
THE BEGINNINGS OF
RECOVERY AND POLICY

RESPONSES 1

A year and a half after the global economic crisis hit Asian and Pacific shores, 
the region faces rapidly evolving challenges that underline the need for policy 
reforms geared to more inclusive and sustainable modes of economic growth. 
While the crisis did not originate here, Asian and Pacific economies have 
been significantly impacted because of their vulnerability to extraregional 
developments, primarily through trade and financial channels. This chapter 
reviews the differentiated impact of the crisis on countries and the challenges 
to recovery.

Some six decades of stable world economic growth had appeared to confirm 
that policymakers had mastered the art of fine-tuning countercyclical policies 
(figure 1). Then in 2008 financial crisis propelled a synchronized decline in 
world economic growth, calling into question many of the premises on which 
market economies had functioned since the Second World War.

Policy response at the global level was swift and unprecedented in size. 
Financial meltdown was averted. Emerging from the crisis, Asian and Pacific 
economies have shown greater resilience with faster and higher growth than 
have the developed world and all the other developing regions (figure 2).
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FIGURE 1.  World economic growth: a post-war story of rising
prosperity, 1930 to 2010
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FIGURE 2. The Asia-Pacific region is the fastest growing of all, 2009 and 2010
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Sources: Data on United States GDP growth come from the United States Department of Commerce, Bureau of Economic
Analysis, National Income and Product Accounts Table, available from www.bea.gov/national/nipaweb/TablePrint.asp?FirstYear
=1930&LastYear=2009&Freq=Year&SelectedTable=1&ViewSeries=NO&Java=no&MaxValue=48.9&MaxChars=5&Request3
Place=N&3Place=N&FromView=YES&Legal=&Land= (accessed 26 Feb. 2010), including updates from IMF, World Economic
and Financial Surveys: World Economic Outlook Database, Oct. 2009 ed., available from www.imf.org/external/pubs/ft/weo/
2009/02/weodata/index.aspx (accessed 26 Feb. 2010); data on world GDP come from IMF, International Financial Statistics,
Vol. 61, 2008 (Washington, D.C.: IMF, 2008) with updates from IMF, World Economic Outlook Database; data of Japan are
based on data from the Economic and Social Research Institute, Cabinet Office, Government of Japan accessible at
www.esri.cao.go.jp/ (accessed 26 Feb. 2010).

Notes: a Only developing economies in the ESCAP region (excluding countries of the Commonwealth of Independent
States). b Developed and developing member countries of the European Economic Commission.
Sources: ESCAP calculations based on data from the United Nations regional commissions.
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The impact of the crisis has revealed the vul-
nerability of the region to external shocks – its
excessive dependence on import demand gen-
erated by extraregional markets, principally the
European Union and the United States of
America, and exposure to financial and ex-
change-rate instabilities. The degree of expo-
sure depended on demand structure in each of
the economies, their fiscal space and the extent
of foreign exchange reserves.

the fourth quarter of 2008 onwards, as exports
declined with contracting consumption in devel-
oped countries. Export-dependent economies,
particularly those in East and South-East Asia,
suffered large reductions in growth of gross
domestic product (GDP; figure 3).

The first blows of the crisis in the Asia-Pacific
region fell in the financial sector from the third
quarter of 2008, following the collapse of
Lehman Brothers in September 2008 and the
arrest in global financial flows. Capital exited
Asian and Pacific asset markets as a result of
risk aversion and the need for investors in
developed countries to settle losses in their
home markets. The initial macroeconomic effects
were, however, limited to substantial declines in
exchange rates in some economies, buttressed
by the use in many cases of substantial foreign
exchange reserves. Severely affected, Pakistan
and Sri Lanka had to go to the International
Monetary Fund for balance of payments support.
Singapore and the Republic of Korea arranged
credit lines with the United States Federal
Reserve. The Republic of Korea also arranged
bilateral credit lines with Japan and China.

Asia and the Pacific as a whole survived the
financial shock of the crisis far better than the
other developing regions of the world, largely
because of the risk management measures and
prudent macroeconomic management that the
region has followed after the 1997 Asian crisis.

The blockage in global financial markets im-
proved over the course of 2009 as the massive
liquidity provided by Governments in developed
countries began to show results. By mid-2009,
the spread of bank-offered credit in comparison
with United States Treasury Bill rates had
narrowed to levels seen before the crisis
(figure 4).

While the region generally weathered the finan-
cial storm, the export slowdown was more dra-
matic in some countries and, concomitantly, had
far greater impact on their GDP growth. The
double-digit export growth up to the third quarter
of 2008 turned into double-digit contractions in
subsequent quarters. Exporting powerhouses of

In the aftermath of the crisis, a
return to “business as usual”

is unlikely

In the aftermath of the crisis, a return to “busi-
ness as usual” is unlikely, however tempting that
might be with the current rebound. Debt-fuelled
(both governmental and private) economies, age-
ing populations and a slowdown in technological
innovations all point to a long period of stagnation
in developed countries. The axis of growth may
have shifted in a defining manner towards devel-
oping economies, with those of Asia and the
Pacific particularly well placed.

The challenges and opportunities present in the
altered economic balance of the world require
critical policy decisions in the year ahead. While
national policies remain important, the Asia-
Pacific experience of the crisis has stoked recog-
nition of the need for regional coordination in
economic and financial policymaking to provide
the supportive structure for growth from within the
region. The region needs to adopt a new toolkit of
policies while participating in creating new inter-
national financial and economic architecture.

COPING WITH VULNERABILITY

Vulnerable to trade and financial
exposure

As in other parts of the world, growth in the
Asia-Pacific region was severely curtailed from
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Source: Basic data from CEIC Data Company Ltd., available from http://ceicdata.com/ (accessed 5 Mar. 2010).

FIGURE 3. Real GDP growth, year-on-year, in selected developing and
developed countries, 2008 and 2009
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FIGURE 4. Spread of overnight LIBOR rates to overnight United States Federal
Reserve effective fund rates, February 2007 to January 2010
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Sources: ESCAP calculations based on data from the British Banker’s Association, available from www.bbalibor.com/bba/jsp/
polopoly.jsp?d=1661 (accessed 5 Mar. 2010); and the United States Federal Reserve, Federal Reserve Statistical Release,
available from www.federalreserve.gov/releases/h15/data.htm (accessed 18 Feb. 2010).

North-East and South-East Asia were hit hard
(figure 5) and consequently suffered severe
contractions in growth – excepting China where
exports accounted for a relatively small share of
GDP and where fiscal stimulus supported do-
mestic demand.

By the second quarter of 2009, the export con-
traction reached a turning point and exports
began to pick up again in many major econo-
mies of the region, causing the contraction in
GDP growth to bottom out. Driving this
stabilization and turnaround, the consumption
slowdown in the world’s developed countries
had stabilized as governmental stimulus meas-
ures began to yield results. Personal consump-
tion expenditure in the United States increased
in the first quarter of 2009 by 0.6%; whereas it
had sharply fallen in the last two quarters of
2008. By the third quarter of 2009 that rise had
multiplied more than fivefold to 3.4%.1  In tan-
dem with the export turnaround, governmental

expansionary policies in the Asia-Pacific region
took effect during the latter half of the year.

While the crisis impacted growth in GDP across
the board, the experience of individual countries
varied in the region. Dependence on exports to
developed countries and exposure to global fi-
nancial flows were key determinants. Re-
sponses to the crisis also depended very much
on country circumstances. In particular, domes-
tic demand and the availability of fiscal space
drove the differences in impacts and responses
to the crisis between countries, as the following
paragraphs show.

Exposure to developed-country demand

The impact of the crisis was transmitted through
trade shocks to the highly export-oriented econo-
mies in the Asia-Pacific region. Exports dropped
especially in the first half of 2009 at rates nearly

1 United States Department of Commerce, Bureau of Economic Analysis, “Gross domestic product: third quarter
2009 (advance estimate)”, press release, 29 Oct. 2009; available from www.bea.gov/newsreleases/national/gdp/
gdpnewsrelease.htm.
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twice as much as and more widespread than
those that followed the crisis of 1997 and the
recession in 2001 after the “dot-com bubble”
(figure 6). Monthly contraction rates of around
40% in the Philippines, the Russian Federation,
Singapore and others were observed over that
period. As income growth rates in the region
waned, imports dropped even more sharply. The
decline of imports in the wake of the export
collapse was further evidence of the high import
content of regional exports.

oped Asian and Pacific economies to the United
States fell by much more than the total imports
of the United States, particularly during the first
three quarters of 2008. The exports of develop-
ing Asian and Pacific economies fared better,
improving their market share towards the third
quarter of 2008 relative to their share in first
quarter of 2007. By the first quarter of 2009,
exports from those developing economies were
falling in tandem with the fall in total United
States imports, but an improvement was
recorded for the second quarter of the year.
The share in United States imports of the devel-
oped economies of the region continued to fall
into the second quarter of 2009, before starting
to rebound. Meanwhile those developing econo-
mies had hit bottom earlier and begun growing
again by the end of the first quarter of 2009.

How selected Asian and Pacific developing
economies fared in terms of competitiveness
during the downturn in United States import
demand can be seen more directly from the
relative movement in market share (table 1).
Remarkably, despite the sharp drops in exports

FIGURE 5. Real GDP growth of six export-oriented developing economies,
by quarter, 2008 and 2009
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Source: ESCAP calculations based on data from CEIC Data Company Ltd., available from http://ceicdata.com/ (accessed 5
Mar. 2010).

Exports dropped at rates nearly
twice as much as those that
followed the crisis of 1997

The relative movements of total imports of the
United States of America and its imports from
the ESCAP region reveal vulnerability to trade
shocks as well as the capacity to recover from
them (figure 7). Clearly the exports of devel-
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FIGURE 6. Comparative growth performance of goods exports of major
developing economies during three crises, 1997 to 2009
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Source: ESCAP calculations based on data from CEIC Data Company Ltd., available from http://ceicdata.com/ (accessed 16
Feb. 2010).

FIGURE 7. Index of total United States imports and United States imports from Asian
and Pacific developing and developed economies, by quarter, 2007 to 2009
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since the second quarter of 2008, almost all of
those developing economies actually increased
their market share in the import market of the
United States during the ensuing year. China,
despite the fall in total exports to the United
States, saw its share in that import market
increase from about 15% in the second quarter
of 2008 to 19.7% in the third quarter of 2009.
While total imports into the United States fell
during that period, the fall in imports from the
developing economies of the ESCAP region
was less than that of imports from other suppli-
ers to the United States market.

One implication is that those developing econo-
mies did not lose market competitiveness
against suppliers from the rest of the world
during the downturn in the United States import
market, they actually gained in market share.
Market competitiveness here refers to the com-
bined effects of cost structure and exchange rate
movements on export values. Asian currencies,
in general, appreciated less than the United
States dollar around the first quarter of 2009,
thus supporting Asian market competitiveness
during that period. Alternatively, the outcome
could simply have been due to the product
mix of exports from those developing countries
to the United States which could have had
relatively lower income elasticity than have

The asset bubble burst that set off the world-
wide economic crisis did not damage trade only
on the demand side. The supply side, particu-
larly through the trade credit squeeze, was also
affected. Large financial institutions scaled back
from dealing with emerging market risks, such
as financing exports, and instead focused on
bolstering their capital bases. That heightened
risk aversion, coupled with the overall credit
squeeze, led to financial institutions increasing
the cost, as well as scaling down the volume, of
trade finance.  On the other hand, the case may
be that a decrease in trade caused the reduc-
tion of trade finance. Hence, a drop in demand
by the United States, European Union and Ja-
pan for Asian exports might naturally lead to
reduced demand for trade credit, directly and

TABLE 1. Share of Asian and Pacific developing and developed economies in
total United States imports, by quarter, 2007 to 2009

2007 2007 2007 2007 2008 2008 2008 2008 2009 2009 2009
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3

China 16.2 16.2 17.7 17.2 14.8 15.1 17.2 18.8 18.7 19.2 19.7
Indonesia 0.8 0.7 0.8 0.7 0.7 0.7 0.8 0.8 0.9 0.9 0.8
Malaysia 1.8 1.6 1.7 1.6 1.6 1.5 1.4 1.4 1.4 1.4 1.6
Philippines 0.5 0.5 0.5 0.5 0.4 0.4 0.4 0.4 0.5 0.4 0.4
Republic of Korea 2.7 2.6 2.3 2.3 2.3 2.3 2.2 2.4 2.8 2.6 2.4
Thailand 1.2 1.2 1.2 1.2 1.2 1.1 1.1 1.2 1.2 1.2 1.2
All ESCAP-region
developing economies 28.4 28.0 29.5 28.7 26.5 26.3 28.6 30.6 31.3 31.7 32.4
All ESCAP-region
developed economies 8.6 7.9 7.8 7.8 8.0 7.3 6.6 7.3 6.9 6.4 6.7
Total ESCAP region 37.0 35.9 37.3 36.5 34.6 33.6 35.3 37.9 38.3 38.1 39.1

Source: IMF database, Direction of Trade Statistics, available from www2.imfstatistics.org/DOT/ (accessed 16 Feb. 2010).

Heightened risk aversion led to
financial institutions increasing

the cost of trade finance

exports from the rest of the world. Further study
over a longer time period could determine the
causes.
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along the interregional supply chain.2  Yet
another explanation3 for the reduction of trade
credit may lie in the impact of the International
Convergence of Capital Measurement and
Capital Standards: a Revised Framework (Basel
II) on trade flows, through increased procycli-
calness of trade finance.  According to observ-
ers, though not specific to trade finance, the
way in which Basel II classifies risk (i.e., focus-
ing on counterparty risk – which is normally
taken simply as country risk – rather than per-
formance risk) penalizes trade finance as the
risk premiums on international transactions tend
to be relatively high, despite the low perform-
ance risk of trade finance.4  Thus, during crises,
when country risks (particularly with developing
countries) are elevated, trade finance costs
escalate, further curtailing export performance.

Given the scarcity of trade finance, the immedi-
ate response was to increase the volume of
trade finance facilitation programmes of all re-
gional development banks and the International
Finance Corporation. Increased financial com-
mitments for trade finance were similarly ech-
oed by the Group of 20 (G-20) leaders at the
London Summit of April 2009. Initiatives in the
Asia-Pacific region included partnership agree-
ments between the Asian Development Bank
(ADB) and private banks (for example,
Wachovia) to allow them to share risk in ex-
tending trade finance. Guarantees were ex-
tended as well as loans to trading parties.  Sub-
sequent to the pledges, the concern5 arose that
the additional commitments might not be new
and that the amounts cited included ongoing
commitments.  In addition, it was not very clear

as to what extent the regulatory and supervisory
framework could be adjusted to take into ac-
count the effect of trade finance on developing
country exports in an environment of shrinking
trade.

The changes experienced in 2009 have resulted
in decreases in current account surpluses in
the region, in tandem with decreases in current
account deficits in developed countries. Whether
they are temporary reversals driven in many
Asian economies by even sharper falls in
imports, or the beginning of a long-term process
of rebalancing, remains to be seen. In
any case, the current account deficit of the
United States has decreased quite sharply, while
China has significantly pared down its trade
surplus.

2 IMF, World Economic and Financial Surveys, Regional Economic Outlook: Asia and the Pacific: Global Crisis: the
Asian Context, May 2009 ed. (Washington, D.C.); available from www.imf.org/external/pubs/ft/reo/2009/APD/ENG/
areo0509.htm.

3 Caliari, Aldo, The Financial Crisis and Trade in Asia: Towards an Integrated Response in Asia. Proceedings of
the ESCAP Regional High-level Workshop on “Strengthening the Response to the Global Financial Crisis in Asia-
Pacific: The Role of Monetary, Fiscal and External Debt Policies”, 27 to 30 July 2009, Dhaka, Bangladesh, p. 7;
citing WTO Working Group on Trade, Debt and Finance, 2008, reporting on the complaints by developing
countries regarding the negative effects of biases embedded in the Basel II framework.

4 Chauffour, Jean-Pierre and Thomas Faroll, “Trade finance in crisis: Market adjustment or market failure?”, Policy
Research Working Paper 5003 (Washington, D.C.: World Bank, 2009), p. 15; available from: www-wds.worldbank.
org/external/default/WDSContentServer/IW3P/IB/2009/07/20/000158349_20090720085356/Rendered/PDF/
WPS5003.pdf.

5 Caliari, The Financial Crisis and Trade in Asia, p. 8.

The global crisis, having impacted Asian and
Pacific economies through international trade,
exposed the vulnerability of the export sector of
the region to developed country demand. The
crisis has sparked a debate on the role of trade
in development and the importance of market
diversification.

Trade in a modernizing economy has always
been a reliable engine of growth in much of
Asia, if not in most parts of the world. The shift

The crisis has sparked a debate on
the role of trade in development
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to export-led industrialization, epitomized by the
“Asian Tigers”, created a demonstration effect in
most of developing Asia. Over the 40 years
from 1956 to 1996, the per capita incomes of
the “rapidly integrating economies”6 of Asia grew
by 5%, in comparison with the world average of
1.9%.7

Furthermore, during the 1997 crisis, the affected
Asian economies managed to export their way
to recovery. Innovative production schemes like
the regional tie-in to global supply chains funda-
mentally changed the composition of trade as
well as its direction. The strategy paid off be-
cause the erstwhile growth engine of the world,
the United States, maintained robust demand.
Historically, growth in trade in goods has always
outstripped global output growth.

Unfortunately, the reverse has also held true. As
global growth has moved into negative territory,
trade has plummeted more sharply. For some
sectors the downturn will be harder to overcome
than in the past. Since the global economy is
interlinked through trade more than ever before,
the impact of a fall in output on trade has
become magnified. Empirical estimates8 put the
elasticity of world trade to output at 3.35, from
under 2 in the 1960s. East Asia has the largest
elasticity for the 12 years from 1995 to 2007,
as well as the largest increase in elasticity
compared to the 12-year period 1982 to 1994.
With export elasticity to global growth at 4.45,
the East Asian trading sector is indeed very
sensitive to changes in global growth relative to
other regions in the world.

What could account for the increasingly higher
elasticity measures of the current decade in
comparison with the earlier periods? Some ob-

servers9 say that the structure of the global
production chains exacerbates the decline in
merchandise trade during recessions. Trade fi-
nance might be able to provide another, partial
explanation of why trade has contracted much
more than global output.

6 The ADB characterization of “integrating Asia” comprises the 10 countries of ASEAN and China, India, Japan,
the Republic of Korea, Taiwan Province of China and Hong Kong, China.

7 ADB, Emerging Asian Regionalism: A Partnership for Shared Prosperity (Manila, 2008), p. 27; available from
www.aric.adb.org/emergingasianregionalism (accessed 12 Oct. 2009).

8 Freund, Caroline, “The trade response to global downturns: Historical evidence”, Policy Research Working Paper
5015 (Washington, D.C.: The World Bank, 2009), p. 6; available from http://econ.worldbank.org.

9 Freund, “The trade response to global downturns”, p. 9.
10 UNCTAD, Trade and Development Report 2003: Capital Accumulation, Growth and Structural Change, (United

Nations publication, Sales No. E.03.II.D.7), p. 49.

The responsiveness of trade to
a global downturn depends

on the mix of products

Given the fragmentation in production systems,
countries increasingly specialize in a particular
process or component (that is, intermediate
products) rather than a whole or final product.
Countries that want to export such products
need to import the parts and components. For
example, China imports semiconductors from
Malaysia, hard disks from the Philippines and
other components from elsewhere, and assem-
bles them into computers that are shipped to
the United States. Chinese imports and exports
are thus higher than if China were to produce
the computers wholly from within its borders. So
the responsiveness of trade of a country to a
global downturn depends, in part, on its mix  of
products. The greater the proportion of products
destined for exports that need imported inputs,
the more sensitive the trading sector is to
changes in global incomes. Such trade among
countries linked through international production
networks tends to be “double-counted” in
trade statistics10 as corroborated by the rapid
increases in manufactured imports and exports
in countries, such as China and Malaysia, that
are heavily involved in international production
networks.
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Consequently, how vulnerable to the worldwide
slump in income did Asia and the Pacific be-
come? That would depend on (a) the degree of
openness of the economies in the region, (b)
the market orientation of exports and (c) the
product mix of trade.  On the demand side, the
fall in import demand of the affected economies
of the United States, Europe and Japan has a
direct bearing on exports from the region be-
cause of its large share of developed-country
imports.

Since the crisis was transmitted through the
trade channel, obviously the greater the share of
the trade sector in the economy, the greater was
the impact. The Asia-Pacific region is highly
open and export dependent: the export sector of
Asian and Pacific developing economies com-
prises close to 38% of GDP, which is two and a
half times larger than the corresponding share of
the developed economies in the region (figure

8). The subregional groupings exhibit some strik-
ing differences, however. South-East Asia, and
East and North-East Asia, are the most export-
dependent, while South and South-West Asia
have less export dependent economies.

The phenomenal Chinese export performance
during the past five years accounts for much of
the increase in the ratio of exports to GDP in
the East and North-East Asian subregion. By
contrast, despite doubling its own ratio of ex-
ports to GDP, India with just 1% of world ex-
ports does not significantly alter the correspond-
ing ratio in the South Asian subregion.11

The destination market of exports has also be-
come an indicator of vulnerability as it came to
reflect the exposure of an economy to the
source of market disturbance. Measures of
trade intensity are revealing here, indicating
whether a region or country exports more (as a

11 ESCAP, Asia-Pacific Trade and Investment Report 2009: Trade-led Recovery and Beyond (United Nations
publication, Sales No. E.09.II.F.19), p. 6; and ADB, Asia Economic Monitor: July 2009 (Manila, 2009), available
from www.aric.adb.org/asia-economic-monitor.

FIGURE 8. Export dependence in subregions of Asia and the Pacific, in three-year
averages, in percentage shares of GDP, 1994 to 1996 and 2005 to 2007
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percentage) to a given destination than the
world does on average. More specifically, the
trade intensity index measures the ratio of the
trade share of a particular country to a partner
or region and the world trade share to the
same country or region. An index value greater
than 1.0 would indicate that the country’s export
volume to a given destination is greater than
the world average. The country would thus be
said to have a more intense export trade rela-
tion with that partner than does the rest of the
world (table 2).

An increasing value in the index with China
might therefore indicate greater trade in compo-
nents and parts with China whose final destina-
tion is the United States, rather than increased
Chinese dependency on itself as final consumer.
Thus, one limitation of this measure is that it
does not account for the trade pattern based on
the intermediate goods from global production
chains. For that reason, an index that deals
with the product mix could be used to comple-
ment the analysis.

looms even larger in the region as its exports
and imports account for a growing proportion of
the regional trade. With China emerging as the
world’s factory, particularly of manufactured ex-
ports, Asian and Pacific economies that have
embarked on a similar export-based growth
strategy could feel threatened. At the same time
China’s emergence, accentuated by its resil-
ience to the global crisis, presents the opportu-
nity of a growing market when growth in the
rest of the world is anaemic, as evinced by
trade deficits in 2008 with Japan, the Republic
of Korea, South-East Asia and Australia.

Economies that trade intensively
with the United States and Japan
are more vulnerable than others

to the collapse in external demand

Given the outlook for 2010, economies that tend
to trade intensively with the United States and
Japan are rendered more vulnerable than others
to the collapse in external demand. In favourable
contrast, the Chinese and Indian economic
growth rates during 2008 and much of 2009 are
quite remarkable given the backdrop of the global
recession. Will those two large economies be the
next engines of growth in Asia and the Pacific?

China recently surpassed Germany as the larg-
est exporter in the world. The Chinese profile

If China imports from Asian sources
for its own consumption, its domestic
spending would become an important

source of external demand

To what extent can China be expected to be an
engine of growth in the post-crisis period for
Asian and Pacific economies? Much depends
on whether China imports from developing Asia
for consumption purposes or simply to source
inputs for its assembly operations. If China
were to import from Asian sources for its   own
consumption, its domestic spending would
become an important source of external
demand. Here a few caveats should be consid-
ered in using the trade intensity indicators. First
of all, the trade intensity index also picks up the
trade with China in parts and components of
countries but does not distinguish it from trade
in goods for own consumption. Thus, exports of
intermediate goods from other countries to
China could well end up as part of Chinese
exports to the affected economies, such as
the United States. Some estimate the foreign
content of China’s aggregate merchandise ex-
port at between 25 to 46% in 2002 depending
on the methodology used.12 Furthermore,

12 Dean, J., K.C. Fung and Z. Wang, “How vertically specialized is Chinese trade?”, Bank of Finland Discussion
Papers 31 (Helsinki: Bank of Finland Institute for Economies in Transition, 2008), available from www.bof.fi/NR/
rdonlyres/0F367D7B-DA85-4D13-8788-9E2EF25DFBCB/0/dp3108.pdf.
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a study13 estimates that the share of parts
and components in total imports into China
has doubled from 17.6% in 1992 to 34.3% in
2003.

Secondly, the strength of realignment in trade of
Asian and Pacific developing economies with
China will depend on the import intensity of the
latter’s domestic demand. In other words, it will
depend on whether the share of final goods in
the imports of China will increase relative to
imports of parts and components. A study of the

recent pattern of trade between China and the
East and South-East Asian economies provides
limited evidence that China “is becoming more
of a consumer and less of an assembler”.14

The study reveals that China increased its im-
ports from East and South-East Asia from $9.9
billion to $17.9 billion over the period from
January to June 2009, when exports of the
region were declining, indicating that China is
providing additional external demand to its re-
gional trading partners. Given the disparity in
the magnitude of consumption spending be-

13 Athukorala, P-C. and N. Yamashita, “Production fragmentation and trade integration: East Asia in a global
context”, North American Journal of Economics and Finance (Dec. 2006), vol. 17, no. 3, p. 8.

14 ADB, Asian Development Outlook Update: Broadening Openness for a Resilient Asia (Manila: ADB, 2009),
available from www.adb.org/Documents/Books/ADO/2009/Update/ado2009-update.pdf (accessed 5 Oct. 2009).

TABLE 2.  Trade intensity indices of Asian and Pacific economies, 2007

Trade with US with Japan with China

Developing economies
China 1.39 2.01 –
Hong Kong, China 1.25 0.51 6.44
Macao, China 2.96 0.28 2.13
Mongolia 0.25 0.16 15.60
Republic of Korea (the) 0.90 1.71 4.60
Russian Federation (the) 0.15 0.57 0.99
Bangladesh 1.89 0.29 0.17
India 1.02 0.56 1.35
Maldives 0.08 1.11 0.00
Pakistan 1.62 0.16 0.73
Sri Lanka 2.07 0.66 0.13
Cambodia 4.28 0.75 0.25
Indonesia 0.76 5.04 1.79
Malaysia 1.14 2.22 1.86
Philippines 1.58 4.22 1.03
Singapore 0.68 1.18 2.13
Thailand 0.92 2.83 2.06
Viet Nam 1.62 2.89 1.34

Developed economies
Australia 0.37 4.09 2.56
Japan 1.50 – 3.11
New Zealand 0.85 2.29 1.16
United States – 1.36 1.23

Notes: The index takes a value between 0 and +∞. Values greater than 1.0 indicate an “intense” trade relationship. The
index utilizes export data.
Source: ESCAP, Asia-Pacific Trade and Investment Agreements Database (APTIAD) Interactive Trade Indicators; available
from www.unescap.org/tid/artnet/artnet_app/iti_aptiad.aspx (accessed 6 Oct. 2009).
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tween the developed countries and China, how-
ever, China could not be expected to substitute,
in the short term, for the United States or
European Union, in generating external demand
for Asian and Pacific economies.

cant imported inputs that are, in turn, character-
ized as having rather high intra-industry trade
(IIT) indices. IIT measures the degree of over-
lap between imports and exports in the same
commodity category, with a value of 1.0 indicat-
ing pure “intra-industry” trade and a value of 0
indicating pure “inter-industry” trade.  Export
commodities, such as electronics or motor vehi-
cles that use significant quantities of imported
electronic and automotive parts and components
as intermediate goods, have high IIT. The
higher the share of such items in a country’s
export profile, the more vulnerable that country
to the crisis.

India has become an attractive and
growing market for the region

In addition, by virtue of its economic perform-
ance during the crisis, India has become an
attractive and growing market for the region.
Unlike China, which tends to dominate in manu-
factured exports of finished goods, India has
always been a net importer of goods with coun-
tries in the region, excepting with the Republic
of Korea with which it has a positive trade
balance. In 2008, for example, its trade deficit
with the ASEAN countries and China ap-
proached $15 billion and $21 billion, respec-
tively. Furthermore, Indian imports of goods
from ASEAN countries grew annually by more
than 25% in 2007 and 2008. As India continues
to grow, its imports will provide buoyant demand
in the region.

Even more significant than net trade figures
in the region’s trade with India might be
the sharp contrast in complementarities of
competitive structure. India is a world leader
in services exports, especially commercial
services; whereas the comparative advantage
for many of the region’s trading partners lies in
manufactures and commodities. Hence, the
ASEAN-India Trade in Goods Agreement that
came into effect on 1 January 2010 and con-
tinuing negotiations in services and investments
appear promising for regional integration. The
agreement marks intensification of the “Look
East” strategy of India and the need for ASEAN
countries to engage with rapidly growing
markets and to balance its relations with all
major Asian economic powers.

Product mix is also important. Expected to fall
first is trade in export items that require signifi-

The surge in intra-industrial trade
in electronic parts and components

has underpinned much of the
growth in intraregional trade

in the region

Many economies in South-East Asia exhibit high
IIT in the sectors that are cited in table 3 under
categories of the Harmonized Commodity De-
scription and Coding System (HS); the extent of
outsourcing in each sector is indicated for ma-
chinery (HS Code 84), electronics (HS Code
85), motor vehicles (HS Code 87) and knitted
apparel (HS Code 61). Motor vehicle production
in Malaysia, the Philippines, Thailand and Indo-
nesia is subject to extensive parts and compo-
nents trade that is facilitated under the ASEAN
Free Trade Agreement (AFTA). Those same
South-East Asian economies exhibit very high
IIT in electronics (HS Code 85), indicating a
high degree of outsourcing activity. The surge in
intra-industrial trade in electronic parts and com-
ponents (as intermediate goods) has under-
pinned much of the growth in intraregional trade
in the region. A softening in demand would
certainly take a heavier toll on items marked by
extensive trade in parts and components.
Economies with high proportions of those sec-
tors in their export profiles were thus more
vulnerable to the crisis.
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Sector/Commodity Group (HS codes)
Economy

HS 84 HS 85 HS 87 HS 61

Developing economies
China 0.55 0.55 0.81 0.04
Hong Kong, China 0.02 0.03 0.00 0.71
Macao, China 0.46 0.37 0.22 0.48
Mongolia 0.03 0.03 0.04 0.58
Republic of Korea (the) 0.83 0.67 0.23 0.71
Russian Federation (the) 0.26 0.22 0.16 0.00

Bangladesh 0.06 0.05 0.16 0.01
India 0.38 0.41 0.87 0.04
Pakistan 0.04 0.07 0.07 0.18
Sri Lanka 0.06 0.27 0.47 0.22

Cambodia 0.01 0.05 0.27 0.03
Indonesia 0.46 0.72 0.68 0.22
Malaysia 0.78 0.93 0.47 0.96
Philippines 0.98 0.74 0.91 0.40
Singapore 0.79 0.66 0.06 0.63
Thailand 0.80 0.92 0.55 0.12
Viet Nam 0.46 0.76 0.25 0.08

Developed economies
Australia 0.35 0.32 0.29 0.11
Japan 0.52 0.61 0.18 0.03
New Zealand 0.49 0.50 0.07 0.19
United States 0.82 0.66 0.62 0.10

Notes: The index ranges from zero to 1.0, with zero indicating pure inter-industry trade and 1.0 indicating pure intra-industry
trade. The Harmonizing Commodity Description and Coding System (HS) codes are:
61 Articles of apparel, accessories knit or crochet.
84 Nuclear reactors, boilers, machineries, etc.
85 Electrical, electronic equipment.
87 Vehicles other than railway and tramway.
Source: ESCAP, Asia-Pacific Trade and Investment Agreements Database (APTIAD) Interactive Trade Indicators; available
from www.unescap.org/tid/artnet/artnet_app/iti_aptiad.aspx (accessed 7 Oct. 2009); descriptions of commodity codes come
from www.trademap.org/stCorrespondingProductCodes.aspx.

TABLE 3. Intra-industry trade indices of Asian and Pacific economies,
by sector, 2007

Exposure to capital flows
The region experienced the first impact of the
crisis through short-term capital flows, which
brought instability, not unlike in 1997.
Policymakers had attempted to mitigate the risk
of instability by building up foreign reserves to
levels that could cope with expected capital
outflows. Notwithstanding policy, the manner in
which the channel of capital flows operated
during the global crisis was different from the

case in 1997. At that time, the problem with
capital flows lay more in excessive short-term
foreign debt of domestic banks and other private-
sector operators. However, the past decade has
been notable for another aspect of capital flow
build-up – that of foreign portfolio capital. Looking
at net capital flows (figure 9), the collapse of
1997 and 1998 was due largely to the reversal in
short-term bank loans. The global crisis of 2008
and 2009 was driven more by sharp reversals in
portfolio flows, although inevitably there were also
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FIGURE 9. Net private capital flows to “emerging” Asia, 1991 to 2010
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ed., available from www.imf.org/external/pubs/ft/weo/2009/02/weodata/index.aspx (accessed 25 Feb. 2010).

15 The Hindu Business Line, “Overseas borrowing gets easier for India Inc.”, Chennai, India, 31 July 2009, available
from www.thehindubusinessline.com/2009/07/31/stories/2009073151870100.htm.

retrenchments in lending by many international
banks in response to the financial stresses faced
by their headquarters in the United States and
Europe. In contrast to the 1997 crisis, the re-
versal in capital flows was driven by pressures
emanating from outside the region, from the
problems of the financial institutions in developed
countries and the increase in global risk aversion.

Korea, were also impacted by the crisis through
the channel of the global credit crunch. Notably,
the corporate sector in India used significant
foreign borrowings to fund expansion;15 external
commercial borrowing in India during the first
quarter of FY2009 was $2.711 billion, in compari-
son with $4.052 billion in the first quarter of
FY2008. Banks in the Republic of Korea relied
on global borrowing to fund credit-dependent
household spending; the country’s loan-to-de-
posit ratio of close to 120% was the highest in
the region. Reduced availability of international
credit impacted growth through increased pricing
of loans to fund consumption and investment,
despite easing of monetary policy that all coun-
tries engaged in. The continuing dependence on
foreign financing of consumption by some coun-
tries after the crisis (figure 10) has meant that
the resumption of international credit flows
remains an important factor in recovery.

The region experienced the first
impact of the crisis through

short-term capital flows

Some major economies relatively more reliant on
external borrowing for financing domestic credit
creation, such as India and the Republic of
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FIGURE 10. Loan-to-deposit ratios in major Asian developing economies,
third quarter of 2009
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Notes: Data of Kazakhstan and the Philippines refer to April 2009 and May 2009, respectively. Data of Indonesia refer to
May 2009. Data of India refer to Q2 2009. Data of India refer to the credit-to-deposit ratio of scheduled commercial banks.
Data of Thailand refer to the consolidated-loan-to-deposit ratio.
Sources: ESCAP staff estimation based on data from CEIC Data Company Ltd., available from http://ceicdata.com/
(accessed 29 Jan. 2010); and IMF, Republic of Kazakhstan: 2009 Article IV Consultation – Staff Report; Supplement; and
Public Information Notice on the Executive Board Discussion, IMF Country Report No. 09/300 (Washington, D.C., 17 June
2009).

Any region that experiences a slowdown or
reversal in foreign portfolio capital flows will
inevitably suffer from a negative balance-of-pay-
ments shock in the form of exchange-rate de-
preciation, sharp decline in foreign exchange
reserves and/or interest rate hike with deleteri-
ous effects on the domestic economy. While the
Asia-Pacific region did see a sudden stop in
capital flows, those economies that were running
current-account surpluses were not as vulner-
able as the Republic of Korea, in particular, and

India and Indonesia, which experienced some of
the sharpest declines in reserves and exchange
rates. Even in those economies the current-
account deficits were fairly small, suggesting
that the need for net capital flows to finance the
deficit was fairly modest. The critical lesson is
that even countries that do not require foreign
capital to finance current account imbalances
but have experienced massive portfolio capital
inflows in previous years, and thus have a stock
of gross external liabilities that could potentially
be reversible, are at risk of a sudden outflow.
For example, countries with large current-ac-
count surpluses, such as Singapore and Malay-
sia, have also experienced downward pressure
on their reserves due to a reversal of some
portfolio capital inflows from previous years.

Exposure to a high level of foreign portfolio
capital inflows can thus create a crisis even

The critical lesson is that countries
that have experienced massive
portfolio capital inflows are at

risk of a sudden outflow



ECONOMIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2010

20

when economic fundamentals are sound, or it
can make a bad situation worse when the
fundamentals are weak. Foreign portfolio capital
is volatile for a host of reasons, some of which,
as demonstrated by the present crisis, are
driven by developments outside of the country
or region in question. Moreover, once the out-
flow of foreign portfolio capital becomes a
problem, it further undermines the confidence of
international capital markets. While the current
financial crisis has confirmed the importance

of reserve holdings, the appropriate size
of reserves remains unclear; i.e., reserve
adequacy. Asia as a whole clearly holds
adequate reserves in terms of its imports and
short-term debt (table 4). However, as shown by
the Republic of Korea and other countries, other
forms of mobile capital such as portfolio flows
are a concern. No proper yardstick has yet
been developed to account for the potential
reversibility of those other types of capital
flows.16

Foreign reserves as a percentage of:
Foreign reserves

Regiona and (in billions of US dollars) GDP Short-term external debtb Imports
country

1996 2007 2008 2009 2008 1996 2007 2008 2009 1996 2007 2008 2009

Developing Asiac 483.1 2 916.8 3 328.5 3 355 39.6 170 449 589 595 49.0 103.6 100.0 116.8
China 107.0 1 530.3 1 949.0 1 954 45.1 376 1 249 1 865 1 873 69.4 147.9 172.0 193.4
India 20.2 267.0 247.4 242 20.3 260 339 333 324 53.2 123.2 84.8 91.9
Republic of

Korea 34.0 262.2 201.1 212 21.6 45 176 173 177 22.6 73.5 46.2 63.7
Other developing

Asiad 321.9 857.3 931.0 948 48.1 145 389 502 511 48.9 66.6 63.3 74.9

Latin America 143.0 399.9 442.7 410 11.4 145 238 369 300 63.6 65.2 59.5 62.4
Brazil 58.3 179.4 192.8 186 12.0 111 292 342 329 102.7 141.8 105.5 109.5
Chile 15.0 16.8 23.1 24 13.6 201 86 113 114 78.0 35.7 37.3 46.1
Mexico 19.4 87.1 95.1 84 8.8 60 256 241 218 20.7 29.5 29.4 31.0

Central and
Eastern Europe 52.6 224.2 230.4 211 15.7 504 114 107 92 38.1 34.3 29.6 38.9

Middle East 18.5 59.8 57.1 47 8.0 111 98 112 90 47.5 44.9 34.9 34.0

Russian Federation 11.3 466.8 412.5 368 25.7 42 486 509 446 16.4 208.8 141.3 144.4

Memo:
Net oil exporters 180.5 959.5 946.3 .. 19.8 200 1 050 1 862 .. 67.2 108.8 89.5 ..

Notes: a Regional aggregates are the sum of the economies listed. For 2009, data are the latest available (up to August 2009).
b Consolidated cross-border claims of all Bank of International Settlements reporting banks for countries outside the

reporting area with a maturity of up to one year plus international debt securities outstanding with a remaining
maturity of up to one year.

c Economies listed and other Asian developing countries.
d Taiwan Province of China; Hong Kong, China; Indonesia, Malaysia, the Philippines, Singapore and Thailand.

Sources: Based on data from the World Bank, World Economic Outlook Database, October 2009, available from
www.imf.org/external/pubs/ft/weo/2009/02/weodata/weoselgr.aspx (accessed 15 Dec. 2009); Economist Intelligence Unit,
Country Analysis and Forecasts, EIU CountryData, accessible at http://countryanalysis.eiu.com/ (accessed 15 Dec. 2009);
and Bank for International Settlements, “BIS Quarterly Review: March 2010”, Table 9A (available from www.bis.org/statistics/
hcsv/hanx9a_1y.csv) and Table 17B (available from www.bis.org/statistics/qcsv/anx17b.csv).

TABLE 4. Foreign reserve adequacy, 1996 to 2009: outstanding year-end reserves position

16 For example, see Wijnholds, J. Onno de Beaufort, and Arend Kapteyn, “Reserve adequacy in emerging market
economies”, IMF Working Paper WP/01/143 (Washington, D.C.: IMF, 2001), pp. 9-11.
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A more precise yardstick of vulnerability could
encompass the measurement of overall gross
external liabilities of a country that are most
clearly reversible and measurable. The compo-
nents of such an approach are short-term debt,
the stock of portfolio inflows and the magnitude
of imports over three months.  The quantum of
short-term debt and the stock of portfolio capital
inflows are relevant because they can exit the
country at any time, resulting in currency devalu-
ation pressure. Similarly, the quantum of imports
over three months represents the amount of
reserves that flows out as financing for imports.
“Gross” rather than “net” is appropriate because,
if foreigners should choose to withdraw their
funds, the country might not be able to coordi-
nate accounts in order to remit its gross external
assets back to the country simultaneously –
particularly if the investments to and from the
country are made by unconnected parties.

One hundred per cent of foreign reserves is
taken as the threshold. However, the threshold
is subject to a number of caveats. It may be an
overestimate because the portfolio market price
in distress periods may be much less than its
historical value, while exchange-rate deprecia-
tions during crisis may also lessen the stock of
outflow. On the other hand, the threshold may
be an underestimate because some countries
are also susceptible to “internal drain” – a run
against domestic currency by residents. The
likelihood of internal drain has increased in re-
cent years because regulation of financial out-

flows has been liberalized in several countries
across the region.

At the end of 2008, after the worst of the financial
impact of the crisis, the vulnerability yardstick was
not covered in full (100%) by foreign reserves in a
number of countries. Of those for which data are
available (figure 11), the vulnerability yardstick
exceeds the stock of reserves in the Republic
of Korea, Indonesia, Malaysia, Philippines and
Kazakhstan. In each of those countries, the
stock of foreign portfolio inflows accounted for
the greatest part of the vulnerability yardstick,
followed by short-term debt.

The lesson to be drawn here is that the analy-
sis of the risks of a sudden reversal in foreign
capital flows should be broadened. The tradi-
tional view of short-term debt being the main
component of such flows should be tempered
with the finding that portfolio capital has become
increasingly important in the region, with the
potential to destabilize currencies by flowing out
in a similar short-term fashion.

The next question that arises is how best to
deal with portfolio capital flows – a matter of
much debate. An uncontrolled inflow requires a
sufficient build-up of reserves to buffer sudden
outflows. Building up of reserves is costly, how-
ever, because of potential exchange-rate losses
as well as the loss in interest income from
having to invest the funds in low-interest-earning
foreign currency assets. An option would be to
manage the quantum of inflow of such funds
through various capital controls. The potential
benefits of such controls have come increas-
ingly under discussion owing to the lessons
from this crisis about the risks of short-term
capital inflows.17 A completely open capital
account is not necessarily appropriate from a
cost-benefit analytical viewpoint,18 particularly
since research has suggested that the benefits
of such openness are ambiguous.19 Further-

A more precise yardstick of vulnerability
could encompass the measurement
of overall gross external liabilities of

a country that are most clearly
reversible and measurable

17 Ostry, J. D. and others, Capital Inflows: The Role of Controls, Staff Position Note No. 2010/04 (Washington, D.C.:
IMF, 2010), available from www.imf.org/external/pubs/cat/longres.cfm?sk=23580.0.

18 Rodrik, D., “The social cost of foreign exchange reserves”, International Economic Journal 20, 2006.
19 For example, Kose, M.A. and others, “Financial globalization: a reappraisal”, NBER Working Paper No. 12484

(Cambridge, Massachusetts: National Bureau of Economic Research, 2006); and Eichengreen, B., Capital Flows
and Crisis (Cambridge, Massachusetts: MIT Press, 2003).
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more, the relevance of an international tax to
moderate the volatility of portfolio flows, along
the lines of the so-called Tobin tax, has been
discussed in the context of problems inherent in
imposing capital controls at national level.20

Capital markets and exchange rates:
renewed inflows bring instability

The initial impact of the crisis on the region was
felt through the financial markets as investors
withdrew capital from equity and debt markets

FIGURE 11. Vulnerability yardstick as a percentage of foreign reserves
in major developing economies, 2008
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Notes: Vulnerability yardstick is the sum of short-term debt, imports of the last quarter of the year and stock of equity and
debt portfolio capital. Data on stock of foreign portfolio investments of Indonesia, Malaysia and Philippines refer to figures of
2007.
Sources: ESCAP calculations based on data from IMF, International Financial Statistics (IFS) Online Service, available from
www.imfstatistics.org/imf/ (accessed 24 Oct. 2009) and World Economic and Financial Surveys: World Economic Outlook
Database, Oct. 2009 ed., available from www.imf.org/external/pubs/ft/weo/2009/02/weodata/index.aspx (accessed 24 Oct.
2009); World Bank, Quarterly External Debt Statistics databases, available from http://web.worldbank.org/WBSITE/EXTER-
NAL/DATASTATISTICS/EXTDECQEDS/0,,menuPK:1805431~pagePK:64168427~piPK:64168435~theSitePK:1805415,00.html
(accessed  13 Oct. 2009); and CEIC Data Company Ltd., available from http://ceicdata.com/ (accessed 24 Oct. 2009).

in a flight to safety. For highly leveraged inves-
tors, declining equity values abroad also trig-
gered margin calls. That outflow of capital led to
particularly sharp falls in markets where, taking
advantage of high global liquidity, foreign inves-
tors had acquired an increasing presence. The
entry of foreign capital has been encouraged by
the liberalization of capital markets in the region
since the 1997 crisis.21 Financial markets in the
region have seen a sharp upturn during 2009
after reaching their troughs in the early part of
the year, due to renewed inflows of foreign
capital. Markets have also been supported by

20 Epstein, Gerald, “Should financial flows be regulated? Yes”, United Nations DESA Working Paper No. 77, ST/
ESA/2009/DWP/77, available from www.un.org/esa/desa/papers/, July 2009; and Persaud, Avinash, “We should
put sand in the wheels of the market”, Financial Times, Comment/Opinion, London, 27 Aug. 2009, available from
www.ft.com/cms/s/0/08523a6a-934c-11de-b146-00144feabdc0.html.

21 See Akyuz, Yilmaz, The Current Global Financial Crisis and Asian Developing Countries, ESCAP Series on
Inclusive and Sustainable Development 2 (Bangkok: ESCAP, 2008), p. 3.
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Financial markets in the region have
seen a sharp upturn due to renewed

inflows of foreign capital

buoyant domestic buying spurred by borrowing
in a number of countries such as China and
India.

FIGURE 12. Exchange rate movements in major developing economies, 2007 to 2009
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Note: A positive trend represents appreciation and vice versa.
Source: Based on data from CEIC Data Company Ltd., available from http://ceicdata.com/ (accessed 15 Feb. 2010).

As capital inflows have returned to the region,
exchange rates have come under upward pres-
sure after substantial depreciation since the on-
set of the crisis (figure 12). Notably, the Korean
won appreciated around 8% over the period
beginning in January 2009 to the time of this
writing. Other currencies such as the Thai baht,
Indian rupee and Singaporean dollar appreci-
ated slightly. A number of currencies, particularly
those most affected by the crisis such as the
Korean won and Russian rouble, still remain
substantially below values seen in September
2008. In any case, the fall in currency values to

their lowest point for countries in the region was
generally far less than in the 1997 crisis (figure
13). One factor responsible in maintaining cur-
rency values was the use by the central banks
of foreign exchange reserves in supporting cur-
rencies across the region (figure 14).

Exchange rates have come under
upward pressure after substantial

depreciation since the onset
of the crisis

As recovery gains momentum in the region,
concerns about the future strength and role of
the United States dollar as a reserve currency
grow, given the build-up of governmental debt
and lacklustre growth. The need to engage in
policies in the coming months to manage ap-
preciation of currencies in order to encourage
nascent export recovery will require Asian and
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FIGURE 13. Change in nominal effective exchange rates from peak to trough in major
developing economies during two crises, 1997 to 1998 and 2008 to 2009
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FIGURE 14. Foreign reserves in six developing economies, December
2007 to December 2009
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Pacific Governments to make important deci-
sions about how to reduce exposure to losses
in any future investment in dollar assets. Losses
would arise from reduction in values of assets
due to any future dollar depreciation and from
the interest rate spread between investment in
dollar-denominated debt instruments compared
with the interest rate paid on domestic bonds
issued as part of any accompanying “steriliza-
tion”. China was at the forefront of implemen-
ting alternative approaches in 2009. The central
bank signed swap arrangements with numerous
countries in Asia as well as farther afield in
Latin America, allowing those countries to
extend credit in yuan to their own importers
and exporters and their trade with China to be
invoiced in yuan rather than dollars.

Emerging reorientation of foreign direct
investment

In common with other capital flows, foreign
direct investment (FDI) in the region was signifi-
cantly impacted during the crisis (figure 15).
China, for example, attracted 20% less FDI
from January to July 2009 compared with the
corresponding period in 2008.22 Similarly, FDI in
India from April to June 2009 was down 30%
compared with the corresponding period in
2008.23 Developed-country foreign enterprises
did not pursue investments abroad for several
reasons – downward adjustment in expectations
of profitability of the investment, the need to
save funds for difficulties faced in their home
markets in developed countries, and difficulty in
obtaining financing due to the credit crunch.
There will therefore be some reorientation in the

Reorientation in FDI is one aspect of a general
increase in the importance of outbound FDI
from the region. FDI outflows from South, East,
and South-East Asia in 2008 increased by 7%
to $186 billion.24 Here, again, the history of
China’s outbound investment flows is spectacu-
lar, albeit short.25 Until 2004 it had remained
insignificant, but by 2007 had increased to $25
billion, only to double to more than $50 billion in
2008.  There was some fall in outbound FDI in
late 2008 and early 2009 due to the crisis, as
the credit crunch made financing of such acqui-
sitions more difficult. Outbound FDI from India
in 2008, for example, was down by 7% to
under $17 billion, the first absolute fall in out-
bound FDI from the country since 1999. Simi-
larly the first half of 2009 saw outbound invest-
ments from the country fall by 65% to under $3
billion compared with the corresponding period
in 2008.26 In the medium term, the crisis is
likely to increase the relative importance of FDI
from the region as companies exploit the rela-
tive weakness of enterprises in the developed
world to acquire some of their assets, either in
the developed world or of subsidiaries in devel-
oping countries. Some of the largest invest-

22 Terence Poon, “Foreign direct investment in China continues to slide”, Wall Street Journal, Asia ed., Economy
sec. (online), 18 Aug. 2009; available from http://online.wsj.com/article/SB125047781996935959.html?KEYWORDS
=%22foreign+direct+investment+in+china+continues+to+slide%22.

23 Economic Times, “FDI increased 8% in June to $2.58 bn”, News sec., Delhi, 19 Aug. 2009, available from http://
economictimes.indiatimes.com/News/Economy/Finance/FDI-increased-8-in-June-to-258-bn/articleshow/4909780.cms.

24 UNCTAD, World Investment Report 2009: Transnational Corporations, Agricultural Production and Development
(United Nations publication, Sales No. E.09.II.D.15), p. xxiii.

25 Rosen, Daniel H., and Thilo Hanemann, “China’s changing outbound foreign direct investment profile: drivers and
policy implications”, Policy Brief No. PB09-14 (Washington, D.C.: Peterson Institute for International Economics,
2009).

26 Emirates Business 24-7,  “Domestic growth may help India’s outward FDI”, Dubai, available from www.business
24-7.ae/Articles/2009/8/Pages/18082009/08192009_feb4d07748b44a9da4abc69e871fac2c.aspx.

In the medium term, the crisis is likely
to increase the relative importance

of FDI from the region

sources of FDI, as more investment comes
from enterprises of countries within the region
that are relatively profitable.
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FIGURE 15. Gross inward direct investment in major developing
economies, 2007 to 2009
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ments made during this window of opportunity
have been in the financial sphere, with banks
and sovereign wealth funds from the region
acquiring developed-country assets. Examples
include the purchase of ING’s Asian operations
by Overseas-Chinese Banking Corporation Lim-
ited of Singapore in October 2009 and China
Investment Corporation’s purchase of additional
shares in Morgan Stanley in June 2009. Fur-
thermore, as the limits of the region’s old
growth model based on exports of manufactures
become apparent, companies will try to capture
a greater share of the most lucrative value-
added activities in the international production

chain by increasingly investing abroad. For ex-
ample, in China, outbound FDI is improving
trading infrastructure through the establishment
of foreign offices that will improve logistical
services for China’s trading firms. At the same
time, other aspects driving the increase in out-
bound FDI from the region, such as the ambi-
tion to secure natural resource assets to drive
high economic growth and to capture production
in the lower-wage countries, will continue both
within the region and beyond. For example,
flows to Africa grew to a record $88 billion in
2008, driven by natural resource investment and
with an increasing role of Asian investors.27

27 AFP [Agence France-Presse], “Global crisis hits African investment: UN”, News on African Politics, AFP global
ed., 18 Sept. 2009, available from www.africanpoliticsinfo.com/article/674708/?k=j83s12y12h94s27k02.
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Evolving impacts on jobs and income

As a region with heavy trade dependency, the
collapse in aggregate demand from developed
countries has led to factory closures and
massive job losses in many of the key export
manufacturing industries in the region, including
textiles, garments, electronics and autos.
By 2009 the number of unemployed in the
Asia-Pacific region had increased by 10
million in comparison with 2007, bringing the
unemployment rate up to 5.0%.28 While the
average unemployment rate of the region is
below that of the countries of the Organisation
for Economic Cooperation and Development
(OECD), which recorded an average rate of
8.2% in the second quarter of 2009,29 unem-
ployment in developing economies of Asia has
particularly worrisome features.

months or even days, if their personal savings
evaporate. Even before the crisis, the proportion
of working poor in terms of employed workers
earning less than $2 per day as a share of total
employment was as high as 80.1% in South
Asia in 2007.30 Although the Asia-Pacific region
has made great strides in reducing absolute
poverty during the past two decades, most
workers earn an income just above the poverty
line and are in danger of falling back into
poverty. On the basis of estimated GDP
growth rates in the region, the current crisis
could trap an additional 21 million people below
the poverty line of $1.25 per day and 25 million
based on the $2-per-day poverty line between
2009 and 2010.31 When societies are under
stress, abuse and violence against women,
children and youth are exacerbated.32 Often
girls, more than boys, bear the brunt of
social fallout that can last far beyond the crisis
itself.

As the region with the lowest level of
public expenditure on social protection

millions could slip back into poverty
within months or even days

28 ILO, Economic and Labour Market Analysis Department, Trends Econometric Models (information available from
www.ilo.org/empelm/what/projects/lang--en/WCMS_114246/index.htm), October 2009.

29 OECD, “Harmonised unemployment rates: news release, January 2010” (Paris: OECD, 2010), p. 2.
30 ILO, Economic and Labour Market Analysis Department, Key Indicators of the Labour Market (KILM), 6th ed.,

available from http://kilm.ilo.org/KILMnetBeta/default2.asp (accessed 4 Feb. 2010).
31 ESCAP, ADB and UNDP, Achieving the Millennium Development Goals in an Era of Global Uncertainty, Asia-

Pacific Regional Report 2009/10 (United Nations publication, Sales No. E.10.II.F.10), p. 31; available from
www.mdgasiapacific.org/regional-report-2009-10.

32 See Heyzer, N. and M. Khor, “Globalization and the way forward”, Development Outreach  “Speaker’s Corner”
(Washington, D.C.: World Bank, 2009); and Knowles, J.C., E.M. Pernia and M. Racelis, “Social consequences of
the financial crisis in Asia: the deeper crisis”, Economic and Development Resource Center Briefing Notes no.16
(Manila: Asian Development Bank, 1999).

Increases in unemployment in developing coun-
tries exert far greater socio-political repercus-
sions than in developed countries because of
insufficient social protection programmes. As the
region with the lowest level of public expendi-
ture on social protection (figure 16), the millions
who have spent decades working their way out
of poverty could slip back into poverty within

Recently available data from
the region confirm that more workers

shifted into vulnerable employment
during the crisis

Unemployment is untenable for many workers
who have lost their jobs or whose income is
reduced in the absence of social protection
systems. Shifting to vulnerable and informal em-
ployment is often the only means of survival for
low-skilled workers at the bottom of the income
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FIGURE 16. Social expenditure as a percentage of GDP, worldwide,
during most recent year available
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ladder who need to support families. People try
to cope by shifting from urban to rural employ-
ment and to informal and short-term itinerant
jobs, many of them falling prey to exploitative
and abusive employment. Unemployment figures
in Asia and the Pacific are a crude measure
that grossly underestimate the fallout from the
crisis. Lack of timely and reliable information
compounds the challenge of assessing the la-
bour market impacts of the crisis. Many coun-
tries in the region still do not have labour
market surveys; some like India might conduct
such surveys infrequently, but even then the
task can be complicated by geographic vast-
ness or large populations. Information that likely
reflects the real nature of the desperation that
has followed the crisis emerges from reports,
such as the example from China that over 20
million rural migrants have returned home after

failing to find jobs in the city.33  Also, recently
available data from the region confirm that more
workers shifted into vulnerable employment dur-
ing the crisis. For example, first quarter 2009
figures for Thailand show that the number of
wage employees grew by 0.6% (solely as a
result of expansion in Government employment),
whereas the number of own-account and con-
tributing family members increased by 3.2% and
3.3% respectively.34 Similarly in Indonesia, the
number of casual workers not in agriculture
increased by approximately 7.3% between Feb-
ruary 2008 and February 2009.35 For the region
as a whole, vulnerable employment could have
increased by as much as 47.5 million between
2007 and 2009, adding to the estimated 1.07
billion workers (60.7% of all workers in the
region) who are classified as having been in
vulnerable employment in 2008.36

33 Xinhua News, “20 million jobless migrant workers return home”, 2 February 2009, available from http://
news.xinhuanet.com/english/2009-02/02/content_10750749.htm.

34 ILO, “Protecting people, promoting jobs: A survey of country employment and social protection policy responses
to the global economic crisis”, presented to the G-20 Leaders’ Summit, Pittsburgh, 24-25 September 2009; p. 12.

35 Chatani, Kazutoshi and Kee Beom Kim, Labour and Social Trends in Indonesia 2009: Recovery and Beyond
through Decent Work (Jakarta: ILO, 2009), p. 9; available from www.ilo.org/jakarta/whatwedo/publications/lang--en/
docName--WCMS_119134/index.htm.

36 ILO, Trends Econometric Models, October 2009.
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As export-oriented manufacturing of garments
and electronics was among the sectors hardest
hit by the global crisis, women workers in the
region, who represent a disproportionately large
share of the workers in manufacturing, are es-
pecially vulnerable to unemployment. In the Phil-
ippines female workers account for more than
half the total workforce in electronics manufac-
turing, while in Bangladesh they form 85% of
the workforce in garment manufacturing.37 In
Thailand, female workers in manufacturing de-
creased by close to 130,000 (year-on-year) in
the fourth quarter of 2008, accounting for 63.2%
of the total decrease in employment in that
industry.38 Even in the Republic of Korea, where
the increase in unemployed men was higher
than that for women from June 2008 to June
2009, the unemployment rate for women was
catching up with that for men in the latter
months of 2009. For all of Asia and the Pacific,
the number of unemployed women is estimated
to have increased during 2009 by at least 5.7%,
in comparison with 4.9% for men.39

Joblessness among youth is also a major chal-
lenge as labour markets become increasingly
hostile. Besides reducing overall family income
levels, prolonged unemployment of young peo-
ple can exacerbate social tensions, including
rises in suicide and crime rates. In countries
with young populations, youth unemployment
has risen from already high levels. In the Philip-
pines, for example, youth unemployment in-
creased by 5.9% in January 2009 year-on-year.
In Japan, notwithstanding its narrow youth base,
the year-on-year increase in youth unemploy-
ment was 23.4% in April 2009.40 An estimated
51 million new jobs need to be created to
absorb Asian labour force growth over 2009 and
2010; Asian youth may hence be heading into a
period of prolonged unemployment that holds
negative consequences not only for the unem-
ployed themselves, but for the economies

Historically, severe economic recessions have
often led to irreversible changes in the labour
market and permanent job losses. Figure 17
shows the labour market trends of selected
Asian economies that were most affected by the
Asian financial crisis in 1997; namely Hong
Kong, China; and Thailand, Indonesia and the
Republic of Korea. Since that crisis, unemploy-
ment rates in Hong Kong, China; and Republic
of Korea and Indonesia have never fully recov-
ered to their pre-crisis levels. Between 1998 and
2007 a number of negative shocks contributed to
fluctuation in unemployment rates in those
economies, including the outbreak of severe
acute respiratory syndrome (SARS; especially in
Hong Kong, China) and the bursting of the dot-
com bubble; however, the evidence strongly sug-
gests that the Asian financial crisis triggered and/
or accelerated structural changes in those
economies that have led to a permanent in-
crease in the natural rate of unemployment. In
the current crisis, slow recovery in the United
States and Europe may compound cyclical un-
employment with structural unemployment that
arises from excess capacity in the export manu-
facturing sectors. In the long run, structural
adjustments in the labour market generate effi-
ciency and gains in productivity; however, short-
run policy instruments will be needed during the
transition period to support training requirements
and provide a social safety net for disadvantaged
and vulnerable populations.

37 Newfarmer, Richard, “The financial crisis, trade and effects on women”, Presentation at workshop on “Women
leading change: Traction for change”, Geneva, 4 March 2009.

38 ILO, “Protecting people, promoting jobs”, p. 8.
39 Ibid.
40 Ibid., p. 9.

Historically, severe economic recessions
have often led to irreversible changes

in the labour market and
permanent job losses

whose growth and development depend on uti-
lizing human resources optimally.
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Source: ILO, Laborsta database, available from www.laborta.ilo.org (accessed 18 Jan. 2010).

FIGURE 17. Labour market trends in four Asian economies, 1996 to 2008
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41 ILO, “Protecting people, promoting jobs”, p. 12.
42 OECD, OECD Employment Outlook 2009: Tackling the Jobs Crisis (Paris: 2009), p. 31.
43 ILO, “Protecting people, promoting jobs”, p. 25.
44 Ibid., p. 26.

The ILO estimates that the G-20 countries used
discretionary fiscal expansion policies in 2009,
together with automatic stabilizers, to create or
save between 7 and 11 million jobs; that repre-
sents between 29 and 43% of total unemploy-
ment in G-20 countries in the first half of
2009.41  A similar study by the OECD on the
impact of fiscal stimulus policies on employment
presents similar findings.  In 2010, for the 19
OECD countries in the study, the employment
impact ranged between 0.8 and 1.4%, repre-
senting between 3.2 and 5.5 million jobs.42 In
Latin America, infrastructure spending, which
is a large component of most fiscal stimulus
packages, is said to have the potential to create
up to 200,000 direct jobs for every $1 billion
spent, whereas 500,000 new jobs can be
created by spending the same amount on
labour-intensive rural projects.43  In the Asia-
Pacific region, the ILO estimates that one
million jobs can be created in Indonesia with
the $1.2 billion allocated for infrastructure

spending, by using labour-intensive methods in
half of the projects.44

Recovery in the labour market can
trail behind economic recovery by as
long as 4 or 5 years. Making up for
lost ground in the struggle against

poverty could take even longer

From the onset of the global economic crisis,
many Governments in Asia and the Pacific have
responded to the worsening employment situa-
tion with a wide range of measures. Recent
data from the region show signs of stabilization
in the labour market with unemployment rates
having reached a peak in 2009 (figure 18);
previous financial and economic crises, none-
theless, indicate that recovery in the labour
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FIGURE 18. Monthly and quarterly unemployment rates in six Asian
economies, 2008 and 2009

9

8

7

6

5

4

3

2

1

0

U
ne

m
pl

oy
m

en
t 

ra
te

Jan Mar May Jul Sep Nov Jan Mar May Jul Sep Nov

Hong Kong, China
Republic of Korea

Malaysia
Philippines Thailand

Indonesia

Source: ILO, Laborsta database, available from www.laborta.ilo.org (accessed 18 Jan. 2010).

market can trail behind economic recovery by
as long as 4 or 5 years. Making up for lost
ground in the struggle against poverty could
take even longer, since increases in informality
are difficult to reverse. Real wages as well as
labour productivity take time to recover. The
appropriate mix of macroeconomic policies is
therefore an essential prerequisite, with labour
market reforms and allocation of resources for
building effective social protection systems.

Migration and remittances: bucking the
pressures

During the past two decades, remittances have
become an increasingly important source of ex-
ternal development finance, supporting the bal-
ance of payments and contributing to the gross
national product. For poor households they pro-
vide a vital lifeline – they help in developing
human capital by contributing to education and

healthcare needs and they foster entrepreneurial
development through investments in businesses,
especially during economic crises and natural
disasters. In the major remittance-recipient
economies of the Philippines, Bangladesh and
Nepal, remittances grew strongly in 2008 and
continued to grow throughout 2009 despite the
economic crisis, although at a much slower rate
in comparison with 2008 rates (figure 19).  Paki-
stan curiously experienced an accelerated
growth rate of remittances in 2009, which was
first thought to have come from migrant workers
returning home with their savings after losing
their jobs in host countries. However, no evi-
dence of large-scale return of workers supported
that assumption, so the jump in remittances is
more likely to have been a result of Government
intervention such as the Pakistan Remittance
Initiative, which encouraged transmittal of remit-
tances through formally recorded channels. Also,
the depreciation of the Pakistan rupee attracted
remittance inflows for investment purposes.45

45 Khan, Ashfaque, “Role of remittances”, The News International (Pakistan), 8 Sept. 2009, available from
www.thenews.com.pk/editorial_detail.asp?id=197238.

2008 2009
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Owing to the global reach of the crisis and the
severe economic recession affecting the major
remittance-sending countries, total remittances
to the Asia-Pacific region are expected to fall by
1.5% in East Asia and the Pacific and 1.8% in
South Asia in 2009.46 Nonetheless, remittances
are proving to be by far the most resilient
source of foreign-exchange earnings, in com-
parison with other capital flows to developing
countries which have fallen dramatically since
the beginning of the crisis.

Source: World Bank database; compiled by Migration and Remittances Team, Development Prospects Group, World Bank,
available from http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTDECPROSPECTS/0,,contentMDK:21122856~page
PK:64165401~piPK:64165026~theSitePK:476883,00.html (accessed 5 Mar. 2010).

FIGURE 19. Annual growth rate in overseas workers’ remittances in four
developing economies, 2007/08 and 2008/09
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In the major remittance-recipient
economies, remittances grew

strongly in 2008 and continued
to grow throughout 2009

despite the economic crisis

46 Ratha, D., S. Mohapatra and Ani Silwal, “Migration and remittance trends 2009: a better-than-expected outcome so
far, but significant risks ahead”, Migration and Development Brief 11 (Washington D.C.: World Bank, 2009), p. 14.

The resilience of remittance flows to Asian and
Pacific countries has been attributed to the
comparatively stable migrant populations in a
wide spread of destination countries, including
neighbouring Asian or Pacific economies and
countries of the Cooperation Council for the
Arab States of the Gulf (GCC) that fared better
during the economic crisis than did the United
States and developed Europe. Given the growth
in unemployment in most of those countries,
however, the critical question is what will hap-

As labour-market conditions are
expected to remain depressed in most

destination countries, pressure may
grow in those countries to protect

domestic jobs from migrants
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pen to those workers. So far, no evidence
suggests that the recession is leading to a
mass return of workers.47 The latest available
data from the Philippines and Nepal show a
reduction in departures of new workers from
their home country, and, for Bangladesh, a vast
reduction in the growth rate of migrant worker
outflows (5% increase in 2008 compared to
118% increase in 2007).48 As labour-market
conditions are expected to remain depressed in
most destination countries, pressure may grow
in those countries to protect domestic jobs from
migrants. Already an increasing number of
countries have introduced policies to restrict mi-
grant workers’ access to labour markets. For
example, in January 2009, Malaysian authorities
instituted a freeze on the issue of work permits
to foreign workers in manufacturing and serv-
ices; in February 2009, the Government of the
Republic of Korea stopped issuing new visas to
temporary migrant workers.49 The Russian Fed-
eration and the United Kingdom have enacted
similar legislation.50

Recognizing how devastating could be the conse-
quences of large numbers of returnees, Govern-
ments in some of the major migrant-sending
countries in the region have taken measures to
counteract negative impacts on migrant workers.
The Philippines has responded with an aggres-
sive labour-export strategy to identify areas with
a high demand for labour and negotiate new
bilateral labour migration agreements with those
countries. The Government opened the Filipino
Expatriate Livelihood Support Fund51 to help
returning migrants find new jobs. As patterns of
migration from and within Asia and the Pacific will
continue to be affected by the growth slowdown,

such support programmes need to be sustained
well into the economic recovery process.

Domestic demand and fiscal space
shaping responses

Many Asian and Pacific economies have had
either substantial domestic demand or healthy
fiscal resources to mitigate the impact of the
global crisis. Where domestic demand accounts
for a large share of GDP growth,52 such as in
India, the Philippines, Viet Nam and Indonesia,
the economy has displayed relatively robust and
positive growth performance (figure 20). China, a
major exporter, has been cushioned by the sec-
ond largest governmental spending programme of
the world in absolute terms and the largest as a
percentage of GDP, permitted by the State’s
sound fiscal position and accumulated reserves.
The exceptionally large fiscal stimulus in China
has been crucial in global efforts to combat global
recession. Other Governments in the region have
also managed to contain the depth of their
slowdowns through public spending programmes
aimed at employment creation and support to
domestic demand. A quantitative analysis re-
ported in box 1 shows that fiscal stimulus pro-
grammes indeed helped in offsetting to some
extent the loss of exports. In the absence of
these packages the GDP growth in 2009 would
have dropped by 7.8 percentage points but actu-
ally dropped by only 4.2 percentage points.

The unprecedented scale of Government spend-
ing coupled with declining tax revenues, typical
of recessions, led to decline among all major
developing economies53 in the region in their

47 Awad, Ibrahim, The Global Economic Crisis and Migrant Workers: Impact and Response (Geneva: ILO, 2009),
p. ix.

48 Fix, M. and others, Migration and the Global Recession (Washington, D.C.: Migration Policy Institute, 2009), p. 41.
49 Abella, Manolo and Geoffrey Ducanes, “The effect of the global economic crisis on Asian migrant workers and

Governments’ responses”, Technical Note (Bangkok: ILO Regional Office for Asia and the Pacific, 2009), pp. 9-10.
50 Awad, The Global Economic Crisis and Migrant Workers, pp. 47-48.
51 Philippine Information Agency, “Gov’t earmarks P1-B for Fil-Expat Livelihood Support Fund, PGMA tells OFWs in

Riyadh”, press release, 5 Feb. 2009, available from www.pia.gov.ph/?m=12&sec=reader&rp=1&fi=p090205.htm&no
=8&date=.

52 See chapter 3 for a discussion on the lacunae in using net exports as a measure of contribution to GDP.
53 Regarding the data on fiscal balances, the major developing economies refer, because of limited data availability,

to 11 major developing economies in the ESCAP region.
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fiscal balances as a percentage of GDP in the
last quarter of 2008. Rising budget deficits re-
quired increasing funding of Government spend-
ing by the issuance of Government bonds. The
value of local currency bonds outstanding
across emerging markets in East Asia rose by
12.8% to $3,940 billion in the first half of 2009
in comparison with the corresponding period of
the year before.54 Apart from Government fund-
ing of stimulus spending, local currency bonds
were issued by corporate borrowers wishing to
raise funds for relatively robust domestic opera-
tions in some economies in the region and to
reduce exposure to possible volatility from dollar
and euro funding.

Common elements in fiscal packages across the
region have been infrastructure spending, cash
transfers and tax cuts. While large infrastructural
projects featured prominently in the package for

Governments in the region have
managed to contain the depth of
their slowdowns through public
spending programmes aimed at

employment creation and support
to domestic demand

54 Cookson, Robert, “East Asia debt market ‘underdeveloped’”, Financial Times, 15 Sept. 2009, available from
www.ft.com/cms/s/0/95b0bbce-a225-11de-9caa-00144feabdc0.html.

Note: Calculations for contributions excluded statistical discrepancy.
Source: ESCAP calculations based on Economist Intelligence Unit, Country Analysis and Forecasts, EIU CountryData,
accessible from http://countryanalysis.eiu.com/ (accessed 5 Feb. 2010).

FIGURE 20. Contributions of domestic demand, exports and imports to real GDP
growth in major Asian developing economies, 2008 and 2009
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As a first approximation, the impact of the 2009 downturn in export growth on GDP is estimated for a selection of economies in
the Asian and Pacific region. The exercise utilizes estimates of short-term multiplier effects from the Global Macro Model of Oxford
Economics Ltd.a Those effects take into account (a) import leakages and knock-on effects of changes in aggregate demand
components in various sectors of the economy and (b) feedback effects from other economies included in the model. As shown in
the appendix for a group of 11 Asian economies, GDP declines on average $0.88 for each $1.00 lost in exports. Similarly, every
$1 increase in public spending, private consumption and private investment is associated with GDP increases of, respectively,
$0.99, $0.98 and $0.83. The multiplier effects of exports and private investment are lower because of the higher import content of
such expenditures.

The estimated GDP impacts of the 2009 drop in exports in the selected Asian economies are calculated in table 5. The figures in
column 4 of the table represent how much GDP would have dropped in 2009 as a consequence of the shortfall in exports from
their past trends. This exercise is one of comparative static in which the shortfall in exports is the only factor affecting output that
is considered.

The estimated impact of the export shortfall on GDP growth, as shown in column 4, is estimated for each country as

BOX 1. Assessing the impact of expected downturns in export growth

where mx is the export multiplier shown in the appendix table 6 and the term in brackets is the shortfall in the rate of growth of
exports between 2009 and the average for 2001 to 2007, shown in column 3. Column 5 shows the impact on GDP in billions of
United States dollars of 2008.b

Table 5 shows that if the shortfall of exports had been the only adverse effect on GDP, and if there had been no compensatory
policy measures, GDP growth should have dropped by 7.8% in 2009. However, the actual shortfall in GDP growth that year was
only 4.2%, compared to the higher levels of the trend from 2001 to 2007. The disparity is partly explained by the implementation
of large fiscal stimulus packages in several of the 11 Asian countries. The sizes of such packages (column 6) were roughly
sufficient or exceeded the GDP shortfall in China, India, Japan, the Republic of Korea and Thailand. In just the first two of those
countries, however, the packages managed to keep GDP growth at relatively high levels in 2009 (8.7% in China and 7.2% in
India). A possible explanation is that other components of aggregate demand, such as autonomous consumption and investment,
were adversely affected by the crisis in Japan, the Republic of Korea and Thailand.

a The Global Macro Model is a traditional Mundell-Fleming type of global macroeconomic model with the standard demand and supply
equations. The major linkages of this type of model are external trade, financial markets, monetary aggregates (such as interest rates) and
commodity prices (such as oil prices). In the long run, each of the economies behaves like the textbook description of a single-sector
economy under Cobb-Douglas technology in equilibrium.

b Column 5 is obtained by multiplying column 4 by the nominal GDP of 2008.

(Continued on next page)
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BOX 1. (continued)

Notes: Estimates for 2009 figures. GDP in United States dollars of 2008 used as weights in weighted averages.
Figures for public spending, private consumption and private investment are estimates of increases needed to
compensate for the estimated GDP shortfall for the 11 countries; calculations use estimated the multipliers for
each of those domestic demand components shown in the appendix.
Sources: ESCAP calculations based on data from the United Nations Statistics Division, National Accounts Main
Aggregates Database (accessed 24 Feb. 2010); and Economist Intelligence Unit, Country Analysis and Forecasts,
EIU CountryData, accessible at http://countryanalysis.eiu.com/ (accessed 24 Feb. 2010).

The 2009 shortfall in exports was extreme and is unlikely to be repeated. Notwithstanding, a return to business-as-usual export
growth rates is also very unlikely. From 2001 to 2007, real exports of the 11 selected countries in table 5 grew at an annual
average rate of 12.8%. In constant 2008 prices they more than doubled in value from $2.3 trillion in 2001 to $4.8 trillion in 2007.
They fell, however, to $4.5 trillion in 2009, as shown in Figure 21, and are expected to grow at slower rates in coming years.

Figure 21 displays two recent forecasts: one by the Economist Intelligence Unit (EIU, in red) and another by Oxford Economics
Ltd. (OE, in blue) that take into consideration average annual rates of export growth of, respectively, 7.0% and 9.3% from 2011 to
2014. To highlight the impact of the expected slowdown in export growth, a projection of exports from 2011 onward growing at the
historical average of the 2001-to-2007 growth rates is also shown in the figure (in grey).

(Continued on next page)

Average annual
growth rate of real Shortfall Estimated impact Memo
exports of goods in exports on the 2009 GDP: item: size

and services due to  Comparative statics of fiscal
(per cent) crisis exercise stimulus

(1) – (2) packages
2001-07 2009 (per cent) (per cent) ($ billion) ($ billion)

1 2 3 4 5 6

China 17.8 –8.8 –26.6 –9.9 430 585
Hong Kong, China 10.7 –10.5 –21.3 –28.8 62 11
India 16.0 –2.8 –18.8 –3.2 40 38
Indonesia 9.3 –10.4 –19.7 –7.7 39 12
Japan 9.1 –24.6 –33.7 –5.8 287 336
Malaysia 8.0 –11.3 –23.6 –11.7 26 19
Philippines 8.1 –12.7 –20.7 –6.1 10 7
Republic of Korea 12.3 –1.2 –9.3 –3.5 33 53
Singapore 12.3 –11.5 –23.8 –27.2 49 14
Taiwan Province of China 10.5 –12.2 –22.7 –9.2 37 15
Thailand 7.6 –13.8 –21.4 –10.4 29 44

Weighted average/ Sum 12.8 –13.9 –26.8 –7.8 1 042 1 134

Memo item: Increase in demand side components to make up for the impact on GDP
Public spending 1 074
Private consumption 1 123
Private investment 1 256

TABLE 5. Impact of the 2009 shortfall in exports on GDP of major
Asian economies
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Notes: The selected Asian economies are those of China, Taiwan Province of China and Hong Kong, China; and
India, Indonesia, Japan, Malaysia, the Philippines, the Republic of Korea, Singapore and Thailand.
EIU = Economist Intelligence Unit
OE = Oxford Economics Ltd.
Black line represents historical data up to 2009 and a forecast for 2010 (based on EIU estimate of $4.9 trillion and
close to OE of $5.0 trillion). Forecasts thereafter from EIU (red) and OE (blue). Grey line is a projection of exports
from 2011 onward based on the assumption that exports grow at the average 2001-to-2007 rate from 2010.
Sources: ESCAP calculations based on data from the United Nations Statistics Division, National Accounts Main
Aggregates Database (accessed 24 Feb. 2010); Economist Intelligence Unit, Country Analysis and Forecasts, EIU
CountryData, accessible at http://countryanalysis.eiu.com/ (accessed 24 Feb. 2010); and Oxford Economics Ltd.,
The Oxford World Macroeconomic Model, Feb. 2010.

According to those forecasts the annual average growth rate in real exports of goods and services is expected to decline by
between 3.1% and 5.4%, in comparison with 2001-to-2007 trends. In nominal terms such a slowdown in export growth represents
a drop in aggregate demand of between $200 billion and $324 billion per annum, or between 1.4% and 2.1% of the GDP of the
11 countries, which is rather significant.

To conclude, the 2009 drop in exports is estimated to have accounted for a 7.8% drop in GDP that year. Part, but not all, of that
impact was compensated by the implementation of fiscal stimulus packages. Those packages were insufficient in some countries,
however, while in others they were insufficient to sustain economic growth because the crisis seems to have impacted other
components of aggregate demand besides exports, such as autonomous consumption and investment.

In appraising future prospects, the available forecasts indicate that exports will be unlikely to recover to the pre-crisis levels in
growth trends by a significant margin in the medium term. ESCAP continues to monitor the situation and intends to assess
potential impacts on GDP in greater detail in future.

BOX 1. (continued)

(Continued on next page)

FIGURE 21. Real exports of 11 major Asian economies
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BOX 1. (continued)

Public Private Private
Exports spendinga consumption investment

China 0.66 1.10 1.05 0.89
Hong Kong, China 0.65 0.89 0.86 0.88
India 0.79 1.00 0.63 0.58
Indonesia 0.79 0.76 0.66 0.71
Japan 1.08 0.98 1.14 0.85
Malaysia 0.42 1.13 1.03 0.91
Philippines 0.63 1.03 0.75 1.01
Republic of Korea 0.82 0.87 0.74 0.80
Singapore 0.44 0.65 0.58 0.63
Taiwan Province of China 0.58 0.68 0.56 0.70
Thailand 0.67 1.02 0.88 0.95

Weighted averageb 0.83 0.99 0.98 0.83

Notes: a Governmental consumption expenditure and public gross fixed-capital formation.
b GDP in current United States dollars of 2008 used as weights.

Source: ESCAP calculations based on Oxford Economics Ltd., The Oxford World Macroeconomic Model, Feb.
2010.

TABLE 6. Estimated multiplier effects of aggregate demand components

Appendix: Estimated short-term multiplier effects

Table 6 displays the estimated short-term multiplier effects of different aggregate demand components in 11 different Asian
economies. Those effects are calculated from the Global Macro Model of Oxford Economics Ltd. as the average increase in real
GDP during a single year in response to an increase of $1 in each demand component during the four quarters of that year. For
instance, the 0.66 multiplier for exports in the case of China means that a $1 increase in exports in a given year contributes an
additional $0.66 to the country's GDP during that year.
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China, as well as in subsequent packages intro-
duced, by among others, Thailand, Malaysia
and Viet Nam, the focus so far has been on
spending measures that can be delivered
quickly. China implemented significant spending
on social sectors and introduced measures that
helped sustain domestic private consumption at
a level comparable to that in 2008, including tax
breaks and other forms of incentives for auto-
mobile and electronics purchases, increases in
pensions and introduction of a rural pension
programme. Income and business taxes were
also cut by, among others, Viet Nam, Indonesia,
Malaysia, Thailand, India, Japan, the Republic of
Korea and Singapore. Cash transfer pro-
grammes have been undertaken by the Philip-
pines, Thailand, Japan, Singapore, and Taiwan
Province of China. Subsidies for transport, tech-
nical innovation and the poor have increased, as
well as spending on education and healthcare.
Measures to increase consumption have had the
greatest growth multiplier effect in consumption-
led economies, as they are proportional to the
size of consumption as a portion of GDP in an
economy. Thus, consumption-boosting measures
in such export-dependent economies as those of
China and South-East Asia would not have as
great an effect. Small, open trading economies
also experience significant leakage of any stimu-
lus spending through increased imports, implying
that stimulus can play only a limited role in
reviving growth until global demand recovers.

Other than the impact of reduced private
consumption in developed countries on exports of
the Asia-Pacific region, the choice of component
of fiscal spending in developed countries also
has an impact on import demand as well as
in comparison with direct measures to increase
private consumption spending. Government
spending on public investment would have a lower
impact on imports due to the import composition
of such spending, whereas spending on Govern-
ment salaries would feed through to consumption,
as would direct cash transfers to consumers.

To the extent that comparatively robust consump-
tion in the region is directed to developed country

exports, developed economies can spur some of
their own revival through the export channel.
Such is the case particularly for commodities
producers like Australia. However, import de-
mand from the region, most importantly from
China and especially import demand for goods
used for infrastructure development in the coun-
try supported by fiscal stimulus, is also sustaining
exports of manufactured goods from developed
countries. For example, China overtook the
United States as the leading export market for
Japan during the first half of 2009,55 indicating a
notable realignment in the relative importance to
Japan of the Chinese and American markets.
While Chinese demand for imports from Japan
fell during the period, import demand from the
United States for Japanese products fell even
more. Recovery in Europe has also been aided
by demand from the region. Exports of the 16
Euro Zone economies to East Asia rose by
16.3% in the second quarter of 2009, in compari-
son with a 14.4% drop during the first quarter.56

Monetary policies played a far smaller
role than fiscal policies in supporting

domestic demand

55 IMF, Direction of Trade Statistics, available from www2.imfstatistics.org/DOT/ (accessed 7 Jan. 2010).
56 Ibid., East Asia refers to China; Hong Kong, China; Macao, China; Japan; Republic of Korea; and Mongolia.

Apart from wide-ranging fiscal measures, central
banks have adopted very loose monetary poli-
cies. Apart from interest rates set at near-zero
levels in many cases (figure 22), Government
guarantees have been extended on bank depos-
its and direct interventions to increase money
supply have emerged in countries experiencing
deflationary pressures. While monetary policies
have been accommodative across most of the
region, they played a far smaller role than fiscal
policies in supporting domestic demand, for the
following reasons. First, interest rates in many
countries were already low before the crisis,
thus reducing policy leverage to stimulate the
economy, while in some other countries rela-
tively high inflationary pressures remained, de-
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FIGURE 22.  Interest rates in major Asian developing economies, 2008 and 2009
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Source: ESCAP calculations based on data from CEIC Data Company Ltd., available from http://ceicdata.com/ (accessed 25
Feb. 2010).

spite the economic slowdown. Second, despite
greater availability of liquidity, banks remained
unwilling to lend, for example to exporters, in an
uncertain external environment.

sustaining. Furthermore, the base effect of year-
on-year comparisons with sharp GDP contrac-
tions late in 2008 and early in 2009 will result in
data that show strong rebounds. The key ques-
tion is whether the rebound can be converted to
sustained recovery. Growth in recent years for
many export-led economies was supported by
the debt-fuelled excessive consumption of de-
veloped countries, particularly the United States.
Such consumption is unlikely to return to its
previous levels, as consumers work off their
debt overhang in coming years and subse-
quently are not able to acquire debt burdens of
the scale seen in the past.  Total outstanding
consumer credit in the United States reversed
its expansion in the fourth quarter of 2008 and
thereafter decreased throughout 2009.57 The fis-

The key question is whether the
rebound can be converted to

sustained recovery

57 Data as of third quarter of 2009 from United States Federal Reserve, Federal Reserve Statistical Release,
available from www.federalreserve.gov/releases/g19/20091207/ (accessed 7 Dec. 2009).

While growth has started to recover in the
region, the concern is that much of the recovery
remains dependent on support policies of Gov-
ernments and growth has yet to become self-
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cal and monetary policies which sustained much
of the early part of the recovery seen in devel-
oped countries are by their nature time-limited
measures. A long-term consumption slowdown
in developed countries can therefore be ex-
pected. Furthermore, given the enormity of the
global macroeconomic imbalances and their
convergence with environmental stresses and
growing social disparities and geopolitical ten-
sions, a return to business-as-usual scenarios
may eventually bring about the systemic col-
lapse that was so narrowly averted in 2008.
Fundamental changes to unwind global macro-
economic, social and environmental imbalances
of the past are inevitable and desirable.

GROWTH OUTLOOK FOR 2010

Recovery underway

Strong support from expansionary policies
helped Asian and Pacific economies to reverse
their declines by the second half of 2009. A
notable recovery is expected in 2010. For the
developing economies of the region, GDP is

expected to grow by 7.0% in 2010, following an
estimated growth of 4.0% of the previous year
(figure 23 and table 7).

Note: GDP growth for 2009 and 2010 are estimates and forecasts, respectively.
Sources: ESCAP calculations based on data from national sources; IMF, International Financial Statistics (IFS) Online
Service, available from www.imfstatistics.org/imf/ (accessed 29 Sep. 2009); ADB, Key Indicators for Asia and the Pacific
2009, available from www.adb.org/Documents/Books/Key_Indicators/2009/default.asp (accessed 1 Oct. 2009); website of the
Interstate Statistical Committee of the Commonwealth of Independent States, www.cisstat.com (accessed 22 Mar. 2010); and
ESCAP estimates. Figures for world developed economies come from United Nations, World Economic Situation and
Prospects 2010 (United Nations publication, Sales No. E.10.II.C.2.).

FIGURE 23. Economic growth rates of Asian and Pacific developing economies
and world developed economies, 2003 to 2010
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policies helped Asian and Pacific
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by the second half of 2009

Backdrop for 2010 forecast

The foregoing forecasts are based on the as-
sumption that the world economy can stay firmly
on its current track of stabilization. The assump-
tion is that the United States can resume
growth, at around 2.5% in 2010, after the se-
vere setback of -2.4% estimated for 2009. The
European Union faced a steeper decline in
2009, at an estimated rate of -4.0%. In 2010,
the European Union is assumed to be able to
recover growth of around 0.8%. The economic
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Real GDP growtha Inflationb

2008 2009c 2010d 2008 2009c 2010d

East and North-East Asiae 2.1 –1.1 4.0  3.5 –0.3 1.0
China 9.0 8.7 9.5  5.9 –0.7 2.5
Democratic People’s Republic of Korea (the) 3.7 .. .. .. .. ..
Hong Kong, China 2.4 –1.9 4.5  4.3 0.5 1.9
Japan –1.2 –5.2 1.3  1.4 –1.4 –0.5
Macao, China 12.9 1.3 ..  8.6 1.2 ..
Mongolia 8.9 0.5 6.5  28.0 7.0 7.9
Republic of Korea (the) 2.2 0.2 5.2  4.7 2.8 2.5
Russian Federation (the) 5.6 –7.9 3.5  14.1 11.7 8.1
Taiwan Province of China 0.7 –1.9 4.5  3.5 –0.9 1.3

North and Central Asia 5.8 –5.8 3.7  14.4 10.7 7.9
Armenia 6.8 –14.4 1.5  9.0 3.4 4.0
Azerbaijan 10.8 9.3 7.0  20.8 1.5 6.0
Georgia 2.1 –4.0 2.0  10.0 1.7 5.5
Kazakhstan 3.3 1.0 2.0  17.0 7.3 7.0
Kyrgyzstan 7.6 2.3 3.0  24.5 6.8 8.6
Russian Federation (the) 5.6 –7.9 3.5  14.1 11.7 8.1
Tajikistan 7.9 3.4 3.5  20.4 6.4 8.0
Turkmenistan 9.8 6.1 7.0  13.0 10.0 12.0
Uzbekistan 9.0 8.1 8.0  12.7 8.0 8.5

Oceaniae 2.0 1.0 2.3  4.4 1.9 2.5
Australia 2.3 1.2 2.4  4.4 1.8 2.5
Cook Islands (the) –1.2 –0.1 0.8  7.8 6.5 6.3
Fiji –0.1 –2.5 1.9  7.7 3.7 3.4
Kiribati 3.4 1.5 0.8  18.6 6.6 5.9
Marshall Islands (the) –2.0 0.5 0.5  17.5 9.6 5.9
Micronesia (Federated States of) –1.0 0.5 0.5  6.8 2.9 7.4
Nauru 1.0 1.0 2.0  4.5 1.8 2.3
New Zealand –0.5 –0.5 1.8  4.0 2.1 2.0
Palau –1.0 –3.0 –1.0  12.0 5.2 6.7
Papua New Guinea 6.7 4.5 8.5  10.6 6.9 7.1
Samoa –4.9 –0.8 0.5  11.5 6.1 6.9
Solomon Islands 6.9 0.4 2.4  17.2 8.0 7.0
Tonga 1.2 0.4 0.4  10.4 1.6 1.9
Tuvalu 1.5 1.0 1.6  5.3 3.8 3.5
Vanuatu 6.6 3.0 4.6  4.8 4.5 5.0

South and South-West Asiaf 4.7 2.9 6.1 11.5 11.2 8.4
Afghanistan 3.4 15.1 7.6  26.8 –10.0 8.4
Bangladesh 6.2 5.9 6.0  9.9 6.7 6.0
Bhutan 5.0 5.7 6.6 6.3 7.2 8.4
India 6.7 7.2 8.3  9.1 11.9 7.5
Iran  (Islamic Republic of) 3.3 2.0 5.0  25.5 16.0 15.0
Maldives 5.8 –2.6 2.1  12.3 8.5 6.0
Nepal 5.3 4.7 3.5  7.7 13.2 7.5
Pakistan 4.1 2.0 3.2  12.0 20.8 12.0
Sri Lanka 6.0 3.5 6.0 22.6 3.4 8.6
Turkey 0.9 –6.0 3.0  10.4 6.3 7.2

TABLE 7. Rates of economic growth and inflation of Asian and Pacific
economies, in percentages, 2008 to 2010

(Continued on next page)
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Real GDP growtha Inflationb

2008 2009c 2010d 2008 2009c 2010d

South-East Asia 4.0 0.6 5.1  8.6 2.1 4.1
Brunei Darussalam –1.9 –0.5 0.6  2.7 1.2 1.2
Cambodia 6.7 0.0 4.0  25.0 –0.8 5.0
Indonesia 6.1 4.5 5.5  10.1 4.6 5.3
Lao People’s Democratic Republic (the) 7.9 5.4 6.0  7.6 0.2 5.0
Malaysia 4.6 –1.7 5.0  5.4 0.6 2.0
Myanmar 2.0 2.0 3.1  26.8 6.5 10.4
Philippines (the) 3.8 0.9 3.5  9.3 3.3 4.7
Singapore 1.1 –2.0 7.0  6.6 0.6 2.3
Thailand 2.5 –2.3 4.0  5.5 –0.8 3.5
Timor-Leste 12.8 7.4 7.5  7.6 1.3 4.0
Viet Nam 6.2 5.3 5.8  23.1 7.0 10.3

Developing economiesg 5.7 4.0 7.0  7.3 3.1 4.1
- " - " -  excluding China and India 2.7 –0.6 4.7  8.0 3.8 4.5
Developed economiesh –0.9 –4.6 1.4  1.7 –1.1 –0.2
Pacific island developing economiesi 3.8 1.9 5.3  10.1 6.3 6.4

Notes: a Calculations are based on GDP figures at market prices in United States dollars in 2007 (at 2000 prices) used
as weights to calculate the regional  and subregional growth rates.

b Changes in the consumer price index.
c Estimates.
d Forecasts (as of 15 April 2010).
e Estimates for 2009 and forecasts for 2010 are available for selected economies.
f The estimates and forecasts for countries relate to fiscal years defined as follows: 2008 refers to the fiscal

year spanning 1 April 2008 to 31 March 2009 in India; 21 March 2008 to 20 March 2009 in the Islamic Republic
of Iran; 1 July 2007 to 30 June 2008 in Bangladesh and Pakistan and 16 July 2007 to 15 July 2008 in Nepal.

g Developing Asian and Pacific economies comprise 37 independent economies in the region, excluding North and
Central Asia (the Commonwealth of Independent States).

h Developed Asian and Pacific economies comprise Australia, Japan and New Zealand.
i Pacific island developing economies refers to 13 economies listed under Oceania, excluding Australia and

New Zealand.
Sources: ESCAP calculations based on data from national sources; IMF, International Financial Statistics (IFS) Online
Service, available from www.imfstatistics.org/imf/ (accessed 29 Sep. 2009); ADB, Key Indicators for Asia and the Pacific
2009, available from www.adb.org/Documents/Books/Key_Indicators/2009/default.asp (accessed 1 Oct. 2009); CEIC Data
Company Ltd., available from http://ceicdata.com/; website of the Interstate Statistical Committee of the Commonwealth of
Independent States, www.cisstat.com (accessed 22 Mar. 2010); and ESCAP estimates.

TABLE 7. (continued)

contraction in Japan was equally pronounced in
2009, with GDP falling by an estimated 5.2%.
The Japanese economy is expected to resume
growth in 2010 of 1.3%.

Monetary policy has remained loose since the
outbreak of the global financial crisis. The loose
stance is expected to prevail until mid-2010,
with authorities not likely to make bold moves
on interest rates before signs of solid recovery

are clear. The United States Federal Reserve
Board is expected to keep its target rate at a
very low level, from 0 to 0.25%, during the first
half of 2010 and gradually increase it during the
second half. Similarly, the European Central
Bank is expected to hold the main refinancing
rate at 1%. The European Central Bank is not
expected to raise interest rates ahead of the
United States. The Bank of Japan has been
keeping its uncollateralized overnight call rate at
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0.1% since December 2008. Given the deep
setback in economic performance, the Bank of
Japan is unlikely to revert to monetary tighten-
ing until the end of 2010.

Regarding key exchange rates, the United States
dollar weakened notably during 2009, falling to an
average of 90 yen and 0.67 euro in the fourth
quarter of 2009, from 96 yen and 0.76 euro in
the same quarter of 2008. The dollar is expected
to appreciate, albeit very mildly and gradually,
in 2010, owing to the economic recovery. The
dollar should edge up to around 100 yen by the
end of 2010 and hover around 0.7 euro during the
year.

Oil prices have corrected noticeably during
2009, notwithstanding fluctuations. During 2009
the oil price averaged around $62 per barrel or
37% below its average level of 2008. The
oil price is expected to pick up to around $75

to $80 per barrel on average during 2010,
reflecting increased economic activity and
hence increased demand for oil but still a weak
dollar.

Different paces of expansion

Against such a background, the forecast is that
growth in the developing economies of Asia and
the Pacific will pick up to 7.0% in 2010, signify-
ing a notable recovery from growth of 4.0% in
2009 (figure 24). Yet, the pace of recovery will
vary across the subregions as will be discussed
in chapter 2. South and South-West Asia will
lead the recovery and is forecast to grow by
6.1% in 2010, after a growth of 2.9% in 2009,
while North and Central Asia will experience the
largest rebound. The sharp downturn of the
Russian Federation saw growth in the subregion
decelerate in 2009, to -5.8%, but positive
growth is expected to return in 2010, at 3.7%.

FIGURE 24. Average growth rates and forecasts of Asian and Pacific
economies by subregion, 2003 to 2010
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Notes: Rates of real GDP growth for 2009 are estimates and those for 2010 are forecasts (as of 15 April 2010). Asian and
Pacific developing economies comprise 37 economies (excluding North and Central Asia). The calculations are based on
the weighted average of GDP figures in United States dollars in 2007 (at 2000 prices).
Sources: ESCAP calculations based on national sources; IMF, International Financial Statistics (IFS) Online Service,
available from www.imfstatistics.org/imf/ (accessed 29 Sep. 2009); ADB, Key Indicators for Asia and the Pacific 2009,
available from www.adb.org/Documents/Books/Key_Indicators/2009/default.asp (accessed 1 Oct. 2009); CEIC Data Company
Ltd., available from http://ceicdata.com/; and website of the Interstate Statistical Committee of the Commonwealth of
Independent States, www.cisstat.com (accessed 22 Mar. 2010); and ESCAP estimates.
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Downside risks persist

While recovery in the developed world will likely
be well managed by policymakers, deep uncer-
tainties persist about the pace of recovery in the
United States. Economic activities continue to
pick up, but some indicators, notably rising un-
employment, have increased the complexity of
managing macroeconomic policies. Continued
fiscal expansion will not be sustainable and has
been exerting pressure on fiscal balances. How-
ever, as the Government turns off the fiscal
throttle, private-sector growth drivers may not be
strong enough and the economy could fall back
quickly into a double-dip recession, thereby
sparking a new cycle of fiscal expansion.

additional reserves in case of bond defaults. If
growth fails to recover in affected countries, debt
payments would swallow an increasing share of
Government budgets, resulting in a vicious down-
ward growth cycle as Governments were left with
fewer resources to stimulate their economies.

On the other hand, if expansionary policies in
Asia and the Pacific turn out to be pro-cyclical,
inflation will neutralize the incipient growth
process, moving economies into recession as
Governments normalize exceptionally loose mon-
etary policy and raise interest rates. Similarly
with the exit strategy needed for fiscal policy, the
timing and magnitude of monetary policy reversal
would also affect the prevailing forecast.

Countries across the Asia-Pacific region have
begun to reverse their monetary stance in re-
cent months. The dilemma for the region is that
if they adopt a much tighter monetary policy
than their major trading partners, in particular
the United States, it will attract capital inflows
and further fuel the appreciation of Asian cur-
rencies against the United States dollar. As a
result, exports may experience renewed difficul-
ties that would, given the importance of external
demand in the region, negatively affect the
overall forecast of economic growth.

Pressure is growing for protectionist measures
in developed countries but also potentially in
developing countries, which is of great concern
for recovery in Asia and the Pacific. The first
protectionist initiative during the crisis was the
“Buy American” clause in the stimulus package
of the United States. One novel aspect of pro-
tectionism in the crisis has been the role of
subsidies to financial institutions and manufac-
turing companies, particularly the automotive
sector, in the United States and Europe. Sub-
sidy programmes and other forms of preferential
treatment given as part of bailout packages
could significantly alter competitive conditions of
trade for some time to come by skewing the
playing field against Asian and Pacific enter-
prises that do not benefit from such subsidies.58

58 Khor, Martin, Trade: Protectionism on the rise hits developing countries hardest, Third World Network Info Service
on WTO and Trade Issues, Penang, Malaysia, 11 February 2009; available from www.twnside.org.sg/title2/
wto.info/2009/twninfo20090208.htm.

Pressure is growing for protectionist
measures in developed countries but

also potentially in developing countries,
which is of great concern for recovery

in Asia and the Pacific

A growing concern is the impact of sharply
increased Government borrowing in major devel-
oped economies. Early in 2010 the perceived
difficulties of Greece in repaying its Government
debt came to the fore; in coming years other
economies in the European Union may be facing
similar problems. The impact on Asian and Pa-
cific countries would emerge through reduced
import demand from developed economies,
because of curtailment of their GDP growth. Belt-
tightening policies would be imposed as part of
measures to pare Government debt; that would
bring on a slowdown and borrowing costs would
likely increase through fears of default. Further-
more, growth would be impacted if financial
institutions in Europe, which hold a substantial
amount of Government debt, cut lending to the
corporate sector in Europe in order to retain
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As the impact on developed countries has in-
creased, a number of prominent trade disputes
have arisen, for example, one has been the
imposition of duties on tyres from China by the
United States in September 2009, which will be
adjudicated at the World Trade Organization.

Another threat, albeit one that has receded more
recently, is the H1N1 influenza and the possibil-
ity that it could become more virulent some time
in the fufure. Following the outbreak of H1N1
influenza, the World Health Organization raised
its pandemic flu alert to level 6, its highest level,
in mid-2009. There is still no sign that the alert
will be lifted in the near future, signifying the
continued presence of the risk of spread of
pandemic flu. Should the pandemic intensify, it
would inevitably destabilize economic recovery
by dampening consumer and investment behav-
iour. Impacts on tourism and related industries
and services would also be detrimental.

BALANCING GROWTH WITH
STABILITY

Beyond the immediate risks to the speed and
sustainability of recovery, fundamental concerns
exist about the nature of the recovery process
and whether it will resurrect old challenges as
well as create new obstacles for years to come.
A complex set of policy challenges lie ahead.
They are discussed below and in chapter 3 in
the context of inclusive and sustainable devel-
opment.

Inflation threatens from demand and
supply sides

The main short-term threat to growth in Asia
and the Pacific is the return of inflationary pres-
sures as recovery gathers steam. Countries will
have to balance the risks of setting off an
inflationary spiral with long-term negative conse-
quences and of halting the short-term growth

recovery trend prematurely. Critical decisions for
each economy will be when and how to turn off
fiscal stimulus and accommodative monetary
policy.

Critical decisions for each economy
will be when and how to turn off

fiscal stimulus and accommodative
monetary policy

59 Food and Agriculture Organization of the United Nations, World Food Situation, available from www.fao.org/
worldfoodsituation/FoodPricesIndex/en/ (accessed 20 Dec. 2009).

Inflationary pressure has fallen significantly
since the last quarter of 2008 in tandem with
the downturn in domestic economic activity (fig-
ure 25). The level and degree of fall in inflation
diverged considerably across economies, de-
pending on the degree to which they had been
exposed to the global slowdown. Export-oriented
economies such as those of South-East Asia
experienced the lowest levels of inflation,
whereas more domestic-demand-led economies
such as India and Indonesia continued to dis-
play comparatively higher levels. Other than
country-dependent, demand-side factors, reduc-
tion in price growth across all countries was
attributable to lower imported inflation from de-
clining global oil and food prices in the early
part of 2009. The crude oil price averaged
around $52 per barrel in the first half of 2009,
in comparison with an average of $97 in 2008.
The continuing existence of fuel subsidies in
such economies as India, Indonesia, Malaysia
and China has, however, diminished the magni-
tude of oil price falls for consumers. Interna-
tional food prices also fell, by around 30%
during the first half of 2009 in comparison with
levels of the preceding year.59 Nevertheless, as
food prices remain dependent on domestic
factors in many cases, countries such as India
experienced food price rises even when food
was falling in price elsewhere.
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Economies such as those of Singapore, Thai-
land and Taiwan Province of China experienced
deep GDP contractions with various degrees of
deflationary pressure early in 2009. That phe-
nomenon proved to be short-lived as economic
recovery led to rising domestic demand and
assuaged earlier fears of a deflationary spiral.
Inflation rates had fallen from the start of the
crisis but by July of 2009 had stabilized in many
countries and began moving upward in subse-
quent months. India was the first major
economy to witness rising prices, since March
2009. In view of the growing inflationary pres-
sures, the Reserve Bank of India increased the
statutory liquidity ratio of commercial banks in
October 2009, increased the reserve require-
ment of banks in January 2010, and increased
the repo and reverse repurchase rates in March
2010. In January 2010, China also moved to
tighten monetary policy in response to increas-
ing inflation through an increase in reserve re-

quirements and increased interest rate for three-
month and one-year Government bills. In March
2010, Malaysia increased its overnight policy
interest-rate while Australia raised its cash inter-
est rate.

60 ESCAP, Economic and Social Survey of Asia and the Pacific 2009 (United Nations publication, Sales No.
E.09.II.F.11).

Source: CEIC Data Company Ltd., available from http://ceicdata.com/ (accessed 20 Feb. 2010).

FIGURE 25. Consumer price inflation, year-on-year, in major Asian
developing economies, 2008 and 2009
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A key factor behind rising prices is the
return of supply-side pressure from

commodity price volatility

Other than the increasing demand-side inflation-
ary pressures, a key factor behind rising prices
is the return of supply-side pressure from com-
modity price volatility. The Economic and Social
Survey of Asia and the Pacific 200960 high-
lighted that issue for policymakers to beware of
in the post-crisis phase. Oil prices increased
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dramatically during 2009. Since its lowest point
at the end of December 2008, benchmark Brent
crude oil had more than doubled in price to
over $70 by the end of August 2009. Conse-
quently the food-fuel link could influence key
food prices upwards. The reasons for the rise in
oil prices are open to debate, especially when
recessionary forces prevail. The increase has in
part been attributed to speculation in the oil
market.61 The large amount of liquidity available
to financial investors, coupled with the belief
that oil prices should be moving upwards on
fundamental demand-supply factors, have also
played their part. The absence of a clear
endpoint in the current situation might feed
speculative forces further.

A return to high food prices would follow quickly,
a possibility that merits close monitoring. Other
possible influences to a return of high food
prices would include the weather – India,
among other countries, has witnessed a disap-
pointing monsoon season. Sugar prices have
climbed to record highs in India owing to the
shortfall in the sugar crop and to production
decrease in Brazil, the world’s other leading
producer. The impact on rice production could
be even more significant – Asian and Pacific
demand for rice as a consequence of harvest
shortfalls would be a key concern for prices.
While governmental rice stocks exist in some
countries, they are finite; the impact on
intraregional rice trade will depend on the im-
pact of decreased rains on the crop.

Prices may also be affected by increased food
demand in line with economic recovery. As the
recovery may arrive at different times across
the region, early recovery in large economies
that are not food-self-sufficient could stimulate
increases in food prices that, in combination
with declining growth, would be especially
damaging for the poorest and most vulnerable

sections of the population. Higher food prices
would have a far more direct impact on the
poorest people of the region, impacting poverty,
exacerbating inequality and levels of malnutri-
tion, illness, infant and maternal mortality
that would extend the poverty trap for long
periods. The question will be how the region
would respond to any situation of sudden
and excessive food price rise. In the previous
episode immediately before the economic crisis,
food producing countries suspended trade in
some cases to safeguard domestic supply. Such
reactive responses do not solve fundamental
demand and supply imbalances. They aggravate
hoarding, rent-seeking and self-perpetuating
price rises.

61 For example, see Paul Krugman, “Oil speculation”, New York Times, Opinion sec., 8 July 2009; and UNCTAD,
Trade and Development Report 2009: Responding to the Global Crisis, Climate Change Mitigation and
Development (United Nations publication, Sales No. E.09.II.D.16).

62 Chairman’s statement at the 10th ASEAN Plus Three Foreign Ministers Meeting, 22 July 2009, held at Phuket,
Thailand; available from www.aseansec.org/PR-42AMM-Chairman-Statement-ASEAN+3.pdf.

Increases in food prices would be
especially damaging for the poorest
and most vulnerable in the region

One option to deal with such a risk is a re-
gional rice bank. A permanent East Asian emer-
gency rice reserve is being discussed by
ASEAN+3 as a follow-up to its ongoing East
Asia Emergency Rice Reserve Pilot Project.62

The pilot project, which has existed since 2004,
is a system of mutual assistance for sharing of
rice stocks among the 13 countries of
ASEAN+3 that aims as well to contribute to rice
price stability in the region. Another positive
initiative is the agreement, since 2007, to estab-
lish the South Asian Association for Regional
Cooperation (SAARC) Food Bank. It would
maintain food reserves and support national as
well as regional food security through collective
action among member countries. The SAARC
Food Bank would also foster intercountry part-
nerships and regional integration.
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Nonetheless, as ESCAP has observed in a
previous edition of the Survey,63 the region has
yet to take adequate measures to encourage
long-term increase in food production. Rising
populations and increased consumer wealth in
developing countries will continue to advance
thus raising the policy imperative of reversing
the long-term neglect of agriculture that was
clear immediately prior to the crisis in 2008.

Asset bubbles build up

Abundant foreign capital buoyed by liquidity sup-
port provided to financial institutions in devel-
oped countries has been attracted to the Asia-
Pacific region in recent months because of its
comparatively strong growth prospects. Looking
forward, as the inflows grow in scale, the risk
also grows that unexpected change in interest
rates, or a sudden appreciation of the dollar,
could simultaneously cause capital to exit from
target countries and financial asset classes in
the region, precipitously bringing down asset
prices and exchange rates. How to manage the
benefits from foreign portfolio investments and
minimize the risks that they bring to macroeco-
nomic stability remains a huge challenge for the
region. The risk remains of asset price bubbles
forming in particular sectors with consequent
risks for domestic financial sectors and overall
macroeconomic stability.

Liquidity has been injected into the United
States financial sector with the Federal Reserve
purchases of mortgage-backed securities and
other agency debt. The scale of such liquidity
support is seen from the Government targets
for such purchases, of $1.25 trillion and $175
billion respectively by the first quarter of 2010.64

Foreign capital has been abundant as well due
to the rise of the dollar “carry trade”, with

borrowings at low dollar interest rates for invest-
ment in economies where appreciation expecta-
tions are strong and interest rates comparatively
higher. The situation resembles that in Japan
from mid-2005 onwards, where near-zero inter-
est rates in support of domestic recovery led to
the use of the yen as the carry trade currency
of choice. Countries in this region have been
particularly susceptible to the carry trade as
expectations of recovery earlier than in other
parts of the world have caused interest rate and
exchange rate rises, thereby offering more
attractive differentials for carry trades than exist
in other regions.

63 ESCAP, Economic and Social Survey of Asia and the Pacific 2008 (United Nations publication, Sales No.
E.08.II.F.7), chap. 3, “Unequal benefits of growth – agriculture left behind”; and ESCAP, Sustainable Agriculture
and Food Security in Asia and the Pacific, Theme Study 2009 (Bangkok: 2009).

64 United States Federal Reserve, “Minutes of the Federal Open Market Committee”, 3-4 November 2009
(Washington, D.C.: Board of Governors of the Federal Reserve System), available from www.federalreserve.gov/
monetarypolicy/files/fomcminutes20091104.pdf.

65 China Daily, “Real estate prices rise at record pace”, Beijing, 11 Mar. 2010, available from www.chinadaily.com.
cn/china/2010-03/11/content_9570137.htm.

Asset price bubbles are bringing
risks for domestic financial sectors
and overall macroeconomic stability

Domestic capital has also been attracted to
regional asset markets by liquidity addition at
the national level in a number of developing
countries in the region as part of monetary
stimulus policies during the crisis. Credit provi-
sion (figure 26) and asset prices in a number
of economies have increased substantially fol-
lowing declines early in the crisis, notably in
China, India and the Russian Federation (figure
27). For example, during February 2010 the
value of property sales in 70 major cities in
China surged 10.7% year-on-year.65 In compari-
son with the figures at the year’s end in 2008,
the Chinese Shanghai Composite Index and
Indian BSE30 had jumped by 67.6% and
70.3%, respectively, by the end of February
2010.



ECONOMIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2010

50

FIGURE 26. Credit growth, year-on-year, in major Asian developing economies,
January 2007 to October 2009
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Feb. 2010).

FIGURE 27. Equity market performance in major Asian developing economies,
January 2008 to December 2009
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Other than credit being directed to domestic
asset purchases, there are risks from excessive
lending to export enterprises, a sector that was
previously regarded as dependable but may be
less so in coming years. With the outlook for
exports possibly less favourable than in the
past, the failure of such enterprises in any large
number could jeopardize domestic banking sec-
tors, similar to a sharp downturn in domestic
asset prices. Such a development would mark-
edly increase non-performing loans of domestic
banks and in turn put their operations in jeop-
ardy.

Riding on the expectations of an early and
strong recovery, equity markets began to climb
during the early part of 2009. In some cases,

stock markets have since come close to peak
levels seen immediately before the crisis. Fur-
thermore, falls in the region’s major markets
before the beginning of their recovery were far
less, except for China, than those witnessed in
the 1997 crisis (figure 28). Consequently, in
global terms, Asian equity markets have seen
one of the greatest post-crisis recoveries of
all developing country regions (figure 29),
reflecting investor expectations of comparatively
healthy growth prospects in relation with other
regions.

Asset markets are considered to be a leading
indicator of future economic performance;
hence, the recovery in prices appears to reflect
investors’ anticipations that growth will return to

FIGURE 28. Equity market behaviour peak-to-trough during two crises,
1997 to 1998 and 2008 to 2009
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FIGURE 29. Performance indices of regional emerging-market equities,
15 September 2008 to 8 January 2010
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Source: Based on data from MSCI Barra, available from http://www.mscibarra.com/products/indices/international_equity_
indices/gimi/stdindex/performance.html (accessed 11 Jan. 2010).

the Asia-Pacific region. The optimism of inves-
tors66 about future recovery may be excessive,
being driven by the need to invest buoyant
funds available from the unprecedented govern-
mental injection of liquidity into the financial
sector in developed countries as well as by
excessive domestic liquidity creation. Conse-
quently, volatility may continue in financial mar-
kets carrying risks for domestic financial sectors
and overall macroeconomic stability. Hence, the
governments may consider managing capital
flows through various types of capital controls.

Avoiding premature exit

The recovery phase for economies in the region
presents the critical challenge for policymakers
of deciding when and how to exit from the
stimulus programmes that have supported
growth since the crisis. While continuing with
stimulus policies in a climate of incipient growth
recovery would likely lead to some inflationary

and fiscal pressures, the overwhelming priority
for policymakers should be to continue stimulat-
ing economies until the self-perpetuating motors
of growth are firmly entrenched.

Risks have accompanied the incipient growth
recovery, the most acute being inflationary pres-
sures. The other consequence of the substantial
government support has been increases in
budget deficits across the region. Resolving the
consequences of deficits will be a medium-term
challenge; for most of the region such deficits
were, in any case, an aberration from otherwise
prudent fiscal policies. The relatively stable
macroeconomic fundamentals of most countries
mean that their increased levels of borrowing
are sustainable and can be paid off over time.
So, while fiscal pressure is undoubtedly a chal-
lenge, the key short-term concern for the region
remains inflationary pressures.

The recovery cannot be said to have been re-
ignited in full measure as yet. Growth still de-

66 Pilling, David, “Mixed signals from Asia’s animal spirits”, Financial Times, 14 May 2009, available from
www.ft.com/cm/s/0/2ba14cd2-3fef-11de-9ced-00144feabdc0.html.
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pends largely on government spending and in-
vestment from stimulus policies. With continued
weakness in developed-country markets, the
previous growth engine of exports remains sub-
dued for many economies. In such a climate, a
premature withdrawal of fiscal stimulus could
have severe consequences for the growth of
economies in the region, and therefore for the
livelihoods of their poorest and most vulnerable
citizens.

serve to increase inflationary pressures. Foreign
portfolio inflows would also lead to exchange-
rate pressure that would endanger the recovery
of exports.

Sustaining Asia’s dynamism

The fundamental long-term challenge for
maintaining growth in the Asia-Pacific region
is to complement the engine of exports to
developed countries, especially the United
States. Under current projections, the import
demand of the United States is unlikely to
resume its pre-crisis growth trajectory, as its
debt-driven consumption is constrained (see box
1). The effects in the region will vary according
to the degree of export-dependence of each
country and its exposure to the United States
market.

Countries that can boost their domestic demand
to significant levels may use that channel to
replace the loss in the export contribution to
growth. For smaller export-dependent econo-
mies in the region, a clear route for mitigating
the decline in the role of exports to developed
countries is to increase their share of
intraregional trade to benefit from the domestic
demand of their larger neighbours. Stimulus
measures have temporarily increased govern-
mental investment and consumption in a
number of countries. Fiscal stimulus in some
has also increased private consumption through
the provision of funds directly to consumers.
However, for domestic and regional demand to
increase its contribution beyond such temporary
fillips, policy measures are needed that can
induce long-term structural rebalancing of
economies. Such a strategy would address a
number of critical global and regional imbal-
ances and begin to chart the way forward, as
discussed in Chapter 4.

The overwhelming priority for
policymakers should be to continue

stimulating economies until the
self-perpetuating motors of

growth are firmly entrenched

In the balance of risks, Asian and Pacific
economies should aim to sustain growth rather
than manage inflation. Policymakers should
guard against premature exit from stimulus
policies until growth becomes more self-
sustaining. When exit policies are enacted, the
mix between fiscal and monetary policies will be
important for the twin tasks of sustaining growth
while managing inflation. In that pursuit, mon-
etary tightening could play the most effective
role in controlling price pressures because it
could act directly on credit build-up.

While decisions on timing the exit from stimulus
policies depend on national circumstances, a
key role remains for regional coordination: to
prevent negative macroeconomic repercussions
due to regional diversity in policies. For exam-
ple, monetary tightening through an increase in
interest rates in the absence of such a rise in
other economies will attract portfolio flows and




