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EXECUTIVE SUMMARY
The Asia-Pacific developing economies have recovered well in 2010 from the global financial crisis of 
2008/09. The dramatic V-shaped recovery witnessed in 2010 by the economies in the region was supported 
by massive fiscal stimulus packages along with renewed strength in exports. It helped the Asia-Pacific 
region emerge as a growth pole and a critical anchor for global recovery. As the recovery consolidates 
in 2011, the economies face fresh challenges, notably the rising inflationary pressures especially with 
the return of food and fuel crises. Furthermore, many export-driven Asia-Pacific economies could suffer 
the knock-on effects of sluggish growth in some advanced economies, including the United States of 
America and the European Union, in which some governments have undertaken drastic programmes to 
reduce deficits through spending cuts and tax increases. Moreover, there is a risk that some Asia-Pacific 
economies could be destabilized by volatile flows of speculative capital.

The 2011 earthquakes and tsunami in Japan will also have wide repercussions, though smaller than might 
have been expected initially. ESCAP estimates that a one percentage point slowdown of economic growth 
in Japan relative to 2011 baseline growth would result in a 0.1 percentage point slowdown in growth for 
the Asia-Pacific developing economies as a whole. 

In the medium term, governments will also need to consider ways to boost domestic demand and intensify 
regional integration. In this light, the Economic and Social Survey of Asia and the Pacific 2011 considers 
how to improve regional connectivity, and also indicates how the least developed countries can take 
advantage of this by increasing their productive capacities. 

Growth outlook for 2011

The Asia-Pacific developing economies are projected to grow in 2011 at 7.3%, as the recovery process 
consolidates. This rate is down from the 8.8% growth achieved in 2010 which was high due to a low 
base, and partly due to the withdrawal of fiscal stimulus policies, adoption of tight money policies and 
sluggish recovery in the advanced economies.  Economic growth in 2011 is expected to be broad-based. 
Growth projections of developing and transition economies by subregions are as follows: East and North-
East Asia at 7.9%, North and Central Asia at 4.8%, the Pacific island developing economies at 5.5%, 
South and South-West Asia at 6.8%; and South-East Asia at 5.5%.  

The region’s large developing economies continue to power ahead. The fastest-growing economies in 
2011 are expected to be China at 9.5% and India at 8.7% respectively, followed by Indonesia at 6.5%. 
The economies of India and Indonesia stand to benefit from robust consumption and investment, while 
China should benefit from the Government’s measures to reorient towards a more consumption-driven 
economy.
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However, in 2011 most economies are likely to see an increase in inflation. To some extent, inflationary 
pressures reflect a resumption in growth. Inflation also results from rising food and energy prices, which 
would have a particularly damaging impact on the poor and vulnerable populations. Furthermore, there 
are significant risks associated with the excess liquidity in developed countries, which is resulting in large 
inflows of speculative capital to Asia and the Pacific. This, in turn, is creating asset price bubbles as well 
as causing inflation and the appreciation of regional currencies.

The return of the food-fuel crises

Since early 2010, global food and oil prices have been on a sustained and synchronized upward trend. 
ESCAP estimates that oil price increases will reduce growth by up to one percentage point in some 
developing Asia-Pacific economies as well as put pressure on inflation and adversely affect current 
accounts. High oil prices will increase costs for domestic industry and push up the price of imports and 
reduce demand for exports. 

Food prices have increased in various countries by up to 35%.  While adverse climatic conditions have 
affected supply in many countries, increasing conversion of food crops into biofuels, export bans, hoarding 
and heightened speculative activity in food commodities backed by the massive injection of liquidity in 
the advanced countries have exaggerated the price surge. Rising food prices are having dire effects on 
the poor, and reversing hard won development gains. Due to the higher food and energy prices, ESCAP 
estimates that up to 42 million additional people across Asia and the Pacific may remain in poverty in 
2011 in addition to the 19 million already affected in 2010.  In the worst-case scenario in which food 
price inflation doubles in 2011 and the average oil price rises to $130 per barrel, achieving the Millennium 
Development Goal for many least developed countries would be postponed by up to a half a decade.

Depending on the degree of pass-through of food price inflation to prices of other products, and to related 
wage demands, governments may respond with monetary policy. However they will also need to address 
supply-side causes of food price increases. First, international cooperation through the United Nations 
and the G20 should be stepped up to curb financial speculation in food commodities and to regulate 
the diversion of food for biofuels. Second, price volatility for food grains should be addressed through 
the countercyclical use of buffer stocks. Third, vulnerable sections of the population should be protected 
through public food distribution systems, food vouchers or targeted income transfer schemes. In addition, 
prices could be reduced by lowering tariffs and/or taxes. Finally, in the medium term, efforts should be 
made to deliver a supply response by reversing the neglect of agriculture in public policy by enhancing 
support for agricultural research, development and extension and providing easier access to credit and 
other inputs in order to foster a new, knowledge-intensive “green revolution”. It would also make agriculture 
more environmentally resilient while enhancing agricultural productivity. Agricultural productivity can also 
benefit from South-South and triangular cooperation on knowledge and technology transfer. 

At the regional level, price shocks can be managed cooperatively by establishing regional food stocks such 
as the Rice Reserve Initiative of ASEAN+3 and the South Asian Association for Regional Cooperation 
Food Bank.  

Managing capital inflows

Accommodative monetary policies and low interest rates in developed economies are prompting investors 
to seek higher returns in emerging markets in Asia and the Pacific. As a result, overseas funds are 
being placed in currency deposits and local bond and equity markets. Equity markets in the Republic of 
Korea, the Philippines and Thailand, for example, are already at their pre-crisis peaks. Many investors 
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have also turned to the property markets, both in emerging economies such as China and high-income 
economies, such as Singapore and Hong Kong, China. As a result, the Asia-Pacific region has seen 
some the world’s steepest increases in property prices.

Many economies in the region have current account surpluses, which would tend to put upward pressure 
on exchange rates. But capital inflows have introduced additional appreciation pressures, including for 
economies that are running current account deficits such as India. Most major currencies in the region 
have risen significantly since 2009. 

Governments have attempted to insure against volatile capital flows by building up foreign exchange 
reserves. But this may be inadequate. A vulnerability yardstick developed by ESCAP indicates that the 
reserves of a number of countries are lower than their overall exposure to these vulnerabilities. 

Capital controls should be seen as important elements of the policy tool kit for reducing the volatility of 
the capital flows, as recommended by ESCAP previously. Some economies in the region have imposed 
capital controls over the past year, an approach which is now supported even by the International Monetary 
Fund. Developed economies should also support the imposition of such controls by taking measures that 
deter capital outflows, such as taxing them or requiring high margin requirements on foreign exchange 
derivatives that mimic actual outflows. 

Unemployment remains a concern for the vulnerable

Growth has supported a recovery in many labour markets but there are still acute concerns about 
the quality of jobs and the vulnerability of workers. The most serious problems are for young women 
and men, who are 3.2 times more likely than adults to be unemployed. In South-East Asia and the 
Pacific, that ratio rises to 4.7 times, the highest among the world’s subregions. Across the region, 
some 1.1 billion workers remain in vulnerable employment. For instance, 47% of workers are living 
with their families on less than $2 a day, and 23% of workers are living in extreme deprivation on 
less than $1.25 a day. 

As labour markets grow, policy makers need to focus more on quality jobs and incomes.  A post-crisis 
macroeconomic framework should seek full employment for men and women as a core policy goal, besides 
economic growth targets, inflation and sustainable public finances. As countries in the region reconsider 
their fiscal policies, and their sustainability, it is critical to incorporate a basic social floor. In addition to 
reducing insecurity for the poor, improved social protection can support countries in their efforts to rebalance 
the sources of growth. The crisis has prompted some countries in the region, including Malaysia and 
the Philippines, to consider establishing unemployment insurance schemes, while India has expanded its 
national rural employment guarantee scheme. 

Support alternative sources of demand

In the medium-term, Asia-Pacific exporting economies will need to generate more aggregate demand in 
the region to sustain their dynamism in order to mitigate some loss of demand from developed economies 
as they unwind the global imbalances by restraining debt-fuelled consumption. In particular, an ESCAP 
analysis finds that East Asian countries need to enhance consumption to drive future growth and investment 
in South-East Asian countries. With over 950 million people living on less than $1.25 a day, the region 
has lot of room for expanding consumption. Consumption rates can be enhanced by generating more 
household income, by such means as raising wages, enhancing employment opportunities or expanding 
social protection programmes, as discussed earlier.
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In the context of enhancing investments, the ESCAP analysis shows that wide infrastructure gaps exist 
in the region, with the least developed countries particularly lagging behind in infrastructure development. 
According to estimates, closing these gaps could require annual investments of about $800 billion over the 
next decade. For this purpose it can not only use domestic resources, but also benefit from the region’s 
considerable foreign exchange reserves. One option for using these would be an infrastructure development 
fund managed by a regional institution that could assist in intermediating between region’s vast foreign 
exchange reserves and unmet investment needs. Asia-Pacific economies also have the opportunity to 
develop new greener industries, which would lead to savings on energy and materials, and provide more 
affordable products to the poor while maintaining growth and enhancing environmental sustainability. 

Development-friendly global economic governance 

The region must also exert its influence, through the G20 and other forums, in the process of reform of 
the international financial architecture to make it more development friendly.  Important proposals in this 
regard include: establishing a special drawing rights-based global reserve currency that could be issued 
counter-cyclically; a global tax on financial transactions to raise resources for achieving the Millennium 
Development Goals and moderate short-term capital flows; and international regulations to curb excessive 
risk-taking by the financial sector. The approach adopted by the G20 to address global imbalances by 
restraining current account imbalances to a certain percentage of GDP is a good start.  The G20, as a 
major forum for global policy coordination on economic issues, should also act decisively to moderate the 
volatility of oil and food prices which are highly disruptive to efforts to achieve sustainable development. 
In the area of oil price volatility, the G20, being the group of all major consumers, can match the power 
exercised over the oil markets by the cartel of producers viz. the OPEC. The two groups may demarcate 
a benchmark “fair” price of oil and agree to restrict the oil price movement within a band around it. An 
additional measure to moderate the volatility in the oil market is for the G20 to create a global strategic 
reserve that would release the oil counter-cyclically. In the case of food price volatility, the G20 may 
act to regulate the speculative activity in food commodities and discipline the conversion of cereals into 
biofuels. It may expedite the implementation of the L’Aquila Initiative on Food Security which includes a 
provision of financing to developing countries for food security. In these and other areas, the Asia-Pacific 
region can further coordinate its actions through its eight members of the G20 which would ensure that 
the global economic governance architecture meets the region’s developmental needs. G20 can further 
enhance its credibility and effectiveness by evolving mechanisms for consultation with the non-member 
countries, as was arranged by ESCAP prior to the Seoul Summit. 

Extending regional connectivity

Rapid growth in dynamic economies such as China and India can also benefit smaller and poorer 
neighbours as it helped in recovery of the region from the crisis. But this cannot be taken for granted. 
The rising tide of development opportunities will not lift all boats if these are separated by water locks. 
These obstructions can take the form, for example, of restrictive non-tariff measures, complicated and time-
consuming customs procedures, differences in regulations, and poor transport infrastructure. As a result, 
the enormous opportunities generated by the more dynamic centres may stop at their national borders.

Intraregional trade

Intraregional trade among Asia-Pacific countries has expanded at a faster pace than their global trade 
bringing its share to nearly 52% in 2008. The analysis presented in the Survey shows that the potential 
of intraregional trade has not been fully exploited partly due to high trade costs and other barriers. The 
potential for greater trade is evident from the extent of complementarities between and within Asia-Pacific 
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subregions – particularly between East and North-East Asia and South-East Asia, and within East and 
North-East Asia. Moreover, for four of the five ESCAP subregions trade complementarities were greater 
with other subregions than within the subregions themselves. Regional integration should, therefore, not just 
focus on deepening integration within subregions but also on fostering trade links across subregions.

Intraregional foreign direct investment

Trade is closely linked with foreign direct investment (FDI). In the past, inflows to Asia-Pacific countries came 
from developed countries, but currently, an increasingly larger proportion is coming from other countries in 
the region, notably China, India, Malaysia, the Russian Federation, and Singapore as these countries have 
companies that can offer much-needed investment and technological expertise to lower-income countries.

Preferential trading arrangements 

The Asia-Pacific countries have been very active in pursuing preferential trading arrangements in recent 
years and by end of 2010, some 170 such agreement were in place in the region. These agreements tend 
to be bilateral or  subregional in nature and consequently, do not create a seamless, broader and unified 
Asia-Pacific market. However, they can serve as stepping stones toward achieving that goal. Two important 
initiatives in that direction are the East Asia Free Trade Agreement (EAFTA) and the Comprehensive 
Economic Partnership of East Asia (CEPEA). In particular, CEPEA, covering about 80% of the region’s 
population and GDP, and with greater potential of welfare gains for the participants, could constitute the 
nucleus for an incipient Asia-Pacific-wide free trade area to which other countries in the region could 
accede in the future. A complementary option would be a regional framework to link various subregional 
groupings in a preferential arrangement. As a broader regional forum with convening power, ESCAP could 
facilitate the emergence of such broader arrangements in the region. Considering the diverse levels of 
development in the region, the regional trading arrangements should not only include special and differential 
treatment provisions but also incorporate economic cooperation to narrow the development gaps.

Transport links

Rapid export growth has resulted in a sharp pick-up in maritime shipping. As of 2009, Asia had the 
world’s top five container ports – Singapore; Shanghai, China; Hong Kong, China; Shenzhen, China and 
Busan, Republic of Korea – which accounted for 23% of the world’s total container throughput. Much of 
the economic development has, however, been concentrated around major ports, leaving large hinterland 
areas relatively underdeveloped. Although land transport networks have improved, moving goods can still 
be very expensive because of long distances, high operating costs for trucks due to poor roads and 
ageing vehicles, high transhipment costs, and complex border- crossing procedures. In addition, the Pacific 
island developing economies face high costs because their small populations and low productive capacities 
make regular liner services unprofitable.

The Intergovernmental Agreement on the Asian Highway Network (AH) and the Intergovernmental Agreement 
on the Trans-Asian Railway Network (TAR) signed under the auspices of ESCAP have contributed 
to infrastructure investment and also triggered several multilateral initiatives. For instance, the Asian 
Development Bank (ADB), in collaboration with ESCAP, recently initiated a project on the development of 
priority AH routes and TAR lines. To assist in the integration of networks, ESCAP is developing a third 
intergovernmental agreement, which focuses on dry ports across the AH and TAR networks.

Trade and transport facilitation

Many countries now realize the importance of streamlining trade procedures. Consequently,  they are 
relying more on electronic data interchange, and are looking to institute national electronic single windows 
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through which traders can submit required documentation, pay duties, and receive clearance. The national 
single windows considerably help facilitate trade but in order to be effective, it needs to be accepted by 
all trading partners.  Many regional trading arrangements now cover trade facilitation within their scope. 

The overall efficiency of transport depends on the harmonization of legal regimes through international 
conventions. In the Asia-Pacific region, progress in this area has been uneven. The 12 landlocked countries 
in the region have acceded, on average, to only four of the seven relevant conventions, with their transit 
partners acceding to an even fewer number, leading to territorial discontinuity, which significantly reduces 
the conventions’ effectiveness. 

ICT connectivity 

As a result of the rapid diffusion of mobile networks and services, many poor people now have access 
to telecommunication services. In contrast, the region’s developing countries have very low broadband 
penetration, well below 10%, partly due to the cost of deploying land-based or submarine fibre-optic 
cables. However, there has been some progress in the Pacific, where some countries have benefited 
from linkages to existing cables. 

In order to boost information and communications technology (ICT) connectivity, governments need to 
establish regulatory frameworks that promote the development of fair and competitive markets, establish 
compatible national standards and encourage innovative applications, such as mobile banking. At the 
regional level, it is important to take into account potential synergies between ICT infrastructure and other 
physical infrastructure. For example, rights of way for roads and railways, such as those established under 
the AH and TAR agreements, could also accommodate telecommunications cabling or base stations. 

Energy connectivity

As the Asia-Pacific region has both large energy-importing and large energy-exporting countries, energy 
security would benefit from better physical connectivity between them as well as from institutions to promote 
cooperation. In this respect, the AH and TAR agreements serve as useful models. A potential regional energy 
arrangement should also consider issues of pipeline security and safety and explore low carbon paths that place 
more emphasis on efficiency and take greater advantage of renewable resources. Finally, it is important for 
the region to develop a deep, liquid and transparent market for crude oil, oil products, and gas. A structured 
Asia-Pacific regional energy dialogue may be established to foster energy cooperation on a sustained basis.

People-to-people connectivity: migration, overseas education, and tourism 

People-to-people connectivity could help promote better mutual understanding, enhanced trust and greater 
respect for diversity, thus contributing to a culture of peace. The Asia-Pacific region is a growing source 
as well as destination of migrants for higher education and overseas employment, and is also experiencing 
rapid growth in tourism.  While the majority of migrant workers in Asia and the Pacific leave the region, 
a significant proportion move within the region – most of them to neighbouring countries within the same 
subregion. Many of the subregions and countries in Asia and the Pacific have already taken some initiatives 
towards creating a legal framework for migration. North and Central Asia, ASEAN, and the Pacific have 
signed multilateral agreements, while some countries have established bilateral memoranda of understanding 
that establish guidelines and procedures for employment protection and the return of workers. 

Financial cooperation 

Asia and the Pacific has moved forward with regard to fostering regional cooperation through various 
initiatives, such as the Chiang Mai Initiative Multilateralization (CMIM), the Asian Bond Fund and the Asian 
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Bond Market Initiative. However, most of these initiatives are in their early stages and have limited scope 
and coverage. The region should build on CMIM to create a well-endowed, truly regional crisis response 
facility by expanding its membership to cover other systemically important countries and increasing its pool 
of resources.  Additional elements of a regional financial architecture, that ESCAP is currently elaborating 
on include: achieving closer cooperation between central banks, financial institutions and capital markets; 
creating a large infrastructure development fund, improving exchange rate coordination; and capacity-building 
for harnessing the public-private partnerships for investment in infrastructure. 

Building the productive capacity of the least developed countries

The least developed countries need to increase their productive capacity in order to benefit from greater 
connectivity and regional integration. Over the past 40 years, however, these countries have remained 
marginal exporters of manufactured goods. A renewed focus on building the productive capacity of the 
least developed countries should bring production and productive employment back to the development 
agenda. However, this should not mean simply producing more of the same goods and services; least 
developed countries need to expand the range of goods produced. 

Diversification, however, is path dependent in the sense that products that a country produces today affect 
those it will be able to produce tomorrow. Therefore, the least developed countries must keep in mind 
strategic diversification when choosing new products and select those that would increase the range of 
possibilities for further diversification. But when left to the market forces alone, least developed countries 
often do not diversify along the path that would lead to higher possible future returns. 

An assessment of the transformation of productive capacities of least developed countries in the Asia-Pacific 
region shows that these countries have lagged behind in the past two decades; not because they have 
reduced their productive capacity but because they have progressed more slowly than others. Moreover, 
few countries have been able to improve their productive capacities starting from levels similar to those of 
the Asia-Pacific least developed countries. That highlights the special circumstances that these countries 
face and the need to target assistance and strategies for the improvement of their productive capacities. 

The experiences of developed and newly industrialized countries has demonstrated the critical role played 
by strong and active intervention by the “development State” in the early stages. A pragmatic strategy for 
least developed countries to build their productive capacities is to let these capacities be generated or 
acquired as part of the process of strategic diversification through the combined efforts of the State and 
the private sector with a supportive role played by development partners.  The implementation of such 
strategy, as discussed at the ESCAP high-level policy dialogue on Asia-Pacific least developed countries 
in Dhaka in January 2010, would involve:

Stable investment-friendly macroeconomic policy framework: Least developed countries need to 
maintain strong macroeconomic fundamentals to foster productive investments for strong and sustained 
economic growth leading to expanding employment opportunities. Countries need to utilize the full scope 
of appropriate countercyclical policies to maintain economic and financial stability in the face of shocks 
to avoid abrupt economic fluctuations. 

Industrial policy and infrastructure development: Active public intervention is required to create 
infrastructure and promotional measures that are covered under industrial policy, including infant industry 
protection to domestic industry in the early stages of development. Public investment could play a proactive 
role in infrastructure development and act as catalyst of public-private partnerships by creating a virtuous 
cycle of investment and spurring inclusive growth. 
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Domestic resource mobilization: Least developed countries also need to foster a diversified, well-regulated 
and inclusive financial system that promotes savings and channels them to productive investments. The 
domestic supply of long-term capital also needs to be increased by developing domestic capital markets, 
venture capital funds and term-lending institutions and industrial development banks to provide financing for 
the creation of new productive capacities. Governments should also provide appropriate and coordinated 
support to meet the rising demand for microfinance. 

Technological upgrading: The scientific, technological and research and development capacities of the 
least developed countries need to be enhanced through national programmes, and supported by international 
institutions and programmes. Developed countries should facilitate technology transfer to least developed 
countries as required under the Article 66.2 of the TRIPS Agreement. It is also timely to consider setting 
up a technology bank for least developed countries, which could promote the transfer of key technologies, 
including pro-poor-, green-, agricultural- and renewable energy-related technologies.  

Financing for development: The policies aimed at harnessing the development potential of FDI should 
stimulate productive investment, technological capacities, the development of infrastructure and the 
strengthening of linkages within and across sectors and between different enterprises. Least developed 
countries could also adopt associated policies, such as performance requirements, to facilitate technology 
transfer and diffusion from FDI. Intraregional FDI originating in other developing countries, as observed 
earlier, enhances the options for them. Development partners could assist in investment promotion through 
leveraging official development assistance (ODA) and by providing risk cover, and capacity-building for 
project development, among other policies.  

Efforts need to be made to improve the quality of ODA and increase its development impact. There is 
also a need to set up special purpose thematic funds dedicated to least developed countries, such as a 
commodity stabilization fund, a technology fund, a diversification fund and environment-related funds. Aid 
for “new” purposes needs to be truly additional and should not divert resources from other internationally 
agreed goals.  

Market access and aid for trade: Least developed countries need to be provided with enhanced and 
predictable market access, support for the establishment of export supply capacity that is competitive both 
in cost and quality, and new trade-related infrastructure. More transparent and simplified rules of origin 
and more comprehensive product coverage could improve the use and value of Generalized System of 
Preferences (GSP). In addition, developed countries and developing countries in a position to do so should 
implement fully the duty-free, quota-free market access as agreed in the Hong Kong WTO Ministerial 
Declaration. 

The focus of aid for trade should be to assist least developed countries in building productive infrastructure 
and trade capacities to enable them to participate effectively in the multilateral trading system. Aid for 
trade should be aligned to the national development strategies. In addition, least developed countries 
should receive priority in the disbursement of funds. 

South-South, triangular and regional cooperation: With the rise of emerging countries in the region as 
the growth poles of the world economy, South-South, triangular and regional cooperation have become 
viable strategies for development. An increasing number of countries, such as China, India, Malaysia, 
the Russian Federation, Singapore and Thailand, have well developed programmes for assisting other 
developing countries, especially their neighbouring least developed countries. Such initiatives should be 
further promoted and extended.

***




