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KEy FINDINgS  AND MESSAgES

Development in Asia and the Pacific is increasingly being affected by the ongoing Great Recession 
in the global economy. 

•	 Growth in the developed world continued to slow during 2012 as the euro zone experienced 
a double-dip contraction and economic expansion in the United States of America remained 
anaemic. 

•	 Falling demand in the developed world has led to a broad-based slowdown in Asia and the Pacific, 
with China and india increasingly being affected by the economic downturn.

•	 GDP growth in 2012 for Asia and the Pacific is now expected to be 5.6%. This is lower than the 
6.5% projection indicated in the Economic and Social Survey of Asia and the Pacific 2012, due to the 
worsening economic conditions. The current 2013 forecast is for a moderate improvement to 6.3%.

The region is faced with new challenges emanating from abroad since the Survey 2012.

•	 The impact of a fiscal cliff deadlock in the United States could have a significant effect on growth 
in Asia-Pacific countries.

•	 The third round of quantitative easing in mid-2012 has affected currencies and asset prices in the 
Asia-Pacific region, making economic management more complicated.

The impact of the generalized slowdown on inclusive and sustainable development in the region 
stands to be substantial.

•	 Job and income growth is expected to decline.

•	 Fewer people are forecast to be able to pull themselves out of poverty. 

in addition to the challenges emanating from abroad, the region must deal with structural issues 
resulting from past policy mistakes and inappropriate policy responses. Among these issues are 
rising inequality and energy and infrastructure shortages.

To address both short-term and long-term issues, economies in the region confronted with the 
challenges of slowing demand in the developed world and structural impediments will have to look 
increasingly towards undertaking supportive measures at the domestic level and enhancing regional 
cooperation.

The structural solution to invigorating the domestic drivers of growth will lie in making their 
development process more inclusive and sustainable. 

Fortunately, many economies in the region are well-placed to undertake the measures required, 
through the use of well-targeted fiscal and monetary policies directed to productive and social 
sectors of the economy which generate high employment and have lower carbon intensity.

The region also has various mechanisms in place that can be strengthened and expanded  in order 
to enhance regional cooperation in dealing with common challenges.
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INTRODuCTION

Development in Asia and the Pacific is increasingly being affected by the ongoing 
Great Recession in the global economy. Growth in the developed world continued 
to slow in 2012 as the euro zone entered into a double-dip contraction in growth 
and economic expansion in the United States of America remained anaemic. Falling 
demand in the developed world has led to a broad-based slowdown in Asia and the 
Pacific. A number of large economies in the region, most notably China and india, 
which proved resilient in the early part of the crisis, have recently slowed markedly 
and, consequently, the support that they have been providing to other Asia-
Pacific economies through the channel of intraregional demand has lessened. The 
slowdown in China during 2011/12 has had a significant impact on the region, with 
ESCAP analysis indicating a loss in potential gross domestic product (GDP) growth  of 
up to 0.7 percentage points for some economies and $76 billion in exports for the 
region as a whole.

The impact of the generalized slowdown on inclusive and sustainable development 
in the region stands to be substantial with job and income growth expected to 
decline. Job growth is already seen to be on the wane, with 7 out of 10 economies in 
a recent regional sample exhibiting a fall in the pace of jobs created as compared to 
2011.1 Of critical concern is the impact that the slowdown in income growth will have 
on poverty reduction, with fewer people forecast to be able to pull themselves out 
of poverty. ESCAP estimates that by 2013, some 10 million people in the Asia-Pacific 
region will be affected when considering the poverty line of $1.25-a-day, and 13.7 
million people based on a $2-a-day poverty line. This means that nearly 14 million 
people are vulnerable to poverty due to the ongoing global economic crisis. The 
situation may deteriorate further if food and energy prices continue to rise due to 
drought in the United States and geopolitical uncertainty in the Middle East. With 
regard to pressure on food prices, cereal stocks are projected to contract by 25 
million tonnes in 2012/13.2 The slowdown of the pace of poverty reduction in the 
region is expected to have the greatest impact on the South and South West Asia 
subregion, which is home to more than half a billion poor, accounting for about 44 
per cent of the world’s poor.3 in particular, as a result of this, the achievement of the 
Millennium Development Goal of halving extreme poverty in Bangladesh and india 
may be delayed by a number of years. 

Economies in the region that are confronted with the challenges of slowing demand 
in the developed world will have to look increasingly towards undertaking supportive 
measures at the domestic and regional levels. Such measures would help prevent 
external conditions from derailing their development progress and ensure specifically 
that the jobs and incomes of the poorest and most vulnerable sections of society 
were protected during this difficult period.

1   international Labour Organization, Asia-Pacific Labour Market Update (October 2012). Available from www.ilo.org/wcmsp5/groups/public/---asia/---ro-
bangkok/documents/publication/wcms_191735.pdf.

2   Food and Agriculture Organization of the United Nations, Food Outlook: Global Market Analysis (November 2012). Available from www.fao.org/docrep/016/
al993e/al993e00.pdf.

3   Chen, Shaohua, and Martin Ravallion (2012). ‘An update to the World Bank’s estimates of consumption poverty in the developing world’. Briefing note, 
Development Research Group, The World Bank, Washington, DC. Available from http://siteresources.worldbank.org/iNTPOvCALNET/Resources/Global_
Poverty_Update_2012_02-29-12.pdf.

The impact of 
the slowdown 
on inclusive 
and sustainable 
development in the 
region stands to be 
substantial
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The generalized slowdown across the region in 2012 points to structural issues, such 
as rising inequality, and energy and infrastructure shortages. These issues are the 
result of past policy mistakes and inadequate policy responses, which go beyond 
the impacts emanating from the developed world. The slowdown even among 
the economies of the region with a larger domestic market clearly points to the 
shortcomings of their development strategies in ensuring sustained economic 
progress. With regard to the export-led economies, the declining contribution of 
their export sectors has also created the need to alter their development model in 
order to boost domestic sources of growth. The structural solution to invigorating 
the domestic drivers of growth for both sets of economies in the region will lie in 
making their development process more inclusive and sustainable. Fortunately, many 
economies in the region are well-placed to undertake the measures required, through 
the use of well-targeted fiscal and monetary policies directed to productive and 
social sectors of the economy with high employment intensity. Besides contributing 
to sustained economic growth, such coordinated and well-designed policies can 
also contribute to climate change mitigation while advancing developmental 
aspirations and ensuring food security. Moreover, there is not only a high degree of 
complementarity among the regional economies, but the region as a whole also has 
extensive financial reserves. Thus, enhanced regional cooperation offers an avenue 
for minimizing the effects of adverse external developments as well as for addressing 
long-term development deficits.

DEEPENINg SLOwDOwN FOR 
ASIA AND THE PACIFIC 

Uncertain global environment requires vigilance

The key concern for the global economy remains the spillovers from the difficulties 
in the euro zone with a number of countries slipping into a double-dip recession 
in 2012 (see figure 1) and possibly facing further difficulties ahead. As in previous 
years, a raft of initiatives has been taken in 2012 by European policymakers and the 
international Monetary Fund (iMF) with the aim to create a comprehensive structure 
of support. The objective has been to convince the financial markets that there is 
no longer the risk of a heavily indebted country defaulting or exiting from the euro 
zone. To date, however, the financial markets of these countries continue to trade 
under unstable conditions as evidenced by periodic increases in spreads at debt 
auctions to unsustainable levels. Underlying the response of the financial markets is a 
fundamental uncertainty about the use of austerity as the primary response to reduce 
debt ratios. One concern is whether the level and duration of austerity initiatives 
being attempted will be politically and socially feasible. in recent months, widespread 
protests have taken place in austerity-ridden economies. These upheavals are likely 
to spread as spending cuts deepen and job losses continue to rise sharply.4

4 The most influential view is that fiscal austerity is necessary now because it will instill “market confidence” that lies at the core of private sector 
spending decisions. Nobel Laureate Paul Krugman has often lamented this as an undue faith in the “confidence fairy” to spur growth. The advocates of 
the “market confidence” thesis overlook the fact that rating agencies typically induct growth variables in their assessment of sovereign risk analysis. More 
importantly, studies have shown that the impact of a growth contraction on measures of sovereign risks is higher than the impact of debts and deficits 
on such risks. Hence, when fiscal consolidation leads to growth contractions they reduce rather than raise market confidence.  See, Paul Krugman, “The 
conscience of a liberal. Cameron and the confidence fairy: an update”, New York Times, Opinion Pages, 11 February 2012. Available from http://krugman.
blogs.nytimes.com/2012/02/11/cameron-and-the-confidence-fairy-an-update/.

The generalized 
slowdown across 
the region points to 
structural issues, such 
as rising inequality, 
and energy and 
infrastructure 
shortages
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Figure 1. Real gDP growth of major developed economies, quarter-on-quarter, 
seasonally-adjusted,  annualized, 2007-2012

DEEPENiNG SLOWDOWN FOR ASiA AND THE PACiFiC

Source: ESCAP, based on data from CEiC Data Company Limited. Available from http://ceicdata.com/

The situation in the United States is somewhat more positive in comparison to the 
travails of the euro zone, and has, to a certain degree, provided some support to 
the global economy. The economy has experienced volatile but positive growth 
over recent quarters (see figure 1). Given its importance as an export market, the 
expansion in the United States economy provides some support to growth in the 
Asia-Pacific region. Nevertheless, growth and demand in the United States remain 
far below their levels before the crisis and therefore are not supporting economic 
growth in the region to the same degree that they did prior to 2008.

The immediate concern associated with the continuation of the recovery of the 
United States economy is the so-called fiscal cliff. This term refers to an existing 
commitment by the United States Congress to the expiration of a range of tax cuts 
as well as implementation of drastic across-the-board spending cuts of $1.2 trillion 
over a 10-year period starting from the end of 2012 if the legislature does not agree 
on an alternative agreement by that date. The implications of such an occurrence 
would be a drastic reduction in output amounting to up to 3 per cent of GDP and a 
sharp increase in unemployment to 9.1 per cent by the end of 2013.5 Given the weak 
growth in the economy at present, such a reduction in output could translate into an 
absolute contraction in GDP growth. The continuing political divisions in Congress, 
which also led to the initial debt ceiling debacle in late 2011 and resulted in the 
threat of the fiscal cliff, highlight a real risk that the process of reaching a compromise 
agreement will be difficult. This process may create significant uncertainty in global 

5 Congressional Budget Office, “Economic effects of policies contributing to fiscal tightening in 2013” (Washington, D.C., 2012). Available from www.
cbo.gov/sites/default/files/cbofiles/attachments/11-08-12-FiscalTightening.pdf.
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The fiscal cliff refers to a combination of mandated spending cuts and tax increases that would take place 
in the United States in January 2013 unless the legislature agrees on a new fiscal policy pact. The key 
components include, among other things, automatic reductions in public spending, an increase in various 
tax rates that were temporarily cut, such as individual income, payroll, and capital gains taxes, and the 
expiration of unemployment benefits. The Congressional Budget Office estimates that the impact of the 
fiscal cliff on the United States economy could be a drastic reduction of up to 3 per cent in GDP and a 
significant increase in unemployment to 9.1 per cent by the end of 2013. These implications could push the 
economy back into recession. 

This box contains estimates of the effects of the fiscal cliff on GDP levels in major Asia-Pacific economies. 
Based on the Oxford Global Economic Model, the simulation analysis carried out by ESCAP uses assumptions 
of various combinations of cuts in federal government defence and non-defence expenditures and 
increases in tax revenue in the United States in 2013. These assumptions are drawn from recent estimates 
by the Congressional Budget Office of the fiscal impact of alternative combinations of reforms which may 
be agreed by the legislature in order to avoid the fiscal cliff.6 The table below displays a list  of the various 
scenarios under consideration and shows that their estimated impact would be a decline in the United 
States GDP level in a range from 0.8 to 3.7 per cent. When estimating the impact of this slowdown in 
the United States on Asia-Pacific economies, ESCAP analysis also takes into account both the direct and 
indirect trade impact on the region. The indirect links are primarily through the production by Asia-Pacific 
economies of intermediate goods for final assembly in another regional economy (mainly China) and 
onward export to the United States.

The impact of the fiscal cliff on GDP growth would be substantial in many Asia-Pacific economies, with 
growth expected to decline by up to 2.2 percentage points. This repercussion is of particular concern 
given that growth prospects for the region are already below trend.

financial markets. The impact of the growing uncertainty in coming months on Asia-
Pacific countries, especially emerging economies, may be the familiar phenomenon 
of a “flight to safety” of short-term capital, causing problems for macroeconomic 
management.

The outcome of the fiscal cliff negotiations could significantly impact growth in the 
region, depending on the resulting composition of spending cuts and tax increases 
in the United States. ESCAP estimates that failure to resolve the fiscal cliff adequately 
could lead to growth in some Asia-Pacific economies slowing by up to 2.2 percentage 
points, with exporting economies such as Singapore, Hong Kong, China and Malaysia 
being most hit (see box 1).

Fiscal cliff scenarios 1 2 3 4 5 6

Face automatic cuts in defence and non-defence spending

Repeal most expiring tax provisions

Repeal most expiring tax provisions only for the rich

Discontinue payroll tax cuts and unemployment benefits

Decrease in United States output level in 2013 from baseline (%) 0.8 2.1 2.9 1.0 3.7 1.7

6 ibid. 

Source: ESCAP calculations, based on the Oxford Global Economic Model. 

Box 1.  Implications of fiscal cliff scenarios for economic growth in Asia and the Pacific

The outcome 
of the fiscal cliff 
negotiations in the 
United States could 
significantly impact 
growth in the region
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The figure below depicts, relative to the baseline, the range of percentage decreases in the GDP level 
under scenarios that the fiscal cliff occurs to varying degrees. For example, in Singapore, the decrease in 
GDP growth ranges from 0.2 percentage points if automatic spending cuts materialize (scenario 1) to 2.2 
percentage points if, in addition to spending cuts, most tax provisions and unemployment benefits are 
also discontinued for all income groups (scenario 5). The impact is lower if tax cuts are repealed only for 
individuals above certain income thresholds (scenario 6). In addition to Singapore, the linkage with the 
fiscal cliff is also relatively strong for China, Malaysia and Hong Kong, China, where growth could be slashed 
in these three economies by 0.9, 0.6 and 1.6 percentage points, respectively.

The fiscal cliff markedly cuts economic growth in some Asia-Pacific economies
Percentage decrease in GDP level from the baseline

Source: ESCAP calculations, based on the Oxford Global Economic 
Model and methodology in Basu, Sudip, Clovis Freire, Pisit Puapan, 
vatcharin Sirimaneetham and Yusuke Tateno, “Euro zone debt crisis: 
scenario analysis and implications for developing Asia-Pacific”, 
Journal of the Asia Pacific Economy, forthcoming. 

Difficulties for the region are also emanating from attempts by monetary authorities 
in developed economies to jumpstart growth through the commencement in 
September 2012 of the long-expected new round of quantitative easing, referred to as 
QE3, in the United States and  the implementation of the second round of long-term 
refinancing operations in the euro zone earlier in the year.  The main concern is that 
the extra injection of funds to the banking sector will find its way abroad, including 
to the Asia-Pacific region, in search of higher interest rates and growth prospects. 
The region, despite slowing growth, still presents far more attractive returns globally 
as well as relatively sophisticated capital markets which are open to such inflows. 
Economies in the region should therefore be prepared for concerted pressure from 
short-term capital on their exchange rates and asset prices, which will significantly 
complicate macroeconomic management. 

DEEPENiNG SLOWDOWN FOR ASiA AND THE PACiFiC
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The outlook for the economy of Japan remains subdued. Given the importance of 
exports for the economy, the global slowdown has substantially affected growth 
prospects. While the economy initially benefited from an uptick in growth in 2012 due 
to the resumption of economic activity following the Great East Japan Earthquake, 
growth has since slowed sharply (see figure 1). Exports have particularly suffered as 
the yen appreciated strongly over 2012 with the repatriation of funds by the domestic 
financial sector. The impact of the country’s slowing growth on Asia and the Pacific 
is, however, limited as the Japanese economy increasingly relies on exporting to 
other economies in the region, most particularly China, rather than the reverse. Thus, 
similar to the situation of other economies in the region, the prospects for Japan 
are dependent, to a large degree, on the ability of the large emerging economic 
powerhouses in Asia and the Pacific to sustain their growth.

Slowdown in regional powerhouses exerting 
significant drag on Asia-Pacific

The travails of the developed world are exerting an increasing impact on the exports 
of the region, with economies witnessing substantial reductions in export growth 
in recent months (see figure 2). The spillovers resulting from the euro zone group 

Figure 2. growth in merchandise exports, year-on-year, in selected developing Asia-Pacific 
economies, 2008-2012

Panel a: East and North-East Asia and South-East Asia
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Source: ESCAP, based on data from CEiC Data Company Limited. Available from http://ceicdata.com/ 

Panel b: South and South-west Asia 

of countries’ decline into a double-dip recession during 2012 are being keenly felt 
in the region. in addition, the continued anaemic growth of the United States, the 
largest trading partner of the Asia-Pacific region, has not provided a compensatory 
fillip to exports, while intraregional trade is constrained due to the slowing economic 
conditions in the large emerging markets of the region. 

Due to many economies’ high dependence on the external sector, the slowdown 
in exports will have a significant impact on the economic performance of the Asia-
Pacific region. it is important to note, however, that a significant amount of domestic 
production is not directly exported but still depends on external demand through 
domestic supply chains, known as component trade. ESCAP analysis of this effect 
indicates that in a number of major economies in the region, up to 20 per cent of 
total output in services is tied to external demand (see figure 3). Notably, the analysis 
shows that in the industrial and agriculture sectors, the dependence is even higher 
in a number of major economies, with close to 40 per cent of total output tied to 
external demand.

DEEPENiNG SLOWDOWN FOR ASiA AND THE PACiFiC
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The expected slowdown in China of close to 2 percentage points in GDP growth in 
2012 will affect the region significantly. Notably, as a result of this slowdown, GDP 
growth in some of the Asia-Pacific economies is estimated to be up to 0.7 percentage 
points below the level that it would have been without China’s slowdown, with a 
total loss of more than $49 billion in GDP and $76 billion in exports (see box 2). A 
substantial part of the slowdown in China is related to the country’s slowing exports. 
As a consequence, the regional supply chains that involve production of intermediate 
goods for manufactured exports from China will be affected. An added concern is 
that a significant portion of the slowdown in China is related to domestic factors. 
investment in the economy has slowed due to monetary policy tightening over the 
past months in an effort to reduce inflation and in particular to tame increases in 
property prices.

Figure 3. Reliance on external demand: output induced by external demand as % of total 
output, 2009

Source: ESCAP calculations, based on the data from World input-Output Database.
Note: Figures shown are shares of goods and services produced domestically but not induced by domestic final demand in total output, estimated 
based on the input-output tables for 2009.

The slowdown in 
China is affecting the 
region significantly
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ESCAP analysis shows that the slowdown in China since 2011 is having significant implications for the 
region’s economies in terms of lowering their growth and trade performance. Notably, as a result of this 
slowdown, GDP growth in some of these economies is up to 0.7 percentage points below the level that it 
would have been without China’s slowdown, with a total loss in GDP in the region of more than $49 billion 
and $76 billion in exports.  

ESCAP conducted multi-year impact assessments and counterfactual analysis for selected Asia-Pacific 
economies of a scenario of a slowdown in China. The table below shows the impact of the slowdown 
in China in 2011 and 2012 in selected Asia-Pacific economies, namely Australia, India, Indonesia, Japan, 
Republic of Korea, Malaysia, the Philippines, Singapore, Thailand and Taiwan Province of China. In the 
scenario, the slowdown of China in 2011 and 2012 was compared to the average pace of growth observed 
in the economy during the pre-crisis period of 2001-2007.7 The impacts are reported both in terms of 
percentage point changes of real GDP and export growth and in terms of GDP and export losses.

Impact of China’s slowdown on gDP and exports in selected Asia-Pacific economies, 2011/12

Country or area

gDP Exports

growth 
impact

(percentage 
points)

Loss over 
2011-2012 

(billion $)

Share in 
regional 
gDP loss 

(%)

growth 
impact

(percentage 
points)

Loss over 
2011-2012 

(billion $)

Share in 
regional 
export 
loss (%)

Australia 0.08 2.4 5% 0.42 2.6 3%

Hong Kong, China 0.25 1.2 3% 1.19 13.7 18%

India 0.07 2.4 5% 0.65 5.8 8%

Indonesia 0.28 4.8 10% 0.69 3.0 4%

Japan 0.14 16.3 33% 0.83 14.7 19%

Malaysia 0.09 0.6 1% 0.21 1.1 2%

Philippines 0.22 1.1 2% 0.77 1.1 1%

Republic of Korea 0.41 9.2 19% 1.01 12.9 17%

Singapore 0.54 2.9 6% 0.70 7.8 10%

Taiwan Province of China 0.66 6.2 13% 1.37 9.7 13%

Thailand 0.29 2.1 4% 0.68 3.7 5%

Total 49.1 100% 76.1 100%

The macroeconomic impact on the Asia-Pacific region would be significant in terms of declining economic 
growth, though its magnitude varies greatly across economies. The economy of Japan would have grown 
around 0.14 percentage points faster over 2011/12 had China maintained its growth momentum at its 
historical pace. GDP loss for Japan was estimated at $16 billion over the two years, accounting for around 

Box 2. Impact of slowdown in China on growth and exports in Asia and the Pacific

Source: ESCAP calculations, based on the Oxford Global Economic Model.
Notes: Figures shown are estimated impacts of China’s slowdown both in terms of percentage point change of real GDP and export growth 
average over 2011-2012 and in terms of total GDP and export loses over the sample period. Although this table does not report estimated 
impacts for all economies in the Asia-Pacific region, the 11 economies listed above and China cover more than 80 per cent of the region’s 
total GDP.

7 The counterfactual scenario assumes that fixed investment grew 7.5 percentage points more than the actual rate over the sample period, and government 
consumption grew 4.2 percentage points less than the actual rate, as China has injected large stimulus money in recent years to minimize the impact of the Great 
Recession. Private consumption is assumed to have grown at almost the same pace as in the pre-crisis period.

DEEPENiNG SLOWDOWN FOR ASiA AND THE PACiFiC
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one third of the total GDP loss for the region. The Republic of Korea, Singapore, and Taiwan Province of 
China were the most affected economies in the region in terms of absolute slowdown, owing to their 
high dependence on merchandise goods exports to China. India was relatively unscathed as its large 
domestic demand base limited direct trade exposure to China. Export growth would have been more 
rapid over the same period for all economies listed above, with Japan being the most adversely affected 
as its exports would have been $15 billion more than what was recorded over 2011/12. Export-oriented 
economies in the region such as Hong Kong, China, the Republic of Korea, and Taiwan Province of China 
were also heavily impacted with their export growth slowing by more than one percentage point and 
export losses of around $10 billion for each of these economies.

SLOwDOwN AFFECTINg 
EMPLOyMENT AND POvERTy 
REDuCTION 
The weak global economic climate continues to put downward pressure on Asia-
Pacific labour markets in terms of employment creation and the quality of jobs. 
As reported above, declining external demand, particularly in the euro zone, and 
moderating growth in China and india have reduced demand throughout the region. 
Overall, this is hindering employment growth in various sectors, including export-
oriented manufacturing. in a sample of 10 economies with mid-year 2012 employment 
data, seven economies witnessed a year-on-year decrease in employment growth 
compared to 2011.8 Notably, employment growth in indonesia decelerated from 
3.6 per cent in 2011 to 1.4 per cent in February 2012, and in the Philippines a similar 
slowdown occurred from 2.4 per cent to 1.3 per cent in July. Employment growth also 
moderated in the more industrialized economies, namely Australia, New Zealand, 
Hong Kong, China and Taiwan Province of China.

With growth in the region slowing, fewer people will be able to pull themselves out 
of poverty. ESCAP estimates that by 2013, some 10 million people in the Asia-Pacific 
region will be affected when considering the poverty line of $1.25-a-day, and 13.7 
million people based on the $2-a-day poverty line. The slowdown of the pace of 
poverty reduction in the region is expected to affect the South and South West Asia 
subregion the most and may result in a delay by several years in the achievement of 
the Millennium Development Goal of halving extreme poverty in Bangladesh and 
india.

The prospects of the poor have deteriorated since 2011, with economic growth in 
the region being dragged down by the sluggish recovery in the developed world. it 
will take a couple of years until data are available to register the actual impact of the 
ongoing slowdown in growth on poverty reduction in Asia. it is, however, possible 

8 international Labour Organization, Asia-Pacific Labour Market Update (October 2012). See footnote 1 for more details.
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to estimate the likely damage by considering the differences between the growth 
trajectory of countries up to 2011 and the current growth data for 2012 and forecasts 
for 2013.9 

Overall, the poor in South and South West Asia are expected to be affected the most 
by the slowdown (see figure 4). in this subregion, 6.4 million fewer people would be 
able to escape from poverty by 2013 based on the $1.25-a-day poverty line, and 7.3 
million based on the $2-a-day poverty line. Those affected in the subregion account 
for almost two thirds of all people affected in Asia and the Pacific. The other third 
mostly live in East Asia where 2.8 million and 5.1 million fewer people would emerge 
from poverty based on the $1.25-a-day and $2-a-day poverty lines, respectively. The 
impact in the other subregions is estimated to be lower given their smaller share of 
the region’s poor.

The analysis indicates that the people most likely to be affected are the poor in 
countries that have experienced rapid growth in the past. Those people are the ones 
that would be lifted out of poverty if it were not for the slowdown. Thus, the countries 
where most people would be prevented from stepping out of poverty would be india 
(5.5 million), China (2.7 million), Pakistan (2.5 million), indonesia (330,000), Bangladesh 
(320,000) and viet Nam (120,000), based on the $1.25-a-day poverty line. The highest 
proportion of people affected would be in india where 35.5 per cent of people who 

9 For details see United Nations Economic and Social Commission for Asia and the Pacific, Financing an Inclusive and Green Future: A Supportive Financial 
System and Green Growth for Achieving the Millennium Development Goals in Asia and the Pacific (Sales No. E.10.ii.F.4). Annex Technical Notes.

Figure 4.  Impact of the global and regional slowdown on poverty by subregion, 2013 cumulative 
(millions of people)

Source: ESCAP calculations, based on data from iMF World Economic Outlook, and World Bank World Development indicators and PovcalNet. 
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were expected to step out of poverty under the baseline scenario would no longer 
be able to do so. in contrast, in indonesia, the affected represent less than 5 per cent 
of those who were otherwise expected to emerge from poverty. The situation may 
worsen further if food and fuel prices continue to rise.

These estimates assume that the growth slowdown will not alter the way that 
income is distributed within the society. There does not necessarily have to be such 
a tight link between growth and poverty. if countries were to take actions to reduce 
inequality, it could result in more rapid poverty reduction despite slower growth. 
Countries in Asia and the Pacific should, therefore, take accelerated steps to reduce 
inequality and to rebalance growth in a way that creates more productive jobs and 
increases domestic consumption, to unleash a virtuous cycle of poverty reduction 
through higher demand and increasing productivity.

POLICy CHALLENgES

Food and fuel price pressures despite slowing 
headline inflation
Headline inflation is lower in many economies in the region on the back of easing 
demand-side pressures stemming from slowing economic growth (see figure 5). 
Price increases have also moderated in response to monetary policies, which were 
progressively tightened across the region until early 2012 (see figure 6) when the 
balance of concerns between economic growth and rising prices was tilted more 

Figure 5. Consumer price inflation, year-on-year, in selected developing Asia-Pacific economies, 
2008-2012

Source: ESCAP, based on data from CEiC Data Company Limited. Available from http://ceicdata.com/
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towards the latter at a time of relatively robust growth. Recently, the regional 
economies have been loosening monetary policies as one of their policy measures 
to support domestic activity at a time of slowing external sectors.

Headline inflation is lower across the region, but there is considerable divergence 
in its levels across countries. For countries experiencing relatively elevated inflation, 
higher prices tend to be driven by insufficient supply instead of excess demand. in 
this scenario, the appropriate response to high price rises is to improve economies 
structurally to be able to provide increased supply. One of the key shortfalls for many 
such economies is the enormous infrastructure gaps that exist between  requirements 
and actual investment, particularly in rural areas. The availability of energy is the most 
immediate requirement for carrying out economic activities. Without the provision 
of adequate energy, economies suffer power blackouts, which result in substantial 
extra costs for businesses. 

The use of monetary policy in an environment of insufficient supply is precisely the 
wrong response as it negatively affects the ability to invest, a primary solution for 
addressing infrastructure shortfalls. This issue is pertinent, for example, in the case of 
india where the key impact of monetary policy has been the curtailment in investment. 
While monetary policy in india has been loosened slightly in recent months, interest 
rates still remain close to their highest levels since the start of the Great Recession. 
The more appropriate response for dealing with economies with supply constraints 
is rather to create a supportive environment for investment through accommodative 
interest rate policies, supplemented by directed credit to areas of critical need.

Figure 6. Policy interest rates in selected developing Asia-Pacific economies, 2008-2012

Source:  ESCAP, based on data from CEiC Data Company Limited. Available from http://ceicdata.com/
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An additional complication in the management of price pressures is the high and 
rising prices of food and fuel in many economies in the region. For some economies, 
the continuing rise in such prices has kept inflation rates elevated, while for other 
economies such prices, while not increasing, remain at high levels. Food and fuel-
related prices are key elements of the spending basket of the poor and vulnerable. 
Thus price increases associated with food and fuel severely affect their livelihoods. 
The causes of price rises for importing countries largely emanate from abroad as 
domestic prices track global commodity markets. 

Global oil prices have increased dramatically since the nadir of the Great Recession in 
2009, though in a volatile manner (see figure 7). Driven by supply uncertainty related 
to geopolitical instability in the Middle East, prices are holding above $100 a barrel 
for Brent crude. Of even greater concern is the trend of food prices since mid-2012 
with the FAO food price index of key commodities increasing to near record levels 
(see figure 7) on the back of weather-related shortages in key producer economies, 
such as the Russian Federation and the United States. increasing financialization of 
commodity markets has exaggerated food and fuel price rises, as manifested in 
greater volatility of these prices.

Figure 7. Food price indices and crude oil price, 2007-2012

Source: ESCAP calculations, based on data from Food and Agriculture Organization of the United Nations. Available from www.fao.org/es/esc/prices/
PricesServlet.jsp?lang=en; and www.fao.org/worldfoodsituation/wfs-home/foodpricesindex/en/; United States Energy information Administration, 
available from http://tonto.eia.doe.gov/dnav/pet/pet_pri_spt_s1_d.htm; and iMF Primary Commodities Price database,  available from www.imf.
org/external/np/res/commod/index.aspx.
Note: Brent crude oil is spot price in United States dollars.
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Macroeconomic instability heightening through 
short-term capital inflows

The macroeconomic stability of economies in the region is being compromised 
by the fresh wave of global short-term capital inflows spurred by loose monetary 
policies in developed economies. in late 2012, the Federal Reserve Bank of the 
United States commenced with the latest round of quantitative easing in an effort 
to revive the economy through monetary means given the political deadlock in 
implementing further fiscal stimulus. The European Central Bank, Bank of Japan and 
many other central banks of advanced economies have also undertaken various 
forms of unconventional monetary policy. 

The announcements and implementation of the renewed quantitative easing 
measures in advanced economies have had immediate spillover effects on asset 
markets in the region. in the Philippines, net capital inflows, mainly in the form of 
portfolio investment, nearly tripled in September and October of 2012 compared to 
the same period a year earlier, while in indonesia and the Republic of Korea net inflows 
were about $1.3 billion and $1.4 billion, respectively, in September, compared to net 
outflows of $540 million and $2.4 billion in the previous month.  in addition, the equity 
markets in the region increased by 2.4 per cent one month after the announcement 
of QE3 in September 2012 (see figure 8). The equity markets of Hong Kong, China and 

Figure 8. Equity market responses, one month after quantitative easing implementation 
announcement, % change

Source:  ESCAP calculations, based on the Morgan Stanley Capital international (MSCi) stock market index compiled from CEiC Data Company 
Limited. Available from http://ceicdata.com/ 
Note: EM is emerging markets.
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the Republic of Korea increased the most after the announcement. The new round of 
easing also prompted investment in the property sector in the region. For example, 
in the month following the announcement of QE3, house prices rose by 3 per cent in 
Hong Kong, China, 1.3 per cent in the Republic of Korea and 1.1 per cent in Singapore.   
Since then, governments have responded with a host of cooling measures in the 
property sectors. in October 2012, the Monetary Authority of Singapore introduced 
a cap on the maximum term for mortgage loans and toughened existing rules on 
mortgage loans by lowering the loan-to-value ratio to contain a risk of property 
price bubbles. it also allowed the Singapore dollar to appreciate moderately towards 
the upper limit of the band assigned for its value against the United States dollar. 
Hong Kong, China raised its stamp duty on house purchases to stave off speculative 
investment flowing into the property markets.

in foreign exchange markets, on the back of massive capital inflows in September 
2012, the Chinese yuan was pushed to its highest level against the United States 
dollar since the Government unified the official and market exchange rates at the end 
of 1993. Some regional currencies appreciated rapidly in the short-term, such as the 
Thai baht, which increased in value by about 0.6 per cent against the dollar a day after 
the QE3 announcement, while other currencies appreciated at a slower, more steady 
pace, such as the Korean won which rose by 1.8 per cent against the dollar a month 
after the announcement (see figure 9). The indian rupee, meanwhile, fluctuated 
widely in the months of September and October 2012. The latest round of easing 
combined with the announcement by the Government of india of reforms to open 

Figure 9. Foreign exchange fluctuations following announcement of QE3, % change, 
announcement date=0

Panel a: Daily exchange rates
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up the retail sector to foreign firms and to allow more foreign investment in airlines 
and broadcasting sent the rupee sharply higher against the dollar in September. 
it subsequently depreciated against the dollar in early October on uncertainties 
regarding the prospects of the indian economy.

it should be noted that exchange rate movements are not a wholly accurate reflection 
of the extent of appreciation pressure, as economies have engaged in foreign 
reserve accumulation in order to dampen currency gains. Countries are attempting 
to manage their currency values relative to their competitors in order to protect the 
fortunes of their export industries, which is especially important at a time of reduced 
export demand. This exercise is extremely costly in that the resulting accumulation of 
foreign reserves imposes two significant costs on economies. One is the direct cost 
of earning less interest income on the reserves as compared to the interest cost of the 
accompanying domestic monetary sterilization, while the other is the opportunity 
cost of alternative uses of such funds for more productive investments. 

As noted in the Survey 2012, managing disruptive short-term capital inflows by 
limiting the quantity and areas of the financial sector in which such flows may enter 
is increasingly gaining acceptance as an effective approach. Capital controls and 
other macroprudential measures have continued to gain in popularity in recent years 
as policymakers take the view that economies are challenged with a “new normal” 
of consistent pressure on their asset markets from foreign investors due to the 
global environment. To protect the independence of their macroeconomic policies, 

Source: ESCAP calculations, based on data from CEiC Data Company Limited. Available from http://ceicdata.com/

Panel b: Monthly exchange rates
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governments have been willing to give up dependence on easily reversible short-
term capital flows in order to be able to dictate their own exchange rate policies 
and protect their citizens and banking sectors from excessive reliance on volatile 
global financial markets. However, strengthening regional financial cooperation 
mechanisms and coordination of macroeconomic policies are also essential to cope 
with global economic uncertainty. 

Remittances acting as a stabilizer

Although it was feared that remittance flows would decline when the Great Recession 
broke out, remittance flows to developing economies in Asia and the Pacific have 
continued to increase considerably in recent years. As of 2011, countries in South Asia, 
Southeast Asia, and the Pacific received almost half the estimated remittances in the 
world.10 The economies of East Asia, South Asia and the Pacific received a record $219 
billion in remittances in 2012.11 india and China are the largest remittance-receiving 
countries in the region in absolute terms. 

The level of dependence on remittances, measured as a percentage of GDP, continues 
to be significant in the region. Of the top 10 recipients of migrant remittances in 
terms of value, six are located in Asia and the Pacific (india, China, Philippines, Pakistan, 
Bangladesh and viet Nam). Tajikistan tops the remittance dependency ranking in 
terms of percentage of migrant remittances as a share of GDP (31 per cent). Other 
economies  in the region that are among the global top ten recipients of remittances 
as a share of GDP are Samoa, Tonga, Kyrgyzstan and Nepal. Notably, all of the most 
remittance-dependent countries in the region are either landlocked developing 
countries or small island developing States. 

Thus, remittance flows are acting as a stabilizer during an uncertain global economic 
situation. Remittance flows are not only rising, they are also more stable than other 
types of external flows, especially overseas development assistance. Remittances 
remain an important source of development finance.12 Least developed countries 
in the region have experienced stable or rising remittance inflows throughout the 
crisis, with remittances to Asia and the Pacific accounting for the great majority of all 
remittance flows to least developed countries globally (see table 1). in addition to the 
positive impact of remittances, the relationship between remittances and economic 
growth is complex and multi-faceted. Large inflows of remittances may cause 
appreciation of the real exchange rate, weighing down domestic competitiveness 
and hindering economic growth, otherwise known as the so-called “Dutch disease”. 
Therefore, highly remittance-dependent economies need to devise policies to avoid 
real appreciation and to channel remittances to investment and financial deepening 
in order to enhance their productive capacity, support economic growth and 
accelerate poverty reduction.

10 Asian Development Bank, Asian Development Outlook 2012: Confronting Rising Inequality in Asia (Manila, 2012). Available from www.adb.org/sites/default/
files/pub/2012/ado2012.pdf.

11 World Bank, “Remittance flows in 2011 – an update”, Migration and Development Brief, 18 (23 April 2012). Available from http://siteresources.worldbank.org/
iNTPROSPECTS/Resources/334934-1110315015165/MigrationandDevelopmentBrief18.pdf.

12 United Nations Conference on Trade And Development, Least Developed Countries Report 2012 (Sales No. E.12.ii.D.18). Available from http://unctad.org/en/
PublicationsLibrary/ldc2012_en.pdf.
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The share of remittances originating in the region itself is significant. in 2010, it 
accounted for about 34 per cent of total remittances received by countries in the 
region.13 The World Bank estimates the figure to be between 26 and 43 per cent, 
depending on the methodology.14 This may partly explain why remittance flows 
were not affected by recessions in advanced countries and political developments 
in the Middle-East. if this is the case, the generalized slowdown in the region may 
adversely affect remittance flows.

Furthermore, many of the labour flows within the region are irregular, reflecting the 
absence of adequate legal frameworks to enable migration through formal channels. 
The absence of such formal channels increases the costs of migration, for instance 
high fees for recruiting agents. Also, prospective migrant workers often fall prey to 
human traffickers and unscrupulous agents and end up losing not only substantial 
sums of money, but also enter into life-threatening situations. Although a number 
of countries have recently concluded bilateral agreements covering recruitment, 
conditions of employment and measures to protect migrants, much more still needs 
to be done in order to maximize the benefits of labour migration.  This is one area 
where regional cooperation is very critical.

Growth constrained by structural impediments 

in many economies, the present growth slowdown, while influenced by external 
factors, has its roots in structural deficiencies due to past policy lapses and 
inappropriate policy responses, and inefficient use of resources. As a result of these 
policy failures, growth has been impaired by failing to take a path that is sufficiently 
inclusive and sustainable. in this regard, growth in many economies has been 
accompanied by rising inequality exacerbated by the implementation of fiscal 

2008 2009 2010 2011

Least developed countries total: global 23 172.5 23 571.7 24 616.1 26 969.5

Least developed countries total: Asia 13 541.1 15 162.8 16 321.6 17 857.0

Bangladesh 8 940.6 10 520.6 10 850.2 11 989.4

Bhutan 3.6 4.9 5.7 4.9

Cambodia 325.2 337.8 321.1 407.3

Lao People’s Democratic Republic 17.8 37.6 40.9 44.2

Myanmar 116.3 116.3 133.0 137.0

Nepal 2 727.1 2 985.6 3 468.9 3 951.4

Table 1. Migrants’ remittances to least developed countries in Asia-Pacific,  annual, 
2008-2011, in millions of current $

Source: UNCTAD, UNCTADstat.
Note: No data available for Afghanistan.

13 United Nations Economic and Social Commission for Asia and the Pacific, Growing Together: Economic Integration for an Inclusive and Sustainable Asia-
Pacific Century. Available from www.unescap.org/pdd/publications/themestudy2012/themestudy2012-full.pdf.

14 World Bank, Migration and Remittances Factbook 2011. Available from http://siteresources.worldbank.org/iNTLAC/Resources/Factbook2011-Ebook.pdf.
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programmes characterized by less progressive tax structures, inadequate public 
spending on basic health care, education and social protection and the forsaking of 
productivity-enhancing public investment. Growth has also been impaired by policy 
failures on the monetary side; for example inappropriate use of monetary tightening 
to reduce inflationary pressures emanating from abroad, or domestic supply shocks 
and failure to direct credit at an affordable cost to employment-intensive sectors. The 
nature of the development strategies pursued has also impaired the sustainability of 
growth through inefficient use of resources and excessive dependence on fossil fuels. 
inclusive and sustainable development was also hampered due to lack of investment 
in such areas as infrastructure and the agricultural sector. This has not only adversely 
affected productive capacity and productivity growth, but has also led to reduced 
economic opportunities for the poor, environmental stress and lack of food security. 

in spite of significant progress in recent years in a number of countries, including 
through extending the provision of basic health care access and income support 
to poor workers and households, Asia-Pacific countries still exhibit significant 
shortcomings in their social protection regimes. Public social security expenditure 
remains low at less than 2 per cent of GDP in one-half of the countries from which 
data are available (see figure 10). in addition, only 30 per cent of persons above the 
retirement age in Asia and the Pacific receive a pension, while only 10 per cent of the 
unemployed receive any benefits.15

Figure 10. Public social security benefit expenditure (excluding health care), selected Asia-Pacific 
economies, most recent year (% of gDP)

Source: iLO: World Social Security Report 2010/11: Providing coverage in times of crisis and beyond (Geneva, 2010).

15 international Labour Organization, World Social Security Report 2010/11: Providing coverage in times of crisis and beyond (Geneva, 2010); Florence Bonnet, Catherine 
Saget, and Axel Weber, “Social protection and minimum wages responses to the 2008 financial and economic crisis: findings from the iLO/World Bank inventory”, 
Employment Working Paper No. 113  (Geneva, iLO, 2012).
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Additionally, many economies in the region have failed to raise sufficient tax revenue 
despite rapid economic growth, as demonstrated by their low tax-to-GDP ratios. in 
fact, Asia and the Pacific economies as a group has the lowest tax burden of any 
developing region in the world.16 The tax structure in many economies is also not 
progressive enough. The dependence of the region’s economies on direct income 
taxes as opposed to indirect value-added taxes is lower than many countries and 
far below that of the Organization for Economic Cooperation and Development 
economies as a whole.17  The nature of the tax system in the region therefore results 
in insufficient funds for productive investment as well as places a disproportionately 
high burden for the raising of revenue on the poorest members of society. 

inadequate public provisioning of essential services, such as basic health care and 
education and regressive taxation systems have contributed to rising inequality 
across the region in tandem with high headline levels of GDP growth, with income 
inequality increasing in developing Asia-Pacific economies by 15 per cent between 
the 1990s and 2000s.18 Rising inequality constrains the development of the domestic 
market as it has dampening impacts on aggregate demand. This is highly inimical to 
growth, especially at a time when external demand is falling.

The lack of sufficient government finances has resulted in high debt levels in some 
economies in the region. Enacting inclusive and sustainable development measures 
would have required spending which may be financed by debt. But high debt-to-
GDP ratios in some subregions (see figure 11) indicate the additional policy failure 

Source: ESCAP calculations, based on iMF World Economic Outlook Database, October 2012.
Note: Estimates for 2011 and forecasts for 2012.

16 Cyn Young Park, “Taxes, social transfers, and inequality in Asia”, presentation at the iMF-Japan High-Level Tax Conference: Emerging Tax issues in Asian 
Countries, Tokyo, 31 January - 3 February 2012.

17 ibid.

18 United Nations Economic and Social Commission for Asia and the Pacific, Economic and Social Survey of Asia and the Pacific 2012: Pursuing Shared Prosperity: 
In an Era of Turbulence and High Commodity Prices, (Sales No. E.12.ii.F.9), chap 1.

Figure 11.  Public debt for ESCAP subregions, 2000-2012
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of past spending not being directed to productive uses. A large proportion of the 
spending in a number of the economies in the region with relatively high debt goes 
to interest repayments. As a result, countries are suffering from the unproductive 
use of revenues in the past, which has produced high debt while not sufficiently 
improving growth. This, in turn, has led to high debt-to-GDP ratios. A key failure 
has been the lack of sufficient government spending devoted to meeting the large 
infrastructure needs of economies in the region, which are currently estimated to be 
in the order of $800 billion per annum.19 Adequate physical infrastructure, in terms 
of transport, public services provision, and telecommunications, is a prerequisite for 
enabling the poor to realize their economic potential in both rural and urban areas.

Growth has also been impaired by the inappropriate use of monetary policy in the 
region in an attempt to control inflation due to food and fuel price rises. High interest 
rates have not only dampened consumer demand, but have also adversely affected 
private investment, and hence productive capacity. At the same time, high interest 
rates vis-à-vis near zero interest rates in developed countries have been attracting 
volatile short-term capital. As noted earlier, this has not only made macroeconomic 
management more difficult, but has also caused real exchange rate appreciation, 
especially in emerging economies, and hence adversely affected their international 
competitiveness. 

Sustainable growth in the region is under threat from the past pursuit of a development 
model which has been highly resource-intensive, with many countries depending 
on imported primary resources, such as oil, coal and minerals. A resource-intensive 
growth pattern translates to an economy with higher exposure to risk, especially 
of the most vulnerable in society, and to potential economic loss. Partly due to the 
significant unmet needs, but in large part related to the economic growth strategies 
employed, the region as a whole uses three times the input of resources to create one 
unit of GDP as the rest of the world, as of 2005  (see figure 12).20 

it should be noted that on a per capita basis the resource use in the region is still 
much less than what it is in the developed world. Nevertheless, this should not be 
a reason to postpone improving the efficiency of resource use. On the other hand, 
given the limited availability of resources, high and volatile prices in the world market 
and the adverse environmental impacts, countries should find appropriate growth 
strategies to achieve resource efficiency as well as developmental aspirations. This is 
recognized in the principle of common but differentiated responsibilities.

inefficient use of resources and environmental pollution are also a drag on the 
economy. For example, the World Bank estimates that China is losing about 5.8 per 
cent of its GDP due to air and water pollution.21 in india, 2.6 million premature deaths a 
year are related to air pollution, contaminated drinking water and other environmental 
risks.22 Traffic congestion has become a common feature in most Asian cities and its 
costs can be as high as several percentage points of GDP. indonesia is losing about 

19 Asia Development Bank, and Asian Development Bank institute, Infrastructure for a Seamless Asia (Tokyo, 2009), p. 167. Available from www.adbi.
org/intal/intalcdi/PE/2009/03979.pdf. This is in line with an earlier estimate by ESCAP of $600 billion per annum (United Nations Economic and Social 
Commission for Asia and the Pacific, Enhancing Regional Cooperation in Infrastructure Development Including that Related to Disaster Management (Sales No. 
E.06.ii.F.13), theme study prepared for the sixty-second session of the Commission, Jakarta.)

20 Reference is the direct use by the economy (domestic material consumption) of four categories of resources (biomass, fossil fuels, metal ores and 
industrial minerals, and construction minerals) and 11 subcategories. 

21 World Bank, Cost of Pollution in China: Economic Estimates of Physical Damages (Washington, D.C., 2007).

22 Ramón E. López, vinod Thomas and Yan Wang, “The quality of growth: fiscal policies for better results”, iEG Working Paper 2008/6 (Washington, D.C., 
World Bank, 2008), p.14.

Sustainable growth 
in the region is 
under threat from 
the past pursuit 
of a development 
model which has 
been highly resource 
intensive



23Economic and Social Survey of Asia and the Pacific 2012: Year-end Update

Figure 12.  Domestic material consumption intensity in Asia-Pacific

Panel a: Regional level

Panel b: Subregional level

Source: CSiRO and UNEP Asia Pacific Material Flows database.
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23 indonesia, The Annual Report (Jakarta, Presidential Work Unit for Development Monitoring and Control, 2010).

24 Christopher Willoughby, “Managing motorization”, TWU discussion paper No. 42. (Washington, D.C., World Bank, 2000).

25 Korea Transport institute, 2008 Traffic Congestion Costs: Estimation and Trend Analysis (Goyang, Republic of Korea, 2010).

26 United Nations Economic and Social Commission for Asia and the Pacific and international Strategy for Disaster Reduction, Protecting Development 
Gains: Reducing Disaster Vulnerability and Building Resilience in Asia and the Pacific, Asia-Pacific Disaster Report 2010 (Bangkok, 2010).

27 Alisa Tang, “Thailand cleans up: areas remain flooded”, Time, 2 December 2011. Available from www.time.com/time/world/article/0,8599,2101273,00.
html (accessed 3 March 2012).

28 “Thailand’s economy shrinks 9% after flood disruptions”, BBC, 20 February 2012. Available from www.bbc.co.uk/news/business-17093011 (accessed 3 
March 2012).

29 Asian Development Bank, The Economics of Climate Change in Southeast Asia: A Regional Review (Manila, 2009). Available from www.adb.org/sites/
default/files/economics-climate-change-se-asia.pdf.

30 intergovernmental Panel on Climate Change, “Summary for policymakers”, in Managing the Risks of Extreme Events and Disasters to Advance Climate 
Change Adaptation, special report of Working Groups i and ii of the intergovernmental Panel on Climate Change. (Cambridge, UK: Cambridge University 
Press, 2012), pp. 1-19.

31   Climate and Development Knowledge Network, Managing Climate Extremes and Disasters in the Asia region: Lessons from the IPCC SREX report (London, 
2012) . Available from http://cdkn.org/wp-content/uploads/2012/05/SREX-Lessons-for-Asia-revised-final-copy.pdf.

1.2 per cent of GDP yearly due to severe traffic jams,23 while traffic congestion in 
Bangkok is responsible for a loss of 2.1 per cent of the GDP of Thailand.24 in 2008, 
the annual road congestion costs in the Republic of Korea reached 26.9 trillion won 
(approximately $23.8 billion), more than 2.6 per cent of the country’s GDP.25

Economies in the Asia-Pacific region are the most vulnerable to climate-related 
disasters globally and stand to be among the hardest hit by a changing climate. 
While the region generates 25 per cent of world gross product, it has suffered 42 
per cent of the global economic losses due to natural disasters.26 The cost of the 
2011 floods in Thailand, for example, was estimated at $45 billion, and recovery and 
reconstruction at $25 billion,27 while GDP declined by nearly 9 per cent in the last 
quarter of 2011 compared with the previous year.28 The Asian Development Bank 
estimates that in South-East Asia, the economic cost of climate change could be 
equivalent to a loss of 6.7 per cent of GDP per year by 2100 – more than twice the 
world average.29 The most recent Special Report of the intergovernmental Panel on 
Climate Change (iPCC) on disaster risk and climate adaptation ties climate action to 
the management of disaster risk.30 it also concludes that there is a need for more 
development and economic policies that consider changing disaster risk as a core 
component – and that without this it is likely that an increasing number of people 
and assets will be adversely affected by future climate events.31

Most countries in the region have, to some extent, established national policies, 
legislation, or plans to prepare for and cope with disasters. Some disasters have a 
regional impact simply because natural phenomena extend across wide geographical 
areas, but the impacts of disasters can also spread to other countries in the region due 
to growing economic interdependence.  Therefore, countries in Asia and the Pacific 
would also benefit from more comprehensive regional agreements and cooperation, 
such as better management of transboundary river basins for preventing floods in 
neighbouring countries, regional early-warning systems for natural disasters and 
regional strategies for adaptation, preparedness and recovery.

OuTLOOK FOR 2013
The near-term economic performance of the region is likely to pick up in 2013, but  
will still be below its growth potential. Developing Asia-Pacific economies as a group 
is projected to expand by 6.3 per cent in 2013, up slightly from 5.6 per cent in 2012 
(see table 2). Steady, although subpar, growth in the United States, a moderate pickup 
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in growth in the euro zone, and a rebound, though limited, in most major emerging 
economies, should help to increase global demand. Within the region, the effects 
of earlier monetary policy easing and fiscal stimulus will also contribute to higher 
growth, but any improvement in prospects will be subdued. Leading indicators 
for industrial activity, such as consumer confidence in China, business sentiment in 
Europe and new orders in the United States, provide mixed signals. Moreover, the 
expected rebound in 2013 is still below the trend of 8 per cent in 2010-2011, and more 
notably relative to the pre-crisis pace of 8.5 per cent during 2002-2007.

Strong headwinds persist. Factors that have been keeping growth in the Asia-Pacific 
region at subpar levels were largely unchanged during recent quarters, highlighting 
lack of improvement in the overall environment. Sluggish world trade volumes, partly 
underpinned by a slowdown in China and india, and subdued commodity prices 
will continue to hold back growth in export-oriented economies in 2013. Even in 
economies largely driven by domestic demand, which proved to be rather resilient 
in 2012, employment and earnings growth in 2013 are likely to remain constrained. 
Macroeconomic management in these economies and in economies with relatively 
free capital movements will also be complicated by the recent liquidity injections 
in developed economies. These liquidity injections have already intensified capital 
flows and domestic currency volatility in some economies of the region. in general, 
the potential effects of volatile short-term capital flows warrant close surveillance.

China and india are expected to rebound somewhat after a sharp slowdown in 2012. 

OUTLOOK FOR 2013

Table 2.  Rates of economic growth in selected developing Asia-Pacific economies, 2011-2013

2011 2012 2013

May 2012 
( Survey 2012  ) Current estimate Forecast

Bangladesh 6.7 6.6 6.3 6.1

China 9.2 8.6 7.8 8.2

Hong Kong, China 5.0 3.1 1.7 3.7

India 6.5 7.5 5.9 6.8

Indonesia 6.5 6.5 6.1 6.4

Kazakhstan 7.5 6.2 5.8 5.7

Malaysia 5.1 4.5 5.2 4.8

Pakistan 3.0 4.0 3.7 3.5

Philippines 3.7 4.8 6.0 5.0

Republic of Korea 3.6 3.5 2.5 3.5

Russian Federation 4.3 3.8 3.7 3.8

Singapore 4.9 3.0 1.6 3.6

Thailand 0.1 5.8 4.6 5.0

Developing ESCAP economiesa 7.1 6.5 5.6 6.3

Source: ESCAP staff projections, based on national sources. 
Notes: a Developing ESCAP economies comprise 37 economies in the region. Calculations are based on the weighted average of GDP figures in US 
dollars in 2011 (at 2000 prices). 
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China is forecast to grow by 8.2 per cent in 2013 compared to estimated growth 
of 7.8 per cent in 2012, which is 0.8 percentage points lower than the 2012 forecast 
provided in the Economic and Social Survey of Asia and the Pacific 2012 released in 
May.32 The outlook for india in 2012 is notably lower than previously forecast, but the 
economy is projected to recover moderately to 6.8 per cent in 2013. Growth in 2013 
in key export-oriented economies is forecast to rebound somewhat on improved, 
although still tepid, global trade. As examples, growth in Hong Kong, China, the 
Republic of Korea and Singapore are projected at 3.7 per cent, 3.5 per cent and 3.6 
per cent, respectively.

The inflation forecast is somewhat lower in 2013, with prices projected to increase 
by 4.5 per cent in the region (see table 3). Although inflation is not poised to rise 
sharply, it is important to note that prices are high, causing severe hardship to the 
poorest and most vulnerable sectors of society in many economies. Furthermore, 
while overall inflation may not rise for many economies, the key food and fuel sectors 
may face price pressure due to global supply concerns. The relatively unchanged 
overall outlook for inflation is due to growth remaining relatively weak, resulting in 
reduced domestic demand-pull factors and inflationary expectations. The inflation 
outlook is conducive for loosening monetary policy, but such an approach needs to 
be accompanied by active macroprudential policies and capital controls to prevent 
external-led pressures on asset prices. Moreover, monetary or credit expansion 
should be carefully designed to support employment-intensive small and medium 
enterprises (SMEs), agricultural production and environmentally friendly industries.

32 United Nations Economic and Social Commission for Asia and the Pacific, Economic and Social Survey of Asia and the Pacific 2012: Pursuing Shared Prosperity: 
In an Era of Turbulence and High Commodity Prices.

Table 3. Rates of consumer inflation in selected developing Asia-Pacific economies, 2011-2013

2011 2012
Estimate

2013
Forecast

Bangladesh 8.8 10.6 8.0

China 5.4 3.2 3.4

Hong Kong, China 5.3 3.7 3.5

India 8.4 8.5 7.0

Indonesia 5.4 4.4 5.0

Kazakhstan 8.3 5.5 6.4

Malaysia 3.2 1.9 2.5

Pakistan 13.9 11.5 9.5

Philippines 4.8 3.5 4.1

Republic of Korea 4.0 2.4 2.8

Russian Federation 8.4 5.1 6.5

Singapore 5.2 4.3 3.5

Thailand 3.8 3.1 3.1

Developing ESCAP economies a 6.0 4.8 4.5

Source: ESCAP staff projections, based on national sources.
Notes: a Developing ESCAP economies comprise 37 economies in the region. Calculations are based on the weighted average of 
GDP figures in US dollars in 2011 (at 2000 prices). 
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Overall risks remain tilted to the downside. A key downside risk is a sharper-than-
expected economic slump in Europe. Although the region’s direct financial exposure 
to banks in the euro zone is not sizeable, systemic risks could rise further under this 
scenario. Fiscal policy uncertainty in the United States, commodity price hikes due to 
heightened global financial liquidity and continued geo-political risk in oil-producing 
areas, and possible food price hikes due to droughts in major food producing 
countries pose additional risks. Within the region, the pace of growth deceleration 
in China and its implications for the direction of domestic policy, such as through 
rebalancing the economy’s sources of growth and property market corrections, as 
well as a return of economic dynamism in india, are important. On the upside, there 
is room for macroeconomic policy responses to counteract the strong and persistent 
headwinds in most economies. Better policy coordination in developed economies 
and well-directed policy stimulus in China and other export-oriented economies 
would reduce economic uncertainty, and potentially push growth in the Asia-Pacific 
region above the baseline.

POLICy OPTIONS

Supporting growth amid the slowdown

Many governments in the region are in a position to provide significant support 
to their economies in the form of well-designed fiscal and monetary stimulus. A 
number of them have recently initiated fresh stimulus policies to support their 
slowing economies. The Republic of Korea announced in September 2012 another 
round of fiscal stimulus measures, amounting to $5.2 billion, in the form of tax 
cuts and credit facilities for small businesses.33 The Government of viet Nam in the 
same month disclosed programmes to cut taxes for SMEs and labour-intensive 
enterprises.34 indonesia in mid-2012 announced national counter-cyclical policies by 
cutting taxes and funding infrastructure projects to boost domestic consumption 
and investment.35 

Despite significant stimulus spending in the early years of the crisis in some economies, 
robust growth performances have kept budgetary positions and overall debt levels 
in a  healthy condition as compared to other regions of the world. in addition, when 
considering policy options, there is significant room to moderate interest rates given 
the slowing growth in prices across the region. 

Since the onset of the Great Recession, the region has implemented numerous 
macroeconomic policy measures (about 26 per cent of the total number of 
macroeconomic policy measures globally36) to support domestic consumption and 
investment demand with the aim to avert the negative impact of the economic 
downturn on the most vulnerable and poor sections of the population. importantly, 

POLiCY OPTiONS

33 Simon Mundy, “South Korea unveils $5.2bn stimulus”, Financial Times, 10 September 2012. Available from www.ft.com/intl/cms/s/0/99893488-
faf6-11e1-b775-00144feabdc0.html#axzz2Bxl9vDxN.

34 “vietnam promulgates fiscal stimulus measures”, Vietnam Briefing, 25 September 2012. Available from www.vietnam-briefing.com/news/vietnam-
promulgates-fiscal-stimulus-measures.html/#more-4030

35 international Monetary Fund, “indonesia”, iMF Country Report No. 12/277, September 2012. Available from www.imf.org/external/pubs/ft/
scr/2012/cr12277.pdf.
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the policies have contained components that directly affect outcomes in the 
economic, social and environmental pillars of sustainable development. in particular, 
27 per cent of the macroeconomic policy measures in the region specifically involved 
fiscal stimulus programmes, such as infrastructure investment, taxes and subsidies, 
while 22 per cent of the measures were targeted to support households through 
social protection policies (see figure 13).

The key to enacting effective stimulus policies will be to ensure that they contribute 
to the long-term strength of economies and their development processes. An 
appropriate approach for achieving these aims is to do the following:  direct spending 
to building infrastructure in order to enhance human capital; empower the poor 
and vulnerable sections of society; and improve the environmental sustainability of 
growth in the region. Funds directed towards improving the disposable incomes of 
the poor and vulnerable are highly effective in terms of boosting growth as such 
income is likely to be spent in significant measure due to the myriad needs of these 
sections of society. One of the important avenues to improve the resource intensity of 
growth is environment-friendly infrastructure spending, such as on public transport 
and renewable energy.

The need to improve infrastructure goes beyond national boundaries as interregional 
connections offer a powerful avenue to pool resources as well as boost trade. 
The region consists of both resource-rich and resource-poor countries which can 
be brought together through cross-country infrastructure in a host of areas. The 
challenge is to bridge the enormous infrastructure needs of Asia and the Pacific, 

36 See, international Labour Organization and World Bank, “inventory of policy responses to the financial and economic crisis”, iLO/World Bank Joint Synthesis 
Report (Geneva, World Bank, 2012). Available from http://siteresources.worldbank.org/iNTLM/Resources/iLO_WB_2012.pdf.

Figure 13. Composition of macroeconomic policy measures in the Asia-Pacific region

Source: ESCAP calculations, based on online database from the iLO/World Bank (2012): inventory of Policy Responses to the Financial and 
Economic Crisis, Geneva.
Notes: A total of 1,061 measures were reported in 19 countries of the Asia-Pacific region during the period mid-2008 to mid-2010. Three areas are 
reported in per cent of total number of measures. See the source for further details.
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currently estimated at $800 billion per annum, with the sizable sources of investment 
available within the region.

Regional cooperation also needs to be strengthened in order to address other 
structural impediments, such as food and energy insecurity, disaster risks and climate 
change. Robust regional cooperation in the areas of macroeconomic management, 
including capital and labour flows, can mitigate spillovers from developed countries 
and enhance the potential for inclusive and sustainable development.

POLiCY OPTiONS




