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only limited levels of economic development. Further growth requires improvements in total factor productivity

or technological and organizational improvements. Singapore has immersed itself aggressively in the knowl-

edge economy. While most countries are focusing on technology and knowledge, Singapore has placed its

objectives ahead of the curve by becoming the first country to emphasize creativity through public policy. This

strategy includes inviting creative people to work in Singapore, building the infrastructure for creativity, offering

creative experiences at the high end of tourism and changing the education system so that creative teaching

tools are used at stages of schooling even below the university level.

The initial success of the country’s strategy to become a hub of technological change can be seen

from the large number of information technology, financial services, pharmaceutical and food-processing

multinational corporations that have set up research and development units, attracted by the world-class

research facilities.a However, there are some doubts about the ability of Singapore to retain its acquired stock

of foreign scientists, doctors, engineers and artists over the long term. Recent writings on creativity emphasize

the importance of tolerance as one of three pre-requisites of a creative hub, the other two being access to

technology (such as broadband) and the availability of social amenities (museums, clean air).b While the

technological infrastructure in Singapore is one of the most advanced in the world and the cultural and

ecological environments are excellent, Singapore has followed a hard-line approach towards the more open

and tolerant lifestyle options found in leading creative cities in North America, Europe and Australia. Recently,

the Government approved construction of two large casinos, which could signal a turn towards a less

restrictive approach. A proposal to permit shows along the lines of night clubs in Paris is also receiving

consideration. These are signs that official attitudes are becoming much more flexible and accommodating to

the requirements of a modern creative society.

a World Investment Report 2005: Transnational Corporations and the Internationalization of R&D (Geneva, UNCTAD,
2005) Sales No. E.05.II.D.10.

b Richard, Florida, The Rise of the Creative Class and How It Is Transforming Work Leisure, Community and Everyday

Life (Cambridge, Mass., Basic Books, 2002).

LEAST DEVELOPED COUNTRIES

Since the least developed countries in the
region are relatively small and narrowly based
economies, their economic growth is easily af-
fected by subregional, regional and external de-
velopments. These factors may be natural
events, such as the 2004 tsunami, or external
policy developments, such as implementation
of duty-free and quota-free market access for
products originating from these countries.

The agricultural sector accounts for a larger
share of economic output and employment in
these countries than in most other developing
countries in the Asian and Pacific region. As a
result, weather is often a major factor determining
the overall economic growth and well-being of the
largely rural population in these countries. Owing

to the steady growth in garment manufacturing,
energy-related extractive industries and tourism,
the contribution from the agricultural sector to
overall economic output has generally declined.

Growth in the industrial and service sec-
tors of the least developed countries was ad-
versely affected by the expiration of the WTO
Agreement on Textiles and Clothing, rising petro-
leum prices and declining tourism as a result of
outbreaks of avian influenza and over-depen-
dence on subregional markets. Since most least
developed countries have limited scope for exer-
cising an independent monetary policy, inflation
is often determined largely by inflationary pres-
sures in their major trading partners and the
movement of their exchange rate. Diversification
and resilience are essential if least developed
countries are to overcome any adverse out-
comes resulting from these possible risk factors.
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A critical challenge for the least developed
countries is to identify what kinds of public
action can facilitate development and poverty
reduction in a globalized economy, without pos-
ing  barriers to international trade.

South Asia

GDP growth performance

Economic growth in Afghanistan increased

owing to a rebound in agriculture

In Afghanistan, real GDP growth for 2004
was pushed up to 8 per cent as a result of the
buoyant manufacturing sector (see figure II.34).
The growth rate was projected to reach 13.6 per
cent in 2005 as the agricultural sector re-
bounded following better winter and spring rain-
fall and the manufacturing and services sectors
continued to experience strong growth. Despite
the rebound in yields, the production of opium
and other narcotics was projected to fall in 2005
as anti-narcotics efforts and alternative livelihood
programmes intensified and low farm-gate pro-
duction contributed to a decline in cultivation of
the opium poppy.

With the slowdown in rent and food price
increases, inflation in Afghanistan declined from
16.3 per cent in 2004 to 11.5 per cent in June
2005, and from 11.3 to 9.0 per cent, excluding
rents and petroleum products. With monetary
tightening, inflation was expected to decline
further to 10.0 per cent by the end of the 2005.
Owing to significant donor and drug-related
inflows, the market-determined value of the
afghani appreciated by 15 per cent in real terms
in 2004. The external competitiveness of
Afghanistan was expected to weaken further un-
less a higher level of productivity was achieved.

Bangladesh continues to experience strong

industrial sector growth despite the

loss of preferential treatment

for apparel manufactures

Real GDP growth in Bangladesh was ex-
pected to fall from 6.3 per cent in 2004 to 5.4
per cent in 2005, owing to floods which inun-
dated more than a third of the country’s land
surface at the beginning of the fiscal year. In
addition to damaging crops, particularly rice, the

floods destroyed housing and infrastructure. Total
losses to assets and output were estimated at
3.8 per cent of GDP. Although growth in the
industrial sector was initially expected to moder-
ate with the expiration of the WTO Agreement
on Textiles and Clothing, apparel exports, led by
knitwear, continued to experience double-digit
growth in 2005. The construction sector also
grew strongly because of heavy investment by
the public and private sectors. Growth in the
service sector resulted from increased activity in
wholesale and retail trade, transport, storage,
communications and real estate. Agricultural out-
put declined, dropping its sectoral share to
slightly more than one fifth of GDP. The service
sector accounted for nearly half of the total
output of Bangladesh.

The impact of the floods, combined with a
surge in oil and commodity prices, contributed to
a rise in inflation, projected at an annual aver-
age rate of 6.5 per cent for 2005. The taka,
which had generally remained stable since the
adoption of the floating exchange rate regime in
2003, depreciated by 5 per cent against the
dollar in early 2005.

Investment in hydropower in Bhutan led
to expansion in the construction

and transport sectors

In Bhutan, economic growth was projected
to rise from an estimated 8.7 per cent in 2004
to about 9 per cent in 2005. Growth in 2004
was the result of expansion in transport and
mining and quarrying, along with construction of
the Tala hydropower project, increased govern-
ment expenditure on roads and other communi-
cation facilities and a recent surge in private
housing construction. The electricity-generation
sector accounted for 12 per cent of GDP, and its
share was expected to rise with completion of
the Tala project in 2006. In addition to generat-
ing significant revenue for Bhutan through the
export of electricity to India, hydropower genera-
tion is creating additional business opportunities
and benefiting rural communities. The Govern-
ments of Bhutan and India signed a memoran-
dum of understanding in 2003 for the construc-
tion of the Punatsangchhu hydroelectricity
project. The tourism industry, which generates
convertible currency earnings, is the most impor-
tant service industry in Bhutan. Both tourist ar-
rival and earnings increased by almost 21 per
cent between 2003 and 2005.
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Figure II.34. GDP and sectoral growth in selected least developed

countries in South and South-West Asia, 2003-2005a
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Annual inflation rose from an average of
4.6 per cent in 2004 to 5.5 per cent in the 2005,
owing to increasing oil prices, price movements
in India and rising labour costs and local com-
modity prices, including construction material. In
line with the strengthening Indian rupee against
convertible currencies, the ngultrum appreciated
1.8 per cent in 2005. The ngultrum is pegged at
parity to the Indian rupee in view of the exten-
sive trade between the two countries and the
role of India as the main source of official
capital inflow.

Maldives is slowly recovering from

the impact of the tsunami

In contrast to the 8.8 per cent growth rate
registered in 2004, the economy of Maldives
was projected to contract by 2.4 per cent in
2005, a result of the recession caused by the
tsunami in late 2004 and rising oil prices.
Although loss of life was limited, housing and
infrastructure were damaged, the country’s lim-
ited agricultural land was flooded with salt water

and 5 per cent of the population lost their
homes. Reconstruction of infrastructure and
housing was difficult because of the geographi-
cal dispersion of the damage. Low population
density outside the capital city increased the
cost of service delivery as well. Tourism and
fisheries normally account for 40 per cent of
GDP and one third of employment; these sectors
generate the bulk of foreign currency earnings.
As a result of the tsunami, a quarter of the
resorts were temporarily closed, resulting in a
sharp fall in tourist arrivals and occupancy rates.
A tenth of the fishing fleet and some processing
facilities were also damaged or lost, thus affect-
ing the fisheries sector, which accounts for most
of the country’s merchandise exports. These key
sectors were not expected to recover until the
end of 2005. The construction and transport
sectors, however, were expected to benefit from
reconstruction-related activities.

Despite weakening activity, inflation was
projected to rise from 6.4 per cent in 2004 to
6.8 per cent in 2005, as supply constraints led

Sources: United Nations Economic and Social Commission for Asia and the Pacific, based on national sources;
International Monetary Fund, IMF Executive Board concludes 2004 Article IV Consultation with the Islamic State

of Afghanistan, Public Information Notice No. 05/9 (Washington, D.C., IMF, 2005); Bangladesh Bank website
<www.bangladesh-bank.org>, accessed on 18 November 2004; Royal Monetary Authority of Bhutan, Selected Economic

Indicators (CD-ROM) (Thimphu, 2004); and Nepal Rastra Bank, Economic Survey 2003/04 (Kathmandu, 2004).

a Growth rates for 2005 are estimates.
b Fiscal year.
c GDP at factor cost.
d Comprising mining and quarrying; manufacturing; electricity-generation, gas and power; and construction.
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to temporary price increases of construction
goods and transport services. The exchange rate
of the rufiyaa is pegged to the United States
dollar.

Economic growth in Nepal declined as the

agricultural sector was adversely affected

Economic growth in Nepal declined from a
rate of 3.7 per cent in 2004 to 2.6 per cent in
2005 owing to weak performance of the agricul-
tural sector, which accounts for 40 per cent of
the country’s GDP. Growth in the industrial sec-
tor also declined, as construction activity slowed.
Manufacturing, primarily of vegetable ghee, jute
goods, thread and zinc sheet, rose slightly with
increased exports to India, but production of
garments declined with the expiration of the
WTO Agreement on Textiles and Clothing. Al-
though the electricity sector grew by 8 per cent,
it contributed little to industrial sector growth
since its share of output remains small. Growth
in trade and the restaurant and hotel sector also
declined as intensified civil strife reduced tourist

arrivals, adversely affecting hotel businesses and
domestic trade. The transport and communica-
tion sector, however, continued to grow owing to
expansion of private airlines and communication
services. Non-bank financial services continued
to grow, but banking services, which account for
about four fifths of the formal financial sector,
slowed because of low private sector demand
for credit. The community and social services
sector grew by 3.9 per cent, following increased
compensation of public sector employees.

Despite the rise in prices of foodgrains,
pulses, sugar and related products, inflation rose
only slightly, from 4.0 per cent in 2004 to 4.5
per cent in 2005, moderated by relatively low
inflation in India and an appreciating nominal
exchange rate. The index for fuel, light and
water rose by 14.7 per cent following revision of
petroleum prices. The Nepalese rupee appreci-
ated against the United States dollar in 2005
owing to appreciation of the Indian rupee against
the dollar. The Nepalese rupee is pegged to
the Indian rupee, which is freely convertible in
Nepal.

Box II.5. The labour market in Asian least developed countries

Although detailed statistics are limited, changes in the sectoral economic output and the demographic

profile of Asian least developed countries have led to shifts in the labour markets. In Bangladesh, for

example, less than one seventh of the labour force is employed in the formal sector. Although the

unemployment rate in 2003 was less than 5 per cent of the labour force, underemployment was estimated to

be more than one third of the labour force. In such labour markets, wage levels are demand-driven rather

than set by collective bargaining and they are indirectly indicative of employment trends. The rise in the

fisheries and manufacturing wage indices in real terms in 2004, for example, suggested that there is demand

for labour in these sectors, which could absorb new entrants into the labour force.

Since a significant share of the labour force in least developed countries is self-employed in the

agricultural sector, rural unemployment and underemployment are major concerns. In Bhutan, where the

agricultural sector accounts for nearly two thirds of the labour force, concerted measures are being

undertaken to reduce rural poverty, including land reforms, extension of credit facilities, crop diversification and

rural infrastructure development. Expansion of the industrial and service sectors in many least developed

countries has led to an increase in the number of people employed in the formal sector.

In the Lao People’s Democratic Republic, many people are now employed in mining, hydropower, trade

and services.

An increasing number of youth are employed in the industrial and service sectors of Cambodia owing

to expansion of garment manufacturing and tourism. Continued growth of these sectors is therefore critical to

ensure that the labour force is fully employed.

(Continued overleaf)
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Shifts in the labour market are also the result of demographic changes. Since youth generally
comprise a large share of the population in least developed countries, growth in the labour force is often high.
The labour force in Nepal grew three times faster than domestic employment; as a result an estimated 5 per
cent of the labour force was unemployed and an addition 12 per cent was underemployed in 2002. The
international labour market currently accounts for one tenth of the labour force of Nepal.

Three fifths of the population of Timor-Leste is 16 years of age or younger. To generate enough jobs
simply to maintain the current level of unemployment (estimated at one fifth of the labour force), the non-oil
economy of Timior-Leste would have to grow 7 per cent annually. To halve unemployment in the medium
term, annual non-oil economic growth in Timor-Leste would have to rise to 10 per cent. Such efforts would be
complicated by the fact that wages in Timor-Leste remain significantly above those of its immediate neighbour,
Indonesia.

Unemployment in least developed countries is high among youth and people with limited education.
This suggests that education needs to be strengthened to ensure employability. In the Lao People’s
Democratic Republic, the number of years of primary education was expected to rise from five to six years,
and access to tertiary and vocational education to be increased.

To reduce unemployment resulting from the mismatch between skills and job requirements, Bhutan has
been strengthening its technical and vocational training to enhance skills.

Key macroeconomic policy

developments

Afghanistan is expected to restructure plan

of State-owned enterprises

With a budget financed from foreign
grants as well as domestic revenue, Afghanistan
is committed to preventing overdrafts in its fiscal
budget. Owing to a significant increase in cus-
toms revenue and overflight charges, domestic
revenues in the first quarter of 2005 exceeded
their target, but more revenue is needed, since
the ratio of savings to GDP remains low (see
figure II.35). Improvements in budget preparation
have reduced payment delays, notably for
wages, and a supplementary development
budget has been approved to incorporate addi-
tional donor-funded projects. A new public fi-
nance management law provides a transparent
budget framework, a framework for internal con-
trol and audit and strict guidelines for budget
formulation, execution and financing. In order to
modernize the operations of Da Afghanistan
Bank, the country’s central bank, it is expected
that its regulatory and institutional framework will
be strengthened and all its commercial accounts
will be transferred to commercial banks. A com-
prehensive restructuring plan for State-owned

enterprises, with a view to eventually divesting
them of commercial activities, was also expected
to be instituted in 2005.

The budget deficit of Bangladesh increased

owing to rural rehabilitation costs

The overall budget deficit of Bangladesh
increased from 3.2 per cent of GDP in 2004 to
4.2 per cent in 2005 as funds were disbursed
for rural rehabilitation following severe floods in
July and August 2004 (see figure II.36). Rev-
enue was projected to rise but would still fall
short of the revised budget, owing to delays in
tax administration reforms and weaknesses in
audit and collection. Total spending was also
expected to be lower than in the revised budget
because development expenditure was lower
than initially projected. With domestic financing
capped at 2 per cent and external financing on
concessional terms, the structure of deficit fi-
nancing remains sound. Bangladesh adjusted
gas, diesel and kerosene prices to reduce finan-
cial losses and improve the viability of State-
owned enterprises in the energy sector. Although
labour issues stalled closure of these enter-
prises, loss-making units were encouraged to
downsize through hiring freezes and voluntary
retirements.
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Figure II.35. Savings and investment in selected least developed countries in

South and South-West Asia, 2003-2005a
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Sources: United Nations Economic and Social Commission for Asia and the Pacific, based on national sources; and
Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries 2005  (Manila, ADB, 2005).

a Data for 2005 are estimates.
b Gross domestic savings.
c Gross domestic investment.

Growth in reserve money, private sector
credit and broad money increased along with
lending to the agricultural sector for flood reha-
bilitation and a strong demand for credit, in view
of the low interest rates in Bangladesh (see

figure II.37). To strengthen the banking system,
Bangladesh Bank has raised minimal capital re-
quirements, taken steps to reduce insider trading
and improved the institutional framework for pru-
dential supervision of the financial system.
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–12 –10 –8 –6 –4  –2   0
Percentage of GDP

Sources: United Nations Economic and Social Commission for Asia and the Pacific, based on national sources;
International Monetary Fund, Islamic Republic of Afghanistan: Fourth Review under the Staff-monitored Program, IMF
Country Report No. 05/237 (2005); Bangladesh Bank website <www.bangladesh-bank.org>, accessed on 20 October 2005;
Royal Monetary Authority of Bhutan, Selected Economic Indicators (CD-ROM) (Thimphu, 2005); and Asian Development
Bank, Key Indicators of Developing Asian and Pacific Countries 2005 (Manila, ADB, 2005).

a Data for 2005 are estimates.
b Operating budget balance, excluding grants.
c Excludes grants.

The tax system in Bhutan is being simplified

and the tax base broadened

Although domestic revenue did not in-
crease, expenditure in the revised budget of
Bhutan for 2005 rose by 18 per cent to accom-
modate a 45 per cent increase in civil service
salaries and the purchase of aircraft for the
national airline. Both the overall and domestically
financed government deficit for fiscal year 2005
was estimated at 11 per cent of GDP. In order
to achieve the target of meeting current expendi-
ture through domestic revenue, the tax system is
being simplified by eliminating exemptions, phas-
ing out tax holidays and broadening the tax
base. The tenth five-year plan period, which will
begin in July 2007, is to focus on rural electrifi-
cation, construction of feeder and farm roads,
education and health infrastructure and low-in-
come housing. With its limited scope for an
independent monetary policy, the Royal Monetary

Authority of Bhutan has focused on indirect in-
struments of monetary management, such as
increases in reserve requirements, the sale of
central bank bills, the sale of foreign exchange
to banks and the liberalization of interest rates
to address the issue of excess liquidity. The
central bank is also a key player in establishing
a government securities market. Growth in net
domestic credit, mainly in housing, contributed to
growth in the money supply. Further expansion
of credit by commercial banks is possible in the
light of the higher liquidity and falling interest
rates.

Reconstruction costs in Maldives are

estimated at 50 per cent of GDP

The December 2004 tsunami resulted in
the collapse of major economic activities in
Maldives; reconstruction costs were estimated to
be equivalent to 50 per cent of GDP, with a

Figure II.36. Budget balance in least developed countries in

South and South-West Asia, 2003-2005a
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Figure II.37. Inflation and money supply growth in least developed countries in

South and South-West Asia, 2003-2005a
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Sources: United Nations Economic and Social Commission for Asia and the Pacific, based on national sources;
International Monetary Fund, Islamic Republic of Afghanistan: Fourth Review under the Staff-monitored Program, IMF
Country Report No. 05/237 (2005); Bangladesh Bank website <www.bangladesh-bank.org>, accessed on 20 October 2005;
Royal Monetary Authority of Bhutan, Selected Economic Indicators (CD-ROM) (Thimphu, 2005); Nepal Rastra Bank,
Economic Survey 2003/04 (Kathmandu, 2004); and Asian Development Bank, Key Indicators of Developing Asian and

Pacific Countries 2005 (Manila, ADB, 2005).

a Data for 2005 are estimates.
b Inflation rates refer to changes in the consumer price index.
c Inflation rates for 2004-2005 refer to the fourth quarter.
d Inflation rate refers to national urban consumer price index.
e Domestic currency in circulation.
f Money supply for 2005 refers to January-June.
g Money supply for 2005 refers to January-November.

2003 2004 2005

2003 2004 2005

Afghanistan

Bangladesh

Bhutanc

Maldives

Nepald

127

II.  Macroeconomic Performance, Issues and Policies



quarter of that amount having been needed
immediately to meet budgetary requirements.
Budget allocations were redirected towards reha-
bilitation and reconstruction, and a comprehen-
sive needs assessment was conducted in col-
laboration with the international community. A
mechanism was also established for the spend-
ing of donor funds in a transparent and account-
able manner. Greater monitoring of State-owned
enterprises was expected to reduce operational
expenses. A reduction in government revenue by
5 per cent of GDP was estimated owing to lower
taxes on tourism. To raise the revenue, neces-
sary for government operations, the government
was expected to grant fewer import duty waivers
for tourism, to reorient capital and non-wage
spending towards reconstruction needs and to
award no new wage increases. The bed tax
increase in 2004 should have contributed to
higher revenue as tourist arrivals resumed in
2005. The Government revised its budget in
August 2005 and was also considering the auc-
tioning of resorts to raise cash.

An increase in recurrent expenditure

adversely affected the fiscal budget of Nepal

Despite the growth in government re-
venue, the fiscal budget of Nepal was adversely
affected in 2005 by increased current expendi-
ture and low capital spending. Government re-
venue rose from 12.6 per cent of GDP in 2004
to 13.4 per cent in 2005. A streamlined revenue
structure was introduced with lower tax and tariff
rates. Nepal also introduced a value added tax,
consolidated tax administration and simplified tax
payment procedures. The new medium-term ex-
penditure framework has improved spending
prioritization; it has also enabled consolidation of
projects to avoid spreading resources too thinly
and the allocation of resources to pro-poor
projects. Spending on social sectors grew more
quickly than spending on economic sectors.
Spending on security also increased as the law
and order situation deteriorated.

The industrial and commercial sectors ac-
counted for three quarters of private sector credit
in Nepal in 2005. The restructuring of two large

banks, accounting for more than two fifths of
commercial banking in Nepal, slowed credit ex-
pansion. The “Company act,” “Insolvency act”

and “Secured transaction act” were recently le-

gislated to reduce systemic risk in the financial
system.  The “Central bank act” and the “Finan-

cial institutions act” were amended to make legal
enforcement more effective. Despite the political
instability in Nepal, stock market turnover, share

prices and the market capitalization rose, and
the market capitalization of listed companies
grew from 8.4 per cent of GDP to 11.6 per cent

during 2005.

Developments in the external sector

Re-exports constituted nearly three quarters

of exports from Afghanistan

The current account deficit, excluding

grants, of Afghanistan declined in 2004 owing
primarily to a slowdown in imports (see figures
II.38 and II.39). Imports of machinery and equip-

ment, fabrics and clothing, and chemicals ex-
ceeded exports of dried fruits, skins and carpets,
leading to an overall trade deficit. Re-exports

constituted nearly three quarters of the country’s
projected exports. Although both FDI and
concessional borrowing have increased, grants

accounted for most of the overall current ac-
count surplus, equivalent to 0.7 per cent of GDP.
Afghanistan is expected to rely on grants and

highly concessional loans to meet its develop-
ment needs for the foreseeable future. Despite a
fall in bilateral debt, total external debt rose in

2003 as multilateral debt grew.

Bangladesh may eliminate quantitative

restrictions on imports

Although the export earnings of Bangla-
desh moderated in 2005 as prices declined fol-
lowing the expiry of the WTO Agreement on
Textiles and Clothing, preferential access to the
European Union and Canada was expected to
make up for any market share erosion in the
United States. The value of imports rose owing
to higher oil and commodity prices, increased
food imports and higher demand for investment
goods. The current account deficit was projected
to be 1.7 per cent of GDP, with gross interna-
tional reserves falling to 2.4 months of import
cover. The level and dispersion of customs duty
rates were reduced to three price-slabs; the
quantitative restrictions were streamlined, with
administrative procedures simplified and the
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Figure II.38. Growth rates in merchandise export earnings and import spending in least

developed countries in South and South-West Asia, 2003-2005

Export

Percentage

Import

Percentage

Sources: Economist Intelligence Unit, Country Report Afghanistan (London, EIU, 2005); Bangladesh Bank website
<www.bangladesh-bank.org>, accessed on 11 November 2005; Maldives Monetary Authority website <www.mma.gov.mv>,
accessed on 6 January 2006; and national sources.

a Fiscal years.
b Data for 2004 are provisional.
c Data for 2005 are projections.
d Data for 2005 are estimates.
e Data for 2005 are for first 6 months of the year.
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number of restricted products halved. Restric-
tions were also removed on FDI in the garment
sector outside of export processing zones. All
trade-related quantitative restrictions on imports
were expected to be eliminated and other non-
tariff barriers streamlined in the 2006 budget in
order to reduce the anti-export bias. The capac-
ity of Chittagong port was also expected to be
increased in order to reduce infrastructure bottle-
necks.

The external debt outstanding of Bhutan

rose to the equivalent of 86 per cent

of GDP in 2005

Increased exports and transfer receipts
narrowed the current account deficit in Bhutan to
7.7 per cent of GDP in 2004. In addition to the
sale of electricity to India, which accounted for
36 per cent of the value of exports, exports
included agro-based and mineral products and

imports included capital equipment, food, fuel
and consumer products. Countries other than
India in the subregion collectively account for
only 5 per cent of international trade. The trade
deficit widened by 7.7 per cent owing to imports
related to the Tala hydropower project and the
purchase of aircraft for the national airline. Tour-
ism receipts in convertible currency constituted
30 per cent of overall service sector receipts.
However, service sector payments, such as la-
bour remittances and debt-service payments, ex-
ceeded service receipts. Official current and
capital transfers, largely in the form of grants
and concessional loans and equivalent to 28 per
cent of GDP, financed projects and the develop-
ment of infrastructure. Commercial borrowings
were negligible, and FDI, mainly in the tourism
and hotel industries, was still relatively small. As
a result, the balance of payments of Bhutan in
2004 recorded a surplus of 1.2 per cent of GDP,
and foreign exchange reserves rose to nearly 20

–25 –20 –15 –10 –5 0  5 10

Percentage of GDP

Sources: United Nations Economic and Social Commission for Asia and the Pacific, based on national sources;
International Monetary Fund, Islamic Republic of Afghanistan: Fourth Review under the Staff-monitored Program, IMF
Country Report No. 05/237 (2005); Bangladesh Bank website <www.bangladesh-bank.org>, accessed on 20 October 2005;
Royal Monetary Authority of Bhutan, Selected Economic Indicators (CD-ROM) (Thamphu, 2005); and Asian Development
Bank, Key Indicators of Developing Asian and Pacific Countries 2005 (Manila, ADB, 2005).

a Data for 2005 are estimates.
b Includes grants.
c Includes official transfers.

Figure II.39. Current account balance in least developed countries in

South and South-West Asia, 2003-2005a
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months of import cover. Although external debt
outstanding rose to 86 per cent of GDP in 2005,
it was highly concessional and was largely the
result of investment in hydropower projects. In-
debtedness is not considered a serious concern;
nevertheless, Bhutan welcomed the debt relief
initiatives of the Group of Eight (G-8).

The loss of export receipts and tourism

earnings led to a balance of payments

shortfall in Maldives

The balance of payments shortfall in
Maldives, owing to the loss of export receipts
and tourism earnings because of the 2004 tsu-
nami, was estimated at $160 million. Although
$67 million was expected from bilateral donors
and multilateral financial institutions in 2005, the
shortfall could not be met by revenue measures
and pledged donor grants. Since international
reserves were low, donors and the International
Monetary Fund were requested to provide assist-
ance to enable the Government to leverage the
balance of payments shortfall. The Paris Club
was not requested to reschedule debt because
most of the external debt was owed to interna-
tional financial institutions and non-Paris Club
countries. The debt service ratio was projected
to be less than 5 per cent of the value of goods
and services exports because of the highly
concessional nature of the debt.

Transfer receipts in Nepal rose as pensions

from abroad and remittances increased

Exports from Nepal continued to grow in
2005, but imports declined, resulting in a trade
deficit equivalent to 14 per cent of GDP. More
than two thirds of the exports from Nepal were
imported by India. The share of petroleum prod-
ucts in the country’s merchandise imports more
than doubled between 2001 and 2005, as inter-
national oil prices rose. Service exports declined
as tourism receipts fell, while service imports
dropped owing to reduced travel payments to
workers going abroad. Transfer receipts rose
significantly, however, owing to a sharp rise in
pensions from abroad, continuing growth in
workers’ remittances and a rise in government
grant receipts. As a result, the current account
surplus doubled to 5.5 per cent of GDP despite
the trade deficit. The balance of payments sur-
plus, however, declined from 3.2 per cent of

GDP in 2004 to 1.8 per cent of GDP in 2005
because of a decrease in the capital account
surplus.

The outstanding external debt of Nepal
declined from 47.0 per cent of GDP to 44.5 per
cent during 2005. Because of the concessional
nature of its debt, Nepal does not qualify for
debt relief under the Heavily Indebted Poor
Countries Initiative and was unlikely to benefit
from the G-8 debt relief package. Although the
debt-servicing ratio was 9.7 per cent of exports
in 2005, the burden was increasing with the
maturation of old debts and the increase in
outstanding debt. Foreign exchange holdings in-
creased to 12 months of import cover by the
end of 2005.

Medium-term prospects and

key policy issues

Despite recent progress, poverty remains
pervasive in most least developed countries.
Governments need to give priority to promoting
rapid and sustained economic growth. The pri-
mary goal must be to double the average house-
hold living standards as quickly as possible,
since the average level of private consumption
per capita currently is so low.

More than a simple expansion of GDP is
required. Economic growth must be founded on
the accumulation of capital, skills and productiv-
ity growth and the expansion of sustainable live-
lihoods and employment opportunities that in-
creases the consumption possibilities of house-
holds and individuals.

While economic growth for poverty reduc-
tion is of paramount importance in the least
developed countries, inequality and exclusion
cannot be ignored. Efficiency-expanding redistri-
bution of assets and income is important for
sustained economic growth and poverty reduc-
tion in situations of generalized poverty.

Diversification is essential to ensure

medium-term economic growth

in Afghanistan

Economic growth in Afghanistan is pro-

jected to be at 11.2 per cent in 2006, and the
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agricultural sector should experience greater se-

curity and stable growth. However, to ensure

growth in the medium term, greater diversifica-

tion is essential. Inflation is expected to fall to

8.0 per cent by the end of 2006. Medium-term

economic policies are expected to focus on fa-

cilitating the development of the private sector

and on maintaining fiscal and external

sustainability. Since domestic revenues cover

only slightly more than half the operating rev-

enues, a strong effort to cover operating costs

with domestic revenues is needed. Strengthening

the banking system is essential since a weak

regulatory and institutional framework impedes

the development of credit markets and the ex-

pansion of the private sector. The anti-narcotics

strategy is expected to continue over the me-

dium term but farmers need better long-term

incentives to cultivate other crops to make the

strategy a success.

Reconstruction costs and rising oil prices

could affect growth in Bangladesh

Real GDP is expected to rise in Bangla-
desh to 6.5 per cent in the medium term and
inflation to fall to 4.0 per cent, with increases in
export diversification and private investment.
Strong revenue efforts are expected to hold the
budget deficit at 4 per cent of GDP. Reform of
national commercial banks and State-owned en-
terprises is aimed at improving efficiency and
fiscal sustainability. With the recovery of ex-
ports, the external current account deficit is ex-
pected to stabilize at 2 per cent of GDP, lead-
ing to a steady rise in international reserves to
three months of import cover and to greater
stability in the exchange rate (see figure II.40).
However, growth could be adversely affected by
developments in the garment sector, which ac-
counts for a major portion of industrial produc-
tion and exports; it could also be affected by
higher than expected imports for flood-related
reconstruction and a further rise in international
oil prices. Based on this scenario, key reform
measures include tax administration restructuring
in order to increase revenue, divestiture of na-
tional commercial banks to contain fiscal losses,
liberalization of the investment regime and
reform of the energy sector to secure adequate
supplies of power while ensuring fiscal sustai-
nability.

Devolution of responsibility to local levels of

administration would increase

participation in Bhutan

As a landlocked country with a small do-
mestic market, Bhutan has limited opportunities
for diversified production and exports. The
hydropower sector is expected to continue to
play a significant economic role, with the com-
missioning of the Tala hydropower project in
2006, and to assist in the establishment of allied
industries. The pristine environment of Bhutan
and the preservation of its cultural heritage
should continue to make tourism the second
largest source of foreign exchange earnings af-
ter official inflows. Earnings from tourism have a
broad impact, as they provide the Government
with tax revenues, entrepreneurs with corporate
income, enployees with wages and salaries and
service providers and cottage industries with in-
come. Bhutan has formulated regulations and
prepared legislation to implement its policy on
FDI. As a member of the South Asian Free
Trade Area, Bhutan has agreed to lower import
tariffs to between 0 and 5 per cent in 2006.
Negotiations on the accession of Bhutan to
WTO reached an advanced stage in September
2005. As Bhutan prepares to embrace parlia-
mentary democracy, a draft constitution was pub-
licly circulated in March 2005 for discussion, and
a governance exercise was conducted. Empha-
sis is being placed on increasing participation in
development decisions through the devolution of
responsibility to the district and local levels of
administration.

Recovery in the tourism and fisheries sectors

of Maldives is expected in 2006

The tourism and fisheries sectors of
Maldives are expected to recover in 2006. Reha-
bilitation and reconstruction of housing and infra-
structure following the December 2004 tsunami
are expected to take longer than previously ex-
pected and to require external financing until
2007. In view of the commitment of Maldives to
maintaining the exchange rate peg, which had
provided a transparent nominal anchor, the Gov-
ernment intends to limit borrowings or repayments
to the Maldivian Monetary Authority in 2006 and
to finance reconstruction from external grants and
loans as well as savings in the budget. The
eventual introduction of a tax on business profits
is also expected to broaden the tax base.
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Figure II.40. Index of exchange rates against the United States dollar in selected least

developed countries in South and South-West Asia, 1996-2005a
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a Data for 2005 are estimates.
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Higher petroleum prices and expiration

of the WTO Agreement on Textiles

and Clothing could slow

growth in Nepal

With higher petroleum prices, expiration of
the WTO Agreement on Textiles and Clothing
and intensification of armed conflict, GDP growth
in Nepal could fall short of the 4.5 per cent rate
projected for 2006. Exports to India are ex-
pected to rise, but production for the domestic
market may remain suppressed owing to disrup-
tions to domestic transport and commerce. Elec-
tricity-generation, gas and water supplies are
projected to grow with the completion of new,
small, power projects and better capacity utiliza-
tion. With the upward adjustment of petroleum
prices and increased pressure on prices in India,
inflation is projected to rise by 5 per cent. Since
monetary expansion has slowed and economic
growth is expected to be reasonable, moderate
inflation is projected in the medium term. To

compensate for the investment shortfall in imple-
mentation of the Tenth Plan (Poverty Reduction
Strategy Paper), the 2006 budget projects signifi-
cantly higher government expenditure, revenue
and grants than had been contained in the
revised 2005 estimates.

The continuing conflict and economic

slowdown in Nepal suggest that attaining its
revenue-mobilization and capital-spending targets
may be difficult. With the expiration of the WTO

Agreement on Textiles and Clothing, exports
from Nepal are expected to grow by 7 per cent
in 2006. Higher oil prices, moderate economic

growth and remittance-financed demand for con-
sumer goods are likely to lead to import growth.
Despite the increase in remittances and official

grants, the current account is expected to
weaken with the drop in income from services.
The overall surplus in the balance of payments

is projected to decline from 1.8 per cent of GDP
in 2005 to 1 per cent in 2006.
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South-East Asia

GDP growth performance

Garment production in Cambodia is expected

to grow as safeguards are imposed

Economic growth in Cambodia was pro-
jected to fall slightly, from 7.7 per cent in 2004
to 6.3 per cent in 2005 (see figure II.41). Al-
though growth in the agricultural sector was

estimated to be higher in 2005 because of in-
creased paddy production, growth in the indus-
trial and service sectors was expected to be
moderate. Growth in the service sector was a
result of the expansion in tourism and increased
domestic activities including construction. Tour-
ism arrivals were expected to rise by one third
in 2005. Growth in garment production was ex-
pected to continue as safeguards were imposed
by the United States and the European Union.
Forty new investment projects were approved in
2004, and garment orders increased in 2005.

Figure II.41. GDP and sectoral growth in selected least developed

countries in South-East Asia, 2003-2005a
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