood-stricken 
areas and to implement other 
longer-term support measures to 
reduce agriculture's vulnerability to

weather, grain production was esti-
mated to fall to 425 million tons 
in 1991, which, however, would 
remain the second best record 
ever. The loss in production did 
not put an undue pressure on 
grain prices, as supplies could be 
assured at the newly fixed higher 
prices as of May 1991 as part of
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Thailand 

Viet Nama

1988
1989
1990
1991

1988
1989
1990
1991

16.9 
16.1
14.4 
13.7

58.4
53.9
55.5

32.9
34.1 
35.8 
36.3

24.2 
25.7 
24.5

50.2
49.8
49.8
49.9

17.5
20.4
20.0

10.2
6.6

-3.8
3.6

6.1
1.4
1.3

17.4
16.2
15.6
9.4

-4.0
4.5 
5.8

11.6
11.1
10.0
8.3

1.4 
2.1 
0.5

South and South-West Asia
Bangladesh

India

Islamic
Republic o f  Iran 

Nepal

Pakistan

Sri Lanka

1988
1989
1990
1991

1988
1989
1990
1991

1988
1989
1990
1991

1988
1989
1990
1991

1988
1989
1990
1991

1988
1989
1990
1991

38.4 
37.2
37.0
36.6

32.9
32.1
31.5 
31.0

19.5
19.5
18.5

58.2
60.3
62.4 
61.8

25.7 
26.2
25.7
25.6

23.5
22.7 
23.3

16.7
17.1
17.3
17.4

28.4
28.8
29.2
29.4

32.9
33.5 
35.0

44.9
45.7
45.7
46.0

38.7
39.1 
39.3
39.6

47.6 
47.0 
46.5

41.8
39.7
37.6
38.2

25.1
25.1 
25.5
25.7

27.7 
28.0
27.1 f

49.1
48.7
48.7
48.7

48.8 
49.3 
49.6 g

- 0.8
- 1.1
5.6
2.4

15.4
2.5
3.0
2.5

3.8
4.7

8.1
7.5 
7.3
3.0

2.7
6.9
2.7
5.1

2.1 
- 1.1

8.8 
1.1

5.3
4.8
7.3
3.8

8.1
6.8
6.5
2.5

5.4 
15.4

5.3
4.7
5.8
3.8

8.1
6.3 
5.5 
5.0

2.2
9.4

 6.0 
- 1 .2  
- 2.0
5.7

9.8
4.7
6.3 
6.2

4 .2
3.4
7.5f 
5.9f

6.8
3.8
4.8
5.5

2.2
3.2
4.3 g
5.5 g
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internal price reforms.

Mongolia, where agriculture 
accounted for a quarter of the na-
tional income, received severe set-
backs in agricultural production. 
Heavy rains severely damaged the
1990 crops and inadequate fodder 
production resulted in heavy losses 
of livestock, the most important 
source of agricultural production, 
during the winter of 1990-1991. 
Lack of fertilizer and other sup-
plies as a result of a drop in im-
ports from the former Soviet Un-
ion also resulted in a fall in pro-
duction of food products. Live-
stock and dairy products fell early 
in 1991. Production of milk, eggs 
and pork fell by 32.0, 10.0 and
14.0 per cent during the first quar-
ter of 1991 over the same quarter 
of 1990.

In the Republic of Korea, ag-
ricultural production, including for-
estry and fishing, declined by 0.9 
and 4.1 per cent in 1989 and
1990. In 1991, a 1.5 per cent 
growth was expected. Weather 
was again responsible for the poor 
harvests in rice, vegetables and 
fruits. The sector's share in the 
economy had already fallen below
10.0 per cent of GNP and exerted 
less influence on the economy's 
overall growth.

In South-East Asia, agriculture 
played an important role in the 
economies o f Indonesia, Malaysia, 
the Philippines, Thailand and Viet 
Nam, although in ASEAN-4 the 
sector’s income share fell below
20.0 per cent, except in the Philip-
pines, where it stayed just beyond 
that level. In all of these econo-
mies, agriculture is an important 
export sector, besides being impor-
tant for supply of food, raw mate-
rials and employment. The agri-
cultural sectors of Indonesia, Ma-
laysia and Thailand had proved 
highly dynamic, though in 1990-
1991 they received some set-backs.

The agriculture sector of Indo-
nesia had recorded a 4.5 per cent

average growth during the two 
years 1988 and 1989. In 1990, 
the rate of growth declined to 2.5 
per cent as the weather turned ad-
verse. Rice production, the princi-
pal agricultural crop and the coun- 
tryS staple diet, levelled off after 
a bumper harvest in 1989. The 
prevalence of a long drought in
1991 gave rise to apprehension 
that rice and other agricultural 
production could be reduced in
1991.

In Malaysia, agricultural 
growth in value-added terms 
slowed to 0.4 per cent in 1990 
after rapid growth in 1988-1989. 
The sector had grown by 5.8 per 
cent in 1989. The 1990 slow-
down was due to a fall in rubber 
production by 9.0 per cent and 
only a marginal 0.6 per cent in-
crease in palm oil production after 
a 20.4 per cent growth in 1989. 
Among other crops, cocoa produc-
tion increased by 4.9 per cent. 
The agricultural sector's perform-
ance deteriorated further in 1991, 
with only a 0.1 per cent estimated 
growth. In the first quarter of
1991 agricultural output declined 
by 3.6 per cent, mainly as a result 
of a fall in palm oil production. 
The production of rubber, on the 
other hand, increased by 5.3 per 
cent, the increase taking place 
both in the smallholder and estate 
sectors, after two previous years of 
decline. Higher production o f  co-
coa was also expected. However, 
rubber and sawn log production 
was expected to register only weak 
recovery.

Agricultural performance in 
the Philippines remained relatively 
weak. Growth in the sector de-
clined to 1.3 per cent in 1990 
from 3.0 per cent in 1989. The 
country suffered repeated natural 
calamities (floods, typhoons, earth-
quakes, volcanic eruptions) in 
1990-1991, with severe damaging 
effects on agricultural production. 
However, in 1991 agriculture 
posted a slightly higher 1.5 per

cent rate of growth despite the re-
peated battering by typhoons and 
floods.

Thailand experienced a decline 
in agricultural production by 3.8 
per cent in 1990 after 6.6 growth 
in 1989. Adverse weather condi-
tions had caused crop production 
to fall by 5.7 per cent. Major 
crops including rice, maize, sugar-
cane, tapioca and palm oil suffered 
a large drop in production owing 
to contraction in planted areas 
and/or productivity decline. Fish-
ery production fell by 1.5 and the 
forestry sector continued its rapid 
decline at 31.0 per cent after a
53.1 per cent contraction in 1989, 
reflecting government policies of 
protection, bans and conservation 
to meet environmental concerns. 
In 1991, growth in agriculture was 
estimated at 3.6 per cent.

Agriculture in Viet Nam 
marked strong showings in 1989-
1990, with considerable expansion, 
particularly in rice production. In
1991, the area under rice produc-
tion continued to expand especially 
in the South. However, crop dis-
eases, pest attacks and flood dam-
age kept down the production 
level. Total food output was ex-
pected to reach 21 million tons in
1991, sufficient to meet domestic 
food needs, but would cut down 
the export surpluses that had 
emerged in 1989-1990.

In South Asian countries, 
long-term progress in agricultural 
development has been made and 
production increase has taken 
place. Basic food deficits have 
been overcome, except in Bangla-
desh where the annual deficit has 
also been substantially reduced. 
The sector still remains relatively 
large in terms of both income and 
employment shares. In 1990-1991, 
countries in the subregion had re-
ceived set-backs in agricultural 
production owing to unfavourable 
climatic developments.

In Bangladesh, agriculture is 
more than one third of the
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economy. The growth rate of ag-
riculture in 1991 slumped to 2.4 
per cent from the weather-induced 
buoyant growth of 5.6 per cent in
1990. Rice dominates the agricul-
tural production structure and ex-
pansion of rice production has 
been a basic target in meeting the 
country's essential food require-
ments. Long-term success is indi-
cated by the fact that rice produc-
tion increased in 1990 to above 18 
million tons of cleaned rice, from 
about 11 million tons in 1970. 
Production of wheat also expanded 
from 0.1 million tons to 0.9 mil-
lion tons during the same period. 
Production of rice increased by 2.1 
per cent in 1991 from 17.9 million 
tons to 18.2 million tons, and to-
gether with wheat a total of 19.1 
million tons of food grains were 
produced in 1991. The country’s 
burgeoning population, however, 
has overtaken the growth in food 
production. The concern with 
meeting the basic grain require-
ments has permitted fewer gains to 
be achieved in other areas of agri-
cultural production. Recent poli-
cies and programmes have empha-
sized more production of vegeta-
bles and fruits as diet supplements 
and some successes are being 
achieved. In 1991, for example, 
production of potatoes increased 
by 55.0 per cent and vegetables by
27.0 per cent. However, there was 
a decline of 1 per cent in jute 
production and 6 per cent in cot-
ton production, two important cash 
crops. Production of oil-seeds and 
pulses (legumes), two essential 
consumption items in general 
shortage, declined by 3.0 and 5.0 
per cent respectively. Fishing ac-
tivities have been encouraged in 
Bangladesh in its vast inland water 
bodies. Production of fish ex-
panded to 0.89 million tons in
1991 (0.65 million tons from in-
land waters and 0.24 million tons 
from marine waters).

India has also achieved simi-
lar long-term progress in agricul-

tural production. The changing 
structure of production in the 
economy resulted in the sector's 
output share to reach 31.0 per 
cent by 1991, though the employ-
ment share remained much higher. 
Value added in the agricultural 
and allied sector grew by 3.0 per 
cent in 1990 and was expected to 
grow at the same rate in 1991, 
improving from 2.5 per cent 
growth in 1989. There was no 
major climatic upset during the 
period 1990-1991 on India's agri-
culture, although the effects of the 
Persian Gulf war, primarily higher 
oil prices, had an adverse effect 
on the entire economy. The 
strongest part of India’s agricul-
tural performance was the ex-
panded level of grain production 
to eliminate deficits for domestic 
consumption requirements. Food 
grain production expanded to 177 
million tons in 1990 from 150 
million tons in 1985, and was ex-
pected to rise to 183 million tons 
in 1991. Significant expansion in 
the production of several cash 
crops had also occurred, although 
production of oil-seeds and pulses 
declined as in Bangladesh. The 
diversified agricultural activities of 
India's continental size economy 
showed strong performance in sev-
eral areas of cash crop production, 
but failure to expand production of 
oil-seeds and pulses (legumes), 
two essential items of consump-
tion, required large imports on a 
cash basis and remained a matter 
of concern in the balance-of-pay- 
ment context.

Nepal's agriculture still con-
tributes 60.0 per cent of GDP, em-
ploys 90.0 per cent of the labour 
force, supplies 90.0 per cent of its 
industrial raw material require-
ments and 60.0 per cent of foreign 
exchange earnings, thus represent-
ing a classic case of a developing 
economy where agriculture indeed 
predominates. Food grains (paddy, 
maize, wheat, barley and millet) 
contribute 42.0 per cent of agricul-

tural GDP and 76.0 per cent of 
crop production. Until the mid- 
1980s, Nepal was a net exporter 
of food grains but it has recently 
been facing a 10.0-15.0 per cent 
deficit. This has been the result 
of an annual 1.2 per cent rate of 
growth in grain production over 
the period of a decade and half, 
against a population growth rate of
2.6 per cent per annum. In 1991, 
however, production was estimated 
to have increased by 4.3 per cent 
over 1990, raising the level from
4.9 million tons (average 1987-
1990) to 5.8 million tons. Produc-
tion of cash crops (mainly sugar-
cane, oil-seeds, tobacco and jute) 
increased by 10.4 per cent in
1991, mainly contributed by sugar-
cane and tobacco. Nepal’s topo-
graphical and climatic diversity 
permits livestock raising and horti-
cultural production to be important 
activities. Livestock accounts for
15.0 per cent of GDP. Cultivated 
area and production of fruits and 
vegetables have increased signifi-
cantly in recent years; production 
increased by an average of 15.0 
and 23.0 per cent respectively dur-
ing the period 1987-1990 but 
transport, storage, and packaging 
difficulties prevented efficient-mar-
keting, which could discourage fur-
ther expansion despite good poten-
tial.

Pakistan's agriculture proved to 
be quite dynamic, but the sectors 
share in GDP was reduced to 26.0 
per cent in 1990 as other activities 
had expanded faster over the 
years. The sector recorded a high 
growth rate of 6.9 per cent in
1989 but received a set-back in
1990 when the rate of growth was 
reduced to 2.7 per cent. In 1991 
growth again picked up to 5.1 per 
cent. After stagnating in 1990, 
major crops (wheat, cotton, rice, 
maize, gram and sugar-cane) re-
corded 5.8 per cent growth in 
1991; production of minor crops 
(potato, garlic, onion, chillies and 
pulses) increased by 3.6 per cent.
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While livestock and fishery pro-
duction increased by 5 and 2.8 per 
cent respectively, forestry products 
fell by 11.2 per cent. The sector's 
growth in 1991 got a boost from 
major crops, particularly wheat and 
cotton. Cotton production rose by
12.2 per cent and wheat by 5.5 
per cent. Favourable weather, 
combined with improved seeds and 
effective plant protection measures, 
contributed to both area expansion 
and yield increases, recorded at
3.6 and 8.4 per cent respectively 
for cotton. The policies of the 
Government of Pakistan have re-
mained strongly supportive of the 
agricultural sector in the form of 
extension, input supplies and price 
support to be able to maintain do-
mestic food self-sufficiency in a 
country with one of the highest 
rates of population growth, and to 
contribute to export both directly 
and by feeding the cotton textile 
industry, the most important export 
sector.

Sri Lanka's agriculture, which 
is dominated by permanent crops 
such as tea, rubber and coconut, 
all export items, performed rela-
tively poorly with an average 
growth rate of 1.2 per cent during 
1986-1990. The year 1990, when
8.8 per cent growth was achieved, 
was the best in recent years for 
Sri Lanka's agriculture. Only 1.1 
per cent growth was expected in
1991. Production of rubber and 
coconut declined by averages of
3.3 and 3.2 per cent between 1986 
and 1990, and suffered serious de-
clines of 9.1 and 11.0 per cent in
1991. Rice production, which was 
to have received a boost from the 
Mahaveli water development 
project, also declined by an aver-
age of 0.9 per cent during 1986-
1990. Only a marginal 0.5 per 
cent growth in 1991 was expected 
after a 23.0 per cent growth in
1990. The 1990 growth largely 
restored the 16.7 per cent fall that 
had occurred in 1989. Other agri-
culture (fishing, forestry, animal

husbandry and other food crops, 
for example, vegetables, fruits and 
sugar-cane) showed the best per-
formance with an average growth 
of 3.3 per cent during the period 
1986-1990 and an expected growth 
o f 3.5 per cent in 1991. Sri Lan-
ka's agriculture thus seemed to re-
main a typical victim of the
weather, an acute manifestation of 
the unfavourable results of the
gamble in which millions of farm-
ers in monsoonal Asia take a
stake every year.

Agriculture in the Islamic Re-
public of Iran had a higher output 
growth rate of 1.4 per cent per 
annum compared with other sec-
tors during the period 1980-1989. 
The availability of a large inven-
tory of equipment supplies at a 
time when supply disruption due 
to war was a serious problem, and 
government support and subsidies 
enabled the sector to maintain 
growth during the decade while 
the rest of the economy suffered a 
decline. In 1990 production of 
major agricultural crops registered 
significant growth. Production of 
barley increased by 36.4 per cent 
to reach a level of 8.2 million 
tons, and of wheat by 18 per cent 
to reach 3.36 million tons. Pro-
duction of cotton, rice and sugar- 
beet increased by 4.1, 21.4 and
4.1 per cent to reach production 
levels of 0.4, 2.2 and 3.7 million 
tons respectively. Pulses, potato 
and onions recorded increases in 
production by 64.0, 22.6 and 72.2 
per cent. Both area expansion 
and productivity increases contrib-
uted to growth.

(c) Industry

Industry, particularly manufac-
turing, has provided the most dy-
namic stimulus to growth in most of 
the economies in the region. In the 
economies where agriculture used to 
be large, the differential rates of 
sectoral growth have served to 
transform their output composition

as noted in section (a) above. In-
dustrial production in the region 
continued to grow in 1990-1991 
but, as in other areas of economic 
activities, at a slower pace, and in 
varied patterns among countries.

Industrial production in China 
increased by 13.4 per cent in the 
first half o f 1991, after the set-
back received in 1989 and 1990 
when the rates of growth in indus-
trial output value slowed to 6.0 
and 7.6 per cent respectively. The 
slow-down was accounted for by 
slow growth in State enterprises at
2.9 per cent in 1990 compared 
with a 9.1 per cent growth in col-
lective enterprises. Growth in light 
industries was 9.1 per cent com-
pared with 6.0 per cent in heavy 
industry. The pattern of 
subsectoral growth in 1991 was 
similar, with light industries grow-
ing faster at 15.1 per cent com-
pared with 11.9 per cent growth in 
heavy industries. Apprehensions 
about the sustainability of the pace 
of growth was prevailing as output 
inventories were growing, indus-
tries’ profitability rates were fall-
ing, and a large number of enter-
prises were running at losses.

While reforms aiming at priva-
tizing State enterprises, liberalizing 
prices, and encouraging foreign in-
vestment were being implemented, 
Mongolia's current production lev-
els in industry, like those in agri-
culture, were suffering. The need 
to divert foreign trade from the 
former Soviet Union and Eastern 
Europe, which resulted in a disrup-
tion in supplies of raw materials, 
including energy products and in-
dustrial spare parts, as well as in 
aid and technical assistance flows, 
made the situation worse. The en-
ergy situation developed to crisis 
proportions in 1990-1991 compel-
ling the government to impose a 
ban on motoring (individual and 
official) to be able to sustain pub-
lic transport and agricultural opera-
tions. Electricity production fell 
by 11.0 per cent during the first
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half of 1991 over the first half of
1990. Production of coal, cement 
plywood, knitwear, carpets and 
leather goods declined during
1991.

Industrial growth in the Re-
public of Korea received a set-
back in 1989 when the rate of 
growth in manufacturing value- 
added was limited to 3.7 per cent 
after 18.8 and 13.4 per cent 
growth in the two previous years. 
Growth in manufacturing recovered 
to 8.4 per cent in 1990 and aver-
aged 7.8 per cent during the first 
half of 1991. The output perform-
ance of the heavy industrial sec-
tors, such as transport and con-
struction equipment and general 
machinery, was much better than 
in the light industries such as tex-
tiles and clothing. These export- 
oriented industries faced difficul-
ties in the export markets because 
of the loss of competitiveness and 
limited opportunities for expanded 
market access. The construction 
industry was growing rapidly with 
a 22.2 per cent growth in 1990, 
the highest rate since 1979 (see 
box I.7). The expansion was 
mainly in the housing sector in re-
sponse to government policy de-
signed to extend housing supply, 
and discourage real estate specula-
tion which resulted from the mas-
sive increase in real estate prices 
by imposing taxes on windfall 
profits on land.

Industrial growth, like overall 
economic growth, had accelerated 
considerably in the South-East 
Asian countries since 1987. The 
factors associated with the process 
of acceleration are the accelerated 
flow of foreign investment stimu-
lated, among other factors, by rea-
lignment of exchange rates, buoy-
ant demand in domestic and ex-
port markets, domestic reforms 
and a generally stable environment. 
In 1990-1991, growth continued 
but the pace slowed somewhat.

The growth of the manufactur-
ing sector in Indonesia slowed to

9.1 per cent in 1989 and to 8.7 
per cent often in 1990 after a 12.0 
per cent growth in 1988. The 
manufacturing sector has been the 
primary target of deregulation 
measures by the Indonesian Gov-
ernment since the mid-1980s. The 
expansion of non-oil/liquefied 
natural gas manufacturing was 
concentrated in export industries, 
particularly textiles, footwear, and 
electrical goods, as well as inter-
mediate and automobile products 
oriented mainly towards the do-
mestic market. While wood-based 
industries suffered recently from a 
recession in housing and construc-
tion, both in the domestic market 
and the OECD (Organisation for 
Economic Co-operation and Devel-
opment) countries, rapid expansion 
in domestic economic activity in 
the previous year had created de-
mand for utilities, construction and 
services. Capacity constraints 
were a factor in their recent slow-
down. In 1990, the rate of 
growth in utilities (electricity, gas 
and water) fell to 8.0 per cent 
from 12.2 per cent in 1989, and 
growth of construction similarly 
declined to 8.3 from 11.8 per 
cent. To overcome the constraints, 
new capacity creating investments 
were being undertaken and further 
policy adjustments were being 
made. For example, to meet the 
growing demand for electricity in 
Java, five new power plants with a 
combined capacity of 3,650 mega-
watts were being constructed to be 
completed in 1992-1994. In June
1991, the government announced a 
package of trade and investment 
policy reforms aimed towards fur-
ther liberalizing the system; sev-
eral other packages had been im-
plemented since 1986.

Malaysia achieved a record
18.2 per cent growth in manufac-
turing in 1990 after a 12.0 per 
cent growth in 1989. Expansion 
in output had taken place both in 
export- and domestic-market-ori- 
ented industries. Among the ex-

port-oriented industries, output 
grew strongly in electrical and 
electronics products (37.2 per 
cent), wood and wood products 
(13.1 per cent), and off-estate 
processed products (10.7 per cent). 
Reflecting buoyant domestic de-
mand, growth accelerated in indus-
tries such as transport equipment 
(30.4 per cent), and construction- 
related products (16.6 per cent). 
Growth in the construction sector 
accelerated to 16.0 per cent from
11.6 per cent in 1989, stimulated 
by increased expenditure on infra-
structure projects and residential 
and non-residential building con-
structions. In 1991, manufacturing 
output growth was expected to 
moderate to 12.0 per cent (first 
quarter growth 15.5 per cent) in 
response mainly to a slow-down in 
external demand for electronic 
component parts and electrical 
goods. The construction sector 
growth also was to moderate to
14.0 per cent but maintain its 
strength for the third consecutive 
year. Growth in the rather large 
mining sector remained subdued, 
with 5.7, 4.1 and an expected 2.2 
per cent growth in 1989-1991.

Economic difficulties in the 
Philippines in 1990-1991 was 
markedly reflected in the output 
performance of the industrial sec-
tor. The industrial output growth 
rate fell to 1.8 per cent in 1990 
from 6.9 per cent in 1989. Ow-
ing to depressed demand and high 
production costs, value added in 
manufacturing slowed and in con-
struction and mining actually con-
tracted. In 1991, initial records 
indicated worse results. A 2.7 per 
cent fall in industrial output was 
accounted mainly for a 5.1 per 
cent decline in manufacturing. 
The continuing weak demand was 
a limiting factor for growth.

Industrial growth in Singapore 
was forecast at 9.6 per cent in
1991 compared with 9.2 per cent 
in 1990. Growth in the manufac-
turing sector remained hampered

51



Box I.7. Construction —  a propelling force in the fast-growing Asian 
economies

In many o f  the Asian and the 
Pacific economies, the construction 
sector provide a strong support to 
their rapid industrial and overall 
economic growth. Apart from the 
construction sector’s significant di-
rect contribution to gross domestic 
product (GDP) (varying from less 
than 2 to more than 12 per cent) 
and employment, its linkage effects 
on the rest o f  the economy exert 
strong influence on the performance 
o f  the economy. Construction in-
volves such vital areas as roads and 
highways, dams, bridges, industrial 
and office installations, hotels, and 
residential houses. A thriving con-
struction industry not only adds its 
own contribution to the growth o f 
GDP, but stimulates other industries, 
such as the metal, cement, timber, 
glass and other industries, to the 
growth o f  which it also contributes. 
In several countries o f  the region, 
high rates o f  economic growth thus 
have been paralleled with high rates 
o f  growth in the construction sector 
in recent years (see table). The 
rapid pace o f  growth, however, has 
led to well-known constraints to re-
strain the growth o f  the construc-
tion sector itself (owing to shortages

o f cement and steel supplies, for ex-
ample), which in turn has led to in-
adequate provision o f  infrastructure in 
which construction plays a major role.

In China, the output value o f  the 
construction sector accounted, on av-
erage, for 5.8 per cent o f  GDP in the 
1980s. It had expanded to be the 
third largest industry in China, rank-
ing only behind agriculture and 
manufacturing. The construction sec-
tor consumed approximately one quar-
ter o f  total annual steel output o f  the 
country, 40 per cent o f  the country’s 
timber output, and 70 per cent o f  an-
nual cement output. The rapid ex-
pansion o f  the construction sector 
gave a direct and strong stimulus to 
the development o f  these related in-
dustries up to 1988 when a slow-
down began under enforced austerity 
plans which had the construction in-
dustry as the prime target for re-
straint.

Similarly, the construction sector 
in Singapore experienced a major 
boom during the period 1980-1984, 
which reflected the accelerated house-
building and the construction o f  the 
rapid transit railway system. With the 
completion o f  the railway construction 
and a slackening o f  house-building

the sector ran into a downturn, 
which was a m ajor cause for Singa-
pore’s economic recession in 1985-
1986. Growth in the sector has re-
vived since 1989, reaching 7.2 per 
cent in 1990.

In Indonesia, the construction 
sector benefited greatly from the re-
cent investment boom and economic 
growth, which created the demand 
for the utilities and the services. 
The construction sector received a 
steady flow o f  orders from 
infrastructural, industrial, house-
building and other developmental 
projects. Like the manufacturing 
sector, it therefore also recorded an-
nual growth rates well in excess o f 
overall GDP growth. Lately a slack 
in housing demand has been a fac-
tor in slower growth in construction 
in 1990-1991 compared with 1988-
1989. Growth o f  the construction 
sector had its spill-over effects, not 
only on the wood-based and other 
construction material industries, but 
also on the expansion o f  a profes-
sional class o f  architects, surveyors, 
engineers and contractors with supe-
rior professionalism.

The construction sector has 
played an even more important role 
in other fast-growing economies, 
such as Malaysia, the Republic o f 
Korea, and Thailand. In Malaysia, 
the construction sector has experi-
enced strong growth since 1989, 
with a peak rate o f  19.5 per cent 
growth in 1990. A 15 per cent 
growth was estimated for 1991. 
Both private and public sector hous-
ing construction contributed to the 
growth o f  the sector. Private sector 
housing construction was brisk as a 
result o f  the significant upsurge in 
domestic demand in response to the 
increase in private sector income as 
well as the availability o f  finances 
from banks and other financial insti-
tutions on attractive terms. The 
public sector housing construction 
was limited to those within the Spe-
cial. Low-Cost Housing Programme
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Sources: National sources.



and the programme o f rehabilitation 
o f  private sector abandoned housing 
projects. Construction o f  office 
space, commercial and industrial 
buildings also expanded rapidly. 
Within the public sector, construc-
tion activities were focused on 
projects associated with the provi-
sion o f  infrastructure related to so-
cial development, public works and 
transport. As in other countries the 
construction material industries re-
sponded to the strong demand from 
construction and expanded output at 
a brisk pace. For example, produc-
tion o f  iron and steel bars and rods 
increased by 19.9 per cent, cement 
by 22.7 per cent, cement roofing 
tiles by 18.9 per cent, ceramics tiles 
by 22.7 per cent and ready-mix 
concrete by 21.5 per cent in 1990. 
These rates accelerated during the 
first half o f  1991 when they were 
40.6, 31.2, 22.7, 29.9 and 9.1 per 
cent, respectively.

In the Republic o f  Korea, the 
construction sector contributes per-
haps the largest percentage share o f 
GDP among the Asian and Pacific 
countries. The 1990 data showed 
that the output value o f  construction 
accounted for 12.9 per cent o f  the 
Republic o f  Korea’s GDP, making it 
the third largest industry in the 
country. Endeavouring to improve 
the often-congested highways and 
harbours, both public and private 
sectors o f  the Republic o f  Korea set 
up a large number o f  projects. In 
addition, housing and other building 
construction which responded to 
strong private demand was stimu-
lated by the imposition o f  taxes and 
penalties by the government on va-
cant real estate holdings. Between 
1988 and 1990, domestic construc-
tion orders rose in current value by 
187 per cent, which meant that they 
more than doubled in real terms.

In Thailand, construction ac-
counted for 8.9 per cent o f  GDP in
1989. The rapid expansion o f  the 
construction o f  infrastructure and

the buoyant development o f  real es-
tate have contributed to growth. 
Thailand’s construction boom started 
in 1987 and has continued since. 
Growth in the sector averaged at 
about 22 per cent during the three 
years 1988-1990. Growth slowed 
somewhat in 1991 to 14.0 per cent. 
Production o f  construction materials 
also expanded at similar rates (20 
per cent in 1990), yet shortages de-
veloped, particularly o f  steel and ce-
ment. Despite recent expansions, 
local supplies currently provide only 
162 million tons o f  cement, for ex-
ample, while demand in 1991 was 
estimated at around 218 million 
tons. Output from local steel mills 
is also insufficient to meet the in-
crease in demand. The shortfalls 
have to be made up through im-
ports. In order not to aggravate the 
inflationary pressure, the government 
has extended the import duty cut on 
bar and billet steel for another year 
to cope with the shortage.

The economic prospects o f  the 
fast-moving economies o f  the region 
promise the continued growth o f  the 
construction sector, although the 
rates might moderate from the re-
cent heights they have reached. 
Major construction projects, such as 
the multi-billion dollar programme 
to modernize the network o f  infra-
structure o f  Taiwan Province o f 
China, the similar multi-billion dol-
lar new airport and related construc-
tion in Hong Kong, and the ex-
pected phasing out o f  China’s three- 
year-old austerity programme would 
provide a major boost to construc-
tion and related industries in the re-
gion, while the construction boom 
has also continued in countries such 
as Indonesia, Malaysia, the Republic 
o f  Korea and Thailand. Other 
countries in the region, however, 
have achieved far more moderate 
rates o f  growth in construction that 
has strong links with the rest o f  the 
economy.

by lack of demand, and restructur-
ing of capacity, particularly in the 
electronics sector towards higher 
value-added products. Output in 
the electronic, transport equipment, 
industrial chemicals and fabricated 
metal products industries, in fact, 
was declining late in 1991. 
Manufacturing growth was limited 
to only 3.1 per cent in the third 
quarter, with a 5.9 per cent fall in 
the output of electronic items. 
Weak demand in the computer 
market affected demand for com-
puter peripherals, including disc 
drives. Capacity constraints were 
exacerbated by a chronic labour 
shortage, with an unemployment 
rate of 1.7 per cent only.

Industrial growth in Thailand 
remained strong, sustained by both 
domestic and external demand ex-
pansions. The rate of growth 
moderated somewhat in 1990 to a
14.1 per cent rise in manufacturing 
output compared with 15.4 per 
cent in 1989. Except in the food 
sector, where output declined by
4.5 per cent, growth was strong 
with beverages expanding at 13.6 
per cent, textiles 13.7 per cent, 
construction materials 20.1 per 
cent and automobile and transport 
equipment 36.5 per cent. The 
construction sector with 24.2 per 
cent growth in 1990, recorded the 
third consecutive year of rapid 
growth. In 1991, non-agricultural 
GDP growth of 8.9 per cent com-
pared with 12.6 per cent in 1990 
was indicative of a further slow-
down across broad sectors of in-
dustry.

In Viet Nam, industrial pro-
duction after a decline in 1989 in-
creased by 4.5 per cent in 1990. 
There were decline and stagnation 
in a number of industrial enter-
prises. However, production of 
many commodities, including crude 
oil, cement, steel, tin, electricity 
and electric transformers, and 
many essential consumer goods 
such as paper, wash soap, bicycle 
tyres, canned milk, recorded a
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substantial increase in 1990 com-
pared with 1989. New industrial 
ventures came up rapidly in areas 
such as mineral explorations and 
exploitations, especially oil and 
gas and in electronic assembly. In
1991, industrial production was es-
timated to increase by another 5.8 
per cent. The State-managed in-
dustries, using the advantages of 
new capital injections and technol-
ogy and management improve-
ments, increased production by an 
estimated 7.4 per cent. However, 
a lower growth rate was recorded 
in the local industries, resulting in 
a lowering of the overall industrial 
growth rate below the 4.7 per cent 
planned target for the year.

In the South Asian countries, 
as in other countries of the region, 
industrial production grew faster 
than other sectors. However, the 
structural shift in output composi-
tion has been slower owing to the 
relatively slow pace of industrial 
growth, and countries with narrow 
industrial bases, such as Bangla-
desh and Nepal, could experience 
only an imperceptible increase in 
the share of industry in their pro-
duction structure, even with their 
apparently high rates of industrial 
growth.

In 1990, the manufacturing 
sector in Bangladesh grew by 8.4 
per cent. In 1991, the rate of 
growth slowed to 7.9 per cent al-
though a target growth rate of 9.1 
per cent was set for the year. 
Production of steel, cement, jute 
goods, cotton cloth, edible oil, pa-
per and chemical fertilizers was 
lower. On the other hand sugar, 
tea, natural gas, newsprint and 
chemical products registered an in-
crease in production. The revised 
industrial policy announced by the 
new government sought to stimu-
late industrial growth and invest-
ment, particularly in the private 
sector. Administrative procedures 
for approval of investment propos-
als were simplified, foreign inves-
tors were permitted to set up ven-

tures on a 100 per cent ownership 
basis and were also allowed to 
borrow locally, while local inves-
tors were allowed to borrow exter-
nally subject to certain conditions. 
These measures carried the liberal-
izing trends set earlier in the 
economy considerably further for-
ward.

The sizeable industrial sector 
of India experienced a slower 
growth rate of 6.5 per cent in
1990 compared with 6.8 per cent 
in 1989. A further deceleration of 
growth to 2.5 per cent was ex-
pected in 1991. Deceleration in 
production occurred in chemical 
and chemical products, including 
fertilizers, synthetic fibres, and 
drugs and pharmaceuticals, ce-
ment, commercial vehicles, and 
electrical machinery and appli-
ances, including electronics. In 
the infrastructural sectors such as 
electricity generation and petro-
leum production growth was also 
slower. Growth in the mining and 
quarrying also decelerated. The 
slow-down in industrial growth 
could be attributed to supply bot-
tlenecks, particularly of petroleum 
and petroleum products, caused by 
the Persian Gulf crisis as well as 
by the restrictions on imports, 
which affected capital goods and 
raw materials, in order to ease the 
country's foreign exchange crisis. 
In July 1991, India announced a 
new industrial policy, seeking to 
liberalize a number of previous 
policies. Some of the major ele-
ments included the abolition of li-
censing requirements for setting up 
and/or expansion of industrial units 
other than in industries related to 
security and overriding social and 
environmental concerns. Foreign 
investment up to 51.0 per cent of 
equity would be granted in high 
priority areas, provided foreign eq-
uity covered the foreign exchange 
requirements for the import of 
capital goods. In non-priority ar-
eas permission would be given if 
no free foreign exchange were re-

quired for any payments.
The industrial sector of Nepal, 

which accounted for 7.0 per cent 
of GDP in 1991, recorded a 19.6 
per cent growth during the year 
compared with 4.3 per cent growth 
in 1990 and a decline of about
5.0 per cent in 1989. Production 
of jute and plastic goods, cement, 
bricks and tiles, sugar and alco-
holic beer, registered significant 
increases while soft drinks and liq-
uors, synthetic cloths, finished 
leather goods, paper and soap, 
iron rod and G .1 pipes, registered 
small increases. The ending of 
the trade and transit dispute with 
India and the new policy tone set 
by the new government had salu-
tary effects on industrial produc-
tion.

The industrial performance of 
Pakistan has been rather unimpres-
sive, judged by the economy’s 
overall performance recorded in 
GDP growth. Growth in the 
manufacturing sector was recorded 
at 5.7 per cent, both in 1990 and
1991, behind the target of 7.7 per 
cent set for 1991. Growth contin-
ued to be retarded by the slow 
performance of large-scale manu-
factures, with a growth rate of 4.7 
per cent as against 8.4 per cent in 
small-scale industries in 1991. 
Out of 15 major industrial items, 
9 showed an increase in produc-
tion, while 6 recorded a decline in
1991. Those recording an increase 
were cotton yam, jute goods, 
phosphatic fertilizers, paper and 
boards, cement, caustic soda, 
sugar, and iron and steel. A large 
number of industrial units in the 
public sector in areas of petro-
leum, cement, chemicals, ceramics, 
automobiles, fertilizer, edible oils 
and engineering goods were per-
forming rather poorly, with an esti-
mated growth rate of 3.3 per cent 
in 1991. During the year the gov-
ernment introduced a large number 
of measures to induce rapid indus-
trial growth. A variety of incen-
tives such as tax holidays and ex-
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emptions were offered to both for-
eign and local investors. All in-
dustries, excluding a few, were 
opened to private investment in-
cluding foreign investment. The 
brighter aspects of Pakistan’s in-
dustrial performance in 1991 were
27.4 per cent growth in large 
manufacturing investment and 14.8 
per cent growth in foreign direct 
investment.

The manufacturing sector in 
Sri Lanka was forecast to grow at 
a slower 6.9 per cent rate in 1991 
compared with 9.5 per cent in 
1990. The bright spot o f Sri Lan-
ka's industrial growth was a sus-
tained high growth rate in factory 
industries, mainly in textiles, foot-
wear and leather goods, beverages, 
tobacco, chemicals, petroleum re-
fining, and plastic products. These 
grew at a forecast 9.0 per cent 
rate in 1991 after a more than 10 
per cent growth in the previous 
two years. Other manufacturing 
sectors, however, performed poorly, 
with only 1.5 per cent growth in

1991 after a net decline of 6.9 per 
cent during the period 1986 to
1990. Recently government took 
steps to improve the general policy 
environment for industrial develop-
ment. This included the removal 
o f most administrative controls, 
virtual elimination of price con-
trols, simplification of investment 
approval, promotion of foreign in-
vestment, and divestiture of State- 
owned enterprises, carrying the re-
form process which was started 
more than a decade ago, one step 
forward. The private sector was 
being encouraged to take on 
greater responsibility for produc-
tion and investment, the govern-
ment limiting its role to that of a 
facilitator.

Industrial production in the Is-
lamic Republic of Iran had been 
contracting since 1985 owing to 
the effects of war and the prob-
lems of organization and manage-
ment, shortages of inputs and 
spare parts, and obsolescence of 
capital equipment following years

of low investment. Since 1990, 
many of these constraints were be-
ing removed, particularly in the ar-
eas of foreign exchange and man-
agement. As a result, industrial 
production increased rapidly to the 
level of production reached in 
1982. Several branches of impor-
tant industry, such as machinery 
and metals, chemicals, food, bever-
ages and tobacco registered a sig-
nificant increase in production in
1990. A quick restoration of the 
oil and gas sector, which had 
borne the brunt of destruction dur-
ing the war, was given a priority 
in government policy. The oil and 
gas industry in 1990 registered 
substantial growth. Production of 
oil increased by 11.1 per cent and 
natural gas by 37.3 per cent. The 
higher prices of oil in 1990 to-
gether with the enhanced rates of 
production of oil and gas, the 
most important sources of foreign 
exchange earnings, helped to ease 
the countries foreign exchange 
constraints.
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III. RECENT ECONOMIC PERFORMANCE AND 
POLICIES: THE LEAST DEVELOPED AND 
THE ISLAND ECONOMIES

A . T H E  L E A ST  D E V ELO PED  
C O UNTRIES

1. Overall performance

The least developed countries 
of the Asian and Pacific re-

gion generally continued to experi-
ence low rates of economic growth 
during 1990 and 1991. The basic 
structural weaknesses constraining 
their growth process were com-
pounded by the Persian Gulf crisis 
and other adverse trends in the 
world economy. In addition, the 
repeated incidence of natural ca-
lamities continued to exact their 
heavy tolls on these otherwise 
fragile economies. The Persian 
Gulf crisis brought adverse effects 
on the balance of payments as oil 
import bills rose sharply due to 
higher prices, remittances from 
oversea workers declined, and ex-
ports were affected by the war re-
lated acts in the Persian Gulf re-
gion as well as recessionary ten-
dencies in the industrial countries.

During 1991 again the least 
developed countries suffered heav-
ily from natural disasters of one 
form or another. In February
1991, an earthquake hit the north-
ern and eastern parts of Afghani-
stan, while at the same time the 
heaviest floods in 40 years were 
raging. In April 1991, Bangladesh 
was struck by severe cyclonic 
storms accompanied by torrential 
rains and tidal waves, causing 
huge devastation in life and prop-
erty. A series of subsequent 
floods badly hit the country’s agri-
culture and infrastructure. In early 
June 1991, a strong storm lashed

the chain of 1,200 tiny islands of 
Maldives causing severe damage to 
the country's infrastructure. The 
Lao People's Democratic Republic 
experienced severe floods caused 
by heavy rains dumped by tropical 
storm Fred in August 1991.

The Pacific island least devel-
oped countries also performed 
poorly during 1990 and 1991. 
Tropical storms which struck Sa-
moa in February 1990 and Decem-
ber 1991 caused severe damage to 
physical infrastructure and agricul-
tural crops. The rising sea level, 
considered to be the consequence 
of global warming, threatened 
fragile ecosystems such as man-
groves, coral reefs and marshes 
that protect coastal areas in the 
small island countries of Kiribati, 
Samoa, Tuvalu and Vanuatu, 
among others.

The devastation wrought by 
these calamities left their mark not 
only on the socio-economic life of 
the people, but also shook their 
confidence as the foundation for 
embarking upon any long-term ac-
tivities. Besides, war and war-like 
situations in countries such as Af-
ghanistan, and Cambodia (see box
I.8) which, together with Solomon 
Islands, was added to the list of 
such countries towards the end of
1991, were further obstacles to 
their progress. Agriculture, still 
the mainstay of these economies, 
directly and indirectly conditioned 
overall growth performance but, in 
turn, remained the prime victim of 
the disasters. Given these circum-
stances, some of the economies 
nevertheless have done occasion-

ally well, some have done ex-
tremely badly over the years, and 
a few have shown promise of re-
silience and sustained growth. 
The 1990-1991 performance con-
tinued to reflect this pattern 
among the least developed coun-
tries in the region.

Afghanistan apparently made 
no progress towards growth or 
economic stability as the continu-
ing decline in the country’s real 
GDP and almost hyper-inflationary 
rates of price increases during the 
period 1988-1990 tended to indi-
cate. An average 1.2 per cent an-
nual contraction in GDP during 
the period 1978-1986 appeared to 
have accelerated further in later 
years. The decline in output 
growth was recorded in all sectors 
of the economy. Food grain pro-
duction, for example, declined 
continuously over the years from
4.4 million tons in 1987 to 2.8 
million tons in 1990. Rising 
budgetary deficits and rapid mon-
etary growth seriously affected 
price stability. Few resources 
were available for long-term devel-
opment and foreign aid prospects 
had deteriorated further since
1989. The government was mak-
ing efforts to regenerate economic 
activities through various policy 
adjustments. In 1990-1991 higher 
budgetary allocations were made 
for development along with efforts 
to mobilize additional revenue re-
sources. Budgetary targets ap-
peared not to have been achieved 
however, and the poor prospects of 
aid availability made the situation 
worse. Money supply growth was 
exceptionally high during the pe-
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Box I.8. The economic and social reconstruction needs of Cambodia

For many years cambodia has 
been afflicted by wars, with their 
devastating impact on the social and 
economic development o f  the coun-
try. Since early 1990, the situation 
in Cambodia has undergone positive 
changes. With a peace agreement 
signed in October 1991 and being 
implemented through international 
mediation, the prospect o f  peace has 
emerged in cambodia after more 
than 20 years o f  continuous warfare. 
A post-war Cambodia will, however, 
inherit a decimated and malnour-
ished population o f  more than 8 
million people with most o f  the 
country’s economy and infrastructure 
in ruins.

The rates o f  GDP growth over 
the past two decades are not known. 
While no population census has been 
carried out since 1962, the popula-
tion is at present estimated at some 
8.25 million with an annual rate o f 
growth o f  2.4 per cent.a The gross 
national product (GNP) per capita 
was estimated late in the 1980s at 
less than $160, which places Cambo-
dia among the poorest countries of 
the world. Accordingly Cambodia 
was included in the group o f  least 
developed countries in late 1991.

During 1975-1979, economic 
activity was centrally managed, with 
the intention o f  abolishing “ com-
modity production” . Markets and 
other exchanges o f  goods and cur-
rency were not allowed. Economic 
activity was entirely determined by 
the State apparatus and based on 
self-sufficient production in each lo-

a All data are from 
ESCA P,Asia-Pacif ic in Figures 
5thed. (ST/ESCAP/966) unless oth-
erwise specified.

b No official statistics are avail-
able on gross domestic product or 
the balance o f  payments. The data 
used here are drawn from: G. Curtis 
Cambodia: A Country Profile. A 
report prepared for the Swedish In-
ternational Development Authority 
(Stockholme August 1989).

cality. In 1979, currency, banking 
and commercial transactions were re-
stored. Centrally planned resource al-
location, introduced in the early 
1980s, was gradually abandoned by
1987. The segment o f  the economy 
not controlled by central planning has 
increased greatly in importance and 
now accounts for an estimated three 
quarters o f  domestic production.c

O f the GNP, 61 per cent origi-
nates in the agricultural sector, and 
industry accounts for approximately 
12 per cent.d Since 1989, private 
ownership o f  agricultural property has 
been allowed again. However, due to 
the restricted use o f  arable land be-
cause o f  security problems, a dam-
aged infrastructure, and the poor 
monsoon season harvest in 1990 and
1991, the growth rate o f the agricul-
tural sector has been restricted and 
food deficits have persisted. The in-
dustrial sector has been limited, even 
during the pre-war period, by the ab-
sence o f  a mineral resource base and 
a small domestic market. Industrial 
production is concentrated on rubber 
and food processing, textiles, chemi-
cals and light industries. Since the 
early 1980s, there has been a moder-
ate increase in industrial production. 
Development needs are, however, still 
very high due to a critical shortage 
o f foreign exchange, insufficient en-
ergy, out-dated industrial plants, a 
very small skilled labour force and a 
shortage o f  raw materials. Since the
1987 reforms, private and collective 
enterprises have gained in importance. 
More than half o f  the industrial out-
put is now produced without centrally 
planned resource allocation.

Since 1991 foreign investment 
has been strongly supported. A Gov-
ernment decree permist joint ventures 
and 100 per cent foreign-owned busi-

c M. Vickery, Kampuchea: Poli-
tics, Economics and Society, (London, 
Pinter Publishes; Boulder Lynne 
Rienner Publishers, Inc., 1986).

d State o f Cambodia (SOC) au-
thorities, 1988.

nesses. Foreign investors have be-
gun to respond to these incentives. 
By mid-1991, about 20 foreign in-
vestment projects had been 
implemented.e

Because o f  its isolation from 
the world market, the foreign trade 
sector relied nearly exclusively on 
its former CMEA (Council o f  M u-
tual Economic Assistance) partners. 
In the early 1990s, Cambodia had a 
significant trade imbalance, with to-
tal exports equalling only about 30 
per cent o f  the value o f  the coun-
try’s imports. The balance-of-trade 
deficit accounted for an estimated 
90.5 million rubles with the former 
CMEA countries, while the trade 
deficit with the convertible zone de-
teriorated to an estimated $21 

fmillion. The accumulated current 
account deficit led to an increase in 
external debt, mainly with former 
CMEA countries.g The local cur-
rency (riel) is not traded in interna-
tional money markets but the central 
bank provides an internal exchange 
rate system for dollars and rubles. 
Several sharp devaluations o f  the lo-
cal currency were carried out to 
promote exports to the world mar-
ket.

Inflation, which was largely un-
der control until 1988, became a 
major issue during the subsequent 
three years. In 1991 inflation, ex-
ceeded 200 per cent per annum.h 
High inflationary pressure was 
caused by uncertain supply condi-
tions and speculation on the domes-
tic market, an increase in the budget 
deficit due to high military expendi-
ture and cutbacks in assistance from 
former CMEA countries, continual
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f
State o f  Cambodia, Ministry 

o f  Planning.

g G. Curtis, op. cit.
h Economist Intelligence Unit,
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devaluation o f  the Cambodian cur-
rency, and the sharp increase in pe-
troleum prices following the out-
break o f  the persian G ulf crisis. 
The sudden opening o f  the 
economy to trade, investment and 
tourism is another contributing fac-
tor to rapid inflation. A recent de-
cision o f  the Bank o f  Thailand 
to permit the use o f  Thai baht in 
Cambodia, Viet Nam and the Lao 
Peoples Democratic Republic may- 
further accelerate inflation by inten-
sifying pressure on the Cambodian 
riel.

A banking system, which in-
cludes some limited mechanisms for 
rural credit, operates in most o f  the 
country. In the absence o f  diplo-
matic recognition, however, capital 
inflows in terms o f  western bilateral 
or multilateral assistance were still 
minimal before the peace agreement 
in October 1991.

The educational and health sys-
tems have been improved since. 
Neither existed to any significant 
extent in 1979. By 1991 most

school-aged children had access to at 
least a primary education. Neverthe-
less, the adult literacy rate is still very 
low (48 per cent for men and 22 for 
women). The percentage o f  the 
population with access to health serv-
ices reached 53 per cent by the late 
1980s.i The limited availability o f 
social welfare for a large part o f  the 
population will, however, continue to 
be exacerbated in the near future, ow-
ing to the repatriation o f  more than 
350,000 Cambodians residing in 
camps along the Thai border. A n-
other 200,000 to 300,000 persons are 
estimated to have been displaced 
within the country, and their resettle-
ment during the coming year will 
place severe pressure on social infra-
structure in the recipient provinces o f 
the country.

Despite a slow but remarkable 
economic recovery since the early

1980s, the social and economic re-
construction needs o f  Cambodia are 
still very high. The most immediate 
development strategies should focus 
on improving the country’s transport 
network (especially its road infra-
structure), a prerequisite for further 
economic development. To meet 
basic consumption requirements o f 
the population the main emphasis 
also has to be given to the agricul-
tural sector through the provision o f 
both infrastructural investment and 
technical assistance. High priority 
should be accorded to human re-
sources development in the longer 
run. That implies that emphasis 
should be given to training and the 
enhancement o f  health and educa-
tion services. owing to the poor 
performance o f  the economy, and 
the lack o f  internal savings as a 
source o f  investment finance, Cam-
bodia’s future development would be 
highly dependent on foreign invest-
ment and international aid. These, 
however, can only be provided if 
political stability is fully assured.

riod 1987-1989, and together with 
shortages of supply of goods and 
services, served to accelerate infla-
tion rates in the economy.

Bangladesh achieved an eco-
nomic upturn in 1990 when GDP 
grew by 5.8 per cent; agricultural 
production increased 5.6 per cent. 
The industrial and construction 
sectors registered significant 
growth of 8.4 and 9.0 per cent. 
In 1991, GDP growth slowed to 3.6 
per cent as agriculture grew at the 
sharply reduced rate of 2.4 per 
cent and the industry and con-
struction sectors slowed to 7.9 and
5.1 per cent growth. New and 
strengthened economic policies 
were being implemented, aimed at 
improving agriculture, promoting 
domestic and foreign investment, 
securing a better balance between 
public and private sector participa-
tion in the economy including pri-

vatization of existing public sector 
activities, trade liberalization, and 
financial sector reforms. A higher 
economic growth rate, at 5.7 per 
cent, was envisaged for the com-
ing year. The savings-investment, 
the public finances and the exter-
nal payment balances left wide fi-
nancial gaps to be met from exter-
nal sources.

Bangladesh had experienced a 
modest rise in national savings be-
tween 1981-1987 with the aid of 
inflow of remittances from workers 
abroad. Since 1987, both domes-
tic and national savings rates de-
clined, as more resources had to 
be diverted to both private and 
public sector current expenditures 
to repair the damage done by the 
floods in 1988 and 1989. Gross 
domestic savings (GDS) in 1990 
was only 1.6 per cent of GDP. 
Similarly, national savings declined

progressively from 6.0 per cent in
1988 to 4.3 per cent in 1990. 
Gross domestic investment (GDI) 
was only 12.0 per cent of the 
GDP in 1989; the ratio further 
declined to 11.0 per cent in 1990. 
The saving-investment gap as a ra-
tio of GDP declined from 10.3 per 
cent in 1989 to 9.4 per cent in
1990 as the investment ratio fell.

The fiscal policy efforts of 
Bangladesh remained largely ori-
ented towards the reduction in the 
budget deficit. However, not 
much progress was achieved on 
account of low tax receipts and 
the poor performance of public en-
terprises during the period 1988-
1990. The ratio of total revenue 
to GDP remained more or less 
constant at around 9.0 per cent 
during the period 1988-1989, and 
rose to 10.5 per cent in 1990. 
Government expenditure as a per-
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centage of GDP remained within
16.0 per cent and the overall fiscal 
deficit was maintained within 7.0 
per cent of GDP. The 1991 
budget recorded a revenue surplus 
of Tk 5.1 billion, available for 
ploughing back to meet part of the 
developmental expenditure, as 
compared to Tk 382.2 million in
1990. The larger surplus material-
ized as expenditure growth was 
slowed and tax collections im-
proved by more than 10.0 per 
cent. New measures announced 
with the 1992 budget would give a 
further 8.7 per cent increase in 
revenue receipts while the total 
revenue expenditure was estimated 
to rise by 10.0 per cent thus re-
ducing the size of the revenue sur-
plus to about Tk 4.2 billion. 
Higher expenditures were envis-
aged on account of relief and civil 
service salaries.

Policy measures were recently 
adopted to broaden the tax base to 
bring more goods within the scope 
of indirect taxes, raise the contri-
bution of direct taxes, and improve 
tax administration, including the 
introduction of new and advanced 
techniques for collection methods 
and procedures. The value added 
tax (VAT) was introduced in July
1991, with a view to expanding 
the tax base, simplifying the tax 
collection procedure and curbing 
tax evasion. The abolition of 
sales tax on imports following the 
introduction of VAT would be 
compensated by raising the rate of 
customs duties by 10.0 per cent 
on goods thus affected.

Money supply growth re-
mained moderate. Growth of M 1 
was 11.3 per cent in 1990 com-
pared with 18.0 per cent in the 
previous year. The recessionary 
situation that prevailed in the 
country during early in 1991 be-
cause of the Persian Gulf crisis 
and the internal political events af-
fecting the economy, pressed down 
the demand for credit. However, 
with the solution of those prob-

lems and the adoption of new 
measures by the government, credit 
demand began to rise in the later 
part of the year. Monetary and 
credit relaxation measures included 
a reduction in the commercial 
banks’ reserve ratio with the cen-
tral bank from 10.0 to 8.0 per 
cent and the liquidity ratio from
25.0 to 23.0 per cent effected in 
April 1991. A financial sector re-
form programme was adopted to 
ensure that the banking sector 
would play a more effective role 
in supporting the country’s devel-
opment programmes and in mobili-
zation and allocation of resources. 
Banks were permitted to fix, on 
the basis of the bank-and-client re-
lationship, the margin of deposit 
for issuing letters of credit for im-
port of industrial raw materials, 
and the margin requirement for 
import of consumer goods was re-
duced.

As measured by the middle 
class CPI for Dhaka city (1973- 
1974 = 100) the inflation rate de-
clined to 8.9 per cent in 1991 as 
compared with 9.0 per cent in
1990. The “food” sub-index re-
corded an increase of 6.9 per cent 
as compared with 7.1 per cent in 
the previous year, while the “non-
food” sub-index rose by 12.0 per 
cent as against 14.8 per cent in
1990. Price increases were likely 
to continue at a higher rate during
1991 because of natural disasters 
which had again destroyed a large 
part of the food and other crops. 
In addition, a public sector salary 
increase could contribute to price 
increases.

Bhutan’s spurt of high GDP 
growth during 1986 and 1987 as-
sociated with the launching of a 
few large-scale projects including 
the Chukha valley hydroelectric 
dam, slumped to a 1.2 per cent 
real growth in 1988 but picked up 
to 4.6 per cent in 1989. A 7.5 
per cent compound growth was 
achieved during the period 1980-
1989. Growth in the agricultural

sector was 5.0 per cent during that 
period but slowed to 2.5 per cent 
in 1989. Growth rates were the 
highest in electricity and gas, fol-
lowed by manufactures and the 
services. The economy's perform-
ances in 1990 and 1991 was less 
impressive with 3.1 and 3.5 per 
cent rates of GDP growth.

In Bhutan, domestic resource 
mobilization efforts yielded posi-
tive results in recent years. Gross 
domestic savings became positive 
for the first time in 1986 with a
2.0 per cent rate, and rose appre-
ciably since then. Gross domestic 
capital formation also registered 
significant rise. The money sup-
ply has grown steadily since 1985. 
M1 increased by 20.0 per cent an-
nually; currency in circulation in-
creased by about 40.0 per cent, re-
flecting the progressive mone-
tization of the largely subsistence 
economy. Price inflation in recent 
years has been of the order of 8.0 
to 9.0 per cent but seemed to 
have accelerated to 12 per cent in
1991.

The economy of the Lao Peo-
ple’s Democratic Republic grew 
strongly in 1989 and 1990 with 
real GDP increasing by 8.9 and
8.4 per cent, respectively. These 
rates contrast with the 4.5 per cent 
fall in GDP in 1987, followed by
2.4 per cent growth in 1988. 
Growth in 1989 was good, as agri-
cultural production was recovering 
from the effects of the prolonged 
drought in 1987. Agricultural out-
put, which represented almost 60.0 
per cent of GDP, increased in
1990 by 6.6 per cent, after 1.8 per 
cent in 1989. Paddy production 
rose by 40.0 per cent in 1989 af-
ter two years of serious declines, 
and grew by a moderate 6.2 per 
cent in 1990. Besides favourable 
weather, the recent economic re-
forms providing incentives to 
farmers and the easier availability 
of agricultural inputs contributed 
to the increased food and agricul-
tural production. Rates of indus-
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trial growth at 32.0 per cent in 
1989 and 15.9 per cent in 1990 
were the highlight of the econo-
my’s recent performance. The 
economy’s growth rate slumped to 
2.9 per cent in 1991 due to dam-
age to agriculture caused by 
floods and droughts in different 
parts of the country.

Gross domestic investment im-
proved in the recent two years, but 
was still fairly low, averaging only 
13.0 per cent of GDP. As the 
gross domestic savings rate was
11.6 per cent of GDP in both 
1989 and 1990, the resource gap 
remained modest at 1.0 and 1.9 
per cent of GDP respectively. In 
1991, the investment ratio was ex-
pected to increase to 14.0 per cent 
with a marginal increase in the re-
source gap.

The wide ranging tax reforms 
introduced in 1988 initially had a 
depressing effect on government 
revenue. Revenue contributions 
from public enterprises tended to 
decline during the course of ad-
justments. Further tax reforms ef-
fective from July 1989 brought 
about recovery in revenue collec-
tions. Nevertheless, government 
revenue fell significantly as a pro-
portion to GDP from 14.0 per 
cent in 1988 to 9.8 per cent in 
1989. Following the mid-1989 tax 
reforms, improved revenue admin-
istration, and sharp increases in 
imports, profits and turnover taxes, 
revenue collection increased by
55.0 per cent in 1990 to reach
10.7 per cent of GDP. Part of the 
large increase in revenue resulted 
from new tax arrangements with 
public enterprises. On the ex-
penditure side, salary increases for 
civil servants as well as large 
arrear payments led to an increase 
in current expenditure by nearly
70.0 per cent. Foreign assistance 
inflows continued to finance a 
large part of the deficits, although 
for the first time in 1990 the gov-
ernment issued bonds to the pub-
lic.

Monetary growth remained 
highly expansionary in 1989. 
Credit to public enterprises was 
the major source of monetary ex-
pansion, and the rise in inflation 
which emerged as a serious prob-
lem reaching 68.0 per cent in
1989. This also partly reflected 
supply shortages in the economy 
caused by the poor harvests in 
1987 and 1988. Other elements 
responsible were increases in pub-
lic utility rates, particularly elec-
tricity and water tariffs, and about 
a 35.0 per cent rise in the prices 
of petroleum products, partly as a 
result of the introduction of excise 
duties. However, inflationary pres-
sures eased during 1990 as restric-
tive monetary measures were 
adopted, and good harvests had a 
deflationary impact on food prices. 
The stabilization of the value of 
the kip also decreased the inci-
dence of inflation.

Maldives continued to achieve 
high growth rates in the second 
half of the 1980s. The real GDP 
grew at an average annual rate of 
over 10.0 per cent during the pe-
riod 1986-1990, largely owing to 
the strong performance of the tour-
ism and fisheries sectors. GDP 
increased by 15.0 per cent in 1990 
over 1989, thus confirming the 
sustained economic progress that 
the country was making.

Maldives experienced a more 
than threefold increase in govern-
ment revenues during the period 
1985-1990. Total tax revenue in-
creased threefold accounting for 
about 48.0 per cent of all domes-
tic revenues mostly coming from 
import duties and tourism taxes. 
Non-tax revenue also showed a 
significant increase. Current ex-
penditure, however, grew sixfold 
during the same period. Capital 
expenditure and net lending in-
creased almost fivefold between 
1985 and 1990. A further 21.0 
per cent increase was estimated in
1991. The increase in capital 
expenditure reflected the commis-

sioning of major infrastructural 
projects in fisheries, water supply 
and sanitation, the Male reclama-
tion project, and the construction 
of the National Mosque and the 
Islamic Centre.

In 1990, Myanmar achieved a 
growth rate of 4.0 per cent after a
3.6 per cent growth in the previ-
ous year. Agricultural output in-
creased by about 6.0 per cent in
1990. Favourable weather condi-
tions, and the expansion of culti-
vated area in response to market 
demand, following the liberaliza-
tion measures which enabled farm-
ers to cultivate crops of their 
choice, contributed to output ex-
pansion. Cooperatives and the pri-
vate sector were encouraged to 
participate extensively in various 
fields of economic activity. Indus-
trial production also responded 
well to these measures, growing 
by 10.7 per cent in 1990 after
13.2 per cent in 1989. Growth 
performance remained on a steady 
course in 1991 when GDP rose by 
an estimated 3.7 per cent, with 
agriculture growing by 6.6 per 
cent. Industrial growth, however, 
slackened and a small decline was 
indicated.

Savings-investment rates in the 
economy had improved in 1990 af-
ter a deterioration in 1989. How-
ever, the economy was yet to re-
store macroeconomic stability by 
reducing budget deficits, contain-
ing monetary growth and inflation. 
Currency in circulation rose by
77.0 per cent in 1988 and 36.0
per cent in 1989. Narrow money 
supply (M1) went up by 65.0 and
36.0 per cent in 1988 and 1989
respectively. The rate of increase 
slowed considerably in 1990, when 
the government adopted several 
measures to strengthen the banking 
sector. Interest rates on savings 
deposits were raised in September
1989 for the first time in 12
years. These measures could have 
had favourable effects on the sav-
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economy. Inflation had risen to a 
rate of 27.2 per cent in 1989. Af-
ter slowing down to 23 per cent 
in 1990, a 34 per cent rate was 
estimated in 1991.

After resolution of the trade 
and transit disputes with India in 
June 1990, Nepal experienced new 
vigour in its economy, particularly 
in the non-agricultural sector. 
With increased industrial produc-
tion and the resumption of eco-
nomic activities in the trade and
construction sectors, GDP in real 
terms was estimated to have 

1991 ni tnec rep 0.4 yb nworg
compared with the 3.6 per cent
rate of 1990. The agricultural and 
non-agricultural sector’s growth 
rates were 3.0 and 5.7 per cent,
respectively.

The gross domestic investment 
and savings rates tended to decline 
in 1990-1991, as confirmed by the 
investment GDP ratio of 18.2 and 
17.3 per cent in 1990 and 1991, 
respectively, compared with 22.0 
per cent in 1989. Savings ratios 
of 9.3 and 7.5 per cent in 1990 
and 1991 respectively compared 
with 9.8 per cent in 1989 con-
firmed the weakening of the sav-
ings propensities. That left the 
economy with a resource shortfall 
of 9.0 to 10.0 per cent of GDP 
annually during the two-year pe-
riod. In 1991, the economy’s 
records looked healthier, however, 
in several other respects.

The government budgetary 
situation remained satisfactory de-
spite a 28.0 per cent increase in 
civil servants’ salaries and the al-
location of a substantial sum for 
the national general election. Re-
current expenditure increased by 
35.2 per cent and development ex-
penditure by 7.8 per cent, thereby 
raising the total expenditure by 
16.8 per cent. On the other hand, 
government revenue increased by 
21.1 per cent over the 1990 level. 
Total revenue collection was thus 
9.0 per cent above the budgetary 
target, resulting in a sharp fall in

budget deficits. As part of the 
structural adjustment programme 
that was under implementation, at-
tempts had been made to control 
public expenditure and to mobilize 
additional resources. The main fo-
cus was on additional revenue mo-
bilization, expenditure control, in-
vestment efficiency and improve-
ment in the workings of public en-
terprises.

Money supply growth was 
sharply reduced to 9.1 from 21.1 
per cent in 1990. Inflation which 
had been falling recently was 
moderated further in 1991. In 
1989, in accordance with the de-
regulation of the interest rate 
structure, banks and financial insti-
tutions were authorized to deter-
mine their deposit and lending 
rates. The ceilings on domestic 
credit expansion were also revised. 
However, the Central Bank 
adopted additional credit control 
measures, including the downward 
revision of credit already sanc-
tioned but not disbursed, the low-
ering of the margin of credit 
against gold and silver as collat-
eral, and ceilings on overdrafts. 
The Central Bank, however, au-
thorized commercial banks to ac-
cept deposits in foreign currencies 
from international organizations, 
foreign nationals and organizations 
(except Indian and Bhutanese), and 
Nepalese nationals working abroad 
as part of the deregulatory re-
forms.

Natural calamities, low pri-
mary commodity prices and higher 
energy costs due to the Persian 
Gulf crisis adversely affected the 
growth performance of the island 
least developed countries in the 
Pacific area in 1990. Kiribati, Sa-
moa and Vanuatu suffered in vari-
ous degrees from the falling price 
of copra, an important export item.

The cyclone Of a in February 
1990 caused severe damage to 
physical infrastructure, export 
crops and domestic food supplies 
in Samoa. The economy thus re-

ceived a sharp set-back. Attention 
was given to immediate problems 
caused by the cyclone damage and 
some recovery was under way in 
the later part of the year. The 
process of major structural reforms 
which had begun in 1988 contin-
ued to be pursued in 1990 with a 
number of new steps taken espe-
cially for the rationalization of ag-
ricultural pricing and assistance 
policies. Nevertheless, GDP de-
clined by 3.0 per cent in 1990 af-
ter a 1.3 per cent growth in 1989. 
A 1.5 per cent growth was ex-
pected in 1991.

In Samoa, various tax reform 
measures were implemented in 
1990-1991 to boost government 
revenue and change its structure 
from dependence on indirect taxes. 
In 1990, measures were adopted to 
reduce current expenditure. Those 
included elimination of subsidies 
on agricultural inputs and the 
prices of export commodities, and 
the liquidation or privatization of 
loss-incurring activities of public 
enterprises. Emergency action was 
also taken to reduce salaries and 
wages for the year so as to reduce 
expenditure by about 6.5 per cent.

The inflation rate rose sharply 
to 15.3 per cent in 1990 from 6.4 
per cent in 1989. Following the 
cyclone there was a reduced sup-
ply of foodstuffs, and high rates 
of monetary growth since mon-
etary controls were relaxed and in-
terest rates lowered as cyclone re-
habilitation measures. These 
measures were phased out and the 
interest rates were moved up in 
1991, raising the lending rate, 
which had been steady at 12.5 per 
cent during the 1986-1989, to 15.0 
per cent. These measures were 
expected to reduce the inflation 
rate in 1991.

Vanuatu achieved a growth 
rate of 4.7 per cent in 1990 com-
pared with 4.5 per cent in the pre-
vious year. A 5.1 per cent growth 
was expected in 1991. In the ag-
ricultural sector, copra production
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Table I.7. Selected least developed and island economies of the ESCAP region. The summary indicators of  
macroeconomic performance, 1986-1991
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1986 1987 1988 1989 1990 1991

Least developed economies
Afghanistan

Bangladesh

Bhutan

Lao People’s Democratic 
Republic

Maldives

Myanmar

Nepal

Samoa

Vanuatu

Real GDP growth 
Current account balance/GDP 
Budgetary balance/GDP 
M1 growth 
Changes in CPI

Real GDP growth 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Real GDP growth 
Current account balance/GDP 
Budgetary balance/GDP 
M1 growth 
Changes in CPI

Real GDP growth 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Real GDP growth 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Real GDP growth 
Current account balance/GDPb 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Real GDP growth 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Real GDP growth 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Real GDP growth 
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

3.2

11.5
- 2.1

4.3 
- 8.1 
-7.6 
16.1

8.7

10.2
-42.9

- 2.6
5.8 

10.0

8.0
-9.9
-6.9
69.9

8.6
-11.5

-7.6
12.4 
5.0

- 1.1

-2.5
41.4

9.3

4.3 
- 8.0 
-7.2 
23.8 
19.0

0.6
- 6.1

8.4
5.7

- 2.0
- 21.0

-7.0
6.4
5.5

-10.4

54.4
18.4

4.2
-5.5
-8.4
13.5 

8.8

17.8 
- 21.6

14.4
6.4

-4.5
-17.7

- 6.6
82.2

8.9 
- 8.2 
- 2.2

5.7
23.1

-4.0

- 2.2
-42.0

24.8

3.9 
-7.2 
- 6.6
24.9 
10.8

1.0
- 6.2

32.6 
4.6

0.4
-30.8

3.8
50.1 
15.8

-8.3

36.5 
22.0

2.9
-5.8
-7.2
16.5

9.4

1.2
-27.6

- 6.1
30.1 
10.0

2.4 
-25.2 
-22.7

75.7 
11.9

8.7 
-5.2 
- 2.1
12.7
13.8

-11.4

-3.0
65.4
16.1

7.3
-11.5

- 6.2
13.2

9.0

- 0.2
-7.8

5.2
8.5

0.6
-19.6

- 2.8
-16.7

8.8

-7.1

39.9
71.8

2.3 
-8.3 
-7.3 
18.0

6.2

4.6

32.6
8.8

8.9 
-24.1 
- 21.2 
107.6

68.1

9.3

17.5

3.6 
-0.4

36.1
27.2

3.9 
- 10.1 
- 10.2

19.3
8.8

1.2
-4.3

9.8
6.4

4.5 
-17.2

- 8.1
24.3

7.8

- 2.8

41.9

5.8
-5.6
-7.6
11.3

9.0

3.1

- 1.2
9.4

8.4

20.3a 

15.1

17.6

4.0
-2.7

23.0

3.6 
- 11.2

-7.9
21.1

8.3

-3.0
-5.0

42.6 
15.3

4.7 
-13.6

-10.9
6.6

7.6

3.6 
-5.2 
- 6.8 
13.1
8.9

3.5

12.0

2.9

3.7 
-1.5

34.0

4.0 
- 8 . 0 b

9.1
7.9

1.5 
-6.3

8.9

5.1

(Continued on next page)



Table I .7 (continued)

1986 1987 1988 1989 1990 1991

Pacific island economies
htworg PDG laeR ijiF

Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Papua New Guinea Real GDP growth
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Solomon Islands Real GDP growth
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

Tonga Real GDP growth
Current account balance/GDP 
Budgetary balance/GDP 
M 1 growth 
Changes in CPI

8.3 - 6.1 0.9 12.3 4.3 1.6
-1.9 -2.4 -0.3 0.1 -1.5 -2.7
-4.8 -5.1 -0.9 - 2.6 - 0.2 - 1.0
24.9 - 2.2 62.2 -3.4 0.6

1.8 5.7 11.7 6.2 8.1 7.5

5.6 2.8 2.9 -1.4 -3.7 9.3
-14.1 -18.3 -25.2 -28.3 -3 .6 b -15 .9b

-3.0 - 1.0 - 2.1 - 1.0 - 2.0
5.1 9.6 14.5 6.9 - 0.2
5.5 3.3 5.4 4.5 7.0 5.3

-0.9 2.1 5.4 6.8 5.1 4.0
- 6.8 -13.8 -16.1 -18.4 -14.5 -15.8
- 6.0 - 11.6 -9.0

7.2 22.5 31.7 3.8 26.6
13.6 11.0 16.7 14.9 8.8 13.5

3.2 3.4 - 2.1 1.7 0.8 3.7
-3.3 - 0.8 -19.5 -12.4
-0.9 -4.1 1.9
21.6 14.3 3.2 9.5 29.8
21.7 4.7 9.9 4.1 9.7 18.1

Sources: International Monetary Fund, International Financial Statistics (Washington, D.C., October 1991); Asian Develop-
ment Bank, Key Indicators o f  Developing Asian and Pacific Countries, vol. XXII (July 1991); and national sources.

Note: Current account balance excluding official transfers.

a January to August 1990. b Including official transfers.

in 1990 was 80.0 per cent above 
that of 1989 despite the ageing of 
trees. Lower prices, however, off-
set much of the gain in produc-
tion. Under its diversification pro-
gramme, Vanuatu began producing 
beef, most of which was exported. 
Production of timber, cocoa, coffee 
and kava, which are primarily for 
export, also increased.

The investment-GDP ratio of
32.0 per cent in 1989 fell below
27.0 per cent in 1990. The main 
component of investment was for- 
eign-aided public investment to 
support the tourist sector, including 
the extension and upgrading of 
airport and hotel facilities, and the 
purchase of an aircraft. In agri-
culture, investment was in pasture 
improvement in the livestock in-

dustry and expansion of cocoa 
plantation. The savings-GDP ratio 
was low at around 6.0 per cent in
1989, declining to 3.0 per cent in
1990. Thus, the resource gap, 
which was about 26.0 per cent of 
GDP in 1989, was reduced to 24.0 
per cent in 1990 as the investment 
ratio fell faster than the savings 
ratio. The gap was financed pre-
dominantly by aid inflows, which 
were sufficient to close the re-
source gap. The national budget 
was heavily dependent on foreign 
grants, which have recently been 
sharply reduced. Government has 
tried to augment revenue re-
sources, largely from customs 
duties. In Vanuatu, the general 
decrease in the inflation rate that 
began in 1988 continued in 1990,

recording a rate of only 6.6 per 
cent in 1990 and an expected rate 
of 6.1 per cent in 1991.

2. Sectoral performance

(a) Agriculture

With the exceptions of 
Maldives and Vanuatu, agriculture 
is the predominant sector of the 
economies of the least developed 
countries of the region. In Af-
ghanistan, the Lao People’s Demo-
cratic Republic and Nepal, the 
sector contributed above 50.0 per 
cent of GDP. In Bhutan and 
Myanmar the sector’s output share 
fell just below 50.0 per cent, 
whereas in Bangladesh the sector 
contributed less than 40.0 per
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cent. In many of the least devel-
oped countries, the role of agricul-
ture remained crucial in meeting 
of the basic food requirements of 
the population, a role which it had 
yet to fulfil as the countries con-
tinued to be net importers of food. 
Agricultural diversification re-
mained limited. The production 
and price of a small range of cash 
crops for export were of consider-
able importance to the overall 
functioning of the economies.

Afghanistan faced a chronic 
shortage of wheat, the principal 
food grain. As noted before food 
grain production fell from 4.4 mil-
lion tons in 1986 to 2.8 million 
tons in 1990. The gap between 
demand and domestic supply was 
estimated to be 600,000 tons. In 
order to help peasants to raise 
cash-crop production, the prices of 
unginned cotton and sugar beet 
were increased by the government. 
Efforts were being made to im-
prove irrigation facilities, cattle- 
breeding and related activities. 
Growth in the sector nevertheless 
continued to fall owing to the con-
tinuing security-related problems in 
the country and the recent natural 
calamities.

In Bangladesh, the rate of 
growth in agriculture declined to
2.4 per cent in 1991 from 5.6 per 
cent in 1990. Production of food 
grain for 1991 was estimated at
19.0 million tons, higher than in
1990, in spite the effects of the 
cyclone on the 1991 spring rice 
crop. In 1990-1991 food grain 
imports, mostly as food aid, were 
reduced to around 1 million ton. 
Production of jute, and pulses and 
oil-seeds fell, but that of vegeta-
bles, especially potatoes, increased 
considerably.

Increased food production to 
reach complete self-sufficiency by
1992 remained a priority with the 
new government. For the attain-
ment of self-sufficiency through 
the production of the targeted 20.0 
million tons of food grains in

1992, the government announced 
some major policy reforms for ag-
ricultural development including 
flood control and water resources 
management. The growers contin-
ued to receive price support 
through the regular procurement of 
food grains. Attempts were made 
to bring about a balance between 
costs and prices through the 
gradual phasing out of input sub-
sidies and the privatization of the 
input delivery system.

In Bhutan, agricultural land is 
very limited, only 3.0 per cent of 
the land is actually cultivated. A 
promising increase in production 
has taken place in recent years. 
In 1990, the sector recorded a 6.0 
per cent growth. The average an-
nual growth during the period
1980-1989 was 5.0 per cent. Pro-
duction of cash crops also in-
creased significantly during the
1980s in response to export mar-
ket demands, mainly from Bangla-
desh and India. Bhutan continued 
to remain a net importer of rice 
and wheat, part of which were re-
ceived under World Food Pro-
gramme assistance.

In the Lao People's Demo-
cratic Republic, agricultural output 
increased rapidly in 1990, with 6.6 
per cent overall growth as a result 
of better weather conditions, im-
proved irrigation and the increased 
use of higher yielding seeds, ferti-
lizers and other inputs. The pro-
duction of paddy increased by 6.2 
per cent. Livestock production in-
creased by 4.4 per cent and for-
estry, which had fallen by 46.7 per 
cent in 1989, increased by 10.0 
per cent. The government contin-
ued to effect policy reforms relat-
ing to the sector. By the mid- 
1990s almost all the State farms 
and most of the agricultural coop-
eratives had been privatized. To 
facilitate the delivery of inputs to 
individual producers, the co-
operative trading system was ex-
panded. In order to achieve im-
proved nutritional standards of the

people, animal husbandry was en-
couraged. Attention was given to 
agricultural extension services in 
cattle-breeding, cultivation of pas-
ture crops and the improvement of 
fish, poultry and pig stocks. For-
estry remained an important con-
tributor to output and exports, al-
though a logging ban introduced 
in 1991 as a conservation measure 
could reduce its contribution.

In Myanmar, agricultural out-
put increased by 5.7 per cent in
1990 compared with 4.6 per cent 
in 1989, as a result of favourable 
weather conditions and the expan-
sion in cultivation areas. Gross 
sown acres increased by 0.78 mil-
lion in 1990 over the previous 
year, comprising 0.23 million acres 
in net area sown and 0.55 million 
acres of multiple cropping. The 
irrigated area was expanded by 
38,158 acres. In the forestry sec-
tor, owing to the favourable 
change in the market situation, 
particularly in hardwood, the net 
output value increased by 15.4 per 
cent in 1990 over 1989. The agri-
cultural sector’s growth in 1991 was 
expected to improve to 6.6 per 
cent.

In Nepal, with substantial in-
vestment in the agricultural sector 
in past years, growth in the sector 
remained relatively high. How-
ever, the increase in agricultural 
production was mainly brought 
about by area expansion. Produc-
tion of food grains and cash crops 
in 1991 was estimated to have in-
creased by 2.3 and 10.4 per cent 
respectively, as compared to 5.6 
and 6.8 per cent respectively in 
the previous year. The overall 
growth of the sector remained sat-
isfactory in 1988-1990, achieving
7.0 to 8.0 per cent rates of growth 
with the contributions from live-
stock, horticulture and vegetable 
production, which had expanded 
considerably in recent years. The 
rate of growth in 1991 declined to
3.0 per cent.
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(b) Industry

Industrial development in the 
least developed countries was still 
limited. In most cases more than
50.0 per cent of the manufacturing 
output originated from food and 
textiles, indicating that basic 
processing had only just started. 
In the case of Nepal, as much as 
four fifths of manufacturing output 
originates in food and textiles. 
All countries, however, kept up 
their endeavour to advance with

industrialization as a means of di-
versifying and imparting dynamism 
to their economies. Investment 
promotion for industrial develop-
ment including encouragement to 
foreign direct investment (see box
I.9) has been a basic element of 
economic policy in most of the 
least developed countries in the re-
gion.

In Afghanistan, the govern-
ment continued to encourage pri-
vate sector investment for indus-
trial development. During 1990,

the Commission on Foreign and 
Domestic Private Investment Af-
fairs approved the construction of 
a number of industrial projects re-
lating to metals, chemicals, food-
stuffs, textiles, and construction. 
Late in 1990, Afghanistan had also 
signed protocols with the former 
Soviet Union on cooperation in 
geological surveys and mineral ex-
ploration in the country.

Growth in value added of the 
manufacturing sector in Bangla-
desh was 7.9 per cent 1991 as

Box I.9. Foreign direct investment and the least developed countries of  
the ESCAP region

In recent years, the least devel-
oped countries have been looking to 
foreign direct investment (FDI) as 
an important means o f  facilitating 
their economic development. Such 
investment could serve as a vehicle 
for enhanced capital formation, the 
transfer o f technology, and the pro-
motion o f  exports and employment 
in their economies. In order to cre-
ate a favourable environment for 
FDI, the least developed countries 
have liberalized their policies sub-
stantially. Countries such as Af-
ghanistan, Bangladesh, the Lao Peo-

ple’s Democratic Republic, Myanmar 
and Nepal adopted major liberaliza-
tion measures during the 1980s. 
They have provided generous fiscal 
and other incentives and eliminated 
many restrictions on FDI under their 
recently adopted codes. These meas-
ures include simplification o f authori-
zation procedures, easing ownership 
restrictions, reduction o f  taxes, and re-
laxation o f restrictions on repatriation 
o f profits. Other countries such as 
Maldives, Samoa and Vanuatu contin-
ued to pursue their liberal policies o f 
the past during the 1980s.

In spite o f  the very substantial 
change in policies to attract foreign 
investment, FDI flows in many 
ESCAP least developed countries 
have remained insignificant. Avail-
able data indicate that FDI inflows 
have been o f  some significance only 
in Bangladesh, Maldives and 
Vanuatu. Inflow to Bangladesh, the 
largest o f  the region’s least devel-
oped economies, has tended to de-
cline in recent years, notwithstand-
ing policy liberalizations. While 
Vanuatu has received substantial in-
flow in relation to the size o f  its

Foreign direct investment flows to least developed countries of the ESCAP region

(Millions o f  US dollars)

Countries 1984 1985 1986 1987 1988 1989 1990

Afghanistan
Bangladesha -0.6 ... 2.4 3.2 1.8 0.2 3.3
Bhutan
Kiribati
Lao People’s

Democratic Republicb ... -1.6
2.3 1.3 8.3 2.3 2.2 ... ... asevidlaM

3.0 ... 8.0 bramnayM
2.0 0.1 6.0 9.0 blapeN

2.0- 4.0 ... baomaS
Tuvalu

2.31 2.9 8.01 9.21 0.2 6.4 4.7 utaunaV

a International Monetary Fund, International Financial Statistics, vol. XLIV, No. 12 (December 1991). b United
Nations Centre on Transnational Corporations database (based on national sources). 

(Continued overleaf )
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economy, which reflected the coun-
try’s efforts to develop a financial 
centre on its shore and cattle farm-
ing for meat exports, inflow into 
other least developed countries re-
mained insignificant and erratic. 
Some countries, such as the Lao 
People’s Democratic Republic and 
Samoa, seem to have experienced 
net outflows. The reported data in-
dicate that the least developed coun-
tries received only around 0.1 per 
cent o f  total FDI flows coming into 
the developing ESCAP region in re-
cent years.

Given that these countries have 
drastically changed their attitude in 
favour o f  FDI, such results are dis-
appointing. The finding suggests 
that liberalizing policies towards FDI 
and offering incentives to foreign 
investors are a necessary but not a

sufficient condition for attracting FDI. 
The state o f  general economic condi-
tions, physical infrastructure, human 
resources, and the political climate are 
important factors in determining 
where transnational corporations make 
their investments. These conditions 
have not been generally conducive to 
investment in the least developed 
countries.

Owing to their small population 
(except Bangladesh and Myanmar) 
coupled with low income levels, the 
domestic markets o f  the least devel-
oped countries o f  the ESCAP region 
are often too small to attract an in-
flow o f private investment. Moreover, 
the physical infrastructure including 
power supply, telecommunications and 
transport, which are vitally important 
factors in transnational corporations’ 
decision to invest, are often inad-

equate in the least developed coun-
tries. Most o f  these countries are 
also disadvantaged in terms o f  hu-
man resources development (see box 
I.10). There is a dearth o f  educated 
manpower and an acute shortage o f 
advanced managerial, accounting 
and technical skills. Finally, pro-
spective investors tend to have a 
perception o f  higher political risks 
in investing in the least developed 
countries. In order to be able to 
attract foreign direct investment in 
the least developed countries these 
conditions would have to improve. 
Meanwhile their policies may have 
to be more focused and targeted to 
the attracting o f  foreign direct in-
vestment in particular sectors where 
they have a comparative advantage, 
rather than offering general and ran-
dom incentives.

compared with 8.4 per cent in the 
previous year. In 1991, pro-
grammes were formulated aiming 
at maximizing this sector's contri-
bution to the growth of GDP, em-
ployment generation, and the im-
provement in the balance of pay-
ments. In order to achieve this, 
priority was given for the comple-
tion of the projects of the third 
five-year plan (1985-1990). How-
ever, the severe cyclone which hit 
the south-eastern part of the coun-
try in April 1991 affected eco-
nomic activities, particularly the 
garment industry and physical in-
frastructure. A large number of 
industrial units located in the 
Chittagong area suffered damage.

A package of incentives was 
announced to stimulate investment. 
These included easing “ red-tape” 
in the access to foreign exchange 
for productive economic activities, 
including the facilitation of invest-
ment in shares by non-residents, 
the maintenance of foreign cur-
rency accounts by both residents 
and non-residents, the increase in

the permissible import of foreign 
currency without declaration, and 
also the increase in travel allow-
ances. Investment procedures were 
relaxed to remove bottlenecks and 
encourage potential investors. A 
comprehensive programme for the 
development of small and rural in-
dustries, which accounted for 40.0 
per cent of the country's total in-
dustrial output, was being under-
taken as envisaged under the
fourth five-year plan. The 1986
industrial policy was further re-
vised in May 1991 to encourage 
foreign investment and boost pri-
vate sector participation in indus-
trialization.

In Bhutan, the manufacturing 
sector accounted for only 7.0 per 
cent of GDP (1989). Electricity 
and gas contributed 9.0 per cent
and construction 8.4 per cent. 
Manufacturing value-added in-
creased by 16.0 per cent, the 
newly established cement plants 
making the largest contribution. 
Electricity and gas lost the produc-
tion thrust of the opening days of

the Chukka hydroelectric dam and 
only 2.0 per cent increase in value 
added was recorded in 1989. Ef-
forts were under way to develop 
industries based on local raw ma-
terials. Under its privatization 
policy, the government encouraged 
the involvement of private sector 
in the country’s industrialization. 
The Bhutan Development Finance 
Corporation functioned to promote 
private sector investment in indus-
tries. The shares of the Bhutan 
Tourism Corporation (BTC) were 
floated in October 1991 and its 
management was handed over to a 
private company. A company act 
was promulgated to guide and 
regulate private companies. The 
manpower constraints, especially at 
the higher level of skill and exper-
tise, however, tends to limit the 
extent to which these changes 
could be carried out (see box 
I.10).

In response to the economic 
reforms in the Lao People’s Demo-
cratic Republic, rapid growth in 
the number of small private enter-
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Box I.10. Human resources development in a least developed country: 
the case of Bhutan

The shortage o f  adequately 
trained manpower has been a major 
constraint to development in most 
o f  the region’s least developed coun-
tries. Bhutan represents a country 
which has suffered in this respect 
but has been making some deter-
mined efforts and appreciable 
progress in recent years. Until 
1920, no formal schools existed in 
Bhutan. During the seven decades 
since then progress has been 
achieved so that the adult literacy 
rate (measured in terms o f  adults 
who have received formal schooling) 
in 1991 reached 32.2 per cent. 
Along with the establishment o f 
schools, additional encouragement 
has been provided for people to re-
ceive education. For example, edu-
cation in Bhutan is free, and the 
cost o f  tuition, textbooks and even 
boarding in a large number o f 
schools is borne by the government. 
Along with primary and secondary 
schools, various technical and voca-
tional training programmes have 
also been established. However, 
Bhutan has so far only one college 
offering degrees, which is affiliated 
with the Delhi University in India. 
The college offers courses in hu-
manities, basic sciences and com-
merce. Bhutanese students normally 
pursue undergraduate courses in 
technical subjects outside Bhutan 
under various fellowship pro-
grammes.

Naturally, the manpower con-
straint is felt most severely at the 
higher levels o f  skill and expertise. 
Up to 1961, most civil service posts 
in the government were manned by 
expatriates. By 1980, the total 
number o f personnel with a high 
educational level was 2,500 only. 
The number o f  university graduates 
stood at 230 only (including 35 en-
gineers and medical doctors), all o f 
whom held positions in the govern-
ment. As o f  1982, o f  the total 
skilled and unskilled labour force of

46,000 in the country, about 77 per 
cent were non-nationals.a The acute 
shortage o f  technicians was met 
through direct hire mainly from 
neighbouring countries. To meet the 
unskilled labour needs expatriates 
were brought in on a contract basis. 
The need for expatriate labour 
stemmed from the country’s small 
size o f domestic labour force and the 
shortage o f educated and trained man-
power.

Human resources development 
has been a priority in government 
policy since the launching o f  the first 
five-year plan in 1961 and remained 
so in the latest sixth five-year plan 
(1987-1992). The government has 
adopted the goal o f universal primary 
education for all Bhutanese children 
by the year 2000. There are, how-
ever, formidable difficulties in achiev-
ing this goal, including the reluctance 
o f  illiterate and poor parents to send 
their children to school, generally 
lower enrolment ratios for girls, diffi-
cult and discouraging commuting re-
quirements through hilly terrain, high 
drop-out rates, and above all the 
shortage o f trained and experienced 
teachers. Currently, 36 per cent of 
the teachers were expatriates, many o f 
whom were untrained or unsuitable 
for the education system adopted in 
Bhutan.

In order to meet the increasing 
demand for trained personnel, the 
government has adopted an integrated 
approach to human resources develop-
ment in the current plan and consid-
ers it the main instrument for enhanc-
ing the technical and managerial ca-
pabilities o f the civil services in the 
country. The civil service was also 
upgraded specially with reference to 
performance evaluation, career devel-
opment, job evaluation, training poli-
cies and programme reorganization. 
Under a human resources develop-
ment master plan, a total o f  5,726

individual training programmes and 
fellowships would be provided at an 
estimated cost o f  $28 million during 
the sixth plan period. External as-
sistance disbursement for human re-
sources development rose from a 
trickle previously, to $8.9 million in 
1988 and $8.2 million in 1989. The 
commitment for 1990 was o f  the or-
der o f  $10 m illionb

The Development Administra-
tion Division o f  the United Nations 
Department o f  Technical Cooperation 
and Development has also been im-
plementing a $9.8 million UNDP- 
funded human resources develop-
ment project since 1988 to run for a 
five-year period. It is an umbrella 
project covering all national training 
requirements and aims at building 
the country’s technical and manage-
rial capabilities in all sectors in a 
much more systematic way. This 
multisectoral project is supported by 
a number o f  United Nations agen-
cies (ITC, ILO, FAO, UNESCO, 
ICAO, IMF, UPU and UNIDO) in 
the implementation o f  the fellowship 
programmes.c The project has two 
major components: the first compo-
nent seeks to develop a core of 
trained personnel in selected key 
sectors such as agriculture, industry, 
trade, education, tourism, transport, 
investment planning and analysis, 
public administration, and natural re-
sources development. The second 
component seeks to improve the in-
stitutional capability for human re-
sources development, and in particu-
lar the Royal Civil Service Commis-
sion as the central personnel admin-
istration agency. The Royal Institute 
o f  Management, set up in 1986, has 
been seeking to develop middle-level 
management and office personnel.

b UNDP, Bhutan: Development 
Cooperation Report 1989.

c DTCD News, vol. 4, No. 2 
(1991).
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prises in the manufacturing sector 
took place in 1989 and 1990, re-
flected in 32.0 and 15.9 per cent 
growth (at 1983 prices) in indus-
trial output (encompassing mining, 
manufacturing construction and 
utilities) in 1989 and 1990 respec-
tively. Manufacturing output was

particularly large in food, bever-
ages, tobacco and construction ma-
terials as well as in the processing 
of forestry products. Cottage in-
dustry also developed rapidly. At 
the same time privatization of 
State enterprises, mainly through 
lease agreements, had accelerated

since mid-1989. The construction 
sector expanded at the rate of over
12.5 per cent in 1990, following 
the strong rise of 24.0 per cent in 
the previous year. Electricity, gas 
and water registered 32.0 and 25.0 
per cent growth, and manufactur-
ing 35.0 and 16.0 per cent during

Table I.8. Selected least developed and island economies o f the ESCAP region. Sectoral components of gross 
domestic product and their growth rates, 1988-1991

Least developed economies
Afghanistan 1988 52.8 33.7 13.5 -6.7 - 10.2 -9.5

1989 54.5 31.4 14.1 -4.2 -13.5 -2.9
1990 51.7 33.3 15.0 -7.8 3.0 3.6
1991 49.1 35.3 15.6 2.2 14.1 11.6

Bangladesh 1988 38.4 16.7 44.9 - 0.8 5.3 5.3
1989 37.2 17.1 45.7 - 1.1 4.8 4.7
1990 37.0 17.3 45.7 5.6 8.4 5.8
1991 36.6 17.4 46.0 2.4 7.9 3.8

Bhutan 1988 47.1 24.2 28.6 1.5 -4.8 5.8
1989 45.8 27.1 27.1 2.5 6.6 7.9
1990 46.0 26.8 27.2 6.0 4.3 6.1
1991

Lao People’s Democratic 1988 64.4 12.5 23.1 1.5 - 2.1 7.8
Republic 1989 60.2 15.2 24.6 1.8 32.1 16.0

1990 59.2 16.3 24.6 6.6 15.9 8.3
1991 -5.5 16.2 14.9

Maldives 1988 26.4 15.7 57.8 4.9 9.5 10.3
1989 25.5 15.8 58.7 5.4 10.0 10.9
1990 24.2 16.2 59.6 9.2 17.8 16.9
1991

Myanmar 1988 47.9 11.5 40.6 -12.5 -16.8 -8.3
1989 48.4 12.5 39.1 4.6 13.2 -0.3
1990 48.5 13.1 38.4 5.7 10.7 3.7
1991 49.2 12.4 38.3 6.6 -0.7 4.8

Nepala 1988 58.2 41.8 8.1 6.0
1989 60.3 39.7 7.5 - 1.2
1990 62.4 37.6 7.3 - 2.0

1991 61.8 38.2 3.0 5.7

Vanuatu 1988 19.8 13.6 66.6 -9.9 14.9 1.5
1989 20.7 14.3 64.9 9.4 10.4 1.9
1990 21.6 14.2 64.2 10.3 5.2 4.8
1991 3.7 7.5

(Continued on
5.1 

next page)
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T able 1.8 (continued)

Sectoral shares Growth rates

Agriculture Industry Services Agriculture Industry Services

Pacific island economies
Fiji 1988 23.4 16.8 59.8 -2.4 -5.6 4.1

1989 23.4 17.2 59.4 12.3 15.3 11.7
1990 22.8 17.1 60.0 2.7 4.9 6.5
1991 22.2 17.3 60.5 3.1 8.0 - 0.6

Papua New Guinea 1988 31.8 30.7 37.5 3.7 6.1 - 0.1
1989 32.9 27.7 39.4 1.7 - 11.0 3.7
1990 33.2 28.9 37.9 -0.7 -3.2 -5.3
1991 3.4 24.8 4.6

Solomon Islands 1988 47.3 9.1 43.6 4.2 12.9 1.7
1989 48.7 9.0 42.3 9.9 4.9 4.2
1990 48.3 8.7 43.0 4.1 7.5 3.7
1991 4.0 5.0 3.0

Tonga 1988 -9.7 -0.4 2.5
1989 5.6 4.8 -0.7
1990 -3.0 - 0.6 3.0
1991 10.0 - 1.2 1.7

Sources: Asian Development Bank, Key Indicators o f  Developing Asian and Pacific Countries, vol. XXII (July 1991); and 
Asian Development Outlook, 1991 (Manila); and national sources.

a Industry and services are combined.

the two years. Under the new 
economic management mechanism, 
industrial management was being 
decentralized. As of mid-1990, 
the relaxation of State controls on 
industrial planning, pricing and 
wages had secured the desired re-
sults: accelerated growth in out-
put, improved productivity and in-
creased revenues from the taxation 
of company profits.

In Myanmar, with the intro-
duction of a market economy, pri-
vate investment was on the rise. 
The Private Industrial Enterprises 
Law was enacted with a view to 
promoting systematic development 
of private industries. In addition, 
the Private Industries Coordination 
Committee was set up for scruti-
nizing and selecting appropriate 
private industrial enterprises. As 
of December 1990 under the For-
eign Investment Law, permits were

issued to 11 foreign industrial en-
trepreneurs to set up joint ventures 
in the production and marketing of 
animal feed, ready-made garments, 
wood products, and iron and steel 
products. Industrial production 
seemed to have responded to these 
policies as growth of 13.2 in 1989 
and 10.7 in 1990 had indicated.

The improvement in Nepal-In- 
dia relations greatly facilitated the 
increase in industrial production in 
Nepal in 1991, estimated at 13.4 
per cent. The increase was re-
corded particularly in beverages, 
textiles, leather goods, soap and 
other chemical-based goods, plastic 
sheets, and cement. A new indus-
trial policy was under preparation 
to promote industrialization based 
on domestic raw materials and 
through import substitution efforts. 
New activities in petroleum explo-
ration, the establishment of two

new cement plants, and the con- 
struction of two new industrial es-
tates in the eastern part of the 
country had commenced. A 28 
per cent higher number of indus-
trial licenses were issued in 1991 
in relation to the previous year, in-
dicating growing private interest in 
industrial investment.

In Samoa, manufacturing out-
put was expected to rise slowly in
1991 with the repair of industrial 
units and infrastructure that had 
been damaged by the cyclone in 
February 1990. An incentive 
scheme including a 10-year ex-
emption from duty on imported 
raw materials and equipment, and 
an income tax holiday was estab-
lished for new foreign investment.

In Vanuatu, the industrial sec-
tor grew by 10.4 per cent in 1989 
and at the lower rates of 5.2 per 
cent in 1990 and 7.5 per cent in
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1991. Industries in Vanuatu are 
dependent on high cost expatriate 
skilled labour. However, in some 
industries, such as furniture manu-
facture and handicrafts, indigenous 
labour participation was increasing. 
A small industrial estate had been 
established on the island of 
Espiritu to provide small busi-
nesses with access to reasonably 
priced and serviced factory spaces. 
A major development in the sector 
was the opening of a brewery in
1990 under joint private-public 
ownership, which could enhance 
the sector’s contribution from the 
current 14.0 per cent.

B. O T H E R  PACIFIC ISL A N D  
E C O N O M IE S

1. O verall perform ance

Available information indicated 
that the economies of most island 
countries had grown at lower rates 
in 1990 compared with rates 
achieved in 1989. Papua New 
Guinea and Samoa had suffered 
actual contraction in their GDP. 
Depressed international commodity 
prices had been largely responsible 
for the general slow-down in eco-
nomic growth in 1990. In Papua 
New Guinea, there was an added 
political factor that had led to the 
closure of one of the country’s 
main revenue sources, the 
Bougainville copper mine, in 1989. 
With generally favourable weather 
conditions and responsive demand 
management policies, most island 
countries expected their economies 
to grow positively in 1991. Papua 
New Guinea was expecting full re-
covery to record a high 9.3 per 
cent growth.

In Fiji, real GDP grew at the 
slower rate of 4.3 per cent in 
1990, following an impressive 12.3 
per cent growth in 1989. The two 
years of high growth following the 
contraction suffered in 1987 had 
returned the economy at least to 
its previous heights. However,

like other small island countries, 
Fiji’s vulnerability to depressed in-
ternational prices was demon-
strated by the slower economic 
growth of only 1.6 per cent esti-
mated for 1991. Despite stagna-
tion in the output levels of Fiji’s 
traditional exports, such as gold, 
sugar and coconut products, sig-
nificant gains in output were made 
in the forestry, fisheries and tour-
ism sectors, enabling the economy 
to record 4.3 per cent growth in 
1990. Even though recovery was 
expected in sugar production, con-
struction activity and financial 
services in 1991, the tourism sec-
tor was expected to be affected 
negatively by recession, particularly 
in the Australian economy. Tourist 
arrivals during the first six months 
of 1991 dropped by 5.4 per cent 
over the same period of the previ-
ous year, resulting in an increase 
in earnings of only 2.2 per cent. 
This had prompted the government 
to revise its growth estimate for
1991 to 1.6 from its earlier esti-
mate of 3.5 per cent.

After recording 6.8 per cent 
growth rate in 1989, which was 
the second highest growth rate re-
corded by Solomon Islands in the 
1980s, its economic growth slowed 
to 5.1 per cent in 1990. This 
growth rate was achieved despite 
the effects of lower international 
commodity prices. The agriculture 
sector grew by about 5.0 per cent 
in 1990 and contributed over 48 
per cent of GDP. In 1991, a 4.0 
per cent GDP growth was esti-
mated.

In Tonga, the GDP grew by a 
mere 0.8 per cent in 1990 com-
pared with the growth rate of 1.7 
per cent recorded in 1989. The 
slow-down in economic growth in
1990 reflected the falling levels of 
production in agriculture, particu-
larly in coconut products, vanilla 
and bananas, and in fishing.

In contrast to the positive 
growth recorded by other island 
countries, in Papua New Guinea,

the closure of the Bougainville 
Copper Mine in May 1989 com-
bined with depressed commodity 
prices, resulted in a decline of 3.7 
per cent in GDP in 1990, having 
accelerated from a fall of 1.4 per 
cent in 1989. The decline of 
GDP in 1990 was much greater 
than the previously projected 1.6 
per cent, in spite of the 
stabilization measures adopted by 
the government at the beginning of
1990. However, the timely course 
of action by the government im-
proved the economy's prospects of 
recovery in 1991, when 9.3 per 
cent growth was expected. Much 
of the projected growth was to 
come from the expected minerals 
boom associated with mining and 
petroleum developments, assisted 
by the structural adjustment meas-
ures implemented by the govern-
ment in 1990.

Most Pacific island countries 
experienced higher inflation rates 
in 1990. The common factors ac-
counting for the increase in the 
general price level in the 
subregion were higher world oil 
prices and a general increase in 
the price of imported food and 
other essential consumer goods.

The highest increase in infla-
tion was in Samoa where the rate 
reached 15.3 per cent in 1990, af-
ter averaging 6.3 per cent during 
the period 1986-1989. In Tonga, 
the inflation rate more than dou-
bled to about 10.0 per cent in
1990. The general rise in infla-
tion was caused by the increase in 
oil prices as well as the effects of 
the higher commodity taxes an-
nounced in the 1990 budget that 
included an increase in duties on 
alcohol and tobacco products, pro-
tective tariffs on meat, and the in-
troduction of an excise duty on lo-
cally produced beers. The situa-
tion was complicated by the ongo-
ing pressure on prices arising from 
the flow-on effects of civil service 
pay increases. To the extent that 
non-recurring increases in taxes
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and duties were responsible for the 
unusually high rates of price in-
creases in 1990, they could be ex-
pected to moderate in the future. 
However, the inflation rate in 1991 
appeared to have accelerated to 18 
per cent.

In Fiji, oil price increases re-
sulting from the Persian Gulf cri-
sis, coupled with the continuing 
inflation in countries that supply 
Fiji’s imports, pushed the inflation 
rate up to 8.1 per cent in 1990 
compared with 6.2 per cent in
1989. The annual inflation rate 
was reduced to 7.5 per cent in
1991.

The year-on-year inflation rate 
in Papua New Guinea reached 7.0 
per cent in 1990, compared with
4.5 per cent in 1989. The infla-
tion rate, however, was lower than 
was expected. The worse results 
expected from the impact on 
prices of the 10.0 per cent devalu-
ation of the kina in January 1990, 
the oil price increase in the fourth 
quarter of that year, the net tax 
measures introduced in the 1990 
budget, and higher imported infla-
tion from Papua New Guinea's 
major trading partners, were mod-
erated by the deflationary effect of 
the substantial contraction in ag-
gregate domestic demand during 
the year. The inflation rate in
1991 had declined to 5.3 per cent.

In contrast to other island
countries, both Solomon Islands
and Vanuatu recorded deceleration 
in inflation rates in 1990. Solo-
mon Islands recorded the sharpest 
decrease in inflation, from 14.9 
per cent in 1989 to 8.8 per cent 
in 1990. The decrease was attrib-
uted to the lower inflation rates of 
the Solomon Islands major trading 
partners, relatively slow deprecia-
tion of the Solomon Islands dollar 
against other currencies, and im-
proved domestic food supply. At 

knaB lartneC eht ,emit emas eht
of Solomon Islands pursued a re-
strictive monetary policy so as to 
limit the inflationary effects of

government borrowing to finance 
its budgetary deficits. The infla-
tion rate, however, accelerated 
again in 1991 to 13.5 per cent.

Most Pacific island countries 
continued to record deficits on 
their external and government 
budget accounts. Such deficits 
have been pronounced in times of 
depressed commodity prices, re-
flecting the very high exposure of 
their entire economies to external 
demand and the price situations of 
their export commodities. Al-
though Pacific island countries 
have been limited in their ability 
to introduce corrective policy 
measures to counter sufficiently 
the effects of exogenous events, 
attempts in recent years have been 
made particularly to improve their 
budgetary performance. However, 
the continuing flow of aid to these 
countries has enabled them to fi-
nance their deficits, without which 
the situation would have been 
unsustainable (see box I.11).

In 1990 the majority of Pa-
cific island countries recorded 
deficits on their trade accounts. 
However, improvements in the 
service sector, particularly through 
tourist receipts and government 
services, enabled some of them to 
record improvements in current ac-
count deficits. On the other hand, 
the budget deficits of most of 
these countries deteriorated during 
the year.

In Fiji, the strong growth in 
both exports and imports that had 
been associated with the economic 
recovery in 1988 and 1989 contin-
ued in 1990. It was estimated 
that export receipts, despite de-
clines in major traditional exports 
such as sugar, copra and gold, re-
corded a high growth rate in 1990, 
boosted by increased receipts from 
other exports, such as canned tuna 
and timber. Imports also grew at 
about 19.0 per cent during the 
year, a rate inflated by the pur-
chase of a jet aircraft valued at 
about $55 million. Despite im-

proved earnings from services, par-
ticularly from tourism, a sharp in-
crease in freight costs, and private 
transfers abroad which had more 
than doubled compared with 1989, 
resulted in a deficit in the current 
account balance of payments com-
pared with a nominal surplus in
1990. Larger capital inflow, par-
ticularly in the form of foreign di-
rect investment associated mainly 
with tax-free zones, resulted in an 
overall surplus in the balance of 
payments in 1990. Depressed 
commodity prices, the expected 
downturn in tourist arrivals, and a 
general decline in investments, 
were expected to result in the 
overall balance of payments revert-
ing to a deficit in 1991.

As the government had over-
come the immediate problems of 
stabilizing the economy following 
the events of the 1987 coups, two 
principal objectives relating to 
public finance were established: 
to reduce the size of government 
and to limit growth in debt 
through the control on budget 
deficits. Even then, expenditure, 
including net lending, increased 
faster than expected. The unex-
pectedly high revenue collections, 
however, resulted in a budget defi-
cit lower than the original budget 
estimate for 1990. The 1991 
budget emphasized the govern-
ment's commitment to a process of 
deregulation and an outward-ori-
ented trade strategy. Apart from 
emphasizing the reduced role of 
government and a zero net govern-
ment deficit, other features of the 
economic programme included tar-
iff reduction aimed at moving tar-
iffs to a low uniform rate, removal 
of price controls, the encourage-
ment of competition in the domes-
tic economy, corporatization of 
some public organizations and 
commercialization of some govern-
ment departments. In line with its 
policy, post and telecommunica-
tions and the national fishing ven-
tures were corporatized. However,
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Box I.11. Pacific island countries and the Lomé IV convention

External resources, particularly 
official development assistance 
(ODA), will continue to play an im-
portant role in the economic devel-
opment o f  the Pacific island coun-
tries. In many o f  these countries, 
aid accounts for over 20 per cent or 
more o f  their gross national product 
(GNP). Much o f  the traditional 
sources o f  aid has come from 
former colonial powers. For some 
island countries, such aid has been 
reduced or stopped altogether. In 
Tuvalu and Vanuatu, budgetary aid 
was withdrawn by France and the 
United Kingdom o f Great Britain 
and Northern Ireland in 1986 and
1988 respectively.a Even in Papua 
New Guinea, which has a long-term 
aid agreement with Australia, such 
aid is to be reduced over time.

The reduction in aid has forced 
some island countries to apply re-
straint on expenditure to narrow 
their budget deficits. This in turn 
has meant lower living standards for 
the people, since the government 
provides most o f  the essential serv-
ices in the island countries.

However, the flow o f  aid to 
Pacific island countries has been 
maintained through other sources 
such as Japan. Japan’s ODA to Pa-
cific countries increased from $25.1 
million in 1984 to $93.1 in 1988, 
with the larger island countries o f 
Fiji, Papua New Guinea, and Samoa 
and the Federated States o f  Micro-
nesia, Marshall Islands and the Re-
public o f  Palau benefiting the 
most.b The European Economic 
Community (EEC) also partly made 
up for the reduced flow o f  aid, in 
particular through the Lomé conven-
tions it has signed with the African,

a For details, see Survey, 
1990, box 1.7, p. 44.

Caribbean and Pacific (ACP) coun-
tries. Relations between the member 
States o f  EEC and ACP have been 
regulated by a series o f  agreements 
on economic assistance and trade.

The first Lomé Convention was 
signed in February 1975 and came 
into effect in April 1976; its succes-
sor, Lomé II came into effect in 
January 1981 followed by Lomé III, 
which became effective in February
1985. At the start o f  the negotiations 
for Lomé IV, the ACP countries 
called for a wide ranging revision o f  
the Convention to take account o f  de-
velopments in recent years, in addi-
tion to the existing problems, such as 
rising debt and falling commodity 
prices which the previous agreements 
had proved inadequate to deal with. 
They pointed out that Lomé III had, 
in fact, failed to stimulate trade be-
tween EEC and ACP countries. The 
ACP countries also expressed concern 
about the planned introduction o f  a 
single market in the community in
1992, the opening up o f  Eastern Eu-
rope and EEC’s willingness to grant 
concessions to third countries under 
the General Agreement on Tariffs and 
Trade (GATT), all o f  which were ex-
pected to lead to a dilution o f  aid 
and benefits for ACP countries and to 
weaken the EEC commitment to the 
Convention. After lengthy negotia-
tions between the two parties, the cur-
rent Lomé IV Convention was signed 
in the Togolese capital on 15 Decem-
ber 1989 and came into force on 1 
September 1991 following its ratifica-
tion by all EEC member States.

Unlike the previous three con-
ventions which had a duration o f  five

b S. Numata, “Japan’s coopera-
tion with the South Pacific region” , 
Pacific Econom ic Bulletin  vol. 5, No.
2 (December 1990), p. 10.

years, Lomé IV covers a 10-year 
period. As o f  4 October 1991, 54 
o f  the 69 ACP countries had rati-
fied the Convention, thus enabling 
them to have access to financial and 
technical cooperation. O f the 19 re-
maining countries which have yet to 
ratify Lomé . IV, 4 countries, namely 
Kiribati, Tonga, Tuvalu and Vanuatu 
are from the Pacific. The Pacific 
countries which have ratified the 
Convention are Fiji, Papua New 
Guinea, Samoa and Solomon Is-
lands.

Among other things, Lomé 
conventions were established to pro-
mote trade between the ACP and 
EEC countries, taking into account 
their respective levels o f develop-
ment, and also among the ACP 
countries themselves. Under its pro-
visions, other agricultural products, 
with certain exceptions, and indus-
trial products from ACP countries 
are allowed to enter EEC markets 
duty free. The conventions have 
also provided for stabilization o f  ex-
port earnings o f  ACP countries 
through a system operated to guar-
antee the stabilization o f  earnings 
derived from ACP exports to the 
Community o f  products on which 
ACP economies depend most and 
earnings from which are affected by 
fluctuations in price or quality, or 
both o f  these factors. The conven-
tions also guarantee purchase and 
supply o f  fixed quantities o f  sugar 
o f  ACP countries, the price o f 
which is related to the price guaran-
teed to the sugar producers o f  EEC.

Similar in scope to its pred-
ecessors, Lomé IV provided the re-
cipient countries with development 
assistance, tax benefits, guaranteed 
prices for certain exports and prefer-
ential access to EEC markets. It 
also focused on environmental pro-
tection, the link between demo-
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graphic changes and development, 
and economic restructuring. The 
main changes from the terms of 
Lomé III included: (a) the inclusion 
o f  a short-term structural adjustment 
fund (to be operated in close co-
operation with the International 
Monetary Fund and the World 
Bank); (b) improvements in the 
STABEX mechanism, protecting the 
ACP countries against losses in ex-
port earnings from various com-
modities, and in the Sysmin mecha-
nism, providing support for their 
mining industries; and (c) extension 
o f  the preferential trade arrange-
ments.

A main provision o f  the Lomé 
IV agreement provided for a total o f
12,000 million European Currency 
Units (ECU) in financial aid, an 
overall increase o f  3,500 million 
ECU over Lomé III. A large part 
o f  this, ECU 10,800 million, was to 
be channelled through the European 
Development Fund (EDF); o f this 
ECU 7,995 million was earmarked 
as general grants, ECU 1,500 mil-
lion for the system o f stabilization 
o f  export earnings from agriculture

and fishery products (STABEX), 
ECU 480 million for a special facility 
for mining products and ECU 825 
million for risk capital. The balance 
o f  ECU 1,200 million from the total 
allocation o f  ECU 12,000 was set 
aside to be disbursed in the form o f 
soft loans by the European Investment 
Bank.

Lomé conventions have proved 
to be very useful to Pacific island 
countries in the past, particularly the 
provision for STABEX funds as 
shown in the table.

In the case o f  Solomon Islands, 
between 1986 and 1988, STABEX 
funds were used to support the coun-
try’s deteriorating external reserves. 
Under Lomé III, the country received 
a total o f  SSI 63 million in STABEX 
funds during the period 1986-1988. 
The total inflow o f STABEX funds 
during the two years, 1987 and 1988, 
amounting to SSI 45 million, repre-
sented the largest single inflow o f 
cash aid to Solomon Islands during 
the two-year period. Without 
STABEX, the deficit in the current 
account would have been much 
larger, with external reserves declining

accordingly. The absence o f  any 
STABEX receipts in 1989 was 
largely responsible for a SSI 37 mil-
lion worsening o f  foreign reserves.c 
The non-availability o f  STABEX 
funds in 1989 was the result o f 
such funds being terminated by 
EEC after STABEX funds were 
wrongly allocated to finance 
balance-of-payments and budget 
deficits.d

Pacific island countries also en-
joy other forms o f  aid and technical 
assistance under Lomé conventions. 
For example, in addition to enjoying 
other facilities, Fiji has benefited 
greatly through the access EEC has 
granted to sugar, one o f  its main 
export earners. A t present, around 
40 per cent o f  Fiji’s sugar exports 
are sold to EEC at prices substan-
tially above the world free market 
price.e

Pacific island countries, which 
are signatories to Lomé conventions 
have thus benefited from them, par-
ticularly through STABEX funds. 
With the increase in the allocation 
o f  funds under Lomé IV and the 
flow o f aid from traditional sources 
expected to be reduced in the fu-
ture, Pacific island countries are ex-
pected to utilize more fully the fa-
cilities now made available under 
Lomé IV.

c C. Y. Francis and D. 
Rarawa, “Solomon Islands balance 
o f  payments, 1984-89” , Pacific 
Economic Bulletin, vol. 5, N o.12 
(December 1990), p. 37.

d R. Callick, “No blue skies 
yet in the South Pacific” , Pacific 
Economic Bulletin, vol. 6, No. 2 
(December 1991), p. 15.

e Government o f  Fiji, Review 
o f  Performance and Prospects: Fiji 
Economy (National Economic Sum-
mit, May 1991), p. 34.

Use o f STABEX by selected Pacific island countries. Gross STABEX  
transfers
(Millions o f  ECU)

Fiji Samoa Solomon Islands Tonga Vanuatu

1975-1979 

(Lomé I) 2.115 2.837 2.174 1.208 1.431

1980-1985 

(Lomé II) 2.284 5.064 3.948 4.011 8.932

Source: R. E. Falvey, “Trade problems and policies o f Pacific island econo-
mies” , in R.V. Cole and T.G. Parry, eds., Selected Issues in Pacific Island D e-
velopment, Pacific Policy Paper No. 2 (National Centre for Development Studies, 
Australian National University, 1986), p. 127.
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in contrast to its deregulatory 
stance, the Fiji Government set up 
a wholly government-owned com-
pany (FINAPECO), with the sole 
right to import all petroleum prod-
ucts into Fiji. The objective was 
to relocate to Fiji substantial eco-
nomic and financial activity relat-
ing to the trade which was cur-
rently located elsewhere.

The cautious monetary policy 
in 1989, which was to contain ex-
cess liquidity, was continued into
1990. Money supply (M 1) grew 
by less than 1.0 per cent following 
a contraction of 3.0 per cent in
1989. The demand for private 
sector credit rose by 25.0 per cent 
accompanied by some firming in 
interest rates, both deposits and 
loans.

Despite lower commodity 
prices, Papua New Guinea's mer-
chandise trade balance in 1990 
improved in relation to 1989. 
This improvement could be attrib-
uted to a fall in imports, reflecting 
the depressed state of the coun-
try's economy in 1990. The defi-
cits on services were also reduced, 
resulting in a marked reduction in 
the current account deficits. A 
substantial inflow of capital, par-
ticularly private funds associated 
with mining developments, contrib-
uted to an overall balance-of-pay- 
ments surplus. The improvement 
also indicated the success of the 
stabilization measures adopted by 
the government at the beginning of
1990. The stabilization measures 
adopted included: a 10.0 per cent 
devaluation of the kina, a cut in 
budgeted government expenditure, 
agreements with unions on wage 
restraint and, with some excep-
tions, a freeze on growth in bank 
credit to the non-mining private 
sector.

Although the stabilization 
measures led to improvements in 
the external accounts, it did not 
result in controlling the budget 
deficit during 1990. The Bank of 
Papua New Guinea estimated that

the actual budget deficit in 1990 
was much higher than was budg-
eted for. The deficit in 1991 also 
was estimated to remain at the 
same level. Most of the adjust-
ment was thus forced on the non- 
mining private sector, the very 
sector that the medium-term struc-
tural adjustment and stabilization 
measures that had been announced 
by the government were intended 
to promote. In fact, when it be-
came apparent that there was a 
substantial decline in the non-min- 
ing sector activity, the authorities 
eased the monetary policy restraint 
on the sector.

In Solomon Islands, the cur-
rent account deficit was reduced 
in 1990 from 1989. This outcome 
was due, in part, to an increase by
3.5 per cent in the total value of 
exports (in local currency terms) 
in 1990, largely reflecting the 
good performance of cocoa and 
forest products. The improvement 
was, however, largely due to the 
decline in imports. The compres-
sion of imports appeared to be re-
lated to the tightening of domestic 
credit and general monetary condi-
tions during the year. An im-
provement in the capital account 
in 1990 from the previous year, 
particularly due to the large inflow 
of foreign direct investment, con-
tributed to a lower overall balance- 
of-payments deficit in 1990 .

The Solomon Islands Govern-
ment had succeeded in reducing 
its budget deficit partly because of 
improved tax revenues in 1990, 
but also because of a reduction in 
development expenditures. Recur-
rent expenditures, particularly wage 
increases, pressed on the available 
resources forcing a compression of 
development spending. Almost
49.0 per cent of recurrent expendi-
tures in 1990 were devoted to pay-
roll. The budget deficits have 
been covered by external grants 
and concessional loans and bor-
rowings mainly from domestic 
sources, as the government has

been generally reluctant or unable 
to borrow from abroad.

In order to limit the inflation-
ary effects of domestic financing, 
the Central Bank pursued a re-
strictive monetary policy whereby 
the maximum lending rate for 
commercial banks was raised to
18.0 per cent. With the likely im-
pact of public sector wage in-
creases filtering into the private 
sector and the need to contain the 
negative effects of inflation on the 
competitiveness of local industries, 
the Solomon Islands dollar was al-
lowed to depreciate by 11.0 per 
cent during 1990.

2. Sectoral perform ance

(a) Agriculture

The agriculture sector contin-
ued to be the backbone of Pacific 
island economies. Even in 
Vanuatu where services predomi-
nate in GDP, the share of agricul-
ture increased from 20.0 per cent 
in 1988 to 22.0 per cent in 1990. 
In Papua New Guinea also, agri-
culture's share in GDP increased 
from 32.0 to 33.0 per cent, reflect-
ing a decline in the mining sector. 
Some of the countries have at-
tempted to diversify their mostly 
monocultural agriculture by intro-
ducing other crops. For example, 
Solomon Islands managed to diver-
sify into cocoa and oil palm as 
well as timber and fishing, thus 
reducing dependence on coconut 
products. Papua New Guinea also 
diversified its agricultural sector, 
although its importance in the na-
tional economy had been overshad-
owed by the mining sector in the 
1980s. In Fiji, the sugar industry 
continued to dominate the agricul-
ture sector. In other island coun-
tries, coconut products continued 
to be the main, and in some 
cases, the only source of foreign 
exchange.

In Fiji, the agriculture sector, 
which is dominated by sugar-cane
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and coconut products, expanded 
only by 2.7 per cent compared 
with the sharp recovery of 12.3 
per cent in 1989. The moderate 
growth of the sector reflected the 
disappointing performance of the 
two main products, sugar and co-
conut; sugar production fell by 
about 3.0 per cent in 1990 as a 
result of adverse weather condi-
tions and an industrial strike. On 
the other hand, the stagnation in 
copra production reflected the ef-
fects of low world prices as well 
as the absence of new investments 
in recent years to revive this vital 
industry. In 1991, the agricultural 
sector’s growth rate was estimated 
to have improved to 3.1 per cent.

Solomon Islands also recorded 
a reduced growth in its agriculture 
sector in 1990 at 4.8 per cent 
against 9.9 per cent in 1989. Pro-
duction of coconut products and 
palm oil/kernel grew by over 9.0 
per cent, while cocoa production 
increased by about 18.0 per cent. 
Production of logs from natural 
forest was estimated to register an 
increase of 46 per cent over 1989. 
On the other hand, a decline in 
output by about 20.0 per cent in 
the fishery sector during the year 
was disappointing, considering the 
large investments undertaken in re-
cent years. In fact, a catch of 
29,500 tons of tuna, attributed to 
less favourable weather conditions 
and problems encountered with the 
fishing fleet, was the lowest in 
eight years. The agriculture sector 
was expected to grow at the 4.0 
per cent rate in 1991.

Papua New Guinea and Tonga 
recorded negative growth in the 
agriculture sector in 1990. In 
Tonga, the agriculture sector de-
clined by an estimated 3.0 per 
cent compared with 5.6 per cent 
growth in 1989. Production of ex-
port commodities such as bananas, 
coconut products, vanilla and fish 
decreased substantially. The only 
desiccated coconut factory stopped 
operating in 1989 owing to techni-

cal and labour problems. How-
ever, vanilla growing has become 
popular among local growers be-
cause of the high prices received 
for this commodity. The produc-
tion and export of squash also be-
came popular, with an export ship-
ment to Japan for the first time. 
The record output and exports of 
squash (16.0 per cent of exports) 
and vanilla (18.0 per cent of ex-
ports) was expected to contribute 
to a substantial recovery in the ag-
riculture sector in 1991.

The agriculture sector of 
Papua New Guinea was estimated 
to have declined by -0.7 per cent 
in 1990 compared with a growth 
rate of 1.7 per cent in 1989. Ag-
riculture contracted because of 
lower export prices, and a decline 
in the production of coffee, cocoa 
and copra in North Solomon Prov-
ince which was associated with 
the political crisis there. Before 
the Bougainville crisis, North 
Solomon Province had accounted 
for 36.0 per cent of total cocoa 
production and 25.0 per cent of all 
copra produced in Papua New 
Guinea. In fact, with the excep-
tion of palm oil, which had in-
creased in export volume since 
1986, other export commodities 
suffered declines. The export vol-
ume of cocoa increased in 1989 
but declined by 27.0 per cent in
1990. In 1991, agriculture was 
expected to record a positive 
growth rate in excess of 3 per 
cent.

(b) Industry and the services

Industry accounted for a small 
part of national production in all 
Pacific island countries. Industries 
mainly comprise facilities for the 
processing of primary products for 
export and the small-scale manu-
facture of a few basic consumer 
goods. Apart from Papua New 
Guinea, where industry, dominated 
by mining activities, contributed 
close to 30.0 per cent of GDP,

and Fiji where it contributed 17.0 
per cent of GDP, its overall share 
to GDP in other countries re-
mained small. In 1990, the indus-
try sector in most island econo-
mies recorded reduced growth 
rates, reflecting depressed condi-
tions.

After recording a strong 
growth of 15.3 per cent in 1989, 
Fiji’s industrial sector output grew 
by only 4.9 per cent in 1990. 
The mining sector, dominated by 
gold production, stagnated while 
construction activity, despite the 
construction of a major hotel, re-
mained at low levels. In manufac-
turing, sugar refining experienced 
a decline in output while fish can-
ning, wood processing and the 
manufacture of non-traditional ex-
ports, particularly garments, re-
corded strong growth. In 1991, 
prospects appeared better, with an 
estimated 8.0 per cent industrial 
growth.

In Solomon Islands, the indus-
try sector was estimated to have 
recorded a growth of 7.5 per cent 
in 1990 compared with a growth 
of 4.9 per cent in 1989. Much of 
the growth was attributed to output 
in manufacturing and construction, 
with estimated growth rates of 4.5 
and 9.5 per cent, respectively. In
1991, a lower 5.0 per cent rate of 
industrial growth was expected.

In Papua New Guinea, the in-
dustry sector which had contracted 
by 11.0 per cent in 1989 as a 
result of the closure of the 
Bougainville mine, recorded in
1990 a growth of -3.2 per cent. 
Although mineral exports increased 
by 10.7 per cent, reflecting in-
creased production at OK Tedi 
mine, full year production from 
Misima and the commencement of 
production of Pogera in September
1990, much of the growth in the 
industry sector during the year 
was attributed to manufacturing 
and construction. The government 
expected the industrial sector, par-
ticularly the mining activities, to
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grow by as much as 23.0 per cent 
in 1991 and thus contribute to the 
expected positive economic growth 
of 9.3 per cent during the year.

In contrast to other island 
countries, the industrial sector in 
Tonga was dominated by the 
manufacturing sector. The sector 
declined by 0.6 per cent in 1990. 
A further decline of 1.2 per cent 
was in prospect for 1991. The 
establishment of the Small Indus-
tries Centre gave a boost to the 
manufacturing sector, contributing 
about 12.0 per cent of GDP and 
over 30.0 per cent of exports in
1990. The Small Industries Centre 
facilitated the production of knit-
wear and leather garments for ex-
port.

The service sector contributed 
the largest share to GDP in most 
of the Pacific island countries, 
with the exception of Solomon Is-
lands, where agriculture contrib-
uted a higher share of GDP in
1990. In most cases, the service 
sector is dominated by the tourism 
industry, and in some countries by 
government services.

In Fiji, the service sector, 
which contributed 60.0 per cent of 
GDP and was dominated by the 
tourism industry, recorded a re-
duced growth rate of 6.5 per cent 
in 1990 and was expected to actu-
ally contract in 1991. The recov-
ery of tourism in Fiji after the po-
litical developments of 1987 was 
dramatic. The number of visitors 
slumped to around 190,000 in 
1987 but recovered to 250,000 ar-
rivals in 1989. An increase of 8.0 
per cent, or about 275,000 visitors, 
in 1990 was a record for Fiji, but 
the rate of growth slowed over the 
previous year. As a result, the 
service sector recorded reduced 
growth of 6.5 per cent in 1990 
compared with 11.7 per cent in
1989. Although the Fiji Visitors 
Bureau had earlier forecast tourist

arrivals in 1991 to reach 290,000 
it was revised later to around 
257,000. The Persian Gulf crisis 
and recessionary conditions in ma-
jor tourist origin countries such as 
Australia also had an adverse ef-
fect. In fact, tourist arrivals dur-
ing the first six months of 1991 
declined by 5.4 per cent over the 
same period of previous year and 
as a result growth in the service 
sector turned negative.

In Solomon Islands, the serv-
ice sector was estimated to have 
recorded a growth of 3.7 per cent 
in 1990. About 10,000 tourists 
visited the country in 1990. Tour-
ism offered considerable potential 
for growth in Solomon Islands but 
the country had to overcome a 
number of shortcomings in the 
sector before it could compete 
with other Pacific island countries 
such as Fiji and Vanuatu. A tour-
ism study in 1990 pointed out 
some of these shortcomings, in-
cluding the lack of hotels, inad-
equate terminal facilities at 
Henderson Airport and the poor 
standard of services. The Govern-
ment of Solomon Islands demon-
strated its desire to promote the 
country as a tourist destination by 
improving tourist attractions as 
well as announcing in 1990 plans 
for the upgrading of Henderson 
Airport in 1991-1992 to handle 
wide-bodied aircrafts.

The service sector of Vanuatu, 
which included government, tour-
ism and offshore banking, recov-
ered strongly in 1990, with a 
growth of about 5 per cent from 
sluggish growth rates of the previ-
ous two years. Vanuatu’s tourist 
income reflected the sensitivity of 
the industry to political events, cy-
clones and the convenience of air 
connections. The tourism industry 
began picking up in 1988, sup-
ported by vigorous promotion cam-
paigns, and accelerated in 1989

and 1990 when arrivals reached an 
estimated high of 35,500. This re-
flected the expansion of services 
by Air Vanuatu and publicity cam-
paigns, and two special events dur-
ing the year such as the tenth an-
niversary of independence celebra-
tions and the twenty-first session 
of the South Pacific Forum. The 
Finance Centre activities also re-
covered strongly during the year 
and contributed to the growth in 
the service sector. The Finance 
Centre continued to grow and to 
become more broad-based with the 
enlargement of a maritime register 
and the offshore facilities. Legis-
lative changes in Australia and 
New Zealand had affected the off-
shore companies somewhat ad-
versely, but on the whole the Cen-
tre continued to grow as it became 
more widely known internationally.

As in other Pacific island 
countries, the service sector in 
Tonga was dominated by tourism. 
The service sector contributed 
about 60.0 per cent of GDP in
1990. Although tourist arrivals in-
creased on average by 10.0 per 
cent in 1990, the estimated tourist 
receipts declined, indicating a de-
cline in per capita expenditure of 
tourists. On the whole, the serv-
ice sector was estimated to have 
grown by 3.0 per cent in 1990 
compared with a contraction of
1.0 per cent in 1989. A 1.7 per 
cent growth was expected in 1991.

In sharp contrast, Papua New 
Guinea's service sector contracted 
by 5.3 per cent compared with 3.7 
per cent growth in 1989. This 
largely reflected the general state 
of the economy during the year, 
characterized by a reduced level of 
activity coupled with restraints on 
government expenditure. In 1991, 
sector was expected to revive with 
a growth rate of 4.6 per cent.
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IV EXTERNAL TRADE AND BALANCE OF PAYMENTS

A. A N  OVERVIEW  OF  
T H E  EM ER G IN G  TRADE  

SITUATION IN  TH E R EG IO N

W ith the sharp deceleration in 
the growth rates of world 

output and trade in 1990 and
1991, the countries of the ESCAP 
region were facing difficult adjust-
ment problems in the very impor-
tant external trading sectors of 
their economies. The growth dy-
namism in the region, especially in 
East and South-East Asia, in re-

cent times was primarily derived 
from the very substantial and 
growing participation in external 
trade as reflected in the trade/GDP 
ratios (table I.9). The current dif-
ficulties apart, the unrelenting pro-
tectionist pressures, the uncertain-
ties associated with doubts about 
the outcome of the Uruguay 
Round of multilateral trade nego-
tiations and recent economic and 
political changes taking place on 
the European continent, tended to 
put at risk the policy framework

based on free enterprise, the liber-
alization of trade flows and greater 
linkages with the international eco-
nomic and finance network, which 
most countries of the region were 
strengthening and/or embarking 
upon. The forging of a North 
American Free Trade Area gave 
rise to further cause for concerns 
in the region (see box I .12).

The situation was more com-
plicated and involved tougher 
choices for those countries which 
still had relatively low rates of

Table I.9. Ratio o f exports and imports to gross domestic product, 1985 and 1990

Countries/areasa
1985 1990

Exports Imports Exports Imports

Singapore 123.4 142.1 146.7 169.1
Hong Kong 90.3 88.8 117.4 117.9
Malaysia 49.3 39.4 69.1 68.7
Maldives 27.3 62.9 52.4 127.9
Fiji 20.5 38.5 42.8 59.7
Solomon Islands 43.7 43.1 39.7 52.1
Papua New Guinea 38.6 36.4 35.5 40.2
Thailand 18.7 24.3 28.4 40.8
Indonesia 21.6 11.9 27.7 23.6
Republic o f  Korea 36.0 37.0 27.5 29.5
Sri Lanka 20.1 31.6 24.0 33.0
Pakistan 9.2 19.9 23.5 31.3
Philippines 15.4 20.3 21.5 32.1
China 9.4 14.5 18.6 16.0
Vanuatu 26.2 60.1 14.0 71.4
Tonga 8.1 69.9 13.2 65.8
Samoa 17.4 59.3 8.2 67.3
Bangladesh 7.1 16.6 7.4 15.4
Nepal 7.5 21.6 7.2 23.5
India 4.1 7.3 6.8 8.9
Myanmar 5.0 4.3 2.0 1.6

Sources: United Nations, M onthly Bulletin o f  Statistics, vol. XLV No. 12 (December 1991); International Monetary Fund, 
International Financial Statistics, vol XLIV, No. 12 (December 1991); and World Bank, World Tables 1991 (Baltimore and 
London, The Johns Hopkins University Press).

a In order o f percentage o f  exports in 1990.
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Box I.12. NAFTA and Asia Pacific trade and investment prospects

The emergence o f  a trend to-
wards regionalism in the worlda has 
been mainly in the form o f ex-
changing trade preferences based on 
geographical contiguity rather than 
close integration o f  the type adopted 
by the EEC. The proposed North 
American Free Trade Agreement 
(NAFTA) has its origin in the US- 
Canada Free Trade Agreement 
(FTA) o f  1989. It sought to re-
move barriers on the exchange o f  
goods and services; expand cross 
border investment possibilities; cre-
ate fair competition; and provide 
bilateral procedures to resolve trade 
disputes. From the point o f  view 
o f geographical contiguity and cul-
tural affinity o f  the two countries, 
as also similarities in their produc-
tion and consumption structures, this 
agreement possibly makes logical 
sense. Currently, about 80 per cent 
o f  the goods and services traded be-
tween the United States and Canada 
are already free from tariffs or du-
ties, and FTA seeks to remove, in a 
phased manner over a period o f  10 
years, all remaining tariffs. This ar-
rangement applies however only to 
goods that fulfil a stipulated mini-
mum domestic value-added content 
and, as such, re-exports are excluded 
from this preferential treatment.

Mexico’s entry into this FTA

a See chapter I, part one o f 
this Survey.

envisaged a further enlargement o f  
this traditionally large and buoyant 
market. The proposed NAFTA 
should stimulate economic growth, re-
duce unemployment, increase industry 
efficiency through vertical integration 
and economies o f  scale, promote for-
eign direct investment and mitigate 
the chronic balance-of-payment prob-
lem within the group. Fears, how-
ever, have been expressed that this in-
tegration (as other regional integration 
schemes) would have an adverse im-
pact on the growth prospects o f  the 
Asian and Pacific region in terms o f 
a reduced North American market for 
the Asian and Pacific exporters.b 
The economic impact o f  the proposed 
NAFTA on the Asian and Pacific 
group o f  countries can be expected to 
be twofold: first, the immediate im-
pact on trade opportunities; and sec-
ond, the more long term effect on 
production and investment opportuni-
ties.

Since the growth o f  the Asian 
and Pacific region has largely been

derived from a dynamic foreign trade 
sector which has prospered in a rela-
tively open trading environment in 
which the United States economy has 
played a crucial role, the formation of 
a regional trading bloc including the 
United States/Canada FTA naturally 
raises concern in the region, notwith-
standing the fact that the historically 
close trading relations between those 
two countries might warrant gradual 
reduction in tariffs and the free move-
ment o f  capital. The entry o f 
Mexico, a developing country, into 
the FTA heightens this concern for 
two reasons: first, Mexico’s exports
to the United States and Canada 
would acquire a comparative advan-
tage (taking advantage o f  the zero tar-
iff regime) over exports from the 
Asian and Pacific region and second, 
in the long run, the production struc-
ture o f  Mexico could itself be altered 
by foreign investments, thereby pos-
ing a new competitive challenge to 
the Asian and Pacific countries.

The Asian and Pacific concern 
arises out o f  the fact that the United 
States and Canada have been their 
major trading partners, accounting on 
an average, for one third o f  the re-
gion’s exports, although Mexico has 
been a relatively less significant desti-
nation (see table).

M exico’s proximity to the United 
States and the abolition o f  tariffs 
would make exports from Mexico to 
the United States more competitive. 
Second, large similarities between the

participation in world trade but 
were in the process of effecting 
structural adjustments by articulat-
ing policies that emphasized de-
regulation of external trade, dis-
mantling of tariff and non-tariff 
barriers to the movement of goods 
and services and removal of obsta-
cles to private capital inflows, to 
bolster domestic economic activi-
ties. These economies, in urgent 
need of aid and foreign direct in-
vestment, were likely to meet a

cooler reception from the world 
economic system than that which 
could have been expected a few 
years earlier.

A major shift undoubtedly 
was taking place in the economic 
and political variables weighing 
decisions taken on trade, aid and 
other capital flows affecting the 
global economy. The historic 
changes taking place in both West-
ern and Eastern Europe and the 
emerging new pattern and direction

of the flow of world resources of-
fered little hope for the flow of 
additional resources to the coun-
tries in the region to finance their 
development needs. Resources to 
finance the currently widening ex-
ternal deficits also were not likely 
to be available except on strict 
conditionality, the fulfilment of 
which would be extremely difficult 
under the prevailing socio-political 
conditions in the concerned coun-
tries, most of which were now
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b The phrase Asian and Pacific 
here refers to (a) the newly industrial-
izing economies o f  Hong Kong, the 
Republic o f  Korea and Singapore; (b) 
the ASEAN-4 o f  Indonesia, Malaysia, 
the Philippines and Thailand; (c) 
South Asia, comprising Bangladesh, 
India, Pakistan and Sri Lanka; (d) 
China; and (e) the developed coun-
tries o f  Australia, Japan and New 
Zealand.



Trade flows between Asia and NAFTA members
(Billions o f  US dollars)

Source/destination

1983 1989

Asia United
States

Canada Mexico Asia United
States

Canada Mexico

Asia — 43.0 3.0 0.2 _ 98.0 7.0 1.0
United States 31.0 — 38.0 9.0 64.0 — 78.0 25.0
Canada 4.0 53.0 — 0.3 6.0 90.0 — 0.5
Mexico 0.5 17.0 0.9 — 0.9 28.0 1.4 —

Source: International Monetary Fund, Direction o f  Trade Statistics.

existing export baskets would entail 
direct competition. Although in 
terms o f  volume, Mexico’s exports to 
the United States and Canada are 
only about 8-9 per cent o f the gross 
exports from Asia and the Pacific to 
those two countries, there are several 
countries in the region which have 
export structures that are in many re-
spects similar to the export basket 
from Mexico. Should the Mexican 
competition, as a result o f  the tariff 
preferences accorded to it but denied 
to others, restrict the entry o f  exports 
from Asia and the Pacific, the region 
will, to that extent, lose the flexibility 
that it has for switching exports from 
one market to another to take advan-
tage o f  the differences in price 
elasticities so as to maximize export 
revenues. Another significant impact 
on the trading opportunities is the 
fear o f a retreat from multilateralism.

The formation o f  any regional trading 
blocs tends to go against the princi-
ples o f  perfect arbitrage and open 
multilateral trade.

With the establishment o f 
NAFTA, an increase in productivity 
and change in the intersectoral alloca-
tions o f investments in Mexico’s 
growth strategy are expected to play a 
major role in determining the future 
patterns o f  its production and trade 
structure. The Asian and Pacific con-
cerns regarding deceleration in 
growth, or even contraction, in the 
volume o f cross-Pacific trade could 
then possibly prove genuine. NAFTA 
negotiators have given assurance that 
fears o f  a new economic “ fortress” 
are unfounded and that the combine 
will be consistent with GATT. Un-
doubtedly, however, the first best so-
lution to world trade and development 
problems is the one in which all trade

barriers are gradually dismantled 
and discrimination is removed.

As regards investment and the 
supply/demand dynamics o f capital 
flows, it cannot be easily ascertained 
if the incremental investments due to 
Mexico’s entry into NAFTA will af-
fect supply to Asia and the Pacific. 
True, new investments are already 
taking place in Mexico but a quan-
tum jump that could have a signifi-
cant diversionary consequence for 
the Asian and Pacific region may be 
difficult to achieve. Apart from the 
supply availability, taking into con-
sideration the suppliers’ normal con-
cern for prudence, there may also be 
limits to the “ critical mass”  o f  in-
vestments that the Mexican economy 
could ingest and which would offer 
competition to the more advanced 
newly industrializing economies o f 
Asia and the Pacific.

treading the democratic path. The 
dilemma was acute for countries 
trying to break away from tradi-
tional restrictive trade policies and 
to introduce structural changes in 
order to achieve close alignment 
with world markets.

In the current situation the re-
gion was adversely affected by de-
clining world prices of non-fuel 
primary commodities, which fell 
by 0.5 per cent in 1990 and were 
projected to decline further by 7.9

per cent in 1991 and 5.7 per cent 
in 1992. During 1990 the world 
market prices of coffee, tea, copra, 
rubber, palm oil and tin remained 
depressed and caused considerable 
loss of earnings to South-East 
Asian countries in particular (see 
figure I.9).

The total exports of the 
ESCAP region in 1990 amounted 
to $715.8 billion which represented
21.1 per cent of world exports. 
The developing economies’ share

in the regional total was 53 per 
cent, or 11.2 per cent of the world 
total. Exports from the region in-
creased by 9.1 per cent over 1990. 
That was an improvement over the 
previous year’s growth rate of 8.5 
per cent. While this performance 
in a period of world recession was 
impressive and further confirmed 
the region’s record of trade dyna-
mism, it partly reflected the dol-
lar’s depreciation in 1990 and 
partly the recovery of China’s and
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Figure I .9. Price trends o f commodities exported from the ESCAP REGION, 1987-1991
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the Republic of Korea's exports 
from the sharp slow-down in 1989.

Higher gains in nominal export 
earnings in 1990 accrued to China, 
Nepal, Pakistan, Singapore and Sri 
Lanka. Small gains also accrued 
to Bangladesh, Indonesia and the 
Republic of Korea. The exports of 
India, Hong Kong, Malaysia and 
Thailand grew at slower rates than 
in 1989, though the rates were still 
impressively high. The growth rate 
of exports in the Philippines and 
the Republic of Korea remained 
low, with that of the Philippines 
sharply decelerating.

The small islands and the least 
developed economies either earned 
only marginal gains or incurred 
losses. Thus, Papua New Guinea, 
Samoa, Solomon Islands, and 
Vanuatu in the South Pacific in-
curred substantial losses in 1990. 
All these countries have markedly 
narrow-based export structures and 
are extremely vulnerable to the un-
certain movements of the prices of 
their exportables. Only Fiji and 
Tonga, among the Pacific island 
economies, made substantial gains 
in export earnings in 1989 and 
1990. Fiji had succeeded in diver-
sifying its product base and market 
during the recent five-year period 
but the prospects for its exports in 
1991 appeared to be unpromising, 
as was signified by a mere 2.8 per 
cent growth in exports during the 
first half of the year.

The developing Asian region's 
balance of payments on current 
account, after suffering a deficit of 
$2.8 billion in 1989 went into a 
deficit of $5.3 billion in 1990. 
The deficits were projected to rise 
to $15.8 billion in 1991 and $13.8 
billion in 1992,1 thus putting an

end to the surpluses recorded 
since 1986.

B. M ERCH A N D ISE TRADE
GROW TH AND TH E TRADE

BALANCE  

1. Exports

The three developed countries 
of the region, Japan, Australia and 
New Zealand, could between them 
manage to achieve modest growth 
in exports of 4.8 per cent in 1990. 
Japan, after experiencing acceler-
ated exports growth during the 
early 1980s, had lost momentum 
following the appreciation of the 
yen in 1985 and in the face of 
pressures from trading partners to 
reduce its large trade surpluses. 
Rising domestic demand had also 
resulted in diminishing the export 
surpluses and raising import de-
mand, which was having a favour-
able effect on surplus reduction 
from both sides of the account. 
Australia's and New Zealand’s ex-
ports have registered rather slow 
growth recently, although Austral-
ia's growth rates have been compa-
rable to those of some of the de-
veloping economies in the region.

Most of the developing coun-
tries, except for the Republic of 
Korea and the Philippines, im-
proved upon or sustained high 
growth rates of exports in 1990. 
The favourable prices of some of 
the primary commodities combined 
with strong growth in exports of 
manufactures sustained their high 
growth rates. Policy actions in-
volving exchange rate adjustments, 
the streamlining of trade proce-
dures, commodity and market di-
versification and other promotion 
measures, also helped to sustain 
export growth in the region. 
However, the circumstances affect-
ing the performance of countries 
in different parts of the region var-
ied in their details.

China succeeded in accelerat-
ing its export growth rate from

10.6 per cent in 1989 to 18.2 per 
cent in 1990 through a strong 
policy package involving exchange 
rate adjustments, effective domestic 
demand management and control 
of inflation, and reforms in the 
mechanisms of trade administration 
(by giving greater autonomy to the 
foreign trade corporations and re-
structuring the foreign trade plan-
ning system). China was able to 
expand sales of petroleum products 
and manufactured goods to devel-
oping countries of the ESCAP re-
gion substantially. Its trade with 
the developed countries remained 
strained by certain differences with 
its trading partners on some trade- 
related and other issues. Notwith-
standing those problems, China’s 
exports grew strongly again in
1991 at 18.5 per cent during the 
first half of the year. The compo-
sition of export also shifted further 
in favour of manufactures.

The rate of growth in Hong 
Kong’s total exports slowed to 12.3 
per cent in 1990 from 15.8 per 
cent in 1989. Up to 65 per cent 
of Hong Kong’s total exports rep-
resented re-exports, which had a 
buoyant growth of 16 per cent in
1990 while domestic exports stag-
nated. This pattern of growth in 
the two components of Hong 
Kong’s total exports was largely 
due to the pattern of market 
placement of the two components. 
Thus, up to 36 per cent of domes-
tic exports were accounted for by 
the markets of the United States 
of America and the United King-
dom of Great Britain and Northern 
Ireland, both of which were expe-
riencing recessionary conditions. 
Demand growth also slowed in 
China, which absorbed over one 
fifth of Hong Kong’s domestic ex-
ports. On the other hand, China, 
Japan and Taiwan Province of 
China, between them, absorbed 
more than three fifths of the re-
exports and the market conditions 
in all three destinations were rela-
tively buoyant compared with
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D.C., October 1991), p. 120. The 
Asian Development Bank in Asian 
Development Outlook 1991 estimated 
the payments deficit on current ac-
count o f the region at $11.9 billion in 
1991 and $14.8 billion in 1992, p. 8.



Table I .10. Dollar value o f  total exports and imports, 1990 and annual rates o f  change, 1988-1990
(Value in million US dollars and annual percentage change)

Sources: United Nations, M onthly Bulletin o f  Statistics (ST/ESA/STAT/SER.Q/226); and International Monetary Fund, Inter-
national Financial Statistics, vol. XLIV, N o.12 (December 1991).

a January to March.
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Exports Imports

Value

1990

(Annual rates o f changes)

1980-1990 1989 1990
-H a lf Year-
1990 1991

Value

1990

(Annual rates o f changes)
—Half Year—

1980-1990 1989 1990 1990 1991

ESCAP countries

ESCAP developed countries 
Australia 
Japan
New Zealand

ESCAP developing countries

East Asia 

China
Hong Kong 
Republic o f Korea

South-East Asia
Indonesia
Malaysia
Philippines
Singapore
Thailand
Viet Nam

South Asia 
Bangladesh 

India 
Nepal 
Pakistan 
Sri Lanka

Least Developed Countries 
Afghanistan 

Kiribati 

Lao People’s
Democratic Republic 

Maldives 

Myanmar 
Samoa 

Vanuatu

Pacific

Fiji
Papua New Guinea 

Solomon Islands 
Tonga

715 883.8

336 024.0 

39 640.0 

286 949.0 

9 435.0

379 859.8

209 265.0 

62 089.0 

82 160.0 

65 016.0

141 179.0

25 675.0 

29 419.0

8 186.0 

52 729.0 

23 070.0 

2 100.0

26 953.0 

1 497.0

17 813.0

209.0 

5 522.0 

1 912.0

705.8

235.0 

2.8

63.0

52.0

325.0 

9.0

19.0

1 757.0

533.0 

1 141.0

70.0

13.0

9.2

7.9

6.0

8.3 

5.7

10.5

14 2 

13.1

15.3

14.0

7.4

0.7

8.6

3.5

10.5

13.5

14.6

7.7

7.3

7.8

10.0

7.9

6.3

-5 .4

-9.9

- 0.8

7.3

20.6 

-3 .6  

- 6.2 

-5 .9

1.7

3.5

1.0
-0 .4

5.0

8.5

4.5

10.7 

3.9 

0.7

12.5

9.7

10.6

15.8

2.8

17.2

15.3 

18.8 

10.1

13.7

25.7

67.8

14.5 

5.4

17.8 

-17.2

3.2

6.0

-18.1

-45.0

- 10.6

- 22.2

12.5

55.8 

- 20.0

10.0

-4 .4

12.5 

-8 .4  

-7 .4

12.5

9.1

4.8

8.1 

4.3 

6 4

13.2

11.3 

18.2

12.3 

4.2

16.1

15.9

17.2 

5.7

18.0

15.0 

16.6

13.9 

5.6

12.5

31.4 

16.8

25.0

17.6 

-1.3

-44.2

15.6

51.2 

-25.0 

-13.6

0.3

38.1 

-10.9

-6.7

44.4

- 0.6

5.8

-1 .4

0.5

7.7 

15.4

7.7 

2.0

14.6 

7.2

14.2

10.3

11.6

17.3

83.3 

11.1

14.8

66.2

8.7

23.9

-3.2

-33.4

-25.0

11.3 

7.5

12.3 

- 0.1

17.6

18.5

19.5

14.6

18.6 

6.5

21.3 

21.6

14.5 

3.0a

27.3 

22.0

18.6

-13.8

16.0

88.6

2.8

27.3

-33.3

689 966.4

283 089.0 

38 800.0 

234 800.0 

9 489.0

406 877.4

205 709.0 

53 369.0 

82 496.0 

69 844.0

160 025.0 

21 837.0 

29 261.0 

12 206.0 

60 787.0 

33 069.0

2 865.0

37 297.0

3 132.0 

23 489.0

686.0 

7 356.0 

2 634.0

1 656.4

884.0 

26.6

185.0

129.0

261.0

74.0 

96.8

2 190.0 

744.0

1 289.0

92.0

65.0

7.9

5.5

6.7 

5.3

5.7

10.1

12.3

10.3

13.9 

12.1

9.6

7.3

10.5

3.9

9.9

13.6

8.3

4.6

4.7

5.2

7.2

3.2 

2.6

0.9

0.5

2.1

3.5 

17.4 

-3.0

1.6

3.0

2.6

2.8

2.3 

2.2
6.1

14.6

13.9

20.4

12.5 

20.1

15.0

12.7

7.0

12.9

18.6

21.4

23.5 

36.3

22.9

13.2

27.0 

3.3

7.0

21.3 

6.9

-14.6

8.0 

- 6.2

-9 .2

-11.3

- 6.0

3.7 

16.7

-21.7

-10.7

-0.3

20.1
39.4 

14.0 

16.3 

-1.7

11.8

9.0 

-3.1

11.4

8.1

13.8

6.7

-9.8

14.3

13.6

25.3

33.5

29.8

13.7

22.4

28.3 

9.0

11.7 

-6.3

15.9 

18.1

3.3 

26.1

16.4

10.8

17.5

10.1

22.9

36.6

10.4

36.7

2.4

17.5 

-3 .4

-19.3

14.0

4.6

-3 .4

5.8

12.3

0.4

-17.7

5.4

11.7

30.0

27.3

15.6

26.0

- 1.8

15.6 

106.1 

-4 .8

1.7

81.9

10.8

- 6.8

-28.0

16.0

7.9

5.5 

9.0

-7.0

22.1
16.0

23.4 

24.9

34.1

7.3 a 

19.7

25.5

7.6 

7.2a

20.1
7.3 

23.4

- 22.2

166.7

-9.7

40.7



Figure I .10. Exchange rate: won, yen, and dollar

Source: International Monetary Fund, International Financial Statistics
(November 1991). 1991 — third quarter only.

those in the United States and Eu-
rope.

The slump in the value of the 
Republic of Korea's exports con-
tinued in 1990, with only 4.2 per 
cent growth as against the 2.8 per 
cent increase in 1989. This situa-
tion was brought about by the 
sharp rise in wages, production 
costs and price levels in the coun-
try in recent years. The apprecia-
tion of the won against the Japa-
nese yen since 1988 has also been 
a factor in putting the exports of 
the Republic of Korea's at a disad-
vantage in the price competition 
with Japanese goods. As a result, 
the exports of the Republic of Ko-
rea lost their competitive edge in 
world markets, particularly in the 
United States, the destination of 
about a third of the country's ex-
ports. The economic slow-down 
in the United States and elsewhere 
also adversely affected export de-
mand. Among various items of 
exports, some commodities, such 
as ships and footwear, had shown 
improved performance while tex-
tiles and automobiles did badly. 
In 1991, exports were expected to 
increase by 12.2 per cent in value 
and 11.3 per cent in volume as 
price competitions improved partly 
because of the depreciation of the 
won since late 1990 (figure I.10).

In spite of some slow-down, 
most South-East Asian countries 
continued to register impressive 
rates of exports growth in 1989-
1990. Indonesia achieved a 
growth rate of 15.9 per cent in
1990, which was only marginally 
higher than the 15.3 per cent 
growth in 1989. While higher 
prices of petroleum and petroleum 
products resulted in a 32.7 per 
cent increase in oil/liquefied natu-
ral gas (LNG) export earnings, 
non-oil/LNG exports increased by
6.1 per cent only. The prices of 
some major export commodities, 
such as textiles, wood products 
and footwear remained firm, but 
the export of sawn logs, whose

prices increased appreciably during
1990, was restrained by imposition 
of export taxes based on environ-
mental considerations. The export 
sector faced a number of prob-
lems, such as the domestic market 
encroachment upon the exportable 
surpluses of a number of con-
sumer and intermediate goods, the 
falling prices of palm oil and rub-
ber, and capacity constraints and 
infrastructural shortcomings. Total 
exports during the first half of
1991 rose at a slower rate of 8.2 
per cent, non-oil/LNG by a mere 
0.9 per cent, while oil/LNG ex-
ports showed 12.5 per cent 
growth.

The exports of Malaysia ex-
panded rapidly by 18.8 per cent in 
1989 and 17.2 per cent in 1990. 
The rise in petroleum prices, firm 
demand for and the strong 28.9 
per cent growth in the export of 
manufactures sustained overall ex-

port growth in 1990. While oil 
output and price increases raised 
earnings by 34.8 per cent, the 
prices of and earnings from such 
important export items as rubber, 
palm oil, sawnlogs and tin de-
clined. Total exports in 1991 
were estimated to grow by 20.1 
per cent with the help of a 30.0 
per cent growth in manufactures 
exports and 12.3 growth in palm 
oil. Earnings from rubber, petro-
leum, tin and sawnlogs were de-
clining again.

In the Philippines, production 
losses as a result of natural ca-
lamities and power shortages de-
pressed the growth rate of exports 
in 1990 to only 5.7 per cent com-
pared with 10.1 per cent in 1989. 
Exports were also hurt by the low 
prices of copra, copper, coffee and 
timber. Nevertheless, merchandise
exports registered 6.5 per cent 
growth during the first half of
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1991 and 7.0 per cent growth was 
projected for the full year. 
Growth of this magnitude was 
aided by favourable prices since 
the volume growth was limited 
only to 3.4 per cent in the first 
half. The depreciation of the Phil-
ippine peso by about 22.6 per cent 
on the average during the second 
half o f the year would also have a 
favourable effect on exports.

Singapore continued to show 
strong export growth in 1990 and
1991. Some fall in earnings from 
rubber and other raw materials and 
basic manufactures was compen-
sated by increased exports of ma-

chinery and transport equipment, 
petroleum products and telecom-
munication apparatus. The output 
and export of electronics declined 
during 1991 owing to weak de-
mand in the world computer mar-
ket. Nevertheless, exports grew at 
a rate of 21.3 per cent in the first 
half of 1991, a much stronger rate 
than in 1990.

Exports from Thailand grew at 
the rate of 15.0 per cent in 1990 
slowing from 25.7 per cent growth 
in 1989. Despite the steep fall in 
the export of rice, rubber and 
sugar in 1990 as a result of the 
sharp decline in prices, the coun-

try was able to sustain export 
growth through higher earnings 
from chemicals, basic manufac-
tures and machinery and transport 
equipment. In 1991, Thailand's 
exports were expected to expand 
by over 22 per cent. Thailand, 
like Malaysia, had been very sub-
stantially dependent on exports of 
primary commodities until recently, 
but both countries could ensure 
sustained high export growth by 
diversifying their exports over a 
wide range of products especially 
in manufactures (see box I .13).

The exports of Viet Nam re-
ceived a large boost in 1989, ris-

Box I.13. Export diversification, growth and stability: examples of some
Diversification o f  exports in 

terms o f  commodity composition 
and market disposition reduces insta-
bility o f  export earnings and a coun-
try’s vulnerability to market fluctua-
tions arising out o f  dependence on a 
small range o f  commodities. Market 
diversification o f  exports also makes 
exports less vulnerable to a sudden 
drop in demand in a few countries 
as the exports can be switched be-
tween markets. Diversification in 
exports also encourages acquisition 
o f  a broader range o f  the skill and 
knowledge which is important for 
promotion o f  development in a 
country. M ost countries in the 
ESCAP region have succeeded in di-
versifying their exports in recent 
years to varying degrees. However, 
the examples o f  Indonesia, Malaysia 
and Thailand may stand out in terms 
o f  the rapidity and depth o f  change 
that has occurred.

The declining prices o f  crude 
oil resulted in the poor performance 
o f  Indonesia’s exports in the first 
half o f  the 1980s. From 1981 to
1986, exports in US dollar terms 
registered, on average, a decline o f  7 
per cent per annum. The crisis aris-
ing out o f  the fall in oil prices 
prompted the Government o f  Indo-
nesia to adopt urgent programmes o f 
diversification o f  the export sector in 
terms o f  increasing exports o f  both

manufactures and agricultural prod-
ucts. Manufactures exports grew rap-
idly at 22 per cent per annum over the 
period 1981-1986. The rate o f  growth 
o f  manufactured goods further im-
proved to 34 per cent per annum over 
the period 1987-1990. These higher 
growth rates o f  manufactures exports 
steadily raised their share in total ex-
ports from merely 4 per cent in 1980 
to 37 per cent in 1990. The depend-
ence on oil and natural gas exports 
was reduced from 68 per cent in 1985 
to 39 per cent in 1989.

Malaysia’s total exports in US 
dollar terms grew by over 9 per cent 
annually on average during the 1980s, 
whereas the rate o f  growth o f  manu-
factures exports was 14 per cent. The 
rate o f  growth o f  total exports acceler-
ated to an average o f  18 per cent for 
the period 1987-1990, supported by 
an even higher growth rate o f  manu-
factures exports at 29 per cent. M a-
laysia, traditionally a commodity-ex- 
porting country, has been able greatly 
to diversify its exports into manufac-
tured goods. The share o f  its princi-
pal commodity exports o f  rubber, tin, 
timber, palm oil and crude petroleum 
and petroleum products has gone 
down from 72 per cent in 1980 to 33 
per cent in 1990. The share o f  manu-
factures exports (SITC 5 to 8) steadily 
rose from 28 to 56 per cent over the 
same period. The major increase in

the share o f  manufactures exports has 
come from the category o f  machinery 
and transport equipment. The com-
petitive foreign exchange value o f  the 
ringgit and increasing foreign invest-
ment, especially in the export-oriented 
industries, have been some o f  the con-
tributing factors to the growing share 
o f  manufactured goods in exports.

Thailand probably provides an 
even more striking example o f  export 
diversification with rapid and stable 
growth, although all the three coun-
tries under discussion here have been 
on a similar path after overcoming pe-
riods o f  relatively poor economic per-
formance in the mid-1980s. Thai-
land’s exports, in US dollar terms, 
grew by 15 per cent per annum on 
average over the period 1980-1990. 
The prices o f  agricultural products 
have generally been depressed during 
this period. However, diversification 
o f  agricultural product exports and a 
dramatic increase in exports o f  manu-
factured goods have helped to acceler-
ate export growth. Agricultural prod-
ucts such as rice, rubber and maize 
had major shares in total export dur-
ing the 1960s and 1970s. During the 
1980s the role o f  labour-intensive 
manufactures exports became more 
important. The share o f  manufactures 
in total exports went up from 35 per 
cent in 1980 to 63 per cent in 1990. 
Clothing and textiles have become the
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ing by 67.8 per cent. A further 
growth of 16.6 per cent was 
achieved in 1990. The increase 
was largely accounted for by Viet 
Nam’s ability to export 1.5 million 
tons of rice annually in 1989-
1990. Other products which con-
tributed to export growth were 
crude petroleum, coal, coffee and 
peanuts, all of which registered 
growth in production and export 
volumes. In 1991, rice exports 
declined sharply in the early 
months but with an expected good 
crop in autumn, exports up to 1 
million ton were possible. Al-
though exports of petroleum, coal,

rubber, wood and fisheries prod-
ucts were expected to increase, to-
tal exports earnings in 1991 were 
expected to remain 14.0 per cent 
below the level of 1990. The dis-
ruption of trade ties with former 
CMEA (Council on Mutual Eco-
nomic Assistance) members and 
continuing trade boycott by many 
other countries aggravated Viet
Nam’s problems during the year.

The South Asian countries
were seriously affected by the Per-
sian Gulf crisis and its delayed 
impact. Nevertheless, countries in 
that subregion were able to
achieve substantially accelerated

growth rates in exports through 
product and market diversification 
and other policy measures adopted 
in recent years.

Bangladesh's export growth 
accelerated substantially to 14.5 
per cent during the first half of
1991, after a 5.6 per cent growth 
in 1990. Rise in export earnings 
in 1990 took place in jute goods, 
raw jute, leather and garments, 
while there was shrinkage in earn-
ings from tea and fertilizer. In
1991, raw jute and tea exports 
were staging a recovery, but earn-
ings from several categories of ex-
ports such as jute goods, leather

ASEAN countries
leading export item since 1985. 
Their share in total exports doubled 
to 14 per cent between 1980 and
1990. Diversification o f  exports has, 
however, been much broader. The 
share o f  machinery and transport 
equipment almost quadrupled to 22 
per cent between 1980 and 1990, the 
category making substantial gains in 
the second half o f  the 1980s (see 
table).

A number o f  factors contributed 
to the diversification o f  commodity 
exports. The government’s tariff, 
credit and other promotional policies 
helped in accelerating the growth of

textiles and clothing. Thailand’s ex-
ports o f  clothing and textiles initially 
benefited from the Multifibre Arrange-
ment as a result o f  reduction in ex-
ports from Hong Kong, the Republic 
o f Korea and Taiwan Province o f 
China. In the 1980s, Thailand started 
to fill its Multifibre Arrangement 
quota and began losing from the pro-
visions o f  the Arrangement. However, 
rapid technological progress and la-
bour shortages in Hong Kong, Japan, 
Singapore and Taiwan Province o f  
China induced foreign investment 
from those countries and areas to 
move to Thailand to produce a wide

range o f  labour-intensive products by 
taking advantage o f  lower real 
wages. The government’s prudent 
fiscal and monetary policies helped 
in creating a competitive market en-
vironment conducive to production 
and exports. The rate o f  exchange 
o f  Thai currency has been virtually 
stable for the past 20 years or so. 
The rate o f  inflation in the recent 
past has been lower than experienced 
by many other market-oriented 
economies in the region. Wages 
have been rising in line with increase 
in productivity, thus, maintaining the 
competitiveness o f  Thai exports.

Thailand’s export. Growth and structural change, 1980-1990
(Percentage)

1980 1981-1985 1986 1987 1988 1989 1990

A nnual growth rates
Total exports 22.8 2.2 24.6 31.4 36.9 25.9 14.8
Manufactures exports 34.9 5.5 36.5 52.8 43.9 30.9 27.4

Share in to tal exports
Total manufactured goods 
(SITC 5 + 6 + 7 + 8) 34.9 35.0 44.9 52.2 54.9 57.0 63.4

Machinery and transport 
equipment (SITC 7) 5.7 6.3 10.7 11.9 15.8 17.8 22.2

Integrated circuits 4.6 4.1 5.5 5.1 4.7 3.6 3.7
Other manufactured goods 
(SITC 5 + 6 + 8) 29.2 28.7 34.3 40.4 39.1 39.3 41.2

Clothing and textiles 7.2 9.7 13.4 16.2 14.5 14.3 14.3

Sources: Bank o f  Thailand, Quarterly Bulletin, various issues.
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and newsprint were falling. In re-
cent years, ready-made garments 
emerged as the single-most impor-
tant item of Bangladesh's exports, 
contributing 47 per cent of its 
$1.67 billion total exports in 1991. 
Garment exports were expanded to 
the European Economic Commu-
nity (EEC) and the United States 
despite the imposition of quota re-
strictions on some categories of 
garments by the United States. 
The government continued to 
maintain flexibility in the exchange 
rate and provide other incentives 
in order to sustain the competitive-
ness of exports in the world mar-
ket.

India achieved a 12.5 per cent 
growth in the value of exports in
1990, compared with 17.8 per cent 
in 1989, mainly through expanded 
sales of manufactures, which con-
stituted three-fourths of exports. 
Electrical goods, computer parts 
and chemicals were the fastest 
growing categories of exports. 
The policy measures adopted in
1990-1991 included a gradual ad-
justment of the exchange rate, the 
streamlining of export procedures 
and a number of new fiscal incen-
tives for exporters. The rupee was 
sharply devalued in two successive 
adjustment moves in 1991 as ex-
ports were faltering.

The Islamic Republic of Iran 
experienced a 41.7 per cent 
growth in the value of its exports 
in 1990. Oil and gas exports in-
creased by 52.9 per cent owing to 
both volume and price increases. 
Non-oil/gas exports, including agri-
cultural products and Persian car-
pets, also increased by 16.2 per 
cent in value. More than 80 per 
cent of exports was accounted for 
by oil and gas. The value of ex-
ports was expected to rise by 29.5 
per cent in 1991 despite the fall 
in the oil and gas prices since the 
end of the Persian Gulf war.

The exports of Nepal grew by
31.4 per cent in 1990 over 1989 
when, due largely to the disruption

of trade with India, exports had 
declined by 17.3 per cent. In the 
recent past Nepal was able to di-
versify its exports, and in 1990 
over 60 per cent of exports con-
sisted of industrial goods, such as 
ready-made garments, carpets and 
other finished goods. The export 
of primary products (rice, wood, 
jute, and vegetable items such as 
ginger) declined in the face of in-
sufficient production growth and 
growing internal demand. Exports 
continued to grow strongly in
1991, rising by 27.3 per cent in 
the first half.

The exports of Pakistan in-
creased by 16.8 per cent in 1990 
compared with 3.2 per cent in 
1989. Exports were growing more 
strongly in 1991 as indicated by 
the 22.0 per cent growth during 
the first half. The country’s ex-
ports were fairly diversified with 
manufactured goods contributing 
about 60 per cent and intermediate 
goods about one quarter of the to-
tal export earnings. Much of the 
export growth in 1990 and 1991 
was brought about by higher earn-
ings of such main items as cotton 
yam, cotton fabrics, rice and fish, 
while earnings from raw cotton, 
raw wool and vegetables had de-
clined.

In Sri Lanka, the dollar value 
of exports expanded at a rate of
25.0 per cent in 1990 compared 
with 6.0 per cent in the previous 
year. The rapid increase in export 
earnings was caused by the 45 per 
cent increase in earnings from tea 
and industrial goods, backed by 
higher output following improve-
ment in the security situation in 
the country. Exports in 1991 
slowed, growing by 18.6 per cent 
in the first half.

Among the least developed 
countries of the region, other than 
Bangladesh and Nepal, Maldives 
also achieved promising growth in 
export earnings, at an average rate 
of 20.6 per cent during the period 
1980-1990. In 1990, 15.6 per

cent growth was achieved, above 
the 12.5 per cent growth in 1989. 
In the first half o f 1991 a growth 
rate of 16.0 per cent indicated fur-
ther acceleration. Expansion of 
infrastructure facilities for fisheries 
(freezing, canning) products, the 
main export items, and expansion 
in garment manufactures, with the 
ability to diversify markets, con-
tributed to the good export results.

Myanmar also experienced 
very high rates o f export growth 
in 1989 and 1990, reversing the 
trend decline during the 1980s. 
Growth was continuing strongly in
1991. Exports of fishery and for-
estry products were rising while 
traditional agricultural products 
such as rice, maize, beans and 
pulses were declining. The private 
sector was encouraged by govern-
ment policies, including the grant 
of fishing and logging rights to 
foreign entrepreneurs, to undertake 
export activities. As an incentive, 
private exporters were allowed to 
retain or utilize 100 per cent of 
their export earnings.

The exports of the Lao Peo-
ple’s Democratic Republic, worth a 
paltry $63 million in 1990, had 
declined by 22.2 per cent in 1989 
and stagnated in 1990. However, 
the country's major exports, hydro-
electricity and wood products, 
showed promise as trade relations 
with neighbouring countries, such 
as China and Thailand, were put 
on a more normal footing. The 
government imposed a ban, effec-
tive in August 1991, on logging 
and timber exploitation as a con-
servation measure, which would 
have an adverse effect on exports. 
The economic difficulties of Af-
ghanistan were reflected in the 
continuous decline in its exports, 
which were reduced to $235 mil-
lion in 1990 from the level of 
$540 million in 1987. Samoa and 
Vanuatu were subject to wide fluc-
tuations and an overall decline in 
export earnings, which in 1990 
had stood at $9.0 million in Sa-
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moa and $19.0 million in Vanuatu.
The other island economies of 

the Pacific, characterized by a low 
base of exports, consisting of 
tropical products along with some 
mineral and industrial goods, con-
tinued to signify their vulnerability 
to the vagaries of the forces of 
nature as well as the uncertainties 
of their markets. Papua New 
Guinea, the largest and the most 
diversified economy in this 
subregion, suffered a decline in 
exports in 1990-1991, with a fall 
in export earnings from copper, 
coffee, cocoa and coconut oil in 
terms of both value and volume. 
Overall export declined by 8.4 per 
cent in 1989 and 10.9 per cent in 
1990. With a 27.3 per cent 
growth in the first half of 1991, 
prospects for the year looked bet-
ter. Fiji, the next largest economy 
in the island subregion, achieved 
impressive rates of growth in 1989 
and 1990 at 12.5 and 38.1 respec-
tively, owing to higher earnings 
from sugar, garments and cement. 
In 1991, exports were growing 
much more slowly at only 2.8 per 
cent in the first half of the year. 
Solomon Islands’ exports declined 
at an annual rate of 7.0 per cent 
during 1989-1990. The $13.0 mil-
lion value of the exports of Tonga 
in 1990 reflected 12.5 per cent 
growth in 1989 and 44.4 per cent 
in 1990. Tonga’s exports declined 
sharply by 33.3 per cent in the 
first half of 1991 (see chapter III 
also).

2. Imports

The total imports of the coun-
tries of the ESCAP region 
amounted to $690 billion in 1990, 
an increase of 11.8 per cent over 
the previous year. The region's im-
ports constituted 16.0 per cent of 
the total world imports. The re-
gion's nominal trade surplus of 
$26.3 billion, however, was over-
shadowed by the larger trade sur-
plus of Japan at $52.1 billion in

1990. While Australia and New 
Zealand had nearly balanced their 
trade, the region's developing coun-
tries had a trade deficit in 1990 of 
the order of $29.7 billion.2

In 1989, the imports of Japan 
grew at the rate of 12.5 per cent, 
more than twice as fast as the av-
erage rate during the period 1980- 
1990. In 1990, imports grew 
again by 11.4 per cent, but slowed 
to 9.0 per cent growth during the 
first half of 1991. With exports 
growing at the rate of 12.3 per 
cent in 1991, almost three times 
higher than in 1990, the trade sur-
plus of $52.1 billion in 1990 was 
widening, which added to the con-
cern of its trading partners. Both 
Australia and New Zealand, in ef-
forts to reduce their external defi-
cits, sought to restrain imports by 
demand management programmes. 
Imports therefore declined or reg-
istered slow rates of growth. Aus-
tralia's imports fell by 3.1 per cent 
in 1990 while New Zealand’s grew 
by 8.1 per cent. In 1991, imports 
were falling in New Zealand but 
Australia's rose by 5.5 per cent 
during the first half of the year.

The imports of the developing 
countries grew at rates faster than 
that of exports in both 1989 and 
1990, resulting in the trade defi-
cits noted above (figure I.11). In-
dividual countries emerged with 
differing patterns in 1990-1991, as 
in previous years.

China, through government ac-
tion, had reduced its imports by 
9.8 per cent in 1990. Exchange 
rate depreciation and domestic de-
mand management policies had 
dampening effects on the demand 
for imports. The imposition of 
sanctions by some countries on 
supply of goods to China, which 
particularly affected the availability 
of capital goods, was also respon-
sible for reduced imports. As 
trade conditions returned to nor-

2 Without counting the surplus 
o f Taiwan Province o f  China.

mal, imports rose by 16.0 per cent 
in the first half of 1991 to satisfy 
the postponed demands of the 
economy, particularly for the tech-
nology and capital goods required 
for expediting the process of mod-
ernization. Thus, China's trade 
surplus of $9.0 billion in 1990 
was likely to disappear quickly, 
though the higher 18.5 per cent 
rate of growth in exports indicated 
a continuing surplus in 1991.

The Republic of Korea in-
curred a trade deficit for the first 
time in five years as its imports 
grew by 13.6 per cent in 1990, 
much faster than the 4.2 per cent 
growth in exports. The higher oil 
import bill and the accelerated de-
mand for both capital and con-
sumer goods owing to strong do-
mestic demand pressures, com-
bined to cause the rapid growth of 
imports while the growth of ex-
ports was faltering for the two 
consecutive years. In 1991, al-
though growth in exports was 
picking up, imports growth accel-
erated causing the trade and pay-
ments deficits to widen.

In South-East Asia, Indonesia’s 
imports grew at least twice as fast 
as exports in 1990, reducing the 
size of its trade surplus. A 33.5 
per cent growth, after 23.5 per 
cent in 1989 was indicative of the 
sharp acceleration in the growth of 
imports over the two-year period. 
A rapid increase took place in the 
import of machinery, transport 
equipment and manufactured 
goods, largely due to the rising 
needs of the export industries and 
also strong demand in the domes-
tic market for consumer durables.

Malaysia also experienced ac-
celerated growth in imports, at 
rates of 36.3 in 1989 and 29.8 per 
cent in 1990 compared with export 
growth rates of 18.8 and 17.2 per 
cent in those years. The estimated 
growth for 1991 was 32.0 per 
cent. Strong domestic demand, 
both for capital and intermediate 
goods and consumer durables, con-
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tributed to rapid imports growth. 
Malaysia's trade surpluses were 
progressively reduced to $3.9 bil-
lion and $1.9 billion from $5.5 
billion in 1988.

In the Philippines, the high 
propensity to import was restrained 
by currency depreciation and the 
postponement of the proposed cut 
in import tariffs. Thus the import

growth rate was contained to 
about 13.7 per cent in 1990, well 
below the growth rate of 22.9 per 
cent in 1989. However, as the 
export growth rate was reduced to

Figure I.11. Trade balances of selected developing economies of the ESCAP region

Source: United Nations, Monthly Bulletin o f  Statistics (December 1991).
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about half from the 1989 rate, the 
balance of trade deficits increased 
from $2.6 billion in 1989 to $4.0 
billion in 1990. Import items 
whose costs remained high in-
cluded petroleum and petroleum 
products, machinery, transport 
equipment and manufactured 
goods.

Singapore's trade deficit also 
widened since imports grew faster, 
at 22.4 per cent, than exports at
18.0 per cent in 1990. In addition 
to the rise in oil prices, Singapore 
maintained high levels of imports 
of machinery, transport equipment 
and other manufactures. In 1991, 
imports and exports grew at simi-
lar rates, which could narrow but 
not eliminate the trade deficits.

Thailand's imports grew rap-
idly at 27.0 and 28.3 per cent in
1989 and 1990, much faster than 
the growth rate of exports. The 
major increases, as in other coun-
tries in South-East Asia, took 
place in oil, machinery, transport 
equipment and manufactured 
goods. High investment growth 
and rising income generated de-
mand for a wide array of imported 
goods. The lowering of import 
tariffs as part of trade liberaliza-
tion strategies also contributed to 
the acceleration of demand for im-
ports. Thailand thus faced a 
larger trade deficit, of $6.7 billion 
in 1990 compared with only $2.9 
billion in 1989.

Viet Nam’s imports increased 
at a slower rate than its exports in
1989 and 1990, but large trade 
deficits persisted.

Thus, East and South-East 
Asian countries were generally ex-
periencing wider trade deficits, 
created largely by their own suc-
cesses in attaining high growth 
rates, technological developments 
and rising personal incomes gener-
ating high demand for both do-
mestic and foreign products. Ex-
port capacity, on the other hand, 
was hampered by rising wages and 
higher production costs. The three

countries having trade surpluses 
(China, Indonesia and Malaysia) 
also faced problems similar to 
those of the Republic of Korea, 
Thailand, the Philippines and Sin-
gapore. In China’s case a trade 
surplus in 1990 could well turn 
into deficits in 1991 as imports 
growth picked up. Trade sur-
pluses in Indonesia and Malaysia 
were attributed to their status as 
oil exporters. The non-oil/LNG 
balance of trade in both countries 
remained negative.

Imports in South Asian coun-
tries were strongly affected by the 
rise in prices of petroleum and pe-
troleum products since August 
1990. The adverse effects of 
higher oil import bills were rein-
forced in 1991 by the slow pace 
of recovery in trading activity in 
the Middle East.

Bangladesh reversed the trend 
of rising imports by reducing total 
imports in 1990 by 6.3 per cent. 
Imports of even some essential 
commodities such as capital 
goods, fertilizer, cement, cotton 
and chemical products had to be 
reduced in order to offset an esti-
mated 38 per cent rise in the oil 
import bill. Total imports were 
expected to decline by an esti-
mated 3.3 per cent in 1991. The 
trade deficit was reduced in 1990 
to $1.6 billion as against $2.0 bil-
lion in 1989. It was expected to 
decline further in 1991.

India's imports increased by 
15.9 per cent in 1990 while ex-
ports grew by 12.5 per cent. The 
oil import bill rose by 58 per cent. 
The balance-of-trade deficit, as a 
result, widened sharply in 1990 
and could worsen further in 1991 
as imports continued to grow faster 
than exports. The government at-
tempted to restrain import growth 
through various measures, including 
currency depreciation and a cut in 
imports of less essential commodi-
ties. Imports of bulk items such as 
cereals, fertilizers and iron and 
steel were also reduced.

Imports in Nepal increased 
rapidly in 1990 at 18.1 per cent 
after a decline in 1989. A re-
sumption of trade with India and 
the need urgently to relieve short-
ages in food, essential consumer 
goods, and raw materials for the 
industrial sector, resulted in a 
quick rebound in imports. Higher 
oil prices late in 1990 also raised 
the import bill. The trade deficit 
of $477 million in 1990 was ex-
pected to rise in 1991. The gov-
ernment had recently undertaken a 
number of measures to reform the 
tariff structure, facilitate new en-
trants to import trade and simplify 
trade processes and procedures. 
The system of open auction of im-
port licenses, introduced in 1986, 
was further refined in May 1990.

Pakistan had sustained imports 
growth at 3.3 per cent well below 
the export growth rate of 16.8 per 
cent in 1990. The trade deficits, 
as a result, were reduced but still 
remained high at about $1.9 bil-
lion in 1990. The rise in the 
prices of petroleum and petroleum 
products, which constituted over 
22 per cent of total imports, the 
steep rise in sugar imports, and 
increases in the import of electri-
cal goods, machinery and fertilizer, 
prevented any further reduction. 
The volume of imports was also 
linked with the need to relieve 
shortages of various key commodi-
ties in the country, for example, 
fertilizer and sugar. Pakistan took 
steps to liberalize import trade 
during the period 1990-1991 by 
sharply reducing the number of 
commodities on the restricted list 
of imports. The Pakistan currency 
depreciated in terms of the United 
States dollar by 9.1 per cent be-
tween June 1990 and June 1991, 
which was partly responsible for 
restraining import growth.

In Sri Lanka also the impact 
of higher oil prices late in 1990 
caused imports to increase by 26.1 
per cent. An equally important 
factor in acceleration of imports
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growth was the improved law and 
order situation in the country, and 
the consequent resumption of nor-
mal production activities which ne-
cessitated higher import of capital 
and intermediate goods. Although 
exports grew almost equally 
strongly, the trade deficit of $722 
million in 1990 was relatively 
large.

Countries in South Asia have 
a much larger range and variety of 
goods in their imports than in 
their exports, despite considerable 
success in export diversification in 
recent years. Their import policies 
continued to pursue the goal of 
trade liberalization and the scaling 
down of tariff and non-tariff barri-
ers. Gradual but recently sharper

and more frequent adjustments of 
exchange rates, which have caused 
the value of domestic currencies 
to depreciate, have been used in 
recent years as an instrument of 
trade policy (figure I.12) enabling 
many of the discretionary controls 
on import and export trade to be 
relaxed.

In 1990, all Pacific island 
economies incurred serious trade 
deficits, the size of the deficits in 
Tonga, Vanuatu and Samoa being 
much larger than their total export 
earnings. All these economies 
were dependent on imports for 
food, oil, consumer goods and de-
velopment needs. Since prices of 
imported commodities remained 
higher relative to the prices of

their exportables, they faced high 
trade losses. Papua New Guinea 
and Fiji, the two larger economies 
in the Pacific, also incurred defi-
cits in their trade balances, al-
though the size of their deficits 
were small in relation to the value 
of their total trade.

C. THE BALANCE OF 
PAYMENTS

1. Services transactions and
the current account balance

Most of the developing coun-
tries in East and South-East Asia 
were experiencing a worsening of 
their current account balances. 
Larger deficits or a reduction in 
the surpluses in the balance on 
services, income and private trans-
fers either accentuated the existing 
trade imbalances (the Republic of 
Korea and Thailand) or offset the 
trade surpluses (Indonesia and Ma-
laysia). These countries were hav-
ing large stocks of foreign invest-
ments, estimated to be over $9 
billion in Malaysia and Thailand 
each and as high as $46 billion in 
Indonesia in 1990. The stock of 
debts were also large and growing, 
especially in Indonesia and Thai-
land. The debt situation in the 
Philippines continued to be a drag 
on that country’s balance of pay-
ments and its economy. In these 
countries, therefore, outflows in 
the form of debt servicing and 
dividends and royalties far ex-
ceeded inflows primarily from 
earnings on official assets held 
abroad by central banks. On the 
services account, payments on 
freight and insurance as well as 
for banking services relating to the 
large volume of trade were quite 
substantial. Tourism earnings re-
mained substantial in many coun-
tries but were largely offset by ris-
ing expenditure on foreign travel. 
The Philippines had surpluses on 
invisible trade, which helped to 
offset the trade deficit by about 25

Figure I.12. The depreciating values of South Asian currencies, 1985- 
1991

Source: International Monetary Fund, International Financial Statistics
(November 1991). 1991 — third quarter only.
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Table I.11. Balance of payments. Principal components, 1988-1991
(Millions o f  US dollars)

Trade
balance

Services
balance

Income
balance

Private
transfers

Balance on 
goods and  

private transfer

Foreign 
exchange 
reservea

Afghanistan 1988 -278.0 -50.4 11.8 0.0 -316.6 241.8
1989 -371.2 -95.2 12.2 0.0 -454.2 226.7

Bangladesh 1988 -1 443.5 -335.5 -125.9 827.2 -1 077.7 961.9
1989 -1 995.2 -392.0 -108.2 806.8 -1 688.6 469.0
1990 -1 615.6 -313.7 -113.8 827.6 -1 215.5 602.9

China 1988 -5 315.0 1 220.0 -126.0 416.0 -3  805.0 17 548.0
1989 -5 620.0 640.0 282.0 238.0 -4  460.0 17 022.0
1990 9 165.0 1 451.0 1 108.0 222.0 11 946.0 28 594.0

Fiji 1988 -49.7 69.1 -18.9 -3.6 -3.1 202.5
1989 -95.8 124.7 -15.0 -13.1 0.8 180.3
1990 -96.8 144.3 -43.2 - 22.2 -17.9 227.2

Indiab 1988 -9  360.0  2 172.0 -7  188.0 4 148.0
1989 -7 772.0  1 528.0 -6  244.0 3 105.0
1990 -10 032.0  1 502.0 -8  530.0 1 205.0
1991 -8  147.0 1 557.0 -6 590.0 1 124.0

Indonesia 1988 5 678.0 -3 237.0 -4  092.0 99.0 -1 552.0 4 948.0
1989 6 664.0 -3 564.0 -4  547.0 167.0 -1 280.0 5 357.0
1990 6 098.0 -3 927.0 -4 754.0 153.0 -2  430.0 7 353.0

Malaysia 1988 5 546.0 -1 946.0 -1 942.0 70.0 1 728.0 6 134.0
1989 3 913.0 -2  026.0 -2  179.0 -17.0 -309.0 7 393.0
1990 1 924.0 -1 842.0 -1 831.0 16.0 -1 733.0 9 327.0

Maldives 1988 -42.7 43.2 -10.7 -5.0 -15.2 21.6
1989 -56.7 55.6 -9.3 -5.1 -15.5 24.7
1990 -59.2 70.3 - 10.6 - 10.0 -9.5 24.4

Nepal 1988 -477.3 72.4 5.6 59.1 -340.2 212.5
1989 -415.2 55.9 16.0 52.0 -291.3 203.9
1990 -448.7 37.1 13.9 60.4 -337.3 287.0

Pakistan 1988 -2 692.0 -633.0 -813.0 2 101.0 -2  037.0 388.0
1989 -2 570.0 -522.0 -963.0 2 207.0 -1 848.0 519.0
1990 -2 699.0 -633.0 -1 045.0 2 275.0 -2  102.0 295.0

Papua New Guinea 1988 90.8 -312.8 -207.6 -124.6 -554.2 380.1
1989 -24.3 -240.9 -178.2 -132.0 -575.4 371.7
1990 i+ii -74.7 -102.4 -51.5 -63.1 -291.7 431.0

Philippines 1988 -1 085.0 1 132.0 -1 212.0 500.0 -665.0 951.0
1989 -2 598.0 1 698.0 -1 386.0 473.0 -1 813.0 1 365.0
1990 -4  020.0 1 520.0 -909.0 357.0 -3  052.0 868.0
1991 i+ii -1 773.0 981.0 -272.0 266.0 -798.0 2 362.0

Republic o f  Korea 1988 11 445.0 2 835.0 -1 567.0 1 404.0 14 117.0 12 340.1
1989 4 597.0 972.0 -761.0 200.0 5 008.0 14 977.8
1990 -2 004.0 20.0 -463.0 266.0 -2  181.0 14 459.2
1991 i+ii -5 129.0 -386.0 163.0 -46.0 -5 398.0 

(Continued on

13 019.6 

next page)
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Table I .11 (continued) 

(Millions o f  US dollars)

Source: International Monetary Fund, International Financial Statistics, vol. XLIV, No. 12 (December 1991). 

a End o f  year or quarter indicated. 

b Fiscal year data from national sources.

per cent in 1990. Singapore, with 
its services-oriented economy, 
could earn more from the sale of 
services than it paid for their im-
ports and could have a current ac-
count surplus despite substantial 
deficits in trade.

For China, 1990 was an ex-
ceptional year not only because of 
a large trade surplus, the first since 
1985, but also because of a much 
larger surplus on services and in-
come account. In recent years the 
surplus on invisibles enabled a re-
duction in the trade deficits but in 
1990 it coincided with a trade sur-
plus to enhance further the total

external surplus and therefore to 
the accumulation of a sizeable for-
eign exchange reserve. However, 
the country's payment obligations, 
other than for current imports 
which, however, were rising again 
in 1991, were also growing and the 
surpluses were unlikely to last even 
though they could provide a com-
fortable cushion for some time. 
The country's foreign debts have 
accumulated fast, reaching an esti-
mated $52.5 billion in 1990; a re-
payment obligation of $10.0 billion 
was estimated for 1992.

The Republic of Korea, pass-
ing through a difficult phase of its

development, incurred deficits in 
both visible and invisible trade in 
1990 for the first time in five 
years. Following its own success 
in stimulating growth in recent 
years, a number of interlinked de-
velopments, including the rise in 
wages and prices, reduced exports 
growth and accelerated imports 
growth, increasing expenditure on 
foreign travel following relaxation 
of travel restrictions, and substan-
tial outflows in the shape of royal-
ties and dividends on growing 
stocks of foreign assets including 
servicing of external debt, served 
to bring about a quick reversal in
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Trade
balance

Services
balance

Income
balance

Private
transfers

Balance on 
goods and 

private transfer

Foreign
exchange
reservea

Samoa 

Singapore 

Solomon Islands 

Sri Lanka 

Thailand

Tonga

Vanuatu

1988
1989
1990

1988
1989
1990

1988
1989
1990

1988
1989
1990

1988
1989
1990
1991 i

1988
1989
1990

1988
1989
1990

-53.4
-55.6
-64.3

-2  345.0 
-2  474.0 
-5  119.0

-19 .7
-19.7
- 10.0

-540.4
-550.0
-472.6

-2 075.0 
-2  916.0 
-6  728.0 
-1 956.0

-37.6
-38.2
-38.2

-42.5
-44.2
-65.8

7.9
10.0

7.5

3 671.0 
5 200.0 
7 046.0

-31.4
-41.4
-41.6

-207.9
- 220.2
- 200.0

1 166.0 
1 080.0 

522.0 
51.0

-5.5
- 1.0

3.8

9.1
9.1 

24.3

0.8
2.1
5.1

225.0
166.0 
783.0

- 8 .6

-7.6
-9.0

-172.1
-162.7
-166.4

-982.0  
-908.0  

-1 053.0 
-360.0

4.8
2.3
4.1

-4.5
6.3 

13.5

35.5
38.2
39.7

-209.0
-254.0
-265.0

- 1.4
1.2
1.4

320.0
330.7
364.7

47.0
46.0
25.0 

9.0

21.3 
24.9
28.8

9.8
4.6
6.7

- 8.2
-5.4

- 12.0

1 342.0
2 638.0 
2 445.0

- 6 1.1

-67.5
-59.2

-600.4
-602.2
-474.3

-1 844.0 
-2  698.0 
-7  234.0 
-2  256.0

-17.0
- 12.0

- 1.6

-28.1
-24.2
-21.3

45.9
54.1
64.8

16 861.0 
20 136.0 
27 535.0

25.4
16.5

222.0
231.0
422.0

5 997.0 
9 461.0

13 247.0
14 147.0

29.4
23.7
30.0

38.1
32.4
34.7



the country’s external trade and 
payment surpluses. The positive 
side of the evolving situation in 
foreign exchange payments and re-
ceipts were the prospects for a 
growing volume of receipts from 
private capital investment abroad, 
which had been increasing rapidly 
in recent years from an estimated 
stock of $1.6 billion in 1988. On 
the other hand, current efforts to 
liberalize the domestic capital mar-
ket to attract more private capital 
from abroad would entail higher 
payment obligations.

Indonesia's large deficits in 
both services and income balances 
related to large payments on serv-
icing its total outstanding external 
debt estimated at $60.9 billion in 
1990 and the large stock of for-
eign investments in the country. 
The current account deficit in 
1990, though relatively small, was 
the largest in four years. Debt- 
service payments on both official 
and private debt were, however, 
estimated to have declined from 
31 per cent of gross exports of 
goods and services in 1990 to 27 
per cent in 1991.

Malaysia was in a similar 
situation with deficits in both the 
services and income balances be-
cause of large payments on 
freight, insurance, and the remit-
tance of profits on foreign invest-
ments. The size of both deficits 
was smaller in 1990 than in previ-
ous years, particularly on the in-
come account. Rising tourism 
revenues and higher interest re-
ceipts on central bank reserves 
held abroad gave a boost to earn-
ings while debt-service payments 
fell as the country's stock of exter-
nal debt was reduced in recent 
years.

The balance of invisible trade 
in the Philippines showed improve-
ment, particularly in reducing defi-
cits on the income account. This 
was caused by higher receipts on 
account of the economic support 
fund and the operational expenses

of multinational corporations as 
well as a reduction in interest 
costs following a debt buyback 
and lower dollar interest rates in 
1990. However, the surpluses on 
services were reduced and the 
trade balance worsened sharply. 
The country's foreign exchange re-
serves had also been running very 
low but were built up to the high-
est level in four years in 1991.

Despite a small deficit in pri-
vate transfers, Singapore's vibrant 
service sector, which contributed 
almost 64 per cent to its GDP, 
generated a large surplus, turning 
a trade gap of $5.1 billion into a 
current account surplus of $2.4 
billion in 1990. Apart from high 
earnings on account of the finan-
cial services it provides, Singapore 
revenues from tourism also in-
creased.

Countries in South Asia 
emerged with deficits tending to 
worsen in both visible and invis-
ible trade in 1990, partly owing to 
the Persian Gulf crisis. The only 
compensating factor with favour-
able effects on the current account 
in these countries was unrequited 
private transfers of the order of 
more than $2.0 billion each in In-
dia and Pakistan and above $800 
million and $400 million in Bang-
ladesh and Sri Lanka. Such trans-
fers consisted mostly of remit-
tances from large numbers of 
workers employed in the Persian 
Gulf region and, to a lesser extent, 
western countries, and which ap-
parently were not as badly affected 
as was anticipated (see box I.14). 
Private transfers amounted to a 
high percentage of total exports in 
Bangladesh (49.2), Pakistan (42.5), 
Nepal (27.7), Sri Lanka (19.2) and 
India in 1990.

The current account balance- 
of-payment deficits of Bangladesh 
declined in 1990, as a result of 
the improvement in the services 
account balance perhaps due to 
the reduced volume of trade and 
freight and insurance payments.

The full impact of the Persian 
Gulf war on workers’ remittances 
was not felt during 1990 when re-
mittances actually registered a 
small increase. The country was 
committed to a reduction in its 
current deficits under an IMF sup-
ported adjustment programme; this 
was reflected in a reduction in im-
ports. Foreign exchange reserves 
also ran low in 1989 with only 
marginal improvement in 1990.

The current account deficit of 
India was enlarged to $8.5 billion 
in 1990 from $6.2 billion in 1989. 
Higher servicing costs on out-
standing external debt, which 
amounted to about $70 billion in 
1990, and the rise in oil-import 
costs were the two principal fac-
tors responsible. With the policy 
adjustments effected during 1991, 
the payment balance was expected 
to improve with the deficits falling 
to $6.0 billion.

Maldives and Nepal earned 
large surpluses in services ac-
counts relative to the size of their 
trade. In Maldives the services 
balance surplus increased rapidly 
during the period 1988-1990. The 
surpluses, which reflected rising 
income from tourism, reduced the 
current account deficit to only 
$9.5 million, the lowest since 1985. 
Nepali current account balance in-
curred deficits of $337.3 million 
in 1990 because of very high 
trade deficits. The positive bal-
ances in invisibles, small though 
they were, helped to contain the 
size of the deficits which never-
theless stayed much higher than in
1989.

Pakistan suffered a larger defi-
cit of $2.1 billion in its current 
account balance in 1990 as against 
$1.8 billion in the previous year. 
This was caused by higher pay-
ments on account of shipments 
and investment incomes. The im-
pact of the Persian Gulf war on 
workers’ remittances was not felt 
in 1990 as the level of remittances 
did not seem to have declined.
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Box I.14. The crisis in the Persian Gulf: impact on the balance of  
payments of some countries revisited

The impact o f  the Persian Gulf 
crisis on the balance o f  payments 
o f South Asian countries during the 
period 1990-1991 has turned out to 
be different from what the earlier 
estimates had suggested. As the cri-
sis was unfolding, scenarios and es-
timates were prepared on how these 
countries were likely to be affected 
by the emerging situation. The 
quantifiable impact consisted o f  
higher expenditure on import o f  oil 
and related products, loss o f  a slice 
o f the export market, and decline in 
home remittances. Net increases in 
expenditure on oil imports, it ap-
pears, were underestimated and pro-
jected losses in workers’ remittances 
and export earnings were 
exaggerateda at least for three o f  the 
seriously affected countries o f  South 
Asia —  Bangladesh, India, and Pa-
kistan. With actual data available 
for fiscal year 1990/91, a clearer 
picture o f  the direct impact o f  the 
crisis on the balance o f  payments o f  
the three countries emerged.

Crude oil prices in the world 
market, on a downward course in 
the first half o f  1990, soared as the 
crisis started early in August. Ris-
ing from an average o f  $16.40 per 
barrel in July, the price peaked at 
$33.23 in October. With the end o f  
the war in late February 1991, the 
price slumped to $17.05 in March 
before stabilizing at $18 in July 
1991.b Prices o f  petroleum prod-
ucts also followed a similar pattern. 
The countries importing oil from 
Kuwait and Iraq, while coping with 
higher prices, also had to find alter-
native sources o f  supply and negoti-
ate new contracts, often on harder 
terms.

India imported crude oil at the 
average price o f  $15 per barrel in

a See Survey, 1990, p. 89.

b United Nations Conference 
on Trade and Development, Monthly 
Commodity Price Bulletin, vol. XI, 
No. 8 (August 1991), p. 11.

April-July 1990, $30 in August-No- 
vember 1990, and $19 in December 
1990-March 1991, and petroleum 
products at $182, $354 and $313 per 
ton respectively. The total expendi-
ture on import o f  petroleum and pe-
troleum products increased from $3.8 
billion in 1989/90 to $6 billion in 
1990/91 (April-March). After making 
allowance for export o f  petroleum, oil 
and lubricants, the net increase in the
oil import bill amounted to $2 
billionc which was almost double the 
initial estimates.

On the other hand, compared 
with 1989/90, India experienced 
shortfalls o f  $273 million in home re-
mittances and o f  $150 million in ex-
port sales to Iraq and Kuwait, which 
were less than half o f  initial esti-
mates. According to the Government 
o f  India estimates, at least part o f  the 
$500 million decline in flow into 
non-resident foreign currency ac-
counts, could also be attributed to the 
Persian Gulf situation. Furthermore, 
the economy was adversely affected 
by the lesser availability and higher 
cost o f  commercial borrowing, the 
loss in tourism revenue, and the de-
cline in exports to industrial countries 
owing to the economic slow-down in 
reaction to the Persian Gulf crisis.d

Pakistan had projected an in-
crease o f  only 1.9 per cent in the 
dollar value imports in 1990/91 (July- 
June). Following developments in the 
Persian Gulf, imports growth acceler-
ated to 9.6 per cent, largely on ac-
count o f  petroleum, oil and lubricants 
imports. If this item were excluded, 
the net rise in actual imports would 
come to only 1.2 per cent.e The oil 
import expenditure went up from 
$1,161.8 million in 1989/90 to 
$1,684.1 million in 1990/91. Addi-

c Government o f  India, Eco-
nomic Survey 1990-91 (Ministry o f  
Finance), p. 155.

d Ibid., p. 5.

e Government o f  Pakistan, Eco-
nomic Survey 1990-1991, p. 48.

tional expenditure thus amounted to 
$522.3 million, but after making de-
ductions for the petroleum, oil and 
lubricants exports, the net increase 
was $493.7 million. The average unit 
value between 1989/90 and 1990/91 
rose by 23.3 per cent for crude petro-
leum and 44.2 per cent for petroleum 
products.

Total remittances from Iraq and 
Kuwait to Pakistan declined from 
$167.25 million to only $21.1 million. 
Remittances from Iraq had actually in-
creased from about $1.1 million to 
$2.3 million, which partly compensated 
the loss from Kuwait. Loss in remit-
tances from these two countries was 
thus about $146 million. Part o f  the 
loss was compensated for by the in-
crease in remittances from other Mid-
dle Eastern countries, where workers 
remitted the savings at the beginning 
o f the crisis for fear o f  losing them. 
The total decline in workers’ remit-
tances was $94 million in 1990/91 
compared with the previous fiscal year. 
During the same period, Pakistan’s ex-
ports to Iraq and Kuwait decreased 
from $37.6 million to only $11.1 mil-
lion, a net loss o f  $26.5 million.

In Bangladesh, total expenditure 
on oil imports increased by almost 38 
per cent (in dollar terms) in 1990/91, 
from $297 million in 1989/90 to 
$409 million. After allowing for pe-
troleum, oil and lubricants exports, 
the net increase in the oil import bill 
amounted to $116 million. Total re-
mittances declined marginally from 
$760.5 million to $760.4 million. A 
1991 study estimated loss in export 
earnings at $12 million.f

The rise in oil expenditure over 
earlier estimates was the result o f  the 
following factors. The price o f  petro-
leum products rose much faster than 
the price o f  crude oil. For example, 
Pakistan’s entire imports o f  petroleum 
products came from Kuwait and

f  UNDP-ILO/ARTEP, “The 
economic impact o f  the Gulf crisis 
on the Bangladesh economy” (New 
Delhi, February 1991), p. 37.
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therefore Pakistan had to make pur-
chases o f  petroleum products from 
the spot market in which prices rose 
sharply in response to the crisis. 
When crude oil prices came down 
after the crisis was over, the decline 
in the price o f  petroleum products 
was slower and smaller. The coun-
tries were also slow in adjusting the 
domestic price o f  petroleum prod-
ucts which kept demand high. In 
Pakistan domestic prices o f  petro-
leum products were raised in N o-
vember 1990 to pass on the in-
crease in price which had gone up 
since August that year. The less 
than expected shortfall in remit-
tances could be explained by the 
following factors: anticipation o f
turmoil could have induced workers 
to remit their retained savings home; 
a shift in preference from unofficial 
to official channels for remittances 
in times o f  uncertainty could also 
have been a possible factor.

One important, though 
unquantifiable, dimension o f  the im-
pact o f  the Persian Gulf situation 
was the sufferings o f  the expatriate 
workers in terms o f  dislocation, loss 
o f jobs and incomes, and an uncer-
tain future. A  total o f  180,000 
workers from India, 75,000 from 
Pakistan and 63,000 from Bangla-
desh, had to be repatriated. Vast 
resources had to be allocated for re-
patriation o f  workers from the war 
zone and for their reabsorption in 
the national economy.g

g The Pakistan Government 
paid Rs 6,000 to each returning 
earner on arrival besides bearing 
their repatriation cost. The total cost 
is estimated at Rs 600 million 
(about $27 million), UNDP-ILO/ 
ARTEP, “The economic impact o f  
the Gulf crisis in Pakistan and meas-
ures for productive re-absorption o f  
return migrants” (New Delhi, Febru-
ary 1991), p. 34. India incurred a 
total cost o f  $200 million on repa-
triation; Government o f  India, Eco-
nomic Survey 1990-91, p. 155.

The current account deficit of 
Sri Lanka declined by over 20 per 
cent in 1990 over 1989 owing to 
the 10.3 per cent increase in pri-
vate transfers and smaller deficits 
in the services balance. Appar-
ently the remittances were not af-
fected by the Persian Gulf war in 
1990, but a projected fall in 1991 
was likely to cause pressure on 
the current account balance. Im-
provement in the services account 
was the result of the increase in 
tourist arrivals by more than 50 
per cent during 1990.

The Pacific island economies 
also faced current account deficits 
in 1990 in spite of recent growth 
in receipts from tourism and other 
services. Fiji, after a marginal 
surplus in the current account in
1989, suffered deficits in 1990 in 
spite of higher receipts on account 
of tourism, the servicing of for-
eign ships and aircrafts. The sur-
plus in the services account was 
eroded by profit remittances by 
expatriate entrepreneurs and others, 
resulting in net outflows both on 
the income and private transfer ac-
counts.

Papua New Guinea incurred 
deficits in services, income and 
private transfers as well as in its 
trade account. The outflow of 
transfers on account of the mining 
sector was less due to lower levels 
of activity. The deficits have 
tended to worsen since 1988.

In Solomon Islands, the size 
of the deficit on the services and 
income accounts in 1990 were 
about 70 per cent of total export 
earnings. The current account 
deficit was narrower than in 1989 
because of a smaller trade deficit. 
Payments for services, mostly in 
the form of interest, higher travel 
expenditures, the rental of the 
fishing fleet and technical assist-
ance costs remained high along 
with outflows owing to the remit-
tance of profits.

Samoa and Tonga had consid-
erably smaller current account

deficits in 1990 as their trade 
deficits were adequately covered 
by higher private transfers, largely 
consisting of remittances by over-
seas workers. Tourism receipts 
also increased appreciably leading 
to improvements in services and 
income surpluses. Consequently, 
the 1990 current account deficit 
declined from $9.3 million in 1989 
to $4.7 million in Samoa and from 
$12.0 million in 1989 to only $1.6 
million in Tonga.

The current account deficit of 
Vanuatu declined in 1990, reflect-
ing the general trend in recent 
years. While private transfers 
were relatively small, though 
higher than in 1989, major im-
provements took place in the serv-
ices and income account as a re-
sult of a 27 per cent rise in tour-
ism receipts, and the higher net 
interest incomes of the commercial 
banks. On the other hand, there 
was no increase in exchange earn-
ings of the offshore commercial 
centre and higher payments had to 
be made on account of insurance 
and shipping. These outcomes 
were the result of the country de-
veloping itself as a financial cen-
tre in the Pacific island subregion.

2. Capital flows and
the financing of current 

account deficits

Patterns of financing of the 
current account deficits vary 
among individual countries and 
groups of countries in the region. 
Many countries in the region, in-
cluding China, Indonesia, Malay-
sia, Singapore and Thailand re-
ceived a large and growing volume 
of foreign direct investment which 
covered a substantial part of their 
deficits or enabled an augmenta-
tion of reserves where the current 
balances were more favourable. 
The inflow of foreign direct invest-
ment in the Republic of Korea 
was apparently offset by the out-
flow from the country. The
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Philippines, on the other hand, 
could attract only lower volume of 
foreign direct investment recently 
than in earlier years. The smaller 
countries such as Fiji, Maldives, 
Papua New Guinea and Vanuatu 
also received foreign direct invest-
ment flows which were large in 
relation to the size of their current 
deficits.

Portfolio investment, other 
long- and short-term capital in-
flows and official transfers were 
generally more significant in other 
countries. In South Asia, in con-
tinuation of past trends, all the 
countries had current account defi-
cits in 1990. In Bangladesh, Ne-
pal and Sri Lanka, the deficits 
were converted into small overall 
surpluses because of net inflows

of official transfers and other offi-
cial capital. India and Pakistan, 
although still dependent on aid, 
were relying more on private capi-
tal flows. They were, however, 
slowly shifting from aid to loan 
capital for financing their current 
account deficit.

All the Pacific island econo-
mies in 1990 were able to either 
convert their current account defi-
cits into overall surpluses, as in 
the case of Fiji, Samoa and Tonga, 
or to reduce the deficits substan-
tially, as in Papua New Guinea, 
Solomon Islands and Vanuatu. 
The larger island economies, Fiji 
and Papua New Guinea, were able 
to attract private investment flows, 
which helped them to develop 
their mining and industrial sectors.

Solomon Islands, Tonga, Vanuatu 
and Samoa had to rely largely on 
aid inflows for balance-of-pay- 
ments support.

China’s current account sur-
plus of $11.9 billion in 1990 was 
augmented only marginally by a 
capital account surplus of $96 mil-
lion. Total capital flows of the 
order of $8.2 billion were almost 
fully offset by an unusually large 
debit of $8.1 billion on account of 
errors and omissions. Gross offi-
cial reserves at the end of 1990 
stood at the impressive figure of 
$28.6 billion, equal to six months 
of imports.

The Republic of Korea in-
curred an overall balance-of-pay- 
ments deficit of $ 1.2 billion com-
pared with the current account

Table I.12. Balance of payments and capital flows, 1988-1991
(Millions o f  US dollars)

Balance on 
goods and 

private transfer

Official
transfers

Capital inflows 

Direct Portfolio Other

Error
and

omission

Overall
balance

Change
in

reservesa

Afghanistan 1988 -316.6 342.8 — — -4.1 -47.9 -25.8 18.6
1989 -454.2 312.1 - - -59.6 181.5 - 20.2 17.4

Bangladesh 1988 -1 077.7 804.4 1.8 - 396.8 6.6 132.0 -192.3
1989 -1 688.6 589.1 0.2 1.7 831.8 -43.1 -309.5 521.3
1990 -1 215.5 786.6 3.3 - 672.7 -32.3 214.7 -146.2

China 1988 -3 805 3 2 344 876 3 996 -1 040 2 374 -2 236
1989 -4 460 143 2 613 -180 1 289 117 -478 581
1990 11 946 52 2 659 -241 5 787 -8 161 12 042 -11 626

Fiji 1988 -3.1 33.7 48.6 — 16.3 16.5 112.1 -103.7
1989 0.8 28.4 41.2 - -39.3 -44.7 -13.7 24.2
1990 -17.9 24.9 100.9 - -39.7 -32.3 35.9 -47.4

India 1988 -7 604.0 457.0 - — 7 243.0 - 112.0 -16.0 1 434.0
1989 i -1 319.0 191.0 - - 2 122.0 -324.0 669.0 -77.0

Indonesia 1988 -1 552.0 155.0 576.0 -98.0 1 739.0 -933.0 -113.0 544.0
1989 -1 280.0 172.0 682.0 -173.0 2 409.0 -1 361.0 449.0 -405.0
1990 -2 430.0 61.0 964.0 - 2 810.0 868.0 2 273.0 -2 006.0

Malaysia 1988 1 728.0 81.0 719.0 -448.0 -2 608.0 97.0 -430.0 1 073.0
1989 -309.0 97.0 1 668.0 -107.0 -17.0 - 101.0 1 230.0 -1 258.0
1990 -1 733.0 61.0 2 902.0 -255.0 546.0 431.0 1 953.0 -1 736.0

Maldives 1988 -15.2 11.5 3.8 — -2.9 16.7 13.9 -13.4
1989 -15.5 18.3 3.1 - 5.0 -8.5 2.4 -3.2
1990 -9.5 11.0 3.2 — 5.7 3.0-               7.01-

(Continued on
0.4 

next page)
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Table I.12 (continued) 

(Millions o f  US dollars)

Balance on 
goods and 

private transfer

Official
transfers

Capital inflows 

Direct Portfolio Other

Error
and

omission

Overall
balance

Change
in

reservesa

Nepal 1988 -340.2 60.0 253.7 1.1 -25.4 -43.0
1989 -291.3 48.0 - - 194.4 4.8 -44.2 7.9
1990 -337.3 48.2 - - 304.5 4.9 20.2 -84.2

Pakistan 1988 -2 037.0 615.0 173.0 126.0 1 248.0 23.0 147.0 84.0
1989 -1 848.0 513.0 167.0 15.0 957.0 - 210.0 -406.0 -158.0
1990 -2 102.0 523.0 242.0 92.0 705.0 -46.0 -585.0 211.0

Papua New Guinea 1988 -554.2 217.7 119.7 - 120.5 21.9 -74.4 43.8
1989 -575.4 217.3 221.3 - 28.6 50.1 -58.0 8.4
1990i+ii -291.7 115.6 123.6 - 65.0 -17.1 -4.7 -34.5

Philippines 1988 -665.0 275.0 936.0 50.0 -415.0 479.0 660.0 -833.0
1989 -1 813.0 357.0 563.0 280.0 511.0 402.0 300.0 -545.0
1990 -3 052.0 357.0 530.0 -50.0 1 577.0 593.0 -45.0 98.0
1991 i+ii -798.0 192.0 315.0 119.0 1 485.0 261.0 1 574.0 -1 939.0

Republic o f  Korea 1988 14 117.0 44.0 720.0 -482.0 -4  492.0 -591.0 9 316.0 -3 159.0
1989 5 008.0 48.0 453.0 -29.0 -3 050.0 690.0 3 120.0 -2 867.0
1990 -2 181.0 9.0 -105.0 811.0 2 263.0 -2 005.0 -1 208.0 421.0
1991 i -5 398.0 -178.0 - 1.0 2 082.0 2 408.0 703.0 -684.0 1 409.0

Samoa 1988 -9.3 14.5 - — 0.5 3.2 10.1 -8.7
1989 -4.7 14.6 - - 0.5 1.0 10.7 -10.5
1990 - 12.0 12.7 - - 9.4 4.3 14.5 -15.2

Singapore 1988 1 342.0 - 88.0 3 493.0 -359.0 -2 311.0 -418.0 1 659.0 -1 846.0
1989 2 638.0 -90.0 3 915.0 -116.0 -1 897.0 -1 712.0 2 738.0 -3 273.0
1990 2 445.0 -95.0 4 489.0 -131.0 1 964.0 -3  240.0 5 431.0 -7  403.0

Solomon Islands 1988 -64.6 36.3 3.4 _ 34.8 -14.8 -5.1 -4.0
1989 -70.6 37.3 5.7 - 13.3 0.9 -13.5 14.7
1990 -59.1 33.5 12.9 - 4.0 -4.9 -13.7 8.9

Sri Lanka 1988 -600.4 206.1 43.6 - 212.4 37.5 - 101.2 57.1
1989 -602.2 188.6 17.7 - 559.3 -115.0 48.3 -22.3
1990 -474.3 178.1 29.6 - 407.0 -75.7 64.8 -178.1

Thailand 1988 -1 844.0 189.0 1 081.0 530.0 2 228.0 411.0 2 596.0 -2 205.0
1989 -2 698.0 199.0 1 727.0 1 486.0 3 408.0 906.0 5 029.0 -4  480.0
1990 -7  234.0 182.0 2 236.0 -31.0 6 964.0 1 120.0 3 235.0 -3  289.0
1991 -2 256.0 48.0 487.0 14.0 2 710.0 593.0 1 597.0 -  1 138.0

Tonga 1988 -17.0 5.7 0.1 - 4.8 7.2 0.7 - 1.6
1989 - 12.0 10.0 0.1 - 2.2 3.2 -0.4 - 1.2 5.7
1990 - 1.6 9.9 0.1 -9.4 -1.5 2.9 0.4 -6.5

Vanuatu 1988 -28.1 30.8 10.8 — -0.9 -17.3 -4.7 -0.5
1989 -24.2 20.7 9.2 - 15.0 -13.0 7.8 5.6
1990 -21.3 29.4 13.2 - 8.9 -34.2 -4.1 - 2.6

Souce: International Monetary Fund, International Financial Statistics, vol. XLIV, No. 12 (December 1991).

a The discrepency between the reserve change and the overall balane is made up o f  changes in valuation o f  reserve assets and 
use of  IMF credit.
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deficit of $2.1 billion in 1990. 
The net inflow of long- and short-
term capital amounted to $2.2 bil-
lion, reversing the net outflow of 
$3.0 billion in 1989. It partly re-
flected expanded issues of foreign 
currency bonds and short-term bor-
rowing for financing oil imports. 
Direct investment, which showed a 
net inflow of $453 million in the 
previous year, converted to a net 
outflow, reflecting the growing 
trend of domestic capital seeking 
investment opportunities abroad.

In Indonesia, the current ac-
count deficit of $2.4 billion was 
neutralized by net capital inflows 
of the order of $4.7 billion, mostly 
in the form of non-bank private 
inflows. Foreign direct investment 
flows increased by 41 per cent. 
There was a sharp fall in the 
share of official transfers which in 
any case constituted a small item. 
Indonesia’s reserve level rose by 
$2.0 billion to $7.3 billion at the 
end of 1990.

In Malaysia, the almost 74 
per cent increase in net inflows of 
direct investment funds produced 
an overall balance-of-payments sur-
plus of $1.9 billion in 1990. The 
country's external balance-of-pay-
ments position was strong with 
gross reserves that increased by 
$2.0 billion to reach $9.3 billion. 
Outstanding foreign debt declined 
from $20.4 billion in 1988 to 
about $15.0 billion early in 1991.

The Philippines incurred a 
marginal deficit in the overall bal-
ance of payments in 1990, while it 
earned a small surplus in the previ-
ous two years. The deficit emerged 
despite a sharp increase in net 
capital inflow, reflecting the coun- 
try’s debt rearrangement plans. Of-
ficial transfers, on the other hand, 
remained at the previous year’s 
level. The country's gross reserves 
at the end of 1990 amounted to 
$868 million only. External debt 
stood at $28.8 billion.

Singapore's surplus on capital 
account amounted to $6.4 billion.

Capital flows took the form 
mainly of foreign direct invest-
ment. Gross reserves standing at 
$27.5 billion were sufficient to 
cover eight months of imports.

Thailand's balance of overall 
payments surplus of $3.2 billion in 
1990, as against the current ac-
count deficit of $7.2 billion, was 
brought about by the doubling of 
short-term capital inflows and the 
rapid rise in direct investment, by 
about 30 per cent in 1990 after 60 
per cent growth in 1989. Thailand 
was emerging as a highly attrac-
tive option for foreign investors, 
particularly from East Asia.

In South Asia, Bangladesh 
had an overall surplus of $214.7 
million in 1990 as against a defi-
cit of $309.5 million in the pre-
ceding year. This change was 
brought about through the contin-
ued availability of project aid, and 
also food and commodity aid, 
which augmented official capital 
flows. These flows, along with 
short-term capital movements, 
turned the current account deficit 
into a payments surplus.

India's current account deficit 
of $8.5 billion in 1990 was fi-
nanced by running down exchange 
reserves and external borrowing 
mostly on commercial terms. 
Consequently, the reserves had de-
clined sharply by the end of 1990. 
In 1990-1991 India revalued its 
gold reserves at international mar-
ket prices and also received assist-
ance from IMF under the Com-
pensatory and Contingency Financ-
ing Facilities, and the First Credit 
Tranche of Standby Arrangements.

Nepal also financed its current 
account deficit by resorting to 
short- and long-term borrowing 
which, along with other capital in-
flows, sharply rose by 56.6 per 
cent in 1990 over the previous 
year. Maldives relied on both
ODA and capital inflows to meet 
its current account deficits.

Pakistan financed its current 
account deficit of $2.1 billion in

1990 through higher net capital in-
flows of over $1.0 billion and net 
official transfers of $523 million, 
leaving an overall deficit of $585 
million in the balance of pay-
ments. Total flows of $242 mil-
lion of foreign direct investment 
represented a 45 per cent increase 
over the level of the previous year.

Sri Lanka also turned its cur-
rent account deficit of $474.3 mil-
lion into a small surplus in the 
overall balance in 1990. Net offi-
cial transfers as well as foreign di-
rect investment flow had been de-
creasing in recent years. Conse-
quently, Sri Lanka had become 
more dependent on inflows of 
short- and long-term loans and in-
vestments.

In the South Pacific, Fiji 
earned a sizeable surplus in its 
overall balance as a result of ris-
ing foreign direct investment, 
mostly in tourism and the garment 
industry. Official transfers were 
declining and amounted to only 
$24.9 million, 26 per cent less 
than the 1988 level. Although Fiji 
drew on its international reserves, 
the overall reserves position re-
mained strong, being equivalent to
5.5 months of imports at the end 
of 1990.

Papua New Guinea incurred a 
small deficit of $58.0 million in 
its overall balance in 1989, but 
could reduce it substantially in
1990 as the $4.7 million deficits 
for the first half of the year sug-
gested. The country was able to 
fill the payments gap with private 
capital inflows, mostly direct in-
vestments, as well as net official 
transfers, mostly loans on 
concessional terms. Official ex-
change reserves at the end of
1990 stood at $431 million, ad-
equate to finance 3.8 months of 
imports.

The current account deficit of 
Solomon Islands in 1990 of $59.1 
million was reduced to a $13.7 
million in overall balance, largely 
with net official transfers of $33.5
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million. Foreign direct investment 
amounted to $12.9 million, which 
was more than twice the level of
1989. Borrowings in the previous 
two years were quite high but 
were reduced substantially in 1990.

Samoa, Tonga and Vanuatu

also financed their current account 
balances with net official transfers, 
mostly grants or loans on 
concessional terms. Tonga in re-
cent years suffered from large out-
flows of private capital. In 
Vanuatu, official transfers also

consisted mostly of grants, with 
loans comprising only 12.0 per 
cent of net transfers in 1990. Sa-
moa received $13.2 million in of-
ficial transfers while the current 
account deficit was only $4.7 mil-
lion.
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V ASPECTS OF SOCIAL DEVELOPMENT: 
EMPLOYMENT AND RELATED ISSUES

A. TH E STRU CTU RE AN D  
DIM ENSION OF THE  

EM PLOYM ENT PROBLEM  
IN THE REGION

The employment (or unemploy-
ment) question is of great 

economic and social significance. 
A gainful employment affords the 
individual an opportunity to par-
ticipate in the process of produc-
tion and to share, as a consumer, 
a part of production, a part which 
should ideally relate to his or her 
own productivity. Employment 
thus enables the individual to lead 
an active life in society both as a 
producer and a consumer. It con-
fers on him or her the psychologi-
cal satisfaction of being useful. 
Unemployment, on the other hand, 
denies the individual all of these. 
Unemployment in most cases 
could spell stark poverty. The 
psychological trauma from the 
feeling of uselessness could turn 
the individual into a dissatisfied 
member of the community. The 
unemployed could point an accus-
ing finger at society as being re-
sponsible for denying them the 
right and opportunity to work. A 
large mass of the unemployed 
would thus naturally be a social 
concern, as it indeed is in modem 
societies, and would obviously call 
for social action and policy inter-
ventions.

In the ESCAP region, which 
is the home of almost three fifths 
of world population, the question 
of employment of an estimated 
number of at least a billion people 
of working age in the developing 
areas and currently reported as

economically active, assumes great 
significance. The number reported 
as economically active can be 
taken as indicative of the current 
size of the labour force in the re-
gion. This number, however, un-
derestimates the potential size of 
the labour force because of the 
relatively low rates of participation 
of the adult age population, par-
ticularly among the female popula-
tion in many of the countries (ta-
ble I.13). A complex set of eco-
nomic and social factors account 
for these low participation rates of 
the population in economic activi-
ties. Nevertheless, more millions 
in the region are joining the eco-
nomically active group as they 
turn to adulthood from an inflated 
base of child population (figure 
I.13).

Reported and available statisti-
cal data have serious limitations in 
defining the magnitude of the 
problem of employment/unemploy-
ment in the region. Official data 
are usually outdated. They gener-
ally relate to the formal sector of 
the economy where the unemploy-
ment percentages, because of the 
definition used to identify the phe-
nomenon, would appear not to be 
excessive. The overwhelming ma-
jority of the active population gen-
erally stick to low productivity ac-
tivities in traditional sectors of the 
economy to eke out a living. 
They would not generally report to 
and be recorded by reporting 
agencies as being unemployed and 
looking for employment, the tradi-
tional definition of an unemployed 
person. They would not do so 
because opportunities for formal

sector employment are severely 
limited, or because they do not 
have the necessary skill required 
for formal employment, or because 
they have simply become so con-
ditioned to their traditional living, 
however low that may be, that 
they would not move until the in-
centive/disincentive generating 
forces reached a certain threshold. 
All these factors are reflected in 
the observed deployment of the re-
gion’s economically active popula-
tion among the various sectors of 
economic activities (table I.14).

In 1960, which could be taken 
as the actual beginning of the 
process of development in the re-
gion, agriculture naturally was the 
predominant form of activity and 
source of livelihood for an over-
whelmingly large proportion of 
people in countries of the region, 
with the exceptions of Hong Kong 
and Singapore which had hardly 
any agriculture. Modem industry, 
including manufacturing and utili-
ties, rarely employed more than 10 
per cent of the labour force in 
most countries of the region. 
Services, which cover a wide 
range of activities in some of 
which productivity is extremely 
low, absorbed the next largest seg-
ment of the workforce besides ag-
riculture.

Since then changes have taken 
place in the economic structure 
and the size and proportion of the 
workforce engaged in different 
sectors. In general, the agricul-
tural sector has lost its share of 
the total working population in al-
most every country, and the indus-
trial and the service sectors have
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Table I .13. Selected economies of the ESCAP region. Economically active population

Country/area
Total population (15 +) Economically active (15 +)

Male Female Male Rate Female Rate

Australia 1990 6 548 300 6 718 800 4 953 200 75.6 3 505 900 52.2
Bangladesh 1985-1986 28 773 000 27 190 000 25 495 000 88.6 2 643 000 9.7
China 1982 341 429 000 325 234 000 295 252 000 86.5 229 655 000 70.6
Cook Islands 1986 5 357 4 869 4 275 79.8 2 126 43.7
Fiji 1986 222 316 219 596 189 929 85.4 51 231 23.3
Guam 1988 28 900 30 500 21 900 75.8 15 400 50.5
Hong Kong 1990 2 238 900 2 171 100 1 766 900 78.9 1 011 100 46.6
India 1981 208 089 900 194 134 000 172 984 000 83.1 58 029 000 29.9
Indonesia 1989 54 043 350 56 119 102 43 777 362 81.0 29 006 238 51.7
Japan 1990 49 110 000 51 790 000 37 910 000 77.2 25 930 000 50.1
Malaysia 1987 6 851 438 6 801 623 3 868 000 56.5 2 115 900 31.1
Maldives 1990 58 223 55 024 44 901 77.1 11 117 20.2

Nepal 1981 5 387 614 4 342 542 3 916 583 72.7 1 961 605 45.2
New Zealand 1990 1 225 800 1 282 300 898 200 73.3 687 700 53.6
Niue 1986 778 780 591 76.0 288 36.9
Pakistan 1990-1991 31 895 000 29 818 000 27 077 000 84.9 3 373 000 11.3
Philippines 1990 18 894 000 19 103 000 15 446 000 81.8 9 078 000 47.5
Republic o f  Korea 1990 14 903 000 15 897 000 11 013 000 73.9 7 474 000 47.0
Singapore 1990 1 049 784 1 085 101 821 917 78.3 525 482 48.4
Sri Lanka 1990 5 551 257 5 637 678 4 322 849 77.9 2 553 169 45.3
Thailand 1988 17 754 400 17 951 000 15 524 900 87.4 13 650 800 76.0
Tonga 1986 27 716 28 491 18 768 67.7 4 977 17.5
Vanuatu 1989 40 589 39 080 35 953 88.6 31 004 79.3

Sources: International Labour Office, Yearbook o f  Labour Statistics 1988, 1989-1990 and 1991 (Geneva).

gained. These changes have been 
induced by factors on both the de-
mand and the supply sides of the 
employment scene. Employment 
opportunities have expanded faster 
in the industrial and service sec-
tors, which are mostly located in 
urban areas, than in agriculture 
and other rural-based activities. 
This has been the natural conse-
quence of the development strate-
gies pursued by countries of the 
region, which have emphasized in-
dustrial development and other 
modem activities in order to accel-
erate the process of economic 
growth, and also the expansion of 
employment opportunities as it 
could be clearly foreseen that the

traditional activities with their lim-
ited expansion possibilities would 
not be able to support a growing 
population. In addition productiv-
ity and income opportunities in 
the modem sectors of industry and 
services have generally been 
higher and have attracted people 
from the low-productivity tradi-
tional sectors.

The change in the structure of 
employment has proceeded to a 
varying degree in economies of 
the region. In some of them 
where economic growth and indus-
trialization have proceeded rapidly, 
agriculture has experienced a sharp 
decline in its share of the labour 
force, which has found employ-

ment in the industrial and the 
service sectors. In other countries, 
particularly the most populous 
ones and some of the least devel-
oped countries, although change 
has taken place, reducing the pro-
portion of employment in agricul-
ture, it has not been sufficient to 
prevent a rise in the total number 
employed in that sector in the face 
of a rapid growth in the size of 
the labour force.

An expected consequence of 
the withdrawal of the labour force 
from agriculture is an increase in 
per person productivity of the re-
maining population. In countries 
where the withdrawal of the labour 
force from agriculture is slow, ag-
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ricultural productivity tends to be 
relatively low. The agricultural 
sector’s growth is constrained by 
the well-known characteristics of 
low price and income elasticities 
of demand for most of its prod-
ucts. Growth is also constrained 
on the supply side by such factors 
as the limits to extending the area 
under cultivation, constraints on 
agricultural diversification, and 
much less scope for product varia-
tion and differentiation than in 
manufacturing, for example. With 
the existing level of technology, 
further employment creation in this 
sector tends to be inefficient and 
at the cost of improving productiv-
ity. Shifts in employment away

from agriculture thus permit the 
introduction of labour-saving tech-
nology and increased productivity 
in agriculture. Industry and serv-
ices, on the other hand, would 
have a more flexible scope within 
which to sustain more employment 
at higher levels of productivity. 
Efficient structural change of em-
ployment would thus increase pro-
ductivity at all levels.

Available statistical data, al-
though very limited, tend to con-
firm this trend in the region. 
Countries which have effectively 
withdrawn the largest segment of 
their population from agriculture 
have succeeded in improving pro-
ductivity in agriculture, while the

shift itself has been supported by 
the higher level of productivity 
prevailing in the industrial and 
service sectors which have ab-
sorbed the labour force withdrawn 
from agriculture.

Some calculations, as reported 
in table I.15, have been made in 
an attempt to highlight the magni-
tude of intersectoral mobility of 
the work force or structural 
change in employment in selected 
economies of the ESCAP region. 
The extent of movement of the 
workforce between sectors is esti-
mated as the difference between 
the observed number of the 
workforce in the terminal year and 
the number that would have been 
found had the sectoral composition 
remained unchanged from the ini-
tial year. The estimated with-
drawal or addition relating to a 
particular sector includes those 
who may have actually moved 
from their traditional sector of em-
ployment to some other sectors 
and also those addition to the la-
bour force who are found em-
ployed in sectors other than where 
they would have remained with the 
initial sectoral distribution of em-
ployment remaining unchanged. 
The percentage distribution of the 
total workforce which thus moved 
between sectors indicates the rela-
tive contributions to withdrawal
from and gain by sectors as
shown in table I.15.

For example, in China, most 
of the workforce which switched 
sectors according to the above
definition came from agriculture 
(41 per cent of the total with-
drawal) followed by construction 
(35 per cent), mining (16 per cent) 
and transport (8 per cent). The 
highest proportion (62 per cent) of 
the workforce released in this way 
was absorbed by the personal and 
community services sector, 15 per 
cent by trade and hotels, 15 per 
cent by finance and banking and 9 
per cent by electricity. The fact 
that the calculations relate to the
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Table I.14. Economically active population by sectors in selected economies of the ESCAP region, various yearsa

(Percentage share by sector)

Bangladesh 86.0 77.1 58.9 56.5 4.8 4.8 11.0 12.3 9.2 18.1 30.1 31.2
Brunei Darussalam 33.5 11.6 4.9 35.5 33.7 30.0 31.0 54.7 65.1
China 73.7 16.0 10.3
Cook Islands 21.8 29.2 17.7 16.5 14.8 16.6 61.7 56.0 65.6
Fiji 53.7 43.7 44.1 15.0 15.7 13.8 31.3 40.6 42.1
Guam 1.6 0.5 0.8 22.3 17.1 14.3 76.1 82.4 84.9
Hong Kong 7.2 3.9 1.9 0.9 50.2 52.2 49.5 36.2 42.6 43.9 48.6 62.9
India 72.4 72.4 66.4 11.3 11.2 12.5 16.3 16.4 21.1
Indonesia 68.0 64.2 55.0 54.7 7.5 8.4 13.0 12.9 24.5 27.4 32.0 32.3
Malaysia 73.1 57.7 48.1 30.9 8.6 9.3 12.2 22.3 18.2 33.0 39.7 46.7
Maldives 29.5 25.0 29.3 22.3 41.2 52.7
Myanmar 63.6 67.6 9.7 8.9 26.7 23.5
Nepal 93.8 94.4 91.1 2.1 1.2 0.6 4.1 4.4 8.3
Niue 13.1 23.0 63.9
Pakistan 59.9 51.0 51.1 49.6 15.8 12.0 13.9 19.2 24.3 37.0 35.0 31.1
Philippines 60.5 51.5 50.2 41.5 12.3 15.8 13.7 13.8 27.2 32.7 36.1 44.6
Republic o f  Korea 61.4 49.7 35.3 17.8 8.8 19.7 26.4 34.2 29.8 30.6 38.3 48.0
Singapore 8.4 3.1 1.5 0.4 20.5 27.0 36.4 35.4 71.1 69.9 62.1 64.2
Sri Lanka 48.6 40.8 37.4 40.9 12.1 10.3 11.8 17.6 39.3 48.9 50.8 41.4
Thailand 81.9 78.3 69.8 64.4 4.2 5.8 7.7 10.9 13.9 15.9 22.5 24.6
Tonga 74.0 44.5 44.7 3.4 7.7 11.1 22.6 47.8 44.2

Sources: International Labour Office, Yearbook o f  Labour Statistics (Geneva), various issues.

a Actual data for the years closest to those indicated in the columns as follows: Bangladesh - 1961, 1974, 1981, 1985- 
1986. Brunei Darussalam - 1960, 1971, 1981. China - 1982. Cook Islands - 1976, 1981, 1986. Fiji - 1966, 1976, 1986. 
Hong Kong - 1961, 1971, 1981, 1990. India - 1961, 1971, 1981. Indonesia - 1961, 1971, 1980, 1989. Malaysia - the last year 
is 1987. Maldives - 1985, 1990. Myanmar - 1981-1982, 1989-1990. Nepal - 1961, 1971, 1981. Niue - 1986. Pakistan - 1961, 
1972, 1981, 1990-1991. Philippines - 1975 instead o f  1980. Singapore - 1957, 1970, 1980, 1989. Sri Lanka - 1963, 1971, 
1981, 1989. Thailand - the last year is 1988. Tonga - 1966, 1976, 1986.

limited time-span 1985-1989 may 
have a bearing on this finding. 
The relatively high withdrawal rate 
from the construction sector may 
reflect the austerity measures en-
forced since late 1988.

In Hong Kong, change in em-
ployment has been compositionally 
different consistent with its tradi-
tional economic structure. Most 
of the movement has taken place 
from industry (93 per cent) and 
agriculture (7 per cent) towards 
services: trade and hotels (34 per 
cent), finance (23 per cent), trans-
port (21 per cent), construction 
(13 per cent) and personal and 
community services (10 per cent). 
Data pertaining to Singapore also

show that the employment struc-
ture has shifted from commodity 
sectors to service sectors. The 
sectors losing employment have 
been industry, transport, agricul-
ture, electricity and mining 
whereas those gaining were fi-
nance, construction, and trade and 
hotels, and other services. From 
the employment point of view, the 
Republic of Korea seemed to have 
a more dynamic industrial sector. 
The share of employment in agri-
culture and mining went down rap-
idly and industry seemed to have 
absorbed more than half of the re-
leased workforce. Other sectors in 
which labour was absorbed were 
finance and banking (15 per cent),

trade and hotels (11 per cent), and 
transport (4 per cent) and other 
services (20 per cent).

In Malaysia, the workforce 
left construction (responsible for 
releasing 55 per cent of the total 
potential workforce in the sectors 
from which labour was withdrawn) 
industry (23 per cent), mining (14 
per cent), agriculture (6 per cent) 
and transport (1 per cent). Trade 
and hotels absorbed 60 per cent of 
released workers, personal and 
community services 28 per cent, 
and finance and banking 12 per 
cent. This pattern also reflected 
the relative slack in economic ac-
tivities with the greatest impact on 
construction during the period con-
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cerned. In the Philippines, the ag-
ricultural sector alone released al-
most all of the workers who 
switched their sectoral affiliation. 
Among the sectors which provided 
jobs and absorbed these transfer-
ees, trade and hotels (52 per cent) 
tops the list. This is followed by 
other services (20 per cent), trans-
port (13 per cent), construction 
(11 per cent), mining (3 per cent) 
and electricity (1 per cent). Thai-
land showed gains in all sectors 
except agriculture. However, rela-
tively more jobs have been created 
in finance and trade, where 41 per 
cent of the potential transferees 
from agriculture have been ab-
sorbed. This is followed by other 
services, industry, transport, con-
struction, electricity and mining.

In South Asia, both India and 
Pakistan display similar character-
istics. The major movement of 
the workforce as estimated (81 per 
cent in India and 90 per cent in 
Pakistan) is accounted for by agri-
culture and industry. Employment 
increased in other services and fi-
nance in India, and in construc-
tion, services, and trade and ho-
tels, in Pakistan. In Sri Lanka, 
agriculture, construction, and trade 
and hotels, lost their employment 
shares, and gains were made in 
manufacturing industries, mining, 
transport, finance, electricity, and 
other services.

Japan and Australia, as devel-
oped countries, featured a similar 
trend. All the commodity produc-
ing sectors as well as transport re-
leased employees, who were ab-
sorbed in the modem service sec-
tors including finance and bank-
ing, and trade and hotels. In Ja-
pan employment in some of the 
commodity producing sectors de-
creased absolutely in the period 
under consideration possibly be-
cause of fast pace of automation 
adopted in production technologies. 
Among the sectors which released 
the potential workforce agriculture 
tops the list. In Japan 58 per

cent of the potential workforce re-
leased came from agriculture. The 
percentage was much lower (14 
per cent) in Australia.

Even bearing in mind the ob-
vious limitations of the data and 
the analysis, it is possible to es-
tablish some relationship between 
intersectoral labour mobility and 
change in labour productivity. A 
measure of real gross domestic 
product (GDP) per employee is the 
easily computed productivity meas-
ure. The results of such a calcu-
lation are shown in table I.15. 
The annual percentage change of 
sectoral and total labour productiv-
ity is shown along with the 
sectoral disposition of gains or 
losses of employment. For all 
countries the shifting away of the 
workforce from agriculture has 
been associated with a rise in pro-
ductivity. The transformation has 
thus been directionally efficient as 
reflected in the across-the-board 
increase in productivity. However, 
in countries such as the Republic 
of Korea and Singapore, productiv-
ity increases have been faster than 
in any of the other countries. Ja-
pan has also showed a relatively 
high productivity increase over an 
already high base level. These are 
the countries which have also un-
dergone the deepest structural 
change in output and employment.

B. THE CURRENT 
EMPLOYMENT SITUATION 

IN THE REGIONl

1. Formal sector employment

As indicated above, data and 
reports on the employment situa-
tion in the region are not entirely 
reliable. Available information 
suggests a difference between

1 Data and information used in 
this section are from official and unof-
ficial national sources, as well as from 
the Economist Intelligence Unit, 
Country Profiles 1991-1992.

those countries which have been 
experiencing rather serious unem-
ployment and underemployment 
and associated poverty, and those 
that have entered conditions of la-
bour scarcity. In the latter group, 
the newly industrializing econo-
mies, and recently Malaysia and 
Thailand, have been facing short-
ages of skilled labour as well as 
managerial and engineering person-
nel for the expanding manufactur-
ing sector. In Singapore, rapid in-
dustrialization has led labour de-
mand to exceed domestic supply 
for more than a decade, with the 
exception of the 1985 recession 
when the economy lost approxi-
mately 100,000 workplaces in 
manufacturing and construction. 
Measures were adopted to increase 
the labour force, which include in-
centives for immigrant labour and 
policies to increase the labour 
force participation rates of women, 
especially to retain mothers in the 
workforce. In Hong Kong, unem-
ployment and underemployment are 
at less than 2 and 1 per cent re-
spectively. In the Republic of Ko-
rea, unemployment rates dropped 
from 4 per cent in 1985 to 2.4 
per cent in 1990 (see table I.16).

Demand for industrial labour 
in Thailand has been increasing 
since 1985. Sectoral shortages, 
especially in skilled and semi-
skilled labour and in the profes-
sions appeared by 1990. Esti-
mated unemployment in 1988 at 
3.1 per cent reflected higher un-
employment among the unskilled, 
especially women. In Malaysia, 
total employment increased by 
over 4 per cent in 1990; yet for-
mal sector unemployment was esti-
mated at 5.8 per cent in 1991, a 
marginal increase over 1990. This 
again reflected the higher rates of 
unemployment among the unskilled 
or those whose skill levels do not 
match the economy's current re-
quirements.

Other countries of the region 
face aggravated problems in ac-
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Table I .16. Unemployment in selected developing economies o f the  
ESCAP regiona

Sources: International Labour Office, Yearbook o f  Labour Statistics (Geneva, 
1991); and Asian Development Bank, Key Indicators o f  Developing Asian and  
Pacific Countries, vol. XXII (July 1991).

a The unemployed comprise all persons above a specified age who during 
the reference period were without work, currently available for work or seeking 
work. b Figure for 1989. c Figures from the National Statistical Office, Thai-
land, Report o f  the Labour Market Survey, August 1985 and May 1989.

commodating labour that agricul-
ture can no longer profitably use, 
or that industry and some of the 
service sectors require to release 
in order to restructure towards the 
achievement of greater efficiency. 
The problems have tended to ap-
pear in the most acute form in 
countries which have recently em-
barked upon a restructuring proc-
ess that seeks to transform their 
economies from centrally planned 
to market-oriented systems.

Data indicate that recorded 
unemployment has increased in 
several countries of the region 
over the past five years, notably in 
China, India, Indonesia, Myanmar, 
the Philippines and Sri Lanka. In 
percentage terms, unemployment 
rates, however, exceeded 3 per 
cent only in a few countries. The 
figures, however, appear to under-
estimate the extent of unemploy-
ment in countries of the region 
considering the fact that most of 
the highly industrialized countries 
have been experiencing unemploy-
ment rates of 6-10 per cent, and 
some even higher.

Unemployment statistics in the 
Asian and Pacific developing 
economies mask the large group 
of women and men engaged in 
haphazard, exploitative work in the 
informal sector who do not regis-
ter as unemployed because their 
livelihoods is totally divorced from 
the formal economy. This applies 
especially to women. Women los-
ing jobs are less likely to be re-
corded as seeking employment, 
and are more readily willing to re-
sort to self-employment in petty 
production, trade, or services or in 
poverty-level small agriculture to 
generate a subsistence income. 
Unskilled men and youths entering 
the labour force for the first time 
are also unlikely to register as un-
employed.

Even if the percentage figures 
are accepted as real, applied to
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Country/area

Unemployment
(thousand)

1985 1990

Rate o f  unemployment 
(percentage)

1985 1990

China
Total
Males
Females

Hong Kong 
Total 
Males 
Females

India
Total
Males
Females

Indonesia
Total
Males
Females

Republic o f  Korea 
Total 
Males 
Females

Malaysia
Total

Myanmar
Total

Pakistan
Total
Males
Females

Philippines
Total
Males
Females

Singapore
Total
Males
Females

Sri Lanka 
Total

Thailandc
Total
Males
Females

2 385 
783 

1 186

84
59
25

24 861 
20 628 
4 233

1 368 
898 
470

621
480
141

417

338

1 042 
1 005 

37

1 316 
644 
672

50
32
18

840

994
355
640

3 832 
1 313
1 814

38
24
14

34 632 
27 932 

6 700

2 181b 
1 312b

869b

451
318
133

443

555

996
964
32

1 992 
1 099 

893

22
14
8

1 005

929
419
510

1.8
0.6
0.9

3.2
3.5
2.6

2.1

4.0
5.0
2.4

6.9

2.2

3.7
4.0
1.5

6.1
4.8 
8.2

4.1
4.2
4.1

14.1

5.3
3.1
4.3

2.5 
0.9 
1.2

1.3
1.3
1.3

2.8

2.4 
2.9 
1.8

6.3

3.1
3.4 
0.9

8.1
7.1 
9.8

1.7
1.7
1.6

14.4

3.1 
2.6 
3.6



the size of the employable popula-
tion, the number of those recorded 
unemployed in some countries of 
the region would exceed the total 
population of many individual 
countries in the world. Thus, In-
dia alone recorded approximately 
35 million unemployed in 1990, 
by far outnumbering the 26 mil-
lion persons employed in the for-
mal sector in 1989 according to 
official statistics.2 Out of the to-
tal estimated economically active 
population, at least half are re-
stricted to subsistence agriculture 
and rural and urban informal sec-
tors.

Recorded unemployment in 
Pakistan was approximately 3 per 
cent in 1990. However, combined 
open and disguised unemployment 
may well exceed 13 per cent. 
Despite relatively fast growth in 
GDP, employment generation has 
remained slow and insufficient to 
absorb the roughly one million 
new workers entering the labour 
force annually. The failure of 
modem industry to generate em-
ployment has been attributed to 
the shift away from relatively la-
bour-intensive consumer goods in-
dustries towards more capital-inten-
sive production of intermediate 
goods since the mid-1970s.

In Bangladesh, unemployment 
and underemployment are known to 
be very high. Approximately 8 mil-
lion peasant households were func-
tionally landless in 1984 and thus 
their members without a means of 
livelihood except in sharecropping, 
as day labourers, and as casual in-
formal urban labourers. The prob-
lem could intensify further if the 
economy's past sluggish perform-
ance trend continued.

In Sri Lanka, unemployment 
was officially estimated at 14.4 
per cent of the labour force in
1990. Unofficial estimates as-

sessed unemployment at 18 to 20 
per cent in late 1989 and 16 to 
18 per cent at the end of 1990. 
During 1990, private sector em-
ployment had improved, but semi- 
government institutions registered 
serious decline in employment. In
1991, a Central Bank of Sri Lanka 
survey recorded a partial improve-
ment in the unemployment rate to
10 per cent.

Unemployment in the Philip-
pines was increasing as the coun-
try remained steeped in severe 
economic problems. Official esti-
mates put unemployment at 8 per 
cent, or 2 million unemployed in
1990, while unofficial sources in-
dicated unemployment rates as 
high as 13 per cent in urban areas 
and 19 per cent in rural areas in 
April 1991; urban and rural under-
employment was estimated at ap-
proximately 20 and 41 per cent re-
spectively.

In Indonesia, about 2.2 million 
people were unemployed in 1989; 
moreover, disguised unemployment 
in the agriculture sector is consid-
erable. Many youths entering the 
labour maket remain unemployed 
for long periods of time, due, 
among other factors, to a mis-
match of skills and requirements. 
In 1989 alone, there were 1.1 mil-
lion registered job seekers, almost 
a quarter of whom had only pri-
mary school education or were 
school dropouts.

In the Islamic Republic of 
Iran unemployment and disguised 
unemployment were considerable. 
The problem tended to intensify as 
the government attempted to re-
structure particularly the industrial 
sector of the economy. Many of 
the industries required to reduce 
their existing personnel size for 
their effective restructuring. How-
ever, the pick-up in economic ac-
tivities in 1990-1991 was expected 
to ameliorate the situation to a 
certain extent. During 1991 more 
than 400,000 new jobs were ex-
pected to be created in industry,

housing construction and the serv-
ices.

In the former centrally planned 
economies, the transition to market 
mechanisms and the dismantling 
of state enterprises are contributing 
to a rapid increase in unemploy-
ment. China, which has adopted 
a rather cautious approach to re-
forms, nevertheless has been seri-
ously affected; in 1990, officially 
recorded unemployment reached
2.5 per cent or 3.8 million per-
sons. However, a large share of 
the structurally unemployed com-
prised former urbanities who had 
been sent to the countryside dur-
ing the 1960s and who are trying 
to return often without proper 
authorization and therefore may 
not be recorded in official unem-
ployment data. Moreover, recent 
school leavers, frequently 
underqualified for skilled and tech-
nologically advanced employment, 
are finding it difficult to locate 
employment opportunities. An-
other group recently joining the 
unemployed are former peasants 
who migrated to urban centres as 
construction workers during the 
economic boom of the 1985-1988 
period and who were subsequently 
laid off as part of the austerity 
measures during 1988-1991. The 
“ floating” population of unem-
ployed, underemployed and casu-
ally employed in China may 
number as many as 50 million.

In Viet Nam, 1.34 million 
people were unemployed in 1989. 
Another 5 million workers in agri-
culture, 500 thousand in the State 
sector and 600 thousand in the 
non-State sector, were estimated to 
be underemployed. If demobilized 
soldiers are included, as many as
7.5 million working-age persons 
may be suffering from unemploy-
ment or underemployment in Viet 
Nam.

The problem of countries such 
as Viet Nam, Mongolia, and, to a 
lesser extent, the Lao People's 
Democratic Republic is exacer-
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bated by the dissolution of the So-
viet Union and changes in Eastern 
Europe. They are suffering pro-
duction and employment cutbacks 
in State-owned enterprises as a re-
percussion of the breakdown of 
subsidized imports from the 
former CMEA countries and from 
a collapse of their established ex-
port markets. In Viet Nam, for ex-
ample, employment in the State 
sector decreased by more than 120 
thousand in the first half of 1991 
compared with the same period of
1990.

2. The informal sector

Throughout the Asian and Pa-
cific region, formal sector employ-
ment is complemented by massive 
informal sector activities. The di-
viding line between formal and in-
formal sector work is not often 
clear. Cottage industries and con-
tract work are conducted infor-
mally but as indispensable inputs 
for the formal sector. Street ven-
dors and day labourers fluctuate 
between the market and subsist-
ence sectors. In rural areas, agri-
cultural labourers supplement their 
earnings by small-scale cultivation 
for direct consumption. The infor-
mal sector serves as a “shock-ab-
sorber” during rapid structural ad-
justment and is likely to absorb a 
great number of women and 
marginalized workers in the com-
ing years when further economic 
restructuring in the developing 
economies of the region is likely 
to be effected (see box I.15).3

Precise figures on the number 
of people engaged in informal sec-
tor activities are not available, but 
estimates indicate that 50 to 75

3
United Nations Industrial De-

velopment Organization, “Women in 
industrial development in developing 
countries: trends and perspectives” ,
prepared by Unit for the Integration of 
Women into Industrial Development 
(PPD.137) p. 37.

per cent of urban employment and 
at least 60 per cent of total na-
tional employment in Bangladesh, 
India, Indonesia, Pakistan and the 
Philippines is in the informal sec-
tor.4

Many formal sector workers 
in the lowest income groups 
“moonlight” in the informal sec-
tor to supplement family income.

4 See Survey, 1990, p. 66.

Many countries in the ESCAP 
region have used the devices o f  spe-
cial economic zones, export process-
ing zones and, as the latest develop-
ment, high-tech science parks, in 
their industrialization and develop-
ment strategy, catering more or less 
exclusively for export markets.a 
Globally, there are at least 80 export 
processing zones, o f  which the ma-
jor share is located in Asia. They 
employ nearly two million workers, 
predominantly women.b Employ-
ment o f  women is highly concen-
trated in certain industry groups. 
Thus, in Thailand, between 80 and 
95 per cent o f  the workers in elec-
tronics, canneries and freezing in-
dustries (fish and fruit), textiles and 
garments, precious stones and jewel-
lery, and footwear, are women.c In 
Bangladesh, garments and fish- 
processing factories are hiring 
women workers on a significant 
scale. In 1985/86, women com-

a For a history see ESCAP/ 
UNCTC, An Evaluation o f  Export 
Processing Zones in Selected Asian 
Countries (E/ESCAP395).

b Commonwealth Secretariat, 
Engendering Adjustment fo r  the 
1990s: Report o f  a Commonwealth
Expert Group on Women and Struc-
tural Adjustment (London, 1989), p. 
38.

c Suteera Thomson, “Gender is-
sues in Thailand development” , 
Gender and Development Research 
Institute (Bangkok, 1990), p. 17.

Informal labour renders most sta-
tistics on labour force participation 
rates, especially of women, chil-
dren and youth under 15, impre-
cise, to say the least, and in fact 
explains the low recorded labour 
force participation rates in many 
parts of Asia.

In Pakistan, for example, only 
25 per cent of the employed la-
bour force are wage earners, an 
indication of the preponderance of

prised approximately 36 per cent o f  
total manufacturing industry workers 
in Bangladesh.d A remarkable 
change has taken place in the gender 
composition o f  employment in Sri 
Lanka, where employment in manu-
facturing increased by 145 per cent 
between 1980 and 1986, but women 
made up the larger share o f  new re-
cruits. The number o f  women gain-
fully employed in garments manufac-
turing doubled during that period. In 
industrial chemicals, still a male do-
main, the number o f  women em-
ployed increased fivefold, and also in-
creased by factors o f  2 to 3 in other 
related industries.e

The question arises why women 
comprise the dominant share o f  blue- 
collar labour in export processing 
zones. It has been argued that 
women, especially from rural areas, 
have three peculiar advantages as la-
bour in manufacturing, and especially 
in export-oriented production facili-
ties, whose basic rationale, however, 

fis low-cost labour.

d World Bank, Bangladesh: 
Strategies fo r  Enhancing the Role o f  
Women in Economic Development 
(Washington, D.C., 1990), p. 30.

e United Nations Industrial De-
velopment Organization, Women in 
development database, “Women in in-
dustry: country information, Sri
Lanka” (Vienna), figures calculated 
based on International Labour Organi-
sation data.

Box I.15. Women workers in export processing
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casual and self-employed labour. 
The sizeable informal sector ab-
sorbs a major share of productive 
labour. Self and family employ-
ment with indigenous inputs and 
labour-intensive simple technology 
characterize activities in such sec-
tors as hawking and street vend-
ing, marketing, shoe shining, knife 
sharpening and junk collecting; 
more “sophisticated” employment 
is found in small-scale handicrafts,

artisans workshops, and household 
services. In the latter case, some 
skills are acquired in the form of 
informal apprenticeships.5 An es-
timated 2 million women are en-
gaged in informal sector activities 
in Pakistan.

In India, at least half of the 
men and approximately 90 per 
cent of women in the workforce 
are self-employed in the informal 
sector, many of them in small- 
scale manufacturing.6 In Sri 
Lankan urban areas much of

6 United Nations Industrial De-
velopment Organization, Women in In-
dustrial Development ... (PPD. 137), 
p. 28.

zones

First, the occupations have a 
marked gender stereotype, relating to 
products and processes that are the 
industrialized extension o f  work typi-
cally under the responsibility o f  
women in household-based and agri-
cultural work. Complemented by the 
role o f  handicrafts production, cottage 
industries, and home-based outwork, 
girls and young women are “invis-
ibly” trained by their parents and 
peers for occupations such as food 
processing, textile production, gar-
ment-making, and electronics produc-
tion, which require fastidiousness and 
perseverance.

Second, they are accustomed to 
working under regimented conditions 
fashioned by hierarchical and patriar-
chal conventions in rural households, 
and therefore are more susceptible to 
factory discipline and subordination 
than male workers. Moreover, the re-
cruitment process through village 
elders and local authorities tends to 
oblige them to succumb to exacting 
work conditions so as not to jeopard-
ize the reputation o f  their “ spon-
sors” .

f
See in particular Noeleen Heyzer, 

Working Women in South-East Asia: 
Development, Subordination and 
Emancipation (Philadelphia, Open 
University Press, Milton Keynes,
1986), pp. 92 to 112; and ibid., 
Daughters in Industry: Work Skills
and Consciousness o f  Women Workers 
in Asia (Kuala Lumpur, Asian Pacific 
Development Centre, 1988).

Finally, they perceive their in-
come from formal employment as 
supplementary to family income or as 
transitional and therefore are less 
prone to press for higher wages.

In most countries o f  the region, 
recruitments for the emerging export 
processing zones/free trade zones are 
made from rural areas. Structural ad-
justment in the long-term sense o f  
technological changes and shifting 
comparative sectoral productivities is 
eliminating the traditional workplaces 
o f women and children. They are 
being deprived o f  conventional 
sources o f  livelihood and income in 
agricultural and other-rural based oc-
cupations, as the industrialization 
process contributes to the dissolution 
o f traditional extended families and 
their social support networks. On the 
other hand, the “new urban labour 
demand ... exert(s) a powerful pull on 
the peripheral labour resources o f  the 
agricultural sector”.g

These “peripheral”  resources are 
women and children, who do not 
have the same entitlement or access 
to land and financial assets as men 
farmers, but still are economically re-
sponsible for family incomes, so that 
the availability o f  salaried employ-
ment attracts them easily. In times o f  
restructuring and economic recession, 
households attempt to mitigate falling 
incomes by “releasing spare labour 
to find cash work usually outside the 
rural sector, and investing in labour- 
saving machinery for farming to 
compensate if  necessary.h Often,

such investment is in fact financed 
by remittances from female house-
hold members employed in semi-ur- 
ban and urban workplaces.

In macroeconomic terms, 
women workers have been major 
contributors to the manufacturing 
exports and the generation o f  for-
eign exchange revenues in many 
parts o f  the ESCAP region. In the 
case o f  Thailand, women are the 
main generators o f  foreign exchange 
earnings through their work in agri-
culture, manufactures and export-ori- 
ented services such as tourism.i 
However, while women are gaining 
economic status from their increas-
ingly visible contribution to GDP, 
economic growth and external rev-
enues, their position may be eroded 
in the future as further structural 
and technological changes in indus-
try reduce its labour intensity, espe-
cially in the existing and emerging 
newly industrializing economies.

g Pasuk Pongpaichit “Female 
migration and the labour market in 
Thailand” , presented at the Second 
Pre-Conference Seminar of the 4th 
APCC (Seoul, January 1991) p. 8. 
See also N. Heyzer, Working Women 
in South-East Asia..., op. cit., in 
which the origins of women workers 
in Indonesia, the Philippines, Singa-
pore and Thailand are surveyed.

h Pongpaichit, op cit., p. 10.

i Suteera Thomson, “Gender is-
sues...” , op. cit.
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5 For example see, World Bank,
Women in Pakistan. An Economic 
and Social Strategy (Washington D.C., 
1989), p. 89.



women’s informal sector activity is 
in piece-rate work for home-based 
industries such as joss stick and 
paper bag production. Women’s 
earnings contribute up to 50 per 
cent of family income in these 
survival-level settings.7

Despite growing centralization 
of work in factories as industriali-
zation progresses, farming out 
manufacturing into outwork and 
cottage industries in the informal 
sector persists; it is economically 
attractive to entrepreneurs since it 
reduces investment into workplaces 
and other supplementary outlays. 
Outwork is especially preferred in 
employing women as unit costs of 
female labour are perceived to be 
higher than male labour, especially 
if labour legislation arranges for 
maternity leave or child care fa-
cilities in the formal sector.8

Although such employment 
provides a much needed safety 
valve, many studies indicate that 
work conditions in cottage indus-
tries and in small- and medium-
sized enterprises tend to be worse 
than in large industries (200 and 
more employees). Large factories 
tend to employ more technologi-
cally advanced equipment and are 
supervised under labour laws 
which demand certain minimum 
standards of worker protection in 
terms of working hours, wage 
scales, benefits and compensation 
for work-related injuries and ill-
ness. This observation should not, 
however, detract attention from the 
fact that in the case of 
transnational corporations, safety 
standards are generally much lower 
than in the home countries, and 
frequently production of hazardous

7 
United Nations Industrial De-

velopment Organization, “Women in 
industry: country information, Sri
Lanka” (Vienna, 1990), p. 2.

8
See United Nations Industrial 

Development Organization, Women in 
Industrial Development ... (PPD. 137), 
p. 28.

or environmentally damaging prod-
ucts and processes are transferred 
to developing countries.

A considerable informal em-
ployment market for unskilled 
men, women and children in the 
South and South-East Asian mar-
ket economies is domestic work, 
an area that has remained entirely 
unexplored despite the considerable 
research undertaken on the infor-
mal sector in recent years. The 
labour conditions of domestic serv-
ants are not assessed in any la-
bour market surveys. Given their 
isolated workplaces, long hours of 
work, and direct subordination to 
employers, they are marginalized 
even in comparison with other in-
formal sector workers who have 
often succeeded in organizing their 
interests.

While changing lifestyles, ow-
ing especially to the advent of nu-
clear families and the revolution in 
homemaking technology has 
tended to reduce employment op-
portunities for domestics, the 
newly generated middle classes are 
seeking to employ servants as an 
expression of their increasing af-
fluence, larger homes, and more 
presumptuous entertainment needs. 
Estimates for Bangkok assess that 
there is one maid in every house-
hold; that would amount to ap-
proximately 1 million women em-
ployed as female servants in Bang-
kok alone.9 Middle- and upper- 
class households throughout South 
Asia and in parts of South-East 
Asia continue to rely on servants 
for a major share of the house-
work, and the numbers employed 
can be estimated in the millions.

C. OTHER ISSUES

1. Labour migration

Labour migration has become 
a valve to relieve pressure on the 
employment market in many coun-
tries of the Asian and Pacific re-
gion. For more than a decade

now, outmigration has emerged as 
a temporary solution to labour 
problems in poor countries, with 
labourers moving especially to the 
Middle East in their quest for em-
ployment or better wages.

The exploitation and vulner-
ability of migrant labour was ex-
posed clearly during the recent 
Persian Gulf War, when many 
workers lost not only their em-
ployment, but also their savings. 
Even in normal circumstances, 
these workers have been subjected 
to severe hardships and frequent 
abuses at different levels.10 Gov-
ernments, however, continue to en-
courage international labour migra-
tion since it mitigates unemploy-
ment, and the remittances serve to 
alleviate balance-of-payments prob-
lems.

Bangladesh, India, Indonesia, 
Pakistan, the Philippines and Sri 
Lanka are major countries of ori-
gin of labour migration, where 
conditions of poverty, landlessness 
and unemployment render migra-
tion a seemingly attractive alterna-
tive. Thailand and the Republic 
of Korea also witness large out-
flows of migrant labour. Less 
well publicized has been the mi-
gration of contract workers from 
the former centrally planned 
economies of South-East Asia.

Outmigration from India has 
eased over the last decade, from a

9  The Thai National Statistics Of-
fice indicates that there are 
approfimately 1 million households in 
Bangkok, with one female domestic 
servant per family, on average. See 
Suteera Thomson, “Women workers” 
(Bangkok, 1991), p. 5
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10 For a detailed discussion of
the issues involved, see Mohammad 
Man Asian Labour Emigration to the 
Middle East and Related Policy Issues 
(Bangkok Asian Regional Programme 
on International Labour Migration, 
ILO Regional Office for Asia and the 
Pacific). ESCAP, Development Pa-
pers, No. 6 (United Nations publica-
tion, Sales No.E.87.II.F.6).



high of 276,000 contract migrant 
workers in 1981 to 127,000 in 
1989. In mid-1991, more than
200,000 Philippine citizens were 
migrant labourers, still constituting 
the single largest nationality group 
among international labour mi-
grants, despite the drastic drop by 
more than half from the situation 
before the Persian Gulf war when 
over 523 thousand overseas con-
tract workers were employed out-
side the Philippines. Approxi-
mately 125 thousand Thais were 
employed as migrant workers over-
seas in 1989; the numbers 
dropped significantly in 1991 ow-
ing to the Persian Gulf War.

Numerous citizens of Viet 
Nam and the Lao People's Demo-
cratic Republic were engaged as 
migrant labourers or students in 
Eastern Europe and the former So-
viet Union; for instance, approxi-
mately 50,000 Vietnamese are 
known to be employed in Belarus, 
the Ukraine and the Russian Fed-
eration. These expatriate workers 
and students may, in the medium 
term face a premature repatriation 
if the economic disarray in the 
transitional economies cannot be 
resolved quickly.

On the other side, countries 
in the region with emerging labour 
shortages are resorting to hiring 
foreign labourers from labour-sur- 
plus countries. Recently, for ex-
ample, the Taiwan Council of La-
bour Affairs gave approval to the 
private sector to recruit workers 
from Indonesia, Malaysia, the 
Philippines and Thailand provided 
the respective Taiwanese firms 
had plant branches in those coun-
tries.

In Singapore, the shortage of 
workers experienced since 1989 
has been temporarily filled largely 
by illegal immigrants. Despite the 
cautious attitude of the Govern-
ment, industrial interests have en-
couraged it to relax laws on mi-
grant labour, which, however, re-
mains subjected to strict regula-

tions that bar permanent immigra-
tion and even marriage to 
Singaporeans. Recently, regula-
tions governing skilled migrant la-
bour have been eased. Incentives 
to increase the Singaporean labour 
force by inviting Hong Kong Chi-
nese workers to take up residence 
in Singapore were adopted in
1989. Migrant labourers, mainly 
engaged in construction, from In-
dia and Thailand, some of whom 
did not hold work permits, were 
repatriated in 1989 despite the pre-
vailing labour shortages. Contrac-
tual labour, especially from neigh-
bouring Malaysia and Thailand, 
has complemented the labour force 
in low-skill jobs.

In Malaysia, shortages of un-
skilled labour in plantations and in 
the construction sector have caused 
the Government to extend its 
policy of permitting foreign labour 
despite unemployment experienced 
in other occupational brackets. 
Thailand appears to be accommo-
dating unskilled labourers from its

neighbouring countries, Cambodia, 
the Lao People's Democratic Re-
public and Myanmar, who are fil-
tering into the construction sites of 
the capital where they work, albeit 
illegally.

2. Income and wages

Income distribution data re-
flect employment conditions to a 
certain extent. Available data indi-
cate wide distributional disparities 
even in the relatively prosperous 
economies of the region. For ex-
ample, the poorest 40 per cent of 
households in Hong Kong, Malay-
sia and Singapore had an income 
share of roughly 15 per cent or 
less of total national income dur-
ing the period 1980-1987.11 Fig-
ure I.14 illustrates a distributional 
scenario comparing average gross

11 United Nations Development 
Programme, Human Development Re-
port 1991 (New York, Oxford Univer-
sity Press, 1991), table 17, p. 152 ff.

Figure I.14. Selected economies of the ESCAP region. GNP per 
capita of the total and of the lowest 40 per cent of population

Source: United Nations Development Programme, Human Development Report
1991 (New York, Oxford University Press, 1991), table 17, p. 152.

111



national product (GNP) per capita 
with that of the poorest 40 per 
cent of the households: in gen-
eral, the poor income groups 
achieve only one third of average 
per capita income.

Poverty remains a serious 
problem throughout Asia, but par-
ticularly in the populous South 
Asian countries.12 Depending on 
the sources and definition applied, 
20 to 30 per cent of the popula-
tion in the larger Asian and Pa-
cific countries subsist below the 
poverty line. Subsistence agricul-
ture and casual labour in the in-
formal sector constitute the basis 
of their survival.

Labourers employed in the 
formal sector are, of course, better 
off than the urban and rural poor. 
They draw a relatively predictable 
income from wages, and they en-

joy organized workplaces; even if 
the working conditions are sub-
standard, they tend to be in a 
more advantageous situation than 
that faced by agricultural and in-
formal sector labourers. Moreover, 
employees in the formal sector of 
some economies of the region 
stand to benefit from provisions 
such as compensation for injuries 
and sick leave, unemployment pay, 
and in a few countries, paid ma-
ternity leave.13

However, even in formal sec-
tor employment, the wages and in-
comes of the unskilled and manual 
labourers are at low levels by in-
ternational comparison. Table I.17 
gives an indication of wage move-
ment in selected economies of the 
ESCAP region in 1990 over 1985. 
Over the five years, nominal

12 Survey, 1990, pp. 91-99.

1 3
For a detailed review, see Sur-

vey, 1987, pp. 63-68.

wages in non-agricultural activities 
and in manufacturing improved for 
all reporting countries with the ap-
parent exception of Fiji. Wage im-
provements were particularly 
marked in China, Hong Kong and 
the Republic of Korea, where both 
wage categories tended to double 
within the five-year period 1985-
1990, a reflection of the tightening 
market, particularly for skilled la-
bour. In the case of the Republic 
of Korea, the nominal increase 
was also due to intensified pres-
sure on employers to raise labour's 
share in the country’s economic 
success.

However, nominal wage im-
provements have not kept pace 
with inflation in other cases, par-
ticularly in countries experiencing 
higher unemployment and under-
employment. In India, for exam-
ple, gains in wage levels in formal 
sector employment do not have a

Table I.17. Selected economies of the ESCAP region. Wages in non-agricultural and manufacturing activities
(Domestic currency)

Non-agricultural activities Manufacturing

Country/area
1985 1990

Increase
(percentage) 1985 1990

Increase
(percentage)

Australia 
(per hour)

10.04 13.03 29.8 9.45 12.45a 31.7

China
(per month)

91.80 181.30 97.5 92.58 174.17 88.1

Fiji
(per day)

12.00 12.48 4.0 12.61 12.48b - 1.0

Hong Kong 
(per day)

100.80 183.70 82.2 98.30 179.50 82.6

Japan
(per month)

317 091.00 370 169.00 16.7 299 531.00 352 020.00 17.5

Republic o f  Korea 
(per month)

324 283.00 642 309.00 98.1 269 652.00 590 760.00 119.1

Singapore 
(per month)

782.90 1 023.50 30.7 732.44c 991.04 35.3

Sri Lanka 
(per day)

43.80 65.90a 50.5 42.87 63.44a 48.0

Thailand 
(per month)

3 358.00 4 965.00 47.9 2 826.00 3 383.00 19.7

New Zealand 
(per hour)

8.21 14.19 72.8 8.36 13.43 60.6

Source: International 

a Figure for 1989.

Labour Office, Yearbook o f  Labour Statistics (Geneva, 1991). 

b Figure for 1988. c Figure for 1986.
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significant impact on wage levels 
nationally since the majority of the 
population is self-employed in ag-
riculture and the informal sector 
where earnings are generally low. 
Even for formal sector wages, 
minimum wage provisions apply to 
wage labour mainly in larger en-
terprises on a state-by-state basis. 
In the few states that have pro-
gressed more economically, wages 
have tended to improve. In the 
Bangladesh manufacturing sector, 
earnings per employee are calcu-
lated to have declined by 5 per 
cent between 1980 and 1988, al-
though gross manufacturing output 
per employee increased by roughly 
one third during the same pe-
riod.14 In Sri Lanka, the value of 
minimum wages rates in real 
terms in industry and commerce 
tended to deteriorate in the 1980s: 
for 1990 they were assessed at 90 
per cent of the 1978 level. Mini-
mum wages in agriculture and in 
the government services were 23 
and 13 per cent above the 1978 
levels but had deteriorated in com-
parison to the levels of 1988-1989.

Real wages in the Philippines 
were outstripping inflation, at least 
for workers in the Manila area, in 
those enterprises that actually im-
plemented the increase. Indonesia 
has one of the lowest average 
wage rates in Asia. Statutory 
minimum wages are set at rela-
tively low levels in efforts to pro-
mote employment. Wages are 
lower in the plantation sector. 
Mining and manufacturing feature 
slightly better wage levels. Public 
sector employees earn much less 
than those employed in other sec-
tors of the economy.

In China, nominal monthly 
wages in the non-agricultural sec-
tor as well as in the manufactur-
ing sector averaged approximately

174 yuan in 1990. For 1991, in-
comes increased by approximately
11 per cent over 1990 levels. 
Real incomes, which were falling 
with the high rates of inflation 
which China was experiencing in 
recent years, could improve as in-
flation was brought largely under 
control in 1990-1991. Moreover, 
waged and salaried income in 
China is complemented by subsi-
dized public housing and basic 
consumer commodities. The sala-
ries in the government sector of 
Viet Nam vary from 34 to 100 
thousand dong per month; depend-
ing on the exchange rate used, this 
would be roughly in the area of 
$7 to $22 per month. In the 
manufacturing sector, wages are 
below subsistence level. People 
are obliged to moonlight to sup-
plement their formal sector income 
by subsistence agriculture or infor-
mal sector activities.

A significant gender wage dif-
ferential persists in the region. 
This differential is significant even 
in the region's developed countries. 
Stalistics show that in Japan, 
women in manufacturing earn 41 
per cent of the average male 
wages and in the Republic of Ko-
rea 50 per cent (see table I.18).15 
In Hong Kong and Singapore, the

average female manufacturing 
wages were 57 to 70 per cent of 
those of male employees in 1990. 
This represented a decline over 
1980. In Sri Lanka, the differen-
tial deteriorated by 10 percentage 
points in a period of four years, 
from 75.5 to 65.7 per cent.

The gender gap is due to the 
segmentation of labour markets 
into male and female employment. 
Wage differentials are a reflection 
of job distribution patterns, gender 
stereotyping of education and skill 
formation, and violations of the 
regulation of equal pay for equal 
work achieved through tricky job 
classifications. Workplaces typi-
cally occupied by women are clas-
sified at lower wage levels than 
those typically occupied by men. 

 egaw s'nemow ,yllanoitnevnoC
rates are depressed because of the 
low level of their skills, a result 
of both systematic and subcon-
scious exclusion of girls and 
women from education and skills 
development opportunities. In ag-
ricultural work, women are often 
stereotyped into less pressing tasks 
such as post-harvest grain process-

15 See, The World's Women 1970- 
1990: Trends and Statistics (United
Nations, New York, 1991), p. 88.

Table I.18. Selected economies of the ESCAP region. Male-female wage 
differentials, 1980 and 1990
(Percentage)

Female/male wage ratios in manufacturing

1980 1990

Source: International Labour Office, Yearbook o f  Labour Statistics (Geneva, 
1991), table 17 A.

a 1982. b 1989.
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Australia 
Hong Kong 
Japan 
Myanmar 
New Zealand 
Republic of Korea 
Singapore 
Sri Lanka

99.4 
77.7a 
43.6 
86.1
71.4 
45.1
61.5 
75.4

103.9
69.4 
41.3 
97.3b 
74.9 
50.1
57.5 
65.7b

14 World Bank, World Develop-
ment Report 1991 (New York, Oxford 
University Press, 1991), p. 216, table 
7.



mg; the alleged lack of urgency 
tends to depress wages since the 
supply of labour is enormous and 
the demand flexible over time.16 
A Bangladesh report illustrates 
that women workers earn half the 
wages of men in daily labour in 
urban non-agricultural and in rural 
agricultural work. In rural non- 
agricultural labour, the female 
wage is only 39 per cent of the 
male wage rate.17

In addition to gender dispari-
ties, wages are also marked by 
strong disparities by region and 
status. Internal migrant labour, for 
example, is always disadvantaged 
in terms of income. Migrants 
tend to have lower earnings than 
the resident workforce, despite 
their conventional commitment not 
only to provide for themselves and 
their immediate nuclear family, but 
to save sufficient funds to send re-
mittances to their household of 
origin. Conversely, these strong 
links with the rural origins also 
imply that supplements to the ur-
ban wage in kind tend to be or 
are assumed to be available to the 
migrants, so that, frequently, la-
bour migrants perceive their urban 
income as supplementary and tran-
sitional and therefore accept sub-
standard remuneration. They thus, 
inadvertently, exert pressure on 
overall wage levels by supplying a 
reservoir of labour and by being 

 81.segaw tekram woleb ta elbaliava
Since job turnover among migrant 
labourers is high, entrepreneurs in 
turn do not have much incentive 
to “invest” in job training for

16  The World Bank report on 
Bangladesh makes this point. See, 
World Bank, Bangladesh: Strategies
for Enhancing the Role o f  Women in 
Economic Development (Washington, 
D.C., 1990), p. 3.

1 7
Government o f Bangladesh,

Bangladesh Bureau o f Statistics, “ Re-
port on the labour force survey 1984-
85” . World Bank, Strategies fo r  En-
hancing the Role o f  Women ... p. 33.

these employees, thus reinforcing 
the low wage levels since they re-
main unskilled throughout their ca- 

19reers.

3. Labour legislation

It is the responsibility of pub-
lic authorities and policies to pro-
tect the workers’ legitimate inter-
ests, especially against any form 
of exploitative conditions, and to 
ensure a reasonably acceptable 
work environment from the point 
of view of safety and health. 
Having a legal framework is a 
precondition for that. However, al-
though most countries in the re-
gion have adopted labour laws 
governing work conditions, they 
are often circumvented because of 
the prevalent competition for em-
ployment and because of loopholes 
and a lack of resources to imple-
ment regulations.

In Singapore, the tripartite Na-
tional Wages Council oversees 
wage negotiations and the enforce-
ment of minimum wages. Hong 
Kong, on the other hand, does not 
have a statutory minimum wage. 
Recently, complementing wage in-
creases, Hong Kong employers are 
improving work conditions in order 
to attract labour, providing, for ex-
ample, air conditioned work space, 
free transport to work, canteens, 
medical insurance, paid holidays 
etc., or reducing the work week 
from 6 to 5 days.

The South Asian countries 
have a long history of minimum 
wage legislation. The Indian 
Minimum Wages Act was passed

18
See for example, Pasuk 

Pongpaichit, “Employment in Thai-
land” , paper prepared for the Popula-
tion Division (Bangkok, 1991) p.27 in 
which this process is analysed for 
Thailand. Obviously the analysis to 
varying degrees, applies to many de-
veloping countries.

19 See for example, Pasuk 
Pongpaichit, ibid., p. 27.

in 1948, assigning the State gov-
ernments to regulate and enforce 
minimum wages for each part of 

 dna natsikaP roF 02.yrtnuoc eht
Bangladesh, minimum wage legis-
lation is based on the 1957 Mini-
mum Wages Act. The Bangladesh 
Constitution of 1972 assures the 
right to work at reasonable wages 
and working conditions and with 
security against unemployment and 
illness. Although reality cannot 
meet these goals, minimum wages 
have been specified for 37 types 

12.seirtsudni fo
Minimum wage legislation 

was introduced in the Philippines 
in 1951; a National Wages Com-
mission was established in 1971 
empowered to fix adequate wages 
on an industry-by-industry basis. 
However, martial law during the 
1970s incapacitated this mecha-
nism and replaced it by presiden-
tial decrees. Since 1974, periodic 
adjustments of cost-of-living allow-
ances were adopted to supplement 
wages. Collective bargaining in 
unionized firms has become the 
major instrument of wage determi-
nation in the organized sector, 
with the 1987-1992 development 
plan stipulating non-interventionism 
in private sector wage determina-
tion22 The Productivity Incentives 
Act of 1990 calls for workers’ bo-
nuses in proportion to increasing 
productivity. Since late 1990, tri-
partite regional wage and produc-
tivity boards are responsible for 
approving higher wages of private

2 1
A. K. M. Ahsan, “Administra-

tion o f minimum wages/laws in Bang-
ladesh” , ibid, pp. 61 ff.

2 2

N. R. Confessor, “Administra-
tion o f minimum wages/laws in the 
Philippines” , ibid, pp. 121 ff.
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20 P. D. Shenoy, “Administration
of minimum wages/laws in India” , In-
ternational Labour Organisation, Mini-
mum Wage Laws and Administration: 
The Widening Gap. Asian and Pacific 
Regaional Centre for Labour Adminis-
tration (Bangkok 1990), p. 85 ff.



Box I.16. Employment and the child: problems and policies

Table A. Minimum ages set out in ILO Convention No. 138

General Exceptions

Basic minimum age 15 14
Hazardous work 18 16
Light work 13 to 15 12 to 14

Source: International Labour Organisation Conditions o f  work digest — Child 
labour: law and practice, vol. 10, 1/1991.

Children’s work is a source of  
suffering, exploitation and abuse o f  
fundamental human rights. Often, 
child labour results in educational 
deprivation, social disadvantage and 
poor health and physical develop-
ment. Although the minimum age 
for admission to employment or 
work still varies among countries, 
national legislation on child labour 
has generally been influenced by in-
ternational labour standards set by 
conventions o f  the International La-
bour Organisation (ILO), which set 
the minimum age for employment 
or work in industry, non-industrial 
employment, agriculture, and work 
underground and at sea.

Although child labour is pro-
hibited in the legislation o f  most 
countries, millions o f  children are 
working specially in the developing 
countries. According to estimates 
by the United Nations Children’s 
Funda, about 80 million children 
in the world between the age o f  10 
and 14 undertake work. Asia and 
Africa alone account for over 90 
per cent o f  the total child labour 
population in the world.

The incidence o f  child labour 
in the ESCAP region seems to be 
uneven. Because o f  the lack o f  re-
liable comprehensive data on child 
labour, school enrolment ratio is 
used as a rough indication o f  the 
incidence o f  child labour. Child la-
bour is likely to be more extensive 
in countries such as Bangladesh, 
Bhutan, Nepal and Pakistan, where 
school enrolment ratios o f  children 
in the 6 to 11 age group are much 
lower than in other countries (see 
table B). The existence o f  child la-
bour may be underestimated, how-
ever, by the school enrolment ratio. 
A high percentage o f  working chil-
dren also attend school and there-
fore appear in official statistics as

a United Nations Children’s 
Fund, The State o f  the World’s Chil-
dren (Oxford, Oxford University 
Press, 1991).

pupils rather than labourers.
Child labourers work in a very 

large range o f  occupations: agricul-
ture, forestry, manufacturing and serv-
ices. A majority o f them work in the 
informal sector. They may undertake 
petty trading and informal service ac-
tivities, such as shining shoes or sell-
ing cigarettes on the street, working 
in restaurants, or as prostitutes. Child 
labour is incorporated into different 
employment relations. They may 
work in a family unit, or as self-em-
ployed. They may be wage labourers 
in factories or mines. Some are bom  
or sold into the virtual slavery o f  
bonded labour. Child labour is often 
the result o f  extreme poverty. Chil-
dren work because their parents are 
poor and they have to rely on their 
children’s labour in order to survive. 
Adult unemployment and underem-
ployment or disability also force chil-
dren to work in order to contribute to 
family income.

From an employer’s point o f  
view, child labour has some advan-
tages over that o f  adults. First, chil-
dren are better suited to the fluctuat-
ing demand for labour and can be 
laid off when the business is slack. 
Second, they are cheaper than adults. 
Third, child labour is perhaps the 
most stable form o f  labour. They 
may not join trade unions and do not 
strike or disrupt production. Children 
are easy to control and less likely 
than adults to change jobs. In some 
occupations, child labourers are pre-
ferred because o f  their nimbleness 
and agility.

The International Federation Terre 
Des Hommes (FITDH)b considers ex-
ploitation to exist whenever a child is 
(a) underpaid or not paid at all; (b)

made to perform tasks which place 
his/her physical and mental health 
and development at risk; (c) made 
to work excessively long hours; (d) 
subjected to ill-treatment; (e) de-
nied fundamental rights.

The most serious forms o f  ex-
ploitation o f  child labour are associ-
ated with wage labour. In industry 
and related sectors, where work is 
realized within employer-employee 
relations, child wage labourers are 
more vulnerable than adults. It is 
generally true that the children 
working within their family or on 
their own land will suffer less, since 
their parents will care for them 
more than alien employers will. 
Nevertheless children can suffer 
physical damage even when working 
at home. This may be due to the 
inherent nature o f  the work such as 
carpet weaving, lock-making, fire-
works and brick-making.

Recent research has highlighted 
some specific cases o f  long working 
hours, low wages and risks to 
health and physical development of  
working children in some countries 
o f the ESCAP region. According 
to an estimatec about 26 per cent o f  
those employed in the brassware in-

b “Eradication of the exploita-
tion of child labour and of debt 
bondage” (E.CN.4/Sub.2/AC.2/1990/ 
6).

c Neera Burra, “Child labor in 
the brass-ware industry of
Moradabad, India” , ARTEP working 
papers, Asian Regional Team for 
Employment Promotion (New Delhi, 
ILO/ARTEP, 1989).

(Continued overleaf)
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(Continued from  preceding page)

Table B. School enrolment ratios o f first-level education in selected countries/areas o f the ESCAP region

Source: United Nations Educational, Scientific and Cultural Organization, Statistical Yearbook 1991 (Paris, 1991). 
a Figure for 1988. b Gross enrolment ratio which also includes pupils whose age falls beyond the indicated range. 

c Figure for 1986.

dustry at Moradabad in India in
1988 were children. The age range 
was between 6 and 14. They 
worked an average of 10 hours per 
day. Wage payments were mostly at 
piece rates. Children who were in 
the age range 12 and 13 earned 
about Rs 100 (about $4) a month. 
The younger children, between the 
ages of 8 and 9, earned Rs 60 
(about $2.5) a month. Their wages 
were cut any day they did not come 
to work. In the clothing and wood 
industry in the Philippines, 84 per 
cent of the children surveyed were 
paid on a piece-rate basis. They 
received a wage of less than one 
peso per hour, one sixth of the le-

gal minimum wage for non-agricul- 
tural workers

There was no rest in a 10-hour 
day for a child working at a box 
mold furnace workshop in the 
brassware industry. The children of-
ten became too ill to work and often 
did not survive to reach adulthood. 
Tuberculosis was the most common 
consequence. In moulding, a slight

d Institute o f Industrial Relations, 
University o f the Philippines, “Child 
labor in the Philippines: wood-based 
and clothing industries” , Combating 
Child Labor (Geneva, International 
Labor Office, 1988), pp. 79-91.

mistake can cause accidents, and the 
children can get badly injured and 
even lose their limbs. They wore no 
protective gear and stood barefoot on 
top of the furnace. The child not 
only was in danger of getting badly 
burnt but also inhaled the fumes and 
gases which were let off from the 
furnace and when the molten brass 
was poured into the moulds. Child 
labourers in the wood industry in the 
Philippines worked in overcrowded 
working spaces. They were not pro-
tected adequately from the wood-fin-
ishing chemicals (paint, varnish, 
thinners and other solvents). Most of 
these chemicals can cause skin irrita-
tion and impair the nervous system.
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Primary Secondary

Country/area Year
Age group Enrolment ratio 

(net)
Age group Enrolment ratio 

(net)

Bangladesh

Bhutan

China

Hong Kong

India

Indonesia

Japan

Nepal

Pakistan

Philippines

Republic o f  Korea

Singapore

Thailand

Viet Nam

1985
1989
1985
1988 
1987
1989 
1985
1987 
1985 
1989 
1985
1988 
1985
1989 
1985 
1987 
1985 
1989 
1985
1989 
1985
1990 
1980
1989 
1985
1990 
1980 
1985

(6-10)

(6 11)

(7-11)

(6-11)

(6-10)

(7-12)

(6-11)

(6 8)

(5-9)

(7-12)

(6 11)

(6-11)

(7-13)

(6-10)

(11-17)

(12-16)

(12-16)

(12-18)

(11-17)

(13-18)

(12-17)

(9-15)

(10-16)

(13-16)

(12-17)

(12-18)

(14-18)

(11-16)

17
17a
4b
5b

43b
44b
72b
73b
38
43
36c
41
95
96

23
18b
20b
50
54
90
87

100
30b
28b
42b
42b

54
63
26
98

100
104b
105b
96b
98b
98
99 

100 
100

64
48b
38b
95
99
94 

100
99

100
96b
88b
95 
88



Muscular, chest and abdominal pain, 
fever, headaches and dizziness were 
very common among the child work-
ers in the survey.

In the carpet industry o f  Varanasi 
in Indiae, children aged between 11 
and 15 years were involved in hand- 
weaving. The child weaver had to 
adopt a squatting position for hours 
without back support, concentrating 
hard on the design and colour chart 
placed in front. They were exposed 
to health hazards in many ways. 
Continuous squatting led to leg and 
back deformities or water retention in 
the knees. Constant attention paid to 
combinations and intricate designs 
while weaving led to eye fatigue and 
illness. The inhalation o f  wool dust 
caused breathing problems, lung in-
fections and even tuberculosis. The 
handling o f  chemically treated raw 
wool dust caused swelling or infec-
tion o f the fingers. The incidence o f  
skin problems and eye illness was 
significant among the children in the 
survey.

Many more instances o f  child la-
bour and exploitation in the region 
have been reported although they are 
not based on systematic surveys. Re-
cent reports on and police prosecution 
of several cases o f  illegal use and ex-
ploitation o f  child labour in Bangkok 
have highlighted the problem o f child 
labour use and abuse in Thailand.

Child prostitution is another 
form o f exploitation o f  child labour. 
It has been observed that the number 
of child prostitutes has increased in 
recent years in many countries in the 
ESCAP region,f although data were 
not comprehensive and often 
unauthenticated. Poverty, lack o f  op-
portunities to earn a living, and ex-
pansion o f  tourism are the main fac-
tors leading to child prostitution.

There are two main arguments 
among governments, non-govern-
mental organizations and interna-
tional organizations about policy 
concerning child labour. One group 
advocates the immediate abolition o f  
child labour. They insist on a strict 
interpretation o f  the law or the con-
stitution, which in almost all cases 
guarantees the protection o f  children 
and prohibits their employment be-
low a certain age. A wide group 
o f people in government, in em-
ployers’ circles and in society in 
general, however, favour a rather 
evolutionary approach. The starting 
point o f  their argument is that child 
labour is the result o f  mass poverty. 
The child may be a secondary or 
the only income earner o f  the fam-
ily. Child labour cannot be abol-
ished so long as poverty persists. 
Legislation prohibiting child em-
ployment is likely to lead to clan-
destine employment and therefore to 
even greater exploitation. The best 
that can be done is to legitimize 
child employment and to ensure that 
child workers are provided with ad-
equate protection.

The International Labour 
Organisationg has suggested the pri-
ority areas and types o f  actions that 
governments in poor developing 
countries can carry out to bring 
about a reduction o f  child labour 
and to provide measures o f protec-
tion for working children. First, the 
priority area is the identification and 
prohibition o f child work in hazard-
ous and unsafe activities for imme-
diate policy intervention. Children 
are more liable than adults to suffer 
occupational injuries, owing to inat-
tention, fatigue, poor judgement and 
insufficient knowledge o f  the work 
processes. The younger they are, 
the more vulnerable they are. 
Therefore a second area o f  priority 
action is the protection o f  the 
youngest and most vulnerable.

g International Labour Office, 
Conditions o f  Work Digest-Child 
Labor: Law and Practice, vol. 10, 
No. 1 (Geneva, 1991).

sector labour to counter inflation. 
Some regional boards adopted 
wage increases, or agreed on in-
creases in minimum wage levels, 
while others implemented the cost- 
of-living allowance. Minimum 
wage legislation applies for certain 
sectors in the Philippines, notably 
industry, plantation and other agri-
cultural work. However, the pub-
lic sector, export-oriented indus-
tries and labour-intensive manufac-
turing as well as distressed enter-
prises are exempt from minimum 
wage provisions.

In Thailand, too, basic mini-
mum wage legislation is in place. 
The first wage law was introduced 
in 1956. Labour protection, en-
compassing minimum wage rates, 
overtime pay, holiday, severance 
and compensation pay is under the 
purview of the Ministry of the In-
terior, while the Department of La-
bour, soon to be upgraded to min-
isterial level, oversees the imple-
mentation.23 However, in order to 
maintain their competitiveness, 
many smaller enterprises continue 
to undercut minimum wage stipu-
lations by hiring female and child 
labour. In some sectors of the 
Thai Government too, salaries for 
the lowest level employees had 
stagnated below minimum wage 
levels; to rectify this, adjustments 
in the government salary scale 
were announced recently.

In the Islamic Republic of 
Iran, the national assembly at-
tempted to introduce a labour law 
to guarantee workplace security. 
It was, however, not passed. At 
the level of individual factories, 
workers councils have a manage-
ment function; in the case of 
small factories such participatory 
management has achieved commer-
cial success.

A contract labour system is

23
Nitsana Theeravit, “Adminis-

tration of minimum wages/laws in 
Thailand” , ibid., pp. 173 ff.
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e Ramesh Kanbargi, “Child labor 
in India: the carpet industry of
Varanasi” , Combating Child Labor, 
op. cit, pp. 93-108. 

f
ESCAP, Promotion o f  Community 

Awareness fo r the Prevention o f  Pros-
titution (United Nations, New York, 
1991).



replacing the former guaranteed 
employment system in China. 
Most workers in State enterprises 
are currently hired on 3-to-5 year 
contracts. Enterprises have been 
accorded greater latitude in em-
ploying and dismissing labour; 
while this is necessary to ensure 
greater enterprise efficiency and 
productivity, the cost of transition 
is borne by the workers. In some 
regions, unemployment insurance 
schemes have been introduced; 
they are not the norm, however, at 
this point in time.

Another area of concern with 
regard to working conditions is the 
duration of working hours. Most 
of the region's developing coun-
tries have adopted and are adher-
ing to legal provisions establishing 
a 48-hour work week (6 days a 
week, 8 hours a day) in the for-
mal economy. However, the work

week is far more extensive in ag-
riculture and the informal sector. 
During the peak seasons of plant-
ing and harvesting, average work 
days are from 12 to 16 hours, 
seven days a week. Women and 
child workers in many countries 
suffer even more from long work-
ing hours and other adverse condi-
tions (see box I.16). For women, 
work hours are further extended by 
the fact that they are responsible 
for household maintenance and 
childcare in addition to the labour 
inputs into agriculture.

Productivity gains and growth 
success achieved in many econo-
mies of the region, and unemploy-
ment and underemployment experi-
enced in others, are indicators that 
suggest that it may be appropriate 
to implement ILO conventions rec-
ommending a shortening of the 
work-week to the 40-hour stand-

ard.24 Shortening work hours 
could make way for additional 
shift-employment and could pro-
vide a possible solution to unem-
ployment experienced in many 
countries.

Laws governing work condi-
tions, including wages, hours of 
work and safety and health stand-
ards exist especially relating to the 
formal sector employment. In 
most developing economies of the 
Asian and Pacific region, enforce-
ment rather than legislation is the 
bottleneck.

24 International Labour Organisa-
tion, Working Time: Reducation of
Hours o f Work, Weekly Rest and Holi-
days with Pay, general survey by the 
Committee of Experts on the Applica-
tion, of Conventions and Recommen-
dations. International Labour Confer-
ence, 70th session (Geneva, 1984).
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Part Two

CHALLENGES OF MACROECONOMIC MANAGEMENT 
IN THE DEVELOPING ESCAP REGION





I. BACKGROUND TO THE STUDY

I n the past three decades pro-
found changes have taken place 

in the world economy as well as 
in many developing economies of 
the ESCAP region, which have 
reshaped both the global and re-
gional development process. 
These changes have been the fo-
cus of special attention in the 
ESCAP secretariat over the years. 
For example, in the past three 
years the theme topics that have 
been chosen for discussion by the 
Commission include: the patterns 
of economic growth, structural 
transformation and industrial re-
structuring, and their implications 
for regional economic cooperation 
among the developing economies 
of the ESCAP region in the past 
two decades. The process of 
growth and transformation among 
the region's least developed and 
Pacific island countries was also 
the subject of study in part two of 
the Survey 1989.1

Economic development repre-
sents the interaction between do-
mestic and external forces of de-
mand and supply. The final out-
come or mix of such interaction is 
conditioned by the prevailing or 
initial conditions and circum-
stances and, on the other hand, the 
domestic policy approach and 
framework. The Survey 1990 ex-
amined the experience of the re-
gion’s developing economies in the 
management of their micro- 
economic and sectoral policies as 
regards infrastructure development. 
The efficient and equitable provi-
sion of such economic and social 
overhead facilities and services has 
become crucial as the development 
process has invariably imposed in-

creasingly complex and diverse re-
quirements on the internal eco-
nomy.2

The experience of the region's 
developing economies in macro- 
economic management will be the 
subject of analysis in part two of 
the present Survey. Special focus 
will be on the evolution of the 
policy choices that have contrib-
uted to the patterns of growth and 
restructuring among these econo-
mies in the past two decades or 
so. This introductory chapter be-
gins, in section A, with an over-
view of the patterns of economic 
performance and the evolution of 
policy changes. The scope and 
structure of analysis are then dis-
cussed in section B.

A. ECONOMIC  
PERFORMANCE AND  
POLICY EVOLUTION

One of the most striking char-
acteristics of the world environ-
ment is the upward and at times 
accelerating trend in global and re-
gional economic interdependence. 
Another is the spreading move-

1 See ESCAP, Restructuring the 
Developing Economies o f  Asia and 
the Pacific in the 1990s (ST/ESCAP/ 
879); Background Paper: Challenges
and Opportunities o f  Restructuring 
the Developing ESCAP Economies in 
the 1990s, with special reference to 
Regional Economic Cooperation 
(ESCAP (XLVI)/INF.2); Industrial 
Restructuring in Asia and the Pacific: 
in particular with a view to Strength-
ening Regional Cooperation (ST/ 
ESCAP/960); and Survey, 1989, pp. 
103-164.

2 Survey, 1990, pp. 121-237.

ment towards greater economic de-
regulation among economies of all 
shades of ideology both inside and 
outside the region. These two de-
velopments are not unrelated. The 
challenges of increased competi-
tion through expanding internation-
alization have given rise to im-
peratives and impulses for struc-
tural change as well as associated 
policy adjustments and reforms for 
enhanced domestic economic effi-
ciency and flexibility.

1. Overview of development 
trends

The process of growing com-
plementarity has been mediated 
through foreign trade and invest-
ment flows, among other means. 
Global commerce, for example, ex-
panded by more than 6 per cent a 
year during the past three decades; 
this was more than twice as fast 
as the expansion of world-wide 
output. In real terms, merchandise 
exports from the East and South- 
East Asian subregions were rising 
by just under 8.5 per cent in 
1965-1980, and by over 10 per 
cent annually in the 1980s; their 
share in the gross domestic prod-
uct (GDP) of these subregional 
economies was thus enlarged from 
8 to 30 per cent between 1965 
and 1989.3

Foreign investment, and the 
related technology transfers and 
acquisitions, has been strongly re-
inforced in the last two decades

3
World Bank, World Development 

Report 1991: The Challenge o f  De-
velopment (New York, Oxford Univer-
sity Press), pp. 2, 19 and 37.
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by basic advances in micro-elec- 
tronics and other high technolo-
gies, as well as by innovative and 
flexible management systems. The 
rapid incorporation of such techno-
logical progress and organizational 
innovations in products and the 
processes of production has led to 
fiercer global competition and a 
new international division of la-
bour (box II.1). Not only have 
these competitive developments 
raised demand for new and better 
technologies, but they have also 
been utilized to promote tech-
nological “leapfrogging”, the 
achievement of technological adap-
tation and modernization in a re-
markably short or truncated devel-
opmental period, so that several 
developing economies are now ma-
jor competitors of industrial coun-
tries in a wide range of high tech-
nology products.4

Increasing competition and in-
terdependence at various geo-
graphical levels have led to greater 
economic deregulation through a 
higher degree of reliance on the 
operation of market forces; this is 
recognized generally as necessary 
to ensure and sustain improved do-
mestic resource mobilization and 
uses. The single most effective 
means of securing the needed re-
sponsiveness to changing opportu-
nities, almost without exception, is 
perhaps through exposure to inter-
national trade, capital and technol-
ogy flows.

In spite of persisting imper- 
fections within the global trading 
environment, the world market not 
only still provides a vast invest-
ment-stimulating source of de-
mand,5 but also exerts significant 
competitive discipline on domestic 
economic activities and markets. 
More open trade, together with ac-
tual or potential competition

4 M. Castells, “ High technology 
and the new international division of 
labour” . Labour and Society, vol. 14 
(1989), pp. 7-42.

through foreign investment and 
technology transfers and acquisi-
tions, helps bring internal price 
signals ever more closely and flex-
ibly into line with rapidly chang-
ing world market opportunities 
over time. The short-term (or 
static) efficiency gains from mov-
ing to freer trade have been esti-
mated as ranging from less than 1 
per cent to as high as 6 per cent 
of GDP; the long-term benefits 
from increased competition and 
improved technologies are likely to 
be much greater than these static 
gains.6

The liberalization of external 
trade and capital transactions, how-
ever, is often insufficient. This is 
because most economies in the re-
gion suffer from a number of 
rigidities of varying degrees of se-
riousness in other economic opera-
tions.7 These have constrained or 
prevented the timely and commen-
surable response of investment, 
output and employment to the 
emerging signals from domestic 
and international demand. Trade

5 Evidence on the patterns of eco-
nomic development gleaned from a 
41 country sample between 1850 and 
1980 indicates that the turning point 
in economic growth and structural 
transformation is almost always asso-
ciated with some significant political 
event and is usually related to a 
marked rise in exports. See L.G. 
Reynolds, “The spread of economic 
growth to the third world: 1850-
1980”, Journal o f Economic lite ra -
ture, vol. XXI, No. 3 (September 
1983), pp. 941-980. See also I.B. 
Kravis, “Trade as a hand maiden of 
growth: similarities between the nine-
teenth and twentieth centuries” , Eco-
nomic Journal, vol. LXXX (Decem-
ber 1970), pp. 850-872; and J. 
Riedel, “Trade as an engine of 
growth in developing countries, revis-
ited” , Economic Journal, vol. 94 
(March 1984), pp. 56-73 and the ref-
erences cited therein.

® World Bank, World Development 
Report 1991, pp. 98-99.

reform measures, therefore, are 
most often accompanied or rein-
forced by deregulation of domestic 
economic activities to ensure the 
removal of prevailing distortions. 
Indeed, growing flexibility (and 
adaptability) is both a condition 
for and an objective of the wide- 
ranging policy adjustments and re-
forms that have characteristically 
been implemented by many econo-
mies of the region for several dec-
ades.

Greater openness to trade and 
increased domestic competition im-
ply a different role, in both nature 
and scope, to be played by gov-
ernment. It is now apparent that 
the enlarged size and diversity of 
the public sector have made it far 
more complicated to manage re-
sources efficiently in many devel-
oping economies. In addition, an 
improved balance between the 
public and private sector provision 
of goods and services generates 
positive externalities well beyond 
the measurable costs of govern-
ment involvement; enhanced local 
dynamism and entrepreneurship, 
plus technological and organiza-
tional innovations, are among the 
indirect benefits of liberalizing 
regulation.

Nevertheless, experience so far 
has also indicated that develop-
ment can be managed, and the 
government role is selectively 
larger and more visionary than just 
merely to remove existing market 
distortions, and to provide support-
ive institutions and critical public 
goods. The market mechanism, in 
particular, is deficient as a guide 
to the dynamic trajectories of 
comparative advantage. Indeed,

uct market distortions, and the aggra-
vating adverse impact of their interac-
tion on domestic economic efficiency 
and flexibility, are discussed in B. 
Balassa, New Directions in the World 
Economy (London, Macmillan, 1989), 
pp. 39-62.
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Box II.1. The challenges of competitive internationalization
The world economy has been 

undergoing significant transforma-
tions particularly since the last dec-
ade. Some o f  the transformations 
were technological while others were 
organizational in nature; several 
others were triggered to a large ex-
tent by the newly acquired compara-
tive advantage among the develop-
ing economies, many o f  which be-
long to the ESCAP region.

In the industrialized world, the 
technological revolution gathered 
pace and its profound effects were 
diffused widely in the 1980s. First, 
there was the accelerating advances in 
microelectronics and the associated 
dominance o f information technolo-
gies in many dimensions o f  produc-
tion. Notable progress was also made 
in biotechnology and new materials 
engineering, although their commer-
cial potential is yet to be fully ex-
ploited. The major organizational in-
novations included new and more 
flexible approaches to the manage-
ment of: (a) materials, through the 
use, for example, o f  just-in-time in-
ventory control systems; (b) workers, 
through greater decentralization o f  
authority and team efforts as, for ex-
ample, in total quality control circles; 
and (c) the relationship between sup-
pliers and customers, with greater 
emphasis being placed on the quality 
o f supplies and the reliability o f  
suppliers.a

The rapid spread o f  these ad-
vances and innovations in a wide 
range o f  commercial applications 
has led to substantial cost reductions 
and improvements in efficiency 
which, in turn, have come to define 
a new mode o f  best practice or least 
cost production. It has also pro-
vided the indispensable material and 
organizational infrastructure for the 
process o f  internationalization, hav-
ing an impact on both the level and 
the location o f  production activities,

a Survey, 1988, pp. 88-89; and 
United Nations Centre for Transna-
tional Corporations, Transnational 
corporations in World Development
— Trends and Prospects, document 
No. ST/CTC/89 (New York), 1988, 
pp. 56-59.

and hence on the character o f  trade 
and financial flows. Among other 
things, offshore facilities were set up 
for the manufacture o f  a large array 
o f industrial components and for the 
subassembly o f  parts produced else-
where particularly in electronics in-
dustries (for example, semiconductors, 
computers and telecommunication 
equipment plus their peripherals, and 
electronic equipment for consumers, 
industrial and professional uses); these 
were the fastest growing activities in 
the world in the 1980s.

In the 1970s the offshore plants 
were concentrated in the Asian newly 
industrializing economies (NIEs); they 
were subsequently spread outwards to 
other locations mostly in East and 
South-East Asia to take further advan-
tage o f  lower costs, or as a consequence 
o f the industrial upgrading and leap-
frogging in the NIEs. In spite o f  the 
widespread adoption o f automation and 
improved managerial technologies, off-
shore subcontracting has generally re-
mained an attractive option. Foreign 
sourcing by 107 major American 
manufacturers, for example, accounted 
for only 5 per cent o f  the amount o f  
inputs purchased in the United States in 
1980; the ratio went up to 15 per cent 
in 1986 and was expected to rise fur-
ther in the ensuing decade. Japanese 
companies have also increasingly en-
gaged in sourcing out their parts and 
components internationally, especially 
after the mid-1980 appreciation o f  the 
yen; altogether, over one half o f  large 
producers (with 1,000 workers or 
more) have shifted or are planning to 
move parts o f  their manufacturing base 
overseas. This signals, among other 
things, a sharp departure from the tradi-
tional concentration on final assembly 
overseas for the local market or for re-
export to third countries. b

The ongoing industrial restructur-
ing among the Asian NIEs was also 
intensified, particularly with the sharp 
appreciation in the currencies of, and 
the large current accounts surpluses re-
alized by, the Republic o f  Korea and 
Taiwan Province o f  China late in the

b Ibid., p. 49; and UNIDO, In-
dustry and Development Global Report 
1987, pp. 13-14.

1980s; it has also led to an acceler-
ated extension o f  the subcontracting 
networks, especially in South-East 
Asia, thus forming a new echelon in 
the hierarchy o f  the decentralized 
production process among other 
characteristics o f  the new interna-
tional division o f  labour. Domesti-
cally, several o f  these economies have 
successfully nurtured their electronics 
industry so that it has become not 
only a major source o f  internal 
growth but also a large, competitive 
industry on a world scale.

The global and regional setting 
has thus been characterized by in-
creasingly complex patterns o f eco-
nomic interaction. At one level is the 
interactive relationship between na-
tional development strategies and the 
competitive strategies o f  firms. At 
another are a series o f  convergent and 
competitive actions associated with 
trade and investment flows between 
the developed and developing econo-
mies, as well as among the develop-
ing economies themselves. The 
complementarity between economies 
is therefore increasing.

The trend towards deepened in-
terdependence has placed a high 
premium on the economic efficiency 
and flexibility o f  the economies and, 
at the micro level, o f  the competing 
firms. Such a premium is expected 
to increase further as a result o f  the 
intensified competition for scarce 
external capital and other resources 
expected for the 1990s. The need 
for productivity-enhancing structural 
adjustments would thus become 
even more pressing; and so would 
complementary government efforts 
to upgrade the quality and range o f  
domestic human resources and tech-
nological capabilities, as well as to 
meet other increasingly complex and 
diversified requirements for physical, 
social and institutional infrastructure. 
The design and implementation o f  
an evolving macroeconomic policy 
framework to promote directly or 
indirectly growing efficiency and re-
silience among domestic factors and 
product markets are indeed one o f  
the major challenges o f  sustainable 
restructuring in the 1990s and be-
yond.
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the evolving patterns of industrial 
specialization among the newly in-
dustrializing economies (NIEs) and 
the ASEAN-4 (Indonesia, Malay-
sia, the Philippines and Thailand) 
underline three points of interest. 
First, future comparative advantage 
can be enhanced by government 
promotion under a long-term in-
dustrial development strategy. 
Second, temporary import protec-
tion is necessary to ensure that 
the prevailing or initial resource 
endowments and market conditions 
do not obstruct the development of 
industries strategically character-
ized by significant but prospective 
gains of scale and scope, includ-
ing cumulative learning curve 
economies.8 Third, induced
changes in the level and composi-
tion of aggregate demand are im-
portant particularly in the larger 
economies in the longer run as an 
approximate matching between the 
patterns of supply and demand, in-
cluding both domestic and external 
markets, is one of the requisites
for balanced and sustainable re-
structuring.

Economic deregulation, includ-
ing the liberalization of external 
sector transactions and a more se-
lective and visionary role for gov-
ernment, constitutes two important 
elements of the “new” conven-
tional wisdom in development
policy thinking. Another element
is the maintenance of a stable 
macroeconomy to facilitate the re-
form process. The new orthodoxy 
thus embodies a substantial change 
in the perception of several funda-
mental issues in development strat-
egy. In large part, such a change 
was brought about by the patterns 
of economic growth and structural

8 R. Wade, “The role of govern-
ment in overcoming market failure: 
Taiwan, Republic o f Korea and Ja-
pan” , Achieving Industrialization in 
East Asia, H. Hughes, ed. (Cam-
bridge, Cambridge University Press, 
1988), pp. 129-163.

transformation registered in the 
last three decades by, among oth-
ers, many of the region's develop-
ing economies themselves.

These patterns have been the 
subject of analysis in a large body 
of literature.9 Among their more 
pertinent features, there is the phe-
nomenal expansion of earnings on 
merchandise exports, and the con-
sequent and considerable gains in 
global market shares, particularly 
by most economies in East and 
South-East Asia.10 This steep up-
ward trend has been accompanied 
by two other developments.11 On 
the one hand, there are fundamen-
tal changes in the composition and 
levels of skill and technology em-
bodied in such exports. On a 
weighted average basis, the share 
of manufactured exports by the 
NIEs constituted 48 per cent of 
total earnings in 1965-1973, and 
82 per cent in 1980-1988. Re-
spectively over the same periods, 
the corresponding ratios were 5 
and 24 per cent for the ASEAN-4, 
and 49 and 54 per cent in the 
case of South Asia. However, pri-
mary products in raw or semi-
processed forms continue to com-

9 See the extensive references 
cited in S. Fischer, “Economic 
growth and economic policy” , pp. 
151-178; and J.D. Sachs, “Trade and 
exchange rate policies in growth-ori- 
ented adjustment programs” , pp. 291- 
325, Growth-Oriented Adjustment 
Programs: Proceedings o f  an IMF- 
World Bank Seminar, W. Corbo, M. 
Goldstein and M. Khan, eds., (Wash-
ington, D.C., IMF and World Bank,
1987); S. Edwards, The Order o f  
Liberalization o f  the External Sector 
in Developing Countries, Essays in 
International Finance No. 156 
(Princeton, Princeton University, De-
cember 1984); W.E. James, S. Naya 
and G.M. Meier, Asian Development
— Economic Success and Policy Les-
sons (Madison, University of Wiscon-
sin Press, 1989); and H. Hughes, ed., 
Achieving Industrialization in East 
Asia, op. cit

prise the bulk of exports of most 
Pacific island economies.

On the other hand, the dy-
namic externalities from foreign 
trade have been largely internal-
ized with considerable success, in 
spite of the periodic economic tur-
bulence and shocks characteristic 
of the last 15 years or so. Such 
gainful internalization, in turn, is 
possible through enhanced mobili-
zation of resources, both external 
and domestic, for investment (fig-
ure II.1). The NIEs’ ratios of in-
vestment to GDP have remained 
among the highest in the develop-
ing ESCAP region. The propor-
tion has also risen noticeably 
among several economies in East 
and South-East Asia — including 
China, Indonesia, Malaysia, the 
Republic of Korea and Taiwan 
Province of China — and in Sri 
Lanka of South Asia. The sharp 
fall in the investment/GDP ratio of 
Papua New Guinea after the early 
1970s was due to the completion 
of a massive resource development 
project.

The high rates of growth in 
investment, exports and GDP gen-

10 The nominal export value from 
the NIEs, at $2.0 billion in 1960, 
was considerably smaller than that 
registered by the ASEAN-4 or South 
Asia at the time. However, it ex-
panded to $76.5 billion in 1980 and 
further to $246.3 billion in 1989. 
For the ASEAN-4, the corresponding 
values were $3.1 billion during 1960, 
$47 billion in 1980 and $75.1 billion 
in 1989. The combined earnings on 
merchandise trade from South Asia 
was relatively large at $2.3 billion in 
1960. However, they have grown at 
a much slower pace, reaching $13.7 
billion in 1980 and $23.7 billion in 
1990; exports from India accounted 
for about two thirds o f these 
amounts.

11 Further details can be found in 
ESCAP, Restructuring the Developing 
Economies... (ST/ESCAP/879); and 
Industrial Restructuring... (ST/ 
ESCAP/960).
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erally sustained over the past sev-
eral decades have enabled the 
NIEs to realize sizeable surpluses 
in their trade and/or current ac-
counts balances; since the mid- 
1980s, these economies have be-

come important capital exporters 
themselves. Other economies in 
the region are still experiencing 
large deficits in their patterns of 
aggregate resource use, although 
for several of them such a deficit

is on a downward trend. The 
magnitude of external indebtedness 
and the burden of debt service are 
high and increasing, and this was 
particularly so among South Asian 
economies during the 1980s. 
These economies and the ASEAN- 
4 are, in varying degrees, highly 
dependent on official development 
assistance (ODA); private remit-
tances from migrants and overseas 
workers also constitute an impor-
tant financial resource in several 
of them, including Bangladesh, In-
dia, Pakistan, the Philippines and 
Sri Lanka. Foreign direct invest-
ment has become a substantial
source of external finance, al-
though such investment is directed 
mostly to East and South-East
Asia.

The above characteristics of 
macroeconomic performance and 
technological dynamism, as dis-
played particularly by many East 
and South-East Asian economies, 
typify the virtuous circle of ex-
port- and investment-led growth.12 
The process has been feasible over 
time because of, among other fac-
tors, evolving changes on the sup-
ply side to accommodate flexibly 
and efficiently the pressures and 
discipline of international costs 
and prices. It has also carried 
two important implications. First, 
from a historical perspective, suc-
cess in sustaining growth and 
transformation depends more on 
domestic capacity to modify eco-
nomic policies in the light of the 
results achieved than on the initial 
choice of strategic development 
approach and policy regime them-
selves.13 Second, ancillary adjust-

12 ESCAP, Restructuring the De-
veloping Economies o f Asian and the 
Pacific in the 1990s (ST/ESCAP/879), 
pp. 14-15.

13 H. Chenery, Structural Change 
and Development Policy (New York, 
Oxford University Press, 1979), pp. 
44-45.
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Figure II.1. Selected developing economies of the ESCAP region. 
Average of growth rates of gross domestic product and of investment/ 
gross domestic product ratio in real terms, 1965-1973, 1973-1980 and 
1980-1990a

Note: GDP = gross domestic product.
a 1980-1989 for investment/GDP ratios; for Fiji and Papua New Guinea the  

period is 1980-1988. b 1967-1973. c 1966-1973.



ments and reforms in development 
orientation and policy have contin-
ued to reflect the specific im-
pulses and imperatives for domes-
tic restructuring of each national 
context.

2. Divergence and convergence 
of development paths

The developing economies of 
the ESCAP region collectively are 

 detalupop ylivaeh tsom s'dlrow eht
region, supporting the predominant 

 eht htiw roop s'dlrow eht fo erahs
subsistence and other forms of ag-
riculture that constitute the major 
part of their total output. The 
common objectives for develop-
ment thus include the promotion 
of a rapid improvement in income, 
employment and the living stand-
ards of their large populations, and 
in the longer run, a sustained 
transformation from traditional to 
modem forms of economic organi-
zation and operational technolo-
gies. The nature and urgency of 
the region's requirements for 
growth and restructuring thus dif-
fer from those confronted by their 
counterparts in Africa and Latin 
America. They are also different 
among the various groups of re-
gional economies at various points 
in time.

(a) East and South-East Asian
subregions

Development strategies varied 
significantly in the region during 
the 1950s and 1960s. The large 
majority of developing economies, 
including China, India and most of 
those in the South and East Asian 
subregions, adopted initially im- 
port-substitution policies. Such an 
approach, however, went far be-
yond the primary phase of protec-
tive domestic production of simple, 
non-durable consumer goods; in 
many economies, it spread across 
the broad range of industrial de-
velopment for the production of

intermediate inputs and, in many 
instances, capital goods as well. 
The fundamental and shifting 
course of comparative advantage 
was not given due consideration in 
the process.

In the early 1960s, the Re-
public of Korea and Taiwan Prov-
ince of China shifted in favour 
of outward-oriented development 
with export industrialization being 
vigorously promoted through the 
provision of wide-ranging incen-
tives; around 1965, Singapore's 
strategic approach was also 
reoriented towards the international 
market. These three economies, 
together with Hong Kong which 
had by and large followed a 
laissez-faire development policy, 
were generally poor in natural re-
sources. As in the case of Japan, 
they were endowed with a good 
supply of educated human re-
sources although, unlike Japan, the 
NIEs did not then have a large 
domestic market.

The main imperatives for re-
form, particularly in the Republic 
of Korea and Taiwan Province of 
China, were both domestic and ex-
ternal in origin. As was by and 
large the experience elsewhere in 
the region, these two economies 
had achieved some limited success 
in accelerating domestic industriali-
zation through import protection. 
The primary phase of import sub-
stitution development, nevertheless, 
had rapidly reached the limits im-
posed by effective domestic de-
mand without exhausting the sur-
plus human resources and raising 
the living standard appreciably. 
Notwithstanding the several prob-
lems in converting local currencies 
to a standard comparator unit, the 
approximate order of magnitude is 
reasonably apparent: the Republic
of Korea, with per capita income 
of just over $100 in 1965, be-
longed to the region's low-income 
economies while the income level 
of around $200 in Taiwan Province 
of China was not sharply higher

than those then prevailing in sev-
eral other economies in South and 
South-East Asia or the Pacific is-
land subregion (table II.1).

The consequent distortions 
from protective import substitution 
made it increasingly hard to effect 
the structural transformation neces-
sary for sustained growth. There 
were, among other problems, an 
overvalued exchange rate, chronic 
foreign exchange shortages and 
balance of payments pressures, a 
diversion of resources from agri-
culture, inappropriate technical 
choice and excess industrial capac-
ity, and unproductive rent-seeking 
activities. These difficulties were 
then constraining growth: the
economy of the Republic of Korea 
was almost stagnant between 1958 
and 1962, and investment was 
sluggish in Taiwan Province of 
China in the late 1950s. Another 
impulse for change related to the 
phased, large decline in ODA, 
mostly from the United States to 
these two economies.14

The NIEs’ strategic reorien-
tation was initially accomplished 
through the processing and manu-
facture for export of labour-inten-
sive, standard-technology products. 
Labour shortages were then felt 
from the late 1960s onwards and 
the consequent increases in labour 
wage costs, together with con-

14 See, for example, L.J. Lau, ed., 
Models o f  Development — A Com-
parative Study o f  Economic Growth 
in South Korea and Taiwan, rev.ed., 
(San Francisco, Institute for Contem-
porary Studies 1990); K.T. Li and 
others, The Evolution o f  Policy be-
hind Taiwan’s Development Success 
(New Haven, Yale University Press,
1988); and I.M.D. Little, “The expe-
rience and causes of rapid labour-in- 
tensive development in Korea, Taiwan 
Province, Hong Kong and Singapore 
and the possibilities o f emulation” , 
Export-led Industrialization and De-
velopment, E. Lee, ed. (Geneva, Inter-
national Labour Organisation, 1981), 
pp. 29-30.

126



siderations of dynamic comparative 
advantage, led to the ensuing 
phases of industrial development 
in resource- and energy-intensive 
manufactures and then on to 
highly skilled and high-technology 
products during the last two de-
cades. Industrialization efforts 
among the NIEs were considerably 
facilitated by regional and global 
complementarity through interna-
tional trade and capital flows, par-

ticularly from the United States 
and Japan. But the foundation of 
such transformation had been laid 
long before the shift in develop-
ment orientation. During the de-
cade from the mid-1940s to the 
mid-1950s a series of radical 
reforms were implemented in agri-
culture land holdings, in the ex-
change rate, and in resource mobi-
lization and macroeconomic stabi-
lization policies in the Republic of

Korea and Taiwan Province of 
China.

The striking success of the 
Asian NIEs in penetrating external 
markets and gaining market shares 
has been extensively documented 
(figures II.2 and II.3); by the end 
of the 1980s, for example, they 
had accounted for one half of 
manufacture exports from the de-
veloping countries despite many 
episodes of global economic turbu-

Table II.1. Selected developing economies of the ESCAP region. Estimates of gross national product/net mate-
rial product per capita, various years
(In current US dollars)

1965 1970 1980 1989

Newly industrializing economies 
Hong Kong 
Republic o f  Korea 
Singapore
Taiwan Province o f  China

ASEAN-4
Indonesia
Malaysia
Philippines
Thailand

Transitional economies 
China
Lao People’s Democratic Republic 
Viet Nam

South Asia and the 
Islamic Republic of Iran

Bangladesh
India
Islamic Republic o f  Iran
Maldives
Myanmar
Nepal
Pakistan
Sri Lanka

Pacific island economies
Fiji
Papua New Guinea 
Samoa
Solomon Islands
Tonga
Vanuatu

535
105
565
221

297
178
131

78

63
105
241

65
58
98

151

306
275

900
270
950
375

80
390
230
210

130

100
110
380

78
80

170
170

400 
260 
175 a 
196 
173

5 210 
1 620 
4 540 
2 332

470 
1 690 

680 
670

300
100

140
240

2 030 
282 
176 
140 
290 
260

1 750 
760 
640b 
400 
553 
819

10 320 
4 400 

10 450 
7 535

500 
2 160 

700 
1 230

360
180
200

180
340

3 190 
437 
409 
180 
360 
430

1 640 
890 
720 
570 
910 
860

Sources: World Bank, World Tables (Baltimore and London, Johns Hopkins University Press), various issues; Asian Develop-
ment Bank, Key Indicators o f  Developing Asian and Pacific Countries, vol. XXII (July 1991), p. 20; and national sources.

a 1971. b 1975.
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Sources: International Monetary Fund, International Financial Statistics (Washington, D.C.), various issues; Asian Development 
Bank, Asian Development Outlook 1991 (Manila); and national sources. 

a 1972. b 1986.

lence and difficulties. There is 
also a fast widening gap between 
incomes per head of population 
among the NIEs and the levels 
elsewhere in the region (table II.1). 
Indeed, Hong Kong and Singapore 
are now high-income economies, 
while the Republic of Korea and 
Taiwan Province of China belong 
to the middle-income category. In 
the early 1980s, these economies 
had become recognized as a new 
breed of developing economies for 
which a distinct nomenclature — 
such as the Asian NIEs, “the four 
tigers” or “ the four dragons” — 
came to be assigned and used.

The precise links between 
economic performance and policy 
orientation, however, have also 
been the subject of an equally vo-
luminous, albeit often contentious, 
literature. The striking perform-

ances of the NIEs were at first 
regarded as special cases with spe-
cific reference to the small physi-
cal size of some, such as Hong 
Kong and Singapore, and the na-
ture of government intervention in 
most of these economies. Other 
interpretations focused on the large 
aid flows channelled for defense 
purposes by the United States to 
the Republic of Korea and Taiwan 
Province of China in the 1950s 
and early 1960s, on the NIEs’ 
relative cultural homogeneity and 
Confucian work ethics, as well as 
on their proximity to Japan.15

15 The pertinent issues are re-
viewed at some length in J. Riedel, 
“Economic development in East Asia: 
Doing what comes naturally?” Achiev-
ing Industrialization in East Asia, H. 
Hughes, ed., op. cit., pp. 21-38.

The possibility that other de-
veloping economies in the region 
or elsewhere in the world at large 
could replicate the NIEs’ example 
in growth and transformation was 
also heavily discounted. Among 
other postulates, the “fallacy of 
composition” hypothesis considered 
it unlikely that all developing 
economies could successfully ex-
port the same kind of labour-inten- 
sive manufactures and gain market 
shares at the same time. On the 
other hand, there is strong evidence 
that supply conditions rather than 
external demand from industrial 
countries determined the export 
performance of East Asian econo-
mies.16 Besides, the coexistence 
between protectionist trends and the 
quest for expanded growth through 
foreign trade and investment has 
created new opportunities for, as
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Figure II.2. Selected developing economies of the ESCAP region. Share of merchandise exports in world exports



Figure II.3. Selected developing economies of the ESCAP region. Share of manufactured exports in global  
export of manufactured goods

Sources: United Nations Conference on Trade and Development, Handbook o f  International Trade and Development Statistics, 
1984, 1987,1989 and 1990.

well as new forms of, international 
and regional competition and 
complementarity, as noted earlier.

Since the mid-1970s, other 
waves of policy reorientation have 
favoured more open trade with ac-
tive promotion or encouragement

16 The extensive literature on the 
first or primary export pessimism, 
which gave rise to the widespread 
emphasis on import-substitution in-
dustrialization among developing 
economies in the 1950s and 1960s, 
and on the second export pessimism 
can be found in J. Spraos, 
Inequilising Trade?: A Study o f Tra-
ditional North/South Specialisation in 
the Context o f Terms o f Trade Con-
cepts (Oxford, Clarendon Press, 
1983); O. Havrylyshyn and I.

of export activities and industriali-
zation. The change was first 
made among the ASEAN-4 whose 
trade policy regime, by and large, 
had exhibited only comparatively 
moderate degrees of outward or

17inward orientation. It was then

Alikhani, “Is there cause for export 
optimism? An inquiry into the exist-
ence of a second generation of suc-
cessful exporters” , Weltwirtschaftliches 
Archiv, Band 118, Heft 4 (1982), pp. 
651-663; D. Evans, “The long-run 
determinants of North-South terms of 
trade and some recent empirical evi-
dence” , World Development, vol. 15, 
No. 5 (May 1987), pp. 657-671; 
W.R. Cline, “Can the East Asian 
model of development be general-
ized?” , World Development, vol. 10,

taking place at varying speeds in 
China, India and Sri Lanka during 
the later part of the 1970s. Gen-
erally, the motivation and impulses 
for reorientation continued to re-
flect the specific requirements of 
particular national circumstances.

No. 2 (February 1982), pp. 81-90; B. 
Balassa, New Directions in the World 
Economy, op. cit., pp. 65-123; and J. 
Reidel, “Trade as the engine of  
growth in developing countries, revis-
ited” , loc. cit., pp. 56-73; and R. 
Findlay, “Trade and development: 
theory and Asian experience” , Asian 
Development Review, vol. 2, No. 2 
(1984), pp. 23-42.

17 World Bank, World Develop-
ment Report 1987 (New York, Oxford 
University Press), p. 83.
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The NIEs’ prolonged eco-
nomic dynamism, especially during 
the difficult and turbulent times of 
the 1970s and early 1980s, pro-
vided an eloquent demonstration 
effect. Among the ASEAN-4, in-
dustrial output had grown at re-
spectable rates but the limits to 
import substitution became increas-
ingly evident during the mid- 
1970s. Notwithstanding their rich 
natural resource endowments, the 
inadequate levels of domestic com-
petition and competitiveness plus 
the cumulative biases existing at 
the time against export production 
prevented sustainable industrial 
growth through a spillover to the 
external market.18 There were 
also other equally important im-
peratives for intensified policy ad-
justments and reforms.

The higher costs of imported 
energy made it necessary to in-
crease total export earnings, in-
cluding through diversification into 
manufacture exports (Philippines 
and Thailand). In the case of oil- 
surplus countries, Indonesia in par-
ticular, the erosion of economic 
activities and comparative advan-
tage in the non-oil sectors had to 
be minimized or avoided to im-
prove longer term growth. Limits 
were also imposed by two other 
factors: one related to the high
degrees of price and income in-
elasticity of external demand for 
primary commodities, while the 
other concerned notable progress 
in energy conservation, and in en-
ergy- and resource-saving techno-
logical progress. These factors 
contributed to the declining trend 
in and persistently low commodity 
prices in real terms observable 
during most of the 1980s.

The process of policy re-
orientation and export industrializa-
tion among the ASEAN-4 was fur-

18 W.E. James, S. Naya and G.M. 
Meier, Asian Development: Economic 
Success and Policy Lessons, op. cit., 
pp. 45-55.

ther complicated by the steep rises 
in overseas rates of interest and 
the reduced availability of interna-
tional finance during the first half 
of the 1980s. The adverse impact 
of such external shocks on policy 
adjustments and reforms was to a 
considerable extent mitigated by 
assistance from the World Bank 
and the International Monetary 
Fund (IMF). A favourable im-
pulse, however, emanated from the 
trend towards increased economic 
interdependence evident since the 
late 1970s between the United 
States and Japan and other East 
Asian economies. Such comple-
mentarity accelerated sharply from 
the second half of the 1980s when 
there was, vis à vis the US dollar, 
a steep rise in the yen rate of ex-
change (after the G-5 Plaza ac-
cord), and then in the rates of ex-
change of most of the NIEs’ cur-
rency units. The structural adjust-
ments and other policy reforms 
which had taken place among the 
ASEAN-4 in the preceding years 
greatly facilitated the substantial 
increase in trade and investment 
flows.19

Consequently, within a decade 
these economies were largely suc-
cessful in transforming themselves 
from predominantly exporters of 
primary commodities to major pro-
ducers of manufacture exports. 
Most of them were also able to 
increase their share of the global 
market in the process, with Malay-
sia and Thailand registering the 
fastest expansion in the relative

19 Direct foreign investment in the 
ASEAN-4, for example, averaged 
$0.97 billion per year during the pe-
riod 1975-1980, and $1.65 billion in 
each of the next five years. The 
amount of foreign investment approv-
als, however, jumped to an annual av-
erage of $4.06 billion over the period 
1986-1988 to reach $10.31 billion in
1989 alone. See Survey, 1988, p. 81, 
and Asian Development Bank, Asian 
Development Outlook 1991, p. 48.

share of their manufacture exports 
(figures II.2 and II.3). The result-
ing growth in income per head of 
population was generally impres-
sive, particularly in Malaysia and 
Thailand where such income ex-
panded about fivefold in the last 
two decades (table II.1).

(b) South Asia, the transi-
tional economies, and the Pacific 
island and other economies

For the purposes of the fol-
lowing study, the remainder of the 
developing ESCAP region can be 
divided into three other subgroups 
of economies: South Asia and the 
Islamic Republic of Iran; China 
and other erstwhile centrally 
planned economies (such as Cam-
bodia, the Lao People’s Democratic 
Republic, Mongolia and Viet Nam) 
which are effecting a greater reli-
ance on the operation of market 
forces; and the Pacific island 
economies.

South Asia and the Islamic 
Republic of Iran will be consid-
ered first. The development strat-
egies adopted by most economies 
under consideration were signifi-
cantly different in trade orientation, 
compared with those of East and 
then South-East Asia. Import sub-
stitution by and large was aimed 
at achieving self-sufficiency in ba-
sic industries and constituted the 
main source of industrial growth 
in these economies. Another di-
mension of import substitution was 
the close coordination of the ac-
tivities of private business with na-
tional development objectives and 
plans through comprehensive regu-
latory measures, including licens-
ing requirements for initial invest-
ments and subsequent capacity ex-
pansion. At the same time, public 
sector enterprises engaged directly 
in commercial production and dis-
tribution of a wide range of final 
goods and services tended to be 
promoted to ensure more rapid do-
mestic development and the
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achievement of other goals of so-
cial policy.20

However, the striking success 
of the NIEs and other South-East 
Asian economies with their export- 
led industrialization and growth 
began to be viewed with increas-
ing keenness in South Asia. 
Trade liberalization measures be-
gan to be adopted, if only to im-
prove the efficiency of the import- 
substitution industries and of do-
mestic resource use more gener-
ally. After the first oil price 
shock, however, the need to gener-
ate higher export earnings became 
even more imperative and a series 
of policy adjustments and reforms 
came to be implemented for the 
purpose.

In 1977, Sri Lanka became 
the first country in the subregion 
to shift from a strongly to a mod-
erately inward-oriented policy re-
gime. Among its major trade lib-
eralization and domestic deregula-
tion measures were the removal of 
import restrictions, the introduction 
of export incentives, and a large 
downward adjustment and then 
unification of the exchange rate. 
Industrial production was signifi-
cantly spurred, with manufacture 
exports accounting for 28 per cent 
of total earnings in 1983 from 

 12.7791 ni tnec rep 5 dnuora
GDP growth, which almost dou-
bled at over 8 per cent in 1978, 
was on a higher but declining 
trend in the early 1980s. Sri Lan-
ka’s initial success was consider-
ably weakened by unfavourable ex-
ternal demand conditions which

2 1
The share of textiles and gar-

ments went up from under 4 to al-
most 13 per cent between 1977 and 
1980; it doubled again in the next 
five years.

were aggravated domestically by 
poor macroeconomic performance. 
In particular, nominal export earn-
ings were largely stagnant for 
most of the 1980s, while the cur-
rent accounts deficit rose sharply 
during the first half of the decade. 
These were among the main fac-
tors which hindered further policy 
adjustments and reforms.22

Other economies in South 
Asia did not change their indus-
trial development and trade policy 
regime significantly during the 
1970s. This was, in part, attribut-
able to the discovery and exploita-
tion of large hydrocarbon reserves, 
particularly in India, and to the 
substantial inward remittances from 
overseas migrants and workers in 
the Middle East, especially in the 
case of Pakistan. Notwithstanding 
the difficult external conditions, 
however, South Asian economic 
performance improved noticeably 
throughout most of the 1980s. In-
dia and Pakistan, for example, 
moved to a higher growth trajec-
tory with GDP in real terms ex-
panding on average in the range 
of 5-6 per cent per year during 
the 1980s; this was several per-
centage points higher than the cor-
responding average prevailing a 
decade earlier.23

Faster growth came mostly 
from domestic sources during the 
1980s. In most of South Asia the 
relative contribution of merchan-
dise exports to GDP on weighted 
average was marginally less than 
that of the earlier two decades. 
The relative size of the export sec-
tor in absolute terms has remained 
comparatively very small in the

22 World Bank, World Develop-
ment Report 1987, pp. 104-105; and 
W.E. James, S. Naya and G.M. 
Meier, Asian Development: Economic 
Success and Policy Lessons, op. cit., 
pp. 58-59.

23 Asian Development Bank, 
Asian Development Outlook 1991, p. 
278.

subregion, except in Sri Lanka, 
where the export/GDP ratio, aver-
aging about 27 per cent in 1980- 
1988, was about 30 per cent lower 
than the ratio of 15 years earlier.

There was at the same time 
the emergence and persistence of 
large deficits in the government 
budgets and the balance on current 
accounts. The subregion's higher 
growth involved a commensurate 
investment allocation which was 
financed largely through external 
capital inflows; the rate of domes-
tic savings did not improve per-
ceptibly in most South Asian 
economies. With the decline in 
ODA availability and almost negli-
gible inward investment from ex-
ternal sources, resort had to be 
made increasingly to commercial 
foreign loans. During the 1980s 
overseas debt accumulation and 
the debt service burden rose ap-
preciably in most of the subregion, 
particularly in India and Pakistan 
(table II.2). The Persian Gulf cri-
sis then severely reduced the sub-
stantial remittance flows to several 
economies; creditors’ perceptions 
of economic and other problems 
also had an adverse impact on ac-
cess to foreign finance by several 
economies in South Asia.

All these unfavourable devel-
opments triggered serious financial 
difficulty in a large part of the 
subregion, providing the impetus to 
accelerate the process of far-reach- 
ing policy adjustments and re-
forms. A series of measures have 
been undertaken for the liberaliza-
tion of trade and foreign exchange 
transactions, while ancillary do-
mestic deregulation has placed 
considerable emphasis on the pri-
vatization of public sector enter-
prises, among other areas of focus. 
A concerted effort has also been 
made to attract inward foreign in-
vestment, including resources from 
the large number of wealthy expa-
triates from the subregion.

In the near term, however, 
many economies in South Asia are
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20 World Bank, World Develop-
ment Report 1987, pp. 116; and W.E. 
James, S. Naya and G.M. Meier, 
Asian Development: Economic Suc-
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Table II.2. Selected developing economies of the ESCAP region. Current accounts balance, and external debt 
and debt service burden, various periods
(Annual averages in percentage)

1970-1972 1980-1982 1987-1989

Sources: World Bank, World D ebt Tables (Washington, D.C.), various issues; Asian Development Bank, Asian Development 
Outlook 1991 (Manila); and national sources.

Notes: A: current accounts balance as percentage o f  GDP; B: external debt as percentage o f  GNP; and C: debt serv-
ice as percentage o f  export earnings on goods and services.

unlikely to experience large flows 
of complementary trade and invest-
ment, such as those being chan-
nelled to East and South-East 
Asian economies particularly in 
the 1980s. There are at present 
severe deficiencies in infrastructure 
and an inadequate supply of 
skilled human resources, among 
other major elements required for 
the effective absorption of invest-
ment. In addition, a favourable 
perception from foreign investors

has to be gained through the dem-
onstrated credibility of the reform 
process in several of the 
subregional economies. Further-
more, faster domestic growth and 
internationalization have been con-
strained by several other factors 
such as ethnic, communal and re-
gional tensions and differences.

There were profound institu-
tional and structural changes dur-
ing the 1980s in the Islamic Re-
public of Iran, one of the region's

few large oil exporters. The coun-
try went through a revolution and 
a protracted and costly war with 
Iraq, among other disturbances. 
Nevertheless, it managed to raise 
the share of resources devoted to 
investment compared with that of 
the previous decades (figure II.1). 
Income growth, however, was con-
strained by almost a decade of se-
vere disruptions and dislocations. 
The Islamic Republic of Iran now 
faces enormous rehabilitation and
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(A) (B) (C) (A) (B) (C) (A) (B) (C)

Newly industrializing economies 
Hong Kong 
Republic o f  Korea 
Singapore
Taiwan Province o f  China

ASEAN-4
Indonesia
Malaysia
Philippines
Thailand

Transitional economies
China
Lao People’s Democratic Republic

South Asia
Bangladesh
India
Maldives
Myanmar
Nepal
Pakistan
Sri Lanka

Pacific island economies
Fiji
Papua New Guinea 
Samoa
Solomon Islands
Tonga
Vanuatu

-7.3
-13.7

4.6

-3.8
- 2.8
- 0.2
-2.4

-4 .8 d
- 0.8

-2.3

-4.6
- 2.0

- 11.0

-17.4e

26.2
19.7 
11.3b

40.0
13.7
23.1 
10.6

11.2d 
10.4

7.4
0.8

35.9
23.2

6.2
51.2

20.4 
3.5 
4.3

15.5 
4.2

23.1
13.5

4.2d
22.1

19.1

20.2 
11.7

1.8
42.2

3.7e

-6.5
- 12.8

1.2

- 0.2
- 8.6
-6 .9
- 6.2

2.5c
-19.8

-5.9
-1.4

-6.5
-2.3
-3.8

-14.3

- 8.1 
-16.3  

-6.9  
- 12.1 

-4.7  
-0 .9f

1.4
50.1
17.7 
12.8b

27.5
39.5
55.4
30.7

2.2

33.7
13.1 

131.3
30.2
12.2
39.5
50.8

29.6 
50.1

21.3 
0.9 
5.5

15.4
8.4

34.2
19.8

6.5

16.9 
11.1

3.2
27.7

4.4
15.9
13.4

6.1
19.2
11.9 

0.5

7.6
5.7 

11.3

-1.9
4.9

- 2.1
- 2.8

-0.9
-14.4

- 2.8
- 2.2

- 2.2
-7.5
-3.1
-4.9

1.3 
-9.6  
-0.9

-16.6
- 0.2

2.3

11.3 
22.6 
21.9a

1.3b

66.9
63.5 
76.1
38.4

11.3 
130.1

55.0
22.3
93.1
35.1
39.3
47.7
73.0

40.8
72.6
70.0

19.5 
1.4a 
1.7

38.8
19.1
32.1
18.4

9.0
14.6

22.7
28.1

5.0 
46.1
12.8
24.8
20.9

11.4
28.5 
12.4

7.3
2.3 
2.8

a 1987. b Long-term public debt only. c 1982. d 1973-1974. e 1974. f  1983.



reconstruction tasks which are 
made more difficult by persisting 
macroeconomic imbalances, includ-
ing large budget deficits, inflation 
and a general shortage of con-
sumer goods.24 Direct controls 
and other regulatory measures in-
stituted earlier are being relaxed. 
The process of economic recon-
struction and development will 
thus lean more heavily on private 
sector participation, including 
through the divestiture of non-stra- 
tegic state enterprises. Current 
adjustments and reforms of trade 
and exchange rate policies are ex-
pected to have a favourable impact 
on foreign trade and investment 
flows and the external balance.

The transitional economies of 
the developing ESCAP region have 
also initiated a series of basic eco-
nomic shifts since the late 1970s. 
Among the imperatives for change 
was the need to revitalize internal 
growth, raise productive employ-
ment and improve domestic tech-
nological capabilities through 
greater external trade and invest-
ment interaction. The wide-rang-
ing reforms underway since 1978 
have enabled the economy of 
China to become one of the most 
dynamic in the world: GDP
growth averaged 10 per cent annu-
ally during the 1980s, significantly 
up from 6.5 per cent in the previ-
ous decade.

The implementation of eco-
nomic liberalization measures, be-
gun in the late 1970s, was consid-
erably intensified during the sec-
ond half of the 1980s in Cambo-
dia, the Lao People’s Democratic 
Republic and Viet Nam; Mongolia 
has introduced a series of funda-
mental economic reforms since the 
late 1980s. Success among these 
economies was comparatively more 
modest, not least because of the 
comprehensive scope of their 
policy reforms and adjustments. 
Several of them have gone through

a lengthy transition because it has 
taken much time to iron out cu-
mulative distortions, and to set up 
supportive institutions and alterna-
tive policy control mechanisms. 
The constant need for macro- 
economic stabilization presents an-
other daunting dilemma. For a 
variety of reasons, several of these 
economies were not able to mobi-
lize the external resources needed 
to facilitate economic reorientation. 
These factors, among others, have 
rendered it much more difficult to 
sustain the transitionary macro- 
economic balance and minimize 
interruptions in the reform process.

Initially, reforms of the price 
structure and associated incentives 
were embodied in the introduction 
of the contract responsibility sys-
tem, family farm production, and 
deregulated marketing of agricul-
tural and manufactured consumer 
products, among other modalities. 
These contributed significantly to 
the sharp rise in production and 
productivity in most transitional 
economies. For example, the an-
nual growth of value added in 
China's agriculture almost doubled 
to 6.4 per cent during the 1980s, 
compared with that of the preced-
ing decade; annual industrial pro-
ductivity also expanded by 6.3 per 
cent between 1978 and 1988. As-
sisted by good weather, Viet Nam, 
a net importer in 1988 shifted to 
being a net exporter in 1989 of 
some 1.4 million tons of rice, 
which accounted for one third of 
hard currency exports; rice exports 
rose marginally to 1.5 million tons 
in 1990.25

The substantial increase in 
foreign direct investment and mer-
chandise trade has been one of the 
most striking outcomes of China's 
“open door” policy since 1979. 
Merchandise exports went up from

25 World Bank, World Develop-
ment Report 1991, p. 89; and Asian
Development Bank, Asian Develop-
ment Outlook 1991, p. 124.

$10 billion (or 0.81 per cent of 
the global total) in 1978 to $51.6 
billion (or 1.78 per cent) in 1989; 
the global market shares of manu-
facture exports also increased sig-
nificantly, although at a slightly 
slower pace during the same pe-
riod (figures II.2 and II.3). Hong 
Kong has played a major role in 
the dramatic lift in such trade. 
Liberalizing regulation on foreign 
investment, including the avail-
ability of attractive incentives for 
joint venture enterprises, and the 
introduction of special economic 
zones and many open coastal cit-
ies helped raise the inward flow of 
investment to $0.8 billion a year 
in 1981-1985; the inflow remained 
at a high level during the remain-
der of the 1980s. Hong Kong 
and, to a much less extent, 
Macao, account generally for 
about three fifths of foreign direct 
investment in China; the bulk of 
such investment has been concen-
trated in labour-intensive, export- 
oriented manufactures.

Open price inflation has been 
one of the common characteristics 
of the reform process in most 
transitional economies.26 Viet 
Nam and, to a lesser extent, the 
Lao People’s Democratic Republic, 
suffered from episodes of severe 
inflation during the 1980s. The 
annual rate of consumer price in-
creases in more normal years, 
mostly in the range of 30-60 per 
cent, remained significantly higher 
than those prevailing elsewhere in 
the deve- loping ESCAP region. 
The effective control of such per-
sistent imbalance was the more 
challenging, given the still inad-
equate institutional framework for 
macroeconomic management, the 
delays in microeconomic responses 
in many sectors, the wrenching so-
cial impact of the implementation

26 United Nations, World Eco-
nomic Survey 1990 (United Nations 
publication, Sales No. E.90.II.C.1), 
pp. 119-156.
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Box II.2. Restructuring in smaller Pacific island

O f the 17 Pacific island mem-
bers and associate members o f  
ESCAP, there are 11 with a total 
population o f  less than 100,000 
each, 7 with 40,000 inhabitants or 
less, and 5 with residents in the 
range o f  3,000 to 18,000. The 
management o f  structural transfor-
mation in many o f  these economies 
is difficult, not least because o f  the 
severe confines o f  their geographical 
location and fragmentation, and 
natural resource base.

To begin with, the familiar 
paradigm o f transitionary change in 
relative output shares away from ag-
riculture to manufactures and, either 
concurrently or subsequently, to 
services is o f  limited technical feasi-
bility or not in accordance with 
their comparative advantage. Many 
o f  the smaller islands have already 
gone through the transformation 
process, which has brought a stable 
structural equilibrium, particularly in 
atoll economies, consistent with lo-
cal resource endowments, plus capi-
tal and other development support 
under the terms o f  post-independ-
ence or self-government agreements. 
There are few other doors o f  oppor-
tunity open to several o f  these is-
lands. The rental o f  location 
through tourism is not an option 
equally viable among smaller Pacific 
islands;a nor is the scope for earn-

ing foreign exchange from emigration 
and labour export to the territory o f  
former colonial or administering pow-
ers. Such differences in the availabil-
ity o f  access and opportunities ac-
count for the considerable diversity in 
their development and change.

Given these circumstances, 
growth in income and consumption 
largely has depended on and probably 
will tend to be conditioned by essen-
tially external rental incomes, not 
trade. These resources include offi-
cial development assistance (ODA), 
inward private remittances where 
available from emigrants, resource

a Apart from the French depend-
encies o f  French Polynesia and New  
Caledonia, the main tourist destina-
tions in the Pacific are Common-
wealth o f  the Northern Mariana Is-
lands, Cook Islands, Fiji, Guam, Sa-
moa, Tonga and Vanuatu. Many Pa-
cific islands are now facing severe 
competition in offering natural attrac-
tions and ease o f  access to tourist re-
sorts. Tourism development also re-
quires large-scale investment in capital 
and infrastructure facilities, and in hu-
man resources training. There are 
also appreciable concerns about the 
impact o f  tourism on the local envi-
ronment and cultural values. Survey, 
1989, pp. 130-131.

of contractionary stabilization 
measures, and the lack of external 
resource inflows to provide a 
breathing space. China experi-
enced generally very stable prices, 
however. There were three brief 
periods of inflation during the 
1980s, although the rates of price 
increases were much more moder-
ate. Stabilization measures in-
cluded the imposition of tight fi-
nancial policies and other austerity 
measures, as well as the selective 
and temporary slowing or post-
ponement of the process of struc-
tural adjustment.27

Island economies in the Pa-
cific and, for that matter, Maldives 
in the Indian Ocean have been 
facing a relatively different set of 
imperatives and impulses for 
policy adjustments and reforms. 
All of them suffer from a variety 
of special development contraints 
which render efforts at restructur-
ing an even more formidable task 
(box II.2). The major barriers to 
economic growth include a very 
small population and highly lim-
ited supplies of skilled human re-
sources, frequent natural disasters, 
poor physical resource endowments 
(except in Papua New Guinea and, 
to a lesser extent, Fiji) and a very 
narrow export base, great geo-
graphical isolation from the main 
trading partners and high domestic 
costs, and wide physical dispersion 
among component islands.28

These structural characteristics 
entail a high degree of dependence 
on international trade, including im-
ported hydrocarbon products, as 
well as on investment, inward pri-
vate remittances and official aid. 
Such openness is largely one-sided 
because binding structural barriers 
have not yet permitted the smaller 
island economies to reap the rich

potential for export growth and di-
versification available under several 
cooperative trade arrangements.29 
It has also rendered island econo-
mies heavily vulnerable to external 
shocks, resulting in the greater pre-

2 9
Including, in particular, the 

South Pacific Regional Trade and Eco-
nomic Co-operation Agreement 
(SPARTECA) between island members 
of the South Pacific Forum and Aus-
tralia plus New Zealand which came in 
force in 1981 with the subsequent re-

occupation among island govern-
ments with (short-term) demand 
management to stabilize the 
macroeconomy through cyclical 
fluctuations in commodity prices in 
particular. Papua New Guinea,

laxation o f restrictive provisions in the 
1980s. Papua New Guinea’s trade 
with Australia was covered under a 
parallel Papua New Guinea and Aus-
tralia Trade and Commercial Relation-
ship Agreement (PATCRA). Survey, 
1989, pp. 152-153.
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28 For details, see Survey, 1989, 
pp. 104-108.



economies
rents (for example, fishing and site- 
leasing fees), and interest incomes on 
overseas investment, particularly in the 
case o f  Kiribati, Nauru and Tuvalu. 
Thus one o f  the main problems for 
government is to maintain an assured 
and stable access to the inflows o f  
rental incomes and, circumstances per-
mitting, to maximize their size. This, 
along with efforts to improve the do-
mestic linkages between such inflows 
and their productive and efficient ab-
sorption, including through the public 
sector, would permit some growth in 
per capita income.

In the context o f  stability and 
the predictability o f  external resource 
transfers, the Tuvalu Trust Fund rep-
resents an innovative arrangement 
which could be applicable to other 
small island economies. The Fund 
was established in 1987 with contri-
butions, reaching A$ 27 million, from 
many countries - including Australia, 
Japan, New Zealand, the Republic o f  
Korea, Tuvalu and the United King-
dom o f Great Britain and Northern 
Ireland. The proceeds are invested 
abroad and, after making allowance 
for capital maintenance, the annual re-
turns constitute a form o f  entitlement 
to a relatively stable and predictable 
external income. Kiribati’s Revenue 
Equalization Reserve Fund, in which 
substantial phosphate export returns 
have been conserved and the assets

invested overseas, has served a simi-
lar function in meeting recurrent fis-
cal needs; the size o f this Fund 
reached AS 176 million in 1988.

Generally, the need for stability 
in and assured access to external 
support, especially budgetary aid, 
over the medium term is a major 
concern in most Pacific island 
economies where such resources 
typically make a significant quanti-
tative and qualitative impact on de-
velopment planning and budgeting. 
The Governments o f  Australia and 
Papua New Guinea have entered 
into a series o f  five-year agreements 
with explicit specifications as re-
gards the size o f  aid flows. Similar 
provisions concerning future assist-
ance are also contained in the com-
pacts o f  free association between the 
United States and the Republic o f  
the Marshall Islands and Federated 
States o f  Micronesia.b More gener-
ally, the availability o f  such medium 
to long-term arrangements between 
donor countries and other Pacific is-
land economies, would ease consid-
erably several major constraining 
difficulties in macroeconomic plan-
ning and management in the recipi-
ent countries, the smaller island 
economies in particular.

b Survey, 1989, p. 149.

among others in the island 
subregion, has developed a rela-
tively sophisticated policy and insti-
tutional arrangements to help stabi-
lize the export income flows to ag-

30
These arrangements, together 

with the overall policy framework in 
selected Pacific island economies are 
discussed in ESCAP, Domestic 
Stabilization o f  International Trade 
Instability in the South Pacific (ST/ 
ESCAP/222). See also M.L. Tread- 
gold, “ Macroeconomic management 
in Asian-Pacific developing coun-
tries” , Asian-Pacific Economic Litera-

ricultural commodity producers and 
the revenue flows from mineral re-
source taxation into the budget.30

As another consequence of 
binding structural constraints, gov-

ture, vol. 4, No. 1 (March 1990), pp. 
14-16 and 33-35. A reasonable de-
gree of price stability is an essential 
condition to durable outward orienta-
tion. Indeed, the development experi-
ence has so far indicated that it is 
even desirable to delay or postpone 
restructuring efforts during a major 
economic and financial stabilization 
exercise; the process was unlikely to

ernment together with public sec-
tor enterprises has been a major 
source of employment and income 
in virtually all island economies. 
There exists, nevertheless, consid-
erable scope for improvement in 
the basic fiscal systems, financial 
institutions, and policy and plan-
ning framework for the more ef-
fective mobilization and efficient 
utilization of both domestic re-
sources and external assistance. 
Indeed, the importance of taxation 
on international trade, import 
transactions in particular, has con-
tributed as a by-product to rela-
tively high and uneven nominal 
and effective tariffs on a wide 
range of commodities; the small 
domestic market, however, has pre-
cluded much viable import substi-
tution beyond some basic con-
sumer goods, but only in the 
larger economies.

The variety of special devel-
opment constraints combined with 
several exogeneous shocks, includ-
ing many natural disasters and po-
litical instability in some countries, 
to cause poor economic perform-
ance in most of the Pacific island 
subregion during the 1980s. GDP 
growth on average was lower than 
the expansion in earlier decades 
(figure II.1); it was also insuffi-
cient to keep pace with the rate of 
population increase in several 
economies, including Fiji, Kiribati, 
Papua New Guinea, Solomon Is-
lands and Vanuatu. These factors 
have served to initiate and speed 
up structural adjustment policies, 
particularly in Fiji and Papua New 
Guinea, since the late 1980s.

be sustainable if implemented in re-
verse, however. As noted earlier, this 
constitutes one of the major elements 
of the new development paradigm in 
an interdependent world. See Ross 
Garnaut, “Exchange rate regimes in 
the Asian-Pacific region” , Asian-Pa- 
cific Economic Literature, vol. 5, No.
1 (March 1991), pp. 11 and 19-20.
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Progress has been achieved in the 
promotion of export oriented ac-
tivities and greater private sector 
participation, among other focal ar-
eas of deregulation.

B. ORGANIZATION OF 
THE STUDY

1. Scope

Implicit in the above discus-
sion is the great importance of an 
appropriate macroeconomic policy 
stance as a foundation for sustain-
able restructuring. The process in-
volves more than just short- to 
medium-term steerage of aggregate 
demand to restore or sustain do-
mestic and external balance. 
Macroeconomic variables have a 
crucial role to play on the supply 
side as well; it is this longer-term 
dimension of macroeconomic poli-
cy management that constitutes the 
focus of discussion and analysis in 
the following study.

For the full realization of 
static and dynamic efficiency gains 
from export-oriented development, 
a reasonable degree of price stabil-
ity as well as domestic economic 
flexibility is required to help ad-
just and to facilitate the competi-
tive redeployment and mobilization 
of necessary local and external re-
sources beyond the immediate 
term. Such major macroeconomic 
variables as the exchange rate, and 
fiscal, monetary and income poli-
cies are essential for achieving 
these objectives.31

In the context of many devel-
oping economies, price stability re-
flects fiscal restraints so that a 
sustainable balance can be estab-
lished between domestic budgetary 
requirements and their financing. 
Inadequate financial institutions 
and incentives to improve mobili-
zation of the present low rates of 
savings would render the financing 
of large deficits inflationary. 
Moreover, a stable macro-economy 
and appropriate financial policies

are instrumental to the efficient 
mobilization and use of an in-
creased flow of domestic and ex-
ternal resources, foreign direct in-
vestment in particular. Not only 
are enhanced savings essential to 
the restructuring efforts over time, 
but also a large volume of mobi-
lized resources tends to induce the 
gradual extension of, and greater 
sophistication in, the intermedia-
tion process and systems. In turn, 
these developments serve to reduce 
the previously high degrees of fi-
nancial repression and market seg-
mentation, among other distortions 
and rigidities.

Trade liberalization and do-
mestic economic deregulation also 
entail, as appropriate, other macro- 
economic adjustments and reforms. 
These include normally, although 
not always exclusively, the initial 
setting and subsequent mainte-
nance of a realistic exchange rate 
in real terms. There is also the 
provision of a variety of macro- 
economic and commercial incen-
tives, a phased reduction in the 
level and range of tariff protection, 
and the substitution of quantitative

3 1
R. Dombusch, “Policies to 

move from stabilization to growth” , 
Proceedings o f  the World Bank An-
nual Conference on Development 
Economics 1990 (Washington, D.C., 
The World Bank, 1991), pp. 21-30; 
W.M. Corden “Macroeconomic policy 
and growth: some lessons o f experi-
ence” , loc. cit., pp. 59-84; J.D. 
Sachs, “Trade and exchange rate 
policies in growth-oriented adjustment 
programs” , V. Corbo, M. Goldstein 
and M. Khan, eds., Growth-Oriented 
Adjustment Programs, op. cit., pp. 
303-307; S. Edwards, The Order o f  
Liberalization o f  the External Sector 
in Developing Countries, op. cit.; M. 
Mussa “Macroeconomic policy and 
trade liberalization: some guide-
lines” , World Bank Research O b-
server, vol. 2, No. 1 (January 1987), 
pp. 61-62; and World Bank, World 
Development Report 1991, pp. 109- 
127.

import restrictions with customs 
duties. All such changes have a 
direct impact on the government 
budget, an important source of 
whose income is derived from 
taxation on trade. The consequent 
adjustments in taxation policy, 
public spending patterns, and the 
size and modalities of deficit fi-
nancing then have a direct bearing 
on the overall structure of incen-
tives, resource mobilization and 
uses, and hence macroeconomic 
balance.

But greater openness to trade 
would also render the local 
economy appreciably more vulner-
able to external economic shocks 
and shifts. The impacts of large 
negative swings, such as those as-
sociated with the oil price crises 
or with a sharp downward trend in 
commodity prices in real terms, 
have been highly disruptive and 
costly.32 Macroeconomic manage-
ment thus assumes additional sig-
nificance in this context. An ap-
propriate policy and institutional 
framework and stance, among 
other factors, would greatly facili-
tate the speedy resumption of 
structural adjustments by reducing

ments effects following the quadru-
pling o f crude oil prices in 1974 
equalled 18 percentage points of  
gross national product (GNP) in Sin-
gapore, 10 points in Taiwan Province 
of China, and 9 points in the Repub-
lic o f Korea; those arising from the 
major adverse shocks in 1979-1983 
ranged from upwards o f 5 percentage 
points o f GNP (Malaysia, the Philip-
pines and Thailand) to 15 points for 
the Republic o f Korea and 25 points 
in the case o f Sri Lanka. See B. 
Balassa, “The newly industrializing 
developing countries after the oil cri-
sis” , Weltwirtschaftliches Archiv, Band 
117, Heft 1 (1981), pp. 142-194; and 
B. Balassa and F.D. McCarthy, Ad-
justm ent Policies in Developing Coun-
tries 1979-83: An Update, World 
Bank Staff Working Papers Number 
675 (Washington, D.C., 1984).
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the domestic magnitude and dura-
tion of an exogeneous economic 
shock.

Similarly, a well-designed and 
coordinated economic deregulation 
programme can help ease transi-
tional problems. The difficulties 
cannot be underestimated, how-
ever. At one level, the inherited 
legacy of economic distortions and 
rigidities has proved far more du-
rable and pervasive in many devel-
oping economies. Stiff resistance 
from powerful sectional interests 
and political constituencies has 
emerged against policy-induced 
losses and dislocations, borne par-
ticularly by hitherto protected and 
promoted industries and activities. 
These costs and burdens can be 
unbearably severe as changes in 
the level, structure and range of 
relative prices, and hence terms of 
trade, often have to be made si-
multaneously and in a self-rein-
forcing (or cumulative) manner.33 
A study by the World Bank of 36 
trade reform programmes carried 
out by 19 developing economies 
between 1945 and 1984 reveals 
that only 15 were fully sustained 
while 12 programmes collapsed; 
the other 9 were only partially im-
plemented. Another study of trade 
liberalization in association with 
World Bank loans in the 1980s 
found many countries realigning 
their exchange rates and converting 
quotas into tariffs; few reduced
their tariffs substantially, how-

34ever.
At another level, the scope of 

policy adjustments and reforms, as

well as the sequence, speed (or 
pace) and timing of their imple-
mentation pose great difficulties in 
their own right.35 This is because 
many answers to the complex is-
sues within the process are simply 
not ready at hand, or available 
“ from the books”. Other difficul-
ties appear only after powerful 
market forces have been unleashed 
through deliberate policy action, or 
emerge unexpectedly with external 
shocks, giving rise to another set 
of problems. On the one hand, a 
conflict of objectives may emerge 
among the policy responses under 
implementation; on the other, the 
instruments of economic deregula-
tion may well yield outcomes not 
entirely consistent with the require-
ments of stabilization, and vice 
versa.36

All these possibilities highlight 
the need for effective coordination

between demand management 
measures and structural adjustment 
efforts. Such complementarity, in 
fact, has been a key element in 
the success or failure of economic 
liberalization programmes as many 
of these, by fortuitous circum-
stances or design, have been un-
dertaken in conjunction or simulta-
neously with major stabilization 
exercises. Even if  the process 
were properly managed, there 
would still be sharp differences in 
the speed of adjustment and other 
systemic dynamics concerning sup-
ply and demand variables. Such 
differences would necessitate a 
larger and more assured flow of 
external finance, adequate access 
to world markets and technologies, 
and a longer transition time-frame;

mic stabilization requires relatively 
stable exchange rates and domestic 
prices for confidence-building; an in-
crease in trade-related revenue, and a 
fall in public-sector current and capi-
tal spending; and tight monetary poli-
cies. Structural adjustments and re-
forms, however, often are associated 
with repeated devaluations (to achieve 
a real cut); lower trade taxes or even 
an increase in industrial and export 
subsidies; higher public spending on 
infrastructure; and an accommodating 
monetary stance. See J.D. Sachs, 
“Trade and exchange rate policies in 
growth-oriented adjustment pro-
grams” , Growth Oriented Adjustment 
Programs, V. Corbo, M. Goldstein 
and M. Khan, eds., op. cit., pp. 304- 
310. An extensive discussion on the 
main sources of macroeconomic insta-
bility emanating from economic liber-
alization can be found in S. Edwards, 
The Order o f Liberalization o f the 
External Sector in Developing Coun-
tries, op. cit.; S. Edwards, “ Structural 
adjustment policies in highly indebted 
countries” , Developing Country Debt 
and the World Economy, J.D. Sachs, 
ed., op. cit., pp. 253-259; and M. 
Mussa, “Macroeconomic policy and 
trade liberalization: some guide-
lines” , World Bank Research Ob-
server, op. cit., pp. 61-77.
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33 Large sections of (otherwise in-
efficient) industry and agriculture may 
be wiped out with unrestricted compe-
tition. Yet an instantaneous reallocation 
of surplus resources, by and large, is 
never feasible due to the inherent de-
lays and lags in supply adjustments. It 
is thus conceivable that the consequent 
significant losses of potential output 
aggravate the worsening distributive in-
equity at least in the short term.

36 Briefly speaking, macroecono-

34 World Bank, World Develop-
ment Report 1991, pp. 102-103. See 
also S. Haggard and R. Kaufman, 
“ The politics of stabilization and 
structural adjustment” , J.D. Sachs, 
ed., Developing Country Debt and 
Economic Performance (Chicago, Uni-
versity of Chicago Press, 1989), pp. 
209-254; and L. Taylor, Varieties o f  
Stabilization Experience: Towards
Sensible Macroeconomics in the Third 
World (Oxford, Clarendon Press, 
1988), pp. 75-145.

35 S. Edwards, The Order o f  Lib-
eralization o f the External Sector in 
Developing Countries, op. cit.; S. 
Fischer, “Economic growth and eco-
nomic policy” , V. Corbo, M. 
Goldstein and M. Khan, eds., Growth 
Oriented Adjustment Programs, op. 
cit., pp. 165-170; World Bank, World 
Development Report 1991, pp. 109- 
118; and Adjustment Lending — An 
Evaluation o f Ten Years o f Experi-
ence, Country Economics Department, 
Policy and Research Series No. 1 
(1988); and V. Klaus, “A perspective 
on economic transition in Czechoslo-
vakia and Eastern Europe” , in Pro-
ceedings o f  the World Bank Annual 
Conference on Development Econom-
ics 1990, pp. 13-18.



these are requirements for which 
no current arrangements from mul-
tilateral agencies, whether for 
short-term macroeconomic stabi-
lization or longer-term restructuring 
programmes, can make or ensure 
adequate provision.

At yet another level, the sup-
ply of skilled and trained human 
resources, including a budding 
class of local entrepreneurs, is 
typically scarce in most developing 
economies. Similarly, the depth of 
state capabilities and resources 
cannot be assumed to be always 
adequate for the management of 
comprehensive and coordinated re-
structuring efforts even within a 
streamlined public sector; nor is 
the prerequisite range of ancillary 
instruments and institutions always 
ready in place. This applies par-
ticularly to the generation of in-
formed and objective analysis of 
economic problems, the formula-
tion and implementation of coher-
ent policy adjustments and re-
forms, and timely intervention for 
unavoidable mid-course corrections 
and fine-tuning. Another issue re-
lates to the provision of reasonable 
autonomy for technical staff to 
propose and follow through with 
restructuring measures, many of 
which can be highly painful, so-
cially and politically.

2. Approach and structure

The present study then seeks 
to review the rich, documented ex-
perience of the developing econo-
mies of the ESCAP region, with 
special reference to their manage-
ment of macroeconomic policy for 
durable restructuring during the 
last two decades or so. Chapters 
II and III discuss at some length 
major policy adjustments and re-
forms relating to trade and other 
external transactions, and to other 
major domestic sectors including 
industry and agriculture. This is 
then followed by an examination 
of selected issues in the process

of policy adjustment and reform; 
some of these issues, such as do-
mestic resource mobilization and 
external resource transfers are of 
strategic significance to the 
sustainability of restructuring ef-
forts themselves. The study con-
cludes with a summary of findings 
and a perspective discussion on 
the policy reform process itself.

A number of qualifications 
have to be noted as regards the 
analytical approach in the discus-
sion to follow. The first concerns 
the intertwined tasks of macro- 
economic policy management. It 
is very difficult to separate unam-
biguously the outcomes of short-
term stabilization measures from 
those emanating from restructuring 
efforts. Besides, these two sets of 
consequences and requirements 
may not be necessarily consistent. 
Furthermore, international factors 
and domestic circumstances both 
within and outside government in-
fluence often condition results as 
much as, if  not more than, policy 
variables themselves. The range 
of serial and other data presented 
in this study therefore records out-
comes and performance which fre-
quently can be attributed only in 
part to deliberate macroeconomic 
control instruments.

Second, the analysis is eclec-
tic in approach; a comprehensive 
coverage of substantive matters 
and related issues is neither at-
tempted nor possible in a study of 
this nature. The practical difficul-
ties in the design and implementa-
tion of policy adjustments and re-
forms, including those in the 
macroeconomic field, are multidi-
mensional and multifaceted. At-
tention has thus to be focused pri-
marily and selectively on the key 
factors and issues that account for 
the similarities or divergences in 
policy choice and emphasis, and 
in the relative consistency, balance 
and persistence observable in the 
implementation process across 
economies through time, or in the

same economy at different points 
in time.

The third qualification relates 
to the political economy of policy 
adjustments and reforms. The 
agenda for economic deregulation 
for sustainable outward orientation 
and enhanced domestic economic 
efficiency are technically both 
complex and not free from contro-
versy. They have also provoked 
the bitterest debates at the political 
and ideological levels. Wide-rang- 
ing and, at times, radical adjust-
ments and reforms appear inevita-
ble especially in cases of serious 
inconsistencies between the eco-
nomic policy and/or institutional 
framework, and the incentive struc-
tures; many economies of the re-
gion are currently faced with diffi-
cult adjustment decisions. The 
policy responses necessarily em-
body major elements of the do-
mestic political consensus. Such 
political economy dimensions, 
however, will not be examined in 
the following study not least be-
cause it is very difficult to disen-
tangle implementation from out-
comes.

In addition, the discussion 
does not extend in any detail to 
policy matters and outcomes per-
taining to distributive equity and 
social development, and environ-

,deednI 73.noitavreserp latnem
equity considerations and social 
targeting have constituted time- 
honoured macroeconomic policy
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the environment to sustainable devel-
opment has been increasingly appreci-
ated only in recent years. Some of 
the issues involved are discussed in 
Survey, 1990, pp. 220-224; P. 
Dasgupta and K.G. Maler, “The envi-
ronment and emerging development 
issues” , Proceedings o f  the World 
Bank Conference on Development 
Economics 1990, pp. 101-131; and P. 
Nigkamp, J.C.J.M. van den Bergh 
and F.J. Soeteman, “ Regional sustain-
able development and natural resource 
use” , ibid., pp. 153-188.

37 The important contribution of



objectives in their own right in 
many developing economies of the 
ESCAP region and elsewhere in 
the third world. The conflicts and 
trade-offs between equity and eco-
nomic efficiency are well known 
although, from a long-run perspec-
tive, the continuing search for sus-
tainable growth and restructuring 
is not necessary inconsistent with 
greater equity and social progress. 
There are, however, severe social 
costs in the transition, with conse-
quent demands for adjustment with 
a human face; these imperatives, 
in turn, have had an impact on 
the process and outcomes of 
policy management for short-term 
stabilization as well as structural 
changes in many countries.38

Also implicit in the back-
ground discussion above is an ar-
bitrary division of the region's de-
veloping economies into five broad

dened with expanding budget or ex-
ternal payments deficits, or with long-
term restructuring needs tend to cut 
expenditure on social infrastructure 
and services, among other allocations, 
without always giving adequate atten-
tion to the consequences of these 
measures on human welfare and long-
term development potential. See, for 
example, UNICEF, Adjustment with a

groups: the NIEs; the ASEAN-4
or the market economies of South- 
East Asia; South Asia; the tran-
sitional economies, comprising 
largely erstwhile centrally planned 
economies which are increasingly 
relying on market orientation; and 
the Pacific island economies. The 
classification is of course not ad-
hered to rigidly in the discussion; 
nor is it comprehensive as several 
countries —  Brunei Darussalam 
and the Islamic Republic of Iran, 
among others — do not easily fit 
into any categorization for the pur-
poses of this study

It is fitting to end this intro-
ductory background chapter with a 
short note on statistical presenta-
tion in the text. Macroeconomic 
data are comparatively more com-
prehensive and accessible, although 
they are by no means free from 
limitations. For example, several

Human Face, vol. 2, Protecting the 
Vulnerable and Promoting Growth, 
G.A. Comia, R. Jolly and F. Steward, 
eds. (Oxford, Clarendon Press, 1987); 
P. Glewwe and S. S. Bhalia, 
“ Growth and equity in developing 
countries; a reinterpretation of the Sri 
Lankan experience” , World Bank 
Economic Review, vol. 1 , No. 1 
(September 1986), pp. 35-63; K. 
Laraki, “ Ending food subsidies: nu-

economies in the region do not 
have detailed or comparable statis-
tical series on national accounts 
and major components of the 
macroeconomy; also, budget classi-
fications of the types or functions 
of expenditure tend to vary con-
siderably among the regional 
economies. To ensure consistency 
and comparability to the extent 
possible, standardized data sources 
largely from international and re-
gional multilateral agencies are 
used; the inevitable gaps are sup-
plemented by national sources 
whenever appropriate. The addi-
tional information, however, is not 
always available over the needed 
time-frame or for the subjects con-
cerned. This accounts for varia-
tions in the coverage of some 
tabular and graphical materials 
presented in the discussion.

tritional, welfare, and budgetary ef-
fects” , World Bank Economic Review, 
vol. 3, No. 3 (September 1989), pp. 
395-408; World Bank, World Devel-
opment Report 1990 (New York, Ox-
ford University Press); and L. Squire, 
“Introduction: poverty and adjust-
ment in the 1980s” , World Bank 
Economic Review, vol. 5, No. 2 (May 
1991), pp. 177-185.
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II. MANAGEMENT OF EXTERNAL SECTOR POLICY

The development experience of 
the last few decades has 

shown that the policy regime on 
foreign trade and capital flows is a 
key component behind the current 
patterns of economic growth and 
structural transformation. Perhaps 
nowhere else has the nexus among 
trade, industrialization and techno-
logical developments been as well 
established as among the develop-
ing economies of the ESCAP re-
gion. Notwithstanding the evident 
diversity of impulses and impera-
tives for change among various 
economies, there are three discern-
ible phases of trade and commer-
cial policy adjustments and re-
forms, with the years covering the 
first and second oil price shocks 
of 1973/74 and 1979/80 as the in-
tervening period. These time- 
spans will provide the three ap-
proximate benchmarks in the fol-
lowing discussion of the nature 
and extent of evolving policy 
changes.

A. FROM  1960 TO THE  
FIRST OIL PRICE SHOCK

The prevailing consensus on 
the suitability of import-substitut-
ing industrialization for less devel-
oped countries was manifested in 
the inward-oriented policies fol-
lowed by most of the region’s de-
veloping economies during the 
1950s and 1960s. Indeed, many 
observers then considered resource- 
rich countries such as India and 
Myanmar to be the forerunners in 
industrialization.1

By the early 1960s, both the 
Republic of Korea and Taiwan

Province of China had reached the 
economic limitation imposed by 
their poor resource base, relatively 
small domestic markets, and the 
expected phasing out of large 
ODA from the United States of 
America. In the late 1950s invest-
ment was virtually stagnant in Tai-
wan Province of China; annual 
economic expansion in the Repub-
lic of Korea was relatively slow, 
averaging less than 4 per cent. 
Gross domestic product (GDP) 
growth in Singapore was some 5.5 
per cent on average in 1960-1965. 
Given the availability of their rela-
tively abundant, literate but inex-
pensive human resources,2 it ap-
peared inevitable for labour-inten-
sive, standard-technology manufac-
ture exports to be promoted 
through a reorientation of the trade 
policy regime. The major thrusts

1 J.N. Bhagwati, “ Outward orien-
tation: trade issues” , in V. Corbo, M. 
Goldstein and M. Khan, eds., op. cit., 
pp. 257-290; and “Development eco-
nomics: W hat have we learned?”
Asian Development Review, vol. 2, No.
1 (1984), pp. 23-38; and R. Findlay, 
“Trade and development: theory and
Asian experience” , Asian Development 
Review, vol. 2, No. 2 (1984), pp. 23- 
42.

2 G. Ranis, “The evolution of 
policy in a comparative perspective: 
an introductory essay” , K.T. Li and 
others, op. cit., pp. 1-25; I.M.D. Little, 
“The experience and causes o f rapid 
labour-intensive development...” , in E. 
Lee, ed., Export-led Industrialization 
and Development, op. cit., pp. 30-31; 
and C.Y. Lim and Associates, Policy 
Options for the Singapore Economy 
(Singapore, McGraw-Hill Book Com-
pany, 1988), pp. 6-8.

were then to ensure that domestic 
exporters had sufficient access to 
capital goods, raw materials and 
other inputs at close to interna-
tional prices. Exchange rate ad-
justments constituted perhaps the 
most common element of the re-
form process. These were rein-
forced by other instruments such 
as the provision of enhanced in-
centives, including favourable tax/ 
subsidy treatment for exporters and 
overseas investors, a reduction in 
trade barriers, plus the establish-
ment of several export processing 
(or free export) zones.

1. The newly industrializing  
economies

Among the major changes in 
the Republic of Korea was an ex-
change rate devaluation of about 
one half in 1961. However, ex-
ports failed to respond during the 
next two years largely because of 
inadequate export incentives; these 
had been fixed way back in the 
early 1950s. The tide was turned 
with a sharp increase in the level 
and range of export subsidies in
1963 (by about 25 per cent in 
value terms), and by two further 
devaluations of almost 65 per cent 
in 1964 and 24 per cent in 1965.

Quantitative import controls 
were gradually relaxed after the 
mid-1960s by increasing the 
number o f  items eligible for unre-
stricted import. Further liberaliza-
tion was made in 1967 when the 
so-called positive list, under which 
only those commodities specified 
in the trade programme could be 
imported, was replaced by the
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negative list system whereby all 
commodities not listed were auto-
matically approved for import. 
Unlike in the case of Taiwan 
Province of China, however, the 
Republic of Korea did not imple-
ment any substantial reduction in 
the tariffs. The tariff reform un-
dertaken in 1967 ultimately led to 
very few changes and, in general, 
customs duties rose marginally al-
though the highest rate was re-
duced to 150 per cent.3 Since 
tariffs remained at a fairly high 
level, the country then had to rely 
extensively on a large number of 
export incentives to help equalize 
the average effective subsidy rates 
between domestic sales and ex-
ports. In 1968, such incentives 
formed about 30 per cent of the 
value of merchandise exports.4

Trade and exchange reforms 
were initiated earlier in Taiwan 
Province of China, roughly in 1958. 
Currency devaluation was accompa-
nied by a substitution of the then 
multiple exchange rates with a dual 
rate system consisting of a basic 
official exchange rate and an ex-
change certificate rate which fluc-
tuated greatly with market forces 
for some time before stabilizing at 
about 40 New Taiwanese dollars 
per 1 US dollar. The dual ex-
change rate system was unified at 
this level in June 1961 and, re-
markably, this nominal exchange 
rate remained largely unchanged 
within a narrow band of about 10 
per cent for the next two decades.

In addition, there was a wide 
range of export incentives, mainly 
of a fiscal nature. Rebates of du-
ties on imported raw materials 
were granted along with exemption 
of export earnings from business 
and other taxes. Export perform-
ance was further encouraged by an 
allowed reduction, of 2 per cent, 
of earnings from taxable income, 
or by a lower tax, of 10 per cent, 
for certain industries exporting 
more than one half of their output. 
From 1966 onwards, exports were 
also promoted through the estab-
lishment of duty-free export 
processing zones. At the same 
time, import controls were also 
gradually liberalized while the 
level and range of import tariffs 
reduced. The average nominal tar-
iff rate, measured as the ratio of 
customs revenue to total imports, 
consequently declined from 42.3 
per cent in 1955 to 28.1 per cent 
in 1960; it fell in further stages 
to 22 per cent in 1965 and 18 per 
cent in 1970.5

Hong Kong had had an out-
ward-oriented trade and commer-
cial policy, with almost no govern-
ment intervention in the allocation 
of foreign exchange or regulation 
of imports through quantitative re-
strictions. Nor did it have protec-
tive tariff walls or barriers and 
other performance requirements as 
regards foreign investment. Singa-
pore was somewhat different. For 
about half a decade until the mid- 
1960s, the country had experi-
mented with import substitution as 
a development approach; between 
1960 and 1962, for example, pro-
tective import duties were imposed 
on quite a few products. The im-
port substitution policies were in-
tensified with Singapore's partici-
pation in the Federation of Malay-
sia, as it was then believed that

the larger domestic market would 
provide an even greater potential 
for growth. Quantitative restric-
tions were instituted in 1963 and 
by 1965 as many as 230 com-
modities were subject to import 
quotas.6

The separation of Singapore 
from political union with Malaysia 
in 1965 marked the beginning of a 
strategic shift in development ori-
entation to avoid similar structural 
constraints faced by the Republic 
of Korea and Taiwan Province of 
China several years earlier. Be-
sides, greater outward orientation 
would also facilitate a better ex-
ploitation of the country’s excellent 
natural harbour and strategic loca-
tion in the midst of international 
trade routes and resource-rich 
neighbours.

Of the major policy adjust-
ments and reforms in Singapore 
between 1965 and 1973, one was 
the replacement of import quotas 
by tariffs. All but 88 commodity 
import quotas were replaced by 
tariffs in 1966; the number was 
further reduced to 26 by 1969 and 
only 3 by 1973. The second re-
lated to a gradual reduction in the 
range of imported items subject to 
tariffs from 398 to 197 in number 
between 1967 and 1973.7 Through-
out this period, export incen-
tives in the form of duty draw-
backs and tax concessions were 
offered to domestic exporters to 
mitigate the anti-export bias of im-
port tariffs. A third significant 
change was an intensified promo-
tion of foreign investment through 
a liberal policy stance, including 
the provision of a variety of tax 
exemptions and financial incen-
tives.

6 C.Y. Lim and Associates, op. c i t ., 
pp. 6-11; and H.H. Tan and O.C. 
Hock, “Incentive policy and economic 
development: Singapore” , B. Balassa
and others, op. cit., pp. 280-309.

7 Ibid.
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3 L.E. Westphal and K.S. Kim,
“Incentive policies and economic de-
velopment: Korea” , Development
Strategies in Semi-industrial Econo-
mies, B. Balassa and others (Balti-
more, The Johns Hopkins University 
Press, 1982), pp. 212-279.

4 Ibid. The incentives consisted
of tariff exemptions, 14.4 per cent; 
indirect tax exemptions, 7 per cent; 
interest rate subsidies, 4.5 per cent;
wastage allowance, 2.4 per cent; direct 
tax deductions, 1.1 per cent; and utili-
ties rate reductions, 0.4 per cent.

5 T.H. Lee and K. Liang, “Incen-
tive policies and economic develop-
ment: Taiwan” , B. Balassa and oth-
ers, op. cit., pp. 310-350.



In general, the decade or so 
from the first oil price shock bore 
witness to the first phase of trade 
and commercial policy shifts in fa-
vour of greater outward-oriented 
development in the developing 
ESCAP region. The main objec-
tive was to give domestic produc-
ers a fair chance to compete in 
the international market by a sys-
tem of conditional, time specific 
and often gradually declining pro-
tection; this “ dual track” system 
thus embodied an appreciable de-
gree of government intervention 
and guidance on a wide front in 
several of the NIEs.8 The policy 
shift, together with a highly hospi-
table external environment, contrib-
uted to sharp upward trends in the 
economic performance of the 
NIEs. The average GDP growth 
in 1965-1973, fueled largely by 
high rates of expansion in labour- 
intensive manufacture exports, was 
about double that registered during 
the early 1960s; it was appreciably 
higher than the growth realized by 
other ESCAP subregions (tables 
II.3 and II.4, and figure II.4).

2. Economies in other 
subregions

Import substitution trade poli-
cies were, by and large, main-
tained in most South Asian econo-
mies during the period under con-
sideration. Tariffs were generally 
much higher and the domestic cur-
rencies considerably overvalued. 
A number of economies in the 
subregion even intensified the pre-

G.M. Meier , op. cit.; L.J. Law, ed., op. 
cit.; K.T. Li and others, The Evolution 
o f Policy behind Taiw an’s Develop-
ment Success, op. cit.; R. Wade, “The 
role o f government in overcoming 
market failure H. Hughes, ed.,
op. cit., pp. 147-154; and A.H. 
Amsden, A sia ’s Next G iant - South  
Korea and Late Industrialization  (New 
York, Oxford University Press, 1989).

vailing policy stance through the 
implementation of more detailed 
and discretionary quantitative re-
strictions on imports; often this 
was in response to a balance-of- 
payments crisis or an incomplete 
attempt at some trade liberaliza-
tion. Since most South Asian 
countries followed fairly conserva-
tive fiscal and monetary policies, 
however, major macroeconomic im-
balances and inflation were gener-
ally avoided.9

The trade and commercial 
policy regime of the ASEAN-4 
during the same period was one 
that fell between the strong out-
ward orientation of the NIEs and 
the strong inward orientation of

Newly industrializing economies
Hong Kong 
Republic o f  Korea 
Singapore
Taiwan Province o f  China

ASEAN-4
Indonesia
Malaysia
Philippines
Thailand

Transitional economies
China
Lao People’s Democratic Republic 
Viet Nam

the South Asian subregion. Im-
port tariffs in these market econo-
mies of South-East Asia were 
generally lower, and in some of 
them quantitative restrictions on 
imports were also less pervasive. 
The impulses and imperatives for 
major policy adjustments and re-
forms were then not strongly felt, 
perhaps because the wide range of

9 J.N. Bhagwati and T.N. 
Srinivasan, Foreign Trade Regimes 
and Economic Development: India
(New York, National Bureau o f Eco-
nomic Research, 1975); W.J. James, S. 
Naya and G.M. Meier, op. cit.; and 
World Bank, World Development Re-
port 1987.

1965 1973

1 142.7 5 071.3
175.0 3 225.0
981.3 3 653.0
450.0 4 483.0

708.0 3 211.0
1 235.8 3 050.1

697.9 1 885.3
622.0 1 564.0

2 563.0 5 876.0
1.0 5.0

21.0 58.0

South Asia and the Islamic Republic o f Iran
9.753 ... hsedalgnaB
2.719 2 7.686 1 aidnI
0.702 6 0.503 1 narI fo cilbupeR cimalsI
3.031 2.522 ramnayM
8.26 0.75 lapeN
6.459 4.825 natsikaP
2.014 3.904 aknaL irS

Pacific island economies
Fiji 53.6 94.2

8.415 1.95 aeniuG weN aupaP
6.31 4.5 sdnalsI nomoloS
5.4 8.2 agnoT
8.02 1.9 utaunaV

Sources: International Monetary Fund, Tape No. IFSDATA 92531F; and Inter-
national Financial Statistics (October 1991); and national sources.

Table II.3. Selected developing economies of the ESCAP region. Mer-
chandise export earnings, 1965 and 1973
(Millions o f  US dollars)
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primary commodity exports and 
large inward ODA were still pro-
viding the ASEAN-4 with good 
foreign exchange receipts which, 
in turn, kept their trade and cur-
rent account deficits within man-
ageable limits. In particular, mer-
chandise exports were growing at 
around 12-14 per cent annually

during the period 1965-1973, ex-
cept in Indonesia where the rate 
was almost 21 per cent (figure 
II.4). It has been pointed out, in 
fact, that the limits to import-sub-
stituting industrialization depend 
appreciably on the trends in 
concessional foreign aid and/or the 
ability of the country concerned to

continuously expand earnings on 
primary commodity exports at a 
rate sufficient to meet growing in-
vestment and consumption require-
ments. Once these foreign ex-
change flows slow down for rea-
sons of external shocks or shifts 
in market conditions, among 
others, import-substituting industri-

Table II.4. Selected developing economies of the ESCAP region. Relative shares of selected categories of mer-
chandise exports in total earnings, 1965 and 1975

(Percentage o f  total export earnings)

Sources: United Nations, Yearbook o f  International Trade Statistics, 1969  (United N ations publication, Sales No. 
E.71.XVII.5); and United Nations Conference on Trade and Development, Handbook o f  International Trade and Development 
Statistics 1985 (United Nations publication, Sales No. E/F.85.II.D.12); and national sources.

a SITC 0, 1, 22, 4, 27, 28 and 68. b SITC 3. c SITC 26 + 65 + 84. d SITC 7. e 1968. f  1970.
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Food and  
metalsa

1965 1975

Fuelb

1965 1975

Textiles fibres, 
yam  and  
clothingsc

1965 1975

Machinery 
and transport 
equ ipm en td

1965 1975

Newly industrializing economies
Hong Kong 
Republic o f  Korea 
Singapore
Taiwan Province o f  China

ASEAN (excluding Singapore)
Brunei Darussalam
Indonesia
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Figure II.4. Selected developing economies of the ESCAP region. Annual 
average growth rates of real gross domestic product and merchandise ex-
port earnings, 1965-1973

alization would be severely con-
strained.10

B. BETW EEN THE TWO OIL 
PRICE SHOCKS

1. The newly industrializing 
economies

The real test and resilience of 
the relatively innovative approach 
of protection coupled with compe-
tition, characteristic of the modifi-
cations to trade and commercial 
policy among the NIEs in the 
1960s, came in the decade since 
the first oil price crisis; this pe-
riod contained perhaps several of 
the most turbulent and growth 
constraining developments since 
the Great Depression four decades 
earlier (box II.3). In general, the 
NIEs responded to these adverse 
conditions by further rationalizing 
and liberalizing, as appropriate,

their policy regime for even 
greater outward orientation. This 
response was made mainly through 
a reduction of the export incen-
tives introduced earlier, and by 
lowering tariffs as well as quanti-
tative restrictions on imports to in-
duce greater productivity and com-
petitiveness.

The process of speeding up 
trade liberalization had already 
started during 1970 in Taiwan 
Province of China. As a first 
step, the 10 per cent income tax 
reduction available for exporters of 
manufacturing and mining products 
and several other subsidies for ex-
ports were discontinued. The 
overall export incentives, which 
constituted about 14 per cent of 
the value of exports in the early 
1970s, were gradually lowered to 
about 8 per cent by 1976. These 
policy measures were accompanied 
by a reduction in the level and 
dispersion of tariff rates, as well 
as by a substantial import deregu-
lation, so that by 1975 more than 
96 per cent of some 15,000 im-
port items were free from quantita-

The period from the early 
1970s to the m id-1980s witnessed a 
series o f  profound external shocks 
to the world and regional econo-
mies. The approximately fourfold 
rise in oil prices in 1973/74 and 
another twofold rise in 1979/80 im-
mediately caused a substantial loss 
o f  real income among the oil deficit 
economies o f  the region. The total 
im pact on these economies and on 
the oil exporters, however, differed 
significantly owing to the diverse 
range o f  responsive restructuring 
and other adjustments to external 
shocks. For several o f  them, these 
shocks may have been a blessing in 
disguise.a

An accommodating monetary 
stance adopted by the countries o f 
the Organisation for Economic Co-
operation and Development (OECD) 
led to a quick recovery from the 
recession following the first oil 
price shock. The policy, however, 
also culminated in the persistence o f 
negative real interest rates up to the 
second oil price shock. This facili-
tated considerably the unprecedented 
commercial recycling o f  oil-gener-
ated surpluses, largely by lending to 
or through sovereign entities. N et 
borrowings by developing Asian and 
Pacific economies from the interna-
tional financial markets, which stood 
at $3.3 billion in 1974, expanded to 
almost $7 billion a year in 1975- 
1979.b A t  the same time, the large 
flow o f  human resources for work 
in the boom ing M iddle East yielded 
substantial inward private remit-
tances. Such transfers were equiva-
lent to 3-4 per cent o f  gross domes-

a S. M angkusuwondo, “Trade 
policy as a strategy for structural ad-
justm ent” , Strategy fo r  Structural 
Adjustm ent - The Experience o f  
Southeast Asia, International Mon-
etary Fund, ed. (Washington, D.C., 
IMF, 1990), pp. 88-89.
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10 J. Fei, “A bird’s eye view of
policy evolution on Taiwan: an intro-
ductory essay” ; K.T. L i and others, 
op. cit., pp. 26-46. See also H. 
Chenery, op. c it, pp. 29-46.

Box II.3. External



shocks: a blessing in disguise?

tic product (GDP) or gross national 
product (GNP) in Bangladesh and the 
Republic o f  Korea and up to 8 per 
cent in India and Pakistan early in 
the 1980s; the annual rate o f  growth 
in the nominal amount o f remittances 
during most o f  the 1970s ranged 
from upwards o f  20 per cent in India 
and Bangladesh.c

At the same time, there was an-
other surge o f  direct investment from 
Japan and the United States. The 
rapid pace o f  income growth and in-
dustrial restructuring had eroded Ja-
pan’s comparative advantage in la-
bour-intensive, light manufactures 
from the mid-1960s. The problem 
was compounded by the large appre-
ciation o f the yen, totalling some 25 
per cent, and trade friction with the 
United States over textile exports in 
the early 1970s.d The oil price 
shocks induced significant restructur-
ing through, among other channels, 
industrial transpantation overseas by 
resource-poor Japan and by the 
United States, among other capital ex-
porters, to gain location-specific ad-
vantages such as lower costs, easier 
access to resource availability, and 
more accommodating environmental 
and other requirements.

b In comparison, the total volume 
of bank finance raised on these com-
mercial markets by all developing 
countries amounted to $13.3 billion in 
1974 and $29 billion annually over 
the same period. United Nations Cen-
tre on Transnational Corporations, 
Transnational Banks and the Interna-
tional Debt Crisis, document No. ST/ 
CTC/96 (New York, 1991) pp. 16-17 
and p. 110.

c Survey, 1982, pp. 144-145; and 
Survey, 1984, p. 140.

d H. Patrick and H. Rosovsky, eds., 
A sian’s New Giant - How the Japa-
nese Economy Works? (Washington,
D.C., The Brookings Institution, 
1976).

Reinforced by buoyant com-
modity prices during most o f  the 
1970s, the availability o f  substantial 
external resources eased considerably 
the burden o f  restructuring as they 
helped sustain growth and invest-
ment in the short term among many 
developing economies in the region. 
Indeed, in the mid- to late 1970s a 
number o f  them registered occa-
sional surpluses or lower deficits on 
the external current accounts; these 
countries included, besides the oil 
exporters, Bangladesh, India, Paki-
stan, the Philippines and Sri Lanka. 
The newly industrializing economies 
(NIEs), most o f which had em-
barked about a decade earlier on 
outward-oriented industrialization, 
and several market economies o f 
South-East Asia also benefited con-
siderably from the evolving patterns 
o f international trade and capital in-
flows as o f the mid-1970s.

In particular, the flows o f  di-
rect investment to the NIEs aver-
aged $0.9 billion a year in 1975- 
1980 and $2.0 billion in 1981- 
1985; the corresponding figures for 
the ASEAN-4 (Indonesia, Malaysia, 
the Philippines and Thailand) were 
$0.9 billion and almost $1.7 billion 
respectively. In the 1980s China be-
came a major recipient o f foreign 
direct investment, with the inflows 
averaging $0.8 billion a year during 
the period 1981-1985; the South 
Asian subregion, by and large, was 
the destination o f  only a small 
amount o f  such resources.e The 
initial industrial restructuring in East 
and South-East Asia, plus the cumu-
lative learning experience acquired 
through inward direct investment, 
laid the foundation for more effec-
tive absorption in the mid-1980s o f 
another upsurge o f  investment out-
flows, and the associated changes in 
comparative advantage, from Japan

e Survey, 1988, p. 81.

and the NIEs themselves; again, the 
large bulk o f  such resource transfers 
accrued to economies in these two 
subregions.

The above trends and develop-
ments represented various longer- 
term consequences o f  the major 
external shocks experienced by the 
developing economies o f  the region. 
The large resource inflows following 
the first oil price shock o f  the early 
1970s facilitated concerted domestic 
stabilization and adjustment efforts 
so that many o f  them, notably the 
NIEs, managed to withstand reason-
ably well the second oil price shock 
as well as the serial economic dis-
turbances in its wake. However, 
macroeconomic imbalances in many 
other economies, including several 
net oil exporters, became less man-
ageable in the early 1980s. This is 
because the availability o f  large ex-
ternal savings in the 1970s had di-
luted the urgency or necessity o f 
adjusting domestic demand and eco-
nomic structure to accommodate 
better the changed relative prices 
and hence comparative advantage; in 
the process, several o f  them became 
“ high cost”  economies, not least 
because o f  the consequent apprecia-
tion in their effective exchange rates 
during a large part o f  the 1970s. 
The ASEAN-4 had to embark on 
major adjustment programmes in the 
early and mid-1980s while external 
loans, a large proportion o f  which 
was on commercial terms, provided 
some temporary breathing space (or 
respite) in some o f the economies 
in the region; as a whole, the re-
gion’s external indebtedness conse-
quently expanded from $137 billion 
to $305 billion between 1980 and 
1988. This option became increas-
ingly costly and, aggravated by the 
adverse effects o f  the Persian Gulf 
crisis among other constraints, ne-
cessitated the imposition o f far- 
reaching stabilization and restructur-
ing efforts among several economies 
o f  the region as o f  the late 1980s.
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tive restrictions.11 Another major 
adjustment was the floating in 
1978 of the exchange rate, whose 
flexible management subsequently 
provided a supportive environment 
for further industrialization through 
trade.

The Republic of Korea also 
accelerated the process of trade 
liberalization initiated earlier, al-
though the pace of policy adjust-
ments and reforms proceeded by 
and large less rapidly. Quantita-
tive import restrictions were re-
duced and tariffs lowered between 
1973 and 1977. Export subsidies 
were also cut down through the 
elimination of tax benefits on in-
come derived from exports and a 
reduction in tax rebates and the 
wastage allowances on imported 
inputs used in export production.

All these efforts helped sus-
tain the NIEs’ rapid export expan-
sion, ranging from around 25-28 
per cent annually in the case of 
Hong Kong and Taiwan Province 
of China to over one third as in 
the Republic of Korea and Singa-
pore during the period 1973-1980 
(table II.5 and figure II.5). Export 
market penetration was fueled 
largely by a diversified range of 
processed food items and raw ma-
terials, textile products and foot-
wear, and to a lesser extent, elec-
trical machinery. The relative im-
portance of manufactures went up 
from an average of 50-60 per cent 
to over three quarters of export 
earnings by the Republic of Korea 
and Taiwan Province of China be-
tween 1965-1967 and 1970-1972; 
these exports provided annually 
about one billion dollars during 
the later period, compared to $150

11 J. Riedel, “Economic develop-
ment in East Asia: Do what comes
naturally?” , H. Hughes, ed., op. cit., 
pp. 1-38; and B. Balassa, “The newly 
industrializing development countries 
after the oil crisis” , Weltwirtschaftliches 
Archiv, vol. 117, pp. 142-194.

and $280 million respectively five 
years earlier. Over the same peri-
ods, the value of manufactured ex-
ports more than doubled in Hong 
Kong and Singapore, although by 
virtue of the latter's location-spe-
cific advantages, the share of pri-
mary commodities still constituted 
about two thirds of Singapore's ex-
port receipts.

From the early 1970s, how-
ever, the NIEs were finding it dif-
ficult to sustain high growth rates 
of labour-intensive, light manufac-
ture exports. The unprecedented 
growth of employment consequent 
on trade reorientation during the

previous decade had led to a very 
tight labour market, despite notable 
increases in labour force participa-
tion rates, and female employment 
especially. This contributed to 
higher real wage rates. The oil 
price crises, by raising wages and 
other costs, served to reduce fur-
ther the export competitiveness of 
traditional labour-intensive manu-
factures. In addition, rising infla-
tion and unemployment, among 
other economic difficulties within 
OECD countries in the wake of 
the oil shocks, contributed to the 
imposition of additional barriers 
against imports, and to trade fric-

Table II.5. Selected developing economies of the ESCAP region. Mer-
chandise export earnings, 1973, 1980 and 1990
(Millions o f US dollars)

1973 1980 1990

Newly industrializing economies
Hong Kong 5 071.3 19 751.7 82 159.9
Republic o f  Korea 3 225.0 17 505.0 64 956.0
Singapore 3 653.0 19 375.7 52 752.0
Taiwan Province o f  China 4 483.0 19 811.0 67 214.0

ASEAN-4
Indonesia 3 211.0 21 909.0 25 675.0
Malaysia 3 050.1 12 958.0 29 409.0
Philippines 1 885.3 5 741.1 8 067.0
Thailand 1 564.0 6 505.0 23 068.0

T ransitional economies
China 5 876.0 18 099.0 60 920.0
Lao People’s Democratic Republic 5.0 5.0 63.0
Viet Nam 58.0 537.0 2 100.0

South  Asia and  the Islam ic Republic o f I ra n
Bangladesh 357.9 793.4 1 671.0
India 2 917.2 8 585.5 17 975.0
Islamic Republic o f  Iran 6 207.0 13 235.0 8 322.0 a
Myanmar 130.3 472.3 325.0
Nepal 62.8 80.4 210.0
Pakistan 954.6 2 618.4 5 589.0
Sri Lanka 410.2 1 066.9 1 983.0

Pacific island economies
Fiji 94.2 376.9 203.0
Papua New Guinea 514.8 1 031.3 1 133.0
Solomon Islands 13.6 73.3 70.0
Tonga 4.5 7.2 12.0
Vanuatu 20.8 34.4 20.2 b

Sources: International Monetary Fund, Tape No. IFSDATA 92531F; and Inter-
national Financial Statistics (October 1991); and national sources.

a 1986. b 1988.
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Figure II.5. Selected developing economies of the ESCAP region. 
Annual average rate of export earning growth, 1973-1980 and 1980- 
1990

tion.12 At the same time, the oil 
price hikes and basic advances in 
microelectronics induced further 
waves of transplantation of sunset, 
energy- and/or resource-intensive 
industries, particularly from Japan 
and the United States, and of sub-
contract networking arrangments 
through foreign trade and invest-
ment.

Both positive and adverse im-
pulses thus posed additional chal-
lenges to macroeconomic manage-
ment among the NIEs. The re-
sponses showed characteristic dif-
ferences reflecting diverse local 
economic circumstances and policy 
emphases. A common objective, 
however, was manifested in con-
certed efforts to shift the prevail-
ing output mix towards more skill- 
and capital-intensive manufactures. 
The Republic of Korea strongly 
promoted the setting up of heavy 
industries such as steel, industrial 
chemicals and heavy machinery. 
Of the key instruments utilized for 
this purpose was the provision of 
large volumes of heavily subsi-
dized credit, as well as the impo-
sition of selective import controls 
and tariffs on these product cat-
egories.

In Singapore, there was also 
direct government intervention, but

in the labour market and not in 
the capital market or the trade re-
gime. First, statutory wages and 
related costs were raised in suc-
cessive increments by a total of 
about 80 per cent during the pe-
riod 1979-1981.13 Another set of 
correction measures, instituted in 
1980, related to the phasing out 
by 1990 of unskilled foreign work-
ers from non-traditional sources 
(that is those not from Malaysia). 
The policy was subsequently re-
placed in April 1987 by a scheme 
in which unskilled workers from 
these sources could be recruited 
only for construction, shipbuilding 
and domestic service; a variable 
monthly levy would be payable 
per worker so employed under the 
scheme.14

There was relatively less inter-
vention in Taiwan Province of 
China, as a result of its prevailing 
trade and commercial policy re-
gime. Changes in the composition 
of industrial output materialized 
largely because of private sector 
responses to changing market op-
portunities rather than because of 
additional policy inducements or 
steerage. The exceptions, however, 
were in the building up of the 
steel, ship-building, and petro-
chemical industries, which were 
State-owned.15 In addition, Tai-

13
The high-wages policy was sus-

pended in 1985 when the country 
went through an economic recession. 
See Survey, 1985, pp. 44-45.

14 While the phasing out pro-
gramme was a quantitative control 
measure, the levy permitted consider-
able flexibility, since changes in the 
amount o f levy were, in effect, a price 
control for smoothing out unexpected 
or destabilizing mis-alignment between 
demand and supply in specific sectors. 
C.Y. Lim and others, op. cit., pp. 147- 
149.

15 J. Scitovsky, “Economic devel-
opment in Taiwan and South Korea, 
1965-1981” , L.J. Lau, ed., op. cit., p. 
172.

147

1 2
For example, footwear imports

by the United States went up from
$0.6 billion in 1970 to $3 billion in
1979; the share coming from the Re-
public of Korea and Taiwan Province
of China went up from 8 to over 40
per cent between 1970 and 1977
when quotas were placed on imports
from these two sources. Although the
quotas expired in m id-1981, there was
general agreement on export restraints
as regards this particular product cat-
egory. R. Benjamin and T.R. Kudrle, 
eds., The Industrial Future o f  the Pa-
cific Basin (Boulder, Westview Press,
1984), p. 48.



wan Province of China launched, 
in July 1979, a 210-hectare sci- 
ence-based industrial park which, 
as a duty-free and bonded area 
reserved for the operation of high- 
technology firms, was a version of 
the export-processing zones set up 
in the previous decade.

2. ASEAN-4

The oil shocks also posed sig-
nificant problems for the ASEAN- 
4, though the nature of adjustment 
difficulties varied substantially 
across countries. The net oil im-
porters, such as the Philippines 
and Thailand, faced serious terms- 
of-trade losses and associated fi-
nancing problems. Indonesia and, 
to a lesser extent, Malaysia experi-
enced significant windfall gains 
which, however, contributed to the 
so-called problem of “Dutch dis-
ease” , including an appreciation 
of the domestic currency, increased 
import demand, and a shift of re-
sources away from sectors produc-
ing traded to non-traded goods. 
The windfalls and the widespread 
recycling of oil-based surpluses 
through the international capital 
market served to postpone trade 
reforms in Indonesia, except for a 
large devaluation of the rupiah in 
1978; the country then had per-
haps a greater bias in favour of 
import substitution among the 
ASEAN-4. Malaysia also did not 
attempt any major trade and com-
mercial policy reforms, not least 
because it already had probably 
the least protected industrial sector 
among the ASEAN-4.

In order to adjust to the sub-
stantial increases in the oil import 
bill, both the Philippines and Thai-
land encouraged manufactured ex-
ports through a relaxation of ex-
port controls, while export taxes 
were abolished or reduced consid-
erably as of the mid-1970s. Nei-
ther attempted any major tariff cut 
or lowering of quantitative limits 
on imports, though such restric-

tions had generally been less per-
vasive in Thailand. Their tariffs 
had the typical cascading structure, 
with the highest levels of protec-
tion granted to finished goods and 
the lowest to raw materials and 
primary products.16

The anti-export bias of tariffs 
was mitigated by a set o f liberal 
export incentives somewhat of the 
same nature as those introduced 
by the Republic of Korea and Tai-
wan Province of China in the mid- 
1960s. Exporters were granted 
duty-free imports of necessary in-
puts, special rebates on fiscal lev-
ies and charges, including income 
and turnover taxes, and conces-
sional credit facilities. In addition, 
the Philippines tried to reduce the 
overvaluation of the peso; because 
of protracted macroeconomic im-
balances, however, the real depre-
ciation following the nominal ad-
justment was largely eroded by do-
mestic inflation. Overall, the trade 
policy changes attempted by the 
Philippines and Thailand in the 
mid-1970s could be characterized 
as a milder version of the “dual-
track” strategy of domestic protec-
tion coupled with external compe-
tition characteristic of the reforms 
implemented by their counterparts 
in East Asia about a decade ear-
lier.

3. South Asia

Many countries in the subre-
gion - Bangladesh, Pakistan and 
Sri Lanka especially - experienced 
a significant deterioration of their 
current account deficits after the 
first oil price shock. However, 
prudent fiscal policies contributed 
to reasonable degrees of price sta-
bility, notwithstanding the transient 
inflation due to weather-related 
poor harvests in both the early 
and late 1970s. The consequent

16 W.J. James, S. Naya and G.M.
Meier, op. cit., pp. 47-51.

boom in the Middle East led to a 
fairly substantial increase in for-
eign exchange remittances from 
South Asian nationals working 
there. This helped some of these 
countries to finance the enlarged 
current account deficits to a con-
siderable extent; there were at the 
same time greater domestic pro-
duction of commercial energy and 
conservation efforts. Indeed, India 
was sustaining sizeable current ac-
count surpluses, averaging over 
$1.45 billion, along with fairly 
comfortable foreign exchange re-
serves during the period 1976- 
1978.

These adjustments to the first 
oil shock were, therefore, reason-
ably smooth in most parts of 
South Asia. Yet, industrial growth 
by and large had been rather slug-
gish in the subregion. More im-
portantly, many industrial sectors 
were becoming inefficient with 
outdated or backward technologies; 
this was posing one of the biggest 
constraints on the vitality of their 
manufactured exports. There was 
also increasing evidence in the 
mid-1970s of the important contri-
bution of liberal trade and com-
mercial policies. Such contribu-
tion was felt not only in the rapid 
growth and changing structure of 
exports, but also in higher levels 
of operational technologies as well 
as of efficiency in the mobilization 
and uses of both local and exter-
nal resources.17

These were among the main 
factors which provided the initial 
impetus to a series of trade policy

1 7
See, for example, J.B. Donges 

and J. Riedel, “ Expansion of manu-
facture exports in developing coun-
tries: an assessment o f supply and
demand issues” , Weltwirtschaftliches 
Archiv, vol. 113 (1977), pp. 58-87; 
and A.O. Krueger, Foreign Trade R e-
gime and Economic Development - 
Liberalization Attempts and Conse-
quences (Cambridge, Massachusetts, 
Ballinger, 1978).
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changes, among other adjustments, 
in South Asia spanning roughly a 
decade from the late 1970s. By 
the standards of their East Asian 
counterparts, the policy modifica-
tions effected by most South Asian 
countries until the early 1980s had 
been quite moderate. They were 
limited mainly to procedural sim-
plification and rationalization of 
the regulatory apparatus governing 
foreign trade, and to the introduc-
tion of a number of export incen-
tives. Few if  any attempts had 
been made to effect a significant 
relaxation of quantitative restric-
tions on imports or large-scale im-
port liberalization through tariff 
cuts.

Sri Lanka provided the only 
exception to this general trend. 
After a long period of inward-ori-
ented development through heavy 
protection, among other policy ele-
ments, major initiatives in trade 
liberalization and domestic deregu-
lation were introduced in 1977. 
On the trade policy front, most 
quantitative restrictions on imports 
were replaced by tariffs and the 
tariff structure itself was simpli-
fied. The new range had six 
bands, with tariff rates varying be-
tween zero on essential consumer 
goods (like rice, flour and pharma-
ceutical products) and 500 per 
cent on luxury items. The dual 
exchange rate system was unified 
at an exchange rate which repre-
sented a devaluation of about 50 
per cent. Controls on foreign ex-
change transactions and repatria-
tion of profits were eased and an 
industrial free trade zone was also 
created.18

18 World Bank, World Develop-
ment Report 1987; and B. B. Aghelvi,
I. Kim and H. Neiss, “Growth and 
adjustment: Experiences of selected
subcontinent countries” , Beyond A d-
justm ent - The Asian Experiences, P. 
Streeten, ed. (Washington, D.C., IMF,
1988), pp. 30-53.

4. Other developing subregions

Another important landmark in 
the second phase of policy shift 
among the developing economies 
of the ESCAP region was repre-
sented in a set of bold and com-
prehensive measures implemented 
from about 1978 by the transi-
tional economies to bring eco-
nomic performance more closely 
into line with potential; the key 
thrusts included: the opening up of 
the domestic economy to foreign 
trade and investment, rationaliza-
tion of the price and wage sys-
tems, and the restructuring of the 
organization of production. Never-
theless, the scope, sequence and 
pace of these intersectoral and in-
teractive policy adjustments and 
reforms have reflected the consid-
erable diversity in economic size, 
institutional base and, above all, 
initial conditions within the local 
context. The major modifications 
to trade and commercial policy, 
which were under way in the 
1980s among the transitional 
economies, will be considered at 
some length in the next section, 
where policy management among 
the developing economies of the 
ESCAP region during the 1980s is 
discussed.

With few exceptions, many 
Pacific island countries attained 
self-government or political inde-
pendence in the mid-1970s, a pe-
riod of severe turbulence in the 
global environment. The available 
policy and institutional framework, 
plus the ancillary supply of public 
sector human resources, were 
therefore not always adequately de-
veloped or in place in several of 
them. In addition, all island 
economies are relatively open by 
virtue of their structural con-
straints.19 Typically, exports con-
sist of a few primary products of 
largely agricultural or mineral ori-
gin and in raw or semi-processed 
forms. On the other hand, food 
and fuel items form a major com-

ponent of import spending, 25 to 
35 per cent, and the import sur-
plus has remained very substantial 
in most island economies.

These structural characteristics 
coupled with a high incidence of 
natural disasters have rendered is-
land economic development highly 
unstable. Nevertheless, perform-
ance in the larger economies was 
generally favourable during most 
of the 1970s, reflecting the strong 
expansion in primary export pro-
duction and in government spend-
ing on infrastructure to facilitate 
internal growth. For example, 
GDP expanded annually from 
around 4-5 per cent in Fiji, 
Kiribati and Papua New Guinea, 
to a high 6-7 per cent in Solomon 
Islands and Tonga. However, 
growth started to slow down to-
wards the end of the decade, ow-
ing largely to the adverse impact 
of exogenous forces; performance 
in the 1980s deteriorated appreci-
ably, resulting in declines in the
standard of living in several 

20economies.
Responsive policy changes 

were implemented to bring about 
further economic deregulation so

19 In fact, international trade and 
capital have been the motive force be-
hind the spread of modem economic 
activities; these include commercial 
production and processing of primary 
commodities, domestic wholesale and 
retail trade, tourism and related activi-
ties, and banking and other business 
services. For details, see Survey,
1985, pp. 58-67; and Survey, 1989, 
pp. 128-136.

20
There were, among others, ad-

verse terms of trade due to the down-
ward trend in commodity prices, fre-
quent disastrous typhoons and bad 
weather conditions, concerted efforts at 
economic austerity and stabilization to 
restore internal and external balance in 
the wake of the second oil price and 
other shocks, and disruptions to pro-
duction and tourism arising from po-
litical turmoil and lower income 
growth from major tourist sources. 
See Survey, 1989, pp. 125-127.
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as to improve domestic efficiency, 
and to exploit opportunities for 
growth and transformation through 
international trade and investment. 
These and related issues concern-
ing viable policy options for re-
structuring will be considered in 
the section below.

C. DURING THE 1980s AND  
EARLY 1990s

By the beginning of the 
1980s, several developing econo-
mies in the region were facing 
widening structural imbalances: 
relatively high inflation, excess ca-
pacity, worsening current account 
deficits and increased debt-servic-
ing ratios, among other problems. 
Many of these difficulties were 
exogenous in nature, including the 
steep rise in external interest rates 
in the early 1980s, reduced avail-
ability of external and especially 
concessional finance, and the 
sharp downward trend in real com-
modity prices. Others emerged 
during the process of growth and 
transformation itself.

1. The newly industrializing  
economies

The Republic of Korea had 
made concerted efforts to shift the 
composition of domestic produc-
tion and exports towards more 
capital- and skill-intensive goods. 
The availability of substantial 
amounts of subsidized credit, com-
bined with an optimistic assess-
ment of domestic and world mar-
ket prospects, resulted in a dupli-
cation of investment by competing 
companies and the creation of 
considerable excess capacity in 
most of the industries concerned. 
At the same time, the relative ne-
glect of labour-intensive, light 
manufacturing weakened ongoing 
measures to improve the quality of 
traditional exports; it also contrib-
uted to the domestic shortage of

consumer goods and the conse-
quent upward drift in prices.

To add to the problems, fast 
credit expansion resulted in excess 
liquidity, thus putting further pres-
sure on domestic inflation and real 
wages. The country's external 
competitiveness was steadily 
eroded (box II.5, chapter III). The 
emerging strains were aggravated 
in 1980 by a disastrous harvest 
(with agricultural output falling by 
almost 4 percentage points of 
GDP), the several external shocks 
of the early 1980s, and domestic 
political disturbances. Largely as 
a consequence, economic perform-
ance in the Republic of Korea 
worsened sharply and real GDP 
declined by over 2 per cent in
1980, the first o f such set-backs 
in about two decades.21

As a response, the policy re-
gime governing foreign trade and 
exchange transactions was further 
liberalized. Since December 1974, 
the Korean won had been pegged 
to the United States dollar and, in 
order to restore external competi-
tiveness, the currency was deval-
ued by 17 per cent in 1980 and 
the rate of exchange linked to a 
basket of currencies. The effective 
exchange rate, which had appreci-
ated considerably during the sec-
ond half o f the 1970s, went down 
gradually by about one quarter 
during the first half of the follow-
ing decade.

Import liberalization was re-
sumed in spite of the adverse cli-
mate in export markets. During 
1983, for example, the automatic 
approval list for imports was ex-
panded by about 300 items, thus

21 B.B. Aghevli and J. Marquez- 
Ruarte, A Case o f  Successful Adjust-
ment: Korea’s Experience during
1980-1984, Occasional Paper No. 39, 
International Monetary Fund, 1985; T. 
Scitovsky, “Economic development in 
Taiwan and South Korea, 1965- 
1981” , L.J. Lau, ed., op. cit., pp. 174- 
176; and A.H. Amsden, op. cit., pp. 
196-202.

raising to about 50 per cent the 
proportion of unrestricted imports. 
Under a five-year import liberali-
zation plan announced in 1984, 
this proportion was to reach 85 
per cent in the same year; it was 
expected to rise to 95 per cent by
1988. The involved items in-
cluded machinery, electronics, tex-
tiles, petrochemicals, chemicals, 
steel and metal products. There 
were reinforcing tariff reforms dur-
ing the 1980s with the average 
(unweighted) tariff rate to be re-
duced from 32 per cent in 1982 to 
22 per cent in 1985 and to 18 per 
cent by 1988. In addition, the 
dispersion of tariff rates was also 
narrowed substantially from a 
range of 0 to 100 per cent to a 
uniform band of 20 per cent for 
finished products, and 5 to 10 per 
cent for raw materials.22

By the late 1980s, most of 
the proposed trade reforms had 
been carried out in the Republic 
of Korea. This mid-course correc-
tion, together with other structural 
adjustments plus short-term de-
mand management measures un-
dertaken in the early 1980s, con-
tributed much to the vitality of 
economic growth, averaging 10 per 
cent for most of the decade. In-
flation was also sharply lower, 
from 21 per cent in 1981 to 7 per 
cent in 1982 and to an average of 
around 4 per cent during the pe-
riod 1983-1990. Export expansion 
was back on track with the com-
position of merchandise heavily bi-
ased towards skill- and high-tech- 
nology products, most notably 
electronics parts and equipment, 
and other capital goods such as 
machinery and transport equipment 
(table II.6). The country also reg-
istered sizeable surpluses in the

22 B.B. Aghevli and J. Marquez- 
Ruarte, op. cit.; and World Bank, 
Trade and Industrial Policies in the 
Developing Countries o f  East Asia, 
(Washington, D.C., World Bank, Sep-
tember 24, 1987).
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current accounts, averaging $8.4 
billion or 6.9 per cent of GDP a 
year during the period 1986-1989 
(figure II.6). This has enabled the 
repayment of a large chunk of its 
external debt, and facilitated capi-
tal accounts liberalization, espe-
cially in outward remittances of 
foreign exchange in recent years. 
Consequently, the Republic of Ko-
rea has emerged as a significant

foreign investor within the devel-
oping ESCAP region.

The need for mid-course cor-
rection of the trade and exchange 
rate policy regime was relatively 
less pressing in Taiwan Province 
of China. This is due partly to 
the so-called linearity of policy 
evolution, whereby trade liberaliza-
tion, initiated some two decades 
earlier, had gathered momentum

through time in small cumulative 
steps rather than by large leaps 
and bounds; but all these policy 
adjustments and reforms were and 
continue to be in the general di-
rection of greater outward orienta-
tion.23

By 1976, about 96 per cent

G. Ranis, op. cit., pp. 1-25.

Table II.6. Selected developing economies of the ESCAP region. Relative shares of selected categories of mer-
chandise exports, 1970, 1980 and 1989
(Percentage o f  total export earnings)

23

Primary commoditiesa

1970 1980 1989

Fuelsb

1970 1980 1989

Textiles fibres, yarn 
and clothingsc

1970 1980 1989

Machinery and transport 
equipmentd

1970 1980 1989

Newly industrializing economies 
Hong Kong 
Republic o f Korea 
Singapore
Taiwan Province o f China

ASEAN (excluding Singapore) 
Brunei Darussalam 
Indonesia 
Malaysia 
Philippines 
Thailand

Transitional economies
China
Lao People’s Democratic 

Republic

South Asia and the Islamic Republic of Iran
Afghanistan
Bangladesh
India
Islamic Republic o f Iran
Myanmar
Nepal
Pakistan
Sri Lanka

Pacific island economies
Fiji
Kiribati
Papua New Guinea 
Samoa
Solomon Islands
Tonga
Vanuatu

3.5
15.3
18.0
19.9

0.4
31.0 
35.2
65.0
66.9

36.6f

41.6

2.9
8.4

10.5
9.1

0.0
11.5 
25.2
56.5
60.6

28.5

53.4

36.1
9.8f 

41.6
3.8

71.5

11.3
73.3

96.6 
99.9
84.6
92.4
55.7 
95.0 
92.3

30.6
12.5
35.7 

1.2
60.8
21.5 
23.9
47.8

90.8 
90.3
90.1
92.2
71.6 
93.1 
98.5

3.1 
4.8 
8.3
5.2

0.1e
18.5 
18.4e 
32.1e 
36.5e

16.3

23.9 e
17.0g
24.5 e 

1.1 g
61.3 e
22.5 e
14.4 e
37.1 e

63 .5
85.7i
85.6
87.8 e
70.0 e
81.1 e
77.8 e

0.0
1.1

23.2 
0.7

99.2
32.8 
7.3 
1.6 
0.3

12.5f

0.0

16.9 
0.0f 
0.8

88.6
1.2

1.2
0.0

0.0
0.0
0.0
0.0
0.0
1.2
0.0

0.1
0.3

28.9
1.5

100.0
71.9
24.7 
0.7 
0.1

16.3

0.0

33.1
0.0
0.4

92.8
7.6 
0.0 
7.1

17.9

0.0
0.0
0.0
0.0
0.0
0.0
0.0

0.3
1.0

15.1 
0.6

85.3 e
40.2
18.2e 
2.2e 
0.8 e

8.2

42.9 e 
1.3g 
5.0 e 

95.88
1.9e 
0.0 e 
0.5 e 
6.4 e

0.0   

0.0 
0.0 e 
0.0 e 
0.0 e
7.9 e

44.3 
41.1

5.6
29.0

0.0
0.2
0.7
2.2
7.5

3.3

28.3 
73.2f
26.7 

5.2 
0.5

43.7 f  
74.6
2.9

0.2
0.0
0.0
0.4
0.0
0.0
0.0

40.7
29.9
4.3

21.8

0.0
0.7
2.9 
6.7

10.0

26.3
74.5
25.5
4.3
2.4 

39.0
56.5 
12.9

0.1

0.0
0.2
0.0
1.1
0.0

39.5
23.9 
5.0

16.3

0.0 e
9.3 
5.5 e
7.9 e 

17.1e

27.9

67.9 8
24.9 e

51.9 h 
71.2 e
35.1 e

19.1

0.0 
0.0 e

8.9 e 
0.0 e

11.8
7.2

11.0
16.7

0.0
0.3
1.6
0.1
0.1

1.5 f  

0.5 f

0.0 
0.1 f
4.7 
0.1 
0.0

0.5
0.0

0.1
0.0
0.1
0.0
0.0
0.3
1.4

17.5 
20.3 
26.8 
24.7

0.0
0.5

11.5 
2.1
5.9

2.9

1.3

0.0
1.3
8.3 
0.1 
0.6 
0.0
1.3 
0.4

0.0
0.0
0.0
0.2
0.0
0.0
0.0

23.3
35.0
47.2 
35.6

0.5 e 
0.9

28.2e
9.7 e

15.4e

7.3

0.8 e 
1.4g
4.0 e 
0.1g
2.4 e 
0.6 e 
0.3 e 
1.1e

0.1  

0.0i 
0.6 
0.0 e 
0.0
5.8 e 
0.0 e

Sources: United Nations Conference on Trade and Development, Handbook o f  International Trade and Development Statis-
tics, various issues.

a SITC 0, 1, 22, 4, 28 and 68. b SITC 3. c SITC 26 + 65 + 84. d SITC 7. e 1988. f  1975. g  1987. h 1986.
i 1985.
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of the imported items had been 
freed from quantitative restrictions 
in Taiwan Province o f China. By 
1983, not only were quantitative 
restrictions on imports fully elimi-
nated but there had also been a 
substantial reduction in import tar-
iffs as well. In addition, following 
the floating of the exchange rate

in 1978, commercial banks were 
given the right to act as agents for 
the buying and selling of foreign 
exchange in 1983, thus making the 
exchange rate more fully reflective 
of market forces. Furthermore, 
July 1987 witnessed the decontrol 
of foreign exchange and since then 
capital account transactions have

Figure II.6. Selected developing economies of the ESCAP region. 
Current accounts balance as a percentage of gross demestic product, 
various periods

been greatly liberalized enabling 
freer transborder flows. Taiwan 
Province of China had also regis-
tered large current accounts sur-
pluses for most of the past two 
decades (figure II.6); the surplus 
became substantial and averaged 
annually almost 11.4 per cent of 
GDP during the period 1982-1990. 
It has also emerged as a major 
foreign investor in the region.

By the early 1980s, Singapore 
had a highly open trade and com-
mercial policy regime, almost 
comparable to that o f Hong Kong; 
tariff rates averaged only about 5-6 
per cent. Through a system of 
compulsory contractual savings, 
most notably the Central Provident 
Fund established in 1955, the 
country had been able to mobilize 
exceptionally large domestic sav-
ings which, at some 40 per cent 
of GDP, were the highest among 
the NIEs. These two factors 
helped considerably the implemen-
tation of Singapore’s high wage 
policy of the early 1980s to effect 
significant changes in the domestic 
product and export mix in favour 
of capital-intensive and skill-inten-
sive goods, without causing undue 
structural imbalances and requiring 
a longer transitional time-frame. 
The only set-back came in 1985-
1986, when GDP fell and then 
rose by just under 2 per cent on 
account of both external and do-
mestic forces, including lower ex-
port demand, reduced public and 
private construction activities, and 
high wage costs. Some of these 
reasons were also behind the mar-
ginal fall in Hong Kong’s GDP in
1985. However, export (and hence 
economic) expansion in other 
years of the 1980s was generally 
vigorous in both economies (figure
II.5, and tables II.6 and II.7).24

24 Survey, 1985, pp. 44-45; and 
C.Y. Lim and others, op. cit., pp. 11, 
30, 35-36 , and 147-149.
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Table II.7. Selected developing economies of the ESCAP region. Earnings on selected manufacture exports,  
various years
(Millions o f  US dollars)

Sources: United Nations Conference on Trade and Development, Handbook o f  International Trade and Development Statis-
tics, various issues; and national sources.

a SITC 26 + 65 + 84. b SITC 7. c 1988. d 1975. e 1987.

2. ASEAN-4

The structural imbalances 
emerging among the ASEAN-4 in 
the first half of the 1980s were 
far more serious than most of 
those encountered by the NIEs. 
As primary commodities remained 
one of the major sources of for-
eign exchange earnings (table II.6 
and figure II.7), economic growth 
began to falter in the early 1980s

under the severe strains caused, 
particularly by the global recession 
in the wake of the second oil 

laer ni sllaf prahs ,sisirc ecirp
-cerpnu eht ,secirp ytidommoc

edented high costs of external fi-
nance, and enlarged current ac-
count deficits. For example, GDP 
in Indonesia, Malaysia and Thai-
land had grown at an annual aver-
age rate of about 7 per cent be-
tween 1973 and 1980, but ex-

panded by about 5 per cent during 
the period 1981-1986. On the 
other hand, the Philippines experi-
enced a virtual stagnation of GDP 
in this period.

Their adjustment efforts, as 
well as those implemented by the 
Republic of Korea and most South 
Asian economies in the earlier and 
later part of the 1980s, were 
strongly supported by multilateral 
agencies, including the Intema-
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Textiles fibres, yam  
and clothingsa

1970 1980 1989

Machinery and transport 
equipmentb

1970 1980 1989

Newly industrializing economies 
Hong Kong 
Republic o f  Korea 
Singapore
Taiwan Province o f  China

ASEAN (excluding Singapore)
Brunei Darussalam
Indonesia
Malaysia
Philippines
Thailand

Transitional economies
China
Lao People’s Democratic Republic

South Asia and the Islamic Republic of Iran
Afghanistan
Bangladesh
India
Islamic Republic o f  Iran
Myanmar
Nepal
Pakistan
Sri Lanka

Pacific island economies
Fiji
Kiribati
Papua New Guinea 
Samao
Solomon Isalnds
Tonga
Vanuatu

902.5
341.0

87.0
414.3

0.0
2.1

11.8
23.3
51.4

0.2

23.9 
221.7d
537.4 
127.2

0.5 
8.1 d 

518.7 
9.6

0.1
0.0
0.0
0.0
0.0
0.0

5 564.3 
5 217.9 

833.1 
3 324.7

0.0
153.4
375.4
385.3 
636.9

551.6 
1 915.2

613.4 
11.3 
36.5

1 362.2
134.5

0.3

0.0
0.0
0.0
0.1

11 348.6 
14 885.7 
2 230.0 

10 786.5

0 . 0 C 

2 024.9
1 163.4c 

552.6c
2 719.3c

14 658.1

811.1 e
3 281.0c

100 .8 c 
3 193.1c  

513.8c

67.9

0.0
c

0.6 c

240.4
59.7

170.9
238.6

0.0
3.2 

27.0
1.1
0.7

94.9d
2.2

0.0
0.3d

94.6
2.4 
0.0

3.5 
0.0

0.1
0.0
0.0
0.0
0.0
0.0
0.2

2 392.5
3 542.6 
5 192.6
4 900.0

0.0 
109.5 

1 488.6 
120.8
375.8

529.8 
0.3

0.0
9.6

623.4
14.3
2.8
0.0

33.6
4.2

0.1
0.0
0.0
0.0
0.0
0.0
0.0

6 694.2 
21 799.2 
21 051.4 
23 558.2

10.9c 
196.0 

5 965.2c 
678.5c

2 449.0c

3 835.3

3.7c
16.7e

527.1c
11.8 c
3.3c
1.2 c

13.5c
16.1c

0.4

7.8

0.4c



tional Monetary Fund (IMF) and 
the World Bank. By the early 
1980s, there was also an increas-
ing recognition among the 
ASEAN-4 that without further and 
significant changes in trade and 
commercial policy, it would be 
difficult to regain a high and sus-
tainable growth path. The Philip-
pines was perhaps the first to ini-
tiate the reform process. In 1980 
it instituted a five-year policy ad-
justment programme with three 
key elements: a removal of import 
restrictions, tariff rationalization, 
and strengthening of export incen-
tives. Between 1980 and 1982, 
for example, the average nominal 
tariff level was reduced from 41 to 
28 per cent, while the dispersion 
in rates narrowed from 0-100 per 
cent to 10-50 per cent. A large 
number of consumer goods were 
also removed from the banned im-
port list.

To further strengthen export 
performance as well as arrest capi-
tal flight, the local currency was 
allowed to depreciate three times 
during 1983/84; by October 1984, 
the exchange rate had been 
floated. The eruption of the bal- 
ance-of-payments crisis and high 
domestic inflation in 1983 con-
strained the further pursuit o f im-
port liberalization. In fact, the 
number of import items subject to 
prior approval and the number of 
items subject to quantitative re-
strictions apparently increased, 
while the system of import ap-
proval became more restrictive, 
thus neutralizing the effects of ear-
lier reforms.

Trade deregulation was re-
sumed in 1986 in connection with 
a major stabilization programme. 
A total of 936 items, constituting 
about 62 per cent of merchandise 
subject to quantitative restrictions, 
was freed from import control in 
the same year. Quantitative re-
strictions and licensing require-
ments were also lifted on about
1,500 import items between 1986

and 1991 so that only 260 import 
items would remain under restric-
tion as of September 1991. In 
addition, a second and intensified 
phase of tariff reform was initiated 
in July 1991; it provided for a 
simplified and more uniform tariff 
structure with the number of rates 
falling from seven to four and the 
tariff band narrowing from 10-50 
per cent to 3-30 per cent.

A range of reforms in Thai-
land's trade and commercial policy 
was introduced in 1982. Since 
quantitative restrictions had been 
less pervasive, tariffs and the ex-
change rate became the primary 
instruments of import control as 
well as the major focus for adjust-
ments. Average nominal tariffs 
were lowered substantially and the 
ceiling rate was set at 60 per cent; 
however, this was shortly followed 
by the introduction of a general 
import surcharge which remained 
in effect until 1984/85, mainly for 
revenue raising purposes.

In November 1984, the Thai 
baht was devalued by about 17 
per cent against the United States 
dollar and the exchange rate, hith-
erto pegged to the dollar, was then 
linked to a basket of currencies to 
secure some flexibility for adjust-
ment in accordance with unfolding 
developments in the balance of 
payments.25 Thailand has contin-
ued to implement several signifi-
cant measures to ensure greater 
outward orientation, but largely in 
small and cumulative steps. Cou-
pled with the generally cautious 
but fairly liberal policy towards 
foreign investment, this has con-
tributed in no small part to its 
double-digit rate of annual growth, 
averaging 11.3 per cent, during the 
period 1987-1990; this period also

witnessed a substantial upsurge in 
foreign direct investment in the 
country.

As indicated earlier, Malaysia 
had had perhaps the most open 
trade and exchange regime among 
the ASEAN-4. Quantitative re-
strictions on imports were gener-
ally unimportant and the number 
of items under such control was 
fairly low at 110 in 1978 and fall-
ing further to 12 by 1982. In 
addition, the average tariff rate 
was also quite low at about 15 
per cent, in comparison to about 
30 per cent in Thailand, 33 per 
cent in Indonesia and over 40 per 
cent in the Philippines.26 Gener-
ally, therefore, policy reforms since 
the early 1980s were concentrated 
on domestic economic deregula-
tion. On the trade and exchange 
regime, the key measures included 
the promotion of free trade zones 
and the further liberalization of 
foreign investment policy: in par-
ticular, overseas investors would be 
allowed to hold equity up to 100 
per cent, principally in export-ori- 
ented industries.

Reflecting considerably this 
supportive policy framework, GDP 
expanded at a sustained high rate 
during the 1980s, with the excep-
tion of the years 1985-1986 when 
unfavourable external demand in-
duced a recession. Export also 
expanded by just under 10 per 
cent per year during the 1980s, 
with manufacturers providing 54 
per cent of earnings in 1989 com-
pared with one third five years 
earlier. As in the case of Thai-
land, Malaysia was the destination 
of a substantial amount of foreign 
direct investment; such flows also 
increased sharply during the sec-
ond half o f the 1980s.

Indonesia implemented by far 
the most ambitious programme of
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26 W. Kraus and L. Lutken-horst,
The Econom ic Development o f  the Pa-
cific Basin (New York, St. Martin’s 
Press, 1986).

25 World Bank, Trade and Indus-
trial Policies in the Developing Coun-
tries o f  East Asia, op. cit.; and P. 
Leeahtam, Thailand’s Economic A d -
justment: From Crisis to Double
D igit Growth (Bangkok, Dokya Pub-
lishing House, 1991).



Figure II.7. Selected developing economies of the ESCAP region. Structure of merchandise exports 
earnings, 1965-1967, 1975-1977 and 1989a

Notes: Excluding SITC 9 (miscellaneous products). Food products comprise SITC 0, 1, 22 and 4. Other primary
products comprise SITC 2 less 22, 3 and 68. Manufactured goods comprise SITC 5 to 8 less 68.

a Average o f  1965-1967 for Vanuatu; 1970-1972 for Malaysia, Solomon Islands, Tonga and Vanuatu; 1975 for China;
1987 for Bangladesh, and Islamic Republic o f Iran; 1988 for Malaysia, Philippines, Thailand, India, Myanmar, Nepal, 
Pakistan, Sri Lanka, Tonga and Vanuatu.

policy reforms among the ASEAN- 
4. The economy had been ex-
panding at an annual rate of some
8 per cent during the period 1976-
1981, when it was hit by the “re-
verse oil price shock”, from $32 
per barrel in 1981 to the all-dec-
ade low of $8 in 1986. The aver-
age GDP growth rate was then 
halved between 1981 and 1986. 
The budget and external accounts 
were under severe pressure with 
the current accounts balance run-
ning into significant deficits in

1982-1983 (about 6 per cent of 
GDP compared with a surplus or 
much lower deficits in earlier 
years). Major responsive reforms 
were implemented.

Indonesia already had had a 
fairly open capital account with 
few foreign exchange controls. 
There was no surrender require-
ment for export proceeds, nor tax 
or subsidy on the purchase and 
sale of foreign exchange. But its 
trade regime was rather protective. 
On the import side, there were

high and disparate tariffs, with an 
average rate of 33 per cent and a 
range between 0 and 225 per cent. 
There also existed non-tariff re-
strictions which covered about 20 
per cent of all import categories.

An across-the-board reduction 
in the range and level of nominal 
tariffs was made in March 1985, 
with the tariff ceiling lowered 
from 225 to 60 per cent and tariff 
rates on most products set within 
the range of 5 to 35 per cent. 
Complementary measures included
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more liberal import licensing as 
well as other policy adjustments 
designed to provide inputs to ex-
porters at international prices. In 
a significant step, the customs sys-
tem and procedures were over-
hauled and the responsibilities for 
certifying and assessing tariffs 
were placed in the hands of an 
international surveying company.

A highly supportive stance 
was provided by the aggressive 
management of exchange rate 
policy. In fact, as a prelude to 
the trade liberalization of the early 
1980s, the Indonesian rupiah had 
been devalued by about 34 per 
cent against the United States dol-
lar in November 1978. At the 
same time, the exchange rate was 
shifted from a pegged relationship 
to the dollar to a managed float 
with the rate being determined by 
a basket of currencies. To sustain 
international competitiveness and 
promote export diversification, the 
rupiah was further devalued by 
about 31 per cent in March 1983 
and by another 28 per cent in 
September 1986.27 The two ear-
lier adjustments had been eroded 
by domestic inflation, averaging 
over 12 per cent a year during the 
period 1979-1985. The contain-
ment of inflation from the mid- 
1980s contributed significantly to 
Indonesia's export performance. 
Non hydrocarbon exports exceeded 
the value of oil and gas in 1987, 
and accounted for over three-fifths 
of total receipts. The large bulk 
of additional earnings came from 
manufactures, mainly processed 
wood products, and textiles and

2 7
M.H. Soesastro, “A brief over-

view of the Indonesia economy” (July
1989), pp. 196-203; A. Wardhana, 
“ Structural adjustment in Indonesia: 
Export and the ' high cost’ econom y” , 
pp. 207-217; and M. Pangestu, “ Eco-
nomic policy reforms in Indonesia” , 
pp. 218-233 in The Indonesian Quar-
terly, vol. XVIII, No. 3, Third Quarter
1989.

garments. Their relative share in 
total export value went up from 7 
per cent in 1984, to 12 per cent 
two years later, and to 25 per cent 
in 1989.28

3. South Asia

As discussed earlier, many 
countries in the subregion have 
been attempting since the late 
1970s to adjust their trade and 
commercial policy regimes al-
though the cumulative momentum 
necessary for any significant 
reorientation could not be sus-
tained. However, even partial at-
tempts at liberalization were yield-
ing fruit in several countries, nota-
bly India and Pakistan. Their 
economies had moved on to a 
higher growth path in the 1980s 
and export expansion had been re-
spectable, especially since the mid-
dle of the decade (tables II. 5 and
II.6). However, faster growth in 
most South Asian economies was 
accompanied by relatively high in-
flation, a worsening balance of 
payments, and sharp increases in 
debt accumulation as well as serv-
ice payments.

In fact, by late 1989, the ex-
ternal debt service ratios of Bang-
ladesh, India, Pakistan and Sri 
Lanka were in the range of 21 to 
28 per cent of export earnings on 
goods and services, compared with 
13 to 17 per cent during the pe-
riod 1980-1982; this reflected the 
upward trend in aggregate finan-
cial obligations and, in several 
cases, the lower share of official 
concessional loans in the total 
debt stock (table II.2 in chapter I). 
Structural imbalances and balance- 
of-payments problems were also 
approaching near-crisis proportions 
in many parts of the subregion, 
thus providing further imperatives

28 Survey, 1989, pp. 22-23; and 
Asian Development Bank, Asian D e-
velopment Outlook 1991, p. 89.

for policy adjustments and re-
forms. The changes effected 
roughly from the beginning of
1989 were comparatively more sig-
nificant and integrated than those 
implemented in earlier periods.

Notwithstanding the policy 
shift in Sri Lanka during 1977, a 
combination of highly unfavourable 
circumstances and developments 
during a large part of the 1980s 
contributed to less robust eco-
nomic performance; export growth 
averaged just over 5 per cent a 
year during the decade while infla-
tion was running at double-digit 
levels for most of the years since 
1978, except in 1985-1987. The 
current accounts and budget defi-
cits, although falling with relative 
steadiness, remained sizeable in 
terms of GDP, with the former av-
eraging over 5 per cent and the 
latter about 10 per cent per year 
during the second half o f the 
1980s. Sri Lanka's foreign re-
serves were equivalent to less than 
a month of import expenditure in
1988-1989 and annual GDP 
growth was on a declining trend, 
averaging just over 2 per cent dur-
ing the period 1987-1989.

Among other factors, these 
adverse circumstances prompted 
the implementation of an extensive 
economic restructuring programme 
as of m id-1989 by the new gov-
ernment. Regarding trade and 
commercial policy, there were a 
devaluation of about 14 per cent 
in the exchange value of the Sri 
Lankan rupee, an envisaged reduc-
tion in the nominal tariff on non- 
agricultural goods to 50 per cent 
by 1991, the introduction of a 
four-band tariff schedule by 1992, 
and further deregulation regarding 
foreign direct investment, including 
procedure simplification and the 
removal of tax on equity transfers 
between overseas investors or be-
tween foreign owners and nation-
als.

The upward pressures on do-
mestic prices and the balance-of-
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payments deficits were acute to-
wards the end of the 1980s, 
though both India and Pakistan 
still sustained annual rates of GDP 
growth of over 5 per cent. The 
Persian Gulf crisis and several 
other domestic factors rendered it 
more difficult to contain 
macroeconomic imbalances and to 
follow through the necessary eco-
nomic adjustments. The increasing 
strains and stresses required major 
and quick changes which were 
embodied in a series of policy re-
forms undertaken by the new gov-
ernment that assumed office in Pa-
kistan during November 1990 and 
in India in June 1991.

Pakistan has implemented ba-
sic changes in the areas of eco-
nomic deregulation and privatiza-
tion, industrial and trade policy, 
overseas investment, and foreign 
exchange and payments. Trade 
policy has been greatly liberalized 
with a sharp reduction in the 
number of items requiring import 
licensing and in the maximum tar-
iff rate, from 125 to 90 per cent. 
At the same time, exports are pro-
moted through streamlining promo-
tion procedures and schemes, the 
provision to exporters of priority 
as well as improved access to in-
frastructures including electricity 
supplies and port facilities, and the 
deregulation of charters of cargo 
flights.

Capital account liberalization 
is even more far reaching than 
trade deregulation. Besides the in-
troduction of a liberal foreign in-
vestment policy, there are major 
modifications to the management 
of foreign exchange and payments. 
In particular, foreigners and over-
seas Pakistanis are now allowed to 
invest in the country without any 
prior approval, except in a few in-
dustries involving security and so-
cial considerations; foreign inves-
tors also can own equity up to 
100 per cent in a venture and can 
purchase equity in existing compa-
nies on a repatriable basis. In ad-

dition, dividends and original in-
vestment outlays can now be re-
mitted abroad at any time and, 
above all, foreign investment 
projects receive statutory protection 
against nationalization. Foreign 
companies are also free to deter-
mine the mode and level of tech-
nology transfers, and the payment 
of royalties and technical fees 
have been deregulated. In another 
significant liberalization, foreign 
trading houses can now be set up 
and engage freely in the export 
trade. Lastly, restrictions on over-
seas borrowings by foreign compa-
nies have been greatly liberalized 
in cases where no government 
guarantee is required, and they are 
fewer where it is.

Along with the above reforms, 
resident Pakistanis can now main-
tain foreign currency accounts on 
the same basis as non-residents, 
and those holding such accounts 
are allowed to obtain local loans 
against these accounts. The gov-
ernment has also introduced 
United States dollar-denominated 
bearer certificates, with the rate of 
return being set at a quarter per-
centage point above the relevant 
London interbank offer rates (or 
LIBOR). These certificates can 
be purchased by anyone, whether 
residing in Pakistan or not, 
through a payment in foreign ex-
change. Moreover, licenses are 
being issued to set up money 
changers within the country and 
restrictions are being removed on 
the possession of foreign exchange 
for overseas travel. Pakistan has 
thus dismantled almost all foreign 
exchange restrictions through these 
policy adjustments and reforms.

By June 1991, inflation was 
running high and the balance of 
payments was under great pressure 
in India. At the end of 1990 the 
country’s foreign exchange reserves 
were low, being equivalent to less 
than a month's spending on im-
ports; export growth was slowing 
down and the external debt service

ratio, at 26 per cent of earnings 
on goods and services was creat-
ing considerable financing prob-
lems. Among a series of respon-
sive measures was a devaluation 
of the Indian rupee by about 20 
per cent in early July 1991. This 
was complemented by significant 
changes in policies regarding ex-
ternal trade, foreign investment 
and industrial licensing. There has 
been a sharp reduction in quantita-
tive restrictions on imports, the 
linking of imports to the export 
performance of firms, and a plan 
to reduce tariffs gradually; as a 
first step, the 1991/92 budget has 
lowered the maximum rate of im-
port duty from more than 300 to 
150 per cent. The import policy 
regime has been revamped by 
shifting a large number of items 
outside the purview of import li-
censing.

A system of dual exchange 
rates has also been introduced. 
All exporters are now allowed to 
retain foreign exchange equivalent 
to between 30 and 40 per cent of 
their export earnings in the form 
of foreign exchange certificates, 
called EXIM scrips. These scrips, 
and similar versions which had 
been introduced in the early 1960s 
during the initial stages of trade 
and commercial policy reforms in 
a few economies of the region, in-
cluding Taiwan Province of China, 
are transferable and can be used 
to import most items for which 
import licenses were required in 
the earlier trade regime. The 
scrips carry a premium of 30-40 
per cent, thus providing additional 
incentives to exporters over and 
above the support obtaining from 
devaluation and other measures. 
All these have made possible the 
withdrawal of the cash subsidies 
for exports that had been available 
previously.

With a view to attracting a 
freer flow of foreign investment 
and other capital resources, ap-
proval of foreign technology col-
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laboration is now provided auto-
matically, as are foreign equity 
participation of up to 51 per cent 
in about 34 areas, and a delinking 
of technology transfers from equity 
investment to impart greater flex-
ibility in sourcing technology im-
ports for firms. In addition, auto-
matic clearance is provided for the 
import of capital goods in cases 
where the foreign exchange in-
volved comes from overseas eq-
uity, while liberalization of foreign 
exchange remittance inflows is 
made through tax exemptions and 
other incentives. The India Devel-
opment Bond, denominated in 
United States dollars carries attrac-
tive tax concessions and is avail-
able for investment by overseas 
Indians and their corporate bod-
ies.

The lapse of trade and transit 
treaties between India and Nepal 
in March 1989 contributed to the 
recent slowdown in the growth 
momentum of Nepal. The annual 
rate of GDP expansion, about 5.5 
per cent during the period 1980- 
1988, declined to about 2 per cent 
in 1989-1990. Although the diffi-
culties had been resolved by the 
middle of 1990, the Nepalese 
economy continued to be faced 
with slow growth, high inflation 
and large payments deficits.29

Significant policy responses 
have been introduced by the new 
government to improve the 
economy through greater competi-
tion, to limit the scope o f public 
sector commercial operations, and 
to foster the increased participation 
of the private sector in domestic 
economic activities. The Nepalese 
currency was devalued in July 
1991 and import tariffs on many 
primary commodities have been ei-
ther discontinued or lowered; the 
basic customs duty on raw materi-
als, for example, has been reduced

2 9 Asian Development Bank, Asia  
Development Outlook 1991, pp. 151- 
152.

by 25 per cent. Import licensing 
has been relaxed substantially; in-
dustries requiring imported raw 
materials amounting to less than 
50 per cent of the total value of 
all inputs of raw materials are eli-
gible for the necessary foreign ex-
change without import licenses. 
To facilitate a larger inflow of for-
eign investment, it is proposed to 
set up a one-window system for 
foreign investors. In addition, 
Nepalese citizens can open and 
operate foreign exchange accounts 
in local banks without any restric-
tion so long as the foreign ex-
change is earned from commercial 
transactions and other authorized 
sources.

Since early in the 1980s 
Bangladesh has instituted major re-
forms of trade and industrial poli-
cies (box II.4).30 The shift in 
policy stance contributed signifi-
cantly to the surge in the export 
earnings of Bangladesh from tex-
tiles and garments, and processed 
seafood (tables II.6 and II.7). 
Measures undertaken by the new 
government as of June 1991 were 
designed for greater simplification 
and rationalization of the tariff 
structure and to lower the overall 
level of tariffs. The policy gov-
erning foreign investment was fur-
ther liberalized and proposals were 
made for tighter protection of in-
tellectual property rights.

4. T ransitional econom ies

The process of economic re-
forms among these economies was 
initiated towards the late 1970s, 
and gathered pace or was intensi-
fied during most of the following 
decade; the multi-sectoral and in-
teractive policy adjustments have 
been supplemented by several mid-
course corrections for improved 
domestic economic efficiency, bal-
ance and international competitive-

ness. Policy concerning foreign 
trade and payments had been 
heavily centralized among transi-
tional economies. In China, the 
reforms imparted greater decen-
tralization of decision-making re-
garding imports and exports, since 
production enterprises were al-
lowed to engage in foreign trade 
directly without necessarily going 
through the relevant State trading 
corporations. As an incentive, 
trading organizations were permit-
ted to retain a quota of earned 
foreign exchange; the quotas were 
subsequently raised and the reten-
tion system extended nationwide. 
In a parallel measure, a trade re-
sponsibility system was introduced 
in 1988 to regulate the distribution 
of foreign exchange between the 
central and local governments.

The exchange rate has been 
adjusted periodically since 1978, 
with account taken of movements 
in the currency exchange values of 
China's main trading partners. A 
licensing system was also relied 
on to regulate trade flows, and so 
were trade licensing and taxes. 
The number of items requiring a 
licence depended on local supplies 
as well as foreign exchange avail-
ability. China devalued its cur-
rency by about 21 per cent in De-
cember 1989; the rate was ad-
justed slightly downward in No-
vember of the following year. 
These measures helped relieve the 
trade deficits, encourage foreign 
investment and tourism, and pre-
pare enterprises for the discontinu-
ance of export subsidies planned 
for 1991. Nevertheless, there re-
mained a gap between the official 
exchange rate and that set at “ad-
justment centres” , through which 
many trade and investment transac-
tions took place.31

In another significant step, 
four special economic zones 
(SEZs) were established along the
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Box. II.4. Structural policy adjustments in Bangladesh and Nepal

In the early 1980s these two 
large large least developed countries 
in Asia introduced a series o f  sig-
nificant policies reforms along with 
stabilization measures aimed at im-
proving growth performance and 
prospects; the reforms included lib-
eralization and deregulation in the 
trade, industrial and financial sec-
tors. Several o f  the programmes 
that were implemented received as-
sistance from the International M on-
etary Fund and the World Bank.a

In the area o f  trade and tariff 
reforms, the Wage Earners Scheme 
and the Export License Scheme in 
Bangladesh have financed the im-
port o f a larger number o f capital 
goods and industrial raw materials 
for export-oriented industries. The 
country shifted to a negative list o f 
imports in fiscal year 1986, and an-
cillary measures were introduced to 
lift restrictions on some 140 items 
in the negative and restricted lists. 
The exchange rate o f  the taka has 
been adjusted gradually in the offi-
cial market so as to reflect the rela-
tive rate o f  inflation obtaining in its 
trading partner countries.

The New Industrial Policy, initi-
ated in 1982 and reinforced in 1986 
by the Revised Industrial Policy vir-
tually ended all restrictions on pri-
vate investment. These measures 
also involved a large-scale divestiture 
programme designed to reduce the 
public sector share o f  fixed industrial 
assets from 85 to 40 per cent be-
tween 1981 and 1986. Since 1987,
49 per cent o f  the equity in 16 se-
lected public sector enterprises has 
been offered for public subscription. 
Private sector participation is planned 
to reach about 35 per cent o f  invest-
ment under the third five-year plan 
(fiscal 1986-1990), compared with
11 per cent under the first plan.

a Survey, 1989, pp. 116-117 and 
160-161; and ESCAP, Least Devel-
oped Countries o f  Asia and the Pa-
cific Region: Development Perform-
ance and Prospects, vol. I (ST/ 
ESCAP/936), p. 164.

A more favourable climate for 
foreign investment has been promoted 
through a progressive easing o f  re-
strictions and the introduction o f  im-
proved incentives, particularly a wide 
array o f  fiscal concessions. In addi-
tion, Bangladesh has provided for the 
repatriation o f  capital, capital gains 
and profits, as well as for the protec-
tion against non-business risks and 
the employment o f expatriates. An 
export-processing zone has also been 
established at Chittagong, where ex-
port activities received complete ex-
emption from duties and taxes.

Concerted efforts have been 
made by Nepal since the early 1980s 
to attract foreign direct investment to 
help bridge the resource gap and 
meet domestic technological needs.
Generally, the incentive structure
available to foreign investors has been 
put on par with that for domestic 
producers. In addition, the repatria-
tion o f profits and dividends was per-
mitted under the Industrial Enterprises 
Act o f 1981. A series o f short-term 
adjustments were also launched in the 
mid-1980s to stabilize the country’s 
internal and external imbalances. 
Among other measures, the Nepalese 
currency was devalued by almost 15 
per cent and ancillary institutional re-
forms were made in such areas as 
trade, exchange rate, and import-li- 
censing systems.

All these significant policy
changes have contributed to a pro-
nounced transformation, among other 
things, in the structure o f  merchandise 
exports from Bangladesh and to a 
lesser extent, Nepal. The transfer o f 
production technology and marketing 
expertise from Hong Kong and the 
Republic o f  Korea, motivated also by 
the underutilized quota o f Bangladesh 
within the Multi-fibre Arrangement, 
was instrumental to the sharp take-off 
in export earnings on textiles and gar-
ments, from $7 million (or 1 per cent 
o f export receipts) in 1982 to $131 
million (or 10 per cent) four years 
later, and $609 million (or 40 per 
cent) in 1990; these manufactures 
thus have overtaken jute products as

the largest source o f  foreign ex-
change earnings. Several South- 
East Asian countries, notably Singa-
pore, have made heavy investments 
in agro-industries. Export earnings 
on leather goods, frozen shrimps 
and fish have also been on a steep 
upward trend, from $116 million (or
18 per cent o f  export receipts) in 
1982 to $317 million (or 21 per 
cent) in 1990.

In Nepal, the improved invest-
ment climate attracted some 76 joint 
ventures with investment outlays to-
talling almost 1.9 billion rupees in
1981-1987, compared with only 8 
joint projects worth just over 1 bil-
lion up to 1981. Exports o f woolen 
carpets and, to a lesser extent, gar-
ments have gone up sharply; these 
products earned some $127 million 
(or 71 per cent o f  total export re-
ceipts) in 1990, from $60 million (or
38 per cent) four years earlier, and 
$7 million (or 7 per cent) in 1982.

There are also notable gains in 
the export o f  fisheries and garments 
made by Maldives, another least de-
veloped economy. Their combined 
values stood at $9 million in 1982 
and $53 million in 1990; these were 
equivalent to about 91 per cent o f 
merchandise export receipts during 
both years.

Such an expansion in export 
capabilities in these economies is 
most striking considering the severe 
difficulties in development facing 
them. In particular, Bangladesh suf-
fered a sharp drop o f  some 30 per 
cent in its terms o f  trade and lower 
aid receipts in the early 1980s; 
there were then a series o f  devastat-
ing natural calamities in 1987, 1988 
and 1991. The observed export 
trends illustrated much latent eco-
nomic dynamism, creativity and cu-
mulative learning that could be gen-
erated, even in the most densely 
populous, poorest and one o f the 
smallest nations, through a support-
ive domestic policy framework and 
reasonably favourable external condi-
tions. This revealed potential thus 
gives ground for cautious optimism.
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coast of South China in 1980; the 
basic objective was to attract for-
eign investment and technology. 
Firms operating in these zones 
were provided with special incen-
tives such as tax exemptions and 
low tax rates, subsidized rentals 
for land among other utilities, and 
competitive labour costs. Profits 
earned by foreign investors in 
SEZs could be repatriated freely. 
In a follow-up measure, the Gov-
ernment of China also set up 14 
open cities along its coastal area 
in 1984. Liberal incentives to-
wards foreign direct investment 
and joint ventures comparable, by 
and large, to those in the SEZ 
were available in these cities.

All these modifications to the 
trade and commercial policy re-
gime, together with substantial in-
creases in domestic production and 
investment in response to en-
hanced incentives, contributed to 
the striking economic performance 
by China from the late 1970s. 
Export expansion was particularly 
sharp, at an annual average of al-
most 15 per cent during the period 
1980-1990; manufactured goods 
dominate such exports (tables II.5,
II.6 and II.7).

The management of external 
trade became greatly decentralized 
through policy reforms in most 
other transitional economies during 
the 1980s. Since 1981 a large 
number of provincial and munici-
pal corporations have been set up 
in Viet Nam to engage directly in 
foreign trade with convertible cur-
rency countries. A proportion of 
foreign exchange earnings can be 
retained for spending on direct im-
ports. In 1989 many enterprises 
and cooperatives in Mongolia were 
also permitted to conduct trade 
without the intermediation of State 
foreign trade units. This was sub-
ject to endorsement through the 
granting of licenses, and also to 
the provision that direct trading 
operations had to satisfy their own 
foreign exchange requirements.

Other liberalizing measures in-
cluded the removal of many re-
strictions on exports and imports, 
and the streamlining of licensing 
procedures. There were also sig-
nificant adjustments to the man-
agement of exchange rates in 
Cambodia, the Lao People's Demo-
cratic Republic, Mongolia and Viet 
Nam. In Mongolia, for example, 
requirements for foreign exchange 
surrender were eased in 1989, and 
a foreign exchange auction was in-
troduced in the following year. 
The exchange rate applicable to 
commercial transactions was 
moved downward vis a vis the 
United States dollar in June 1990, 
and the base rate was to be modi-
fied monthly.

In a series of adjustments be-
tween 1987 and August 1989 in 
Viet Nam, the exchange rate of 
the local currency relative to the 
United States dollar was devalued 
from about dong 368 to 3,900 to 
reflect better relative prices and 
improve export performance; high 
inflation rates had eroded export 
competitiveness during this period. 
There have been other changes to 
keep the spread between the offi-
cial and parallel market rates mar-
ginal at around 10 per cent since 
then. The unofficial market rate 
fell further to dong 7,100 per dol-
lar in December 1990 owing to 
excess demand for convertible cur-
rencies and domestic inflation. A 
multiplicity of exchange rates had 
prevailed in the Lao People's 
Democratic Republic prior to 
1988; their unification in that year 
represented a significant devalua-
tion. Relative to the United States 
dollar, the kip rate went from 95 
in 1986 to 401 in 1988; the aver-
age rate fell further to 587 in the 
following year and to 709 in 
1990.32

3 2
Asian Development Bank, Key 

Indicators o f  Developing Asian and  
Pacific Countries, vol. XXII (July 
1991), pp. 48-49.

Liberal foreign investment 
policies were introduced in most 
transitional economies to comple-
ment and reinforce further the fa-
vourable impact on production ex-
pected from trade liberalization 
and exchange rate devaluation. 
The new codes, promulgated in 
the Lao People' s Democratic Re-
public and Viet Nam in 1988, re-
flected a flexible and pragmatic 
approach aimed at facilitating and 
speeding up inward foreign direct 
investment. In particular, the 
maximum share of foreign-owned 
equities was raised to 100 per 
cent. Generous tax and other 
concessions, including those relat-
ing to the management of joint 
venture enterprises, were also pro-
vided in these codes. The 
planned introduction of export 
processing zones in Viet Nam 
would help trade and investment 
flows by, among other things, re-
ducing infrastructural constraints 
and other problems. Afghanistan 
had earlier liberalized its foreign 
investment regulations in 1987. 
Joint ventures, hitherto oriented to-
wards cooperation with the former 
Council of Mutual Economic As-
sistance (CMEA) countries, would 
then be possible with other coun-
tries and regions.33

Though starting from a low 
base, there have been large flows 
of foreign direct investment in re-
cent years to several transitional 
economies - including the Lao 
People’s Democratic Republic and 
Viet Nam; such investment has fa-
cilitated export production and is 
expected to rise significantly in 
the early 1990s. In the former 
economy, among others, foreign 
assistance particularly from the 
convertible currency area would be 
adequate to cover the current ac-
count deficits, thus helping to sus-

33 For details, see Survey, 1987, p. 
41; and 1988, p. 45; and Asian Devel-
opm ent Bank, Asian Development 
Outlook 1990, pp. 123-124.
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tain the momentum of policy ad-
justments and reforms. The proc-
ess of economic deregulation in 
Viet Nam has recently encoun-
tered additional difficulties from 
lower assistance from the former 
CMEA countries and labour remit-
tances. However, several positive 
developments and international co-
operation measures which have 
taken place since 1990 have 
brightened the prospects for sig-
nificant increases in external 
concessional financing for the 
country’s development and adjust-
ment efforts.

5. Pacific island economies

The relatively sharp decline in 
economic performance of many 
economies in the subregion during 
the 1980s, for several reasons indi-
cated earlier, provided further im-
peratives for policy adjustments 
and reforms. With few exceptions, 
import protection through tariffs 
and other restrictions has not been 
a deliberate objective. But in-
creases in public spending to meet 
wide-ranging development needs in 
a poorly endowed environment 
have necessitated a greater reliance 
on import duties, one of the major 
sources of government revenue. 
In turn, this has led to higher 
nominal and, in many instances, 
effective protection of production 
for the domestic market at the ex-
pense of export activities, in spite 
of tax rebates and allowances for 
imported inputs. Another related 
problem is the appreciation in the 
effective exchange rate, and the 
consequent stimulus to imports 
(and disincentive for exports), aris-
ing from large flows of both pri-
vate remittances and ODA to 
many islands.34

Fiji had adopted import pro-
tection policies although poor eco-
nomic performance in the mid- 
1980s and serious disruptions aris-
ing from political events in 1987 
have led to significant changes

and deregulation. Among other 
measures, there was the removal 
of many import licensing require-
ments, a phased reduction in tar-
iffs, fiscal and financial reforms, 
and exchange rate adjustments. 
The Fijian dollar, for example, was 
devalued by a total of about one 
third in June and October 1987 to 
help preserve the stock of foreign 
exchange which had then come 
under great pressure. Such an ad-
justment, and the ancillary wage 
freeze and other austerity manage-
ment measures, improved consider-
ably the country's competitive po-
sition; inflation averaged less than
9 per cent a year during the pe-
riod 1988-1990. Together with the 
restoration of financial stability by 
the end of 1988, these measures 
and developments produced impor-
tant stimuli to growth and export 
diversification which, in turn, 
helped Fiji from going through a 
prolonged recession.

During the period 1988-1990, 
GDP expanded by over 6 per cent 
a year, compared with a decline of 
about 1 per cent over the period 
1985-1987, while domestic exports 
grew by almost 26 per cent annu-
ally. The establishment in 1988 of 
the Tax Free Zone (TFZ) and Tax 
Free Factory (TFF) system of in-
vestment incentives for exporters, 
combined with privileged market 
access through the South Pacific 
Regional Trade and Economic Co-
operation Agreement (SPARTECA)

among others, contributed greatly 
to the diversification of exchange 
earnings away from sugar and 
tourism. Garment exports, in 
particular, went up from less than 
$F 1 million to some $F 9 million 
or 2.6 per cent of export earnings 
in 1987; the corresponding figures 
were $F 120 million, or about one 
fifth of Fiji’s merchandise earnings 
in 1990.35 Labour market reforms 
to strengthen the link between 
wages and productivity would pro-
vide a further incentive to labour- 
intensive manufactures for export.

Preferential market access, in-
cluding through SPARTECA, has 
also been instrumental in the suc-
cessful development of Tonga’s 
Small Industries Centre since its 
establishment in the early 1980s. 
The Centre's provision of long-
term access to land and related in-
frastructure at subsidized charges, 
together with a wide range of sup-
plementary incentives, have at-
tracted considerable investment in 
manufacture from both foreign and 
domestic sources. Aggregate out-
put expanded by some 9 per cent 
annually during the period 1983-
1987 and the main products in-
cluded knitwear and leather gar-
ments, leather harnesses, sport 
goods, and processed passion fruit. 
Problems in hiring labour necessi-
tated mechanization, which halved 
the employment volume in the 
knitwear industry to about 150 
persons in 1988. Manufactured 
goods accounted for about 32 per
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34 These external transfers are
essential to bridge their large resource 
gaps. However, the connection be-
tween such inflows and
productive investments has been gen-
erally loose. In addition, there are at 
present inadequate frameworks and in-
centives for greater domestic resource 
mobilization. These factors, among 
others, have often served to channel 
inward private remittances and over-
seas aid into production of non-trade 
goods, direct consumption, and low- 
retum public sector projects.

35 Government of Fiji, Policies
and Strategies fo r  the Short and M e-
dium Term (Suva, Ministry of Finance 
and Economic Planning, 1989); A. 
Elek, H. Hill and S.R. Tabor, Liberali-
sation and Diversification in a Small 
Island Economy: Fiji since the 1987
Coups, Working Papers in Trade and 
Development, No. 91/4 (Canberra, De-
partment of Economics and National 
Centre for Development Study, Aus-
tralian National University, October 
1991).



cent of Tonga’S export earnings in 
1990.36

Manufactured exports, espe-
cially of non-primary origin, are 
neglible in most other parts of the 
island subregion. The manufactur-
ing sector in the largest economy, 
Papua New Guinea, is oriented 
mostly towards import substitution; 
it is rather small in size, account-
ing for some 11 per cent of GDP 
in size and 9 per cent of employ-
ment at present. The country has 
perhaps the most dualistic struc-
ture among Pacific islands with 
the enclave-type mineral sector 
contributing one fifth to GDP, two- 
thirds to export earnings but only
4 per cent to employment; gold, 
copper and, from 1992, petroleum 
products being the principal min-
eral exports.37

GDP had expanded moderately 
from the impetus of large overseas 
investments in mineral projects, 
among others, to average just un-
der 4 per cent during the period 
1985-1988. The closure in 1989 
of gold and copper mining due to 
civil unrest contributed to two 
consecutive annual declines of 
around 1.5 per cent in GDP. A 
number of responsive measures for 
austerity demand management, 
structural adjustments and eco-
nomic deregulation taken since
1990 have impacted favourably on 
medium-term growth prospects.

Regarding trade and commer-
cial policy, there was a devaluation

3 7 The value of gold exports alone 
is expected to rise by over one half, to 
about $600 million, as recent mining 
projects come on stream in 1991; pe-
troleum exports from the Kutubu 
project are scheduled to bring in some 
$350 million in 1992. Agriculture, on 
the other hand, supports 85 per cent o f 
the population as well as provides one 
third o f GDP and about one-third of 
export receipts.

o f the kina by 10 per cent, sup-
plemented by wage and expendi-
ture restraints, and a tight mon-
etary policy stance to contain 
higher inflation of around 7-8 per 
cent expected for 1990-1991. Im-
proved competitiveness is expected 
from several deregulation measures 
to achieve greater participation by 
the private sector and more flex-
ibility in a highly rigid labour 
market. In particular, major 
changes are under way regarding 
the approach towards and regula-
tions concerning domestic and for-
eign investment; cumbersome pro-
cedures are greatly streamlined as 
well. Industrial development cen-
tres and estates are being set up 
in Papua New Guinea to promote 
export-oriented activities. Similar 
centres are also under establish-
ment in Solomon Islands.

For many smaller island 
economies, the restructuring proc-
ess would be particularly difficult. 
This and related policy issues and 
options have been examined at 
some length in box II.2 in the 
previous chapter.
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36 Asian Development Bank, Asian
Development Outlook 1991, pp. 191- 
192; and A. McGregor, “The Tongan 
knitwear industry: a study of export 
manufacturing development in Pacific 
islands” , Pacific Economic Bulletin, 
vol. 4, No. 1 (June 1989), pp. 16-19.



III. POLICY MANAGEMENT IN KEY DOMESTIC 
SECTORS

The evolving macroeconomic 
policy framework governing 

external trade and other transac-
tions, reviewed in the previous 
chapter, has generally been to-
wards the promotion of greater 
outward competitiveness and the 
improved efficiency and flexibility 
of domestic economic activities. 
It is, however, also apparent that 
the observed policy adjustments 
and reforms have not been context 
free. Among other things, this 
has accounted for the differences 
in the scope, balance, timing and 
persistency of the policy packages 
implemented. There are, in addi-
tion, the differentiated effects of 
policy choices as they unfold at 
varying speeds in distinct local en-
vironments as regards institutions, 
policies and recent history.

However, an export- and in-
vestment-led development approach 
also necessitates a supportive 
policy environment in key domes-
tic sectors, particularly industry 
and agriculture. As indicated in 
chapter I, it is unlikely that an 
open trade and commercial policy 
regime would be sustainable, or 
that the static and dynamic gains 
from policy adjustments and re-
forms would be measurable, given 
entrenched distortions in major do-
mestic factor and product markets, 
and persistent macroeconomic im-
balances. The economy, needless 
to say, is a seamless web. The 
following chapter examines the 
evolving framework of interlocking 
macroeconomic and, where appro-
priate, sectoral policies governing 
the above two sectors.

A. INDUSTRY

Parallel to the process of ex-
ternal sector policy reforms among 
the developing economies of the 
ESCAP region are the induced and 
other movements in the composi-
tion of final output as well as of 
industrial production itself. The 
relative share of primary activities, 
dominated largely by agriculture, 
has declined virtually across the 
region, while that of the industrial 
sector has grown, although at a 
declining rate. The pace of ex-
pansion, however, was relatively 
faster among several East and 
South-East Asian economies, espe-
cially the Republic of Korea, Tai-
wan Province of China, Malaysia 
and Thailand (albeit from a rela-
tively low base). These sectoral 
shifts in final output have by and 
large been accompaniedby ancil-
lary changes in sectoral employ-
ment (figures II.8 and II.9).

The share of agricultural la-
bour force has not fallen as fast as 
the decline of agriculture in GDP, 
however; this sector remains the 
largest source of employment in all 
but a few economies — Hong 
Kong, Malaysia, the Republic of 
Korea, Singapore and Taiwan Prov-
ince of China. At the same time, 
the service sector labour force has 
become substantially enlarged, par-
ticularly in public sector opera-
tions, personalized household serv-
ices, and petty trade. With a 
number of exceptions, including 
those economies noted above, this 
trend reflects the inability of the 
industrial sector in most parts of 
the region to absorb effectively 
large increases in the population 
and hence potential workers.
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Over the past two decades 
there have also been sharp 
changes in the composition of in-
dustrial production attributable to 
ancillary changes in several 
subsectors in accordance with the 
evolving of market conditions. 
Such a restructuring process dis-
plays both positive and defensive 
characteristics.1 The share of 
manufacturing is large in terms of 
relative value-added and employ-
ment within the industrial sector in 
the large majority of developing 
ESCAP economies.2 This sub-
sector has also been growing rap-

1 The positive characteristics re-
late to the ongoing search for profit-
able global and/or local opportunities 
and niches for the continuing rede-
ployment or generation of domestic 
resources in expectation of higher or 
enhanced rates o f earnings. The de-
fensive characteristics are associated 
with efforts to restore the sagging 
competitiveness of established or ma-
ture activities generally denoted as de-
clining or sunset industries; through 
transplantation overseas and/or domes-
tic upgrading, new configurations of 
costs and output would emerge and 
contribute to restored vitality and rea-
sonable rates of return in the activities 
concerned.

2 Manufacturing activities, con-
tributing around 20-30 per cent of 
GDP, are about three times more im-
portant than agriculture in the Repub-
lic of Korea and Taiwan Province of 
China; they contribute generally as 
much as the agricultural sector in 
South-East Asia. Elsewhere in the 
region, however, the manufacturing 
sector is smaller in relative size as 
well as in comparison to that of agri-
culture. ESCAP, Industrial Restruc-
turing in Asia and the Pacific (ST/ 
ESCAP/960), pp. 38-40.



Figure II.8. Selected developing economies of the ESCAP region. Distribution of sectoral employment,  
1960, 1970, 1980 and 1989

Figure II.9. Selected developing economies of the ESCAP region. Sectoral shares in GDP, 1960, 1970,  
1980 AND 1989

164



Table II.8. Selected developing economies of the ESCAP region. Growth 
rates of manufacturing value added in real terms, 1970-1980 and 1980- 
1988a
(Annual averages, percentage)

1970-1980 1980-1988

7.1 5.2
17.0 11.2
9.4 4.8

12.0 9.5

Sources: United Nations Industrial Development Organization, Handbook o f  
Industrial Statistics 1990 (Vienna), pp. 73-83; and Asian Development Bank, Asian 
Development Outlook 1991 (Manila), p. 281

a Estimates for 1988. b Growth rates o f  value added in industry. c 1971-
1980. d 1981-1990. e 1985-1990 only.

14.5 7.9
12.0 6.7
6.5 -0.2

10.5 6.3

13.7
10.6
4.6 

10.2 
22.5

3.6
3.6 
5.4 
5.2

3.0 
12.2
8.3
3.2 

12.3
3.2
4.1
8.2 
5.1

6.5
8.9c

11.4

8.1 
12.7d 
7.9e 
5.8 

11.0e

4.1
1.1 
1.0 
1.7 
7.0

0.0
1.0
1.0
1.6
2.7

idly so that the region's share in 
global manufacturing value added 
doubled from 2.6 to 5.3 per cent 
between 1965 and 1987. Within 
the region, the rates of expansion 
and diversification of manufactur-
ing activities have been rather un-
even, however.

Many economies in East and 
South-East Asia have registered 
sustained high growth of manufac-
turing output, ranging from 7 per 
cent upwards, over extended pe-
riods of time (table II.8). Such 
growth declined appreciably in 
these two subregions during the 
1980s owing to, among other 
things, less vibrant external de-
mand, a shift towards business and 
financial services, particularly in 
Hong Kong and Singapore, set-
backs to domestic economic per-
formance, and responsive policy 
and structural adjustments; the 
slow-down also reflected a bigger 
initial base. Several of those 
economies have managed to diver-
sify and upgrade their manufactur-
ing base and, in the process, they 
have achieved manufacturing ac-
tivities of great technical sophisti-
cation or have emerged as world-
scale manufacturers within a rela-
tively short span of time.

The manufacturing subsector 
was growing at a relatively more 
modest but sustained rate in most 
parts of South Asia during the 
past two decades. Several econo-
mies, India and Pakistan in par-
ticular, experienced sharp increases 
in manufacturing value added dur-
ing the 1980s; industrial policy de-
regulation was a major influence 
behind this upward trend. By and 
large, the relatively rich natural re-
source endowments in South-East 
and South Asia have combined 
with the evolving industrial and 
trade policy regime to produce a 
differentiated impact on the pat-
terns and composition of their in-
dustrialization. Manufacturing ac-
tivities in most Pacific island 
economies, however, have exhibited

Newly industrializing economies 
Hong Kong 
Republic o f  Korea 
Singapore
Taiwan Province o f  China

ASEAN-4
Indonesia
Malaysia
Philippines
Thailand

South Asia and the Islamic Republic of Iran
Bangladesh
Bhutan
India
Islamic Republic o f Iran
Maldives
Myanmar
Nepal
Pakistan
Sri Lanka

Transitional economies
Cambodia
Chinab
Lao People's Democratic Republicb
Mongolia
Viet Namb

Pacific island countries
Fiji
Papua New Guinea 
Samoa
Solomon Islands 
Tonga

rather marginal expansion during 
most of the past two decades in 
spite of their already low initial 
base. The more notable excep-
tions relate to the improved cli-
mate for export-oriented manu-
factures in Tonga and Fiji re-
spectively, from the second half of

the 1980s, as discussed in chapter 
II.

1. The newly industrializing 
economies

These economies, except for 
Hong Kong, have closely coordi-
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nated their external sector and in-
dustrial development policies so as 
to achieve an increasingly diversi-
fied and flexible manufacturing 
base. Such coordination is carried 
out largely through a judicious 
and, not infrequently, strongly in-
duced harnessing of private sector 
initiatives and resources by means 
of highly supportive but condi-
tional and, at times, imaginative 
government intervention. In turn, 
this has helped these economies 
overcome prevailing market 
rigidities and barriers, plus other 
constraints imposed by their initial 
resource endowments, to emerge 
during the 1980s as major global 
competitors of manufactured prod-
ucts comprising high levels of 
technology and skills. The Repub-
lic of Korea, for example, became 
the world’s third largest producer 
of semi-conductors in 1985, with 
an output value of $0.74 billion, 
compared with about $9.0 billion 
from the United States and $7.6 
billion from Japan.3

Hong Kong, by and large, has 
had an economic system character-
ized by positive non-intervention- 
ism; trade and industrialization

velopment Organization, Industry and  
Development Global Report 1987  
(UNIDO publication, Sales No. 
E.87.II.B.2), p. 204. The electronics 
industry in the Republic of Korea be-
came the sixth largest in the world in 
1990 and is expected to be the fourth 
largest in the next few years. Its 
output value reached $24 billion, com-
pared with around $199 billion from 
the United States and $190 billion 
from Japan during 1990. The three 
other NIEs were also producing sub-
stantial volumes of electronic products, 
ranging from $6.8 billion in Malaysia 
and Hong Kong to $13-14 billion in 
Singapore and Taiwan Province of 
China during the same year. See, M. 
Clifford, “Taking on the titans” , Far 
Eastern Economic Review  (31 October 
1991), p. 66.

strategies in the other NIEs repre-
sented a careful mix of protection 
and competition, as reviewed in 
the previous chapter. A large 
number of manufacturing activities 
were provided with the needed in-
centives to take root and grow, 
particularly during the early stages 
of their development, and to make 
concerted efforts to upgrade with 
modem technologies and to remain 
internationally competitive. In 
varying degrees of intensity, re-
source allocation was guided and 
effective performance rewarded 
through government assistance; this 
ranged from elaborate schemes of 
direct subsidies to concessions in 
the areas of finance and taxation 
besides trade.

In particular, subsidized credit 
to export production can be 40 per 
cent below the prevailing interest 
rate on ordinary bank loans. The 
value of this inducement, together 
within the remission of taxes on 
imported inputs, exemption of part 
of corporate income taxation, plus 
discounts on utilities and other 
services, was estimated to be 
equivalent to almost 11 per cent 
of gross export receipts in Taiwan 
Province of China during the pe-
riod 1962-1976, and to just over 8 
per cent in the Republic of Korea 
in 1968. There were also a vari-
ety of additional incentives which 
simply defied quantification.4

4 For details, see S.W.Y. Kuo, G. 
Ranis and J.C.H. Fei, The Taiwan 
Success Story: Rapid Growth with Im -
proved Distribution in the Republic o f
China, 1952-1979  (Boulder, Westview 
Press, 1981), pp. 73-83; A.H. Amsden, 
A sia ’s Next Giant: South Korea and  
Late Industrialization  (New York, Ox-
ford University Press, 1989), pp. 55- 
78; and T. Scitovsky, “ Economic de-
velopment in Taiwan and South Ko-
rea, 1965-1989” M odels o f  Develop-
ment: A Comparative Study o f  Eco-
nomic Growth in South Korea and  
Taiwan, L.J. Lau, ed. (San Francisco, 
Institute for Contemporary Studies,
1990), pp. 149-150.

Such assistance, however, was pro-
vided selectively and not across 
the board. It was also increas-
ingly biased in favour of the pro-
duction of intermediate, engineer-
ing and other capital goods. Nev-
ertheless, the consequent distor-
tions were not sufficiently strong 
or entrenched to affect the profit-
ability or comparative advantage of 
labour-intensive manufactures.5

The availability of protection 
and other incentives were thus not 
without conditions or indefinite. 
Generally under this two-track ap-
proach, industries accorded prefer-
ential treatment were expected or, 
at times, pushed to be competitive 
within a relatively short time-span. 
In Taiwan Province of China, for 
example, import protection and 
other incentives to domestic manu-
facturers were granted on condi-
tion that, among other things, the 
ex-factory prices of the commodi-
ties concerned not exceed the 
prices of comparable imports (in-
clusive of all duties) by more than 
25 per cent in 1960. This ratio 
was reduced to 15 per cent in
1964 and 10 per cent in 1968; in 
1973 it became 5 per cent.6

The rapid expansion of indus-
trial activities among the NIEs 
was fueled basically and typically 
by a relatively limited range of la- 
bour-intensive manufactures and 
exports up to the early 1970s. 
Nevertheless, these products 
brought in substantial amounts of 
foreign exchange whose multiplier 
effects helped spur ancillary in-
creases in domestic manufactures

5 W.E. James, S. Naya and G.M. 
Meier, Asian Development: Economic 
Success and Policy Lessons (Madison, 
University of Wisconsin Press, 1989), 
pp. 39-40.

6 T.H. Lee and K.S. Liang, “Tai-
w an” , Development Strategies in 
Semi-industrial Economies, by B.
Balassa and others (Baltimore, Johns 
Hopkins University Press, 1982), p. 
315.
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of consumer goods.7 At the same 
time, the rates of employment ex-
pansion at 3.4-4.5 per cent a year 
were considerably faster than 
population growth so that there 
was virtually full employment 
among the NIEs by the early 
1970s.

These conditions contrasted 
starkly with labour market circum-
stances elsewhere in the region, 
and constituted another significant 
imperative for industrial restructur-
ing: tight labour demand prevailed 
for a wide range of skills in spite 
of the almost uninterrupted upward 
trend in the rates of female worker 
participation which, in the mid- 
1980s, reached some 50 per cent, 
approximately the same as the rate 
in industrialized countries.8 In ad-
dition, there was a persistent up-
ward drift in unit labour cost not-

7
As discussed in chapter II, the 

NIEs’ export value during the period 
1965-1973 expanded annually by be-
tween 18 and 20 per cent (Hong 
Kong and Singapore) and upwards of 
one third (in the other two economies) 
to reach some $3.2-$3.7 billion (the 
Republic of Korea and Singapore) and 
$4.5-$5.1 billion (in the other two 
economies) in 1973. The bulk of 
such earnings, approximately 50-60 
per cent, came from textiles and gar-
ments plus processed food items in 
Hong Kong, the Republic of Korea 
and Taiwan Province of China. Ow-
ing to its location as an entrepot, fu-
els, food and mineral products domi-
nated Singapore’s exports,

8
In Singapore, liberal govern-

ment policy towards the immigration 
of professional, technical and less- 
skilled workers for local employment 
helped ease the shortage; foreign 
workers constituted 11.5 per cent of 
the labour supply in the 1970s and an 
average of 6.5 per cent during the 
period 1975-1980. On the other 
hand, the labour constraint in the Re-
public of Korea was aggravated by a 
large outflow of skilled workers, par-
ticularly in booming construction ac-
tivities in the Middle East during the 
decade up to the mid-1980s.

withstanding the considerable dif-
ferentials in male/female wage 
earnings and notable increases in 
labour productivity averaging 5.1- 
5.4 per cent per person employed 
among the NIEs;9 the rising costs 
of labour have tended to be no-
ticeably sharp from the mid-1970s 
on, particularly in the Republic of 
Korea and Taiwan Province of 
China (figure II.10).

The move away from labour- 
intensive manufactures has been 
intensified among the NIEs since 
the early 1970s, although policy 
approaches and intervention 
modalities have by no means been 
similar. Given the incentive struc-
tures and other supportive condi-

9 C. Manning and E.F. Pang, 
“ Labour market trends and structures 
in ASEAN and the East Asian NIEs” , 
Asian-Pacific Economic Liberature, 
vol. 4, No. 2 (September 1990), pp. 
67-68; and T. Scitovsky, “Economic 
development in Taiwan and South Ko-
rea, 1965-1981” , L.J. Lau, ed., op. 
cit., pp. 146-148.

tions then prevailing in various 
macroeconomic and sectoral policy 
areas, there was probably less ad-
ditional steerage in Taiwan Prov-
ince of China; by and large, the 
industrial adjustment path and pace 
were largely based on private-sec- 
tor expectations with regard to 
market prices and trends. The ex-
ceptions included the steel, ship-
building and petro-chemical indus-
tries which were set up largely by 
government.

In comparison, the push into 
capital- and resource-intensive and 
almost concurrently into skill- and 
knowledge-intensive manufactures 
was strongly promoted, with sev-
eral adjustments, in the Republic 
of Korea (box II.5).10 The net 
result was a relatively sharp de-
cline in the relative importance of 
textile-related production in manu-
facturing value added and employ-
ment, and the rising importance of

Figure II.10. Unit labour cost in the manufacturing sector among the 
newly industrializing economies of the ESCAP region, 1975-1984
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10 L.J. Lau, ed., op. cit., pp. 74-
76 and 174-176; and A.H. Amsden, 
op. cit., pp. 196-202.



Box II.5. Mid-course structural policy corrections in the Republic of Korea

There were basically two 
phases in the initial process o f  in-
dustrial restructuring away from la-
bour-intensive, standard-technology 
manufactures in the Republic o f  Ko-
rea. In the first period, 1968-1976, 
the emphasis was on industrial 
projects largely for domestic de-
mand, utilizing mostly mature but 
m odem  technologies (for example, 
iron, steel, cement, fertilizers and 
petroleum). In the accelerated push 
o f  the second phase, implemented in 
three years, 1977-1979, the total 
amount o f  investment funds chan-
nelled to metals, chemicals, interme-
diate products, machinery, transport 
equipment and electronics went up 
from 48 to almost 79 per cent o f  
total investment. There were tre-
mendous official inducements be-
cause many projects were huge, 
with productive capacities greatly in 
excess o f  anticipated demand. Be-
sides, the forced cut-back in pro-
jected investment in light manufac-
tures created shortages in many con-
sumer necessities, thus increasing 
pressure on the already relatively 
high inflation and high tension eco-
nomic and social environment; for 
example, with the exception o f  the 
oil price crisis period o f  1974-1975, 
the annual rate o f  consumer price 
increases averaged over 13 per cent 
during 1976-1978.

The great lift in domestic capi-
tal formation, from 21.4 per cent o f 
annual GDP during the period 
1974-1976 to almost 28 per cent 
during the big push, raised consider-
ably the unit labour cost. The ex-
pansion o f  real wages, by almost 55 
per cent between 1975 and 1979, 
doubled the overall productivity 
improvement.a Inflation and rising 
real wage costs caused an effective 
appreciation o f  about 20 per cent in 
the exchange rate o f  the won be-
tween 1974 and 1979. The eroded 
competitiveness contributed signifi-
cantly to a steady annual decline in 
the growth rate o f  export earnings 
from 52 per cent in 1976 to 18 per 
cent in 1979.

The big push was stopped in 
1979 and a selective emphasis placed 
on knowledge- and skill-intensive in-
dustrial development and upgrading. 
The rate o f  investment was slowed 
down, and a series o f  downward ad-
justments in the nominal exchange 
rate resulted in a depreciation o f  
about 20 per cent in the effective rate 
during the period 1980-1983. 
Among other measures, these adjust-
ments formed part o f  a comprehen-
sive stabilization plan which was an-
nounced in April 1979, but its imple-
mentation was postponed until the 
following year owing to the onset o f  
the second oil price shock and a 
change in political leadership. The 
adjustments o f  the early 1980s facili-
tated the resumption o f  high rates o f  
economic growth but with much 
lower inflation in subsequent years o f 
the 1980s.

Singapore, like Hong Kong and 
Taiwan Province o f  China, sailed 
through the second oil price shock o f  
1979/80 with, by and large, robust 
economic performance; GDP growth 
was in the range o f  6-8 per cent in 
Taiwan Province o f  China and 9-11 
per cent in Hong Kong and Singa-
pore during the period 1979-1981. 
The sharp reversal o f  fortunes in 
Hong Kong and Singapore in 1985 
was one o f  the more startling devel-
opments in East and South-East Asia: 
GDP contracted marginally in Hong 
Kong but by almost 2 per cent in 
Singapore. In Singapore, export de-
mand was lower, with earnings con-
tracting by about 5 per cent in 1985, 
and a sharp fall in public spending 
on housing and social amenities, from 
$S 3.1 billion or 21 per cent o f  total

a L.J. Lau, ed., M odels o f  D e-
velopment: A Comparative Study o f
Econom ic Growth in South Korea 
and Taiwan (San Francisco, Institute 
for Contemporary Studies, 1990), pp. 
74-76; and A.H. Amsden, txeN s’aisA  
Giant: South Korea and Late Indus-
trialization  (New York, Oxford Uni-
versity Press, 1980), pp. 196-202.

expenditure in 1984 to $S 0.5 bil-
lion or about 3 per cent in the fol-
lowing year.

There were also structural fac-
tors behind the recession in Singa-
pore. The country’s drive for skill- 
and capital-intensive industrialization 
was actively mediated through a 
two-pronged policy. First, statutory 
wages and related costs were rapidly 
raised in successive increments in 
the expectation that the induced 
shift to skill dom inant and higher 
value-added activities, and the asso-
ciated lift in productivity, would 
thus not confer any perm anent ad-
vantage to capital-intensive indus-
tries. The high-wages policy was 
pursued into the early 1980s, not-
withstanding persistent increases in 
unit labour costs in manufacturing; 
such costs went up by an annual 
average o f  12 per cent as nominal 
wages rose by 13 per cent relative 
to a percentage point increase in 
productivity during the period 1979- 
1982.b The second set o f  restruc-
turing measures, imposed in 1980, 
related to the phasing out by 1990 
o f  unskilled foreign workers from 
non-traditional sources (that is those 
not from Malaysia).c

However, there was at the time 
inadequate preparation in support o f 
the large resource shifts and the 
phased establishment o f  priority in-
dustries. The ancillary infrastruc-
tures and human resources for high- 
technology manufactures were barely 
in place although research and de-
velopment activities had been

b Survey, 1985, pp. 44-45.

c In April 1987 a new scheme 
was introduced whereby unskilled 
workers from non-traditional sources 
can be employed under a variable 
monthly levy arrangement in con-
struction, shipbuilding and domestic 
service. See C.Y. Lim and others, 
Policy O ptions fo r  the Singapore 
Econom y (Singapore, McGraw Hill 
Book Co., 1988).
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and Singapore

strongly encouraged with fiscal in-
centives since the early 1980s. In 
addition, indigenous firms and en-
trepreneurship were not in a good 
position in the high technological 
drive, for a variety o f  reasons in-
cluding difficulties in obtaining in-
vestment finance.

The largely unexpected reces-
sion o f  1985 stalled the restructur-
ing process. The unemployment 
rate, which had dropped to 2.7 per 
cent by 1984, went up to 4.3 per 
cent in June 1985 and 6.3 per cent 
in March 1986. A relatively large 
burden o f  adjustment was borne by 
foreign workers. About 40,000 per-
sons (or about 26 per cent o f  the 
foreign workforce) went home in 
1984, and another 48,100 jobs were 
scrapped, mostly in the construction 
sector, by June 1985; the large ma-
jority o f  these jobs had been held 
by work permit holders.d

The high wages policy gave 
way to wage restraint so as to cut 
unit costs and sustain international 
competitiveness, and to ease the 
contraction in labour demand. In 
particular, Central Provident Fund 
contributions by employers were cut 
from 25 to 10 per cent o f the wage 
bill, thus reducing overall wage 
costs by 12 per cent. In addition, 
there were other concerted re-
sponses. Corporate and personal in-
come tax rates were lowered, and 
tax credits were increased for re-
search and development outlays plus 
investment in new technologies and 
innovations. Public works spending, 
for example, on the mass rapid tran-
sit project, was stepped up signifi-
cantly and sharp rises in general de-
velopment spending were also 
scheduled over the medium term. 
High growth was resumed in 
Singapore after a modest economic 
recovery in 1986.

d Ibid., p. 11 and p. 30.

heavy industries such as machin-
ery and transport equipment (table
II.9); indeed, these industries pro-
vided about two thirds of manu-
facturing GDP in the late 1980s 
compared with some two fifths in 
1970.11

Hong Kong and Singapore 
continued meanwhile to intensify 
and diversify their location-specific 
advantages for tradeable services; 
tourism, transport and communica-
tions, and financial and business 
services. In Singapore the share 
of financial and business services 
in GDP, for example, doubled to 
30 per cent between the early and 
late 1980s. These two types of 
services became the most impor-
tant sector, with a marginally 
greater share than manufacturing 
itself, for the first time in both 
economies in the recent years. 
Regarding manufacturing, Singa-
pore’s drive for skill- and capital- 
intensive industrialization was ac-
tively mediated through the wages 
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sponsive measures led to a rapid 
contraction of labour-intensive ac-
tivities, and some resource shift 
into capital-intensive industries, in-
cluding shipbuilding, oil refinery, 
electrical and non-electrical ma-
chinery, and chemicals, among 
others. Singapore's industrial ex-

11 With the benefit of hindsight, 
much of the Republic of Korea’s new 
heavy industry became highly com-
petitive in the 1980s (for example, 
cement, steel, shipbuilding, consumer 
and industrial electronics, telecommu-
nication equipment, and automobiles). 
This owes largely to a combination of 
up-to-date technologies and rising fac-
tor productivity through cumulative 
learning and then adaptive research, 
among other external economies of 
scale and scope.

12 Survey, 1985, pp. 44-45; and
C.Y. Lim and others, Policy Options 
fo r  the Singapore Economy (Singa-
pore, McGraw Hill Book Company,
1988), pp. 147-149.

port base became narrowed with a 
sharp fall in the relative share of 
earnings from processed primary 
commodities and light manufac-
tures. However, the fast-paced re-
structuring caused a number of 
problems and was tempararily 
stalled with the economic reces-
sion of the mid-1980s (box II.5).13

The 1980s witnessed rising in-
tensification, particularly of the 
microelectronic industrial constella-
tion among the NIEs. This com-
plex of activities ranges from the 
manufacture, instead of assembly, 
of semi-conductors, very large- 
scale integrated circuits, microcom-
puters and peripheral equipment, 
telecommunication systems, and 
other professional and industrial 
electronics. Electrical machinery 
production has become by far the 
largest manufacturing subsector in 
Singapore, and among the largest 
few in the other NIEs. There are 
now several science parks and fa-
cilities reserved for the research 
and operations of high-technology 
firms among these economies, ex-
cept possibly Hong Kong. Re-
search and development outlays in 
the Republic of Korea, for exam-
ple, absorbed less than 0.4 per 
cent of GNP in 1970; by 1986 
they had reached some 2 per cent, 
and are targeted to amount to 2.8 
per cent in 1990 and 5 per cent 
by the end of the century. Hong 
Kong has also upgraded into a 
higher value-adding garments and 
clothing producer, while the manu-
facture of plastic products and 
transport equipment has become 
important respectively in Taiwan 
Province of China and the Repub-
lic of Korea since the later part of 
the 1980s. There has also been a 
significant restructuring, including 
through overseas transplantation, of 
sunset and non-competitive labour- 
intensive activities during the 
1980s.

13 Ibid., pp. 35-36.
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Table II.9. Selected developing economies of the ESCAP region. Relative shares in manufacturing value added 
(VA) and employment (N) of selected manufacturing subsectors, 1973-1975, 1979-1981 and 1985-1987
(Percentage)

Bangladesha
Food, beverages and tobacco 33.4 23.5 29.9
Textiles and leather 36.7 42.9 36.9
Chemicals and petroleum products 14.3 16.4 16.8
Metal products and machinery 5.1 6.0 7.4
Paper and printing 2.6 3.5 3.6

China
Food, beverages and tobacco 8.9 11.4 10.2
Textiles 12.9 11.0 14.1
Chemicals 10.5 10.5 11.7
Non-electrical machinery 24.7 14.0 15.6
Electrical machinery 7.1 7.7 11.3

Fiji
Food, beverages and tobacco 66.5 53.4 63.8 50.8 52.7 50.4
Clothing 2.2 4.0 2.0 5.8 4.2 10.7
Wood products 4.5 7.9 6.0 8.5 6.3 6.8
Metal products 6.1 7.9 5.6 6.4 4.9 5.4
Non-metal products 5.6 4.7 4.8 3.1 7.3 3.1

Hong Kong
Textiles 22.5 17.7 13.9 13.3 15.7 13.2
Clothing 23.3 30.5 25.1 29.6 23.6 30.3
Plastic products 8.8 9.9 8.2 9.0 9.5 9.7
Metal products 7.4 8.4 8.1 8.9 6.8 7.7
Electrical machinery 9.8 10.9 14.1 13.3 12.7 12.4

Ind ia
Food, beverages and tobacco 10.6 21.0 9.7 24.5 11.6 20.5
Textiles 21.0 27.6 19.3 23.8 14.0 22.3
Iron and steel 11.1 7.6 11.8 7.6 10.8 8.5
Non-electrical machinery 7.2 6.1 8.5 6.0 9.1 6.6
Transport equipment 7.2 7.0 8.5 7.1 8.1 7.3

Indonesia
Food, beverages and tobacco 43.7 41.3 31.9 33.2 26.2 30.9
Textiles 18.7 26.3 11.8 23.7 11.6 18.1
Wood products 3.1 3.9 6.6 6.0 10.2 10.1
Chemicals 9.2 5.4 12.1 5.9 11.6 6.3
Transport equipment 4.4 2.5 7.8 3.3 5.6 3.7

Malaysia
Food, beverages and tobacco 24.5 16.2 23.7 15.5 21.0 15.2
Textiles 4.6 8.7 4.9 7.7 3.2 5.8
Clothing 1.2 3.8 1.7 4.5 2.2 6.8
Wood products 12.6 16.4 10.5 14.2 5.8 11.3
Electrical machinery 9.2 9.6 12.8 15.3 15.4 17.8

Pakistana
Food, beverages and tobacco 29.7 32.1 33.8
Textiles and clothing 31.9 22.1 16.6
Chemicals and petroleum products 16.9 20.2 22.9
Metal products and machinery 10.9 10.8 11.7
Non-metallic mineral products 4.0 7.7 7.6

(Continued on next page)
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T able I I .9  (continued) 

(Percentage)

1973-1975 1979-1981 1985-1987

VA N VA N VA N

Philippines
Food, beverages and tobacco 43.3 28.8 32.2 24.6 40.2 26.7
Textiles 7.6 15.7 8.5 13.7 3.3 10.8
Clothing 1.0 6.0 4.6 12.0 3.2 14.3
Wood products 3.7 8.6 4.2 7.5 2.3 7.3
Electrical machinery 2.9 3.8 4.3 5.5 4.7 6.3

Republic o f Korea
Textiles 16.0 23.1 13.4 19.3 10.6 14.7
Chemicals 9.7 5.3 9.6 4.5 8.5 4.0
Iron and steel 6.6 2.7 6.9 3.4 6.2 2.9
Electrical machinery 7.4 9.0 8.5 11.1 13.2 13.6
Transport equipment 4.3 3.9 6.3 5.9 8.7 6.9

Singapore
Chemicals 4.9 2.5 4.6 2.2 10.3 2.9
Petroleum-refineries 18.7 1.5 17.1 1.2 6.3 1.3
Non-electrical machinery 7.1 5.8 9.8 8.0 6.4 7.5
Electrical machinery 14.9 20.8 21.3 28.7 35.5 34.1
Transport equipment 15.5 13.7 12.4 9.9 8.4 7.1

Sri Lankaa
Food, beverages and tobacco 28.2 32.0 38.9
Textiles and clothing 21.8 13.6 13.4
Chemicals and petroleum products 20.2 29.4 25.4
Non-ferrous mineral products 9.0 8.7 10.6
Metal products 12.8 8.4 4.0

Taiwan Province of China
Textiles 13.7 19.7 12.6 15.4 12.3 13.1
Clothing 2.3 6.2 2.4 5.4 3.1 6.7
Plastic products 6.2 8.2 6.0 9.6 6.9 11.5
Metal products 3.2 4.6 4.4 6.8 4.7 6.8
Electrical machinery 9.9 12.4 11.0 15.1 12.7 15.9

Thailanda
Food, beverages and tobacco 41.1 30.2 29.2
Textiles and clothing 15.4 17.0 17.4
Chemicals and petroleum products 14.4 16.3 16.0
Metal products and machinery 11.4 14.9 15.0
Non-metallic mineral products 2.9 4.0 4.3

Sources: United Nations Industrial Development Organization. Handbook o f  Industrial Statistics 1990 (Vienna), pp. 91-122; 
and ESCAP, Industrial Restructuring in Asia and the Pacific (ST/ESCAP/960), pp. 70-75.

a 1975, 1980 and 1987 only.

Government activism in indus-
trial and, for that matter, other 
sectoral steerage has generally not 
been accompanied by an expand-
ing public sector or number of se-
rious loss-making public enter-
prises in directly productive activi-
ties among the NIEs. There has

been no tendency for official do-
mestic monopolies to be created 
and nurtured over time, and the 
bulk of domestic credit, upwards 
of 90 per cent, has gone to the 
private sector. Except in cases 
where considerations of revenue 
raising or of external economies in

scale or scope prevail, most of the 
enterprises involved normally oper-
ate on commercial principles. The 
relative proportion of private-sector 
manufactures in Taiwan Province 
of China, for example, stood at 44 
per cent in 1953, 62 per cent in 
1966 and some 80 per cent a dec-
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ade later. Generally, therefore, the 
NIEs’ attempts at privatization, ei-
ther partial or complete, have been 
motivated by the need to reduce 
official involvement and possible 
duplication of private sector ef-
forts, rather than to stem budget-
ary drains as such.14

Indeed, there is a high degree 
of domestic competition among 
business firms in most of the 
NIEs where industries are domi-
nated by a large number of small 
and, to a much less extent, me-
dium-sized enterprises. In con-
trast, the organization in the Re-
public of Korea contains a small 
number of very large and diversi-
fied corporations, although there 
usually exists a few companies 
from different business groups in 
any given line of industry. Local 
competition is intense in terms of 
quality and delivery, and in the se-
curing of the best terms from gov-
ernment authorities and foreign li-
censing deals; the external market 
meanwhile exerts a disciplinary in-
fluence to ensure the overall effi-
ciency of these business groups.

Between 1966 and 1976, for 
example, the number of newly es-
tablished manufacturing enterprises 
rose by about 150 per cent annu-
ally (to a total of almost 42 thou-
sand) and their average size (in 
terms of employee numbers) by 29 
per cent in Taiwan Province of 
China. The corresponding ratios 
in the Republic of Korea were 1 
per cent in number of firms, and 
176 per cent in terms of workers. 
In comparison, the annual increase 
in manufacturing output was rela-
tively similar, 18 per cent in Tai-
wan Province of China and 23 per 
cent in the the Republic of Korea. 
At the aggregate level, the sales 
of 10 top chaebol were equivalent 
to 16 per cent of GDP in 1974-

14 ESCAP, Industrial Restructur-
ing in Asia and the Pacific (ST/
ESCAP/960), pp. 133-134.

1975 and to almost 65 per cent in
1983-1984; nevertheless, there is 
probably higher industrial concen-
tration in Taiwan Province of 
China in upstream industries like 
petrochemicals, shipbuilding and 
steel, in which typically a public 
sector monopoly operates.15

It is pertinent to note in this 
context the opposite approach 
adopted by the Republic of Korea 
and Taiwan Province of China in 
their current search for renewed 
export competitiveness from, and 
market penetration through, the 
modernization and automation of 
their light industries. The former 
has placed greater emphasis on fi-
nancial and other assistance to 
small- and medium-sized firms so 
as to affect, at the same time, a 
moderation in the upward trend in 
industrial concentration. Taiwan 
Province of China, on the other 
hand, appears to focus on the re-
alization of external economies of 
scale and scope through the pro-
motion of mergers, among other 
modalities.

2. ASEAN-4

These economies, unlike the 
NIEs, are endowed with vast natu-
ral resources and relatively larger 
populations, with the partial excep-
tion of Malaysia. Industries had 
developed initially along the basis 
of comparative advantage in re-
source-based products, but in an 
effort to accelerate industrializa-
tion, income and employment 
growth, import-substitution policies 
were then pursued from the 1960s 
or so. Domestic producers were 
protected by tariffs along with im-
port quotas and surcharges, and 
were promoted through the provi-

15 T. Scitovsky, “Economic de-
velopment in Taiwan and South Ko-
rea, 1965-1981” , L.J. Lau, ed., op. 
cit., pp. 179-180; and A.H. Amsden, 
op. cit., pp. 115-130.

sion of fiscal and financial incen-
tives. The exact impact of gov-
ernment support on various types 
of industrial activity was difficult 
to assess since the related meas-
ures were frequently adjusted in 
response to various developments. 
Generally, effective protection was 
cascading in nature: it tended to
be higher for capital-intensive, im- 
port-competing industries produc-
ing consumer and other finished 
goods, and lower for raw materials 
and other primary products; sec-
tors with comparative advantage 
often faced considerable discrimi-
nation as a result. Notwithstand-
ing non-tariffs and other barriers, 
effective protection was apparently 
higher in Indonesia and relatively 
lower in Malaysia during the 
1970s, with the Philippines and 
Thailand being in the intermediate 
range. The trade and industrial 
policy regime that developed em-
bodied high degrees of government 
intervention, and a proliferation of 
administrative controls and proce-
dures.16

The patterns of industrial de-
velopment among the ASEAN-4 
were facilitated considerably by 
their commodity exports. Nominal 
earnings were growing annually by 
over 20 per cent in the case of 
Indonesia and by around 12-14 per 
cent in the other countries between
1965 and 1973, thus helping to 
bridge the foreign exchange gap. 
The upward trends in export earn-
ings, however, were largely derived 
from natural resources; the classi-
cal trio of labour-intensive manu-
factures (textiles, garments and 
footwear) accounted for a negligi-
ble proportion, less than 5 per

16 ESC A P Industrial Restructur-
ing in Asia and the Pacific (ST/ 
ESCAP/960), pp. 65-68; W.J. James, 
S. Naya and G.M. Meier, op. cit., pp. 
47-49; and M. Pangestu, “Economic 
policy reforms in Indonesia” , The In -
donesia Quarterly, vol. XVII, No. 3
(1989), pp. 219-221.

172



cent, during this period. There 
were some large inflows of foreign 
direct investment to take advantage 
of the large protected domestic 
market, in Indonesia especially. 
All these interactions contributed 
to the initial surge in industrial 
value added, with the relative im-
portance in GDP expanding by 20- 
40 per cent in Indonesia, Thailand 
and Malaysia during the 1970s. 
In absolute terms, however, the in-
dustrial sector was small and its 
share in total employment was 
even smaller, reflecting the higher 
capital intensity of industrial ac-
tivities (figures II.8 and II.9).

Internal demand for finished 
consumer goods was experiencing 
varying degrees of saturation re-
sulting in increasing levels of un- 
der-capacity utilization in many 
manufacturing lines. Expansion 
and diversification through the ex-
port sector were then not feasible 
owing to high costs, poor quality, 
and inadequate market access and 
marketing expertise. Nevertheless, 
movement into the second stage of 
import substitution industrialization 
proceeded in the 1970s to meet 
part of domestic demand for con-
sumer durables and intermediate 
inputs. Almost without exception, 
attractive incentives were provided, 
typically in a variety of tax and 
credit concessions, including ex-
port credit subsidies, special de-
preciation and other allowances on 
capital spending.

Reinforced further by consid-
erable under-pricing of public utili-
ties, these promotion measures
combined with tariffs plus other 
import barriers to result in greater 
reliance on physical capital and 
the consequent expansion of capi-
tal-intensive industries. Labour-
saving techniques were additionally 
encouraged through minimum
wage and other social regulations 
which tended to raise wage costs 
above the shadow wage levels, 
thus slowing down employment 
growth. The development of

small- and medium-scale enter-
prises, employing largely unskilled 
or semi-skilled labour, was thus 
constrained despite explicit policies 
for their promotion. In Malaysia, 
these categories of firms accounted 
for a higher proportion of value 
added, although they made up a 
smaller proportion of total enter-
prise number. This deviation was 
due in part to concerted official 
efforts to promote indigeneous en-

17trepreneurs and businesses.
Higher capital intensities ne-

cessitated larger volumes of im-
ported machinery, equipment and 
technologies. The consequent 
pressures on the balance of pay-
ments contributed to the imposi-
tion of controls on foreign ex-
change and import rationing, thus 
generating in several of the 
ASEAN-4 a premium on external 
resources and an uncertain climate 
on import-dependent investments, 
among other unfavourable effects. 
Further imperatives for industrial 
restructuring and related policy ad-
justments came with the oil price 
shocks during the 1970s, and the 
sharp fall and lower commodity 
prices in real terms during a large 
part of the 1980s. The relative 
emphases of policies, as well as 
the pace and speed of the reform 
process displayed country-specific 
diversity, however.

The major objective was to 
increase non-traditional exports, 
manufactures in particular, and to-
wards this end the trade and com-
mercial policy regime of the 
ASEAN-4 was modified often ex-
tensively from about the mid- 
1970s, as discussed in some detail 
in chapter II above. The incentive 
structures, especially the wide 
range of fiscal and monetary con-
cessions and other assistance, were 
also rationalized and reinforced so 
as to promote more efficient and

17 W.J. James, S. Naya and G.M. 
Meier, op. cit., p. 50 and relevant ref-
erences cited on pp. 261-262.

flexible export-oriented activities. 
The policy stance regarding for-
eign direct investment was also 
modified, although not always in 
the same direction. Such external 
resources had had a long and 
large presence among the ASEAN-
4, especially in natural resource 
development projects and, to a 
much lesser extent, in several 
manufacturing subsectors for the 
protected domestic market.

The urgency, sequence and 
other parameters of policy shift 
varied considerably. Indonesia im-
plemented perhaps the most far- 
reaching adjustments and reforms 
among market economies of 
South-East Asia. The extended oil 
boom years, which saw high levels 
of investment and other economic 
activities, dulled considerably the 
need for further economic liberali-
zation under way since the late 
1960s. Regulations on foreign in-
vestment, trade and industry be-
came tightened through a series of 
adjustments in response to prevail-
ing economic trends and other cir-
cumstances during a large part of 
the period from the late 1970s to 
the early 1980s. The consequent 
emergence of a high-cost economy 
were addressed through, among 
other policy measures, three sig-
nificant devaluations of the local 
currency, and noted in chapter II. 
Although the impact of the first 
two adjustments in 1978 and 1983 
was eroded by high levels of do-
mestic inflation, they signalled 
government determination to pro-
mote the non-oil economy.

The steep oil price decline, 
followed by a sharp appreciation 
of the yen during the mid-1980s, 
contributed to acute debt-servicing 
problems; some 40 per cent of In-
donesia’s large external obligations 
were in this currency and another 
20 per cent in denominations other 
than the then weakened US dollar. 
Apart from extended fiscal auster-
ity, the process of policy reforms 
across various macroeconomic con-
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fines was intensified. Besides sig-
nificant changes to the trade and 
commercial policy stance in the 
mid-1980s, there were important 
measures for greater economic and 
financial deregulation and transpar-
ency, enhanced resource mobiliza-
tion through fiscal adjustments, 
and strengthened institutional and 
administrative capacities.18 All 
these contributed to a macro- 
economic environment which has 
served to counter-balance the re-
maining effects of dirigiste poli-
cies at the microeconomic and 
sectoral levels so as to generate a 
macroeconomic environment hospi-
table to industrial and export ex-

19pansion.

18 Banking deregulation in 1983 
lifted credit ceilings, decontrolled in-
terest rates o f commercial banks and 
reduced preferential credit schemes, 
among other things. This was further 
reinforced in 1988 by another package 
that stimulated financial competition 
by permitting foreign bank branches 
outside Jakarta, allowing State enter-
prises to hold 50 per cent of their 
funds with private banks, and lower-
ing commercial bank reserve require-
ments. Liberalization of investment, 
including overseas capital, was made 
through reducing entry restrictions, 
widening the number o f areas open to 
foreign investment, and easing local 
equity requirements. There were an-
cillary customs and shipping reforms, 
a comprehensive overhaul o f the in-
come tax structure and other fiscal 
rationalizations, including the intro-
duction of a value-added tax. See H. 
Soesastro, “A brief overview of the 
Indonesian economy July 1989” , pp. 
202-203; and A. Wardhana, “ Struc-
tural adjustment in Indonesia: export
and the ' high cost’ econom y” , The 
Indonesian Quarterly, vol. XVII, No.
3 (1989), pp. 212-214.

19 M. Gillis, “ Episodes in Indo-
nesian economic growth” , World Eco-
nomic Growth: Case Studies o f  D e-
veloped and Developing Countries, A. 
Harberger, ed., as cited in J. Riedel, 
“Economic development in East Asia: 
Doing what comes naturally?” , H. 
Hughes, ed., op. cit., pp. 34-35.

The consequent removal of bi-
ases against exports, together with 
the ancillary promotion of foreign 
direct investment, contributed to 
the sharp upward trend in non-oil 
export earnings from the second 
half of the 1980s. The bulk of 
such gains has come from manu-
factures, including textiles, wood 
products and chemicals; since the 
mid-1980s Indonesia has emerged 
as the world’s largest producer of 
plywood. The relative shares of 
the wood products and chemicals 
subsectors rose rapidly to about 22 
per cent of manufacturing value 
added during the period 1985- 
1987, or about double the levels 
of a decade earlier (table II.9).

Among the ASEAN-4, Malay-
sia had had relatively less strongly 
protected industrial and trade sec-
tors and sustained price stability. 
These factors accounted for much 
of the appreciable success of the 
country's efforts to promote manu-
facturing employment and exports, 
in spite of its greater vulnerability 
to unpredictable fluctuations due 
economic openness. Another con-
tributing element behind such suc-
cess was embodied in, among 
other measures, industrial deregula-
tion, rationalization of public sec-
tor enterprises, and the renewed 
encouragement of both domestic 
and foreign investment. Several 
other policy adjustments were also 
undertaken as of the early 1980s 
in response to the emergence of 
large and unsustainable fiscal and 
external accounts deficits, plus a 
heavier debt-service burden in con-
sequence of rapid fiscal expansion 
to support growth, employment, in-
frastructure development, and 
heavy industrialization following 
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A main stimulus to industrial 

growth came from the establish-

ment of several free trade zones 
which, in turn, facilitated the pro-
duction of labour-intensive textiles, 
electronics and machinery. By the 
early 1980s, for example, over one 
half o f M alaysia's burgeoning 
manufactured exports originated 
from the zones. The manufactur-
ing subsector registered the most 
rapid expansion during the mid- 
and late 1980s so that it overtook 
agriculture as the largest contribu-
tor to GDP in 1987.

Higher value-adding activities 
were also embodied in the shift 
towards the clothing subsector, 
which expanded from about 1 per 
cent to almost 5 per cent of 
manufacturing value added in just 
over a decade. The electrical ma-
chinery subsector was also regis-
tering equally rapid growth, be-
coming one of the most important 
industrial activities in terms of 
both relative output value and em-
ployment (table II.9). Malaysia
and other members of the
ASEAN-4 have also made notable 
progress in raising value added 
through downstream processing of 
primary commodities for export, 
such as sawlogs; the relative im-
portance of this subsector has de-
clined recently owing to con-
straints on supply, among other 
reasons. Additionally, softer com-
modity prices contributed to the 
steady fall in the share of com-
modity exports in total earnings.

Thailand entered into the sec-
ond phase of import substitution 
roughly from the mid-1970s and, 
aided by relatively firm commodity 
prices, enjoyed reasonably fast GDP 
growth, averaging around 7 per cent 
annually during the period 1973- 
1980. Manufacturing value added 
expanded by 10.5 per cent a year 
during the 1970s; food processing, 
textiles and clothing, and chemicals 
dominated the output composition. 
The economy, however, was strain-
ing in the early 1980s owing to a 
series of external shocks with much 
slower GDP growth and enlarged
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deficits in the trade and current 
accounts. Increases in manufactur-
ing value added, averaging just over
5 per cent a year during the period 
1980-1985, were thus half the rate 
achieved during the previous five 
years.

A series of determined policy 
adjustments were implemented. 
Besides a major devaluation of the 
Thai baht, concerted efforts were 
made through the provision of en-
hanced incentives to promote ex-
port-oriented industrial projects; 
foreign direct investment formed a 
key element of the strategy. 
Largely as a result, the economy 
has since recorded revitalized per-
formance with double-digit GDP 
growth during the period 1987- 
1990; manufacturing value added, 
expanding by 10-12 per cent annu-
ally in the late 1980s, registered 
appreciable changes, particularly in 
export composition. The relative 
importance of food items and met-
als fell by about 30 per cent, 
while that of textile products plus 
electrical machinery expanded by 
over 20 per cent between early in 
the 1970s and the mid-1980s (ta-
ble II.9).

The Philippines initiated ex-
tensive policy reforms in 1980, al-
though the intended structural ad-
justments were seriously con-
strained by several adverse factors. 
There was poor economic growth 
during a large part of the last dec-
ade with GDP declining by some 
7 per cent over the period 1983-
1986. Additional difficulties were 
posed by, among other factors, the 
large overhang of external debt 
and the heavy debt-servicing bur-
den, which has absorbed a sub-
stantial portion of export earnings, 
over one third in the mid-1980s, 
and government revenue. The 
high rates of inflation during
1979-1985 and the late 1980s 
eroded much of the effectiveness 
of several downward adjustments 
in the peso exchange rate.

Largely as a result, there was

no change on average in manufac-
turing value added during the pe-
riod 1980-1988 (table II.8). Re-
covery has sped up in response to 
major economic reforms since
1986 with industry, and manufac-
turing in particular, being the lead-
ing sector late in the 1980s. The 
unemployment situation has appar-
ently improved relative to the rapid 
increase in the labour force. The 
textile and clothing subsectors ac-
counted for a quarter of the 
workforce, and food processing an-
other quarter in the mid-1980s.

Public sector enterprises con-
stituted a significant segment of 
industry as well as other key sec-
tors in the ASEAN-4.21 In Indo-
nesia, starting with the nationaliza-
tion of former Dutch companies 
and plantations, the base was laid 
for a strong public sector role at 
the initial stages of development. 
State organizations were involved 
in major manufacturing subsectors, 
trading, finance, transport and 
other services; their performance 
thus had considerable impact on 
the competitiveness of other do-
mestic economic activities. The 
total sales of State enterprises 
amounted to almost two thirds of 
the country's GDP in 1986-1987. 
Many of them suffered from man-
agement problems or a preponder-
ance of non-commercial objectives. 
In recent years deregulation and 
privatization have been imple-
mented as part of an overall eco-
nomic policy package to reduce 
budgetary drains (through subsidies 
to loss-making enterprises), to im-
prove domestic efficiency and 
competition, and to enhance pri-
vate sector participation. Never-
theless, it is likely that government 
control and ownership will be con-

2.1 The discussion on public sec-
tor enterprises draws largely from 
ESCAP, Industrial Restructuring in 
Asia and the Pacific (ST/ESCAP/960), 
pp. 132-140.

siderable in the foreseeable future.
For redistributive purposes un-

der Malaysia's New Economic 
Policy, government became exten-
sively involved in the ownership 
and operation of numerous enter-
prises in a wide range of eco-
nomic, financial and other service 
activities in the past two decades. 
Such involvement was boosted by 
large windfall gains from oil ex-
ports, buoyant commodity prices 
and easy access to external funds 
throughout most of the 1970s and 
the early 1980s. The structural 
adjustment packages of the mid- 
1980s encompassed, among other 
austerity measures and policy re-
forms in favour of greater deregu-
lation, efforts both to privatize se-
lected enterprises and to promote 
better performance through im-
proved management practices in 
others. The country's divestiture 
programme is the most ambitious 
among the ASEAN-4. Some 26 
privatization projects had been 
completed as of 1990 and the ob-
served improvements in services 
and performance from a number 
of divested firms, among other 
considerations, provided further 
support for the planned privatiza-
tion of several major infrastructure 
enterprises.

A large array of industrial and 
other assets are also owned and 
operated by government in the 
Philippines and Thailand. In the 
former economy, increased govern-
ment equity was also due to the 
failure of private firms to pay off 
loans from banks and development 
financial institutions. The eco-
nomic crisis of the mid-1980s ren-
dered a restructuring of public sec-
tor ownership a priority but poor 
macroeconomic performance and 
the ensuing uncertainties have also 
constrained divestiture efforts. 
Notwithstanding the enthusiasm 
and success associated with the 
initial drive, privatization has en-
countered considerable resistance 
in the Philippines.
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Apart from strong opposition 
to divestiture from public enter-
prise employees in Thailand, 
booming economic conditions have 
resulted in an acute shortage of 
skilled human resources in private 
sector businesses. This has ren-
dered less attractive additional 
take-over commitments, particularly 
of loss-making government enter-
prises. Owing in part to a domes-
tic economic slow-down, their 
combined deficits were estimated 
at $1.7 billion (or some 3.5 per 
cent of GDP) in 1986. Neverthe-
less, a number of public sector 
undertakings and monopolies have 
been privatized or deregulated and 
to reduce further government expo-
sure, the private sector has been 
strongly encouraged to participate 
in developing large infrastructure 
projects such as new seaport fa-
cilities, telephone systems and 
transport networks.

3. South Asia

After independence, industrial 
development in this subregion was 
governed by policies strongly na-
tionalistic in orientation and under 
firm administrative control. Im- 
port-substitution industrialization 
was also the choice. During the 
1960s, most of the subregional 
economies achieved relatively high 
rates of industrial growth through 
the concerted drive for self-suffi- 
ciency in a wide range of con-
sumer products, intermediate inputs 
and capital goods. Under the pre-
vailing incentive structures and 
regulatory regime, the process was 
characterized by the emergence of 
capital-intensive industry, which 
was not always competitive inter-
nationally, before the widespread 
development of labour-intensive 
manufacturing activities. The in-
dustrial sector contributed 16-20 
per cent to GDP but accounted for 
a much smaller share of employ-
ment in India, Pakistan and Sri 
Lanka during 1960 (figures II.8

and II.9). The relative importance 
of this sector in several South 
Asian countries was thus compara-
ble to that prevailing among sev-
eral o f the NIEs and the ASEAN- 
4 in the same year.

Industrial expansion, particu-
larly of the manufacturing type, 
slowed down considerably in the 
1970s owing to, among other fac-
tors, inadequate linkages to exter-
nal trade for enhanced demand 
and improved technologies. In ad-
dition, the benefits from econo-
mies of scale were limited to the 
larger economies but generally 
there were few significant changes 
in the composition of industrial 
output in the subregion. Local re-
source-based chemicals and metal 
products had been the leading 
branches in India and Pakistan for 
several decades; the relative share 
in manufacturing value added of 
textiles and allied products, and of 
metals was large but comparatively 
stagnant; the processing of food 
items and agricultural raw ma-
terials, plus textile and garment 
manufactures dominated the com-
position of manufactured value 
added in other economies, includ-
ing Bangladesh, Nepal and Sri 
Lanka.22

A new trend emerged in a 
large part of South Asia during 
the 1980s with industrial and espe-
cially manufacturing value added 
turning strongly upwards. Annual 
expansion in the latter category of 
activities, averaging over 8 per 
cent in India and Pakistan during 
the period 1980-1988, was thus 
about double the rates achieved a 
decade earlier; manufacturing 
growth in Nepal was marginally 
faster than in the previous decade 
and it was sustained at a reason-
ably high annual rate of over 5 
per cent in Sri Lanka (table II.8).

The improved industrial out-turn 
was accompanied by, among other 
things, the availability of a wider 
range o f consumer goods, includ-
ing durable items, and improve-
ments in their quality, to meet 
large and often pent-up domestic 
demand. There was also an in-
creasing number of new enter-
prises and greater competition, and 
a rapid diversification into more 
modem industrial activities. In-
deed, the growth-leading manufac-
turing subsectors with a doubling 
of production during the period
1980-1987 included industrial 
chemicals, machinery, and profes-
sional and scientific equipm ent23 

Strikingly, such a vigorous 
performance was achieved amidst 
a world recession and other diffi-
cult conditions, including an ex-
tended period of adverse weather 
and inadequate infrastructure facili-
ties; indeed, in the case of India 
and Pakistan, the performance was 
comparable to that registered by 
several o f the NIEs and the 
ASEAN-4. Together with large 
gains in agricultural output, indus-
try helped propel GDP of several 
subregional economies into a 
higher growth trajectory during the 
1980s. Industrial contributions to 
GDP and internal employment in 
the 1990s can be expected to en-
large noticeably on the basis of 
these encouraging developments, 
although their rising shares in 
most South Asian economies re-
mained comparatively modest late 
in the 1980s owing to a smaller 
initial base, among other reasons 
(figures II.8 and II.9).

The new-found industrial vig-
our reflects a combination of fa-
vourable factors. There exists, in 
particular, a better supportive 
policy environment arising from
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the ongoing deregulation of indus-
try, investment and associated 
technological requirements. This 
has been reinforced by gradual 
economic liberalization in trade 
and commercial transactions, 
among other key areas. The con-
sequent inducements have en-
hanced significantly not only out-
put and productivity levels but 
also operational technologies, prod-
uct quality and, to some extent, 
international competitiveness. In-
deed, the composition changes 
have arisen largely from the indus-
trial modernization drive in India 
and, to a lesser extent, Pakistan 
plus other economies in the 
subregion.

India’s highly diversified 
manufacturing base accounts for 
the bulk, upwards of 80 per cent, 
of industrial sector output. As a 
whole, industrial growth of the 
1980s was largely led by domestic 
consumption reflecting, among 
other forces, rising incomes and 
demand stimulus through fiscal ex-
pansion. The available sample 
studies of private companies indi-
cated a distinct improvement in 
profitability in the second part of 
the 1980s due, in part, to a 
greatly improved policy environ-
ment (box II.6);24 the performance 
of the non-oil public sector enter-
prises was also better, although the 
overall rate of returns on their 
capital remained marginal at less 
than 1 per cent in 1988.25 Sig-
nificant differences existed among 
the growth rates of manufacturing 
subsectors, however. The most

dynamic expansion was exhibited 
largely by capital-, technology- and 
import-intensive undertakings such 
as industrial and petro-chemicals, 
electrical machinery including con-
sumer electronics, and some agro- 
industries including wood and 
leather products. Traditional la-
bour-intensive activities, particu-
larly cotton and jute, textiles and 
some food processing were lag-
ging. These subsectors had pro-
vided the main stimulus to indus-
trial employment and growth but 
their relative share in total manu-
facturing value added was falling 
noticeably during the last decade.

Industry in Pakistan has also 
responded to policy adjustments
for less bureaucratic control and 
greater reliance on external trade 
and investment. The sector base 
is relatively narrow, consisting
largely of small-scale food
processing, textiles, industrial and 
petrochemicals, and metal product 
undertakings; their combined 
shares reached 85 per cent of 
manufacturing value added in
1987. On average, sectoral output 
expanded annually between 1980 
and 1988 by just over 8 per cent, 
a respectable rate in view of the 
much less vigorous performance 
registered during the 1970s. 
Manufactured exports, contributing 
approximately 80 per cent of total 
merchandise earnings in 1989 
compared with some 60 per cent 
in 1980, were heavily dominated
by textiles, garments and cotton 
goods. A breakthrough in agricul-
ture during the 1980s facilitated 
the rapid rise in cotton production 
by over 10 per cent a year for 
most of the decade. The textile 
subsector has been declining in re-
cent years however; its relative 
share peaked at around a third of 
manufacturing value added early in 
the 1970s to average some 17 per 
cent late in the 1980s. The steel 
industry, operating much below ca-
pacity, has yet to achieve sustained 
profitability.

Concerted efforts have been 
made to upgrade the industrial 
base with imported technologies 
and other inputs, and to raise the 
currently low domestic content of 
modem subsectors such as those 
producing transport equipment and 
consumer durables. There are new 
rules and guidelines setting out lo-
cal content and other performance 
requirements, including export-level 
targetting and technology transfers. 
However, non-traditional exports 
have not expanded as expected in 
spite of strong promotion through 
fiscal and credit incentives. This 
is because of a number of con-
straints arising from the high du-
ties on imported industrial raw 
materials and related inputs, and 
long delays and leakages during 
the tax rebate and refund pro-
cess.26

The industrial sectors in two 
South Asian least developed coun-
tries, Bangladesh and Nepal, con-
stituted a small part of GDP, 
around 15 per cent in the late 
1980s; they are also less diversi-
fied. Both achieved moderate ex-
pansion, in the range of 3-4 per 
cent a year on average over the 
past decade, in spite of difficult 
external conditions and other de-
velopment constraints. For exam-
ple, Bangladesh experienced a se-
rious deterioration in its terms of 
trade and other unfavourable exter-
nal conditions plus a series of 
devastating floods during a large 
part of the 1980s; these stunted 
industrial growth through their ad-
verse impact on domestic output 
and demand. Nevertheless, several 
manufacturing activities have 
grown quickly in recent years and 
have brought in large amounts of 
foreign exchange through non-tra-
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ditional exports; prominent among 
them are textiles, garments and 
processed fishery products such as 
frozen shrimps. Much of such 
progress was facilitated by a series 
of successive economic liberaliza-

tion and deregulation measures 
(see box II.4, chapter II).

Structurally, food processing 
plus textiles and garments domi-
nated manufacturing with over two 
thirds of value added in Bangla-

desh late in the 1980s. The gen-
erally poor performance of jute-re-
lated activities contrasted with the 
vigorous expansion o f textile and 
garment output in the 1980s; this 
modem subsector displaced jute

Box II.6. Adjustments in industrial sector policy in India
Apart from considerable success 

in easing infrastructure bottlenecks, 
there have been major policy initia-
tives in India to facilitate invest-
ments, capacity expansion, and 
modernization and upgrading o f  op-
erational technologies since the mid- 
1980s. These include a progressive 
reduction from 1985 o f  industries 
subject to government licensing, 
covering initially about 70 per cent 
o f  manufacturing output. Moreover, 
licensed capacity was allowed to be 
used for producing similar products; 
this “broad banding” facility was at 
the start applied in the case o f  auto-
mobiles but was later extended to 
other industrial activities. In 1988, 
an ancillary scheme was introduced 
for automatic re-endorsement o f  in-
dustrial licences at the maximum 
output levels attained between April 
1988 and March 1990, except for 
the production o f  items reserved for 
small-scale industry and in cases 
where additional investment for the 
higher capacity exceeds 10 per cent 
o f  the existing book-value capital o f 
the undertakings involved.a

M inimum economic capacity 
for some 84 industries had also 
been laid down by 1988, while sev-
eral prevailing capacity ceilings were 
raised upwards. Existing industrial 
units were thus automatically al-
lowed to enlarge their capacity to 
the prescribed levels, which also 
served as the initial requirements o f  
production scale for new entrants. 
In addition, new guidelines were an-

nounced to encourage international re-
search and development ventures and 
other cooperation modalities with 
overseas research establishments, thus 
modifying greatly the previous objec-
tive o f  technological self-sufficiency. 
The Technical Development Fund was 
also widened in scope to cover im -
ports o f  wide-ranging capital equip-
ment, and technical know-how and 
assistance. The ceiling for such im -
port expenditure was also raised and 
multiple im port applications would be 
allowed within a single year.

Administrative procedures were 
simplified and made more flexible. 
There was, for example, an extended 
time-frame for the implementation o f 
approved or licensed investment 
projects. Foreign investors could sub-
m it applications with domestic part-
ners in their own names, although 
they were required to incorporate a 
company in India on approval o f  
the projects concerned. Important 
changes in the trade policy regime, 
discussed at some length in chapter
II, were also to ensure successively 
more liberal im port conditions for in-
dustries, particularly those oriented 
largely towards the external market. 
Fiscal rationalization was made 
through a modified scheme o f  value- 
added taxation for the manufacturing 
sector introduced in the mid-1980s to 
minimize the cascading effect o f  indi-
rect taxation and to render it more 
transparent; the num ber o f  industries 
under the scheme has increased sig-
nificantly. The corporate income tax 
rate was reduced and depreciation 
provisions were simplified and eased; 
the num ber o f  excise tax rates was 
also sharply lowered.

The message from these fairly 
substantial departures from the tradi-
tional regulatory environment and fis-
cal adjustments was reinforced

strongly by government. Among 
other things, stability and continuity 
in the implementation o f  “ pre-
stated” economic policies over the 
medium term o f  3-5 years were 
stressed. Indeed, the ongoing proc-
ess o f  liberalization and deregulation 
o f  key areas such as industry, trade, 
investment and external payments 
was further accelerated and intensi-
fied particularly by the new govern-
m ent in 1991. The revitalized vig-
our in industrial perform ance and 
m odernization in recent years are 
promising signs o f  domestic confi-
dence in and responses to an im-
proved policy climate in India.

Exports have provided an im-
portant outlet, particularly for la-
bour-intensive textile and garment 
manufactures and, in this context, 
the rapid development and acquired 
competitiveness o f  the electronics 
and informatics subsectors in recent 
years were striking. As a conse-
quence o f  liberalization and deregu-
lation measures, output o f  the elec-
tronics industry went up from less 
than 2 billion rupees in 1970 to 
over 8 billion rupees a decade later 
to reach an expected 110 billion ru-
pees in 1990. Exports o f  electron-
ics products, mainly to Eastern Eu-
ropean countries, were worth an ex-
pected 12 billion rupees in 1990 or 
about 60 per cent higher than in the 
previous year; in particular, software 
exports soared from 100 million ru -
pees in 1982 to 1.1 billion rupees 
in 1988 and were expected to al-
m ost tripte in value in 1989.b

b United Nations Industrial De-
velopm ent Organization, Industry 
and Developm ent Global Report 
1989/90, p. 71; and 1991/92, p. 
70.
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products as the largest export mer-
chandise with some 35 per cent 
of total earnings in 1988. Exploi-
tation of natural gas and other re-
sources has enlarged the relative 
importance of petrochemicals and 
othe chemicals, including fertiliz-
ers, and seafood processing in 
manufacturing value added and, 
for the latter, exports as well (ta-
ble II.9). Food processing ac-
counted for one half and 30 per 
cent respectively of industrial out-
put and employment in Nepal al-
though, by and large, its relative 
importance fell sharply from the 
approximately three quarters of 
value added prevailing two dec-
ades earlier; in contrast, modem 
textile manufactures and, to a 
lesser extent, weaving activities 
have rapidly gained in relative im-
portance through export-oriented 
promotion in Nepal.

In Sri Lanka, growth of manu-
facturing output remained largely 
unchanged at around 5 per cent 
annually over the last two decades. 
The industrial contribution to GDP 
apparently contracted slightly in the 
mid-1980s due to a variety of diffi-
cult external and domestic develop-
ment conditions which contributed, 
in turn, to poor macroeconomic 
performance and balance. Struc-
tural changes were manifested in 
the rising importance of food 
processing and, to a much lesser 
extent, petrochemicals products; the 
former subsector accounted for 23 
per cent of manufacturing value 
added in 1968 but 39 per cent in
1987, reflecting the continuing de-
pendence on export-oriented tea 
processing. Textiles and garments 
have gained increasing prominence 
in exports, although the subsector 
(including also leather manufac-
tures), has been in decline. Textile 
products have become the largest 
foreign exchange earner in recent 
years, with a 35 per cent share in 
total export value in 1988 com-
pared with less than 3 per cent in 
1975 and 13 per cent in 1980.

Such a vigorous expansion was at-
tributable largely to the shift in 
1977 from a relatively inward- to a 
relatively outward-oriented trade 
policy regime, with the consequent 
inflows of foreign capital and tech-
nologies in newly established ex-
port-processing zones during the 
1980s.

Public sector enterprises con-
stitute an integral part of the in-
dustrial scene in South Asia. Re-
garded as essential in economies 
constrained by weak private sector 
resources, skills and motivations to 
initiate development take-off, these 
enterprises were set up to function 
as trail-blazers and pace-setters, 
apart from other social and dis-
tributive policy considerations. 
But in South Asia, which had tra-
ditions of strong and extensive 
State regulation of socio-economic 
life, public sector undertakings be-
came yet another extension of gov-
ernment control over most key 
sectors and activities such as in-
dustry, finance and banking, be-
sides important infrastructure fa-
cilities and services. The high ini-
tial expectations were not always 
fulfilled and privatization has been 
used as a pragmatic approach to 
encourage greater private sector 
participation in line with changing, 
but increasingly complex and di-
verse, development circumstances 
and requirements.

Bangladesh has had perhaps 
the most experience in privatiza-
tion within the South Asian 
subregion, and the country's dives-
titure programme under the New 
Industrial Policy, introduced in 
1982 and strengthened in a revi-
sion in 1986, was one of the larg-
est of such efforts among the de-
veloping countries.27 Apart from 
denationalization, the performance 
of retained enterprises was to be 
enhanced through financial restruc-
turing and physical rehabilitation, 
among other measures. The spin-
offs, as expanded during the mid- 
1980s, involved 38 per cent of ca-

pacity in jute products, 70 per 
cent of fixed assets in textiles, 12 
per cent in sugar and other food 
processing, 10 per cent in chemi-
cals, and 4 per cent in the steel 
and engineering subsector.

The public sector in India ac-
counted for about 27 per cent of 
industrial output in 1986. Eco-
nomic liberalization and deregula-
tion measures have since eased 
entry, exit and investment licensing 
conditions considerably, opened up 
several areas hitherto outside the 
purview of the private sector, and 
improved management autonomy 
among public sector enterprises 
themselves. These efficiency- and 
competition-enhancing adjustments 
would probably seep through the 
industrial system for overall pro-
ductivity gains over time. There 
are apparently no plans for large- 
scale privatization although it was 
announced recently that part of 
government equity, valued at 25 
billion rupees, in public sector en-
terprises would be divested; be-
sides the privatization of several 
undertakings through higher private 
equity holdings, further divestiture 
is contemplated especially in the 
banking sector.28

There have been efforts at 
gradual privatization through the 
planned disposal from 1985 of up 
to 49 per cent of government eq-
uity in major enterprises (including 
textiles, cement, leather and air

2 7 Several small-scale undertak-
ings abandoned by their former own-
ers at the time of independence were 
successfully taken over by private lo-
cal entrepreneurs in the early 1970s; 
some profitable larger enterprises were 
also privatized starting in 1976. 
ESCAP, Industrial Restructuring in 
Asia and the Pacific (ST/ESCAP/960), 
pp. 136-137; and Survey, 1989, p. 
142.
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services) in Nepal. Progress has 
been relatively slow owing to a 
poorly developed capital market, 
among other reasons. In Pakistan, 
public sector operations were fur-
ther enlarged through nationaliza-
tion of many basic industries and 
small-scale undertakings early in 
the 1970s; smaller firms, however, 
were largely returned to their 
original owners after 1977.29 The 
privatization process was stepped 
up significantly in 1991 through a 
substantial deregulation of the for-
eign capital market, the progres-
sive divestiture of some 115 un-
dertakings, and the opening up for 
initial participation as well as in-
creased ownership by the private 
sector of areas such as power gen-
eration and telecommunications, 
banking units and other large en-
terprises.

Sri Lanka’s privatization ef-
forts have contributed to increased 
competition faced by several pub-
lic sector enterprises in shipping 
and land transport services, insur-
ance and cement production. A 
chemical undertaking has recently 
disposed of 60 per cent of its 
shares to a Norwegian firm while 
offers for enterprises on schedule 
for sale are pending from corpora-
tions in Europe, Japan and the Re-
public of Korea, among other 
places.

4. Transitional economies

The industrial sector in China 
contributed about 61 per cent to 
aggregate output in 1990, com-
pared with 49 per cent in 1978 
when basic industrial reforms were 
made. There were several differ-
ent but interconnected policy ini-
tiatives. Decision making was de-
centralized with more authority 
and responsibility being given to

29 ESCAP, Industrial Restructur-
ing o f  Asia and the Pacific (ST/
ESCAP/960), p. 137.

enterprise management in the pric-
ing and structuring of output. 
These enterprises would then be 
responsible for their own profits 
and losses, and allowed to retain 
profits from above quota output 
after such quotas had been sold to 
government at administered prices. 
In addition, there was a gradual 
deregulation of selected commodity 
prices while private enterprise was 
encouraged in the establishment of 
small businesses and through the 
corporatization of State enterprises 
by selling their share to the gen-
eral public. There was, further-
more, experimentation with “Chi- 
nese-style” capital and labour mar-
kets.30

Progress in such institutional 
reforms was appreciable. By June
1988, for example, about 90 per 
cent of large- and medium-sized 
State-owned industrial enterprises 
had adopted a contract manage-
ment responsibility system, and 
over one half of small undertak-
ings had been leased to individuals 
or released to collective ownership. 
There were notable gains in effi-
ciency with the energy and re-
source intensity of final output, 
such as electricity and steel, fall-
ing by 23-30 per cent in the past 
decade. A parallel trend was the 
steep fall in the number of physi-
cal industrial inputs distributed 
solely by government or according 
to a central plan. More than a 
half of all investment projects 
were apparently taking place out-
side the State budget, and a third 
to half of all commodity transfers 
or transactions outside the official 
allocation system or sales network 
late in the 1980s.

Changes in the pricing system 
were made successively. The year 
1985 and 1986 witnessed respec-

tively a deregulation of the prices 
of consumer goods (including proc-
essed food, watches, fans and sew-
ing machines) and major consumer 
durables such as refrigerators, 
washing machines, television sets 
and textile goods. The forces of 
pent-up demand contributed to the 
marked shift from heavy to light 
industry to supply the available 
market and raise living standards. 
In particular, the output of con-
sumer durables since 1987 soared 
from a previously negligible level.

Generally, however, industrial 
expansion in real terms was at the 
unsustainably high rate of 21.4 per 
cent in 1985, 17.7 per cent in
1987 and 20.8 per cent in 1988. 
Constrained by acute shortages of 
materials and infrastructure bottle-
necks, the economy overheated, 
with annual inflation averaging 
18.5 per cent in 1988-1989 com-
pared with less than 8 per cent 
during the period 1986-1987. The 
balance on current accounts turned 
from previous surpluses into a 
deficit which averaged 3.2 per 
cent of annual GDP in 1985-1986 
but declined to about 1 per cent 
over the period 1988-1989.31

Responsive measures largely 
of a macroeconomic nature were 
adopted in 1989. Among other 
things, the austere fiscal and mon-
etary stance together with a sharp 
cut in investment project alloca-
tions and implementation helped 
stabilize prices which went up by 
just over 3 per cent in 1990. 
There was also the consequent 
slow-down in annual economic 
growth from 11 per cent in 1987-
1988 to 4.5 per cent in the fol-
lowing two years; industrial expan-
sion averaged about 8 per cent in
1989-1990.

The policy regime governing 
foreign direct investment was also

31
Asian Development Bank, 

Asian D evelopm ent O utlook 1991, pp. 
199, 283, and 286.
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further liberalized in 1986 to pro-
mote export-oriented activities and 
high-technology undertakings. Ad-
ditional incentives offered in 1990 
included provisions for wholly for- 
eign-owned ventures, and fiscal 
concessions for joint ventures with 
no time limit (mostly involving 
manufactures). Foreign investment 
was recognized as essential in 
China’s drive for industrial mod-
ernization and upgrading through 
the trans-border flows of improved 
operational technologies, and 
managerial and marketing skills. 
A complementary stimulus to this 
development path is embodied in 
three integrated technology re-
search and development pro-
grammes under implementation 
since the mid-1980s. There are 
now over 9,100 research institutes, 
about one half of which are under 
the direct control of enterprises.32

The reforms of State enter-
prises had significant implications 
on employment and capital market 
development. It is estimated that 
between 8 and 15 per cent of 
workers in such enterprises 
(roughly 15-20 million employees) 
could be redundant. The options 
included training and redeployment 
under labour contract to new sub-
sidiary projects, collective coopera-
tives or even private undertakings; 
the two latter businesses accounted 
for about 40 per cent of an esti-
mated 70 million jobs created in 
urban areas during the period 
1979-1987. An unemployment

3 2 These are the Spark Plan 
aimed at training and upgrading skills 
and equipment for rural and township 
industries; the High-tech Plan with a 
research focus on biotechnology, ad-
vanced materials, automation, infor-
matics and space etc; and the Torch 
Plan with the objective of bridging the 
gap between research and develop-
ment, as well as between these and 
production itself. For details, see 
United Nations Industrial Development 
Organization, Industry and Develop-
ment Global Report 1991/92, p. 85.

scheme was created to provide a 
safety net for the unemployed be-
tween jobs, and State enterprises 
were required to contribute 1 per 
cent of their basic wage bill to the 
fund. There was also provision 
for competitive recruitment in-
tended to enhance mobility and ef-
ficiency, particularly among skilled 
workers and professionals.

Industrial enterprises were also 
encouraged to raise funds through 
approved bond or share issues. 
Local stock exchanges have 
emerged in several locations, in-
cluding Shanghai and Shenzhen in 
Guangdong Province. An esti-
mated 20 billion yuan (equivalent 
to $5.4 billion) was raised through 
stocks and bonds on issue by 
about 6,000 enterprises as of Au-
gust 1988. Among the main hur-
dles for a more fully-fledged insti-
tution were an acute lack of stock 
market and related infrastructure 
facilities, and a more defined sys-
tem of property rights.

All these multifaceted and ba-
sic reforms of industrial organiza-
tion and institutions over the past 
decade embody an appreciable de-
gree of eclectic pragmatism. Sig-
nificant progress has been 
achieved although not always with-
out difficulties. The volume of 
commodities and products under 
official price control or determina-
tion could be expected to decline

collect in the first 12 months 60 to 75 
per cent of their average wage of the 
previous two years, and 50 per cent in 
the second 12 month period. United 
Nations Industrial Development Or-
ganization, Industry and Development 
Global Report 1987 (Vienna, 1987), 
p. 64.

34 United Nations Industrial De-
velopment Organization, Industry and 
Development Global Report 1989/90, 
p. 90; and 1991/92, p. 83; and Asian 
Development Bank, Asian Develop-
ment Outlook 1990, pp. 56-57; and 
1991, pp. 58-59.

further, and the consequent en-
hanced adjustments of the inter-in-
dustry price structure would reduce 
the surplus/shortage cycle for sev-
eral commodities. Greater price 
deregulation and more effective 
competition would also require an-
cillary marketing facilities and 
services and easier infrastructure 
bottlenecks to maximize efficient 
and flexible industrial development. 
The further strengthening of the 
macroeconomic policy framework 
and instruments would permit 
more effective control and fine 
tuning of economic, including in-
dustrial, growth in the context of 
sustainable resource availability 
and balance over time.34

The industrial sector in the 
Lao People’s Democratic Republic 
was small at about 18 per cent of 
total output in 1990; electricity 
generation accounted for a large 
share of sectoral output and export 
earnings. The process of eco-
nomic and industrial reforms has 
accelerated since the mid-1980s. 
Greater autonomy was granted so 
that State enterprises could set 
their own output, pricing procure-
ment and other input targets; they 
could also make independent deci-
sions on investments and loans. 
Since 1988, private sector partici-
pation in a wide range of manu-
factures has been greatly de-
regulated; much of the revitalized 
performance in manufactures is 
due to the flourishing small- and
medium-sized private undertak-

35mgs.
Retail prices were by and 

large decontrolled except for those 
of basic utilities and minerals. 
Privatization of State enterprises, 
mainly through rental arrange-
ments, has accelerated since mid-
1989. The country’s low rates of 
domestic savings, sometimes in the

3 5
Asian Development Bank, 

Asian Development Outlook 1991, 
pp. 94 and 98-99.
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negative, rendered foreign direct 
investment even more important. 
Attractive incentives were provided 
in the new investment code of
1988 with priority given to re-
source-based industries. A large 
number of investment projects with 
foreign capital were initiated late 
in the 1980s.

Policy reforms in Mongolia 
gained momentum in the late 
1980s. Along with the provision 
of greater management autonomy 
to State enterprises, private sector 
participation in small-scale manu-
factures and in foreign trade was 
by and large deregulated. The 
pricing system was modified with 
the prices of a number of indus-
trial products decontrolled. A pri-
vatization programme was also 
launched in m id-1991 and the 
range of economic activities open 
to private businesses was greatly 
enlarged. Industrial activities were 
closely linked to agriculture, and 
adverse weather conditions late in 
the 1980s contributed to raw mate-
rial shortages; these were aggra-
vated by lower trade and assist-
ance with the former CMEA 
countries to constrain appreciably 
industrial output in recent years.

Industrial reforms in Viet Nam 
started late in the 1970s with a 
partial relaxation of price adminis-
tration and control. Many State 
enterprises and cooperatives were 
allowed to procure inputs and also 
to sell their output in the open 
market after fulfilling their official 
quotas and other obligations. 
These reforms led to the emer-
gence of free market prices for a 
large number of intermediate and 
final products in parallel with the 
officially administered prices. The 
pace of economic liberalization 
further increased from the mid- 
1980s with greater flexibility being 
given to State enterprise manage-
ment in matters of price and out-
put determination. Private sector 
participation was allowed in small- 
scale undertakings whose number

has rapidly increased in recent 
years.

In general, the industrial sec-
tor was expanding rapidly in the 
mid-1980s, averaging 9 per cent 
during the period 1985-1987, but 
it has faced considerable difficul-
ties in recent years, with negative 
growth in 1989 and a 4.7 per cent 
expansion in 1990. Apart from 
the large inflow of highly competi-
tive imports, there was a sharp de-
cline in assistance from the former 
Soviet Union from an estimated 
$1.6 billion in 1988 to just over 
$0.4 billion in 1991. The loss of 
cheap energy imports and other 
material inputs affected heavy in-
dustry severely while light manu-
factures (textiles and handicrafts) 
suffered from lower trade with 
Eastern Europe. Part of the re-
source gap was bridged by in-
creased exports to convertible cur-
rency areas, and foreign direct in-
vestment which totalled some $1.5 
billion since the promulgation of a 
new code in 1988. A large pro-
portion of such inflow was chan-
nelled to oil and gas development 
projects, and was accounted for by 
Europe, Canada and Australia. 
Hong Kong and Taiwan Province 
of China together provided almost 
$300 million as of December
1990, and a much larger inward 
flow of investment resources, par-
ticularly from East and South-East 
Asian economies is expected in 
the early 1990s.36

5. Pacific island economies

Constrained by huge physical, 
geographic and demographic fac-
tors the contributions of industry 
to GDP and employment have 
been rather limited in most of 
these economies over the past two

decades (figures II.8 and II. 9); in 
particular, industrial and economic 
performance deteriorated consider-
ably during the 1980s owing to a 
combination of adverse circum-
stances, as discussed earlier in 
chapter I. With few exceptions, 
there has been little sectoral trans-
formation and the observed 
changes have not always been in 
the direction of sustainable growth 
and restructuring.37

Manufacturing bulks large in 
island industry, except in Kiribati 
(before 1980), Nauru and Papua 
New Guinea. Phosphate mining 
was the principal commercial ac-
tivity in Kiribati and is ongoing in 
Nauru. The exhaustion of deposits 
and the cessation of mining on 
Banaba Island in 1979 caused 
Kiribati’s GDP to drop by about 
one half; economic growth was 
largely stagnant in the 1980s. The 
country, however, managed to con-
serve in the Revenue Equalization 
Reserve Fund substantial sums 
from phosphate revenue, totalling 
approximately $A 176 million in
1988. Interest income from in-
vestments overseas has provided a 
useful source of stable supplemen-
tary income. Nauru’s accumulated 
export earnings from phosphate re-
sources and their external invest-
ments have made the country one 

 ni derusaem tsehcir s'dlrow eht fo
terms of per capita income. Its 
mineral resources are expected to 
last until the end of this century.38

The rich gold and copper re-
sources in Papua New Guinea 
have been developed through for-
eign investment. Mining and as-
sociated construction activities 
have accounted for the dispropor-
tionate relative importance of these 
industrial subsectors. Until the 
early 1970s, agricultural products 
comprised virtually 100 per cent

37 For details, see Survey, 1989, 
pp. 123-137.
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of the country's exports. Their 
share was down to less than 50 
per cent during the mid-1970s and, 
in spite of a significant expansion 
in commercial agriculture and for-
estry early in the 1980s, minerals 
have become increasingly the larg-
est foreign exchange earners since 
the mid-1980s. Together with the 
coming onstream of hydrocarbon 
projects early in the 1990s, min-
eral exports will be among the 
most important economic mainstay 
in Papua New Guinea although the 
large-scale, capital intensive devel-
opment of mining has given this 
sector an exclave nature, as dis- 

93.II retpahc ni dessuc
The manufacturing base in Pa-

cific island economies is generally 
narrow and confined largely to 
food and other agro-processing - 
including sugar, tropical fruit and 
coconuts. The sugar industry has 
been dominant in Fiji although the 
rapid expansion of tourism, sup-
ported by foreign investment late 
in the 1960s and early in the 
1970s, gave an impetus to con-
struction activities and enlarged 
the relative share of the service 
sector in aggregate output. A se-
ries of reforms and adjustments in 
the trade and industry policy 
stance late in the 1980s contrib-
uted to the vigorous performance 
of textile and garment manufac-
tures and exports. This develop-
ment, along with the notable 
progress in export-oriented small- 
scale industrial activities in Tonga, 
was discussed in chapter II.

Tedi gold/copper mine, for example, 
absorbed over $1.1 billion at 1981 
prices, or almost 45 per cent of GDP. 
A further wave of gold mining devel-
opments took place in the mid-1980s 
and total production of gold is ex-
pected to reach 75 tons in 1992 from 
34.5 tons in 1987. Papua New 
Guinea thus will rival Australia as one 
of the two major regional producers 
on a global scale. Survey, 1988, p. 
52.

The severe development con-
straints have also resulted in a 
highly limited contribution to ei-
ther direct exports or value added 
through local processing from the 
vast fishery resources in the Pa-
cific. The 17 developing island 
economies of this ESCAP 
subregion encompassed an exclu-
sive economic zone extending over 
22 million square kilometres of 
the middle Pacific Ocean. Several 
island economies have received 
modest resource rent mostly in the 
form of bilateral licensing fees, 
while others have participated in 
small-scale fishing and canning 
joint ventures. However, the bulk 
of skipjack tuna harvested within 
this zone, which at times consti-
tutes one half of the world harvest 
of this species, has been landed 
and processed elsewhere.40

Given the confines of their 
geographical location and resource 
base, there are few doors of op-
portunity open to smaller Pacific 
islands, the atoll economies in par-
ticular (box II.2, chapter I). A 
further point to note is that owing 
to inadequate alternative employ-
ment avenues, government has 
been by far the most important 
provider of employment in most 
island economies. The distribution 
aspect of public sector employment 
has to be taken into account in 
considering the appropriate mix 
between government and private 
sector participation, particularly in 
smaller economies. Nevertheless, 
privatization has been pursued in 
addition to several other economic 
deregulation measures by a large 
number of Pacific islands. These 
include the Territory of American 
Samoa, the Federated States of 
Micronesia, Fiji, Niue, Papua New 
Guinea, Samoa, and Solomon Is-
lands. The management of several 
public facilities and services —

40 For further details, see Survey,
1986, p. 60.

such as air and sea transport, 
communications and power genera-
tion, garbage collection and dis-
posal — and of other activities in-
cluding ship and motor vehicle 
maintenance and repair, and some 
food processing has been divested 
through competitive bidding or is 
at present under active considera-
tions for divestiture.41

B. AGRICULTURE

Conventional import-substitu- 
tion policies involve a number of 
trade-offs between the traditional 
sectors (agriculture and related 
subsectors) and their modern coun-
terparts (industry, infrastructure 
etc.). There is the maintenance of 
low prices of wage goods, a trade 
regime biased against labour-inten-
sive and resource-based manufac-
tures through the tariff structure 
and persistent currency over-
valuation, the setting of low inter-
est rates and high wage levels, 
among other implicit and direct 
transfers of resources from agricul-
ture. These factors combined with 
varying degrees of underinvestment 
in rural infrastructure to constrain 
considerably food grain production 
and more generally agricultural ex-
pansion in a large part of the re-
gion, particularly from the 1950s 
up to early 1970s.42 However, 
substantial amounts of foreign ex-
change continued to be obtained

41 For details, see Survey, 1989, 
p. 142-143; and M. Feinstein, Privati-
zation Possibilities among Pacific Is-
land Countries, Series No. 2 (Hono-
lulu, Pacific Islands Development Pro-
gram, East-West Center, 1986).

42 W.E. James, S. Naya and 
G.M. Meier, op. cit., pp. 159-166; and 
V.S. Vyas and W.E. James, “Agricul-
tural development in Asia; perform-
ance, issues and policy options” , 
Challenge o f  Asian Developing Coun-
tries Issues and Analysis, S. Ichimura, 
ed. (Tokyo, Asian Productivity Organi-
zation, 1988), pp. 133-168.
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by many economies from their 
bountiful natural resource base, 
which had been developed through 
foreign investment in many in-
stances. Such earnings, mostly 
from agricultural commodities, 
helped to bridge the resource gap 
generated by the drive for import- 
substitution industrialization and to 
finance large food imports in a 
number of countries.

The great importance of agri-
culture to industrial and overall 
economic development is now 
widely appreciated. Besides the 
standard provision of subsistence 
and other basic necessities to a 
growing population consistent with 
domestic comparative advantage, 
the sector has earned and/or saved 
large external resources through 
trade and investment inflows. In 
addition, agriculture can be relied 
on to generate large demand and 
to transfer inputs of various types 
for the sustainable growth of other 
sectors. Many of these functions 
and linkages are highly sensitive 
to macroeconomic policy, as indi-
cated by the pertinent trends in 
the sectoral and policy environ-
ment reviewed briefly below.

1. Overview of developments

Agriculture dominates the pri-
mary sector in most of the devel-
oping ESCAP region; minerals 
such as gold, copper, tin, iron, 
phosphate and hydrocarbons are 
relatively important in only a 
small number of countries — 
notably Afghanistan, Brunei 
Darussalam, Indonesia, Islamic Re-
public of Iran, Kiribati (before 
1980), Malaysia, Nauru and Papua 
New Guinea. Within this sector, 
the cultivation of rice and other 
cereals predominate in the contri-
bution to sectoral output and em-
ployment, and account for a pro-
portionate share o f land and other 
input uses. Progress in agricul-
ture, particularly in terms of out-
put composition and levels plus

productivity trends, is thus crucial 
to overall economic growth and 
structural transformation.

As noted at the beginning of 
this chapter, the evolving patterns 
of structural change in virtually all 
parts of the region conform gener-
ally to historical trends evident 
elsewhere. As aggregate and per 
capita income increases, the share 
of agriculture in total output de-
clines; this reflects the operation 
of Engel’s law on the demand side 
while excess resources, including 
labour, are redeployed to supply 
non-agricultural activities with usu-
ally higher productivity. In addi-
tion, the share of off-farm value- 
added processing and manufactur-
ing also increases over time, thus 
reducing further the relative impor-
tance of agriculture.

Generally, there has been a 
significant fall at varying speeds 
in the contributions of agriculture 
to GDP and employment in most 
developing economies of the 
ESCAP region since the 1960s. 
Hong Kong and Singapore among 
the NIEs have had very little agri-
cultural activity. The share of ag-
riculture has dropped from about 
17 to 4 per cent in Taiwan Prov-
ince of China and from 28 to 
some 9 per cent in the Republic 
of Korea in the last three decades; 
sectoral employment is also on a 
steep downward trend from 50-60 
per cent of the workforce to 13-20 
per cent between 1960 and 1989 
(figures II.8 and II.9). These two 
economies along with China have 
also achieved on average the high-
est productivity levels of the major 
food crops, such as rice and 
maize, with yields being generally 
a third up to one half greater than 
those obtained by many other 
economies within the region (fig-
ure II.11).

The foundation of such a 
transformation was laid by a radi-
cal land reform programme initi-
ated in the late 1940s and com-
pleted successfully in the Republic

of Korea and Taiwan Province of 
China during the mid-1950s.43 
Institutional reforms greatly im-
proved distributive equity and  to-
gether with other price and non-
price incentives, encouraged the 
application of modem inputs. In 
turn, enhanced agricultural output 
and productivity led to an emerg-
ing surplus, a part of which was 
embodied in processed food items 
and contributed substantially to ex-
port earnings, upwards of one

43 In the Republic of Korea, 
some 280,000 hectares equivalent to 
13-15 per cent of arable land were 
distributed to about one third of all 
farm families in the initial phase late 
in the 1940s. Distribution o f another
330,000 hectares was made as of the 
early 1950s so that in 1964 ownership 
o f farm households expanded to al-
most 72 per cent compared with 16.5 
per cent in 1947; the amount of 
rented land dropped to 15 per cent 
from three fifths during the same pe-
riod. As regards Taiwan Province of 
China, there was initially a reduction 
of land rentals from 50-70 per cent of 
annual yields to 37.5 per cent in 
1949. Approximately 60 per cent of 
public farmland holdings, totalling 
about 180,000 hectares or one fifth of 
the arable area, was then sold to culti-
vators and, to a lesser extent, leased to 
private farmers by the end of 1953. 
The final phase was the distribution of
154,000 hectares to current tenants in 
1953-1954. For details, see T. 
Scitovsky, “Economic development in 
Taiwan and South Korea, 1965- 
1981” , L.J. Lau, ed., op. cit., pp. 132- 
133 and 144 -147; P. Dorner and 
W.C. Thiesenhusen, “ Selected land re-
forms in East and Southeast Asia: 
their origins and impacts” , Asian-Pa- 
cific Economic Literature, vol. 4, No. 
1 (March 1990), pp. 73-84; and C. 
Manning and E.F. Pang, “Labour 
market trends and structures in 
ASEAN and the East Asian NIEs” , 
Asian-Pacific Economic Literature, 
vol. 4, No. 2 (September, 1990), pp. 
59-82. See also A. Booth and R.M. 
Sundrum, Labour Absorption in Agri-
culture: Theoretical Analysis and Em -
pirical Investigations (New Delhi, Ox-
ford University Press, 1985).
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Figure II.11. Paddy yields by developing subregions of ESCAP

a Bangladesh, Bhutan, India, Myanmar, Nepal, Pakistan and Sri Lanka. b Indone-
sia, Malaysia, the Philippines and Thailand. c Lao People’s Democratic Republic and 
Viet Nam. d China, the Republic o f Korea and Taiwan Province of China. e Fiji, 
Papua New Guinea, and Solomon Islands.

quarter early in the 1960s, in Tai-
wan Province of China. Between 
1970 and 1976, for example, real 
incomes of farmers doubled in the 
Republic of Korea while the out-
flow of capital from agriculture 
was estimated at 75 per cent of 
total capital formation in Taiwan 
Province of China during the pe-
riod 1951-1955. Higher effective 
demand and value-adding diversifi-
cation from agriculture both pre-
ceded and reinforced the acceler-
ated trend in industrial growth 
through the policy shift towards 
outward-oriented development from 
the early 1960s. Applications of 
labour-saving technologies and the 
consequent decline of labour in-
puts per hectare under cultivation 
then occurred largely in response 
to demand-induced increases in 
real wages in agriculture, industry 
as well as in the economy at 
large.

The subsequent intersectoral 
balance and other considerations 
within an environment of rapid in-

dustrialization and income growth 
has contributed to rising subsidies 
and other forms of protection to 
agriculture, especially rice produc-
tion. Among other measures are 
guaranteed high procurement prices 
and restrictions on the import of 
farm products over the past dec-
ades. These sectoral and policy 
developments in the Republic of 
Korea and Taiwan Province of 
China provide a notable contrast to 
the situation in other developing 
economies of the region where the 
agricultural sector has been taxed, 
quite heavily in several subsectors, 
in the overall policy stance. 
Given the long acute shortage of 
labour, the ongoing restructuring to 
render agriculture more competitive 
in these two economies would 
likely involve a further shift of re-
sources into farming activities of 
higher value added, greater ration-
alization and consolidation of land 
use and plots, and more heavy re-
liance on mechanization in various 
agricultural operations.

Indonesia, Malaysia and Thai-
land have also experienced a sharp 
decline in agricultural contribution 
in final output to less than 20 per 
cent of GDP in 1990, while the 
Philippines continues to depend 
upon agriculture for about 27 per 
cent of GDP; except in the case 
of Malaysia, however, the outflow 
of labour to other domestic sectors 
has not been as marked, with agri-
culture still accounting for some 
45-66 per cent of the labour force 
late in the 1980s. Agriculture is 
relatively more predominant in 
South Asia, several transitional 
economies and the Pacific island 
subregion. During 1990, for ex-
ample, the sectoral share in total 
output ranged from around 20-25 
per cent (Fiji, Pakistan, Sri Lanka 
and Vanuatu) to as high as 50-60 
per cent (the Lao People’s Demo-
cratic Republic, Myanmar, Nepal, 
Solomon Islands and Viet Nam).44 
Generally, agriculture continues to 
absorb the bulk, upwards of one 
half of the workforce in most of 
these economies.

These patterns of agricultural 
development indicate the substan-
tial scope for increases in output 
volumes as well as productivity 
per worker in a large part of 
South and South-East Asia and the 
Pacific island subregion in the ear-
lier decades. It is now widely 
recognized that poor agricultural 
performance, through various 
intersectoral linkages, would con-
stitute a drag on macroeconomic 
development itself. The available 
evidence indicates, in particular, 
that a 1.0 per cent increase in ru-
ral output would raise industrial 
value added by 0.5 per cent and 
national income by 0.7 per cent in 
India. The multipliers arising 
from the same level of agricultural 
expansion would increase Malay-

44 Asian Development Bank,
Asian Development Outlook 1991, p.
283.
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sia’s non-farm production by 0.8 
per cent, and would expand by 2.0 
per cent the volume of non-rural 
employment in the Philippines.45 
Such a close interaction am ong 
domestic sectors is well mani-
fested in the processing of primary 
commodities (typically food items 
and, to a lesser extent, beverages 
and tobacco, textiles, wood and 
rubber products etc.) which has 
constituted the backbone of indus-
trial growth and diversification in 
many developing economies in the 
region. The share of these activi-
ties in manufacturing value added 
ranges from upwards of two fifths 
in a large number of these econo-
mies (table II.9).

Macroeconomic policy plays 
an important role in agricultural 
development. The earlier tendency 
to look to the sector for an ongo-
ing and, as appropriate, increasing 
transfer of real resources contrib-
uted to unfavourable terms of 
trade for rural products, with at-
tendant disincentive effects on out-
put, and lower effective demand 
for consumer and other manufac-
tured goods from the promoted 
domestic industrial sectors. 
Among other problems emanating 
from the inadequate attention to 
agricultural health were excessive 
rural-urban migration, rising unem-
ployment and social imbalances, 
and acute urban infrastructure bot-
tlenecks. Moreover, aggravated by 
fast rates of population growth, 
persistent and large deficits in ba-

growth and industrial performance in 
India” , Research Report 33 (Washing-
ton, D.C., International Food Policy 
Research Institute, 1982); Clive Bell, 
Peter Hazell and Roger Slade, Project 
Evaluation in Regional Perspective 
(Baltimore, Maryland, Johns Hopkins 
University Press, 1982); and Arthur 
Gibb, Jr., Agricultural M odernization, 
Non-Farm Em ploym ent and Low-Level 
Urbanization: A  Case Study o f  a
Central Luzon Subregion  (Ann Arbor, 
University o f Michigan, 1974).

sic food grains in several econo-
mies rendered the region as a 
whole the largest cereal food im-
porter in the world during most of 
the 1960s and 1970s. The conse-
quent pressures on external pay-
ments, domestic inflation and other 
macroeconomic imbalances served 
to limit, if  not frustrate, domestic 
industrialization efforts, among 
other adverse effects.

2. Evolving policy support 
for agriculture

All these imperatives and im-
pulses contributed to a changing 
policy environment towards the ru-
ral sector.46 Price intervention in 
agriculture, food production espe-
cially, represents a fragile balance 
among objectives which often 
overlap and are not always consist-
ent. In a large part o f Asia, par-
ticularly during the 1950s and 
1960s, the maintenance of low 
and, secondarily, stable prices of 
staple foods was of great signifi-
cance for several economic and 
non-economic reasons, not least 
because of the typical dominance 
of food grains and edible oils in 
the patterns of consumption ex-
penditure in both urban and rural 
households. The promotion of im- 
port-substitution industrialization 
also had an adverse effect on the 
incentive structure within agricul-
ture. Resources were transferred

separate unambiguously the policy ef-
fects o f price intervention in agricul-
ture from those of non-price interven-
tion on the patterns o f rural resource 
allocation and, through intersectoral 
resource transfers, on overall dynamic 
efficiency and productivity. The influ-
ence o f macroeconomic policies on re-
source mobilization and use, whether 
in agriculture or other sectors, tends to 
be pervasive and is not always direct; 
also the wide array of policy instru-
ments involved does not often yield 
mutually reinforcing outcomes owing 
to their impact on multiple objectives.

out of the sector directly through 
the imposition of commodity ex-
port taxes and other levies. The 
compulsory procurement of rural 
produce at prices below those pre-
vailing across border had a similar 
impact.

Implicit transfers were embod-
ied in tariffs and other import con-
trols that raised the prices of im-
ports and import-competing prod-
ucts consumed or required as in-
puts on the farm; there were also 
constraints on rural production and 
exports due to an overvalued ex-
change rate. The agricultural sec-
tor, small farmers in particular, 
was largely crowded out of the 
supply of subsidized credit through 
government intervention in the in-
termediation process, so that infor-
mal sector lending, at significantly 
higher costs, still provided a large 
proportion of credit needs in rural 
or, for that matter, urban areas 
early in the 1980s (see section B 
of chapter IV). There was, 
moreover, extensive government in-
tervention in the marketing of ma-
jor food items through public sec-
tor buffer-stocks and/or distribution 
networks, especially among South 
Asian, transitional and, to a lesser 
extent, South-East Asian econo-
mies. Usually, food producers 
bore the costs of such operations 
through procurement pricing poli-
cies. Nevertheless, the system 
was not fully successful in insulat-
ing local prices during the highly 
volative 1970s.

Adverse weather conditions 
and poor harvests in many coun-
tries early in the 1970s boosted 
food prices by an average of 25 
per cent annually in the region as 
a whole during 1973-1974; another 
supply shortfall raised these prices 
by a further 15 per cent per year 
over the period in 1980-1981.47 
These shocks not only increased 
substantially the costs of food sub-

47 Survey, 1982, pp. 172-173.
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sidies; the global shortage of rice 
in the early 1970s, in spite of the 
available effective demand, re-ener-
gized the search for an appropriate 
approach to the achievement of 
greater food self-sufficiency and 
security in several food-deficit 
economies in the region.48

The importance of agriculture 
in overall national development 
was then given greater emphasis 
as of the early 1970s. This shift 
was accompanied by a more fa-
vourable incentive structure to ag-
riculture, reinforced by various 
non-price stimuli such as invest-
ment in agricultural support 
infrastructure and technologies. 
During this period, the overall 
macroeconomic policy regime was 
also becoming less restrictive in 
its agricultural impact. The col-
lapse of the adjustable peg ex-
change rate system early in the 
1970s gave rise to a discernible 
move towards a managed float of 
exchange rates among many 
economies in the region. There 
were then several adjustments, 
largely downwards or through a 
discrete devaluation, to set the ex-
change rates at a more realistic 
level.49 There were also modest 
reductions in tariff rates and eas-
ing of import restrictions; these 
liberalization and deregulation 
measures intensified considerably

48 Despite abundant foreign ex-
change from oil exports, Indonesia 
was not able to obtain sufficient sup-
plies of rice from either traditional or 
non-traditional sources of supply to 
maintain internal price stability. C.P. 
Timmer, “Indonesia: Transition from
food importer to food exporter” , pp. 
24-25; and T. Sicular, “Introduction: 
food price policy in Asia” , pp. 14-15; 
Food Price Policy in Asia: A Com-
parative Study, T. Sicular, ed. (Ithaca 
and London, Cornell University Press, 
1989).

from the 1980s, as discussed in 
the earlier chapters.

Moreover, export taxes were 
lowered and/or increasingly utilized 
as a stabilization device rather 
than for revenue-raising purposes. 
Reliance on the rice export pre-
mium, long a major source of tax 
revenue in Thailand, was greatly 
reduced as of the late 1970s for 
various reasons, including its ad-
verse intersectoral equity effects 
and higher revenue flow from 
other sources. The share of ex-
port duties in the earnings of ma-
jor commodities in Malaysia and, 
to a lesser extent, Sri Lanka had 
also been falling since the late 
1970s or early in the last decade. 
Large receipts from export com-
modity levies in Papua New 
Guinea, another country in the re-
gion with high indirect levies on 
exports, were mostly for
stabilization purposes as the bulk 
of such receipts were returnable to 
producers in an export price down-
turn.50

Such gradual improvement in 
the policy environment at the 
macroeconomic level facilitated 
considerably the success of spe-
cific sectoral and other
microeconomic policies as regards 
agriculture. The limited evidence 
on a cross-sectoral basis confirms 
generally an inverse relationship 
between the overall level of distor-
tions and growth in farm output.51 
More clear-cut is the positive rela-
tionship between the paddy/ferti-
lizer price ratio and the intensity 
of application of such chemical in-
puts; variations in yields and out-
put of major crops are largely at-
tributable to differences in the ap-
plication of modem inputs, such 
as fertilizers, pesticides and irri-
gated water.

50 Survey, 1982, pp. 184-186.
51 C.P. Timmer, “Indonesia:

transition from food importer to ex-
porter” , T. Sicular, ed., op. cit., pp. 
58-59.

The available information indi-
cates an upward trend in relative 
paddy/fertilizer price ratios in 
many developing economies (table
II.10). The improved terms of 
trade then facilitated much greater 
use of modem inputs; in particu-
lar, the annual growth of fertilizer 
use per hectare of cultivated land 
over the period 1978-1988 ranged 
upwards of 7 per cent in Bangla-
desh, China, India, Indonesia, Is-
lamic Republic of Iran, Malaysia, 
Nepal, Pakistan and Thailand.52 
Such a development was sustained 
at considerable cost to government 
owing to higher prices of hydro-
carbon-based products after the 
two oil price shocks. Also in the 
1970s, new varieties that even out-
performed the initial high-yield 
strands in several crucial aspects, 
including productivity and resist-
ance to greater variations in envi-
ronmental conditions, were devel-
oped and distributed widely. This 
was accompanied by supplemen-
tary improvements in the provision 
of crucial ancillary inputs; the 
wider availability of irrigation, en-
ergy, transport and credit made 
possible more intensive cultivation, 
particularly through double or even 
triple cropping.

Agriculture absorbed generally 
between one fifth and one third of 
overall public investment outlays in 
many agricultural economies in the 
region, and the share allocated to 
the construction and maintenance 
of irrigation facilities went up in 
many of them. The area under 
irrigation rose strongly at between 
3 and 5 per cent annually over the 
period 1978-1988 in Bangladesh, 
Indonesia, the Lao People’s Demo-
cratic Republic, Nepal, the Philip-
pines and Thailand. There was 
also a much higher disbursement 
of agricultural credit with varying 
degrees of subsidy, and the grow-
ing involvement of commercial

52 Survey, 1990, pp. 152-153.
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Table II .10. Selected developing economies o f the ESCAP region. Estimates o f farmgate paddy/fertilizer price  
ratios, intensity o f  fertilizer applications and paddy yields, 1976 and 1981

Newly industrializing  economies
Republic o f  Korea 0.65 0.84 Hwaseong-gun 311 351 5 966 5 841
Taiwan Province o f  China 1.25 0.75 Taichung 205 287 4 539 4 953

ASEAN-4
Indonesia 0.40 0.62 Central Javea 57 74 2 784 3 493
Malaysia 0.49 0.56 Selangorb 97 92 2 733 3 225
Philippines 0.28 0.27 Central Luzon 29 32 1 821 2 362
Thailand 0.24 0.30 Suphan B uric 11 18 1 780 1 952

South  Asia
Bangladesh 0.51 0.57 Joydebpur 11 44 1 784 1 955
India 0.17 0.37 Coimbatore 32 34 1 637 1 962
Myanmar 0.55 0.55 Rangoon 9 17 1 799 2 942
Nepal 0.33 0.45 Kathmandud 8 9 1 891 2 000
Pakistan 0.27 0.28 Punjabe 46 53 2 347 2 604
Sri Lanka 0.60 0.93 Kurunegala 65 77 1 971 2 646

Source: Reproduced from W.E. James, S. Naya and G.M. Meier, Asian Development: Econom ic Success and Policy Lessons  
(Madison, University o f  Wisconsin Press, 1989), p. 163.

a 1976 and 1978/80. b 1976 and 1982. c 1976 and 1977. d 1977 and 1978. e 1977 and 1979.

banks, through branch banking, in 
its provision, especially in South 
Asia. The share of rural credit in 
public sector bank lending in India 
went up from 5.4 per cent in 1969 
to 16.2 per cent in 1981; compa-
rably large increases were also ob-
servable in Bangladesh, Indonesia, 
Pakistan and Thailand, among 
other major agricultural economies. 
At the same time, public spending 
on agricultural research in the re-
gion doubled from 13 to 25 per 
cent of the global total between
1959 and 1980; the corresponding 
ratios for outlays on extension
services being 10 and 15 per cent. 
Most countries have generally
made considerable progress in
building up their soft infrastructure 
to help local farmers adapt and 
even innovate from imported agri-
cultural technologies to suit local 
conditions.

There have been a variety of 
inevitable problems in the imple-

mentation and management of 
large investments in agriculture. 
These range from poor operations 
and maintenance, inadequate and 
uneven extension inputs, and the 
persistence of serious post-harvest 
losses due to insufficient storage 
facilities, to greater access gained 
by large farms to public facilities 
and services. At the same time, a 
more equitable access to land re-
sources remained a cherished goal 
in many parts of the region de-
spite concerted efforts and initia-
tives at agrarian reform.53 Never-
theless, enhanced price incentives 
and better ancillary support 
through greater availability and 
affordability of critical inputs and 
facilities have combined to give 
rise to the green revolution, the 
outcome of which was beyond ex-

pectations in many parts of the re-
gion. Yields improved steadily 
from the late 1960s, particularly in 
South and South-East Asia (figure
II.10); the new technology also 
proved to be labour-absorbing, es-
pecially through the possibilities of 
increased cropping intensity. Sup-
ported by this upward trend, many 
economies managed to sustain un-
precedented rates of high growth 
of agricultural output over the past 
two decades (table II.11). India, 
Nepal and Pakistan managed to 
raise production noticeably to 
around 3-4 per cent in the 1980s, 
although agricultural performance 
deteriorated considerably in Bang-
ladesh, Fiji, the Philippines and 
Sri Lanka compared with that of 
the 1970s, on account of several 
natural disasters and other adverse 
circumstances.

As a whole, the upward 
trends in agricultural output con-
tributed to the realization, as of
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53 For details, see Survey, 1983,
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Table II.11. Selected developing economies of the ESCAP region. Growth in agricultural production, various  
periods
(Percentage)

Average annual growth rate

1971-1980 1981-1990 1989 1990

Newly industrializing economies
Republic o f  Korea 1.4 2.1 -0.7 0.7
Taiwan Province o f  China 1.8 1.5 - 1.2 0.7

ASEAN-4
Indonesia 3.9 3.2 4.3 2.5
Malaysia 3.9 4.0 5.8 3.7
Philippines 4.9 2.1 4.3 2.2
Thailand 5.7 3.9 6.3 -2.5

South Asia
Bangladesh 4.4 2.3 - 1.1 7.7
India 1.9 3.1 2.5 2.2
Myanmar 4.0 0.5 11.3 5.0
Nepal -0.5 4.3 6.4 3.2
Pakistan 2.4 4.1 6.9 2.7
Sri Lanka 2.9 0.8 -2.9 4.5

Transition economies
China 3.5 6.4 3.1 6.9
Lao People's Democratic Republic 4.3 6.3
Viet Nam 6.4 1.2

Pacific Islands
Fiji 2.3 1.5 12.3 2.7
Papua New Guinea 1.7 -0.7
Solomon Islands 1.9 9.6 7.9
Tonga 5.6 -3.0
Vanuatu 9.4 9.6

Source: Asian Development Bank, Asian Development Outlook 1991, pp. 280-281.

the early 1980s, of food self-suffi-
ciency by several economies of the 
regional for the first time in recent 
decades; indeed some of them 
have then emerged as occasional 
food grain exporters in the proc-
ess. Most notably, Indonesia, 
from the largest rice importer in 
the world, began to have a small 
surplus as of the mid-1980s. In-
dia also achieved food grain self- 
sufficiency during this period, an 
achievement which could not have 
been predicted a decade ago.54

This striking measure of suc-
cess in major agricultural econo-
mies - including besides the two

54 Survey, 1987, p. 110-111.

countries noted above China, Paki-
stan and the Philippines - notwith-
standing, food self-sufficiency has 
tended to be precariously balanced 
from year to year. Indeed, the re-
gion as a whole remains a large 
net food importer, of some 40 
million tons in the mid-1980s, al-
though the export/import ratio has 
risen considerably from about 25 
per cent in the mid-1970s to 
around 45 per cent a decade 
later.55 There are also problems 
such as availability of and accessi-
bility to cultivable land. Some 
eight countries in the region, India 
and Bangladesh among them, have

55 Ibid., p. 112.

less than 0.5 hectares per agricul-
tural worker. The unrelenting 
population pressures have contrib-
uted to severe land degradation, 
while at the same time aggravating 
the difficulties facing landless la-
bourers and submarginal farmers, 
two large but heavily disadvan-
taged and often desparately poor 
sections of the rural community.

Intensive agriculture appears 
unavoidable, particularly in land-
scarce agriculture-based economies; 
in fact, among countries with po-
tentially cultivable areas such as 
Indonesia, Malaysia and Thailand 
there are efforts to promote inten-
sified land-use patterns rather than 
to continue with high rates of land 
clearance and forest depletion.
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Generally, however, financial and 
other constraints slowed down con-
siderably the rate of investment in 
water control facilities and the 
consequent multi-cropping possi-
bilities in the 1980s. The ratio of 
cultivated areas under irrigation 
was in the range of 20-25 per 
cent (Bangladesh, Bhutan, India, 
the Philippines and Thailand) to 
30-35 per cent (Afghanistan, Indo-
nesia, Nepal, Islamic Republic of 
Iran and Sri Lanka) late in the 
1980s. The large proportion of 
rainfed, upland and flood-prone ar-
eas under cropping is one of the 
main factors behind the relatively 
poorer performance of agriculture 
in Bangladesh during the 1980s 
and Nepal during the 1970s, 
among other countries. Together 
with rising prices and lower 
concessional assistance for food 
items, these trends have raised so-
cial concerns about food security 
in these two least developed coun-
tries and other developing econo-
mies in the region.56

There are also other develop-
ments deserving careful attention. 
Notwithstanding the positive im-
pact of modem inputs on agricul-
tural yields and output, there is 
considerable evidence of adverse 
effects on the environment owing 
to uncontrolled irrigation and ex-
cessive applications of pesticides, 
inadequate drainage systems and 
excessive water losses, and 
overexploitation of underground 
water for agriculture and other 
uses. In many parts of Asia and, 
to a lesser extent, the Pacific there 
have emerged severe land subsid-
ence, sea-water intrusion into 
low-lying freshwater aquifers, 
waterlogging of irrigated land and 
salinization of soils, and agro-
chemical contamination. The con-
struction of large dams for agricul-
ture and power generation in sev-
eral instances has contributed to

56 Ibid., 1987, pp. 106-112 and
1989, pp. 109-113.

poor watershed management, soil 
erosion and sedimentation, and 
destabilization of ecological set- 

57tings.
All such unintended effects 

and negative externalities empha-
size the need for ancillary meas-
ures - including the development 
and introduction of less capital-in-
tensive technologies, as well as 
cultivars and cropping patterns in 
greater harmony with a variety of 
environmental and cultivation con-
ditions (e.g. upland or flood-prone 
areas). Meanwhile, in addition to 
price incentives, a more wide-
spread and timely dissemination of 
improved inputs and extension 
services would be more than cost- 
effective in large areas where the 
green revolution has not yet been 
felt and where the farming popula-
tion continues to use sub-optimum 
levels of modem inputs. Never-
theless, the experience so far with 
several integrated research and de-
velopment extension programmes 
has revealed considerable room for 
improvement in their delivery.58

There is also need for supple-
mentary infrastructure further 
downstream - such as an expan-
sion of credit, storage, transport, 
communication and marketing fa-
cilities; their provision would like-
wise result in substantial efficiency 
gains. Households, so far starved

57 Survey, 1987, p. 142; and
1990, pp. 152-153 and pp. 220-222.

58 Among other major problems 
encountered are complex patterns of 
ownership, tenancy and land rights in 
small-scale agriculture. In addition, 
there has been inadequate considera-
tion of socio-cultural and economic 
interactions and perceptions on the 
part of the target groups or communi-
ties in the design o f extension pack-
ages. For further details, see World 
Bank, World Development Report 
1982, pp. 72-74; and W.C. Baum and 
S.M. Tolbert, Investing in Development 
— Lessons o f  World bank Experience 
(New York, Oxford University Press, 
1988), pp. 103-107.

of or grossly underserved by gov-
ernment investment, services and 
information may be expected to 
show, and in fact have sustained, 
higher overall marginal output in 
response to additional sources of 
inputs than those previously better 
supplied.59 The great expansion 
and export of cassava and other 
upland and marginal crops in 
Thailand is one notable example.

Among the transitional econo-
mies, there have been significant 
economic liberalization and deregu-
lation, improved incentives and 
easier structural bottlenecks 
achieved by China through basic 
policy and institutional reforms in 
agriculture underway since the late 
1970s (box II.7). In the Lao Peo-
ple’s Democratic Republic, there 
has been active encouragement of 
private sector participation since 
the mid-1980s in a wide range of 
activities, including agriculture. 
The price system has also under-
gone fundamental reforms with 
higher procurement prices for farm 
products, ranging from 50 to 200 
per cent; restrictions on the 
movements of commodities for 
commercial purposes were also 
largely removed. During the 
1980s, agricultural growth on aver-
age was high although rather un-
even owing largely to the influ-
ence of weather conditions; for ex-
ample, a severe drought caused 
output to fall by 10 per cent in 
1987 and to remain stagnant dur-
ing the following year. Neverthe-
less, rice self-sufficiency has been 
attained and supportive policy re-
forms together with the greater 
availability of incentive goods are 
expected to foster ongoing diversi-
fication into cash crops and small- 
scale agro-processing.
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Lipton, “A strategy for the rural 
poor” , Journal o f  Development Plan-
ning, No. 15 (United Nations publica-
tion, Sales No. E.85.II.A.6), pp. 123- 
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Intensification of the eco-
nomic reform process from the 
mid-1980s and macroeconomic 
policy adjustments during the late 
1980s provided strong stimuli to

agriculture in Viet Nam. The 
elimination of State monopolies on 
trade and greater availability of in-
puts, greater production autonomy 
and enhanced incentives through

supportive exchange rate adjust-
ments and deregulated prices for 
rural produce, combined with mild 
weather conditions to contribute to 
the re-emergence of a rice surplus;

Box II.7. Agricultural sector adjustments in China

The economy o f China has 
gone through a substantial structural 
transformation since 1950. Among 
other aspects, there has been a 
sharp fall in the relative share of 
agriculture to about a quarter o f to-
tal output, although the sector still 
accounted for about three fifths of 
total employment in the late 1980s. 
Despite the country’s vast land area 
and plentiful natural resources, ar-
able land per head o f  population 
amounts to about one third o f  the 
global average; the possibilities of 
extensive cultivation are also limited. 
Concerted efforts have been made 
to raise production and yields 
through the application o f  new tech-
nological and scientific methods 
and, as a result, food grain produc-
tivity levels in China are notably 
higher in many other parts o f  the 
region.

However, pressure for rapid in-
dustrialization, the incentive structure 
such as pricing and taxation sys-
tems, and the organization o f pro-
duction have contributed to the rela-
tive stagnation o f  the agricultural 
sector and the decline o f  its relative 
share in total output. In particular, 
growth in the agricultural sector av-
eraged 3.5 per cent annually during 
the 1970s, compared with almost 9 
per cent achieved by the industrial 
sector.a

One o f  the several basic policy 
reforms implemented in the rural 
sector since 1978 is the agricultural 
responsibility system which was de-
signed to reconcile collective owner-
ship o f the principal means o f  agri-

a Survey, 1987, p. 107; and 
Asian Development Bank, Asian De-
velopment Outlook 1991 (Manila), 
pp. 280-281.

cultural production with private incen-
tives for enhanced efforts and produc-
tivity. The most prevalent among the 
variants o f  the system is the house-
hold responsibility system which was 
adopted by virtually all rural produc-
tion teams by 1983. There was con-
sequently greater autonomy in house-
hold decision-making as regards in-
vestment and production, for example, 
in the choice o f crops, in the phasing 
and deployment o f labour, including 
for the application o f inputs, in the 
disposal o f produce over and above 
quota and tax obligations, etc. Free 
market prices in surplus farm produce 
were also introduced and official pur-
chase prices raised significantly to 
double, on average, during the decade 
since 1978.

The reforms instilled a renewed 
dynamism in China’s agricultural sec-
tor which expanded by an annual av-
erage o f  6.4 per cent during the 
1980s, almost doubling the rate of 
growth o f the previous decades; it is 
estimated that the household responsi-
bility and rural price reforms contrib-
uted one third to the additional 
output.b There was also a diversifi-
cation in favour of cash crops, many 
o f which (for example, oil-seeds, 
fruits, sugar, and aquatic products) 
have expanded at double digit rates to 
meet higher demand. Improved pro-
ductivity has permitted a redeploy-
ment o f  available labour for ancillary 
activities such as community improve-
ments, house building and renova-
tions, and commerce.

Agricultural growth has benefited 
the economy in other ways. Chronic 
food deficits have been eliminated 
and some surpluses available for ex-

port; once a net importer o f  cotton 
and maize, China emerged in 1986 
as second only to the United States 
as a global exporter o f  cotton as 
well as a supplier o f  maize to Ja-
pan. Rural industrialization has 
been one o f  the key elements o f 
China’s development strategy, as ag-
riculture still absorbs the majority o f 
the workforce. Village and town-
ship factories, which employed some 
80 million people or about 14 per 
cent o f the total labour force in the 
mid-1980s, have thus benefited 
greatly from the rapid rises in both 
farm production and associated 
processing needs, plus larger effec-
tive rural demands for a wide range 
o f  light, consumer manufactured 
goods.

Higher procurement and other 
prices o f agricultural produce con-
tributed to unaccustomed consumer 
price rises in China; inflation aver-
aged 7.5 per cent in 1980 compared 
with to an annual rate o f less than 
1 per cent between 1952 and 1978. 
The rapid positive response to the 
reforms since the late 1970s helped 
considerably in containing the mag-
nitude o f  inflation in 1980 which, 
in any case, was by no means ex-
ceptional in terms o f  the experience 
o f  most developing market econo-
mies in the region; it was also very 
low compared with the price insta-
bility registered by several other 
transitional economies in the region. 
The sustained, large increases in 
food and other farm supplies also 
assisted the stabilization process so 
that price stability was restored rela-
tively quickly. They have also con-
tributed to a more balanced and sta-
ble pattern o f  development as the 
economy goes through successive 
transitional restructuring in the 
1980s.
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exports, reaching some 1.4-1.5 
million tons in 1989-1990, com-
pared with a net import position 
in the mid-1980s. Agricultural 
growth averaged over 6 per cent a 
year during the period 1988-1989, 
although such a rapid pace could 
not be sustained during the second 
half of the 1980s owing in part to 
the influence of weather.

3. Export agriculture

International trade in agricul-
tural and, to a lesser extent, other 
primary commodities has been an 
important economic mainstay for 
most of the developing ESCAP re-
gion. The fortunes of trade, how-
ever, have fluctuated widely, par-
ticularly in the past two decades. 
Indeed, the unfavourable percep-
tions of the long-term price trends 
of primary commodities influenced 
considerably the orientation of de-
velopment strategies adopted by 
many developing economies in the 
1950s and 1960s. The confluence 
of events at the start of the 1980s, 
plus the failure of commodity 
prices to recover to any significant 
degree during most of the decade 
after their earlier collapse, has 
given rise to another wave of ap-
prehension. This contrasted
sharply to the euphoria among pri-
mary commodity producers in the 
wake of sharp hikes in oil and 
other primary product prices, as 
well as buoyant commodity de-
mand in most of the 1970s.

The continuing shifts of out-
put structure towards services, 
more modest economic expansion 
along with the emergence of vari-
ous forms of agricultural protec-
tionism in industrialized countries 
served to constrain during the 
1980s a more vigorous or sus-
tained growth in world trade in 
primary goods, among other 
things.60 The commodity crisis,

60 Ibid., p. 94.

however, was also due to large in-
creases in productivity and sup-
plies, as well as to rapid techno-
logical advances; the latter factors 
have eroded demand through sig-
nificant economies in the levels of 
natural resources embodied in final 
manufactures, and through greater 
use of new and lower cost 
synthetics.

Natural resource endowments 
are relatively bountiful in the de-
veloping ESCAP region, South- 
East and South Asia in particular. 
The region as a whole accounts 
for upwards of 75 per cent of glo-
bal exports of several commodi-
ties. These include, in descending 
order of world trade shares, jute 
and hard fibres, copra, palm and 
coconut products, natural rubber, 
palm kernel oil, abaca and tea. 
The region’s shares exceed 50 per 
cent in such global exports as 
canned pineapple, tin, rice, ply-
wood, non-coniferous wood prod-
ucts and spices (figure II.12.). 
Notably, these shares have re-
mained largely unchanged in the 
past two decades - except for 
palm oil, palm kernel oil, canned 
pineapple and fishery products 
which are new exports.

Characteristically, earnings 
from primary commodity exports 
have expanded at a slower rate 
than those from manufactures; 
such receipts are also subject to 
large fluctuations in the short 
term. A detailed analysis con-
firms these patterns of trade 
growth and instability exhibited by 
the developing ESCAP region over 
selected periods during the past 
two decades. Economies with a 
narrow (or less diversified) export 
base or with greater dependence 
on primary/agricultural commodi-
ties tend to suffer greater transient 
variations in their export revenue 
than others; at the same time, the 
rate of secular growth in their ex-
port earnings is also lower than 
that associated with traded manu-
factures.61

These features of export per-
formance impose considerable op-
portunity costs as they directly 
subject important macroeconomic 
variables to high degrees of uncer-
tainty; such variables include im-
port capacity, government revenue, 
prices, monetary base and the ex-
change rate itself. Indirectly, the 
consequent need for short-term 
stabilization through aggregate de-
mand contraction is more pressing 
during the downswing phase of the 
export cycle or in a commodity 
crisis due to widening (domestic 
and external) financing needs. 
Corrective action has often de-
railed domestic development efforts 
which in several cases require at 
least several years to get back on 
track; it has also had a heavier 
impact on vulnerable social 

26.spuorg
Many economies previously 

dependent on primary commodities 
in raw or semi-processed forms 
for the bulk of their foreign ex-
change earnings have diversified 
appreciably their export base, par-
ticularly in the past decade. 
Through the provision of a sup-
portive policy environment, includ-
ing related incentives and infra-
structure, new commodities and re-
source-based manufactures have 
been successfully introduced. An 
important benefit of a 
macroeconomic nature of such 
“structural adjustment” is the 
cushioning of export earnings 
instabili+ty by a widened export 
base. In addition, large measures 
of resource rent have been appro-
priated or higher economic value 
added through intensified down-
stream processing of commodities.

Indonesia, for example, be-
came the biggest global exporter 
of plywood in the mid-1980s after

61 Survey, 1985, pp. 162-165 and 
1987, pp. 136-141 and the extensive 
references cited therein.

62 Ibid.
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a ban on log exports. The value 
of plywood exports from the re-
gion was less than $0.1 billion in 
1966, but expanded to $3.7 billion 
during 1989; the corresponding 
figures for earnings on non-conif- 
erous wood products being $0.3 
billion and $1.9 billion respec-
tively. Processed fishery and 
aquaculture products, canned tuna 
and frozen shrimps especially, 
have been some of the most suc-
cessful new exports, earning a to-
tal of $8.4 billion in 1989 for ex-
porting countries of the region in-
cluding Bangladesh, China, Indo-
nesia, Philippines, Taiwan Province 
of China, Thailand and Viet Nam.

Diversification is not a costless 
option, however. There have been 
some crowding out effects attribut-
able to relatively inelastic external 
demand. Increased smallholder tea 
production in East Africa, sup-
ported in part with World Bank 
loans, reduced the share of export 
receipts earned on this commodity 
mostly in South Asia (figure
II.12). Malaysia's remarkable suc-
cess in commercial agriculture di-
versification into palm oil and co-
coa has an adverse impact on 
trade earnings from these tradi-
tional crops in Africa; the region’s 
earnings on palm oil exports went 
up from a negligible amount ($74

million) in 1966 to around $2.5 
billion in 1989.

At another level, domestic re-
source and technological limita-
tions along with institutional con-
straints have often limited the 
scope, extent and viability of di-
versification efforts. It takes 
much time and finance to reorient 
commodity-specific investment and 
specialization patterns which have 
evolved and accumulated over long 
periods of time. Apart from the 
inherent risks of diversification, 
accessible technologies, marketing 
expertise and policy experience re-
lating to new commodities or 
processed goods tend to be limited

Figure II.12. Relative shares in global exports of selected primary commodities from the developing  
ESCAP region, 1966 and 1989

Sources: Food and Agriculture Organization, Trade Yearbook, 1972 and 1989; Yearbook o f  Forest Products, 1977 and 1989;  
and United Nations Conference on Trade and Development, Commodity Yearbook, 1985, 1988 and 1991. 

a 1970 and 1989.
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although in this context, foreign 
investment may ease some of the 
above limitations given a visionary 
policy and imaginative government 
intervention. Generally, however, 
these above constraints are particu-
larly binding on many small- and 
medium-sized countries, including 
most of the least developed and 
Pacific island economies, whose 
dependence on a narrow range of 
primary resource-based exports 
mostly of agricultural origin has 
been persistently high.

Escalating barriers to external

market access pose other problems 
to developing countries’ exports; 
the still delayed agreement in mul-
tilateral trade negotiations is an-
other matter for serious concern. 
This has an important implication: 
the changing nature of economic 
complementarity between the in-
dustrialized countries and their de-
veloping counterparts necessitates 
accommodating structural adjust-
ments among all involved; this ap-
plies also to the evolving commer-
cial relationships among various 
economies or groups of economies

within the region itself. Ongoing 
changes in the composition and 
geographical flows of trade and in-
vestment finance, whether or not 
they relate to agriculture, appear 
inevitable at the national level to 
reap the full benefits from dy-
namic movements in international 
comparative advantage over time. 
Such adjustments are essential for 
more harmonious and deepened 
global and regional interdepend-
ence to the mutual advantage of 
all concerned.
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IV SELECTED ISSUES IN POLICY REFORMS

Combined, the wide-ranging 
modifications to policy stance 

in key sectors such as trade and 
industry would strengthen substan-
tially the role of product markets 
(domestically and internationally) 
as engines of economic growth 
and structural change. But for the 
process to take place efficiently 
and flexibly several ancillary con-
ditions need to be met, particularly 
in an environment exhibiting con-
siderable distortions and rigidities.

A responsive capacity is 
needed from domestic factor mar-
kets to generate and redeploy the 
required resources, and to ensure 
the most effective utilization where 
they are employed. Among other 
prerequisites, such responses are 
likely to be timely and commensu-
rate in an environment of high and 
sustainable savings from both the 
public and private sectors; there 
would also need for low inflation 
and realistic interest as well as ex-
change rates so as to reflect more 
closely the real opportunity cost of 
capital and minimize capital flight. 
But an instantaneous redeployment 
of resources is unlikely to be feasi-
ble in many developing economies 
and this renders even more essen-
tial the availability of adequate 
bridging external resources coupled 
with a suitably long transitional 
time-frame or breathing space.

Not only are the economic 
aggregates and interactions men-
tioned above highly sensitive to 
macroeconomic policy, but there 
also exists a mutually reinforcing 
relationship between them. Poor 
macroeconomic performance and 
the consequent persistence of large

aggregate imbalances, domestic in-
flation and excessive current ac-
counts deficits often derail or con-
strain severely the positive impact 
of the reform process. On the 
other hand, appropriate sectoral 
policies provide the needed re-
sponsiveness to the changing 
macroeconomic signals and incen-
tives. The maintenance of a rea-
sonable degree of macroeconomic 
stability and longer-term restructur-
ing efforts are also intricately 
linked in another context: the mo-
mentum for both is often rooted in 
an economic crisis in many devel-
oping economies, particularly dur-
ing the successive series of exter-
nal shocks over a large part of the 
last decade.

Short-term stabilization meas-
ures can also generate severe tran-
sitional difficulties. Unlike re-
structuring policies, however, in-
duced demand contraction has an 
adverse impact on all sectors of 
the economy, particularly on the 
more vulnerable social groups. 
Such a diffuse burden often rein-
forces restructuring costs if both 
types of adjustment overlap, which 
they often do in practice. A well- 
designed, broad-based reform pro-
gramme as regards the phasing 
and timing of implementation can 
help accelerate the adjustment 
process and hence lower associated 
costs. But this presumes the ex-
istence of an adequate supply of 
State capabilities and institutions, 
and of private sector human re-
sources; these prerequisites may 
not be the same in terms of avail-
ability and quality among different 
economies over time.

The following chapter dis-
cusses briefly and selectively a 
number of major issues relating to 
the mobilization of both domestic 
and external resources and the 
maintenance of macroeconomic 
balance through short-term sta-
bilization. Special emphasis is 
laid on the evolving policy modifi-
cations and stance that have been 
made for enhanced and more effi-
cient responses to identified or 
emerging needs and difficulties. 
Chapter V will present a perspec-
tive on the implementation of 
policy adjustments and reforms as 
distilled from the rich and varied 
experience of the developing 
economies of the region. The 
management of various transition 
costs, as well as such prerequisites 
as human resources development 
and institution-building will also 
be highlighted in the discussion.

A. DO M ESTIC RESOURCE  
M O BILIZATIO N

The gap between gross do-
mestic savings and investment is 
highly variable among the develop-
ing economies of the region and, 
with few exceptions, the propor-
tion of domestic resources set 
aside for investment has risen im-
pressively over the last two dec-
ades - most notably in Indonesia, 
the Republic of Korea and Singa-
pore; during the 1980s Nepal man-
aged to double the savings rate 
from a relatively low base of 5.7 
per cent in the period 1971-1980. 
Most other countries have by and 
large sustained their domestic sav-
ings rates although, in absolute
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terms, these rates tend to be ap-
preciably higher in East and 
South-East Asian economies. In-
deed, several of them with savings 
clustering around 30 per cent of 
gross domestic product (GDP) 
achieved a positive resource gap 
during the 1980s while others in 
these two subregions required a 
smaller inflow of external savings 
to finance their investment needs 
(table II. 1). These trends represent 
a remarkable transformation as the 
rates of domestic savings among 
the newly industrializing econo-
mies (NIEs) (except Taiwan Prov-
ince of China) and Indonesia in 
1960 were either negative or mar-
ginal in the range of 1-8 per 
cent.1

India and Fiji were among the 
economies in South Asia and the 
Pacific islands to have had rela-
tively high annual savings of 18- 
20 per cent of GDP in the last 
decade. Elsewhere in these two 
subregions, however, savings were 
much lower, with several Pacific 
islands registering negative savings 
rates while those of Bangladesh 
and Vanuatu, two least developed 
countries, were marginal at around 
3 per cent during the 1980s. In 
addition, the negative resource 
gap widened further or remained 
at a high level in a large part of 
South Asia and in most Pacific is-
lands in the same decade; the 
sharp fall-off in external financing 
needs in Fiji was due to the com-
pletion of several large tourism 
and infrastructure development 
projects initiated and undertaken 
from the 1970s. The increased re-
source gap in these two subregions 
was due largely to higher capital 
formation, although such invest-
ment, except in the case of Papua

1 W.E. James, S. Naya and G.M.
Meier, Asian Development - Economic 
Success and Policy Lessons (Madison,
University of Wisconsin Press, 1989), 
pp. 72-73.

New Guinea and Sri Lanka, was 
comparatively much lower than 
that made by East and South-East 
Asian economies (table II.12).

Among the transitional econo-
mies, China has had a very high 
rate of savings, at some 33 per 
cent of annual output, so that the 
resource gap was marginal over 
the last two decades; these vol-
umes of resource availability and 
use were comparable to those as-
sociated with the NIEs. The Lao 
People's Democratic Republic and 
Viet Nam have experienced a very 
large negative resource gap during 
their transition, however. Domes-
tic savings were negative or very 
low in the former economy and, 
together with considerable inward 
private remittances, national sav-
ings financed only a quarter to a 
third of gross domestic investment 
in the late 1980s.2

It should be noted that a sub-
stantial inflow of net private trans-
fers, mostly from migrants and 
workers abroad, raised considerably 
national savings rates in many 
South Asian, Pacific island and 
transitional economies in the last 
decade. This resource flow has 
tapered off substantially in many 
of these economies owing to the 
Persian Gulf crisis and economic 
transition among the former Coun-
cil for Mutual Economic Assist-
ance (CMEA) countries. The rela-
tively low rates of savings of these 
subregional economies thus empha-
size further the need for a sup-
portive policy framework for en-
hanced domestic and external re-
source mobilization in the coming 
decade.

1. Mobilization through fiscal 
means

The bulk of investment typi-
cally comes from domestic savings

Asian Development Outlook 1991 
(Manila), pp. 94-95.

and in their mobilization govern-
ment plays a very important direct 
role through fiscal management on 
both the taxation and operational 
sides. Indirectly, the regulation 
and promotion of financial inter-
mediation exerts a powerful influ-
ence on the level and efficiency of 
private-sector resource mobilization 
and allocation. As a whole, there 
has been increased resource trans-
fers towards the government sector 
in a large part of the region with 
the ratio of government revenue/ 
GDP in Pakistan and Sri Lanka 
approaching during the 1980s that 
of several East and South-East 
Asian economies, such as Hong 
Kong, Indonesia, the Republic of 
Korea, Thailand and Taiwan Prov-
ince of China; that ratio in many 
Pacific island economies was even 
higher than those of others in the 
region, except for Singapore (table
II.13).

The rising share of resources 
obtained by government, neverthe-
less, was not accompanied by a 
commensurate lift in domestic 
savings rates particularly in most 
economies in South Asia and the 
Pacific island subregion, as dis-
cussed earlier.3 This trend reflects 
the limited contribution of govern-
ment savings (i.e. the excess of 
total revenue over current spend-
ing) which, by and large, have 
been negative or insignificant in 
South Asia (figure II.13). There 
is evidence, in addition, that gov-
ernment savings out of additional 
revenue tend to be lower than the 
marginal propensity to save of the

This implies the existence of 
the “Please effect” whereby a rise in 
government revenue tends to be dissi-
pated through a commensurate change 
in current outlays. On the other hand, 
development/capital outlays are likely 
to bear the brunt of expenditure re-
straints in times of revenue shortfalls 
and the consequent imposition of an 
austere budget. Survey, 1982, pp. 
123-126; and 1984, pp. 157-160.
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Table II.12. Selected developing economies o f the ESCAP region. Gross domestic savings and investment rate,  
and the resource gap, various periods
(Percentage o f  GDP)

Newly industrializing economies 
Hong Kong 
Republic o f  Korea 
Singapore
Taiwan Province o f  China

27.5
22.3
30.0
32.2

30.5
31.8 
42.3
32.9

26.5 
28.9 
41.1
30.6

27.5
30.5 
42.0
22.6

1.0
- 6.6

- 11.1
1.6

3.0
1.3
0.3

10.3

ASEAN-4
Indonesia
Malaysia
Philippines
Thailand

22.6
30.4
23.4
21.5

31.8
33.2
19.0
24.5

24.8 
20.5 
26.7
25.9

30.2
30.8
20.0
26.6

-2.2
9.9

-3.3
-4.4

1.6
2.4

-1.0
-2.1

South Asia 
Bangladesh 
India 
Myanmar 
Nepal 
Pakistan 
Sri Lanka

2.2
20.5
12.3

5.7
10.1
13.8

2.6
20.3
12.4
10.4
10.3
13.3

7.3
20.8
13.9
16.2
16.4
19.4

11.4
23.9
15.6
19.9
18.7
24.8

-5.1
0.2

-1.6
-10.5

-6.3
-5.6

-8.8
-3.6
-3.2
-9.5
-8.4

-11.5

Transitional economies
China
Lao People’s Democratic 

Republic 
Viet Nam

32.5 33.7

-0.2a

34.2 34.6

24.1a 
9.6b

-1.7 -0.9

24.3a

Pacific islands economies
Fiji
Papua New Guinea
Samoa
Tonga
Vanuatu

18.1
18.8

18.0
13.1
-8.6b
-8.2b

3.4b

24.3
22.4

19.9
25.9 
27.3b 
21.9b 
30.l b

-6.2
-3.6

-1.9 
-12.1 
-35 .9b 
-30 .1b 
-26 .7b

Source: Asian Development Bank, Asian Development Outlook 1991, pp. 284-285. 

a 1988-1990 only. b 1985-1990 only.

private sector, which is also more 
stable over time.4

A  significant factor having an 
impact on government savings 
comes from public sector enter-
prises. Far from being a source 
of government non-tax income,

many of them have generated size-
able (net) demands on the govern-
ment budget to cover persistent 
operating losses; they are also of-
ten provided with privileged access 
to domestic capital markets and 
not infrequently external borrow-
ings at concessional terms involv-
ing thus an implicit subsidy. Con-
cern for greater operational effi-
ciency and financial discipline has 
been embodied in a series of ex-
tensive reforms of these enter-
prises instituted since the mid-

1980s by the large majority of de-
veloping economies of the region. 
These range from the provision of 
greater operating autonomy, precise 
specifications of objectives and 
performance criteria, to rationaliza-
tion of pricing policies and the en-
hancement of financial transpar-
ency and accountability. Privatiza-
tion and deregulation are other an-
cillary instruments, as discussed in 
some depth in chapter III.

Given the extensive operations 
of these enterprises in many
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Gross domestic 
savings rate

Average
1971-1980

Average
1981-1990

Gross domestic 
investment rate

Average
1971-1980

Average
1981-1990

Resource gap

Average
1971-1980

Average
1981-1990

4 It should be noted that the net
impact of taxation policy on private 
sector and aggregate savings is a mat-
ter of some controversy. See Survey, 
1982, pp. 122-140 and the references 
cited therein.



Table II.13. Selected developing economies o f  the ESCAP region. Gov-
ernment revenue as percentage o f  gross dom estic product, various periods

1970-1971 1980-1981 1988-1989

Newly industrializing economies
Hong Kong 14.1 21.4 16.7
Republic o f  Korea 15.3 18.1 18.1
Singapore 21.9 28.0 29.3a
Taiwan Province o f  China 22.3 14.6 14.9

ASEAN-4
Indonesia 13.9b 23.3 17.2
Malaysia 20.7b 26.9 25.5
Philippines 12.4b 12.2 14.5
Thailand 12.4b 14.6 17.2

Transitional economies
China 27.0 22.1
Lao People’s Democratic Republic 16.2 12.2

South Asia
Bangladesh 8.6 11.6 8.9
India 10 .8c 12.1 14.6
M yanmar 1 0 .0 d 16.5 9.1a
Nepal 5.2b 8.2 10.0
Pakistan 12.3d 16.3 17.5a
Sri Lanka 19.0 18.1 20.1

Pacific island economies
Fiji 20.4b 23.3 23.9a
Papua New Guinea 17.3e 20.7 23.5
Samoa 21.7f 43.5
Solomon Islands 13.8 20.4 24.8a
Vanuatu 28.2

Sources: International M onetary Fund, International F inancial Statistics; vari-
ous issues; Asian Development Bank, Key Indicators o f  Developing Asian and Pa-
cific Countries, various issues; and national sources.

a 1988. b 1972. c 1974. d 1973. e 1975. f  1982.

economies, any induced improve-
ment in their performance would 
certainly contribute to better utili-
zation and allocation of aggregate 
resources. Nevertheless, there are 
no convenient short cuts to effi-
ciency, modernization, nation-build-
ing and economic prosperity.5 En-
trepreneurial and risk-taking capa-
bilities as well as managerial ex-
pertise and venture capital re-

5 M. Singh, “Development policy 
research: The task ahead” Proceed-
ings o f  the World Bank A nnual Con-
ference on Development Economies 
1989  (W ashington, D.C., World Bank, 
1990), pp. 17-18.

sources are typically in short sup-
ply; these constraints are particu-
larly acute in small or less well 
developed economies. In addition, 
alternative employment opportuni-
ties are not always plentiful and 
easily secured on comparable 
terms, and this accounts for the 
considerable resistance from the 
affected workforce against large- 
scale privatization in several 
economies of the region.6 Other
problems encountered in practice

6 K.N. Kohli, “The role o f fiscal 
policy in Asian economic develop-
m ent” , Asian Development Review, 
vol. 9, No. 1 (1991), pp. 55-58.

include the lack of skilled person-
nel to evaluate marketable assets 
of public enterprises along with 
the thinness of domestic capital 
markets (box II.8).

More generally, regulation can 
result in great efficiency gains 
when accompanied by competition, 
but there are yet no readily avail-
able rules to determine the proper 
combinations of regulation, promo-
tion and reliance on market forces; 
the process has to be country and 
context specific. Furthermore, 
competition cannot be regarded as 
a natural and sustainable outcome 
of economic liberalization which, 
if  left entirely to be determined by 
market forces, would be deficient 
in at least three important aspects: 
it may impose heavy adjustment 
costs, it may reduce investments in 
essential infrastructure projects, 
and it may take inadequate ac-
count of dynamic comparative ad-
vantage.

Effective and sustainable com-
petition thus would require a com-
plementary regulatory framework 
to prevent abuse of dominant posi-
tions, ease transitional problems, 
ensure the protection of public 
health and safety, and preserve the 
environment. Supportive govern-
ment efforts are also needed in 
the development of long-gestation 
infrastructure projects and, as evi-
dent in the experience of several 
economies reviewed in the previ-
ous two chapters, the promotion of 
both defensive and positive re-
structuring. In particular, recent 
economic growth in the ASEAN-4 
members has generally outpaced 
the available infrastructure facilities 
and supply of professional human 
resources, thus eroding consider-
ably one of the subregion's major 
advantages in terms of low cost. 
The highly complementary roles of 
public sector provision and private 
sector involvement are apparent in 
these contexts although, again, 
there are no easy and clear-cut an-
swers to the design and pursuit of
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policies which neither reward pro-
longed inefficiency nor provide un-
deserved monopoly rents.

Apart from greater rationaliza-
tion of public sector operations 
and provision consistent with 
widely shared social goals, govern-
ment savings have been enhanced 
through careful control of spending 
and securing higher payments from 
recipients of public sector services. 
Most significant in the former 
context are perhaps the near-term 
possibilities for large and continu-
ing resource reallocation in many 
economies in view of the changed 
geopolitical situation of the 1990s. 
Further economic deregulation 
would also stimulate greater pri-
vate sector involvement in the 
complementary provision and man-
agement of infrastructure. The 
most probable candidates are those 
services in which equity considera-
tions are less important, or which

are specific to high income groups 
or neighbourhoods, including tel-
ecommunications in various 
modes, various transport subsectors 
and energy generation.7

A wide range of user fees 
and charges, and increases in such 
levies have been imposed selec-
tively and on a differentiated basis 
to rationalize demand, to raise de-
livery efficiency (by keeping costs 
down), and to improve equity tar-
geting in government provision of 
infrastructure facilities and serv-
ices. These measures have gener-
ated substantial non-tax revenue 
while considerable progress has 
also been made in reducing mar- 
ket-distorting subsidies by many 
economies across Asia and the Pa-
cific, particularly in the 1980s. 
Nevertheless, subsidies remain a

7 Survey, 1990, pp. 234-235.

big component of public spending 
owing in part to the ready avail-
ability of heavily subsidized goods 
and services in a large number of 
areas and, on the other hand, inad-
equate institutional capacities and 
facilities for enhanced efficiency in 
the management of their provision.

There is also much scope for 
efficiency gains on the mobiliza-
tion side, particularly through im-
provements in the buoyancy and 
elasticity of the existing tax sys-
tem by means of tax base widen-
ing and deepening. Better designs 
of fiscal instruments and other in-
novations such as value-added 
taxation can also be introduced in 
accordance with available adminis-
trative capabilities. Moreover, a 
higher level of resources devoted 
to ensuring greater compliance and 
lesser avoidance is likely to be 
more than cost-effective. Indeed, 
notwithstanding the possible ad-
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Box II.8. Privatization: a case study

Malaysia’s privatization pro-
gramme, one o f  the largest in the 
developing ESCAP region, has suc-
cessfully involved some 32 projects 
since 1983. The Privatization M as-
ter Plan drawn up by the govern-
ment envisages the divestiture o f  
nearly 250 public sector enterprises, 
valued at over $M 16 billion, in the 
coming decade. The process has al-
ready helped deepen the capital 
market with an additional capitaliza-
tion o f  about $M 2 billion.a

The ownership and m anage-
ment o f  Port Kelang Container Ter-
minal was transferred from the 
Malaysian Government to a newly 
formed private company in March
1986. This was the first m ajor pri-
vatization effort which took almost 
three years to complete. The case 
illustrates the complexities associated 
with such a process in a developing 
economy - including the resolution 
o f  various goals and requirements o f 
the public sector and interest 
groups, which are not always m utu-
ally consistent, and inadequate local 
expertise. A t the same time a care-
ful privatization design can be 
highly effective in achieving the 
stated government objectives, such 
as improving enterprise efficiency 
and attracting foreign investment, 
and reducing public-sector involve-
ment in areas in which the private 
sector can operate as efficiently if 
not more.b

The whole port facility, includ-
ing the container terminal, was m an-
aged by Port Kelang Authority,

a  Asian Development Bank, 
Asian D evelopment Outlook 1991 
(Manila), pp. 29-30.

b The following discussion is 
based on R. Leeds, “ Malaysia: gen-
esis of a privatization transaction” , 
World Development, vol. 17, No. 5 
(May 1989) pp. 741-756.

which is financially autonomous but 
wholly owned by the Government o f  
Malaysia (under the Transport M inis-
try jurisdiction). Operational effi-
ciency levels at the port, an important 
and widely known national infrastruc-
ture, were below international stand-
ards although the Authority had al-
ways been profitable, with the con-
tainer facility contributing 60 per cent 
to the total net earnings in 1985. Ef-
ficiency and profitability could be ex-
pected to improve considerably, in-
creasing government income tax rev-
enue, if  management were accorded 
the freedom and flexibility to operate 
on a commercial basis. In particular, 
administrative and bureaucratic proce-
dures often contributed to delays in 
decision-making and cost overruns in 
the improvement and expansion o f  
port operations.

The acute lack o f  expertise 
within the public sector to plan and 
execute the privatization o f  the con-
tainer terminal necessitated the hiring 
o f  a well-established and technically 
competent local merchant bank (out 
o f  5 bid offers) to conduct a detailed 
study o f  the container terminal itself, 
and to outline the options available to 
the government. The report, submit-
ted in December 1984, recommended 
the creation o f  a separate corporate 
entity for the container terminal and 
public bidding for its ownership. The 
envisaged ownership structure, after 
the public stock offering, is dom i-
nated by the new private company 
(40 per cent), the general public (35 
per cent), the Port Kelang Authority 
(20 per cent) and the employees o f  
Kelang Container Terminal (5 per 
cent).

The same merchant bank was re-
tained to review the four bids submit-
ted in January 1985. Each was volu-
minous and contained a non- 
Malaysian partner with substantial ex-
perience in the container terminal 
business, and an expressed com mit-

m ent to invest equity and hence share 
risks in the jo in t venture. After ex-
tensive review and consultations, the 
w inning bid was announced in March 
1985 although a num ber o f  outstand-
ing problem s would need to be re-
solved. These included management 
fees to be paid to the overseas part-
ner and the formula for determining 
rental income to the Kelang Port Au-
thority; among other things, the land 
on which the container terminal was 
located could not be sold to any pri-
vate interest and was thus to be 
leased for 21 years to the new com-
pany.

Among the m ost contentious is-
sues, however, were the terms and 
conditions o f  employment at the new 
company. The terminal had about 
900 workers all o f  whom enjoyed the 
same status - in terms o f  pay, ben-
efits and job  security - as their coun-
terparts in the Malaysian civil service. 
Protracted negotiations between the 
Authority, the union and the new 
company culminated in an agreed 
package with three options. Current 
employees could work for the new 
company but remain as Port Author-
ity employees; or become workers o f 
the new company on overall terms 
and conditions no less favourable 
than those currently prevailing; or ter-
minate their employment and receive 
a generous severance package or re-
tire early on pension; the terms asso-
ciated w ith the last option were con-
ditional on age, length o f  service, oc-
cupation group etc.

Generally, the union succeeded 
in obtaining total job  security for all 
current workers w ithout financial loss. 
However, as employees in the new 
company, lifetime job  guarantee 
would no longer prevail, and future 
prom otions and compensation would 
be determined more directly by per-
formance. In the event, 99 per cent 
o f  the container terminal workforce 
opted to join the new company and
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evidence from the first 18 months 
of operation indicated notable im-
provements in productivity. The av-
erage length of time that a container 
remained in the dockyard was short-
ened to 3.8 days from 8 days; the 
rate of container throughput in
1987, about 12 per cent higher than 
in the previous year, even surpassed 
the new company’s own projections. 
Largely as a result, Port Kelang was 
moved up in international rankings, 
from the 11th position in 1985/86 
to the seventh place a year later.

It appears from the above case 
that a change of ownership without 
any significant adjustment of the 
monopolistic character of the con-
tainer terminal operations can con-
tribute to productivity gains. The 
promotion of private sector initia-
tives and increased foreign and do-
mestic participation through, among 
other measures, privatization can 
thus be approached on a pragmatic 
basis in line with the country’s cir-
cumstances and priorities. The fact 
that it took almost three years to 
complete the transaction under re-
view reveals clearly the complexity 
and time-consuming nature of the 
process. There were a multiplicity 
of institutional interests, each with 
different and often mutually exclu-
sive stakes in the outcome. Resolu-
tion of these issues required both 
goodwill and concessions, as well as 
supporting changes in the relevant 
laws and regulations on the part of 
the government The impediments 
encountered by Malaysian policy 
makers in the process of privatiza-
tion were not particularly unique, 
but can be regarded generally as 
representing the norm in the devel-
oping world, even in the relatively 
developed middle-income countries. 
Many of these are generic issues, 
not susceptible to easy and quick 
solution, and should therefore not 
be underestimated.

verse effects of greater fiscal mo-
bilization, the average revenue/ 
GDP ratios have not reached ex-
cessive proportions among many 
economies across the region; in 
particular, those realized by several 
South and South-East Asian econo-
mies are considerably below the 
region's average range as well as 
those achieved by their sub-Saha-
ran and Caribbean counterparts.8

The above are indeed standard 
fiscal prescriptions, several ele-
ments of which have been under 
ongoing implementation as part 
and parcel of fiscal policy adjust-
ments and reforms for the better 
promotion of trade and industrial 
growth, among other objectives. 
In particular, value-added taxation 
in various forms has been intro-
duced since the late 1970s in 
many economies in the region, in-
cluding India, Indonesia, Malaysia, 
Pakistan, the Philippines, the Re-
public of Korea, Taiwan Province 
of China and Thailand. This fis-
cal instrument helps reduce the 
cascading effects, distortions in re-
source allocation, and production 
costs associated with a plurality of 
levy points and a multitude of in-
direct taxes which it replaces; also 
exports are not taxed or otherwise 
disciminated against among trade- 
able goods.9 The overhaul of In-

 rof ecivres smotsuc s'aisenod
greater efficiency and transparency, 
among other aims, is another nota-
ble example. Generally, however, 
the potential for enhancing fiscal 
system efficiency has yet to be 
exhausted even in the many mid-
dle-income economies which face 
less severe constraints on physical 
and human resources, and institu-
tional capabilities.10

2. F inancial interm ediation  
and liberalization

Private savings represent a 
large share of the national surplus 
and the proportion of such re-
sources held in tangible assets (for 
example, real estate, precious met-
als and ornaments, and consumer 
durables) and in highly liquid 
forms such as currency and de-
mand deposits has been decreasing 
sharply with the spread of banking 
and, to a lesser extent, capital 
market institutions as well as the 
variety of financial instruments 
and papers in the past years. 
Generally, however, varying de-
grees of deregulation have recently 
been extended to the financial sec-
tor whose development has been 
outpaced by the growth of output 
and industrialization in many 
economies of the region. The 
stock and bond markets are an 
important means for the mobiliza-
tion of investible funds in a small 
but growing number of economies. 
Apart from Hong Kong and Singa-
pore, these include markets in sev-
eral East and South-East Asian 
economies and India, where there 
has been a large increase in the 
volume of transactions and the 
number of registered firms, par-
ticularly in recent years.

Thus the prevalent means of 
raising domestic capital has largely 
been through the banking system, 
and government generally exerts a 
strong influence over the interme-
diation process on both the supply 
and demand sides in virtually all 
developing economies of the re-
gion; a possible exception is Hong 
Kong, where such influence is 
limited mostly to prudential regula-
tion and supervision. Policy inter-
vention is designed to develop and
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10 Survey, 1984, pp. 60-62; and
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enhance mobilization capabilities, 
as well as their efficiency and 
soundness. However, the relative 
emphases and major modalities o f  
financial sector policy have 
evolved considerably over the 
years, along with the rising vol-
ume and sophistication o f  financial 
transactions plus increased compe-
tition among institutions as a re-
sult o f rapid growth and diversifi-
cation.

The financial sector in a large 
part o f the region had been domi-
nated by a small number o f  pri-
vate commercial banks which, by 
and large, were geared mainly to 
the finance o f commerce and 
short-term transactions. Their in-
ability or reluctance to fund m e-
dium- to long-term industrial and 
agricultural development projects, 
accorded high priority by govern-
ments, was one o f the major rea-
sons for bank nationalization in 
many economies during the 1960s 
and early 1970s; there was, at the 
same time, the establishment and 
gradual dominance in these econo-
mies o f several State-owned banks 
and development finance institu-
tions for more specialized financ-
ing.11

Other institution-building poli-
cies strongly encouraged the 
spread o f branch banking, particu-
larly in rural areas, so that the to-
tal number o f  population with di-
rect access to or served by bank 
facilities was rising sharply across 
most parts o f  the region, particu-
larly from the m id-1960s to the 
early 1970s. The improvement 
was especially significant in South 
A sia and, to a lesser extent, 
South-East and East Asia. For ex-
ample, the number o f rural 
popualtion per depository institu-
tional branch in India fell from 
416,000 in 1965 to just 25,000 in
1982. The spread o f rural branch

11 W.E. James, S. Naya and 
G.M. Meier, op. c it, pp. 82-87.

banking is estimated to have 
raised the national savings rate by 
about 4-5 per cent in India, Nepal 
and the Republic o f Korea, and by 
8.6 per cent in Sri Lanka over the 
period 1961-1981.12 A ll these im-
provements were embodied in the 
upward trend in financial interme-
diation; the money supply (M 1) 
plus quasi-money (or M2) as a 
proportion o f GDP was rising in 
many econom ies o f  the region, 
particularly in the past two dec-
ades (table II.14).

The positive impact o f  such a 
development on resource mobiliza-
tion could have been much greater 
but for a number o f  constraints. 
Prevailing management approaches 
and practices were not always suit-
able to local requirements, apart 
from the need for more innovative 
savings facilities and lending tech-
niques. There were also inad-
equate linkages between institu-
tional branches with a wide array 
o f non-formal credit societies and 
other financial arrangements to 
meet small financing needs in 
both urban and rural areas. At 
the same time, loan funds tended 
to be concentrated in favour o f e s-
tablished enterprises and large bor-
rowers in urban and rural areas. 
Among other factors, these con-
tributed to varying degrees o f fi-
nancial market segmentation and 
dualism, with a large proportion o f  
aricultural and urban credit still 
originating from non-institutional 
sources in many South-East and 
South Asian economies.

Another disincentive factor re-
lates to the periodic setting or

12 Asian Development Bank, Do- 
mestic Resource Mobilization through 
Financial Development, vol. II: Ap-
pendices, p. 44; and Survey, 1984, pp. 
148-150.

13 W.E. James, S. Naya and 
G.M. Meier, op. c it, pp. 76-78; and 
Asian Development Bank, Asian De-
velopment Outlook 1990 (Manila), pp. 
187-190.

maintenance o f  interest rates well 
below the levels consistent with or 
sustainable by underlying market 
forces. The consequent trade-offs 
were in the form o f credit ration-
ing, directed allocation o f 
investible funds, and the entrench-
ment o f informal or curb markets 
in many econom ies in A sia and 
the Pacific. One o f the objectives 
o f such intervention was to spur 
investment in activities and sectors 
accorded high priorities, including 
import substitution industrialization 
in a large part o f  South-East and 
South Asia in the 1960s and 
1970s. There were notable excep-
tions, however.14

There was an early emphasis 
through captive arrangements or 
the provision o f attractive interest 
rates on deposit within the NIEs 
and Malaysia, among others, to 
m obilize domestic savings which 
had become so indispensable to 
sustained export industrialization 
and, in the cases o f the Republic 
o f  Korea and Taiwan Province o f 
China, also in view  o f  the phasing 
out o f substantial assistance from 
the United States. Savings had 
been garnered, for example, 
through the Central Provident Fund 
founded in Singapore in 1955, 
when the combined rates o f com-
pulsory contribution for both em-
ployees and employers were set at
10 per cent o f  monthly labour 
earnings. There was subsequently 
a tremendous increase in the pro-
portion o f  contributors, from 45 
per cent o f  the labour force in the

14 See, for example, M.J. Fry, 
“ Savings, investment growth and the 
cost o f  financial repression” , World 
Development, vol. 8, No. 4 (April 
1980), pp. 323-324; Asian Develop-
ment Bank, Domestic Resource Mobi-
lization through Financial Develop-
ment (Manila, 1984), vol. I: Main
report, p. 18; Asian Development Out-
look 1990, p. 29; and Survey, 1984, 
pp. 144-148 and the references cited 
therein.
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Table II.14. Selected developing economies of the ESCAP region. Ratios of money supply M 1 and M2 in gross  
domestic product, various yearsa

(Percentage)

Sources: International Monetary Fund, International Financial Statistics, various issues; Asian Development Bank, Key
Indicators o f  Developing Asian and Pacific Countries, various issues; and national sources.

a M 1 equals currency in circulation plus demand deposits, and M2 is M 1 plus quasi-money (such as savings and time 
deposits). b 1989. c 1974. d 1981.

late 1960s to 80 per cent in the 
early 1970s, as well as in the 
rates of contribution; these went 
up steadily to reach a peak of 50 
per cent in 1984, one of the high-
est in the world. Domestic sav-
ings in Singapore consequently 
reached almost 10 per cent of 
GDP in the mid-1960s, tripled a 
decade later and peaked at some 
42 per cent in the mid-1980s.

Against the prevailing conven-
tional wisdom, financial reforms in 
Taiwan Province of China set bank 
interest on savings deposits close 
to market rates as early as 1950

to counter excessive inflation, 
among other things. This liberal 
policy was then intensified with 
few lapses since the early 1960s; 
for example, real interests rates on 
one-year deposits averaged almost 
12 per cent in 1961-1965 and 8 
per cent in 1966-1970.15 Enticing 
real returns contributed to a four-
fold rise in private-sector savings

15 M.T. Skully and G.J. Viksnins, 
Financing East A sia ’s Success: Com-
parative Financial Development in 
Eight Asian Countries (New York, St. 
Martin’s Press, 1987), p. 126.

from 4.5 per cent of GDP in 
1952-1953 to 18.5 per cent a dec-
ade later; domestic savings have 
trended upwards with a few brief 
interruptions to some 32 per cent 
of GDP in the late 1970s. The 
structure of savings was also 
changed in favour of longer-term 
deposits through, for example, the 
exemption of income tax on inter-
est earned on deposits of two 
years or longer introduced in 
1960; partly as a result, the 
money supply (M1) constituted just 
over one half of money plus 
quasi-money (M2) in 1960-1961
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1970

M1 m 2

1980

M1 M2

1990

M1 M2

Newly industrializing economies
Hong Kong 
Republic o f  Korea 
Taiwan Province o f  China

ASEAN-4
Indonesia
Malaysia
Philippines
Thailand

Transitional economies
China
Lao People’s Democratic Republic

South Asia 
Bangladesh 
India 
Myanmar 
Nepal 
Pakistan 
Sri Lanka

Pacific islands economies
Fiji
Papua New Guinea 
Samoa
Solomon Islands 
Vanuatu

11.3 
28.1

7.5
17.0
10.1
13.4

11.8c 
16.8 
18.6 
8.0

29.3
14.3

19.4
13.5c

32.9
66.3

10.0
33.9
23.6
28.3

19.7c
24.8
24.0
10.6 
43.5
22.9

34.1 
30.8c

17.7 
10.1
24.5

11.0
18.3 
8.5

10.8

31.1

10.2
15.1
20.5
12.3
28.5 
14.0

10.2 
10.9 
13.4d 
12.7

70.9
32.9
64.0

17.0
51.5
20.9
38.3

45.3

20.4 
37.3 
25.8
23.7
41.6
32.0

34.1
29.8 
34.0d
32.8

19.7
9.4

24.3

12.3b
21.6b

8.2b
9.5

44.1b
7.5b

9.1b 
16.9b 
19.4b 
15.0b 
29.5 
13.9b

13.0
11.4 
13.3b 
13.4b 
26.3b

24.6
40.5
98.6

34.9b 
68.2b
32.7 
74.6

86.1b 
12.3b

32.4b 
47.7b 
28.0b 
35.9b
38.8 
31.5b

48.4
35.9 
40.8b 
35.0b

139.1b



compared with 73 per cent five 
years earlier.

The Republic of Korea 
adopted, by and large, similar 
measures of financial mobilization 
in September 1965 when nominal 
deposit rates were doubled to 30 
per cent annually. Bank deposits 
shot up from 4 per cent of GDP 
in 1965 to almost 7 per cent a 
year later and to around 21 per 
cent during the 1970s; their struc-
ture also shifted with the money 
supply (M1) being equivalent to 
72 per cent of M2 in 1964-1965, 
compared with 35 per cent five 
years later. For a variety of rea-
sons, however, the policy was not 
consistently pursued: real interest
rates on savings deposits have 
tended to fluctuate widely, alternat-
ing between highly positive levels 
(1965-1971), or moderately posi-
tive and, at times, even negative 
levels in the subsequent years. 
This accounts, in part, for the 
lower rates of private-sector sav-
ings in the Republic of Korea, by 
several percentage points of GDP, 
compared with those mobilized in 
Taiwan Province of China noted 
earlier. The former economy real-
ized a positive savings gap in the 
mid-1980s, as did Taiwan Province 
of China a decade earlier; Singa-
pore also managed to achieve ex-
cess savings in the late 1980s.

The modest inflation sustained 
by several economies, such as Ma-
laysia, Singapore and Thailand, 
eased the maintenance of attractive 
real interest rates without involving 
the offer of high nominal levels. 
Generally, however, deposit rates 
in real terms were negative or re-
mained low in a large number of 
economies over the 1970s and 
early 1980s. The financial 
“crowding out” associated with 
credit rationing constituted another 
problem. Over the past two dec-
ades, for example, the average ra-
tios of domestic credit extended to 
the private sector in total bank 
lending clustered around 40-50 per

cent in most South Asian coun-
tries. The corresponding propor-
tion was about 70 per cent in In-
donesia (during the 1970s only) 
the Philippines, Thailand and sev-
eral Pacific island economies; it 
ranged upwards of 85-90 per cent 
among the NIEs and Malaysia 
(figure II.14).

The relatively high ratios from 
the Republic of Korea and Taiwan 
Province of China were due to the 
dominance of private sector busi-
nesses, and several fiscal conces-
sions such as the exemption of in-
terest payments from corporate in-
come taxation to offset the burden 
of high interest rates on loan. 
Such implicit subsidies contributed 
in turn to exceptionally high gear-
ing. From 1971 to 1982, for ex-
ample, the average debt/equity ra-
tios of manufacturing enterprises 
in the Republic of Korea stood at 
364 per cent, twice as high as in 
Taiwan Province of China and four 
times higher than in the United 
States; the ratio has declined 
somewhat since the “big push” 
period of the late 1970s. Moreo-
ver, about two thirds of such debt 
were short term (or current liabili-
ties) in nature. This rendered the 
profitability or even survival of 
borrowing firms more heavily de-
pendent on satisfactory perform-
ance or competitiveness as com-
pensation for devaluation losses, 
concessionary loans and working 
capital were not in unlimited sup-
ply.16

Subsidized and rationed bank 
credit in a capital shortage envi-
ronment further entrenched market

16 A.H. Amsden, A s ia ’s Next G i-
ant: South Korea an d  Late Industriali-
zation  (New York, Oxford University 
Press, 1989), pp. 104-105; and T. 
Scitovsly, “Economic development in 
Taiwan and South Korea, 1965- 
1981” , M odels o f  D evelopm ent - A  
Com perative Study o f  E conom ic  
Growth in South K orea an d  Taiwan, 
L.J. Lau, ed., pp. 142-144.

segmentation. Large informal curb 
or grey markets are estimated to 
provide, at much higher costs, a 
substantial share ranging from up-
wards of 40 per cent of urban or 
rural credit needs in many parts of 
the region.17 These unregulated, 
parallel operations have thus mod-
erated somewhat the effects of 
government intervention along 
more market-oriented lines. Apart 
from this problem, there is in-
creasing evidence of a strong cor-
relation between positive real inter-
est rates on the one hand, and do-
mestic savings mobilization, credit 
availability, factor productivity, and 
hence output growth on the 
other.18

The relatively fast pace of 
economic and industrial develop-
ment in many economies of the 
region has at the same time 
brought about an increasing vol-
ume and velocity of financial 
transactions of growing sophistica-
tion, including the build-up of di-
versified financial assets; a large 
accumulation of such resources in 
turn has generated acute pressure 
on the prices of real estate and 
equities, often through transactions 
involving considerable speculation, 
particularly in several East and 
South-East Asian economies in the 
second half of the last decade. 
All these developments and cir-
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 Asian Development Bank, 

Asian Development Outlook 1990, pp. 
189-190.

18 See, for example, M.J. Fry, 
“ Savings, investment growth and the 
cost o f financial repression” , World 
Development, vol. 8, No. 4 (April 
1980), pp. 323-324; Asian Develop-
m ent Bank, Domestic Resource M obi-
lization through Financial Develop-
ment (Manila, 1984), vol. I: Main
report, p. 18; Survey, 1984, pp. 144- 
MS and the references cited therein; 
and S.W. Black, “External resources 
for development and international 
capital m arkets” , Asian Development 
Review, vol. 9, No. 1 (1991), pp. 4-6.



Figure II.14. Selected developing economies o f the ESCAP region. Ratio o f private sector credit to total 
credit, 1970-1980 and 1980-1990

Notes: 1974-1980 for Bangladesh, 1976-1980 for Maldives and Vanuatu, 1973-1980 for Papua New Guinea. 1980-1989 for
Indonesia, Myanmar, Nepal and Samoa, 1980-1983 and 1986-1988 for Islamic Republic of Iran and 1982-1990 for Tonga.

cumstances have added further 
wear and tear on institutional regu-
latory mechanisms and, together 
with other external impulses for 
greater trade and financial deregu-
lation, have prompted financial 
sector liberalization and deregula-
tion; the process has gathered con-
siderable speed in many of the re-
gional economies since the mid- 
1980s.

Indonesia was perhaps the
first to alter radically the prevail-
ing policy stance. In particular, 
interest rates on term deposits
with and on lending to non-prior- 
ity activities from State-owned
banks were deregulated between

August 1982 and June 1983. De-
posit rates consequently rose from 
a range of 6-12 per cent to 15-18 
per cent in mid-1983, thus gaining 
considerably in real terms as con-
sumer price inflation had declined 
to about 11 per cent on average 
during the period 1982-1984. 
Fixed doposits doubled and the 
amount of quasi-money within the 
banking system rose by about one 
half during the second half of 
1983 alone. Capital markets were 
liberalized in December 1987 and 
the financial sector in October 
1988. There was then a phenom-
enal response, with the establish-
ment of over 40 private and joint

venture banks plus some 1,000 
new branches. The ancillary re-
moval of income tax biases 
against bonds and equities has re-
duced the average debt-to-equity 
ratio and stimulated further capital 
market development.19 These ad-

19 M.H. Soesastro, “ A brief 
overview of the Indonesian economy 
July 1989”, The Indonesian Quarterly, 
vol. X V II, No. 3 (1989), pp. 196-203; 
W.E. James, Financial Sector Policies 
in Developing Asian Countries, pre-
pared for Fourth Workshop on the 
Asian Economic Outlook, 28-31 Octo-
ber 1991 (Manila, Asian Development 
Bank), pp. 7-8; and Survey, 1984, p. 
146.
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justments and reforms have pro-
vided strong and competitive sup-
port for the rapid expansion of
manufacturing activities and non-
oil exports noted in the previous 
two chapters. The upward trend
in domestic savings resumed from
the mid-1980s and the average an-
nual rate of some 34 per cent
achieved during 1987-1989 repre-
sented a positive resource gap of 
about 4 percentage points of GDP.

Elsewhere among the ASEAN-
4, Malaysia has sustained com-
paratively high savings rates, aver-
aging upwards of 30 per cent in 
the past two decades. Recent ad-
justments included some tightening 
of the regulatory framework to 
prevent abuse in the country’s rela-
tively more open and developed fi-
nancial sector with some 38 li-
censed commercial banks of which 
16 are foreign-owned. An off-
shore tax haven was set up in 
1990 and a major privatization 
programme is expected to boost 
capital market development, among 
other targets. Financial policy re-
forms in the Philippines, including 
interest rate deregulation and the 
easing of restrictions on inward 
foreign investment, were con-
strained by uneven macroeconomic 
performance and balance-of-pay- 
ments problems in the late 1980s; 
the country also did not fully par-
ticipate in the foreign investment 
boom in South-East Asia during 
this period. Additional measures 
introduced in 1991 included a 
more liberal stance towards foreign 
investment and further financial 
deregulation. Thailand pursued a 
cautious approach towards finan-
cial liberalization during most of 
the past decade. The fast-paced 
growth in aggregate output, and 
the investment and equity booms 
since 1987 have generated new 
demands for financial services and 
facilities. Interest rates and for-
eign exchange controls were 
gradually deregulated in the late 
1980s with the near-term aim of

complete convertibility. Further 
competition is being fostered 
through a removal of barriers be-
tween bank and non-bank financial 
institutions, among other measures.

Among the NIEs, financial in-
stitutions remained under strong 
government influence in the Re-
public of Korea and Taiwan Prov-
ince of China in spite of partial 
liberalization initiated during the 
first half of the 1980s. The ad-
justments included privatization of 
the five largest banks in the Re-
public of Korea, less administrative 
control over lending and interest 
rates, and the promotion of limited 
competition from foreign banks. 
The pace of liberalization was in-
tensified from the mid-1980s with 
stepped up banking privatization 
and competition through the par-
ticipation of foreign institutions, 
and a further easing of interest 
and lending regulations. Restric-
tions on foreign exchange transac-
tions, particularly outward remit-
tances, were also greatly loosened; 
inadequate investment channels for 
the substantial current accounts 
surpluses and external pressures 
had generated acute upward pres-
sures on the exchange rate and the 
prices of real estate and equities 
in both the Republic of Korea and 
Taiwan Province of China. There 
was a significant flow of outward 
foreign investment in the late 
1980s, which has helped domestic 
industrial restructuring in both the 
host and investor economies, 
among other mutual benefits.

Financial sectors in South 
Asia have for the most part been 
under a strong regulatory frame-
work. A number of policy re-
forms were made by several coun-
tries in the last decade to improve 
overall intermediation efficiency, 
including some deregulation of and 
greater flexibility in controls over 
interest rates and lending priorities. 
Increased private sector participa-
tion was fostered through privatiza-
tion of State-owned banks, the es-

tablishment of new private finan-
cial institutions, and the opening 
of foreign bank branches.20 Gen-
erally, however, financial liberaliza-
tion in the subregion has tended to 
be impeded by the need to accom-
modate large public sector require-
ments and foreign exchange short-
age; the share of private-sector 
credit in total domestic lending 
clustered mostly around 50 per 
cent, as noted earlier. Neverthe-
less, and other things being equal, 
financial sector policy reforms are 
likely to widen in scope and 
gather pace in the coming decade 
to complement major changes in 
the policy stance governing exter-
nal sector transactions and indus-
try, particularly by India and Paki-
stan as discussed in some depth in 
the previous two chapters.

There is generally a high de-
gree of private sector participation 
in the financial sector and greater 
openness to transactions involving 
external capital within the Pacific 
island subregion. Ongoing adjust-
ments are thus to improve overall 
sectoral efficiency. There has 
been some deregulation of interest 
rates although limits on lending 
rates continue to constrain savings 
mobilization in several countries. 
The small size of most island 
economies has also limited the de-
velopment of markets for public 
and private sector debt and equity 
papers. Their low domestic sav-
ings rates have been considerably 
supplemented by sizeable overseas 
transfers, including private remit-
tances, and there is a need to en-
sure greater linkages between such 
resource inflows and productive in-
vestment through the financial sec-
tor.

There have been comparatively 
more basic reforms of financial 
sector institutions among transi-

20 Asian Development Bank, 
Asian Development Outlook 1991, p. 
29; and W.E. James, op. cit., pp. 12- 
15.
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tional economies - including China, 
the Lao People’s Democratic Re-
public and Viet Nam. The bank-
ing system was restructured to 
separate central and commercial 
banking functions formerly central-
ized largely in a single institution. 
Greater competition has emerged 
with the extended operation of 
sectoral commercial banks outside 
their own areas of specialization, 
and the establishment or emer-
gence of new banks and non-bank 
financial institutions, including a 
large number of credit coopera-
tives. Considerable progress has 
also been made in mobilizing fi-
nancial resources, through a 
gradual development of attractive 
savings facilities and instruments, 
and in developing monetary policy 
instruments for more effective 
macroeconomic management. In 
China, for example, there were the 
introduction of new fixed-term de-
posits of varying maturity periods 
and higher deposit interest rates in 
real terms - from 3.2 per cent in 
April 1979 to about 5.8-9.0 per 
cent in 1981, compared with an 
average retail price increase of 3.4 
per cent annually during the pe-
riod 1980-1982. These contributed 
to a fourfold rise in personal sav-
ings mobilized at banks between 
the period 1978-1983.21

Generally, however, the scope 
for further developments remains 
considerable, especially in terms of 
financial widening and deepening 
and the gradual emergence of full- 
fledged primary and secondary 
markets for bonds and equities; 
several stock exchanges have al-
ready been established in China, 
among other transitional economies 
in the region. The collapse of a 
number of credit cooperatives, 
which had expanded very rapidly 
in the wake of policy reforms in 
Viet Nam in the late 1980s, em-
phasized the need for greater

21 Survey, 1984, p. 144.

strengthening of supervisory func-
tions and, more generally, for a 
much greater supply of trained and 
experienced financial sector human 
resources.22 These requirements 
are indeed also applicable in sev-
eral other market economies in 
South-East and East Asia where 
the intensified pace of financial 
sector deregulation has highlighted 
the pressing need for the enhanced 
protection of depositors and pru-
dential supervision of financial in-
stitutions, as well as for a greater 
supply of experienced financial 
sector professionals.

B. EXTERNAL RESOURCE  
TRANSFERS

These resources generally have 
played a crucial role by supple-
menting inadequate domestic sav-
ings, relaxing periodic foreign ex-
change constraints, and improving 
access to overseas markets, better 
technologies and expertise. Various 
types of external finance have a 
different impact on the process of 
growth and restructuring, as they 
are not perfect substitutes in prac-
tice. For example, concessional as-
sistance from multilateral and bilat-
eral official sources is normally 
tied to specific projects and pro-
grammes, while borrowings from 
international capital markets have 
significant effects on debt-servicing 
requirements, owing largely to 
more expensive terms and shorter 
maturity and grace periods (if any). 
The degrees of reliance on external 
finance and the composition of 
such resources have changed no-
ticeably within the region over the 
years.

22 M.I. Blejer and G. Szapary,
“ The changing role of macro-eco-
nomic policies in China” , Finance 
and Development (June 1990), pp. 34- 
35; Asian Development Bank, Asian 
Development Outlook 1991, p. 28; and 
Survey, 1984, p. 144.

1. Patterns o f resource flows

In general, Taiwan Province of 
China has depended much less on 
external capital, owing to high 
rates of mobilized domestic sav-
ings which were in excess of in-
vestment needs for most of the 
years since the late 1960s. In-
ward direct investment has risen 
considerably since the late 1970s 
although its total amount, at about 
$5.9 billion during the period 
1962-1986, constituted a small 
fraction of domestic investment. 
Other economies have adopted di-
verse approaches to financing their 
resource gap. Notably, external 
loans dominated the financial flow 
to the Republic of Korea, although 
foreign direct investment has also 
picked up appreciably in the 
1980s. In comparison, such in-
vestment contributed upwards of 
90 per cent of foreign resource 
transfers to Singapore.

Several location-specific ad-
vantages, the existence of a liberal 
policy towards capital transactions, 
and the provision of attractive fis-
cal and financial incentives have 
been the major pull forces behind 
Singapore’s impressive success as 
one of the largest recipients of 
foreign direct investments in the 
region; the cumulative inflow is 
estimated at $11.6 billion during 
the period 1975-1984. Such re-
source flow, although relatively 
variable, constituted some 12-14 
per cent of gross fixed capital for-

 ehT 32 .8891 dna 4891 ni noitam
manufacturing sector in Singapore 
has absorbed the bulk of inward 
direct investment and, in turn, it is 
heavily dominated by external 
capital. Wholly- or majority for- 
eign-owned companies accounted 
for 70-80 per cent of gross output 
and direct exports, as well as 52 
per cent of total employment

23 ESCAP, Industrial Restructur-
ing in Asia and the Pacific (ST/ 
ESCAP/960), p. 202.
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throughout most of the decade 
1974-1984.24

For a variety of reasons, for-
eign direct investment was not ac-
tively encouraged to ease the re-
source gap in the Republic of Ko-
rea until quite recently. The coun-
try has accumulated sizeable debt, 
peaking at $47.1 billion (or 52.2 
per cent of GNP) in 1985 from 
less than $2 billion (or 22.3 per 
cent) in 1970. External borrow-
ings were facilitated by govern-
ment guarantees to lenders against 
the risks of default, and direct and 
indirect compensation to borrowers 
against financial difficulties from 
devaluations enacted in 1962. 
There were additional subsidies 
and inducements which often ne-
gated the interest rate burden on 
domestic and external credit. This 
policy approach was helped by the 
world-wide recycling of substantial 
petro-dollar resources in the 1970s, 
while the highly successful export 
drive served to maintain the coun-
try's credit standing in spite of a 
more cautious financial climate 
over a large part of the past dec-
ade. All these factors have con-
tributed to the exceptionally high 
gearing of firms in the Republic 
of Korea (and also Taiwan Prov-
ince of China) as discussed earlier 
in this chapter.

Taiwan Province of China 
achieved varying current accounts 
surpluses during most of the past 
two decades, and the Republic of 
Korea and Singapore since the 
mid- and late 1980s respectively. 
This permitted the retirement a 
substantial portion of the external 
debt stock to less than a quarter of 
GNP in the Republic of Korea,

while the debt/GNP ratio became 
negligible in Taiwan Province of 
China in the late 1980s. Facili-
tated by ancillary financial deregu-
lation, these two economies have 
emerged along with Hong Kong 
and Singapore as large capital ex-
porters in their own right in recent 
years. The major destination of 
such inflow is the ASEAN-4 coun-
tries, in which foreign investment 
has become an increasingly impor-
tant component of external resource 
transfers; development assistance 
and commercial borrowings over-
seas remain significant in several 
South Asian countries, however.

External aid (as reported by 
the Organization for Economic Co-
operation and Development 
(OECD)) constitutes the largest 
share of resources to many parts 
of Asia and the Pacific. Of these, 
the most dependent are the least 
developed and Pacific island coun-
tries, where net official assistance 
often accounts for 80-90 per cent 
of the aggregate inflow. However, 
the most substantial flows have 
been channelled to the larger 
economies, with China (during the 
1980s only), India and Indonesia 
each accounting for some 20 per 
cent of net official transfers to the 
region in the late 1980s; Bangla-
desh, Pakistan and the Philippines 
are other destinations of relatively 
large assistance in absolute terms 
(table II.15). The level of per 
capita external assistance in the 
Pacific island subregion, except in 
Fiji and Papua New Guinea, is 
among the highest in the world: 
during the late 1980s, for example, 
nine of these islands received an-
nually between $500 to $3,000 per 
capita.25 Most South Asian coun-
tries have by and large maintained 
their share of official resource 
transfers over the past decade but 
China, Indonesia and the Philip-
pines registered a relatively sharp, 
although uneven, increase in such 
flows during the 1980s, reflecting 
various restructuring needs.

Slower growth in OECD 
countries, among other difficult ex-
ternal circumstances, contributed to 
a noticeable stagnation or decline 
in total official flows, particularly 
to South Asian economies during 
the early and mid-1980s. This 
fall-off coincided with a significant 
rise in external debt in most of 
this subregion and the South-East 
Asian economies as well. In fact, 
many economies of these two 
subregions had resorted to interna-
tional capital markets in the early 
1970s; however, commercial bor-
rowings, often with variable inter-
est provision, jumped substantially 
from the middle of the decade 
with the consequently large in-
creases in their debt/GNP ratios 
and an overall hardening of the 
terms owing to higher interest 
charges, and/or shorter maturity 
periods (figure II.15).26

China, India and Indonesia are 
also among countries which have 
made considerable use of non-
concessional finance: for exam-
ple, the ratio of net official to net 
total transfers in 1989 stood at 62 
per cent (or about $3.5 billion) in 
the former, and 67 per cent (or 
about $3.4 billion) in the case of 
India; the ratio was larger (some 
78 per cent) for Indonesia. Gen-
erally, a large proportion of non-
official finance represented direct
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25 Even in Fiji and Papua New
Guinea, the am ount o f official aid ob-
tained per head o f population was far 
larger than the corresponding levels in 
the least developed and other low in-
com e countries in Asia, except 
Maldives. See Survey, 1989, pp. 145- 
146.

26 The grant element in financial
commitments from new creditors was 
already very low among the ASEAN- 
4, typically 20 per cent or less in the 
late 1970s. However, the same ele-
m ent fell by about one half to around 
30-35 per cent in Pakistan and Sri 
Lanka over the period 1978-1982; for 
India, it went down from ju st under 72 
to 25 per cent during the same period.

24 C.Y. Lim and others, Policy
Options fo r  the Singapore Econom y  
(Singapore, McGrow Hill Bork Com -
pany, 1988), pp. 250-260; and Organi-
zation for Econom ic Cooperation and 
Development, Foreign D irect Invest-
m ent and Industrialisation in M alay-
sia, Singapore Taiwan and  Thailand  
(Paris, OECD, 1991), pp. 52-60.



in debt service, with the burden in 
terms of export earnings on goods 
and service expanding over the 
threshold of 20 per cent from the

aged about 9 per cent in China, com-
pared with around 28 and 36 per cent 
respectively in India and Indonesia in 
the second half of the 1980s. World 
Bank, World Debt Tables (Washington, 
D.C.), various issues.

mid-1980s in Bangladesh, India, 
Indonesia, Malaysia, Myanmar, Pa-
kistan, Papua New Guinea, the 
Philippines, the Republic of Korea 
and Thailand.

Many economies in the region 
had benefited from the commodity 
price boom in the early 1970s 
and, helped along by the quick 
economic recovery through largely 
reflationary measures in OECD

Table II.15. Selected developing economies o f the ESCAP region. Total net flows (TF) and net official flows  
(OF) o f financial resources from all sources, various years
(Millions o f  US dollars)

Sources: Asian Development Bank, Key Indicators o f  Developing M ember Countries, vol. XIV (April 1983), vol. XIX (July 
1988) and vol. XXII (July 1991); and Organisation for Economic Cooperation and Development, Geographical Distribution o f  
Financial Flows to Developing Countries, 1986/1989, 1985/1988, 1971 A 1977 and 1969 A 1975.

a 1976.
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foreign investment in China and 
commercial borrowings in India.27 
Non-concessional debt accumula-
tion contributed to the rising trend

2 7
Largely as a result, there has 

been a substantial build-up of external 
debt which, between 1980 and 1989, 
stood respectively at $4.5 billion and 
$44.9 billion in China, and $20.6 bil-
lion and $62.5 billion in India. The 
debt-service burden, however, aver-

1970

TF OF

1975

TF OF

1980

TF OF

1985

TF OF

1989

TF OF

Newly industrializing economies
Hong Kong 
Republic of Korea 
Singapore
Taiwan Province of 

China
ASEAN-4

Indonesia
Malaysia
Philippines
Thailand

Transitional economies
China
Lao People’s

Democratic Republic
South Asia and the Islamic Republic of Iran

Afghanistan
Bangladesh
Bhutan
India
Islamic Republic of Iran
Maldives
Myanmar
Nepal
Pakistan
Sri Lanka

Pacific island economies
Cook Islands 
Fiji
Kiribati
Papua New Guinea 
Samoa
Solomon Islands
Tonga
Vanuatu

173.9
411.4 
115.3

191.2

625.5 
89.8

318.2 
199.1

69.4

19.9

0.2
842.0
171.1 

0.2
29.9 
23.6

494.9
59.1

7.2
2.2

322.2 
1.5 
8.2 
1.4 
3.3

51.0
346.4

62.3

75.6

509.3
44.4 

145.8
126.3

69.2

19.4

0.2
823.0

0.2
21.6
23.6

471.8
56.8

7.0
2.2

165.4
1.5
8.2
1.4
3.3

152.0
1 076.2 

122.5

373.2

2 628.6 
309.4 
398.7 
187.9

38.8

70.8 
1 064.0

2.1 
1 693.0

597.5
5.4

48.9
46.4

800.6 
103.7

5.6
17.5
5.7 

297.3
13.4
25.6

3.4
16.4

21.3
763.8
49.5

137.6

822.6
157.7
292.9 
157.5

38.8

50.5 
1 012.7

2.1 
1 456.2 

5.4a
3.3

54.4
45.5

469.9 
148.4

5.6 
26.0

5.7 
318.2

13.4
22.3

3.4
12.7

910.3
817.6
752.4

438.9

1 757.5
688.5
971.4 

1 113.6

323.6 

39.9

43.3
1 279.5

8.3
2 407.5

498.6 
21.2

402.7
161.4 

1 378.6
426.9

11.4
80.6 
19.2

394.3
25.1 
44.6
16.1
42.4

31.4 
586.8
43.2

388.5

1 321.3
216.7
533.6
731.2

509.1

40.9

34.1
1 253.0

8.3
2 259.5

168.6 
5.6

314.3
162.7 

1 111.9
396.2

11.5
63.9
19.2 

347.6
25.7
44.0 
16.4
44.0

-1 206.4 
1 592.3 
-267.3

-518.0

1 815.9
232.4
614.4 
879.1

2 297.2

64.1

-5.9 
1 120.1

24.1 
2 506.8
-359.7

9.9
320.8 
246.3
928.9 
584.0

10.6
22.5 
12.0

331.8
20.4 
22.0
13.6
38.5

-0.7
146.2 
-55.9

-281.7

1 345.9
379.6
862.3
806.3

1 388.3

37.0

-5.9 
1 136.8

1 871.7 
-103.1

356.0
239.8
977.7
502.8

10.8
23.7
12.0

257.8 
20.1
20.7 
13.6
22.8

1 587.4 
-768.0

2 161.1

636.1

4 739.6
572.7

1 174.0
2 153.4

5 681.4

137.8

151.3 
1 807.3

40.6 
5 119.9
1 508.3

59.1
90.7

495.7
2 305.0 

743.0

20.3
56.2 
17.6

741.7
30.8
50.2
31.8
79.2

33.6
-724.5

64.0

30.2

3 722.8 
-31.6 

1 389.3 
756.7

3 521.7

137.2

153.6 
1 817.4

3 419.4
23.0

116.9 
495.1

1 654.0
549.6

12.8
32.4
17.5

391.9
31.0
48.2
24.5
40.6



Figure II.15. Selected developing economies o f  the ESCAP region. External debt and interest rates on  
new commitments

countries, were able to ride out 
the oil shock recession without 
much difficulty. The commercial 
recycling of petro-dollars kept in-
terest costs moderate, often below 
the expected rate of inflation, and 
the availability of substantial in-
ward remittances thus allowed the 
maintenance or even acceleration 
of investment programmes and do-
mestic growth without the neces-
sary alteration of policies and 
structures to accommodate signifi-
cant changes in relative prices.

The series of external shocks 
in the wake of the second oil price 
crisis, including the collapse of 
commodity prices, steep hikes in 
real interest rates and tighter exter-
nal financing, greatly aggravated 
the difficulties of stabilization and

restructuring. In these important 
endeavours, many countries across 
the region were assisted by a 
range of facilities for short-term 
stabilization and longer-term struc-
tural adjustment from IMF and 
World Bank.28 The stagnancy in 
overall aid flows of the first half 
of the 1980s was accompanied by 
a change in their composition.

The ratio of multilateral to total 
official assistance to South Asia, 
for example, averaged 34 per cent 
during the period 1976-1978 and 
55 per cent during the period 
1983-1985; the corresponding ra-
tios for the ASEAN-4 were 38 and 
47 per cent respectively.

The outcomes displayed vary-
ing degrees of success attributable

Facility, which become operational in 
1986. The World Bank’s Structural 
Adjustm ent Lending programmes, es-
tablished in 1980, were developed as a 
logical successor and complement to 
the short-term stabilization schemes of 
IMF. For further details, see ESCAP, 
Restructuring the Developing Econo-
mies o f  Asia and the Pacific in the 
1990s, (St/ESCAP/879), pp. 5-7.
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28 The normal means o f financ-
ing the former task is by credit 
tranches in a standby arrangement 
with the International M onetary Fund; 
other facilities to mitigate the impact 
o f external shocks through improved 
resource allocation and supply capac-
ity include the Compensatory Financ-
ing Facility set up in 1963, the Ex-
tended Financing Facility started in 
1974, and the Structural Adjustm ent



to a variety of initial external and 
domestic circumstances. As dis-
cussed at some depth in the previ-
ous two chapters, trade and indus-
try policy adjustments and reforms 
were characterized by differences 
in relative emphasis in terms of 
scope, timing and speed, among 
other parameters of policy man-
agement displayed by various 
economies in the region. At the 
same time, it has become apparent 
that the speed of demand and sup-
ply adjustments is not commensu-
rate, with the latter requiring con-
siderable time to come through, 
particularly in many low income, 
least developed and Pacific island 
economies. This asymmetry adds 
another difficult dimension to 
macroeconomic management, as 
any tendency to over-correct broad 
economic aggregates, such as pub-
lic expenditure and import de-
mand, is not always compatible 
with the medium- to longer-term 
requirements of restructuring and 
development. It also implies as 
appropriate the need for a longer 
time-scale for supply adjustments, 
and a more assured access to ex-
ternal finance and markets during 
the transitional period.

As a whole, several econo-
mies were relatively more success-
ful in their adjustment efforts so 
as to effect a sharp fall in aggre-
gate absorption, boost export 
growth and lower the debt-service 
burden; notable among these are 
Malaysia, the Republic of Korea 
and Thailand. The NIEs recently 
have became major investors in 
the region and, with the possible 
exception of the Philippines, the 
ASEAN-4 are going through a 
sustained economic boom fuelled 
in part by larger investment in-
flows over the past several years.

2. Prospects o f  resource flows

The diverse trends in interna-
tional financial transfers examined 
above give rise to a number of

issues. Given the dominant share 
in ODA of a few larger countries, 
it is important that smaller low in-
come, least developed and Pacific 
island countries are not crowded 
out of such resources for their re-
structuring in the coming decade. 
Among the welcome developments 
in this regard have been the ef-
forts of Japan, several NIEs and 
middle-income economies to ex-
pand official and facilitate private 
capital flows to other parts of the 
region in recent years. There has 
been, on the other hand, a definite 
shift in favour of greater economic 
liberalization and deregulation vir-
tually across the region; a more 
favourable perception of inward 
foreign direct investment features 
visibly in the emerging economic 
environment.

Heavy geographical concentra-
tion is characteristic of, and an is-
sue from, such investment flow 
originating mostly from the United 
States, Japan and the European 
Community on a stock basis. The 
NIEs and ASEAN-4 have ac-
counted for the large bulk of for-
eign direct investment in the re-
gion (table II.16). China has also 
successfully attracted substantial
foreign direct investment mostly 
from Hong Kong, which is esti-
mated to account for two thirds of 
the total investment of some $30 
billion in China between 1979 and 
1988;29 China has also invested 
in several overseas economies, in-
cluding Hong Kong. Papua New 
Guinea has received very large 
flows of foreign investment among 
Pacific island economies in the 
1980s, largely for the development 
of such mineral resources as gold, 
copper and hydrocarbons.

Japan is a major source of di-
rect investment in the region, with 
a cumulative stock of about $30.1 
billion in the period 1951-1988.

29 Asian Development Bank, 
Asian Development Outlook 1991, pp. 
46-48.

The NIEs and the ASEAN-4 each
absorbed approximately 46 per
cent of the flows, and China, just 
over 6 per cent. Most of such 
investment is directed towards 
manufacturing and resource devel-
opment in these subregions. In
recent years, the region’s share of 
Japanese direct investment fell
from about one third during the 
mid-1970s to 19 per cent (equiva-
lent to an annual transfer of $1.6 
billion) in 1982-1985 and 12 per 
cent (or equivalent to $2.9 billion) 
in 1985-1987; nevertheless, the 
flow almost doubled in absolute 
value during these periods. North 
America and, to a less extent, 
Western Europe were the major 
destinations of the large upsurge 
in Japan’s foreign investment made 
from mid-1980s to ease market ac-
cess difficulties, to establish a 
market presence, as well as to link 
up with high-tech enterprises in 
host areas.30

Investment from the NIEs 
added appreciably to the total re-
source flow to the ASEAN-4 in 
the second half of the 1980s. As 
a group, they were a net capital 
supplier and an important investor 
in South-East Asia. However, 
their positive resource gap fell per-
ceptibly in 1990 and it is likely 
that it will fall owing largely to 
the economic slow-down in Japan 
and the United States, among 
other OECD countries, and higher 
domestic demand for imported 
goods and services. In particular, 
the Republic of Korea's current ac-
counts registered a deficit in 1990,

211

30 The global flow of direct in-
vestment from Japan about doubled to 
$8.1 billion between 1980 and 1983, 
and reached $22.3 billion in 1986 and 
$33.4 billion during the following 
year. North America absorbed 46 per 
cent of those resource transfers during 
the period 1985-1987, compared with 
less than 30 per cent during the pe-
riod 1977-1979. See Survey, 1988, 
pp. 83-84.



Table II .16. Annual average net foreign direct investment flows and their distribution within the developing 
Asian and Pacific region, 1975-1989
(M illions o f  US dollars; percentage)

Newly industrializing economies 895 45 1 997 41 2 295 1 405 3 255
Hong Kong 241 12 562 12 682 -216 779
Republic of Korea 61 3 116 2 110 234 435 601 871 758
Singapore 502 25 1 130 23 1 302 1 047 1 714 2 902 2 786 4 042
Taiwan Province of China 91 5 189 4 201 340 327 715 959 1 604

ASEANa and China 973 48 2 447 51 2 688 2 839 3 112 3 842 6 497 8 155
China 796 17 1 258 1 659 1 975 2 314 3 194 3 393
Indonesia 290 14 229 5 222 310 258 446 542 735
Malaysia 524 26 1 083 22 798 695 489 423 719 1 846
Philippines 74 4 58 1 9 12 127 307 936 482
Thailand 85 4 280 6 401 163 263 352 1 106 1 699

South Asia 89 4 162 3 87 157 137 192 234 214
Bangladesh 0 0 0 0 -1 0 2 3 2 1
India 41 2 40 1 — — — — — —

Pakistan 33 2 79 2 55 131 105 129 186 193
Sri Lanka 15 1 43 1 33 26 30 60 46 20

Pacific island countries 15 1 140 3 149 111 99 104 190 223
Fiji 10 1 32 1 24 22 8 -11 23 13
Papua New Guinea 102 2 116 83 91 93 153 204
Solomon Islands 5 — 1 — 2 1 2 9 3 6
Vanuatub 5 - 7 5 2 13 11

Other regional economies 36 2 70 1 — 32 ... ... ... ...

Sources: United Nations, Transnational Corporations in World D evelopment: Trends and Prospects (ST/CTC/89), pp. 5-6; 
Organisation for Economic Cooperation and Development, Grographical D istribution o f  F inancial Flows to D eveloping Coun-
tries, various issues; World Bank, World D ebt Tables 1990-91, vol. 2, Country Tables (Washington D.C., 1990); national sources.

a Excluding Brunei Darussalam and Singapore. b 1982-1985.

which was apparently further en-
larged in 1991. These develop-
ments may adversely effect the re-
source flows from these economies 
to other parts of the region in the 
early 1990s.

Fuelled in part by this foreign 
investment boom, economic growth 
was sustained at very high rates, 
ranging from 8-13 per cent in Ma-
laysia and Thailand over 1988- 
1991; the expansion in Indonesia

was slightly slower at between 6 
and just under 8 per cent annually 
over the same years. Growth in 
the Philippines, averaging about 6 
per cent in 1988-1989, could not 
be sustained due to the heavy debt-

Annual average o f foreign direct investment approvals among the ASEAN-4, 1986-1989

(M illions o f  US dollars)

From/to Indonesia M alaysia Philipp ines Thailand

1986-1988 1989 1986-1988 1989 1986-1988 1989 1986-1988 1989

Japan 369 769 265 993 49 158 1 522 3 524
NIEs 663 1 197 315 1 335 63 323 815 2 012
Asia 1 032 1 996 580 2 328 112 481 2 337 5 536
World 2 231 4 719 1 112 3 194 239 804 3 279 7 996

Sources: Asian Development Bank, Asian D evelopm ent O utlook 1991 (Manila), p. 48.
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service burden, the Persian Gulf 
crisis and several natural disasters, 
among other constraints. Such vig-
orous and extended growth appears 
to have outstripped the available in-
frastructure facilities and supply of 
skilled human resources in several 
of the ASEAN-4 economies. The 
noticeable increases in many ancil-
lary input costs and other signs of 
overheating highlight the impor-
tance of an adequate absorptive ca-
pacity if their several location-spe- 
cific advantages are not to be fur-
ther eroded.

It appears thus that in an in-
creasingly competitive environment 
for limited investible or, for that 
matter, other financial resources, a 
liberal policy governing foreign 
trade, investment and industry, 
along with the stability of the rel-
evant policy regimes are necessary 
but may prove insufficient to at-
tract or absorb efficiently the 
needed external savings. Equally 
crucial are the availability at eco-
nomical cost of critical facilities 
such as power, transport and, above 
all, communications, as well as a 
basic range of skills, including in 
process production and engineer-
ing, quality control and mainte-
nance, management and other pro-
fessional areas. More advanced 
investment projects will require, in 
addition, human resources skilled 
in design and research as well as 
the availability of advanced techno-
logical infrastructure.31

Indeed, considerable uncer-
tainty exists as to the sufficiency 
of credit and capital for global fi-
nancing needs which have been 
substantially enlarged in recent 
years. On the one hand the

3 1
United Nations Industrial De-

velopment Organization, “Foreign di-
rect investment flows to developing 
countries: recent trends, major deter-
minants and policy Iiplications” (PPD 
1671); and ESCAP, industrial Restruc-
turing in Asia and the Pacific (ST/ 
ESCAP/960), pp. 196-199.

growing integration of Eastern Eu-
rope, the former Soviet Union and 
other transitional economies else-
where into the world economy 
means, in effect, a decline in glo-
bal savings rates and a rise in in-
vestment demand. At the same 
time, it is likely that large 
amounts of capital will be required 
to finance infrastructure and indus-
trial rehabilitation and development 
in the Middle East and Latin 
America, as well as the large 
United States deficit. The excess 
savings from traditional surplus 
countries, on the other hand, are 
shrinking or may well be lower. 
Apart from Germany's underwrit-
ing of the large economic costs of 
reunification, several OECD coun-
tries went through an economic 
slow-down of varying degrees of 
seriousness in 1990-1991, after the 
exceptionally long period of expan-
sion registered by some of them; 
recovery or growth are expected to 
be modest in 1992.

This adverse trend has gener-
ated additional problems in major 
world financial and capital markets. 
Deflated property prices and losses 
in loan portfolios in the United 
States combined with earlier Latin 
American debt crisis difficulties to 
contribute to the collapse of several 
large savings and loan institutions 
and an expensive restructuring of 
the industry, and to the poorer 
credit ratings accorded to a number 
of major commercial banks. Sev-
eral Japanese banks are facing 
capital adequacy problems, from a 
steep fall in their share prices in 
1990; the decline in property prices 
in several districts would add fur-
ther problems owing to the large 
volume of property loans outstand-
ing. Consequently, there have been 
lending restraints by American 
commercial banks; several respon-
sive measures, including a series of 
cuts in United States benchmark 
interest rates in 1991, have been 
designed to ease these restraints. 
Cross-border inter-bank lending

from Japan, which accounts for 
about two fifths of such transac-
tions, was down by about $52 bil-
lion in the first half of 1990; a 
decline of 11 per cent was re-
corded in outward direct investment 
for the April-September period of 
the same year.32

The expected increased com-
petition for external savings in the 
coming decade could both raise 
cost and limit access largely to 
“choice” borrowers and destina-
tions. Such a possibility empha-
sizes further the importance of ad-
equate and efficient local absorp-
tive capacities, as well as appro-
priate macroeconomic and other 
policies to further enhance such 
capacities and promote innovative 
investment financing mechanisms 
(box II.9). It would not thus be 
realistic to presume in the medium 
term that the infrastructure and 
policy environment among capital- 
short economies in the region 
would be sufficiently improved and 
equally accommodating to various 
types and requirements of external 
resources. This applies particu-
larly to most of the least devel-
oped, low-income and Pacific is-
land economies, many of which 
have remained by and large un-
touched by the rising tide invest-
ment of flows during the past two 
decades. Nor would it be realistic 
to expect foreign direct investment 
and commercial loans to be a fea-
sible substitute for ODA in many 
of these economies.

These two types of external 
resources are in fact complemen-
tary in several ways. Develop-
ment aid has been highly condu-
cive to the setting up of essential 
infrastructure, improving and diver-
sifying human resources skills, and 
fostering entrepreneurship and 
business opportunities; most of
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these prerequisites are in short 
supply in a large part  of the re-
gion. It can also be mobilized to 
provide short-term balance-of-pay- 
ments support, pending the ongo-
ing adjustments. However, any 
persistent recourse to the use of 
foreign transfers as a substitute for

domestic savings in the prolonged 
support for consumption or ineffi-
cient industries would result in 
unsustainable macroeconomic im-
balances and even more drastic 
adjustment measures. Some ele-
ments in the policy experience 
among countries of the region in

the maintenance of a stable macro-
economy will be discussed below.

C. SH O R T -T E R M  D E M A N D  
M A N A G E M E N T

In many developing econo-
mies, those with high levels of do-

Box II.9. Emerging financing modalities for domestic investment and

With a num ber o f  exceptions, 
including m ost notably Hong Kong 
and Singapore, an organized market 
for  corporate equity shares and re-
lated financial infrastructure are rela-
tively less well developed as a ma-
jo r source o f  investment finance in 
many economies o f  the developing 
ESCAP region. Foreign porfolio 
investment can be a substantial 
source o f  supplementary funds al-
though its flow has been addition-
ally constrained by the small, albeit 
increasing, num ber o f  markets where 
such resources are accorded free en-
try into listed stocks and unre-
stricted repatriation o f  capital and 
dividend income.a Besides, there is 
still a high degree o f  unfamilarity 
on the part o f  external investors and 
institutional fund managers with 
emerging stock market conditions in 
the region. The large negative re-
source gap in many economies, and 
the uncertain prospects o f  an ad-
equate supply o f  external savings 
and other transfers in the 1990s

a Porfolio investment has rap-
idly grown in size, and its impor-
tance is underlined by the fact that 
major institutional investors, particu-
larly pension funds, controlled over 
$7,500 billion o f assets in 1989; an-
other $600 billion emerges every 
year out o f normal growth and a 
part o f this large resource is thus 
available for investment. The fol-
lowing discussion and information 
are based largely on chapter IV, “Fi-
nancial innovations for industrial de-
velopm ent” , Industry and D evelop-
m ent G lobal Report 1991/92  
(UNIDO publication, Sales 
No.E.91.III.E.19), pp. 163-180.

thus render even more pressing con-
certed domestic efforts to explore and 
support complementary or alternative 
investment financing mechanisms

The International Finance Corpo-
ration (IFC) and more recently the 
Asian Development Bank have actively 
promoted several relatively innovative 
means for easing access to developing 
economies’ capital markets and for 
transforming mobilized savings into 
investment resources. One channel 
concerns the formation o f  (single or 
multiple country) equity funds. Be-
tween 1984 and 1990, for example, 
there were some 310 closed- and 
open-end funds with a strong, al-
though not exclusive focus, on devel-
oping economies; the former type 
grew from 2 in num ber (with $0.3 
billion in subscribed assets) in 1984 to 
about 120 with accumulative funds o f  
$8.9 billion as o f  September 1990.b

b Ibid., pp. 165-166. Close-end 
funds invest their resources in a 
porfolio which is then actively m an-
aged within the market concerned. 
The fixed-number o f shares in those 
funds meanwhile are simultaneously 
traded in one or several o f the major 
securities markets. These traded 
shares are no t redeemable at the op-
tion o f the share holders. Their main 
advantage is the prevention o f “ hot 
m oney” effects, that is large and rapid 
fluctuations of share prices caused by 
the flows into and out o f relatively 
small stock markets in developing 
economies. A t the same time, these 
funds require considerable scale to 
achieve the critical mass o f capital that 
will generate the necessary liquidity 
on the secondary market of m ajor in-
ternational stock exchanges.

The available inform ation indi-
cates sizeable porfolio investment 
flows. There are at least 32 cross-
country funds focusing largely on the 
developing East and South-East Asian 
economies with some $3.49 billion in 
assets as o f  the end o f  1991. There 
were, in addition, at least 47 country 
funds covering India, Indonesia, M a-
laysia, Philippines, the Republic o f  
Korea and Thailand. Their market 
capitalization totalled $3.26 billion 
with the com bined size o f  country 
funds ranging from $0.15 billion to 
over $1.21 billion.c With few excep-
tions, m ost o f  these funds were estab-
lished in the mid-1980s

A part from serving as a basic 
mechanism in facilitating external 
porfolio investment in emerging de-
veloping econom ies’ capital markets, 
these equity investment funds have 
also stimulated growth in the num ber 
o f  company listings, and ancillary 
policy and regulatory measures to as-
sist in the process. Besides, some o f 
the star perform ers identified by these 
funds have been able to raise capital 
directly from external sources through, 
for example, the issue o f  convertible 
(or warrant) bonds.

The IFC and Asian Development 
Bank have also promoted, as part o f 
their efforts to assist private-sector de-
velopm ent and participation, the for-
mation o f  venture capital companies. 
The form er agency contributed funds, 
through holdings ranging up to 20 
per cent o f  a corporate equity base,

c “ Unit trusts: high-power
funds” , Asian-Business, vol. 28, No. 
1 (January 1992), pp. 76-77, 94-95 
and 96-99.
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mestic and external debt in particu-
lar, excess aggregate absorption is 
often linked to chronic budget defi-
cits with several counter-productive 
implications on macroeconomic 
balance. A large deficit reduces 
domestic savings directly by dis-
couraging private savings, and indi-

rectly through ancillary financing 
measures which often crowd out 
the market and generate inflation, 
among other distortions discussed 
earlier in this chapter.33 The con-
sequent overvaluation of the effec-
tive exchange rate eventually would 
lead to unsustainable reserve

restructuring
to some 11 enterprises between 1987 
and mid-1990 in such countries as 
India, Malaysia, Philippines and the 
Republic o f  Korea among others. 
The Bank, with investment o f  $20 
million in a number o f  country and 
regional venture capital companies, 
has also helped attract another $100 
million from other domestic and ex-
ternal sources.

Again, most o f  these companies 
were established only in recent years 
and their resource pool is still insig-
nificant, reflecting a variety o f  eco-
nomic and institutional constraints. 
Owing to inadequate secondary mar-
kets to facilitate divestment o f funded 
ventures, capital tends to be locked in 
rather than continually revolved so as 
to be available for new ventures. In 
addition to inadequate legal and other 
infrastructure, the fiscal system in 
many developing economies tends to 
discriminate against equity financing 
(for example, through double taxation 
o f dividends or the absence o f  in-
dexation o f  capital gains tax). Fur-
thermore, there still exists a strong 
preference for shorter-term investment 
and collateral-based financing in the 
business culture o f several economies 
while, on the other hand, investors of-
ten equate venture capital with high- 
tech, rather than low-tech or appropri-
ate technology, areas.d

Another emerging modality is 
equipment leasing which provides 
close to 100 per cent financing of 
industrial assets, normally requires no

d United Nations Industrial De-
velopment Organization, Industry and 
Development Global Report 1991/92, 
pp. 170-171.

advance deposits or payments, and 
can be customized to specific re-
quirements. Tax advantages have 
played an important part in fostering 
the growth and diffusion o f this 
means o f medium- to long-term in-
vestment financing. Leasing has 
also proved well suited to the needs 
o f small- and medium-scale enter-
prises. Last but not least, leasing is 
in accordance with Islamic princi-
ples and this accounts for the im-
portance o f  this activity in a 
number o f  Muslim economies.

The volume o f leasing in the 
developing Asian region, estimated 
at almost $11 billion in 1989, is far 
larger than that prevailing elsewhere 
in the third world. The largest 
practitioners such as China, Hong 
Kong, Indonesia and the Republic 
o f Korea accounted for almost 80 
per cent o f the outlays on leasing in 
Asia in the same year; there was 
also a large volume o f  such activi-
ties in India, Malaysia, and Taiwan 
Province o f China. Manufacturing 
and, to a much lesser extent, trans-
port are among the leading sectoral 
lessees. The volume o f  transactions 
has been growing rapidly in recent 
years although it is still relatively 
insignificant in terms o f  total indus-
trial financing. In many developing 
economies there is a cultural prefer-
ence for owning equipment. Be-
sides, the leasing concept and tech-
niques are still not widely under-
stood; banks may prefer collateral- 
based loans to the provision o f 
funds to rival leasing companies for 
the same financing purpose. Lastly, 
there are shortages o f  skills and 
other infrastructure required by the 
leasing industry.

losses, not least through capital 
flight, and unattainable command 
over future export revenue (or sav-
ings in the form of foreign ex-
change) for external debt service.34

Empirical evidence from a 
large number of developing coun-
tries has highlighted the desirability 
or even feasibility of implementing 
extensive structural policy adjust-
ments and reforms against a highly 
unstable macroeconomic environ- 

cimonoceorcam nevenU  53.tnem

3 3
See also M.J. Fry, “Domestic 

resource mobilization in developing 
Asia: Four policy issues” , pp. 15-34; 
and S.W. Black, “External resources 
for development and international 
capital markets” , pp. 3-8, Asian De-
velopment Review, vol. 9, No. 1 
(1991).

34 Repeated devaluations to off-
set the budgetary needs for an infla-
tion tax and concerted efforts at trade 
liberalization are most often not viable 
long-run options. Besides, alternating 
surges of inflation and episodes of 
recession generate new and pervasive 
uncertainties, including in public per-
ceptions as regards the credibility of 
and official commitment to 
stabilization and liberalization. Expe-
rience among southern cone countries 
of Latin America appears to indicate 
that the longer the history of failed 
stabilization plans, the smaller the 
chances (or the greater the costs) of 
success of any new attempts.
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35 J.D. Sachs, “Trade and ex-
change rate policies in growth-oriented 
adjustments programs” V. Corbo, M. 
Goldstein and M. Khan, eds., 
op.cit., pp. 303-307; M. Mussa, 
“ Macroeconomic policy and trade lib-
eralization: some guidelines” , World
Bank Research Observer, vol. 2, No. 1 
(January 1987), pp. 61-62, R. 
Dombusch, “Policies to move from 
stabilization to growth” , pp. 19-48; 
and W.M. Corden, “Macroeconomic 
policy and growth: some lessons of 
experience” , pp. 59-84 in Proceedings 
o f the World Bank Annual Conference 
on Development Economics 1990; and 
World Bank, World Development Re-
port 1991 (New York, Oxford Univer-
sity Press, 1991), pp. 109-127.



performance, including periodic 
misalignments between such broad 
aggregates as total supplies and 
public and private demand, have 
often constrained longer-term re-
structuring efforts and reduced 
their chances of sustaining success. 
Enabling macroeconomic manage-
ment for short-term stabilization, 
including notably appropriate fiscal 
and financial policies, is crucial in 
view of the evolving openness to-
wards international trade and capi-
tal among economies of the region; 
greater outward development orien-
tation inevitably renders the domes-
tic economy more vulnerable to un-
predictable external economic and 
financial fluctuations whether cycli-
cal or transient in nature.

The available estimates indi-

cate clearly the higher level of ex-
posure to external shocks experi-
enced by the NIEs and other out-
ward-oriented countries. Notwith-
standing Indonesia's net gains dur-
ing the period 1974-1982, the ad-
verse impact of such disturbances 
ranged from 13 to 46 per cent of 
current GNP among the NIEs (fig-
ure II.16). In dollar terms, the 
losses of income were equivalent 
to around $2.4 billion (Singapore 
and Taiwan Province of China) to 
almost $3.7 billion (Republic of 
Korea). In sharp contrast, most 
South Asian countries were much 
less severely disrupted in terms of 
the shock impact relative to their 
GNP. Nevertheless, the magnitudes 
of such losses borne by the larger 
countries, such as India and Paki-

stan, were as sizeable as those 
suffered by the NIEs.

Given the still developing do-
mestic financial sector and the 
sizeable public sector in most de-
veloping economies, a prudent fis-
cal policy stance is indispensable 
to ensuring a sustainable balance 
between aggregate demand and 
supply over time. Relative to their 
counterparts in the third world, the 
ESCAP region has experienced 
generally a large measure of 
macroeconomic stability reflecting 
limited recourse to budgetary defi-
cits which then has kept inflation 
to within manageable limits; dou- 
ble-digit increases in consumer 
prices were an exception rather the 
norm in the last decade. 
Nevetheless, there are notable dif-

Figure II.16. Selcected developing economies o f  the ESCAP region. Estim ated im pact o f  adverse external  
shocks, 1974-1982
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ferences in stabilization policy ap-
proaches as well as emphases 
among the developing economies 
of the ESCAP region and at vari-
ous periods of time. These, in 
turn, have an impact on the timing 
of resumed restructuring efforts, 
the robustness of subsequent ex-
port performance, the degree of 
continuing resort to external fi-
nancing, and hence the overall 
growth performance itself.

Generally, most of the NIEs 
have maintained macroeconomic 
policies designed to prevent the 
strong expansion of their external 
sector from overheating the 
economy in the short term. Such 
a policy stance eases somewhat 
the tasks of short-term stabilization 
owing to sound underlying eco-
nomic fundamentals. In the past 
two decades, for example, central 
government operations resulted in 
a surplus of varying magnitudes 
among these economies. The Re-
public of Korea registered a com-
paratively small deficit, averaging 
under 2 per cent of GDP during 
the period 1970-1985; such excess

government spending then became 
negligible or disappeared along 
with the emergence of sizeable 
current account surpluses since the 
mid-1980s (table II.17).

However, in other parts of 
the region, such as the ASEAN-4 
and South Asian economies, 
stabilization policies have to be 
implemented within the contextual 
emphasis of accelerating longer- 
term development prospects and 
associated restructuring prerequi-
sites. Macroeconomic manage-
ment became highly challenging at 
times because the wide array of 
policy measures for immediate or 
longer-term objectives do not al-
ways yield mutually consistent or 
even reinforcing effects. A judi-
cious balance has thus to be main-
tained between greater price stabil-
ity plus lower aggregate absorption 
without adversely affecting the ef-
ficiency or capacity utilization in 
the short-term, and raising capital 
stock and enchancing private sec-
tor initiatives in participatory de-
velopment over time. These differ-
entiated considerations are embod-

ied or reflected in the rather di-
verse fiscal and monetary out-
comes in economies of the region 
over the years.

Central government deficits 
were equivalent to 7-8 per cent of 
GDP during most of the 1970s 
and early 1980s in Malaysia, and 
were relatively heavy in Thailand 
up to the mid-1980s. The situa-
tion was substantially changed dur-
ing the second half of the last 
decade when such excess spending 
became greatly moderated in Ma-
laysia and a surplus was recorded 
in Thailand (table II.17); this 
change was attributable to con-
certed demand management efforts 
and growth as a result of restruc-
turing in these two countries. Fis-
cal deficits were enlarged consider-
ably in India, Nepal and Solomon 
Islands during the 1980s; they re-
mained relatively heavy in the Lao 
People’s Democratic Republic, Pa-
kistan and Sri Lanka during most 
of the past two decades. With a 
few periodic exceptions, the pres-
sures on prices were largely con-
tained within manageable limits;

Table II.17. Selected developing economies of East and South-East Asia. Selected indicators of macroeconomic  
balance, various periods
(Annual averages, percentage)

(Continued on next page)
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1970-1973 1974-1975 1976-1978 1979-1980 1981-1984 1985-1986 1987-1990

Newly industrializing econom ies  
H ong K ong

Overall budget d e f ic ita 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

Republic o f  Korea  
Overall budget deficita 
Current accounts balance3 
Money supply growth (M1 ) 
Consumer price inflation 
Effective exchange rate

Singapore
Overall budget deficita 
Current accounts balancea 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

1.91

8.69
90.30

-1.55
-6.19
31.03
11.09
86.51

0.60b
-28.26
17.22
7.60

106.62

0.10

8.64
71.58

-2.07
-12.50
27.23
24.82
85.03

1.24
-17.91

15.04 
12.50 
74.27

1.71

5.06
72.46

-1.45
-1.44
32.09
13.30
76.31

0.68
-7.30
12.39
2.01

84.68

3.81
9.87

13.27
76.56

-1.99
-8.24
18.46
23.49
71.77

2.21
-12.95

11.68
6.32

86.03

0.46
11.18
10.71
91.41

-2.14
-3.76
16.94
8.57

84.20

2.50
-7.02
9.80
3.96

91.09

1.53
23.48
3.31

99.43

-0.63
1.99

13.68
2.60

100.24

1.77
0.89
5.45

-0.45
100.97

2.23
18.65
8.03

91.96

0.39
5.48

15.97 
6.12

81.45

2.14c
6.47

11.67
1.95

98.63



Table II.17 (continued)

(Annual averages, percentage)

Sources: International M onetary Fund, Tape No. GFSDATA 92778F, GFSDATA92760F and IFSDATA92531F; and Interna-
tional F inancial Statistics, various issues; Asian Development Bank, Key Indicators o f  D eveloping Asian and Pacific Countries, 
vol. XXII (July 1991); and national sources.

a As percentage o f  GDP. b 1972-1973. c 1977-1978. d 1982-1984. e 1978 only. f  1987-1989.
g  1975 only. h 1987-1988. i 1980 only. j  1985 only. k  1988-1990.
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1970-1973 1974-1975 1976-1978 1979-1980 1981-1984 1985-1986 1987-1990

Taiwan Province o f  China
Overall budget deficita 
Current accounts balancea 
M oney supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

ASEAN-4
Indonesia

Overall budget deficita 
Current accounts balancea 
M oney supply growth (M 1) 
Consum er price inflation 
Effective exchange rate

Malaysia
Overall budget deficita 
Current accounts balancea 
M oney supply growth (M 1) 
Consum er price inflation 
Effective exchange rate

Philippines
Overall budget deficita 
Current accounts balancea 
M oney supply growth (M 1) 
Consumer price inflation 
Effective exchange tate

Thailand
Overall budget deficita 
Current accounts balancea 
M oney supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

Transitional economies 
China

Overall budget deficita 
Current accounts balancea 
M oney supply growth (M 1) 
Consum er price inflation 
Effective exchange rate

Lao People’s Democratic Republic
Overall budget deficita 
Current accounts balancea 
M oney supply growth (M1 ) 
Consum er price inflation 
Effective exchange rate

1.29 
4.79 d

32.51 
4.40

116.48

-2 .4 9 b
-3.91
38.52 
13.55 
93.75

-7 .70b
-1.57
18.93
4.32

92.99

-1.56b
1.29 

16.25 
15.45

106.01

-3.67b
-1.94
13.81

5.18
88.90

3.03
-5.75
19.61
26.36
86.00

-2.63
-0.31
37.84
29.83 
62.35

-6.84
-6.14

7.91
10.94
73.92

-0.37
-4.12
19.23
20.28
84.75

-0.59
- 2.68

7.70
14.83 
74.45

1.05
3.95

31.86
5.10

89.81

-3.29
-2.07
24.99
13.01
52.21

-6.90
3.66

18.55
4.11 

80.72

-1.59
-5.46
18.07

8.89
85.82

-3.63
-5.08
16.31

6.52
76.47

0.30
-0.83
15.22
14.38
85.97

-2.41
3.88

42.19
18.16
69.87

-4.50
2.16

16.07
5.15

81.76

-0.72
-6.34
15.41 
17.79
79.41

-4.28
- 8.12
14.50
14.83
75.31

-0.40
6.48

14.02
5.16

89.81

-1.24
-3.86
14.71
10.99
79.57

-11.80
-10.76

8.32
5.78

90.63

-3.00
-6.23
12.41
20.91
93.36

-4.36
-6.06

5.60
5.62

81.32

-0.54
18.20
31.82

0.27
98.04

-2.25
-3.34
16.43

5.28 
105.60

-5.84
- 1.10

4.28 
0.50

102.64

-3.35
1.39

12.08
11.98

105.38

-4.95
-1.54

8.02
2.13

98.46

0.90
10.32
15.41

2.59
76.48

-1.92
-2.07
20.31

7.80
136.97

-3.38
2.54

15.02
3.43

111.57

-2.70
-3.09
21.38

8.94
110.06

1.46
-4.67
17.73
4.42

95.09

43.97g

0.75 c

0.05e
1.24

47.77

-32.34e
62.93

-4.27

41.72
4.69

47.36

-15.94
-14.68i

59.34
90.25

-0.76  
1.85 d 

22.26 
2.31 

70.86

-16.43
-17.23

37.17
178.48

-0.29
-3.81
23.94

9.43
106.07

-8.36  
-5.56  
52.18 
65.32j  

100.00j

-0.71
0.16

16.24
15.26f

101.69

-13.04h 
-13.99h 

88.49f  
32.87k



the enlarged current accounts defi-
cits were financed through external 
debt accumulation, unrequited pri-
vate transfers and, in several Pa-
cific island economies, official 
budgetary grants.

The general policy orientation 
in response to sharp changes in 
relative prices arising after the 
first oil price shock was discussed 
briefly in the previous section of 
this chapter. With few exceptions, 
many economies experienced con-
siderable and persistent resource 
imbalances embodied in the overall 
fiscal and current accounts defi-
cits, among other variables. Nev-
ertheless, these were sustainable 
through the improved availability 
of external capital, especially com-
mercial loans, and substantial in-
ward private remittances. The 
relatively quick global recovery 
contributed to strong demand for 
primary commodities in the mid- 
and late 1970s; there was also a 
domestic investment boom in sev-
eral parts of the region before the 
second oil price shock.36 In fact, 
several economies such as India, 
Indonesia, Malaysia, the Philip-
pines and Taiwan Province of 
China registered a current accounts 
surplus in several years after 1973/ 
74; owing in part to large capital 
inflows, most of them, as well as 
the Republic of Korea, also regis-
tered a sharp appreciation in their 
effective exchange rates.

Nevertheless, there were sev-
eral elements of unsustainability in 
the patterns of resource use in 
many parts of the region. In par-
ticular, the promotion of import 
substitution industrialization, in-
creasingly characterized by capital- 
and import-intensive activities, ne-

cessitated heavy policy intervention 
in the financial intermediation 
process and other protective sup-
port. With the benefit of hind-
sight, many primary export pro-
ducers apparently did not pay ad-
equate attention to the shifting 
comparative advantage among in-
dustrial countries, including Japan, 
as a response to higher energy and 
commodity prices, and also to the 
gathering technological revolution 
in the late 1970s. Large economic 
imbalances appeared quickly and 
persisted in the wake of the record
oil price shock in many parts of 
the region, notably in South-East 
and South Asia. The recession- 
induced collapse of commodity 
prices and lower export volume 
then coincided with an interest 
rate shock, and the reduced avail-
ability of external finance intensi-
fied the urgency for appropriate 
demand management.

Their great dependence on ex-
ternal trade and capital rendered 
the NIEs most vulnerable to these 
shocks. However, the ongoing re-
structuring among these economies 
during the 1970s enabled them to 
weather the second oil price shock 
and the difficult early 1980s 
largely through increasing exports 
and further market penetration. 
Real GDP growth among the NIEs 
was in the range of 7 to 11 per 
cent annually in 1979-1980, and 7 
to 8 per cent in 1981-1984 in 
Hong Kong, Singapore and Taiwan 
Province of China. The Republic 
of Korea, however, registered one 
of the few set-backs in aggregate 
economic expansion in the last 
two decades: aggravated by the
drop in agricultural output, equiva-
lent to almost 4 percentage points 
of GDP, aggregate output expan-
sion averaged about 2.7 per cent 
annually in 1979-1980; current ac-
counts deficits also reached 8.2 
per cent a year in this period, a 
sharp deterioration from an aver-
age of only 1.4 per cent over the 
period 1976-1978.

The fast-paced growth in in-
vestment, exports and GDP in the 
1970s had generated considerable 
overheating in the Republic of Ko-
rea. Except during the years of 
the oil price crisis, consumer price 
inflation averaging more than 13 
per cent annually was about twice 
or three times higher than in the 
other NIEs during the decade. 
The effective exchange rate of the 
won had appreciated by about 20 
per cent between 1974 and 1979, 
and the consequent erosion in ex-
port competitiveness contributed to 
lower growth in earnings and 
larger current accounts deficits. In 
addition to structural adjustment 
measures, a stabilization pro-
gramme was initiated via fiscal 
and monetary austerity in mid-
1983. Average public spending in 
real terms increased by less than 9 
per cent a year during the period 
1981-1984, compared with almost 
24 per cent over the period 1974- 
1978; the overall budget deficit 
dropped from almost 3 per cent of 
GDP in 1980-1982 to around 1 
per cent in 1983-1985. The rate 
of growth in money supply, M1, 
was also much slower after 1983.

Significantly, the adjustment 
took place when the economy was 
already on the path of resumed 
growth: GDP expanded by 7 per
cent a year in 1981-1982 and by 
almost 12 per cent in 1983. Defi-
cits on current accounts averaged 
3 per cent of GDP in 1982-1983, 
a sharp improvement from over 8 
per cent in 1979-1980. The debt- 
service burden remained largely 
unchanged at around 21 per cent 
in the early 1980s. Such strong 
underlying trends facilitated greatly 
the stabilization and ancillary 
structural adjustments which, in 
turn, helped enhance macroecono-
mic performance. Annual GDP 
growth in the Republic of Korea 
reached almost 10 per cent on av-
erage compared with an inflation 
rate of 5 per cent during the pe-
riod 1985-1990. Low inflation

219

36 W.E. James, S. Naya and
G.M. Meier, Asian Development, op. 
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made it possible to maintain real 
interest rates of some 7 percentage 
points, and to mobilize greater do-
mestic savings which grew to be 
in excess of investment needs in 
the mid-1980s. The gradual de-
preciation of the effective ex-
change rate by 22 per cent be-
tween 1983 and 1986 contributed

to the emergence of sizeable cur-
rent accounts surpluses since the 
mid-1980s.

The first half of the last 
decade also witnessed strong 
measures for macroeconomic 
stabilization among the ASEAN-4 
(box II.10). Fuelled by a strong 
expansion of diversified exports

and a large inflow of foreign di-
rect investment, high rates of GDP 
growth were recorded by Indone-
sia, Malaysia and Thailand during 
the period 1988-1991. The Philip-
pines was relatively less successful 
owing to more difficult initial cir-
cumstances. GDP had contracted 
by 5 per cent between 1982 and

Box II.10. Aggregate demand management among the ASEAN-4

M acroeconomic imbalances be-
came by and large unsustainable 
among the ASEAN-4 (Indonesia, 
Malaysia, the Philippines and Thai-
land) in the years following the sec-
ond oil price shock, although the 
imperatives and impulses for correc-
tive measures, as well as the out-
comes were relatively diverse. M a-
laysia, a net oil exporter, appears to 
have made the largest adjustment, 
not least because the imbalances 
then prevailing in that country were 
relatively more serious. Falling 
commodity prices plus the slow-
down in export and domestic de-
mand in the early 1980s were ini-
tially countered through increased 
public expenditure and tax cuts, 
among other means. Gross domes-
tic product (GDP) expansion was 
consequently maintained at the rela-
tively robust rate o f  some 6-7 per 
cent in 1981-1984. The overall fis-
cal deficits, however, were boosted 
form 4.5 per cent o f  GDP in 1979- 
1980 to an annual average o f  al-
most 12 per cent during the period 
1981-1984. The current accounts 
balance, which had been in surplus 
since 1976, worsened from an an-
nual surplus o f  almost 2 per cent o f  
GDP to a deficit o f  slightly under 
11 per cent in these respective peri-
ods; the external debt stock also 
w ent up from an average o f  some 
20 per cent o f  gross national prod-
uct (GNP) during the second half o f  
the 1970s to 38 per cent in 1981 
and almost 64 per cent o f  GNP in
1983. However, Malaysia had 
m aintained considerable price stabil-
ity, with average inflation in the an-
nual range o f  4-6 per cent in 1976-

1984, attributable in part to the rela-
tively restrained pace o f  money sup-
ply (M 1) growth (see table II.17 in 
the text).

In Indonesia, unfavourable exter-
nal demand transformed the average 
current accounts surplus o f  4 per 
cent o f  annual GDP during the oil 
boom years o f  1979-1980 into an en-
larging deficit averaging 6 per cent 
o f  GDP per year over 1982-1983; the 
overall fiscal deficits, on the other 
hand, had long been held within a 
well sustainable limit. Inflation be-
came a problem, however, through 
the large devaluation o f  1978 and 
relatively high rates o f  monetary 
growth, averaging over 42 per cent 
annually during the period 1979- 
1980; the annual rates consumer price 
increase reached 14 per cent a year 
over 1979-1982. GDP growth de-
clined on average from 3 per cent a 
year in 1980-1981 to ju st over 3 per 
cent in each o f  the next two years, 
thus motivating a series o f  demand 
management and structural adjustment 
measures to improve overall perform -
ance from 1982.

The dom inant impulses for 
stabilization came mainly from the 
persistence o f  relatively high fiscal 
and current accounts deficits, in the 
context o f  the oil-im porting economy 
o f Thailand, o f  some 4 and 6 per 
cent respectively during the period 
1981-1984. GDP growth was reason-
ably robust for m ost o f  the early 
1980s, except for 1982 when it fell 
to 4 per cent. The debt/GNP ratio, 
however, had been rising at a rapid 
pace and the debt-service burden dou-
bled from 10 per cent in 1976-1977 
to over 20 per cent in 1981-1982 and

to almost 32 per cent in 1985. A 
series o f  dem and management meas-
ures, among others, were instituted to 
reduce both external and domestic 
imbalances in 1983-1984.

High debt-service payments and 
inflation, and the steady deterioration 
in macroeconomic perform ance after 
the second oil price shock constituted 
a strong imperative for adjustment in 
the Philippines. The debt stock 
jum ped from 25 per cent o f  GNP in 
1976 to 45 per cent in 1978 and 62 
per cent in 1982; the debt-service 
burden expanded to 33-42 per cent o f 
export earnings on goods and serv-
ices during the period 1981-1984. 
The economy also faced other diffi-
cult problems. The overall fiscal 
deficit remained large at some 11 per 
cent o f  annual GDP in the first half 
o f  the 1980s; the current accounts 
deficit was also sizeable, equivalent 
on average to 6 per cent o f  GDP per 
year during the same period. Unfa-
vourable external conditions and the 
subdued economic perform ance thus 
rendered the stabilization process even 
more difficult.

Am ong the com mon denom ina-
tors o f  stabilization measures imposed 
in the ASEAN-4 during the first half 
o f  the 1980s were concerted efforts 
to reduce fiscal deficits through vari-
ous austerity measures. These in-
cluded lower subsidies, a freeze in 
public sector employment and/or earn-
ings, and the rephasing o f  large in-
vestment programmes plus other de-
velopm ent expenditure. Total govern-
m ent expenditure in Malaysia, for ex-
ample, declined slightly in 1984 ow-
ing to a 19 per cent reduction in the 
development budget; there was also a
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1986 and inflation went up sharply 
to average 36 per cent annually in 
1985-1986; in part, this upsurge 
was due to a series of devalua-
tions and the floating of the peso 
in 1984, and the removal of price 
controls on commodities.37 Easier

37 Survey, 1985. pp. 40-41.

supply conditions then contributed 
to relatively strong GDP growth of 
5-6 per cent during the three years 
before the Persian Gulf crisis, 
whose adverse effects along with 
several natural disasters and other 
difficulties severely constrained 
growth performance in the early 
1990s.

large curtailment o f  non-financial 
public sector enterprise investment 
programmes. The tax bases and 
structures were rationalized and re-
formed for enhanced fiscal mobiliza-
tion o f domestic resources. Indone-
sia, in particular, initiated major 
changes in the taxation system and 
procedures in 1983 and introduced a 
value-added tax in 1984.

Relatively large devaluations were 
effected in Indonesia during 1983, 
Philippines over 1983/84 and Thai-
land in 1984 to compress and shift 
aggregate demand. For example, the 
Philippines peso underwent a series 
o f depreciation with its value falling 
from an average o f  11.2 pesos to the 
United States dollar in 1983 to 16.6 
in 1984; it was floated in October of 
the same year. The money supply 
(M 1) was likewise restrained in the 
ASEAN-4. Annual expansion o f  M 1 
in Malaysia, for example, slowed 
down from 13 per cent in 1980-1982 
to average just 4 per cent, relative to 
an inflation rate o f  2 per cent per 
year, during 1984-1986. The money 
supply in Thailand had also been un-
der a tight policy stance to contain 
inflationary pressures which averaged 
16 per cent each year during 1980- 
1981. Money supply growth was 
then rather modest, averaging less 
than 7 per cent a year in 1982-1984, 
compared with an annual inflation 
rate o f some 3 per cent.

The restrictive impact o f  these 
adjustment programmes was aggra-
vated by adverse external conditions 
which in 1985 contributed to an eco-
nomic downturn in the ASEAN-4 as 
well as in several other economies of 
the region; also, recovery was gener-

ally modest in the following year. 
Among the ASEAN-4, GDP fell by 
4 per cent in the Philippines and 1 
per cent in Malaysia in 1985; in 
Indonesia and Thailand it expanded 
by 2-3 per cent, or less than half o f 
the average growth rate in 1983-
1984. However, since the mid- 
1980s most o f  the ASEAN-4 have 
managed to enhance significantly 
their underlying macroeconomic 
strength in the wake o f the 
stabilization and structural adjust-
ment measures noted earlier. In 
particular, gross domestic savings re-
sumed their upward trend which 
was particularly sharp and culmi-
nated in surpluses o f varying 
magnitudes in Malaysia since 1984 
and in Indonesia since 1987. The 
former also registered a surplus in 
its current accounts balance, while 
the deficit became negligible in In-
donesia in the late 1980s. Malaysia 
and Thailand also managed to re-
duce substantially the debt-service 
burden through an active refinancing 
and prepayment programme. The 
Philippines was relatively less suc-
cessful owing to more difficult ini-
tial conditions caused, in part, by 
successive adjustment measures. 
However, such adjustments and an-
cillary rescheduling o f external pay-
ments have moderated considerably 
current accounts deficits and, to a 
lesser extent, the debt-service burden 
since the mid 1980s; debt service, 
however, still absorbed the large 
share, approximately one third, o f 
export earnings on goods and serv-
ices during the second half o f the 
1980s.

Most South Asian countries 
had suffered from the second hike 
in energy prices, and the reduced 
access to as well as higher cost of 
external finance combined with 
poor export demand to upset the 
overall resource balance. In re-
sponse, they had sought to im-
prove short-term macroeconomic 
management so as to keep budget-
ary and external deficits within 
manageable proportions in the 
early 1980s. Greater reliance was 
placed on market-pricing signals, 
including the evolution of more 
appropriate criteria for the pricing 
of public sector operations so as 
to lower subsidies, on expenditure 
restraints and tax reforms to en-
hance fiscal resource mobilization. 
Bangladesh, Myanmar and Paki-
stan recorded some improvements 
in their fiscal position and/or ex-
ternal balance in the early 1980s 
but several economic aggregates 
became more unfavourable or re-
mained so elsewhere in the 
subregion during most of the dec-
ade. Notwithstanding the moder-
ate upward trend in government
revenue, robust internal demand 
arising from higher agricultural 
productivity and production in
combination with strong govern-
ment spending contributed to faster 
GDP growth in a number of coun-
tries during the last decade. How-
ever, the overall fiscal deficits
were rising or continued to be 
sizeable, at around 7-10 per cent 
of GDP in India, Nepal, Pakistan 
and Sri Lanka during the second 
part of the 1980s; inflationary 
pressures were relatively high or 
expanded further in most of the 
subregion in this period (table
II.18).

Except in Nepal and Sri 
Lanka, the current account deficits 
in South Asian countries during 
the second half of the 1980s were 
by and large modest as a propor-
tion of GDP, particularly in rela-
tion to those prevailing in the 
ASEAN-4 in the early 1980s.
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Table II.18. Selected developing economies in South A sia, the Pacific island subregion and the Islam ic Republic 
o f Iran. Selected indicators o f macroeconomic balance, various periods

(Annual averages, percentage)

222

1970-1973 1974-1975 1976-1978 1979-1980 1981-1984 1985-1986 1987-1990

South Asia and the Islamic Republic o f Iran
Bangladesh

Overall budget deficita 
Current accounts balancea 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

India
Overall budget deficita 
Current accounts balancea 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

Islamic Republic o f Iran
Overall budget deficita 
Current accounts balancea 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

M yanm ar
Overall budget deficita 
Current accounts balancea 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

Nepal 
Overall budget deficita 
Current accounts balancea 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

Pakistan
Overall budget deficita 
Current accounts balancea 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

Sri Lanka
Overall budget deficita 
Current accounts balancea 
Money supply growth (M 1) 
Consumer price inflation 
Effective exchange rate

-1.92b 
-4.11b

23.07 
79.14f

-0.80
13.76
7.86

71.07

-3.91
-1.93
25.88 

5.52
197.26

-5.82b
- 2.22
8.97
7.76

69.62

-1.72

10.89 
8.32

65.61

-6.81b
-3.70
15.23
9.58

66.65

-6.24k
-1.73
10.28

6.12
32.36

0.34
-5.60
-1.29e
38.32
48.32

-3.85
0.70

10.04
17.21
62.14

2.44
17.95
28.64
13.75

164.87

-2.92
-1.17
24.37
28.37 
54.43

-1.77

10.85
13.62
61.74

- 8.12
-12.83

7.62
23.79
70.23

-4.30
-3.90
5.46
9.47 

35.20

- 0.12
-4.02
21.10
4.13 

73.61

-4.56
1.60

10.01
1.03

76.04

-4.63
4.98

33.33
16.73

141.65

0.27
-2.63
9.14 
5.08

58.83

-2.90
-0.99j
18.22
4.72

76.39

-8.43
-5.76
22.79 
7.81

64.63

-8.30
0.69

24.82
4.90

60.80

1.51
-3.05
17.65
14.04
74.19

- 6.02
-0.61
13.94 

8.88
76.56

-8.85
5.76

45.18
15.50

126.93

1.82
-6.34
11.94 
3.10

70.58

-2.83
-1.40
14.11
9.13

78.57

-7.47
-5.47
18.87 
10.10 
66.80

-15.07
-13.95
25.88 
18.44 
84.15

0.49
-3.99
21.13
12.15
93.27

-6.40
-1.28
15.65
10.27 
87.35

-6.36 
0.26 

20.25i  
18.81 

110.22

0.70
-5.65
12.82
4.03

97.12

-6.03
-3.79
14.63
9.50

84.29

-5.88
-2.73
12.39
7.56

80.31

-10.95
-8.31
15.75
14.85
92.23

-1.46c
-3.63
8.76

10.87
99.84

-8.87
- 2.11
14.44 
7.15

97.82

-5.53
-1.25

11.39
87.22

-1.65
-3.38
15.92
8.07

90.34

-7.41
-4.99
18.70
13.55
99.81

-8.16
-2.89
17.81 
4.56

101.45

-9.90
-6.95
12.45 
4.73

98.66

-2.74d
7.17
9.24

93.85

-7.79d
-2.51g
14.84
8.34

103.53

-7.80g
-0.83h

21.81
42.50

-2.63h

19.81d
22.67d
52.83d

-7.84
-8.44
19.64 
9.20

104.73

-7.01
-3.48
15.12
7.61

112.02

-8.90
-5.29
17.35
13.69
99.64

(C ontinued on next page)



Table II .18 (continued)

(Annual averages, percentage)

1970-1973 1974-1975 1976-1978 1979-1980 1981-1984 1985-1986 1987-1990

Pacific island economies 
Fiji

Overall budget deficita -2.27 -2.46 -4.49 -2.96 -4.36 -3.75 -2.83
Current accounts balancea -12.85 -5.71 -5.35 -5.18 -7.42 -0.93 - 0.21
Money supply growth (M 1) 15.57 21.93 5.72 1.90 7.98 13.11 14.29
Consumer price inflation 11.57 13.87 8.14 11.15 7.57 3.09 7.95
Effective exchange rate 96.84 78.07 79.29 76.59 86.92 99.18 112.21

P apua New G uinea
Overall budget deficita -1.76 - 2.66 -4.09 -2.67 -1.53
Current accounts balancea 2.45 -4.48 -15.86 -5.21 -7.10
Money supply growth (M 1)

7.15l
24.33 6.89 6.16 5.89 1.59 7.71

Consumer price inflation 16.81 5.97 8.92 7.24 4.62 5.04
Effective exchange rate 89.34g 70.51 73.48 72.01 81.33 96.85 85.22

Sam oa
Overall budget deficita -23.35m -15.77 -13.64d
Current accounts balancea -0.64m 5.25 6.11d
Money supply growth (M 1) 33.08 12.36 14.60 34.37 22.34 5.73 22.58
Consumer price inflation 6.63 16.90 .7.22 22.12 16.77 7.38 8.71
Effective exchange rate 66.39 50.39 61.51 64.80 74.69 97.99 87.99

Solomon Islands
Overall budget deficita 0.01 -2.82 -6.80 -7.06 -10.31g
Current accounts balancea 4.87 0.57 -7.15 -8.96 -17.42d
Money supply growth (M 1)

5.12l
39.15 18.83 3.64 21.17

Consumer price inflation 14.41 6.35 10.59 11.69 11.56 12.84
Effective exchange rate 72.75f 61.51 73.02 73.80 81.51 102.73 109.00

Sources: International Monetary Fund, Tape No. GFSDATA92778F, GFSDATA92760F and IFSDATA92531F; IMF Interna-
tional Financial Statistics, various issues; Asian Development Bank, Key Indicators o f  Developing Asia and Pacific Countries, 
(July 1991); and national sources.

a As percentage o f  GDP. b 1973 only. c 1985 only. d 1987-1989. e 1975 only. f  1971-1973. g 1987-
1988. h 1988 only . i 1981-1983. j 1977-1978. k 1970-1971 and 1973. l 1972-1973. m 1982-1984.

Such deficits were equivalent to 2- 
3 per cent of GDP in other econo-
mies in the subregion; they were 
also lower in the Islamic Republic 
of Iran. However, the flow of pri-
vate remittances had became 
somewhat stagnant in the mid- 
1980s and greater reliance on for-
eign resources, especially commer-
cial capital, proved increasingly 
costly and unsustainable; most of 
the South Asian countries had had 
a high ratio of debt to GDP and/ 
or of debt service to export earn-
ings from goods and services by

the late 1980s. All these con-
straints, along with relatively lim-
ited foreign reserves and the ad-
verse fall-out from the Persian 
Gulf crisis, have necessitated sig-
nificant stabilization and structural 
adjustments with support from 
multilateral agencies in several 
countries in the past few years.

The major thrusts generally 
include concerted efforts to reduce 
expenditure through a smaller civil 
service and other spending re-
straints, lower subsidies for con-
sumption as well as public sector

operations, and privatization. The 
tax system is also rationalized and 
improved for enhanced resource 
mobilization. Indeed, gross do-
mestic savings in the subregion 
mostly have remained low and al-
most unchanged in absolute terms; 
the exception is India's relatively 
high savings rate which, neverthe-
less, has not improved during most 
of this decade. It is likely that 
lower public sector absorption 
and policy measures aimed at 
trade, industry and financial sector 
deregulation, as discussed earlier,
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would yield a favourable cumula-
tive impact in terms of greater 
savings accumulation; there would 
also be considerable efficiency 
gains in the ways resources are 
mobilized, allocated and utilized in 
the 1990s.

Pacific island economies are 
perhaps the most vulnerable to ex-
ternal shocks within the develop-
ing ESCAP region owing to, 
among other factors, their narrow 
commodity export base, heavy de-
pendence on food and energy im-
ports, and high degrees of reliance 
on ODA and other external trans-
fers. In addition, skilled human 
resources are typically scarce and 
institutional capabilities are not al-
ways well developed. Moreover, 
the scope for independent 
macroeconomic and financial poli-
cies is somewhat restricted in sev-
eral island economies that are 
heavily dependent on external 
transactions, or that use the cur-
rencies of relatively advanced 
neighbouring or other metropolitan 
countries as their own legal tender. 
All these initial factors and cir-
cumstances have strained to the 
limit macroeconomic management 
for sustainable balance and re-
structuring among Pacific island 
economies. They have also con-
tributed to the relatively greater 
preoccupation with short-term de-
mand management over the export 
cycle, particularly in the larger 
countries.

Many island economies had to 
implement strong measures to con-
tain aggregate imbalances in the 
early 1980s. Among these, Papua 
New Guinea has developed per-
haps the most elaborate policy 
framework for short-term stabiliza-
tion. The broad thrusts are to 
sustain government spending over 
the export cycle; windfall gains 
garnered during an export boom 
will be used to underwrite public 
expenditure in a downturn through 
the operation of the Mineral Re-
sources Stabilization Fund, into

which income and resource rent 
taxes plus other receipts from rel-
evant mineral projects are chan-
nelled. Private sector demand is 
also stabilized over the medium 
term through the operation of sev-
eral commodity schemes for such 
major exports as copra, cocoa, 
coffee and palm oil. The relevant 
statutory bodies collect a levy dur-
ing an export upturn whose accu-
mulated proceeds will be returned 
to producers in the form of a 
bounty during the subsequent 
downswing.

Notwithstanding a number of 
difficulties encountered during im-
plementation, the above policy 
framework has contributed consid-
erably to stabilized income and re-
source flows to and through the 
government and export sectors in 
Papua New Guinea over the years 
since the establishment of the 
Fund in 1974 and the restructuring 
of the commodity schemes in 
1976-1977.38 Nevertheless, the 
serial external shocks of the early 
1980s compounded the problems 
arising from a large rise in aggre-
gate absorption, including govern-
ment spending, owing to the 1979 
export boom and necessitated addi-
tional measures to contain rising 
imbalances. The current accounts 
surplus of 4 per cent of GDP in 
1979 turned into a deficit averag-
ing almost 16 per cent in the pe-
riod 1980-1983; poorer export and 
economic performance and lower 
tax receipts boosted the small 
budget deficit of some 2 per cent 
of GDP in the late 1970s to over 
5 per cent in the early 1980s.

Apart from the retrenchment 
of about 10 per cent of civil serv-
ants, tight expenditure and mon-
etary restraints and tax enhance-
ment efforts were imposed over 
the period 1982-1984 so that a 
greater macroeconomic balance 
was regained in the mid 1980s. 
Several other island economies 
faced broadly similar problems, al-
though the underlying causes and 
magnitudes showed considerable 
diversity. Samoa implemented 
with IMF support perhaps the 
strongest adjustment for
stabilization purposes. Large pub-
lic sector spending on infrastruc-
ture and industrial development 
projects implemented in the late 
1970s contributed to significant 
excess spending. Together with 
losses from public sector enter-
prises (amounting to 6 per cent of 
GDP in 1981 alone) and reduced 
tax flows, the budget deficit 
reached almost 27 per cent of 
GDP in 1982. Burgeoning financ-
ing requirements contributed to the 
domestic credit expansion of 40 
per cent annually during the pe-
riod 1980-1982, while annual in-
flation hovered at around 24 per 
cent.39

External financial commit-
ments could not be accommodated 
and severe fiscal contraction, along 
with higher taxes and currency de-
preciation, were instituted in 1983 
and followed through in 1984. 
Disbursements of foreign assist-
ance and other external transfers 
rose substantially so that there 
were surpluses in the current ac-
counts, and lower government in-
debtedness to the domestic bank-
ing system from the mid-1980s. 
Consumer inflation in Samoa also 
moderated greatly from almost 17 
per cent a year to less than half 
of that rate between the early and 
late 1980s (table II.18). Solomon 
Islands experienced persistent

39 Ibid., p. 246-247.
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macroeconomic imbalances in the 
1980s, with the budget and current 
accounts deficits enlarging signifi-
cantly in the latter half of the dec-
ade. The experience of Samoa in-
dicates that most island economies 
can withstand, as necessary, rela-
tively large domestic fiscal and fi-
nancial adjustments to effect a 
quick turnaround from severe im-
balances.

Elsewhere in the subregion 
there were generally moderate
misalignments between aggregate
demand and supply. Fiji adjusted 
quickly and well to the external 
shocks of the early 1980s so that 
there was a sharp improvement in 
the external balance, although ex-
cess public spending remained
relatively heavy in the mid-1980s 
(table II.18). A series of 
stabilization measures implemented 
in the wake of political distur-
bances in 1987, including a large 
cumulative devaluation, severe 
wage and expediture restraints, as 
well as structural policy reforms, 
helped restore the overall 
macroeconomic balance in the late 
1980s. During the same period, 
Papua New Guinea also quickly 
instituted several stabilization 
measures, including a sizeable de-
valuation, to reflect more closely 
the changed resource balance aris-
ing from the closure of a large 
mining and export project because 
of internal disturbances in 1989.

Regarding transitional econo-
mies in the region, one key fea-
ture of their ongoing economic re-
form is the decontrolling of prices 
on many (although not all) com-
modities. Lags in supply re-
sponses and/or misadjustments to 
shifts in consumption patterns 
combine with pent-up demand to 
result in rapid increases in most 
of the retail prices involved. 
China has experienced three epi-
sodes of such inflation since 1978. 
Higher farm procurement prices 
and the delegation of greater 
decentalized decision-making in

production to provisional authori-
ties and enterprises contributed to 
an increase in consumer prices of 
7.5 per cent in 1980; such a rise 
was modest by market economy 
standards but was high relative to 
an annual inflation rate of less 
than 1 per cent during 1952- 
1978.40

Policy reforms and other de-
regulation measures were extended 
to industries and urban areas in
1984. However, the existence of a 
soft budget constraint (through 
continuing subsidies to enterprise 
for losses), mismatch between de-
mand for and supply of particular 
kinds of products, infrastructure 
bottlenecks, and falling productiv-
ity in some areas (relative to the 
rate of increases in wages and bo-
nuses) contributed to rising costs 
and prices. Inflation reached 
some 12 per cent in 1985. The 
further extension in 1988 of price 
reform, which was to lift control 
on most commodities, generated 
significant inflationary expectations 
and panic buying; from 1 to 15 
August, for example, withdrawals 
of bank deposits totalled some 7 
billion yuan renminbi, or about 
one third of the entire year’s origi-
nally targeted amount.41 Inflation 
surged to an annual average of 
over 19 per cent in 1988-1989.

Concerted efforts were made 
to quickly restore price stability 
and in the process structural policy 
reforms were slowed down or 
postponed temporarily. In the 
mid-1980s, for example, such ef-
forts included various combinations 
of policy instruments and adminis-
trative controls. Interest rates 
were raised several times to mobi-
lize savings and, reinforced by 
credit restrictions, to slow down 
the rapid growth of investment and

40 Asian Development Bank, 
Asian Development Outlook 1990, p. 
54.

41 Survey, 1990, pp. 26-27.

production of light industrial and 
consumer goods. Wage increases 
and the granting of bonuses were 
curbed and regulated closely. An 
austerity programme launched in 
September 1988, including no fur-
ther price changes for the rest of 
the year, was reinforced by a 
1989-1991 retrenchment plan. 
Deeper cuts in investment, budget 
deficits, consumption and non- 
State activities were envisaged. 
Extensive price controls were also 
utilized along with a deferment of 
innovative reform experiments - 
such as quasi-privatization of State 
enterprises, free grain markets and 
leasing of land.

All these responsive measures 
helped decrease inflation within a 
year or two; price increases aver-
aged 8 per cent in 1986-1987 and 
about 3 per cent in 1990; during 
1990, the trade and current ac-
count balance was also turned into 
a surplus. On the other hand, 
there has been a more moderate 
pace of expansion in total output, 
from an annual average of almost 
14 per cent in 1984-1985 to 8.3 
per cent in the following year; 
growth averaged under 5 per cent 
in 1989-1990, compared with al-
most 11 per cent in the previous 
biennum. Such trade-offs appear 
unavoidable; a comparable rate of 
production growth, averaging 10 
per cent annually as sustained by 
China during the period 1981- 
1990, would have caused overheat-
ing problems in virtually most, if 
not all, economies, given similar 
infrastructure problems and other 
internal economic rigidities.

Inflation has been severe in 
Viet Nam and, to a lesser extent, 
the Lao People’s Democratic Re-
public. There were large fiscal 
deficits in the mid-1980s owing, 
in particular, to the explosive 
growth of recurrent spending, 
expecially wages and subsidies/ 
transfers to enterprises; excess 
spending in nominal terms ex-
panded about 30 times during the
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period 1986-1988. The absence of 
adequate external resource trans-
fers left the burden of deficit fi-
nancing largely on the State Bank: 
net credit extension was estimated 
to rise by almost 20 times in the 
same period.42 Vigorous stabiliza-
tion measures, including sharp cuts 
in subsidies, tight expenditure and 
credit restraints, and higher interest 
rates on deposits, brought down 
the three-digit inflation rate of the 
mid 1980s to an annual average of 
about 80 per cent in 1988-1989.

Inflation pressures, however, 
re-emerged in the latter part of 
1990 as a result of several adverse 
circumstances. Large cut-backs in 
assistance from the former CMEA 
countries necessitated a further 
monetization of the fiscal deficit. 
There was the tripling of petro-
leum product prices in the wake 
of the Persian Gulf crisis, plus a 
threefold increase in rice prices

42 Survey, 1989, p. 25.

owing to uncertain supply condi-
tions arising from adverse weather, 
shortages of inputs (notably ferti-
lizers) and speculation. The col-
lapse of several large credit coop-
eratives reduced the available sup-
ply of funds particularly to agri-
culture and small-scale enterprises; 
it also led to a capital flight from 
money to gold and foreign curren-
cies thus inducing a large depre-
ciation in the exchange rate. Not-
withstanding the persistent lack of 
concessional external resources to 
ease substantial transitionary fi-
nancing needs, there is a need to 
trim the large budget deficit 
through enhanced resource mobili-
zation and greater financial disci-
pline on the part of State enter-
prises. A determined achievement 
of these microeconomic objectives, 
however gradual, could in a large 
measure contribute to the 
sustainability of macroeconomic 
management for stability and re-
structuring itself.

A large fiscal deficit was be-

hind the high level of inflation in 
the Lao People's Democratic Re-
public during 1985 and, aggravated 
by poor agricultural production 
owing to an extended drought, in 
1989-1990 as well. The rate of 
price increases, reaching some 68 
per cent in 1988 as the budget 
deficit went up to an average of 
over 26 per cent of total output, 
has moderated greatly since. Ex-
cess government spending has also 
fallen steeply as a result of en-
hanced tax revenues and higher 
transfers from enterprise leasing 
arrangements in 1990. The avail-
ability of relatively large external 
resource flows to the country has 
eased considerably the constraints 
from a very low domestic savings 
rate over the past several years. 
Nevertheless, the fiscal situation 
and more generally the 
macroeconomic balance remain 
fragile; these problems are being 
addressed under a three-year ad-
justment programme supported by 
IMF.
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V.  PERSPECTIVES ON THE POLICY REFORM PROCESS

The study has attempted to 
identify the more salient ele-

ments arising from the evolving 
trends in macroeconomic policy 
management for greater effi-
ciency, flexibility and competitive-
ness among the developing econo-
mies of the ESCAP region over 
the past two decades or so. One 
of the most general impressions 
that has emerged is that, while 
there is a discernible shift towards 
further economic liberalization and 
deregulation, there are no predeter-
mined paths and/or ready answers 
to a host of strategic and highly 
complex issues associated with the 
management of sustainable growth 
and restructuring. The precise 
contours of such a path have to 
be charted on the basis of loca-
tion-specific potential and prob-
lems facing each country and as 
manifested in its initial economic, 
political and socio-cultural circum-
stances and institutions. In this 
context, the design and implemen-
tation of policy adjustments and 
reforms are more like composite 
art with differing nuances than an 
exact science with precise and 
uniform prescriptions.

In the following discussion, an 
overview of some of the elements 
distilled from the experience in the 
reform process will be presented 
in section A for ready reference. 
A number of broader, comparative 
perspectives concerning the man-
agement of ongoing policy changes 
and related implications will be 
discussed in section B, with a fo-
cus on the lessons that can be 
gleaned from the rich and varied 
experience within the region.

A . EVOLVING PATTERNS OF 
PO LICY ORIENTATION AND  

REFO RM S

The imperatives and impulses for 
restructuring and consequent policy 
shifts, although highly diverse in 
terms of nature and urgency among 
developing economies of the region, 
have both an internal and an external 
dimension. Given the increased 
competition as a result of deepened 
internationalization, plus tighter con-
straints on domestic resource avail-
ability attributable in part to the 
persistence of large macroeconomic 
imbalances, particularly since the 
1980s, the need for enhanced effi-
ciency and flexibility in the operation 
of both factor and product markets has 
proved to be all the more crucial. The 
intensified application of the princi-
ple of comparative advantage thus 
comes to play an increasingly central 
role behind the process of policy 
evolution in most of these economies.

This strategic orientation, which 
had become the development focus in 
the Republic of Korea, Singapore and 
Taiwan Province of China in the 
1960s, contributed to the strong and, 
by and large, sustained patterns of 
economic growth and structural trans-
formation realized by these newly 
industrializing economies (NIEs). 
Such an outcome, among other rea-
sons and circumstances, has gradually 
given rise to the increasing recogni-
tion by other developing economies 
that not only is the world market a 
vast investment-stimulating source of 
demand, but also the process of 
expanding economic interdependence 
provides useful competitive discipline 
with regard to domestic prices and

costs, as well as a crucial source of 
better technologies and management 
expertise. There have been other 
movements towards trade liberaliza-
tion and economic deregulation, of 
varying levels of intensity, across the 
East, South-East and South Asian 
subregions since the late 1970s; the 
process has sped up measurably from 
the middle of the 1980s among many 
of these economies as well as in 
several Pacific island countries.

The dynamics of comparative 
advantage, as applied and achieved 
in various parts of the region since 
the 1960s, have led to evolving paths 
and speeds of industrialization, and 
industrial specialization in trade and 
production; these have exhibited 
roughly the broad contours of the so- 
called “wild geese flying pattern”.1

1 Owing to rapid economic growth 
and structural transformation, Japan and 
then the “ second generation” of cur-
rently industrializing economies of Hong 
Kong, the Republic of Korea, Singapore 
and Taiwan Province of China have lost 
a large part of their location-specific 
advantages in labour-intensive and light 
manufactured exports to the “ third gen-
eration”  countries just entering into the 
early stages of intensive industrialization 
and industrial upgrading processes, in-
cluding China, Indonesia, Malaysia, 
Philippines and Thailand. This stylized 
concept of the industrial life cycle was 
first put forward by K. Akamatsu in 
1962, with several other variants appear-
ing in the professional literature since. 
See K. Akamatsu, “A historical pattern 
of economic growth” , The Developing 
Economies, Preliminary Issue, vol. 1, No. 
1 (August 1962), pp. 3-25; and W.V. 
Rapp, “The many possible extensions of 
product cycle analysis” , Hitotshubashi 
Journal o f  Economics, vol. 16, No. 1 
(June 1975), pp. 22-29.
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However, this multiple catching-up 
process has necessitated ongoing, 
successive policy transitions which, 
not infrequently, are intersectoral in 
scope, require much external and 
extended financial support, and em-
body considerable government as-
sistance and steerage. At the same 
time, however, the nature and extent 
of such prerequisites as overseas 
resource transfers and government 
intervention have also evolved along 
with the rapidly growing and diver-
sified economy.

Among other things, the con-
certed drive for high and rising 
export shares, together with trade- 
related inward foreign investment, 
have generated in most restructur-
ing economies significant gains in 
economic efficiency and flexibility, 
thus enabling them to handle bet-
ter the needs of successive struc-
tural transitions as well as serial 
external economic shocks and 
shifts. The cumulative learning 
process and other inherent exter-
nalities of scale and scope are in-
ternalized in rapid increases in la-
bour productivity plus rising de-
grees of technological dynamism 
both in catching up with best 
practice and least-cost innovations, 
and in keeping up with continu-
ously emerging and often shorten-
ing new product cycles.

Generally, the policy regime 
governing external trade and com-
mercial transactions exerts a cru-
cial influence on the patterns and 
pace of industrial development and 
modernization in most economies 
of the region. The immediate im-
peratives and impulses for initiat-
ing reforms in external sector 
policy tend to be location specific. 
Among the NIEs during the 
1960s, there was a need to avoid 
the tightening constraints from a 
small domestic market and, in the 
case of the Republic of Korea and 
Taiwan Province of China, from 
the phasing out of large bilateral 
assistance; most of the NIEs had 
had a stable macroeconomy which,

again in the case of these two 
East Asian economies, had been 
achieved through a series of basic 
adjustments in exchange rate and 
financial intermediation policies, as 
well as land reforms.

Among the dominant reasons 
for structural adjustments made by 
most economies in other develop-
ing subregions in the subsequent 
decades were to reverse costly 
and/or unmanageable imbalances in 
the external and fiscal accounts, 
and/or to promote economic 
growth and technological upgrad-
ing and diversification. Indone-
sia’s substantial reform measures 
of the mid-1980s, necessitated in 
part by the reverse oil price shock, 
greatly transformed the “high- 
cost” economy of the oil boom 
years during the mid-1970s to the 
early 1980s so that non-traditional 
exports, largely manufactures, have 
become the most important source 
of foreign exchange earnings. Re-
structuring efforts elsewhere among 
the ASEAN-4 from the early 
1980s and in several South Asian 
and transitional economies in 
South-East Asia late in the same 
decade were needed to contain or 
reduce acute imbalances in re-
source use; the adjustment process 
among most of the ASEAN-4 was 
then greatly strengthened by an-
other large surge in foreign direct 
investment inflows in the mid- 
1980s.

The scope and speed of exter-
nal and, for that matter, industrial 
sector policy adjustments have also 
exhibited much diversity. Trade 
and exchange reforms in the Re-
public of Korea and Taiwan Prov-
ince of China were not accompa-
nied by wholesale ancillary liber-
alization of external sector policy 
or other extensive domestic eco-
nomic deregulation. These early 
beginners in fact took almost two 
decades to liberalize appreciably 
domestic controls on trade, domes-
tic financial markets and the exter-
nal capital accounts. Such a

gradualist approach was facilitated 
considerably by the stable eco-
nomic expansion of the industrial-
ized countries which provided a 
vast market for competitive ex-
ports, particularly during the 
“ golden age”  of the 1960s and 
most of the 1970s. The reform 
process was intensified in the Re-
public of Korea and Taiwan Prov-
ince of China in the 1980s, partly 
on account of greater instability, 
constraints and competition in the 
global economy.

Most other economies under-
taking substantial restructuring 
measures in the 1980s such as the 
ASEAN-4 and South Asian coun-
tries have adopted a faster pace 
and wider scope in policy reform. 
The process as implemented 
among the ASEAN-4 has involved, 
in varying degrees of simultaneity, 
ancillary and major changes in ex-
ternal trade and capital, industry, 
and domestic financial sectors. In 
addition, many of these policy ad-
justments were telescoped into a 
space of much less than a decade; 
indeed, the policy regime govern-
ing external trade and other trans-
actions in most market economies 
of South-East and South Asia ex-
hibits or will show a higher de-
gree of outward orientation than 
that of the Republic of Korea and 
Taiwan Province of China at com-
parable stages of development and 
policy reorientation. Such speed 
has certainly been facilitated by 
the relatively open stance regard-
ing external capital accounts trans-
actions in the ASEAN-4; there is 
also a liberal domestic financial 
environment in Malaysia, and in 
Indonesia the financial sector was 
deregulated substantially between 
1983 and 1988.

This pattern of “shock 
therapy” was necessitated by a 
number of factors such as rising 
global economic interdependence, 
and the quick pace of technologi-
cal progress in the 1980s, causing 
discrete and fast-changing shifts in
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dynamic comparative advantage 
among economies within and out-
side the region. Apart from 
missed opportunities, a more 
gradual process would run the risk 
of partial completion, especially in 
an environment of wide-ranging 
and entrenched economic distor-
tions and rigidities. On the other 
hand, there were sizeable 
macroeconomic imbalances sustain-
able under the external and do-
mestic conditions prevailing at the 
time only at rapidly increasing 
economic and social cost. Given 
such initial circumstances, a 
shorter transitionary period was 
judged necessary to impart greater 
credibility to the reform process; 
in many cases, it also proved una-
voidable.

There has been no unique or 
universal pattern of sequencing of 
policy reforms, not least because 
of the great diversity of initial 
conditions among the restructuring 
economies. There are two levels 
at which difficult issues concern-
ing the order of liberalization or 
deregulation arise. One relates to 
the removal of distortions and 
rigidities among sectors and mar-
kets, while the dichotomy between 
short-term stabilization and long- 
term structural adjustment consti-
tutes the other.

The Republic of Korea and 
Taiwan Province of China gener-
ally have followed the conventional 
approach of reforming the real 
(product) sectors in advance of fi-
nancial and external capital ac-
counts deregulation. To some ex-
tent, Thailand has adopted a simi-
lar phasing of sectoral policy ad-
justments during its restructuring 
process from the mid-1980s and, 
more recently, Pakistan has also 
liberalized significantly external 
capital accounts transactions before 
commensurate trade reforms; sev-
eral other countries such as India 
apparently are proceeding by and 
large with complementary trade 
and capital deregulation. On the

other hand, Indonesia and Malay-
sia have had virtually an open 
policy stance on capital accounts 
transactions for quite a long time 
and, with significant domestic fi-
nancial liberalization in Indonesia 
during the mid-1980s, an open fi-
nancial sector as well. Mean-
while, the major trade and indus-
trial distortions that remained were 
being eliminated in tandem or in 
the wake of financial deregulation 
in these countries.

This reverse sequencing was 
facilitated to a considerable extent 
by notable differences in several 
initial conditions in Indonesia and 
Malaysia, compared with those 
prevailing in other economies. In 
addition to a high domestic sav-
ings rate and full convertibility of 
the local currencies, there were in 
the case of Malaysia close eco-
nomic and financial linkages with 
Singapore and a strong stance to-
ward exchange rate management, 
with large downward adjustments 
made as necessary, in Indonesia. 
It is thus instructive that Indonesia 
has not had destabilizing flows of 
foreign capital, one of the feared 
consequences of external exchange 
liberalization before internal finan-
cial deregulation, in spite of the 
coexistence between an open capi-
tal account since the early 1970s 
and a heavily regulated domestic 
financial sector until the mid- 
1980s. There is indeed evidence 
that tight controls on capital ac-
counts transactions apparently are 
not always effective in stopping 
capital flight among developing 
economies generally.2

As in the case of structural 
adjustments, short-term demand

cies and management: A model for
successful structural adjustment” ,
Strategies for Structural Adjustment - 
The Experience o f Southeast Asia, In-
ternational Monetary Fund, ed. (Wash-
ington, D.C., IMF and Bank Negara 
Malaysia, 1990), pp. 119-121.

management measures also often 
arouse considerable opposition and 
win little immediate support; the 
timing of stabilization and restruc-
turing decisions thus tends to re-
flect forced circumstances among 
economies in the region. Al-
though various economic imbal-
ances or crises have been caused 
by unfavourable exogenous shocks, 
not infrequently they also represent 
the cumulative effects of 
unsustainable macroeconomic poli-
cies or inappropriate structural 
policies. Most adjustment pack-
ages adopted also contain a mix 
of stabilization and structural re-
forms, external sector liberalization 
in particular. Proper sequencing 
assumes additional significance in 
this context, not only to minimize 
widespread transitionary problems. 
It is also necessary to ensure rela-
tive consistency and balance 
among implemented measures so 
as to arrive at mutually supportive 
rather than offsetting outcomes.

The experience of aggregate 
demand management within the re-
gion displays considerable variation 
in terms of timing and phasing. 
Certainly it was the serial external 
shocks of the early 1980s that pro-
vided the momentum for both 
macroeconomic and structural ad-
justments among many economies 
in the last decade. Nevertheless, a 
pattern has also emerged concern-
ing the relatively widely shared 
emphasis on the maintenance of a 
stable macro-economy as a precon-
dition for growth and restructuring. 
The Republic of Korea had been 
experiencing rapid economic 
growth with relatively high levels 
of inflation since the early 1970s. 
The 1983 stabilization programme, 
which helped moderate significantly 
price instability in the subsequent 
years, was implemented when fast- 
paced growth had been regained 
from 1982 and current accounts 
deficits lowered appreciably; in a 
way, the programme was thus pre- 
emptive in nature Singapore' s
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prompt mid-course correction of 
the high-wage policy in response to 
the 1985 recession facilitated 
greatly the resumption of growth 
and restructuring.

Generally, however, several 
stabilization programmes had to be 
initiated by the ASEAN-4 in the 
early and mid-1980s as a result of 
sizeable and prolonged macro- 
economic imbalances. Austerity 
measures then aggravated the 1985 
economic downturn virtually across 
market economies of South-East 
Asia. But the restoration of sound 
macroeconomic fundamentals pro-
vided the necessary stability and 
signals for the implementation of 
ongoing or successive restructuring 
measures; combined they contrib-
uted to the investment- and export- 
led boom in the second half of 
the 1980s. The Philippines was 
perhaps the earliest among the 
ASEAN-4 to initiate, in 1980, a 
major five-year trade liberalization 
package. Programme implementa-
tion, however, was derailed by the 
economic and financial crisis of
1983. Restrictive short-term meas-
ures, among several other con-
straints, contributed then to poor 
macroeconomic performance in the 
next several years; the country 
also did not benefit fully from the 
foreign investment boom during 
the second half of the last decade.

The earlier gains from trade 
liberalization and the reform proc-
ess in Sri Lanka could also not be 
sustained owing to, among other 
unfavourable developments, widen-
ing and large macroeconomic im-
balances, such as the fiscal and 
current accounts deficits and high 
inflation in a large part of the 
1980s. The successful process of 
price stabilization in China and 
Viet Nam during the mid- and 
late-1980s constrained in varying 
degrees overall growth perform-
ance and the continuity of ongoing 
reforms designed to gradually re-
move the main causes of overall 
imbalance in resource availability

and use, particularly within the 
public sector.

Outward development orienta-
tion through progressive external 
sector liberalization and economic 
deregulation has induced succes-
sive industrial restructuring among 
many developing economies of the 
region over the past several dec-
ades, those in East and South-East 
Asia in particular. A hallmark of 
this pattern, characterized as the 
so-called “ multiple catching-up 
process” , is the combination of ju-
dicious harnessing of private sector 
initiatives and resources with im-
aginative (if not always visionary) 
and conditional support from gov-
ernment. Such synergy between 
public sector provision and private 
sector participation was instrumen-
tal in ensuring adequate and 
timely changes in domestic supply 
so as to meet new, alternative or 
anticipated opportunities for invest-
ment and export production, par-
ticularly at the earlier stages of in-
dustrialization and industrial re-
structuring in many East and 
South-East Asian economies. Un-
der the discipline of international 
comparative advantage, this 
synergic collaboration has also not 
permitted the disproportionate 
growth and dominance of persist-
ently overprotected, high-cost 
parastatal enterprises or infant in-
dustries.

The shifting competitive edges 
displayed by various strata of ad-
justing economies can be seen in 
several branches of industry such 
as electronics and other electrical 
machinery, metals production and 
manufactures, textiles and other la- 
bour-intensive products (box II.11). 
These changes originated from the 
evolving patterns of industrial di-
versification and upgrading through 
both positive and defensive re-
structuring measures among the 
economies concerned. Such struc-
tural adjustments were made im-
perative by a complex interplay of 
changing location-specific cost and

other advantages, trade friction and 
related problems, and the need for 
enhanced technological linkages 
and collaboration. Trade-related 
foreign investment has been a cru-
cial catalyst in the process of 
growing complementarity through 
restructuring in many parts of East 
and South-East Asia, although its 
importance has been relatively 
modest in the Republic of Korea 
and, to a lesser extent, Taiwan 
Province of China; many other 
economies in the region, including 
most of the Asian least developed 
countries, have not benefited fully 
from the flows of this particular 
external resource.

In many South Asian countries 
and several transitional economies 
as well, substantial measures for 
policy reform were introduced at a 
time when the international 
economy was in varying degrees of 
recession; there are also consider-
able uncertainties as regards move-
ments in the broad external eco-
nomic and financial trends, at least 
in the early part of the 1990s. 
Under a less propitious global envi-
ronment, the task of sustaining the 
scope and pace of economic liber-
alization and deregulation through 
greater regional and international 
economic complementarity would 
be among the most challenging fac-
ing these economies. However, 
policy reform should properly be 
an ongoing and adaptive process, 
especially in a world of increasing 
interdependence with rapidly short-
ening product cycles and shifting 
comparative advantage. Many 
economies in the region will thus 
have to carry forward and manage 
successive phases of policy adjust-
ments and economic transition not 
least because, comparatively, there 
remains considerable scope for fur-
ther liberalization and deregulation 
of their trade and industry policy 
regimes.

Many others, such as the 
ASEAN-4 and the NIEs, will have 
to grapple with the increasingly
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Box II.11. The multiple catching-up process in export competitiveness

One o f the manifestations aris-
ing from the patterns o f industrial 
diversification and upgrading, par-
ticularly in the East and South-East 
Asian subregions, is the expanding 
range o f manufactured products in 
the export basket. Generally, most 
o f  these products are new goods 
which tend to embody a greater 
proportion o f skills and technolo-
gies. Equally notable are several 
examples o f  technological leapfrog-
ging that have been made possible 
through international trade and in-
vestment flows and the domestic 
learning process. The second and 
third strata o f industrializing econo-
mies have become more com-
petitive in a number o f manufactur-
ing branches without necessarily

having to wait for opportunity space 
to be vacated by the earlier 
industrializers.

The multiple catching-up process 
appears to have accelerated since the 
mid-1980s, as revealed particularly by 
the changing structures o f  commodity 
trade between the newly industrializ-
ing economies (NIEs) and Japan, with 
the former gaining a competitive edge 
in the development and export o f 
many products in which Japan has en-
joyed a dominant world-maiket share. 
According to results from a survey 
conducted by Japan’s Economic Plan-
ning Agency, these products include 
iron and steel, shipbuilding, ferrous 
and non-ferrous metal products, trans-
port machinery and peripheral equip-
ment, and organic and non-organic

chemicals. A more recent survey in 
mid-1988 o f 50 Japanese makers of 
a large range o f  major electronics, 
information, machinery and transport 
equipment products indicated that 
the NIEs plus Malaysia and Thai-
land were then, or would be by the 
early 1990s, as competitive as Japan 
or even more so in the manufacture 
o f many o f  these products; a sample 
o f such manufactured goods and the 
estimated time-frame o f  catching-up 
are reproduced below for ease of 
reference.a

a A s reproduced and quoted 
by Y.C. Park, “The little dragons 
and structural change in Pacific 
Asia”, The World Economy, vol. 12, 
N o. 2 (June 1989), pp. 144-145.

a As o f mid-1988; abbreviation o f names: CH stands for China; HK, Hong Kong; MA, Malaysia; RK, Republic 
o f Korea; SI, Singapore; TP, Taiwan Province o f China; and TH, Thailand.

b Dynamic random access memory o f 256 kilobites or less.
(Continued overleaf)
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Export competitivenessa

More competitive Same level

Estimated catching-up time-framea

Three years Five years Ten years

Information equipment
Household telephone sets 
Personal computer 
Fixed-disk equipment 
Digital telephone exchanges

Electronics products
Videotape recorders 
Colour television sets 
Radio receivers 
Radio cassette players 
Refrigerators 
Microwave ovens 
Calculators
Individual semi-conductors 
Dynamic memory chipsh

Machinery and transport equipment
Injection moulding machines 
Numerically controlled lathes 
Industrial robots 
Wide-use motors 
Watchs (popular)
Folklift vehicles 
Automotive parts 
Bearings

HK,RK,SI,TP
SI,TH

RK,TP
CH,HK,MA,RK,TP,TH

CH,HK

RK
RK
HK

RK

HK,RK,TP

SI,TH

HK,RK,SI,TP

RK,TP

SI 
SI,TP 

TP

RK,SI,TP,TH
MA,SI,TH

M A,TH

MA,SI
RK,SI,TP

HK,TP

RK
RK

RK,TP
RK,TP

HK,RK,TP

CH
RK

RK,TP

CH

HK,RK,SI

HK
CH,MA,TH

CH
HK,SI,TP

HK,SI
SI

TP
TH

MA,TH

CH,MA,TH

CH,MA,TH
CH,MA,TH
CH,MA,TH

CH
CH,MA,SI

CH,MA,RK



(C ontinued from  preced in g  page)

These trends apparently  imply, 
am ong o the r characteristics, in -
creased com plem entarity  th rough  
intraregional foreign trade and  in -
vestm ent, as w ell as m ore intensive 
com petition  am ong the upper-tiered  
industrializers in both  the  A sian and 
th ird  m arkets. T he m ultifaceted  in -
teractions to  em erge are likely to 
generate b o th  opportun ities for 
gainful specialization in “ n iches” ,

as well as the expansion space for 
late-comers or late industrializers 
through the continual shifts in the 
levels and magnitudes o f  location- 
and ownership-specific comparative 
advantage. It is also likely that there 
would be considerable trade tension 
and other frictions as the various ad-
justm ent and restructuring processes 
are undertaken at the country level to 
accommodate better the unfolding

contours o f  global and regional eco-
nomic interdependence. In this 
context, agreem ent in the Uruguay 
Round o f  multilateral trade negotia-
tions under the auspices o f  GATT 
would be one o f  the central prereq-
uisites for the continued dynamic 
patterns o f  trade and development 
exhibited by many o f  the develop-
ing economies o f  the region over 
the past several decades.

complex multiple catching-up proc-
ess, as well as with the rapid tran-
sition to another stage or level of 
structural transformation whereby 
the generation of technologies, 
knowledge and a wide range of 
tertiary services would play a cru-
cial role. From the development 
trends of the past, it is likely that 
the transition into mature industri-
alization would be truncated and 
involve several elements of techno-
logical and other types of competi-
tive leapfrogging. Historically, the 
process has few counterparts and 
to this extent, it may pose addi-
tional unexpected challenges to the 
macro-management of the econo-
mies concerned.

In addition to industrial devel-
opment, the evolving reform proc-
ess towards greater trade liberali-
zation and domestic economic de-
regulation has also improved the 
domestic incentive structure within 
the agricultural sector. Reinforced 
by earlier or ancillary policy ef-
forts to raise farm production and 
productivity by means of both 
price and non-price measures, agri-
cultural performance in many 
economies of South-East and 
South Asia strengthened sharply 
from the mid- or late 1970s; a 
similar improvement had taken 
place in the Republic of Korea 
and Taiwan Province of China 
through land and other policy re-
forms several decades earlier. The 
expanding agricultural sector, in

turn, contributes to domestic in-
dustrialization as a source of in-
puts and demand. It thus holds 
great promise as an important fac-
tor of internally-generated growth, 
particularly in several large agri-
cultural economies. Further
growth and restructuring in this 
context would involve diversifica-
tion to cope better with changes 
and shifts in demand due to rising 
levels of income and employment; 
it is likely that production would 
increasingly shy away from food 
grains into higher value or value- 
added cash crops and other activi-
ties such as fishery, livestock and 
horticulture.

However, in a number of 
economies of the region, including 
several least developed ones, food 
self-sufficiency has been precarious 
from year to year. The green 
revolution has yet to be wide-
spread. Some economies are also 
constrained by highly limited areas 
of cultivable land and considerable 
land degradation. Intensive culti-
vation appears unavoidable for en-
suring continual food security and 
adequate nutrition. Thus the diffu-
sion of technologies and practices 
in greater harmony with diverse 
cultivation and environmental con-
ditions, plus the ancillary provision 
of infrastructure facilities and serv-
ices would constitute some of the 
major tasks of agricultural policy. 
Their implementation would prove 
a daunting challenge to most least

developed and, for that matter, Pa-
cific island economies because of 
a variety in initial handicaps, in-
cluding lower levels of develop-
ment and acute shortages of hu-
man and financial resources, 
greater vulnerability to natural dis-
asters, and other severe structural 
constraints.

B . SO M E  P E R SP E C T IV E S
O N  PO L IC Y  R E F O R M  

M A N A G E M E N T

The approaches and character-
istics of reform in various econo-
mies are kaleidoscopic. What ap-
parently has emerged from this dy-
namic vista is that the process of 
evolving transformation through 
the changing international division 
of labour within and across the 
developing ESCAP region is likely 
to remain both appealing and rel-
evant to most of these economies 
in the coming decade. This is so 
for reasons that have appeared re-
currently in the preceding chapters: 
as a means to improve domestic 
efficiency and flexibility through 
external competition, as a way of 
attracting foreign investment and 
finance, and as a modality to ob-
tain technology transfers and man-
agement expertise.

Indeed, one of the outstanding 
characteristics exhibited by the 
process is the learning curve 
economies and other positive ex-
ternalities that have been accumu-
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lated through the creative and 
powerful market forces unleashed 
by deliberate economic and social 
policy in many economies. Such 
gainful acquisition has pushed far 
outwards the production feasibilities 
or frontiers; it has also continu-
ously infused dynamic patterns in 
the structures of comparative ad-
vantage, thus opening new devel-
opment paths and horizons beyond 
the narrow confines of the quality 
and amount of factor endowments 
in any given period. At the same 
time, however, the art of policy-
making and management for pro-
gressive transitions involves highly 
complex policy and institutional is-
sues, among others, many of 
which do not have corresponding 
historical precedents; in addition, 
location-specific guidelines for the 
resolution of these issues are not 
readily available. Pertinent cases 
in point include the transformation 
of centrally planned economic or-
ganizations to ones which operate 
with greater reliance on market 
forces, or the continual transition 
of economies between a newly in-
dustrializing to mature industrial 
status within a remarkably trun-
cated period of time.

1. Overview

Like most other historical 
processes of rapid growth and 
structural change, any self-reinforc- 
ing system of cumulative causation 
is predicated on a number of 
tightly interwoven prerequisites. 
These include the underlying eco-
nomic fundamentals along with the 
broader external trends, and their 
interaction as mediated by the 
macroeconomic policy framework, 
among other things. Differences 
in these initial conditions account 
in large measure for the varied 
success among the adjusting and 
restructuring economies in various 
parts of the developing ESCAP re-
gion.

First and perhaps foremost is

the realization of a high and rising 
rate of domestic savings over time. 
This implies, among other things, 
reasonably effective resource mobi-
lization and financial intermedia-
tion policies as well as sustainable 
levels of fiscal deficits in the pat-
terns of overall resource use. But 
a high savings rate also entails 
greater flexibility and scope to ab-
sorb external shocks and to cope 
better with the inevitable disrup-
tions of stabilization and restruc-
turing programmes. A second and 
related parameter is the general 
absence of sizeable and prolonged 
macroeconomic imbalances. This 
reflects the sustainable outcomes 
of domestic demand management 
and restructuring policies as devel-
opment unfolds along the path of 
deepened interdependence; a rea-
sonably stable macro-economy is 
also essential for gainful resource 
mobilization in the long term. 
Combined with an outward devel-
opment approach, these two eco-
nomic fundamentals can play a 
significnat part in attracting large 
inflows of external savings, and a 
rising share of inward direct in-
vestment in such transfers, to 
cushion the domestic resource gap. 
Foreign investment is not the only 
means of access to external tech-
nologies, innovations and market-
ing opportunities, as can be seen 
from the several restructuring ap-
proaches adopted in different 
economies in the region. Never-
theless, it is a risk-sharing modal-
ity and, other things being equal, 
is not often associated with or 
supportive of “white elephant” 
projects.

All these factors have cer-
tainly facilitated the productive in-
ternalization of foreign resource 
transfers as a supplement, and not 
substitute, for inadequate private 
sector surpluses and not infre-
quently negative government sav-
ings in many economies. It is 
likely that appropriate macro- 
economic policies will be of even

greater significance in the 1990s 
and beyond, not least because the 
continued availability of large ex-
ternal savings over the last decade, 
direct investment especially, has 
tended to depend less on certain 
propitious factors of the interna-
tional economic environment. In-
creasingly, a judicious combination 
of a supportive policy framework 
with a responsive market mecha-
nism would most probably yield a 
sharper edge to economies in their 
mobilization of investment re-
sources needed to cope flexibly 
and efficiently with the ever- 
changing contours of comparative 
advantage.

The task of managing growth 
and change, already highly chal-
lenging in many respects, could 
become even more difficult if the 
broad external trends during the 
coming decade were to be even 
less accommodating than in the 
recent past. Global capital short-
age is a possibility given the sub-
stantial investment and rehabilita-
tion needs of various regions and 
reduced savings and/or current ac-
counts surpluses from traditional 
sources of net capital exporters. 
At the same time, the extent and 
strength of global economic recov-
ery among major OECD countries 
are at best less than reassuring, 
while the prospects of an agree-
ment on the current Uruguay 
Round of multilateral trade nego-
tiations are not yet in sight. Fu-
ture investment and market oppor-
tunities also tend to be clouded by 
the emergence of large economic 
groupings in various parts of the 
world. For many economies in 
this region, there are also few 
promising signs that the Middle 
East and the former CMEA coun-
tries would reemerge as an impor-
tant source of inward private re-
mittances, as they were a few 
years earlier.

The degree of uncertainty is 
large. Nevertheless, there will al-
ways be a high premium on do-
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mestic economic flexibility and ef-
ficiency, and international competi-
tiveness; these attributes indeed 
have constituted an important ob-
jective of the evolving policy ad-
justments and reforms among the 
large number of developing econo-
mies in the region over the past 
two decades or so. Given the 
great diversity in initial economic 
conditions among them, details 
from their rich and varied experi-
ence have to be treated separately 
and on their own pragmatic merits. 
The perspectives presented below 
therefore do not necessarily reflect 
fully or uniformly the magnitudes 
and complexities of the various di-
mensions and dilemmas associated 
with the management of the re-
form process.

2. Policy  orientation and  
restructuring

The changing patterns of com-
parative advantage among econo-
mies have come to be increasingly 
driven and honed by both econo-
mies of scale and scope. Late-
comers or late industrializers, 
which are typically constrained by 
inadequate human and financial re-
sources as well as physical infra-
structure, are thus facing difficult 
policy choices. There are, indeed, 
promising possibilities for an ac-
celerated rise in labour and other 
factor productivity, plus a faster 
pace of industrial restructuring and 
upgrading through technological 
leapfrogging as well as the avoid-
ance of some of the costly mis-
takes made by the preceding gen-
erations of industrializing econo-
mies. But this would necessitate 
a realistic appreciation of future 
development opportunities, the 
identification of strategic industries 
of future potential, and the focus-
ing of major trade and industrial 
policy instruments along with the 
available resources for promoting 
the industries concerned.

The synergic harmonization of

government provision and private 
enterprise especially in the positive 
restructuring achieved by several 
of the early industrializing econo-
mies, mentioned earlier, is not 
easy to replicate due to appreci-
able differences in initial condi-
tions, including in economic and 
financial resources, institutional ar-
rangements, and availability of 
skills and expertise. Although the 
details are not readily transferable 
across space and at different peri-
ods of time, the general orientation 
appears to be more clear cut: ju -
dicious government support for im-
aginative, forward-looking struc-
tural adjustments would greatly 
improve their chances of success, 
particularly in economies initially 
at lower levels of industrialization 
or at the earlier stages of succes-
sive economic transition. The is-
sues to be addressed by promo-
tional industrial and ancillary poli-
cies are both wide-ranging and 
complex, as experience has amply 
revealed. The needs are not al-
ways functional or across-the-board 
in nature, such as export orienta-
tion or technological enhancement 
policies. Subsectoral and even 
firm-specific approaches are often 
required in the process.

The path of such a policy 
stance is certainly not without se-
rious pitfalls and difficulties; ex-
amples abound as regards the se-
lection of “winners” as well as 
support for “losers” among re-
structuring economies of the re-
gion. There is thus much room 
for enlightened pragmatism in the 
collaborative harnessing of private 
sector entrepreneurship and other 
resources with the provision of 
conditional, time-specific incentives 
for competition and competitive-
ness and for the building and en-
hancement of organizational and 
human resource capabilities, or the 
created factor endowments. In the 
context of many developing econo-
mies, particularly the latecomers 
and industrializers, progress in

such synergic cooperation entails 
also successive phases of trade 
liberalization and economic de-
regulation necessary to untangle
all the prevailing or even en-
trenched subsectoral incentive
structures and other protective
measures that have created 
rigidities, impaired competition,
and induced biases in the choice 
of factors or technology.

But it is also apparent that a 
market mechanism does not 
emerge necessarily and naturally in 
the wake of wide-ranging policy 
adjustments and reforms. In addi-
tion, there remain areas in which 
an operational market system fails 
to be an adequate guide. Often 
concerted efforts at institution- 
building are required, particularly 
at the initial stages, to help aug-
ment efficiency creation and com-
petitiveness, to encourage risk-tak- 
ing and innovation, and to repair 
lingering market failures (for ex-
ample, in the provision of public 
goods) and various imperfections 
in the operation of product and 
factor markets.

Major institutional components 
of the market, be they a produc-
tion organization, a banking and 
insurance system, or contracting 
arrangements, need to be created 
and modified continuously to fit 
better with, as well as to facilitate 
further the smooth, self-sustaining 
or autonomously driven growth 
and transformation process. In-
deed, the experience of several 
economies indicates that the exist-
ence of too much or too little 
regulation and/or the persistence of 
large macroeconomic imbalances 
can yield outcomes which do not 
reflect full domestic potential or 
which are not always totally in 
line with what is widely perceived 
as just and tolerable, and hence 
can be highly counter-productive. 
It follows that market and govern-
ment intervention need to have 
complementary rather than com-
petitive roles in many respects.
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There are thus no short-cuts 
to success and modernization in 
the context of most developing 
economies. The issue is not a di-
chotomy between the functions of 
government and those of laissez- 
faire, but rather between efficient 
and pragmatic forms of govern-
ment intervention versus crippling 
or dogmatic ones; the former 
have recently come to be known 
variously as “market-friendly” or 
“market-augmenting” governance. 
Perceived this way and other 
things being equal, the economic 
liberalization and deregulation 
process under way in many of 
these economies should serve to 
strengthen in due course the mutu-
ality of complementary functions 
between government and the mar-
ket.

Government capacity and or-
ganization thus have a great im-
pact on the contents and results of 
the reform process. These vari-
ables, which are partly dependent 
on the stages of overall develop-
ment and institutional arrange-
ments, pose another set of con-
straints in the management of 
policy adjustments and reforms. 
Adequate analytical capability con-
tributes greatly to the speed and 
coherence of policy responses. 
However, experienced and dedi-
cated economic managers and bu-
reaucrats, reasonably insulated 
from the political environment, of-
ten are in short supply in most 
developing economies. The use of 
expatriate personnel, which is 
common in smaller economies in-
cluding many Pacific islands, is 
not always practical or feasible 
and is thus only a stop-gap meas-
ure. In addition, a realistic inter-
pretation of economic problems 
and trends, which are often fast 
changing especially in a crisis, re-
quires a wide range of statistics 
whose supply tend to be partial, 
outdated or even not sufficiently 
consistent in many cases. These 
make it doubly difficult to gauge

accurately and in a timely manner 
evolving developments, especially 
critical turning points or supply 
take-offs etc.

Another equally important pre-
requisite for effective implementa-
tion relates to the availability of 
ancillary instruments and institu-
tions. Frequently the revealed lags 
and mismatching in aggregate sup-
ply and demand responses are at-
tributable also to policy levers and 
linkages, at various levels of 
aggregations, which do not connect 
or only connect loosely to the eco-
nomic variables requiring 
stabilization or restructuring. The 
difficulties are then compounded 
by inadequate administrative capac-
ity and other limitations on the 
scope for independent policy con-
trol itself, due to structural, geo-
graphical, locational and other rea-
sons.

Furthermore, many structural 
adjustment and short-term 
stabilization programmes are 
intersectoral in nature and thus 
very complex administratively. 
The already limited depth and so-
phistication of public sector mana-
gerial talents and organizations are 
thus stretched and diffused even 
more in many economies. At the 
same time, the design and imple-
mentation of policy reform require 
high degrees of cohesion and co-
ordination among many agencies 
at various levels and layers of 
government. Such interaction can-
not always be guaranteed, nor is it 
readily forthcoming for several rea-
sons. On the one hand, percep-
tions of broad economic trends 
and policy options are frequently 
shaped by national historical expe-
rience or the accepted asessments 
of that experience; they are also 
intertwined with a host of other 
factors besides hard facts which, 
as noted previously, are often not 
up to date and complete. Genuine 
convictions along the chain of 
policy inputs may well lead to 
conflicting or sharply different op-

erational strategies and priorities. 
On the other hand, the bureau-
cratic machinery itself may be di-
rectly involved or affected by eco-
nomic liberalization; government 
officials and public sector employ-
ees have constituted powerful in-
terest groups in many parts of the 
region. The strong thrusts towards 
greater economic liberalization and 
deregulation through the reform 
process thus confront an array of 
vested group and institutional in-
terests in existing arrangements 
within the public sector itself. In 
this connection, it is characteristic 
that several broad-gauged 
stabilization and adjustment pro-
grammes have been launched with 
the advent of new government.

3. H um an resources 
requirements

Successful restructuring pre-
sumes the availability of adequate 
supportive infrastructure which is 
not limited to just the physical 
types such as water, transport, 
power and communication. The 
existence of a large pool of rela-
tively literate and adaptable human 
resources is indispensable to the 
transformation process. Indeed, 
acute labour shortages due to 
rapid expansion of labour-intensive 
industrialization had necessitated 
the consequent skill-intensive in-
dustrial upgrading and diversifica-
tion among the NIEs during the 
1970s; among the ASEAN-4, 
Malaysia and Thailand are experi-
encing at present varying degrees 
of labour scarcity in terms of 
both supply levels and skill re-
quirements. It is now widely rec-
ognized that differences in the 
skills of average workers and in 
the composition of human re-
sources in technical fields are an 
important causal factor behind the 
observed variations in labour pro-
ductivity among economies, or 
across enterprises within an 
economy.
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Human capital formation typi-
cally has a long gestation period. 
In addition, a large range of 
knowledge and skills are generic 
in nature and hence transferable 
across firms and industries. In 
such cases, the process of skill 
formation and enrichment pos-
sesses characteristics of a “public 
good”  with the attendant need for 
government support and incentives 
through the provision of formal 
and vocational training. It should, 
however, be noted in this connec-
tion that a perfect match between 
the technological needs of an 
economy and educational outputs 
over time is scarcely possible in a 
dynamic sense. In particular, the 
formal part of education is not 
readily adjustable to rapid and of-
ten unpredictable changes in tech-
nologies, to increasingly short 
product cycles, and to the rising 
frequencies of customized produc-
tion and the associated shifts in 
market demand for different types 
of skills. There is also the well- 
known divergence in the perceived 
private benefits of particular skills 
or kinds of education from their 
benefits to society.

Nevertheless, the widespread 
incorporation of microelectronics- 
based information technologies in 
both products and the production 
processes plus the fast evolving 
patterns of comparative advantage 
would tend to generate a pervasive 
need for flexible and multiple skill 
formation; this would be necessary 
for greater adaptability and flexibil-
ity on the part of the work force to 
fast-paced changes in job require-
ments and production technologies. 
Greater professionalization of the 
education system, especially in the 
secondary and post-secondary 
stages, may thus be needed to cre-
ate and diffuse more widely the 
range of generic knowledge and 
skills indispensable for the transi-
tion to an information-intensive 
economy through the restructuring 
process. On-the-job training,

whether formal or informal, would 
then complement or supplement the 
acquired generic knowledge and 
skills. Indeed, such training has 
provided a great deal of cost-effec-
tive skill enhancement in many 
cases.3

And there emerges in this 
connection an additional, two-
pronged challenge to policy reform 
management. First, there is the 
need to identify development pos-
sibilities and associated knowledge 
and skill requirements, as well as 
to induce the generation of human 
capital in sufficient quantity and 
quality through both formal educa-
tion and on-the-job training. Sec-
ond, the encouragement of indus-
trial entrepreneurship and associ-
ated intermediating abilities consti-
tutes a complementary policy ob-
jective, especially in many low-in- 
come, least developed and Pacific 
island economies. The develop-
ment of a risk-taking class of hu-
man resources has a great bearing 
on the restructuring process al-
though it is probably as difficult 
and complicated to achieve as skill 
formation and diffusion. At the 
same time, however, it may also 
be necessary to ensure that large 
unproductive economic rents are 
not being reaped during the entre-
preneurship promoting phase.

4. Transition costs

There is another dimension to 
human resource development in 
economic restructuring. Price and 
structural rigidities often prevent 
more timely and commensurate re-
sponses from productive factors to

3 ESCAP, Background to an In te-
grated Plan o f  Action on H uman R e-
sources D evelopment fo r  the ESCAP  
Region  (ST/ESCAP/601); Industrial 
Restructuring in Asia and the Pacific 
(ST/ESCAP/960), pp. 287-295; and 
Restructuring the Developing Econo-
mies o f  Asia and the Pacific in the 
1990s (ST/ESCAP/879), pp. 146-147.

structural and/or stabilization 
policy signals. The consequent 
systemic lags and misadjustments 
inevitably generate wide-ranging 
transition costs whose impact can 
be severe but appreciably different 
on various groups. The issue of 
how structural adjustment and 
short-term stabilization burdens
should be allocated among groups 
constitutes another strategic as
well as one of the more painful 
dilemmas facing government.

Economies contrast signifi-
cantly in the number and variety 
of well-organized, active interest 
groups and the degrees to which 
they have long-established linkages 
to government or clearly identified 
constituencies. Generally, however, 
the poor and other more vulner-
able social segments (including 
women, the aged and infirm, and 
the young) are not always well 
represented among these groups. 
Notwithstanding the several diffi-
culties in establishing causal links, 
there is considerable evidence of 
the regressive social impact, par-
ticularly in terms of employment 
and income/benefit distribution, 
arising from austerity and other 
expenditure rationing efforts asso-
ciated with short-term stabilization 
programmes, several of which em-
body structural adjustment meas-

4ures.
The persistence of dire pov-

erty and the many unsatisfied ba-
sic needs of a large number of 
people both in the urban and rural 
areas of many low-income econo-
mies, and incidences of the same 
in higher-income economies of the

4 There are, in particular, revealed 
shortfalls in governm ent outreach and 
social service activities, increases or 
reduced rates o f decreases in observed 
indexes o f m alnutrition and public ill 
health, and a  general deterioration in 
the standard o f living. Pertinent de-
tails can be found in the references 
contained in footnote 38 in chapter I, 
and L. Taylor, op. cit., pp. 164-165.
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region highlight the pressing need 
for protective and targeted safe-
guards for the underprivileged dur-
ing the transition period. These 
may range from direct compensa-
tory programmes, such as public 
work schemes to benefit groups 
that have been badly affected, the 
adoption of new technologies and 
better management in the social 
sector, to improved welfare moni-
toring. In particular, measures to 
increase rural employment and in-
comes are important, especially in 
South Asia, where a significant 
proportion of the households do 
not have land and hence alterna-
tive avenues of meeting basic 
needs.

Such palliatives, however al-
truistic, can become an integral 
part of the process of fundamental 
change if they are conceived and 
built-in right at the onset of im-
plementation, rather than tacked on 
after the event; an explicit recogni-
tion of social obligations is an im-
portant part and parcel of greater 
community cohesion and values. 
Nevertheless, their design should 
preferably be aimed also at accel-
erating, and not delaying, the re-
structuring and/or stabilization 
process. Otherwise, it is likely 
that their impact would be tran-
sient until or unless the root 
causes of poverty and unequal 
welfare distribution were success-
fully removed, which certainly is a 
long-term proposition.

Indeed, it may be pertinent to 
note in this connection that virtu-
ally all economies in the region 
have made notable progress in 
extending both the coverage and 
availability of social infrastructure 
as a redistributive measure. 
However, the configurations of fa-
cilities and services that have 
been developed still leave much 
scope for improving the degrees 
of equity in access and coverage, 
notably among various income 
groups, in different locations (ur-
ban and rural), and between gen-

ders.5 In part, such a develop-
ment is due to the way policies 
and allocations have been modi-
fied in line with ad hoc or un-
predictable budgetary constraints 
which emerge or are mandated 
during the adjustment or 
stabilization process. The modifi-
cations not infrequently have in-
volved across-the-board cuts and/ 
or increases in public service fees 
and charges; social and, to a 
lesser extent, economic develop-
ment outlays often bear the brunt 
of austerity budgets, not least be-
cause a commensurate compres-
sion of recurrent spending would 
be hard to achieve.

Thus from a long-run perspec-
tive, the continuing search for 
greater economic efficiency, flex-
ibility and hence competitiveness 
are not necessarily inconsistent 
with an achievement of greater so-
cial equity. Given the resource 
constraints and widening 
macroeconomic imbalances, social 
progress depends even more on 
sustainable growth and transforma-
tion. The continual reform proc-
ess will involve both “winners” 
and “losers” at various transi-
tional stages and in stabilization 
episodes. But by shifting policies 
onto a path more conducive to im-
proved economic growth and re-
structuring over time, the removal 
of various poverty traps and vi-
cious circles of poverty-cum-envi-
ronmental degradation will be fa-
cilitated. In turn, it is hoped that 
this will enable a rising proportion 
of the available human resources 
to play a more active and gainful 
role in the economy and society at 
large, thus enhancing the overall 
socio-economic welfare.

5. Environment

Poverty alleviation and im-
proved distributive equity, including 
the prevention of set-backs to the

satisfaction of basic needs borne 
by the poor and other more vul-
nerable groups during the transi-
tion period, are more than the fun-
damental goals of economic 
growth and structural transforma-
tion. They would also help reduce 
the serious degradation of the 
ecology in many parts of the re-
gion or, for that matter, elsewhere 
in the third world. Abject poverty, 
aggravated by excessive population 
growth, has led to unsustainable 
exploitation in many areas of the 
resource base for food, fuel and 
other necessities for subsistence. 
These problems of environmental 
degradation are well known, al-
though the ways and means of 
ameliorating them are often con-
strained by inadequate technical 
awareness plus a lack of financial, 
institutional and human resources 
in many developing economies. 
Meanwhile, the eroding natural as-
sets further impoverish the larger 
population with the poorer and 
more vulnerable social segments 
typically bearing a disproportionate 
burden.

However, an adverse environ-
mental impact can also be brought 
about by the evolving restructuring 
process, unless there are adequate 
safeguard measures. Industrial 
growth and diversification in many 
developing economies have often 
been accompanied by activities 
which have a heavy impact on the 
quality and quantity of environmen-
tal capital; many of such activities 
also represent a redeployment and/ 
or transplantation, through foreign 
trade and investment, as necessi-
tated by shifting comparative ad-
vantage and/or tighter environmen-
tal regulation and controls in the 
source economies.

Serious pollution problems 
have arisen from the development 
of resource- and energy-intensive 
manufactures such as petroleum 
refineries and petro-chemicals, in-
dustrial chemicals, wood products, 
iron and steel and non-ferous met-
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als, coal and ceramics etc. The 
expanding microelectronics indus-
try can create new types of envi-
ronmental contamination, including 
heavy metals and other hazardous 
wastes through air- and water-
borne discharges, which are not as 
well known; and so can other 
high-technology undertakings such 
as biotechnology and new materi-
als engineering. On the output 
side, the consumption of many in-
dustrial end-products also contrib-
utes to environmental degradation 
through the creation of myriad 
forms of waste. Notable cases in 
point include pesticides, detergents, 
plastics, the operation of combus-
tion engines and several modes of 
energy generation.6

The evolving patterns of re-
structuring in many economies of 
the region thus pose another di-
lemma, apart from those associated 
with the distribution of transition 
costs and other, as yet unresolved, 
issues of public priorities. Devel-
opment is needed to mitigate dire 
poverty and poverty-induced envi-
ronmental degradation, but growth 
through industrialization also gener-
ates severe stresses and strains on 
the ecology. It is thus apparent 
that the drive to promote and sus-
tain industrialization through policy 
adjustments and reforms in many 
economies would necessarily be 
constrained by the renewability of 
the resource base along with the 
environmental absorptive capacity.

Concerted efforts are thus re-
quired to compensate for past as 
well as to avoid the future neglect 
of proper maintenance, timely re-
placement and long-term renewal

6 United Nations Industrial De-
velopment Organization, Industry 
and Development Global Report 1990/ 
91 (UNIDO publication, Sales 
No.E.90.III.E.12), pp. 91-92 and 156- 
158.

of industrial plus environmental as-
sets as appropriate. These restora-
tive and preventive measures will 
raise the cost of output and hence 
growth itself: the required amounts 
of investment and technical human 
resources associated with the on-
going restructuring process, formu-
lated on the environmentally- 
friendly basis of anticipate-and-pre- 
vent, rather than react-and-cure as 
was the previous practice, would 
likely be much higher than in the 
past. But there is also an external 
dimension to this issue as ecologi-
cal damage often is of a 
transborder nature. Greater harmo-
nization and complementarity of 
national environmental policies and 
standards on a bilateral, regional 
or international basis would thus 
be the first best course of action 
although for all practical purposes, 
the time for such an option is yet 
to come.

It is encouraging to note, in 
the context of international coop-
eration, that there is a wide array 
of collaborative arrangements and 
modalities to take better advantage 
of the great potential and opportu-
nities for even higher levels of 
complementarity arising, in part, 
through deepening economic inter-
dependence within the region as 
well as between economies of the 
region and others elsewhere. Such 
arrangements and initiatives have 
emerged at various geographical 
levels (ranging from bilateral to 
interregional frameworks and pro-
posals) and sectors, including eco-
nomic and financial among 
others.7

However, the scope and op-
portunities for further cross-border 
cooperative efforts so as to help 
strengthen and enhance the domes-
tic process of economic liberaliza-
tion and deregulation are far from 
exhausted. To name just a few, 
these are embodied in the substan-

tial differences, among the region's 
developing economies at varying 
stages of development and transi-
tion, in the levels of operational 
technologies and their mastery, in 
labour supply conditions and skill 
composition, in institutional con-
figurations that have emerged from 
the reform process, and in the 
evolving patterns of dynamic com-
parative advantage. The uncertain 
circumstances of the coming dec-
ade make it all the more impor-
tant that the gains from collabo-
rative and/or consultative action be 
fully exploited, not least to smooth 
out and minimize the tensions and 
frictions that are bound to emerge 
along the various paths of growing 
international and regional com-
plementarity.

Indeed, by widening the oppor-
tunity space for expansion for all 
concerned, successful international 
cooperation would facilitate greatly 
domestic efforts to ensure greater 
compatibility of macroeconomic 
policies to the external environ-
ment. Viewed in this perspective, 
short-term stabilization and longer- 
term restructuring measures at the 
national level can be regarded as 
interdependent aspects of a single 
process of economic globalization. 
Therein lies a basic challenge of 
the art of economic policy manage-
ment being faced by policy makers 
in a world of increasing com-
plementarity and internationaliza-
tion.

7 For further details, see ESCAP, 
“ Restructuring the developing ESCAP 
economies in the 1990s: challenges
and opportunities o f restructuring the 
developing ESCAP economies in the 
1990s, with special reference to re-
gional economic co-operation”  (E/ 
ESCAP/703); “ Institutional arrange-
ments for regional economic co-opera-
tion”  (DP/IM REC/3); and “ Industrial 
restructuring in A sia and the Pacific” 
(ST/ESCAP/960), pp. 342-345.
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Since the 1957 issue, the Economic and Social Survey o f Asia and the Pacific has, in addition to a review
of the current situation of the region, contained a study or studies of some major aspect(s) or problem(s) of
economies of Asia and the Pacific, as specified below:

1957: Postwar problems of economic development
1958: Review of postwar industrialization
1959: Foreign trade of ECAFE primary exporting countries
1960: Public finance in the postwar period
1961: Economic growth of ECAFE countries
1962: Asia' s trade with western Europe
1963: Imports substitution and export diversification
1964: Economic development and the role of the agricultural sector
1965: Economic development and human resources
1966: Aspects of the finance of development
1967: Policies and planning for export
1968: Economic problems of export-dependent countries. Implications of economic controls and liberalization
1969: Strategies for agricultural development. Intra-regional trade as a growth strategy
1970: The role of foreign private investment in economic development and co-operation in the ECAFE region.

Problems and prospects of the ECAFE region in the Second Development Decade 
1971: Economic growth and social justice. Economic growth and employment. Economic growth and income

distribution
1972: First biennial review of social and economic developments in ECAFE developing countries during the

Second United Nations Development Dacade 
1973: Education and employment
1974: Mid-term review and appraisal of the International Development Strategy for the Second United Nations

Development Decade in the ESCAP region, 1974 
1975: Rural development, the small farmer and institutional reform
1976: Biennial review and appraisal of the International Development Strategy at the regional level for the

Second United Nations Development Decade in the ESCAP region, 1976 
1977: The international economic crises and developing Asia and the Pacific
1978: Biennial review and appraisal at the regional level of the International Development Strategy for the

Second United Nations Development Decade 
1979: Regional development strategy for the 1980s
1980: Short-term economic policy aspects of the energy situation in the ESCAP region
1981: Recent economic developments in major subregions of the ESCAP region
1982: Fiscal policy for development in the ESCAP region
1983: Implementing the International Development Strategy: major issues facing the developing ESCAP region
1984: Financing development
1985: Trade, trade policies and development
1986: Human resources development in Asia and the Pacific: problems, policies and perspectives
1987: International trade in primary commodities
1988: Recent economic and social developments
1989: Patterns of economic growth and structural transformation in the least developed and Pacific island

countries of the ESCAP region: implications for development policy and planning for the 1990s 
1990: Infrastructure development in the developing ESCAP region: needs, issues and policy options




