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Commodity price volatility has raised global concerns about inflation, 
hunger and poverty but in the longer term, rising commodity prices 
have long-lasting and even deeper consequences. Commodity 
markets have been experiencing a boom since the turn of the century 
driven mainly by the rise of Asian economies, whose accelerated 
manufacturing-led growth has increased the demand for all sorts 
of primary products. The boom has ended a secular decline in 
commodity terms of trade, which has important implications for the 
growth trajectory of developing countries and poses severe risks 
for increasing global disparities. Mitigating these risks requires 
national and international action and diverse development strategies 
to enable countries to make best use of their natural resources, 
build productive capacities and boost agricultural productivity while 
protecting the poor from the effects of higher prices by strengthening 
social protection.

Living with
 high commodity prices

“The sudden surge of oil prices and its volatility will threaten the very 
foundation of our economy and also the rest of the developing countries.”

Susilo Bambang Yudhoyono, President of the Republic of Indonesia

“We see the natural resources beneath our soil not as mere consumption sources, 
as these should turn into intellectual wealth…”

Sukhbaatar Batbold, Prime Minister of Mongolia
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Over the past five years, commodity markets have 
endured a rollercoaster ride. Prices rocketed to 
record highs in 2007 after a long sustained rise 
throughout much of the previous decade. They 
then plummeted in 2008 in the midst of the global 
economic crisis. They started to rise again in 2010 
and reached a new summit in early 2011. Since 
then, prices have descended gradually as a result 
of the global economic slowdown. But if the global 
economy were to regain traction, markets would  
need to buckle up for another rocky ride.

Throughout the Asia-Pacific region, these ups and 
downs have had severe effects, leading to high 
inflation and persistent hunger and poverty. In the 
second half of 2010, the latest spike in food prices 
alone kept an additional 19.4 million people in 
poverty (ESCAP, 2011c). As a result, governments 
have been seeking new ways to curb commodity 
price volatility. 

While commodity price volatility is worrisome, it 
has to some extent masked a more profound 
and longer-lasting phenomenon that has even 

deeper consequences, the unprecedented boom 
in commodity prices. This is an experience very 
different from the second half of the twentieth century 
when the long-term trend was downwards: by 1999 
rice and wheat were 40% cheaper in real terms 
than in 1960,1 and there were similar declines for 
beverages, raw materials and metals and minerals. 
And after the oil crisis in the 1970s, there was also 
a steady decline in prices for energy. 

Commodity price volatility has raised 
global concerns about inflation and 
hunger, but the longer-term trend 
of rising commodity prices has 
longer-lasting and even deeper 

consequences

The beginning of the new century saw a break 
in that trend, with a synchronized rise in prices 
(see figure 3.1). Since then, average annual price 
growth rates have ranged from 1.8% for beverages 
to 17.4% for metals and minerals.2 

Source: ESCAP, based on data from World Bank Commodity Markets, Monthly world prices of commodities and indices (Pink Sheet), available 
from http://go.worldbank.org/4ROCCIEQ50 (accessed 5 April 2012).

Note: The commodities used in these indices are as follows: beverages (cocoa, coffee and tea); energy (oil, coal and natural gas); food includes 
fats and oils (coconut oil, copra, groundnut oil, palm oil, palm kernel oil, soybean meal, soybean oil, and soybeans), grains (barley, maize, rice, 
sorghum, and wheat) and other food (bananas, fishmeal, meat-beef, meat-chicken, meat-sheep, oranges, shrimp, and sugar); metals and minerals 
(aluminium, copper, gold, iron ore, lead, nickel, silver, steel, tin and zinc); and raw materials (timber, cotton, rubber, tobacco).

figure 3.1.   the start of the new century was a turning point for commodity prices
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Figure 3.1 shows that for all five commodity 
categories, price volatility is in a way a fact of life. 
Indeed, this may not be new. Recent empirical work 
suggests that prices for commodities have always 
been more volatile than those for manufactured 
goods and that since 1700, commodity price volatility 
has not increased (Jacks and others, 2011). This 
kind of historical analysis is of course subject to 
many data problems and more recently, there has 
been a debate on whether the current degree of 
financialization has amplified price movements.3 
Nevertheless, it seems clear that by focusing on 
the trees many analysts have missed the forest. 
The longer-term series, though punctuated over 
the past five years by the global financial crisis, 
shows a rising trend. 

The remainder of this chapter first describes the 
recent commodity boom and discusses its underlying 
causes, as well as its effects on the terms of trade of 
developing countries in Asia-Pacific. It then provides 
an analysis of the potential impact of the shifts in 
prices of both commodities and manufactures on 
the long-term growth trajectory of economies of the 
region and discusses some policy options to mitigate 
the main risks of persisting global disparities.

The commodity boom

The synchronized price increases for primary 
products started mostly in the late 1990s: beverages 
in 1999, energy in 1997, food in 1998, raw materials 
in 1997, and metals and minerals in 2000.4 Overall, 
the pattern has been consistent, with few differences 
in the timing or in the slope of the trend. 

At first, the scale of this trend was disguised by 
low initial prices. For oil, for example, the increase 
from $12 to $25 per barrel was less noticeable 
than the subsequent rise from $50 to $100 per 
barrel, though both represented a doubling over 
around 4.5 years. 

In fact, a little more than a decade ago, high fuel 
prices seemed to have disappeared from the radar 
screen. Following the Asian Financial Crisis and the 
1997 decision by the Organization of Petroleum 
Exporting Countries (OPEC) to increase the oil 
supply, by December 1998, the price of crude 
petroleum had fallen to $11 per barrel (see figure 
3.2). However, as the global economy recovered 
and OPEC members started to cut supplies, prices 
increased and reached $32 in November 2000 

Source: ESCAP, based on data from World Bank Commodity Markets, Monthly world prices of commodities and indices (Pink Sheet), available from 
http://go.worldbank.org/4ROCCIEQ50 (accessed 5 April 2012).

Notes: The price of petroleum crude is the average spot price of Brent, Dubai and West Texas Intermediate, equally weighted. The price of natural gas 
is the average of the spot price at Henry Hub, US, the average import border price in Europe, including the United Kingdom, and the import price of 
LNG in Japan, equally weighted.
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figure 3.2.   prices of selected energy commodities, 1997-2011
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Since 2008, the price of natural gas in the United States has dropped to less than half of that in Europe. This is largely the result of 

a drilling technique developed in the United States in the late 1990s that enables the commercially viable extraction of gas trapped 

in hard, concrete-like shale rock. This has resulted in a surge in United States natural gas production which, coupled with weaker 

demand after the 2008 economic crisis, has kept prices down (Yergin, 2011). The United States natural gas market is more volatile 

than the natural gas markets in Europe or Japan, partly because it is less regulated, has more short-term purchasing and involves 

more trading of derivatives (Whitman and others, 2011).

Box 3.1.    technology bringing down price of natural gas

0 

2 

4 

6 

8 

10 

12 

14 

16 

18 

1997M01 1999M01 2001M01 2003M01 2005M01 2007M01 2009M01 2011M01 

Natural gas US (mmbtu) Natural gas Europe (mmbtu) Liquefied natural gas, Japan (mmbtu) 

M
on

th
ly

 p
ric

es
 in

 c
ur

re
nt

 U
S

 d
ol

la
rs

 

figure A.   prices of natural gas, 1997-2011

Source: ESCAP, based on data from World Bank Commodity Markets, Monthly world prices of commodities and indices (Pink Sheet), 
available from http://go.worldbank.org/4ROCCIEQ50 (accessed 5 April 2012).

(OPEC, 2002). But after the World Trade Center 
attack on 11 September 2001, the price fell again, 
to $18 in December 2001, despite a 3% output cut 
by OPEC, due to a lack of consumer confidence 
and weak economic growth (OPEC, 2002). 

Commodity prices have increased 
from 1.8% to 17.4% per year since 
the beginning of the new century

Prices then started to rise, driven by strong growth 
in emerging economies, reaching a peak of $132 in 
2008. The rising trend was punctuated by episodes 
of bullish sentiment triggered by events that raised 

concerns over supply shocks such as the invasion of 
Iraq in 2003 and Hurricane Katrina in 2005, which 
disrupted production in the Gulf of Mexico (OPEC, 
2004; OPEC, 2006). Since then, prices have been 
affected by speculation in futures markets and by 
the occasional depreciation in the dollar, the major 
currency in which oil is traded (OPEC, 2005; 
OPEC, 2008). In the aftermath of the 2008 global 
economic crisis, the price dropped to $41, but then, 
fuelled by sustained dynamism and resilience in the 
emerging economies, rose again to reach $122 in 
early 2011. Since then, prices have fallen in the 
midst of the euro zone crisis, but at the end of 
2011, forecasters generally predicted that oil prices 
of $100 per barrel or higher were likely to become 
common in the near future (USEIA, 2011).
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http://go.worldbank.org/4ROCCIEQ50 (accessed 5 April 2012), and data from Institute for Supply Management, 2011, ISM Manufacturing Report On 
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Note: The Purchasing Managers’ Index (PMI) is an indicator of industrial activity based on monthly surveys that poll businesses in several sectors.

figure 3.3.   global manufacturing and the price of metals, 2000-2011

Coal and natural gas prices have mainly followed 
similar patterns. One exception is the recent fall in 
natural gas prices in the United States caused by 
technological innovation (see box 3.1). Major drops in 
hydrocarbon prices were associated with economic 
slowdowns: in 1998, the Asian crisis; in 2001, the 
bursting of the dot.com bubble; and in 2008-2009, 
the global economic crisis. In each case, however, 
subsequent recoveries drove prices up again.

Economic growth has also had a striking effect 
on industrial metals, whose prices fluctuate with 
global industrial production (see figure 3.3). Copper, 
for example, is used in the electrical and building 
industries for cable, wire and electrical products and 
in the construction industry for plumbing, heating 
and ventilation pipes as well as for building wire 
and sheet metal facings. In 2000, it was trading at 
around $1,900 per metric ton but by early 2011, the 
price had risen more than fivefold to $9,860 per ton. 
Lead, used mainly in batteries, experienced a similar 
rise: between 1999 and late 2011, it climbed from 
$50 to $240 per kilogram. Other industrial metals 
also saw steady price increases with average growth 
ranging from 3% to 8% per year (see table 3.1). 

Prices of precious metals went up even faster, 
given their appeal as an alternative store of value 
in uncertain times. Since 2004 average prices have 
risen more than 21% annually. The lack of faith 
in paper money is increasing the attractiveness of 
assets based on tangible goods. Indeed, compared 
with other currencies, some analysts have argued 
that gold has a superior claim as a store of value 
because its value is limited only by what someone 
is willing to pay for it, whereas national currencies 
are constrained by broader economic and policy 
considerations (Capital Economics, 2011b). 

The last decade has also seen soaring prices for 
rare-earth elements, which are used in manufacturing 
many modern devices from smart phones to notebook 
computers (Goonan, 2011). Rapid increases in 
demand combined with export restrictions by China, 
the top producer with over 95% of the world’s 
output (Tse, 2011), have resulted in tremendous 
increases in prices. For example, lanthanum, which 
cost $5 per kilogram at the beginning of 2010, hit 
a peak of $140 per kilogram in July 2011, a gain 
of 2,700%.5
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Source: ESCAP, based on data from World Bank Commodity Markets, Monthly world prices of commodities and indices (Pink Sheet), available from 
http://go.worldbank.org/4ROCCIEQ50 (accessed 5 April 2012).

50 

100 

150 

200 

250 

300 

350 

400 

1997 1999 2001 2003 2005 2007 2009 2011 

Fats & oils Grains Other food 

M
on

th
ly

 in
di

ce
s 

ba
se

d 
on

 c
ur

re
nt

 U
S

 d
ol

la
rs

(2
00

0=
10

0)

figure 3.4.   prices of selected food commodities, 1997-2011

table 3.1.   commodity boom, selected metals

Commodity Break point in the
 long-term trend (year)

Average annual rate of 
growth of price (per cent)

Price
Earliest (US$) Latest (US$)

Aluminium 1990 3.2 1 946 /mt 2 379 /mt
Copper 2000 20.8 1 899 /mt 9 001 /mt
Lead 1999 19.5 50 /kg 240 /kg
Tin 1985 3.6 1 265 /kg 2 404 /kg
Nickel 2003 5.7 9 351 /mt 21 845 /mt
Zinc 1997 8.5 164 /kg 220 /kg
Gold 2004 21.2 403 /toz 1 757 /toz
Silver 2005 21.7 705 /toz 4 030 /toz

Source: ESCAP, based on data from World Bank Commodity Markets, Monthly world prices of commodities and indices (Pink Sheet), available from 
http://go.worldbank.org/4ROCCIEQ50 (accessed 5 April 2012).
Notes: Break points were estimated using a test to identify the single structural break in trends of time series that was devised by Andrews and Zivot  
(1992).

Even though these price increases are very high, 
they generate fewer headlines than skyrocketing 
food prices, which can provoke widespread protests 
and topple governments. Food prices have risen 
since 2000, but it was the increases in 2007-2008 
that signalled a significant shift in food commodity 
markets. The crisis erupted in 2007 with the very 
sharp price increases for wheat, maize and cooking 
oil, followed in 2008 by a steep increase in the 
price of rice. Most food products experienced similar 
rises. Though prices fell following the 2008 economic 
crisis (see figure 3.4), they subsequently resumed 

their upward trend and by the end of 2011 were 
above the pre-2007 levels.

It is not easy to pinpoint the causes of the 2007-2008 
food crisis or the high food prices in 2010-2011. 
The main suspects are the use of food crops for 
biofuels, specific policies that restricted trade, and 
natural disasters that affected major food exporters 
(see box 3.2). Speculation has also contributed 
to volatility by causing prices to react, and often 
overreact, quickly to new market information (see 
box 3.3) (ESCAP, 2011c). 
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Across Asia and the Pacific food prices are affected by a complex set of interacting factors.

The link with fuel prices: Food prices tend to move very closely with fuel prices. One reason is that high fuel prices drive up the 
costs of production, transportation, and of agricultural inputs, such as fertilizers. This fact alone does not imply any causation. Their 
synchronized change in prices could be a coincidence or be driven by a third factor, such as the exchange rate of the major currency 
in which they are traded (United States dollar) or by global economic growth.

Box 3.2.    factors affecting food prices
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Source: ESCAP, based on data from World Bank Commodity Markets, Monthly world prices of commodities and indices (Pink Sheet), 
available from http://go.worldbank.org/4ROCCIEQ50 (accessed 5 April 2012).

figure A.   prices of food and energy, 1997-2011

Biofuels: Rising oil prices have made the use of biofuels as a viable competing source of energy. The first-generation biofuels have 
been produced primarily from crops, such as grains (particularly maize), sugar cane and vegetable oils. This has raised concerns over 
the displacement of food crops, though the proportion of arable land devoted to biofuels remains relatively small, 2% in 2010, rising 
to 4% in 2030.6 The industry is currently moving to more efficient second-generation biofuels that can be produced from cellulose, 
hemicellulose or lignin, significantly increasing the energy output per unit of land, by 100% in the case of sugar cane and eucalyptus 
(cellulosic ethanol) (UNCTAD, 2009).

Nevertheless, using corn for biofuels can trigger an increase in food prices even if there is no reduction of arable land for other 
crops. When the price of corn goes up, livestock producers feed less corn to animals and more wheat, sorghum and other crops. 
Producers of starch-based products, such as paper and sweeteners, are also likely to switch inputs to wheat, potato and other food 
crops. These changes in consumption raise the price of corn and other crops in tandem. 

Demand for biofuels is also likely to rise as a result of mandatory blend and utilization targets. The European Union has set a target 
for renewable sources in general of 10% by 2020. In the United States, 90% of the 36 billion gallons of renewable fuels required by 
2022 under the Energy Independence and Security Act of 2007 are expected to come from ethanol (UNCTAD, 2009). 

Export restrictions: Food prices can also rise as a result of producing countries restricting exports to protect their own food security 
and to address supply disruptions caused by disasters. This makes global food markets smaller and more volatile, quickly pushing up 
international prices. Restrictions on the export of rice by India and Viet Nam in 2007-2008, for example, contributed to very sharp 
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price rises (Westhoff, 2010).7 More recently, prices have been affected by restrictions in other countries. For example, in October 
2010, Kazakhstan banned the export of certain types of oilseeds, vegetable oils and buckwheat, and in August 2010, Pakistan deferred 
lifting export restrictions after summer floods destroyed at least 725,000 tons of grain.8 

Disasters: In 2010 and 2011, droughts and floods in Asia-Pacific countries that between them produce almost half the world’s wheat, 
affected more than 233 million people. Given the shallowness of global food markets, this contributed to increases in international 
prices. Disasters do not generally affect all major food exporters simultaneously but from time to time, there is something close to 
a “perfect storm”, as in 2010, when there were droughts in Central Asia and floods in Pakistan. More commonly, disasters in some 
exporting countries are offset by good harvests in others. As a result of floods in Thailand in the second half of 2011, for example, 
the price of Thai rice rose to a three-year high of $650 a tonne in October 2011 but fell back to $630 a tonne one month later 
after Viet Nam, traditionally the world’s second-largest exporter, harvested a relatively large crop and India lifted a four-year-old 
export ban on sales of non-basmati rice.9 Natural disasters can thus contribute to short-term spikes but are not the main drivers 
of long-term increases in food prices.

There may, however, be longer-term changes as a result of climate change, such as changes in the frequency and magnitude of weather-
related hazards. And current food production areas could become unsuitable for agriculture or require larger investment to sustain 
production. Asia-Pacific countries, already highly exposed to floods and tropical cyclones, could be among the most affected.

Source: ESCAP.

Box 3.2.        (continued)

The financialization of commodity markets is generally beneficial as it provides a means for the transfer of price risks from hedgers 
to speculators. However, this benefit may not be attainable if financial investors employ a herd-mentality investment strategy by 
simply following the market consensus rather than bringing diversity to those markets. Such financialization potentially drives prices 
away from fundamentals and increases their volatility. 

The participation of financial investors in commodity markets accelerated when the subprime crisis soured investors’ interest in 
complex asset-backed securities, prompting a kind of flight to simplicity. The share of commodity assets under management in global 
GDP increased more than fourfold between 2008 and 2010. Monetary easing in the advanced economies has also contributed to 
the financialization of commodity markets as it led to a massive expansion in liquidity.

Although economic fundamentals are the main long-term drivers of commodity prices, the increased participation of financial actors in 
commodity markets has raised concerns among policymakers that speculation may have contributed to spikes in commodity prices in 
recent years. One possible way to view the impact of speculation is to compare the price changes in commodities with and without 
futures markets. If speculators did not play a role, commodities with futures markets should have had the same price behaviour as 
non-speculatable commodities. According to spot commodity price data from the United States, the degree of price co-movements 
among commodities with futures markets increased substantially, while correlations among non-speculatable commodity prices stayed 
around zero (figure A). This implies that speculative investments may have shifted the prices of speculatable commodities away from 
the fundamentals.10 The role of speculators on spot commodity prices is also suggested by the sizable increase in correlations between 
short-term commodity prices and financial positions (UNCTAD, 2011d). Although these analyses do not infer a causal relationship, it 
is enough to show that commodities that have associated futures markets exhibit different price behaviour than non-speculatable 
commodities.

Box 3.3.    financialization of commodity markets
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figure A.   correlation of price changes 

Source: ESCAP, based on data from CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 2 April 2012).

Notes: This figure shows the degrees of price co-movements, based on monthly price changes of spot commodities traded in the United 
States markets since 1992. The red line represents average correlations among speculatable commodity prices, namely crude oil, natural 
gas, gasoline, wheat, cocoa, soybeans, sugar, and maize, and the blue line shows average correlations among non-speculatable commodity 
prices, including tobacco, shrimp, coconut oil, hides, and fertilizers. Rolling correlations are taken over a one-year time window.
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Box 3.3.        (continued)

The literature on the determinants of commodity price surges has been inconclusive as to whether speculation is the main driver 
behind this. The lack of consensus related to the determinants of commodity price rises stems from various sources, including, among 
others, the econometric method used, the specification of the model, the choice of data to capture the variables of interest, the time 
period examined and the sample of countries and commodities. The ambiguous effect of speculation on commodity price hikes in 
the literature is partly related to the inadequate or improper descriptions of speculation. By definition, speculators are investors not 
actually holding commodities but seeking arbitrage opportunities in commodities futures and options markets. This includes a diverse 
selection of actors such as hedge funds, financial institutions, commodity trading advisers, commodity pool operators, introducing 
brokers, floor brokers and other non-commercial traders.

Research undertaken at ESCAP examined speculation activities in the United States commodity markets for the period of 2009-2011. 
It found that speculators indeed have a role in driving commodity prices. More specifically, in addition to their potential direct impact 
on commodity prices, speculators tend to reduce the speed of adjustment towards equilibrium. That is, once prices are affected 
by a shock, speculators prevent a rapid return of prices to equilibrium levels. This finding highlights a new role for speculators in 
commodity markets.11

There is nothing inherently wrong with speculation in commodity markets, nor is it a new phenomenon. Speculation in the futures 
markets, whether in financial assets or commodities, assists in the process of price discovery and provides buyers with access to 
supplies according to their requirements spread over time at predetermined prices. However, at the same time, a massive and 
sudden surge in non-commercial investments in the commodity futures markets could inflate commodity prices and distort the price 
discovery process. 

Source: ESCAP.
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The main long-term driver

Changes in international prices are invariably driven 
by the fundamentals of supply and demand. Over 
the past decade, demand has been increasing, 
while supply has struggled to keep pace. New 
investments take time to enable greater production, 
while stocks shrink and prices rise. And when 
commodity markets are tight, any news about events 
that could affect present or future demand tends 
to heighten volatility.

Short-term price rises can be the result of many 
factors. But the longer-term increasing trend has 
fewer, and more basic, explanations. One is the 
growth in world population, which between 2000 
and 2010 rose from 6.1 billion to 6.9 billion (ESCAP, 
2011e). This increase has also been accompanied 
by a demographic shift. Over the same period, the 
proportion of people older than 15 years rose from 
70% to 74%.12 On average, those in this age group 
need 33% more calories than those less than 15 
years.13 Over the past ten years, this combination 
of population growth and the demographic shift has 
led to a 14% increase in global caloric intake.14 

But this is unlikely to be the main cause of the 
long-term upward trend in commodity prices. After all, 
population growth has been slowing, which should 
have made it easier to satisfy global demand. Between 
the early 1990s and 2010, global population growth 
steadily declined from 1.5% to 1.2% (ESCAP, 2011e). 
It should also be noted that prices have risen for 
all categories of commodities, not just food. 

Another factor contributing to rising prices is economic 
growth, which increases the demand for a broad 
range of primary products for production, trade and 
transport. The commodity boom during the past 
decade coincided with a period of very fast growth. 
Globally, between 2000 and 2010, per capita GDP 
in purchasing power parity (PPP) increased by an 
annual average of 2.3%, one percentage point 
faster than in the previous decade.15 This growth 
has been driven mainly by manufacturing in Asia, 
which has boosted global demand for primary 

products and fuelled economic growth of a number 
of low-income countries that depend heavily on 
commodity exports.16

The commodity boom has been 
driven mainly by the rise of Asian 

economies, whose accelerated 
manufacturing-led growth has 

increased the demand for all sorts 
of primary products

The rise of Asia has helped millions of people move 
out of poverty and gain access to education, health 
care, clean water, sanitation and communication 
technologies. Between 1990 and 2009, the number 
of people in the Asia-Pacific region living on less 
than $PPP1.25 a day fell from 1.55 billion to 871 
million (ESCAP-ADB-UNDP, 2012). The large number 
of people escaping poverty has also boosted demand 
for a variety of primary products. 

At the same time, the low-cost of production in 
Asia and the Pacific has driven down the prices 
of manufactured goods, such as clothes, shoes, 
toys, and electronic devices. This, in turn, has 
resulted in greater consumption and a sharp rise 
in global trade, further boosting the demand for 
primary products. 

A similar situation happened in the first period of 
globalization in the nineteenth century. The industrial 
revolution increased the demand for fuel, fibre and 
metals, causing primary products prices to soar. As 
people in the “core” industrial countries grew richer, 
they consumed more goods that were classified as 
luxuries during that time, such as meat, dairy products, 
fruit, coffee, tea, and cocoa (Williamson, 2011). 

Echoing what occurred 150 years earlier, in the late 
1970s, a group of countries, this time from Asia, 
started to become major global players. Between 
1979 and 2008, these countries increased their 
share of global GDP from 13% to 33% (see figure 
3.5). An important growth engine, particularly during 
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Source: ESCAP, based on data from Maddison, Angus (2009). Historical Statistics of the World Economy:  1-2008 AD. Available from http://www.ggdc.
net/MADDISON/oriindex.htm. Accessed September 2011.

Notes: “Core” corresponds to Western Europe (i.e. Austria, Belgium, Denmark, Finland, France, Germany, Italy, Netherlands, Norway, Sweden, Switzerland 
and United Kingdom), its Western offshoots (i.e. Australia, Canada, New Zealand and the United States), and Japan. "Asia" corresponds to China, India, 
Indonesia (including Timor-Leste until 1999), the Philippines, Republic of Korea, Thailand, Taiwan Province of China, Bangladesh, Myanmar, Hong 
Kong, China, Malaysia, Nepal, Pakistan, Singapore, and Sri Lanka. “Periphery” corresponds to the world excluding the “core” countries.
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figure 3.5.   the rise of Asia, share of global gdp

the later part of this period, was China, whose 
share in global GDP increased from 5% to 17%. 
Its fast growth drew in other Asian countries that 
were part of the supply chains of manufacturing 
production. All of this has benefited resource-rich 
countries that export commodities. History continues 
to repeat itself.17

Effects on terms of trade

For most of the past century, the terms of trade for 
primary products declined vis-à-vis manufactures. As 
a result, developing countries, which were mainly 
exporters of commodities, experienced declining 
terms of trade, while the developed countries, which 
were mainly exporters of manufactures, improved 
their terms of trade.18 Under the current conditions, 
in which high commodity prices are benefiting 
resource-rich countries and more manufacturing is 
taking place in developing countries, the separation 
is less clear.19 

Figure 3.6 shows which countries in Asia and the 
Pacific primarily export commodities or manufactures 
and presents the annual growth of net barter terms 

of trade of merchandise goods. Positive growth 
means an increase in the average value of exports 
compared with the average value of imports, making 
it easier for countries to finance more imports with 
the same quantity of exports.20

The boom in commodities has 
ended a secular decline in 
commodity terms of trade

Asia-Pacific countries that experienced the highest 
increase in their terms of trade during the period 
2000-2008 were all major exporters of energy 
resources or minerals. Turkmenistan leads the 
list with a 12.7% annual increase. Natural gas 
and petroleum made up to 60% of the country’s 
exports and pushed up the average prices of its 
exports. Other countries that head the list are Brunei 
Darussalam (12.5%), the Russian Federation (11.5%), 
Kazakhstan (10.2%), Azerbaijan (8.2%), the Islamic 
Republic of Iran (8.1%), Mongolia (7.8%), Australia 
(7.2%), Papua New Guinea (6.3%), Bhutan (5.3%) 
and Uzbekistan (5.2%). 
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Sources: ESCAP, based on data from World Bank, World Development Indicators, available from http://data.worldbank.org/data-catalog/world-
development-indicators. (accessed September 2011); and the United Nations Commodity Trade Statistics Database (COMTRADE). Available from 
http://comtrade.un.org/db/default.apx (accessed July 2011). 
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figure 3.6.   Boom in commodity terms of trade 

The countries that experienced 
the highest increase in their terms 
of trade were major exporters of 

energy resources or minerals

For these countries, mineral or energy resources 
represented a high proportion of the top three 
exports – ranging from 45% in Australia to 97% in 
Brunei Darussalam (see table 3.2). As a result, the 
increase in their terms of trade followed virtually the 
same pattern as the increase in the price of energy 
commodities, undergoing a boom period that started 
in 2000 and peaked in 2008, experiencing a sharp 
decline in the aftermath of the global economic crisis, 
and subsequently recovering (see figure 3.7). Other 
energy- and mineral-rich countries also benefited, 
but to a lesser extent, either because prices for 

their specific exports were lower or because energy 
and minerals represented a smaller part of their 
total trade.

Despite the broad increases of prices across all 
categories of commodities, a high proportion of 
the recent gains has thus gone to exporters of 
energy, metals and mineral resources. In contrast, 
during the commodity boom driven by the industrial 
revolution, the poor countries at the periphery that 
benefited were mainly exporters of industrial raw 
materials (wool, rubber, silk, cotton, jute and hemp) 
and food and beverages (wheat, rice, sugar, coffee, 
cacao, fruit and nuts).21

A number of small island economies have benefited 
from the commodity boom, however the fact that 
commodity prices have risen across the board 
means that some price rises offset others. Among 
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Table 3.2.   Top 3 merchandise exports of countries with positive terms of trade 2000-2010, selected Asia-Pacific countries (2009)

Country Description and share in percentage

Marshall Islands 98% Ships, boats and floating structures (78%), Petroleum products, refined (11%), Fish, fresh, chilled or frozen 
(8%).

Brunei Darussalam 97% Gas, natural and manufactured (52%), Crude petroleum and oils obtained from bituminous minerals (43%), 
Pearl, precious and semi-precious stones, unworked or worked (2%).

Micronesia
(Federated States 
of)

97% Fish, fresh, chilled or frozen (94%), Telecommunication equipment, nes; parts and accessories, nes (2%), 
Crustaceans and molluscs, fresh, chilled, frozen, salted, etc (1%).

Palau 96% Fish, fresh, chilled or frozen (91%), Lime, cement, and fabricated construction materials (4%), Special transactions, 
commodity not classified according to class (1%).

Azerbaijan 95% Crude petroleum and oils obtained from bituminous minerals (90%), Special transactions, commodity not 
classified according to class (4%), Petroleum products, refined (2%).

Timor-Leste 94% Gas, natural and manufactured (82%), Coffee and coffee substitutes (9%), Printed matter (3%).

Kiribati 93% Fish, fresh, chilled or frozen (78%), Ships, boats and floating structures(13%), Crustaceans and molluscs, fresh, 
chilled, frozen, salted, etc (2%).

New Caledonia 91% Pig and sponge iron, spiegeleisen, etc, and ferro-alloys (49%), Ores and concentrates of base metals, nes 
(37%), Iron ore and concentrates (5%).

Vanuatu 91% Fish, fresh, chilled or frozen (71%), Ships, boats and floating structures (18%), Crude vegetable materials, nes (2%).

Maldives 90% Fish, fresh, chilled or frozen (71%), Fish, dried, salted or in brine; smoked fish (11%), Fish, crustaceans and 
molluscs, prepared or preserved, nes (9%).

Iran(Islamic 
Republic of) 83% Crude petroleum and oils obtained from bituminous minerals (77%), Petroleum products, refined (4%), Special 

transactions, commodity not classified according to class (3%).

Guam 77% Special transactions, commodity not classified according to class (32%), Ships, boats and floating structures 
(28%), Fish, fresh, chilled or frozen (17%).

Mongolia 72% Ores and concentrates of base metals, nes (45%), Coal, lignite and peat (19%), Gold, non-monetary (excluding 
gold ores and concentrates) (8%).

Tuvalu 72% Fish, fresh, chilled or frozen (57%), Ships, boats and floating structures (8%), Aluminum (7%).

Bhutan 70% Pig and sponge iron, spiegeleisen, etc, and ferro-alloys (45%), Copper (13%), Other inorganic chemicals; 
compounds of precious metals (12%).

Turkmenistan 70% Gas, natural and manufactured (39%), Petroleum products, refined (21%), Special transactions, commodity not 
classified according to class (10%).

Myanmar 69% Gas, natural and manufactured (43%), Vegetables, fresh or simply preserved; roots and tubers, nes (17%), 
Other wood in the rough or roughly squared (9%).

Papua New Guinea 68% Gold, non-monetary (excluding gold ores and concentrates) (33%), Ores and concentrates of base metals, nes 
(20%), Crude petroleum and oils obtained from bituminous minerals (15%).

Kazakhstan 66% Crude petroleum and oils obtained from bituminous minerals (55%), Gas, natural and manufactured (6%), 
Copper (5%).

Russian Federation 62% Crude petroleum and oils obtained from bituminous minerals (36%), Petroleum products, refined (16%), Gas, 
natural and manufactured (10%).

Lao People’s
Democratic
Republic

58% Copper (28%), Ores and concentrates of base metals, nes (20%), Wood, simply worked, and railway sleepers 
of wood (10%).

Uzbekistan 54% Gas, natural and manufactured (34%), Coal, lignite and peat (12%), Radioactive and associated material (7%).
Australia 45% Coal, lignite and peat (21%), Iron ore and concentrates (17%), Ores and concentrates of base metals, nes (7%).

Kyrgyzstan 45% Fruit and nuts, fresh, dried (21%), Vegetables, fresh or simply preserved; roots and tubers, nes (12%), Women’s, 
girls’, infants’ outerwear, textile, not knitted or crocheted (12%).

Fiji 44% Sugar and honey (22%), Fish, crustaceans and molluscs, prepared or preserved, nes(11%), Non-alcoholic 
beverages, nes (11%).

Armenia 42% Pig and sponge iron, spiegeleisen, etc, and ferro-alloys (16%), Alcoholic beverages (14%), Aluminum (12%).

Georgia 36% Petroleum products, refined (15%), Crude petroleum and oils obtained from bituminous minerals (12%), Pig and 
sponge iron, spiegeleisen, etc, and ferro-alloys (8%).

Malaysia 36% Thermionic, microcircuits, transistors, valves, etc (22%), Telecommunication equipment, nes; parts and 
accessories, nes (7%), Parts, nes of and accessories for machines of headings 751 or 752 (7%).

New Zealand 30% Meat and edible meat offal, fresh, chilled or frozen (13%), Milk and cream (12%), Fruit and nuts, fresh, dried (5%).

Afghanistan 27% Fruit and nuts, fresh, dried (10%), Special transactions, commodity not classified according to class (9%), 
Polymerization and copolymerization products (8%).

Indonesia 26% Coal, lignite and peat (11%), Other fixed vegetable oils, fluid or solid, crude, refined (8%), Crude petroleum and 
oils obtained from bituminous minerals (6%).

India 25% Pearl, precious and semi-precious stones, unworked or worked (12%), Petroleum products, refined (8%), Iron 
ore and concentrates (5%).

Source: ESCAP, based on data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.un.org/
db/default.apx (accessed July 2011).

Share of top 3 exports 
in total exports (percentage)
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the small island economies, one whose terms of 
trade has increased during the commodity boom 
is American Samoa, driven up by a more than 
three-fold increase in the price of fish meal during 
the past decade (World Bank, 2011c). Recently, the 
following small island economies have registered 
improved terms of trade: Fiji, the Federated States 
of Micronesia, Guam, Kiribati, Maldives, Palau, and 
Vanuatu (see figure 3.8). These economies could 
have gained even more if they were to have added 
greater value to their fish products and did not rely 
on imports for most goods. Their terms of trade 
improved during 2006, when the price of fish was 
already high and oil prices were slackening, and 
in 2009 and 2010, when fish prices soared and 
energy prices were still recovering from the depths 
of the 2008 economic crisis.

Comparing the terms of trade of American Samoa 
with those of other Pacific Island developing 
economies (PIDE) reveals the negative impact of oil 
prices. In American Samoa, the price of gasoline is 
tied to the United States price, which is much lower 

than in neighbouring countries. In July 2008, the price 
of gasoline in American Samoa reached $4.78 per 
gallon, but was still far lower than in Tonga where 
it was about $7 per gallon.22 Similarly, in early 2011, 
the price of gasoline in American Samoa stood at 
about $3.75 per gallon, while in Fiji it was $4.70, 
in Samoa $4.07, and in Tonga $6.41.23 If these 
countries diversified their economies they would 
shield themselves from fluctuations in fish prices 
and rises in the prices of other commodities. 

Somewhat surprisingly, India has also improved its 
terms of trade in goods over the past decade, by 
2.4% per annum. Although the country is usually 
regarded primarily as an exporter of services, it 
also exports several commodities, three of which, 
in 2009, accounted for 25% of goods exports: 
pearls, precious and semi-precious stones, petroleum 
products, and iron ore and concentrates.24

On the other hand, countries whose main exports 
are manufactures have seen their terms of trade 
deteriorate as a result of rising commodity prices 

Source: ESCAP, based on data from World Bank, World Development Indicators, available from http://data.worldbank.org/data-catalog/world-
development-indicators. (accessed September 2011).
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Source: ESCAP, based on data from World Bank, World Development Indicators, available from http://data.worldbank.org/data-catalog/world-
development-indicators. (accessed September 2011).
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and declining prices of manufactures. Bangladesh 
suffered the highest decline during the past decade 
(6.7% per annum), followed by Pakistan (6.6%), and 
Japan and the Republic of Korea (5.8% each). 

In the group of economies that have experienced a 
decrease in their terms of trade, the few commodity 
exporters are the Federated States of Micronesia, 
French Polynesia, Palau, Solomon Islands, Tonga 
and Vanuatu. But they have not  necessarily made 
strong gains. For example, pearls, which became 
cheaper after China opened its doors to Western 
markets, account for 69% of the exports from French 
Polynesia. Meanwhile, the situation in Solomon 
Islands and Tonga has deteriorated because they 
rely heavily on imports of primary products. 

Countries that export manufactures were affected 
by increases in the prices of commodities and 
reductions in prices of the manufactures exported by 
Asia’s powerhouses. For example, Bangladesh is a 
net importer of commodities, including oil and food, 
and exporter of mostly garments for which prices 

fell due to a highly competitive market, especially 
at the lower end (see table 3.3). Bangladesh’s 
trade was squeezed between higher import prices 
and lower export prices. As a result, the country 
posted the region’s largest decrease in terms of 
trade. Thailand and Viet Nam, on the other hand, 
which also rely on manufactured exports, benefited 
from being net exporters of commodities, rice in 
the case of Thailand and rice and crude oil in 
Viet Nam. Consequently, their terms of trade did 
not deteriorate too much.

Countries whose main exports are 
manufactures have seen their terms 

of trade deteriorate as a result 
of rising commodity prices and 
declining prices of manufactures

China’s terms of trade also deteriorated during the 
past decade (3.7% per annum). This is similar 
to what happened in Western Europe during the 
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table 3.3.   top 3 merchandise exports of countries with negative terms of trade 2000-2010, selected Asia-Pacific countries (2009)

Country Description and share in percentage

Solomon Islands 83% Other wood in the rough or roughly squared (72%), Fish, fresh, chilled or frozen (6%), Other fixed vegetable 
oils, fluid or solid, crude, refined (6%).

French Polynesia 80% Pearl, precious and semi-precious stones, unworked or worked (69%), Fish, fresh, chilled or frozen (5%), 
Fruit, preserved, and fruits preparations (5%).

Tajikistan 78% Aluminium (55%), Fruit and nuts, fresh, dried (14%), Cotton (9%).

Niue 71% Passenger motor vehicles (excluding buses)(52%), Other power generating machinery and parts thereof, 
nes (14%), Non-electric parts and accessories of machinery, nes (5%).

Bangladesh 63% Outerwear knitted or crocheted, not elastic nor rubberized (24%), Under-garments, knitted or crocheted 
(22%), Men’s and boys’ outerwear, textile fabrics not knitted or crocheted (17%).

Cambodia 63% Outerwear knitted or crocheted, not elastic nor rubberized (41%), Under-garments, knitted or crocheted 
(12%), Women’s, girls, infants outerwear, textile, not knitted or crocheted (10%).

Samoa 59% Equipment for distribution of electricity (43%), Musical instruments, parts and accessories thereof (11%), 
Tube, pipes and fittings, of iron or steel (6%).

Tonga 58% Crustaceans and molluscs, fresh, chilled, frozen, salted, etc (26%), Vegetables, fresh or simply preserved; 
roots and tubers, nes (20%), Special transactions, commodity not classified according to class (12%).

Northern Mariana 
Islands 53% Under-garments, knitted or crocheted (23%), Ships, boats and floating structures (18%), Travel goods, 

handbags etc, of leather, plastics, textile, others (13%).

Philippines 50% Thermionic, microcircuits, transistors, valves, etc (37%), Automatic data processing machines and units 
thereof (9%), Telecommunication equipment, nes; parts and accessories, nes (4%).

Singapore 41% Petroleum products, refined (20%), Thermionic, microcircuits, transistors, valves, etc (16%), Automatic 
data processing machines and units thereof (6%).

Sri Lanka 39% Under-garments, knitted or crocheted (17%), Women’s, girls’, infants’ outerwear, textile, not knitted or 
crocheted (12%), Outerwear knitted or crocheted, not elastic nor rubberized (11%).

Macao, China 38% Outerwear knitted or crocheted, not elastic nor rubberized (18%), Women’s, girls, infants outerwear, textile, 
not knitted or crocheted (10%), Non-ferrous base metal waste and scrap, nes (10%).

Republic of Korea 33% Thermionic, microcircuits, transistors, valves, etc (15%), Telecommunication equipment, nes; parts and 
accessories, nes (12%), Passenger motor vehicles (excluding buses)(6%).

Pakistan 32% Made-up articles, wholly or chiefly of textile materials, nes (16%), Textile yarn (8%), Cotton fabrics, woven 
(not including narrow or special fabrics) (8%).

Hong Kong,
China 28% Telecommunication equipment, nes; parts and accessories, nes (11%), Pearl, precious and semi-precious 

stones, unworked or worked (10%), Thermionic, microcircuits, transistors, valves, etc (7%).
Nepal 28% Floor coverings, etc (12%), Universals, plates, and sheets, of iron or steel (9%), Textile yarn (7%).

Viet Nam 28% Footwear (11%), Crude petroleum and oils obtained from bituminous minerals (11%), Furniture and parts 
thereof (6%).

China 24% Telecommunication equipment, nes; parts and accessories, nes (11%), Automatic data processing machines 
and units thereof (8%), Baby carriages, toys, games and sporting goods (5%).

Japan 24% Passenger motor vehicles (excluding buses) (12%), Thermionic, microcircuits, transistors, valves, etc (7%), 
Motor vehicle parts and accessories, nes (4%).

Thailand 22% Automatic data processing machines and units thereof (11%), Thermionic, microcircuits, transistors, valves, 
etc (7%), Telecommunication equipment, nes; parts and accessories, nes (4%).

Turkey 16% Passenger motor vehicles (excluding buses) (7%), Iron and steel bars, rods, shapes and sections (5%), 
Under-garments, knitted or crocheted (4%).

Source: ESCAP, based on data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.un.org/
db/default.apx (accessed July 2011).

Share of top 3 exports 
in total exports (percentage)

industrial revolution when the terms of trade of the 
United Kingdom declined 50% between 1796 and 
1859 (Williamson, 2011). In a way, the countries 
that experience accelerated manufacturing-led growth 
share their productivity gains in the form of lower 
prices of manufactured products.

Implications for income convergence 

The impact of the commodity boom on the growth 
trajectory of countries depends on the extent that 
price shifts for both manufactures and commodities 
change incentives within each economy either 
towards or away from increasing diversification and 
modernization.
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Price shifts for both manufactures 
and commodities have important 

implications for the growth trajectory 
of developing countries

For example, during the industrial revolution the 
growth rates in the rich core countries that specialized 
in manufactures increased much faster than they did 
in the poor periphery countries that specialized in 
primary products. Both groups of countries gained 
from the trade boom but the periphery countries 
missed the big push provided by industrialization 
and fell behind, giving rise to the great income 
divergence between the rich core and the poor 
periphery countries, much of which persists to this 
day (see table 3.4) (Williamson, 2011).

More recently, however, the gaps have been 
narrowing. Between 2000 and 2008 the ratio of per 
capita GDP between the core and the periphery 
countries fell from 4.6 to 3.8. But not all countries 
are closing the income gap. Despite historically high 
growth rates across Africa, Latin America and the 
Arab States, the catch up by the periphery countries 
has been driven mainly by Asian economies, 
particularly China (see figure 3.9). 

The same factors that contributed to the increasing 
divergence during the nineteenth century are at 
play today. This time around the dynamics are 
more complex because there are not two groups of 
countries but four: 1) the “incumbent” high-income 
countries; 2) the “catching-up” countries that are 

Table 3.4.   Income disparities, GDP per capita in 1990 international dollars (selected years)

1000 1500 1820 1870 1913 1950 1973 2000 2008
Core 419 686 1 193 2 081 3 915 5 827 13 037 21 778 24 140
Periphery 456 556 622 771 1 329 1 807 3 350 4 751 6 263
World 453 566 666 870 1 524 2 111 4 083 6 038 7 614
Core/periphery 0.9 1.2 1.9 2.7 2.9 3.2 3.9 4.6 3.8

Source: ESCAP, based on data from Maddison, Angus (2009). Historical Statistics of the World Economy: 1-2008 AD. Available from http://www.
ggdc.net/MADDISON/oriindex.htm. Accessed September 2011. 
Notes: “Core” corresponds to Western Europe (i.e. Austria, Belgium, Denmark, Finland, France, Germany, Italy, Netherlands, Norway, Sweden, 
Switzerland and United Kingdom), its Western offshoots (i.e. Australia, New Zealand, Canada, United States), and Japan. “Asia” corresponds to: 
Bangladesh; China; India; Indonesia (including Timor-Leste until 1999); Malaysia; Myanmar; Nepal; Pakistan; Philippines; Republic of Korea; Singapore; 
Sri Lanka; Thailand; Hong Kong, China and Taiwan Province of China. “Periphery” corresponds to the world excluding the “core” economies.

growing through industrialization and structural 
transformation; 3) the “commodity-boom” countries 
that are benefiting from the high commodity prices; 
and 4) the “aspiring” countries, those low-income 
resource-poor countries that have yet to build their 
productive capacities to move up in the income 
ladder.25

In the Asia-Pacific region, ten economies are among 
the top quartile of the global income distribution in 
terms of real GDP per capita, which makes them 
part of the incumbent countries group. They are: 
Australia; Brunei Darussalam; French Polynesia; Hong 
Kong, China; Japan; Macao, China; New Caledonia; 
New Zealand; Republic of Korea and Singapore. 

The other economies in the region can be classified 
as either catching-up, commodity-boom or aspiring  
economies by observing their performance in 
moving closer to the income levels of incumbent 
economies, and analysing whether improvements 
were associated with building productive capacities. 
The result of such analysis is shown in figure 3.10, 
which presents on the horizontal axis the change in 
income per capita during the past decade relative 
to the top quartile of income distribution and, on 
the vertical axis, the change in productive capacity 
during the same period.

Catching-up economies are all placed at the top right 
quadrant of the figure. They were able to narrow 
the income gap relative to the incumbent economies  
and have experienced an increase in their productive 
capacities as measured by the ESCAP productive 
capacity index,26 which is a measure of productive 
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Source: ESCAP, based on data from Maddison, Angus (2009). Historical Statistics of the World Economy:  1-2008 AD. Available from http://www.ggdc.
net/MADDISON/oriindex.htm. Accessed September 2011.

Notes: “Core” corresponds to Western Europe (i.e. Austria, Belgium, Denmark, Finland, France, Germany, Italy, Netherlands, Norway, Sweden, 
Switzerland and United Kingdom), its Western offshoots (i.e. Australia, New Zealand, Canada, United States), and Japan. “Asia” corresponds to: 
Bangladesh; China; India; Indonesia (including Timor-Leste until 1999); Malaysia; Myanmar; Nepal; Pakistan; Philippines; Republic of Korea; Singapore; 
Sri Lanka; Thailand; Hong Kong, China and Taiwan Province of China. “Periphery” corresponds to the world excluding the “core” economies.
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figure 3.9.   income divergence, 1820-2008

Sources:  ESCAP, based on data on GDP per capita (constant 2000 US$) from World Bank, World Development Indicators, available from http://data.
worldbank.org/data-catalog/world-development-indicators (accessed September 2011) and on data on productive capacity based on Freire (2011).

figure 3.10.   the new periphery
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capacity based on an economy’s diversification and 
the competitiveness of its exports. The commodity-
boom economies are all placed in the bottom right 
quadrant of the figure. During the latest decade, 
these economies experienced an increase in their 
terms of trade and narrowed their income gap relative 
to the incumbent countries, but such progress was 
not associated with increases in their productive 
capacity. The remaining economies are part of the 
group of aspiring economies, the majority of which 
are Pacific island developing economies. They have 
fallen behind both in terms of income and productive 
capacity during the past decade.

Price shifts for both manufactures and commodities 
affect each group differently in terms of changing 
incentives towards diversification. This fact is 
important for long-term growth prospects because 
developing economies advance by diversifying their 
production to emulate the production of developed 
countries.27 Developed economies produce a wide 
range of goods. Some of them are produced only 
by developed economies while others are produced 
almost everywhere in the world. What makes 
the productive structure of developing economies  
challenging is that they produce mostly the second 
type – products that can be produced everywhere. 
Figure 3.11 illustrates this fact. It shows the distribution 
of the complexity of the product mix of Japan, 
Bangladesh and Tuvalu. Complexity is used here as 
a term to express how ubiquitous are the products 

and the level of diversification of the countries 
that make them.28 The graphs are normalized to 
have the products with average complexity in the 
middle (measured as zero complexity) and standard 
deviations from the average measured as one. 
They show that production in Japan is almost 
equally divided between above- and below-average 
complexity, while in Bangladesh and Tuvalu the 
majority of production is comprised of products of 
below-average complexity. Economies that diversify 
their production towards more complex products are 
in effect shifting the distribution to the right, catching 
up with developed economies. This emulation strategy 
is at the core of the structural and productive 
transformation of a country’s economy.29

Resource rich economies have the 
incentive to further specialize in 

primary products

The declining terms of trade of manufactures creates 
incentives for the catching-up and the aspiring 
economies to boost production and trade. Catching-
up countries are in a position to diversify their 
economic activities into new products and services 
that are subject to less competition and can demand 
higher returns. Commodity-boom countries, on the 
other hand, have the incentive to further specialize 
in primary products. 

Source: ESCAP, based on data from the United Nations Commodity Trade Statistics Database (COMTRADE). Available from http://comtrade.un.org/
db/default.aspx (accessed July 2011). 

Notes: Product complexity is a measure of how ubiquitous are the products and the level of diversification of the countries that make them. For details 
on the construction of complexity indicator see Freire (2012).

Figure 3.11.   The complexity of the product mix of selected countries (2009)

! ! !

P
er

 c
en

t

P
er

 c
en

t

P
er

 c
en

t



144

economic And sociAL survey of AsiA And the pAcific 2012

This is illustrated in figure 3.12 which shows how 
price shifts for both manufactures and commodities 
have changed incentives within countries in each of 
the four groups of economies when comparing the 
1991-2000 period with the 2001-2010 period. The 
three possible aggregate effects of price changes 
are to move the distribution of the complexity 
of the product mix to the right (increasing the 
diversification and complexity of the product mix), 
to the left (specializing in fewer and less complex 
products), or not move (not changing the product 
mix).30 The figure shows that the group that faced 
the largest change in incentives were the commodity-
boom economies, with the percentage of members 
of this group facing the incentive to specialize in 
fewer and less complex product mix increasing 
from 41% to 85%. This number also increased in 
the other groupings but by a much lower amount. 
Another large change was seen among the aspiring 
economies, with the percentage of the members 
of this group that faced incentives to diversify and 
move towards more complex products declining 
from 55% to 36%. 

Catching-up economies need 
to continue promoting structural 

transformation and economic 
diversification despite the price 

incentives

Figure 3.12 also shows that only a small proportion 
of the catching-up economies (3%) faced price 
incentives that prompted them to diversify their 
production towards more complex products, a move 
that put them on the path towards catching up 
with developed economies. This result highlights 
the need for the continuation of the heterodox 
development strategies in catching-up economies to 
further promote the structural transformation of their  
economies despite the price incentives. Incumbent 
economies, on the other hand, faced increased 
pressure during the past decade to move back to 
relatively less complex economic activities, increasing 
the potential of friction with catching-up economies 
countries over overlapping production.

Source: ESCAP, based on data from Freire (2012).

Note: For each ESCAP member, the effect of price shifts in changing incentives is estimated as the average expected change in complexity for each 
product in the country’s export mix weighted by its share in the country’s export.

figure 3.12.   how price shifts for manufactures and commodities have changed incentives towards increasing modernization 
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The challenges ahead

The asymmetric incentives resulting from the 
commodity boom and the interaction of these four 
groups of economies create three main long-term 
risks for increasing global divergence. First, there is 
the risk that incumbents facing high unemployment 
and slow growth would resist the rise of the 
catching-up economies and prevent them from closing 
the income gaps through international pressure 
against their heterodox growth strategies. Second, 
the aspiring economies, faced with decreasing 
prices for their manufactures and the incentives to 
specialize in industries that require low-skill, may fail 
to create new economic activities and productive 
employment and fall further behind. Third, there 
is the risk of commodity-boom economies getting 
trapped in specializing in fewer economic activities 
that are more volatile and prone to rent seeking, 
thus reducing the prospects for long-term growth 
– similar to the experience of periphery countries 
during the industrial revolution.

In addition, all countries face the further risk that 
high food prices would hit hardest at their most 
vulnerable people and increase hunger and poverty, 
with social and economic impacts that are severe 
and long-lasting.

The need for continuing 
manufacturing-led growth

The 2008 global economic crisis almost brought 
trade to a halt. Demand dropped sharply in the 
United States and Europe and a widespread lack of 
confidence in the financial markets restricted trade 
credit. This severely reduced Asia-Pacific exports, 
which in the first half of 2009 contracted by as much 
as 40% in the Philippines, the Russian Federation, 
Singapore and elsewhere (ESCAP, 2010a). Moreover, 
there was the prospect that even when developed 
economies recovered, their imports from developing 
economies would not return to pre-crisis levels. 
For the Asian-Pacific catching-up economies, this 
would have rendered their manufacturing-led growth 
strategies unsustainable. 

The commodity boom creates long-
term risks for increasing global 

divergence

However, even before the 2008 economic crisis raised 
doubts about the sustainability of manufacturing-led 
growth, global demand was shifting towards the 
emerging and developing economies (see box 3.4). This 
is expected to continue in the near future. According 
to some estimates, by 2020, Asia will have half the 
world’s middle class who will account for over 40% 
of global middle-class consumption (Kharas, 2010).

Therefore, for the Asia-Pacific developing economies, 
the major obstacle to manufacturing-led growth may 
not be slower global demand. A greater threat may 
be the opposition within some incumbent economies  
to the catching-up economies’ heterodox growth 
strategies. Many people in the richer countries that 
are facing unemployment and slow growth argue that 
the emerging economies are bending the rules of 
globalization in their favour and engaging in unfair 
trade practices. For example, a 2011 poll among 
middle-aged and older Americans, which is the 
largest population group by age, found that a slight 
majority believed that it was more important for the 
United States to “get tough with China on economic 
issues” than to build stronger economic ties.31

There is the risk that incumbents 
facing high unemployment and slow 
growth would resist the rise of the 
catching-up economies and prevent 
them from closing the income gaps

This represents a shift in attitude. Previously, the 
incumbent countries largely ignored the catching-up 
countries’ heterodox economic policies, including 
industrial policy, infant-industry protection, export 
subsidies, trade protection, and exchange-rate 
undervaluation (all of which had been, and still are, 
implemented by the now developed economies) 
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Source: ESCAP, based on data from IMF database, Direction of Trade Statistics, available from http://elibrary-data.imf.org (accessed August 
2011).
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Figure A.   Imports by selected groups and countries (2009Q1=100)

Source: ESCAP,  based on data from IMF database, Direction of Trade Statistics, available from http://elibrary-data.imf.org (accessed August 
2011).
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Figure B.   Share in global imports (percentage)

Imports by advanced economies have yet to reach pre-crisis levels, but they seem to be on course to do so (figure A). Imports from 

the United States have started to revive, as have those from members of the European Union, though to a lesser extent. In fact, 

total imports in the first quarter of 2011 in current terms were already higher than those in the first quarter of 2008. 

Notably, imports by emerging economies have grown faster than those by advanced economies. Indeed, in the first quarter of 2011, 

they surpassed their pre-crisis levels, driven to a great extent by China, which between 2009 and 2011 more than doubled its imports. 

Box 3.4.    global demand is gradually shifting towards developing economies
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The growing importance of emerging economies as the destination for global exports is not new. In fact, emerging economies have 

been increasing their share of global imports consistently since the early 1990s (figure B). In the past decade, this share increased 

by more than a half, from an average of 22% in 2000 to 36% in 2010. China has made the largest contribution in the past decade, 

tripling its share of global imports to 9% in 2010.32

The other side of this story is that a smaller share of global imports has been taken by the advanced economies, declining from 

78% in 2000 to 63% in 2010. This too continues to be a long-term trend. The United States reduced its share of global imports 

from 18% to 12% between 2000 and 2010. A notable recent development, however, has been the sharp contraction in demand 

from the European Union. Following the establishment of the EU in 1993, when member countries started to trade more with each 

other and less with the rest of the world, their share of global imports flattened out for about 15 years, but after 2009, it dipped 

by three percentage points.

Source: ESCAP.

Box 3.4.        (continued)

(Chang, 2002). The implementation of these policies 
has become more subtle with the establishment of 
World Trade Organization (WTO), but they have 
not disappeared. Currently, incumbent countries 
are paying more attention to developing countries 
as prospective competitors. The smaller catching-
up economies may still be able to adopt these 
policies unopposed but the larger ones would have 
difficulty doing this.

The larger catching-up economies have a long way 
to go to reach the levels of income and other social 
and economic indicators achieved by the incumbent 
countries and have yet to diversify their economies 
and create sufficient productive employment. Once 
asked by the former United States President George 
W. Bush what keeps him up at night, the Chinese 
President Hu Jintao “quickly replied that his biggest 
concern was creating 25 million jobs a year”.33 

United States President Barack Obama highlighted 
the importance of promoting manufacturing-led 
growth and productive employment in the context 
of the American economy and the expected 
opportunities to be opened by increasing trade with 
Asia during a weekly address in November 2011. He 
said: “We have to restore America’s manufacturing 
might, which is what helped us build the largest 
middle-class in history. That’s why we chose to 

pull the auto industry back from the brink, saving 
hundreds of thousands of jobs in the process. And 
that’s why we’re investing in the next generation of 
high-tech American manufacturing.”34 If that is the 
strategy for the United States, the country with the 
highest level of productive capacity in the world,35 this 
should also be the true for catching-up economies 
that are challenged by high levels of unemployment 
and under employment. While the United States 
is aiming at the next generation of high-tech 
manufacturing, catching-up economies have more 
options and could also be aiming at diversifying 
towards industries that have proven drivers of growth 
of the today’s developed economies.

In this process, the ecological sustainability of 
the production process should be taken into 
consideration. Along with an increase in a country’s 
output comes greater energy consumption and 
higher levels of CO2 emissions.36 Therefore, instead 
of making more of the same products, catching-up 
economies could seek to diversify production towards 
industries that have a lower carbon footprint, while 
fostering innovation efforts for the development of 
greener technologies and products (see box 3.5).

While continuing with manufacturing-led growth, 
catching-up economies should also aim to increase 
domestic consumption. Such inclusive growth would 
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The potential adverse effects of climate change, particularly the increase in the magnitude of social and economic impacts of 

disasters, put at risk hard-won development gains. The big conundrum is how to reconcile the need to reduce carbon emissions 

to avoid climate change with the need to promote economic growth to eliminate global disparities. 

Governments in the Asia-Pacific region have stressed the need to see the move towards a “green economy” in the context 

of the overriding objectives of sustainable development and poverty eradication. In particular, it should take into account the 

principle of common but differentiated responsibilities in the context of the principles contained in the Rio Declaration on 

Environment and Development. 

Any global strategy towards a green economy should, therefore, address the three pillars of sustainable development and 

allow sufficient policy space and flexibility for governments to pursue sustainable development strategies, based on national 

circumstances and respective stages of development.

As stated earlier, developing economies advance by diversifying their production to emulate the production of developed 

countries. A green growth strategy, thus, should facilitate such diversification while, at the same time, create incentives for firms 

to move to economic activities that also have a low carbon footprint.  Based on this, the main doubts in the debate on the 

ways to move towards a green economy can be summarized by the following question: is it possible to continue to diversify 

towards new economic activities that are traditionally found in developed countries while keeping a low carbon footprint? 

Estimates of carbon footprints and the complexity associated with products suggest that it is possible. 

Figure A shows that, in fact, “good” low carbon opportunities for diversification do exist. Each small dot in the graph is a 

product category disaggregated at a five-digit level using trade classification and further disaggregated by an unit-price range.38 

The graph is divided in four quadrants by lines that cross at zero in each axis. Each line represents the global averages of 

product complexity and carbon footprint. The majority of the products are either in the second quadrant, high complexity 

and high carbon footprint, or in the third quadrant, low complexity and low carbon footprint. The quadrant that contains the 

“good” opportunities is the fourth one, high complexity and low carbon footprint. The one that countries should avoid is the 

first quadrant, low complexity and high carbon footprint. Since the majority of the products produced in developing countries 

are in the first and the third quadrants (products of below average complexity), the greener strategy would entail diversifying 

from these sectors towards the products in the fourth quadrant. 

However, diversification is a path-dependent process. Products that are produced in a country today affect the ones that will 

be produced in the same country in the future. Thus, diversification towards the “good” low carbon opportunities is not a 

done deal. Nevertheless, such a move is possible and what has become clear is that business as usual is not an option for 

both developing and developed countries. Although the social, economic and environmental risks associated climate changes 

are not precisely quantifiable, the potential of a catastrophic outcome needs to be taken seriously.39 

There are two main routes towards achieving a lower carbon path of development. The first would be to transition to non-carbon 

energy sources. In addition to reducing emissions, renewable energy sources may also provide solutions for improving energy 

access to the poor. The main challenge here is that as long as cheap carbon sources are available, given that externalities related 

to extraction and pollution are not internalized in the price, it may seem difficult to find an economically viable alternative.  

Box 3.5.    Diversification towards the low carbon industries
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Source: ESCAP, based on data from World Bank, 2011b (accessed November 2011) and data from the United Nations Commodity 
Trade Statistics Database (COMTRADE). 

Notes: For a given product, the index of carbon footprint is a weighted average of the carbon emission per capita, measured in 
metric tons per capita, of countries exporting that product. For details on the construction of the index of carbon footprint see 
Freire and Santucci (2012). Product complexity is a measure of how ubiquitous are the products and the level of diversification of 
the countries that make them. For details on the construction of complexity indicator see Freire (2012).

Box 3.5.        (continued)

figure A.   where the “good” low carbon opportunities are?
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Nevertheless, with the rising prices of energy commodities and the reduction of prices of renewable energy technologies, there 

are many opportunities for countries in the Asia-Pacific region to develop markets for alternative sources of energy. 

The second route is to use energy more efficiently, therefore producing fewer carbon emissions. At the individual level, this 

is a goal that everyone can achieve if they are committed to it. No matter the source of energy, it is always possible to 

change the way energy is used for day-to-day activities. Greener consumption is an important element in the strategy towards 

sustainable development. At the national level, however, reducing the consumption of energy to carry out economic activities 

is not simply a matter of choice. This is because energy use is embedded in the machinery and business models already in 

place to produce a specific good or service at the market price and under the challenging conditions of a developing economy. 

Nevertheless, there are ways to reduce the energy use of production technologies while keeping the same output. If machines, 

processes, and business models were designed to be more energy efficient and emit less carbon, developing countries would 

be able to follow a greener developmental path and diversify to new economic activities.

Thus, to avert the long-term threat of climate change and resource depletion, all countries should promote energy efficiency 

and industrialized countries should foster innovation efforts towards the development of green technologies and products 

as well as spearhead the transformation of the carbon-based economy towards a greener economy (ESCAP-ADB-UNEP, 2012).

Source: ESCAP.
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not only reduce poverty but boost aggregate demand 
and support growth itself. This could be accomplished 
by increasing wages in line with increased productivity 
and by ensuring the health and education of future 
generations so as to draw more poor people into 
productive economic activities.

The need for balanced economic 
integration 

Low-income economies with few natural resources 
but abundant labour have the potential to exploit the 
opportunities of free trade to climb the development 
ladder through labour-intensive manufacturing. 
This was the growth story of Japan during the 
nineteenth century. The country, after opening to 
free trade in 1858, used its comparative advantage 
of cheap labour for silk and textile manufacture to 
drive industrialization. Consequently, its terms of 
trade increased as the prices of its labour-intensive 
exports rose to international levels and the price 
of land- and capital-intensive imports fell to world 
market levels (Williamson, 2011). The same has 
happened subsequently with other Asia-Pacific labour 
abundant countries that have opened to trade. The 
Bangladesh garment industry that developed in the 
1980s is another example. 

There is the risk that aspiring 
economies may fail to create new 
economic activities and productive 
employment and fall further behind

However, the gains of trade had already been 
captured by the 1990s, and since 2000 the terms 
of trade of labour-abundant countries have in fact 
deteriorated. Consequently, these countries need to 
shy away from making the same set of goods and 
instead produce and trade new and more sophisticated 
products. Once they move to a new labour-intensive 
product, its price will increase until it catches up with 
international prices. The challenge is the decline in 
the prices for labour-intensive manufactures, which 
reduces the gap between the entrance price and the 

price in the world market. The lower the gap, the 
lower the incentive to enter the new market, which 
in any case is always risky in economies that face 
all sorts of market and government failures.

When aspiring economies fail to create new economic 
activities and sufficient productive employment, many 
of their citizens migrate overseas in search of better 
opportunities. The country, in turn, benefits from 
remittances, but also exposes it to “Dutch disease”. 
Remittances are usually used for consumption instead 
of productive investment and the subsequent influx of 
foreign currency and more price-competitive imported 
goods could stifle local manufacturing. 

Aspiring economies need to balance the short-
term gains from exploiting their current comparative 
advantages in labour-intensive industries with the 
long-term need to foster new and more productive 
economic activities. For this purpose, they should 
reduce their reliance on a few labour-intensive 
manufactures and diversify their activities in order to 
become participants of supply chains of catching-up 
economies. Such a move could take hold under the 
scenario that fast-growing catching-up economies 
shift some production to lower-cost aspiring 
economies when faced with rising wages.

However, this requires a substantial improvement 
in connectivity in the region, particularly between 
the most dynamic poles of economic growth and 
the lagging economies through investments in 
physical transport, energy and ICT infrastructure 
and enhancements in trade and transport facilitation 
(ESCAP, 2012). 

Avoiding the natural resources curse 

For countries rich in natural resources, commodity 
booms are infamous for creating short-term windfalls 
while undermining longer-term growth, often referred 
to as the “natural resources curse”. In the short 
term, the extraction of natural assets increases 
incomes and growth. Some estimates suggest that 
during a boom, a doubling in the world price of a 
single export commodity can increase a country’s 
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entire economic output over the next three years 
by about 5% (Collier, 2011). Even if total output is 
not raised, total income would increase because the 
same level of exports can buy more imports. The 
problem is that the long-term prospects are far from 
bright. A boom in commodity prices could reduce 
overall economic output for decades ahead. In the 
case of oil, some estimates suggest that in the 
long run, doubling the prices halves the country’s 
total economic output.40

Natural riches should not be a curse. Historically, 
primary resources have been important components 
of the trade basket, even for the world’s current 
manufacturing powerhouses. In 1975, when con-
sidering how to pay for much-needed imports to 
modernize the Chinese economy, Deng Xiaoping 
turned to petroleum export-led growth (Yergin, 2011, 
p. 199). By 1978, the largest source of foreign 
exchange for China was the export of crude 
petroleum to Japan.41 

The problem is that resource-abundant economies   
are tempted to rely too long on a limited number of 
primary exports. This delays economic diversification 
into other primary products, and slows both 
industrialization and urbanization. It also tends to 
leave the rural areas with surplus labour, which 
raises both income inequality and social tensions. 
Even when a developmental state tries to boost 
industrialization by protecting infant industries, the 
process is likely to be hijacked by an elite oligarchy 
(Auty, 2001). 

There is the risk of commodity-
boom economies getting trapped in 
specializing into primary products, 
thus reducing the prospects for 

long-term growth

A boom in commodity terms of trade and an 
appreciation in the real exchange rate may expose 
countries with a low-productive capacity to “Dutch 
Disease” and cause deindustrialization. The boom 

in primary products draws resources out of other 
sectors, including, among others, manufacturing.42 In 
addition, higher real incomes create excess demand 
for non-tradable products and services, such as 
restaurant meals, school tuition and vacations, and 
drive up prices. This, in turn, squeezes profits in 
tradable activities, such as manufacturing, that use 
non-tradable products and services as inputs but 
have to sell their output on international markets at 
relatively fixed international prices. 

This seems to have been the experience over 
the past decade. Some countries that were major 
beneficiaries of the commodity boom have indeed 
seen real exchange rates appreciate (see figure 
3.13). Among these countries, the real exchange 
rate has appreciated most in the Russian Federation 
(89%) and in the Islamic Republic of Iran (88%). 
On average, their respective currencies appreciated 
32%.

An exchange-rate appreciation on this scale imposes 
a heavy burden on non-resource-based export 
sectors and import-competing sectors, particularly 
manufacturing whose prices are very much set by 
the international market. Faced with this competitive 
disadvantage, manufacturing would likely decline. 
Some countries have already experienced this. 
The share of manufacturing in total employment 
from 2001 to 2008 has declined in Kazakhstan 
(3%), Indonesia (7%), Australia (15%), Malaysia 
(16%), Russian Federation (16%), New Zealand 
(18%), and Mongolia (29%).43 Notably, workers no 
longer needed in manufacturing cannot usually be 
absorbed in sufficient numbers by the mining and oil 
sectors, and generally move either to the services 
or agriculture sectors, in which labour productivity is 
on average half to two-thirds that in manufacturing 
(McMillan and Rodrik, 2011). 

Manufacturing may also shrink as a proportion of total 
production and trade. This already occurred in some 
economies during the past decade. Notably, during 
this period, the share of global output increased while 
the share of manufacturing value-added declined in 
the following commodity-based countries: Australia, 
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Kyrgyzstan, Lao People’s Democratic Republic, 
Papua New Guinea and Uzbekistan. In addition, 
the share of manufactured exports in global trade 
also declined in Australia, Indonesia, Malaysia, and 
New Zealand  (see table 3.5).

Interestingly, economies that experience a decline 
in manufacturing, indicating the onset of the “Dutch 
disease”, also experience a decline in productive 
capacity. Among those that started with below-
average productive capacity a decade ago, only 
Armenia, Georgia and the Islamic Republic of Iran 
have not lost ground (see figure 3.14). On the other 
hand, economies in which productive capacity was 
already above average, such as Indonesia and 
Malaysia, either maintained or expanded it. This 
suggests that a commodity windfall is most damaging 
to countries with low levels of diversification as it 
tends to reduce their capacity to produce and export 
goods. On the other hand, a commodity boom could 
benefit more diversified economies.

Source: ESCAP, based on data from IMF, 2011b and CEIC Data Company Limited, available from http://ceicdata.com/ (accessed 15 November 2011). 

60 

80 

100 

120 

140 

160 

180 

200 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

Russian Federation 

Australia 

Indonesia 

New Zealand 

Azerbaijan  

Armenia 

Georgia 

Papua New Guinea 

Kazakhstan 

Kyrgyzstan 

Malaysia 

Iran (Islamic Republic of) 

Russian Federation Australia 
Indonesia New Zealand Azerbaijan  
Armenia Georgia Papua New Guinea 
Kazakhstan Kyrgyzstan Malaysia 

Iran (Islamic Republic of) 

Figure 3.13.   Real effective exchange rate, selected countries (2000=100)

Commodity-boom economies aiming to mitigate 
the risk of “Dutch disease” need to shield import-
competing and non-resource export sectors from 
deindustrialization and foster economic diversification 
and productive employment. Towards achieving this, 
they should foster linkages and complementarities 
between the resource and non-resource sectors with 
an objective to encourage spillover of technology and 
knowledge and facilitate diversification toward export 
goods. Development banks, for example, could finance 
new economic activities that would expand productive 
capacity and increase employment, and use resource 
rents to finance the transfer of technology and 
accumulation of capital. These countries should also 
boost their human capital, such as engineers and 
technicians, to foster technical progress in resource 
exploration, extraction, and potential substitution. 

Commodity-boom economies should also adopt 
tax policies that encourage greater spending on 
domestically produced goods and less on imports, 
including, for example, discouraging consumption of 
imported luxury goods. For this purpose they should 
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Source: ESCAP, based on productive capacity data from Freire (2011).
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figure 3.14.   change in productive capacity between 1990 and 2009, selected countries

table 3.5.   share of commodity boomers in international production and trade

(Percentage)

Country GDP Manufacturing, value 
added Manufactured exports

1990 2000 2008 1990 2000 2008 1990 2000 2008
Armenia 0.010 0.006 0.020 0.031 0.007 0.009 .. 0.003 0.005
Australia 1.409 1.313 1.639 1.720 0.845 0.733 0.381 0.390 0.337
Azerbaijan 0.040 0.017 0.075 .. 0.005 0.008 .. 0.003 0.004
Bhutan 0.001 0.001 0.002 0.001 0.001 0.001 .. .. 0.000
Brunei Darussalam 0.016 0.019 0.023 0.027 0.016 .. 0.000 .. ..
Georgia 0.035 0.010 0.021 .. 0.004 0.008 .. 0.002 0.007
Indonesia 0.500 0.531 0.836 0.960 0.793 0.880 0.361 0.776 0.484
Iran (Islamic Republic of) 0.545 0.313 0.557 0.296 0.224 .. .. 0.043 ..
Kazakhstan 0.123 0.056 0.213 .. 0.052 0.071 .. 0.034 0.092
Kyrgyzstan 0.012 0.004 0.008 0.020 0.004 0.004 .. 0.003 0.005
Lao People’s Democratic Republic 0.004 0.005 0.009 0.004 0.005 0.004 .. .. ..
Malaysia 0.200 0.294 0.361 0.440 0.500 0.533 0.627 1.639 0.973
Mongolia 0.012 0.003 0.009 .. 0.001 0.002 .. 0.003 ..
New Zealand 0.205 0.163 0.197 .. 0.138 .. 0.086 0.085 0.065
Papua New Guinea 0.015 0.011 0.013 0.007 0.004 0.004 0.004 0.001 ..
Russian Federation 2.364 0.813 2.787 .. .. .. .. 0.517 0.704
Uzbekistan 0.059 0.044 0.046 .. 0.019 0.019 .. .. .. 

Source: ESCAP, based on data from World Bank, World Development Indicators, available from http://data.worldbank.org/data-catalog/world-
development-indicators (accessed November 2011).
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also remove taxes on imported raw materials that 
are used by local enterprises making goods that 
will substitute for imported goods. 

Poorer commodity-boom economies also need to 
set appropriate monetary policies. This could entail 
buying foreign currency in order to weaken their 
exchange rates. Such a move would help build 
up international reserves, which could protect the 
country from capital-account volatility. To sterilize 
the monetary effect of an increased supply of 
domestic currency, central banks could absorb the 
excess liquidity by issuing interest-bearing bonds. 
Economies could also counteract the pressures for 
exchange-rate appreciation by loosening government 
regulations on investment abroad. A balanced menu 
of monetary policy instruments would minimize policy 
dilemmas, such as the risk that rising interest rates 
would attract even more capital inflows.

Commodity boomers also face the risk that volatile 
commodity prices could destabilize their economies. 
When the price bust comes, as eventually it does, 
some investments made during the boom period 
generally turn out to be unprofitable and have to be 
sized down. This creates extreme volatility, particularly 
for smaller economies that have specialized in a few 
resource-based economic activities. Countries that 
instead diversify towards other products, particularly 
in manufacturing and services, can shield their 
economies from the vagaries of the commodity 
markets.44

Commodity price volatility can also lead to erratic 
flows of government revenue. When prices are high, 
governments tend to create new programmes and 
expand services, while fostering productive economic 
activities through subsidies. This is understandable 
given the scale of the need. Across the region from 
2012 to 2015, estimates indicate that $26 billion is 
needed to close the gaps in child mortality, $11 billion 
to have all births attended by skilled professionals, 
$56 billion to halve from 1990 the proportion of 
people without access to basic sanitation, and $47 
billion to do the same for people without access 
to clean water.45

The problems arise when revenues dry up. When 
prices are lower it is difficult to scale back expenditure, 
and many governments resort instead to debt 
finance. And when they do reduce expenditure, the 
austerity measures tend to hurt the most vulnerable 
sections of the population. To avoid this, governments 
should increase transparency in the management 
of resources.

Economies that benefit from natural resources are 
likely to raise less revenue from domestic taxation. 
Some estimates suggest that a one percentage 
point increase in hydrocarbon revenue (in relation 
to GDP) lowers non-hydrocarbon revenues by about 
0.2% (Bornhorst and others, 2008). During the past 
30 years, resource-rich economies have not only 
witnessed more volatile receipts but experienced 
decreasing tax ratios (IMF, 2011d). Lower domestic 
taxation creates problems because it reduces 
incentives for public scrutiny of governance. 

Commodity-boom economies should use resource 
flows efficiently and smooth the ups and downs 
in revenue. One way to achieve this would be to 
channel the resource windfall away from immediate 
consumption and into productive investment abroad 
through sovereign wealth funds. These would enable 
current generations to pass on the equivalent value 
of the natural assets. For example, three decades 
ago some of the Arab States had oil and little else. 
As a result, they decided to create sovereign wealth 
funds so that future generations would, instead of oil, 
have the wealth created by a diversified economy 
(Collier, 2011).

Coping with high food prices

High food prices have severely affected low-income 
developing economies in that they threaten food 
security, increase inflation and slow the rate of 
poverty reduction. The impact can be seen directly 
or indirectly in macroeconomic aggregates, such as 
output, consumption, investment, inflation, and the 
trade and fiscal balances. Increased import prices 
also affect the terms of trade and the trade balance, 
creating pressure for exchange rate depreciation, 
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which leads to higher prices for other imports 
and inputs for production. The higher prices then 
spiral into wage increases, which, in turn, raise 
inflationary expectations and the likelihood of higher 
interest rates. Notably, an inflationary environment 
accompanied by higher interest tends to discourage 
new investment. 

High food prices increase hunger 
and poverty, with social and 

economic impacts that are severe 
and long-lasting

More importantly, rising prices hurt the poor who 
are net buyers of food as it leaves them with less 
income to spend on other priorities, such as health 
care and education. However, the effects of higher 
food prices could be quite complex because in some 
cases poor net food sellers actually gain from them. 
Many net food buyers in rural areas are labourers 
or businessmen whose income depends on the 
demand from net food sellers. So, in rural areas, 
it is important to consider the second-round effects 
of food price increases (Aksoy and Isik-Dikmelik, 
2008). Nevertheless, even though the impact may 
vary by household, commodity and country, high 
prices are more likely to increase poverty than 
reduce it (Ivanic and Martin, 2008). 

To address food price increases, developing 
economies in Asia and the Pacific have adopted a 
range of short-term measures (see table 3.6). Some 
of them aimed to increase the availability of food 
in domestic markets, which directly counters the 
tendency of producers or traders to hoard stocks in 
anticipation of higher prices. For example, in 2010, 
India facilitated food imports by suspending tariffs and 
extending duty free privileges. The announcement 
alone of this type of measure could be sufficient to 
inhibit speculation and trigger the immediate increase 
of food to local markets. In another example, both 
India and Pakistan increased the minimum support 
price of wheat to help local farmers and ensure 
that food would appear in markets at affordable 

prices. To keep domestic market prices down, 
India also released buffer stocks of wheat and rice 
and distributed wheat and rice to targeted poor 
families. These measures proved to be effective in 
restraining price increases. While the price of wheat 
in international markets increased by 72% from May 
2010 to January 2011, the domestic price in India 
increased by only 6% and in Pakistan, it actually 
fell by 2% (Freire and others, 2012). 

Strengthening social protection 

In the face of rising prices, poor families may 
attempt to cope by reducing the number of meals, 
selling livestock or other assets, or taking their 
children out of school. This may alleviate hunger 
temporarily but at the longer-term cost of increasing 
malnutrition, undermining livelihoods and putting 
children’s futures at risk. 

To avoid this, several countries have addressed rising 
prices through food-based safety net programmes. 
Afghanistan, for example, set up a food support 
programme targeted at vulnerable populations. 
Armenia had a targeted family benefit programme. 
Georgia implemented a targeted social assistance 
programme and issued untargeted food coupons. 
Uzbekistan introduced targeted food benefits and 
child and maternity nutrition programmes. Mongolia 
issued targeted food stamps. Indonesia offered a 
subsidized programme of rice for the poor. The 
Philippines implemented a rice subsidy programme 
(ADB, 2011b).

Strengthening social protection can help the 
vulnerable sections of society cope with crises, 
such as spiralling food prices. But, in this area, 
many developing countries in Asia and the Pacific 
have some way to go: only 20% of the population 
have access to health care assistance; only 30% 
of the elderly receive pensions; and only 20% of 
the unemployed and underemployed have access to 
labour market programmes, such as unemployment 
benefits, training, or public works programmes, such 
as food for work (ESCAP, 2009a). 
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table 3.6.   main food-related policies adopted by selected countries, 2010-2011

Reduced taxes on imports of food commodities to manage shortages
Kazakhstan 1-Mar-11 The custom union cancelled the 5% import duty on wheat rye and oats until 30 June 2011. 
Republic of Korea 28-Feb-11 Import tariffs removed on maize, soymeal and 32 other items to ensure supply and control of inflation.
Turkey 25-Feb-11 The Government suspended the 130% import tariff on wheat and oat, until 1 May 2011.
India 22-Dec-10 Import tariff (5%) on onions suspended. Eliminated the 4% countervailing duty on onions.
Indonesia 16-Dec-10 Temporary duty exceptions for rice import.
India 28-Nov-10 Duty free import of rice, introduced in October 2009, extended to 30 September 2011.
Philippines 30-Sep-10 Duty-free import of wheat extended for another six months.
Bangladesh 15-Jul-10 Import quota of 400,000 tons of wheat allowed in order to stabilize market prices.
India 1-Apr-10 Duty-free imports of rice, wheat, pulses, edible oils and raw sugar extended until 31 March 2011.

China 23-Feb-10 (extended until 31 May 2010) reduction of import tariff on wheat by 50%; exemption for maize flour; reduction 
on sesame seed and butter by 25%.

Thailand 9-Feb-10 Duty-free import of broken rice under the ASEAN Free Trade Agreement only for the food-manufacturing 
industry.

Sri Lanka 7-Jan-10 An import quota of 25,000 tons of rice for the festive season, high quality varieties (Basmathi and Ponni 
Samba) duty free. Import tax on sugar  reduced.

Kazakhstan 1-Jan-10 Custom union formed by Russian Federation, Kazakhstan and Belarus set common sugar import tarrif 
pegged to the sugar prices in New York. 

Imports of food commodity to manage shortages
India 22-Dec-10 Arrangements for new imports of onion.
Bangladesh 1-Apr-10 Import of 25,000 tons of rice from Myanmar by the end of April 2010 to meet the domestic demand.
Increased taxes on imports to promote domestic production

Indonesia 24-Jan-11 Temporary suspension of 5% import duty on wheat, soybean, flours and feed products until December 
2011, following protests from the industry.

Indonesia 22-Dec-10 Import duties increased for wheat, soybean, flours and feed products from the zero rate, effective since 
2008, to 5%.

Sri Lanka 22-Jun-10 Import tariff of 15% on wheat reimposed. The tax was waived in November 2009 to facilitate the use of 
wheat flour as a substitute during rice shortages.

Sri Lanka 22-Jun-10 Import duty of LKR 10 ($0.09) per kilogram set on wheat.
Afghanistan 21-Jun-10 Import duty on wheat and flour has been increased to support domestic production.
Sri Lanka 25-Mar-10 Rice import tariff has been reinstated.
Indonesia 1-Mar-10 Rice import ban, in place since 2007, is extended until the end of 2010.
Subsidies

Kazakhstan 20-Apr-11 Allocation of KZT 88.2 billion as financial assistance to agricultural producers and provision of diesel at 
subsidized prices for 2011 spring season sowing.

India 1-Mar-11 Measures to create additional storage capacity for foodgrain in the rural sector, incl. subsidies to storehouses 
and financial support to private sector investment.

Bangladesh 5-Feb-11 Government sold foodgrains at subsidized prices to 300,000 fourth class civil servants.

Bangladesh 1-Nov-10 Fair price cardholders programme resumed, targetting 1.12 million of low income card holders who can 
buy up to 20 kg of rice/pm at BDT 24 ($0.34) per kg.

Bangladesh 3-Oct-10 The Open Market Sale (OMS) of rice at BDT 24 ($0.34) per kg extended to the upazila (subdistrict) level.
Japan 2-Sep-10 Subsidy of JPY 80,000 ($989) per hectare to farmers, in order to increase food self-sufficiency ratio.

Viet Nam 15-Jul-10 Interest free loans to domestic firms to buy 1million tons of rice - 15 July and 15 September 2010 to stabilize 
local market prices. VND 3,500 ($0.18) per kg.

India 6-May-10 Wheat and rice sold through ration shops at a price of INR 8.42 ($0.18) and INR 11.82 ($0.25) per kg, 
respectively. 

India 1-Apr-10 Subsidies to support mix of nutrients and integrate the use of urea with other nutrients. Before, urea subsidies 
only, making it cheaply available and  overused.

China 16-Mar-10 Allocation of CNY 133.5 billion ($19.55 billion) to subsidize agricultural production in 2010, with a year-on-
year increase of CNY 6.04 billion ($879 million).

India 1-Mar-11 Create additional storage capacity for foodgrain in the rural sector, including subsidies to storehouses and 
financial support to private sector investment .

Bangladesh 11-Feb-10 $107 million input subsidy programme introducing the Agriculture Input Assistance Card. 
Pakistan 5-Feb-10 Allocation of PKR 260 billion (about $3 million) as credit subsidies for farmers.

Pakistan 5-Feb-10 A subsidy of PKR 500 ($5.79) per 50 kg bag potash has been granted to support farmer’s use of the 
fertilizer.

Bangladesh 3-Feb-10 The Open Market Sale of rice extended to all Divisional capitals and the three labour intensive districts.
BDT 22 per kg ($0.32/kg).
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table 3.6.   (continued)

Indonesia 7-Jan-10 The allotment of 13 kg of rice per family per month increased to 15 kg, increasing the subsidy from $1.2 
billion to $1.4 billion.

Kazakhstan 1-Jan-10 $33 million have been allocated to subsidize the high transport cost of grain exports to make them compete 
on the global market. 

Export ban
India 22-Dec-10 Ban on exports of onion until 15 January 2011.

Pakistan 7-Dec-10 Export licenses granted to the private sector for one million ton of wheat, after export plans were suspended 
in August 2010 due to devastating floods.

Pakistan 7-Oct-10 Private sector allowed to export 1 million ton of wheat. Earlier exports were deferred in August after floods 
destroyed around 725,000 tons of wheat.

Pakistan 1-Aug-10 Planned exports of 2 million tons of wheat suspended after summer floods.
China 15-Jul-10 Export tax rebates on 406 products, including fertilizers and corn flour, removed.
Bangladesh 30-Jun-10 Rice export ban extended until December 2010.
Bangladesh 1-Jan-10 Rice export ban extended until June 2010.
Bilateral export arrangements 
China 26-Oct-10 The Government signed an agreement with Cambodia to increase rice import from that country.

India 9-Aug-10 The Government partially lifted its export ban by allowing the export of 300,000 tons of non-basmati rice 
and of 200,000 tons of wheat to Bangladesh.

India 14-May-10 An export quota of 400,000 tons of wheat and 100,000 tons of rice to Bangladesh have been approved.
India 12-May-10 Approval of an export quota of 200,000 tons of non-basmati rice to Sri Lanka.
India 10-Feb-10 Export of 250,000 tons of wheat to Nepal.

Pakistan 13-Apr-10 Wheat export ban partially lifted - export of 2 million tons of wheat. In August 2010, measure deferred after 
floods destroyed at least 725,000 tons of grain.

Philippines 10-Apr-10 Agreement is reached with Thailand to import Thai rice with a 40% tariff until January 2015. Plans to buy 
around 360,000 tons of Thai rice every year.

Use of buffer stocks

China 2-Mar-11 Sale of 1.1 million tons of wheat from government reserves in two auctions, due to a strong demand from 
flour mills.

China 28-Feb-11 The major state-linked grain buyers suspended purchases in order to slow inflation in the grain market.

Republic of Korea 21-Feb-11 Wheat, soybeans and maize have been included in state reserves, in addition to rice, to secure a stable 
supply of these commodities.

India 28-Dec-10 Release of 2.5 million tons of wheat and rice from the federal reserve stocks, to poor population, $0.092 
per kg of wheat and $0.13 per kg of rice.

China 3-Dec-10 An amount of 25 million tons of grain and oil have been released on the market from the Grain Reserve, 
to ensure market supplies and stabilize prices.

India 15-Nov-10 Plan to release 2.5 million tons of wheat by June 2011 from federal stocks - $0.14 per kg of wheat, and 
$0.18 per kg of rice (less than half the prices).

Thailand 27-Jul-10 Additional 457,000 tons of foodgrain (182,000 tons of rice and 274,000 tons of wheat) distributed to above 
poverty line (APS) families (15 kg per family month).

India 1-Jul-10 Release of 5 million tons of wheat and rice from state reserves planned under the Open Market Scheme 
by March 2011.

China 13-Apr-10 80% of 1 million tons of state maize reserves sold at prices between $228 and $297 per ton to reduce 
rising domestic prices.

Viet Nam 23-Mar-10 Viet Nam Food Association requested  members to stockpile 1.5 million tons of rice from the main winter-
spring crop harvest (February-May) to stabilize prices.

India 3-Mar-10 An amount of 500,000 tons of wheat from government reserves sold to small processors in order to stabilize 
local prices.

Thailand 23-Feb-10 Auctioned 0.5 million tons of rice to exporters from state reserves. Plan to sell up to 2 million tons by April 
2010 to reduce the storage and inventory management costs.

Government procurement and minimum support price

India 21-Apr-11 Government procurement price of wheat increased by 4.5% to $264 per ton, in order to support farmers' 
incomes following bumper harvest.

Republic of Korea 1-Apr-11 Set up of an international grain procurement company in an effort to secure supply of staple farm products, 
including wheat, beans and maize.

Sri Lanka 6-May-11 After a hefty 2.6 million tons bumper rice harvest,  new tax of 10 cents per kilogramme of wheat to ensure 
rice farmers did not suffer losses. 

Pakistan 4-Feb-11 The wheat procurement target set at 6.5 million tons for 2011 in expectation of a bumper crop, with a 
minimum support price of Rs 950 per 40 kg ($11).
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table 3.6.   (continued)

Philippines 8-Dec-10 The National Food Authority (NFA) increased procurement price for rice from $0.54 to $0.58 per kilogram. 
Retail price increased to PHP 27 from PHP 25.

Thailand 3-Dec-10 Income guarantee programme extended (rice, maize and cassava). Farmers receive the difference between 
the market and reference prices. 

Kazakhstan 10-Nov-10 State Grain purchasing prices fixed at $223 per ton for 3 grades soft wheat prices; $183 for 4 grade soft 
wheat and $168 for 2 grade barley. 

Pakistan 3-Nov-10 Ministerial committee to review wheat purchase policy (guaranteed procurement and issued prices). State 
may be limited to purchases of strategic reserves.

India 20-Oct-10 Minimum procurement price of wheat increased by 1.8% to INR 11,200 ($252) per ton, for the 2011/2012 
marketing year (April/March).

Pakistan 19-Oct-10 Minimum procurement price of wheat increased by 2.6% to PKR 975 per 40 kilograms ($285 per ton).
China 12-Oct-10 Minimum support price of white wheat increased by 5.5% to CNY 1,900 ($285) per ton.

Thailand 14-Sep-10 Approved guaranteed price for rice for the 2010/2011 crop season, from THB 9,500 ($308) to THB 15,300 
($497) per ton. 

India 18-Jun-10 Minimum support price for wheat for the 2010/11 marketing year has been set at INR 11,000 ($238) per 
ton, up from INR 10,800 (increase of 1.85%).

India 27-May-10 Minimum support price for rice increased by $210/ton common grades to $224/ton for superior grades.
Iran (Islamic 
Republic of) 13-May-10 Minimum support prices for wheat and barley lowered from $727.42 to $550 and from $556.26 to $385.11 

per ton, respectively.

Thailand 9-Mar-10 Government, under the new Direct Purchase Programme, started to buy white rice directly from farmers 
($280.64), 2.5% higher than the market price. 

Republic of Korea 24-Apr-10 The Government will buy 200,000 tons of rice in the coming months to facilitate local market price 
stabilization.

India 1-Apr-10 Minimum support price for wheat 2010/2011 (April/March) has been increased to $247 per ton. Plans to 
buy 24 million tons of wheat at the new price.

Pakistan 18-Mar-10 The minimum support price for wheat has been confirmed at PKR 950 ($11.30) for 40 kg, as of September 
2009.

Thailand 27-Feb-10 Government bought 290,000 tons of paddy rice directly from farmers in view of falling rice price. 

China 26-Feb-10 Minimum purchasing price of white and red wheat  increased to $13.22 and $12.63 per 50 kg bag. 3.3% 
and 3.6% respectively higher than in 2009.

China 22-Feb-10 Minimum purchasing price for short grain rice variety increased ($15.37 per 50 kg) 10.5% higher than in 
2009.

Indonesia 1-Jan-10 Minimun support price for unprocessed paddy and unhusked rice increased 10%, to $0.28 and $0.35 per 
kg respectively.

Price controls

Sri Lanka 9-Dec-10 Government fixed Samba rice maximum retail price at $0.63 per kg and Nadu, White, and Red rice maximum 
retail price at $0.54 per kg.

Sri Lanka 27-Oct-10 The Government lifted price control on rice: the price cap of LKR 70 ($0.63) per kg in market sales imposed 
in April 2008 has been removed.

Sri Lanka 27-Oct-10 Price control on rice lifted: the price cap of LKR 70 ($0.63) per kg in market sales imposed in April 2008 
has been removed.

Promotion of domestic production 

Thailand 7-Apr-11 Intention to eliminate 3rd planting  to improve rice quality and to combat the hopper. Plan may reduce 
annual exports by 2 million metric tons.

Sri Lanka 9-Nov-10 Ban on sale of flour-based food items in canteens and start of a programme to promote rice flour-based 
products to support domestic rice.

Cambodia 18-Aug-10 To boost the rice export by 2015 Cambodian Government said it will guarantee 50% of commercial bank 
lending to rice producers. 

Viet Nam 12-Jul-10 Minimum Export Price for rice has been set at $300 per ton, 14.28% lower than the one set in April 2010.

Australia 19-Mar-10 A five-year programme ‘Bridging the Yield Gap’ to sharply boost yields of winter crops and add 2 million 
tons in output.

Republic of Korea 14-Mar-10 Announcement of an increase in the support of local rice processing industry for 2010, by providing KRW 
60 billion ($53.1 million) for low-interest loans.

Cambodia 2-Feb-10 Allocation of $310 million to improve rice irrigation infrastructure over the next two years in order to increase 
rice exports.

Viet Nam 8-Apr-10 Export price of the 25% broken rice has been reduced to $350 per ton to boost rice exports and to reduce 
domestic stocks.

Kazakhstan 30-Jan-10 The government has simplified the requirements to qualify grain exports and the licence obtaining the 
process.

Source: ESCAP, based on FAO Country Policy Monitoring. Available from http://www.fao.org/giews/countrybrief/policy_detail.jsp (accessed October 2011). 
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Boosting agricultural productivity

The best way to reduce food prices in the long 
term is to increase agricultural productivity. Land 
is finite, and during the past ten years the area 
for crop cultivation has virtually stabilized.46 So, 
productivity increases will have to come largely 
from higher yields. 

The effects of higher yields, however, depend on 
the country’s stage of structural transformation 
(Alvarez-Cuadrado and Poschke, 2011). In poor 
countries where a high proportion of the population 
work in agriculture and surplus labour persist, higher 
yields may not be economically viable. On the 
other hand, in a country that is steadily creating 
productive employment in urban areas and off-farm 
employment opportunities in rural areas, there is a 
ready market for higher output.

Given the high international food prices, poorer 
countries may be tempted to specialize in agricultural 
products for export. But increasing agricultural exports 
is more likely to improve food security when there 
is a lot of food available and agriculture is less 
important for the economy as a whole, which is not 
the case in poorest economies (Brigham, 2011). 

Poor countries should, instead, focus on expanding 
non-agricultural employment, including rural off-farm 
employment in agricultural value chains, such as 
in processing, transport, and distribution, to widen 
the domestic market for agricultural products and 
encourage increased agricultural productivity. This 
could be accomplished by implementing industrial 
policy, which aims to protect infant industries, 
promote investment in infrastructure and encourage 
the upgrading of technology along with growth-
oriented stable macroeconomic policies that help 
expand productive employment. 

Countries that are urbanizing rapidly should support 
rural development and a new knowledge-intensive 
“green revolution” based on modern technology and 
new seed varieties, subsidizing supplies of inputs, 
such as fertilizers, and providing credit to farmers. 

These strategies are not mutually exclusive and 
could be implemented in parallel. This means that 
countries could aim to maintain a balance and 
shift the emphasis as structural transformation 
progresses. The following are policy options to 
increase agricultural productivity through technology 
transfer and capital accumulation.

 Technological innovation 

The main drivers of increased agricultural productivity 
are new and improved technologies. Cultivation 
practices such as zero-tillage, which involves 
injecting seeds directly into the soil instead of 
sowing on ploughed fields, combined with residue 
management and proper fertilizer use could help 
preserve soil moisture, maximize water infiltration, 
increase carbon storage, minimize nutrient runoff 
and raise yields. Fertilizer use can also be reduced 
by taking greater advantage of organic sources of 
nutrients, including animal manure, crop residues, 
and nitrogen-fixing legumes. 

Another powerful tool for boosting the productivity 
of crops, livestock, fisheries and forests is 
biotechnology. Though the general public usually 
associates agricultural biotechnology with genetic 
modification, there are many other useful forms, 
such as genomics and bioinformatics, market-assisted 
selection, diagnostic procedures, micro propagation, 
tissue culture, cloning, artificial insemination and 
embryo transfer (Rao and Dev, 2010). 

 Investment in infrastructure 

Raising agricultural productivity also depends on 
investment in infrastructure to create market spaces 
and support agro-industries. This includes investment 
in roads, electricity, and telecommunication in rural 
areas. It also requires better irrigation and water 
management. In this regard, major priorities include: 
stepping up public investment, pricing irrigation water 
and electricity more rationally and using groundwater 
resources more equitably and profitably. Farmers 
also need to be more closely involved in managing 
irrigation systems (Rao, 2005). 
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 Research and extension

The returns to investment on research and extension 
are much higher on agricultural growth as compared 
to other investments. Much of this investment could 
come from private-sector participation in agricultural 
research, extension and marketing, especially with 
the advent of biotechnology and greater protection 
for intellectual property. However, private sector 
participation tends to be limited to profitable crops 
and to enterprises undertaken by resource-rich 
farmers. The public sector, therefore, needs to fill 
the gaps by addressing issues facing poorer farmers 
in less-endowed regions, including minor crops, rain-
fed production, and post-harvest issues.

Agricultural extension should also be improved 
through active involvement of farmers, and non-
governmental organizations (NGOs). Media and 
information technology could be used to disseminate 
knowledge on new agricultural practices and provide 
up-to-the-minute information on output and input 
prices (Rao, 2005). 

 Market development

Developing countries also need to support the 
development of markets. For small and marginal 
farmers, marketing of their products is the main 
problem apart from credit and extension. In recent 
years, there has been some form of contract 
arrangements in several agricultural crops such as 
tomatoes, potatoes, chillies, gherkin, baby corn, rose, 
onions, cotton, wheat, basmati rice, groundnut, flowers, 
and medicinal plants. Small farmers could also benefit 
from the rapidly expanding presence of supermarkets 
as retail trade in the emerging economies. This 
process has developed in an astonishing speed. 
Supermarkets now enjoy a retail share of 50% to 
60% in East Asia excluding China and a 30% to 
50% in much of South East Asia. While in China, 
India and Viet Nam their market is still low and 
variable (2-20%), it is experiencing an annual growth 
between 30% and 50% (Reardon and Minten, 2011). 
Availablity of services related to access to information 
(whether public or private) is also useful for small 

farmers. For example, mobile phones are helping 
small farmers get information about crop prices and 
other market related information.

 South-South cooperation

Agricultural productivity could be boosted by South-
South and triangular cooperation on knowledge and 
technology transfer to help foster a second “green 
revolution” in Asia and the Pacific. Across the region, 
a number of institutions have been generating new 
knowledge and technology in agriculture and making 
it available to national agricultural research systems 
for adaptation to their geoclimatic conditions, including, 
among others, the system of institutes of the Consultative 
Group on International Agricultural Research.

Adapting to an era of high commodity 
prices

As this chapter has indicated, commodity markets 
have been experiencing a boom since 2000, driven 
mainly by the rise of Asian economies, whose 
accelerated manufacturing-led growth has increased 
the demand for all types of primary products. The 
boom in commodities has ended a secular decline 
in commodity terms of trade, while economies whose 
main exports are manufactures have seen their terms 
of trade deteriorate. Such shift in terms of trade is 
not totally unprecedented. Prices of primary products 
also soared during the industrial revolution, creating 
incentives for poor periphery countries to further 
specialize in primary products. This, consequently, 
delayed their industrialization process and gave rise 
to the great income divergence between core and 
periphery countries that persists to this day.

This time around the dynamics are more complex 
because the price shifts of manufactures and 
commodities create different incentives for incumbent, 
catching-up, commodity-boom and aspiring countries 
to diversify their economies. This process and the 
interaction between these four groups of economies 
create risks of increasing global divergence. These 
risks are endogenous of the process of convergence. 
They are not external threats to the growth of 
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the Asia-Pacific region; they exist because the 
region is growing in the first place. In the same 
way that they are created from within, they need 
to be managed from within the growth process. 
If countries fail to adapt, they risk bringing the 
catch up process to a halt, perpetuating global 
disparities. To mitigate these risks, it is necessary 
that national and international action and diverse 
development strategies enable countries to make 
the best use of their natural resources and build 
productive capacities. Development strategies have 
to adapt to the new conditions and should become 
truly inclusive, sustainable and resilient.
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