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Growth outlook for 2012
Asia-Pacific growth forecast to decelerate in the aftermath     
of the second stage of the crisis

The V-shaped recovery from the depths of the 2008-2009 global financial crisis proved to be short-lived 
as the world economy entered a second stage of the crisis in 2011 with a sharp deterioration in the 
global environment with the accentuation of the euro zone debt crisis and a continued uncertain outlook 
for the economy of the United States of America. As forewarned by the Economic and Social Survey 
of Asia and the Pacific 2011, the growth rate of Asia-Pacific developing economies declined to 7% in 
2011 from a robust rate of 8.9% achieved in 2010.  The growth rate of the economies of the region is 
forecast to decline further to 6.5% in 2012 with a slackening demand for the region’s exports in advanced 
economies and as a result of higher costs of capital.

The growth slowdown will be felt across different subregions depending upon the extent of their global 
integration. The growth rate in East and North-East Asia is forecast to slow to 7.1% in 2012 (from 7.6%). 
North and Central Asia is forecast to experience relatively moderate slowdown, to 4.3% in 2012, benefiting 
from the high prices for energy. The Pacific island developing economies are forecast to experience 
lower aggregate growth in 2012 of 5.7%, due mainly to lower growth in Papua New Guinea, although 
a number of other countries are likely to maintain fairly stable performance. The South and South-West 
Asia subregion is forecast to see a slowdown to 5.8% in 2012 from 6.7% in 2011, although this will 
be more on account of monetary tightening than the global slowdown. Although South-East Asia is an 
open subregion with many of its economies affected severely by the state of the global economy, it is 
forecast to see a slight increase in growth in the subregion as a whole, to 5.2% in 2012, due to the 
strong recovery of growth in Thailand following the floods in 2011. With the growth slowdown, inflation in 
Asia and the Pacific is forecast to moderate from 6.1% in 2011 to 4.8% in 2012. 

Despite the slowdown, Asia and the Pacific will remain the fastest growing region globally and an anchor 
of stability in the world economy. The region’s growth engines are projected to continue to grow at robust 
rates. China is forecast to grow at 8.6% in 2012 after decelerating from the 9.2% rate achieved in 2011. 
India, on the other hand, is expected to improve its growth performance from 6.9% to 7.5% in 2012 as 
moderating inflation would allow an unwinding of the cycle of monetary tightening during the year, thus 
unleashing growth impulses. With its continued dynamism, the Asia-Pacific region has begun to act as a 
growth pole for other developing regions, such as Latin America and Africa, helping them to reduce their 
dependence on low-growth developed economies as South-South trade becomes an important trend.
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Downside risks

The above projections are subject to some important downside risks, as explained below:

A disorderly sovereign debt default in Europe could lead to a renewed global financial crisis

The foremost risk is a scenario in which a disorderly sovereign debt default in Europe, or the breakup of 
the euro common currency area results in a renewed global financial crisis. ESCAP estimates that such 
a crisis could, in a worst case scenario, lead to a total export loss of $390 billion over 2012-2013. The 
countries that would suffer most would be those with special needs, such as the Least Developed and 
the Landlocked Developing Countries, which depend heavily on advanced country markets and could see 
exports contract by 10%. The loss of exports could lead to a reduction of growth of up to 1.3 percentage 
points in 2012 and hamper poverty reduction in the Asia-Pacific region to such an extent that, by 2013, 
14 million fewer people could escape poverty at the $1.25-a-day poverty line, and 22 million at the $2-a-
day poverty line. 

Another threat is a sharp and sustained surge in the price of oil due to non-economic  
factors, such as political instability in major oil-producing countries

The other risk relates to inflation and the volatility of oil prices. Many economies in the region continue 
to grapple with the challenge of inflation. Despite having moderated somewhat in recent months, it still 
remains at elevated levels in many economies. Global food prices remain at close to record levels. Similarly, 
oil prices have moved up in recent months to levels not seen since the start of the crisis due to non-
demand related factors, such as political instability in major oil producing countries. ESCAP estimates that 
if oil prices were to increase by around $25 for an extended period from their already elevated levels, 
inflation in developing Asia-Pacific economies would increase significantly, by 1.3 percentage points. The 
inflation impact on poorer groups would be more marked, as they typically face a higher consumption-
to-income ratio and swifter price increases. Current account and fiscal balances are also estimated to 
deteriorate, as most regional economies are net importers with extensive fuel price subsidies in several 
countries. Such increase in oil prices would push the Asia-Pacific fuel price subsidy bill up by $15 billion 
from the 2010 estimate.

Measures to kick-start recovery in developed economies may pose    
renewed challenges for the region

The third risk relates to the effects of the measures likely to be adopted by developed economies to 
support their own growth. Further injection of liquidity into the financial markets as well as the interest 
rate differential with the Asia-Pacific region will continue to make asset markets and currencies in the 
region attractive to foreign investors, but this will heighten the risk of asset market bubbles, exchange 
rate appreciation and inflationary pressures. An increasing concern of policymakers in the region is the 
imposition of various trade restrictive measures by developed countries in recent months in an effort to 
protect their economies in a climate of slow growth. This may escalate into a trade war as the Asia-
Pacific economies might take retaliatory measures that would make the recovery of the world economy 
even more difficult. It is important to resist such protectionist tendencies of the developed countries and 
to conclude a successful Doha development round at the World Trade Organization, thereby encourage 
freer flows of trade. 
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On the positive side, besides growing intraregional trade and foreign direct investment   
inflows, the region has policy space to mitigate the effects of a global slowdown

The blow of lower exports to developed countries could also be cushioned by greater intraregional trade. 
This is already growing faster than trade with the rest of the world: between 2000 and 2010, intraregional 
exports increased from 43% to 50% of total exports. However, a significant portion of these exports 
comprises intermediate goods, or commodities which principally go to China. It should be noted that, in 
comparison with advanced countries, the import content of consumption in China is quite low. For the 
region’s exporters of manufactured goods, India and Indonesia offer increasingly promising markets, although, 
at present, their consumers have less purchasing power than those in China. Similarly, intraregional flows 
have helped foreign direct investment (FDI) inflows to recover, with the growing importance of Asia-Pacific 
economies as sources of FDI. The region also retains the policy space to launch fiscal stimulus packages 
and lower policy rates to mitigate worsening of the global economic environment.

Key policy challenges and options

Managing the growth and inflation balance

Growth in many countries in the region will come under pressure in the difficult global climate. With 
relatively sound macroeconomic fundamentals and low public debt-to-GDP ratios, Asia-Pacific developing 
economies have considerable policy space to mount fiscal stimulus programmes and relax monetary 
policy to support growth. Relative to other regions, public indebtedness in Asia and the Pacific is not 
generally high. Indeed, between 2001 and 2008, government debt-to-GDP ratios fell from 53% to 34%, 
and despite fiscal stimulus during the turmoil of 2008-2009, the ratio over the period 2009-2011 was still 
only 38%. Most economies, therefore, have significant fiscal space. Some economies in the region have 
already announced fiscal stimulus programmes in the second half of 2011 in response to the deteriorating 
economic situation, such as the Philippines. Economies also have the space to lower policy rates with a 
view to relaxing monetary policy in order to provide economic stimulus.  Indonesia, the Philippines and 
Thailand, for example, lowered interest rates since the last quarter of 2011.

The concern however with enacting stimulus measures in the region is their impact on inflation. If inflation 
remains high despite slowing growth because of external factors, then further stimulus would support growth 
at the cost of increasing inflation to uncomfortable levels.  Inflation, while moderating somewhat in recent 
months, still remains at elevated levels in many economies. However, monetary policy to manage inflation 
is a blunt instrument as it implies controlling external or supply-led price increases by restricting local 
demand. Governments will, therefore, need to deploy other inflation-fighting measures, such as reducing 
taxes or tariffs, along with restricting inflows of foreign capital. Nevertheless, in cases of substantial price 
increase, monetary policy may remain the most effective tool albeit with significant growth implications. 
Policymakers thus need to find their preferred inflation-growth combination, as there is clearly a trade-off 
between tackling the former and fostering the latter.

Coping with capital flows

Over the past few years, the region has also had a surge in short-term capital flows. Loose monetary 
policies in the developed countries could result in an even larger influx, as investors attempt to insulate 
themselves against risks in financial markets. Many countries in the region could thus face considerable 
exchange-rate volatility which will complicate macroeconomic planning. 

Economies in Asia and the Pacific have traditionally managed exchange-rate volatility by accumulating 
foreign exchange reserves. But, these reserves are not necessarily adequate. Some countries have 
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acknowledged this by arranging other sources of foreign exchange support, while also looking to global 
financial safety net arrangements through the International Monetary Fund, regional agreements such as 
the Chiang Mai Initiative, and bilateral currency swap arrangements, such as the one signed by India 
and Japan in December 2011 for $15 billion. 

In addition, given the disadvantages of dealing with capital flows by using reserves, economies in the region 
have increasingly turned to capital account management measures. Indonesia, the Republic of Korea and 
Thailand imposed such measures in 2010. However the continuing surge of volatile short-term capital to the 
region has made it necessary to consider further measures, such as applying quantitative restrictions on 
short-term equity flows and bank non-productive investment lending to improve the quality of capital flows. 
ESCAP analysis shows that overall stringency of measures may help prevent extraordinarily high surges in 
inflows, although it highlights the need to tailor the instruments to the types of flows the country is affected 
by. It is clear that Asia-Pacific economies may have to design capital account management measures to 
deal with the “new normal” of pressure for entry of short-term volatile capital into the region. 

Addressing unemployment

The unemployment rate in Asia and the Pacific has fallen only slightly, from 4.3% in 2010 to 4.2% in 
2011. The region continues to face the problem of jobless growth, with developing countries failing to 
generate sufficient opportunities in the formal sector. The problems are greatest for young people, who 
are three times more likely to be unemployed than adults. The youth unemployment rate for Asia and 
the Pacific is projected to remain at 10.2% in 2012. Moreover, in 2010, some 1.1 billion workers in the 
region remained in vulnerable employment.

It is important to ensure that wages increase in line with better productivity gains. This would allow 
domestic consumption to act as an enhanced engine of growth and sustain a virtuous circle of improved 
productivity, better working conditions, reduced inequality and sustainable and inclusive development. Policy 
options should also be devised to boost entrepreneurship and rural employment and support green jobs. 
Such policies would help countries avoid falling into the “middle-income trap”, in which productivity fails 
to keep pace with economic growth. A post-crisis macroeconomic framework should seek full employment 
for men and women as a core policy goal apart from economic growth targets, inflation and sustainable 
public finances. Improved social protection can support countries in their efforts to rebalance the sources 
of growth as well as reducing income insecurity for the poor. The crisis has prompted some countries 
in the region, such as Malaysia and the Philippines, to consider establishing unemployment insurance 
schemes, while India has expanded its national rural employment guarantee scheme.

Rising income and social inequalities

In addition to growing unemployment, the serious and growing inequalities between and within countries 
of the region, both in terms of income and social progress, are a cause of great concern. Income 
inequality in developing Asia-Pacific economies has been rising at a worrying pace, with the Gini inequality 
coefficient increasing by 15% between the 1990s and 2000s. During this period, income inequality rose 
in 16 out of 26 countries for which data are available, including the major economies of the region, such 
as China, India, Indonesia and the Russian Federation, and by 4.4% per annum in the most serious 
case, namely Turkmenistan. Social progress in the region has been significantly constrained by the levels 
of inequality. Achievement of the health-related and educational aspects of human development, when 
adjusted for inequality, is considerably lower for many countries in the region, ranging from a potential 
loss in achievement of 10% to 30%. It is clear from these worrying trends that the growth model in Asia 
and the Pacific has to be rebalanced through policies which propagate prosperity by empowering those 
who have been left behind.
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Dealing with disaster risks

In 2011, a number of countries were severely affected by natural disasters, starting in February with an 
earthquake in Christchurch, New Zealand, followed by the Tohoku earthquake and tsunami in Japan in 
March 2011 and then severe flooding in a number of countries, notably Pakistan and Thailand. 

Overall, damages and losses in the Asia-Pacific region in 2011 were at least $267 billion. Critically, the 
impact of disasters is felt throughout the region because of the growing interdependence of countries. 
For instance, the earthquake in Japan and floods in Thailand caused severe disruptions in regional and 
global supply chains, particularly for industrial and manufacturing products. Moreover, severe floods in 
Asia and the Pacific resulted in production losses in the agricultural sector, which had an impact on food 
production regionally and globally.

Countries across the region need to invest more in disaster risk reduction as an essential component of 
their long-term development strategies. This will involve protecting social and economic assets from floods 
and other disasters, particularly in those areas where rapid economic growth has heightened the risks. It 
will also be important to maintain and restore ecosystems that buffer the impact of natural hazards, while 
also providing alternatives for those living in high-risk areas. At the same time, governments will need to 
develop effective early warning systems along with plans for disaster management and recovery. 

As the causes and impacts of natural disasters cross national boundaries, it is also necessary to ensure 
international cooperation. For this purpose, governments can take advantage of various regional cooperation 
frameworks, such as the ESCAP/World Meteorological Organization (WMO) Typhoon Committee, the 
WMO/ESCAP Panel on Tropical Cyclones and the Regional Integrated Multi-hazard Early Warning System 
(RIMES), which is supported by ESCAP. United Nations entities are also working with the Association 
of Southeast Asian Nations (ASEAN) to build resilience to natural disasters through the ASEAN-United 
Nations Strategic Plan of Cooperation on Disaster Management and the ASEAN-United Nations Mechanism 
for Rapid Response to Climate-related and Other Disasters.

The rebalancing challenge

The continued uncertain economic outlook for developed economies coupled with the imperative of 
restraining debt-fuelled consumption as a part of unwinding global imbalances means that a return to pre-
crisis business-as-usual, whereby developed countries acted as growth engines for Asia-Pacific developing 
countries, would be highly unlikely. The Asia-Pacific region will have to gradually rebalance its economies 
in favour of domestic consumption and investment and of deepening regional economic integration. An 
acceptable range of policies to continue the rebalancing of economies at a time of constrained growth 
is to implement a set of measures that supports future growth engines while not unduly affecting those 
of the present. 

These measures should include greater investment in infrastructure, which could be supported by a new 
regional financial architecture for development financing. Consumption by individual families could also be 
increased if they had less need for precautionary savings because governments were providing greater 
security through stronger systems of social protection. These would include, for example, strengthening 
systems for pensions, health and unemployment insurance, and spending more on health and education 
services. Another set of policies should be directed towards agriculture – to boost incomes in the rural 
areas that are home to the majority of the region’s poor families. Many countries would benefit from a 
knowledge-intensive second “green revolution’’ based on sustainable agriculture, which would also help 
address rising food prices.
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Another set of policies would be to support the development of the “green economy” which recognizes 
the important interlinkages between the environmental resource base, economic systems and social 
development and which focuses on the building blocks of sustainable development – from food and 
nutrition security to sustainable energy and universal access to safe drinking water and sanitation for all. 
To provide sufficient resources, a mix of public and private finance is needed. At the international level, 
measures to scale up financing for sustainable development should facilitate free or low-cost access to 
technology. These issues will receive particular attention in 2012 at the United Nations Conference on 
Sustainable Development, to be held in Brazil. 

Finally, an important key to rebalancing in the Asia-Pacific region is to exploit the potential of regional 
economic integration. While intraregional trade has expanded rapidly since 1998, reaching 50% in 2010, 
the potential is even greater. The existing approaches aimed at exploiting the potential of intraregional 
trade in Asia and the Pacific have been primarily limited to numerous subregional and bilateral preferential 
trading arrangements. Owing to differences in rules, scopes and coverage, these preferential arrangements 
do not provide a seamless broader Asia-Pacific market. A pan-Asian integrated market might help in 
exploiting the complementarities between the subregions which ESCAP analysis has demonstrated to be 
substantial and often greater than those within the subregions. The agenda for exploiting regional economic 
integration also needs to pay attention to strengthening physical connectivity and people-to-people contacts 
by addressing critical gaps in hard and soft infrastructure, as highlighted by ESCAP. The sixty-eighth 
ESCAP Commission Session would offer an opportunity to provide an impetus to the agenda of regional 
economic integration in Asia and the Pacific.

Development-friendly global economic environment and governance

The Asia-Pacific region has a key stake in the way the global economy is managed and governed, 
keeping in mind the fact that the growth outlook of the region is so critically affected by the global 
economic environment, as shown above. The Asia-Pacific region should use its collective weight in 
global forums such as the G20 Summits, in which eight countries of the region are represented, and the 
BRICS Summits, in which three countries of the region are involved. First and foremost, the Asia-Pacific 
region must draw the attention of the international community to the need for undertaking reforms aimed 
at reviving growth and job creation in advanced countries. This should involve a credible medium-term 
programme of fiscal consolidation and the use of responsible macroeconomic policies to avoid excessive 
liquidity creation that leads to volatility in the emerging markets. Instead of volatile short-term capital, the 
Asia-Pacific developing economies need a flow of long-term development funds to finance their widening 
deficits in infrastructure development. They should also seek a cease and desist moratorium on protectionist 
tendencies in developed countries.

Asia-Pacific members of G20 should also advocate for the Group to play a role, as a premier council for 
global economic cooperation, to moderate the volatility of oil and food prices which are highly disruptive 
to the development process. As regards oil price volatility, all major consumers are members of the G20, 
thus giving the Group the power to match the role of the cartel of oil producers, the Organization of the 
Petroleum Exporting Countries (OPEC), in exercising control over the oil markets.  ESCAP has proposed 
that OPEC and the G20 demarcate a benchmark “fair” price of oil and agree to restrict the movement 
of oil prices within a band around it. An additional measure to moderate the volatility in the oil markets 
is for the G20 to create a global strategic reserve and release it counter-cyclically. Experience has shown 
that oil prices go down when major developed economies draw on their strategic reserves. In the case of 
food price volatility, the G20 could act to regulate 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 included the provision of financing to developing countries for food security.
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The region will also need to exert its influence in favour of building a more development-friendly international 
financial architecture emerging through discussions in the G20. Important proposals outlined by ESCAP in 
this regard include: (a) establishing a global currency reserve, based on special drawing rights, that could 
be issued counter-cyclically; (b) a global tax on financial transactions to raise resources for achieving the 
Millennium Development Goals, apart from moderating short-term capital flows; (c) international regulations 
to curb excessive risk-taking by the financial sector; and (d) increasing the voice and representation of 
developing countries in international financial institutions commensurate with their growing economic weight 
and contribution to the world economy. The approach adopted by the G20 to address the global imbalances 
by restraining current account imbalances to a certain percentage of GDP is a good start. In these and 
other areas, the Asia-Pacific region can further coordinate its actions through its eight members in the 
G20 – to ensure that the global economic governance architecture meets the region’s developmental 
needs. The United Nations should play a leading role in facilitating broad-based consultations on global 
issues given its global membership, including providing an outlet for non-G20 countries to communicate 
their views to the summits, as ESCAP has done through its ongoing programme of high-level consultations 
on perspectives from Asia and the Pacific for the G20 Summits.  

Living with high commodity prices 

In addition to price volatility, there is a long-term trend of rising commodity prices, which has long-lasting 
and deep consequences. Breaking the historical downward trend in prices, commodity markets have been 
experiencing a boom since 2000. A determinant factor contributing to rising prices is rapid economic 
growth of emerging economies. This growth has been driven mainly by manufacturing in Asia, which 
has increased demand for a broad range of primary and intermediate products for production, trade and 
transport.

The boom in commodities has ended a secular decline in commodity terms of trade. Over the past 
decade, the major exporters of energy resources or minerals enjoyed the highest increases in their terms 
of trade at the expense of exporters of manufactures. The current boom in commodity terms of trade 
is not totally unprecedented. The rise of Western Europe and their dependents during the first period of 
globalization also created conditions for a commodity price boom. High prices prompted poor periphery 
countries to further specialize in primary products, missing the opportunity to industrialize. That process 
gave rise to the great income divergence between the rich countries and the poor periphery, which 
persists to this day.

This time around, the dynamics are more complex because there are not two groups of countries but 
four: (a) the “incumbent” high-income economies; (b) the “catching-up” countries, which are growing through 
industrialization and structural transformation; (c) the “commodity-boom” countries, which are benefiting from 
high commodity prices; and (d) the “aspiring” countries, those low-income resource-poor countries that have 
yet to build their productive capacities. The impact of the commodity boom on the growth trajectory of 
these countries depends on the extent that price shifts for both manufactures and commodities change 
incentives within each economy either towards or away from increasing diversification and modernization.

Countries need to manage the long-term effects of high commodity prices    
to mitigate the risks of increasing global divergence

The asymmetric incentives resulting from the commodity boom pose long-term risks of increasing global 
divergence. First, there is the danger that some incumbents, facing high unemployment and slow growth, 
would oppose the rise of the catching-up economies and prevent them from closing the income gaps 
through international pressure against their heterodox growth strategies. Levels of income and other social 
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and economic indicators for catching-up countries are still lagging far behind those of incumbent countries.  
To address this, the catching-up countries need to diversify their economies, create productive employment 
opportunities and increase domestic consumption. These actions, which would not only reduce poverty but 
also boost aggregate demand and support growth itself, could be accomplished by increasing wages in 
line with productivity and getting more poor people to engage in productive economic activities. 

Second, the aspiring countries, faced with decreasing prices for their manufactures and incentives to 
specialize in industries that require low-skilled workers, may fail to create new economic activities and fall 
further behind. These countries should reduce their reliance on a few labour-intensive manufactures and 
diversify by inserting themselves into the supply chains of catching-up economies. This requires a substantial 
improvement in connectivity in the region, particularly between the most dynamic poles of economic 
growth and the lagging economies, through investments in physical transport, energy and information and 
communications technologies infrastructure, and enhancements in trade and transport facilitation.

Third, there is the risk that the commodity-boom countries could get trapped in specializing in economic 
activities that are more volatile and prone to rent seeking, thus reducing the prospects for long-term growth 
– similar to the experience of the periphery countries during the industrial revolution. Commodity-boom 
countries need to shield their import-competing and non-resource export sectors from deindustrialization 
and foster economic diversification and productive employment, while using resource flows efficiently to 
smooth the ups and downs in revenue. These countries should also boost their human capital to foster 
technical progress in resource exploration, extraction and potential diversification of export sectors.

Fourth, all countries face the risk that high food prices will affect their most vulnerable people the most, 
increasing hunger and poverty, as warned by ESCAP in 2011, and leading to economic and social 
impacts that are severe and long-lasting. The best way to reduce food prices in the long term is to 
increase agricultural productivity. In tandem with helping to rebalance economies and making growth more 
inclusive, as observed earlier, a second “green revolution” based on sustainable agriculture will be critical 
in managing food prices in the region.

***

In 2012, the region finds itself in a renewed phase of insecurity due to the global economic climate. 
Fortunately, most countries are in a favourable position to undertake a wide range of mitigating actions to 
support their populations, therefore ensuring the continuation of an inclusive and sustainable development 
path. The imperative for greater regional cooperation, when undertaking such actions, is more important 
than ever. Enhanced regional cooperation will allow national policies to be bolstered at the regional level as 
well as unite the region, thus enabling it to have greater influence at the international level commensurate 
with the central role of Asia and the Pacific in the global economic recovery.




